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Auditors’ report
To the shareholders of MegaFon

We have audited the accompanying financial statements of the Public Joint Stock Company MegaFon
(hereinafter the “Company”) for the 2015 reporting year.

The financial statements, set on 83 pages, comprise:

e the balance sheet as at 31 December 2015;
o the statement of financial performance for 2015;
¢ the appendices to the balance sheet and the income statement including:
- the statement of changes in equity for 2015;
- the cash flow statement for 2015;
- the notes to the balance sheet and the statement of financial performance.

Management’s Responsibility for the Financial Statements

Management of the Company is responsible for the preparation and reliability of the financial statements
in accordance with the requirements of the Russian reporting legislation and for the system of internal
control necessary for the preparation of the financial statements which are free from material
misstatements, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on the financial statements in all material respects based on
our audit. We conducted our audit in accordance with the Federal Standards on Auditing. These
standards require that we comply with relevant ethical requirements and planning and performing the
audit in order to obtain sufficient assurance as to whether the financial statements are free from material
misstatements.

The audit included performing procedures to obtain audit evidence confirming the amounts and
disclosures in the financial statements. The selection of the procedures is a matter of our judgment,
which is based on the assessment of risk of material misstatement, whether due to fraud or error. In the
process of risk assessment we considered the system of internal control relevant to the preparation and
reliability of the financial statements in order to select appropriate audit procedures, but not for the
purpose of expressing an opinion on the effectiveness of internal control.

The audit also included an assessment of the appropriateness of the Company’s accounting policy and
the reasonableness of the estimates made by management, as well as the evaluation of the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our opinion on the reliability of the financial statements.



Opinion

In our opinion, the accompanying financial statements present reliably, in all material respects, the
financial position of the Company as at 31 December 2015 and its financial performance and cash flows
for the 2015 reporting year in accordance with the requirements of the Russian reporting legislation.
Other Matter

The financial statements of the Company for the years 2014 and 2013 were audited by other auditors

whose reports dated 10 March 2015 and 4 March 2014 expressed an unmodified opinion on those
statements.

Director of JSC KPMG, [signature] Akylbek Y. A.
(power of attorney dated 16 March 2015 No.77/15)

16 March 2016



Transaltion from the original version in Russian

STATEMENT OF CASH FLOWS
for year 2015
CODES
Form as per the Russian National Classifier|
of Management Documentation (OKUD) 0710004
Date (dd/mmlyy) 31/12/2015
§ ) Russian National CIaSS|f|§r of Businesses 31090505
Company PJSC "MegaFon and Organizations (OKPO)
Taxpayer Identification Number Individual tax payer number (INN) 7812014560
Russian National Classifier of Economic 64.20
Type of economic activity Telecommunication services Activities (OKVED) :
Legall hio £ Russian National Classifier of Organizational
£gall ownership form and Legal Forms / Russian National Classifier| 12247137
Public Joint-Stock Company of Property Categories (OKOPF/OKFS)
Russian National Classifier of Measurement 385
Monetary unit: millions of Russian rubles (min. RUR) Units (OKEI)
Caption Line code 2015 2014
1 2 3 4
Cash flows from operating activities
Cash proceeds received - total 4110 250 656 255 052
including:
proceeds from customers 4111 250 287 254 588
rent payments, license payments, fees, payments under commission agreements and other 4112 73 152
proceeds from re-sale of financial investments 4113 - .
proceeds in connection with the reorganization 4114 - -
other proceeds 4119 296 312
Cash disbursements - total 4120 (161 624) (146 224)
including:
payments to suppliers (subcontractors) for goods, work, services, raw materials and other
assets 4121 (111 269) (103 153)
payroll and related payments to employees 4122 (11 931) (12 670)
interest paid 4123 (13 207) (11 039)
corporate income tax payments 4124 (8 914) (8 515)
payments of other taxes 4125 (11 693) (7 649)
other payments 4129 (4 610) (3 198)
Net cash flows from operating activities 4100 89032 108 828




Form 0710004 page 2

Caption Line code 2015 2014
T 2 3 4
Cash flows from investing activities

Cash proceeds received - total 4210 122 277 98 874

including:

proceeds from sale of non-current assets (except financial investments) 4211 506 719

proceeds from sale of shares in other entities (equity interest) 4212 - -

proceeds from repayment of loans provided, from sale of debt securities (sales of rights to

claim) 4213 27 447 24 652

dividends received, interest received 4214 6 067 2996

proceeds from financial investments (deposits with maturity more than 3 months) 4215 88 257 70 506

other proceeds 4219 - 1
Cash disbursements - total 4220 (166 012) (187 638)

including:

payments for purchases, construction, modernization, reconstruction and preparation for

use of non-current assets 4221 (51 325) (53 704)

payments for purchase of shares (equity interest) in other entities 4222 (27 980) (38 771)

purchase of debt securities (purchase of rights to claim), loans provided to other entities 4223 (29 724) (25 323)

interest paid on debt securities included in the cost of investment asset 4224 (151) (100)

payments for financial investments (deposits with maturity more than 3 months) 4225 (56 832) (69 740)

other payments 4229 - -
Net cash flows from investing activities 4200 (43 735) (88 764)

Cash flows from financing activities

Cash proceeds received - total 4310 75087 54 092

including:

proceeds from loans and borrowings 4311 58 417 39 094

cash contributions from owners (shareholders) 4312 - -

proceeds from issuance of stock, increase of shares 4313 - -

proceeds from issuance of bonds, promissory notes and other debt securities and other 4314 14 998 14 998

other proceeds 4319 1672 -
Cash disbursements - total 4320 (130 659) (66 370)

including:

payments to shareholders for purchase of shares of the entity or their cessation of being

shareholders 4321 - -

dividends and other distribution of earnings to shareholders 4322 (49 372) (39 496)

redemption (buyout) of promissory notes and other debt securities, repayment of loans 4323 (81 287) (26 375)

other payments 4329 - (499)
Net cash flows from financing activities 4300 (55 572) (12 278)
Net cash flows total 4400 (10 275) 7786
Balance of cash and cash equivalents as of the beginning of the reporting period 4450 21311 8990
Balance of cash and cash equivalents as of the end of the reporting period 4500 17 834 21311
Effect of changes in the exchange rates of foreign currencies to the Ruble 4490 6798 4535
CEO 1.V. Tavrin Chief Accountant L.N. Strelkina

(signature) (full name) (signature) (full name)

"16" March 2016
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These Explanatory Notes are an integral part of the Company’s 2015 financial statements of Public Joint-Stock

Company MegaFon prepared in accordance with laws of the Russian Federation.
All amounts are in million Rubles unless stated otherwise. Negative amounts are shown in round brackets.
1. Description of the Company’s Business in 2015

Public Joint-Stock Company “MegaFon” (hereinafter - “the Company”) was established on June 17, 1993 and
registered under No. AOL-5192 by the Foreign Economic Relations Committee of the Saint Petersburg Mayor's
Office as Closed Joint-Stock Company “North-West GSM”.

On May 22, 2002 as a result of renaming and changing the legal form, the Company was registered as Open Joint-
Stock Company “MegaFon” (MegaFon OJSC).

On April 30, 2015 the Company’s name was changed to: Public Joint-Stock Company “MegaFon” (MegaFon PJSC).
Information on the state registration of the Company: June 17, 1993, registration certificate No. AOL-5192.

Location of the Company: Moscow, Russian Federation.

Address: 30, Kadashevskaya nab., Moscow, 115035, Russian Federation.

The Company is leading integrated telecommunications carrier in Russia that provides a wide range of voice
services, data communication services and other telecommunications services to retail subscribers, companies,

public authorities and other providers of telecommunication services.

Ordinary shares of the Company are included in the first quotation list of Moscow Stock Exchange (MICEX);
circulation of global depositary receipts (GDRs) certifying the rights in respect of ordinary shares of the Company is

organised and performed on London Stock Exchange.

The company has licenses for local and long-distance telephony, data transmission, wireless broadband Internet
access and throughout the territory of the Russian Federation, a list of which disclosed in the Issuer's Quarterly

Report, that is in public domain at the Company’s official web-site (www.megafon.ru). The Company’s management

believes that the existing licenses will be renewed after their expiration without significant extra costs.

The Company has branches and subdivisions registered in the following locations of the Russian Federation:
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— Saint-Petersburg (North-West Branch);

—  Moscow (Stolichny Branch);

— Krasnodar (Caucasus Branch);

— Nizhny Novgorod (Central Branch);

— Samara (Volga Branch);

— Yekaterinburg (Ural Branch);

— Novosibirsk (Siberian Branch);
— Khabarovsk (Far East Branch).

Financial statements of the Company include performance indicators of all of its branches.

In 2015, the Company’s average annual personnel totaled to 14,506 employees (in 2014 — 14,714 employees).

In 2015, the Company’s executive body consisted of the following persons:

Full name

Position

Description of remuneration accrued

Ivan Vladimirovich

Chief Executive Officer / Management

salary, vacation allowance, annual bonus, additional

Tavrin Board Chairman compensations according to the employment contract
Executive Director since July 1, 2015,

Evgeny Nikolaevich Director for Infrastructure until June 30, salary, vacation allowance, annual bonus, long-term incentives,

Chermashentsev 2015/ additional compensations according to the employment contract

Management Board Member

Konstantin Mikhailovich
Likhodedov

Director for B2C Business since
September 7, 2015 / Director of Stolichny
Branch until September 6, 2015 /
Management Board Member

salary, vacation allowance, annual bonus, long-term incentives,
additional compensations according to the employment contract

Alexander Vladimirovich
Bashmakov

Director for Infrastructure since August
17, 2015, Director for Strategy and
Procurement since April 15, 2013,
Director for Strategy since October 12,
2012/

Management Board Member

salary, vacation allowance, annual bonus, long-term incentives,
additional compensations according to the employment contract

Anait Grigorievna
Gasparyan

Director for Corporate Development /
Management Board Member

salary, vacation allowance, annual bonus, long-term incentives,
additional compensations according to the employment contract

Gevork Arutyunovich
Vermishyan

Chief Financial Officer / Management
Board Member

salary, vacation allowance, annual bonus, long-term incentives,
additional compensations according to the employment contract




Full name

Position

Description of remuneration accrued

Vlad Wolfson

Director for Corporate Business /
Management Board Member

salary, vacation allowance, annual bonus, long-term incentives,
additional compensations according to the employment contract

Dmitry Kononov

Director for Investor Relations and M&A /
Management Board Member

salary, vacation allowance, annual bonus, long-term incentives,
additional compensations according to the employment contract

Anna Andreyevna
Serebryanikova

Director for Legal Affairs and GR /
Management Board Member

salary, vacation allowance, annual bonus, long-term incentives,
additional compensations according to the employment contract

Valery Leonidovich
Velichko

Director of Ural Branch / Management
Board Member
Management Board Member

salary, vacation allowance, annual bonus, long-term incentives,
additional compensations according to the employment contract

Pavel Victorovich
Korchagin

Director of Volga Branch / Management
Board Member

salary, vacation allowance, annual bonus, long-term incentives,
additional compensations according to the employment contract

Andrey Borisovich
Levykin

Director of Far East Branch /
Management Board Member

salary, vacation allowance, annual bonus, long-term incentives,
additional compensations according to the employment contract

Alexey Borisovich
Semenov

Director of Stolichny Branch since
September 8, 2015, Director of North-
West Branch until September 7, 2015/
Management Board Member

salary, vacation allowance, annual bonus, long-term incentives,
additional compensations according to the employment contract

Alexey Leonidovich
Tyutin

Director of Caucasus Branch since
September 7, 2015, Director of Siberian
Branch until September 4, 2015/
Management Board Member

salary, vacation allowance, annual bonus, long-term incentives,
additional compensations according to the employment contract

Mikhail lvanovich
Molotkov

Director of Central Branch since February
2,2015/

Management Board Member since June
30, 2015

salary, vacation allowance, annual bonus, long-term incentives,
additional compensations according to the employment contract

Mikhail Andreevich
Dubin

Executive Director for B2C Business until
September 4, 2015 / Management Board
Member until September 4, 2015

salary, vacation allowance, annual bonus, long-term incentives,
additional compensations according to the employment contract

Stanislav
Aleksandrovich Frolov

Director of Caucasus Branch /
Management Board Member until August
31,2015

salary, vacation allowance, annual bonus, long-term incentives,
dismissal pay, additional compensations according to the
employment contract




During 2015, the following remunerations were awarded to the Management Board Members:

2015 2014
Salary 183 177
Bonus and incentives 580 173
Vacation allowance 57 60
Additional compensations according to the employment contract 2 3
Total 822 413

Related taxes and other mandatory payments to state non-budgetary funds amounted to 123 min.RUR (in 2014 -

58 min.RUR).

In 2015, the Company’s Board of Directors included the following persons:

Full name Work period Description of remuneration accrued
Sergey Vadimirovich Chairman of the Board 2015 Remuneration to the Chairman of the Board
Soldatenkov
Jan Erik Rudberg Independent Board Member 2015 Rgzmuneraﬂon fo the !ndependent Board of

Directors Member, reimbursement of expenses
Lord Paul Myners Independent Board Member 2015 Remuneration fo the Independent Board of

Directors Member, reimbursement of expenses

Ser.gey Alexandrovich Independent Board Member since July 16, 2015 Rgmuneraﬂon to the Independent Board of
Kulikov Directors Member

ﬁﬁﬂfﬁz Alexandrovich Board Member until July 16, 2015 Remuneration to the Board of Directors Member
Vlad|m|r Yakovievich Board Member 2015 Remuneration to the Board of Directors Member
Streshinsky

Carl Peter Christian Board Member 2015 Remuneration to the Board of Directors Member

Luiga

Ingrid Maria Stenmark

Board Member

since June 30, 2015

Remuneration to the Board of Directors Member

Berndt Kenneth
Karlberg

Board Member

until June 30, 2015

Remuneration to the Board of Directors Member

In 2015, remuneration accrued to the Board of Directors Members amounted to 79 min.RUR (in 2014 — 48

min.RUR).

The total remuneration actually paid to the Board of Directors Members and to the Management Board Members in
2015 amounted to 901 mIn.RUR (in 2014 — 461 min.RUR).

The information on subsidiaries and associates of MegaFon PJSC as of December 31, 2015 is presented below:




Company

Place of state registration and/or place of
conducting business activities

Business activity

Company’s
ownership interest

30, Kadashevskaya nab., Moscow,

i it 0,
MegaFon Finance LLC 115035, Russia Investment activities 100%
MegaFon International CJSC 3, Kadashevgkaya nab., Moscow, Investment activities 100%
115035, Russia
Other activities involving the use
MegaLabs JSC 11,2 Kazachy per., sir. 1, Moscow, of computing and information 100%
119080, Russia
technology
Mobile phone and accessories
sale, MegaFon PJSC contract
MegaFon Retail 0JSC 30, Kadashev§kaya nap., Moscow, sale, acceptance of payments, 100%
115035, Russia . . .
assistance in mobile phone
customization, retail trade.
Debton Investments Limited 6018, 4 Aphentnca Court office 2, Investment activity, owner§h|p of 100%
Aphentricas, Larnaca, Cyprus stakes (shares) of companies
Metrocom CJSC 29, ul. Odoev§kogo, Saint-Petersburg, Communlcatlon services 100%
199155, Russia provision
Pskov Municipal Telephone 23, ul. Paromenskaya, Pskov, 180007, Communication services N
. o 100%
Network OJSC Russia provision
FAIRLIE HOLDING & FINANCE | P.O. Box 3169 PMB 103, 33 Road Town, Investment activity, ownership of 100%
LIMITED Tortola, Porter Road, British Virgin Islands | stakes (shares) of companies °
MEGAFON INVESTMENTS 2406, Egkomi, LEDRA BUSINESS Investment activity, ownership of 100%
(CYPRUS) LIMITED CENTER, Poseidonos 1, Cyprus, Nicosia | stakes (shares) of companies °
Confectus Holdings Limited 2406I Egkomi, Ledra Bu§|ne§s Center, Investment activity, owner;hlp of 100%
Poseidonos 1, Cyprus, Nicosia stakes (shares) of companies
MAXITEN CO LIMITED 24061 Egkomi, Ledra Bu§|ne§s Center, Investment activity, ownerghlp of 100%
Poseidonos 1, Cyprus, Nicosia stakes (shares) of companies
. 38A, ul. 2 Khutorskaya, str. 17, Moscow, Communication services 0
NetByNet Holding LLC 127287, Russia provision 91.74%
TT mobile CJSC 73/2, ul. Khuvaydulloyeva, Dushanbe, Communication services 75%

734043, Republic of Tajikistan

provision




Place of state registration and/or place of . . Company’s
Company conducting business activities Business activity ownership interest
- 2406, Egkomi, Ledra Business Center, Investment activity, ownership of N
Lefoord Investments Limited Poseidonos 1, Cyprus, Nicosia stakes (shares) of companies 100%
C-Ring Telecom LLC 11, pr. Byul-Byulya, Baku, AZ1095, Communication services 50%
Azerbaijan provision
SMARTS Volgograd CJSC 17, ul. SOC|aI|§t|cheskaya, Volgograd, Communication services 100%
400001, Russia provision
Scartel LLC 13, U!. Rusakovskaya, MOSCOW, 107140, Communication services 929%
Russia provision
MOBICOM VOLGA JSC - .
(SMARTS-Samara JSC unti é’u‘;'éig“h”aya’ sir. 2, Samara, 443013, Cr‘z)”v“i;“ig;“ca“on services 100%
February 1, 2016) P
Astrakhan GSM CJSC 44, u!. Lychmanova, Astrakhan, 414000, Communication services 100%
Russia provision
29, ul. Yaroslavskaya, Cheboksary, Communication services o
SMARTS Cheboksary CJSC 428003, Chuvash Republic provision 100%
Yaroslav-GSM CJSC 18, ul. Svobody, Yaroslav, 150000, Russia g%rcigg:ication services 100%
Gars Holding Limited 24061 Egkomi, Ledra Bu§|ne§s Center, Investment activity, owner§h|p of 100%
Poseidonos 1, Cyprus, Nicosia stakes (shares) of companies
GLANBURY INVESTMENTS Agiou Pavlou, 15, Ledra House, Agios Investment activity, ownership of 49.999%
LTD Andreas, 1105, Nicosia, Cyprus stakes (shares) of companies ' °

2. Information on Business Risks of the Company

In the course of its business the Company is influenced by industry-specific, legal and other internal and external
factors (material terms, events, circumstances, actions). Various risks appear due to that, and they may have

significant impact on financial position and financial results of the Company’s operations.



The most significant risks that may impact the Company’s business are as follows:

- financial risks (market risk, credit risk and liquidity risk);
- industry risks;

- country-specific and regional risks;

- legal risks;

- risks related to the Company’s business.

Industry, country-specific and regional risks as well as risks related to the Company’s business are disclosed in the

Issuer's Quarterly Report, that is in public domain at the Company’s official web-site (www.megafon.ru), and

therefore are not described herein.

The Company’s management controls the risk management process in order to mitigate potential adversary
consequences for financial position and financial results of the Company, makes assessment and approves the risk

management policy for the specified risks that are described below.
2.1 Financial risks
Market risk

Market risk is the risk that the Company may face negative implications if certain market parameters are changed,
when current actual price of a transaction may be materially lower than the expected market price. Market risks that
make the highest impact on the Company are related mostly to risk of changes in interest rates and foreign currency

risk.
Interest rate risk

Telecommunication industry is capital intensive. In order to continue growth, the Company needs to make significant
investments of funds into development of network, wireless Internet, new products and services and also finance
mergers and acquisitions. Interest rate risk is defined as the “risk of financial losses due to negative change in
interest rates on assets, liabilities and off-balance instruments”. Therefore, the interest rate risk reflects the level of
impact of adverse market changes to the Company’s financial position, namely, the market interest rates. Growth of
interest rates on the market may cause the Company to raise more expensive funds for financing of its investment

programs.

As of the end of 2015, the Company hedged most of its floating rate loans through interest swap transactions,
whereunder the Company undertakes to pay and has the right to receive after certain time periods the difference

9
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between fixed and floating interest payments calculated on the basis of contractual notional principal amount and
interest rates. Thus, as of December 31, 2015, approximately 78.5% of the Company’s borrowings are at fixed
interest rates (as of December 31, 2014: 86.6%, as of December 31, 2013: 86.7%).

The following table demonstrates the sensitivity of profit before tax to a reasonably possible change in interest rates

on loans and borrowings, after the impact of hedge accounting:

Increase/decgzz;epcgi:‘r:;erest rates in Effect on profit before taxes, min.RUR
2015
usD +95 (410)
usD -95 410
2014
usD +2 (M
usD -2 7

Currency risk

Foreign currency risk is the risk of negative implications due to changes in foreign exchange rates. The Company’s

exposure to the risk of changes in foreign exchange rates relates primarily to the Company’s financial activities.

Significant amount of capital expenditures, expenses and liabilities are denominated in foreign currency, mostly in
USD and Euro. If the ruble significantly depreciates against USD and/or Euro, the Company may experience
difficulties in payment and refinancing of its debt denominated in foreign currency, as well as in maintaining
sufficient level of capital investment. Therefore, depreciation of Ruble against foreign currencies may increase
investment and financial expenses in rubles, which respectively cause higher foreign currency exchange loss and

decreasing net income.

For the purpose of mitigation of foreign exchange risks caused by foreign exchange fluctuation, the Company’s
credit portfolio mostly includes loans denominated in the Russian rubles. As of the end of 2015, the share of ruble
loans was 62%, USD loans — 37% and Euro loans - 1% (by the end of 2014, the share of ruble loans was 63%,
USD loans — 35% and Euro loans — 2%). Part of the foreign currency risk is compensated by placing temporary free
cash in deposits in foreign currency. The remaining foreign currency risk is mitigated by the Company down to
acceptable level by hedging transactions that use currency swaps and cross-currency swaps, as well as natural
hedges. Therefore, in 2015, the Company mitigated the foreign currency risks through the above methods by the
amount of about 50,258 min.RUR.

10



For the purpose of mitigation of foreign currency risks the Company uses financial instruments on currency forward
market as well as has negotiations with the counterparties in order to minimize use of foreign currency in pricing for

products/services as procured on the domestic market.

The Company has foreign currency exposure to the following financial assets and liabilities which are denominated
in a currency as of December 31, 2015, 2014 and 2013:

Balance in as of December 31, 2015, min. as of December 31, 2014, min. as of Decerr:Fner 31,2013,
foreign currency | ;o Euro HKD USD Euro HKD USD Euro
Assets 608 11 2 447 6 4,441 1,428 3
Liabilities (1,011) (67) - (1,034) (78) - (2,915) (114)
Net effect (403) (56) 2 (587) (72) 4,441 (1,487) (111)

The following table demonstrates the sensitivity to a reasonably possible change in the USD, HKD and Euro
exchange rates, with all other variables held constant, of the Company’s profit before tax after the impact of hedge

accounting:

as of December 31, 2013,

min.

as of December 31, 2015, min. as of December 31, 2014, min.

usD Euro HKD usD Euro HKD USD Euro

Appreciation (202) (28) 1 - - - -
(+50%)

Depreciation 202 28 (1) - - - -
(-50%)

Appreciation - - - (176) (22) 1,332 -
(+30%)

Depreciation - - - 176 22 (1,332) -
(-30%)

Appreciation

+10%) - - - (149) (11)

Depreciation
(-10%)

- - - 149 11

Analysis was made for the monetary items denominated in relevant currency as of the reporting date.
Credit risk

Credit risk is the risk that a counterparty will not meet its contractual obligations, leading to a financial loss. Financial

instruments that may in theory result in higher credit risk include short-term investments, accounts receivable, long-
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term deposits. To manage the concentration of credit risk, the Company allocates available cash to domestic
branches of international banks and a limited number of Russian banks. A majority of these Russian banks are
either owned or controlled by the Russian government. Preventative measures to minimize credit risk include
obtaining advance payments, bank guarantees and other security, establishment of relationship with counterparties,

whose credit standing is continuously monitoring based on their credit history and credit ratings reviews.

Liquidity risk

Liquidity (insolvency) risk is one of the key financial risks and is related to the Company’s ability to repay in due time
and in full scope its financial liabilities as of the reporting date: accounts payable to suppliers and contractors, debt

to lenders under the received loans and credits.

In order to mitigate the risk of insolvency the Company is focused on well-balanced structure of future expenses and
expected revenue, forecast of known future payments, analysis and identification of tendencies in value of uncertain
payments. However, uncertainty of future payments requires maintaining of a liquidity reserve, which may be

provided by ability to raise debt and generate cash flow, when needed.

The Company manages the liquidity risk through weekly analysis and planning of own liquidity, selection of optimum
leverage in compliance with the Company’s approved policies and management plans. This approach allows the
Company to maintain an appropriate level of liquidity and funding resources so as to minimize the cost of borrowing,
as well as to optimize the structure of debt repayment and terms of the same. The Company has several available
unused loan facilities from banks, and they prevent occurrence of any liquidity risk. Besides, all the Company’s free
cash is placed on deposits that have early termination clauses whereby the cash shall be withdrawn on 1-3 days’

notice to the banks, as a result of which the liquidity risk is compensated.

However, lower availability of capital, higher cost of capital, increasing inflation and uncertainty of economic growth

may increase the Company’s liquidity risk exposure in future.

The Company’s objective is to maintain a balance between continuity of funding and flexibility through the use of
bank deposits, overdrafts, loans and supply contracts with deferred payments. The Company assessed the
concentration of risk with respect to refinancing its debt and concluded it to be low. Approximately 22% of the
Company’s loans and borrowings will mature in less than one year at 31 December 2015 (2014: 24%; 2013: 13%)

based on the carrying value of borrowings reflected in the financial statements.

As of December 31, 2015 and 2014, the Company’s short-term liabilities (line 1500 of the Balance Sheet “Short-

term liabilities”) exceeded its Current Assets (line 1200 of the Balance Sheet “Current Assets”). The Company
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believes it will continue to be able to generate significant operating cash flows and that adequate access to sources

of funding and significant amount of available credit lines are sufficient to meet the Company’s requirements.

Additionally, the Company can defer capital expenditures if necessary in order to meet short-term liquidity

requirements. Accordingly, Company management believes that cash flows from operating and financing activities

will be sufficient for the Company to meet its obligations as they become due.

The table below summaries the maturity profile of the financial liabilities as of December 31:

less than 1 year 1 -3 years 4 -5 years over 5 years Total
as of December 31, 2015

Loans and borrowings, including 62,763 130,431 51,249 28,462 272,905
interest ' ' ' ' '
Deferred consideration related to
acquisition of interests and 2,831 399 3,230
shares
Payables to suppliers and 28370 986 107 29 463
contractors ' ’
Payable due to employees 3,806 92 3,898
Debts to extra-budgetary public
funds 1,002 14 1,016
Total as of December 31, 2015 98,772 131,922 51,356 28,462 310,512

less than 1 year 1 -3 years 4 - 5 years over 5 years Total

as of December 31, 2014

Loans and borrowings, including 57,288 87,365 79976 25,202 249,921
interest ' ' ' ' '
Deferred consideration related to
acquisition of interests and 7,561 7,561
shares
Payables to suppliers and 25 956 1001 290 27177
contractors ' ' ’
Payable due to employees 3,597 5 3,602
Debts to extra-budgetary public 986 986
funds
Total as of December 31, 2014 95,388 88,371 80,196 25,292 289,247

More information on financial risks is disclosed in the Issuer's Quarterly Report, that is in public domain at the

Company’s official web-site (www.megafon.ru).
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2.2 Legal risks

Currently, there is a risk that anti-monopoly laws and court practice in this area in respect to the Russian companies
may become more severe. The Russian Federation government initiated some changes in the law that introduced
easier procedures for the regulators to prove that any wrongful act has been committed, besides, they give
additional powers to the regulators. The Company performs its business in strict compliance with tax, customs and
foreign currency laws, it monitors and follows any changes on a timely basis, besides, it strives for constructive
dialogue with regulators in the issues of court practice. Existing shortcomings of the Russian legal system and laws
create uncertainties in business activities, which may have significant impact on the Company’s financial well-being.
Many of such uncertainties are also present in the countries with more developed legal environment of market

economy, however to less extent. Such shortcomings shall include the following:

— fast development of the Russian legal system, and as a result, instances of mismatch between the laws,
decrees of the President and orders, decisions, rulings and other acts of the government, ministries and
local state agencies. Besides, some of the basis Russian laws were brought into effect just recently, and
often there are no bylaws that govern application of some laws;

— inconsistency of court institutions in implementation of universal court and arbitration practice, incorrect
interpretation of the Russian laws by courts, especially in commercial and corporate law;

— low effectiveness of the court system.

The above shortcomings may have adverse impact on the Company’s ability to enforce its rights as well as defense

itself against claims from other parties.

Risks related to changes in foreign currency requlations

Domestic market:

Currently, foreign currency operations in the Russian Federation are regulated by Federal Law No.173-FZ as of
December 10. 2003 “On Foreign Currency Regulation and Foreign Currency Control” that is, in general, intended for
liberalization of the foreign currency regulations in the Russian Federation. As a whole, the risk of dramatic change
in the regulator’s approach to the principles of foreign currency regulation in the Russian Federation is considered
as immaterial. However, the Company may not waive this possibility completely, which may have negative impact
on the Company’s business: most of the Company’s capital expenditures (import of telecommunications equipment),
cost of roaming and cost of debt are denominated in foreign currency. The Company takes necessary steps to
mitigate the above risks (diversified currency deposits portfolio, increasing share of OPEX and CAPEX denominated

in rubles and foreign currency hedging).
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International market:

Legal risks related to changes of foreign currency regulations in the international market do not have any significant
impact on the Company’s business due to insignificant volume of international operations performed by the

Company.

Risks related to changes in tax laws

Domestic market:

The Russian tax law bears various interpretations and is a subject to frequent changes. The Company follows
closely all current changes in the tax laws and pays special attention to practical workshops and meetings with

participation of leading experts in this area.

Recent projects in the Russian Federation demonstrate that tax authorities may take more strict positions in
interpretation of tax laws and tax estimates. As a consequence, the tax authorities may challenge such transactions
and methods of accounting, which they have never challenged before. As a result, significant additional taxes, fines
and penalties may be charged. Tax audits may include up to 3 financial years immediately preceding the audited

year. Upon certain conditions, earlier periods may also be subject to audit.

International market:

Legal risks related to changes in tax laws in the international market do not have any significant impact on the

Company’s business due to insignificant volume of relevant operations performed by the Company.

Taxation related to income of controlled international companies and revenue of international organizations

In 2014, Federal Law No. 376-FZ “On amendments to Parts 1 & 2 of the Tax Code of the Russian Federation (in
relation to the profit tax of controlled foreign companies and non-corporate structures) was enacted aimed at fiscal
stimulation of deoffshorization of the Russian economy. According to the above law, new rules came into effect from
January 1, 2015 that prescribe that retained earnings of foreign companies that are controlled by the Russian tax
residents (individuals and legal entities) may be subject to taxation in the Russian Federation. The Russian tax
resident, the controlling entity over such foreign company, shall be responsible for payment of relevant tax as well
as for filing of appropriate notifications about controlled foreign companies. In order to comply with the requirements
of the mentioned law the Company developed internal procedures to identify companies that may be found to be
controlled by foreign companies, developed a phased action plan in respect of such companies and schedule for
preparation and filing of required documents to the tax authorities. The Company continues to improve internal
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procedures in accordance with the official regulations and instructions issued by the competent authorities, as well

as conducts monitoring and analysis of new legislative initiatives in laws on controlled foreign companies.

Risks related to new transfer pricing rules

Transfer pricing legislation enacted in the Russian Federation starting from 1 January 2012 and it enables tax
authorities to control transactions and impose additional taxes and interest in case prices in the controlled
transactions differ from the market level. Since the interpretations of the relevant authorities could differ and there is
lack of practice of applying the transfer pricing rules by the tax authorities and courts, however, it is anticipated that
transfer pricing arrangements will be subject to very close scrutiny potentially having effect on the financial results

and business of the Group.

More information on legal risks is disclosed in the Issuer's Quarterly Report, that is in public domain at the

Company’s official web-site (www.megafon.ru).

3. Significant accounting policies

The financial statements have been prepared in accordance with Federal Law No. 402-FZ “On Accounting”, dated
December 6, 2011 and “Regulations on Accounting and Accounting Financial Statements in the Russian
Federation” approved by Order No. 34n of the Ministry of Finance of the Russian Federation, dated July 29, 1998 as
well as the existing Russian Accounting Standards. The Company’s financial statements for 2015 were prepared in

compliance with the same Law and regulations.

Use of estimates and judgments

The key assumptions concerning the future and other key sources of estimation uncertainty at the reporting date,
that have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within

the next financial year, are the following:

— bad debt allowance for accounts receivable;

— inventory obsolescence provisions;

— fixed assets and intangible assets useful life;

— provisions recognized in accordance with RAS 8/2010 “Provisions, contingent liabilities and contingent
assets’.
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Fixed assets

Fixed assets (FA) — part of the property used as instruments of labor for operational business activities, performing
works, providing services, or for managerial purposes, over a period exceeding 12 months. Fixed assets also

include capital investments into leased fixed assets.
The following assets are not included into fixed assets and are accounted for as current assets:

— assets used within a period less than 12 months regardless of their cost;
— assets with cost less than 40,000 rubles regardless of the useful life, except for technological equipment
and fiber-optic communication lines (FOCLSs);

— books, brochures and other publications.

In accordance with the clause 7,8 of RAS 6/2001 “Accounting for Fixed Assets”, fixed assets are accounted for

based on their historical cost which is determined in accordance with clause 11 of RAS 6/2001 as follows:

— for fixed assets acquired for cash consideration — as the actual cost of acquisition, construction or
production, net of VAT and other recoverable taxes as well as general and administrative costs and
other similar costs except for directly related to the acquisition of the fixed assets;

— for fixed assets acquired under a gift contract and other cases of gratuitous receipt — of their market
value as of the date of the acquisition as investments into noncurrent assets;

— for fixed assets acquired for non-cash consideration — at the cost of items that were transferred or shall

be transferred in exchange of the assets received.

Fixed assets are depreciated using the straight-line method. The useful lives are set for fixed assets in accordance

with the “Classifier of Fixed Assets, Intangible Assets and Other Non-Current Assets of the Company”.

If the initial characteristics of fixed assets are improved (upgraded) as a result of reconstruction or modernization,

their useful lives may be revised by decision of a special committee, as approved by the Head of the Company.

Depreciation for upgraded items shall be calculated on the basis of the remaining useful life of a fixed assets item

and its carrying value plus cost of upgrades.

Change of the historical cost of a fixed asset item that was used in accounting is only allowed in case of additional
construction or installation, reconstruction, modernization, partial liquidation, and revaluation (clause 14 of RAS
6/2001).
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The costs of fixed assets repair are included into the current accounting period expenses in the total sum of the

actual expenses.

Intangible assets

In compliance with clause 6 of RAS 14/2007 “Accounting for Intangible Assets’, intangible assets (IA) are

recognized at their historical cost. Their historical cost is determined as follows:

for intangible assets acquired for cash consideration — at the amount of actual cost of acquisition net of
VAT and other refundable taxes;

for intangible assets under a gift contract — based on the current market cost of items as of the date of
inclusion into accounting as an investment into non-current assets;

for intangible assets acquired for non-cash consideration — at the cost of items that were transferred or

shall be transferred in exchange of the assets received.

In accordance with clause 28 of RAS 14/2007 “Accounting for Intangible Assets”, Intangible assets are amortized

using the straight-line method.

The useful life of intangibles is determined based on:

validity period of the entity’s intellectual property rights or individualization assets and period of
executing control over the asset;

if there is no useful life determined by title establishing documents, the Company shall use the
“Classifier for Fixed Assets, Intangible Assets and Other Non-Current Assets” of the Company, or in
exceptional cases that are justified by evident economic circumstances, it shall define its own
assumptions and estimates regarding the useful life of an IA item (with a relevant documenting of such
estimate).

If the lifetime of the intangible assets determined by title establishing documents substantially exceeds
the expected asset lifetime during which the Company plans to benefit from, the useful life is considered

equal to the assumed lifetime (with a relevant documenting of such estimate).

The useful lives of IA are reviewed at each financial year end and adjusted if the lifetime of an asset changes

substantially.

Such adjustments are recognized in financial statements as changes in estimates.
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Amortization charge for Intangible assets is recorded in accounting ledgers by accumulating the relevant amounts

on separate accounts.

Results of research and development

R&D results are research, development and technical works where:

— Achieved results that shall be protected by the law but which are not registered in accordance with the
laws;

— Achieved results that shall not be protected by the law in accordance with the laws.
R&D expenses shall be included in financial statements only if:

— Amount of expenses can be determined and proved;
— Supporting documentation for work delivery is available;
—  Work results are used for operating and/or management needs for the future benefit of the Company;

— R&D results can be demonstrated.

If any of the above listed criteria is not met, expenses related to R&D are recognised as other expenses in the

current period.

Period over which R&D expenses are written off shall be determined according to proposed utilization period, but up

to 5 years under the resolution signed by the CEO / Director of the Branch.
R&D expenses are written off using the straight-line method.

Financial Investments

In accordance with the clause 3 of RAS 19/2002 “Accounting for Financial Investments”, financial investments
include investments into state securities, bonds and other securities of other entities, authorized share capital of
other entities, deposit accounts with financial institutions with maturity more than 3 months (91 days and more) and

loans provided to other entities.

The Company defines a unit of accounting for each type of financial investments in order to present full and fair
information about these investments. The unit of accounting for loans is each loan granted, for deposits — each
deposit opened, for investments to Articles of Association (share) capitals of other entities (including subsidiaries
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and associated companies as well as Group of companies) — each issuer of securities or the entity, where the

Company participates (directly or indirectly).

In order to provide for appropriate control over availability of and changes in investments in Articles of Association
(share) capitals of other entities, the Company may define a unit of accounting for financial investments as the
entities that are indirectly controlled the Company via its direct subsidiaries. In which case, such investments to
other entities shall be evaluated as the amount of actual cost of financial investment to a relevant subsidiary to be
determined on the basis of the share of the aforementioned entity in the estimated value of investments to the

relevant subsidiary.

Financial investments, for which it is possible to determine current market value, are recognized at the current
market value at the end of the reporting year by adjusting their value as of the previous reporting date. The
adjustment is made on a quarterly basis (item 20 of RAS 19/2002).

Financial investments, for which it is not possible to determine a market value, are accounted for at their historical
cost (item 21 of RAS 19/2002).

A financial investments, for which it is not possible to determine a market value, is assessed at each reporting date

to determine whether there is any objective evidence that it is impaired (clause 37 of RAS19/2002).
Long-term financial investments are classified as non-current assets in the financial statements.
Inventories

In compliance with clause 2 of RAS 5/2001 “Accounting for Inventory”, the following assets are classified as

inventory:

— assets used in current Company’s activity;

— intended for sale;

— assets used for the organization’s managerial needs;

— assets with value not exceeding 40,000 rubles regardless of the period of their use, except for

technological equipment and FOCLs.

Assets with value not exceeding 40,000 rubles regardless of the period of their use, except for technological
equipment and FOCLSs, as well as purchased books, brochures and publications are accounted for as inventory and

written-off to expenses as and when they are used for production or operations.
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Inventory items acquired for cash consideration are carried at their actual acquisition cost, which is defined as the
total amount of actual costs incurred by the entity in connection with their acquisition, manufacturing and
transportation including all premiums, discounts and other price adjustments granted by the vendors in connection
with the acquisition of the assets, net of the value added tax. Premiums and discounts in particular include the
transaction terms and conditions that envisage the decrease of the price for inventories being acquired, payment of

a certain amount of money, provision of additional amount of inventory items free of charge, etc.

Cost of goods sold is determined using the specific identification method. Cost of fuel and lubricants is determined

using the weighted-average cost method.

In compliance with clause 25 of RAS 5/2001 “Accounting for Inventory”, as of end of reporting year, the inventory
items, which have impaired or lost its initial quality or do not correspond to the market value, are recorded in the

Balance sheet at cost net of the obsolescence provisions .

Spare parts and materials used in technological equipment installation and modernization are recorded in financial

statements as non-current assets.

Accounts receivable

In compliance with item 70 of the Regulations on Accounting and Accounting Financial Statements in the Russian
Federation, approved by Order No. 34n of the Ministry of Finance of the Russian Federation, dated July 29, 1998,

the Company records the following reserves:

— bad debt allowance for accounts receivable;
— provision for advances issued (reserve for potential loss on write-off of advances paid to

suppliers/contractors due to its failure to perform obligation or failure to return the advance).

A bad debt is an outstanding account receivable, which will not be settled with a high probability within the

contractual term and is not secured by proper guarantees.
The amount of bad debt allowance is determined in accordance with the Company’s methodology.

Bad debt allowance is created based on ongoing analysis of receivables outstanding as of the last day of the

reporting period and the statistical forecast of non-payment percent for each group of debtors.

For the purposes of subsequent analysis, when performing analysis of outstanding debts, the accounts receivable

are aggregated as follows:
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— Mobile subscribers;
— Postpaid subscribers;
— Prepaid subscribers;
— Fixed line subscribers;
— Significant debtors (over 1 min.RUR);
— Roaming partners;
— Dealers;
— Buyers of subscriber equipment;
— Buyers of fixed assets and other Non-Current Assets;

— Buyers of other services.

Accounts receivable with the expired period of the statute of limitations and other uncollectible debts, are written off

based on the item-by-item analysis, as approved by the Head of the Company.
Revenue

Revenue is recognized upon rendering telecommunications services, performing works, sale of handsets and other

assets, and lease of assets.

The revenue from ordinary activities is determined taking into account (an increase or decrease) all discounts

(markups) provided by the Company.

Expenses

In compliance with clause 18 of RAS 10/99 “Expenses”, all expenses are recorded in the accounting period when

they are incurred, regardless of timing of actual cash payment and other form of settlements.

Selling and administrative expenses are recognised in full in the reporting period when they are recognized as
operating expenses.

Following the principle of prudence and completeness of recognition of all business operations in the financial
statements, expenses and liabilities are recognized based on the economic substance of the transactions, without
concealment or understatement of expenses. For each reporting date, the accounting records reflect the amount of
liabilities assumed in connection with certain economic transactions or events that occurred in the current or
previous accounting periods, if there is certainty that these economic transactions or events have resulted in the

decrease in economic benefits, i.e. the Company has incurred expenses.
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Accounting of loan and borrowing costs

The principal amount of a loan and (or) borrowings is reflected in the accounting records of the Company as
accounts payable on the date when the funds were actually received in accordance with the terms of the loan or

facility agreement in the amount of funds actually received under the loan agreement.

In compliance with item 3 of RAS 15/2008 on “Accounting for Loan and Credit Expenses’, the expenses related to

fulfillment of obligations under the loans and credits received (hereinafter “loan expenses”), include:

— interest payable to the lender (creditor);

— additional expenses related to loans.
Additional expenses related to loans are:

— amounts paid for information and consulting services;
— amounts paid for the expert’s report on loan agreement (credit agreement);

— other expenses directly related to receiving loans (credits).

In compliance with item 7 of RAS 15/2008 on “Accounting for Loan and Credit Expenses”, all loan expenses shall

are recognized as other expenses except for those that are included in the cost of the investment asset.

The cost of investment asset includes interest payable to the lender (creditor), that is directly related to acquisition,

construction and production of such investment asset.

Additional loan expenses are evenly expensed during the loan period (credit agreement term) and recognized in
other expenses (item 8 of RAS 15/2008).

Valuation methods of assets and liabilities

For the purpose of recognition of assets and liabilities in financial statements they are valued in monetary terms in
compliance with item 1 of Article 12 of Federal Law No. 402-FZ.

The value of assets acquired for a cash consideration is determined as the total cost of acquisition; the value of
gratuitously received assets is determined based on their market value as of the acquisition date; the value of the
assets manufactured by the organization itself is determined based on the costs incurred to manufacturing of the

assets.
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Depreciation and amortization charges are accrued for fixed and intangible assets regardless of the Company's

financial results in the reporting period.

Using other methods of assets valuation, including provisioning, is allowed in cases provided for by the Russian

laws and regulation documents issued by the accounting regulation authorities.

Cash and cash equivalents, presentation of cash flows

Cash and cash equivalents

For the purposes of preparation of the Cash Flow Statement the Company includes the cash equivalents in the
amount of cash, which mean highly liquid financial investments that can be easily converted into the predictable
amount of cash and are exposed to a minor value change risk. In particular, the Company includes in the cash
equivalents the sight deposits in credit organizations and/or deposits with maturity of three months or less. For the

purpose of preparing the balance sheet, the Company includes the cash equivalents in the structure of cash.

Cash Flow Statement

In its Cash Flow Statement the Company presents the cash flows from operating, investing and financing activities

that are classified depending to the nature of performed activities.

Cash flows from operating activities are related to the Company’s core business. In particular, cash flows from
operating activities may be represented by receipts from sales of goods, performance of work, provision of services;
payments to vendors (contractors) for raw materials, works, services; remuneration to employees, as well as
payments to third parties; other payments and receipts related to the core business. In the section “Cash flows from
operating activities” the Company reflects payments related to remuneration to employees on a net basis after
withholding of personal income tax or payments against orders of enforcement. The withheld amounts of personal

income tax are reflected with amounts of other taxes related to current operations.

Cash flows from investing activities are related to acquisition, establishment or disposal of non-current assets. In
particular, cash flows from investing activities may include: payments to vendors (contractors) and employees of
organization due to acquisition, establishment, modernization, reconstruction of non-current assets; payment of
interest on debt included in cost of investment assets; proceeds from sale of non-current assets; loans provided to
other entities, repayment of loans provided to other entities, payments related to purchase of debt securities (right of

claim of cash payments to other parties) and any other payments and proceeds related to investing activities.
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Cash flows from financing activities related to financing raised by the Company on debt and equity basis resulting in
changes of size and structure of capital and borrowings. Examples of financing activities shall include: proceeds
from share issues, payments to owners due to buyback of shares, payment of dividend, receipt of loans and
borrowings and other payments and proceeds related to financing activities. In the section “Cash flows from
financing activities” the Company presents dividend payments on a net basis after withholding of dividend tax and
personal income tax withheld when dividends are paid to shareholders. The amounts of withheld taxes shall be

reflected with amounts of other taxes in the section “Cash flows from operating activities”.

Net presentation of cash flows

Cash flows are presented in Cash Flow Statement on a net basis if they characterize the activities of the Company’s
counterparties rather than those of the Company, and (or) if the cash received from some parties make it necessary
to effect relevant payments to other parties. In particular, the Company presents on a net basis the following cash
flows: 1) cash flows of a commissionaire or an agent related to performance of agency services (except for
payments for such services); 2) indirect taxes included in cash receipts from buyers and customers, included in
payments to suppliers and contractors and payments of indirect taxes to the budget system of the Russian

Federation or reimbursements from the same.

Accounting for cash flows denominated in foreign currencies

For the purposes of preparing the Cash Flow Statement the cash flows denominated in foreign currency are
converted into rubles at the official foreign currency exchange rates set by the Central Bank of the Russian
Federation on the date of making or receiving the payment. Opening and closing balances of hard currency cash or
cash equivalents for a reporting period are reflected in the Cash Flow Statement in rubles in the amount that is
calculated in accordance with the Regulations on Accounting for Assets and Liabilities Denominated in Foreign
Currencies (RAS 3/2006). The differences resulting from conversion of the Company’s hard currency cash flows and
cash and cash equivalents balances using exchange rates stated on different dates, are reflected in the Cash Flow
Statement separately from current, investment and financial cash flows of the Company as the impact of foreign
currency exchange rates changes.

Accounting of assets and liabilities denominated in foreign currency

Accounting for the Company’s foreign currency bank accounts and transactions denominated in foreign currency is
performed in rubles based on the foreign currency exchange rate set by the Central Bank of the Russian Federation

as of the date of such transaction.

25



Currency exchange rates of the Central Bank of the Russian Federation as of the reporting date

Currenc Exchange rate as of Exchange rate as of Exchange rate as of
y December 31, 2015 December 31, 2014 December 31, 2013
usD 72.8827 56.2584 32.7292
EURO 79.6972 68.3427 44,9699

In compliance with item 12 of RAS 3/2006 on Accounting for Assets and Liabilities Denominated in Foreign
Currency, foreign currency exchange gain/loss are recorded in financial statements for the reporting period when

liability is settled, or for which the financial statements are prepared.

Foreign currency exchange gain/loss is posted to the financial results of the Company as Other Income or Other
Expenses (item 13 of RAS 3/2006) except for the foreign currency exchange gain/loss related to forming the
Company’s Articles of Association (share) capital, which shall be posted to the additional capital. In the financial
statements foreign currency exchange gain/losses are presented on a net basis by each type of transactions

resulting to exchange gain/loss, i.e.:

— transactions with suppliers and contractors;
— transactions with customers;

— financial investments transactions;

— cash and cash equivalents transactions;

— loans and borrowings transactions;

— provisions transactions;

— interest payable transactions;

— interest receivable transactions;

— transactions with other debtors and creditors.
Provisions

In accordance with RAS 8/2010 “Provisions, contingent liabilities and contingent assets, contingent liabilities and
contingent assets” the Company recognizes Provisions as of the reporting date with respect to liabilities with

uncertain amounts and (or) timing of settlements in its financial statements.
The estimated liabilities are recognized if the following criteria are met:

— the Company has an obligation resulting from its past business activities, performance of which cannot

be avoided;
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— itis probable that an outflow of economic benefits will be required to settle the obligation;

— amount of the provision can be estimated reliably.

In particular, the Company recognises estimated liabilities for liabilities which occur from new acquisitions with

unidentified size and (or) term, and liabilities resulting from legal proceedings, etc.

If the liability settlement period exceeds 12 months from the reporting date, the provision is evaluated using

discounted cash flows method.

Increase of the provision due to growth of its present value on the subsequent reporting dates as the settlement

date becomes closer (interest) is recognized as other expenses.

If the amount of the recognized provision is not sufficient to cover the liability at the settlement date, the additional

expense shall be recognized using general accounting principles.

If the recognized provision exceeds the settled obligation or in case the recognition criteria are not met any longer,

the surplus is recognized as other income.
Other

The expenses incurred by the Company in the reporting period but also related to next reporting periods, are
recognized in the Balance sheet in accordance with general principles of assets recognition set forth by the
accounting standards, and are written off in accordance with the procedure established for writing off assets of this
type. These expenses are recorded at account 97 “Prepaid Expenses” and are classified as “Other Non-Current

Assets” or “Other Current Assets” in the Balance sheet depending on its terms.

If for certain transactions there is no specific accounting guidance in the accounting regulations, the Company shall
develop method of accounting based on the requirements of RAS 1/2008 “Accounting Policy of Organizations” and

other regulations on accounting, as well as the International Financial Reporting Standards.

Changes in the accounting policy

The Company did not make any changes in the accounting policy for 2015 as compared to 2014.

The Company does not plan to make changes in the accounting policy for 2016 as compared to 2015.
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4. Fixed assets

As of December 31, the Balance Sheet line 1150 “Fixed Assets” includes:

as of December 31, | as of December 31, | as of December 31,
Description 2015, 2014, 2013,
min.RUR min.RUR min.RUR
Accumulated depreciation (245,606) (215,427) (185,859)
Construction in-progress, including advances paid 19,595 24,805 23,818
Total for line 1150 of Balance Sheet 197,386 201,964 181,796
The changes in the main groups of fixed assets in 2015 and 2014 are presented in the tables below:
Gross book Net book . , Gross book Net book
value as of Fixed asset Fixed assets value as of
value as of D ber 31 ddit di | value as of D ber 31
FA group December 31 ecember 3t & tions ISposals December 31 qcember 1,
2014 ' 2014, during 2015, during 2015, 2015 ' 2015,
min leR min.RUR min.RUR min.RUR min leR min.RUR
' (estimated) ' (estimated)
2015
Buildings 10,524 8,141 138 (75) 10,587 7,902
Constructions and 55,375 39,407 2,129 (160) 57,344 38,127
transmission equipment
Machinery and equipment 323,072 127,925 38,517 (9,379) 352,210 130,346
Vivehicles 1,458 408 78 (196) 1,340 308
Production equipment 542 288 13 (287) 268 97
Land 776 776 52 828 828
Other fixed assets 839 214 41 (60) 820 183
Total 392,586 177,159 40,968 (10,157) 423,397 177,791
Gross book Net book . . Gross book Net book
value as of Fixed asset Fixed assets value as of
value as of D ber 31 dditi di | value as of D ber 31
FA group December 31 ecember 31, & ftions ISposals December 31 ecember 51,
2013 ' 2013, during 2014, during 2014, 2014 ’ 2014,
f min.RUR min.RUR min.RUR i min.RUR
min.RUR : min.RUR .
(estimated) (estimated)
2014
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Net book Net book
Gross book , , Gross book
value as of Fixed asset Fixed assets value as of
value as of D ber 31 ddit di | value as of D ber 31
FA group December 31 ecember o1, adattions ISposals December 31 ecember 31,
2013 ' 2013, during 2014, during 2014, 2014 ' 2014,
f min.RUR min.RUR min.RUR f min.RUR
min.RUR . min.RUR .
(estimated) (estimated)
2014
Buildings 10,456 8,456 176 (108) 10,524 8,141
Constructions and 51,823 39,013 3722 (170) 55,375 39,407
transmission equipment
Machinery and equipment 278,064 108,754 52,946 (7,938) 323,072 127,925
Vehicles 1,405 454 176 (123) 1,458 408
Production equipment 443 266 105 (6) 542 288
Land 762 762 14 776 776
Other fixed assets 884 273 26 (71) 839 214
Total 343,837 157,978 57,165 (8,416) 392,586 177,159
Information on accumulated depreciation of fixed assets for 2015 and 2014:
Accumulated Depreciation Accumulated
depreciation Depreciation | written off after | depreciation
FA arou as of charges in FA disposal as of
group December 31, 2015, during the December 31,
2014, min.RUR year, 2015,
min.RUR min.RUR min.RUR
2015
Buildings 2,383 340 (38) 2,685
Constructions and 15,968 3,302 (53) 19217
transmission equipment
Machinery and equipment 195,147 34,125 (7,408) 221,864
Vehicles 1,050 172 (190) 1,032
Production equipment 254 62 (145) 171
Land 625 61 (49) 637
Total depreciation 215,427 38,062 (7,883) 245,606
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Accumulated Depreciation Accumulated
depreciation Depreciation | written off after | depreciation
FA arou as of charges in FA disposal as of
group December 31, 2014, during the December 31,
2013, min.RUR year, 2014,
min.RUR min.RUR min.RUR
2014
Buildings 2,000 415 (32) 2,383
Constructions and 12,810 3218 (60) 15,968
transmission equipment
Machinery and equipment 169,310 32,321 (6,484) 195,147
Vehicles 951 213 (114) 1,050
Production equipment 177 83 (6) 254
Land 611 76 (62) 625
Total depreciation 185,859 36,326 (6,758) 215,427

The structure of Construction in-progress included in Fixed Assets (line 1150 “Fixed Assets”) was as follows as of

December 31:

CIP item value as of

CIP item value as of

CIP item value as of

Construction in proaress item arou December 31, December 31, December 31,
brog group 2015, 2014, 2013,
min.RUR min.RUR min.RUR

Buildings 430 418 431
Constructions 329 668 1,135
Machinery and equipment 5,097 10,340 9,633
Technologic equipment for installation 11,134 10,235 8,946
Spare parts, installation and repair materials for technologic 1,147 1409 1192
equipment

Production equipment 23 22 23
Other capital investments 252 218 216
Advances for CAPEX, gross 1,960 2,273 2,999
Provision for Advances for CAPEX (777) (778) (757)
Total 19,595 24,805 23,818

Information on the useful lives by groups of fixed assets is presented below:
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Fixed assets group Useful life length
Buildings 30 years
Constructions and transmission equipment 5-30 years
Machinery and equipment 2 - 20 years
Vehicles 3 -7 years
Production equipment 2 -7 years
Other fixed assets 2 - 20 years

As of December 31, 2015, the gross book value of fully depreciated fixed assets amounted to 122,033 min.RUR (as
of December 31, 2014: 99,677 min.RUR, as of December 31, 2013: 76,942 min.RUR).

Interest expense on loans and borrowings in the amount of 138 mIn.RUR relating to acquisition of investment assets

were capitalized during 2015 (2014: 93 min.RUR).

Salary expenses and travel expenses of operating units responsible for control and supervision over capital

construction works during the reporting period were capitalized in the amount of 372 min.RUR (2014: 298

min.RUR).

The Company dismantled and continues dismantling of fixed assets (telecommunications equipment), the net book

value of which is 387 min.RUR. The Company continues to depreciate equipment that is in the process of being

dismantled. The potential selling price of these sites may be significantly lower than their net book value.

Other use of the fixed assets as of December 31 was as follows:

as of December 31,

as of December 31,

as of December 31,

Fixed assets under pledge — book value

Indicator 2015, 2014, 2013,
min.RUR min.RUR min.RUR

Fixed assets leased to third parties* 5,165 14,723 67

Fixed assets received under lease** 294 294 304

Real estate objects accepted for operation and actually used being 15,837 16,603 16,349

in the process of state registration

Fixed assets for conservation 114 125 123

Fixed assets under pledge — original value*** 758 645 417
354 474 467
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(*) Most of fixed assets leased to third parties in 2015 and 2014 are assets that have been transferred to Scartel LLC under the property
lease agreement No. 01/AP/2014 as of April 1, 2014. The property includes communication facilities, structures and lines, as well as other
property of the Company that is required for communication services provided by Scartel LLC based on its licenses.

(**) In addition to the abovementioned fixed assets the Company also leases fiber optic lines and sites for installation of base stations. The
existing lease agreements do not state the value of the said leased fixed assets, therefore a reliable evaluation of the value of the said
objects is difficult and requires high labour costs or is simply impossible. That is why no evaluation of the above leased fixed assets for
accounting on off-balance accounts was carried out by the Company, in compliance with the principle of rationality (RAS 1/2008, item 6).

(***) Equipment supplied under contract No. UDR-16042013-1 with Hewlett-Packard A.O. CJSC (from August 1, 2015 in accordance with
assignment agreement within Frame contract UDR-16042013-1 contractual obligations were assigned to Hewlett-Packard Enterprise LLC),
is under pledge in compliance with item 01 Article 2015 of the Civil Code of the Russian Federation until it is completely and timely paid for.
The Fixed Assets under pledge mostly include equipment and software with Hewlett Packard. According to the contract terms and
conditions the pledged equipment shall be kept by the Company and used at its own discretion.

Indicator for 2015, for 2014,
min.RUR min.RUR
Changes in the value of fixed assets as a result of further 2,692 3,498
construction, installation of additional equipment, reconstruction

5. Other non-current assets

The Company incurred costs related to acquisition of non-exclusive rights and licenses. In accounting books these
expenses are recorded at account 97 "Prepaid Expenses”, they are of long-term nature and are presented in the line

1190 “Other Non-Current Assets” in the Balance sheet.

As of December 31, the other non-current assets included:

as of December 31, as of December 31, as of December 31,
Other non-current assets 2015, 2014, 2013,
min.RUR min.RUR min.RUR

Software licenses 21,413 14,902 13,964
Interegts receivable. for loans granted to subsidiaries and 9,661 8.824 8.104
associated companies

Radio frequencies rights 5,063 5,065 4,334
Operating licenses 1,491 303 345
Additional expenses related to loans and borrowings 1,350 1,552 1,013
Rayments for installation of communication channels and 1311 1141 414
circuits

Interests receivable on other loans 1177 93 32
Long-term advances issued 871 56 61
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as of December 31, as of December 31, as of December 31,
Other non-current assets 2015, 2014, 2013,
min.RUR min.RUR min.RUR

Interconnection costs 476 510 558
Restricted cash 399 - -
Rights to use of trademarks 127 333 1,448
Numbering capacity costs 122 25 28
Advance payments related to capital investments in other 115 317 120
non-current assets

Long-term accounts receivable 34 51 35
Long-term receivables from cession 126 74
Other non-current assets 1,157 878 824
Total Balance sheet line 1190 44,767 34,176 31,354

Salary expenses of employees engaged projects creating non-current assets, such as "United Billing" were

capitalised during the reporting period in the amount of 93 min.RUR (2014: salary expenses were not capitalised).

In October 2015, during participation in an electronic auction conducted by the Federal Service for Supervision in

the field of Communications, Information Technology and Mass Communications (Roskomnadzor), the Company

won the auction for the right to obtain licences to operate in the field of communication services using radio-
frequency spectrum in 1710-1785 MHz and 1805-1880 MHz bands in the Republic of Dagestan and the Karachay-

Cherkess Republic. In the table above the line “Operating licenses” reflects the value of these licenses in the

amount of 1,261 min.RUR.

6. Financial Investments

As of December 31, the structure of financial investments of the Company was as follows:

as of December 31, 2015, min.RUR as of December 31, 2014, min.RUR as of December 31, 2013, min.RUR
Short-term Long-term Short-term Long-term Short-term Long-term
financial financial financial financial financial financial
investments investments investments investments investments investments
Equity
participations 127,553 - 104,846 - 99,870
and shares
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as of December 31, 2015, min.RUR as of December 31, 2014, min.RUR as of December 31, 2013, min.RUR
Short-term Long-term Short-term Long-term Short-term Long-term
financial financial financial financial financial financial
investments investments investments investments investments investments
Bank deposits
with maturity 20,202 . 47,310 37,854 .
more than 3
months
Loans granted to
subsidiaries and 7,438 12,692 7,830 11,719 18,550 44,190
affiliates
Other loans 80 3,565 9 458 : 281
granted
Put option -
related to
settlements for
Lefbord ) ) 1176 )
Investments
Limited
Other financial
) - 11 5 -
investments
Total 27,720 143,810 55,160 117,023 57,585 144,341
Movement of financial investments by type in 2015 and 2014 is presented in the table below:
Balance Income / . Balance
e . . loss from Change in
as of Additions in | Disposals in curenc estimated as of
Type of financial investment December 2015, 2015, exchan 3; value December
31,2014, min.RUR min.RUR 9 ! 31, 2015,
rate change, min.RUR
min.RUR min.RUR
min.RUR
2015
Equity participations and shares 104,846 22,707 - - 127,553
Bank deposits with maturity more than 3 47310 64.650 (96,086) 4,328 20,202
months
Loans granted to subsidiaries and 19,549 25,764 (27,290) 2,107 20,130
affiliates
Other loans granted 467 3,052 (1) 137 3,645
Other financial investments 11 - (1) -
Total 172,183 116,173 (123,398) 6,572 171,530
Balance Income / . Balance
e . . loss from Change in
as of Additionsin | Disposalsin cUITenc estimated as of
Type of financial investment December 2014, 2014, exchan é value December
31, 2013, min.RUR min.RUR g ! 31,2014,
rate change, min.RUR
min.RUR min.RUR
min.RUR
2014
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Income /
Balance | . Balance
. . . oss from Change in
as of Additions in | Disposals in curTenc estimated as of
Type of financial investment December 2014, 2014, exchan i value December
31, 2013, min.RUR min.RUR 9 ' 31,2014,
rate change, min.RUR
min.RUR min.RUR
min.RUR
2014
Equity participations and shares 99,870 4,976 - - - 104,846
Bank deposits with maturity more than 3 37,854 69,740 (70,506) 10222 i 47310
months
Lola\lns granted to subsidiaries and 62,740 25,303 (71,698) 3184 ) 19549
affiliates
Other loans granted 281 - (14) 200 - 467
Put option - related to settlements for
Lefbord Investments Limited 1,176 i (1.611) i 435
Other financial investments 5 396 (390) - - 11
Total 201,926 100,435 (144,219) 13,606 435 172,183
As of December 31, loans granted included:
Loan amount | Loan amount | Loan amount
Weighted average as of as of as of
Loans granted interest rate Maturity date December December December
31, 2015, 31, 2014, 31,2013,
min.RUR min.RUR min.RUR
II;{(EJaI;]S granted to subsidiaries and affiliates in 8.48% 2016 - 2020 11,049 12.483 58,315
IL_J%aSs granted to subsidiaries and affiliates in 19.56% 2017 - 2019 9,081 7.066 4.425
Other loans in RUB 14.50% 2022 3,044 -
Other loans in USD 8.00% 2016 - 2017 593 467 281
Other loans in Euro 5% 2017 8 -
Total 23,775 20,016 63,021
As of December 31, deposits included:
Deposits Deposits Deposits
Deposits as of December as of December as of December Maturit
P 31, 2015, 31,2014, 31,2013, y
min.RUR min.RUR min.RUR
Deposits in USD 20,202 4,332 34,104 2016
Deposits in RUB 15,580 3,750 -
Deposits in HKD 27,398 - -
Total 20,202 47,310 37,854
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As of December 31, 2015, deposits were placed with the following credit institutions:

Deposits in USD:
— China Construction Bank (Asia)
— Bank of China (Hong Kong) Limited
— Bank ICBC (JSC)
— China Construction Bank LLC

As of December 31, 2014, deposits were placed with the following credit institutions:

Deposits in RUB:
— VTBBank PJSC
Deposits in HKD:
— Bank of China (Hong Kong) Limited
— China Construction Bank (Asia)
— ACB TPBK (Moscow) CJSC
— Sberbank of Russia PJSC
Deposits in USD:
— Sberbank of Russia PJSC

As of December 31, 2013, deposits were placed with the following credit institutions:

Deposits in RUB:

— BNP Paribas Bank JSC

— UniCreditBank JSC
Deposits in USD:
Alfa-Bank JSC
— Gazprombank JSC
Rosselkhozbank JSC
Sberbank of Russia PJSC

As of December 31, equity participations and shares included:
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Direct/ as of as of as of
Name of the compan indirect Company exercises indirect control through December | December | December
pany ownership the below enterprise 31, 2015, 31, 2014, 31,2013,
min.RUR min.RUR min.RUR
direct/indire
Scartel LLC ct MAXITEN CO LIMITED 42,931 42,931 37,219
ownership
Yota LLC indirect MAXITEN CO LIMITED - 1,112
Euroset Holding N.V. indirect Lefbord Investments Limited 35,298 35,298 35,298
GLANBURY INVESTMENTS direct i 13,590 i
LTD
direct/
Net By Net Holding LLC indirect FAIRLIE HOLDING & FINANCE LIMITED 12,995 11,944 11,614
ownership
Megalabs JSC direct - 10,231 1,024 1,024
direct/ FELEBIOR HOLDINGS LIMITED from
Media Technologies Center indirect September 11, 2012 until July 10, 2013 9.207 628
LLC . Megalabs JSC from July 10, 2013 until July '
ownership
31,2015
FELEBIOR HOLDINGS LIMITED from
. - September 11, 2012 until July 10, 2013
VAS Media LLC indirect MegaLabs JSC from July 10, 2013 until | 7,971
March 12, 2014
FELEBIOR HOLDINGS LIMITED from
. . - September 11, 2012 until July 10, 2013
Point Media LLC indirect MegaLabs JSC from July 10, 2013 until - 771
February 27, 2014
MOBICOM VOLGA JSC direct - 3,141 -
Astrakhan GSM CJSC direct - 1,506 -
Yaroslavl-GSM CJSC direct - 756 -
SMARTS Cheboksary CJSC | direct - 592 -
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Direct/ as of as of as of
Name of the compan indirect Company exercises indirect control through December | December | December
pany ownership the below enterprise 31, 2015, 31, 2014, 31,2013,
min.RUR min.RUR min.RUR
Metrocom CJSC direct - 2,082 2,082 2,082
MegaFon Retail 0JSC direct - 1,155 1,155 1,155
AQUAFON GSM CJSC indirect Debton Investments Limited 819 819 819
Gars Telecom -
Telecommunications indirect Gars Holding Limited 1,980 -
Management LLC
Gars Telecom Retail LLC indirect Gars Holding Limited 124 -
ffés Telecom North-West | . ot Gars Holding Limited 67 :
VOIP Corporation LLC indirect Gars Holding Limited 42 -
Othgr investmerjt§ iq charter i 244 386 577
capitals of subsidiaries
Total - 127,553 104,846 99,870
Net By Net Holding LLC

In June 2011, the Company completed the acquisition of shares of FAIRLIE HOLDING & FINANCE LIMITED that
owned 100% interest in the group of companies consisting of Net By Net Holding LLC, ORC LLC, Consul Group

LLC, INETERA LLC, providers of broadband Internet, IP telephony, IP TV and other multimedia services in Russia,
operating under the NetByNet brand — at total 321 min USD (8,936 min.RUR at the exchange rate on the date of

acquisition).

In December 2012, Consul Group LLC and INETERA LLC were reorganized in the form of merger with Net By Net

Holding LLC.
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In December 2013, subsidiaries Yugratel LLC and Synterra-South LLC were reorganized in the form of merger with
Net By Net Holding LLC.

In December 2015, subsidiary Web Plus CJSC was reorganized in the form of merger with Net By Net Holding LLC.

In 2015, the Company made a contribution to the property of Net By Net Holding LLC through transfer of broadband
asets with market value of 879 min.RUR (in 2014: 330 min.RUR, in 2013: 293 min.RUR).

Megalabs JSC

In September 2012, the Company acquired 100% of the shares of FELEBIOR HOLDINGS LIMITED, which held a
100% interest in subsidiaries VAS Media LLC, Point Media LLC, Media Technologies Center LLC, providers of
multimedia content, ringtones, geo-location services, mobile payments and other value added services in Russia
(“VAS Media”), for cash consideration of 8,970 min.RUR.

On February 27, 2014 and March 12, 2014, the companies Point Media LLC and VAS Media LLC, respectively,

were reorganized in the form of merger with Media Technologies Center LLC.

On June 17, 2014, FELEBIOR HOLDINGS LIMITED terminated its business (was liquidated).

On July 31, 2015, Media Technologies Center LLC was reorganized in the form of merger with MegalLabs JSC.
Scartel LLC

In October 2013, the Company acquired 100% of the shares of MAXITEN CO LIMITED, which holds a 100%
interest in Scartel LLC and Yota LLC, providers of 4G/LTE telecommunication services under the Yota brand, from
Garsdale Services Investment Limited, the related party of the Company, for deferred payment in the amount of
1,180 min USD (38,331 mIn.RUR at the exchange rate on the date of acquisition). On October 1, 2015, the
Company fully repaid the deferred liability for the shares of MAXITEN CO LIMITED.

On April 1, 2014, Yota LLC was reorganized in the form of merger with Scartel LLC.

On December 10, 2014, the Company paid a contribution to the charter capital of Scartel LLC in the amount of
3,800 min.RUR through netting of counterclaims under the loan agreements:

— loan agreement w/o No. dated April 24, 2012 in the principal amount of 1 mIn.RUR and accrued interest of
1,554 min.RUR.
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— loan agreement No. 1013 dated October 2, 2013 in the part of the principal amount of 2,034 min.RUR and
accrued interest of 211 min.RUR,

As a result of this contribution the Company’s share in the charter capital of Scartel LLC is 92%.

On December 25, 2014, the Company made a cash contribution to the property of Scartel LLC in the amount of 800
min.RUR.

MOBICOM VOLGA JSC, Astrakhan GSM CJSC, Yaroslavi-GSM CJSC & SMARTS Cheboksary CJSC

For the purpose of expanding available bandwidth frequencies in the Chuvash Republic, Samara Region, Astrakhan
Region and Yaroslavl Region in August 2015 the Company acquired SMARTS-Samara JSC (on February 1, 2016
the company was renamed into MOBICOM VOLGA JSC), Astrakhan GSM CJSC, Yaroslavl-GSM CJSC and
SMARTS Cheboksary CJSC, which allowed the Company to expand frequency resource in the range of 900 and
1800 MHz in these regions.

The cost of acquisitions amounted to 5,725 min.RUR, which includes remuneration in the amount of 5,505 min.RUR

and deferred payment in the amount of 220 min.RUR, to be paid until December 2016.

In September 2015, the Company made a contribution by cash to the share capital of Yaroslavl-GSM CJSC and
SMARTS Cheboksary CJSC in the amount of 270 min.RUR.

Gars Telecom - Telecommunications Management LLC, Gars Telecom North-West LLC, Gars Telecom Retail LLC,
VOIP Corporation LLC

In September 2015, the Company completed the acquisition of 100% of shares of Gars Holding Limited, which owns
100% interest in the group of companies consisting of Gars Telecom - Telecommunications Management LLC, Gars
Telecom North-West LLC, Gars Telecom Retail LLC, VOIP Corporation LLC, which provides a full range of
telecommunications landline services to tenants of business centers in Moscow and the North-West region, for a
total amount of 2,213 miIn.RUR, including remuneration in the amount of 1,542 min.RUR and a deferred conditional
payment of 671 min.RUR. Conditional payments depend on the fulfilment of certain conditions, and the amount of
conditional remuneration is approximately equal to the maximum possible amount of 4.8 min USD (314 mIn.RUR at
the exchange rate as of the date of acquisition), payable within 8 months from the date of acquisition, and 5 min
USD (357 mIn.RUR at the exchange rate as on the date of acquisition), payable within 2 years from the date of

acquisition.
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GLANBURY INVESTMENTS LTD

In October 2015, the Company completed the acquisition of 49.999% of shares of GLANBURY INVESTMENTS
LTD, the owner of 100% of shares of Sadovoe Kolco JSC, which owns and manages the office building in the center
of Moscow, for a total amount of 218 min USD (13,590 mIn.RUR at the exchange rate as on the date of acquisition).
In 2015, remuneration in the amount of 188 min USD (11,805 miIn.RUR at the exchange rate as of the date of
payment) was paid, the other part of the deferred payment shall be paid one year after the completion of the
transaction. As of December 31, 2015, 100% of shares of Sadovoe Kolco JSC were pledged as security for loans
received by Sadovoe Kolco JSC from Sherbank of Russia PJSC, with maturity in 2026.

7. Cash and cash equivalents

As of December 31, cash and cash equivalents included:

as of December 31, | as of December 31, | as of December 31,
Cash and cash equivalents 2015, 2014, 2013,
min.RUR min.RUR min.RUR

Bank deposits with maturity less than 3 months 12,564 11,065 7,801
Cash in rubles on bank accounts 1,409 3,387 1,057
Cash in foreign currency on bank accounts 440 6,855 101
Cash on hand 2 4 6
Cash in transit 25
Total Balance Sheet line 1250 14,415 21,311 8,990

In the Statement of Cash Flows, line 4500 “Cash and cash equivalents balance at the end of the reporting period” in
the amount of 17,834 min.RUR includes balance on line 1250 "Cash and cash equivalents" of the balance sheet in
the amount of 14,415 mIn.RUR, as well as cash funds at bank in the amount of 3,020 mIn.RUR reserved on certain
contracts with customers and reflected in line “Restricted cash” in section 10 “Other Current Assets” and deferred
cash payments under the agreement of purchase and sale of shares of Gars Holding Limited in the amount of 399

min.RUR, recognized in line “Restricted cash” in section 5 “Other Non-Current Assets”.

8. Inventories

As of December 31, inventories included:
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as of December 31, | as of December 31, | as of December 31,
Group of inventory 2015, 2014, 2013,
min.RUR min.RUR min.RUR
SIM cards, activation packages, scratch cards 307 306 288
Advertising materials 86 89 68
Other materials 135 126 120
Goods 1,449 992 1,865
Inventory obsolescence provisions (213) (219) (473)
Total Balance Sheet line 1210 1,764 1,294 1,868
9. Accounts receivable
As of December 31, short-term accounts receivable included:
as of December 31, | as of December 31, | as of December 31,
ltem 2015, 2014, 2013,
min.RUR min.RUR min.RUR
Buyers and customers including: 12,773 9,681 8,145
settlements with customers for subscriber equipment 994 796 1,451
settlements with customers for roaming services 903 430 416
settlements with subscribers for mobile services 8,722 7,389 5,463
settliements with customers for interconnection services 2,458 2,098 1,763
settlements with subscribers for fixed-line services 3,878 2,033 2,138
settlements with buyers of other services 444 895 659
bad debt allowance (4,626) (3,960) (3,745)
.Reoe|yablles from dealers for collected subscribers’ payments 1721 1483 1,768
including:
receivables from dealers for collected subscribers’ payments 1,756 1,539 1,854
bad debt allowance for accounts receivable from dealers; (35) (56) (86)
Settlements with debtors for sold fixed assets, including: 823 406 159
settlements with debtors for sold fixed assets 826 407 230
Bad debt allowance on debts for receivables on sold fixed
assets ©) (1) (71)
Total Balance Sheet line 1230 15,317 11,570 10,072

As of December 31, 2015, receivables on settlements with buyers totaling 1,543 min.RUR (as of December 31,
2014: 1,066 mIn.RUR, as of December 31, 2013: 575 min.RUR) were denominated in foreign currency, mainly in
USD.
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10. Other current assets

As of December 31, advances issued included:

as of December 31, | as of December 31, | as of December 31,
Indicator 2015, 2014, 2013,
min.RUR min.RUR min.RUR

Advances issued to suppliers and contractors, including: 5,602 4,085 4,323
Advances issued 6,021 4,514 4,790
Provision for advances issued (419) (429) (467)
Taxes and charges overpayment including: 1,813 3,240 2,677
VAT overpayment 31 59 78
Income tax overpayment 1,718 3,062 2,500
Other taxes overpayments 20 55 32
Social charges overpayments 44 64 67
Total Balance Sheet line 1261 7,415 7,325 7,000

On January 1, 2012, Federal Law No. 321-FZ dated November 16, 2011 “On Amending Part 1 and Part 2 of the
Russian Tax Code in Connection with the Establishment of the Consolidated Group of Taxpayers” came into force
and the Company took a decision to form the consolidated group of taxpayers starting from January 1, 2012 which
included: MegaFon PJSC, Synterra CJSC, MegalLabs JSC, MegaFon International CJSC. In December 2013,
changes were made to the agreement for the establishment of the consolidated group of taxpayers due to the
merger of Synterra CJSC to MegaFon PJSC. From January 1, 2014, the consolidated group of taxpayers included:
MegaFon International CJSC - the responsible taxpayer, MegaLabs JSC and MegaFon PJSC — taxpayers. On the
basis of Article 8 of Federal Law No. 366-FZ dated November 24, 2014 "On Making Amendments to Part 2 of the
Tax Code of the Russian Federation and Certain Legislative Acts of the Russian Federation", starting from January
1, 2016 Agreement No.3 amending the agreement for the establishment of the consolidated group of taxpayers
(CTG), registered with Interdistrict Inspectorate of the Federal Tax Service for Major Taxpayers No. 7 on December
10, 2014, came into force and according to it MegaFon Finance LLC is a member of CTG. From January 1, 2016,
the consolidated group of taxpayers included: MegaFon International CJSC - the responsible taxpayer, MegaFon
PJSC, MegaLabs JSC and MegaFon Finance LLC — taxpayers.

Income tax overpayment line in the table above includes overpayment to the state budget for income tax in the
amount of 45 min.RUR and overpayment of income tax to the responsible taxpayer of the consolidated group of

taxpayers in the amount of 1,673 min.RUR.

As of December 31, other current assets included:
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as of December 31, | as of December 31, | as of December 31,
Indicator 2015, 2014, 2013,
min.RUR min.RUR min.RUR

Interest receivables for loans granted to subsidiaries and affiliates 2,024 1,705 1,145
Ensuring payment of the right to obtain licenses acquired at 1470 i i
auction ;
Interest receivable on bank deposits 28 218 256
Other accounts receivable 1,392 1,127 513
Bad debt allowance on other receivables (55) (22) (53)
Prepaid expenses 194 267 416
Restricted cash 3,020 - -
Other current assets 209 116
Total Balance Sheet line 1262 8,073 3,504 2,393

11. Share capital

The number of issued fully paid shares as of December 31, 2015 was 620,000,000 ordinary registered shares with a

nominal value of 10 kopecks (0.1 RUB) each. There were no changes in the share capital of the Company in 2015.

In November 2012, the Company completed Initial Public Offering (IPO) of ordinary shares of MegaFon PJSC on

the MICEX Stock Exchange and depository receipts of a foreign issuer (global depository receipts) that certify the

rights related to MegaFon shares on the London Stock Exchange. As a result of IPO, the shareholders of the

Company sold 91,479,500 shares at 20 USD each (depository receipt of a foreign issuer confirming rights related to

the shares).

As of December 31, 2015, the Company’s shareholders were as follows:

Share of the
related party Nominal
Shareholders Address in the , Number of value,
Company’s shares thousands of
charter rubles
capital, %
AF Telecom Holding LLC 18,1 Tverskoy-Yamskoy per., Moscow, 52.03% 322,573,948 32,257
125047, Russia
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Share of the
related party Nominal
Shareholders Address in the , Number of value,
Company’s shares thousands of
charter rubles
capital, %
TELECOMINVEST HOLDINGS Christodoulou Chatzipavlou, 205 Louloupis, 1.79% 11,096,672 1,110
LIMITED 7th floor, 3036 Limassol, Cyprus
3107 Lakovou Tompazi 1, Vashiotis .
Anfimako Limited Business Center, Floor 1, Office 101, 2.5% 15,500,000 1,550
Neapoli, Limassol, Cyprus
Sonera Holding B.V. 34k Rodezand, 3011 AN, Rotterdam, the 25 17% 156,080,311 15,608
Netherlands
MEGAFON INVESTMENTS (CYPRUS) | 2406, Poseidonos 1, LEDRA BUSINESS 3.92% 24,299,033 2,430
LIMITED CENTER, Egkomi, Nicosia, Cyprus
Free Float 14.59% 90,450,036 9,045
Total 100% 620,000,000 62,000

As of December 31, 2015, the Company is controlled by USM HOLDINGS LIMITED (“USMHL") - the parent
company which holds indirectly through TELECOMINVEST HOLDINGS LIMITED, AF Telecom Holding LLC and
Anfimako Limited 56.32% of the share capital of the Company.

12. Loans and borrowings

Bonds

In March 2012, the Company’s subsidiary MegaFon Finance LLC performed official registration of the Ruble Bonds
Prospectus for series 05, 06, 07 secured by the Company. The number of issued securities was 10,000,000 (Ten
Million) under each series with a par value of 1,000 (One Thousand) rubles for each security. The maturity date is
on the 3,640th (Three Thousand Six Hundred and Fortieth) day from the date of the bonds placement.

In October 2012, the Company signed a revolving loan agreement with MegaFon Finance LLC for 30 bin.RUR. In
October 2012 and in March 2013, the Company drew down 10 bin rubles and 20 bin.RUR respectively under the
agreement. Loans shall be provided at fixed rate subject to market conditions, for the period up to 10 years from the

agreement signature date.
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In October 2012, MegaFon Finance LLC placed ruble bonds of series 05 at 10 bIn.RUR, where the coupon vyield
was set at 8.05% per annum for coupon periods1-4. On September 24, 2014, MegaFon Finance LLC set a 9.85%
per annum bond rate for ruble bonds of series 05 for coupon periods5, 6 and 7. Ruble bonds of series 05 shall be

redeemed in September 2022.

On October 14, 2014, MegaFon Finance LLC discharged the obligation to purchase bonds of series 05 at the
request of their owners in the amount 8,249,296 bonds for 100% nominal price which equaled to nominal amount of
8.25 bIn.RUR. The remaining 1,750,704 bonds will circulate in the market until the next offer (April 2016). MegaFon
Finance LLC may also sell purchased bonds to interested investors. The Company has partially repaid the debt of
MegaFon Finance LLC in accordance with the performed redemption of bonds of 05 series. As of December 31,

2015, the funds under this agreement are available in the amount of 8.23 bin.RUR.

In March, 2013, MegaFon Finance LLC placed ruble bonds series 06 and 07 for 20 bin.RUR, where coupon yield
was set at 8.00% per annum for 5 years and shall be revised at the end of the term. Bond holders were given the

put option for bonds after 5 years from the date of placement. The bonds shall be redeemed in March 2023.

In June 2013, exchange bonds of MegaFon PJSC series BO-01 — BO-05 for total of 60 bin.RUR were admitted for
floating on the MICEX Stock Exchange. The number of securities in each of series BO-01 — BO-03 and nominal
value of each security: 10,000,000 (Ten Million) securities at a nominal value 1,000 (One Thousand) rubles each.
The number of securities in each of series BO-04 — BO-05 and nominal value of each security: 15,000,000 (Fifteen
Million) securities at a nominal value 1,000 (One Thousand) rubles each. The maturity date will be on the 3,640th

(Three Thousand Six Hundred and Fortieth) day from the bonds placement date.

In May 2014, MegaFon PJSC placed exchange bonds series BO-04 for total of 15 bin rubles with maturity of 10
years where coupon yield was set at 9.45% per annum for 1 year and shall be revised at the end of the term. Bond

holders were given the put option for bonds after 1 year from the date of placement.

In April 2015, the management of the Company made a decision on early repayment of ruble bonds series BO-04 at
the end of the second coupon period. Repayment of the bonds in the amount of 15 billion was carried out in May
2015.

In October 2015, MegaFon PJSC placed exchange bonds series BO-05 for total of 15 bin.RUR where coupon yield
was set at 11.4 % per annum for 2 years and shall be revised at the end of the term. Bond holders were given the

put option for bonds after 2 years from the date of placement. The bonds shall be redeemed in October 2025.

Credit facility agreements
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In March 2015, the Company received a tranche in the amount of 93.5 min USD under the agreement for financing
the purchase of equipment and services from Nokia Solutions and Networks in the amount of 150 min USD, signed

in February 2014. As of December 31, 2015, this credit facility was fully drawn.

In June 2015, the Company signed the export finance credit agreement for up to 150 min Euro for the purpose of
purchasing equipment and services provided by Nokia Solutions and Networks with seventeen equal half-year
repayments within every six months under each tranche during 2016-2024. As of December 31, 2015, the funds

remained fully undrawn.

In December 2015, the Company entered into 2 new credit facility agreements for the total amount of 600 min USD,
the agreement for the amount up to 300 min USD for refinancing the current debt of the Company for 6 years and
agreement for the amount of 300 min USD to finance the purchase of equipment and services from Huawei

Technologies Co. Ltd., for 8 years. As of December 31, 2015, the funds remain undrawn.

In December 2015, the Company has entered into revolving credit facility agreement for the total amount up to 30
bin.RUR for 5 years to finance general corporate purposes of the Company. In December 2015, the Company
received a loan in the amount of 15 bin rubles for 3 years. The received funds were used to repay more expensive

debt obligations in rubles.

In December 2015, the Company signed the export finance credit agreement for up to 70 min Euro (equivalent in
rubles) for the purpose of purchasing equipment and services provided by Nokia Solutions and Networks with
seventeen equal half-year repayments within every six months under each tranche during 2017-2025. As of

December 31, 2015, the funds remain undrawn.

During 2015, the Company has received tranches for the total amount of 236 min USD under the agreement for the
financing of the purchase of equipment from Huawei Technologies Co. Ltd for the amount up to 500 min USD, which

was signed in June 2011. As of December 31, 2015, this credit facility was fully drawn.
As of December 31, 2015, the total amount of 182,223 min.RUR remained undrawn under the facility agreements.

Pursuant to the overdraft agreement the Company may receive overdraft up to 5.9 bin.RUR. As of December 31,
2015, the Company did not have any outstanding overdraft.

All credit facility agreements signed in 2015 and before contain restrictive covenants, except permitted carve outs
which are related to the size of the Company’s debt, limit the Company’s ability to encumber assets, undertake

mergers and acquisitions and make material changes in the nature of the business without prior consent from the
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lenders. Such agreements require the Company to meet various financial covenants. In 2015, the Company did not

have any violations of loan covenants.

Credit policy

The Company uses interest rate swap instruments to mitigate the risk of unfavorable change in the interest rate on
bank loans and assure the stability of interest expenses. The Company has chosen interest swaps and foreign
exchange swaps as its management strategy for underlying interest rate and currency exchange rate fluctuation

risks.

The Company accounts its assets and liabilities related to interest and currency swap transactions on off-balance
sheet accounts. As of December 31, 2015, the estimated value of such assets was as follows assets — 3,359
min.RUR, liabilities — 63 min.RUR.

The realized net profit from interest and currency swap transactions recorded in “Other income” in the Income
Statement in 2015 amounted to 1,672 min.RUR.

As of December 31, the borrowings structure was as follows:

as of December 31, 2015, min.RUR as of December 31, 2014, min.RUR as of December 31, 2013, min.RUR
Short-term Long-term Short-term Long-term Short-term Long-term
liabilities liabilities liabilities liabilities liabilities liabilities

Bank loans 43,101 137,106 34,300 134,686 9,955 108,983
Borrowings from 4,183 21,260 . 23,849 10,018 20,542
subsidiaries

Bond loans 15,000 15,000 - -
Commercial 475 876 374 892 25 561
loans

Other borrowings 1 62 1 61 - 62
Total 47,760 174,304 49,675 159,488 19,998 130,148
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As of December 31, the interest payable on the loans and borrowings received:

as of December 31, 2015, min.RUR | as of December 31, 2014, min.RUR | as of December 31, 2013, min.RUR
Short-term Long-term Short-term Long-term Short-term Long-term
liabilities liabilities liabilities liabilities liabilities liabilities
Interest on loans 306 - 450 251 -
Interest on 553 401 548 175 680 55
borrowings
Interest on bond 328 i 167
loans
Interest on
commercial 6 - 6 2 -
loans
Total 1,193 401 1,171 175 933 55
Principle amounts of debt on loans and borrowings:
as of as of as of
Loans and borrowinds Weighted average | Repayment | December | December | December
9 interest rate period 31, 2015, 31, 2014, 31,2013,
min.RUR. min.RUR min.RUR
Bank loans:
In RUB, fixed rate 10.34% 2016 - 2020 96,852 92,739 73,505
In USD, fixed rate 2.24% 2016 - 2022 13,277 9,151 7,202
In USD, floating rate LIBOR +2.28% 2016 - 2022 66,645 63,001 34,066
In Euro, fixed rate 310 613
In Euro, floating rate EURIBOR+2.05% | 2019 3,433 3,785 3,552
Total, bank loans 180,207 168,986 118,938
Exchange bonds:
2025 with a
buy back
in RUB, fixed rate 11.4% option in 15,000 15,000
October
2017
Borrowings from subsidiaries:
in RUB 8.27% 2017 - 2023 25,443 23,849 30,560
Other loans:
until full
in RUB repayment 63 62 62
obligations
Commercial loans:
In USD, fixed rate 3.30% 2020 1,351 1,266 586
Total loans and borrowings 222,064 209,163 150,146
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13. Guarantees issued

Guarantees issued by the Company include:

Amount as of
Entity that holds guaranteed I , December 31,
obligations Obligations secured by guarantees issued Term of guarantee 2015
min.RUR
TT mobile CJSC Credit facility agreement 2016 730
MegaFon Finance LLC Guarantee under issued securities 2022 - 2023 25,827
Net By Net Holding LLC Bank guarantee agreement 2020 42
Total 26,599
14. Provisions
Changes in provisions for 2015 and 2014 were as follows:
Value of Increase of Accrued Change in Reassessm
Balance as liabilities liabilities . Repayment ANg ent of Balance as
. interest for estimated .
of recognized due to of e estimated of
. . . the . liability L
Indicator December in the growing , estimated liability in December
. accounting L (change of .
31, 2014, accounting present . liability, . foreign 31, 2015,
. period, estimate),
min.RUR period, value, minRUR min.RUR min.RUR currency, min.RUR
min.RUR min.RUR ) ) min.RUR
In 2015
Provision for
acquisition of 7,257 5,875 371 (12,122) 80 1726 3,187
equity interest
and shares*
Decommissionin 4,958 140 602 . . (1,097) . 4,603
g provision
Tax provision 115 - - (115) -
Total 12,330 6,015 602 371 (12,122) (1,132) 1,726 7,790
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Value of Increase of Accrued Chanae in Reassessm
Balance as liabilities liabilities interest for Repayment estim%te d ent of Balance as
of recognized due to of S estimated of
Indicator December in the growing the . estimated lability liability in December
. accounting L (change of .
31, 2013, accounting present eriod liability, estimate) foreign 31, 2014,
min.RUR period, value, mpln RU’R min.RUR min RUR’ currency, min.RUR
min.RUR min.RUR ' ' min.RUR
In 2014
Provision for
acquisition of ) )
equity interest 59,877 2,216 (63,814) 39 8,939 7,257
and shares*
Decommissionin
g provision 5,156 492 543 - - (1,233) - 4,958
Tax provision 502 45 - - - (432) - 115
Total 65,535 537 543 2,216 (63,814) (1,626) 8,939 12,330
Indicator as of December 31, 2015 as of December 31, 2014 as of December 31, 2013
Provisions, long-term part (line 1430 of
Balance Sheet) 5,001 4,958 24,756
Provisions, short-term part (line 1540 of 2789 7372 40,779
Balance Sheet)

(*) detailed disclosure on other entities acquisitions provided in section 6 “Financial Investments”

The Company recognized in its accounting statements the estimated liability for dismantling of assets, resulted from
legal obligations (contracts), and reasonable expectations of third parties that the Company would perform its
obligations. The Company estimates value of the liability at fair value of future cost of dismantling. For this purpose
the best reasonable value of the liability (including inflation) is determined and discounted under risk-free rate,
adjusted for the credit rating of the Company. The initial estimation of expenses for dismantling and ecological
recovery at site, regarding which the provisions were recognized, is included in initial cost of equipment and is
depreciated. The Company estimates that the term of performance under dismantling obligations recognition is 25
years. Over time, the changes in value of asset retirement obligations due to an increase in the present value are

recognized as interest expenses in line 2330 “Interest payable” of the Income Statement.
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15. Other long-term liabilities

As of December 31, the composition of long-terms liabilities was as follows:

as of December 31, | as of December 31, | as of December 31,
ltem 2015, 2014, 2013,
min.RUR min.RUR min.RUR

Interest payable on loans and borrowings 401 175 55
Deferred income 1,070 618 689
Payables to suppliers for goods, works and services 1,051 1,154 789
Advance payments received 17 351 360
Employees long-terms incentive remuneration (long-term part),
. . 106 5 275
including relevant taxes
Total in line 1450 of Balance Sheet 2,645 2,303 2,168

In 2008, the Board of Directors of the Company approved a long-term program of employee incentives and retention.
The program provides that some senior officers may be incentivized by phantom shares (options). Any program
participant may use the received phantom shares (options) every second year within a four-year period on condition
he (she) keeps his (her) employment with the Company. The value of the full package of phantom shares that are
distributed as incentives under each Plan will be 1.1% of the total value of the Company, which in its turn is
estimated as a six fold amount of income before taxes, depreciation and amortization (OIBTDA) net of difference
between long-term debt and total cash and its equivalent and short-term investment (net debt). As of December 31,

2015, this long-term motivation program is fully performed.

In 2012 and 2013, the Board of Directors of the Company approved a long-term program of incentives and retention
for key managers and directors (2012 program and 2013 program), under which participants may be incentivized by
awarding of phantom shares on condition he (she) keeps his (her) employment with the Company. The value of the
full package of phantom shares that are distributed as incentives on each of the programs shall amount to 1,1% of
the equity capital of the Company (equivalent of 14,000,000 phantom shares at the basic price of 17.86 USD per
share for the 2012 program and 24.25 USD per share for the 2013 program). Validity period of the program is three
years, however options can exercised and funds can be paid during third and fourth years of the program. Payments
are based on the difference between basic price and average weighted price of the Company’s shares within the
period from January 15 until March 15 of the relevant year of exercise. In 2015, the Board of Directors of the
Company made a decision to change the terms of the long-term incentive plan for 2012 and 2013. Performance base
price for the part of payment for options on phantom shares remaining as of December 31, 2015 and December 31,
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2014 is 555 rubles and 744 rubles per share, respectively, and the settlement term is postponed to April-May 2015
and April-May 2016.

In 2015, the Board of Directors approved a long-term program to motivate and retain several key executives and
directors. The participants of this program are eligible for cash payments, which depend on the performance of 3-
year business plan on free cash flow and market share, and are calculated using a certain formula. Remunerations
are payable in April-May 2016 and April-May 2017 on condition the participant keeps his (her) employment program

with the Company and the Company achieves its 3-year objectives.

Movement of liabilities and relevant taxes on long-term incentive for employees for 2014 and 2015 are shown below:

Income / loss
Balance as of from currenc Balance as of
Indicator December 31, Accrued in 2015, exchanae rat}(/a Paid in 2015, December 31,
2014, min.RUR char?ge min.RUR 2015,
min.RUR min.RUR min.RUR
2015
Liability to pay remuneration
under long-term incentive for 75 821 (1 (548) 347
employees
Taxes accrued on liability for
long-term incentive for 7 130 - (85) 52
employees
Total 82 951 (1 (633) 399
Balance as of flrr;c;gngsr/r;?‘scs Balance as of
Indicator December 31, Accrued in 2014, exchanae rati Paid in 2014, December 31,
2013, min.RUR char?ge min.RUR 2014,
min.RUR minRUR min.RUR
2014

Liability to pay remuneration
under long-term incentive for 761 (130) 26 (582) 75
employees
Taxes accrued on liability for
long-term incentive for 76 (10) - (59) 7
employees
Total 837 (140) 26 (641) 82

Indicator as of December 31, 2015 as of December 31, 2014 as of December 31, 2013
Liability to pay remuneration for long-term
. ) 92 5 250
incentive for employees (long-term part)
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Indicator

as of December 31, 2015

as of December 31, 2014

as of December 31, 2013

Employees long-term incentive remuneration

incentive for employees (short-term part)

(short-term part) 255 70 o1
Taxes accrued on liability for long-term 14 25
incentive for employees (long-term part)

Taxes accrued on liability for long-term 38 7 51

16. Accounts payable

As of December 31, accounts payable included:

as of December 31, | as of December 31, | as of December 31,
Indicator 2015, 2014, 2013,
min.RUR min.RUR min.RUR

Payables to suppliers and contractors 28,332 25,921 25,569
Payables to employees 3,806 3,597 4,623
Taxes and charges payable 5,474 5,936 5,339
Debts to extra-budgetary public funds 1,002 986 985
Total for line 1520 of Balance Sheet 38,614 36,440 36,516

As of December 31, 2015, the payables to suppliers of 10,914 min.RUR (as of December 31, 2014: 9,071 min.RUR,

as of December 31, 2013: 7,619 min.RUR) were denominated in foreign currency, mainly in USD.

As of December 31, payables to employees included:

as of December 31, | as of December 31, | as of December 31,
ltem 2015, 2014, 2013,
min.RUR min.RUR min.RUR

Salaries payable 250 254 240
Employees quarterly and annual bonus payables 2,580 2,472 3,170
Unused vacation reserve 721 801 702
Employees long-term incentive remuneration (short-term part) 255 70 511
Total in line 1522 of Balance Sheet 3,806 3,597 4,623
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As of December 31, taxes and charges payable included:

as of December 31, | as of December 31, | as of December 31,
ltem 2015, 2014, 2013,
min.RUR min.RUR min.RUR
VAT 4,243 4,634 3,924
Income tax 93 94 84
Property tax 483 531 623
Payments to the Ministry of Communications 651 672 703
Other taxes 4 5 5
Total for line 1523 of Balance Sheet 5474 5,936 5,339
As of December 31, payables to the government non-budget funds included:
as of December 31, | as of December 31, | as of December 31,
ltem 2015, 2014, 2013,
min.RUR min.RUR min.RUR
Insurance premium payments including 1,000 985 984
Social security fund 3 1 1
Obligatory health insurance fund 40 15 13
Pension fund 957 969 970
Social obligatory insurance fund against work-related accidents 1 1 1
and diseases
Calculation job quotas arrangement 1 -
Total for line 1524 of Balance Sheet 1,002 986 985
17. Other short-term liabilities
As of December 31, other short-term liabilities included:
as of December 31, | as of December 31, | as of December 31,
ltem 2015, 2014, 2013,
min.RUR min.RUR min.RUR
Advance payments received 12,378 10,931 9,446
Other short-term liabilities, including 2,833 3,700 2,612
Interest payable on loans and borrowings 1,193 1,171 933
Other accounts payable 726 1,645 594
Deferred income 891 850 1,062
Other accrued liabilities 23 34 23
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as of December 31, | as of December 31, | as of December 31,
ltem 2015, 2014, 2013,
min.RUR min.RUR min.RUR
Total for line 1550 of Balance Sheet 15,211 14,631 12,058

18. Disclosure of information on the Company’s income and expenses

Information on the revenue from sale of goods, products, works, services (net of VAT, excise taxes and similar
mandatory charges), cost of goods, products, works and services sold, as well as selling expenses and

administrative expenses for 2015 and 2014 is stated below:

Selling Administration Profit from

. y Revenue (net), Cost, Gross profit, expenses, .

Business activity expenses, operations,
min.RUR min.RUR min.RUR
min.RUR min.RUR
min.RUR
2015
Revenue from
telecommunicati 286,600 (154,494) 132,106 (28,161) (20,462) 83,483
on services
Revenue from
sales of
subscriber 2,687 (4,312) (1,625) - (1,625)
equipment
Total in 2015 289,287 (158,806) 130,481 (28,161) (20,462) 81,858
Income Line 2110 Line 2120 Line 2100 Line 2210 Line 2220 Line 2200
statement line
. Administrative ,

. . Revenue (net), Cost, Gross profit, Selling expenses, Profi from

Business activity expenses, operations,
min.RUR min.RUR min.RUR
min.RUR min.RUR
min.RUR
2014

Revenue from
telecommunicati 284,261 (148,027) 136,234 (27,509) (19,385) 89,340
on services
Revenue from
sales of
subscriber 4,364 (6,851) (2,487) 9) - (2,496)
equipment
Total in 2014 288,625 (154,878) 133,747 (27,518) (19,385) 86,844
Income Line 2110 Line 2120 Line 2100 Line 2210 Line 2220 Line 2200
statement line

During the reporting period the Company was selling products, works and services under certain contracts which
provide for non-monetary offset of mutual obligations. Total amount of such transactions in 2015 was 34,213
min.RUR (in 2014: 33,212 mIn.RUR). The number of counterparties transacting with the Company under the
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agreements with such terms in 2015 was 475 (Four Hundred Seventy Five); in 2014: 435 (Four Hundred Thirty

Five).

The companies that take the bulk of revenue under non-monetary offset terms:

Revenue,
Counterparty min.RUR %
(net of VAT)
VimpelCom PJSC 11,244 33%
MTS PJSC 9,568 28%
Scartel LLC 5,056 15%
T2 MOBILE LLC 2,627 8%
TELE2-SAINT-PETERSBURG 0JSC 752 2%
Joint Stock Company "Uzbektelecom" 566 1%
MegaLabs JSC 475 1%
Rostelecom PJSC 417 1%
Central Telegraph PJSC 308 1%
TELE2-VORONEZH CJSC 290 1%
YEKATERINBURG-2000 LLC 289 1%
Orange 206 1%
Other 2,415 7%
Total 34,213 100%

In 2015, revenue under the contracts providing for non-cash settlements with related parties amounted to 5,768
min.RUR or 16.9 % (2014: 3,236 min.RUR or 9.7%).

The breakdown of Company’s expenses by elements is presented below:

Cost of sales 2015, 2014,
min.RUR min.RUR
Materials cost, including 5,509 8,048
Raw materials 1,197 1,197
Cost of goods 4,312 6,851
Labor costs 7,472 7,496
Salaries 6,000 6,073
Bonus expenses 1,472 1,423
Social taxes 2,035 1,921
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Cost of sales 2015, 2014,
min.RUR min.RUR
Depreciation 36,099 34,149
Other expenses, including 107,691 103,264
Interconnection cost 48,603 47,263
Communication channel lease 9,317 8,897
BTS and warehouse lease and maintenance 15,635 13,565
Radio frequency utilization expenses 5,897 5,712
Expenses for additional services and reference and information service 8,803 10,648
Roaming charges 2,298 1,975
Network and billing system maintenance 4,546 4,885
Technological network software expenses 5194 3,990
MVNO infrastructure usage expenses 4,625 4,856
Other expenses 2,773 1,473
Total for line 2120 of Income Statement 158,806 154,878
Selling expenses were represented by the following items:
Selling expenses 2015, 2014,
min.RUR min.RUR
Material expenses 368 326
Depreciation 35 45
Other expenses including 27,758 27,147
Dealer commission fee 21,125 20,134
Advertising and marketing expenses 6,238 6,537
Other selling expenses 395 476
Total for line 2210 of Income Statement 28,161 27,518
Administrative expenses were represented by the following items:
Administrative expenses 2015, 2014,
min.RUR min.RUR
Material expenses 522 637
Labor costs 5,841 5,067
Salaries 3,705 3,912
Bonus expenses 1,315 1,285
Long-term incentive plan expenses 821 (130)
Social taxes 1,190 1,022
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Administrative expenses 2015, 2014,
min.RUR min.RUR
Depreciation 2,097 2,236
Other expenses, including 10,812 10,423
Premises lease, maintenance and protection 2,589 2,342
Software and office equipment expenses 2,792 2,309
Charges to Universal Service Fund 2,607 2,670
Professional services by third parties 826 765
Other administrative expenses 1,998 2,337
Total for line 2220 of Income Statement 20,462 19,385

Total costs of the Company for power resources used in 2015 equaled to 5,120 min.RUR (2014: 4,352 min.RUR),

these expenditures are recognized in the cost price in the line “BTS and warehouse lease and maintenance” and in

the administrative expenses in the line “Premises lease, maintenance and protection”.

19. Other income and expenses

Other income and expenses of the Company in 2015 and 2014 are presented below:

Other income 2015, 2014,
min.RUR min.RUR

Income on transactions with derivative financial instruments 1,672

Change in estimates 1,017 1,194
Reverse of reserve for bonuses for earlier periods 280 25
Prior year income 255 203
Penalties under business contracts 180 180
Writing-off of payables with expired period of limitation 132 125
Other financial income 81 81
Government subsidies 33 33
Restoration of reserve for reduction of the cost of inventory 5 255
Income from buying/selling foreign currency 90
Gains received as compensation for losses from providing universal 209
communication services

Other income 4 25
Total for line 2341 of Income Statement 3,659 2,420
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Other expenses 2015, 2014,
min.RUR min.RUR

Property tax 2,324 2,547
Reserves for future expenses 1,855 1,294
Financing of Skolkovo Business Center 1,826 1,089
Losses due to writing-off of fixed assets, intangible assets and other assets 1,521 1,516
Charity contributions and expenses for social and cultural activity 1,499 575
Additional expenses for loans and borrowings 858 662
Expenses from buying/selling foreign currency 306

Bank charges 77 63
Other expenses for employees and voluntary social charges 61 63
Expenses for derivative transactions 1,675
Other expenses 268 414
Total for line 2351 of Income Statement 10,595 9,898

In 2012, the Company became the member of the Non-Profit Partnership for Assistance to Innovation Projects

“‘Development, Innovations, Technology” established by the USM Holding group. Membership involves payments to

support science and education as well as payments to support social infrastructure facilities in Skolkovo Business
Center. In 2015, under the above Partnership the Company spent 1,826 min.RUR (in 2014: 1,089 min.RUR) as

contribution in property establishment of the Partnership for its operation, which were reflected in the Financing of

Skolkovo Business Center line in the table above.

20. Income tax

Indicator 2015, 2014,
min.RUR min.RUR
Pre-tax profit as per accounting 56,563 47,358
Income tax qualified expenditure 11,313 9,472
Non-deductible (non-taxable) differences of accounting period: 967 2,310
Financing of Skolkovo Business Center 1,826 1,089
Residual value of disposed fixed assets non-deductible for tax 29 266
purposes
Non-deductible personnel expenses 237 248
Non-deductible expenses for gratuitous disposal 9 238
Charity contributions non-deductible for tax purposes 203 111
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Indicator 2015, 2014,
min.RUR min.RUR
Dividends from participation in charter capital of other entities (1,733) (217)
Non-deductible advertising expenses 47 48
Non-deductible reserve expenses 3 7
Other non-deductible expenses 346 520
Temporary differences of accounting period: (3,815) (9,289)
Changelof temporary d|ﬁergnce on depreciation of fixed assets in 240 (7,368)
accounting and tax accounting
Change of temporary difference on reserves for vacations and 129 (4,207)
bonuses
Chqnge of temporary difference on expenses accrued without 535 (2,805)
original documents
Changg of temporary_dﬂ'ference on depreciation of other non-current (5,317) (2,324)
assets in tax accounting
Change of temporary difference on reserves for future expenses 274 (611)
Chapge of temporary difference on reserves for dismantling of (313) (519)
equipment
Change of temporary difference increase on deferred income 528 (252)
Change of temporary difference on estimated reserve for refund from
209 (93)
FAS
Change of temporary difference in investments 151 7,645
Change of temporary difference on revaluation of contingencies and
. . . . (26) 1,007
accounts payable denominated in foreign currencies
Change of temporary difference increase on roaming discounts (107) 161
Other temporary difference changes (118) 77
Taxable profit, tax accounting 53,715 40,379
Income tax rate 20% 20%
Income tax at 20% rate 10,743 8,076
Permanent tax asset due to application of income tax preferential rates (17) (16)
Income tax (line 2410 of Income Statement) 10,726 8,060

In 2015, deferred tax liability that was written off due to assets retirement was 161 min.RUR (in 2014: 128

min.RUR).

Detailed breakdown of line 2460 “Other income tax accruals” in the Income Statement:

2015, 2014,
min.RUR min.RUR
Income tax reduction/increase due to adjusted returns 87 292
(Accrual) / recovery of reserve for income tax - 13
Additional income tax assessment upon field tax audit - (29)




2015, 2014,
min.RUR min.RUR
Adjustment of deferred taxes for previous periods
Write-off of deferred taxes on investments in reorganization (94) (2,159)
Other income tax accruals (4) (22)
Total for line 2460 of Income Statement (11) (1,905)

21. Earnings per share

Basic earnings per share reflect part of the earnings of the reporting year, which is payable to shareholders —
owners of ordinary shares. It is calculated as the ratio of basic earnings for the reporting period to average-weighted

number of outstanding ordinary shares during the reporting period.

The stated below basic earnings are equal to net earnings of the Company (line 2400 of the Income Statement).

Indicator for 2015 for 2014

Basic EPS for the reporting period 45,063 35,535

Average weighted number of the ordinary
shares in circulation during the reporting 620 620
period, min. shares

Basic EPS, RUB 72.68 57.31

Diluted EPS, RUB 72.68 57.31

The Company did not have securities the conditions of issue of which provided for their conversion into additional

number of ordinary shares. That is why basic EPS is equal to diluted EPS.

22. Related parties

In the course of its business the Company makes transactions with related parties. Related parties of the Company
are its affiliates and other related parties. Full list of affiliates is available on the official web-site of the Company

(www.megafon.ru). The Company has dentified the following list of groups of related parties: prevailing business
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companies (see section 11 "Charter capital"), affiliated business companies (see section 1 "Description of the
Company’s Business in 2015"), senior management (see section 1 "Description of the Company’s Business in

2015"), subsidiaries and other related parties.

Information on groups of related parties is disclosed in total by types of economic activities in the context of each
group of related parties. All transactions with related parties are performed under signed agreements. The
settlements are made in cash except for the cases described in section 18 “Disclosure of information on the

Company’s income and expenses”. Most of payments are due within 12 months from invoice issue.

All transactions with related parties are performed under signed agreements. The settlements are made in cash
except for the cases described in section 18 “Disclosure of information on the Company’s income and expenses’.

Most of payments are due in 12 months of invoice issue.

The amounts of the transactions in progress as of the end of reporting period:

as of December 31, 2015, min.RUR as of December 31, 2014, min.RUR
Transactions in proegrirg(sjs as of the end of Material Affiliates and Material Affiliates and
P business Subsidiaries | other related business Subsidiaries | other related
entities parties entities parties
Accounts receivable including - 3,864 1,060 1,822 785
Sales of fixed assets and other non- i i 9 i 6 i
current assets
Sales of inventory - 14 20 - 587 13
Sales of services of core activity - 3,379 221 - 967 403
Sales of other services - 20 512 - 63 215
Reimbursements under agency i 451 305 i 199 154
contracts
Advances received, including - (12) (161) - (19) (60)
Sales of fixed assets and other non- i 7) i
current assets
Sales of services of core activity - (2) (149) (17) (43)
Sales of inventory - (1 (1 - - -
Reimbursement under agency
contracts (MegaFon-Principal) i ®) 4) @) (17)
Accounts payable, including - (3,293) (1,173) (22) (4,348) (829)
Purchases of fixed assets and other i (606) (549) (57) (64)
non-current assets
Purchases of inventory - (42) - - 2) (1
Purchases of services of core activity - (2,387) (618) (22) (4,228) (747)
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Transactions in progress as of the end of

as of December 31, 2015, min.RUR

as of December 31, 2014, min.RUR

eriod Material Affiliates and Material Affiliates and
P business Subsidiaries | other related business Subsidiaries | other related
entities parties entities parties
Purchases of other services - (90) (6) (28) (17)
Accrued expenses for contributions to i (96) i i
the assets of subsidiaries
Reimbursements under agency i (72) i (33) i
contracts
Advances issued including - 1,677 631 2,905 18
Purchases of fixed assets and other i i 1 10
non-current assets
Purchases of services of core activity - 4 631 16 8
Settlements with CTG members - 1,673 - 2,888 -
Estimated liabilities - - (7,257)
Loans issued - 19,635 3,547 19,093 456
Loans received - 11,473 1,220 (23,803) (46)
Interest receivable on loans issued - (25,437) (6) 10,361 168
Interests payable on loans received - (950) (4) (718) (5)
Debt on assignment agreement - - 126
Total - 6,957 5,114 (22) 5,293 (6,644)
Types and scope of transactions with related parties:
2015, min.RUR 2014, min.RUR
Transaction type Material Affiliates and Material Affiliates and
business Subsidiaries | other related business Subsidiaries | other related
entities parties entities parties
Revenue including 1 17,346 1,016 1 8,655 1,340
Sales of fixed assets and other non- i 1 4 5 i
current assets
Sales of inventory - 37 23 1,116 7
Sales of services 1 17,308 989 1 7,534 1,333
Costs, selling and administrative (218) (25,607) (3.921) (182) (26,935) (4,077)
expenses
Interest receivable - 2,608 145 4,078 46
Interest payable - (2,027) (356) (2,408) (2,220)
Other income/expenses - 63 (1,830) 132 (1,130)
Exchange difference - 2,520 (1,264) 420 (5,664)
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2015, min.RUR 2014, min.RUR
Transaction type Material Affiliates and Material Affiliates and
business Subsidiaries | other related business Subsidiaries | other related
entities parties entities parties

Total income and expenses (217) (5,097) (6,210) (181) (16,058) (11,705)

Purchases of shares - (1,179) - (4,930) -

Investments in property of subsidiaries - - (435)

Change in financial instrument cost - - 1,611

Financial instrument retirement - (10,420) - (7,915) -

Other income tax accruals - 261 - (240) -

Dividends received - 1,733 - 209 8

Dividend tax - - (1

Purchase of fixed assets and other non- i (900) (4,695) (17,446) (1,346)

current assets

Purchase of inventory - (498) - (31) -

Cash flows with related parties:
2015, min.RUR 2014, min.RUR
Transaction type Material Affiliates and Material Affiliates and
business Subsidiaries | other related business Subsidiaries | other related
entities parties entities parties

Cash flows from operating activity:

Cash disbursements for - total including (279) (35,438) (7,055) (193) (37,019) (5,651)
Payments to suppliers for goods, (279) (24,699) (5,210) (193) (25,812) (5,641)
works or services
Payments of interest on debt
obligations - (1,795) (4) (2:423) (1)
Other payments - (1,841) (18) 9)
Payments under CTG - (8,944) - (8,766) -

Qash proceeds received from - total 1 32,816 2.992 1 20,348 2187

including
Sales of goods, works or services 1 32,748 2,991 1 20,215 2,184
Other proceeds - 68 1 133 3

Total cash flows from operating activities (278) (2,622) (4,063) (192) (16,671) (3,464)

Cash flows from investing activities

Cash disbursements for - including - (26,207) (17,844) (28,180) (39,549)
Purchases of non-current assets - (570) (4,690) (2,057) (1,624)
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2015, min.RUR 2014, min.RUR
Transaction type Material Affiliates and Material Affiliates and
business Subsidiaries | other related business Subsidiaries | other related
entities parties entities parties

Purchases ,O,f shares (equity interest) (8,863) (37,925)

in other entities
Contribution to asset (204) - (800) -
Loans provided to other entities (25,433) (331) (25,323) -
Acquisition pf rights of claim of cash (3.960) i

to other entities
Cash proceeds received from - including 30,517 446 26,404 18
Sales of non-current assets 1 8 1 -
Repayments of loans provided 26,998 292 24,629 10
Promissory notes interest 1,785 146 1,965 -
Dividends 1,733 - 209 8
Total cash flows from investing activities 4,310 (17,398) (1,776) (39,531)

Cash flows from financing activities

Cash disbursements for - including (3,476) (40) (11,987) (38)
Repayments of loans and borrowings (3,476) (40) (11,987) (38)
Cash proceeds received from - including 5110 - 5,258 55
Proceeds from loans and borrowings 5110 - 5,258 55
Total cash flow from financing activities 1,634 (40) (6,729) 17

As of December 31, 2015, the Company had outstanding guarantees provided for obligations of its related parties,

which are disclosed in section 13 “Guarantees issued”.

23. Government grants

In 2011, the Ministry of Communications and Mass Media of the Russian Federation subsidized the Company with

125 min.RUR from the federal budget to construct access roads to the communication facilities of the federal

highway “Amur” Chita - Khabarovsk.

In 2013, the Ministry of Communications and Mass Media of the Russian Federation subsidized the Company with

the amount of 176 min.RUR from the Federal budget to ensure stable operation of Mobile communication service

along intercity federal highways and road-traffic safety, specifically, for the performance of actions to provide electric
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power to base stations under the permanent scheme and construction of access roads to the communication sites
located along federal highways: M-6 Kaspiy, M-51, M-53, M-55 Baikal, M-60 Ussuri.

In accordance with RAS 13/2000 “State Financing Accounting” the Company recognized the targeted financing as
the deferred income with subsequent recognition during the useful life of fixed assets regular depreciation as other
income in the Income Statement. In 2015, the amount of 33 mIn.RUR (2014: 33 mIin.RUR) was recognized as

income recorded to Income Statement line “Other income”.

24. Segment information

In accordance with RAS 12/2010 “Segment information” the Company identifies eight geographical regions which
correspond to business of eight branches of the Company in the territory of eight regions of the Russian Federation
(Moscow, North-West, South, Volga, Ural, Far East, Center, Siberia) and match the criteria of their identification as

accounting:

— Each accounting segment is capable of bringing economic benefits and in the course of that incurs
relevant expenses, including those from operations with other segments;

— Operating results are presented in internal reporting of the Company and systematically analyzed by
persons, authorized in the Company to take decisions on allocation of resources inside the Company
and evaluation of these results. Based on its organizational structure, the Company determined that
CEOQ is such authorized person;

— Financials are formed separately from other segments by each accounting segment.

Based on the fact that in each accounting segment the Company has economically uniform business: provides
services of similar nature, has similar characteristics of the acquired subscribers, operates in one legal environment
in the territory of the same country, eight above mentioned accounting segments are defined as a uniform segment
of telecommunication business. The Company believes that unification of segments provides the interested users of
financial statements with more relevant information on industry specifics, industrial structure and financials of the

Company.

25. Contingent liabilities and contingent assets

Company’s Business Environment
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Russia is still in process of implementation of economic reforms and development of legal, tax and administrative
infrastructure which would comply with requirements of market economy. The stability of the Russian economy will
depend much on these reforms and on the efficacy of the measures taken by the Government in the filed of

economy, finance and monetary policy.

During 2014 and 2015, the Russian economy was substantially impacted due to significant drop of crude oil prices,
Russian ruble devaluation and sanctions against Russia imposed by several states. Russian ruble interest rates
emerged substantially following key interest rate increase up to 11% by the Bank of Russia. Combination of the
above factors resulted in less availability of funding, increase of capital cost, higher inflation and economic growth
uncertainty which may have negative impact on the Company’s financial position, results of operations and
economic prospects. The management of the Company believes that it is taking all appropriate measures in order to

support the sustainability of the Company’s business in the existing circumstances.

Agreements for the purchase of equipment

In April and December 2014, the Company signed two 7-year agreements with equipment suppliers for the
purchase of hardware and software needed to build and upgrade 2G/3G/LTE network. In accordance to various
termination provisions in the software agreements, if the agreement is terminated, the Company is obliged to pay at
least three year software fee for each base station in use, including expenses already paid. As of December 31,
2015, the respective amount of liabilities under the agreement was 14,406 min.RUR (as of December 31, 2014:
9,206 min.RUR).

Litigations

As of the date of the financial statements, the Company’s liability in all pending litigation, other legal proceedings or

other matters, will not have any material effect on the financial position or results of the Company’s operations.

26. Subsequent events after December 31, 2015

On February 4, 2016, the Company signed an agreement for granting a loan to STRAFOR COMMERCIAL LTD in
the amount of 43.8 min USD (3,192 mIn.RUR at the exchange rate as of December 31, 2015) for 2 years. The loan
is repayable on 28 February 2018 together with interest at 7% per annum.
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On February 29, 2016, the Company registered First Tower Company LLC as its subsidiary with authorized share
capital of 5 min.RUR. The Company owns 100% of authorized share capital. The First Tower Company LLC was
established to optimize the costs of operating and maintenance of communication equipment, as well as increasing

the effectiveness of tower infrastructure management.

On February 18, 2016, during participation in an electronic auction conducted by the Federal Service for Supervision
in the Sphere of Communications, Information Technology and Mass Communications (Roskomnadzor), the
Company won the auction for the right to obtain licences in the amount of 1,821 min.RUR for mobile radiotelephone
communication services, data transmission services, and provision of telematic communication services using LTE
electronic communications networks and its subsequent modifications in 2570-2595 MHz, 2595-2620 MHz bands in

40 regions of the Russian Federation.

27. Implementation of decisions based on approval of the previous year financial statements

The Annual General Meeting of Shareholders of the Company that was held on June 30, 2015, made a decision that
profit of the Company received in 2014 in the amount of 10,000,600,000 rubles should be used for payment of
dividends. Dividends were paid in July-August 2015.

On December 11, 2015, the extraordinary General Meeting of Shareholders of the Company made a decision based
on the results of 9 months of 2015 to pay dividends out of retained earnings from previous years in the amount of
39,996,200,000 rubles. Dividends were paid in December 2015.

Chief Executive Officer

MegaFon PJSC L.V. Tavrin
Chief Accountant

MegaFon PJSC L.N. Strelkina

March 16, 2016
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