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Today we live in the world where products and services that were above a beyond
only yesterday are now reality. It is a world of augmented and refined reality where
there is no borderline between the ordinary and the virtual and deprived of physical

realization. This is the dimension in which MTS is a link between needs and innovative
solutions.

MTS. Improved reality
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About MTS

Dear friends,

We are working in the telecommunications industry,
which is strategic for the country development and
indispensable for resolving a wide range of everyday
and business tasks of any person. All kinds of services
rendered by MTS, such as mobile and fixed-line teleph-
ony, Internet access, have long been firmly established
in the “consumer basket” of every Russian.

Our work is aimed not only at rendering high-quality,
beneficial and convenient services to the customers,

as well as ensuring high service level, but we are also
constantly looking ahead, improving our offer and
launching advanced services. Today our subscribers can
quickly find the right information in the Internet, go
shopping, pay for travels, buy tickets for concerts and
movies, manage their finances and make many other

useful and interesting things with the help of a mobile
phone. We consider this only the beginning and are
planning for further progress!

Our goal is to make sure that MTS customers could use
the opportunities offered by modern mobile technolo-
gy in full, while not limiting themselves in communica-
tion. A highly professional MTS team implements new
ideas and projects daily so that our customers in any
region and of any income could use communication
services as much as they want and like not bearing any
unforeseen costs.

Join MTS, stay with us for many years and you will
always be one step ahead, as we know, understand and
appreciate you striving to anticipate your expectations!

Yours faithfully,
Alexey Kornya,
MTS President

1 In this Annual Report, the terms “MTS”, the “Company”, and the “Group” shall
refer to the group of companies consisting of MTS PJSC and its subsidiaries;
MTS PJSC shall mean Mobile TeleSystems Public Joint Stock Company. The
indicators contained in this Annual Report are as of December 31, 2017, unless

other periods or dates are expressly indicated.

About MTS



Mission

We believe that life is a space of opportunity for all. Since birth, every person has
the potential to take advantage of this opportunity for his or her own good and that
of the whole world. We believe that every human being is a potential hero who can
accept any challenge and follow his or her dreams.

The world is changeable and every day springs new surprises, thus, following these
circumstances, MTS gives every person assurance helping to fulfil their potential and
move towards new prospects. MTS is a source of opportunities.

You know you can!
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Digital business areas

1 Source: AC&M
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Digital business areas

Strengthening of leadership through
acquisitions, partnerships and development
of own innovative products

System integration
5.6 billion RUB
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Main Qutcomes
for 2017
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MTS completed 2017 with strong financial results and has secured a footing in the
new markets. 2017 has become the year of transformation for MTS. The Company
has been working successfully on digitization strategy implementation and
expanded business in the new areas.

In July, MTS purchased 100% shares of the regional communications provider
Cellular Communication of Bashkortostan OJSC (CCB). Purchase of the asset
made it possible for the company to expand its presence in the Republic of
Bashkortostan and to obtain an additional frequency resource, including
bandwidths with frequency of 15 MHz in the range of 2100 MHz and 4.4 MHz in
the range of 450 MHz.

In September, MTS entered the market of investment services, having taken part in
the capital of Sistema Capital MC LLC, one of the largest management companies
in Russia by volume of collective investments. Under the signed agreements, MTS
purchased 30% of the authorized capital of Sistema Capital MC.

In October, the company acquired 50.82% in the authorized capital of Cloud
Retail LLC (LiteBox trademark), the Russian developer of software for retail. The
transaction takes MTS to the market of cloud cash registers as a supplier of ready
solutions for cash services to business customers.

In December, MTS entered the market of cybersport based on one of leading
cybersport clubs in the world — Gambit Esports. The teams within Gambit Esports
have many times been champions of the world and Europe, and also silver and
bronze prize winners of the largest international competitions. MTS strategy in
the cybersport market will both combine marketing activities and development of
products for gamers.



Financial Indicators

Consolidated income

442.9 viliion RuB

OIBDA

179.8 bitlion RUB

OIBDA profitability

40.6%

Total net profit

56.0 bittion rRUB

Net income margin

12.7%

Main Outcomes for 2017

Operational indicators

MTS online sales increased by 19.4% for the
year and reached

5.2 billion RUB

MTS platform was launched for industrial loT:
MTS share in the market of SIM-cards for loT
in Russia amounted to

42%

Cumulative effect from the use of Big data

1.6 bittion rRUB

Kevenue from system integration

5.6 billion RUB

Dividend payments in 2017 in the amount of
26.0 rubles per share + yield of 10.9 rubles
per share as a part of redemption program

13
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2017 Highlights

February 13, 2017

MTS launched a new service MTS Money Wallet, which makes it possible to get
quick and convenient access per single click to financial services of MTS. MTS
Money Wallet combines all payment tools — MTS e-wallet account, subscriber’s
personal account, bank cards — in a single place for access to wide spectrum of
MTS financial services.

March 2, 2017

MTS was included into TOP-5 of Russia’s Best Employers according to HeadHunter.
The company strengthened its positions in the rating, having climbed up one line
compared to the previous year and was awarded the fourth place. Besides, MTS has
become the leader of the rating among telecoms.

March 30, 2017

MTS enters the market of cloud services for large business in all regions of presence
in Russia. The corresponding cloud platform, and also presence of own DPCs in
combination with the branched network of trunk and city communication channels
will make it possible for MTS to propose comprehensive and fully disaster-proof
solutions for cloud calculations and data storage.

April 7, 2017

The MTS Corporate University was awarded with an international award GlobalCCU
Awards Silver in the nomination “Best Innovative Corporate University”. The award
ceremony took place in Paris during the GlobalCCU Forum.

April 20, 2017

MTS and Ericsson tested fifth generation mobile communication technologies (5G),
during which for the first time in Russia the record speed of data transmission up to
25 Gbit/s was achieved on the moving smartphone prototype. Previously all tests
of data transmission in this technology were conducted only between stationary
devices.

April 27, 2017

MTS won four nominations of Effie Awards Russia 2017 — one of the most prestig-
ious awards in the world in the sphere of marketing and communications.

May 24, 2017

MTS won the international award Global Telecom Business Innovation Award,
which identifies most successful telecommunications projects all over the world, in
the nomination Innovation Awards 2017 for Virtual PBX service.

June 29, 2017

Viyacheslav Nikolayev was appointed as the Vice President of the MTS Group on
marketing. Previously he had been the Director of Mass Market Department in MTS
for six years. The candidate was approved by the Board of Directors of MTS PJSC.

July 27, 2017

MTS purchased 100% shares of the regional communications provider Cellular
Communication of Bashkortostan 0JSC (CCB) for 300 million RUB, including net
debt. Purchase of the asset made it possible for MTS to expand its presence in the
Republic of Bashkortostan and to obtain an additional frequency resource, includ-
ing bandwidths with frequency of 15 MHz in the range of 2100 MHz and 4.4 MHz in
the range of 450 MHz.
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2017 Highlights

August 11, 2017

The company started to use Vera robot in recruitment, which is a robot-recruiter
that operates on the basis of artificial intelligence technology.

September 6, 2017

MTS Board of Directors approved the program of its own common stock and ADA
redemption by the plan of shares purchase for the total amount not exceeding 20
billion RUB, which includes funds spent to purchase shares of the company from
Sistema Finance, until April 2019.

September 19, 2017

MTS started to provide services for cloud processing of large data arrays on the
basis of its own DPCs. Use of Big-Data-as-a-Service (BDaa$) infrastructure makes it
possible for MTS customers to quickly, flexibly and efficiently organize processing of
big data without development of own computing capabilities.

September 29, 2017

MTS had to suspend communication services provision in Turkmenistan in
connection with actions of the state communication system Turkmentelecom for
disconnection of services of international and long-distance zonal communication
and services of access to Internet.

September 29, 2017

The company entered the market of investment services, having taken part in the
capital of Sistema Capital MC LLC, one of the largest management companies in
Russia by volume of collective investments.

October 3, 2017

MTS purchased the share in the authorized capital of Cloud Retail LLC (LiteBox
trademark), the Russian developer of software for retail. The transaction takes
MTS to the market of cloud cash registers as a supplier of ready solutions for cash
services to business customers.

October 23, 2017

MTS and Ericsson signed an agreement to upgrade and prepare MTS network for
5G standard and Internet of Things technologies (loT), under the framework of
which in 2017-2020 Ericsson will supply to MTS the state of the art equipment and
software for the backbone network and radio access network in some regions of
Russia for the total amount exceeding 400 million EUR.

December 7, 2017

MTS launched IoT platform for deployment of solutions based on Internet of Things
in business of Russia. The platform for industrial Internet of Things makes it possi-
ble to manage any facilities, where it is necessary to track parameters of equipment
operation.

December 18, 2017

Maria Golyandrina was appointed as the Vice-President, Human Resources,
Member of the MTS Group Management Board, who had been the Director of MTS
Remunerations, Benefits and HR Administration Department for three years. The
candidate was approved by the Board of Directors of MTS PJSC.

15
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Message of the Board
of Directors Chairman
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Dear shareholders,

While deliberating on the words | may address you

with on the pages of this report, | thought that | would
inevitably have to speak about things that had become
habitual ,ordinary, and even trite to some extent. And at
the same time | am pleased with the fact that such com-
monness in our case is of purely positive, joyful nature.
Another year has elapsed, when | was fortunate enough
to hold in the role of the Chairman of MTS Board of
Directors. And again, as a year before and for a few
preceding years | may share another good news with
you. First of all, | am glad to report that our company
has achieved target levels of all main operational indi-
cators. Second, let me note that our leadership in the
telecommunications market of Russia remains totally
unshakeable, and regarding capitalization, our dom-
ination is absolute. Third, in 2017 we made dividend
payments in the total amount of 52 billion RUB, which
complies with our target benchmarks that we also
confirm the current year of 2018. Therefore, the results
of our business in 2017 may be called predictably good,
and | am not even afraid to be overconfident here.



Having completed this format part, | would like to say a
few words on that result of the previous year that in my
strong opinion has the same significance as numerical
levels of key business indicators. 2017 has become the
first full year, when we implemented our new digital 3D
strategy: Data. Digital. Dividends, the central element
of which is undoubtedly the Digital concept. It is not a
secret for anyone that the sphere of telecommunica-
tions does not enthuse greatly the investors, and there
are objective reasons for it, which we will not discuss

in details now. Besides, it is also well-known that the
concept of digitalization has recently become a certain
pattern, a spell used everywhere, and probably it is
losing its initial strength. | may assure you that all our
statements related to going beyond telecommunica-
tions business through development of Digital areas
and digital transformation of the company, have quite
a specific embodiment in the form of new products,
services, modified business processes, which you will
learn about in sections below.

Message of the Board of Directors Chairman

I would like to note that we follow the principles of
openness and transparency and speak about all our
actions and achievements on a regular basis during
the year within quarterly reports, which we summarize
here, in the annual report. | am happy to acknowledge
that the investment community sees and supports our
efforts, which is reflected in the positive dynamics of
the company value.

I would like to end my message with acknowledge-
ments for the management of the company, my
colleagues in the Board of Directors for work well

done and for our dear shareholders, whose continuous
support we feel. Now | would like to pass the floor to
the management, who will speak in detail on MTS 2017
business results.

Ron Sommer,
Chairman of MTS Board of Directors

17
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Message of the President
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Dear friends and colleagues!

MTS has completed the year of 2017 with record-set-
ting financial results.

We won both through common price environment and
stable growth of Internet consumption in all markets of
Group presence. Those efforts taken by the MTS team
in the new markets for the company had great impact
at overall outcome. We relied in our work on classic
telecom services and development of services in the
rapidly expanding digital world. And we won to a large
extent because of our confident forward movement.

In the markets that are traditional for operators, last
year we substantially improved efficiency of retail

and launched unique segment offers for the youth.

For the second year in a row, largely in virtue of our
initiatives, the general boom of sales in the market was
dropping — this resulted in improved loyalty and lower
churn of clients. We did a lot in the area of controlling
the services of our partners, and first of all, in the
content, having increased transparency of settlements.
We were actively developing our own operator app,
which is now used by more than 11 million people. The
app functionality will further grow, and it will turn into
something like a convenient one stop shop for all our
subscribers that opens simple access to all MTS servic-
es. The quality of customer service remains under our
special attention, because we should always remain an
operator with the best customer experience.



Thinking about the future, we must think about de-
velopment of new digital products and entering new
markets. The last year has become the year of digital
transformation for MTS. In this journey, we reason-
ably combine organic development with acquisition
of leading players, related to promising technologies
and areas. Inside the company, we focused at cloud
technologies, Internet of Things, big data analytics,
system integration, financial technologies, which are
the key area of company development. We are actively
developing MTS Money services, including MTS Wallet
app. We invested into Sistema Capital company, in
order to enter the market of retail investments, and
also acquired control in LiteBox company — developer
of cloud cash registers for corporate customers. MTS
Bank demonstrated record-setting annual profit of 2
billion RUB — largely in virtue of promotion through
MTS retail chain. The sphere of our interests today
includes electronic tickets, cybersport, telemedicine,
our own start-up accelerator, online education — we
will continue our expansion in this year as well, having
strengthened our positions.

We have strong skills of choosing correct directions for
development. But it is not the only key to our success.
Success depends on quality of products developed by
our team and speed of launching these products in the
market. On the one hand, we were able to do more

as we have started changing internal procedures — to

Message of the President

improve efficiency of customer solutions development,
we are implementing the strategy for building product
verticals, which are aimed at vesting the teams with
authorities, accelerating making decisions, increasing
transparency and responsibility of the team for the final
result. On the other hand, we established several sites
to search for and to develop breakthrough digital solu-
tions: Innovation Center, loT-Laboratory, R&D Center in
Innopolis. Such steps rarely give instantaneous profit —
this is our contribution to the company’s future.

MTS is ready for new challenges and meets them being
rejuvenated. Changes happen both in business and in
the management of MTS itself. This also confirms our
dynamic development. It is an exclusive honor for me

to lead MTS. | perceive this appointment as the sign of
shareholders’ trust. A unique opportunity appeared for
me and my team to establish a new company, which will
overgrow its operator’s past and present, and will be-
come a successful player of the multi-faceted IT market.

This is how we see our future. In the long term of
several years, MTS should become a bright innovation
business, one of the main suppliers of digital products
and services of new economy in the Group markets. We
work to make MTS customers, partners and sharehold-
ers always one step ahead — so that they could fully
use the entire spectrum of opportunities provided by
digital technologies.

Yours faithfully,
Alexey Kornya,
MTS President

21
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MTS Business Model:

the Source of Your
Dividends
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MTS Business Model: the Source of Your Dividends

Continuous circulation of cash flow received from our customers
against payment for our services and forwarded for development
of MTS products and assets, and also at payments to shareholders
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Overview of the economic situation and market development

MTS PJSC is licensed to operate in the entire territory of the Russian Federation. In the
reporting year, subsidiaries of MTS PJSC continued to carry out their activity in the
territory of Ukraine (VF Ukraine PrJSC), the Republic of Armenia (K-Telecom CJSC), as
well as the Republic of Belarus (Mobile TeleSystems JLLC). The total population of the
licensed area covered by MTS PJSC exceeds 200 million people.

Russia

The history of cellular communications market develop-
ment in Russia spans more than 25 years. There were
rises and crises, substantial changes in the commu-
nication laws and economic situation. As a result of
blasting demand for mobile communication services,
the quantity of subscribers registered in the networks
exceeded the population of the country in 2006
already. At year-end 2017, the level of mobile penetra-
tion in Russia exceeds 170% securing the position of
the country among the most advanced telecommunica-
tion markets in the world.

In Russia mobile communication services are rendered
by four federal operators: MTS PJSC, MegaFon PJSC,
VimpelCom PJSC (VEON Ltd) and RT-Mobile CJSC (T2RTK
Holding, a joint venture of Rostelecom PJSC and Tele2),
as well as regional telecommunication companies oper-
ating in different standards for cellular communication.

The largest markets for mobile communication services
throughout the territory of the Russian Federation (by

Russia Subscribers (2017)

MegaFon

Vimpelcom

Source: AC&M-Consulting estimates
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the number of subscribers) are Moscow and the Mos-
cow region, as well as St. Petersburg and the Leningrad
region. According to our estimates, 25% of SIM-cards
operate exactly in these regions.

With such level of market saturation and base distribu-
tion, the marketing policy of the Company shifts ef-
forts shift from attracting new subscribers towards
ensuring loyalty and improving profitability of the
existing customers, as well as attracting subscrib-
ers of competitors to its network.

The Company development strategy suggests dynamic
development in associate areas of the market, apart
from use of existing resources of telecom industry, in
order to turn into a multi-service IT company.

In the Company’s traditional mobile telephony seg-
ment, the most important growth factors are the
increase in the overall level of using communi-
cation services and more active consumption of
extra services by the subscribers when increasing
their loyalty. Tariff proposals of MTS fully meet the

Other (1%)

MTS




Other regions

requirements of the market, the federal proposals are
developed and launched into the market with account
of regional specifics. Fair prices, expansion of channels
of cooperation with subscribers, their regular and time-
ly notification about any changes in terms of connec-
tion and data plans, improvement of communications
quality are the principles of MTS operation.

Data transfer and mobile Internet are no longer to be
the services for the small segment of subscribers. The
number of regular data users at the end of the year
amounted to more 53% of the subscriber base, while
the consumption of data traffic grew by 86% compared
to 2016. LTE penetration among mobile Internet users
increased 1.6 times in comparison with 2016.

Ukraine

At year-end 2017, the number of subscribers in Ukraine
(VF Ukraine PrJSC) amounted to 20.8 million (including
CDMA) or more 37% of the market. Penetration of mo-
bile services exceeds 130%, according to our estimates.
The main competitors include Kyivstar, a subsidiary of
Veon Ltd and Lifecell, a subsidiary of Turkcell.

Our Markets

Moscow and Saint
Petersburg

Deployment of 3G network, improvement of cover-
age and quality of services, continued cooperation
with Vodafone made it possible for the Company to
maintain subscriber base and to improve financial
indicators in 2017. Licenses obtained for frequencies
of fourth generation of mobile radio communications
will provide new opportunities for successful business
development.

Other Markets

At year-end 2017, the number of subscribers of MTS
subsidiaries and affiliates in the CIS countries amount-
ed to: the Republic of Armenia

(K-Telecom CJSC) — 2.1 million, the Republic of Belarus
(MTS JLLC, not consolidated in the MTS Group financial
statements) — 5.2 million subscribers.

The main competitors in Armenia are VEON Armenia
CJSC (Beeline trademark) and Ucom company, in Bela-

rus — Velcom company and BeST CJSC (life:) brand).

Cellular communication market in these countries is
characterized by high penetration of over 120%.

27
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Looking into the Future
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Global trends in the telecommunications

sector

Today continuous development of network technol-
ogies and low prices for communication services for
most people are already given, and the telecom indus-
try (as a combination of communication operators and
suppliers of equipment for them) is no longer a mem-
ber of the “leading team”. Discussion of rosy prospects
from introduction of 5G networks and loT technologies
changed into routine of planning time for frequency
auctions, standards strengthening and allocation of
budgets for construction. Searching for products and
services that will arise in 5G and loT networks is still of
certain interest. However, here the industry reached a
certain creative dead end: the most needed objective of
5G network construction is growing speed and capacity
to meet rising demand for services of mobile broad-
band Internet access. Nevertheless, telecom industry,
being in its maturity stage, keeps developing with
irreducible speed. An interesting trend is that such
development for the wide public is already a nor-
mal state of things and makes no fuss as before:
the future has already come.

Another trend is a total smartphonization of the
humankind. This process is happening in the public
view, but in-depth changes in the socio-economic
pattern caused by this phenomenon, are not restricted
to reports on growth of data traffic and corresponding
incomes of mobile operators and reach far beyond the
borders of telecom and adjacent markets. Soon such
phrases as human life is built around a smartphone will
no longer look like an imaginative exaggeration, but
will be a simple statement of fact. It has already hap-
pened in certain countries and in certain demographic
strata.

It’s exactly the growth of smartphone penetration
and their improvement that made complete refor-
matting of taxi services possible (thanks to such
companies as Uber, GetTaxi and Yandex-Taxi), as

well as change of human habits in respect to trans-
portation. Demand for new opportunities that have
become possible because of smartphones, creates ad-
ditional demand for high quality telecom services (first
of all, mobile ones). Operators, who are not initiators
of such fundamental changes, provide for operation

of a critically important infrastructure of new services,
getting in exchange its own share in a new “pie”.

Will new success histories be born inside telecom in
the forefront of changes caused by improved coverage
with high-speed mobile networks and growth of pen-
etration of perfect Internet access devices, i.e. changes
developed organically by the industry itself? Apart from
individual countries and operators, the industry as a
whole may not boast about such focus on innovation,
nevertheless it still attempts to “lead the process” in
certain segments, and each operator tries to find its
own way. On the other hand, whoever proposes
any new products and service in the future, they
will definitely rely on the telecom industry infra-
structure. In any case, the telecom industry is not only
developing networks, introducing new standards and
providing affordable prices for its “basic” services, but
also continues experimenting with new areas in adja-
cent and even (seemingly) non-adjacent fields.

Finally, another two trends influencing the telecom-
munications industry shall be identified — these are
growing efforts of states aimed at comprehensive
“digitization” of their countries, and also the phe-
nomenon of blockchain technologies.

Digitization at the highest level was put in the spotlight
of development in Russia and other CIS countries.
Therefore, in accordance with the regulation of the
Government of Russia, a state program of economy
development “Digital Economy of the Russian Federa-
tion” was started, where data in digital form is viewed



as a key factor of production. Despite the fact that total
“digitization” of the society is much wider than inter-
ests of the telecom sector, the communications industry
is objectively the infrastructural core of this process.

Blockchain in the last year appeared on the “radar” of
all large companies, including communications provid-
ers. Some of them have already clearly demonstrated
their interest in it by their actions, others continue
research. One of vivid examples is the Japanese oper-
ator SoftBank, which jointly with its subsidiary Sprint
promotes the blockchain technology for interoperator
settlements, and also Swiss Swisscom, which estab-
lished the subsidiary Swisscom Blockchain, whose ob-
jectives include provision of consulting services in the
blockchain field (including ICO), and also establishment
of the blockchain infrastructure. As a whole, such new
technology poses no threat to conventional business of
operators (despite the fact that there are also start-ups
in the field of decentralization and “uberization” of
telecom services provision). However, it may result in
appearance of new opportunities, which will be imple-
mented by the telecom sector. Such blockchain projects
will not necessarily be oriented outwards, towards the
customer, but quite probably may be aimed at increas-
ing efficiency of internal operations, which will not
produce a strong public effect, but will bring specific
material benefit to the companies in the field.

Big Data

Big Data development is one of key areas of MTS
company digital strategy. Products implemented on
Big Data technologies are widely used both inside the
Company and for external monetization.

In 2017 the products were launched to manage
schedules of employees in the MTS retain chain, to
manage infrastructure development, as well as an
advisory service for MTS online shop, certain products
to optimize marketing campaigns, and also products
aimed at external monetization (digital advertising,
geoanalytics, etc.). Following the results of 2017,

the total effect from Big Data products amounted to
1.6 billion RUB, which demonstrated triple growth
compared to 2016.

During 2017 the considerable development was gained
by Big Data infrastructure, which made it possible to in-
crease the volume of accumulated data and spheres of
their application, and to provide high quality capacity
for further implementation of development potential
of products based on Big Data technologies.

Looking into the Future

The telecommunications sector participates in a certain
way in all aspects of digitization — from improve-
ment of quality of daily human routines to increase of
operation efficiency for entire industries and states.
And this fact will definitely find its positive reflection

in economic results of operation of communications
industry companies.

Development is considered to be a normal state of
things and makes no fuss as before: the future has
already come.

Total smartphonization of humankind

Growth of smartphone penetration and their
improvement that made complete reformatting of
taxi services possible, as well as change of human
habits in respect to transportation

Growing efforts of states aimed at comprehensive
“digitization” of their countries and also
phenomenon of blockchain technologies

New products and services in the future will rely
on telecom industry infrastructure

Financial Results

Effect from Big Data in 2017 = 1.6 billion RUB.

WFM Project — Big Data and retail chain efficiency

In April 2017, Big Data team launched the system of
working hours management for employees of MTS
retail chain — Workforce Management.

The system makes it possible to establish the required
workforce and to automatically generate a work sched-
ule for each employee in accordance with customer
flow in the sales office, which results in optimized pay-
roll and growth of sales in monetary terms. For this pur-
pose some mathematical and optimization models were
implemented, which take into account the following:

Labor Code of the Russian Federation;

role model of employees;
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e distribution of transactions and service operations
in time for the last two years;

e dispersion of customer traffic in the sales office;
o profitability of each sales office;

e administrative work of each employee;

e more than 30 business rules.

To ensure interaction of users and computing models,
a two-side integration was implemented with exter-
nal sources of data and apps (such as OeBS, Mobile
Reports, DWH etc.); a full-scale web-interface was
developed with tools that make it possible for RTC
management to monitor extent of employees interac-
tion with WFM system and flexibly tune parameters of
each model in accordance with the chosen strategy of
company development.

Currently around 1150 sales offices operate under the
WEFM system. In the first half of 2018, it is planned

to cascade the system to all outlets in the Russian
Federation.

Project “Elimination of Problem Zones in the
Network — Big Data for Communications Quality
Improvement”

In August 2017, MTS launched the internal project

of Big Data aimed at analysis of customer feedback
related to mobile communications quality. Based on its
results, already in 2017, around 10 new base stations
were built, and around 100 are planned for 2018.

The purpose of the project is to detect locations, which
show problems with communications quality that cover
a significant number of customers.

The system designed for this purpose aggregates all
available depersonalized information on locations,
where customers could experience problems. The
sources include both internal databases (applications to
the call center, outlets, through website) and external
crowdsource-sources (for example, measurements of
mobile Internet speed via popular apps).

Using methods of mathematical modelling and geo-
analytic tools, data is processed being linked to the
area. Based on intensity of negative events in a certain
location compared to its statistically expected level, the
model identifies the “problem” area, and information
about it shall be transferred for handling to technical
experts.

Received zones are prioritized by impact at customer
experience for focusing on most “tender” points.

Introduction of this approach made it possible to
concentrate investments on improvement of commu-
nications quality in areas that are most in demand by
the customers and therefore, to improve their percep-
tion of MTS communications quality. Besides, focused
elimination of problems with quality also results in
increased consumption in each specific location, which
makes it possible to gain additional revenue from
communications services and to increase network
efficiency.
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Russia and Ukraine markets development
forecast for 2018 and medium-term prospect

Russia

Certain positive dynamics has come up in the Russia’s
economy in 2017 — which is the main market of MTS
presence. Small growth of such key indicators as GDP,
industrial production index, retail turnover and nomi-
nal wages at moderate annual inflation was observed.
Besides, the level of real disposable income is still de-
scending, showing the drop of 1.7%. In respect to the
overall status of the Russian economy in the long term
of the next 3 years, we adhere to moderately optimistic
views and expect certain exhilaration related to gradual
adaptation of the public and business to available
circumstances.

We do not expect considerable dynamics of the total
income level from the Russian telecommunications
market characterized by high extent of saturation,
therefore we continue to follow the previously chosen
vector to retain the revenue from traditional telecom-
munications services, to reduce costs and to increase
business efficiency. The key role in this movement is
played by the digitization process implemented in the
company, which provides for, in particular, more active
use of automated methods in all fields, including sales
and customer service.

Stagnation of income from peculiarly the communica-
tion services (voice + data) both in mobile and fixed
segment does not mean absence of growth in physical
volume of their consumption. However, the trend
towards traffic increase will remain in the future, and
from our side we intend to provide the technical base
for such growth, while continuing gradual develop-
ment of our communications networks and observing
reasonable balance of the necessary and the sufficient
when making investments.

Deeper and deeper integration of information environ-
ment into daily life of people makes the refusal from
consumption of basic telecommunications services
inconceivable, and they will always be in demand in
the future. Being the leader of the market and having
many times demonstrated the ability to adequately

and effectively respond to competitive environment
challenges in order to protect our position, we treat
telecom as a certain business basis that is our basis, but
not a restriction.

Having accepted Digital as the central element of our
strategy (it will be further elaborated in the section
“Our Strategy”), we reformatted the vision of our
natural business environment, having expanded it to
the limits of anything related to digital technologies.
From the diversity that opened to us, we chose several
areas that we find most interesting and that we focus
our efforts on.

Key areas for MTS in Digital sphere
e Financial services

o Internet of Things/loT

e BigData

e E-commerce

e Cloud

* Mobile apps (OTT, Over the Top)

Financial services

The market of financial services in the entire world

is experiencing transformation related not just to
appearance of new technologies, but rather to practical
implementation of the existing technological poten-
tial, embodied in alternative payment and investment
solutions for individuals and businesses, which differ
by simplicity, flexibility and convenience. Besides, the
traditional players — banks and international payment
systems — are experiencing growing pressure from
the side of new payment platforms, whose popularity
is continuously rising. Smartphone apps replace cash
and plastic cards, and in some regions of the world are
already the dominant means of payment.

The Russian market of such services is under devel-
opment. Apart from companies that have a history of
many years and hold a significant position, the market
welcomes new bright players with original solutions
that offer even higher quality of customer experience
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compared to that of veterans. Banks also take maxi-
mum efforts aimed at maintaining their position and
strive to improve their digital products following best
international practices.

In our opinion, the area of financial services has the
potential of multiple growth in the nearest future,

and such growth will be related not only to physical
increase of payment turnover, but rather to evolution
of data processing systems built on Big Data principles
and making it possible for FinTech-apps to earn by
offering products to business users, which significantly
increase awareness of potential customers on their
goods and services, and are capable of significant
increase of sales volume.

Key areas for MTS in the sphere of financial
services

e Expanded functionality of MTS Money mobile
wallet

e Increase in the penetration of financial services
into the subscriber base

e Integration of payment, banking and invest-
ment products in a single user interface

Internet of Things/loT

The loT market is one of the most complicated Digital
areas for the following reasons:

1. Implementation of solutions in it requires in-depth
industrial, highly specialized expertise.

2. High quantity and diversity of device types, specific
requirements to them (low power consumption,
high stability of operation), and wide nomenclature
of performed tasks present higher requirements to
engineering solutions that refer to devices them-
selves, data transmission environment and server
part, which results in higher costs for system devel-
opment and manufacturing (need for considerable
investments).

3. A user expects maximum quality of the final
solution, which should operate impeccably in the
system and contain no weak spots.

Simultaneous fulfilment of conditions of compliance
with such three basic requirements is not a trivial
task, therefore, achievement of success in this market
is a serious challenge that together with tender age
of the area itself explains absence of major players for
now.

Besides, this is exactly the sphere that is a natural
continuation of the business of telecommunications
companies, where they harmonically fit in to provide
connectivity, i.e. as the data transmission environment.
We believe that MTS will be able to act more active-

ly here and play a more significant role. We aim at
development of vertical solutions that fully cover the
customer need in a certain area. To ensure industrial
expertise, we are ready to actively cooperate with
partners, providing our technological environment and
helping to raise investments. Besides, we express inter-
est in participation in implementation of large projects
under state and industrial programs.

Key areas of specific projects implementation in
the field of Internet of Things for MTS are the
following: motor transport, utilities, industrial
solutions, safety sphere. We see our customers

as both individuals (for example, in the sphere of
safety — services to monitor location of family
members), and businesses (in particular, in part of
solutions for motor transport monitoring)

Big Data

Legislative limitations currently do not make it possible
to speak about existence of a full-scale market space

in the field of Big Data in Russia. All companies with
access to large volumes of initial data and mechanisms
of their processing are developing this area, first of all,
in order to obtain internal effects, which, neverthe-
less, may be quite significant. A product for external
customers is depersonalized data on consumers and
their behavior.

In the short and mid run, the efforts of companies, will
most probably be aimed at development of correspond-
ing technological platforms, logics of data processing
and methods of its usage, and also at actual accumula-
tion of initial information arrays.

MTS priorities include areas of specific applied
significance for our core business: geoanalytics,
network planning and management, income
guarantee

E-commerce

The e-commerce market demonstrates sustainable
growth on a global scale. According to the research
“Runet Economics — 2017”, the size of the Russian
e-commerce market in 2017 was estimated as 1.73
trillion RUB at average growth of 26%. In our opinion,
the real volume may even be higher due to unaccount-
ed sale of products and services by individuals, but



this factor does not shift significantly the provided
assessment of dynamics. It is necessary to take into
account the strengthened positions of international
sellers (mainly from China), which has come up and will
further be only strengthened.

In general we expect further growth of this area, which
will be related to more active customer spending,
probably, less conservative approach of the public

to consumer credit programs and the total trend of
shifting purchases from offline to online channel. In
particular, the market of mobile devices online sales,
in our opinion, may in the nearest future demonstrate
average growth rates in monetary terms within the
limits of 15-20%.

Our main priority in this area remains develop-
ment of the online shop — as an electronic sales
channel for entire spectrum of MTS products.
Besides, we do not exclude expansion of our par-
ticipation in this market through weighted M&A
policy in respect to promising businesses that
confidently demonstrate good operational results.

Cloud

The decision to develop the area of cloud IT-services as
a commercial product of MTS depended on availability
of the necessary prerequisites. Closing our needs for
collection, storage and processing of data, we arranged
our own system of data processing centers, which
includes process sites, communications channels, the
best platform, equipment from global leaders and rele-
vant IT competences. Therefore, launch of such services
in the commercial market would be a logical next step
that we did make in 2017.

We see high potential of this market growth, related to
natural increase of demand from the side of companies
on any scale operating in different business areas,

in implementation of projects and functions for data
processing. In the nearest three years, our benchmark
is Russian market growth with average rate of 20%
minimum in monetary terms, while the global market
growth speed will even be higher.

In the Russian Cloud market, there are currently a few
strong players, but we believe that the dedicated Cloud
team, MTS financial stability and high rates of infra-
structure development, together with high dynamics of
the market itself, will make it possible for us to occupy
a decent high competitive position. A considerable part
of our efforts will also be aimed at implementation of
partner programs with large international companies,
where we will serve as a local partner, providing for the
possibility to localize functions of storage and process-

Looking into the Future

ing in the territory of Russia, which may be important
for the customers, especially in light of certain known
regulatory initiatives.

One of the important advantages of MTS is the fact that
we look at the services not only as a provider, but as a
user as well, therefore, we can understand the custom-
er needs as nobody else.

Mobile apps (OTT, Over the Top)

The format of the annual report does not make it
possible to review such diverse and saturated market as
the area of OTT services. Nevertheless, it is necessary to
note considerable rise in popularity of smartphones as
the main device of access to consumption of the entire
spectrum of OTT services, including games, music, HD
video viewing (movies, streaming platform broadcast-
ing). Availability of the full-scale mobile version is the
necessary condition for successful existence of any

OTT project, which positively influences the volume of
consumption of the mobile data traffic.

The trend of voice traffic and SMS replacement with
communicative functions of messengers and social
media is a natural and unavoidable process, but our in-
tegrated (V&D) tariff proposals make it possible to level
corresponding income losses to a large extent.

As for areas of development of our OTT-services, we
find entertainment services (music, video, games, com-
munications) and a set of services that may be defined

” o« ”

with an umbrella term Smart life with “home”, “car”,

“transport”, “safety” elements as the most relevant to
our own business positioning.

It is important to understand that we do not set the
objective to compete head-to-head with companies,

for which the OTT business is core, and whose business
models are better adapted for such environment, there-
fore, we pay a lot of attention to partner programs.

We see the mutually beneficial cooperation with large
players as the tool of more dynamic exit and provision
of large-scale presence in most mass segments.

The key objective for the future for us is increased
penetration of services and coverage of more

and more users, first of all, for communication

of MTS brand, getting closer with the customer
and better understanding of their needs, and
accumulation of primary data array. Already now,
there are products (MTS Money, MTS Music, etc.)
that bring real income to us, but we expect to
discover greatest opportunities for monetization
in the mid-run.
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Conclusion

The areas where MTS operates are divided into two
unequal segments. The first one is traditional telecom
with high, but stagnating income, where we are the
leader in Russia and undoubtedly intend to remain
such, accepting as the main vector the reasonable cost

Ukraine

After a long recession, the Ukrainian economy in 2017
entered the growth stage, which positively impacted
purchasing power in the mass and corporate markets.
Concerted work and huge efforts to expand 3G network
have led to a logical result, a significant increase

in revenue from data services. In combination with
certain growth in voice segment, this enabled us to
demonstrate a cumulative increase in revenue in 2017
at above 7%.

Our expectations regarding the dynamics of the main
macroeconomic indicators in Ukraine can be charac-
terized as moderately optimistic. In the medium term,

Key areas of MTS business

optimization. The second one is promising areas of
Digital, which are at different stages of their estab-
lishment, with overall size much smaller than that of
telecommunications, but which demonstrate high dy-
namics or explicit growth potential. Here we are in the
position of new players, therefore we should (and are
ready to) show higher activity, growing competences
both organically and through effective acquisitions.

we hope for gradual GDP growth at the level of 3%,
decline in inflation rate down to 7% and insignificant
depreciation of the national currency.

Among the sectorial factors that will have subsequent
positive impact on the operators’ income, the most
important one is the further development of 3G net-
works, 4G launch, continued growth in penetration of
smartphones and other data-generating devices and in-
creased data services consumption. In our opinion, over
the next two-three years the growth of the Ukrainian
mobile communication market may exceed 7% in local
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currency, and we intend to actively participate in the
development of this potential.

In February 2018, our company obtained the first

4G licenses in the range of 2600 MHz, and in March
2018 — in the range of 1800 MHz as well. We also
closely monitoring the situation related to prospects
of adopting the principle of technological neutrality
for LTE networks, while there is still no certainty in this
respect. LTE networks will be launched in the nearest
future after all necessary permits have been obtained,
and from its side MTS does everything required in this
area. Looking at the experience of the Russian market,
we do not expect a significant negative effect from the
regulator's decision to introduce MNP principle, launch
of which may take place in the end of 2018.

The positive impact from the decision to use Vodafone
brand in the Ukrainian market should be noted, both
on perception of the company by subscribers, and on
promotion of data services within V&D tariff line of
Vodafone.

In the near future, our key priorities in the Ukrainian
market will be:

e further development of 3G network, increase of
coverage area, increase of reliability and data
speed;

Looking into the Future

e 4G network construction and development;

e stimulation of data services consumption, active
promotion of V&D tariffs, data generating devices,
including branded product line, and implementa-
tion of digital projects;

e improving the company's image among the
subscribers, including measures to improve the
perceived network quality and marketing efforts;

e active use of digital tools in our own operations
and the development of digital experience on the
part of users;

¢ launch of new services on the basis of 4G
technology.

During 2017, we have been able to strengthen our
market position in Ukraine, demonstrated positive
revenue dynamics, expanded 3G network in all
regions, formed a competitive line of V&D tariffs and
launched a number of promising digital projects. All
this work is aimed at achieving our long-term goal:
the leadership in mobile Internet segment and data
services in general.
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2017 results

6 new areas were created — #CloudMTS, e-Health,
Smart education, Esports, Al, Accelerator.

#CloudMTC

Basic Cloud-products were developed, and mass sales
were launched in the territory of Russia*

On April 13, 2018, MTS announced launch of a cloud
service, which will help the business to provide for
protection of personal data of customers and employ-
ees in accordance with the recent requirements of the
Russian laws. MTS will both provide for data storage in
the cloud and help the customers to issue documents
for certification and inspections.

The service is based on the dedicated protected seg-
ment of the cloud #CloudMTS. This is a failure-proof
infrastructure based on VMware virtual platform. The
service makes it possible to place information systems
in the cloud, which participate in the process of person-
al data collection and processing — HR management
systems, corporate content, interaction with customers,
and others. The solution is relevant for the companies,

which in process of work interact with personal data:
banks, insurance companies, medical organizations,
logistic companies, retailers with loyalty programs, and
many more — from small to large business.

SmartMed

On April 19, 2018 MTS and Medsi Group announced
launch of SmartMed, a telemedicine platform to be
used for development of a complex of digital medical
products and services?

The first joint product of companies is the app of the
same name SmartMed for remote consultations with
doctors and storage of electronic medical records in
the protected segment of the cloud “CloudMTS with
instantaneous smartphone access. The app allows to
get consultations with MEDSI doctors by video call or
in a chat from anywhere in the world, to call a doctor
and an ambulance, make appointments to MEDSI
clinics, and keep medical data in a smartphone, being
confident in their protection. The app provides up-to-
date information on MEDSI clinics and doctors, online
and offline consultation history (from the date of

https://moskva.mts.ru/about/obshhestvennosti-i-smi/soobshheniya-kompanii/press-relizi/2018-04-13/mts-zapuskaet-ser-

vis-dlya-hraneniya-i-obrabotki-personalnih-dannih-v-oblake

2 https://moskva.mts.ru/about/obshhestvennosti-i-smi/soobshheniya-kompanii/press-relizi/2018-04-19/mts-i-medsi-

zapuskayut-platformu-dlya-razvitiya-uslug-cifrovoj-mediciny

“Requirements of Russian business towards information security are growing, this defines demand for
services with high level of protection. Uberization and digitization change the traditional solutions

in this sphere. MTS as one of leading suppliers of innovative digital solutions enters this market with
a solution that reliably protects against threats and releases the customers from costs for their own

IT equipment. Opportunities of MTS cloud services are growing, we will continue improving them
further, following the recent developments — this is one of priority areas of our work”.

Vladimir Khrenkov, MTS Innovation Development Director
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“Today, we launched a telemedicine platform that will serve as a base for the development of addi-

registration in SmartMed), and all the documents that
have been saved by the patient or sent by the doctor,
including prescriptions and test results.

Smart education

Core functionality of the online training platform was
developed. In 2017 we developed a training platform
and educational content, on the basis of which English
lessons will be provided. In autumn 2018 we plan the
official commercial launch in the territory of Russia.

Esports

The market entry strategy was launched. Start of
streaming platform development®.

Alexey Kornya, MTS President

tional services in the digital medicine space, a strategically important business area for MTS. Our goal
is to develop preventative medicine, and to shape an educated patient. We are currently exploring
the possibilities of introducing solutions in the fields of early diagnosis and online health monitoring,
development of the automatic data analysis and personal patient recommendations system”.

MTS announces entry into the market of cybersport
based on one of leading cybersport clubs in the
world — Gambit Esports.

MTS acquired Praliss Enterprises Company, which
manages Gambit Esports — an organization, which
combines four teams (16 players) in the game disci-
plines that are most popular today — Counter-Strike:
Global Offensive, League of Legends, Dota 2 and FIFA.
The teams within Gambit Esports have many times
been champions of the world and Europe, and also
silver and bronze prize winners of the largest interna-
tional competitions. In particular, Gambit are reigning
World Champions in CS:GO discipline according to the
version of Major Championship, and this is the first and
only team from CIS, which became the holder of the
most prestigious title in the world for the entire history
of Counter-Strike Global Offensive existence.

1 https://moskva.mts.ru/about/obshhestvennosti-i-smi/soobshheniya-kompanii/press-relizi/2018-01-16/mts-vihodit-na-ri-

nok-kibersporta
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In 2016 the Board of Directors of MTS PJSC approved the updated strategy of the
company, which was generally named “3D: Data. Digital. Dividends”. In 2017 this
concept, having fully preserved its meaning, was somewhat modified.

We identified the category named “Digital Transforma-
tion” from the Digital area, and its substance consists in
diversity of internal changes happening in the company
and providing for introduction of digital technologies
into daily operations, evolution of management meth-
ods, development of flexible, innovation-stimulating
corporate culture. Now Digital includes areas related
exclusively to customer experience generation, while
the digital transformation flow penetrates all 3D com-
ponents, providing influence at processes in all spheres
of company’s business.

The first results of operation of the Innovation

Center — a separate subdivision responsible for selec-
tion of new ideas in the Digital area, their elaboration
and shaping them as work projects that have both feet
on the floor and are ready for integration into the core
business of the company — did not just comply with
our expectations, but exceeded them, therefore, we de-
cided to fix its high status at the strategy level, having

directly specified as one of components of the Digital
area in our strategy’.

One may also note that the area of classic system inte-
gration, being a stable business with a certain history,
market, understanding of the product and result, in our
opinion, more harmonically fits into the Data area. It
must be emphasized that such shift is not perceived by
us as a conceptual one, leading to a certain change of
our approach to this area.

So currently our strategic formula and strategic priori-
ties are as follows.

Data area is the center of products and services that
are traditional for our business and relate to the basic
telecommunications market. This is the environment
that we are used to, where we know our way around
and where we achieved absolute success. From the
point of view of operating results, this is the main gen-

! Detailed information on operation of the Innovation Center is provided in the section “MTS Innovation Center”, page 36.

2017 has become the year of transformation for MTS. We have been working successfully on digiti-

innovative products.

Alexey Kornya, MTS President

zation strategy implementation and expanded business in the new areas. Apart from fintech, which
will further remain our key area in digitization, we are actively searching for new growth areas for
business in the Internet environment. Recently we have entered the promising cybersport market and
purchased two leading Russian ticket operators in the market of entertainment. We continue to hold
our leadership in business digitization through acquisitions, partnerships and development of own
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MTS strategic formula and strategic priorities
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MTS strategic positioning

Purpose:

e achievement of sustainable
business development

e transformation of operational
results into high level of income
for our shareholders

40

Digital transtormation
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erator of revenue, the stable foundation, on the basis
of which we are able to implement new projects with
growth potential. From the point of view of consumers,
this is the bottom layer of customer experience, pro-
viding for freedom of communications and universal
access to global information space, entertainment,
hobbies, remote working opportunities.

The key priority here for us is retention of revenue from
basic services, ensuring maximum possible growth in
the fixed segment and all actions that support it: provi-
sion of communications with highest level of its quality
indicators, gradual and permanent increase of network
capacity and data transfer speed, optimal usage of fre-
quencies, reasonable approach to capital investments.

Digital, area that occupies the central position in

our strategic formula is perceived by us as the field

to search for business areas related to digital reality,
where we see growth opportunities. It reflects our
aspiration to stay as close to the customer as possible,
to be not only and not so much as the mechanism of
information exchange, but to propose end products
and services that shape comfortable and saturated
living space of people, to promote their fuller self-ful-
filment via digital environment elements, which have
become an integral part of our life. To ensure incre-
mental progress in this area, we follow the pragmatic
approach, combining building of relevant competences
internally and proactive, but weighted M&A policy,
making pinpoint investments into promising projects
with reasonable market-based valuation.

Currently we have identified some areas, whose devel-
opment is of topmost priority for us:

¢ Financial services (Fintech);

e Internet of Things;

e Big Data;

e Digital Commerce;

e Cloud IT-platforms;

e Mobile apps (OTT, Over the Top).

We are already seeing considerable progress in all of

these spheres from our side, which is gradually taking
shape in the form of rising income volume. Naturally,

Our Strategy

we do not restrict ourselves by the areas listed above,
and are continuously searching for new points to exert
efforts, we are not afraid to experiment, to try, to con-
sider alternatives, to reject those that we do not find
promising for various reasons and to dig into those,
where we see potential.

Our priorities in the Dividends area considerably

differ from such for the Digital area, because the main
characteristics here are not dynamics and speed, but
stability and invariable confidence, which we strive to
provide to our shareholders in respect to the dividend
policy and establishment of the shareholder value. In
this part of our strategy we are oriented at maximum
predictability, consistency, transparency, clarity of com-
munications. We still see the main objectives here as
maintenance and improvement of business efficiency,
ensuring optimal level and structure of debt, as well as
its cost.

The process of Digital Transotmation deeply pene-
trates all components of our strategy and the structure
of our business itself. Some projects, like using chat
bots in customer service processes, provide explicit
financial effect, in this case, in the form of call center
cost reduction. However, in some cases it is difficult to
translate its result into indicators of revenue and profit-
ability, or to provide generalized numerical characteris-
tics for them.

One of key objectives that we set for ourselves while
changing the organizational environment, consists in
stimulation of creativity, responsiveness, agility, supply-
ing active energy — all those properties that make it
possible to achieve success in the sphere of new digital
products and services. Often large companies operating
in areas that are traditional for them, have too bulky
bureaucratic apparatus, rigid system of internal regu-
lations and corporate procedures, which create serious
obstacles in implementation of innovation projects,
and therefore, lose in this field to young start-ups that
have incomparably smaller volume of resources. To
level such barriers, a special subdivision was estab-
lished in MTS — Innovation Center, the structure,
internal requlations, procedures and common spirit of
which comply best with the objective of growing new
dynamic digital areas. Best practices of the Center in
their turn are introduced in linear subdivisions, as a
result of which the innovation spirit spreads through-
out the company.

! Detailed information on operation of the Innovation Center is provided in the section “MTS Innovation Center”, page 36.
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Implementation of the strategy in 2017

2017 has fully lived up to our expectations in respect to
levels of key company performance indicators.

Key performance indicators®

Indicator (MTS Group) Actual
Revenue change,% 0/+2% +1.7%
OIBDA change,% +5% +6.2%
CAPEX, billion RUB ~75 76.4

Detailed analysis of operating indicator values will

be provided in the following sections, here we will
focus on results of more general nature, specifically
on how we put our strategy into practice in this year.
Let us remind you that our current strategic concept
“3D: Data. Digital. Dividends” was adopted by us as
the main strategic statement in the middle of 2016.
Therefore, 2017 has become for us the first full year of
functioning in the new Digital reality, so that now we
may finalize certain preliminary findings and discuss
specific results that we achieved in this year for each of
its components.

Data

The Data area is first of all a basic set of traditional
telecommunications services in mobile and fixed
segments. The main objective here is to retain and pos-
sibly increase the revenue in order to generate stable
financial flow, to maintain high values of communica-
tions quality indicators, to continuously increase data
transfer speeds and correct pricing.

The main tariff tools of this area for us are still Voice&-
Data tariffs, the share of users of which was rising for
the entire year and amounted to around 45% of the
total subscriber headcount at its end. Another impor-
tant marketing initiative aimed at levelling negative
dynamics of roaming income, was the launch of the
data plan and option “Zabugorische”, which made it
possible to increase income in this area only in Q2 and
Q3 2017 in total by 1.6 billion RUB compared to the
same periods in 2016. Under the program of data traffic
consumption stimulation, in summer 2017 we present-
ed the tariff option “VSeti”, which included unlimited
social media, messengers, online streaming and user
video traffic in 13 most popular network resources,
which made a considerable contribution to growth of
mobile data traffic.

Systematically expanding LTE network, we are getting
ready to adaptation of promising technologies of

the future generation. In particular, in October 2017
MTS and Ericsson made an agreement, under which
Ericsson for 2017-2020 will supply equipment and
software for our network in some regions of Russia
for the total amount of 400 million EUR. The purpose
of these investments is to grow speed of data trans-
fer and capacity, reduced delay time, which is critical
for machine-to-machine interaction mechanisms,

and preparation for introduction of 5G standard and
ensuring best compliance with requirements of loT
technologies. As we have announced before, MTS is
successfully implementing the program of high speed
trunks development, completion of which is planned
for the end of 2018.

Digital

Areas that we include into the Digital area are our
points of highest concentration of energy, creativity,
aspiration to accept the challenge and desire to achieve
success. In 2017 we finally developed a set of areas,
where we intend to focus our efforts in the short and
mid run. Most of them rely on a certain base that was
founded in process of implementation of the earlier
strategic initiative “Differentiation”, therefore now

one may discuss specific, significant and in some cases
outperforming results, which is illustrated by examples
below

Financial services, in our opinion, are one of the key
and promising areas in the Digital sphere. Here we
see ourselves as supplier of comprehensive solutions
and one of leading players in B2B and B2C segments
in the Russian market, and in the longer term — in the
international market. By comprehensiveness we mean
maximum satisfaction of customer needs for financial
products of all types, and for this purpose we step by
step assemble mosaics of various competences, which
we intend to turn into an effective business system in
the end. In particular, together with MTS Bank we de-
velop solutions for corporate customers, including cash
management and payment services, acquiring, wages
program and credit products.

During 2017 we made certain acquisitions aimed at
expansion of participation in the sphere of financial
services.

! Detailed analysis of operating indicators is provided in section “Financial Overview”.



In October 2017 MTS closed the transaction for acquisi-
tion of 50.82% in the authorized capital of Cloud Retail
LLC (LiteBox trademark), Russian developer of software
for retail enterprises, having thus entered the market
of cloud cash registers as a supplier of the ready-made
solution for cash service.

Under the program of financial services spectrum
expansion towards investment activities in the stock
and bond markets with attraction of assets of wide
customer circle, in September 2017 MTS purchased 30%
share in Sistema Capital MC — one of the largest Rus-
sian management companies by volume of collective
investments.

As of 2017, the total volume of income from
financial services of MTS company exceeded 6 bil-
lion RUB, which we qualify as the best result that
considerably contributed to the total savings box
of our company’s financial result.

Competences in the area of Internet of Things/loT are
developed by MTS through several subsidiaries: NVi-
sion Group, NIS, MTS IT, Stream. According to available
estimates, we control more than 40% of the Russian
market by quantity of telematic SIM-cards and are the
undoubted leader by this parameter. Besides, we will
not settle for the role of data transfer environment (i.e.
ensuring connectivity), our approach is more systemic.
We already now propose end products for corporate
customers (“Mobile Employees”) and individuals (“My
Car”) and strive for their continuous improvement. The
important milestone in this area was launch of a new
technological platform loT with open APl and opening
of a permanent loT lab “loT Explorium” in December
2017, where representatives of customers, partners
and suppliers of services jointly with our employees are
able to study, test and jointly finalize best solutions and
products.

We believe that IoT market that is currently at the
forming stage, has huge potential, besides, the
users — corporate and private customers, and
state authorities — will demand solutions that are
polar by their scale: from simplest water meters to
smart city projects.

The Big Data area continues to produce internal
effects to a large extent, which is considerably related
to existing legislative limitations. Here, compared to
2016, we record triple growth of financial result to the
level of 1.6 billion RUB. By expansion of the tools and
infrastructure of Big Data, we gradually develop com-
petences, required for launching commercial products
to the market, while the regulatory environment will
soften (we believe that this is a natural and irrevers-
ible process). Already now we attempt to generate
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revenues in the relevant infrastructure. In particular,

in September 2017 MTS launched Big Data as a Service
(BDaas$) service for commercial operation, which makes
it possible for the customers to quickly, flexibly and
efficiently organize processing of large data volumes
without involvement of own computing capacities.

Growth of Digital Commerce area is a common global
trend, which brings overall change of products and
services consumption model, virtualization of buying
process, gradual displacement of shop windows from
the real world to the screen of the computer, tablet,
mobile phone. Combination of electronic trading
platforms, social media and new technological tools
based on deep analysis of consumer behavior based on
Big Data principles, generates new rules of the game in
such spheres as marketing, advertising, increased sales
volume. Today a post by a popular blogger may cause
frenzy around a product that would have remained un-
noticed under other circumstances, and market players
have to reckon with this new reality and use it for their
benefit.

This global trend is projected at the Russian digital
commerce market as well, which demonstrates confi-
dent growth and where we also intend to strengthen
our presence. Our online ship ranks first among the
Russian operators (E-commerce Index TOP-100, 2017),
leaving behind a large number of specialized Internet
trading platforms in the “Electronics and Hardware”
category. Apart from sale of subscriber equipment and
contracts, the online shop is our effective mechanism
for promotion and sale of some other products, includ-
ed into the MTS business perimeter, and a facility to
accumulate knowledge about customers.

Already in the new 2018 we entered the market of
entertainments, by acquisition of two ticket operators,
who are also subjects of e-commerce market: Ticket-
land.ru and Ponominalu.ru. These transactions are
aimed at business diversification, but they will also
help to intensify development of competences in the
Big Data area, to expand tools of marketing activities,
including at the expense of new proposals of loyalty
program, promotion of MTS brand and close communi-
cation with customers.

In the Cloud Platforms area we achieved considerable
success, having launched own cloud IT-platform and
having turned this project into an independent com-
mercial product. #CloudMTS platform is implemented
on the basis of equipment of leading vendors in geo-
graphically distributed DPCs of TIER-III category, relies
upon own trunks and local communication channels,
and applies VMware software, which in a combination
makes it possible for MTS to provide comprehensive
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service of highest level. From the main events of 2017
in this area one may particularly note the following:

e inJuly 2017 MTS Bank transferred critically impor-
tant IT systems to MTS cloud,;

e in October 2017 we successfully completed the
project to migrate IT system of British American
Tobacco Russia to our cloud platform;

e in November 2017 MTS jointly with Microsoft on
the basis of capacities of our local DPCs and global
Microsoft cloud launched the project of public
hybrid cloud for corporate customers based on
Microsoft Azure Stack.

We optimistically look at prospects of expansion of
this business area, continue to improve our technical
solution and procedures of cooperation with partners,
and are confident that in 2018 our success here will be
even more significant.

Our ambitious objective is to become Cloud
provider No.1 in Russia and further to enter for-
eign markers, having turned the area into global
business

The OTT, Over The Top area is an ecosystem of
apps of various purpose: entertainment, educational,
financial and others, which may be presented under
the umbrella term “smart life”. Here we compete for
contact with people, for their time and attention. We
try to be with the user on a daily basis, to become a
habitual part of his or her life, and in this case for us
this is a much more important objective than simple
process of making money. By the way, this is why we
assess success of such services first of all in the context
of their use by our customers.

This area is an important brand promotion channel,
and also a channel of contacting those who do not

use MTS communications at the moment, but requires
other services, which expand the customer experience,
and thus gradually engaging them in the sphere of our
activity.

During 2017 we launched around ten new servic-
es, including MTS Taxi, Parent Control, My Car, etc.
As of the end of 2017, the number of active users
of MTS OTT-ecosystem on a monthly basis amount-
ed to 9.4 million, and on a daily basis — 2 million
people.

Apart from development of own products, we cooper-
ate with other market players, jointly ensuring forming
of customer experience for our users. As an example
of such partnership implemented in 2017, the project
of MTS and ivi.ru may be given, within the framework
MTS TV users became able to watch high quality and,
importantly, legal content without additional payment
for traffic.

Dividends

Let us remind you that in 2016, the MTS Board of Direc-
tors approved dividend policy for 2016-2018, according
to which the target profit per one common share is 25-
26 rubles (50-52 rubles per one ADR) during each calen-
dar year. With that, the minimum amount of dividend
payments is limited at 20 rubles per one ordinary share
(40 rubles per one ADR) per year. Payments are made
twice per year.

In 2017 MTS continues to make dividend payments in
accordance with this program. On June 29, 2017 the
annual general meeting of shareholders approved pay-
ment of dividends in the amount of 31.2 billion RUB.

At the extraordinary meeting of shareholders held on
September 29, 2017, the decision was made to pay divi-
dends in the amount of 20.8 billion RUB. Therefore, the
total volume of payments in 2017 achieved the value of

Through acquisition of assets, which control one fourth of sales turnover of theater and concert
tickets in Russia, we are entering the steadily growing market with the prospects to become a leading
player in it. Apart from consolidation of new business and opportunities to increase ticket sales
among MTS subscribers through integration of our services and big data, we also receive additional
tools for marketing activities, cooperation with customers and partners.

Viyacheslav Nikolaev, MTS Vice President for Marketing



52 billion RUB (26 RUB per one ordinary share and 52
RUB per one ADR), which is repetition of 2016 result.*

It should be added that in September 2017 MTS
announced approval of the program for redemption of
own ordinary shares and ADR by the Board of Directors
for the total amount of up to 20 billion RUB until April
2019.

One of our key priorities in the Dividends area was
increased operating efficiency of company’s business.
Taking into account the changes of external envi-
ronment conditions, which consist in the fact that

all market players started to more pragmatically and
reasonably approach the issue of ensuring sales of con-
tracts with large orientation at economic justification of
investments, we gained the opportunity to reduce our
retail chain approximately by 500 outlets during 2017.
Further, with more active displacement of sales and
customer service processes to remote channels (first of
all, to online), we expect further reduction of costs in
this area. It should also be mentioned that according
to some polls and research, our self-service app My
MTS occupies the leading position among apps of the
Russian communication operators.

According to the reaction of the investment commu-
nity, the results demonstrated by our company do

not go unnoticed. Following the results of 2017, the
quotations of MTS shares demonstrated best dynamics
among players of the Russian telecommunications
market, which made it possible for us to increase even
more the significant gap from competitors by level of
capitalization.

In conclusion of the conversation on 3D areas, let us
give a small example that illustrates how our simulta-
neous presence of MTS in several business areas on the
one part helps people to get richer and more saturated
customer experience, and on the other part, makes it
possible for MTS to increase the scale of operations at
once in several areas.

In 2017 we observed rising interest in consumption

of “heavy” digital content: online TV and products

of streaming platforms, movies and videos in high
definition, video calls in messengers, in exchange

of multimedia files. This trend was materialized in
displacement of demand in the field of subscriber
equipment towards highly priced smartphones. Sales of
such devices (over 40 K RUB) in our retail chain in 2017
compared to 2016 increased by 79% in monetary terms.
By almost the same value (by 74%) credit sales of such
smartphones increased, and sales with long-term
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instalments for 24 months increased many times (16
times), which became possible due to further expan-
sion of the financial services line in the form of credit
programs from one side. Purchase of a higher level
device is usually attended by transition to a data plan
with high volume of included data traffic (consumption
of Internet traffic from smartphones for the last year
increased by 252%), which had a rising impact at a
monthly average payment (ARPU). This trend positively
influenced growth in use of our OTT products, such as
MTS Music and MTS TV, which are on the top of value
formation pyramid, being the last link of the consump-
tion chain. Such system synergy is exactly the effect
that we are trying to achieve, consistently strengthen-
ing our positions in the areas that are indirectly related
to traditional telecommunications business.

Digital transformation

Digital transformation is quite a loud and bright term,
which in fact relates to activities of slow, painstaking,
stage-by-stage change of organizational structure and
business processes, corporate culture, motivation sys-
tem and basically personnel work methods. There are
no dramatic marketing initiatives, memorable products
or impressive numerical values in financial statements,
but this process is a basis for the entire success of the
company, therefore its importance is critical.

In the annual report of the last year we already told
about our brave experiment — development of the
Innovation Center — the cutting-edge subdivision that
operates under conditions of most favored treatment,
lowest administrative barriers and critical concentra-
tion of creative thinking. In 2017 the main result of
Innovation Center operation was the full-scale develop-
ment of business areas of cloud services, which reached
the stage of commercial operation and entered the list
of key Digital areas of 3D strategy.

Innovation projects implemented in our Center may not
be successfully transferred to the environment of linear
subdivisions, if a certain base has not been prepared.
And substantial work done by our HR management
block was exactly about such preparation.

Examples of initiatives included in the plan of the trans-
formation program and implemented in 2017.

e During the year, the Online Digital program was
operating in the company, the main objective of
which was to tell employees about most recent
and relevant trends of the digital world. We invited

! Detailed information on MTS dividend policy and payment of dividends in 2017 is provided in the section “Corporate Gov-

ernance”
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experts from popular and successful digital compa-
nies, so that they would simply and clearly explain
about blockchain, artificial intelligence, neuronets,
computer-assisted training and much more. Almost
20 K employees watched the interactive course on
the new digital MTS strategy within this program.
Besides, two practical online laboratories were op-
erating, where employees (both from IT and other
subdivisions) mastered programming fundamentals
and created chat bots in Telegram.

e InJune the company introduced an alternative ap-
proach to searching for IT talents. We opened new
workplaces, where it was convenient for developers
to work, even if MTS had no its own IT subdivisions
in that city. Thus, the MTS IT development team
was established in Vladimir, and Online Marketing
Product Group — in Rostov-on-Don. Our general
strategy here consists in searching for established
successful teams and their quick and seamless
integration into MTS Group structures.

e Inthe end of summer a competence development
center for adaptive development of IT products
started its work in MTS IT, which was formed

around a group of agile coaches who help teams
conduct development using flexible methodologies.

e The most important organizational change was
reformatting of our approach to development and
support of marketing products. We replaced the
traditional functional hierarchy for product teams
operating within product development centers,
combined into several product clusters. This made
it possible to change to a flatter organizational
structure in the marketing functionality, and area
managers got more independence in decision
making and higher responsibility for the commer-
cial result.

We are confident that these and further initiatives
will not only adapt the organization to conditions
of more dynamic and competitive Digital environ-
ment, but will also modify the employees’ per-
ception itself of the company’s image, workflows,
their own roles and, most importantly, contribu-
tion that each of them may make to the success of
MTS, being at the same time noticed and lucrative-
ly remunerated

Strategy in the Field of Mergers and Acquisitions

The company monitors the opportunities of inorganic
growth both in the markets of its operation and be-
yond. MTS PJSC has sufficient experience in the integra-
tion of acquired companies that allows incorporating
them into the business structure efficiently and getting
a positive economic effect as quickly as possible.



Business Overview

Mobile business

Russia

Data plans of SMART line are the bestseller of MTS
company. The Voice&Data package is oriented at the
fast-growing segment of smartphone users and meets
the needs of current market subscribers. For a particu-
lar subscriber fee, a data plan includes packages of
minutes, SMS and Internet traffic. With a significant in-
crease in mobile traffic consumption, both in absolute
terms and per subscriber, our subscribers retained the
same level of voice service consumption, which made it
possible for us to stabilize the ARPU level.

More than 80% of voice traffic circulates inside MTS
network, which makes it possible for our subscribers
to communicate to each other with minimum financial
expenses for themselves and to always stay connected.

A specific group of data plans are the rates targeted
exclusively at the users of mobile Internet services —
owners of modems and tablets — have their attractive
services. For example, 40% of tablet users receive the
service of unlimited access to MTS mobile TV.

For travelling subscribers MTS offers options for the pri-
mary data plan, which make it possible to cut roaming

to our shareholders.

Business Overview

costs and enjoy communicating with one’s friends and
relatives. “Zero without Borders”, “BIT Abroad” options
and “Smart Zabugorische” data plan were appreciated
by our subscribers.

We continue to ensure uninterrupted and convenient
communication when traveling abroad and offer free
calls to MTS contact center, free access to MTS websites,
methods to top-up the account free of charge, as well
as free delivery of SIM cards abroad.

\Voice traffic, Mobile traffic
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MTS completed 2017 with strong financial results and has secured a footing in the new markets. As

for 2018, we maintain moderate optimism regarding prospects of the Russian mobile communications
market, taking into account stable improvement of the market and competitive situation, and also fu-
ture regulatory changes and optimization of retail expenses. Meanwhile, we attempt to achieve good
operating parameters, to demonstrate high business efficiency and to provide attractive remuneration

Alexey Kornya, MTS PJSC President
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Retail distribution

Sales channels

MTS retain chain remains the primary channel to
attract MTS subscribers — more than 60% SIM-cards
are sold in MTS outlets. MTS remains the largest non-
food retailer in Russia. Following the results of 2017,
the number of MTS outlets amounted to almost 5.7

K outlets, including 1.7 K outlets operating under the
franchising model.

Our subscribers can always receive in MTS offices a full
range of services provided by the operator, including

of services of the broadband access to the Internet and
television. Any new service released by the Company
automatically becomes available for sale in the retail
chain office. Besides, we offer to retail chain customers
an extensive list of financial services, such as: consumer
lending, money transfers, credit repayment, life insur-
ance (voluntary medical insurance), product insurance
and MTS Money cards.

Our own sales channel enables to more effectively
manage the number and quality of activations, as well

as provide better service to existing MTS subscribers.

The main priorities of MTS sales channel management
in 2017 were as follows:

¢ sales of V&D rates;

¢ leadership in service quality among mono-brand
retail;

e increased operating efficiency;
e joint sales with data-generating devices;

e sales of key products of MTS Group (MTS Bank,
Satellite TV, broadband access to Internet);

e maintaining high client flow at MTS outlets.

Key facts for 2017

e In 2017 the share of smartphones among all the
phones sold in MTS retail was 76%, where 80%
are smartphones supporting LTE. By the level of
smartphone penetration the retail chain continues
to outstrip market indicators.

e The highest growth in monetary terms was demon-
strated by smartphones in the ranges exceeding
40 K RUB (increased by 79% for the year) and from
20 to 30 K RUB (increased by 21%). In the price
segment from 30 to 40 K RUB the sales increased
by 15%.

e The growth of demand for expensive gadgets
resulted in the fact that number of smartphones
sold on credit increased in MTS retail chain by 40%
in pieces and 74% in monetary terms. Credits with
length of 12 and 24 months were granted 12 and
16 times more often than in the previous year.

e Together with the growth of gadget sales, MTS
increased revenue from financial services and com-
mercial projects by 26%.

e Following the results of 2017, the number of
MTS Money cards issued in MTS outlets was 68%
more than in 2016. In 2017 the issue of cards with
credit limit was resumed in MTS outlets. New bank
cards — Debit and Credit MTS Money Weekend,
with higher cashback for certain categories of
products and interest paid on balance of own funds
in the savings account opened for the debit card —
were launched jointly with MTS Bank. These cards
may be purchased in MRS outlets, MTS Bank offices,
or an application may be filled in in the MTS Money

app.

At the expense of conducted federal advertising cam-
paigns “Satellite TV is no longer a luxury. Equipment
just for 2990 RUB” and “Set of equipment for rent”,
satellite TV sales in MTS outlets increased four times.
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Business in Ukraine and in Other Markets of Our Operation

Ukraine

In Ukraine, the Company renders services in the stand-
ards GSM 900/1800, CDMA 450, IMT-2000 (UMTS). In
2018 LTE launch in ranges of 2600 MHz and 1800 MHz
is expected.

In 2017, the 3G network was actively deployed, new
tariffs and services were launched under the Vodafone
brand:

e in March 2017 the mobile app My Vodafone was
launched for prepaid subscribers, making it pos-
sible for the subscriber to independently control
expenses, to manage services and bonuses;

e on May 5, 2017 a new data plan Vodafone ZAHID
was launched for subscribers of Lviv and Lviv
region;

e inJune 2017, Vodafone Pay service was launched —
a tool for making payments for goods and services,
card-to-card transfers, topping up mobile phone of
any operator and other options;

e in August 2017 the new service “No visa week-
end” was launched to use roaming in European
countries;

e since August 15, 2017 Vodafone Ukraine was first
in Ukraine to launch a new data plan line with
unlimited 3G Internet: Vodafone “UNLIM 3G” and
Vodafone “UNLIM 3G Plus”;

* in Q4 2017 a New Year promo “Congratulate the
entire world” was launched for new and existing
subscribers, where subscribers topping up their
balance got minutes to call to Ukraine and abroad.

As of the end of 2017 3G network of VF Ukraine
PriSC covers 80% of the population of Ukraine.

Armenia

Since September 2007, MTS owns a leading operator
in the Armenian market — MTS Armenia CJSC (former
K-Telecom CJSC).

Under the VivaCell-MTS trademark, our Company
offers telecommunication services in the standard GSM
900/1800, UMTS and LTE. VivaCell-MTS subscribers are
granted access to innovative rates and services, as well
as convenient service formats meeting international
standards applicable in MTS Group.

VivaCell-MTS maintains its leadership by a landslide
from its competitors. The market share at the end of
2017 was 59%, according to our estimates.

The main priority of MTS in the Armenian market in
2017 was the popularization and development of the
Viva tariff line, which offers combined package of
popular communication services for a fixed monthly
payment. An opportunity to call to Russia under the
terms similar to calls inside the VivaCell-MTS network
was included into the Viva tariff line.

2017 business results:

e maintained high market share in terms of subscrib-
ers and incomes;

e increased number of mobile Internet users by 9%
compared to last year;

e growth of Viva tariff line users by more than 50%
compared to last year.

Turkmenistan

In September 2017 in connection with termination of
the permit to use the dedicated radio frequency spec-
trum and some other required resources, the provision
of communication services to subscribers in Turkmeni-
stan was suspended.

The number of MTS-TM Business Entity subscribers
amounted to 1.7 million subscribers.
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Fixed-line communication

Development of Fixed-Line Networks

Growth rates of the Russian Internet broadband access
(BBA) market are falling — in 2017 subscriber growth
was 3.9% (in 2016—4.5%, in 2015-4%, forecast for
2018-1.6%). The service is developed mainly due to the
growth in the number of private users, but, consid-
ering the penetration of 58% at the end of 2017, the
market is saturated not only in the large but also in the
majority of medium-sized cities. ARPU as of the end of
2017 slightly increased (less than by 1%) and amount-
ed to 346 RUB. This is related to revision of operators’
tariff lines — rejection of inexpensive low speed tariffs,
and to practice of closing certain archive data plans. In
connection with this the operators’ income increased
by 4.9%. Considerable ARPU growth is difficult under
high competition. As of the end of 2017, penetration in
cities with a population of more than 50 thousand peo-
ple reached 65%. With that, the competitive situation
in these cities is generally quite tough — services are
offered by at least three operators, both federal and lo-
cal. In settlements with population below 50 K people,
penetration is still low — at the level of 35%, but this
parameter has increased dramatically since 2016 (28%).
The operators have exhausted their opportunities for
organic growth and the process of subscriber migration
from operator to operator does not bring long-term
benefits to the companies. Nevertheless, according to
the results of 2017, MTS showed an increase in sub-
scriber base and revenues by 8%.

In the context of market saturation, the main strat-

egy in the fixed broadband market is attraction and
retention of subscribers through promotion of bundled
offers, access speed, introduction of convergent servic-
es. In 2017 the leading providers suggested transition
to convergence of fixed and mobile services. As of the
end of 2017 mobile communication services (including
in MVNO format) were available in offers of all TOP-5
BBA operators in Russia.

Fixed-Line Telephony Services

MTS launched Interactive TV services at the federal lev-
el and completed the main stage of own TV platform
development. In 2016 subscribers of 33 cities of Russia,
where MTS provided BBA service, could connect to In-
teractive TV. Since June 2017 Interactive TV is available
in all regions of fixed BBA and TV presence, and there
are more than a hundred of them in the country.

MTS continues to systematically follow the strategy of
improving the quality of our fixed-line products by up-
grading the networks, launching digital and interactive
TV services, expanding the capacities of the main chan-
nels for the growth of speed rates for the subscribers.

In 2017, MTS increased the attractiveness of the Digital
TV significantly by increasing the number of available
channels — more than 170 channels, including more
than 40 HD channels. MTS was the first of terrestrial paid
TV operators to launch the UltraHD channel in its cable
network DVB-C and on the satellite platform. Broadcast-
ing in UltraHD format is considered by MTS as one of
the paid TV market growth drivers for the short-term.
Supersharp UltraHD broadcasting was always the prerog-
ative of the satellite TV market. Launch of UltraHD in the
cable segment, directly in MTS, will give momentum to
development of the new generation TV market in Russia,
stimulates demand and opens new opportunities and
markets for owners of high quality content.

DTV penetration increased up to 85% (compared to
83% in 2016). The Basic package includes more than
130 channels, including more than 20 HD channels.

It is the largest Basic Package of the regional mar-

kets, which is also included in all package offers with
broadband access and telephony. Average consumption
speed of existing BBA subscribers increased by 8%
(2016-51 Mbit/s; 2017-55 Mbit/s), and in new connec-
tions by 13% (201662 Mbit/s; 2017-70 Mbit/s).

In 2017, MTS continued the development of hybrid plat-
form that extends the capabilities of conventional dig-
ital and satellite TV by interactive components. At the
program level, the hybrid TV solution connected IPTV
cable TV on the basis of the MGTS network in Moscow
and DVB-C in the regions of Russia, as well as MTS Satel-
lite TV, with online services: web services with access via
the TV screen, program guide with advanced features,
video on demand and the service of watching later. In
2017 MTS actively promoted Interactive TV, a service
using which a subscriber accesses a large number of
channels, including HD quality, premium packages and
advanced interactive services. Such apps as Yandex.Disc,
Wikipedia, Megogo, Amediateka, Easy Payment were
integrated into MTS Interactive TV in 2017. In the “Vid-
eo On Demand” catalog in the Interactive TV service
there are more than 6K units of content. Number of TV
subscribers using additional theme packages increased
in 2017 by 72%, and income from them — by 34%. Pen-
etration of theme packages into the total TV subscriber
base increased by 4.2 pp in 2017.
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Quality and improvement of customer experience

The critical element of MTS strategy is still improve-
ment of quality and customer experience. The company
introduced a unique process to study customer opinion
and to measure loyalty in service channels. We “listen”
to our customers — every month we receive around

1 million customer ratings of tNPS in all touchpoints
between the customer and the company (call center,
outlets, website, social media, online shop, etc.).
Customer rating is the basis for the incentive system

of our employees, one may say that customers directly
influence remuneration level of a certain employee.

In virtue of personal interest, many service processes
improve right there and then.

We do not just listen — we analyze and rebuild pro-

cesses in the manner convenient for the customer —
within comprehensive approach to improve customer

Result of Customer Journey “Purchase of
sim-card”

Effect from change of Welcome SMS

0,
Promoters 66% 70%

Neutrals

Critics

2016

2017

experience, we investigate the Customer Journey,
project teams are established, which correct/improve
the processes. We built an uninterrupted continuous
process of improvements based on real customer opin-
ion, and we see the effect of such approach based on
customer feedback.

We do not just interrogate, we work personally with
critics — providing feedback to them within the
“Closed Loop” project: we listen to problems, final-
ize issues, consult. Such personal approach provides
amazing effect — our customers change from critics
to promoters (consumer loyalty index (tNPS) of these
customers increases from -100% to +70%). One of key
achievements in 2017 is growth of total number of
promoters by 4% compared to the previous year.

Growth of promoters share in total
number of customers

+38%

44%
32%
tNPS tNPS
before after
launch launch
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Key mobile apps for MTS customers

My MTS
Main achievements in 2017 e Integration with MTS Cashback service was
completed.
e Penetration of My MTS app in the subscriber base
increased by 9 percentage points and reached e “Cost Control” service was launched with visualiza-
26.2% at the end of 2017. tion of costs for each area.

e Penetration of My MTS app in the smartphone base ¢ Integration with MTS Bank was realized, the option
increased by 8 percentage points and reached 42% to file an application for an MTS Bank card was
at the end of 2017. added to the app.

e The option to top up the balance using Apple Pay Key objectives for 2018
was introduced.

e Growth of My MTS app penetration in the smart-
¢ Integration with the online shop was implemented, phone base up to 50%.
and several unique offers are generated for each
user to buy a smartphone.

4 5 average rating in Apple e Tariff management
. store and Play market

e (Cost control

e Account replenishment

e Service management
MHTepHeT

MaMEHi e Visualization of package remainders

e (Cost breakdown by areas

; Kpepurras kapta MTC Odenesru
~ [l .

BuT Smart

_"‘“v_: 75 MB/gens B R/genns L] Bonus management
1000) o
- - e Possibility to measure speed of
* YPOO-KHOMKH > .
Internet connection
CMeHTL onuyio | e Entertainment hub

Yeayrv E’(‘”_"_". PaancyeHns

e Access to unique offers from MTS

online shop

@ Bropaa namate NOMYHTE
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Financial services

Electronic wallet “MTS Money”

Business Overview

MTS Joint products MTS Bank

e Traditional communications e MTS Money cards e Bank cards
operator services (account .
replenishment) LIREHES * Deposits

* NFC

e Automatic payments

e Scoring

The project was developed by the unified team of MTS,
MTS Bank and MTS retain chain, and was launched in
the end of 2016. As of the end of 2017 penetration of
MTS Money Wallet service in the MTS subscriber base
was around 10%.

Payment service "MTS Money Wallet" enables to make
payments in MTS Money application, provides mobile
banking services and the ability to make transfers
between wallet users using phone number. The phone
number is a unique ID. Users can access the service via
mobile app, website, SMS and USSD, which makes the
service independent of the user device, whether it is a
phone, smartphone, tablet or computer. Service is also
available to subscribers of other operators.

e Remote services

e Acquiring

Support of traditional banking products

In summer of 2017 MTS Bank issued a new card MTS
Money Weekend, which may be both credit or debit,
and it may be issued not only in the bank offices, but in
the MTS mobile provider’s outlet.

The credit card makes it possible to get weekly cash-
back from the purchase amount (1 or 5% depending on
the category of goods/services), grants a grace period
of 51 days. The debit card, apart from cashback, makes
it possible to earn interest on the balance of funds in
the Savings Weekend Account opened automatically
with the card.

MTS Money Weekend card supports state-of-the-art
payment technologies using a smartphone: Android
Pay, Apple Pay, Samsung Pay.

Mobile apps MTS Bank, MTS Money Wallet make it pos-

sible to efficiently monitor expenses, make payments
and transfers, where and when it is convenient for you.
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€ MTC [eHbru

[@]mMTC

MTS Money

Main achievements in 2017

Growth of MTS Money Wallet services
turnover — 25%.

Growth of unique users’ number compared to last
year — 22%.

Upload of MTS Bank cards to Android Pay payment
service was implemented.

The project with Moscow IT Department was
launched: MTS became the operator of the single
payment gateway at mos.ru.

Microlending project with MTS Bank was launched.

Launch of functionality for money transfers for
non-users of MTS Money Wallet.

L E3 B |irsd

Peromenaaum

TeOR KowWwenex
Tenepk OHNAH
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Insurance of My Wallet account.

Full identification for MTS Bank customers in
Wallet.

Simplified identification for Wallet customers in
MTS outlets.

Acceptance of MIR payment system cards in MTS
Money Wallet was launched.

The volume of POS-loans in retail stores of MTS
increased by 77% compared with 2016.

MTS Money cards issued in MTS outlets were more
by 68% than in 2016.

New bank cards were launched jointly with MTS
Bank: Debit and Credit MTS Money Weekend with
higher cashback for certain categories.

Different tasks — single tool

Telephone number — single
identifier of all operations

Service is available to all,
including subscribers of other
operators

First e-wallet to pay in retail

Single tool combining all
methods of payments in one
place



MTS Cashback

Business Overview

Free communications concept implementation

Main achievements in 2017

e Launch of program pilot in August 2017 — in five
months after approval of the concept.

e Launch of three product increments for the first
four months of the project.

e Launch of accrual in 120 online shops and services.

il MTE RUE LTE Al MTE RUS LTE 12:04

MTC Cashback +7(915) 420-63-57 — HMHTepHET-MArATHHL

Mpuwno spema Teatpa!

DEARBEST

Key objectives for 2018
e Integration of Smart MTS Money card.

e Cashback accrual for actions in MTS, purchases in
RTC.

e Cashback accrual for events in the program (filling
in the questionnaire, first purchase).

e Integration with My MTS and MTS Personal
Account.

e |mplementation of “Invite a friend” mechanics.
e Expected cashback.

e Demonstration of cashback expenditure breakdown
for communication services.

e For all MTS subscribers: b2c and b2b.
* 6 partner categories.

e 16 online shop categories.

e 170 online shops.

e (Cashback from partners — up to
25% of the purchase amount
(compensated by the partner).

e (Cashback is spend to pay for
any services of MTS mobile
communications or to purchase
a smartphone in any MTS outlet.
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MTS Music
Main achievements in 2017 Key objectives for 2018
e Number of paying users > 130,000. e Growth of active base up to 250K, growth of paying

users up to 200 K.
e Total number of users > 200,000.
e App redesign (contemporary guidelines).
e The option of payment through Itunes was
introduced. e Integration into MTS Cashback, MTS GOOD’OK,
My MTS.
e Integration was completed with MTS Bonus, to pay
with bonus points.

e Radio functionality was launched, users may listen
to radio by genres, hobbies, eras, etc., for free, with
personal recommendations depending on Like/Dis-
like in process of listening.

3 4 average rating average rating
[ ]

in Apple Store in Play market

e “Radio” functionality launched
(Radio based on genre, time period,

activit
(@] MTC Music )

e “Recognition” launched
(analogue of shazam)

MAQ "MobuneHele TeneCuce...

Odpnain-pexmnn [ -

e Advanced genre search

L ThoRcagw MneAnueT gHa

Bac wer 3,5 Yaca HOBOH My3bikin

e Integration with MTS Bonus
(buy a month of music for bonuses)

) Pexomeinacm

BT KOro BBl MHOTO CIYWanw Ha
ITOR HEgene

) Pagwo

v PacnDsHasaHWe

e Section update
“Recommendations”

CL Nomer

O Monmyma

e Selection of subject color — “dark”
theme added for Android

Hactpodime

Eminem Wato Gonzalez
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MTS TV

e MTS TVis TV and video content at all mobile

e devices PC/Mac, SMART TV, Google Chromecast and
AppleTV, Android TV.

e Integration with social networks.

Main achievements in 2017

Business Overview

Implementation of concept Multiscreen,
Place-shifting.

Simultaneous viewing on two devices under a
single subscription.

Key objectives for 2018

Number of paying users

600 thousand subscribers

800 thousand subscribers

Total proceeds

1.3 billion RUB per year

1.5 billion RUB per year

TV Channels/VOD

e Support for live streaming in HD. Catch UP/Timeshift launch.

e Support for EPG with a detailed description. Extended support of recommendations.
e Support for video content in HD. VR content launch.

L]

Support for feature films, video clips and scripted series
with a different number of seasons and episodes.

e Support for the content catalog with breakdown by
compilations, genres, years of production, countries,
studios with the ability to sort by various parameters and
with search.

PVR support.

Launch of movie trailers.

Support for live streaming in 4K formats.

Launch of OTT/IPTV Android STB.

Targeted offers.

Integration of the recommendation engine.
Provision of service to mobile subscribers of MGTS.

Integration with cinemas

3 Amediateka.
. IVI.
¢ MEGOGO.

START.
OKKO.

Support of new windows

e AppleTV.
Android TV.

Launch of Smart TV Tizen.

e Authorization on five devices
in a single profile.

e Monthly and daily
subscription.

e \ideo section: movies, series,
cartoons, etc.

* Integration with Video
Aggregators (Amediateka,
MEGOGO, IVI).

average rating
in Apple Store

average rating
in Play market

Number of app
downloads

Earnings,
year

Paying subscribers,

month
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Financial Overview

Income of the Group

Income of the Group
(billion RUB)

[ +4.7% +2% ‘
116.8
1 114.6
104.7 106.8
Q4 Q1 Q2 Q3 Q4
2016 2017 2017 2017 2017

Information on consolidated financial and operating results of MTS
Group for Q4 2017 and 2017 is available at the company’s website:
http://www.company.mts.ru/comp/ir/report/2018-03-19-6061744/.

+1.79

%
435.7 442.9

2016 2017

This was another successful year for MTS. During the whole year Russia was the catalyst of perfor-

our expectations.

mance growth rate acceleration. We won from changes in consumer behavior and overall pricing
environment, and also observed stable trend in data consumption growth. Volatility of currency
exchange rates in the markets of presence impacted Group performance, but target indicators met

Positive results of MTS Group in 2017 to a large extent depend on results achieved in Russia as a re-
sult of pricing environment improvement in the segment of data transfer services and growing usage

of communication services. Besides, the income indicator was also impacted by growth of income
from data services in Ukraine. Growth of telephone and equipment sales in Russia and Ukraine also
supported increased revenue of the Group

Alexey Kornya, MTS President
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Financial Overview

OIBDA in 2017 increased at the expense of higher income in Russia on the background of reduced
level of SIM-cards sales, increased profitability in Ukraine and relative macroeconomic stability. Key
role was played by increased consumption of high margin Internet services.

Alexey Kornya, MTS President

Adjusted Group OIBDA and OIBDA margin?
(billion RUB)

| +8.2% | -7.3% |

0,
i +6.2% ]

169.3

38.8%

Q4 Q1 Q2 Q3 Q4 2016 2017
2016 2017 2017 2017 2017

! Adjusted OIBDA does not include loss from depreciation of non-current assets in the amount of 1.1 billion RUB and 2.6 billion RUB for Q3 and
Q4 of 2017, accordingly.

Factor analysis of Group OIBDA

(billion RUB)
@
» @ Q© - O

179.8

2016 Services Roaming Retail OPEX Ukraine FSC Others 2017
development
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Net income and net profit margin of the Group
(billion RUB)

- 0 _ 0
| 12.0% li 39.4% /]

Q4 Q1 Q2 Q3 Q4 2016 2017
2016 2017 2017 2017 2017

Factor analysis of net income

(billion RUB)
0 0 @ - 3.8

56.0
2016 Adjusted  Depreciation Interest Interest Exchange Taxes Other Other 2017
OIBDA and expenses income difference countries
amortization

Main profit growth factors were high performance and higher profitability.

Alexey Kornya, MTS President
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Financial Overview

Debt and liquidity (billion RUB)

As of December 31, 2017  As of September 30, 2017

Short-term part of debt and short-term financial leasing liabilities 64.9 51.4
Long-term debt 228.7 226.5
Financial leasing liabilities 11.1 111
Overall debt 304.6 289.0
Less:

Cash and equivalents 30.6 234

Short-term investments 50.8 60.6

Fair value of hedging instruments 7.1 7.8
Net debt 216.2 197.1

Capital expenditures (billion RUB)

2017 2016

Russia 65.2 73.8

as % of income 15.8% 18.4%
Ukraine 10.3 7.5

as % of income 39.4% 25.6%
Armenia 0.9 1.0

as % of income 12.5% 11.8%
Turkmenistan 0.1 0.4

as % of income 3.9% 9.0%
Capital expenditures of the Group 76.4 83.6

as % of income 17.3% 19.2%

Free cash flow of MTS Group in 2017 increased up to 71.5 billion RUB from 47.0 billion RUB in 2016.
In 2017 MTS paid special attention to deployment of LTE network in Russia and joint use of the net-
work with other operators.

The company installed more than 13 K LTE base stations. As a result, in the end of 2017 the MTS LTE
coverage in Russia amounted to around 60% of the populated territory.

In Ukraine capital expenses increased as a result of active construction of 3G network. In the end of
2017 the areas, where 78% of Ukrainian population lived, were covered by 3G network.

Alexey Kornya, MTS President
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Liabilities

Total Group debt! = 292.8 billion RUB

Debt payment schedule
(billion RUB)

85.6
74.2 o
‘q,.'
’r/ 27.4

Wy

23 17.2
Q1 Q2 Q3 Q4 2019 2020 Tocne

2018 2018 2018 2018 2020

Ruble bonds BO-01 and BO-02, B Series bonds, contain put options that as of December 31, 2017 may be exercised in
March 2018, August 2018 and November 2018, respectively

Net debt (billion RUB) to LTM of adjusted OIBDA

13
12 1.2
1.1 1.1

Ratio of net debt to adjusted
MTS OIBDA is stable.
This is the lowest indicator

220.9 203.3 197.1 216.2 . .

: 187.0 . among main competitors.
Q4 Q1 @ Q3 Q4
2016 2017 2017 2017 2017

! Without leasing obligations and expenses for fundraising as of December 31, 2017

As of the end of the reporting period, the total debt of the Group amounted to 292.8 billion RUB (not
taking into account leasing and costs for raising debt capital), this indicator increased compared to
2016 as a result of bonds issue. In particular, in November MTS issued stock bonds for the amounts of
15 billion RUB and 10 billion RUB with the repayment period of 5 years and 1 year, accordingly, with
the coupon rate before repayment 7.7% per annum. Issued bonds are quoted at the stock exchange.
The company also redeemed within the offer 1,399,626 bonds of 08 series for the amount of 1.4
billion RUB.

Alexey Kornya, MTS President
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Debt structure by currencies®

Overall debt Net debt

Rubles/other local USD/EUR Rubles/other local

currencies / currencies

\GTo

Financial Overview

USD/EUR (1%)

" Includes hedging of currency risks in the amount 0f 4977 Share of currency debt liabilities in the structure of the

million USD as of December 31, 2017 and financial leasing

at unpaid debt.

Subscriber base in countries of Group presence

total debt is 16 percent, this is a comfortable level to
reduce impact of currency exchange rate oscillations

Mobile subscribers (million) Q4 2017 Q3 2017 Q4 2016 Variation Change
year-on-year, % Q4 2017/ Q3 2017, %

Mobile subscribers 106.5 108.3 109.9 -3.1% -1.7%
Russia 78.3 78.5 80.0 2.2% -0.2%
Ukraine! 20.8 20.8 20.9 -0.2% 6/v

Armenia 2.1 2.1 2.1 1.3% -0.9%
Turkmenistan - 1.7 1.7 H/n, H/n,

Belarus? 5.2 5.2 5.2 0.5% 0.7%

! Including CDMA users.
2 MTS owns 49% shares in MTS LLC in Belarus, which are not consolidated.

and price competition decrease.

MTS efforts for attraction and retention of high quality subscribers resulted in reduction of SIM-cards
sales in Russia by 11% and reduction of subscriber base in Russia by 2.2% per year.
Reduction of connection rates became possible at the expense of changes in the MTS retail strategy

Number of subscribers that consume more than one service and use mobile, fixed and digital services
of MTS, increased, which stimulates reduction of subscriber churn and revenue increase.

Vyacheslav Nikolaev, Member of the Management Board — Vice President, Marketing, MTS
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Development of retail and self-service

Number of MTS retail outlets

6194
5725 5692 5710 5696
Q4 Q1 Q2 Q3 Q4
2016 2017 2017 2017 2017

My MTS app users (million)

12.1
11.0 PY
9.3 *
7.9 8.6 ©
o —
Q4 a1 Q2 Q3 Q4
2016 2017 2017 2017 2017

MTS online sales increased by 19.4% for the year and reached 5.2 billion RUB.

As of the end of 2017 smartphone penetration in MTS network increased up to 64.6% from 53.8% in
2016. Penetration of mobile Internet increased up to 53% from 49.0%, and packaged data plans — up
to 45.5% from 38% at the expense of new data plans launch and stimulation of transition of existing
users to packaged tariffs.

My MTS app is used by around 15% of the subscriber base. Such app is used as a platform for promo-
tion of other digital services of MTS and reduces the load at the call center.

Vyacheslav Nikolaev, Member of the Management Board — Vice President, Marketing, MTS
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2018 Forecast

Forecast of Group revenue
(billion RUB)

h >0% /]
429.9 442.9
2017 2018F

Income of the Group

MTS forecasts slight increase of Group
income in 2018 based on the following
factors:

e Increased data traffic volume with
decreased level of voice services use
due to replacement of voice services
with data services and improved pen-
etration of services based on mobile
Internet;

e Competitive dynamics in retail and
reduced level of SIM-cards sales in
Russia;

e Changes in telephone sale structure
due to optimization of retail distribu-
tion channels;

e Continued growth of income in
Ukraine, nominated in Ukrainian
hryvnias;

e Dynamics of revenue of foreign
subsidiaries and volatility of currency

exchange rates against

e Russian ruble.

Forecast of adjusted OIBDA
(billion RUB)

+20 billion
F RUB j
179.8 442.9
2017 2018F

Adjusted Group OIBDA

MTS forecasts that introduction of new
IFRS standards will increase adjusted
OIBDA by 20 billion RUB in 2018. Without
taking into account new standards of
IFRS, MTS expects stable forecast for
adjusted OIBDA of the Group for 2018 at
the expense of the following factors:

e Growth of competition level and
continued uncertainty against the
background of potential

e optimization of retail distribution
channels;

¢ Increased personnel costs;

¢ Potential effect from changes in
the services pricing policy in the
intra-network roaming in Russia;

e Revision of internal policies that
regulate income from external suppli-
ers’ content; Consumer conduct and
growth of high income products con-
sumption, such as roaming; Expected
growth of expenses for payment of
frequency spectrum in Russia;

e Development of business in foreign
subsidiaries, in particular, termina-
tion of operations in Turkmenistan;

e Macroeconomic changes and volatil-
ity of exchange rates in the markets
where the Company operates.

Financial Overview

Forecast of CAPEX
(billion RUB)

76.4

2017 2018F

Capital expenditures of the
Group

In 2018-2019 MTS plans capital expendi-
tures at the level of 160 billion RUB as a
result of the following:

e Potential investments for compliance
with requirements of the anti-terror-
ism amendments package; Continued
development of LTE networks;

e |mplementation of projects on infra-
structure and frequency spectrum
sharing with other operators in
Russia;

e LTE network development in Ukraine;

e Introduction of evolutionary solutions
in the Russian market;

e Continued investments into develop-
ment of digital products.
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Key Markets
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Russia

For 2017 MTS revenue in Russia increased by 2.9% up
to 412.3 billion RUB. Stabilization of the market from
the point of view of pricing and increased consump-
tion of mobile Internet services influenced mobile
revenue growth, while status of economy influenced
growth of sales of high quality smartphones of high
pricing category. MTS fixed business continued
growth in retail BBA and paid TV segments, however,
revenue reduction in B2B segment influenced the
combined revenue indicator, which demonstrated
reduction by 0.6%.

Revenue from mobile business in Russia increased by
3.1% for the year up to 304 billion RUB. Main factors
of revenue growth were growth of mobile Internet
consumption, monetization at the expense of cancel-
lation of unlimited tariffs and growth in the segment
of international roaming. Positive dynamics reflects
total improvement of consumer behavior in Russia.

MTS efforts for attraction and retention of high
quality subscribers resulted in reduction of SIM-cards
sales by 11% and reduction of subscriber base in
Russia by 2.2% per year.

Reduction of connection rates became possible at
the expense of changes in the MTS retail strategy
and price competition decrease.

Number of subscribers that consume more than one
service and use mobile, fixed and digital services
from MTS, increased, which stimulates reduction of
subscriber churn and revenue increase.

MTS fixed business continues demonstrating neg-
ative dynamics at the expense of fixed telephony
subscribers reduction. In 2017 the revenue reduced
by 0.6% down to 60.8 billion RUB.

MTS market share in the mass broadband Internet
access and paid TV market amounted to 36 and 38%*
accordingly as of the end of 2017. Number of GPON
users in Moscow increased up to 1.85 million from
1.72 million people at the expense of MGTS efforts for
involvement of subscribers into GPON network.

In Q4 2017 the revenue from system integration
increased up to the record-breaking 2 billion RUB from
0.8 billion RUB in Q4 2016, however, it demonstrated
stable dynamics y/y. Volatility of revenue indicator is
caused by uneven distribution of contracts during the
year.

MTS revenue from sales of goods increased by 5.8%
y/y at the expense of software sales, telephones and
accessories sales. The peak of such categories sales was
in Q4 2017. Growth of software sales took place at the
expense of execution of large corporate contracts for
the software in Q4. Telephone sales margin achieved
16.1% at the expense of expensive smartphones sales
growth. The growth was caused by user demand for
premium smartphones, which make it possible to
consume digital entertainment and financial services
on them. The average smartphone price in MTS retail
chain increased for the year by 24.7% up to 11,846
RUB from 9,502 RUB. The most popular brands were
Samsung, Apple and Honor/Huawei, which amounted
to around 85.8% of all devices sold in 2017.

1 Only subscribers using digital TV platform are taken into account.

increasing the gap from the main competitors.

Revenue growth in 2017 was influenced by stabilization of the market from the point of view of pric-
ing and increased consumption of mobile Internet services, and also growth of sales of high quality
smartphones of high pricing category, which provide access to state-of-the-art digital services. In
Russia MTS demonstrates higher absolute indicators of revenue, and best dynamics both g/q and y/y,

Viyacheslav Nikolaev, Member of the Management Board — Vice President, Marketing, MTS



Financial Overview

Revenue in Russia (billion RUB)

| +5.8% | +3.3% | Ii +3.9% ]
412.3
400.6
109.8
106.3
97.1 g0
Q4 Q1 Q2 Q3 Q4 2016 2017
2016 2017 2017 2017 2017

Key indicators (billion RUB)

Q4 2017 Q4 2016 Change,% 2017 2016 Change, %
Revenue 109.8 103.8 5.8% 412.3 400.6 2.9%
Mobile services 78.0 75.2 3.8% 304.0 295.0 3.1%
Fixed services 15.3 15.4 -0.6% 60.8 61.2 -0.6%
System integration 2.0 0.8 152.3% 5.6 5.6 0.6%
Sales of goods 17.7 14.8 20.0% 52.5 49.6 5.8%

Income from fixed business (billion RUB)

Q4 2017 Q4 2016 Change,% 2017 2016 Change, %
Total 15.3 154 -0.6% 60.8 61.2 -0.6%
B2C 7.5 7.5 0.1% 30.0 29.9 0.5%
B2B+B2G+B20 7.8 7.9 -1.4% 30.7 313 -1.7%
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Profit and gross income from sales of phones and accessories (billion RUB)

Q4 Q1 Q2 Q3 Q4
2016 2017 2017 2017 2017

Adjusted OIBDA and margin in Russia (billion RUB)

| +6.4% | -6.2% | li +5.7% *‘

Q4 Q1 Q2 Q3 Q4 2016 2017
2016 2017 2017 2017 2017

High growth of Internet services and other high margin services consumption, reduction of SIM-cards
sales level, and also overall retail optimization influenced strengthening of adjusted OIBDA indicator.
Growth of My MTS app users made it possible to optimize call center capacities and to increase effi-
ciency of subscribers service, which positively influenced OIBDA indicator. MTS demonstrates higher
OIBDA and OIBDA margin indicators, and best dynamics both g/q and y/y, increasing the gap from
the main competitors.

Alexey Kornya, MTS President
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Ukraine

Revenue in Ukraine (billion UAH)

[ +14.5% [ +7.0% ‘ h +6.8% ﬁ
N b 29 3.0 3.2 111 11.9
Q4 Q1 Q2 Q3 Q4 2016 2017
2016 2017 2017 2017 2017

OIBDA and OIBDA margin in Ukraine (billion UAH)

+26.5% M +12.9% ] — +36.6% ]

Q4 Q1 Q2 Q3 Q4 2016 2017
2016 2017 2017 2017 2017

Revenue in Ukraine in 2017 increased at the expense of mobile Internet services consumption growth.
The company actively develops the network in Ukraine and increases quality of Internet services.
During the year the number of smartphone users and Internet subscribers increased by 27 and 19%,
accordingly. Mobile Internet traffic increased more than twice since the start of 2017.

OIBDA indicator increased up to 5.2 billion UAH at the expense of the 3G services revenue and optimi-
zation of company costs.

Viyacheslav Nikolaev, Member of the Management Board — Vice President, Marketing, MTS
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Armenia
Revenue in Armenia (billion AMD)
[ +3.9% [ -5.5% ‘ h -2.6% ﬁ
- 56.8
154
14.0 12.9 14.0 14.5
Q4 Q1 Q2 Q3 Q4 2016 2017
2016 2017 2017 2017 2017
OIBDA and margin in Armenia (billion AMD)
+31.7% [ -2.3% ‘ h +10.9% ﬁ

Q4 Q1
2016 2017

70

Q2 Q3 Q4 2016 2017
2017 2017 2017

Revenue in Armenia reduced at the expense of voice services revenue reduction. The reduction is
compensated by growing revenue from data transfer services at the expense of user number growth

and increased popularity of packaged tariffs.
OIBDA indicator in Armenia increased by 10.9% up to 26.0 billion AMD as a result of company efforts

to reduce costs.

Vyacheslav Nikolaev, Member of the Management Board — Vice President, Marketing, MTS



Turkmenistan

Revenue in Turkmenistan (million manats)

65.2 69.2 61.7
Q4 Q1 Q2 Q3
2016 2017 2017 2017

Adjusted OIBDA* and margin in Turkmenistan (million manats)

N/A

Q4
2017

| N/A |

Q4 Q1 Q2 Q3
2016 2017 2017 2017

Q4
2017

Financial Overview

li -21.6% ]

260
196

2016 2017

li -59.2% ]

94

2016 2017

1 On September 29 MTS had to suspend communication services provision in Turkmenistan in connection with actions of the state communica-
tion system Turkmentelecom for disconnection of services of international and long-distance zonal communication and services of access to

Internet.

2 Adjusted OIBDA for Q3 and Q4 2017 does not include loss from depreciation of non-current assets in the amount of 69.6 million manats and

122.9 million manats, accordingly

to Internet.

On September 29, 2017 MTS had to suspend communication services provision in Turkmenistan in
connection with actions of the state communication system Turkmentelecom, which resulted in dis-
connection of services of international and long-distance zonal communication and services of access

The license for services provision in Turkmenistan is valid till the end of July 2018.
MTS recorded the loss from depreciation of non-current assets in Turkmenistan in the amount of
192.4 million manats (3.2 billion RUB).

Viyacheslav Nikolaev, Member of the Management Board — Vice President, Marketing, MTS
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Belarus

Revenue in Belarus (million BYR)

[ +20.2% +6.0% ‘ M +15.3% ]
212.0
198.4 764
183.8
176.3 169.5 662
Q4 Q1 Q2 Q3 Q4 2016 2017
2016 2017 2017 2017 2017

OIBDA and margin in Belarus (million BYR)
[ +4.8% [ -6.2% ‘ h +14.4% ]

79.5

Q4 Q1 Q2 Q3 Q4 2016 2017
2016 2017 2017 2017 2017

Revenue in Belarus was growing during the year and achieved 763.7 million BYR. Indicator growth by
15.3% per year occurred at the expense of planned increase of tariffs in March 2017, growth of Inter-
net services consumption and launch of packaged tariffs “Bezlimitische” and “4G”. High revenue indi-
cators in retail based on marketing initiatives of the company also supported the revenue indicator.
OIBDA indicator increased in accordance with revenue dynamics and amounted to 356.5 million RUB.
OIBDA growth was supported by strengthening of local currency in respect to USD and EUR. OIBDA
margin in Belarus amounted to 46.7%.

MTS maintains leadership positions by subscriber base in Belarus. The subscriber base in the country
is stable at the level of 5.2 million subscribers.

Vyacheslav Nikolaev, Member of the Management Board — Vice President, Marketing, MTS
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Essential Affiliates of MTS PJSC!

Russian Telephone Company Closed Joint Stock
Company

Location: 5 Vorontsovskaya Str., bldg. 2., 109147 Mos-
cow, Russia

The share of MTS PJSC in the authorised capital of the
affiliate, %: 100

Primary business: sales of MTS PJSC services.

VF Ukraine Private Joint Stock Company

The share of MTS PJSC in the authorised capital of the
affiliate (indirect participation through subsidiaries
Preludium B.V. and Allegretto Holding S.a.r.l:, %: 100

Primary business: rendering of cellular radio-telephone
communication services under the Vodafone trademark
in the territory of Ukraine.

Financial Overview

Moscow City Telephone Network Public Joint Stock
Company

Location: 25 Bolshaya Ordynka Str., building 1, 119017
Moscow, Russia

The share of MTS PJSC in the authorised capital of the
affiliate, %: 94.7

The share of the affiliate in the authorised capital of
MTS PISC, %: 0.38

Primary business: rendering of fixed-line communica-
tion services in the territory of Moscow.

Information on Significant Transactions of Affiliates

No such transactions were carried out in 2017.

MTS Issuer Credit Ratings®

Credit agencies Fitch and Standard & Poor’s assigned
the following ratings to the Company’s debentures.

Standard & Poor's BB, Credit watch “under revision”

Fitch BB+, Rating watch “negative”

J

RA Expert ruAA, developing “under observation’

Changes that occurred after the reporting date

Standard & Poor's BB, Credit watch “negative”

Fitch none

RA Expert none

t As of December 31, 2017

On December 20, 2017 the rating agency RAEX (Expert
RA) completed the procedure of rating assignment

to MTS PISC, and the decision was made to assign
credibility rating to a non-finance company at the level
of ruAA.

73



Omts

Risk Management

74

Risk Management System

Risk management is carried out in MTS Group within
the accepted conceptual risk management frameworks
(document “Company Risk Management. Integrated
Model” of the Committee of Sponsoring Organizations
of the Treadway Commission (COSO)). The integrated
risk management process is functioning efficiently in
accordance with the needs of the Group and inter-
national standards. Risk management policy aims to
minimize unexpected losses from risks and to maximize
capitalisation, taking into account the relation between
risk and return of investments acceptable to the share-
holders and the management of MTS Group.

The Integrated Risk Management Policy is approved
in MTS Group'. Integrated risk management is aimed
at ensuring reasonable guarantee of achievement of
strategic objectives of the Company and maintenance
of risk level of MTS Group within limits acceptable for
the Company management.

The main principles of the risk management process
are as follows:

e integration principle. Provides for systemic ap-
proach to management of all types of risks inherent
in MTS business, in all organizational structure and
geography of MTS Group presence. Cross-functional
collaboration and coordination of business units is
maintained to manage risks outside the framework
of their specialization, as well as accounting of
mutual effect of risks from various units. A single
Company management notification channel is
provided for the whole risk spectrum to guaran-
tee the completeness, quality and comparability
of the information provided for each level of
decision-making;

e continuity principle. Consists in implementation of
a complex of ordered risk management procedures
on a regular basis;

e justification principle. Provides for analysis of ratio
between costs for risk assessment reduction and
potential damage from their realization.

Integrated risk management includes building and
quarterly maintaining the effective system for detection
and systematic analysis of Company risks, mandatory
accounting of considerable risks when making man-
agement decisions, distributing responsibility for risk
management, developing Additional Actions and plans
of response to considerable risks and control of their
fulfilment, monitoring risks and effectiveness of their
management, accumulation of knowledge in the field
of integrated risk management.

The risk management process passed all stages of
implementation, automation and integration into the
company business processes (processes of strategic and
investment planning, as well as into the cross-function-
al projects and the preparation of external reporting),
that now makes it possible to identify and consider the
risks when making key decisions for the guaranteed
achievement of goals and strengthening of business
leadership.

Risk Management Department of the Corporate Center
(RMD CC) assesses the most significant risks on the ba-
sis of long-term financial model and reqularly conducts
simulations for obtaining key financial indicators con-
sidering the risk and probability distributions of these
indicators. RMD CC applies econometric techniques for
the analysis of individual risks.

A report on the status of the MTS Group risks is
reviewed quarterly by the Risk Committee, which
discusses the key company risks and makes collective
decision on the elaboration of measures for their
mitigation. The Chairman of the Risk Committee is the
MTS President. The Committee includes Management
Board members, Vice Presidents, and other managers.

1 https://moskva.mts.ru/about/investoram-i-akcioneram/korporativnoe-upravlenie/dokumenti-pao-mts/politika-integ-

rirovannoe-upravlenie-riskami



https://moskva.mts.ru/about/investoram-i-akcioneram/korporativnoe-upravlenie/dokumenti-pao-mts/politika-integrirovannoe-upravlenie-riskami
https://moskva.mts.ru/about/investoram-i-akcioneram/korporativnoe-upravlenie/dokumenti-pao-mts/politika-integrirovannoe-upravlenie-riskami

Risk Management

Board of Directors

Audit Committee

Internal Control
and Audit Block

Risk Committee under
the Corporate Center

Risk Management Department
of the Finance and Investment Unit
under the Corporate Center_

Committees for Risks
of Subsidiaries

Managers of Functional Units Risk Coordinators in Subsidiaries

MTS PJSC risks and risks of

X . Risks of Subsidiaries
investment projects

information flows control over effectiveness of risk management process
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The competence and responsibility of the Committee
includes consideration and approval of the following:
objectives for development of the process of integrated
MTS risk management; risk management methodolo-
gy; MTS risk portfolio and priority of actions to manage
risks with account of feasibility of their costs and re-
striction of resources; MTS risk portfolio management
strategy, etc.

Notification of the MTS Group management is carried
out taking into account the whole risk spectrum to en-
sure the completeness, quality and comparability of the
information provided for each level of decision-making.

Organisational Risk Management Support

Risk management activity is distributed among the
functional units of the Company.

e RMD CCis responsible for developing a risk assess-
ment methodology, regular collection of informa-
tion and reporting the results of this assessment to
the Risk Committee and the company executives.
RMD CC also carries out operational control of the
process and provides cross-functional interaction
between units within the integrated risk manage-
ment in the company. Cross-functional interaction
with the risk owners in subsidiaries is provided by
risk coordinators in such subsidiaries.

e The risk owners are the heads of functional units,
whose achievement of goals is affected by the
risks. The owners are responsible for the analysis,
evaluation, implementation of risk management
measures and reporting on the activity within the
process of integrated risk management.

¢ The Risk Committee makes collective decisions in
the field of integrated risk management.

e The efficiency of the risk management process is
estimated by the Unit for Internal Control and Au-
dit, this information is also presented to the Audit
Committee.

e The Audit Committee monitors the risk man-
agement efficiency, as well as the assessment of
procedures used by MTS Group to identify the
principal risks and evaluation of appropriate con-
trol procedures (including the procedures for loss
control and risk insurance) in order to determine
their adequacy and efficiency.

L http://www.mtsgsm.com/resources/annual_reports/.

e The Board of Directors operates directly or through
its committees within its competence and resolves
the issues of assessing the political, financial and
other risks affecting the Company’s operation. MTS
Board of Directors delegates monitoring of risk
management efficiency to the MTS Audit Com-
mittee, as well as reviews the Audit Committee
reports.

2017 Key Activities

e Risk Committee meetings of MTS CC, MTS-Ukraine,
MGTS and RTC were held.

e 20-F risk section updated for the New York Stock
Exchange.

e RMD assessed the principal risks in the framework
of the MTS Group strategic session.

e RMD has assessed the risks of investment projects
related to modernization and construction of the
network, development of new products.

Plans for 2018

In 2018, it is planned to update section 20-F for the
New York Stock Exchange and regularly hold Risk
Committee meetings. It is also planned to further
integrate into the decision-making processes, including
to provide analytical conclusions for individual projects
within functional units.

The most significant risk factors that may potentially
influence MTS PJSC business results are provided below.

Details on these and other risks see in the section “ltem
3 — Key Information — D. Risk Factors” of the Annual
Report according to the form 20-F, and in quarterly
reports of MTS PJSC.



Risk Factors

Risk Management

Risk Description Risk Mitigation Measures

External environment risks

Macroeconomic and socio-political instability, just as possible future downturns
or slowdown of economic growth in the countries where we operate may lead
to a decrease in demand for the provided services, and have a negative impact
on the financial condition of our corporate customers and partners, including
financial institutions, which can lead to the decrease in our revenues and perfor-
mance indicators and adversely affect the security of assets.

We are now monitoring the macroeconomic situation in the
markets where the Group operates.

In order to strengthen our leading position, we are focused
on the expansion of coverage and capacity of the existing
network, as well as on ensuring the satisfaction of customers
with the quality of communication services.

We can be influenced by country and political risks, as well as the risks associ-
ated with the legal status and the ability to provide uninterrupted services in
the countries where we operate, which may affect our financial condition, the
security of assets and operating results.

We are now monitoring the political situation in the markets
where the Group operates, which allows responding quickly to
the changing conditions in the markets functioning.

Our business in the countries where we operate is regulated by governments, in
particular, through licensing and laws. Legislation in the field of communication
services is constantly changing.

For example, the Ministry of Communications of the Russian Federation is
currently considering the possibility of changing the concept and regulation of
inter-operator interaction. In addition, an issue on changes in the existing ap-
proaches and rules in the field of regulating prices for the services of intercon-
nection and traffic transit is being considered.

On 04.04.2016. The Ministry of Communications of Russia adopted Order

No. 135 "On Approval of Requirements for the Operation of Communication
Networks and Correction of Communication Networks In Terms of the Use of
Services of Third-Party Organizations by Communication Operators". The order
came into force on July 26, 2017. According to the Requirements, a telecom op-
erator must provide on quarterly basis information about foreign organizations
and foreign citizens involved in services and works associated with operation
and management of its communication network. At the same time, telecom op-
erator must store for three years information about all actions performed with
communication facilities by its maintenance staff or third parties in the course of
operation and management of the communication network, both from worksta-
tions and using remote access. Currently, consultations are being held with the
Russian Ministry of Communications in order to determine the exact list of com-
munication facilities and actions with them, details of which must be stored. On
06.07.2016 Federal Law No. 374-FZ "On Amendments to Certain Legislative Acts
of the Russian Federation Concerning Additional Measures to Counter Terrorism
and Ensuring Public Security" was adopted, according to which telecom opera-
tors are required to store for three years in the Russian Federation information
on the facts of reception, transmission, delivery and/or processing of voice
information and text messages, images, sounds, video or other communications
by telecom service users, as well as the contents of all these communications
and voice information for up to 6 months. The procedure, timing and volume of
storage of the information is established by the Government. The effective date
of the specified requlation in part of message content storage is set forth as July
01, 2018. On April 19, 2018 the Regulation of the Government of the Russian
Federation was approved on the rules of communication providers storage of
text messages, voice information, images, sounds, video and other messages

by communication services users. According to this Regulation, voice traffic
storage shall be carried out from July 01, 2018 during six months, data network
traffic from October 1, 2018 — in technical means of information accumulation
with capacity equal to the volume of telecommunications messages sent and
received by subscribers of the specified operator (actual traffic) for 30 days,
preceding the date of commissioning of the technical means. Besides, the
Regulation provides for annual increase of data network traffic storage system
storage by 15%. Compliance with these requirements will require significant
material investments.

These and other potential regulatory changes in the future may entail decrease
in revenues/additional costs for the operator, which may adversely affect the
financial position and performance.

We conduct regular monitoring of the legislation in order to
meet the requirements set.

As market representatives, we participate together with the
regulatory authorities in the working groups on optimization
of the requlatory framework in the communication industry.
Regulatory risks are given special attention within the frame-
work of strategic planning.
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Operation risks

The considerable part of our expenses, costs and financial obligations, including
capital expenses and loans, are denominated in USD and/or EUR or linked to
USD and/or EUR exchange rate, while the large portion of our income is de-
nominated in local currencies of the countries where we operate. The situation
in our markets, including stability of the banking system, inflation, change in
exchange rates of local currencies against USD and/or EUR, a possibility for free
conversion of currencies and making currency payments impacts our operating
performance and business results.

Rate of the Company’s development and its financial standing, among other fac-
tors depend on debt financing. Crisis of financial markets, external limitations
and sanction may restrict the ability of the Company to raise debt financing.

A number of portfolio structuring measures has been taken
in order to reduce dependence on exchange rate fluctuations,
including implementation of currency risk hedging program.

The contracts related to certain issues of our bonds and bonds of our controlling
shareholder, and also some loan agreements include restrictive provisions that
limit our opportunities to raise loans and engage in various activities. Failure to
comply with such contractual provisions could have resulted in default and, as

a result, in a request to immediately repay the debt, which might have negative
effects on our business.

We are monitoring the implementation of the provisions
of contracts and agreements for granting loans in order to
comply with the financial covenants contained in the loan
documentation.

The ability to continuously provide communications services is one of the basic
conditions of licenses and subscription contracts. Technology breakdowns dur-
ing servicing of our network as a result of system failure, accident or violation
of network security may adversely affect the ability to provide services to the
subscribers and our reputation.

In order to ensure stability of the network and continuity of
communication services rendering, the network management
system is centralized, and the operation system provides for
regular maintenance and use of the reserve telecommunica-
tions equipment.

Information security in network management is provided by
a complex system of technical and organizational information
security measures.

We invest in expanding the portfolio of value added services and also in build-
ing communication systems (including 4G), developing wireless and fixed-line
communication services, television and other new competitive services. Our
competitive status, financial and performance indicators, among other things,
depend on success in implementation of these initiatives.

We provide a balanced investment policy in order to expand
the network infrastructure and the range of services rendered.

Compliance with requirements

Being a company whose stock is traded in the U.S. stock market, we are subject
not only to Russian, but also to American anti-corruption legislation (US Foreign
Corrupt Practices Act), and potentially to anti-corruption law of the UK (UK Brib-
ery Act). If an inconsistency of our actions with these requirements is revealed,
this may result in criminal and/or civil law sanctions against us.

In March 2014, MTS PJSC received a request for information from the US Securi-
ties and Exchange Commission and the US Department of Justice regarding the
investigation of the former subsidiary in Uzbekistan. MTS PJSC is cooperating
with the above-mentioned organizations: it provided the information upon
request and continues to provide answers on demand. Since the investigation
has not been completed, there is no way to predict its outcome, including the
possible imposition of fines and penalties which could be significant.

There are special rules and procedures necessary for the
prevention of corrupt practices both on the part of employees
and contractors applicable in the company?’.

The system of taxation in the countries where we operate is undergoing
constant changes; legislation in this area may be interpreted ambiguously. For
example, poorly drafted Russian transfer pricing rules may increase the risk of
price adjustment by tax authorities and lead to additional tax burden within
transfer pricing control. This may complicate tax planning and related business
processes, and may also have adverse material impact on our business, financial
standing and operating results.

We meet the requirements of the tax legislation in the coun-
tries where the Group operates. We respond to any changes
promptly and follow the current trends in law-making, as well
as tax laws of Russia and foreign jurisdictions, which allows
making timely integrated decisions in the field of tax planning
and customs regulation. We use the experience of qualified
consultants quite often.

We use radio frequencies distributed by the governments of the countries
where we operate. Our network capacity and possibility of its expansion, which,
among other things, is important to maintain our market share in terms of
subscribers and profits, depends on the possibility of timely prolong the right
for currently used radio frequencies and receive new ones.

We are monitoring the deadlines for the licenses for the
provision of telecommunication services and take all necessary
measures for their timely extension, ensure compliance with
license conditions and other regulatory requirements.

! More detail on information security may be found in “Information Security and Protection” of this report.

2 More detail on compliance system may be found in section “Compliance and Culture of Good Faith Behavior” of this report.
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Strategic risks

Our business, performance indicators and financial position depend on the
competitive environment in the countries where we operate, demand for our
services and efficiency of operations. The telecommunications market is charac-
terized by rapid technological changes and differs by continuous emergence of
new competitive products and services. Increased competition associated with
the emergence of new market players, as well as the increased use of IP-teleph-
ony and other services provided via the Internet, may adversely affect the ability
to support subscriber base growth and lead to a reduction in operating income
margin, a reduction in market share and use of different pricing, servicing or
marketing policies, and have a material adverse effect on the business, financial
condition and operation performance.

We invest in the development/update of the communication
networks, as well as in the related business areas.

Our strategy involves the creation of synergies with the Group
companies as part of the development of the technological
base for the expansion of the range of services for all market
segments and strengthening the leadership in the telecommu-
nication industry.
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Unified Compliance System of MTS PJSC

For the last two years, MTS has been actively developing the Unified Compliance
System on the basis of the norms of applicable laws, recommendations of regulatory
authorities, specific nature of the industry and best practices in this sphere.

In 2017 systematic and forward development of

the Unified Compliance System continued, and the
Company implemented several significant projects in
this area. Following the results of 2017, the Unified
Compliance System included eight risk areas (compli-
ance programs):

e Anti-Corruption Compliance;
e Inside Compliance;
e Personal Data Processing Organization;

e Counteraction of the Laundering of the Proceeds of
Crime and the Financing of Terrorism (CLPC/FT);

e System of Antimonopoly Risk Prevention (Antimo-
nopoly Compliance);

e Labor Protection Management System;
e Observance of Human Rights at the Workplace;
e Ecology.

These compliance areas are supervised by the relevant
functional units, each of which implements its compli-
ance program and risk minimization system. Coordina-
tion of implementation and operation of the Unified
Compliance System is entrusted to the Compliance
Department of MTS.

Introduction of the Unified Compliance System enabled
the Company's management and management bodies
to gain more structured understanding of the existing
compliance risks and take these factors into account
when making management decisions, which positively
affected the overall performance of the Company.

Our company was one of the first in Russia to implement best global practices in the field of compli-
ance management. The certification audit successfully completed in 2017 and obtaining the certif-
icate of conformity of the MTS compliance management system with the international standards
1S019600:2014 “Compliance Management Systems” and 1S037001:2016 “Anti-Corruption Compliance
Management Systems” once again confirm commitment of the company to the standards of doing
business with account of compliance, demonstrate to investors, regulators and business partners high
level of corporate culture established in the company.

Yulia Romashkina, Director, MTS Compliance Department



Certification audit of conformity of
unified compliance system of the
Company with standards 1SO037001:2016
and 1S019600:2014

The most substantial for the purposes of compliance
management development in MTS was the project
of certification audit of conformity of compliance
program with the unified compliance system with
international standards 15019600:2014 “Compliance
Management Systems” and 1SO37001:2016 “An-
ti-Corruption Compliance Management Systems”.
The audit was performed by the international team
of auditors — recognized global experts in the field
of compliance. The decision on certification of the
company was made by the Certification Committee
of the International Compliance Association (ICA). All
risk areas of the unified compliance system, which
during more than one month were audited for their
efficiency, participated in certification. Within the
project framework, over 110 meetings and video
conferences were held in the Corporate Center

and regions with the President and top managers,
officers and employees. Besides, the auditors studied
more than 220 internal documents of MTS and other
proof of efficient operation of the unified compli-
ance system and individual compliance programs.

Following the results of the project, the Certification
Committee decided on the issuance of the certificate
of MTS Unified Compliance System conformity with
ISO international standards.

Besides, the Company received recommendations on
system improvement, results of work on which will
be provided by the Company to independent audi-
tors within the following supervisory audits.

Compliance Committee

Already in 2016, the Company established the Compli-
ance Committee under the President of MTS, which in-
cluded the President himself, the managers in his direct
subordination; the Director of Compliance Department,
who is the Chairman of the Committee.

Compliance and Culture of Good Faith Behavior

The Committee was established to make decisions on
the issues of formation and implementation of compli-
ance programs making the Unified Compliance System;
the main tasks of the Committee are implementation
of a policy in the field of compliance risk management
and making proposals on the development priorities
of MTS Group in this area. For 2017 five Committee
meetings were held, the process to provide the man-
agement reporting to the Committee was adjusted,
and such management reporting is generated on a
quarterly basis by the work team under the Committee,
comprising the employees functionally responsible for
compliance programs and performing the instructions
of the Compliance Committee.

Day of Ethics and Compliance

For the third year already on October 23 the Com-
pany is celebrating the corporate Day of Ethics and
Compliance.

In 2015 the main subject of the Day of Ethics was the
anti-corruption compliance. A year ago organization of
the Days of Ethics was joined by colleagues from the
Corporate Law Department (anti-monopoly compliance)
and H&S Bureau (labor protection control system). This
year co-organizers of the Day of Ethics and Compliance
were all departments supervising compliance programs
in the company.

Within preparation for celebration, a large-scale infor-
mation campaign was conducted. Directly on October

23 all employees received a letter with the message of
the Compliance Department Director on the good faith
conduct culture.

More than 700 employees from all regions of Russia
took part in training sessions, workshops, competitions.
Over 20 events and other activities were held in total,
including a general quiz that contained questions in all
areas of compliance. Following the results of events,

45 employees became winners and were awarded with
books and diaries with the compliance logo.
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Code of business conduct and ethics of MTS PJSC

Code of Business Conduct and Ethics (hereinafter, the Code) contains the basic
business principles of MTS PJSC. In its activities the Company complies with legislation
and generally accepted standards of business ethics and does not accept any other
ways of doing business that are contrary to these rules.

Code of Business Conduct and Ethics (hereinafter, the
Code) contains the basic business principles of MTS
PJSC.

In its activities the Company complies with legislation
and generally accepted standards of business ethics
and does not accept any other ways of doing business
that are contrary to these rules.

The Code should be regarded as a document contain-
ing a minimum set of standards and requirements
adopted by the Company in order to promote fair and
ethical business practices and to prevent abuse. The
Code defines the rules and standards that should be
followed by the employees in their everyday work.

In cases requiring application of higher standards

Apart from general events implemented within the
framework of development of the unified compliance
system, each risk area (compliance program) also
performed independent development.
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than the accepted commercial practice, or regulations
having greater legal force under the current legislation,
MTS will use such higher standards.

The MTS PJSC Code covers such subjects as MTS and
employees, MTS and customers, MTS and society, MTS
and laws, messages and contacts regarding violation of
the Code, which strengthen responsibility of the Com-
pany to employees, subscribers, shareholders, partners
and all stakeholders and the public.

The Code applies to the members of the Board of Direc-
tors, senior management and other employees of the
Company. All employees are responsible for compliance
with the Code and are personally responsible for their
actions.

The Code is a fundamental document which guides the
Company in its daily activities and helps to protect the
good name of the Company and maintain its competi-
tive advantage.

Anti-corruption (Anti-corruption compliance and business ethics)

MTS operates successfully in the markets of Russia,

CIS and Eastern Europe. Acting sometimes in difficult
political and economic conditions, MTS invariably ad-
heres to high business ethics, transparency and legality
standards, regardless of business customs and other
conditions of business of a certain jurisdiction.

Being a large public company, MTS understands the
necessity for development of a favorable business
environment in the markets of presence and under-
takes efforts aimed at promotion of best compliance
practices.

The anti-corruption compliance system at MTS PJSC sets
forth measures aimed at regulatory risk management,
prevention and protection of the Company against any
manifestations of corruption both inside the Company
and against attempts to involve the Company into the
corruption activities from outside, improving corporate

culture of the Company, implementing and developing
in the Company best corporate governance practices
as well as standards of responsible business conduct
relying on norms of applicable legislation, recommen-
dations of regulatory bodies, industrial specifics and
best practices in this area.

Complying with recommendations of regulatory
bodies, specialized international organizations and
researching best practices in the field of development
of corporate anti-corruption compliance programs, MTS
generated its approach on the basis of the following
principles:

e active involvement and support from the side of
the management in development and functioning
of compliance system and direct participation in its
individual mechanisms (Tone from the top);



performance of regular events to detect and subse-
quently update corruption risks;

introduction of anti-corruption procedures that
reasonably and proportionately meet the level and
nature of detected risks, improvement of internal
policies and procedures;

orientation at achievement of long-term strategic
objective for establishment and development of
compliance culture in the company;

training of employees and members of manage-
ment bodies in principles and standards of compli-
ance with applicable anti-corruption legislation by
means of a specially developed training system;

monitoring of efficiency of introduced procedures
for corruption prevention and monitoring of their
compliance;

implementation of specially developed due
diligence procedures both in respect of contract
parties — legal entities (including members of
joint ventures, companies or associations, including
when the Company acquires the interest in any
legal entities) and in respect of individuals with
whom the Company plans to enter into a labor
contract or a civil law contract;

annual assessment of corruption risks in business
processes of the organization with active participa-
tion of business units;

realization of preliminary control, generating of
reporting and subsequent analysis of riskiest trans-
actions from the compliance point of view;

inspections of the discipline of execution of the es-
tablished procedure for implementation of business
processes, including inspections of lawfulness of
executed transactions with Company’s assets;

ensuring operation of a single “hot line” (con-
trol&audit@mts.ru), making it possible to send
messages on violations in the field of compliance
anonymously. Bona-fide claimants are provided by
the Company with protection from any forms of
persecution or discrimination;

continuous study of potential for automation of
compliance procedures and controls on the basis of
cutting-edge IT solutions.

Compliance and Culture of Good Faith Behavior

Classroom training on the subject of anti-corruption
compliance was provided to 3935 (within 128 training
events) Company employees and subsidiaries and
affiliates of MTS, including Company top management

17,641 MTS employees had e-training

Classroom training on the subject of principles and
requirements of MTS in the field of anti-corruption
compliance was attended by 169 contractors of the
company

In 2017, the Company implemented many projects and
initiatives within the framework of the development of
the anti-corruption compliance program and strength-
ening of compliance culture:

e in the beginning of 2017 the Company performed
the survey on assessment of compliance culture,
where 1880 respondents — company employees —
took part. Based on survey results:

— 98.2% of respondents noted that the compliance
with the anti-corruption laws at MTS was a value
that MTS employees adhered to at all levels, as
well as it was what was expected of them by the
Company;

— more than 95% of employees stated a good level
of awareness of the requirements of MTS requla-
tions on Compliance and ethical values existing in
the Company;

— 92.9% of the survey respondents highly appreci-
ated the personal example of managers on non-ac-
ceptance of corruption and ethical violations;

— the majority (79.7%) of the survey respondents
noted that the existing corporate compliance cul-
ture has improved over the past three years;

e independent assessment of efficiency of the
corporate anti-corruption compliance program was
performed in the largest subsidiary VF Ukraine
PrJSC, and subsidiaries for further such assessment
were identified;

e the IT-solution was identified, and the supplier was

chosen under the project of compliance processes
and procedures automation;
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e large-scale campaign was conducted for classroom
training of employees of the Corporate Center and
regions in the field of anti-corruption compliance;

e internal communications actively covered the
subject of compliance: during the year, newsletters
on quarterly monitoring of the regulatory environ-
ment, news on update of the compliance section in
the internal portal of the Company, notices of com-
pliance events, a video was published, which was

In 2017 following the results of voting by the expert
council of the international award C5 Women in
compliance Awards 2017 Yulia Romashkina, Director
of MTS Corporate Center Compliance Department,
became the winner in the nomination “Best Chief
Compliance Officer in Europe, region of the Middle
East and Africa”
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Handling conflicts of interest

For the purposes of establishment of a uniform and
efficient actual and potential conflict of interests man-
agement system as well as definition of requirements
for employees’ conduct, observance of which enables
to minimise risks of making decisions under the influ-
ence of personal interests and connections, in 2012

the Company put into operation the Policy “Conflict

of Interests Management”; in 2015, a new version of
the Policy was approved, in 2016 a new version of the
Annex “Disclosure of information about the conflict of
interests” was adopted, supplemented with a clause

on relatives in government structures. Compliance

with the Policy is an obligation of any employee of the
Company, irrespective of its official position. Employees
holding management positions are obliged to show the
example of law-abiding and ethical conduct and active-
ly support execution of the Policy “Conflict of interests
management”.

prepared for the International Anti-Corruption Day,
a notice of the webinar by invited speaker, news
on launching the project of compliance represent-
atives, etc. The corporate magazine published four
articles on compliance;

e in 2017 the company launched the program of
compliance representatives designed to improve
involvement of representatives of business units
into compliance system operation. Within the pro-
gram, 14 employees-volunteers were engaged from
various business functions;

e during the year, work was in progress to improve
internal compliance controls, three new controls
were introduced, 15 controls were amended. In
total as of the end of 2017, 140 compliance controls
were introduced in local regulations of the compa-
ny in 48 documents.

When hired all employees familiarise themselves with
this Policy, fill in and sign the form “Disclosure of infor-
mation about the conflict of interests”. As the conflict
of interests arise, each situation must be reviewed and
settled.

In the beginning of 2017 the Company conducted
annual survey-testing of knowledge and certification of
compliance with the standards of the Code of Business
Conduct and Ethics and the Anti-Corruption Policy. Out
of 433 participating managers, eight declared data
containing features of the conflict of interest (COI). Five
potential COIs and three actual COls were settled.

During 2017 the inspection was conducted, and expert
review was provided on data of 255 situations for avail-
ability of conflict of interest: nine actual COls, nine po-
tential COls were settled, in 221 situations there were
no conflicts of interest, 16 actual and potential COls,
which were announced in 2017, were settled earlier.
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System of antimonopoly risk prevention (antimonopoly

compliance)

Anti-monopoly compliance of MTS is based on require-
ments of applicable anti-monopoly law, changes of
which are monitored continuously. MTS also analyzes
anti-monopoly practice and experience of preventing
risks of other companies, improving control procedures
and adapting training and information materials for
the personnel.

In 2017 training of employees on anti-monopoly re-
quirements continued, a remote training was launched,
which made it possible to expand the training geogra-
phy and involve more employees compared to previous
periods. Besides, the company issues information
materials for employees on issues of working with
competitors, contractors and consumers of services,
and interaction with anti-monopoly authorities.

Company management participated in internal meet-
ings, including those with attendance of a large num-

Inside Compliance

MTS, being a company striving to maintain a high level
of corporate governance, whose securities are being
traded in Russia and the US, pays great attention to
maintaining an effective system of insider compliance.

The person responsible for exercising control over
compliance with the requirements of the legislation
on the use of insider information has been appointed
to the MTS. This person is accountable to the Board of
Directors.

The Company operates the system of measures, pro-
cesses and procedures aimed at preventing breaches
of legislation on the usage of insider information built
with due account of best Russian and international
practices.

In compliance with the requirements of the Russian leg-
islation, the Company adopted the Policy "Compliance
with Insider Information Legislation" and, in compli-
ance with applicable US requirements, the Regulation
"On Principles and Procedures Relating to the Preven-
tion of Transactions Using MTS Insider Information".
These regulatory acts establish the procedure for usage
of insider information, access procedures, regulate the
procedure for maintaining the insider list, list of insider
information, impose certain prohibitions and liability
for insider transactions as well as define the procedure

ber of regional employees, with reports on importance
of compliance with anti-monopoly restrictions.

The Company in 2017 conducted internal audit of indi-
vidual anti-monopoly controls, which confirmed their
efficiency, but also detected the potential for improve-
ment and reinforcement of control procedures that will
be implemented in the nearest future.

All mandatory and necessary procedures were im-
plemented: annual risk reevaluation was completed,
which found no substantial changes in the company’s
anti-monopoly risk map, employees consulting is being
performed, and the unified “hot line” is operating,

the anti-monopoly compliance managers participate

in business processes that are largely exposed to
anti-monopoly risks: pricing, execution of agreements,
cooperation with communication operators and many
more.

for submission of information upon requests from the
Bank of Russia and the Moscow stock exchange.

In order to ensure compliance with the requirements
for "closed" periods, the system provides for quar-
terly reporting (twice per quarter) of employees and
members of management bodies on their beginning
and end. In addition, special calendar has been created
in a special information system for members of the
management bodies, which contains up-to-date infor-
mation on the current "closed" or "open" period.

In 2014, full-time regular training program for all
insider employees of the Company has been operating,
covering their duties, requirements and prohibitions of
legislation on the use of insider information as well as
procedures for insider information protection applied
in MTS. In addition, when hiring, each employee is
familiarized with MTS regulatory documents aimed at
preventing violations of insider laws.

We are aware of severity of sanctions that may be ap-
plied to any of employees in case of violation of insider
legislation. Therefore, in order to prevent such negative
consequences in 2017, we developed and launched an
interactive course for all employees of the company,
dedicated to insider law fundamentals.
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MTS principles with respect to
transactions involving the use of
insider information

1. None of the officers, directors or em-
ployees of the Company possessing insider
information relating to securities shall have
the right to buy or sell these securities, di-
rectly or through relatives or other persons,
irrespective of whether the issuer of such
securities of the Company or any other
public company

2. No officer, director or employee of the
Company shall sell or purchase securities of
the Company during the period commenc-
ing on the first day of the financial quarter
of the Company and ending two business
days after the publication of data on the
Company's revenue for the previous fiscal
quarter (hereinafter the "Closed period"),
except for exercise of options not related to
the sale of securities of the Company

3. Transactions with securities of the Com-
pany may be made not earlier than on the
third business day after public disclosure
of financial results for the fiscal quarter or
year, subject to other restrictions contained
in the Regulation "On Principles and Proce-
dures Concerning the Prevention of Insider
Trading of MTS"

4. Under no circumstances shall insider
information be transferred by officials,
directors and employees of the Company,
directly or through other persons, to third
parties outside the Company or even to
persons within the Company, except for
those who have a need to know such
information

5. If a person has doubts as to whether it is
allowed to make a transaction or not, it is
better to refrain from the transaction

Risks related to the violation of insider legislation are
recorded in a specialized automated system and are
reevaluated on a quarterly basis.

Russian regulation in the field of preventing insider
trading has its own specifics. For this reason, the
Company maintains a list of insiders. Thus, in addition,
MTS pays close attention to monitoring of insiders,
insider counterparties, and especially insider members
of meetings of MTS management bodies.

In order to maintain an effective system of insider
compliance, the Company audits system's controls: on
an annual basis by efforts of employees involved in the
operation of insider compliance system (verification of
compliance with insider system requirements related to
notification of insiders on their addition and removal
from the List of insiders, and fulfillment by insiders

of their obligations to notify the company of trans-
actions with MTS securities, compliance with insider
information disclosure rules, maintaining the List of
insiders etc.); as necessary (on the basis of risk-oriented
approach) — by internal audit department, headed by
a person accountable to the Board of Directors. In the
end of 2017 we started building a formalized risk map
in the area of inside compliance and plan to complete
this project in Q1 2018. Our next step will be elimina-
tion of faults that will be detected as a result of map
building.

Personal Data Processing
Organization

The main and most significant event within the program
in 2017 was inspection (state control) for compliance of
Company’s business with requirements of the legisla-
tion of the Russian Federation in the field of personal
data conducted by MTS PJSC regulator in the field of
personal data processing — Directorate of the Federal
Service For Supervision In The Sphere Of Communi-
cations, Information Technology And Mass Media
(Roskomnadzor) in the Central Federal District.

The Company developed a plan to prepare for inspec-
tion, and all stakeholders in the Corporate Center and
branches of MTS PJSC were involved to perform actions
of it. The plan was approved by the Vice President, Cor-
porate Security and Access Control, who was notified on
a quarterly basis on completion of planned actions.

The inspection was completed by the regulator in the
period from November 1 to December 27, 2017.



As a result of inspection of facts of illegal access to data
on subscribers, no illegal transfer and distribution was
established.

Apart from the above cooperation with requlatory bod-
ies, development of the main elements of the compli-
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ance program did not stop in 2017. For example, within
the process of rising awareness of Company employees
in the field of personal data processing, the remote
training course “Personal Data Processing in MTS PJSC”
in accordance with requirements of the Federal Law
No.152” was attended by 7,880 MTS employees.

Counteraction of the Laundering of the Proceeds of Crime and
the Financing of Terrorism (CLPC/FT)

The AML/CFT program has been developed in accordance
with the applicable legislation, which is monitored on a
regular basis.

As part of the program's activities implementation, the
Department of Regional Security conducts a daily audit

of the subscriber base to check whether some of the
subscribers are included in the List of Terrorists/Extrem-
ists. When Company's subscribers conduct high risk
operations, a check is carried out using the base of invalid
passports and the List of Terrorists/Extremists.

The Department of Regional Security also carries out daily
monitoring of termination of communication service
contracts with repayment of the balance, as well as other
suspicious transactions of subscribers in accordance with
Order No.103 of the Federal Service for Financial Monitor-
ing dated 08.05.2009 "On Approval of Recommendations
for Development Criteria for Definition and Identifying
Signs of Unusual Transactions. "

In 2017 the Company:

e approved the regulation of the process “Rules of
Internal Control for the Purposes of Counteraction
of the Legitimization (Laundering) of Proceeds of
Crime and the Financing of Terrorism”;

e approved the new version of Operating Instruction
“Freezing (Blocking) Funds Deposited in Clients’
Personal Accounts®;

e approved the new version of Policy “Rules of Inter-
nal Control for the Purposes of Counteraction of the
Legitimization (Laundering) of Proceeds of Crime
and the Financing of Terrorism”;

e external training of 121 management employees
was organized;

e working meetings on current AML/CFT compliance
issues were held with regulators: representatives
of the Federal Financial Monitoring Service, the
Federal Service For Supervision In The Sphere Of
Communications, Information Technology And Mass
Media (Roskomnadzor), and telecom operators.

Roskomnadzor’s audit of compliance with the law
requirements in the area of AML/CFT was supported

(in the CC and all branches (except for the Kursk and
Astrakhan Regions). Formal comments made during
the audit were cleared. The auditors noted high level of
work organization in this area”.

Health and Safety Management System*

Personnel safety is the main component of corporate social responsibility of the

Company.

When building "Health and Safety Management
System" compliance program, the Company is guided
by the applicable Russian and international legislation,
as well as by local regulatory documents on labor
protection.

The Company operates a two-tier system of H&S
management, focused on creating a safe working
environment, prevention of occupational injuries and
personnel training of safe work rules.

! Detailed information on the program is provided in the section “Our Employees”.
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Total amount of expenses for health and safety in 2017

2015 2016

The following is provided within the program:

e special evaluation of labor conditions and produc-
tion monitoring, with the purpose to identify and
minimize risks;

¢ medical examination;

e training of employees and experts in the field of
health and safety;

e provision of the employees with the special cloth-
ing, safety shoes and other personal protective
equipment;

e various events and communications with the pur-
pose to promote health and safety issues;

e control procedures of various levels, and coopera-
tion with regulatory authorities is also provided.

In 2017 16,917 persons underwent external and
internal health and safety training. As of December 31,

Ecology*

In its activities MTS strives to not only have a mini-
mal impact on the environment, but also to reduce
this impact. Achieving this objective, the Company is
guided by the environmental legislation, as well as the

2017

2017, in the MTS Group Corporate Center and MTS PJSC
branches, 24,456 workplaces (92% of the total quantity
of workplaces) were evaluated.

MTS employees engaged in work with harmful and
(or) dangerous working conditions undergo preventive
(at employment) and periodic (during work) medical
examinations.

During the reporting period, MTS PJSC held preven-
tive and periodic medical examinations of 3021 and
8301 employees, respectively. Following the results of
periodical medical examinations, 35 employees needed
transfer to another work — their functionalities were
accordingly amended; health resort treatment was
recommended to 52 employees, which they were able
to get at the expense of the Company’s funds.

H&S management system in MTS PJSC has been rec-
ognized at the federal, provincial and regional levels.
In 2017 some MTS branches became prize winners of
various H&S review competitions.

principles of responsible business conduct, strives to
improve the environmental culture of employees and
partners and to implement services based on advanced
technologies.

1 Detailed information on this area is disclosed in MTS Sustainability Report: https://moskva.mts.ru/about/socialnaya-otvet-

stvennost/novosti-i-otcheti/otchet-ustoychivogo-razvitiya



https://moskva.mts.ru/about/socialnaya-otvetstvennost/novosti-i-otcheti/otchet-ustoychivogo-razvitiya
https://moskva.mts.ru/about/socialnaya-otvetstvennost/novosti-i-otcheti/otchet-ustoychivogo-razvitiya

Within development of the “Ecology” compliance
program, in 2017 the MTS Environmental Safety and
Environment Protection Policy was developed, which
reflects the position of the Company in respect to the
environment at facilities of administrative purpose
and implementation of sustainability principles in the
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current context, and is also the basis for determination
of MTS development strategy, scheduling of Company’s
business in the sphere of environmental protection in
the short and mid run. Internal programs for employ-
ees are also important in order to attract their attention
to issues of environmental protection.

“Human Rights at the Workplace” compliance program

In 2017 the “Human Rights at the Workplace” compli-
ance program was included into the Unified Compli-
ance System of MTS. The program is a combination of
the necessary and sufficient elements, development

of which makes it possible for the Company to ensure
effective compliance with its obligations in the sphere
of respect for human rights. Program development is
aimed also at notification of employees, contractors
and partners of MTS on main Russian and international
principles of respect for human rights.

MTS fully shares the generally recognized global ap-
proach to respect for human rights. Human rights are
basic, and all people are entitled to them.

There are several corporate documents in MTS, where
the employees may find exhaustive information on
their rights, obligations of the employer, on methods
of settlement of possible conflict situations; The Policy
“MTS Activities in the Field of Corporate Social Respon-
sibility”, Annex “Human Rights” to the Policy “MTS
Activities in the Field of Corporate Social Responsibili-
ty”, Functional strategy of MTS in the Field of Corporate
Social Responsibility, Code of Business Conduct and
Ethics, MTS PJSC Compliance Policy and Internal Code
of Labor Conduct. There is a unified hotline operating
in the Company, where employees may send their
questions and get qualified answers from employees of
responsible business units.

Following the results of 2017, “Human Rights at the
Workplace” compliance program has been further
developed.

¢ Aninformational video commercial — address
of MTS top management regarding the respon-

sible conduct of business and transparent supply
chains — has been developed for MTS suppliers.

e Certified training in “Corporate Social Activity
Management” has been conducted for suppliers
within the framework of the Day of MTS Suppliers,
130 representatives of MTS partners completed the
training.

e Aninformational video commercial — address of
MTS top management — “Simply about Important
Things: CSR” has been developed for MTS employ-
ees regarding the CSR, particularly, human rights.

e Supplements to Policy “MTS Activities in the Field
of Corporate Social Responsibility”, in particular,
Annex to the Policy “Human Rights” have been
developed.

e Certified training have been conducted for MTS
regional employees and employees of functional
divisions that participate in the implementation of
CSR projects (including issues of respect for rights
of employees) on the subject: “Corporate Social
Responsibility”.

¢ Independent audit of MTS internal processes was
held on working, responding and eliminating possi-
ble disputable situations on human rights issues.

e In the area “Human Rights at the Workplace”, risks

were evaluated at the level of business processes,
the relevant risk map was developed.
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Results of the year in the context of implementing the

Company's strategy

The year of 2017 became for the Board of Directors and the company as a whole a
year of sweeping changes, related to start of implementation of 3D strategy: Data.
Digital. Dividends and performance of the digital transformation process. For several
years the Company’s business has been undergoing evolutionary changes, where

its core element — mobile communication services — became surrounded by new
components: fixed segment, retail chain, banking services, satellite TV. Acceptance

of Digital areas as the main vector of further development resulted in dramatic
acceleration of our forward movement towards new areas, and at the same time
significantly expanded the horizon of management decisions taken by us. Now we are
looking not only at the telecommunications environment, but also at the areas that
are less and less connected to it, but in which, in our opinion, we may achieve success.
Besides, the management and the Board of Directors of the Company have the
following key objective: to focus at a wide spectrum of different markets, prudently
selecting areas for concentration of efforts and expansion. And this presents stricter
requirements to qualification of the management and increases the price of decision

making.

The necessary condition of success achievement in the
dynamic requirement is flexibility, therefore, during
the year, we added changes to the business structure,
the organizational environment, corporate culture,
approaches to strategic management. We formulated
the principles that we adhere to in process of making
decisions under Digital reality conditions.

e The scale of the business core — telecommunica-
tions — shall not shadow new areas. Areas that

currently generate units of percent in the structure
of our revenue, need the same attention as commu-
nications, require management resource involve-
ment, we dedicate more and more time to them at
the meetings of the Board of Directors and during
work in the Committees. We think it is normal, this
is payment for growth, progress of the company,
for increased business scale.

Making decisions on new areas, we do not give
priority to the concept of synergy with current

activities, but strive to grow full-scale independent
businesses, which may survive and demonstrate
strong operating results in the tough competitive
environment. We do not refuse from searching for
synergetic effects — it is necessary to use all chanc-
es to move towards success, but we proceed from
the fact that neither area shall exist at the expense
of reduced efficiency of the other one. There is a
large telecommunications part of business gener-
ating significant cash flow, but we handle this flow
pragmatically and prudently, first of all meaning
the achievement of company’s sustainability and
compliance with all obligations undertaken before
the shareholders.

Innovation projects are characterized by the need
for high speed of decision making, fast response to
results or change of externa conditions, therefore,
such issues are of priority status for the Board of Di-
rectors. Jointly with the company management, we
strive to both simplify as much as possible the regu-



lating procedures in such areas, and to respond as
fast as possible, when it is necessary for the Board
to take part in making corresponding management
decisions.

e Having included digital areas in the company’s
business sphere, we came to understanding that
managers in charge of new product development,
shall have more freedom and powers in decision
making and undertake more responsibility for the
result. Besides, the Board of Directors have higher
responsibility that consists in the vision of project
implementation results that may be expected at
a certain moment of time. Which actions to take,
if something is happening not in accordance with
the plan? Are the observed deviations permissible,
or are they related to inflated expectations in the
short run or the capacities of the company in this
area were overestimated, and the objectives may
not be achieved, and we should exit the project
with minimum damage? The answers to the
questions above are usually within the sphere of
responsibility of the top management and Board
of Directors, and we are ready to make decisions of
such kind, but it should be noted that currently we
do not see the areas, where the company’s activi-
ties result dissatisfies us.

e A separate sensitive area is management of inte-
gration of organizations merged with MTS through
M&A transactions. Acquisition and incorporation
into the core business, for example, of regional
fixed networks has become a routine procedure for
us, however, actions in respect to acquired success-
ful companies in the sphere, let’s say, of financial
technologies or digital commerce shall be prudent.
First of all, we strive to become an assistant for
them, to ensure support and opportunity for fur-
ther growth. Therefore, all relevant organizational
changes take place with mandatory participation of
the Board of Directors, and the main condition for
making an integration decision shall be confidence
in readiness of both parties for successful further
activities within the unified corporate structure.

The Board of Directors responsibly treats the issue of
own compliance with those changes, which occur in
the business environment as a whole and within our
business, in particular. The need to ensure sustainabili-
ty of the company motivates us to search for alternative
approaches to management, generates new thinking
properties: sense of dynamics and prospects of mar-
kets, aspiration for active and creative search, readiness
for reasonable risk, ability to see the result. The current
composition of the Board of Directors, undoubtedly,
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has sufficient competences, experience, motivation and
personal qualities necessary to perform all functions
imposed upon it, and the best confirmation for it shall
be high business results of MTS PJSC demonstrated in
this year.

In the reporting year we spent certain time on issues of
conceptual nature, paradigms that we focus on, while
managing the company. And the Board of Directors’
activities results are first of all specific decisions. The
following issues were considered in 2017 by the Board
of Directors.

e In the field of strategic management, we adopted
a small correction of the strategy that consisted in
transfer of “System Integration: area from Digital
block to Data'. We spent a lot of time to discuss
and make decisions on strategy of development of
different business areas, both traditional ones (in-
cluding mobile data transfer, TV) and Digital (in the
field of mobile apps, financial services, promising
projects of the Innovation Center). All critical deci-
sions related to strategic positioning and definition
of company priorities, were formalized within the
process of strategic planning and approved by the
Board of Directors in autumn last year.

e A large volume of work was held in the M&A field,
during the year the company continued consolida-
tion of certain significant assets and entered new
spheres related to digital commerce (Ticketland
and Ponominalu), investment products (Sistema
Capital), cybersport (Gambit Gaming), financial
technologies (Litebox). These transactions were
also approved by the Board of Directors.

e Promising Digital areas, being the main area of
future company growth, are our topmost priority,
therefore here we considered issues of operating
nature as well, working in close cooperation with
the management, on the one side, ensuring the
controlling function, and on the other side — play-
ing the role of the expert council when making
some key decisions.

The Board of Directors confirms previously adopted
dividend policy for 2016-2018 and declares that the
work of management and the Company as a whole
is aimed at achievement of our final objective —
unconditional compliance with rights and interests
of investors, ensuring high level of yield for our
shareholders.

! Detailed information on the strategy is provided in the section “Our Strategy”.
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e While properly supervising the level of capital
expenses, the Board of Directors spent a lot of time
discussing the general CAPEX program of the com-
pany, and also individually some projects with key
vendors (in particular, supplies of network solutions
by Ericsson, Huawei, Nokia).

e During the year we considered some programs
of corporate development related to changes of
organizational structure, risk management, IT
competence management (within transformation
of business processes using Agile practices), etc.

* Among other issues that required review by the
Board of Directors, one should mention preparation
of materials for the annual general meeting of
shareholders, approval of the annual report of MTS,
establishment of strategic indicators of business
efficiency for the company and the management,
review and approval of the annual budget, and
also the program for long-term remuneration of
employees.

Role of independent members of the Board of Directors

A high-quality corporate governance system and an
efficiently operating Board of Directors are the most
important prerequisites for long-term sustainable
development of a modern company.

We recognize that independent directors should be in-
cluded in the composition of the Board of Directors for
effective implementation of its functions and making
informed decisions, ensuring control over management
in the interests of the company's owners.

In June 2015, we increased the number of independent
directors in the Board of Directors to four. The increase
in the number of independent directors empowers the
independent position in the Board of Directors to exert
greater influence on the business decisions, corporate

policies and strategies of the Company.

According to recommendations of the Code, the key
committees (Audit, Remuneration and Nomination) are
formed exclusively from independent directors. Other
committees include at least two independent directors.

Evaluation of the Board of Directors performance

Determining the right business development strategy is
one of the main components of its success. The Board
of Directors is responsible for strategic management

of the company; therefore, it is very important that

its activities always remain effective. This goal can be
achieved by evaluation of performance of the Board of
Directors.

In 2016, with the assistance of consultants, we revised
the methodology for evaluation of performance of the

Board of Directors, focusing, among other things, on
the recommendations of the Corporate Governance
Code.

In 2017 we conducted self-assessment of Board of Di-
rectors’ work efficiency according to the new methodol-
ogy for the second time. You may find out more details
about its results below in this section.



Report of the Board of Directors

Development of Corporate Governance System and Plans

for 2018

In the reporting year, we continued to improve the
Company’s corporate governance system.

As before, our main efforts were focused on Corporate
Governance Code introduction.

During the first half of the year, the results of Code
Implementation Road Map performance were summa-
rized. It was a journey of more than three years, and for
this time we were able to achieve quite a high level of
Code execution. Today we may assume that the project
was completed. But it does not mean that we will stop
following market trends and practices in this sphere.

For details on fulfilment of the Code please see the sec-
tion on observation of principles and recommendations
of the Corporate Governance Code.

We understand that we are unable to objective assess
our place in the corporate governance world, relying

on our internal feelings only. Therefore, we pay a lot
of attention to benchmarking of corporate governance
practices available in the market. First of all, they pro-
vide us with food for analysis and development.

As you all know, we always strive to be at the cutting
edge of corporate governance, that is why we pay a

lot of attention to new trends. Today we see a stable
interest of the investment community in ESG-factors,
issues of cybersecurity, Stewardship Code development
and many more. These issues are a certain challenge
for use and our focus.

Finalizing the results of the year, it is important to
note that we are able to stay in the group of leaders
of the Russian corporate governance, despite the
changing external factors. And such awareness makes
us stronger to move forward.

Ron Sommer,
Chairman of Board of Directors, MTS PJSC
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and Investors

MTS Securities

Dynamics of prices and volume of trading in MTS PJSC common shares
Trading platform: MOEX (Moscow), issuer code MTSS
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Dynamics of prices and volume of trading in American Depositary Receipts of MTS PJSC
Trading platform: NYSE (New York), issuer code MBT
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Dividends and share redemption program

Dividend history and forecast — dividends + shares redemption (billion RUB)
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Dividend per share through
redemption (RUB)

paid dividends

« forecast for dividends

payments under shares redemption program

2 Includes 9.3 billion RUB under redemption program launched in January 2017
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2 The amount of annual dividend payment was recommended by the Board of Directors and is subject to approval
at the Annual Shareholders Meeting to be held on June 28, 2018.
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Share redemption program

Interaction with Shareholders and Investors

Number of shares, % of share capital  Average share price, Total spent for

RUB?* redemption, RUB

including ADSs

Shares redeemed during the reporting period

43,647,128 2.18% 286.80 12,518,183,515

Total shares redeemed from the moment of program
launch as of March 19, 2018

69,044,332 3.46% 287.30 19,836,539,891

1 Actual average price and total amount spent may differ from calculated indicators by the amount of commissions and other relevant expenses.

form of dividends, and also provided

MTS in 2017 paid 52.0 billion RUB or 26.0 RUB per share in the

additional income for its

shareholders at the expense of shares redemption program. The

shares redemption program provides
shareholders — 10.9 RUB per share o
in 2017.

It is planned that the total amount of

for additional income for
r additional 21.8 billion RUB

dividends in 2018 will make

52 billion RUB and additional 7.3 billion RUB under redemption
program (26.0 RUB per share in the form of dividends and 3.7 RUB
per share at the expense of redemption).

History of dividend payment in
e In 2017, MTS paid out 52 billion rubles or 26 rubles
per share in the form of dividends. In June MTS
made the first payment in the amount of 31.2
billion RUB. (15.6 RUB per ordinary share and 31.2
RUB per ADR) on the basis of results of the full
2016. In Q4 MTS additionally paid 20.8 billion RUB
or 10.4 RUB per ordinary share (20.8 RUB per ADR)
for the first half of 2017. The Company has fully
met its obligation to shareholders on payment of
dividends.

In October and December 2016 the Board of
Directors made the decision on holding modified
Dutch auctions for the share redemption program
for the amount of up to 10 billion RUB. Within two
rounds in Q4 2016 and Q1 2017 MTS redeemed
21.9 million shares for the amount of 5 billion RUB.
MTS also redeemed proportionately the shares

2017

of Sistema JSFC to maintain the efficient share of
shareholder’s ownership. In general, MTS used 10
billion rubles for the program, having redeemed
35.1 million shares.

On September 2017 the Company declared Board
of Directors’ approval of the MTS share and ADR
purchase program from the open market for the
total amount not exceeding 20 billion RUB, until
April 2019. The purchase program was adopted in
accordance with the Rule 10b5-1 of the Securities
and Exchange Act 1934 in the current version and
Rule 10b-18 of the Exchange Act. Following the
results of 2017, within this program the Company
purchases 42 million shares and ADR of MTS for
the total amount of 11.9 billion RUB, including
redemption of the proportionate quantity of shares
from Sistema PJSFC.
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Interaction with Shareholders and Investors

One of the most important goals of MTS is to maintain
strong trustful relationships with shareholders and
investors, based on the principles of direct dialog in
accordance with the effective legislation and prevalent
international practices.

The effective information disclosure system is built
taking into account requirements of listing rules of the
Moscow and New-York stock exchanges, operates in the
Company and assures compliance with the transparency
principle.

In order to improve its activities in the sphere of com-
pliance with the interests of investors and shareholders,
establishment of trust relations with the partners, MTS
continuously strives to improve the level of its transpar-
ency and openness.

In accordance with the public availability principle the
Company publishes information on significant events at
the website of US Securities and Exchange Commission’,
of the Russian Information Agency (newsfeed)?, at the
official website of MTS: for shareholders® and investors?,
as well as in i0S application®.

MTS also publishes at its official website other infor-
mation. Sections “For investors and shareholders”® and
“Corporate Governance”” include internal corporate doc-
uments, annual reports, reports on sustainable develop-
ment, materials for shareholder meetings, information
on the registrar and auditor, information on dividend
policies, quarterly financial statements under IFRS and
RAS, information on quoted prices of shares and bonds.
Annual Report of MTS PJSC is also published in iTunes®.

The Company management is involved into maintenance
and development of the effective dialog with equity
market participants. MTS representatives regularly
participate in international conferences, hold road shows

http://www.sec.qov

http://www.disclosure.ru
http://www.company.mts.ru/comp/ir/control/data/
http://www.mtsgsm.com

and meetings with in investors, organize days of ana-
lysts. Quarterly publication of financial results is carried
out with phone conferences involving MTS managers.
Financial statements are published as supported by
presentation materials for better coverage of achieved
results and presentation of the Company’s strategy.

MTS continuously improves interaction with investors
and shareholders, using the best experience of other
companies and monitoring the latest legislation changes
and key standards in this area.

In order to react promptly to requests from employees
and contractors, as well as to increase the employees
loyalty, "Single Hot Line" Information Resource has been
created to the Company. Messages can cover a wide
range of issues related to various activities of MTS and
its subsidiaries, which enables employees and contrac-
tors to obtain exhaustive information in response to
their questions.

Main stakeholders of MTS PJSC: shareholders, investors,
employees, customers/subscribers, mass media, govern-
ment, local communities, business.

In case of question related to MTS activities the investors
may contact the services on interaction with sharehold-
ers and relations with investors.

Corporate Governance Development of MTS PJSC:
Maxim Kalinin (Director for Corporate Governance)
Tel.: +7 (495) 911 6552. Fax: +7 (495) 911 6551.
E-mail: shareholder@mts.ru

Department for Corporate Finances and Investor
Relations:

Joshua Tulgan (Director of the Department)

Tel.: +7 (495) 223 2025. Fax: +7 (495) 911 6588.
E-mail: ir@mts.ru

https://itunes.apple.com/gb/app/mts-investor-relations/id9283858207mt/

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

® N o n B W N e

https://itunes.apple.com/ru/app/godovaa-otcetnost-gruppy-mts/id919440557?mt=8
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Interaction with Shareholders and Investors

Investor’s calendar for 2017

The specified information is available at MTS website at
http://www.company.mts.ru/comp/ir/events/.

Matters of interest for investors

Matters of interest for investors in 2017 may be divided ~ Matters related directly to company’s business:
into three main blocks.
e company’s strategy;

Macroeconomic matters: e MR&A transactions;

e investment appeal of the Russian market; e launch of new services and products;

e main macroeconomic parameters and their impact e impact of Sistema and Rosneft litigation at compa-
at company’s business. ny’s business;

e dividend policy and redemption program;
Industrial matters:
e capital investments.
e main trends and drivers of the industry;
e thesis on telecom market recovery in Russia;
e competition;
e pricing policy;

e surplus retail optimization;

e regulatory environment.
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1.

XX Annual contest of annual
reports (organizers: Moscow
Stock Exchange and RCB me-
dia group). MTS PJSC annual
report — prize winner in the
nomination “The best disclo-
sure of information on Corpo-
rate Governance”.

The unified compliance system
of MTS is certified for compli-
ance with the international
standard 15019600:2014 “Com-
pliance Management Systems”.
“Anti-Corruption Compliance
and Business Ethics” compli-
ance program is certified for
compliance with the interna-
tional standard 1S037001:2016
“Anti-Corruption Compliance
Management System”.

The Chairman of the Board

of Directors Ron Sommer
entered the rating of “Top-25
Chairmen of the Boards of
Directors” within “Director of
the Year 2017” National Award
ceremony.

The Company went from
TOP-10 to TOP-5 companies
with best practice of corpo-
rate governance following the
results of 2017 research “Na-
tional Corporate Governance
Index” held by the National
Association of Corporate Direc-
tors and Center of Corporate
Development TopCompetence
with support of the Moscow
Stock Exchange and Lomon-
osov Moscow State University.



The independent Director
Stanley Miller entered the
rating of “Top-50 Independent
Directors” within “Director of
the Year 2017” National Award
ceremony.

4.

Index of Association of Inde-
pendent Directors: 2nd place
in inquiry of experts, manag-
ers, investors and owners of
business; 19th place according
to formal attributes when
assessed by the criteria of the
British Institute of Directors
(in final index prepared on the
basis of two researches MTS
was included into TOP-6).

8.

Our achievements

The independent Thomas
Holtrop entered the rating of
“Top-50 Independent Direc-
tors” within “Director of the
Year 2017” National Award
ceremony.

7th place in the rating of trans-
parency of corporate reporting
among 200 largest compa-
nies of Russian (Transparency
International).
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MTS Group
Governance System

Model of Group management supposes a single development strategy of Group’s companies with

regard to priorities and business peculiarities.

Corporate Center:

e determines common strategy of the Group, uniform stand-
ards, regulations and management procedures.

looks for new points of growth through the development
of new businesses by creation and commercial manufac-
ture of innovative products

develops strategy and implements the investment policy,

manages the brand

defines operational and functional norms, regulations and
key indicators for all Business Units,

controls fulfilment of the business plan by all units of the
company,

carries out large-scale purchases of media resources,
equipment and IT products in the interests of the entire
Group,

assists in distribution of best practices within the Group.

Differentiation is associated not only with our intention to gen-
erate value in the promising markets, but also with the desire to
diversify the service portfolio, thus mitigating the industry risks
and strengthening competitive position of MTS. We are taking

a broader look at the areas of our operations, going beyond the
status of a conventional telecommunications operator, and cov-
ering not only a full range of communication services but also
the related areas such as financial services, M2M, geo-location
and cloud-based services, online cash registers, and also purely
innovation services for MTS: telemedicine, cybersport, online
training, ticket sales. For each area we choose our operation
strategy: purchase or development of new companies, business
areas, method of their integration and interaction with the main
business. We are looking to create differentiating factors that
will enable us to significantly differ from our competitors, to
deliver a special value, to provide our customers with a unique
customer experience, to create products and services that would
not only motivate people to choose MTS, but would also signifi-
cantly increase our customers’ loyalty.

President

Regional Development Director
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Regional Development Director performs
strategic management of Cluster Branches

Branches exercise a day-to-day manage-
ment of activities in the Region.

Business Unit MTS Foreign Subsidiaries

Operational management of subsidiaries doing
business in the territory of Turkmenistan, Armenia
and the Republic of Belarus.

Business Unit MTS Ukraine

Management of activities in Ukraine.




MTS PJSC is successfully implementing the goals on strengthening of its leadership and
maintenance of high business efficiency due to an effective management of the Group of
Companies

Coordination Commissions by the main areas of activities are operating for the discussion of
strategic and operational issues at the expert level.

Main business areas of the Group

Telecommunications

Key competence, core business. Intellectual, organizational

and management potential gained is used as a basis to look
for the points of growth at the adjacent markets, using syn-
ergy effect of interaction with the parent company.

Fixed business

MTS is among the largest Russian companies providing ser-
vices of a broadband access (BBA) to the internet and cable
television. Synergy with the fixed BBA is used to provide to
MTS customers a digital cable television (IPTV and DVB-C),
video services, complex solutions for offices, combining
landline and mobile communications

Mobile retail (MTS Retail Chain)

is the key channel of customers attraction and service Our
subscribers can always receive in MTS offices a full range of
services provided by the operator, including of services of
the broadband access to the Internet and television. Own
retail network of MTS, having combined the opportunities
of telecommunications and banking technologies, is the key
tool for integration of the operator and MTS Bank. Using this
channel to sell the financial services and promote consump-
tion of the data transfer services, including by selling our
own range of branded subscriber devices, facilitates the
increase of operational efficiency

System integration

Due to NVision Group the operator offers comprehensive
services in the areas of IT, communications and system
integration to its customers. Considering that IT market is

growing faster than traditional telecommunication services
for the corporate customers, the entire business of MTS
experiences a positive impact.

Design and development of billing platform (MTS-IT)
Ensuring unified structure engaged in development of
billing system and some other key IT systems, simplification
and acceleration of software products testing processes and
optimization of internal IT expenses.

Banking and Financial Services (MTS Bank)

Partnership with MTS Bank allowed us to become an inte-
grated provider of telecom and financial services, use a syn-
ergy of the two areas to increase a loyalty and monetization
of customers, become the first provider of financial services
for the largest subscriber base in Russia in order to increase
loyalty and service life of the subscribers and rise ARPU.

Satellite TV

Entering satellite TV market was a logical development
of the largest carrier business in Russia, which enables
to achieve additional synergy of the existing resources
and present a completely new product for Russia which
combines the advantages of satellite TV and mobile
communication
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Structure of Management
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MTS Group Governance System

Recommendations Committees under the Board of Directors

Aol Budget Committee

Audit Committee

Accountabilit . . .
y Appointments and Remuneration Committee

Corporate Governance Committee
Strategy Committee

Special Committee of Independent Directors on MTS Bank project
(since March 01, 2018)

Committees under the President

Discipline Committee

Committee for Products, Tariffs and Services
Disclosure Committee

Risk Committee

Job Evaluation Committee

Brand and Customer Experience Committee

Functional reporting
Committee for Management of Strategic Equipment Vendors in

MTS Group
Billing Domain Management Committee

Committee of MTS and Comstar IT Systems Integration Program
Internal Control and

Compliance

Financial Technologies Management Committee

Audit Block

Department )
Investment and Tender Committee

Committee for Increasing Involvement

TB and BIT Efficiency Improvement Committee
Committee for Modifying ERP Systems of MTS Group
Committee on MTS PJSC

CSR Committee

Administrative Managing Committee Btg Data CC of MTS Group

reporting Committee for Improving Efficiency of the Procurement
Management Unit and Administrative Unit of MTS Group CC

Committee for Improving Efficiency of Sales and Service Unit of
MTS Group CC

Committee for Improving Efficiency of Marketing Unit and Operator
Business Development Unit of MTS Group CC

Administrative and functional
subordination

MTS PISC Investment Committee of Regions
Recommendations Compliance Committee

Committee for Implementation of Programs and Projects of
Development in System Integration Sphere of MTS PJSC and
NVision Group JSC

Managing Committee M2M/loT CC of MTS Group
PRIVATE CLOUD and NFV Projects Managing Committee
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Structure of management
and control bodies

Governing Bodies

General meeting Higher Governing Body of MTS PJSC.

of shareholders

Procedure for the General Shareholders’ Meeting is aimed at assurance of adherence to the
rights of shareholders, and meets all the requirements of the Russian Federation legislation.

Procedure for preparation, convocation, holding and summarizing results of the General
Shareholders’ meeting is defined by the Charter and Regulation on the General Meeting of
MTS PISC Shareholders*

Board of
Directors

Board of Directors exercises a general management of MTS PJSC activities.

It is a key element of the corporate governance system of the Company, representing interests
of shareholders through the effective management organization.

Establishment procedure, status, composition, functions, purposes and goals, powers of the
Board of Directors, its operating procedure and interaction with other management bodies of
the company are determined by the Charter and Regulation on the Board of Directors of MTS
PISC.

Management
Board

Collective executive body of MTS PJSC.

It shall organize an effective day-to-day management of current activities of the Company,
including implementation of decisions taken by the Board of directors within its current
competences.

Number and identities of the Management Board members shall be approved by the Board of
Directors upon a proposal of the President. Management Board Chairman is the President of
the Company.

Management Board follows the Charter and the Requlation on Management Board of MTS
PJSCin its activities®

President

Sole executive body of MTS PJSC who exercises a day-to-day management of current activities
of the Company.

Activities of the President shall provide for profitability and competitiveness of the Company,
its financial and economic stability, enforcement of rights of the shareholders and social guar-
antees of Company’s employees.

The President governs the Company’s activities in accordance with the Charter and the Regula-
tion on President of MTS PJSC*

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

2 http://www.company.mts.ru/comp/ir/control/regulations/board_of directors_new;/.

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

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



MTS Group Governance System

Internal Control System

Audit Committee
under the Board
of Directors

he Audit Committee is a collegial advisory body of the Board of Directors that reviews issues
related to monitoring of risk management and internal control system performance, reliability
of the financial statements of MTS Group, consideration of nominees and assessment of per-
formance of external auditors, and also provides recommendations to the Board of Directors
for to make decisions on such issues

Auditing
Commission

Auditing Commission is a permanent elective body of the Company, exercising periodic con-
trol over the financial and economic activities of the Company, activities of its management
bodies and officers.

Its activities are regulated by the Charter and the Regulation on Auditing Commission of MTS
PJSCt

Internal Control
and Audit Unit

The Internal Control and Audit Unit is an independent structural subdivision of MTS PJSC and
consists of the Internal Audit Department, Control Department, Methodology and Coordi-
nation Department. Head of the Internal Control and Audit Unit is the Director for Internal
Control and Audit who is functionally subordinated to the Board of Directors of MTS PJSC, and
administratively subordinated directly to the President of MTS PJSC.

Objectives, tasks, obligations, principles of functioning and powers of the Internal Control and
Audit Block are set in the Policy “Internal Control and Audit”2. The Internal Control and Audit
Block regulates its activities complying with the mandatory guidance of the international In-
stitute of Internal Auditors, which includes Main Principles of Professional Practice of Internal
Audit, Code of Ethics, International Professional Standards of Internal Audit and Internal Audit
Definition

Department of
Internal Control
Systems

The Internal Control Systems Department is a business unit, which is included into the Finance
and Investment Block of MTS PJSC Corporate Center and comprises the ICS Development and
Methodology Department, Certification and SoD Analysis Department, ICS Development and
Support in CD Department, Center of Training Competence of ICS in SSC, and also the distrib-
uted Internal Control Systems Center in five regions of the Russian Federation. The Internal
Control Systems Department is headed by the Director of the Department, which is directly
subordinate to the Management Board Member, Vice-President for Finance, Investments,
Mergers and Acquisitions of MTS PJSC and is accountable to the Audit Committee under the
Board of Directors of PJSC MTS

Compliance
Department

Compliance Department is an independent structural unit consisting of compliance system
development, subsidiaries relations, unified compliance system coordination groups and
functional compliance group in the regions. The Director of the Department is directly subor-
dinate to the President of MTS PJSC and is accountable to the Audit Committee of the Board of
Directors and the Board of Directors of MTS PJSC.

The activities of the department are requlated by the Regulations on Compliance Department

Auditor

Independent assessment of reliability of accounting (financial) statements of the Company.

In order to audit and approve the annual financial statements of the Company, the General
Meeting of Shareholders shall annually approve the Auditor.

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

2 http://www.company.mts.ru/comp/ir/control/regulations/kontrol_aydit/.
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General Meeting of Shareholders

The General Meeting of Shareholders is the supreme management body of the
Company, exercising its activities in accordance with provisions of the Company’s
Charter, Regulation on the General Meeting of Shareholders of MTS PJSC,* and the
requirements of legislation of the Russian Federation.

By making decisions at the General Meeting of
Shareholders, the Company’s shareholders take part in
governance over the Company and may significantly
influence the business. In particular, powers of the
General Meeting of Shareholders on their meetings
encompass the approval of annual report and financial
statements, distribution of profit, including payment
of dividends, election of key management and control

bodies of the Company, approval of significant deals
and a number of other important matters.

Procedure for the General Shareholders’ Meeting is
aimed at assurance of adherence to the rights of share-
holders, and meets all the requirements of the Russian
Federation legislation.

Notifying shareholders on holding of the General Meeting

of Shareholders

Shareholders shall be notified on holding of the Gen-
eral Meeting of Shareholders through publication of
this information at the official website of the Compa-
ny (www.mts.ru) at least in 30 (thirty) calendar days
before its date.

The message on conductance of the General Sharehold-
ers’ Meeting may be additionally sent to the persons
entitled to participate in the General Shareholders’
Meeting and registered in the Company’s shareholders
register, by registered mail to the address specified

in the register of the Company’s shareholders, or
delivered personally to such persons against signature
simultaneously with sending or handing over the
voting ballots.

With regard to recommendation of the Corporate
Governance Code, aimed at creation for the sharehold-
ers of best possible conditions for participation in the

general meeting; model proxy form shall be published
at the official website of the Company.

Within the framework of preparation to the General
Meeting of MTS Shareholders the shareholders get the
opportunity to ask members of executive bodies and
Board of Directors on issues of the agenda of the Gen-
eral Shareholders’ Meeting, and to voice their opinion
on issues of the Meeting’s agenda by sending e-mails
to the address shareholder@mts.ru.

We are trying to present materials for the General
Meeting in a comprehensible form. That is why we
create a special section (micro-site) dedicated to the
Annual General Meeting of Shareholders where we
publish required documents (presentations, document
comparisons, comments to them, details on candi-
dates) and provide an access to the online broadcasting
of the Annual Meeting.

Holding of the General Meeting of Shareholders

Shareholders may implement their voting right by
most simple and convenient for them ways without any
encumbrance. Voting at the General Meetings of Share-
holders is carried out through a direct participation

in the meeting or filling and sending to the Company

(and to its registrar) of ballots for voting on the agenda
issues.

Organization and holding of the General Meetings of
Shareholders shall be arranged in a way allowing for an

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



unburdensome access of all the shareholders. General
meetings held in the form of a joint attendance shall
be organized only in the city the Company is located
(in Moscow) at addresses convenient for coming and
personal participation of the shareholders and their
representatives.

Over the last years we have been giving our share-
holders the opportunity to follow the meeting in real

MTS Group Governance System

time on MTS website. Video record of the meeting is
available after the end of the meeting at MTS website
in the “General Meetings of Shareholders” section.
Besides, activities allowing to demonstrate innovative
technologies of MTC and to receive consultation on
various projects of the Company were arranged during
the registration of shareholders.

Electronic services for shareholders

Electronic voting

In 2016 we launched, and in 2017 we continued
successful experience of using e-voting when holding
shareholders’ meetings. At the annual and extraordi-
nary General Meeting of Shareholders, on June 29 and
September 30, 2017, MTS shareholders could remotely
attend the meeting via the MTS Shareholder’s Person-
al Account: to view the broadcast, to study meeting
materials, to send a question to the Meeting Presidium
and to vote.

E-voting is available to all shareholders: those that
store their shares directly in the register, or customers
of the broker, depositary or Central Depositary.

Personal Account of the Shareholder

In 2017 we proposed to our shareholders a
convenient online service — MTS Shareholder’s
Personal Account.

The personal account was developed specially for MTS
shareholders in our corporate style. It provides share-
holders with 24/7 access to information on the quantity
and cost of their shares, accrued and paid dividends,
contacts and useful links; makes it possible to attend
general meetings of shareholders through Internet,
including review of meeting materials, watching online
broadcast that are held in presence, to send questions
to the Meeting Presidium directly in process of the
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meeting; makes it possible to fill in document forms

in advance for transactions in the securities owners reg-
ister and to receive notices on delivery of documents

under the shareholder’s personal account.

During the annual general meeting of MTS sharehold-

ersin June 2017, our shareholders in real time ob-
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served not only the meeting process from the screens
of their gadgets, but also monitored voting online from
the MTS shareholder's Personal Account.

Mobile app for shareholders

In 2017 we declared development of a mobile app for
our shareholders.

In 2018 our shareholders may participate in the annual
General Meeting of MTS Shareholders with the help

of a mobile app Shareholder.online, developed by the
MTS registrar — JSC Independent Registrar Company.

Apart from voting at the shareholder’s meeting, the
app will make it possible to study materials of the
meeting, to watch its broadcast and ask a question to
the Presidium. Such app will provide access to informa-
tion on quantity and cost of shares in the shareholder’s
account in the registrar, and will also notify about
delivery of documents to its account in the registrar.



MTS Group Governance System

General Shareholders’ Meetings in 2017

Two General Shareholders’ Meetings were conducted in 2017.

Annual General Meeting of MTS PJSC
shareholders

June 29, 2017

In the form of joint attendance
(minutes No.41 dated 29.06.2017)

The Annual General Shareholders’ Meeting approved
the Annual Report for 2016 and annual accounting
statements for 2016. A decision on the profit distribu-
tion was taken, and the dividends were announced on
the results of the reporting 2016. New compositions
of the Board of Directors of the Company and Auditing
Commission were elected.

Company’s auditor was appointed

Changes to the Charter, Regulations on the Board of
Directors were approved.

The decision was made on reorganization of MTS PJSC
via subsidiaries incorporation into MTS PJSC: TP LLC,
COMSTAR KMAO JSC, SMARTS Yoshkar-Ola JSC.

New revisions of the documents were drawn up with
regard to legislation changes, requirements of requ-
lating bodies and recommendations of the Corporate
Governance Code.

Extraordinary General Meeting of MTS
PJSC shareholders

September 29, 2017

in the form of absentee voting
(minutes No.42 dated 02.10.2017)

The extraordinary General Meeting of Shareholders de-
cided to distribute the profit (payment of dividends) of
MTS PJSC based on the results of the first half of 2016,
on making amendments and additions to the charter of
MTS PJSC, as well as made decision on participation of
MTS PJSC in non-profit organizations:

e Association of Participants in the Internet of Things
Market.

Quorum of annual General meetings of shareholders of MTS PJSC for the last 5 years
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Board of Directors

A high-quality corporate governance system and an efficiently operating Board of
Directors are the most important prerequisites for long-term sustainable development

of a modern company.

In companies aimed at long-term successful development, the role of the Board of
Directors increases dramatically, since the Board of Directors have act reasonably and
in good faith for the benefit of the company and its shareholders.

The Board of Directors is a strategic management
body, whose main objective is the implementation

of general (directing) management of the company's
activities, as well as execution of supervisory and over-
seeing functions. First of all, its competence include
the most important issues of the Company’s man-
agement, such as strategy definition, investment and
budget planning, developing management motivation
and evaluation system, as well as supervision of the
company's assets, reliability and effectiveness of risk
management systems, internal control, internal audit
and corporate governance system.

Board of Directors of MTS PJSC exercises a general gov-
ernance over Company’s activities in accordance with
provisions of the Company’s Charter, Regulation on the
Board of Directors of MTS PJSC, ‘and the requirements
of legislation of the Russian Federation.

The main purposes of the Board of Directors are:

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

e providing for the control over executive bodies and
chief executives of the Company, and evaluation of
their activities;

e increase of capitalization of the Company, expan-
sion of its market positions, achievement and
preservation of the Company’s competitiveness;

e maintenance of a stable financial standing, increase
of revenues and profitability;

e protection of rights and lawful interests of Compa-
ny’s shareholders.

Organization of the Board of Directors’ activities

At least six in-person meetings shall be conducted each
year in accordance with the approved plan of meetings
of the Board of Directors. If necessary, it is possible to
participate in a joint meeting through video conferenc-
ing. Extraordinary meetings shall be convened to take
decisions on urgent matters. Meetings in the form of
absentee voting shall be conducted to vote on issues
that members of the Board of Directors don’t have
significant contradictions over.

Plan of Board of Directors’ activities for the next year
shall be approved in December of the current year.
Dates, periods and locations of meetings shall be
determined according to the schedules of activities of
the Board of Directors members in order to provide for
participation of all the directors.

Traditionally the plan of activities includes the main is-
sues of Company’s operation: strategy, finances, budget
and risks, HR matters. Such plan shall be prepared with
regard to the suggestions of the Board of Directors
members and Company’s managers. All issues of the
BoD meeting agenda shall normally be reviewed by
dedicated committees, allowing to discuss and draw up
recommendations for a final decision of the Board of
Directors.

In-person meetings of the Board of Directors are
usually held in Moscow headquarters. First meeting
of the newly elected Board of Directors shell be held
with personal attendance, on the day of the General
Shareholders’ Meeting which decided on election of
the Board of Directors.

1 http://www.company.mts.ru/comp/ir/control/regulations/board of directors_new/.



To hold the meeting in the headquarters it is neces-
sary to plan and approve the schedule of activities for
two days: meetings of committees under the Board
of Directors, briefing with BoD members (PreBoard),
the meeting of the Board of Directors, and to make
all practical arrangements: on provision of simultane-
ous translation, services on hotel booking, transfers,
catering, etc.

Chairman of the Board of Directors holds monthly
meetings/consultations in the form of audio conferenc-
ing with representatives of shareholders and/or man-
agers of the Company. Main topic of such meetings is

a matter of the management of strategic changes. This
allows to initiate global strategic changes outside of

MTS Group Governance System

routine management ant to change the focus of a com-
mon perception of Company’s systems and processes.

We believe it is a good practice allowing to share ideas
and observations from their experience of working
with other companies and businesses, which at the
end of the day enriches our discussions in the Board of
Directors and forms a strong base for right decisions of
the executives.

Our Company has the practice of field meetings of BoD.
This approach allows for BoD members to combine
discussion of planned meetings’ issues with analysis of
Company’s operation in specific regions, and business
meetings with the heads of Company’s branches.

Electronic document management system — “Portal of the

Board of Directors”

MTS (Board of Directors, Management Board, Commit-
tees of the Board of Directors and the President) and
subsidiaries of MTS Group effectively operate electronic
document management system — Portal of the Board of
Directors, installed on personal tablets of members of
the management bodies. In 2017 we finalized function-
al capabilities of the Portal, in particular, the following
improvements were implemented.

1. System user form (questionnaire): in November
2017 for the first time the performance of the
Board of Directors was assessed through the Portal
in November 2017.

2. Screen of notification about timing of transactions
with shares: Portal users actively this option.

Average percentage of participation the Board of
Directors members in the meetings, 2015-2017

In 2018 we plan to implement the capability of voting
at the Portal, at the meetings of the management bod-
ies, with the help of an electronic signature implement-
ed on a SIM-card.

These improvements allowed us to accumulate in a
single mobile space the necessary and relevant set of
options for the work of members of the Company's col-
legial management bodies, to automate their work, as
well as to improve the ergonomics of the system's use.

2017 saw 10 meetings of the Board of Directors,

including six in-person meetings and four meet-
ings by correspondence.

Over

90%

meetings of the

Company’s Board of
Directors were held with
100% participation of
the Board of Directors
members

2015 2016

2017
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Participation of the directors in meetings of the Board of Directors in 2017

Director In-praesentia meeting In-absentia meeting
Ron Sommer 6 4
Aleksandr Evgenievich Gorbunov 6 4
Andrey Anatolievich Dubovskov 6 4
Artem Ivanovich Zasursky * 4 3
Michel Combes 6 4

Independent Director,
not a member of MTS PJSC executive management

Stanley Miller 6 4
Independent Director,
not a member of MTS PJSC executive management

Vsevolod Valerievich Rozanov 6 4

Regina von Flemming 6 4
Independent Director,
not a member of MTS PJSC executive management

Thomas Holtrop 6 4
Independent Director,
not a member of MTS PJSC executive management

Mikhail Valerievich Shamolin 2 0 1

! Elected as a member of the Board of Directors on June 29, 2017.

2 Powers of the Board of Directors member terminated on June 29, 2017.

Duration of meetings of the Board of Directors and committees in 2017

Meetings (in presence) Number Average duration (h)
Board of Directors 6 33
Audit Committee 10 15
Remuneration and Nomination Committee 6 15
Corporate Governance Committee 3 1
Strategy Committee 5 2.2
Budget Committee 5 2
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Structure of issues reviewed at meetings of the Board of Directors in 2015-2017
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Agenda items of the meetings of the Board of Directors of
MTS PJSCin 2017, decisions on which had significant importance

for the Company

1. MTS Group strategy for 2018-2020, MTS PJSC 10. Approval of the agreement between the strategic
foreign assets development and management partnership between MTS PJSC and Rostelecom
strategy. PISC.

2. Review of the results of MTS Group budget fulfilment  11. Strengthening of MTS PJSC corporate culture by

for 2016, on MTS Group budget adoption for 2018. Agile practices.
3. Appointment of the President of MTS PJSC. 12. Review of reports:
4. Election of MTS PJSC Management Board Members. e on risk management;
5. Procedure of implementation of MTS PJSC bond e on evaluation of completion of individual tasks of
option program. the President and Management Board members;
6. Development of the compliance system of MTS Group. e on business status of essential subsidiaries of
MTS PISC;

7. Recommendations of the Board of Directors on a
payment of dividends for 2016 and first half of 2017. e on the results of the self-assessment of the
Board of Directors;
8. Acquisition of subsidiaries, participation of MTS

PJSC in other organizations. e on operation of the units of internal audit,
control and compliance, including the report on
9. Approval of the repurchase price of MTS PJSC risk management system efficiency;
shares.

e on CSR program implementation.

Instructions of the Board of Directors given to managers of the

Company

Members of the Board of Directors get information on Proper completion of the Board of Directors’ assign-
the status of completion of Board’s assignments at each  ments is one of the conditions for awarding the Compa-
in-person meeting. ny’s personnel.

Instructions of the Board of Directors given to
In 2017 the Board of managers of the Company

Directors gave

38 instructions

to managers of the
Company.

2015 2016 2017
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Composition of the Board of Directors

The composition and structure of the Board of Directors affects its performance,
and thus performance of the entire Company; with that, the important aspect is the
balance of the composition in terms of qualifications of its members, their experience,

knowledge and business qualities.

A member of the Board of Directors should, first of

all, be able to communicate effectively with people,
participate efficiently in a discussion, understand the
difficult situation based on the information prepared by
management, relying on his experience and ability to
quickly analyze information, checking responses to the
questions asked.

In accordance with the Company Charter, the quanti-
tative composition of the Board of Directors is deter-
mined by decision of the General Meeting of Share-
holders and may not be less than seven (7) members.
The quantitative composition of the Board of Directors
of the Company is permanent, it was elected at the
annual General Meeting of MTS PJSC Shareholders on
June 23, 2016, and for the entire of 2016 the Board of
Directors consisted of nine (9) members. Such number
of members of the Board of Directors makes it possible
to form the composition, which is balanced from the
point of view of professional qualification, experience
and business skills of the members of the Board of
Directors, to provide high efficiency of work and fully
meets the needs of the Company and interests of the
shareholders. Issues related to the needs of the Board
of Directors in the field of professional qualification,
experience and business skills of the members of

the Board of Directors, and also to the quantitative
composition, were considered within the framework of
the procedure for assessment of the Board of Direc-
tors’ work (in more detail — section “Assessment of the
Performance of the Board of Directors”).

We recognize that independent directors should be in-
cluded in the composition of the Board of Directors for
effective implementation of its functions and making
informed decisions, ensuring control over management
in the interests of the company's owners. Independent
directors allow to ensure a reasonable balance of inter-
ests of all the parties concerned: the Company itself, its
shareholders and other concerned parties. For the inde-
pendent directors to be able to influence the decisions
taken by the Board of Directors, their number must be
equal to at least one third of the total composition of
the Board of Directors. In this connection, the number

of independent directors in our Board of Directors is
over one third.

In June 2015, we increased the number of independent
directors in the Board of Directors to four. The increase
of the independent directors’ number allows the
independent standpoint within the Board of Directors
to exercise greater influence on the business decisions
taken, on the Company’s corporate policy and strategy.

Criteria of independence of the Board of Directors’
members are defined in the Regulation on the Board of
Directors of MTS PJSC* and correspond to state-of-the-
art international practices of corporate governance. It
is worth noting that current independent directors fully
correspond to the criteria of independence stipulated
both in the Corporate Governance Code and in the List-
ing Regulations of the Moscow Exchange and NYSE.

NYSE listing also adds additional obligations for us
related to the composition of the Board of Directors:
we are required to have at least one member of the
Board of Directors (in the Audit Committee) with ex-
pertise in accounting or relevant financial management
experience (financial expert). The Audit Committee of
the Board of Directors is headed by Thomas Holtrop,
who has experience and knowledge in the preparation,
analysis, evaluation and audit of financial statements.

Composition of the Board of Directors
as of December 31, 2017

Executive

Non-executive

el

1 http://www.company.mts.ru/comp/ir/control/requlations/board_of directors_new/.

Independent
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Numerical composition of the Board of Directors and Committees in 2015-2017
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Share of Independent Directors in the composition of the Board of Directors and Committees
in 2015-2017
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Information on members of the Board of Directors
as of December 31, 2017

Ron Sommer

Non-executive Director

Born in 1949 in Haifa.

In 1971 graduated from the University of Vienna and
earned Ph.D. in Mathematics.

Professional experience

In 1980 took the position of an executive director in
the German branch of Sony Group, in 1986 became the
Chairman of Sony Deutschland Management Board.

1990-1993: President and Chief Operating Officer of
Sony Corporation (USA).

1993-1995: President and Chief Operating Officer of
Sony Europe.

1995-2002: Chairman of the Management Board of
Deutsche Telekom AG.

2004-2009: member of Motorolla Inc. Board of Direc-
tors (USA).

2004-2012: member of the International Advisory
Board of Blackstone Group.

In 2005 as an independent director he joined the Board
of Directors of JSFC Sistema OJSC where he also acted
as a Chairman of the Investor Relations Committee.

Chairman of the Board of Directors
Chairman of the Strategy Committee under the Board of Directors

In 2017 entered the rankings of “25 best representatives of the
Board of Directors” during the ceremony of “Director of the year
2017” National Awards

2006-2009: member of the Board of Directors in
WEATHER INVESTMENTS (Italy).

2009-2011: First Vice President and the Head of “Tele-
communication Assets” business unit of JSFC Sistema
olJscC.

2009 -2015 — Chairman of the Board of Directors of
SHYAM TELESERVICES Limited (India).

Member of the Supervisory Board of Munich Reinsur-
ance company, member of the Board of Directors of
Tata Consultancy Services, Chairman of the Supervisory
Board of VF Ukraine PrJSC, member of the Board of
Directors of Sistema PJSFC.

Citizenship: Germany.
He was elected as a member of MTS PJSC Board of
Directors for the first time at the General Shareholders’

Meeting on June 25, 2009.

As of December 31, 2017 he owned ordinary registered
shares of MTS PJSC in the amount of 129,770 shares.



Andrey Dubovskov

Executive Director

Member of the Corporate Governance Committee under the Board

of Directors

Member of the Strategy Committee under the Board of Directors

Born in 1966 in Almaty.

In 1993 graduated from the All-Russian State University
of Cinema n.a. S.A. Gerasimov with the specialty in film
direction.

Professional experience

1993-2002: a range of leading positions in Millicom
International Cellular S.A., Millicom International Cellu-
lar B.V., “Regional cellular communications” LLC, “800”
LLC and other companies in Moscow, Alma-Ata, Nizhny

Novgorod, Ekaterinburg, Perm and Kiev.

2002-2004: CEO of “Tele2” Group company in Nizhny
Novgorod.

2004-2006: Director of MTS PJSC Branch in Nizhny
Novgorod.

2006-2007: Director of “Ural” Macro-Region of MTS
PJSC.

2007-2008: First Deputy CEO of MTS Ukraine PrJSC.

2008-2011: CEO of MTS Ukraine PrJSC.

MTS Group Governance System

2011-2018: President, Management Board Chairman of
MTS PISC.

2018 to present: President, Management Board Chair-
man of Sistema PJSFC.

Chairman of the Board of Directors in MGTS PJSC and
Russian Telephone Company JSC, Deputy Chairman of
the Board of Directors in “Mobile TeleSystems” JLLC,
member of the Supervisory Board in VF Ukraine PrJSC,
member of the Board of Directors in JSFC Sistema OJSC,
Member of the Board of Trustees of BF Sistema, mem-
ber of the Board of GSM Association (GSMA).

Citizenship: Russia.
He was elected as a member of MTS PJSC Board of
Directors for the first time at the General Shareholders’

Meeting on June 27, 2011.

As of December 31, 2017 he owned ordinary registered
shares of MTS PJSC in the amount of 467,805 shares.
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Aleksandr Gorbunov

Member of the Budget Committee under the Board of
Directors

Born in 1967 in Moscow.

In 1992 graduated from Moscow Engineering Physics
Institute with specialty in experimental nuclear physics
and plasma physics.

In 1999 earned MBA from Harward University.
Professional experience

2002-2003: Deputy CEO of NTP Intellect Telecom OJSC.
2003-2005: Head of the Strategic Analysis Service, Chief
Strategy Officer of the Strategic Analysis Department of
MTS 0JSC.

2005-2006: Head of the Corporate Development De-
partment, acting First Vice President and the Director
of Strategy and Development Complex of JSFC Sistema

0JsC.

2006—-2010: Vice President for Strategy and Develop-
ment of Komstar-OTS OJSC.

Non-executive Director

Deputy Chairman of the Board of Directors
Member of the Strategy Committee under the Board of Directors

2010-2012: Counselor of the President of Sitronics
0JsC.

2010-2012: Executive Vice President for Telecommuni-
cation Assets Development of “Basic Assets” Business
Unit of JSFC Sistema OJSC.

2012-2015: Executive Vice President (Investment Port-
folio) of JSFC Sistema QJSC.

2015 to present: Vice President, manager of telecom-
munication assets of Sistema PJSFC.

Chairman of the Board of Directors in SISTEMA SHYAM
TELESERVICES LIMITED, member of the Board of Direc-
tors of Detskiy Mir PJSC.

Citizenship: Russia.
He was elected as a member of MTS PJSC Board of

Directors for the first time at the General Shareholders
Meeting on February 14, 2013.

’

As of December 31, 2017 he didn’t own shares of MTS
PJSC (directly/indirectly).



Michel Combes

Independent Director

Member of the Audit Committee under the Board of Directors

Member of the Remuneration and Nomination Committee under

the Board of Directors

Member of the Strategy Committee under the Board of Directors

Born in 1962 in Bologna.

He graduated from Ecole Politechnique and National
Higher School of Telecommunications in Paris; he has
degrees from Paris Dauphine University (Ph.D. in the
Corporate Strategy) and Conservatory of Arts and Crafts
(Ph.D. in Prognostics).

Professional experience
1991-1995: Government of France, Paris Branch of
Transport and Tourism Ministry, Technical Advisor for

International Civil Aviation Matters.

1995-1999: Chief Executive Officer of Globecast France
Télécom, Paris.

1999-2001: Chief Executive Officer of Nouvelles Fron-
tieres, Paris.

2001-2002: Chief Executive Officer of Assystem, Paris.

2001-2002: Chief Executive Officer of TDF (Télédiffusion
de France), Paris.

2003-2006: Senior Vice President and Financial Director
of France Télécom, Paris.

2001-2002: non-executive director of Assystem, Paris.

2008-2012: European CEO of Vodafone, London;
Non-executive Director of Vodafone PLC.

MTS Group Governance System

2009-2014: Chairman of the Supervisory Board of
Assystem, Paris.

2010-2013: Director of ISS.
2013-2015: Chief Executive Officer of Alcatel-Lucent SA.

2014-2015: Non-executive Director, member of ALTICE
Audit Committee.

2015-2016 — Member of the Board of Directors and
Chief Executive Director of Altice NV.

2015-2017 — Chief Executive Director and Chairman of
Board of Directors of SFR Group.

President, Financial Director, Member of the Board of
Directors of Sprint Corporation, Non-Executive Director
of HDL Development.

Citizenship: France.

He was elected as a member of MTS PJSC Board of
Directors for the first time at the General Shareholders’

Meeting on February 14, 2013.

As of December 31, 2017 he didn’t own shares of MTS
PJSC (directly/indirectly).

125



O mts

126

Stanley Miller

of Directors

Awards

Born in 1958 in Winberg, Cape Town, South Africa.

Citizen of Belgium and South Africa. Resides in
Belgium.

Degree in Law and Administration from South Africa
University and degree in Personnel Management from
Management and Trade University in Capetown (South
Africa).

He completed several programs of business adminis-
tration including the Proteus Leadership program in
London Business School.

Professional experience

1988-1991: CEO of the Group on Operations in South
Africa of Electronic Media Network company.

1991-1997: various positions in NETHOLD company.
1994 to the present day — Chief Executive Officer of
Athena Investment Holdings SA Luxembourg (former

Leaderman — SA Luxembourg).

1997 to the present day: Chief Executive Officer of
Leaderman — NV Belgium.

1998: Chief Executive Officer of KPN Orange.
1998-2010: Chief Executive Officer of Royal KPN NV.

1999-2001: Chief Executive Officer of KPN Mobile NL &
Benelux.

1999-2001: non-executive director of IP Global Net NV.

Independent Director

Chairman of the Remuneration and Nomination Committee under
the Board of Directors

Member of the Audit Committee under the Board of Directors

Member of the Corporate Governance Committee under the Board

Member of the Strategy Committee under the Board of Directors

In 2017 entered the rankings of “50 best independent directors”
during the ceremony of “Director of the year 2017” National

2000-2001 President of KPN Mobile NV The
Netherlands.

2000-2001: non-executive director of Hutchinson 3G UK.

2001-2010: Chairman and CEO of BASE NV Belgium;
President of KPN Mobile International.

2002 to the present day: Chief Executive Officer and
owner of ULS BVBA Belgium.

2004-2010: Chairman, Executive Member of the Board
of Directors of E-Plus Germany.

2002 to the present day: Chief Executive Officer and
owner of Milvest BVBA Belgium.

2006-2010: Member of the Board of Directors of Royal
KPN NV; President of International of KPN.

2006-2010: Chairman of the Board of Directors in
E-Plus GMBH Germany.

Director and owner of Main Branch Pty South Africa,
director of Arrow Creak Investments 75 (PTY) LTD South
Africa, Chairman of the Board of Directors of Ice Group
(former AINMT Holdings AB), non-executive director of
MTN Group Limited.

Citizenship: Belgium.
He was elected as a member of MTS PJSC Board of
Directors for the first time at the General Shareholders’

Meeting on June 24, 2010.

As of December 31, 2017 he didn’t own shares of MTS
PJSC (directly/indirectly).



Vsevolod Rozanov

Non-executive Director

Deputy Chairman of the Board of Directors

Chairman of the Budget Committee under the Board of Directors
Chairman of the Corporate Governance Committee under the Board o
Member of the Strategy Committee under the Board of Directors

Born in 1971 in Moscow.

He graduated from the Economic Department of Mos-
cow State University n.a. M.V. Lomonosov with specialty
in Economics of Foreign Countries.

Professional experience

1993-2001: various consulting positions in Bain & Com-
pany in Moscow, London and Stockholm.

2002-2004: Deputy CEO for Economics and Finances in
MTU-Inform CJSC.

2004-2006: Deputy CEO for Economics and Finances in
KOMSTAR — United TeleSystems OJSC.

2006-2008: Vice President for Finance and Investments,
Management Board member of MTS OJSC.

2008-2013: President of SISTEMA SHYAM TELESERVICES
LIMITED (India)

MTS Group Governance System

2013 to the present day: Senior Vice President, Head of
the Finance and Investments Complex, Management
Board member in Sistema PJSFC.

Chairman of the Board of Directors in MTS-Bank PJSC,
Deputy Chairman of the Board of Directors in SISTEMA
SHYAM TELESERVICES LIMITED, member of the Board of
directors of LLC Sistema Capital MC, EAST-WEST UNITED
BANK S.A., Landshaft LLC, Segezha Group MC, Mikron
PJSC, INSITEL Services Private Limited, Deputy Chairman
of the Management Board member in Sistema Charity
Fund.

Citizenship: Russia.
He was elected as a member of MTS PJSC Board of
Directors for the first time at the General Shareholders’

Meeting on June 27, 2012.

As of December 31, 2017 he owned ordinary registered
shares of MTS PJSC in the amount of 72,792 shares.

127



O mts

128

of Directors

She was born in 1965, in Lubeck.

In 1992 graduated from Free University of Berlin with
specialty in Political Science, and from

Institute for Policy Studies (Paris).

In 1993 the fellow of INSEAD Business School (Paris),
and also a post graduate training cours at the German
Developing Aid Institute (Germany).

Professional experience

1996-1999: CEO of Krone Russia

1999-2000: CEO of Ehrmann Russia

2000-2003: Vice President of the American-Russian
Investment Fund “Delta Capital”

Independent Director

Regina Von Flemming

Member of the Budget Committee under the Board of Directors
Member of the Corporate Governance Committee under the Board

Member of the Remuneration and Nomination Committee under
the Board of Directors

Member of the Special Committee under the Board of Directors

2003-2009: founder and owner of the consulting com-
pany Flemming & Partner GmbH Berlin

2005-2015: CEO of Axel Springer Russia Publishing
House

Member of the Board of Directors of Wirtschaftsforum,
member of the Board of Russky Standard Charity Foun-
dation, member of the Board of Trustees of the Ger-
man-Russian Forum in Berlin, member of the Board of
the Endowment Fund of the Jewish Museum, Moscow.

Citizenship: Germany
She was elected as a member of MTS PJSC Board of
Directors for the first time at the General Shareholders’

Meeting on June 25, 2015.

As of December 31, 2017 she didn’t own shares of MTS
PJSC (directly/indirectly).



Thomas Holtrop

Independent Director

Chairman of the Audit Committee under the Board of Directors

Member of the Remuneration and Nomination Committee under

the Board of Directors

Member of the Budget Committee under the Board of Directors

Finance Expert

In 2017 entered the rankings of “50 best independent directors”
during the ceremony of “Director of the year 2017” National

Awards

Born in 1954 in Dortmund.

He studied psychology in University of Freiburg and
business administration with the specialty in economics
and production organization in the German Academy
of Civil Employees.

Professional experience

1990-1999: Vice President of American Express Interna-
tional Inc. in New York, Frankfurt and London, member
of the Board of Directors in Bank 24 AG and Deutsche
Bank 24 AG.

2001-2004: President of T-Online International AG.

2002-2004: member of Deutsche Telekom AG Board of
Directors.

2005-2006: Chief Executive Officer of Thomas Cook AG.

MTS Group Governance System

2005-2011: member of the Supervisory Board of Grun-
er + Jahr Publishing House (Hamburg).

2009-2011: member of Komstar-OTS 0JSC Board of
Directors, Chairman of Audit Committee, Strategy Com-
mittee and Remuneration and Nomination Committee
under the Board of Directors of Komstar-OTS OJSC.

Citizenship: Germany.
He was elected as a member of MTS PJSC Board of
Directors for the first time at the General Shareholders’

Meeting on February 14, 2013.

As of December 31, 2017 he didn’t own shares of MTS
PJSC (directly/indirectly).
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Artem Zasursky

Member of the Strategy Committee under the Board of
Directors

Born in October 1979 in Moscow.

In 2005 graduated from the fellowship of the Faculty of
Journalism in Lomonosov Moscow State University.

In 2001 he graduated from the Lomonosov Moscow
State University with a degree “Social and Eco-
nomic Geography of Foreign Countries, Translator/
Interpreter”.

Professional experience

2002-2003 — Director, Directorate of Development
Department, Crossmedia Solutions LLC.

2003-2005 — founder of several companies in the field
of digital services and content.

2005-2006 — Executive Director of Game Territory, LLC.

Non-executive Director

2007-2011 — General Director, Dragonara LLC.
2011-2011 — Development Director, Stream LLC.
2012-2013 — Vice President, Development, SMM OJSC.
2013-2016 — General Director, Stream LLC.

2016 — present day — Vice President — Head of the
Strategy Complex, JSFC Sistema PJSC.

Member of the Board of Directors, Sitronics JSC, Sys-
tem-Bio Tech LLC, System-BioTechnologies LLC, Detskiy
Mir PISC, Sistema Finance S.A.

Citizenship: Russian Federation.
He was elected as a member of MTS PJSC Board of
Directors for the first time at the General Shareholders’

Meeting on June 29, 2017.

As of December 31, 2017 he didn’t own shares of MTS
PJSC (directly/indirectly).



MTS Group Governance System

Key competences of the Board of Directors

Member of the  Duration of work Key competences

Board of Directors

in the Board of
Directors

Finance
and Audit

Industry
Specialization
(Telecom)

Legal
Matters and
Corporate
Governance

Personnel
[ EGEL[S
ment

Risk Man-
agement

Ron Sommer 7 years | || | | |
(since June 2009)

Andrey Dubovskov 5 years | | | | |
(since June 2011)

Aleksandr 3 years | | | | [ |

Gorbunov (since February 2013)

Artem Zasurskiy 1 year | | | | |
(since June 2017)

Michel Combes 3 years | | | [ |
(since February 2013)

Stanley Miller 6 years | | | | |
(since June 2010)

Vsevolod Rozanov 4 years | | | | [ |
(since June 2012)

Regina von 2 years | | | |

Flemming (since June 2015)

Thomas Holtrop 3 years | | | | [ |

(since February 2013)

According to the information available to the Company,

in the reporting year there were no conflicts of interest

among the members of the Board of Directors, includ-
ing those related to the participation of these persons
in the management bodies of competitors of MTS PJSC.

Board of Directors members didn’t make transactions
with the Company’s shares in the reporting year.

None of the Board of Directors members received loans
(credits) from the Company in 2017.
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Role of the Board of Directors Chairman and independent
directors in the operation of the Board of Directors

Chairman of the Board of Directors

The key figure in the Board of Directors is the Chair-
man; his energy, experience and tact affects the entire
work climate and, ultimately, performance of the
Board.

The Chairman of the Board of Directors in this position,
first of all, serves as a “manager”. Secondly, he must

be a strategist who interprets the global picture and
the external environment of the company, initiates
changes, understands value creation process and deter-
mines the business strategy. Thirdly, he is a "mentor",
which gives feedback to the General Director and key
managers, focusing on their development and personal
growth. Finally, he plays the role of facilitator, creat-
ing a productive working environment in the Board,
professionally moderating the discussion and encour-
aging directors to speak on the substance of the issues
discussed.

The chairman of the Board of Directors of MTS
0JSC since 2009 is a non-executive director — Mr.
Ron Sommer.

Large experience of Ron Sommer in management bod-
ies of Russian and largest foreign companies, including
in telecom industry, in combination with high qualifica-
tion, make a substantial contribution into the effective
organisation of the work of the Board of Directors of
our Company.

Two deputy Chairmen of the Board of Directors were
elected to provide for an efficient BoD operation, with
competences determined for each of them:

e Alexander Gorbunov: strategy, international merg-
ers/acquisitions and partnerships of MTS Group;

e Vsevolod Rozanov: operational and financial
control, management of debt and exchange risks of
MTS Group.

Independent directors

The role of an independent director and a properly
built Board of Directors is to ensure control over man-
agement in the interests of the owners of the company.

An important factor for the company is the professional
experience and reputation of its independent directors.
As arule, it is the care for reputation and profession-
alism of a person that help him take very seriously the
work in the Board of Directors, observe the principles
of absence of conflicts of interests, carefully study the
materials and make informed decisions when voting at
meetings of the Board of Directors.

From the moment BoD included independent members
their role and contribution to representation of inter-
ests of our Company got stronger.

Independent Directors participate in strategic sessions
for discussing the Company’s strategy update with par-
ticipation of the BoD members, representatives of the
majority shareholder and managers of the Company.
Following the strategic sessions results, the matter of
update of the Company’s strategy and development
plan shall be presented to the Board of Directors for
consideration.

Independent Directors are actively involved in prelim-
inary discussions of related-party transactions before
their review by the Board of Directors. The Company
also implements a practice of preliminary review of
transactions at the meetings of the Audit Commit-
tee under the Board of Directors consisting only of
Independent Directors. As common practice shows,
this noticeably facilitates the work of independent
BoD members as to approval of and agreeing upon
transactions.

Our Independent Directors are professional managers,
whose experience and knowledge make a significant
contribution to the development of the Company’s
corporate governance system. Mastering of the best
practices, great managerial experience, understand-
ing of business needs and HR management specifics,
proactive approach, strategic thinking, openness in
discussions: all this makes an invaluable contribution
not only to the results of the activity of the Board of
Directors, but also to those of the Company in general.
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Functions of the Corporate Secretary in MTS PJSC are performed by a special
structural subdivision — Corporate Governance Department, main functions, rights
and obligations of which are defined in the Regulations on Corporate Governance

Department?.

The Corporate Secretary shall ensure effective current
interaction with the shareholders, coordinates actions
of the Company for protection of rights and interests of
shareholders, supports effective work of the Board of
Directors.

Functions of the Corporate Governance Department in
MTS PJSC include:

e participation in the improvement of the Company’s
corporate governance system and practice;

e participation in the organization of the preparation
and holding of the Company’s general meetings of
shareholders;

e provision of the work of the Board of Directors
and Committees of the Board of Directors of the
Company;

e participation in the realization of the Company’s
policy on information disclosure, and also provision
of Company’s corporate documents storage;

e provision of interaction of the Company with its
shareholders and participation in the prevention of
corporate conflicts;

e provision of the implementation of the procedures
established by the Law and internal documents of
the Company ensuring the rights and legitimate
interests of shareholders and control over their
exercising;

e provision of the Company’s interaction with requla-
tors, trade organizers, the registrar, other profes-

sional participants of the securities market within
the powers assigned to the Corporate Secretary;

e immediate notification of the Board of Directors of
all identified violations of the Law and internal doc-
uments of the Company, the observance of which is
within the functions of the Corporate Governance
Department.

The Corporate Governance Department is headed by
the Director of Corporate Governance, an officer of the
Company reporting to the Board of Directors of the
Company.

The functions of the Director of Corporate Governance
include:

e preparation and conduct of meetings of MTS PJSC
shareholders ;

e management of subsidiaries of MTS Group;

e ensuring timely disclosure of information in accord-
ance with the requirements of the securities market
legislation;

¢ integrated management of intangible assets ;

e other functions.

The Board of Directors approves the nominated Direc-

tor of Corporate Governance as the manager of the unit

serving as the Corporate Secretary.

The Director of Corporate Governance Department

in the reporting period was Director of Corporate
Governance of MTS PJSC, Maxim Kalinin.

1 http://www.company.mts.ru/comp/ir/control/department_management/.

2 http://static.mts.ru/uploadmsk /contents/1655/Requlations on MTS CG Department-rus.pdf.
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Secretary of the Board of Directors

Main purpose of the BoD Secretary of MTS PJSC is to ensure compliance of the
Company’s management bodies with the requirements of legislation and internal
regulatory documents of the Company which guarantee the enforcement of rights and

interests of its shareholders.

Regulatory base for implementation of BoD Secretary’s
functions, besides the Charter, is the Regulation on MTS
PJSC Board of Directors.

Secretary of the Board of Directors:

e carries out an instatement of newly elected mem-
bers of the Company’s Board of Directors

¢ informs members of the Board of Directors and
invited persons on forthcoming meetings of the
Board of Directors;

¢ sends to members of the Board of Directors materi-
als on issues of the Board of Directors agenda;

e upon request, provides to members of the Board of
Directors an additional information on Company’s
activities;

calculates the votes on issues put to a vote and
keeps record of the Board of Directors meetings;

ensures storage of the Board of Directors
documents;

controls implementation of the Board of Directors
decisions;

assists the Chairman of the Board of Directors in
planning for activities of the Board,;

ensures communication of members of the Board
of Directors with management;

assists in solving organizational and technical
issues.

The BoD Secretary since 2005 is the Corporate
Governance Director of MTS PJSC, Maxim Kalinin.



Maxim Kalinin

Born in 1972 in Moscow.

In 1997 he gratuated from Lomonosov Moscow State
University with the specialty in Law.

Before coming to the Company, he worked in private
business with foreign participation: was responsible for
legal support in the sphere of corporate management,
real estate and contractual work.

In June 2001 he joined MTS. He worked in the Invest-
ments and Securities Department: was responsible for
projects of mergers and acquisitions in the territory

of the Russian Federation and CIS, supported reorgan-
ization of MTS Group subsidiaries, was responsible

for corporate governance in MTS and subsidiaries. He
went from a legal counsellor to a deputy director of the
department.

From 2005 to the present day exercises the powers of
BoD Secretary of MTS PJSC.

In 2010 he won the Vth National Award “Director of
the Year” in the nomination “Corporate Governance
Director — Corporate Secretary”.

For the last years he was regularly included into the
rankings of 25 best Corporate Governance Directors
and Corporate Secretaries during the ceremony of
“Director of the year” National Awards.

He is a member of the Council of Corporate Secretar-
ies National Association (CSNA), which allows MTS

to exchange experience in the corporate governance
sphere and promotes a development of the institute of
corporate secretaries in general.

MTS Group Governance System

Professional experience

2005 to present: Corporate Governance Director of
MTS PISC.

Corporate Governance Director of MTS PJSC is also
responsible for:

e preparation and conduct of meetings of the share-
holders of MTS PJSC;

e ensuring the timely disclosure of information in
accordance with the requirements of the securities
market legislation;

e development of Corporate Governance System of
MTS Group;

e other functions.
Citizenship: Russia.

He doesn’t own (directly/indirectly) neither MTS PJSC
shares nor stocks or shares of MTS PJSC subsidiaries;
he is not a relative of any persons who are members of
management and/or control bodies overseeing finan-
cial and business activities of MTS PJSC.

According to the information available to the Company,
in the reporting year there were no conflicts of interest
among the Secretary of the Board of Directors, includ-
ing those related to his participation in the manage-
ment bodies of competitors of MTS PJSC.
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Committees of the Board of Directors

Committees of the Board of Directors serve as a tool for preliminary in-depth study of
issues before they are submitted to the meeting of the Board of Directors. Members of
the committee study in detail the considered issue and propose to the members of the
Board of Directors the elaborated alternative decisions making it possible for them to
join issue discussion faster.

The following committees operated under the Board of ~ committees approved by the Board of Directors. Com-
Directors in order to increase the efficiency of decisions ~ mittees may involve external experts and advisors in

taken by the Board of Directors, to exercise a detailed order to resolve their tasks. Results of review of agenda
preliminary review of the most topical matters and to issues by the Committees shall be communicated to
prepare the corresponding recommendations by the Board of Directors members before each BoD meeting.
end of 2017: Budget Committee, Audit Committee,
Renumeration and Nomination Committee, Corporate Each BoD member is also a member of one to three
Governance Committee, Strategy Committee. committees. Representation of Company’s managers in
the committees allows for a meaningful dialog during
Powers of and requirements to compositions of the the committee meetings.

committees shall be determined by regulations on

Committee Committee Overview

Budget Committee Preparation of recommendations to the Board of Directors on issues
of preparation, approval, correction and supervision over perfor-
mance of budgets, long-term business plans and investment plans of
the Company

Audit Committee Preparation of recommendations to the Board of Directors in part of
supervision over financial and operational activities of the Company

Remuneration and Nomination Committee Preparation of recommendations to the Board of Directors on issues
of HR policy, determination of the remuneration system of the first
persons, generation of the Company’s corporate culture develop-
ment strategy

Corporate Governance Committee Preparation of recommendations to the Board of Directors on issues
of preliminary review of internal regulatory documents, annual
report, sustainability report of the Company.

Strategy Committee Preparation of recommendations to the Board of Directors upon
review of a strategic development of key functions, projects and
Company in general, and implementation of investment projects and
long-term investment programs

Special committee of independent directors under Preparation of recommendations to the Board of Directors on issues
the Board of Directors of MTS PJSC on the project of of transaction closing terms and related risks, development on an
increased interest of MTS PJSC in the charter capital of opinion on feasibility of transaction closing

MTS Bank PJSC*

1 Created on March 1, 2018.
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Members of the Board of Directors, 2015-2017 Number of committees
of the Board of Directors
in 2015-2017

w
(%2}
(%2}

N

2015 2016 2017

[y

o

Representatives of Executive Non-executive Independent
the management /
representatives of
the shareholder

2015 - 2016 - 2017

Average level of attendance of the meetings of the Committees in 2015-2017

100%
80%
60%
40%
20%

0%

Strategy Appointments Corporate Budget Audit
Committee and Governance Committee Committee
Remuneration Committee
Committee

2015 - 2016 - 2017
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Attendance of Committee meetings in 2017

Committee Member

Ron Sommer

Remuneration and Audit Committee Budget Com-
Nomination Com- mittee
mittee (11 meetings in- (5 in-person
(7 meetings including cluding 10 in-per- meetings)

5 in-person meetings son meetings and
and 2 meetings in 1 meeting in the
the form of absentee form of absentee
voting) voting)

Strategy Com-
mittee

(5 in-person
meetings)

4/5

Corporate Governance
Committee
(3 in-person meetings)

Andrey Dubovskov

3/5

2/3

Aleksandr Gorbunov

5/5

5/5

Artem Zasursky

4/5

Ruslan Ibragimov

3/3

Aleksey Kornya

5/5

Michel Combes

Independent Director,

not a member of MTS PJSC executive
management

af7 9/11

3/5

Vasily Latsanich?

3/5

Stanley Miller

Independent Director,

not a member of MTS PJSC executive
management

7/7 11/11

5/5

2/3

Vyacheslav Nikolaev ?

2/5

Vsevolod Rozanov

5/5

5/5

3/3

Regina Von Flemming

Independent Director,

not a member of MTS PJSC executive
management

7/7 5/5

3/3

Thomas Holtrop

Independent Director,

not a member of MTS PJSC executive
management

717 11/11 5/5

Sergey Shishkin

0/3

1 Powers of the Strategy Committee member terminated on June 29, 2017

2 Elected as Strategy Committee member since June 29, 2017.

138



MTS Group Governance System

Activities of Committees in the reporting year

Budget Committee

Budget Committee is an auxiliary body of MTS PJSC Board of Directors for preparation
of recommendations to the Board of Directors upon review of matters of preparation,
approval, amendment and supervision over the execution of budgets, long-term
business plans and investment plans of MTS PJSC.

Tasks

Development and provision to the Board of Directors of ¢ Methods for determination of key indicators of

recommendations on the following matters: budgets, long-term business plans and investment
plans.

e approval and amendment of budgets, long-term
business plans and investment plans; e budget fulfilment and necessity of its amendment.

e supervision over the progress of budget fulfilment;

Number and identities of the members

Number of the Committee members within the report-
ing year didn’t change (five members, including the
Chairman).

Committee Member From June 23, 2016 From June 29, 2017

Vsevolod Rozanov, Chairman, Non-executive Director

Aleksandr Gorbunov, Non-executive Director

Regina Von Flemming, Independent Director

Thomas Holtrop, Independent Director

Aleksey Kornya, President, Management Board Chairman of
MTS PISC

B — person was/is a Committee member
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Meetings

Reporting year saw 4 (four) in-person meetings of the Participation of Committee members in the meetings.
Committee.

Committee Member April 12 June 28 September 19 October 25 December 14
(in-person) (in-person) (in-person) (in-person) (in-person)
Vsevolod Rozanov | | | | |
Aleksandr Gorbunov | | | | |
Aleksey Kornya | | | | |
Regina Von Flemming | | | | |
Thomas Holtrop | || | | | [ |
B — Committee member participated in the meeting 0 — Committee member didn’t participate in the meeting

Issues and recommendations reviewed

e CAPEX Budgetary Performance by MTS Group in e Performance of CAPEX budget in 2017 and objec-
2016 and Forecast for 2017 tives for 2018

e Management of MTS Group accounts receivable e Approval of MTS Group budget for 2018.
Report for 2016

e And others.
e Results of MTS PJSC debt and liquidity management
in 2016

The Committee has provided the following recommendations to
the Board of Directors:

¢ take note of the report on MTS Group Budget and e submit draft budget 2017 for consideration of the
CAPEX Program Execution in 2016 and Current Board of Directors of MTS PJSC.
Forecast of Execution in 2017;

¢ take note of the preliminary MTS Group budget for
2017 and performance improvement program;

Work results in 2017

The Committee considered during the reporting year Besides, the Committee’s operation plan for the

all required issues related to approval and amendment next year on main functional areas was drafted and
of budgets, long-term business plans and investment approved.

plans.



Composition of the Budget Committee 2015-2017

o

Representatives of Executive Non-executive Independent
the management /
representatives of
the shareholder

2015 <2016 ° 2017

Meetings of the Budget Committee 2015-2017

2015 2016 2017

¢ In person form Absentee form

MTS Group Governance System
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Audit Committee

Tasks:

control over completeness, accuracy and credibility
of financial statements of MTS Group of Companies;
analysis of annual financial statements, intermedi-
ate financial information and corresponding doc-
uments submitted to US Securities and Exchange
Commission and other regulating bodies for the
assessment of their completeness and information
consistency, conducted jointly with the executives
and external auditor;

control over reliability and efficiency of the system
for risk management, compliance and internal
control, and corporate governance system; analysis
and evaluation of completion of the procedures for
risk management, compliance and internal control;
control of procedures for compliance of the Group
with legislation (anti-corruption, anti-monopoly,
etc.) requirements, ethical standards, regulations
and procedures of the Group, requirements of stock
exchanges;

assurance of independence and fairness of internal
and external audit implementation; review of inter-
nal control and audit policies, plan, corresponding
budget and results of Internal Control and Audit

The Audit Committee is a collective deliberative body under the Board of
Directors. The committee was established for the purposes of assisting in efficient
implementation of functions of the Board of Directors in terms of control over
financial and economic activities of the Company.

The committee follows in its activities the recommendations and requirements of the
effective legislation, the Charter and internal documents of the Company, Code of
Ethics and Business Conduct, decisions of management bodies of the Company, and
Regulation on the Audit Committee?.

Unit activities, as well as assessment of efficiency of
Internal Control and Audit Unit activities, includ-
ing approval and evaluation of KPIs fulfilment;
assessment of independence, fairness and lack of

a conflict of interests of Group’s external auditors,
including evaluation of candidates for the Group’s
auditor position, drawing up proposals on appoint-
ment, reelection and u dismissal of Group’s external
auditors, payment for their services and conditions
of their involvement; supervision over the exter-
nal audit and evaluation of quality of the audit
inspection, and assessment of the auditor’s report
confirming the veracity of financial statements;

control over efficiency of the system for notifica-
tion on potential cases of unethical practices of
the Group’s employees and third parties or other
violations in the Group; review of reports on
operation of the Single Hotline of MTS Group of
Companies; control of ethical standards, analysis
and assessment of implementation of policies for
the management of conflicts of interests;

other tasks.

https://moskva.mts.ru/about/investoram-i-akcioneram/korporativnoe-upravlenie/dokumenti-pao-mts/polozhenie-o-



https://moskva.mts.ru/about/investoram-i-akcioneram/korporativnoe-upravlenie/dokumenti-pao-mts/polozhenie-o-komitete-po-auditu/
https://moskva.mts.ru/about/investoram-i-akcioneram/korporativnoe-upravlenie/dokumenti-pao-mts/polozhenie-o-komitete-po-auditu/
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Number and identities of the members

Number of the Committee members within the report-
ing year didn’t change (three members including the

Chairman).
Committee Member From June 23, 2016 From June 29, 2017
Thomas Holtrop, Chairman, Independent Director | | | |
Michel Combes, Independent Director | | | |
Stanley Miller, Independent Director | |

B — person was/is a Committee member

Meetings

Committee activities were based on the approved Besides these meetings the Committee members held
action plan according to main functions assigned to the ~ meetings with financial executives of the Company and
Committee. Reporting year saw 11 (eleven) meetings managers responsible for the system of management
of the Committee: 10 in person form, 1 in the form of of risks and internal control, as well as with external
absentee voting. advisors of the Company on a number of issues.

Committee February March 20 April11 May 18 June28 July27 August Septem- October Novem- Decem-

Member 21 (in-per- (in-per- (in-per- (in-per- (bycor- 18 ber19 25 ber13  ber14
(in-per-  son) son) son) son) respond- (in-per- (in-per- (in-per- (in-per- (in-per-
son) ence) son) son) son) son) son)

Thomas | | | | | | | || || || |
Holtrop

Michel O | | | | | O || | || |
Combes.

Stanley | | | | | | | | | | | | | |
Miller

B — Committee member participated in the meeting [0 — Committee member didn’t participate in the meeting

In 2017 the Audit Committee continued its work to supervise over financial statements of the group,
including control of corresponding information disclosure, over efficiency of the group’s internal
control system, including risk management, compliance system and corporate governance, and also
over efficiency of internal audit and external auditor activities to support their independence and
objectiveness, assessment of their activities’ quality.

Thomas Holtrop, Chairman of the Audit Committee
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Key areas of the Audit Committee activities in 2017

In the sphere of risk management and
internal control system

During 2017 the Committee controlled the proce-
dures providing for Group’s compliance with the
requirements of Sarbanes-Oxley Act. Plan for 2017

and operation results of the Department for Internal
Control Systems for the first half of 2017 and for 2016
in general were reviewed. The committee reviewed and
preliminarily approved the risk management report of
MTS PISC for the first half and 2017.

The analysis of intermediate financial information of
the Group was conducted jointly with the executives
and external auditor for the first, second and third
quarters of 2017; also they analyzed consolidated
financial statements of the Group for the year, prepared
in accordance with International Financial Reporting
Standards (IFRS). The Annual Report of MTS PJSC of 20-F
form for 2017 was discussed and approved. The reports
on financial and operational performance of MTS
Group for I, Il, 1, IV quarters and 2017 were reviewed
and approved.

During 2017 the Committee reviewed transactions of
interest, whose cost exceeds the established materiality
threshold, and with companies of Sistema PJSFC Group,
the results of analysis of economic feasibility and
compliance with requirements of regulatory documents
in closing of such transactions that was completed by
the Internal Control and Audit Block were taken under
advisement.

In the field of compliance system
management

The Committee reviewed strategic areas of compliance
activities for 2017 in MTS Group of Companies and
discussed reports on the status of compliance system
implementation in MTS PJSC and subsidiaries in the
first half of 2017, and the results of the year. The
Committee positively assessed the compliance function
and considers it to be effective. The Committee took
under advisement the Report on development of MTS
PJSC Unified Compliance System. In February 2018, the
Committee approved the functional strategy of MTS
Group in the field of compliance for 2018.

In the area of internal control and audit
management

During 2017 the Committee reviewed information
about current operation of the Internal Control and
Audit Unit. The Chairman of the Audit Committee held
regular meetings with the Director for Internal Control
and Audit. In December 2017 the Committee reviewed
and approved the strategy, KPIs, work plan and budget
of the Internal Control and Audit Block for 2018, and
also the new version of the “Internal Control and Audit
of MTS PJSC” Policy.

The Audit Committee reviewed and took under advise-
ment the results of external assessment of the Internal
Control and Audit Block performance quality, following
which its performance was recognized as complying
with the International Professional Standards of Inter-
nal Audit and Code of Ethics of the Internal Auditors’
Institute.

The Committee reviewed and approved the results of
Internal Control and Audit Block performance for the
first half of the year and in total for 2017, the compli-
ance with 2017 KPIs was assessed. The Audit Commit-
tee positively evaluated the Internal Control and Audit
Block performance, finds the function effective and
performance of the Block tasks in full compliance with
the expected results.

In the area of external audit management

The audit committee recommended CJSC Deloitte and
Touche CIS as the auditor of financial statements of
MTS PJSC, which was confirmed by recommendation

of the Board of Directors and by shareholders of the
Company at the Annual General Shareholders’ Meeting.

On June 29, 2017 according to the recommendation

of the Audit Committee, on June 28, 2017 the Board

of Directors approved the amount of remuneration for
the auditor of CJSC Deloitte and Touche CIS for audit
of financial statements of MTS Group of Companies for
2017 in the amount of 125,070 thous. RUB (VAT and
overhead expenses excluded).

Each year at the beginning of audit process the auditor
shall present to Committee’s consideration a detailed
audit plan, identify and evaluate key risks. Evaluation



of efficiency and quality of the audit process shall be
prepared by the Committee according to the results

of analysis of auditor’s reports. Audit Committee
discussed and approved results and conclusions of the
external auditor based on results of the review of quar-
terly overviews of financial information for the first,
second and third quarters of 2017 and the annual au-
dit, including comments in the area of internal control.
Based on 2017 results the Committee gave a positive
evaluation of the audit quality and audit procedure
efficiency in general.

The Audit Committee gave a positive evaluation of
auditor’s opinions based on results of the audit of

MTS PJSC financial statements for 2017 prepared in
accordance with Russian accounting standards, and
consolidated financial statements of MTS PJSC and its
subsidiaries for 2017 prepared in accordance with IFRS.

The Committee exercised supervision over compliance
of the auditors with independence principles. Dur-
ing 2017 the Committee considered information an

MTS Group Governance System

permissible non-audit services, which was provided by
the external auditor, and discussed with the auditor a
possible impact of the service on independence of the
auditor. Permissible non-audit services were prelimi-
narily approved by the Committee in accordance with
the procedure described in the Regulation on Audit
Committee.

In the area of counteraction to unethical
practices of MTS Group employees

and third parties and compliance with
ethical standards and conflict of interest
management

In 2017, the Committee reviewed performance of the
Single Hotline of MTS Group of Companies for 2016,
and on a monthly basis reviewed reports on operation
of the Internal Control and Audit Block. The reports of
the Discipline Committee for 2017 were considered and
taken into account.

Issues and recommendations of the Audit Committee reviewed

at the meetings in 2017:

e approval of reports on financial and operational
results of MTS Group for 2016, and for the 1st, 2nd
and 3rd quarters of 2017,

e review and approval of reports of CJSC Deloitte and
Touche CIS on the results of annual audit for 2016,
and quarterly reviews of financial information for
the 1st, 2nd and 3rd quarters of 2017, annual audit
plan for 2017, preliminary approval of permissible
non-audit services;

e recommendation to the Board of Directors to
approve CJSC Deloitte and Touche CIS as auditor
of financial statements of MTS PJSC in 2017 with
remuneration in the amount of 125,070 thous. RUB
(VAT and overhead expenses excluded);

e discussion and approval of the Annual Report of
MTS PJSC by the form 20-F;

e review of MTS PJSC Risk Management Report for
the first half of 2017 and recommendation to the
Board of Directors to approve the same;

e review and recommendation to the Board of
Directors on approval of new revision of the Policy
“Internal Control and Audit at MTS PJSC”;

e review and approval of performance of Internal
Control and Audit Unit for 2016 and the first half of
2017;

e taking under advisement confirmation of organi-
zational independence of the Internal Control and
Audit Block for 2017;

e review and approval of the strategy, KPIs, work plan
and budget of the Internal Control and Audit for
2018;

e review of the plan for 2017 and operation results
of the Department for Internal Control Systems for
2016 and the first half of 2017;

e review and approval of the report on implementa-
tion of MTS Group compliance strategy 2016 and re-
port on the status of implementation of compliance
strategy at MTS PJSC and its subsidiaries in the first
half of 2017;
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review of the report on development of MTS PJSC
Unified Compliance System;

review of work results of the Single Hotline of MTS
Group of Companies for 2017,

review of transactions of interest, whose cost
exceeds the established materiality threshold, and

with companies of Sistema PJSFC Group, the results
of analysis of economic feasibility and compliance
with requirements of regulatory documents in
closing of such transactions;

approval of the Committee work plan for 2018.

Work results in 2017

In the reporting year the Committee reviewed issues
related to the assurance of control over reliability and
efficiency of the system for risk management and in-
ternal control, compliance system, veracity of financial
statements of MTS Group of Companies, independence

and fairness of internal and external audit implementa-

tion, efficiency of the system for notifying on potential

Composition of the Audit
Committee 2015-2017

cases of unethical practices of the Group’s employees
and third parties or other violations in the Group.

The Committee’s operation plan for the next year on
main functional areas was drafted and approved.

Meetings of the Audit Committee

N
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o

Independent

2015 <2016 ° 2017

2015-2017
3 1
1
11
10
9
2015 2016 2017

* In person form
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Remuneration and Nomination Committee

The Remuneration and Nomination Committee is an auxiliary collective deliberative
body under the Board of Directors. Main purposes of the Committee are: formulation
of HR policy of the Company, determination of the system for renumeration of chief
officers of the company, shaping the strategy for development of corporate culture in
MTS Group.

Committee members follow leading international practices and trends in preparation
of effective solutions within the terms of their reference.

The committee follows in its activities the recommendations and requirements of the
effective legislation, the Charter and internal documents of the Company, Code of
Ethics and Business Conduct, decisions of management bodies of the Company, and

Regulation on the Committee®.

Tasks:

1

Development and update of MTS PJSC HR policy,
preparation of a succession pool for the positions
of chief officers;

Drawing up proposals on candidates and on deter-
mination of significant conditions for renumeration
of the chief executives, and proposals on an early
termination of office;

Evaluation of performance results of the Company’s
President and Management Board members, direct
subordinates of the Company’s President for the
reporting period and preparation of proposals on
their reappointment and appointment of Corporate
Secretary;

Development and submission for BoD review of
internal documents related to implementation of
the Options Plan of the Company;

Control over meeting the requirements of the effec-
tive legislation, MTS PJSC Charter and internal reg-
ulatory acts of MTS PJSC as to compliance with HR
policy of the Company, standards and procedures in
the sphere of renumeration and appointments;

Determining methods and evaluation of perfor-
mance of the Board of Directors of the Company;

The Committee preliminarily addresses the issues
reviewed at meetings of the Company’s Board of
Directors in the sphere of appointment and renu-
meration of top managers of the Company.

https://moskva.mts.ru/about/investoram-i-akcioneram/korporativnoe-upravlenie/dokumenti-pao-mts/polozhenie-o-

komitet-po-voznagrazhdeniyam-i-naznacheniyam
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Number and identities of the members

Number of the Committee members within the report-
ing year didn’t change (five members, including the
Chairman).

Committee Member

Stanley Miller, Chairman, Independent Director

From June 23, 2016

From June 29, 2017

Michel Combes M. Combes, Independent Director | | |
Thomas Holtrop, Independent Director | |
Regina von Flemming, Independent Director | |

B — person was/is a Committee member

Meetings

Reporting year saw 7 (seven) in-person meetings of the
Committee.

Participation of Committee members in the meetings is
reflected in the table.

Committee Member February 21  April 11 May 25 (by  June 28 (by  June 29 September 18 December 14
(in-person)  (in-person)  correspond- correspond- (in-person)  (in-person)  (in-person)
ence) ence)
Stanley Miller | | | | | |
Michel Combes O | O O | | |
Thomas Holtrop | | | | | | |
Regina Von Flemming W | | | | | |

B — Committee member participated in the meeting

[0 — Committee member didn’t participate in the meeting

Main areas of activities of the Remuneration and Nomination
Committee in 2017:

Matters of appointments and succession
assurance

Candidates for positions of an immediate subor-
dination to the Company’s President were consid-
ered. Experience sufficiency was evaluated; the
results achieved in the Company were analyzed for
internal candidates. Candidates for key managerial
positions in various functions of the Company were
considered, their readiness for appointment as well
as strengths and development possibilities were
evaluated.

Independence of the candidates for inclusion in
the Audit Committee under the MTS PJSC Board of
Directors was assessed.

Issues of the systems for remuneration of
managers

Key indicators of the performance of company’s top
managers were determined, the results of previous
period activities were reviewed.

Procedures required for the support of long-term
motivation program were implemented, including
determination of the current-year program partici-
pants and program’s KPI targets.

technical standards for top managers were updated
according to the current needs.



Matters related to the efficiency
of development of the personnel
management function at MTS

e HR strategy implementation results and objectives
for future periods were reviewed. Recommenda-

MTS Group Governance System

tions on the main areas of activities were given to
the Company’s managers.

Key transformations of the Company’s organization-
al structure, their correspondence to the upper-lev-
el business objectives and the Company’s strategy

Issues and recommendations reviewed

e Assessment of the results of activities performed by
the President and top managers of the company in
2016.

e Setting goals for 2018, including the list, target
values and u influence (weight) of each of the pa-
rameters upon the resulting renumeration award.

Drawing up lists of participants of the long-term
awarding programs according to the program’s
regulations.

Appointments and employment termination of the
Management Board members and top managers; it
was recommended to rotate Management Board of

the Company.
e Review of KPI results of the long-term awarding
programs for 2017 and setting goals for 2016.

In the reporting year the Appointments and Remuneration Committee continued working over impor-
tant aspects of personnel management for the company. Efficiently using the international corporate
governance experience and best professional practices, the committee consults the Board of Directors
on these issues.

We strive to ensure that the MTS policy in the field of compensation and benefits is recognized as

the best practice in the labor market; best managers work in the Company, and employees’ work is
assessed using clear and transparent indicators established by the management authority of the Com-
pany. The Committee generalizes the results of achievement of the annual key performance indicators
and provides recommendations to the Board of Directors on short-term and long-term stimuli based
on analysis of local and international market conditions.

All members of the Committee are confident that in virtue of engagement of the best personnel, in-
vestment into training, retention and fair remuneration at the market level, creation of opportunities
for their development in the competitive, but fair environment, the Company provides for its success
for many years ahead.

The Committee watches implementation of Company’s strategic development initiatives. An impor-
tant goal, on the one hand, is to ensure fair remuneration of outstanding results, and on the other
hand, not to ignore absence of efforts. Together with the Audit Committee, special attention is

paid to compliance with the corporate governance rules, regulatory requirements and prevention of
financial crimes. In accordance with the recommendation of the Appointments and Remuneration
Committee, company’s management KPIs were supplemented with objectives related to corporate
governance and adherence to compliance principles.

The Committee is responsible for review of external and internal candidates for key management jobs
of the Company, and for assessment of independent candidates for the Board of Directors. Recently
the Committee summarized results of Company’s President and top management results in 2017, and

also approved the strategy in the field of personnel management for 2018-2019.

Stanley Miller, Chairman, Appointments and Remuneration Committee
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e Changes in the Company’s organizational structure
in general and with respect to direct subordinates
of the President of the Company.

e Composition and readiness of successors to top
managers of the Company.

e Evaluation of top managers’ renumeration level
against the market level and their contribution to
Company’s results.

e Standards of material and technical support of the
Company's top managers have been updated.

e Assessment of compliance of candidate members of
MTS PJSC Board of Directors with the independence
criteria.

e Development of the company’s organizational
structure.

The Committee has provided the following recommendations to

the Board of Directors:

On all the issues discussed, the Committee provided
recommendations for proper decisions in accordance

Work results in 2017

In the reporting year, the Committee reviewed all the
necessary issues related to the competence of the Com-
mittee required to effectively support the Company's
activities and its development.

Particular attention was paid to the development of
internal successors to leadership positions and digital
transformation of the company.

Composition of the Remuneration and
Nomination Committee 2015-2017

w

N

[EEY

o

Independent

2015 - 2016 - 2017

with the best world practices, the current business
environment and the company's development strategy.

Besides, the Committee’s operation plan for the
next year on main functional areas was drafted and
approved.

Meetings of the Remuneration and
Nomination Committee 2015-2017

p.
7 7
6
2015 2016 2017

* In person form  © Absentee form
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Corporate Governance Committee

The committee was formed to develop and improve the system and practices
of corporate governance in the Company. The Committee within the terms
of its reference preliminarily reviews the most important issues and prepares
recommendations for the Board of Directors to take relevant decisions

The committee follows in its activities the recommendations and requirements of the
effective legislation, the Charter and internal documents of the Company, Code of
Ethics and Business Conduct, decisions of management bodies of the Company, and
Regulation on the Committee®.

Tasks

The Committee faces the challenges on a development e determination of policies in the area of voluntary

of priority areas of Company’s activities as to imple- disclosure of information by the Company and con-

mentation of the corporate governance standards and trol over the compliance with information policies;

control over practices in this sphere and settlement of

corporate conflicts. e assistance in prevention and settlement of cor-
porate conflicts between the shareholders and

In relation to the goals that were set the Committee between the shareholders and executive bodies of

performs the following functions: the Company, as well as review of complaints and

comments of the shareholders;
e control over reliability and efficiency of the system

and practices of corporate governance, and prepa- e preliminary review of internal regulatory docu-
ration of suggestions on their improvement, as well ments of the Company submitted for approval

as a comparative analysis of corporate governance (preliminary review) of the Board of Directors, and
policies and programs in other companies; of the Company’s annual report.

1 https://moskva.mts.ru/about/investoram-i-akcioneram/korporativnoe-upravlenie/dokumenti-pao-mts/

polozhenie-o-komitete-po-korporativnomu-upravleniyu
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Number and identities of the members

Number of the Committee members within the report-
ing year didn’t change (seven members, including the

Chairman).

Committee Member From June 23,2016 From June 23, 2016
Vsevolod Rozanov, Chairman, Non-executive Director | | | |
Andrey Dubovskov, President, Chairman of Sistema PJSFC Management Board, | |

Executive Director

Ruslan Ibragimov, Management Board Member, MTS PJSC-Vice-President on | | | |
Corporate and Legal Issues

Stanley Miller , Independent Director

Regina von Flemming, Independent Director

Sergey Shishkin, Member of the Management Board, Sistema PJSFC

B — person was/is a Committee member

Meetings

Reporting year saw three in-person meetings of the Participation of Committee members in the meetings is
Committee. reflected in the table.

Committee Member April 11 (in-person) September 19 (in-person) December 14 (in-person)
Vsevolod Rozanov | | |
Andrey Dubovskov O | |
Ruslan Ibragimov | | |
Stanley Miller | | O
Regina Von Flemming | | |
Sergey Shishkin d | |
B — Committee member participated in the meeting O — Committee member didn’t participate in the meeting
Issues and recommendations reviewed
6 issues were reviewed in total during the reporting e self-assessment of the Board of Directors 2017;

year, such as:
e extension of the D&O Insurance Agreement;
e report on company’s corporate governance system
for 2016; e notification on relevant changes to legislation;

e MTS PJSC corporate governance benchmarking for
2016, 2017;
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The Committee has provided the following recommendations to
the Company’s Board of Directors:

e to take into account the provided information
on extension of MTS Group companies directors
and officials liability insurance agreement (D&O
Agreement);

Work results in 2017

The Committee considered in 2015 all the matters
related to the corporate governance in the Company;
no issues on settlement of corporate conflicts arose; no
complaints or comments from the shareholders on a
competence of the Committee were received.

Composition of the Corporate
Governance Committee 2015-2017

[y

o

Representatives of Executive Non-executive

the management /
representatives of
the shareholder

* to engage an external consultant to support the
process of self-assessment of the MTS PJSC Board of
Directors in 2017.

Main attention of the Board of Directors was focused
on implementation of the Corporate Governance Code
provisions and self-assessment of the Company’s Board
of Directors.

Meetings of the
Corporate Governance
Committee 2015-2017

1
4
3

Independent 2015 2016 2017

2015 - 2016 - 2017 ‘

* In person form ¢ Absentee form
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Strategy Committee

The Committee is an auxiliary body of MTS PJSC Board of Directors for preparation of
recommendations to the Board of Directors upon review of a strategic development
of key functions, projects and Company in general, and implementation of investment
projects and long-term investment programs.

Tasks:

e preliminary review and provision of recommenda- e discussion and drawing up of recommendations on
tions to the Board of Directors on issues within the strategic activity areas and projects of the Company.
terms of reference of the Strategy Committee;

Number and identities of the members

Composition of the Committee was changed during the ~ New composition of the Committee was approved at the

reporting year. meeting of the Board of Directors dated June 29, 2017
Committee Member From June 23,2016 From June 29, 2017

Ron Sommer, Chairman, Non-executive Director | | | |

Aleksandr Gorbunov, Non-executive Director | | | |

Andrey Dubovskov, President, Chairman of MTS PJSC Board | | | |

Sistema PJSFC, Executive Director | | | |

Stanley Miller, Independent Director | ||

Michel Combes, Independent Director | |

Vsevolod Rozanov, Non-executive Director | | | |

Artem Zasursky, Vice President, Head of the Strategy Complex, Sistema PJSFC | |

Vyacheslav Nikolaev, Member of the Management Board — Vice-President for - |

Marketing, MTS PJSC*

Vasily Latsanich, Management Board Member, Vice President for Strategy and | -

Marketing, MTS PJSC*

B — person was/is a Committee member

! Elected as a committee member on June 29, 2017
2 Excluded from the composition of the Committee since June 29, 2017.

In the reporting year, we reviewed all the key aspects of MTS 'long-term business development. Our
attention was focused on the transformation of MTS business, including management of these trans-
formations; functional strategies in the field of technologies, IT, TV services, and also innovations and
digital areas. It should be noted that all the issues evoked lively discussions among the members of
the Committee, and resulted in a number of recommendations to the management of the Company.

Ron Sommer, Chairman of the Strategy Committee



MTS Group Governance System

Meetings

Reporting year saw five (5) in-person meetings of the Participation of Committee members in the meetings.
Committee.

Committee Mem- February 21 April 11 June 28 September 19 December 14
ber (in-person) (in-person) (in-person) (in-person) (in-person)
Ron Sommer | | | | |
Aleksandr Gorbunov M | | | |
Andrey Dubovskov W O O | |
Stanley Miller | | | | |
Michel Combes O | O | |
Vsevolod Rozanov | | | | |
Artem Zasursky | | O | |
Vlyacheslav Nikolaev - - - | |
Vasily Latsanich | | | - -
B — Committee member participated in the meeting O — Committee member didn’t participate in the meeting
Issues reviewed by the Committee in 2017
e MTS Group IT Strategy for 2017-2019 e Key changes and innovations in regulation of MTS
business areas in Russia. Threats, opportunities,
e Technological strategy of MTS Group for 2017-2019 status and plans.
e MTS Innovation Center: current status and plan of e Report on the Digital range.

works for 2017-2019
e MTS Strategy in the field of TV (all types, including

e Main strategic subjects/areas for MTS Group for relevant aspects of fixed BBA).
2018-2020. Discussion of top-down indicators for
subsequent cycle of strategic planning. e Satellite TV: current status and strategy.

e Clustering: 2016 results, 2017 objectives and plans

The Committee has provided the following recommendations
to the Company’s Board of Directors and Management of MTS
Group:

e To develop the plan of actions for recruitment of IT e To consider at the strategic session the problems

experts and building of competences in MTS. of OTT messenger penetration growth, projects
of digital transformation, data transfer pricing,
¢ Intechnological reports and strategies, to use indi- priorities of capital investments between 3G and
cators of network traffic and quality prime cost, and 4G, long-term prospects of Big Data, WiFi calls and
also to disclose subjects of loT, WiFi Calling, VoLTE, process aspects of loT development.

OTT Voice at strategic session.
e To recommend to MTS management to organize a
meeting on global scenarios of MTS business devel-
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opment, in order to demonstrate their comparison
in materials of the strategic session.

e Within business planning and budgeting, to devel-
op the decision on changing the KPI weights within
the system of motivation for directors of clusters
and regions inside clusters.

¢ To develop a differentiated approach to definition
of target reduction of retail chain for its application
to scheduling and budgeting of sales operations in
2018.

Work results in 2017

In the reporting year the Committee considered issues
related to the strategic development of the Company in
the main functional areas, as well as to key projects for
differentiation and transformation of MTS Group busi-

Composition of the Strategy
Committee 2015-2017
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Representatives of Executive Non-executive Independent
the management /
representatives of
the shareholder

2015 2016 - 2017 ‘

e Torecommend to MTS management to add infor-
mation to the report on status of Digital project
on structure of active use base of MTS payment
services (MTS Wallet), quantity of customer profiles
and metrics, collected for them, quantitative
information on financial effect of key Big Data pro-
jects, metrics of MTS mobile app user satisfaction,
exclusion of “M2M SIM-cards quantity” from the list
of strategic KPIs.

e To select and elaborate the optimal scenario of
satellite TV project development.

ness. In addition, a work plan for the Committee for the
next year was developed, based on an analysis of the
development of new digital business areas of MTS and
consideration of functional strategies.

Meetings of the Strategy
Committee 2015-2017

2015 2016 2017

* In person form ¢ Absentee form




Events after the reporting date

On March 2018 the Special committee of independent

directors under the Board of Directors of MTS PJSC was
formed on the project of increased interest of MTS PJSC
in the charter capital of MTS Bank PJSC.

Committee composition:

e Thomas Holtrop — Committee Chairman;

Stanley Philip Miller;
e Michel Combes;

e Regina Von Flemming.

MTS Group Governance System
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Information on remuneration of members of
the Board of Directors

The procedure and terms of remuneration payment to members of the Board of
Directors of MTS PJSC are defined in accordance with the Regulation on remunerations
and compensations paid to members of the Board of Directors of MTS PJSC.?

Remuneration for the fulfilment of obligations of MTS All the categories of Company’s Board of Directors
PJSC Board of Directors members shall be paid to the members shall have the right for compensation of
Board of Directors members who are independent overhead expenses related to the fulfilment of obliga-
directors and to the Board of Directors members who tions of a Board of Directors member.

are not employees or members of management bodies
of the companies included in MTS Group.

1 http://www.company.mts.ru/comp/ir/control/regulations/bod _compensation/

There are three forms of remuneration for Board of Directors members

v

Basic remuneration

Basic renumeration shall be paid
for the fulfilment of obligations of a
Company’s BoD member during the
corporative year; it doesn’t depend
on number of meetings the Director
participated in.

Amount of basic remuneration of
the Director is 250,000 USD

\ v

Remuneration for fulfilment of Performance-based bonus

additional obligations related to

the work in Board of Directors Members of the Board of Directors

Committees receive bonus based on their perfor-
mance over the year, depending on

Mandatory committees: 15,000 USD amount of Company’s capitalization

per year (for the work in each according to results of Company’s

committee); operation in case of profit.

Other committees: 5,000 USD With that, value of the year-end

per year (for the work in each bonus paid to Directors can’t exceed

committee); 200,000 USD

Special committees: 20,000 USD
per year (for the work in each
committee).

Total amount of remuneration can’t exceed 500,000 USD

The Company does not compensate for Directors who are not Russian tax residents the amount of individual income tax that
should be deducted from them according to the Russian legislation and/or paid by them in accordance with legislation of

another country.
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Compensations of expenses

Compensations shall be paid in accordance with actual-
ly made and documented target expenses:

e on travelling to the destination and back
e on accommodation lease
* on communication services

e other documented expenses.

MTS Group Governance System

Board of Directors members also get compensations for
miscellaneous expenses in amount not more than 200
thousand USD per year

Directors who are not Russian citizens receive compen-
sations in US dollars.

The remuneration system of the members of the Board
of Directors provides for approach of financial inter-
ests of directors with long-term financial interests of
shareholders.

Detailed information is disclosed in clause 4.2.1. Report on fulfilment of the principles and recommendations of

the Corporate Governance Code.

Remuneration paid to members of the Board of Directors in 2017

Indicator Total, RUB

Remuneration for participation in operations of the management body 119,468,631.14
Cost compensations 4,334,241.71
TOTAL 123,802,872.85
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Evaluation of Board of Directors’ performance

The effectiveness of the Board of Directors affects the quality of management,
performance of the organization and, as a consequence, its market capitalization. In
order to improve the practices of the Board of Directors, a systematic evaluation is
necessary, after which the members of the Board of Directors will better understand
their strengths and development zones and can identify opportunities for constructive

and sustainable changes in the long term.

The evaluation of the Board of Directors performance
acts as an efficient tool of corporate governance devel-
opment and is aimed to raise the efficiency of Board of
Directors performance.

After adoption of the Code and completion of the
corporate governance audit of MTS in 2015 the
Corporate Governance Committee under the Board of
Directors made a decision on the need for drafting a
new methodology. In 2016, with joint participation of
Remuneration and Nomination Committee, Corporate
Governance Committee and the Board of Directors, an
independent consultant was selected to update the ex-
isting methodology for the evaluation of performance
of the Board of Directors. A new methodology was
approved by the Board of Directors.

The Methodology defines the approach to the Evalua-
tion, the purpose of which is to improve performance
of the Board of Directors, its committees, Board of
Directors members, and improve the quality of corpo-
rate governance in MTS as a whole. The methodology
contains description of the following:

¢ context of international and Russian practice,
where the issue of evaluation is being considered;

e objects and subjects (participants) of evaluation;
¢ methods and tools of evaluation;

e principles, procedures and main areas of
evaluation;

e evaluation procedure;
e approach to analysis and use of evaluation results;

e approach to risk management in process of
evaluation.

e Evaluation principles are the following:

* regular performance;

relevance;
e practical focus;
e objectivity of results;

e comparability of results;

confidentiality.

The objects of the Evaluation include:

e activities of the Board of Directors;

e activities of committees of the Board of Directors;

¢ individual performance of each member of the
Board of Directors and committees, including their
chairmen;

e Qactivities of the Corporate Secretary.

The purpose of the Board of Directors performance
evaluation is maximization of Board of Directors
contribution to successful development and growth of
company value through solving such tasks as:

e determination of balanced composition of the
Board of Directors from the point of view of profes-
sional experience, knowledge, skills and personal
qualities of its members;

e analysis of effective approaches and procedures
used by the Board of Directors and Committees in
their work;

e tracking presence and level of motivation of the
Board of Directors members;



e confirmation of sufficient control from the side
of the Board of Directors over operations of the
organization and determination of quality of
interrelations between the Board of Directors and
management;

e determination of the Board of Directors contribu-
tion to development of the MTS corporate govern-
ance system and ensuring efficient cooperation of
its subjects.

The main objective of Board of Directors performance
evaluation is definition of their efficiency in preliminary
elaboration of issues and assistance to the Board of
Directors in process of decision making. Such objective
may be achieved by solving such tasks as:

e confirmation of the role, function and objectives of
the Committee;

e inspection of balanced composition of the Commit-
tee from the point of view of number of its mem-
bers, their knowledge, professional experience and
competences;

e analysis of quality and efficiency of Commit-
tee interaction with the Board of Directors and
management.

Individual evaluation of members of the Board of Direc-
tors is aimed at maximization of their contribution to
operations of the Board of Directors and Committees,
and also detection of directors’ need for upgrade or
development of certain skills enabling more effective
operation of the Board of Directors and Committees.

The evaluation is carried out on a reqular basis (an-
nually) and can be conducted both independently (by
questionnaire method) and with involvement of an
independent consultant.

Following 2016 evaluation results, a plan of actions was
generated to develop corporate governance, with the
following key actions:

e change the approach to formation of the agenda
for in-praesentia meetings of the Board of Directors
(split off technical issues into a separate block);

e arrange for the participation of independent Board
of Directors directors in the work of the Strategy
Committee;

e ensure meetings of independent members of the
Board of Directors with individual categories of
employees;

MTS Group Governance System

¢ include individual issues of management remuner-
ation and succession into the plan of work of the
Remuneration and Nomination Committee;

e ensure research on issues of top management
remuneration, etc.

All listed actions were performed.

In 2017 we evaluated the Board of Directors according
to the new methodology for the second time: in the
form of self-evaluation by survey method. For the
evaluation, a 4-point scale was used. It should be noted
that in order to produce more complete results, this
year we additionally had interview with all members of
the Board of Directors and individual representatives of
the management.

In process of evaluation, a wide list of issues was ana-
lyzed: balance of power in the Board of Directors, role
of the Board of Directors in generation and implemen-
tation of the Company strategy, analysis of quantitative
and personal composition of the Board of Directors
and Committees, qualification and experience of the
members of the Board of Directors, role of independent
directors, procedure of Board of Directors and commit-
tees meetings, evaluation of efficiency of Chairman’s,
Secretary’s work and work of each of the committees
under the Board of Directors.

During self-evaluation, the Board of Directors consid-
ered issues aimed at detection of faults in the field of
professional qualification, experience, business skills of
the members of the Board of Directors, and also com-
pliance of the quantitative composition of the Board
of Directors with the Company’s needs. The results of
self-evaluation demonstrated that the composition of
the Board of Directors was balanced, combination of
professional competences, knowledge and experience
of the members of the Board of Directors reflects

the needs of the Company and makes it possible to
efficiently perform tasks and functions of the Board of
Directors.

Evaluation results were considered at the joint meeting
of the Corporate Governance Committee and the Remu-
neration and Nomination Committee, and then at the
meeting of the Board of Directors. The meetings were
in-person meetings.

The average score on all evaluation elements was 3.84
and did not change almost compared to the similar
indicator of 2016 (3.85). At the same time the average
score was no less than 3.69 points for all evaluation
components.
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In the opinion of the assessment process participants,
the Board of Directors plays a crucial role in MTS corpo-
rate governance system, duly performing its functions
and paying sufficient attention both to strategic issues
and to those in the filed of business efficiency control.
This is promoted by work of the Chairman of the Board
of Directors and Corporate Secretary that they perform
at high level.

Besides, directors and other participants of the eval-
uation process expressed their proposals for further
improvement of the work of the Board of Directors and
key issues that the Board of Directors should focus on.

Following the completed evaluation, recommendations
were worked out to improve the work of the Board

of Directors, and a plan of actions was developed for
2018. The key recommendations are related to issues of
strategy, succession, business efficiency and committee
operations.

We positively evaluate the results of last year evalua-
tion and see high level of its participants’ involvement,
therefore we plan to conduct it further, and will also
consider the feasibility of engagement of a separate
consultant for the evaluation process (in accordance
with the Code recommendation).

Informing newly elected members of the
Board of Directors about Company’s operation

In accordance with best corporate governance practices
for newly elected members of the Board of Directors
an orientation (information) course in the format of
interactive presentation in Russian and English is held.
This course enables to shortly familiarise new members
of the Board of Directors with Company’s development
history, operation of the Board of Directors, main
documents governing Company’s operations, annual
financial reporting, development strategy, Company’s
management structure etc.

The President, Company’s management and secretary
of the Board of Directors take part in the presentation.
Individual meetings with senior functional manage-
ment of the Company are also offered to members of
the Board of Directors, at which members of the Board
of Directors may obtain any information required for
their work.

No induction was provided in 2017.
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Role of the Board of Directors in organization
of the efficient risk management and internal

control system*

The Board of Directors within its competence is liable
for organisation of the risk management and internal
control system in the Company, including approved
reports on efficiency of the risk management system,
efficiency of the Company’s internal control system,
including compliance system.

The Board of Directors is liable for efficiency of the risk
management process, for building and maintaining of
the Company’s risk management and internal control

system; twice a year reviews risk management report,
annually reviews a report of the Audit Committee
based on annual results with analysis of current control
systems and discovered violations.

Today, an efficiently operating risk management and
internal control system aimed at assuring reasonable
confidence in achievement of objectives set in the
Company exists in the Company.

Officials and MTS Group Companies Liability

Insurance

Insurance amount (limit of liability) for five (5) last years remained unchanged and
amounts to 250 million USD (for each of annually executed insurance agreements).

D&O policy

Enables to assure protection of members of the Board
of Directors, Management Board and management
of MTS PJSC (hereinafter — “Officials”) and provide
coverage for:

¢ indemnification of Officials, in connection with
actions or claims submitted against them or their
persecution by authorised state authorities for their
actions/omissions while they exercise office duties
in the office held, namely:

— compensation of expenses of Officials for law-
yers and legal protection in connection with the
above actions or claims;

— indemnification of damages caused to plaintiffs
by actions/omission of Officials (in the event that
the lawsuit is satisfied by the court);

¢ indemnification of damages of MTS PJSC and sub-
sidiaries of MTS PJSC for claims related to securities
(except for lawsuits related to IPO of American
depositary receipts).

1 A more detailed information is presented in the section “Risk Management and Internal Control System”.
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President and Management board of MTS

A key role in implementation of the selected strategy, organisation of efficient
implementation of resolutions of the Board of Directors, management of current
operations of the Company belongs to Executive Bodies of the Company — President
(sole executive body) and Management Board (collegial executive body).

Executive bodies are accountable to the Board of Direc-
tors and General Shareholders Meeting.

The executive bodies of the Company shall be estab-
lished by the Board of Directors.

The President and Management Board act on the basis

of the articles of association of MTS PJSC, Regulation on
President of MTS PJSC* and Regulation on the Manage-

ment Board of MTS PJSC2.

Executive bodies:

e shall organize the Company’s activities and be
responsible for results of these activities, ensure
the enforcement of decisions made by the General
Meetings of Shareholders and by the Board of
Directors;

e assure establishment and maintenance of opera-
tion of the efficient risk management and internal
control system in the Company, are responsible

~

Duration of work in the Management Board

4-5 years

Sl

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

for implementation of resolutions of the Board of
Directors in terms of organisation of the risk man-
agement and internal control system;

e shall be responsible for effective economic, finan-
cial, scientific and technical and social policies of
the Company.

The Board of Directors is entitled at any time to adopt
a resolution on early termination of President’s powers
as well as on termination of powers of an individual
member of the Management Board or all members of
the Management Board and on establishment of new
Executive Bodies.

During 2017 (from March 5, 2011) Andrey Ana-

tolievitch Dubovskov performed functions of the
President of MTS PJSC.

Since March 13, 2018 the functions of MTS PJSC

President are performed by Alexey Valerievich
Kornya.

over 5 years

1-3 years
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Composition of the Management Board in 2017
Information about the President and members of the Management Board

as of December 31, 2017

Aleksey Kornya

President, Management Board Chairman of MTS

PJSC (since March 13, 2018)

Born in 1975 in Bryansk.

In 1998 he graduated from St. Petersburg State Univer-
sity of Economy and Finance.

Professional experience:

2000-2000: CJSC PricewaterhouseCoopers Audit,
consultant-auditor

2000-2004: 0JSC North-West Telecom, chief financial
consultant, chief specialist on financial consultation

2004-2007: MTS PJSC, in July 2004 — financial director
of the branch of MTS PJSC of Ural macroregion; in Octo-
ber 2007 — director of the Financial Planning and Anal-
ysis Department of the Financial Unit of MTS Group

2007-2008: MTS PJSC, controlling director of the
Finance and Investment Unit.

2008-2009: MTS PJSC, deputy of the vice-president
for finance and investments, acting vice-president for
finance and investments

2010-2013: MTS PJSC, vice-president for finance and
investments

2013-2016: MTS PJSC, member of the Management
Board — Vice President, Finance and Investments

2016-2018: Member of the Management Board —
Vice-President for Finance and Investment, Mergers
and Acquisitions, MTS PJSC

2018 — present — MTS PJSC, President, Member of the
Management Board

Member of the Board of Directors of Mobile TeleSys-
tems JLLC, MTS Bank PJSC, RTC JSC, Sistema Capital MC
LLC, Member of the Supervisory Board of PrJSC MTS
Ukraine, Member of the Budget Committee at the
Board of Directors of MTS PJSC.

Member of the Management Board of MTS PJSC since
2008.

As of December 31, 2017 he owned ordinary registered
shares of MTS PJSC in the amount of 148,624 shares.
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Andrey Dubovskov*

(until March 12, 2018)

Born in 1966 in Almaty.

In 1993 he graduated from the All-Russian State Univer-
sity of Cinema n.a. S.A. Gerasimov with the specialty in
film direction.

Professional experience

1993-2002: a range of leading positions in Millicom
International Cellular S.A., Millicom International Cellu-
lar B.V., “Regional cellular communications” LLC, “800”
LLC and other companies in Moscow, Alma-Ata, Nizhny
Novgorod, Ekaterinburg, Perm and Kiev

2002-2004: CEO of “Tele2” Group company in Nizhny
Novgorod

2004-2006: Director of MTS PJSC Branch in Nizhny
Novgorod

2006—2007: Director of “Ural” Macro-Region of MTS
PJSC

2007-2008: First Deputy CEO of MTS Ukraine PrJSC

1 Deputy Chairman of the Management Board was not elected.

President, MTS PJSC Management Board Chairman

2008-2011: CEO of MTS Ukraine PrJSC

2011-2018: President, Management Board Chairman of
MTS PJSC

2018 to present: President, Management Board Chair-
man of Sistema PJSFC

Chairman of the Board of Directors in MGTS PJSC and
Russian Telephone Company JSC and Deputy Chairman
of the Board of Directors in Mobile TeleSystems JLLC,
member of the Supervisory Board in VF Ukraine PrJSC,
member of the Board of Directors in JSFC Sistema OJSC,
Member of the Board of Trustees of BF Sistema, mem-
ber of the Board of GSM Association (GSMA).

Citizenship: Russia.
He was elected as a member of MTS PJSC Board of
Directors for the first time at the General Shareholders’

Meeting on June 27, 2011.

As of December 31, 2017 he owned ordinary registered
shares of MTS PJSC in the amount of 467,805 shares.



Mikhail Arkhipov

Member of the Management Board — Vice-President,

Human Resources
(until January 9, 2018)

Born in 1982 in Murmansk.

In 2004 he graduated from the faculty of sociology of
Lomonosov Moscow State University.

Professional experience
2004-2004: LLC MPZ Campomos, HR manager

2004-2008: OJSC San InBev, compensations and bene-
fits manager, compensations and benefits director

2008-2009: senior human resources manager of CJSC
KPMG
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2009-2013: human resources director of PJSC SIBUR
Holding

2013-2018: Member of the Management Board —
Vice-President, Human Resources, MTS PJSC

Member of the Board of Directors of SHYAM TELESER-
VICES Limited.

Member of the Management Board of MTS PJSC since
2013.

As of December 31, 2017 he owned ordinary registered
shares of MTS PJSC in the amount of 28,783 shares.
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Kirill Dmitriev

Service

Born in 1978 in Kingisepp.

In 2000 he graduated from St. Petersburg State Univer-
sity of Economy and Finance.

Professional experience

2006-2009: Director of key retail accounts of Baltic
Beverages Holding (Ukraine)

2009-2011: PrJSC MTS Ukraine, Director of the Western
Territorial Department

2011-2014: PJSC MTS, General Director of North-West
macroregion

2014-2016: PISC MTS, Member of the Management
Board — Director of Moscow Macro-Region

Member of the Management Board, Vice President for Sales and

2016 to present: MTS PJSC, Member of the Manage-
ment Board — Vice-President for Sales and Service

Member of the Supervisory Board of MTS Ukraine
PrJSC, Member of the Board of Directors, Member of
the Strategy Committee, Member of the Nomination
and Remuneration Committee of MGTS PJSC, Member
of the Board of Directors of RTK JSC and CITY TELECOM
CJSC, Member of Supervisory Board of VF Retail LLC.

Member of the Management Board of MTS PJSC since
2014.

As of December 31, 2017 he owned ordinary registered
shares of MTS PJSC in the amount of 58,449 shares.



Ruslan Ibragimov

Member of the Management Board — Vice-President, Corporate

and Legal Issues

He was born in 1963 in the town of Taldykorgan.

In 1986 he graduated from the faculty of law of Lomon-
osov Moscow State University.

In 1992 he completed postgraduate studies of Peoples'
Friendship University of Russia named after P. Lumum-
ba. PhD in law.

Professional experience

1992-1996: worked in commercial banks, headed legal
services

1996-2002: RSM Top Audit, took the office of the direc-
tor of legal service, director-partner, deputy general di-
rector, head of the department of tax and legal advice,
Director, Partner, Tax and Legal Consulting

2002-2004: worked as a lawyer in various bar
associations

2004-2006: Moscow bar association “Ibgragimov,
Kagan and partners, associate

2006—2007: MTS PJSC, director of legal department,
he was then transferred to the post of the chief legal
officer
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2007-2008: MTS PJSC — Vice-President, Corporate and
Legal Issues

2008 to present: MTS PJSC, Vice-President, Corporate
and Legal Issues, Management Board Member

Management Board Member, vice-president of the
Non-Profit Partnership “Association of Corporate Law-
yers”, member of the Non-Profit partnership “Assistance
to Competition Development in CIS countries”, member
of the All-Russian Public Organization “Association of
Russian Lawyers”, senior director of the Association of
Independent Directors, Board Member, Chairman of the
Board of the Association of National Payment System
Organizations “National Payment Association”, member
of the Partnership of Antimonopoly Experts Associa-
tion, Member of the Supervisory Board of Autonomous
Non-Profit Organization “Digital Economy”, independ-
ent director of OJSC “Publishing House “Higher School”,
member of the Board of Directors of LLC “Doctor near-
by” and Publishing House “Education” JSC, member of
the Corporate Governance Committee at the Board of
Directors of MTS PJSC.

Member of the Management Board of MTS PJSC since
2007.

As of December 31, 2017 he owned ordinary registered
shares of MTS PJSC in the amount of 113,877 shares.
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Born in 1970 in Moscow.
In 1992 he graduated from the faculty of mathematics
of computation and cybernetics, Lomonosov Moscow

State University.

In 1994 he completed management training in the
Krieble Institute, Washington, DC.

Professional experience

1994-1999 — international consulting company Euro-
pean Public Policy Advisers, Senior Adviser

1999-2000 — J’son and Partners (telecommunications
consulting), Adviser

2000-2003 — investment bank Renaissance Capital,
Telecommunications Analyst

2003-2004 — investment bank Trust, Vice President,
Stock Market Research Department

2004-2006 — MTS PISC, Director, Scheduling and Anal-
ysis Department, Sales and Subscriber Service Block

Vyacheslav Nikolaev

Member of the Management Board — Vice President, Marketing

2006—2008 — MTS PISC, Director, Regional Manage-
ment Department

2008-2011 — MTS PJSC, Deputy Director, Business
Unit Russia for Regional Development and Operations
Support

2011-2017 — MTS PJSC, Director, Consumer Market
Marketing

2017 to present: MTS PJSC, Member of the Manage-
ment Board — Vice-President, Marketing

Member of the Board of Directors of MGTS PJSC, MTS
Bank PJSC, RTC JSC, MTS Armenia CJSC.

Member of the Management Board of MTS PJSC since
2017.

As of December 31, 2017 he didn’t own shares of MTS
PJSC (directly/indirectly).



Igor Yegorov

Member of the Management Board, Moscow Region Director

Born in 1968 in Irkutsk.

Graduated from St. Petersburg State Electrotechnical
University with a degree “Automated Control Systems
Engineer”.

Professional experience

1993-1995: VEC ltd LLP, manager

1995-2003: Jump LLC, Commercial Director
2003-2005: Primtelefon CJSC, Commercial Director

2005-2006: Primtelefon CJSC, Director of Marketing

2006—2007: MTS 0JSC, Director of MTS OJSC Branch in
Chita Region

2007-2008: MTS OJSC Branch, MR Far East, Director of
Marketing
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2008-2011: MTS 0OJSC Branch, MR Far East, Commercial
Director for Retail Market

2011-2014 — MTS 0JSC Branch, MR Far East, Branch
Director

2014-2016: MTS 0JSC (since 2015 MTS PJSC), MR
Center, Branch Director

2016 to present: MTS PJSC, member of the Manage-
ment Board. Director of Moscow Region

Member of the Management Board of MTS PJSC since
2016.

As of December 31, 2017 he owned ordinary registered
shares of MTS PJSC in the amount of 29,035 shares.
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Born in 1976 in Velikiy Novgorod.

In 1998 he graduated from the faculty of management
and economics of Novgorod State University named af-
ter Y.Mudriy. In 2000 he received a degree in Telemark
University (Norway) majoring in economics and busi-
ness administration. In 2012 he completed the course
in Wharton business school (USA) for competence
development program for heads of companies.

Professional experience

He has extensive professional experience in telecom-
munication industry in CIS countries.

2001-2002: Arrive AS (Norway), Information Security
Director

2002-2002: CJSC Novgorod Telecommunications, Mar-
keting and Advertisement Manager

2002-2003: CJSC Novgorod Telecommunications, Mar-
keting and Advertisement Director

2003-2004: CJSC Novgorod Telecommunications, Depu-
ty General Director

2004-2006: PJSC Vympelcom, Head of the Branch in
Nizhniy Novgorod.

Andrey Smelkov

Member of the Management Board — Vice President, Director,
MTS Foreign Subsidiaries Business Unit

2006-2008: PJSC Vympelcom (subsidiary in Uzbekistan),
Chief Manager for Regional Network Development,
Deputy General Director for Business Development in
Regions

2008-2010: SkyMobile company (Kyrgyzstan), General
Director

2010-2013: Tele2 (Kazakhstan), Chief Executive Officer,
Chairman of the Management Board

2013-2013: Tele2 AB (Sweden), Chief Adviser of the
Vice President

2013 to present: MTS PJSC, Member of the Manage-
ment Board — Vice President, MTS Foreign Companies
Business Unit

Chairman of the Board of Directors of HC MTS-Turkmen-
istan and MTS Armenia CJSC, Member of the Board of
Directors of JLLC Mobile TeleSystems, Sistema Shyam
Teleservices Limited.

Member of the Management Board of MTS PJSC since
2013.

As of December 31, 2017 he owned ordinary registered
shares of MTS PJSC in the amount of 34,487 shares.



Andrei Ushatskiy

Member of the Management Board — Vice President,

Engineering and IT

Born in 1974 in Moscow.
In 1997 graduated from the Moscow Energy Institute.

In 2002-2004 studied under MBA program for man-
agers in the Academy of National Economy at the RF
Government.

Professional experience

He has been working in MTS PJSC since 1996, starting
from the post of the radiorelay line service specialist,
then head of the network operation service, director of
the network operation department and director of MTS
Russia business unit.

2009-2013: MTS PJSC Vice President for Engineering
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2013 to present: MTS PJSC, Member of the Manage-
ment Board — Vice-President, Engineering and IT

Chairman of the Board of Directors of JSC Metro-Tele-
com, Member of the Board of Directors of ES MTS-Turk-
menistan, JSC NVision Group, Sitronics JSC, STS JSC,
Member of the Board of Directors, Member of the
Strategy Committee of PJSC MGTS.

Member of the Management Board of MTS PJSC since
2009.

As of December 31, 2017 he owned ordinary registered
shares of MTS PJSC in the amount of 111,239 shares.
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Valery Shorzhin

Born in 1963 in Ulyanovsk.

In 1986 he graduated from MHTC named after N.A.
Bauman.

Professional experience

1993-1996: JSCB Tveruniversal bank, Department of
bank technologies automation

1996-2000: STS Sovintel, Communication Engineer,
Head of the Traffic Analysis and Control Group, Director
of the Network Control and Development Department

2000-2006: STS Sovintel, IT Director

2006—-2008: Farlep-Invest (Ukraine), IT Director and
Chief Technical Officer

Member of the Management Board — Vice President, Procure-
ment and Administration

2008-2011: MTS PISC, IT Director

2011-2014: MTS PJSC, Director of the Procurement
Department

2014 to present: MTS PJSC, Management Board Mem-
ber — Vice-President, Procurement and Administration

Member of the Board of Directors, MGTS PJSC, NVision
Group JSC and NIS JSC.

He was elected for the first time in the Management
Board of MTS PJSC in 2009; he was reelected in the
Management Board in 2011.

As of December 31, 2017 he owned ordinary registered
shares of MTS PJSC in the amount of 89,776 shares.



Events after the reporting date

1. Appointment of Maria Golyandrina to the position
of the Member of the Management Board — Vice
President, Human Resources*

The Board of Directors of MTS PJSC on December 15,
2017 made the decision to terminate since January 9,
2018 the powers of the Member of the Management
Board, MTS PJSC, Mikhail Arkhipov and on election of
Maria Golyandrina as the Member of the Management
Board since January 10, 2018, who previously for three
years headed the MTS Department of Compensations,
Benefits and HR Administration.

2. Appointment of Alexey Kornya as the MTS
President?

The Board of Directors of MTS PJSC on March 1, 2018
made the following decision:

e to terminate early the powers of the President, the
Chairman of the Management Board of MTS PJSC
Andrey Dubovskov on March 2018;

e to appoint the President, the Chairman of the Man-
agement Board of MTS PJSC Mr alerievich Kornya
for three years since March 13, 2018.

3. Appointment of Andrey Kamenskiy as the Member
of the Management Board, Vice President for Finance
and Investment, Mergers & Acquisitions3.

4. Appointment of Alexandre Gorbunov as the
Member of the Management Board — Vice President,
Strategy and Development®.

The Board of Directors of MTS PJSC on April 10, 2018
made the following decisions:

10.

11.
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Appointment of the new Management Board Mem-
ber-Vice President, Finance, Investments, Merger
and Acquisitions.

Appointment of the new Management Board mem-
ber — Vice President, Strategy and Development.

Determination on April 16,2018 of quantitative
composition of the Management Board of MTS PJSC

as 11 members as follows:

Aleksey Kornya — Chairman of the Management
Board, MTS PJSC

Maria Golyandrina
Aleksandr Gorbunov
Kirill Dmitriev

Igor Yegorov

Ruslan Ibragimov
Andrey Kamenskiy
Vlyacheslav Nikolaev
Andrey Smelkov
Andrei Ushatskiy

Valery Shorzhin

1 Information on M. Golyandrina at https://moskva.mts.ru/about/obshhestvennosti-i-smi/rukovodstvo/top-menedzhment/

golyandrina

2 Information on A. Kornya at https://moskva.mts.ru/about/obshhestvennosti-i-smi/rukovodstvo/top-menedzhment/kornya

3 Information on A. Kamenskiy at https://moskva.mts.ru/about/obshhestvennosti-i-smi/rukovodstvo/top-menedzhment/

* Information on A. Gorbunov is provided in the section “MTS PJSC Board of Directors”
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Activities of Management Board

For the previous 2017 the Management Board held 26 meetings:
20 in person form, 6 in the form of absentee voting.

Participation of members of the Management Board in meetings of the Management
Board in 2017

Member of the Management Board In-Person Meetings Meetings by Correspondence
Andrey Dubovskov 20 6
Mikhail Arkhipov 17 6
Kirill Dmitriev 18 6
Igor Egorov 18 6
Ruslan Ibragimov 16 6
Aleksey Kornya 16 6
Vasily Latsanich * 6 2
Vyacheslav Nikolaev ? 12 4
Andrey Smelkov 15 5
Andrey Ushatskiy 17 6
Valery Shorzhin 20 6

! Powers of the Member of the Management Board terminated from July 01, 2017.
2 Elected Member of the Management Board since July 01, 2017

According to the information available to the Company, =~ The Company did not grant loans (credits) to the Presi-
in the reporting year there were no conflicts of interest dent and Management Board in 2017.

among the members of the Management Board, includ-

ing those related to the participation of these persons

in the management bodies of competitors of MTS PJSC.

Statistics of the Management Board performance for 2015-2017.

100%
80%
60%
40%
20%

0% ’

2015 2016 2017

In-Person Meetings  * Meetings by Correspondence * Average % of participation in meetings
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Significant issues considered at the meetings of the
Management Board of MTS PJSCin 2017

1. Performance of MTS Group for 2016

2. Results of rating of MTS PJSC, subsidiaries, branches
of MTS PJSC for 2016, quarters I-ll, 2017

3. Approval of the principles of the KPI system of MTS
PJSC for 2017.

4. Risk management in the field of intellectual property
in MTS PJSC.

5. Results of audit of the processes in the field of intel-
lectual property (IP), changes to risk map of MTS PJSC

and approaches to building IP management system.

6. Extension of liability insurance agreement of direc-
tors and officials of MTS Group companies

7. Review of business plan of the MTS Group for 2018-
2020 and preliminary review of business plans of Mo-

bile TeleSystems JLLC, MTS Armenia CJSC, for 2018-2020

8. Changes to the system for MTS PJSC employees
performance evaluation.

9. Usage of electronic signature in MTS PJSC.

10. Review of reports on projects and performance of
subsidiaries for 2016.

11. Review of reports on implementation of functional
strategies of MTS Group for 2016 in the fields of:

e marketing;

e sales and service;

e engineering and IT;

e personnel management;
e procurement;

o safety;

e PR;

e compliance;

12. Approval of functional strategies for 2017:
e MTS Group strategy in the field of HR management;

e MTS Group sales and service strategy (new
revision).

13. Approval of functional strategies for 2018 in the
following fields:

e marketing;

e sales and service;

e personnel management;

* engineering and IT;

e regulatory risk management;

* PR,

e corporate security and access control;
e compliance;

* procurement;

e corporate social responsibility.

14. Controlling reports on MTS Group for the fourth
quarter of 2016 and 2016, I-lll quarters of 2017.

15 Participation, termination of participation in
non-profit organizations:

e determining the position of MTS PJSC on the issue
of participation of NVision Group JSC in non-profit
organization — Association of Computer and Infor-
mation Technologies Enterprises (AP KIT);

e termination of MTS PJSC participation in self-requ-
lated organizations Soyuz ProektSvyazTelekom and

Soyuz StroySvyazTelekom;

e participation of MTS PJSC in Association of loT
Market Participants;
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e participation of MTS PJSC in non-profit organization e
“Atlantic Council”;

participation of MTS PJSC in the autonomous
non-profit organization “Digital Economy”;

e determining the position of MTS PJSC on the issue J
of participation of NVision Group JSC in auton-
omous non-profit organization “Jurisdiction for
Development and Introduction of XBRL Format”
(XBRL Jurisdiction);

participation of MTS Energo LLC in Association
“Non-Profit Partnership Market Council for Organ-
ization of Effective System of Wholesale and Retail
of Power and Capacity” (NP Market Council).

e participation of NIS PJSC in non-profit
organizations;

Key competences of the Management Board Members

Member of the Duration of work  Key competences
Management  as Management
Board Board Member
Strategy Finance Industry Market- Personnel Risk Man- M&A GR/IR GR/IR
and Audit Specialization ingLegal Manage- agement
(Telecom) Matters and ment
Corporate
Governance
Andrey Dubovsk- 6 years | | || | | | | [ | |
ov (from June 2011 to
March 12, 2018)
Mikhail Arkhipov 4 years | | | | |
(from April 2013)
Kirill Dmitriev 3 years | | | | | | | [ |
(from February
2014)
Ruslan Ibragimov 10 years | | | | | | | |
(from April 2007)
Aleksey Kornya 9 years | | | | | | | |
(from September
2008)
Vyacheslav 1year | | | | | | |
Nikolaev * (from June 2017)
Igor Egorov 1year || | || | | | | |
(from April 2016)
Andrey Smelkov 4 years | | | | | | |
(from October
2013)
Andrey Ushatskiy 8 years | | | | |
(from April 2009)
Valery Shorzhin 3 years | | | | | |

(from March 2014)

! Elected Member of the Management Board since July 01, 2017.
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Principles of remuneration of Management
Board members and senior officials

A contract is entered into with every Management Board member, which defines
labour terms, procedure for definition of the amount of remuneration, terms of
compensation of expenses connected with execution of duties of the Management
Board member and contract termination procedure. The contract shall be signed on
behalf of the Company by the Chairperson of the Board of Directors of the Company
or by a person authorised by the Board of Directors. The Board of Directors is entitled
at any time to terminate the contract with a member of the Company’s Management
| Board. Terms and conditions of the contract shall be approved by the Board of
Directors of the Company.

Information about principles and system of remuneration of
senior officials

Remuneration of senior officials shall be fixed and e short-term motivation system is an annual premium
calculated based on the Policy for labour payment paid for fulfilment of key performance indicators
of employees of MTS PJSC and meets the following (“KPI”) fixed in general for the Company for a corre-

principles:

observation of fairness and competitiveness of
remuneration;

connection of remuneration with personal contri-
bution and final work results in the Company in
general;

motivation for achievement of target business de-
velopment parameters in accordance with strategic
development installations approved by the Board of
Directors.

The system of remuneration to senior officials includes
elements of base remuneration and variable premium
part:

base remuneration — monthly official salary;

sponding reporting period as well as for fulfilment
of functional individual tasks defined by the Board
of Directors;

the long-term material incentive program is
aimed at increasing the Company’s shareholder
value as well as preserving long-term labour and
corporate relations between the Company and its
management;

Variable part of remuneration is determined in
accordance with the results of the performance of
Company in reporting period in compliance with
Company’s by-laws and is approved by Company’s
Board of Directors.
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MTS PJSC Business Key Performance Indicators System

Corporate indicators, which are formed on the basis

of the Company’s business plan and include the main
financial and economic and industrial indicators. They
make it possible to track generalized results of the com-
pany’s business and to adjust the strategy.

Functional indicators, which are formed on the basis of
business block performance strategies.

Individual indicators of performance are formed on the
basis of strategic objectives of a specific director of the
Company.

The list of indicators and their target values for the
Company’s directors are approved by the Board of
Directors of the Company with preliminary discussion
at the specialized committees on an annual basis.

The list of corporate performance indicators of the MTS
PJSC President includes such indicators as:

* OIBDA;
* income;

» integral evaluation of implementation of strategic
projects and business development.

Evaluation of performance of the President and members of the

Management Board

One of the tasks of the Board of Directors is to assure
control of operation of the President and member

of the Board of Directors as well as evaluate their
performance which is performed based on materials
approved by the Remuneration and Appointment
Committee.

The evaluation of the President and member of the
Management Board for 2017 was performed in accord-
ance with an existing method based on fulfilment of
key performance indicators of the Company in general,
functional individual tasks and competence develop-
ment level.

Remuneration of members of the Management Board and senior

officials based on 2017 results

Remuneration paid to members of the Management Board in 2017

Indicator Total, RUB

Remuneration for participation in operations of the management body 0
Salary 172,591 777.99
Bonuses 519,199,718.00

Cost compensations

119,126,592.11

Other remuneration types

6,645,612.49

TOTAL

817,563 700.59




MTS Group Governance System

Remuneration paid to senior officials in 2017*

Indicator Total, RUB

Salary 304,451,351
Bonuses 560,723,785
Cost compensations 145,892,087
Other remuneration types 5,100,808
TOTAL 1,016,168,032

! Includes information on remuneration of 25 top officials of the Company (including Members of the Management Board).

Structure of remuneration of top management in 2017.

The structure of income of Company’s chief executives The actual element value individually varies depending

varies depending on the post level. on the work schedule in the reporting year, reached
results as per KPIs and shareholder value according to

The higher is the post in the internal hierarchy of the the long-term bonus payment program.

Company, the larger share is the variable remuneration

part. Typical element ratio is presented in the following
options.

Typical remuneration structure ratio

Short-term Long-term Short-term
bonuses bonuses bonuses

Long-term Basic remuneration

bonuses Basic remuneration

n\olo

Management Board members Department Directors
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Management of subsidiaries of MTS Group:

In 2017, new businesses were included into MTS Group. Currently, work on implementation of MTS
corporate governance standards is carried out in the companies.

MTS Group

Telecommunications

Education Retail

Energy industry

Television Integration

182

Companies requiring
implementation of MTS
CG standards

Cybersport

Investments

Sale of tickets



Management of subsidiaries of MTS Group

The Company established a multi-level corporate management system, which provides for
consecutive interaction of all holding’s management bodies starting from General Meeting of
Shareholders of MTS to executive bodies of subsidiaries. Such a model enables a parent company to
efficiently coordinate operations of all subsidiaries while assuring interests of all stakeholders.

Ownership, election of the
Board of Directors

Shareholders

Strategy, appointment and

Board of Directors control of management

General management of the
company

President

Management Board Management of functions

Foreign
9 Procurement

Subsidiaries

Mobile Mobile Telephony Inter- System integration Telematics
communications communications net TV NVision Group NIS PJSC
MGTS MTS IT

Dzhums Proekty

STS

Fixed-line Turkmenistan Retail Mobile service
communication RTC JSC STREAM

Armenia

Belarus Satellite TV
Sibirtelecom Ukraine Financial services

MTS Bank

TeleService
Smarts
Yoshkar-Ola

Comstar KHMAO
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Subsidiaries management principles

Factors affecting manage-
ment style

Control

Company profile

Strategic management through Charter

representatives in the BoD

Strong brand

.. Companies with more than 25%
Core with a strong brand Pu bl]C]ty stake

Non-core with minority Minority shareholders
shareholders

: Agreement on investment
Integration greem
protection
Jurisdiction Core foreign companies
Functional management
through functions of HR, IT, HR
units
Non-core companies for Corporate agreement
integration
Guarantee of rights and
authorities
Operational management
through management company
Note
Core companies for integration SC: Subsidiary
BoD: Board of Directors
RB: Auditing Commission
Subsidiaries sent to MTS PJSC information for the Subsidiaries independently disclose information to Uni-
purposes of disclosing information on substantial facts fied Federal Register of Information and in accordance
in accordance with the requirements of the existing with legislation on securities.

legislation:
e on corporate conflicts;

e on occurrence of substantial facts in accordance
with the Russian legislation on securities.
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Creating Board of Directors in subsidiaries

1 Criteria for the formation of BoD

MTS and subsidiaries management

President nominates business cura-
tors for subsidiaries

Company profile / relevance
Consent of the candidate
Presence in other BoD

Conflict of interests/stake

Influence of MTS on key business processes of
subsidiaries through the BoD

2 Strategy and investments

Curators are nominating candidates Business plan and budget
for subsidiaries BoD
Functional strategies

Remuneration system
Management control, audit, compliance

Asset control

End-to-end competences of MTS Board of
3 Directors with respect to subsidiaries

Representatives based on the Man- Seavndbudastoitisson

R Nominations to BoD and Auditing Commission of foreign

e Supervision over implementa- companies

tion of decisions
M&A, reorganization

Voting recommendations

Information about subsidiaries

representatives to the
Board of Directors are

nominated by MTS
annually
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Involvement of MTS representatives in Boards of Directors
of subsidiaries

1 2

BoD plan. Corporate Secretary

Matrix of coordinators from MTS. coordinates materials for the BoD
Responsible officers at subsidiaries meeting with the Chairman of the
coordinate materials for BoD with Board of Directors of subsidiary /

MTS units curator for the business area

3 4

Corporate Secretary Business area curator

notifies members of the BoD and sends voting recommendations

sends the materials containing the opinions of MTS
departments

5 6

Members of the BoD Corporate Secretary

vote either according to the position approves the minutes with BoD
defined by MTS BoD, or being guid- members

ed by their own opinion, taking into
account the recommendations

186



Management of subsidiaries of MTS Group

Internal Control and Audit

Internal Control System

The internal control system of MTS PJSC represents a combination of internal control
processes implemented by ICS entities based on existing organisational structure,
internal policies and regulations, internal control and risk management procedures
and method applied in the Company at all management levels and as part of all
functional areas.

Establishment and efficient operation of the inter-
nal control system are aimed at assuring reasonable
confidence in achievement of objectives faced by the
Company and enable to assure proper control over
financial and economic activities of the Company as
well as its efficiency.

against MTS PJSC is provided. For the purposes of
counteraction to abuses, authorisation of transactions
and operations, distinction of powers and rotation of
duties, control of actual availability and condition of
facilities is implemented.

MTS PJSC approved the Policy for meeting anti-corrup-
tion legislation defining measures aimed at establish-
ing elements of the corporate culture, organisational
structure, rules and procedures assuring non-admission
of corruption.

The internal control system of MTS PJSC represents a
combination of interrelated components, the structure
of which meets the general accepted methodology
COSO Internal Control — Integrated Framework 2013.
In accordance with COSO model a control environment

is established, the risk assessment system is applied,
control procedures are implemented and their perfor-
mance monitored, changes in organizational structure
and business processes are monitored.

Under the internal control system a range of anti-cor-
ruption measures mitigating reputational risks and
risks of application of sanctions for officials’ bribery

As part of the Single hot line of MTS Group of Compa-
nies the line of the internal control and audit unit was
organised as a safe, confidential and available method
of the Audit Committee informing of the Board of Di-
rectors and Internal Control and Audit Unit about facts
of breaches of legislation, internal procedures, Code
of Business Conduct and Ethics of MTS PJSC by its any
employees and (or) any members of the management

“The function of internal control and audit in MTS Group has travelled a long way of development
and improvement. For the last three years separate internal control and audit units with often over-
lapping functionalities were formed into a single effective Internal Control and Audit Block with new
objectives and tasks, which is continuously developing, different from the point of view of employees’
skills and competences, including in innovation spheres, ready to think out of the box and to solve
difficult issues. Currently the approach to control and audit has been essentially modified — from

the current practice of relations “Controller/Auditor — Under Audit” to the partnership scheme. The
Internal Control and Audit Block is first of all a business assistant and assistant.

Following the results of external assessment completed in the beginning of 2018, the Internal Control
and Audit Block performance was recognized as complying with the International Professional Stand-
ards of Internal Audit and Code of Ethics of the Internal Auditors’ Institute. The Internal Control and
Audit Block of MTS PJSC was rated high by stakeholders and recognized as one of leading functions of
internal audit among the Russian companies”.

Maxim Mamonov, Internal Control and Audit Director
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Member of the
Management Board —
Vice-President for
Finance and Investment,
Mergers and
Acquisitions

Internal Control Systems
Department

Internal Audit
Department

—

Functional reporting
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body or body of control over financial and economic
activities of MTS PJSC.

Proposals for improvement of anti-corruption proce-
dures and other internal control procedures are re-
ceived by the hot line addressed to the Audit Commit-
tee of the Board of Directors and the Internal Control
and Audit Unit. A person who submitted relevant
information is protected from any forms of pressure
(including from dismissal, persecution, any forms of
discrimination).

For systematic independent evaluation of reliability and
efficiency of the risk management and internal control
system and corporate management practice perfor-
mance of the internal audit by the Internal Control and
Audit Unit of MTS PJSC was organised in MTS PJSC. The
Internal Control and Audit Block is an individual struc-
tural division of MTS PJSC functionally subordinate to
the Board of Directors and administratively — directly
to the President of MTS PJSC.

The Audit Committee of the Board of Directors of

MTS PJSC twice a year reviews reports on operation of
the Internal Control and Audit Block, Internal Control
Systems Department, Compliance Department and Risk
Management Unit. The Audit Committee positively
evaluated the work of the Internal Control and Audit

Management of subsidiaries of MTS Group

Block in terms of evaluation of internal control, risk
management and corporate governance system effi-
ciency as well as evaluated operation of the risk man-
agement functions as efficient and meeting tasks as of
today and also positively evaluated performance of the
compliance function and considers it to be effective.

The Audit Committee positively evaluated the work of
the Internal Control Systems Department with regard
to creation, implementation and development of an
effective system of internal control over reliability of
preparation of financial statements of MTS Group,
including in new businesses, for 2017.

The Audit Committee of the Board of Directors of MTS
PJSC on a quarterly basis reviewed reports of external
auditors CJSC Deloitte and Touche CIS approving their
performance.

The Board of Directors defines a policy in respect of
internal control and annually reviews the report of the
Audit Committee based on the work results for a year
with an analysis of current control systems and discov-
ered violations. Report of the Auditing Commission is
annually attached to materials of the annual General
Shareholder Meeting of MTS PJSC.
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Audit Committee at the Board of Directors

The Audit Committee is a collective deliberative body
under the Board of Directors. The committee was
established for the purposes of assisting in efficient im-
plementation of functions of the Board of Directors in
terms of control over financial and economic activities
of the Company.

For detailed information about the Audit Committee’s
work results in the reporting year see the section
“Committees of the Board of Directors”.

Auditing Commission

On June 29, 2017 the followings persons were elected
as members of the Auditing Commission at the annual
general shareholder meeting of MTS PJSC:

1) Borisenkova Irina Radomirovna, born in 1963, takes
the post of the Chief Accountant, managing director of
the Finance and Investment Complex of Sistema PJSFC;

2) Mamonov Maxim Aleksandrovitch, born in 1978,
takes the post of the internal control and audit director
of MTS PJSC;

3) Panarin Anatoliy Gennadyevich, born in 1988, takes
the post of the Planning Head of the Finance and
Investment Complex of Sistema PJSFC.

Results of evaluation by the Committee of the external
and internal audit process efficiency :

e please see the section “Audit Committee Perfor-
mance Report”

Report on operation of the Auditing
Commission

In April 2017, based on the results of the performed
audit, the Auditing Commission did not record material
facts of violation of accounting and financial statements
submission procedures while carrying out financial and
economic activities of the Company.

The Auditing Commission confirmed that financial state-
ments of the Company for 2016 and the Annual report
on Company’s activities for 2016, in terms of Company’s
financial statements, are authentic.

In April 2018 the Auditing Commission inspected busi-

ness operations of the Company for 2017. The report of
the Auditing Commission will be provided for approval
of the Annual General Meeting of MTS Shareholders in
June 2018.



Internal Control and Audit Block

The Internal Control and Audit Block is an independent
structural subdivision and consists of the Internal Audit
Department, Control Department, Methodology and
Coordination Department. Head of the Block is the Di-
rector for Internal Control and Audit who is functionally
subordinated to the Chairman of the Audit Committee
under the Board of Directors of MTS PJSC, and admin-
istratively subordinated directly to the President of
MTS PISC.

The Internal Control and Audit Block performs the
following functions:

e evaluation of the internal control system’s efficien-
cy based on the following areas: efficiency and
effectiveness of business operations, authenticity of
financial and management accounting, compliance
with internal standards and external requirements;

e evaluation of the risk management system’s effi-
ciency in the company in general and development
of recommendations for improvement of the risk
management system;

e development of recommendations for improvement
of internal control, risk management and corporate
governance procedures, and assistance to manage-
ment in development of corrective measures based
on the results of performed audits/inspections of
financial and economic activities;

e implementation of monitoring of execution of
recommendations for rectification of violations and
deficiencies discovered based on audit results;

e analysis of authenticity of performance indicators
and achievement of planned results during audits/
inspections of financial and economic activities;

e coordination, analysis and registration of messages
received to the “Unified hot line”;

e analysis of compliance of company’s operations
with requirements of legislation (including anti-cor-
ruption) during audits/inspections of financial and
economic activities.

Management of subsidiaries of MTS Group

The Internal Control and Audit Block submitted three
reports at meetings of the Audit Committee. All reports
were approved by the Audit Committee.

The Internal Control and Audit Block since February to
March 2018 underwent external independent evalua-
tion, following the results of which its operations were
recognized as complying with the International Profes-
sional Standards of Internal Audit and Code of Ethics of
the Internal Auditors’ Institute.

Report on operation of the Internal
Control and Audit Block

During 2017 the Internal Control and Audit Block op-
erated in accordance with the set objectives, tasks and
performed functions.

In December 2017 the Board of Directors developed
and approved a new revision of the Policy “Internal
Control and Audit” complying with the requirements
of the Corporate Governance Code of the Central Bank
of Russia, Regulations “On listing for on-exchange
trading”, International Fundamentals of Professional
Practice of Internal Audit adopted by the International
Internal Auditors’ Institute.

Results of the Internal Control and Audit Block’s oper-
ation for the first six months and in general for 2017
were inspected and approved by the Audit Committee.
The Audit Committee positively evaluated operations
of the Internal Control and Audit Block, and believes it
is efficient.

In 2017 the Audit Committee approved the strategy,
KPlIs, work plan and budget of the Internal Control and
Audit Block for 2018.
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Department of Internal Control Systems

The Internal Control Systems Department is a business
unit, which is included into the Finance and Investment
Block of CC and comprises the ICS Development and
Methodology Department, Certification and SoD Analysis
Department, ICS Development and Support in CD Depart-
ment, Center of Training Competence of ICS, and also the
distributed Internal Control Systems Center in five regions
of the Russian Federation. The Internal Control Systems
Department is headed by the Director of the Department,
which is directly subordinate to the Management Board
Member, Vice-President for Finance, Investments, Mergers
and Acquisitions of MTS PJSC and is accountable to the Au-
dit Committee under the Board of Directors of PJSC MTS.

The Department of Internal Control Systems performs the
following main functions:

e building, implementation and development of the
system for internal control over reliability of finan-
cial statements of MTS Group;

e perform testing, evaluation and certification of
the system of internal control over generation of
financial statement of MTS Group;

* manage separation of authorities in SOX-essential
information systems (SoD-analysis);

e coordinate interaction of external auditors and
functional subdivisions of the company during the
audit of efficiency of the internal control system of
MTS Group.

The department of internal control systems is direct-
ly subordinate to the vice-president of MTS PJSC for
finance, investments, mergers and acquisitions and is

accountable to the Audit Committee at the Board of
Directors of MTS PJSC.

Report on operation of the Department
of Internal Control Systems

In 2017, within the framework of internal control
system development in MTS Group of Companies, in-
cluding creation and implementation of internal control
in new business types, as well as taking into account
the results of management testing and external audit
for 2016, changes in the organizational structure and
business processes, works were performed to formalize
control procedures aimed at coverage of essential risks,
and their efficiency was assessed.

In accordance with the function development area,
changes were made to the organizational structure of
the ICSD. Standards and regulations that govern the
operations of the Internal Control System Department
were revised

Methodology was approved, and works were performed
to reduce the identified conflicts of roles and powers
(SoD) in Oracle EBS.

The MTS Group internal control system is tested and cer-
tified in accordance with the article 404 of the Sarbanes
and Oxley Act.

Based on the results of internal evaluation and external
audit the internal control system of MTS Group as of De-
cember 31, 2017 was found efficient having no material
and significant deficiencies.



External Audit

Auditor

On June 29, 2017 at the Annual General Meeting of
shareholders of MTS PJSC, Closed Joint-Stock Company
Deloitte & Touche CIS (Location: 5 Lesnaya Str., Moscow,
Russian Federation 125047), OGRN 1027700425444,
certificate of membership in the Self-Requlating Organ-
ization of Auditors “Russian Union of Auditors” (Asso-
ciation) dated December 7, 2016 Principal Number of
Registration Entry 11603080484 was approved as the
auditor of the Company.

Deloitte and Touche CIS CJSC is one of the leading audit
and consulting firms providing services in the field of
audit, consulting, corporate finance, risk management
and tax and legal advice. It is a member of the interna-
tional association Deloitte Touche Tohmatsu Limited,
one of the world's leading providers of professional
services, with more than 264,000 employees in more
than 150 countries.

In the reporting year the Auditor performed:

e the audit of annual financial statements of MTS
PJSC for 2017 prepared in accordance with the Rus-
sian Accounting Standards as per the International
Audit Standards (IAS);

Management of subsidiaries of MTS Group

e audit of consolidated financial statements of MTS
PJSC and its subsidiaries prepared in accordance
with IFRS for 2017, as per the International Audit
Standards;

e integrated audit of consolidated financial state-
ments of MTS PJSC and its subsidiaries prepared in
accordance with IFRS for 2017 and efficiency of the
internal control system over its preparation as of
December 31, 2017, conducted in accordance with
the standards of the US Public Company Accounting
Oversight Board.

In March 2018 the Audit Committee approved the
results of the conducted audits.

Based on the results of the audits performed the
Auditor of MTS PJSC expressed its opinions on authen-
ticity of financial statements of MTS PJSC prepared in
accordance with the Russian Accounting Standards and
consolidated financial statements of MTS PJSC and its
subsidiaries prepared in accordance with IFRS.

Procedure for the selection of issuer's auditor

A tender for selection of the external auditor of MTS
PJSC is conducted at least once in five years. To conduct
the tender, MTS PJSC establishes a tender commission.
Based on tender results the tender commission gen-
erates recommendations for selection of the external
auditor which are submitted for approval to members
of the Audit Committee at the Board of Directors of
MTS PJSC.

In the event that the auditor candidacy is approved by
the Audit Committee, Board of Directors and General
Shareholder Meeting of the Company, a contract for

financial statements audit services shall be signed with
an auditing company.

The auditor’s remuneration for audit of statements of
MTS PJSC and its subsidiaries for 2017 is approved by
the Board of Directors of MTS PJSC, and based on 2017
results it amounted to 125,070 K RUB, VAT excluded
(including works to audit efficiency of the internal con-
trol system over preparation of consolidated financial
statements as of December 31, 2017 to ensure issuer’s
compliance with requirements of the Sarbanes-Oxley
Act).
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Capital and securities

Joint stock capital structure

Authorized capital of MTS PJSC as of December 31, 2017 amounted to
199,838,157.50 RUB.

Placed and declared shares of MTS PJSC as of December 31, 2017

Shares’ categories (types) Quantity (pcs.) Nominal value of one share (RUB)

Placed shares

Ordinary shares 1,998 381,575 0.1
Voting shares 1,998 381,575 0.1
Preferred shares 0 0

Declared shares

Ordinary shares 100,000,000 0.1

Preferred shares 0 0
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Shareholder capital structure of MTS PJSC as of December 31,
2017°

Information about persons owning shares disposing of votes by shares being
beneficiaries by shares of MTS PJSC

Number of ordinary shares Interest of authorized capital

Sistema PJSFC ' 951,164,561 47.6%3
MGTS PISC* 7,569,230 0.38%
Stream Digital LLC 88,817,679 4.44%
Bastion LLC 1133 0.00%
MTS PJSC 497 0.00%
Shares in free circulation ° 950,828,475 47.58%
Total 1,998 381,575 100%

1 The ownership interest of JSFC Sistema PJSC includes ownership interests of its following subsidiaries: LLC Sistema Telecom
Assets (11.03% of shares of MTS PJSC) and Sistema Finance S.A. (4.8% of shares of PISC MTS).

2 Vladimir Petrovitch Evtushenkov is a controlling person of JSFC Sistema PJSC.

3 The stake of Sistema PJSFC, including indirect ownership through controlled entities (MTS PJSC, MGTS PJSC, Stream Digital
LLC and Bastion LLC) is 52.42% of shares, while an effective interest is 50.00884%.

* MGTS PISC, Stream Digital LLC and Bastion LLC are subsidiaries of MTS PJSC.

> Includes 9.1% of shares of MTS PJSC and ADR for 38.47% of shares of MTS PJSC.

Information on the number of shareholders

Total number of persons registered in the shareholder 5% of authorized capital of MTS PJSC apart from the
register of the issuer as of the end of Q4 2017: 879. above-mentioned.

Total number of persons included in the list of persons For updated information about the shareholder capital

compiled by the latter (as of September 5, 2017) having  structure visit the Company’s web-site — http://www.

a right to exercise (implement) rights to shares of MTS company.mts.ru/comp/ir/shareholders/.

PJSC and for compilation of which nominal issuer’s

shareholders presented data on persons, for the benefit ~ The management of MTS PJSC has no information

of whom they owned (own) shares of MTS PJSC: 19,527  about existing share ownership interests exceeding
5% of authorized capital of MTS PJSC apart from the

The management of MTS PJSC has no information? above-mentioned.’.

about existing share ownership interests exceeding

1 All ordinary registered voting shares at the disposal of MTS PJSC, in accordance with requirements of current legislation do
not grant a voting right, are not counted during voting, dividends are not accrued for them.

2 Information is understood as documented data received by (handed over to) the management.

3 Information is understood as documented data received by (handed over to) the management.
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Information about securities

Shares

Shares of MTS PJSC are circulated on the leading
Russian platform — Moscow stock exchange (MOEX)
and are listed on the New-York stock exchange. From
October 3, 2003 shares of MTS PJSC were included in
the list of non-listed securities of the Moscow Interbank
Currency Exchange. In December 2003 shares of MTS
PJSC were included in “B” quotation list at MICEX. Since
October 2010 shares have been traded in “A1” quota-
tion list. Since June 2014 shares of MTS PJSC have been
traded at the first level of MICEX securities list.

At the New-York stock exchange MTS shares are listed
in the form of American Depositary Receipts — ADR
(ratio: 1 ADR to 2 shares).

The ordinary shares of MTS PJSC fixes for its owner
(shareholder) a certain volume of property rights,
including the right to participate in Company’s man-
agement, the right to obtain a portion of Company’s
profits in the form of a dividend as well as the right to
obtain a portion of property remained after Company’s
liquidation.

M MOSCOW
EXCHANGE

Price and volume of shares of MTS PJSC
(RUB), 2017

Price (RUB)

The Company’s issued and placed shares are ordinary
registered shares of the same par value.

Information about circulation of shares of
MTS PJSC at stock exchanges

Trading Platform Name Issuer Code

NYSE, New York MBT

MOEX, Moscow MTSS

Information about current lists and
transaction prices:

http:// www.moex.com;

http://www.nyse.com.

i
NYSE

Price and volume of american depositary
receipts of MTS PJSC (USD), 2017

NYSE Price (USD)

Minimum share price 224.05 Minimum share price 7.78
Maximum share price 295.95 Maximum share price 11.51
Average daily trade volume (pcs.) 1,861,335 Average daily trade volume (pcs.) 3,027,920
Price as of December 31, 2017 276.00 Price as of December 31, 2017 10.19



http://www.moex.com
http://www.nyse.com

American Depositary Receipts

On June 30, 2000 MTS was successfully allowed to issue
american depositary receipts (ADR) of the third level

at the New-York stock exchange (http://www.nyse.
com/about/listed/mbt.html). MTS PISC became the
second company in Russia which implemented the ADR
program of the highest level.

At present Company’s ADRs are also traded at the Lon-
don stock exchange, Frankfurt stock exchange, Berlin

stock exchange and Munich stock exchange. The New
York stock exchange accounts for main trade volumes.

On April 20, 2010 MTS PJSC informed about a change in
the ratio between ADRs and company’s shares starting

Bonds

MTS PJSC is one of the largest issuers of corporate
bonds in Russia. The Company uses funds from bonds’
placement for debt portfolio refinancing and imple-
mentation of the investment program.

The first issue of the bonded loan of MTS PJSC in rubles
for 10 billion RUB took place in June 2008. In October
2008 MTS PJSC placed two more issues of bonds for 10
billion RUB. In May 2009 the issue of the bonded loan
for 15 billion RUB took place, in July 2009 — another
issue for 15 billion RUR. On November 16, 2009, MTS
PJSC placed two issues of bonds for 10 and 15 billion
RUB. Funds received from bonds’ placement were used
for corporate goals, for optimization of company’s debt
portfolio and investment program implementation.

In April 2011 three issues of A,B,C series bonds were
placed for the total amount of 35,990,400 RUB by
means of conversion of registered interest-bearing
book-entry inconvertible bonds of 0JSC COMSTAR —
United TeleSystems into registered interest-bearing
book-entry inconvertible bonds of MTS PJSC.

On January 28, 2012 Eurobonds of Mobile TeleSystems
Finance SA were repaid for 400 million USD.

On April 3, 2013, the first issue of exchange-traded
bonds in rubles of MTS PJSC was performed for 10
billion RUB with the circulation period of 10 years and
offer within five years.

Capital and securities

from May 3, 2010. As a result of such a change, the
ratio of ADRs to ordinary shares was changed from 1:5
to 1:2. Thus, holders of MTS ADRs registered at the end
of the work day of April 28, 2010 received additional
1.5 ADRs for every available ADR.

As of December 31, 2017 the total number of ADRs for
ordinary registered shares amounted to 391,398,362
ADR, which makes up 782,796,724 ordinary registered
shares or 39.17% of Company’s authorized capital.

A depositary under ADR program and shareholder of
MTS PJSC is JP Morgan Chase Bank, N.A., to which a de-
positary account of depositary programs was opened.

On May 30, 2013 dollar Eurobonds for 500 million USD
with repayment within 10 years were placed.

On October 17, 2013 bonds of 01 series for 10 billion
RUB were repaid in full.

On May 13, 2014 bonds of 04 series for 15 billion RUB
were repaid in full.

On October 20, 2015 bonds of 02 series for 10 billion
RUB were repaid in full.

On November 30, 2015 bonds of A series for 11,991,600
RUB were repaid in full.

On July 19, 2016 bonds of 05 series for 15 billion RUB
were repaid in full.

On September 2, 2016, the second issue of ex-
change-traded bonds in rubles of MTS PJSC was per-
formed for 10 billion RUB with the circulation period of
15 years and offer within two years.

On August 21, 2016 bonds of B series for 11,998,800
RUB were repaid in full.

On February 10, 2017 within the Program of Ex-
change-Traded Bonds of MTS PJSC of 001R series, the
first issue of exchange-traded bonds 001R-01 was pro-
vided for the amount of 10 billion RUB with circulation
period of five years.
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On March 30, 2017 the second issue of exchange-trad-
ed bonds 001R-02 for the amount of 10 billion RUB with
circulation period of four years was provided.

On November 9, 2017 the third issue of exchange-trad-

ed bonds 001R-03 for the amount of 15 billion RUB with
circulation period of five years was provided.

Bonds’ issues

Issuer Mobile TeleSystems Public Joint Stock
Company
Security type Non-convertible interest-bearing

certificated exchange-traded bonds
in bearer form subject to mandatory
deposit of 03 series

Coupon 1-4th coupons — 8.7% per annum,
5-10th coupons — 8% per annum,
11th coupon — 7% per annum,
12-13th coupons — 7.5% per
annum, 14-15th coupons — 12% per
annum, 16-20th coupons — 10% per
annum

Placement price 100%

Issue currency Ruble

Issue amount 10,000,000,000

Placement date June 24, 2008

June 12, 2018

Repayment date

ISIN Reg No RUOOOAOQJPTI4
Offer -
Issuer Mobile TeleSystems Public Joint Stock

Company

Security type Non-convertible interest-bearing
certificated exchange-traded bonds
in bearer form subject to mandatory
deposit of 08 series

Coupon 1-10th coupons — 8.15% per an-
num, 11-12th coupons — 10.75% per
annum, 13-14th coupons — 9.25%
per annum, 15-16th coupons —
7.5% per annum

Placement price 100%

Issue currency Ruble

Issue amount 15,000,000,000
November 16, 2010
Repayment date November 03, 2020
ISIN Reg No RUOOOAOJR4J2

Offer November 06, 2018

Placement date

On December 5, 2017 the fourth issue of ex-
change-traded bonds 001R-04 for the amount of 10
billion RUB with circulation period of one year was
provided.

On November 7, 2017 bonds of 07 series for 10 billion
RUB were repaid.

Issuer Mobile TeleSystems Public Joint Stock

Company

Security type Exchange-traded Non-converti-
ble interest-bearing certificated
exchange-traded bonds in bearer
form subject to mandatory deposit of
BO-01 series

Coupon 1-10 coupons — 8.25% per annum,
11-20 coupons — 8.25% per annum

Placement price 100%

Issue currency Ruble

Issue amount 10,000,000,000

Placement date April 03, 2013

Repayment date March 22, 2023

ISIN Reg No RUOOOAQJTTAS
Offer March 28, 2018
Issuer Mobile TeleSystems Public Joint Stock

Company

Security type Exchange-traded Non-converti-
ble interest-bearing certificated
exchange-traded bonds in bearer
form subject to mandatory deposit of
BO-02 series

Coupon 1-4 coupons — 9.40% per annum

Placement price 100%

Issue currency Ruble

Issue amount 10,000,000,000

Placement date September 02, 2016

Repayment date August 15, 2031

ISIN Reg No RUOOOAOJWRV9

Offer August 31, 2018




Capital and securities

Issuer Mobile TeleSystems Public Joint Stock Issuer Mobile TeleSystems Public Joint Stock
Company Company
Security type Registered interest-bearing book-en- Security type Exchange-traded Non-converti-
try non-convertible bonds of “C” ble interest-bearing certificated
series exchange-traded bonds in bearer
Coupon 5 % of the Bond’s par value for the form subject to mandatory deposit of
entire circulation period 001R-02 series
Placement price 100% Coupon 1-8th coupons — 8.85% per annum
Issue currency Ruble Placement price 100%
Issue amount 12,000,000 Issue currency Ruble
Placement date April 01, 2011 Issue amount 10,000,000,000
Repayment date June 28, 2022 Placement date March 30, 2017
State Reg. No. 4-11-04715-A Repayment date March 25, 2021
Offer - ISIN Reg No RUOOOAOJXMH?7
Offer -
Issuer MTS International Funding Limited
Security type Eurobonds (144A/Reg S), guaranteed ) L.
yip ( /Reg 5), 9 Issuer Mobile TeleSystems Public Joint Stock
by the Company
Company
Coupon 8.625% fixed, payment once in six . .
months Security type Excr'\ange-traded‘ Non-co_nyertl-
- ble interest-bearing certificated
Placement price 100% exchange-traded bonds in bearer
Issue currency usD form subject to mandatory deposit of
001R-03 series
Issue amount 750,000,000
1-10th -7.7%
Repayment date June 22, 2020 Coupon Oth coupons — 7.7% per annum
Placement price 100%
Issuer MTS International Funding Limited Issue currency Ruble
Security type Notes (144A/Reg S), guaranteed by Issue amount 15,000,000,000
the Company Placement date November 09, 2017
Coupon 5% ﬁt);ed, payment once in six Repayment date November 03, 2022
months
- ISIN Reg No RUOOOAOZYFC6
Placement price 100%
Issue currency usb Offer -
Issue amount 500,000,000
Repayment date May 30, 2023 Issuer Mobile TeleSystems Public Joint Stock
Company
: — Security type Exchange-traded Non-converti-
Issuer Mobile TeleSystems Public Joint Stock ble interest-bearing certificated
Company exchange-traded bonds in bearer
Security type Exchange-traded Non-converti- form subject to mandatory deposit of
ble interest-bearing certificated 001R-04 series
exchangg-traded bonds in bearer‘ Coupon 1-2nd coupons — 7.7% per annum
form subject to mandatory deposit of
001R-01 series Placement price 100%
Coupon 1-10 coupons — 9% per annum Issue currency Ruble
Placement price 100% Issue amount 10,000,000,000
Issue currency Ruble Placement date December 05, 2017

Issue amount 10,000,000,000

Placement date February 10, 2017

Repayment date February 4, 2022

ISIN Reg No RUOOOAOJXEV5

Offer -

Repayment date December 04, 2018

ISIN Reg No RUOOOAOQZYI83

Offer -

199



Omts

Corporate Governance
Development

Key MTS corporate governance principles are:

comprehensive protection of shareholder rights and interests;

information openness and transparency;

single corporate policy in respect of subsidiaries;

independence of the Board of Directors in definition of the Company’s strategy,
approval of business plans, other important decisions;

control over management activities;

observance of business ethics when doing business;

doing socially responsible business aimed at assuring sustainable development of

the Company, its welfare growth.

Bank of Russia highly appreciates
MTS PJSC contribution to the
development of corporate
governance in the company and
striving for improvement of

corporate culture in the Russian
Federation in general.

200

From letter of Bank of Russia
dated 05.02.2018 No.28-3-1/472

Procedures of preparation and conduction of the Gen-
eral Shareholder Meeting enable MTS to assure equal
attitude to all shareholders from the company when
they exercise their rights to participation in company’s
management and profits’ receipt.

The remuneration system applied in MTS is aimed at
the growth of Company’s shareholder value, and the
level of remuneration paid is fair and sufficient for mo-
tivation of employees and members of management
bodies.

The risk management and internal control system was

developed taking into account generally accepted con-
ceptual foundations COSO (The Committee of Sponsor-
ing Organizations of the Treadway Commission), is effi-
cient and is aimed at assuring reasonable confidence in
achievement of objectives faced by the company.

The Company has an efficient system of control over
transactions executed amidst the conflict of interests.

The information disclosure system is built taking into
account requirements of listing rules of the Moscow



Exchange and NYSE, is efficient and assures compliance
with the transparency principle.

The Company’s system approach also covers areas
where compliance with legislation is essential. Thus,

Corporate Governance Development

systems of assurance of compliance with anticorrup-
tion, antimonopoly and insider legislation were built in
the Company based on best international compliance
standards.

Settlement of possible conflicts of interests of management

bodies of MTS PJSC

For the purposes of non-admission of conflicts of inter-
ests, the Company holds an annual knowledge testing
and certification of compliance with norms of the Code
of Business Conduct and Ethics for executives and top
management, the result of which are reviewed at the
Auditing Commission at the Board of Directors of MTS
PJSC.

Members of the Management Board and employees
are not entitled to participate in approval, agreement,
other decision-making in respect of transactions con-
cluded by the Company if they are or may be under the
influence of the conflict of interests.

During the conflict of interests management the
Company is guided by the principles of lawfullness,
confidentiality, impartiality, objectiveness and reason-
able sufficiency, obligatory immediate disclosure of
information by Company’s employees about the actual
or potential conflict of interests or likelihood of such a
conflict.

During 2017 no conflict of interests of members of the
Management Board of MTS PJSC was found.

Procedures preventing a possible conflict of interests of
directors are also established in our Company. Mem-
bers of the Board of Directors must refrain from actions
which may result in appearance of a conflict of inter-
ests and, if such a situation exists or arises, disclose
information about it to the Board of Directors and not
participate in voting on conflict agenda items.

Members of the Board of Directors, who have interest
in agenda items of the Board of Directors, do not take
part in discussion and voting on the specified agenda
items.

During 2017 no conflict of interests of members of the
Board of Directors of MTS PJSC was detected.

Development of Corporate Governance System at Plans for 2018

In 2017 we continued the work on development of our
corporate governance system.

For the last years our attention was primarily focused
on introduction of Corporate Governance Code provi-
sions. After we completed audit of the Company’s cor-
porate governance system back in 2015 (for compliance
with Code principles and recommendations), the Code
Implementation Road Map was approved. Last year we
completed its implementation and achieved significant
progress in compliance with the Code recommenda-
tions (see schedule).

You may review the key Code recommendations imple-
mented by us in the Annual Report of the Company for
2016.

The main principle that we adhered to was reasonable
introduction of the Code, and not rushing for its formal
implementation.

Our Board of Directors decided to comply with those
Code recommendations that the Company was able to
follow without using additional resources. In respect
to the remaining part of recommendations, we had
to do analysis and to make a management decision
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Compliance with Code

Partially complied Partially complied
with Not complied with

Fully
complied with
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Fully

Compliance with Code
at project start (2015)

on the need for fulfilment. Each of such “complicat-

ed” recommendations was elaborated in detail with
participation of all interested units. In respect to certain
“complicated” recommendations we made a decision
on introduction, in respect to others we perform annu-
al monitoring in order to be on track with where the
market is moving to.

For example, now we do not use the “controlling
shareholder’s memorandum” tool, and we do not
have a senior independent director appointed. We are

Corporate governance index

There are not so many tools in the market, which may
enable the issuer to objectively assess its position in
the corporate governance market. For many years such
a tool was Evaluation of Russian corporate governance
conducted in accordance with GAMMA methodology,
but it is no longer available.

complied with

Not complied

Compliance with Code
at project end (2017)

consciously going toward such step?, but at the same
time we continue regular monitoring of market trends
on such recommendations.

We believe that we have achieved quite a high level of
compliance with the national Code provisions and may
shift the focus of attention to best foreign practices and
other market trends. These are such individual issues
as ESG-factors, Stewardship Code, Succession planning,
etc.

Between 2016 and 2017, two new studies in the field
of corporate governance were provided to the market.
The first of them (National Corporate Governance In-
dex, assigned by the National Association of Corporate
Directors jointly with Corporate Development Center
TopCompetence with technical support of the Moscow
Stock Exchange and Center of System Transformations

1 You may review justification of non-compliance in the section “Report on Compliance with Corporate Governance Code”,

page 240.



of Lomonosov Moscow State University) evaluates the
companies according to formal metrics, based mainly
on the provisions of the Corporate Governance Code,
and the second one (Corporate Governance Index) is
assigned by the Association of Independent Directors
jointly with the National Research University “Higher
School of Economics”.

Following the 2017 results, we entered TOP-5 compa-
nies according to the National Corporate Governance
Index. Therefore, we managed to improve our positions
compared to the last year, but there is still a lot of work
left on “sustainability and CRS” and “essential corporate
actions” elements.

In the study “Corporate Governance Index — 2017”

for the second year in a row we are on the second
position (after the Moscow Stock Exchange) according
to perception of stakeholders (members of the Board
of Directors, Corporate Secretaries, Shareholders and
Investors, experts in the field of corporate govern-

Corporate Governance Development

ance), however, according to formal research metrics,
we could not make it to TOP-10. We plan to analyze
the reasons for such results and to make certain
conclusions.

The above research results, in our opinion, speak about
quality of work completed by us in the field of corpo-
rate governance.

In 2018 we will continue regular monitoring in respect
of Code recommendations not complied with by MTS,
will assess the changing practice and analyze the
opportunity to introduce non-complied recommenda-
tions. An individual task for us would be detection of
MTS weaknesses in the field of corporate governance
(based on the above research results) and identification
of further areas for system development.

We will focus our attention primarily on new trends
and international corporate governance practices.
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Our Approach to Sustainable
Development/Social
Responsibility
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In 2017 MTS continued to adhere to the approved Corporate Social Responsibility

(CSR) Strategy.

Being aware of our responsibility to our stakeholders and taking into account social
and environmental issues at a global scale, within the strategy we included the main
areas: economic, environmental and social ones.

In 2017 we continued operations in nine core areas:
e improving the quality of life of subscribers;

e care for employees and their development;

e development of corporate volunteering;

e charity;

¢ development of regions, territories of presence and
local communities;

e synergy between CSR practices and creation of
common values;

e responsible business conduct;

e development of services increasing environmental
sustainability;

e environmental protection measures.

The quality of life is the main condition for the sustain-
able social development of civil society and the individ-
ual; it includes a number of socio-economic or other
criteria reflecting the level and extent of the person's
well-being achieved in various areas of his life.

Our current approach to safety is the reliable founda-
tion which is needed to meet the needs of society now
and in the future.

We pay significant attention to the creation of a flexible

corporate culture of the company, which stimulates the
development of innovations and allows us to contin-

1

uously improve our services and technologies, thus
contributing to the improvement of the quality of life.

Our corporate social responsibility and sustainable
development strategy (further CSR) is a continuation of
the company's business strategy 3D (Date, Digitalisa-
tion, Dividends).

We build CSR system in accordance with the demands
of the society, consumers, shareholders, employees,
government, non-profit and public organizations, part-
ners and suppliers, local communities.

The principles of socially responsible business aimed
at ensuring sustainable development and growth of
the Company's well-being, formation of a competitive
economy, improving the quality of life and the pros-
perity of the society underlie the CSR activities of MTS.
These principles were formulated with involvement of
all stakeholders and taking into account their expecta-
tions, and are set out in the Corporate Social Respon-
sibility Policy. The policy "MTS Activity in the Field of
Corporate Social Responsibility" is an internal docu-
ment which regulates implementation of CSR projects.

The Company's activities in the field of CSR are based
on the following principles:

e respect for the interests of stakeholders;
e rule of law;

e compliance with international standards of
conduct;

http://www.company.mts.ru/comp/social_responsibility/strategy/principles/.



e development and implementation of innovative
technologies;

e ethical conduct;

e observance of human rights;

e transparency;

e improvement of corporate governance system;
e accountability;

e zero tolerance to corruption in all forms and
manifestations.

The Board of Directors and the Management Board

of MTS are the main governing bodies of CSR. Their
competence includes the approval of CSR strategy and
social programs, monitoring their implementation and
assessing the effectiveness of social projects. Vice Presi-
dent for Human Resources, together with Corporate So-
cial Responsibility Department of the Human Resources
Unit are responsible for planning, direct implemen-
tation and consolidation of CSR activities. Planning

and implementation of social initiatives of MTS in the
regions are carried out by MTS HR, Marketing and PR
department employees appointed locally.

In 2017 the CRS Committee continued its work — it is
an advisory body under the President, whose members
work to initiate partner programs, translation of the
CSR Policy of the Company into the external and inter-
nal environment, creation of CSR environment within
and around the Company, consolidation and efficient
use of Company resources in integrated CSR-projects,
preparation of Sustainability Report, approval of work
plans of the Corporate Center and Clusters of MTS.

Our Approach to Sustainable Development/Social Responsibility

Main mission of MTS in the field of sustainability is to

improve the quality of life and safety of people and
society by developing innovations and providing a

wide range of services to our clients.

Our official website contains MTS Group's Sustainability
Reports, main charitable projects implemented by the
Company, and also contacts for feedback. We maintain
continuous dialogue with stakeholders and give an
opportunity to obtain all information about one’s social
activities.

One of the strategic goals and objectives within the
framework of the HR strategy is the involvement of top
management in implementation of social projects and
their personal active participation.

We are firmly convinced that management involvement
raises the level of projects, helps to gain strategic vision
and develop new directions. The focus on realizing the
social potential of employees and the opportunity to
participate in events together with top management
undoubtedly raise the level of staff involvement and
positively affect the development of the business as a
whole.

In 2017, top management took part in key federal CSR
projects: "Children on the Internet", "Networks for all
Ages", "Telecom Idea" and International Volunteer Day.

In 2018, we plan to continue to involve top manage-
ment representatives in implementation of key projects
by raising their awareness.

Social responsibility in MTS is focused on a wide spectrum of socially significant objectives, from
employees’ engagement into development of products that are in demand for the society, to enabling
personnel to personally participate in society development and its support.

Being the largest employer of MTS, we strive to be responsible and attentive to rights of our employ-
ees, to provide decent living standards for them and their families, to develop their professional and
personal skills and competences, to provide opportunities to them for self-fulfilment both profession-

ally and as volunteers in social projects.

Maria Golyandrina, Member of the Management Board, Vice President, Human Resources, MTS PJSC
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Telecom Idea in figures
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Main Outcomes for 2017

Increased number of employees — participants of
volunteering movement of MTS “Just Give Good” —
6500 (in 2016-6000 employees (7.5% growth). In
2017 volunteers took part in social projects of MTS
in the entire territory of presence.

The “Recognition Program” was developed to
recognize employees in the sphere of volunteer
activities.

The federal volunteering project “MTS Green Ex-
press” was awarded with the “Champions of Good
Deeds” award established by the Association of
Managers of Russia.

Competition “Telecom Idea” — number of submit-
ted applications 660 (triple growth). Award “Time
of Innovations — 2017".

The international audit of the unified Compliance
system was successfully completed, the programs
"Human Rights at the Workplace" and "Ecology"
were developed.

Code and questionnaire of MTS supplier are supple-
mented with sections and questions on CSR.

A new program “MTS — Company for All Ages” was
initiated.

The MTS CSR Department Director was included
into TOP-3 leading domestic CSR managers (accord-
ing to RBC rating in 2016 — sixth place).

Plans for 2018

Popularization and promotion of mobile Internet in
the society in order to improve subscribers’ quality
of life.

Self-evaluation according to recommendations of
the international standard 1SO 26000: 2010 "Social
Responsibility Guidelines" with functional units of
MTS.

Our Approach to Sustainable Development/Social Responsibility

Update of CSR Policy in accordance with best
practices.

Issue of non-financial reporting: application of GRI
Standards, which will enable to focus on the es-
sential aspects of sustainable development of MTS
Group when compiling Sustainable Development
Report.

Increased share of cross-functional projects with
involvement of all MTS functional units.

Involvement of regions of MTS presence, subsidiar-
ies and partners in implementation of key regional
CSR projects. In 2017 the percentage of regions —

participants of promotions increased by 7.5%, and

amounted to 55%, and in 2018 we expect that 80%
of regions will participate in CSR activities.

Development of MTS corporate volunteering sys-
tem “JUST Give Good”.

Development of "Social HR" area: expanding the
opportunities for internships, practical training
and employment of people with disabilities and
older people, active participation and involvement
of the Company's employees in socially significant
activities aimed at the socialization of vulnerable
segments of the population.

Work in “Eco-Telecom” area: popularization of en-
vironmentally responsible way of life and attitude
to natural resources among company employees,
support of federal and international environmental
activities.

Strategic priorities remain as follows: involvement of
top management into CSR projects (tone from the top),
development of corporate volunteering, cascading
projects to regions and implementation of cross-func-
tional projects helping to strengthen CSR culture in the
Company.
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Our Employees
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The economically active number of employees of MTS PJSC as of December 31, 2017

amounted to 27,906 people.

The Company operates a competitive payroll system
consisting of fixed and variable parts. Package of com-
pensations and benefits provided to Company employ-
ees, meets current labor market practices.

The amount of the fixed salary (official salary) part is
defined taking into account salary ranges established
for each position category (grade) on the basis of labor
market analysis in the region of operations and Compa-
ny’s Positioning Policy in respect of the labor payment
market.

The variable part in the Company is represented by the
incentive system which provides for clear and trans-
parent principles of establishment target bonus sizes
and calculation of its actual values on the basis of key
performance indicators and individual tasks fixed in
evaluation forms of each employee.

Apart from the above incentive system, the Company
operates a bonus system for employees engaged in
sales and subscriber services, the basic principle of
which is motivation to reach the final result. A distinc-
tive feature of the system is a revenue structure with a
large variable part and other payment frequency. For
Company’s employees responsible for direct sales a
commission bonus scheme (direct sales interests).

All company’s employees participate annually in the
performance evaluation procedure which includes both
an evaluation of fulfilment of key performance indica-

tors and the competence development level. Managers
during the evaluation process provide an extended
feedback based on annual work results, besides,
following the evaluation results a plan of developing
measures is generated for employees.

Thanks to a qualitatively built personnel development
system, four out of five manager’s vacancies in the
company are closed by means of in-house candidates.
Use of new advanced remote training platforms in 2017
will enable in future to provide opportunities for em-
ployee’s development with high quality and availability
in 2017.

MTS provides its employees a broad compensations’
and benefits’ package focused on social protection of
employees. Employees receive official benefits (includ-
ing cars and compensation of costs for their usage,
mobile communication with a wide limit), social bene-
fits (including life insurance, additional payment for the
sick list, material assistance), representative benefits,
additional benefits (including compensation of fitness
and swimming pools, wide range of services under
voluntary medical insurance, benefits’ package during
relocation within the Company). Employees are also
allowed to take part in the cafeteria benefit program
where based on employee’s individual decision his set
of benefits may be changed. Such an approach enables
to qualitatively satisfy varying employees’ needs with
high cost effectiveness.



Portrait of an average company employee
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Personnel advanced training

MTS PJSC applies a system training model which is based on Company’s strategic
objective and human resources management objectives. The training system is also
based on corporate values SIMPLY of MTS Group and requirements for employees’

professional knowledge and skills.

The Company operates a Corporate University setting training standards and
coordinating personnel training and development processes. Tasks of the Corporate
University also include building training systems for various functional divisions

of the Company. The mission of the Corporate University is to create development
opportunities expanding people and business borders, for MTS confident future.

Corporate University awards as of the end of 2017:

e “Crystal Pyramid-2017” award, 2nd place in
the nomination “Corporate University of the
Year — 20177,

* “A Woman Matters” award, winner in the nomina-
tion “Best Conditions for Professional Growth of
Women”;

o “Effective Business Education” Award, winner in
the nomination “Best Internal Practices of Start-up
Projects Development”;

e Leadership Coaching Awards-2017, winner in the
nomination “Leadership in Life” — “Stars that Light
Others” (Coaching as Style of Interaction inside
Company);

e Skolkovo Trend Award, winner in the nomination
“For development of educational program of new
type — accelerator of internal corporation develop-
ment projects».

Main objectives of the function “Personnel Training
and Development”:

e assure systematic, efficient development of employ-
ees based on corporate values and Company’s key
competences;

e generate required knowledge, skills and attitudes
required for employees and managers for raising
efficiency at the existing position;

create a tool for development of Candidates Pool
and Successors to key positions;

assure succession of expert/unique knowledge and
experience;

create a self-training environment in the Company
where every manager and every employee is in-
terested in development and involved in processes
of creation, maintenance and multiplication of
knowledge and skills in the Company.

Personnel training and advanced training is performed
by means of the following forms and methods.

Integration training. The Company holds uniform
centralised induction courses for all new employ-
ees, the aim of which is to understand Company’s
business and culture, its structure as well as to
study internal processes and organisational proce-
dures by new employees. Additional programs for
induction in the internal structure, business-pro-
cesses of the Company and adopted interaction
procedures are conducted for new managers.
Team-building measures for raising a corporate
spirit and strengthening a corporate structure

are held for operating employees. Managers of
Company’s functional divisions conduct training
of operating employees in accordance with rules
drafted in internal regulatory documents. For newly
implemented processes functional seminars, mas-
ter-classes and webinars are held.

Professional training. Systematic professional
training aimed at assuring continuous development



of professional personnel knowledge and skills is
implemented in the Company. Rates and contents
of training programs as well as rates for employ-
ees’ participation in professional conferences are
set in accordance with requirements of positions
as well as in accordance with requirements for
employees’ professional knowledge. Professional
training planning is carried out based on business
need of a particular division. Professional training
of employees directly working with customers is
carried out mainly by internal resources based on
uniform standards (taking into account territorial
peculiarities).

Development of manager’s managerial compe-
tences. The managerial competence development
system is based on the concept of fulfilment of

an individual training plan as well as target and
modular training for managers. Target and modular
programs are recommended for dedicated cate-
gories of managers, individual training plans are
formed based on the results of the annual evalu-
ation of managers’ competences. A focus is made
on training of managers in personnel management
methods (selection, evaluation, grading, develop-
ing feedback, creation of individual development
plans, mentorship, coaching, motivation of employ-
ees etc.) and interaction with subordinates based
on uniform corporate standards. An important
objective of managerial training, apart from gener-
ation of an uniform approach among managers is
to motivate and retain Company’s managers. The
direction and contents of managers’ training pro-
grams are defined by the Company’s development
strategy, business tasks of divisions and managers’
competence development level based on evalua-
tion results.

Training of candidates pool and successors to
managerial positions. The candidates pool training
system is based on individual development plans
of every employee included in the candidates pool
group. Training programs are formed individually in
accordance with results of evaluation measures and
competence development level.

Self-education. Conditions for employees’ self-ed-
ucation are created in the Company. The internal
library of recommended literature on competences
was established.

Our Employees

In-person trainings, seminars. When conducting
such type of training and seminars, an internal
resource is actively used, author’s internal trainings
adapted to Company’s business specifics are devel-
oped. A significant share of internal programs is
held in a comfortable online format which enables
any employee to take use of training opportunities
in the Company. The Academy of trainer’s mas-
tership for preparation of in-house trainers was
implemented, a remote program for trainer from
remote RF regions was launched.

Post-training support. Based on training results
employees receive a list of recommended literature
and additional materials for studying, for the part
of programs fulfilment of home task and its discus-
sion with a training for better skill mastering are
stipulated. Follow up seminars, workshops, work-
shops on the topics of past training with a view to
master employees’ knowledge and skills and to
discuss issues of obtained knowledge application in
practice may be conducted.

Remote training. Remote training forms are active-
ly used by the Company for all training types. The-
oretical courses are conducted mainly in a remote
format. Remote methods are also actively used for
evaluating training efficiency: knowledge testing
based on training results, evaluations of satisfac-
tion with training programs, practical applicability
of training programs.

On-the-job training is regarded as a priority and
the most efficient method. One of the main tasks of
a manager of any level is professional growth of his
subordinates. The Company operates a mentorship
system for all employees: from trainees to experts.

Master-classes from Company’s top managers.
Company’s top manager take active part in training
and development of Company’s employees. Mas-
ter-classes of Company’s key managers are held in
the Company on a regular basis, the task of which
is to bring main Company’s objectives, Company’s
strategy to personnel as well as to discuss key pro-
jects. When holding master classes, the top manag-
ers can get the feedback from the employees and
discuss the prospective changes in their processes.
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Virtual Academy

The Virtual Academy turned two in January 2018.

In the beginning of 2016 a new system of employee
training management appeared in MTS PJSC — Virtual
Academy based on LMS Success Factors (SAP). The Vir-
tual Academy creates opportunities for establishment
of a self-trained organization, a single training environ-
ment, a common point of entry for all processes related
to training: from scheduling of conferences to watching
a new video course. Employees may find more than 70
video courses in the system on various subjects — from
negotiations to Excel.

In 2017 we achieved our personal best and held over
300 webinars. 96% of employees at least once a year
completed training in the Virtual Academy. Almost 60%
had two and more optional courses. Users had courses,
passed tests and watched webinar records 243,065
times for 2017.

Online programs

In 2017 we actively used the format of online programs
that represent series of webinars and home tasks. Excel
program was in most demand: 1700 participants regis-
tered for it. The program was on for two months, and
during that time the participants submitted 1000 tasks
for testing. The program ended with Excel Olympics,
where 100 most experienced analysts of the company
battled with each other.

Another large-scale program would brief employees
most recent and relevant trends of the digital world.
Experts from most popular and successful digital
companies were invited, in order to speak to MTS
employees in simple and clear terms about blockchain
technologies, artificial intelligence, neuronets, comput-
er-assisted learning, and many more.

In 2016 employees entered the Virtual Academy
228,140 times, and in 2017 — already 470,153 times
(more than double growth).

In October 2017 we launched a survey on the corporate
portal on satisfaction with Virtual Academy operation.
87% of people surveyed would recommend training in
the Academy to peers.

Number of entries into Virtual
Academy

228,140

2016 2017

Besides, in 2017 two practical online labs were held.
Employees of IT and non-IT departments mastered
Python programming basics, created chat bots in
Telegram.

The most unusual format for us was remote training on
creativity that was held with the help of a chat bot. This
was an intensive seven-day marathon, where partici-
pants had to daily perform tasks sent by the bot. If you
failed to perform the task, you were out of the game.

It was a pleasant surprise that in such intensive mode
more than 50% of participants performed all tasks and
went till the end.



ol a5 BUS LIE =T
¢ Chats MTS Creative Week
{ Chats <

Oewmt 1. YacTs 1

Ao nepasi, YacTe nepnas

[T
MTS Creative Week

BoT v Boe. BOEro TRM NPaBNa,
HHMETD YRACHOTO.

ECAM ¥ BAC NOA PYKOH 8CTH BROKHOT,

PYUKS M HAY LMWK, MOXEM
CTApTOBATH. a NPMALLNIG HECKONBKD
PONMKOE C TEGPHEHA, 3 NOTOM

NONPOWY BAC BHMQAMWTE 3A0AHKA,

MonpowaiiTtecs © paccnanesHen
HHIHBIO W3 HEAENIo, NoobeuaiTe

Our Employees

Course of creativity on chat
bot

A week of intensive training in your

EHOMKy!

Oevb 1, YacTe 2

Oeva nepasii. HacTs sropan

Moexanm!

What’s next?

In 2018 we started active training of employees on
most popular digital professions. “Product Valley” pro-
gram was launched in February, about digital product
management. We will discuss user research, product
metrics, Agile, Scrum, Kanban and interface design. In
spring we are launching “Computer Assisted Training”
program, which will be conducted by our experts from

Walking in Space

In November 2017 MTS registered “MTS Corporate

University”. Huge expertise was accumulated in train-
ing and development of HR potential, and we became
aware that we were ready to launch our training pro-

Talent management

In 2017 the two-year cycle of “Talent Management”
program that started in 2016 was continued. Successors
and high potential employees (Hi-Po) attended training
events under their development plans. Employees

with narrow professional expertise (Hi-Pro) in 2017
held more than 200 events to transfer knowledge and

celfie AOATH A0 KOHLLA W XMUTE Ha

smartphone

A chat bot instead of a teacher

Short videos and articles

Tasks every day

You are out, if you fail to perform a task

More than 50% wend till the end out of 50
course participants

Big Data Department. An absolutely new unparalleled
program “Data drive: how to make decisions based

on data” will be provided for analysts and managers.
Besides, programs are being prepared on the recent
trends of digital world for marketing experts, IT experts
and employees working in B2B segment.

grams in on-site and online format to the external mar-
ket. In the beginning of 2018 we already had our first
customers — large corporations and state universities.

trained 260 peers. For each talent groups, target train-
ing programs were developed, career interviews were
held, on the basis of which the individual development
plan of participants was made. Employees underwent
Hogan evaluation, internal training, external training,
took part in competitions and by request could use
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services of internal coaches and mentors that support
them throughout the entire program. Traditionally, the
program covers 4% of the total number of Company/
Block/Region/Cluster personnel. The total number of
participants as of the end of 2017 amounted to 578
people (55.4% — HiPo, 26.8% — HiPro, 17.8% — suc-

Electronic Library

In 2017 the Publishing House “Mann, Ivanov and Fer-
ber” developed e-library specially for MTS. It includes
masterpieces of business books on marketing, PR,
sales skills, psychology, economics, personal develop-
ment, healthy life style, children and parents relations,
etc. Bools are both suitable for training sessions and
self-education. Currently the e-library includes more
than 750 books, which may be listened to in audio
format or read from PCs and personal mobile devices
at any time convenient for employees. Library interface
is very convenient: you may send links to colleagues,

cessors). Promotion to target positions as of the end

of 2017 was granted to 31% (138 people) of program
participants (successors and Hi-Po). Three-module train-
ing program “HiPro Academy” was held for employees
in HiPro category.

leave feedback, see the rating of most popular books in
the company.

As of the end of 2017 the number of active users
of MIF library was 15,570 employees, number of
downloads — 659,031.

Besides, since November 2017 MTS employees have
been granted access to the periodicals resource Public.
ru, where some of the best business editions are availa-
ble (Forbes, Kommersant, RBC, Profile, Expert, Psychol-
ogies, Geo, Law, Computerworld Russia, etc.).

Joint project with Skolkovo Business School

In the beginning of 2017 the MTS Corporate Univer-
sity, jointly with the Moscow Management School of
Skolkovo, launched the corporate training program

for top managers. Its 57 participants include MTS Vice
Presidents, General Directors of subsidiaries, Regional
Development Directors, Directors of key departments
and regions focused on achievement of significant
business results and professional and personal growth
inside the company. The program was aimed at training
of new type leaders, who were ready to develop corpo-
rate culture, business processes and strategic planning
on the basis of digital approach under conditions of
high economic turbulence and uncertainty, and make
the necessary changes in the company.

The training program comprised five modules that
included academic and project work. Attendees studied
strategies of company management under digital
conditions, nuances of innovation project and corpo-
rate start-up management with account of financial
risks, and also behavioral economy, effective commu-
nications and leadership psychology. Invited experts,
opinion leaders and leading professors of Skolkovo
Business School spoke to program participants. The
result of training was defense of projects developed in
the process of training.

Training events to support the Company’s strategy

Within support of the Company’s strategy:

target training programs were developed and con-
ducted: “Working with conflict customers. Stress
management skills”, “Emotional intellect”, “Agile.
Fundamentals”, “System thinking as new approach to
self-development”, “Team nature: how to create an
environment for its evolution”;

number of training hours per single employee in 2017
total and broken down by categories (in-person and
remote) amounted to 16.5 hours — average number of
training hours per single employee in 2017, where 9.4
hours — in-person training, 7.1 hours — remote;

number of training days per single employee in 2017 —
two business days;



Our Employees

217



Omts

218

number of trained employees, pers./courses in 2017
broken down by in-person and remote training —
229,607 (187,912 — remote, 41,695 — in-person);

the English teaching program implementation contin-
ued in full-time club format. In 2017 300 employees
from all regions of the country got an opportunity to
study English within the “English online” project;

10,697 man-courses of external training are organized
for employees;

110 professional conferences, participants of which
were MTS PJSC employees;

300 employees from all regions of the country got
an opportunity to study English within the “English
online” project;

more than 60 permanent participants of the English
Club operating in four MTS offices in Moscow;

more than 80 employees completed external course
“Product Manager”;

37 employees of the Finance and Investment Block
(Accounting Department and Unified Service Center)
were trained on “IFRS: IAS 39, IFRS 9, IAS 32, IAS 23, IAS
37” (customized course for MTS);

60 employees of the Marketing Block completed train-
ing on “Google Analytics 360 Suite”;

non-conventional employee development formats
gained popularity: Management Battle Tournament,
Oratorical Club for the development of presentation
skills, "Woman in Business" program, “Business Case
Marathon”.

In line with the Company’s HR strategy, functional
academies work continued:

e Customer Care Academy for the employees en-
gaged in customer service;

e Business Sales Academy for the employees
engaged in sales of products and services for corpo-
rate customers;

e Coaching Skills Academy for the development of
coaches within MTS Group. The goals of the Acad-
emy are professional development of corporate
and in-house trainers of MTS Group and spreading
single philosophy/policy/learning principles across
the Company;

e “Leadership Academy” in 2017 transformed
towards development of innovations and changed
the name to “Leadership Academy. Business
Breakthrough”. Participants were 250 employees
of MTS and subsidiaries from across Russia, which
changed into 30 project teams. The program com-
bines remote training on development of corporate
start-up projects and practice of knowledge on real
projects. 10 teams qualify for the final with the jury
represented by the Company’s TOP-management.
The winner goes on a business tour abroad;

e HR Academy for employees of the HR Block;

¢ Third wave of iMBA for employees in remote
region;

e "Academy of Marketing";

"Academy of Procurement".

The criteria for sending the employees for vocational
training are the approved vocational training plans,
formed by functional managers based on the annual
appraisal results.

Induction training has to be completed by all new
employees, and if a new regulation/process is intro-
duced — by all existing employees of the Company.



Occupational health and labor safety

MTS PJSC pays close attention to the issue of ensuring comfortable and safe working
conditions. Personnel safety is the main component of corporate social responsibility
of the Company. MTS is guided in the field of occupational health and safety by the
laws of the Russian Federation, as well as international law and local requlations on

labor protection.

The Company operates a two-tier system of H&S management, focused on creating a
safe working environment, prevention of occupational injuries and personnel training

of safe work rules.

Labor protection activities carried out by MTS PJSC are
aimed at:

e Ensuring the priority of preserving life and health
in the workplace;

e Improving of the OSH management system;

e Timely training of managers and specialists on
labor protection;

e Organization of preventive and periodic medical
examinations of employees;

e Timely provision of employees with special
clothing, footwear and other personal protective
equipment;

e Organization of the production control and evalua-
tion of the special conditions of employment;

e Ensuring the safety of production equipment and
processes;

e Accounting and analysis of occupational injuries,
organisation of investigation of accidents and activ-
ities to prevent occupational injuries and diseases;

¢ Providing units with normative documents,
communicating the laws and regulations on labor
protection to the employees;

e Promotion of occupational safety and health issues.

In 2017 16,917 persons underwent external and inter-
nal health and safety training. Employees trained on
health and safety are managers, experts, members of
commissions on health and safety and other catego-
ries of employees. Various training systems are used

for internal training on health and safety, including a
remote health and safety training system of the Virtual
Academy of the Corporate MTS University. The Compa-
ny provides training on first aid to persons injured at
the production facility. First aid is a complex of actions
aimed at recovery or preservation of life and health of
the injured. The main objective of training is practice
of independent actions and behaviour of employees
aimed at preserving life of every injured, before arrival
of rescue services.

One of the major trends in the prevention of occupa-
tional injuries and diseases is a special assessment of
working conditions. This process allows to fully identify
and objectively evaluate the harmful and (or) danger-
ous production factors and risks in the workplace, to
plan the activities to improve working conditions. As
of December 31, 2017, in the MTS Group Corporate
Center and MTS PJSC branches, 24 456 workplaces (92%
of the total quantity of workplaces) were evaluated (as
of the end of 2016, 23,576 workplaces were evaluated,
as of the end of 2015-21,061 workplaces). In 2018 the
work on special evaluation of labor conditions will
continue. Detailed information on evaluation results

is available at http://www.company.mts.ru/comp/
social_responsibility/ocenka/.

Personal protective equipment (PPE) plays an impor-
tant role in the prevention of employee’s direct expo-
sure to harmful and (or) hazardous production factors.
MTS PJSC developed and approved norms of free

issue of special clothing, footwear and other personal
protective equipment to workers who are engaged in
work with harmful and (or) dangerous working condi-
tions. Timely procurement of certified PPE is provided,
deadlines of wearing and testing of personal protective
equipment are met. Properly organised safekeeping of
PPE is ensured.

Our Employees
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MTS employees engaged in work with harmful and
(or) dangerous working conditions undergo preventive
(at employment) and periodic (during work) medical
examinations. The purpose of the periodic medical
examination is a dynamic monitoring of the employ-
ee’s health in the workplace, prevention and timely
establishment of the signs of occupational and general
disease, and prevention of accidents. During the re-
porting period, MTS PJSC held preventive and periodic
medical examinations of 3021 and 8301 employees,
respectively. Following the results of periodical med-
ical examinations, 35 employees needed transfer to
another work — their functionalities were accordingly
amended; health resort treatment was recommended
to 52 employees (the opportunity of treatment at the
expense of the Company’s funds was provided).

Particular attention is paid to the organisation of MTS
activities to prevent occupational injuries and diseases,
to carry out preventative measures to manage occu-
pational risks. For this purpose, various organizational
and technical measures have been implemented for
accidents prevention.

There are no official joint committees on health and
safety in MTS PJSC. Directors of units and represent-
atives of employees participate in monitoring and in
development of annual H&S Safety Plans in branches
for the next year (10%) and in development of the List
of actions to improve conditions and H&S of employ-
ees, at whose workplaces special labor conditions
evaluation was conducted.

MTS PJSC joined compliance with the following
agreements:

e Moscow three-party agreement for 2016-2018
between the Government of Moscow, Moscow as-
sociations of trade unions and Moscow associations
of employers;

e Federal industrial agreement on organizations of
communication and information technologies of
the Russian Federation for 2015-2017.

Annually MTS PJSC cooperates with the Social Insurance
Fund of the Russian Federation (SIF RF) for financial
support of preventive measures to reduce accident
injury rate and occupational diseases of employees and
health resort treatment of employees working with
hazardous and (or) dangerous production factors, as
well as to obtain discounts on insurance tariff for com-
pulsory social insurance against industrial accidents
and occupational diseases. In 2017 the total amount
received from this work made 2.6 M RUB (in 2016-9.1

M RUB, in 2015-9.6 M RUB). Reduction of amount
received is caused by the fact that after organizational
structure transformation conducted in MTS PJSC, names
of some branches were changed, and the Social Insur-
ance Fund of the Russian Federation withheld discounts
to insurance tariff and financial support to preventive
measures for reduction of workplace injuries and
occupational diseases of employees and health resort
treatment of employees.

At the expense of funds of the Social Insurance Fund of
the Russian Federation:

e medical examinations were conducted;

e uniforms, safety shoes and other PPE were
purchased;

e special evaluation of labor conditions was
performed.

H&S management system in MTS PJSC has been recog-
nized at the regional and district levels. In 2017 some
MTS branches became prize winners of various H&S
review competitions.

A lot of attention is paid to promotion of labor protec-
tion issues, various forms of operation are used. Every
year in April, in anticipation of the Global Labor Protec-
tion Day, various actions are taken to improve the labor
conditions and protection of the Company employees,
to prevent accident frequency rate and occupational
diseases.

In the reporting year the representatives of MTS and
subsidiaries participated in the work of the third
All-Russian Labor Protection Week in Sochi. The busy
schedule of the All-Russian Labor Protection Week
made it possible to participate in professional dis-
cussions, to study best practices and experience of
colleagues, to learn about the main directions of labor
protection law improvement, to get recommendations
and answers to practical questions.

In 2017 one of branches of MTS PJSC was given a “Em-
ployer Trust Certificate” from the state labor inspector-
ate. Every year the Company assesses the effectiveness
of OSH management system based on quantitative indi-
cators that objectively assess the degree of implemen-
tation of the labor policy. Assessment is carried out for
each region. As a result of evaluating the OSH manage-
ment system effectiveness, the analysis is performed,
concrete measures on improvement of labor protection
are planned.



Our Employees

Indicators of injuries in MTS PJSC, 2015-2017

Indicator 2015 . 2016 . 2017 r.
Lost time Accident Frequency Rate (LTAFR)* 0.21 0.16 0.22
Accident Severity Rate (ASR) 16.28 51.57 21.3
Accident and Lost Work Day Rate (ALWDR) 0.03 0.02 0.03
Lost Work Day Rate (LWDR) 0.49 1.46 0.48
Absentee Rate (AS) 5.51 4.19 4.27

! Lost time Accident Frequency Rate (LTAFR) defines the number of accidents for the reporting period per 1000 workers.
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Social projects and charity

Generation M

MTS continued in 2017 implementation of the key
social project of the company — comprehensive charity
program “Generation M”, initiated and implemented

by MTS Company in partnership with leading creative
associations, federal and regional authorities, business
corporations under support of the Ministry of Culture
of the Russian Federation. The project combines the
idea of development of creative abilities of children
from regions of Russia and help in treatment of
seriously ill kids. The objective of the project is to give
equal opportunities to Russian children for creative
development and personal growth, regardless of place
of residence and family prosperity. At virtual creative
platforms of the project — website pokolenie.mts.ru,
in VKontakte group and in Instagram — children from
across the country may show their talents, participating
in competitions, online workshops and interactive exer-
cises from Russian starts in different areas. Within the
project MTS uses innovative philanthropy mechanisms,
creating a mass movement of young philanthropists in
Russia. All activities in groups and on website of Gen-
eration M are converted into “live money”, which MTS
transfer for treatment of seriously ill children.

The creative group of Generation M includes more than
150 recognized masters: teachers of the State Tretyakov
Gallery, Producer Center Ecole, film directors Vladimir
Khotinenko and Vladimir Grammatikov, animator Kon-
stantin Bronzit and Melnitsa studio, Neposedy studio,
singer Polina Gagarina, designers Vyacheslav Zaitsev,
Igor Gulyaev, etc. Winners of Generation M compe-
titions get wide opportunities: from internships at
largest animation and film studios of Russia to entering
the big stage together with the stars.

For three years the winners and prizetakers of Genera-
tion M were 240 children from 60 regions of the coun-

try, for each of which the project became a creative
launch pad.

Project results in 2017:

e The Internet audience of the project reached 15
million people.

e The range of creative areas was substantially
expanded: in Generation M, apart from traditional
areas, programs on clothes design, robotics, jour-
nalism, blogging and others were added.

e More than 150 event with coverage of 500 K peo-
ple, including the concert tour “SuperChildren of
Generation M”, series of fashion shows from stellar
designers “Fashion day of Generation M”, exhibi-
tion of World Press Photo prize winners.

¢ The amount of collected funds for treatment of chil-
dren in 15.5 million RUB, and funds were forwarded
for treatment of 42 children.

Awards received by the project in 2017

e Award of Digital Communications AWARDS — 2017
in the nomination “Digital-projects and strategies /
CSR-communications”.

e Award of Effie Awards Russia 2017 in the nomi-
nation “Contribution to general welfare. Social
responsibility and sustainability”


http://pokolenie.mts.ru
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Social investments

Direct communication with regional communities

Since the end of 2016, MTS has been implementing a
new type of charity activities — direct operation with
regional communities. Here we interact with inde-
pendent public associations of people, who, not being
charitable foundations or public organizations, attempt
to independently solve social objectives important for
their local community, getting in groups according to
their interests. A specific feature of such local groups is
public significance and unselfishness of their activities,
which is not related to any political, religious and com-
mercial activities.

For 2017 MTS implemented 290 projects in 33 regions
of the country for assistance to local communities in
the entire country: we purchased food and stationery
for large and needy families, helped to arrange sports
grounds, to build bicycle tracks, to recover local parks,
provided search parties with equipment required for
their work, helped young sportsmen with equipment
and travelling to competitions. Thus, in Vladivostok
we supplied uniforms to the children’s national rowing
team, in Tomsk we helped to recover a historical build-
ing, purchased loudspeakers for the amateur society of
Penza tour guides.

The considerable part of events for operation with com-
munities is performed with involvement of MTS volun-
teers — our employees participate in Saturday cleanup

Educational project “MTS/Media”

MTS implements the educational project “MTS/Media”,
which is a unique media resource built into the MTS
website with explanatory, training and helping content,
designed for a wide circle of country residents and
aimed at improvement of population’s life quality, its
involvement into digital economy.

MTS/Media covers issues in demand for the society,
which are related to using data services in daily life of
Russians. In 2017 two large cycles of publications were
developed at the portal: “Savings” and “State Services”,
which explained how with the help of a smartphone
and Internet to save and receive different services from
the government.

days, plant trees, collect clothing and essentials for the
homeless. Such social projects go beyond internal ones
and become an important part of the company dialog
with the local community. In 2017 such volunteer un-
dertakings were attended by 3700 employees of MTS.

We see the important social mission in operation with
local communities in transfer of experience and profes-
sional expertise, implementing projects of mentorship
and training for school, student and other youth asso-
ciations. MTS launched the project “MTS Lecture Hall”,
within which employees of the company hold lectures
on the subjects of priority for MTS, related to devel-
opment of smart-technologies, in regions of Russia.
The first similar training projects are implemented in
Odintsovo in Moscow region and in Ivanovo region.

Help in solving relevant issues of specific people
manifested itself as an effective tool of interaction with
social communities: speaking directly on behalf of the
company and studying in detail the life context of local
groups, we get a live feedback and sincere gratitude.
High engagement into activities initiated by MTS
demonstrates that people are ready to dive into what is
really close for them. In plans for 2018 there is increase
of the number of implemented projects up to 400,
scaling and expansion of their geography.

Federal and regional campaigns rely on publications of
“MTS/Media” written in simple and clear language, in
social media, links to website materials are built into
email and SMS communications campaigns. In 2017
more than 850 K people changed to materials of MTS/
Media from social media.

High time of publications reading means that most
people following the links read the materials till the
end. In general the monthly audience of the website is
around 300 K people.

In 2018 “MTS/Media” plans to expand subjects of mate-

rials, in particular, to promote apps and IT services for a
wide circle of residents.
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infrastructure

MTS mobile guide

In 2017 MTS continued development of the project. In
particular, in Tobolsk the historical and cultural project
“Mobile Guide “Literature Tobolsk” was launched. It
included monuments of history and architecture of
federal and regional purpose, with which biographies

of outstanding literary figures are related. Guests of the
tourist pedestrian route will be able to both see main
sights of Tobolsk and read about them, and to listen to
the audio version of the guide.
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The project for recovery of cultural appearance of historical cities

The festival of recovery of historical environment “Tom
Sawyer Fest” originated in 2015 in Samara, and in 2016
and 2017 covered more than 10 Russian cities. Within
the festival active and indifferent residents themselves
restore unique wooden houses built before revolution,
returning color and beauty to run-down houses. MTS

Poplar of Victory

The Great Patriotic War is still alive in memory of
millions of Russians. However, there are less and less
physical proof left every year. Therefore, anything that
reminds about heroic deeds of our soldiers, becomes a
relic in the eyes of the young generation. The Volg-
ograd’s poplar has become a true symbol of life for
Russians. It was the only one to survive the violent and
ravaging battle of Stalingrad, when the city was nearly
wiped out. The tree endured hostile fire — its entire
trunk is literally spattered with scars and grazes from
bullets and shell fragments. But in spring of 1943, after
liberation of the city, the tree blossomed again, symbol-
izing the victory of life above death and war.

ECO-projects

Annually MTS employees participate in eco-descents
and Saturday cleanup days in the territory of natural
reserves, recreation areas, city parks and zones of rest
of the regional residents. More than 30 K trees were
totally planted in 30 regions of Russia.

With support of the forestry department of Novosibirsk
region, in September 2017 activists of EKA Movement
and employees of MTS company planted 15 K pines in

Forest monitoring against fire

MTS jointly with the forestry department of Novosibirsk
region develops the project of forest areas monitoring
to prevention and urgent clearance of fire threats in
the region. Video cameras of the “Forester Beat” sur-

provides volunteering and financial assistance to “Tom
Sawyer Fest”, operates over restoration of historical
and cultural sights, conducts workshops for children. In
2017 MTS volunteers from Tomsk, Kazan, Samara, Sara-
tov, Orenburg and Buzuluk participated in the project.

The story of the Volgograd’s poplar has been a subject
of discussions for a long time, but has not yet been
popularized. The crucial moment was the initiative of
MTS: to create a project, which would respect military
and historical heritage of the country and proposed
new opportunities for improvement of territories. Thus,
in 2017 the promotion “Poplar of Victory” appeared,
within which in 17 regions of the Russian Federation,
MTS jointly held environmental volunteering promo-
tions to preserve the poplar’s genotype. The promotion
was attended by more than 1100 people: employees of
the company, veterans, representatives of authorities,
mass media, public organizations. In 2018 the promo-
tion will be expanded to include another 15 regions of
the country.

the area of 3 ha in Kochenevskiy district. The event was
held within the project of Posadiles.ru.

In Udmurtia MTS employees planted more than 1000
pine trees in the territory of the city zoo. Additionally,
0o visitors were given around 500 trees for independ-
ent planting. Each tree was given in an individual pack-
age and with a memo on how to plant a young tree.

veillance system are installed at MTS base stations in
Moshkovskiy, Novosibirskiy, Kolyvanskiy, Ordynskiy and
Suzunskiy districts of the area.
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Projects aimed at educational support

Within this area MTS in 2017 supported organization of the training process in the
Innopolis University in Kazan, and also implements its own educational programs for
younger school children and elderly people teaching state-of-the-art technologies.

“Children on the Internet”

The objective of MTS as the leading communications
provider is not only to demonstrate the global network
capabilities, and to also warn children, parents and
teachers on potential risks when using Internet by
younger school children. “We are responsible for those
whom we connected” — this is one of the premises of
MTS social responsibility program.

To protect young users, MTS together with the Internet
Development Fund and the faculty of psychology of the
Lomonosov Moscow State University in 2011 developed
a lesson of "Useful and Secure Internet", which became
the basis of MTS's federal educational project "Children

on the Internet." The methodology of the lesson was
issued by the Federal Education Development Institute.

In 2017 the lesson program was upgraded in ac-
cordance with the relevant trends in the sphere of
education and in the world of digital technologies.
The section about useful websites now includes more
interesting resources, which the children may study
together with parents, developing their creative po-
tential and mastering skills of environmental behavior.
The lesson is designed to give a better impression to
school children both about positive and negative sides
of Internet use. Seven safety rules are shown via seven
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stories. Each story discloses one of hazards in the Inter-
net environment and teaches a child to leave the crisis
situation. After attending the lesson the children secure
the received knowledge in play and active form — go-
ing through an entertaining quest. The interactive for-
mat of the exhibition suggests that one here may and
even has to touch the exhibits, play with them and give
free reign to one’s fantasy, using unique art objects.

For the first time the updated lesson was presented
within the international forum EDU Russia in March
2017 in Kazan. Exhibitions and lessons were held in
eight cities of Russia in 2017: Kazan, Voronezh, Irkutsk,
Chita, Perm, Chaikovskiy, Solikamsk and Balakovo
(Saratov Region). City's libraries, museums, and houses
of children's creativity provided their venues for
educational exhibitions and lessons, and became full
partners and participants in the project. In each region
at least than 2000 junior schoolchildren became partic-
ipants in the Children on the Internet project. In total
over six years, around 400 K students in more than 40
regions of the Russian Federation have completed train-
ing in this program, and during this time the program
has established itself as a reliable and effective means
of increasing the digital competence of primary school

Mobile Academy

In 2016 MTS developed a special educational course
Mobile Academy designed for people older than 50
years. The purpose of the Mobile Academy project is to
make the capabilities of mobile devices really clear and
available for the elderly, to raise their self-esteem and to
integrate them into the modern pace of life.

We train the audience of the Academy on confident
work with Internet services: in any place at any time
with the help of a smartphone and table to do shop-
ping, to make an appointment with a doctor, to commu-
nicate with relatives and friends. Pensioners would find
out in practice how to pay remotely for communication
services and utilities, how to obtain state services. All of
it makes their life more comfortable, saturated. Lessons
are available for download and review at the project
website'.

In 2016/17 academic year, "Mobile Academy" courses
were held for about 2000 people in Moscow, Orel,
Kurgan, Novosibirsk, Amur, Saratov regions, Krasnodar
and Altai regions, the Republics of Adygea and Dagest-
an. And already in September 2017 the classes of MTS
“Mobile Academy” were opened in another 10 regions:
Belgorod, Tambov, Rostov, Kirov, Penza, Samara, Irkutsk,

! http://baba-deda.ru/news/cateqorie/14/.

Social investments

students. The lesson is welcomed with interest by both
children and teachers.

Active support to the project “Children on the Internet”
in 2017 was provided by regional ministries of educa-
tion, ministries of culture, public organizations.

The leading role in attracting the younger generation
to the information society culture is played by adults —
parents and teachers, they are the ones that young
Internet users take for a model. We developed a special
training online course for teachers and parents in 2017
http://www.safety.mts.ru/ru/deti_v_inete/for_adults/
lessons/.

The presentation of the course took place in Septem-
ber 2017 in Irkutsk. In total in 2017 MTS and Internet
Development Fund held several workshops for teachers
in Kazan, Voronezh and Perm. For 2017 the number

of downloads of the lesson methodology increased by
almost 50% , and number of project page visits in the
Internet amounted to 290,000 times (http://detionline.
com/). More than 100 publications on the MTS project
were published in regional mass media. In 2018 MTS
will expand the project to regions of the Far East

Nizhny Novgorod regions; Republics of Bashkortostan
and Tatarstan, Stavropol and Zabaikalye Territories.

Graduates of the MTS Mobile Academy defended the
honor of their regions at the VlIth All-Russian Computer
All-Round Championship among pensioners. In 2017
the championship took place in Saint Petersburg and
has become the greatest in its history: 74 constituent
entities of the Russian Federation sent their teams for
the competitions. Performing the tasks of the “mobile”
stage, “sportsmen” completed online quest in search
engines, downloaded mobile apps, published selfies
and made posts in social media, searched videos on
YouTube, demonstrated online shopping skills. Partici-
pants of the championship proved that the age was not
an obstacle for using new technologies, development
and travelling!

Studies of the Union of Pensioners of Russia confirm
that mobile devices are becoming a habitual part of
life of the elderly people. For the last three years the
number of pensioners — participants of the computer
championship using a smartphone increased from 15%
to 60%, a tablet — from 20% to 50%.
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Working with students

MTS actively cooperates with the student community
in different cities of the country, maintaining educa-
tional and social events in universities, thus helping
to improve quality of young experts education and
to form talent pool. We support student hackathons,
meetups, workshops and scientific conferences in
regional universities. MTS opens MTS Laboratories in
specialized universities, where students of technical
majors are able to control state-of-the-art telecom
equipment in practice, to study new communications
standards and leading IT technologies. In 2017 MTS
launched innovation labs in the Irkutsk National
Research Technical University, in the Tambov Technical
University, in the Zabaikalye State University.

In 2018 MTS jointly with universities all over the
country plans to develop educational, scientific and
innovation activities and search activities to improve
quality of specialized major students training. Within
the agreements, MTS plans to provide expert and re-
source support of student projects related to telecom
sphere, to organize workshops, business labs, and
also training, production and pre-diploma practices of
students. Technical experts of the Company developed
methodological materials for successful inclusion of
MTS Lab into training programs of universities.



“Telecom Idea”

In the annual federal competition of MTS “Telecom Idea
2017” — competition of innovative projects of youth in
the sphere of information and communication technol-
ogies and services to solve commercial, social and state
objectives — students, young scientists, scientific teams
and young entrepreneurs participated.

Project coverage — 500 K of students and 300 universi-
ties all over Russia, 5 K participants of the competition.
For the competition 660 projects were submitted from
100 cities and 14 countries, 29 projects were included

Social investments

into the corporate accelerator of MTS, 17 projects are
piloted in MTS and subsidiaries of Sistema JSFC, more
than 50 MTS employees participated as experts of the
competition jointly with 30 external experts.

The main award for competition winners was an invi-
tation for the innovation educational tour to Finland,
where they visited the headquarters of Nokia and par-
ticipated in the Slush 2017 conference in Helsinki — an
international event for start-ups, investors and anyone
who is interested in new technologies.

MTS corporate volunteer movement “JUST Give Good”

The corporate volunteer movement "JUST Give Good!"
has been operating at MTS for more than seven years,
and is gaining momentum from year to year, providing
opportunities for social self-realization; more and more
kind-hearted MTS employees with an active lifestyle
join the movement.

Today, the movement includes 6,500 MTS employees
who are constantly participating in the company's
volunteer promotions.

The company's volunteers support children from
children's social institutions — children in a difficult life
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situation, as well as veterans of the Great Patriotic War
and the “Communications” industry. Volunteers take
part in the activities of the Company timed to signifi-
cant dates and events: Day of Victory, Children's Day,
Day of Knowledge, New Year's Eve. In addition, MTS
activists participate in the actions of Sistema Charitable
Foundation. The "Green Express of MTS" timed to the
beginning of the academic year and the New Year's
tour "Firs for children!" became the most anticipated
events for many children from sponsored institutions.

Mobile Fairytale Puppet Theater!

In 2012, the most creative volunteers of MTS created

a puppet show “Mobile Theater of Fairy Tales”. Over
five years, the theater's repertoire included New Year's
musical tales Morozko, Magic Mirror, an educational
musical fairy tale “Children on the Internet”, environ-
mental plays "Saving the Planet Earth" and “The Story
of a Prince” and many more. These performances are
created by MTS volunteers for children from sponsored
children's institutions, hospitals, rehabilitation centers,
children of employees and partners.

' puppet-mts.ru.

In general in 2017 more than 200 volunteering promo-
tions were held in the entire country: “Christmas trees
for children” — in 42 regions, “MTS Green Express” —
in 30 regions, “Tango of Victory!” — in more than 20
regions.

The International Volunteer Day was celebrated on a
large scale: 16 nominations, more than 150 most active
volunteers and masterminds were awarded.

Theater performance in 2017:

50 performances for 4500 viewers, including Moscow
and Moscow Region, Kazan, Petrozavodsk, Krasnod-
ar, Saint Petersburg, Ivanovo, Arkhangelsk. The 2017
repertoire includes 9 performances, with two new
performances (on the subject of environment and
kids safety), 7 troupes are working, more than 60 MTS
employees are actors. MTS “Mobile Fairytale Puppet
Theater” is the nominee of the international festival
in Armenia “High Fest”, participant of the “Solony”
festival in Karelia jointly with the Charitable Founda-
tion “Sistema”.



Social investments

Charity

Charity of MTS is implemented in accordance with the strategy accepted in the
company and is defined by the existing charity policy. One of the main principles of
charity for MTS is transparency of payments.

Priority areas of MTS business in the field of charity: “Give goodness!” is a charity program of MTS aimed at
emergency assistance to seriously ill children. Within

e free help to seriously ill children; the program funds that were previously used for pur-
chasing promotional products are devoted to charity

e support of education and healthcare development; through federal charity partner funds with impeccable
reputation that provide strict financial statements.

e assistance to promotion of physical culture and Within this program MTS cooperates with Foundation

sports; “Centre for Humanitarian Programs”, charity fund “AlF.

Dobroye serdtse”, SUNFLOWER Charity Foundation,

e support of art, creative initiatives; charity fund “Sozidanie”. The total budget of the MTS
charity program “Give goodness!” aimed t emergency

e preservation of social infrastructure objects. treatment of critically ill children, in 2017 amounted to

RUB 10 million, For 2017 program funds were funneled
into treatment of 65 children from 40 Russian regions.
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Information security

Global trends of threats in the sphere
of information security

The global trend is a high level of legislative initia-
tive in terms of strengthening information security
requirements (hereinafter IS). The trend is associated
with the strengthening of the importance of informa-
tion technology in the economy, social sphere, national
and international security, countering cybercrime.

The Russian specifics are in the fact that compulsory
information protection measures apply to non-state
information resources (personal data, professional,
commercial secrets and other information protected
by law), which leads to limitations in the development
of the information and telecommunication technolo-
gies market, increased information security legislation
compliance costs for owners (holders) of information,
information systems and communication systems.

A special category of data appeared: Big Data, whose
legal status is not defined by law. The government of
the Russian Federation suggests issuing a separate law
regulating the Big Data processing, which may limit the
ability to create business projects with its use.

The Federal Law No.187-FZ adopted on July 26, 2017
“On security of critical information infrastructure of the
Russian Federation” requires the following from own-
ers of information and telecommunications systems
and networks facilities:

e development of a complex of actions for its
implementation;

e definition and approval of the list of critical infor-
mation infrastructure (Cll) facilities;

e compliance with requirements to development
of Cll facilities safety systems and ensuring their
safety;

e organization of protection of data referred to as
state secret;

» taking actions to ensure safety of Cll facilities
against computer attacks.

The Internet of Things is actively developing and new
threats of information security are becoming urgent.

Information Security Risks

Information security (IS) risks can be realized by three
main scenarios.

e Risk of information security breach. Violation of
confidentiality, integrity or accessibility of infor-
mation due to inconsistency of the information
protection system with current information security
threats, failure by administrators and users of infor-
mation systems or partners to fulfill the company's
IS policy. As a consequence, damage due to leakage
of trade secrets, claims of individuals or partners
due to breach of the personal data security, com-
munication secrets, commercial secrets of partners
or other limited access information.

* Information security regulatory risks. Sanctions of
controlling bodies or auditors (the General Pros-
ecutor's Office, the Ministry of Communications,
Roskomnadzor, FSTEC and FSB of Russia, controlling
bodies of the countries where we operate, SOX, PCl
DSS auditors, etc.) due to the failure to comply with
the requirements of Russian, international or na-
tional legislation on information security protected
by laws in the countries where we operate.

* Information security contract risks. Refusal to
conclude state or other contracts due to failure to
comply with competitive conditions for informa-
tion security (no FSTEC and FSB licenses, Russian
or international certificates for IS processes and



systems, 1S infrastructure required for providing
services, etc.).

¢ Ambiguity and uncertainty of the provisions of the
IS legislation. Laws establish different IS require-
ments for the same regulation object which may
conflict with each other. In this case, no priority of
laws is established.

Information Security System at MTS

e Centralized information security infrastructure built
in line with the best world practices on the basis of
international standards ISO 27000 and 15408.

e Personal data protection system with the third level
of PD protection in accordance with the legislation
of the Russian Federation.

e Protection of communication secrets in commu-
nication networks with information protection
mechanisms meeting the international communica-
tion standards.

e FSTEC and FSB of Russia licenses for activities on
technical and cryptographic protection of confiden-
tial information for the provision of IS services.

Results and achievements in 2017

e The agreement is executed on cooperation with
state system for detection, prevention and liquida-
tion of effects from computer attacks (GosSOPKA).

e Works were deployed in the area of cybersecurity
structure development in the largest Russian enter-
prises and in corporations.

e Services are provided for monitoring and re-
sponse to IS incidents to the Sistema JSFC Group of
Companies.

e MTS received the award Safety Leaders Awards
2017 in the nomination “Best Complex Solution of
the Year” in the category “Information Security:
Complex Information Security Support”.

e The MTS team took the 1st place in competitions
for investigation of IS incidents CyberRange within
the conference Cisco Connect 2017.

e MTS received a prize in the nomination “Not a
single break” in the team competition for practi-
cal security (The Standoff. Enemy inside”) at the

Information Protection and Security

Positive Hack Days VII Conference in the role of the
telecom provider defense team.

Information security issues

 Significant delay between the development of
measures and means of protecting information
and the process of introduction new information
technologies.

New information technologies and means of their
implementation are introduced two-three years before
the advent of information protection tools that miti-
gate the new information security threats. Information
security threats can be realized.

e Use of information security products certified
in line with the requirements of FSTEC and FSB
of Russia while ensuring the personal data
protection.

The legislation on personal data establishes the re-
quirement to use personal data information protection
tools that have passed conformity assessment. FSTEC
or FSB certified information protection tools generally
are more expensive, have limited functionality and

can create technological problems in implementation.
Certified information protection tools market is limited.
Some protection measures may be implemented with-
out certified information protection tools. Certificates
are valid for no more than five years (usually three
years), which leads to the need to extend the certificate
or to replace the tool. A draft order of FSTEC of Russia
has been prepared, which expands the list of certified
tools for personal data protection and modifies their
protection classes.

¢ Implementation of protection measures estab-
lished by regulatory acts of the Ministry of Com-
munications, FSTEC and FSB of Russia, which may
exceed the minimum sufficient level.

The level of requirements for the protection of con-
fidential information is comparable with the level of
protection of state secrets.

e Ambiguity and uncertainty of the provisions of the
IS legislation.

Laws may establish different IS requirements for the
same regulation object which may conflict with each
other. In this case, no priority of laws is established.
For example, information at the same time can be a
secret of communication, personal data and commer-
cial secrets, regulated by different information security
requirements.
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Economic security

Today successful operation and economic develop-
ment of the Company directly depends on improving
activities in the field of ensuring economic security.
Extensive business relations and significant number of
counterparties make management of the Company's
activities more complicated. Economic security threats
can be realized in the field of internal and external
relations of the Company.

Protection of the Company's vital interests from inter-
nal and external economic threats is provided by the
Department for Economic Security and Anti-Corruption
of MTS PJSC (hereinafter the Department).

The Department on the basis of analysis of external
and internal factors influencing Company’s business
shall provide strategic forecasting and scheduling of
activities, which makes it possible to detect in advance
and localize the potential economic threats, to mini-
mize the possible risks.

Special attention in 2017 was paid to detection and dis-
continuation of illegal entrepreneurship for provision
of communication services using Company resources.
The results to liquidate channels of transmission of ille-
gal international and long distance voice traffic helped
to increase Company’s income.

To ensure maximum security against these threats, a
harmonious and effective protection system has been
created.

The tasks solved by the Department in this area are as
follows:

o forecasting of possible threats in the field of
economy;

e organization of measures to prevent possible
threats;

¢ identification, analysis and evaluation of the real
emerged threats to economic security;

e decision-making and organization of measures to
respond to emerging threats;

e continuous improvement of the Company's eco-
nomic security system.

Within development of the Unified Complex Security
Center in our Company, the HR security system was
developed, and radical improvements were made to
the following business processes:

e selection and recruitment of personnel — study of
candidates before recruitment for the entire territo-
ry of the Russian Federation, up to the department
director level, apart from Moscow and Moscow
Region;

e cooperation with state and management authori-
ties (processing of inquiries from law enforcement
agencies and the court) — processing of inquiries
of law enforcement agencies and court for the en-
tire territory of the Russian Federation, apart from
Moscow and Moscow Region, North-West Federal
District;

e subscriber service — support of subscriber service
processes safety, communications confidentiality.

The Department on a continuous basis performs
support of processes of procurement and contract activ-
ities. It defines risks that may arise during procurement
procedures and notifies accordingly the members of
the procurement commission, and if required, it may
decline the decision on vendor selection. It actively
participates in approval of investment projects. Employ-
ees of the department within working groups consider
projects when presenting them at the Executive Com-
mittee of MTS, form expert opinions.

The high level of economic security of the Company
allows to effectively prevent threats and risks, eliminate
damages from negative impacts on various elements of
economic security. The priority areas for counteracting
economic risks include the following:

e Internal fraud. Theft of inventory and cash assets
by Company employees.

¢ Dealer and subscriber fraud:

1) conclusion of fictitious contracts for the purpose
of obtaining dealer commission;

2) social engineering (deception of users under
different pretexts to extort funds for their subse-
quent theft).

e Partner fraud:
1) conclusion of contracts for the supply of goods
(works, services), obviously unfeasible, for the

purpose of theft of funds;

2) increase in prices for the supply of goods (works,
services).



Information Protection and Security

e Theft of inventory and basic equipment. In- e checking candidates before employment;
fringement of operation of communication and IT
infrastructure facilities due to damage or theft of e verification of execution of contracts concluded as a
equipment. result of procurement procedures;

In order to ensure economic security of the Company, e taking part in the activities to collect, minimize and

the Department has set the following priorities: prevent overdue accounts receivable;

e analysis and control of investment project e functionality in the field of internal security.

preparation;
An important element in maintaining high professional

e checking counterparties before entering into con- level of the Department's employees is the improve-
tracts and agreements; ment of business skills, expansion of knowledge, which
is achieved through continuous professional develop-
e organization and implementation of measures to ment and training during specialized courses.

prevent manifestations of corruption;
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History of the Company

MTS company was founded by the landline communication operator MGTS, Deutsche Telekom
and Siemens companies and other investors.

Launch of services in the Moscow licensed territory.

Start of the regional expansion in Russia.

IPO at NYSE exceeded USD 350 mln for funding the expansion in Russia
In August the Company’s subscriber base exceeded 2 million users
Expansion in CIS and launch of operation in Belarus

Acquisition of UMS, leading Ukrainian mobile operator.

Purchase of Uzdunrobita company, mobile operator No. 1 in Uzbekistan.
Acquisition of VSP, mobile operator No. 1 in Turkmenistan.

Deep Company re-branding.

Acquisition of VivaCell, the leading Armenian mobile operator
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History of the Company

Conclusion of a strategic partnership with Vodafone. Obtaining license for construction of
UMTS network in Russia.

Start of development of MTS mono-brand retail chain (RTC CJSC).

Purchase of a number of regional BBA and CTV operators, start of consolidation of MTS fixed
assets. Suspension of operation in Turkmenistan. Launch of the first in CIS PT network in
Uzbekistan.

Signing of a memorandum with Skartel. Participation in the Union of LTE Telecom Operators
Completion of merger of Comstar-UTS 0JSC with MTS

Obtaining frequencies and the federal license for provision of communication services of LTE
standard in Russia, launch of home network in Moscow.

Acquisition of Tascom CJSC. Resumption of activities in Turkmenistan, connecting approximate-
ly 1 million subscribers by the end of the year.

Signing of indicative offer with MTS Bank and JSFC Sistema on acquisition of 25.095% of the
authorized capital in MTS-Bank 0JSC.

Suspension of operations in Uzbekistan.

Conclusion of an agreement between Altimo, MTS, Nomihold Security Inc. and other related
parties on settlement of disputes as to investments in Bitel LLC, former largest mobile commu-
nication operator in Kyrgyzstan.

Approval of new revision of MTS dividend policy.

Presentation of new 3D strategy with the main focuses on Data, Differentiation and Dividends.

Strategic partnership with Vodafone in Ukraine, MTS Ukraine re-branding

MTS entered tower infrastructure rental market and created a new business for management of
the existing infrastructure and further monetization of assets

Entrance to promising markets: market of cloud services for large business, services for cloud
processing of large data arrays, launch of own loT-platform for deployment of Internet of
Things at enterprises, etc.
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Hereby the Board of Directors of MTS PJSC represents
that the principles of corporate governance recorded by
the Corporate Governance Code (hereinafter referred
to as the Code) are complied with by the Company, ex-
cluding certain principles and recommendations of the
Code specified in the Annex to this Representation.

This report on compliance with the principles and
recommendations of the Corporate Governance Code in
MTS PJSC was considered by the Board of Directors of
MTS PJSC at the meeting on May 28, 2018, the meeting
minutes No.268.

The Board of Directors confirms that the data given

in this report contain full and valid information on
compliance of the company with the principles and
recommendations of the Corporate Governance Code
for 2017,as well as for the period after the reporting
date before the approval of the Annual Report of MTS
PJSC by the Board of Directors of MTS PJSC.*

Brief description of most substantial aspects of the
model and practice of corporate governance in the
Company

The system (model) of corporate governance of MTS
PJSC was built on the basis of the norms of the existing
legislation of the Russian Federation, provisions of the
Charter of the Company and principles recommend-
ed for use by the Corporate Governance Code, with
account of the listing requirements of the Moscow
Exchange and NYSE, and also takes into account the
G20 corporate governance principles adopted by the
Organization for Economic Cooperation and Develop-
ment. Description of most substantial aspects of the
corporate governance model and practice is provided

in the section “Corporate Governance” of the Annual
Report of MTS PJSC.

Description of the methodology, which the joint stock
company used to assess compliance with principles
of corporate governance recorded by the Corporate
Governance Code

Assessment of compliance with corporate governance
principles recorded in the Code is implemented by
the method of analysis and comparison of internal
standards and procedures with recommendations of
the Code.

Planned (suggested) actions and measures of the joint
stock company to improve and model and practice of
corporate governance

In 2015 the President developed and approved the
Road Map for implementation of the Corporate Govern-
ance Code recommendations in MTS PJSC (hereinafter
referred to as the Road Map). Data on results of Road
Map implementation were considered by the Corporate
Governance Committee under the Board of Directors in
2017. Information on planned actions for improvement
of the corporate governance model and practice is giv-
en in section “Development of corporate governance
system and plans for 2018”".

Detailed data on compliance with the principles of the
Code as of the date of approval of the Annual Report of
MTS PJSC by the Board of Directors of MTS PJSC, as well
as on actions for further implementation of the Code
recommendations is provided below in the Annex to
this Application.

! The reporting year is specified, and if the report on compliance with the principles and recommendations of the Corporate
Governance Code comprises data for the period that elapsed from the moment of reporting year completion and to the date
of making this report, the date of making this report is specified.



Report on fulfilment of the principles and recommendations of the Corporate Governance Code

Annex to the Application of the Board of Directors of MTS PJSC on compliance with the principles
and recommendations of the Corporate Governance Code

Corporate governance
principles

Criteria of assessment of Status of compli-
compliance with the corporate ance with the cor-
porate governance

Explanations? of the deviation from criteria of assessment of compliance with
the corporate governance principle

governance principle

principle

11 The company shall provide for equal and fair attitude towards all shareholders that exercise their right for participation in governance of the Company.

The company creates
the maximum favour-
able conditions for the
shareholders to par-
ticipate in the general
meeting, conditions

to generate a justified
position on the general
meeting agenda items,
to coordinate their
actions, as well as the
opportunity to speak
their opinion on the
considered issues.

complied with

1. The internal document of the
Company approved by the gen-
eral meeting of shareholders
that regulates the procedures
of holding a general meeting is
openly available.

W complied with

[ partially com-
plied with

[ not complied
with

2. The Company provides the
accessible method of commu-
nication with the Company,
such as a “hot line”, e-mail or
forum in the Internet, making

it possible for the shareholders
to speak their opinion and send
the questions in respect to the
agenda in process of prepara-
tion for the general meeting.
The specified actions were
undertaken by the Company be-
fore every general meeting held
during the reporting period.

M complied with

[ partially com-
plied with

[ not complied
with

1.1.2  The procedure of
communicating holding
of a general meeting
and providing materials
for the general meeting
enables the sharehold-
ers to properly prepare
for their participation
init.

partially complied with

1. The message on holding a
general meeting of sharehold-
ers is placed (published) on the
website in the Internet at least
30 days before the date of the
general meeting.

B complied with

[ partially com-
plied with

[J not complied
with

2. The message on holding

a general meeting specifies
the venue of the meeting and
documents required to be
admitted into the venue.

B complied with

[ partially com-
plied with

[J not complied
with

3. Shareholders were provided
access to information on those
who proposed agenda items
and candidates for the Board
of Directors and Audit Commis-
sion of the Company.

[J complied with

M partially com-
plied with

[J not complied
with

We adhere to the position that such information should definitely be disclosed.
However, in materials to Extraordinary General Meeting of Shareholders (date
September 29, 2017) in respect to two meeting agenda items, it was not
disclosed who proposed the item:

1. On introduction of amendments and additions to MTS PJSC Charter.

The item was presented for review in order to bring the charter in compliance
with the Law on joint stock companies and Corporate Governance Code.

2. On MTS PJSC membership in non-commercial organizations.

The item was presented for review in order to promote MTS PJSC position in the
preparation of standards, requirements, regulations in the field of loT, as well
as search and participation in start-ups.

Corporate governance practices show that items of such category are presented
for review at the management’s initiative. Having found this evident for the
market, we did not include information on item review initiator into the materi-
als for the shareholders’ meeting.

Unavailability of disclosed information on the initiator of issue consideration on
making amendments to the charter of the Company and MTS entrance into the
non-profit organization (if there are recommendations of the Board of Directors
on voting and detailed justification of reasons for issue consideration in the
materials of the meeting), in our opinion, does not entail additional risks for
the Company and its stakeholders.

Nevertheless, from the next general meeting of shareholders already, we will
return to practice of information disclosure on the fact who suggested the
issue, in respect to all items of the meeting agenda.

1 Status “complied with” is only specified, if the company meets all criteria of assessment of compliance with the corporate governance princi-
ple. Otherwise, the status “partially complied with” or “not complied with” is indicated.

2 Provided on each criterion of assessment of compliance with the principle of corporate governance, if the company complies only with some
criteria or does not comply with any criterion of assessment of compliance with the principle. If the company specified the status “complied
with”, no explanations are required.
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1.1.3  In process of prepara-
tion and holding of a
general meeting the
shareholders could
freely and timely receive
information on the
meeting and materials
to it, ask questions to
the executive authori-
ties and members of the
Board of Directors of the
company, communicate
with each other.

partially complied with

1. In the reporting period the
shareholders were given a

B complied with
[ partially com-

chance to ask questions to plied with
the members of the executive [ not complied
authorities and members of with

the Board of Directors of the
Company before and during
the annual general meeting.

2. The position of the Board
of Directors (including special

[J complied with
M partially com-

opinions included into the plied with
minutes), on each issue of [ not complied
the agenda of the general with

meetings held in the reporting
period was included into the
materials for the general meet-
ing of shareholders.

We adhere to the position that such information should definitely be disclosed.
However, in materials to Annual General Meeting of Shareholders (date June
29, 2017) the voting position of the Board of Directors was not disclosed in
respect to all meeting agenda items:

Approval of the annual report of MTS PJSC, annual accounting statements of
MTS PJSC, including the income statement of MTS PJSC, MTS PJSC profit and loss
distribution for 2016 fiscal year (including dividend payment).

The item is presented for voting annually, but should be first reviewed by at

the meeting of the Board of Directors. This means that the item may not be
included into the agenda without proper elaboration at the meeting by the
Board of Directors.

This item was previously considered at the meeting of the Board of Directors
(minutes No.257 dated April 12, 2017; minutes No.258 dated May 25, 2017), the
General Meeting of Shareholders was advised to approve the annual report of
MTS PJSC, annual accounting statements of MTS PJSC, including the profit and
loss statement of MTS PJSC, distribution of MTS PJSC profit and loss by results of
2016 (including dividend payment).

Information on recommendations of the Board was disclosed in the company’s
website:

https://moskva.mts.ru/upload/contents/10677/sf _resheniya sd 12 04 2017.

https://moskva.mts.ru/upload/contents/10677/sf_resheniya_soveta_direktor-
ov_250517.pdf.

Since information on the position of the Board of Directors was disclosed
earlier in the form of a notice of substantial fact, and following the above
circumstances, we found repeated disclosure of information excessive and did
not include information on the Board’s position on this item into materials for
the shareholders’ meeting.

Election of the members of MTS PJSC Board of Directors and Auditing Commis-
sion.

The item is presented for voting on an annual basis, and first the Board of
Directors evaluates candidates proposed by shareholders.

Since the quantity of nominated candidates and quantity of seats taken in the
established management bodies was same, we found it excessive to include the
formal position of the Board of Directors on this issue into the materials for the
shareholders’ meeting.

Approval of the revised charter and Regulations on the Board of Directors of
MTS PISC.

The item was presented for review in order to bring the internal documents in
compliance with the Law on joint stock companies, Moscow Stock Exchange
Listing Regulations and Corporate Governance Code. Such items are not pre-
sented for review of the General Meeting of Shareholders without prior review
at the meeting of the Board of Directors.

This issue was first considered at the Board of Directors meeting (minutes No.258
dated May 25, 2017), the General Meeting of Shareholders was advised to approve
the amended charter and the Regulations on the MTS PJSC Board of Directors.
Information on recommendation of the Board was disclosed in the company’s
website:
https://moskva.mts.ru/upload/contents/10677/sf_resheniya_soveta_direktor-
ov_250517.pdf.

Since information on the position of the Board of Directors was disclosed
earlier in the form of a notice of substantial fact, and following the above
circumstances, we found repeated disclosure of information excessive and did
not include information on the Board’s position on this item into materials for
the shareholders’ meeting.

Unavailability of disclosed information on the position of the Board of Directors
on the issues specified above (provided that there are above circumstances
present), in our opinion, does not entail additional risks for the Company and
its stakeholders.

Nevertheless, from the next general meeting of shareholders already, we will
return to practice of information disclosure on the position of the Board of
Directors in respect to all issues

B complied with
O partially com-

3. The Company provided access
to entitled shareholders to the

list of persons authorized to plied with
participate in the general meet- ] not complied
ing, starting from the date of its with

receipt by the company, in all
cases of holding general meet-
ings in the reporting period.
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Report on fulfilment of the principles and recommendations of the Corporate Governance Code

Implementation of the
shareholder’s right to
request calling of a
general meeting, to
propose candidates for
the management bodies
and to make proposals
for inclusion into the
agenda of the general
meeting was not accom-
panied with unwarrant-
ed difficulties.

complied with

1. In the reporting period the
shareholders were able within
at least 60 days upon comple-
tion of the appropriate calen-
dar year to make proposals for
inclusion into the agenda of
the annual general meeting.

B complied with

[ partially com-
plied with

[ not complied
with

2. In the reporting period

the Company did not reject
inclusion of proposals for the
agenda or candidates to the
company bodies due to mis-
prints and other minor defects
in the shareholder’s proposal.

B complied with

[ partially com-
plied with

[ not complied
with

Each shareholder was
able to freely imple-
ment their voting right
by most simple and
convenient for them
ways.

complied with

1. The internal document
(internal policy) of the Com-
pany contains provisions, in
accordance with which each
participant of the general
meeting may before the end
of the appropriate meeting
request the copy of the filled
bulletin certified by the count-
ing board.

B complied with

[ partially com-
plied with

[ not complied
with

1.16

The procedure of
holding a general
meeting established by
the Company provides
equal opportunity to all
persons present at the
meeting to speak their
opinion and ask their
questions of interest.

complied with

1. During general meetings of
shareholders in the reporting
period in the form of a meeting
(joint presence of sharehold-
ers), sufficient time was provid-
ed for reports on agenda items,
as well as time for discussion of
these questions.

W complied with

[ partially com-
plied with

[ not complied
with

2. Candidates to the Company
management and control bod-
ies were available to answer
questions of shareholders at
the meeting, where their candi-
dates were put to vote.

W complied with

[ partially com-
plied with

[J not complied
with

3. The Board of Directors, when
making decisions related to
preparation and holding of
general meetings of sharehold-
ers, considered the question

of using telecommunications
facilities for provision of
remote access to shareholders
for participation in the general
meetings in the reporting
period.

M complied with

[ partially com-
plied with

[ not complied
with

1.2

Shareholders were provided equal and fair opportunity to participate in the profit of the Company by receiving dividends.

121

The company developed
and introduced a trans-
parent and clear mecha-
nism for determination
of the dividend amount
and their payment.

complied with

1. The dividend policy in the
Company was developed,
approved by the Board of
Directors and disclosed.

B complied with

[ partially com-
plied with

[ not complied
with

2. If the dividend policy of the
Company uses the Compa-

ny reporting indicators for
determination of the dividend
amount, then the appropriate
provisions of the dividend
policy shall take into account
the consolidated indicators of
the financial statements.

B complied with

[ partially com-
plied with

[J not complied
with
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1.2.2 The Company does not  partially complied with

make a decision on

payment of dividends, if 1. The dividend policy of [J complied with 1. The Company's dividend policy’ does not contain clear indications of

such decision, formally ~ the Company includes clear M partially com-  financial / economic circumstances under which the Company should not pay
not breaking the limi- references to financial/eco- plied with dividends, but includes a provision stating that the Company has no right to
tations established by nomic circumstances, when [ not complied declare or pay declared dividends in cases stipulated by the legislation of the
the law, is economically the Company should not pay with Russian Federation.

unjustified and may dividends. The Company has been consistently paying dividends for the entire duration of
result in formation of its public history (MTC had IPO in the New York Stock Exchange in 2000), pro-
false representations viding for dividend income to shareholders at the level of global and regional
about the Company’s telecom operators. Stable dividends are an important element of company’s
business. investment appeal.

In 2014, the MTS "3D" strategy was introduced, according to which the payment
of dividends is one of its key elements.

We do not rule out paying dividends out of retained profit of previous years,
and therefore do not consider it possible to set, for example, a ban on the
decision to pay dividends in the event that the net profit for the reporting year
is below the amount recommended for payment of dividends for the fiscal year.
In accordance with the Dividend Policy, the Board of Directors of the Company
takes into account the financial results of the Company's operations when
determining the recommended amount of dividends. When determining the
amount of dividends, the Board of Directors takes into account a number of
additional factors, including prospects for revenue growth, capital expenditure
requirements, funds received from general business, potential acquisition
opportunities, and the state of the Company's debt obligations.

The Company does not make a decision on payment of dividends, if such
decision is economically unjustified and may result in formation of false rep-
resentations about the Company’s business.

The existing practices for dividend payment and the considerable attention
paid to this issue by the Board of Directors provide a balanced approach and
mitigate risks associated with not fully implementing the recommendation.

At the meeting of the Corporate Governance Committee under the Board of
Directors (held on February 18, 2018), the item of partial compliance with this
Code recommendation was considered.

It was noted that MTS PJSC does not comply with the recommendations for
formal grounds only. Besides, in our opinion, the Company complies with the
Code’s basic principle.

The main objective of MTS PJSC when implementing the Code is first of all
compliance with principles and spirit of the Code. Therefore, aspiration for
formal compliance with certain recommendations (not exceeding the real level
of corporate governance) may not be a significant ground for the company to
make changes to the main investment document of the shareholder: Dividend
Policy.

Besides, we plan to return to consideration of the issue of full compliance with
the recommendation upon expiration of this Dividend Policy in 2019°.

1.2.3  The Company does not  complied with

allow for deterioration
of the dividend rights of 1. In the reporting period the B complied with

the existing share- Company did not commit ac- [ partially com-
holders. tions resulting in deterioration plied with
of dividend rights of existing [ not complied
shareholders. with

1.2.4  The Company strives to  complied with

exclude usage of other

methods of gaining 1. In order to exclude other M complied with
profit (income) by the methods of gaining profit [ partially com-
shareholders at the ex-  (income) by the shareholders plied with
pense of the Company,  at the expense of the Company, [ not complied
apart from dividends apart from dividends and with

and liquidation value. liquidation value, the internal

documents of the Company
establish controls, which
provide for timely detection
and procedure of approval

of transactions with persons
affiliated (related) with major
shareholders (persons entitled
to dispose of voting rights of
voting shares), in those cases,
when the law formally does
not recognise such transactions
as transactions of interest.

3 http://static.mts.ru/uploadmsk/contents/1656/Statute_on MTS_Dividends Policy 2016 rus.pdf

* In connection with the fact that the plan of work of the Board of Directors as of 2019 on the date of Annual Report release is not approved, the
company is unable to report the precise date of issue consideration at the meeting of the Board of Directors

244



Report on fulfilment of the principles and recommendations of the Corporate Governance Code

13 The system and practice of corporate governance provide for equal conditions for all shareholders — owners of shares of one category (type), including minority
(small) shareholders and foreign shareholders, and equal attitude to them from the Company.
1.3.1  The Company created complied with
conditions for fair
attitude to each 1. Within the reporting period M complied with
shareholder from the the procedures of management [ partially com-
management bodies of potential conflicts of interest plied with
and controlling persons  in major shareholders are [ not complied
of the Company, effective, and the Board of Di- with
including conditions rectors paid proper attention to
preventing abuse of conflicts between shareholders,
major shareholders if such occurred.
in respect to minority
shareholders.
1.3.2 The Company does not  complied with
undertake actions that
result or may result in 1. Quasi-treasury shares are M complied with
artificial redistribution ~ absent or did not participate [ partially com-
of corporate control. in voting during the reporting plied with
period. [ not complied
with
14 Shareholders are provided with reliable and effective methods to register rights for shares, as well as the opportunity of free and unhindered alienation of
shares they own
14 Shareholders are complied with
provided with reliable
and effective methods 1. Quality and reliability of M complied with
to register rights for activities executed by the [ partially com-
shares, as well as the Company registrar to keep the plied with
opportunity of free and  register of securities’ owners [ not complied
unhindered alienation  comply with the needs of the with
of shares they own Company and its shareholders.
21 The Board of Directors executes strategic management of the Company, determines the main principles and approaches to organisation of the risk management
system and internal control in the company, monitors activity of the executive bodies of the Company and implements other key functions.
2.1.1 The Board of Directors is complied with
responsible for making
decisions related to ap- 1. The Board of Directors has W complied with
pointment and dismissal powers registered in the char- [ partially com-
in the executive bodies, ter for appointment, dismissal plied with
also due to improper and determination of the [ not complied
performance of one’s agreement terms in respect to with
job duties. The Board of the members of the executive
Directors also monitors  bodies.
that the executive
bodies of the Company 2. The Board of Directors M complied with
act in accordance with  considered the report (reports) [ partially com-
the approved strategy of of the sole executive body plied with
development and main  and members of the collective [ not complied
directions of the Compa- executive body on achievement with
ny’s business. of the Company strategy.
2.1.2  The Board of Directors  complied with

establishes the main
reference points for the
Company’s business in
the long term, assesses
and approves the key
indicators of business
and main business ob-
jectives of the Company,
assesses and approves
the strategy and busi-
ness plans on the main
types of the Company’s
business.

1. During the reporting period
at the meetings of the Board
of Directors, the issues were
considered, which were related
to the progress of achievement
and update of the strategy,
approval of the financial

and business plan (budget)

of the Company, as well as
consideration of criteria and
indicators (including interim
ones) for achievement of the
strategy and business plans of
the Company.

M complied with

[ partially com-
plied with

[ not complied
with
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The Board of Directors
defines principles

and approaches to
organisation of the
risk management and
internal control system
in the Company.

complied with

1. The Board of Directors
defined principles and ap-
proaches to organisation of the
risk management and internal
control system in the Company.

B complied with

[ partially com-
plied with

[ not complied
with

2. The Board of Directors
assessed the risk management
and internal control system

in the Company during the
reporting period.

B complied with

[ partially com-
plied with

[ not complied
with

The Board of Directors
defines the Company
policy on remuneration
and (or) recovery of
costs (compensations)
to the member of the
Board of Directors,
executive bodies and
other key management
employees of the
Company.

complied with

1. The Company developed and
introduced the policy (policies)
approved by the Board of Direc-
tors for remuneration and re-
covery of costs (compensations)
of the members of the Board

of Directors, executive bodies
of the company and other key
management employees of the
Company.

B complied with

[ partially com-
plied with

[ not complied
with

2. During the reporting period,
at the meetings of the Board of
Directors, issues related to the
specified policy (policies) were
considered.

M complied with

[ partially com-
plied with

[ not complied
with

The Board of Directors
plays a key role in pre-
vention, detection and
settlement of internal
conflicts between the
Company authorities,
shareholders of the
Company and employ-
ees of the company.

complied with

1. The Board of Directors plays
a key role in prevention, detec-
tion and settlement of internal
conflicts.

M complied with

[ partially com-
plied with

[ not complied
with

2. The company created a
system of identification of
transactions related to a con-
flict of interest, and a system of
actions aimed at resolution of
such conflicts

W complied with

[ partially com-
plied with

[ not complied
with

2.1.6  The Board of Directors
plays a key role in en-
suring transparency of
the Company, timeliness
and completeness of
information disclo-

sure by the company,
unhindered access of
shareholders to the
Company documents.

complied with

1. The Board of Directors
approved the Regulation on
Information Policy.

B complied with

[ partially com-
plied with

[ not complied
with

2. There are persons defined
in the Company as responsible
for implementation of the
information policy.

B complied with

[ partially com-
plied with

[ not complied
with

The Board of Directors
monitors practice of
corporate governance
in the Company and
plays a key role in the
substantial corporate
events of the Company.

complied with

1. During the reporting period
the Board of Directors consid-
ered the issue on the practice
of corporate governance in the
Company.

B complied with

[ partially com-
plied with

[ not complied
with

2.2

The Board of Directors reports to all shareholders of the Company.

2.2.1  Information on oper-
ation of the Board of
Directors is disclosed
and provided to share-

holders.

246

complied with

1. The annual report of the
Company for the reporting
period includes information of
attendance of the meetings of
the Board of Directors and com-
mittees by certain directors.

B complied with

O partially com-
plied with

[ not complied
with




Report on fulfilment of the principles and recommendations of the Corporate Governance Code

2. The annual report contains
information on the main results
of assessment of the activities
of the Board of Directors held
in the reporting period.

B complied with

[ partially com-
plied with

[ not complied
with

2.2.2  The chairman of the complied with
Board of Directors is
available for communi- 1. There is a transparent B complied with
cation with the Compa-  procedure in the Company, [ partially com-
ny shareholders. which provided for the share- plied with
holders an opportunity to send [ not complied
questions and their position on with
them to the chairman of the
Board of Directors.
2.3. The Board of Directors is an effective and professional management body of the Company, capable of producing objective independent opinions and making
decisions meeting the interests of the company and its shareholders.
2.3.1  Only persons with complied with
perfect business and
personal reputation and 1. The procedure accepted in B complied with
having knowledge, skills the company for assessment of [ partially com-
and experience required efficiency of operation of the plied with
for making decisions re-  Board of Directors also includes [ not complied
lated to the competence assessment of professional with
of the Board of Direc- qualification of the members of
tors, and required for the Board of Directors.
effective realisation of
its functions, are elected 2. In the reporting period the B complied with
by the members of the  Board of Directors (or its nom- [ partially com-
Board of Directors. ination committee) performed plied with
assessment of the candidates [ not complied
for the Board of Directors from with
the point of view of availability
of the necessary experience,
knowledge, business repu-
tation, absence of conflict of
interest, etc.
2.3.2  The members of the complied with
Board of Directors
of the company are 1. In all cases of holding a M complied with
elected by means of a general meeting of sharehold- [ partially com-
transparent procedure,  ers in the reporting period, plied with
making it possible for the agenda of which included [ not complied
the shareholders to issues on election of the board with
receive information of directors, the company
about candidates, provided to the shareholders
sufficient for generation  the biographic data of all candi-
of representation on dates to the members of the
their personal and pro-  Board of Directors, results of
fessional qualities. assessment of such candidates
performed by the Board of
Directors (or its nomination
committee), and also informa-
tion on compliance of the can-
didate with the independence
criteria, in accordance with the
recommendations 102-107 of
the Code and written consent
of candidates for election into
the Board of Directors.
2.3.3  The composition of complied with

the Board of Directors
is balanced, also by
qualification of its
members, their experi-
ence, knowledge and
business qualities, and
enjoys confidence of
shareholders.

1. Within the procedure for as-
sessment of work of the Board
of Directors performed in the
reporting period, the Board of
Directors analysed its needs

in the field of professional
qualification, experience and
business skills.

B complied with

[ partially com-
plied with

[ not complied
with
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The quantitative compo-
sition of the Board of Di-
rectors of the company
makes it possible to
organise activities of the
Board of Directors in the
most efficient manner,
including the possibility
to form the committees
of the Board of Direc-
tors, and also provides
for the substantial
minority shareholders
of the company the
possibility of election of
the candidate they vote
for into the Board of
Directors.

complied with

1. Within the procedure of
assessment of the Board of
Directors performed in the
reporting period, the Board of
Directors considered the issue
of compliance of the quantita-
tive composition of the Board
of Directors with the needs of
the company and interests of
shareholders.

B complied with

[ partially com-
plied with

[ not complied
with

2.4

The Board of Directors includes sufficient number of independent directors.

An independent
director is a person with
sufficient profession-
alism, experience and
independence for
formation of their own
position, capable of
producing objective and
fair opinions independ-
ent on the influence of
the executive bodies of
the Company, separate
groups of shareholders
or other interested par-
ties. At the same time

it should be taken into
account that under reg-
ular conditions a candi-
date (elected member
of the Board of Director)
may not be recognised
as independent, if he

or she is related to the
Company, its major
shareholder, major
contractor or competitor
of the Company or is
related to the state.

complied with

1. Within the reporting period
all independent members of
the Board of Directors met all
the criteria of independence
specified in the recommenda-
tions 102 — 107 of the Code, or
were recognized independent
by the decision of the Board of
Directors.

B complied with

[ partially com-
plied with

[ not complied
with

Assessment of compli-
ance of the candidates
to the members of

the Board of Directors
with the independence
criteria is performed,
and regular analysis is
carried out for compli-
ance of independent
members of the Board
of Directors with the
independence criteria.
During performance of
such assessment the
content shall prevail
over the form.
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complied with

1. In the reporting period the
Board of Directors (or the
nomination committee of the
Board of Directors) produced
the opinion on independence
of each candidate to the Board
of Directors and provided

the appropriate report to the
shareholders.

B complied with

[ partially com-
plied with

[ not complied
with

2. During the reporting period,
the Board of Directors (or the
nomination committee of the
Board of Directors) at least
once considered independence
of the existing members of
the Board of Directors, which
are specified by the Company
in the annual report as the
independent directors.

M complied with

[ partially com-
plied with

[ not complied
with
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Report on fulfilment of the principles and recommendations of the Corporate Governance Code

3. The Company developed
procedures that determine the
necessary actions of the mem-
ber of the Board of Directors,
if he or she stops being inde-

B complied with

[ partially com-
plied with

[ not complied
with

pendent, including obligations
on timely notification of the
Board of Directors, accordingly.

2.43 Independent directors
make at least one third
of the elected compo-
sition of the Board of

complied with

1. Independent directors
make at least one third of the

B complied with
[ partially com-

Directors. composition of the Board of plied with
Directors. [J not complied
with

2.4.4 Independent directors
play a key role in
prevention of internal 1. Independent directors (with
conflicts in the Company no conflict of interests) prelim-
and making substantial  inarily assess the substantial plied with
corporate actions by the ~corporate actions relatedtoa [ not complied
Company. potential conflict of interest, with

and results of such assessment
are provided to the Board of
Directors.

complied with

B complied with
[ partially com-

25 The chairman of the Board of Directors supports most efficient realisation of functions laid upon the Board of Directors.

2.5.1  The chairman of the
Board of Directors is an
independent director,
or a senior independent
director is determined
from the elected inde-
pendent director, which
coordinates work of
independent directors
and cooperates with the
chairman of the Board
of Directors.

partially complied with

1. The chairman of the Board
of Directors is an independent
director, or a senior independ-
ent director is defined among
independent directors’.

[J complied with

M partially com-
plied with

[J complied with

1. The Chairman of the Board of Directors is not an independent director, or a
senior independent director is not defined.

1.1. In our opinion, director’s independence is basically his or her mindset,
independence of his or her nature and judgements.

Recommendations of the Code and Listing Rules contain a wide list of situa-
tions, where the director is not recognized as independent. Despite the fact
that established criteria provide a useful benchmark, they are external and only
indicate the probability of the fact that the director may operate independently.
In reality the director may act independently, regardless of formal restriction
criteria.

The chairman of the Board of Directors of MTS OJSC since 2009 is a non-execu-
tive director — Mr. Ron Sommer. Large experience of R. Sommer in management
bodies of Russian and largest foreign companies, also in the telecommunica-
tions industry, in combination with high qualification, make a substantial con-
tribution into the effective organization of the work of the Board of Directors of
MTS PJSC. Work of R. Sommer is highly appreciated by independent experts®.
Under the chairmanship of R. Sommer during the last years, the Company con-
siders the issues of corporate governance system improvement and implements
the plan of actions for development of MTS corporate governance within the
meetings of the Board of Directors’ committees.

For the second year in a row the Company annually evaluates the Board of
Directors. In 2017 during self-assessment an additional tool was used — “inter-
view” with attraction of an independent consultant as a process moderator. It
was done to prepare for further external evaluation of the Board of Directors.
In 2018 it is planned to introduce changes to the remuneration system of the
Board of Directors members with the purpose to bring it in compliance with the
best foreign practices.

Within the Board of Directors there is a strong independent block of directors,
4 places of 9 for the last 3 years are occupied by independent directors. The
Board of Directors is balanced both from the point of view of quantitative
composition and from the point of view of experience and qualification of

its members. Independent directors actively participate in operation of the
Board of Directors and directly cooperate with the Chairman of the Board of
Directors. During the meetings, Mr R. Sommer supports the open discussion for
all agenda items, the discussion is of insightful nature, management initiatives
for introduction of new practices of corporate governance are supported by

the Chairman and further implemented by the company in practice. In 2018
upgrade of the independent block in the Board of Directors is expected, in
connection with nomination of a new independent candidate to the Board of
Directors.

Since 2017 R. Sommer has been a member of the Board of Directors of our
controlling shareholder. Besides, R. Sommer is not an employee or a member of
executive bodies of the controlling shareholder, he permanently resides outside
the Russian Federation.

> Specify which of two alternative approaches permitted by the principle is introduced in the company, and explain the reasons for the chosen
approach.

® In 2017 Ron Sommer entered the rating of “Top-25 Chairmen of the Boards of Directors” within “Director of the Year 2017” National Award
ceremony
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objective need to additionally coordinate independent directors by the Senior
Independent Director.

Therefore, today we do not see real scope of functions of the Senior Independ-
ent Director, however, we do not rule out the fact that in the future in case of
any changes to the Board of Directors (quantity, composition), its appointment
may be necessary.

With account of the above, absence of the independent director status with
the Chairman of the Board of Directors, and also of the appointed Senior
Independent Director does not entail additional risks for the Company and its
stakeholders. Besides, the Company does not restrict the right of Independent
Directors to initiate introduction of the Senior Independent Director institute
or the right of members of the Board of Directors to elect as the Chairman the
independent director, if it is required’.

Taking into account the specified factors, where we first of all consider the huge
experience of Sommer as a director and a chairman of the Board of Directors,
and also independence of his judgements and contribution to development

of MTS corporate governance system, we find it unreasonable to select and
appoint another chairman in the available composition of the MTS Board of
Directors, even though he or she meets formally all independence criteria.

1.2. Availability of a strong professional Chairman of the Board of Directors,
which is confirmed by results of annual evaluation of the Board of Directors,
and effective organization of the MTS Board of Directors’ work, makes it formal
for MTS to follow the recommendation of the Code on appointment of a senior
independent director.

Implementing recommendations of the Code, we follow the position that

each recommendation of the Code must be evaluated for its usefulness and
applicability to the system of corporate governance of a specific company.

In 2018 we thoroughly studied the available foreign experience of senior
independent directors in boards of foreign companies, discussed it within the
Corporate Governance Committee and came to the conclusion that there was
no benefit in compliance with this recommendation for MTS (with account of
the current composition of the Board of Directors of the company and available
work practices).

In particular, 4 of 9 company directors are independent. There are good
communications in the company, including between independent directors

(in virtue of long-term period of entrance to the MTS Board of Directors), and
besides, there is a democratic and open culture of interaction, including with
the company management and key shareholders. I.e. in MTS there is no

2. The role, rights and B complied with
obligations of the chairman [ partially com-
of the Board of Directors plied with

(and, if applicable, the senior
independent director) are
properly defined in the internal
documents of the Company.

[ not complied
with

The chairman of the

Board of Directors

complied with

provides for construc- 1. Efficiency of work of the W complied with
tive atmosphere of chairman of the Board of O partially com-
holding meetings, free  Directors is assessed within the plied with

discussion of issues in-

procedure of assessment of

[ not complied
with

cluded into the meeting
agenda, monitoring
over performance of
decisions made by the
Board of Directors.

Board of Directors efficiency in
the reporting period.

The chairman of the complied with

Board of Directors takes
the necessary actions
for timely provision of

1. The obligation of the chair-
man of the Board of Directors

M complied with
[ partially com-

information necessary  to take actions to provide for plied with
to make decisions on timely provision of materials to [ not complied
the issues of the agenda the members of the Board of with

to the members of the
Board of Directors.

Directors on the agenda issues
of the meeting of the Board

of Directors is recorded in the
internal documents of the
Company.

7 The Company shall not be entitled to bind the members of the Board of Directors to appoint the Senior Independent Director, in connection
with this fact the Company is unable to report the specific date, when the Company plans to achieve full compliance with the Code. Besides, the
Company will continue performing monitoring of compliance with such recommendation of the Code by the Russian issuers and evaluate the
opportunity of its introduction in MTS PKSC depending in changes happening in the field of the Russian corporate governance.
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Report on fulfilment of the principles and recommendations of the Corporate Governance Code

Members of the Board of Directors act fairly and reasonably for the interests of the Company and its shareholders on the basis of sufficient awareness, with
sufficient degree of care and diligence.

Members of the Board  complied with
of Directors make deci-

sions with account of all 1. Internal documents of B complied with
available information, the Company establish that [ partially com-
in absence of conflict of the member of the Board of plied with

interests, with account  Directors must notify the Board [ not complied

of equal attitude to
shareholders of the

Company, within regular

entrepreneur risk.

of Directors, if he or she has a
conflict of interest in respect
to any issue of the agenda of
the meeting of the Board of
Directors or the committee of
the Board of Directors, before
discussion of the appropriate
item of the agenda.

with

2. Internal documents of the
Company provide that the
member of the Board of Direc-
tors shall abstain from voting
on any issue, where he or she
has a conflict of interest.

B complied with

[ partially com-
plied with

[ not complied
with

3. In the Company there is a
procedure, which makes it pos-
sible for the Board of Directors
to receive professional consulta-
tions on issues related to its
competence, at the expense of
the Company.

B complied with

[ partially com-
plied with

[J not complied
with

2.6.2

Rights and obligations
of the members of the
Board of Directors are
clearly formulated and
recorded in the internal

documents of the
Company.

complied with

1. In the Company there is an
internal document accepted
and published, which defines
the rights and obligations of
the members of the Board of
Directors.

B complied with

[ partially com-
plied with

[J not complied
with

Members of the Board
of Directors have suffi-
cient time to perform

their obligations.

complied with

1. Individual attendance of the
meetings of the Board and the
committees, as well as time
allocated for preparation to
participate in the meetings was
taken into account within the
procedure to assess the Board
of Directors, in the reporting
period.

M complied with

[ partially com-
plied with

[J not complied
with

2. In accordance with the inter-
nal documents of the company,
the members of the Board of
Directors must notify the Board
of Directors about their intent to
enter the management bodies
of other organizations (apart
from subsidiaries and affiliates
of the Company), as well as on
the fact of such appointment.

B complied with

[ partially com-
plied with

[ not complied
with

All members of the

complied with

Board of Directors to the

same extent are able 1. In accordance with the inter- M complied with
to access documents nal documents of the Company, [ partially com-
and information of the  the members of the Board of plied with
Company. Newly elected Directors are entitled to access  [J not complied
members of the Board  the documents and make que- with

of Directors within the  ries related to the Company and
shortest time possible its subsidiaries, and executive
are provided with bodies of the Company shall
sufficient information provide the appropriate infor-
about the Company and mation and documents.

work of the Board of

Directors 2. In the Company there is M complied with
: a formalised program of [ partially com-
introductory events for newly plied with
elected members of the Board [ not complied
of Directors. with

251



Omts

2.7 Meetings of the Board of Directors, preparation for them and participation of the members of the Board of Directors in them provide for effective operation of
the Board of Directors.

2.7.1  Meetings of the Board  complied with
of Directors are held
when required, with 1. The Board of Directors held B complied with
account of the scale of  at least six meetings for the I partially com-
activities and objectives  reporting period. plied with
of the Company at a [ not complied
certain period of time. with

2.7.2  Theinternal documents complied with
of the Company
record the procedure of 1. In the Company there is B complied with
preparation and holding an internal document, which [ partially com-
of the meetings of the  defines the procedure of prepa- plied with
Board of Directors, pro-  ration and holding of the meet- [ not complied
viding the opportunity  ings of the Board of Directors, with
for the members of the  where it is also established that
Board of Directors to a notice on holding a meeting
properly prepare for its  shall be made as a rule at least
holding. 5 days before the date of its

holding.

2.7.3  The form of holding a complied with
meeting of the Board of
Directors is determined 1. The Charter or the internal M complied with
with account of impor-  document of the Company pro- [ partially com-
tance of the agenda vides that the most important plied with
items. Most important  issues (according to the list [ not complied
issues are resolved at provided in the recommenda- with
the meetings held with  tion 168 of the Code) shall be
physical presence. considered at the in-person

meetings of the Board.
2.7.4  Decisions on the most  partially complied with

important issues of the

Company’s business

shall be made at the
meeting of the Board of
Directors by the quali-
fied majority or majority
of votes of all elected
members of the Board

of Directors.

1. The charter of the Company
provides that the decisions on
the most important issues spec-
ified in the recommendations
170 of the Code shall be made
at the meeting of the Board of
Directors by qualified majority,
with at least three fourths of
votes, or by the majority of
votes of all elected members of
the Board of Directors.

1 complied with

M partially com-
plied with

1 complied with

1. The charter of the Company does not provide that the decisions on the
issues specified in the recommendations 170 of the Code shall be made at the
meeting of the Board of Directors by qualified majority, with at least three
fourths of votes, or by the majority of votes of all elected members of the Board
of Directors.

In accordance with the Charter, decisions on most issues related to competence
of the Board of Directors, are taken by simple majority (more than a half) of
votes of the members of the Board of Directors attending the meeting). A small
number of issues requires a unanimous decision by all members of the Board of
Directors, except for retired members of the Board of Director.

In practice the specified recommendation of the Code is complied with: for the
last years more than 90% of the Board of Directors’ meetings take place with
100% participation of the members of the Board of Directors. Therefore, in
most cases the simple majority of votes of the Board of Directors members at-
tending the meeting is comparable to majority of votes of all elected members
of the Board of Directors.

After approval of the Code the issue on implementation of the recommenda-
tion was considered by the members of the Corporate Governance Committee
at the Board of Directors with involvement of other members of the Board of
Directors and the management. The Committee came to the conclusion on
unreasonableness of introducing stricter procedures for decision making by the
Board of Directors, including in connection with the fact that their implementa-
tion may negatively impact urgency of decision making.

Risks related to incomplete compliance with the recommendation are levelled
out by traditionally high attendance of the Board of Directors’ meetings by its
members, and also decision making procedures adopted in the Company: deci-
sions made by the Board of Directors are built on the consensus of all members
of the Board of Directors, and key decisions are first elaborated by independent
members of the Board of Directors within the framework of committees’ work.
In connection with the above, the Company does not plan to achieve full com-
pliance with this recommendation of the Code in this part.

Besides, the Company will continue performing monitoring of compliance with
such recommendation of the Code by the Russian issuers and evaluate the
opportunity of its introduction in MTS PKSC (depending in changes happening
in the field of the Russian corporate governance).
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Report on fulfilment of the principles and recommendations of the Corporate Governance Code

2.8 The Board of Directors establishes the committees for preliminary consideration of the most important issues of the Company’s business.

2.8.1  For preliminary consid-  complied with
eration of the issues
related to control of the 1. The Board of Directors es- B complied with
financial and economic  tablished the Audit Committee [ partially com-
activities of the Compa- made exclusively of independ- plied with
ny, the Audit Committee ent directors. [J not complied
is established, com- with
prising independent
directors. 2. The internal documents of the Bl complied with
company define the objectives of [J partially com-
the Audit Committee, including plied with
objectives contained intherec- [ not complied
ommendation 172 of the Code. with
3. At least one member of M complied with
the Audit Committee being [ partially com-
an independent director has plied with
experience and knowledge [ not complied
in the field of preparation, with
analysis, assessment and audit
of the accounting (financial)
statements.
4. Meetings of the Audit M complied with
Committee were held at least [ partially com-
once per quarter during the plied with
reporting period. [ not complied
with
2.8.2  For preliminary consid-  complied with
eration of the issues
related to formation of 1. The Board of Directors B complied with
efficient and transparent established the Remuneration  [J partially com-
remuneration practice, =~ Committee, which comprises plied with
the Remuneration Com- only independent directors. [J not complied
mittee is established, with
comprising independent
directors and headed 2. The chairman of the M complied with
by the independent Remuneration Committee is an [ partially com-
director, not being the independent director, who is plied with
chairman of the Board  not the chairman of the Board [ not complied
of Directors. of Directors. with
3. The internal documents of B complied with
the company define the objec- [ partially com-
tives of the Remuneration Com- plied with
mittee, including objectives [J not complied
contained in the recommenda- with
tion 180 of the Code.
2.8.3  For preliminary partially complied with

consideration of the
issues related to HR

planning (succession
planning), profession-

al composition and

efficiency of work of the

1. The Board of Directors

established the Nomination
Committee (or its objectives
specified in the recommen-
dation 186 of the Code, are

B complied with

[ partially com-
plied with

[J not complied
with

1. Tasks specified in the recommendation 186 of the Code are imposed upon
the Remuneration and Nomination Committee.

implemented within a different
committee®), the majority of
the members of which are
independent directors.

Board of Directors, the
Nomination Committee
(for appointments, HR)
is established, major-
ity of the members of
which are independent

2. Activities of the Remuneration and Nomination Committee are performed
on the basis of the Committee Regulations. In accordance with the Regulations,

2. Internal documents of the [J complied with

directors.

Company define the objectives
of the Nomination Committee
(or the appropriate committee
with the combined function-
ality), including the objectives
contained in the recommenda-
tion 186 of the Code.

M partially com-
plied with

[J not complied
with

the committee functions include, inter alia, all objectives listed in the recom-
mendation 186 of the Code, excluding sub-clause 8.

The objective to describe individual duties of directors and Chairman of the
Board of Directors was not included into the list of functions of the Remunera-
tion and Nomination Committee for two main reasons:

— main duties of the members of the Board of Directors (including the Chair-
man of the Board of Directors) are clearly defined in the Regulations on the
Board of Directors;

— composition of the Company’s Board of Directors is quite stable: seven of
nine directors were appointed until 2014, when the Code took effect. Therefore,
the circle of individual duties of each director has already been formed, and the
Company believes that additional description of duties of the directors by the Re-
muneration and Nomination Committee will be of exclusively formal nature and
would not be a catalyst for increased efficiency of the Board of Directors’ work.

¢ If objectives of the Nomination Committee are implemented within a different committee, specify its name
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Risks related to partial compliance with such recommendation, are levelled out
by introduction of an Induction in the Company for newly elected members of
the Board of Directors, which also contain description of duties of directors and
Chairman of the Board of Directors.

In connection with the above, the Corporate Governance Committee made a
decision on unreasonableness of including the objective specified in sub-clause
8 of the recommendation 186 of the Code into the functions of the Remuner-
ation and Nomination Committee. The Company does not plan to include this
objective to functions of the Remuneration and Nomination Committee.

In connection with the above, the Company does not plan to achieve full com-
pliance with this recommendation of the Code in this part.

2.8.4  With account of the

scale of activity and

complied with

level of risk, the Board 1. In the reporting period M complied with  °
of Directors of the Com-  the Board of Directors of the [ partially com- 1. As of January 01, 2017, the following committees were formed under the
pany verified that the company considered the issue plied with Board of Directors:
composition of its com-  of compliance of the compo- [ not complied - Audit Committee;
mittees fully complies sition of its committees with with - Remuneration and Nomination Committee;
with the objectives of the objectives of the Board of - Strategy Committee;
the Company’s business. Directors and objectives of the - Budget Committee;
Additional committees ~ Company’s business. Additional - Corporate Governance Committee.
were either formed or committees were either formed At the meeting of June 29, 2017 the Board of Directors considered the issue
were not recognised or were not recognised of compliance of the composition of its committees with the objectives of
necessary (Strategy necessary. the Board of Directors and objectives of the Company’s business. Established
Committee, Corporate committees continued their operations. The need to establish additional com-
Governance Committee, mittees was not identified.
Ethics Committee, Risk
Management Commit-
tee, Budget Committee,
Health, Safety and
Environment Committee
etc.).
2.8.5 The composition of complied with
the committees was
determined so that 1. Committees of the Board B complied with
it made it possible to of Directors are headed by [ partially com-
perform comprehensive independent directors. plied with
discussion of previously [ not complied
considered issues with with

account of different
opinions.

2. Internal documents (policies)
of the company provide for the

M complied with
[ partially com-

provisions, in accordance with plied with
which the persons not included [ not complied
into the composition of the with
Audit Committee, Nomination
Committee and Remunera-
tion Committee may visit the
meetings of the committees
only with the invitation of the
chairman of the appropriate
committee.
2.8.6  Chairmen of the com- complied with
mittees regularly inform
the Board of Directors 1. During the reporting period M complied with
and its chairman on the the chairmen of the commit- [ partially com-
work of its committees. tees regularly report to the plied with
Board of Directors about the [ not complied
work of the committees. with

Specify the list of the established additional committees
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Report on fulfilment of the principles and recommendations of the Corporate Governance Code

29 The Board of Directors provides for performance of assessment of the quality of Board of Directors’ work, its committees and members of the Board of Directors.
2.9.1 Performance of complied with
assessment of quality of
Board of Directors’ work 1. Self-assessment or external M complied with
is aimed at definition assessment of work of the [ partially com-
of degree of efficiency ~ Board of Directors performed in plied with
of Board of Directors), the reporting period included  [J complied with
committees’ and assessment of the work of com-
members of the Board mittees, separate members of
of Directors work, com-  the Board of Directors and the
pliance of their work Board of Directors in general.
with the needs of the
company development, 2. Results of self-assessment B complied with
activation of work of or external assessment of the [ partially com-
the Board of Directors Board of Directors performed plied with
and detection of areas,  during the reporting period [ complied with
where their activity may were considered at the in-per-
be improved. son meeting of the Board of
Directors.
2.9.2  Assessment of work of  partially complied with
the Board of Directors,
Committees and mem- 1. To perform independent [J complied with 1. To perform independent assessment of quality of work of the Board of
bers of the Board of assessment of quality of work M partially com-  Directors within the last three reporting periods, no external consultant was
Directors is realised on  of the Board of Directors plied with engaged. At the same time, in the reporting period, under methodological
areqgular basis at least  within the last three reporting [ not complied support of the external consultant, the Company conducted self-evaluation of
once per year. Forinde-  periods, at least once the with the Board of Directors’ work.
pendent assessment of  Company employed an external Evaluation methodology that existed in MTS previously, was developed before
quality of work of the organisation (consultant). Code adoption and only partially complied with the Code recommendations. In
Board of Directors, at connection with it in 2016 the Company revised the methodology of evaluation
least once in three years of the Board of Directors.
an external organi- New methodology was developed with employment of an external consultant
sation (consultant) is and fully takes into account recommendations of the Code and best internation-
employed. al practice in the field of organization of the Board of Directors’ work.
In the reporting year the evaluation of the Board of Directors according to the
new methodology was performed for the second time and was performed in
the form of self-evaluation by survey method. The results of the evaluation
were considered at the in-person meetings of the Board of Directors.
In 2018 MTS plans to consider the issue of the Board of Directors’ evaluation
with employment of the external consultant
In connection with the fact that the three-year period, during which an external
consultant was employed for evaluation, started in 2016, in accordance with
the provisions of the Company Code, the external consultant shall be employed
not later than in 2018.
Therefore, no additional risks will arise in connection with non-employment of
the external consultant for evaluation of the Board of Directors in 2016.
3.1 The corporate secretary of the Company performs effective current interaction with the shareholders, coordinates actions of the Company for protection of
rights and interests of shareholders, supports effective work of the Board of Directors.
3.1.1 The corporate secretary  complied with
has knowledge, experi-
ence and qualification, 1. The corporate secretary has B complied with
sufficient for perfor- knowledge, experience and [ partially com-
mance of its obligations, qualification, sufficient for plied with
stellar reputation and performance of its obligations, [ not complied
enjoys confidence of stellar reputation and enjoys with
shareholders confidence of shareholders.
2. On the website of the W complied with
Company in the Internet and [ partially com-
in the annual report there is plied with
biographic information availa-  [J not complied
ble on the corporate secretary, with
with the same level of detail as
for the members of the Board
of Directors and executive man-
agement of the company.
3.1.2  The corporate secretary  complied with

has sufficient independ-
ence of the executive
bodies of the Company
and has the necessary
powers and resources to
perform its objectives.

1. The Board of Directors ap-
proves appointment, dismissal
and additional remuneration of
the corporate secretary.

B complied with

[ partially com-
plied with

[J not complied
with
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4.1 The level of remuneration paid by the Company is sufficient to engage, motivate and retain people that have the necessary competence and qualification for the
Company. Payment of remuneration to the members of the Board of Directors, executive bodies and other key management employees of the company shall be
carried out in accordance with the remuneration policy accepted in the Company.

4.1.1  The level of remu- complied with
neration provided by
the Company to the 1. There is an internal docu- B complied with
members of the Board ~ ment (documents) accepted I partially com-
of Directors, executive  in the Company — a policy plied with
bodies and other key (policies) on remuneration of [ not complied
management employ-  the members of the Board of with
ees creates sufficient Directors, executive bodies
motivation for their and other key management
efficient work, making  employees, which clearly
it possible for the defines the approaches to the
Company to employ and remuneration of the specified
retain competent and persons.
qualified experts. At the
same time the Company
avoids higher remuner-
ation than necessary,
as well as unjustified
high gap between levels
of remuneration of
the specified persons
and employees of the
Company.

4.1.2  The Company remunera- complied with
tion policy is developed
by the Remuneration 1. During the reporting period M complied with
Committee and the Remuneration Committee [ partially com-
approved by the Board  considered the remuneration plied with
of Directors of the policy (policies) and practice [ not complied
Company. The Board of its (their) introduction, with
of Directors, with the and if required, the necessary
support of the Remu- recommendations to the Board
neration Committee of Directors.
provides for monitoring
of implementation
and execution of the
remuneration policy
in the Company, and if
necessary — revises and
corrects it.

4.1.3  The remuneration complied with
policy of the Company
comprises transpar- 1. The remuneration policy B complied with
ent mechanisms for (policies) of the Company com- [ partially com-
determination of the prises (comprise) transparent plied with
remuneration amount  mechanisms for determination  [J not complied
of the members of the  of the remuneration amount with
Board of Directors, of the members of the Board
executive bodies and of Directors, executive bodies
other key management  and other key management
employees of the Com-  employees of the Company,
pany, and also regulates and also regulates (regulate)
all types of payments, all types of payments, benefits
benefits and privileges  and privileges provided to the
provided to the speci- specified persons.
fied persons.

4.1.4 The Company deter- complied with

mines the policy for
recovery of expenses
(compensations)

that details the list

of expenses subject

to recovery, and the
level of service that the
members of the Board
of Directors, executive
bodies and other key
management employ-
ees of the Company may
claim for. Such policy
may be a component of
the Company remunera-
tion policy.

1. The remuneration policy
(policies) or other internal
documents of the Company
establish the rules for recovery
of the expenses of the mem-
bers of the Board of Directors,
executive bodies and other key
management employees of the
Company.

M complied with

[ partially com-
plied with

[ not complied
with

256



Report on fulfilment of the principles and recommendations of the Corporate Governance Code

4.2 The remuneration system of the members of the Board of Directors provides for approach of financial interests of directors with long-term financial interests of
shareholders.
4.2.1 The Company pays fixed not complied with
annual remuneration
to the members of the 1. Fixed annual remuneration ~ [J complied with 1. Fixed annual remuneration was not the only monetary form of remuneration
Board of Directors. The  was the only monetary form of ~[J partially com-  of the members of the MTS Board of Directors for work in the Board of Direc-
Company does not pay  remuneration of the members plied with tors during the reporting period.
remuneration for par- of the Board of Directors for M not complied Amount and procedure of making payments of remunerations and compensa-
ticipation in individual ~ work in the Board of Directors with tions to members of the Board of Directors are regulated by the Regulations on
meetings of the Board  during the reporting period. remunerations and compensations paid to members of the Board of Directors.
or committees of the In accordance with the Regulations, the members of the Board of Directors get
Board of Directors. their remuneration in the following forms:
The Company does - basic remuneration;
not use the forms of - remuneration for fulfilment of additional duties (for work in committees);
short-term motivation - year-end bonus.
and additional material The Regulations on remunerations and compensations were developed with
stimulation in respect employment of the external consultant and were approved in 2009 before
to the members of the introduction of the Code. The norms fixed in it complied with market practices
Board of Directors. that existed at that moment and were designed to ensure compliance of the
applied remuneration forms with the Company objectives.
Thus, use of the variable part in the structure of the remuneration based on the
market cost of the Company shares is aimed at motivation of the members of
the Board of Directors at increase of the shareholder value of the Company for
the benefit of the shareholders and investors.
The existing remuneration procedure was absolutely transparent, which
makes it possible to minimize possible risks of failure to comply with the Code
recommendations.
The Code recommendation not to use the short-term motivation forms was
considered at the meeting of the Remuneration and Nomination Committee
in 2016. Representatives of the management were instructed to perform due
diligence on this issue and provide the corresponding information for review by
the Remuneration and Nomination Committee.
For the reporting period, the specified item was presented for review by
directors twice: once at the meeting of the Remuneration and Nomination
Committee, for the second time — at the joint meeting of the Remuneration and
Nomination Committee and Corporate Governance Committee.
Two meetings were insufficient for clearing all disputable issues.
In 2018 we plan to continue consideration of the issue and make a final deci-
sion on applicability of the Code recommendation to our company.
4.2.2  Long-term ownership of Complied with
the Company shares to a
largest extent promotes 1. If the internal document B complied with
approach of financial in- (documents) — remuneration [ partially com-
terests of the members  policy (policies) of the Com- plied with
of the Board of Directors pany — provides for provision [ not complied
and long-term interests  of the Company shares to with
of the shareholders. the members of the Board of
At the same time the Directors, clear rules of shares
Company does not ownership by the members of
provide for the rights the Board of Directors aimed
to sell the shares by at stimulation of long-term
achievement of certain ~ ownership of such shares must
indicators of activities,  be provided for and disclosed.
and the members of the
Board of Directors do
not participate in option
programs.
4.2.3  The Company does complied with

not provide for any
additional payments or
compensations in case
of early termination of
powers of the members
of the Board of Directors
in connection with
transfer of control over
the Company or other
circumstances.

1. The Company does not
provide for any additional
payments or compensations
in case of early termination of
powers of the members of the
Board of Directors in connec-
tion with transfer of control
over the Company or other
circumstances.

B complied with

[ partially com-
plied with

[J not complied
with
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43 The system of remuneration of the members of executive bodies and other key management employees of the Company provides for dependence of remunera-
tion on the result of operation of the Company and their personal contribution to achievement of this result.
4.3.1 Remuneration of the complied with
members of the exec-
utive bodies and other 1. During the reporting B complied with
key management em- period the annual indicators [ partially com-
ployees of the company  of efficiency approved by the plied with
is determined so that Board of Directors were used to  [J not complied
reasonable and justified determine amount of variable with
ratio is provided be- remuneration of the members
tween the fixed part of  of the executive bodies and
remuneration and the other key management em-
variable part of remu- ployees of the Company.
neration depending on
the results of Company 2. During the last completed B complied with
operation and personal  assessment of the remuner- [ partially com-
(individual) contribution ation system of the execu- plied with
of the employee to the  tive bodies and other key [ not complied
final result. management employees of the with
Company, the Board of Direc-
tors (Remuneration Committee)
verified that the Company uses
effective ratio of the fixed part
of remuneration and variable
part of remuneration.
3. The company provides for B complied with
the procedure providing for re- [ partially com-
turn of bonus payments to the plied with
Company, which wereillegally [ not complied
received by the members of with
executive bodies and other key
management employees of the
Company.
4.3.2  The Company intro- complied with

duced a program of
long-term motivation
of the members of the
executive bodies and
other key management
employees of the com-
pany using shares of
the Company (options
or other derivative
financial instruments,
the basic asset for which
is the shares of the
Company).

1. The Company introduced a
program of long-term moti-
vation of the members of the
executive bodies and other key
management employees of the
Company using shares of the
Company (financial instruments
based on the Company shares).

M complied with

[ partially com-
plied with

[ not complied
with

2. The program of long-term
motivation of the members of
executive bodies and other key
management employees of
the Company provides for the
fact that the right to sell shares
and other financial instruments
used in this program arises not
earlier than in three years from
the moment of their provision.
At the same time the right

for their sale is provided by
achievement of certain indica-
tors of the Company activities.

M complied with

[ partially com-
plied with

[ not complied
with
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43.3 The amount of complied with
compensation (golden
handshake) paid by 1. The amount of compensa- M complied with
the Company in case tion (golden handshake) paid [ partially com-
of early termination of by the Company in case of plied with
powers to the members early termination of powers to [ not complied
of the executive bodies  the members of the executive with
or key management em- bodies or key management
ployees at the initiative  employees at the initiative of
of the Company and the Company and with absence
with absence of unfair  of unfair actions from their
actions from their side,  side in the reporting period
does not exceed double did not exceed double size of
size of the fixed part of  the fixed part of the annual
the annual remuner- remuneration.
ation.
5.1 In the Company an efficiently operating risk management and internal control system aimed at assuring reasonable confidence in achievement of objectives set
in the Company was established.
5.1.1 The Board of Directors ~ complied with
of the Company
defined principles and 1. Functions of various B complied with
approaches to organi- management bodies and [ partially com-
sation of the risk man-  subdivisions of the Company plied with
agement and internal in the risk management and [ not complied
control system in the internal control system are with
Company. clearly defined in the internal
documents/appropriate policy
of the Company approved by
the Board of Directors.
5.1.2  Executive bodies of complied with
the Company provide
for development and 1. Executive bodies of the Com- M complied with
maintenance of func- pany provided for distribution  [J partially com-
tioning of the efficient  of functions and powers in plied with
risk management and respect to risk management [J not complied
internal control system  and internal control between with
in the Company. their subordinate managers of
subdivisions and departments.
5.1.3  The risk management complied with
and internal control
system in the Company 1. In the Company there is W complied with
provides for objective,  an approved anti-corruption [ partially com-
fair and clear pres- policy. plied with
entation of the current [J not complied
status and prospects of with
the Company, integrity
and transparency of the 2. In the Company thereisan B complied with
Company reporting, available method for informing [ partially com-
reasonableness and the Board of Directors or the plied with
acceptability of the Audit Committee of the Board [ not complied
risks undertaken by the  of Directors about the facts of with
Company. breaching of the law, internal
procedures, Company code of
ethics.
5.1.4 The Board of Directors  complied with

of the Company un-
dertakes the necessary
actions in order to verify
that the existing Compa-
ny risk management
and internal control
system complies with
the principles and ap-
proaches to its organisa-
tion determined by the
Board of Directors and
functions effectively.

1. During the reporting period
the Board of Directors or the
Audit Committee of the Board
of Directors assessed efficiency
of the risk management and
internal control system in the
Company. Data on the main
results of such assessment is
included into the composition
of the annual report of the
Company.

B complied with

[ partially com-
plied with

[ not complied
with
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5.2 For systematic independent evaluation of reliability and efficiency of the risk management and internal control system and corporate management practice,
performance of the internal audit is organised by the Company.
5.2.1  Forinternal audit, there complied with
is a separate structural
subdivision in the Com- 1. For internal audit, in the B complied with
pany, or an independent Company there is a separate [ partially com-
external organisation is  structural subdivision of inter- plied with
employed. Functional nal audit, which functionally re- [J not complied
and administrative ports to the Board of Directors with
accountabilities of the or the Audit Committee, or an
internal audit subdivi-  independent external organisa-
sion are separated. The  tion is employed with the same
functional subdivision  principle of accountability.
of internal audit
reports to the Board of
Directors.
5.2.2  Theinternal audit complied with
subdivision performs
assessment of efficiency 1. During the reporting period M complied with
of the internal control ~ within performance of the [ partially com-
system, assessment of  internal audit, the efficiency plied with
efficiency of the risk of the internal control and [ not complied
management system, risk management system is with
and also the corporate  assessed.
governance system.
The Company applies 2. The Company applies B complied with
the generally accepted  generally accepted approaches [ partially com-
standards of activities to internal control and risk plied with
in the field of internal management. U not complied
audit. with
6.1 The Company and its activities are transparent for shareholders, investors and other stakeholders.
6.1.1 In the Company there complied with
is an information policy
developed and intro- 1. The Board of Directors of the M complied with
duced, which provides  company approved the infor- [ partially com-
for effective informa- mation policy of the Company plied with
tion interaction of the developed with account of the [ not complied
Company, shareholders, Code recommendations. with
investors and other
stakeholders. 2. The Board of Directors M complied with
(or one of its committees) [ partially com-
considered the issues related to plied with
Company compliance with its [ not complied
information policy at least once with
in the reporting period.
6.1.2 The Company discloses  partially complied with
information on the
system and practice of 1. The Company discloses in- W complied with
corporate governance,  formation about the corporate [ partially com-
including detailed infor- governance system in the com- plied with
mation on compliance  pany and general principles of [ not complied
with the principles and  corporate governance, used in with
recommendations of the Company, including those
the Code. on the website of the Company
in the Internet.
2. The Company discloses W complied with
information on the compo- [ partially com-
sition of executive bodies plied with
and the Board of Directors, [ not complied
independent members of the with
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Board and their membership in
the committees of the Board of
Directors (in accordance with
the definition of the Code).
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3. If there is a person that
controls the Company, the

[ complied with
M partially com-

The Company did not publish the memorandum of the controlling entity in
respect to its plans as regards the Company in connection with the fact that

Company publishes a mem- plied with such memorandum was not adopted by the controlling entity.
orandum of the controlling [ not complied The controlling shareholder of the Company (Sistema PJSFC, hereinafter also
entity in respect to the plans with referred to as “Corporation), timely provides public access to information about

all of its plans in respect to the Company with the help of various information
disclosure channels (annual report, notices of substantial facts, press releases,
etc.), following the principles of protection of the confidential information and
rights of shareholders of the Company.

Besides, at the website of Sistema PJSFC there is the Corporate Governance
Code published™.

The Corporate Governance Code of Sistema PISFC declares the aspiration of the
Corporation to ensure compliance with regulations and requirements of the
existing legislation, and also best standards of corporate governance in practice
of its subsidiaries and affiliates. Besides, the code contains information on prin-
ciples of building relations in Sistema PJSFC Group of Companies. In accordance
with the Code, the main objective of the Corporation in respect to subsidiaries
and affiliates (portfolio companies), shall be assistance to their comprehensive
development for the purposes of their cost increase.

Besides, when making management decisions, the Corporation takes into
account interests of all shareholders, investors, main consumers of subsidiaries’
products, and also other stakeholders, including state authorities and employ-
ees of portfolio companies.

In connection with the above, use of an additional tool of information disclo-
sure (controlling entity’s memorandum) for disclosure of the public information
is unreasonable. Risks of failure to comply with the recommendation are
levelled out by timely and high quality disclosure of all material information of
the Corporation.

MTS has no data on plans of Sistema PJSFC on acceptance of the specified mem-
orandum. If the controlling entity accepts the memorandum recommended by
the Code, it will be published by the Company*'.

of such entity in respect to the
corporate governance in the
Company.

6.2 The Company timely discloses full, relevant and valid information about the Company to ensure the possibility to make justified decisions by the Company
shareholders and investors.

The Company discloses
information in compli-
ance with the principles
of regularity, consist-

complied with

1. The information policy of
the Company determines

B complied with
[ partially com-

ence and efficiency, approaches and criteria for plied with
as well as availability, definition of information capa-  [J not complied
validity, completeness  ble of significantly influencing with

and comparability of
disclosed data.

the assessment of the Company
and cost of its securities and
procedures providing for timely
disclosure of such information.

2. If securities of the Company
circulate in the foreign organ-

B complied with
[ partially com-

ised markets, disclosure of plied with
substantial information in the ~ [J not complied
Russian Federation and in such with

markets is done synchronously
and equivalently during the
reporting period.

3. If foreign shareholders
own a substantial quantity of

B complied with
[ partially com-

Company shares, then during plied with
the reporting year disclosure [J not complied
of information was done not with

only in Russian, but also in one
of the most popular foreign
languages

10 http://www.sistema.ru/fileadmin/user_upload/corporate _documents/kodeks korporativnogo upravlenija.pdf

1 In connection with the fact that formal compliance with the recommendation of the Code depends on the controlling entity, and not on MTS
PJSC, the company has no information on whether failure to comply with the Code provision is temporary, and where the controlling sharehold-
erintends to comply with the Code in the future. Besides, the Company will continue to perform monitoring of compliance with this recom-
mendation of the Code by Russian issuers and initiate the consideration of the issue at the Corporate Governance Committee, if the practices
change.
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6.2.2  The Company avoids complied with
formal approach in dis-
closure of information 1. During the reporting period M complied with
and discloses substan-  the Company disclosed annual [ partially com-
tial information about  and semi-annual financial re- plied with
its activities, even if porting prepared in accordance [ not complied
disclosure of such infor-  with the IFRS standards. The with
mation is not provided  annual report of the Company
for by the law. for the reporting period
includes annual financial re-
porting made according to the
IFRS standards jointly with the
auditor’s report.
2. The Company discloses full B complied with
information on the structure of [ partially com-
the company capital in accord- plied with
ance with the Recommendation [ not complied
290 of the Code in the annual with
report and on the website of
the Company in the Internet.
6.2.3  The annual report complied with

of the Company,

being one of the most
important tools for
information exchange
with shareholders and
other stakeholders; it
contains information for
evaluating the results of
the Company activities
over the year.

1. The annual report of the
Company contains information
on key aspects of operating
activities of the Company and
its financial results.

B complied with

[ partially com-
plied with

[ not complied
with

2. The annual report of the
Company contains information
on environmental and social
aspects of the company’s
business.

B complied with

[ partially com-
plied with

1 not complied
with

6.3

The company provides information and documents for requests of shareholders in accordance with the principles of fairness and no hardship

The Company provides
information and
documents for requests
of shareholders in
accordance with the
principles of fairness
and no hardship.

partially complied with

1. The information policy of
the Company determines the
unhindered procedure of pro-
vision of access to information
to shareholders, including
information on controlled legal
entities of the Company, at the
request of shareholders.

[ complied with

M partially com-
plied with

[ not complied
with

The Company'’s information policy does not record the right of shareholders for
access to information on legal entities that are controlled by the Company.

The Company analyzed the recommendation of the Code and came to the con-
clusion that shareholders are provided with sufficient information to exercise
their rights, and therefore, recording of the shareholders’ right to access to
information on legal entities controlled by the Company, is unreasonable.

The Company and its activities are fully transparent for shareholders, investors
and other stakeholders. All information to be disclosed shall be regularly
published at the Company’s website. Additionally MTS provides public access to
separate types of information recommended for disclosure by the Code.
Besides, the information policy provides for various methods and forms of
information provision (including Internet conferences, meetings, telephone ne-
gotiations and other contacts with professional participants of the market and
shareholders, it is possible to visit Company offices). Therefore, the Company
provides considerable volume of information about itself and its business in
accordance with principles of equal and unhindered access.

In connection with it, shareholders’ exercise of the right for access to
documents and information of the Company in practice is not coupled with
unjustified difficulties.

At the same time, if information is provided to shareholders, the Company
aspires to maintain a reasonable balance is provided between interests of
specific shareholders and interests of the Company itself, which is interested

in preservation of confidentiality of important commercial information, which
may substantially influence its competitiveness. Such approach fully complies
with the Code recommendations (clause 6.3.2). As a result of which, all requests
for additional information, which is not accessible freely, shall be considered by
the Company individually.

The Company plans to adhere to the available practice and will not further
aspire for complete formal compliance with this recommendation of the Code.
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6.3.2  If the Company provides complied with
information to share-
holders, a reasonable 1. During the reporting period M complied with
balance is provided the Company did not reject [ partially com-
between interests of requests of shareholders for plied with
specific shareholders provision of information, or [ not complied
and interests of the such rejections were justified. with
Company itself, which is
interested in preserva- 2. In cases defined by the infor- B complied with
tion of confidentiality of mation policy of the Company [ partially com-
important commercial  the shareholders are warned plied with
information, which may about the confidential nature  [J not complied
substantially influence  of information and undertake with
its competitiveness. to maintain its confidentiality.

7.1 Actions that considerably influence or may influence the structure of the joint stock capital and financial condition of the Company, and therefore the position of
shareholders (substantial corporate actions), are carried out under fair conditions, providing for compliance with the rights and interests of shareholders, as well
as other stakeholders.

7.1.1  Substantial corpo- complied with
rate actions include
reorganisation of the 1. The charter of the Company M complied with
company, acquisition of  defines a list of transactions [ partially com-
30 and over percents of  or other actions, being substan- plied with
the voting shares of the tial corporate actions, and [ not complied
company (acquisition),  criteria for their definition. with
closing of major trans-  Decision making in respect to
actions by the Company, substantial corporate actions
increase or decrease of  is referred to the competence
the charter capital of of the Board of Directors.
the Company, listing In cases when realisation of
and delisting of the these corporate actions is
Company shares, as well directly related by the law to
as other actions, which  the competence of the general
may result in substantial meeting of shareholders, the
change in the rights of  Board of Directors provides the
shareholders or viola- appropriate recommendations
tion of their interests. to the shareholders.

The charter of the
Company defines a list
(criteria) of transactions
or other actions, being 2. The charter of the Company M complied with
substantial corporate includes at least the following [ partially com-
actions, and such actions as the substantial cor- plied with
actions are related to porate actions: reorganisation [ not complied
the competence of the  of the company, acquisition of with
Board of Directors of 30 and more percents of the
the company. voting shares of the Company
(acquisition), closing of major
transactions by the Company,
increase or decrease of the
charter capital of the Company,
listing and delisting of the
Company shares.
7.1.2  The Board of Directors ~ complied with

plays a key role in

making decisions 1. In the Company there is a
or generation of procedure, in accordance with
recommendations in which the independent direc-

respect to substantial tors state their position on the
corporate actions, the substantial corporate actions
Board of Directors relies before their approval.

on the position of the

independent directors

of the Company.

W complied with

[ partially com-
plied with

[ not complied
with
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When making substan-
tial corporate actions,
which affect the rights
and legal interests of
the shareholders, equal
conditions are provided
for all shareholders of
the Company, and if the
mechanisms specified
by the law and aimed
at protection of the
shareholders’ rights are
insufficient, additional
measures are taken to
protect rights and legal
interest of the Company
shareholders. At the
same time the Company
not only complies with
the formal requirements
of the law, but also the
principles of corporate
governance specified in

complied with

1. The charter of the Company
with account of the features of
its activities establishes lower
minim criteria to refer the
Company transactions to the
substantial corporate actions
compared to the law.

B complied with

[ partially com-
plied with

[ not complied
with

2. During the reporting

period all substantial corporate
actions were approved before
their realisation.

B complied with

[ partially com-
plied with

[ not complied
with

the Code.

7.2 The company provides for such procedure of making substantial corporate actions, which makes it possible for the shareholders to timely obtain full information
on such actions, makes it possible for them to influence making such actions and guarantees compliance and adequate level of protection of their rights during
commitment of such actions

7.2.1  Information on making  complied with
substantial corporate
actions is disclosed with 1. During the reporting period M complied with
explanation of reasons, the Company timely and in [ partially com-
conditions and effects of detail disclosed information on plied with
making such actions. substantial corporate actions [ not complied

of the Company, including with
grounds and timing for making
such actions.

7.2.2 Partially complied with

Rules and procedures related to
realisation of substantial cor-
porate actions by the company
are recorded in the internal
documents of the Company.
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1. Internal documents of the
Company provide for the
procedure of employment of
an independent appraiser to
define the cost of property
alienated or purchased within a
major transaction or a transac-
tion of interest.

M complied with

[ partially com-
plied with

[ not complied
with

1, 2. Internal documents of the Company provide for the procedure of employ-
ment of an independent appraiser to define the cost of property alienated or
purchased within a major transaction or a transaction of interest, and also for
evaluation of the cost of Company’s shares purchase and redemption.

The Company employs an independent appraiser in all cases specified by the
legislation.

Besides, the Company charter defines that an independent appraiser shall be
employed in the case of in-kind payment for the Company’s shares to evaluate
the market value of such property, unless otherwise stipulated by the legisla-
tion of the Russian Federation.

We do not find it necessary to employ an independent appraiser in closing of

2. Internal documents of the
Company provide for the
procedure of employing an
independent appraiser to
assess the cost of purchase and
redemption of the Company
shares.

] complied with

M partially com-
plied with

[ not complied
with

all transactions, because such obligation will result in unjustified costs, both
temporary (related also to the need of organization and conducting of tenders
at the choice of the appraising organization), and financial ones.

In practice the independent appraiser may be employed at the initiative of the
Board of Directors or its members.
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Possible negative consequences, related to absence of the obligation of the
external appraiser, shall be compensated by availability of clear and transparent
procedures to close large transactions and transactions of interest, active par-
ticipation of independent directors in preliminary discussion of transactions of
interest, and also full compliance with the legislation of the Russian Federation,
including during evaluation of the Company’s shares purchase and redemption
cost.

Currently the Company considers the issue of the need for formalization of the
procedure of employment of an independent appraiser to define the cost of
property alienated or purchased within a major transaction or a transaction of
interest, and also for evaluation of the cost of Company’s shares purchase and
redemption, and recording of the relevant procedure in the internal documents.
The amended Regulations on the MTS PJSC will be presented for the approval
of the Annual General Meeting of Shareholders conducted in 2018. Changes
proposed for introduction are aimed at compliance with the specified recom-
mendations of the Code.

3. Internal documents of the B complied with

Company provide for the [ partially com-
extended list of grounds, plied with
under which the members of [ not complied
the Board of Directors of the with

Company and other persons
specified by law are recognised
as interested in the Company
transactions.
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Company’s position
in respect to
environmental protection

Management of environmental compliance
The social responsibility of MTS business is based on the principle of attitude of care

towards nature — the Company strives to provide minimum impact at environment
and reduce such impact, whenever possible.

2017 in Russia was declared a Year of Ecology, therefore ¢ improved level of environmental awareness and

MTS Company paid special attention to implementation education of all company employees;

of internal and external events aimed at environmental

improvement, increased environmental awareness of e implementation of environmental socially signifi-
society and bringing up the environmentally responsi- cant projects;

ble generation.
e openness and availability of environmental

With the purpose to strengthen requirements of the information;

nature conservation legislation and to ensure environ-

mental safety at MTS facilities, in 2017 the Company e continuous improvement of MRS environmental
developed the Policy of Environmental Safety and management system;

Protection, the fundamental principles of which were:
e reduced level of negative impact at environment
e compliance with the requirements of the nature and aspiration for sustainability.
conservation legislation of the Russian Federation;
A unified approach is generated in MTS branches due
e compliance with the requirements of national and to introduction of a unified environmental manage-
international standards in the field of environmen- ment system, to ensure compliance and performance
tal protection;

MTS PJSC expenses for environmental protection, K RUB.
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4990.

8857.7

2015

Expenses to prevent
environmental im- Total expenses of MTS
pact and to maintain PJSC for environmental
9 environmental man- protection in 2017
agement system increased by 23.5% and
* Expenses related to amounted to
9426.0 handhng gf wastes
and emissions 1 8
treatment, and also - million RUB.
liquidation of envi-
P P ronmental damage




of the nature conservation legislation norms and
requirements.

In accordance with the recommendations of the
international standard 1SO 26000, MTS implements a

Environmental impact

MTS as a telecom provider, practically has no negative
impact at environment from its business. Nevertheless,
the Company considers environmental protection activ-
ities as an integral component of business and works
in the area of environmental balance and stability
maintenance.

Energy

Since 2010 “Strategy of Energy Savings and Energy
Efficiency” has been operating in MTS, aimed at
restriction of growth and reduction of electric energy
consumption

Growth of power consumption is related to network
development (additional commissioning of both base
stations and other infrastructure of the Company (DPCs,
call centers, etc.), and with the growth of data traffic
volumes. Traffic growth and installation of additional
equipment result in increased consumption of power
by base station sites. Growth of power tariffs is reflect-
ed in growth of consumed power in monetary terms.

We widely introduce new energy efficient equipment
and implement energy efficiency programs, without

Company’s position in respect to environmental protection

complex of measures in the field of “Environment”. The
company strives to both attract employees’ attention to
the need for responsible treatment of nature and give
the opportunity to help with real deeds.

such actions, with account of network growth, power
consumption would be considerably higher.

Water

We strive to cut water consumption. In 2017 the water
usage volume reduced by 100%.

The main source of water intake is a water services
company. The largest part of used water is transferred
for treatment to other organizations.

Emissions

MTS PJSC does not have its own production facilities.
However, for each unit of MTS PJSC with stationary
sources of pollutant emissions (diesel generator plants,
parking lots, boiler houses, etc.), a Project is devel-
oped for maximum permissible emissions of pollutant
to environment. Based on the Project, the economic
entity receives a Permit for emission of pollutants into
atmospheric air.

Direct emissions of greenhouse gases of MTS PJSC, tons

2015

2016

2017
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Transport

In virtue of Company’s business features, our direct
impact at environment is reduced to generation of
emissions by car fleet vehicles. In total in 2017 MTS
PJSC used 1,907 vehicles (6% less than a year before).
When procuring motor transport, we take into account
environmental standards of hazardous emissions (Euro-
3, 4, 5). The share of vehicles complying with Euro-3
standard is reduced in connection with car replacement
with the ones complying with Euro-4, 5 standard.

Environmental class of MTS PJSC vehicles
as of December 31, 2017, pcs.

1423

2016

Euro-4

2017

* Euro-3

Euro-5 ‘

Quantity of sold SIM cards in environmental
packaging, million pcs.

14.1
12.9 12.3
85

2016 2017 2017 2018
(plan) (actual) (plan)
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Wastes

We treat the issue of waste disposal responsibly, and
therefore, one of main requirements to cooperation
with domestic waste disposal companies is perfor-
mance of full cycle of waste handling when removed
from our offices: sorting and secondary raw materials
production, provision of reporting and supporting doc-
uments, ability to check progress and quality of works
provided for waste handling.

In 2017 the total quantity of wastes produced in
process of MTS PJSC business amounted to 5,418.7 t,
98.0% of which are non-hazardous wastes of IV and V
classes. They were transferred to other organizations
for further use and recycling, a small portion of wastes
was reused.

Disposal of telecommunication
equipment

When disposing of telecommunication equipment, we
usually sell spent devices back to the manufacturer, on
a competitive basis sell it to other companies or make
agreements with specialized recycling companies.

Our main contractor — Ekoutilizatsiya LLC — has a
relevant license for collection and recycling of wastes
of I-IV hazard class and performs works in accordance
with the legislation of the Russian Federation, comply-
ing all environmental standards.

In 2017 9.95 t of IT equipment were recycled (PCs, mon-
itors, notebooks, MFDs, etc.) with the contamination
extent of ~70%, where 392,761.25 kg — ferrous metal
scrap, 331,179.01 kg — non-ferrous metal scrap.

Eco-packaging

Within implementation of the general strategy for
development of environmentally safe business, in 2013
the decision was made to change to environmental
packaging of SIM-cards. The first commercial supplies
started in 2015, and since 2016 all MTS SIM-cards are
sold only in environmental packaging. Starting from
2015, around 24 million SIM cards in environmental
packaging have been sold.



Company’s position in respect to environmental protection

Key indicators of ecological impact of Company

Monetary value of sufficient fines and total number of non-financial sanctions imposed
against MTS PJSC for non-compliance with environmental legislation and requlatory
requirements

2015 2016 2017
fines, thousand Rub. 100.0 20.0 100.00
Non-financial sanctions, pcs. 0.00 0.00 0.00

Size of energy consumption in MTS presence region, MIO kWh

2015 2016 2017
Russia 937.0 1,052.5 1,140.7
Ukraine 255.4 264.5 !
Belarus 94.5 98.1 92.0
Armenia 33.8 34.4 34.7
Total MTS Group 1,349.8 1,477.0

Information on volume of energy usage of MTS PJSCin 2017
(in natural and monetary units)

Resource Natural units Monetary units, Rub, exc VAT
quantity Unit of measure
Electricity 1,140,724,596.76 kWh 6,566,904,175.06
Thermal energy 48,985.57 Geal 70,059,292.65
Water supply 223,772.16 Cum 10,336,666.24
Gas supply 828,081.11 Cum 4,902,834.49
Gasoline 3,904,983.90 Lts 128,746,328.70
Diesel oil 3,189,174.08 Lts 104,257,836.71

Water usage in MTS PJSC, thousand cu m

Water usage, thousand cu m 2015 2016 2017
Total: 349.984 272.707 2,286.496
Including:

From natural sources 2.014 3.982 0.86
From water lines 447.97 268.725 1.222
Reuse water 0.00 0.00 2,254.95
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Used water disposal in MTS PJSC, thousand cu m

Total volume of used water disposal, thousand 2015

cum
Total: 345.812 267.88 2,287.933
Including:

purified water 1.945 0.063 0.00
Transferred for purification to other companies 343.867 267.817 2,287.933

(canalisation)

Total mass of wastes distributed by ways of treatment, ton

2015 2016 2017
Reuse 324 283.84 5.102
Multiple use 0.00 0.00 0
Composting 73.28 0.00 0
Wholesome components recovery, including  0.412 0.00 21.753
energy recovery
Burning 15.1 13.15 28.592
Disposal on landfill site 6,417.954 6,129.8391 5,206.322
Storage on company area 0.00 7.00 0
Other ways 198.175 189.457 169.46

Equipment salvage in MTS PJSCin 2017, kg

Region Ferrous scrap Non-ferrous scrap

Moscow region 28,719.9 3,527.2

Central region 231,678.0 111,242.0

Volga region 9,383.0 5,327.8

Far East 8,754.5 23,013.2

Siberia 48,188.1 89,211.0

South 39,447.0 11,868.5

Ural region 10,716.6 58,464.9
North-East 15,874.1 28,524.5

Total 392,761.3 331,179.0




Key features of staff and indicators of human resources system

Key features of staff

and indicators of human

resources system

Total expenditures for MTS Group staff,
bln RUB.

2017

2015 2016

Number of MTS Group employees in 2017, person

16000

14,333
13,553

14000
12000
10000 9503
8000

6000 5594

4000

3340

2000 2066

0 988

Russian
subsidiaries

MTS Russia MGTS PISC RTC

Total staff strength, person?

2015 2016 2017
MTS Group 73,967 69,322 65,003
Including MTS PJSC 30,879 28,910 27,886

! Hereinafter, unless otherwise stated, number is provided without
taking into account service agreement and outsourcing employ-
ees.

10,971

1506 145
519 638
’. 160 145 266 176
/- -
Ukraine Armenia Turkmenistan Czech
Republic
Men e« Women
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MTS PJSC staff age structure in 2017, %

B2 P g

58.1% 58.8%
83.0%
78.3%
Top Middle Junior management Total
management management and employees
MTS PJSC staff sex structure in 2017, %
13.0%
31.8%
49.1% 48.6%
87.0%
68.2%
51.4%
Top Middle Junior management Total
management management and employees

MTS PJSC staff employment type structure in 2017, %

* Above 50 years
30-50 years
* Under 30 years

Men
* Women

| 2957
24,929
As for contract As for Regular staff
type employment and non-staff
type
Term contract Partial employment Non-staff
* Permanent contract * Full employment * Regular staff
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Key features of staff and indicators of human resources system

Number of employees recruited by MTS PGSC Turnover of MTS PJSC employees in 2017, %
in 2017, person

Under 30 years 30-50 years Above 50 years Total Under 30 years 30-50 years Above 50 years Total

M F M F M F M M F M F M F M
1440 2142 806 1014 50 19 2296 3175 39% 44% 12% 15% 5% 4% 20% 25%
Number of trained MTS PJSC employees, Number of training days per employee
persons/cou rses

Training type 2015 2016 2017
Internal (on-campus) 40,048 31,068 41,695
External (on-campus) 12,947 8,774 10,697
Distance training 155,924 168,408 187,912

2015 2016 2017

MTS PJSC labor costs structure, mln RUB

u u u ¢ Insurance fees

Extra payments

1.8 13.9 14.7
* Salary
317 339 336

2015 2016 2017

Social security expenses for MTS PJSC staff, billion RUB

911.1
931.6
711.1
639.6 671.6

2015 2016 2017

* Total expenses
* Private medical insurance expenses
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Glossary

MOU — Minutes of Usage

ARPU — Average Revenue Per User

GPON — Gigabit Passive Optical Network

3G — 3rd Generation

4G — 4th Generation

LTE — Long-Term Evolution

TDD — Time Division Duplex

FDD — Frequency Division Duplex

M2M — Machine-To-Machine

SaaS — Software as a Service

HSPA+ — High Speed Packet Access Plus

MVNO — Mobile Virtual Network Operator

CDMA — Code Division Multiple Access

GSM — Global System for Mobile Communications
Wi-Fi — Wireless Fidelity

UMTS — Universal Mobile Telecommunications System
VAS — Value Added Services

10T network (Internet of Things Networks) — a number of autonomous physical devices connected to a single
network via digital communication channels

NB-loT (NarrowBand Internet of Things) — one of the loT standards developed by 3GPP consortium

LTE-M (Long Term Evaluation for Machines, literally — long-term development for machines) — one of the loT
standards developed by 3GPP consortium

3GPP (3rd Generation Partnership Project) — an international consortium developing mobile telephony
specifications
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e-Health (Electronic Health, eHealth) — implementation of public health functions using information and telecom-
munication technologies

m-Health (Mobile Health, mHealth) — performing health functions using mobile devices (smartphones, tablets,
etc.)

VR (Virtual Reality, Virtual Reality) — a realistic simulation of the environment created using information technol-
ogies and imitating the immersion of the user into it

AR (Augmented Reality, Changed Reality, Augmented Reality) — human-perceived combination of the real world
and virtual elements created by computer tools

SDN (Software-Defined Network) — data network where network management functions are implemented at the
software level and are independent of the hardware solution

NFV (Network Function Virtualization): network architecture concept that involves the use of virtual machines
without reference to specialized equipment

BBA — Broadband Access

FOCL — Fibre Optic Communication Line

OIBDA — Operating Income Before Depreciation And Amortization

CAPEX — CAPital EXpenditure

Moscow Stock Exchange — the largest stock exchange holding in Russia and Eastern Europe
NYSE — New York Stock Exchange, USA

Bank of Russia — Central Bank of the Russian Federation

SEC — The United States Securities and Exchange Commission, USA

ADR — American Depositary Receipts

IFRS — international financial reporting standards

RAS — Russian Accounting Standards

CSR — Corporate Social Responsibility

Glossary
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Contacts and
Additional Information
about the Company

Information about the
Company

Full trade name of the Company:
e in Russian: NMy6anyHoe akumoHepHoe obwwectBo «MobunbHble TeneCucrembi»
e in English: Mobile TeleSystems Public Joint Stock Company

Short trade name of the Company:
* in Russian: MMAO «MTC»
e in English: MTS PJSC

Location of MTS PJSC: The Russian Federation 109147, Moscow, ul. Marksistskaya, 4

Tel.: +7 (495) 911 6555

Fax: +7 (495) 911 6599

Correspondence address of MTS PJSC: 5 Vorontsovskaya Str., Bld. 2, 109147, Moscow, Russian Federation

E-mail: info@mts.ru

Information on subdivision
of shareholders and inves-
tors relations

Location of subdivision of shareholders and investors relations:
5 Vorontsovskaya Str., Bld. 2, 109147, Moscow, Russian Federation

Shareholder relations department

Corporate Governance Development of MTS PJSC:
Maxim Kalinin (Corporate Governance Director)
Phone: +7 (495) 911 6552

Fax: +7 (495) 911 6551

Investors service subdivision

Department for Corporate Finances and Investor Relations:
Joshua Tulgan (Director of the Department)

Phone: +7 (495) 223 2025

Fax: +7 (495) 911 6588

E-mail: ir@mts.ru

Auditor

Closed Joint Stock Company Deloitte and Touche CIS

Address: 5 Lesnaya ulitsa, Moscow, 125047, Russian Federation
Phone: +7 (495) 787 0600

Fax: +7 (495) 787 0601

Internet: http://www.deloitte.com

Registrar

Joint Stock Company Independent Registrar Company
Address: 18 Stromynka Str., Bldg 5B, Moscow 107076
Phone: +7 (495) 926 8160

Fax: +7 (495) 926 8178

Internet: http://www.nrcreg.ru

Depository

Non-Bank Credit Organisation Closed Joint Stock Company
National Settlement Depository

Address: 105066, Moscow, ulitsa Spartakovskaya, 12
Multi-channel number: + 7 (495) 234 4827

E-mail: info@nsd.ru
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Disclaimer

This Annual Report has been prepared by Mobile
TeleSystems PJSC (the “Company”) solely for informa-
tion purposes and may contain forward-looking state-
ments or forecasts. Such statements or forecasts relate
to the matters other than historical facts or statements,
and reflect the Company’s intentions, beliefs or current
expectations concerning, inter alia, performance re-
sults, financial condition, liquidity, efficiency, prospects,
growth rates, strategies of the Company and industry
in which it operates. Nature of the forward-looking
statements and forecasts implies risk and uncertainty,
as they relate to events and depend on circumstances
that may, or may not arise in the future. The Company
cautions that forward-looking statements and forecasts
do not guarantee future performance and that actual
performance results, financial condition and liquidity
of the Company, as well as changes in the industry

in which the Company operates may differ materially
from those stated or assumed in the forward-looking
statements or forecasts contained in this report. The

factors that may lead to material differences between
the actual results and the assumptions contained in for-
ward-looking statements or forecasts, include general
economic conditions prevailing in the markets in which
the Company operates, competitive environment and
risks associated with operating in such markets, market
change in the industry and related industries, as well
as other risks affecting the Company and its activities.
Moreover, even if the Company performance results,
financial condition and liquidity and the changes taking
place in the industry in which the Company operates
comply with those set forth in the forward-looking
statements or forecasts presented herein, those results
or changes may not be illustrative of the results or
changes in future periods. The Company does not
undertake any obligation to review or confirm expecta-
tions or estimates, or update any forward-looking state-
ments or forecasts to reflect the events or circumstanc-
es occurring or arising after the date of this report.






