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REGULATION

The following section presents a general overview on the regulatory framework in Russia.

REGULATION OF TELECOMMUNICATIONS INDUSTRY
In the Russian Federation, telecommunication services are regulated by the federal government. The provision of 
telecommunications services in Russia is governed by federal legislation, which includes federal laws, presidential and 
governmental decrees, government regulations and orders, procedures, letters and instructions issued by ministries and other 
federal executive authorities. The principal law regulating telecommunications in the Russian Federation is the Communications 
Law, which came into effect on 1 January 2004. 

The Communications Law creates a legal basis for state supervision and development of the communications industry and 
provides, among other things, for the following:

 –  licensing of telecommunications services;
 –  requirements for obtaining a radio frequency allocation;
 –  equipment certification;
 –  equal rights for individuals and legal entities, including foreign individuals and legal entities, to offer telecommunications 
services;

 –  effective and fair competition among telecommunications providers;
 –  freedom of pricing other than pricing by companies with a substantial position in public telecommunication networks 
 –  protection of rights of telecommunications services users and telecommunication services providers; and
 –  liability for violations of Russian legislation on telecommunications.

The Communications Law provides for equal rights of individuals and legal entities to participate in certain categories of 
telecommunications operations and does not currently contain any special restrictions with regard to participation in the 
Russian telecommunications market of foreign persons. Some restrictions on foreign investments into telecommunications 
industry, however, are introduced by the Strategic Enterprises Law, which came into effect on 7 May 2008 . 

The Communications Law also provides for the special regulation of telecommunications operators occupying a “substantial 
position” (i.e., operators which together with their affiliates have, in the Russian Federation generally or in a geographically 
defined specific numerical zone, 25% or more of installed capacity or capacity to carry out transmission of not less than 25% of 
traffic). We were added to the register of telecommunications operators occupying a substantial position in 2005. As a result, we 
are subject to the requirements of the Communications Law relating to operators occupying a substantial position in the public 
switched telephone networks including, among others, the following:

 – we must develop interconnection rules and procedures in accordance with the requirements set forth by the federal 
government;

 –  we must ensure that interconnection agreements with operators who intend to interconnect to their networks are entered on 
the same terms and conditions as the agreements between our affiliates; we must publish the terms and conditions, including 
interconnect and traffic transit rates which are regulated by Rossvyaz; we also cannot refuse to provide interconnection or 
discriminate against one operator over another; and

 – the Roscomnadzor may monitor our interconnection terms and procedures and issue mandatory orders where non-
compliance with the law is found.

 –
The Natural Monopolies Law establishes the legal basis for the federal regulation of natural monopolies (such as us) and 
provides for state control over tariffs and other activities of natural monopolies. The Federal Service for Tariffs oversees the 
implementation of this law, which significantly impacts the ability of certain categories of telecommunications providers to set 
tariffs. The Natural Monopolies Law and the Competition Law, also control the types of transactions into which a regulated 
entity may enter. Regulated entities are subject to continuous reporting requirements, which include the submission of plans for 
capital investments. In addition, regulated entities may not refuse to enter into contracts with particular consumers if required 
by the regulatory authority. As the primary provider of fixed-line voice telephony in Russia, we have been subject to regulation 
under these laws. As of December 2010, we were included in the list of natural monopolies

REGULATORY AUTHORITIES
The Russian telecommunications industry is regulated by several governmental agencies. These agencies form a 
complex, multi-tier system of regulation that resulted, in part, from the implementation of the Communications Law, as 
well as from the restructuring of the Russian government. 

Mincomsvyaz is the federal executive body that develops and supervises the implementation of governmental policy 
in the area of communications and coordinates and controls the activities of its subordinate agencies. The Ministry has 
the authority to issue certain regulations implementing the Communications Law and other federal laws. Mincomsvyaz 
coordinates and supervises the work of several federal executive bodies in the area of communications, including, 
among other, Roscomnadzor and Rossvyaz.

Roscomandzor is the federal executive body that provides for state supervision and control in the areas of 
communications and information technologies, including for the:

 – issuance of licenses and permissions in the area of communications and information technologies;
 –  registration of radio-electronic and high-frequency equipment;
 –  assignment of radio frequencies based on decisions taken by the State Radio Frequencies Commission and 
registration of such assignments;

 –  technical supervision of networks and network equipment throughout Russia;
 –  monitoring of compliance by network operators with applicable regulations, terms of their licenses and terms of the 
use of frequencies and numbering capacity allocated and assigned to them;

 –  enforcement of equipment certification requirements;

 –  examination of electromagnetic compatibility of equipment with existing civil radio-electronic equipment;
 –  organization of tenders with respect to licenses in the sphere of communications; and
 –  control over the processing of personal data.

Rossvyaz is the federal executive body that implements governmental policy, manages state property and provides 
public services in the area of communications, including the certification of equipment for compliance with technical 
requirements and assignment of numbering capacity. 

The State Radio Frequencies Commission is an inter-agency coordination body acting under Mincomsvyaz which is 
responsible for the regulation of radio frequency spectrum and develops a long-term policy for frequency allocation in 
the Russian Federation.

The Federal Antimonopoly Service is a federal executive body that supervises competition regulations and enforces the 
Natural Monopolies Law and the regulations enacted thereunder. FAS controls certain activity of natural monopolies, 
including monitoring their execution of certain obligatory contracts, and can issue mandatory orders as provided for in 
the Natural Monopolies Law.

Other regulatory authorities. The Federal Service for Tariffs regulates certain tariffs in the sphere of 
telecommunications, including the tariffs on local, intra-regional and DLD calls by subscribers of public switched 
telephone networks, installation and subscription fees and telephone line access tariffs. The FST also maintains a list 
of natural telecommunications monopolies and has other supervisory and enforcement functions under the Natural 
Monopolies Law. The Federal Service for Supervision in the Area of Consumer Rights Protection and Human Well-
Being, or Rospotrebnadzor, is responsible for the enforcement of sanitary regulations and has some authority over 
the location of telecommunications equipment, and supervises the compliance of companies with the regulations 
relating to the protection of consumer rights. The Federal Registration Service is responsible for registering certain 
telecommunications infrastructure that is considered real property in accordance with Government Decree No 68 “On 
Particularities of State Registration of Ownership and Other Proprietary Interest on Line and Hardwire Communication 
Facilities” of 11 February 2005.
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GLOSSARY

ABBREVIATIONS
 – AGM – Annual General Meeting of Company’s shareholders
 – BoD – Board of Directors
 – CEO – Chief Executive Officer
 – CFO – Chief Financial Officer
 – COO – Chief Operating Officer 
 – DLD – Domestic long-distance telephony
 – EGM – Extraordinary General Meeting of Company’s shareholders
 – FASPM – Federal Agency for State Property Management
 – IFRS – International Financial Reporting Standards
 – ILD – International long-distance
 – RAS – Russian accounting standards
 – VEB – Bank for Development and Foreign Economic Affairs (Vnesheconombank) State Corporation

DEFINITIONS
 – ADR (American Depository Receipt) is a share of Company’s ordinary stock trading outside Russian Federation. Each ADR 
represents six ordinary shares of the Company (ratio 1:6).

 – ARPT (Average Revenue per Transaction) is calculated for a given period by dividing the Company’s revenues from Video-on-
Demand transactions by the number of transactions during that period.

 – ARPU (Average Monthly Revenue per User) is calculated for a given period by dividing the Company’s revenues from a 
particular service by the average number of subscribers of this service during that period and dividing the result by the 
number of months in that period. The ARPU calculation includes VAS revenues and does not include revenue from installation 
services.

 – Backbone (network) is a part of computer network infrastructure that interconnects other large networks, providing a path for 
the exchange of information between different metro-class networks.

 –  BDD (Bridging Digital Divide) project is the project targeted at a fulfillment of a contract signed with the Federal 
Communications Agency (Rossvyaz) on providing universal communications services, i.e. internet access, for over 13,800 
settlements across Russia.

 –  Bundling is offering several products for sale as one combined product. The bundled offers may include “double play” (any 
combination of the two out of three following services: broadband, pay TV and fixed telephony), “triple play” (broadband, pay 
TV and fixed telephony) and “quadro play” (broadband, pay TV, fixed telephony and mobile).

 – CAPEX (Capital expenditures) comprises Company’s cash flow from purchases of property, plant and equipment and intangible 
assets. Long-term assets obtained through business combinations are not included in the CAPEX calculation.

 – CDN (Content Delivery Network) is a large distributed system of servers deployed in multiple data centres across the Internet 
aimed to serve content to end-users with high availability and high performance 

 – FCF (Free Cash Flow) is calculated as net cash provided by operating activities less CAPEX. Starting from 2015 Proceeds from 
sale of property, plant and equipment will be included in the FCF calculation.

 – FTTx (Fibre to the building or Fibre to the home) is a broadband network architecture using optical fibre to provide all or part 
of the local loop used for last mile telecommunications. 

 – GPON (Gigabit Passive Optical Network) – is a telecommunications network that uses point-to-multipoint Fibre to the premises 
in which unpowered optical splitters are used to enable a single optical fibre to serve multiple premises. GPON technology 
enables Company to provide customers with the Internet speed up to 1 GB/s.

 – IaaS (Infrastructure as a Service) is a type of cloud computing in which a third-party provider hosts virtualized computing 
resources over the Internet.

 – IP/MPLS (Multiprotocol Label Switching) is a mechanism in high-performance telecommunications networks that directs data 
from one network node to the next based on short path labels rather than long network addresses, avoiding complex lookups 
in a routing table. 

 – IPTV (Internet Protocol television) is a system that delivers television services using the Internet protocol suite over a packet-
switched network such as a LAN or the Internet.

 – IRCs are former Interregional Telecommunications Companies that were merged into the Company on April 1, 2011 (OJSC 
SibirTelecom, OJSC CenterTelecom, OJSC Dalsvyaz, OJSC VolgaTelecom, OJSC NorthWest Telecom, OJSC Uralsvyazinform and 
OJSC Southern Telecommunication Company).

 – Joint Stock Companies Law is Federal Law of the Russian Federation NQ 208-FZ “On Joint Stock Companies” of December 26, 
1995, as amended.

 – Last mile is the last part of the telecommunication network that delivers communications connectivity to retail 
customers.

 – Net Debt is calculated as long-term and short-term loans and borrowings (total debt) less cash, cash equivalents and 
other short-term investments.

 – Net Income is profit for the period attributable to equity holders of the Company. 
 – OIBDA (Operating Income before Depreciation and Amortization) is calculated as operating profit excluding long-term 
motivation program accrual expenses plus depreciation, amortization and impairment losses of the Company. OIBDA 
margin means OIBDA as a percentage of revenue. 

 –  PaaS (Platform as a Service) is a category of cloud computing services that provides a platform allowing customers 
to develop, run and manage Web applications without the complexity of building and maintaining the infrastructure 
typically associated with developing and launching an app.

 –  Pay TV is subscription-based television services provided by analog and digital cable, satellite television, digital 
terrestrial and internet television.

 –  ROIC (Return on Invested Capital) is measured as net operating profit after tax divided by average invested capital. 
 –  SaaS (Software as a Service) is a software licensing and delivery model in which software is licensed on a subscription 
basis and is centrally hosted.

 –  Subscriber is an individual or organization with a running contract who have used a service within a six month period 
according to at least one of the following criteria: traffic, subscriber fee accruals or payments.

 –  TSR (Total Shareholder Return) is a measure of the performance of different companies’ stocks and shares over time. 
It combines share price appreciation and dividends paid to show the total return to the shareholder expressed as an 
annualized percentage. It is calculated by the growth in capital from purchasing a share in the company assuming that 
the dividends are reinvested each time they are paid.

 –  VAT (Value Added Tax) is a tax applied (and was applied during the reporting period) at the rate of 18% in accordance 
with the Russian Tax Code.

 –  VoD (Video-on-Demand) is a system that allows customers to select and watch content at any time convenient for 
them. IPTV technology is often used to bring VoD to televisions and personal computers.

 – VoIP (Voice over Internet Protocol) is a protocol optimized for the transmission of voice through the Internet or other 
packet switched networks.

 – VPN (Virtual Private Network) extends a private network across a public network, i.e. Internet. It enables a computer 
to send and receive data across shared or public networks as if it were directly connected to the private network, 
while benefiting from the functionality, security and management policies of the public network. 

 – xDSL (Digital Subscriber Line technologies) means a technology enabling digital data transmission over local 
telephone networks.
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DISCLAIMER 

Certain statements and/or other information included in this Annual Report may not be historical facts and may constitute 
‘forward looking statements’within the meaning of Section 27A of the U.S. Securities Act of 1933 and Section 2(1)(e) of the 
U.S. Securities Exchange Act of 1934, each as amended.

The words ‘believe’, ‘expect’, ‘anticipate’, ‘intend’, ‘estimate’, ‘plans’, ‘forecast’, ‘project’, ‘will’, ‘may’, ‘should’ and similar 
expressions may identify forwardlooking statements but are not the exclusive means of identifying such statements. 
Forward looking statements include statements concerning ourplans, expectations, projections, objectives, targets, goals, 
strategies, future events, future revenues, operations or performance, capital expenditures,financing needs, our plans 
or intentions relating to the expansion or contraction of our business as well as specific acquisitions and dispositions, 
ourcompetitive strengths and weaknesses, our plans or goals relating to forecasted production, reserves, financial position 
and future operations anddevelopment, our business strategy and the trends we anticipate in the industry and the political, 
economic, social and legal environment in whichwe operate, and other information that is not historical information, 
together with the assumptions underlying these forward looking statements.

By their very nature, forward looking statements involve inherent risks, uncertainties and other important factors that 
could cause our actual results,performance or achievements to be materially different from results, performance or 
achievements expressed or implied by such forward-lookingstatements. Such forward-looking statements are based on 
numerous assumptions regarding our present and future business strategies and thepolitical, economic, social and legal 
environment in which we will operate in the future. We do not make any representation, warranty or prediction thatthe 
results anticipated by such forward-looking statements will be achieved, and such forward-looking statements represent, 
in each case, only one ofmany possible scenarios and should not be viewed as the most likely or standard scenario. 
We expressly disclaim any obligation or undertaking to updateany forward-looking statements to reflect actual results, 
changes in assumptions or in any other factors affecting such statements.
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