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About the Report

The present Annual Report (hereinafter - the Annual Report) is based on the information available to the Interregional Distribution Grid
Company of the South, Public Joint Stock Company (hereinafter IDGC of the South, PJSC, IDGC of the South, or the Company), its
subsidiaries and associates as at the date this report is prepared.

IDGC of the South

IDGC of the South unites distribution grid complexes in constituent entities of the Southern Federal District of the Russian Federation:
the Republic of Kalmykia, the Astrakhan, Volgograd, and Rostov Regions — renders services for electricity transmission, grid connection
of consumer terminals (power plants) owned by legal and physical entities to the Company’s power grids, and carries out repair and
operational activities. Services of IDGC of the South are mainly consumed by electricity sales companies, participants of the wholesale
and retail electricity markets and local grid organisations.

The Company conducts its core activities under the conditions of natural monopoly with government regulation of electricity
transmission tariffs and grid connection rates, as well as the provision of consumers with non-discriminatory access to power grids.

Disclaimer

Some statements in the Annual Report are “forward-looking statements” and they are subject to various risks, including potential
changes in business and financial environment of the Company’s activities and development prospects, potential political and
economic changes in Russia, probable amendments to applicable and future regulations of the Russian electric power industry and
Russian law in general, and effect of other factors.

Most of the factors mentioned are beyond the Company’s control and forecast.

By their very nature, forward-looking statements involve inherent risks and uncertainties of both general and specific character, and
there is a possibility that some forward-looking statements may not be fulfilled.

In the light of the foregoing, the Company informs that the actual operating results may significantly differ from the results expressed
explicitly or implicitly in the forward-looking statements that are valid at the time the Annual Report was prepared.

Therefore, the Company does not bear any responsibility for possible losses of physical or legal entities, whose actions relied upon the
forward-looking statements. Generally, each forward-looking statement is just one of many possible scenarios and should not be
treated as the most probable option.

Except for the cases explicitly stated by law, the Company does not undertake a commitment to publish forward-looking statement
updates or amendments based on both new information and subsequent events.



THE CONCEPT
OF DIGITAL
INTERACTION

Good afternoon!
My name is DIGITAL OFFICER and | will be your guide
to the annual report.

Today we become the participants of very important events — the new
era of electric power industry is coming. The network architecture is
changing, as well as quality requirements, services, their providing term
due to the consumers are increasing. The main thing for a consumer is
constant electric light available, as well as accounting and calculations
are transparent and predictable, and modern services are accessible
easily, and energy-comnsuming projects are feasible. In 2018 IDGC

of South started a number of technological solutions and began its
transition into a digital platform radically changing the system of the
electric grid complex organizing and managing. In this report, we will
represent the most promising projects implemented by the Company
within 2018.







SMART

METERING
mmm DEVICES

In 2018, 102.9 thousand smart metering devices were installed under energy service
contracts, and another 50 thousand are planned to be installed this year. In total, more
than 126 thousand intelligent metering devices have been installed within the territory of
responsibility of IDGC of South. All meters installed are combined into their single system
of commercial and technical electricity metering. This has enabled IDGC of South, PJSC to
save more than 41.5 million kWh. The use of «<smart meters» makes it possible to monitor
the quality of power supply constantly, which eliminates voltage surges, short circuits, fires
caused by illegal connections, power theft and other interference into the power supply
system. The so-called «smart meters» are installed onto the ownership boundary point, the
consumer has go its electronic display with the current readings of electricity consumption
only.

The intelligent accounting system integrated into the software the grid company and
transmits the online data itself. A consumer does not need to worry about the accounting
of meters readings in timely manner, the system does it remotely. Thus, power engineers

do not need to o consumers take readings, which allows to send personnel to perform the
equipment repairs, to improve the reliability and quality of electricity supply. Meters also
have got their ability to limit consumption upon exceeding the maximum power, so that the
quality of the voltage allows the subscribers to use their modern appliances.

The automatic system of the account of the electric power consumption allows to exclude
almost completely unauthorized use of the electric power, the attempts to influence
indications and to reveal violators unmistakably. Smart meters transmit data themselves,
depriving the violators their opportunity to interfere into the operating, allowing to disable
a defaulter remotely. The information concerning any new ways to influence the readings
of modern metering devices is sent to the equipment manufacturers so that they make
changes timely, modifying them, leaving no chance to the criminals.
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Company’s Overview

IDGC of the South’s mission

Being a professional business team, we create the basis for
sustainable development of the economy of the Southern Russian
regions, relying on the consolidation of energy assets and
improvement of the power supply efficiency, as well as on best
practices of each employee of the Company and our partners.

We constantly care about the advanced development of grids,
ensuring the accessibility and availability of electricity to the
consumers wherever, whenever and to whatever extent they need.

We are committed to create favourable working conditions for
each of our employees so that they are able to deliver on their
potential and preserve their health.

The role and mission of IDGC of the South are associated with

expectations of the key market players:

> for Investment Banking professionals - the Company as a tool
for making investments to ensure their payback, reliability,
profitability, and liquidity;

> for consumers - the Company aimed at the high-quality

> for employees - a diligent employer, an efficiently organised
company, which has a transparent and clear corporate
governance system, that provides opportunities for the
maximum development of the employees’ potential.

Our mission is to ensure reliable and stable electricity supply to

provision of services, high quality and reliable power supply,
timely and transparent grid connection;

for regions and local authorities — the Company ensuring the
economic needs of transmission capacities, a reliable partner
for the executive authorities of the Russian Federation subjects
in planning and implementing the regional programmes

of territorial development; the Company is a diligent taxpayer
and employer;

meet the evolving needs of the economy and society, with a fair
transparent pricing that makes our services affordable to
consumers.
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Values of IDGC of the South

> Reliability - minimal interruptions in energy supply to consumers.

> Responsibility - faithful attitude of the Company’s employees to their duties, awareness of the work importance and accountability
for its results.

> Customer-oriented approach reflects the importance of the client’s interests in the Company’s priority system and, as a consequence,
the management efforts to meet the customers’ requirements);

> Leadership - a personal feature allowing the Company’s top and mid-level managers to make a solid team and act proactively.

> Professionalism - an ability to reach the best results in professional activities with the minimum resources used.

> Social responsibility - top managers’ acknowledgement of their responsibility to the Company, customers, personnel, shareholders,
and future generations and their efforts to provide the most positive impact on the people around.

> Sustainability - an ability of the Company to function continuously without sudden negative changes in the internal environment
and simultaneously develop and integrate new technologies.

SMART METERS

THE WIDESPREAD INTRODUCTION OF SMART METERING IS THE FIRST AND NECESSARY STEP WITHIN THE
FRAMEWORK OF THE PROJECT "DIGITAL TRANSFORMATION 2030".

OBTAINING FULL CONTROL OVER THE METERING OF ELECTRICITY, ITS QUALITY, ITS VOLUME OF CONSUMPTION,
THE NETWORK COMPANY RECEIVES THE ABILITY TO CONTROL PARAMETRES, LOAD DISTRIBUTION, OPERATIONAL
DECISION-MAKING. THE INSTALLATION OF "SMART METERS" IS FREE AND PROFITABLE FOR A CONSUMER. THE

RESPONSIBILITY REGARDING MAINTENANCE OF METERING DEVICE REMAINS WITH THE COMPANY, CONSUMERS
ARE FREE FROM THESE CHARGES. A CONSUMER RECEIVES A DISPLAY ACCORDING TO WHICH DATA, THE COSTS OF
ELECTRICITY MAY BE ANALYZED AND OPTIMIZED. WHEN PROGRAMMING A METER IN MULTI-TARIFF METERING A
CONSUMER MAY EXERCISE ITS PRIMARY ENERGY USAGE AT NIGHT, AS NIGHT CONSUMED ELECTRICITY IS BILLED
MUCH CHEAPER THAN THE DAY ONE. CONSUMERS WILL NOT NEED TO SPEND TIME ON THE READINGS TRANSFER
TO POWER COMPANY, SMART GRID WILL TRANSFER SUCH INFORMATION ITSELF.
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Company’s Footprint

In the reporting year, IDGC of the South operated in four regions
of the Southern Federal District of Russia — the Rostov, Volgograd,
and Astrakhan Regions, and the Republic of Kalmykia.

The total area of IDGC of the South footprint approximates

334 thous. km2, the population is over 8 mn people, varying from
3.65 people per 1 km2 in the Republic of Kalmykia

to 41.63 people per 1 km2 in the Rostov Region.

THE COMPANY’S HISTORY"

The Company was registered on June 28, 2007, based on the
decision of the sole founder - JSC RAO UES of Russia (Decree No.
192r of JSC RAO UES of Russia dated June 22, 2007).

Later, the Management Board of JSC RAO UES of Russia, acting as
an extraordinary General Meeting of Shareholders of IDGC of the
South (Minutes No. 1795pr/6 dated December 25, 2007), as well
as General Meetings of Shareholders of five distribution grid
companies (DGC): 0JSC Astrakhanenergo, OJSC Volgogradenergo,
0JSC Kubanenergo, 0JSC Rostovenergo, OJSC Kalmenergo
resolved to reorganise the companies by merging DGCs to IDGC of
the South.

On March 31, 2008, records were made in the Uniform State
Register of Legal Entities on winding-up four out of five DGCs
affiliated to the Company (0JSC Astrakhanenergo, 0JSC
Volgogradenergo, OJSC Rostovenergo, and 0JSC Kalmenergo).

Since this moment, the Company has been acting as a unified
operator.

In relation to OJSC Kubanenergo, the Company acted as the sole
executive body until December 1, 2010.

From September 20, 2014 to March 14, 2019 (in accordance with
the terms of the agreement on the transfer of powers of the sole
executive body of OJSC Donenergo to the Managing Company),
the Company acted as the sole executive body with respect to JSC
Donenergo.

OnJune 19, 2015, by the decision of the Annual General Meeting

of Shareholders of the Company, the Company was renamed into

Interregional Distribution Grid Company of the South, Public Joint
Stock Company.

IDGC of the South, which holds a dominant position in the
electricity transmission services market in the Southern Federal
District, is currently a part of the ROSSETI Group of Companies,
one of the largest infrastructure companies in Russia, controlling
about 70% of the domestic distribution grid complex in the
regions.

1. Milestones and dates of the power industry reforms are described in detail on the Company’s corporate website in the section “Reform”http://mrsk-yuga.ru/o-

kompanii/reformirovanie/.
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Company'’s Structure

As of December 31, 2018, the Company has in place the organisation structure approved by the Board of Directors on June 9, 2017.

COMPANY’S BRANCHES'

Branch Location
Astrakhanenergo Astrakhan
Volgogradenergo Volgograd
Kalmenergo Elista
Kubanenergo2 Krasnodar
Rostovenergo Rostov-on-Don

Assigning the status of the Guaranteeing Supplier

Based on Order No. 1139 of the Ministry of Energy of the Russian The level of cash payments in the electricity retail market

Federation dated November 30, 2017 “On Appointment of the in 2018 was 84.7% against the target of 96.1%. An 11.9%
Territorial Grid Organisation as the Guaranteeing Supplier”, underperformance was caused by poor payment discipline of the
IDGC of the South executed functions of the guaranteeing utilities consumers in Elista.

supplier in Elista (the Republic of Kalmykia) in 2018. The status of

the guaranteeing Supp“er was assigned on January 1’ 2018. In 2018, the wholesale market cost of electricity and power
Kalmenergo's proceeds from electricity sales in 2018 totalled purchase was RUB 375.865 mn (excl.VAT), with sales -

RUB 847.3 mn. In 2018, it supplied 163.905 mn kWh of electricity ~ RUB 4.329 mn, the balance was RUB 371.536 mn. The average
to Elista retail market, including 162.671 mn kWh of electricity purchase rate in 2018 was RUB 1,877.94 per MWh. The level of
under power supply contracts. A total of 91.501 mn kWh was liability payments in the wholesale electricity market (WEM)
supplied to households and equivalent consumer categories, and in 2018 totalled 100%.

1.235 mn kWh - under sales contracts.

As the guaranteeing supplier, Kalmenergo serves

1,969 consumers, among them legal entities, private
entrepreneurs and persons carrying on a trade or business, as
well as 36,887 consumers related to the Households category.

1. Established by the resolution of the Board of Directors on January 11, 2008 (Minutes No. 6/2008 dated January 16, 2008), available on the Company’s website
athttp://www.mrsk-yuga.ru/korporativnoe-upravlenie/resheniya-soveta-direktorov/. All branches of IDGC of the South, except for Kubanenergo, has been acting since
March 31, 2008.

2. The branch of IDGC of the South - Kubanenergo is not engaged in operating activities.



THE RECONSTRUCTION OF
POWER GRIDS

mm OF THE REPUBLIC
OF KALMYKIA

In 2018, within the first stage of reconstruction of 110 kV overhead line «Elista Zapadnaya —
Elista Vostochnaya» onto the area of 1.5 km older wooden pillars were completely replaced
into the metal ones, regarding worn-out insulators, coupling fittings, steal and aluminium
wire and lightning-grounding wire. As a result of the reconstruction, the reliability of the
power supply to the capital of the Republic of Kalmykia and adjacent areas will increase.
The project plan provides its complete reconstruction of the network with its total length of
12.6 km in 2023.

In connection with the active development of individual residential construction, the
residential area almost came close to the security zone of high-voltage lines, which posed a
threat to life and health of people and complicated the regular maintenance of the line, and
repairs scheduled. Within the reconstruction, the air line will be taken out of the residential
area.

Financing of these projects amounted to above 30 million rubles. The widespread
introduction of smart metering is the first and necessary step within the framework of the
project «Digital Information 2030». Obtaining full control over the metering of electricity,
its quality, its volume of consumption, the network company receives the ability to control
parametres, load distribution, operational decision-making. The installation of «smart
meters» is free and profitable for a consumer. The responsibility regarding maintenance of
metering device remains with the company, consumers are free from these charges. The
consumer receives a display itself and is enabled to analyze and to optimize the energy
costs, is enabled to program the meter for multi-tariff accounting and to pay for energy
consumed at night, which is charged much cheaper, there will be not need to spend time on
transferring readings to the power sales company, the «smart grid» will transfer such data
itself




next up

STRATEGIC
REPORT

"



IDGC of the South PJSC | ANNUAL REPORT 2018

Strategic Report

Statement by the Chairman of the Board of Directors

Dear shareholders, partners and colleagues,

2018 has been a successful and effective for IDGC of the South:
we were able not only to maintain a strong upwards trend across
all core business areas, but also form a strong basis for further
growth.

By the end of 2018, the Company’s profit totalled RUB 1.12 bn
with a 3.39% increase of capitalisation up to RUB 3.7 bn. Apart
from higher profit, the Company managed to significantly cut loan
service costs: the average weighted interest rate of the loan
portfolio decreased from 8.91 to 8.2% per annum. Thus,

RUB 252 mn were saved.

Starting from the end of 2017, the prices of shares have been
persistently growing: in September 2018 the share value maxed
at RUB 0.08.

It should be noted that according to the Moscow Exchange, the
growth in the share value by the end of Q1 2019 exceeded 50%
as compared to the reporting period. The maximum value of over
RUB 0.09 per one share was recorded in March 2019.

Considering the assessment results of the corporate governance
activities in 2018, the Russian Institute of Directors confirmed
NRCG 6++ rating (Good Corporate Governance Practice) of IDGC of
the South as per the National Rating of Corporate Governance.

Sustainable performance generates a predictable interest among
Investment Banking professionals. Analysts from major
investment companies - Uralsib Management Company, RUSS-
INVEST Investment Company and Sova Capital Ltd. visited IDGC
of the South in November 2018. The experts reviewed the
Investment Programme progress results, the Innovation
Development and Power Grid Facility Renovation Plans, strategies
for transition to construction of digital substations and digital
active-adaptive grids.

Based on 2018 performance, the Company also significantly
improved its key operating results. Thus, the average duration of
process upsets across all IDGC of the South’s branches decreased
by 14.6% year-on-year to less than two hours. Number of faults
went down by 4.6%.

Last year, the Company launched the digital transformation of the
regional energy systems. This will provide the customers with
improved power supply and additional services, and the
shareholders - with a higher earnings on the Company’s shares.

In 2018, significant work has traditionally been implemented in
terms of ensuring high quality of working conditions, care for the
health and well-being of employees. IDGC of the South provides
insurance and housing support for personnel, implements
motivational projects to attract and retain personnel, conducts
fitness and health recreational activities, develops mass sports,
providing access to sports infrastructure.

High professionalism of employees, focus on development,
commitment to achieving maximum results are the basis for the
progressive growth and sustainability of the Company, which is
responsible for the comfortable life of millions of people in the
regions of the Southern Federal District.

| express my sincere gratitude to shareholders and partners for
their support and trust. The Company has ambitious goals that we
together can achieve with maximum efficiency.

0. Sergeeva
Chairman of the Board of Directors, IDGC of the South
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Statement by the General Director

Dear shareholders,

The year of 2018 was intensive and profitable for IDGC of the
South. Our specialists actively participated in interregional and
international events. Among them the FIFA World Cup that was
held in two cities within our operation’s regions, professional
trainings and occupational skills competitions, assistance to
colleagues from other regions.

In H1, during preparation of the power grid infrastructure for the
FIFA World Cup, IDGC of the South put into operation new
substations, overhead and cable power transmission lines and
trained its personnel, so that nobody felt uncomfortable and fans
could fully enjoy the game during the Cup. All the events were
held at a high level of proficiency. Just after the World Cup,
ROSSETI Group of Companies sent its specialists to the All-
Russian training of power engineers that was held in Dagestan.
126 specialists of IDGC of the South took part in this training
during the period from July 20 to August 19. During this time,
they outperformed the plan by 112-121%. The personnel gained
a unique experience in preparation, cooperation, online decision-
making, simultaneous performance of a large amount of work.

Young Professionals, the first ROSSETI Corporate Occupational
Skills Championship, was held in September in Rostov-on-Don in
line with the WorldSkills procedure. The Company’s specialists
showed a high level in each of three categories and got on the
podium. A large-scale training was organised at the year-end in
Kalmykia as part of the power grid complex preparation for the
autumn and winter period. In general, the year results proved that
professionals of IDGC of the South were able and ready to
successfully solve the most sophisticated and immense
challenges.

Those activities did not hinder the employees from completing
their core production objectives. All the scheduled activities and
programmes were fully executed, the energy complex in the
regional footprint was timely prepared for the autumn and winter
loads. Specialists of the Company’s branches overhauled

45 transformers, over 3.2 thous. switchgears, 16 thous. km of
overhead power transmission lines (PTL) during the preparation
for the autumn and winter period. Over 1.2 thous. hectares of PTL
buffer zones were cleared from trees and shrubs. The total repair
programme costs in 2018 exceeded RUB 1.5 bn.

In 2018, under the Investment Programme, IDGC of the South
commissioned 545 km of PTL (152% vs target) and 52 MVA of
transformer capacity (238% vs target). Total capital investments
exceeded RUB 2 bn or 125% of the approved Investment
Programme. Throughout this Investment Programme, fixed assets
worth RUB 2.2 bn or 116% of the target were commissioned as
well. The overrun of target values was driven by the Company’s
commitments to build facilities providing a connection to IDGC of
the South’s power grids in all covered regions. Since the
beginning of the year, power engineers have constructed power
grid facilities worth a total of RUB 288 mn (171 km of PTLs) and
commissioned nine MVA of transformer capacity just to connect
the subsidised category consumers.

All activities meet the criteria of the 2030 Digital
Transformation Programme. Conceptually, the development of the
digital grid technology comprises three main stages:
1. development of the metering, communication and
automation systems;
2. automation of control systems;
3. creation of artificial intelligence and new control algorithms.

Currently, the Company is actively completing the first stage
tasks — 102.9 thous. smart meters were installed over the past
year under the energy services contracts. Installation of
automated electricity metering systems under the energy services
contracts allowed IDGC of the South to save over 41.5 mn kWh

in 2018. A total of over 130 thous. smart meters have been
already installed across IDGC of the South’s operations area. All
the meters installed are united into a shared system of electric
power fiscal and technical metering.
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In accordance with the Innovation Development Programme
through to 2020, IDGC of the South’s branches plan to deliver
pilot projects for the establishment of active-adaptive smart grids
and digital substations in their operation areas, in particular,
110/35/6 kV Elshanskaya substation in the Volgograd Region and
110/10 kV Yubilejnaya substation in the Astrakhan Region.

Recruitment and training of the personnel for the new power
industry constitute one of the critical tasks in the process of
power grid infrastructure digitisation. IDGC of the South signed
agreements with higher and secondary educational institutions
related to the electrical power industry for subject-oriented
training of employees (Platov South-Russian State Polytechnic
University (NPI), Don State Technical University, Volzhsk Branch of
Moscow Power Engineering Institute, Azov-Black Sea Vocational
School, etc.).

Based on the 2018 performance results, the volume of grid power
delivered to consumers and to allied TGOs within the balance and
operational responsibility boundaries was 24,647 mn kWh, - 2.7%
year-on-year. IDGC of the South reduced losses in the power grids
by 61.8 mn kWh, exceeding the target by 0.23%. Electricity loss
rate amounted to 9.8% in 2018. The key drivers are activities
aimed at the improvement of metering systems, optimisation of
power grid operating modes, phase balancing of loads,
replacement of power grid equipment, power grid disaggregation,
installation of self-supporting insulated wires (SIW). All these
activities enable to prevent, detect, and terminate illegal access
to the grid and attempts to change the meter readings. In the
reporting year, 4.4 thous. actual instances of off-the-meter and
non-contractual consumption in total volume of over 218 mn kWh
were terminated in IDGC of the South’s operations area. Bearing
in mind that the embezzlement of energy resources is also a
problem of insufficient awareness and the influence of
stereotypes, IDGC of the South launched a PR campaign to
prevent illegal consumption of electricity. It involves informative,
educational, provocative, and motivating messages. In addition to
distributing the informative and visual content, the Company
thoroughly analysed Internet search results and contextual
advertising. In this case, the priority information targeting was
set to regional loss areas in the branches. Search engine

optimisation (SEQO) on the corporate website and project
resources helped to drive the websites distributing information
about the electricity stealing out of first lines of regional search
results in Yandex and Google systems. Over 14 thous. users
interested in stealing electrical power were taken to the
Programme resources and website topic pages. In 2018, the
project involved over 11.5 mn people through social networks. In
general, the campaign resulted in an increase in audience
involvement and a change in sentiment of the comments to
thematic posts in social networks.

IDGC of the South’s focus is still on the customers and their
needs. Online services of the Company cover nearly all of its
business areas. The Company simplified the grid connection
registration procedure to make the power grid infrastructure more
accessible. Now, the procedure can be implemented via a User
Account on the corporate website without visiting the Company’s
office. This option is popular among small and medium-sized
enterprises: about 93% of their grid connection applications are
submitted via user accounts. Apart from that, the applicant can
sign a power supply contract simultaneously with applying for the
grid connection without visiting the energy sales company. For
those consumers who are more accustomed to contacting offices,
in addition to IDGC of the South Service Offices, there is an
opportunity to submit an application for grid connection to the
regional Multifunctional Centres. Thus, the Company ensures
maximum service accessibility. In September, IDGC of the South
launched the Light Country portal, where the population can
report online on the troubles encountered. All messages are
processed by ROSSETI’s centralised unified moderation service
and subsequently forwarded directly to the specialists of the
Company. The response period is eight working days from the
moment of publication. During this time either the problem will
be fixed or the applicant will receive an answer indicating the
time required for addressing the issue.

Next few years are the period of mainstreaming the digital
projects. The first projects will be completed in 2019. The
Company counts on the achievement of expected economic
benefits and higher key performance indicators. We hope that the
obtained results and progress over the past few years enable us
to rely on the loyalty of IDGC of the South’s shareholders.

B. Ebzeev
Chairman of the Management Board, General Director, IDGC of the
South
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Key Performance Indicators

The key performance indicators set for the Company’s General Director were based on:
> par 15.1, Article 15 of the Articles of Association of IDGC of the South, PISC;
> the Resolution of the Company’s Board of Directors dated April 6,2017 (Minutes No.226/2017 dated April 10, 2017).

According to the specified Board’s Resolution, the KPIs were established in 2018 (their target values were set by the Resolution of the
Board of Directors dated July 16,2018, Minutes No.280/2018 dated July 18, 2018).

QUARTERLY KPIS
Indicator Results achieved 2018 target Results achieved
in 2017 in 2018
Consolidated operating profit (EBITDA) 10-8.1 For Q1, six months, and nine months of the 10-78.6
20-19.7 reporting year - = 0%; 20-123.0
for year - > 3%
30-19.7
40 - 816
Consolidated net debt / EBITDA 10-10.3 For Q1, six months, and nine months of the 10-3.0
20-89 reporting year * 3.7%; 20-31
for year - <3.3%
30-6.6
4Q-37
Planned measures taken to reduce accounts 10 - 108.8 >100.0% 10 - 163.0
receivable of S&As 20 - 170.6 2Q - 100.4
30-1101
4Q - 1516
No growth in major incidents No growth No growth 1Q - no growth
2Q - no growth
No growth of the number of victims No growth No growth 1Q - no growth
of accidents 2Q - no growth
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BUSINESS MODEL

ASSETS

INSTALLED CAPACITY

24,046.7 MVA

35-220 kV SS - 18,723.2 MVA
6-10(35)/0.4 kV SS - 5,323.5 MVA

OVERHEAD LINES
LENGTH
ON ROUTE LENGTH

155,897.99 km

CABLE LINES
LENGTH

2,577.06 km

AVERAGE
HEADCOUNT

13,599 employees

ACTIVITIES

POWER TRANSMISSION

REVENUE

34,928

Electric power supply

27,326.0 mn kVh

Power loss — 9,8 %

ELECTRICITY SALES

RUB mn

847

Function guaranteeing supplier in the
territory of the Republic of Kalmykia
in the city of Elista:

1,969 consumers

legal entities, entrepreneurs and citizens involved
commercial activities and 36,3887
consumers belonging to the group “population”

GRID CONNECTION

RUB mn

380

Number of technological connections

13,628

(90,6% of contracts concluded)

OTHER ACTIVITIES

EEl
S
B

238

RUB mn

Urban lighting maintenance services, etc.

RUB mn
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The Company conducts its core activities under the conditions of natural
monopoly with government regulation of electricity transmission tariffs and grid
connection rates, as well as the provision of consumers with non-discriminatory
access to power grids.

TOTAL

56,594

RUB MN

NVB

35,570. RUB mn
(own 18,769 RUB mn)

Market share of NVB for electricity
transmission services

82.92%

EBITDA

6,668 RUB mn

Net profit

RUB 1.12 bn (RAS)

ALL
STAKEHOLDERS

PARTNERS

Reliability of services

0.23

EMPLOYEES

The ratio of the actual costs of training
personnel to the payroll during the
accounting year amounted to

0.7 %

GOVERNMENT
Tax deductions

367 RUB mn

INVESTORS

Consolidated net debt / EBITDA
3.1

SHAREHOLDERS
Dividends (IFRS)
373.7 RUB mn

ENVIRONMENTAL PROGRAMMES
19,318 RUB thousand
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ANNUAL KPIS

Indicator Results achieved in 2017 2018 target

Consolidated net cash flow, RUB mn -1,594.2 >(-459.0)

Reduction of unit operating expenses (costs), % 9.4 22.0

Increase of utilisation of power supply capacity Done Done

Electrical losses, % 9.63 <10.03

Reduction of unit investment costs 0.87 <1.00

Increase in labour productivity, % 4.51 >2.00

Innovation performance, % 107 >90

Compliance with the commissioning schedule, % 121 290

Compliance with grid connection time-frames 1.0 <11

Reliability of services provided 0.23 <1.00
Considering the time limits and procedure for preparing reports The Company tied up the KPIs with the amount of variable
and statements used to calculate the KPIs, actual KPI values for remuneration paid to managers: each indicator was assigned a
Q3 and Q4 2018 and Y2018 have not been drawn up and relative share of the remuneration paid. Quarter and annual
approved by the Company’s Board of Directors at the time the bonuses are paid out only if the relevant KPIs have been

Annual Report was prepared (KPIs for Q1 and Q2 of the reporting achieved.
year were achieved).

For 2018 KPIs vs 2017 KPlIs refer to the tables.

THE INITIATIVES TO REDUCE TARIFFS

THE MOST RELEVANT ISSUES REGARDING HIGH TARIFFS IN ROSTOV REGION. HIGH TARIFF FOR INDUSTRIAL
CONSUMERS IS THE DIRECT CONSEQUENCE OF RESTRAINING THE GROWTH RATE FOR THE POPULATION WITHIN
SEVERAL YEARS. TO BALANCE THESE TARIFFS, THE REGIONAL TARIFF SERVICE WILL HAVE TO DETERMINE THE
DECREASE OF CROSS-SUBSIDIZATION AND THE ANNUAL PHASED REDISTRIBUTION RATES DUE TO THE HIGHER

GROWTH WITHIN THE MEDIUM AND LOW VOLTAGE LEVELS. ANOTHER RESOURCE FOR POSITIVE CHANGING AND
INCREASING THE COMPETITIVENESS OF REGIONAL PRODUCTS IS THE AUDIT OF A LARGE NUMBER OF
TERRITORIAL GRID COMPANIES. TODAY IN THE ROSTOV REGION THERE ARE 40 TGCS (TERRITORIAL GRID
COMPANIES), AND THE PROPORTION OF THEIR EXPENDITURES EXCEEDS SIGNIFICANTLY THE PERFORMANCE OF
THE ROSTOV BRANCH IDGC OF SOUTH. WITHIN THE STRUCTURE OF THE FINAL TARIFF FOR CONSUMERS, THE
SHARE OF IDGC OF SOUTH IS SET AS 14 % TO 17% ONLY REGARDING DIFFERENT VOLTAGE LEVELS.
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Strategy and Development Prospects

In accordance with target benchmarks given in the Strategy for
Development of the Power Grid Complex of the Russian
Federation approved by the Decree No.511-r of the Government
of the Russian Federation dated April 3,2013 and to improve the
operating and investment performance, IDGC of the South aims at
addressing the following top-priority tasks:

> The reduction of inflation-adjusted operating expenses per
unit of electrical equipment servicing against the actual level
of 2012. By the end of 2018, the relevant reduction of unit
operating expenses totalled RUB 1,467.3 mn or 21.55% in
comparable conditions of 2012.

> The reduction of unit operating expenses pursuant to directive
No0.2303p-P13 of the Government of the Russian Federation
dated April 16,2015. The Company’s unit operating expenses
were actually reduced by 5.7% year-on-year (vs target of 2%) or
RUB 233 mn in comparable conditions of 2017.

In the reporting year, the Board of Directors made no decisions

concerning the determination of focus operation areas. IDGC of

the South continued with its efforts in the following focus areas

specified by the Board of Directors!:

> applicability of recommendations on the management of
intellectual property rights;

> certification of equipment, materials, and systems at the
Company’s facilities;

> provision of the energy infrastructure accessibility and high-
quality connection to the Company’s power grids;

> improvement of the Internal Control and Risk Management
Systems, development of the internal audit function;

> delegation of the Sole Executive Body powers of JSC
Donenergo to the Company.

Key development areas of IDGC of the South are as follows:
> customer-oriented policy and higher availability of the power
grid infrastructure;

> coordination of the concluding procedure and supervision over
the execution of agreements between administrative
authorities of constituent entities of the Russian Federation
within ROSSETI and the Company’s area of responsibility;

> assessment of grids expansion topology and forecasting of the
power and electricity demand;

> efficient planning of the power grid expansion through the
lens of the socio-economic trending and alternations in land
use planning of regions;

> renovation and retrofitting of the power industry facilities;

> new construction of power grid facilities;

> energy efficiency and energy saving.

IDGC of the South has materialised and continuously updates an
Interactive map of 35-110 kV substations capacities to pursue a
unified approach to prospective expansion and regional planning
issues and to deliver on SME investment projects. The Interactive
map is a geographical map indicating the information about
existing main substations and their coverage areas, loading level
of power grid equipment, and scheduled renovation and new
construction stages. The main substation loading is visualised
through mandatory information disclosure forms corresponding
to Standards of Information Disclosure for Wholesale and Retail
Electricity Market Players approved by Decree No.24 of the
Government of the Russian Federation dated

January 21, 2004 (the latest version).

Since 2017, the Company has been constantly sending
informational letters to applicants having maximum power
receiver capacity of at least 5 MW to report on the availability of
the Interactive map that allows the election of the optimal facility
location. The data on the loading of the main substations of
allied territorial grid organisations (TGO) are fee-free published
and updated on the interactive maps posted on the corporate
website.

1. The detailed progress results of IDGC of the South in the focus areas are given in Section “Activities of the Company’s Board of Directors in 2018 herein.
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EXPANDING POWER GRID COMPLEX IN
THE COMPANY'S OPERATIONS AREA

IDGC of the South’s footprint comprises four regional coordination

bodies overseeing the elaboration of 5-year schemes and

programmes for power industry prospective development in the

constituent entities of the Russian Federation:

> the Ministry for Industry, Transport, and Natural Resources of
the Astrakhan Region;

> the Committee for Housing, Utilities, Fuel, and Energy Complex
of the Volgograd Region;

> the Ministry of Housing, Utilities, and Energy of the Republic of
Kalmykia;

> the Ministry of Industry and Energy of the Rostov Region.

In order to synchronise the prospective development schemes
and programmes with the Company’s Investment Programme,
IDGC of the South established working teams for working-out the
former (hereinafter - working teams). These teams hold regular
meetings and discuss the regional planning progress in Russian
regions, location of the power grid complex facilities and power
industry 5-year development programme. Employees of both
IDGC of the South and the Company’s branches are involved in
activities of the regional coordination bodies. The branches of
IDGC of the South forward annual letters to executive authorities
of a constituent entity of the Russian Federation to report on the
confirmation of, or change in, the membership of a respective
working team.

In 2018, the Company prepared and approved the following 5-

year schemes and programmes for power industry prospective

development in the constituent entities of the Russian

Federation:

> Scheme and programme of power industry development in the
Astrakhan Region for 2019-2023 (approved by Order No.282-R
of the Governor of the Astrakhan Region dated April 26, 2018);

> Scheme and programme of power industry development in the
Volgograd Region for 2018-2022 (approved by Decree No0.333
of the Governor of the Volgograd Region dated April 28, 2018);

> Scheme and programme of power industry development in the
Republic of Kalmykia for 2019-2023 (approved by Order
No.75-rg of the Head of the Republic of Kalmykia dated
April 28,2018);

> Scheme and programme of power industry prospective
development in the Rostov Region for 2018-2022 (approved
by Order No.104 of the Governor of the Rostov Region dated
April 28,2018).

STRATEGIC PARTNERSHIPS

Boris Ebzeev, General Director of IDGC of the South, and Andrey
Bocharoy, the Governor of the Volgograd Region, discussed the
areas of cooperation between the power grid company and
regional authorities. including the power grid complex
prospective expansion and the Investment Programme progress,
tariff aspects and participation of IDGC of the South in social
projects.

The Company hosted a delegation from the major South Korean
energy company. Boris Ebzeev, General Director of

IDGC of the South, gave a tour for foreign colleagues around a
R22 substation. The visitors had a look at advanced technologies
of the largest power grid company in Southern Russia.

Power engineers from the Volgograd branch of IDGC of the South
shared their experience in winter operations with Italian
colleagues. TERNA S.p.A. specialists, the monopolist of the Italian
power grid market, got interested in the Russian’ experience in
operation of innovative early icing detection systems and devices
for ice melting on 35-220 kV OHL wires and cables.

During a business meeting, Sergey Morozov, the interim Governor
of the Astrakhan Region and Boris Ebzeev, General Director of
IDGC of the South, explored the issued of cooperation under
IDGC of the South projects, renovation and digitisation of the
regional power grid complex. Another matter discussed was the
long-term tariff setting.

Within the framework of the Russian Investment Forum in Sochi,
IDGC of the South signed an agreement with the Don State
Technical University for training specialists to pursue the strategic
goals of the energy industry digitisation. This agreement
constituted a continuation of the parties’ cooperation. The rapid
development of new technologies, integration of digital
substations and smart grids, new work standards impose new
requirements to the training of engineers for the Southern

Russia power industry.
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Investment Activities
PROGRESS FOR 2018 INVESTMENT PROGRAMME'
2018 INVESTMENT PROGRAMME PARAMETERS BY BRANCH
Branch of IDGC of the CAPEX, RUB mn Fixed assets commissioned, RUB mn Financing, RUB mn Capacity
South (excl. VAT) (excl. VAT) (incl. VAT) commissioned
MVA km
Astrakhanenergo 412 394 507 17 207
Volgogradenergo 454 341 284 6 24
Kalmenergo 62 92 76 2 59
Kubanenergo 1 1 2
Rostovenergo 1,142 1,391 1,244 27 256
Executive office 3 0 0
Total 2,075 2,219 2,112 52 545

MAJOR INVESTMENT PROJECTS

Reconstruction of 110 kV PTL in the left-bank area of Rostov-
on-Don under the motor road bed aligned with the bridge
crossing on Voroshilovskogo Prospect

The line reconstruction allowed the implementation of the urban
planning concepts, uninterruptible power supply of the central
and left-bank areas of Rostov-on-Don, including infrastructure
facilities of the newly erected Rostov Arena Stadium. The
Regional Department of the State Construction Supervision
Service for the Rostov Region inspected the facility and issued
resolution N0.01.002.2390-2018 on the compliance of the capital
facility being reconstructed with requirements of technical rules,
other laws, and regulations, design and estimate documentation.
The resolution was approved by Order No.38/GSN/1753 dated
April 13,2018. Rostov-on-Don Architecture and Urban
Development Department granted the commissioning permit
No0.61-310-916509-2018 dated June 29, 2018. The facility was
commissioned.

Reconstruction of 110 kV Elista-Zapadnaya — Elista-
Vostochnaya OHL and 35 kV Elista-Zapadnaya — Elista Poultry
Plant OHL with removal from Elista dwellings zone (approximate
length — 15 km)

The project ensured the reliable power supply of Elista residents.
The Lower Volga Office of the Federal Service for Ecological,
Technological and Nuclear Supervision (Rostekhnadzor) inspected
the facility and issued the commissioning permit No.5 dated
December 6,2018. The State Construction Supervision
Inspectorate for the Republic of Kalmykia also inspected the
facility and issued the resolution on the compliance of the
reconstructed capital facility with the requirements of technical
rules, other laws, and regulations and design documentation. The
resolution was approved by Order No.320-P of the State
Construction Supervision Inspectorate dated December 21, 2018.
Elista city authorities granted the facility commissioning permit
No.08-RU 08301000-60-2018 dated December 29, 2018. The
facility was commissioned.

1. The Investment Programme of IDGC of the South for 2018 was approved by Order of the Ministry of Energy of Russia dated November 15, 2018.
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Investment projects for increasing the customer power supply

reliability through the use of Smart Grid technologies (reducing

average number and average duration of outages):

> All-around automation of 10 kV overhead lines by integrating
Smart Grids in the Petrovvalsky RPG, PD Kamyshin Power Grids
of IDGC of the South’s branch - Volgogradenergo (first and
second start-up stages).

> All-around automation of 10 kV overhead lines by integrating
Smart Grids in the Chaltyrsky RPG, PD South-Western Power
Grids of IDGC of the South’s branch - Rostovenergo. The
facility was commissioned.

CAPEX FINANCING STRUCTURE, %
3 6

B Grid connection
Il Retrofitting and Upgrading
47 Other new construction
Other projects

44

CAPEX FINANCING STRUCTURE, RUB MN (INCL. VAT)

Investment projects aimed at creation of a safe information

technologies sphere for power grid facilities involved in power

supply of the FIFA World Cup infrastructure in 2018:

> Reconstruction of R-5, R-7, R-8, R-10, R-12, R-17, R-22, R-24, A-
1, NG-5, T-24, R-11, and R-13 substations, dispatch control
centres of PD Central Power Grids and GCC at Rostovenergo as
regards the organisation of the information security system for
the automated process control system and automated process
management system, the Rostov Region (15 items) (para 256.1
of the FIFA World Cup 2018 Preparation Programme). The
facility was commissioned.

> Reconstruction of Tsentralnaya, Vileiskaya, Aeroport,
Sovetskaya, Sportivnaya, Olimpijskaya, Festivalnaya,
Razgulyaevskaya, Sibir-gora, Krasnoslobodskaya, and
Dzerzhinskaya substations and GCC at Volgogradenergo as
regards the organisation of the information security system for
the automated process control system and automated process
management system, the Volgograd Region (12 items)
(para 249.2 of the FIFA World Cup 2018 Preparation
Programme). The facility was commissioned.

Capex item

2016 2017 2018

Total under IDGC of the South Investment Programme
Including:

2,114 3,637 2,112

grid connection 1,113 2,804 995
reconstruction, upgrading, and retrofitting 432 437 929
investment projects delivered through the schemes and programmes for the power industry prospective - 1 0
development

other new construction of grid facilities 54 69 67
purchase of land parcels for investment projects 0.02 0.00 -
other investment projects 515 326 121
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INVESTMENT PROGRAMME FINANCING BY SOURCE
21

291

B Funds received through
state-regulated tariffs

B Grid connection charge
Other

LONG-TERM INVESTMENT PROGRAMME !

545

2018 Investment Programme Results

> The average loading of transformer substations is 43.9%.

> A measure for estimating the change in the share of net

electricity supply, which is formed by electricity meters

included in the Data Acquisition and Transmission System:

for Astrakhanenergo branch - 7,001 thous. kWh or 24%;

for Rostovenergo branch - 918 thous. kWh or 1%.

System Average Interruption Duration Index A Psaidi is -0.021.

System Average Interruption Frequency Index A Psaifi is -

0.037.

> The total number of power grid connections with Capex made
by the grid organisation under the Investment Programme is
2.022 thous.

> The capacity of the electricity consumers connected totalled
220,425.1 kW.

> In 2018, independent construction monitoring covered 50% of
capital construction projects being in progress within the
Company’s Investment Programme.

Y V Y VY

The Long-Term Investment Programme for 2019-2023 envisages
the assimilation of capital investments worth of RUB 12,471 mn
(excl. VAT), financing of RUB 14,933 mn (incl. VAT), commissioning
of fixed assets worth of RUB 12,675 mn. Within the period

from 2019 through 2023, the Company plans to construct and
reconstruct 1,604 km of PTLs and commission 847 MVA of
transformer capacity.

3121
2,719
2018 2019 2020 2021 2022 2023
darT nnaH nnaH nnaH nnaH nnaH
B CAPEXspent M Financing Fixed assets commissioned, RUBmn M Fixed assets commissioned, km Fixed assets commissioned, MVA

1. The Investment Programme of IDGC of the South for 2018 and 2019-2023 was approved by Order No.11@ of the Ministry of Energy of Russia dated November 15,2018.
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Infrastructural Transformation

February

Power engineers of IDGC of the South finished the works to improve power
supply in 10 remote villages and settlements of the Salsky District, the Rostov
Region.

March

IDGC of the South transferred all Astrakhan power grids to a higher voltage
class, which significantly enhanced the quality and reliability of consumers’
power supply in Kirovsky and Sovetsky Districts of Astrakhan.

Specialists of the Volgograd branch of IDGC of the South inspected 84 power
grid facilities by means of thermal imagers. The facilities comprised 31 110 kV
substations, including those supplying power to large-scale industrial
enterprises and the major part of household consumers of the

region (Serebryakovskaya, Mikhailovskaya, Bubnovskaya-2, and Uryupinskaya),
as well as 10 distribution grid transformer substations and 43 sections of 35 kV
and above PTLs.

May

IDGC of the South finished the preparation of own infrastructure for FIFA World
Cup 2018. Within the period from 2014 to 2018, the Company constructed and
reconstructed several own power facilities for servicing the FIFA World

Cup events in Rostov-on-Don and Volgograd.

In Rostov-on-Don, power engineers built 110/10 kV Sportivnaya substation that
supplies power to Rostov Arena Stadium and reconstructed 110/10 kV AS-10
substation, with 80% of its capacity being allocated to supply power to new
Platov International Airport in Rostov. In Volgograd, the Company reconstructed
TDN substation supplying power to Volgograd Arena Stadium and 100/6 kV
Aeroport substation providing lighting and electricity for Gumrak Airport.

Specialists of the Kalmykia branch of IDGC of the South replaced oil circuit-
breakers with sulphur hexafluoride circuit-breakers to upgrade one of key
republican substations - Elista-Zapadnaya.

June

Specialists of IDGC of the South ensured reliable power supply of the FIFA World
Cup matches. Secure and uninterruptible power supply of stadiums during
matches was supervised by FIFA World Cup situation-analytical centres in the
Rostov and Volgograd branches of IDGC of the South. They worked in 24/7 mode
until the end of the championship. Operation of IDGC of the South specialists
was highly appreciated by Pavel Livinsky, General Director of ROSSETI,
representatives of the Russian Ministry of Energy, heads of the Rostov and
Volgograd Regions’ administration.

September

Specialists of the Volgograd branch of IDGC of the South repaired 6.5 km of
110 kV OHLs supplying power to facilities of the Volga-Don Shipping Canal.

In 2018, the Kalmykia branch of IDGC of the South put on the books
230 ownerless facilities in Elista, most of which are extremely worn and require
urgent repair.

The Company branch specialists repaired 33 power transformers,

2.4 thous. switchgears, 2.9 thous. km of overhead PTLs during the preparation
for the autumn and winter period. IDGC of the South formed about

630 emergency and repair crews comprising over 3 thousand people and more
than 1.5 thousand special vehicles.

October

On October 1, a new power grid company JSC VMES started its operations in
Volgograd. The joint stock company assumed all responsibilities of its
predecessor, the same-name enterprise in default, to regional consumers. As the
major creditor of the municipal enterprise, IDGC of the South suggested the
optimal solution - a bankruptcy proceeding through the transformation into a
joint-stock company with replacing the assets. Thus, the jobs were retained and
the employees enjoyed improved working conditions and social benefits. The
assets were transferred to a new organisation, with the outstanding debts left
for the predecessor.

December

During three months of the training held in Kalmykia, specialists of IDGC of the
South outperformed a 3-year plan for clearing the PTL buffer zones from trees
and shrubs by 30%. Over one thousand power industry facilities were upgraded
for the digital power grid model. The personnel practiced and mastered actual
cooperation during emergency recovery activities. IDGC of the South’s drills held
in Kalmykia involved over 270 specialists from all the Company’s branches and
85 units of equipment.

By the end of 2018, the average duration of process upsets across all IDGC of
the South’s branches decreased by 14.6% year-on-year to less than two hours.
The number of process upsets in the Company’s grids went down by 4.3%. The
greatest decrease in failure rate (by 5.3%) was achieved by the employees of the
Company’s Astrakhan and Rostov branches.
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PEAK COMMISSIONING OF NEW FACILITIES

IN 2018, THE "IDGC OF SOUTH", PJSC PUT INTO OPERATION 545 KM OF POWER LINES UNDER THE PLAN HAD
BEEN SET AS 357 KM (152 % OF PLAN) AND 52 MVA OF TRANSFORMER CAPACITY UNDER THE PLAN OF 22 MVA
(238 % OF PLAN). THE GROWTH COMPARED TO THE INDICATORS PLANNED DUE TO THE COMMITMENTS
REGARDING THE CONSTRUCTION OF FACILITIES FOR TECHNOLOGICAL CONNECTION INTO ELECTRIC GRIDS OF
IDGC OF SOUTH WITHIN ALL REGIONS WHERE THE COMPANY OPERATES. JUST TO CONNECT THE PREFERENTIAL
CATEGORY CONSUMERS, THE ENERGY DEVELOPPERS CONSTRUCTED 171 KM OF POWER SUPPLY LINES AND
INTRODUCED 9 MVA OF TRANSFORMER CAPACITY FROM THE BEGINNING OF THE YEAR. IN 2018, THE SPECIALISTS
OF "IDGC OF THE SOUTH’, PIJSC PERFORMED

THE TECHNOLOGICAL CONNECTION OF MORE THAN 130 SOCIAL FACILITIES TO THE GRID NETWORKS IN ROSTOV,
ASTRAKHAN, VOLGOGRAD REGIONS AND REPUBLIC OF KALMYKIA. AMONGST THE FACILITIES CONNECTED TO THE
POWER GRIDS OF IDGC OF SOUTH WITHIN 2018, THERE ARE MORE THAN 60 MIDWIFE AND OBSTETRIC UNITS,
MOST OF WHICH LOCATED IN ROSTOV REGION, HOSPITALS IN CHERNOYARSKY AND VOLODARSKY DISTRICTS OF
ASTRAKHAN REGION, MORE THAN 20 CHILDREN'S EDUCATIONAL ESTABLISHMENTS, HOUSES OF CULTURE AND
RURAL CLUBS WITHIN ALL REGIONS WHERE THE COMPANY OPERATES, AS WELL AS PLAYGROUNDS, LIBRARIES,
MUSEUMS AND FIRE STATIONS. ALSO, LAST YEAR, IDGC OF SOUTH IMPLEMENTED A TECHNOLOGICAL
CONNECTION OF LARGE FACILITIES - 5 SOLAR POWER PLANTS IN THE ASTRAKHAN REGION WITH THEIR TOTAL
CAPACITY OVER 100 MW, THE TRACTION SUBSTATIONS IN ROSTOV REGION (ABOVE 230 MW), PROVIDED THE
INCREASE OF THE GENERATED POWER OF THE ROSTOV CHP-2 AND THE CENTRAL BOILER-HOUSE IN ROSTOV-ON-
DON. IN THE LAST YEAR MARCH, THE SPECIALISTS OF IDGC OF SOUTH IMPLEMENTED TECHNOLOGICAL
CONNECTION OF "ROSTOV-ARENA" STADIUM, THE CONNECTED CAPACITY WAS 14 MW.
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THE ICE
MELTING

ONTO OVERHEAD

mm POWER LINES

Last winter was a serious challenge for IDGC of the South specialists. Compared to
the previous autumn-winter period, the number of icing and frost deposits on power
transmission lines has significantly increased. Providing reliable power supply to
consumers in the 6 kV network and above, the specialists of IDGC of the South this
winter held 226 ice melts, which is 43.9% more than in the same period of 201/-2018.

The southern climate with sharp temperature changes and high humidity in winter period
causes ice on the wires and ground wires.

In the early detection of ice deposits system of IDGC of the South on the 35-220 kV
overhead lines, there are more than 85 posts of control over ice deposits on the wires.

It allows a real-time monitoring of the icy conditions in the area. By measuring the wire
mass, air temperature and wind force, the system shows a detailed picture of the effects
of adverse weather conditions on the operation of lines.

Timely detection of ice formation on wires and ground wires, warming and melting ice
deposits eliminate the danger of wire breakage under the weight of ice and ensures
reliable operation of power facilities.

When melting problem areas, the network pass large currents that heat the wires
and ground wires, and as a result, the built up ice melts and crumbles.

The most challenging was December, when the number of heats exceeded one hundred,
which is two times more than in December 2017. Most often ice deposits were melted

on lines located in the Zavetinsky, Krasnosulinsky and Remontna districts of the Rostov
Region and the Petrovvalsky District of the Volgograd Region, where the diameter

of deposits reached 45 mm.

In total, IDGC of the South has equipped over 320 110-220 kV lines and over 350 35 kV
lines with ice melting schemes.
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Operating results

Electricity transmission activities

ELECTRICITY DELIVERED FROM THE GRID BY THE BRANCHES OF IDGC OF THE SOUTH IN 2018

Branch Electricity Electricity delivered from the grid to consumers and Change, Electricity losses

the i balance and aperational responsiility bundare, ®mniwh % Change,

kWh mn kWh P-P-

Astrakhanenergo 3,448.7 2,843.1 0.1 605.7 17.56 -0.06

Volgogradenergo 9,083.2 8,363.0 -8.0 720.2 7.93 0.37

Kalmenergo 748.4 598.7 25.6 149.7 20.00 -2.13

Rostovenergo 14,045.6 12,842.2 -0.7 1,203.4 8.57 -0.30

Total for IDGC of 27,326.0 24,646.9 -27 2,679.0 9.80 -0.05
the South

ELECTRICITY DELIVERED FROM THE GRID BY THE
BRANCHES OF IDGC OF THE SOUTH IN 2018

3,4487
Astrakhanenergo
2,843,1
Volgogradenergo 9,083.2
” ’ 8,363.0

Kal 748.4
almenergo 5987

Rostovenergo 14,045.6
’ 12,842.2

B Electricity delivered M Electricity delivered from the grid to consumers and
to the grid, allied territorial grid organisations (TGOs) within
mn kWh balance and operational responsibility boundaries,
mn kWh

On the basis of IDGC of the South activity results, in 2018 the
volume of grid power delivered to consumers and to allied TGOs
within the balance and operational responsibility boundaries was
24,647 mn kWh, which is lower vs 2017 by 694 mn kWh (or 2.7%)
year-on-year (25,341 mn kWh in 2017).

In 2018, at Astrakhanenergo branch, the volume of grid power
delivered to consumers and to allied TGOs within the balance and
operational responsibility boundaries was 2,843.1 mn kWh, which
is higher by 2.6 mn kWh (or 0.1%) year-on-year (2,840.5 mn kWh
in 2017). The change is insignificant.

In 2018, at Volgogradenergo branch, the volume of grid power
delivered to consumers and to allied TGOs within the balance and
operational responsibility boundaries was 8,363.0 mn kWh, which
is lower by 723.3 mn kWh (or 8%) year-on-year (9,086.3 mn kWh
in 2017). The decrease was mostly attributable to the termination
of the last mile model since July 1, 2017, in the Rostov Region in
line with Clause 9, Art. 8 of Federal Law No.35-FZ On Electric
Power Industry dated March 26, 2003 (excluded volume of

73%4.8 mn kWh).

In 2018, at Kalmenergo branch, the volume of grid power
delivered to consumers and to allied TGOs within the balance and
operational responsibility boundaries was 598.7 mn kWh, which
is higher by 121.9 mn kWh (or 25.6%) year-on-year (476.7 mn
kWh in 2017). Increase in power delivery is mainly due to

130.1 mn kWh growth in power consumption by TransneftEnergy,
Caspian Pipeline Consortium-R.

In 2018, at Rostovenergo branch, the volume of grid power
delivered to consumers and to allied TGOs within the balance and
operational responsibility boundaries was 12,842.2 mn kWh,
which is lower by 95.6 mn kWh (or 0.7%) year-on-year (12,937.8
mn kWh in 2017). The decrease was mostly attributable to the
termination of the last mile business model since July 1, 2017, in
the Rostov Regions in line with Art. 8,9, of Federal Law No.35-FZ
On Electric Power Industry dated March 26, 2003 (excluded
volume of 325 mn kWh).
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DYNAMICS OF POWER TRANSMISSION SERVICES PROVIDED IN 2017-2018
POWER TRANSMISSION SERVICES PROVIDED
Branch 2017 2018 Change
mn kWh RUB mn mn kWh RUB mn mn kWh RUB mn %
Astrakhanenergo 2,790.2 4,979.1 2,745.4 5,136.2 -44.8 1571 -1.6
Volgogradenergo 8,998.3 10,684.1 8,281.1 10,778.7 -717.2 94.6 -8.0
Kalmenergo 476.7 1,188.7 598.7 1,435.3 1219 246.6 25.6
Rostovenergo 12,749.4 17,107.8 12,684.9 18,108.2 -64.6 1,000.3 -0.5
Total for IDGC of the South 25,014.6 33,959.7 24,310.0 35,458.3 -704.6 1,498.6 -2.8

Note. The information for 2017-2018 includes the internal electricity sales.

As of the end of 2018, IDGC of the South provided the electricity
in the amount of 24,310 mn kWh, including the internal
electricity sales, representing a year-on-year decrease of

705 mn kWh (2.8%) (25,015 mn kWh in 2017). The decrease was
mostly attributable to the termination of the last mile business
model since July 1, 2017, in the Volgograd and Rostov Regions in
line with Clause Clause 9, Art. 8 of the Federal Law On Electric
Power Industry No.35-FZ dated March 26, 2003.

Termination of the last mile business model in the Volgograd and
Rostov Regions and the exception of grid connection of
consumers, who did not renew their agreements (Russian
Railways, Volzhskaya Kuznitsa, LUKOIL-
Volgogradneftepererabotka, etc.), resulted in a decline of the
relative electricity losses.

In 2018, Astrakhanenergo reduced its electricity losses by

2.1 mn kWh year-on-year, including a decrease of non-technical
losses by 12.8 mn kWh. The electricity losses rate reduced by
0.06 p. p. in comparable terms of electricity delivered to the grid,
including a scope under the last mile contract terminated in
2018.

Electricity losses of Volgogradenergo grew by 0.37 p.p in
comparable terms. The rise in losses was driven by the reduction
in volumes under off-the-meter supply acts included in the net
delivery, and by higher transit flows to Rostovenergo.

Actual electricity losses in Kalmenergo’s power grids amounted to
20% of total electricity delivered to the grid. The loss rate
decreased by 2.13 p.p in comparable terms.

Rostovenergo showed a year-on-year decrease in losses by

0.3 p.p. in comparable terms of electricity delivered to the grid,
including the volume under the last mile contract terminated in
2018 (325.1 mn kWh).
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REDUCING ENERGY LOSSES

IDGC of the South on the priority basis implements the
comprehensive measures aimed at optimising (reducing) the level
of losses.

In 2017, due to these measures, the total savings in reducing the
electrical energy losses amounted to 281 mn kWh worth a total
of RUB 706.7 mn.

Over 12 months of 2018, the Company held the following

measures to reduce the electricity losses in its power grids:

> organisational measures (taking readings and checking
electricity meters, raids to detect off-the-meter electricity
consumption, optimisation of power grids operation modes,
phase load balancing, etc.) - the volume of electricity savings
amounted to 227 mn kWh (81.1% of total result of the
Programme to reduce electricity losses);

> technical measures (the repair programme procedures: power
grid equipment replacement, disaggregation of the power grid,
replacement of branches to incoming lines, installation of self-
supporting insulated wire (SIW) - the volume of electricity
savings amounted to 1.7 mn kWh (0.6% of total result of the
Programme to reduce electricity losses);

> updating the electricity metering system (construction of
the automated electricity metering system, installation of
communal (building-level) meters at incoming lines to
apartment buildings, installation of high-voltage meters,
electricity accounting meters and consumers’ electricity meters,
etc.) - the volume of electricity savings amounted to
51 mn kWh (18.3% of total result of the Programme to reduce
electricity losses).

In 2018, IDGC of the South automated 164.6 thous. points of
metering (142.4% of the target).

Since July 20 to August 19, 126 specialists of IDGC of the South
have taken part in the all-Russian training of power engineers in
Dagestan. They replaced 382 damaged PTL towers, installed

26 km of self-supporting insulated wires instead of bare wires,
1.5 thous. smart meters and over 200 data collection and
transmission devices. The work plan for specialists of

IDGC of the South was delivered by 112-121%.

In 2018, IDGC of the South reduced losses in the power grids by
61.8 mn kWh, exceeding the target by 0.23%. Electricity loss rate
amounted to 9.8% in 2018.

In the reporting year, specialists of IDGC of the South intercepted
over 4.4 thous. deeds of off-the-meter and non-contractual
electricity consumption in total volume of above 218 mn kWh.

In 2018, on the initiative of IDGC of the South, 168 websites and
online shops were blocked and excluded from the unified register
of internet resources for the distribution of information on
electricity theft ways and sales of tampered electricity meters,
which is forbidden in Russia.

In 2018, the Company installed the intelligent electricity
metering systems, thereby saving over 41.5 mn kWh,

102.9 thous. smart meters (50 thous. smart meters are planned to
be installed in 2019) under the energy services contracts.

OFF-THE-METER AND NON-CONTRACTUAL
ELECTRICITY CONSUMPTION OF ELECTRICITY AT THE
TERRITORY OF IDGC OF THE SOUTH IN 2018

7% B Consumers of the
Astrakhan Region
100.15 mn kWh

B Consumers of the
Volgograd Region
81.47 mn kWh
Consumers of the
Republic of Kalmykia
21.38 mn kWh
Consumers of the
Rostov Region
15.09 mn kWh

10 %

46 %

37%
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Grid connection

Under Decree No.147-r of the Government of the Russian
Federation dated January 31, 2017, IDGC of the South
implemented the Grid Connection target model in each covered
regions in cooperation with regional executive authorities to
simplify business processes and enhance the investment appeal
of the Russian Federation constituent entities.

In 2018, the Company arranged:

> Roadmap activities on the implementation of the target model
with the grid organisation as a responsible party, and the
submission of branches’ quarterly reports to the regional
executive bodies;

> Interaction with the regional executive bodies to take the
necessary measures on implementing indicators of the
roadmaps, achievement of which target indicators are under
the responsibility of relevant ministries and municipal entities.

With a view to reaching the indicators of the Grid Connection
target model, the Company developed and approved the order On
Grid Connections of Doing Business Applicants. In the reporting
year, the Company fulfilled 90 contracts for grid connection of
Doing Business applicants. Rostovenergo provided power supply
to 46 such enterprises, Astrakhanenergo connected 21 consumers,
Kalmenergo and Volgogradenergo provided grid connection of 12
small business enterprises each.

Over 130 socially significant facilities with a total capacity of

above 3.8 MW were connected to the distribution grid of

IDGC of the South in 2018. Among them:

> Remontnaya (Dubovsky District), Kolodezi (Millerovsky District),
Kuteynikovo (Chertkovsky District) traction substations of
Russian Railways (Rostov Region) - the required capacity was
57 MW; increase in power output of Rostov TPP-2 and
the Central Boiler House of Rostov-on-Don;

> Rostov Arena stadium with 14 MW connected capacity;

> the waste recycling plant in Volgograd’s satellite town -
Volzhsky, which will recycle up to 450 thous. tonnes of wastes
a year and consume 1 MW of power;

> five solar power stations in the Astrakhan Region with a total
capacity of above 100 MW;

> the kindergarten for 260 children in Sanatorny residential
complex in the Volgograd’s Kirovsky District with the
connected capacity of 280 kW;

> the grain warehouse in the Volgograd’s Leninsky District,
warehouses of oil and gas equipment manufacturer.

Financial
Review

Corporate
governance

Appendices

TRENDS IN DEMAND FOR GRID CONNECTION?

2,308,919

1,731,818
457,144 444,562

19,371

I 15,050

2018

17,570

I 13,757

2017

M Signed contracts, pcs
Total capacity, kW

B Applications accepted, pcs
M Total capacity, kW

STRUCTURE OF GRID CONNECTION APPLICATIONS IN
2018

B Astrakhanenergo

B Volgogradenergo
Kalmenergo
Rostovenergo

45% 36%

4% 16%

STRUCTURE OF SIGNED GRID CONNECTIONS
CONTRACTS IN 2018, %

46 36

B Astrakhanenergo
B Volgogradenergo
Kalmenergo
Rostovenergo

1. The data include generating facilities without temporary grid connections.
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GRID CONNECTION CONTRACTS COMPLETED IN
2018, %

B Astrakhanenergo
Il Volgogradenergo
Kalmenergo
Rostovenergo

47%

14%

4%

DYNAMICS OF CONSUMERS’ GRID CONNECTIONS,
PCS

25000
21,078
19979 18,986 19,371
20000 17,033 17,234 17,570
' 16,288
15,700
14,095 15,050
15000 — @— U750 13,757
10000
5000

977 1514 1024 419 984

2013 2014 2015 2016 2017 2018

Contracts executed
Contracts terminated

B Applications filed (total)
B Contracts concluded

CATEGORIES OF APPLICANTS, NUMBER OF
APPLICATIONS, %

2 3

Bl Upto 15 kW
W Upto15kwW
Over 15 to 150 kW
From 150 to 670 kW
B 670 kW and above

DYNAMICS OF CONSUMERS’ GRID CONNECTION, MW

2500 2,309—
2,144
A_se
2000 1,6.97/ \l\'.\]j.g’.,z/
1500
1000
630 579
o34 Lb4 457
500
445
136 58 43 43 47 28
2013 2014 2015 2016 2017 2018

Contracts executed
Contracts terminated

B Applications filed (total)
B Contracts concluded

STRUCTURE OF GRID CONNECTION APPLICATIONS BY BUSINESS CATEGORIES

Category of applicants Applications
Quantity For capacity

pcs % kW %

Individuals Up to 15 kW 13,710 71 143,686 6
Small Business Up to 15 kW 2,891 15 24,223 1
Over 15 to 150 kW 1,838 9 131,372 6

Medium business From 150 to 670 kW 392 2 120,280 5
Large business 670 kW and above 540 3 1,889,357 82
Total 19,371 100 2,308,919 100
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STRUCTURE OF SUBMITTED APPLICATIONS FOR GRID CONNECTION BY INDUSTRIES
Sector of the national economy Quantity
pcs kW
Individuals 13,710 143,686
Agriculture, hunting, forestry, fishery, fish farming 350 138,118
Extraction of mineral resources 13 6,808
Processing industries 356 236,736
Production and distribution of electricity, gas and water; air conditioning 16 740,345
(35.11. Electricity Generation and Subsections)
Production and distribution of electricity, gas and water; air conditioning (35.12.1. Power Transmission and 13 7,934
35.13. Electricity Transmission and Distribution)
Production and distribution of electricity, gas and water; air conditioning (others) 46 23,801
Construction 118 60,496
Wholesale and retail trade; repair of motor vehicles and bikes 338 94,889
Transportation and storage 280 158,667
Information and communications 270 16,251
Education 99 3,011
Health care and social services 33 2,618
Other 3,729 675,559
19,371 2,308,919

Total, including individuals

By the end of 2018, IDGC of the South connected 13,628 consumers to the grid for the total capacity of 575,118 kW.
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Consolidation of power grid assets

Description of principles for working on consolidation of power
grid assets and interaction with territorial power grid
organisations

In 2018, the Company was involved in interaction on decision-

making on purchase/using of power grid facilities owned by third

parties in line with the Provision on activities of the Commission

on grid assets consolidation and procedure of the power grid

facilities purchasing (appendix to Order No.60 of IDGC of the

South dated January 30, 2018). The Company’s competence and

responsibility concerning consolidation of power grid assets are

distributed as follows:

> The Commission on power grid assets consolidation of IDGC of
the South acting on a regular basis considers and makes
decisions on consolidation of power grid assets located within
IDGC of the South’s operation area. Members of the
Commission are determined by General Director’s Order (IDGC
of the South’s Order No.327 dated June 14, 2011 (No.525 as
amended on July 31, 2018);

> study groups on consolidation of grid assets in IDGC of the
South’s branches - Astrakhanenergo, Volgogradenergo,
Kalmenergo, and Rostovenergo - preliminarily consider the
issues on purchasing/assuming ownership over grad assets
located in the branch’s operation area. The members of study
groups are approved by the Order of Deputy General Director
- Branch Director;

> the grid assets consolidation department of the Executive
Office Property management ensures the overall coordination
of the activities of the Company’s branch business units on
consolidation issues, organises the Commission’s meetings on
consolidation of IDGC of the South’s grid assets (three staffing
positions deals with consolidation issues);

> structural unit of the Company’s branch, which is responsible
for issues relating to property management - the property
management department (at IDGC of the South’s branches:
Astrakhanenergo, Volgogradenergo, Rostovenergo, and
Kalmenergo) deals with consolidation issues (four staffing
positions);

> structural units of the executive office, Company’s branches
that participate in considering, agreeing on the grid facilities
acquisition (technical departments, electricity transmission
services departments, economy and finance departments,
tariff-setting departments, investment departments, legal
support, grid connection and security departments).

With a view to consolidating the grid assets of territorial grid
organisations (TGOs), they were proposed to hand over their
electric grid assets under the management of IDGC of the South.
Besides, proposals were made to hold meetings with owners of
power facilities. IDGC of the South campaigns to increase
awareness in the covered regions, including the creation of news
topics and reporting on activities of IDGC of the South on the
reliable power supply to consumers, successful disaster recovery
at in-house and third-party grid facilities, advantages of
Company’s grid connection for consumers, supplementary
services.

The Company regularly monitors the TGO’s official websites
concerning availability of relevant disclosures according to the
Standard for Information Disclosure by the Power Wholesale and
Retail Market Players (Decree No. 24 of the Russian Federation
Government dated January 21, 2004).

As part of consolidation efforts, in 2018 Astrakhanenergo branch
of IDGC of the South signed the lease contract with

MUE Blagoustroennii Gorod within Narimanov Municipal Entity
(formerly known as MUE Electroseti within Narimanov Municipal
Entity).

In 2018, the study group on power grid asset consolidation of
Volgogradenergo branch of IDGC of the South and Commission
on power grid asset consolidation reviewed the projects on
consolidation of power grid facilities owned by the following
TGOs: FSBI Volgo-Don, LLC Selmash Trade; another decision taken
pertains to the acquisition of 100% of PJSC VMES shares.

With a view to consolidating the power grid assets of territorial
grid organisations, Rostovenergo branch of IDGC of the South
proposed to hand over their power grid assets under the
management of IDGC of the South. Besides, proposals were made
to hold meetings with owners of power facilities. Based on the
results of assessment of investment value of TGO’s assets,
Rostovenergo branch calculated the cost-effectiveness and
reviewed an issue on the grid asset consolidation
advisability/inadvisability at a meeting of the study group on the
branch’s power grid assets consolidation.

Kalmenergo branch of IDGC of the South covered the entire
market (100%) in its region.

The Company implemented the agreements on consolidating the
power grid assets signed with executive government bodies of the
constituent entities of the Russian Federation and other power
authorities.

The government of the Astrakhan Region approved Decree

No. 180-Pr dated May 25, 2017 “On the Roadmap for
improvement the reliability of power supply for consumers of the
Astrakhan Region by proper maintenance and operation of power
grid complexes of municipal entities of the Astrakhan Region and
ownerless power grid facilities of the Astrakhan Region”.

Pursuant to the Decree of the Governor of the Rostov Region and
the Strategy for Development of the Power Grid Complex of the
Russian Federation approved by Decree No. 511-r of the
Government of the Russian Federation dated April 3, 2013, in
order to organise the management process in the field of power
supply, to resolve the issues on power grids operation, to improve
the quality and reliability of power supply for consumers, the
Deputy Governor of the Rostov Region, V. Krupin approved a
roadmap for consolidation of power grids in the Rostov Region.
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Over the reporting period, there were no agreements between the
Volgogradenergo branch of IDGC of the South and the executive
government bodies of the Volgograd Region, as well as the local
government bodies on consolidation of power grid facilities. In
line with the requirements of the Volgograd Region’s laws

No. 223-0D dated December 28, 2015 and No. 187-OD dated
December 26, 2014, the powers of the local government body for
organisation of power supply in the municipal entities and cities
of regional importance of the Volgograd region are exercised by
the government executive bodies authorised by the Governor of
the Volgograd Region. According to the information of the
Committee for Housing, Utilities, Fuel, and Energy Complex of the
Volgograd Region, the grid complex facilities are transferred on
the basis of operational management to the State Budgetary
Institution of the Volgograd Region “Volgograd Centre of Energy
Efficiency.

Kalmenergo branch of IDGC of the South sent a letter to the
Government of the Republic of Kalmykia proposing the creation
of a collegial executive body to resolve issues on consolidation of
the power grid assets of the republican and municipal property by
the Company, ownerless power grid facilities located in the
Republic of Kalmykia.

At the same time, the branch continued to cooperate with
authorities of Elista on issues of consolidation, under the
agreement dated June 21, 2017, on implementation the measures
providing for the reliable power supply for consumers connected
to ownerless power grid facilities.

Additionally, the meetings were held to review the mechanism
and conditions of consolidation of the power grid property leased
by the branch, which is a municipal property of Iki-Burulsky,
Troitsky and Bolshetsarynsky rural municipal entities.

Interaction with owners or other legal holders of power grid
facilities that do not meet the criterion for power grid facility
owners being assigned to territorial grid organisations approved
by Decree No. 184 of the Russian Federation Government dated
February 28, 2015, in terms of transfer of functions for managing
the power grid assets.

Pursuing the objectives aimed to improve reliability of consumer
power supply, increase the market share, increase the grid
complex controllability, IDGC of the South regularly engages with
power grid owners, which do not comply with the criteria for
inclusion of the grid facility owners to the territorial grid
organisations, with the view to the power grid assets
consolidation in the Company.

In 2018, in line with letter No. AN-9414/09 of the Ministry of
Energy of the Russian Federation dated August 25, 2017 “On joint
recommendations on the procedure for transferring of power grid
facilities of Gardeners' Non-commercial Partnership to the TGO’s
balance book”, by Order No. 534 of ROSSETI, PJSC, dated October
3, 2017 “On Approval of Methodical Guidelines for consolidation
of power grid facilities owned by horticultural, market gardening,
dacha (country house) non-commercial associations of the
citizens”, the Company was involved in continuous cooperation
and consultation with representatives of gardeners' non-
commercial partnerships on a donation of the power grid assets
to the Company.
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MONITORING OF VOLUMES OF POWER GRID ASSET CONSOLIDATION

POWER GRID ASSET CONSOLIDATED FOR THE PERIOD

Name of IDGC/DGC (branch of IDGC, DGC and S&A of IDGC) 2016 2017 2018

MVA km c.u. MVA km  cu. MVA km c.u.
IDGC of the South, PISC 195.57 1,082.88 57777 105.81 304.042 1489 1885 480.0 4,070.0
Grid facilities acquired 89.06 749.393 4,186.3 0 9.6 18 0.50 4.06 19.72
Grid facilities in operating lease 66.87 159.142 509.6 65.81 110.742 360 129.43 159.706 1,973.747
Other (permanent rights of ownership and use) 0 0 0 0 8.7 18 9.273 119.503 338.612
Other (temporary rights of ownership and use) 39.64 174.345 1081.8 40 175 1093 49.14 19996  1,740.48
Astrakhanenergo branch 91.7 174345 11574 93 175 1176 1704 299.7 3,626.7
Grid facilities acquired 0 0 0 0 0 0 0.50 4.06 19.72
Grid facilities in operating lease 52.06 0 75.6 53 0 83 116.2 35.356 1,676.23
Other (permanent rights of ownership and use) 0 0 0 0 0 0 4413 63.54 192.79
Other (temporary rights of ownership and use) 39.64 174.345 1,081.8 40 175 1093 49.14 19996  1,740.48
Kalmenergo branch 100.87 858.535 4,459.3 12.81 109.142 275.0 145 152912 370.529
Grid facilities acquired 88.06 749.393 4,184.3 0 0 0 0 0 0
Grid facilities in operating lease 12.81 109.142 2750 1281 109.142 2750 13.23 122.79%4 295.187
Other (permanent rights of ownership and use) 0 0 0 0 0 0 1.27 30.118 75.342
Other (temporary rights of ownership and use) 0 0 0 0 0 0 0 0 0
Rostovenergo branch 3 50 161 0 19.9 38 3.59 27401 72.81
Grid facilities acquired 1 0 2 0 9.6 18 0 0 0
Grid facilities in operating lease 2 50 159 0 1.6 2 0 1.556 2.33
Other (permanent rights of ownership and use) 0 0 0 0 8.7 18 359  25.845 70.48
Other (temporary rights of ownership and use) 0 0 0 0 0 0 0 0 0
Volgogradenergo branch 0 0 0 0 0 0 0 0 0
Grid facilities acquired 0 0 0 0 0 0 0 0 0
Grid facilities in operating lease 0 0 0 0 0 0 0 0 0
Other (permanent rights of ownership and use) 0 0 0 0 0 0 0 0 0
Other (temporary rights of ownership and use) 0 0 0 0 0 0 0 0 0

IDGC of the South acted as the Sole Executive Body of Donenergo under the Agreement on the delegation of powers of the Sole
Executive Body of Donenergo to the managing company from September 20, 2014.

POWER GRID ASSET CONSOLIDATED BY DONENERGO.

Name of IDGC/DGC (branch of IDGC, DGC and S&A of IDGC) 2016 2017 2018

MVA km c.l MVA km C. MVA km C.l

Grid facilities acquired

Grid facilities in operating lease

Other (permanent rights of ownership and use)

o|lo|lo|o
o|lo|lo|o
o|lo|lo|o|fF
o|lo|lo|o
o|lo|lo|o
o|lo|lo|lo|F
o|lo|lo|o
o|lo|lo|o
o|lo|lo|lo|F

Other (temporary rights of ownership and use)
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Estimation of the share of the power distribution grid complex
subsidiaries in the required gross revenue (hereinafter - RGR) of
IDGC of the South regions over the last three years, the change
drivers 1

MARKET SHARE BY RGR FOR ELECTRICITY
TRANSMISSION SERVICES FOR 2017

14.87 %

B IDGC of the South
[l Other TGOs

85.13%

In 2017, RGR for the operation of IDGC of the South amounted to

RUB 29,223.73 mn, for the operation of TGOs - RUB 5,104.85 mn.

MARKET SHARE BY RGR FOR ELECTRICITY
TRANSMISSION SERVICES FOR 2018

17.08 %

Il IDGC of the South
[l Other TGOs

8292%

In 2017, RGR for the operation of IDGC of the South amounted to

RUB 30,336.83 mn, for the operation of TGOs - RUB 6,250.84 mn.

MARKET SHARE BY RGR FOR ELECTRICITY
TRANSMISSION SERVICES FOR 2019

3223%

Il IDGC of the South
[l Other TGOs

67.77 %

The Company plans that RGR for the operation of
IDGC of the South in 2019 will be RUB 25,757.27 mn, for the
operation of TGOs - RUB 12,250.31 mn.

The reasons behind the decline in the share of IDGC of the South

in 2019 are as follows:

> the expiry of the management agreement with Donenergo;

> escalation of costs of PISC FGC UES’s services in TGO grids
(+RUB 55.3 mn);

> entry of new TGOs in the region (+RUB 155.7 mn): LLC
Energoservice (+RUB 26.6 mn), LLC MES (+RUB 14.6 mn), LLC
TESK (+RUB 12.1 mn), LLC YuSK (+RUB 10.8 mn), and LLC
YugStriyMontazh (+RUB 91.6 mn);

> increase in the number of equipment maintained at operating
TGOs, including results of the previous operation (shortage of
revenue);

> growth in costs for services of some TGOs. The fastest growth
was observed at MUE Gorelektroset in Astrakhan on the back
of the increased number of nominal units of purchased
electrical equipment and at LLC Gazpromenergo due to the
reforming of this enterprise and change of the share of this
TGO services.

As part of consolidation efforts, in 2018 Astrakhanenergo branch
of IDGC of the South signed the lease contract with

MUE Blagoustroennii Gorod within Narimanov Municipal Entity
(formerly known as MUE Electroseti within Narimanov Municipal
Entity).

In 2018, the Company reviewed the consolidation projects for
power facilities of the following TGOs: FSBI Volgo-Don, LLC
Selmash Trade; another decision taken pertains to the acquisition
of 100% of PJSC VMES shares. Rostovenergo branch of

IDGC of the South calculated the cost-effectiveness and reviewed
an issue on the consolidation feasibility at a meeting of the study
group on the branch’s power grid assets consolidation.

Kalmenergo branch covers the entire market (100%) in its region.

Pursuing the objectives aimed to improve reliability of consumer
power supply, increase the market share, increase the grid
complex controllability, IDGC of the South regularly engages with
power grid owners, which do not comply with the criteria for
inclusion of the grid facility owners to the territorial grid
organisations, with the view to the power grid assets
consolidation in the Company. In 2018, the Company was
involved in continuous cooperation and consultation with
representatives of gardeners' non-commercial partnerships on a
donation of the power grid assets to the Company.

In 2018, IDGC of the South acted as the Sole Executive Body of
Donenergo under the Agreement on the delegation of powers of
the Sole Executive Body of Donenergo to the managing company
from September 20, 2014.

1. To calculate the indicator “Share in regional RGR’, the information defined in resolutions of single-pot tariffs on the adoption of uniform (boiler) tariffs for electricity
transmission services approved by the Government executive bodies of the constituent entities of the Russian Federation in the field of state tariff regulation.
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Energy Saving and Energy Efficiency Measures

In 2018, SGS Vostok Limited held the recertification audit of the

energy management system in the executive office and

Company’s branches for the compliance with the international

standard 1SO 50001:2011 Energy management systems.

Requirements and directions for use. The audit results confirmed
the compliance of IDGC of the South energy management system
with the international standard ISO 50001:2011 and allowed

getting the certificate of conformity RU15/81841707.
ACHIEVING TARGETS OF THE ENERGY SAVING AND ENERGY EFFICIENCY PROGRAMME

The following targets were adopted in accordance with the
energy saving and energy efficiency programme for 2017-2022:
> electricity losses on transmission and distribution grids;

> consumption of energy resources for business needs.

Indicator Target in 2018 Actual in 2018
Electricity losses, share of electricity delivered to grid, % 10.03 9.8
Consumption of resources for utility needs, RUB mn (excl.VAT) 280 270
Saving, mn kWh 326 277
Saving, thous. tce 37,645 33,409
Saving value, including costs, RUB mn 832 699

POWER CONSUMPTION STRUCTURE

Indicator Total power consumption, 2018 Total energy usage reducing, J
target

Physical indicator GJ Actual in Actual in Actual in Actual in Target in

2015 2016 2017 2018 2020

Fuel, thous. L 7,587.56 257 0.84 3.37 3.85 4.28 5.38

Electricity, 57.13 201 0.22 3.52 0.39 0.69 3.08
mn kWh

Heat, GCal 15,577.67 65.4 0.008 0.44 2.72 0.42 0.4

Cooling - - - - - - -

Steam - - - - - - -
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Increased reliability of the power system
INDICATORS OF THE REPAIR PROGRAMME OF IDGC OF THE SOUTH
Repair 2013 2014 2015 2016 2017 2018
Overhaul of overhead lines, km 14,471.6 14,776.0 14,1417 13,844.4 13,890.2 16,002.0
Overhead line right-of-way tree clearing, Ha 262.90 1,054.70 1,050.60 1,181.60 1,135.73 1,277.00
Overhaul of transformers and autotransformers, pcs 41 38 39 41 46 45
Overhaul of switching devices, pcs 3,977 3,604 4,264 4410 4,125 3,254
Repair campaign, RUB mn 781.8 1,419.7 1,397.6 1,533.2 1,515.3 1,551.0

ENERGY SAVING AND ENERGY EFFICIENCY INITIATIVES (2018 PROJECTS)

Name

Description

Technology shift

Installation of LED lighting systems

Equipment Replacement of electrical heaters at the facilities with radiant ones

conversion or

upgrading

Change in Training of the branches’ employees on Basic knowledge of the requirements of the International Standard ISO 50001.

employees’ behaviour

Energy Management System. Requirements and directions for use.

Internal audits of the energy management system in line with the approved schedule and Standard ISM 80380011-IA/F-

5300 049-2015

Operational changes

Optimisation of external lighting control by developing and introducing the lighting switching on/off schedule for the

on-site territories.
Reduction of the heating load in buildings or premises in non-working periods
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IT advances

In October 2018, the Board of Directors of IDGC of the South
approved the Policy of ROSSETI on Information Technologies,
Automation and Telecommunication (ITT Policy) as the Company’s
internal document. The ITT Policy and 2030 Digital
Transformation Concept set the principal objectives of the
Company’s information technologies development, strategic
initiatives, trends of technological and organisational changes.
Such transformation is aimed to improve reliability, efficiency,
quality and availability of electricity transmission and grid
connection services and to establish a new infrastructure for
optimal energy transfer between power industry facilities in the
region.

The following stages are defined to achieve the set targets in the

development of the ITT Policy:

> Digital Transformation up to 2030;

> measures on cybersecurity provision, information security
system development;

> introduction of the corporate information systems of electricity
metering and transmission services management and
production assets management;

> introduction and development of the corporate centralised
information systems;

> introduction and development of the financial and business

operations;

optimisation and development of the ITT-infrastructure;

development of the automated process control systems;

development of the telecommunications;

optimisation of the ITT business-processes.

Y VY VY VY

Implementation of the ITT Policy in 2018

In 2018, branches of IDGC of the South arranged own and leased
data transmission digital channels for 31 facilities.

Also, under the Programme on upgrading and expansion of the
data acquisition and transmission system (DATS) in 2018, the
branches of IDGC of the South introduced the remote control at
110 kV substations: Chernozemelskaya, B-8, and VAPTF. The
Company also upgraded the telemetering equipment of

110 kV substations: Opytnaya, Kuzmichi, BT-1, and T-24. Now,
these facilities comply with the grid operator requirements to
control of the power system in the electrotechnical mode.

The Company provides transmission of minimum scope of remote
signalling and remote information (via any communication
channels, within the range of total warning alarm signalling from
the substations) from 330 substations of 110 kV voltage when
implementing the measures to improve observability.

IDGC of the South introduced remote control of three 6-
10 kV distribution points.

For Football World Cup 2018, the Company upgraded 110 kV
substations: AS-10 (Rostovenergo) and TND (Volgogradenergo). A
new substation, Sportivnaya, was built using the latest SCADA
technologies to cover the needs of Rostov Arena stadium. The
mentioned substations acquired and transmitted consolidated
telemetric information to SCADA Situational and Analytical
Centre of the Ministry of Energy of the Russian Federation. A
common data warehouse was created in Rostovenergo and
Volgogradenergo branches to ensure data exchange during the
2018 Football World Cup.

Power supply systems of 10 communication centres were
retrofitted to improve the reliability of telemetry and
communication means.

The Company connected six remote hubs of the regions of power
grids (RPG) to the corporate data exchange network of

IDGC of the South through the Internet using encryption
mechanisms. These initiatives allow online access to the
Company’s corporate and technological information systems
without the need to visit a RPG or a production facility.

In 2018, IDGC of the South and Rostovenergo undertook the
extensive efforts within the local area network of the Company’s
Executive Office.

The Company connected the Volodarsk RPG building to the LAN

and put a redundant communication channel to the
Pravoberezhny RPG into operation.

Consumer service offices of Tsentralny, Zaboldinsky, and
Privolzhsky RPGs were also connected to the LAN.

IDGC of the South completed the first stage of connection of
Volgogradenergo RPG sections to the corporate data resources.

The Company established a communication channel and
configurated data transfer connection of JSC VMES to the
centralised data resources of IDGC of the South.

The Company provided five base Wi-Fi rebroadcasting and
reception stations to connect the Training Centre to the LAN for
holding technical (process) meetings and training at the training
and production facilities.
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ITT development plans

IDGC of the South defined a grids development vector with regard

to the digitalisation for 2018-2030. In 2019, the key areas of IT

development are:

> customer orientation of the Company;

> introduction of the intelligent electricity metering systems;

> development of the production asset management system
(PAMS);

> creation of the common information space between
the IDGC of the South and ROSSETI;

> resolution of the issues relating the software import
substitution.

The main initiatives on these objectives include the following

software development and integration stages:

> adoption of the intelligent power grid control systems on
digital technologies (Pilot projects) in line with the
2030 Digital Transformation Concept:

> continued adoption of the common corporate system based on
the 1C: Holding Management basis for needs of
IDGC of the South;

> adoption of the common HR and payroll accounting system
based on the basis of 1C: Payroll and HR Management. CORP of
the Company;

"THE LIGHT COUNTRY" PORTAL

> development of the production asset management system
modules based on the 1C: Holding Management basis;

> adoption of software and hardware of the leasehold system in
line with IFRS 16 Leases;

> adoption of Piramida-Seti software for remote acquisition and
transmission of electricity meters readings;

IDGC of the South has planned 2019 initiatives related to the

automated process control system (APCS) and

telecommunications also considering the 2030 Digital

Transformation Concept and in line with the Innovative

Development Programme of IDGC of the South:

> connection of the remote RPG sites to the Company’s corporate
information systems via the Internet using encrypted
transmission mechanisms;

> installation of LAN, relocation of network hardware, personal
computers, scanning and printing system in a new building of
Ikryaninsky RPG and in the existing buildings of Narimanovsky
and Trusovsky RPGs of Astrakhanenergo branch;

> upgrade of the LAN in the production facilities of
Volgogradenergo branch;

> taking measures to increase LAN transfer capacity at
Volgogradenergo.

"THE LIGHT COUNTRY" PORTAL WAS STARTED ONTO THE TERRITORY OF RESPONSIBILITY OF IDGC OF THE SOUTH,
PISC WITHIN ROSTOV, ASTRAKHAN, VOLGOGRAD REGIONS AND REPUBLIC OF KALMYKIA, SINCE SEPTEMBER 25,
2018. NOWTHAT, ANY USER OF THE COMPANY SERVICES IS ENABLED TO PROVIDE INFORMATION REGARDING
DIFFICULTIES ENCOUNTERED IN THE ONLINE MODE. THE MESSAGES ARE PROCESSED CENTRALLY WITHIN THE
UNIFIED MODERATION SERVICE OF "ROSSETI", PJISC AND THEN IS ADDRESSED DIRECTLY TO THE SPECIALISTS.
EIGHT WORKING DAYS ARE PROVIDED FOR THE REPLY FROM THE DATE OF PUBLICATION: WITHIN THIS TERM,
EITHER THE PROBLEM WILL BE RESOLVED, OR THE COMPLAINANT WILL PROVIDE ITS ANSWER POINTING THE
TIME NEEDED TO RESOLVE THE PROBLEM ABOVE. THE MAIN REQUESTS TOPICS SUBMITTED TO THE PORTAL ARE
RELATED TO THE QUALITY OF ELECTRICITY, THE NEED FOR REPAIRING AND ELIMINATING DEFECTS OF THE

ELECTRICAL EQUIPMENT.

MOST OF THE REQUESTS IN 2018 WERE IN ROSTOV REGION. EACH REQUEST IS CONSIDERED INDIVIDUALLY, THE
NECESSARY ACTIVITIES WERE PERFORMED.

41



42

IDGC of the South PJSC | ANNUAL REPORT 2018

Procurement

Principle of procurement

Appropriate and efficient expenditure of monetary assets

Procurement transparency

Equality

Fairness

Absence of discrimination and unreasonable competition

restrictions against the procurement participants

> Respecting the corporate unity concerning the procurement
rules

> Control over the scope of powers and responsibility of the

purchasing agents

Y ¥ YV Y VY

The Company places the information on all planned and current
procurement procedures at the official website of the Unified
Information System ( www.zakupki.gov.ru ), the website of

IDGC of the South www.mrsk-yuga.ru and the Company’s digital
trading platforms.

Procurements of IDGC of the South in 2018:
> 788 procurement procedures;
> RUB 15,414 mn

IDGC of the South focuses its efforts on the improvement of
information transparency and access of participants to
procurements, including mainly electronic procurement
procedures. A share of competitive procurement via the digital
trading platforms amounted to 100%. All suppliers and
contractors are registered in the Russian Federation.

The economic effect on the outcome of the procurement
procedures in the reporting period amounted to RUB 467 mn
(incl. VAT) or 3.02% of the declared value of the competitive
purchases.

PROCUREMENTS, PCS

2018

2017

2016

2015

PURCHASING STRUCTURE BY WAY OF CONDUCTING, %

8% 2%

2%
6% ‘

0%

l Opentender

[ Public price inquiry
Open invitation to tender
Public auction

[l Procurementundera
framework agreement

Sole supplier
82%

Measures to ease SMEs access to procurements of
IDGC of the South:

> holding the Open Days events;

> establishing the minimum document package to be submitted
to the digital trading platforms in electronic form;

> monitoring the payment due dates;

> adopting the unified partnership programme for small and
medium enterprises (since March 2018).

In 2018, the Company signed contracts with SMEs through
tendering procedure for a total of RUB 2,379,818.69 thous.

(incl. VAT), i.e. 86.57% of the total volume of the procurement
procedures in value terms. The volume of only-SMEs purchases
amounted to RUB 1,007,031.73 thous. (incl. VAT), i.e. 36.63% of
the total volume of the procurement procedures in value terms
(the data are prepared as stipulated by Decree No. 1352 of the
Government of the Russian Federation dated December 11, 2014).

PURCHASING STRUCTURE BY ACTIVITIES, %

I 205.8

2,665.7

1,430.6

Y

B New construction and expansion of power grid facilities
B Reconstruction and retrofitting of power grid facilities
Energy repair (repair) production, maintenance
IT procurement
[ Other purchases
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SHARE OF SME PROCUREMENTS, %

SHARE OF PROCUREMENTS FOR SMES ONLY, RUB MN

2018 59.9 2018 4,291.7

2016 69.3

2016 WCRYA

SHARE OF PROCUREMENTS FOR SMES ONLY, %

2018 42.8

2017

2016

SHARE OF PROCUREMENTS FROM SMES, RUB MN

2018 6,005.7

2017 3,001.0

2016 3,197.4

Improving Procurement Activities

IDGC of the South has in place the Operating Efficiency
Improvement and Cost Reduction Programme for 2018-2022 to
improve procurement efficiency. The Programme includes the
measures on increasing the share of open competitive
procurements and decreasing the share of single-source
procurements.

In order to implement the Government Policy on SME Business
Development, the Company approved the programme of the
partnership between IDGC of the South and SMEs by

Order No. 172 dated March 14, 2018. This Programme sets forth
the measures aimed at searching and supporting reliable,
qualified and responsible suppliers (contractors, executors) from
among SMEs. The partnership programme specifies the
requirements to SMEs, rules and conditions of joining

the programme. By the end of 2018, 38 small enterprises joined
the partnership programme.
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Innovative Development

The Innovative Development Programme of IDGC of the South for
2016-2020 with an outlook until 2025 involves the priority trends
of the Energy Saving and Energy Efficiency Innovative
Development Policy of ROSSETIL.

The key areas of the innovative development of IDGC of the South

under the programme are as follows:

> Transition to digital substations with high voltage rating of
35-110 kV;

> Transition to digital smart grids with a distributed intellectual
automation and control system;

> Transition to integrated business processes and automation of
control systems;

> Introduction of new technology solutions and materials in
power engineering.

In 2018, the Company prepared to transition to digital smart grids
with a distributed intellectual automation and control system, to
integrated efficiency of business processes and control systems
automation, and to the introduction of new technology solutions
and materials in power engineering.

The main comprehensive innovative projects included in the Mid-
Term Plan of the ROSSETI’s Innovative Development Programme
for 2016-2020 with an outlook until 2025:

1. Delivering a project of digital smart grids in the distribution
power grid complex of Volgogradenergo, a branch

of IDGC of the South, through the integration of the Smart Grid
system. The project provides for integrated automation of 10 kV
overhead lines and main substations and for better
observability of the distribution power grids in the Petrovvalsky
RPG of PD Kamyshin Power Grids through the integration of the
Smart Grids in order to reduce such targets as the System
Average Interruption Frequency Index (SAIFI) and the System
Average Interruption Duration Index (SAIDI).

The project will enhance the reliability indices of power supply to
consumers (SAIFI, SAIDI) in 10 kV distribution power grids and
reduce time and efforts required to locate places of failure and
remove the consequences. Such result will be achieved through
the possibility of continuous monitoring of the distribution power
grids condition at all dispatch control levels, including the
information system of task-specific monitoring, forecasting and
support of the grids. This system designed within R&D initiatives
is a prospective innovative trend for on-line managerial decision-
making in an emergency in the area of the Company’s operations.

During this innovative project, the Company fully completed
construction, erection and commissioning works of the first and
second start-up stages in line with the terms of Contract
No0.34001801004490 dated June 18, 2018 signed between KEU-
Engineering LTD and Volgogradenergo.

Actual amount of funds spent for the project totalled
RUB 35.01 mn vs the target of RUB 43.54 mn.

2. Delivering a project of digital smart grids in the distribution
power grid complex of Volgogradenergo, a branch

of IDGC of the South, by adopting the Smart Grid system,
envisaging the integrated automation of 10 kV overhead lines
and main substations and better observability of the
distribution power grids in Chaltyrsky RPG, PD South-Western
Power Grids of IDGC of the South branch — Rostovenergo.

The project requires the adoption of Smart Grid to reduce such
targets as the System Average Interruption Frequency Index
(SAIFI) and the System Average Interruption Duration Index
(SAIDI).

While executing the project in 2018, the Company fully
completed FEED, construction, erection, and commissioning
stages, thus enhancing the reliability indices of power supply to
consumers (SAIFI, SAIDI) in 10 kV distribution power grids and
noticeably reducing time and efforts required to locate places of
failure and remove the consequences. Now it is possible to
monitor the distribution power grids condition at all dispatch
control levels, including the information system of task-specific
monitoring, forecasting and support of the grids. This system
designed within R&D initiatives is a prospective innovative trend
for on-line managerial decision-making in an emergency in the
area of the Company’s operations.

Actual amount of funds spent for the innovation project totalled
RUB 24.57 mn vs the target of RUB 24.85 mn

3. Installation of icing monitoring system sensors manufactured
by MIG LTD.

Industry experts highly appreciated the installed equipment
following the results of the all-Russian Competition
ENERGOPRORYYV of innovative projects and designs in the smart
electric power industry in 2014. The equipment was included in
the ROSSETI Innovative Solutions Register under with the unique
number No. 06-068-0059/1.

During the project, the Company fully completed FEED,
construction, erection and commissioning works of the first start-
up stage.

Actual amount of funds spent for the project totalled
RUB 14.06 mn vs the target of RUB 16.36 mn.

1. The programme was approved by the decision of the Company’s Board of Directors dated June 2, 2017 (Minute No. 234/2017 dated June 5, 2017); the programme is
available on the Company's website:http://mrsk-yuga.ru/korporativnoe-upravlenie/resheniya-soveta-direktorov/.
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4. Use of heat-resistant PV-0-coated covers included in the
ROSSETI Innovative Solutions Register in laying 110 kV cable
lines in the distribution power grid complex of Rostovenergo, a
branch of IDGC of the South.

In 2018, the Company laid 110 kV cable lines in the distribution
power grid complex of Rostovenergo with the extensive use of
heat-resistant covers included in the ROSSETI Innovative
Solutions Register to physically protect the 110 kV lines

from mechanical damages without thermal destruction. PV-0 coat

of the covers allows keeping cables undamaged and immediate
replacing phases in case of failure.

Actual amount of funds spent for the installation of heat-resistant

covers amounted to RUB 105 mn.

5. Pilot introduction of the innovative project on Engineering
solutions to combine standard distribution grid facilities and
charging infrastructure for electric vehicles (medium/low
voltage transformer).

In 2018, the Company completed all the construction, erection
and commissioning works under this project. The initiative is
100% completed.

Actual amount of funds spent for the project totalled
RUB 6.53 mn vs the target of RUB 6.22 mn.

TARGET AND ACTUAL EXPENSES BY INNOVATIVE DEVELOPMENT AREAS, RUB MN (EXCL. VAT)

Innovative development area Target Actual
Transition to digital substations operating at different voltages 0.00 0.00
Transition to digital smart grids with a distributed intellectual automation and control system 68.39 59.58
Transition to integrated business processes and automation of control systems 16.36 22.53
Introduction of new technology solutions and materials in power engineering 0.00 106.85
Development of the charging infrastructure for electric vehicles 6.22 6.53

Key research, development, and engineering areas (RD&E)1

> Providing reliable (uninterrupted) and stable power supply to

consumers, mitigating risks of faults in distribution power grids

(ensuring reliable operation of power grids, including erection,
adjustment, repair and maintenance of electrical equipment,
hardware and power grid protection devices).

> Reduction of material expenses for repair and maintenance
of overhead lines with minimum expenses for repair and
maintenance of the system equipment.

> Transition to digital signal transmission at all control levels of
substations.

Technical Policy and Regulatory and Engineering Provisions

In 2018, in line with the current ROSSETI’s Regulations on the
Unified Technical Policy in the Power Grid Complex approved by
the Minutes No. 252 of ROSSETI’s Board of Directors dated
February 22, 2017, the following phases of activities on title
projects were underway at IDGC of the South.

Major projects implemented in the reporting year

> Rostovenergo started the pilot operation of the instrument-
analytical complex for X-ray examination of high-voltage
circuit breakers.

> Specialists of Volgogradenergo launched the first and second
start-up stages of the Smart Grid project. Petrovvalsky

RPG proceeded with the installation of install vacuum reclosers

at its power facilities (these reclosers are special-purpose
automatic circuit breakers that are key components of the
system).

1. For the progress on RD&E programmes, see in Appendix 7.
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Integrated Management System

The following Integrated Management Systems of IDGC of the
South have been adopted and are currently in place.

1. Quality Management System

The Quality Management System is an integral part of the
Company’s overall management system and is designed to ensure
high service quality in line with the requirements of regulatory
documents, meet consumers’ needs and expectations, and satisfy
all stakeholders, including the Company’s employees,
shareholders, investors, and partners.

2. Environmental Management System

The Environmental Management System is a part of IDGC of the
South overall management system within its Environmental
Policy. It includes organisational structure, planning of activities,
allocation of responsibilities, practical work, as well as
procedures, processes and resources for development,
improvement of Environmental Policy measures and analysis of
achieved results.

AVAILABILITY OF CERTIFICATES

Certificate validity

3. Energy Management System

EnMS is a tool of the Company’s overall management system. It
serves for continuous investigation to get information on power
distribution and consumption level at the enterprise, and optimal
power consumption both for production and non-production
needs.

4. Labour Safety and Health Protection Management System

Labour Safety and Health Protection Management System is a
part of the Company’s overall management system, which allows
to manage the risks and improve the Company’s filed of labour
safety and health protection indicators.

Company’s Management Systems comply with the requirements
of ISO 9001, I1SO 50001, ISO 14001, OHSAS 18001 international
standards.

Certification authority

ISO 9001 ISO 50001 1SO 14001

OHSAS 18001

29.12.2021 19.08.2021 29.12.2021

21.03.2021 JSC SGS Vostok Limited

Note:ISO 9001 - Quality Management System;ISO 14001 - Environmental Management System; ISO 50001 - Energy Management System;OHSAS 18001 - Labour Safety and Health Protection

Management System.

Key operating results of Management Systems

> Increased reliability and stability of electricity supply.
> Enhanced safety of power supply.

> Labour safety and health protection during production activities, including reduction of total number of accidents in keeping with
Labour Safety and Environmental Protection legislative requirements.

> Enhancing the energy efficiency.
> Improving environmental safety.
> Enhancing of quality level of grid connection services.

In general, by the end of 2018 Management System demonstrated positive operating results.
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HR and Social Policy

The key objectives of IDGC of South’s HR and social policy aligned  These key objectives of the HR and social policy are achieved

with Electric Grid Development Strategy are as follows: through implementing a set of measures in the following areas:
> workforce requirements planning based on the reliable > in the field of organisational design;
information on current and projected, quantitative and > in the field of personal number management;
qualitative needs in the workforce necessary to perform the > in the field of staffing support and personnel development;
assigned tasks; > in the field of personnel performance management (personnel
> recruiting necessary skills when needed. motivation);
> ensuring the performance efficacy of the personnel, the growth > in the field of social benefits and social protection;

of labour productivity. > in the field of occupational safety and work culture.

Headcount and personnel breakdown

In 2018, IDGC of the South’s average headcount was 13,599 The average age of employees in 2018 remained at the level of
employees, up 0.1% year-on-year. This insignificant increase in 2017 and was 43. Staff turnover in 2018 stood at 4.2%. For the
the average headcount was caused by the recruiting of last three years, there is a decrease in the share of employees
production personnel at the RPGs. aged 50 years and older (-1.1 p.p.), while the share of employees
aged between 25 and 50 years is increasing (+1.4 p.p.).
DYNAMICS OF THE COMPANY’S AVERAGE HEADCOUNT Employees of IDGC of the South are characterised by a fairly high
FROM 2016 TO 2018, PERSONS level of qualification: 88% of employees have a professional

education. This figure went up 5.9 p.p. over the last three years.

2018 L INTRODUCTION OF PROFESSIONAL
2017 13,588 STANDARDS

2016 13,534 In order to introduce professional standards into the practice of
working with the staff of IDGC of the South, PISC, in the executive
office and branches of the Company established respective
working groups.

AVERAGE HEADCOUNT BY BRANCH IN 2018, % In complia'nce with 'the 'approve'd' gchedule of professional
standards introduction into activities of ROSSETI Group
59 companies (approved by ROSSETI Order No.588p dated December
30, 2016), the Company developed and approved the Regulations
16 % l Executive Office on inducting professional standards, with timely meeting its
39% H Astrakhanenergo requirements.
Volgogradenergo
Kalmenergo As part of the activities under the Regulations, 39 professional
Il Rostovenergo standards were listed as of December 31, 2018. In 2018, the
share of positions and occupations covered by the professional
standards was 49% (6,922.6 staffing positions) of the Company’s
31 % total staff perimeter.
10% As part of the efforts to ensure the compliance of IDGC of the

South’s employees with professional standards, Rostov-on-Don
Training Centre Energetic held training on professional
development programmes. Following the results of training,

The staffing level of IDGC of the South has been consistent for 1,313 employees received the certificates of Worker.

the last three years and maintained at a quite high level - not
lower than 97%.
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Personnel training and development

Training is one of the priorities of the Company’s personnel and
social policy and is governed by the Regulations on the
Professional Training, Retraining and Advanced Training of IDGC
of the South’s employees.

The share of employees who took part in off-the-job training
events in the reporting year against the average headcount is
51,4% (6,992 people), which corresponds to key target set out in
the HR and Social Policy of IDGC of the South (30%) and is

17.7 p.p. year-on-year (33.7%, or 4,572 people).

Operating personnel accounts for the bulk of trainees (89.6%, or
6,268 employees). This figure stood at 85.3% (3,898 people) in
2017.

The breakdown of trainees in administration and management,
production and auxiliary categories is given below:

BREAKDOWN OF OFF-THE-JOB TRAINEES BY
CATEGORIES, %

M Administration and
management personnel
B Production personnel
Augxiliary personnel
896 %

In 2018, Astrakhan training centre was reorganised in a form of a
merger with Rostov-on-Don Training Centre “Energetic”.
Eventually, the Astrakhan branch of Rostov-on-Don Training
Centre “Energetic” was established. The key objectives of this
project include the creation of uniform methodology and
education base, training of the personnel in line of uniform
educational standards agreed with IDGC of the South, and the
development of adaptive training forms.

In 2018, 4,919 employees (70% of the total number of trainees)
were trained, retrained and upskilled at corporate training
centres, (up 13 p.p. year-on-year). In 2017, 2,595 employees (57%
of total number of trainees) were trained at corporate training
centres.

The majority of employees involved in training activities at
corporate training centres - 95% (4,656 people) was made up of
production personnel.

Expenditures on personnel training in 2018 amounted to

RUB 49,793 thous., with RUB 30,799 thous. (61.9%) spent on
training of personnel at corporate training centres. Expenditures
on personnel training in 2017 amounted to RUB 41 297 thous.,
with RUB 21,347 thous. (51.7%) spent on training of personnel at
corporate training centres.

In the reporting year, the ratio of actual expenditures for
personnel training to the payroll budget was 0.7% compared to
the same indicator of the previous year (0.7% in 2017).
Expenditures on personnel training ensures its mandatory
training in accordance with the requirements of professional
standards and an increase in total number of trainees.

THE SHARE OF EMPLOYEES INVOLVED IN OF-THE-JOB TRAINING ACTIVITIES AND THE RATIO OF ACTUAL TRAINING COSTS

TO PAYROLL BUDGET IN 2018, %

IDGC of the South

Executive Office of
IDGC of the South

Astrakhanenergo

M Percentage of employees who have

been trained off-the-job centres

M Including on the basis of own training

Volgogradenergo Kalmenergo Rostovenergo
W Ratio of training costs

to the payroll budget
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TALENT POOL OF THE COMPANY

In order to timely meet the needs of IDGC of the South in
qualified personnel, create conditions to fully unlock employees’
potentia, the Company is taking continuous efforts to build and
expand the talent pools - management pool and youth pool.

The managerial talent pool is formed in order to ensure prompt

and high-quality meeting the Company’s needs in employees

trained to work in managerial positions:

> top managers;

> middle managers (from the level of a department head);

> managers and chief engineers of production departments and
RPGs;

> operational managers.

The Company pays special attention to the talent pool for
positions of heads of engineering and technical departments.

The main criteria to include employees in the management talent

pool are:

> high professional qualification;

> strong production performance;

> experience in certain positions;

> personal and business potential necessary for professional
development and career growth.

In 2018, the management talent pool of the Company included
836 most promising employees. As of the end of the reporting
period, the management talent pool was made up for 80.5%.

At the end of reporting year, youth talent pool of the Company
included 51 employees. Youth talent pools are formed at the level
of branches and at the Company from the number of young
specialists under the age of 35, having a high potential for
development, motivated for professional development and career
growth in the Company. The youth talent pool is updated
annually, as well as young specialists of the Company are
additionally enlisted to replace the succession candidates
assigned to higher positions and withdrawn from the talent pool.

Lists of management and youth talents pools are approved by the
Personnel and Remuneration Committee of the Company’s Board
of Directors.

Employees of the Company’s management and youth talent pools
regularly are engaged in training programmes, Russian and
regional conferences, where they get acquainted with the best
practices of electric grid companies, study new technologies, and
master more efficient techniques of operations.

In 2018, as part of the Company’s personnel training, 381
succession candidates were trained in the various areas of
operations in external educational organisations. During this
period, 22 employees from among the management talent pool
(3.1% of total headcount of the Company’s management talent
pools) were appointed to higher-ranking positions, and

22 employees rose to the target positions. 11 employees from
young talent pool were appointed to higher-ranking position
(21.6% of total headcount of the young talent pool). In 2018,
there were 437 promotions to leadership positions across
branches and at the executive office of the Company, 316
positions (72.3%) were filled from the internal pool, 108 of them
(24.7%) - from the management and young talent pools.

THE COMPANY’'S YOUTH POLICY

Within the framework of the youth policy, the Company
constantly interacts with educational institutions. The most
important focus areas in the reporting year are as follows:

Career guidance

As part of work with school children, the Company holds open
days at its facilities, a profession-oriented Olympiad and energy
classes for senior pupils and supports the #vmesteyarche and
Ticket to Future (ProyeKTOriya) Festivals.

With the aim of vocational orientation of schoolchildren,
increasing the prestige of the energy industry professions and
identifying talented young people, from 2018, ROSSETI holds at
its subsidiaries and affiliates the All-Russian Schoolchildren
Olympiad among 9th and 10th grade pupils in three subjects:
physics, mathematics and computer science. The winners of the
Olympiad gain the right to take part in Energy Project Session
supported by ROSSETI.

In 2018, 262 pupils from IDGC of the South contested in this
Olympiad. The winners were two participants, one of them took
part in ROSSETIEnergy Project Session held in Russian Children's
Centre Orlyonok. Basing on results of training session, the
participant from IDGC of the South represented the project of his
group “Proactive analysis of the technical condition of
transformers based on Big Data technologies”. This project won
the third place in semi-final of ENERGOPRORYYV, all-Russian
Competition of innovative projects and designs in electric power
engineering.

In 2018, the Mobile Energy Class was created at the branch of
DGC of South, Volgogradenergo. The purpose of this class is to
enable senior pupils and employable youth in remote rural areas
to gain in-depth knowledge and practical skills in the electric
power industry. Thanks to the Mobile Energy Class, rural youth
can undergo vocational training in a working specialty of
electrical engineering (with a state-approved certificate) and find
a job in an RPG at their place of residence. Once the training is
over, the Mobile Energy Class is disassembled and transported to
another remote area of electrical grids to train the next group of
schoolchildren.

> Organisation of production and pre-graduation practices of
students of industry-specific schools at the Power Grid
Complex facilities.

In 2018, 524 students passed production and pre-graduation
practices in divisions of IDGC of South.

Organisation of specialists target training in specialty “electric-
power engineering and electrical engineering” for the further
employment in the Company.

In the reporting year, as part of targeted intake to higher
education institutions from IDGC of the South, 78 target students
received higher education, among them 21 people were enrolled
in high school in 2018.
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Student brigades at the Company’s objects

In the reporting year, during the summer labour season, 110
students of core specialties worked at the facilities of IDGC of the
South. On the basis of performance, the members of the best
student brigage of the Company took part in the events dedicated
to the closure of the ninth labour season of ROSSETI’s student
brigades within the All-Russian Gathering of Student Brigades
(October 2018, Rostov-on-Don).

In 2018, together with Platov South-Russian State Polytechnic
University, the basic department “Smart Grids” was established. It
will provide training in the specialty 13.03.02 “Electric-power
Engineering and Electrical Engineering” (bachelor and mater
degree levels), training areas: “Relay Protection and Automation
of Power Systems”, “Electric Power Systems and Grids”, and
“Electric Stations”.

The main objective of the basis department is to provide the
Company with young professionals who are capable of servicing
digital substations. The knowledge gained will enable them to
become specialists in three areas at once: relay protection and
automation, automated process control systems, and IT
technologies.

Work with young specialists

In order to develop the potential of youth talent pools of IDGC of
the South and in the course of solving actual scientific,
engineering, managerial and other tasks encountered by the
industry and the Company, young professionals in 2018 took part
in forums and conferences of regional, industry and federal levels.

THE AMOUNT OF FUNDS ALLOCATED FOR MATERIAL ASSISTANCE TO EMPLOYEES, RUB THOUS.
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THE AMOUNT OF FUNDS ALLOCATED FOR MATERIAL ASSISTANCE TO EMPLOYEES, RUB THOUS.
Branch 2016 2017 2018
Astrakhanenergo 2,160 2,241.46 2,103
Volgogradenergo 3,809.6 4,064.7 4,480
Kalmenergo 738.67 2,009.6 1,942
Rostovenergo 4,009.01 5,462.2 5,458
Executive office 744.24 899.5 698
Total for IDGC of the South 11,461.5 14,677.46 14,681

SOCIAL POLICY

The Social Policy of the Company in 2018 was based of the
Sectoral Tariff Agreement (in the electric power industry for
2016-2018), the Collective Agreement of IDGC of the South for
2016-2018, internal regulations, rules, orders, and other local
regulations, corporate and cultural events of ROSSETI and IDGC of
the South.

The priority areas for IDGC of the South are stable social and
labour relations of co-workers facilitated by effective cooperation
with trade union organisations. Complying with the interests of
the parties to social partnership, ensuring and maintaining social
stability contributes to improving labour productivity and
competitiveness of the Company.

In order to retain qualified personnel and ensure social protection
of employees and their families, as outlined by the Collective
Agreement of IDGC of the South for 2016-2018, the Company’s
employees were given various social benefits and guarantees.
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IDGC of the South has in place the Regulation on the provision of
vouchers to recreation houses and health camps for employees.
Based on this Regulation, 762 employees and their families
received health-improving rest at the Energetik recreation centre
and 414 employees' children rested in health camps on the Black
Sea coast of Krasnodar Territory. 2018 was marked with a year-
on-year increase in the number of preferential vouchers provided
for employees and their families (by 19%), as well as for children
of employees (by 18%), which proves the improved social
protection of employees and the strong performance of the HR
and social policies of the Company. These add to employees’
motivation to work towards the achievement of the Company’s
targets, creates the positive brand image of the Company as a
social responsible organisation.

The Company pays special attention to veterans of electric power
industry. By the end of 2018, 3,062 of electric power industry
veterans and 117 veterans of the Great Patriotic War are
registered at the Company. The Coordination Council of Veterans
of the Company on a regular basis manages the activities of
veteran organisations in close
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cooperation with the HR Department of IDGC of the South, the
Councils of Young Specialists, the Coordination Council of
Veterans under the Government of the Rostov Region, the Rostov
Region Youth Policy Committee, the Centre for Patriotic Youth
Education, Veterans' organisations of cities and regions, search
parties, the command of the Southern Military District.

The Company oversees health status of veterans and their living
conditions. The Company maintains the tradition of visiting
veterans at home with congratulations and gifts dedicated to
holidays and memorials. The Company assists to veterans in
purchasing products and medicines. In 2018, financial assistance
to veterans totaled RUB 3.2 mn. payments were timed to the
Victory Day, the Power Engineer’s Day. Financial assistance is also
provided on applications of veterans being in difficult situation. In
2018, 101 veterans of the Company were able to get free
vouchers to Znanie health resort (Adler), as well as to in Energetik
recreation centre.

In order to increase the prestige of work in the Company, attract
and retain highly qualified specialists, ensure the competitive
position of the Company in the labour market, IDGC of the South
has in place the Regulation on corporate support of branches’
employees in improving housing conditions. The priority right to
receive such support is given to employees of RPGs and
production departments with key electrical engineering
specialties, young professionals aged under and including 35
years. Receivers of compensation for the improvement of housing
conditions were electricians, electrical fitters, foremen,
dispatchers of the production departments of the Company’s
branches. The maximum amount of compensation was

RUB 100 thous., the minimum amount was RUB 1.3 thous. In
total, this benefit was used by 187 employees who received
compensation in the total amount of RUB 9,913 thous.

Another important priority of IDGC of the South is stable social
and labour relations of co-workers facilitated by effective
cooperation with trade union organisations. Complying with the
interests of the parties to social partnership, ensuring and
maintaining social stability contributes to improving labour
productivity and competitiveness of the Company. Pursuant to the
collective agreement, the Company finances the costs of mass
cultural, physical culture and recreational initiatives taken jointly
with the primary trade union organisations. In 2018, over RUB
24.8 mn were allocated to these initiatives. (0.3% of payroll
budget). All joint activities were aligned with action plans
approved with the primary trade union organisations for 2018.

Due to expiration of the Company’s Collective Agreement for
2015-2018, in October-December 2018, the Company held
collective negotiations on parity basis attended by 15
representatives of the employer and 15 representatives of
primary trade union organisations.

The result of the constructive work of the parties to the social
partnership was the completed draft collective agreement of
IDGC of the South for 2019-2021 meeting the requirements of
both Russian legislation and the industry agreement, which
covers the interests of all categories of workers, representatives
of trade union organisations, and veterans of the Company.

According to the draft collective agreement, an expert opinion
was obtained from “ERA of Russia” Association, which noted the
highly developed social and labour relations in the Company, as
well as the well-established relationship between the employer
and trade unions.

On December 28, 2018, after previous approval of Collective
Agreement for 2019-2021 by the Board Of Directors of the
Company, it was signed by authorised representatives of the
parties to the social partnership.

AWARDS POLICY

In order to stimulate the employees of IDGC of the South, who

made a significant contribution to the development of the

distribution grid complex of the South of Russia, and to

encourage their achievements in the electric power industry, the

Company annually grants various awards. Usually they are timed

to the celebration of the professional holiday - the Power

Engineers’ Day, anniversaries of employees and branches.

Employees are also awarded for individual achievements. In total,

as of the end of 2018, 399 employees of IDGC of the South were

presented with state, departmental, industry, and corporate

awards, awards of territorial authorities and awards of the

Company.

Motivational projects of the reporting year

> Young specialists of IDGC of the South were trained under the
programme “Management of Corporate Projects”. The training
was a continuation of the VIl Interregional Forum of
IDGC of the South’s Youth Council “Social Activity of Youth
Leaders”.

> The branch of IDGC of the South, Astrakhanenergo, became the
winner of the regional stage of “The best Ecologically
Responsible Branch” contest.

> 30 employees of IDGC of the South were trained under the
programme “School of Dispatchers” in the “Energetik” training
centre in Rostov-on-Don.

> IDGC of the South was awarded diplomas of the Ministry of
Energy of the Russian Federation for a project to attract and
retain young professionals, as well as for active social policy.
The victory was gained through the Programme for attracting
and retaining young personnel of IDGC of the South in rural
areas. The project was recognised as the best in the following
nominations: “Youth Policy”, “Social Assistance to Employees
and their Families”

> IDGC of the South is one of the first in ROSSETI’s group of
companies to open an electric power qualification assessment
centre. The starting professional exam for the pilot group was
held in July 2018.

> The honorary title “Honoured Power Engineer of the Russian
Federation” was given for labour achievements to Sergey
Kalmykov, a foreman of power line service at the branch of
IDGC of the South, Rostovenergo, having 30 years work
experience.

> The first pilot group of applicants for the Qualification
Assessment Centre (QAC) of IDGC of the South passed a
professional exam. Employees of Rostovenergo passed
independent assessment.

> In H1 2018, 53 employees of key specialties of IDGC of the
South’s branches benefited from the corporate support of the
Company in the form of compensation of the past year interest
on loan (mortgage). This form of support is implemented as
part of a programme to improve the living conditions of
employees.

> Since the beginning of the year, on the basis of the Energetik
corporate training centre of IDGC of the South, over 140
employees of ROSSETI’s group of companies have completed
refresher courses on creating a unified distribution grid model.

> In 2018, over 6.9 thous. employees of IDGC of the South were
trained and raised their professional level - more than half of
the Company's staff.
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Occupational Safety

On-the-job injury rate (comparative analysis of injury rates for
2017 and 2018)

In 2018, two accidents occurred at IDGC of the South:
1. on-the-job fatal accident with an employee of the
Volgogradenergo branch;
2. serious personal injury of an employee at the Rostovenergo
branch.

No accidents happened in 2017.

Frequency (Fr) of the total injury rate (the number of injured
persons per 1 thous. employees) across IDGC of the South
in 2018 was 0.143 vs 0 in 2017.

The accidents occurred in the following circumstances:

1. OnJuly 12, 2018, died Eduard Dekhant (born in 1991), an
electric fitter for PTL repair at PD Left-Bank Power Grids of
the Volgogradenergo branch. He approached a crane truck
that transported reinforced-concrete add-ons under 110 kV
overhead line with its wires being under voltage when the
crane truck driver let the crane arm come close to the line
wire and the crane truck body got under potential. Based on
the accident investigation results, Internal Administrative
Order No.513 was issued on July 27,2018.

2. OnJuly 5, 2018, a dog attacked Armen Mkrtchan (born
in 1960), the distribution grid supervisor at Dybovsky RPG of
Rostovenergo branch, and inflicted multiple degloving facial
wounds (serious injury). Following the accident results,
Order N0.410 dated August 2, 2018, was issued for
PD Eastern Power Grids of the Rostovenergo branch.

Considering the causes of the accidents, the Company prepared
and implemented measures to improve personnel safety.

Key improvements in working conditions

Focus areas of occupational safety enhancement

at IDGC of the South:

> a lower number of accidents and personnel injuries at
workplaces;

> a lower number of occupational diseases;

> fewer workplaces with harmful and hazardous working
conditions, as well as with high and medium levels of
occupational risks;

> greater number of employees who passed a medical
examination that proved employees are medically fit;

> fewer violations of occupational safety requirements by
employees, contractors and other persons being at the
Company’s facilities;

> fewer violations of occupational safety requirements detected
by officers of the state control and supervision agencies during
inspections of the Labour Protection Management System
(LPMS);

> implementation of measures developed based on results of the
inspections of the Labour Protection Management System by
the state control and supervision agencies;

> reduced number of accidents and injuries of contractors’
employees and other persons being at the Company’s facilities;

> holding meetings and consultations with the employees and
their representatives regarding occupational safety issues,
including the Labour Safety Committee (Commission)
meetings;

> implementation of decisions adopted during previous
performance reviews of the Labour Protection Management
System;

> increase of benefits and compensations to the employees
occupied at works in harmful and hazardous conditions;

> money payments for compensation of damages incurred by
accidents and injuries, breached occupational safety
requirements;

> increased funding for occupational safety measures.

To reduce the on-the-job injury risk in 2018, IDGC of the South
fully executed the activities of the Programme for implementing
video recording of crew permission to works under orders and
instructions for 2017-2018.

Operational conversations in all the Company’s branch units are
mandatorily recorded using sound recorders in the Operative
Dispatch Service, RPG Operative Dispatch Team. Availability of
stable radio communication between the crews and the
dispatcher is checked regularly, all the conversations are recorded
with the sound recorder.

The employees’ health and life are of top priority for the

Company. Pursuant to the requirements of the Labour Code of the

Russian Federation, in 2018, IDGC of the South took efforts to

create safe working conditions at workplaces and prevent on-the-

job injuries and third party injuries-at the Company’s facilities,

among them:

> sticking to the Injury Risk Mitigation Programme by IDGC of
the South and third parties’ personnel at the power grid
complex facilities from 2018 through to 2021 (approved by
IDGC of the South Board of Directors, Minutes
No0.258/2018 dated February 2, 2018);

> development and approval for ultimate execution of additional
on-the-job risk mitigation measures and requirements of
ROSSETI organisational and regulatory documents;

> monitoring of working conditions, protective equipment
condition, personnel provision with special clothing, safety
shoes and amenities at all the Company’s branches. Labour
safety days were held, and commissions involving the
employees of the Company Executive Office technical units (as
per the schedule) worked on a monthly basis;

> execution of preliminary, regular, pre-trip and post-trip medical
examinations;

> organisation of extended videoconferences chaired by Deputy
General Director for Technical Issues - Chief Engineer of IDGC
of the South and participated by the management of the PD,
RPG, industrial safety units and heads of primary trade union
organisations;

> operation of Labour Safety Committees in the Company
Executive Office, branches and production units;

> investigation of causes and circumstances of accidents that
occurred with the employees of ROSSETI's S&As. Issues related
to accident causes and circumstances, as well as making the
personnel aware of operational and informative messages on
the accidents that occurred in 2018 are included in the agenda
of a monthly Labour Safety Day.
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In accordance with the Regulations on Labour Safety Day,
practical training and instructive admissions are organised on
specially equipped training sites in all PD and RPG of the
Company’s branches to allow the personnel to work out the safe
procedures and practices for electric facilities until they become
automatic.

In accordance with this Programme, the Company has planned
106 events, from which 64 were taken in 2018, while 40 are
conducted on an ongoing basis. All the activities scheduled for
the reporting period were fulfilled within the established time
Llimits.

In 2018, the Company executed the Programme for implementing
video recording of crew permission to works on electric facilities
under orders and instructions for 2017-2018.

The said Programme provides for a set of activities for:

> pilot operation of several video recorders available on the
market to select the optimal model for further wide use;

> drafting of required documentation;

> creation of a repository for video data from video recorders;

> procurement and distribution of video recording devices,
setting of a test period of their usage and execution of
awareness-building activities.

As of December 31, 2018, the Programme activities were fully
accomplished.

IDGC of the South expenditures for occupational safety measures
within the reporting period totalled RUB 226.431 mn, +18.5% or
RUB 41,824 mn year-on-year. The major increase by

RUB 23.506 mn was in employees’ provision with personal
protective equipment, including special clothing and safety
shoes.

In 2018, specific occupational safety costs per an employee rose
19% year-on-year to RUB 13,400.

Specific costs for personal protective equipment per an employee
in 2018 went up by 25% year-on-year to RUB 11,700.

In accordance with art. 226 of the Labour Code of the Russian
Federation, activities for working conditions and occupational
safety improvement at IDGC of the South’s branches and across
the entire Company are financed at a minimum rate of 0.2% of
total costs of production (work execution, service rendering).

Production monitoring and activities for elimination (mitigation)
of the employees’ exposure to harmful factors at workplaces

In 2018, 1,391 crews worked in the Company’s operations area,
including 970 crews of IDGC of the South (589 - at overhead
lines, 381 - at substations) and third-party crews (312 - at
overhead lines, 154 - at substations). The inspections are
organised so that one month is enough to cover 100% of crews
working on all power grid sections, all substation groups,

PTL services and other units working at electric facilities.

IDGC of the South personnel is fully furnished with protective
equipment, tools, and necessary appliances. The expenditures for
those purposes in 2018 totalled RUB 40,635.32 thous. vs target of
RUB 40,245.686 thous. The employees are also completely
furnished with special clothing and safety shoes. The total costs
in 2018 amounted RUB 159,587.414 thous. vs target of

RUB 158,874.145 thous.

By the year-end, a special working condition assessment was
conducted at 13,602 workplaces, i.e. 100% of the total number.

The employees doing the job at workplaces that do not comply
with state occupational safety regulations receive compensation
for the operation in harmful working conditions, obtain additional
leaves, milk and other equivalent products (or monetary
compensation).

The Company does not have workplaces that did not undergo the
special working condition assessment (art. 27 of Federal Law

No. 426, Letter No.AB-5599/13 of the Russian Ministry of Energy
dated June 9, 2018). The production monitoring of harmful and
hazardous factors affecting the employees is conducted on a
regular basis.
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Environmental Policy

Implementation of key environmental protection objectives of the
Company in 2018 with an indication of relevant costs and
activities

In 2018, main environmental protection objectives of IDGC of the
South were fulfilled under the Environmental Policy of the Power
Grid Complex and in accordance with the Company’s Action Plan
for Environmental Policy Implementation for 2017-2019.
Pursuant to Federal Law On Protection of Environment, all
production sites of IDGC of the South having a negative
environmental impact are on the records of government agencies.
Allin all, 130 of such facilities are recorded in the Company,
among them 113 of category Il and 17 of category IV.

In 2018, IDGC of the South had 17 current subsoil licenses for
underground water extraction: five licenses at the
Volgogradenergo branch and 12 at the Rostovenergo branch. For
the purpose of water resource conservation as part of license
agreements, the underground water quality was assessed

in 2018, including underground water level and temperature
monitoring, water consumption metering, taking samples for
bacteriological and chemical tests, determination of water
physical properties.

For the purpose of land conservation, the Company provided the
regular monitoring of utility and production wastes sorting (scrap
tires, used transformers, batteries, spent mercury-containing
lamps, waste oils, scrap metal, etc.) and their timely delivery to
specialised organisations for neutralisation, recycling and
disposal. The Company engaged accredited laboratories as per
the schedules to monitor the atmospheric contaminant emissions
in 2018. The test results did not show any above-limit values.

During 2018, design and authorisation documents related to
atmospheric air protection and waste management were made
available at all production sites of IDGC of the South. The
Company avoids punitive penalties and above-limit payments for
negative environmental impact through its timely rating,
obtaining the authorisation documents and regular industrial
environmental monitoring.

PAYMENTS FOR THE NEGATIVE ENVIRONMENTAL
IMPACT OF IDGC OF THE SOUTH’S
ACTIVITIES, RUB THOUS.

2018 935

2017 1,387

2016 1,816

To improve the personnel professional skills, in 2018, IDGC of the
South organised training of 62 employees under the advanced
training programmes for managers and specialists

in environmental protection and ecological safety, 147 employees
got permits for hazardous waste management.

In the same year, the Company spent a total of RUB 19,318 thous.

for environmental protection activities.

TOTAL COSTS FOR ENVIRONMENTAL PROTECTION
ACTIVITIES, RUB THOUS.

2018

2017

2016

Critical environmental protection activities of IDGC of the South
in 2018

Pursuant to the provisions of the Stockholm Convention on
Persistent Organic Pollutants, 1,056 static capacitors

with trichlorodiphenyl (46.5 tonnes) were delivered for
neutralisation from IDGC of the South production facilities

in 2018, including 189 pcs from Astrakhanenergo, 91 pcs from
Volgogradenergo, 284 pcs from Kalmenergo, and 492 pcs from
Rostovenergo.
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At the beginning of the year, 3,540 items (175.676 tonnes) of
extremely hazardous equipment were available at IDGC of the
South facilities. IDGC of the South will stop using static
capacitors with trichlorodiphenyl by 2025 in accordance with the
Company’s Schedule of PCB CONTAINING Equipment
Decommissioning and Delivery for Destruction for 2018-2024.

Apart from that, in 2018, the Volgogradenergo branch installed
1,200 bird diverters on overhead line poles in the area of
UNESCO biosphere reserve at the Volga-Akhtuba floodplain for
the preservation of rear, globally endangered bird species. As part
of the Repair and Investment Programmes, the Company’s
overhead lines were equipped with insulated bird-safe wire (a
total of 397 km).

Company's key environmental protection objectives for 2019

> Provision and monitoring of a safe level of pollutant
atmospheric emissions from stationary and movable sources.

> Personnel upskilling in environmental protection.

> Installation of pedestal-mounted bird diverters in birds
habitation and migration areas.

> Prevention of excessive waste accumulation on production
sites, timely removal of wastes from production sites.

> Compliance with subsoil license agreements.

> Implementation of the Company’s Schedule of PCB Containing
Equipment Decommissioning and Delivery for Destruction for
2018-2024.

Stakeholder Relations

In September 2018, representatives of the Company Executive
Office took part in a meeting concerning the improvement of
ROSSETI's Environmental Management System. The participants
discussed the execution of the power grid complex Environmental
Policy, results of 2017 and H1 2018, major environmental
challenges of ROSSETI, as well as evaluated the efficiency and
effectiveness of the Environmental Management System
implementation at IDGC of the South. They also highlighted a
decline in payments for negative environmental impact from
2010 through 2017, timely activities for the Company’s personnel
advanced training and ecological literacy enhancement, lower
rates of violations (observations, incompliances) detected during
internal environmental management audits.

In November 2018, JSC SGS Vostok Limited held a recertification
audit in the Executive Office and Volgogradenergo branch for
compliance with ISO 14001:2015 standard. The audit team
concluded that the Company implemented and maintained the
Environmental Management System corresponding to the
standard provisions, and proved the ability to achieve compliance
with 1SO 14001:2015 systematically and successfully.

BREAKDOWN OF THE TOTAL VOLUME OF WATER
TAKEN BY SOURCES, L

2020 fM7.028

uenb

184,558

5,199
2018 184,558

2017 7028

2016 7.009

2015 8,550

Il

B Underground water B Municipal and other water

supply systems
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WATER CONSUMPTION, WASTE MANAGEMENT AND ENVIRONMENT PROTECTION COSTS

Indicator 2015 2016 2017 2018 Change, % Target Comments and indicator factor
in 2020 analysis

Breakdown of the total volume of water taken by sources,

Surface - - - - - -

water

Underground 8,550 7,009 7,028 5,199 -26 7,028 Water extraction from underground

water sources is carried out as per the license
agreements. The year-on-year
reduction in water extraction volume
in 2018 was driven by lower water
demand.

Waste - - - - - -

waters from

another

organisation

Municipal 179,656 161,793 185,174 184,558 -0.30 184,558 Waste water delivery to Vodokanal

and other Municipal Unitary Enterprise. Growth in

water supply water extraction is not expected

systems in 2020 as the production scope

expansion is not planned.

Waste water discharge,

Planned 126,810 131,526 159,005 163,316 2.70 163,316 The increase of discharges was
attributed to extensive facility
reconstructions for FIFA World
Cup 2018, as well as to production
needs. Further growth in discharge
volumes is not expected in 2020 as the
production scope expansion is not

planned.
Unplanned 0 0 0 0 0 0
Breakdown of total wastes by type and management method, tonnes
Class | 6.70 1.11 731 17.43 - 17.43 The increase of generated wastes was

attributed to extensive facility

Class Il 13.20 723 745 3.49 - 3.49 A
reconstructions for FIFA World
Class Il 18.56 52.18 39.92 61.66 - 61.66 Cup 2018, as well as to production
Class IV 284401 349663 281148 291651 - 291651  needs.Growth in waste generation is
not expected in 2020 as the production
Class V 1,963.13 2,122.84 1,877.77 1,811.00 - 1,811.00 scope expansion is not planned.
Total 4,845.59 5,679.99 4,743.92 4,810.08 1.39 4,810.08
Used methods of solid waste recycling, ground disposal and processing
Re-use Class V wastes for economic needs (scrap
reinforced concrete items and sawdust)
Disposal on Wastes of Class |-V generated during the
a dump site facility operation are delivered to specialised

organisations for recycling, neutralisation,
disposal at facilities enlisted in the State
Register of Waste Disposal Sites.
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Indicator 2015 2016 2017 2018 Change, % Target in Comments and indicator
2020 factor analysis
Total costs and investments to environment protection, RUB thous.
Upgrading of - - - - - - Total environmental protection
production costs of IDGC of the South
assets increased in 2016 due to a
Waste 4326.60 551647 1011179  10,967.64 - - necessity to develop design
documentation for waste
management L
management. Significant
Discharge 1,966.40 4,695.50 4,305.50 4,302.00 - - changes were not reported
treatment within the period from 2017 to
Environmental _ _ _ _ _ _ 2018 (a 1.2% decrease)
remedial
actions
Total 9,648.69 14,078.09 19,556.37 19,318.00 -1.20 19,318.00
Expenses for environmental impact prevention and Environmental Management System, RUB thous.
Personnel for 614.50 182.50 784.00 2,341.00 198 1,008.00 Higher advanced training
employees expenses were attributed to a
training necessity of the personnel
training due to changes in
environmental legislation. To
execute the Plan of the
Personnel Training, Re-training
and Advanced Training in 2018,
the Company organised training
of 62 employees under the
advanced training programmes
for managers and specialists
in environmental protection and
ecological safety of power grid
facilities, as well as training for
147 employees authorised for
collection, transportation,
processing, recycling,
neutralisation, disposal of
Class I-IV wastes.
External 0 0 0 2,341.00
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Indicator 2015 2016 2017 2018 Change, % Target Comments and indicator
in 2020 factor analysis

External certification of 579.54 579.54 579.54 2,341.00 174 579.54 The year-on-year cost

Management Systems increase in 2018 was

driven by the re-
certification audit of the
Management System. A
compliance audit was
conducted in 2017

Personnel for general - - - - - _
environmental
management activities

Research and design - - - - - -

Additional expenses for - - - - - -
cleaner technologies

Additional expenses for - - - - - -
environmentally
responsible procurement

Other expenses related to - - - - - -
environmental
management

Total 1,194.04 762.04 1,363.54 7,023.00 372 1,587.54

SKILLS IMPROVEMENT

THE PROGRAMMES REGARDING IMPROVEMENT OF QUALIFICATION OF EMPLOYEES OF IDGC OF SOUTH INCLUDE
THEIR TRAINING IN KEY INDUSTRY OCCUPATIONS IN THE FIELD OF OPERATIONAL-DISPATCH MANAGING, RELAY
PROTECTING, MONITORING AND ANALYSING THE LOSSES WITHIN POWER GRIDS AND MANDATORY COURSES,
INCLUDING HEALTH & SAFETY ACTIVITIES. THUS, IN 2018, THE CERTIFICATES OF A GRID SPECIALIST WERE
RECEIVED BY MORE THAN 1.4 THOUSAND OF THE COMPANY EMPLOYEES, MORE THAN 1 THOUSAND BECOME
EXPERTS ON SAFETY WORKS AND ACTIVITIES AT HEIGHT.

FROM THE QUANTITY OF TRAINED PERSONNEL IN 2018, MORE THAN 60% (4.9 THOUSAND PERSONS) IMPROVED
THEIR SKILLS IN THE INTER-REGIONAL CORPORATE EDUCATIONAL CENTRE OF IDGC OF SOUTH "ENERGETIK". IT IS
A MODERN EDUCATIONAL UNIT, WHICH PROVIDES ITS TRAINING IN MORE THAN 120 SPECIALTIES AND
DIRECTIONS. THE CLASSES SPECIALLY DESIGNED REGARDING EDUCATIONAL PROGRAMMES, WERE ORGANISED
FOR THE STAFF PARTICIPATED IN THE NATIONAL TRAININGS OF GRID EXPERTS IN DAGESTAN AND IN THE
CORPORATE CUP OF PROFESSIONAL EXCELLENCE UNDER THE WORLDSKILLS METHODOLOGY.
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Prevention of Emergency Situations

STATISTICS OF THE FAILURE RATE AT THE
COMPANY’'S POWER GRID COMPLEX

Activities for power grid repair and maintenance, improvement of
energy facility reliability, target programmes for equipment
upgrading and replacement allowed a stable failure rate decline
by all indicators and at all IDGC of the South’s branches.

In 2018, the number of failures in the grids of 6 kV and above
reduced by 4.6% year-on-year from 7,568 to 7,222 incidents.

The specific failure rate went down by 5.1% year-on-year,
from 6.72 to 6.38 faults per 1 thous. nominal units.

The average duration of power outages in the grids of 6 kV and
above decreased by 14% year-on-year from 2.25 to 1.93 hour.

The number of failures in the grids of 110 kV and above declined
from 887 to 834 accidents, down 6% year-on-year.

CHANGE IN THE FAILURE RATE IN THE GRID OF
110 KV AND ABOVE AT THE COMPANY’S FACILITIES
IN 2016-2018

2018

2017

2016 1,000

Change in the failure rate at 110 kV and above grid facilities

The main causes of failures, both in 2017 and 2018, were as

follows:

> operation shortcomings - mainly, heavy wear-out of the
equipment and its elements (overage service life). This factor
accounted for 42% of all the faults occurred in 2018;

> natural phenomena impact - wind loads, atmospheric surges,
etc. (27%);

> flashover caused by birds and animals (16%);

> external impact on energy facilities (12%).

BREAKDOWN OF CAUSES, %

3%
12%
W Operation shortcomings
M Natural phenomena
2% impact
Flashover caused by birds

0,
16% and animals

Externalimpacts
M Others

27%

In 2018, three Company’s branches entered a new long-term tariff
regulation period with a transition to indicative reliability indices
(SAIDI, SAIFI): Astrakhanenergo, Kalmenergo, and Rostovenergo.
The target index values are approved by orders of relevant
regional tariff-setting services for 2018-2022. By the end

of 2018, these indices were achieved in all three branches.

A new tariff regulation period at the Volgogradenergo branch will
start in 2019. The branch accomplished its annual reliability
target by the year-end, the target value of System Average
Interruption Duration Index (SAIDI) established by the regional
tariff-setting service was achieved.

Activities performed to prepare the power grid complex for
operation in special periods

During preparation for operation in thunderstorm, flood, fire,
autumn and winter periods in 2018, IDGC of the South undertook
a set of activities aimed at provision of reliable operation of the
Company’s power grid facilities.

Considering preparation for operation in the thunderstorm
period:

> all substations, fuel and lubricants warehouses, mineral oil
facilities and antenna mast structures underwent engineering
inspections (the specialists focused on compliance with
lightning protection requirements of the regulatory documents,
condition of free standing and portal lightning arrestors and
their design grounding, condition of SS electrical equipment
grounding devices, cleanliness of oil-level gauges, insulation
condition, availability of dry vegetation);

> valve-type lightning arresters and surge arrestors disconnected
for the autumn and winter period (if any) were connected;
before the connection, the arrestors underwent testing and
visual inspection (examination of support insulation flanges,
porcelain lining, stubs, trip recorders);

> surge arrestor conduction currents were measured without
disconnection from the grid (if technically feasible) or a
thermal-imaging inspection of the equipment was carried out;
in addition, the results of conduction current measurements
were analysed and compared with the previous measurement
data;

> readings from trip recorders of valve-type lightning arresters
and surge arrestors were compared with the last records of the
operating log book or trip log book, the records were updated,
if required;

> availability of emergency event recorders, recording devices,
oscillographs and other units for PTL fault localisation
installed on substations was provided;

> grounding circuits of lightning protection cables disconnected
for the autumn and winter period were restored on overhead
lines with an ice melting circuit, the condition of spark gaps on
lightning protection cable insulator strings was checked (and
adjusted if required);

> engineering inspections were conducted at random overhead
line sections with a focus on the grounding of lightning
protection cables in design points, condition of lightning
protection cable contacts with the pole body, condition of
grounding devices of poles and guy wires, condition of
insulation;
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> sufficiency of the emergency reserve of lightning and surge
arresters, most frequently damaged overhead line elements
was checked considering both quantity and range of items;

> based on the inspection and check results, the branches
developed and approved action lists to eliminate the detected
violations before the thunderstorm period; the activities were
fulfilled within the assigned time limits;

> installation of surge protection devices to overhead lines
operating under reduced voltage relative to the insulation
class and overhead lines with insulation reinforced due to the
atmospheric contamination condition was checked for
compliance with the requirements of subpar 4.2.145 of the
Electrical Installations Code;

> readiness of main and backup communication channels for
operation in the thunderstorm period was checked.

The number of thunderstorm hours across IDGC of the South
branches averaged 38 hours and the maximum thunderstorm
activity in separate areas achieved 55 hours. In general, the
thunderstorm period lasted from April 20 to October 5. The
average number of thunderstorm hours reduced by 2% year-on-
year.

Within the relevant period of 2018, there were 156 lightning
outages of 110 kV overhead lines, 124 of them with successful
automatic reclosure (79%).

For 110 kV overhead lines, the specific number of lightning
outages per 100 km and per one year of operation was

1.42, which does not exceed the permissible range specified by
RD 153-34.3-35.125-99 Guidelines for Protection of 6-1150 kV
Power Grids from Lightning and Internal Overvoltage (0.33-2.3).

The activities performed in accordance with Order No.57 of
ROSSETI dated February 16,2018 proved to be efficient. Similar
measures are scheduled for the preparation for the thunderstorm
period in 2019.

Preparations for operation in the fire-hazardous period:

> fire separation distances were made around 35-110 kV
substations in areas with a higher risk of damage due to
natural fires (a total of 883 SS);

> the areas around the equipment were cleared from trees,
shrubs and garbage of fire-safety purposes;

> lists of overhead line fire-hazardous sections were updated and
approved, activities for fire protection of wooden posts in areas
of the overhead line fire-hazardous sections were taken;

> gravel was replaced (cleaned) within the side curbs of
substation oil receptacles, oil drains serviceability and
condition of emergency tanks for oil reception from SS
transformers and oil-filled equipment were checked;

> function test of indoor and outdoor fire-fighting mains was
executed with regards to pressure and water consumption rate,
relevant reports were issued;

> fire-fighting trainings were organised together with fire
brigades of EMERCOM of Russia;

> dry grass and combustible materials were removed from
facility areas, buffer zones of 35-110 kV substations,
transformer substations and 6-10/0.4 kV distributing points;

> buildings, structures, premises, areas of energy facilities
and motor vehicles were fully provided with primary fire-
fighting equipment;

> condition of emergency exits and evacuation routes was
checked;

> unscheduled briefings were held for the personnel
(6,518 employees) on firework procedures, actions in case of
fire, evacuation from buildings, rules of primary fire-fighting
equipment use.

The said activities help prevent fires at the Company’s energy
facilities during the fire-hazardous period of 2018.

Preparations for operation in the flood period:

To ensure reliable operation of the Company’s power grid

facilities during the spring-flood period in 2018, IDGC of the

South issued Order N0.943 dated December 27,2017, On

Preparation for the Flood Period that:

> approved the members of the Central Flood Commission of
IDGC of the South;

> provided for issuing of relevant orders in the Company’s
branches and establishment of Flood Commissions;

> approved the Mandatory Action Plan to provide reliable
operation of power grid facilities in the flood period;

> ensured development of supplementary action plans;

> specified the list of power grid facilities, buildings and
structures located in high-risk areas during the flood period
of 2018;

> arranged the cooperation and data exchange with regional
divisions of EMERCOM and the Russian Meteorological Service
during the flood period.

> The Mandatory Action Plan approved by the above-mentioned
order includes:

> 23 activities to be executed during preparation for the flood
period;

> five activities to be conducted during the flood period;

> one activity to be carried out after the flood period.

All the activities were fully executed as per the approved Plan.

The Company’s branch commissions checked the implementation
of the Action Plans to provide reliable operation of power grid
facilities in the flood period and issued conclusions on their
readiness for the flood period in 2018. Relevant readiness
certificates were signed.

The Company’s branches organised regular monitoring of the
groundwater level for minimising the risk of accidents at power
grid facilities of IDGC of the South during the flood period.

In the flood period in 2018, IDGC of the South branches did not
record any exceedance of long-time annual average water levels
in their operations area.

The Company’s branches did not impose high alert or special
working regimes in their operation areas due to the spring flood.

Flood-induced emergency outages of power grid equipment,
including consumers’ de-energising, were not recorded.

Flooding of equipment, SS buildings and facilities, overhead line
sections was not detected in the reporting period.
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Preparations for operation in the autumn and winter period:

> reconstructed objects significant in the autumn and winter
period were put into operation (retrofitting of 110/6 kV T-13 SS
and 110/35/6 kV T-25 SS of Rostovenergo; reconstruction of
110/10 kV Kamyzyak SS, 110/35/10 kV Zenzeli SS, 110/10 kV
Yenotaevka SS and 110/35/6 kV Lesnaya-Novaya SS of
Astrakhanenergo);

> the Repair Programme was fully executed;

> the demand for backup power supply sources was met
(271 items with a total capacity of 4.4 MW are available, which
allows providing consumers with power during emergency
recovery works);

> the emergency equipment and materials reserve required for
emergency recovery works is fully completed;

> scheduled technical inspections of equipment, buildings and
structures were carried out. All facilities were allowed for
further operation;

> emergency response drills regarding employees’ actions in
complicated conditions of the autumn and winter period were
held for the operational personnel (54 emergency response
drills to introduce schedules for temporary outage in
consumption; 12 joint drills with the EMERCOM - 100% of the
annual plan);

> technical availability of the overhead line ice melting circuits
was provided. In accordance with the schedules approved and
agreed with branches of SO UPS,JSC - Regional Dispatch
Offices (RDO), 46 test ice-melting operations were carried out
on 110 kV overhead lines.

The Company fulfilled both main and additional readiness
conditions specified in the Regulations on Inspection of Power
Industry Entities Readiness for Operation in the Autumn and
Winter Period.

On November 14, 2018, IDGC of the South was granted a
Certificate of readiness for operation in autumn and winter period
of 2018/2019 based on the resolution of the Russian Ministry of
Energy (Order No.1031 dated November 14, 2018).

CUSTOMER-ORIENTED POLICY

To improve the consumer service quality, business processes of
in-person and remote interaction with the customers, customer
service quality assessment, IDGC of the South has approved the
Company’s Consumer Service Quality Standards.

In 2018, the structure of in-person servicing departments at the
Company’s branches included 12 Consumer Service Centres
and 102 Consumer Relation Centres.

The existing infrastructure of in-person servicing fully ensures

regional accessibility of the Company’s services. For the

development of the in-person servicing infrastructure

in 2018, IDGC of the South implemented the following activities:

> cooperation with multifunctional centres providing state and
municipal services for receiving grid connection applications;

> meetings with representatives of small and medium-sized
enterprises regarding grid connection;

> cooperation with electricity sales companies in the Company’s
operations areas to create conditions for a simplified grid
connection of applicants;

> opening of a new Consumer Service Centre in Astrakhan.

Guiding Principles of Consumer Servicing:

> awareness of the consumers about the Company and its
services;

> local accessibility and convenience of in-person service;

> availability and efficiency of remote and interactive services of
the Company;

> transparency of consumer service business processes and fair
complaint investigation.

OPENING OF CONSUMER SERVICE CENTRES OF IDGC
OF THE SOUTH
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Remote service via telephone

IDGC of the South free hotline with number 8 (800) 100-70-60
continued its operation in 2018. It was hosted at the
Rostovenergo branch.

The operators receive and record incoming calls, consult the
consumers on issues concerning power supply interruptions, grid
connection, additional services and other matters of the Company
operation meeting the requirements of the Consumer Service
Quality Standards.

IDGC of the South’s branches use telephone numbers installed in
Consumer Service Centres and Consumer Relation Centres for the
reception of requests. The list of contact persons and telephone
numbers is available on the website at http://mrsk-yuga.ru.
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Remote interactive service via the Internet

IDGC of the South takes efforts to make its services accessible for
all consumers and save their time. That is why, the Company
expands the range of tools providing feedback and interaction
with the customers, intensively develops interactive services on
the Internet.

Interactive services of IDGC of the South are available on the
Company’s official website and websites of its branches. These
services offers the consumer a possibility to:

> submit an application for service (grid connection, fiscal
metering);

send a request;

schedule a personal appointment;

evaluate service quality;

obtain reference data.

Y VYV Y VY

The consumer interactive servicing is offered at the following

internet sites:

> To Consumers section on the page of each branch on the
Company’s corporate website at http://mrsk-yuga.ru ;

> User Account for submitting applications for grid connection of
up to 150 kW capacity at noptan-tn.pd, http://lk.mrsk-yuga.ru/;

> consumers’ forum on the Company’s official website at
http://dp.mrsk-yuga.ru/forum/ ;

> booking for the Consumer Day at http://dp.mrsk-yuga.ru/ ;

> Light Country feedback portal at https://
csetnasctpaHa.pd/platform/portal/cons_main.

In September 2018, Light Country portal (ROSSETI project) was
launched. It was designed to create an efficient online feedback
mechanism for consumers at all ROSSETI subsidiaries, including
IDGC of the South’s branches.

Using the Light Country portal, the consumers can send messages
concerning such problems as:

> electricity outage;

> voltage fluctuation / low voltage;

> electric equipment defects.

The response time is eight working days from the moment of
publication. During that time, the problem shall be eliminated, or
a certain deadline for its solving shall be specified.

By the end of 2018, IDGC of the South received above
200 thous. requests from consumers, among them
76.5 thous. applications for service rendering and

33 thous. hotline calls. The operators provided

50 thous. consultations.

IDGC of the South objectives for customer management

improvement for 2019:

> development and expansion of the Company’s share on the
electrotechnical service market;

> improved quality and efficiency of consumer notification by
telephone;

> development of interactive services on IDGC of the South
website;

> upskilling of the employees interacting with the customers.

Requirements of the Unified Consumer Service Quality Standards
approved by Order No.186 of the Russian Ministry of Energy,
including the requirements for service offices and mandatory
information disclosure on the official website, are fulfilled timely
and in full.

Assessment of customer satisfaction with the service and
servicing quality

Consumers’ polling is organised regularly to survey their opinion
on the Company’s service quality. For that purpose,
1,424 responders were interviewed in 2018.

The statistic data obtained through polling prove that, in general,
the consumers give a positive assessment of the customer service
and are satisfied with the quality of services rendered in IDGC of
the South’s branches.

STRUCTURE OF POWER TRANSMISSION CONTRACTS CONCLUDED BY IDGC OF THE SOUTH AS OF DECEMBER 31, 2018, %

02% 26% 0.6%
71 % 1.5% 91 % 13.0% 1.4% 5.1%
28.6% ¥ 62%
: 275%
25.0%
27.3%
39.3% 95.7 % 63.6% 58.0 % 88.2%
Astrakhanenergo Volgogradenergo Kalmenergo Rostovenergo IDGC of the South
W Guaranteeing supplier M Electricity sales companies TGOs Other consumers
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IDGC OF THE SOUTH SURVEY OF CUSTOMER SATISFACTION
Branch of Method Survey Execution Number of Survey purpose
IDGC of the object period respondents
South
Astrakhanenergo Written Branch 2018 514 Quality assessment of the services rendered and
questionnaire consumers servicing itself
Phone Branch 2018 60
interview consumers
Volgogradenergo Phone Branch 2018 443 Assessment of customer satisfaction with the
interview consumers rendered services quality
Kalmenergo Phone Branch 2018 5 Quality assessment of grid connection services
interview consumers
Rostovenergo Phone Branch 2018 345 Determination of the service quality compliance with
interview consumers the consumer requirements and expectations;
planning of activities for development and
improvement of services and consumer relation
Phone Branch 2018 57 system;
interview consumers

meeting the requirements of ISO 9001 international
standard

In the reporting period, the quality and reliability indices of the
services rendered were achieved in full.

Assessment of fulfilment of the approved quality indices of the
services rendered for 2018

The consumers of power transmission services of IDGC of the
South branches are participants of the wholesale and retail
electricity markets. According to 2018 reports, in general, the
Company operates under the previously signed power
transmission contracts: six contracts with guaranteeing suppliers,
53 - with independent power sales companies, 65 — with
territorial grid organisations, 925 - directly with consumers.
Moreover, 93.73% of the total number of contracts concluded by
IDGC of the South are income-producing.

DYNAMICS OF APPEALS OF IDGC OF THE SOUTH’S

CONSUMERS
Applications for grid 17,073
connection 18,249
Appeals 1,617
(complaints) 1,236
178

Thanks 223

H 2017 | 2018

Projects implemented in the reporting year

> OnJanuary 1, 2018, all Multifunctional Centres for state and
municipal services in Kalmykia started to receive applications
from the republican residents for connection to IDGC of the
South’s power grids.

> During a seminar for the employees of the Housing, Utilities
and Energy sector, IDGC of the South’s online specialists told
the representatives of small and medium-sized entities of
Kalmykia about interactive services and grid connection
applications.

> A renovated Consumer Service Centre was opened in the
Astrakhan branch of IDGC of the South. It can cover services for
up to 50 customers a day.

> IDGC of the South launched an Internet forum on its official
website, where the consumers can obtain the latest
information from the Company’s specialists regarding
electricity consumption and metering, and grid connection.

> On September 25,2018, Light Country portal of ROSSETI
started its test operation in IDGC of the South operations area
(the Rostov, Astrakhan, Volgograd Regions, and the Republic of
Kalmykia) at https://cBeTnascrpana.pd/ .
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THE ACTIVITIES AGAINST
ILLEGAL

m CONSUMPTION
OF ELECTRICITY

For 2018, specialists of IDGC of the South PJSC have suppressed more than

4 4 thousand facts of unaccounted and non-contractual electricity consumption with
a total volume of more than 218 million kWh. As a result of the Company’s effective
actions, this volume decreased by 38.8%. To prevent electricity theft, the electricity
grid is equipped with a metering system, the so-called “smart meters”, which provide
the strictest metering of the resource from generation to transmission to the end user.
In addition, the Company’s specialists conduct regular scheduled and unscheduled
inspections of electricity metering devices.

A public awareness campaign also makes its contribution, it tells the public about the
consequences both for the violators themselves and for bona fide consumers, work is
being done to block the spread of illegal knowledge. At the initiative of IDGC of the
South PJSC in 2018, 168 sites and online stores were blocked and excluded from the
Unified Register of Internet Resources for distributing information prohibited in Russia
about the methods of electricity theft and selling charged electricity metering devices.

Violators who consumed the electricity without concluding a contract reimbursed IDGC
of the South in 2018 almost 11 million rubles, including 7 million rubles according to acts
of previous years.
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Financial Review

Main Principles of the Accounting Policy

The regulation on the Company's Accounting Policy for preparing
accounting statements in accordance with Russian Accounting
Standards (RAS) was aligned with the statutory accounting
requirements and also subject to tax and civil legislation of the
Russian Federation.

IDGC of the South organises and maintains accounting records,
prepares accounting statements in line with Federal Law No. 402-
FZ of December 6, 2011 “On Accounting”; Regulations on
maintaining accounting records and accounting statements in the
Russian Federation approved by Order No. 34n of the Ministry of
Finance of Russia dated July 29, 1998; PBU 1/2008 Accounting
Regulation ‘Accounting Policy of an Enterprise” approved by Order
No. 106n of the Ministry of Finance of Russia dated October 6,
2008; the Chart of Accounts approved by Order No. 94n of the
Ministry of Finance of Russia dated October 31, 2000; RAS
Uniform Corporate Accounting Principles for the Federal Grid
Group (UCAP) approved by Order No. 182 of PJSC ROSSETI dated
December 29, 2017; by Order No. 957 of IDGC of the South dated
December 29, 2017 “On the Accounting Policy of IDGC of the
South for 2018” and other relevant regulatory documents

The regulation on the Company’s Accounting Policy is based on
the following assumptions:

> Going concern assumption;

Economic entity assumption;

Consistency assumption;

Accrual assumption.

Y VYV VY

The Company shall take inventory of assets and liabilities in
accordance with Art. 11 of Federal Law No. 402-FZ dated
December 6, 2011 “On Accounting” and the Methodological
Guidelines for the Inventory of Assets and Financial Liabilities
approved by Order No. 49 of the Ministry of Finance of Russia
dated June 13, 1995 with a view to ensuring the accuracy of
accounting data and accounting statements.

Fixed asset accounting shall be in accordance with PBU 6/01
approved by Order No. 26n of the Ministry of Finance of Russia
dated March 30, 2001.

Fixed assets are recognised for accounting purposes at their
initial cost determined by the method of receipt (acquisition in
return for a fee, creation using own resources (construction),
gratuitous receipt, etc.).

Assets meeting the conditions for classifying them as fixed assets
with a value not exceeding RUB 40,000 per unit are recognised in
accounting and accounting statements as business inventories,
written off to process costs (costs of sale) as they are released
into production and operation.

The Company uses the straight-line depreciation of fixed assets.

No provisions or repair pools are created for the repair of fixed
assets.

Revaluation of fixed assets is not undertaken.

Leased fixed assets are shown under 01 line Fixed Assets, but are
separated for the purpose of analytical accounting.

Accounting for the Company’s intangible assets complies with the
Accounting Regulations “Accounting for Intangible Assets”

(PBU 14/2007) approved by Order No. 153n of the Ministry of
Finance of Russia dated December 27, 2007.

Revaluation of intangible assets is not undertaken.

The Company depreciates all types of intangible assets on a
straight-line basis.

Accounting for the Company’s Research and Development (R&D)
costs complies with the Accounting Regulations “Accounting for
R&D Costs” (PBU 17/02) approved by Order No. 115n of the
Ministry of Finance of Russia dated November 19, 2002. The
Company writes off R&D costs on a straight-line basis. The
writing-off period of R&D costs that gave a positive result is
determined for each job, based on the expected period of use of
the results obtained, during which a company can receive
economic benefits (income), but not more than five years.

As financial investments, the Company recognises assets that do
not have a tangible form and are capable of bringing economic
benefits (income) in the future in the form of interest, dividends,
or an increase in their value (as the difference between the sale
price (repayment) and purchase price) as a result of the exchange,
use in repayment of obligations, increasing the current market
value.

Financial investments, which can be used to determine the
current market value in accordance with the established
procedure, are recorded in the financial statements at the end of
each reporting quarter at the current market value by adjusting
their cost estimate to the previous reporting date.

Financial investments, which can not be used to determine the
current market value, are recorded at their initial cost.

If there is a steady decline in the value of financial investments,
not used to determine the market value, which is measured by
comparing the book value of financial investments with their
estimated value, the Company sets up a respective depreciation
reserve.

Accounting of business inventories complies with PBU 5/01
approved by Order No. 44n of the Ministry of Finance of the
Russia dated June 9, 2001, with subsequent amendments and
additions.
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Business inventories for accounting purposes are estimated
against the method for receipt (acquisition in return for a fee,
manufactured using own resources, gratuitous receipt, etc.). The
actual cost of materials purchased for a fee is the sum of the
Company's actual costs of acquisition less the value added tax
and other recoverable taxes.

A unit of accounting for inventories is the stock number.

The cost of special clothing with a service life of over 12 months
is repaid on a straight-line basis by reference to the useful life
determined in accordance with the codes and standards. The
Company writes off the cost of special clothing from the month it
is handed over into service.

Inventories written off to production, sold to outside parties,
retiring on other grounds, including internal movement between
branches and within a branch, are estimated at the average cost
of each inventory type in the context of warehouses and storage
sites.

The actual cost of materials is on average estimated by
determining the actual cost of the material at the time of its issue
(moving average estimate).

Capital reserves are created by the Company out of its profit on
the basis of documents of association and decisions of the
founders (shareholders).

Section Il of the balance sheet (“Capital and Reserves”) in the line
“Revaluation of Non-current Assets” reflects the amount of
increase in the value of non-current assets as a result of their
revaluation transferred on the opening balance sheet when the
Company was reorganised in the form of a merger.

The Company recognises estimated liabilities when meeting the

conditions of recognition in accordance with PBU 8/2010

approved by Order No. 167n of the Ministry of Finance of Russia

dated December 13, 2010 as against the following obligations:

> court proceedings that were not completed at the reporting
date, with the Company acting as a plaintiff or defendant;

> disagreements with the tax authorities on budget payments
that were not resolved at the reporting date;

> the restructuring of the Company, the sale or termination of
any activity of the Company;

> remunerations paid out to employees;

> remunerations paid out to members of the Board of Directors

> obligations on disagreements with electricity sales
organisations;

> obligations on disagreements with territorial grid
organisations;

> other similar obligations.

For assessing the consequences, all the above circumstances are
analysed if their consequences exceed RUB 500,000.

The Company divides expenses into expenses from core activities
and other expenses.

Expenses for core activities are the costs associated with the
manufacture and sale of products, the acquisition and sale of
goods, the costs associated with the production of works, the
provision of services involved in core activities of the Company.

Costs incurred by the Company in the reporting period, but
related to the following reporting periods, are recorded in the
balance sheet in accordance with the terms of asset recognition
established by the accounting regulatory acts and are to be
written off pursuant to the depreciation procedure established for
this type of assets.

Current expenses of the Company's executive office less absorbed
costs are recognised as management costs.

Selling expenses are recognised by the Company in the financial
statements if they occur, with the exception of selling expenses
associated with energy sales activities. Selling expenses
associated with energy sales (acting as a guaranteeing supplier)
are included in the financial statements in line 2210 of the
Income Statement.

Other earnings are shown in the Income Statement less expenses
related to these gains when the relevant accounting rules
stipulate or do not prohibit such reflection of income; revenues
and related expenses arising from the same or similar economic
event that is not significant for financial characteristics of the
Company.

In line with PBU 7/98 “Events After the Reporting Date”, the
Company reflects in the financial statements the events after the
reporting date that had or may have an impact on the Company’s
financial standing, cash flow or performance and that occurred
between the reporting date and the date of signing of financial
statements for the reporting year.

Events after the reporting date are reflected in the financial
statements by updating data on the relevant assets, liabilities,
capital, income and expenses of the Company with disclosure of
respective information in the Notes to the Balance Sheet and the
Income Statement.

The Company calculates and pays away taxes and fees required
under the Laws on taxes and fees of the Russian Federation and
its constituent entities, as well as legislative acts of local
governments on taxes and fees.

Deferred taxes are accounted for by the Company as required by
PBU 18/02 “Profit Tax Accounting” approved by Order No. 114n of
the Ministry of Finance of Russia dated November 19, 2002.

The Accounting Policy of the Company is amended subject to
alternation of applicable laws and (or) regulatory legal acts on
accounting and also when an organisation adopts new accounting
methods.

Any change in the Accounting Policy is approved by the
Company's managerial documentation.

In 2018, there were no significant changes in the Accounting
Policy for tax purposes.

Information on the Accounting Policy under International
Financial Reporting Standards (IFRS)

The regulation on the Company's Accounting Policy for compiling
consolidated financial statements in line with International
Financial Reporting Standards (IFRS) stipulates the provisions of
the Accounting Policy of IDGC of the South and its subsidiaries as
required by IFRS. IDGC of the South’s Group (hereinafter - the
Group) means IDGC of the South and its subsidiaries and
affiliates.
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Group’s IFRS Accounting Policy reflects the specific aspects of
international financial reporting standards as applied by the
Group and is used in context and in conjunction with the relevant
standards and provisions of IFRS.

In line with the IFRS provisions, the purpose of financial
statements is to provide information on the financial status,
performance results and cash flows of the Group, which would be
useful for users of financial statements when making economic
decisions.

IFRS establishes requirements for recognition, measurement,

Without specific IFRS requirements, the Group’s Management
adopt its professional judgments and draws up accounting
provisions based on the general requirements for the qualitative
reporting characteristics established by the IASB Framework for
the Preparation and Presentation of Financial Statements. When
making judgments, the Group's Management also accepts
common industry practices and the provisions of other reporting
standards applicable to the Group’s operations if they are
consistent with IFRS requirements.

The Group systematically applies IFRS accounting policies from

period to period for each category of transactions or events,
except cases when IFRS standard or interpretation requires or
permits the allocation of a group of transactions, for which other
accounting policies are more appropriate. In the latter case, the
corresponding new accounting policy will be consistently applied
for each such group of transactions.

presentation, and disclosure of information relating to
transactions and events that are important for the understanding
of financial statements. The Group’s Management determines and
adopts an IFRS policy so that the financial statements comply
with all the requirements of each applicable IFRS standard
(interpretation).

RELATED-PARTY TRANSACTIONS'

The Company’s Related parties comprise organisations of ROSSETI’s Group, subsidiaries and affiliates of the Company, members of the
Board of Directors and the Management Board of the Company, and other legal entities and individuals.

COST INDICATORS, TERMS, DUE DATES AND METHOD OF PAYMENT FOR RELATED-PARTY TRANSACTIONS OUTSTANDING AS
OF DECEMBER 31, RUB THOUSAND.

Sign of Relatedness and Form of 2016 2017 2018 Terms and conditions of payment Method

Indebtedness of payment

Accounts receivable, including others 304,686 201,721 379,384

- subsidiaries 121,588 108,946 108,808 On contractual terms Non-cash

- other related parties 183,098 92,775 270,576 On contractual terms Non-cash

Advances paid 17,707 25,700 15,225

- to other related parties 17,707 25,700 15,225 On contractual terms Non-cash

Allowance for doubtful accounts 12,780 108,974 108,808

- to subsidiaries 12,780 108,808 108,808 Non-cash

- to other related parties - 166 - Non-cash

Other, including dividend - - -

payable/receivable

Accounts Payable 7,147,474 5,619,944 5,259,447

- to parent company 9,375 15,733 17,863 On contractual terms Non-cash

- to other related parties 7,138,099 5,604,211 5,241,584 On contractual terms Non-cash

Advances received 67,683 - 3

- to other related parties 67,683 - 3 On contractual terms Non-cash

Loans receivable and placed - - -

deposits, including interest debt

Loan debt, including interest arrears 5,035,140 5,000,000 5,110,100

- to parent company 5,035,140 5,000,000 5,110,100 Under the terms of the Loan Agreement, Non-cash
the maturity date is July 1, 2022.

Consideration payable 3,362 2,133 3,766

- to key management personnel 3,362 2,133 3,766 Outlined by terms and conditions of the Non-cash

employment contract members of the
Board of Directors - under the terms of
the Regulation on the payment of
remuneration to members of the Board
of Directors

1. A full list of affiliated persons is given on the official website of IDGC of the South:http://mrsk-yuga.ru/aktsioneru-investoru/spisok-affilirovannykh-lits.
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TYPES AND VOLUME OF THE COMPANY'S RELATED-PARTY TRANSACTIONS, RUB THOUSAND

Sign of relatedness and type of transaction 2017 2018
Sale of goods, works, services (excl.VAT) 447901 497,461
- other related parties 447901 497,461
Purchase of goods, works, services (excL.VAT) 7,259,017 7,089,578
- parent company 166,586 126,104
- subsidiaries and affiliates - 22,514
- other related parties 7,092,431 6,940,960
Sale of fixed, intangible, and other assets (excl.VAT) 78,029 -
- other related parties 78,029 -
Purchase of fixed, intangible, and other assets (excl.VAT) - -
Leasing of assets from related parties (excl.VAT) 6,862 3,670
- parent company 316 436
- other related parties 6,546 3,234
Leasing of assets to related parties (excl.VAT) 10,763 9,732
- parent company 1,641 1,641
- subsidiaries and affiliates 467 467
- other related parties 8,655 7,624
Financial transactions, including loans from related parties - -
Interest on restructuring agreements and loans received from related parties 1,028,996 978,633
- parent company 516,610 435,983
- other related parties 512,386 542,650
Financial transactions, including loans issued to related parties and deposits placed with related parties - -
Interest on loans given to related parties and interest on deposits - -
Contributions to authorised (share) capital - -
Dividends receivable from shareholdings 146 1,014
- subsidiaries and affiliates - 869
- other related parties 146 145
Dividends Payable - 245,666
- parent company - 245,666
Proceeds from joint activities - -
Rewards for guarantees made - -
Rewards for guarantees received, etc. - -
Write-off of receivables with expired statute of limitations, other bad debts, including from the allowance for - 166
doubtful accounts
- other related parties - 166
Other transactions
- key management personnel 123,119 136,951
- other related parties 207,313 86,140

There are no events after the reporting date (PBU 7/98).
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The Company’s Tariff Policy

POWER TRANSMISSION TARIFFS

In 2018, all the constituent entities of the Russian Federation
that are within the responsibility zone of IDGC of the South has in
place a single-pot tariff setting method for electricity
transmission services. This method is distinguished by the fact
that for each and every consumer of the same voltage class the
electricity is transmitted at a single rate (tariff), regardless of the
grids they are connected to.

In pursuance of Decree No. 1178 of the Government of the
Russian Federation dated December 29, 2011, the single-pot
power transmission tariffs for 2018 were approved for H1 and H2
separately, with the following validity periods:

> from January 1 to June 30, 2018;

> from July 1 to December 31, 2018.

Primary consumers of the Company's electricity transmission

services are as follows:

> electricity sales companies - wholesaler and retailers that are
dealing with sales of electricity to end consumers connected to
the power grids of the Company's branches and grids of other
grid organisations;

> end consumers;

> territorial grid organisations - electricity retailers transiting the
electricity to the end consumers over their grids.

IDGC of the South’s branch — Astrakhanenergo

The regional single-pot model is “Pot at the top”. The pot’s holder
is IDGC of the South’s branch - Astrakhanenergo.
Astrakhanenergo collects all the grid’s required gross revenues
(RGR) from electricity sales companies (ESCs) in the region, direct
consumers at unified (single-pot) tariffs and pays for the transit
over grids of territorial grid organisations (TGOs) at individual
rates. Power transmission consumers settle accounts with
Astrakhanenergo, both for two-rate and one-rate tariffs.

Unified (single-pot) tariffs for 2018 were approved by Decree
No. 216 of the Tariff Service of the Astrakhan Region dated
December 28, 2017.

From January 1, 2018, Astrakhanenergo crossed over to a new
long-term regulatory period (2018-2022) using the long-term
RGR indexation.

IDGC of the South’s branch — Volgogradenergo

The region put “mixed pot” computation method into practice.

The pot’s holder is IDGC of the South’s branch - Volgogradenergo.

Volgogradenergo collects grid’s RGR from regional ESCs, direct
consumers at unified (single-pot) tariffs and income-generating
TGOs at individual rates and gives a portion of grid’s RGR to
lower-level TGOs at individual rates. Power transmission
consumers settle accounts with Volgogradenergo, both for two-
rate and one-rate tariffs.

Unified (single-pot) tariffs for 2018 were approved by Order
No. 53/23 of the Tariff Regulation Committee (TRC) of the
Volgograd Region dated December 26, 2017.

Individual tariffs for mutual settlements between
Volgogradenergo and income-generating TGOs for 2018 were
approved by Order No. 53/24 of the TRC of the Volgograd Region
dated December 26, 2017. By Order No. 29/1 of the TRC of the
Volgograd Region dated September 19, 2018, individual tariffs
were approved for mutual settlements between Volgogradenergo
and PJSC Volgograd Interdistrict Power Grids (VMES) by Order
No. 31/1 of the TRC of the Volgograd Region dated October 1,
2018, individual tariffs for mutual settlements between
Volgogradenergo and Municipal Unitary Production Enterprise
VMES (due to the replacement of this company’s assets).

The required gross revenues of Volgogradenergo for 2014-2018
was calculated using long-term RGR indexation.

IDGC of the South’s branch - Kalmenergo

Due to the consolidation of the power grid assets of 0JSC
KalmenergoKom (equipment purchase & sale agreement dated
December 19, 2016 and the property transfer and acceptance act
dated December 31, 2016) as part of IDGC of the South, since
2017 only one TGO has been operating in the region - a branch of
IDGC of the South - Kalmenergo.

A branch of IDGC of the South - Kalmenergo generates its
revenues at single-pot tariffs for electricity net delivery to PISC
Kalmenergosbyt’s consumers, other ESCs and consumers within
Elista’s coverage area (internal sales). Power transmission
consumers settle accounts with Kalmenergo, both for two-rate
and one-rate tariffs.

From January 1, 2018, Kalmenergo crossed over to a new long-
term regulatory period (2018-2022) using the long-term required
gross revenues (RGR) indexation.

Unified (single-pot) tariffs for 2018 were originally approved by
Order No. 100-p/e of the Regional Tariff Service (RTS) of the
Republic of Kalmykia dated December 26, 2017.

Pursuant to Order No. 1090/18 dated August 3, 2018 of the FAS
of Russia on the cancellation of tariffs in the Republic of
Kalmykia, from September 1, 2018 unified (single-pot) tariffs
were approved by Order No. 63-p/e of the RTS of the Republic of
Kalmykia dated August 24, 2018 at the previously set level
(unchanged).

In line with Order No. 1139 of the Ministry of Energy of Russia
dated November 30, 2017, the branch of IDGC of the South -
Kalmenergo in 2018 acted as a guaranteeing supplier in Elista’s
coverage area.

Sales markups of a guaranteeing supplier of Kalmenergo for 2018
were initially approved by Order No. 101-p/e of the RTS of the
Republic of Kalmykia dated December 26, 2017. Pursuant to Order
No. 400/18 of the FAS of Russia dated March 29, 2018 on the
cancellation of the approved sales markups by Order No. 26-p/e
of the RTS of the Republic of Kalmykia dated April 27, 2018, the
sales markups of the guaranteeing suppliers were approved at a
new level (due to the revision of the schedule for bringing the
economically viable RGR of guaranteed suppliers up to the
reference one).
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IDGC of the South’s branch - Rostovenergo

The region put “mixed pot” computation method into practice.
There are two large grid companies in the region - the pot’s
holders: a Rostovenergo (a branch of IDGC of the South) and JSC
Donenergo. Rostovenergo collects its portion of grid’s RGR from
PJSC TNS Energo Rostov-on-Don and other ESCs at single-pot
tariffs and from Donenergo - at individual rates and gives a
portion of revenues to lower-level TGOs at individual rates
Donenergo collects its portion of grid’s RGR from PJSC TNS
Energo Rostov-on-Don and other ESCs at single-pot tariffs and
gives a portion of revenues to Rostovenergo and lower-level TGOs
at individual rates. Power transmission consumers settle accounts
with Rostovenergo, both for two-rate and one-rate tariffs.

Unified (single-pot) tariffs for 2018 were originally approved by
Order No. 86/8 of the Regional Tariff Service (RTS) of the Rostov
Region dated December 28, 2017.

Pursuant to Order No. 1013/18 of the FAS of Russia dated July 18,
2018 on the abolition of this resolution of the RTS of the Rostov
Region, from August 1, 2018 the unified (single-pot) tariffs were
approved by Resolution No. 44/1 of the RTS of the Rostov Region
dated August 1, 2018 at the previously established level
(unchanged).

Individual tariffs for settlements between Rostovenergo (the
branch of IDGC of the South) and Donenergo were approved by
Resolution No. 86/70f the RTS of the Rostov Region dated
December 28, 2017.

From January 1, 2018, Rostovenergo crossed over to a new long-
term regulatory period (2018-2022) using the long-term RGR
indexation.

CHANGES IN IDGC OF THE SOUTH’ REVENUES FOR 2016-2018, RUB MN

il
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transmission connection sales activities

Summarising the performance results of IDGC of the South in

2018, the revenues for power transmission services increased by

RUB 1,498.6 mn (up 4.4%) and reached RUB 35,458.33 mn (excl.

VAT, with the internal sales) (vs RUB 33,959.73 mn year-on-year).

The drivers behind the revenue growth are as follows:

> increase in the approved tariffs for power transmission services
in 2018 vs 2017;

> increase in the net delivery in 2018 vs 2017 (without last mile
consumers).

The average power transmission tariff in 2018 was RUB 145.86
per KWh vs RUB 139.41 per kWh in 2017, up RUB 6.45 per KWh,
or up 4.6%.

It should be noted that the 2018 actual revenues for power
transmission services include the revenues for power
transmission services rendered when Kalmenergo (branch of IDGC
of the South) was acting as the guaranteeing supplier in Elista’s
coverage area (so called internal sales in the amount of

RUB 529.97 mn).

The power transmission tariffs for 2018 approved by the state
tariff regulation executive authorities of the constituent entities
of the Russian Federation (hereinafter - regulatory authorities) are
posted on the official website of IDGC of the South ( http://mrsk-
yuga.ru/pages/show/tarify_na_uslugi_po_peredache_jelektrojenerc
) in line with paragraph 11 (a) of the Standards for Information
Disclosure by the Power Wholesalers and Retailers (approved by
Decree No. 24 of the Government of the Russian Federation dated
January 21, 2004).

CHANGES IN POWER TRANSMISSION RGR STRUCTURE OF IDGC OF THE SOUTH, RUB MN

VIR 6,349.88 7,098.81 35,369.56
VA 7,392.84 6,445.28 33,303.21
AU 7.908.07 6,355,.17 32,648.62

Hl OwnRGR B TGOs Losses
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In 2018 power transmission RGR of IDGC of the South in 2018
exceeded the 2017 target by 6.2% due to the following factors:
1. Own RGR increased by 11.5%.
2. For Astrakhanenergo branch, own RGR increased by 17.2%,
for Volgogradenergo branch - by 4.5%, for Kalmenergo
branch - by 60.1%, and for Rostovenergo branch - by 9.5%.
Significant growth of Kalmenergo's own RGR is related to
the fact that the 2018 Tariff Balance Solutions (TBS) allowed
for the consolidation of KalmenergoKom’s power grid assets.
3. The power purchase costs to offset losses increased by
10.1%.
4. For Astrakhanenergo branch, own costs increased by 9.7%,
for Volgogradenergo branch - by 9.8%, for Rostovenergo
branch - by 6.9%, and for Kalmenergo branch - by 80.7%.
5. The reasons behind such increase are as follows:
> the growth of losses in the grids of Astrakhanenergo,
Rostovenergo, and Kalmenergo in the 2018 TBSs vs the
2017 TBSs. In addition, the 2018 TBSs for Kalmenergo
branch accounted for the consolidation of
KalmenergoKom’s power electric grid assets;

> rise in the weighted average purchase price of power
(capacity) in the wholesale market.

6. The costs of paying for the services of PJSC FGC UES
decreased by 14.1%.

7. The reduction in the costs of paying for FGC UES’s services is
driven by the mechanism for transition to calculations based
on actual capacity.

8. The costs of paying for the services of territorial grid
organisations (TGOs) increased by 19.7%.

For Astrakhanenergo branch, costs decreased by 4%, while for
Volgogradenergo branch and Rostovenergo branch, they
increased by 28.9% and by 20.7%, respectively.

The change in the costs of paying for the TGOs’s services is

associated with the following factors:

> in the Astrakhan Region: withdrawal of the status of three
TGOs (JSC Zheldorremmash, Municipal Unitary Enterprise of
Astrakhan Astrvodokanal, OJSC Dorado);

> in the Volgograd Region: change in the single-pot scheme with
JSC Oboronenergo, increase in the TGOs costs of paying for
FGC UES’s services (OJSC Russian Railways - + RUB 37 mn,
Volgograd TPP-3 (a branch of OJSC Kaustik) - + RUB 6 mn),
withdrawal of LLC Gazpromenergo from the mono-consumer
status (on account of the lease of CJSC Tander’s grids);

> in the Rostov Region: increase of FGC UES’s costs within RGR of
TGOs of the Rostov Region (Russian Railways - + RUB 146 mn,
JSC Energia - + RUB 41 mn, LLC Donex - + RUB 13 mn), as well
as an increase in power supply equipment accepted by TGOs
for leasing or ownership.

CHANGES IN RGR FOR POWER TRANSMISSION SERVICES BY BRANCH, RUB MN

Branch 2016 20171 2018
Total Own Total Own Total Own
Astrakhanenergo 4,882 2,633 5,057 2,820 5,459 3,305
Volgogradenergo 10,145 4,865 9,983 5,040 10,023 5,265
Kalmenergo 973 660 1,080 749 1,667 1,199
Rostovenergo 16,648 7,852 17,184 8,223 18,220 9,000
IDGC of the South 32,649 16,010 33,303 16,832 35,370 18,769
The increments of own RGR for power electricity transmission > for Volgogradenergo - 6.5%;
services in 2018 vs 2017 were as follows: > for Rostovenergo - 4,9%.
> for Astrakhanenergo - 17.2% (2018 RGR included a partial
return of the accumulated “evening-out” value);
> for Volgogradenergo - 4.5%; ANALYSIS OF CHANGES IN THE AVERAGE TARIFF FOR
> for Kalmenergo - 60.1% (accounting for the consolidated power ~ POWER TRANSMISSION SERVICES, RUB/KWH
grid assets of KalmynergoKom in the tariff regulation of the
branch for 2018); Branch, 2016 2017 2018
> for Rostovenergo - 9.5% (2018 RGR included a partial return of Company / Indicator
the accumulated ‘evening-out” value).
Astrakhanenergo 1.6945 1.7811 1.9404
The increase in the approved average tariff for power Volgogradenergo 1.0136 1.1542 1.2294
transmission services for 2018 vs 2017 for |DGC of the South \{Va?: Kalmenergo 2.3068 2.4306 3.1140
> for Astrakhanenergo - 8.9% (the increase in the average tariff is
associated with bringing the 2018 net delivery structure to the Rostovenergo 13144 13888 14564
actual one); IDGC of the South 1.2568 1.3702 1.4730
) o L . .
> for Kalmenergo - 28.1% (a significant increase in the average Growth, % 109.0 1075

tariff is associated with the consolidation of the power grid
assets of KalmenergoKom in the tariff regulation for 2018);

1. 2017 Tariff Balance Solutions were taken by the RTS of the Republic of Kalmykia with no allowances for the consolidation of KalmEnergoKom.
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Payments for grid connection

Payment for grid connection is calculated in cases when newly
commissioned, previously connected renovated devices are
connected, with increased maximum capacity, as well as when
the power supply reliability category, connection points, type of
production activities of already connected devices are changed
without involving the revision of maximum capacity, but
involving the change of the external power supply scheme of
such devices.

Payment for grid connection when changing the category of
reliability is calculated for the volume of maximum capacity of
the applicant's consumer terminals with the changed category of
reliability.

Payment for grid connection in cases of changes in the external
power supply scheme that do not entail the revision of the
maximum capacity as a result of changes in connection points,
types of production activity, is calculated for the maximum
capacity volume specified in the grid connection application.

The state tariff regulation authorities of the constituent entities

of the Russian Federation for the calculation of fees for grid

connection to the territorial distribution grids approve:

For the regulatory period:

> standardised tariff rates (uniform for all territorial grid
organisations in the territory of a constituent entity of the
Russian Federation - in accordance with Federal Law No. 450
dated December 30, 2015);

> rates per unit of maximum power (RUB/kW);

> grid connection fee formula;

> a fee for an applicant for grid connection of consumer
terminals with the capacity up to 15 kW (including the capacity
connected in this connection point before). The fee is RUB 550
maximum (incl. VAT) per connection of facilities that fall within
the third reliability category (per one power source) and are
located not more than 300 m in urban areas, or not more than
500 m in rural areas, away from existing grid facilities (of
required voltage) of grid organisations the application is
submitted to. Within the boundaries of municipal districts,
urban districts, and in the inner-city territories of federal cities,
the same person may carry out grid connection of consumer
terminals belonging to him by right of ownership or on other
legal grounds meeting the above criteria, with payment for
grid connection in the amount not exceeding RUB 550, not
more than once within three years.

Upon request by a grid organisation:

> a fee for connection of consumer terminals and power
generation facilities, with a maximum capacity of at least
8,9 thous. kW and a voltage of at least 35 kV, to territorial
transmission grids, as well as for connection to individual
project.

CHANGES OF THE AVERAGE RATES PER UNIT OF
CAPACITY, RUB PER KW

2018 826
2017 812
2016 790

For the branches of IDGC of the South for 2018, grid connection

tariff options were approved:

> for Astrakhanenergo branch of IDGC of the South - Resolution
No. 207 of the Tariff Service of the Astrakhan Region dated
December 22, 2017 (published in: Collection of Laws and
Regulatory Legal Acts No. 51 dated December 28, 2017), as
amended by Resolution No. 4 of the Tariff Service of the
Astrakhan Region dated May 30, 2018 “On Amendments to

Resolution No. 207 of the Tariff Service of the Astrakhan Region

dated December 22, 2017” (published in: Collection of Laws
and Regulatory Legal Acts No. 22 dated June 7, 2018);
> for Volgogradenergo branch of IDGC of the South - Order

No. 53/2 of the Committee of Tariff Regulation of the Volgograd

Region dated December 26, 2017 (published on: Official
Internet Legal Portal “State System of Legal Information”,
publication number: 3401201712280054, date of publication:
December 28, 2017) as amended by Order No. 3/2 of the
Committee of Tariff Regulation of the Volgograd Region dated
January 24, 2018 (published on: Official Internet Legal Portal
“State System of Legal Information”, publication number:
3401201801260001, date of publication: January 26, 2018);

> for Kalmenergo branch of IDGC of the South -Order No. 99-
p/tpe of the Regional Tariff Service of the Republic of Kalmykia
dated December 26, 2017 (published in: Halmgynn newspaper
dated December 27, 2017 No. 239 (17804));

> for Rostovenergo branch of IDGC of the South - Resolution
No. 86/5 of the Tariff Service of the Rostov Region dated
December 28,2017 (published on: Legal Information Portal of
the Rostov Region, http://pravo.donland.ru, publication
number: 6145201712290067, date of publication:
December 29, 2017) as amended by the Resolution No.37/1 of
the Tariff Service of the Rostov Region dated July 10,2018 “On
Amendments to the Resolution No. 86/5 of the Tariff Service of
the Rostov Region dated December 28, 2017 (published on:
Legal Information Portal of the Rostov Region,
http://pravo.donland.ru; publication number:
6145201807120015, date of publication:July 12,2018) and
by Resolution No.74/3 dated November 27,2018 “On
Amendments to the Resolution No. 86/5 of the Tariff Service of
the Rostov Region dated December 28,2017 (published on:
Legal Information Portal of the Rostov Region,
http://pravo.donland.ru; publication number:
6145201811290032, date of publication: November 29, 2018)/

The gradation of standardised tariff rates and fee rates per unit of
maximum capacity approved for the branches of IDGC of the
South for 2018 and adopted by regulatory authorities involves
differentiation by power ranges, voltage levels,
constant/temporary power supply scheme, material, section and
brand of wire and reflected in the tariff options for branches on
the official website of IDGC of the South at the link: http://mrsk-
yuga.ru/potrebitelyam/tarify-na-tekhnologicheskoe-
prisoedinenie/ .
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Financial Analysis and Performance Analysis

Proceeds from sales of products (services) in 2018 is by

RUB 1,250 mn (up 3.6%) higher than in 2017. Revenues from
power transmission amounted to RUB 34,928 mn (up

RUB 1,489 mn year-on-year). The growth is driven by a 4.6%
increase in the tariff and a decrease in the cost of load losses of
electricity purchased on the wholesale electricity and capacity
market, due to changes in legislation regarding the
reconsideration of the compensation of the cost of load losses to
consumers from August 1, 2017 (Resolution No. 810 of the
Government of the Russian Federation dated July 7, 2017).

BASIC FINANCIALS, RUB MN

In 2018, the cost grew by RUB 2,053 mn. (7.2%) against 2017. This
growth is mainly due to the growth of expenses for payment of
services to territorial grid organisations, purchased electricity to
compensate for losses.

By the end of 2018, the financial result came with a year-on-year
increase of RUB 610 mn. This rise was caused by revenue growth
across all types of regulated and other activities by RUB 1,250 mn
with an increase in cost of sales, with management and selling
expenses by RUB 2,041 mn, a decrease in interest payable by
RUB 562 mn, as well as a decrease in the balance of other income
and expenses.

Indicator 2016 2017 2018
Revenue 31,414 35,144 36,394
Electricity transmission 30,768 33,439 34,928
Grid connection 470 415 380
Electricity sales 860 847
Other services 176 430 238
Cost of sales 27,112 28,630 30,683
Gross profit 4,302 6,514 5,711
Management costs 706 738 730
Selling costs 0 26 22
Profit (loss) from sales 3,596 5,750 4,958
Interest receivable 95 61 47
Interest payable 2,769 3,070 2,508
Income from shareholdings 3 0 1
Other revenues 5,087 3,864 3,652
Other expenses 6,955 5,970 4,663
Profit (loss) before tax -942 635 1,489
Income tax and other charges 69 124 367
Net profit (loss) -1,011 511 1,122
EBITDA 4,418 6,286 6,668
ANALYSIS OF CHANGES IN ACCOUNTS RECEIVABLEl, RUB MN
Debt item December 31, 2016 December 31, 2017 December 31, 2018
Total accounts receivable 13,827 13,692 14,268
Trade receivables 11 408 12128 12 760
Including electricity transmission 11,219 11,735 12,343
Bills receivable - - -
Advances paid 29 33 20
Other services 2,390 1,531 1,488

1. Metrics are given as per accounting reports of the Company for the reporting period.
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Total receivables of IDGC of the South for 2018 amounted to
RUB 14,268 mn, as of 2017 - RUB 13,692 mn. The growth is
mainly driven to an increase in receivables for power
transmission.

Trade receivables amounted to RUB 12,760 mn, + RUB 632 mn
(up 5.2%) year-on-year. The key driver behind such growth is an
increase in receivables for power transmission in
Astrakhanenergo branch, which is caused by the non-payment of
the electricity cost under off-the-meter consumption acts adopted
by the Guaranteeing Supplier on suspensive terms for 2014 -
2018, as well as disputed service and loss charges in 2018.

The bulk of the Company's receivables (86.5%) comes from the
settlements for the power transmission services rendered.

Accounts receivable under the item “Advance paid” amounted to
RUB 20 mn, - RUB 13 mn (down 39.4%) year-on-year.

Other accounts receivable amounted to RUB 1,488 mn,

down RUB 43 mn (39.4%) year-on-year. The reduction was mainly
made up of taxes - by RUB 32 mn, promissory notes -

by RUB 35 mn, other counterparties - by RUB 41 mn. Moreover,
arrears in overdue fees, fines, penalties under contracts increased
by RUB 65 mn (7.7%).

ANALYSIS OF CHANGES IN ACCOUNTS PAYABLE®, RUB MN

In order to recover the debt, the Company undertakes pre-trial
(negotiations, appeals to the executive authorities, concluding
direct contracts for power transmission services with consumers)
and trial measures in accordance with the schedule of measures
approved by the Company’s Board of Directors.

The amount outstanding, in respect of which IDGC of the South
carries out recovery activities, as of December 31, 2018 amounted
to RUB 12,102.3 mn, the coverage of overdue debt measures is
92%, which arises from amendments made to the Arbitration
Procedure Code of the Russian Federation (Before filing a claim, it
is necessary to file a claim and wait for the expiration of a one-
month period for the submission of a claim).

Debt item As at December 31,2016 As at December 31, 2017 As at December 31,2018
Total accounts payable 13,692 10,609 9,772
Trade payables 10,411 8,116 7,281
Bills payable 0 0 0
Advances received 1,003 890 944
Taxes and charges 378 786 688
Other services 1,900 817 859

Accounts payable for 2018 decreased by RUB 837 mn vs 2017 and
as of December 31, 2018 amounted to RUB 9,772 mn.

RUB 246 mn, other suppliers and contractors - RUB 568 mn;
> Arrears on advances received amounted to RUB 944 mn,
up RUB 54 mn (up 6.1%) year-on-year;
> Tax arrears amounted to RUB 688 mn as of December 31,
2018, - RUB 98 mn (12.5%) year-on-year;
> Other accounts payable increased by RUB 42 mn (5.1 %) and
reached RUB 859 mn in the reporting year

In the reporting period, the following changes were observed:

> Trade payables dropped by RUB 835 mn also due to a decrease
in debt to construction organisations - by RUB 116 mn, to
repair organisations - by RUB 38 mn, and as of December 31,
2018 totalled RUB 7,281 mn, including grid organisations for
power transmission services - RUB 5,726 mn, construction
organisations - RUB 741 mn, suppliers of fixed assets -

ALLOCATION AND CHANGES OF THE LOAN PORTFOLIO OF IDGC OF THE SOUTH, RUB MN

Type of loan / Source of principal 2016 2017 2018 Share in the total structure of debt service
loan obligations,%
Short-term loans 7,178 2,785 1,500 6
Long-term loans 12,232 16,589 18,932 74
Bond issue 5,000 5,000 5,000 20
Total 24,410 24,374 25,432 100

The Company's debt on loans and borrowings as at December 31,
2018 amounted to RUB 25,432 mn. The loan debt to PJSC
Sberbank was RUB 7,590 mn, or 30% of the total debt of the
Company, to Gazprombank (JSC) - RUB 7,500 mn, or 29%, to JSC
Alfa-Bank - RUB 3,000 mn, or 12%, to Bank VBRR (JSC) -

RUB 1,842 mn, or 7%, to JSC AB RUSSIA - RUB 500 mn, or 2%.
The debt on the bonded loan amounted to RUB 5,000 mn, or 20%
of the total debt profile.
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The rise in loans and borrowings for the reporting period
amounted to RUB 1,058 mn.

BONDED LOANS

In 2018, the following issues of IDGC of the South’s securities
were on the list of securities admitted to trading of PJSC Moscow
Exchange (previously - CJSC MICEX Stock Exchange):

1. BO-02 series bonds , issue identification number - 4B02-02-
34956-E, date of assignment of identification number -
September 4, 2014. The authority that assigned the
identification number to the issue is Public Joint-Stock
Company MICEX-RTS Moscow Exchange.

Volume of issue: the number of bonds issued - 6,000,000
with par value of RUB 1,000 each, the number of actually
placed securities - 5,000,000.

Number of coupon periods, for which the yield is paid on the
securities of the issue: 20

The maturity term (date) of securities of the issue: on
1,813th (one thousand eight hundred and thirteenth) day
from the date exchange-traded bonds started floating.

Coupon rate: 9.24%.
The issue placed on July 19, 2017.

As of December 31, 2018, the debt on series BO-02 bonds
amounted to RUB 5,000,000 thousand.

2. The programme of exchange-traded bonds of 001P series,

the identification number of the issue is 4-34956-
E-001P-02E, the date of assignment of the identification
number is August 12, 2016. The authority that assigned the
identification number to the issue is Public Joint-Stock
Company MICEX-RTS Moscow Exchange.
Volume of the issue: the value of all issues of exchange-
traded bonds placed under the programme of exchange-
traded bonds of 001P series is up to RUB 25,000 mn and
including.

Number of coupon periods, for which the yield is paid on the
securities of the issue: set by the issue terms.

The maturity term (date) for securities of the issue: no later
than 10,920th (ten thousand nine hundred and twentieth)
day from the date the issue of exchange-traded bonds is
placed under the exchange-traded bonds programme.

The coupon rate is set by the terms of issue.
No issues were placed under the programme.

As of December 31, 2018, there was no debt under the
programme of exchange-traded bonds of 001P series.

ANALYSIS OF 2018 PERFORMANCE
RESULTS

The programme to improve operational efficiency and reduce
costs of IDGC of the South (approved by the Board of Directors on
December 29, 2017, Minutes No. 255/2017) (hereinafter - the
Programme)

The Programme’s activities made are included in the Business
Plan, Investment Programme, Energy Saving and Energy
Efficiency Programme, Innovative Development Programme, and
other target programmes prepared by the Company.

The performance indicators of the Programme cover the targets
set by Development Strategy for Russia’s Power Grid Complex

(approved by Order No. 511-p of the Government of the Russian
Federation dated April 3, 2013) and Directive No. 2303p-P13 of
the Government of the Russian Federation dated April 16, 2015.

Between 2017 and 2018, controllable operating costs were
reduced, in line with the above Strategy, by 21.55% against the
target of 15%.

In line with Directive No.2303p-P13 of the Russian Government
dated April 16, 2015, operating costs in 2018 were reduced by
5.7% year-on-year against the target of 2%.

In order to increase the Company’s operational efficiency, the
following actions were taken:

> Enhancing the management efficiency relative to maintenance
and repair of equipment, buildings, and facilities

In order to change over to a new model of repairs, the Russian
Grid Code and other industry and state regulatory and technical
documents were revised with amendments allowing for on-
condition repairs. Thanks to the changeover to the on-condition
repair strategy, the Company can avoid (reduce) damage from
process upsets (accidents) arising due to insufficient maintenance
and repairs and increase the reliability of power supply to
consumers and the operation of power grid equipment.

As priority areas for improving the management of technical

maintenance and repairs, the Company's management envisages

the following areas:

> improving the workmanship and performance;

> upgrading the security and safety level and reducing the rate
of injuries;

> fitting out with diagnostics and technical condition monitoring
devices;

> further developing the Production Asset Management System
(PAMS).

In 2018, transportation costs were reduced through savings on
fuel and lubricants costs due to the use of the GLONASS satellite
vehicle monitoring system and the use of gas equipment.

> Enhancing the working capital management

In the reporting period, the Company achieved a decrease in
receivables as a result of installments on the writs of execution
for PJISC Volgogradenergosbyt received under legal actions.
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The Company received payments under the agreement on debt
restructuring of MUE VKH (Volgograd Utilities) in the framework
of the insolvency (bankruptcy) case as related to repayment of the
principal debt.

Following the measures aimed at optimising the loan portfolio,
and, as a result, reducing costs for servicing borrowed funds, as at
the end of 2018, costs for servicing borrowed funds were reduced
by RUB 563 mn vs the level of 2017.

> Enhancing the fixed assets management

Depreciation charges are optimised by the Company through the
development and application of a unified depreciation policy.

In order to reduce the cost of maintaining non-core assets,
activities for five assets were completed in full: four assets were
realised through the “sale” method, one facility was liquidated
through the write-off method.

> Enhancing the procurement and supply chains management
system

The activities of this section are aimed at increasing the share of
open competitive procurements and reducing the share of sole
source purchases in accordance with the Uniform Procurement
Standard of PJSC ROSSETI. Following the results of the reporting
period, the share of open competitive purchases was 97.92%
against the target of = 96%, sole source purchases was 2.08%
against the target of < 4%, purchases on electronic trading
facilities was 100% against the target of = 95%.

> Miscellaneous Measures

Fuelled by the progress on the measures aimed at reducing
electricity losses in the Company's power grids, the effect in
physical terms amounted to 210.2 mn kWh and was achieved
through planned measures on the replacement and
modernisation of power grid equipment, in the process of
implementing the Investment Programme, and also as a result of
the planned detection of off-the-meter and non-contractual
electricity consumption points (organisational measures).

The efforts on designing an integrated system of specialised
monitoring, forecasting, and supporting for operational
management decision-making in cases dangerous weather
impacts occur in the area of operational responsibility of IDGC of
the South are made through optimising the costs in line with by
the scenario conditions stipulated in the 2018-2022 Business
Plan.

CLAIM-RELATED WORK TO REDUCE
OVERDUE RECEIVABLES

In 2018 the claim-related efforts made by IDGC of the South

aimed at reducing the size of overdue receivables, including for

power transmission services provided, achieved the following

results:

> 1,586 lawsuits received positive court decisions for a total
amount of claims of RUB 4,609.1 mn, including 378 lawsuits
on claims for collection of receivables for power transmission
services for a total amount of claims of RUB 4,314.4 mn;

> 87 lawsuits were withheld to recover receivables in the amount
of RUB 1,188.7 mn, including 38 lawsuits on claims for
collection of receivables for power transmission services for a

total amount of claims of RUB 980.7 mn;

> RUB 1,917.3 mn were received in the framework of the
enforced collection of accounts receivable on submitted writs
of execution, RUB 1,074 mn after receipt of the enforcement
orders and prior to submitting them for execution, and
RUB 5,907 mn as a result of voluntary payment, total financial
result of RUB 3 mn in the form of cash received as part of the
claim-related wo