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MTS OJSC IS THE LEADING TELECOMMUNICATIONS OPERATOR IN RUSSIA AND CIS.

MTS OJSC HELPS PEOPLE COMMUNICATE AND GET INFORMATION IN ALL REGIONS
OF RUSSIA, UKRAINE, BELARUS, TURKMENISTAN AND ARMENIA.

MTS 0JSC IS SUCCESSFULLY ACHIEVING THE OBJECTIVE OF STRENGTHENING
LEADERSHIP AND MAINTAINING HIGH BUSINESS EFFICIENCY.

IN 2014 MTS OJSC PRESENTED A NEW DEVELOPMENT STRATEGY FOR 2014~
2016, WHICH IS BASED ON THREE KEY AREAS: «DATA», «DIFFERENTIATION> AND
«DIVIDENDS>.

NEW BUSINESS STRATEGY IS A TIMELY RESPONSE OF MTS TO CHANGES IN TELECOM
MARKET, GROWTH OF NEEDS AND EXPECTATIONS OF CUSTOMERS, AS WELL AS A
LOGICAL CONTINUATION OF THE 31 STRATEGY, WHICH COMPLETELY FULFILLED ITS
TASK. WE HAVE COMPLETED THE PLANNED STAGES OF INTEGRATION, LAUNCHED
THE PROCESSES OF TRANSFORMATION OF MTS NECESSARY TO DEVELOP IN THE
MARKETS OF MOBILE AND FIXED INTERNET, NOT JUST INTRODUCING INNOVATIONS
IN THEIR PURE FORM, BUT USING AN INNOVATIVE APPROACH TO THE FORMATION

OF TARIFF OFFERS. THE NEW STRATEGY SPECIFIES EXISTING MTS STRATEGIC
OBJECTIVES AND FOCUSES ON TOPICAL ASPECTS, WHICH HAVE FUNDAMENTAL
IMPORTANCE FOR THE GLOBAL TELECOMMUNICATIONS PLAYER: INCREASING
PENETRATION OF MOBILE INTERNET SERVICES, DIVERSIFICATION OF THE COMPANY’S
SERVICES, INCREASING OPERATIONAL EFFICIENCY AND, CONSEQUENTLY,
INCREASING DISTRIBUTIONS TO SHAREHOLDERS.

In this Annual Report terms «MTS», «Company>, and «Group> shall mean the aggregate of companies con-
sisting of MTS 0JSC and its subsidiaries; MTS 0JSC shall mean Mobile TeleSystems Open Joint Stock Company.

The indicators contained in this Annual Report are as of 31.12.2013, except where other periods or dates are
expressly indicated.
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Just Facts

398-4 billion rubles - revenue of MTS Group in 2013

345 minutes per month were used by MTS
subscribers in 2013 - more than subscribers of other Big Three
operators

75-3 Million subscribers - MTs has the largest

mobile subscriber base in Russia

17 federal subjects of Russia - the area where MTS
launched LTE network in 2013

2 billion Moscow households connected to the
Internet using GPON

4,034 outletsin various regions from Kamchatka to
Kaliningrad make up the retail chain of MTS

4 y 300 terabytes is the daily amount of data

transmitted in 2013 via MTS 3G network, which exceeds the size of
all feature films ever made

10,000 new base stations of MTS were installed

in Russia in 2013

Main Qutcomes of 2013

FINANCIAL INDICATORS

CONSOLIDATED REVENUE OIBDA OIBDA MARGIN

398.4 175 43.9%
bin. RUR bin. RUR

+ 5% growth vs. 2012 + 8% growth vs. 2012 + 1.1 p.p growth vs. 2012

CONSOLIDATED NET

INCOME REVENUE 761 200/

(o)
+22% growth vs. 2012 bin. RUR

NON-FINANCIAL INDICATORS

THE NUMBER OF MTS BASE THE LENGHT OF GPON MTS LTE NETWORK
STATIONS OPTICALS LINKS LAUNCHED
IN MOSCOW IN 17 REGIONS

8.000

Growth due to increase in the
number of 3G and LTE stations

OF THE RUSSIAN
FEDERATION

25.000 «~

BY THE END OF Q3 2013 IN RUSSIA,
MTS BECAME THE THIRD LARGEST
PLAYER IN TERMS OF SUBSCRIBERS
BASED IN THE BROADBAND MARKET

BASED ON RESULTS OF 2013,
MTS HAS THE LOWEST CHURN AMONG
THE BIG THREE OPERATORS



COMPANY

20 UNFORGETTABLE
YEARS

ON-GOING MOVE

FORWARD
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Highlights

February 27

Expansion of the strategic
partnership between MTS
and Microsoft in the Russian
market in the field of mobile
applications, launch of a new
product line for corporate
market.

April 29

Approval of the new revision of Divi-
dend Policy Regulations, which ties
payments to the free cash flow gen-
erated by the company. The minimum
payout of dividends in 2013-2015 will
be determined by the higher of the
two values: a minimum of 75% of the
free cash flow of MTS 0JSC for the last
financial year on the basis of U.S. GAAP
reporting, or 40 billion rubles a year.

2013

March 29

Acquisition of 25.095% of the
outstanding shares of MTS Bank
0JSCin accordance with the
terms of the indicative offer
signed in October 2012 between
MTS and the Bank’s majority
shareholder — JSFC Sistema for
the amount of 5.09 billion rubles.
The transaction was completed
in early April 2013.

MTS brand for the sixth time was
rated among the one hundred
leading global brands BRANDZ™,
formed by leading international
research agency Millward Brown
Optimor. MTS brand ranks among
the ten leading global telecom-
munications brands by brand
value. Brand value for the year
grew by 11.2% to 10.63 BUSD.

April 3 -May 30

Placement of exchange-
traded debentures for

10 billion rubles for a period
of 10 years at MICEX with put
option for five years; place-
ment of 10 year Eurobonds
for $500 million with a rate
of 5.0% per annum.

June 20

Signing of an agreement
with Ericsson on joint
development of telecom-
munications infrastructure
and cooperation in the
construction of 4G net-
works in Volga, Siberia, the
Urals and Southern federal
districts.

June 25

The meeting of Share-
holders of MTS decided to
pay dividends for 2012 in
the amount of 14.6 rubles
per one ordinary share of
MTS (or about 29.2 rubles
per ADR); total amount of
dividends was 30.2 billion
rubles.

June 25

MTS reached an agree—
ment with Altimo, Nomi-—
hold Securities Inc. (Nomi-
hold) and other related
parties on the settlement
of all disputes related to
investments in LLC Bitel.

August—December August 26

Completion of dividend
payout to shareholders for
the year 2012 in the amount
of 14.6 rubles per one ordi-
nary share of MTS (or about
29.2 rubles per ADR); total
amount of dividends was
30.2 billion rubles.

Launch of 4G networks in
Tambov and Amur Oblast,
Pskov Oblast, Kirov Oblast,
Republic of North Ossetia-
Alania, Khabarovsk Territory,
Republic of Udmurtia, Trans—
Baikal Territory, Rostov Oblast,
Kaluga Oblast, Novosibirsk
Oblast, Krasnoyarsk Territory.

October 25

MTS retail chain
started sales of
iPhone 5s/5c.

November 29

Payout of interim dividend

for the first half of 2013 in the
amount of 5.22 rubles per one
ordinary share of MTS (10.44
rubles per ADR), amounting to
approximately 10.8 billion rubles.

Signing an agreement with Nokia
Siemens Networks on joint devel-
opment of telecommunications
infrastructure and cooperation in
construction of 4G networks in the
Moscow region and the Central
Federal District of Russia.

October 2

Appointment of Andrey
Smelkov, a member of
the Board of MTS 0JSC as
Vice President for Foreign
Subsidiaries.

December 10

Lowering interest rate to 8.45%
from 8.50% per annum and
rescheduling payments under
Sberbank credit facility totaling
80 billion rubles.



Background

MTS 0JSC was established as Mobile TeleSystems
Closed Joint-Stock Company by Moscow City
Telephone Network Open Joint Stock Compa-
ny (MGTS), Deutsche Telekom (DeTeMobil), Sie-
mens and several other shareholders in October
1993. Four Russian companies owned 53% of the
stock, while two German companies had 47%. At
the end of 1996, JSFC Sistema bought out the Rus-
sian shareholders’ stake and DeTeMobil bought
the remaining stake from Siemens.

In 2000, Mobile TeleSystems CJSC and Rus-
sian Telephone Company CJSC merged to
form Mobile TeleSystems Open Joint Stock
Company. The same year, the Company en-
tered the world stock markets. Since June
30th, 2000, the stocks of MTS 0JSC have been
trading on the New York Stock Exchange as
American Depositary Shares (index MBT).

In 2009, MTS 0JSC acquired the control-
ling stake in COMSTAR-UTS 0JSC, one of the
lead fixed operators, and Eurotel 0JSC, a
backbone provider, thus obtaining the pos-
sibility to provide data services using wire-
line and wireless technologies.

In March 2013 MTS 0JSC acquired 25% +1
share of MTS Bank 0JSC. Our Company en-
tered into a five-year agreement with MTS
Bank on joint development of loan product

“MTS Money.” It is expected that by 2017 the
share of financial services in the net income
of the Company will be no less than 5%, and
MTS expects to become for its customers a
single point of entry for telecommunications
and financial services.

In 2013, MTS was voted the most valu-
able Russian telecom brand according to
Interbrand. MTS was the only Russian tele-
com brand to be ranked among the top 100
global brands BRANDZ ™. This year, the brand
value of MTS increased by 11.2% to 10.63 bil-
lion dollars. In 2013, the company launched
commercial operation of LTE-FDD networks
in Moscow, Moscow Oblast and other 15 re-
gions of Russia. Within the framework of the
project, GPON MTS connected more than
two million apartments in Moscow to the
fiber-optic line that allows to use the In-
ternet at a fixed rate of up to one Gbit / s.
In addition, MTS offers fixed FTTB / FTTH solu-
tions in more than 180 Russian cities and also
leverages its retail network to increase the
penetration of consumer devices to access
the Internet, developing its own branded
line of affordable smartphones.

Based on synergy with fixed broadband,
MTS offers its customers digital cable TV
(IPTV and DVB-C), video services, compre-
hensive solutions for offices, combining fixed
and mobile communications. Together with
JSFC Sistema, MTS launches OTT- multimedia
entertainment portal Stream.ru — universal

online store with a wide selection of li-
censed video content.

Today MTS 0JSC is the largest mobile op-
erator in Russia, Eastern and Central Europe
in terms of subscribers. Services of MTS 0JSC
are available in all regions of Russia. As of
December 31, 2013 MTS serves more than 107
million subscribers in various regions and
countries.

MTS 0JSC is the central Company of MTS
Group, which also includes the subsidiar-
ies and affiliates of MTS 0JSC. MTS Group

provides integrated mobile and fixed te-
lephony, long-distance and international
communications, cable television services,
data transmission services based on wire-
less and wired solutions, including fiber ac-
cess technologies and third and fourth gen-
eration mobile networks, as well as financial
services. The current position of MTS is the
leadership in the development of networks
and digital access services, branded retail
chain, a wide range of additional services,
experienced and stable management team.



COMPANY DEVELOPMENT HISTORY

1993 QL

MTS was established e Launching
services in the
Moscow license

1997

o Start of regional
expansion in Russia

2000

e |PO on NYSE exceeded

2002

e Expansionin
CIS, and launch
of operations in

2003

e Acquisition of the
leading Ukrainian
operator UMS

2004 2005

e Acquisition of e Acquisition of
Uzdunrobita, No. 1 BCTI, No. 1 mobile

$350 million to fund
expansion in Russia and

by fixed-line operator
MGTS, Deutsche

Telekom, Siemens and
other investors

2007

area

2008

2009

CIs

2010

Belarus

2011

2012

mobile operator in operatorin
Uzbekistan Turkmenistan

2013

e Acquisition of the Entering into strategic | ¢ Launching e Acquisition of a number Signing of Obtaining frequencies and e Agreement signed between
leading Armenian partnership with monobrand of regional broadband memorandum with federal licenses to provide LTE Altimo, MTS, Nomihold
mobile operator Vodafone retail chain of and cable TV operators, Skartel telecommunications services in Securities Inc. and other
VivaCell MTS (RTC CJSO start of consolidation of Russia, launching own network in related parties on the
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Obtaining license

fixed assets of MTS

Participation in

Moscow

settlement of all disputes

for the construction the Union of LTE related to investments
of UMTS network in Suspension of Operators Acquisition of Tascom CJSC . .
. . . in LLC Bitel, the former
Russia MTS operations in . . . . .
e . Merger of Comstar Resumption of operations in largest mobile operator in
by MTS completed Turkmenistan, connection of about Kyrgyzstan.

Launch of the first
LTE network in CIS in
Uzbekistan

1 million subscribers by the end of 2012

Signing indicative offer with MTS
Bank and JSFC Sistema to acquire up
to 20,095% of the share capital of MTS

Bank 0JSC

Suspension of operations in

Uzbekistan

Approval of the new revision
of dividend policy of MTS




President’s Message

to Shareholders

DEAR SHAREHOLDERS,

We are witnesses and actors of the revolu-
tionary transformations in modern telecom-
munications, conditioned by recent landmark
changes in customers’ consumption patterns.
The crucial request of private and corporate
customers has been transformed from “always
be connected” into “always be online”, and
then into “always be online at high speeds”.
It is high-speed Internet that is capable today
to expand comfort zone of a person, increasing
its work efficiency, quality of life, and providing
additional security.

From the perspective of our busi-
ness, one of the most important effects of
changed customer preferences is the ex—
pected slowdown in revenue from voice
services and the need for their replace-
ment. MTS Group is fully prepared for
these changes and considers them only
as an opportunity to strengthen its lead-
ership in the markets where it operates,
primarily due to organic growth in data
revenue. We feel confident here due to the
active modernization of 3G, construction of
LTE networks, which by 2015 will cover the
entire territory of Russia, as well as due to

12

convergence with fixed data transfer stan-
dards GPON and FTTB — MTS Group has ev-
erything necessary for better access to the
Internet — at home, at work and on the
street.

In 2013, MTS Group adopted a new de-
velopment strategy for 2014-2016, which
is based on three key areas: “data”, “dif-
ferentiation” and “dividends”. It specifies
the existing strategic objectives of MTS
and focuses on topical and fundamentally
important aspects for the global tele-
communications player: increased pen-
etration of mobile Internet services, di-
versification of the Company’s services,
improving operating efficiency and, con-
sequently, increasing payments to share-
holders.

From the standpoint of differentiation,
MTS will focus on innovative products and
services. In particular, it will expand its
presence in the banking market through
unique services that are not available to
other credit institutions lacking modern
telecommunications infrastructure. Also
MTS and MGTS will continue to develop cut-
ting-edge television and video services as
well as digital platforms in Moscow based
on GPON network, which is the basis for in-
troduction of advanced city management
systems.

Implementation of these opportunities
and traditionally rigorous approach of MTS

to improvement of operational efficiency
allows us to progressively increase the rate
of cash flow and apply a significant part for
dividend payments. In 2014 and 2015 MTS

intends to increase the total payouts to
shareholders to 90 billion rubles due to in-
creased free cash flow and strong operating
performance.

President of MTS 0JSC
Andrey Dubovskov 1 {)7/'
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Market Position
of the Company

As of December 31, 2013, MTS 0JSC held licenses
for all 83 regions of the Russian Federation. Sub-
sidiaries of MTS 0JSC continued to operate in the
reporting year in Ukraine (Pr JSC MTS UKRAINE),
Republic of Armenia (K-Telecom CJSC), Repub-
lic of Turkmenistan (BE MTS-Turkmenistan) and
Republic of Belarus (MTS Joint LLC). The total
population of the licensed area of MTS exceeds
200 million.

In Russia mobile services are provided by
three federal operators — MTS 0JSC, Mega-
fon 0JSC and Vympelcom 0JSC as well as sev-
eral dozens smaller regional telecom com-
panies operating under different cellular
communications standards: GSM, NMT 450
and CDMA-1x, UMTS (3G). According to AC&M,
as of December 31, 2013, mobile penetration
in Russia reached 170.0%, and the total num-
ber of subscribers reached 242.8 million. With
that, MTS 0JSC holds the leading position in
Russia in terms of subscriber base, with 31%
market share, Megafon 0JSC and Vympelcom
0JSC market shares amount to 28.1% and
23.3% respectively. MTS 0JSC and its subsid-
iaries and affiliated companies in Russia col-
lectively had 75.3 million customers as of De-
cember 31, 2013.

Russia’s largest mobile communication
markets (by the number of customers) are
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Moscow and Moscow Region and St. Pe-
tersburg and Leningrad Oblast. According to
AC&M, mobile penetration in Moscow and
the Moscow Region was 216.6% at December
31, 2013. The total number of customers of all
operators in Moscow and Moscow Region is
estimated at 40.3 million, with the share of
MTS 0JSC reaching 37.4%. Mobile penetra-
tion in St. Petersburg and Leningrad Oblast,
according to AC&M, was 211.5% as of Decem-
ber 31, 2013, with total number of customers
of 13.9 million. MTS market share is recorded
at 28.0%.

The most important regional market
(apart from Moscow and St. Petersburg) is
the Krasnodar Territory (including Repub-
lic of Adygeya), where the number of mo-
bile subscribers as of December 31, 2013 ex-
ceeded 10.6 million according to AC&M, as
well as Sverdlovsk Oblast — 7.4 million, Rostov
Oblast — 6.5 million, Republic of Bashkorto-
stan — 6.4 million and Republic of Tatarstan —
6.2 million.

As of Q4 2013, the number of subscrib-
ers of subsidiaries and affiliates of MTS 0JSC
in the CIS countries is as follows: 22.7 mil-
lion (including CDMA) in Ukraine (Pr JSC MTS
UKRAINE); 2.0 million in Turkmenistan (MTS-
Turkmenistan EC), 2.4 million in the Republic
of Armenia (K-Telekom CJSO), 5.4 million in
the Republic of Belarus (MTS JLLC, not con-
solidated into financial statements of the MTS
Group).

Mobile Internet becomes the main growth
driver in the mobile market in Russia and CIS.
MTS shows the highest rate of data revenue
growth (in Q4 2013, y-o-y growth amounted
to about 50%). According to AC&M. market
share of MTS in terms of data revenue in Q4
2013 was 37%, which is 2 per cent higher than
the last year.

One of the key indicators of popularity and
availability of mobile Internet services is the
penetration rate of smartphones. For our
company in 2013 this figure exceeded 31%. Ev-
ery third MTS subscriber uses a smartphone.
According to our estimates, it is twice as high
as the Russia’s average.
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Company Outlook

In 2013, MTS 0JSC reaffirmed its leadership in
the markets where it operates, showing excel-
lent performance as compared with the previ-
ous reporting period. Importantly, MTS 0JSC is
not just holding leadership positions, but consis-
tently and actively developing new areas of busi—
ness. And in this sense, 2013 was marked by trans-
formation of MTS 0JSC into a leading multi-ser-
vice operator, offering not only a full range of the
most advanced telecommunications services, but
also access to ultra high-speed 4G LTE networks,
banking services of the highest class, high-speed
fixed access under GPON technology, digital
TV, etc. It is important to note that the Compa-
ny’s consolidated subscriber base in the mobile
business increased by 6.9% by the end of 2013 to
102.43 million.

Actual proof of strong market position
of the Company is the consolidated rev-
enue of the Group, demonstrating impres-
sive growth +5% in 2012; in absolute terms,
this figure reached 398.4 BRUR. Consoli-
dated net income from continuing opera-
tions in Q4 2013 grew by 28% year-on-year
and amounted to 19.8 BRUR. In annual terms,
this indicator increased by 22% to 76.1 BRUR.
Free cash flow from continuing operations
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in 2013 increased year-on-year by 52% to
68.9 BRUR. Consolidated OIBDA in Q4 2013 in-
creased by 11% to 45.0 BRUR, year-on-year.
In annual terms, consolidated OIBDA in-
creased by 8% to 175.0 BRUR. OIBDA margin
in Q4 2013 increased y-o-y by 1.8 percent-
age points to 42.9%. In annual terms, it in-
creased by 1.1 percentage points to 43.9% in
2013. Consolidated net income in Q4 2013 (y-
0-y) increased by 16% to 19.8 BRUR. By the
end of 2013, the growth of this indicator was
169% to 79.8 BRUR.

Business in Russia, the key domestic
market of the Company, shows a steady
positive development dynamics. Revenue
in Q4 2013 increased by 7% to 94.2 BRUR
year-on-year. In the fourth quarter OIBDA
amounted to 41.1 BRUR, increase of this indi-
cator as compared to the same period last
year was 11%. OIBDA margin for the fourth
quarter increased by 1.7 percentage points
to 43.7% y-o-y. Revenue from mobile ser-
vices in Russia grew in Q4 2013 by 8% to 71.6
BRUR, y-o-y. Revenue from fixed services
went up by 5%. Revenue from data services
were record high at 13.8 BRUR. This indica-
tor increased by 49%. APRU was 315 rubles,
showing an increase of 3% as compared to
Q4 2012. MOU grew by 7% to 345 minutes
over the same period. Subscribers churn in
Russia in Q4 2013 was 9.0%, which is an ab-
solute record for the last four years. In the
fourth quarter of 2012, the figure was 11.0%,

so it declined by 2 percentage points over
the year.

We should also note the continued suc-
cessful development of branded retail chain
of MTS 0JSC. At the end of Q4 2013, retail
chain of MTS consisted of 4,034 outlets, in-
cluding 1,197 franchised stores. In 2013, the
Company focused on the growth of efficien-
cy of outlets and optimization of franchised
stores. In Q4 2013, the share of smartphone
sales amounted to 65.0% of the total num-
ber of phones sold in the outlets of MTS.
Sales of MTS contracts also remain at a con-
sistently high level; with that, the Company
attracts high-margin customers.

In the Ukrainian market, despite the ad-
verse macroeconomic factors, revenue
growth year-on-year was 3% (up to 9.965
BUAH) amidst continued subscriber growth.
Decline in ARPU and MOU y-o-y of 4% and
3% (up to 38 hryvnia and 577 minutes), re-
spectively, is associated with increased
number of low-margin customers. OIBDA
growth of 5% per year (up to 5.176 BUAH) is
amplified by a steady reduction of churn,
reduced costs to attract customers and im-
provement of overall business performance.
MTS Ukraine continues to show high profit-
ability of the business, OIBDA margin grow-
ing by 1.1% year-on-year, to 51.9%.

In Armenia and Turkmenistan markets,
MTS 0JSC also holds a strong position. For
example, in Armenia revenue growth year-
on-year was 3% (up to 79.9 billion drams),
due to the active promotion of consumption
of voice and data services, as well as grow-
ing market share. Churn reduction contin-
ues through customer loyalty campaigns.
In the Turkmen market, after relaunching
the network on August 30, 2012, the exist-
ing subscribers were able to reactivate
their SIM-cards. By the end of 2013, revenue

increased to 253 million manat (166% per
year) due to increase in the subscriber base
and increased demand for voice, Inter-
net and content services. Quarterly OIBDA
growth by 62% (from 26.9 to 43.5 million
manat) reflects the cancellation of reserves
for salary fund and stock options, reserves
for frequency payments, rental costs, re-
serves for dismantling network equipment
due to elimination of BCTI, a subsidiary of
MTS 0JSC in Turkmenistan.

Rapid growth of penetration of mobile
devices connected to the Internet, such as
smartphones and tablets, continues. Pen-
etration of consumer devices, combined
with active deployment of 4G LTE networks
becomes a growth driver of consumption of
data services in 2013. As a result, MTS 0JSC
for the fourth consecutive quarter has been
the leader in terms of data revenue dynam-
ics in Russia. In future, MTS 0JSC will also
continue to build a modern third and fourth
generation network infrastructure, which,
in turn, will ensure not only the Company’s
market leadership, but also become the
basis for an excellent customer experience
for all target segments. Fixed business of
the Company has been developing success—
fully as well. Thus, as a result of migration of
pay-TV subscribers to digital TV platform and
the total growth of consumption of DTV and
broadband services by subscribers of up-
graded networks in the regions, as well as
resulting from subscribers migrating from
ADSL to modern high-speed GPON technol-
ogy and subscriber base growth in Moscow,
ARPU in the mass market grew +7% y-o-y
(to 310 rubles). ARPU growth y-o-y basis
in the corporate market at +13% (to 8,962
rubles) is due to sales of additional services
and projects for video surveillance of mu-
nicipal infrastructure in Moscow.
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Traditionally the Company gives high pri-
ority to the development of infrastructure,
which is its key asset. During 2013, MTS 0JSC
launched commercial operation of LTE-FDD
network in Moscow and Moscow Oblast, as
well as 15 other regions of Russia. Thus, the
Company remains the flagship of the digital
revolution in the Russian market, enabling
unprecedented rate of LTE rollout. By the
end of 2014, MTS 0JSC plans to launch LTE
networks in 600 cities in 74 regions of Russia.
MTS 0JSC launches LTE network in the 2600
MHz band in urban areas in order to achieve
maximum capacity and the highest data
rates. After efforts on clearing the frequen-
cy spectrum, MTS 0JSC plans to use in urban
areas 800 MHz frequencies to improve the
quality of indoor-coverage and overall net-
work quality. MTS 0JSC has a spectrum of 10—
25 MHz in the 1800 MHz band in 76 regions,
which can be used for the development of
LTE 1800MHz after switching voice traffic into
the GSM900/UMTS2100 band. After the launch
of LTE Advanced technology, the Company
will be able to combine the bandwidth of

various widths to further increase the ca-
pacity and speed up to 300 Mbit / s.

Finally, MTS 0JSC continues to actively
develop related business areas, other than
of mobile and fixed services, such as banking
services. As part of the work in this area, the
acquisition of 25.095% of MTS Bank 0JSC was
completed in accordance with the indicative
offer signed in October 2012 between MTS
Bank 0JSC and the majority shareholder —
JSFC Sistema. Work in the field of telematic
services (machine-to-machine), as well as
cloud computing is in progress. All this, plus
the active development of converged solu-
tions based on fixed networks, such as video
surveillance, are among the priority areas
of development of the Company.

Already for 20 years MTS has been steadi-
ly reaching the most difficult, the most chal-
lenging goals, remaining the undisputed
leader of the telecommunications market,
going ahead of the competition and pro-
viding its customers the best services in the
telecommunications sector and beyond, al-
ways and everywhere.

Our Strategy

Leadership of MTS 0JSC in the markets is based
on consistent implementation of 3i Strategy —
Integration, Internet, Innovation. Thanks to the
3i Strategy MTS 0JSC becomes a true multiser-
vice player, going beyond the traditional telecom
markets and finding new growth points: it is not
just active construction of modern infrastruc-
ture of 4G LTE networks, not just active develop-
ment of high-speed fixed access technologies,
such as GPON, but also provision of financial and
banking services on the basis of MTS Bank, devel-
opment of intelligent converged products in the
field of video surveillance, etc.

Attention to related business areas, such
as cloud computing, M2M and banking ser-
vices, up-front investment in infrastructure
development using the latest LTE and GPON
technologies, providing digital TV services,
active development of own branded retail
chain and promotion of available consumer
devices with Internet access, particularly
smartphones, are all integral elements of
the 3i Strategy and necessary components
of the Company’s success.

Successful implementation of the 3i
Strategy 2013 is evidenced by operating re-
sults of the Company: in 2013 consolidat-
ed revenue of MTS 0JSC y-o-y increased
by 5% to 398.4 BRUR. Consolidated OIBDA

grew in Q4 2013 by 11% to 45.0 BRUR, year-
on-year. In annual terms, consolidated Ol-
BDA margin increased by 8% to 175.0 BRUR.
OIBDA margin in Q4 2013 increased y-o-y
by 1.8 percentage points to 42.9%. In annual
terms, it increased by 1.1 percentage points
to 43.9% in 2013. Consolidated net income
in Q4 2013 grew y-o-y by 16% to 19.8 BRUR.
Over the year, this indicator grew by 169%
to 79.8 BRUR. Consolidated net income from
continuing operations in Q4 2013 increased
by 28% year-on-year and amounted to
19.8 BRUR. In annual terms, this indica-
tor grew by 22% to 76.1 BRUR. Free cash
flow from continuing operations in 2013 in-
creased year-on-year by 52% to 68.9 BRUR.
Consolidated subscriber base of the Com-
pany in mobile business by the end of 2013
increased by 2.4% to 107.83 million people.
Finally, MTS brand for the sixth time was rat-
ed among the one hundred leading global
brands BRANDZ ™, formed by leading inter-
national research agency Millward Brown
Optimor. MTS brand ranks among the ten
leading global telecommunications brands
by brand value. Brand value for the year
grew by 11.2% to 10.63 BUSD.

Total capital expenditures of MTS Group
in 2013 amounted to 81.6 BRUR. MTS Group’s
capital expenditure in 2013 were aimed at
the development of 3G networks in Russia,
construction of 4G LTE networks, recon-
struction of MGTS networks based on GPON
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MTS 3i Strategy

Strategic
direction

Integration

New channels and
points of contact
with customers

Internet

More effective
channels for
additional value

Innovations

Differentiation
of products and
services

Tactics

Seamless customer experience for all

segments

Rapid deployment of broadband
access infrastructure (fixed network /

3G/ LTE)

Integrated sales channels

Key benefits

User lifetime value is
increasing

Improved quality of connection

Convincing experience of Internet

users

Best-in—class content applications and

services

Exclusive devices

Cutting—edge products and services

for all customer segments

Seamless customer experience at
home, at work and on the move
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technology in Moscow and upgrading net-
works in the regions of Russia and countries
of presence. Capital expenditures of the
Group in 2013 correspond to the forecasted
value at around 20% of revenue. As a part
of the Company’s investment program, LTE-
FDD networks were commercially launched
in Moscow and Moscow Oblast, as well as in
15 other regions of Russia. By the end of 2014,

Generating
shareholder returns

MTS 0JSC plans to launch LTE network in 600
cities in 74 regions of Russia. MTS launches
LTE networks in the 2600 MHz band in urban
areas to achieve maximum capacity and
highest data rates.

MTS 0JSC has been and still is an attrac-
tive asset for investors and shareholders:
in 2013 MTS 0JSC paid dividends for the to-
tal amount of 41.0 BRUR, and high dividends

are an important element of the Company’s
strategy. In April 2013, MTS 0OJSC adopted a
new dividend policy, which provides that the
minimum amount of dividend payments in
2013-2015 will be determined by the higher of
the two values: a minimum of 75% of the free
cash flow of MTS 0JSC for the last financial
year on the basis of U.S. GAAP reporting, or
40 BRUR a year. In 2013 MTS 0JSC switched to
semiannual dividend payment based on the
results for the first and second half of the year.
In 2014 MTS 0JSC will start implemen-
tation of new “3D” strategy — “Data, Dif-
ferentiation, Dividends”. The new tsrategy
will replace the “3i” that already success—
fully fulfilled its tasks and will ensure long-
term Company growth and development.
MTS 0JSC expects growth of the Group’s
revenue at 3-5%. The main factors that
could affect the revenue growth are in-
crease in data revenue due to increasing
penetration of smartphones and modemes,
change of the concept of MTS retail outlets
for promoting sales of data—-generating de-
vices, as well as growth of broadband Inter-
net access and pay-TV markets in Russia.
Macroeconomic uncertainty and volatil-
ity in the markets of MTS Group can cause
revision of income and OIBDA forecasts,
which in turn may affect the financial and
operating performance of MTS Group. The
company expects OIBDA increase by more
than 2% in 2014. The main factors that could
affect OIBDA dynamics are revenue growth
in key markets, growth of consumption
of tariffs designed for data services and

smartphones and tablets, sales of handsets
and accessories, competitive factors, in-
crease in the share of inflation costs, mac-
roeconomic factors.

Capital expenditures of MTS group in 2014
will amount to 21% of revenue. Investments
include the expansion of networks and key
projects: construction of LTE networks in all
regions of Russia, modernization of 3G net-
works, extension of GPON network in Moscow
Oblast, modernization of the telecommunica-
tions infrastructure in Ukraine, maintaining
the current level of CAPEX in Armenia, con-
struction of 3G networks in Turkmenistan.

Due to high indicators in 2013 and high
level of free cash flow, MTS raises dividend
forecast for 2014-2015 to at least 90 BRUR for
two years in aggregate. MTS plans to en-
sure a high level of dividends due to work on
stable markets, macroeconomic stability, as
well as the expected level of CAPEX of about
90 BRUR in 2014 and 85 BRUR in 2015.

Following the principles of leadership
and constantly focusing on the needs of the
Company’s customers — both subscribers
and shareholders, MTS 0JSC will continue
to work actively in its markets in both tra-
ditional telecom sectors, such as mobile and
fixed telephony, and adjacent sectors, for
example, in financial services, convergence,
etc. This will enable MTS 0JSC to maintain
high growth rates in the future and main-
tain performance at the highest level, going
before the competition and moving a step
ahead of expectations of customers and
shareholders.
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Report of the Board
of Directors

In 2013, MTS 0JSC successfully fulfilled its obliga-
tions to the shareholders and to subscribers.
Thanks to consistent implementation of the 3i
Strategy — Integration, Internet, Innovation, the
company is a recognized leader in its markets
both in telecom business, fixed and mobile, and in
related industries, such as financial and banking
services, in the area of development of branded
retail chain, etc.
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In accordance with the Company’s strat-
egy in 2013 unprecedented efforts were
made to accelerate the deployment of 4G
LTE networks: LTE-FDD networks were com-
mercially launched in Moscow and Mos-
cow Oblast, as well as in 15 other regions of
Russia. By the end of 2014 MTS 0JSC plans to
launch LTE network in 600 cities in 74 regions
of Russia. MTS launches LTE network in the
2600 MHz band in urban areas in order to
achieve maximum capacity and the highest
data rates. This, along with the development
of high-speed fixed access networks, such
as GPON in Moscow, will allow MTS 0JSC to
provide its customers the most advanced,
high-speed Internet access services ev-
erywhere — at work, at home and on the
road. By the end of 2013, more than 2 million
households have been upgraded in Moscow
as a part of development of fixed networks
of the Company.

Branded retail chain of MTS has been ac-
tively developing as well. At the end of Q4
2013, it consisted of 4,034 outlets, including
1,197 franchised stores. In 2013, the company
focused on the growth of efficiency of out-
lets and optimization of franchised stores.
In Q4 2013, the share of smartphone sales
amounted to 65.0% of the total number of
phones sold in the outlets of MTS. Outpac-
ing growth in sales of smartphones is due
to the high demand for low cost branded
devices to access the Internet and promo-
tional offers for data services. Revenue from
data services in Russia — the key market of
the Company — showed a record growth,
amounting to 13.8 BRUR. This indicator in-
creased by 49%. MTS 0JSC for the fourth
consecutive quarter has been the leader in
terms data services revenue dynamics in
Russia.

Successful implementation of the 3i
Strategy 2013 is evidenced by operating re-
sults of the Company: in 2013 consolidated
revenue of MTS 0JSC y-o-y increased by
5% to 398.4 BRUR, and consolidated OIBDA
grew in annual terms by 8% to 175.0 BRUR.
OIBDA margin increased in annual terms by
1.1 percentage points to 43.9% in 2013. Con-
solidated subscriber base of the Company in
mobile business by the end of 2013 increased
by 2.4% to 107.83 million people. Finally, MTS
brand for the sixth time was rated among
the one hundred leading global brands

BRANDZ ™, formed by leading international
research agency Millward Brown Opti-
mor. MTS brand ranks among the ten lead-
ing global telecom brands by brand value.
Brand value for the year grew by 1.2% to
10.63 BUSD.

Chairman of MTS 0JSC Board of Directors
Ron Sommer

Dividend obligations are being performed
in full: in 2013 MTS 0JSC paid dividends for
the total amount of 41.0 BRUR. In April 2013,
MTS 0JSC adopted a new dividend policy,
which provides that the minimum amount
of dividend payments in 2013-2015 will be
determined by the higher of the two val-
ues: @ minimum of 75% of the free cash flow
of MTS 0JSC for the last financial year on the
basis of U.S. GAAP reporting, or 40 BRUR a
year. In 2013 MTS 0JSC switched to semian-
nual dividend payment based on the results
for the first and second half of the year. Due
to strong performance in 2013 and high level
of free cash flow, MTS raises dividend fore—-
cast for 2014-2015 to at least 90 BRUR for two
years in aggregate. MTS plans to ensure a
high level of dividends due to operations in
stable markets, macroeconomic stability, as
well as the expected level of CAPEX of about
90 BRUR in 2014 and 85 BRUR in 2015.

In 2013, MTS 0JSC celebrated its 20th an-
niversary. And we can rightly say, summing
up, that it was 20 unforgettable years, full
of victories and subordinated just to one
rule — moving forward constantly. Without
a doubt, this is only the first step in a long
journey of the Company and MTS 0JSC in the
future only strengthen its leadership posi-
tion in the markets. Today, we began trans-
formation of the Company into a multi-ser-
vice operator, and have already made the
first successful efforts in this direction, stay-
ing as usual one step ahead of the boldest,
most ambitious expectations.

/)
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Operating Results

Mobile communications market in Russia and CIS
countries has been developing very rapidly, ow-
ing to the steady decline in prices, both for ser-
vices of mobile operators and subscriber equip-
ment. The result has been the growth of mobile
penetration into wider population groups.

The trend towards slower growth in the
subscriber base of mobile operators for the
first time appeared in 2005, and continued
in the following years. This can be attrib-
uted to the gradual saturation of the mar-
ket and operators’ focus on the “quality” of
the subscriber base. Thus, in Russia all the
Big Three operators have reduced custom-
er churn in 2013; MTS reduction was more
than 6 percentage points. In this connection,
marketing efforts of operators shifted from
attracting new customers towards improv-
ing loyalty and profitability of existing sub-
scribers and attracting to its network sub-
scribers of competing companies. Additional
incentive to intensify the competition for
customers’ loyalty was the fact that in 2013
the Ministry of Communications made sub-
stantial changes to telecom legislation. On
December 1, 2013 a law on mobile number
portability came into force. At the moment,
the introduction of mobile number porta-
bility did not have a significant effect on the
market share of mobile operators in Russia.
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By the end of 2013, the penetration rate
of mobile communication services reached
170%, which puts Russia among the most
developed telecommunications markets in
the world. Being one of the leading players
in the telecommunications market in Russia
and CIS, MTS aims to employ existing growth
potential in all the most dynamic segments
of the industry.

In the Company’s traditional segment of
mobile telephony the major growth factors
are increased overall use of communica-
tions services and more active consump-
tion of value-added services by subscribers,
with their loyalty increasing. MTS offers its
customers tariff plans at fair prices, timely
and regular informing them of any changes
in terms of service and tariff plans. MTS de-
velops its tariff plans also taking into account
regional specifics, which allows to market
offers tailored to each region.

Development of the mobile Internet is
increasingly important for the growth of
mobile market in Russia and CIS. The year
2013 became extremely successful for MTS
in terms of development of this business.
In 2013, MTS showed the highest data rev-
enue growth in the Russian market (in Q4
2013 y-o-y growth amounted to about
50%). According to AC&M, market share
of MTS data revenue in Q4 2013 was 37%,
down 2 percentage points from the last
year.

The basis for qualitative growth in con-
sumption of mobile data services is the de-
velopment of 3G network which operates in
all federal districts of Russia, Armenia, Be-
larus. 3G network was launched in Turkmen-
istan. Important role in the development

of digital services is played by LTE. In 2014,
LTE penetration rate among users of digital
services will be 7%, and by 2016 the figure
will exceed 25%. “Heavy” customers that
consume a large amount of data traffic will
be the first to move to LTE. Developing LTE
networks, we expect to attract and retain
these customers. Migration of active cus-
tomers to the new technology will relieve
3G networks. According to our estimates,
LTE will begin to make a noticeable contri-
bution to revenue in 5 years; however the
technology already today is able to provide
the most demanding customers a com-
pletely new service level. By the end of 2013,
LTE network is commercially launched in 17
regions of the country. MTS is the first Rus—
sian operators to provide a possibility to use
LTE networks in international roaming.

MTS 0JSC is actively developing its own
network of sales and service centers that
allow to sale branded unique products and
services, to provide quality service to cus-
tomers and have positive effect on MTS
brand awareness. The smartphones pen-
etration rate is important for the develop-
ment of mobile Internet, in which connec-
tion MTS is actively developing its branded
smartphones and tablets at an attractive
price.

In addition to above, the Company moni-
tors inorganic growth opportunities, both
in the markets of presence and beyond. MTS
0JSC has sufficient experience of integration
of acquired companies which allows effec-
tively incorporate them into the business
structure and get a positive economic effect
as quickly as possible.
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MTS GROUP FINANCIAL HIGHLIGHTS: REVENUE AND OIBDA

I +6%

98.4

92.9
GROUP REVENUE
(RUB bin)

Q4 2012 Q12013

, +11%

40.5 393
GROUP OIBDA
(RUB bin)
OIBDA Margin 41.1% 42.4%

Q42012 Q12013

YEAR-ON-YEAR REVENUE GROWTH DRIVEN BY A
SUSTAINED INCREASE IN DATA REVENUE IN RUSSIA
AND SUBSCRIBER GROWTH IN KEY MARKETS

Q-ON-Q REVENUE GROWTH BUCKS SEASONAL
TRENDS DUE TO HIGHER-VALUE SUBSCRIBER
ADDITIONS, INCREASED DATA ADOPTION AND
EXPANSION OF FIXED-LINE BUSINESS IN RUSSIA
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— *1% — — *5% /)

103.4 104.8 378.2 398.4

Q22013 Q32013 Q42013 2012 2013
— 3% — — *8% —

46.3 45.0 617 175.0

44.8% 42.9% 42.8% 43.9%

Q22013 Q32013 Q42013 2012 2013

YEAR-ON-YEAR OIBDA IMPROVEMENT REFLECTS
EXPANSION OF HIGHER-MARGIN DATA REVENUE,
SUSTAINED IMPROVEMENTS IN THE COMPANY’S
OPERATING EFFICIENCY, AND DECLINE AS A
PERCENTAGE OF SALES OF HIGH-COST HANDSETS IN
THE REVENUE MIX

SEASONAL Q-0-Q OIBDA DECLINE MITIGATED BY
STRONGER TOP-LINE PERFORMANCE

MTS GROUP FINANCIAL HIGHLIGHTS: NET INCOME

| +28%

15.5 2.9
GROUP NET INCOME FROM :
CONTINUING OPERATIONS'
(RUB bin)
Net income margin 15.7% 13.9%

Q42012 Q12013

I +16%

2
17.0 13.0
TOTAL GROUP NET INCOME
(RUB bin)
Net income margin 17.3% 14.0%

Q4 2012 Q12013

STRONG Q-ON-Q AND Y-0-Y BOTTOM LINE
PERFORMANCE ENHANCED BY STABLE REDUCTION
OF G&A AND D&A, IMPROVED CONTRIBUTION FROM
MINORITY SHARE BUSINESSES IN BELARUS, LOWER
INTEREST EXPENSES AND SUSTAINED GROWTH IN
OIBDA

— +*9% — —+22%—
76.1
181 19.8 62.5 I
17.5% 18.9% 16.5% 19.1%
Q22013 Q32013 Q42013 2012 2013
— +9% — —+169%—
79.8
181 19.8
l 29.6%
17.5% 18.9% 7.8% 20.0%
Q22013 Q32013 Q42013 2012 2013

STRONG NET INCOME PERFORMANCE IN Q4 2013,
DESPITE NEGATIVE IMPACT FROM NON-CASH FOREX
LOSS IN THE AMOUNT OF RUB 840 MLN

NET INCOME DYNAMICS IN 2013 REFLECT ONE-
OFF GAINS REALIZED IN CONNECTION WITH
SETTLEMENT OF LITIGATION OVER BITEL LLC AND
DISCONTINUATION OF OPERATIONS IN UZBEKISTAN

1 Represents ongoing MTS operations exclusive of operations in Uzbekistan.
2 Includes a non-cash impairment for goodwill and long-lived assets of RUB 979 min and a gain from the re-
versal of provision for claims in Uzbekistan of RUB 2 510 min resulting from the suspension of operations in July

2012.

3 Includes a non-cash gain on deconsolidation of Uzbekistan of RUB 3 682 min.
4 Includes a non-cash impairment for goodwill and long-lived assets of RUB 20 037 min and provision for
claims in Uzbekistan of RUB 13 948 min resulting from the suspension of operations in July 2012.
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OPERATING AND FREE CASH FLOW FROM CONTINUING OPERATIONS'!

T +26% 0 +19% |
T +67% 0 +52% 1
159,924
134,856
107,017
68,883
45,460
26,928 .
(RUB mIn) 4.;
201 2012 2013
. Cash Flow from
Operating Cash Flow . continuing operations

SUSTAINED INCREASE IN CASH FLOWS DUE TO OIBDA REDUCTION IN NET DEBT/LTM OIBDA RATIO
GROWTH, IMPROVEMENTS IN WORKING CAPITAL AND TO 1.0X DUE TO IMPROVEMENT IN OPERATING
STABLE CAPEX SPENDING PERFORMANCE AND OUR SUCCESS IN MANAGING

DEBT PORTFOLIO
FREE CASH FLOW FROM CONTINUING OPERATIONS

REACHED RUB 68.9 BLN IN 2013 EXCLUDING ONE-
OFFS FROM SETTLEMENT OF PROCEEDINGS OVER
BITEL LLC

' Free Cash Flow from continuing operations excluding one-offs from settlement of proceedings over Bitel
LLC in the amount of RUB 4.1 billion.
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GROUP CAPITAL EXPENDITURES

87,783
81,575
76,238 72,798
(RUB min)
2010 201 2012 2013
Russia 69,277.8 66,868.7 82,896.2 70,909.9
Ukraine 4694.0 4486.9 4124.6 8840.2
Armenia 913.0 1343.7 751.0 1092.6
Turkmenistan 1353.6 H/0 1.2 7321
ooy
- as % of revenue 23.1% 20.9% 23.2% 20.5%
2010 201 2012 2013

CAPITAL EXPENDITURES AMOUNTED TO RUB 81.6 BLN KEY PROJECTS OF MTS GROUP IN 2013 INCLUDE

IN 2013 THE ENHANCEMENT OF 3G NETWORKS IN RUSSIA,
ROLL-OUT OF 4G NETWORKS THROUGHOUT RUSSIA,
OVERALL CAPEX SPENDING OF THE GROUP 2013 RECONSTRUCTION OF MGTS NETWORKS BASED
CAME IN LINE THE GUIDANCE OF ROUGHLY 20% OF ON GPON IN MOSCOW AS WELL AS NETWORK
REVENUE MODERNIZATION IN RUSSIAN REGIONS AND

COUNTRIES OF OPERATIONS
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GROUP MOBILE SUBSCRIBER BASE DYNAMICS

MTS SUBSCRIBERS )
(MLN UNLESS NOTED) Q32013 Q42013

Russia
Ukraine '
Turkmenistan
Armenia
Belarus ?

TOTAL MOBILE

IN RUSSIA, MTS CONTINUES TO ATTRACT AND
RETAIN HIGH-QUALITY SUBSCRIBERS BY
PROMOTING INNOVATIVE TARIFF PLANS AND
DRIVING SALES THROUGH ITS PROPRIETARY
RETAIL NETWORK

' Including CDMA subscribers

2 MTS owns a 49% stake in Mobile TeleSystems LLC, a mobile operator in Belarus, which is not consolidated
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73.14
22.41
2.01
2.38
5.33
105.27

75.32
22.66
2.02
2.44
5.39
107.83

+3.0%
+11%
+0.3%
+2.2%
+1.3%
+2.4%

RUSSIA

According to AC&M, as of the end of 2013, pene-
tration in the Russian telecommunications mar-
ket (SIM-cards) was 170%. The highest pene-
tration rates are observed in Moscow and St.
Petersburg — more than 216.6% and 211.5%, re-
spectively. According to AC&M, the share of MTS
0JSC subscribers in Moscow is 37.4%, in St. Pe-
tersburg, 28.4% and in Russia as a whole 31.0%.

To hold the leading positions in the mar-
ket, the Company continues its efforts aimed
at providing the customers not only high-
quality services, but the most favorable
tariffs, as well as enhancing growth of com-
munications quality, network coverage and
customer service level. MTS is constantly
working on introduction of attractive tar-
iff plans for both mobile and fixed services,
providing our customers with the oppor-
tunity to communicate freely — a comfort-
able level of consumption, without thinking
about the price. Thus, the popular tariff plan
Super MTS provides MTS customers the op-
portunity of free calls within the network.
During 2013, we increased the daily limit of
free minutes and reduced mandatory pay-
ment, finally abandoning it in the end of the
year. Decrease in the average cost per min-
ute and free calls within the network allow
our customers to communicate freely. Av-
erage consumption of voice minutes (MOU)
in MTS network is constantly growing,
reaching a Russia’s record in 2013 (345 min-
utes in Q4 2013, which is 7% higher than the
same period last year).

Also, in 2013, MTS launched a range of
Smart tariff plans, focused on the growing
audience of smartphone users. Smart tar-
iffs give our customers free voice calls and
large mobile internet packages for a low
monthly fee.

MTS develops its tariff plans also taking
into account regional specifics, which allows
to market offers tailored to each region.

The company has been consistently re-
ducing the cost of data for mobile Internet
users. From January to December 2013, the
cost was reduced by almost 15%. This was
made possible thanks to the rising popular-
ity of additional options allowing to receive
large mobile Internet packages at attractive
price.

MTS consistently removes borders for
communication of our customers in in-
ternational roaming. Today we offer our
customers options “Zero without Bor-
ders” which allow to significantly reduce
the cost of voice roaming through free
incoming calls. By the end of 2013 about
50% of roaming customers were using
“Zero without borders” option. Also we of-
fer our customers the option BIT abroad
which allows to significantly reduce the
cost of mobile Internet while roaming.
During 2013, we reduced the cost of ser-
vices for several popular destinations (e.g.
Ukraine), as well as increased the size of
the package (for example, Germany, Lat-
via and Lithuania).

In 2013, the joint project of MTS and MTS
Bank was launched. The partnership allowed
MTS to become the Russia’s only integrated
provider of telecom and financial services
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for today, employ the synergy of two areas
to increase the loyalty of customers and
monetization. MTS goal in the project is to
become a provider of financial services to
the largest subscriber base in Russia to im-

Furthermore, it is worth mentioning the
prospects offered to the Company through
its own mono-brand retail chain, active
construction of which took place in Russia
during 2009-2010. Our own sales channel al-

LTE Network Development

In 2013, MTS launched commercial opera-
tion of LTE-FDD networks in Moscow, Mos-
cow Oblast and other 15 regions of Russia.

By the end of 2014, MTS 0JSC plans to
launch LTE networks in 600 cities in 74 re-
gions of Russia.

MTS launches LTE network in the 2600
MHz band in urban areas in order to achieve
maximum capacity and the highest data
rates.

After efforts on clearing the frequency
spectrum, MTS plans to use in urban areas

800 MHz frequencies to improve the qual-
ity of indoor-coverage and overall network
quality.

MTS has a spectrum of 10-25 MHz in the
1800 MHz band in 76 regions, which can
be used for the development of LTE 1800
MHz after switching voice traffic into the
GSM900/UMTS2100 band.

After the launch of LTE Advanced technol-
ogy, MTS will be able to combine the band-
width of various widths to further increase
the capacity and speed up to 300 Mbit / s.

A}

M Launched in 2013
B Launch planned in 2014

prove loyalty, increase the life cycle of sub- lows us to increase the number of additions,

scribers and growth of ARPU. controlling their quality and reducing churn.

Launch planned in 2015
LTE 800 MHz LTE 1800 MHz LTE 2600 MHz
@ s ol 10-25 MHz ol 0 MHz
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RUSSIA: financial highlights

I +7% — +3% —| — +5% —|
3379 354.9
94.2
88.2 91.5
RUSSIA REVENUE 82.7
Q42012 Q12013 Q22013 Q32013 Q42013 2012 2013
T +11% — —1% — — +7% —
148.0 157.7
4.5 411
371
RUSSIA OIBDA 35.8
5o N |
OIBDA Margin 42.0% 43.3% 45.4% 43.7% 43.8% 44.4%
Q42012 Q12013 Q22013 Q32013 Q42013 2012 2013

YEAR-OVER-YEAR REVENUE IMPROVEMENT
DRIVEN BY GROWTH IN DATA USAGE AND FOCUS
ON ATTRACTING AND RETAINING HIGHER-QUALITY
SUBSCRIBERS

Q-ON-Q REVENUE GROWTH COUNTERS SEASONAL
TRENDS DUE TO HIGHER-VALUE SUBSCRIBER
ADDITIONS, INCREASED DATA ADOPTION, GROWTH IN
RETAIL AND EXPANSION OF FIXED-LINE BUSINESS IN
RUSSIA
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SEASONAL OIBDA DECLINE Q-ON-Q MITIGATED BY
INCREASED DATA REVENUE, HIGHER PROFITABILITY
IN RETAIL AND STABLE COMPETITIVE ENVIRONMENTS

MTS IS AN UNCHALLENGED LEADER BY ABSOLUTE
VALUES OF REVENUE, OIBDA AND OIBDA MARGIN ON
THE BASIS OF Q4 2013 AND FULL 2013 AMONG THE
MAJOR COMPETITORS IN RUSSIA

Russian revenue breakdown

[ +8%

MOBILE REVENUE

— *% — — *7% /)
2549 223
70.8 71.6

EXCLUSIVE OF HANDSETS 66.1 63.4
& ACCESSORIES .
(RUB bin) -
Q4 2012 Q12013 Q22013 Q32013 Q4 2013 2012 2013
I +5% — +9% — — +2% —/
61.8 633
16.7
15.9 5.5

FIXED LINE REVENUE
(RUB bin)

15.4 .

Q4 2012 Q12013

| -4%

8.1

SALES OF HANDSETS & 5.6
ACCESSORIES
(RUB bIn)

Q22013 Q32013 Q42013 2012 2013
— *9% — — 8% —
28.7 6.3
7.8
71

Q42012 Q12013

STRONG YEAR-OVER-YEAR GROWTH IN MOBILE
SERVICE REVENUE DRIVEN BY HIGH DATA ADOPTION
RATES

YEAR-ON-YEAR FIXED-LINE REVENUE GROWTH
ADDITIONALLY ENHANCED BY THE MIGRATION
OF PAY-TV CUSTOMERS TO DIGITAL PLATFORM.
NETWORK MODERNIZATION IN REGIONS AND
GROWTH IN B2G SERVICES

QUARTERLY INCREASE IN FIXED-LINE REVENUE
ATTRIBUTABLE TO THE RECOGNITION OF THE REVENUE
FROM B2G PROJECTS IN MOSCOW IN Q4 2013

Q22013 Q32013 Q4 2013 2012 2013

INCREASE IN QUARTERLY SALES OF HANDSETS DUE
TO SEASONAL FACTORS AND RECORD HIGH DEMAND
FOR SMARTPHONE AND TABLETS SALES PRIOR TO
THE NEW YEAR HOLIDAYS

YEAR-ON-YEAR DECLINE IN SALES OF HANDSET
REFLECTIVE OF THE COMPANY’S FOCUS ON
PROMOTING SALES OF MORE AFFORDABLE
SMARTPHONES AS WELL AS THE DECREASED
NUMBER OF MTS RETAIL STORES AS MTS CONTINUES
TO IMPROVE EFFICIENCY OF ITS RETAIL OPERATIONS
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RUSSIA: mobile operating indicators

I +3% — 1% — — +4% —|
297 308
319
306 306 315
ARPU 292
i m
Q4 2012 Q12013 Q22013 Q32013 Q4 2013 2012 2013
T +% — +2% — — +8% —
327
304
MOU 310
(minutes) J
Q4 2012 Q12013 Q22013 Q32013 Q4 2013 2012 2013
Subs, min 1.2 7.3 .7 731 75.3 7.2 75.3
Churn rate, % 1.0% 9.5% 9.4% 9.1% 9.0% 42.4% 36.3%
VAS ARPU 90.2 91.8 90.1 93.5 102.9 80.9 93.5
- as % of ARPU 29.5% 31.4% 29.5% 29.3% 32.7% 27.2% 30.4%
APPM 0.95 0.94 0.92 0.95 0.91 0.98 0.94
Q4 2012 Q12013 Q22013 Q32013 Q4 2013 2012 2013

YEAR-ON-YEAR ARPU GROWTH DRIVEN BY
POLICIES AIMED AT INCREASING VOICE AND DATA
CONSUMPTION, INCLUDING THE PROMOTION OF
TARIFFS STIMULATING ON-NET CALLING AND
TARIFFS TO BOOST DATA USAGE ON SMARTPHONES
AND TABLETS

MOU GROWTH REFLECTIVE OF THE GROWTH OF VOICE
USAGE AND ENHANCEMENT OF CUSTOMER LOYALTY
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SUSTAINED CHURN IMPROVEMENT REFLECTS
INTRODUCTION OF INNOVATIVE TARIFF PLANS,
CHANGES IN THE STRUCTURE OF DEALER
COMMISSIONS WITH THE PURPOSE TO ATTRACT AND
RETAIN HIGHER-VALUE CUSTOMERS

MTS STEADILY DEMONSTRATES MINIMUM CHURN

LEVEL AMONG KEY COMPETITORS

MTS IS THE CHEAPEST OPERATOR FOR SUBSCRIBERS
AMONG KEY COMPETITORS

RUSSIA: mobile operating indicators

[ +21%

20,256 21,163

TOTAL VAS REVENUE
(RUB bin)

Q4 2012 Q12013

| +49%

9265 10,096

DATA TRAFFIC REVENUE J

Q42012 Q12013

: -3%

— +9% —| — +19% —|
2467 240 &2
. 75,008
Q22013 Q32013 Q42013 2012 2013
— +10% — —+43%—
47,419
10.969 12,520 13,834 33,069
Q22013 Q32013 Q4 2013 2012 2013
— +7% - — 6/n ]

10,992 11,068

OTHER VAS REVENUE'
(RUB bin)

41,939 41,813
10,677

9947 l

Q4 2012 Q12013

GROWTH IN VAS REVENUE ATTRIBUTABLE TO THE
COMPANY’S SUCCESS IN CREATING THE FASTEST
DATA NETWORKS IN RUSSIA, PROMOTING DATA
SERVICES AND IMPROVEMENT OF CUSTOMER
SERVICE

STRONG IMPROVEMENT IN DATA REVENUE BY
GROWING SMARTPHONE AND TABLET PENETRATION
AND INCREASED USE OF INTERNET SERVICES

SLIGHT YEAR-OVER-YEAR DECLINE IN OTHER VAS
REVENUES REFLECTIVE OF DECREASED REVENUES
FROM CONTENT AS THE COMPANY INTRODUCED
POLICIES TO ELIMINATE UNSOLICITED SMS-BASED
SERVICES

Q22013 Q32013 Q4 2013 2012 2013

KEY INITIATIVES INCLUDED:

* LAUNCH OF LTE NETWORKS IN 8 RUSSIA’S REGIONS

* PROMOTION OF TARIFF PLAN SUPER BIT WITH
FIXED PRICE ON INTERNET IN ALL OF THE RUSSIA’S
REGIONS

* ENHANCEMENT OF ULTRA TARIFF PLAN

* PROMOTIONAL CAMPAIGN “INTERNET FOR 2
RUBLES PER DAY”

* PROMO TARIFF PLANS FOR TABLETS

* ENABLEMENT OF LTE NETWORKS FOR IPADS

MTS IS THE RUSSIA’S LEADER IN TERMS OF GROWTH
OF DATA REVENUE

1 Other VAS revenue includes messaging and content
revenue.
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RUSSIA: fixed operating indicators

[ +9%

304
ARPU RESIDENTIAL 294

(RUR) N

— *4% /) — 7%/
310
291
321

309

Q4 2012 Q12013

| +22%

ARPU CORPORATE 8366 803

(RUR) J

Q42012 Q12013

Total households passed,

000s 1,723 11,930
Total bb subs, 000s 2313 2314
Total pay-tv subs, 000s 2938 2885

Q42012 Q12013

YEAR-ON-YEAR RESIDENTIAL ARPU GROWTH
ATTRIBUTABLE TO MIGRATION OF PAY-TV
SUBSCRIBERS TO DIGITAL TV PLATFORM AND
UPSELLING OF PAY-TV AND BROADBAND SERVICES
BY SUBSCRIBERS OF MODERNIZED NETWORKS IN
THE REGIONS

ARPU GROWTH IN MOSCOW DUE TO MIGRATION OF
ADSL CUSTOMERS TO GPON AND EXPANSION OF THE
SUBSCRIBER BASE
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Q22013 Q32013 Q4 2013 2012 2013
— 7% — — +13% —
7919 8962
8661 10170
Q22013 Q32013 Q4 2013 2012 2013
12,134 12,269 1,723 12,269
2385 2421 2313 2421
2678 2613 2938 2613
Q22013 Q32013 Q4 2013 2012 2013

YEAR-ON-YEAR CORPORATE ARPU GROWTH
DRIVEN BY STRONGER SALES OF VAS AND
PROJECTS FOR VIDEO SURVEILLANCE OF MUNICIPAL
INFRASTRUCTURE IN MOSCOW

DECLINE IN PAY TV SUBSCRIBER BASE REFLECTS THE
MIGRATION OF LOWER-VALUE “SOCIAL PACKAGE”
SUBSCRIBERS DURING MIGRATION OF SUBSCRIBER
BASE FROM ANALOG TV TO DIGITAL PLATFORM

MTS retail chain development

4462
4146 4034

3523

DEVELOPMENT OF MTS
RETAIL NETWORK
2010 201 2012 2013
Franchise stores . Own stores
65.0%
31.8%
SMARTPHONES SALES
AND PENETRATION ',
2010-2013

14.0%

10.4%

2010 201 2012 2013

Sales of smartphones through MTS own — Smartphones penetration as% of all
stores as% of total handsets sold in units. mobile phones in MTS network

AT THE END OF Q4 2013, MTS RETAIL CHAIN
COMPRISED 4 034 STORES, INCLUDING 1197
FRANCHISED OUTLETS

IN Q4 2013, SMARTPHONES ACCOUNTED FOR 65.0%
OF PHONES SOLD IN MTS STORES

OUTPACING GROWTH IN SALES OF SMARTPHONES
DURING 2013, MTS FOCUSES ON IMPROVING POINT- IS DUE TO THE HIGH DEMAND FOR LOW COST
OF-SALE EFFICIENCY AND OPTIMIZATION OF BRANDED DEVICES TO ACCESS THE INTERNET AND
FRANCHISE NETWORK PROMOTIONAL OFFERS FOR DATA SERVICES.

1 MTS defines a smartphone as a handset with one of the following operating systems:iOS, Android, Win-
dows, Blackberry 0S, Symbian, Linux, Bada or Asha.
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B UKRAINE

In Ukraine, the Company provides services in
GSM 900/1800, CDMA 450 standard throughout
the country. The number of CDMA subscribers at
the end of the year is about 240,000.

Slower growth in the number of sub-
scribers in the telecommunications mar-
ket in Ukraine is due to gradual saturation
of the market and operators’ focus on the
“quality” of the subscriber base. According
to ACM Consulting research, at the end of
2013 service penetration in the country was
133.1%, or 60.4 million subscribers, and the
number of MTS 0JSC subscribers in Ukraine
at the end of the year was 22.7 million (in-
cluding CDMA) or 37.5% of the market. The
main competitor - Kyivstar - has 25.8 million
subscribers at the end of the year.

In 2013, the main priorities of MTS in the

Ukrainian market were:

e Continued evolution of the offer “Zero
without subscription fee” to further
strengthen customer loyalty (reduction
of annual churn of more than 4 percent-
age points)

o Development of HVPC and M2M market,
as well as mobile advertising business

¢ Updating the Loyalty Program and de-
velopment of the customer base using A-
CRM models

The Company continues to work on im-
plementation of the program of tariff re-
gionalization aimed at providing tariff plans
corresponding as much as possible to the
subscriber profile in a certain area.

MTS 0JSC provides and is actively devel-
oping CDMA-based service MTS Connect 3G,
offering its customers high-speed mobile
Internet access.

UKRAINE: financial highlights

I +2% — (% — — +3% —|
9677 9965
2633
TOTAL UKRAINE 2307 2384 2507 2441
REVENUE
(UAH i) ] [ ]
Q4202 Q12013 Q22013 Q32013 Q42013 2012 2013

{ +6% — 6% — — +5% —
4919 5176
1355
TOTAL UKRAINE OIBDA 1200 1227 -
(UAH min) J l
OIBDA Margin 50.1% 51.5% 51.5% 52.3% 50.8% 51.9%
Q42012 Q12013 Q22013 Q32013 Q42013 2012 2013

YEAR-ON-YEAR GROWTH IN REVENUE
ATTRIBUTABLE TO EXPANSION OF SUBSCRIBER BASE
DESPITE UNFAVORABLE MACROECONOMIC FACTORS

QUARTERLY DECLINE IN REVENUE REFLECTS
SEASONAL REDUCTION OF USAGE

YEAR-ON-YEAR OIBDA GROWTH ENHANCED BY
SUSTAINED CHURN IMPROVEMENT, REDUCTION IN
SUBSCRIBER ACQUISITION COSTS AND IMPROVEMENT
OF OVERALL COST EFFICIENCY

MTS UKRAINE CONTINUES TO DEMONSTRATE
STRONG PROFITABILITY DESPITE WEAKENING
MACROECONOMIC TRENDS
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UKRAINE: operating indicators UKRAINE: operating indicators

I -8% — -10% — — —4% — I -18% — +2% — — +5% —|
39 38 3193
996 3036
38 37 38 39 35 798 772 804 819
ARPU TOTAL VAS REVENUE
(UAH) (UAH min)
Q42012 Q12013 Q22013 Q32013 Q42013 2012 2013 Q42012 Q12013 Q22013 Q32013 Q42013 2012 2013
: 8% — 1% — — 3% — I -35% — +4% —| — +3% —|
597 577 976 1004
602 600 415
580 561 557 27
MOU DATA TRAFFIC REVENUE . 224 249 260
(minutes) l (UAH min) -
04202 01203 Q2208 Q32013 Q42013 o 013 Q42012 Q12013 Q22013 Q32013 Q42013 2012 2013
Subs, min 20.7 21.0 21.6 22.4 22.7 20.7 22.7 x -6% — *1% — — +6% —
2060 2189
Churn rate, % 5.8% 6.7% 6.0% 6.6% 6.8% 30.5% 26.1%
582 574
VAS ARPU 16.3 12.7 121 12.2 121 12.6 12.3 503 544 548
OTHER VAS REVENUE'
— as % of ARPU 42.7% 341% 31.5% 31.3% 34.5% 321% 32.9% (UAH min)
SAC (UAH) 60.4 51.9 56.2 571 53.3 60.5 54.8 Q42012 Q12013 Q22013 Q32013 Q42013 2012 2013
APPM 0.063 0.062 0.066 0.069 0.063 0.066 0.065
Q42012 Q12013 Q22013 Q32013 Q42013 2012 2013 INCREASE IN TOTAL VAS REVENUE DUE TO KEY INITIATIVES INCLUDED:
COMPANY’S EFFORTS TO MONETIZE ITS EDGE AND « ONE MONTH OF INTERNET FROM MTS ON
CDMA NETWORKS PURCHASING A NUMBER OF SMARTPHONES IN MTS
RETAIL STORES
YEAR-ON-YEAR ARPU DECLINE ATTRIBUTABLE TO YEAR-ON-YEAR REDUCTION IN MOU ATTRIBUTABLE YEAR-ON-YEAR DECLINE IN DATA TRAFFIC REVENUE « 6 MONTHS OF INTERNET FOR FREE ON
INFLUX OF LOWER-VALUE SUBSCRIBERS TO INFLUX OF LOWER-VALUE SUBSCRIBERS ATTRIBUTABLE TO RECLASSIFICATION OF REVENUE PURCHASING THE SAMSUNG GALAXY TABLET

FROM BUNDLES IN Q4 2012

MTS BRANDED LOTTERIES

LAUNCH OF SUBSCRIPTIONS ON MTS’S
MULTIMEDIA CONTENT PORTAL

LAUNCH OF “TURBO BUTTON” ON CDMA TARIFF
PLAN

QUARTERLY DECLINE IN ARPU TIED TO SEASONAL
FACTORS

1 Other VAS revenue includes messaging and content revenue.
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- ARMENIA

In September 2007, the Company acquired the
leading operator in Armenia, providing mobile
services under the brand name VivaCell in GSM
900 /1800 standard. In Q3 2008, VivaCell brand
changed to co-brand VivaCell-MTS. Changing the
visual image of the brand was the first step in a
comprehensive rebranding of K-Telecom, which
affected all spheres of interaction of the operator
with subscribers: VivaCell-MTS subscribers were
offered innovative tariffs and services, as well as
new convenient service formats meeting inter-
national standards in force at MTS Group.

The Company estimates service penetra-
tion in the country at 117.3%, about 3.8 mil-
lion subscribers as of December 31, 2013. The
number of subscribers of MTS in Armenia at
the end of the year was 2.4 million (64.9%
market share).

VivaCell-MTS in Armenia offers services
in GSM 900/1800, UMTS standard, and in De-
cember 2010 it launched LTE network.
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In 2013, despite tough competition in Ar-
menian telecommunications market and
presence of international company Orange,
K- Telecom CJSC (VivaCell-MTS) maintained
its leadership.

The key priorities of MTS in Armenia
were:

¢ Maintaining a high market share of sub-
scribers and revenues;

e Winning leadership in mobile broad-
band market through the development
of Large Screen and Small Screen seg-
ments. Development of this area was
supported by a number of active actions
such as: creation of bonus program for
modem users, launching and develop-
ment of BIT options based on the best
practices of MTS in Russia, development
of integrated tariff offers (voice and in-
ternet);

o Development of unlimited tariff offers and
Tariff + Smartphone offers

ARMENIA: financial highlights

{ 1%

201 78 19.8

ARMENIA REVENUE
(AMD bin)

— -12% —

22.5 19.8

Q4 2012 Q12013 Q22013

Q32013 Q4 2013

{ -51% —-57%—
2.2
10.7 8.9 10.4
ARMENIA OIBDA
(AMD bin)
OIBDA Margin 53.4% 50.3% 52.3% 54.4% 26.8%

Q42012 Q12013 Q22013

YEAR-ON-YEAR REVENUE GROWTH ATTRIBUTABLE

032013 Q42013

— *3%
77.6 79.9

2012 2013

— -17% —
44.4

57.3% 46.1%

2012 2013

DECLINE IN OIBDA DUE TO ONE-TIME ADJUSTMENTS

TO ACTIVE PROMOTION OF VOICE AND DATA SERVICES OF MTS RUSSIA TARIFFS FOR INTERNATIONAL CALLS

AND INCREASING MARKET SHARE

QUARTERLY DECLINE IN REVENUE DUE TO SEASONAL
FACTORS, INCLUDING LOWER ROAMING AND
INTERNATIONAL CALLS REVENUES

AND INTERCONNECTION
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ARMENIA: operating indicators

x — -13% —
3108
2762
2434 2750 2691
ARPU
(AMD)
Q4 2012 Q12013 Q2 2013 Q32013 Q4 2013
x — *2%
398
347 330 365 389
MOU
(minutes)
Q42012 Q12013 022013 Q32013 Q42013
Subs, min 2405.0 2379.2 2356.4 2382.2 2435.1
Churn rate, % 6.7% 8.2% 8.6% 8.0% 6.5%
SAC (AMD) 6332.7 6506.2 6287.4 6077.1 6800.7
APPM 8.0 7.4 7.5 8.0 6.8
Q4 2012 Q12013 Q2 2013 Q32013 Q4 2013

QUARTERLY DECLINE IN ARPU IN LINE WITH
SEASONAL TRENDS DUE TO LOWER ROAMING
REVENUES

YEAR-ON-YEAR RISE IN USAGE AS A RESULT
CAMPAIGNS TO PROMOTE VOICE TRAFFIC
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— *3% —
2656 2737
2012 2013

— +11% —
308 365
2012 2013

2405.0 243511
34.7% 30.7%
5909.9 6415.7

8.1 7.5
2012 2013

CONTINUED IMPROVEMENT IN CHURN RESULTING
FROM CAMPAIGNS PROMOTING CUSTOMER LOYALTY

TURKMENISTAN

On August 30, 2012 the Company resumed its ac-
tivities in the Turkmenistan market, and from Oc-
tober 1, 2012 started adding new subscribers. We
are pleased to note that MTS services are popu-
lar and in high demand. As of December 31, 2013,
more than 2 million subscribers were regis-
tered in MTS-Turkmenistan network. According
to expert estimates, the market share of MTS was
36.6%, penetration 105.4%.

In 2013, 3G network was launched in Turk-

menistan.

The key priorities of MTS after the re-

turn to the Turkmenistan market were:

Regaining the subscriber base, mak-
ing subscribers use MTS SIM-card as the
main card, and not the “second” one.
Looping traffic within the network and
creating the snowball effect on the tariff
plan Super MTS.

Increase subscribers ARPU through “Bo-
nus for deposits” promotion and devel-
opment of VAS- services.

Development of mobile Internet by
launching 3G mobile internet in regional
cities, launch of bundled offers Tariff+USB
modem (big screen) and introduction of
unlimited options for small screen users.
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Turkmenistan: financial highlights

I +166% — +2% —/
253
71.8
62.6 0.2
48.3
TURKMENISTAN 27.0
REVENUE
(TMT min) -
Q4 2012 Q12013 Q22013 Q32013 Q4 2013 2013
T x 4 —+62%—
104
435
26.9
TURKMENISTAN OIBDA 132 20.7
(TMT min) 8.5 :
I
OIBDA Margin 31.5% 27.2% 33.1% 38.3% 60.6% 41.2%
Q4 2012 Q12013 Q22013 Q32013 Q4 2013 2013

TURKMENISTAN: operating indicators

ON AUGUST 30, 2012, MTS RE-LAUNCHED ITS
NETWORK IN TURKMENISTAN AND ALLOWED
EXISTING SUBSCRIBERS TO RE-ACTIVATE SIM CARDS

ON OCTOBER 1, 2012, SALES OF NEW SIM CARDS
STARTED

IN Q4 2013,0—-ON-Q REVENUE INCREASE OF 2%
DRIVEN BY AN INCREASE IN SUBSCRIBER BASE AND
GROWING CONSUMPTION OF VOICE, DATA AND
CONTENT SERVICES
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RISE IN OIBDA OF 62% Q—-0-Q DUE TO CANCELLATION
OF RESERVES FOR SALARIES AND STOCK OPTIONS,
RESERVES FOR FREQUENCY PAYMENTS, LINE
RENTALS AND RESERVES FOR NETWORK EQUIPMENT
DISMANTLING DUE TO IMMINENT LIQUIDATION

OF BCTI, MTS’S WHOLLY-OWNED SUBSIDIARY IN
TURKMENISTAN

I +51% — 1% —
1.4
12.0 1.9
1.1
79 9.7
ARPU
D ]
Q4 2012 Q12013 Q22013 Q32013 Q4 2013 2013
| — 2% —
564
473 527 541 531
302
MoOU
(minutes)
Q4 2012 Q12013 Q22013 Q32013 Q4 2013 2013
Subs, min 1440.0 1888.2 1882.6 2009.6 2016.3 2016.3
Churn rate, % H/0 H/0 17% 6.7% M.1% 35.5%
SAC (TMT) 6.2 9.5 13.6 18.1 221 14.9
APPM 0.03 0.02 0.02 0.02 0.02 0.02
Q4 2012 Q12013 Q22013 Q32013 Q4 2013 2013

STRONG YEAR-ON-YEAR GROWTH IN ARPU
REFLECTIVE OF COMPANY’S SUCCESS IN
MONETIZATION OF ITS SUBSCRIBER BASE

SUBSTANTIAL YEAR-ON-YEAR MOU GROWTH DUE
TO PROMOTION OF TARIFF PLANS BOOSTING ON-NET
CALLING
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Corporate Governance

Owing to the existing highly effective corpo-
rate governance system of the Company, MTS is
able to balance the interests of shareholders and
management and effect cooperation between
them based on trust and a high culture of busi-
ness relationships and ethical norms, which is
clearly evidenced by impeccable business repu-
tation of the Company in business circles.
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The principal features of corporate
governance for MTS 0JSC are:

e Comprehensive protection of the rights
and interests of shareholders;

¢ Information openness and transparency;

¢ Single corporate policy regarding subsid-
iaries and affiliates

¢ Independence of the Board of Directors
in defining the Company’s strategy and
approving business plans and important
business decisions;

¢ Control over management activities;

o Compliance with business ethics;

e Maintaining a socially responsible busi-
ness, aiming at sustainable development
of the Company, the growth of its wel-
fare.

The Company aspires to meet best prac-
tices and standards of corporate gover-
nance, both domestic and international. We
approved and comply with the Code of Busi-
ness Ethics and Code of Corporate Conduct,
containing key principles of key principles of
ethical and law-abiding business, as well as
basic principles of corporate governance,
aimed at both directors and executives of the
Company and for all other employees'. MTS
fully complies with statutory requirements
regarding prescribed procedures for ma-
jor and related-party transactions?, as well
as involves independent directors in special
consideration of material transactions with
related parties through the creation of spe-
cial committees of the Board of Directors.

MTS 0JSC follows a common corpo-
rate policy towards its subsidiaries and af-
filiated companies, and other entities where
the Company is a participant, founder or

1 Detailed information on compliance with the Code of Corporate Conduct is set out in the
Annex 1 to the Annual Report http://www.company.mts.ru/comp/ir/control/data/annual_re-

ports/52/ .

2 Detailed information on compliance with transaction approval procedures is set out in
the Annex 2 to the Annual Report http://www.company.mts.ru/comp/ir/control/data/annual

reports/52/ .

member. All related-party transactions
were made on arm’s length basis.

Activities of government and control bod-
ies of the Company are strictly regulated by
corporate documents, which can be found on
the corporate website of MTS 0JSC3.

MTS 0JSC timely discloses the full, timely
and accurate information to enable in-
formed decision-making by shareholders
and investors of the Company. In this case,
the disclosure in our Company is made in
accordance with the principles of regular-
ity, consistency and efficiency, as well as
the availability, reliability, completeness,
and comparability of the data disclosed.
These and other principles aimed at ensur-
ing transparency and respect for the rights
of shareholders, investors and other stake-
holders are enshrined in the Regulation on
Information Policy, approved by the Board
of Directors of the Company*.

CODE OF CORPORATE GOVERNANCE

MTS 0JSC informs its shareholders that
on March 21, 2014 the Board of Directors of
the Bank of Russia approved the new Code
of Corporate Governance. The update and
revision of the Code of Corporate Conduct
approved by Russia’s FCSM Order No. No.
421/r of 04.04.2002 has been triggered by
significant changes in Russian corporate law,
progress of corporate governance practices
in Russian companies, the global financial
crisis of 2008-2009, focusing attention on

The most important element of the Com-
pany’s corporate governance is the system
ensuring compliance with legislation and
other requirements. Thus, the Company ad-
heres to a systematic approach to compli-
ance with both legislation (e.g. anti-corrup-
tion legislation and laws preventing the use
of insider information) and ethical business
practices. The Company constantly strives
to improve corporate governance, lever-
aging the experience of other companies,
tracking recent changes in legislation and
best standards in this area and makes ap-
propriate adjustments to its corporate gov-
ernance system. As a part of this process,
the new revision of the Charter of MTS 0JSC,
new revisions of the Regulations of the Gen-
eral Meeting of Shareholders, the Board of
Directors, the President, the Management
Board of MTS 0JSC were approved in the re-
porting year.

risk management issues and fair remunera-
tion of members of companies’ manage-
ment bodies as well as on the use of cor-
porate governance as a tool for reducing
non-market risks that investors are not able
to estimate.

MTS 0JSC plans to actively apply in its
practice the provisions of the new Code of
Corporate Governance to enhance the at-
tractiveness of the Company for existing and
prospective investors.

I http://www.company.mts.ru/comp/ir/control/regulations/ .

2 http://www.company.mts.ru/comp/ir/control/requlations/disclosure_policy/ .
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In particular, the following novelties of the Code of Corporate Governance have been
already implemented in the corporate governance practices of MTS 0JSC:

1. Rights of shareholders and fair treat-
ment for shareholders in exercising their
rights:

e Prevention of acts that lead to artificial
redistribution of corporate control;

e Protecting the dividend rights of share-
holders and exclusion of other ways for
shareholders to generate income from
the company, besides dividends and liqui-
dation value;

e Provision of the fullest possible infor-
mation on agenda items of the general
meeting of shareholders.

2. Board of Directors of the Company:

e Election and early termination of powers
of executive bodies by the Board of Di-
rectors;

e Discussion of the most important and
strategic issues at the meetings of the
Board of Directors;

¢ Committees on Audit, Remuneration and
Nominations of the Board of Directors
have been established and operating;

¢ Independent directors constitute at least
one third of the Board of Directors.

3. Independent Director:

e Has sufficient professionalism, experience
and independence to form his opinion;

e |s able to make objective and honest
judgment, independent of the influence of
related parties;

e Not connected to the Company, ma-
jor shareholder, major counterparty or
competitor of the Company;

¢ Regular assessment for compliance with
independence criteria.

4. Remuneration of members of manage-
ment bodies:

o Sufficient level of remuneration to at-
tract, retain and motivate qualified per-
sonnel;

e For members of the Board of Directors —
a fixed annual remuneration, as well as
the variable part of the remuneration
that depends on capitalization of the
Company on the basis of performance for
the year.

e For executive bodies — fixed and variable
components of remuneration, short-and
long-term incentive system;

e Limiting the amount of “golden para-
chutes” for members of executive bodies.

CORPORATE GOVERNANCE RESULTS 2013

1. Organization of Proxy solicitation.

In preparation for the Annual General
Meeting of Shareholders, in 2013 MTS 0JSC
campaigned for proxy solicitation, aimed at
identifying ADR holders and interaction with
ADR holders to attract minority sharehold-
ers to participate in AGM.

As a result of the campaign, we were able
to increase the number of MTS 0JSC share-
holders taking part in the annual meeting,
reaching the highest percentage of partici-
pation in the last 5 years.

2. Dividend Policy

In April 2013, the Board of Directors of
MTS 0JSC approved a new revision of the
Dividend Policy Regulations of MTS 0JSC,
which set out the new profit distribution
policy of the Company. Details of the Regu-
lations are contained in the relevant section
of this report.

3. Improving related party transactions
approval procedure.

In 2013, in addition to the existing system
of internal corporate approval of trans-
actions, the practice of prior review of
transactions at the meeting of the Audit
Committee of the Board of Directors was
introduced. This practice creates an addi-
tional level of control over the management
and provides additional protection for the
interests of shareholders of the Company in
approval of related party transactions.

4. Development of electronic document
management system for the preparation,
conduct and recording of the results of
meetings of collegial bodies of MTS 0JSC

In late 2013, the Company started prepa-
ration for the development of electronic
document management system with unique
features for conducting and preparation of
meetings of collegial management bodies
in electronic format. This system will allow
participants of collegial bodies to take man-
agement decisions efficiently, consistently,
quickly, thereby greatly improving the effi-
ciency of collegial bodies and the Company
as awhole.
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instructions

COMMITTEES OF THE BOARD
OF DIRECTORS

Budget Committee
Audit Committee

Remuneration and Nomination
Committee

Corporate Conduct and Ethics
Committee

Strategy Committee

Special Committee

election

establishment,
approval of
members

recommendations

preliminary
examination
of documents,
fulfillment of

resolutions ;i ructions

results of revisions

report, preliminary
examination of documents,
fulfillment of resolutions

report

performance report

GENERAL

election,
termination
of powers

control, nomination

MANAGEMENT BOARD

internal audit

audit of financial statements, including IFRS statements

report

SHAREHOLDERS MEETING

OF DIRECTORS

Chairman
of the
Management
Board

o

control, nomination

S

control over
decision-making
by management
bodies

report,
fulfillment
of resolutions

recommendations

PRESIDENT’S COMMITTEES

e Products, Tariffs and Services
Committee

e Brand and Customer
Experience Committee

¢ Discipline Committee

e Disclosure Committee

¢ Risks Committee

e Job Evaluation Committee

¢ Committee for Strategic
Partnership with Vodafone

¢ Investment and Tender
Committee

¢ Committee for Improving
Involvement

¢ Committee for Improving
Efficiency of Technical Block of
MTS Group CC

e Committee for Changes of MTS
Group ERPs

e Security Committee of MTS
0JsC

e Committee for Preparation of
MTS to Implementation of MNP

report

report

monitoring of operations

report
monitoring
of operations

I




CORPORATE GOVERNANCE STRUCTURE

The supreme management body of the Company is the General Shareholders Meeting.
The Board of Directors carries out overall management of activities and defines develop-
ment strategy of the Company.
Executive bodies of the Company, hamely Management Board (collegial executive body of
the Company) and the President (sole executive body), are responsible for management
of daily operations of the Company.
In compliance with the requirements of the Russian law, the independent Auditor and the Au-
diting Commission exercise control over financing and economic activities of the Company.

GENERAL SHAREHOLDERS MEETING

The General Shareholders Meeting is the supreme
management body of the Company and executes
its activities in compliance with the provisions of
the Company’s Charter, Regulations on the Gen-
eral Meeting of Shareholder of MTS 0JSC ' and re-
quirements of the Russian Federation legislation.
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The Company’s shareholders partici-
pate in the management of the Company by
making decisions at the general sharehold-
ers meeting. Shareholders can considerably
influence the business through voting. In
particular, the powers of the general share-
holders meeting include approval of the
annual report and accounting statements,
profit distribution, including payment of div—-
idends, election of the Company’s key man-
agement and control bodies, approval of
major and related-party transactions, and
some other important matters.

The procedure of holding a General
Shareholders Meeting is aimed at obser-
vance of the shareholders’ rights and meets
all requirements of the Russian legislation.

Shareholders that own at least 2% of the
Company’s voting shares are entitled to of-
fer proposals for the General Shareholders
Meeting agenda and to nominate candi-
dates for the management and control bod-
ies of the Company. Proposals for the An-
nual General Shareholders Meeting agenda
are accepted by the Company in writing
not later than 100 days after financial year
end. Proposals received from shareholders
are considered by the Board of Directors of
the Company, and if proposals comply with
legislative requirements, they are included
into the agenda of the general shareholders
meeting.

The notice on holding a General Share-
holders Meeting is forwarded to all

I http://www.company.mts.ru/comp/ir/control/regulations/gms/ .

Statistics of shareholders participation in the
Annual General Meeting of Shareholders of
MTS OJSC for 5 years
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shareholders (nominal holders registered
in the shareholders register) at least 30 days
prior to the Meeting. In addition, text of the
notice is published on the official website
of the Company — www.mts.ru within the
period provided for sending this notice to
shareholders of the Company. Information
and materials for the meeting are provided
to shareholders in Russian and English lan-
guages and are also published on the of-
ficial website of MTS 0JSC in the Internet '.
Together with the notice on the forthcom-
ing meeting, shareholders receive voting
bulletins. The bulletin may be filled in by the
shareholder in advance and sent by mail to
the Company’s address specified in it. In this
case the shareholder’s vote will be taken
into account when summarizing voting re-
sults. Owners of depositary receipts of the
Company are able to vote on issues of the
shareholders meeting agenda through vot-
ing via proxy procedure at ADR depository
of MTS 0JSC — JP Morgan Chase Bank, Na-
tional Association.

Besides, each shareholder may also per-
sonally (or via an authorized representative)
attend General Shareholders Meetings and
vote on agenda issues directly at the meeting.

In preparation for the Annual General
Meeting of Shareholders, in 2013 MTS 0JSC
campaigned for proxy solicitation, aimed at
identifying ADR holders and interaction with
ADR holders to attract minority sharehold-
ers to participate in AGM.

As a result of the campaign, we were able
to increase the number of shareholders of
MTS 0JSC taking part in the annual meeting,
reaching the highest percentage of partici—-
pation in the last 5 years.

According to analysts of Standard & Poor’s,
active participation of minority shareholders
is the evidence that positive aspects of cor-
porate governance in MTS 0JSC depend not
only on the goodwill of the majority share-
holder and regulatory requirements, but
these structures are also supported by active
efforts of minority shareholders.

Thus, MTS 0JSC developed a tool to take
into account votes of holders of MTS 0JSC
shares denominated in ADRs, which, if nec-
essary, will allow to submit to the General
Meeting of Shareholders of MTS 0JSC and ob-
tain decisions on transactions, the approval
of which shall be provided by a simple major-
ity vote of all shareholders—-owners of voting
shares disinterested in the transaction.

In 2013, 4 (four) general meeting of
shareholders took place:
e January 14, 2013
e February 14, 2013
e June 25, 2013
e September 30, 2013.

' http://www.company.mts.ru/comp/ir/control/shareholders_meetings/ .
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General meetings of shareholders in 2013

General meeting .
of shareholders Meeting agenda

Extraordinary General e Procedure of the Extraordinary General Meeting of Shareholders.

g"eeting &fgg?;em'ders « Reorganization of MTS 0JSC in the form of merger of CR-1 CJSC by MTS 0JSC,
anuary 14, created by reorganization in the form of splitting off Comstar— Regions CJSC.

e Reorganization of MTS 0JSC in the form of merger of SVIT-COM CJSC, Universal
TV CJSC, MC “Altair Tula” CJSC, Telekompaniya Altair CJSC, Altair Tula CJSC,
MultiKabelnye Seti Tambova CJSC , Infocenter CJSC, SibGrupplnvest Company
CJSC, Skif-Line CJSC, SKIF-OREL CJSC, SKIF-TAMBOQOV CJSC, TC Spektr CJSC by
MTS 0JSC.

o Amendments and additions to the Charter of MTS OJSC.

Extraordinary General e Procedure of the Extraordinary General Meeting of Shareholders..
Meeti f Sharehold
Feii:ggyo] 4 28;; olders o Early termination of powers of the Board of Directors of MTS 0JSC.

e Election of members of the Board of Directors of MTS 0JSC.

e Early termination of powers of members of the Auditing Commission of MTS
0JSC and election of members of the Auditing Commission of MTS 0JSC.

e Participation of MTS 0JSC in Association “National Payments Council.”

Annual General Meeting e Procedure of the Annual General Meeting of Shareholders.

of Shareholders, o Approval of the annual report of MTS 0JSC, annual financial statements of MTS

June 25, 2013 0JSC, including profit and loss statement of MTS 0JSC, distribution of profits
and losses of MTS 0JSC based on the results of 2012 (including payment of
dividends). Election of members of the Board of Directors of MTS 0JSC.

e Election of members of the Auditing Commission of MTS 0JSC.

e Approval of the Auditor of MTS 0JSC.

o Approval of new revision of the Charter of MTS 0JSC.

e Approval of new revision of the Regulations on General Meeting of

Shareholders of MTS 0JSC.
e Approval of new revision of the Regulations on the Board of Directors of MTS
0JSC.
e Approval of new revision of the Regulations on the Management Board of MTS
0JsC.
e Approval of new revision of the Regulations on the President of MTS 0JSC.
Extraordinary General e Procedure of the Extraordinary General Meeting of Shareholders.
Meeti f Sh hol
Seepettég?b(::rzoa,‘rz%g ders, o Distribution of profits (payment of dividends) of MTS 0JSC following the results
of the 1st half of 2013.
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BOARD OF DIRECTORS

MTS 0JSC Board of Directors is a key element of
the Company’s corporate governance system.

The Board of Directors represents the interests
of shareholders and is responsible for increasing
business value by organizing efficient manage-
ment.

The Board of Directors of the Company carries
out overall management of activities of the Com-
pany in compliance with the provisions of the
Company’s Charter, Regulations on the Board of
Directors of MTS 0JSC' and requirements of the
Russian Federation legislation.

The main objectives of the Board of Di-
rectors are:

e development and analysis of the general
corporate strategy and control over its
implementation;

e ensuring monitoring and assessment of
performance of executive bodies and top
executives of the Company;

e increasing capitalization of the Com-
pany, strengthening its market positions,
achieving and retaining the Company’s
competitive strength;

¢ maintaining good financial standing, in-
creasing income and profitability;

e protection of rights and legitimate inter-
ests of shareholders of the Company.

Members of the Board of Directors of the
Company are elected by the General Share-
holders Meeting for a term lasting until the

next Annual General Shareholders Meet-
ing. The members of the Board of Directors
are elected by cumulative voting at General
Shareholders Meeting.

Resolutions of the Company’s Board of
Directors are adopted by majority vote of
directors attending the meeting, unless
otherwise provided for by the Charter and
law. Each member of the Board of Directors
has only one vote in making decisions at the
Board of Directors meeting.

Meetings of the Board of Directors are
held on a regular basis.

A meeting of the Board of Directors is con-
vened by the Chairman of the Board of Direc-
tors, at his own discretion, or at the request
of a member of the Board of Directors or Au-
diting Commission, Auditor of the Company,
President of the Company and other persons
specified by the Federal Law “On Joint-Stock
Companies” and the Company’s Charter.

The Chairman of the Board of Directors
organizes and manages the Board of Direc-
tors’ activities in accordance with the ap-
proved meetings schedule.

Notice of the meeting, together with at-
tached materials, is sent to each member of
the Board of Directors at least 10 calendar
days prior the meeting.

Extraordinary meeting is called within
15 days following the request to hold such
meeting.

Over the past 3 years MTS completely
abandoned paper documents when con-
sidering the materials at the meetings of
the Board of Directors. Board members are

' http://www.company.mts.ru/comp/ir/control/regulations/board_of_directors_new/ .
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provided with notebooks where they can
review the agenda of the meeting and all
the necessary materials in interactive pre-
sentation format. Thus, the Company re-
duced costs and time to prepare handouts,
and increased convenience and flexibility of
working with information.

Informing the newly elected
members of the Board of
Directors about activities of the
Company.

In accordance with the best corporate
governance practices, an introductory (in-
formation) course is conducted for newly
elected members of the Board of Directors

Non-executive

Membership of the Board of Directors

Independent

Executive

in the form of interactive presentation, in
Russian and English.

This course allows to briefly introduce the
history of the Company, work of the Board
of Directors, main documents regulating the
activities of the Company, annual financial
statements, development strategy, gover-
nance structure of the Company, etc. to the
new members of the Board of Directors.

The presentation is attended by the Pres-
ident, management of the Company and
Secretary of the Board of Directors. Mem-
bers of the Board of Directors are offered
the possibility to hold individual meetings
with senior functional management of the
Company, where members of the Board
of Directors may obtain all the information
which is necessary for their work.

Membership of the Board
of Directors

MTS 0JSC Board of Directors consists of
nine (9) members.

In accordance with the global corpo-
rate governance standards and provisions
of the Company’s corporate documents,
the Company is interested that the Board of
Directors includes at least three indepen-
dent directors. Criteria of independence of
a member of the Board of Directors are set
forth in the Regulations of MTS 0JSC Board
of Directors? and are in line with the best
global corporate governance practice.

Currently, three independent directors
are members of the Board of Directors. The
presence of independent directors ensures
reasonable balance between all stakehold-
ers: the Company itself, its shareholders and
other stakeholders.

' http://www.company.mts.ru/comp/ir/control/regulations/board_of_directors_new/ .
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The Board of Directors was
elected at the Annual General
Meeting of Shareholders of MTS
0JSC held on June 25, 2013, with a
term of office commencing upon
election and lasting through 2013.

Additional Information

On February 14, 2013, an extraor-
dinary General Meeting of Share-
holders of MTS 0JSC was held, which
elected a new membership of the
Board of Directors. The powers of
the new Board of Directors lasted
until the annual general meeting of
shareholders of MTS 0JSC, held on
June 25, 2013.

Current members of the Board of

Directors of MTS 0JSC:

e Ron Sommer (Chairman),

e Anton Abugov (Deputy Chairman)

e Alexey Buyanov (Deputy Chair-
man)

e Alexander Gorbunov

e Andrey Dubovskov

e Michelle Combes

o Stanley Miller

e \Vsevolod Rozanov

e Thomas Holtrop

The changes in membership of the
Board of Directors of MTS 0JSC were
related to compliance with the re-
quirement of Federal Law No. 208-
FZ of December 26, 1995, “On Joint-
Stock Companies” of mandatory
election of a company’s board of di-
rectors at its annual general meeting
of shareholders.
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Ron Sommer

Chairman of the Board
of Directors

In 2013 was rated among “Top 25 Chairman of the Board” as a part of
the National Award “Director of the Year 2013”

Thanks to Ron Sommer, an effective work system of the Board of Di-
rectors and Committees of the Board of Directors has been developed.

The main merit of Ron chairmanship of the Board of Directors
of MTS is that the activities of the Board of Directors became more
structured, open and understandable for both top management and
for shareholders and investors.

Born in 1949.

Mr. Sommer studied mathematics in the University of Vienna, re-
ceiving his doctorate in 1971.

In 1980 he joined the Sony Group as a Managing Director of its Ger-
man subsidiary. In 1986 Mr. Sommer became the Chairman of the Man-
agement Board of Sony Deutschland. 1990-1993 — President and COO
of Sony Corporation in the USA. 1993-1995 — President and COO of Sony
Europe, Germany.

1995-2002 — President, Chairman of the Management Board of
Deutsche Telekom AG, Germany.

In 2005 he joined the Board of Directors of JSFC Sistema as indepen-
dent director, and also exercised functions of Chairman of the Com-
mittee for Investor Relations. 2009-2011 — First Vice-President of JSFC
Sistema, Head of the Telecommunication Assets Business Unit, Manage-
ment Board member.

2004-2012 — member of the international consultancy Board of
Blackstone Group.

2004-2009 — Board of Directors member of Motorola Inc., USA.

2006-2009 — Board of Directors member of WEATHER INVESTMENTS,
Italy.

2009 — Chairman of the Management Board of COMSTAR-UTS 0JSC.

2009-2011 — Chairman of the Management Board of SMM 0JSC.

2009-2010 — Chairman of the Management Board of Sky Link CJSC.

At present Mr. Sommer is the member of Supervisory Board of the
company Munich Reinsurance, Chairman of the Board of Directors of
SISTEMA SHYAM TELESERVICES LIMITED, member of the Board of Direc-
tors of Tata Consultancy Services.

Chairman of the Board of Directors of MTS 0JSC since 2009, Chair-
man of the Strategy Committee and member of the Budget Committee
of the Board of Directors of MTS 0JSC.

The member of the Board of Directors held no shares of MTS 0JSC
during the reporting year.

Anton Abugov

Deputy Chairman of the
Board of Directors

Born in 1976.

Mr. Abugov graduated from the Academy of National
Economy under the Government of the Russian Federa-
tion.

In 1995 he was involved in developing the infrastruc-
ture and a regulatory framework for the stock market
in Russia. Between 1995 and 2002 Mr. Abugov was Di-
rector of Corporate Finance at United Financial Group,
seeing through a number of major fundraising, strate-
gic consultancy, and merger and acquisition projects in
various industries in Russia and Eastern Europe.

In 1999 he was an advisor to RAO UES of Russia. From
2003 to 2006, he was in charge of the Corporate Finance
Department at AKB Rosbank 0JSC. Currently he has
been serving as Sistema’s First Vice President and Head
of Strategy and Development, the member of the Man-
agement Board.

Mr. Abugov is @ member of management bodies of
SMM JSC, SISTEMA SHYAM TELESERVICES LIMITED and
other companies.

Member of the Board of Directors of MTS 0JSC since
2008, Deputy Chairman of the Board of Directors of MTS
0JSC since 2012.

The member of the Board of Directors held no shares
of MTS 0JSC during the reporting year.

Alexander Gorbunov

Member of the Board
of Directors

Born in 1967.

Graduated from the Moscow Engineering Physics In-
stitute in 1992 majoring in engineering and physics.

During the period of 2005-2006, he was the Head of
Corporate Development Department, Acting First Vice
President — Head of Strategy and Development Com-
plex of JSFC Sistema; in 2006-2010 served as Vice Presi-
dent for Strategy and Development of JSC Comstar-UTS;
in 2011-2012 served as Executive Vice President for Devel-
opment of Telecommunications Assets of the Business
Unit “Core Assets” of JSFC Sistema.

Currently holds the position of Executive Vice Presi—-
dent (Investment Portfolio) of JSFC Sistema.

Member of the Board of Directors of MTS 0JSC since
2013.

Mr. Gorbunov is a member of management bodies of
SMM JSC, Cosmos TV JSC, Stream LLC and SISTEMA SHY-
AM TELESERVICES LIMITED.

The member of the Board of Directors held no shares
of MTS 0JSC during the reporting year.
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Sergey Drozdov

Member of the Board
of Directors

Born in 1970.

In 1993 graduated from the Ordzhonikidze State
Academy of Management (GAU).

PhD in Economics.

In 1994 and 1995 headed the Financial Innovation and
Marketing Directorate of Moscow Property Fund. Since
1995 has been working in JSFC Sistema. From 1995-
1998 — Executive Director of Development and Invest-
ment Department of the Corporation, from 1998-2002 —
Vice-President, Acting President, First Vice-President
of Sistema-Invest CJSC. Since April 2002 — Head of Cor-
porate Property Department, and from May 15, 2002 —
Acting First Vice President of JSFC Sistema. In Sep-
tember 2002 he was appointed First Vice-President of
JSFC Sistema, from April 2005 to April 2011 was Senior
Vice President — Head of the Property Complex of JSFC
Sistema. Since April 2011 he has been Senior Vice Presi-
dent — Head of the Corporate Governance Complex of
JSFC Sistema, a member of the Management Board of
JSFC Sistema.

Mr. Sergey Drozdov is a member of management
bodies of Reestr JSC, Bashneft JSC, JSOC RussNeft and
other companies.

Member of the Board of Directors of MTS 0JSC since
2013.

Earlier, in the period from 2008 to 2011, was a mem-
ber of the Board of Directors of MTS 0JSC, in the period
from 2008 to 2009 — Deputy Chairman of the Board of
Directors of MTS 0JSC.

The member of the Board of Directors held no shares
of MTS 0JSC during the reporting year.
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Andrey Dubovskov

Member of the Board
of Directors

di b

Born in 1966.

In 1993 graduated from the All-Russian State Institute
of Cinematography named after S.A. Gerasimov, with
degree in stage directing.

Headed the business unit MTS Ukraine from January
2008. In November 2007 started his work in MTS Ukraine
as the first deputy general director. In 2006-2007 was
the director of macroregion MTS Ural, from 2004 to
2006 was the MTS branch director in Nizhny Novgorod.
From 2002 to 2004 was the general director of the com-
pany of the Tele2 Group in Nizhny Novgorod.

Before March 2011 was the General Director of PrJSC
MTS Ukraine.

Since March 05, 2011 — the President of MTS 0JSC, the
Chairman of the MTS 0JSC Management Board.

According to the decision of the Board of Directors
of MTS 0JSC dated February 13, 2014 the term of office
of Andrei Dubovskov as the President of MTS 0JSC was
extended for three (3) years, with effect from 5 March
2014.

Mr. A. Dubovskov has a vast experience of working
in telecommunications companies: having started his
work in 1993, he occupied several management posi—
tions in such companies as Millicom International Cellu-
lar S.A., Millicom International Cellular B.V., LLC Regional
Cellular Communications, CJSC 800 and other companies
in Moscow, Almaty, Nizhny Novgorod, Ekaterinburg,
Perm and Kiev.

Currently is the member of the management bodies
of JLLC Mobile TeleSystems, PrJSC MTS Ukraine, Inter-
national Cell Holding LTD., Russian Telephone Company
CJSC, MGTS

Member of the Board of Directors of MTS 0JSC since
2011.

During the reporting year owned common regis-
tered shares of MTS 0JSC in the amount of 15,620 shares.

Michel Combes

Member of the Board
of Directors

Non-executive Independent
Director of MTS 0JSC

Born in 1962 in France.

Graduated from the Ecole Polytechnique and the
Higher National School of Telecommunications in Par-
is, has a degree from the University of Paris-Dauphine
(PhD in Corporate Strategy) and the Conservatory of
Arts and Crafts (PhD in Forecasting).

From 1985 to 2002 held various management posi-
tions in a number of leading French companies.

In 2003, Mr. Combes was appointed Senior Vice Presi-
dent and CFO of France Telecom, in this position until
2006 he worked on integration of the French telecom
operator with Orange and Wanadoo and its transforma-
tion into an integrated communications operator.

Since 2006 he served as Chief Executive Officer at TDF
(Telediffusion de France).

From 2008 to 2012 he served as Chief Executive Officer
for Europe at Vodafone, London, and Non-Executive Di-
rector of Vodafone PLC.

At various times, Mr. Combes served on the Board of
Directors of Vodafone, Weather (Orascom Wind), Atari,
TDF, Eurotunnel, Atos and Procapital.

In 2013, Mr. Combes was appointed Chief Executive
Officer of Alcatel-Lucent SA.

Chairman of the Supervisory Board of Assystem and
Non-Executive Director, Member of the Board of Direc-
tors of ISS.

Member of the Board of Directors of MTS 0JSC since
2013.

The member of the Board of Directors held no shares
of MTS 0JSC during the reporting year.

Stanley Miller

Member of the Board
of Directors

Non-executive Independent
Director of MTS 0JSC

In 2013 was rated among “50 Best Independent Direc-
tors” as a part of the National Award “Director of the
Year 2013”.

Born in 1958.

Mr. Miller received a degree in law and administra-
tion from the University of South Africa and a degree
in human resources management from the Institute of
Administration and Commerce in Cape Town, South Af-
rica. He has also completed several business manage-
ment programs, including the Proteus Leadership pro-
gram at the London Business School.

From 1998 to 2011, he served in a number of top lead-
ership positions at KPN (the Netherlands), including the
CEO of KPN Mobile International, the CEO and Chairman
of the Supervisory Board of E-Plus, the CEO and the
Chairman of the Board of Directors of BASE in Belgium.
From 1991 to 1997, Mr. Miller headed operating and cor-
porate governance at NetHold Group companies, in-
cluding he served as the CEO of Telepiu, Italy. Prior to
that, he served as the CEO of Electronic Media Network
in South Africa and the Netherlands.

Mr. Miller is a member of the Board of Directors of
AINMT (AB) Sweden, the executive director of Leader-
man — SA Lux, Leaderman — NV Belgium. ULS BVBA Bel-
gium, Milvest BVBA Belgium.

Member of the Board of Directors of MTS 0JSC since
2010.

The member of the Board of Directors held no shares
of MTS 0JSC during the reporting year.
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Vsevolod Rozanov

Member of the Board
of Directors

Born in 1971.

Graduated from Moscow State University with a de-
gree in economics.

Has extensive experience in management, econom-
ics and finance. In 1993-2001, held various consulting
positions at Bain & Company in Moscow, London and
Stockholm. From 2002 to 2004, he was Deputy General
Director for Economy & Finance of MTU-Inform CJSC,
from 2004 to 2006 — Deputy General Director for Econ-
omy & Finance of COMSTAR-United TeleSystems 0JSC.
From 2006 to 2008 — Vice President, Finance and In-
vestment of MTS 0JSC. From 2008 to 2013 — President of
Sistema Shyam TeleServices Ltd. (India).

Since 2013 — Senior Vice President, Head of Invest-
ment and Finance Complex, Member of the Board of
JSFC Sistema.

Mr. Rozanov is a member of management bodies of
SISTEMA SHYAM TELESERVICES LIMITED, JSOC Bashneft,
Leader- Invest CJSC.

Member of the Board of Directors of MTS 0JSC since
2012.

During the reporting year owned ordinary regis—
tered shares of MTS 0JSC in the amount of 72,792 shares
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Thomas Holtrop

Member of the Board
of Directors

Non-executive Independent
Director of MTS 0JSC

Born in 1954 in Germany.

Studied Psychology at the University of Freiburg and
Business Administration. majoring in “Economics and
Production Engineering” in the German Civil Servants
Academy.

From 1990 to 1999 he worked in the banking sector,
served as Vice President of American Express Inter—
national Inc in New York, Frankfurt and London, Mem-
ber of the Board of Directors of the Bank 24 AG and
Deutsche Bank 24 AG.

From 2001 to 2004 he was President of T-Online Inter-
national AG, which was led by Mr. Holtrop to the leading
positions in the broadband Internet services market in
Europe.

Also from 2002 to 2004 Mr. Holtrop served on the
Board of Directors of Deutsche Telekom AG, where
he was responsible for directing the development of
broadband services.

From 2005 to 2006 Mr. Holtrop held the position of
Chief Executive Officer of travel company Thomas Cook
AG.

During 2005-2011, he was a member of the Supervi-
sory Board of the publishing house Gruner + Jahr (Ham-
burg).

From 2009 to 2011, Mr. Holtrop was a member man-
agement bodies of Comstar-UTS JSC.

Member of the Board of Directors of MTS 0JSC since
2013.

The member of the Board of Directors held no shares
of MTS 0JSC during the reporting year.

Ron Sommer'
Anton Abugov''
Alexander Gorbunov
Andrey Dubovskov '
Sergey Drozdov '
Michelle Combes'
Stanley Miller '
Vsevolod Rozanov '
Thomas Holtrop '
Alexey Buyanov ?
Paul Ostling ?
Gregor Harter ?

Mikhail Shamolin ?

Directors’ attendance at Board meetings in 2013

. . . . Over the past year 2012,
. Meetings in Meetings in i
Director praesentia A the Board of Directors held

17 meetings; 9 meetings in
praesentia and 8 in the form
of absentee voting

9 8

AVERAGE PERCENTAGE
OF PARTICIPATION OF
MEMBERS OF THE BOARD
IN BOARD MEETINGS

90%

More than 90% meetings
of Board of Directors
with 100% participation of
members of the Board in
Board meetings

1 w (<] (<] O © w o (o] (o]
—_ EN ~ © [o°] ~ w © =~ [oo]

1 Member of the Board of Directors elected at the Annual General Shareholders Meeting on June 25, 2013.
2 Not a member of the Board of Directors elected at the Annual General Shareholders Meeting on June 25, 2013.

Secretary of Board of Directors

The main objective of the Secretary of MTS 0JSC Board of Directors is to ensure
that the Company’s management bodies comply with the requirements of law and
the Company’s bylaws guaranteeing that the rights and interests of its shareholders
are exercised.

The regulatory basis for the Secretary of MTS 0JSC Board of Directors to per-
form his functions is, in addition to the Charter, the Regulations of MTS 0JSC Board
of Directors approved at the Annual General Meeting of MTS 0JSC Shareholders on
June 25, 2013.

Since 2005 and until now the powers of the Secretary of MTS 0JSC Board of Di-
rectors have been performed by Maxim Kalinin, the Director of Corporate Gover-
nance, MTS 0JSC.
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Structure of the issues considered at the meetings of the Board of Directors in 2013

Other

Strategy

Corporate governance

Finances

HR and organizational structure

72

Among the issues discussed at the
meetings of the Board of Directors of MTS
0JSC in 2013, a number of issues should be
noted decisions on which were of key im-
portance for our Company:

e Developments concerning business in the
Republic of Turkmenistan and Republic of
Uzbekistan;

e Long-term tangible incentive program
for employees of MTS 0JSC;

¢ Implementation of the budget of MTS
Group in 2012 and projected budget per-
formance of MTS Group in 2013;

e Optimization of the process of real estate
management of MTS 0JSC;

Approval of transactions

21%

Main activities

Participation in SACs

Conclusion of contracts for construction
of LTE FDD network in the territory of the
Russian Federation;

Recommendations of the Board of Direc-
tors to pay dividends for 2012 and the 1st
half of 2013;

Report on risk management in MTS 0JSG;
Election of the Chairman and Deputy
Chairman of the Board of Directors of
MTS 0JSC;

Formation of committees of the Board of
Directors of MTS 0JSC;

Approval of the Settlement Agreement
between MTS 0JSC, Altimo, Nomihold Se-
curities Inc. and other related parties in

respect of the disputes regarding Bitel
LLG;

e Plans for the development of retail chain
of MTS 0JSC for 2013;

e LTE Strategy of MTS;

¢ HR Strategy of MTS for 2013-2015;

¢ Report on implementation of CSR pro-
grams in 2012;

e Approval of MTS Group strategy for 2014-
2016;

e Approval of the budget of MTS Group for
2014;

e Approval of key performance indica-
tors of the President and members of the
Management Board for 2014;

e Approval of the work schedule of the
Board of Directors of MTS 0JSC for 2014.

Information on Remuneration of
Members of Board of Directors

Terms and procedure of payment of re-
muneration to members of the Board of Di-
rectors of MTS 0JSC is set out in the Regula-
tions of Remunerations and Compensations
Payable to the Members of the Board of Di-
rectors of MTS 0JSC .

Remunerations for the performance of
duties as members of MTS 0JSC Board of
Directors are paid by the Company to the
Board members who are independent di-
rectors, as well to those members of the
Board of Directors who are neither em-
ployed with the Company nor are members
of management bodies of the companies
being a part of the Group.

In accordance with the Regulations,
members of the Board of Directors of MTS
0JSC, during their term of office, receive
remuneration and are compensated for

expenses associated with their duties as
members of the Board of Directors. Com-
pensation is paid for actually incurred and
documented costs of travel to and from
the destination, accommodation expenses,
communication services fees, and other
documented expenses. Besides, the mem-
bers of the Board of Directors are compen-
sated other expenses in the amount to a
maximum of $200,000 per annum.

Remuneration is paid to Members of
the Board of Directors of the Company in
three forms:

e Basic remuneration

The basic remuneration is paid in money
for the performance of duties as member of
the Company’s Board of Directors during the
corporate year and does not depend on the
number of meetings the Director attended.

The basic remuneration of each Director
and the Chairman of the Board of Directors
is $250,000 and $275,000, respectively, during
a corporate year, and may be changed by
special decision of the general shareholders
meeting of the Company based on the Com-
pany’s performance for the reporting year.

In case of early termination of powers of
a Board member, and election of a Board
members at extraordinary general share-
holders meeting of the Company, the basic
remuneration is paid in the amount propor-
tional to the actual term of powers of the
Director and determined as a product of the
basic remuneration and the amount equal
to the ratio of the actual term of powers
and the duration of the corporate year that
is deemed to be equal to 365 days.

The basic remuneration is paid by the
Company quarterly at least with 30 days

I http://www.company.mts.ru/comp/ir/control/regulations/bod_compensation/ .
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after the quarter end, on the basis of an of-
fice memo that must be provided by the Cor-
porate Secretary of the Company (a person
performing the duties of Corporate Secre-
tary), and an extract from the minutes of the
general shareholders meeting of the Compa-
ny regarding the election of members of the
Board of Directors. The amount of quarterly
remuneration is equal to % of the basic remu-
neration, and if the powers of a Board mem-
ber arise after the beginning of the reporting
period, to the part of the quarterly payment
pro rata to the actual period of office.

o Remuneration for performing
additional duties

Members of the Board of Directors re-
ceive additional remuneration for perform-
ing duties associated with work on commit-—
tees of the Board of Directors:

for work in mandatory committees of
the Board of Directors: as Committee Chair-
man — $25,000 per annum, as Committee
member — $15,000 per annum (for partici-
pation in each of committees);

for work in other committees of the
Board of Directors: as Committee Chair-
man — $10,000 per annum, as Committee
member — $5,000 per annum (for participa-
tion in each of committees);

for work on ad hoc committees of the
Board of Directors: as Committee Chair-
man — $25,000 per annum, as Committee
member — $20,000 per annum (for partici-
pation in each of committees).

The remuneration for performing addi-
tional duties is paid by the Company quar-
terly, in equal installments, not later than 30
days after the quarter end, based on memo
that must be provided by the Corporate Sec-
retary of the Company (a person perform-
ing the duties of Corporate Secretary) and

contain the number of Committees of the
Board of Directors in which each of Directors
participates, and an abstract from the min-
utes of the Board meeting that reflects the
allocation of responsibilities between mem-
bers of committees of the Board of Directors.
In case of early termination of powers, the
remuneration is paid in the amount propor-
tional to the actual period of office of the Di-
rector during the corporate year.

¢ Performance-based annual bonus

Members of the Board of Directors re-
ceive a performance-based annual bonus
depending on the Company’s capitalization
value where there is profit under the U.S.
GAAP standards.

The amount of the bonus is determined
using the following formula:

S =($175,000 x K/ P1) x P2,

where: S is the bonus amount;

K is the number of full months between
general shareholders’ meetings of the Com-
pany at which an independent director is
reelected, divided into 12 (K = 1, if an inde-
pendent director was not reelected during
the corporate year);

P1 is the weighted average price of one
(1) ADR of the Company for 100 days before
the date of election of an independent di-
rector; and

P2 is the weighted average price of one
(1) ADR of the Company for 100 days before
the date of termination of powers of an in-
dependent director.

Herewith, the maximum performance-
based annual bonus payable to Directors may
not exceed $200 000. In case of early termi-
nation of powers of a director, the maximum
bonus payable to the member of the Board
of Directors may not exceed K x $ 200 000.

The performance-based annual bonus is
paid by the Company based on the Regula-
tions and the office memo of the Corporate
Secretary approved by the Vice President of
Finance and Investments of the Company, at
least within 45 days after the date of the an-
nual general shareholders’ meeting.

TOTAL AMOUNT OF REMUNERATION PAID TO THE
MEMBERS OF THE BOARD OF DIRECTORS IN 2013:

37,311,439 RUR

Liability insurance of Directors,
officers and companies of

MTS Group
rronce coverae
September 2006 to September 2007 USD 100 million
October 2007 to October 2008 USD 195 million
October 2008 to October 2009 USD 250 million
October 2009 to October 2012 USD 250 million
October 2010 to October 2011 USD 250 million
October 2011 to October 2012 USD 250 million
October 2012 to October 2013 USD 250 million
October 2013 to October 2014 USD 250 million

D&O0 policy purpose
To provide protection of the members
of the Board of Directors, the Management

Board and management of MTS 0JSC (herein-

after — the “Officers”) in the following cases:

o Recovery of Officers’ losses in connection
with suits or claims filed against them or
prosecution by authorized government
agencies for their actions/failures to act

in the course of performance of their job
duties, namely:

¢ Compensation of attorney fees and legal
defence costs incurred by Officers in con-
nection with the above suits or claims;

e Recovery of damage caused to claimants
by Officers’ actions/failures to act (in case
the claim has been satisfied by court);

o Recovery of losses of MTS 0JSC and its
subsidiaries on claims related to securi-
ties (excluding claims related to IPO of
American depositary receipts).

Evaluation of performance of the
Board of Directors

In accordance with the best international
and Russian corporate governance practices
and the provisions of MTS 0JSC Code of Cor-
porate Governance, MTS 0JSC conducts the
assessment of performance of the Board of
Directors (hereinafter, “the Assessment”)
every year.

The assessment is carried out by MTS 0JSC
independently, using existing assessment
method (questionnaire survey). In the course
of questioning, members of the Board of Di-
rectors are asked more than 30 questions;
opinion is given using four-point grading scale.
The questions deal mainly with the work pro-
cedure, planning and organization of activities
of the Board of Directors and Committees.

Based on the results of questionnaires, a
summary is prepared containing the results
with respect to all analyzed criteria; prior-
ity areas for improvement of standards and
operating procedures of MTS 0JSC Board of
Directors and Committees are identified.

The Report on Assessment of the Board of
Directors’ Performance is approved by the
Committee for Corporate Conduct & Ethics
at the MTS 0JSC Board of Directors.
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COMMITTEES OF BOARD OF DIRECTORS

The Committees of the Board of Directors are
consultive—advisory bodies and are designed to
solve issues in especially important aspects of the
Company’s business. Their activity is controlled
by the Regulations on Committees of the Compa-
ny’s Board of Directors. Meetings of the Commit-
tees are held separately from the meetings of the

Board of Directors.

The previously established commit-
tees continued their work in the report-
ing year, namely: the Budget Committee,
the Audit Committee, the Remuneration &
Nomination Committee, the Committee for
Corporate Conduct & Ethics, the Strategy
Committee; also the Ad Hoc Independent Di-
rectors Committee was established.

Please find below the information on
membership of Committees of the Board
of Directors of MTS 0JSC as of Decem-
ber 31, 2013.

information on membership of Committees of the Board of Directors
of MTS 0JSC as of December 31, 2013

Budget Committee

1. V. Rozanov - Chairman
2. R.Sommer
3. A. Kornya

V. Travkov - Secretary

Remuneration and Nomination
Committee
1. S. Miller - Chairman

2. M. Combes
3. T. Holtrop

N. Sirenko - Secretary

Strategy Committee

1. A. Abugov - Chairman
2. R.Sommer

3. A. Gorbunov

4. S. Miller

5. M. Hecker

6. A. Dubovskov

A.S. Babin - Secretary
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Board
e Of Directors
of MTS 0JSC

Audit Committee

1. T. Holtrop - Chairman
2. M. Combes
3. S. Miller

V. Charlesworth - Secretary

Corporate Conduct
and Ethics Committee
1. S. Drozdov - Chairman
2. A. Dubovskov

3. V. Rozanov

4. T. Holtrop

Yu. Romashkina - Secretary

Ad Hoc Independent Directors
Committee

1. T. Holtrop - Chairman
2. M. Combes
3. S. Miller

A. Kaurov - Secretary

Membership of Committees of MTS 0JSC
Board of Directors before the Annual Gen-
eral Shareholders’ Meeting in 2013:

Budget Committee: A. Buyanov (Chair-
man), R. Sommer, A. Kornya, V. Rozanov

Audit Committee: T. Holtrop (Chairman),
M. Combes, S. Miller

Budget Committee

The Budget Committee is an auxiliary
body of MTS 0JSC Board of Directors serving
to develop recommendations to the Board
of Directors in reviewing issues related to
preparation, approval, adjustment of MTS
budgets, long-term business plans and in-
vestment plans of MTS 0JSC, and overseeing
their implementation.

During the reporting year the Budget
Committee reviewed and made decisions
on such issues as:

e MTS Investment Program 2014-2015;
o Draft budget of MTS for 2014;

o Debt Management in 2014;

e Refinancing loan from Sberbank;

e etc.

Audit Committee

The main function of the Audit Committee
is to monitor accounting and the prepara-
tion and auditing of financial reports of MTS
0JSC and its subsidiaries.

During the reporting year the Commit-
tee considered and made decisions on the
following issues:

Remuneration & Nomination Committee:
S. Miller (Chairman), M. Combes, T. Holtrop

Committee for Corporate Conduct and
Ethics: A. Buyanov (Chairman), S. Miller,
A. Dubovskov, V. Rozanov

Strategy Committee: R. Sommer (Chair-
man), A. Abugov, A. Gorbunov, S. Miller,
M. Hecker, A. Dubovskov.

Powers of Committees and their activities during reporting year

e Discussion of the draft report on MTS
0JSC financial and operating results in Q4
2012 and 2012;

e Discussion of the draft report on MTS
0JSC financial and operating results in Q1,
Q2 2013;

e Discussion of the financial results (De-
loitte review for 2012);

e Discussion and pre-approval of the An-
nual Report according to the Form 20 -F;

e Review and approval of the results of
evaluation of risk management system
and internal control systems for 2012;

o etc.

Remuneration & Nomination
Committee

The main function of the Remuneration &
Nomination Committee is to prepare rec-
ommendation for MTS 0JSC Board of Di-
rectors regarding the Company’s priorities
relating to the development and implemen-
tation of human resources policy and devel-
opment strategy in human resources and
remuneration.
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During the reporting year the Commit-
tee considered and made decisions on the
following issues:

e Discussion of changes in the organiza-
tional structure of MTS 0JSC;

e Preliminary assessment of candidates
nominated for the Board of Directors and
Auditing Commission of MTS;

o Consideration of the report on the devel-
opment of corporate culture of MTS;

e Pre-approval of changes in the basic
principles of remuneration, compensa-
tion and incentives for top managers of
MTS;

o Etc.

Corporate Conduct & Ethics
Committee

The main function of the Corporate Con-
duct and Ethics Committee is to prepare
recommendations to the Board of Directors
regarding priority areas of activity of the
Company in developing and implementing
corporate conduct (governance) and ethics
standards, and also to prepare recommen-
dations regarding the Company’s develop-
ment strategy in the area of corporate con-
duct (governance) and ethics.

During the reporting year no substan-
tial breaches of corporate conduct rules or
ethics were identified in the operation of the
MTS Single Hotline.

During the reporting year the Commit-
tee considered and made decisions on the
following issues:

e Preliminary consideration of the 2013 An-
nual Report of MTS 0JSC;
e Performance of hotline of the Corporate

Conduct & Ethics Committee in 2013;

e Approval of the new format and content
of the Code of Business Conduct and Eth-
ics of MTS;

e Results of the annual testing knowledge
and certification for compliance with the
Code of Business Conduct and Ethics 2013;

o Etc.

Strategy Committee

The main function of the Strategy Com-
mittee is the strategic development of the
Company and drawing up recommendations
on other priority areas of the Company’s
development.

During the reporting year the Commit-
tee considered and made decisions on the
following issues:
¢ Development strategy of MTS for 2014-

2016;

e LTE Development Strategy for 2013-2015;
o Etc.

Ad Hoc Independent Directors
Committee

The main function of the Ad Hoc Inde-
pendent Directors Committee is analysis of
terms of the transaction and the associated
risks, development of opinions on advis—
ability of the transaction, drawing up rec-
ommendations to the Board of Directors
regarding approval of the transaction, in-
teraction with consultants in respect of the
transaction and other matters.

During the reporting year period the
Committee reviewed and made decisions
on such issues as:

e Approval of the Regulations on the Com-
mittee;

¢ Information on the project status;

o Approval of the transaction consultants;

¢ Information about the outcome of nego-
tiations;

o etc.

SOLE EXECUTIVE BODY OF COMPANY: PRESIDENT

In accordance with MTS 0JSC Charter, the Presi-
dent of the Company is vested with full author-
ity for day-to—day management of the Compa-
ny’s activities and addressing relevant issues that
are not within the competence of the Company’s
General Shareholders Meeting, Board of Direc-
tors and Management Board. The President of the
Company carries out management of activities of
the Company in accordance with the provisions of
the Company’s Charter, Regulations on the Presi-
dent of MTS 0JSC' and requirements of the legisla-
tion of the Russian Federation.

Activities of the President of MTS 0JSC are
aimed at ensuring profitability and competi-
tiveness of the Company, financial and eco-
nomic stability, securing shareholder rights
and social guarantees of employees of the
Company.

The President represents the point of
view of the executive bodies at meetings
of the Board of Directors and the General
Meeting of Shareholders.

The President chairs the Management
Board of the Company and organizes its
work.

The President of the Company is elected
by the Board of Directors of the Company
by a majority vote of the elected members
of the Board of Directors. In this case, the
votes of the retired members of the Board
of Directors are not counted.

The President is accountable in its activi-
ties to the General Meeting of Shareholders
and Board of Directors of the Company.

In 2013 (since March 05. 2011) the func-
tions of the sole executive body (Presi-
dent) of MTS 0JSC were exercised by An-
drey Dubovskov.

According to the decision of the Board of
Directors of MTS 0JSC dated February 13, 2014
the term of office of Andrey Dubovskov as
the President of MTS 0JSC was extended for
three (3) years, with effect from 5 March 2014.

I http://www.company.mts.ru/comp/ir/control/requlations/ceo/ .

2 More information about A. Dubovskov see the section “Management Board”.
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COLLEGIAL EXECUTIVE BODY:
MANAGEMENT BOARD

The implementation of the selected strategy
and specific resolutions of the Board of Direc-
tors is delegated to the President (Sole Exec-
utive Body) and the Management Board (Col-
legial Executive Body) that are responsible for
the fulfilment of resolutions of the Board of
Directors within their terms of reference.

The President (Chairman of the Management Board)
and the Management Board act on the basis of the Fed-
eral Law “On Joint-Stock Companies”, MTS 0JSC Charter
and Regulations of MTS 0JSC Management Board'.

Number of members and composition of the Man-
agement Board is approved by the Board of Directors
at the suggestion of the President of the Company.
Chairman of the Management Board is the President of
the Company. Management Board members are elect-
ed for the term of three (3) years. Management Board
members may be re-elected an unlimited number of
times.

The Management Board carries out its activities by
means of meetings and resolutions.

Meetings of the Management Board are held on a
planned basis. Meetings of the Management Board are
convened by the Chairman of the Management Board,
or on request of any member of the Management
Board, Board of Directors, Auditing Commission or the
auditor of the Company. A resolution of the Company’s
Management Board, within its competence, may be
taken via absentee voting (questioning).

Members of the Management Board in 2013

Members of the Management Board as of Decem-
ber 31, 2013.

Andrey Dubovskov

Chairman of the
Management Board

oD

Born in 1966.

In 1993 graduated from the All-Russian State Insti-
tute of Cinematography named after S.A. Gerasimov,
with degree in stage directing.

Headed the business unit MTS Ukraine from Janu-
ary 2008. In November 2007 started his work in MTS
Ukraine as the first deputy general director. In 2006-
2007 he was the director of macroregion MTS Ural,
from 2004 to 2006 was the MTS branch director in
Nizhny Novgorod. From 2002 to 2004 was the general
director of the company of the Tele2 Group in Nizhny
Novgorod.

Before March 2011 was the General Director of
PrJSC MTS Ukraine.

Since March 05, 2011 — the President of MTS 0JSC,
the Chairman of the MTS 0JSC Management Board.

According to the decision of the Board of Direc-
tors of MTS 0JSC dated February 13, 2014 the term of
office of Andrei Dubovskov as the President of MTS
0JSC was extended for three (3) years, with effect
from 5 March 2014.

Mr. Dubovskov has a vast experience of working in
telecommunications companies: having started his
work in 1993, he occupied several management po-
sitions in such companies as Millicom International
Cellular S.A., Millicom International Cellular BV., LLC
Regional Cellular Communications, CJSC 800 and oth-
er companies in Moscow, Almaty, Nizhny Novgorod,
Ekaterinburg, Perm and Kiev.

Currently is the member of the management
bodies of JLLC Mobile TeleSystems, PrJSC MTS
Ukraine, International Cell Holding LTD., Russian Tele-
phone Company CJSC, MGTS

Member of the Board of Directors of MTS 0JSC
since 2011.

During the reporting year owned common reg-
istered shares of MTS 0JSC in the amount of 15,620
shares

' http://www.company.mts.ru/comp/ir/control/regulations/executive_board/ .
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Mikhail Arkhipov

Management
Board Member —
Vice President,
Human Resources
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Born in 1982.

In 2004 graduated from the Faculty of Sociology of
M.V. Lomonosov Moscow State University.

Appointed as a Board Member — Vice President, Hu-
man Resources of MTS 0JSC in April 2013.

Before joining MTS 0JSC, in 2009, Mikhail Arkhipov
worked at SIBUR, where as HR Director built a new ef-
fective HR unit, organized staff competencies assess—
ment system, completely restructured recruitment
process to ensure skilled workforce for new plants of
the company. In 2008-2009 at KPMG CJSC was responsi-
ble for establishing policies and strategies for compen-
sation and benefits in Russia and CIS. Previously worked
in HR management in large FMCG companies — SUN In-
Bev 0JSC and Kampomos MPZ LLC.

Mr. Arkhipov is @ member of management bodies of
MGTS 0JSC and RTK CJSC.

The member of the Management Board held no
shares of MTS 0JSC during the reporting year.

5 &

Frederic Vanoosthuyze

Management
Board Member -
Vice President,
Information
Technology

Born in 1973 in Belgium.

Mr. Vanoosthuyze graduated from Institut Superieur
Industriel Liegeois (Belgium) in 1995 with Engineering
degree in Electronics and Communications, and in 1999
graduated from University of Mons (Belgium) with Engi-
neering degree in Computer Science and management.
He also received Executive Master degree in IT gover-
nance at the Solvay Business School in 2006.

He joined MTS 0JSC in February 2012 as Vice Presi-
dent, Information Technology.

From 01 March 2013 to 31 March 2014: Member of the
Board -Vice President, Information Technology

Mr. Vanoosthuyze started his career at Siemens Atea
(Belgium); subsequently he was employed with Alcatel
Bell (Belgium) and KPN Group Belgium NV/SA Orange/
BASE (Belgium). He served at Millicom International Cel-
lular SA (Luxemburg) as Millicom Group Chief IT Officer
from 2006.

Mr. Vanoosthuyze is a member of management bod-
ies of MTS UKRAINE PrJSC, 0JSC Intellect Telecom.

The member of the Management Board held no
shares of MTS 0JSC during the reporting year.
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lvan Zolochevskiy

General Director of
PrJSC MTS Ukraine

Born in1972.

In 1993 graduated from the Physics Faculty of
St. Petersburg Pedagogical Institute named af-
ter A.l. Herzen, in 2001 from Open University of Great
Britain with degree in management. Completed presi-
dential program training in Engineering—Economic
Academy, majored in Management and Marketing.
Held position of Sales Director in St. Petersburg compa-
ny BCC from 2001 to 2005. From 1998 to 2001 — Director,
Division of Corporate and Market Sales of St. Peters—
burg company Nienschantz. Until 1998 worked in Tranzas
Group as the Director of Sales and Marketing.

In June 2005 was nominated as the Director of MTS
0JSC branch Macroregion North-West, where he was
responsible for operational management of mobile and
fixed business of MTS in all regions of North-West Feder-
al District — Republic of Karelia, Republic Komi, Arkhan-
gelsk Region, Vologda Region, Kaliningrad Region, Len-
ingrad Region, Murmansk Region, Novgorod Region,
Pskov Region, St. Petersburg, Nenets Autonomous Dis-
trict.

Joined MTS in January 2005 for the job of the MTS
branch manager in Tula.

In September 201 was nominated as
the General Director of PrJSC MTS Ukraine.
In October 2011 was elected the member of the Man-
agement Board of MTS 0JSC.

The member of the Management Board held no
shares of MTS 0JSC during the reporting year.
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Ruslan Ibragimov

Management
Board Member —
Vice President,
Corporate

and Legal Matters

Born in 1963.

Mr. Ibragimov graduated with degree in law from the
Moscow State University in 1986, where he continued to
post-graduate studies. Cand. Cs. (Law).

Mr. Ibragimov joined MTS 0JSC in 2006 as Director of
the Legal Department, and in February 2007 was ap-
pointed to the position of Director for Legal Matters. In
February 2007 he headed the Legal Block.

From 2008 — Vice President, Corporate and Legal
Matters of MTS 0JSC.

Member of the Board — Vice- President, Corporate
and Legal Affairs of MTS Since March 1, 2013.

Prior to joining MTS 0JSC, he worked at the Mos-
cow college of lawyers Ibragimov, Kagan, and Partners.
From 1997 to 2002 held the position of director-partner,
Deputy General Director, Head of Tax and Legal Consul-
tation Department at Top-Audit. From 1992 to 1996 he
headed legal services in several commercial banks.

He is a member of the Management Board and
Vice-President of the Non-profit Organization Russian
Corporate Counsel Association (RCCA), member of the
Non-profit Partnership for Promoting Competition and
Non-profit Partnership Promoting Competition in CIS
Countries, member of the All-Russian public organiza-
tion “Association of Lawyers of Russia”, senior director
of the Association of Independent Directors, member of
the National Payment Council Association, member of
the Board of Directors of “High School Publishing” 0JSC.

The member of the Management Board held 19,824
registered common shares of MTS 0JSC during the re-
porting year.

Alexey Kornya

Management

Board Member —
Vice President,

Chief Financial Officer

Born in 1975.

Mr. Kornya graduated from the Saint Petersburg
State University of Economics and Finance in 1998.

Mr. Kornya joined MTS 0JSC in July 2004 as the Chief
Financial Officer of MTS 0JSC Ural Macro Region. In Oc-
tober 2004 he occupied the position of Director of the
Financial Planning and Analysis Department, the Fi-
nancial Block, MTS Group CC, in March 2007 he was ap-
pointed Director of Controlling, Finance and Investment
Block.

Since August 2008, he has been heading Finance and
Investment Block. He served as MTS 0JSC Deputy Vice
President for Finance and Investment, Acting Vice Presi-
dent for Finance and Investment until the end of 2009.

In 2010 he was appointed Vice President, Chief Finan-
cial Officer of MTS 0JSC.

Member of the Board — Vice President, Chief Finan-
cial Officer of MTS 0JSC since March 01, 2013.

Prior to joining MTS 0JSC, from 2000 to 2004 Mr. Ko-
rnya was employed at Severo-Zapadny Telecom 0JSC in
Saint Petersburg, Petrozavodsk. Prior to that, he served
as an auditor at the Audit Department of Pricewater-
houseCoopers CJSC in Saint Petersburg.

Mr. Kornya is member of management bodies of Mo-
bile TeleSystems JLLC, MTS UKRAINE PrJSC, International
Cell Holding Ltd., Russian Telephone Company CJSC, etc.

The member of the Management Board held no
shares of MTS 0JSC during the reporting year.

Vasiliy Latsanich

{ ai_ Management
f 3 Board Member —
= ™ " Vice President,
Marketing
d=A
Born in 1972.

Graduated from the Higher State Institute named af-
ter N. Lysenko in 1995 (Ukraine, Lvov).

From 1996 to 2001 Vasiliy occupied several positions
in Coca-Cola Ukraine Ltd, Coca-Cola Bottlers Siberia in
Russia and Ukraine in the sphere of marketing and gen-
eral management. In 2001-2005 was the Director of the
Marketing Department in PrJSC MTS Ukraine, in October
2005 he was nominated as Marketing Director of PrJSC
MTS Ukraine.

Since 2012 Vasiliy Latsanich is the co-chairman of the
Telecom Committee at the American Chamber of Com-
merce in Ukraine.

Headed PrJSC MTS Ukraine since March 2013.

In September 2011 he was appointed Vice President,
Marketing of MTS 0JSC

Member of the Management Board, Vice President,
Marketing of MTS 0JSC since March 01, 2013.

Mr. Latsanich is the member of the management
bodies of PrJSC MTS Ukraine, Stream LLC, MGTS 0JSC,
Russian Telephone Company CJSC, MTS Bank 0JSC.

The member of the Management Board held no
shares of MTS 0JSC during the reporting year.
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Andrey Smelkov

Management
2 Board Member —
aid o ;’ Vice President,
% Foreign Subsidiaries
“
| ]
Born in 1976.

In 1998 graduated from the Faculty of Management
and Economics of Novgorod State University named
after Yaroslav Mudry. In 2000 he received a degree in
Economics and Business Administration from the Uni-
versity of Telemark (Norway). In 2012 he took a course in
Wharton business school (USA) under CEO competences
development program.

In October 2013 appointed member of the Manage-
ment Board — Vice President, Foreign Subsidiaries of
MTS 0JSC.

Andrey Smelkov has extensive experience in tele-
communications industry in the CIS countries. He joined
MTS being a senior adviser to the executive vice presi-
dent of Tele2 AB (Stockholm). In 2010-2013 he worked as
the Chief Executive Officer and Chairman of the Man-
agement Board of Tele2 Kazakhstan, where he success—
fully launched operations under Tele2 brand and made
the company a group leader in business growth dynam-
ics. In 2008-2010 he headed SkyMobile in Kyrgyzstan,
and from 2006 to 2008 worked as Deputy General Direc-
tor for regional business development in a subsidiary
of VimpelCom in Uzbekistan. From 2004 to 2007 headed
VimpelCom branch in Veliky Novgorod. He began his ca-
reer in the mobile operator Novgorod Telecommunica-
tions as marketing and advertising manager in 2002.

Mr. Smelkov is a member of management bodies of
JLLC Mobile TeleSystems.

The member of the Management Board held no
shares of MTS 0JSC during the reporting year.
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Vadim Savchenko

Management
Board Member —
Vice President,
Sales & Customer
Service

Born in 1974.

Graduated from the Law Faculty of the Humanitarian
University of Ekaterinburg, and Kiev National Economic
University named after Vadim Hetman, with major in
corporate economics.

Vadim gained vast experience in sales — from sales
coordinator to branch director — working in such com-
panies as LLC PEPSI INTERNATIONAL BOTTLERS, CJSC JTI
and 0JSC Vienna. From 2005 to 2007 worked as the Di-
rector of Partnership Relations Department, Macro-
region Ural, MTS 0JSC. In the period from 2007 to 2008
Vadim Savchenko held the position of the Ural branch
Director, 0JSC TS-retail.

In the period from November 2008 to July 2011 Vadim
held the position of Sales and Subscriber Service Direc-
tor of the Business Unit PrJSC MTS Ukraine.

In July 2011 appointed as Vice President of MTS 0JSC,
Sales and Service.

Member of the Management Board, Vice President,
Sales & Customer Service of MTS 0JSC since March 01,
2013.

Mr. Savchenko is the member of the management
bodies of PrJSC MTS UKRAINE, Russian Telephone Com-
pany CJSC, MTS Bank 0JSC, MGTS 0JSC, and other com-
panies.

The member of the Management Board held no
shares of MTS 0JSC during the reporting year.

Andrey Ushatsky

Management
Board Member —
Vice President,
Chief Technology
Officer

Born in 1974.

Mr. Ushatsky graduated from the Moscow Power En-
gineering Institute in 1997. From 2002 to 2004 completed
an MBA program for managers at the Academy of Na-
tional Economy of the Government of the Russian Fed-
eration.

He joined MTS 0JSC in 1996, first in the position of a
specialist of the Macrowave Link Service and, thereaf-
ter, he headed the Network Operation Service and the
Network Operation Department and served as Deputy
Director of the MTS Russia Business Unit.

Mr. Ushatsky was appointed Vice President, Chief
Technology Officer of MTS 0JSC in April 2009.

Member of the Management Board, Vice President,
Chief Technology Officer of MTS 0JSC since March 01,
2013.

Mr. Ushatsky is @ member of management bodies of
Intellect Telecom 0JSC, METRO-TELECOM CJSC.

The member of the Management Board held 14,000
registered common shares of MTS 0JSC during the re-
porting period.

Michael Hecker

Management
Board Member —
Vice President,
Strategy,

M&A and Corporate
Development

Born in 1970.

Mr. Hecker is a graduate in administration and inter-
national politics from Pierre Mendez France University
of Grenoble (France) and a graduate in law and modern
history from Goettingen University (Germany), where
he also earned a PhD in the history of constitutional law.

He joined MTS 0JSC in May 2006 as the Director of
Strategic Projects.

Since 2008 he has been the MTS 0JSC Vice President,
Strategy, M&A and Corporate Development.

Member of the Management Board, Vice President,
Strategy, M&A and Corporate Development of MTS 0JSC
from March 01, 2013 to January 09, 2014.

Prior to joining MTS 0JSC, from 2000-2006 Mr. Heck-
er worked at AT. Kearney Europe, where he was in-
volved in strategy, marketing, and finance projects for
telecommunications companies and consumer-goods
manufacturers. Prior to that he served as a junior asso-
ciate lawyer in Berlin and Brandenburg (Germany).

The member of the Management Board held no
shares of MTS 0JSC during the reporting year.
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Participation of members of the Management Board in meetings of the Board in 2013

Member of the Meetings in | Absentee
Board praesentia | meetings

A. Dubovskov

M. Arkhipov '

F. Vanoosthuyze

I. Zolochevsky
R. Ibragimov
A. Kornya

V. Latsanych
A. Smelkov ?
V. Savchenko
A. Ushatskiy
M. Hecker 3
0. Raspopov *
K. Markov °
A. Popovskiy ©
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Over the past year 2013,

the Management Board 80%

meetings: 27 meetings AVERAGE PERCENTAGE OF

PARTICIPATION OF MEMBERS
OF THE MANAGEMENT
BOARD IN BOARD MEETINGS

! Elected to the Management Board by decision of the Board
of Directors of MTS 0JSC dated April 11, 2013.

2 Elected to the Management Board by decision of the Board
of Directors of MTS 0JSC dated March 26, 2013.

3 Powers of the member of the Management Board terminat-
ed by decision of the Board of Directors MTS 0JSC of December 19,

4 Powers of the member of the Management Board terminat-

26 3 of MTS 0JSC held 30

23 2

- ) in praesentia and 3 in
the form of absentee

22 3 voting.

17 2

23 3

21 3

9 2

18 3

2 3 2013.

1 2

2013.

ed by decision of the Board of Directors MTS 0JSC of February 14,

5 Powers of the member of the Management Board terminat-
ed by decision of the Board of Directors MTS 0JSC of September

26, 2013.

6 Powers of the member of the Management Board terminat-
ed by decision of the Board of Directors MTS 0JSC of May 16, 2013.

Secretary of the Management
Board of MTS 0JSC

This function is assigned to the Corporate
Governance Department of MTS 0JSC.

Secretary of the Management Board —
Olga Alexandrovna Oleynik.

Remunerations and compensations
payable to the members of the
Management Board

The Company concludes a contract with
each member of the Management Board
providing for additional employment terms,
the procedure for determining the amount
of remuneration, conditions for the com-
pensation for expenses related to the

performance of Management Board mem-
ber’s duties, and procedure for contract ter-
mination. On behalf of the Company, the con-
tract is signed by the Chairman of the Board
of Directors of the Company or a person duly
authorized by the Board of Directors. The
Board of Directors may terminate the con-
tract with the member of the Management
Board of the Company at any time. The terms
and conditions of the contract are approved
by the Board of Directors of the Company.

TOTAL REMUNERATION PAID TO THE
MEMBERS OF THE MANAGEMENT
BOARD IN 2013 WAS

597,987,340 RUR

BODIES SUPERVISING FINANCIAL AND ECONOMIC ACTIVITIES

The bodies supervising financial and economic activities of MTS 0JSC are structured as follows:

Auditing Commission of MTS 0JSC
Director of Internal Control and Audit of MTS 0JSC>»'
Internal Audit Department of MTS 0JSC
Control Department of MTS 0JSC
Internal Control Systems Department of MTS 0JSC
Audit Committee of the Board of Directors of MTS 0JSC

MTS 0JSC Auditing Commission

On June 25, 2013, the Annual General
Meeting of MTS 0JSC Shareholders elected
the following persons as members of the
Auditing Commission:

1. Irina Borisenkova, born in 1963, holds
the position of Chief Accountant, Managing
Director of Finance and Investment Complex
of JSFC Sistema.

2. Maxim Mamonov, born in 1978, holds
the position of Director of Internal Control
of MTS 0JSC.

3. Jakub Paragulgov, born in 1983, holds
the position of Head of Planning of Finance
and Investment Complex of JSFC Sistema.

Auditing Commission, acting in accor-
dance with the Charter of MTS 0JSC, as well
as the Regulations on the Auditing Com-
mission of MTS 0JSC is a permanent elected
body of the Company and carries out pe-
riodic supervision over financial and eco-
nomic activities of the Company, the activi-
ties of its management bodies and officers
(in including its separate subdivisions, de-
partments, branches and representative
offices) by performing documentary and
factual audits.

The Auditing Commission is independent
from officers of the Company’s manage-
ment bodies and is accountable only to the

' In February 2014, the organizational structure of control and audit bodies was changed:
The Internal Audit Department and Control Department were merged into Internal Control
and Audit Block of MTS 0JSC, functionally subordinate to the Director of Internal Control and

Audit of MTS 0JSC.
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General Meeting of Shareholders of the
Company.

Based on the results of its work, the Au-
diting Commission presented its findings
on the financial statements of MTS 0JSC for
2013. According to the Auditing Commis-
sion, the audit provided sufficient grounds
to express the opinion that the financial and
economic activities of MTS 0JSC during the

reporting year were carried out in all ma-
terial respects in accordance with current
legislation, and that this Report and annual
financial statements of MTS 0JSC for 2013
fairly present the Company’s financial condi-
tion as at December 31, 2013, and the results
of its financial and economic activities for
the period from January 1 through Decem-
ber 31, 2013.

Director of Internal Control and Audit of MTS 0JSC

Director of Internal Control and Audit is
functionally subordinate to the Chairman
of the Audit Committee of the Board of Di-
rectors of MTS 0JSC and administratively
subordinate directly to the President of
MTS 0JSC.

Director of Internal Control and Audit
has the following duties:

e provides overall management, coordina-
tion, analysis and supervision of activities
of overseen units. Organizes and provides
effective interaction with the structur-
al units of MTS 0JSC, subsidiaries of MTS
0JSC, foreign subsidiaries of MTS 0JSC;

e organizes monitoring of observance of fi-
nancial discipline in MTS 0JSC, subsidiaries
of MTS 0JSC, foreign subsidiaries of MTS
0JSG;

e organizes monitoring of effectiveness
and efficiency of the procedures relating
to financial and economic activity of MTS
0JSC, subsidiaries of MTS 0JSC, foreign
subsidiaries of MTS 0JSC;

e organizes monitoring of compliance with
legal and regulatory documents in MTS
0JSC, subsidiaries of MTS 0JSC, foreign
subsidiaries of MTS 0JSC;

e organizes monitoring of conformity of
contracts and agreements of MTS 0JSC,
subsidiaries of MTS 0JSC, foreign subsid—
iaries of MTS 0JSC with third parties to
financial and economic interests of MTS,
subsidiaries of MTS 0JSC, foreign subsid—
iaries of MTS 0JSC;

e organizes monitoring of effectiveness
and transparency of the management
system of MTS 0JSC, subsidiaries of MTS
0JSC, foreign subsidiaries of MTS 0JSC,
revealing abuses by executive bodies and
officers of MTS 0JSC, subsidiaries of MTS
0JSC, foreign subsidiaries of MTS 0JSC;

e organizes independent investigations at
MTS 0JSC, subsidiaries of MTS 0JSC, for-
eign subsidiaries of MTS 0JSC and pre-
pares opinions on violations for consider-
ation by the Committee on Discipline;

e other duties.

Internal Audit Department of MTS 0JSC

The Internal Audit Department of MTS
0JSC was created in September 2003, and is
an independent unit of the Company within
the MTS Group’s Corporate Center. The De-
partment operates in accordance with its
Regulations. The Department is headed by
the department head and includes the fi-
nancial audit division, the operations audit
division, the functional IT and technologies
audit group, and employees of the depart-
ment at the Company’s macro-regional
branches.

The Department renders assistance to
the Board of Directors and management of
MTS 0JSC in the performance of their duties
for the construction of effective corporate
governance system, risk management and
internal control system by providing inde-
pendent and objective assurance and con-
sultations aimed at improvement of activi-
ties of MTS 0JSC.

Control Department of MTS 0JSC

The Control Department was created in
June 2006, and is an independent unit of MTS
0JSC within the MTS Group’s Corporate Cen-
ter. The Department operates in accordance
with its Regulations. The Department is head-
ed by the department head and includes the
operations audit division, the administrative
control division, the indicators control division
and the performance assessment division.

The Control Department performs the
following functions:
e monitoring procedures related to fi-
nancial and economic activity (including

To do this, the department carries out
an objective analysis of audit evidences
for the purpose of independent assess-
ment and preparation of opinion on reli-
ability and efficiency of systems, process-
es, operations in the following areas:

o timely identification of risks and risk ana-
lysis;

e reliability of financial and management
information;

e preservation of assets;

e compliance with laws and internal poli-
cies and procedures;

o implementation of financial and business
plans;

o efficient use of resources.

The Internal Audit Department is subordi-
nated to the Director of Internal Control and
Audit.

operations) of MTS 0JSC units, analyzing
the results of the specified activities;

e monitoring compliance with fiscal and
executive discipline at MTS 0JSC and
monitoring the implementation of deci-
sions of its management bodies, including
its collective management bodies;

e verifying that internal documents and
decisions of the management bodies of
MTS 0JSC are consistent with the Compa-
ny’s financial and business interests;

e monitoring that the Company’s agree-
ments with third parties are consistent
with MTS’ financial and business interests;
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e monitoring the effectiveness and trans-
parency of the governance system in the
Company, including revealing abuses by
executive bodies and officers of MTS 0JSC;

e coordination of activities of units that
process messages arriving to the ad-
dress of the single hot-line, preparation
of conclusions;

e preparing opinions on violations brought
before the disciplinary commission of
MTS 0JSC;

e monitoring efficiency of business pro-
cesses of operations, project activities of
the company units;

¢ monitoring calculation of process perfor-
mance indicators;

¢ monitoring fulfillment of instructions and
recommendations of collective bodies
of MTS 0JSC, initiative instructions of the
President of MTS 0JSC, meetings at the
President of MTS 0JSC.

The Control Department is subordinated
to the Director of Internal Control and Audit
and in its work coordinates plans, performs
functions and exchanges information with
other units involved in control of financial
and economic activities of the Company.

Internal Control Systems Department of MTS 0JSC

The Internal Control Systems Department
was created in 2006, and is an independent
unit of MTS 0JSC within the MTS Group’s
Corporate Center. The Department operates
in accordance with its Regulations. The De-
partment consists of a head of the depart-
ment, the development and support divi—-
sion, the certification and testing division
and the IT processes control division.

The Internal Control Systems Department

performs the following main functions:

« development of effective internal control
system in MTS Group;

e maintaining internal control system of
MTS Group up-to-date;

¢ identification of risks in terms of reliabil-
ity of financial reporting; development
of risk assessment methods, assessment
systems and support for risk-related de-
cisions;

e monitoring requirements of financial
regulators (stock exchange) in terms
of disclosure requirements, evaluation

of operational efficiency, monitoring
changes in certification requirements of
the U.S. Securities and Exchange Com-
mission (SEQ);

¢ implementation of unconditional and ac-
cepted requirements of government and
supervisory authorities and regulators in
terms of requirements for financial re-
porting internal control system and cer-
tification of internal control system (SEC,
New York Stock Exchange (NYSE));

o testing, evaluation and certification of in-
ternal control systems at MTS Group.

e coordination of interaction of external
auditors and the functional departments
of the company in the course of audit of
effectiveness of internal control system of
MTS Group.

The Internal Control Systems Department
reports directly to Vice President, Chief Fi-
nancial Officer of MTS 0JSC and is account-
able to the Audit Committee of MTS 0JSC
Board of Directors.

Audit Committee of the Board of Directors of MTS 0JSC

The Committee shall consist of at least
two members. Only members of the Board
of Directors may be Members of the Com-
mittee.

The Auditing Commission is guided in its
activities, by legislation of the Russian Fed-
eration, other foreign legislation applicable
to MTS 0JSC, the Charter of MTS 0JSC, cor-
porate governance principles adopted by
the MTS 0JSC, Regulations on the Board of
Directors and the Regulations on the Audit
Committee.

The main duties of the Audit Committee
are:

e overseeing the work of the management
of MTS 0JSC, evaluating its effectiveness,
and providing information to the Board
of Directors, and formulating relevant
recommendations, in the following areas:
- risk management and internal control
systems;

- financial accounting and preparation of
the Company’s reports and evaluation of
their fair presentation;

- compliance with requirements appli—-
cable to the activities of MTS 0JSC;

- efficiency of implementation of goals
and objectives by the Board of Directors.

e overseeing and coordinating activi-
ties and plans and evaluating the per-
formance of the internal audit service of
MTS 0JSC;

appointing and determining the qualifi-
cations, level of remuneration, and inde-
pendence of the external auditor; evalu-
ating the quality of services provided
by the auditor; reviewing opinions and
results of the work of external au