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INFORMATION ON THE REPORT

This Annual Report (hereinafter - “the Report”) describes the perfor-
mance of PJSC IDGC of the North-West (hereinafter - “the Organiza-
tion, the Company”) and its subsidiaries and affiliates. The Report con-
tains production and financial results, as well as certain aspects of the
Company's performance in sustainable development (GRI 4) for 2016.

The Report was prepared in compliance with the regulators’ re-
quirements and documents regarding information disclosure, namely:

the requirement of the Central Bank of the Russian Federation for

information disclosure in joint stock companies’ annual reports;
the requirement of PJSC Moscow Exchange for information disclo-
sure in annual reports;

the Corporate Governance Code recommended for use by the

Central Bank of the Russian Federation;

the requirement of PJSC Rosseti for preparation of subsidiaries’

reporting.

The Report was compiled using the Sustainability Reporting
Guidelines [GRI G4).

The Report was formed based on the 2016 financial statements
of PJSC IDGC of the North-West prepared according to the Russian
Accounting Standards. Some sections hereof contain data of the 2016
consolidated financial statements prepared in compliance with the
International Financial Reporting Standards.

SOME DEFINITIONS AND FORWARD-LOOKING STATEMENTS
(DISCLAIMER)

This 2016 Annual Report of Interregional Distribution Grid Company of
the North-West PJSC was compiled based on the information available
to the Company as of the moment of its preparation.

This Annual Report contains information on the Company’s per-
formance in 2016, as well as assessments and forecasts made by the
Company's authorized management bodies regarding future events
and/or actions, future development of the industry where PJSC IDGC of
the North-West carries out its core activities, results of the Company’s
operations, including its plans, and probability of certain events and
certain actions.

Investors should not fully rely on the assessments and forecasts of
the Company’s management bodies since those are only one of multiple
scenarios, and the Company's actual performance in future may differ
from forecast results for multiple reasons.

Some of the statements herein are not actual facts, but for-
ward-looking statements. Such words as “plans”, “will", “expected”, “will
occur”, “estimates”, “will total”, “will happen” and etc. are forecast-related
and involve the risk of possible non-occurrence of implied events and
actions. The Company therefore warns that actual results or the course
of certain events may considerably differ from forecast statements in-
cluded in this Annual Report as of the moment of its preparation.

The Company is not liable for any losses that may be incurred by in-
dividuals or legal entities acting based on forecast statements.

Except for cases stipulated by the legislation, the Company under-
takes no obligations to review or verify any expectations or estimates or
to publish updated and revised forecast statements of the Annual Report
due to further events or receipt of new information.

For the purposes of this Annual Report, words “the Company” and
“the Organization” are used for and identical to PJSC IDGC of the North-
West.

The information about the Company’'s management is provided ac-
cording to Federal Law No. 152-FZ “On personal data” dated July 27,
2006.

Some values in the tables, graphs and diagrams herein may differ
from a sum of summands, earlier published data due to the difference
caused by rounding.
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STRATEGIC
REPORT

2016 was a year of sustainable develop-
ment for PJSC IDGC of the North-West.

The operational efficiency and investment

attractiveness of the Company have
increased.

= =
RUB 4.98 bn RUB 26.94 bn

capital investments in 2016 the Company’s capital
investments are going
to be in 2017-2021
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Portrait
of the Company

PJSC IDGC of the North-West is a leading power grid company in the North-
western Federal District of Russia. The Company is the main provider of power
transmission and technological power grid connection services to the popu-
lation, industrial companies, governmental and social facilities. We service

the territory of seven constituent entities of the Russian Federation inhabited
by 3.95% of the population and delivering 4% of the country’s gross domestic
product.

The Company was founded in 2004 in the course of the  Ticker MRKZ
reform in the Russian electric power industry, as a re- Market capitalization as of the year end, RUB m  5,201.2
sult of which various assets of RAO Unified Energy Sys-

tems of Russia were grouped by regions. PJSC IDGC of the EV.RUBm 20,335.3
North-West became one of the fourteen interregional pow-  Free float 24.56%"
er grid companies. The Company’s principal shareholder
is PJSC Rosseti (55.38%).

The Company is a natural monopoly controlled and
regulated by state bodies. Tariffs for the Company’s ser-
vices are established by the state - regional regulators  Share price fluctuations
subject to resolutions of the Federal Antimonopoly Service.

Ordinary share price as of the year end, RUB 0.055

Stable consumer demand in the conditions of the 0.06 30,000
country’s economic development is the Company’s com-
petitive advantage. 0.05

PJSC IDGC of the North-West carries out its opera- 120000
tions in the territory with a total area of 1,409,726 sq km 0.04
(8.23% of the territory of Russia). The number of people 110,000
living in the Company's service area totals 5,798 ths (3.95% 003
of Russia’s population).

0.02 0

Service area: Republic of Karelia, Komi Republic, Arkhan-
gelsk Region, Vologda Region, Murmansk Region, Novgorod
Region, and Pskov Region.

January
February
March
April

May

June

July
August
September
October
November
December

M Traded value, RUB ths
— Price per ordinary share of IDGC of the North West, RUB

7 Strategic Results

0.8

m people

live in the Company's service area

1. http://www.mrsksevzap.ru/stockcapitalsctructure

Corporate Annexes
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m km?
area of the service region

°
Murmansk
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REPUBLIC
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e Arkhangels Rl
REPUBLIC
ARKHANGELSK
REGION
Petrozavodsk
° Syktyvkar
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eoal ® Saint
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mPe Petersburg REGION
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Key Performance
Indicators

TECHNOLOGICAL CONNECTION

POWER SUPPLY TO THE GRID

8
6.41% 9 6 6
.\63.1//0M”—6.38/\632/ 4 5 5
43,239 534
40,687 39,715 39,475 39,921 450 485 459 468
2,772 2,569 2,547 2,520 2,485 240 299
317 340 306 251
40,468 38118 37,168 36,955 37436 152
245 234 217
133 188 154
. __________________________________|
2012 2013 2014 2015 2016 2012 2013 2014 2015 2016 target 2016 actual
Power supply from the grid to Losses in grids, m kWh Legal entities s 4 Average expenses for technologi-
consumers and LGOs, m kWh @ Lossesin grids, % Individuals cal connection (RUB ths per 1 kW)

Over the period of 2012-2015, power supply to the grid By the end of 2016, the actual volume of connected average
decreased by 7.5%, which was due to direct contracts (“last  capacity exceeded the target. Technological connection
mile”] concluded by consumers with PJSC Federal Grid average costs in 2016 totaled RUB 5 ths per 1 kW.
Company of Unified Energy System in relation to points of
connection to the Unified National Power Grid and changes
in power consumption by large consumers of the region.

Losses in 2016 reduced versus losses in 2012 by 0.19 per-
centage points.

POWER SUPPLY STRUCTURE

17% 12% 13% 59%
B Industrial consumers and transport

Local grid operators’
B Population
Other

1. Local grid operator (LGO) is a commercial organization ren-
dering power transmission services using electric grid facili-
ties not belonging to the Unified National (All-Russian) Power
Grid. Article 3, Federal Law No. 35-FZ dated March 26, 2003
(as revised on December 28, 2016) “On the Power Industry”

7 Strategic Results ate Annexes
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175 1468

ths km the network spread as of MW the volume of connected
the end of 2016 capacity in 2016

FIXED ASSETS

19026 19031 19108 19,249

18,163 18,345 —.— o —

Overhead power lines, km

Cable lines, km
175,945 175,442 175,823 175,031 175,535 175,372

@- Total transformer capacity of substations, MVA
7999 8,115 8,100 8,140 8,186 8,248

167946 167,327 167,723 166,891 167,349 167123
The increase of fixed assets is owing to the implementa-
] tion of the investment program involving reconstruction

2012 2013 2014 2015 2016 2016 and technical upgrade, commissioning of new equipment.
target actual

MAJOR CONSUMERS AND LGOS

Major industrial consumers and transport Major LGOs
Name 2015, 2016, Name 2015, 2016,
m kWh m kWh m kWh m kWh
PJSC Severstal 2,533 2,451 JSC Novgorodoblelektro 1,089 1,092
Khibinskaya Power Supply JSC Murmansk Regional
Company LLC 642 1783 power Grid Company 1,103 1,088
JSC Kondopoga 922 1,053 JSC KKT [since March 1, 2016 -
. ) 1,473 1,439
Republican Grid Company LLC]
PJSC Acron 795 965
JSC Vologda Regional Ener
Regionenergoservis LLC 2,081 2,068 Companyg J v 957 960
EuroChem-Energo LLC 734 771 Elektroset Municipal Unitary 112 132
Remenergoresurs LLC 806 857 Enterprise
LUKOIL-ENERGOSERVIS LLC 508 544 ~ Arkhangelsk Specialized 170 192
Energy Company LLC
JSC Vorkutaugol (M871/11-A) 494 480
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LABOR PROTECTION

2012 2013 2014 2015 2016

Total loss caused by occupational injuries, RUB m
2012 2013 2014 2015 2016
2.214 1.395 0.943 1.219 2.110

number of accidents (total) @~ Total accident frequency

including fatalities

The total injury rate decreased owing to the implemented
preventive measures. Two fatalities in 2016 were not re-
lated to officials’ failures to perform their duties and viola-
tions committed by the victims themselves. In 2015-2016,
there were no electrical shock fatalities.

DIVIDEND HISTORY

63.27%

25.0% 25.5%

0.004254

0.0001614

2012 2013 2014 2015

10

REVENUE, EBITDA
16.16%

14.1%

12.29% 11.93%

5,321 4487 i gue 6,422

4,107

33,419 44,615 46,935 42,370 45,541

|
2012 2013 2014 2015 2016

Revenue under IFRS, RUB m @~ EBITDA margin

EBITDA under IFRS, RUB m

Revenue growth predominantly resulted from increased
power transmission volumes, higher number of consumers,
and changes in load loss cost.

The negative dynamics of EBITDA in FY2016 year-on-
year was mainly due to decrease in financial results under
IFRS from RUB 815 m to RUB 585 m.

Dividend per one ordinary share, RUB

== Dividend payout ratio

7 Strategic Results
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EV/EBITDA
49
29 31 34 36 . > ol B
IDGC IDGC Moscow  Len- IDGC IDGC Kuban- IDGC of Tomsk Federal
of the of the United energo of Volga of the the South energo the Urals Distribution Grid
T iValga Grig West 53 rompeny Gempary
Region  Company IDGC of the
North
Caucasus

KEY FINANCIAL INDICATORS
2012 2013 2014 2015 2016
Total revenue, RUB m, including 31,169 42,050 44,262 39,623 42,433
from power transmission 29,276 29,650 31,343 36,881 40,583
from technological connection 1,412 955 882 804 1,123
from power sale 0 10,799 11,017 946 0
other 481 646 1,020 991 726
Cost, RUB m 28,129 38,293 40,030 35,547 38,177
EBITDA*, RUB m 3,926 5,283 4,821 6,856 6,619
EBITDA margin, % 13 13 " 17 16
Net debt/EBITDA ratio 2.56 3.03 3.81 2.25 2.16
Gross profit, RUB m 3,040 3,757 4,232 4,076 4,255
Profit before tax, RUB m 422 733 -929 880 745
Net profit, RUB m 62 300** -620 A 457
Net profit margin, % 0.2 0.7 -1.4 1.6 1.1
Operating cash flow, RUB m 2,896 585 6,630 6,055 6,099
Cash flow return on equity, % -0.98 0.22 -3.77 0.68 1.13
Value of net assets, RUB m 27,442 27,695 26,995 27,636 27,683
Capitalization as of the period end, RUB m 6,116 2,712 2,433 2,624 5,201

*  The indicator was calculated based on earnings before interest, taxes, depreciation and amortization, without account of adjustment

for change in the current market value of financial investments (including provision for impairment) in 2014.

** In 2014, retrospective adjustments were introduced for more precise recognition in the accounting statements of tax differences
related to estimated liabilities for holiday and annual remuneration payments, on legal cases having relevant impact on the financial

result in 2013 that totaled RUB 275 m with account of the introduced changes.
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History

2001

Start of the reform in Rus-
sia’s power industry. In-
stead of 73 regional power
companies within hold-

ing JSC RAO Unified En-
ergy Systems of Russia
that combined the func-
tions of power generation
and distribution, transmis-
sion and sale to consum-
ers, it was decided to cre-
ate independent companies
by types of activities: pow-
er generation, transmission
and sale.

2004

Interregional Distribu-
tion Grid Company of the
North-West JSC was es-
tablished and registered
on December 23, 2004
subject to the decision
of its sole founder - RAO
UES of Russia. As of the
moment of its founding,
the Company’s charter
capital totaled RUB 10 m
and was divided into

100 m of ordinary shares.

The initial structure of
JSC IDGC of the North-
West comprised distribu-
tion networks of the Uni-
fied Power System of the
North-West: JSC Arkh-
energo, JSC Karelenergo,
JSC Kolenergo, JSC AEK
Komienergo, JSC Lenen-
ergo, JSC Novgorodener-
go, JSC Pskovenergo, and
JSC Yantarenergo.

2007

According to the decision of
the Board of Directors of JSC
RAQO UES of Russia, JSC Vo-
logdaenergo (earlier - a part
of IDGC of the Center and
North Caucasus) was in-
cluded into the structure of
JSC IDGC of the North-West,
while JSC Lenenergo was ex-
cluded from it. After the re-
organization of JSC RAO UES
of Russia, the shares of JSC
Yantarenergo held by JSC
RAQO UES of Russia, based on
the spin-off balance sheet,
passed into the ownership

of JSC IDGC Holding (since
April 8, 2013 - JSC Russian
Grids, since June 30, 2015 -
PJSC ROSSETI) established
on July 1, 2008 by way of
spin-off as a result of the re-
organization of JSC RAO UES
of Russia.

The Government of the Rus-
sian Federation adopted Res-
olution No. 1857-r dated De-
cember 19, 2007 to form by
December 31, 2008 interre-
gional distribution grid com-
panies on the basis of the

12

shares of the joint-stock
power and electrification
companies held by JSC UES
of Russia in order to ensure
control of the Russian Fed-
eration over operations of
local grid operators.

On December 25, 2007 the
Extraordinary General Meet-
ing of Shareholders of JSC
IDGC of the North-West ap-
proved the decision to reor-
ganize the Company by way
of merger with JSC Ark-
henergo, JSC Vologdaener-
go, JSC AEK Komienergo,
JSC Karelenergo, JSC Ko-
lenergo, JSC Novgoroden-
ergo, and JSC Pskovener-
go. It was also decided to
increase the charter capital
of JSC IDGC of the North-
West by RUB 9,568,700,000
through conversion of
shares of the seven distri-
bution grid companies and
placement of 95,687,000,000
additional ordinary regis-
tered shares at a par value
of RUB 0.1.

7 Strategic Results
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2008

Since April 1, 2008 JSC
IDGC of the North-West
has been operating as an
integrated company. It in-
cludes seven branch-

es - Arkhenergo, Volog-
daenergo, Karelenergo,
Kolenergo, Komienergo,
Novgorodenergo, and Psk-
ovenergo. In April 2008, the
Company established its
collective executive body -
the Management Board

of JSC IDGC of the North-
West.

On May 27, 2008 ordinary
registered shares of JSC
IDGC of the North-West
were admitted to trad-
ing on the RTS Stock Ex-
change, and on May 29,
2008 - to trading on the
MICEX Stock Exchange. In
December 2008, the Com-
pany was listed at MICEX.
The Company’s ordi-

nary registered uncertified
shares were included in
the Quotation List B of the
List of securities.

Corporate Annexes
Governance 13

2011

On May 24, 2011 shares of
PJSC IDGC of the North-West
were transferred from Quo-
tation List B of CJSC MICEX
Stock Exchange into its
Quotation List A.

2014

On June 9, 2014 the Compa-
ny’s shares were included in
the Level 1 Quotation List of
MICEX Stock Exchange CJSC'.

2015

On July 3, 2015 the Com-
pany’s legal name was
changed for Public Joint
Stock Company “Interre-
gional Distribution Grid
Company of the North-

West” (PJSC IDGC of the 1. OnJanuary 31, 2017 the Company's shares were transferred
North-West). to the Level 2 Quotation List of MICEX Stock Exchange PJSC
within the reform of listing.
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Major events

in 2016

JANUARY

Start of implementation
of the roadmap to con-
clude direct agreements
with consumers for power
transmission.

The roadmap is intended
to resolve the issue of ac-
cumulation of receivables
by electricity supply com-
panies having the status of
suppliers of last resort in
the regions. The switch to
direct agreements guar-
antees bona fide custom-
ers that their money will
be received by payees and
they will not be discon-
nected because of a neg-
ligent intermediary who
failed to timely pay for the
grid company'’s services.

In 2016, PJSC IDGC of the
North-West and Autono-
mous Non-Commercial Or-
ganization “Strategic Part-
nership of the North-West”
supported by the Presiden-
tial Plenipotentiary to the
Northwestern Federal Dis-
trict continued the imple-
mentation of the project of
regional investment energy
trade fairs. In all 7 regions

FEBRUARY

Claim-related work with
debtors due to changes in
the federal legislation. The
Company prepares claims
to debtors according to
newly effective Federal Law
No. 307-FZ that increased
the penalty for delayed
payments for supplied
power from 1/300 to 1/130
of the refinancing rate of
the Central Bank of Rus-
sia for each day of delay,
which approximates 30%
market loan interest rate
p.a.In 2016, the Company’'s
penalty claims to debtors
exceeded RUB 726 m.

serviced by the Company,
meetings with industry ex-
perts, business represent-
atives and authorities took
place to discuss issues of
efficient and mutually ben-
eficial technological con-
nection to the grid and op-
timized use of the power
distribution infrastructure.
8 energy trade fairs have
been held and 113 con-

MARCH
Gross Revenue Require-

ment (GRR) was increased
by RUB 282.2 m.

Regional energy com-
missions increased the
amount of Gross Revenue
Requirement of PJSC IDGC
of the North-West by

RUB 282.2 m. That became
possible owing to improved
power supply reliability and
quality of services provid-
ed. The aggregate indicator
of power grid companies’
operation quality is used by
regional energy commis-
sions to adjust GRR.

The funds will be invested
in development of the re-
gional power grid facilities.

tracts have been signed
since the beginning of the
project. The total amount
of eventually connected ca-
pacity exceeded 230 MW.
An interregional energy
trade fair is planned to be
held in 2017.

14

MAY

Implementation of the
Digital Substation nation-
al project.

Experts of PJSC IDGC of
the North-West started
designing the 110 kV Yu-
zhnaya substation in the
Vologda Region. This fa-
cility will be the first Com-
pany’s substation ful-

ly conforming to the IEC
61850 standard require-
ments. The new substation
in Cherepovets will be the
next step in development
not only at the regional lev-
el, but for the entire North-
western Federal District.

7 Strategic Results
Report

The Digital Substation pi-
lot intends to reduce the
number of cable connec-
tions, improve measure-
ment accuracy, and en-
sure better interference
resistance, fire protection
and environmental com-
patibility. The substation
is planned to be commis-
sioned in 2017.

In May 2016, the 110/10
kV Moglino substation
was put in operation -
this is a key infrastruc-
ture project for the Pskov
Region implemented in
the Moglino special eco-
nomic zone (SEZ). The
official ceremony was
timed to the start of con-
struction of the plants
and delivery of symbol-
ic stone signs to the first
two tenants of the SEZ.
The Moglino industri-

al SEZ is intended to host
manufacturers of equip-
ment for public utilities,
railway transport and
agriculture, industrial
and domestic electronic
equipment, construction
materials, vehicle com-
ponents, as well as logis-
tics providers.

FURTHER DEVELOPMENT

2017

Reduction of power losses in
power lines of PJSC IDGC of
the North-West.

The Company’s Board of
Directors approved the
power losses reduction
program for 2017-2021. In
2017, itis planned to de-
crease power losses down
to 6.59% of the total power
supply to the grid. This will
save RUB 128.69 m.

Governance

DECEMBER

The RAEX (Expert RA)
rating agency confirmed
the Company’s A++.9q
rating (the highest gov-
ernance quality level).
According to the agen-
cy, the Company’s rat-
ing is positively affected
by efficient organiza-
tion of the executive bod-
ies” work, strict control
over the Company's fi-
nancial and business op-
erations, and a high lev-
el of corporate social
responsibility. Analysts
also noted a high level of
information disclosure
and proper organization
of the Board of Directors
and its committees.

2021

Reduction of power losses in
power lines of PJSC IDGC of
the North-West.

The Company’s power loss-
es reduction program for
2017-2021 provides for
power losses decrease
during power transmission
by 427 m kWh, or RUB 1.15
bn over the next 5 years.

Annexes

Reconstruction of the 110
kV Zapadnaya substation
in Vologda was accom-
plished. Owing to that in-
vestment project for the
substation reconstruc-
tion, the Company is able
to meet future consum-
ers’ demand for capacity
and ensure high-quality,
reliable and uninter-
rupted power supply for
Vologda residents, in-
cluding those of the Be-
lozersky and Kurolit
microdistricts being con-
structed. There are spe-
cial four-chain multisi-
ded metal towers at the
substation that will ena-
ble to string wires of dif-
ferent voltage classes.

2025

26 top-priority investment
projects in 7 regions of the
Company’s operation.

The top-priority projects in-
clude 13 substation recon-
struction and upgrading pro-
jects, construction of 8 new
substations and 622 km of
high-voltage overhead pow-
er lines, their overall cost
amounting to RUB 13.8 bn,
including VAT.

15

INCLUDING
AFTER

THE REPORTING
DATE

JANUARY 2017

PJSC IDGC of the North-
West completed the con-
struction of the 110

kV Zelenoborsk-lzhma
high-voltage line in the
Komi Republic at the sec-
tion from the 110/10 kV
Lemyu substation to the
110/10 kV Izhma substa-
tion. The 3rd stage of the
large-scale investment
project aimed to increase
reliability of power sup-
ply to the Izhemsky and
Ust-Tsilemsky Districts
was completed. Increased
capacity of the new pow-
er line makes it possible
to connect oil production
and titanium mining fa-
cilities of the Pizhma tita-
nium deposit. Since 2014,
the Komienergo branch
has been implementing
the investment project in-
cluded in the Power Sec-
tor Development Program
of the Komi Republic. The
project will be completed
in 2019; total investment
in the project will approxi-
mate RUB 1 bn.

Within the long-term in-
vestment program for 2016-
2021(25), the Company plans
to put in operation 5,879 km
of power lines and substa-
tions with a total capacity of
over 1,715 MVA. The cost of
the investment program is
expected to total RUB 32.9
bn, including VAT.
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Speech of the Chairman
of the Board of Directors

2016 was a year of sustainable
development for PJSC IDGC

of the North-West. The oper-
ational efficiency and invest-
ment attractiveness of the
Company have increased.

16

DEAR SHAREHOLDERS, PARTNERS,
AND COLLEAGUES,

2016 was a year of sustainable development for PJSC IDGC
of the North-West. Increased operational efficiency and bet-
ter investment attractiveness of the Company resulted from
its systematic work aimed to ensure reliable operation and
modernization of the power grid, to upgrade production as-
sets and improve corporate governance.

Being a key participant in the power market of the
Northwestern Federal District of Russia, our Company en-
sured reliable power supply for customers in the regions
of its operation and completely fulfilled its obligations as
a large taxpayer and a socially committed employer.

Complying with the principles of transparency, ac-
countability and responsibility in corporate governance,
the Board of Directors and the Company's executives
were able to arrange efficient cooperation with the
shareholders and business community and to keep in-
vestors interested. In 2016, the RAEX (Expert RAJ rating
agency awarded the A++.gq rating (the highest gover-
nance quality level] to PJSC IDGC of the North-West,
having thus confirmed that the Company’s corporate
governance system fully guarantees respect and protec-
tion of the stakeholders’ rights.

Last year, the Company also improved its financial
stability — its net profit amounted to RUB 457 m. In 2016,
the market capitalization of PJSC IDGC of the North-
West increased by 98.18%.

Guided by its top priority in corporate governance, the
Company seeks to achieve balance of interests between
the Company and its shareholders, which also results in
an increase of dividend payments.

In 2016, PJSC IDGC of the North-West completely ful-
filled its production plans, improved reliability of power
supply, and continued its efforts to ease the access to
power supply and to simplify technological connection
to power grids. The Company established efficient co-
operation with the state authorities in regard to coordi-
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nated implementation of the industry investment pro-
grams and region development projects to enhance the
use of the power infrastructure. The funds allocated in
2016 for the investment program of PSJC IDGC of the
North-West totaled RUB 5 bn.

The Board of Directors and the Company’s executives
continued improving the quality of management in all
areas of the Company’s business. The Company’s mana-
gement bodies approved the power losses reduction pro-
gram for 2017-2021 and the Guidelines for devising and
implementing the innovation development program of
PJSC IDGC of the North-West. Special attention was paid
to ensure the Company’s long-term financial stability and
to optimize its operational costs. The Board of Directors
approved the Plan of measures to enhance the Company’s
business efficiency and financial standing for 2016-2020.
The implementation of the Plans of measures aimed to
decrease overdue receivables for power transmission ser-
vices is being continuously monitored. PJSC IDGC of the
North-West approved a new version of the Rules for de-
veloping and adjusting the investment program, prepa-
ring reports on the investment program implementation,
increasing investment efficiency, and decreasing costs.

Complying with the best Russian and international
corporate governance principles, the Board of Directors
approved new versions of the Company’s internal reg-
ulations in 2016: the Risk Management Policy, Internal
Control Policy, and Internal Audit Policy of PJSC IDGC
of the North-West. To organize the risk management
system, the Company approved the Register of key
operational risks, the Register of operational risks for
core business processes, and the Register of operatio-
nal risks for other business processes and assigned re-
spective risk owners.

In 2017, the Company, while performing its main
production task to ensure reliability of the power grid
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complex in the regions of the Company’s operation, will
continue its work for acquiring and upgrading assets
and increasing the Company’s investment attractive-
ness and profitability.

| would like to thank members of the Board of Direc-
tors and executives of PJSC IDGC of the North-West for
their coordinated and efficient work in 2016.

Chairman of the Board of Directors
of PJSC IDGC of the North-West
Y. N. Mangarov
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Speech of the Director General

Last year, the Company’'s market

capitalization almost doubled
having reached RUB 5 bn for the
first time since 2012, which is the
evidence that investors regain
their interest in power grid assets
of the region.

ﬁ RUB 42-4bn

revenue of the Company in 2016

DEAR SHAREHOLDERS,

Complying with its mission to ensure efficient and reli-
able power supply to consumers in seven regions of the
Northwestern Federal District of Russia, PJSC IDGC of the
North-West completely fulfilled all the tasks set for 2016.
The Company achieved all reliability and power losses de-
crease targets and continued systematic development of
the grid infrastructure.

Last year, the Company’'s market capitalization al-
most doubled having reached RUB 5 bn for the first time
since 2012, which is the evidence that investors regain their
interest in power grid assets of the region. Besides, under-
valuation of the Company’s shares versus similar shares
noted by many market participants and its positive economic
performance accompanied by a gradual increase in dividend
payments open prospects for further share price growth.

Revenue of PJSC IDGC of the North-West reached
RUB 42.4 bn. The total increase versus 2015 amounted to
RUB 2.8 bn. The revenue growth was owing to the changes
in the uniform tariff scheme of mutual settlements in the
Murmansk Region and higher power consumption by in-
dustrial enterprises in the regions serviced by the Compa-
ny. Net profit in 2016 calculated according to RAS amounted
to RUB 457 m. For the first time in its history, the Company
reached a break-even point of RUB 82 m for power trans-
mission services.

The Company generated a positive free cash flow, and
that upward trend is expected to continue according to the
business plan until 2021.

Investment activities of PJSC IDGC of the North-West
focus on timely upgrade of the existing facilities and com-
missioning new ones to satisfy the demand in the regions
and implement the region development program.

Capital investments in 2016 totaled RUB 4.16 bn.
The cost of fixed assets put into operation amounted to
RUB 4.83 bn, which in physical terms comprises 517 MVA
of transformer capacity and 1,127 km of 0.4-150 kV power
lines.

The upgrade of the 110 kV Zapadnaya substation of the
Vologdaenergo branch was completed in 2016, which was
one of the most important investment projects. The 110 kV
Verkhovye substation of the Komienergo branch was put
into operation. In order to increase reliability of power sup-
ply in the Komi Republic, the Company constructed the 110
kV Zelenoborsk-Izhma high-voltage power line. The Psk-
ovenergo branch commissioned the 2nd startup complex
for upgrading the Zavelichye 283 substation and the 110 kV
high-voltage power line to the 110 kV Moglino substation
located in the Moglino Special Economic Zone.

The 2016 repair and maintenance campaign of
PJSC IDGC of the North-West ensured proper functioning
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of the power grid equipment and high-quality power supply
to customers. The cost of repairs and maintenance totaled
RUB 1.8 bn, which ensured reliable equipment operation
during the 2016-2017 autumn and winter period.

Reliability improved in the reporting period as com-
pared to 2015: the breakdown rate decreased by 4%, while
power undersupply to consumers due to technological
disturbances reduced by 18%.

Owing to the implementation of the production pro-
grams, the Company was able to properly prepare for the
autumn and winter period and to avoid any serious power
outages. When there was a snowstorm in the Novgorod
Region in November 2016, the well-coordinated work of
mobile teams from all the Company’s branches enabled to
promptly eliminate consequences of numerous malfunc-
tions caused by adverse weather conditions. Power supply
to all consumers was restored within a day.

PJSC IDGC of the North-West assigned 21 maintenance
teams comprising 105 workers and 25 special vehicles to
help the colleagues in the Moscow Region in restoration of
power supply interrupted due to bad weather. The events of
the 2016-2017 autumn and winter period demonstrated a
high professional level of power industry workers and their
readiness to help their colleagues at any time.

In 2016, the Company implemented a complex of
measures aimed to decrease power losses. As compared
to 2015, power losses in power lines reduced to 2,485 m
kWh. Power savings amounted to 58.1 m kWh, while the
last mile consumers continued to leave.

PJSC IDGC of the North-West maintains consistent
interaction with state authorities and public organiza-
tions both at the federal and regional levels in all seven
constituent entities of Russia serviced by the Company.

During the meetings with the heads of the regions ser-
viced by the Company, issues related to implementing
measures to ensure reliable power supply and to create
proper conditions for technological connection of consu-
mers to power grids, power tariff regulation, consolidation
of regional power grid complexes, and improvement of con-
sumers’ payment discipline were discussed. In 2016, agree-
ments on consolidation of power grid assets in the Komi
Republic and the Murmansk Region were signed.

Successful fulfilment of the Company’s Development
Plan and efficient collaboration with our main sharehol-
der - PJSC Rosseti made it possible to start the construc-
tion of the 110/35/10 kV Yuzhnaya digital substation in
Cherepovets and the 110 kv high-voltage power line be-
tween 110 kV Zavelichye substation No. 283 and the 330 kV
Velikoretskaya substation. Implementation of those pro-
jects is an important component of the dialog between the
Company and the regions, as well as the key to improving
the tariff-and-balance decisions.

In order to ensure sufficient load of the existing power
supply centers, PJSC IDGC of the North-West supported
by the Presidential Plenipotentiary to the Northwestern
Federal District continued holding investment energy
trade fairs. This project creates a unified platform for
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interregional and interindustry planning of the power grid
complex development in the Northwestern Federal Dis-
trict of Russia. Since the beginning of the project, 8 trade
fairs have been held and 113 contracts have been signed
with investors for connecting 239 MW of capacity. Opti-
mal load of the power supply centers can contribute to
tariff improvement and decrease the time for connecting
new consumers. An interregional investment trade fair is
planned to be held in 2017.

In the reporting year, the Company continued work
aimed at reducing receivables. Owing to a special ap-
proach implemented in that area, the Company carried
out claim-related work and concluded direct agreements
with consumers. As a result, the Company’s overall re-
ceivables decreased in 2016 by RUB 1,857 m and totaled
RUB 13,459 m as of the end of the reporting period. For the
first time, collection of payments exceeded 102.2%.

As a result of repayment of debts to suppliers and con-
tractors, overall payables for 2016 decreased by RUB 779 m
and totaled RUB 12,699 m as of the end of the reporting
period.

In 2017, we will continue implementing measures to en-
sure reliable power supply to our customers. Special atten-
tion will be paid to occupational safety and health, as well
as to professional growth of the staff. The Company will
continue implementing comprehensive measures aimed
to restructure its receivables.

Important projects will be implemented to provide
power supply to new facilities, including a section of the
Moscow - Saint Petersburg highway in the Novgorod
Region, as well as coal mining and oil and gas production
facilities in the Komi Republic.

Professional excellence and responsibility are our pri-
orities in work with our customers, shareholders and part-
ners. | am confident that complying with these principles
we will be able to ensure successful and sustainable de-
velopment of PJSC IDGC of the North-West.

Director General
A. V. Letyagin
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Geographical Footprint

We provide services to 3.95% of the Russian
population at a total area of 8.23% of Russia’s
territory to form 4% of the country’'s GDP*

OUR REGIONS
Region Area Population  Rating of Share of power
region's transmission
develop-  market (in terms
ment level of gross revenue
requirement)
Vologda Region 144.5 1,184 21 74%
Arkhangelsk Region ~ 589.9 1,166 59 70%
Republic of Karelia 180.5 627 46 56%
Murmansk Region 144.9 758 2 74%
Komi Republic 416.8 851 38 75%
Novgorod Region 54.5 613 17 73%
Pskov Region 55.4 642 56 98%

OUR ASSETS
Region Total spread of Capacity of Share of per-
network substations sonnel
Saint Petersburg - - 2%
Vologda Region 39,436.7 2,478.6 18%
Arkhangelsk Region 26,434 2,216.99 15%
Republic of Karelia 11,796.19 1,835.73 9%
Murmansk Region 6,239.4 5,286.5 9%
Komi Republic 22,364.4 3,401.5 19%
Novgorod Region 23,575.27 2,016.3 1%
Pskov Region 45,525.67 2,013.5 16%

*

According to the Federal State Statistics Service (Rosstat) for 2015 www.gks.ru
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Power consumption trend
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INVESTMENT PROJECTS
EXCEEDING RUB 600 M

Construction of the 110 kV HVL,
55110/35/6 kV Verkhovye
Cost-RUB 870.11 m

Construction of 110 kV HVL
Taezhnaya-Lemyu
Cost - RUB 576.89 m

Construction of the 110 kV HVL,
SS110/10 kV Olkhovey
Cost - RUB 1,055.54 m

Construction of the 110 kV HVL
between SS 220/110/10 kV Syktyvkar
and S5110/10 kV Krasnozatonskaya
(Southern ElectricGrids)

Cost - RUB 887.43 m

Construction of 110 kV HVL
Zelenoborsk-Izhma in the section
from $5110/10 kV Lemyu

to SS 110/10 kV Izhma
Cost-RUB 1,112.88 m

Construction of SS 110/35/10 kV
Yuzhnayaand HVL-110/35/10 kV
Cost - RUB 617.51 m

Reconstruction of
SS 110/35/10/6 kV Zapadnaya
Cost - RUB 961.39 m

Reconstruction of 110 kV high-
voltageline Sheksninskaya 1,2 with
branch lines at S5110/10 KV Iskra,
SS 110/10 kV Zayagorba,

SS 110/10 kVNifantovo and the
Sheksninskaya HPP

Cost - RUB 698.94 m

Construction of SS 110/10 kV
Dorozhnaya
Cost - RUB 579.78 m

Expansion of SS 110/10/6kV
Bazovaya
Cost - RUB 880.25 m
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CAPITAL

FINANCIAL
CAPITAL

RUB 20.8 bn equity capital
RUB 14.8 bn borrowed capital

E‘ PRODUCTION
CAPITAL

167.1  ths km of overhead power lines
8.2 ths km of cable power lines

1,172 substations (> 35 kV)

oo HUMAN
& capiTaL

14,702 people, average headcount

84%  with professional education

Go@ INTELLECTUAL
CAPITAL

RUB 35 m of intangible assets

@ NATURAL
CAPITAL
1.4 m km? area of the service region
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OUR BUSINESS IS POWER TRANSMISSION

GENERATION
FACILITIES

LONG DISTANCE
POWER GRIDS
(FGC)

Technological

connection

BODIES OF TARIFF
REGULATION

Power transmission tariffs

A\
4 A~

A
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RUB
=

revenue in 2016 under IFRS

Power transmission

LOCAL GRID
OPERATORS

)

DIRECT
CONSUMERS

Extra services

SERELS

ooo
ooo

Qo
NEW CONSUMERS APPLICANTS /
CONSUMERS

GUARANTEEING SUPPLIERS
(MAINTENANCE AND SALES
ORGANIZATIONS) transmitting
power to ultimate consumers

STRATEGIC PRIORITIES

INTERESTS
OF SHAREHOLDERS
Profit earning

Increase in the Company's
value

HIGHER RELIABILITY AND EFFICIENCY
OF POWER SUPPLY

Ensuring reliable, high-quality and safe power
supply to consumers, as well as continuous
improvement of quality and availability of the
services provided

Prevention of increase in the number of people
injured in accidents

Ensuring staff performance efficiency

DEVELOPMENT
INTERESTS

Development of the unified management system (on the basis
of unified approaches, methodologies, principles] for all
business processes up to the power distribution zone level

Development of an efficient system of the Company's
resource utilization

Efficient investment activities
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RESULTS 2016

CAPITAL

@ WIDENING

1.1 ths km of power transmission
lines put into operation

22 ths completed contracts
for technological connection

@ VALUE
CREATION
for consumers:

37,4 bn kWh net power supply
from the grid

for the shareholders:
98.2% capitalization growth

RUB
407.5 m of dividends by year-end 2015

for the state:

RUB 4.3 bn of tax payments

RUB 2.3 bn of insurance contributions
for the staff:

RUB 8.8 bn for remuneration of labor

o7 SUSTAINABLE
DEVELOPMENT

9.9%  increase in labor productivity

to 9,329 employees, various trainings
were provided in 2016
RUB

12,998 ths is aimed at environmental
protection

21.8% reduction of water consumption

23.4% reduction in waste



PJSC IDGC of the North-West
Annual Report 2016

Industry Situation,

Competitive Review

f .ﬂﬂ

e/l

i

’
\““‘

MACROECONOMIC SITUATION IN RUSSIA IN 2016

The key factors that affected the economic situation in the Russian Federation in
2016 were complicated foreign economic conditions, including low prices for oil
and other commodities, a challenging geopolitical situation, continuing econo-
mic sanctions imposed by Western countries, and investment activity slowdown.
By the end of the year, net capital outflow decreased 3.7 times to USD 15.4 bn.

Against that background, Russia’s GDP remained almost unchanged in 2016,
having decreased by 0.2% (according to Rosstat's assessments).

The GDP decline was largely due to the downward trend of investments in
fixed assets that abated in 2016, but still remains under pressure of high cost of
borrowed funds and imported investment goods, as well as investors’ general
skepticism. The continuing uncertainty of the economic and political situation
is a negative factor for investment restoration, production modernization and
innovation.

Industrial output in Russia increased by 1.1% in 2016 versus 2015 mostly
influenced by the output of export-oriented mining enterprises, which is due
to the rouble devaluation. Power, gas and water production and distribution in-
creased by 1.5%.

According to Rosstat, the average annual inflation was 7.1% in 2016 com-
pared to 15.5% in 2015.

7 Strategic Results
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MAIN RESULTS OF THE ELECTRIC POWER INDUSTRY
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According to the data of JSC System Operator of the Unified Energy System, @ ; E /0

power consumption in the Unified Energy System of Russia in 2016 amounted
to 1,026.9 bn kWh, which is higher than in 2015 by 18.6 bn kWh (+1.85%).

MARKET POSITION OF THE COMPANY

PJSC IDGC of the North-West operates in the territory of seven constituent en-
tities of the Russian Federation of the Northwestern Federal District and is the
largest grid organization in the regions of presence.

The Company’s core activity is power transmission. In accordance with the
decision of the Federal Tariff Service of Russia (Order No. 191-E dated June 3,
2008), PJSC IDGC of the North-West was included under No. 47.1.116 into the
register of natural power transmission monopoly.

The Company's share in the power transmission market in the territory of
its operation totals about 74%, including power, a part of which was transferred
through the networks of local grid operators (LGOs) - payees.

Dynamics of the Company’s share in the power transmission market
in 2012-2016 in the regions of the Company’s operation (according to GRR)'

100% 100% 100% 100% 100%
19% 19% 25% 26% 26%
81% 81% 75% 76% 6%

2012 2013 2014 2015 2016

Share of the Company’s branches in the power transmission market
in 2016 (by GRR)

98%

70% 74% 74% 75% 73%
56%

IDGC of the  Arkhenergo Vologda- Kolenergo  Komi- Karel- Novgorod- Pskov-
North-West energo energo energo energo energo

the share in the market of
power transmission ser-
vices in the service area

IDGC of the North-West

Other local grid operators (LGOs)

1. The market share was measured based on data of the tariff-and-balance decisions on establishment of uniform tariffs for a given

constituent entity of the Russian Federation.
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Largest local grid operators
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COMPARISON WITH OTHER GRID COMPANIES BY KEY FINANCIAL RATIOS

Ratios of PJSC IDGC of the North-West were compared to ratios of the following
grid companies: PJSC IDGC of the Center, PJSC IDGC of the Center and Volga Re-
gion, PJSC Moscow United Power Grid Company, PJSC Lenenergo, PJSC IDGC of
Volga, PJSC IDGC of the North Caucasus, PJSC IDGC of the South, PJSC Kuban-
energo, PJSC IDGC of the Urals, PJSC IDGC of Siberia, PJSC TDC, and PJSC FGC
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Region Company Share in 2016 by GRR
Republic of Karelia JSC Prionezhskaya Grid Company 31%
Vologda Region JSC Vologda Regional Energy Company 14%
Arkhangelsk Region Arkhangelsk Specialized Energy Company LLC 6%
Komi Republic JSC Komi Communal Technologies 22%
Murmansk Region JSC Murmansk Regional Electric Grid Company 7%
Novgorod Region JSC Novgorodoblelektro 24%

COMPETITION FOR EQUITY CAPITAL

When PJSC IDGC of the North-West is assessed in the stock market for attrac-
tiveness of investment in its shares, the Company is usually compared to other 0
IDGCs, although the companies are not physically competitors and, moreover, - 0

are part of the same holding company - they are subsidiaries of PJSC Rosseti.
In terms of its assets and volume of services provided, PJSC IDGC of the  the dividend yield in 2016
North-West has mean values among the subsidiaries of PJSC Rosseti.

Competitive advantages of PJSC IDGC of the North-West:

« Medium-size company. Having mean values in terms of its size, quality of as-
sets and share in the service market, PJSC IDGC of the North-West is equal-
ly influenced without individual imbalances by the system of regulation of the
power distribution sector. Thus, the Company can be viewed as a “benchmark”
of the sector among other IDGCs in terms of positive and negative effects of the
existing regulatory system.

« Positive free cash flow. In 2015 and 2016, PJSC IDGC of the North-West genera-
ted a positive free cash flow, and according to the Company’s Business Plan un-
til 2021 an upward trend of this indicator should remain.

« Developing dividend history. PJSC IDGC of the North-West increased dividend
payments for 2015. In 2016, the dividend yield amounted to 15.06%". According
to the Company’s Business Plan, a stable upward trend of net profit is expect-
ed until 2021.

Risk areas for PJSC IDGC of the North-West:

« Payment discipline of electricity supply companies and major consumers. One
of the largest counterparties of PJSC IDGC of the North-West is PJSC Arkh-
energosbyt which is a controlled company of CJSC MRSEN. As of March 1,
2017, overdue receivables of PJSC Arkhenergosbyt totaled 37% (RUB 3.6 bn) of
the Company’s overall overdue receivables. Starting from 2013, overdue receiv-
ables are paid only subject to court decisions. Constantly increasing overdue
receivables combined with a low payment discipline constitute a threat to the
Company’s financial performance and the energy security of the Arkhangelsk
Region as a whole.

1. Dividend yield of shares is calculated as of the date of making the decision on the amount of annual dividends as the ratio of annual
dividends paid per share and the median value of market prices for this share in the reporting year.

UES.

EBITDA margin is a measurement of a company's opera-
ting profitability as a percentage of its total revenue. It is
equal to earnings before interest, tax, depreciation and
amortization (EBITDA] divided by total revenue. Because
EBITDA excludes interest, depreciation, amortization and
taxes, EBITDA margin can provide a clear view of a compa-
ny’s operating profitability and cash flow.

EBITDA margin compared to other grid companies

9.6% 16.2% 14.1%

2014 2015 2016

The Net debt to EBITDA ratio is a measurement of lev-
erage calculated as a company’s interest-bearing liabili-
ties minus cash or cash equivalents, divided by its EBITDA.
The net debt to EBITDA ratio is a debt ratio that shows how
many years it would take for a company to pay back its debt
if net debt and EBITDA are held constant. If a company has
more cash than debt, the ratio can be negative.

Net debt/EBITDA compared to other grid companies

2.2 2.2
3.9 : -
2014 2015 2016

Note: the upper and lower limits show the maximum and minimum
ranges of values of other electric grid companies.

Dividend yield is calculated as of the date of making the
decision on the amount of annual dividends as the ra-
tio of annual dividends paid per share and the median
value of market prices for this share in the reporting year
(calculation method of the Moscow Stock Exchange
http://www.moex.com/a2803]).

Dividend yield compared to other grid companies

15.06
Jass) 0.00
2014 for 2013 2015 for 2014 2016 for 2015

EV (enterprise value) / EBITDA is a ratio that compares a
company'’s value with its earnings before interest, tax, de-
preciation and amortization. This ratio is widely used as an
assessment tool; it compares a company’s value, includ-
ing debts and liabilities, with actual cash receipts. Lower
values of the ratio may indicate that a company is current-
ly undervalued.

EV/EBITDA compared to other grid companies

4.7
2014 2015 2016

=@= PJSC IDGC of the North-West
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ECONOMIC FORECAST FOR 2017-2019

Already at the end of 2016, the Russian economy experienced a transition from e 3 0/
stagnation to economic recovery. According to the basic forecast of the Ministry = 0
of Economic Development of Russia, in 2017 the GDP growth rate will become

positive and will amount to 0.6%, in 2018 the GDP growth rate will increase up to
1.7%, and in 2019 - up to 2.1%.

According to Rosstat, Russia’s total industrial output increased in 2016 by
1.1%. In 2017 - 2019, production of investment goods is expected to gradually
recover. A stable position will be maintained in the exporting sectors with more
competitive products: the fuel and energy complex, metallurgy, and chemical
production. Implementation of state infrastructure projects will ensure demand
for construction sector services. Growth in the food industry will continue more
moderately (compared to 2015 - 2016) taking into account the continued imple-
mentation of the import substitution program. An upward trend will resume in
the light industry.

In 2017, industrial production is expected to grow by 1.1%, followed by an in-
crease up to 2.1% in 2019.

per annum is the indexa-
tion of grid companies’
power transmission tariffs
for all categories of con-
sumers, excluding the
population in 2017-2019"

Dynamics of macroeconomic indicators of the Russian Federation in 2016
and forecast for 2017-2019"

2016 2017 2018 2019

GDP growth rate, % -0.2 0.6 1.7 2.1
Industrial production index, % 1.1 1.1 1.7 2.1
Investments in fixed assets, % -1.4 -0.5 0.9 1.6
Consumer price index, by year-end, % 5.4 4.0 4.0 4.0

Taking into account the forecast development of the country’s economy, power
production is expected to amount to 1,085.9 bn kWh by 2019 compared with 1,087
bn kWh in 2016. Power consumption in the domestic market will increase to
1,076.6 bn kWh versus 1,054.4 bn kWh in 2016. Since power consumption in the
domestic market is highly dependent on the temperature factor, production and
consumption growth rates may fluctuate within 0.3-0.6% per year depending on
temperature deviations from long-term annual average values.

Power production growth, %

2015 2016 2017 2018 2019 2019
report assessment vs 2015,
forecast %
Power generation 0.3 0.4 0.1 0.5 08 1.6

1. Forecast of social and economic development of the Russian Federation for 2017-2019 http://economy.gov.ru/minec/activity/ sections/
macro/2016241101

2. Ibid.
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INDEXATION OF TARIFFS IN 2017-2019

According to the forecast of the Ministry of Economic Development of Russia, in-
dexation of grid companies’ power transmission tariffs for all categories of con-
sumers, excluding the population, will be carried out according to the formula

“forecast inflation in the respective year minus 1 percentage point” and in 2017-

2019 will equal 3% per annum.

Besides, indexation of power transmission tariffs for the population will ex-
ceed the grid tariff growth for other consumers by 2 percentage points and in
2017-2019 will amount to 5% per annum. This is due to the need to reduce the
amount of cross-subsidization in the power grid complex.

Indexation of tariffs for individual grid organizations can be differentiated to
ensure their break-even. However, the growth rate of the power transmission
tariff established in the Russian Federation on average should not be exceed-
ed. In addition, work will continue to increase the accessibility of technological
connection to electric grids within the implementation of the relevant roadmap.
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Strategy

The Company’s development plans are based on the Development Strategy of the

Electric Grid Complex of the Russian Federation approved by Regulation of the
Government of the Russian Federation No. 511-r dated April 3, 2013.

Mission
The mission of PJSC IDGC

The key tasks of the state policy in the electric grid management are as fol-
lows:

development of economic methods to boost power grid organizations’ per-

formance;

ensuring appropriate conditions to stabilize tariffs;
attraction of new capital to the power grid complex in an amount sufficient
for modernization and reconstruction of networks and maintenance of high

power supply reliability.

The development strategy of the power grid complex defines the following

targets for electric grid companies:

higher power supply reliability and quality to meet consumers’ needs;
improved power supply safety, including reduction in the total number of ac-

cidents;

higher performance of the power grid complex.

of the North-West is to
provide reliable and unin-
terrupted power supply to
consumers, stable income
for shareholders through
efficient management of
the distribution grid com-
plex on the basis of unified
strategic approaches to
doing business.

The top-priority areas of strategic development of PJSC IDGC of the North-
West are defined by the Innovative Development, Energy Saving and Energy Ef-
ficiency Promotion Policy of PJSC Rosseti, the Quality Policy of PJSC IDGC of
the North-West, the Environmental Policy of PJSC IDGC of the North-West, and
other organizational and regulatory documents of PJSC Rosseti and the Com-
pany based on the targets of the Energy Strategy of Russia and the Develop-
ment Strategy of the Russian Electric Grid Complex.

SHAREHOLDERS’

INTERESTS

COMPETITIVE

ADVANTAGE GROWTH

DEVELOPMENT
INTERESTS

Strategic priorities

« Profit earning

¢ Ensuring reliable, high-quality
and safe power supply to con-
sumers, as well as continuous
improvement of quality and
availability of the services
provided

* Prevention of an increase in the
number of accident victims

¢ Ensuring personnel perfor-
mance efficiency

« Building a unified management
system (on the basis of unified
approaches, methodologies,
principles) for all business
processes up to the power
distribution zone level

« Building an efficient system
for the Company'’s resource
utilization

« Efficient investment activities

Top level targets for 2017

« Profit earning in an amount ex-
ceeding the 2017 business plan
targets by 20%

¢ Absence of group accidents
and (or] fatal accidents due
to the fault of the Company’s
officials

 Labor productivity of at least
80.47 conventional units/
person

e Twofold increase in disposed
non-core assets compared
to 2016

¢ Level of payment for provided
power transmission services

of at least 100% to the revenue

for December 2016 - Novem-
ber 2017

2017 KPI

 Increase of consolidated
net cash flow

 Decrease of unit operating
expenses

¢ Reduction of power losses

¢ Achievement of the reliability
level of the services rendered

¢ Observance of technological
connection deadlines

e Labour productivity enhance-
ment

« Increase of power grid equip-
ment load

» Reduction of unit investment
costs

* Compliance with the commis-

sioning schedule
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Objective Target 2014 2015 2016 Objective for
2017
Higher consumer service Reduction in the number of stages Sstages 4 stages 3 stages The target
quality required for technological connection was achieved
to power grids from 10in 2015to 5 in by year-end
2018 2016
Reduction in power under-  Reduction in power undersupply to Reduction Reduction Reduction by Reduction by
supply consumers caused by technological by 17% by 38% 18 % 12%
disturbances compared to the previous
year
Reduction of technological ~ Reduction in average costs for tech- ~ Reduction Reduction Reduction by
connection costs for small  nological connection of preferential by 33% by 44% 10%
and medium enterprises customers’ power receivers with the Adjustment of
maximum capacity of up to 15 kW the target due
compared to the previous year to the objective
fulfillment
Ensuring the quality target of compli- Max. 1.1
ance with technological connection
deadlines at the level not exceeding
1.1
Reduction in occupational Reduction in the number of accident ~ Reduction Reduction Reduction Prevention of
injuries victims compared to the previous by 40% by 33% by 17% an increase in
year, % the number
of accident
victims
Increase in capacity Rate of maximum actual capacity 59.5% 57.9% 56.6% 56%
utilization utilization as of December, 31
Reduction in unit investment Reduction in unit investment costs by Reduction Reduction Reduction Reduction by
costs 30% compared to 2012 (in roubles per by 11.9% by 18.4% by 22.8% 30%
physical unit (km, MVA))
Reduction in unit operating  Reduction in unit operating expenses  Reduction Reduction Reduction The target
expenses by 15% by 2017, taking into account by 12.62% by 21.34% by 23.55% was achieved
inflation versus 2012, calculated by year-end
based on maintenance costs per 2016
electric equipment unit
Reduction in unit operating Annual reduction in unit operating X Reduction Reduction Reduction
costs (expenses) by at least  costs (expenses) by at least 3 % by 3% by 3% by 3%
3% annually pursuant to compared to the previous year
Directives of the Government
of the Russian Federation
No. 2303p-P13 dated April
16,2015 and No. 2073p-P13
dated March 29, 2016
Reduction in losses 11% reduction in losses by 2017 Reduction Reduction Reduction Reduction
compared to 2012 by 6.8% by 7.2% by 9.6% by 1%

The strategic objectives set to the Company in accordance with Regulation of

« Innovation activity efficiency
* Investments in development of

modern production tech-

nologies and management

practices of at least 3.5% of

the investment program

the Government of the Russian Federation No. 511-r dated April 3, 2013 were be-
ing consistently fulfilled in 2016, and the majority of them have been planned for
further implementation in 2017. Consumer service quality in terms of reduction
of stages required for technological connection to grids has improved; power un-
dersupply due to technological disturbances has considerably reduced (by 18%);
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cost of technological connection of requesters’ power receivers with the maxi-
mum capacity of up to 15 kW has decreased by 10% versus 2015. Unit investment
and operating expenses, as well as the level of power losses in grids have been
reducing according to the target slowdown rates.

Successful implementation of the strategic goals will enable PJSC IDGC of
the North-West to ensure high quality of provided services, to efficiently manage
its power grid assets in the regions of the Company’s operation, taking into ac-
count fulfillment of the objectives set by the Government within the power grid
complex development, and to be a customer-focused, modern company aimed
to grow and increase its market power.

SYSTEM OF KEY PERFORMANCE INDICATORS

Achievement of the Company’s priority development objectives is assessed on
the basis of the KPI system' used by the Company.

The Company's system of Key Performance Indicators (KPI) was established
by the decision of the Company’s Board of Directors dated March 31, 2016 (Min-
utes No. 200/15).

The KPI list and calculation methods were adjusted in 2016 subject to the
decisions of the Company's Board of Directors dated April 29, 2016 (Minutes
No. 206/21) and December 30, 2016 (Minutes No. 227/18) pursuant to Directives
of the Government of the Russian Federation dated No. 1472-p-P13 March 3,
2016 and No. 4750-p-P13 July 4, 2016 with regard to KPIs “Innovation Activity Ef-
ficiency” and "Reduction in Specific Operating Costs (Expenses]”.

In accordance with the above decisions of the Company’s Board of Directors,
the following list and calculation methods of Key Performance Indicators were
established for 2016 for the Company’s Director General.

QUARTERLY INDICATORS:

List of indicators Target in 2016

Zero increase in the number of major accidents Zero increase

Prevention of an increase in the number of accident victims Zero increase

Financial stability and liquidity Equity Capital (EC] / Credit capital (CC) = 0.67

Current Liquidity Ratio (CLR] =1

1. The system of Key Performance Indicators (hereinafter - KPI) is a complex of interrelated indicators to measure the Company’s perfor-
mance; it includes the list of KPls and their specific ratios in the bonus system, calculation methods and assessment of KPl achievement.
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Target in 2016

Total shareholder return (TSR]

> change in MOEX RCI (Regulated Companies Index] for the reporting
period + 0.01 percentage point

Return on Invested Capital (ROIC)

> target value calculated according to the Company's forecast targets
established subject to the business plan formed in compliance with the
consolidated financial reporting principles (IFRS)

Reduction in unit operating costs (expenses) > 10%
Power losses level < 6.30%
Achievement of the reliability level of provided <1
services

Reduction in unit investment costs <1
Compliance with the commissioning schedule = 95%

Observance of technological connection dead-
lines

Increase in labour productivity

> 898 RUB/man-hour

Innovation activity efficiency

> 90%

Actual values of the indicators were not drawn up and were not approved by
the Company’s Board of Directors as of the moment of the Annual Report prepa-
ration, given the time period and the procedure for compiling the reporting that
is the source of information for calculating those values.

Values of the current year are not compared to values in the previous years
due to changes in the approaches to the procedure for establishing target KPIs

and calculating actual KPI values.

The system of Key Performance Indicators used in the Company is intercon-
nected with the amount of the management team’s variable remuneration part -
ratios are set for each of the indicators in the amount of paid bonuses; quarter-
ly and yearly bonuses are paid upon achievement of relevant KPIs.
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I n Ve St m e n t Capital investment financing structure, RUB m
P 2014 2015 2016
ro g ra m Total 5,191 4,811 4,979

Priority projects, including 798 1,125 1,793
TRE&M 671 922 465
New construction 127 603 1,328
The 2016 investment program of PJSC IDGC qf the N.orth—West \{vasAforr‘ned g‘!v— RUB Programs, including 941 859 612
en the goals and tasks of the Uniform Technical Policy in the Distribution Grid
Sector and was approved by Order of the Ministry of Energy of the Russian Fed- TRE&M 801 622 598
eration No. 1333 dated December 16, 2016. @
The Company’s investment activity is aimed to enhance reliability and perfor- ' m New construction 140 237 14
mance of the power grid complex, and to reduce losses in power grids. Achieve- . .
P d b P J new fixed assets in 2016 Technological connection (hereinafter - TC), including 2,545 2,136 1,683

ment of investment goals will enable to reduce operating expenses, ensure

commissioning of extra capacities for connecting new consumers, and elimi- TC facilities with the capacity exceeding 670 kW (HV, MV1) 395 521 716
nate power shortage. :

TC facilities with the capacity of 150 - 670 kW (MV2) 479 255 157
Cost and physical parameters of investment activities in 2016 iy g TC facilities with the capacity of 15 - 150 kW 231 174 115
E TC facilities with the capacity of up to 15 kW 1,441 1,186 694
Capital Commissioning Financing Commissioning
investment of new fixed of capacities MW of transformer Generation - B, _
implementation assets capacity
RUB m (net of VAT) MVA km Distribution grids 332 174 238
4,160.12 4,834.67 4,978.79 517.03 1,126.69 TRE&M 294 163 221
New construction 35 " 17
Capital investment financing structure in 2016 Technological control automation (except for the automated power consumption
o . 107 118 118
—EE metering system (APCMS))
58% 0.004% 42% M Technical reequip- ' Power metering and control equipment 128 67 134
ment and modern- X
ization km of power lines Safety programs 1 57 41
N tructi
ew construction Acquisition of power grid assets, land plots and other facilities 14 0.5 0.2
u Fﬁ;ed asset acqui- Other programs and measures 315 273 360
siton
For reference:
TRE&M 3,858 3,116 2,897
Reduction in the amount of financing in 2013-2014 was due to the RAB pa-
rameters. Further decrease in 2015 was caused by the growth rate restriction for
While the Company’s total amount of financing remained the same in 2016, power transmission tariffs and deterioration of the general economic situation
its shares in new construction, in technical re-equipment and modernization in the country, which entailed power consumption decline. Investment program
(hereinafter - TRE&M), as well as in acquisition of fixed assets also nearly did financing in 2016 remained at the 2015 level with a slight increase by 3%. The
not change versus the previous period. The share of TRE&M amounted to 58%, increase was caused by the need to finance concluded TC agreements, agree-
new construction - 42%, fixed asset acquisition - 0.004%. Slight 7% increase in ments on relocation of the Company’s grids from construction zones, and agree-
financing of capital investment in new construction is due to large technologi- ments on acquisition of fiber-optic communication lines.

cal connection facilities.
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CAPITAL INVESTMENT DYNAMICS

Financing dynamics for 2017-2021, RUB m (including VAT)

7,099
671
419
4,905 M Pskovenergo
4,361 4,433 571 B Novgorodenergo
457 452 600 M Komienergo
471 518
Kolenergo
609 1,233 1,294 1,355 I Karelenergo
354 - 420 Xolkohgdaenergo
604 641 680 rehenergo
To7AL - PJSC IDGC of the North-West
681 b4 706
641 565 561 522 573
2017 2018 2019 2020 2021

Financing of the investment program for 2017 and 2018 has been increased
due to conclusion of the technological connection agreements being performed
within the construction of power supply facilities for the Moscow - Saint Peters-
burg highway. Subsequent reduction in capital investments beginning from 2019
is due to the growth rate restriction for power transmission tariffs and a fore-
cast decline in power consumption.

The investment program of PJSC IDGC of the North-West for 2016-2020 was
developed taking into account the territory development plans, technical con-
ditions of power grids, significance of power supply facilities, and the current
situation in the economic development of the Russian Federation.

The decisions made in the course of development of the investment program
comply with the goals and tasks of the Uniform Technical Policy in the Distribu-
tion Grid Sector and with the provisions of the effective legislation.

The amount of capital investment implementation was determined by way of
calculation to comply with the scenario conditions of the investment program
development subject to the requirement that payables as of the end of the an-
nual reporting period should not exceed 50% of the annual amount of invest-
ment program financing.

In accordance with the scenario conditions of the investment program de-
velopment, investment project in the Komienergo branch “Construction of the
110 kV HVL, SS 110/10 kV Olkhovey” (facility CS-5 Usinskaya, CY-2) was included
into the investment program for 2016-2017 due to the payment receipt from the
requester (CJSC Yamalgazinvest].

Nonuniform dynamics of power line commissioning from year to year is
due to implementation of the dedicated program involving uninsulated wire re-
placement for self-supporting insulated wire, as well as implementation of
large project “Construction of the 110 kV HVL" and SS 110/10 kV Olkhovey in
the Komienergo branch.
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Commissioning dynamics for 2017-2021, Dynamics of power line commissioning

RUB m (net of VAT) for 2017-2021, km 1249
5973 1,117
5,383
420 4,774 896
297
485
1,652 922
1,209
437
606
632
s 483 795 8. 70.5 65.4
2017 2018 2019 2020 2021 2017 2018 2019 2020 2021
B Pskovenergo Kolenergo Arkhenergo M Pskovenergo Kolenergo Arkhenergo
B Novgorodenergo M Karelenergo 0™t PJSC IDGC of the B Novgorodenergo M Karelenergo ~ T0TAL PJSC IDGC of the
[ Komienergo Vologdaenergo North-West M Komienergo Vologdaenergo North-West
New fixed asset dynamics is determined by dynamics of capital investment
implementation, while nonuniformity from year to year is due to commissioning
of large investment projects planned for 2017 and 2018.
Dynamics of implementation amounts for 2017-2021, Dynamics of capacity commissioning for 2017-2021, MVA
RUB m (net of VAT)
428
414 3
3
46
322 142
75
28
34 7
48
49
207
56

ot 2
12
17
126 o 2,
d
i =
56

663 478 45 48 82 34

2017 2018 2019 2020 2021 2017 2018 2019 2020 2021
B Pskovenergo Kolenergo Arkhenergo B Pskovenergo Kolenergo Arkhenergo
B Novgorodenergo M Karelenergo TOTAL PJSC IDGC of the B Novgorodenergo M Karelenergo TOTAL PJSC IDGC of the
@ Komienergo Vologdaenergo North-West [ Komienergo Vologdaenergo North-West

A forecast capital investment decline in 2019-2021 is due to the growth rate
restriction for power transmission tariffs.
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INFORMATION ON KEY PROJECTS OF PJSC IDGC OF THE NORTH-WEST

No.

IP No.

Branch

Project

38

Implementation Total cost, Design capacity

period

RUB m,
including
VAT

MVA

km

000-11-1-03.13-2518

Arkhenergo

Modernization of 110/35/6 SS No. 7 in Arkhangelsk
involving replacement of power transformers with
the capacity of 2x25 MVA for transformers with the
capacity of 2x40 MVA [MRTS Terminal) 15-02787A/15
dated September 28, 2015)

2017 - 2019

318.48

80

000-25-2-03.13-0001

Vologda-
energo

Construction of SS 110/35/10 kV Yuzhnaya and the
110/35/10 kV HVL in the Zasheksninsky District of
Cherepovets

2011 - 2017

617.51

64

11.349

000-21-1-03.13-0014

Vologdaenergo

Modernization of SS 110/35/10/6 kV Zapadnaya

2008 - 2023

961.39

126

7.214

000-21-1-03.13-0101

Vologda-
energo

Modernization of SS 35 kV Iskra in the Vologodsky
District, with uprating to the 110 kV voltage class

2013 - 2018

44419

50

4.066

000-25-1-01.12-0033

Vologda-
energo

Modernization of 100 kV HVL Sheksninskaya 1, 2
with branch lines to SS 110/10 kV Iskra, SS 110/10
kV Zayagorba, SS 110/10 kV Nifantovo and the
Sheksninskaya HPP

2011 - 2024

698.94

63.793

000-21-1-01.21-0018

Vologda-
energo

Modernization of the 35 kV HVL in the dimensions
of the 110 kV East - City - North - West in 2-chain
design

2012 - 2023

312.53

11.513

000-31-1-03.13-0008

Karelenergo

Modernization of SS-34 Lakhdenpokhya with re-
placement of 2x10 MVA power transformers for 2x25
MVA, equipment 110, 35, 10 kV

2013 - 2019

510.55

50

000-33-1-03.13-0001

Karelenergo

Modernization of the SS 41 Olonets substation with
replacement of power transformers for 2*25 MVA,
isolating switches and short-circuiting switches for 110
kV SFé circuit breakers in the amount of 2 pcs, 35 kV
oil-break switches for vacuum switches in the amount
of 5 pcs, installation of a 35 kV block with a vacuum
switch, replacement of 10 kV oil-break switches for
vacuum switches in the amount of 15 pcs

2010 - 2017

315.21

50

000-33-1-03.13-0800

Karelenergo

Technical re-equipment of SS-69 Stankozavod to
enhance transit reliability between the 110 kV Verkh-
nesvirskaya HPP-12 and SS-2 Drevlyanka (replace-
ment of 110 kV isolating switches and short-circui-
ting switches for SFé circuit breakers, replacement
of current transformers, voltage transformers,
replacement of 110 kV disconnecting devices, re-
placement of the 10 kV integrated switchgear

2007 - 2022

386.20

000-41-2-01.11-0708

Kolenergo

Construction of two 150 kV HVL from SS 150 kV

No. 53 to SS 330 kV Murmanskaya and overhang con-
struction for 150kV HVL No. L-172, L-179 at SS 330 kV
Murmanskaya (HVL 150 - 22 km)

2016 - 2021

276.16

22

000-54-2-01.12-0003

Komienergo

Construction of the 110 kV HVL, SS 110/35/6 kV
Verkhovye for technological connection of the oil
production facilities from the Yarega oil and titani-
um deposit (No. 50-02/521 dated August 1, 2013)
(Central Electric Grids)

2014 - 2017

870.11

126

37.27

000-54-2-01.12-0511

Komienergo

Construction of 110 kV HVL Taezhnaya-Lemyu for
technological connection of CS Maloperanskaya of
the Bovanenkovo-Ukhta gas pipeline system

(No. 50-02/440 dated July 3, 2013) (TES)

2013 - 2017

576.89

22

000-51-2-01.12-0022

Komienergo

Construction of the 110 kV HVL, SS 110/10 kV
Olkhovey [facility Usinskaya CS-5, CY-2 of CJSC
Yamalgazinvest No. 56-01885V/14 dated January 26,
2015) (Eastern Electric Network)

2015 - 2018

1,055.54

153
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No.

IP No.

Branch

Project

39

Implementation Total cost, Design capacity

period

RUB m,
including
VAT

MVA

km

000-51-2-01.12-0023

Komienergo

Construction of the 110 kV HVL and SS 110/6.3/6.6
kV Sinega in Vorkuta, Komi Republic (Vorkutaugol
Contract No. 56-02125B/14 dated March 20, 2015)
(SS 110/6 - 32 MVA; 110 kV HVL - 15 km)

2016 - 2017

378,32

32

15

000-54-1-01.12-0671

Komienergo

Modernization of 110 kV HVL No. 165, No. 166 at
SS Pashnya - SS Vuktyl-1,2 in the Vuktyl District of
the Komi Republic 31.5 km long (Central Electric
Networks)

2020 - 2022

497,87

0

315

000-55-2-01.12-0026

Komienergo

Construction of the 110 kV HVL, SS 220/110/10 kV
Syktyvkar - SS 110/10 kV Krasnozatonskaya (South-
ern Electric Networks)

2008 - 2020

887.43

32

27.268

000-54-2-01.12-0967

Komienergo

Construction of 110 kV HVL Zelenoborsk-Izhma on
the section from SS 110/10 kV Lemyu to SS 110/10
kV Izhma (Central Electric Networks)

2009 - 2020

1,112.88

0

109.549

000-61-2-03.13-4120

Novgorod-
energo

Construction of SS 110/10 kV Bor, sections of 110 kV
HVL Krestetskaya-1, Ruchyevskaya-2 from the existing
110 kV HVL and outgoing 10 kV power lines for power
supply of technological connection facilities of State
company Russianhighways [Avtodor) (Block Distribu-
tion Transformer Substation No. 157a, BDTS No. 167)

2017 - 2018

405.49

000-61-2-03.13-4119

Novgorod-
energo

Construction of SS 110/10 kV Vargusovo, sections of
110 kV HVL Okulovskaya-3, Okulovskaya-5 from the
existing HVL-110 and outgoing 10 kV power lines for
power supply of technological connection facilities
of State company Russianhighways (Avtodor] (BDTS
No. 141, BDTS No. 149)

2017 - 2018

339.96

20

000-63-2-03.13-4118

Novgorod-
energo

Construction of SS 110/10 kV Dorozhnaya, sections
of the 110 kV HVL from the existing 110 kV HVL

and outgoing 10 kV power lines for power supply of
technological connection facilities of State company
Russianhighways (Avtodor) (BDTS No. 176, BDTS No.
190) (installation of power transformers 2x6.3 MVA]

2017 - 2018

579.78

12.6

98

21

000-63-1-03.13-0073

Novgorod-
energo

Modernization of 110/10 kV Savino SS with replace-
ment of equipment and transformers
[2x6.3 MVA by 2x10MVA)

2010 - 2026

407.12

20

22

000-63-1-03.13-0934

Novgorod-
energo

Modernization of SS 110/10 kV Podberezye (replace-
ment of equipment and transformers of 2x10 MVA
for 2x16 MVA, implementation of measures within
the information acquisition and transmission system
program approved on May 21, 2015)

2012 - 2022

342.84

32

23

000-63-2-03.13-0066

Novgorod-
energo

Expansion of SS 110/10/6 kV Bazovaya in Veliky Novgo-
rod [replacement of equipment and transformers of 10
MVA, 25 MVA 63 MVA for 2x63 MVA]

2006 - 2021

880.25

126

24

000-73-2-01.12-0002

Pskovenergo

Construction of the 110 kV HVL to SS No. 102 - SS
Moglino

2012 - 2017

117.80

3.5798

25

004-73-2-01.12-0001

Pskovenergo

Construction of the 110 kV HVL between SS 110 kV
Zavelichye No. 283 and SS 330 kV Velikoretskaya
(Oboronenergo scientific and technical enterprise in
accordance with technical specifications TS No. 76-
04478/14-001 dated September 18, 2014 ) (13.7 km)

2016 - 2017

153.99

13.7

26

000-73-1-03.13-0012

Pskovenergo

Modernization of SS 283 Zavelichye (replacement of
T-1, T-2 2 x25 MVA for 2x40 MVA, outdoor switch-
gear-110V-110 kV - 8 pcs)

2013 - 2018

347.40

80
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RESULTS

All the goals set for 2016 were fully
implemented. The company achieved
the planned reliability indicators,
reduced power losses and continued the
systematic development of power grid
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Production
Results

POWER TRANSMISSION ‘ ‘

Th . ~ AT - s In 2016 PJSC IDGC of the
e Company’s core production activity is provision of power transmission
services. North-West fully realized
Based on the results of PJSC IDGC of the North-West, the 2016 output from the production programs,
grid to consumers and related LGOs within the balance and operational respon-
sibility totaled 37,436 m kWh, which is 481 m kWh, or 1.30% more YoY (36,955 m
kWh in 2015). That increase was owing to higher power consumption, including reliability indicators, and
by major consumers, such as PJSC Acron and JSC Kondopoga. continued to work on

improved power supply

decreasing the duration of
power supply disruptions.

Output to grid, Output from grid to consumers and relat- Power losses
m kWh ed LGOs within the balance and operation- Member of the Management Board,
al responsibility, m kWh m kWh % First Deputy General Director -
Chief Engineer PJSC IDGC
39,921 37,436 2,485 622 of the Norht-West
Igor Kuzmin

Target and actual balance sheet figures over 5 years
43,239
40-46840'68738118 39,715 39,475 39,206 39,921 Output to grid, m kWh
! 37,168 36,955 36,735 37,436 Output from grid, m kWh

|
2012 2013 2014 2015 2016 target 2016 actual

In 2012-2015, the output to and from grid reduced by 7.5% due to the con- - 3 /0

clusion by consumers of direct contracts with PJSC FGC UES regarding points

of connection to the UNPG (“last mile”] and changed power consumption by  the increase of output from grid by
large consumers in the region. In 2015, the output from the grids of the Karel-  year-end 2016

energo branch to service consumer Nadvoitsy Aluminium Smelter (a branch of

JSC SUALJ was terminated due to the acquisition by JSC SUAL of the Ondskaya

HPP, which entailed reduction in the transmission service volume by 1,048 m
kWh against the level of 2012.
The Company’s overall output to grid in 2016 increased by 1.1% against 2015
actual results and by 1.8% compared to the business plan targets. Growth of out- '

put from grid - 1.3% compared to 2015 and 1.9% versus targets. m kWh output from grid in 2016
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Power losses, m kWh

0, 0,
6.641% 6.31% 6.41% 6.38% 6.30% 6.22%
° —
2,772 Losses, m kWh
2,569 2,547 2,520 2,472 2,485

=@- Losses, %

]
2012 2013 2014 2015 2016 target 2016 actual

In 2012-2016, power losses in the Company’s grids reduced by 287 m kWh.
In terms of output to grid, power losses decreased by 0.19 percentage point.

Actual power losses in 2015-2016

Actualiin 2015 Actualin 2016 Change' 0
m kWh % m kWh % % (in comparable m kWh' p-p. - 0

conditions?)

power losses in 2016
2,520 6.38 2,485  6.22 6.22 -35  -0.16

Actual power losses in power grids of PJSC IDGC of the North-West in 2016
amounted to 2,485 m kWh, or 6.22% of the output to grid. As compared to the
similar period in 2015, the output to grid increased by 1.13%, while power losses
reduced by 35 m kWh, or 0.16 p.p. Power losses reduced by 0.08 p.p. compared
to the target (6.30%). That trend was owing to a series of organizational and u
technical measures aimed to improve (reduce] the loss rate.

The series of measures undertaken in 2016 to decrease losses helped to
reduce losses by 58.1 m kWh (or RUB 208.8 m). As a result of the organiza-
tional measures, such as disconnection of transformers at seasonal load sub-
stations, phase load balancing in power grids, detection of unaccounted electric
power in the course of special raids, and reduced power consumption by sub-
stations, power losses decreased by 39.0 m kWh (or RUB 158.2 m). The techni-
cal measures (rewiring at overloaded power lines, replacement of overloaded
power transformers, installation and commissioning of additional transformers 4 Additional information is provided in
at operated substations, and power grid load optimization) enabled to reduce Annex 3. Production Performance by
power losses by 8.6 m kWh (RUB 20.4 m), while power metering improvement the Branches www.mrsksevzap.ru/
helped to decrease losses by 10.5 m kWh (RUB 30.2 m). The 2016 power losses shareholdersmeetinginfo.
reduction plan (in physical terms) was fulfilled.

m kWh reduction of power losses in
2016 owing to a series of measures
aimed to decrease losses

1. Calculated as a difference between the results in 2016 and 2015.

2. Power losses in 2016 were calculated in the conditions comparable to those in 2015.
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Amounts of power transmission services rendered, m kWh

39,912
37,701 36,777 36,220 35,839 36,540

]
2012 2013 2014 2015 2016 target 2016 actual

The amount of power transmission services rendered in 2012-2015 reduced
by 8.4% due to the conclusion by consumers of direct contracts with PJSC FGC
UES regarding points of connection to the UNPG (“last mile”] and changed
energy consumption by large consumers in the region.

Against the actual 2015 results and approved targets, the amount
of power transmission services rendered in 2016 increased by 0.9% and
1.9% respectively owing to higher power consumption, including by major
consumers, such as PJSC Acron and JSC Kondopoga.

Based on the results of PJSC IDGC of the North-West in 2016, the amount
of power transmission services totaled 36,540 m kWh, which is 320 m kWh, or
0.9 % more as compared to 2015 (36,220 m kWh].

The volume of services provided by consumer groups

44

36,54

m kWh amount of power
transmission services rendered
by year-end 2016

9%

the share of 10 largest power
consumers from the grids
of IDGC of the North-West

Power consumption from the grids of PJSC IDGC of the

North-West by 10 largest consumers, %

12% 17% 53% 51%

2% (
9%

1%
6%
B Industrial B State (municipal] organizations Arktik-Energo LLC
consumers and other budgetary JSC Severstal

Transport consumers

Population and similar consumer
groups

B Agriculture Company

Non-commercial

consumers Electric power supply along

balance inventory borders of local

grid operators
Company LLC

7%

JSC Komi Power Supply

Il JSC Atomenergosbyt,
KolAtomEnergoSbyt branch

7%| 6% 6%

5%
5%

4%
4%

3%

PJSC Arkhenergosbyt
JSC Karelsky Okatysh
JSC Pskovenergosbyt
JSC SUAL

JSC Novgorodoblenergo
Others

Khibinskaya Power Supply
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TECHNICAL CONNECTION

Number of applications submitted, ths'

45

Number of concluded contracts, ths'

1,374
1,256 1,190 526 557 535
33531 | 39905 27,160 54 134
31,116 25,078
27,640 5437 22787 5199
I
2012 2013 2014 2015 2016 2012 2013 2014 2015 2016

Number of applications, pcs  “@= for total capacity, MW

Starting from 2014, there has been a trend for reduction in the number of tech-
nical connection contracts being concluded due to a lower number of submit-
ted technological connection applications from “preferential” categories of appli-
cants. The reduction was due to the amendments introduced into Resolution of
the Russian Government No. 861 dated December 27, 2004 regarding the possi-

bility to conclude technological connection contracts at the rate of RUB 550 once
in three years (amendments were introduced subject to Resolution of the Russian
Government No. 915 dated October 12, 2013).

Number of technical connection contracts performed in 2012-2016,
number of contracts and MW (excluding power generation facilities)

508
464 468 459

340 339

25,358 24,255

A IER 24999 91089
16,701

|
2012 2013 2014 2015 2016 2016 target

number of performed contracts, pcs “@®- for total capacity, MVA

By year-end 2016, the ratio of contracts performed to contracts concluded was

1.0, which implies a zero increase in accrued liabilities. That result was achieved

through the following:

« increased share of technological connection contracts fulfilled using in-house
resources;

« performance of design and survey works using in-house resources for the
construction, reconstruction or upgrade of 0.4-10 KW distribution grids;

« streamlining of procurement processes;

« work with applicants using the feedback mechanism.

1. Excluding power generation facilities.

number of concluded
contracts, pcs

@®- for total capacity, MW
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MW connection capacity

We continued the optimi-
zation of technological
connection to grids in 2016.
As a result, the number of
applicants’ necessary visits
to the Company’s offices
decreased from 7 to 3. Our
next target is to decrease
this number to one visit
per applicant, which will be
necessary only to receive
the documents.

Member of the Management

Board, Deputy General Director for
Development and Provision of Services
PJSC IDGC of the North-West

Vadim Fedorov
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Dynamics of execution of applications for technological connection, MW

Lbh 508 468

340 339 459

1,256 526 1,584 673 1,508 643 1,374 557 1,190 535
.
2012 2013 2014 2015 2016

The largest and most significant facilities connected in 2016.

Vologdaenergo branch:

« technological connection of the facilities of applicant JSC Vologdaobl-
energo with a maximum capacity of 2.7 MW.
Komienergo branch:

« technological connection of the facilities of applicant Energotrade LLC
with a maximum capacity of 4.4 MW;

« technological connection of the Sosnogorsk Alumina Refinery of applicant
JSC Komi Aluminium with a maximum capacity of 5.1 MW.
Novgorodenergo branch:

« technological connection of the facilities of applicant JSC Novgorodobl-
energo with a maximum capacity of 4 MW.

Pskovenergo branch:

«  technological connection of the Moglino Industrial Special Economic Zone
of applicant SEZ Moglino with a maximum capacity of 37.5 MW at the first
connection stage.

Structure of connected maximum capacity by consumer types in 2016, %

Contracted capacity, MW

Maximum capacity under concluded

contracts, MW

Installed capacity, MW

2016 target, MW

46.5% ’ l 30.9%

Individuals

Agriculture, hunting
and forestry

Fishing, fish farming
Extraction of minerals
Manufacturing

Power, gas and water production and
distribution (generation)

Power, gas and water generation and
distribution (LGO power grids)

Power, gas and water generation and
distribution (others)

Construction

Wholesale and retail trade
Transport and communication
Education

Healthcare and social
services

Others

46.5%

2.1%
0.2%
1.0%
2.0%

0.1%

2.9%

2.8%
6.2%
3.6%
0.9%
0.6%

0.2%
30.9%
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Structure of applications in 2012-2016 (including power generation facilities)
2012 2013 2014 2015 2016
total applica- total applica- total applica- total applica- total applica-
capacity, tions capacity, tions capacity, tions capacity, tions capacity, tions
MW MW MW MW MW
Individuals  284.1 26,334 315.7 28,104 294.8 26,430 254.4 22,857 244 21,515
Ie_i?i?iles 1,007.6 4,787 1,338.9 5,439 1,302.1 5,580 1,472.0 4,789 1,203.6 4,863
Total 1,291.7 31,121 1,654.6 33,543 1,596.9 32,010 1,726.4 27,646 1,447.5 26,378

The total number of technological connection applications received in 2016
decreased by 4.6% YoY. The number of contracts concluded in the reporting
period reduced by 3.8%. The reduction was due to the amendments introduced
into Resolution of the Russian Government No. 861 dated December 27, 2004
regarding the possibility to conclude technological connection contracts at the
rate of RUB 550 once in three years (amendments were introduced subject to
Resolution of the Russian Government No. 915 dated Octoner 12, 2013}, as well
as due to the work carried out with applicants aimed at utilization of the existing
capacities, implementation of mechanisms for indirect technological connection
and maximum capacity redistribution.

OTHER ACTIVITIES
Structure of revenue from other activities in 2016

Core activities of PJSC IDGC of the North-West subject to the state regulation
are power transmission services and technological connection to power grids.
The Company also performs the following regulated activities: power produc-
tion, heat production and cold water supply services. The share of these activities
is below 1% of the total revenue generated by regulated activities.
Revenue generated by other activities in 2016 totaled RUB 726 m, which is
RUB 265 m or 27% lower YoY. See the diagram for the revenue structure:

RUB
35m

RUB
256 m

RUB
232m

Prompt maintenance
services

Removal/relocation of
power facilities

Power generation

and sales

Property lease
RUB B Revenue from other
77 m activities
RUB
126 m

The variance was due to reduced
revenue from the ‘removal (relo-
cation) of power facilities” activ-
ity in the Vologdaenergo branch
(RUB 295 m) caused by decline
in applicants’ demand for those
services in 2016.
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IMPROVING POWER SUPPLY EFFICIENCY, RELIABILITY AND QUALITY

Compliance with technological connection deadlines

Indicator 2013 2014 2015 2016 Targetin 2013-2016

Compliance with technological connec- 1.23 1.10 1.08 1.04 <11
tion deadlines

Since 2014, there has been no exceedance of the actual value of indicator

“Compliance with TC deadlines” above the approved target. The indicator im-

proved due to the following:

« development of interactive services at the stage of receiving TC applications;

» development of tools for online monitoring of TC operations, which enables
to control the TC process and promptly make appropriate decisions;

« automation of the TC contract coordination process through the ADMS;

« encouraging the practice of performing works using in-house resources,
which enables the Company to reduce the period required for TC.

Achievement of the reliability level of provided services
In 2016, all branches of PJSC IDGC of the North-West met the reliability and

quality targets for provided services established by the executive authorities E /0

of the Russian constituent entities in the area of state tariff requlation accord-  improvement of the accident rate at
ing to the regulatory acts (the overall SQ index is higher than or equal to zero).  facilities since 2012

Branch Indicator 2016 Overall index of service reliability
Target Actual and quality, SQ
reliability level 0.0953 0.0274
Arkhenergo quality level 0.8975 0.8006 0.65
TC quality level 1.5029 1.03
reliability level 0.0613 0.0209
Vologdaenergo quality level 0.8975 0.8589 0.65
TC quality level 1.3007 1.03
reliability level 0.267 0.0469
Karelenergo quality level 1.0102 0.9194 0.65
TC quality level Not established
reliability level 0.0424 0.0446
Kolenergo quality level 0.8975 0.8811 0.25
TC quality level 1.4959 1.01
reliability level 0.0306 0.0306
Komienergo quality level 0.8975 0.9085 0

TC quality level 1.1757 1.04

Strategic 7 Results Corporate Annexes
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Branch Indicator 2016 Overall index of service reliability
and quality, SQ
Target Actual
reliability level 0.236 0.1886
Novgorodenergo  quality level 1.0102 0.9964 0
TC quality level Not established
reliability level 0.091 0.0674
Pskovenergo quality level 1.0102 0.9612 0

TC quality level Not established

DYNAMICS OF POWER SYSTEM DISTURBANCES

Dynamics of the number of accidents at facilities

13.05

11.79

6.53

Number of accidents at facilities, pcs

-®- Dynamics of the accident rate at facilities
(number of accidents per 1,000 c.u.)

11,684 13,336 10,608 7,439 7,271
L
2012 2013 2014 2015 2016

Main causes of accidents in the reporting and previous years

Deterioration

[ Thefallof trees (branches) due
to the atmospheric effects

B The impact of recurring natural
disasters

Thunder
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Zero increase in the number of major accidents

Indicator 1Q 2016 2Q 2016 3Q 2016 4Q 2016
Zero increase in the
number of major 0 1 0 0

accidents

The overall number of power system disturbances recorded by PJSC IDGC of
the North-West in 2016 in the grids of 6 KW and more totaled 7,271, including
one accident subject to the criteria set by clause 4 of the Rules for Accident
Investigation in the Electric Power Industry approved by Resolution of the
Government of the Russian Federation No. 846 dated October 28, 2009.

On April 12, 2016, overhead lines 163, 164, and 221 shut down at SS 21 of the
production division “the Northern Power Grids” during the switching aimed to
release busbar system-2-150 KW for repair when performing the operations
for transferring voltage circuits of busbar system-2-150 KW connections from
voltage transformer-2-150 KW to voltage transformer-1-150 KW. Overhead
lines 163, 164, and 221 did not reclose automatically. That power system dis-
turbance (accident) was investigated by the commission of the North-Western
Department of the Federal Environmental, Industrial and Nuclear Supervi-
sion Service.

PJSC IDGC of the North-West implemented organizational and technical
measures to prepare the power grid complex for operation during special
periods. Organizational and executive documents were developed, commissions
were created, and inspections were carried out to control proper implementa-
tion of main and additional measures for ensuring operational readiness of the
power grid complex in special operation periods. Based on the results of the
commissions’ work, Acts were obtained regarding operational readiness for the
2016 high-water period, the 2016-2017 autumn and winter period (AWP), and
the Certificate of Operational Readiness for the AWP.

Prevention of an increase in the number of accident victims

Indicator 122016 2Q2016 302016 4Q2016

Prevention of an increase in the

number of accident victims 3 0 1 1

Six industrial accidents with six people injured were registered in 2015,
including one fatality.

Five industrial accidents with five people injured were registered in 2016,
including three fatalities.

Decrease in investment costs per unit

Indicator Target in 2016

(target)

Target in 2016
(actual)

Decrease in investment costs per unit <1 0.9

Proper fulfillment of organiza-
tional and technical measures
secured reliable power supply to
consumers during special modes
of operation.

A Sce Annex 4. Occupational
Safety Report for more details
http://www.mrsksevzap.ru/
shareholdersmeetinginfo.
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In 2014, the Company started implementing the "Method for planning
30 percent investment cost reduction versus 2012" during development
of investment programs (adjustments) of PJSC IDGC of the North-West.
The reduction in investment costs through using the “Method for planning
30 percent investment cost reduction versus 2012" is calculated as the ratio
of actual construction [reconstruction) costs per unit to target (full) con-
struction (reconstruction) costs per unit. Indicator “Decrease in investment
costs per unit” in the reporting period is deemed to have been fulfilled since
its actual value does not exceed "1".

Besides, the implementation of the "Method for planning 30 percent
investment cost reduction versus 2012" resulted in 22.7% decrease of invest-
ment costs per unitin 2016 as compared to the 22.5% target. Further reduc-
tion in investment costs per unit is planned for 2017 so as to achieve 30%
versus 2012 (in rubles per physical unit (km, MVA]].

Fulfilment of the facilities commissioning plan

Indicator Target in 2016 (target) Targetin 2016 (actual)

Fulfilment of the facilities

L 295% 96%
commissioning plan

To calculate the indicator, both target and actual costs of the facilities put
in operation are taken into account. The actual number of fixed assets put
into operation is calculated based on the number of KS-14 forms (certificate
of acceptance of a completed constructed facility by the acceptance commis-
sion) signed in the current planned year for the facilities included into the
Company's current investment program approved according to the require-
ments of the effective Russian legislation. Indicator “Fulfilment of the facili-
ties commissioning plan” is deemed to have been achieved in the reporting
year since its actual value exceeds the target. In 2016, the facilities included
into the Company’s investment program were commissioned in the amount
of RUB 4,548.821 m against the target of RUB 4,756.507 m.

Reduction in operating expenses per unit

Indicator Target in 2016 (target) Target in 2016 (actual)

Reduction in operating 22.18% 23.55%
expenses per unit

Strategic reduction targets for operating expenses per unit for the last 5
years against the level of 2012 were established by the Development Strategy
of the Electric Grid Complex of the Russian Federation subject to Regulation of
the Russian Government No. 511r dated April 3, 2013. The key to successful ful-
fillment of this Strategy is enhancement of the Company’s internal operational
efficiency through implementing the cost management process aimed to reduce
resource consumption and maximize return on the resources.

The actual result from reducing
investment costs during the ful-
filment of the investment pro-
gram in 2016 totaled RUB 572 m
against the target of RUB 448 m.

A See Annex 23 for the main produc-
tive assets in 2014-2016 www.mrsk-
sevzap.ru/shareholdersmeetinginfo.

The Company’s Business Plan
for 2016 was developed with
account of reduction in opera-
tional costs per c.u. by 22.8%,
while the actual year-end value
of the indicator improved by
1.37% compared to the target
and totaled 23.55%.
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Indicator Units 2012 2013 2014 2015 2016
Number of conditional units c.u. 1,021,214 1,081,247 1,087,959 1,122,860 1,129,634
CPI % 6.8 7.8 7.4 7.10
Total expenses, including selling and
administrative expenses, of which: RUB m 29,057 30,824 31,674 39,011 39,318

manageable costs RUB m 10,803 11,566 11,639 13,201 13,011
unmanageable costs RUB m 18,255 19,258 20,035 25,810 26,307
Effect % -5.32 -12.16 -22.18 -23.55

Level of power losses

7 Results

INFORMATION TECHNOLOGY AND INNOVATIVE DEVELOPMENT
Information technology

PJSC IDGC of the North-West is a modern energy company whose performance
greatly depends on application of information technology (hereinafter - IT) and
automation systems. In modern conditions, the operation of the power grid
industry as a whole and PJSC IDGC of the North-West in particular can only be
possible with such elements as:

« Automated technological process management systems improving the
efficiency of the production and technological complex of PJSC IDGC of the
North-West (cost efficiency and reliable power transmission and distribu-
tion) owing to the maximum personnel performance achieved through com-
prehensive automation of data collection, processing, storage and commu-
nication, decision making processes and implementation of technological
management functions, based on cutting edge software and hardware
automation tools, computing and information technologies.

« Automated business management systems designed to improve the
Company’s performance in general by unifying and standardizing business
processes, ensuring transparency and comparability of information reported
by the Company’s units.

« Communication systems and IT infrastructure that support the functioning
of all the above-mentioned automation systems and ensure stable commu-

Information technologies play

a crucial role for fulfilling the
Company’s key business objec-
tives, such as ensuring reliable
and stable power supply, improv-
ing the quality of service and the
level of customer satisfaction.
The expanding scope of process
automation enhances the per-
formance of the power grid com-
plex as a whole.

Indicator Target in 2016 (target) Target in 2016 (actual)
Level of power losses 6.30 6.22
Repair and maintenance program indicators
Name of work item 2014 2015 2016
Overhaul of overhead lines, km 9,989 9,940 9,500
Clearing of overhead line routes, ha 19,190 17,918 16,805
Repair of transformers and autotransformers, pcs 18 20 27
Repair of switching devices, pcs 2,797 2,522 2,763
Repair and maintenance campaign, RUB m 1,690 1,795 1,811

Within the 2016 repair and maintenance campaign, PJSC IDGC of the North-
West implemented all measures needed for maintaining the operational state of
the power grid complex equipment, successful going through the autumn and
winter period and securing reliable power supply to consumers.

As of year-end 2016, a whole range of physical indicators of the repair and
maintenance program were outperformed, which was due to the emergency
recovery works, additional measures undertaken following the results of inspec-
tions, checkups of overhead lines and equipment tests, and measures imple-
mented to prepare for the 2016-2017 autumn and winter period. Physical volumes
exceeded the targets due to savings achieved through the improved procurement
processes within the repair and maintenance program, as well as owing to the
redistribution of works by type of their performance in terms of shifting a part of
works from the fulfilment by contractors into the in-house fulfilment.

Clearing of overhead Lline routes from trees and shrubs is a key activity of
PJSC IDGC of the North-West. Clearing of overhead line routes is scheduled
according to the comprehensive program for ensuring the required state of
clearcuts, taking into account the route inspection results.

The repair and maintenance fund
was used in the amount of RUB
1,810.8 m (against the target of
RUB 1,819.3 m), or 100%.

The actual volume of works relat-
ed to overhead line route clear-
ing in 2016 exceeded the target
by 3%: the actual value totaled
16,805.01 ha against the target of
16,291.78 ha.

nication for all employees of the Company.

The role of information technology in achieving the Company’s key business objectives

Assuring a reliable and uninterruptible power supply

Improving power grid complex operational efficiency

[

Increasing the transpar-
ency and controllability
level of the power supply

(.

Decreasing the number
and duration of techno-
logical disturbances

[

Ensuring completeness
and reliability of current
managerial information

—

Optimizing territorial
distribution of care and
maintenance service

network

Controlling power supply network assets, optimizing
maintenance programs in order to decrease the proba-
bility of equipment failure

Ensuring personnel performance efficiency, decreasing
specific operating costs, reducing expenses for support
functions

Improving service, assuring customer
satisfaction

Assuring infrastructure accessibility and creating
conditions for economic growth

Developing and providing ac-
cess to remote and electronic
(interactive) customer service

Improving custom-
er service quality

Long-term planning
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Automated Process Control Systems (APCS)

In order to improve observability and controllability of the power grid facili-
ties of PJSC IDGC of the North-West, the Company accomplished measures
in 2016 aimed to upgrade the existing telemetry systems and to install new
microprocessor-based systems for data collection and communication from
the facilities. The systems to be integrated collect and communicate data to
the dispatch control centers, conveying the status of geographically distri-
buted power grid facilities, and transfer dispatch control commands by
equipment of these facilities operating in the common mode.

Teleautomation status of 35-220 kV substations, units

54

Implementing new IT projects,
developing the existing ones, and
supporting the implemented pro-
jects are part of our continuous
activities.

A For more detailed information
see Annex 5. IT Engineering
Principles www.mrsksevzap.ru/
shareholdersmeetinginfo.

7 Results

Project/initiative
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Below is the list of projects implemented in the reporting year

Resulting benefits /
quality improvements / comments

Business applications

Developing a centralized electronic
document flow system in PJSC IDGC
of the North-West.

Developing the Company's single centralized document management
system — ADMS (3,000 jobs) - implementation of additional modules.

Developing a power transmission
management and consumer communi-
cation system based on the OMNI-US AIS
(4 branches).

Automating the process of power transmission between the Company's
branches. Implementing the system in all the Company’s branches.

Developing a single centralized investment
automation system in PJSC IDGC of the
North-West - Investments AIS (in-house
method).

Implementing an in-house solution developed by Arkhenergo in all
the Company's branches, unifying the standards through automation
of investment project accounting and support.

Developing the Operational Asset Manage-
ment System (0OAMS] and improving the
Forga-Energo software package.

Implementing additional modules and functions for the OAMS: mainte-
nance and repair, including vegetation clearance, Interruptions Log, and
others.

Upgrading the AMS for financial and eco-
nomic activities.

Updating the AMS for financial and economic activities.

Increasing the level of automation through
upgrading the existing systems. Increasing
the general level of IT maturity.

Increasing the level of automation through updating the existing sys-
tems, expanding the functionality of the systems, enhancing automated
business process coverage, automating related business processes [in

Branch 110-220 kV substation 35 kV substation
/IDGC

Total Teleau- including those Teleau- Total Teleau- including those  Teleauto-

tomation  conforming to tomation tomation conforming to mation

completed modern completed completed modern completed

total  requirements in 2016 total requirements in 2016

Arkhenergo 87 61 13 0 97 39 4 0

Vologdaenergo 94 86 32 T 126 96 12 0

Karelenergo 55 55 18 0 105 77 5 0

Kolenergo 83 36 18 3 48 44 2 0

Komienergo 95 95 54 3 106 59 A 1

Novgorodenergo T4 73 39 0 60 58 10 0

Pskovenergo 100 94 39 3 70 52 9 0
IDGC of the

North-West 588 500 213 10 612 425 86 1

The Company continuously increases the number of substations with
telemetry systems. Installation of telemetry systems is carried out together
with construction of new facilities and reconstruction of substations as part of
investment projects. Telemetry systems at some substations were upgraded to
increase volumes of information communication and to improve observability
of the facilities under control.

Automation of business processes

The share of centralized projects implemented by the Company increased in
the reporting period, the electronic document flow system was developed and
expanded, the Omni-UtilitieS AIS used for electricity metering and accounting is
being implemented in the Company’s branches, and a number of other projects
are underway. The Company’s plans were revised and updated, given substan-
tial economic limitations. Top priority tasks were identified.

In 2016, telemetry systems
were installed at ten 110-220
kV substations and one 35 kV
substation.

the course of operation), increasing the number of users.

The main task is to implement and operate the main platform ensuring
comprehensive automation of the Company’s core operational, economic, and
financial business processes - 1C:Enterprise 8.3 platform, corporate version.
In this connection, the maintenance and repair system is up for implementa-
tion using this platform.

Developing the telecommunication and information technology
infrastructure (hereinafter - ITI)

Installing communication channels at substations

A gradual transition to digital communication channels ensuring higher trans-
mission capacity and communication quality takes place as part of the com-
munication system reconstruction process implemented by PJSC IDGC of the
North-West. Digital networks are scalable and provide better observability and
controllability of extensive telecommunication networks, thus substantially
decreasing operating costs.
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Innovative development

PJSC IDGC of the North-West devised the 2016-2020 Innovative Development RUB

Program with a view until 2025 (hereinafter - the Program) taking into account

57

the top-priority areas outlined in the Policy of Innovative Development, Energy
Saving, and Increased Energy Efficiency of PJSC Rosseti.

The Program aims at switching to innovative power grids with improved reli-
ability, efficiency, availability, controllability, and customer focus characteristics.
The Company outlined the following top-priority areas of its innovative develop-

308.3.

implementation costs of the Innova-
tive Development Program in 2016,
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Installing digital communication channels at 35-220 kV substations, in units
110-220 kV substation 35 kV substation

Branch/IDGC Digital lines Qigital line;s Digital lines Qigital lings

Total installed installed in Total installed installed in

2016 2016

Arkhenergo 87 91 0 97 9 0

Vologdaenergo 94 56 1 126 27 0

Karelenergo 55 29 10 105 10 2

Kolenergo 83 27 2 48 0 0

Komienergo 95 67 3 106 40 5

Novgorodenergo T4 61 0 60 20 0

Pskovenergo 100 32 6 70 7 0

IDGC of the North-West 588 332 22 612 115 7

The Company continuously increases the number of substations with digi-
tal communication channels. Over the reporting period, digital communication
channels were installed at twenty nine 35-220 kV substations.

The main principles of IT infrastructure engineering are securing fail-safe
and highly efficient performance of the systems in use, ensuring data security
and protection, and using the Company’s single information space.

IT cost reduction

The Company reduced unit costs in the following IT areas with adjustment for

2016 inflation:

« For the APCS support per unit of substations with telemetry systems -
by RUB 4.81 ths;

« For operation of the enterprise resource planning system per unit of auto-
mated workstations — by RUB 0.486 ths;

« For operation of application systems per unit of systems - by RUB 4.73 ths.

Further IT development plans

The main task within the development of enterprise resource planning system
is to implement and operate an integrated platform for comprehensive auto-
mation of the Company’s core operational, economic, and financial business
processes - 1C:Enterprise 8.3 platform, corporate version.

The Company’s priority is to develop far-reaching plans for subsequent
stages of development using the new comprehensive automation platform.

The major area of the APCS development is implementing technological
process control systems using modern standards and protocols based on
digital data collection, processing and communication systems.

Comprehensive IT development
enabled significant decrease in
the Company’s IT operation costs
in 2016.

PJSC IDGC of the North-West un-
dertakes measures to reduce its
dependence on imported equip-
ment, technical devices, spare
parts, foreign companies’ servic-
es/works, and foreign software.
The Company continues reducing
its operating costs by increasing
operational efficiency.

ment for 2016:

1. Construction of digital 35-110 kV substation Yuzhnaya.

2. Transition to digital active-adaptive networks with the distributed intelligent
system of automation and management.

3. Securing comprehensive efficiency of business processes and automation
of management systems.

4. Development of a system for engineering and implementing cutting-edge
technology and products (development and implementation of the R&D
strategy, commercialization of R&D results).

5. Usage of new technologies and materials in the power industry (construct-
ing a 0.95 kV power grid, installing 35 kV reclosers, pilot and field testing of
new equipment).

6. Continuous personnel education - implementing up-to-date staff manage-
ment technologies.

which is 105.2% of the target

Main areas, RUB m, excluding VAT 2016 2016 Variance
target actual
absolute %

Innovation, including 29214 308.3 15.2 5.2
Transition to digital substations of various voltage classes 35-110 (220) kV 104.033 35.433 -68.6  -66
Transition tp digital active-adaptive networks with the distributed intelligent system 17619 238.2 620 35.0
of automation and management
Securing comprehensive efficiency of business processes and automation

0.40 0.4 0 0
of management systems
Usage of new technologies and materials in the power industry 2.30 23.7 21.3 926
Development of a system for engineering and implementing cutting-edge technology

5.17 6.59 0 0
and products
Development of human resources and partnership in education 4.1 4.48 0.38 9.3
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The outcomes of the implementation of the Innovative Development Program tor the current equipment state and to forecast the equipment failure proba-

of PJSC IDGC of the North-West are assessed and monitored using special indi-

cators - the Program’s Performance Indicators.

The Program’s Key Performance Indicators

bility, which is critical for quality improvement in planning maintenance and
repair (M&R) and technical re-equipment and modernization (TRE&M), for
reliable power supply to consumers, and the Company’s financial stability.

Expenses for research and development carried out by third-party
organizations amounted to RUB 6.172 m in 2016.

RUB

6.172.

research costs in 2016

Area assessed Indicator unit of Values Research and Development Board
meas-
URAES AT 2016 In order to enhance its technical activities and promote a coherent tech-
IR actual nical policy in development, engineering, construction, reconstruction,
and operation of the power grid facilities, PJSC IDGC of the North-West
Incrgase in labor efficiency (through Labor efficiency % 78.3 78.4 has its Research and Development Board (hereinafter - the RDB). The 0
design and survey) RDB is a permanent collective advisory body providing scientific and 7 8 4 /
_ ) ) _ technical support for the Company's operation and development. m 0
Improvement of productlon processes  Reduction of per unit operating % 0.032 0.044 The RDB's work is governed by the Regulation on the Company’s
gff|C|§ncy, reduction of costs, decrease  costs for 1 kWh, prqductwe power Research and Development Board. The Regulation on the Research and the actual value of “increase
in unit cqsts for prgduct manufacture supply through design and survey Devel t Board d. by Ord £ PJSC IDGC of the North- in labor efficiency” indicator
and service rendering (through design  (OPEX .. . i .e) evelopment board was approved by Urder of or the Nor (through design and survey]
and survey) West No. 11 dated January 14, 2015. The revised membership of the
Decrease in the average aggregate % 0528 0.557 Research and Development Board was approved by Order of PJSC IDGC
duration of sustained interruntions per ’ ’ of the North-West No. 393 dgted Jung 29, 20A16.
ch)Jr:zumer per year through dpesign gnd In 2016, the RDB worked in compliance with the plan approved by the
survey [SAIDI, ] First Deputy Director General - Chief Engineer of the Company and held
sgn and survey three physical meetings.
Decrease in the average frequency of % 0.4 05 At it.s meetings, thAe RDB ;onsidered practical ;spepts of imple-
sustained interruptions per consumer mentation of the solutions designed to boost the reliability and opera-
per year through design and survey tion quality of the power grid complex, to ensure fail-safe power sup-
(SAIFI 1 ang survey) ply to consumers, to fulfill the action plan for improving the Company's
efficiency and financial and economic performance.
Implementation of modern production  Share of expenses for implementation % 7.39 7.16 The RDB’s decisions sought to upgrade the equipment at substations,
technologies and management prac- of cutting-edge products (technologies, to ensure prompt liquidation of power system disturbances, to conduct
tices [through design and survey) solutions, goods, works, and services) a series of diagnostic measures aimed at preventing equipment failures,
etc. The RDB especially focused on occupational health and safety. The
Share of expenses for (key) comprehen- % 60 89 RDB outlined top-priority areas of research and technological develop-
sive infrastructure projects ment for 2016-2020, considered the Company’s program for innovative SEE (ISR © e aililemciames, (e muim-
development of the power grid complex which aims first and foremost at ber of meetings, and the list of issues
o . . A ; o . considered by the RDB. Report on
Improvement of energy efficiency Reduction of the ratio of power losses % 0.028 0.038 yielding specific results for the Company: power losses reduction, pro- Work of the Research and Develop-

of production (through design and

to power supply from grid, through

survey) design and survey

RESEARCH AND DEVELOPMENT

A key priority within the innovative development of the power grid complex is
implementing the R&D Program, including measures to develop breakthrough
technologies designed to create revolutionary solutions and methods, and appli-
cation-specific areas ensuring improvement of the existing technologies and
products.

At the moment, PJSC IDGC of the North-West has focused on research in
development of an operational asset management system. In 2016, the Company
completed research “Development of the methodology and technical require-
ments for systems automating operational asset failure probability forecasts”
that enabled to develop the methodology and the model for measuring the
operational asset failure probability, and the technical requirements for systems
automating operational asset failure probability forecasts within PJSC IDGC of
the North-West. The methodology and the model will make it possible to moni-

tection of health and safety of the personnel and third parties, increased
share of unattended self-monitoring equipment, and high reliability of
power supply to consumers.

ment Board in 2016 www.mrsksevzap.
ru/shareholdersmeetinginfo.
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Financial
Performance Analysis

PRICES AND TARIFFS ‘ ‘
Tariff Policy of the Company The growth rate of the
power transmission aver-
Core activities of PJSC IDGC of the North-West subject to the state regulation age tariff reached in 2016
are power transmission services and technological connection to power grids.

The Company also performs the following regulated activities: power produc-
tion, heat production and cold water supply services. The share of these activi-  established by the Ministry
ties is below 1% of the total revenue generated by regulated activities. of Economic Development

With the approved tariffs, the Company’s 2016 revenue from the provided ser-
vices totaled RUB 43.474 bn, which is 8.8% more than in 2015.

was higher than the one

of the Russian Federation.
The work on setting eco-
nomically feasible tariffs on

Revenue of PJSC IDGC of the North-West in 2012 - 2016 , . .
the Company’s services will

260 276 continue in 2017.
Oth
195 250 242 ers Member of the Management Board,
Transmission First Deputy General Director
PJSC IDGC of the North-West
31,736 34,337 34,752 39,005 42,174 mTC Vadim Pavlov
1|412 955 882 703 1,023
2012 2013 2014 2015 2016
* Information on the Company’s per-
formance in 2016 is provided in
Annex 7. Financial and Economic
Performance www.mrsksevzap.ru/
POWER TRANSMISSION TARIFFS shareholdersmeetinginfo.

The power transmission tariffs in 2016 for all the branches of PJSC IDGC of the
North-West were approved based on the established long-term parameters. The
Company’s branches are regulated through the following methods:

Method of return on invested capital:
« Volodgaenergo branch - first long-term period from 2011 to 2017;
« Karelenergo branch - first long-term period from 2012 to 2017;
« Novgorodenergo branch - first long-term period from 2010 to 2017; RU B

« Pskovenergo branch - first long-term period from 2011 to 2017.

Method of long-term indexation of gross revenue requirement (hereafter -

GRR): bn
« Arkhenergo branch - second long-term period from 2014 to 2018; .

« Kolenergo branch - second long-term period from 2014 to 2018; revenue in 2016, which is 8.8% more
« Komienergo branch - second long-term period from 2014 to 2018; than in 2015

7 Results

In 2016, the existing long-term regulation parameters were not reviewed. RIJB
However, the Company performed annual mandatory adjustment of the

branches’ gross revenue requirement stipulated by the effective legislation in
the area of state tariff regulation.
In 2016, the gross revenue requirement approved for 2016 was revised due '

to the following factors: . ;
« the change in the number of regional grid organizations complying with the gross revenue reguiremen
9 9 9 9 PyIng on power transmission services

requirements stipulated by Resolution No. 184 of the Government of the Rus- in 2016
sian Federation “On qualifying owners of electrical grid facilities as local grid
operators” dated February 28, 2015;

- in accordance with Clause 17 of the Rules for State Reqgulation (Revision,
Application) of Prices (Tariffs] in the Electric Power Industry” approved by
Resolution No. 1178 of the Government of the Russian Federation dated
December 29, 2011, regulated organizations’ expenses are to be considered
in view of the investment program or draft investment program for grid or-
ganizations;

« based on the orders of the Federal Tariff Service of Russia regarding adjust-
ment of the retail markup of JSC Komienergosbytovaya Kompaniya.

GRR structure for power transmission services provided in 2016
by consumer groups

Population and similar
consumer groups

Local grid operators

B Other consumers

Group "Other consumers” accounts for the largest share of revenue (80%)
in PJSC IDGC of the North-West. This group includes regional electricity sup-
ply companies and large industrial consumers, the most important of which
are PJSC Severstal (20% of Vologdaenergo's revenue), PJSC Acron (28% of
Novgorodenergo's revenue), JSC Kondopoga (15% of Karelenergo's revenue),
and JSC Karelsky Okatysh (12% of Karelenergo's revenue).

The major share of group “Population and similar consumer groups”
accounts for Pskovenergo (28%), Karelenergo (19%), and Komienergo (15%).
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Structure of revenue earned by PJSC IDGC of the North-West for power Structure of revenue for power
transmission services provided in 2012 - 2016 broken down by consumer transmission services provided
groups in the reporting year by con-
sumer groups for each branch
of PJSC IDGC of the North-
West. The structure is shown
29% 23% 19% 31% as a percentage ratio of the
3% volume of power supplied to a
. particular consumer group' to
i 18% the aggregate volume.
16%
18%
7% 8% 49% 85% Supplier of last resort
62% 49% Electricity supply companies
34%
20% o LGO
I ———————————————————ssssssn B Other consumers
Arkh- Vologda-  Karel- Kolenergo  Komi- Novgorod- Pskov-
energo energo energo energo energo energo
Analysis of changes in the average tariff for power transmission services
broken down by branches, RUB/kWh
Branch 2012 2013 2014 2015 2016
Arkhenergo 1,416.06 1,680.05 1,686.59 1,826.35 1,891.32
Vologdaenergo 730.68 866.72 938.76 1,021.50 1,061.20
Karelenergo 534.37 630.31 803.50 1,389.37 1,511.82
Kolenergo 451.62 488.74 534.34 582.62 689.57
Komienergo 1,128.89 1,213.60 1,246.01 1,318.23 1,355.86
Novgorodenergo 917.32 1,020.52 1,015.17 1,077.55 1,197.20
Pskovenergo 1,690.58 1,751.26 1,911.49 2,086.20 2,318.67
PJSC IDGC of the North-West 776.07 879.33 955.05 1,106.56 1,195.69
Growth, % 113% 109% 116% 108%

The 2016 tariffs for power transmission services varied largely across the
regions covered by PJSC IDGC of the North-West. Strong differentiation was due
to voltage level differences among consumers. The branches running mostly
low-voltage power grids, such as Arkhenergo, Komienergo and Pskovenergo, are
characterized by high tariffs due to a more expensive operation of power grids as
compared to those branches that run mostly high-voltage power grids, such as
Vologdaenergo, Kolenergo, and Novgorodenergo. The most significant average

1. Category "Other consumers” includes consumers having direct power transmission service contracts with grid companies.

7 Results
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tariff growth (18%) in 2016 was registered in the Kolenergo branch, which was
due to increased investment costs. In Novgorodenergo and Pskovenergo, the
average tariff growth totaled 11%, which was due to the inclusion into GRR of
the sum of adjustments provided for in the tariff regulation based on the per-
formance in the previous years. The tariff growth in Vologdaenergo totaled 9%,
as GRR additionally included the shortfall in revenue of the earlier periods. In
the Arkhenergo, Vologdaenergo and Komienergo branches, the average tariff
growth approximated 3%.
Gross revenue requirement for power transmission services broken down
by branches, RUB m
Branch 2012 2013 2014 2015 2016

total own total own total own total own total own

Arkhenergo 4,360 2194 4923 3,138 4746 3029 4712 2903 4915 3,007
Vologdaenergo 6531 3577 6,682 3,654 6556 3593 7,150 4,181 7502 4,348
Karelenergo 3,913 1,835 4516 2194 4520 2455 7534 2,627 7997 2856
Kolenergo 5114 1,888 5287 2527 5706 2463 5975 2840 7,138 2,609
Komienergo 5,726 3,149 6,228 3,646 6,329 3,644 6,614 3,817 6,711 3,918
Novgorodenergo 3,118 1,727 3593 2057 3461 1,910 3588 1,843 3965 2,103
Pskovenergo 2974 1905 3,108 1,965 3,434 2229 3434 2,195 3947 2,638
PJSC IDGC of the North-West 31,736 16,275 34,337 19