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Admission to the Official List and to Trading on the London Stock Exchange  
of Global Depositary Receipts  

This prospectus (the "Prospectus") relates to an admission to listing and to trading of Global Depositary Receipts (the "GDRs"), 
each representing 500 issued ordinary shares with a nominal value of RUB 0.50 each (the "Shares") of Joint-Stock Company 
"Federal Grid Company of Unified Energy System", an open joint-stock company incorporated under the laws of the Russian 
Federation ("Federal Grid" and, together with its subsidiaries, consolidated in the combined and consolidated financial statements of 
Federal Grid, the "Group"). We have received the approval of the UK Financial Services Authority ("FSA") in accordance with the 
prospectus rules (the "Prospectus Rules") of the FSA made under section 73A of the Financial Services and Markets Act 2000 
("FSMA") in relation to the listing of the GDRs. 

There is no offering of GDRs or Shares in any jurisdiction in connection with the listing of the GDRs.  

This document comprises a prospectus relating to Federal Grid prepared in accordance with the Prospectus Rules. Applications 
have been made (1) to the FSA, in its capacity as competent authority under the FSMA to admit up to 2,511,896,256 GDRs, 
consisting of 3,281,929 GDRs outstanding on or about the date of this Prospectus and up to 2,508,614,327 additional GDRs to be 
issued from time to time, subject to the limitations and requirements of Russian law, to listing on the official list of the FSA (the 
"Official List"), which is expected on or about 28 March 2011 and (2) to the London Stock Exchange plc ("the "LSE") for such 
GDRs to be admitted to trading under the symbol FEES on the LSE's regulated market for listed securities which is regulated for the 
purposes of the Markets in Financial Instruments Directive 2004/39/EC. Admission to trading on the regulated market of the LSE is 
expected to take place on or about 28 March 2011. Trading is expected to commence on or about 28 March 2011. The price of the 
GDRs on the LSE will be quoted in US dollars. Prior to the listing of the GDRs, GDRs have not been listed or admitted to trading on 
any exchange.  

The Shares have been admitted to quotation list "B" of each of the Russian Trading System (the "RTS") and the Moscow 
Interbank Currency Exchange ("MICEX") under the symbol FEES and have been traded since 16 July 2008.  

The GDRs and the Shares have not been and will not be registered under the US Securities Act of 1933, as amended (the 
"Securities Act") and may not be offered or sold within the United States, except to qualified institutional buyers ("QIBs") by 
certain US selling agents in reliance on the exemption from the registration requirements of the Securities Act provided by Rule 
144A under the Securities Act ("Rule 144A"), or outside the United States to certain persons in offshore transactions in reliance on 
Regulation S under the Securities Act ("Regulation S"). Prospective purchasers are hereby notified that sellers of the GDRs and the 
Shares may be relying on the exemption from the provisions of Section 5 of the Securities Act provided by Rule 144A. 

Deutsche Bank Trust Company Americas is the depositary bank (the "Depositary") for the GDRs. The GDRs are issued pursuant 
to the Regulation S Deposit Agreement and Rule 144A Deposit Agreement both dated 29 February 2008, as supplemented, entered 
into between Federal Grid and the Depositary (the "Deposit Agreements"). The GDRs are issued in global registered form. The 
Regulation S GDRs are evidenced by a Master Regulation S Global Depositary Receipt (the "Master Regulation S GDR") which is 
registered in the name of BT Globenet Nominees Limited as nominee of Deutsche Bank AG, London Branch, as common depositary 
for Euroclear Bank S.A./N.V. as operator of the Euroclear System ("Euroclear") and Clearstream Banking, société anonyme 
("Clearstream"). The Rule 144A GDRs are evidenced by a Master Rule 144A Global Depositary Receipt (the "Master Rule 144A 
GDR") which is registered in the name of Cede & Co., as nominee for the Depository Trust Company ("DTC"). Interests in Master 
Regulation S GDR and Master Rule 144A GDR are exchangeable for GDRs in definitive form in accordance with the provisions set 
out in "Terms and Conditions of the GDRs" and "Terms and Conditions of the GDRs – General Restrictions – Restrictions on 
Transfer".  

AN INVESTMENT IN THE GDRS INVOLVES A HIGH DEGREE OF RISK. SEE "RISK FACTORS" BEGINNING 
ON PAGE 8 FOR FACTORS THAT SHOULD BE CONSIDERED BEFORE PURCHASING GDRS. THE GDRS SHOULD 
ONLY BE PURCHASED AND TRADED BY INVESTORS WHO ARE PARTICULARLY KNOWLEDGEABLE IN 
INVESTMENT MATTERS. 
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SUMMARY 

Following the implementation of the relevant provisions of Directive 2003/71/EC (the "Prospectus Directive") in 
each member state of the European Economic Area ("E.E.A."), no civil liability will attach to Federal Grid or those 
persons who are responsible for this summary in any such member state solely on the basis of this summary unless it is 
misleading, inaccurate or inconsistent when read together with the other parts of this prospectus.  Where a claim 
relating to the information contained in this prospectus is brought before a court in a member state of the E.E.A., the 
claimant may, under the national legislation of that member state, be required to bear the costs of translating this 
prospectus before legal proceedings are initiated. 

The following summary is intended as an introduction to this Prospectus and should be read in conjunction with the 
more detailed information contained elsewhere in this Prospectus. Investors should base their investment decision on 
an examination of the entire Prospectus. 

Overview 

We own, operate or manage the unified electricity transmission grid system of the Russian Federation (the 
"UNEG"), totalling 121,653 kilometres of electricity transmission lines as at 31 December 2010. We believe we are the 
largest publicly traded electricity transmission company in the world by length of transmission lines and transformer 
capacity of 220kV or above and the largest Russian utility company by market capitalisation. We act as the natural 
monopoly operator for the UNEG. Our principal operating activities consist of providing electricity transmission 
services, providing connection to the electricity grid to participants in the wholesale energy market, maintaining the 
electricity grid system, technical supervision of grid facilities and investment activities in the development of the 
UNEG. We operate electricity grid equipment in 73 regions of Russia, covering an area of approximately 13.6 million 
square kilometres and with a total capacity of 313,496 MVA as at 31 December 2010. Our main customers are 
distribution grid companies, certain large commercial end customers and retail electricity supply companies.  

Federal Grid, the parent company of the Group, was established as an open joint-stock company in June 2002 for 
the purpose of operating and managing the electricity transmission grid infrastructure of the UNEG in the course of the 
restructuring of the Russian electricity industry. Federal Grid conducts its activities through 51 branches and sub-
branches, including eight regional transmission grid branches that operate 43 local transmission grid sub-branches.  

The tariffs we are permitted to charge for the transmission of electricity through our electricity grid system are 
established by the Federal Tariff Service (the "FTS") pursuant to applicable tariff regulations. As of 1 January 2010, we 
transitioned from a "Costs Plus" tariff system to Regulatory Asset Base system ("RAB"). Under the "Costs Plus" tariff 
system, the electricity transmission tariffs were established for a period of one year and covered costs incurred by us 
such as operating expenses, fixed assets depreciation and financial expenses plus a certain net profit which was to be 
reserved for reinvestment into operations and for payment of dividends. In recent years, this tariff-setting method has 
not encouraged cost efficiency, nor has it supported the implementation of extensive investment projects due to the lack 
of certainty regarding the expected return on invested capital. Under RAB, the tariffs we are permitted to charge are 
established for a period of five years and are based on a guaranteed return on capital applicable to initial and new 
investments, which is intended to stimulate additional capital expenditures into the UNEG. Return on initial capital is 
set at 3.9, 5.2 and 6.5 per cent. for 2010, 2011 and 2012, respectively. Return on new capital is set at 11 per cent. for 
2010-2012. In August 2010, the FTS approved a 7.8 and 9.1 per cent. return on initial capital for 2013 and 2014 
respectively, and a 10 per cent. return on new capital for the same two years. As a result of the transition to RAB, our 
2010 tariffs increased by 51.1 per cent. as compared to 2009 and our 2011 tariffs increased by 32.9 per cent. as 
compared to 2010. 

We are implementing a government-approved investment programme for the period of 2010-2014 the primary 
objectives of which are technological renovation and modernisation of the UNEG infrastructure, improvements to our 
capability to add new generation units and customers to the grid and increasing the length of transmission lines and grid 
capacity. Under this investment programme, we intend to invest approximately RUB 952.4 billion between 2010 and 
2014. It is currently intended that the principal sources of funding of the investment programme will be our own funds, 
proceeds from capital raising activities and borrowings, revenue from technical connection fees and funds provided by 
the Russian government.  

For the years ended 31 December 2009, 2008 and 2007, we transmitted approximately 466,290 million, 488,663 
million and 475,391 million kWh of electricity (including transmission loss), respectively, and for the six months ended 
30 June 2010 and 2009, we transmitted approximately 239,150 million and 228,999 million kWh of electricity 
(including transmission loss), respectively. For the years ended 31 December 2009, 2008 and 2007, our transmission 
losses amounted to approximately 22,121 million, 21,866 million and 21,401 million kWh of electricity, respectively, 
and for the six months ended 30 June 2010 and 2009, our transmission losses amounted to approximately 11,295 
million and 10,877 million kWh of electricity, respectively.    

For the years ended 31 December 2009, 2008 and 2007, our revenue amounted to RUB 87,580 million, RUB 69,251 
million and RUB 61,087 million, respectively, and for the six months ended 30 June 2010 and 2009, our revenue 
amounted to RUB 56,565 million and RUB 42,247 million, respectively. For the years ended 31 December 2009, 2008 
and 2007, we had a loss for the period of RUB 61,445 million and RUB 23,837 million, and a profit for the period of 
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RUB 1,612 million, respectively, and for the six months ended 30 June 2010 and 2009, we had a profit for the period of 
RUB 12,636 million and RUB 7,940 million, respectively. For the six months ended 30 June 2010 and 2009 our total 
comprehensive income amounted to RUB 17,838 million and RUB 20,521 million, respectively. For the year ended 31 
December 2009 our total comprehensive income amounted to RUB 209,485 million. For the year ended 31 December 
2008 our total comprehensive loss amounted to RUB 20,799 million. For the years ended 31 December 2009, 2008 and 
2007, we had Adjusted EBITDA of RUB 42,431 million, RUB 33,813 million and RUB 22,683 million, respectively, 
and for the six months ended 30 June 2010 and 2009, we had Adjusted EBITDA of RUB 31,949 million and 
RUB 21,635 million, respectively.  

The Russian Federation owns approximately 79.48 per cent. of Federal Grid's ordinary shares and is the controlling 
shareholder of Federal Grid. Federal Grid established unlisted Rule 144A and Regulation S GDR programmes in 
respect of its ordinary shares in February 2008. This Prospectus relates to the listing of these GDRs.   

Key Strengths 

We believe that we benefit from the following principal competitive strengths: 

• Large scale of operations and stable demand; 

• State Support; 

• Advanced tariff regulation system; 

• Reliability and control; and 

• Established development programme. 

Strategy 

Our strategy is focused on:  

• Reliability and efficiency; 

• Development and innovations; 

• Safety; 

• Corporate governance and personnel; and 

• Shareholder value. 

Risk Factors 

An investment in the GDRs is subject to risks relating to our business and industry, economic, political, social and 
legal risks associated with the Russian Federation, and to risks arising from the nature of the Shares and GDRs and the 
markets upon which they are expected to be traded, including, among others, risks associated with the following 
matters: 

• The Russian Federation exercises control over the Group and has a substantial degree of influence over our 
operations and those of our customers, and may cause us to engage in business practices that do not provide 
adequate economic returns to us; 

• Our revenue depends on transmission tariffs; 

• We depend on payments from our customers; 

• Our transmission assets and Russian electricity infrastructure are ageing; 

• Our transmission assets may not be able to address daily, seasonal or yearly fluctuations in demand for 
electricity and may be negatively affected in remote areas with harsh climates and in politically unstable 
regions of the Russian Federation; 

• We require significant capital to finance our investment programme and the level of our total indebtedness will 
increase in the future; 

• We may face liabilities arising from the reform of the Russian electricity industry; 

• We may be required to operate electricity transmission grids owned by third parties at a loss; 

• This Prospectus contains annual and interim IFRS financial statements with qualified audit opinions and review 
report. The qualification arises from the Group's failure to maintain adequate IFRS accounting records 
regarding the original cost, revalued amounts, depreciation and impairment provision at the level of individual 
items of property, plant and equipment; 

• We are subject to significant health, safety and environmental regulation; 

• Insurance may not be adequate, affordable or available to protect us against operating risks; 
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• We experience a shortage of accounting and financial personnel experienced in internationally accepted 
accounting standards; 

• We may become the victim of attacks against our computer systems; 

• Some of our employees are represented by trade unions; 

• Risks relating to the Russian Federation including economic, political, social and legal risks; 

• Risks relating to taxation; and 

• Risks relating to the shares, GDRs and the trading market. 

 

 

Summary of the Listing 

Listing………………………………………... Federal Grid has applied to admit up to 2,511,896,256 GDRs, 
consisting of 3,281,929 GDRs outstanding on or about the date of 
this Prospectus and up to 2,508,614,327 additional GDRs to be 
issued from time to time, subject to the limitations and 
requirements of Russian law, to the Official List and to trading on 
the LSE's regulated market for listed securities. This total number 
of GDRs would represent 1,255,948,128,393 shares, which is the 
total number of currently issued shares of Federal Grid. According 
to current Russian law and the current permission of the Russian 
Federal Service for Financial Markets, not more than 
287,269,492,431 shares of Federal Grid can be traded outside of the 
Russian Federation in the form of GDRs. Admission to listing and 
to trading is expected on or about 28 March 2011. There is no 
offering of securities in any jurisdiction in connection with the 
listing of the GDRs.  

The GDRs…………………...………………… Each GDR represents 500 Shares of Federal Grid with a nominal 
value of RUB 0.50 each on deposit with Deutsche Bank Ltd., as 
custodian (the "Custodian"), on behalf of the Depositary.  

 The Shares have been admitted to quotation list "B" of each of RTS 
and MICEX under the symbol FEES and have been traded since 16 
July 2008. Application has been made for GDRs to be admitted to 
trading on the LSE's regulated market under the symbol FEES. 

Security Codes…………………………..…… • Regulation S GDRs CUSIP:  313354201 

ISIN:  US3133542015 

Common Code:  036273577 

 • Rule 144A GDRs CUSIP:  313354102 

ISIN:  US3133541025 

Common Code:  036273372 

 • LSE Trading Symbol FEES 

 • Ordinary Shares ISIN RU000A0JPNN9 

 • RTS and MICEX Trading 
Symbol 

FEES 

Voting Rights………………………………… Shareholders are generally entitled, upon a poll, to one vote per 
share at a shareholders' meeting, subject to certain exceptions 
described in "Description of Charter Capital and Certain 
Requirements of Russian Legislation – General shareholders' 
meeting". Under the Deposit Agreements, one GDR carries the 
right to vote 500 Shares, subject to the provisions of the Deposit 
Agreements described under "Terms and Conditions of the GDRs" 
and applicable Russian law and regulations. 
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Dividend Policy……………………………….. Under Federal Grid's Dividend Policy, the amount of dividend 
should be at least 10 per cent. of Federal Grid's net profit, see 
"Dividend Policy".  

Transfer Restrictions………………………… GDRs are subject to certain transfer restrictions, see " Terms and 
Conditions of the GDRs – Transfer Restrictions". 

Related Party Transactions………………….. In the ordinary course of business, the Group entered, and will 
continue to enter, into transactions with entities under direct or 
indirect control of the Russian government and their affiliates and 
subsidiaries. 

Management…………………………………... Federal Grid currently has 11 members on its Board of Directors, 
four of whom are independent directors, and 11 members on its 
Management Board. Members of the Board of Directors are elected 
at the annual General Shareholders' Meeting for a one-year term 
until the next annual General Shareholders' Meeting, and a director 
can be elected to the Board of Directors an unlimited number of 
times. At least six members of the Board of Directors elected by the 
General Shareholders' Meeting must be representatives of the 
Russian state authorities, and at least one representative of the 
Market Council, a non-commercial partnership of electricity 
industry participants, must also be elected to the Board of Directors. 
The Chairman of the Management Board is appointed by the 
General Shareholders' Meeting, and other members of the 
Management Board are appointed by the Board of Directors for the 
period of three years. Members of the Board of Directors and the 
Management Board own in the aggregate approximately 0.007 per 
cent. of the Federal Grid's issued shares.  

Purpose of the Listing………………………… The listing of the GDRs will allow Federal Grid to enter the 
international market, to broaden its investor base and to provide 
more flexibility and liquidity for its shareholders and GDR holders. 
Moreover, Federal Grid may consider an offering of GDRs in the 
future.  

 

 

Selected Financial and Operating Information 

The tables below set forth selected financial information which has been derived from our audited consolidated 
financial statements as of and for the years ended 31 December 2009, 2008 and 2007 and our unaudited interim 
consolidated statements for the six months ended 30 June 2010 and 2009, in each case, prepared in accordance with the 
International Financial Reporting Standards ("IFRS"). The audit opinions in respect of the financial statements for the 
years ended 31 December 2009, 2008 and 2007 include a qualified opinion and emphasis of matter (see auditor's reports 
on pages F-56, F-114 and F-171). The review report in respect of the financial statements for the six months ended 30 
June 2010 includes a qualified conclusion and emphasis of matter (see review report on page F-4).The tables below also 
set forth operating data as of and for the years ended 31 December 2009, 2008 and 2007 and for the six-month periods 
ended 31 December and 30 June 2010. The selected financial and operating data below should be read in conjunction 
with our combined and consolidated financial statements prepared in accordance with IFRS, "Management's Discussion 
and Analysis of Financial Condition and Results of Operations", "Qualification of Independent Auditors' Report" and 
"Business". 

The financial statements of the Group account for the acquisition of businesses under the control of RAO UES and 
its subsidiaries as transactions among entities under common control using the predecessor values method. 
Accordingly, the assets and liabilities of the contributed entities were combined from the earliest period presented in the 
financial statements. Information in respect of the comparative period and opening balances has been restated as if the 
business combination took place at the beginning of the earliest period presented. See Note 2 (Basis of preparation) to 
the financial statements. 
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Summary of Consolidated Statement of Comprehensive Income Data – IFRS 

 

 
Six months ended 30 

June Year ended 31 December 

 
2010 

Unaudited 
2009 

Unaudited 
 

2009 
 

2008(1) 
 

2007(2) 
 (in millions of roubles, except profit/loss per ordinary share) 
  
Revenues............................................................... 56,565 42,247 87,580 69,251 61,087 
Other operating income ........................................ 1,765 2,022 4,287 6,587 5,047 
Operating expenses ............................................... (44,346) (35,526) (78,216) (68,175) (54,967) 
Gain on sale of available-for-sale investments ..... - 303 1,504 2,563 - 
Reversal of impairment provision of property, 
plant and equipment .............................................. - - 9,642 - 6,367 
Specific impairment of property, plant and 
equipment and intangible assets ........................... (1,100) (3,617) (2,287) (191) (4,167) 
Revaluation loss on property, plant and 
equipment ............................................................. - - (105,693) - (6,640) 
Operating profit/(loss) ........................................ 12,884 5,429 (83,183) 10,035 6,727 
Finance income ..................................................... 3,131 4,997 10,000 8,483 1,527 
Finance cost .......................................................... (50) (1,305) (1,484) (7,119) (3,465) 
Impairment of available-for-sale investments 
and associates ....................................................... - - (2,018) (45,107) (241) 
Share of result of associates .................................. 525 1,480 1,893 (1,372) 1 
Profit/(loss) before profit tax ............................. 16,490 10,601 (74,792) (35,080) 4,549 
Profit tax/Total profit tax credit/(charge) .............. (3,854) (2,661) 13,347 11,243 (2,937) 
Profit/(loss) for the period .................................. 12,636 7,940 (61,445) (23,837) 1,612 
Total comprehensive income/(loss) for the 
period: .................................................................. 17,838 20,521 209,485 (20,799) - 
Profit/(loss) attributable to:       
Shareholders of Federal Grid ................................ 13,026 7,967 (61,196) (23,784) 3,370 
Non-controlling interest/Minority interest ............ (390) (27) (249) (53) (1,758) 
Total comprehensive income/(loss)  
attributable to:      
Shareholders of Federal Grid ................................ 18,228 20,548 209,261 (20,753) - 
Non-controlling interest/Minority interest ............ (390) (27) 224 (46) - 
Profit/(loss) per ordinary share for 
profit/(loss) attributable to the shareholders 
of Federal Grid – basic and diluted (in 
Roubles) ............................................................... 0.01 0.01 (0.05) (0.03) 0.01 

Summary of Consolidated Statement of Financial Position Data - IFRS 

 As of 30 June As of 31 December 

 
2010 

Unaudited 
2009 

Unaudited 2009 2008(1) 2007(2) 
 (in millions of roubles) 
  
Total assets ............................................................ 990,970 739,836 976,424 697,741 424,925 
Total equity ........................................................... 859,564 612,584 801,548 592,063 282,926 
Total liabilities ...................................................... 131,406 127,252 174,876 105,678 141,999 

Summary of Cash Flow Data - IFRS 

 
Six months ended  

30 June Year ended 31 December 

 
2010 

Unaudited 
2009 

Unaudited 2009 2008(1) 2007(2) 
 (in millions of roubles) 
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Net cash generated by operating activities............ 25,959 15,445 32,455 19,820 23,999 
Net cash used in investing activities ..................... (36,914) (9,007) (32,473) (110,390) (73,163) 
Net cash (used in) / generated by financing 
activities ................................................................ (7,452) 15,853 18,032 90,515 58,404 
Net increase/(decrease) in cash and cash 
equivalents………………………………………. (18,407) 22,291 18,014 (55) 9,240 

____________________________________________ 
(1) As presented in comparative information in the 2009 Audited Combined and Consolidated Financial Statements.  

(2) As presented in comparative information in the 2008 Audited Combined and Consolidated Financial Statements. The disclosure of comprehensive 
income/(loss) was not required under IFRS at the date of the respective financial statements.  

Liquidity ratios and other measures  
 
 

As of 30 June As of 31 December 
2010  2009 2009 2008 2007 

(in millions of roubles, except ratios) 

Current liquidity ratio(1)  ........................................ 2.6 1.5 3 2.3 0.9 

Cash liquidity ratio(2)  ............................................ 1.6 1 2.2 1.5 0.4 

Total equity/Total assets ratio(3)  ............................ 0.9 0.8 0.9 0.8 0.8 

Net debt(4) .............................................................. (55,452) (65,403) (79,022) (41,793) 11,833 

____________________________________________ 
(1) Current liquidity ratio is calculated as total current assets divided by total current liabilities. For the purpose of this ratio the proceeds received 
from shareholders of Federal Grid for the additional shares issued before the registration of issue (recorded as accounts payable to the shareholders of 
Federal Grid) were excluded from current liabilities. 

(2) Cash liquidity ratio is calculated as sum of cash and cash equivalents, bank deposits and short-term promissory notes divided by total current 
liabilities. For the purpose of this ratio the proceeds received from shareholders of Federal Grid for the additional shares issued before the registration 
of issue (recorded as accounts payable to the shareholders of Federal Grid) were excluded from current liabilities. 

(3) For the purpose of this ratio the proceeds received from shareholders of Federal Grid for the additional shares issued before the registration of 
issue (recorded as accounts payable to the shareholders of Federal Grid) were treated as an element of equity. 

(4) Net debt represents non-current debt plus current debt and current portion of non-current debt reduced by cash and cash equivalents, bank deposits 
and short-term promissory notes. 

Operating Data 

 

 

As of 31 
December 

As of 30 
June As of 31 December 

2010  2010  2009  2008  2007  
Transmission grid length (thousand km) ...... 122 121 118 118 47 
Substations (units) ........................................ 797 798 761 758 150 
Total Transformer Capacity (MVA) ............. 313,496 305,960 298,459 286,185 139,330 

 

 

Six months ended  Year ended 31 December 
31 December 

2010 
30 June 

2010 2009  2008  2007  
 (in million kWh) 
Total volumes of electricity transmitted 
(including transmission losses)......................

 
247,214 239,150 466,290 488,663 475,391 
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RISK FACTORS 

An investment in the GDRs involves a high degree of risk. Prospective investors should carefully review this entire 
Prospectus and, in particular, should consider all the risks inherent in making such an investment, including the risk 
factors set forth below, before making a decision to invest. 

Prospective investors should note that the risks described below are not the only risks we face. These are the risks 
that we consider material. There may be additional risks that we currently consider immaterial or we are currently 
unaware of, and any of these risks could have similar effects as those set forth below.  

Risks Relating to Our Business and Industry 

The Russian Federation exercises control over the Group and has a substantial degree of influence over our 
operations and those of our customers, and may cause us to engage in business practices that do not provide 
adequate economic returns to us. 

The Russian Federation owns 79.48 per cent. of Federal Grid's Shares, and manages this stake through the Federal 
Property Management Agency ("FPMA"). According to the privatisation programme for 2011-2013, the Russian 
Federation plans to sell 4.11 per cent. minus one ordinary share in Federal Grid to reduce the ownership of the Russian 
Federation in Federal Grid to the minimum required by law, i.e. 75 per cent. plus one share. In addition, not less than 
six members of Federal Grid's 11-member Board of Directors are representatives of the Russian Federation and the 
Chairman of the Management Board of Federal Grid is the Minister of Energy of the Russian Federation.  

The Russian Federation also exercises substantial influence over our operations through its regulatory, taxation and 
legislative powers. Our investment programme is developed based on policies prescribed by the Russian government 
and must be approved by the Russian government. Federal Grid is on the Russian government's list of strategic entities, 
which, inter alia, sets out a special bankruptcy and insolvency regime applicable to Federal Grid and provides for a 
special procedure with respect to the sale or dilution of any of the voting shares in Federal Grid, see "Regulatory 
Environment – Strategic Industry Law". In addition, Federal Grid is a "natural monopoly" operator of the UNEG under 
the Natural Monopoly Law. As a result, government authorities regulate the tariffs that we charge for the transmission 
of electricity through, and the connection of customers to, the UNEG. Tariff regulation may be expanded or modified 
and new tariff schemes introduced that may have a negative effect on us. In addition, regulated tariffs may be set at a 
level which would not allow us to preserve our investment capacity while generating an acceptable return on capital 
invested in our transmission facilities. Should any of these risks materialise, our business, financial condition, results of 
operations and prospects may be materially adversely affected. 

Apart from the tariff regulation, government authorities may from time to time adopt new regulations, reverse their 
position on various issues and slow down or accelerate electricity reform on short notice, any of which may materially 
adversely affect our business, financial condition, results of operations and prospects. 

The Russian Federation is in a position to control the voting on most matters submitted to our General Shareholders' 
Meeting, including the declaration of dividends, the appointment of management, reorganisations, liquidations, mergers 
and acquisitions and amendments to our Charter. Further, the Russian Federation exercises significant influence over 
our business strategy and operations through its effective control of the Board of Directors of Federal Grid. This 
concentrated control limits the ability of the other shareholders, including the holders of the GDRs, to influence 
corporate matters and, as a result, we may take actions that minority shareholders do not view as beneficial. The 
interests of the Russian Federation as our principal beneficial shareholder could conflict with the interests of other 
shareholders, including the holders of the GDRs, and the Russian Federation may make decisions that could have a 
material adverse effect on our business, financial condition, results of operations and prospects. Some of these decisions 
may not be driven by purely commercial considerations but rather motivated by political, economic or social goals of 
the Russian Federation. For example, our mission is to provide adequate access to electricity supply for all regions of 
Russia, and accordingly, the Russian government may compel us to construct and manage certain power transmission 
facilities (such as those in remote regions of Russia) which may not deliver adequate economic returns to us. In these 
cases, we anticipate that the Russian government would contribute to the required capital expenditures, but our 
business, financial condition, results of operations and prospects could still be materially adversely affected.  

We have engaged and may continue to engage in transactions with related and other parties, including the Russian 
Federation and other companies controlled by the Russian Federation or in which the Russian Federation holds a 
significant interest. Conflicts of interest may arise and result in us entering into transactions on terms not determined by 
market forces. See "Related Party Transactions" for further details. 

Our revenue depends on transmission tariffs. 

Most of our revenue (96.2 per cent. for the six-month period ending 30 June 2010) is derived from transmission 
tariffs charged to regional distribution grid companies, certain large commercial end customers and retail electricity 
supply companies. The revenues that we receive from transmission tariffs may not provide adequate economic returns 
to cover related expenses incurred by us. Owing to the Russian government's general policy of restraining tariff 
increases on products and services provided by the natural monopolies, the transmission tariffs may be set at a level 
below cost which could have a material adverse effect on our business, financial condition and results of operations. For 
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example, in December 2010, public media sources reported that the Russian Ministry of Economic Development 
proposed lowering the previously approved transmission tariffs for 2011 by as much as half. The media sources assert 
that the ministry may use a "smoothing mechanism" to reduce large hikes in our revenue in certain years and spread 
revenue increases more evenly over the regulated period. Under such "smoothing mechanism", the decrease in 2011 
transmission tariff would be compensated by larger transmission tariff increases in subsequent years. At the same time, 
public media sources reported that the Russian Ministry of Energy, which is our principal regulator, publicly denounced 
proposed changes to the approved principles of tariff regulation with respect to electricity grid companies, including us. 
According to the Minister of Energy, the proposed smoothing of electricity transmission tariffs will not have a 
significant influence on the final price of electricity, while any changes in the tariff regulation would be negatively 
perceived by investors. We cannot predict whether the proposal of the Ministry of Economic Development or other 
related proposals will be implemented.  

We depend on payments from our customers. 

Our primary operating income comprises payments for transmission of electricity and technological connection 
services provided by us. In accordance with Russian law, we are obligated to enter into contracts for transmission of 
electricity and technological connection services with all eligible customers. If a customer does not make timely 
payment for our electricity transmission and technological connection services, we are permitted to suspend these 
services in relation to such customer. However, we do not have the right to unilaterally terminate the contract in relation 
to a non-paying customer.  

As at 30 June 2010, we had total receivables of approximately RUB 13 billion (excluding allowance for doubtful 
debtors in the amount of approximately RUB 7.5 billion). This amount includes receivables of RUB 12 billion (net of 
allowance for doubtful debtors in the amount of approximately RUB 4 billion) under our contracts for electricity 
transmission and for provision of technological connection services. Non-payments and delays in payment could 
continue to increase in the future. If we are faced with any non-payments and payment delays and, in particular, if they 
continue for a protracted period of time due to our inability to terminate provision of services to customers that do not 
provide timely payments to us, our business, financial condition and results of operations could be materially adversely 
affected. 

Our transmission assets and Russian electricity infrastructure are ageing. 

In general, transformers and transmission lines have an average expected useful life of 25 years and 40 years, 
respectively. As at 31 December 2010, 52 per cent. of our total transformers and 30 per cent. of our total electricity 
transmission grid lines had exceeded such expected useful lives. See "Business – Operations – Electricity Transmission 
Grid" for detailed charts showing the ages of our transformers and transmission lines, categorised by age groups and by 
voltage. Transmission assets that have exceeded their original expected lives generally have lower reliability and 
efficiency in comparison to newer facilities but, with additional maintenance and repairs, can generally be kept in good 
operating condition. Nevertheless, a number of these transmission assets may no longer meet the high safety standards 
that we strive for. Moreover, aging transmission assets become particularly susceptible to technical failures and 
industrial accidents. The ageing condition of our transmission assets and the Russian electricity infrastructure in general 
greatly increase the risk of interruptions in the adequate and reliable supply of electricity to our customers. 
Interruptions, if they occur, could lead to fines and penalties being imposed on us and a deterioration in our operating 
performance, as well as incurrence of additional expenses in connection with repairs of assets damaged as a result of 
industrial accidents which may not be covered by insurance. See "– Insurance may not be adequate, affordable or 
available to protect us against operating risks".  

We intend to make significant capital expenditures to modernise our existing electricity transmission assets as well 
as to construct new facilities.  See "Business – Investment Programme" and "We require significant capital to finance 
our investment programme and the level of our total indebtedness will increase in the future." 

Our transmission assets may not be able to address daily, seasonal or yearly fluctuations in demand for electricity 
and may be negatively affected in remote areas with harsh climates and in politically unstable regions of the Russian 
Federation. 

The demand for electricity may vary significantly on a daily, seasonal and yearly basis due to weather conditions 
and other factors. Demand for electricity is usually higher during the period from October to March due to longer nights 
and colder weather, and it is generally lower in the period from April to September due to longer days and warmer 
weather. In addition, demand for electricity is usually higher during normal business hours during the day and for a 
longer duration during the period from October to March due to fewer daylight hours. Demand may also fluctuate from 
year to year due to changes in weather patterns. Therefore, our transmission capacities may be fully utilised during 
certain parts of the day or during certain months, and under-utilised during other parts of the day and year. Accordingly, 
our expenses may fluctuate based on the above electricity demand and weather patterns. Further, due to daily and 
seasonal fluctuations in electricity demand, our transmission assets may be overutilised leading to temporary inability to 
supply adequate amounts of electricity to selected regions and potential blackouts, which, if they take place, could have 
a material adverse effect on our business.  

Some of our transmission assets are located in remote areas with harsh climates, including the Magadan, 
Krasnoyarsk and Kamchatka regions. Although we currently employ technologies for accessing and operating in the 

 

 



 

 10 

harsh climates of these areas, there can be no assurance that we will be able to continue to overcome the technical 
challenges related to weather and climate in, and the accessibility of, these locations at a commercially reasonable cost, 
which could have a material adverse effect on our business, financial condition and results of operations.  

Certain of our transmission assets are located in regions of the Russian Federation that are subject to political unrest 
and heightened risks of terrorism or other politically motivated attacks. Although we have not experienced any acts of 
terrorism against our employees and our facilities, no assurance can be given that acts of terrorism against us will not 
take place in the future. Such acts, if sufficiently severe, could have a material adverse effect on our business, financial 
condition, results of operations and prospects. 

We require significant capital to finance our investment programme and the level of our total indebtedness will 
increase in the future. 

In accordance with our investment programme we intend to invest approximately RUB 952.4 billion between 2010 
and 2014, including RUB 624.1 billion on asset development, RUB 313.6 billion on technical re-equipment and 
reconstructions and RUB 14.7 billion on technological connection. These investments are planned to be spread out over 
2010, 2011, 2012, 2013 and 2014 as follows:  RUB 170.5 billion, RUB 189.6 billion, RUB 194.6 million, RUB 197.8 
billion and RUB 199.9 billion, respectively.  Our investment programme is developed based on policies prescribed by 
the Russian government and is approved by the Russian government. We are required by law to implement the 
investment programme. Given our fundamental role in the infrastructure of the Russian electricity sector, we also 
receive state support.  

The investment programme is currently wholly unfunded for the period 2011-2014. We intend to finance it by our 
cash flows from operations (principally the RAB tariffs), funds received from additional capital raising activities and 
borrowings, federal budget funds and revenue from technical connection services. Although, none of these sources will 
be sufficient on its own, we believe that we have well-balanced sources of funding for our investment programme. For 
example, in 2010, we raised financing in the amount of RUB 168.03 billion, representing 98.1 per cent. of the budgeted 
investment programme, principally from cash flows from operations, debt, Russian federal budget and other funds 
received in the course of the reorganisation of RAO UES.  

We believe that cash flows from operations and debt will be our largest source of funding for our investment 
programme in the remaining period of the 2010-2014 term of the programme. For example, in the year ended 31 
December 2009 and the six months ended 30 June 2010, we had Adjusted EBITDA of RUB 42.4 billion and RUB 31.9 
billion, respectively. Most importantly, RAB tariff regulations, implemented in 2010, will provide us with a stable 
revenue stream and a secure financing source for the entire regulatory period of the investment programme.  RAB 
tariffs are calculated and approved at levels designed to allow us to recoup our capital investments over certain number 
of years and earn a certain guaranteed return on such capital.   

In September and October 2010, we issued rouble-denominated corporate bonds in the Russian capital markets in 
the total amount of RUB 50.0 billion. As of 30 June 2010 and giving effect to the incurrence of these rouble bonds, our 
total debt to EBITDA ratio was approximately 1:1. As an indirect result of various tariff regulations, our total debt to 
EBITDA ratio must not rise above 2.5:1 upon expiry of the five-year period for which tariffs under RAB have been 
recently approved, although it may rise above 2.5:1 within the five-year period, giving us significant debt capacity 
through 2014. Combined with our RAB tariffs, our low leverage will make us attractive to lenders and investors in debt 
capital markets, although our ability to raise additional debt could be adversely affected by many factors beyond our 
control, including economic conditions in the Russian Federation and the general condition of the capital markets, 
including the downgrading of credit ratings assigned to the Russian Federation. While the amount of our investment 
programme is very significant, we believe that we will be able to attract sufficient debt and equity financing on 
commercially reasonable terms in order to fund our current investment programme. However, increased levels of 
indebtedness could, among other things: (1) limit our ability to obtain additional financing in the future; (2) limit our 
flexibility in planning for, or reacting to, changes in our business environment; (3) render us more vulnerable to general 
adverse economic and market conditions; (4) require us to dedicate a larger portion of our operating cash flow to 
servicing our debt; and (5) limit or eliminate our ability to pay dividends.    

If we fail to source sufficient funding from operating cash flows and debt or equity financing, we believe that the 
Russian government will revise our investment programme and/or provide extra federal budget funds to finance our 
investment programme. Federal Grid is confident that the Russian government will provide the additional funding 
because, firstly, the Russian government is the major shareholder of Federal Grid, currently owning 79.48% ordinary 
shares in Federal Grid. Secondly, Federal Grid is a natural monopoly that has an exclusive right and a legal and social 
obligation to operate the UNEG which constitutes the backbone of the Russian electricity infrastructure. Moreover, the 
Federal Grid's main objective is to provide stable and reliable transmission of electricity on the unified national 
electricity grid, so that the Russian Federation's social and economic objectives are met. Also, the investment 
programme includes special projects that are important for the state, see "Business". Therefore, Federal Grid is 
indispensable part of the Russian economy and society. If the funds provided by the Russian government are in the 
form of equity, then such investment would increase the shareholding of Russian Federation in Federal Grid, which is 
already the major and controlling shareholder of Federal Grid, see "– The Russian Federation exercises control over the 
Group and has a substantial degree of influence over our operations and those of our customers, and may cause us to 
engage in business practices that do not provide adequate economic returns to us". In case of a failure to source 
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sufficient funding due to factors within our control, we may face fines and other penalties. In addition, since a portion 
of our transmission assets are ageing, a failure to raise sufficient funding for our investment programme and thus to 
undertake improvements and modernisations could increase the risk of technical failures and industrial accidents and 
result in interruptions in the adequate and reliable supply of electricity to our customers. See "Our transmission assets 
and Russian electricity infrastructure are ageing".   

Even if we are able to attract sufficient financing for our capital requirements, there is no assurance that we will be 
able to construct new facilities or modernise our existing facilities should delays or failures by contractors to perform 
their obligations occur. We have limited experience in large-scale construction and modernisation projects, such as 
those contemplated by certain of our existing or future investment programmes. In turn, we rely on the services of 
external contractors in order to implement our investment programmes. If any of our key contractors should rescind 
contracts with us or otherwise terminate their services or become unable to perform their obligations, we may find it 
difficult or time-consuming to replace such contractors with equally qualified providers. As a result, the implementation 
of our investment programme may be materially adversely affected. In addition, due to the relatively limited number of 
companies that are able to handle such projects, including contractors and equipment producers, and the lack of 
qualified personnel at such contractors, there is no assurance that we will be able to hire contractors for such projects 
within the planned timeframe or according to the planned budget. 

We may face liabilities arising from the reform of the Russian electricity industry. 

In 2001, a decision was taken by the Russian government to significantly restructure the Russian electricity industry 
by, among other things, breaking up almost all of the vertically-integrated power companies and forming new 
companies to operate in separate electricity industry segments, such as generation, transmission and distribution. See 
"Electricity Industry in the Russian Federation – Industry Restructuring". 

In the course of the restructuring of the Russian electricity industry, Federal Grid participated in a number of 
corporate reorganisations, including the mergers of JSC State Holding, JSC Minority Holding, 54 regional transmission 
electricity grid companies, seven inter-regional transmission grid companies and RAO UES into Federal Grid that took 
place in 2008. See "Business – Our History and Development". Most of the companies that merged into Federal Grid in 
2008 were also themselves formed as a result of various corporate reorganisations. Many of the transactions which took 
place as part of the reorganisation of the Russian electricity industry were complex and, in many cases, relied on newly 
adopted regulations which were not widely tested in practice and, therefore, subject to varying interpretations. Certain 
of the companies involved in the restructuring took a variety of actions relating to share issuances, share disposals and 
acquisitions, valuation of property, interested party transactions, major transactions, meetings of their governing bodies 
and antimonopoly issues that, if successfully challenged on the basis of non-compliance with applicable legal 
requirements by government authorities, counterparties or shareholders of the relevant group members or their 
predecessors-in-interest, could result in the invalidation of such transactions or the imposition of other liabilities. We 
may not be able to successfully defend every challenge brought against us on the basis of such actions or transactions, 
and the invalidation of any of these actions or transactions or the imposition of any related liability could, individually 
or in the aggregate, have a material adverse effect on our business, financial condition and results of operations. 

In addition, in accordance with Russian law, Federal Grid may be legally responsible for liabilities of companies 
whose assets Federal Grid received as part of corporate reorganisations, including liabilities of RAO UES. Federal Grid 
will bear these liabilities as a legal successor of RAO UES and other companies under the terms of the reorganisation. 
Furthermore, there is a risk that Federal Grid may be forced to bear liabilities that were not documented under the terms 
of the relevant reorganisation, even if Federal Grid was unaware of such liabilities. Should Federal Grid be held liable 
for such undocumented liabilities of the companies whose assets Federal Grid received as part of the reorganisation, our 
business, financial condition, results of operations and prospects may be materially adversely affected. 

In the course of the Russian electricity industry restructuring, Federal Grid as successor of RAO UES received 
stakes in certain non-core assets which are not used for the transmission of electricity, including stakes in electricity 
generation companies. See "Management's Discussion and Analysis of Financial Condition and Results of Operations –
Investments". In accordance with certain regulations adopted pursuant to the restructuring of the Russian electricity 
industry, we may not own electricity generation assets and therefore, may have to sell or otherwise dispose of them. See 
"Regulatory Environment – Electricity Industry Regulation" and "Business – Property". There is no guarantee that we 
will able to dispose of our stakes in electricity generation companies at a price equivalent to their market value.  

We may be required to operate electricity transmission grids owned by third parties at a loss. 

Laws and regulations enacted in the course of the restructuring of the Russian electricity industry stipulate that we 
are required to operate all transmission electricity grids forming the UNEG. To that end, we are required to enter into 
lease agreements for the use and operation of transmission electricity grids owned by third parties if so requested by 
them. Under such lease agreements, we make payments to third party owners in exchange for the right to use and 
operate, and receive revenue related to operations of, the transmission electricity grids owned by these parties. The lease 
payments payable by us to the owners pursuant to such lease agreements are determined based on the electricity 
transmission tariffs with respect to particular owners as approved by the FTS. If the FTS sets the relevant electricity 
transmission tariffs at a level below those necessary for us to recoup our operation costs, we may be required to operate 
transmission electricity grids owned by third parties at a loss. Further, if the FTS does not approve the relevant 
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electricity transmission tariffs in a timely manner, we may be subject to regulatory actions and fines for not entering 
into lease agreements with third party owners. See "Business – Litigation" for an example of such regulatory action. If 
any of the above take place, our business, financial condition, results of operations and prospects could be materially 
adversely affected. 

This Prospectus contains annual and interim IFRS financial statements with qualified audit opinions and review 
report.  The qualification arises from the Group's failure to maintain adequate IFRS accounting records regarding 
the original cost, revalued amounts, depreciation and impairment provision at the level of individual items of 
property, plant and equipment. 

Historically, the Group has not maintained detailed IFRS accounting records which show the balances and 
movements of IFRS values of each item of property, plant and equipment. However, the Group regularly revalues its 
property, plant and equipment in accordance with the Group's accounting policies. When preparing IFRS financial 
statements, therefore, the Group has had to compile IFRS values from (i) the results of the latest revaluation for IFRS 
purposes and (ii) information on property, plant and equipment additions and disposals obtained from the records 
prepared under the Russian Accounting Standards ("RAS"). The process of further accounting for the adjustments 
generated by this process required the management to apply certain assumptions, and make certain judgements, which 
may have lead to misstatements of certain line items in the financial statements as set out in the audit qualification. 
While this was, for practical purposes, the only way the Group was able to account for its property, plant and equipment 
in its IFRS financial statements, the absence of detailed IFRS accounting records for each item of property, plant and 
equipment was the reason for the qualification to the audit opinions and the review conclusion. 

Due to the absence of the detailed IFRS accounting records in respect of property, plant and equipment, the 
following items in the financial statements for the year ended 31 December 2009 may be misstated: 

(i) Revaluation effects recorded in the statement of comprehensive income ("Revaluation loss on property, plant 
and equipment" and "Change in revaluation reserve for property, plant and equipment"); 

(ii) Revaluation effects recorded in the statement of changes in equity ("Change in revaluation reserve for 
property, plant and equipment"); 

(iii) Depreciation expense recorded in the statement of comprehensive income (within "Operating expenses"); 

(iv) Reversal of impairment recorded in the statement of comprehensive income ("Reversal of impairment 
provision for property, plant and equipment"); and 

(v) Deferred tax effects related to property, plant and equipment recognised in the net income or equity (within 
"Profit tax" and “Profit tax recorded directly in other comprehensive income”). 

The Group is currently preparing detailed IFRS accounting records for each item of property, plant and equipment 
in order to fully comply with the requirements of IFRS, and will complete the preparation of these records before 
completion of the IFRS financial statements for the year ending 31 December 2010. Once completed, these detailed 
accounting records will make it possible to quantify the possible effect of the past misstatements, if any.  

The comparative numbers for the year ended 31 December 2009, which will be included in the financial statements 
for the year ended 31 December 2010, will be restated to reflect the results of the completion of the detailed IFRS 
accounting records for property, plant and equipment. In addition, the comparative numbers for the six months ended 30 
June 2010, which will be included in the financial statements for the six months ended 30 June 2011, will also be 
restated to reflect the results of the completion of the detailed IFRS accounting records for property, plant and 
equipment. IFRS does not require to re-issue the previously issued financial statements and therefore the Group will not 
re-issue its IFRS financial statements for the years ended 31 December 2009, 31 December 2008 and 31 December 
2007, and the six months ended 30 June 2010, which are included herein. 

We refer you to a full discussion of the matter in section titled "Qualification of Independent Auditors' Report" on 
page 65.  As set out therein, any potential misstatement in the financial statements included herein or any restatements 
to the financial information for 2009 and six months of 2010 resulting from the completion of the detailed IFRS 
accounting records for each item of property, plant and equipment do not and will not have any material impact on the 
Group's financial performance, its business or its operations. The Prospectus contains all information necessary to 
enable investors to make an informed assessment of the assets and liabilities, financial position, profit and losses, and 
prospects of the Group, and of the rights attaching to the GDRs. 

We are subject to significant health, safety and environmental regulation. 

We operate in an industry that uses high-voltage equipment, which may involve health and safety risks or pollution 
of the environment. See "Business – Health and Safety" and "Business – Environmental Matters" for further details on 
our safety and environmental record. As a result, our activities are subject to various federal, regional and local health, 
safety and environmental protection laws and regulations. These laws and regulations generally relate, among other 
things, to worker safety, handling of explosive and hazardous objects and waste disposal. It may not be feasible for us 
to accurately assess the risks and associated liabilities to which we may be subject, particularly in light of the 
uncertainties that exist in Russian environmental laws. 
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In recent years, new and stricter health, safety and environmental regulations have been imposed in the Russian 
Federation, and fines and other payments for violation of these regulations have been significantly increased, although 
these regulations still generally remain weaker and less stringently enforced than in the European Union or North 
America. In the future, federal, regional or local authorities may impose stricter health, safety and environmental 
standards than those currently in effect or enforce or interpret the existing environmental laws, regulations or licences in 
a different or more stringent manner than they are currently enforced or interpreted. In such circumstances, we may be 
required to undertake further expenditure to modify our operations, ensure better work conditions, install pollution 
control equipment, introduce measures to reduce the impact of our activities on the environment, curtail or cease certain 
of our operations, or to pay fees or fines for breaches of health, safety or environmental standards. There can be no 
assurance that we would be able to recover any such increased costs from our customers or that our business, financial 
condition and results of operations would not be materially adversely affected by health, safety and environmental laws 
and regulations. 

To the extent that our transmission assets become obsolete, we may face an increase in expenditures to install 
modern, more environmentally-friendly equipment and to replace the obsolete technology in order to comply with 
applicable environmental regulations. Any such increase in expenditures or any related failure to comply with 
applicable environmental regulations could have a material adverse effect on our business, financial condition, results 
of operations and prospects.  

Insurance may not be adequate, affordable or available to protect us against operating risks. 

The insurance industry is not yet well-developed in the Russian Federation and many forms of insurance protection 
are either unavailable or unavailable on commercially reasonable terms, including coverage for business interruption 
and environmental liabilities. We maintain insurance against some, but not all, potential risks and losses which may 
affect our operations. See "Business – Insurance" for further details on the type and amount of coverage we carry. We 
do not have any coverage for business interruption. We can provide no assurance that our insurance will be adequate to 
cover all of our potential future losses or liabilities nor that our existing insurance coverage will continue to be available 
to us on commercially reasonable terms. Until we are able to obtain adequate insurance coverage, there is a risk that 
losses and liabilities arising from events that are typically insurable in more developed markets could significantly 
increase our costs and materially adversely affect our business, financial condition and results of operations. 

We experience a shortage of accounting and financial personnel experienced in internationally accepted accounting 
standards. 

The preparation of our combined and consolidated IFRS financial statements is a difficult task, requiring IFRS-
experienced accounting personnel. We prepare our IFRS financial statements by transforming financial information 
prepared under RAS into IFRS compliant information through accounting adjustments. We have adopted and 
implemented transformation procedures and implemented them for the IFRS financial statements for the last three and a 
half years. This process is complicated and time-consuming, and requires significant attention from our senior 
accounting personnel. We currently experience a shortage of accounting and financial personnel experienced in 
internationally accepted accounting standards. We have addressed this shortage through the outsourcing of certain 
aspects of the IFRS financial statements preparation process as a short term solution.  A long term solution is focused 
on setting up an internal division in our accounting department fully responsible for preparation of IFRS financial 
statements of the Group. In this connection, we have recently hired an experienced accounting industry professional to 
serve as our deputy chief accountant responsible for IFRS financial statements.  We expect that our IFRS financial 
statements for the first six months of 2011 will be prepared by our internal division.    

There is an increasing demand for the small number of IFRS-experienced accounting personnel as more Russian 
companies begin to prepare financial statements on the basis of IFRS or other international standards. Such competition 
may hinder our efforts to hire and retain key IFRS-experienced accounting personnel. While we strive to employ and 
retain the best personnel, high turnover in qualified accounting personnel would substantially increase both the 
difficulty in preparing our consolidated IFRS financial statements and the risk that such financial statements would not 
be reported in a timely and reliable manner. Notwithstanding the above, we believe that our financial systems are 
sufficient to ensure compliance with the requirements of the UKLA's Disclosure and Transparency Rules as a listed 
entity.  

We may become the victim of attacks against our computer systems. 

Our ability to operate our business depends on our ability to protect the computer systems which we operate from 
the intrusion by third parties who may attempt to enter our computer networks through the internet or otherwise. See 
"Business – Information Technology" for further details on our computer systems. There can be no assurance that we 
will be able to protect our computer systems from such attacks. If such attacks occur, they may result in theft or 
destruction of our data, including our wholesale electricity market system models, and interruptions to our operations. 
In addition, disgruntled employees may cause similar damage to, or take similar actions with respect to, our computer 
systems and data to which they have access or to which they gain unauthorised access. If such damage, theft or 
interruptions should occur, it could have a material adverse effect on our business, financial condition, results of 
operations and prospects. 

Some of our employees are represented by trade unions. 
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As at the date of this Prospectus, approximately 6 per cent. of the Group's employees were represented by a trade 
union. We have not experienced any business interruption as a result of labour disputes at any of our businesses in the 
past, and the Group considers its relations with employees to be good. Nonetheless, union representation subjects the 
Group's businesses to the risk of interruptions through strikes or delays in renegotiating labour contracts. The Group 
may not be able to renew existing arrangements with the trade union on favourable terms. This could have a material 
adverse effect on our business, financial condition and results of operations. 

Risks Relating to the Russian Federation 

Emerging markets, such as Russia, are subject to greater risks than more developed markets, including significant 
legal, economic and political risks. 

Investors in emerging markets such as Russia should be aware that these markets are subject to greater risk than 
more developed markets, including in some cases significant legal, economic and political risks. Investors should also 
note that emerging economies are subject to rapid change and that the information set out herein may become outdated 
relatively quickly. Accordingly, investors should exercise particular care in evaluating the risks involved and must 
decide for themselves whether, in light of those risks, their investment is appropriate. Generally, an investment in 
emerging markets is only suitable for sophisticated investors who fully appreciate the significance of the risks involved 
and investors are urged to consult with their own legal and financial advisors before making an investment in the Shares 
and GDRs. 

Political and Social Risks in the Russian Federation 

Political or social instability in Russia could recur. 

Since 1991, Russia has sought to transform itself from a one-party state with a centrally-planned economy to a 
democracy with a market economy. As a result of the sweeping nature of these reforms, and the failure of some of 
them, the Russian political system could face demands for more social programmes and governmental involvement in 
the economy and economic and political reforms. 

The failure of the Russian government to implement reforms or the failure of salaries and benefits generally to keep 
pace with the increasing cost of living could lead to labour and social unrest, increased support for centralised authority 
and a rise in nationalism. Such labour and social unrest could disrupt normal business operations, which also could have 
a material adverse effect on our business, financial condition, results of operations and prospects and the value of the 
Shares and GDRs. 

Current and future changes in the government, major policy shifts or lack of consensus between various branches of 
the government and powerful economic groups could disrupt or reverse economic and regulatory reforms. Any 
disruption or reversal of these reforms could lead to political or governmental instability or to the occurrence of 
conflicts among powerful economic groups, which could have a material adverse effect on our business and the value of 
the Shares and GDRs. 

Deterioration of Russia's relations with other countries could negatively affect the Russian economy and economies 
in neighbouring regions and result in a significant decrease in demand for securities of Russian companies. 

Over the past several years, Russia has been involved in conflicts, both economic and military, involving other 
members of the CIS. On several occasions this has resulted in the deterioration of Russia's relations with other members 
of the international community, including the United States and various countries in Europe. Many of these 
jurisdictions are home to financial institutions and corporations that are significant investors in Russia and whose 
investment strategies and decisions may be affected by such conflicts and by deteriorating relations between Russia and 
its immediate neighbours. 

For example, a military conflict arose in August 2008 between Russia and Georgia when Russian troops entered 
South Ossetia. Significant fighting ensued between Russian and Georgian troops in South Ossetia, as well as elsewhere 
in Georgia. As a result of such conflict, RTS and MICEX experienced heightened volatility. Moreover, Russia's 
relationships with Ukraine and Belarus have recently been strained over a variety of issues. The emergence of new or 
escalated tensions between Russia and other CIS members or other countries, or the imposition of international 
sanctions in response to these tensions, could negatively affect economies in the region, including the Russian 
economy. This, in turn, may result in a general lack of confidence among international investors in the economic and 
political stability of the region and in investment in Russia in general. Such lack of confidence may result in reduced 
liquidity, trading volatility and significant decreases in the price of the Shares and GDRs and in our ability to raise debt 
or equity capital in the international capital markets, which may affect our ability to meet our objectives. 

Conflict between central and regional authorities and other conflicts in Russia create an uncertain operating 
environment. 

The Russian Federation is a federation of 83 sub-federal political units, consisting of republics, territories, regions, 
cities of federal importance and autonomous regions and districts. The delineation of authority and jurisdiction among 
the members of the Russian Federation and the federal government is, in many instances, unclear. This lack of 
consensus hinders our long-term planning efforts and creates uncertainties in our operating environment, both of which 
may prevent us from implementing our business strategy. 
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Additionally, ethnic, religious, historical and other divisions have, on occasion, given rise to tensions and, in certain 
cases, military conflict, such as the conflict in Chechnya. Violence and attacks have spread to other parts of Russia and 
several terrorist attacks have been carried out, including in Moscow. Terrorist attacks and the resulting heightened 
security measures cause disruptions to domestic commerce and exports from Russia. These factors could have a 
material adverse effect on our business and the value of the Shares and GDRs. 

Negative publicity could harm our business. 

The local and international press have reported high levels of corruption and extortion in Russia, including selective 
investigations and prosecutions to further the personal or commercial interests of certain favoured companies or 
individuals. There is also a tendency among the local and international press to generate speculative reports that contain 
allegations of criminal conduct or corruption on the part of Russian companies or individuals within Russian companies 
or the Russian government. In addition, the Russian press and other non-traditional media are suspected of publishing 
biased articles and reports in return for payment. Such negative publicity could have a material adverse effect on our 
business and the value of the Shares and GDRs. 

Russia's declining population could have material adverse effect on our business, financial condition, results of 
operations and prospects. 

In 2009, the Russian Federal State Statistics Service ("Rosstat") estimated Russia's population at 141.9 million, a 
decline of almost seven million from 1992. The US Census Bureau estimates that Russia's population will decline by 14 
million people between 2000 and 2025, while the United Nations Population Division's medium-term projection 
suggests a drop of over 21 million over the same period. Although the birth rate recently reached its highest rate in 15 
years, the population continues to decline due to a relatively low birth rate, an aging population and low life expectancy. 
If the present trend continues without a migration inflow to Russia, the decreasing working population will become a 
barrier to economic growth around 2015, according to the Economic Forecasting Institute of the Russian Academy of 
Sciences. A shortage of skilled Russian workers combined with restrictive immigration policies could have a material 
adverse effect on our business, financial condition, results of operations and prospects. 

Economic Risks Relating to the Russian Federation 

Fluctuations in the global economy have an immediate impact on the Russian economy. 

The Russian economy is vulnerable to market downturns and economic slowdowns elsewhere in the world as 
evidenced by the recent global financial crisis. Financial problems or an increase in the perceived risks associated with 
investing in emerging economies dampen foreign investment in Russia. In the recent global financial crisis, Russian 
businesses faced severe liquidity constraints because of their dependence on foreign capital, which further negatively 
impacted the Russian economy. 

In addition, since Russia produces and exports large quantities of crude oil, natural gas and other commodities, its 
economy is particularly vulnerable to fluctuations in the prices of crude oil, natural gas and other commodities on the 
world market, which reached record high levels in mid-2008 and subsequently fell dramatically by the end of 2008 and 
in early 2009 as a result of the recent financial crisis. Oil prices have since rebounded to approximately USD 90 per 
barrel but remain extremely volatile. Further price volatility may continue to negatively influence the Russian economy.  

Moreover, the value of the rouble generally moves in line with the price of crude oil. In the global financial crisis in 
late 2008 and early 2009, the rouble experienced a significant decline in value as crude oil prices plummeted and the 
Russian government used a significant portion of its foreign exchange reserves to support the value of the rouble. The 
Russian government may not be able to avert a similar significant decline in the value of the rouble in the future and 
may also be forced to introduce restrictive currency regulations. 

Fluctuations in the global economy leading to disruption in the Russian economy and a decline in the value of the 
rouble could have a material adverse effect on our business, financial condition, results of operations and prospects and 
the value of the Shares and GDRs. 

Russia is subject to significant economic downturns. 

The Russian economy has been subject to abrupt downturns in the past. In particular, in August 1998, in the face of 
a rapidly deteriorating economic situation, the Russian government defaulted on its rouble-denominated securities, the 
Central Bank of Russia (the "CBR") ceased its support of the rouble and a temporary moratorium was imposed on 
certain foreign currency payments. These actions resulted in an immediate and severe devaluation of the rouble and a 
sharp increase in the rate of inflation; a substantial decline in the prices of Russian debt and equity securities; and an 
inability of Russian issuers to raise funds in the international capital markets. 

These problems were aggravated by the near collapse of the Russian banking sector after the events of August 1998, 
as evidenced by the termination of the banking licences of a number of major Russian banks. This further impaired the 
ability of the banking sector to act as a reliable source of liquidity to Russian companies and resulted in the losses of 
bank deposits in some cases. 

From 2000 to 2008, the Russian economy experienced positive trends, such as annual increases in the gross 
domestic product, a relatively stable rouble, strong domestic demand, rising real wages and reduced rates of inflation. 
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However, these trends were interrupted by the global financial crisis in late 2008, which led to a significant decrease in 
the gross domestic product and industrial production, a crisis of bank liquidity, a significant depreciation of the rouble 
against the US dollar and euro, a rise in unemployment and an increase in the inflation rate. The Russian government 
used a significant portion of its stabilisation fund and foreign exchange reserves, increased government spending and 
took other measures to stabilise the Russian economy. 

In July and August 2010, a series of fires broke out across Western Russia and around Moscow, covering at one 
stage over 193,000 hectares. The fires, combined with a summer of drought and record high temperatures, have resulted 
in a decline in the Russian harvest, and accordingly an increase in demand for imported grain, reported to be Russia's 
largest import demand for over ten years. The costs associated with controlling and reducing the fires, containing 
environmental concerns and repairing the damage caused by the fires may have an adverse impact on the Russian 
economy. 

Any deterioration in the general economic conditions in Russia could have a material adverse effect on our business, 
financial condition, results of operations and prospects and the value of the Shares and GDRs. 

The Russian banking system remains underdeveloped. 

The Russian Federation's banking and other financial systems are not well developed or well regulated and Russian 
legislation relating to banks and bank accounts may be subject to varying interpretations and inconsistent applications. 
Many Russian banks also do not meet international banking standards, and the transparency of the Russian banking 
sector still lags behind internationally accepted norms in certain respects. Banking supervision is also often inadequate 
and, as a result, many Russian banks do not follow existing CBR regulations with respect to lending criteria, credit 
quality, loan loss reserves, diversification of exposure or other requirements. The imposition of more stringent 
regulations or interpretations could lead to determinations of inadequate capital and the insolvency of some banks. The 
Russian government's default on its internal debt obligations in August 1998 triggered a substantial decline in the value 
of the rouble and the bankruptcy of a number of prominent Russian banks and businesses. 

The recent global financial crisis has resulted in the collapse or bail-out of some Russian banks and in significant 
liquidity constraints for others. Profitability levels of most Russian banks have been adversely affected. Indeed, the 
global crisis has prompted the government to inject substantial funds into the banking system amid reports of 
difficulties among Russian banks and other financial institutions. The Group generally conducts its banking 
relationships with, and maintains accounts in, a small number of Russian banks, including JSC Sberbank, JSC Alfa-
Bank, JSC Gazprombank and JSC VTB Bank. The bankruptcy or insolvency of one or more of these banks could 
adversely affect the Group's business. While the latest banking crisis appears to have been moderated, any future 
bankruptcy or insolvency of the banks in which we hold funds could prevent us from accessing our funds for several 
days or affect our ability to complete banking transactions in Russia, or may result in the loss of our deposits altogether, 
which could have a material adverse effect on our business, financial condition, results of operations and prospects. 

Inflation could have a material adverse effect on our results of operations. 

Our operation activities are carried out in the Russian Federation, the majority of our direct costs are incurred in the 
Russian Federation and we incur almost all of our direct costs in roubles. The Russian Federation has experienced high 
levels of inflation since the early 1990s. Inflation increased significantly after the 1998 financial crisis, reaching a rate 
of 84.4 per cent. that year. According to Rosstat, the inflation rate was 9.0 per cent. in 2006, 11.9 per cent. in 2007, 13.3 
per cent. in 2008, 8.8 per cent. in 2009 and 8.8 per cent. in 2010. Russian companies, including us, have generally 
experienced inflation-driven increases in their costs that are linked to the general price level in the Russian Federation, 
such as for supplies and materials, as well as for salaries. High rates of inflation in the Russian Federation could 
increase our costs and decrease our operating margins, which could have a material adverse effect on our business, 
financial condition, results of operations and prospects. 

Legal Risks and Uncertainties in the Russian Federation 

Weaknesses relating to the Russian legal system create an uncertain environment for investment and business 
activity. 

Russia is still developing the legal framework required to support a market economy. The following risk factors 
relating to the Russian legal system create uncertainty with respect to the legal and business decisions that we make, 
many of which uncertainties do not exist in countries with more developed market economies: 

• inconsistencies between and among the Russian constitution, federal law, presidential and governmental and 
ministerial decrees, and conflicts between federal, regional and local legislation; 

• recent enactment of many laws and regulations and ambiguities and inconsistencies in laws and regulations; 

• lack of fully developed corporate and securities laws; 

• lack of judicial and administrative guidance on interpreting legislation; 

• substantial gaps in the regulatory structure; 

• the relative inexperience of judges and courts in interpreting legislation; 
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• lack of an independent judiciary and alleged corruption within the judiciary; 

• difficulty in enforcing court orders; 

• a high degree of discretion on the part of governmental authorities which could result in arbitrary actions; and 

• poorly developed bankruptcy procedures that are subject to abuse. 

These weaknesses hinder our business and the businesses of other companies operating in the Russian Federation, 
which could have a material adverse effect on our business, financial condition, results of operations and prospects and 
the value of the Shares and GDRs. 

The judiciary's lack of independence and governmental discretion could prevent you or us from obtaining effective 
redress through the court system. 

The independence of the judicial system and its immunity from economic, political and nationalistic influences 
remains imperfect. The Russian judicial systems can be slow or unjustifiably swift. Additionally, court claims are often 
used in furtherance of political and commercial aims and, in the past, private property has been effectively expropriated 
without fair compensation. Judicial decisions in Russia can be unpredictable and may not provide effective redress. An 
inability to obtain adequate relief and effective remedies through the court system could have a material adverse effect 
on our business, financial condition, results of operations and prospects and the value of the Shares and GDRs. 

Failure to comply with existing laws and regulations could result in substantial additional compliance costs or 
various sanctions. 

Our operations and properties are subject to regulation by various government entities and agencies in connection 
with obtaining and renewing various licences, permits, approvals and authorisations, as well as with ongoing 
compliance with existing laws, regulations and standards. Regulatory authorities exercise considerable discretion in 
matters of enforcement and interpretation of applicable laws, regulations and standards, the issuance and renewal of 
licences, permits, approvals and authorisations and in monitoring licensees' compliance with the terms thereof.  

Our failure to comply with existing laws and regulations or to obtain all approvals, authorisations and permits 
required for our operations or findings of governmental inspections, may result in the imposition of fines or penalties or 
more severe sanctions including the suspension, amendment or termination of our licences, permits, approvals and 
authorisations or in requirements that we cease certain of our business activities, or in criminal and administrative 
penalties applicable to our officers. Any such decisions, requirements or sanctions could increase our costs and could 
have a material adverse effect on our business, financial condition, results of operations and prospects and the value of 
the Shares and GDRs.  

Difficulties exist in ascertaining the validity and enforceability of title to land or other real property in the Russian 
Federation and the extent to which it is encumbered. 

After the Soviet Union ceased to exist, land reform commenced in the Russian Federation. Over the years that 
followed, real estate legislation changed substantially; more than one hundred federal laws, presidential decrees and 
governmental resolutions were issued. In addition, almost all of the Russian regions enacted their own real estate 
legislation. Until recently, the real estate legislative regime in the Russian Federation was unsystematic and 
contradictory. In many instances, there was no certainty regarding which municipal, regional or federal government 
body had the power to sell, lease or otherwise dispose of land. In 2001, the Civil Code of the Russian Federation (the 
"Civil Code") was amended and a new Land Code of the Russian Federation and a number of other federal laws 
regulating land use and ownership were enacted. Nevertheless, the legal framework relating to the ownership and use of 
land and other real property in the Russian Federation is not yet sufficiently developed to support private ownership of 
land and other real property to the same extent as is common in countries with more developed market economies. As a 
result, it is often difficult to ascertain the validity and enforceability of title to land or other real property in the Russian 
Federation and the extent to which it is encumbered. These uncertainties could have a material adverse effect on our 
business, financial condition, results of operations and prospects. 

Selective or arbitrary government action could harm our business and result in a deterioration of the investment 
climate in Russia. 

Governmental authorities in Russia have a high degree of discretion and can act selectively or arbitrarily, without 
hearing or prior notice, and sometimes act in a manner that is inconsistent with legislation or influenced by political or 
commercial considerations. Standard & Poor's, a provider of independent credit ratings, has expressed concerns that 
"Russian companies and their investors can be subjected to government pressure through selective implementation of 
regulations and legislation that is either politically motivated or triggered by competing business groups." Selective and 
arbitrary governmental actions, if taken or threatened against us or our shareholders or other companies in Russia, could 
have a material adverse effect on our business, results of operations and financial condition and the investment climate 
which may result in a decline in the trading price of the Shares and GDRs. 

There are weaknesses in legal protections for minority shareholders and in corporate governance and disclosure 
standards under Russian law. 
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In general, minority shareholder protection under Russian law derives from supermajority shareholder approval 
requirements for certain corporate actions, as well as from the ability of a shareholder to demand that the company 
purchase the shares held by that shareholder if that shareholder voted against or did not participate in voting on certain 
types of actions. Russian law also requires companies to obtain the approval of non-interested shareholders for certain 
transactions with interested parties. While these protections are similar to the types of protections available to minority 
shareholders in certain other jurisdictions, in practice, corporate governance standards in Russia are not as developed as 
corporate governance standards in North American and Western European jurisdictions and generally provide less 
protection for investors, and minority shareholders in Russian companies have suffered losses due to abusive share 
dilutions, asset transfers and transfer pricing practices. Some companies have conducted shareholder meetings in an 
irregular manner, shareholder resolutions have not always been respected by the company's executive bodies and/or 
members of the board of directors and shareholders of some companies also suffered as a result of fraudulent 
bankruptcy proceedings initiated by hostile creditors. In addition, the supermajority shareholder approval requirement is 
satisfied by a vote of 75 per cent. of all voting shares that are present at a shareholders' meeting. Thus, controlling 
shareholders owning less than 75 per cent. of the outstanding shares of a company may have 75 per cent. or more voting 
power if certain minority shareholders are not registered at the relevant shareholders' meeting. Under Russian law, the 
Russian Federation must own at least 75 per cent. plus one share in Federal Grid. In such situations where controlling 
shareholders effectively have 75 per cent. or more of the voting power at a shareholders' meeting they are in a position 
to approve amendments to the charter of the company and other measures requiring supermajority shareholder approval, 
which could be prejudicial to the interest of minority shareholders. Any such actions by our management bodies and/or 
members of the board of directors could materially and adversely affect the value of the Shares and GDRs. 

The Federal Law "On Joint Stock Companies" No. 208-FZ dated 26 December 1995 (the "JSC Law") provides that 
a shareholder or shareholders owning not less than 1 per cent. of a company's issued ordinary shares may bring an 
action against the company's executive bodies and/or members of the board of directors for losses suffered by the 
company. Further, the JSC Law provides that a company or any shareholder thereof may bring an action against the 
company's executive bodies and/or members of the board of directors for losses suffered by the company or such 
shareholder as a result of a breach by the company's executive bodies and/or members of the board of directors of 
certain anti-takeover provisions of the JSC Law. However, to date the Russian courts have had limited experience with 
such actions and the related practice and procedure remains unclear and subject to change or inconsistent application. 
Moreover, Russian law has only recently been amended to allow for class action litigations, and the relevant procedures 
and practices remain untested to date. Accordingly, the ability of investors to pursue legal redress against us may be 
limited. 

Disclosure and reporting requirements and anti-fraud legislation have only recently been enacted and are still being 
developed in Russia. Most Russian companies and managers are not accustomed to restrictions on their activities 
arising from these requirements. The concept of fiduciary duties being owed by a company's executive bodies and/or 
members of the board of directors to their companies or shareholders is relatively new and is not well developed. 
Violations of disclosure and reporting requirements or breaches of fiduciary duties could have a material adverse effect 
on our business, financial condition, results of operations and prospects and the value of the Shares and GDRs. 

Shareholder rights provisions under Russian law could impose additional obligations and costs on us 

Russian law provides that shareholders that vote against or abstain from voting on certain matters have the right to 
sell their shares to the company at market value in accordance with Russian law. The decisions that trigger this right to 
sell shares include: 

• decisions with respect to a reorganisation; 

• the approval by shareholders of a "major transaction", which, in general terms, is a transaction involving 
property worth more than 50 per cent. of the gross book value of our assets calculated according to Russian 
accounting standards, regardless of whether the transaction is actually consummated; and  

• the amendment of our charter in a manner that limits shareholder rights. 

Our obligation to purchase shares in these circumstances, which is limited to 10 per cent. of the company's net assets 
calculated in accordance with RAS at the time the matter at issue is voted upon, could have a material adverse effect on 
our business, financial condition, results of operations and prospects. 

Developing corporate and securities laws and regulations in Russia could limit our ability to attract future 
investment 

The regulation and supervision of the securities market, financial intermediaries and issuers are considerably less 
developed in Russia than, for example, in the United States and Western Europe.  

Securities laws, including those relating to corporate governance, disclosure and reporting requirements, are 
relatively new, while other laws concerning anti-fraud, insider trading and fiduciary duties of directors and officers 
remain underdeveloped. In addition, the Russian securities market is regulated by several different authorities, which 
are often in competition with each other. These include: 

• the Russian Federal Service on Financial Markets (the "FSFM"); 
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• the Russian Federal Antimonopoly Service (the "FAS"); 

• the CBR; and 

• various professional self-regulating organisations. 

The regulations of these various authorities are not always coordinated and may be contradictory. 

In addition, Russian corporate and securities rules and regulations can change rapidly, which may materially 
adversely affect our ability to conduct capital markets transactions. While some important areas are subject to virtually 
no oversight, the regulatory requirements imposed on Russian issuers in other areas result in delays in conducting 
securities offerings and in accessing the capital markets. It is often unclear whether or how regulations, decisions and 
letters issued by the various regulatory authorities apply to us. 

As a result, we may be subject to fines and/or other enforcement measures despite our best efforts at compliance, 
which could have a material adverse effect on our business, financial condition, results of operations and prospects and 
the value of the Shares and GDRs.  

Taxation Risks 

Russian tax legislation and regulations are complex, uncertain and often enforced in a manner that does not favour 
taxpayers, and we therefore may be subject to a greater than expected tax burden that could have a material adverse 
effect on our business, financial condition, results of operations and the trading price of the Shares and GDRs. 

In general, taxes payable by Russian companies are substantial and numerous. These taxes include, among others, 
corporate income tax, value added tax, property taxes, excise duties, payroll related taxes and other taxes. 

Russian tax law and practice is not as clearly established as that of countries with more developed tax systems. 
Furthermore, Russian tax laws, regulations and court practice are subject to frequent change, varying interpretation and 
inconsistent and selective enforcement. In some instances, although it may be viewed as contrary to Russian 
constitutional law, the Russian tax authorities have applied certain new tax laws retroactively, issued tax claims for 
periods for which the statute of limitations had expired and reviewed the same tax period multiple times. 

The Russian tax environment has historically been complicated by the fact that various authorities often issued 
contradictory clarifications of tax legislation. In practice, the Russian tax authorities often have their own interpretation 
of the tax laws that rarely favours taxpayers, who often have to resort to court proceedings to defend their position 
against the tax authorities. Different interpretations of tax regulations exist both among and within government 
ministries and organisations at the federal, regional and local levels, creating uncertainties and inconsistent 
enforcement. Tax returns, together with related documentation such as customs declarations, are subject to review and 
investigation by a number of authorities, which may impose fines, penalties and interest charges (see also " – Tax audits 
carried out by Russian tax authorities may result in additional costs to us"). 

On 12 October 2006, the Plenum of the High Arbitration Court of the Russian Federation issued Resolution No. 53 
formulating the concept of "unjustified tax benefit," which is described in the Resolution by reference to circumstances, 
such as absence of business purpose or transactions where the form does not match the substance, and which could lead 
to the disallowance of tax benefits resulting from the transaction or the recharacterisation of the transaction. There has 
been very little further guidance on the interpretation of this concept by the tax authorities or courts, but it is likely that 
the tax authorities will actively seek to apply this concept when challenging tax positions taken by taxpayers in Russian 
courts. While the intention of this Resolution might have been to combat abuse of tax laws, in practice, there is no 
assurance that the tax authorities will not seek to apply this concept in a broader sense. 

Current Russian tax legislation is, in general, based upon the formal manner in which transactions are documented, 
looking to form rather than substance. However, the Russian tax authorities, in some cases, are increasingly taking a 
"substance and form" approach, which may cause additional tax exposures to arise in the future. There can be no 
assurance that the Tax Code or its interpretation will not be changed in the future in a manner adverse to the stability 
and predictability of the tax system (including in relation to thin capitalisation and transfer pricing rules and other rules 
governing the deductibility of interest or other expenses and the timing thereof). It is expected that Russian tax 
legislation will become more sophisticated, which, coupled with the state budget deficits, may result in the introduction 
of additional revenue raising mechanisms. Although it is unclear how these measures would operate, the introduction of 
such measures could affect the Group's overall tax efficiency and result in significant additional tax liabilities. 
Additional tax exposure could have a significant adverse effect on the Group's business, prospects, financial condition 
and results of operations. 

Financial statements of Russian companies related to the same business group are not consolidated for tax purposes. 
Therefore, each Russian entity in the Group pays its own Russian taxes and may not offset its profit or loss against the 
loss or profit of another entity in the Group. The Russian government, in its "Major Trends in Russian Tax Policy for 
2009-2011", has proposed the introduction of consolidated tax reporting to enable the consolidation of the financial 
results of Russian taxpayers which are part of one Group for corporate income tax purposes.  We are aware that the 
draft law on consolidated tax reporting has already been drafted; however, at this stage, it is impossible to predict 
whether, when or how consolidated tax reporting principles will be enacted. 
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In addition, intercompany dividends are subject to a withholding tax of 0 per cent. or 9 per cent. (depending on 
whether the recipient of dividends qualifies for Russian participation exemption rules), if being distributed to Russian 
companies, and 15 per cent. (or lower, subject to benefits provided by relevant double tax treaties), if being distributed 
to foreign companies. If the receiving company itself pays a dividend, it may offset tax withheld against its own 
withholding liability of the onward dividend although not against any withholding made on a distribution to a foreign 
company. These tax requirements impose additional burdens and costs on our operations, including management 
resources. 

It should also be noted, that on 2 September 2010, Federal Law No. 229-FZ entered into force introducing changes 
to the interest deductibility limits capping the amount of interest expenses deductible for corporate profits tax purposes. 
Starting from 1 January 2011, the limits are set at 1.8 times the CBR refinancing rate for loans denominated in Russian 
Roubles, and 0.8 times the CBR refinancing rate for loans denominated in foreign currency. These changes may result 
in a disallowance of a certain portion of interest expenses incurred on foreign currency denominated loans (if the 
Russian companies of the Group borrow in foreign currency), which could have an adverse effect our business, 
financial condition or results of operations or prospects.     

The foregoing conditions create tax risks in the Russian Federation that are more significant than typically found in 
countries with more developed tax systems, imposing additional burdens and costs on our operations, including 
management resources. In addition to our substantial tax burden, these risks and uncertainties complicate our tax 
planning and related business decisions, potentially exposing the Group to significant fines and penalties and 
enforcement measures despite our best efforts at compliance, and could have a material adverse effect on our business, 
financial condition, results of operations and the trading price of the Shares and GDRs.  

Tax audits carried out by Russian tax authorities may result in additional costs to us. 

Generally, tax declarations of Russian companies remain open and subject to inspection by tax and/or customs 
authorities for three calendar years immediately preceding the year in which the decision to conduct an audit is taken.  
However, the fact that a particular year has been reviewed by tax authorities does not preclude that year from further 
review or audit during the eligible three-year limitation period by a superior tax authority. On 14 July 2005, the Russian 
Constitutional Court issued a decision allowing the statute of limitations for tax liabilities to be extended beyond the 
three-year term set forth in the tax laws if a court determines that the taxpayer has obstructed or hindered a tax 
inspection. Moreover, recent amendments to the first part of the Tax Code, effective 1 January 2007, provide for the 
extension of the three-year statute of limitations if the actions of the taxpayer created insurmountable obstacles for the 
tax audit. Because none of the relevant terms is defined, tax authorities may have broad discretion to argue that a 
taxpayer has "obstructed", "hindered" or "created insurmountable obstacles" in respect of an inspection and to 
ultimately seek review and possibly apply penalties beyond the three-year term, and there is no guarantee that the tax 
authorities will not review the Group's compliance with applicable tax law beyond the three-year limitation period. 

These tax audits may result in additional costs to us if the relevant authorities conclude that we did not satisfy our 
tax obligations in any given year. They may also impose additional burdens on us by diverting the attention of our 
management. The outcome of these audits may result in significant fines, penalties and enforcement measures which 
could have a material adverse effect on our business, financial condition, results of operations and the trading price of 
the Shares and GDRs. 

The Russian transfer pricing rules are unclear and are subject to varying interpretations by Russian tax authorities 
and courts. 

Russian transfer pricing rules effective since 1999 give Russian tax authorities the right to make transfer pricing 
adjustments and impose additional tax liabilities in relation to all controlled transactions, provided that the transaction 
price differs from the market price by more than 20 per cent. Controlled transactions include domestic and international 
transactions between related entities and certain other types of transactions between independent parties, such as foreign 
trade, barter transactions or transactions with significant (greater than 20 per cent.) price fluctuations within a short 
period of time. Special transfer pricing rules are applied to operations with securities and derivative instruments. The 
Russian transfer pricing rules are unclear and are subject to varying interpretations by Russian tax authorities and courts 
due to the lack of formal guidance as to how these rules should be applied. 

Moreover, in the event that the Russian tax authorities make a transfer pricing adjustment, the Russian transfer 
pricing rules do not provide for a corresponding adjustment to the related counterparty in the transaction that is subject 
to adjustment. While members of the Group engage in numerous transactions among themselves, we seek to conduct 
such transactions based at market prices. However, it is not always possible to determine a relevant market price, and 
the view of Russian tax authorities as to what constitutes an appropriate market price may differ from our position.  

Due to the uncertainties in interpretation of the transfer pricing legislation, the tax authorities may challenge our 
prices and make adjustments which could affect our tax position. If such tax adjustments become effective, it could 
have a material adverse effect on our business, financial condition, results of operations and the trading price of the 
Shares and GDRs. In addition, we could face significant losses associated with the assessed amount of underpaid prior 
tax and related interest and potential penalties. 
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Currently new Russian transfer pricing rules are in the process of being adopted by the State Duma of the Russian 
Federation. They may come into force any time in the year 2011 or at some later date. The implementation of these 
amendments should help aligning domestic rules more with OECD principles.  At the same time, the amendments are 
expected to considerably toughen the existing law, as the proposed changes are expected, among other things, to 
effectively shift the burden of proving market prices from the tax authorities to the taxpayer, obliging the taxpayer to 
keep specific documentation. Besides that, the new rules introduce certain other significant amendments: 

• introduction of the arm's length principle as a fundamental principle of the Russian transfer pricing rules; 

• a new list of controlled transactions (which would cover cross-border transactions with certain commodities, 
cross-border transactions with related parties and tax haven residents, and certain intra-Russian transactions 
with related parties); 

• an extended list of related parties; 

• an extended list of transfer pricing methods (including the Transactional Net Margin Method and the Profit 
Split Method) with the choice of method depending on the allocation of functions performed, risks assumed 
and assets employed by the parties to a transaction (instead of a rigid priority of methods under current 
legislation); 

• replacement of the existing permitted deviation threshold by the arm's length range of market prices 
(profitability); 

• correlative adjustments in relation to domestic transactions; and 

• special transfer pricing audits by federal tax authorities and specific transfer pricing penalties (more severe 
than in the case of other, non-transfer pricing related, tax assessments). 

Introduction of the new transfer pricing rules may increase the risk of transfer pricing adjustments by the tax 
authorities and have a material impact on our business and the results of operations. It will also require us to ensure 
compliance with the new transfer pricing documentation requirements proposed by these rules. 

Imposition of additional tax liabilities under the Russian transfer pricing legislation could have a material adverse 
effect on our business, financial condition, results of operations and the trading price of the Shares and GDRs. 

Risks Relating to the Shares, GDRs and the Trading Market 

Under certain circumstances, shareholders may not be able to deposit additional Shares in the GDR programme and 
may be forced to exchange GDRs into Shares.  

Whenever the Depositary believes that it exceeds, or would upon accepting additional Shares for deposit exceed, 
any threshold or limit established by any applicable law, regulation or permit, or satisfies, or would upon accepting 
additional Shares for deposit satisfy, any condition for making any filing or obtaining any approval under any 
applicable law or regulation, it may: (i) close its books to deposits of additional Shares in order to prevent such 
thresholds or limits being exceeded or conditions being satisfied or (ii) take other steps to remedy the consequences of 
such thresholds or limits being exceeded or conditions being satisfied, including causing pro rata cancellation of GDRs 
and withdrawal of underlying Shares from the GDR programme. See "Terms and Conditions of the GDRs – Transfer 
Restrictions – Restrictions upon Deposit of Shares" and "Terms and Conditions of the GDRs – General Restrictions – 
Restrictions on Deposits". 

Pursuant to Russian securities laws, Russian companies are limited in their ability to place shares in circulation 
outside of Russia, including in the form of depositary receipts such as the GDRs. We have received permissions from 
the FSFM for 287,269,492,431 Shares to be placed and circulated abroad, including through depositary receipt 
programmes, which as of the date of this Prospectus represents approximately 22.9 per cent. of the total number of 
issued Shares. Current regulations provide that no more than 25, 15 or 5 per cent. of the total number of outstanding 
shares of a certain class may be placed or circulated outside the Russian Federation depending on the company's listing 
status on a Russian stock exchange ("A", "B" or "V" and "I"). Our Shares have a "B" listing status on RTS and MICEX. 
There can be no assurance that we will be able to obtain approval for a deposit of a greater number of Shares in the 
GDR programme than we currently have approval for. Further, there can be no assurance that the Russian authorities 
will not reduce the permitted percentage of trading in GDRs or impose additional restrictions.  

In addition, under Russian corporate law, a person that has acquired more than 30, 50 or 75 per cent. of an open 
joint stock company's ordinary shares, including the ordinary shares already owned by such person and its affiliates will 
generally be required to make a public tender offer for other ordinary shares of the same class and for securities 
convertible into such ordinary shares within 35 days of acquiring such shares. Moreover, under Russian antimonopoly 
law, certain transactions resulting in a shareholder (or a group of persons, as defined by Russian law) holding directly 
more than 25, 50 or 75 per cent. of the voting capital stock of a company or acquiring indirect control in the company 
must be approved in advance by the FAS.  

The Russian Federation is legally required to own at least 75 per cent. plus one share in the authorised capital of 
Federal Grid. However, there can be no assurance that this requirement will not change enabling the Russian Federation 
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to dispose of further shares in Federal Grid which may bring the Russian Federation's stake in FGC to 75 per cent. or 
below. If the Russian Federation disposes of shares in Federal Grid and these shares are deposited into the GDR 
programme in exchange for GDRs, the number of shares held by the Depositary may reach and exceed the 
aforementioned thresholds. If this occurs, the Depositary may be subject to the mandatory public tender offer and 
antimonopoly approval rules described above. See also "Risk Factors - Risks Relating to the Shares, GDRs and the 
Trading Market – As the Depositary may be considered the owner of Shares underlying the GDRs, these Shares may be 
arrested or seized in legal proceedings in Russia against the Depositary". In this event, the Depositary may decide to 
close its books to deposits of additional Shares or take other steps including causing pro rata cancellation of GDRs and 
withdrawal of underlying Shares from the GDR programme.  

An inability to deposit Shares into the GDR programme in exchange for GDRs or an obligation to withdraw Shares 
from the GDR programme may have a material adverse effect on the liquidity and the price of the Shares and the 
GDRs. 

Voting rights with respect to the Shares represented by the GDRs are limited by the terms of the Deposit Agreements 
for the GDRs and relevant requirements of Russian law. 

GDR holders have no direct voting rights with respect to the Shares represented by the GDRs. GDR holders are able 
to exercise voting rights with respect to the Shares represented by GDRs only in accordance with the provisions of the 
Deposit Agreements and relevant requirements of Russian law. Therefore, there are practical limitations upon the 
ability of GDR holders to exercise their voting rights due to the additional procedural steps involved in communicating 
with such holders. With respect to other rights of shareholders, the ability to exercise these rights depends on the terms 
of the Deposit Agreements. 

Registered holders of our Shares receive notice directly from Federal Grid and are able to exercise their voting 
rights either personally or by proxy. GDR holders, by comparison, do not receive notice directly from Federal Grid. 
Rather, in accordance with the Deposit Agreements, Federal Grid provides notice to the Depositary. The Depositary has 
agreed that it will, upon timely written request by the Company, distribute to GDR holders notices of meetings, copies 
of voting materials (if and as received by the Depositary from Federal Grid) and a statement as to the manner in which 
GDR holders may give instructions. 

In order to exercise their voting rights, GDR holders must then provide the Depositary with timely instructions on 
how to vote the Shares represented by the GDRs they hold. As a result of this additional procedural step involving the 
Depositary, the process for exercising voting rights may take longer for GDR holders than for holders of Shares, and 
there can be no assurance that GDR holders will receive voting materials in time to enable them to return voting 
instructions to the Depositary in a timely manner. If the Depositary does not receive timely voting instructions, or if the 
voting instructions fail to specify the manner in which the Depositary is to vote, or if the Depositary determines that it is 
not permissible under Russian, US, UK or other applicable laws or the provisions of the Deposit Agreements, the 
Company's Charter and the deposited securities or it is reasonably impracticable to vote or cause to be voted the 
ordinary shares, such ordinary shares will not be voted.  

For further details, see "Terms and Conditions of the GDRs". Concerns by GDR holders regarding these limits on 
voting rights in respect of the Shares represented by GDRs could have a material adverse effect on the trading price of 
the GDRs. 

The listing of the GDRs may not result in an active or liquid market for the GDRs and their price may be highly 
volatile. 

Although application has been made for the GDRs to be admitted to trading on the LSE, an active public market 
may not develop or be sustained after the listing of the GDRs. Active, liquid trading markets generally result in lower 
price volatility and more efficient execution of buy and sell orders for investors. If a liquid trading market for the GDRs 
does not develop, the price of the GDRs may become more volatile and it may be more difficult to complete a buy or 
sell order for the GDRs.  

Even if an active trading market develops, other factors may contribute to volatility in the market price of the GDRs. 
For example, our results may fall below our expectations and the expectations of securities analysts and investors. In 
addition, stock markets from time to time experience extreme market-wide price and volume fluctuations due to 
macroeconomic factors, changes in perception and pricing of risk, and other factors. As a result of any one or more of 
the foregoing factors, the market price of the GDRs may be volatile and investors may be unable to sell their GDRs 
quickly, or at all, and GDR holders could lose all or part of their investment in the GDRs. 

Future equity capital raisings by us may affect the market price of the Shares and GDRs. 

Future equity capital raisings by us in the public or private markets, or a perception that these sales may occur, could 
have a material adverse effect on the market price of the Shares and GDRs. Currently, we have 90,857,695,438 
authorised but unissued shares. According to our Charter, the Board of Directors has full discretion to issue these shares 
without shareholder approval. An increase in our authorised share capital requires shareholder approval to be obtained 
at the General Shareholders' Meeting. 
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Holders of GDRs in certain jurisdictions (including the United States) may not be able to exercise their pre-emptive 
rights in relation to future issues of ordinary shares. 

Holders of GDRs have no direct pre-emptive rights with respect to the newly allotted ordinary shares of Federal 
Grid. They are able to exercise their pre-emptive rights only in accordance with the provisions of the Deposit 
Agreements and relevant requirements of Russian Law. 

Moreover, holders of GDRs in certain jurisdictions (including the United States) may not be able to exercise pre-
emptive rights for Shares represented by GDRs unless the applicable securities law requirements in such jurisdictions 
(including, in the United States, in some circumstances the filing of a registration statement under the Securities Act) 
are adhered to or an exemption from such requirements is available. We are unlikely to adhere to such requirements and 
an exemption may not be available. Accordingly, such holders may not be able to exercise their pre-emptive rights on 
future issuances of ordinary shares, and, as a result, their percentage ownership interest would be diluted, which could 
have a material adverse effect on the price of the Shares and GDRs. 

The Shares may be delisted from RTS or MICEX. 

The Shares are listed on both RTS and MICEX and, as at the date of this Prospectus, we believe that Federal Grid 
and the Shares are in compliance with all applicable listing requirements for such exchanges. However, in accordance 
with the current rules enacted by the Decree of the FSFM No. 07-102/pz-n dated 9 October 2007, the Shares may be 
delisted if, inter alia, they cease to comply with the applicable listing requirements for RTS or MICEX, or if Federal 
Grid fails to comply with applicable securities laws. In the event of the delisting of the Shares, the liquidity and/or 
trading price of the Shares and the GDRs represented by the Shares may be materially adversely affected. 

The lack of a central and rigorously regulated share registration system in Russia may result in the improper 
recording of ownership of the Shares. 

Ownership interests in shares in a Russian joint stock company must be registered by a registrar in a share register 
for such company. Such ownership interests are then evidenced by the production of extracts from that register. Under 
Russian law the Depositary is registered as the legal owner of all shares underlying the GDRs in the shareholders' 
register of Federal Grid. Currently, there is no central registration system in the Russian Federation. Although the 
FSFM and its predecessor, the Federal Commission on Securities Market, has issued regulations regarding licensing 
conditions and procedures to be adhered to by such registrars when performing their functions, in practice, these 
regulations have not been strictly enforced. Registrars generally have relatively low levels of capitalisation, inadequate 
insurance coverage and are not always subject to effective supervision. Until recently, our share register was held by the 
Moscow Central Depository ("MCD"). In September 2010, the FSFM issued an order to recall MCD's licence as of 1 
February 2011 due to numerous violations of law by MCD. We have completed the process of transferring our share 
register to a new registrar, which is JSC "Registrar Society STATUS" ("STATUS"). Since a procedure on change of 
registrars is complex, any improper or inaccurate recordkeeping could adversely affect our shareholders or otherwise 
cause them to suffer loss. Due to the lack of a rigorously regulated share registration system in the Russian Federation, 
transactions in respect of the Shares could be improperly or inaccurately recorded and evidence of share registration 
could be lost through fraud, negligence or mere oversight by registrars, who may be unable to compensate shareholders 
for their misconduct. Any future misconduct by our registrar as a result of such lack of regulation or otherwise may 
adversely affect our shareholders or otherwise cause them to suffer loss, for which the registrar may be unable to 
compensate them adequately. A joint stock company and its registrar are jointly and severally liable for certain losses of 
a shareholder arising in connection with the improper maintenance of the shareholders' register and accordingly we may 
become liable for our registrar's mistakes or misconduct. 

Investors may be unable to repatriate their earnings from distributions made on the Shares and GDRs. 

Russian currency control legislation pertaining to the payment of dividends currently permits the payment of 
dividends in foreign currency on shares to non-Russian residents, but there can be no assurance that this will not be 
reversed in the future. The ability of non-Russian shareholders to convert roubles into hard currencies is subject to the 
availability of hard currency in Russia's currency markets. Although there is an existing market within the Russian 
Federation for the conversion of roubles into hard currencies, including the interbank currency exchange and over-the-
counter and currency futures markets, the further development of this market is uncertain. At present, there is no active 
market for the conversion of roubles into foreign currencies outside the Russian Federation and certain CIS countries 
and no viable market in which to hedge Rouble-denominated investments. 

As the Depositary may be considered the owner of Shares underlying the GDRs, these Shares may be arrested or 
seized in legal proceedings in Russia against the Depositary.  

A number of North American and Western European jurisdictions recognise a distinction between legal owners of 
securities, such as the Depositary, and the beneficial owners of securities, such as the GDR holders. In these 
jurisdictions, the ordinary shares held by the Depositary on behalf of the GDR holders would not be subject to seizure 
in connection with legal proceedings against the Depositary that are unconnected with the ordinary shares.  

Russian law may not, however, recognise a distinction between legal and beneficial ownership of securities. Russian 
law generally treats a depositary as the owner of Shares underlying the GDRs and, accordingly, may not recognise GDR 
holders' beneficial ownership therein. Thus, in proceedings brought against the Depositary, whether or not related to 
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Shares underlying the GDRs, Russian courts may treat those underlying Shares as the assets of the Depositary, open to 
seizure or arrest. If the Shares are seized or arrested by a Russian court, the GDR holders may loose all or part of their 
investment in the GDRs. 
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GENERAL INFORMATION 

Important Information About This Prospectus 

This Prospectus is not intended to provide the basis of any credit or other evaluation and should not be considered as 
a recommendation by Federal Grid that any recipient of this Prospectus should subscribe for or purchase the GDRs. 
Each potential investor should determine for itself the relevance of the information contained in this Prospectus and its 
subscription or purchase of the GDRs should be based upon such investigation as it deems necessary. 

This prospectus, including the financial information included herein, is in compliance with the Prospectus Rules 
made by the FSA which are compliant with the provisions of the Prospectus Directive for the purpose of giving 
information with regard to Federal Grid and the GDRs. 

This Prospectus does not constitute an offer of the GDRs in any jurisdiction. In making an investment decision 
regarding the GDRs, each potential investor must rely on its own examination of Federal Grid, including the merits and 
risks involved. Each potential investor should rely only on the information contained in this Prospectus. Federal Grid 
has not authorised any other person to provide each potential investor with different information. If anyone provides a 
potential investor with different or inconsistent information, the potential investor should not rely on it. Each potential 
investor should assume that the information appearing in this Prospectus is accurate as of its date. Federal Grid's 
business, financial condition, results of operations, prospects and the information set forth in this Prospectus may have 
changed since the date of this Prospectus. 

Federal Grid has included its own estimates, assessments, adjustments and judgments in preparing some market 
information, which has not been verified by an independent third party.  

Each potential investor should not consider any information in this Prospectus to be investment, legal or tax advice.  
Each potential investor should consult its own legal, tax, financial and other advisers for legal, tax, business, financial 
and related advice regarding purchasing the GDRs.  

This Prospectus is not for publication or distribution, directly or indirectly, in or into any jurisdiction in which the 
same would be unlawful. This Prospectus is for information purposes only and does not constitute an offer or invitation 
to acquire or dispose of GDRs in the United States or any other jurisdiction. Neither the Shares nor the GDRs have been 
nor will be registered under the US Securities Act, and may not be offered or sold in the United States except pursuant 
to an exemption from, or in a transaction not subject to, the registration requirements of the US Securities Act. Federal 
Grid does not currently plan to register or make a public offering of the Shares or the GDRs in the United States. The 
distribution of this Prospectus may be restricted by law in certain jurisdictions. Persons into whose possession this 
Prospectus comes are required to inform themselves about, and to observe, any such restrictions. No action has been 
taken by Federal Grid that would permit an offering of the GDRs or the possession or distribution of this Prospectus or 
any other offering or publicity material relating to the GDRs in any jurisdiction where action for that purpose is 
required. 

For so long as any Rule 144A GDRs (as defined in "Terms and Conditions of the GDRs"), or Shares represented 
thereby, are "restricted securities" within the meaning of Rule 144(a)(3) under the Securities Act, we have agreed in the 
Rule 144A Deposit Agreement that we will, during any period in which we are neither subject to Section 13 or Section 
15(d) of the US Securities Exchange Act of 1933 (the "Exchange Act"), nor exempt from reporting pursuant to Rule 
12g3-2(b) thereunder, provide to any holder or beneficial owner of such restricted Rule 144A GDRs or to any 
prospective purchaser of such restricted Rule 144A GDRs designated by such holder or beneficial owner upon the 
request of such holder, beneficial owner or prospective purchaser, the information required to be delivered to such 
persons pursuant to Rule 144A(d)(4) under the Securities Act. 

The GDRs have not been approved or disapproved by the US Securities and Exchange Commission, any state 
securities commission in the United States or any other US regulatory authority, nor have any of the foregoing 
authorities passed upon or endorsed the accuracy or adequacy of this Prospectus. Any representation to the 
contrary is a criminal offence in the United States. 

Notice to Investors in the UK and EEA 

This Prospectus is being made available only to persons in member states of the EEA who are "qualified investors" 
within the meaning of Article 2(1)(e) of Directive 2003/71/EC ("Qualified Investors"). In addition, in the United 
Kingdom, this Prospectus is being made available only to Qualified Investors (i) who have professional experience in 
matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial 
Promotion) Order 2005, as amended (the "Order") and Qualified Investors falling within Article 49(2)(a) to (d) of the 
Order, or (ii) to whom it may otherwise lawfully be communicated (all such persons together being referred to as 
"relevant persons"). This Prospectus must not be acted on or relied on (i) in the United Kingdom, by persons who are 
not relevant persons, and (ii) in any member state of the EEA other than the United Kingdom, by persons who are not 
Qualified Investors. The GDRs are only available to, and any investment or investment activity to which this Prospectus 
relates is available only to (i) in the United Kingdom, relevant persons, and (ii) in any member state of the EEA other 
than the United Kingdom, Qualified Investors, and Federal Grid will only engage with such persons in relation to the 
GDRs. 
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Notice to Investors in the Russian Federation 

This Prospectus should not be considered as a public offer or advertisement of the GDRs in the Russian Federation 
and is not an offer, or an invitation to make offers, to purchase any of the GDRs in the Russian Federation. Neither the 
GDRs nor any prospectus or other document relating to them have been registered with the Federal Service for 
Financial Markets of the Russian Federation and are not intended for "placement" or "public circulation" in the Russian 
Federation. Any information on the GDRs in this Prospectus is intended for, and addressed to, persons outside of the 
Russian Federation. 

Representations by the Company 

Federal Grid accepts responsibility for the information contained in this Prospectus, and having taken all reasonable 
care to ensure that such is the case, the information contained in this Prospectus is, to the best of Federal Grid's 
knowledge, in accordance with the facts and contains no omissions likely to affect its import. 

Except for additional rouble bonds issued after 30 June 2010 as described in "Management's Discussion and 
Analysis of Financial Condition and Results of Operations – Liquidity and Capital Resources – Borrowings" on page 
58, there has been no significant change in the financial or trading position of the Group since 30 June 2010, the end of 
the last financial period for which IFRS financial information has been published.  

If definitive certificates are issued in exchange for the GDRs, Federal Grid will appoint an agent in the United 
Kingdom. 

Forward Looking Statements 

Matters discussed in this Prospectus may constitute forward looking statements. We wish to caution you that these 
statements are only predictions and that actual events or results may differ materially. Forward looking statements 
include statements concerning plans, objectives, goals, strategies, future events or performance, and underlying 
assumptions and other statements, which are other than statements of historical facts. The words "believe," "expect," 
"anticipate," "intend," "estimate," "forecast," "project," "will," "may", and "should" and similar expressions identify 
forward looking statements. Forward looking statements appear in a number of places including, without limitation, 
"Risk Factors," "Business" and "Management's Discussion and Analysis of Financial Condition and Results of 
Operations", and include statements regarding: 

• strategies, outlook and growth prospects; 

• future plans and the potential for future growth; 

• liquidity, capital resources and capital expenditures; 

• the growth in demand for our services; 

• economic outlook and industry trends; 

• the development of our markets; and 

• the impact of regulatory initiatives. 

The forward looking statements in this Prospectus are based upon various assumptions, many of which are based, in 
turn, upon further assumptions, including without limitation, management's examination of historical operating trends, 
data contained in our records and other data available from third parties. Although we believe that these assumptions 
were reasonable when made, they are inherently subject to significant uncertainties and contingencies which are 
difficult or impossible to predict and are beyond our control and we may not achieve or accomplish these expectations, 
beliefs or projections. In addition to these important factors and to matters discussed elsewhere herein, important factors 
that, in our view, could cause actual results to differ materially from those discussed in the forward looking statements 
include the degree of influence over our operations, capital expenditures, growth and profitability of the Russian 
government; the success of our capital raising activities which has a direct impact on our ability to execute our 
investment programme; our ability to reduce operating expenses and introduce new innovative technologies; the effects 
of any future reorganisations of the Russian electricity industry; the condition of the Russian economy; political 
stability in Russia; volatility in stock markets or in the price of our securities including the GDRs, financial risk 
management; the impact of general business; and global economic conditions and other important factors described 
herein. 

Except to the extent required by law, neither we, nor any of our agents, employees or advisors intend or have any 
duty or obligation to supplement, amend, update or revise any of the forward looking statements contained in this 
Prospectus. 

Presentation of Certain Terminology 

In this Prospectus, the terms "we", "us" and "our" refer to Federal Grid and/or the Group, as the context requires. 
The term "Group" refers to Federal Grid and its subsidiaries consolidated in the combined and consolidated financial 
statements of the Group included in this Prospectus.  
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In this Prospectus, all references to "RUB" and "rouble" are to the currency of the Russian Federation, all 
references to "EUR" or "euro" are to the currency of the member states of the European Union participating in the 
European Monetary Union and all references to "USD" or "US dollar" are to the currency of the United States of 
America.  

In addition, in this Prospectus, all references to: 

• "US" are to the United States of America; 

• "UK" are to the United Kingdom; 

• "Russia" are to the Russian Federation; and 

• "E.U." are to the European Union and its member states as of the date of this Prospectus. 

Presentation of Financial Information and Other Information 

The Group's unaudited consolidated interim financial statements for the six months ended 30 June 2010 and audited 
combined and consolidated financial statements for the years ended 31 December 2009, 2008 and 2007 were prepared 
in accordance with IFRS as issued by the International Accounting Standards Board.  

As described in “Business - Our History and Development”, Federal Grid was established in the course of the 
restructuring of the Russian electricity industry by transferring assets and businesses previously controlled by RAO 
UES, which was Federal Grid’s controlling shareholder at that time. In the financial statements for the years ended 31 
December 2007 and 31 December 2008 the Group accounted for acquisition of businesses under the control of RAO 
UES and its subsidiaries as transactions amongst entities under common control. In accordance with its accounting 
policy the Group accounts for business combinations under common control using predecessor values method. 
Accordingly, assets and liabilities of the contributed entities were combined from the earliest period presented until the 
date when legal control was obtained over each specific entity. Information in respect of the comparative period and 
opening balances has been restated as if the business combination took place at the beginning of the earliest period 
presented. 

In this Prospectus, we have presented certain non-IFRS measures, namely EBITDA, Adjusted EBITDA and other 
EBITDA and Adjusted EBITDA related measures such as EBITDA margin and Adjusted EBITDA margin. All non-
IFRS measures are calculated on the basis of figures derived from our IFRS financial statements. We define "EBITDA" 
as profit or loss for the period before profit tax expense, finance expense, finance income and depreciation and 
amortisation. Depreciation and amortisation are components of operating expenses under IFRS. We also define 
"Adjusted EBITDA" as EBITDA adjusted to exclude reversal of impairment provision of property, plant and 
equipment, revaluation loss on property, plant and equipment and impairment of available-for-sale investments and 
associates and to include finance income. The EBITDA and Adjusted EBITDA margin are calculated as EBITDA or 
Adjusted EBITDA divided by total revenue for the period, respectively.  

We believe that EBITDA and Adjusted EBITDA provide useful information to investors because they are indicators 
of the strength and performance of our ongoing business operations and indicators of our ability to fund discretionary 
spending such as capital expenditures, the acquisition of subsidiaries and other investments, and our ability to incur and 
service debt. However, EBITDA and Adjusted EBITDA are not measures of financial performance that are required by, 
or presented in accordance with, IFRS. Accordingly, they should not be considered as alternatives to profit for the 
period as a measure of operating performance or to cash flows from operating activities as a measure of liquidity. Our 
calculation of EBITDA and Adjusted EBITDA may be different from the calculation used by other companies and 
therefore comparability may be limited. Some of these limitations are as follows: 

• Adjusted EBITDA does not reflect the impact of financing costs, which can be significant and could further 
increase if the Group incurs more borrowings, on the Group’s operating performance. At the same time, 
Adjusted EBITDA includes finance income;  

• Adjusted EBITDA does not reflect the impact of income taxes on the Group’s operating performance; 

• Adjusted EBITDA does not reflect the impact of depreciation and amortisation on the Group’s performance. 
The assets of the Group’s business which are being depreciated or amortised will need to be replaced in the 
future and such depreciation and amortisation expense may approximate the cost of replacing these assets in the 
future. By excluding this expense from Adjusted EBITDA, Adjusted EBITDA does not reflect the Group’s 
future cash requirements for these replacements. Adjusted EBITDA also does not reflect the impact of loss on 
disposal of property, plant and equipment; 

• Adjusted EBITDA does not reflect impairment provision of property, plant and equipment; and 

• Adjusted EBITDA does not reflect provision for impairment of available for sale investments and associates. 

Certain amounts that appear in this Prospectus have been subject to rounding adjustments; accordingly, figures 
shown as totals in certain tables may not be an arithmetic aggregation of the figures that precede them. Unless otherwise 
specified, all percentages have been rounded to the nearest one-tenth of one per cent. 
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This Prospectus contains information and data derived from publicly available official and other sources as well as 
from studies prepared by third parties. The source of this information and data is indicated where they appear in this 
Prospectus. We confirm that information sourced from a third party has been accurately reproduced and that as far as 
we are aware and are able to ascertain from information published by that third party, no facts have been omitted which 
would render the reproduced information inaccurate or misleading. We have not independently verified the information 
derived from publicly available sources and studies by third parties.  

The language of this Prospectus is English. Certain legislative references and technical terms have been cited in 
their original language in order that the correct technical meaning may be ascribed to them under applicable law. 
Certain electricity industry terms used in this Prospectus are defined in "Glossary".  

The contents of any websites referred to in this Prospectus, including our website, do not form part of this 
Prospectus. 

Exchange Rates 

The following tables show, for the periods indicated, certain information regarding the exchange rate between the 
rouble and the US dollar, based on data published by the CBR. 

These rates may differ from the actual rates used in the preparation of the financial information provided herein.  

 
 Roubles per US dollar 

Year ended 31 December 
High 

 
Low 

 
Average(1) 

 
Period  

End 
2009 ..................................................................................... 36.43 28.67 31.93 30.24 
2008 ..................................................................................... 29.38 23.13 24.98 29.38 
2007 ..................................................................................... 26.58 24.26 25.58 24.55 
     
Six-month period ended 30 June     
2010 ..................................................................................... 31.78 28.93 30.12 31.20 
2009 ..................................................................................... 36.43 29.39 33.45 31.29 

 _____________  
(1) The average of the exchange rates on the last business day of each full month during the relevant period. 

 
 Roubles per US dollar
 High Low 
February 2011 29.80 28.94 
January 2011 30.62 29.67 
December 2010 .............................................................................................................. 31.45 30.27 
November 2010 ............................................................................................................. 31.35 30.51 
October 2010 ................................................................................................................. 30.79 29.63 
September 2010 ............................................................................................................. 31.08 30.40 

Source: www.cbr.ru (CBR) 

No representation is made that the rouble or US dollar amounts in this Prospectus could have been converted into 
US dollars or roubles, as the case may be, at any particular rate or at all. 

Documents Available for Inspection 

Copies of the following documents will be available for inspection free of charge, during normal business hours on 
any weekday, at the offices of Allen & Overy LLP, One Bishops Square, London, E1 6AD, United Kingdom during 
usual business hours for 30 days from the date of this Prospectus: 

• This Prospectus; 

• Our Charter, the bylaws of our Board of Directors and Management Board as well as the bylaws of our 
committees; 

• Our audited combined and consolidated financial statements for the years ended 31 December 2009, 2008 and 
2007 prepared in accordance with IFRS; 

• Our unaudited interim consolidated financial statements for the six months ended 30 June 2010 prepared in 
accordance with IFRS; and 

• The Deposit Agreements. 
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Depositary 

The Depositary is a state registered New York banking corporation and a member of the United States Federal 
Reserve System, subject to regulation and supervision principally by the United States Federal Reserve Board and New 
York State Banking Department. The Depositary was incorporated on 5 March 1903 as a bank with limited liability in 
the State of New York and operates under the laws of the State of New York and is an indirect wholly-owned 
subsidiary of Deutsche Bank AG. The Depositary is subject to regulation and supervision by the New York State 
Banking Department, the Federal Reserve Board and the Federal Deposit Insurance Corporation. The registered office 
of the Depositary is located at 60 Wall Street, New York, New York 10005 and the registered number is BR1026. A 
copy of the Depositary's by-laws, as amended, together with copies of its most recent financial statements and annual 
report will be available for inspection at the principal New York Office of the Depositary located at DR Department, 
27th Floor, 60 Wall Street, New York, New York 10005 and at the principal London office of the Depositary located at 
Winchester House, 1 Great Winchester Street, London EC2N 2DB. 

Independent Auditors 

ZAO PricewaterhouseCoopers Audit, independent auditors, located at White Square Office Centre, Butyrsky Val 
10, Moscow 125047, Russian Federation, has audited the combined and consolidated financial statements of the Group 
as of and for the years ended 31 December 2009, 2008 and 2007 in accordance with International Standards on 
Auditing and provided qualified audit opinions on these financial statements, as stated in their reports appearing on 
pages F-56, F-114 and F-171 of this Prospectus, respectively. ZAO PricewaterhouseCoopers Audit has also reviewed, 
but not audited the consolidated interim financial statements of the Group as of and for the six months ended 30 June 
2010 in accordance with International Standards on Review Engagements. The qualified review report is appearing on 
page F-4. ZAO PricewaterhouseCoopers Audit is a member of the Russian Chamber of Auditors (Auditorskaya Palata 
Rossii). 

Enforceability of Judgments 

Federal Grid is a joint stock company established under the laws of the Russian Federation. Almost all of the 
members of the Board of Directors and the Management Board named in this Prospectus reside in the Russian 
Federation. The majority of the assets of Federal Grid and of such persons are located in the Russian Federation. As a 
result, it may not be possible for investors to (a) effect service of process outside the Russian Federation, and in 
particular in North American and Western European jurisdictions, upon us and most of our directors and senior 
management named in this Prospectus; or (b) enforce, in courts located in North American and Western European 
jurisdictions, judgments obtained in courts in jurisdictions located outside these jurisdictions against us or any of the 
members of the Board of Directors and the Management Board named in this Prospectus in any action. 

Judgments rendered by a court in any jurisdiction outside the Russian Federation will not be enforced by courts in 
the Russian Federation unless there is (i) an international treaty in effect providing for the recognition and enforcement 
of judgments in civil cases between the Russian Federation and the jurisdiction where such judgment is rendered, and/or 
(ii) a federal law of the Russian Federation providing for the recognition and enforcement of foreign court judgments. 

We are not aware of any treaty or convention directly providing for the recognition and enforcement of judgments in 
civil and commercial matters between most North American and Western European jurisdictions and the Russian 
Federation, and the Russian Federation has adopted no such federal law. The possible need to re-litigate in the Russian 
Federation a judgment obtained in a foreign court on the merits may significantly delay the enforcement of such 
judgment. In addition, Russian courts have limited experience in the enforcement of foreign court judgments. 
Moreover, under Russian law, certain amounts may be payable by the claimant upon the initiation of any action or 
proceeding in any Russian court, and the amounts in many instances depend on the amount of the relevant claim. The 
limitations described above may significantly delay the enforcement of such judgment, or completely deprive the 
plaintiff of effective legal recourse. 

The Russian Federation is a party to the United Nations (New York) Convention on the Recognition and 
Enforcement of Foreign Arbitral Awards (the "New York Convention"). Consequently, Russian courts should 
generally recognise and enforce in the Russian Federation an arbitral award from an arbitral tribunal in those North 
American and Western European jurisdictions which have adopted it on the basis of the rules of the New York 
Convention (subject to qualifications provided for in the New York Convention and compliance with Russian 
procedural regulations and other procedures and requirements established by Russian legislation). However, it may be 
difficult to enforce arbitral awards in the Russian Federation due to, inter alia: 

• the inexperience of the Russian courts in international commercial transactions; 

• official and unofficial political resistance to the enforcement of awards against Russian companies in favour of 
foreign investors; and 

• the inability of Russian courts to enforce such awards. 

The Arbitrazh Procedural Code of the Russian Federation dated 24 July 2002, as amended (the "Arbitrazh 
Procedural Code"), outlines an exhaustive list of groups based on which Russian courts may refuse to recognise and 
enforce any foreign arbitral award. The Arbitrazh Procedural Code and other Russian procedural legislation could 
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change; therefore, among other things, other grounds for Russian courts to refuse the recognition and enforcement of 
foreign court judgments and foreign arbitral awards could arise in the future. In practice, reliance upon international 
treaties may be met with resistance or a lack of understanding on the part of a Russian court or government officials, 
thereby introducing delay and unpredictability into the process of enforcing any foreign court judgment or arbitral 
award in the Russian Federation. 
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THE LISTING 

Listing………………………………………... Federal Grid has applied to admit up to 2,511,896,256 GDRs, 
consisting of 3,281,929 GDRs outstanding on or about the date of 
this Prospectus and up to 2,508,614,327 additional GDRs to be 
issued from time to time, subject to the limitations and 
requirements of Russian law, to the Official List and to trading on 
the LSE's regulated market for listed securities. This total number 
of GDRs would represent 1,255,948,128,393 shares, which is the 
total number of currently issued shares of Federal Grid. According 
to current Russian law and the current permission of the Russian 
Federal Service for Financial Markets, not more than 
287,269,492,431 shares of Federal Grid can be traded outside of the 
Russian Federation in the form of GDRs. Admission to listing and 
to trading is expected on or about 28 March 2011. There is no 
offering of securities in any jurisdiction in connection with the 
listing of the GDRs. 

Depositary …………………………………..... Deutsche Bank Trust Company Americas.  

The GDRs…………………...………………… Each GDR represents 500 Shares of Federal Grid with a nominal 
value of RUB 0.50 each on deposit with Deutsche Bank Ltd., as 
custodian (the "Custodian"), on behalf of the Depositary. The 
GDRs have been and will be, from time to time, issued by the 
Depositary, pursuant to the Deposit Agreements. The GDRs are not 
denominated in any currency and have no nominal value.  

 The Shares have been admitted to quotation list "B" of each of RTS 
and MICEX under the symbol FEES and have been traded since 16 
July 2008. 

 The Depositary may deduct per-GDR fees and other fees and 
expenses from dividend distributions and may otherwise assess 
other per-GDR fees and other fees and expenses to the GDR 
holders.  See "Terms and Conditions of the GDRs". 

 The Regulation S GDRs are evidenced by the Master Regulation S 
GDR in registered form currently existing and issued under the 
Regulation S Deposit Agreement. The Master Regulation S GDR is 
registered in the name of ВТ Globenet Nominees Limited, as 
nominee for Deutsche Bank AG, London Branch, as common 
depositary for Euroclear and Clearstream. Euroclear and 
Clearstream have accepted the GDRs for settlement in their 
respective book-entry settlement systems.  

The Rule 144A GDRs are be evidenced by the Master Rule 144A 
GDR in registered form currently existing and issued under the 
Rule 144A Deposit Agreement. The Master Rule 144A GDR is 
registered in the name of Cede & Co., as nominee for the DTC. 

Transfers within DTC, Euroclear and Clearstream will be in 
accordance with the usual rules and operating procedures of the 
relevant system. See "Settlement and Clearing of the GDRs". 

Except in the limited circumstances described herein, definitive 
GDR certificates will not be issued to holders in exchange for 
interests in the GDRs represented by the Master Regulation S GDR 
and Master Rule 144A GDR (the "Master GDRs"). Subject to the 
terms of the Rule 144A Deposit Agreement, interests in the Master 
Regulation S GDR may be exchanged for interests in the 
corresponding number of GDRs represented by the Master Rule 
144A GDR, and vice versa.  See "Summary of Provisions relating 
to the GDRs while in Master Form".  

Upon exchange of a Master GDR for certificates in definitive 
registered form or any distribution of GDRs pursuant to the terms 
of the Deposit Agreements or any reduction in the number of GDRs 
represented thereby following any withdrawal of deposited property 
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pursuant to the terms of the Deposit Agreements or issuance 
pursuant to the terms of the Deposit Agreements, the relevant 
details shall be entered by the Depositary on the register maintained 
by the Depositary whereupon the number of Shares represented by 
the Master GDR shall be reduced or increased (as the case may be) 
for all purposes by the amount so exchanged and entered on the 
register, provided always that, if the number of the GDRs 
represented by the Master GDR is reduced to zero, such Master 
GDR shall continue in existence until all obligations of Federal 
Grid under the Deposit Agreements and the obligations of the 
Depositary pursuant to the Deposit Agreements have terminated. 

 Pursuant to the Deposit Agreements, the Shares represented by the 
GDRs are held in Russia by the Custodian for the account of the 
Depositary and for the benefit of the holders and beneficial owners 
of GDRs. 

 For additional terms of the Deposit Agreements (including with 
respect to dividends and other distributions), see "Terms and 
Conditions of the GDRs". 

The GDRs have been accepted for clearance through the facilities 
of DTC, Euroclear and Clearstream. 

Security Codes………………………………… • Regulation S GDRs CUSIP:  313354201 

ISIN:  US3133542015 

Common Code:  036273577 

 • Rule 144A GDRs CUSIP:  313354102 

ISIN:  US3133541025 

Common Code:  036273372 

 • LSE Trading Symbol FEES 

 • Ordinary Shares ISIN RU000A0JPNN9 

 • RTS and MICEX Trading 
Symbol  

FEES 

Voting Rights………………………………….. Shareholders are generally entitled, upon a poll, to one vote per 
share at a shareholders' meeting, subject to certain exceptions 
described in "Description of Charter Capital and Certain 
Requirements of Russian Legislation – General shareholders' 
meeting". Under the Deposit Agreements, one GDR carries the 
right to vote 500 Shares, subject to the provisions of the Deposit 
Agreements described under "Terms and Conditions of the GDRs" 
and applicable Russian law and regulations. 

 GDRs holders do not have direct voting rights with respect to the 
Shares represented by the GDRs, see "Risk Factors – Risks Relating 
to the Shares, GDRs and the Trading Market – Voting rights with 
respect to the Shares represented by the GDRs are limited by the 
terms of the Deposit Agreements for the GDRs and relevant 
requirements of Russian law". 

The Depositary will endeavour to exercise on behalf of holders of 
GDRs at any meeting of holders of the Shares of which the 
Depositary receives timely notice the voting rights relating to the 
Shares underlying the GDRs in accordance with instructions it 
receives from holders of GDRs. We will notify the Depositary of 
any resolution to be proposed at any general meeting. See "Terms 
and Conditions of the GDRs – Voting Rights". 

Dividend Policy………………………………... On 16 December 2010, the Board of Directors approved the 
Regulation on Dividend Policy. According to the Dividend Policy 
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the amount of dividends to be recommended by the Board of 
Directors must be not less than 10 per cent. of Federal Grid's net 
profit as reflected in its RAS financial statements after deducting 
mandatory payments to the reserve fund. See "Dividend Policy".  

Transfer Restrictions…………………………. GDRs are subject to certain transfer restrictions, see " Terms and 
Conditions of the GDRs – Transfer Restrictions". 

Taxation……………………………………….. For a discussion of certain US, UK and Russian tax consequences 
of purchasing and holding the GDRs, see "Taxation".  

Purpose of the Listing………………………… The listing of the GDRs will allow Federal Grid to enter the 
international market, to broaden its investor base and to provide 
more flexibility and liquidity for its shareholders and GDR holders. 
Moreover, Federal Grid may consider an offering of GDRs in the 
future. 

Costs of the Listing……………………………. We estimate that the total expenses of the listing of the GDRs will 
be approximately RUB 68 million. 
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DIVIDEND POLICY 

Our dividend policy is based on the following objectives: 

• optimal combination of the company's interests and the interests of our shareholders; 

• retaining an adequate level of capital to maintain the company's financial condition and operating assets and to 
pursue the company's business strategy including implementation of the investment programme; 

• improving the company's investment appeal and the capitalisation of the company;  

• providing transparency of dividend calculation mechanics to our shareholders; and 

• compliance with Russian laws and best standards of corporate governance. 

According to our new dividend policy adopted on 16 December 2010, the amount of dividends to be recommended 
by the Board of Directors must be not less than 10 per cent. of Federal Grid's net profit as reflected in its RAS financial 
statements after deducting mandatory payments to the reserve fund. Profit from the revaluation of financial investments, 
profit from recovery of accruals of allowance for doubtful debtors, and proceeds from the sale of shares and other assets 
that were recorded for a certain accounting period, should not be taken into account in determining the amount of 
dividends to be paid to shareholders. We may declare dividends based on our first quarter, six-month, nine-month 
and/or annual results.  

In addition to the dividend minimum described above, the Board of Directors may recommend to the General 
Shareholders' Meeting to pay additional dividends subject to provisions set forth below.  

The recommendation to pay dividends and of the maximum amount thereof is made by the Board of Directors and 
approved by the General Shareholders' Meeting. The amount of dividends, if any, approved by the General 
Shareholders' Meeting may not be higher than the amount recommended by the Board of Directors. In particular, 
dividends may be declared and paid only out of net profits calculated under RAS and as long as the following 
conditions have been met:  

• our charter capital has been paid in full;  

• we have repurchased all shares from shareholders having the right to demand repurchase; 

• we are not, and would not become as a result of the proposed dividend payment, insolvent; and  

• the value of our net assets is not less (and would not become less as a result of the proposed dividend payment) 
than the sum of our charter capital, our reserve fund and the difference between the liquidation value and the 
par value of our issued and outstanding preferred shares.  

For a further description, see "Description of Charter Capital and Certain Requirements of Russian Legislation – 
Description of Charter Capital – Dividends". 

We anticipate that dividends, if any, will be paid in roubles. The Depositary as our shareholder will receive roubles 
and convert the roubles into US dollars for distribution to GDR holders. Accordingly, the value of dividends received 
by GDR holders will be subject to fluctuations in the exchange rate between the rouble and the US dollar. The 
Depositary may also deduct a fee of USD 0.02 or less per GDR and other fees and expenses from the dividend 
distribution. See "Terms and Conditions of the GDRs – Fees and Charges". In addition, our dividend payments to the 
Depositary will be subject to applicable Russian withholding taxes. See "Risk Factors – Risks Relating to the Shares, 
GDRs and the Trading Market – Investors may be unable to repatriate their earnings from distributions made on the 
Shares and GDRs" and "Taxation – Taxation in the Russian Federation". 

We incurred a loss for the 2009 financial year and, therefore, did not pay dividends for that year. In order to 
maintain financial stability amid a financial crisis, we did not pay dividends for the 2008 financial year and allocated 
net profit earned in that year to financing priority projects as identified by the Board of Directors. For the 2007 financial 
year, we paid a dividend of RUB 380 million, representing RUB 0.0008 per ordinary share.  
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CAPITALISATION 

The following table sets out our capitalisation as at 30 June 2010. You should read this table together with the 
information under "Management's Discussion and Analysis of Financial Condition and Results of Operations" and our 
consolidated financial statements as of and for the six months ended 30 June 2010 included elsewhere in this 
Prospectus.  

  
  

  

As at 30 June 2010 
 
 

  (in millions of roubles) 
  (unaudited) 

Current debt and current portion of non-current debt ............................................ 599 

Non-current debt ......................................................................................................... 6,000 

Shareholders' equity:  

Share Capital ................................................................................................................. 616,781 

Treasury shares .............................................................................................................. (6,864) 

Share premium 10,501 

Retained earnings .......................................................................................................... (91,654) 

Reserves ......................................................................................................................... 329,620 

Total shareholders' equity .......................................................................................... 858,384 

Total capitalisation ...................................................................................................... 864,983 

Since 30 June 2010 the Group issued additional six series of corporate bonds with the aggregate nominal value of 
RUB 50,000 million, see "Management's Discussion and Analysis of Financial Condition and Results of Operations – 
Borrowings". In addition, in September 2010, RUB 11.2 billion was allocated from the federal budget, and received by 
the Group in the form of equity, towards the implementation of the investment programme. For information on recent 
additional share issue, see "Business – Our History and Development". 
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SELECTED FINANCIAL AND OPERATING INFORMATION 

 The tables below set forth selected financial information which has been derived from our audited consolidated 
financial statements as of and for the years ended 31 December 2009, 2008 and 2007 and our unaudited interim 
consolidated statements for the six months ended 30 June 2010 and 2009, in each case, prepared in accordance with the 
International Financial Reporting Standards ("IFRS"). The audit opinions in respect of the financial statements for the 
years ended 31 December 2009, 2008 and 2007 include a qualified opinion and emphasis of matter (see auditor's reports 
on pages F-56, F-114 and F-171). The review report in respect of the financial statements for the six months ended 30 
June 2010 includes a qualified conclusion and emphasis of matter (see review report on page F-4). The tables below 
also set forth operating data as of and for the years ended 31 December 2009, 2008 and 2007 and for the six-month 
periods ended 31 December and 30 June 2010. The selected financial and operating data below should be read in 
conjunction with our combined and consolidated financial statements prepared in accordance with IFRS, 
"Management's Discussion and Analysis of Financial Condition and Results of Operations", "Qualification of 
Independent Auditors' Report" and "Business". 

As a result of the short operating history of the Group in its current form and the significant changes that have 
occurred since 2002 until 2008 in the electricity transmission industry and the Group’s structure, a comparative analysis 
of the financial reporting periods in the combined and consolidated financial statements may not provide an accurate 
comparison of financial results or a true indication of trends in the Group’s business. 

The financial statements of the Group account for the acquisition of businesses under the control of RAO UES and 
its subsidiaries as transactions among entities under common control using the predecessor values method. 
Accordingly, the assets and liabilities of the contributed entities were combined from the earliest period presented in the 
financial statements. Information in respect of the comparative period and opening balances has been restated as if the 
business combination took place at the beginning of the earliest period presented. See Note 2 (Basis of preparation) to 
the financial statements.  

Summary of Income Statement Data – IFRS 

 

 
Six months ended 30 

June Year ended 31 December 

 
2010 

Unaudited 
2009 

Unaudited 
 

2009 
 

2008(1) 
 

2007(2) 
 (in millions of roubles, except profit/loss per ordinary share) 
Revenues................................................................ 56,565 42,247 87,580 69,251 61,087 
Other operating income ......................................... 1,765 2,022 4,287 6,587 5,047 
Operating expenses ................................................ (44,346) (35,526) (78,216) (68,175) (54,967) 
Gain on sale of available-for-sale investments ...... - 303 1,504 2,563 - 
Reversal of impairment provision of property, 
plant and equipment ............................................... - - 9,642 - 6,367 
Specific impairment of property, plant and 
equipment and intangible assets ............................ (1,100) (3,617) (2,287) (191) (4,167) 
Revaluation loss on property, plant and 
equipment .............................................................. - - (105,693) - (6,640) 
Operating profit/(loss) ......................................... 12,884 5,429 (83,183) 10,035 6,727 
Finance income ...................................................... 3,131 4,997 10,000 8,483 1,527 
Finance cost ........................................................... (50) (1,305) (1,484) (7,119) (3,465) 
Impairment of available-for-sale investments 
and associates ........................................................ - - (2,018) (45,107) (241) 
Share of result of associates ................................... 525 1,480 1,893 (1,372) 1 
Profit/(loss) before profit tax .............................. 16,490 10,601 (74,792) (35,080) 4,549 
Profit tax/Total profit tax credit/(charge) ............... (3,854) (2,661) 13,347 11,243 (2,937) 
Profit/(loss) for the period ................................... 12,636 7,940 (61,445) (23,837) 1,612 
Total comprehensive income/(loss) for the 
period .................................................................... 17,838 20,521 209,485 (20,799) - 
Profit/(loss) attributable to:       
Shareholders of Federal Grid ................................. 13,026 7,967 (61,196) (23,784) 3,370 
Non-controlling interest/Minority interest ............. (390) (27) (249) (53) (1,758) 
Total comprehensive income/(loss)  
attributable to:      
Shareholders of Federal Grid ................................. 18,228 20,548 209,261 (20,753) - 
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Non-controlling interest/Minority interest ............. (390) (27) 224 (46) - 
Profit/(loss) per ordinary share for 
profit/(loss) attributable to the shareholders 
of Federal Grid – basic and diluted (in 
Roubles) 0.01 0.01 (0.05) (0.03) 0.01 

____________________________________________ 
(1) As presented in comparative information in the 2009 Audited Combined and Consolidated Financial Statements.  

(2) As presented in comparative information in the 2008 Audited Combined and Consolidated Financial Statements. The disclosure of comprehensive 
income/(loss) was not required under IFRS at the date of the respective financial statements. 

The table below sets forth a convenience translation of the rouble amounts disclosed in the table above into US 
dollars at an average exchange rate of 30.07, 33.06, 31.72, 24.86 and 25.58 roubles for US dollar, based on data 
published by the CBR for the six months ended 2010 and 2009 and the years ended 31 December 2009, 2008 and 2007, 
respectively. No representation is made that the rouble amounts in this table could have been converted into US dollars 
at any particular rate or at all.  

 
Six months ended 

30 June 
Year ended 

31 December 

 
2010 

Unaudited 
2009 

Unaudited 
2009 

Unaudited 
2008 

Unaudited 
2007 

Unaudited 
 (in millions of US dollars except profit/loss per ordinary share) 
Revenues............................................................... 1,882 1,277 2,761 2,787 2,389 
Other operating income ........................................ 59 61 135 265 197 
Operating expenses ............................................... (1,475) (1,074) (2,465) (2,743) (2,149) 
Gain on sale of available-for-sale investments ..... - 9 47 103 - 
Reversal of impairment provision of property, 
plant and equipment .............................................. - - 304 - 249 
Specific impairment of property, plant and 
equipment and intangible assets ........................... (37) (109) (72) (8) (163) 
Revaluation loss on property, plant and 
equipment ............................................................. - - (3,332) - (260) 
Operating profit/(loss) ........................................ 429 164 (2,622) 404 263 
Finance income ..................................................... 104 151 315 341 60 
Finance cost  ......................................................... (2) (39) (47) (286) (136) 
Impairment of available-for-sale investments 
and associates ....................................................... - - (64) (1,815) (9) 
Share of result of associates .................................. 17 45 60 (55) 0 
Profit/(loss) before profit tax ............................. 548 321 (2,358) (1,411) 178 
Profit tax/Total profit tax credit/(charge) .............. (128) (81) 421 452 (115) 
Profit/(loss) for the period .................................. 420 240 (1,937) (959) 63 
Total comprehensive income/(loss) for the 
period ................................................................... 593 621 6,604 (837) - 
Profit/(loss) attributable to:      
Shareholders of Federal Grid ................................ 433 241 (1,929) (957) 132 
Non-controlling interest/Minority interest ............ (13) (1) (8) (2) (69) 
Total comprehensive income/(loss) 
attributable to: ....................................................      
Shareholders of Federal Grid ................................ 606 622 6,597 (835) - 
Non-controlling interest/Minority interest ............ (13) (1) 7 (2) - 
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Six months ended 

30 June 
Year ended 

31 December 

 
2010 

Unaudited 
2009 

Unaudited 
2009 

Unaudited 
2008 

Unaudited 
2007 

Unaudited 
 (in millions of US dollars except profit/loss per ordinary share) 
Profit/(loss) per ordinary share for 
profit/loss attributable to the shareholders of 
Federal Grid – basic and diluted (in US 
dollars) ................................................................. 0.0003 0.0003 (0.0017) (0.0012) 0.0004 

Summary of Balance Sheet Data – IFRS 

 
 As of 30 June As of 31 December 

 
2010 

Unaudited 
2009 

Unaudited 
 

2009 
 

2008(1) 
 

2007(2) 
 (in millions of roubles) 
ASSETS      
Non-current assets      
Property, plant and equipment .............................. 776,972 498,792 740,320 467,349 367,686 
Intangible assets .................................................... 5,828 5,981 6,392 6,933 4,886 
Investments in associated companies ................... 58,951 46,345 58,451 44,632 509 
Available-for-sale investments ............................. 41,777 25,208 35,229 11,774 - 
Long-term promissory notes ................................. 9,354 34,179 8,952 51,010 195 
Other non-current assets ....................................... 890 3,681 959 3,216 909 

Total non-current assets ..................................... 893,772 614,186 850,303 584,914 374,185 
      
Current assets      
Cash and cash equivalents .................................... 15,292 37,976 33,699 15,685 15,740 
Bank deposits ........................................................ 4,822 921 10,187 2,386 - 
Short-term promissory notes ................................. 41,937 45,955 48,681 57,251 2,969 
Accounts receivable and prepayments .................. 28,708 35,221 29,248 31,076 22,660 
Profit tax prepayments .......................................... 1,569 1,463 988 3,635 979 
Inventories ............................................................ 4,793 3,084 3,271 2,767 2,392 
Available-for-sale investments ............................. - 1,013 - - 3,035 
Other current assets .............................................. 77 17 47 27 2,965 

Total current assets ............................................ 97,198 125,650 126,121 112,827 50,740 
       

TOTAL ASSETS 990,970 739,836 976,424 697,741 424,925 
      
EQUITY AND LIABILITIES       
Equity      
Share capital: Ordinary shares .............................. 616,781 576,757 576,757 576,757 180,691 
Treasury shares ..................................................... (6,864) (6,864) (6,864) (6,864) - 
Share premium ...................................................... 10,501 10,347 10,347 10,347 - 
Reserves ................................................................ 329,620 9,572 267,533 (2,860) 37,809 
Retained earnings ................................................. (91,654) 21,453 (47,795) 13,337 37,284 
Equity attributable to the shareholders of 
Federal Grid ........................................................ 858,384 611,265 799,978 590,717 255,784
Non-controlling interest/Minority interest ............ 1,180 1,319 1,570 1,346 27,142 

Total equity ......................................................... 859,564 612,584 801,548 592,063 282,926 
      
Non-current liabilities      
Deferred profit tax liabilities  ............................... 83,997 37,751 83,640 36,779 33,565 
Non-current debt ................................................... 6,000 6,000 6,000 17,318 - 
Retirement benefit obligations .............................. 3,736 3,183 3,439 2,933 2,608 
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 As of 30 June As of 31 December 

 
2010 

Unaudited 
2009 

Unaudited 
 

2009 
 

2008(1) 
 

2007(2) 
 (in millions of roubles) 
Total non-current liabilities ............................... 93,733 46,934 93,079 57,030 36,173 
      
Current liabilities      
Accounts payable to the shareholders of 
Federal Grid .......................................................... - 32,296 40,178 - 47,405 
Current debt and current portion of non-current 
debt ....................................................................... 599 12,528 7,545 16,211 33,427 
Accounts payable and accrued charges ................ 35,980 34,156 32,938 31,456 24,488 
Other taxes payable  ............................................. 1,094 1,338 1,136 981 506 

Total current liabilities  ...................................... 37,673 80,318 81,797 48,648 105,826 
       
Total liabilities .................................................... 131,406 127,252 174,876 105,678 141,999 
      

TOTAL EQUITY AND LIABILITIES  990,970 739,836 976,424 697,741 424,925 

____________________________________________ 
(1) As presented in comparative information in the 2009 Audited Combined and Consolidated Financial Statements.  

(2) As presented in comparative information in the 2008 Audited Combined and Consolidated Financial Statements.  

The table below sets forth a convenience translation of the rouble amounts disclosed in the table above into US 
dollars at an exchange rate of 31.20, 31.29, 30.24, 29.38 and 24.55 roubles for US dollar, published by the CBR as of 
30 June 2010 and 2009 and 31 December 2009, 2008 and 2007, respectively. No representation is made that the rouble 
amounts in this table could have been converted into US dollars at any particular rate or at all. 
 As of 30 June As of 31 December 

 
2010 

Unaudited 
2009 

Unaudited 

 
2009 

Unaudited 

 
2008 

Unaudited 

 
2007 

Unaudited 
 (in millions of US dollars) 
ASSETS      
Non-current assets      
Property, plant and equipment ............................. 24,906 15,941 24,478 15,907 14,979 
Intangible assets ................................................... 187 191 211 236 199 
Investments in associated companies .................. 1,890 1,481 1,933 1,519 21 
Available-for-sale investments ............................ 1,339 806 1,165 401 - 
Long-term promissory notes ................................ 300 1,092 296 1,736 8 
Other non-current assets ...................................... 29 118 32 109 37 
Total non-current assets .................................... 28,651 19,629 28,115 19,908 15,244 
      
Current assets      
Cash and cash equivalents ................................... 490 1,214 1,114 534 641 
Bank deposits ....................................................... 155 29 337 81 - 
Short-term promissory notes ................................ 1,345 1,467 1,610 1,949 121 
Accounts receivable and prepayments ................. 920 1,126 967 1,058 923 
Profit tax prepayments ......................................... 50 47 33 124 40 
Inventories ........................................................... 154 99 108 94 97 
Available-for-sale investments ............................ - 32 - - 124 
Other current assets ............................................. 2 1 2 1 121 

Total current assets ........................................... 3,116 4,015 4,171 3,841 2,067 
       

TOTAL ASSETS 31,767 23,644 32,286 23,749 17,311 
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 As of 30 June As of 31 December 

 
2010 

Unaudited 
2009 

Unaudited 

 
2009 

Unaudited 

 
2008 

Unaudited 

 
2007 

Unaudited 
 (in millions of US dollars) 
EQUITY AND LIABILITIES       
Equity      
Share capital: Ordinary shares ............................. 19,771 18,431 19,070 19,631 7,362 
Treasury shares .................................................... (220) (219) (227) (234) - 
Share premium ..................................................... 337 331 342 352 - 
Reserves ............................................................... 10,566 306 8,846 (97) 1,540 
Retained earnings ................................................ (2,938) 686 (1,580) 454 1,519 
Equity attributable to the shareholders of 
Federal Grid ....................................................... 27,516 19,535 26,451 20,106 10,421 
Non-controlling interest/Minority interest ........... 38 42 52 46 1,105 

Total equity ........................................................ 27,554 19,577 26,503 20,152 11,526 
      
Non-current liabilities      
Deferred profit tax liabilities  .............................. 2,693 1,206 2,766 1,252 1,368 
Non-current debt .................................................. 192 192 198 589 - 
Retirement benefit obligations ............................. 120 102 114 100 106 

Total non-current liabilities .............................. 3,005 1,500 3,078 1,941 1,474 
      
Current liabilities      
Accounts payable to the shareholders of 
Federal Grid ......................................................... - 1,032 1,329 - 1,931 
Current debt and current portion of non-
current debt .......................................................... 19 400 249 552 1,361 
Accounts payable and accrued charges ............... 1,154 1,092 1,089 1,071 998 
Other taxes payable  ............................................ 35 43 38 33 21 

Total current liabilities  ..................................... 1,208 2,567 2,705 1,656 4,311 
       

Total liabilities ................................................... 4,212 4,067 5,782 3,597 5,785 
      

TOTAL EQUITY AND LIABILITIES  31,767 23,644 32,286 23,749 17,311 

 

Summary of Cash Flow Data - IFRS  

 

 
Six months ended  

30 June Year ended 31 December 

 
2010 

Unaudited 
2009 

Unaudited 
 

2009 
 

2008(1)  
 

2007(2) 
 (in millions of roubles) 
Net cash generated by operating activities............ 25,959 15,445 32,455 19,820 23,999 
Net cash used in investing activities ..................... (36,914) (9,007) (32,473) (110,390) (73,163) 
Net cash (used in) / generated by financing 
activities ................................................................ (7,452) 15,853 18,032 90,515 58,404 
Net increase/(decrease) in cash and cash 
equivalents………………………………………. (18,407) 22,291 18,014 (55) 9,240 

____________________________________________ 
(1) As presented in comparative information in the 2009 Audited Combined and Consolidated Financial Statements.  

(2) As presented in comparative information in the 2008 Audited Combined and Consolidated Financial Statements.  
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The table below sets forth a convenience translation of the rouble amounts disclosed in the table above into US 
dollars at an average exchange rate of 30.07, 33.06, 31.72, 24.86 and 25.58  roubles for US dollar, based on data 
published by the CBR for the six months ended 30 June 2010 and 2009 and the years ended 31 December 2009, 2008 
and 2007, respectively. No representation is made that the rouble amounts in this table could have been converted into 
US dollars at any particular rate or at all. 

 
 
 

Six months ended  
30 June Year ended 31 December 

 
2010 

Unaudited 
2009 

Unaudited 

 
2009 

Unaudited 

 
2008 

Unaudited  

 
2007 

Unaudited 
 (in millions of US dollars) 
Net cash generated by operating activities .............. 863 467 1,023 797 938 
Net cash used in investing activities ....................... (1,227) (272) (1,023) (4,441) (2,860) 
Net cash (used in) / generated by financing 
activities .................................................................. (248) 479 568 3,642 2,283 
Net increase/(decrease) in cash and cash 
equivalents……………………………………….. (612) 674 568 (2) 361 

 

Non-IFRS Financial Information  

 

 

Six months ended 30 June Year ended 31 December 
2010 2009 2009 2008 2007 

(in millions of roubles, except margins and ratios in %) 
EBITDA .................................................. 28,818 16,638 (65,638) (19,777) 20,642 
EBITDA margin(1) ................................... 50.9% 39.4% (74.9)% (28.6)% 33.8% 
Adjusted EBITDA ................................... 31,949 21,635 42,431 33,813 22,683 
Adjusted EBITDA margin(1) .................... 56.5% 51.2% 48.4% 48.8% 37.1% 
Adjusted operating profit margin(2) .......... 24.7% 20.7% 15.6% 11.1% 18.3% 
Adjusted profit for the period 12,636 7,940 17,010 12,249 2,003 
Return on assets(3) .................................... 1.3% 1.1% 2.0% 2.2% 0.6% 
Return on equity(4) ................................... 1.5% 1.1% 2.4% 2.7% 0.7% 

____________________________________________ 
(1) Margins are calculated as EBITDA and Adjusted EBITDA divided by total revenue for the period.  

(2) Adjusted operating profit margin is calculated as operating profit or loss adjusted for reversal of impairment provision of property, plant and 
equipment, specific impairment of property, plant and equipment and intangible assets, revaluation loss on property, plant and equipment and gain on 
sale of available-for-sale investments divided by total revenue for the period. 

(3) Return on assets is calculated as adjusted profit for the period divided by average total assets for the period. 

(4) Return on equity is calculated as adjusted profit for the period (as presented in the table below) divided by the average total equity for the 
respective period. For the purpose of this ratio the amount received from shareholders of Federal Grid for the additional shares issue before the 
registration of issue (recorded as accounts payable to the shareholders of Federal Grid) was treated as an element of equity. 

The measures presented above are not measures of financial performance that are required by, or presented in 
accordance with IFRS. Accordingly, they should not be considered as alternatives to profit for the period as a measure 
of operating performance or to cash flows from operating activities as a measure of liquidity. Our calculation of these 
ratios may be different from the calculation used by other companies and therefore comparability may be limited. We 
believe that EBITDA and Adjusted EBITDA provide useful information to investors because they are indicators of the 
strength and performance of our ongoing business operations and indicators of our ability to fund discretionary 
spending such as capital expenditures, acquisition of subsidiaries and other investments and our ability to incur and 
service debt. While depreciation and amortisation are considered operating costs under IFRS, these expenses primarily 
represent non-cash current period allocations of costs associated with long-lived assets acquired or constructed in prior 
periods. 

Adjusted profit for the period 

The amount of adjusted profit for the period is used in calculation of the Return on assets and Return on equity 
measures. The following table sets forth a reconciliation of adjusted profit to profit or loss for the periods indicated: 
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 Six months ended 
30 June Year ended 31 December 

2010 2009 2009 2008 2007 
(in millions of roubles) 

Profit/(loss) for the period ................................ 12,636 7,940 (61,445) (23,837) 1,612 

Adjustments to net profit/(loss):  .....................      
Reversal of impairment provision of property, 
plant and equipment  ...........................................

- - (9,642) - (6,367) 

Revaluation loss on property, plant and 
equipment  ..........................................................

- - 105,693 - 6,640 

Impairment of available-for-sale investments 
and associates  ....................................................

- - 2,018 45,107 241 

Deferred income tax on adjustments ................... - - (19,614) (9,021) (123) 

Adjusted profit for the period(1)  ...................... 12,636 7,940 17,010 12,249 2,003 

____________________________________________ 

(1) Unaudited.  

 

EBITDA and Adjusted EBITDA 

EBITDA represents profit or loss for the period before profit tax expense, finance expense, finance income and 
depreciation and amortisation. Adjusted EBITDA represents EBITDA adjusted to exclude reversal of impairment 
provision of property, plant and equipment, revaluation loss on property, plant and equipment and impairment of 
available-for-sale investments and associates and to include finance income. 

The following table sets forth a reconciliation of EBITDA and Adjusted EBITDA to profit or loss for the periods 
indicated: 

 
 Six months ended  

30 June Year ended 31 December 

2010 2009 2009 2008 2007 
(in millions of roubles) 

Profit/(loss) for the period ............................. 12,636 7,940 (61,445) (23,837) 1,612 
Add back:  ......................................................      
Income tax  ...................................................... 3,854 2,661 (13,347) (11,243) 2,937 
Interest expense, net ......................................... (3,081) (3,692) (8,516) (1,364) 1,938 
Depreciation and amortisation  ........................ 15,409 9,729 17,670 16,667 14,155 
EBITDA(1) ....................................................... 28,818 16,638 (65,638) (19,777) 20,642 
Adjustments to EBITDA:  .............................      
Reversal of impairment provision of property,
plant and equipment  ........................................

- - (9,642) - (6,367) 

Revaluation loss on property, plant and 
equipment  .......................................................

- - 105,693 - 6,640 

Impairment of available-for-sale investments 
and associates  .................................................

- - 2,018 45,107 241 

Finance income ................................................ 3,131 4,997 10,000 8,483 1,527 
Adjusted EBITDA(2) ...................................... 31,949 21,635 42,431 33,813 22,683 

____________________________________________ 

(1)(2) Unaudited. 
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Liquidity ratios and other measures  
 
 As of 

30 June As of 31 December 

2010 2009 2009 2008 2007 
(in millions of roubles, except ratios) 

Current liquidity ratio(1)  ........................................ 2.6 1.5 3 2.3 0.9 

Cash liquidity ratio(2)  ............................................ 1.6 1 2.2 1.5 0.4 

Total equity/Total assets ratio(3)  ............................ 0.9 0.8 0.9 0.8 0.8 

Net debt(4) .............................................................. (55,452) (65,403) (79,022) (41,793) 11,833 

____________________________________________ 
(1) Current liquidity ratio is calculated as total current assets divided by total current liabilities. For the purpose of this ratio the proceeds received 
from shareholders of Federal Grid for the additional shares issued before the registration of issue (recorded as accounts payable to the shareholders of 
Federal Grid) were excluded from current liabilities. 

(2) Cash liquidity ratio is calculated as sum of cash and cash equivalents, bank deposits and short-term promissory notes divided by total current 
liabilities. For the purpose of this ratio the proceeds received from shareholders of Federal Grid for the additional shares issued before the registration 
of issue (recorded as accounts payable to the shareholders of Federal Grid) were excluded from current liabilities. 

(3) For the purpose of this ratio the proceeds received from shareholders of Federal Grid for the additional shares issued before the registration of 
issue (recorded as accounts payable to the shareholders of Federal Grid) were treated as an element of equity. 

(4) Net debt represents non-current debt plus current debt and current portion of non-current debt reduced by cash and cash equivalents, bank deposits 
and short-term promissory notes. 

Operating Data 
 

 

As of  
31 December 

As of  
30 June As of 31 December 

2010 2010 2009 2008 2007 
Transmission grid length (thousand km) ....... 122 121 118 118 47 
Substations (units) ......................................... 797 798 761 758 150 
Total Transformer Capacity (MVA) .............. 313,496 305,960 298,459 286,185 139,330 

 

 

Six months ended  Year ended 31 December 
31 December 

2010 
30 June 

2010 2009 2008 2007 
 (in million kWh) 
Total volumes of electricity transmitted 
(including transmission losses)......................

 
247,214 239,150 466,290 488,663 475,391 
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF 
OPERATIONS  

This section includes certain information derived from the Group's unaudited interim combined and consolidated 
financial statements for the six months ended 30 June 2010 and audited combined and consolidated financial 
statements for the years ended 31 December 2009, 2008 and 2007. The audit opinions in respect of the financial 
statements for the years ended 31 December 2009, 2008 and 2007 include a qualified opinion and emphasis of matter 
(see auditor's reports on pages F-56, F-114 and F-171). The review report in respect of the financial statements for the 
six months ended 30 June 2010 includes a qualified conclusion and emphasis of matter (see review report on page F-4). 
This section should be read in conjunction with the financial statements of the Group and the other financial 
information included elsewhere in this Prospectus as well as with "Presentation of Financial and Other Information" 
and the information presented under "Selected Financial and Operating Information" and "Qualification of 
Independent Auditors' Report". This section contains "forward-looking statements". Such forward-looking statements 
are subject to risks, uncertainties and other factors that could cause actual results to differ materially from those 
expressed or implied by such forward-looking statements. See "General Information – Forward-Looking Statements" 
and "Risk Factors". 

Overview  

We own, operate or manage the UNEG, totalling 121,653 kilometres of electricity transmission lines as at 31 
December 2010. We believe we are the largest publicly traded electricity transmission company in the world by length 
of transmission lines and transformer capacity of 220kV or above and the largest Russian utility company by market 
capitalisation. We act as the natural monopoly operator for the UNEG. Our principal operating activities consist of 
providing electricity transmission services, providing connection to the electricity grid to participants in the wholesale 
energy market, maintaining the electricity grid system, technical supervision of grid facilities and investment activities 
in the development of the UNEG. We operate electricity grid equipment in 73 regions of Russia, covering an area of 
approximately 13.6 million square kilometres and with a total capacity of 313,496 MVA as at 31 December 2010. Our 
main customers are distribution grid companies, certain large commercial end customers and retail electricity supply 
companies.     

Federal Grid, the parent company of the Group, was established as an open joint-stock company in June 2002 for 
the purpose of operating and managing the electricity transmission grid infrastructure of the UNEG in the course of the 
restructuring of the Russian electricity industry. Federal Grid conducts its activities through 51 branches and sub-
branches, including eight regional transmission grid branches that operate 43 local transmission grid sub-branches.  

The tariffs we are permitted to charge for the transmission of electricity through our electricity grid system are 
established by the FTS pursuant to applicable tariff regulations. See "Electricity Industry in the Russian Federation – 
Regulations and Pricing in Electricity Transmission and Distribution Sector". As of 1 January 2010, we transitioned 
from a "Costs Plus" tariff system to the RAB. Under the "Costs Plus" tariff system, the electricity transmission tariffs 
were established for a period of one year and covered costs incurred by us such as operating expenses, fixed assets 
depreciation and financial expenses plus a certain net profit which was to be reserved for reinvestment into operations 
and for payment of dividends. In recent years, this tariff-setting method has not encouraged cost efficiency, nor has it 
supported the implementation of extensive investment projects due to the lack of certainty regarding the expected return 
on invested capital. Under RAB, the tariffs we are permitted to charge are established for a period of five years and are 
based on a guaranteed return on capital applicable to initial and new investments, which is intended to stimulate 
additional capital expenditures into the UNEG. Return on initial capital is set at 3.9, 5.2 and 6.5 per cent. for 2010, 2011 
and 2012, respectively. Return on new capital is set at 11 per cent. for 2010-2012. In August 2010, the FTS approved a 
7.8 and 9.1 per cent. return on initial capital for 2013 and 2014 respectively, and a 10 per cent. return on new capital for 
the same two years. As a result of the transition to RAB, our 2010 tariffs increased by 51.1 per cent. as compared to 
2009 and our 2011 tariffs increased by 32.9 per cent. as compared to 2010. 

We are implementing a government-approved investment programme for the period of 2010-2014 the primary 
objectives of which are technological renovation and modernisation of the UNEG infrastructure, improvements to our 
capability to add new generation units and customers to the grid and increasing the length of transmission lines and grid 
capacity. Under this investment programme, we intend to invest approximately RUB 952.4 billion between 2010 and 
2014. It is currently intended that the principal sources of funding of the investment programme will be our own funds, 
proceeds from capital raising activities and borrowings, revenue from technical connection fees and funds provided by 
the Russian government.  

For the years ended 31 December 2009, 2008 and 2007, we transmitted approximately 466,290 million, 488,663 
million and 475,391 million kWh of electricity (including transmission loss), respectively, and for the six months ended 
30 June 2010 and 2009, we transmitted approximately 239,150 million and 228,999 million kWh of electricity 
(including transmission loss), respectively. For the years ended 31 December 2009, 2008 and 2007, our transmission 
losses amounted to approximately 22,121 million, 21,866 million and 21,401 million kWh of electricity, respectively, 
and for the six months ended 30 June 2010 and 2009, our transmission losses amounted to approximately 11,295 
million and 10,877 million kWh of electricity, respectively.   
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For the years ended 31 December 2009, 2008 and 2007, our revenue amounted to RUB 87,580 million, RUB 69,251 
million and RUB 61,087 million, respectively, and for the six months ended 30 June 2010 and 2009, our revenue 
amounted to RUB 56,565 million and RUB 42,247 million, respectively. For the years ended 31 December 2009, 2008 
and 2007, we had a loss for the period of RUB 61,445 million and RUB 23,837 million, and a profit for the period of 
RUB 1,612 million, respectively, and for the six months ended 30 June 2010 and 2009, we had a profit for the period of 
RUB 12,636 million and RUB 7,940 million, respectively. For the six months ended 30 June 2010 and 2009 our total 
comprehensive income amounted to RUB 17,838 million and RUB 20,521 million, respectively. For the year ended 31 
December 2009 our total comprehensive income amounted to RUB 209,485 million. For the year ended 31 December 
2008 our total comprehensive loss amounted to RUB 20,799 million. For the years ended 31 December 2009, 2008 and 
2007, we had Adjusted EBITDA of RUB 42,431 million, RUB 33,813 million and RUB 22,683 million, respectively, 
and for the six months ended 30 June 2010 and 2009, we had Adjusted EBITDA of RUB 31,949 million and 
RUB 21,635 million, respectively. See "Selected Financial and Operating Information" for reconciliation of Adjusted 
EBITDA to profit. 

Certain Factors Affecting Our Results of Operations  

A number of factors that affect our results of operations are discussed below.  

Electricity industry restructuring  

Federal Grid was established in the course of the restructuring of the Russian electricity industry which was 
intended to improve the economic efficiency of the Russian energy system and enable it to fund further development by 
attracting external capital. The restructuring has led to creation of separate businesses for generation, transmission, 
distribution and supply of electricity to customers. A major step in the restructuring was the reorganisation of the 
vertically integrated power companies (the "AO-Energos"), which were former subsidiaries of RAO UES. In the final 
stage of the restructuring of RAO UES, on 1 July 2008, the majority of transmission electricity grid assets operated by 
RAO UES were transferred to Federal Grid as part of the merger of RAO UES and related entities into Federal Grid. 
Upon completion of the merger, RAO UES and certain related entities ceased to exist and Federal Grid became the 
legal successor of RAO UES. See "Business – Our History and Development" for additional details on the restructuring. 

Relations with the Russian Federation 

The Russian Federation is the ultimate controlling shareholder of Federal Grid. As of the date of this Prospectus, the 
Russian Federation owned 79.48 per cent of the Shares of Federal Grid. The existing legislation governing the process 
of electricity reform in the Russian Federation provides that participation of the Russian Federation in the authorised 
capital of Federal Grid must be at least 75 per cent plus one voting share. See "Regulatory Environment – Electricity 
Industry Regulation ".  

The Russian Federation has a major level of involvement in and impact on our operations and most of the services 
provided to customers are regulated by the Russian government. The Russian government has a direct impact on our 
operations through the regulation of its transmission and connection tariffs through the FTS. Our investment 
programme is subject to review by and approval of the Ministry of Energy. We implement targeted federal programmes 
including, for example, the project for the development and improvement of electricity grids in the Sochi Region to 
support the 2014 Winter Olympics Games. The Board of Directors of Federal Grid must consist of not less than six 
representatives of the Russian government and, in the course of our day-to-day activities, we interact with other state-
controlled entities. 

Change in established tariffs for electricity transmission via the UNEG  

We are a natural monopoly in the transmission of electricity which means that the tariffs we charge for transmission 
of electricity through the transmission electricity grids we own, operate or manage are subject to regulation by the state 
authorities. Our main source of revenue is electricity transmission tariffs established by the FTS and paid to Federal 
Grid by its customers. As of 1 January 2010, the regulatory system for tariffs changed for Federal Grid from a "Costs 
Plus" tariff system to RAB.  

Under the "Costs Plus" tariff system, the electricity transmission tariffs were established for a period of one year and 
covered costs incurred by us such as operating expenses, fixed assets depreciation and financial expenses plus a certain 
profit which was to be reserved for reinvestment into operations and for payment of dividends. In recent years, this 
tariff-setting method has not encouraged cost efficiency, nor has it supported the implementation of extensive 
investment projects due to lack of certainty regarding expected return on invested capital. Under RAB, the tariffs we are 
permitted to charge are established for a period of five years and are based on a guaranteed return on capital applicable 
to initial and new investments, which is intended to stimulate additional capital expenditures into the UNEG. Return on 
initial capital is set at 3.9, 5.2 and 6.5 per cent. for 2010, 2011 and 2012, respectively. Return on new capital is set at 11 
per cent. for 2010-2012. The FTS recently approved a 7.8 and 9.1 per cent. return on initial capital for 2013 and 2014 
respectively, and a 10 per cent. return on new capital for the same two years. As a result of the transition to RAB, our 
2010 tariffs increased by 51.1 per cent. as compared to 2009 and our 2011 tariffs increased by 32.9 per cent. as 
compared to 2010. See "Business – Customers and Tariffs" for additional details on our tariffs. 

Expansion of transmission capacity  
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Expansion of the transmission capacity of our electricity transmission grid directly results in higher revenues. The 
growth of transmission capacity of our electricity transmission grid is largely a result of the restructuring of the Russian 
electricity industry in the course of which all transmission electricity grids were consolidated into an integrated system 
owned, managed or operated by the Group.  

The growth of transmission capacity of our grid is also associated with the implementation of our investment 
programmes. We are charged with, among other things, upgrading and expanding the transmission capacity of the 
UNEG. We fulfil this obligation through government-approved investment programmes which include investments into 
expansion of the transmission capacity of the UNEG. See "Business – Investment Programme" for additional details on 
the investment programmes.  

Impairment of investments as a result of the 2008 financial crisis  

In 2008, as a result of the reorganisation of RAO UES, Federal Grid acquired shares in certain electricity sector 
companies, for which the level of influence was considered as less than significant. These investments were classified 
as available-for-sale financial investments and recorded at fair values as of the date of acquisition of these investments 
on 1 July 2008. 

The fair value of the available-for-sale financial instruments, both acquired as a result of the reorganisation of RAO 
UES and in normal course of business, was determined based on the quoted market prices or, where the quotations were 
not available, based on valuation techniques.  

As a result of the 2008 financial crisis, the value of shares in a number of electricity sector decreased significantly 
by the end of 2008. We assessed the available-for-sale investments for impairment and concluded that impairment had 
taken place as there was evidence of a significant and prolonged decline in the fair value of equity instruments below 
their cost. Accordingly, an impairment of RUB 43,341 million was reflected in our results of operations for the year 
ended 31 December 2008. 

We also assessed the available-for-sale investments for impairment as at 31 December 2009 and concluded that as a 
result of an increase in value of shares of certain electricity sector companies held by us during the year ended 31 
December 2009, a partial reversal of the previously recognised impairment loss should be recognised in other 
comprehensive income in the amount of RUB 25,035 million. 

Transactions with related parties  

As at the date of this Prospectus, the Russian government holds 79.48 per cent. of the ordinary share capital of 
Federal Grid. In the normal course of our business, we enter into various transactions with government-controlled 
entities. These transactions are primarily for the sale of transmission services and, accordingly, material terms of these 
transactions, including pricing, are based on tariff regulations. For the six months ended 30 June 2010 and the years 
ended 31 December 2009, 2008 and 2007, the Group derived 89.3, 88.1, 90.2 and 95.0 per cent., respectively, of its 
total revenues from electricity transmission services provided to government-controlled entities. See "Related Parties 
Transactions" for additional information. 

Revaluation of property, plant and equipment  

The property, plant and equipment of the Group were revalued at 31 December 2009. The revaluation was 
performed by independent appraisers on a depreciated replacement cost basis, except for most of the administrative 
buildings, which were valued on the basis of recent market transactions involving similar assets on arm's length terms.  

The following significant assumptions were applied: 

• revenue projections were based on the Group's expectations of an increase of the rate of return on capital 
employed prior to the transfer to RAB – up to 11 per cent. in 2017. A 0.5 per cent. change in the expected 
return on capital employed would have impacted the carrying amounts of property, plant and equipment by 
approximately 8 per cent.; 

• the value of the capital employed for the purpose of the second and subsequent long-term regulation periods 
will be determined based on independent valuation; 

• the amount of expenditure for the period from 2012 to 2029 required for the maintenance of the current 
property, plant and equipment was assumed to be equal to the amount of such expenditure determined as 
allowable for the purpose of tariff regulation; and 

• a nominal pre-tax discount rate of 13 per cent. was determined based on the weighted average cost of capital. 
A 0.5 per cent. change in the discount rate used would impact the carrying amount of property, plant and 
equipment by approximately 7 per cent.  

As a result of the revaluation the Group's equity increased by RUB 238,290 million, comprising an increase in the 
carrying value of property, plant and equipment of RUB 297,862 million, net of related deferred tax of RUB 59,572 
million. At the same time, RUB 9,642 million of previously recognised impairment was reversed and a revaluation loss 
of RUB 105,693 million was recognised as a loss for the year; a related net deferred tax movement of RUB 19,210 
million was credited to profit and loss for the period. 
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As most of the Group's assets relate to the transmission business, any shortfall between the depreciated replacement 
cost and the result of the profitability test at each revaluation date is allocated pro rata across all assets, including 
construction in progress which includes advances for construction. Consequently, the revaluation loss recognised on 
construction in progress in 2009 should be considered alongside the revaluation increase recorded on other asset groups. 
The total effect of the revaluation undertaken as at 31 December 2009 on the property, plant and equipment is, when 
seen in this context, an increase of RUB 201,811 million. 

Russian macroeconomic trends  

Our operations are based in the Russian Federation, and we derive substantially all of our revenues from customers 
located in the Russian Federation. As a result, Russian macroeconomic trends, including the overall growth in the 
economy, have a significant influence on our performance.  

The table below summarises certain key macroeconomic indicators relating to the Russian economy in 2009, 2008 
and 2007 and for the first six months of 2010.  

 

Six months 
ended 30 

June 
Year ended 

31 December 
 2010 2009 2008 2007 
GDP growth ..............................................................................  4.2% -7.9% 5.2% 8.5% 
Growth in consumer price index ...............................................  4.4% 8.8% 13.3% 11.9% 
Unemployment rate ..................................................................  6.8% 8.4% 6.3% 6.1% 
Growth/(decline) in per capita electricity consumption ............  5.0% 4.6% 1.9% 2.3% 

The recent global financial crisis has had a significant impact on the Russian economy since mid-2008. In particular, 
lower commodity prices resulted in lower income from exports and lower domestic demand leading to a contraction in 
GDP in 2009. A contraction in GDP generally leads to a decrease in per capita electricity consumption as industrial and 
commercial users decrease their production and other business activities. An increase in the unemployment rate also has 
a negative impact on consumption of electricity. A reduction in consumption of electricity has a direct impact on our 
results of operations by decreasing revenues we receive from electricity transmission tariffs.   

In general, inflation has not had a significant impact on us. Under the "Costs Plus" tariff system, Russian inflation 
has generally not had a material impact on our results of operations because our operating expenses and, in turn, 
transmission tariffs, increased in proportion with inflation. Similarly, under the RAB tariff system, our variable 
expenses are indexed for inflation and tariffs are structured to increase to compensate us for the effects of inflation. See 
"Business – Customers and Tariffs" for additional details on our tariffs.   

Combined and Consolidated Financial Results Overview 

The table below sets forth a summary of the Group's combined and consolidated financial results for the six months 
ended 30 June 2010 and 2009 and for the years ended 31 December 2009, 2008 and 2007.  

 
Six months ended 

30 June 
Year ended 

31 December 

 
2010 

Unaudited 
2009 

Unaudited 2009 2008(1) 2007(2) 
 (in millions of roubles, except profit/loss per ordinary share) 
Revenues..................................................................  56,565 42,247 87,580 69,251 61,087 
Other operating income ...........................................  1,765 2,022 4,287 6,587 5,047 
Operating expenses ..................................................  (44,346) (35,526) (78,216) (68,175) (54,967) 
Gain on sale of available-for-sale investments ........  - 303 1,504 2,563 - 
Reversal of impairment provision of property, 
plant and equipment .................................................  - - 9,642 - 6,367 
Specific impairment of property, plant and 
equipment and intangible assets ..............................  (1,100) (3,617) (2,287) (191) (4,167) 
Revaluation loss on property, plant and equipment .  - - (105,693) - (6,640) 

Operating profit/(loss) ........................................... 12,884 5,429 (83,183) 10,035 6,727 
Finance income ........................................................  3,131 4,997 10,000 8,483 1,527 
Finance cost  ............................................................  (50) (1,305) (1,484) (7,119) (3,465) 
Impairment of available-for-sale investments and 
associates .................................................................  - - (2,018) (45,107) (241) 
Share of result of associates .....................................  525 1480 1,893 (1,372) 1 

Profit/(loss) before profit tax ................................ 16,490 10,601 (74,792) (35,080) 4,549 
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Six months ended 

30 June 
Year ended 

31 December 

 
2010 

Unaudited 
2009 

Unaudited 2009 2008(1) 2007(2) 
 (in millions of roubles, except profit/loss per ordinary share) 
Profit tax/total profit tax credit /(charge)  ................  (3,854) (2,661) 13,347 11,243 (2,937) 

Profit/(loss) for the period ..................................... 12,636 7,940 (61,445) (23,837) 1,612 
Total comprehensive income/(loss) for the 
period: 17,838 20,521 209,485 (20,799) - 
Profit/(loss) attributable to:       
Shareholders of Federal Grid ...................................  13,026 7,967 (61,196) (23,784) 3,370 
Non-controlling interest/Minority interest  ..............  (390) (27) (249) (53) (1,758) 
Total comprehensive income/(loss) attributable 
to:      
Shareholders of Federal Grid ...................................  18,228 20,548 209,261 (20,753) ‐ 

Non-controlling interest/Minority interest  ..............  (390) (27) 224 (46) ‐ 
Profit/(loss) per ordinary share for profit/loss 
attributable to the shareholders of Federal Grid 
– basic and diluted (in Roubles) ........................... 0.01 0.01 (0.05) (0.03) 0.01 

 _____________  
(1) As presented in comparative information in the 2009 Audited Combined and Consolidated Financial Statements 

(2) As presented in comparative information in the 2008 Audited Combined and Consolidated Financial Statements. The disclosure of comprehensive 
income/(loss) was not required under IFRS at the date of respective financial statements. 

See "Qualification of Independent Auditors' Report" for a discussion of potential restatement of certain line items 
set out in the table above.  

Six Months Ended 30 June 2010 Compared to Six Months Ended 30 June 2009 

Revenues 

The Group's revenues are derived primarily from the provision of electricity transmission services. Changes in the 
revenues derived from electricity transmission services are primarily dependent on changes in the level of tariffs 
established by the FTS (see "Business – Customers and Tariffs"). The Group also earns revenue from the sale of 
electricity generated by our subsidiaries to third parties on the wholesale market. 

The Group's revenues increased by RUB 14,318 million, or 33.9 per cent., to RUB 56,565 million for the six months 
ended 30 June 2010 from RUB 42,247 million for the six months ended 30 June 2009.  

The table below sets out the Group's revenues for the periods indicated. 

 
 Six months ended 30 June (unaudited) 

 2010 

Percentage 
of total 

revenues 2009 

Percentage 
of total 

revenues 

Percentage 
change between 
the six months 
ended 30 June 
2010 and 2009 

 (in millions of roubles, except percentages) 
Transmission fees ..............  54,414 96.2% 39,889 94.4% 36.4% 
Electricity sales ..................  1,959 3.5% 1,563 3.7% 25.3% 
Other revenues ...................  192 0.3% 795 1.9% -75.8% 

Total ..................................  56,565 100.0% 42,247 100.0% 33.9% 

Transmission fees 

The Group's revenues from electricity transmission services increased by RUB 14,525 million, or 36.4 per cent., to 
RUB 54,414 million for the six months ended 30 June 2010 from RUB 39,889 million for the six months ended 30 June 
2009, primarily as a result of the increase in electricity transmission tariffs established by the FTS by 51.1 per cent. and 
slight decrease in customer contract demand, as well as slight increase in revenue from compensation of losses due to 
increase in transmission volumes of 4.4 per cent. from 228,999 million kWh to 239,150 million kWh. The increase in 
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tariffs reflected the transition from a "Costs Plus" tariff system to RAB as of 1 January 2010. See " – Certain Factors 
Affecting Our Results of Operations – Change in established tariffs for electricity transmission via the UNEG". 

Electricity sales 

The Group's revenues from electricity sales increased by RUB 396 million, or 25.3 per cent., to RUB 1,959 million 
for the six months ended 30 June 2010 from RUB 1,563 million for the six months ended 30 June 2009, primarily as a 
result of an increase in electricity sales tariffs as well as volume growth.  

Other revenues 

Other revenues include connection services and grid repair and maintenance services. The Group's other revenues 
decreased by RUB 603 million, or 75.8 per cent., to RUB 192 million for the six months ended 30 June 2010 from RUB 
795 million for the six months ended 30 June 2009. 

Other operating income 

Other operating income primarily includes income from non-core activities, such as design works, communication 
services, research and development services, insurance compensation and others. The Group's other operating income 
decreased by RUB 257 million, or 12.7 per cent., to RUB 1,765 million for the six months ended 30 June 2010 from 
RUB 2,022 million for the six months ended 30 June 2009. 

Operating expenses 

The table below sets out the Group's operating expenses for the periods indicated. 

 
  Six months ended 30 June (unaudited) 
   

Percentage 
of total 

operating 
expenses 

 
Percentage 

of total 
operating 
expenses 

Percentage 
change between 
the six months 
ended 30 June 
2010 and 2009   2010  2009 

  (in millions of roubles, except percentages) 
Depreciation of property, plant and equipment 
and amortisation of intangible assets  .................. 15,409 34.7% 9,729 27.4% 58.4% 
Employee benefit expenses and payroll taxes ..... 9,957 22.5% 7,035 19.8% 41.5% 
Purchased electricity ............................................ 7,890 17.8% 7,834 22.1% 0.7% 
Accrual of allowance for doubtful debtors  ......... 2,987 6.7% 2,250 6.3% 32.8% 
Repair and maintenance services  ........................ 2,210 5.0% 2,416 6.8% (8.5)% 
Other  ................................................................... 5,893 13.3% 6,262 17.6% (5.6)% 
Total operating expenses  .................................. 44,346 100.0% 35,526 100.0% 24.8% 

The Group's operating expenses increased by RUB 8,820 million, or 24.8 per cent., to RUB 44,346 million for the 
six months ended 30 June 2010 from RUB 35,526 million for the six months ended 30 June 2009. 

Depreciation of property, plant and equipment and amortization of intangible assets 

The Group's depreciation and amortization expenses increased by RUB 5,680 million, or 58.4 per cent., to RUB 
15,409 million for the six months ended 30 June 2010 from RUB 9,729 million for the six months ended 30 June 2009 
primarily due to increase of depreciation of property, plant and equipment (by RUB 5,541 million, or 58.8 per cent., to 
RUB 14,962 million for the six months ended 30 June 2010 from RUB 9,421 million for the six months ended 30 June 
2009).  This was driven partly by significant additions to property, plant and equipment as part of Group's investment 
programme in the twelve months ended 30 June 2010, but primarily by the revaluation of property, plant and equipment 
performed at 31 December 2009 which resulted in an increase of RUB 201,811 million, or 37.5 per cent., in the 
depreciable carrying value of property, plant and equipment (see " – Certain Factors Affecting the Group's Results of 
Operations – Revaluation of property, plant and equipment"). 

Employee benefit expenses and payroll taxes 

The Group's employee benefit expenses and payroll taxes increased by RUB 2,922 million, or 41.5 per cent., to 
RUB 9,957 million for the six months ended 30 June 2010 from RUB 7,035 million for the six months ended 30 June 
2009. This increase resulted mainly from changes to the employee remuneration system resulting in an increase in 
average salaries and from increase in the average number of employees by 7 per cent. 

Purchased electricity 

The Group purchases electricity to compensate electricity losses which occur during transmission. The Group's 
purchased electricity expenses increased by RUB 56 million, or 0.7 per cent., to RUB 7,890 million for the six months 
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ended 30 June 2010 from RUB 7,834 million for the six months ended 30 June 2009, as a result of a slight increase in 
transmission volumes, partially offset by a slight decrease in the weighted average market price on electricity purchased 
for compensation of losses. 

Accrual for allowance for doubtful debtors 

In the six months ended 30 June 2009, the Group recognised a charge for doubtful debtors in the amount of RUB 
2,250 million. This charge mainly related to some of the Group's customers which raised disputes and delayed 
payments for transmission services and electricity sales. After a detailed analysis of accounts receivable balances as at 
30 June 2010, the Group recognised a net accrual in the provision of RUB 2,987 million in the six months ended 30 
June 2010.  

Repair and maintenance services 

The Group's repair and maintenance service expenses decreased by RUB 206 million, or 8.5 per cent., to RUB 2,210 
million for the six months ended 30 June 2010 from RUB 2,416 million for the six months ended 30 June 2009, 
primarily as a result of a shift in the repair and maintenance schedule towards the second half of the year and an 
increased share of repair and maintenance works performed by the Group and a respective decreased share of repair and 
maintenance works performed by third parties.  

Other operating expenses 

Other operating expenses include expenses such as rent, loss on disposal of property, plant and equipment, 
insurance, professional, communication and travel services, security, information system maintenance and research and 
development costs. Other operating expenses decreased by RUB 369 million, or 6.0 per cent., to RUB 5,893 million for 
the six months ended 30 June 2010 from RUB 6,262 million for the six months ended 30 June 2009. 

Gain on sale of available-for-sale investments 

The Group's gain on sale of available-for-sale investments amounted to nil for the six months ended 30 June 2010 
and RUB 303 million for the six months ended 30 June 2009. The gain recognised in the six months ended 30 June 
2009 was attributable to the partial disposal of the Group's interest in the shares of JSC "TGK 2".   

Operating profit 

As a result of the foregoing factors, operating profit increased by RUB 7,455 million, or 137.3 per cent., to RUB 
12,884 million for the six months ended 30 June 2010 from RUB 5,429 million for the six months ended 30 June 2009. 

 Finance income 

Finance income decreased by RUB 1,866 million, or 37.3 per cent., to RUB 3,131 million for the six months ended 
30 June 2010 from RUB 4,997 million for the six months ended 30 June 2009 primarily due to the decrease of interest 
income earned on cash deposits due to lower cash balances. 

Finance costs 

Finance costs decreased by RUB 1,255 million, or 96.2 per cent., to RUB 50 million for the six months ended 30 
June 2010 from RUB 1,305 million for the six months ended 30 June 2009. This decrease was largely attributable to the 
change in the accounting policy to capitalization of interest expense relating to the financing of the construction of 
property, plant and equipment as a result of the mandatory adoption of the revised IAS 23 "Borrowing costs".  

Profit before profit tax 

Profit before profit tax increased by RUB 5,889 million, or 55.6 per cent., to RUB 16,490 million for the six months 
ended 30 June 2010 from RUB 10,601 million for the six months ended 30 June 2009.  

Share of result of associates 

The share of result of associates decreased by RUB 955 million, or 64.5 per cent., to RUB 525 million for the six 
months ended 30 June 2010 from RUB 1,480 million for the six months ended 30 June 2009. This decrease was largely 
attributable to the reduced profitability of certain associates due to increased operating expenses as a result of higher 
fuel prices and increased depreciation charges caused by the revaluation of property, plant and equipment. 

Profit tax 

Profit tax increased by RUB 1,193 million, or 44.8 per cent., to RUB 3,854 million for the six months ended 30 June 
2010 from RUB 2,661million for the six months ended 30 June 2009. The statutory corporate tax rate in Russia in both 
periods was 20 per cent. The marginally higher effective tax rate for the six months ended 30 June 2010 primarily 
reflects unrecognised deferred tax assets resulting from losses of certain subsidiaries. 

Profit for the period 

As a net result of the factors discussed above, profit for the period increased by RUB 4,696 million, or 59.1 per 
cent., to RUB 12,636 million for the six months ended 30 June 2010 from RUB 7,940 million for the six months ended 
30 June 2009. 
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Year Ended 31 December 2009 Compared to Year Ended 31 December 2008 

Revenues 

The Group's revenues increased by RUB 18,329 million, or 26.5 per cent., to RUB 87,580 million for the year ended 
31 December 2009 from RUB 69,251 million for the year ended 31 December 2008.  

The table below sets out the Group's revenues for the periods indicated. 
 Year ended 31 December 

 2009 

Percentage 
of total 

revenues 2008 

Percentage 
of total 

revenues 

Percentage 
change 

between year 
ended 31 

December 
2009 and 2008 

 (in millions of roubles, except percentages) 
Transmission fees .................................  80,242 91.6% 66,229 95.7% 21.2% 
Electricity sales .....................................  3,348 3.8% 2,516 3.6% 33.1% 
Other revenues ......................................  3,990 4.6% 506 0.7% 688.5% 

Total .....................................................  87,580 100.0% 69,251 100.0% 26.5% 

Transmission fees 

The Group's revenues from electricity transmission services increased by RUB 14,013 million, or 21.2 per cent., to 
RUB 80,242 million for the year ended 31 December 2009, from RUB 66.229 million for the year ended 31 December 
2008, primarily as a result of an increase in average tariffs for transmission established by the FTS by 21 per cent. and 
increase in customer contract demand by 5 per cent., partially offset by a decrease in revenue from compensation of 
losses due to decrease in electricity volumes transmitted of 4.6 per cent. from 488,663 million kWh to 466,290 million 
kWh.  

Electricity sales  

The Group's revenues from electricity sales increased by RUB 832 million, or 33.1 per cent., to RUB 3,348 million 
for the year ended 31 December 2009, from RUB 2,516 million for the year ended 31 December 2008, both as a result 
of increased capacity and tariffs.   

Other revenues 

Other revenues include connection services and grid repair and maintenance services. The Group's other revenues 
increased by RUB 3,484 million, or 688.5 per cent., to RUB 3,990 million for the year ended 31 December 2009 from 
RUB 506 million for the year ended 31 December 2008. In particular, the Group's revenues from technological 
connection services increased by RUB 3,004 million, or 6,130.6 per cent., to RUB 3,053 million for the year ended 31 
December 2009 from RUB 49 million for the year ended 31 December 2008, primarily as a result of revenue recognised 
on technological connection of electricity facilities of JSC "Tumenenergo" to UNEG. 

Other operating income 

Other operating income primarily includes income from non-core activities, such as design works, research and 
development services, communication services and rental income. Other operating income decreased by RUB 2,300 
million, or 34.9 per cent., to RUB 4,287 million for the year ended 31 December 2009 from RUB 6,587 million for the 
year ended 31 December 2008 due to one-time equipment installation services provided to JSC "Far Eastern Generating 
Company" in 2008 for the total amount of RUB 1,605 million. 

Operating expenses 

The table below sets out the Group's operating expenses for the periods indicated.  

 

 
 



 

 52 

  Year ended 31 December 
  2009 

Percentage of 
total operating 

expenses 

2008 
Percentage of 

total operating 
expenses 

Percentage change 
between year ended 31 

December 2009 and 
2008       

  (in millions of roubles, except percentages) 

Depreciation of property, 
plant and equipment and 
amortisation of intangible 
assets  17,670 22.6% 16,667 24.4% 6.0% 
Employee benefit expenses 
and payroll taxes 15,904 20.3% 13,680 20.1% 16.3% 
Purchased electricity 15,431 19.7% 12,924 19.0% 19.4% 
Repair and maintenance 
services 9,029 11.5% 7,955 11.7% 13.5% 
Accrual of allowance for 
doubtful debtors  5,527 7.2% 1,872 2.7% 195.2% 
Other 14,655 18.7% 15,077 22.1% -2.8% 
Total operating expenses  78,216 100.0% 68,175 100.0% 14.7% 

The Group's operating expenses increased by RUB 10,041 million, or 14.7 per cent., to RUB 78,216 million for the 
year ended 31 December 2009, from RUB 68,175 million for the year ended 31 December 2008. 

Depreciation of property, plant and equipment 

The Group's depreciation and amortization expenses increased by RUB 1,003 million, or 6.0 per cent., to RUB 
17,670 million for the year ended 31 December 2009 from RUB 16,667 million for the year ended 31 December 2008 
primarily due to increase of depreciation of property, plant and equipment (by RUB 524 million, or 3.2 per cent., to 
RUB 16,740 million for the year ended 31 December 2009, from RUB 16,216 million for the year ended 31 December 
2008) as a result of additions of property, plant and equipment in the year ended 31 December 2009 related to the 
implementation of our investment programme. 

Employee benefit expenses and payroll taxes 

The Group's employee benefits expenses and payroll taxes expenses increased by RUB 2,224 million, or 16.3 per 
cent., to RUB 15,904 million for the year ended 31 December 2009, from RUB 13,680 million for the year ended 31 
December 2008, primarily as a result of an increase in average salaries due to indexation of remuneration based on 
inflation and other factors and an increase in the average number of employees by 3 per cent.  

Purchased electricity 

Federal Grid purchases electricity to compensate for electricity losses which occur during transmission. The Group's 
purchased electricity expenses increased by RUB 2,507 million, or 19.4 per cent., to RUB 15,431 million for the year 
ended 31 December 2009, from RUB 12,924 million for the year ended 31 December 2008, primarily as a result of an 
increase in the weighted average market price of electricity purchased for compensation of losses by 16 per cent. 

Repair and maintenance services 

The Group's expenses for repair and maintenance services obtained from external contractors increased by RUB 
1,074 million, or 13.5 per cent., to RUB 9,029 million for the year ended 31 December 2009, from RUB 7,955 million 
for the year ended 31 December 2008, primarily as a result of the increased volume of repair works due to the Sayano-
Shushenskaya hydro power plant accident and higher prices.  

Accrual for allowance for doubtful debtors 

In the year ended 31 December 2008, the Group recognised a charge for doubtful debtors in the amount of RUB 
1,872 million. After a detailed analysis of accounts receivable balances as at 31 December 2009, the Group recognised 
a net accrual in the provision of RUB 5,527 million in the year ended 2009, of which RUB 2,159 million and RUB 
1,211 million related to customers for transmission services and for electricity sales, respectively, and RUB 1,737 
million related to advances given. The higher level of such charges in 2009 compared to 2008 reflected the impact of 
the financial crisis on the Group's customers. 

Other operating expenses 

Other operating expenses include expenses such as rent, amortisation of intangible assets, insurance, professional, 
communication and travel services, security, information system maintenance and research and development. The 
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Group's other operating expenses decreased by RUB 422 million, or 2.8 per cent., to RUB 14,655 million for the year 
ended 31 December 2009 from RUB 15,077 million for the year ended 31 December 2008. 

Gain on sale of available-for-sale investments 

The Group's gain on sale of available-for-sale investments amounted to RUB 1,504 million and RUB 2,563 million 
for the year ended 31 December 2009 and 2008, respectively. The gain recognised in the year ended 31 December 2009 
was attributable to partial disposal of shares in JSC "Kuzbassenergo" and the complete disposal of the shares in JSC 
"TGK 2". The gain recognised in the year ended 31 December 2008 was attributable to the partial disposal of the shares 
in JSC "Inter RAO UES" and complete disposal of the shares in JSC "TGK 10", JSC "TGK 8", JSC "TGK 4" and JSC 
"Russian utilities systems". 

Reversal of impairment provision of property, plant and equipment 

Property, plant and equipment were revalued as of 31 December 2009. As a result there was partial reversal of 
previously accrued impairment provisions, see " – Certain Factors Affecting Our Results of Operations – Revaluation 
of property, plant and equipment".  

Specific impairment of property, plant and equipment and intangible assets 

In 2009, the Group recognised a specific impairment provision in relation to certain items of property, plant and 
equipment and intangible assets amounted to RUB 2,287 million. The specific impairment loss recognised mainly 
related to unrecoverable advances issued for the purchase of property, plant and equipment and construction in progress 
in the amount of RUB 1,633 million.  The specific impairment loss recognised in the year ended 31 December 2008 
amounted to RUB 191 million and related to certain items of intangible assets.  

Revaluation loss on property, plant and equipment  

Property, plant and equipment were revalued as of 31 December 2009, see " – Certain Factors Affecting Our 
Results of Operations – Revaluation of property, plant and equipment".  

Operating (loss)/profit 

As a result of the foregoing factors, operating net result decreased by RUB 93,218 million, or 928.9 per cent., to a 
net loss of RUB 83,183 million for the year ended 31 December 2009, from a net profit of RUB 10,035 million for the 
year ended 31 December 2008.  

Finance income 

Finance income increased by RUB 1,517 million, or 17.9 per cent., to RUB 10,000 million for the year ended 31 
December 2009, from RUB 8,483 million for the year ended 31 December 2008, primarily due to the recognition into 
income of the original discount recorded on promissory notes received as a result of RAO UES reorganization 
completed as at 1 July 2008. See " – Certain Factors Affecting Our Results of Operations – Electricity industry 
restructuring". 

Finance costs 

Finance costs decreased by RUB 5,635 million, or 79.2 per cent., to RUB 1,484 million for the year ended 31 
December 2009, from RUB 7,119 million for the year ended 31 December 2008. Finance costs for the year ended 31 
December 2008 included an impairment of promissory notes of JSC "Otkritie Finance" and JSC "FC Otkritie" in the 
amount of RUB 4,297 million, reflecting the deterioration in the expected recoverable values of these notes. 

Impairment of available-for-sale investments and associates 

The impairment of available-for-sale investments and associates decreased by RUB 43,089 million, or 95.5 per 
cent., to RUB 2,018 million for the year ended 31 December 2009, from RUB 45,107 million for the year ended 31 
December 2008. The decrease was largely attributable to a significant impairment charge on available-for-sale 
investments recognised in 2008. See " – Certain Factors Affecting Our Results of Operations – Impairment of 
investments as a result of 2008 financial crisis". 

Share of result of associates 

The share of result of associates increased by RUB 3,265 million, or 238 per cent., to an income of RUB 1,893 
million for the year ended 31 December 2009, from loss of RUB 1,372 million for the year ended 31 December 2008. 
The losses recognised in the year ended 31 December 2008 were largely attributable to losses incurred by certain 
associates during the 2008 financial crisis. 

Loss before profit tax 

Loss before profit tax increased by RUB 39,712 million, or 113.2 per cent., to RUB 74,792 million for the year 
ended 31 December 2009, from RUB 35,080 million for the year ended 31 December 2008.  
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Profit tax 

Profit tax benefit increased by RUB 2,104 million, or 18.7 per cent., to RUB 13,347 million for the year ended 31 
December 2009, from RUB 11,243 million for the year ended 31 December 2008. The statutory corporate tax rate in 
Russia in 2009 was 20 per cent. compared to 24 per cent. in 2008. The increase was particularly attributable to 
increased deferred income tax benefit of RUB 18,505 million recognised by the Group in 2009 compared to RUB 
14,418 million in 2008 (related mainly to property, plant and equipment), partially offset by an increase in the current 
profit tax charge by RUB 1,983 million to RUB 5,158 million for the year ended 31 December 2009, from RUB 3,175 
million for the year ended 31 December 2008.  

Loss for the period 

As a net result of the factors discussed above, the loss for the period increased by RUB 37,608 million, or 157.8 per 
cent., to RUB 61,445 million for the year ended 31 December 2009, from RUB 23,837 million for the year ended 31 
December 2008. 

Year Ended 31 December 2008 Compared to Year Ended 31 December 2007 

Revenues 

The Group's revenues increased by RUB 8,164 million, or 13.4 per cent., to RUB 69,251 million for the year ended 
31 December 2008 from RUB 61,087 million for the year ended 31 December 2007.  

The table below sets out the Group's revenues for the periods indicated. 
 Year ended 31 December 

 2008 

Percentage 
of total 

revenues 2007 

Percentage 
of total 

revenues 

Percentage 
change 

between years 
ended 31 

December 
2008 and 2007 

 (in millions of roubles, except percentages) 
Transmission fees ..............................  66,229 95.7% 59,443 97.3% 11.4% 
Electricity sales ..................................  2,516 3.6% 1,141 1.9% 120.5% 
Other revenues ...................................  506 0.7% 503 0.8% 0.6% 

Total ..................................................  69,251 100.0% 61,087 100.0% 13.4% 

Transmission fees 

The Group's revenues from electricity transmission services increased by RUB 6,786 million, or 11.4 per cent., to 
RUB 66,229 million for the year ended 31 December 2008, from RUB 59,443 million for the year ended 31 December 
2007, primarily as a result of an increase in electricity transmission tariffs by 9.3 per cent. and a slight increase in 
customer contract demand, as well as an increase in revenue from compensation of losses due to increase in electricity 
volumes transmitted of 2.8 per cent. from 475,391 million kWh to 488,663 million kWh. 

Electricity sales 

The Group's revenues from sales of electricity, increased by RUB 1,375 million, or 120.5 per cent., to RUB 2,516 
million for the year ended 31 December 2008 from RUB 1,141 million for the year ended 31 December 2007. This 
increase was attributable to both an increase in the volume of sales due to increased generating capacity of the Group's 
subsidiary JSC "Mobile GTES". 

Other revenues 

Other revenues include connection services and grid repair and maintenance services. The Group's other revenues 
increased by RUB 3 million, or 0.6 per cent., to RUB 506 million for the year ended 31 December 2008 from RUB 503 
million for the year ended 31 December 2007.  

Other operating income 

Other operating income primarily includes income from non-core activities, such as design works, research and 
development services, communication services, rental income. Other operating income increased by RUB 1,540 
million, or 30.5 per cent., to RUB 6,587 million for the year ended 31 December 2008 from RUB 5,047 million for the 
year ended 31 December 2007 mainly due to one-time equipment installation services provided to JSC "Far Eastern 
Generating Company" in 2008 for the total amount of RUB 1,605 million.  

Operating expenses 

The table below sets out the Group's operating expenses for the periods indicated.  
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  Year ended 31 December 

  2008 

Percentag
e of total 
operating 
expenses 2007 

Percentag
e of total 
operating 
expenses 

Percentage 
change between 
year ended 31 

December 2008 
and 2007 

  (in millions of roubles, except percentages) 
Depreciation of property, plant and 
equipment and amortisation of intangible 
assets 16,667 24.4% 14,155 25.8% 17.7% 
Employee benefit expenses and payroll 
taxes 13,680 20.1% 10,370 18.9% 31.9% 
Purchased electricity 12,924 19.0% 11,926 21.7% 8.4% 
Repair and maintenance services 7,955 11.7% 7,418 13.5% 7.3% 
Accrual/(reversal) of allowance for 
doubtful debtors  1,872 2.7% (268) (0.5)% 798.5% 
Other 15,077 22.1% 11,366 20.7% 32.7% 
Total 68,175 100.0% 54,967 100.0% 24.0% 

The Group's operating expenses increased by RUB 13,208 million, or 24.0 per cent., to RUB 68,175 million for the 
year ended 31 December 2008, from RUB 54,967 million for the year ended 31 December 2007.  

Depreciation of property, plant and equipment and amortization of intangible assets 

The Group's depreciation and amortization expenses increased by RUB 2,512 million, or 17.7 per cent., to RUB 
16,667 million for the year ended 31 December 2008 from RUB 14,155 million for the year ended 31 December 2007 
primarily due to increase of depreciation of property, plant and equipment (by RUB 2,483 million, or 18.1 per cent., to 
RUB 16,216 million for the year ended 31 December 2008, from RUB 13,733 million for the year ended 31 December 
2007), mainly as a result of significant additions to property, plant and equipment as part of RAO UES reorganization. 
See "Certain Factors Affecting Our Results of Operations – Electricity Industry Restructuring".   

Employee benefit expenses and payroll taxes 

The Group's employee benefit expenses and payroll taxes expenses increased by RUB 3,310 million, or 31.9 per 
cent., to RUB 13,680 million for the year ended 31 December 2008, from RUB 10,370 million for the year ended 31 
December 2007, primarily as a result of an increase in average salaries due to indexation of remuneration based on 
inflation and other factors and a slight increase in average number of employees. 

Purchased electricity 

Federal Grid purchases electricity to compensate electricity losses which occur during transmission. The Group's 
purchased electricity expenses increased by RUB 998 million, or 8.4 per cent., to RUB 12,924 million for the year 
ended 31 December 2008, from RUB 11,926 million for the year ended 31 December 2007, primarily as a result of an 
increase in weighted average market price on electricity purchased for compensation of losses by 5 per cent. and slight 
increase in transmission volumes. 

Repair and maintenance services 

The Group's expenses for repair and maintenance services obtained from external contractors increased by RUB 537 
million, or 7.2 per cent., to RUB 7,955 million for the year ended 31 December 2008, from RUB 7,418 million for the 
year ended 31 December 2007, primarily as a result of planned indexation of budgeted expenses based on inflation. 

Accrual for allowance for doubtful debtors 

In the year ended 31 December 2008, Group recognised a charge to allowance for doubtful debtors in the amount of 
RUB 1,872 million. This charge mainly related to some of the Group's customers in Chechen Republic which delayed 
payments for electricity sales due to unstable situation within the region.  

Other operating expenses  

Other operating expenses include expenses such as rent, loss on disposal of property, plant and equipment, 
insurance, amortisation of intangible assets, professional, communication and travel services, security, information 
system maintenance and research and development. The Group's other operating expenses increased by RUB 3,711 
million, or 32.7 per cent., to RUB 15,077 million for the year ended 31 December 2008 from RUB 11,366 million for 
the year ended 31 December 2007. In particular, the increase was primarily attributable to the installation of equipment 
in the amount of RUB 1,347 million.  
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Gain on sale of available-for-sale investments 

The Group's gain on sale of available-for-sale investments increased by RUB 2,563 million to RUB 2,563 million 
for the year ended 31 December 2008, from nil for the year ended 31 December 2007. The gain recognised in 2008 was 
attributed to the partial disposal of the shares in JSC "Inter RAO UES" and the complete disposal of the shares in JSC 
"TGK-10", JSC "TKG-8", JSC "TGK-4" and JSC "Russian Utilities Systems".  

Reversal of impairment provision of property, plant and equipment 

Property, plant and equipment were revalued as of 1 January 2007 resulting in the reversal of a previously 
recognised impairment in the amount of RUB 6,367 million.   

Specific impairment of property, plant and equipment and intangible assets 

The impairment loss recognised in the year ended 31 December 2008 amounted to RUB 191 million (for the year 
ended 31 December 2007 impairment loss amounted to RUB 4,167 million).  

Revaluation loss on property, plant and equipment  

Property, plant and equipment were revalued as of 1 January 2007. As a result, a revaluation loss of RUB 6,640 
million was recognised on certain Group assets.  

Operating profit 

As a result of the foregoing factors, operating profit increased by RUB 3,308 million, or 49.2 per cent., to RUB 
10,035 million for the year ended 31 December 2008, from RUB 6,727 million for the year ended 31 December 2007.  

Finance income 

Finance income increased by RUB 6,956 million, or 455.5 per cent., to RUB 8,483 million for the year ended 31 
December 2008, from RUB 1,527 million for the year ended 31 December 2007, primarily due to the recognition into 
income of the original discounts recorded on initial acquisition of promissory notes and additional interest income 
arising on additional cash received in the course of reorganization of RAO UES completed as of 1 July 2008.  

Finance costs 

Finance costs increased by RUB 3,654 million, or 105.5 per cent., to RUB 7,119 million for the year ended 31 
December 2008, from RUB 3,465 million for the year ended 31 December 2007. The increase was largely attributable 
to an impairment charge recognised in respect of promissory notes of JSC "Otkritie Finance" and JSC "FC Otkritie" in 
the amount of RUB 4,297 million.  

Impairment of available-for-sale investments and associates 

The impairment of available-for-sale investments and associates increased by RUB 44,866 million, or 18,616.6 per 
cent., to RUB 45,107 million for the year ended 31 December 2008, from RUB 241 million for the year ended 31 
December 2007. The increase was largely attributable to a significant impairment charge on available-for-sale 
investments recognised in 2008 as a result of the impact of the 2008 financial crisis. See " –  Certain Factors Affecting 
Our Results of Operations – Impairment of investments as a result of 2008 financial crisis".  

Share of result of associates 

The share of result of associates decreased by RUB 1,373 million to a loss of RUB 1,372 million for the year ended 
31 December 2008, from an income of RUB 1 million for the year ended 31 December 2007. This decrease was 
attributable to losses incurred by certain associates primarily as a result the 2008 financial crisis. 

(Loss)/profit before profit tax 

Net result before profit tax decreased by RUB 39,629 million, or 871.2 per cent., to a loss of RUB 35,080 million 
for the year ended 31 December 2008, from a profit of RUB 4,549 million for the year ended 31 December 2007.  

Profit tax 

Profit tax benefit of RUB 11,243 million was recognised in the year ended 31 December 2008 compared to a profit 
tax charge of RUB 2,937 million in the year ended 31 December 2007. The statutory corporate tax rate in Russia in 
both periods was 24 per cent. The total profit tax credit of RUB 11,243 million was mainly attributable to the 
recognition of deferred profit tax benefits amounting to RUB 14,418 million on certain assets (including the effect of 
available-for-sale investments amounting to RUB 8,941 million). The current profit tax charge increased by RUB 1,410 
million to RUB 3,175 million for the year ended 31 December 2008, from RUB 1,765 million for the year ended 31 
December 2007.   

(Loss)/profit for the period 

As a result of the factors discussed above, the Group had a net loss of RUB 23,837 million for the year ended 31 
December 2008 compared to a profit of RUB 1,612 million for the year ended 31 December 2007. 
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Liquidity and Capital Resources  

The Group's primary sources of liquidity are cash provided by operating activities and debt and equity financing. 
Future requirements for the Group's business needs, including those to fund additional capital expenditures in 
accordance with its business strategy, are expected to be financed by a combination of cash flows generated by Group's 
operating activities, as well as external sources of financing and funds from the Russian government. See "Business – 
Investment Programme". 

Capital requirements 

The electricity transmission business is capital-intensive and many of the Group's facilities are ageing and require 
regular maintenance and upgrades. Expenditures to maintain, expand and increase the efficiency and size of the 
transmission grid are, accordingly, an important priority and have a significant effect on the Group's cash flows and 
future results of operations. See "Business – Investment Programme". 

The table below sets out total capital expenditures on property, plant and equipment for the periods indicated. 

 

 Six months ended 30 June Year ended 31 December 

 
2010 

Unaudited 
2009 

Unaudited 2009 2008 2007 
 (in millions of roubles) 

Total capital expenditures  .................................. 52,734 45,707 91,394 118,179 75,442 

The capital expenditures in the six-month periods presented reflect the seasonal nature of these expenditures, which 
typically result in higher amounts being spent in the second half of the year, as well as the transition from a "Costs 
Plus" tariff system to RAB. See " – Certain Factors Affecting Our Results of Operations – Change in established tariffs 
for electricity transmission via the UNEG". 

Liquidity and working capital 

The Group relies on cash from its operating activities, debt financing and proceeds from issuance of additional 
shares of Federal Grid as its main sources of liquidity and working capital. 

Historical cash flows 

The table below summarises the Group's cash flows for the periods indicated. 
 Six months ended 30 June Year ended 31 December 

 
2010 

Unaudited 
2009 

Unaudited 2009 2008(1)  2007(2) 
 (in millions of roubles) 
Net cash generated by operating activities............... 25,959 15,445 32,455 19,820 23,999 
Net cash used in investing activities ........................ (36,914) (9,007) (32,473) (110,390) (73,163) 
Net cash (used in)/generated by financing 
activities ................................................................... (7,452) 15,853 18,032 90,515 58,404 

Net (decrease)/increase in cash and cash 
equivalents ............................................................... (18,407) 22,291 18,014 (55) 9,240 

____________________________________________ 
(1) As presented in comparative information in the 2009 Audited Combined and Consolidated Financial Statements.  

(2) As presented in comparative information in the 2008 Audited Combined and Consolidated Financial Statements.  

Net cash generated by operating activities 

In the six months ended 30 June 2010, net cash generated by operating activities increased by RUB 10,514 million, 
or 68.1 per cent., to RUB 25,959 million, from RUB 15,445 million for the six months ended 30 June 2009. This 
increase was primarily attributable to the growth of revenue exceeding the growth in cash expenses in the respective 
periods. See " – Six Months Ended 30 June 2010 Compared to Six Months Ended 30 June 2009 – Revenues". 

In the year ended 31 December 2009 net cash generated by operating activities increased by RUB 12,635 million, or 
63.7 per cent., to RUB 32,455 million, from RUB 19,820 million for the year ended 31 December 2008. This increase 
was due to increased revenues from operating activities of the Group. See " – Year Ended 31 December 2009 
Compared to Year Ended 31 December 2008 – Revenues". 

In the year ended 31 December 2008 net cash generated by operating activities decreased by RUB 4,179 million, or 
17.4 per cent., to RUB 19,820 million, from RUB 23,999 million for the year ended 31 December 2007. This decrease 
was mainly attributable to the higher amount of profit tax paid by Federal Grid in 2008 as the successor of RAO UES.  
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Changes in working capital items from period to period have had and will continue to have a significant effect on 
cash generated by operating activities, as will the effect of external factors such as growth in demand for transmission 
services and growth in electricity transmission tariff.  

Net cash used in investing activities 

Net cash used in the Group's investing activities increased by RUB 27,907 million, or 309.8 per cent., to RUB 
36,914 million for the six months ended 30 June 2010, from RUB 9,007 million for the six months ended 30 June 2009, 
primarily as a result of an increase in cash used to finance the purchase of property, plant and equipment by RUB 7,632 
million (to RUB 51,812 million for the six months ended 30 June 2010, from RUB 44,180 million for the six months 
ended 30 June 2009), an increase in the cash used to purchase promissory notes by RUB 14,040 and a decrease in cash 
used for redemption of promissory notes by RUB 11,521 million, partially offset by a decrease in cash received from 
the redemption of bank deposits by RUB 5,429 million and an increase in interest received by RUB 2,019 million.  

Net cash used in the Group's investing activities decreased by RUB 77,917 million, or 70.6 per cent., to RUB 32,473 
million for the year ended 31 December 2009, from RUB 110,390 million for the year ended 31 December 2008, 
primarily as a result of a decrease in cash used to finance purchase of property, plant and equipment by RUB 25,119 
million (to RUB 90,079 million for the year ended 31 December 2009, from RUB 115,198 million for the year ended 
31 December 2008), an increase in net cash received from redemption of promissory notes and investments in bank 
deposits of RUB 53,659 (to cash inflow of RUB 50,946 million for the year ended 31 December 2009, from cash 
outflow of RUB 2,713 million for the year ended 31 December 2008), partially offset by a decrease in cash received 
from the disposal of available-for-sale investments by RUB 3,567 million. 

Net cash used in the Group's investing activities increased by RUB 37,227 million, or 50.9 per cent., to RUB 
110,390 million for the year ended 31 December 2008, from RUB 73,163 million for the year ended 31 December 
2007, primarily as a result of an increase in cash used to finance the purchase of property, plant and equipment by RUB 
45,872 million (to RUB 115,198 million for the year ended 31 December 2008, from RUB 69,326 million for the year 
ended 31 December 2007), partially offset by an increase in cash received from the disposal of available-for-sale 
investments by RUB 6,063 million and an increase in interest received by RUB 3,208 million. 

Net cash used in/generated by financing activities 

Net cash from financing activities of the Group decreased by RUB 23,305 million, or 147.0 per cent., to a net 
outflow of cash of RUB 7,452 million for the six months ended 30 June 2010, from net cash inflow of RUB 15,853 
million for the six months ended 30 June 2009, primarily as a result of the receipt of a prepayment for shares issuance 
in amount of RUB 32,296 received in the six months ended 30 June 2009 (the issuance was registered in the six months 
ended 30 June 2010), partially offset by a decrease in the outflows for the repayment of debt by RUB 12,001 million. 

Net cash generated by the Group's financing activities decreased by RUB 72,483 million, or 80.1 per cent., to RUB 
18,032 million for the year ended 31 December 2009, from RUB 90,515 million for the year ended 31 December 2008, 
primarily as a result of significant one-time cash inflow in 2008 received in the course of the reorganization of RAO 
UES amounting to RUB 72,283 million, and an increase in the repayment of debt by RUB 15,410 million, partially 
offset by increase in proceeds from shares issuance of RUB 19,753 million. 

Net cash generated by the Group's financing activities increased by RUB 32,111 million, or 55.0 per cent., to RUB 
90,515 million for the year ended 31 December 2008, from RUB 58,404 million for the year ended 31 December 2007, 
primarily as a result of the cash proceeds received in the course of the reorganization of RAO UES amounting to RUB 
72,283 million in 2008 and decrease in cash used to repay debt by RUB 18,425 million, partially offset by a decrease in 
proceeds from shares issuance by RUB 48,001 million and decrease in proceeds from issuance of non-current debt by 
RUB 13,409 million. 

Borrowings 

As at 30 June 2010, the Group's total debt amounted to RUB 6,599 million as compared to RUB 13,545 million as 
at 31 December 2009. 

The following table sets out the current debt and non-current debt of the Group as at 30 June 2010. 

 
As at 30 June 2010 

Unaudited 
As at 31 December 

2009 
 (in millions of roubles) 
Total current debt and current portion of non-current debt............. 599 7,545 
Total non-current debt .................................................................... 6,000 6,000 

Total debt ...................................................................................... 6,599 13,545 

As at 30 June 2010, the Group had three revolving credit facilities of RUB 15,000 million each with Sberbank, Alfa 
Bank and Gazprombank maturing in February 2012, January 2013 and May 2013, respectively. The applicable interest 
rates are to be determined, but may not be higher than 10, 14 and 11 per cent., respectively. The funds borrowed under 
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the credit facilities may be used for acquisition, maintenance and upgrade of electricity transmission assets and general 
corporate purposes.  

As at 30 June 2010 and 31 December 2009, the Group's total non-current debt amounted to RUB 6,000 million. The 
non-current debt of the Group comprises rouble-denominated bonds. In the period from 2003 to 2007, the Group issued 
5 series of certified interest-bearing bearer coupon bonds with a total nominal value of RUB 30,000 million, of which 
RUB 6,000 million bonds are still outstanding as at 30 June 2010. 

The following table sets out details of the Group's outstanding bonds as at 30 June 2010. 

 Currency 

Effective 
annual interest 

rate Due 

Amount 
outstanding 

as at 30 
June 2010 
Unaudited 

    
(in millions 
of roubles) 

Certified interest-bearing non-convertible bearer 
bonds Issue 04 ................................................................ RUB 7.30% 06.10.2011 6,000 

Total Bonds Issues  .......................................................    6,000 

The table below sets forth the aggregate debt maturities as of 30 June 2010. The amounts disclosed in the table are 
the contractual undiscounted cash flows. 

Payment due by period 

Non-current and current debt and 
interest payable 

(in millions of roubles) 
  
Less than one year ..................................................................................................... 1,093 
One to two years ........................................................................................................ 6,134 

Total .......................................................................................................................... 7,227 

In September 2010, Federal Grid placed corporate bonds of series 06, 08 and 10 with a total nominal value of RUB 
30,000 million. The bonds of series 06 and 08 were issued for a total nominal value of RUB 20,000 million, each series 
amounting to RUB 10,000 million and placed for 3 years and with a coupon rate of 7.15 per cent. The bonds of series 
10 with a total nominal value of RUB 10,000 million were placed for 5 years and with a coupon rate of 7.75 per cent. 

In October 2010, Federal Grid placed corporate bonds of series 07, 09 and 11 with a total nominal value of RUB 
20,000 million. The bonds of series 07 with a total nominal value of RUB 5,000 million were placed for 5 years and 
with a coupon rate of 7.5 per cent. The bonds of series 09 and 11 with a total nominal value of RUB 5,000 million and 
RUB 10,000 million, respectively, were placed for 7 years and with a coupon rate of 7.99 per cent.  

As of the date of this Prospectus, the Group has outstanding seven series of corporate bonds with the aggregate nominal 
value of RUB 56,000. 

Contractual Obligations and Commercial Commitments 

Operating lease obligations  

The Group leases a number of land areas owned by the local government under operating leases. The lease 
payments due are determined by respective agreements which are usually concluded for 1 to 49 years and carry a right 
of renewal. The total amount of future lease payments due as at 30 June 2010 was RUB 8,153 million (including RUB 
461 million due within one year). The lease payments are reviewed and adjusted on a regular basis to reflect market 
conditions. 

The expected lease payments due as at 30 June 2010 are payable as follows: 

Payment due by period 

Lease payments 

(in millions of roubles) 
  
Under one year .......................................................................................................... 461
Between two and five years ....................................................................................... 1,279
Over five years .......................................................................................................... 6,413

Total .......................................................................................................................... 8,153 

Contractual commitments 
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As at 30 June 2010, capital commitments which related primarily to capital expenditure on property, plant and 
equipment, were RUB 268,288 million as compared to RUB 208,568 million as at 31 December 2009. The increase of 
RUB 59,720 million was due to the implementation of the Group's investment programme. See "Business – Investment 
Programme". 

Investments  

In the course of restructuring of the Russian electricity industry, Federal Grid received shares in certain electricity 
sector companies from RAO UES, including shares in associates and shares classified as available-for-sale investments. 
See "Business – Our History and Development" for additional details on the restructuring.  

Associates are entities over which FGC has significant influence (directly or indirectly), but not control, generally 
accompanying a shareholding of between 20 and 50 per cent. of the voting rights. Investments in associates are 
accounted for using the equity method of accounting and are initially recognised at cost. The carrying amount of 
associates includes goodwill identified on acquisition and is reduced by accumulated impairment losses, if any. 

The table below sets out the carrying value of investments and the percentage of ownership in associated companies 
as of 30 June 2010. 

 

Carrying 
value of 

ownership 
stake  

Percentage 
of 

ownership 
 (unaudited) 

 
(in millions 
of roubles)  

JSC "OGK-1" ........................................................................................................................... 29,506 43.1
JSC "Volzhskaya TGK" ........................................................................................................... 18,563 33.7
JSC "TGK-6" ............................................................................................................................ 6,210 24.7
JSC "TGK-11" .......................................................................................................................... 3,772 27.5
Other associates ........................................................................................................................ 900 43.1

Total ......................................................................................................................................... 58,951  

Available-for-sale investments are securities which the Group holds and which may be sold in response to liquidity 
needs or market conditions. The Group classifies as available-for-sale those investments in equity instruments which are 
neither the Group's subsidiaries, nor associated companies and are not held for trade.  

The table below sets out the estimated value of ownership stake and the percentage in share capital of available-for-
sale investments as at 30 June 2010. 

 

Estimated 
value of 

ownership 
stake  

Percentage 
in share 
capital 

 (unaudited) 

 
(in millions 
of roubles)  

JSC "Bashkirenergo"1 ............................................................................................................... 9,787 21.3 
JSC "Mosenergo" ..................................................................................................................... 5,204 4.5 
JSC "RusHydro" ....................................................................................................................... 7,123 1.6 
JSC "MRSK Holding" .............................................................................................................. 4,308 3.2 
JSC "OGK-6" ........................................................................................................................... 4,238 12.1 
JSC "OGK-4" ........................................................................................................................... 3,386 2.2 
JSC "Inter RAO UES" .............................................................................................................. 2,529 2.4 
JSC "OGK-2" ........................................................................................................................... 1,018 2.1 
JSC "TGK-1" ............................................................................................................................ 966 1.3 
JSC "OGK-3" ........................................................................................................................... 939 1.2 
JSC "RAO ES Vostoka" ........................................................................................................... 606 3.2 
JSC "Sangtudinskaya GES-1" .................................................................................................. 555 14.8 
JSC "TGK-11 Holding" ............................................................................................................ 150 9.9 
JSC "TGK-9" ............................................................................................................................ 411 1.2 
JSC "Kuzbassenergo" ............................................................................................................... 315 1.3 
JSC "TGK-13" .......................................................................................................................... 242 1.5 
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Estimated 
value of 

ownership 
stake  

Percentage 
in share 
capital 

 (unaudited) 

 
(in millions 
of roubles)  

Total ......................................................................................................................................... 41,777  

 _____________  

(1) Although above the 20 per cent. threshold for associate classification under the general requirements of IFRS, after having 
assessed the level of influence that the Group has on JSC "Bashkirenergo", the Group determined that it did not amount to significant 
influence. Consequently, the investment was classified as available-for-sale. 

As of the end of the third quarter 2010, the Group transferred to trust management of Inter RAO the rights for shares 
of associated companies JSC "OGK-1" (40.2 per cent.), JSC "TGK-6" (24.7 per cent.), JSC "TGK-11" (27.5 per cent.) 
and JSC "Volzhskaya TGK" (31.5 per cent.) and most available-for-sale investments, except for JSC "MRSK Holding", 
JSC "Inter RAO UES" and JSC "RAO ES Vostoka". The Group plans to sell its shares of certain associated companies 
and available-for-sale investments to Inter RAO. See "Business – Property" for more details. 

Promissory Notes  

As at 30 June 2010, the value of promissory notes held by Federal Grid amounted to RUB 51,291 million. The table 
below sets forth details of long-term and short-term promissory notes held by the Group as at 30 June 2010. 

 

Effective  
interest rate, % Year due Amount  

(unaudited) 

   
(in millions of 

roubles) 
Long-term promissory notes    
LLC "Energo Finance" ......................................... 9.1%-10.6% 2014 8,025 
JSC "System Operator UES"* .............................. 7.0% 2012 558 
JSC "ROSBANK" ................................................ 12.0% 2015 259 
JSC "Evrofinance Mosnarbank" ........................... 12.6% 2014 202 
JSC "MRSK of Centre and Volga region"* .......... 12.6% 2011-2020 137 
JSC "Alfa-Bank" ................................................... 12.6% 2015 5 
Other long-term promissory notes ........................ 12.6% 2011-2016 168 

Total long-term promissory notes .....................  9,354 
    

Short-term promissory notes    
JSC "VTB Bank"* ................................................ 7.2%-8.5% 2010 26,581 
JSC "Alfa-Bank" ................................................... 12.6%-15.5% 2010 11,804 
JSC "ROSSIYA" .................................................. 4.5%-5.5% 2010 1,500 
JSC "System Operator UES"* .............................. - 2010 1,114 
JSC "Gazprombank" ............................................. 15.5% 2010 722 
JSC "Mosenergo"* ............................................... 12.6% 2010 91 
Other short-term promissory notes ....................... 12.6% 2010 125 

Total short-term promissory notes ....................  41,937 

 _____________  
* Government-controlled entity. 

Quantitative and Qualitative Disclosure about Market Risk  

The Group's activities expose it to a variety of financial risks, including interest rate risk, equity price risk, credit 
risk, liquidity risk. See also note 28 Financial instruments and financial risks to Group's Interim Unaudited 
Consolidated Financial Statements for the six months ended 30 June 2010.  
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Interest rate risk  

The Group's operating profits and net cash from operating activities are not significantly dependent on the changes 
in market interest rates. As at 30 June 2010 the interest rates on the borrowing are fixed. 

The Group's interest-bearing assets consist of certificates of deposit amounting to RUB 6,980 million (as at 31 
December 2009, RUB 30,499 million) placed at a fixed interest rate and promissory notes amounting to RUB 50,177 
million (as at 31 December 2009, RUB 57,633 million). 

For the purpose of reducing interest risk the Group monitors credit markets to identify favourable credit conditions. 

Equity price risk 

Equity price risk arises from available-for-sale investments received during the restructuring. The Group monitors 
its investment portfolio based on market indices. Material investments within the portfolio are managed on an 
individual basis and all buy and sell decisions are taken by the management of the Group. The primary goal of the 
Group's investment strategy is to maximise investment returns in order to partially fund the Group's investment 
programme needs. Transactions in equity products are monitored and authorised by the Group's treasury function. The 
total amount of available-for-sale investments exposed to market risk amounts to RUB 41,222 million at 30 June 2010. 
If equity prices at that date had been 10 per cent. higher (lower) with all other variables held constant, the Group's 
revaluation reserve in equity would have increased (decreased) by RUB 4,122 million; profit before tax would not have 
been affected. At 31 December 2009, if equity prices at that date had been 10 per cent. higher (lower) with all other 
variables held constant, the Group's revaluation reserve in equity would have increased (decreased) by 
RUB 3,467 million; profit before tax would not have been affected. 

Credit risk 

As at 30 June 2010 the amount of financial assets, which are exposed to credit risk, is RUB 85,651 million (as at 31 
December 2009, RUB 111,307 million). Although collection of receivables could be influenced by economic factors, 
management of the Group believes that there is no significant risk of loss to the Group beyond the provisions for 
impairment of receivables already recorded. 

The Group's trade debtors are homogenous as regards their credit quality and concentration of credit risk. They are 
primarily comprised large, reputable customers, most of which are controlled by the Russian government. Historical 
data, including payment histories during the recent credit crisis, suggest that the risk of default from such customers is 
very low. The impairment provision mainly represents the discounting effects in respect of late payments by some 
customers who experience temporary liquidity difficulties. 

Credit risk is managed at the Group level. In most cases the Group does not calculate its customers' credit status but 
rates their creditworthiness on the basis of their financial position, prior experience and other factors.  

Cash is deposited in Russian financial institutions with no more than minimal exposure to default risk at the time of 
account opening. Although some of the banks and companies used by the Group have no international credit rating, the 
Group's management believes that they are reliable counterparties with a stable position on the Russian market. 

The main credit risks of the Group are concentrated within the balances of promissory notes. Detailed information 
on promissory notes is presented in " – Liquidity and Capital Resources – Promissory Notes" 

Liquidity risk 

Liquidity risk is managed at the Group level. The Group maintains appropriate levels of cash and cash equivalents, 
takes a conservative approach to excess liquidity management, secures credit facilities to have access to financial 
resources and limits the concentration of cash in a single Russian bank. See also analysis of current ratio in "Selected 
Financial and Operating Information – Non-IFRS Financial Information – Liquidity ratios and other measures". 

Critical Accounting Estimates and Assumptions  

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

Property, plant and equipment 

Fair value of property, plant and equipment and the remaining useful life of property, plant and equipment have 
been determined by independent appraisers as at 31 December 2009. The carrying value and depreciation of property, 
plant and equipment are affected by the estimates of replacement cost, depreciated replacement cost and remaining 
useful lives and actual results could differ from these estimates. 
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Provision for impairment of property, plant and equipment 

At each balance sheet date the Group assesses whether there is any indication that the recoverable amount of the 
Group's assets has declined below the carrying value. The recoverable amount of property, plant and equipment is the 
higher of an asset's fair value less costs to sell and its value in use. When such a decline is identified, the carrying 
amount is reduced to the recoverable amount. If conditions change and management determines that the value of an 
asset, other than, goodwill has increased, the impairment provision will be fully or partially reversed. 

Actual results may differ from estimates and the Group's estimates can be revised in the future, either negatively or 
positively, depending upon the outcome or expectations based on the facts surrounding each exposure. 

Tax contingencies 

Russian tax legislation is subject to varying interpretations and changes, which can occur frequently. Where the 
Group's management believes it is probable that their interpretation of the relevant legislation and the Group's tax 
positions cannot be sustained, an appropriate amount is accrued in IFRS financial statements. 

Significant Accounting Policies  

Principles of consolidation 

The Group's financial statements comprise the financial statements of Federal Grid and the financial statements of 
those entities whose operations are controlled by Federal Grid. Control is presumed to exist when Federal Grid controls, 
directly or indirectly, through subsidiaries, more than 50 per cent. of voting rights. The Group holds 49 per cent. of the 
voting rights in JSC "Kuban Trunk Grids", a fully consolidated subsidiary. The Group has the power to govern the 
financial and operating policies of this subsidiary on the basis of a significant shareholding combined with other factors 
which allow the Group to exercise control, most importantly: Federal Grid has appointed the majority or all of the 
members of the Board of Directors, Federal Grid is the dominant owner and Federal Grid has in substance full control 
of all aspects of the entities assets and operations. 

All inter-company balances and transactions have been eliminated. The minority interest in the Group subsidiaries 
has been disclosed as part of the Group's equity. 

Transfers of subsidiaries between entities under common control 

Transfers of businesses between parties under common control are accounted for using the predecessor basis of 
accounting method. Under this method the financial statements of the combined entity are presented as if the businesses 
had been combined from the beginning of the earliest period presented. The assets and liabilities of the subsidiaries 
transferred under common control are recognised at the predecessor entity's carrying amounts. Any difference between 
the carrying amount of net assets and the nominal value of share capital contributed is accounted for in financial 
statements as an adjustment to equity. 

Predecessor accounting  

The financial statements of the Group account for the acquisition of businesses under the control of RAO UES and 
its subsidiaries as transactions among entities under common control using the predecessor values method. 
Accordingly, the assets and liabilities of the contributed entities were combined for the six months ended 1 July 2008 
and recorded at the carrying value, as determined by RAO UES in its IFRS consolidated financial statements. 
Information in respect of the comparative period and opening balances as at 1 January 2008 has been restated as if the 
business combination took place at the beginning of the earliest period presented.  

In 2008, the following former subsidiaries of RAO UES received by the Group during reorganisation were 
accounted for using the predecessor values method: JSC "Mobile gas-turbine electricity plants", JSC "The Amur 
Transmission Company", JSC "The Yakutiya Transmission Company", JSC "The Primorie Transmission Company", 
JSC "The Ulyanovsk Transmission Company", JSC "The Khabarovsk Transmission Company" and JSC "The Tyva 
Transmission Company". For further details on the reorganisation, see "Business – Our History and Development". 

Property, plant and equipment 

Property, plant and equipment are stated at revalued amounts less any subsequent accumulated depreciation and any 
subsequent accumulated impairment losses, where required. 

Property, plant and equipment are subject to revaluation on a regular basis to ensure that the carrying amount does 
not differ materially from that which would be determined using the fair value at the balance sheet date. The frequency 
of revaluation depends upon the movements in the fair values of the assets being revalued. Increases in the carrying 
amount arising on revaluation of property, plant and equipment are credited to the revaluation reserve in equity; the 
increase is recognised in profit or loss to the extent that it reverses a revaluation decrease of the same asset previously 
recognised in profit or loss. Decreases are charged against the revaluation reserve directly in equity to the extent they 
offset previous increases of the same asset recognised in the revaluation reserve; all other decreases are charged to the 
income statement. The revaluation reserve in equity in respect of an item of property, plant and equipment is transferred 
directly to retained earnings when the item is derecognised (on the retirement or disposal of the asset). 
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Renewals and improvements are capitalised and the assets replaced are retired. The cost of repair and maintenance 
are expensed as incurred. Gains and losses arising from the retirement of property, plant and equipment are included in 
the income statement as incurred. 

Depreciation on property, plant and equipment is calculated on a straight-line basis over the estimated useful life of 
the asset when it is available for use.  

The Group annually reviews the remaining useful lives by groups of facilities. The average remaining useful lives, 
in years, of assets by type of facility are as follows: 

 
Useful lives in 

years 
Buildings.............................................................................................................................................. 25-60 
Electric power transmission grids ........................................................................................................ 30-50 
Substations ........................................................................................................................................... 15-35 
Other .................................................................................................................................................... 5-15 

At each reporting date management assesses whether there is any indication of impairment of property, plant and 
equipment. If any such indication exists, management estimates the recoverable amount, which is determined as the 
higher of an asset's fair value less costs to sell and its value in use. The carrying amount is reduced to the recoverable 
amount and the impairment loss is recognised in the statement of operations to the extent it exceeds the previous 
revaluation surplus in equity on the same asset. An impairment loss recognised for an asset in prior years is reversed if 
there has been a change in the estimates used to determine the asset's value in use or fair value less costs to sell. 

See also note 3 to the Group's Interim Unaudited Consolidated Financial Statements for the six months ended 30 
June 2010. 
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QUALIFICATION OF INDEPENDENT AUDITORS' REPORT 

ZAO PricewaterhouseCoopers Audit has audited the combined and consolidated financial statements of the Group 
as of and for the years ended 31 December 2009, 2008 and 2007 prepared in accordance with IFRS and provided 
qualified audit opinions on these financial statements. In addition, with respect to the Group's interim unaudited 
consolidated IFRS financial statements for the six months ended 30 June 2010, ZAO PricewaterhouseCoopers Audit 
has provided a qualified report on review with a qualified conclusion.  

The qualified audit opinion on the 2009 combined and consolidated financial statements contains the following 
statement: 

"The Group has not maintained adequate accounting records regarding the original cost, revalued amounts, 
depreciation and impairment provision at the level of individual items of property, plant and equipment. As such, 
it was not practicable to extend our auditing procedures sufficiently to satisfy ourselves as to the carrying amount 
of individual items of property, plant and equipment of RUB 740,320 million and RUB 467,349 million included 
in the accompanying combined and consolidated balance sheet as at 31 December 2009 and 2008, respectively, 
the related revaluation effects in both the combined and consolidated statement of comprehensive income and the 
combined and consolidated statement of changes in equity, depreciation expenses and reversal of impairment in 
the combined and consolidated statement of comprehensive income and the related effects on the deferred tax 
balance". 

A similar qualified opinion was issued with respect to the combined and consolidated financial statements of the 
Group for the years ended 31 December 2008 and 2007 and a similar qualified conclusion was given with respect to the 
Group's interim unaudited consolidated financial statements for the six months ended 30 June 2010. 

Background and reasons for qualified opinions 

In accordance with Russian law, each entity of the Group maintains its standalone accounting records, including for 
property, plant and equipment, in compliance with RAS. These records include detailed financial information for each 
item of property, plant and equipment, including for each transmission line, piece of equipment and building. There are 
over 700,000 individual items of property, plant and equipment owned by the Group.  The records are sufficiently 
detailed to enable management to effectively manage and operate the assets and monitor the technical condition of the 
assets. The records also form the basis for Federal Grid's financial statements prepared in accordance with RAS, and the 
auditor’s opinion on such financial statements as of and for the years ended 31 December 2009, 2008 and 2007 was 
unqualified. However, the above mentioned records contain only RAS values of property, plant and equipment and not 
IFRS values. As RAS and IFRS valuation principles differ significantly, the respective values of each item of property, 
plant and equipment under the different principles are different.  

Historically, the Group has not maintained detailed IFRS accounting records which show the balances and 
movements of IFRS values of each item of property, plant and equipment. However, the Group regularly revalues its 
property, plant and equipment in accordance with the Group's accounting policies. When preparing IFRS financial 
statements, therefore, the Group has had to compile IFRS values from (i) the results of the latest revaluation for IFRS 
purposes and (ii) information on property, plant and equipment additions and disposals obtained from the RAS records. 
The process of further accounting for the adjustments generated by this process required the management to apply 
certain assumptions, and make certain judgements, which may have lead to misstatements of certain line items in the 
financial statements as set out in the audit qualification. While this was, for practical purposes, the only way the Group 
was able to account for its property, plant and equipment in its IFRS financial statements, the absence of detailed IFRS 
accounting records for each item of property, plant and equipment was the reason for the qualification to the audit 
opinions and the review conclusion.   

The reason for the Group not having previously maintained IFRS accounting records can be explained as follows.  
Between 2002, when the Group was established, and 2008, the Group has undergone significant restructuring and 
reorganisation as described in detail in "Business Description – Our History and Development".  During this period and 
immediately thereafter the management of Federal Grid was focused on the successful integration, operation and 
management of the new business. This was a significant task, requiring a large amount of management attention and 
time. In addition, management has also focused on the implementation of reporting procedures and internal financial, 
operational, risk and other controls.  Given the large number of individual items of property, plant and equipment (over 
700,000 items in aggregate), and that the Group applies the valuation model of accounting (requiring the fair value of 
each item of property, plant and equipment to be assessed), management decided to delay the implementation of 
detailed IFRS accounting records for property, plant and equipment until such time that management was able to focus 
on the exercise and apply resources to it. As the implementation of IFRS accounting records for property, plant and 
equipment is purely an accounting matter, this delay has not in any way negatively impacted or represents a risk relating 
to the management's ability to plan and conduct the business or operations of the Group, including implementing and 
monitoring the investments into property, plant and equipment pursuant to the investment programme. 

Resolution of qualification 

Management of Federal Grid has always understood the importance of having proper IFRS accounting records in 
respect of property, plant and equipment and, as soon as it was practicable to do so, has taken all reasonable steps to 
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implement such records. The Group is currently preparing detailed IFRS accounting records for each item of property, 
plant and equipment in order to fully comply with the requirements of IFRS, and will complete the preparation of these 
records before completion of the IFRS financial statements for the year ending 31 December 2010. Once completed, 
these detailed accounting records will make it possible to quantify the possible effect of the past misstatements, if any.  

The comparative numbers for the year ended 31 December 2009, which will be included in the financial statements 
for the year ended 31 December 2010, will be restated to reflect the results of the completion of the detailed IFRS 
accounting records for property, plant and equipment. In addition, the comparative numbers for the six months ended 30 
June 2010, which will be included in the interim financial statements for the six months ended 30 June 2011, will also 
be restated to reflect the results of the completion of the detailed IFRS accounting records for property, plant and 
equipment. IFRS does not require to re-issue the previously issued financial statements and therefore the Group will not 
re-issue its IFRS financial statements for the years ended 31 December 2009, 31 December 2008 and 31 December 
2007, and the six months ended 30 June 2010 which are included herein. 

The preparation of the detailed IFRS accounting records for property, plant and equipment will ensure that the basis 
for the qualification of the auditor's report is eliminated. 

Possible effects of any correction resulting from the implementation of IFRS accounting records for property, 
plant and equipment 

In accordance with the Group's IFRS accounting policy, the Group performs regular revaluations of its property, 
plant and equipment. The latest revaluation was performed as at 31 December 2009 and the previous revaluation was at 
1 January 2007. Therefore, the aggregate balances of the Group's property, plant and equipment and its net equity as of 
31 December 2009, as presented in the 2009 IFRS financial statements included herein, are correctly stated in 
accordance with IFRS. This statement is not inconsistent with the audit qualification which states that "it was not 
practicable to extend our auditing procedures sufficiently to satisfy ourselves as to the carrying amount of individual 
items of property, plant and equipment of RUB 740,320 million" as of 31 December 2009. 

The Group's accounting policies state "Property, plant and equipment are subject to revaluation on a regular basis.”   
The revaluations are performed by independent appraisers. These figures were further tested by management for 
impairment with respect to each cash generating unit. Please see Note 6 (Property, plant and equipment) to the 2009 
financial statements where the methods and assumptions are described in detail.  

Our auditors performed audit procedures on the revaluation and the impairment testing as part of their audit and 
were satisfied as to the material correctness of the aggregate property, plant and equipment balance of the Group as of 
31 December 2009. Had this not been the case, given that the aggregate property, plant and equipment balance 
constitutes over 75% of the total assets of the Group as of 31 December 2009, our auditors would have issued either an 
adverse opinion or a disclaimer of opinion. 

The revaluation and impairment testing processes were independent of and didn't require the use of the detailed 
IFRS register of property, plant and equipment containing the carrying amounts of individual items of property, plant 
and equipment.  So, even though our auditors were not satisfied as to the carrying amounts of the individual items of 
property, plant and equipment because of the lack of a detailed IFRS register, this situation did not prevent the Group 
and our auditors from being satisfied that the aggregate property, plant and equipment balance of the Group as of 31 
December 2009 was materially correct through the revaluation and impairment testing. 

Nevertheless, due to the absence of the detailed IFRS accounting records in respect of property, plant and 
equipment, the following items in the financial statements for the year ended 31 December 2009 may be misstated: 

(i) Revaluation effects recorded in the statement of comprehensive income ("Revaluation loss on property, plant 
and equipment" and "Change in revaluation reserve for property, plant and equipment"); 

(ii) Revaluation effects recorded in the statement of changes in equity ("Change in revaluation reserve for 
property, plant and equipment"); 

(iii) Depreciation expense recorded in the statement of comprehensive income (within "Operating expenses"); 

(iv) Reversal of impairment recorded in the statement of comprehensive income ("Reversal of impairment 
provision for property, plant and equipment"); and 

(v) Deferred tax effects related to property, plant and equipment recognised in the net income or equity (within 
"Profit tax" and “Profit tax recorded directly in other comprehensive income”). 

Any restatements of the comparative financial information for the year ended 31 December 2009 and for the six 
months ended 30 June 2010 to be included in the financial statements to be prepared for the year ended 31 December 
2010 and for the six months ended 30 June 2011, respectively, related to the IFRS accounting records of property, plant 
and equipment will be limited to the above non-cash lines within the financial statements. 

The following tables demonstrate the effects of the potential restatements on bottom line IFRS numbers. Financial 
statements items potentially impacted as at 31 December 2009 and as at 30 June 2010 have been derived from our 
audited consolidated financial statements as of and for the year ended 31 December 2009 and our unaudited interim 
consolidated statements for the six months ended 30 June 2010. The potential restatements’ ranges are derived from the 
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management accounting records. Our auditors did not audit or review these management accounting records and do not 
express an opinion or report on such financial information. Except as set out in these tables, all bottom line numbers as 
of and for the period ending 31 December 2009 and 30 June 2010 are correctly stated in accordance with IFRS. 
 
The effect of any restatement on the items in the consolidated financial statements as at 31 December 2009 
 
Financial statements items potentially 
impacted as at 31 December 2009 
(millions of roubles) 

Amount  
reported 

Potential  
restatement 

Potential 
restatement, 

% 

Statement of comprehensive income:    
Operating expenses .................................................. (78,216) 500 – 3,000 1% - 4% 
Revaluation loss on property, plant and 
equipment ................................................................

(105,693) 25,000 – 40,000 24% - 38% 

Profit tax .................................................................. 13,347 (5,100 – 8,600) 38% - 64% 
Loss for the period ................................................... (61,445) 20,400 – 34,400 33% - 56% 
Other comprehensive income:    
Change in revaluation reserve for property, plant 
and equipment .........................................................

297,862 (25,000 – 40,000) 8% - 13% 

Profit tax recorded directly in other 
comprehensive income ............................................

(65,366) 5,000 – 8,000 8% - 12% 

Other comprehensive income for the period, net 
of profit tax ..............................................................

270,930 (20,000 – 32,000) 7% - 12% 

Total comprehensive income for the period ........ 209,485 400 – 2,400 Up to 1% 

Statement of financial position:    
Property, plant and equipment ................................. 740,320 - - 
Total assets ............................................................. 976,242 - - 
Deferred profit tax liabilities ................................... 83,640 (100 – 600) Up to 1% 
Total liabilities ....................................................... 174,876 (100 – 600) Up to 1% 
Reserves ................................................................... 267,533 (19,500 – 29,000) 7% - 11% 
Retained earnings .................................................... (47,795) 19,600 – 29,600 41% - 62% 
Total equity ............................................................ 801,548 100 – 600 Up to 1% 
 
The effect of any restatement on the items in the interim consolidated financial statements as at 30 June 2010 
 
Financial statements items potentially 
impacted as at 30 June 2010 
(millions of roubles) 

Amount  
reported 

Potential 
restatement 

Potential 
restatement, 

% 

Statement of comprehensive income:    
Operating expenses .................................................. (44,346) 250 – 1,500 1% – 3% 
Profit tax .................................................................. (3,854) (50 – 300) 1% - 8% 
Profit for the period ................................................. 12,636 200 – 1,200 2% - 9% 
Total comprehensive income for the period ........ 17,838 200 – 1,200 1% - 7% 

Statement of financial position:    
Property, plant and equipment ................................. 776,972 250 – 1,500 Up to 1% 
Total assets ............................................................. 990,970 250 – 1,500 Up to 1% 
Deferred profit tax liabilities ................................... 83,997 (50 – 300) Up to 1% 
Total liabilities ....................................................... 131,406 (50 – 300) Up to 1% 
Reserves ................................................................... 329,620 - - 
Retained earnings .................................................... (91,654) 200 – 1,200 Up to 1% 
Total equity ............................................................ 859,564 200 – 1,200 Up to 1% 

Reasons why any potential restatements are not material for our business and do not impair an investor's ability 
to assess our financial condition or results of operations 

1) As property, plant and equipment was subject to a revaluation as at 31 December 2009, the aggregate net assets 
of the Group as reported under IFRS for the year ended 31 December 2009 will not be materially affected by 
any such restatements. The only material effect on the balance sheet of the Group as at 31 December 2009 
would be a reclassification of reserves between retained earnings and the revaluation reserve. This 
reclassification will not impact on the other items in the balance sheet of the Group, and is simply a non-cash 
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movement between reserves and retained earnings. In particular, the restatement will not impact on the equity, 
total equity or total equity and liabilities line items. In addition, given that our ability to declare dividends is 
based on our statutory RAS financial statements, rather than IFRS financial statements, any movement between 
reserves and retained earnings in the IFRS financial statements will have no impact on our ability to declare 
dividends in the future.  

2) Any restatement may result in an increase/decrease in the revaluation loss on property, plant and equipment 
(reported in the amount of RUB 105,693 million for 2009) and a matching off-setting increase/decrease in the 
change in revaluation reserve for property, plant and equipment (reported in the amount of RUB 297,862 
million for 2009), in each case recorded in the statement of comprehensive income for the year ended 31 
December 2009. The potential reclassifications between these two line items may be in the range of RUB 
25,000 million to 40,000 million, with a consequential effect on the associated reported deferred tax of between 
RUB 5,000 million to 8,000 million.  However, this reclassification would have no effect on the total 
comprehensive income for 2009 of RUB 209,486 million. 

3) Any restatement may also affect the amount of the depreciation expense recorded in the statement of 
comprehensive income for the year ended 31 December 2009. The total depreciation expense for 2009, as 
stated in Note 24 “Operating expenses”, was RUB 16,740 million. The potential restatement may result in a 
decrease/increase of depreciation expense for 2009 of between RUB 500 million to 3,000 million, with a 
consequential effect on the associated deferred tax of between RUB 100 million to 600 million, resulting in a 
net effect on the total comprehensive income of between RUB 400 million to 2,400 million, which represents 
only 0.2 per cent. to 1.1 per cent. of the total comprehensive income for 2009.   

4) Any restatement of the interim consolidated IFRS financial statements for the six months ended 30 June 2010 
may result in a decrease/increase of depreciation expense for the six months ended 30 June 2010 of between 
RUB 250 million to 1,500 million, with a consequential effect on the associated deferred tax of between 
RUB 50 million to 300 million, resulting in a net effect on the total comprehensive income of between RUB 
200 million to 1,200 million, which represents only 1.1 per cent. to 6.7 per cent. of the total comprehensive 
income for that period. 

5) Save as set out above, other line items in the financial statements, including revenue, operating expenses (other 
than depreciation), and cash flows are not affected by the absence of detailed IFRS accounting records in 
respect of property, plant and equipment and will not be impacted by any restatement of the financial 
statements.  Moreover, management believes that, even though not a financial performance measure recognised 
within IFRS, EBITDA and Adjusted EBITDA, their respective margins and the liquidity ratios disclosed in 
“Selected Financial and Operating Information” are the most meaningful and useful measures of the financial 
performance of the Group, and these measures are not affected and will not be impacted by any restatement.  

Until the IFRS accounting records are completed, it is not possible to specify with any more precision or in any 
more detail the effects mentioned above. Nevertheless, for the reasons set out above, any potential misstatement in the 
financial statements included herein or any restatements to the financial information for 2009 or six months of 2010 
resulting from the completion of the detailed IFRS accounting records for each item of property, plant and equipment 
do not and will not have any material impact on the Group's financial performance, its business or its operations. The 
Prospectus contains all information necessary to enable investors to make an informed assessment of the assets and 
liabilities, financial position, profit and losses, and prospects of the Group, and of the rights attaching to the GDRs. 
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ELECTRICITY INDUSTRY IN THE RUSSIAN FEDERATION 

Latest Economic Trends 

Economic growth in Russia, which began in the second half of 2009, has continued into 2010. After the end of the 
recession, which continued for four consequent quarters (from the second half of 2008 until the first half of 2009) and 
resulted in an 11 per cent. decrease in the GDP of the Russian Federation, the economic growth has continued for the 
next four quarters. By the second quarter of 2010, almost a half of the decrease in GDP was regained. In the second 
quarter of 2010, GDP was 5.2 per cent. higher than in the second quarter of 2009, the lowest point of the recession. 
Growth occurred in the sectors most affected by the crisis, such as the processing and engineering industries, which are 
dependent on investment demand. Recovery in manufacturing was supported by the global economic growth, higher 
commodity prices and the partial recovery in debt markets. 

Drought and fires, which had a major impact in the central regions of Russia, led to slower economic growth in the 
third quarter of 2010. According to the Russian Ministry of Economic Development, GDP decreased amounted to 0.4 
per cent. in July 2010, adjusted for seasonal factors, while the overall year-to-date growth was estimated at 3.9 per cent. 
After the economic growth slowed as a result of summer 2010 drought and fires, the growth returned in September 
2010. According to the Russian Ministry of Economic Development, GDP increased by 1.8 per cent. in September 2010 
and year-to-date growth amounted to 3.4 per cent. compared to the similar period in 2009. GDP growth rate was 
primarily due to the recovery in the natural resources and processing sectors, as well as in the construction industry. 
Industrial production index in January-September 2010 was at 108.9 per cent. compared to the similar period in 2009. 
The same indicator was 106.2 per cent in September 2010 as compared to September 2009.  

Electricity industry overview 

The Russian electricity sector is among the largest in the world, ranking fourth globally in terms of both installed 
capacity and electricity generation. 

 

Country Installed capacity (GW) Country 
Power generation 

2009, (TWh)(6) 
1. United States(1) .................... 1,025 1. United States ...................... 4,150 
2. China(1) .............................. 797 2. China.................................. 3,725 
3. Japan(1) ............................... 281 3. Japan .................................. 1,115 
4. Russia(2) ............................. 212 4. Russia(2) ............................. 957 
5. India(3) ................................ 156 5. India ................................... 870 
6. Germany(1) ......................... 139 6. Canada ............................... 634 
7. Canada(1) ............................ 128 7. Germany ............................ 597 
8. France(1) ............................. 118 8. France ................................ 542 
9. Brazil(4) .............................. 106 9. Brazil ................................. 467 
10. United Kingdom (5) ........... 85 10. South Korea ..................... 456 

 _____________  

Sources: 

(1) 2009 data for the US and 2008 data for other countries, Energy Information Administration. 

(2) 2009 data for the UES of Russia, Report on the functioning of the UES of Russia in 2009 by JSC System Operator of UES. 

(3) 2009 data, India Ministry of Power, Central Electricity Authority. 

(4) 2009 data, Brazil Ministry of Mines and Energy. 

(5) 2009 data, UK Department of Energy and Climate Change. 

(6) 2009 BP Statistical Review of World Energy and Energy Forecasting Agency. 

Generation 

According to the Russian centralised dispatching administrator JSC System Operator of the Unified Energy System 
(the "System Operator"), total electricity generation in the UES of Russia amounted to 957.1 billion kWh in 2009. 
Thermal power generation, including natural gas, coal, oil and other types of fuel, accounted for approximately 60.5 per 
cent. of the total electricity generation in 2009. The table below sets out the breakdown of electricity generation in 
Russia by type for 2009 and 2008. 
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2009 

(GWh) 
Share 
(%) 

2008 
(GWh) Share (%)

Thermal power plants (CHP, GRES) ........................................................... 579.2 60.5 638.4 63.4
Hydro power plants (HPP)........................................................................... 165.8 17.3 155.7 15.5

Nuclear power plants (NPP) ........................................................................ 163.1 17.0 162.1 16.1
Captive power plants ................................................................................... 49.0 5.1 50.3 5.0

Total ............................................................................................................ 957.1 100.0 1,006.5 100.0

Source: System Operator 

The Russian power industry received its start in the 1920s and 1930s as a part of the GOELRO plan, which 
envisioned construction of large-scale thermal and hydro power plants and electricity grid infrastructure in the 
European part of the country. In the 1950s, the power industry received an additional driver for the growth, 
advancements in nuclear technology, which lead to eventual development and construction of nuclear power plants. 
Over subsequent years, extensive development of hydro energy potential of Siberia was also launched.  

The present territorial distribution of generating capacity by type results from the history of the country's power 
industry development. The European part of the country is characterised by the balanced distribution of various types of 
generation (thermal, hydro and nuclear) while a significant portion of generating capacity in Siberia (about 50 per cent.) 
consists of hydro power plants and the isolated Far East is dominated by thermal generation. 

Currently, a significant part of electricity demand in Russia is satisfied by power plants using natural gas and coal as 
their primary fuel source. Most thermal power plants also use fuel oil as a backup fuel source in cases of delivery 
disruptions of their primary fuel source supply. 

Russia is rich in natural gas and ranks as first in the world by total gas reserves (44.4 trillion cubic metres) and total 
gas production (527.5 billion cubic metres) as of the end of 2009, according to the BP World Energy Statistics Survey 
dated June 2010. The Russian gas supply is dominated by Gazprom, a state controlled company which owns the 
majority of gas reserves and production and transportation infrastructure. Several independent gas suppliers (including 
NOVATEK, Itera, LUKOIL, TNK-BP and others) operate on the Russian market and utilise Gazprom's gas pipeline 
network to transport gas to their customers. 

Russia is also rich in coal and ranks second in the world by total coal reserves (157 billion tonnes) and fifth in the 
world by coal production (298.1 million tonnes) as of the end of 2009, according to the BP World Energy Statistics 
Survey dated June 2010. A number of major Russian independent coal producers supply coal to the domestic market at 
market prices. This coal is sourced from Russian mines or imported from other countries, principally Kazakhstan. The 
principal coal suppliers in Russia are SUEK, KRU, SDS-Coal and Russian Coal. 

Electricity Consumption 

Following the breakup of the Soviet Union, electricity consumption in Russia declined significantly from 1,031 
TWh in 1990 to 778 TWh in 1998, according to the System Operator. From 1998 to 2008, electricity consumption in 
Russia grew with a compound annual growth rate of 2.4 per cent. in the context of a wider economic growth that Russia 
experienced during the same time. The global financial and economic crisis which started in the second half of 2008 
resulted in a significant downturn in the Russian economy, leading to lower demand for electricity. According to 
System Operator, total electricity consumption in the UES of Russia in 2009 was 942.8 TWh, representing a 4.7 per 
cent. decrease versus the 2008 level. For the first nine months of 2010, the total electricity consumption in Russia 
amounted to 732 GWh on the back of recovering economic growth and cold winter (a 5.1 per cent. increase compared 
to the first nine months of 2009). 

Electricity demand is characterised by relatively high elasticity to GDP growth rate, as shown in the table below: 

 

 
GDP growth rate 

(% per year) 

Electricity 
consumption 

 (GWh)(1) 
Electricity demand 

growth rate (%) 

Electricity consumption 
elasticity  

to GDP growth(2) 
1998……..… (5.3) 778 (0.5) 0.1 
1999……..… 6.3 802 3.0 0.5 
2000……..… 10.0 833 4.0 0.4 
2001……..… 5.1 844 1.3 0.3 
2002……..… 4.7 847 0.3 0.1 
2003……..… 7.3 872 2.9 0.4 
2004……..… 7.2 892 2.3 0.3 
2005……..… 6.4 908 1.8 0.3 
2006……..… 7.7 949 4.5 0.6 
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GDP growth rate 

(% per year) 

Electricity 
consumption 

 (GWh)(1) 
Electricity demand 

growth rate (%) 

Electricity consumption 
elasticity  

to GDP growth(2) 
2007……..… 8.1 971 2.3 0.3 
2008……..… 5.6 990 1.9 0.3 
2009……..… (7.9) 943 (4.7) 0.6 

 _____________  

Source: Rosstat, System Operator 

(1) Unified Electric Power System data, excluding decentralised systems. 

(2) Calculated by dividing electricity consumption growth rate by GDP growth rate. 

The elasticity of electricity demand to GDP growth depends, to a large extent, on the composition of the electricity 
consumption market. Electricity consumption in Russia is characterised by a relatively large share of demand coming 
from the industry and transportation segments of the market. According to Rosstat, in 2008 more than 50 per cent. of 
electricity consumed was delivered to industrial consumers. Household consumption amounted to only 11.4 per cent. of 
the total consumption in 2008 whereas household consumption in developed countries generally constitutes a 
significantly larger share of the total electricity consumption.  

The table below sets out a breakdown of electricity consumption by type of consumer for 2008. 

 
 2008 

 
Volume 
(GWh) 

Share
(%)

Industrial and similar ....................................................................................................................... 570 55.7 
Households ...................................................................................................................................... 117 11.4 
Transportation and telecommunications .......................................................................................... 87 8.5 
Agriculture ....................................................................................................................................... 16 1.5 
Construction .................................................................................................................................... 12 1.2 

Other ................................................................................................................................................ 112 11.0 
Electricity losses .............................................................................................................................. 109 10.7 

Total ................................................................................................................................................ 1,023 100.0 

 _____________  

Source: Rosstat 

Balance of Supply and Demand 

Electricity demand is volatile and varies significantly from season to season, as well on an intraday basis. This fact 
renders special importance to the capability of the electricity sector to manage peaks in demand in each region to avoid 
unplanned outages. 

According to the System Operator, peak load in Russia in 2009 reached 152 GW, corresponding to 72 per cent. of 
the total installed capacity (212 GW) and to 76 per cent. of the total available capacity (199 GW). Nevertheless, a 
deficit may be caused not only by the growing demand, but also by various drawbacks of the current Russian electricity 
grid, including: 

• Transmission constraints between the Unified Energy System of Russia ("UES of Russia") entities that limit 
potential electricity interflows from producers to consumers, leading to requirements to maintain minimum 
electricity reserves at each UES entity; 

• Transmission constraints within each UES entity that limit the full utilisation of installed capacity of power 
plants, causing the available capacity to be significantly lower than installed capacity; 

• Electricity losses and electricity grid failures that require increases in required reserve levels; 

• Highly deteriorated elements of vital electricity grid infrastructure increase risks of failures and impose 
additional system regulation requirements; and 

• Significant aging of the existing generation capacities and need to retire obsolete power plants. 
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The installed capacity utilisation factor nearly reached its all-time peak in the winter of 2005-2006, resulting in a 
sharp deficit in electricity supply in several regions of Russia (including Moscow, Saint-Petersburg and Tyumen 
regions) forcing imposition of electricity consumption restrictions. 

In December 2009, despite the economic crisis, the peak of electricity demand exceeded previous records including 
in major cities like Moscow, Saint-Petersburg and Tyumen. On 19 December 2009, electricity consumption reached a 
record of 150,012 MW. Energy consumption in several Russian regions (mostly in the North-West and South) reached 
historic highs due to a sharp decline in temperatures in January 2010. During the winter of 2009-2010, electricity 
consumption in the Saint-Petersburg region beat a number of past consumption records.  

Despite sharp increases in the electricity consumption during the day due to lower temperatures, the Russian 
electricity system demonstrated stable performance. The Russian electricity grid did not experience any major technical 
accidents that could have negatively affected system's reliability or caused the need to introduce electricity consumption 
restrictions. Required capacity reserves were also maintained in full over the period. 

Energy Strategy of Russia and Infrastructure Development 

In order to reduce the risk of electricity supply deficit, the Russian government issued a General Scheme for the 
Russian Power Sector (the "General Scheme") setting out the main investment priorities for the electricity industry and 
identifying key infrastructure projects. As part of the General Scheme, commitments of generation companies to build 
new capacity were assigned to strategic investors by the state via the privatisation process. 

The General Scheme is reviewed and revised on a regular basis as new data becomes available (such as 
consequences of the economic crisis and updated investment programmes). For example, in January 2010, the Russian 
Ministry of Energy revised its forecast for commissioning new capacities which were subsequently reflected in 
agreements entered into by certain market participants. 

Due to the large land mass of the Russian Federation and the high level of deterioration of the transmission and 
distribution grids, the UES of Russia has a number of bottlenecks. In particular, there is insufficient connection grid 
infrastructure among regulated pricing zones and between regulated and unregulated pricing zones, limiting the 
volumes of electricity transfers between them. The investment programme of Federal Grid is targeted at resolving this 
issue and increasing transmission capacity between these pricing zones. 

The table below sets out the anticipated volumes of installed capacity in Russia in accordance with the official 
energy strategy of the Russian government: 

 

 2008 
Phase One  
(2013-2015) 

Phase Two  
(2020-2022) 

Phase Three 
(up to 2030) 

 (in GW) 
Nuclear power plants (NPP) ............................. 23.8 28-33 37-41 52-62 
Hydro power plants (HPP) and renewable 

energy sources .............................................. 47.2 55-59 66-73 91-129 
Thermal power plants (TPP or GRES) ............. 68.4 67-83 73-103 100-148 
Combined heat and power plants (CHPP) ........ 85.5 89-92 98-99 106-112 

Total installed capacity .................................. 224.9 239-267 275-315 355-445 

 _____________  

Source: Resolution of the Russian government 1715-r as of November 13, 2009, "The Energy strategy of Russia for the period up to 
2030" 

In addition, the government's energy strategy gives significant attention to the development of the national 
electricity grid. The table below sets out the anticipated power grid investments in accordance with the official energy 
strategy of the Russian government: 

 
(in billions of US dollars based on 2007 

exchange rates) 
Phase One 

(2013-2015)
Phase Two 

(2020-2022)
Phase Three  
(up to 2030) 

2009 - 2030 
years - total

Investments in electricity grids …………..…. 44-45 43-78 130-211 217-334 

 _____________  

Source: Resolution of the Russian government 1715-p as of November 13, 2009, "The Energy strategy of Russia for the period up to 
2030" 
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UES of Russia  

UES of Russia consists of seven UES entities: North-Western UES, Central UES, Urals UES, Volga UES, South 
UES, Siberian UES and Far-Eastern UES. The system also includes several separate energy systems such as those in 
Kaliningrad, Kamchatka and Sakhalin regions. 

Urals, Central and Siberia UESs are the largest both by installed capacity and electricity consumption volumes. 
Central UES demand is based on the high level of social and economic development of the region where it operates and 
population density, particularly in the Moscow region. At the same time, the main consumers of Urals UES and Siberia 
UES are heavy industry enterprises.  

The table below sets out the key indicators for each of Russia's seven UES and the aggregate total for Russia for 
2009: 

 

 Russia Centre Volga Urals 
North-
West South Siberia

Far 
East 

Installed capacity (January 1, 2010), in 
MW…….............................................…… 211,846 49,217 26,437 42,703 21,012 16,329 46,956 9,191 
December 2009 Peak load, in MW….…… 151,827 39,985 18,045 35,795 14,377 11,708 27,587 4,330 
Power generation(1) 2009, in billions of 
kWh………………………………………. 957 225 110 233 98 69 193 29 
Power consumption(1) 2009, in billion of 
kWh………………………………………. 943 212 99 236 88 78 201 28 

 _____________  

Source: System Operator 

(1) The difference between consumption and generation includes internal power plant consumption, grid losses, export-import 
transactions, and power interflows between UESs. 

The substantial part of the Russian electricity generation assets is owned by six wholesale generation companies 
operating on the wholesale power market ("OGKs"), 14 territorial generation companies ("TGKs"), JSC RusHydro 
(hydro energy plants) and OJSC Rosenergoatom (nuclear power plants). In addition, there are also a number of 
independent vertically-integrated power companies, including Irkutskenergo, Tatenergo, Bashkirenergo and 
Novosibirskenergo. 

The electricity grid infrastructure of the UES of Russia consists of transmission (220 kV and above) and distribution 
(110 kV and below) grids.  

Other key participants of the Russian electricity industry include: (a) Federal Grid that owns, manages or operates 
electricity transmission grids in Russia, (b) JSC "MRSK Holding" that holds stakes in eleven regional distribution 
companies ("MRSKs") and in other distribution grid companies, and (c) the System Operator which is responsible for 
the dispatch control of the UES of Russia. Other major market players are RAO Energy System of East, which is 
engaged in generation, distribution and sales of electricity in the Far East, and INTER RAO UES, the sole importer and 
exporter of electricity that owns and manages generation assets in Russia and abroad. 

Industry restructuring 

The Russian government has been implementing a restructuring plan for the electricity industry intended to create 
incentives to improve the efficiency of power companies, incentivise investment into the sector and ensure continued 
reliable supply of electricity to consumers. The restructuring plan included changes to the system of government 
regulations of the sector, creation of a competitive electricity market and overall restructuring of the sector. Goals and 
tasks of the restructuring were defined by the Russian government's Resolution 526 "On restructuring of electric power 
sector in the Russian Federation" dated 11 July 2001 (the "Electricity Industry Restructuring Resolution") as 
supplemented and specified by "The Concept Strategy of RAO UES of Russia for 2005-2008".  

The main goals of the Russian electricity sector restructuring include: 

• restructuring of the wholesale and retail electricity and capacity markets and the development of competition in 
the sector; 

• the creation of a unified wholesale electricity market in the European part of Russia, the Urals region and 
Siberia (excluding independent energy systems, located in these regions); 

• the creation of competitive electricity trading with long- and mid-term bilateral contracts, day-ahead market and 
a balancing market; 

• the creation of competitive electricity capacity trading to support the sustainability of the system for several 
years ahead; 
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• the creation of competitive ancillary services with competitive selection of service providers and the purchase 
of services necessary to ensure the quality of power supply in the UES of Russia by the System Operator of the 
wholesale market;  

• allowing end-users to select an electricity supplier; 

• attracting private investment to the electricity sector; and  

• the restructuring of RAO UES. 

The restructuring process gathered pace after the introduction of the New Wholesale Market Rules in 2006. The 
New Wholesale Market Rules amended the Electricity Industry Restructuring Resolution and adopted directives aimed 
at the gradual liberalisation of the wholesale electricity and capacity markets which began on 1 January 2007 for 
electricity market and on 1 July 2008 for capacity market. On 1 January 2011, all electricity and capacity is provided at 
market prices on the wholesale market, except for the sales to residential consumers. Most of the changes contemplated 
under the reorganisation of the electricity industry have been accomplished.   

The structure of the electricity sector has changed significantly with competitive businesses such as generation and 
supply from separated from natural monopoly businesses such as transmission, distribution and dispatching. New 
entities specialising in distinct areas of activity were established, replacing the former multi-functional vertically-
integrated companies. Because companies formed during the restructuring specialise in distinct areas of activity or 
control specialised assets in multiple regions, these new companies operate on a larger scale than the former regional 
monopolies. 

Starting from 1 January 2010, Federal Grid moved to a new tariff regulation principle based on RAB. MRSKs are 
currently in transition to a RAB system of regulation and independent vertically-integrated power companies are 
expected to transition to a RAB system in the future. 

Current Structure and Development of Wholesale Power and Capacity Market in Russia 

Russia currently has a two-tier electricity and capacity market (wholesale and retail). Sellers of electricity receive 
payments for electricity supplied by them which covers fuel costs. Capacity sales are structured as sales of a special 
product providing buyer with the right to require capacity seller to maintain its generation equipment to be able to 
generate electricity of specified quality and volume necessary to satisfy electricity demand of the buyer.  

Buyers and sellers in the wholesale electricity and capacity markets comprise generation companies, exporters and 
importers of electricity, guaranteeing suppliers, electricity supply companies, grid companies (to cover electricity losses 
sustained in transmission and distribution of electricity) and large industrial consumers. Wholesale market participants 
can act as both sellers and buyers of electricity and capacity. 

The wholesale electricity and capacity markets operate in two pricing zones. The first pricing zone includes the 
territory of the European part of Russia and the Urals while the second pricing zone includes Siberia. The key driver 
behind the different pricing levels and pricing dynamics in each zone is the structure of installed capacity in each zone, 
the level of interconnectivity with other pricing zones and the mix of generation plants in each pricing zone. In 
particular, the first pricing zone has a high share of nuclear and gas-fired generation capacity and the second pricing 
zone has a high share of hydro generation capacity. In the areas not included in any of the pricing zones (the 
Arkhangelsk and Kaliningrad regions, the Komi Republic and various other northern regions of Russia and regions of 
the Russian Far East), where the electricity and capacity markets are not yet possible, the sale of electricity is carried 
out under special rules and tariffs as determined by the FTS. 

Along with significant changes in the ownership structure, regulation of the sector has changed as well. Particularly, 
the obsolete "Costs Plus" tariff system (which only stimulated the expansion of asset base value) was replaced by a 
modern, market-oriented methods, stimulating efficiency and growth of the industry. 

Previously, the FTS adjusted electricity sales prices (tariffs) for both electricity and capacity annually based on the 
inflation rate. Currently, electricity sales prices are determined in accordance with market conditions except for the 
volumes supplied to the residential consumers. Effective 1 January 2011, government regulation of electricity sales 
prices remain applicable only to generating companies operating in the Republic of Komi, Arkhangelsk and Kaliningrad 
Regions and certain regions of the Far East. 

Electricity market 

Equilibrium nodal prices for electricity, covering fuel costs, are established at the day-ahead market ("RSV") 
through competitive selection of pricing bids from sellers and buyers a day before the actual electricity delivery, 
defining volumes and prices for every hour of the day ahead. Electricity sellers submit pricing bids which reflect 
electricity production costs. The equilibrium nodal price is set on a marginal principle via balancing of supply and 
demand, meaning the least efficient generator (selected generator with the highest pricing bid) in each hour sets the 
price for this hour for these nodes, including those for more efficient generators. Electricity price is determined for each 
of about 8,000 nodes in the two pricing zones. Nodal price for consumers will primarily depend on pricing offers of 
generators, electricity transmission losses and transmission constraints for electricity flows as well as on buyer's own 
pricing bids. 
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Market prices are also determined on the balancing market where competitive selection of pricing bids is held 24 
hours a day based on bids from generation companies, accounting for current demand and system conditions. 
Competitive selection on the balancing market results in deviations from the trading schedule, calculated on RSV, and 
also in pricing indicators of the balancing market. 

Thus, the model of wholesale electric power market is based on UES calculation model, as it defines the nodes of 
the calculation model. Each participant of the wholesale electricity market is connected to one or several such nodes of 
the calculation model through its registered points of electricity supply. 

In order to ensure that the transition from regulated pricing to the market pricing was smooth, the government 
introduced a liberalisation schedule. The process of gradual market liberalisation started in 2007 when only 5 per cent. 
of produced electricity (excluding the share of residential consumption) was supplied under the unregulated prices. 
Starting from 1 July 2010, this share was 80 per cent. of total electricity volume. In accordance with a government 
resolution, this share reached 100 per cent. starting 1 January 2011 (excluding residential consumption, which accounts 
for approximately 14 per cent.). Residential consumers receive electricity under regulated tariffs. Currently, the 
electricity price dynamics depend almost entirely on the fluctuation in fuel prices, the core input of thermal power 
plants, and, to some extent, on electricity demand and system limitations. 

Capacity market 

The wholesale capacity market operates in parallel with the wholesale electricity market. The primary goal of the 
wholesale capacity market is to improve operational performance and to ensure timely commissioning of new 
generation capacities. When selling capacity, generation companies are required to maintain their equipment in proper 
conditions in order to be able to produce electricity in the required volumes and with the required specifications at any 
time. If the commitment to maintain generation equipment in working condition is not fulfilled by a company, 
payments for guaranteed capacity are reduced. 

From 1 July 2008, sales of the liberalised portion of capacity are carried through the competitive capacity auction 
procedure ("KOM"). The System Operator supervises KOM, determining volumes and the price for capacity through 
KOM for each month and each individual generation plant. Wholesale market participants permitted to participate in 
KOM may sell capacity through KOM in volumes not exceeding volumes of available capacity registered by the FTS in 
a forecast balance for a relevant period minus required capacity volume which must be sold at regulated prices. The 
System Operator determines the required capacity volume in each pricing zone in accordance with the available 
generation capacity and volumes of electricity consumption anticipated in the consolidated forecast balance of 
generation and supply of electricity within UES of Russia, as approved by the FTS for the corresponding year. 

The System Operator selects suppliers which (a) set the lowest prices in their bids and (b) are capable of supplying 
required capacity volumes with required specifications. Trading system administrator establishes initial capacity 
purchase price as a weighted average price of capacity selected through KOM and the final KOM price, which takes 
into account the ability of generation equipment to produce electricity and excludes capacity volumes sold based on 
unregulated prices under bilateral contracts. For generation units included in the 2007 forecast capacity balance, pricing 
bids must not exceed the tariffs established by the FTS. For generation units that were not included in the 2007 forecast 
(so-called "new" generation), the bid price must not exceed the economically reasonable level calculated by the Market 
Council, a non-commercial partnership of electricity industry participants. 

In August 2010, the Market Council adopted a new version of Rules for holding KOM on wholesale capacity 
market for supply periods in 2011.  

Pursuant to Resolution 89 "On specific issues of organization of long-term capacity outtake on wholesale electric 
power (capacity) market" dated 24 February 2010 ("Resolution 89") and the new KOM rules, starting from 1 January 
2011 a power plant is allowed to sell through KOM all of its capacity volume, not exceeding its available capacity, 
minus the required share of capacity supplied to residential consumers at regulated prices. 

Long-term capacity market ("LTCM") 

LTCM rules are established under Resolution 89 and in Resolution 238 "On establishing pricing parameters for 
capacity trading at wholesale electricity (capacity) market during the transition period" dated 13 April 2010. 
Introduction of LTCM rules progresses the development of a competitive market by establishing long-term competitive 
capacity off-take for the supply period starting from 2012. 

Capacity under LTCM rules is divided into the following key groups: capacity constructed under the mandatory 
capacity supply contracts ("DPMs"), capacity sold through the competitive selection process and system required 
capacity not selected through competitive selection process (i.e., market capacity). 

Long-term competitive capacity selection is conducted by the System Operator for free power transferring zones 
("ZSPs"). ZSPs are formed so that there are no controlled transmission cross-sections within each ZSP and that the 
impact of transmission limitations of such cross-sections for transferring power would be negligible within each ZSP. 

Competitive selection results in the determination of the capacity volume to be supplied for four years from of the 
selection process. Capacity is selected in the amount sufficient to cover forecasted consumption, including the required 
level of capacity reserves and technical parameters to provide stable operation of the electricity system. The competitive 
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selection process determines the volumes and prices for the supplied capacity in each ZSP. Furthermore, the System 
Operator carries out an annual review of selected capacity in order to establish, and if necessary, adjust capacity 
volumes which are later paid for by the wholesale market consumers through adjusted KOMs. 

Market capacity 

For those ZSPs where the FAS did not establish price caps, LTCM rules provide for a margin pricing mechanism 
pursuant to which price is determined based on the bids, with the exclusion of 15 per cent. (for the first pricing zone) or 
of 10 per cent. (for the second pricing zone) of the bids with the highest prices. Thus, the 15 per cent. (or 10 per cent.) 
of producers that quoted the highest prices in their bids will receive, if their bids are selected, the lower of the two 
prices: the bid price and the regulated tariff. At the same time, the electricity supplied using this capacity will be sold at 
market prices. 

For those ZSP, where the FAS introduced price-caps, bids are not excluded from selection, but the competitive price 
cannot exceed the established limit. LTCM rules have already specified the upper price limit for capacity to be selected 
in 2011. The upper limit price is calculated as the maximum price (established for each pricing zone), multiplied by 
1.05 reflecting internal consumption. The maximum price for the first pricing zone is 112.5 thousand roubles per 
megawatt a month and the maximum price for the second pricing zone is 120.35 thousand roubles per megawatt a 
month. Starting from 2012, the maximum capacity price will be set on an individual basis. 

DPM 

LTCM rules prescribe an individual procedure for pricing capacity constructed under DPMs depending on the type 
of construction, capacity, fuel inputs, pricing zone and other specific features of each project. DPMs, signed by 
generating companies, establish specific capacity volume per each project constructed under these contracts. Generation 
companies can rely on guaranteed payments for capacity for the entire ten-year contract term. 

DPM-specific prices are calculated based on a 15-year payback period based on a 15 per cent. weighted average 
cost of capital ("WACC") (14 per cent. for companies which issued additional shares after 2007 to raise funds for their 
investment programmes). The calculation also includes a 10 per cent. terminal value for the first pricing zone and 5 per 
cent. of terminal value for the second pricing zone with approved levels of capital expenditure and operating expenses. 
For the last four years of the ten-year contract, in addition to the price stated in DPM, a generating company will 
receive the difference between the capacity price, established through LTCM selection for the respective year and 
discounted by the DPM-defined WACC rate, and the contract price set in the LTCM contract. 

Electricity and Capacity Retail Market 

According to the retail market rules, consumers have the option to select their electricity supplier. However, not all 
retail electricity suppliers are obligated to enter into contracts with end customers; rather only guaranteeing suppliers 
are bound by this obligation. Guaranteeing suppliers are the key players on the retail electricity market. They purchase 
electricity on the wholesale market and resell it to retail customers at wholesale prices plus supplier costs. Guaranteeing 
suppliers are required to enter into contracts with all retail customers located within the territory in which the 
guaranteeing supplier operates. In each region such territories are established by local authorities on the basis of 
territorial service areas of guaranteeing suppliers. Guaranteeing suppliers must sell electricity in the same pricing 
category (regulated or market) as that in which the electricity was purchased.  Therefore, electricity purchased at 
regulated prices may only be sold at regulated prices. 

Retail market rules establish a pricing system for retail electricity market. Tariffs for each region are established by 
the relevant regional tariff agencies considering the minimum and maximum levels determined by the FTS. 
Guaranteeing suppliers and suppliers of electricity to residential consumers must supply a part of the electricity at 
regulated prices, while the remaining portion may be supplied at market prices not exceeding the established maximum 
limits of unregulated prices. Retail electricity prices are calculated based on a weighted average price for electricity on 
the wholesale market in the previous month as published by the Market Council. The retail price for electricity includes 
transmission and distribution tariffs, commercial operator services fees and retail supplier costs. Other retail electricity 
suppliers sell electricity and capacity at market prices. 

Regulators and market infrastructure 

System Operator  

The System Operator provides operational dispatch control services in the UES of Russia and is wholly-owned by 
the Russian government. The key function of the System Operator is to monitor the operation of the system with respect 
to compliance with technological parameters. In order to perform this function, the System Operator is authorised to 
issue mandatory instructions and directives to electricity generation and electricity grid companies and load-controlled 
electric power consumers. The System Operator also controls the priority of overhauls of generation and grid capacities 
as well as the implementation of investment programmes by generation companies. 

The System Operator provides operational support to the wholesale electricity and capacity markets including 
updating the calculation model used to estimate trading volumes and prices on the wholesale electricity market, 
carrying out competitive capacity selection and supporting the functioning of the balancing market by trading the 
differences between the planned volumes of production and consumption of electricity. 
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Market Council  

The Non-commercial Partnership "Market Council" is the market arbiter of the wholesale electricity and capacity 
markets. The Market Council, among other things, administers the register of wholesale market participants and 
monitors the System Operator's compliance with the wholesale market rules. 

The Board of the Market Council consists of eight representatives, authorised by the Russian government and 
appointed from amongst Members of the Federation Council of the Federal Assembly of the Russian Federation, 
deputies of the State Duma of the Federal Assembly of the Russian Federation, representatives of federal executive 
bodies and electric power sector experts (Chamber of Representatives of State Authorities); four representatives of 
electricity and capacity suppliers (Chamber of Sellers), four representatives of electricity and capacity consumers 
(Chamber of Buyers) and four representatives of infrastructure organizations. Each of the above mentioned Chambers 
has the right to veto a resolution of the Board; members of the Board, representing the System Operator, the 
organization managing the UNEG and commercial operator also have the veto right. Veto may be overridden on the 
second ballot by two thirds of the Members of the Supervisory Board of the Partnership present at the meeting. 

Trade System Administrator 

Starting from 1 April 2008, wholesale market trading organizational activities, related to initiation and execution of 
trades on the wholesale market, are performed by a commercial operator. OJSC ATS was authorised to perform the 
functions of wholesale market commercial operator. 

CJSC "Center for Financial Settlements" (the "Center for Financial Settlements") provides a comprehensive 
service for settling claims and liabilities of participants of the wholesale electricity and capacity market and Federal 
Grid. The Center for Financial Settlements operates as a universal trading party on the wholesale market and enters into 
contracts on the wholesale electricity and capacity market under its own name to ensure that the wholesale electricity 
and capacity trading is undertaken in accordance with standard forms and preliminary conditions set forth in the 
connection agreement for the wholesale market trading system. All shares in the Center for Financial Settlements are 
held by the Market Council and OJSC ATS. 

Transmission and distribution of electricity 

Electricity is transmitted through the UNEG and regional distribution grids. The UNEG consists of electricity grids 
and related grid infrastructure and equipment whose purpose is to ensure a stable supply of electricity to consumers and 
integrated operation of the Russian and foreign energy systems. Functional characteristics of the grids included in the 
UNEG are approved by the Russian government. 

Electricity transmission 

The UNEG (i.e., electricity transmission lines with voltage of 220 kV and above and related electricity grid 
infrastructure and equipment) are managed by Federal Grid. Federal Grid owns, manages or operates electricity 
transmission grids in 73 regions of the Russian Federation with a total area of 13.6 million square kilometres. As of 31 
December 2010, the company operates approximately 122 thousand kilometres of transmission lines and nearly 800 
substations with the total installed capacity of over approximately 313,496 MVA with a voltage ranging from 35 to 
1,150 kV. 

A small portion of Russia's electricity transmission grids is owned by independent vertically-integrated regional 
power companies that were not part of the electricity industry restructuring. 

Electricity distribution 

Distribution of electricity via regional distribution grids (comprised of medium and low-voltage electricity grids that 
are not part of the UNEG) is managed by regional grid companies. Approximately 70 per cent. of all power distribution 
assets in Russia are owned and operated by MRSKs, controlled by state-owned JSC "MRSK Holding" formed as a 
result of RAO UES restructuring. According to JSC "MRSK Holding", MRSKs operate in 69 regions of the Russia 
Federation covering approximately 45 per cent. of its territory and 87 per cent. of its population. 

Power distribution contracts are public, and, therefore, a grid company can avoid entering into such agreements only 
in a limited number of cases. Federal Grid and regional distribution companies provide services at regulated tariffs. 

Retail electricity supply 

Russian retail customers purchase electricity from retail companies, spun-off from AO-energos as well as from 
independent retail companies (including Rusenergosbyt, Transnefteservis and Marem). The majority of the former AO-
energo retail companies were designated as guaranteeing suppliers. 

Regulations and Pricing in Electricity Transmission and Distribution Sector 

Former tariff system 

Until recently, electric power transmission and distribution tariffs were determined on the "Costs Plus" basis. 
However, this system did not provide companies with any incentives for improvement of the operational efficiency and 
for asset development. Therefore, investments in transmission and distribution assets in the post-Soviet era were 
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limited. As a result, the whole power transmission and distribution sector now requires a significant amount of 
investments in order to maintain reliability of power supply and meet growing demand for electric power. 

Introduction of RAB regulation 

Due to the high depreciation of the grid assets and the need for significant investments, the Russian government 
decided to replace the old tariff system with RAB-based regulation in the power transmission and distribution sector. 
Unlike the existing "Costs Plus" methodology, RAB-based regulation provides the companies with a guaranteed 
payback and an adequate return on their investments, and supports investment in the construction of new grid 
infrastructure. The level of such return on investments is established by a state regulatory body through inclusion of the 
relevant profitability component into the tariff. According to this methodology, tariffs are established for a period of 
three to five years (unlike "Costs Plus" tariff, which is established for one year) stimulating companies to improve their 
operational efficiency and to invest into modernization and development of their assets. 

On 1 January 2010, Federal Grid switched to the RAB-based tariff system. MRSKs are currently in the process of 
transitioning to RAB. Introduction of the RAB tariff system is a positive development that can significantly improve 
profitability and investment attractiveness of grid companies. There are three key differences between the "Costs Plus" 
system and RAB systems: 

• Operational costs, which according to the old system were subject to annual revisions, will now be fixed for the 
whole period of regulation (initially from three to five years, and five years thereafter), thus stimulating 
companies to reduce operational costs; 

• Under RAB methodology, the return on capital expenditures (level of profitability) made by the company is 
guaranteed at pre-determined rates established for the long-term regulatory period. This approach differs 
significantly from the "Costs Plus" tariff system where returns on capital are not provided for and the 
company's capital expenditures are only compensated through depreciation on capital expenditures (accounting 
measure), compensation for interest payments and a profit rate established annually by the regulator; and 

• EBITDA and other financial indicators are more transparent and predictable under RAB as compared to the 
unpredictable annual tariff revisions under "Costs Plus". 

RAB method determines the required gross revenue, used as the basis for setting tariffs, via the following formula: 

Required gross revenue of year (i) = Expenses of year (i) + (Initial base of invested capital at the beginning of the 
year (i) multiplied by the rate of return on the initial capital) + (Initial base of invested capital at the beginning of 
a period divided by the payback period of the initial capital) + (New investments multiplied by the rate of return 
on the new capital) + Returned capital of the new investments of year (i) + (Net working capital of year (i) 
multiplied by the rate of return on the new capital) + Adjustments of year (i-2), where:   

(1) Expenses include operating expenses, lease of property used for regulated operations and cost of services provided 
by companies engaged in regulated activities. Operating costs are indexed in accordance with the prescribed 
methodology guidelines and the forecasted parameters of social and economic development of Russia. Operating costs 
are subject to mandatory reductions in accordance with the efficiency index that ranges from 1.0 to 2.5 per cent. 

(2) Economic gains from the optimisation of operating expenses achieved in each year of the long-term regulatory 
period are included in the required gross revenue for the regulatory period. Required gross revenue for the next long-
term regulatory period takes into account the achieved cost savings, adjusted by operating cost index and exclusion of 
unsubstantiated costs. 

(3) Initial base of invested capital at the beginning of the year (i) = initial base of invested capital at the beginning of 
long-term regulatory period – cumulated returned capital of the initial base of invested capital from the beginning of 
long-term regulatory period. 

(4) The initial base of invested capital is set by the regulator and recalculated for the beginning of each regulatory 
long-term period. 

(5) New investments = cumulated investments from the beginning of the long-term regulatory period – cumulated 
returned capital of the new investments. 

(6) Returned capital of the new investments of year (i) = the sum of investments made from the beginning of the long-
term regulatory period divided by the payback period of the new investments. 

(7) The payback periods for the invested capital (both initial base of invested capital and new investments) is 
established by the regulator in accordance with the rules for determination and accounting of asset values and value of 
invested capital, and reflects the period during which invested capital is fully repaid to the investor. 

(8) If the net working capital accounts for more than 8 per cent. of the total annual revenue for the prior year, 8 per 
cent. of total annual revenue for prior year is used instead of net working capital. If net working capital is less than 4 
per cent. of total annual revenue for the prior year, 4 per cent. of total annual revenue for the prior year is used instead 
of net working capital. 
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(9) During the long-term regulatory period, annual adjustments are made based on the results of the prior periods in 
accordance with prescribed methodology guidelines, including based on changes in the amount of services provided, 
deviations of the actual price indices and expenses from the forecasted levels, changes in legislation, changes in asset 
structure, investment program adjustments, changes in return on long-term debt of the Russian Federation and 
deviations of the levels of reliability and quality of services provided from the pre-determined level. 

The initial value of invested capital is determined in accordance with the rules for determining asset value and based 
on independent valuation of the assets.  

The initial value of invested capital reflects the cost of capital used for capital expenditures and is a key parameter in 
the calculation of tariffs under the RAB. The depreciated replacement costs method (DRC) is employed in determining 
the value of the assets. The initial return on invested capital (iRAB) is determined through an independent appraisal 
conducted in accordance with value determination rules and accounting of invested capital. The asset value reflects the 
total replacement costs of assets existing on the date of introduction of RAB regulation, including depreciation (external 
depreciation (inefficiency) calculated via expert method). The value of assets not used in regulated activities and 
investments made using funds earned from technological connection fees are not taken into account in calculating the 
asset value. 

The diagram below illustrates the calculation of asset value: 

 

Asset
Replacement
costs

Inefficiency

DRC

Depreciation

Initial capital base

 
To calculate RAB value for the subsequent periods, new investments made in the previous year are added to initial 

RAB value, taking into account the rate of return, whereas the standard annual rate of return is subtracted from the RAB 
value. The investment component made using the technological connection fees is subtracted from the RAB value. The 
following formula summarises the foregoing: 

RAByear1 = Initial RAByear(i-1) + Investments year(i-1) – Returned Capital of RAByear(i-1) – Connection charge year(i-1) 

RAB accounting is performed separately from financial and tax accounting. 

Rates of return on invested capital are established by the FTS, with input from the Ministry for Economic 
Development, for the entire regulatory period and are not subject to annual adjustments. The rates of return are 
established on nominal after-tax terms and may differ between regions for MRSKs. Regional regulators may increase 
the rate of return by a regional ratio. 

It is contemplated that in the future the rates of return for initial invested capital and new investments will be 
equivalent and the required gross revenue will be calculated based on RAB value for each respective year. 

Federal Grid's transition to RAB regulation 

In December 2009, the FTS approved the rates of return on invested capital and RAB tariffs for Federal Grid for the 
2010-2012 period. The initial RAB value was set at RUB 647.6 billion. Return on initial capital was set at 3.9, 5.2 and 
6.5 per cent. for 2010, 2011 and 2012, respectively. Return on new capital is set at 11 per cent. for 2010-2012. In 
August 2010, the FTS approved a 7.8 and 9.1 per cent. return on initial capital for 2013 and 2014 respectively, and a 10 
per cent. return on new capital for the same two years. See "Business – Customers and Tariffs" for additional details. 

MRSK's transition to RAB regulation 

Starting from 1 January 2010, nine regional distribution companies and starting from 1 November 2010, two 
additional regional distribution companies transitioned from the "Costs Plus" system to RAB. For regional distribution 
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companies that transitioned to RAB in 2010, the return on initial capital was set at 6, 9 and 12 per cent. for the first 
three years of the regulatory period and the return on new capital was set at 12 per cent. for each of the first three years. 
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BUSINESS 

Overview 

We own, operate or manage the UNEG, totalling 121,653 kilometres of electricity transmission lines as at 31 
December 2010. We believe we are the largest publicly traded electricity transmission company in the world by length 
of transmission lines and transformer capacity of 220kV or above and the largest Russian utility company by market 
capitalisation. We act as the natural monopoly operator for the UNEG. Our principal operating activities consist of 
providing electricity transmission services, providing connection to the electricity grid to participants in the wholesale 
energy market, maintaining the electricity grid system, technical supervision of grid facilities and investment activities 
in the development of the UNEG. We operate electricity grid equipment in 73 regions of Russia, covering an area of 
approximately 13.6 million square kilometres and with a total capacity of 313,496 MVA as at 31 December 2010. Our 
main customers are distribution grid companies, certain large commercial end customers and retail electricity supply 
companies.     

Federal Grid, the parent company of the Group, was established as an open joint-stock company in June 2002 for 
the purpose of operating and managing the electricity transmission grid infrastructure of the UNEG in the course of the 
restructuring of the Russian electricity industry. Federal Grid conducts its activities through 51 branches and sub-
branches, including eight regional transmission grid branches that operate 43 local transmission grid sub-branches.  

The tariffs we are permitted to charge for the transmission of electricity through our electricity grid system are 
established by the FTS pursuant to applicable tariff regulations. See "Electricity Industry in the Russian Federation – 
Regulations and Pricing in Electricity Transmission and Distribution Sector". As of 1 January 2010, we transitioned 
from a "Costs Plus" tariff system to the RAB. Under the "Costs Plus" tariff system, the electricity transmission tariffs 
were established for a period of one year and covered costs incurred by us such as operating expenses, fixed assets 
depreciation and financial expenses plus a certain net profit which was to be reserved for reinvestment into operations 
and for payment of dividends. In recent years, this tariff-setting method has not encouraged cost efficiency, nor has it 
supported the implementation of extensive investment projects due to the lack of certainty regarding the expected return 
on invested capital. Under RAB, the tariffs we are permitted to charge are established for a period of five years and are 
based on a guaranteed return on capital applicable to initial and new investments, which is intended to stimulate 
additional capital expenditures into the UNEG. Return on initial capital is set at 3.9, 5.2 and 6.5 per cent. for 2010, 2011 
and 2012, respectively. Return on new capital is set at 11 per cent. for 2010-2012. In August 2010, the FTS approved a 
7.8 and 9.1 per cent. return on initial capital for 2013 and 2014 respectively, and a 10 per cent. return on new capital for 
the same two years. As a result of the transition to RAB, our 2010 tariffs increased by 51.1 per cent. as compared to 
2009 and our 2011 tariffs increased by 32.9 per cent. as compared to 2010. 

We are implementing a government-approved investment programme for the period of 2010-2014 the primary 
objectives of which are technological renovation and modernisation of the UNEG infrastructure, improvements to our 
capability to add new generation units and customers to the grid and increasing the length of transmission lines and grid 
capacity. Under this investment programme, we intend to invest approximately RUB 952.4 billion between 2010 and 
2014. It is currently intended that the principal sources of funding of the investment programme will be our own funds, 
proceeds from capital raising activities and borrowings, revenue from technical connection fees and funds provided by 
the Russian government.  

For the years ended 31 December 2009, 2008 and 2007, we transmitted approximately 466,290 million, 488,663 
million and 475,391 million kWh of electricity (including transmission loss), respectively, and for the six months ended 
30 June 2010 and 2009, we transmitted approximately 239,150 million and 228,999 million kWh of electricity 
(including transmission loss), respectively. For the years ended 31 December 2009, 2008 and 2007, our transmission 
losses amounted to approximately 22,121 million, 21,866 million and 21,401 million kWh of electricity, respectively, 
and for the six months ended 30 June 2010 and 2009, our transmission losses amounted to approximately 11,295 
million and 10,877 million kWh of electricity, respectively.    

For the years ended 31 December 2009, 2008 and 2007, our revenue amounted to RUB 87,580 million, RUB 69,251 
million and RUB 61,087 million, respectively, and for the six months ended 30 June 2010 and 2009, our revenue 
amounted to RUB 56,565 million and RUB 42,247 million, respectively. For the years ended 31 December 2009, 2008 
and 2007, we had a loss for the period of RUB 61,445 million and RUB 23,837 million, and a profit for the period of 
RUB 1,612 million, respectively, and for the six months ended 30 June 2010 and 2009, we had a profit for the period of 
RUB 12,636 million and RUB 7,940 million, respectively. For the six months ended 30 June 2010 and 2009 our total 
comprehensive income amounted to RUB 17,838 million and RUB 20,521 million, respectively. For the year ended 31 
December 2009 our total comprehensive income amounted to RUB 209,485 million. For the year ended 31 December 
2008 our total comprehensive loss amounted to RUB 20,799 million. For the years ended 31 December 2009, 2008 and 
2007, we had Adjusted EBITDA of RUB 42,431 million, RUB 33,813 million and RUB 22,683 million, respectively, 
and for the six months ended 30 June 2010 and 2009, we had Adjusted EBITDA of RUB 31,949 million and 
RUB 21,635 million, respectively. See "Selected Financial and Operating Information" for reconciliation of Adjusted 
EBITDA to profit. 
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Key Strengths 

Large Scale of Operations and Stable Demand 

As a natural monopoly operating in 73 regions of the Russian Federation, we are a critical part of the infrastructure 
of the Russian economy and are the backbone of the national electricity sector. The total length of our electricity 
transmission lines exceeds 120,000 kilometres and our transformer capacity exceeds 300,000 MVA. We believe that we 
are the largest publicly traded electricity transmission company in the world by length of transmission lines and 
transformer capacity of 220kV or above. 

Stable demand for our services in the world's fourth largest country in terms of electricity production and 
consumption (957 billion and 943 billion kWh in 2009, respectively, according to the System Operator) underpins our 
long-term prospects, whereas our role as the backbone of the country's energy infrastructure reinforces our exclusive 
status. 

Reliable performance of the UNEG depends on reliable operation of its infrastructure. Electricity transmission grids 
constitute one of the key elements of the UNEG infrastructure, with us acting as the sole operator of the UNEG focused 
on preserving and enhancing the functional reliability of UNEG as well as ensuring unified technological management 
and implementation of the government's policy and goals with respect to the Russian electricity industry. 

State Support 

Playing a fundamental role in the infrastructure of the Russian electricity sector, we receive significant support from 
the Russian government. Most of the official long-term social and economic development plans and forecasts released 
by the Russian government and its agencies presume the robust and continuous growth of the UNEG, with the state 
taking all required measures to ensure sustainable growth. For example, our total 2009 revenue increased by 26.5 per 
cent. primarily as a result of an increase in average electricity transmission tariffs by 21 per cent. See "Management's 
Discussion and Analysis of Financial Condition and Results of Operations – Year Ended 31 December 2009 Compared 
to Year Ended 31 December 2008" for additional information. 

From 2008 through 2010, RUB 51,641 million was allocated from the federal budget to finance our investment 
programme. For the period from 2008 to the first half of 2010, we also used funds in the amount of RUB 114,269 
million, which we received in the course of the reorganisation of RAO UES, to finance our investment programme. 

Transition to RAB tariff regulation, implemented in 2010, provides us with a stable cash flow and a secure financing 
source for the entire regulatory period of the investment programme. As a result of the transition to RAB, our 2010 
tariffs increased by 51.1 per cent. as compared to 2009. 

As the controlling shareholder holding 79.48 of our shares, the Russian government actively participates in our 
operations both through the Board of Directors, chaired by Mr. Sergei Shmatko, the Minister of Energy of the Russian 
Federation, and at the level of various departments and regulatory bodies coordinating the development programmes 
and the electricity sector regulatory framework. 

Advanced Tariff Regulation System 

Our electricity transmission tariffs are calculated using a RAB framework which is based on the principles of long-
term tariff regulation employing the method of economically sound return on invested capital. RAB-based regulation 
enhances operational efficiency, improves financial transparency and ensures fair and predictable returns on invested 
capital. See " – Customers and Tariffs" for information on the RAB formula. 

Reliability and Control 

The reliability of the UNEG is maintained by the collective efforts of our dedicated management and personnel. The 
maintenance policy of Federal Grid is designed to maintain ample and continuous supply of electricity throughout the 
UNEG at all times. Our multi-level internal technical control system provides for a set of organisational, technical, 
informational, methodological, regulatory and preventive measures for our branches and the UNEG facilities. These 
measures are designed to enhance the reliability of our equipment and facilities, improve professional qualification of 
our personnel, reduce the frequency of industrial accidents and prevent fires and injuries. 

Established Development Programme 

Our 2010-2014 investment programme approved by the Russian government on 12 November 2010 gives priority to 
the following projects: (i) development of the UNEG to enhance its reliability; (ii) implementation of agreements with 
the regional authorities to ensure stable electricity supply to customers; (iii) connection of power generating units to the 
UNEG; (iv) renovation of our electricity grid assets; and (v) development and implementation of technologies and 
infrastructure to maintain and enhance a competitive market for electricity and capacity in the Russian Federation. 
Under the investment programme, we intend to invest up to RUB 952.4 billion between 2010 and 2014. The 
implementation of this large-scale investment programme is expected to stimulate a robust expansion of our business 
and asset base. For additional detail on our investment programme, see " – Investment Programme". 
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Key Strategies 

Reliability and Efficiency 

Our strategy is to maintain and further strengthen our exclusive position as a reliable and stable supplier of 
electricity transmission and technological connection services in the Russian Federation, providing an uninterrupted 
supply of electricity throughout the UNEG. 

We plan to enhance the reliability of our services through modernisation, introduction of innovative methods and 
technologies and optimisation of our operations. These measures are equally aimed at improving operational efficiency 
through optimisation of operating and electricity grid management regimes, introduction of energy-efficient equipment 
and, consequently, reduction of energy losses in the grid, as well as through the introduction and improvement of 
internal control and information systems. 

Development and Innovations 

We are focused on expanding and improving the technical characteristics of electricity grids and infrastructure 
facilities in order to meet the growing demand for electricity transmission services. Our five-year investment 
programme is focused on the modernisation of existing facilities and the improvement of the electricity transmission 
grid to satisfy the requirements of the modern energy sector. 

We continuously seek to use innovative approaches and modern technological solutions in the management of our 
electricity transmission grid. In this respect, one of our key initiatives is the development and implementation of the 
"intelligent electricity grid" which envisions a systematic transformation and modernisation of the entire electricity 
supply network of the Russian Federation to enable effective control and management of the electricity supply network 
and to introduce transparency into the system. The final implementation of the "intelligent electricity grid" is expected 
to substantially enhance reliability of the UNEG and improve its efficiency, achieving up to a 3.6 per cent. reduction in 
electricity transmission loss. See " – Research and Development" for more details. 

Safety 

The life and health of our personnel as well as industrial and environmental safety of our facilities are key priorities 
for us. Since the beginning of 2007, we have not experienced any industrial accidents that resulted in a loss of life. See " 
– Health and Safety". We are constantly enhancing the level of industrial and consumer safety, introducing new 
environmental protection technologies and carefully managing related risks. We work in close collaboration with the 
Russian regulatory authorities in order to meet and exceed the applicable safety standards. 

Corporate Governance and Personnel 

We adhere to corporate governance principles based on the Russian Corporate Governance Code and corporate 
governance requirements applicable to Russian public companies. See "Management – Corporate Governance".  
Adherence to these corporate governance standards and investments in the development of our human capital allow us 
to maximise our contribution of the shareholders and employees of the company contributing to our overall success. 

Shareholder Value 

The management of Federal Grid is focused on increasing shareholder value through effective operation in 
accordance with the RAB tariff system, reduction of operating expenses, optimisation of the capital structure, 
implementation of a sensible financing strategy, adherence to strict financial discipline benchmarks and development of 
a dividend policy in line with best market practices. See "Dividend Policy" for additional details. 

Our History and Development 

Federal Grid was established in the course of the restructuring of the Russian electricity industry which was 
intended to improve the economic efficiency of the Russian energy system and enable it to fund further development by 
attracting external capital. Before the restructuring that was launched in 2001, RAO UES, a natural monopoly and a 
state-owned electricity holding company was responsible for the generation, transmission, distribution and supply of 
electricity as well as related repair and dispatching operations in Russia. One of the principal goals of the Russian 
electricity industry restructuring was to separate competitive businesses such as generation and supply from natural 
monopoly businesses such as transmission, distribution and dispatching. 

The restructuring has led to creation of separate businesses for generation, transmission, distribution and supply of 
electricity to customers. A major step in the restructuring was the reorganisation of the vertically integrated power 
companies, i.e. AO-Energos, which were former subsidiaries of RAO UES. In the course of the restructuring, the 
generation plants of the AO-Energos were consolidated into OGKs and TGKs, all electricity transmission grid 
companies were transferred to the control of Federal Grid, medium- and low-voltage distribution grids were 
consolidated into MRSKs and the functions and assets of regional dispatch administrations were transferred to the 
System Operator, a state-owned company. See "Electricity Industry in the Russian Federation – Industry 
Restructuring". 

Under the Russian electricity industry restructuring, all electricity transmission grid assets operated by RAO UES 
were to be consolidated and operated as an integrated system by Federal Grid. For that purpose, in June 2002, Federal 
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Grid was established as a wholly-owned subsidiary of RAO UES. In the course of the establishment of Federal Grid, 
RAO UES contributed cash in the amount of RUB 2.9 billion and electricity transmission grid assets of 330kV, 500kV 
and 750kV valued in the amount of RUB 118.7 billion to Federal Grid in exchange for 100 per cent. of the then issued 
shares of Federal Grid. 

In February 2005, in order to consolidate electricity transmission grid assets as required by Russian law, 56 regional 
electricity transmission grid companies ("MSKs") were formed by means of a spin-off from the AO-Energos. RAO 
UES, along with other shareholders of the AO-Energos, received pro rata shareholdings in the electricity transmission 
grid companies which were equal to their respective shareholdings in the AO-Energos. Federal Grid at that time had 
managed and operated the electricity transmission grids owned by the MSKs through lease agreements.  

In May 2007, Federal Grid completed its first issue of additional shares whereby RAO UES contributed, through a 
capital increase, its shareholdings in 42 of the 56 MSKs and cash in the amount of RUB 5.3 billion, and the Russian 
Federation contributed cash in the amount of RUB 22.5 billion in exchange for shares in Federal Grid. Upon 
completion of the first issue of additional shares, the shareholding of RAO UES in Federal Grid decreased to 87.56 per 
cent. and the shareholding of the Russian Federation in Federal Grid increased to 12.44 per cent. 

In April 2008, Federal Grid completed its second issue of additional shares with a nominal value of RUB 57.5 
billion. RAO UES, through a capital increase, contributed its shareholdings in eight electricity transmission grid 
companies as well as JSC "Power Industry Research and Development Centre" (a 100 per cent. subsidiary of RAO UES 
engaged in research activities in the electricity industry), JSC United Energy System GruzRosenergo (a 50 per cent. 
joint venture between RAO UES and the government of Georgia owning and operating electricity grid assets in 
Georgia) valued in the amount of RUB 9.3 billion and cash in the amount of RUB 39.7 billion to Federal Grid in 
exchange for shares in Federal Grid. In addition, the Russian Federation directly contributed cash in the amount of 
RUB 18.8 billion. Upon completion of these transactions, the shareholding of the Russian Federation in Federal Grid 
increased to 17 per cent. 

In July 2008, the final stage of the reorganisation of RAO UES was completed. As a result, the following entities 
were established by spin-off from RAO UES: 

• JSC State Holding, which owned (i) a 52.86 per cent. of RAO UES's shareholding in Federal Grid and MSKs 
held at that time by RAO UES, (ii) a portion of RAO UES's shareholdings in OGKs and TGKs (other than 
HydroOGK), and (iii) a certain number of ordinary shares in the System Operator; and 

• JSC Minority Holding of FGC UES, which owned a portion of RAO UES's shareholding in FGC UES and in 
those MSKs held at that time by Federal Grid that corresponded to the equity interest that the minority 
shareholders of RAO UES held in RAO UES prior to the creation of JSC Minority Holding of FGC UES. 

Following completion of the transfer of assets by RAO UES, the following entities were merged into Federal Grid: 

• JSC State Holding; 

• JSC Minority Holding of FGC UES; 

• the 54 MSKs; 

• seven inter-regional electricity transmission grid companies ("MMSKs"). MMSKs were established in the 
course of the initial electricity industry restructuring plan which envisaged the creation of these companies into 
which MSKs were to be merged. This plan was modified, however, and the target structure of these MMSKs 
was not completed. Pursuant to the final stage of the reorganisation, these companies (most of which are 
effectively empty) were merged, together with MSKs, into Federal Grid; and 

• RAO UES. 

JSC State Holding was merged with and into Federal Grid by way of conversion of all of the shares in JSC State 
Holding into 771,743,118,296 newly issued shares of Federal Grid. Shares of JSC Minority Holding of FGC UES, 54 
MSKs, seven MMSKs and RAO UES were converted into treasury shares of Federal Grid that it received from RAO 
UES as a result of the restructuring. 

Upon completion of the merger, JSC State Holding, JSC Minority Holding of FGC UES, 54 MSKs, seven MMSKs 
and RAO UES ceased to exist. The two remaining MSKs that own the Tomsk and Kuban electricity transmission grids 
were not merged into Federal Grid and remained subsidiaries of Federal Grid. Under Russian law, the Russian 
Federation must own at least 75 per cent. plus one share in Federal Grid. This was achieved by the Russian government 
decreasing its shareholdings in generation companies and increasing its shareholdings in Federal Grid.  

In February 2008, Federal Grid established unlisted Rule 144A and Regulation S GDR programmes in respect of its 
shares, with one GDR under each programme representing 500 Shares in Federal Grid. In connection with the listing of 
the GDRs and this Prospectus, the GDR programmes were amended and will be listed. For further details on the terms 
of the GDR programmes, see "Terms and Conditions of the GDRs" and "Summary of Provisions relating to the GDRs 
while in Master Form".  

In July 2008, Federal Grid's shares were listed on the RTS and MICEX Russian Stock Exchanges. 
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In January 2010, Federal Grid completed an additional issue of Shares whereby the Russian Federation purchased 
additional 80,026,747,481 shares for a total consideration of RUB 40.2 billion. Upon completion of the issue, the 
shareholding of the Russian Federation in Federal Grid increased to 79.11 per cent.  

On 4 February 2011, Federal Grid completed an additional share issuance whereby the Russian Federation 
purchased additional 22,378,500,000 shares for a total consideration of RUB 11.2 billion. As a result of this issue, the 
shareholding of the Russian Federation increased to 79.48 per cent. In accordance with the federal budget and 
investment agreements between the Russian Federation and Federal Grid, the funds raised are to be used for the 
modernisation of the electricity transmission assets of Federal Grid as well as for specific projects of federal importance 
such as the expansion of total transmission capacity to ensure ample and reliable electricity supply for the 2014 Winter 
Olympic Games in Sochi.   

On 27 November 2010, the Russian government announced that is has approved a privatisation programme for 
2011-2013 expected to raise up to RUB 1 trillion from the sale of shares in certain government-owned companies.  As 
part of this privatisation programme, the Russian government announced that it plans to sell 4.11 per cent. minus one 
share in Federal Grid to bring its ownership in Federal Grid to the minimum required by law, i.e. 75 per cent. plus one 
share.  The exact timing and manner of such sale have not been disclosed by the Russian government. 

Operational Structure 

Federal Grid's operational structure includes both branches and subsidiaries. Due to the expansive electricity 
transmission grid which covers the substantial majority of the Russian Federation's land mass, Federal Grid conducts its 
principal activities through its branches which are organised by geographic regions. Federal Grid' subsidiaries provide 
specialised services to the Group.  

The chart below shows the operational structure of the Group as at the date hereof.  

1.    All MES are 100 per cent. owned units of Federal Grid.

2.    Ownership stake in principal subsidiaries is as indicated under “– Principal Subsidiaries.”
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Electricity Transmission Grid Branches  

We conduct our activities through 51 branches and sub-branches, including eight regional electricity transmission 
grid branches that operate 43 local electricity transmission grid sub-branches. Under Russian law branches and sub-
branches of Federal Grid are not considered to be separate legal entities. 

Electricity transmission grid branches are directly engaged in the transmission of electricity and the servicing of 
electricity transmission grids. These branches are organised geographically based on the regions where they operate. 

Below is the general description of the electricity transmission grid branches. The corresponding data on 
transmission lines and other grid assets is presented as at 30 June 2010.  
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• Volga Electricity Transmission Grid Branch (MES Volga) 

MES Volga services seven Russian regions, namely the Republic of Mordovia, the Republic of Mariy-El, the 
Chuvash Republic, the Penza region, the Ulyanovsk Region, the Saratov Region and the Samara Region, totalling 
400,000 square kilometres with approximately 14 million residents. MES Volga owns and/or operates 8,775 kilometres 
of electricity transmission lines and 61 substations with a total capacity of 20,784 MVA. MES Volga operates through 
three sub-branches, namely the Nizhne-Volga, Sredne-Volga and Samara sub-branches. MES Volga services 7 per cent. 
of total electricity transmission lines of 220-1,150kV owned and operated by us. 

• East Electricity Transmission Grid Branch (MES East) 

MES East services five Russian regions, namely the Republic of Sakha, the Primorie Territory, the Amur Region, 
the Yevreiskiy Autonomous Region and the Khabarovsk Territory, totalling 2 million square kilometres with 
approximately 5 million residents. MES East owns and/or operates 12,463 kilometres of electricity transmission lines 
and 70 substations with a total capacity of 12,492 MVA. MES East operates through three sub-branches, namely the 
Amursk, Primorsk and Khabarovsk sub-branches. MES East services 7 per cent. of total electricity transmission lines of 
220-1,150kV owned and operated by us. 

• West Siberia Electricity Transmission Grid Branch (MES West Siberia) 

MES West Siberia covers three Russian regions, namely the Tyumen Region, the Khanty-Mansijsk Autonomous 
District and the Yamalo-Nenetsk Autonomous District, totalling 1.4 million square kilometres with approximately 3.2 
million residents. MES West Siberia owns and/or operates 10,984 kilometres of electricity transmission lines and 81 
substations with a total capacity of 31,652 MVA. MES West Siberia operates through four sub-branches, namely 
Vostochny, Tsentralny, Yuzhny and Yamalo-Nenetsk sub-branches. MES West Siberia services 10 per cent. of total 
electricity transmission lines of 220-1,150kV owned and operated by us. 

• North-West Electricity Transmission Grid Branch (MES North-West) 

MES North-West services nine Russian regions, namely the Murmansk Region, the Leningrad Region, Saint-
Petersburg, the Novgorod Region, the Pskov Region, the Smolensk Region, the Bryansk Region, the Kaliningrad 
Region and the Republic of Karelia, totalling 1.4 million square kilometres with approximately 12.5 million residents. 
MES North-West owns and/or operates 13,554 kilometres of electricity transmission lines and 94 substations with a 
total capacity of 36,393 MVA. MES North-West operates through six sub-branches, namely the Bryansk, Vyborg, 
Karelia, Leningrad, Novgorod and Severny sub-branches. MES North-West services 12 per cent. of total electricity 
transmission lines of 220-1,150kV owned and operated by us. 

• Siberia Electricity Transmission Grid Branch (MES Siberia) 

MES Siberia services nine Russian regions, namely the Republic of Buryatia, the Republic of Khakassia, the Altay 
Territory, the Krasnoyarsk Territory, the Kemerovo Region, the Novosibirsk Region, the Omsk Region, the Tomsk 
Region and the Chita region, totalling 5.1 million square kilometres with approximately 20.5 million residents. MES 
Siberia owns and/or operates 21,814 kilometres of electricity transmission lines and 112 substations with a total 
capacity of 40,800 MVA. MES Siberia operates through seven sub-branches, namely the Zabaikalsk, Zapadno-Sibirsk, 
Krasnoyarsk, Kuzbas, Omsk, Tomsk and Khakassia sub-branches. MES Siberia services 16 per cent. of total electricity 
transmission lines of 220-1,150kV owned and operated by us.  

• Ural Electricity Transmission Grid Branch (MES Ural) 

MES Ural services seven Russian regions, namely the Republic of Udmurtia, the Perm Territory, the Chelyabinsk 
Region, the Kurgan Region, the Kirov Region, the Orenburg Region and Sverdlov Region, totalling 1.6 million square 
kilometres with approximately 22 million residents. MES Ural owns and/or operates 14,773 kilometres of electricity 
transmission lines and 104 substations with a total capacity of 42,364 MVA. MES Ural operates through four sub-
branches, namely the Orengburg, Perm, Sverdlovsk and Yuzhno-Uralsk sub-branches. MES Ural also has an 
automotive transport sub-branch which is responsible for providing transport services and equipment to other sub-
branches of MES Ural. MES Ural services 12 per cent. of total electricity transmission lines of 220-1,150kV owned and 
operated by us. 

• Centre Electricity Transmission Grid Branch (MES Centre) 

MES Centre services 20 Russian regions, namely the Astrakhan Region, the Belgorod Region, the Vladimir Region, 
the Volgograd Region, the Vologda Region, the Voronezh Region, the Ivanovo Region, the Kaluga Region, the 
Kostroma Region, the Kursk Region, the Lipetsk Region, Moscow, the Moscow Region, the Nizhniy Novgorod Region, 
the Orel Region, the Ryazan Region, the Tambov Region, the Tver Region, the Tula Region and the Yaroslavl Region, 
totalling 947,000 square kilometres with approximately 44 million residents. MES Centre owns and/or operates 29,722 
kilometres of electricity transmission lines and 210 substations with a total capacity of 101,020 MVA. MES Ural 
operates through four sub-branches, namely the Orengburg, Perm, Sverdlovsk and Yuzhno-Uralsk sub-branches. MES 
Centre operates through nine sub-branches, namely the Valdaisk, Verkhne-Donsk, Volgo-Donsk, Volgo-Oksk, 
Vologodsk, Moscow, Nizhny Novgorod and Prioksk, Chernozem sub-branches. MES Centre also has a specialised 
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production sub-branch "Bely Rast" which is responsible for R&D activities, training of personnel and equipment safety. 
MES Centre services 28 per cent. of total electricity transmission lines of 220-1,150kV owned and operated by us. 

• South Electricity Transmission Grid Branch (MES South) 

MES South services 11 Russian regions, namely the Stavropol Territory, the Krasnodar Territory, the Rostov 
Region, the Republic of Karachayevo-Cherkessk, the Republic of North Osetiya-Alanya, the Republic of Adygeya, the 
Republic of Ingushetiya, the Chechen Republic, Republic of Dagestan and the Republic of Kalmykiya, totalling 431 
thousand square kilometres with approximately 18.6 million residents. MES South owns and/or operates 9,090 
kilometres of electricity transmission lines and 66 substations with a total capacity of 20,455 MVA. MES South 
operates through five sub-branches, namely the Kaspiysk, Kuban, Rostov, Stavropol and Sochi sub-branches. MES 
South services 7 per cent. of total electricity transmission lines of 220-1,150kV owned and operated by us. 

The table below sets out electricity transmission volumes and electricity losses by regional transmission grid branch 
for the six-month period ending 31 December 2010 and 30 June 2010 and the years ending 31 December 2009, 2008 
and 2007. 

 
 Six months ended 31 December 2010 

 
Six months ended 30 June 2010 

  

Branches  
 

Volumes of 
electricity 

transmission 
Electricity losses 

 
Electricity cross 

flow(1) 

Volumes of 
electricity 

transmission 
Electricity losses 

 
Electricity cross 

flow(1) 

(in million kWh) 

MES Volga  15,808 860 158 16, 815 838 122 

MES East  7,056 522 467 6,978 554 516 

MES West Siberia  
33,287 1,506 - 

34,147 1,521 - 

MES North-West 

24,630 1,802 7,450 

22,861 1,797 6,891 

MES Siberia 
38,683 1,441 -2,440 

37,011 1,697 -3,353 

MES Ural 35,068 1,307 1,927 32,779 1,184 3,582 

MES Centre 64,173 2,860 1,640 61,145 2,745 2,805 

MES South 20,397 932 -1,090 19,808 960 -2,959 

Total 239,102 11,230 8,112 231,546 11,295 7,604 

 _____________  
(1) Positive amount represents transmission of electricity from the UNEG to electricity transmission grids located outside of Russian Federation. 

Negative amount represents transmission of electricity from electricity transmission grids located outside of the Russian Federation to the UNEG. 

 
 Year ended 31 December 

 

2009 
 

2008 
 

2007 
 

Branches  
 

Volumes of 
electricity 

transmission 
Electricity 

losses 

Electricity 
cross 
flow(1) 

Volumes of 
electricity 

transmission 
Electricity 

losses 

Electricity 
cross 
flow(1) 

Volumes of 
electricity 

transmission 
Electricity 

losses 

Electricity 
cross 
flow(1) 

(in million kWh) 

MES Volga  34,559 1,690 194 34,558 1,689 229 35,723 1,734 321 

MES East  13,031 1,038 854 13,024 950 - 12,400 954 28 

MES West 
Siberia  68,286 3,157 - 68,432 3,138 - 65,844 2,996 - 

MES North-
West 44,551 3,628 14,848 47,379 3,461 15,388 47,829 3,235 12,095 

MES Siberia 76,154 3,316 -5,578 78,257 3,007 -3,913 76,503 2,795 -4,031 

MES Ural 61,000 2,088 3,965 68,462 2,428 3,804 67,194 2,550 2,233 

MES Centre 116,918 5,224 4,893 122,947 5,247 5,143 121,582 5,422 5,281 

MES South 38,163 1,980 -5,547 38,898 1,945 -3,946 36,969 1,715 -4,582 

Total 452,662 22,121 13,628 471,958 21,866 16,705 464,045 21,401 11,345 

 _____________  
(1) Positive amount represents transmission of electricity from the UNEG to electricity transmission grids located outside of Russian Federation. 
Negative amount represents transmission of electricity from electricity transmission grids located outside of the Russian Federation to the UNEG. 

Principal Subsidiaries   
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The table below sets out Federal Grid's principal subsidiaries as at the date hereof. All our principal subsidiaries are 
incorporated in the Russian Federation. 

 
Principal subsidiaries Business Ownership 

  (in %) 
Transmission companies…………………………..   
JSC "The Tomsk Trunk Grids"……………………. electricity transmission 52 
JSC "Kuban Trunk Grids"…………………………. electricity transmission 49 
OJSC Nurenergo(1) ………………………………… electricity distribution 77 
Other companies   
JSC "Power Industry Research and Development 
Centre"…………………………………………….. research and development 100 
JSC "Energostroisnabkomplekt"(2)………………...  contracting services 100 
JSC "Chief Electric Power Grid Service Company 
of the UNES"(3) ……………………………………  maintenance 100 
JSC "Specialized Electric Power Grid Service 
Company of the UNES"(4)…………………………. maintenance 100 

OJSC CEMS UES(5) ………………………………. 
investment programme 
implementation 100 

JSC "Mobile GTES"……………………………….. generation 100 
LLC "Index Energetiky – FGC UES"(6) …………... asset holding company 100 
JSC "Moscow Telecommunications Center of 
Energy Systems"…………………………………... telecommunication services 100 

 _____________  
(1) OJSC Nurenergo's principal activity is distribution of electricity and heat to end customers, which is a non-core business for us.  

(2) JSC "Energostroisnabkomplekt" organises the supply of goods and services for the Group (including in connection with the implementation of the 
investment programme) and administers tenders with participation of independent sub-contractors as required by Russian law. See "Regulatory 
Environment – Competition Law" for more details on the legal requirements of the tender process. 

(3) JSC "Chief Electric Power Grid Service Company of the UNES" is responsible for management and oversight of maintenance and repair works 
performed with respect to the Group's electricity transmission lines.  

(4) JSC "Specialized Electric Power Grid Service Company of the UNES" is responsible for management and oversight of maintenance and repair 
works performed with respect to the Group's electricity transmission grid facilities. The subsidiary is also responsible for facilities, equipment and 
worker safety.   

(5) OJSC CEMC UES is responsible for investment programmes, construction, reconstruction and technical modernisation projects of the electricity 
transmission grid infrastructure.  

(6) LLC "Index Energetiky – FGC UES" was incorporated in 2008 as part of the Russian electricity industry restructuring. It currently holds a 
portfolio of shareholdings in a variety of electricity sector companies received by Federal Grid in the merger with RAO UES. These companies are 
primarily engaged in activities that are non-core to us. LLC "Index Energetiky – FGC UES" is primarily responsible for management and sale of such 
shareholdings as part of our efforts to fund our investment programme. 

Internal Reorganisation and Other Plans  

In compliance with certain electricity industry and natural monopoly laws, we are in the process of transferring 
telecommunication assets held by Federal Grid to JSC "Moscow Telecommunications Center of Energy Systems", a 
wholly-owned subsidiary of Federal Grid which provides telecommunication services to the Group. We do not believe 
that this internal reorganisation will have a material effect on the operations or the consolidated balance sheet of the 
Group.  

In 2008, in the course of the reorganisation of Federal Grid, 54 MSKs (regional transmission grid companies) were 
merged into Federal Grid and Federal Grid received 49 and 52 per cent. stakes in the two remaining MSKs, JSC 
"Kuban Trunk Grids" and JSC "Tomsk Trunk Grids", respectively. We intend to increase our ownership stakes in these 
two companies in order to merge them into Federal Grid. We believe that such consolidation will further streamline our 
operations and improve organisational efficiency. We are also in the early planning stages of transferring control of 
OJSC Nurenergo to OJSC MRSK Holding, a holding company for all regional distribution companies, as part of an 
overall plan to dispose of our non-core operating assets. 

Status of Natural Monopoly 

We are a natural monopoly in the transmission of electricity under the Natural Monopoly Law which means that the 
tariffs we charge for transmission of electricity through the electricity transmission grids we own, operate or manage are 
subject to regulation by the state authorities. Federal Grid is included in the register of natural monopolies.   

Pursuant to the Natural Monopoly Law, as a natural monopoly, we must submit regular reports on our activities and 
drafts of capital investment plans to the relevant supervisory authority. Such supervisory authority has the right (i) to 
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regulate natural monopoly entities and to use methods of regulation contemplated by the Natural Monopoly Law, 
including tariff regulation; (ii) to instruct natural monopoly entities to enter into contracts with those customers entitled 
to obligatory service; (iii) to instruct natural monopoly entities to make amendments to existing contracts; (iv) to 
instruct natural monopoly entities to transfer revenues from activities which contravene the Natural Monopoly Law to 
the federal budget; and (v) to perform other acts contemplated by federal laws. See "Regulatory Environment – Natural 
Monopoly Law" for a more detailed description. 

The Electricity Supply Chain  

The electricity supply chain in the Russian Federation consists of four components: 

• generation; 

• transmission; 

• distribution; and 

• supply. 

Generation involves the conversion of fuel (such as coal and gas) or other sources of energy (such as nuclear, hydro 
or renewable) into electricity in a power station. The output from a generator is passed into the electricity transmission 
grids owned, operated or managed by us and/or independent grid companies. Generation companies earn revenue either 
from the provision of generating capacity or the sale of electricity generated by them to retail electricity supply 
companies. 

Transmission involves the bulk transfer of electricity from a power station through the electricity transmission grids 
to distributors and end customers. During transmission, electricity demand and electricity supply are continuously 
matched to ensure reliable and efficient supply of electricity. We earn revenue from transmission tariffs charged to 
regional distribution grid companies, certain large commercial end customers and retail electricity supply companies 
and one-time connection charges for connecting customers to the electricity transmission grids. 

Regional distribution grid companies further transmit electricity over regional transmission grids and distribute 
electricity across lower-voltage local grids to end customers. Regional distribution grid companies earn revenue from 
transmission and distribution tariffs charged to retail electricity supply companies for access to and use of their grids. 

Supply involves the purchase of electricity and its marketing and sale to end customers. Retail electricity supply 
companies earn their revenue from the sale of electricity to end customers.  

The Electricity Transmission Grid  

An electricity transmission grid consists principally of power stations, transmission circuits, and substations 
connected by transmission lines. Electricity transmission is the bulk transfer of electricity from generating power plants 
to substations located near population centres. Electricity is transmitted at high voltages (220kV or above) to reduce the 
electricity lost in long distance transmission. Electricity is generally transmitted through overhead electricity lines, 
although higher-cost underground electricity transmission is sometimes used in urban areas or sensitive locations. 

At the generating stations, electricity is produced at a relatively low voltage, between about 3kV and 24kV. The 
generator terminal voltage is then stepped up by the power station transformer to a higher voltage (220kV or above) for 
transmission over long distances via the transmission grid. After electricity has been transmitted to the desired point of 
the transmission grid, substation transformers reduce the voltage to a lower level for distribution via local transmission 
lines to end customers. This distribution is accomplished with a combination of sub-transmission (6kV to 35kV) and 
distribution (0.4kV and slightly above). Finally, at the point of use, the electricity is transformed to a low voltage of 
0.4kV for use by customers.  

Operations 

General Description 

We are engaged in the following business activities:  

• managing the UNEG; 

• rendering services to participants of the wholesale electricity market as to the transmission of electricity and 
connection operations to the electricity transmission grids; 

• investing in the development of the UNEG; 

• maintenance and repair of electricity transmission grid infrastructure; and 

• technical supervision of condition of the electricity transmission grids forming the UNEG. 

Our principal activities are transmission of electricity and technological connection services. For the six months 
ended 30 June 2010 and 2009, our revenue from transmission of electricity amounted to RUB 54,414 million and 
RUB 39,889 million, respectively, accounting for 96.2 and 94.4 per cent. of our total revenue, respectively. For the 
years ended 31 December 2009, 2008 and 2007, our revenue from transmission of electricity amounted to RUB 80,242 
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million, RUB 66,229 million and RUB 59,443 million, respectively, accounting for 91.6, 95.6 and 93.1 per cent. of our 
total revenue, respectively. 

For the six months ended 30 June 2010 and 2009, our revenue from completed connections amounted to RUB 88 
million and RUB 465 million, respectively, accounting for 0.2 and 1.1 per cent. of our total revenue, respectively. For 
the years ended 31 December 2009 and 2008, our revenue from completed connections amounted to RUB 3,053 million 
and RUB 49 million, respectively, accounting for 3.5 and 0.1 per cent. of our total revenue, respectively. We did not 
receive any revenue from completed connections for the year ended 31 December 2007. 

In the normal course, we incur electricity losses during the transmission of electricity. To compensate for electricity 
losses (net of those compensated by other participants of the wholesale electricity market), we purchase electricity (and 
associated capacity) in the wholesale electricity market at both regulated and unregulated prices in various regions of 
the Russian Federation. For the years ended 31 December 2009, 2008 and 2007, we purchased electricity to compensate 
for transmission losses in the amount of approximately RUB 15,431 million, RUB 12,924 million and RUB 11,926 
million, respectively, and for the six months ended 30 June 2010 and 2009, we purchased electricity to compensate for 
transmission losses in the amount of approximately RUB 7,890 million and RUB 7,834 million, respectively. The final 
costs associated with electricity losses resulting during transmission of electricity are borne by end customers in 
accordance with electricity transmission tariff regulations.  

Electricity Transmission Grid  

The UNEG comprises electricity transmission lines and substations. Federal Grid owns the majority of electricity 
transmission grids constituting the UNEG and operates the remaining electricity transmission grids owned by two 
consolidated transmission subsidiaries, JSC "Kuban Trunk Grids" and JSC "Tomsk Trunk Grids", under lease 
agreements with these entities. Under Russian law, even if not owned by Federal Grid, the UNEG electricity 
transmission grids are required to be operated and managed by Federal Grid.  

Under these lease agreements, Federal Grid makes payments to JSC "Kuban Trunk Grids" and JSC "Tomsk Trunk 
Grids" in exchange for the right to use and operate and receive revenue related to operations of the electricity 
transmission grids owned by these entities. The lease agreements are for a one-year term with an automatic renewal 
option. In addition, Federal Grid maintains and upgrades electricity transmission grids assets and related equipment 
owned by JSC "Kuban Trunk Grids" and JSC "Tomsk Trunk Grids" pursuant to agency agreements. As a result, JSC 
"Kuban Trunk Grids" and JSC "Tomsk Trunk Grids" do not operate or maintain electricity transmission grids they own.  

Further, certain electricity transmission grid companies were not included in the Russian electricity industry 
restructuring and independently own electricity transmission grids that are not part of the UNEG. The largest of these 
independent grid companies are JSC Bashkirenergo, JSC Tatenergo, JSC Novosibirksenergo and JSC Irkutskenergo 
operating in the Republics of Bashkortostan and Tatarstan and the Novosibirsk and Irkutsk regions. The independent 
grid companies own and operate approximately 9 per cent. of all electricity transmission lines in the Russian 
Federation. See "Electricity Industry in the Russian Federation – Transmission and Distribution of Electricity" for an 
additional description of independent electricity transmission grid companies. We continually look for ways to 
consolidate ownership, management and operation of assets comprising the UNEG under Federal Grid and may in the 
future enter into management or operation agreements with certain independent grid operators or acquire direct 
ownership in such entities or their underlying assets.   

The table below sets out the length of electricity transmission lines owned, managed or operated by the Group by 
voltage carried on these transmission lines as at 31 December 2010 and 30 June 2010.  

 
Types of Lines Length of Electricity Transmission Lines 
(by voltage) (in kilometres) 
 As of 31 December 2010 As of 30 June 2010 
110kV and lower ................................................................................ 1,363 1,387 
220kV ................................................................................................. 71,582 71,110 
330kV ................................................................................................. 10,579 10,525 
400kV ................................................................................................. 126 126 
500kV ................................................................................................. 33,600 33,616 
750kV ................................................................................................. 3,076 3,084 
800kV ................................................................................................. 378 378 
1,150kV and higher ............................................................................ 949 949 

Total ................................................................................................... 121,653 121,175 

A substation is an electrical installation designed for transforming and switching electricity and comprises 
transformers, generators, switchgears and ancillary facilities. The table below sets out the number of substations owned, 
managed or operated by the Group by voltage output of each substation as at 31 December 2010 and 30 June 2010. 
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Types of Substations Number of Substations 
(by voltage)  
 As of 31 December 2010 As of 30 June 2010 
110kV and lower ................................................................................ 39 45  
220kV ................................................................................................. 588 583 
330kV ................................................................................................. 64 62  
400kV ................................................................................................. 1 1 
500kV ................................................................................................. 94 97  
750kV ................................................................................................. 8 8 
800kV ................................................................................................. - - 
1,150kV and higher ............................................................................ 3 2 

Total ................................................................................................... 797 798 

A transformer is a device that converts electricity from high voltage to low voltage or low voltage to high voltage. 
The table below sets out the aggregate capacity of transformers owned, managed or operated by the Group by voltage 
output of each substation as at 31 December 2010 and 30 June 2010. 

 
Types of Transformers Aggregate Capacity by Voltage Output 
(by voltage) (in MVA) 
 As of 31 December 2010 As of 30 June 2010 
110kV and lower ................................................................................ 816 4,809 
220kV ................................................................................................. 141,360 137,544 
330kV ................................................................................................. 30,388 27,696 
400kV ................................................................................................. 7,772 4,772 
500kV ................................................................................................. 112,748 110,737 
750kV and higher ............................................................................... 20,412 20,401 

Total ................................................................................................... 313,496 305,960 

The table below sets out the age of transformers owned, managed or operated by the Group as at 31 December 2010. 
In general, transformers are expected to have an average useful life of 25 years. See "Risk Factors – Our transmission 
assets and Russian electricity infrastructure are ageing". 

 

Types of Transformers 
Less than 
15 years  

16-20 
Years 

21-25 
years 

26-30 
years 

31-35 
years 

36-40 
years 

Over 40 
years 

(by voltage) (by per cent. based on MVA) 
110kV…………………………………… 7 7 12 11 16 13 33 
220kV…………………………………… 8 114 20 19 18 11 12 
330kV…………………………………… 23 6 11 24 14 17 42 
400kV…………………………………… 34 - - 23 43 - - 
500kV…………………………………… 21 13 25 18 13 8 1 
750kV…………………………………… 25 - 53 6 15 - - 
All transformers (irrespective of 
voltage type) 15 10 22 18 16 10 8 

The table below sets out the age of transmission lines owned, managed or operated by the Group as at 31 December 
2010. In general, transmission lines are expected to have an average useful life of 40 years. See "Risk Factors – Our 
transmission assets and Russian electricity infrastructure are ageing". 

 

Types of Lines 
Less than 
20 years  

21-30 
Years 

31-40 
years 

41-50 
years 

Over 50 
years 

(by voltage) (by per cent. based on length) 
110kV and lower ........................................ 32 10 15 35 8 
220kV ......................................................... 6 31 31 22 10 
330kV ......................................................... 15 17 39 27 2 
400kV ......................................................... 50 50 - - - 
500kV ......................................................... 17 33 21 15 14 
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Types of Lines 
Less than 
20 years  

21-30 
Years 

31-40 
years 

41-50 
years 

Over 50 
years 

750kV ......................................................... 12 55 30 3 - 
800kV ......................................................... - - - 100 - 
1,150kV and higher .................................... 39 43 - - 18 

All lines (irrespective of voltage type) ..... 11 31 28 20 10 

Technological Connection Services 

Along with performing electricity transmission operations, we contract directly with end customers and generate 
income from one-time connection charges for connecting customers to electricity transmission grids forming the 
UNEG. Technological connection is a comprehensive service designed to deliver electricity to customers and includes 
the actual connection of customers' electricity receivers to the grid units. Technological connection services are 
rendered to new customers as well as to current customers who require an increase in electricity consumption or another 
change to their existing electricity supply scheme. In 2011, the tariff for technological connection services will be 
integrated into the electricity transmission tariff. However, payments for project design and planning services will be 
separately charged to customers.  

In the six months ended 30 June 2010, we entered into connection agreements for a total capacity of 595 MVA. In 
the years ended 31 December 2009, 2008 and 2007, we entered into connection agreements for a total capacity of 3,922 
MVA, 3,699 MVA and 2,795 MVA, respectively. 

Electricity Sales and Repair Operations 

In addition to transmission of electricity and connection services, we participate in electricity sales and repair 
operations. 

Some of our subsidiaries generate electricity which they sell on the Russian wholesale market to third parties. For 
the six months ended 30 June 2010 and 2009, the Group's revenue from electricity sales amounted to RUB 1,959 
million and RUB 1,563 million, respectively, accounting for 3.5 and 3.7 per cent. of our total revenue, respectively. For 
the years ended 31 December 2009, 2008 and 2007, the Group's revenue from electricity sales amounted to RUB 3,348 
million, RUB 2,516 million and RUB 1,141 million, respectively, accounting for 3.8, 3.6 and 1.9 per cent. of our total 
revenue, respectively. For details on our plans to dispose of our electricity generation assets, see " – Property". 

We also provide grid repair and maintenance services to third parties. For the six months ended 30 June 2010 and 
2009, our revenue from grid repair and maintenance services amounted to RUB 104 million and RUB 330 million, 
respectively, accounting for 0.2 and 0.8 per cent. of our total revenue, respectively. For the years ended 31 December 
2009, 2008 and 2007, our revenue from grid repair and maintenance services amounted to RUB 937 million, RUB 457 
million and RUB 503 million, respectively, accounting for 1.1, 0.7 and 0.8 per cent. of our total revenue, respectively. 

Customers and Tariffs  

We provide electricity transmission services to entities operating in the wholesale electricity market (including 
entities that export and import electricity to foreign countries) that are connected to the UNEG. We conduct our 
electricity transmission operations through licensed suppliers which purchase electricity from power generation 
companies and sell it to end customers. Transmission through our electricity transmission grids accounts for 
approximately 6 per cent. of the total price paid by final consumers of electricity. 

As at 30 June 2010, we provided electricity transmission services to approximately 140 customers, of which 44 per 
cent. were regional electricity grid distribution companies, 21 per cent. were independent grid companies, 20 per cent. 
were retail electricity supply companies, 14 per cent. were large industrial end customers and 1 per cent. were 
electricity export/import companies.  

Since 2007, our revenues from transmission services have amounted to over 90 per cent. of our total revenues. 
Accordingly, all of our largest customers are electricity transmission customers. In the six months ended 30 June 2010, 
our ten largest customers accounted for approximately 44.1 per cent. of our total revenue as compared to approximately 
45.4 per cent. of our total revenue in the six months ended 30 June 2009. For the years ended 31 December 2009, 2008 
and 2007, our ten largest customers accounted for approximately 44.2, 45.4 and 43.1 per cent. of our total revenue, 
respectively.  

We derive the greatest majority of our revenue from services provided to domestic customers. We are also engaged 
in the transmission of electricity under electricity export and import contracts entered into between JSC INTER RAO 
UES ("Inter RAO") and customers located in Belarus, Ukraine, Kazakhstan, Azerbaijan, China, Georgia, Mongolia, 
Finland and the Baltic states. Inter RAO exports and imports electricity and manages generation assets outside the 
Russian Federation. We have similar contracts with JSC "TGK - 1", a territorial generating company. 

In the six months ended 30 June 2010, we transmitted approximately 8.9 billion kWh and approximately 1.0 billion 
kWh of electricity under export and import contracts, respectively, as compared to approximately 9.3 billion kWh and 
approximately 1.2 billion kWh of electricity under export and import contracts, respectively, in the six months ended 30 
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June 2009. In the year ended 31 December 2009, we transmitted approximately 17.1 billion kWh of electricity and 
approximately 3.0 billion kWh of electricity under export and import contracts. In the year ended 31 December 2008, 
we transmitted approximately 20.1 billion kWh of electricity and approximately 3.0 billion kWh of electricity under 
export and import contracts, respectively. In the year ended 31 December 2007, we transmitted approximately 17.7 
billion kWh of electricity and approximately 5.6 billion kWh of electricity under export and import contracts, 
respectively. Our revenues from transmission of electricity under export and import contracts for these periods 
accounted for less than 4 per cent. of our total revenues. 

 As of 1 January 2010, we transitioned from a "Costs Plus" tariff system to RAB. Under the "Costs Plus" tariff 
system, the electricity transmission tariffs were established for a period of one year and covered costs incurred by us 
such as operating expenses, fixed asset depreciation and financial expenses plus a certain net profit which was to be 
reserved for reinvestment into operations and for payment of dividends. The costs for grid maintenance were calculated 
based on total volume of committed capacity per month and revised annually. In recent years, this tariff-setting method 
has not encouraged cost efficiency, nor has it supported the implementation of extensive investment projects due to a 
lack of certainty regarding expected return on invested capital.  

Under RAB, the tariffs we are permitted to charge are established for a period of five years and are based on a 
guaranteed return on capital applicable to initial and new investments, which is intended to stimulate additional capital 
expenditures into the UNEG. In December 2009, the FTS approved the rates of return on invested capital and RAB 
tariffs for Federal Grid for the 2010-2012 period. For 2010, the beginning of the current regulatory period, the initial 
base of invested capital of the Group was set at RUB 647.6 billion. Return on initial capital was set at 3.9, 5.2 and 6.5 
per cent. for 2010, 2011 and 2012, respectively. Return on new capital is set at 11 per cent. for 2010-2012. In August 
2010, the FTS approved a 7.8 and 9.1 per cent. return on initial capital for 2013 and 2014, respectively, and a 10 per 
cent. return on new capital for the same two years. In accordance with applicable law, upon completion of the current 
tariff regulated period, the FTS will approve tariffs for a new 5-year period. 

The revenue we are permitted to earn under RAB is calculated via the following formula: 

Required gross revenue of year (i) = Expenses of year (i) + (Initial base of invested capital at the beginning of the 
year (i) multiplied by the rate of return on the initial capital) + (Initial base of invested capital divided by the 
payback period of the initial capital) + (New investments multiplied by the rate of return on the new capital) + 
Returned capital of the new investments of year (i) + (Net working capital of year (i) multiplied by the rate of 
return on the new capital) + Adjustments of year (i-2), where:  

(1) Expenses include operating expenses, lease of property used for regulated operations and cost of services provided 
by companies engaged in regulated activities. Operating costs are indexed in accordance with the prescribed 
methodology guidelines and the forecasted parameters of social and economic development of Russia. Operating costs 
are subject to mandatory reductions in accordance with the efficiency index, equal to 2 per cent. for the Group for the 
current regulatory period. 

(2) Economic gains from the optimisation of operating expenses achieved in each year of the long-term regulatory 
period are included in the required gross revenue for the current period. Required gross revenue for the next long-term 
regulatory period takes into account the achieved cost savings, adjusted by operating cost index and exclusion of 
unsubstantiated costs. 

(3) Initial base of invested capital at the beginning of the year (i) = initial base of invested capital at the beginning of 
long-term regulatory – cumulated returned capital of the initial base of invested capital from the beginning of long-
term regulated period. 

 (4) The initial base of invested capital is set by the regulator and recalculated at the beginning of each regulatory 
period.  

(5) New investments = cumulated investments from the beginning of long-term regulatory period – cumulated returned 
capital of the new investments. 

(6) Returned capital on the new investments of year (i) = the sum of investments made from the beginning of the long-
term regulatory period divided by the payback period of the new investments.  

(5) The payback period on initial capital is equal to an average of 21 years. The payback period on new investments is 
equal to an average of 35 years. 

(6) If the net working capital accounts for more than 8 per cent. of the total annual revenue for the prior year, the 8 per 
cent. of total annual revenue for prior year is used instead of net working capital. If net working capital is less than 4 
per cent. of total annual revenue for the prior year, the 4 per cent. of total annual revenue for the prior year is used 
instead of net working capital. 

(7) During the regulatory period, annual adjustments are made based on the results of the prior periods in accordance 
with prescribed methodology guidelines, including based on changes in the amount of services provided, deviations of 
the actual price indices and expenses from the forecasted levels, changes in legislation, changes in asset structure, 
investment programme adjustments and quality of services provided from the pre-determined level, but by no more than 
3 per cent. of total annual revenue of the Group. 
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(8) To calculate RAB value for the subsequent periods, new investments made in the previous year are added to the 
initial RAB value whereas the standard annual rate of return is subtracted from the RAB value. The investment 
component made using the technological connection fees is subtracted from the RAB value. The following formula 
summarises the foregoing: RAByear(i) =  RAByear(i-1) + Returned Capital of RAByear(i-1) – 1 – Technological connection 
feesyear(i-1).    

To provide incentives for provision of quality service by us, revenue under RAB may be adjusted based on whether 
we meet the quality and reliability benchmarks set out in the regulations, but by no more than 3 per cent. of our total 
annual revenue.  

The following average rates of tariff increases for electricity transmission via the UNEG have been set for the next 
five years: 

 
Year 

 
Percentage Tariff Increase Versus 

Previous Year 
2010 51.1% 
2011 32.9% 
2012 26.95% 
2013 21.1% 
2014 15.2% 

The fees we charge to customers for technological connection are determined on an individual basis and set by the 
FTS. The connection fee is determined according to the expenses incurred by us in relation to the connection.  

Investment Programme 

We developed our investment programme based on main investment priorities for the electricity industry and the 
UNEG set out by the Russian government, the Ministry of Energy and Federal Grid. Particularly, the following 
documents guide our investment programme: 

• General Scheme, approved by the Russian government (see "Electricity Industry in the Russian Federation – 
Energy Strategy of Russia and Infrastructure Development"); 

• Schemes and Programmes for Development of the UNEG for the period 2010-2016, approved by the Ministry 
of Energy; 

• Schemes and Programmes for Development of Electricity Industry in Regions of the Russian Federation for the 
five-year period, approved by local state authorities;  

• Strategy for the Development of the UNEG for a Ten-year Period, approved by Federal Grid.  

The key principle of our investment programme planning is the formation of five-year development programmes, 
together with annual adjustments based on actual financing and application of funds assigned to ongoing investment 
projects and actual timing of implementation of these projects. This approach facilitates the efficient implementation of 
the investment programme because it allows to set up well-balanced sources of financing, including external sources, to 
react to changes in the operational and economic environment, and because it provides the flexibility in the planning 
and implementation of the investment projects and the ability to reallocate funds based on changing investment 
priorities. 

As part of the development of the investment programme, requests from the Russian government, regional 
authorities and regional customers are also taken into consideration. This approach allows us to balance and 
interconnect the objectives of the investment programme and the interests of the main market participants, including the 
political and social objectives of the Russian Federation. Federal Grid and other key electricity market participants 
continually monitor the changing dynamics in demand and supply of electricity in various Russian regions in order to 
make appropriate adjustments to general plans and strategies for development of the electricity industry in the Russian 
Federation. 

Our investment programme is formally approved by the Ministry of Energy after review and consent of the Ministry 
of Economic Development, Ministry of Finance, Ministry of Industry and Trade, Ministry of Regional Development, 
FAS, FTS, Rosatom, local state authorities and the System Operator. 

Our investment programme for the period of 2010-2014 received final approval from the Ministry of Energy as of 
12 November 2010. This five-year period corresponds to the five-year period for which the FTS approved the rates of 
return on invested capital and RAB tariffs. The investment programme for the period of 2010-2014 has the following 
primary objectives:  

• improvement and modernisation of the UNEG to ensure its reliability; 
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• execution of high-priority federal projects related to construction of new and expansion of existing electricity 
grid infrastructure;    

• performance of agreements with regional administrations for providing access to electricity supply to 
customers; 

• connection of power generating units to the UNEG; and 

• development and implementation of technologies and infrastructure to maintain and enhance a competitive 
market for electricity and capacity in the Russian Federation. 

Under the investment programme, we intend to invest up to RUB 952.4 billion between 2010 and 2014, with 
RUB 170.5 billion, RUB 189.6 billion, RUB 194.6 billion, RUB 197.8 billion and RUB 199.9 billion expected to be 
spent in 2010, 2011, 2012, 2013 and 2014, respectively.  

The investment programme envisions that of the total RUB 952.4 billion, RUB 624.1 billion will be spent on asset 
development, RUB 313.6 billion on technical re-equipment and reconstructions and RUB 14.7 billion on technological 
connection. The investment programme includes the following principal projects: 

• RUB 137.9 billion on new connections and upgrading connections (including increasing transmission capacity) 
of power plants to the UNEG, especially the nuclear power plants in Kalinin and Volgodonsk and the 
Boguchanskaya hydro-electric power plant (to improve the reliability of electricity supply to Siberia in the 
wake of the interruption in the power generation of the Sayano-Shushenskaya hydro-electric power plant); 

• RUB 90.4 billion on the improvement of electricity grid infrastructure assets to increase reliability of electricity 
supply in Moscow, Saint-Petersburg and Tyumen; 

• RUB 70.4 billion on the development of electricity transmission grid infrastructure in the Far East and Trans-
Baikal regions, including construction of transmission lines for the Zeiskaya hydro-electric power plant located 
on the Russia-China border to facilitate the transmission of electricity to China; 

• RUB 58.7 billion on the fulfilment of contractual obligations by RAO UES to administrations of the regions 
where dependability has decreased substantially or where there are substantial limitations in the connection of 
customers; 

• RUB 65.8 billion on the development and upgrade of information, monitoring and control systems and other 
long-term R&D projects; and 

• RUB 20.8 billion on the construction of backbone electricity grid units, the connection of substations and 
generation plants and the expansion of total transmission capacity to ensure ample and reliable electricity 
supply for the 2014 Winter Olympic Games in Sochi. 

The 2010-2014 investment programme will be financed by our own funds from operations (principally the RAB 
tariffs), funds received from additional capital raising activities and borrowings, federal budget funds and revenue 
received from technical connection services. In September 2010, RUB 11.2 billion was allocated from the federal 
budget, and received by the Group in the form of equity, towards the implementation of the investment programme. 

We anticipate that at completion of the 2010-2014 investment programme, 21,078 kilometres of new electricity 
transmission lines and additional transformer capacity of 89,180 MVA will be commissioned. The table below sets 
forth the length of new electricity transmission lines and additional transformer capacity anticipated to be 
commissioned at completion of the 2010-2014 investment programme and the year of commission. 

 
Year Length of Electricity Transmission Lines Transformer Capacity 

 (in kilometres) (in MVA) 
2010………………………… 3,293 13,047 
2011………………………… 3,520 26,557 
2012………………………… 5,435 22,474 
2013………………………… 5,893 19,000 
2014………………………… 2,936 8,102 

Total for 2010-2014……….. 21,078 89,180 

In accordance with applicable Russian law, we must maintain at all times an approved investment programme for at 
least three years in the future.  Given our current investment programme has been approved through and including 
2014, we are not required to update our investment programme until March 2012.  We have commenced the process of 
preparing an updated investment programme for the five-year period of 2012 to 2016 in accordance with our current 
long-term period of investment planning.  The procedure for approval of the updated investment programme is the same 
as described above for the investment programme approved for the period of 2010-2014. 
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For a discussion of certain risks associated with the investment programme, see "Risk Factors – Risks Relating to 
Our Business and Industry – We require significant capital to finance our investment programme and the level of our 
total indebtedness will increase in the future". 

Significant Licences 

Under Russian law, electricity transmission operations are not subject to a licensing requirement but certain other 
related activities may be performed only on the basis of a special licence granted by the state authorities. We maintain a 
number of such licences that are necessary for conducting our business. These include a licence for the provision of 
specific telecommunications services, a licence for the handling of explosive and hazardous objects and licences 
permitting the installation and maintenance of fire safety equipment and the operation of fire suppression equipment.  

We have not experienced and do not expect to experience any material difficulties in renewing any licences we hold 
as they expire. We are also authorised to conduct design and construction activities pursuant to a certification issued by 
a self-regulating organisation in compliance with Russian law and are in the process of securing additional certifications 
from self-regulating organisations with respect to other activities (excluding electricity transmission operations) as these 
become available. See "Regulatory Environment – Licensing and Certification" for additional details on certifications 
issued by self-regulating organisations.  

Information Technology 

In 2004, in order to automate our business processes, we began working on a concept for a corporate information 
management system which was implemented in 2006. For this purpose, a unified area network has been established to 
connect our Moscow headquarters with our branches and subsidiaries located in other regions. The information 
management system employs computer software designed on the basis of SAP Solution whose function is to integrate 
and organise the flow of information and present it in a manner that optimises management oversight. The system 
operates on the basis of Collective Information Model (CIM) and Information Exchange Model (EIM) in compliance 
with MEK 61970/61968 standards. The key elements of the information management system include an investment 
project management system, a budgeting system, a maintenance management system and an automated electricity 
reporting system. The information management system allows for automated preparation of financial information and 
quantitative and qualitative analysis of our results of operations. The internal control features of the information 
management system increase the reliability of our financial and operational data and enable us to reduce the time it 
takes to prepare RAS financials and, in turn, IFRS financials. 

To protect against unauthorised access to our corporate information system, we have installed computer monitoring 
systems in selected information processing centres. Our computer monitoring systems provide for real-time control 
(scanning, monitoring and detection of abnormal activity) over operating processes, and processing and exchange of 
information. Confidentiality and authenticity of information in the corporate information system is safeguarded by 
restricting access to the system based on the department and work title of the user. We employ hardware and software 
developed by leading international manufactures such as IBM, SAP and Oracle.   

We also maintain a corporate software system that manages geographically dispersed resources. The system's 
principal role is to gather, process and stores information on the status and condition (including technological failures 
and industrial accidents) of our electricity transmission grid. The system enables us to effectively monitor the entire 
electricity transmission grid, efficiently allocate our maintenance resources and fulfil our mission of providing ample 
and stable supply of electricity throughout the UNEG. 

Research and Development  

The basic goal of our research and development activities is the advancement of electricity transmission grid 
infrastructure in Russia in terms of size, capacity, reliability, efficiency, operating costs and environmental impact. Our 
research and development activities are focused on the following areas: development and implementation of elements 
of the "intelligent electricity grid", introduction of high-temperature super-conductive cables and related equipment, 
advancements in switchgear and control gear technology in substations, and development and use of advanced 
compensators and controlled shunt reactors.  

We have taken the first steps in development and implementation of the "intelligent electricity grid" in the Russian 
Federation. Successful implementation of the "intelligent electricity grid" will enable us to:  

• connect all electricity generation companies and electricity consumers under one system to more effectively 
match supply and demand for electricity;  

• integrate electricity infrastructure and information systems to create a unified system to monitor and control the 
status and certain operational processes of all participants in the electricity supply network on a real-time basis;  

• promptly adjust to varying electricity network parameters by, for example, increasing or decreasing transmission 
capacity;  

• automatically resolve certain system failures and malfunctions; and  

• enhance electricity supply reliability, increase energy efficiency and reduce costs.  
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Under the "intelligent electricity grid", the electricity grid transforms from a passive element of the electricity 
supply network into a core operator of the system responsible for reliability, quality and efficiency the electricity supply 
and effective coordination between generators and customers.   

Development and implementation of intelligent grids (Smart Grids) is one of the main research and development 
goals of electricity industry participants around the world. Intelligent grids allow for the two-way communication and 
exchange of information between all participants of the electricity supply network. Currently, the main idea behind the 
intelligent grid as implemented in other countries is connecting distribution grids with end customers through a single 
information network to enable end customers to monitor their energy use and costs (i.e., creation of smart cities). The 
expectation is that availability of real-time information on electricity costs will prompt end customers to adjust their 
electricity consumption by shifting it from peak hours to non-peak hours and thereby reducing the end customers' 
electricity costs and increasing efficiency and reliability of overall electricity supply network. Our "intelligent 
electricity grid" project, which may differ from those introduced in other countries, envisions systematic transformation 
and modernisation of the entire electricity supply network of the Russian Federation (from generation to end customers) 
to enable effective control and management of the electricity supply network and to introduce transparency into the 
system. 

The "intelligent electricity grid" project is divided into two stages: conceptual and technological development and 
step-by-step implementation. We are currently in the development stage of the project which comprises preparation of a 
comprehensive plan along with required legal and regulatory framework, research and development of essential 
technology and equipment and training of personnel. The first stage of the project is expected to be completed by the 
end of 2012. The second stage will consist of the implementation of the "intelligent electricity grid" on a small scale 
through pilot projects leading to the implementation of the "intelligent electricity grid" on a system-wide basis. The 
second stage of the project is expected to be completed by 2015. In 2010, we anticipate spending approximately one 
billion roubles on the "intelligent electricity grid" project. We believe that successful implementation of the "intelligent 
electricity grid" will enable us to, among other things, achieve up to a 3.6 per cent. reduction in electricity transmission 
loss resulting in annual savings of approximately RUB 3 billion. 

Separately, we are working on other innovative technologies such as high-temperature super-conductive cables, 
static and asynchronised compensator devices and controlled shunt reactors. These technologies will enable us to 
expand transmission capacity, reduce electricity losses and maintain voltage levels during transmission. 

For the years ended 31 December 2009, 2008 and 2007, our research and development expenses amounted to 
RUB 447 million, RUB 358 million and RUB 303 million, respectively, and for the six months ended 30 June 2010 and 
2009, our research and development expenses amounted to RUB 89 million and RUB 27 million, respectively. In 
accordance with our 2010-2014 investment programme, we anticipate investing approximately RUB 19 billion into 
research and development during the five-year period, including approximately 1 billion roubles in 2010. 

Property  

Our core assets consist of transmission assets and related property. In the course of the Russian electricity industry 
restructuring, Federal Grid as successor of RAO UES received stakes in certain non-core assets which are not used for 
transmission of electricity, including stakes in electricity generation companies. Electricity generation is a non-core 
business for us. See "Management's Discussion and Analysis of Financial Condition and Results of Operations – 
Investments". 

In accordance with certain regulations adopted pursuant to the restructuring of the Russian electricity industry, 
Federal Grid may not directly own or operate electricity generation assets. See "Regulatory Environment – Electricity 
Industry Regulation". We believe we are in compliance with this regulation in all material respects. Nevertheless, we 
have entered into a management agreement with Inter RAO pursuant to which Inter RAO manages our stakes in 
electricity generation companies (including voting the shares) while we continue to receive all income on the shares. 
See also "Risk Factors – Risks Relating to Our Business and Industry –  We may face liabilities arising from the reform 
of the Russian electricity industry" on risks of not obtaining fair value for these assets upon their disposal. 

The Group expects to sell to Inter RAO shares of all generation associates and shares classified as available-for-sale 
investments, except for shares in JSC "MRSK Holding" and JSC "Inter RAO UES. See "Management's Discussion and 
Analysis of Financial Condition and Results of Operations – Investments" for details on associated companies and 
available-for-sale investments. The shares for selling are held by Federal Grid and by its wholly-owned subsidiary LLC 
"Index Energetiky – FGC UES" and will be sold to Inter RAO in exchange for additional ordinary shares of Inter RAO 
which are more liquid than stakes in the companies for selling. We believe that in the future we may sell these shares of 
Inter RAO and use the obtained proceeds for realisation of our strategic objectives, including financing of our 
investment programme. Upon completion of the transaction, not more than 20 per cent. minus one voting share of Inter 
RAO should be held by Federal Grid and not more than 25 per cent. of voting shares of Inter RAO should be held by 
the group of persons of Federal Grid as defined by Russian competition law. The total value of shares for selling is 
estimated in the amount of RUB 100,781 million. On 9 February 2011, the Board of Directors considered the proposed 
transaction and took a decision to recommend the extraordinary General Shareholders' Meeting to approve the 
transaction. The meeting of the extraordinary General Shareholders' Meeting will be held on 23 March 2011.  
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The Group's assets do not include land on which the Group's buildings, facilities and electricity transmission lines 
are situated. The Group has an option, expiring on 1 January 2013, to purchase land on which electricity transmission 
lines are located upon application to the state registering body or to formalise the right for rent. As of the date of this 
Prospectus, the Group has not applied to exercise this option. 

Employees 

General 

The table below sets out the number of employees of the Group by category of personnel as at 30 June 2010 and as 
at 31 December 2009, 2008 and 2007. Taking into account the Group's trends in the staffing levels, there have been no 
material changes in the aggregate number of employees of the Group since 30 June 2010.  

 
Category of Personnel 

 
 

 

Number of employees  
 

At 30 June 
2010 

At 31 December 
2009 2008 2007 

Administration and management……………………........ 5,957 5,289 4,586 3,754 
Grid operation……………………………………………. 11,398 10,204 9,700 8,119 
Maintenance…………………………………………....... 9,749 9,823 10,254 9,861 
Mechanisation and transportation………………………... 851 836 831 2,044 

Total……………………………………………………... 27,955 26,152 25,371 23,777 

Approximately 68 per cent. of our employees have a university degree or higher, and 27 per cent. received 
specialised vocational education. 

As of 30 June 2010, approximately 6 per cent. of our employees were unionised. All of our unionised employees are 
members of the Russian Electrical Industry Workers Trade Union (Vserossisky Electroprofsoyuz). The collective 
bargaining agreement with the union expires in October 2011. Since 1 January 2007, there have been no strikes or other 
cases of industrial action at the Group. We consider our relationship with our employees to be good.  

Social Policy and Employee Benefits 

We provide education grants and other assistance to selected current and future employees focusing their studies in 
areas believed to be beneficial to our business. We administer a programme for students living in regions with low 
levels of professional labour force such as the Far East, the Urals and Siberia which consists of funding their 
professional education subject to their subsequent employment with us in the same region.  

We provide healthcare benefits to our employees including private medical insurance and the use of the company-
operated health care facility. We also offer other benefits to our employees, including life and disability insurance. 
Pursuant to Russian laws and regulations, we contribute to a number of government-run employee benefit programmes, 
including pension insurance, medical insurance, unemployment insurance, maternity insurance and work-related injury 
insurance. 

The Group maintains a number of post-employment and other long-term benefit plans which have defined-benefits. 
These plans include life pension, lump-sum upon retirement, financial support after retirement, jubilee and death 
benefits and cover a majority of the Group's employees. Under the pension plan, the amount of pension benefits that an 
employee will receive after retirement depends on his date of birth, the number of years of service, position, salary and 
the presence of awards. The Group fulfils its requirements to provide life pension through a non-state pension fund. 
However, the assets held in the non-state pension fund do not meet the definition of plan assets and are accounted for as 
other non-current assets (RUB 181 million as of 30 June 2010). Other benefits, apart from life pension payable via the 
non-state pension fund, are provided when they are due directly by the Group. The Group's net retirement benefit 
obligation liability as of 30 June 2010 was RUB 3,736 million.  

Insurance 

The Group's insurance policies include, inter alia, comprehensive insurance for the Group's property and third party 
liability insurance for entities operating hazardous facilities and vehicles. We also maintain insurance coverage with 
respect to other areas to the extent required by law. We do not hold business interruption insurance. The Group's 
insurers includes, among others, AlfaStrakhovaniye, RESO-Garantiya, Rosgosstrakh and SOGAZ. The Group's assets 
are insured up to approximately RUB 1 trillion. We also provide directors' and officers' (D&O) insurance to members of 
our Board of Directors and Management Board.   

Health and Safety 

Pursuant to Russian legal requirements, we regularly assess the level of industrial safety of our activities. Our 
employees are trained and certified to industry standards and our operational processes and procedures are regularly 
checked and, if required, modified in order to reduce and/or prevent industrial accidents. We also have in operation an 
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internal monitoring system, which oversees organisational, technical and preventative operations at our branches and 
sub-branches to improve the operating efficiency of the equipment and educate personnel, as well as to decrease the risk 
of fire and injury. Once every three years, our staff undergoes compulsory training in areas such as work safety, 
industrial safety and other workplace requirements. 

In accordance with the requirements of the national standards of the Russian Federation GOST ISO 12.0.230-2007 
OSS, our health and safety system was redesigned, and in March 2009, the Regulation on the Safety Management 
System was implemented. For the period from 1 January 2007 to 30 June 2010 there were 12 fatalities resulting from 
violations of health and safety rules by workers. Since 1 January 2007, there have been 72 technological outbreaks of 
fire, of which 45 cases involved substation equipment and 27 occurred in the buffer area around overhead transmission 
lines. As at 30 June 2010, there were 197 production units that were registered in the Russian government registry of 
hazardous production units.  

We believe we are in compliance in all material respects with the applicable requirements of current Russian 
legislation in relation to employee health and safety.  

Environmental Matters 

We are subject to federal and regional environmental regulations. Transmission of electricity is fundamentally a 
clean process and has minimal impact on the environment. In general, a release of pollutants into the environment may 
occur only in cases of industrial accidents or technical failures in the course of maintenance and repair works.  

We hold an environmental licence for the collection, use, decontamination, transport and disposal of hazardous 
materials. The licence was issued by the Federal Service for Environmental, Technological and Nuclear Supervision 
("Rostekhnadzor") for a period of five years and is renewable upon expiry. We are also subject to monitoring by 
federal and regional environmental authorities, which conduct regular and random audits with respect to environmental 
compliance.  See "Risk Factors – Risk Relating to Our Business and Industry – We are subject to significant health, 
safety and environmental regulation". 

Since 1 January 2007, Federal Grid has not experienced any significant environmental accidents at its facilities. 
Since 1 January 2007, we have not been subject to any significant non-routine inspections or audits that concluded that 
Federal Grid is in not in compliance with environmental laws or regulations in one or more material respects. 

We strive to lessen the impact of our operations on the environment through reductions in the production of various 
pollutants by using modern, environmentally-friendly technologies and automated process controls. These measures 
include (a) the use of underground transmission lines made of cross-linked polyethylene to reduce the length of 
overhead transmission lines, (b) the implementation of modern switchgear to reduce the size of substations and (c) the 
application of transformers that do not contain oil to eliminate the risk of oil leakage. 

For the six months ended 30 June 2010 and the years ended 31 December 2009 and 2008, Federal Grid's industrial 
waste amounted to 3.2, 7.5 and 8.7 tonnes, respectively. Capital expenditures related to environmental protection are 
included in our operating expenses in determining applicable electricity transmission tariffs and are subject to annual 
approval by the FTS.  

We believe we are in compliance in all material respects with the applicable requirements of current Russian 
legislation in relation to environmental protection. 

Litigation  

Federal Grid and the other members of the Group have from time to time been, and continue to be, the subject of 
legal proceedings and adjudications in the ordinary course of their business.  

In September 2008 and August 2009, LLC "Gazprom energo" which belongs to the Gazprom group ("Gazprom") 
submitted offers to us to enter into a lease agreement for the use and operation of certain electricity transmission grids 
owned by Gazprom. Under Russian law, we are required to operate all electricity transmission grids forming the UNEG 
and enter into lease agreements with respect to such grids with third party owners of these facilities if so requested by 
them. The lease payments payable by us to the third party owners pursuant to such lease agreements are determined 
based on the electricity transmission tariffs with respect to particular third party owners as approved by the FTS. In 
December 2010, the FAS issued a decision holding Federal Grid in violation of antimonopoly law for not entering into 
the lease agreement with Gazprom. Pursuant to Russian administrative law and recent FAS practice, we may be subject 
to a fine of approximately RUB 207 million representing one per cent. of total annual revenue of MES Ural, our branch 
which operates in the region where Gazprom's electricity transmission grids are located. We plan to commence court 
proceedings in the relevant arbitrazh court to challenge the FAS decision on the basis, among others, that entry into the 
lease agreement was not legally possible since all material terms, particularly the lease payments, could not be set out in 
the lease agreement because the electricity transmission tariffs with respect to Gazprom have not been approved by the 
FTS. We cannot predict whether we will be successful in these proceedings.  

In November 2007, JSC "Tyumenenergo" ("Tyumenenergo"), a regional grid company that provides services of 
electricity distribution and technological connection on the regional level, approached us to provide a technological 
connection to the UNEG, in order for Tyumenergo to service LLC "Lukoil-Energoseti" ("Lukoil-Energoseti"), a local 
customer. Tyumenergo, however, objected to and did not accept certain terms of our standard contract for technological 
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connection. Pursuant to these terms, among others, Federal Grid has the right to change certain terms of the contract 
unilaterally, Federal Grid has the right to extend the term for performance of its obligations and customers are obliged 
to pay advance payment for reconstruction of our substations required for building technological connection for the 
customer. In December 2008, Tyumenenergo approached us again to provide the technological connection and accepted 
our standard terms for technological connection, including the above terms. However, in 2009, Lukoil-Energoseti filed 
a claim with the FAS seeking a ruling compelling us to remove the above mentioned terms and alleging that Federal 
Grid, as a company holding a dominant position on the market of electricity transmission, including technological 
connection, has imposed discriminatory and unfavourable conditions under the contract with Tyumenenergo and thus 
breached Russian competition law. We responded that while Federal Grid holds a dominant position on the market of 
electricity transmission, it does not hold a dominant position on the market of technological connection and thus is not 
subject to requirement of the competition law in this regard. In August 2010, FAS found us to have violated the 
competition law and prescribed us to amend our standard contract for technological connection to exclude the above 
terms. In September 2010, we commenced proceedings against FAS in the Moscow Arbitrazh Court seeking a court 
order invalidating and cancelling the decision. Meanwhile, in December 2010, FAS imposed on us an administrative 
fine in the amount of RUB 131 million. In January 2011, the court ruled in favour of FAS, including the administrative 
fine. We plan to appeal the decision of the Moscow Arbitrazh Court to the court of appeal. We cannot predict now 
whether we will be successful in these proceedings. 

We are regularly disputing tax assessments and tax liabilities asserted against us by the Russian tax authorities. As 
at 30 June 2010, the total amount of such disputes was RUB 33.4 million. We have not made any reserves with respect 
to these tax disputes. 

Except as set forth above in this subsection headed "Litigation", there have not been and we are not aware of any 
other ongoing or forthcoming governmental, legal or arbitration proceedings, including pending or threatened 
proceedings during the previous 12 months which may have, or have had in the recent past significant effects on us or 
our financial position or profitability.  
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REGULATORY ENVIRONMENT 

Set forth below are certain key provisions of the Russian legislation relating to electricity transmission and certain 
other laws and regulations generally applicable to us including those relating to environmental, technical, antimonopoly 
and natural monopoly regulation. This description neither purports to cover all relevant issues nor to be a 
comprehensive description of all topics discussed below and is qualified in its entirety by reference to applicable 
Russian law. 

Electricity Industry Regulation 

The electricity transmission in the Russian Federation is regulated primarily by the following key laws and 
regulations: 

• Resolution of the Russian government "On Restructuring the Electric Power Industry of the Russian 
Federation" No. 526 dated 11 July 2001 (Resolution 526), 

Resolution 526 established the principles and objectives of the restructuring of the Russian electricity industry. 
According to Resolution 526, such restructuring is intended to result in separation of competitive businesses 
such as generation and supply from natural monopoly businesses such as transmission, distribution and 
dispatching; 

• Federal Law "On Specific Features of Functioning of Electricity Industry during the Transitional Period, and on 
Introduction of Amendments into Certain Laws of the Russian Federation and on Abolishing Certain Laws of 
the Russian Federation in Connection with the Adoption of the Federal Law "On the Electricity Industry" No. 
36-FZ dated 26 March 2003 (the "Transitional Period Law"), 

The Transitional Period Law provides further details of some of the matters addressed by Resolution 526. 
Pursuant to the Transitional Period Law, the completion date for the transitional period of the sector reform was 
1 July 2008, the same date that RAO UES was dissolved. The Transitional Period Law set forth the principles 
for establishing Federal Grid. In addition, from 1 April 2006, the Transitional Period Law prohibits legal 
entities and individuals from combining activities relating to the transmission and dispatching of electricity with 
activities relating to generation and sale of electricity. As a result, from 1 April 2006 it is prohibited to 
simultaneously own any property used for the transmission and dispatching of electricity and property used for 
generation and sale of electricity, subject to several exceptions;  

• Federal Law "On Electricity Industry" No. 35-FZ dated 26 March 2003, as amended (the "Electricity Industry 
Law"), 

The Electricity Industry Law established the legal basis and principles of economic relations among the 
electricity industry participants. Specifically, the Electricity Industry Law provides specific details in relation to 
the operation and management of the UNEG and providing electricity transmission and technological 
connection services. Pursuant to the Electricity Industry Law, a company that operates and manages the UNEG, 
i.e. Federal Grid, must be established as an open joint stock company and the Russian Federation must own at 
least 75 per cent. plus one voting share in the company. Federal Grid is also required to operate all electricity 
transmission grids forming the UNEG and enter into lease agreements with respect to such grids with third 
party owners of these grids, which are in turn obliged to enter into lease agreements with us. The Electricity 
Industry Law sets forth certain requirements for determining the lease payments payable by Federal Grid to the 
third party owners pursuant to such lease agreements. It also prohibits Federal Grid to enter into agreements for 
sale and purchase of electricity, except to cover electricity losses. Pursuant to the Electricity Industry Law, we 
are also required to develop and realise long-term investment programmes for the purposes of modernisation of 
the UNEG and construction of new facilities;  

• Federal Law "On State Regulation of Tariffs for Electric and Heat Energy in the Russian Federation" No. 41-FZ 
dated 14 April 1995, as amended (the "Tariff Regulation Law"), 

The Tariff Regulation Law sets forth the purpose and main principles of federal tariff regulation;  

• Resolution of the Russian government "On Determination of Prices in Relation to Electricity and Heat Power in 
the Russian Federation" No. 109 dated 26 February 2004, as amended, 

This resolution provides further details of the principles set forth in the Tariff Regulation Law and establishes 
methods of tariff regulation for electricity and heat power energy activities. See "Business – Customers and 
Tariffs" and "Electricity Industry in the Russian Federation – Regulation and Pricing in Electricity and 
Distribution Sector" for a detailed description of RAB formulas; 

• Federal Law "On Energy Saving and Improvement of Energy Efficiency and on the Amendments to Certain 
Legislative Acts of the Russian Federation" No. 261-FZ dated 23 November 2009, as amended, 

This law sets forth the principles of energy efficiency improvements and energy savings. It imposes record-
keeping obligations with respect to the volumes of electricity transmission and provides for mandatory 
examination of electricity transmission companies once every five years; 
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• Resolution of the Russian government "On Adoption of Rules on Assignment of Energy Facilities to the UNEG 
and Maintenance of Register of Energy Facilities of UNEG" No. 648 dated 28 October 2003, as amended, 

This resolution establishes conditions based on which energy facilities may be assigned to the UNEG and 
provides record-keeping instructions with respect to the UNEG register;  

• Resolution of the Russian government "On Criteria of Assignment of Electricity Facilities to the UNEG" No. 
41 dated 26 January 2006, 

This resolution provides for criteria for assignment of electricity facilities to the UNEG; 

• Resolution of the Russian government "On Adoption of Rules on Non-discriminatory Provision of Electricity 
Transmission Services, Rules on Non-discriminatory Access to Electricity Dispatching Management, Rules on 
Non-discriminatory Access to Services of Administrator of Wholesale Market Trade System and Rules on 
Technical Connection of Electric Power Installations to Power Grids" No. 861 dated 27 December 2004, as 
amended, 

This resolution establishes the rules for non-discriminatory supply of electricity transmission services intended 
to facilitate competition in the electricity generation and electricity supply industries; 

• Resolution of the Russian government "On Material Conditions and Procedure of Dispute Resolution on Right 
to Contract in relation to Energy Facilities of UNEG" No. 492 dated 15 June 2009, 

This resolution establishes the material terms of the lease agreements with third party owners of the electricity 
transmission grids forming the UNEG and related dispute resolution rules. Particularly, pursuant to this 
Resolution, the lease payments payable by Federal Grid to the third party owners are determined based on the 
electricity transmission tariffs with respect to particular third party owners as approved by the FTS; and 

• Other laws and regulations that have been promulgated in accordance with the above. 

Licensing and Certification 

Federal Law No. 128-FZ "On Licensing of Certain Activities" dated 8 August 2001 (the "Law on Licensing"), as 
amended, sets out the requirements for obtaining licences for certain activities. While our electricity transmission 
operations do not require a licence, certain other related activities may be performed only on the basis of a licence 
granted by the governmental authorities. We currently holds several such licences, see "Business – Significant 
Licences". 

Under the Law on Licensing, effective 1 January 2010, activities related to construction are not subject to licensing 
requirements. Instead, the Russian Town-Planning Code requires that construction activities affecting the safety of 
capital construction projects require membership in a non-profit self-governing organisation and certification from this 
organisation. Our subsidiaries that carry out construction activities became members of the Non-Commercial 
Partnership Central Association of Project Organisations in 2010 and obtained relevant certification in September and 
October of 2010. Under the Town-Planning Code and applicable regulations, project design or construction activities 
that may affect the safety of capital construction projects require relevant certifications. Such certifications may be 
obtained by project designers or builders for certain types of activities and are valid for multiple projects performed by 
such designers and builders. 

Environmental Legislation 

The principal environmental law applicable to us is Federal Law "On Environmental Protection" No. 7-FZ dated 10 
January 2002, as amended (the "Environmental Protection Law"). The Environmental Protection Law establishes a 
"pay-to-pollute" regime administered by the Federal Service for Ecological, Technological and Nuclear Supervision 
(the "FSETNS") and local authorities.  

Under the "pay-to-pollute" regime, companies are required to obtain licences and permits authorising the discharge 
of pollutants into the air, water or soil. These licences and permits establish specific limits for permitted pollution. Fees 
are assessed both for pollution within the authorised limits and for pollution in excess of these limits (the latter 
containing a penalty element). There are additional fines for certain other breaches of environmental regulations. The 
Environmental Protection Law requires that a company responsible for pollution make payments to the federal budget 
to compensate for all environmental losses caused by such pollution. The period of limitation for asserting 
compensation claims under this law is 20 years. 

Competition Law 

Under Federal Law No. 135-FZ of 26 July 2006 "On Protection of Competition" (the "Competition Law"), natural 
monopoly entities are regarded as entities occupying a "dominant position" on the relevant market. 

Article 10 of the Competition Law prohibits certain actions (or inactions) by market participants occupying a 
dominant position on the market which will result or may result in the prevention, limitation or elimination of 
competition or the infringement into the interests of other market participants. These rules are primarily intended to 
prevent the inclusion of discriminatory, burdensome or irrelevant terms into contracts, refusal to provide services to 
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consumers or creation of obstacles to the development of competition on the relevant market. The Competition Law 
specifically provides that charging prices based on tariffs approved by the FTS may not be viewed as abuse of a 
dominant market position by a natural monopoly.  

Article 18 of the Competition Law requires a natural monopoly hold open tenders to enter into, among other things, 
property, pension and personal insurance contracts or contracts relating to services related to capital raisings conducted 
on securities markets. 

The Competition Law provides for a mandatory pre-approval by the FAS of the following transactions: 

• an acquisition by a person (or its group) of more than 25 per cent. of the voting shares of a joint stock company 
(1⁄3 participation interest in a limited liability company) and the subsequent increase of these shares up to more 
than 50 per cent. and more than 75 per cent. of the voting shares (1⁄2 and 2⁄3 participation interest in a limited 
liability company); 

• acquisition by a person (or its group) of the core production assets (with certain exceptions) and/or intangible 
assets of an entity if the balance sheet value of such assets exceeds 20 per cent. of the total balance sheet value 
of the core production and intangible assets of such entity; or 

• obtaining rights to determine the conditions of business activity of an entity or to exercise the powers of its 
executive body by a person (or its group), if any of the following thresholds are met: 

(i) aggregate asset value of the acquirer (or its group) together with the target (or its group) exceeds RUB 7 
billion and the total asset value of the target (its group) exceeds RUB 250 million; 

(ii) the total annual revenues of an acquirer (or its group) and the target (or its group) for the preceding 
calendar year exceed RUB 10 billion and the total asset value of the target (its group) exceeds RUB 250 
million; or  

(iii) if an acquirer, and/or a target, or any entity within the acquirer's group or a target's group are included in 
the register of entities having a market share in excess of 35 per cent. on a particular commodity market 
or having a dominant position on a particular commodity market maintained by the FAS (the 
"Register"). 

Furthermore, the Competition Law provides for a mandatory pre-approval by the FAS of the following actions: 

• mergers and consolidations of entities, if any of the following thresholds are met: 

(i) their aggregate asset value (the aggregate asset value of the groups of persons to which they belong) 
exceeds RUB 3 billion; 

(ii) total annual revenues of such entities (groups of persons to which they belong) for the preceding 
calendar year exceed RUB 6 billion; or 

(iii) one of these entities is included into the Register; or 

• foundation of an entity, if any of the following thresholds are met: 

(i) its charter capital is paid by the shares (participation interest) and/or the assets of another entity (save 
for monetary means) or the newly founded entity acquires the rights in respect of such shares 
(participation interest) and/or assets as specified in the Competition Law provided that the aggregate 
asset value of the founders (group of persons to which they belong) and the entities (groups of persons 
to which they belong) which shares (participation interest) and/or assets are contributed to the charter 
capital of the newly founded entity exceeds RUB 7 billion; 

(ii) total annual revenues of the founders (group of persons to which they belong) and the entities (groups 
of persons to which they belong) which shares (participation interest) and/or assets are contributed to 
the charter capital of the newly founded entity for the preceding calendar year exceed RUB 10 billion; 
or 

(iii) the entity whose shares (participation interest) and/or assets are contributed to the charter capital of the 
newly founded entity is included in the Register. 

The Competition Law stipulates certain carve-outs from this rule providing for post-transactional notification to the 
FAS instead of FAS pre-approval. The Competition Law provides for a mandatory post-transactional notification 
(within 45 days of the closing) to the FAS in connection with the transactions specified above, if the aggregate asset 
value or total annual revenues of the acquirer (its group) and the target (its group) for the preceding calendar year 
exceeds RUB 400 million and the total asset value of the target (its group) exceeds RUB 60 million. 

The Competition Law expressly provides for its extraterritorial application to transactions which are made outside 
of Russia which may limit competition in Russia and relate to assets located on the territory of Russia or to the shares 
(participation interests) in Russian companies or rights in relation to such companies. 
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Under the Competition Law, if an acquirer has acted in violation of the merger control rules and, for example, 
acquired shares without obtaining prior approval from the FAS, the transaction may be invalidated by a court order 
initiated by the FAS, provided that such transaction has led or may limit competition, for example, by means of 
strengthening one's dominant position in the relevant market. Russian legislation provides for civil, administrative and 
criminal liability for violations of antimonopoly legislation. 

Natural Monopoly Law 

The Federal Law No. 147-FZ "On Natural Monopolies", dated 17 August 1995, as amended (the "Natural 
Monopoly Law"), defines a natural monopoly as a situation on the commodities market where a demand for particular 
products or services is satisfied more effectively in the absence of competition and where the monopoly product or 
service cannot be easily replaced by another one. 

The principal ways of regulating the activities of natural monopolies by the relevant authorities are: 

• regulating prices (tariffs); and  

• requiring natural monopolies to provide certain levels of products or services to certain consumers. 

In accordance with Article 7(2) and 7(3) of the Natural Monopoly Law, certain types of transactions, including, 
among other things, (i) investments outside the regulated activity of a natural monopoly and (ii) any sale, lease or other 
transaction which results in another entity obtaining title to a part of the Company's main assets used for the production 
of regulated goods, in each case exceeding 10 per cent. of the natural monopoly's own capital, must be approved by the 
FAS. The FAS has the power to determine the categories of consumers who are entitled to require the natural monopoly 
to provide them with a certain level or volume of services. In addition, Article 8(1) of the Natural Monopoly Law 
prohibits natural monopolies from refusing to enter into contracts with particular customers, provided that the relevant 
natural monopoly has the requisite capacity to provide contracted products or services. Tariffs of such natural 
monopolies are regulated by the FTS and notification and reporting requirements apply to the natural monopoly's 
operations. 

Strategic Industry Law 

Federal Law "On the Procedure for Implementing Foreign Investment in Commercial Enterprises Having Strategic 
Importance for Securing the National Defence and Security of the State" No. 57-FZ (the "Strategic Industry Law") 
became effective on 7 May 2008. Under the Strategic Industries Law, a foreign investor, or a group of entities which 
includes a foreign investor acquiring directly or indirectly (1) 50 per cent. or more of the voting capital stock of a 
company which is considered to be a strategic enterprise as defined by the Strategic Industries Law (a "strategic 
enterprise") or (2) 10 per cent. or more of the voting capital stock of a strategic enterprise which is engaged in the 
geological study, exploration or production of natural resources on plots that are deemed by the Russian government to 
be subsoil plots of federal importance, are required to obtain prior approval, or in certain cases post-transaction 
approval, of a special commission created by the Russian government. Such approval is subject to a determination by 
the Federal Security Service of Russia that the acquisition of control does not threaten the national defence and security 
of the state. Additionally, the approval may be subject to the fulfilment of certain conditions by the foreign investor, 
including, inter alia, achieving the strategic enterprise's business plan, securing the employment of a certain number of 
personnel and processing the natural resources produced by strategic enterprise in the Russian Federation. Federal Grid 
is a strategic enterprise for the purposes of the Strategic Enterprises Law and therefore must comply with the 
requirements of the Strategic Industry Law. 

Under the Strategic Industries Law, any foreign investor or group of companies is required to notify the FAS on its 
acquisition of 5 per cent. or more of the charter capital of a strategic enterprise within 45 days of the acquisition.  
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RELATED PARTY TRANSACTIONS  

The Group is required to report on related party transactions as defined in IAS 24 "Related Party Disclosures" in 
accordance with IFRS. For further information on related party transactions, see Note 4 to the Group's interim 
unaudited consolidated interim financial statements for the six months ended 30 June 2010 and Note 5 to each of the 
Group's audited combined and consolidated financial statements for the years ended 31 December 2009, 2008 and 
2007. 

As of the date of this Prospectus, the Russian Federation owned 79.48 per cent. of shares in Federal Grid. In the 
ordinary course of business, the Group entered, and will continue to enter, into transactions with entities under direct or 
indirect control of the Russian government and their affiliates and subsidiaries. All related party transactions described 
in this section are between the Group and parties that are or were directly or indirectly owned or controlled by the 
Russian government. 

The following related party transactions are considered to be material in the period from 1 January 2007 to the date 
of this Prospectus. 

Transmission revenue  

The Group, in the normal course of its business, provides electricity transmission services to related parties. In the 
six months ended 30 June 2010 and the years ended 31 December 2009, 2008 and 2007, the Group derived revenues of 
RUB 50,495 million, RUB 77,135 million, RUB 62,449 million and RUB 58,013 million, respectively, from 
transmission services provided to state-controlled entities such as JSC "Tyumenenergo", JSC "MOEK", JSC "MRSK 
Sibiri", JSC "MRSK Urala", JSC "MRSK Tsentra". All of these services were provided at regulated tariffs. 

Technological Connection Services revenues 

The Group, in the normal course of its business, provides technological connection services to related parties. In the 
year ended 31 December 2009 the Group derived revenues of RUB 2,418 million from technological connection 
services provided to state-controlled entities, primarily to JSC "Tyumenenergo". All of these services were provided at 
regulated tariffs. The Group did not receive any material revenue from technological connection services provided to 
state-controlled entities in the six months ended 30 June 2010 and in the years ended 31 December 2008 and 2007. 

Electricity sales revenue 

The Group, in the normal course of its business, sells electricity to related parties. In the six months ended 30 June 
2010 and the years ended 31 December 2009, 2008 and 2007, the Group derived revenues of RUB 861 million, RUB 
1,336 million, RUB 833 million and RUB 430 million, respectively, from electricity sales provided to state-controlled 
entities such as GUP "Chechkommunenegro", JSC "Mosenergosbyt", MUP "Upravleniye Gorvodokanal". All of these 
services were provided at regulated tariffs. 

Other operating income 

The Group, in the normal course of its business, provided equipment installation services to related parties. In the 
year ended 31 December 2008 the Group derived operating income of RUB 1,605 million from equipment installation 
services provided to state-controlled entity JSC "Far Eastern Generating Company". We believe such services were 
provided on an arms-length basis. The Group did not receive any income from equipment installation services provided 
to state-controlled entities in the six months ended 30 June 2010 and in the years ended 31 December 2009 and 2007. 

Promissory Notes 

In 2008, as a result of reorganization of RAO UES, Federal Grid acquired promissory notes of certain state-
controlled entities. As at 30 June 2010, the Group held long-term and short-term promissory notes of state-controlled 
entities in the aggregate amount of RUB 28,568 million. The notes were issued by state-controlled entities JSC "VTB 
Bank", JSC "System Operator UES", JSC "MRSK of Centre and Volga region" and JSC "Mosenergo". The effective 
interest rate on these promissory notes ranges from nil to 12.6 per cent. The maturity date of these promissory notes 
ranges from 2010 to 2020. See "Management's Discussion and Analysis of Financial Condition and Results of 
Operations – Promissory Notes" for additional details.   

Loans 

Federal Grid entered into a framework revolving credit facility agreements with Sberbank, a state-controlled bank, 
in the normal course of its business. The aggregate amount available under the credit facility is RUB 15 billion. The 
applicable interest rate is to be determined, but may be no higher than 10 per cent. The Sberbank credit facility matures 
in February 2012. The funds borrowed under the credit facility may be used for acquisition, maintenance and upgrade 
of electricity transmission assets of Federal Grid and general corporate purposes. As of the date of this Prospectus, the 
credit facilities have not yet been utilised.  

Contribution to the Group's Revenues 

For the six months ended 30 June 2010 and years ended 31 December 2009, 2008 and 2007, the Group's aggregate 
revenues from related parties accounted for 90.8, 92.4, 91.4 and 95.8 per cent. of the Group's total revenues, 
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respectively. In addition to the transactions described above, the Group enters into transactions in the regular course of 
its business with parties who may be considered "interested" parties for the purposes of the Joint Stock Companies Law, 
which the Group believes are not material to it. 
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PRINCIPAL SHAREHOLDERS 

The following table sets out information on our principal shareholders (meaning shareholders that own 5 per cent. or 
more of our Shares) presented as of the date of this Prospectus based on the information available to us.  

 
Name of Shareholder  Number of Shares  Percentage  
The Russian Federation(1) ................................................................................... 998,216,115,886 79.48% 
Closed Joint Stock Company "Depositary and Clearing Company"(2) ............... 85,816,100,127 6.83% 
Limited Liability Company "Depositary and Corporate Technologies"(2)(3) ....... 67,916,184,242 5.41% 
Others(4) .............................................................................................................. 103,999,728,138 8.28% 

Total ................................................................................................................... 1,255,948,128,393(5) 100.0% 

 _____________  
(1) The shares held by the Russian Federation are held through and managed on its behalf by the FPMA. 

(2) These entities are depositaries registered under Russian law. Based on shareholder lists prepared by our registrar for the annual Meeting of 
Shareholders held in June 2010, these depositaries hold shares on behalf of numerous individuals and legal entities. 

(3) As at 31 December 2010, our subsidiary LLC "Index Energetiky – FGC UES" held 13,727 million Shares or 1.09 per cent. of Federal Grid. These 
shares are considered outstanding under Russian law, see "Description of Charter Capital and Certain Requirements of Russian Legislation – 
Description of Charter Capital – General".  

(4) Approximately 0.13 per cent. of our Shares are held by Deutsche Bank Trust Company Americas in its capacity as a depositary bank under the 
Regulation S and Rule 144A GDR programmes.  

(5) Total amount of Shares includes 22,386,794,841 Shares that were placed under the additional share issuance completed on 4 February 2011. The 
relevant amendments to the Charter are being registered with Russian state registration authorities to reflect the changes in our charter capital.  

The Russian Federation exercises effective control over us through their voting rights and representatives on the 
Board of Directors. Their control extends to all matters requiring shareholder approval, including the election of 
directors and significant corporate transactions, such as a merger or other sale of our company or our assets. For a 
description of the rights of our shareholders, see "Description of Charter Capital and Certain Requirements of Russian 
Legislation – Description of Charter Capital - Rights Attaching to Ordinary Shares". Save as discussed above, there are 
no other persons who exercise control over us.   

The Group has certain controls in place to help to ensure that the Russian Federation will not abuse its controls. 
These include four out of eleven independent directors on the Board of Directors and an Audit Committee composed 
entirely of independent directors (see "Management"). In addition, Russian law provides a number of safeguards to 
protect rights of minority shareholders. For example, interested party transactions require approval by disinterested 
directors, disinterested independent directors or disinterested shareholders; major transactions require approval by the 
Board of Directors or the General Shareholders' Meeting; shareholders have pre-emption rights to subscribe for shares; 
and, in certain cases, when shareholders vote against or abstain from voting on a matter, they have the right to require 
the company to repurchase their shares at market value (see "Description of Charter Capital and Certain Requirements 
of Russian Legislation"). In addition, Federal Grid has a number of disclosure obligations under Russian law, both on a 
ad-hoc basis and through quarterly reporting (see "Description of Charter Capital and Certain Requirements of Russian 
Legislation – Disclosure of Information"). 

None of our shareholders have voting rights different from any other holders of our Shares. We are not aware of any 
arrangements that may result in a change of control of Federal Grid.  

Reconciliation of the number of shares outstanding at the beginning and end of 2010, 2009, 2008 and 2007 

 
Year 1 January  Description Change 31 December  
2010 1,153,514,196,362 Additional share issue 80,047,137,190 1,233,561,333,552 
2009 1,153,514,196,362 - - 1,153,514,196,362 
2008 361,382,207,920 Conversion upon merger 677,166,734,207 

1,153,514,196,362 
  Additional share issue 114,965,254,235 
2007 243,214,483,559 Additional share issue 118,167,724,361 361,382,207,920 
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MANAGEMENT 

Overview 

Our management is carried out through various governing bodies, each being responsible for different aspects of our 
overall activity. Our top decision-making body is the General Shareholders' Meeting. The Board of Directors is 
responsible for the general management of our business, including the development of our overall business strategy. 
Our collective executive body is the Management Board. The General Shareholders' Meeting is authorised to appoint 
the Chairman of the Management Board who acts as our sole executive body. The Chairman of the Management Board, 
together with the Management Board, is responsible for the administration of our day-to-day operations. 

A brief description of each of the Board of Directors, the Management Board and the Chairman of the Management 
Board is set out below. See "Description of Charter Capital and Certain Requirements of Russian Legislation" for a 
brief description of the General Shareholders' Meeting. 

Board of Directors 

The Board of Directors is responsible for the general management of our business, with the exception of matters 
expressly allocated by the Russian legislation and our Charter to the exclusive competence of the General Shareholders' 
Meeting. Our Board of Directors has the power to decide with respect to the following: 

• determination of our business strategy; 

• convening of annual and extraordinary General Shareholders' Meetings, except in certain circumstances as 
provided by the Russian legislation and our Charter; 

• approval of the agenda of the General Shareholders' Meetings, determination of the record date for shareholders 
entitled to participate in the General Shareholders' Meeting and other issues in connection with the preparation 
for, and holding of, General Shareholders' Meetings; 

• recommendations regarding the amount of any dividend to be declared and the procedure for its payment; 

• recommendations regarding the amount of remuneration and compensation to be paid to members of the Internal 
Audit Commission and the fees payable for the services of an external auditor; 

• approval of our internal regulations, except for internal regulations which require approval by the General 
Shareholders' Meeting or by our executive bodies pursuant to the Russian legislation and our Charter; 

• approval of interested party and major transactions in cases provided by the Russian legislation;  

• determination of the value of Federal Grid's property and of its securities as provided by the Russian legislation; 

• establishment and liquidation of our branches and representative offices and related amendments to our Charter; 

• election and removal of the Chairman of the Board of Directors and the members of the Management Board; 

• determination and amendment of our credit policy in relation to entering into financing agreements and 
guarantees; 

• approval of our acquisition policy; 

• preliminary approval of transactions that may trigger obligations denominated in foreign currency (or obligations 
whose amount is pegged to foreign currency); and 

• certain other matters as provided by the Russian legislation and our Charter. 

The JSC Law requires at least a five-member Board of Directors for all joint stock companies, at least a seven-
member Board of Directors for a joint stock company with more than 1,000 holders of voting shares, and at least a nine-
member Board of Directors for a joint stock company with more than 10,000 holders of voting shares. The actual 
number of directors is determined by the Charter or a decision of a general shareholders' meeting. Only natural persons 
(as opposed to legal entities) are entitled to sit on the Board of Directors. Members of the Board of Directors are not 
required to be shareholders. In accordance with our Charter, the Board of Directors consists of 11 members. Our 
Charter provides for election of the Board of Directors at the annual General Shareholders' Meeting for a one-year term 
until the next annual General Shareholders' Meeting. At least six members of the Board of Directors elected by the 
General Shareholders' Meeting must be representatives of the Russian state authorities, and at least one representative 
of the Market Council, a non-commercial partnership of electricity industry participants, must also be elected to the 
Board of Directors. The election of the Board of Directors is carried out based on cumulative voting and a director can 
be elected to the Board of Directors an unlimited number of times. Under cumulative voting, each shareholder may cast 
an aggregate number of votes equal to the number of shares held by such shareholder multiplied by the number of 
persons on the Board of Directors, and the shareholder may give all such votes to one candidate or spread them between 
two or more candidates. Before expiration of the term the directors may be removed as a group at any time without 
cause by a majority vote of the shareholders at the General Shareholders' Meeting. 
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The Board of Directors elects the Chairman of the Board of Directors from its members and has the right to remove 
its Chairman at any time. The Chairman of the Management Board may not be elected as the chairman of the Board of 
Directors. 

Meetings of the Board of Directors are held from time to time as necessary but no less than once every three months 
and can be carried out by absentee voting. Questions arising at meetings of the Board of Directors are decided by a 
simple majority of votes, except in certain cases as provided by the Russian legislation and the Charter where a larger 
majority is required. A quorum of more than half of the members of the Board of Directors is necessary for the 
transaction of business. Each member has a single vote while the Chairman of the Board of Directors has the deciding 
vote in case of a tie. 

The table below sets out the name, year of birth and position of the members of the Board of Directors as of the date 
of this Prospectus.  

 

Name Year of Birth Position 
Year 
Appointed 

Sergey Ivanovich Shmatko .................................. 1966 Chairman  2008 
Andrey Borisovich Malyshev .............................. 1959 Deputy Chairman 2008 
Boris Ilich Ayuev ................................................ 1957 Member  2004 

Oleg Mikhailovich Budargin ............................... 1960 
Member, Chairman of the 
Management Board  2010 

Georgy Petrovich Kutovoy .................................. 1937 Member  2010 
Alexey Alexandrovich Makarov .......................... 1937 Member  2008 
Dmitry Valerievich Ponomarev ........................... 1967 Member  2008 
Yury Alekseevich Solovyev* .............................. 1970 Member  2010 
Ernesto Ferlengi* ................................................. 1968 Member  2008 
Igor Vladimirovich Khvalin* .............................. 1974 Member  2010 
Rashid Ravelyevich Sharipov*  ........................... 1968 Member  2008 

____________________________________________ 

*  Independent per requirements of Russian stock exchanges.  

Sergey Ivanovich Shmatko has been the Chairman of the Board of Directors of Federal Grid since 2008. Since 2009 
Mr. Shmatko has been a member of the Board of Directors of JSC "Gazprom". In November 2009, Mr. Shmatko was 
elected as a member of the Supervisory Board of the State Corporation of Nuclear Power "Rosatom". From 2008 to 
2010 he was Chairman of the Board of Directors of JSC "Rosneftegaz". Since December 2008 he has been the 
Chairman of the Board of Directors of JSC "Zarubegneft", JSC RusHydro, JSC "MRSK Holding" and a member of the 
Board of Directors of JSC "INTER RAO UES". Since June 2009 he has been the Chairman of the Board of Directors of 
JSC "AK Transneft" and the System Operator. In May 2008, he was appointed Minister of Energy of the Russian 
Federation. In 2008, he worked as a Deputy Director of JSC "Atomenergoprom". From 2005 to June 2006 Mr. Shmatko 
served as a Vice-President of CJSC "Atomstroyexport" and since June 2006 he has been a President of CJSC 
"Atomstroyexport". From 2005 to 2006 Mr. Shmatko was a counsel to the Chairman of the Management Board in JSC 
"Gazprombank". From 2002 to 2005 he was the Chairman of the State Fund of Conversion. Mr. Shmatko graduated 
from the Faculty of Political Economics and the Faculty of Mathematics and Mechanics of the Ural State University in 
1990. In 1992, Mr. Shmatko graduated from the Faculty of Economics of the University of Marburg (Germany). In 
2004 he attended the Graduate School of the Military Academy of the General Staff of Armed Forces of the Russian 
Federation and received a degree in defence and maintenance of security of the Russian Federation. His business 
address is 42 Shepkina St., GSP-6, Moscow 107996, Russian Federation.  

Andrey Borisovich Malyshev has been a Deputy Chairman of the Board of Directors of Federal Grid since 2009. He 
has been a member of the Board of Directors of Federal Grid since 2008. Since 2010 he has been the Chairman of the 
Board of Directors of LLC "SITRONIX-Nano", "MTs Rosnano", LLC "Litiy-ionnie tekhnologii" and CJSC "Plakart". 
Since 2009 Mr. Malyshev has been the Chairman of the Board of Directors of CJSC "Prepreg-SKM", CJSC "Galileo 
Nanotech" and a Deputy Chairman of the Board of Directors of CJSC "TREKPOR TECHNOLOGY". Since October 
2007 Mr. Malyshev has been a deputy General Director and a member of the Management Board of the State 
Corporation "Rosnanotech". From 2006 to 2007 Mr. Malyshev was a deputy Head of the Federal Energy Agency. From 
2005 to 2006 Mr. Malyshev held a position of a deputy Head of the Federal Service of Environmental, Technological 
and Nuclear Control. Mr. Malyshev graduated from the Moscow Energy University in 1982 and received a degree in 
Social and Technical Sciences. His business address is 10A, Prospect 60-letiya Oktyabrya, Moscow 117036, Russian 
Federation.  

Boris Ilich Ayuev has been a member of the Board of Directors of Federal Grid since 2004. From 2009 to 2010 he 
was a member of the Supervisory Board of JSC United Energy System "GruzRosenergo". Since 2008 he has been a 
member of the Board of Directors of CJSC "CFR" and JSC "Administrator of trade systems of wholesale electricity and 
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the capacity market of UES". From 2004 to 2008 Mr. Ayuev was a member of the Board of Directors of JSC "RAO 
Energy Systems of East" and JSC RusHydro, and a member of the Management Board of RAO UES. In 2002, he was 
appointed as a Deputy Chairman of the Management Board of OJSC "System Operator–Central dispatch control of the 
UES". Mr. Ayuev graduated from the Ural Polytechnic Institute in 1979 and holds a PhD degree in Technical Sciences. 
His business address is building 3, Kitaygorodsky Proezd 7, Moscow 109074, Russian Federation. He owns 90,691,429 
Shares of Federal Grid.  

Oleg Mikhailovich Budargin has been the Chairman of the Management Board of Federal Grid since October 2009. 
Since June 2010 he has been a member of the Board of Directors of Federal Grid and CJSC "Energy Forecasting 
Agency". From 2007 to 2009 he was appointed assistant to the plenipotentiary representative of the Russian President 
in the Siberian Federal District. Mr. Budargin was the Governor of the Taymyr Autonomous District from 2003 to 2007. 
Mr. Budargin graduated from the Norilsk Industrial Institute in 1982 with a degree in Industrial and Civil Engineering. 
He also holds a PhD degree in Economics. His business address is 5a, Akademika Chelomeya, Moscow 117630, 
Russian Federation. He owns 284,000 Shares of Federal Grid. 

Georgy Petrovich Kutovoy has been a member of the Board of Directors of Federal Grid since 2010. Since 2010 he 
has been a member of the Management Board of JSC "MRSK Holding". Since 2009 Mr. Kutovoy has been an advisor 
to the President of the Energy industry in CJSC "OMK". From 2007 to 2009 he worked as a member of the Board of 
Directors of JSC "Toplofikaciya Ruse" (Bulgaria). From 2004 to 2009 Mr. Kutovoy worked as advisor on Natural 
Monopolies in JSC "Mechel". He received the award of honoured power industry worker. Since 2001 he has been a 
professor of the Department for State Regulation of Natural Monopolies of the State Educational Institution "IPK 
gossluzbi". Mr. Kutovoy graduated from the Lvovsky Politech Institute (Ukraine) in 1961 with a degree in Electrical 
Engineering and he holds a PhD degree in Economics. His business address is 28/2, Ozerkovskaya Embankment, 
Moscow 115184, Russian Federation. 

Alexey Alexandrovich Makarov has been a member of the Board of Directors of Federal Grid since 2008. From 
2005 to 2008 he was a member of the committee on the development of the electrical energy industry in RAO UES. 
From 2004 to 2008 Mr. Makarov was a member of the Security Board of RAO UES. From 1997 to 2007 Mr. Makarov 
participated in the development of energy strategy and the conceptual position of sustainable development of power 
engineering and gas industry of the Russian Federation. From 2005 to 2006 he was a member of the Board of Directors 
and acting Chairman of LLC "EUROSIB-ENERGO". Since 2005 he has been a member of the Board of Directors of 
CJSC "Energy Forecasting Agency". Since 1986 he has been a member and later the director of Energy Researches 
Institute of the Russian Academy of Sciences. Mr. Makarov graduated from the Leningrad Polytechnic Institute and 
holds a PhD degree in Economics. His business address is 44, Vavilova Street, Moscow 117333, Russian Federation.  

Dmitry Valerievich Ponomarev has been a member of the Board of Directors of Federal Grid since 2008. Since 
2009 he has been a member of the Board of Directors of CJSC "Energy Forecasting Agency". Since 2008 
Mr. Ponomarev has been the Chairman of the Management Board of JSC "Administrator of trade systems of wholesale 
electricity and the capacity market of UES" and member of the Board of Directors of CJSC "CFR". Since 2006 he has 
been a member of the Board of Directors of the System Operator. Since 2002 Mr. Ponomarev has held a position of the 
Chairman of the Management Board of the Market Council. Mr. Ponomarev graduated from the Moscow State 
University of Foreign Affairs in 1993 and received a degree in Foreign Affairs. His business address is 12, 
Krasnopresnenskaya embankment, 7 entrance, Moscow 123610, Russian Federation.  

Yury Alekseevich Solovyev has been a member of the Board of Directors of Federal Grid since 2010. Since 2010 
Mr. Solovyev has been a member of the Board of Directors of VTB Capital Private Equity Holding AG and VTB 
Capital Investment Management Holding AG. Since 2009 he has worked as the General Director, Chairman of the 
Management Board and a member of the Board of Directors of CJSC "Holding VTB Capital" and JSC "Holding VTB 
Capital IB". Since 2008 Mr. Solovyev has held various positions, including a member of the Board of Directors of JSC 
"RAO Energy Systems of East", Chairman of the Management Board of CJSC "VTB Asset management", President 
and Head of Investment Business of VTB Group in CJSC "VTB Capital". From 2006 to 2008 Mr. Solovyev worked at 
LLC "Deutsche Bank" as the First Deputy Chairman of the Management Board, Head of the Department for Capital 
Markets Operations for Russia and the CIS. From 2002 to 2006 he was Managing Director, Head of the Department for 
Capital Markets Operations for Russia and the CIS of Deutsche Bank AG (London office). In 1994 Mr. Solovyev 
graduated from the Russian Academy of Economics and received a degree in Foreign Economic Affairs. In 2002, he 
graduated from the London School of Business with an MBA degree. His business address is Lesnaya St. 6, Moscow 
125047, Russian Federation. 

Ernesto Ferlengi has been a member of the Board of Directors of Federal Grid since 2008. From 2008 to 2009 Mr. 
Ferlengi was the General Director of LLP "Enni Energy" in Russia. Since 2008 Mr. Ferlengi has held a position of Vice 
President of "Eni". Since 2005 he has been Head of Representative Office of "Eni" in Russia and the CIS. From 2003 to 
2004 he was Regional Director of Representative Office of "Eni" for Kazakhstan and Regional Manager of "Adjeep 
Caspian Si" and "Adjeep KKO". From 1998 to 2002 Mr. Ferlengi was the Head of Representative Office of "Eni" in 
Russia. Mr. Ferlengi graduated from the Tor Vergata University of Rome and has a degree in Physics. His business 
address is building 1, 10 Bolshoi Levshinskiy pereulok, Moscow 119034, Russian Federation.  

Igor Vladimirovich Khvalin has been a member of the Board of Directors of Federal Grid since June 2010. Since 
2010 Mr. Khvalin has been the Executive Director and the Chairman of the Board of Directors of CJSC "Engineering 



 

 111 

Group Volga" and a member of the Board of Directors of JSC "MRSK Holding". From 2010 to 2009 he held a position 
of the General Director of CJSC "Engineering Group Volga". Since 2009 he has served as a member of the working 
group for energy efficiency of the Commission for modernisation and technological development of economy attached 
to the President of Russian Federation. From 2008 to 2009 Mr. Khvalin held a position of the Chairman of the Board of 
Directors of JSC "Povolgje". From 2007 to 2009 he worked as a member of the council of the Russian government for 
development of forest system. From 2006 to 2008 Mr. Khvalin worked as the Executive Director of CJSC "Managing 
Company Krona Management". In 2006, he held a position as deputy General Director of CJSC "Register". 
Mr. Khvalin graduated from the State Aviation Technology Institute in 2005 and received a degree in engineering. He 
also holds a PhD degree in Historic Sciences. His business address is building 1, Elizavetinsky pereulok 12, Moscow 
105005, Russian Federation.  

Rashid Ravelevich Sharipov has been a member of the Board of Directors of Federal Grid since 2008. Since 2010 
he has been a member of the Board of Directors of JSC RusHydro. Since 2009 he has been a member of the Board of 
Directors of the System Operator and a member of the Supervisory Board of JSC "Russian Regional Development 
Bank". From 2009 to 2010 he was a member of the Board of Directors of JSC "Irkutskenergo". Since 2006 Mr. 
Sharipov has been a Deputy General Director of LLC "KFK-Consult". From 1999 to 2006 he was a deputy General 
Director of CJSC "KFK-Alliance". Mr. Sharipov graduated from the Moscow State University of Foreign Affairs in 
1991 and received a degree in Foreign Affairs. He graduated from the West Coast School of Law (California) and 
received an LL.M. degree in 1993. His business address is 20/1 Ovchinnikovskaya Embankment, Moscow 115035, 
Russian Federation.  

Management Board 

The members of the Management Board are appointed by the Board of Directors upon the recommendation of the 
Chairman of the Management Board for a period of three years. Upon the recommendation of the Chairman of the 
Management Board, the Board of Directors may at any time resolve to terminate any member of the Management 
Board. 

The Management Board meets from time to time as necessary but no less than once every month and meetings can 
be carried out by absentee voting. Questions arising at meetings of the Management Board are decided by a simple 
majority of votes provided that a quorum of at least half of the members is present. No more than a quarter of the 
members of the Management Board may also be members of the Board of Directors and no member of the Management 
Board may be a member of the Internal Audit Commission. The table below sets out the name, year of birth and 
position of the members of the Management Board as of the date of this Prospectus.  

 

Name 
Year of 
Birth Position 

Year 
Appointed 

Oleg Mikhailovich Budargin ............................... 1960 Chairman  2009 
Alexander Vitalievich Bobrov ............................. 1968 First Deputy Chairman 2010 
Dmitry Alexandrovich Troshenkov ..................... 1966 First Deputy Chairman 2009 
Valery Nikolayevich Chistyakov ......................... 1955 First Deputy Chairman 2009 

Roman Nikolayevich Berdnikov ......................... 1973 
Deputy Chairman, Director of Client 
Relations and Development 2009 

Dmitry Borisovich Gvozdev ................................ 1974 
Deputy Chairman, Asset Management 
Director, Chief Engineer  2010 

Andrey Valentinovich Kazachenkov ................... 1980 Deputy Chairman, Chief Financial Officer 2010 
Yury Nikolayevich Mangarov ............................. 1956 Deputy Chairman, Director of Audit 2010 
Pavel Vitalievich Romanov ................................. 1964 Deputy Chairman 2010 

Dmitry Mikhailovich Gurevich ........................... 1971 
Member, Director of Telecommunications 
and Information Technologies 2009 

Evgeny Nikolayevich Zhuykov ........................... 1961 Member, Head of MES Volga 2010 

Oleg Mikhailovich Budargin – see " – Board of Directors" for a brief biography of Mr. Budargin. 

Alexander Vitalievich Bobrov is a First Deputy Chairman of the Management Board of Federal Grid, a position he 
has held since August 2010. From 2007 to 2009 Mr. Bobrov served as a member of the Board of Directors of JSC 
"Lenenergo". From 2008 to 2010 he was the General Director of Non-commercial partnership "Ingspecstroi". From 
2004 to 2009 Mr. Bobrov was a member of the Board of Directors of LLC "Petersburggas". From 2004 to 2009 
Mr. Bobrov served as a member of the Board of Directors of JSC "Electric Grids of Saint-Petersburg." From 2005 to 
2008 Mr. Bobrov served as a member of the Board of Directors of LLC "Petersburgteploenergo". From 2003 to 2008 he 
was the Chairman of the Saint-Petersburg Energy and Engineer Support Committee. Since 2003 Mr. Bobrov has been 
Deputy General Director of LLP "Peterburgregiongas" and JSC "Gasprom". Mr. Bobrov graduated from the North-
West Academy of Public Administration in 1998 and received a degree in Public and Municipal Management. He also 
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received a PhD degree in Economics. His business address is 5a, Akademika Chelomeya, Moscow 117630, Russian 
Federation.  

Mr. Bobrov is responsible for managing investments, property, financial risks and procurement, management of 
subsidiaries and realisation of infrastructure projects.  

Dmitry Alexandrovich Troshenkov is a First Deputy Chairman of the Management Board of Federal Grid, a 
position he has held since August 2009. Since 2005 Mr. Troshenkov has held other positions, including member of the 
Board of Directors of LLC "Index Energetiky – FGC UES", JSC "Volgskaya Regional Generation Company", JSC 
"TGK-11", JSC "TGK-6", JSC "Bashkirenergo", JSC "OGK-1" and JSC "OGK-6". From 2007 to 2009 Mr. Troshenkov 
was a Vice-President for taxation of JSC "TNK-BP Management". From 2006 to 2007 he was a procurement director of 
the taxation council of JSC "TNK-BP Management". From 2005 to 2006 he was a deputy General Director of JSC 
"OGK-1". From 2001 to 2005 he was the Financial Director of JSC "Lenenergo". Mr. Troshenkov graduated from the 
Faculty of Economics of the Saint-Petersburg State University in 1999 with a degree in Accounting and Audit. He also 
holds a degree in Banking Accounting and Audit from the Saint-Petersburg Banking Institute. His business address is 
5a, Akademika Chelomeya, Moscow 117630, Russian Federation.  

Mr. Troshenkov is responsible for structuring financial and economic processes, promoting cost effectiveness, 
managing investment capital, and procuring logistical and legal support. 

Valery Nikolayevich Chistyakov is a First Deputy Chairman of the Management Board of Federal Grid, a position 
he has held since November 2009 He is also a member of the Board of Directors of JSC "Bashkirenergo". From 2008 to 
2009 he served as the First Deputy General Director of JSC "UES Engineering Centre". In 2008, he was a counsel to 
the Chairman of the Management Board of RAO UES. From 2006 to 2008 he served as the General Director of JSC 
"Lenenergo". From 2005 to 2006 Mr. Chistyakov was a director of JSC "MRSK Centre and Northern Caucasia". From 
2001 to 2005 he served as the General Director of JSC "Udmurtenergo". He graduated from the Vladimir Polytechnic 
Institute in 1977 with a degree in Mechanical Engineering, and from the Financial Academy under the government of 
the Russian Federation in 1996 with a degree in Economics. He received an MBA degree from the State University of 
Management. Mr. Chistyakov also holds a PhD in Economics in 2003. His business address is 5a, Akademika 
Chelomeya, Moscow 117630, Russian Federation.  

Mr. Chistyakov is responsible for scientific and technical development, improving client relations, managing 
telecommunication and information technologies, use, technical support and repair of the UNEG, diagnostics and 
control over technical conditions of the UNEG, and technical audit.  

Roman Nikolayevich Berdnikov is a Deputy Chairman of the Management Board of Federal Grid, a position he has 
held since October 2009. He serves as Director of Client Relations and Development of Federal Grid. He also serves as 
a member of the Board of Directors of JSC United Energy System "GruzRosenergo" and JSC "Energy University 
named after G.M. Krzhizhanovsky". From 2003 to 2009 Mr. Berdnikov held various positions in Federal Grid, 
including a deputy Head of the Strategic Planning Department, Head of the Strategic Planning Department and Head of 
the Clients and Market Relations Department. In October 2002, he was a leading specialist of the Strategic Planning 
Department of Federal Grid. From 1999 to 2002 he held various positions in RAO UES, including a specialist in the 
SDC Department of the Federal National Wholesale Electric Power Market (FOREM) and a leading specialist in the 
Department of Electric Energy Market Development. From 1998 to 1999 he worked as a specialist in the Tariffs and 
Operational Indicators Department of RAO UES. Mr. Berdnikov graduated from the Moscow Energy Institute in 2002 
with a degree in Electrical Stations Technology. His business address is 5a, Akademika Chelomeya, Moscow 117630, 
Russian Federation. He owns 2,480 Shares of Federal Grid. 

Mr. Berdnikov is responsible for development of relations with clients and the market, strategic development of the 
UNEG, technologic connection to the UNEG, supervising foreign economic activity and managing scientific and 
technical development and technologies.  

Dmitry Borisovich Gvozdev is a Deputy Chairman of the Management Board of Federal Grid, a position he has held 
since September 2009. He serves as the Asset Management Director and Chief Engineer of Federal Grid. From 2005 to 
2009 Mr. Gvozdev worked as Director for Dispatch Control Technology Development in the Centre branch of the 
System Operator. Mr. Gvozdev graduated from the Kuzbass State Technical University in 1996 and received a degree 
in Electrical Engineering. He also holds a PhD degree in Technical Science. His business address is 5a, Akademika 
Chelomeya, Moscow 117630, Russian Federation.  

Mr. Gvozdev is responsible for use, technical support and repair of the UNEG, establishing technical policies, 
arranging diagnostics and control over technical condition of the UNEG, and emergency response.  

Andrey Valentinovich Kazachenkov is a Deputy Chairman of the Management Board of Federal Grid, a position he 
has held since November 2009. From 2007 to 2009 Mr. Kazachenkov served as the Head of the Corporate Finance 
Department of JSC "OGK-1". From 2005 to 2007 he worked as the Head of the Finance Department of JSC "OGK-1". 
In 2005, he served as a Deputy Financial Director of JSC "Lenenergo". From 2004 to 2005 he served as advisor to the 
Financial Director of JSC "Lenenergo". Mr. Kazachenkov graduated from the Saint-Petersburg State Engineering and 
Economic University in 2002 with a degree in Economics and Management. He received an MBA degree from the 
University of Wisconsin-Madison (USA) in 2004. He also studied at the IMD (Switzerland) and INSEAD (France) 
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business schools, taking special programmes in economics and finance. His business address is 5a, Akademika 
Chelomeya, Moscow 117630, Russian Federation. He owns 240,000 Shares of Federal Grid. 

Mr. Kazachenkov is responsible for managing financial and economic function, including arranging economic, 
financial and accounting procedures.  

Yury Nikolayevich Mangarov is a Deputy Chairman of the Management Board of Federal Grid. Mr. Mangarov 
serves as Director of Audit. In August 2009, he served as a deputy Head of the Financial Control and Internal Audit 
Department of Federal Grid. From 2007 to 2009 he worked as a private investor. From 1989 to 2006 he held various 
managing positions in Norilsk Mining and Metallurgical Works, including a deputy Human Resources and Social 
Policy Director, deputy Employment Relations and Salary Director and the Head of the Director Secretariat. Mr. 
Mangarov graduated from the Russian Academy of Economics in 1978 with a degree in Economic Cybernetics. His 
business address is 5a, Akademika Chelomeya, Moscow 117630, Russian Federation.  

Mr. Mangarov is responsible for control over and audit of financial and operating activity, including economic 
security and management of employees.  

Pavel Vitalievich Romanov is a Deputy Chairman of the Management Board of Federal Grid, a position he has held 
since December 2009. He serves as a member of the Board of Directors of JSC "Volgskaya Regional Generation 
Company". He also serves as a member of the Board of Directors of JSC United Energy System "GruzRosenergo". 
From 2008 to 2009 he was the General Director of JSC "Engineering Centre Russkaya Gazovaya Tsentrifuga". From 
2007 to 2008 he was the First Deputy General Director of JSC "Atomenergoproject". From 2002 to 2007 he worked as 
the Financial Director of JSC "Concern "Rosenergoatom". Mr. Romanov graduated from the Moscow State University 
in 1986 with a degree in Economics. His business address is 5a, Akademika Chelomeya, Moscow 117630, Russian 
Federation.  

Mr. Romanov's responsibilities are currently in transition, but previously included asset management and 
compliance, including financial risk management, and investment management, procurement and management of the 
subsidiaries of Federal Grid.  

Dmitry Mikhailovich Gurevich is a member of the Management Board of Federal Grid, a position he has held since 
October 2009. Mr. Gurevich serves as the Director of Telecommunications and Information Technologies of Federal 
Grid. From 2009 to 2010 he was a member of the Management Board of JSC "Chitatechenergo" and JSC "IT Energy 
Service". In 2008, he was a member of the Board of Directors of CJSC "RadioTel". From 2008 to 2010 Mr. Gurevich 
was a member of the Board of Directors of JSC "Moscow communication centre of energy". From 2003 to 2008, he 
held various management positions in JSC "Rostelecom". In 1993, he was Projects Director at CJSC "Lucent 
Technologies". Mr. Gurevich graduated from the Leningrad Electric Technology Institute in 1993 with a degree in 
Radio Technology. He received an MBA degree from the Saint-Petersburg International Management Institute and a 
Master Certificate in Project Management from the George Washington University in 1997. His business address is 5a, 
Akademika Chelomeya, Moscow 117630, Russian Federation.  

Mr. Gurevich is responsible for managing telecommunication and information technologies. 

Evgeny Nikolayevich Zhuykov is a member of the Management Board of Federal Grid, a position he has held since 
September 2010. Since June 2009 he has been the Head of MES Volga. From 2008 to 2009 he served as acting Head of 
MES Ural. From 2002 to 2008 he was a deputy Head of Finance and Economics of MES Ural. From 2005 to 2008 
Mr. Zhuykov was the General Director of JSC "Kirovsky Trunk Electricity Grids", JSC "Udmurtsky Trunk Electricity 
Grids" and JSC "Orenburgsky Trunk Electricity Grids". He graduated from the Sverdlovsk Institute of National 
Economy in 1990 with a degree in Economics. He participated in the Presidential programme for managers of national 
economy and received a degree in Finance and Credit in 2000. Mr. Zhuykov also holds a PhD degree in Economics. His 
business address is 226 Molodogvardeiskaya Street, Samara 443100, Russian Federation. He owns 2,021 Shares of 
Federal Grid. 

Mr. Zhuykov is a head MES Volga and carries out a day-to-day management of the branch. 

The Chairman of the Management Board 

The Chairman of the Management Board, acting as our sole executive body, realises our strategy and development 
objectives on economic and financial issues, accounting and reporting, operational and commercial activities, personnel, 
research and development, and investment and corporate policy. He is also responsible for the health and safety policy, 
the legal framework of our business and our day-to-day activities. 

The Chairman of the Management Board also represents Federal Grid in relations with third parties. The Chairman 
of the Management Board and the Management Board are each accountable to both the Board of Directors and the 
General Shareholders' Meeting. The Chairman of the Management Board is appointed by the General Shareholders' 
Meeting of Federal Grid for a period of five years and may at any time be dismissed by the General Shareholders' 
Meeting. 
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Committees of the Board of Directors 

The Board of Directors of Federal Grid has several committees, including the Audit Committee, the Personnel and 
Remuneration Committee and the Investment Committee. A brief description of the committees is provided below. 

Audit Committee  

The Audit Committee is primarily responsible for: (1) the integrity of our financial statements, including our annual 
and interim reports, and the effectiveness of our internal controls and risk management systems; (2) auditors' reports; 
and (3) the terms of appointment and remuneration of the auditors. The committee supervises and monitors, and advises 
our Board of Directors on risk management and control systems and the implementation of audit-related codes of 
conduct. In addition, the Audit Committee supervises the preparation and submission of our financial statements and a 
number of other audit-related functions. Only members of the Board of Directors can be members of the Audit 
Committee. 

The table below sets out the members of the Audit Committee as of the date of this Prospectus. 

 
Name Position 
Rashid Ravelevich Sharipov* ................................................ Chairman  
Igor Vladimirovich Khvalin * ............................................... Member  
Ernesto Ferlenghi* ................................................................. Member  

____________________________________________ 

*  Independent per requirements of Russian stock exchanges. 

Personnel and Remuneration Committee 

The Personnel and Remuneration Committee is primarily responsible for developing criteria for the selection of the 
members of the Board of Directors, the Management Board and the Internal Audit Commission and making 
recommendations to the Board of Directors. The committee is also charged with considering future appointments as 
well as nominating candidates for approval by our Board of Directors to fill board vacancies when they arise. The 
committee's mandate in relation to remuneration is the development of a remuneration policy and determination and 
review of the material provisions of agreements with members of the Board of Directors and the Management Board. 
Only members of the Board of Directors can be members of the Personnel and Remuneration Committee. 

The table below sets out the members of the Personnel and Remuneration Committee as of the date of this 
Prospectus: 

 
Name Position 
Dmitry Valerievich Ponomarev ............................................. Chairman  
Yury Alexeevich Solovyev* .................................................. Member 
Rashid Ravelevich Sharipov* ................................................ Member  

____________________________________________ 

*  Independent per requirements of Russian stock exchanges. 

Investment Committee 

The Investment Committee was established to enhance and develop our investment programmes. The committee's 
primary responsibilities are the review and appraisal of new investment projects and programmes submitted to the 
Board of Directors and the preparation of recommendations to the Board of Directors on issues related to our 
investment activities and capital expenditure plans. Membership on the Investment Committee is not restricted to 
members of the Board of Directors. 

The table below sets out the members of the Investment Committee as of the date of this Prospectus. 

 
Name Position 
Andrey Borisovich Malyshev ................................................ Chairman, Member of the Board of Directors  

Alexander Vladimirovich Ilienko ..........................................
Member, Director for Asset Management of the System 
Operator 

Roman Nikolayevich Berdnikov ........................................... Member, Deputy Chairman of the Management Board 

Alexander Vitalyevich Bobrov ..............................................
Member, First Deputy Chairman of the Management 
Board 

Vladimir Alexandrovich Mayorov.........................................
Member, General Director of JSC "ECMC UES", a 
wholly-owned subsidiary of Federal Grid 
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Name Position 

Victor Yuryevich Lebedev ....................................................

Member, Deputy Head of the Department of Tariff 
Regulation and Infrastructure Development of the Russian 
Ministry of Economic Development and Trade 

Alexey Alexandrovich Makarov ............................................ Member, Member of the Board of Directors 

Vasily Vladislavovich Nikonov .............................................
Member, Head of the Department of Electric Power 
Industry Development of the Russian Ministry of Energy  

Vladimir Evgenievich Fortov  ...............................................
Member, Member of Presidium of the Russian Academy 
of Sciences  

Yury Alekseevich Solovyev  ................................................. Member, Member of the Board of Directors  
Igor Vladimirovich Khvalin .................................................. Member, Member of the Board of Directors 

Sergey Vladimirovich Serebryanikov ....................................
Member, Principal of SEIHPE "Moscow Energy Institute" 
(TU) 

Maria Gennadievna Tikhonova  ............................................

Member, Head of the Department of Economic 
Regulation and Property Relations of the Russian Ministry 
of Energy 

____________________________________________ 

*  Independent per requirements of Russian stock exchanges. 

Internal Audit Commission 

The Internal Audit Commission is primarily responsible for the confirmation of the accuracy of data contained in 
our annual reports and the financial statements prepared under RAS, and the analysis and internal audit of the financial 
condition of Federal Grid. The Internal Audit Commission provides its report to the Board of Directors and the General 
Shareholders' Meeting with respect to our annual financial statements prepared under RAS. The Internal Audit 
Commission is entitled to request the Board of Directors to convene an extraordinary General Shareholders' Meeting 
and propose an agenda for such meeting. If the Board of Directors fails to convene such extraordinary General 
Shareholders' Meeting upon the Internal Audit Commission's request, the Internal Audit Commission is entitled to 
convene such meeting independently. 

Members of the Internal Audit Commission are elected for a term of one year at the General Shareholders' Meeting. 
Members of the Board of Directors and the Management Board and our Chief Accountant may not serve on the Internal 
Audit Commission. 

The table below sets out the members of the Internal Audit Commission as of the date of this Prospectus. 

 
Name Position 

Dmitry Mikhailovich Gorevoy  .............................................

Chairman, Leading expert of the division of the 
Department of the Russian Ministry of Economic 
Development  

Anna Valerievna Drokova  ....................................................
Member, Leading expert of the division of the Department 
of the Federal Property Management Agency  

Andrey Sergeevich Kolyada  .................................................
Member, Chief expert of the division of the Department of 
the Federal Property Management Agency  

Vladimir Vladimirovich Raspopov  .......................................
Member, Head of the division of the Department of the 
Federal Property Management Agency  

Maria Gennadievna Tikhonova  ............................................

Member, Head of the Department of Economic 
Regulation and Property Relations of the Russian Ministry 
of Energy 

Certain Information on Members of the Board of Directors and the Management Board 

Remuneration of Members of the Board of Directors and the Management Board 

According to JSC Law, the General Shareholders' Meeting determines the amount of remuneration of the members 
of the Board of Directors. In addition to the remuneration, a bonus may be paid to the members of the Board of 
Directors. For the year ended 31 December 2009, total compensation paid to the members of the Board of Directors was 
approximately RUB 4.5 million. 

The remuneration of members of the Management Board comprises a fixed salary, bonus and other benefits. The 
bonuses paid to the members of the Management Board depend on achievement of certain key performance indicators 
as determined by the Board of Directors. The aggregate amount of remuneration paid by us to the members of the 
Management Board for the year ended 31 December 2009 was approximately RUB 98 million.  
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The Russian Federation does not require disclosure of individual remuneration details of members of the Board of 
Directors and Management Board and it is not otherwise publicly disclosed by Federal Grid. 

Other Employment Benefits  

Employment contracts with the members of the Management Board generally provide for up to three months' 
severance pay upon termination of employment by the company without cause or upon resignation by the employee due 
to a material change by the company of the employee's responsibilities, authority or duties.  

We also provide directors and officers (D&O) insurance to the members of our Board of Directors and Management 
Board. We do not provide stock option rewards, pension, retirement, in-kind or similar benefits to the members of the 
Board of Directors and the Management Board, other than those required by law (See "Business – Social Policy and 
Employee Benefits"). None of our directors or senior management is a party to any service contract with us where such 
contract provides for benefits upon termination of employment, other than three months' severance to members of the 
Management Board described above. 

Litigation Statement about Members of the Board of Directors and the Management Board  

At the date of this Prospectus, none of the members of the Board of Directors and the Management Board for at 
least the previous five years:  

• has had any convictions in relation to fraudulent offences;  

• has held an executive function in the form of a senior manager or a member of the administrative, management 
or supervisory bodies of any company at the time of or preceding any bankruptcy, receivership or liquidation; or 

• has been subject to any official public incrimination and/or sanction by any statutory or regulatory authority 
(including any designated professional body) nor has ever been disqualified by a court from acting as a member 
of the administrative, management or supervisory bodies of a company or from acting in the management or 
conduct of the affairs of any company. 

Conflicts of Interest 

Mr. Solovyev, a member of the Board of Directors, is President of CJSC "VTB Capital" which is a wholly-owned 
subsidiary of JSC "VTB Bank", a state-controlled financial institution (together with its subsidiaries, "VTB Group"). 
We do business with VTB Group in the ordinary and normal course. In particular: (1) we hold public promissory notes 
of JSC "VTB Bank" which amounted to RUB 19 billion as of the date of this Prospectus; and (2) we have a one-year 
cooperation agreement with JSC "VTB Bank" which sets out the general principles and procedures of cooperation 
between Federal Grid and JSC "VTB Bank" in the process of rendering banking, investment, consulting and asset 
management services (we executed similar agreements with other state-controlled banks).  

VTB Group or members of its group have, and may from time to time in the future continue to have, business 
relations with Federal Grid and/or other members of the Group or may perform services (including various investment 
banking, financial advisory and lending services) for the Group in the ordinary course of business. VTB Group or 
members of its group currently hold, and may in the future continue to hold, shares or GDRs of Federal Grid or other 
members of the Group in the ordinary course of their trading and asset management businesses and not in connection 
with the listing of the GDRs. 

As a member of the Board of Directors, Mr. Solovyev was, and will continue to be in the future, conflicted with 
respect to board approval of such transactions. Transactions with related parties pose the risk of us entering into 
transactions on terms less favourable than could be obtained in arm's length transactions with unrelated parties. 
However, these conflicts are mitigated by provisions in our Charter that require a director who is in any way directly or 
indirectly interested in a proposed contract with Federal Grid to disclose such interest to the Board of Directors and 
prohibit the interested director from taking part in voting in respect to such transaction. See "Description of Charter 
Capital and Certain Requirements of Russian Legislation– Certain Requirements of Russian Legislation - Interested 
party transactions". Other than the potential conflicts described in this subsection headed "Conflict of Interest", there 
are no current or potential conflicts between the duties of the members of the Board of Directors and the Management 
Board to us and their private interests or other duties.  

There are no family relationships among any of our directors and senior management. 

Corporate Governance 

Our corporate governance principles are based on the Russian Corporate Governance Code as supplemented by the 
obligations of the Board of Directors prescribed by Russian law, our Charter and our internal rules of procedure. These 
principles are intended to ensure that we are managed and monitored in a responsible and value-driven manner. They 
include the protection of minority shareholders' rights, comprehensive disclosure and transparency requirements and 
rules governing conflicts of interest. We are committed to continually revising and improving our corporate governance 
principles in accordance with best industry practices.  

Our corporate governance principles are reflected in our corporate documents, such as:  
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• the Charter;  

• the bylaws on the Board of Directors;  

• the bylaws on procedure for preparation and convocation of the General Shareholders' Meeting;  

• the bylaws on the Management Board;  

• the bylaws on the Internal Audit Commission;  

• the Code of Corporate Governance; and 

• the bylaws on Insider Trading. 

These documents are available at www.fsk-ees.ru. 

We also comply with the corporate governance requirements applicable to Russian public companies listed on 
Russian stock exchanges. Such requirements include: (1) having at least one independent director (we have four); 
(2) formation of an internal audit commission; (3) adoption of an insider trading policy; and (4) implementation of 
internal control procedures. 

Although we comply with the corporate governance regime established by the above documents in all material 
respects, many principles of corporate governance that are prevalent in North America and Western Europe are 
considerably less developed in Russia. For more details, see "Risk Factors – Legal Risks and Uncertainties in the 
Russian Federation – There are weaknesses in legal protections for minority shareholders and in corporate governance 
and disclosure standards under Russian law ". 

 



 

 118 

GENERAL INFORMATION ON THE COMPANY 

Name, Registered Office, Formation, Financial Year and Duration of the Company 

Federal Grid was established on 25 June 2002 as an open joint-stock company incorporated under the laws of the 
Russian Federation with perpetual corporate existence. We are registered with Uniform National Register of Legal 
Entities under state registration number 1024701893336. Our principal executive office is located at 5A Akademika 
Chelomeya Street, Moscow 117630, Russian Federation. Our telephone numbers are +7 8 800 200 1881 and +7 495 
710 9333. Our financial year is the calendar year (i.e., 1 January to 31 December).  

Corporate Purpose 

Article 3.1 of our Charter provides for the following primary corporate purposes: (1) proper and efficient operation, 
maintenance and development of the UNEG; (2) ensuring adequate and efficient electricity transmission and connection 
services for the electricity market participants; (3) fulfilment of the national energy policy; and (4) earning profit for our 
shareholders. 

Notices  

Pursuant to the Charter, notices, information or other written materials to be given by us to our shareholders may be 
given by mail addressed to each shareholder at the address shown in our register of shareholders and/or published by 
Federal Grid in the newspaper "Rossiyskaya Gazeta". See "Description of Charter Capital and Certain Requirements of 
Russian Legislation – General shareholders' meetings – Notice and participation" for more details on notices. 

Notices in connection with the approval of the Prospectus or any supplements thereto will be published in the 
manner specified in this Prospectus, in particular, through publication on our website, www.fsk-ees.ru.  

Notices concerning the GDRs will also be disseminated via public media in the whole of the European Economic 
Area. 

Notices by the Depositary to holders of the GDRs will be given in accordance with the terms of the Deposit 
Agreements (see "Terms and Conditions of the GDRs"). 

 

 
 
 
 

 



 

 119 

DESCRIPTION OF CHARTER CAPITAL AND CERTAIN REQUIREMENTS OF RUSSIAN LEGISLATION 

We describe below our registered Shares, the material provisions of our Charter in effect on the date of the 
Prospectus and certain requirements of Russian legislation. This description of the applicable Russian legislation, 
however, does not purport to be a complete description of all applicable laws and should not be read as such. 

GDR holders will be able to exercise their rights with respect to the Shares underlying the GDRs only in 
accordance with the provisions of the Deposit Agreements and the relevant requirements of applicable law. See "Terms 
and Conditions of the GDRs" for more information." 

Description of Charter Capital 

General 

We were founded as an open joint stock company in the course of the restructuring of the Russian electricity in 
2002. Originally, we were established as a wholly-owned subsidiary of RAO UES and afterwards have been 
reorganised at various times. For a more detailed description of the restructuring process, see "Business – Our History 
and Development". 

Pursuant to the JSC Law, we have the right to issue registered ordinary shares, preferred shares and other securities 
provided for by Russian law with respect to securities. As of the date of this Prospectus Federal Grid has issued 
1,255,948,128,393 registered ordinary shares, each with a nominal value of RUB 0.50, including 22,386,794,841 shares 
that were placed under the additional share issuance completed on 4 February 2011. All our shares are fully paid, issued 
and outstanding. As of the date of this Prospectus, our charter capital is RUB 627,974,064,196.5 which reflects the 
recent increase of the charter capital due to the additional issuance of shares in the total amount of 
RUB 11,193,397,420.5 completed in February 2011. The relevant amendments to the Charter are being, but have not 
yet been, registered with Russian state registration authorities. The JSC Law requires us to dispose of any of our shares 
that we acquire within one year of their acquisition or, failing that, reduce our charter capital. For the purposes hereof 
such shares are referred to as treasury shares. Russian legislation does not allow for the voting of such treasury shares, 
or payment of dividends in relation thereto. Any of our shares that are owned by our subsidiaries are not considered 
treasury shares under Russian law (i.e., they are considered outstanding shares), and we are able to vote such shares and 
dispose of such shares without any further corporate actions by our shareholders or board of directors, provided that 
such disposals are not major or interested party transactions. As at 31 December 2010, our subsidiary LLC "Index 
Energetiky – FGC UES" held 13,727 million or 1.09 per cent. of Shares of Federal Grid in the total nominal value of 
RUB 6,864 million. The Group received these shares during the restructuring in the form of a legal merger with RAO 
UES in 2008. See "Business – Our History and Development" for description of changes in the charter capital.  

Pursuant to our Charter, we are authorised to issue an additional 90,857,695,438 Shares, each with a nominal value 
of RUB 0.50. 

The JSC Law provides for a right to issue preferred shares subject to the nominal value of all outstanding preferred 
shares not exceeding 25 per cent. of the charter capital. No preferred shares have been placed. 

As of 31 December 2010, we have 415,945 holders of voting shares, which determines the applicability of certain 
provisions of the JSC Law, as described below. 

Rights Attaching to Ordinary Shares 

Holders of the ordinary shares have the right to vote at all general shareholders' meetings. As required by the JSC 
Law, all of the ordinary shares have the same nominal value and grant to their holders identical rights. Each fully paid 
ordinary share, except for treasury shares, gives its holder the right to: 

• freely transfer the shares without the consent of other shareholders;  

• receive dividends in accordance with our charter and current legislation;  

• participate in shareholders' meetings and vote on all matters of shareholders' competence;  

• transfer voting rights to its representative on the basis of a power of attorney;  

• elect and be elected to the governing and controlling bodies of the company;  

• if holding, alone or with other holders, 2 per cent. or more of the voting stock, within 30 days after the end 
of our fiscal year, make proposals to the agenda of the annual shareholders' meeting and nominate 
candidates to our board of directors, review commission and counting commission;  

• if holding, alone or with other holders, 10 per cent. or more of the voting stock, demand that the board of 
directors call an extraordinary shareholders' meeting or an unscheduled audit by our review commission or 
an independent auditor;  

• demand, under the following circumstances, the repurchase by us of all or some of the shares owned by it, 
as long as such holder voted against or did not participate in the voting on the decision approving the 
following:  
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o our reorganisation; 

o conclusion of a major transaction, as defined under Russian law; and 

o amendment of our charter or approval of a new version of our charter that restricts the holder's 
rights;  

• upon liquidation, receive a proportionate amount of our property after our obligations to our creditors are 
fulfilled;  

• have access to certain company documents, receive copies for a reasonable fee and, if holding alone or with 
other holders, 25 per cent. or more of the voting stock, have free access to accounting documents; and  

• exercise other rights of a shareholder provided by our charter, Russian legislation and decisions of 
shareholders' meetings approved in accordance with its competence.  

Pre-Emptive Rights 

The JSC Law and our Charter provide existing shareholders with a pre-emptive right to purchase shares or securities 
convertible into shares during an open subscription in an amount proportionate to their existing shareholdings. In 
addition, the JSC Law provides shareholders with a pre-emptive right to purchase shares or securities convertible into 
shares in the amount proportionate to their existing shareholdings during a closed subscription if the shareholders voted 
against or did not participate in the voting on the decision approving such subscription. This pre-emptive right does not 
apply to a closed subscription among existing shareholders only, provided that such shareholders may each acquire a 
whole number of shares or securities convertible into shares being placed, in proportion to their existing shareholdings. 
We must provide shareholders with written notice of the proposed placement of shares or securities convertible into 
shares at least 45 days prior to the offering, during which time shareholders may exercise their pre-emptive rights. If the 
price of offered shares or securities convertible into shares is determined after expiration of the pre-emptive right 
period, we must provide shareholders with written notice of the proposed placement of shares or securities convertible 
into shares at least 20 days prior to the offering, during which time shareholders may exercise their pre-emptive rights. 

Share Acquisition above Certain Thresholds and Anti-Takeover Protection 

Pursuant to the JSC Law, a person intending to acquire more than 30 per cent. of the voting shares (taking into 
account those it already holds together with its affiliates) has the right to make a public offer to our other shareholders 
(a voluntary offer). Within 35 days after acquiring by any means more than 30, 50 or 75 per cent. of such shares, the 
acquirer must make a public offer to purchase the remaining shares of the same class, as well as of securities 
convertible into such shares, from the shareholders (a mandatory offer) at a price which is not less than the price 
determined based on a weighted market price of the shares for the previous six months, or at a price not less than the 
market price as determined by an independent appraiser if the shares have insufficient or non-existent trading history. 

The acquirer's payment obligations arising from both voluntary and mandatory offers shall be secured in each case 
by an irrevocable bank guarantee effective for at least six months from the expiration of the payment period as indicated 
in the offer. 

At any time after we receive a voluntary or a mandatory offer and until 25 days prior to the expiration of the 
relevant acceptance period, any person has the right to make a competing offer (that satisfies the requirements for 
voluntary or mandatory offers respectively) to purchase the number of shares and at a price greater than or equal to that 
offered in the respective voluntary or mandatory offer. Any shareholder may revoke its previous acceptance of the 
respective offer and accept the competing offer. A copy of the competing offer shall be sent to the person who made the 
respective voluntary or mandatory offer so that such person can amend its offer by increasing the purchase price and/or 
shortening the settlement period. 

In addition, once a voluntary or mandatory offer has been made and until expiration of a 20 day period after the 
expiration of the period for acceptance of a voluntary or mandatory offer our shareholders' meeting will have the sole 
power to make decisions on charter capital increases through additional share issuance, approvals of interested parties 
and certain other transactions and on certain other significant matters. 

If, as a result of either the voluntary or the mandatory offer, the acquirer purchases more than 95 per cent. of the 
voting shares, it will have an obligation to: 

• notify all the other shareholders (within 35 days after the acquisition of shares above such threshold) of their 
right to sell their shares and other securities convertible into such shares; and 

• purchase their shares upon request of each minority shareholder. 

In addition, instead of giving such notice, the acquirer will have the right to deliver a buy-out demand, binding on 
the minority shareholders, that they sell their shares. 

An offer of the kind described in any of the preceding paragraphs must be accompanied by a bank guarantee of 
payment. If we are publicly traded, prior notice of the offers must be filed with the FSFM; otherwise, such offers must 

 

 

 



 

 121 

be filed with the FSFM no later than the date of the offer. The FSFM may require revisions to be made to the terms of 
the offer (including the price) in order to comply with the rules. 

Dividends 

The JSC Law and the Charter set forth the procedure for determining the dividends that we distribute to our 
shareholders. Under the Charter, our shareholders may declare dividends based on our first quarter, six-month, nine-
month and/or annual results. A majority resolution of the Board of Directors recommends the amount of dividend to a 
general shareholders' meeting, which then approves such amount by a majority vote. The dividend amount approved at 
the general shareholders' meeting may not be more than that recommended by the Board of Directors. A decision on 
quarterly, six-month and nine-month dividends must be taken within three months of the end of the respective quarter at 
a general shareholders' meeting; a decision on annual dividends must be taken at the annual general shareholders' 
meeting. We only pay dividends to shareholders of record as at the record date for the shareholders' meeting that 
approved such dividends. See " – General shareholders' meetings – Notice and participation". Dividends are not paid 
on treasury shares. The company is required to pay dividends within the time period, which is indicated in the 
shareholders’ resolution approving the dividends, which may not be more than 60 days from the date of such resolution. 
A shareholder who is entitled to the declared dividends but has not received them must make a claim to us within three 
years upon expiry of the 60-day period. Upon expiry of this three year period, claims for declared and unpaid dividends 
will lapse in favour of us. Declared and unpaid dividends held by us for the account of shareholders will not bear 
interest. For the purpose of compiling the list of shareholders entitled to receive dividends, a nominee shareholder 
should provide the company with information about the persons in whose interest such nominee shareholder holds the 
shares. 

Paid dividends are subject to tax. See "Taxation – Taxation in the Russian Federation".  

The JSC Law allows dividends to be declared only out of net profits calculated under RAS and only if the following 
conditions have been met:  

• our charter capital has been paid in full;  

• we have repurchased all shares from shareholders who have exercised their right to demand repurchase; 

• we are not insolvent as of the date of adoption of the decision to pay dividends (and would not become 
insolvent as a result of the proposed dividend payment); 

• the value of our net assets, calculated under RAS, as of the date of adoption of the decision to pay dividends is 
not less (and would not become less as a result of the proposed dividend payment) than the sum of our charter 
capital, our reserve fund and the difference between the liquidation value and the nominal value of our issued 
and outstanding preferred shares; and 

• we comply with other requirements of Russian legislation. 

In addition, we are prohibited from paying dividends (even if they have been declared) if: 

• we are insolvent as of the date of payment or would become insolvent as a result of the proposed dividend 
payment; 

• the value of our net assets, calculated under RAS, as of the date of payment, is less (or would become less as a 
result of the proposed dividend payment) than the sum of our charter capital, our reserve fund and the 
difference between the liquidation value and the nominal value of our outstanding preferred shares; and 

• various other circumstances described by Russian legislation have occurred. 

We are required to pay dividends within the period which is indicated in the resolution of the general shareholders' 
meeting approving the dividends, which may not be more than 60 days from the date of such resolution. 

Distributions to shareholders on liquidation 

Under Russian law, the liquidation of a company results in its ceasing to exist without the transfer of its rights and 
obligations to any person as its legal successor. The JSC Law allows a company to be liquidated: 

• by a three-quarters majority vote at a general shareholders' meeting; or 

• by court order. 

Following a decision to liquidate, the right to manage a company’s affairs passes to a liquidation commission which, 
in the case of voluntary liquidation, is appointed by a three-quarters majority vote at a general shareholders’ meeting 
and, in the case of an involuntary liquidation, is appointed by the courts. A company’s creditors may file claims within 
a period to be determined by the liquidation commission, but which must be at least two months from the date of 
publication of the notice of liquidation by the liquidation commission. 

The Civil Code gives creditors the following order of priority during liquidation: 

• first priority — compensation to individuals for injuries or deaths, or moral damages; 
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• second priority — employees and copyright claims; 

• third priority —federal and local governmental authorities claiming taxes and similar payments to budget and 
non-budgetary funds; and 

• fourth priority — other creditors in accordance with Russian law. 

Claims of creditors which are secured by a pledge of a company’s property are satisfied from the sale proceeds of 
the pledged property prior to claims of any other creditors, save for the creditors of the first and second orders of 
priority, provided that claims of such creditors arose before the respective pledges have been entered into. Any residual 
claims made by secured creditors that remain unsatisfied after the sale of the pledged property rank pari passu with 
claims of the fourth-priority creditors. 

The assets of a company which remain after creditors’ claims have been fully satisfied are distributed among 
shareholders in the following order of priority: 

• payments to repurchase shares from shareholders who have the right to demand repurchase of their shares by 
the company; 

• payments of declared but unpaid dividends on preferred shares and the liquidation value of the preferred shares; 
and 

• distribution of the remaining assets of a company between the holders of ordinary and preferred shares on a pro 
rata basis. 

Remittance of dividends, interest or other payments to non-residents 

The Federal Law No. 160-FZ “On Foreign Investments in the Russian Federation” dated 9 July 1999, as amended, 
specifically guarantees foreign investors the right to repatriate their earnings from investments in Russia. Non-residents 
may receive dividends declared by Russian companies both in foreign currencies and roubles. Dividends declared and 
paid in roubles may be freely converted through Russian authorised banks and remitted outside of Russia. 

Liability of Shareholders 

The Civil Code and the JSC Law generally provide that shareholders in a Russian joint stock company are not liable 
for the obligations of a joint stock company and only bear the risk of loss of their investments. This may not be the case, 
however, when an entity (the "effective parent") is capable of determining decisions made by another entity (the 
"effective subsidiary"). If the effective subsidiary is a joint stock company, the effective parent bears joint and several 
responsibility for a transaction concluded by the effective subsidiary if (i) the effective parent caused the effective 
subsidiary to conclude the transaction; and (ii) the ability of the effective parent to determine decisions of the effective 
subsidiary is provided for in the charter of the effective subsidiary or in a contract with the effective subsidiary.  

Thus, a shareholder of an effective parent is not itself liable for the debts of the effective subsidiary, unless that 
shareholder is itself an effective parent of the effective parent. Accordingly, a shareholder will not be personally liable 
for our debts or those of our effective subsidiaries unless such shareholder controls our business and/or our effective 
subsidiaries, and the conditions set forth above are met. 

In addition, an effective parent may be held secondarily liable for the debts of an effective subsidiary if the latter 
becomes insolvent or bankrupt resulting from the action or inaction of the former. This is the case no matter how the 
effective parent's capability to determine decisions of the effective subsidiary arises, such as through ownership of 
voting securities or by contract. If the effective subsidiary is a joint stock company, then the effective parent will have 
secondary liability only if the effective parent caused the effective subsidiary to take any action or fail to take any action 
knowing that such action or failure to take action would result in the insolvency of the effective subsidiary.  

If the effective parent is held secondarily liable as described above, shareholders (other than the effective parent) of 
the effective subsidiary may demand compensation for the effective subsidiary's losses from the effective parent. 

Charter Capital Increase 

We may increase our charter capital by:  

• issuing new shares; or  

• increasing the nominal value of previously issued shares. 

According to the JSC Law, a decision to increase the charter capital by increasing the nominal value of issued shares 
or a decision to issue by open subscription ordinary shares or securities convertible into ordinary shares constituting 25 
per cent. or less of the number of issued shares requires a majority vote at a general shareholders' meeting. A decision 
on issuance of shares or securities convertible into shares by closed subscription, or an issuance by open subscription of 
ordinary shares or securities convertible into ordinary shares constituting more than 25 per cent. of the number of issued 
ordinary shares, requires a three-quarters majority vote by a general shareholders' meeting. In addition, the issuance of 
shares above the number of authorised shares provided in the Charter necessitates a Charter amendment, which requires 
a three-quarters majority vote of a general shareholders' meeting. 
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The JSC Law requires that the placement price of the newly issued shares be determined by the Board of Directors 
based on their market value but must not be less than their nominal value. The placement price for existing shareholders 
exercising a pre-emptive right to purchase shares may be less than the price paid by third parties, but in any event the 
price may differ by no more than 10 per cent. of the price paid by third parties. Fees of an intermediary participating in 
the placement of shares cannot exceed 10 per cent. of the share price. The Board of Directors may, but is not required 
to, involve an independent appraiser to set the placement price of the shares. The Board of Directors shall value any in-
kind contributions for new shares, based on the appraisal report of an independent appraiser.  

Russian securities regulations set out detailed procedures for the issuance and registration of shares of a joint-stock 
company. These procedures require:  

• taking a decision on share placement and approving the resolution on share issuance;  

• prior registration of a share issuance with the FSFM;  

• following a placement of shares, registration of the results of placement of shares with the FSFM or filing of a 
placement notice on the results of placement of shares to FSFM in case of placement by way of open 
subscription assisted by a Russian broker, provided a Russian listing is obtained; and  

• public disclosure of information relating to the share issuance and results of placement of shares. 

Charter Capital Decrease and Share Repurchases 

We have the right to and, under certain circumstances, are legally required to, decrease our charter capital. The JSC 
Law does not allow a company to reduce its charter capital below the minimum charter capital required by law, which 
is RUB 100,000 for an open joint stock company. The JSC Law requires that a decision to reduce our charter capital 
through the repurchase and cancellation of shares should be made by a majority vote of the general shareholders' 
meeting, and a reduction in nominal value of the shares should be approved by a 75 per cent. majority vote at the 
general shareholders meeting. In addition, within three business days of a decision to reduce our charter capital, we 
must notify the registration authority thereof and publish a written notice thereof monthly during the following two 
months. Our creditors would then have the right to demand, within 30 days after the date of the second publication, 
early termination or discharge of any relevant obligations by us, as well as compensation for damages. 

The JSC Law allows our shareholders or our Board of Directors to authorise the repurchase of our shares for 
consideration valued at up to 10 per cent. of our net assets. The repurchased shares must be resold at a value not less 
than a market value within one year or, failing that, our shareholders must decide to cancel them and decrease the 
charter capital. The repurchased shares do not vote. 

The JSC Law allows us to decrease our charter capital only if the following conditions have been met: 

• the nominal value of the outstanding shares is not less than the minimum amount of the charter capital set forth 
by the JSC Law (RUB 100,000); 

• our charter capital has been paid in full;  

• we have repurchased all shares from shareholders who have exercised their right to demand repurchase of their 
shares in accordance with the law; 

• we are not insolvent as of the date of adoption of the decision to decrease the charter capital and would not 
become insolvent, as a result of the proposed decrease of charter capital; 

• the value of our net assets as of the date of adoption of the decision to decrease the charter capital is not less 
(and would not become less, as a result of the proposed decrease of charter capital) than the sum of our charter 
capital, the reserve fund and the difference between the liquidation value and nominal value of our issued and 
outstanding preferred shares; 

• the nominal value of the outstanding shares is not less than the minimum amount of the charter capital set forth 
by the law (RUB100,000); 

• we have fully paid all declared dividends (this only applies to decreasing charter capital through a reduction in 
nominal value of the shares); and 

• we comply with other requirements of Russian legislation. 

Russian legislation provides that our shareholders may demand repurchase of all or some of their shares so long as 
the shareholder demanding repurchase voted against or did not participate in the voting on the decision approving any 
of the following actions: 

• reorganisation;  

• conclusion of a major transaction as defined under Russian law; or 

• amendment to the Charter or approval of a new edition of the Charter in a manner that restricts the shareholders' 
rights. 
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We may spend up to 10 per cent. of our net assets calculated under RAS as of the date of the decision which gave 
rise for the share redemption demanded by the shareholders. If the value of the shares in respect of which shareholders 
demand repurchase exceeds 10 per cent. of our net assets, we will repurchase the shares from each such shareholder on 
a pro rata basis. 

Net Assets 

Under Russian corporate law, if net assets of a limited liability company calculated on the basis of RAS as at the end 
of its second or any subsequent financial year are lower than its charter capital, the company is required to decrease its 
charter capital to the amount of its net assets. If net assets of a joint stock company calculated on the basis of RAS as at 
the end of its second financial year are lower than its charter capital, that company is required to disclose this fact in its 
next annual report. If such net assets remain lower than its charter capital for a further financial year, that joint stock 
company is required to either decrease its charter capital to the amount of its net assets or go into liquidation. In 
addition, if any company’s net assets calculated on the basis of RAS as at the end of its second or any subsequent 
financial year are lower than the minimum amount of the charter capital required by law, the company is required to 
enter into liquidation. Should any Russian company fail to comply with any of the above requirements within the 
statutory periods for compliance, governmental or local authorities will be able to seek the involuntary liquidation of 
such company and in those and in certain other specified circumstances, such company’s creditors will also have the 
right to accelerate their claims or demand both early performance of such company’s obligations owed to them and 
damages. 

Registration and Transfer of Shares 

Our shares are all ordinary shares in registered form. Pursuant to Russian legislation, shareholdings in joint stock 
companies must be recorded in a shareholders' register, which can be maintained by a joint stock company itself (if the 
number of shareholders is 50 or less) or by a specialised registrar (if the number of shareholders is more than 50). In the 
event of a transfer of the shareholders' register to a specialised registrar, the joint stock company and the registrar bear 
joint and several liability for losses incurred by a shareholder if such shareholder's rights to, or in connection with, its 
shares are lost or impaired as a result of the improper maintenance of the shareholders' register. Ownership of our 
shares is evidenced solely by entries made in the shareholders' register. All our shares are in a book-entry form. Any of 
our shareholders may obtain an extract from our shareholders' register certifying the number of shares that such 
shareholder holds. Until recently, our share register was held by MCD. In September 2010, the FSFM issued an order to 
recall MCD's licence as of 1 February 2011 due to numerous violations of law by MCD. We have completed the 
process of transferring our share register to a new registrar which is STATUS registered at block 1, Novorogozhskaya 
Street 32, Moscow, Russia. 

The purchase, sale or other transfer or pledge of shares is accomplished through the registration of the transfer or 
pledge in the shareholders' register, or the registration of the transfer with a depositary if shares are held through a 
depositary. The registrar or depositary may not require any documents in addition to those required by Russian 
legislation in order to register a transfer of shares in the register. Refusal to register the shares in the name of the 
transferee or, upon request of the beneficial holder, in the name of a nominee holder, is not allowed and may be 
challenged in court. 

Reserve Fund 

Russian legislation requires each joint stock company to establish a reserve fund to be used only to cover the 
company's losses, redeem the company's bonds and repurchase the company's shares in cases when other funds are not 
available. Our Charter provides for a reserve fund of 5 per cent. of our charter capital, funded through mandatory annual 
transfers of our net profits until the reserve fund has reached the 5 per cent. requirement. Under the Charter, the reserve 
fund may be used only for the covering of Federal Grid's losses, redemption of its bonds and repurchase of its shares 
unless the other assets are available. 

Disclosure of information 

Russian securities regulations require us to make the following public disclosures and filings on a periodical basis: 

• filing with the FSFM, MICEX and RTS, and publishing on our website, quarterly reports containing 
information about us, our shareholders, the structure of our management bodies, the members of the Board of 
Directors, our branches and representative offices, our shares, bank accounts and statutory auditors, important 
developments during the reporting quarter, and other information about our financial and business activity; 

• publishing in newswire and on our website, and in the event of issue of shares with the registration of a 
prospectus, any information concerning material facts and changes in our financial and business activity, 
including among other things: 

o reorganisation; 

o certain changes in the amount of our assets;  

o certain facts related to share issuances;  

o certain decisions of the general shareholders' meetings and meetings of the Board of Directors; and 
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o inclusion in our shareholders' register of a shareholder that has acquired 5 per cent. or more of our 
issued ordinary shares and any circumstance which resulted in a change in the quantity of our issued 
ordinary shares held by such shareholder above or below the 5, 10, 15, 20, 25, 30, 50 or 75 per cent. 
thresholds; 

• disclosure of our Charter and internal regulations relating to our management bodies on our website and filing 
them with MICEX and RTS; 

• information on any of the following documents received by us: 

o a voluntary offer (including any competing offer); 

o a mandatory offer (including any competing offer); 

o a notice of the right of shareholders to sell their shares to a person that has acquired more than 95 per 
cent. of the ordinary shares; 

o a request that minority shareholders sell their shares to a person that has acquired more than 95 per 
cent. of the ordinary shares. 

o disclosing information at various stages of share issuances through publication of certain data as 
required by the securities regulations; 

o disclosing our annual report and annual financial statements prepared in accordance with RAS on our 
website and filing them with MICEX and RTS; 

o on a quarterly basis, disclosing a list of our affiliated persons on our website; and 

o other information as required by applicable Russian securities legislation. 

General shareholders' meetings 

A brief description of the General Shareholders' Meeting is set out below. See "Management" for a brief description 
of the Board of Directors, the Management Board and the Chairman of the Management Board. 

Procedure 

The powers of our General Shareholders' Meeting are set forth in the JSC Law and in the Charter. A general 
shareholders' meeting may not decide issues that are not included in the list of its powers by the JSC Law and our 
Charter. Among others, the shareholders have the power to decide on: 

• amendments to the Charter;  

• reorganisation or liquidation, appointment of the liquidation commission and approval of interim and final 
liquidation balances; 

• determining the number of the members of the Board of Directors, election and early termination of the powers 
of the Board of Directors; 

• election and early termination of the powers of the Chairman of the Management Board; 

• determining the number, nominal value and class/type of authorised shares and the rights granted by such 
shares; 

• changes in our charter capital, excluding instances when it falls within the competence of the Board of 
Directors; 

• appointment and early termination of the powers of the external auditor and of the members of our Internal 
Audit Commission and approval of the Independent auditor; 

• approval of certain interested party transactions and major transactions; 

• distribution of profits, including approval of dividends; 

• redemption by us of issued shares in circumstances provided for by the JSC Law; 

• participation in financial and industrial groups, and other associations and other unions of commercial 
organisations; 

• approval of annual reports and financial statements;  

• approval of certain internal documents; and  

• other issues, as provided for by the JSC Law and the Charter. 

Voting at a general shareholders' meeting is generally based on the principle of one vote per ordinary share, with the 
exception of the election of the Board of Directors, which is done through cumulative voting. Decisions are generally 
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passed by a majority vote of the voting shares present at a general shareholders' meeting. However, Russian law 
requires a three-quarters majority vote of the voting shares present at a general shareholders' meeting to approve the 
following: 

• amendments to the Charter;  

• reorganisation or liquidation, appointment of the liquidation commission and approval of interim and final 
liquidation balances; 

• major transactions involving assets in excess of 50 per cent. of the balance sheet value of our assets; 

• determination of the number, nominal value and type of authorised shares and the rights granted by such shares; 

• repurchase by us of our issued shares in cases provided for by the JSC Law; 

• any issuance of shares or securities convertible into ordinary shares by closed subscription; 

• issuance by open subscription of ordinary shares or securities convertible into ordinary shares, in each case, 
constituting more than 25 per cent. of the number of issued ordinary shares;  

• decrease of charter capital by means of change of the nominal value of shares; and 

• other issues according to the Charter and the Stock Companies Law. 

The quorum requirement for our general shareholders' meeting is met if shareholders (or their representatives) 
accounting for more than 50 per cent. of the issued voting shares are present. If the 50 per cent. quorum requirement is 
not met, another general shareholders' meeting with the same agenda may (and, in case of an annual general 
shareholders' meeting, must) be scheduled and the quorum requirement will be satisfied if shareholders (or their 
representatives) accounting for at least 30 per cent. of the issued voting shares are present at that meeting. 

The Board of Directors must convene the annual general shareholders' meeting between 1 March and 30 June of 
each year, and the agenda must include the following items: 

• determination of the number and election of the members of the Board of Directors; 

• approval of the annual report and the annual financial statements, including the balance sheet and profit and 
loss statement prepared in compliance with RAS; 

• approval of distribution of profits, including approval of annual dividends (if any); 

• approval of an independent auditor; and  

• election of the members of the Internal Audit Commission. 

A shareholder or group of shareholders owning in the aggregate at least 2 per cent. of the issued ordinary shares 
may introduce proposals for the agenda of the annual general shareholders' meeting and may nominate candidates for 
the Board of Directors and Internal Audit Commission. 

Under the JSC Law certain shareholders' resolutions may provide that they remain valid for a specific period of time 
with respect to a company's reorganisation or spin-off, an increase or decrease of charter capital or a splitting or 
consolidation of shares (the "Validity Period"). However, if such shareholders' resolutions are not acted upon within 
the Validity Period and/or the effective Validity Period for such resolutions has expired, such resolutions become null 
and void and, subject to provisions of the JSC Law, are no longer enforceable. 

Extraordinary general shareholders' meetings may be called by the Board of Directors on its own initiative, or at the 
request of the Internal Audit Commission, the independent auditor or a shareholder or group of shareholders owning in 
the aggregate at least 10 per cent. of the issued ordinary shares as at the date of the request. 

A general shareholders' meeting may be held in a form of a meeting or by absentee ballot. The form of a meeting 
contemplates the adoption of resolutions by a general shareholders' meeting through the attendance of the shareholders 
or their authorised representatives for the purpose of discussing and voting on issues on the agenda, provided that if the 
ballot is mailed to shareholders for participation at a meeting convened in such form, the shareholders may complete 
and mail the ballot back to us without personally attending the meeting. A general shareholders' meeting by absentee 
ballot envisages collecting shareholders' opinions on issues on the agenda by means of a written poll. 

The following issues cannot be decided by a general shareholders' meeting by absentee ballot: 

• election of the members of the Board of Directors;  

• election of the Internal Audit Commission;  

• approval of our independent auditor; and  
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• approval of the annual report, the annual financial statements prepared in compliance with RAS, including 
balance sheet, profit and loss statement, and any distribution of profits, including approval of annual dividends 
(if any). 

Notice and participation 

According to our Charter, all shareholders entitled to participate in a general shareholders' meeting must be notified 
of the meeting, whether the meeting is to be held in the form of a meeting or by absentee ballot, not less than 30 days 
prior to the date of the meeting, and such notification must specify the agenda for the meeting. However, under the JSC 
Law, in the case of an extraordinary general shareholders' meeting to elect the Board of Directors or to approve any 
reorganisation in the form of a merger, spin-off or demerger, shareholders must be notified at least 70 days prior to the 
date of the meeting. Under our Charter, if the meeting is to be held in the form of a meeting, we provide notice by mail 
to each shareholder and publish a notice in Rossiyskaya Gazeta, an official newspaper founder by the Russian 
government, and if the meeting is to be held by absentee ballot, we publish a notice in Rossiyskaya Gazeta. Only those 
items that were set out in the agenda sent to shareholders may be voted upon at a general shareholders' meeting. 

The list of shareholders entitled to participate in a general shareholders' meeting is compiled on the basis of data in 
our shareholders' register on a date determined by the Board of Directors, which date shall neither be earlier than the 
date of adoption of the resolution to hold a general shareholders' meeting nor more than 50 days before the date of the 
meeting (or, in the case of an extraordinary general shareholders' meeting to elect the Board of Directors, not more than 
65 days before the date of such general shareholders' meeting). 

Shareholders may exercise their right to participate in a general shareholders' meeting by: 

• personally participating in the discussion of agenda items and voting thereon; 

• sending an authorised representative to participate in the discussion of agenda items and to vote thereon; 

• submitting an absentee ballot; or  

• delegating the right to fill out the absentee ballot to a duly authorised representative. 

Certain Requirements of Russian Legislation 

Interested party transactions 

Under the JSC Law, certain transactions defined as "interested party transactions" require approval by disinterested 
directors, disinterested independent directors or disinterested shareholders of a company. "Interested party transactions" 
include transactions involving a member of the Board of Directors or member of any of our executive bodies (including 
our Chairman of the Management Board), any person that owns, together with any affiliates, at least 20 per cent. of our 
issued voting stock or any person who is able to direct our actions, if that person and/or that person's spouse, parents, 
children, adoptive parents or children, brothers or sisters or their affiliates, is/are: 

• a party to, or beneficiary of, a transaction with us, whether directly or as a representative or intermediary; 

• the owner of at least 20 per cent. of the issued shares of a legal entity that is a party to, or beneficiary of, a 
transaction with us, whether directly or as a representative or intermediary; 

• a member of the Board of Directors or any management body of a company that is a party to, or beneficiary of, 
a transaction with us, whether directly or as a representative or intermediary, or a member of any management 
body of a management organisation of such a company; or 

• in other cases provided by the Russian legislation.  

The JSC Law requires that an interested party transaction by a company with more than 1,000 shareholders be 
approved by a majority vote of the independent directors of the company who are not interested in the transaction. For 
the purposes of this rule, an "independent director" is a person who is not, and within the year preceding the decision to 
approve the transaction was not a member of any executive body or an affiliate of the company and whose sole nexus to 
the company is in the capacity of a member of the Board of Directors. Additionally, such person's spouse, parents, 
children, adoptive children or children, brothers or sisters may not occupy positions in the executive bodies of the 
company or be its chief executive officer. For companies with 1,000 or fewer shareholders, an interested party 
transaction must be approved by a majority vote of the directors who are not interested in the transaction if the number 
of these directors is sufficient to constitute a quorum. 

Approval of interested party transactions by the General Shareholders' Meeting by a majority of shareholders who 
are not interested in the transaction is required if: 

• the value of such transaction or a number of interrelated transactions is 2 per cent. or more of the balance sheet 
value of our assets as at the last reporting date determined under RAS; 

• the transaction or a number of interrelated transactions involves the placement by subscription or secondary 
market sale of shares in the amount exceeding 2 per cent. of our issued ordinary shares and ordinary shares, into 
which issued convertible securities may be converted; 
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• the transaction or a number of interrelated transactions involves the placement by subscription of issued 
securities convertible into shares that may be converted into ordinary shares constituting more than 2 per cent. 
of our issued ordinary shares and ordinary shares, into which issued convertible securities may be converted; 

• the number of directors who are not interested in the transaction is not sufficient to constitute a quorum; or 

• all the members of our board of directors are interested parties, or none of them is an independent director. 

Approval of an interested party transaction is not required if:  

• the company has only one shareholder that simultaneously performs the functions of its sole executive body; 

• all our shareholders are deemed interested in the transaction; 

• the shareholders are executing their pre-emptive rights to purchase newly issued shares or securities converted 
into shares; 

• we are repurchasing our issued shares;  

• we are merging with or into another company; or  

• we are required by federal legislation to enter into the transaction, and settlements under such transactions are 
made pursuant to fixed tariffs and prices established by appropriate state authorities. 

Any interested party transaction must be approved prior to its execution. Upon a claim by a company or any of its 
shareholders, a court may invalidate any interested party transaction entered into in breach of the above requirements. A 
court will not invalidate an interested party transaction if such transaction would otherwise have been approved 
regardless of the voting intentions of the claimant, if the claimant has not suffered any loss or other prejudice as a result 
of the interested party transaction, if the interested party transaction has been subsequently duly approved or if the 
counterparty to the interested party transaction was not, and could not reasonably have been expected to be, aware that 
the interested party transaction had been entered into without due approval. 

Major transactions 

The JSC Law defines a "major transaction" as a transaction, or a series of interrelated transactions, involving the 
acquisition or disposal, or the possibility of disposal, of property having the value of 25 per cent. or more of the balance 
sheet value of the assets of a company as determined under RAS, with the exception of transactions conducted in the 
ordinary course of business or transactions in connection with the placement of ordinary shares through a subscription 
(sale of ordinary shares), or with the placement of securities convertible into ordinary shares. Major transactions 
involving assets ranging from 25 per cent. to 50 per cent. of the balance sheet value of the assets of a company require 
unanimous approval by all members of the Board of Directors or, failing to receive such approval, a simple majority 
vote of shareholders presented at a shareholders meeting. Major transactions involving assets in excess of 50 per cent. 
of the balance sheet value of the assets of a company require a three-quarters majority vote of shareholders present at 
the general shareholders' meeting. 

Any major transaction entered into in breach of the above requirements may be invalidated by a court pursuant to a 
claim by us or any of our shareholders. A court will not invalidate such a transaction on the same grounds as apply to 
the invalidation of interested party transactions (see above).  

Approval of the Russian antimonopoly authorities 

Pursuant to the Competition Law, acquisitions of voting shares of a joint-stock company, involving companies with 
a combined value of assets or annual revenues, exceeding a certain threshold under RAS, or companies registered as 
having more than a 35 per cent. share of a certain commodity market, and which would result in a shareholder (or a 
group of shareholders defined under Russian law) holding more than 25, 50 or 75 per cent. of the voting capital stock of 
such company, or in a transfer between such companies of assets or rights to assets, the value of which exceeds a 
certain amount, or obtaining rights to determine the conditions of business activity of an entity or to exercise the 
authorities of its executive body must be approved in advance by the FAS. Such transactions executed between 
members of a group of companies may require only a subsequent notification to the FAS if prior notification about the 
members of the group of companies has been filed with the FAS and the information contained in this notification is 
still accurate as of the date of the relevant transaction. 

Exchange controls 

The Federal Law "On Currency Regulation and Currency Control" which came into effect as of 18 June 2004, sets 
forth certain restrictions on settlements between residents of Russia with respect to transactions involving foreign 
securities (including depositary receipts), including requirements for settlement in Russian roubles. 

Repatriation of Export Proceeds 

Russian companies must repatriate 100 per cent. of their receivables from the export of goods and services (with a 
limited number of exceptions concerning, in particular, certain types of secured financing) within the time frame 
provided under the respective agreement. 
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Notification of foreign ownership 

Foreign persons and foreign companies that acquire shares in a Russian joint stock company, regardless of whether 
they are registered with the Russian tax authorities, may need to notify the Russian tax authorities within one month of 
such acquisition. The procedure for notification to the Russian tax authorities by foreign persons that are not registered 
with the Russian tax authorities at the time of their share acquisitions is unclear.  

Furthermore, the Strategic Industry Law provides that foreign investors acquiring direct or indirect control over 
Russian companies that have strategic importance for securing national defence and the security of the Russian 
Federation are required to obtain prior approval, or in certain cases post-transaction approval, of a special commission 
created by the Russian government. See "Regulatory Environment – Strategic Industry Law". In addition, under the 
Strategic Industries Law, any foreign investor or group of companies is required to notify the FAS on its acquisition of 
5 per cent. or more of the charter capital of a strategic enterprise within 45 days of the acquisition. Currently, we are a 
strategic enterprise for the purposes of the Strategic Enterprises Law.  

Notification of acquisition of certain thresholds 

Pursuant to Russian securities legislation, each holder of ordinary shares must notify us and the FSFM of an 
acquisition of 5 per cent. or more of our ordinary shares and any subsequent change in the number of the ordinary 
shares above or below the 5, 10, 15, 20, 25, 30, 50 or 75 per cent. thresholds. Each notification should contain the name 
of the shareholder, our name, the state registration number of the ordinary shares, issuance and the number of the 
ordinary shares acquired. As a general rule, such notifications must be given within five days of the date when the 
ordinary shares were transferred to such shareholder's securities account. 
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TERMS AND CONDITIONS OF THE GDRS 

Deutsche Bank Trust Company Americas is the depositary for GDRs. The Depositary's principal New York offices 
are located at 60 Wall Street, New York, New York 10005, United States and its principal London offices are located at 
Winchester House, 1 Great Winchester Street, London EC2N 2DB, United Kingdom. In this summary, the term 
"GDRs'' refers to the Rule 144A GDRs and to the Regulation S GDRs. GDRs are represented by certificates that are 
commonly known as "Global Depositary Receipt Certificates'' or "GDR Certificates''. The Regulation S GDRs are 
evidenced by a Master Regulation S GDR certificate (the "Master Regulation S GDR Certificate") and the Rule 144A 
GDRs are evidence by a Master Rule 144A GDR certificate (the "Master Rule 144A GDR Certificate"). The GDRs 
offered and sold in the United States are referred to and will be issued as the Rule 144A GDRs and the GDRs offered 
and sold outside the United States are referred to and will be issued as the Regulation S GDRs. GDRs represent 
ownership interests in securities, cash or other property on deposit with the Depositary. 

The Depositary has appointed Deutsche Bank Ltd. to act as the Custodian for the safekeeping of the securities, cash 
or other property on deposit. The Custodian's principal office is located at 82 Sadovnicheskaya Street, Building 2, 
Moscow 115035, Russia. 

Federal Grid has appointed the Depositary pursuant to two separate Deposit Agreements, one for the Rule 144A 
GDRs (the "Rule 144A Deposit Agreement") and one for the Regulation S GDRs (the "Regulation S Deposit 
Agreement", and together with the Rule 144A Deposit Agreement, the "Deposit Agreements"). Copies of the Deposit 
Agreements are available for inspection by any holder of the GDRs at the principal offices of the Depositary during 
business hours. This is a summary description of the material terms of the GDRs and of each holder's material rights as 
an owner of the GDRs. This summary is provided for informational purposes only, is not exhaustive, and is qualified in 
its entirety by reference to the terms of the Deposit Agreements, which determine rights and obligations of holders and 
beneficial owners of the GDRs. 

Each GDR represents the right to receive 500 Shares of Federal Grid on deposit with the Custodian. Each GDR also 
represents the right to receive cash or any other property received by the Depositary or the Custodian on behalf of the 
owner of the GDR but that has not been distributed to the owners of GDRs due to legal restrictions or practical 
considerations. 

Each owner of a GDR is a party to the applicable Deposit Agreement and is therefore bound by terms of that 
Deposit Agreement and by the terms of the GDR Certificate that represents the relevant GDR. The applicable Deposit 
Agreement and the GDR Certificate specify the rights and obligations of Federal Grid, the owner of the GDR 
represented by the GDR Certificate and the Depositary. Each GDR holder and beneficial owner appoints the Depositary 
to act as its attorney-in-fact, with full power to delegate, to act on its behalf and to take any and all actions contemplated 
in the applicable Deposit Agreement, to adopt any and all procedures necessary to comply with applicable laws and to 
take such action as the Depositary in its sole discretion may deem necessary or appropriate to carry out the purposes of 
the applicable Deposit Agreement. 

Initially, GDRs may only be held through a brokerage or safekeeping account. As such, each GDR owner must rely 
on the procedures of its broker or bank to assert its rights. Each GDR holder should consult with its broker or bank to 
determine what those procedures are. 

No temporary master GDRs or other temporary documents of title have been issued. 

Distinctions between Rule 144A GDRs and Regulation S GDRs 

The Rule 144A GDRs and the Regulation S GDRs are generally similar except for provisions designed to meet the 
requirements of the US securities laws. The Rule 144A GDRs are "restricted securities'' under the US securities laws 
and as such are subject to limitations on their issuance, transfer and cancellation. The Regulation S GDRs are not 
technically "restricted securities'' under the US securities laws, but are subject to certain contractual restrictions in order 
to prevent the transfer of Regulation S GDRs in violation of the US securities laws. 

Differences between the Regulation S GDRs and the Rule 144A GDRs and the restrictions imposed on the Rule 
144A GDRs and the Regulation S GDRs include the following: 

• Eligibility for book-entry transfer. See " – Settlement and Safekeeping''. 

• Restrictions on the transfers, deposits and withdrawals of the Shares underlying the GDRs. See " – Transfer 
Restrictions''. 

• Special restrictions on deposits and withdrawals that apply to affiliates of Federal Grid. See " – Ownership of 
GDRs by Affiliates''. 

These differences and the restrictions imposed in accordance with the US securities laws may require Federal Grid 
and the Depositary to treat the Regulation S GDRs and the Rule 144A GDRs differently from time to time. There can 
be no guarantee that holders of Rule 144A GDRs will receive the same entitlements as holders of Regulation S GDRs 
and vice versa. 
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Settlement and Safekeeping  

Rule 144A GDRs 

The Depositary has made arrangements with DTC to act as securities depositary for the Rule 144A GDRs. All Rule 
144A GDRs are registered in the name of Cede & Co., as nominee of DTC. One Master Rule 144A GDR Certificate, 
which is currently existing and issued under the Rule 144A Deposit Agreement, represents all Rule 144A GDRs issued 
to and registered in the name of Cede & Co. as nominee of DTC. DTC holds the Rule 144A GDRs on behalf of its 
participants, and transfers are permitted only within DTC in accordance with usual rules and operating procedures of 
DTC. Transfers of ownership interests in Rule 144A GDRs are accomplished by entries made on the books of DTC (or 
its nominee) and participants in DTC, acting in each case on behalf of Rule 144A GDR owners. 

If at any time DTC ceases to make its book-entry settlement system available for the Rule 144A GDRs, Federal 
Grid and the Depositary will attempt to make other arrangements for book-entry settlement. If alternative book-entry 
settlement arrangements cannot be made, the Depositary will make Rule 144A GDR Certificates available to owners of 
Rule 144A GDRs in physical, certificated form. Owners of Rule 144A GDRs will not otherwise receive physical 
certificates representing their ownership interests in the Rule 144A GDRs. 

Regulation S GDRs 

The Depositary has made arrangements with Euroclear and Clearstream to act as securities depositories for the 
Regulation S GDRs. All Regulation S GDRs are registered in the name of BT Globenet Nominees Limited, as nominee 
of Deutsche Bank AG, London Branch, as common depositary for Euroclear and Clearstream. One Master Regulation S 
GDR Certificate, which is currently existing and issued under the Regulation S Deposit Agreement, represents all 
Regulation S GDRs issued and registered in the name of BT Globenet Nominees Limited, as nominee of Deutsche 
Bank AG, London Branch. Euroclear and Clearstream hold the Regulation S GDRs on behalf of their participants, and, 
transfers will be permitted only within Euroclear and Clearstream in accordance with usual rules and operating 
procedures of the relevant system. Transfers of ownership interests in Regulation S GDRs are to be accomplished by 
entries made on the books of Euroclear and Clearstream (or their respective nominee) and of institutions that have 
accounts with Euroclear and Clearstream, as the case may be, acting in each case on behalf of Regulation S GDR 
owners. 

If at any time Euroclear or Clearstream, as the case may be, ceases to make its respective book-entry settlement 
systems available for the Regulation S GDRs, Federal Grid and the Depositary will attempt to make other arrangements 
for book-entry settlement. If alternative book-entry settlement arrangements cannot be made, the Depositary will make 
definitive GDRs available to owners of Regulation S GDRs in physical, certificated form. Owners of Regulation S 
GDRs will not otherwise receive definitive physical certificates representing their ownership interests in the Regulation 
S GDRs. 

Transfer Restrictions 

The GDRs may be reoffered, resold, pledged or otherwise transferred only in compliance with the US securities 
laws and are subject to the following restrictions: 

Restrictions upon the Transfer of GDRs 

Rule 144A GDRs 

The Rule 144A GDRs may be reoffered, resold, pledged or otherwise transferred only: 

• outside the United States in accordance with Rule 903 or Rule 904 of Regulation S under the Securities 
Act; or 

• to a qualified institutional buyer in a transaction meeting the requirements of Rule 144A under the 
Securities Act; or 

• pursuant to Rule 144 under the Securities Act, if applicable; or 

• pursuant to an effective registration statement under the Securities Act. 

The Rule 144A GDR Certificates shall also bear the following legends (and such other legends as may reasonably 
be required by the Depositary): 

THE HOLDER HEREOF, BY PURCHASING OR OTHERWISE ACQUIRING RULE 144A GDRS 
REPRESENTED BY THIS CERTIFICATE, AGREES, FOR THE BENEFIT OF THE COMPANY AND THE 
DEPOSITARY, THAT THE RULE 144A GDRS REPRESENTED HEREBY MAY NOT AT ANY TIME BE 
OFFERED, SOLD, PLEDGED OR OTHERWISE TRANSFERRED TO ANY PERSON LOCATED IN RUSSIA, 
RESIDENTS OF RUSSIA, OR TO, OR FOR THE ACCOUNT OR BENEFIT OF, SUCH PERSONS, UNLESS AND 
TO THE EXTENT OTHERWISE PERMITTED UNDER RUSSIAN LAW. 

IT IS EXPECTED THAT THE SHARES DEPOSITED HEREUNDER WILL BE REGISTERED ON THE SHARE 
REGISTER MAINTAINED BY THE RUSSIAN SHARE REGISTRAR OF THE COMPANY IN THE NAME OF 
DEUTSCHE BANK TRUST COMPANY AMERICAS, AS DEPOSITARY, OR ITS NOMINEE, OR OF THE 
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CUSTODIAN, OR ITS NOMINEE. HOLDERS AND BENEFICIAL OWNERS SHOULD BE AWARE, HOWEVER, 
THAT RUSSIA'S SYSTEM OF SHARE REGISTRATION AND CUSTODY CREATES RISKS OF LOSS THAT 
ARE NOT NORMALLY ASSOCIATED WITH INVESTMENTS IN OTHER SECURITIES MARKETS.  THE 
DEPOSITARY WILL NOT BE LIABLE FOR THE UNAVAILABILITY OF SHARES OR FOR THE FAILURE TO 
MAKE ANY DISTRIBUTION OF CASH OR PROPERTY WITH RESPECT THERETO AS A RESULT OF SUCH 
UNAVAILABILITY.  

THE DEPOSITARY HAS BEEN ADVISED BY RUSSIAN COUNSEL THAT COURTS IN THE RUSSIAN 
FEDERATION ARE NOT REQUIRED TO RECOGNIZE OR ENFORCE JUDGMENTS OBTAINED IN THE 
FEDERAL COURTS OF THE UNITED STATES OF AMERICA OR THE COURTS OF THE STATE OF NEW 
YORK. 

See also " – Ownership of GDRs by Affiliates'' below. 

Regulation S GDRs 

There are no restrictions upon the transfer of Regulation S GDRs in compliance with the US securities. 

Restrictions upon Deposit of Shares 

Rule 144A GDRs 

Shares will be accepted for deposit under the Rule 144A Deposit Agreement only if delivered by, or on behalf 
of, a person that is: 

(i) not Federal Grid or an affiliate of Federal Grid or a person acting on behalf of Federal Grid or an affiliate of 
Federal Grid; and 

(ii) (a) a qualified institutional buyer or (b) a person located outside the United States that is not a US person, as 
defined in Regulation S under the Securities Act, and acquired, or agreed to acquire and will have acquired, the Shares 
to be deposited outside the United States. 

See also " – Ownership of GDRs by Affiliates'' below. 

Regulation S GDRs 

Shares will be accepted for deposit under the Regulation S Deposit Agreement only if delivered by, or on behalf of, 
a person that is: 

(i)  not Federal Grid or an affiliate of Federal Grid or a person acting on behalf of Federal Grid or an affiliate of 
Federal Grid; and 

(ii) not in the business of buying or selling securities, or if such person is in the business of buying or selling 
securities, such person did not acquire the Shares to be deposited from Federal Grid or an affiliate of Federal Grid in the 
initial distribution of Shares and GDRs; and 

(iii) a person outside the United States that is not a US person, as defined in Regulation S under the Securities Act, 
and acquired, or agreed to acquire and will have acquired, the Shares to be deposited outside the United States. 

Shares withdrawn from deposit under the Rule 144A Deposit Agreement will not be accepted for deposit pursuant 
to the Regulation S Deposit Agreement unless such Shares are not and may not be deemed to be "restricted securities'' 
within the meaning of Rule 144(a)(3) under the Securities Act. 

Restrictions upon the Withdrawal of Shares 

Rule 144A GDRs 

Shares may be withdrawn under the Rule 144A Deposit Agreement only by:  

(i) a person other than a US person, as defined in Regulation S under the Securities Act, outside the United States 
who will be the beneficial owner of the Shares upon withdrawal and acquired, or agreed to acquire and at or prior to the 
time of the withdrawal will have acquired, the Rule 144A GDRs, the Rule 144A GDR Certificates or the Shares outside 
the United States; or 

(ii) a qualified institutional buyer, as defined in Rule 144A under the Securities Act, who (a) has sold or otherwise 
transferred, or agreed to sell or otherwise transfer the Rule 144A GDRs to another qualified institutional buyer in a 
transaction meeting the requirements of Rule 144A under the Securities Act, or to a person other than a US person, as 
defined in Regulation S under the Securities Act, outside the United States in accordance with Regulation S under the 
Securities Act, or (b) will be the beneficial owner of the Shares and agrees (1) to observe the transfer restrictions 
applicable to Rule 144A GDRs in respect of the Shares so withdrawn (2) not to deposit the Shares in an unrestricted 
depositary receipts facility for so long as the Shares are "restricted securities'' within the meaning of Rule 144(a)(3) 
under the Securities Act. 

See also " – Ownership of GDRs by Affiliates'' below. 
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Regulation S GDRs 

Shares may be withdrawn from deposit under the Regulation S Deposit Agreement by the holders of Regulation S 
GDRs. 

General Restrictions 

The issuance and delivery of GDRs against, or adjustments in the records of the Depositary to reflect, deposits of 
Shares generally or deposits of particular Shares may be suspended or withheld, or the registration of transfer of GDR 
Certificates in particular instances may be refused, or the registration of transfers generally may be suspended, or the 
surrender of outstanding GDR Certificates, or the receipt of written instructions from any person having a beneficial 
interest in any GDR Certificate for the purpose of withdrawal of deposited securities may be suspended or refused, 
during any period when the transfer books of the Depositary, Federal Grid or a registrar are closed, or if any such action 
is deemed necessary or advisable by Federal Grid or the Depositary, in good faith, at any time or from time to time 
because of any requirement of law, any government or governmental body or commission or any securities exchange on 
which the GDRs or Shares are listed, or under any provision of the applicable Deposit Agreement or provisions of, or 
governing, the deposited securities, or any meeting of shareholders of Federal Grid or for any other reason. 

Restrictions on Transfer 

The GDRs may not at any time be offered, sold, pledged or otherwise transferred to any person located in Russia 
residents of Russian or to or for the account or benefit of such persons and to the extent otherwise permitted under 
Russian law.  

Federal Grid may restrict transfers of the Shares where such transfer might result in ownership of Shares exceeding 
the limits applicable to the Shares under applicable law or Federal Grid's Charter. Federal Grid may also restrict 
transfers of the GDRs where such transfer may result in the total number of Shares represented by the GDRs owned by 
a single holder or beneficial owner to exceed any such limits. Federal Grid may, in its sole discretion, but subject to 
applicable law, instruct the Depositary to take action with respect to the ownership interest of any GDR holder or 
beneficial owner in excess of the limits set forth in the preceding sentence including, but not limited to, the imposition 
of restrictions on the transfer of GDRs, the removal or limitation of voting rights or the mandatory sale or disposition on 
behalf of a holder or beneficial owner of the Shares represented by the GDRs held by such holder or beneficial owner in 
excess of such limitations, if and to the extent such disposition is permitted by applicable law and Federal Grid's 
Charter. The Depositary shall have no liability for actions taken in accordance with such instructions. 

The registration of any transfer of GDR Certificates in particular instances may be refused, or the registration of 
transfers generally may be suspended, during any period when the transfer books of the Depositary, Federal Grid, the 
registrar or the Russian share registrar are closed, or if any such action is deemed necessary or advisable by Federal 
Grid or the Depositary, in good faith, at any time or from time to time because of any requirement of law, any 
government or governmental body or commission or any securities exchange on which the GDRs or Shares are listed, 
or under any provision of the applicable Deposit Agreement or provisions of, or governing, the Shares, or any meeting 
of Federal Grid's shareholders or for any other reason. 

The Depositary may close the transfer books with respect to GDRs, at any time or from time to time, when 
deemed necessary or advisable by it in good faith in connection with the performance of its duties hereunder, or at 
our reasonable request. 

Restrictions on Deposits 

The Depositary will refuse to accept Shares for deposit whenever it is notified in writing by Federal Grid that such 
deposit would result in any violation of applicable laws, including ownership restrictions under Russian laws. The 
Depositary will also refuse to accept certain Shares for deposit under the Rule 144A Deposit Agreement if notified in 
writing that the Shares are listed on a US securities exchange or quoted on a US automated inter-dealer quotation 
system, unless accompanied by evidence satisfactory to the Depositary that any Shares presented for deposit are eligible 
for resale pursuant to Rule 144A under the Securities Act. The Depositary may also, upon receipt of notice from us, 
limit at any time the number of Shares accepted for deposit under the terms of the applicable Deposit Agreement so as 
to eliminate or minimise any requirements that may be imposed on us, the Depositary or the GDR facilities existing 
under the terms of the applicable Deposit Agreement under Russian law. 

In addition, whenever the Depositary believes that the Shares deposited with it against issuance of GDRs (together 
with any other securities of Federal Grid deposited with it against the issuance of depositary receipts and any other 
securities of Federal Grid held by itself and its affiliates for its or their proprietary accounts or as to which it or they 
exercise voting and investment power) represent (or, upon accepting any additional Shares for deposit, would represent) 
such percentage as exceeds any threshold or limit established by any applicable law, directive, regulation or permit, or 
satisfies any condition for making any filing, application, notification or registration or obtaining any approval, licence 
or permit under any applicable law, directive or regulation, or taking any other action required by any applicable law, 
directive or regulation, it may (i) close its books to deposits of additional Shares in order to prevent such thresholds or 
limits being exceeded or conditions being satisfied or (ii) after consultation with Federal Grid to the extent reasonable 
practicable, take such steps as are, in its opinion, necessary or desirable to remedy the consequences of such thresholds 
or limits being exceeded or conditions being satisfied and to comply with any such law, directive or regulation, 
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including, without limitation, causing pro rata cancellation of GDRs and withdrawal of underlying Shares from the 
depositary receipt programme to the extent necessary or desirable to so comply. 

In particular, the Depositary will have the right to close its books to the issuance of GDRs if at any time the 
Depositary believes that (i) the Shares deposited with it against issuance of GDRs together with any other securities of 
Federal Grid which shall have been deposited with the Depositary against issuance of depositary receipts, represent (or, 
upon accepting any additional Shares for deposit, would represent) such percentage as shall at the relevant time require 
a shareholder of a Russian open joint stock company to make a mandatory tender offer; or (ii) the Shares deposited with 
it against issuance of GDRs together with any other securities of Federal Grid which shall have been deposited with the 
Depositary against issuance of depositary receipts, represent (or, upon accepting any additional Shares for deposit, 
would represent) such percentage as shall at the relevant time require an approval from the FAS, and no necessary 
approval from the FAS (or an exemption, exemptive interpretation or waiver from the FAS of a requirement to obtain 
such an approval) has been obtained. See "Regulatory Environment – Competition Law''. Under Russian law, the 
participation of the Russian Federation in the authorised capital of Federal Grid must be at least 75 per cent plus one 
voting share. See "Regulatory Environment – Electricity Industry Regulation ". 

The Depositary may also close its books to the deposit of Shares if at any time the aggregate number of GDRs in 
issue would, if additional GDRs were to be issued against the deposit of additional Shares, exceed the number of GDRs 
for which a listing and admission to trading has been obtained, and may keep its books closed to the deposit of Shares 
unless and until Federal Grid shall have produced a prospectus in accordance with the Prospectus Rules under the 
FSMA, as amended, and obtained a block listing on the Official List of the FSA and admission to trading on the 
regulated market of the LSE of such number of additional GDRs as the Depositary may, in its reasonable discretion, 
request after consultation with us. 

In considering whether any threshold has been reached or exceeded, the Depositary may, in addition to Shares 
deposited with it against the issuance of GDRs and our other securities deposited with it against issuance of other 
depositary receipts, take into consideration Shares or our other securities, if any, held by it and its affiliates for its or 
their proprietary account(s) or as to which it or they exercise voting or investment power. 

The Depositary shall not be required to accept for deposit or maintain on deposit with the Custodian (a) any 
fractional Shares or fractional deposited securities, or (b) any number of Shares or deposited securities which, upon 
application of the ratio of GDRs to deposited securities, would give rise to fractional GDRs. 

Dividends and Distributions 

Generally, each GDR holder has the right to receive distributions made by Federal Grid on the securities deposited 
with the Custodian, including distributions in connection with a liquidation of Federal Grid. Receipt of these 
distributions may be limited, however, by practical considerations and legal limitations. GDR holders will receive such 
distributions in accordance with the terms of the applicable Deposit Agreement in proportion to the number of GDRs 
held as at a specified GDR record date, which the Depositary will use reasonable efforts to establish on the same date as 
or as close as possible to the record date set by Federal Grid for the Shares underlying the GDRs. The Deposit 
Agreements do not prescribe time limits on dividend rights attaching to the GDRs, dividend restrictions for non-resident 
holders of GDRs, or rate of dividend or method of calculation, periodicity and cumulative or noncumulative nature of 
payments.  

Distributions of Cash 

Whenever Federal Grid makes a cash distribution in respect of securities on deposit with the Custodian, we will 
deposit the funds with the Custodian. Upon receipt of confirmation from the Custodian of the deposit of the requisite 
funds, the Depositary will arrange for the funds to be converted into US dollars and for the distribution of the US 
dollars to the GDR holders, if in the reasonable judgment of the Depositary it is practicable and lawful. See " – Foreign 
Currency Conversion'' below for actions the Depositary is entitled to take if conversion, transfer and distribution cannot 
be so made by the Depositary. 

The Depositary shall distribute only such amount as can be distributed without attributing to any GDR holder a 
fraction of one cent, and any balance not so distributable shall be held by the Depositary for its own account. The 
amounts distributed to GDR holders will be net of the fees, charges, expenses, taxes and governmental charges payable 
by GDR holders under the terms of the applicable Deposit Agreement. The Depositary will apply the same method for 
distributing the proceeds of the sale of any property, such as undistributed rights, held by the Custodian in respect of the 
securities on deposit. 

Distributions of Shares 

Whenever Federal Grid makes a free distribution of Shares in respect of the Shares on deposit with the Custodian, 
Federal Grid will deposit the applicable number of Shares with the Custodian. Upon receipt of confirmation of such 
deposit from the Custodian, the Depositary will either distribute to GDR holders additional GDRs representing the 
aggregate number of Shares deposited or modify, to the extent permissible by law, the GDR-to-Shares ratio, in which 
case each GDR will represent rights and interests in the additional Shares so deposited. Fractional GDRs will be sold 
and the net proceeds of such sale will be distributed as in the case of a cash distribution. 
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The distribution of new GDRs or the modification of the GDR-to-Shares ratio upon a distribution of Shares will be 
made net of the fees, charges, expenses, taxes and governmental charges payable by GDR holders under the terms of 
the applicable Deposit Agreement. In order to pay such taxes or governmental charges, the Depositary may sell all or a 
portion of the additional Shares so distributed. 

No such distribution of new GDRs will be made in violation of applicable laws (including the US securities laws) or 
if it is not operationally practicable. If the Depositary does not distribute new GDRs as described above, it may sell all 
or a portion of the Shares received in such amounts and in such manner, including by public or private sale, as the 
Depositary deems necessary and practicable, and distribute the net proceeds of the sale as in the case of a distribution of 
cash. The Depositary will hold and/or distribute any unsold balance in accordance with the provisions of the applicable 
Deposit Agreement. 

Distributions of Rights 

Whenever Federal Grid intends to distribute rights to subscribe for additional Shares, it will give timely prior notice 
to the Depositary and state whether or not it wishes such rights to be made available to the GDR holders. If Federal 
Grid requests that rights be made available to GDR holders, the Depositary will, in consultation with Federal Grid, 
determine whether it is lawful and reasonably practicable to make the rights available to GDR holders. 

The Depositary will establish procedures to distribute rights to subscribe for additional GDRs to GDR holders and 
to enable GDR holders to exercise such rights only if the Depositary has received Federal Grid's request to make such 
distribution in a timely manner, and the Depositary shall have determined that it is lawful and reasonably practicable to 
make the rights available to GDR holders, and Federal Grid has provided all of the documentation contemplated in the 
applicable Deposit Agreement (such as opinions of counsel as to compliance with applicable law). Each GDR holder 
will be responsible for the related fees, charges, expenses, taxes and other governmental charges to subscribe for the 
Shares upon the exercise of the rights. The Depositary is not obligated to establish procedures to facilitate the 
distribution and exercise by GDR holders of rights to purchase additional Shares other than in the form of GDRs. 

The Depositary will not distribute the rights to you if: 

• Federal Grid does not request that the rights be distributed to the GDR holders in a timely manner, or Federal 
Grid requests that the rights not be distributed to GDR holders; or 

• Federal Grid fails to deliver satisfactory documents, such as opinions of counsel as to compliance with 
applicable law, to the Depositary; or 

• it is not reasonably practicable to distribute the rights. 

The Depositary will sell the rights that are not exercised or not distributed if such sale is lawful and reasonably 
practicable in a riskless principal capacity, at such place and upon terms, including public and private sale, as it may 
deem practicable. The net proceeds of such sale will be distributed to GDR holders as in the case of a cash distribution. 
If the Depositary is unable to make the rights available to GDR holders or to sell the rights, it will allow the rights to 
lapse. 

The Depositary shall not be responsible for (i) any failure to determine whether it may be lawful or practicable to 
make such rights available to GDR holders in general or to any GDR holder in particular, (ii) any foreign exchange 
exposure or loss incurred in connection with any sale or exercise, or (iii) the content of any materials forwarded to the 
GDR holders on behalf of Federal Grid in connection with the rights distribution. There can be no assurance that GDR 
holders in general or any GDR holder in particular will be given the opportunity to exercise rights on the same terms 
and conditions as the holders of Shares or to exercise such rights at all. 

Elective Distributions 

Whenever Federal Grid intends to distribute a dividend payable at the election of shareholders either in cash or in 
additional Shares, it will give timely prior notice thereof to the Depositary and will indicate whether it wishes the 
elective distribution to be made available to GDR holders. In such case, Federal Grid will assist the Depositary in 
determining whether such distribution is lawful and reasonably practicable. 

The Depositary will make the election available to GDR holders only if it has received timely prior notice from 
Federal Grid of the elective distribution, if the Depositary determines that it is reasonably practicable and if Federal 
Grid has provided all of the documentation contemplated in the applicable Deposit Agreement (such as opinions of 
counsel as to compliance with applicable law). In such case, the Depositary will establish procedures to enable each 
GDR holder to elect to receive the proposed dividend in either cash or additional Shares in the form of GDRs, in each 
case as described in the applicable Deposit Agreement. 

If the election is not made available to the GDR holders, GDR holders will, to the extent permitted by law, receive 
either cash or additional GDRs, depending on whether a shareholder in Russia would receive cash or Shares in respect 
of Shares for which no election is made. The Depositary is not obliged to make available to GDR holders a method to 
receive the elective distribution in the form of Shares rather than in the form of GDRs. 
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There can be no assurance that GDR holders or owners of beneficial interests in GDRs generally, or any GDR 
holder in particular, will be given the opportunity to receive elective distributions on the same terms and conditions as 
the holders of the Shares. 

Other Distributions 

Whenever Federal Grid intends to distribute property other than cash, additional Shares or rights to purchase 
additional Shares, we will timely notify the Depositary and will indicate whether it wishes such distribution to be made 
to GDR holders. In such case, the Depositary will, in consultation with us, determine whether such distribution to GDR 
holders is lawful and reasonably practicable. 

If the Depositary has received timely notice from Federal Grid to make such distribution, it is lawful and reasonably 
practicable to distribute such property make such distribution to GDR holders and if Federal Grid has provided all of 
the documentation contemplated in the applicable Deposit Agreement (such as opinions of counsel as to compliance 
with applicable law), the Depositary will distribute the property to the GDR holders in a manner it deems practicable. 

The distribution will be made net of fees, charges, expenses, taxes and governmental charges payable by GDR 
holders under the terms of the applicable Deposit Agreement. In order to pay such taxes and governmental charges, the 
Depositary may, after consultation with Federal Grid to the extent reasonably practicable, dispose of all or a portion of 
the property distributed and deposited. 

Under no circumstances will the Depositary distribute the property to GDR holders if: 

• Federal Grid does not request that the property be distributed to GDR holders or Federal Grid does not make 
such request in a timely manner or Federal Grid asks that the property not be distributed to GDR holders; 

• Federal Grid fails to deliver satisfactory documents (such as opinions of counsel as to compliance with 
applicable law) to the Depositary; or 

• the Depositary determines that all or a portion of the distribution to GDR holders is not lawful or reasonably 
practicable. 

Under the circumstances set forth above, the Depositary will sell the property in public or private sale, at such place 
and upon such terms as it may deem practicable, the proceeds of which will be distributed to GDR holders as in the case 
of a cash distribution. If the Depositary is unable to sell such property, the Depositary may dispose of such property in 
any way it deems reasonably practicable under the circumstances.  

Redemption  

Whenever Federal Grid decides to redeem any of the securities on deposit with the Custodian, Federal Grid will 
timely notify the Depositary in advance. If the Depositary has received timely prior notice from Federal Grid, 
determines that such redemption is practicable and received from Federal Grid all of the documentation contemplated in 
the applicable Deposit Agreement (such as opinions of counsel as to compliance with applicable law), the Depositary 
will send notice of the redemption and any other particulars set forth in Federal Grid's notice to the Depositary to the 
GDR holders. 

The Depositary will instruct the Custodian to surrender the Shares being redeemed against payment of the 
applicable redemption price. Upon receipt of confirmation from the Custodian that the redemption has taken place and 
the funds representing the redemption price have been received, the Depositary will convert the redemption funds 
received into US dollars in accordance with the terms of the applicable Deposit Agreement, transfer and distribute the 
proceeds. See " – Foreign Currency Conversion'' for actions the Depositary is entitled to take if conversion, transfer and 
distribution of funds by the Depositary is not practicable or lawful. The GDR holders will have to pay fees and charges 
of, and the expenses incurred by, the Depositary, and any taxes and other governmental charges upon the redemption of 
the GDRs. If less than all outstanding GDRs are being redeemed, the GDRs to be redeemed will be selected by lot or on 
a pro rata basis, as the Depositary may determine. 

Changes Affecting Shares 

The Shares held on deposit for the GDRs are subject to change from time to time. For example, there may be a 
change in nominal or par value, a split-up, cancellation, consolidation or any other reclassification of such Shares or a 
recapitalisation, reorganisation, merger, consolidation or sale of assets affecting Federal Grid or to which it is a party. 

If any such change were to occur, any securities which shall be received by the Depositary or the Custodian in 
exchange for, or in conversion, replacement or otherwise in respect of, such Shares shall, to the extent permitted by law, 
be treated as new securities under the applicable Deposit Agreement, and the GDR Certificates shall, subject to the 
terms of the applicable Deposit Agreement and applicable law, evidence the GDRs representing the right to receive 
such replacement securities. The Depositary in such circumstances may with Federal Grid's approval, and shall if 
Federal Grid so requests and provides the Depositary at Federal Grid's own expense an opinion of counsel reasonably 
satisfactory to the Depositary that such action is not in violation of applicable laws or regulations, execute and deliver 
additional GDR Certificates or make appropriate adjustments in its records, or call for the exchange of outstanding 
GDR Certificates for new GDR Certificates. If the Depositary may not lawfully distribute such securities to some or all 
GDR holders, the Depositary may with Federal Grid's approval sell such securities at public or private sale at such place 
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and upon such terms as it may deem proper and distribute the net proceeds to GDR holders as in the case of a cash 
distribution, and shall do so upon Federal Grid's request and provision by Federal Grid at its own expense an opinion of 
counsel reasonably satisfactory to the Depositary that such action is not in violation of applicable laws or regulations. 
GDR owners will have to pay fees and charges of, and the expenses incurred by, the Depositary, and any taxes and 
other governmental charges upon the sale of such securities. 

The Depositary shall not be responsible for (i) any failure to determine that it is lawful or practicable to make such 
securities available to GDR holders in general or to any GDR holder in particular, (ii) any foreign exchange exposure or 
loss incurred in connection with such sale, or (iii) any liability to the purchaser of such securities. 

Issuance of GDRs upon Deposit of Shares 

Subject to limitations set forth in the applicable Deposit Agreement and the GDRs, the Depositary may create GDRs 
on the GDR holder's behalf if the GDR holder or its broker deposits the Shares with the Custodian. The Depositary will 
deliver these GDRs to the person indicated by the GDR holder only after any applicable issuance fees and any charges 
and taxes payable for the transfer of the Shares to the Custodian are paid by the GDR holder and the applicable deposit 
certification is provided. Each GDR holder's ability to deposit Shares and receive GDRs may be limited by US, UK and 
Russian legal considerations applicable at the time of deposit. 

The issuance of GDRs may be delayed until the Depositary or the Custodian receives confirmation that all required 
approvals have been given and that the Shares have been duly transferred to the Custodian. The Depositary will only 
issue GDRs in whole numbers. 

Each GDR holder will be responsible for transferring good and valid title for deposited Shares to the Depositary, as 
evidenced by documents satisfactory to the Depositary or the Custodian. As such, each GDR holder will be deemed to 
have represented and warranted that: 

• the Shares and the certificates therefore are duly authorised, validly issued, fully paid, non-assessable and 
legally obtained; 

• all pre-emptive and similar rights, if any, with respect so such Shares have been validly waived or 
exercised; 

• there is due authorisation to deposit the Shares; 

• all requirements of applicable law or regulation with respect to the Shares or the deposit thereof against 
the issuance of Regulation S GDRs have been fulfilled; 

• the Shares presented for deposit are free and clear of any lien, encumbrance, security interest, charge, 
mortgage or adverse claim; 

• in the case of a deposit of Shares under the Regulation S Deposit Agreement, the Shares are not, and the 
Regulation S GDRs issuable upon such deposit will not be, "restricted securities'', as defined in Rule 
144(a) (3) under the Securities Act, except in the case of deposits of shares by affiliates as described in " – 
Ownership of GDRs by Affiliates''; 

• the Shares presented for deposit have not been stripped of any rights or entitlements; 

• the Shares are not subject to any unfulfilled requirements of applicable law or regulation; and 

• except as provided in the applicable Deposit Agreement and summarised under " – Ownership of GDRs by 
Affiliates'' below, it is not, and shall not become at any time while holding GDRs or any beneficial interest 
therein, an affiliate of Federal Grid. 

If any of the representations or warranties above is incorrect in any way, we and the Depositary may, at the 
breaching GDR holder's cost and expense, take any and all actions necessary to correct the consequences of the 
misrepresentations. 

When Shares are deposited under the Rule 144A Deposit Agreement to receive GDRs, the prospective GDR holder 
will be required to provide the Depositary with a deposit certification stating, among other things, that: 

• it acknowledges that the Rule 144A GDR Certificates, the Rule 144A GDRs evidenced thereby and the 
Shares represented thereby have not been and will not be registered under the Securities Act or with any 
securities regulatory authority in any state or other jurisdiction in the United States; 

• it is not Federal Grid, an affiliate (as the term is defined in Regulation C under the Securities Act) of 
Federal Grid, and if it is acting on behalf of another person, such person is not Federal Grid and has 
confirmed that it is not an affiliate of Federal Grid and it is not acting on behalf of Federal Grid or one of 
its affiliates; 

• it is either (i) a qualified institutional buyer (as defined in Rule 144A under the Securities Act), or (ii) a 
broker-dealer acting for the account of its customer who has confirmed it is a qualified institutional buyer 
or, (iii) at the time of issuance it will be the beneficial owner of the Rule 144A GDRs and is located 
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outside the United States (within the meaning of Regulation S under the Securities Act) and acquired, or 
has agreed to acquire and will have acquired, the Shares to be deposited, outside the United States or (iv)  
it is a broker-dealer acting for the account of its customer who has confirmed that either (a) it will be at 
the time of issuance the beneficial owner of the Rule 144A GDRs, located outside the United States and 
acquired, or has agreed to acquire and will have acquired, the Shares to be deposited, outside the United 
States or (b) it is located outside the United States and is acting for the account of a person located outside 
the United States who acquired, or has agreed to acquire and will have acquired, the Shares to be 
deposited, outside the United States and who, at the time of issuance, will be the beneficial owner of the 
Rule 144A GDRs evidenced thereby; and 

• it agrees, as the beneficial owner of the Rule 144A GDRs, to offer, sell, pledge and otherwise transfer the 
Rule 144A GDRs or the Shares represented by the Rule 144A GDRs in accordance with the applicable US 
state securities laws and only: 

• to a person it reasonably believes is qualified institutional buyer in a transaction meeting the 
requirements of Rule 144A under the Securities Act; or 

• outside the United States to a person, other than a US person, as defined in Regulation S under 
the Securities Act, outside the United States in accordance with Regulation S under the 
Securities Act; or 

• in accordance with Rule 144 under the Securities Act, if available; or 

• pursuant to an effective registration statement under the Securities Act. 

A copy of the form of deposit certification for Rule 144A GDRs is attached to the Rule 144A Deposit 
Agreement and may be obtained from the Depositary upon request. 

When Shares are deposited to receive Regulation S GDRs, the prospective GDR holder will be required to 
provide the Depositary with a deposit certification stating, among other things, that: 

• it acknowledges that the Regulation S GDR Certificates, the Regulation S GDRs evidenced thereby and the 
Shares represented thereby have not been and will not be registered under the Securities Act or with any 
securities regulatory authority in any state or other jurisdiction in the United States; 

• it is, or at the time the Shares are deposited and at the time the Regulation S GDR Certificates are issued, will 
be, the beneficial owner, or a broker-dealer acting on behalf of its customer who has confirmed that it is, or 
at the time the Shares are deposited and at the time the Regulation S GDR Certificates are issued, will be the 
beneficial owner of the Shares and the Regulation S GDRs to be issued upon deposit of such Shares; 

• it or its customer on whose behalf it is acting is not an affiliate of Federal Grid and it is not acting on behalf of 
Federal Grid or one of its affiliates; 

• it or its customer on whose behalf it is acting is located outside the United States and acquired or has agreed to 
acquire and will acquire the Shares to be deposited outside the United States; and 

• it or its customer on whose behalf it is acting is not in the business of buying and selling securities or, if it is in 
such business, it did not acquire the Shares presented for deposit from Federal Grid or any of Federal Grid's 
affiliates. 

A copy of the form of deposit certification for Regulation S GDRs is attached to the Regulation S Deposit 
Agreement and may be obtained from the Depositary on request. 

Withdrawal of Shares Upon Cancellation of GDRs 

Subject always to the withdrawal of deposited property being permitted under applicable laws and the terms of the 
applicable Deposit Agreement, a GDR holder will be entitled to present its GDRs to the Depositary for cancellation and 
then receive the corresponding number of underlying Shares at the time represented by the GDRs surrendered to the 
Depositary without unreasonable delay. The ability to withdraw the Shares may be limited to US and Russian law 
considerations applicable at the time of withdrawal. 

In order to withdraw the Shares represented by the GDRs, each GDR holder will be required to pay to the 
Depositary the fees and charges for withdrawal and cancellation of the GDRs and any changes and taxes payable in 
connection with such surrender and withdrawal but will not be required to provide to the Depositary the applicable 
withdrawal certification. Each GDR holder assumes the risk of delivery of all funds and securities upon withdrawal. 
Once cancelled, the GDRs will not have any rights under the applicable Deposit Agreement. 

Each GDR holder must, upon the request of the Depositary, provide proof satisfactory to the Depositary of identity 
and genuineness of any signature and such other documents as the Depositary may deem appropriate before it will 
cancel the GDRs. The withdrawal of the Shares represented by GDRs may be delayed until the Depositary receives 
satisfactory evidence of compliance with all applicable laws and regulations. The Depositary shall be entitled at all 
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times to sell any fractional Share represented by the GDR Certificates surrendered and remit the proceeds of such sale 
to the GDR holder net of fees, expenses, charges and taxes. 

When a GDR holder requests withdrawal of the Shares represented by its Rule 144A GDRs, it will be required to 
represent and warrant that the withdrawal of the Shares complies with the restrictions on transfer set forth in the legend 
on GDRs and to provide the Depositary with a withdrawal certification stating, among other things, that: 

(A) it acknowledges (or if it is acting for the account of another person, such person has confirmed that it 
acknowledges) that the Shares represented by its Rule 144A GDRs have not been and will not be registered 
under the Securities Act or with any other securities regulatory authority in any state or other jurisdiction in the 
United States; and 

(B) it certifies that either: 

(1) it is a qualified institutional buyer, as defined under Rule 144A of the Securities Act, acting for its own 
account or for the account of one or more other qualified institutional buyers; and either 

• it has sold or otherwise transferred or agreed to sell or otherwise transfer and at or prior to the time of 
withdrawal will have sold or otherwise transferred the Rule 144A GDRs, the Rule 144A GDR 
Certificates or the Shares to persons in accordance with Regulation S under the Securities Act and it 
is, or prior to such sale it was, the beneficial owner of the Rule 144A GDR Certificates and the Rule 
144A GDRs; or 

• it has sold or otherwise transferred or agreed to sell or otherwise transfer and at or prior to the time of 
withdrawal will have sold or otherwise transferred the Rule 144A GDRs, the Rule 144A GDR 
Certificates or the Shares to a qualified institutional buyer in accordance with Rule 144A under the 
Securities Act and it is, or prior to such sale it was, the beneficial owner of the Rule 144A GDRs and 
the Rule 144A GDR Certificates; or 

• it will be the beneficial owner of the Shares upon withdrawal; and 

• it, or the person on whose behalf it is acting, will offer, sell, pledge or otherwise transfer the Shares 
only (a) to a person it reasonably believes is a qualified institutional buyer in a transaction meeting 
the requirements of Rule 144A under the Securities Act; (b) in accordance with Regulation S under 
the Securities Act; (c) in accordance with Rule 144 under the Securities Act, if available; or (d) 
pursuant to an effective registration statement under the Securities Act, in each case in accordance 
with any applicable securities laws of any state of the United States; and 

• it will not deposit or cause to be deposited the Shares in any depositary receipt facility established or 
maintained by a depositary bank that is not a Rule 144A "restricted'' depositary receipts facility; or 

(2) it is located outside the United States (within the meaning of Regulation S under the Securities Act) and 
acquired or has agreed to acquire and at or prior to the time of the withdrawal will have acquired the Rule 
144A GDRs, the Rule 144A GDR Certificates or the Shares outside the United States and are or upon 
acquisition thereof will be the beneficial owner of the Rule 144A GDRs, Rule 144A GDR Certificates or 
the Shares. 

Holders of Regulation S GDRs are not required to provide the Depositary with a withdrawal certification under the 
Regulation S Deposit Agreement, except in the case of an exchange of Rule 144A GDRs for Regulation S GDRs by one 
of Federal Grid's affiliates. See " – Ownership of GDRs by Affiliates'' below. 

Proofs, Certificates and Other Information; Obligations of Owners 

Each GDR holder may be required (i) to provide to the Depositary and the Custodian proof of citizenship or 
residence, taxpayer status, payment of all applicable taxes or other governmental charges, exchange control approvals, 
legal or beneficial ownership of GDRs, compliance with all applicable laws and the terms of the applicable Deposit 
Agreement, and the provisions of, or governing, the GDRs and (ii) to execute certifications and to make representations 
and warranties and to provide such other information and documentation as the Depositary or the Custodian may deem 
necessary or proper or as Federal Grid may reasonably require by written request to the Depositary consistent with its 
obligations under the applicable Deposit Agreement. The Depositary and the registrar, as defined in the applicable 
Deposit Agreement, as applicable, may withhold the execution or delivery or registration of transfer or cancellation of 
any GDR Certificate, or the distribution of any dividend, rights or other property or of the net proceeds of the sale 
thereof or the delivery of any GDRs, until such proof or other information is filed or such certifications are executed, or 
such representations are made, or such other documentation or information is provided, in each case, to the 
Depositary's, the registrar's, and Federal Grid's reasonable satisfaction. 

Holders and beneficial owners of GDRs shall make all necessary notifications or filings and shall obtain, maintain, 
extend or renew all necessary approvals to, with or from state authorities in the Russian Federation, and shall take all 
such other actions, as may be required to remain at all times in compliance with applicable rules and regulations of the 
Russian Federation. 
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Ownership of GDRs by Affiliates 

Federal Grid permits its affiliates to deposit Shares against the issuance of Rule 144A GDRs, so long as they satisfy 
the requirements, including delivery of the requisite certifications to the Depositary, of the Rule 144A Deposit 
Agreement. Federal Grid also permits its affiliates to exchange their Rule 144A GDRs for Regulation S GDRs solely to 
allow them to sell their GDRs in transactions meeting their requirements of Regulation S under the Securities Act, so 
long as each exchanging affiliate delivers the requisite certifications to the Depositary and otherwise satisfies the 
requirements of the applicable Deposit Agreement. Federal Grid does not otherwise permit its affiliates to deposit 
Shares against the issuance of Regulation S GDRs unless they certify to the Depositary that they have sold or 
irrevocably agreed to sell the Regulation S GDRs to be issued in respect of the Shares so deposited in a transaction 
meeting the requirements of Regulation S, and deliver the other requisite certifications to the Depositary. 

The requirements for such deposits and exchanges of GDRs by Federal Grid's affiliates are more fully described in 
the Deposit Agreements. 

Voting Rights 

Each GDR holder generally has the right under the applicable Deposit Agreement to instruct the Depositary to 
exercise the voting rights for the Shares represented by its GDRs. The voting rights of holders of the Shares are 
described in "Description of Charter Capital and Certain Requirements of Russian Legislation – Description of Charter 
Capital – General shareholders' meetings". 

Upon Federal Grid's timely written request, and provided no US, UK or Russian legal prohibitions, including the 
rules of the London Stock Exchange or the rules of any Russian stock exchange on which the Shares are listed, exist, 
the Depositary will distribute to each GDR holder any notice of shareholders' meetings or solicitation of consents or 
proxies from holders of Shares received from Federal Grid together with information explaining how to instruct the 
Depositary to exercise the voting rights of the Shares represented by the GDRs. 

If the Depositary timely receives voting instructions from a GDR holder in the manner specified by the Depositary, 
it will endeavour - insofar as practicable and permitted under applicable law, the provisions of the applicable Deposit 
Agreement, Federal Grid's Charter and terms of the Shares - to vote or cause the Custodian to vote the Shares 
represented by the GDR holder in accordance with such voting instructions. Russian securities regulations expressly 
permit a depositary to split the vote of Shares registered in its name in accordance with instructions from GDR holders. 
However, because the Depositary does not have express statutory authority to split the vote with respect to the Shares in 
accordance with instructions from GDR holders, and given the untested nature of such securities regulations, the 
Depositary may refrain from voting at all unless all GDR holders have instructed it to vote the Shares in the same 
manner. Consequently, each GDR holder may have significant difficulty in exercising its voting rights with respect to 
the underlying Shares. 

Neither the Depositary nor the Custodian will, under any circumstances, exercise any discretion as to voting, vote 
any number of Shares other than an integral number thereof or vote Shares in a manner that would be inconsistent with 
any applicable law, and neither the Depositary nor the Custodian will vote, attempt to exercise the right to vote, the 
Shares except pursuant to and in accordance with instructions from GDR holders. If the Depositary timely receives 
voting instructions from a GDR holder which fail to specify the manner in which the Depositary is to vote the GDR 
holder's underlying Shares, the Depositary will deem the GDR holder to have instructed the Depositary not to vote the 
Shares with respect to the items for which the GDR holder has failed to specify the manner in which the Depositary is 
to vote. 

Notwithstanding anything else contained in the applicable Deposit Agreement, the Depositary shall not have any 
obligation to take any action with respect to any meeting, or solicitation of consents or proxies, of holders of the Shares 
if the taking of such action would violate US, Russian or UK laws, including the rules of the London Stock Exchange 
and the rules of any Russian exchange on which the Shares are listed or the provisions of the Deposit Agreements, 
Federal Grid's Charter and the deposited securities. Federal Grid has agreed in the Deposit Agreements that it shall not 
establish internal procedures that would prevent the Depositary from complying with, or that are inconsistent with, the 
terms and conditions of the section of the applicable Deposit Agreement that deals with voting. 

The ability of the Depositary to carry out voting instructions may be limited by practical, legal and regulatory 
limitations and the terms of the securities on deposit. GDR holders cannot be assured that they will receive voting 
materials in time to enable them to return voting instructions to the Depositary in a timely manner. Securities for which 
no voting instructions have been received from GDR holders will not be voted. See generally "Risk Factors – Risks 
Relating to the Shares, GDRs and the Trading Market – Voting rights with respect to the Shares represented by the 
GDRs are limited by the terms of the Deposit Agreement for the GDRs and relevant requirements of Russian law". 

Fees and Charges 

The Depositary shall be entitled to charge the following fees to GDR owners and persons depositing Shares or 
surrendering GDRs for cancellation: 
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(i) for the issue of GDRs or the cancellation of GDRs upon the withdrawal of deposited securities, or for 
transferring interests from and between the Regulation S GDRs and the Rule 144A GDRs: up to USD 0.05 
per GDR issued, cancelled or transferred; 

(ii) for the issue of GDR Certificates in definitive registered form in replacement for mutilated, defaced, lost, 
stolen or destroyed GDR Certificates: a sum per GDR Certificate which is determined by the Depositary to 
be a reasonable charge to reflect the work, costs and expenses involved; 

(iii) for issuing GDR Certificates in definitive registered form (other than pursuant to paragraph (ii) above): a 
sum per GDR Certificate which is determined by the Depositary to be a reasonable charge to reflect the 
work, costs (including, but not limited to, printing costs) and expenses involved; 

(iv) for receiving and paying any cash dividend or other cash distribution on or in respect of the deposited 
securities: a fee of up to USD 0.02 per GDR for each such dividend or distribution; 

(v) in respect of any issue of rights or distribution of Shares (whether or not evidenced by GDRs) or other 
securities or other property (other than cash) upon exercise of any rights, any free distribution, stock 
dividend or other distribution (except where converted to cash): up to USD 0.05 per GDR for each such 
issue of rights, dividend or distribution; 

(vi) for the operation and maintenance costs associated with the administration of the GDRs: an annual fee of 
USD 0.02 per GDR (such fee to be assessed against GDR holders of record as at the date or dates set by the 
Depositary as it sees fit and collected at the sole discretion of the Depositary by billing such GDR holders 
for such fee or by deducting such fee from one or more cash dividends or other cash distributions); provided, 
that the total of fees assessed under this paragraph (vi) above combined with the total of fees assessed under 
paragraph (iv) above shall not exceed in the aggregate USD 0.02 per GDR in any calendar year; 

(vii) for the expenses incurred by the Depositary, the Custodian or their respective agents in connection with 
inspections of the relevant share register maintained by the local registrar and/or performing due diligence 
on the central securities depositary for the Russian Federation: an annual fee of USD 0.01 per GDR (such 
fee to be assessed against GDR holders of record as at the date or dates set by the Depositary as it sees fit 
and collected at the sole discretion of the Depositary by billing such holders for such fee or by deducting 
such fee from one or more cash dividends or other cash distributions); and 

(viii) for the issue of GDRs pursuant to a change for any reason in the number of Shares represented by each 
GDR, regardless of whether or not there has been a deposit of Shares to the Custodian or the Depositary for 
such issuance: a fee of up to USD 0.05 per GDR (or portion thereof). 

Each such person will also be responsible for paying the following charges incurred by the Depositary: 

• taxes, including applicable interest and penalties, and governmental charges; 

• fees for the transfer and registration of Shares or other deposited securities charged by the share registrar (i.e., 
upon deposit and withdrawal of Shares); 

• fees, expenses and charges incurred for converting foreign currency into US dollars and compliance with 
exchange control regulations; and 

• expenses for fax transmissions and for delivery of securities. 

Federal Grid has agreed to pay certain other charges and expenses of the Depositary. The fees and charges that a 
GDR holder may be required to pay may vary over time and may be changed by Federal Grid and by the Depositary. 
Each GDR holder will receive prior notice of such changes. 

Amendments and Termination 

Federal Grid may agree with the Depositary to amend or supplement the Deposit Agreements in any respect which 
they deem desirable at any time and from time to time without the prior consent of the holders or beneficial owners of 
GDRs. Federal Grid undertakes to give the GDR holders 30 days' prior notice of any amendment or supplement that 
would materially prejudice any of their substantial existing rights under the applicable Deposit Agreement or that shall 
impose or increase fees or charges, other than charges in connections with foreign exchange control regulations and 
taxes and other governmental charges, delivery expenses and other such expenses. Federal Grid will not consider any 
amendments or supplements that are reasonably necessary (as agreed by Federal Grid and the Depositary) for the GDRs 
to be settled solely in book-entry form, and in the case of Regulation S GDRs, in order for the Regulation S GDRs to be 
registered under the Securities Act, in each case without imposing or increasing the fees and charges the GDR holders 
are required to pay, to be materially prejudicial to the rights of the GDR holders.  

Each holder and beneficial owner of GDRs will be bound by the amendment or supplement to the applicable 
Deposit Agreement if it continues to hold its GDRs or beneficial interests after the amendment or supplement to the 
applicable Deposit Agreements become effective. 
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The Deposit Agreements cannot be amended to prevent the GDR holders from withdrawing the Shares represented 
by the GDRs. Notwithstanding any such restriction on amendments or supplements to the Deposit Agreements, Federal 
Grid and the Depositary may at any time amend or supplement the Deposit Agreements or the GDR Certificates in 
order to comply with mandatory provisions of applicable laws, rules or regulations, and such amendments or 
supplements may become effective before notice thereof is given to GDR holders or within any other period required to 
comply with such laws, rules or regulations. 

Federal Grid has the right to direct the Depositary to terminate the Deposit Agreements. Similarly, the Depositary 
may in certain circumstances on its own initiative terminate the Deposit Agreements. In addition, the Depositary may at 
any time resign by written notice of resignation delivered to Federal Grid, with such resignation to take effect upon the 
earlier of (i) the 90th day after delivery of such notice to Federal Grid; or (ii) the acceptance of appointment by a 
successor depositary, or Federal Grid may at any time remove the Depositary by written notice of removal delivered to 
the Depositary, with such removal to take effect upon either (a) the later of (i) the 90th day after delivery of such notice; 
or (ii) the acceptance of appointment by a successor depositary, or (b) at such time as may be agreed in writing by 
Federal Grid and the Depositary. If in either such case no successor depositary shall have accepted appointment by us 
after 90 days after delivery of written notice, then the Depositary may terminate the Deposit Agreements by giving 
notice of termination to the GDR holders at least 30 days before termination. 

Upon termination, the following will occur under the Deposit Agreement: 

• on and after the date of termination, each GDR holder will be able to request the cancellation of its GDRs and 
the withdrawal of the underlying Shares and the delivery of all other property held by the Depositary in respect 
of those Shares on the same terms as prior to the termination including the payment of any applicable taxes or 
governmental charges. The Depositary will continue to collect all distributions received on the Shares on 
deposit, such as dividends, shall sell such rights and shall continue to deliver the securities on deposit together 
with any dividends or other distributions received with respect to such securities on deposit and the net 
proceeds of the sale of any rights or other property. 

• after the expiration of six months from the date of termination, the Depositary may sell the securities held on 
deposit. The Depositary will hold the net proceeds from such sale and any other funds then held for the GDR 
holders in an unsegregated account, without liability for interest, for the pro rata benefit of the GDR holders 
whose GDR Certificates have not been surrendered. At that point, the Depositary will have no further 
obligations to a GDR holder other than to account for the net proceeds and other cash, net of fees, expenses, 
taxes and governmental charges or assessments payable by GDR holders under the terms of the applicable 
Deposit Agreement. 

Books of Depositary 

The Depositary will maintain GDR holder records at its principal office in New York and, if no book-entry 
settlement system is available for the relevant GDRs, at its principal office in London as well. Each GDR holder may 
inspect such records at such office during the regular business hours provided that such inspection is not for the purpose 
of communication with other GDR holders in the interest of business matters relating to the GDRs and the Deposit 
Agreements. 

The Depositary will maintain facilities in New York and London for the execution, delivery, transfer and surrender 
of GDR Certificates, provided that the transfer of the GDRs shall only be effected by the registrar (as defined in the 
applicable Deposit Agreement), including the Depositary in its capacity as the registrar. These facilities may be closed 
from time to time, to the extent not prohibited by law. 

Transmission of Notices to Shareholders 

Federal Grid will promptly transmit to the Depositary those communications that we under applicable law makes 
available to its shareholders. If any communications are not in English, Federal Grid will translate the communications 
prior to transmitting them to the Depositary. Upon Federal Grid's request and at its expense, the Depositary will arrange 
for the mailing of copies of such communications to all GDR holders and will make a copy of such communications 
available for inspection at its principal offices in New York and London. 

Limitations on Obligations and Liabilities 

The Deposit Agreements limit Federal Grid's obligations and the Depositary's obligations to the GDR holders, in 
particular: 

• Federal Grid and the Depositary are obligated only to take the actions specifically stated in the applicable 
Deposit Agreement or the applicable GDR Certificates without negligence or bad faith. 

• Neither Federal Grid nor the Depositary, nor any of their respective controlling persons or agents, shall be 
under any obligation to appear in, prosecute or defend any action, suit or other proceeding in respect to any 
Shares or in respect of the GDR Certificates, which in their respective opinions may involve Federal Grid or the 
Depositary, or any of their respective controlling persons or agents, as the case may be, in expense or liability, 
unless an indemnity satisfactory to Federal Grid or the Depositary, or their respective controlling persons or 
agents, as the case may be, against all expense, including fees and disbursements of counsel, and liability be 
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furnished as often as may be required, and no Custodian shall be under any obligation whatsoever with respect 
to such proceedings, the responsibility of the Custodian being solely to the Depositary. 

• The Depositary and its agents disclaim any liability for any failure to carry out any instructions to vote any 
Shares, or for any manner in which any vote is cast or for the effect of any vote, provided any such act or 
omission is without negligence and in good faith and in accordance with the terms of the applicable Deposit 
Agreement. 

• The Depositary disclaims any liability for any failure to determine the lawfulness or reasonable practicality of 
any distribution or action, for the content of any information distributed to the GDR holders on behalf of 
Federal Grid for the accuracy of any translation of such information, for any investment risks associated with 
acquiring an interest in the Shares, for the validity or worth of the Shares, for any tax consequences that result 
from the ownership of the Shares or the GDRs, for the credit worthiness of any third party, for allowing any 
rights to lapse under the terms of the applicable Deposit Agreement or for the failure or timeliness of any of 
Federal Grid's notices. 

• The Depositary and the Custodian disclaim any liability with respect to Russia's system of share registration 
and custody, including any liability in respect of the unavailability of the Shares or other deposited securities, or 
any distribution in respect thereof. 

• The Depositary disclaims any liability for any acts or omissions made by a successor depositary whether in 
connection with a previous act or omission of the Depositary or in connection with any matter arising wholly 
after the removal or resignation of the Depositary, provided that in connection with the issue out of which such 
potential liability arises the Depositary performed its obligations while it acted as Depositary without 
negligence or bad faith. 

• Federal Grid, the Depositary, and Federal Grid's or the Depositary's affiliates and the respective officers, 
directors, employees, agents and advisors of any of the foregoing will not be obliged to do or perform any act 
that is inconsistent with the provisions of the applicable Deposit Agreement. 

• Federal Grid, the Depositary, and Federal Grid's or the Depositary's affiliates and the respective officers, 
directors, employees, agents and advisors of any of the foregoing disclaim any liability if Federal Grid or the 
Depositary are prevented or forbidden from or delayed in doing or performing any act or thing required by the 
terms of the Deposit Agreements by reason of any provision of any present or future law or regulation or 
other governmental authority or regulatory authority or stock exchange, or on account of the possible 
criminal or civil penalties or restraint, any provision, present or future, of Federal Grid's Charter, any 
provision of or governing any securities on deposit or by reason of any act of God or war of other 
circumstances beyond its control, including, without limitation, nationalisation, expropriation, currency 
restrictions, work stoppage, strikes, civil unrest, acts of terrorism, revolutions, rebellions, explosions and 
computer failure. 

• Federal Grid, the Depositary, and Federal Grid's or the Depositary's affiliates and the respective officers, 
directors, employees, agents and advisors of any of the foregoing disclaim any liability by reason of any 
exercise of, or failure to exercise, any discretion provided for in the applicable Deposit Agreement or in Federal 
Grid's Charter or in any provisions of or governing the deposited securities. 

• Federal Grid, the Depositary, and Federal Grid's or the Depositary's affiliates and the respective officers, 
directors, employees, agents and advisors of any of the foregoing further disclaim any liability for any action or 
inaction in reliance upon the advice or information received from legal counsel, accountants, any person 
presenting Shares for deposit, any GDR holder or beneficial owner or authorised representatives thereof, or 
any other person believed by any of the foregoing in good faith to be competent to give such advice or 
information, provided that the advice of or information from legal counsel is from recognised counsel of the 
jurisdiction for legal issues with respective to that jurisdiction. 

• Federal Grid, the Depositary, and Federal Grid's or the Depositary's affiliates and the respective officers, 
directors, employees, agents and advisors of any of the foregoing also disclaim liability for the inability by a 
GDR holder or beneficial owner to benefit from any distribution, offering, right or other benefit which is made 
available to holders of Shares but is not, under the terms of the applicable Deposit Agreement, made available 
to GDR holders. 

• Federal Grid, the Depositary, and Federal Grid's respective controlling persons and agents and the Custodian 
may rely and shall be protected in acting upon any written notice, request or other document believed by it to be 
genuine and to have been signed or presented by the proper parties. 

• Federal Grid, the Depositary, and Federal Grid's or the Depositary's affiliates and the respective officers, 
directors, employees, agents and advisors of any of the foregoing also disclaim any liability for indirect, special, 
consequential or punitive damages for any breach of the terms of the applicable Deposit Agreement. 
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• The Depositary disclaims liability for any actions taken in accordance with Federal Grid's instructions to take 
actions with respect to the ownership interest of any GDR holder or beneficial owner in excess of the limits 
applicable to the Shares under applicable law or Federal Grid's Charter. 

Indemnification 

The Depositary has agreed to indemnify Federal Grid and its directors, officers, employees, agents and affiliates 
against, and hold each of them harmless from, any direct loss, liability, tax, charge or expense of any kind whatsoever, 
including the reasonable fees and expenses of counsel, which may arise out of acts performed or omitted by the 
Depositary or the Custodian or, provided that the Custodian is a branch or subsidiary of Deutsche Bank AG, London 
Branch at the time of such act or omission, by the Custodian under the applicable Deposit Agreement due to the 
negligence or bad faith of the Depositary or the Custodian. 

Federal Grid has agreed to indemnify the Depositary, the Custodian and any of their respective directors, officers, 
employees, agents and affiliates against, and hold each of them harmless from, any direct loss, liability, tax, charge or 
expense of any kind whatsoever, including the reasonable fees and expenses of counsel, that may arise, among other 
things, (i) out of any offer or sale of the GDR Certificates, the GDRs or the Shares or other deposited securities, (ii) out 
of any offering document in respect thereof, except to the extent of information provided by the Depositary concerning 
itself that is required by law, regulation or the rules of a relevant securities market to be included therein, (iii) out of acts 
performed or omitted in accordance with the provisions of the applicable Deposit Agreement, in any such case by the 
Depositary, the Custodian or any of their respective directors, officers, employees, agents and affiliates, expect to the 
extent such loss, liability, tax, charge or expense is due to the negligence or bad faith of any of them, or by us or any of 
our directors, officers, employees, agents and affiliates and (iv) out of the unavailability of deposited securities or the 
failure to make any distribution with respect thereto in the case of certain situations. 

Pre-Release Transactions 

The Depositary may, in certain circumstances, issue GDRs before receiving evidence of the receipt of a deposit of 
Shares or deliver Shares before receiving GDRs for cancellation. These transactions are commonly referred to as "pre-
release transactions''. The Deposit Agreements limit the aggregate size of pre-release transactions and imposes a 
number of conditions on such transactions, the need to receive collateral, the type of collateral required, the 
representations required from brokers, etc. The Depositary may retain for its own account the compensation received 
from the pre-release transactions. 

Taxes 

The Depositary may, in certain circumstances, issue GDRs before receiving evidence of the receipt of a deposit of 
Shares or deliver Shares before receiving GDRs for cancellation. These transactions are commonly referred to as "pre-
release transactions''. The Deposit Agreements limit the aggregate size of pre-release transactions and imposes a 
number of conditions on such transactions, the need to receive collateral, the type of collateral required, the 
representations required from brokers, etc. The Depositary may retain for its own account the compensation received 
from the pre-release transactions. 

Federal Grid, Depositary and the Custodian may, but are not obligated to, take reasonable administrative actions to 
obtain tax refunds and reduced tax withholding for any distributions on behalf of GDR holders and beneficial owners. 
However, GDR holders or beneficial owners may be required to provide to the Depositary and to the Custodian proof of 
citizenship or residence, taxpayer status and such other information as the Depositary and the Custodian may require to 
fulfil legal obligations and the terms of the Deposit Agreements. Each GDR holder and beneficial owner is required to 
indemnify Federal Grid, the Depositary and the Custodian and any of their respective agents, officers, employees and 
affiliates for, and to hold each of them and Federal Grid harmless, and to hold each of them harmless from, any claims 
with respect to taxes, including applicable interest and penalties thereon, arising from any tax benefit obtained for such 
GDR holder and/or beneficial owner. 

The Depositary is under no obligation to provide the holders and beneficial owners of GDRs with any information 
about Federal Grid's tax status. The Depositary shall not incur any liability for any tax consequences that may be 
incurred by the holders and beneficial owners of GDRs on account of their ownership of the GDRs, including without 
limitation tax consequences resulting from Federal Grid's tax status. 

Disclosure of Interests 

Each GDR holder and beneficial owner agrees to comply with requests from Federal Grid or the Depositary 
pursuant to Russian law the rules and requirements of any stock exchange on which the Shares or the GDRs are, or may 
be, registered, traded or listed, or Federal Grid's Charter, to provide information, among other things, as to the capacity 
in which a holder or beneficial owner of GDRs holds or owns GDRs and the Shares, as the case may be, and regarding 
the identity of any other person interested in such GDRs, the nature of such interest and various related matters, whether 
or not a particular person or entity is a holder or beneficial owner of GDRs at the time of such request. 

The Depositary shall be entitled to provide to Russian state authorities of competent jurisdiction, directly or through 
Federal Grid, all such information or documents (in the form of copies or originals) of any kind or nature whatsoever 
concerning holders and beneficial owners of GDRs (including without limitation, to the fullest extent permitted by 
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applicable law, information concerning the identity and domicile of persons that are holders or beneficial owners of 
GDRs, and their respective holdings of GDRs, from time to time) as the Depositary may deem to be necessary or 
advisable, including without limitation for the purpose of (i) obtaining, maintaining, extending or renewing any 
approval from or making any filing with or notification to such Russian state authorities which may be required under 
the laws and regulations of the Russian Federation or (ii) obtaining, maintaining, extending or renewing an exemption, 
exemptive interpretation or waiver from any such approval, filing or notification requirement; it being understood that 
the Depositary accepts no responsibility for or liability arising out of or in connection with any inaccuracies or 
misstatements in or misleading omissions from any information or documents furnished to it directly or indirectly by or 
on behalf of the holders and beneficial owners of GDRs, or in connection with any failure by Federal Grid to timely 
provide to the relevant Russian state authorities any such information as the Depositary submits indirectly through 
Federal Grid. 

Foreign Currency Conversion 

The Depositary will arrange for the conversion into US dollars of all foreign currency received if such conversion is 
in the reasonable judgment of the Depositary practicable, and it will distribute the US dollars in accordance with the 
terms of the applicable Deposit Agreement. Each GDR holder will have to pay fees and any reasonable and customary 
expenses incurred in converting foreign currency, such as fees and expenses incurred in complying with currency 
exchange controls and other governmental requirements. 

The Depositary may, but is not obliged to, make any filing with any governmental authority required to obtain an 
approval or licence necessary for any conversion of any foreign currency into or distribution of US dollar funds. If the 
conversion of foreign currency determined by the Depositary in its reasonable judgment to not be practicable or lawful, 
or if any required approvals or licences are denied or in the reasonable opinion of the Depositary, not obtainable at a 
reasonable cost or within a reasonable period, the Depositary may take the following actions in its discretion: 

• Convert the foreign currency into US dollar and distribute the US dollars to the GDR holders for whom the 
conversion, transfer and distribution is lawful and practicable. 

• Distribute the foreign currency (or an appropriate document evidencing the right to receive such foreign 
currency) to GDR holders for whom the distribution is lawful and practicable. 

• Hold or cause the Custodian to hold the foreign currency, without liability for interest, for the relevant GDR 
holders. 

The Depositary will not invest the currency it cannot convert and it will not be liable for any interest thereon. If 
exchange rates fluctuate during a time when the Depositary cannot convert the roubles, GDR holders may lose some or 
all of the value of the distribution. 

Governing Laws and Arbitration of Disputes 

Although New York law has been chosen to govern the construction and interpretation of the Deposit Agreements 
and the GDRs, the rights of holders of the Shares and other deposited securities and Federal Grid's obligations and 
duties in respect of such GDR holders shall be governed by the laws of Russia, or such other jurisdiction's laws as may 
govern the deposited securities. 

Under the terms of the Deposit Agreements GDR holders agree that any dispute, controversy or cause of action 
against Federal Grid and/or the Depositary arising out of or relating to the GDRs, the applicable Deposit Agreement or 
any transaction contemplated therein, the Shares or other deposited securities will be referred to and resolved by 
binding arbitration in accordance with the rules of the London Court of International Arbitration in proceedings in 
London, England, as more fully described in the Deposit Agreements. 

EACH PARTY TO THE DEPOSIT AGREEMENTS, INCLUDING HOLDERS AND BENEFICIAL OWNERS 
OF GDRs, IRREVOCABLY WAIVES TO THE FULLEST EXTENT PERMITTED BY APPLICABLE LAW, ANY 
RIGHT IT MAY HAVE TO A TRIAL BY JURY IN ANY LEGAL PROCEEDING DIRECTLY OR INDIRECTLY 
ARISING OUT OF OR RELATING TO THE DEPOSIT AGREEMENTS OR THE TRANSACTIONS 
CONTEMPLATED UNDER THE DEPOSIT AGREEMENTS, WHETHER BASED ON CONTRACT, TORT OR 
ANY OTHER THEORY. 

Russian Share Register 

Federal Grid's registrar of the Shares in Russia is JSC "Registrar Society "STATUS".  

Federal Grid has agreed in the Deposit Agreements to: 

• take any and all actions reasonably necessary to ensure the accuracy and completeness of all of the information 
contained in the register of shareholders maintained by the share registrar in respect of the Shares or deposited 
securities; 

• use reasonable efforts to cause the share registrar to provide unrestricted access to the Depositary, the Custodian 
or their respective agents to the register of shareholders regularly, and not less than monthly, so as to permit 
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verification of the registration of the Shares represented by the GDRs in the name of the Depositary or the 
Custodian or their respective nominees; 

• use reasonable efforts to cause the share registrar to promptly notify the Depositary in writing (i) of any alleged 
unlawful elimination of shareholders from the shareholder register, or any alleged unlawful alteration of 
shareholder records, (ii) of any material and uncured breaches by the share registrar of the terms of the Deposit 
Agreements; (iii) any time the share registrar will no longer be able to materially comply with, or has engaged 
in conduct that indicates it will not materially comply with, the provisions of the Deposit Agreements relating 
to it; (iv) of any alleged unlawful refusal to re-register the Shares in the name of a particular purchaser; and (v) 
any time the share registrar holds the Shares for its own account; 

• use reasonable efforts to cause the share registrar to promptly re-register the Shares being deposited into or 
withdrawn from the GDR facilities. 

In the Deposit Agreements, Federal Grid has agreed to assume sole liability for: 

• any act or failure to act of the share registrar, other than as a result of any act or failure to act by the Depositary 
or the Custodian (or their respective directors, employees, agents or affiliates); 

• unavailability of the Shares on deposit under the terms of the Deposit Agreements; and 

• failure of the Depositary to make any distributions contemplated by the Deposit Agreements as a result of (i) 
the act or failure to act of Federal Grid or its agents, the share registrar,(other than as a result of any act or 
failure to act by the Depositary or the Custodian or their respective directors, employees, agents or affiliates) or 
their respective directors, employees, agents or affiliates, (ii) any provision of Federal Grid's present or future 
Charter or our any other instrument governing the Shares on deposit, or (iii) any provisions of any securities 
Federal Grid issues or distributes and any related distribution or offering. 

The Depositary has agreed, for the benefit of the holders and beneficial owners of GDRs, to confirm not less 
frequently than monthly, the number of Shares registered in the name of the Depositary, the Custodian or their 
respective nominees pursuant to the terms of the applicable Deposit Agreement. Federal Grid has agreed with the 
Depositary that the Custodian shall maintain in custody duplicate share extracts provided by the share registrar and that 
any known discrepancies between the records of the Depositary and the Custodian, on the one hand, and the records of 
the share registrar, on the other hand, will be brought to Federal Grid's attention promptly. Federal Grid will use 
reasonable efforts to cause the share registrar to reconcile any discrepancies and to effectuate the requisite corrections 
or revisions to the share register. In the event Federal Grid is unable to obtain such reconciliation of records and the 
discrepancy exceeds 0.5 per cent. of the number of Shares identified on the records of the Depositary or the Custodian 
as being on deposit under the terms of any one of the Deposit Agreement, Federal Grid will promptly give notice 
thereof to the holders and beneficial owners of GDRs, through the Depositary, and the Depositary shall cease issuance 
of new GDRs until the records have been appropriately reconciled. 

Listing 

Federal Grid has undertaken in the Deposit Agreements to use its best endeavours to maintain, so long as any GDR 
is outstanding, a listing for the GDRs on the Regulated Market of the London Stock Exchange. 

For that purpose Federal Grid will pay all fees and sign and deliver all undertakings required by the London Stock 
Exchange in connection with such listings. In the event that such listing is not maintained, Federal Grid has undertaken 
in the Deposit Agreement to use its best endeavours with the reasonable assistance of the Depositary (provided at 
Federal Grid's expense) to obtain and maintain a listing of the GDRs on any other internationally recognised stock 
exchange in Europe. 

Securities Act Legends and Other Legends 

Legends for the Regulation S GDR Certificates 

DEUTSCHE BANK TRUST COMPANY AMERICAS, A BANKING CORPORATION ORGANIZED AND 
EXISTING UNDER THE LAWS OF THE STATE OF NEW YORK, UNITED STATES OF AMERICA, AS 
DEPOSITARY (THE "DEPOSITARY"), HEREBY CERTIFIES THAT BT GLOBENET NOMINEES LIMITED, AS 
NOMINEE OF DEUTSCHE BANK AG, LONDON BRANCH, AS COMMON DEPOSITARY FOR EUROCLEAR 
AND CLEARSTREAM, IS THE RECORD OWNER OF THE NUMBER OF REGULATION S GDRs INDICATED 
ON THE RECORDS OF THE DEPOSITARY, REPRESENTING DEPOSITED VALIDLY ISSUED AND FULLY 
PAID SHARES, OR EVIDENCE OF RIGHTS TO RECEIVE SUCH SHARES ("SHARES"), OF JOINT STOCK 
COMPANY "FEDERAL GRID COMPANY OF UNIFIED ENERGY SYSTEM", AN OPEN JOINT STOCK 
COMPANY ORGANIZED UNDER THE LAWS OF THE RUSSIAN FEDERATION (THE "COMPANY"). AT THE 
DATE HEREOF, EACH REGULATION S GDR SHALL REPRESENT 500 SUCH SHARES DEPOSITED UNDER 
THE REGULATION S DEPOSIT AGREEMENT (AS HEREINAFTER DEFINED) WITH THE CUSTODIAN, 
WHICH AT THE DATE OF THE EXECUTION OF THE REGULATION S DEPOSIT AGREEMENT IS 
DEUTSCHE BANK LTD. (THE "CUSTODIAN"). 
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NEITHER THIS REGULATION S GDR CERTIFICATE, NOR THE REGULATION S GDRS EVIDENCED 
HEREBY, NOR THE SHARES REPRESENTED THEREBY HAVE BEEN OR WILL BE REGISTERED UNDER 
THE US SECURITIES ACT OF 1933, AS AMENDED (THE "SECURITIES ACT"), OR WITH ANY SECURITIES 
REGULATORY AUTHORITY OF ANY STATE OR OTHER JURISDICTION OF THE UNITED STATES.  THE 
HOLDERS AND THE BENEFICIAL OWNERS HEREOF, BY PURCHASING OR OTHERWISE ACQUIRING 
THIS REGULATION S GDR CERTIFICATE AND THE REGULATION S GDRS EVIDENCED HEREBY, 
ACKNOWLEDGE THAT SUCH REGULATION S GDR CERTIFICATE, THE REGULATION S GDRS 
EVIDENCED HEREBY AND THE SHARES REPRESENTED THEREBY HAVE NOT BEEN REGISTERED 
UNDER THE SECURITIES ACT AND AGREE FOR THE BENEFIT OF THE COMPANY AND THE 
DEPOSITARY THAT THIS REGULATION S GDR CERTIFICATE, THE REGULATION S GDRS EVIDENCED 
HEREBY AND THE SHARES REPRESENTED THEREBY MAY BE REOFFERED, RESOLD, PLEDGED OR 
OTHERWISE TRANSFERRED ONLY IN COMPLIANCE WITH THE SECURITIES ACT AND APPLICABLE 
LAWS OF THE STATES, TERRITORIES AND POSSESSIONS OF THE UNITED STATES GOVERNING THE 
OFFER AND SALE OF SECURITIES. 

EACH HOLDER AND BENEFICIAL OWNER, BY ITS ACCEPTANCE OF THIS REGULATION S GDR 
CERTIFICATE OR A BENEFICIAL INTEREST IN THE REGULATION S GDRS EVIDENCED HEREBY, AS 
THE CASE MAY BE, REPRESENTS THAT IT UNDERSTANDS AND AGREES TO THE FOREGOING. 

THE HOLDER HEREOF, BY PURCHASING OR OTHERWISE ACQUIRING REGULATION S GDRS 
REPRESENTED BY THIS CERTIFICATE, AGREES, FOR THE BENEFIT OF THE COMPANY AND THE 
DEPOSITARY, THAT THE REGULATION S GDRS REPRESENTED HEREBY MAY NOT AT ANY TIME BE 
OFFERED, SOLD, PLEDGED OR OTHERWISE TRANSFERRED TO ANY PERSON LOCATED IN RUSSIA, 
RESIDENTS OF RUSSIA, OR TO, OR FOR THE ACCOUNT OR BENEFIT OF, SUCH PERSONS, UNLESS AND 
TO THE EXTENT OTHERWISE PERMITTED UNDER RUSSIAN LAW. 

IT IS EXPECTED THAT THE SHARES DEPOSITED HEREUNDER WILL BE REGISTERED ON THE SHARE 
REGISTER MAINTAINED BY THE RUSSIAN SHARE REGISTRAR OF THE COMPANY IN THE NAME OF 
DEUTSCHE BANK TRUST COMPANY AMERICAS, AS DEPOSITARY, OR ITS NOMINEE, OR OF THE 
CUSTODIAN, OR ITS NOMINEE.  HOLDERS AND BENEFICIAL OWNERS SHOULD BE AWARE, HOWEVER, 
THAT RUSSIA'S SYSTEM OF SHARE REGISTRATION AND CUSTODY CREATES RISKS OF LOSS THAT 
ARE NOT NORMALLY ASSOCIATED WITH INVESTMENTS IN OTHER SECURITIES MARKETS.  THE 
DEPOSITARY WILL NOT BE LIABLE FOR THE UNAVAILABILITY OF SHARES OR FOR THE FAILURE TO 
MAKE ANY DISTRIBUTION OF CASH OR PROPERTY WITH RESPECT THERETO AS A RESULT OF SUCH 
UNAVAILABILITY. 

THE DEPOSITARY HAS BEEN ADVISED BY RUSSIAN COUNSEL THAT COURTS IN THE RUSSIAN 
FEDERATION ARE NOT REQUIRED TO RECOGNIZE OR ENFORCE JUDGMENTS OBTAINED IN THE 
FEDERAL COURTS OF THE UNITED STATES OF AMERICA OR THE COURTS OF THE STATE OF NEW 
YORK. 

Legends for the Rule 144A GDR Certificates 

Unless this certificate is presented by an authorised representative of The Depository Trust Company, a New York 
corporation ("DTC"), to the Depositary or its agent for registration of transfer, exchange, or payment, and any 
certificate issued is registered in the name of Cede & Co. or in such other name as is requested by an authorised 
representative of DTC (and any payment is made to Cede & Co. or to such other entity as is requested by an authorised 
representative of DTC), ANY TRANSFER, PLEDGE, OR OTHER USE HEREOF FOR VALUE OR OTHERWISE 
BY OR TO ANY PERSON IS WRONGFUL inasmuch as the registered owner hereof, Cede & Co., has an interest 
herein. 

DEUTSCHE BANK TRUST COMPANY AMERICAS, A BANKING CORPORATION ORGANIZED AND 
EXISTING UNDER THE LAWS OF THE STATE OF NEW YORK, UNITED STATES OF AMERICA, AS 
DEPOSITARY (THE "DEPOSITARY"), HEREBY CERTIFIES THAT CEDE & CO., AS NOMINEE OF THE 
DEPOSITORY TRUST COMPANY ("DTC"), IS THE RECORD OWNER OF THE NUMBER OF RULE 144A 
GDRs INDICATED ON THE RECORDS OF THE DEPOSITARY, REPRESENTING DEPOSITED VALIDLY 
ISSUED AND FULLY PAID SHARES, OR EVIDENCE OF RIGHTS TO RECEIVE SUCH SHARES ("SHARES"), 
OF JOINT STOCK COMPANY "FEDERAL GRID COMPANY OF UNIFIED ENERGY SYSTEM", AN OPEN 
JOINT STOCK COMPANY ORGANIZED UNDER THE LAWS OF THE RUSSIAN FEDERATION (THE 
"COMPANY"). AT THE DATE HEREOF, EACH RULE 144A GDR SHALL REPRESENT 500 (FIVE HUNDRED) 
SUCH SHARES DEPOSITED UNDER THE RULE 144A DEPOSIT AGREEMENT (AS HEREINAFTER 
DEFINED) WITH THE CUSTODIAN, WHICH AT THE DATE OF THE EXECUTION OF THE RULE 144A 
DEPOSIT AGREEMENT IS DEUTSCHE BANK LTD. (THE "CUSTODIAN"). 

NEITHER THIS RULE 144A GDR CERTIFICATE, NOR THE RULE 144A GDRs EVIDENCED HEREBY, 
NOR THE SHARES REPRESENTED THEREBY HAVE BEEN OR WILL BE REGISTERED UNDER THE US 
SECURITIES ACT OF 1933, AS AMENDED (THE "SECURITIES ACT"), OR WITH ANY SECURITIES 
REGULATORY AUTHORITY OF ANY STATE OR OTHER JURISDICTION OF THE UNITED STATES.  ANY 
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OFFER, SALE, PLEDGE OR OTHER TRANSFER OF THIS RULE 144A GDR CERTIFICATE, THE RULE 144A 
GDRS EVIDENCED HEREBY AND THE SHARES REPRESENTED THEREBY IS SUBJECT TO CERTAIN 
CONDITIONS AND RESTRICTIONS.  THE HOLDERS AND THE BENEFICIAL OWNERS HEREOF, BY 
PURCHASING OR OTHERWISE ACQUIRING THIS RULE 144A GDR CERTIFICATE AND THE RULE 144A 
GDRS EVIDENCED HEREBY, ACKNOWLEDGE THAT SUCH RULE 144A GDR CERTIFICATE, THE RULE 
144A GDRs EVIDENCED HEREBY AND THE SHARES REPRESENTED THEREBY HAVE NOT BEEN 
REGISTERED UNDER THE SECURITIES ACT AND AGREE FOR THE BENEFIT OF THE COMPANY AND 
THE DEPOSITARY THAT THIS RULE 144A GDR CERTIFICATE, THE RULE 144A GDRS EVIDENCED 
HEREBY AND THE SHARES REPRESENTED THEREBY MAY BE REOFFERED, RESOLD, PLEDGED OR 
OTHERWISE TRANSFERRED ONLY IN COMPLIANCE WITH THE SECURITIES ACT AND APPLICABLE 
LAWS OF THE STATES, TERRITORIES AND POSSESSIONS OF THE UNITED STATES GOVERNING THE 
OFFER AND SALE OF SECURITIES AND ONLY (1) IN AN OFFSHORE TRANSACTION IN ACCORDANCE 
WITH RULE 903 OR 904 OF REGULATION S UNDER THE SECURITIES ACT, (2) TO A PERSON WHOM THE 
HOLDER AND THE BENEFICIAL OWNER REASONABLY BELIEVE IS A QUALIFIED INSTITUTIONAL 
BUYER WITHIN THE MEANING OF RULE 144A UNDER THE SECURITIES ACT PURCHASING FOR ITS 
OWN ACCOUNT OR FOR THE ACCOUNT OF ANOTHER QUALIFIED INSTITUTIONAL BUYER IN A 
TRANSACTION MEETING THE REQUIREMENTS OF RULE 144A UNDER THE SECURITIES ACT, (3) 
PURSUANT TO AN EXEMPTION FROM THE REGISTRATION REQUIREMENTS OF THE SECURITIES ACT 
PROVIDED BY RULE 144 UNDER THE SECURITIES ACT (IF AVAILABLE), OR (4) PURSUANT TO AN 
EFFECTIVE REGISTRATION STATEMENT UNDER THE SECURITIES ACT. 

NEITHER THE HOLDER NOR THE BENEFICIAL OWNER OF SHARES RECEIVED UPON 
CANCELLATION OF ANY RULE 144A GDR MAY DEPOSIT OR CAUSE TO BE DEPOSITED SUCH SHARES 
INTO ANY DEPOSITARY RECEIPT FACILITY ESTABLISHED OR MAINTAINED BY A DEPOSITARY BANK, 
OTHER THAN A RULE 144A RESTRICTED DEPOSITARY RECEIPT FACILITY, SO LONG AS SUCH SHARES 
ARE "RESTRICTED SECURITIES" WITHIN THE MEANING OF RULE 144(a)(3) UNDER THE SECURITIES 
ACT.  NO REPRESENTATION CAN BE MADE AS TO THE AVAILABILITY OF THE EXEMPTION PROVIDED 
BY RULE 144 UNDER THE SECURITIES ACT FOR RESALE OF THE SHARES OR THE RULE 144A GDRs. 

EACH HOLDER AND BENEFICIAL OWNER, BY ITS ACCEPTANCE OF THIS RULE 144A GDR 
CERTIFICATE OR A BENEFICIAL INTEREST IN THE RULE 144A GDRs EVIDENCED HEREBY, AS THE 
CASE MAY BE, REPRESENTS THAT IT UNDERSTANDS AND AGREES TO THE FOREGOING. 

THE HOLDER HEREOF, BY PURCHASING OR OTHERWISE ACQUIRING RULE 144A GDRS 
REPRESENTED BY THIS CERTIFICATE, AGREES, FOR THE BENEFIT OF THE COMPANY AND THE 
DEPOSITARY, THAT THE RULE 144A GDRS REPRESENTED HEREBY MAY NOT AT ANY TIME BE 
OFFERED, SOLD, PLEDGED OR OTHERWISE TRANSFERRED TO ANY PERSON LOCATED IN RUSSIA, 
RESIDENTS OF RUSSIA, OR TO, OR FOR THE ACCOUNT OR BENEFIT OF, SUCH PERSONS, UNLESS AND 
TO THE EXTENT OTHERWISE PERMITTED UNDER RUSSIAN LAW. 

IT IS EXPECTED THAT THE SHARES DEPOSITED HEREUNDER WILL BE REGISTERED ON THE SHARE 
REGISTER MAINTAINED BY THE RUSSIAN SHARE REGISTRAR OF THE COMPANY IN THE NAME OF 
DEUTSCHE BANK TRUST COMPANY AMERICAS, AS DEPOSITARY, OR ITS NOMINEE, OR OF THE 
CUSTODIAN, OR ITS NOMINEE. HOLDERS AND BENEFICIAL OWNERS SHOULD BE AWARE, HOWEVER, 
THAT RUSSIA'S SYSTEM OF SHARE REGISTRATION AND CUSTODY CREATES RISKS OF LOSS THAT 
ARE NOT NORMALLY ASSOCIATED WITH INVESTMENTS IN OTHER SECURITIES MARKETS.  THE 
DEPOSITARY WILL NOT BE LIABLE FOR THE UNAVAILABILITY OF SHARES OR FOR THE FAILURE TO 
MAKE ANY DISTRIBUTION OF CASH OR PROPERTY WITH RESPECT THERETO AS A RESULT OF SUCH 
UNAVAILABILITY.  

THE DEPOSITARY HAS BEEN ADVISED BY RUSSIAN COUNSEL THAT COURTS IN THE RUSSIAN 
FEDERATION ARE NOT REQUIRED TO RECOGNIZE OR ENFORCE JUDGMENTS OBTAINED IN THE 
FEDERAL COURTS OF THE UNITED STATES OF AMERICA OR THE COURTS OF THE STATE OF NEW 
YORK. 
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SUMMARY OF PROVISIONS RELATING TO THE GDRS WHILE IN MASTER FORM 

The GDRs are evidenced by (i) the Rule 144A Master GDR in registered form and (ii) the Regulation S Master 
GDR in registered form, each currently existing and issued under the respective Deposit Agreement. The Rule 144A 
Master GDR is registered in the name of Cede & Co. as nominee for DTC. The Regulation S Master GDR is registered 
in the name of BT Globenet Nominees Limited, as nominee for Deutsche Bank AG, London Branch, as common 
depositary for Euroclear and Clearstream. The Rule 144A Master GDR and the Regulation S Master GDR contain 
provisions which apply to the GDRs whilst they are in master form, some of which modify the effect of the terms of the 
Deposit Agreements set out in this Prospectus. The following is a summary of certain of those provisions. Unless 
otherwise defined herein, the terms defined in the Conditions shall have the same meaning herein. 

The Master Regulation S and Rule 144A GDRs will only be exchanged for certificates in definitive registered form 
representing GDRs in the circumstances described in paragraph (a), (b), (c) or (d) below in whole but not in part. The 
Depositary will irrevocably undertake in the Master GDRs to deliver certificates evidencing GDRs in definitive 
registered form in exchange for a Master GDR to the GDR holders within 60 days in the event that:  

(a) DTC, in the case of the Rule 144A Master GDR, or Euroclear or Clearstream, in the case of the Regulation S 
Master GDR, advises Federal Grid in writing that it is unwilling or unable to continue as depositary and a 
successor depositary is not appointed within 90 calendar days; or 

(b) Either DTC, in the case of the Rule 144A Master GDR, or Euroclear or Clearstream, in the case of the 
Regulation S Master GDR, is closed for business for a continuous period of 14 days (other than by reasons of 
holiday, statutory or otherwise) or announces an intention permanently to cease business or does in fact do so, 
and, in each case, no alternative clearing system satisfactory to the Depositary is available within 45 days; or  

(c)  in respect of the Rule 144A Master GDR, DTC or any successor ceases to be a "clearing agency" registered 
under the Exchange Act; or 

(d)  the Depositary has determined that, on the occasion of the next payment in respect of the Master GDRs, the 
Depositary or its agent would be required to make any deduction or withholding from any payment in respect 
of the Master GDRs which would not be required were the GDRs represented by certificates in definitive 
registered form, provided that the Depositary shall have no obligation to so determine or to attempt to so 
determine. 

Any exchange shall be at the expense (including printing costs) of Federal Grid. 

A GDR evidenced by an individual definitive certificate will not be eligible for clearing and settlement through 
Euroclear or Clearstream or DTC. 

Upon any exchange of a Master GDR for certificates in definitive registered form, or any exchange of interests 
between the Rule 144A Master GDR and the Regulation S Master GDR or any distribution of GDRs or any reduction in 
the number of GDRs represented thereby following any withdrawal of deposited property or issuance in each case 
pursuant to the terms of the Deposit Agreements, the relevant details shall be entered by the Depositary on the register 
maintained by the Depositary whereupon the number of deposited shares represented by the Master GDR shall be 
reduced or increased (as the case may be) for all purposes by the amount so exchanged and entered on the register, 
provided always that, if the number of GDRs represented by the Master GDR is reduced to zero, such Master GDR 
shall continue in existence until all obligations of Federal Grid under the Deposit Agreements and the obligations of the 
Depositary pursuant to the Deposit Agreements and the Conditions have terminated. 

Payments, Distributions and Voting Rights 

Payments of cash dividends and other amounts (including cash distributions) in respect of the GDRs represented by 
the Rule 144A Master GDR will be made by the Depositary through DTC and, in respect of the GDRs represented by 
the Regulation S Master GDR will be made by the Depositary through Euroclear or Clearstream, on behalf of persons 
entitled thereto upon receipt of funds therefore from us. Any free distribution or rights issue of Shares to the Depositary 
on behalf of the GDR holders will result in the record maintained by the Depositary being adjusted to reflect the 
enlarged number of GDRs represented by the relevant Master GDR. 

Holders of GDRs have voting rights as set out in the terms of the Deposit Agreements. 

Surrender of GDRs 

Any requirement in the terms of the Deposit Agreements relating to the surrender of a GDR Certificate to the 
Depositary shall be satisfied by the production by DTC (in the case of GDRs represented by the Rule 144A Master 
GDR), or by Euroclear or Clearstream (in the case of GDRs represented by the Regulation S Master GDR), on behalf of 
a person entitled to an interest therein, of such evidence of entitlement of such person as the Depositary may reasonably 
require, which is expected to be a certificate or other documents issued by DTC or Euroclear or Clearstream, as 
appropriate. The delivery or production of such evidence shall be sufficient evidence, in favour of the Depositary, any 
Agent and the Custodian of the title of such person to receive (or to issue instructions for the receipt of) all money or 
other property payable or distributable and to issue voting instructions in respect of the deposited property represented 
by such GDRs. No surrender of GDR Certificates for the purpose of withdrawal of deposited property shall be accepted 
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unless accompanied by evidence satisfactory to the Depositary that all necessary filings applicable to the holder(s) or 
beneficial owner(s) of the GDRs surrendered have been made and approvals have been obtained (or in each case, have 
been properly waived) under the laws of Russia. 

Notices 

For as long as the Rule 144A Master GDR is registered in the name of DTC or its nominee, and the Regulation S 
Master GDR is registered in the name of a common nominee for Euroclear and Clearstream Luxembourg, notices to 
GDR holders may be given by the Depositary by delivery of the relevant notice to DTC or (as appropriate) Euroclear 
and Clearstream for communication to persons entitled thereto in substitution for publications required by the terms of 
the Deposit Agreements. 

The Master GDRs shall be governed by and construed in accordance with New York law. 



 

 151 

SETTLEMENT AND CLEARING OF THE GDRS 

The Clearing Systems 

Transfers within Euroclear, Clearstream and DTC will be made in accordance with the usual rules and operating 
procedures of the relevant system. 

Euroclear and Clearstream 

Euroclear and Clearstream each hold securities for participating organisations and facilitate the clearance and 
settlement of securities transactions between their respective participants through electronic book-entry changes in 
accounts of such participants. Euroclear and Clearstream provide to their respective participants, among other things, 
services for safekeeping, administration, clearance and settlement of internationally-traded securities and securities 
lending and borrowing. Euroclear and Clearstream participants are financial institutions throughout the world, including 
underwriters, securities brokers and dealers, banks, trust companies, clearing corporations and certain other 
organisations. Euroclear and Clearstream have established an electronic bridge between their two systems across which 
their respective customers may settle trades with each other. Indirect access to Euroclear or Clearstream is also 
available to others, such as banks, brokers, dealers and trust companies which clear through or maintain a custodial 
relationship with a Euroclear or Clearstream participant, either directly or indirectly. 

Distributions of dividends and other payments with respect to book-entry interests in the GDRs held through 
Euroclear or Clearstream will be credited, to the extent received by the Depositary, to the cash accounts of Euroclear or 
Clearstream participants in accordance with the relevant system's rules and procedures. 

DTC 

DTC is a limited-purpose trust company organised under the laws of the State of New York, a "banking 
organisation" within the meaning of the New York Banking Law, a member of the United States Federal Reserve 
System, a "clearing corporation" within the meaning of the New York Uniform Commercial Code, and a "clearing 
agency" registered pursuant to the provisions of Section 17A of the Exchange Act. DTC holds securities for DTC 
participants and facilitates the clearance and settlement of securities transactions between DTC participants through 
electronic computerised book-entry changes in DTC participants' accounts. DTC participants include securities brokers 
and dealers, banks, trust companies, clearing corporations, and certain other organisations. Indirect access to the DTC 
system is also available to others such as securities brokers and dealers, banks, and trust companies that clear through or 
maintain a custodial relationship with a DTC participant, either directly or indirectly. 

Holders of book-entry interests in the GDRs holding through DTC will receive, to the extent received by the 
Depositary, all distributions of dividends or other payments with respect to book-entry interests in the GDRs from the 
Depositary through DTC and DTC participants. Distributions in the United States will be subject to relevant US tax 
laws and regulations. 

As DTC can act on behalf of DTC direct participants only, who in turn act on behalf of DTC indirect participants, 
the ability of beneficial owners who are indirect participants to pledge book-entry interests in the GDRs to persons or 
entities that do not participate in DTC, or otherwise take actions with respect to book-entry interests in the GDRs, may 
be limited. 

Global Clearance and Settlement Procedures 

Transfer restrictions 

For a description of the transfer restrictions relating to the GDRs, see "Terms and Conditions of the GDRs" and 
"Summary of Provisions Relating to the GDRs While in Master Form".  

Trading between Euroclear and Clearstream participants 

Secondary market sales of book-entry interests in the GDRs held through Euroclear or Clearstream to purchasers of 
book-entry interests in the GDRs through Euroclear or Clearstream are conducted in accordance with the normal rules 
and operating procedures of Euroclear and Clearstream and are settled using the normal procedures applicable to 
depositary receipts. 

Trading between DTC participants 

Secondary market sales of book-entry interests in the GDRs held through DTC occur in the ordinary way in 
accordance with DTC rules and are settled using the procedures applicable to depositary receipts, if payment is effected 
in US dollars, or free of payment, if payment is not effected in US dollars. Where payment is not effected in US dollars, 
separate payment arrangements outside DTC are required to be made between the DTC participants. 

Trading between DTC seller and Euroclear/Clearstream purchaser 

When book-entry interests in the GDRs are to be transferred from the account of a DTC participant to the account of 
a Euroclear or Clearstream participant, the DTC participant must send to DTC a delivery free of payment instruction at 
least two business days prior to the settlement date. DTC will in turn transmit such instruction to Euroclear or 
Clearstream, as the case may be, on the settlement date. Separate payment arrangements are required to be made 
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between the DTC participant and the relevant Euroclear or Clearstream participant. On the settlement date, DTC will 
debit the account of its DTC participant and will instruct the Depositary to instruct Euroclear or Clearstream, as the case 
may be, to credit the relevant account of the Euroclear or Clearstream participant, as the case may be. In addition, on 
the settlement date, DTC will instruct the Depositary to (i) decrease the amount of book-entry interests in the GDRs 
held through DTC and (ii) increase the amount of book-entry interests in the GDRs held through Euroclear and 
Clearstream. 

Trading between Clearstream/Euroclear seller and DTC purchaser 

When book-entry interests in the GDRs are to be transferred from the account of a Euroclear or Clearstream 
participant to the account of a DTC participant, the Euroclear or Clearstream participant must send to Euroclear or 
Clearstream a delivery free of payment instruction at least two business days prior to the settlement date. Separate 
payment arrangements are required to be made between the DTC participant and the relevant Euroclear or Clearstream 
participant, as the case may be. On the settlement date, Euroclear or Clearstream, as the case may be, will debit the 
account of its participant and will instruct the Depositary to instruct DTC to credit the relevant account of Euroclear or 
Clearstream, as the case may be, and will deliver such book-entry interests in the GDRs free of payment to the relevant 
account of the DTC participant. In addition, Euroclear or Clearstream, as the case may be, shall on the settlement date 
instruct the Depositary to (i) decrease the amount of the book-entry interests in the GDRs held through Euroclear and 
Clearstream and (ii) increase the amount of the book-entry interests in the GDRs held through DTC. 

General 

Although the foregoing sets out the procedures of DTC, Euroclear and Clearstream in order to facilitate the transfers of 
interests in the GDRs among participants of DTC, Euroclear and Clearstream, as the case may be, none of DTC, 
Euroclear or Clearstream are under any obligation to perform or continue to perform such procedures, and such 
procedures may be discontinued at any time. 

None of Federal Grid, the Depositary, the Custodian or their respective agents will have any responsibility for the 
performance by DTC, Euroclear or Clearstream or their respective participants of their respective obligations under the 
rules and procedures governing their operations. 
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TAXATION 

The following summary of material UK, US and Russian tax consequences of ownership of the Shares and GDRs is 
based upon laws, regulations, decrees, rulings, income tax conventions (treaties), administrative practice and judicial 
decisions in effect at the date of this Prospectus. Legislative, judicial or administrative changes or interpretations may, 
however, be forthcoming that could alter or modify the statements and conclusions set forth herein. Any such changes 
or interpretations may be retroactive and could affect the tax consequences to holders of the Shares and GDRs. This 
summary does not purport to be a legal opinion or to address all tax aspects that may be relevant to a holder of the 
Shares and GDRs. Each prospective holder is urged to consult its own tax advisor as to the particular tax consequences 
to such holder of the ownership and disposition of the Shares and GDRs, including the applicability and effect of any 
other tax laws or tax treaties, such as the applicability and effect of state, regional and local tax laws and the eligibility 
of the benefits of a double tax treaty between Russia and their country of residence, and of pending or proposed 
changes in applicable tax laws as of the date of this Prospectus, and of any actual changes in applicable tax laws after 
such date. 

Taxation in the UK  

General  

The following statements are intended to apply only as a general guide to certain aspects of current UK tax law and 
current practice of HM Revenue and Customs ("HMRC") (both of which are subject to change, possibly with 
retrospective effect). They are intended to apply only to holders who are resident, and in the case of individuals 
ordinarily resident, in the UK for UK tax purposes, hold the GDRs as investments and are the beneficial owners of the 
GDRs. The statements may not apply to certain classes of holders such as dealers, brokers and traders in securities, 
financial institutions, insurance companies, collective investment schemes, pension schemes, charities and tax-exempt 
organisations, persons connected with Federal Grid or the Group, persons who control or hold (or are deemed to control 
or hold) either alone or together with one or more associated or connected persons, directly or indirectly (including 
through the holding of GDRs), an interest of 10 per cent. or more in the Shares, voting power, rights to profits or capital 
of Federal Grid, and holders who have (or are deemed to have) acquired their GDRs by virtue of an office or 
employment. 

Prospective subscribers for or purchasers of GDRs who are in any doubt as to their tax position regarding 
the acquisition, ownership and disposition of GDRs or who are subject to tax in a jurisdiction other than the UK 
should consult their own tax advisors. 

Dividends 

Withholding tax 

Dividend payments in respect of the GDRs may be made without withholding or deduction for or on account of UK 
tax. 

Individuals 

An individual holder who is a resident in the UK for tax purposes and who receives a dividend in respect of the 
GDRs should generally be entitled to a tax credit which may be set off against his total income tax liability on the 
dividend. Such an individual holder's liability to income tax is calculated on the aggregate of the dividend and the tax 
credit (the "gross dividend") and the gross dividend will be regarded as the top slice of the individual's income. The tax 
credit will be equal to 10 per cent. of the gross dividend (i.e. the tax credit will be one-ninth of the amount of the cash 
dividend received). 

A UK resident individual holder who is not liable to income tax in respect of the gross dividend will not be entitled 
to reclaim any part of the tax credit.   

A UK resident individual holder who is liable to income tax at the basic rate will be subject to income tax on the 
dividend at the rate of 10 per cent. of the gross dividend so that the tax credit should satisfy in full such holder's liability 
to income tax on the dividend.   

A UK resident individual holder who is liable to income tax at the higher rate will be subject to income tax on the 
gross dividend at 32.5 per cent. but should be able to set the tax credit off against this liability. As the tax credit will not 
fully match such a holder's liability to income tax in respect of the gross dividend, such a holder will have a residual 
liability to income tax equal to one quarter of the net cash dividend received.  

A UK resident individual holder who is liable to income tax at the additional rate will be subject to income tax on 
the gross dividend at 42.5 per cent. but should be able to set the tax credit off against this liability. As the tax credit will 
not fully match such a holder's liability to income tax in respect of the gross dividend, such a holder will have a residual 
liability to income tax equal to approximately 36.1 per cent. of the net cash dividend received. 

Companies 
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A corporate holder that is resident in the UK for tax purposes and is a "small company" for the purposes of UK 
taxation of dividends should not generally be subject to corporation tax on any dividend received in respect of the 
GDRs.   

Other corporate holders resident in the UK for tax purposes should not generally be subject to corporation tax on 
dividends received in respect of the GDRs provided that certain conditions in respect of exemption from taxation are 
met.   

It is expected that dividends paid in respect of the GDRs would generally be exempt for holders who are within the 
charge to corporation tax. Such corporate holders will not be able to claim repayment of the tax credit attaching to any 
dividend paid in respect of the GDRs. 

Provision of information 

Persons in the UK paying "foreign dividends" to, or receiving "foreign dividends" on behalf of, another person may, 
in certain circumstances, be required to provide certain information to HMRC regarding the identity of the payee or the 
person entitled to the "foreign dividend", and in certain circumstances such information may be exchanged with tax 
authorities in other countries.  According to guidance published by HMRC applicable for the 2010/2011 tax year, 
dividend payments in respect of the GDRs should not, generally, be treated as falling within the scope of the 
requirements, although there is no guarantee that equivalent guidance will be issued in respect of later tax years. 

Chargeable Gains 

A disposal of GDRs by a holder who is resident in the UK for tax purposes may, depending on the holder's 
circumstances and subject to any available exemptions and reliefs, give rise to a chargeable gain or an allowable loss for 
the purposes of the taxation of capital gains.   

A holder who is an individual and who has ceased to be resident or ordinarily resident in the UK for tax purposes for 
a period of less than five complete tax years and who disposes of GDRs during that period may also be liable on his 
return to the UK to tax on any capital gain realised (subject to any available exemption or relief). This rule also applies 
to individuals who have not ceased to be resident or ordinarily resident in the UK but who, on or after 16 March 2005, 
have become non-UK resident pursuant to the application of a double taxation treaty. 

Stamp duty and stamp duty reserve tax 

No UK stamp duty or stamp duty reserve tax should be payable on (i) the issue or transfer of the Shares to the 
Depositary, or (ii) the issue of the GDRs or their delivery into Euroclear or Clearstream. No UK stamp duty or stamp 
duty reserve tax should be payable on any transfer of the GDRs within Euroclear or Clearstream, where such transfer is 
effected in electronic book entry form in accordance with the procedures of Euroclear or Clearstream (as applicable). 

Taxation in the US 

To ensure compliance with Internal Revenue Service ("IRS") Circular 230, each taxpayer is hereby notified 
that: (a) any tax discussion herein is not intended or written to be used, and cannot be used by the taxpayer for 
the purpose of avoiding US federal income tax penalties that may be imposed on the taxpayer; (b) any such tax 
discussion was written to support the promotion or marketing of the transactions or matters addressed hereon; 
and (c) the taxpayer should seek advice based on the taxpayer's particular circumstances from an independent 
tax advisor.  

The following is a summary of certain US federal income tax considerations relevant to US Holders (as defined 
below) acquiring, holding and disposing of GDRs. This summary is based on the US Internal Revenue Code of 1986 
(the "Code"), final, temporary and proposed US Treasury regulations, administrative and judicial interpretations, all of 
which are subject to change, possibly with retroactive effect, as well as on the income tax treaty between the United 
States and the Russian Federation as currently in force (the "Treaty"). 

This summary does not discuss all aspects of US federal income taxation that may be relevant to investors in light of 
their particular circumstances, such as investors subject to special tax rules (including, without limitation: (i) financial 
institutions; (ii) insurance companies; (iii) dealers in stocks, securities, or currencies or notional principal contracts; (iv) 
regulated investment companies; (v) real estate investment trusts; (vi) tax-exempt organisations; (vii) partnerships, pass-
through entities, or persons that hold GDRs through pass-through entities; (viii) holders that own (directly, indirectly or 
constructively) 10 per cent. or more of the voting stock of Federal Grid; (ix) investors that hold GDRs as part of a 
straddle, hedge, conversion, constructive sale or other integrated transaction for US federal income tax purposes; (x) 
investors that have a functional currency other than the US dollar and (xi) US expatriates and former long-term 
residents of the United States), all of whom may be subject to tax rules that differ significantly from those summarised 
below. This summary does not address tax consequences applicable to holders of equity interests in a holder of the 
GDRs, US federal estate, gift or alternative minimum tax considerations, or non-US, state or local tax considerations.  
This summary only addresses investors that will acquire GDRs pursuant to the listing of the GDRs and it assumes that 
investors will hold their GDRs as capital assets (generally, property held for investment). 

For the purposes of this summary, a "US Holder" is a beneficial owner of GDRs that is for US federal income tax 
purposes (i) an individual who is a citizen or resident of the United States, (ii) a corporation created in, or organised 
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under the laws of, the United States or any state thereof, including the District of Columbia, (iii) an estate the income of 
which is includible in gross income for US federal income tax purposes regardless of its source or (iv) a trust that is 
subject to US tax on its worldwide income regardless of its source 

For US federal income tax purposes, US Holders of GDRs generally should be treated as owners of the Shares 
represented by the GDRs. Accordingly, except as otherwise noted, the US federal income tax consequences discussed 
below applicable to US Holders of Shares apply equally to US Holders of GDRs. 

Dividends 

Subject to the passive foreign investment company ("PFIC") rules discussed below, a distribution made by Federal 
Grid on the Shares (including amounts withheld in respect of foreign income tax, if any) generally will be treated as a 
dividend includible in the gross income of a US Holder as ordinary income.  Such dividends will not be eligible for the 
dividends received deduction allowed to corporations. Federal Grid does not expect to maintain calculations of earnings 
and profits for US federal income tax purposes. Therefore, a US Holder should expect that such distribution will 
generally be treated as a dividend. 

"Qualified dividend income" received by individual and certain other non-corporate US Holders in tax years 
beginning before January 1, 2013, will be subject to a maximum US federal income tax rate of 15 per cent. if (i) Federal 
Grid is a "qualified foreign corporation" (as defined below) and (ii) such dividend is paid on Shares that have been held 
by such US Holder for at least 61 days during the 121-day period beginning 60 days before the ex-dividend date. 
Federal Grid generally will be a "qualified foreign corporation" if (1) it is either (a) eligible for the benefits of the 
Treaty, or (b) if the stock with respect to which such dividend is paid is readily tradable on an established securities 
market in the United States, and (2) it is not a PFIC in the taxable year of the distribution or the immediately preceding 
taxable year. Federal Grid expects to be eligible for the benefits of the Treaty. In addition, as discussed below under 
"Passive Foreign Investment Company Rules", Federal Grid does not believe it was a PFIC for the taxable year ending 
December 31, 2009 and does not expect to be a PFIC for the current year or for any future years.   

Dividends on the Shares generally will constitute income from sources outside the United States for foreign tax 
credit limitation purposes. The amount of any distribution of property other than cash will be the fair market value of 
the property on the date of the distribution. 

The US dollar value of any distribution made by Federal Grid in foreign currency must be calculated by reference to 
the exchange rate in effect on the date of receipt of such distribution by the US Holder, regardless of whether the 
foreign currency is in fact converted into US dollars. If the foreign currency so received is converted into US dollars on 
the date of receipt, such US Holder generally will not recognise foreign currency gain or loss on such conversion. If the 
foreign currency so received is not converted into US dollars on the date of receipt, such US Holder will have a basis in 
the foreign currency equal to its US dollar value on the date of receipt. Any gain on a subsequent conversion or other 
disposition of the foreign currency generally will be treated as ordinary income or loss to such US Holder and generally 
will be income or loss from sources within the United States for foreign tax credit limitation purposes. 

Foreign Tax Credit Considerations 

Distributions received by US Holders on the Shares generally will be categorized as "passive income" for purposes 
of applying the US foreign tax credit rules. The amount of the qualified dividend income that is subject to the reduced 
dividend income tax rate that is taken into account for purposes of calculating the US Holder's US foreign tax credit 
limitation must be reduced by the "rate differential portion" of such dividend. The rate differential portion is the highest 
applicable tax rate less the maximum dividend rate, divided by the highest applicable tax rate. Gain or loss recognized 
by a US Holder on the sale, exchange, or redemption of the Shares generally will be treated as from US sources for 
purposes of applying the foreign tax credit rules. The rules relating to foreign tax credits and the timing thereof are 
complex. US Holders should consult their tax advisers regarding the availability of foreign tax credits under their 
particular circumstances. 

Russian tax withheld from distributions at the applicable rate under the Treaty should be treated as a foreign income 
tax that, subject to generally applicable limitations and conditions, is eligible for credit against a US Holder's US federal 
income tax liability or, at such US Holder's election, may be deducted in computing taxable income, provided, in each 
case, that the amounts withheld and paid to the Russian tax authorities are treated as satisfying such US Holder's tax 
liability. If the holder of GDRs, however, is not treated as the owner of the underlying Shares represented by the GDRs 
for US federal income tax purposes, Russian tax withheld from distributions would not be treated as foreign income tax 
eligible for US foreign tax credit as described in the preceding sentence. If Russian tax is withheld at a rate in excess of 
the applicable rate under the Treaty, a US Holder that is eligible for the benefits of the Treaty may not be entitled to 
credits for the excess amount because such amounts might be treated as recoverable by such US Holder for US federal 
income tax purposes, even though the procedures for claiming refunds and the practical likelihood that refunds will be 
made available in a timely fashion are uncertain.   

The rules relating to the determination of the US foreign tax credit, or deduction in lieu of the foreign tax credit, are 
complex and US Holders should consult their tax advisers to determine whether and to what extent US foreign tax 
credit, or a deduction in lieu of such credit, would be available in their particular circumstances. 

Sale or other disposition 

 



  

 156 

Subject to the PFIC rules discussed below, a US Holder generally will recognise gain or loss for US federal income 
tax purposes upon a sale or other disposition of its Shares in an amount equal to the difference between the amount 
realised from such sale or disposition and the US Holder's adjusted tax basis in such Shares, as determined in US 
dollars.  Such gain or loss generally will be capital gain or loss and will be long-term capital gain (taxable at a reduced 
rate for non-corporate US Holders, such as individuals) or loss if, on the date of sale or disposition, such Shares were 
held by such US Holder for more than one year. The deducibility of capital loss is subject to significant limitations.  
Such gain or loss realised generally will be treated as derived from US sources and the use of US foreign tax credits 
relating to any Russian taxes imposed on such sale may be limited.  US Holders should consult their tax advisers as to 
the availability of tax credits for any Russian taxes withheld on the sale of Shares under the Treaty. 

The surrender of GDRs in exchange for Shares (or vice versa) should not be a taxable event for US federal income 
tax purposes and US Holders should not recognize any gain or loss upon such a surrender. 

A US Holder that receives foreign currency from a sale or disposition of Shares generally will realise an amount 
equal to the US dollar value of the foreign currency on the date of sale or disposition or, if such US Holder is a cash 
basis or electing accrual basis taxpayer and the Shares are treated as being traded on an "established securities market" 
for this purpose, the settlement date. If the Shares are so treated and the foreign currency received is converted into US 
dollars on the settlement date, a cash basis or electing accrual basis US Holder will not recognise foreign currency gain 
or loss on the conversion. If the foreign currency received is not converted into US dollars on the settlement date, the 
US Holder will have a basis in the foreign currency equal to the US dollar value on the settlement date. Any gain or loss 
on a subsequent conversion or other disposition of the foreign currency generally will be treated as ordinary income or 
loss to such US Holder and generally will be income or loss from sources within the United States for foreign tax credit 
limitation purposes. 

Passive foreign investment company rules 

In general, a corporation organised or incorporated outside the United States is a PFIC in any taxable year in which, 
after taking into account the income and assets of certain subsidiaries, either (i) at least 75 per cent. of its gross income 
is classified as "passive income" or (ii) at least 50 per cent. of the average quarterly value attributable to its assets 
produce or are held for the production of passive income. Passive income for this purpose generally includes dividends, 
interest, royalties, rents and gains from commodities and securities transactions.  

Based on the present nature of its activities, including the listing of the GDRs, and the present composition of its 
assets and sources of income, Federal Grid believes that it was not a PFIC for the year ending on December 31, 2009 
and does not expect to become a PFIC for the current year or for any future taxable year. There can be no assurances, 
however, that Federal Grid will not be considered to be a PFIC for any particular year because PFIC status is factual in 
nature, generally cannot be determined until the close of the taxable year in question, and is determined annually. If 
Federal Grid is classified as a PFIC in any year that a US Holder is a shareholder, Federal Grid generally will continue 
to be treated as a PFIC for that US Holder in all succeeding years, regardless of whether Federal Grid continues to meet 
the income or asset test described above. If Federal Grid were a PFIC in any taxable year, materially adverse US federal 
income tax consequences could result for US Holders. 

US information reporting and backup withholding tax 

A US Holder may be subject to information reporting unless it establishes that payments to it are exempt from these 
rules. Payments that are subject to information reporting may be subject to backup withholding if a US Holder does not 
provide its taxpayer identification number and otherwise comply with the backup withholding rules. Backup 
withholding is not an additional tax. Amounts withheld under the backup withholding rules are available to be credited 
against a US Holder's US federal income tax liability and may be refunded to the extent they exceed such liability, 
provided the required information is timely provided to the IRS. 

Under US federal income tax law and regulations, certain categories of US persons must file information returns 
with respect to their investment in the equity interests of a foreign corporation. A US person that purchases for cash 
Shares will be required to file IRS Form 926 or similar form if the transfer, when aggregated with all transfers made by 
such person (or any related person) within the preceding 12 month period, exceeds USD 100,000. In the event a US 
Holder fails to file any such required form, the US Holder could be required to pay a penalty equal to 10 per cent. of the 
gross amount paid for such Shares up to a maximum penalty of USD 100,000. 

Recently enacted legislation may require individual US Holders to report to the IRS certain information with respect 
to their beneficial ownership of the Shares not held through an account with a financial institution. Investors who fail to 
report required information could be subject to substantial penalties. 

Taxation in the Russian Federation 

The following is a general summary of certain Russian tax considerations relevant to the purchase, ownership and 
disposition of the Shares and GDRs by Russian resident and non-resident holders and to payments to Russian resident 
and non-resident holders of the Shares and GDRs. The summary is based on the laws of Russia in effect on the date of 
this Prospectus. All of the foregoing is subject to change, possibly on a retroactive basis, after the date of the 
Prospectus. The discussion with respect to Russian legislation is based on our understanding of current Russian law and 
Russian tax rules, which are subject to frequent change and varying interpretations. See "Risk Factors – Russian tax 
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legislation and regulations are complex, uncertain and often enforced in a manner that does not favour taxpayers, and 
we therefore may be subject to a greater than expected tax burden that could have a material adverse effect on our 
business, financial condition, results of operations and the trading price of the Shares and GDRs", " – Tax audits 
carried out by Russian tax authorities may result in additional costs to us", and " – The Russian transfer pricing rules 
are unclear and are subject to varying interpretations by Russian tax authorities and courts".  

The summary does not seek to address the applicability of, and procedures in relation to, taxes levied in the regions, 
municipalities or other non-federal level authorities of the Russian Federation. Nor does the summary seek to address 
the availability of double tax treaty relief, and it should be noted that there may be practical difficulties involved in 
claiming relief under an applicable double tax treaty. Prospective holders should consult their own advisers regarding 
the tax consequences of investing in the Shares and GDRs. No representations with respect to the Russian tax 
consequences to any particular holder are made hereby. 

General 

Many aspects of Russian tax law are subject to significant uncertainty and lack interpretive guidance. Further, the 
substantive provisions of Russian tax law applicable to financial instruments may be subject to more rapid and 
unpredictable change (including with a retroactive effect) and inconsistency than in jurisdictions with more developed 
capital markets or more developed taxation systems. In particular, the interpretation and application of such provisions 
will, in practice, rest substantially with local tax inspectorates. In practice, interpretation by different tax inspectorates 
may be inconsistent or contradictory and may constitute the imposition of conditions, requirements or restrictions not 
provided for by the existing legislation. Similarly, in the absence of binding precedents, court rulings on tax or related 
matters by different Russian courts relating to the same or similar circumstances may be inconsistent or contradictory. 

For the purposes of this summary, a "non- resident holder" means a holder of the Shares and/or GDRs that is:  

• an individual actually present in the Russian Federation for an aggregate period of less than 183 calendar days 
(including days of arrival to Russia and departure from Russia) in any period comprising 12 consecutive 
months. Presence in Russia for tax residency purposes is not considered interrupted for an individual's short 
term departures (less than 6 month) from Russia for medical treatment or education in any period comprising 12 
months; or 

• a legal entity or organisation, in each case not organised under Russian law, which purchases, holds and/or 
disposes of the Shares and/or GDRs otherwise than through a permanent establishment in Russia (as defined by 
Russian tax law).  

For the purposes of this summary, a "Russian resident holder" is a holder of the Shares and/or GDRs which is not 
qualified to be a non- resident holder defined in the previous paragraph.  

Russian tax residency rules may be affected by an applicable double tax treaty. Based on published comments of the 
Russian authorities, it is anticipated that the Russian tax residency rules applicable to legal entities may change in the 
future. 

Taxation of Acquisition of the Shares and GDRs 

No Russian tax implications should arise for holders of the Shares and/or GDRs, either resident holders or non-
resident holders, upon purchase of the Shares or GDRs. However, under certain conditions a taxable material gain may 
arise for individuals if the Shares or GDRs are purchased at the price below the market value determined in accordance 
with the Russian tax legislation. 

Taxation of Dividends 

A Russian company that pays dividends is generally obliged to act as a tax agent to withhold tax on the dividends 
and remit the amount of tax due to the Russian Federation state budget. However, the applicable withholding tax rate 
will depend on the status of the dividend's recipient. 

Russian Resident Holders 

Shares. Dividends paid to a Russian tax resident holder that is either an individual or a legal entity or organisation 
should generally be subject to Russian withholding tax at a rate of 9 per cent.. The effective rate may be lower than 9 
per cent. owing to the fact that generally this tax is calculated by applying the basic tax rate (9 per cent.) to the 
difference between: (i) the dividends to be distributed to shareholders (other than to non-resident companies and non-
resident individuals); and (ii) dividends received by the distributing legal entity (except for those that are subject to 0 
per cent. tax rate as discussed below) in the current and preceding tax periods from other Russian entities (provided that 
these dividends were not previously accounted for in the computation of the withholding tax charge). The Russian Tax 
Code is unclear whether for the purpose of such computation the amount of dividends to be distributed to shareholders 
should include the amount of dividends to be distributed to non-resident holders or not. However, based on 
clarifications of the Russian tax authorities and the administrative practice the amount of dividends to be distributed to 
non-resident shareholders should not be accounted for when determining the withholding tax charge on dividends paid 
to Russian resident holders.  
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As was mentioned above, dividends received by Russian companies may be subject to withholding tax at a rate of 
0 per cent. provided that: (i) the recipient organisation owns at least 50 per cent. of the share capital of the paying 
company either in the form of shares or depositary receipts representing such shares, which give a right to their holder 
to receive dividends equal to at least 50 per cent. of the total amount of dividends paid by such company; (ii) at the date 
the decision to pay dividends is made the recipient organisation owns such shares or depositary receipts for a period of 
not less than 365 calendar days continuously; and (iii) the acquisition cost of such participation in the share capital 
constitutes more than RUB 500 million (approximately USD 17 million) (this last provision was abolished as of 
January 2011 and should not apply to dividends accrued as a result of 2010 and subsequent periods), and (iv) the 
subsidiary is not a resident of one of the jurisdictions included into the list of tax havens by the RF Ministry of Finance. 
It should be noted that there is some uncertainty with respect to practical application of this exemption. 

There is some uncertainty in respect of the rate of withholding tax that should apply to dividends, payable to a 
holder of the Shares that is a Russian permanent establishment of a foreign legal entity or organisation. Currently the 
Russian tax code stipulates the rate of 15 per cent. for such a case. However, according to clarifications issued by the 
Russian tax authorities and arbitrage court practice, the 9 per cent. withholding tax rate should apply to dividends paid 
to a Russian permanent establishment of a foreign legal entity or organisation, provided that there is a double tax treaty 
between Russia and the country of tax residency of the respective foreign legal entity or organisation and that such 
treaty contains non-discrimination provisions. Otherwise, a 15 per cent. tax rate should apply. However, as the Russian 
Tax Code does not specifically provide for the application of the reduced tax rate in such situations and non-
discrimination cases are still very rare in Russian tax practice, no assurance can be given that the claims for application 
of the 9 per cent. tax rate would not be challenged by the Russian tax authorities. 

Prospective Russian resident holders, whether individuals or legal entities or organisations, should consult their own 
tax advisors with respect to applicability of withholding tax rates on dividends paid on the Shares.  

GDRs. Except as described above with respect to the application of Russian participation exemption rules to 
dividends, there is no other guidance in relation to the taxation of dividends payable to Russian resident holders of 
GDRs (either individuals or legal entities or organisations). In the absence of specific provisions in the Russian tax 
legislation as to how dividends payable on the Shares underlying the GDRs owned by Russian resident holders should 
be taxed, there is a risk that the dividends payable on the underlying Shares could be subject to withholding tax at the 
applicable domestic rates for dividends payable to non-resident holders that are legal entities or organizations (15 per 
cent.). There is also no established procedure for the refund of tax withheld from dividends payable through the 
Depositary to Russian resident holders of GDRs. 

Russian resident holders of GDRs should consult their own tax advisors regarding the tax treatment of the purchase, 
ownership and disposition of the GDRs. 

Non-resident Holders 

Shares. Dividends paid to a non-resident holder of the Shares will generally be subject to Russian withholding tax, 
which will be withheld by us acting as a tax agent. Under Russian domestic tax law dividends paid by a Russian legal 
entity to a non-resident holder either a legal entity or organisation or an individual should be subject to Russian 
withholding tax at a rate of 15 per cent. 

Withholding tax on dividends may potentially be reduced under the terms of a double tax treaty between the Russian 
Federation and the country of tax treaty residence of the non-resident holder, provided that the necessary requirements 
to qualify for the treaty relief and certain administrative requirements under the Russian tax legislation are met. 

Prospective non-resident holders, whether individuals or legal entities or organisations, should consult their own tax 
advisors with respect to applicability of withholding tax rates on dividends paid on the Shares.  

GDRs. Notwithstanding the foregoing, treaty relief may not be available to non-resident holders of the GDRs 
because of the absence of any official interpretative guidance as to the beneficial ownership concept in the existing 
Russian tax legislation and the fact that the Depositary (and not the holders of the GDRs) is the legal holder of the 
shares under Russian law. In 2005 and subsequent years, the Russian Ministry of Finance issued clarifications 
providing that holders of Depositary Receipts should be treated as the beneficial owners of the underlying shares for the 
purpose of double tax treaty provisions applicable to the taxation of dividends from the underlying shares, provided that 
the tax residencies of the holders of Depositary Receipts are duly confirmed. However, in the absence of any specific 
provision in the Russian tax legislation with respect to the concept of beneficial ownership and taxation of income of 
beneficial owners, it is unclear how the Russian tax authorities will ultimately treat holders of the GDRs in this regard. 
Under such circumstances, it is likely that the reduced withholding tax rate provided by the relevant double tax treaties 
will not apply and the tax will be withheld at the applicable domestic rate for dividends payable on the Shares 
underlying the GDRs (15 per cent.). Although non-resident holders of the GDRs may apply for a refund of a portion of 
the withholding tax under an applicable double tax treaty, there is no guarantee that the Russian tax authorities will 
grant a refund. See " – Refund of Tax Withheld" below. 

Taxation of Capital Gains 

Russian Resident Holders 
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Legal entities and organisations. Capital gains arising from the sale or other disposal of the Shares and/or GDRs 
should be taxable at the regular Russian corporate income tax rate of 20 per cent..  

Russian tax legislation contains a requirement that in general the financial result (profit or loss) arising from 
transactions with securities quoted on a stock exchange should be calculated and accounted for separately from the 
financial result arising from transactions with securities that are not quoted on a stock exchange and from other 
operations. Therefore, Russian resident holders that are legal entities or organisations may be able to apply losses 
arising in respect of the Shares and/or GDRs quoted on a stock exchange only to offset capital gains, or as a carry 
forward (for the period of up to 10 years) to offset future capital gains, from the sale, exchange or other disposal of 
securities quoted on a stock exchange. Special tax rules apply to Russian legal entities that hold a broker-dealer licence. 
The Tax Code also establishes special rules for the calculation of the tax base for the purposes of transactions with 
securities. 

Individuals. Capital gains arising from the sale, exchange or other disposal of the Shares and GDRs by individuals 
who are Russian resident holders are subject to personal income tax at a rate of 13 per cent.. The tax may be withheld at 
the source of payment or, if the tax is not withheld, then the Russian resident individual may be liable to file a tax return 
and pay the tax. 

The tax base in respect of sale of the Shares and/or GDRs by an individual is calculated as the sale proceeds less 
expenses proved by documentary evidence related to the purchase of these securities (including the cost of the securities 
and the expenses associated with the purchase, keeping and sale of these securities). Similarly for legal entities or 
organizations, Russian tax legislation contains a requirement that a financial result in respect of activities connected 
with securities quoted on a stock exchange should be calculated separately from a financial result in respect of trading 
in non-quoted securities. Russian resident holders may carry forward losses arising from dealing with the quoted 
securities or derivatives which underlying assets are represented by the quoted securities, stock indices or other 
derivatives on quoted securities to offset future capital gains from the sale, exchange or other disposal of other quoted 
securities or derivatives which underlying assets are represented by the quoted securities, stock indices or other 
derivatives on quoted securities for the period of up to 10 years. No loss carry-forward is available for non-quoted 
securities and derivatives. 

Non-resident Holders 

Legal entities and organisations. Under current Russian legislation, capital gains arising from the sale, exchange or 
other disposal of the Shares or GDRs by non-resident holders (legal entities or organisations) should not be subject to 
tax in Russia if immovable property located in Russia constitutes 50 per cent. or less of our assets. We believe that 
immovable property located in Russia does not currently constitute more than 50 per cent. of our assets. However, 
because the determination of whether more than 50 per cent. of our assets consist of immovable property located in 
Russia is inherently factual and is made on an on-going basis, and because the relevant legislation and regulations are 
not entirely clear, there can be no assurance that immovable property owned by us and located in Russia will not 
constitute more than 50 per cent. of our assets as of the date of the sale of the Shares or GDRs by non-residents.  

If more than 50 per cent. of our assets were to consist of immovable property located in Russia, legal entities or 
organizations that are non-resident holders of the Shares or GDRs should be subject (except as described below) to a 20 
per cent. withholding tax on the capital gain realised from the sale or other disposal, being the difference between the 
sale or other disposal price and all expenses relating to the acquisition, holding and disposal of the Shares or GDRs paid 
by the non-resident holder, provided that the non-resident holder is able to present documentary evidence confirming 
such expenses. If a non-resident holder is not able to present documentary evidence confirming expenses related to the 
acquisition, holding and disposal of the Shares or GDRs, the Russian withholding tax should be withheld at 20 per cent. 
of the gross proceeds. 

On the other hand, if such Shares or GDRs are disposed of on a foreign stock exchange (foreign organiser of trades) 
gains on such disposal are not recognised as Russian source income and, therefore, should not be subject to Russian 
withholding tax. In addition, such Russian withholding tax may be reduced or eliminated in accordance with the 
provisions of an applicable double tax treaty provided that the necessary requirements to qualify for the treaty relief and 
certain administrative requirements under the Russian tax legislation are met. 

Where the Shares and/or GDRs are sold by legal entities or organisations to persons other than a Russian company 
or a foreign company with a registered Russian permanent establishment, even if the resulting capital gain is considered 
taxable in Russia, there is currently no mechanism under which the purchaser would be able to withhold the tax and 
remit it to the Russian Federal Treasury.  

Non-resident holders that are legal entities or organisations should consult their own tax advisors with respect to tax 
consequences arising as a result of disposal of the Shares or GDRs and on the tax consequences of the receipt of 
proceeds from a source within Russia in respect of a disposal of the Shares or GDRs.  

Individuals. According to Russian tax legislation, taxation of income of non-resident individuals will depend on 
whether this income is received from Russian or non-Russian sources. Russian tax law considers the place of sale as an 
indicator of source. Accordingly, the sale of the Shares or GDRs outside Russia by individuals who are non-resident 
holders should not be considered Russian source income and, therefore, should not be taxable in Russia. However, the 
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Russian tax law gives no clear indication as to how the place of sale of the Shares or GDRs should be determined in this 
respect. Nevertheless, according to the recent clarifications of the Russian Ministry of Finance, sale, redemption or 
disposition would occur in Russia if, among other cases, the Shares or GDRs are disposed to a Russian resident 
individual or legal entity/organisation, or to a Russian registered presence of a foreign legal entity or organisation, or 
through a Russian licensed financial intermediary, or if the respective agreement is concluded physically in Russia.  

If income from a sale, exchange, or disposal of the Shares or GDRs is considered to be received from a source 
within Russia, a non-resident holder who is an individual will generally be subject to personal income tax at a rate of 30 
per cent. on the gain from such disposal (the gain generally being calculated as the gross proceeds from such disposal 
less any available cost deduction which includes the purchase price of the Shares or GDRs as well as other documented 
expenses, such as depositary expenses and broker fees), subject to any available double tax treaty relief, provided that 
necessary requirements to qualify for the treaty relief and certain administrative requirements under the Russian tax 
legislation are met. 

The taxable base should be calculated in Roubles and, therefore, may be affected by changes in the exchange rates 
between the currency of acquisition of the Shares or GDRs, the currency of sale of the Shares or GDRs and Roubles. 
The tax may be withheld at source of payment or, if the tax is not withheld, then the non-resident individual may be 
liable to file a tax return and pay the tax. 

Non-resident holders who are individuals should consult their own tax advisors with respect to tax consequences 
arising as a result of disposal of the Shares or GDRs and receipt of proceeds from source within Russia in respect of a 
disposal of the Shares or GDRs. 

Taxation of capital gains from sale or other disposal of shares acquired after 1 January 2011  

Starting from 1 January 2011 sale or other disposal (including redemption) of shares in a Russian company may be 
subject to 0 per cent. profits tax rate provided that at the date of such sale or other disposal holders of such shares, who 
are legal entities (or organisations) or individuals either Russian residents or non-residents, have continuously held 
these shares on the basis of a right of ownership or another proprietary right for more than five years and provided that: 
(i) the shares of the Russian companies are considered as non-quoted during the entire period of holding these shares by 
a holder, or (ii) the shares of the Russian companies are considered as quoted on a stock exchange and during the entire 
period of holding these shares by a holder these shares are considered as pertaining to the high-technology (innovation) 
sector of economy; or (iii) the shares of the Russian companies on the date of their acquisition by a holder are 
considered as non-quoted shares and on the date of their sale or other disposal (including redemption) by that holder 
these shares are considered as pertaining to the high-technology (innovation) sector of economy. This beneficial tax 
treatment should apply to the shares acquired after 1 January 2011. At present the rules which qualify the quoted shares 
as pertaining to the high-technology (innovation) sector of economy have not been yet established by the Government 
of Russia. 

Double Tax Treaty Relief 

Where a non-resident holder of the Shares and/or GDRs receives income from a Russian source, Russian 
withholding tax (if applicable under Russian domestic tax law) may be reduced or eliminated in accordance with the 
provisions of an applicable double tax treaty. The Tax Code does not require a non-resident holder to obtain tax treaty 
clearance from the Russian tax authorities prior to receiving any income in order to qualify for benefits under an 
applicable tax treaty. 

However, in order for the non-resident holder, whether an individual, legal entity or organisation, to enjoy the 
benefits of an applicable double tax treaty, documentary evidence is required to confirm the applicability of the double 
tax treaty for which benefits are claimed. Currently, a non-resident holder would need to provide a tax residence 
confirmation issued by the competent tax authority of the relevant treaty country (duly apostilled or legalised, translated 
into Russian). The tax residency confirmation needs to be renewed on an annual basis, and provided before the first 
payment of income in each calendar year. 

In addition, an individual must provide appropriate documentary proof of tax payments outside of Russia on income 
with respect to which treaty benefits are claimed. Because of uncertainties regarding the form and procedures for 
providing such documentary proof, individuals, in practice, may not be able to obtain advance treaty benefits on receipt 
of proceeds from a source within Russia, and obtaining a refund can be extremely difficult. 

Refund of Tax Withheld 

Where double tax treaty relief is available but Russian income tax has nevertheless been withheld at source by the 
payer of the proceeds, an application for the refund of the taxes withheld may be filed within three years from the end 
of the tax period in which the tax was withheld for non-resident holders that are legal entities or organisations, and 
within one year after the year to which the treaty benefit relates for non-resident holders who are individuals. 

In order to obtain a refund, the non-resident holder would need to file with the Russian tax authorities, among other 
documents, a duly notarised, apostilled and translated certificate of tax residence issued by the competent tax authority 
of the relevant treaty country at the time the income was paid, as well as documents confirming receipt of income and 
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withholding of Russian tax. In addition, a non-resident holder who is an individual would need to provide appropriate 
documentary proof of tax payments made outside of Russia on income with respect to which tax refund is claimed.  

The Russian tax authorities may, in practice, require a wide variety of documentation confirming the right to 
benefits under a double tax treaty. Such documentation, in practice, may not be explicitly required by the Russian tax 
law. Obtaining a refund of Russian tax withheld may be a time consuming process and can involve considerable 
practicable difficulties. 

Prospective non-resident holders whether individuals or legal entities or organisations should consult their own tax 
advisors should they need to obtain treaty relief on any payments received with respect to the Shares or GDRs. 
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GLOSSARY 

The following explanations are not technical definitions but they may assist in understanding some of the terms used 
in this Prospectus. 

 

Electricity generating plant  ............................  
An electric generator together with the turbine or other device which 
drives it 

Gigawatt (GW)  ..............................................  1,000,000,000 watts (1,000 megawatts) 
Gigawatt hour (GWh)  ....................................  One gigawatt of power supplied or demanded for one hour 

Installed capacity  ...........................................  

The maximum power which can be produced continuously throughout a 
prolonged period of operation. All equipment is assumed to be fully 
operational 

Kilovolt (kV)  .................................................  1,000 volts 
kVA  ...............................................................  Kilovolt ampere 
Kilometres (km)  .............................................  1,000 metres 
Kilowatt (kW)  ................................................  1,000 watts 
Kilowatt hour (kWh)  .....................................  One kilowatt of power supplied or demanded for one hour 
Megawatt (MW)  ............................................  1,000,000 watts (1,000 kilowatts) 
Megawatt hour (MWh)  ..................................  One megawatt of power supplied or demanded for one hour 
Megavolt ampere (MVA)  ..............................  1,000,000 volts ampere 

Substation  ......................................................  
Equipment which switches and/or changes or regulates the voltage of 
electricity in a transmission and distribution system 

Electricity transmission grid ........................... .
The system of electricity grids of 110kV and more designed for bulk 
transmission of electricity 

Volt  ................................................................  
The basic unit of electric force analogous to water pressure in pounds 
per square inch 

Volt ampere  ...................................................  The basic unit of apparent electrical power 
Watt  ...............................................................  The basic unit of active electrical power 
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