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Severstal at a glance

  PAO Severstal (“Severstal”, “the Company”, or “the Group”) is a vertically  
integrated steel and steel-related mining company with major assets  
in  Russia , as well as investments in other locations. The company's 
 operations began in 1955 at Cherepovets Steel Mill in Russia.  Severstal  
is  listed on the Moscow Exchange (MICEX) and its GDRs are traded on 
the London Stock Exchange (LSE). Severstal’s strategic aim is to maximise 
shareholder value by building a healthy and high –quality business that 
will  generate higher than market average earnings through the 
economic cycle. Severstal comprises two major operational divisions:  
Severstal Resources and Severstal Russian Steel.

The resources segment 
of Severstal
Severstal Resources  comprises Severstal’s mining assets, and forms 

the basis of Severstal’s vertically integrated business model. It satis-

fi es  almost all the iron ore and hard coking coal requirements of the 

steel business Severstal’s steel , while also selling  signifi cant  volu mes 

to external customers both in Russia and beyond.           

The steel segment 
of Severstal
Severstal Russian Steel is a leading Russian steel producer, offering 

a broad product mix, with a high proportion of high value-added 

fl at steel products, and increased production of long products for 

construction and downstream sales. Its fl agship Cherepovets steel 

mill  is one of the lowest-cost steel mills in the world, and  is conveni-

ently located for access from the company’s mining operations, and 

to the Baltic ports and Russia’s industrial heartland.
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St. Petersburg

Vsevolozhsk Moscow
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*  Combined volumes of iron ore pellets and iron ore concentrate. * Vorkutaugol only.
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Strategic Priorities : Increased Focus on F ree Cash Flow Generation

 Severstal has a transparent set of    KPIs and strategic targets against 

which we  measure our progress. These targets, as you will see below , 

include  improvements in the effi ciency  and cost position of our 

assets; industry leading EBITDA margins of around 20 per cent 

throughout the cycle; generating stable positive free cash fl ow; 

a mid-term capex target of below one billion dollars per year; a 

ratio of net debt to EBITDA below 1.5 times ; and; delivering stable 

returns to our shareholders through dividends.

We refreshed our list of  KPIs  in 2014 to put increased  focus on 

shareholder returns. In particular, we raised the priority of positive 

free cash fl ow (FCF) generation and a dividend payout of more 

than 50  per cent. The Company’s robust performance in 2014 and 

confi dence  in the outlook prompted the Board of Directors to 

modify Severstal’s  dividend policy. Following the Board’s resolution 

dated  9 October 2014, Severstal  is now committed to paying  not 

less than 50  per cent of the net profi t for the reporting period in 

dividends, provided that the Net debt/EBITDA ratio  is below 1.0 x. 

Should the ratio increase to higher than 1.0 x, Severstal would return 

to its previous dividend payout of 25  per cent of net profi t.

 The major strategic development during the year has been the 

disposal of our US assets on favourable terms for our shareholders, 

which enhances the Group’s profi tability profi le and progresses our 

delivery against the aforementioned  strategic objectives. Over the 

past year, we have made signifi cant progress in delivering effi ciency 

enhancements and cost management to support our organic 

growth and long -term development.

Our key strategic objectives:

•  A middle to the left position of all assets on the cost curve

• Net  debt/EBITDA of 0.5–1.5 x

• Not less than US$1 bln liquidity expressed by cash on the balance 

sheet and available committed credit lines

• Dividend policy at  50 per cent of net profi t

• ROCE of >20 per cent

• Net working capital (NWC)  of c.18 per cent of revenues

• Stable positive  FCF

 Below we outline our  solid progress  made during the last year  in 

delivering against these targets. This means we are able to deliver  

value for shareholders.

 Status as at the end of 2014:

• Cost position of the assets: on  an integrated basis – achieved; 

individual assets – strong progress

• Net  debt/EBITDA of 0.7 times

• Liquidity position with  US$1,897 million in cash and cash equiva-

lents and committed unused credit lines of  US$388  million, 

comfortably covering the short-term debt of  US$768 million* 

•  ROCE of 17. 9 per cent**

• NWC of 9.0 per cent of revenues

•  FCF for FY2014 of US$1,232 million  

**  ROCE is calculated by the following formula: profit from operations/(total assets 

minus current liabilities average for the period), as reported in 2014 FS.  

Three pillars behind the delivery

There are three key pillars that have underpinned the delivery of our 

strategic objectives that we have continued to pursue .

Firstly, a relentless focus on cost reduction and operational improve-

ments, that is embedded across our culture and operations follo-

wing the success of our Business System initiatives.

Secondly, we continue to benefi t from the fundamental strengths of 

our  vertically integrated business model, which enables us to extract  

value from each stage of production.

And thirdly, we took the strategic decision to divest our North Ameri-

can assets. We successfully managed the US assets through chal-

lenging times and they were amongst the best performing assets  in 

the market. This enabled us to realise good value for our sharehol-

ders whilst increased our  focus on  higher margin activities.

Together these pillars have enabled Severstal to deliver strong free 

cash fl ow and one of the highest EBITDA margins in the industry. 

Today we combine highly effi cient  operations with strong fi nancing, 

which has enabled us to deliver a step change in dividend pay-

ments.  

Three key pillars behind the delivery

Strong FCF and one of highest EBITDA margins globally throughout the cycle

Relentless focus on cost 

reduction and operational 

enhancements since 2010

Fundamental strengths of 

our vertically integrated 

business model

Disposal of low-margin assets 

to make the business more 

focused and streamlined

* Represents principal amount of debt including repayment s of debt raised via committed facilities as well as repayment  of Convertible Bond in line  with Put Option  

in September  2015 assuming Put Option realized.
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Management Q&A

With the sale of the US assets complete, should 
we now think of Severstal as a major Russian steel 
producer as opposed to a global player?
Severstal remains a global player, with a number of international 

assets and signifi cant export opportunities given the quality and 

effi ciency of our Russian operations and favourable logistics and 

fl exibility. We continue to maintain a strategic objective of being a 

global  industry leader in terms of profi tability.

Where will future growth come from for Severstal?
We will continue to drive growth through increased effi ciency, 

further  improving our  product mix and enhancing customer service. 

There are also a number of domestic and export market opportuni-

ties for the business given our attractive and low cost operations 

and strong  vertically  integrated business model.                     Furthermore, utilisa-

tion rates at the Balakovo Mini Mill are increasing and Vorkutaugol 

is returning to normal production following the resolution of certain 

geological issues witnessed in 2014. Moreover, there are several 

projects at our Cherepovets plant, which will enable us to increase 

share of high value added products in our portfolio.

How much further scope is there for cost reduc-
tions in the business?
Our strong fi nancial results demonstrate the success of our cost 

reduction initiatives and effi ciency focus to date, but we continue 

to see signifi cant potential for further savings and effi ciencies. 

For  example,  our General and Administrative expenses (G&A ) 

in  FY2014  was  US$419 mln, a signifi cant reduction from FY2013  

when  it was  US$553 mln.     We are targeting  above US$2 00 mln (the 

actual fi gure of gain  could be either higher or lower depending on 

the  FX fl uctuations)   of annual gains starting from 2015 through 

our cost effi ciency  initiatives, including raising the effi ciency of hot 

metal production and redesigning and centralizing our purchasing 

processes.

What was the progress in LTIFR in 2014? What is 
your target?
Health & Safety remains our key priority and we continue to 

maintain our strategic objective of eliminating all fatal accidents. In 

2014, LTIFR was 0.97, as compared to 1.45 in 2013. We aim to con-

tinue to drive LTIFR lower through our strong continuous  improve-

ment culture and targeted investment and projects.

What is the business’ sensitivity to movements in 
the Rouble against the Dollar?
The business has  a  partial natural hedge to RUB depreciation – 

whilst  it impacts the Company’s  revenue and domestic prices  it also 

lowers  costs and capex domestically, and also makes exports more 

attractive for our favo urably positioned Russian operations.

Do you have a target mix between domestic and 
export sales? What is your guidance for the split 
in 2015?
We do not have a strict target – the sales mix is driven by demand 

and profi tability, and the favorable geographic location of our key 

assets gives us the fl exibility to shift the sales mix to increase do-

mestic sales when local pricing reaches attractive levels. In  Q42014, 

our exports w ere 29 % of the steel shipments due to the strength 

of the domestic market. While we can expand quickly that amount 

to some 40 % if more attractive opportunities appear on export 

markets. Severstal’s low production costs mean we can effectively 

target the domestic market whilst providing a signifi cant opportu-

nity to  increase exports. One of the benefi ts of our operations  is that 

we can be     fl exibile  in targeting our sales between different markets,  

depending on the pricing environment and demand.

At the Capital Markets Day in November 2014 you 
said that customer care is becoming a top priority 
at Severstal . What does it mean? Can you mention 
specifi c projects?
Focus on our customer is a key priority for the business, and we have 

a number of working groups with our clients to ensure we are fully 

focused on and aligned with meeting our customers’ evolving needs.

We are improving product quality through a thorough review of our 

quality management process and upgrading our fi nishing mills.

We have delivered strong improvements in delivery times as our 

mana gement planning systems are developed. An integrated 

planning system was launched in November 2014 which is allowing 

 us  to plan and deliver within 10 days.

Furthermore, we are developing our IT systems w hich enhance   our 

online stores and an e-services system, covering ordering, payment 

and tracking, that is now mobile.

What is your outlook for  2015 and what will be 
your focus?
In 2014, while global steel production increased by 1.2 % , global 

steelmaking capacity utilization remained low at an average of 

76.3 % which is even lower than  in 2013. Furthermore, high levels of 

competition between major steel exporters continued to weigh on 

global steel prices.

Iron ore and coking coal markets continued to be oversupplied, 

with weak Chinese GDP data suggesting demand in China will 

remain subdued. Nevertheless, any further downside in steel prices  

is limited as the spread between steel and raw material prices has 

compressed substantially after a sharp increase in 2014.

Domestic steel consumption is expected to weaken in 2015, but this 

 may be offset by higher exports.

Management’s efforts in 2015 will be focused on delivering further  

improvements to earnings through the continued execution of our 

stated strategy.
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  Chairman statement 

Dear Shareholders,

I am pleased to report that Severstal made excellent progress against 

its stated objective of being one of the most effi cient steelmakers 

globally. This was best demonstrated by increasing our EBITDA 

margin to 26.6 %, which is amongst the highest in the glo  bal industry,  

and was accompanied by a strong improvement in free cash fl ow to 

 US$1,232 million. Our success refl ects a consistent focus on further in-

creasing operational effi ciency and reducing costs whilst continually 

improving service standards and putting customers fi rst.

Severstal is now fully focused on its most profi table assets. The sale 

of the Company’s North American business in September realized 

signifi cant value for shareholders as well as structurally upgrading 

profi tability. The Company has returned a signifi cant share of the 

proceeds to shareholders through a special dividend. The Board has 

also modifi ed the Company’s dividend policy to return 50 % of net 

profi t for a given reporting period to shareholders provided that the 

net debt/EBITDA ratio is below 1.0 times, refl ecting Severstal’s mis-

sion to maximize shareholder returns.

We maintain a prudent and fl exible approach to capex which is 

focused on operational effi ciency and further improvement of our 

product mix and customer services. Health & safety is a top priority; 

our objective remains  to eliminate all fatal accidents. We aim to 

achieve this by continuing to employ international best practice 

and in doing so  be the leading Russian company in this fi eld. Over 

2014 the annual lost-time  injury frequency rate (“LTIFR”) was 

reduced to 0.97 compared to 1.45 in 2013. We also made progress 

with our environmental programmes further reducing energy con-

sumption and emissions across many of our key operating units.

Balance on the Board is a prerequisite for good decision-making 

and governance and we are committed to ensuring that half of our 

Board are Independent Non-Executive Directors. To that end Philip 

Dayer and Alun Bowen joined the Board as Independent Directors  

in June. Both have extensive experience of international business 

and sit on a number of Boards. Their appointment followed Ronald 

Freeman and Peter Kraljic reti ring as Non-Exec utive Directors after 

almost eight years with the Company.

Since listing we have been committed to the highest standards 

of  corporate Governance and aim for full compliance with the 

UK  Corporate  Governance Code. We were pleased that in April the 

Moscow Exchange transferred our listing from Quotation List B 

to  the Quotation  List of the First Level, which demands higher re-

quirements in governance, transparency and disclosure and should 

further support liquidity. In November we held our fourth annual 

Capital Markets Day for buy and sell side audiences in London. 

This is a further demonstration of the priority we give to regular and 

transparent communications with our stakeholders.

At the Company’s Annual General Meeting on 25 May 2015 I will be 

standing down as Chairman after almost nine  years in the role. I  would 

like to thank all my fellow Directors over the years and colleagues across 

the business for their unstinting support. I am proud to have been part 

of the leadership team since Severstal’s IPO in 2006, with the Board 

having an unstinting focus on building shareholder value and applying 

the highest levels of corporate governance to the way the business is 

managed and developed. Rolf Stomberg and Martin Angle will also be 

retiring from the Board at the AGM after almost nine years with the 

Company. On behalf of the Board, I would like to thank them for their 

contribution over this period and wish them well for the future.

It is also expected at the time of the AGM that Alexey Mordashov 

will become Chairman of the Board of Directors of Severstal with 

Vadim Larin, currently COO, anticipated to become the Company’s 

new CEO. It is also proposed to elect Alexander Auzan, Sakari Tam-

minen and Vladimir Mau to the Board as Independent Non-Execu-

tive Directors at the AGM, and I am confi dent that they each have 

the skills and experience to help take the Company on to the next 

stage of its development. Severstal’s Board will retain its balance of 

half of its Board being Independent Non-Executive Directors.  

The resilience of our fi nancial results and continued progress against 

the Company’s strategic objectives is underpinned by our vertically 

integrated business model and highly effi cient assets portfolio, which 

provide a strong competitive advantage throughout the industry cycle.

Christopher Clark
Non-Executive Chairman of the Board of Directors 



10 Severstal
Annual Report  2014

COMPANY OVERVIEW STRATEGY PERFORMANCE SUSTAINABILITY GOVERNANCE FINANCIAL STATEMENTS ADDITIONAL INFORMATION

CEO statement

Dear Shareholders, Colleagues, Partners,

In 2014 Severstal strengthened its position as one of the global  

industry leaders in terms of profi tability. This was achieved despite 

challenging conditions in the global steel and steel-related  com-

modities  markets and is a refl ection of the Company’s consistent 

and rigorous focus on further enhancing operational effi ciency, 

reducing costs and improving customer service standards. These 

factors, together with the sale of our North American assets  in 

the second half of the year, drove a signifi cant 7.3 ppts increase  

in Severstal’s EBITDA margin to 26.6 per cent in the whole year of 

2014, and to the record 32.1 per cent in the fourth quarter of 2014, 

which is amongst the highest in the global steel industry.

I would like to take this opportunity to thank our non-executive 

directors Rolf Stomberg and Martin Angle and especially our non-

executive Chairman Christopher Clark who are retiring at the AGM  

in May 2015 in line with corporate governance best practice, after 

almost  nine years serving on Severstal’s Board since the Company’s 

London IPO in 2006. Their contribution to the Company’s develop-

ment during their tenure has been outstanding with their experience  

and judgement proving invaluable throughout a dynamic period 

for our industry. On behalf of everyone at Severstal, I would like to 

extend to Chris, Rolf and Martin the warmest wishes for the future.

It is also my intention to step down as CEO at the time of the AGM 

and to be elected as Chairman of the Board of Directors of Sever-

stal. Vadim Larin, currently COO of Severstal Management, is ex-

pected to become the new CEO. Our strategy continues to progress 

well and, with this in mind, I am confi dent that this is the right time 

to make this management transition. In Vadim our colleagues and 

shareholders have a new CEO with an excellent understanding of 

our business and markets, which, as well as our strong relationship, 

will ensure a smooth transition. In my new role I will remain deeply 

engaged in Severstal’s activities and will focus on strategic planning, 

as well as on hiring and development of the key personnel, further 

development of the Business System of Severstal and our corporate 

culture. I will be actively involved in quarterly performance reviews, 

and setting targets for the annual and strategic business plans.

Financial overview

Whilst Group revenue in 2014 decreased 12.1 % to  US$8,296 million 

( FY2013:  US$9,434 million) as a result of lower realized prices and 

sales volumes at Russian Steel and Resources, there were signifi cant  

improvements to the product mix at both divisions. Group EBITDA 

recorded a strong 21.2 % increase to  US$2,203 million ( FY2013: 

 US$1,818 million) driven by a very good result at Russian Steel 

on the back of operational enhancements, lower input costs and 

devaluation of the rouble, which together more than offset lower 

deliveries at Resources.

In line with our key strategic focus, the Group continued to gene  rate 

very strong improvement in free cash fl ow at  US$1,232 million 

(2013:  US$381 million). Further progress was also made in delevera-

ging, with gross debt decreasing by more than  US$1 billion and net 

debt reduced by more than half, refl ecting sale of our North Ameri-

can assets as well as good free cash fl ow generation during the year. 

This, along with the strong increase in EBITDA, helped to deliver a 

signifi cant net debt to EBITDA ratio reduction to 0.7 x, from 1.6 x* at 

the end of the prior year, which is comfortably below our target level.

The resilience of our fi nancial results and continued progress against 

our clear strategic objectives remains underpinned by our verti-

cally integrated business model and highly effi cient assets portfolio, 

which continue to provide us with a strong competitive advantage 

throughout the industry cycle.

Continued strategic progress

Our goal remains the same – to be a leader in value-creation. We 

have a clear growth strategy and transparent strategic KPIs that the 

Board and executive management team are fully focused on delive-

ring. Our targets include improvements in the effi ciency and cost 

position of our assets; industry leading EBITDA margins of above 

20 % throughout the cycle; generating stable positive free cash fl ow; 

a mid-term capital expenditure target of below  US$1 billion dollars 

per year (    FY2015 capex target is around US$550–600 million. 

The actual fi gure of capex can be either higher or lower due to FX 

changes); a  ratio of net debt to EBITDA below 1.5 times, and; stable 

returns to our shareholders through dividends.

Value-creation for shareholders

2014 was a transformational year for the Group as, following a thor-

ough strategic review, the Board took the decision to sell our North 

* The amount excludes Severstal International segment
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American assets. We successfully managed the US assets through 

challenging times and, at the time of the sale, they were amongst 

the best performing assets in the market, enabling Severstal to 

realise good value for shareholders via improvement of Severstal’s 

fi nancial metrics and payment of a special dividend in 2014 follow-

ing the completion of the transaction. Severstal is now fully focused 

on its most profi table, emerging market assets, while retaining its 

position as a global steel and commodity supplier due to the low 

cost of production, quality and international certifi cation.

  In 2014, Severstal’s Board of Directors modifi ed the Company’s divi-

dend policy to return 50 % of net profi t for a given reporting period 

to shareholders provided that the net debt/EBITDA ratio is below 

1.0 times, refl ecting Severstal’s intention to maximize shareholder 

returns.

Effi ciency and investment

We continue to drive improvements across our operations by 

securing further cost effi ciencies across the entire production chain, 

ensuring that we maintain our strong position to the left of the 

global cost curve.

This focus is supported by a prudent investment programme that is 

fl exible to market conditions and aimed at operational effi ciency 

as well as further improving our product mix and customer service. 

Capital expenditure in 2014 was  US$779 million, 28 .1 % lower 

than in the prior year(FY2013: US$1,084 million*), with key pro-

jects including: enhancing central IT capabilities; completion of the 

long product mini-mill in Balakovo; completion of the construction 

of the inclined shaft at the Vorgashorskaya mine at Vorkutaugol  

and  construction of a new water rotation unit and enhanced strip-

ping works at Karelsky Okatysh.

Our 2015 capital expenditure has been set at RUB 30 billion (subject 

to FX fl uctuations), refl ecting the overwhelming majority of our 

capital expenditure being RUB-denominated. Major ongoing deve  lop-

ment projects at Russian Steel in 2015 include the construction of 

a new galvanizing and a color-coating line, and the revamping of 

the four-stand continuous tandem cold rolling mill 1700, both at the 

Cherepovets Steel Mill. At Severstal Resources  the largest initiatives in 

2015 include improvements to the stripping works at Karelsky Okatysh 

and further expansion of the Pechora Washing Plant at Vorkutaugol. 

Maintenance and environmental improvement project investments 

across both divisions will total approximately RUB 14 billion.

Customer focus

Severstal continues to develop and strengthen its reputation for 

providing best-in-class customer care, which delivers the Group 

an additional key competitive advantage. We have a number of 

working groups with our clients to ensure we are fully focused on 

and aligned with meeting our customers’ needs. We are improving 

product quality through a thorough review of our quality manage-

ment process and upgrading our fi nishing mills. We have delivered 

strong improvements in delivery times as management planning 

systems are developed. Furthermore, we are developing our IT 

systems w hich enhance  online stores and an e-services system, 

covering ordering, payment and tracking, that is now mobile.

A winning team and culture

In order to deliver industry leading levels of effi ciency combined 

with high levels of customer care and product and service in-

novation, we need to continue to invest in our team of people 

and develop our strong culture. Our performance review process 

covers all employees and we have developed a leading ‘mini MBA’ 

programme for our senior managers as well as a modular training 

series – School of Supervisors – that helps production staff to learn 

managerial skills. In 2013–2014  97 % of fi rst line managers passed 

the trainings. There is a Total Rewards System in place to motivate 

employees to set new ambitious targets.

Our strong performance in 2014 was made possible by the hard 

work, commitment and skill of our people across the Group and  

I  thank them for their continued efforts.

Health & safety and sustainability

The health and safety of our employees remains our number one 

operational priority. Progress in this area is supervised directly by 

the Board of Directors’ HSE Committee that continues to ensure 

we benchmark our performance in this key area against our global 

peers. We maintain our key strategic objective of eliminating all 

fatal accidents, and to this end we have implemented a single set of 

health and safety policies across all our assets. I am pleased to report 

that lost time injury frequency rate (LTIFR) in 2014 of 0.97 showed 

progress against the previous year, refl ecting our continued efforts, 

although we are determined to do much more  in  this direction.

We also continued to make good progress in reducing the environ-

mental impact of our operations, with notable progress made at our 

fl agship Cherepovets Steel Mill where the investment in the instal-

lation of new fi lters at the BOF vessels should result in an eightfold 

reduction in emissions.

Market environment and outlook

In 2014, while global steel production increased by 1.2 %, global 

steelmaking capacity utilization remained low at an average of 

76.3 %. Furthermore, high levels of competition between major steel 

exporters continued to weigh on global steel prices.

Despite this pressure, steel remains a vital material globally that 

will continue to experience robust demand driven by well estab-

lished trends such as investment in infrastructure, construction and 

automotive, both in developed and developing economies. Whilst 

overcapacity remains an issue for the industry, there are signs that 

a more responsible stance is being taken with capital expenditure 

being reduced across the industry and the pipeline of new steelmak-

ing projects has signifi cantly reduced from two years ago. Despite 

this industry challenge, producers with the most attractive position 

on the cost curve, strong fi nancing, exposure to more dynamic mar-

kets and a strong product mix remain well placed to make progress 

and I am confi dent that Severstal ticks all of these boxes and more.

Whilst market conditions in 2015 will continue to be challeng-

ing both in global and domestic markets, we remain as rigorously 

focused as ever on delivering further progress and value to our 

shareholders by continuing to execute our strategy to be the most 

effi cient steelmaker globally. 

 I move on to become Chairman with the business in excellent 

health. We have an exceptional management team led by Vadim 

Larin and I am confi dent that Severstal, with its highly effi cient 

operations, vertical integration and customer focus, will be able to 

deliver continued progress. 

Alexey Mordashov
Chief Executive Offi cer

* These amounts refl ect adjustments made in connection with the presentation of 

discontinued operation.
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 Operational Enhancements: further potential  for cost reduction

Our operational priorities remain focused and consistent. We 
continue to see opportunities to deliver cost reductions and 
to develop our market leading customer focus. Together these 
priorities are supported by a prudent and  smart  approach 
to investments.

Delivery of our strategic priorities to date has resulted  in  improve-

ments to our profi tability. Our EBITDA margin in  Q42014 was an  

impressive 32 % . This refl ects the strength of our business model  

throughout  different market environment s. Here we outline  some of 

the key achievements across our major  operations that have driven 

this margin improvement, as well as some of the future opportuni-

ties.

Coking coal business

 Following a decline in production at Vorkutaugol  in 2013 and in the 

fi rst half of 2014, which was impacted by geological conditions at 

the Zapolyaranaya mine and the tragic accident at Vorkutinskaya, 

Vorkutaugol’s production volumes are now back on the increase. 

We are forecasting a notable increase in raw coal output in 2015  to 

12.4 mt, with hard coking coal concentrate production also forecast 

to  increase signifi cantly. We have now completed the construction 

of an inclined shaft at Vorgashorskaya, with an inclined shaft at 

Zapolyarnaya to be completed in 2015.

Following the successful expansion of the Pechorskaya Washing 

Plant, we are now in the process of expanding the plant further. The 

2 nd section upgrade is scheduled for completion in 2015.

Iron ore business

 At Karelsky Okatysh management have remained focused on deliv-

ering continued cost reductions. These initiatives, combined with a 

weaker rouble, have resulted in cash costs of production declining to 

just US$26/t in  Q42014 vs. an average selling price for the quarter 

of around US$55/t.

 Another stream of projects at Karelsky Okatysh was launched  during  

2014 which will yield further improvements from  2016.

 In line with our focus on cost reduction, the highest cost open pit at 

 Olcon was idled in August 2014. Management continues to focus  

vigorously on delivering reductions in cash costs, which remains 

a  key priority across all our mining assets. Now, as cost of production 

at  Olcon is improving  as a result of our cost reduction efforts, as well 

as  RUB weakening, we are considering re-launching the idled open 

pit .

Steel operations

 At the Cherepovets Steel Mill,  we continue to focus on increasing 
the effi ciency of hot metal production.

This effort is aided by the quality of the new pellets from Karelsky 

Okatysh; the upgraded coke battery, and widened  spread in the cost 

of  pig  iron and scrap. All this enabling us to return towards historic 

highs  in terms of coke hot strength.

Together, these factors are expected to deliver an estimated gain of 

more than  20 million dollars to the costs starting from 2015.

We remain  focused on basic oxygen furnance (BOF)  and continu-
ous caster process optimi zation with additional emphasis  on 

quality throughout the whole steelmaking process. Among the 

progress already delivered  is  a declining Fe content in the slag.

  We are continuing to drive effi ciency improvements by simplifying 

our operations. An example of this is the centralization of our 
purchasing function.

We are also revising our category management.

As we have highlighted, improving our customer focus is a key prio-

rity.

We are focusing on further improving product quality, with a 

complete review undertaken of our quality management process. 

We are also  investing in upgrades to our fi nishing mills.

We are making improvements to ensure that products are always 

delivered to customers  on time, including the launch of an  Inte-

grated Planning System in November 2014 which will enable us to 

make deliveries to customers within ten days of their order.

 Over 2014-2015 Severstal is targeting an operational 
improvements gain from the aforementioned projects of 
above $200 mln, part of which is already achieved at the time 
of the annual report’s release. The actual fi gure of gains can 
be either higher or lower depending on the FX fl uctuations.       
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 Proactive and regular  engagement with our  customers is key 

to ensuring we continue to meet their evolving needs. This is the 

best way to understand the balance of price and non-price factors 

affecting their consuming behaviour.  To work closely with our key 

customers,  seven new projects have been launched since the start 

of 2015 in addition to the  three ongoing ones ongoing since 2014 . 

In total 15 working groups are involved in the aforementioned pro-

jects which are helping          as to understand better our clients’ evolving 

needs and preferences and ensure that we continue to meet and 

exceed these.

 Our online store at CherMK has again doubled volumes, and we are 

launching an online store at our own distribution system in 2015. 

Our e-services system is now also fully mobile compatible.

Increasing the share of high value added (HVA) products in 
the sales portfolio is a key strategic objective, and we continue 

to build on our leadership in this area. We have invested in upgrad-

ing our HR Mill-200 and in modernizing the 4-stand CR Mill. Both of 

these investment projects are aimed at delivering increased capac-

ity and reducing costs.

We are also  planning to invest six billion  roubles in a new HDG/coat-

ing line, expected to be launched in 2017.

In line with our mid-term strategic target on capital expenditure of 

less than one billion dollars per year, we retain a prudent approach 

to investments.

All development projects in mining are scheduled to be completed 

by 2016.

We continue to make selective investments in our steel operations 

where we see opportunities to increase effi ciency and quality. We 

maintain a prudent approach to maintenance costs.

Capex in 2015 is expected to be around 30 billion  roubles, split 

broadly evenly between maintenance and development investment.

Purchasing process redesign
 Single purchasing organization

 Category management revision

Efficiency of hot metal production
 With the new pellets quality, upgraded coke battery and increased spread between 

 pig iron and scrap we are returning back coke quality – coke hot strength

 Higher usage of recycled slag in BF, sinter output increase

BOF process optimization
 BOF yield target is 91 % (+1%) through improved blowing and slag stopping. 

 Fe content in slag is already declining

Total target 

effect of 

some $200 mln 

in 2014–2015

    

Embedded Operational Enhancements: further potential of cost reduction
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Embedding customer care into Severstal’s strategy

 Severstal’s long-term goal remains the same – to be a leader in val-

ue-creation. In line with this objective,  one of Severstal’s key priori-

ties for 2015 is to become a more customer-focused organization.

Good customer care involves being responsive and fl exible to clients’ 

changing needs. In Severstal’s business, this includes consistent  quality 

of products, discipl ine in deliveries, fast processing of orders, and pro-

viding additional services that meet our customers’ requirements. We 

strive to be the  company of choice when it comes to purchasing steel.

We have identifi ed priority customer groups and have defi ned 

these  customers’ values. This now drives how we approach the 

customer care programmes. By creating an individual approach on 

a custome - by- customer basis, Severstal can ensure it is delivering 

service of the highest quality to its clients.

Severstal’s key customer care projects:

1.  Quality improvement in general, new certifi cation.

2.  Integrated planning: shortening the “window of promise” to the cus-

tomer to one week, delivering the order on time and in full (OTIF).

3.  Redesign of the technical client support: new practices, faster.

4.  Joint projects with clients: lean production initiatives  with the 

clients.

5.  Target-setting and motivation systems improvement: monitoring 

and measuring customer satisfaction.

6.  CRM systems upgrade: faster client feedback processing, immedi-

ate clients’ claims settlement, new products development.

7.  IT tools: mobile service, online orders.

In an interview below, Dmitry Goroshkov, Head of Steel Sales at 

Severstal, elaborates more on the topic.

“We are shifting Severstal from a B2 B company to a B2 C or-
ganization”: Dmitry Goroshkov, Head of Steel Sales at Severstal

2015  is the  Year of the Client at Severstal. What does  this mean?

We were  pioneering among Russian steelmakers in 2010 when we 

introducted  a unique set of improvement projects for operational en-

hancements, which were together titled Business System of Severstal. 

Our cost reduction and effi ciency programs have been successfully 

rolled out allowing us to move to the lowest cost position on the 

global steel cost curve, thus improving margins and expanding our ge-

ography of sales. Now we wish to lead in a new area and to bring   our 

com  pany to the next level .  These programs still have a potential and 

will keep on delivering new benefits. At the same time, we understand 

that competition  in the steel markets is rising, by beating our compe-

tition through quality and service standards are growing.  For many, 

pricing is  becoming less important, and greater emphasis is being 

placed on  to quality, discipline of delivery, and additional services.

We have launched regular client surveys  and developed new electronic 

sales tools. We are making selective investments in raising the quali ty 

of our products. Every department now has its own clear roadmap 

of improvement  in terms of client focus, while keep ing in mind one key 

goal for the whole company, namely    growing customer satisfaction.

Even though our fi nancial investments in customer care projects are 

relatively small at the moment,  a key element is evolving  our internal 

processes and culture, which allows us to better respond to a changing 

macro environment.  We are  shif ting Severstal from a  B2 B company to 

a more customer focused  one.

What are the most attractive market segments for Severstal globally?

Geographically our key focus regions are those in close  proximity to 

the Cherepovets Steel Mill. This includes the North and Central re-

gions  of Russia, the CIS and Nordic Europe. Sector-wise, auto, machin-

ery  and oil and gas pipes are the most attractive. Construction  is also 

certainly important, as it’s our biggest end market in terms of  size.

What is the plan to expand  in these markets and segments?

We need to listen to our customers and quick to anticipate and react 

to trends. Furthermore,  quality and discipline of deliveries remain 

 very important .  To that end we are undertaking  a project titled Inte-

grated Planning, which we aim will  allow us to process orders much 

faster than our competitors  and improve delivery discipline.

 How can Severstal improve    the   sales?

We need to retain a point of difference:  producing  what anyone 

else is making does not generate profi tability . That is why we con-

tinue to search for product  niches, such as high-strength steels as 

whilst more complicated from a  technological perspective, they are 

more value added and profi tabl e.

Second, we aim at increasing the share of long-term contracts in our 

portfolio. This brings two benefi ts: it allows us to concentrate more 

on our  clients, and also brings more predictability to our production .

Thirdly, we are now better able to react quickly to  last minute  orders. 

Having improved  the way we process  orders internally, we were able 

to win a lot of tenders  tenders in 2014 by being more agile than our 

competitors. 

Fourthly, we will continue to increase more effi cient , electronic docu-

ments fl ow  with customers, and develop additional services. 

 Finally, we continue to  enhance our own distribution channels. We 

continue to have direct dialogue with our customers, ensuring we 

understand their needs and continue to satisfy them. 
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 Market conditions remained challenging as major steel-related 

commodities fell in 2014. Iron ore and coking coal markets con-

ti nued  to be oversupplied with prices declining during the  year. 

Benchmark iron ore price (CFR China 62 %) declined by 49.3 % from 

 US$135.8/t in January 2014 to  US$68.8/t as of the end of 2014. 

Benchmark coking coal (Australia FOB) price declined by 16.3 % 

from  US$131.5/t in January 2014 to  US$110/t as of the end of 

2014. Shredded scrap (FOB Rotterdam) prices went down by 18.6 % 

from  US$377/t in January 2014 to  US$307/t as of the end of 2014.

Though in 2014 world steel prices continued to decline, the pace 

was slower  than that of  raw materials prices. Average  HRC steel CIS 

export   prices declined by  18. 6 % from  US$560/t in January 2014  to 

 US$456/t as  at the end of 2014. As a result,  steelmaking economics  

 improved globally as fi nished steel prices were relatively stable, at 

least  in the fi rst half of 2014. Thus, we saw a margin  shift from raw 

material producers to steelmakers. BOF-based producers such as 

  Severstal were the biggest benefi ciaries. 

 Three fundamental factors  helped steel prices to be more stable 

than raw materials in 2014: 

1.  Growing steel consumption  across  major consuming regions 

driven by  cyclically improving economic conditions. Steel remains 

a vital material globally that will continue to experience demand 

driven by well-established trends such as investments  in  infra-

structure, construction and automotive in dustries, both  in deve-

loped and developing economies.           Global crude steel production 

rose 1.2 per cent to 1.662 billion tonnes in 2014, compared with 

the previous year, based on  World Steel Association.

2.  Somewhat improved market discipline.

3.  Relative stability in steel scrap prices which determine costs of 

EAF producers, which were relatively higher-costs suppliers  in the 

steel market  in the current environment. In the short-to-mid-term 

we see a structurally tight scrap market as growing demand  is ac-

companied  by a stable or shrinking pool of available scrap  in key 

exporting regions such as the USA  and Russia.

Nevertheless, steel prices started declining more signifi cantly in the 

second part of the year. However, experts predict that any further 

downside in steel prices is limited from  February 2015 levels, as 

the spread between steel and raw material prices has compressed 

substantially following  a sharp increase in 2014 .

Overcapacity has remained a big issue as global capacity utilization 

did not improve much in 2014 , remaining at around 77 %. However, 

there are signs that those within the industry are starting to take 

a more responsible stance. Steelmaking capacity expansion is 

expected to decelerate globally in the coming years.  We see some 

 signs of this trend:

1.  Capex is being reduced across the industry.

2.  There is a  falling number of new crude steel projects being  an-

nounced across the world.

3.  Capacity rationalization is executed due to both unilateral com-

pany actions such as capex cuts and multilateral cooperation, for 

example, in the form of regional consolidation.

 Steel demand depends on the economic health and  underlying 

demand in steel-consuming industries.

Russia and Europe have remained key markets for Severstal due to 

the geographical location of Severstal’s assets. However, the  rouble 

devaluation is expanding our export opportunities with longer-

distance shipments becoming more profi table than they have been 

previously  .

The European economy is expected to grow in 2015 with Eurozone 

GDP up by 1.2 % and UK GDP up by 2.7 % (IMF forecast). Main risks 

will be associated with high government debt (at 95 % in  Eurozone), 

fi scal defi cit (at  2.4 %) and unemployment (11.3 %). Euro depre-

ciation will provide some upside  for export-oriented machinery 

(automotive, heavy engineering) and hence for  steel demand  in 

Europe. In 2015, the West European market for steel products  is 

expected to improve on stronger demand from  key consuming  

industries, such as construction, automotive and heavy engineering, 

according to Fitch Ratings. This will cause a y/y increase of 2.5–3 % 

in steel consumption. The expected rise in demand will contribute to 

decreasing excess capacities and improving steel margins. However 

a rally in steel prices is not expected due to such factors as over-

production, competition with cheap imports from Asia and a down 

ward trend in raw material prices . In these conditions, service cen-

ters and trading companies will prefer to keep steel inventories low.

In 2014, the Russian apparent steel consumption  decreased 

by  1.4 % y/y. Forecasts for 2015 envisages a decline in steel con-

sumption in Russia in line with GDP and the predicted contraction 

of fi xed capital investments.

At the start of 2015, Russian local steel demand has performed 

 well due to restocking, but is expected to weaken later in 2015, as 

real disposable household incomes are expected to decrease  and 

mortgage rates increase . In Russia , high infl ation and key policy 

rate increase have decreased the availability of credit, leading to 

a potential  decline in investments .

However there is upside potential in Russia as a result of signifi -

cantly improved economic competitiveness driven by the   rouble 

devaluation.  Additionally, the Russian Government plans to provide 

RUB 1.3 trln to support economic growth and RUB 1.0 trln for 

funding banks.  The residential construction market will be sup-

ported by social mortgage lending at subsidized interest rates. In 

addition, the negative effect of this decrease  may be largely offset 

by existing exporting abilities as well as the potential for  import 

substitution .

Market trends and outlook
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 COO statement

Dear Shareholders,

The key operational priorities across Severstal’s world-class, low  

cost asset portfolio remain consistent and unchanged. In 2014  

we  continued to deliver improvements to effi ciency across our steel 

and  mining operations as well as further enhancing product mixes 

and customer service. Progress in these key focus areas is helping 

Severstal  to achieve its strategic objectives of increasing free cash 

fl ow and profi tability, which allow the business to consistently 

generate superior shareholder returns throughout the cycle.

The sale of Severstal’s US assets in the second half of 2014 enabled 

us to focus efforts on our existing higher margin emerging markets 

operations. Following  the divestment all of Severstal’s assets are 

positioned middle-to-the-left on the global cost curve.

Severstal Resources

Severstal Resources comprises a portfolio of highly effi cient coking  

coal and iron ore mining operations that provide the Group with full 

self-suffi ciency in steel-related raw materials. This is a key feature 

of Severstal’s vertically integrated business model, which helps to 

deliver outperformance for the Group throughout the industry cycle.

The focus at Severstal Resources during the year continued to be on 

further reducing costs as the pricing environment for steel-related 

commodities remained challenging, with realized prices down ap-

proximately 20 % year on year.

Revenue for the  year at Severstal resources decreased by 30.5 % to 

 US$1,851 million (FY201  3:  US$2,665  million) and EBITDA reduced 

correspondingly by 31. 6 % to  US$556  million (FY2013:  US$813  mil-

lion), refl ecting the weaker pricing environment and overall lower 

sales volumes.

Coking coal

Hard coking coal concentrate sales volumes at Vorkutaugol in 

2014 decreased by 9.6 % to 3.7  million tonnes (the premium 2Zh 

grade only) as a result of engineering works and geological con-

straints at the Zapolyaranaya mine in the fi rst half of the year. 

However, these have been resolved and production levels are now 

back on the increase following the commissioning of 11 new 

coalfaces  across all fi ve mines during the year. In 2015, we are 

forecasting a notable increase in the total raw coal output to more 

than 12.4  million tonnes, with hard coking coal concentrate produc-

tion, including the 2Zh grade, also forecast to increase to  more than  

5.5 million tonnes.

We continue to reap the benefi ts from the prudent and selective in-

vestments we make in our operations. We have now completed the 

construction of an inclined shaft at Vorgashorskaya, and, in May 

of 2014, we launched a methane power plant at Severnaya mine. 

The power plant will supply around 80 % of the electricity used by 

the Severnaya mine and approximately half of the mine’s required 

thermal power. The launch of the project is expected to increase 

electricity savings at Vorkutaugol by up to 12 %. Furthermore, the 

second section upgrade of the Pechorskaya Washing Plant is sched-

uled for 2015.

Iron ore

At our iron ore operations, pellets sales from Karelsky Okatysh in-

creased 2 % to 10.6  million tonnes helped by higher intra-company 

demand as the Cherepovets Steel Mill increased consumption of 

higher iron content pellets. Iron ore concentrate sales volumes from 

 Olcon were down 4 % to 4.4  million tonnes, primarily refl ecting man-

agement’s decision to cease production at the highest cost open 

pit in August in line with our focus on cost reduction.

At Karelsky Okatysh, management’s cost reduction initiatives 

combined with a weaker rouble resulted in a  3 3 % reduction in cash 

costs in 2014.        Rouble devaluation has also helped  production, costs 

at Olcon, and we are  cautiously confi dent  that  production volumes 

at the asset could increase  later in 2015  to exceed our initial targets 

for this year.

Severstal Russian Steel

Severstal Russian Steel is a world-class, low cost and highly effi cient 

steel producer. Despite somewhat weaker end markets in the year, 

total steel shipments at the Russian Steel division remained broadly 

fl at at 10.6  million tonnes. Pleasingly, the division further increased 

the share of high value-added (“HVA”) products to 49 % (FY2013: 

47 %) and lowered shipments of semi-fi nished products by 24 %, 
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in line with our stated focus. These improvements to the sales mix 

helped to offset steel price softening during the year. Despite a 

6.7 % reduction in revenue at the division, Russian Steel delivered 

a strong 62.1 % increase in EBITDA to  US$1,634 million ( FY2013: 

 US$1,008 million) driven by lower input prices combined  with man-

agement’s efforts to reduce production and G&A costs.

While the Russian domestic market remains a priority for us,  the 

proximity  of our assets to export markets and our flexible approach 

to changing conditions have enabled us  to maintain  share  of steel 

exports, and  Russian Steel  has secured strong  revenue  amidst   rouble 

fl uctuations.

We are continuing to drive effi ciency improvements by simplify-

ing our operations, including the centralization of our purchas-

ing function, and we are confi dent of delivering approximately a 

150 million dollar benefi t to costs per annum by the end of 2015. 

We also continue to drive improvements to our customer service 

standards including making enhancements to product quality 

with a complete review undertaken of our quality management 

process as well as investment in our fi nishing mills. Furthermore, we 

are driving improvements to ensure that products are delivered to 

customers on time including the launch of an Integrated Planning 

System in November 2014.

To ensure that we are working closely with  our key customers, our 

customer support network has been substantially strengthened with 

 seven new projects  launched since the start of 2015 in addition to 

the  three ongoing  since 2014, plus  seven more initiatives being real-

ized in the support mode. Severstal has a  total of 15 working groups 

 involved in the se projects. Which are crucial in  help ing us  better 

understand our clients’ evolving needs and preferences  to ensure 

that we continue to meet and exceed their requirements .

We continue to benefi t from our selective investments. We are in-

vesting in upgrading our HR Mill-200 and in modernizing the 

4-stand CR Mill, both of which are aimed at delivering increased ca-

pacity and reducing costs. We are also investing six billion roubles in 

a new HDG/coating line, expected to be launched in 2017. Moreo-

ver, following its commissioning in mid-2014, the Balakovo long 

products mini-mill is ramping up production to respond to increased 

demand from the major national infrastructure projects anticipated 

over the coming years as well as strong real estate construction.

Health and Safety

We constantly strive to reduce operational risks to the absolute 

minimum and invest in advanced technologies and management 

systems in order to continuously improve health and environmental 

safety practices, culture and performance across the Company. 

We maintain our key strategic objective of eliminating all fatal ac-

cidents, and to this end we have implemented a single set of health 

and safety policies across all our assets. Even though we are going 

to constantly improve our achievements in this fi eld, the lost time in-

jury frequency rate (LTIFR) in 2014 of 0.97 already showed progress 

against the previous year.

Looking forward

In line with our fl exible and prudent approach, capital expenditure 

across Resources and Russian Steel in 2015 is expected to be just 

RUB 30 billion, with RUB 14 billion devoted to maintenance and 

environmental improvements projects. All development projects in 

mining are scheduled to be completed by 2016 whilst we continue 

to make selective investments in our steel operations where we see 

opportunities to increase effi ciency and quality.

 I am delighted at the prospect of becoming the new CEO of 

Severstal following the AGM in May. We have a clear growth 

strategy and I am looking forward to continuing to drive the busi-

ness further forward in my new role. Our sustained focus across the 

divisions will be on improving effi ciency and reducing costs and we 

are confi dent that continued progress in these core focus areas will 

enable the business to deliver its strategic targets. 

Vadim Larin
Chief Operating Offi cer
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CFO statement

 Our prudent approach to capex meant that in 2014 we reduced our 
expenditure by 28 % against  FY2013, to US$779 million. Severstal’s 
FY 2015 capex target is even lower at just RUB 30 billion, subject to 
forex (FX) fl uctuations. Most of Severstal’s development projects are 
either completed or close to completion, and as a result 2015 capex will 
be fully covered by operational cash fl ow with no need to increase debt.

Working capital turnover improved signifi cantly in 2014. Net work-
ing capital as a proportion of LTM revenue was just 9.0 % at the end 
of 2014 versus 14.5 % at the end of 2013. This was a result of the 
use of more complex tools such as factoring, with better payment 
terms to fi nance purchases, and we have been proactively working 
with customers to improve their payment discipline, whilst reducing 
bad debts and the effect of  rouble devaluation.

Our rigorous focus on cost optimization and our effi ciency initia-
tives, with a 24 per cent decrease in the Group G&A expenses to 
US$419 million (FY2013: US$553 million), contributed substantially 
to improving our earnings performance in 2014.

Severstal leads the Russian steel market in terms of share of high  value-
 added (HVA) products in the steel sales portfolio, which in Q42014 was 
52 %. Structuring our product portfolio in this way enabled Severstal to ex-
pand our customer base and keep our utili zation rates close to maximum.

In line with our focus on maximi zing shareholder returns, the 
Company returned a signifi cant share of the proceeds from the sale 
of its North American business to shareholders through a US$1 bil-
lion special dividend in 2014. Given the strength of the balance 
sheet following the US$2.4 billion cash payment for the assets, 
Severstal announced a revised dividend policy to enhance share-
holder returns, increasing dividend pay outs to 50 % of net income 
provided that net debt/EBITDA remains below 1.0 x.

In 2014, Severstal reduced gross debt by  more than US$1 billion. We 
repaid the most expensive part of our debt to restructure the debt 
portfolio, resulting in a signifi cantly lower cost of debt. We also proac-
tively decreased our gross debt further through several Eurobond 
buy-back tender offers at the beginning of 2015. Although 90 % of 
our net debt is USD-denominated, we are able to offset the impact 
of  rouble depreciation through our export revenues. To ensure we 
maintain a strong balance sheet in the current low-visibility macro 
economic environment we retain more than US$1 billion of hard cur-
rency cash and cash equivalents on the balance sheet.

 In 2014, we continued to develop our treasury function and this has 
signifi cantly improved Company cash management. We have imple-
mented a centralized cash pooling mechanism in Russia, which  is a vast  
improvement on our previous system and allows us to run the company 
with what is   effectively a “zero” cash balance and gain profi ts by us ing  
all the available cash   as bank deposits     . We are planning to extend the  
centralized  cash pooling platform to our remaining operations globally.

In 2015,  Severstal will continue to benefi t from the   rouble deprecia-
tion as an exporter, while our  rouble nominated cash out and cash  in  is 
more or less equal, and our  rouble revenue broadly matches our  rouble 
nominated costs. Any short-term  rouble change has broadly a neutral 
effect on our EBITDA.  Local Russian prices for steel and mining pro  -
ducts historically tend to be in parity or above the export alternative 
prices, while our all-in costs are 80–90 per cent  rouble nominated.                        

                                                                                                                       We are targeting above US$200 mer higher or lower depending on 
the FX fl uctuations) of annual gains starting from 2015th through 
our cost effi ciency initiatives, including raising the effi ciency of hot 
metal production and redesigning and centralizing and purchasing 

processes.                   reduction 

Dear Shareholders,

In Q42014, Severstal established itself as one of the most profi table steel 
businesses in the global industry. This success was driven by our conti-
nuous focus on operational enhancement and cost reduction, and in par-
ticular by our ability to adapt to changing market conditions, ensuring we 
remain focused on creating long-term value for shareholders, in line with 
our clear strategy. These priorities remain core to our decision-making 
and have become deeply embedded across our day-to-day operations.

At Severstal we strive to maintain close dialogue with our investors who 
provide us with both constructive feedback and valuable insight on the 
market. In 2014, free cash fl ow (FCF) generation became an additional 
key fi nancial priority for Severstal and I am pleased to say that in 2014 
we have made signifi cant progress in generating stable positive FCF.

FCF for FY2014 exceeded US$1.2 billion as a result of capex disci-
pline, proactive working capital management, cost optimization  and 
the strength of our vertically integrated model and strong product 
portfolio, which allows us to offset sharp steel and commodity price 
movements throughout the cycle.

Despite market challenges, we still see plenty of opportunity to 
further improve on our strategic goals and enhance our business 
performance. We are targeting above US$200 mln (the actual 
fi gure of gain could be either higher or lower depending on the FX 
fl uctuations) of annual gains starting from 2015th through our cost 
effi ciency initiatives, including raising the effi ciency of hot metal pro-
duction and redesigning and centralizing  our purchasing processes.

Alexey Kulichenko
Chief Financial Offi cer
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Worldsteel in Moscow

1 st World Steel Association (worldsteel) conference in Moscow

 On 6 October 2014, Alexey Mordashov, Chief Executive Offi cer of 

Severstal, and President of the Russian Steel Association, a not for 

profi t partnership, and Deputy Chairman of the World Steel Associa-

tion, opened the worldsteel annual conference which this year was 

held  in Russia for the very fi rst time. The theme  of th e 2014 annual 

confe  rence  was “Steel as the foundation of continued sustainable 

development”.

The 48th worldsteel conference took place in Moscow on October 

5th and 6th.  Worldsteel’s members and directors convened for the 

annual meeting and the Board on October 7th.

“Russia is the home country to seven  worldsteel corporate members 

which are amongst global leaders, and we’re delighted  that this 

year the industry’s key  event  has been  held in Moscow”, said Alexey 

Mordashov on October 6 th  in his opening speech to delegates. “The 

major issues that are going to be discussed at this year’s conference  

include steel’s competitive advantages as a material as well as the 

sustai  nability and image of the steel industry. These are joint tasks 

that supersede  any possible disagreements between corporations”, 

he commented.

Alexey Mordashov also discussed the current state of the Russian 

steel  industry. “Despite some challenges, the Russian economy has 

strong  potential and remains very competitive. Russian steelmakers 

are some of the most effi cient globally and enjoy robust fi nancial 

results. This is a credit  to the high importance of  steel  and also to 

the signifi cance of steel industry within the national economy.” 

On behalf of all Russian members of worldsteel and on behalf of 

Russian Steel, Alexey Mordashov then welcomed all delegates and 

guests, and wished them a productive time at the conference and 

an enjoyable visit to Russia.

         Severstal takes part in  campaign highlighting positive contri-
bution of steel industry globally

On 27 November 2014, Severstal and  worldsteel  announced the 

launch of a video campaign highligh  ting the  contribution of the 

steel industry globally and domestically in Russia. The video brings 

to life the environmental benefi ts of steel, the extensive use of the 

material  in our daily lives, the modern transformation of the  indus-

try, and the diverse job opportunities available.

Today, the steel industry employs more than eight million people 

worldwide and spends over  US$12 billion annually on improving 

the manufacturing process, new product development and future 

breakthrough technology.

Commenting on the launch, Elena Kovaleva, Head of PR of 

Severstal, said: “We’re delighted to launch this  video camp aign  

together with worldsteel, which  highlights the great work we are  do-

ing together  as an industry. Our aim is to inspire current and future 

generations and educate them on  the diverse number of opportuni-

ties available in  our industry. We also want to   let people know how 

the industry has transformed and modernised over recent years”.

The video also reinforces that  steel is one of the most recyclable 

materials available today without losing its quality. It also provides 

an examples of how new types of steels are  mak ing our world a 

better place.

Edwin Basson, Director General  of worldsteel, added: “As an industry 

we believe sustainable development must not only focus on 

meeting present requirements  but this must be done without 

 compromising the ability of future . We are therefore committed 

to achieving a vision in which steel is recognised as a key element 

of a sustai  nable world . We hope this  new video is a good way 

of communicating that  vision ”.

To view the full video, click here. (in Russian): 

http://www.youtube.com/watch?v=Q-f4vT1z-Gc
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Business overview

Revenue in 2014 (US$ million)*

8,296

2014

9,434

2013

* Exclud ing Severstal International segment.

EBITDA in 2014 (US$ million)*

2,203

2014

1,818

2013

 * Exclud ing Severstal International segment.

EBITDA margin in 2014 (ratio)*

26.6%

2014

19.3%

2013

 * Exclud ing Severstal International segment.

Highlights of the year

During 2014 Severstal strengthened its position as one of the 

global  industry leaders in terms of profi tability. The Group delivered 

a 21.2 % y/y increase in EBITDA to US$2,203 million ( FY2013: 

US$1,818 million). This was achieved despite a 12.1 % y/y reduc-

tion  in revenue to US$8,296 million ( FY2013: US$9,434 mil-

lion) impacted by a decline in steel prices globally. Consequently 

Severstal expanded its EBITDA margin to 26.6 % for the FY2014  

and to  32.1 % in  Q42014. This makes  Severstal one of the global 

industry  leaders, if not the leader, by this metric. 

This strong profi tability expansion in 2014 has been largely driven 

by ongoing operational improvements, lower raw materials prices 

and the positive effect of  rouble devaluation, with approximately 

90 % of Group costs denominated in  rouble. Furthermore,  key 

strategic decisions taken by the Board during the year, most notably 

the sale of our US Business knows as Severstal North America (SNA), 

a dded this progress. The sale of the Group’s North American assets 

has structurally upgraded the Group’s profitability due to the lower 

margin nature of SNA’s operations. 

 We are pleased to have finished the year of 2014 with the transac-

tion  fully completed and the special dividend paid ou t, as promised. 

We would like to use this opportunity to thank our investors for their 

 support.

Post the divestment, Severstal  remains a global player, with a number 

of  international assets and signifi cant export opportunities given the 

quality and effi ciency of our Russian operations as well as our  favour-

able logistics and fl exibility. We continue to maintain  our strategic 

objective of being a global industry leader in terms of profi tability.

In our steel business, though markets were challenging, we 

managed to maintain almost full utilization of our operations . In 

FY2014, total steel shipments (excluding scrap) at  Severstal Rus-

sian Steel remained largely fl at y/y at 10.6  million tonnes, despite 

weaker end markets. At the same time, the division managed to 

further  increase the share of high value-added (“HVA”) products 

within the sales mix to 49 % ( FY2013: 47 %) and lower shipments 

of semi-fi nished products (down 24 % y/y) in line with our strategy. 

The abovementioned factors provided additional support  in order to 

offset steel price softening during the year with average selling prices 

for FY 2014  decreasing only 6.4 % y/y to  US$631/t. As a result, the 

division’s revenue decreased 6.7 % y/y to US$7,492 million ( FY2013: 

US$8,033 million).

Depending on market conditions , 2015 should see a 4–5 % growth  in 

our steel output vs. 2014. This is due to debottlenecking at our Chere-

povets Steel Mill and the completion of our major steel  investment 

project – the Balakovo Long Products Mini-Mill, which was launched  in 

Q2 2014, as scheduled. Once fully utilized, it will produce one million 

tonnes of long products a year, increasing Severstal’s total output of 

that type of product to around 2.3 million tonnes a year.

 The geographical scope  of our sales was wide  and while Russia re-

mained our key market  the company’s  low production costs meant 

that we were able to  effectively target the domestic market whilst 

providing a signifi cant opportunity to increase exports. In 2014, 

 steel exports stood between  29–4 0 % of total sales  volumes   (29 % 

in  Q42014).  Severstal’s total export shipments, including mining 

products, reached 32 % in  Q42014.

Operational improvements, lower pricing for raw materials, and  

rouble weakening helped to reduce costs of production further. The 

total non-integrated cash costs of slab production at the 

Cherepovets Steel Mill  in Q4 2014 decreased US$72/t q/q to 

US$255/t (Q3 2014: US$327/t). This was also  a dded by  a higher 

share of pig  iron used  in the steelmaking process substituting a 

portion of higher cost scrap. The  integrated cash cost of slab  in 

Q4 2014  decreased US$77/t q/q to US$203/t driven by  improved 

profi tability  at Severstal Resources offsetting lower sales prices.

Our mining business decreased its sales volumes in 2014, com-

pared to 2013, primarily  due to geological and technical issues at 

our Russian coking coal  operations and  the idling of some capaci-

ties at our iron ore concentrate producer.

Our mining assets vary in their position on the cost curve, which 

makes this division  balanced and resilient. The strongest cash 

generator  is Karelsky Okatysh, which delivered  record low cash cost 

of production in  Q42014 of just US$26/t vs. average selling price 

for the quarter of around US$55/t. Karelsky Okatysh  increased  its 

pellets production by 2 % to 10.6 million tonnes in 2014.

In February 2014, we launched separate iron ore processing at Ka-

relsky Okatysh. The project should increase the Fe content in part of 

our fl uxed pellets from the current level of 64.3 % to approximately 

66 %. The fi rst volumes of higher-grade pellets were delivered to the 
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Cherepovets Steel Mill, thus increasing profi tability of the Mill’s blast 

furnaces and decreasing raw materials consumption. In the future 

we also plan to sell surplus amounts of these pellets to third parties 

domestically and on export markets which will bring further upside.

Vorkutaugol experienced geological and technical  issues   at  the 

beginning of 2014. However, b y Q3 2014  these issue s were mostly 

overcome. Operational  improvements at Vorkutaugol resulted  in 

three new coal faces being commissioned in Q3 2014 resulting  in 

coking coal concentrate sales  volumes  increasing  by 18 % q/q. In 

 Q42014, coking coal concentrate sales volumes at Vorkutaugol  

increased 25 % q/q. This marked a successful turnaround achieved 

at  Vorkutaugol with 11 new coalfaces being commissioned across 

all  fi ve of its mines during  2014 and run-of-mine coal (ROM coal) 

volumes sur passing average 2013 levels. As a result, cost of produc-

tion at  Vorkutaugol  improved substantially in  Q42014  to US$40/t 

(Q3 2014: US$87/t) driven by increased  production volumes on the 

back of the completed program to reposition the  long walls .

The effi ciency of open pits at our  iron ore concentrate producer   

Ol con  is  mixed.  Ol con remains  relatively fl exible to adjust to different 

market environments  and consequently we took the decision to  idle 

some open pits during the year when prices fell below certain levels. 

We have a good balance between own iron ore concentrate produc-

tion and third party purchases. Now, as cost of production at Ol con  is  

improving due to management  efforts as well as   rouble weakening, 

we are considering re-launching the idled open pit again.

The EBITDA margin  for our Resources business  reached a solid 37.7 % 

in  Q42014 , increasing our confi dence  in the division’s prospects.  

Areas of our specifi c focus in 2015 include further enhancing 

customer care and product quality alongside our ongoing opera-

tional enhancements  and further initiatives to improvement health 

and safety.

Capital expenditures

Our 2014   cash capex amounted to US$ 779 million , lower than  was 

initially planned.  Capex was adjusted during the year in light of 

slowing market conditions.

Our FY2015 target cash capex is around RUB 30 billion  and it will be 

again fully fi nanced through our operating cash fl ow. Of this amount , 

 maintenance investments will  total approximately RUB 14 billion.

The 2015 investment program will enable Severstal to continue 

to deliver against its strategic objectives by further enhancing 

effi ciency and continuing to generate healthy free cash fl ow. At 

the same time, we remain vigorously focused on developing our 

market-leading product and service standards. The overwhelming 

majority of our capital expenditures is  rouble-denominated. Major 

ongoing development projects in 2015 include: the construction of 

a new coating line and the revamping of the four-stand continuous 

tandem cold rolling mill 1700, both at the Cherepovets Steel Mill. At 

Severstal Resources, the largest initiatives in 2015 include comple-

tion of the construction of an inclined shaft at Zapolyarnaya and 

improvements to the stripping works at Karelsky Okatysh.   

Cash Flow

Our operating cash  fl ow of US$1.9 billion  more than covered our 

2014 capex of less than US$800 million .

In line with the Company’s strategic focus, Severstal showed 

strong improvement in free cash fl ow generation. FCF reached 

US$ 1.2 billion   in 2014.

We maintained good control over the net working capital and ended 

the year with a net working capital to revenue ratio of 9.0 per cent only.

Debt and liquidity position

We maintain our  preference towards public debt as a long-term 

source of capital on attrac tive terms. As  of 31 December 2014 , the 

debt structure was domi nated by public debt (82 % of total) and the 

US dollar (90.9 % of total).

During 2014 we maintained our strong liquidity position. Supported 

by the proceeds from the US business disposal, the Group’s gross 

debt over the year decreased by more than  US$ 1 billion .

Q114

4,173

4,444

3,329

3,552

3,695

3,860

2,924

3,080

775

Q414

3,429

1,532

Total debt, $m

SNA portion, $m

Net debt, $m Net debt/EBITDA, x

Net debt/EBITDA, ex-SNA, x

Q314Q214

3,528

1.8x

1.6x

1.5x

1.3x

0.4x

0.7x

Our liquidity position remained strong with almost US$1.9 billion  in 

cash as of the end of 2014. Our cash and committed unused credit 

lines of US$388 million fully cover our short-term debt of less than 

US$800* million . The US deal completion and strong free cash fl ow 

generation during 2014 helped to signifi cantly reduce our net debt/

EBITDA ratio in 2014: down to 0.7 times from 1.6 times**.

*  Represents principal amount of debt including repayments of debt raised via com-

mitted facilities as well as repayment of Convertible Bond in line with Put Option  in 

September 2015 assuming Put Option realized.

**  Excluding Severstal International segment.

 Looking forward , our debt   repayment schedule stretches is com-

fortably  over a long period. Severstal adheres to a conservative 

approach to its debt portfolio management. Given the fact that 

deleveraging remains a key priority, during Q1 2015, post the 2014 

year end, Severstal announced a public tender offer to buy back its 

2016 and 2017 Eurobonds. A total of approximately US$220 mil-

lion of both bond issues was purchased.

   Debt Maturity Schedule*,  US$m

669

2016

300**

451***

2015

712

2017

575

2018

2

2019

704

2020+

17

Notes:

Debt represents t he principal amount of debt. Debt for 2015 represents amount of 

debt as at 31 December 2014

*   Figures exclude accrued interest and unamort ized balance of transactional costs 

**  Repayment of funds raised v ia committed facilities to be repaid during Q1 2015

***  Repayment of Convertible Bond in  line  with Put Option in September 2015 

assuming Put Option reali zed

Business overview
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Business overview

Credit ratings

Despite the challenging year for the industry, Severstal managed to retain its credit rating profi le. 

Standard&Poor’s Moody’s Fitch 
Credit Rating (Long Term, 

Foreign Currency)/Outlook
ВВ+/ Negative Ba1/ Negative BB+/Stable

Date of Rating*  04.02.2015  25.02.2015   29. 10.2014  

*   “Date of Rating ” does not refl ect subsequent  confi rmations
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Severstal Resources

Severstal Resources comprises  Severstal’s mining assets, for  ming the 

basis of Severstal’s vertically integrated business model. It satis-

fi es almost all of the iron ore and hard coking coal requirements of 

Severstal Russian Steel  division  , while also selling  volumes to  third 

parties.

Severstal Resources mines all of its iron ore and coking coal in Russia.  

The key focuses for Severstal Resources in 2015 are cost control 

and the removal of bottlenecks as well as increasing production 

 in volumes.

In 2014, the average headcount at Severstal Resources was 

14,276 persons.

Revenue in 201 4 (US$ million)

2014

1,851

2,665

2013

EBITDA in 2014  (US$ million)

556

813

20142013

Key production facilities:

Iron ore production

We operate two iron ore extracting complexes: Karelsky Okatysh, 

which produces iron ore pellets, and  Olcon, which produces iron ore 

concentrate.

Karelsky Okatysh, in Karelia, north-western Russia, is one of the 

country’s leading and most modern iron ore mining complexes. It 

mines magnetite quartzite ores and produces high-quality iron ore 

pellets with an iron concentration of 66 per cent. The two major 

deposits, Kostomuksha and Korpanga, have an estimated life of 

30 years. The average iron concentration of reserves is approximate-

ly 28 per cent. The complex has consistently increased its output in 

recent years. In 2014, the  sales volume of iron ore pellets exceeded 

10.6 million tonnes, up 2 % vs. FY2013.

 Olcon, in the Murmansk region, is Russia’s most northerly iron ore 

complex, and has been supplying Cherepovets Steel Mill since the 

1950 s. It mines magnetite-hematite quartzite ores from fi ve open 

pits, and produces high-quality iron ore concentrate, crushed stones 

and ferrite strontium powder.  Olcon’s deposits have an estimated 

life of around 10 years. In 2014, the  sales volume of iron ore con-

centrate exceeded 4.4 million tonnes, down 4 % vs. FY2013.

Coal production

We mine coal at Vorkutaugol in Russia.

Vorkutaugol is near Vorkuta in the Komi Republic in north-east Euro-

pean Russia. It mines coking and steam coal, and is one of Russia’s 

largest producers of hard coking coal. Coking coal produces coke 

which is used for steel production. Steam coal is used in the energy 

and chemical industries. We operate two deposits,  Vorkutskoye 

and Vorgashorskoye coal deposits , with an estimated life of 28 and 

seven years respectively. The business consists of fi ve longwall 

mines, an open-pit mine and three washing plants. In 2014, Vorku-

taugol  sold more than 4.8 million tonnes of coking coal concentrate 

(down 14 % vs. FY2013) and more than  1.6 millon tonnes of steam 

coal (down 27 % vs. FY2013).

Severstal  no longer owns coal operations in the USA.  On  19 August 

2014, Severstal  completed the sale of PBS Coals Inc.,  a metallurgi-

cal coal producer located in Pennsylvania, USA., to Corsa Coal Corp., 

a  Canadian public company. The sale refl ects Severstal’s  commit-

ment to maximize value creation for its shareholders.  PBS Coals  wa s 

a business which  wa s not operationally linked to the Company’s 

steel facilities.

Operational and fi nancial overview

 The pricing environment for steel-related commodities in 2014 re-

mained challenging, both for coking coal and iron ore products.

Dynamics of Severstal Resources’ average selling 
prices in 2014

Q1 Q3Q2 Q4

70

63
49 36

96
89

73 55

107

93

94
76

Coking coal concentrate (Vorkutaugol), $/t
Iron ore pellets, $/t
Iron ore concentrate, $/t

At the same time, coking coal concentrate sales volumes slid 

25 % y/y to less than 5.4 mt. Meanwhile, Severstal’s consolidated 

numbers were distorted by PBS Coals’s performance, as Severstal 

continued to consolidate PBS  Coals’s results till mid-August 2014 

(completion of the divestment process). Nevertheless, coking coal 

concentrate sales volumes at Vorkutaugol decreased 14 %  y/ y to 

4.8 mt ( FY2013: 5.6  million tonnes) due to engineering and geo-

logical constraints in  H1 2014, which have  now been resolved with 

11 new coalfaces  commissioned across all the fi ve mines  during 

 2014.
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Coking coal concentrate sales (Vorkutaugol 
only), tonnes

Q1 Q3Q2 Q4

1,192,711

1,002,645

1,181,004

1,470,621

Total FY2014 coking coal concentrate sales volumes: 4 ,846 ,981.

 Pellets sales from Karelsky Okatysh increased by 2 % y/y to 10.6 mt 

( FY2013: 10.5  million tonnes ) with higher internal off-take as 

CherMK  increased consumption of higher Fe content pellets. At the 

same time, due to an operational decision to cease production at 

one of the high cost open pits at  Olcon iron ore concentrate sales  

volumes decreased  4 % y/y to 4.4 mt ( FY2013: 4.6 mt).

Iron ore pellets sales, tonnes

Q1 Q3Q2 Q4

2,582,560

2,539,568

2,741,006 2,754,450

Total FY2014 iron ore pellets sales volumes: 10 ,617 ,584.

Iron ore concentrate sales, tonnes

Q1 Q3Q2 Q4

1,099,297

1,211,144
1,138,772

980,782

Total FY2014 iron ore concentrate sales volumes: 4 ,429 ,995.

All the abovementioned factors resulted in Severstal Resources’ reve-

nue decreasing 30.5 % to  US$1,851 million ( FY2013:  US$2,665 mil-

lion) and 31.6 % drop on EBITDA line to  US$556 million ( FY2013: 

 US$813 million).

Severstal Resources’ EBITDA drivers in 2014

FY 2013

813

Sales
Price

(237)

COS
Volume

(246) (8) (66)

COS
Price

G&A FY 2014

556
161

139

Sales
Volume

Other

Severstal Resources

Summary of Severstal Resources’ selected fi nancial indicators

 Key performance indicators 2014 2013 Change %

Revenue (US$ million) 1,851 2,665 (31%)

Gross profi t (US$ million) 650 1,013 (36%)

EBITDA (US$ million) 556 813 (32%)

Profi t from operations (US$ million) 334 554 (40%)

Operating margin (%) 18.0% 2 0.8%  n/a

EBITDA margin (%) 30.0% 30.5%  n/a

EBITDA margin (%) by products:    

Pellets(Karelsky Okatysh) 53.8% 47.8%  n/a

Coking coal concentrate(Vorkutaugol)  10.8%  19.3%  n/a

Iron ore concentrate(Olcon) 29.9% 40.1%  n/a

 Costs

Cost  reduction is among the key priorities of our mining business. At Severstal Resources, like in many other mining businesses, labor cost  is 

one of the main contributors to the    total cost of production. In 2014,  staff costs totaled  30.8 % of the total cost base. Materials and energy 

costs  share  in total cost amounts to  31.1 % and 2 4.1 %, respectively (FY2014).
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2014 2013 Change, %

Cost of sales structure US$ million % of total US$ million % of total

Grinding balls and rods 25.9 2.2% 32.9 2.0% (21.3%)

Explosives 38.2 3.2% 53.3 3.2% (28.3%)

Metal – roll 14.4 1.2% 23.0 1.4% (37.4%)

Technological coals 12.8 1.1% 29.8 1.8% (57.0%)

Other materials 101.6 8.5% 136.2 8. 3% (25.4%)

Integral implements and spares* 180.9 1 4.9 % 102.3 6.2% 76.8%

Total materials 373.8 31.1% 377.5 22.9% (1.0%)

Energy   

Electric power 154.2 12.8% 191.0 11.6% (19.3%)

Gasoline 81.5 6.8% 100.1 6.1% (18.6%)

Other energy resources 53.7 4.5% 75.5 4.5% (28.9%)

Total energy 289.4 24.1% 366.6 22.2% (21.1%)

Staff costs 369.4 30.8% 474.3 28.7% (22.1%)

Depreciation and amortization 214.0 17.8% 242.1 14.7% (11.6%)

Services* 90.7 7.6% 245.5 14.9% (63.1%)

Change in inventories (11.7) (1.0%) 34.6 2.1%  n/a 

Other (124.3) (10.4%) (88.6) (5. 5%) 40.3%

Total costs 1,201.3   100.0% 1 ,652.0   100.0% (27.3%)

* Since 2014 line “Integral implement and spares“ includes repair services that in 2013 FY were included in the line “Services“.

In 2014,  management’s ongoing focus  remained  on reducing  production costs across all mining assets, which was supported by  rouble 

devaluation in  Q42014. Total cash costs (TCC) at Karelsky Okatysh declined to  US$26/t ( US$37/t in Q3 14), while TCC at  Olcon decreased 

to  US$32/t ( US$37/t in Q3 14). TCC at Vorkutaugol improved substantially to  US$40/t (Q3 14:  US$87/t) driven by increase in production  

volu  mes following the completion of the  long walls repositioning program.

Further  details of our cost-savings initiatives are included in the   section titled “Embedded Operational Enhancements: further potential 

  for cost reduction” of this Annual Report.

Sales

Although    most of our sales are intercompany, Severstal is a well-established commodity supplier  both in Russia and beyond. Our principal 

third party sales products are pellets and coking coal concentrate.

Sales volumes and revenue breakdown by key products in 2014 

2014 2013 Change, %

Sales by products Thousand tonnes US$ million Thousand tonnes US$ million Thousand tonnes US$ million

Coking coal 58 3.4 558 29.7 (89.6%) (88.6%)

Coking coal concentrate  5,371  486.5  7,161  779.4 ( 25.0%) ( 37.6%)

Steam coal  1,657  56.1  2,360  91.6 ( 29.8%) ( 38.8%)

Pellets  10,618  852.5  10,456  1,107.3  1.5% ( 23.0%)

Iron ore concentrate  4,430  245.3  4,618  343.6 ( 4.1%) ( 28.6%)

Total sales by products  22,134  1,643.8  25,153  2,351.6 (1 2.0%) (30. 1%)

Other and shipping -  207.7 -  313.1 n/a ( 33.7%)

Total  sales revenue  22,134  1,851.5  25,153  2,664.7 (1 2.0%) ( 30.5%)

Inter-segment transactions  (12,738) ( 929.4) ( 12,569) ( 1,181.5)  1.3%  ( 21.3%)

Severstal Resources
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 Revenue fi gures are here presented in USD as a per cent of the total sales of Severstal Resources (excluding shipping services, coking coals 

and other items).

Revenue breakdown by key products in 2014 as % of the total (excluding shipping services, coking 
coal and other items)

3%

 Coking coal concentrate - 30%

 Pellets - 52%

 Iron ore concentrate - 15%

 Steam coal - 3%30%

52%

15%

Geography of sales

Russia is the principal market for our mining businesses, as our steelmaking assets are mostly located there. We also have a  number of third 

party clients in Russia for our mining products  including  most  major domestic steelmakers. Our Russian sales accounted for 68  per cent of 

the total in 2014.

2014 2013 Change, %

Domestic sales by products Thousand tonnes US$ million Thousand tonnes US$ million Thousand tonnes US$ million

Coking coal concentrate 4,744 422.1 5,175 561.1 (8.3%) (24.8%)

Steam coal 1,636 54.6 2,239 85.3 (26.9%) (36.0%)

Pellets 6,037 481.8 6,88 6 730.6 (12.3%) (34.1%)

Iron ore concentrate 4,333 239.3 4,484 333.2 (3.4%) (28.2%)

Total sales by products 16,750 1,197.8 18,784 1,710.2 (10.8%) (30.0%)

Other and shipping - 66.9 - 121.1 n/a (44.8%)

Total domestic sales revenue 16,750 1,264.7 18,784 1,831.3 (10.8%) (30.9%)

Inter-segment transactions (12,738) (927.8) (12,569 ) (1,181.3) 1.3% (21.5%)

 Severstal Resources also sells its products on international markets. Exports accounted for 32 per cent of our  revenue in 2014  with  key 

export markets begin  Europe and the Middle East.

2014 2013 Change, %

Export sales by products Thousand tonnes US$ million Thousand tonnes US$ million Thousand tonnes US$ million

Coking coal 58 3.4 558 29.7 (89.6%) (88.6%)

Coking coal concentrate 627 64.4 1,986 218.3 (68.4%) (70.5%)

Steam coal 21 1.5 121 6.3 (82.6%) (76.2%)

Pellets 4,581 370.7 3,570 376.7 (28.3%) (1.6%)

Iron ore concentrate 97 6.0 134 10.4 (27.6%) (42.3%)

Total sales by products 5,384 446.0 6,369 641.4 (15.5%) (30.5%)

Other and shipping - 140.8 - 192.0 n/a (26.7%)

Total export sales revenue 5,384 586.8 6,369 833.4 (15.5%) (29.6%)

Inter-segment transactions - (1.6) - (0.2) n/a n/a
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2014  highlights by quarter :

Q1  & Q2 2014

• Iron ore pellet sales remained broadly fl at with just  a 2 % decline 

q/q, while sales of iron ore concentrate increased 10 % on season-

ally weak production and sales in Q1 as well as growth in export 

shipments in Q2 2014.

• Coking coal concentrate sales saw a further decline due to long 

wall repositioning at Vorkutaugol which also impacted production  

volumes in Q1 2014.

•  A new face at the Chetvertiy seam (Zapolyarnaya mine) was 

commissioned in Q2 2014. Production at another face (Severnaya 

mine) was scheduled  for July 2014.

• Ongoing  expansion and modernization of the Pechorskaya 

Benefi ciation Plant at  Vorkutaugol. When the plant’s upgrade 

programme  is fully completed, we expect to process 11.5 million 

tonnes of coal per year.

• In May 2014, Severstal launched a gas-reciprocating power plant 

running on methane (a coal by-product) at the Severnaya mine 

(Vorkutaugol). The power plant will supply around 80 % of the 

electricity used by the Severnaya mine and approximately half 

of the mine’s required thermal power. The launch of the project 

should  increase electricity savings at Vorkutaugol annually by 

up  to 12 %.

• Prices for iron ore pellets declined further (17 % down q/q) following 

a decrease  in prices of global benchmarks for iron ore products  in 

Q2 2014. Prices for coking coal concentrate were more resilient with 

only a 3 % decline for coking coal concentrate at Vorkutaugol.

Q3 2014

• Iron ore pellets sales increased 8 % q/q on the back of higher 

demand on export markets. While internal pellets consumption 

decreased q/q, which  was a function of higher Fe content pellets 

from Karelsky Okatysh being used at CherMK.

• Prices for iron ore pellets at Karelskiy Okatysh decreased by 18 %, 

while prices for iron ore concentrate at  Olcon decreased by 22 %. 

That said, due to  low profi tability of third party iron ore concen-

trate sales we fully reduced external shipments in Q3 2014, which 

was the key reason of 6 % q/q decrease in iron ore concentrate 

sales volumes.

• The division’s coking coal concentrate sales volumes increased by 

6 % q/q. Meanwhile, consolidated numbers were distorted by PBS 

Coals’s performance, with sales volumes being artifi cially down 

51 % q/q (on the back of the asset sale deal being completed  in 

August). Nevertheless, coking coal concentrate sales volumes at  

Vorkutaugol  increased by 18 % q/q driven by  remarkable progress 

from our  long wall repositioning program . A new face at the 

Severnaya mine was commissioned at the  beginning of August 

2014  as well as a new face at the Troynoi seam (Vorkutinskya 

mine)  in  September 2014.

• Vorkutaugol  progress ed well to commission 11 new coalfaces 

across all fi ve of its mines, with two faces left to be commissioned 

before  the year end at the Komsomolskaya mine.

• Following the capacities increase at the Pechorskaya Benefi cia-

tion Plant, Severstal  started to reprocess all  coking coals. Steam 

coal sales at Vorkutaugol were down 31 % q/q refl ecting tempo-

rary engineering constraints at several coal faces.

Severstal Resources

 Q42014

• Iron ore pellets sales remained broadly fl at q/q at 2.75 mln 

tonnes (Q3 2014: 2.74 mln tonnes) despite seasonally softer de-

mand  in Q4  with maintenance works generally under way at steel 

works across Russia. Specifi cally, Severstal  marginally  increased  

internal pellets consumption q/q, further reducing CherMK’s need  

in scrap for the steelmaking process. Moreover, Severstal saw 

strong demand  in export markets in  Q42014.

•  Severstal idled one of the open pits at  Olcon focusing on the least 

costly deposits and preserving desirable captive iron ore concen-

trate production mixed with purchases from external suppliers. As 

a result, iron ore concentrate sales  volumes  in Q4 decreased 14 % 

q/q.

• Coking coal concentrate sales volumes increased 14 % q/q. 

Consolidated fi gures were impacted by PBS Coals’s sales  volumes 

that were still refl ected in the Q3 results. Nevertheless, coking coal 

concentrate sales volumes at Vorkutaugol increased 25 % q/q. 

This mark ed a successful turnaround achieved at  Vorkutaugol 

with 11  new coalfaces  commissioned across all the fi ve mines  

during  2014  and run-of-mine coal (ROM coal) volumes surpassing 

average 2013 levels.

• Following the capacities increase at the Pechorskaya Benefi cia-

tion Plant, Severstal continued to process all  of raw coking coal for 

the second consecutive quarter.

• Steam coal sales at Vorkutaugol were up 34 % q/q refl ecting 

seasonally high domestic demand coupled with the low base 

effect of Q3 2014 due to engineering works constraints at several 

coal faces.

• Notwithstanding Severstal’s successful efforts to increase  rouble-

denominated prices, in dollar terms and due to the global  iron 

ore benchmark decline, the Company’s average selling prices for 

both iron ore pellets and iron ore concentrate decreased 25 % 

q/q and 27 % q/q, respectively. Coking coal concentrate average 

selling price declines of 19 % q/q  was purely a function of RUB 

devaluation which was partially offset by RUB-nominated prices 

upgrades by the company.

 Overview of operational effi ciencies in 2014

In 2013, Vorkutaugol completed the modernization of  its major 

preparation plant . The Pechorskaya preparation plant’s upgrade was 

based on knowledge transfer from Severstal’s US coal operations. 

The plant’s layout was designed in the US, using mostly interna-

tional equipment. The Pechorskaya preparation plant is now able to 

process 9.5 million tonnes of coal a year, or six per cent more than 

previously. Production costs should go down, as fewer operational 

and maintenance personnel are required.

In January 2014, a further element  of the plant’s modernization  

involved the replacement  of production equipment. During this 

phase, 23 pieces of equipment were replaced and the number of 

machines under service was reduced by almost half. The upgrades 

to the plant’s equipment has meant that the number of screens at 

Section 2 of the plant were reduced from 18 to fi ve, and old spiral 

separators were replaced with a new and unique hydrosizer, which is 

fully automated, easier to maintain and assumes less space. As a 

result of these investments and initiatives, Section 2 of the plant 

has seen a 30 % uptick in effi ciency with a production increase from 

500 tonnes of rock mass per hour to 700–800 tonnes. A unique 

aspect of this phase of modernization was the installation of new 
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equipment without an impact on production. Severstal  moved from 

 old processes to new ones in a record time  of  just fi ve days. This 

equipment modernization  makes the preparation process more ef-

fi cient and reduces maintenance costs. Specialists from the  Vorkuta 

Mechanical Plant and MRIT, a North American company, played a 

key role in the equipment mounting.

The programme to increase production capacity at Pechorskaya  is in 

line with Vorkutaugol’s strategic plan to increase coal production. 

In line with this goal, the construction of an inclined shaft that will 

deliver rock mass from the Vorkutinskaya and Zapolyarnaya mines 

to the Pechorskaya Plant will be completed in the near future.

When the plant upgrade programme is completed, we expect to 

process 11.5 million tonnes of coal per year.

Expansion of the preparation plant took place  in parallel   to 
the commission of 11 new coal faces across the   Vorkutaugol 
mines during 2014. Nine of these new coal faces commenced 

production during the fi rst half of the year.        

Karelsky Oktaysh

As communicated in last year’s report, since February 2014 Karelsky 

Okatysh has been producing new iron ore pellets with higher iron 

ore content. The Cherepovets Steel Mill, part of Severstal, became 

their main consumer.

 In the past we produced fl uxed pellets with up to a 63.2 per cent  

iron ore content, which fully satisfi ed our customers’ needs, but we 

have since raised the iron content to 64.3 per cent. We began sepa-

rately processing free-milling and refractory ores on February 1, and 

 started production of p ellets with 66 per cent Fe content.

Using iron ore pellets with higher iron content will increase the prof-

itability of our blast furnaces and help to decrease our raw material 

consumption. 

 Olcon’s cost structure should benefi t from the commissioning of 

a high-angle conveyor. With that conveyor it will be able to reduce 

haul lengths at its largest pit, the Olenegorsky mine, by approxi-

mately fi ve times.       

Sustainability

On 19 May 2014, Severstal announced the launch of an 18 W 
capacity gas-reciprocating power plant running on methane 
(a coal by-product) at an industrial site of the Severnaya mine, 
a  unit within   AO Vorkutaugol, one of the largest coal mining compa-

nies  in Russia.

Vorkutaugol commenced a program to  improv e energy effi ciency  in 

2010. The Severnaya mine was selected as a pilot industrial site for 

these  initiatives and ZVEZDA-Energetika is the contractor. The total 

project investment  was estimated at approximately 1 billion  roubles.

The gas-reciprocating power plant is capable of producing 

110.5 megawatt/hour of electrical power and more than 56.700  

Gcal/hour of thermal power. The major construction works and as-

sociated gas parameters make this a unique project  in Russia. The  

Vorkutaugol power plant is expected to operate on methane from 

the working mine .

Extracted methane is transferred to the gas treatment unit by  vacu-

um pumps. It is then transferred directly to gas power engines, that 

 rotate generators  to produce electricity. Thereafter, thermal power 

accumulates for future transportation. The power plant is capable 

of utilising more than fi ve thousand cubic meters of methane.

The energy output will be used to heat the air delivered to the 

mine’s administrative buildings and to support a range of processes. 

Electrical power is provided to supply surface and underground 

facilities.

The gas thermal power plant is one of Vorkutaugol’s priority  invest-

ment projects for improving energy effi ciency. The power plant will 

provide for around 80 % of the Severnaya mine’s electrical power 

needs. Additionally, the project will provide approximately half of 

the company’s required thermal power. 

Besides energy effi ciency, the gas thermal power plant will have 

a  positive environmental impact by signifi cantly reducing methane 

emissions. Today, the Severnaya mine utilizes gas not only for  its 

power supply, but also as fuel for its self-contained air heater and 

for coal drying at the coal preparation plant.

Vorkutaugol also improved fi ltration of coal fl otation tailings. 
The company installed two chamber fi lter presses at its Pechorskaya 

Central Coal Cleaning Plant. Furthermore, dehydration  equipment 

imported from the U. S.A. for coal fl otation tailing has been  installed 

at the plant.

We are currently using settling ponds to treat wastewater but this  is 

a   complicated and ineffi cient  method, especially in winter. Installing 

chamber fi lter presses will enable the company to move to a closed 

loop water-slurry circuit, thus moving away from the current system 

which involves maintaining expensive external facilities. This makes  

it considerably easier to transport hard tailings left over after fi ltra-

tion. The new system will also reduce the company’s  environmental  

impact.

Pechorskaya Central Coal Cleaning Plant purchased the fi lter presses 

from U. S. company McLanahan Corporation as part of its ambitious 

facility modernization programme. Investment in each  fi lter press  is 

 approximately 36 million  roubles. The fi lter presses are completely 

automated with employees on standby simply to oversee the 

process.

Once refurbishment of the facility has been completed, its produc-

tion capacity  is expected to increase to 11.5 mln/tonnes per year, 

therefore increasing the volume of fl otation tailings. Consequently, 

Vorkutaugol has plans to purchase a third fi lter press  in the near 

future.

Strategic priorities for 2015

Severstal Resources plans to focus on increasing the effi ciency of  its 

operations and production volumes, reducing costs and maintaining 

high safety and quality standards.

Vorkutaugol

• Production is back on the rise since Q3 2014. The causes for the 

decline in 2013 – H1 2014 were managed (geological conditions 

at the Zapolyarnaya mine, consequences of the accident at the  

Vorkutinskaya mine in early 2013).

• In  Q42014, sales volumes of coking coal concentrate at  

Vorkutaugol reached a record 1 ,470 ,621 tonnes with a produc-

tion cash cost of just  US$40/t.

•  The inclined shaft at the Vorgashorskaya mine was completed  in 

2014. The inclined shaft at theat  Zapolyarnaya mine  is expected 

to be completed in 2015.

• The 2 -nd section upgrade of the Pechorskaya Benefi ciation 

Plant is scheduled for 2015.
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Karelsky Okatysh

• Aggressive cost reductions  and the weaker  rouble decreased cash 

costs to just  US$26/t by  Q42014.

• Around  fi ve million tonnes of fl uxed pellets were produced during 

2014 with Fe content increased from 63.7 % to 66.0 %.

•  The production and stripping ratios are stable  and according to 

the mine plan.

• A new stream of projects (total capex of  US$30 mln) launched  

in 2014  are expected to  yield a  US$4/t improvement from the 

beginning of 2016.

 Olcon

• The mine plan was reviewed. At current price levels and produc-

tion life of mine is around 10 years.

• Capex and maintenance optimized to match the new mine plan.

• The highest cost open pit was idled in August 2014.

• The High-Angle Conveyer was launched in 2014.

New market segments – access to the rapidly-growing global metal-

lic iron products market

Severstal has a 33.2 per cent stake in International Mineral Ben-

efi ciation Services (IMBS), a research and development company 

with headquarters in Johannesburg, South Africa. The company 

has developed the trade-marked Finesmelt technology, capable of 

transforming low-value fi ne and ultrafi ne iron ores, with the help 

of thermal coal, into a valuable metallic iron product. According to 

expert estimates, the global steel industry is annually consuming 

approximately 700 million tonnes of metallic iron products.

Together with IMBS, Severstal is close to launching the fi rst commer-

cial full-size 50 ktpa iron ore reduction unit in 2015. The site for the 

plant is at the Palabora copper deposit in  South Africa . The copper 

ore contains Fe as a by-product, which has been put to tailings for 

over 50 years. The Fe content of the tailings is quite high, at 58 per 

cent. If successful, IMBS and Severstal will add another nine units to 

reach the capacity of 0.5 mtpa.

Capex

In 2014, our mining businesses’ cash capital expenditure was 

US$385 million including maintenance, which is 24.5 % less than 

 capex  in FY2013 of US$510 million.

Planned investment across the Severstal Resources division in 

2015 is approximately RUR 13 billion.

RUR 7 billion of this will be invested in development projects  inclu-

ding the completion of the construction of an inclined shaft 

at Zapolyarnaya and, at Karelsky Okatysh, the construction of a new 

water rotation unit and improvements to the stripping works.

In 2015, RUR 6 billion will be invested in the maintenance of 

Severstal’s coal and iron or operations as well as health and safety  

improvement projects.

Severstal Resources
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Severstal Russian Steel

Severstal Russian Steel is a leading Russian steel producer, with a 

broad product mix, self-suffi ciency in raw materials and an extensive 

distribution network. We focus on high value-added fl at steel 

products and the production of long products for construction and 

downstream sales.

Our downstream assets include the production of large diameter 

pipes and metalware for machinery, as well as service centres and 

stamping facilities for exposed automotive parts. The division has 

the highest share of high value-added products among its domestic 

peers, while our fl agship Cherepovets Steel Mill is one of the lowest-

cost steel mills in the world.

Located in north-west Russia, the division’s steel operations enjoy 

convenient rail access to the company’s mining operations and 

low-cost direct river access to the Baltic ports, as well as being well 

positioned to serve the industrial hubs around Saint-Petersburg and 

Moscow.

In 2014, Severstal Russian Steel’s average headcount totaled 

 39, 216 persons (including the corporate center).

Revenue in 2014 (US$ million)

7,492

2014

8,033

2013

EBITDA in 2014 (US$ million)

1,634

2014

1,008

2013

Key production facilities

Steel production

Cherepovets Steel Mill is one of the world’s largest stand-alone in-

tegrated steelworks by capacity, and is an excellently located low-

cost steel producer. It produces a wide range of fl at and long-rolled 

products, including hot and cold-rolled fl at products, galvanized 

and colour-coated products and long-steel applications. Rolling 

Mill 5000, located in Kolpino, near Saint- Petersburg, produces thick 

plate for large diameter pipes, ship and bridge building and other  

industries.

Mini -Mill Balakovo is a new generation mini-mill focused on the 

production of long products for the construction  industry. Annual 

production capacity is one million tonnes of rolled products.

Severstal -SMС-Kolpino applies the primer to shipbuilding plates, 

produces semi-fi nished products for machinery and large fabricated 

sections for the construction industry. The company has been 

certifi ed for compliance with international standards ISO 9001, ISO 

14001 and OHAS 18001. SMС-Kolpino has an automated steel 

product preservation line, distinguished by its shotblasting and 

protective prime coating, which are sheet metal processing methods 

designed to prevent corrosion. It also has an automated beam 

welding line, which produces welded structures such as T-bars and  

I-bars and automated plasma-beam cutting lines which conduct 

sheet metal plasma cutting, including those used for manufacturing 

welded structures.

Severstal-Gonvarri-Kaluga Steel Centre is designed to produce 

170,000 tonnes of rolled metal products per year for the automo-

 ti ve and electrical industries.

Gestamp-Severstal-Kaluga Stamping Facility is equipped with 

 a number of press lines and produces  all  rolled steel pro  ducts, from 

coils to car components, for international car manufacturers. It has 

an annual output of 13 million stamped parts and has the potential 

to expand production.

Severstal -SMC -Vsevolo zhsk service centre is a joint venture with 

the Japanese company  Mitsui. This centre prepares high-quality 

CRC and galvanized steel, which will be further stamped at our joint  

venture with Gestamp in Vsevolozhsk. The service centre’s capacity  

is 150,000 tonnes.

Severtar, a joint venture with Rutgers, based at the Cherepovets 

Steel Mill plant, will produce vacuum pitch, technical oils and naph-

thalene.

Pipe production

Izhora Pipe Mill in Kolpino specialises in manufacturing large di-

ameter pipes from plate, which are produced at the nearby Kolpino 

Mill-5000. It has a production capacity of up to 600,000 tonnes of 

pipes per year, which are mainly used  in oil & gas pipeline projects.

TPZ-Sheksna was launched in 2010, and is designed to produce 

up to 250,000 tonnes of electric-welded pipes of various diameters, 

thicknesses and lengths for the construction industry, as well as 

square and rectangular sections with different cross-sections. The 

plant uses semi-fi nished steel products made at Cherepovets Steel 

Mill.

Metalware production

Severstal-Metiz manufactures more than 5 0,000 product types, 

including low-carbon and high-carbon wire rods, nails, cold-drawn 

steel, steel ropes, netting and fastenings.  Severstal-Metiz comprises 

several subsidiaries: the Cherepovets site  in north-west Russia, the 

Orel site in central Russia, the Volgograd site  in the Povolzhie region, 

as well as subsidiaries in Italy (Redaelli) and Ukraine* (Dnepro-

metiz). 

*  On 8 December 2014, Severstal announced that its Austrian subsidiary Severstal-

Trade Gmbh has entered into a defi nitive agreement to sell Dneprometiz to a German 

private company. Dneprometiz is the Ukrainian enterprise managed by Severstal-

 Metiz, a group of companies which unites Severstal metalware assets.
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Severstal  acquired 60 % of the shares of Dneprometiz in 2006  and 

further  increased its stake to 98 .6 %. Currently this stake  is  subject  to 

a sale agreement. The transaction is expected to complete in 2015, 

subject to antitrust review and other customary closing conditions.

The sale of Dneprometiz will lead to further efficiency increases at 

Severstal-Metiz and will also allow Severstal to further enhance its 

profitability. 

 Dneprometiz currently continues to demonstrate high capacity 

utilization but it is not operationally linked to Severstal’s plants  

in  Russia.

Scrap collection and processing

Our scrap-processing facilities allow us to use a wide range of steel 

scrap. They are located in several Russian regions, and include  spe-

cial cutting and packaging lines for processing scrap and prepa ring  

it for use in smelting.

Trading companies

Severstal Russian Steel’s domestic sales are made to regional and 

other distributors, directly to end-users, or through  AO Severstal 
Distribution (Trading House Severstal Invest).  AO Severstal Distri-

bution   has a wide network of metal centres throughout the country. 

We conduct export sales principally through the subsidiary Sever-
stal Export GmbH, as well as through  SIA Severstal Distribution, 
 Severstal Distribution LLC and  ZAO Severstal  Distribution. This 

distribution system minimises  our reliance on intermediaries and 

reduces our distribution costs.

Service companies

Our service companies maintain the production processes of Chere-

povets Steel Mill, providing timely, high-quality equipment repair 

services. They are organi zed into four types of activity: equipment 

repair services, machine building, other repair projects, and design 

and development projects.

Severstal Promservice is one of the largest repair companies 

within Severstal Russian Steel and provides services to Severstal and 

third-party clients. Severstal Promservice provides construction and 

equipment assembly services, manufactures and repairs energy 

equipment, produces steel sections and automotive systems and 

carries out diagnostics and land surveying.

2014 operational and fi nancial highlights

 In 2014, the Severstal Russian Steel division accounted for more 

than 90 per cent  Group revenue and  above 74 per cent of the total 

 EBITDA  (excluding inter-segment operations).

In 2014, the division produced 9.1 million tonnes of hot metal, 

 4  per cent more than in 2013, and in total 11.3 million tonnes 

of crude steel, 6 per cent more than in 2013. Our key units ran at 

 close to full capacity utilization during the year. We aim  to further  

increas e output  via debottlenecking and selected investments  in 

modernization  at our mills in 2015.

Key production fi gures, tonnes

Production, tonnes 2014 2013 Change %

Crude metal 11,301,979 10,711,945 6%

Hot metal 9,075,597 8,759,404 4%

In FY2014, total steel shipments at Severstal Russian Steel remained largely fl at y/y at 10.6 mnt, despite weaker end markets.

Dynamics of Severstal Russian Steel’s sales volumes in 2014 (excluding scrap), (in tonnes)

Q1 Q3Q2 Q4

2,453,932

2,739,100 2,745,261

2,654,466

Total FY2014 steel rolled products sales volumes: 10 ,592 ,75 9 (excluding scrap).

At the same time, the division managed to further increase the share of high value-added (“HVA”) products within the sales mix to 49 % 

( FY2013: 47 %) and lower shipments of semi-fi nished products (down 24 % y/y) in line with our strategy. The abovementioned factors pro-

vided additional support in order to offset steel price softening during the year with average selling prices for FY 2014 decreasing only 6.4 % 

y/y to  US$631/t. As a result, the division’s revenue decreased 6.7 % y/y to  US$7,492 million ( FY2013:  US$8,033 million).
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Dynamics of Severstal Russian Steel’s average steel prices in 2014, US$/t

Product 2014 2013 Change %

Hot-rolled strip and plate (US$/tonne) 526 550 (4.4%)

Large diameter pipes (US$ /tonne) 1,424 1,586 (10.2%)

Cold-rolled fl at products (US$ /tonne) 558  618 (  9.7%)

Galvanized and other metallic coated sheet (US$/tonne) 736 822 ( 10.5%)

Colour-coated sheet (US$/tonne) 982 1,060 (7.4%)

Metalware products (US$/tonne) 1,042 1, 164 ( 10.5%)

Long products (US$/tonne) 515 589 (1 2.6%)

Semi-fi nished products (US$/tonne) 451 445 1.3%

Other tubes and pipes, formed shapes (US$/tonne) 642 686 (6.4%)

Average scrap price (US$/tonne) 270 281 (  3.9%)

Despite lower revenue, the division delivered a strong  62.1 % increase in EBITDA for FY2014 to  US$1,634 million ( FY2013:  US$1,008 million) 

driven by lower input prices in conjunction with reductions to production and G&A costs . The division’s EBITDA margin was also up 9.3 ppts y/y 

to 21.8 %.

EBITDA drivers in 2014, US$ million

EBITDA 
2013

1,008

Cost of
change

in volumes

80

Sales
Volume

(70)

Cost of
change
in price

108

215

EBITDA
2014

1,634

Sales
Price

293

Operational
enhan-

cements

In  Q42014,  rouble devaluation helped the division  to reduce costs further. In  Q42014, the EBITDA margin expanded 2.6 ppts to 27.3 %. 

The total non-integrated cash cost of slab production at the Cherepovets Steel Mill in  Q42014 decreased by  US$72/t q/q to  US$255/t 

(Q3 2014:  US$327/t) due to lower raw materials prices as well as a higher share of pig iron used in the steelmaking process substituting  

a  portion of higher cost scrap, as well as the positive effect  of  rouble devaluation. The integrated cash cost of slab in Q4  decreased by 

 US$77/t q/q to  US$203/t due to improved profi tability at Severstal Resources offsetting lower sales prices.

 In 2014 gross profi t advanced by 21 % to US$2,188 million from US$1,810 million in 2013.

Profi t from operations improved by 91 % to US$1,247 million from US$654 million in 2013.

Summary of Severstal Russian Steel’s selected fi nancial indicators

Indicator 2014 2013 Change %

Revenue (US$ million) 7,492 8,033 (6.7%)

Gross profi t (US$ million) 2,188 1,810 20.9%

Profi t from operations (US$ million) 1,247 654 90.7%

Operating margin (%) 16.6% 8.1 %  n/a 

EBITDA (US$ million) 1,634 1,008 62.1%

EBITDA per tonne (US$/tonne) 154 95 62.1%

EBITDA margin (%) 21.8% 12.5 %  n/a

Average steel product price (US$/tonne) 631 674 (6.4%)

Severstal Russian Steel
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2014 sales highlights by quarter :

Q1-Q2 2014

• Severstal Russian Steel demonstrated solid q/q sales growth in 

rolled and downstream products in Q2 2014, with 10 % and 12 % 

growth respectively, largely driven by sales of long products (up 

27 % q/q), colour coated coils (up 43 % q/q) and metalware pro-

ducts (up 21 % q/q).

• This sales growth was driven by a seasonal pickup in demand in 

the domestic market in Q2 as well as strong export markets.

• The share of high value added (HVA) products remained strong 

at 47 %.

• Shipments of 813 mm diameter pipes for the South Stream Pipe-

line were launched in May from the Izhora Pipe Mill .

• With the exception of metalware products and large diameter 

pipes, average sales prices increased 1–18 % q/q with the most 

signifi cant price growth in colour coated and long products, sup-

ported by strong seasonal demand.

Q3 2014

• Severstal Russian Steel  steel products sales remained fl at q/q 

at  2.7 mln tonnes.  Notwithstanding a sharp decline in semi-

fi nished products sales (down 91 % q/q) due to BOFs scheduled 

maintenance, sales volumes of rolled products and downstream 

products  increased by 4 % q/q and 16 % q/q respectively refl ecting 

seasonally robust domestic market and strong demand on the 

export markets.

• Solid growth was largely driven by sales of hot-rolled plates (up 

14 % q/q), galvanized and metallic coated coils (up 23 % q/q) and 

color coated coils (up 20 % q/q).

• Abovementioned factors resulted in a substantial increase  in the 

share of high value-added (HVA) products in the sales portfolio 

from 47 % to 52 %.

• Furthermore, sales of large diameter pipes increased more than 

two-fold (by 125 % q/q) partially due to the low base effect, with 

sales in Q2 being negatively affected by technical transportation 

constraints for that type of product . At the same time in Q3  

Severstal launched shipments for the Power of Siberia and 

Southern Corridor pipelines, which enabled the Izhora Pipe Mill 

to run at a high utilization rate.

• USD-denominated prices for almost all steel products at the 

division  remained broadly  fl at q/q in Q3 (on average). Meanwhile, 

the division  was able to increase  rouble-denominated sales prices 

 on the back of further  rouble depreciation.

 Q42014

•     Steel products sales decreased 3 % q/q to 2.65 mln tonnes due to 

seasonal factors as well as marginal change to the product mix 

coupled with short-term maintenance at one of the mills.

• Our  Mini-Mill Balakovo continued its production ramp-up with 

total sales of long products increasing 17 % q/q.

• Russian Steel Division recorded 6 % q/q increase in downstream 

products sales volumes. Sales of large diameter pipes (LDPs) in-

creased 23 % q/q (following signifi cant 125 % q/q increase  in Q3) 

as  Izhora Pipe Mill  successfully proceeded with the first tender 

deliveries for the South Stream project . Moreover, in Q4 Severstal 

continued supplying LDPs for the Power of Siberia and the 

Southern Corridor pipelines, which enabled the Izhora Pipe Mill 

to run at a high utilization rate.

•  Q42014 steel products USD-denominated prices primarily refl ec-

ted the sharp  rouble devaluation during the  quarter. Nevertheless, 

the division  was able to increase domestic     rouble-denominated 

sales prices partially compensating for the     rouble devaluation 

effect. Moreover, despite seasonally low market, domestic     rouble-

denominated prices have continued to catch up with  export USD-

nominated parity since the beginning of 2015.

What do we sell? Sales breakdown by key products

In 2014, hot-rolled strip and plate remained our key selling product 

category , account ing for 36 % of the total steel sales. Our second 

largest position is cold-rolled sheet, which accounted for 12 % of 

 total steel sales. Merged together, the two segments – “Large 

diameter pipes” and “Other tubes and pipes, formed shapes” 

accounted for 17 % of  total steel sales.

Though our largest selling position – hot-rolled strip and plate – ac-

counts for 36 % of the total steel sales, our portfolio  is well diversi-

fi ed between higher- and lower-valued added products, which helps 

us to mitigate seasonal volatility in the customers’ steel products 

preferences  and adapt quickly to changes in the level of competi-

tion  in certain steel products niches on export markets.

Despite a decline in some product categories in 2014 versus 2013, 

the total sales volumes in tonnage remained broadly fl at y-o-y. The 

32 % rise in the long products sales is attributable to the ramp up of 

the  Mini-Mill Balakovo that w as launched  during  2014.
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2014 2013* Change, %

Sales by key products, in tonnes 
and USD Thousand tonnes US$ million Thousand tonnes US$ million Thousand tonnes US$ million

Hot-rolled strip and plate 4,614 2,42 7.7 4, 991 2, 75 2.6 (  7.6%) (1 1.8 %)

Large diameter pipes 402 57 2.6 325 515.2 2 3.7% 11.1%

Cold-rolled sheet 1,449 80 8.7 1, 419 8 7 6.6 2 .1%  ( 7.7%)

Metalware products 639 666.3  664  77 2.5 (  3.8 %) ( 13.7  %)

Galvanized and other metallic coated 

sheet 592 435.4 6 15 506 .1 (  3.7%) (1 4.0%)

Long products 1,197 616.3 904 532.1 32.4% 1 5.8%

Semi-fi nished products 403 18 1.9 533 237.3 (24.4%) (23.3%)

Other tubes and pipes, formed shapes 863 55 3.9 74 1 50 8.6 1 6.5%  8.9%

Colour-coated sheet 434 426. 1 4  50 47 6.9 (  3.6%) (1  0. 7%)

 Scrap 42 11.4 43 12.1 (2.3%) (5.8%)

Total steel  products 10,635 6,700. 3 10,685 7,190.0 (0.5%) ( 6.8%)

 Other and shipping  -  79 1. 6  -  84 2.9  n/a ( 6.1%)

Total  sales  by products 10,635  7,49 1.9 10,685  8,03 2.9 (  0.5%) ( 6.7%)

 Inter-segment transactions  (183)  (11 7.6)  (156)  (8 2.6)  17.3%  42.4% 

* During the current year the Group changed the classifi cation of revenue by products to more appropriately refl ect their nature.

Now for your convenience the aforementioned sales fi gures are presented in USD as a per cent of the total sales of Severstal Russian Steel. 

Severstal Russian Steel

Sales breakdown by key products in 2014, % of 
the total (US$ 6,700 million)

Hot-rolled strip and plate - 36%

Large diameter pipes - 9%

Cold-rolled sheet - 12%

Metalware products - 10%

Galvanized and other metallic

coated sheet - 7%

Long products - 9%

Semi-finished products - 3%

Others tubes and pipes, formed

shapes - 8%

Colour-coated sheet - 6%

3%

8%

6%

36%

12%

10%

7%

9%

9%

Who are our customers? Sales breakdown by consuming indu-
stries

On the domestic market, Severstal Russian Steel focuses on selling  

its products to the construction,  oil and gas , pipe,  automotive  and  

machinery building industries as well as  to steel service centers.  In 

the export market, sales are primarily to the processing and con-

struction  industries.

In 2014,  revenue coming from the construction and processing  

industries accounted for 56 per cent of the total sales, while sales 

to the oil and gas sector accounted for 7 per cent . Machinery 

building – accounted for 6 per cent, and tube- and pipe making ac-

counted for 9 per cent.

Severstal Russian Steel’s revenue by industry, 
2014

Construction 

and service 

processing 56%

Oil and Gas 7%

Machinery 

6%

Tube and 

pipe 9%

Auto 4%

Other 18%

Where do we sell? Sales breakdown by geography

Market wise, due to our low cost of production and high quality of 

products we sell on both domestic and international markets at 

all times, while Russia remains a key market. In 2014, its share ac-

counted for 66.7 % of the total sales. Europe ranks second in our list 

of key sales regions. Together Russia and Europe contribute around 

85.8 % to our total steel sales.

Russia - 66.7%

Europe - 19.1%

North America - 5.5%

Middle East - 1.3%

South-East Asia - 0.6%

Central and Southem America - 2.1%

China and Central Asia - 3.5%

Africa - 1.2%

1.3%

5.5%

0.6%

2.1% 3.5%

1.2%

66.7%

19.1%
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The Russian market

Our key domestic customers include construction companies and pipe mills, machinery and automotive clients.  Therefore our product 

mix covers  a wide range of products of various specifi cations . We made a number of advancements in 2014 to increase  our share across 

product  markets.

2014 2013* Change, %

Domestic market Thousand tonnes US$ million Thousand tonnes US$ million Thousand tonnes US$ million

Hot-rolled strip and plate 2,686 1,416.2 2, 726 1,5  49.4 (1.5%) (  8.6%)

Large diameter pipes 302 44 1.8 262 437.2 15.3% 1.1%

Cold-rolled sheet 855 449.3  812 4 84.0  5.3% ( 7.2%)

Metalware products 439 40 4.6  471 5 02.2 (  6.8%) ( 19.4%)

Galvanized and other metallic coated 

sheet 486 349.5 49 4  400.0 (  1.6%) (1 2.6%)

Long products 1,108 568.1 845 495.0 31.1% 1 4.8%

Semi-fi nished products 61 2 6.8 78 41.1 (2 1.8%) (34.8%)

Other tubes and pipes, formed shapes 707 44 2.9 588 39 5.8 20.2% 1 1.9%

Colour-coated sheet 396 387.0 406 429.3 (2.5%) ( 9.9 %)

 Scrap 42 11.4 43 12.1 (2.3%) ( 5.8%)

Total steel  products 7,082 4,497.6 6,72 5 4,746.1 5.3% (5.2%)

 Other and shipping  -   499.1   -  556.1  n/a ( 10.2%)

Total  sales  by products  7,082  4,99 6.7  6,725  5,302.2  5.3% (  5.8%)

 Inter-segment transactions  (36)  (3 2.8)  (23)  (25.2)  5 6.5%  3 0.2% 

* During the current year the Group changed the classifi cation of revenue by products to more appropriately refl ect their nature.

Our initiatives for the construction industry:

 Diversifi cation into the long products market    

On 28 July 2014, Severstal offi cially opened   the Balakovo Long 

Product Mill  in the Saratov Region. The cutting-edge mill, which will 

produce long products for the construction industry, represents 

Severstal’s largest investment project in recent years.

The presentation ceremony was attended by Valeriy Radaev, 

Governor of the Saratov Region, Sergey Toropov, CEO of the 

Severstal Russian Steel division, as well as by several customers, part-

ners and employees of the new plant.

The Balakovo long product mill is a cutting-edge production plant 

designed to meet all requirements and challenges of modern steel 

manufacturing. Maximum cost effi ciency at the Balakovo site  is 

ensured by its strategic location with effi cient access to raw materi-

als and  infrastructure as well as direct access to favourable markets. 

Innovative production technology will ensure that the Mill’s environ-

mental  impact and energy consumption are signifi cantly lowered.

The opening of the fi rst long product mill in the Volga Federal District 

will not only provide more jobs for the Saratov Region, but will also 

accelerate further economic development in the region. A new steel-

making production cluster has been set up with the construction of the 

new plant and this will encourage further development in the region.

The Balakovo Long Product Mill  has an annual capacity of 1 million 

tonnes of profi led iron for building materials (reinforcement, angle, 

channel). Hot testing has been launched and the product mix  is 

being developed. Total investment in the project stands at around 

23 billion  roubles.

 The Mill will  initially supply products to the Volga Federal District 

and to the Southern Federal District. Some products will be shipped 

to  markets  in Central Black Earth Region and Central Region where 

there  is high demand for steel. The Balakovo production site will 

over time create more than 1100 new jobs.

Severstal has invested approximately 90 mln  roubles into regional 

development in Saratov  since the launch of the project.

The Balakovo Long Product Mill includes leading-edge environmen-

tal technologies. The plant operates a closed water rotation cycle 

and a gas cleaning system with a 99 % effi ciency, ensuring that  dust 

content  in waste gases does not exceed 5 mg/m3, which  is in line 

with European best practice .

Steel Solutions

Steel Solutions takes the company  into a new business area – de-

signing and constructing pre-engineered buildings from steel com-

ponents. This approach enables homes to be built 1.5 times more 

quickly and 10 per cent  cheap er than traditional construction tech-

nology. The homes are also more energy-effi cient. We have signed 

our fi rst contract and shipments have started. In 2012, we acquired 

the Orel Metal Plant, which, after upgrades and modernization,  will 

produce all steel products for the Steel Solutions’ projects.

Our initiatives for the automotive, “white goods” and small machi-

nery sectors:

Severstal is a leading provider for international automakers opera  ting  

in Russia. Steel products of high quality, technical support services  and 

new types of steel developed in cooperation with our customers give 

us a unique competitive advantage  in th ese market segments.
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In May 2014, Severstal announced that it had launched trial 
deliveries of rolled steel for the manufacturing of several Nis-
san car models in Russia. Severstal also signed a further contract 

to supply rolled steel to the Renault-Nissan Alliance from March to 

August 2014, strengthening  its position as a major supplier to the 

car manufacturer. Rolled steel from the Cherepovets Steel Mill might 

in the future cover up to 80% of the needs of the Renault–Nissan 

Alliance in Russia .

Automotive body sheet manufactured by the Cherepovets Steel 

Mill  is used in production at the Renault’s main production facili-

ties  in Moscow as well as delivered to the Renault–Nissan Alliance’s  

industrial project.

 Severstal’s international automobile clients operating in Russia  

include Hyundai-Kia, Ford, PSA, VW and others. 

In October 2014, Severstal -SMC -Vsevolozhsk launched its fi rst 
welded component production line to supply  automakers  in 
Russia and the CIS.

Severstal -SMC -Vsevolozhsk is a joint venture between    Severstal  and 

Mitsui, one of Japan’s largest fi nancial groups.

The launch of the welded component production line makes Severstal 

the fi rst Russian steelmaker to produce Ultra Light Steel Auto Bodies 

(ULSAB) for automotive assembly in Russia. This further strengthens 

Severstal’s position as the number one supplier for international 

automakers with  production operations located in Russia.

The welded component production line welds blanks with a thick-

ness of 0.5 to 3 mm. The line is fully automated, with automatic 

quality control for top and bottom welded joints.

The line is currently operating in test mode with production schedu-

led to launch in early 2015.

Severstal -SMC -Vsevolozhsk’s fi rst batch of welded blanks (fl at 

welded blanks for front and rear doors) will be supplied to the  

Izhevsk Automotive Plant for stamping and further welding 

as a part of Izhevsk’s joint project with a Japanese automaker.

This is only one of  Severstal -SMC -Vsevolozhsk’s initiatives directed 

towards serving  automakers relocating to Russia. Last year, SMC 

launched a production line for blanking a range of different steel 

types, including high tensile grades. The blanking press cuts steel 

parts with a thickness of 0.5 mm to 3.2 mm and up to 1900 mm  in 

width. The line’s 800 tonnes press uses stamps to produce a variety 

of parts – from simple to complex-shaped.

In December 2013 a slitting line was launched at Severstal -SMC -

Vsevolozhsk for cutting cold rolled, hot rolled pickled and galvanized 

rolled steel strips with a thickness of 0.3 to 4.5 mm and thickness of 

0.4 to 2.3 mm. In June of this year, a cut-to-length line (mini-CTL) 

was  installed of thickness 0.4 to 2.3 mm. The line can produce plates/

sheets of cold rolled, hot rolled pickled and galvanized rolled steel 

with thickness of 100 to 750 mm and lengths of 150 to 2000 mm.

Severstal -SMC -Vsevolozhsk’s production volume currently stands 

at  three thousand tonnes per month. The launch of the welded 

component production line should enable the Company to reach 

production  volumes between  fi ve  to  six thousand tonnes per month 

from the beginning of 2015.

 The Cherepovets Steel Mill will provide more than 90 % of the rolled 

steel to Severstal -SMC -Vsevolozhsk.

  The total investment in the new welded component production line 

amounts to 1.7 billion  roubles.

At capacity, SMC production will be around 150 thousand tonnes 

per year. The majority (up to 60 %) of products processed by SMC 

will be supplied to automakers. The remainder  will be sent to con-

struction and engineering companies, including manufacturers of 

household appliances.

Reference:

Tailor Welded Blanks technology (TWB) is a welding technique 

to produce parts consisting of sheets with different thicknesses, 

strength and alloys joined by lazer welding. With TWB,  automakers   

reduce the weight of auto body, improve strength and reduce 

production costs. TWB technology has been widely used  in global 

automotive industry for over 20 years. Now, Russia and CIS ha ve 

adopted this technique .

Our initiatives for the oil & gas industry:

In May 2014, Severstal began shipments of 813 mm diameter 
pipes for the South Stream Offshore Pipeline. The pipes are 

manufactured at the Izhora Pipe Mill, part of Severstal’s Russian 

Steel division.

The Mill’s fi rst batch of 39.0 mm wall, 12 meter pipes has been 

shipped to Severstal’s stevedore company, ZAO Neva-Metal (also 

part of the Russian Steel division), which has  transported the 

product to the project.  

 The  proximity of the Izhora Pipe Mill to the sea and river ports, 

well-developed railway and automobile road network and our own 

stevedore company allow us to manage logistics effectively to meet 

the high standards and complex requirements of the South Stream  

project.

Severstal has won two tenders  to supply around 260 thousand 

tonnes of 813 mm diameter pipes manufactured at the  Izhora Pipe 

Mill for the fi rst and the second strings of the South Stream pipeline 

system’s offshore section.

 In August 2014, Severstal commenced trial shipments of large 
diameter pipes for The Power of Siberia gas transmission sys-
tem project . The pipes are manufactured at the Izhora Pipe Mill . 

The shipments follow and are in accordance with the results of 

the project’s fi rst tender, which was held in June 2013, and include 

1,420 mm diameter pipes made of K60 steel grade with  internal 

and external anti-corrosion coating designed for 9.8 MPa working 

pressure.        

Vitaliy Motorin, Director of Pipe Production at the Severstal Russian 

Steel  division, commented: “Our leading technological capabilities 

allow us to produce market leading pipes with specifi c performance 

characteristics. As part of our innovation, we have successfully deve-

loped the technology to produce pipes for gas transmission passing 

through tectonic zones and these are being used in The Power of 

Siberia project.”

Severstal Russian Steel
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 In addition to the large diameter pipes, Severstal’s site located  in 

Kolpino is shipping strips produced by the № 3 Steel rolling shop of 

the Cherepovets Still Mill to the Chelyabinsk Tube-rolling Mill. The 

fi rst shipment of 4,000 tonnes of K60 rolled steel will also be used 

for pipe production at the Vysota239 rolling shop for The Power of 

Siberia project.

*  The Power of Siberia is a gas transmission system to transport gas from the Yakutia 

and Irkutsk gas production centers to the Far East and China. In May 2014, Gazprom 

and China National Petroleum Corporation signed a contract to supply China with 

Russian pipeline gas. It is expected that Russia will supply 38 million m3/yr under this 

30 year contract.

In October 2014, Severstal won a tender to supply  100 thou-
sand tonnes of large diameter pipes for the Ukhta-Torzhok 
(about 60 thousand tonnes) and Bovanenkovo-Ukhta (about 
40 thousand tonnes) pipelines. The pipes are to be manufactured 

by the Izhora Pipe Mill .

For construction of the Ukhta-Torzhok and Bovanenkovo-Ukhta pro-

jects the  Izhora Pipe Mill will supply to its key client – OAO Gazprom 

1420 mm diameter pipes of K65 and K60 grade plates with  internal 

and external anti-corrosion coating, designed for a working pressure 

of 11.8 MPa and 9.8 MPa.

 The Izhora Pipe  Mill is located in close proximity to Mill 5000,  a  sup-

plier of a tubular billet (strip) for large-diame ter pipes. Mill 5000  is 

able to produce the entire  range of plate for the Ukhta-Torzhok and 

Bovanenkovo-Ukhta projects.

Vitaliy Motorin,  Director of pipe production for Severstal’s Russian 

Steel division, commented: “Having been producing pipes and 

plates for the Ukhta-Torzhok and Bovanenkovo-Ukhta pipelines 

 at our facilities in Kolpino since 2008, we have developed leading 

levels of  experience and expertise.  Izhora Pipe Mill was one of the 

fi rst facilities in Russia and CIS producing ultra high strength pipes 

made of high strength steel K65 to build the section of  “Bovanen-

kovo – Ukhta ” main gas pipeline system, which is notable for severe 

weather conditions with low temperatures”.

*  Bovanenkovo-Ukhta and Ukhta-Torzhok are major gas pipelines intended for gas 

delivery from the Yamal region.

Export markets

Severstal Russian Steel benefi ts from its proximity to export routes. 

In 2014, export sales accounted for 33.3 % of  total sales. Our share 

of export varies depending on the health of the Russian market 

and the alternative attractiveness of  international sales options. 

In the past our export sales have peaked at more than 40  of  total 

sales. Having well-established sales chains and the required product 

certifi cation, we can quickly and fl exibly distribute our sales between 

Russian and export markets.

In 2014, the top three  export selling products  were : hot-rolled strip 

and plate products  ( 46 per cent  ),  cold-rolled sheet  (16 per cent) , 

metalware products  (12 per cent) .

2014 2013* Change, %

Export market Thousand tonnes US$ million Thousand tonnes US$ million Thousand tonnes US$ million

Hot-rolled strip and plate 1,928 1,01 1.5 2,2 65 1, 203.2 (1 4.9%) (1 5.9%)

Large diameter pipes 100 13 0.8 63 78.0 5 8.7% 6 7.7%

Cold-rolled sheet 594 3 59.4  607 3 92.6  (2.1%) ( 8.5%)

Metalware products 200 261.7  19 3  2 70.3  3 .6% ( 3.2 %)

Galvanized and other metallic coated 

sheet 106 8 5.9 1 21 10 6.1 ( 12.4%) (1 9.0%)

Long products 89 48.2 59 37.1 5 0.8%  29.9 %

Semi-fi nished products 342 155.1 455 196.2 (2 4.8%) (2 0.9%)

Other tubes and pipes, formed shapes 156 111.0 15 3 112.8  2.0% (1.6%)

Colour-coated sheet 38 39.1 4 4 4 7.6 (1 3.6%) (1 7.9%)

 Scrap  -  -  -  -   n/a   n/a

Total steel  products 3,553 2 ,20 2.7 3,960 2,44 3.9 (10.3%) ( 9.9 %)

 Other and shipping  -  292.5  -  28 6.8  n/a  2.0% 

Total  sales  by products  3,553  2,495.2  3,960  2,73 0.7  (10.3%)   (8.6% )

 Inter-segment transactions  (147)  (8 4.8)  (133)  (57.4)  1 0.5%  4 7.7% 

 * During the current year the Group changed the classifi cation of revenue by products to more appropriately refl ect their nature.

Capturing new markets: in January 2015, Severstal received the SFS1268 certifi cate permitting the Company to make ship-
ments of rebar to Finland and other Baltic countries, where there is high demand for these steel products.

To date, Severstal has received certifi cation for 10, 12 and 16 mm diameter rebar produced at the Cherepovets steel mill’s mill 250 (part 

of Severstal’s Russian Steel division). The Company anticipates  receiv ing certifi cation for the whole range of 10 to 32 mm diameter rebar 

products by the 2015 year end.
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 With these products now certifi ed, Severstal is able to expand  its tar-

get market and further enhance distribution effi ciency by supplying 

these products to easily accessible export markets with promising 

growth potential, such as Scandinavia.

 A fi rst shipment of rebar, amounting to 1200 tonnes, was  delivered 

to Finland in January 2015.

Costs performance

We consistently work to maintain our leading cost position through 

labour  and energy productivity and operational enhancements. 

Severstal Russian Steel

In our business, raw materials account for 66  % of  total costs 

(FY2014). Labor and energy costs are ranked second and third with 

a share of 13 % and 1 1 %, respectively (FY2014).

 Over 2014–2015 Severstal is targeting an operational improvements 

gain from the a forementioned projects of above US$200 mln, part of 

which is already achieved at the time of the annual report’s release. 

The actual fi gure of gains can be either higher or lower depending 

on the FX fl uctuations. To fi nd out more on our cost-savings initia-

tives, please see the  “Embedded Operational Enhancements: further 

potential  for cost reduction” section of this Annual Report.

2014 2013

Cost of sales structure US$ million % of total US$ million % of total Change %

Scrap metal 707.7 13.3% 763.8 12.3% (7.3%)

Coal 631.0 11.9% 789.4 12.7% (20.1%)

Iron ore 576.0 10.9% 775.2 12.5% (25.7%)

Ferroalloys and nonferrous metals 376.6 7.1% 350.2 5.6% 7.5%

Pellets 448.6 8.5% 541.1 8.7% (17.1%)

Coke 0.0 0.0% 43.2 0.7% (100.0%)

Other materials 734.7 13.8% 774.0 12.4% (5.1%)

Total materials  3,474. 6  65.5%  4,036.9  64.9% ( 13.9%)

Energy

Electric power 192.2 3.6% 219.3 3.5% (12.4%)

Gas 310.0 5.8% 344.7 5.5% (10.1%)

Other energy resources 70.6 1.4% 65.2 1.1% 8. 3%

Total energy  572. 8  10.8%  629. 2  10.1% (  9.0 %)

Staff costs 688.9 13.0% 799.7 12.9% (13.9%)

Depreciation and amortization 310.0 5.8% 326.8 5.3% (5.1%)

Services 162.3 3.1% 286.1 4.6% (43.3%)

Other 95.8 1.8% 143.9 2.2% (33.4%)

Total 5,304.4 100.0% 6,222.6 100.0% (14.8%)

Cherepovets Steel Mill reduced its production costs by approxi-
mately 6.5 billion  roubles in 2014.

We have achieved more than double the cost reduction targets set 

out  in the Company’s 2014 business plan. This was achieved by 

reducing costs across the entire production chain.

The most signifi cant improvements were realised in  coking coal 

agglomeration  and steel production, with costs reduced by over 

1.4 and 2.2 billion  roubles respectively. The energy management 

department also made signifi cant savings of more than 800 million 

 roubles.

In 2015 our drive for internal effi ciency will focus heavily on intro-

ducing global team initiatives to reduce steelmaking costs, enabling 

us to continue to price our steel and rolled products ever more 

competitively.

In June 2014, Cherepovets Steel Mill announced the launch of 
a project in conjunction with McKinsey, the global consultancy, 
to improve the effi ciency of basic oxygen steel production.

Our steelmaking business is where we achieved the greatest cost 

effi ciency progress in 2013; we were able to save more than 2 bln 

 roubles across our steel units, twice as much was achieved in 2012. 

We are continuing to deliver effi ciency enhancements to achieve 

   our goal of being the most effi cient steel producer globally . 

 McKinsey are already processing primary data. Once the results are 

available, a set of recommendations will be made to management 

to improve the effi ciency of basic oxygen steel production.

CherMK specialists from different departments including costs, 

maintenance, quality, power engineering and HR are working on the 

project alongside with McKinsey consultants.
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Customer focus initiatives

In 2014 Severstal enhanced its sales and marketing processes 

through a joint project with BearingPoint. We  have implemented 

a  new SAP-based CRM system   which enables Severstal to create 

more detailed sales plans, narrowing them down to a specifi c client, 

automate the performance monitoring of customer visits, and 

streamline event management, including  correlating events with 

customer queries. The ability to import data from external sources 

 has also  been implemented to generate a pool of potential 

customers and transactions.

The main results of the Severstal CRM project at a glance:

• Service quality  enhanced by collecting full customer information  

in one system and selecting the optimum interaction channel.

• Sales  increased by implementing new processes for relations with 

potential customers and handling potential transactions.

•  Number of lost transactions  reduced by automating and 

monitoring customer interaction processes.

The CRM development project has been recognized by Severstal as 

one of the company’s most successful IT projects of recent  years.

The project was developed as a continuation of the Severstal Busi-

ness Standard Development Program, which included the  imple-

mentation of a SAP CRM solution to enable the automation of an 

electronic trading platform. Sales and marketing processes were in-

tegrated and contact center operations were automated during the 

CRM development project.

This project has helped us collect data from various IT systems and 

house them in one place. It gives managers all the customer infor-

mation they need, such as contact information, interaction history 

and settlement records. As a result, we have enhanced information 

support for the sales process, and managers spend less time collec-

ting information.

By implementing this project, we have been able to introduce new 

processes for managing relationships with both existing and poten-

tial customers and improving  sales planning.

We have also automated marketing event management, which 

should increase customer satisfaction and identify new opportuni-

ties for enhancing our relationships . The CRM project will help us 

strengthen the company’s position as a leader in the development 

of  IT technologies in the Russian steel industry.

Sustainability

In 2014, Severstal completed a 3.4 billion  rouble environmental  

improvement program at the Cherepovets Steel Mill      , which included 

the installation of equipment to trap fugitive emission from the 

Mill’s  № 1,   № 2 and  № 3 converters.    

The upgrade of the  № 1 Converter, which involved replacing the 

housing of the melting unit and the mantle ring and installing an 

exhaust hood to trap fugitive emissions, was initially scheduled 

to  take 44 days, but was  completed    nearly eight days ahead 

of schedule, allowing the Company  to produce an additional 

56,765 tonnes of steel.

The new system for capturing emissions, which includes, amongst 

other things, new bag fi lters, smoke exhausts, a compressor station, 

a package transformer and distribution substation, was installed at  

Cherepovets Steel Mill last year. In December 2013, the system was 

commissioned following maintenance on the  № 2 Converter. The 

 № 3  Converter was connected to the system in February 2014. The  

installation of an exhaust hood at the  № 1  Converter completes this 

major environmental program. The program is truly unique, as  it 

was  imp  lemented without interrupting production.

The main elements of this major environmental program have 

pleasingly  been completed on schedule. Whilst this program  is the 

largest environmental project in the history of the Cherepovets 

Steel Mill, its completion does not mean the end of our focus on 

environmental improvements and we will continue to undertake 

activities to further improve the environmental performance of our 

production assets.

The major supplier for the process equipment for this program was 

Siemens VAI Metals Technologies.

Outlook and strategic priorities for 2015

Planned investment across the Severstal Russian Steel division in 

2015  is approximately RUR 16 billion. RUR 8 billion of this will be  

invested in development projects including the construction of a 

new coating line and the revamping of the four-stand continuous 

tandem cold rolling mill 1700, both at the Cherepovets Steel Mill.

RUR 8 billion will be invested in a combination of maintenance and 

environmental improvement projects.
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Our Principles

Our commitment to sustainability

Economic stability and strong performance are the key fundamen-

tals of corporate social responsibility. For Severstal, corporate social 

responsibility is a critical component of a successful business and a 

driver of its competitive edge.

Sustainable development and social responsibility are  embedded 

priorities  in Severstal’s business strategy  refl ecting  our vision as 

a  high-performance and socially responsible company. 

 For Severstal, leadership means being a leader in economic and 

social value creation for all stakeholders. Severstal shares the prin-

ciples of the Social Charter of Russian Union of Industrialists and 

Entrepreneurs (RSPP) and Sustainable Development Policy of the 

World Steel Association ( Worldsteel), refl ecting the best practices 

of Russian and international businesses in productive collaboration 

with the communities.

How we manage sustainability

The Social Responsibility Policy of Severstal is consistent with our 

mission, strategy and corporate values. This policy is also aligned with 

the principles and approaches  of corporate social responsibilit  y, as 

recogni sed by the Russian and international business communities.

All of our businesses follow common health, safety and environ-

ment (HSE), human resource and social investments management 

policies that are overseen by our Board. We regularly publish social 

reports consistent with the requirements of the Global Reporting 

Initiative (GRI).

Working with stakeholders

In cooperation with stakeholders, Severstal seeks to balance its 

corporate objectives with the  priorities of individual regions  and the 

interests of a wide range of communities.

The tools that we use to work with our stakeholders provide a feed-

back loop, which   enables us to identify new risks and opportunities 

for business development and enhance  our social initiatives on a 

timely basis.

Stakeholders are a priority for Severstal   . Their interests are   inter-

twined with  Severstal’s and they have the potential to signifi can tly 

affect  the company’s ability to deliver on  its strategic objectives. 

The  key  Severstal stakeholders are:

• Shareholders and investors

• Employees

• Government authorities

• Business partners

• Local communities

• General public.

 The general principles of our  engagement with stakeholders are 

outlined in  several corporate documents (Corporate Governance 

Code, Employee Code of Conduct, Code of Business Partnership  and 

the Corporate Social Responsibility Policy).

We use the following  tools to work with our stakeholders:

• Cooperation with business partners, regional authorities, trade 

unions, non-governmental organi sations and professional as-

sociations on business contracts, agreements and cooperation 

arrangements

• A system of internal and external corporate communications 

channels

• Regular employee and consumer surveys

• Public opinion research within Severstal and  its regions

• Meetings and negotiations

• Public discussions

• Joint workgroups

• Employee and consumer hotlines

• Presentations for investors and professional communities

• Membership in NGOs and professional associations

• Organi sation of and participation in conferences, roundtables 

and forums.
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Social investment

Our position

 A favorable social environment in our regions is paramount for 

the sustainable development of Severstal.  By investing in social in-

frastructure, education, culture and sports, Severstal invests in its 

future.

 The external social programs of Severstal are focused on supporting 

social and economic development of  its regions, improving quality 

of life of  employees and local communities, protecting the envi-

ronment, and building strong relationships with the government 

authorities and the general public. Severstal pays special attention 

to programs which help  to develop social and economic potential 

and initiatives in local communities, which preserve cultural heritage 

and support culture.

Highlights

In 2014, we continued to support our priority projects focused on 

children, education, culture and sports. We spent US$53.2 million 

on various social programs. We are committed to high-quality 

ma  nagement of social programs and support the development 

of innovative approaches and technologies in this area.

Our support programs for children and youth, social initiatives 

of local communities, and culture received multiple prestigious 

awards.

We won the Best Russian Businesses – Agility, Efficiency & Respon-

sibility award of RSPP for our contribution to demographic develop-

ment and solution of social problems in regions.

Severstal Chief Executive Ale xsey Mordashov was the winner of the 

award named after Nikolai Ivanovich Putilov for his personal contri-

bution to the development of corporate social responsibility.

In 2014, Severstal worked on time-proven social programs and  ven-

tured into new areas such as corporate volunteering and deve lop-

ment of effi cient social partnerships. Severstal follows Russian 

international best practices  in these activities  and uses strategic 

planning tools, stakeholder coordination systems and competitive 

selection processes for investment targets to ensure their effi ciency 

and sustainability. Severstal rolls out  successful solutions to  its other 

regions.

Society

Severstal works with regional and local authorities and invests in im-

proving the quality of life of local communities in  its cities. We 

are active in such areas as education and culture, prevention of 

orphanhood, support for mothers and children, healthcare, sports, 

development of local communities, and support for retirees.

Severstal supports  charitable activities such as providing fi nancial 

support to large-scale cultural, educational and social institutions. 

At the same time, we also support and develop  innovative projects , 

which help  to develop small and medium business infrastructure 

as well as the general, social development  in  the regions where we 

have operations. 

The Agency for Urban Development, our non-profit joint venture 

with the City of Cherepovets, focused on developing small and 

medium businesses, has delivered  tangible results. The Agency 

runs a series of integrated support programs for new and existing 

entrepreneurs, which advise  entrepreneurs through  all stages of 

their business’ development. In 2014, the Agency helped to create 

203 new small and medium businesses in Cherepovets.

In 2014, Vorkutaugol invested more than 20 million  roubles in im-

portant social projects in the Komi Republic. The majority of this 

money was allocated to socially important venues through our 

agreement with the city. According to the agreement, we supported 

the most important components of municipal infrastructure inclu-

ding education, culture and sports.

Vorkutaugol finances the two largest social venues in the Extreme 

North – the Miners’ Palace of Culture, which  hosts more than a 

hundred regional and municipal cultural events per year, and the 

Universal Sports Centre Olymp,  the largest sports and concert 

hall in Vorkuta and the home arena of Olymp Junior Hockey Club.

Karelsky Okatysh financed the upkeep of Druzhba culture and sports 

centre in Kostomuksha, where more than 90,000 people attend 

 events every year.

 Olcon provides annual upkeep to Olenegorsk Culture Palace with at 

least 20,000  visitors per year.

 Our businesses also support disability organisations, veteran asso-

ciations, children’s educational institutions, sports clubs and schools  

and host regional and municipal festivals and celebrations.

Children and the future

Way Home is a great example of successful trilateral partner-

ship between the state, businesses, and local communities. Its 

partners include the Russian Ministry of Economic Development, 

Vologda  region Government, Foundation for Support of Children in 

Hardship, National Charity Fund  and Lukoil Charity Fund, as well as 

social government authorities, businesses and non-profi t organi sa-

tions from various regions where the program is available.

Way Home is a comprehensive child neglect and social orphanhood 

prevention program, designed and launched in 2006. It united repre-

sentatives  from all the levels of the society who wanted to contribute 

to addressing this issue and found support from the city. Severstal 

Chief Executive, Alexey Mordashov initiated this program and now 

patronizes it personally. In 2009, Severstal expanded this program 

from Cherepovets to the whole Vologda  region and , to other regions 

of Severstal (Vorkuta, Kostomuksha, Balakovo and Veliky Ustyug 

in 2011). In 2013, the program was expanded to Olenegorsk  and  

to Volgograd in 2014. Since the launch of this successful program, 

1,086 out of 1,276 children have either found new homes or returned 

to their biological families, enabling the closure of fi ve of the nine 

orphanages in Cherepovets . The program also provides professional 

psychological, social and fi  nancial support  to more than 13,000  citi-

zens of Cherepovets every year through its  various projects.

Culture and the arts

Severstal has been a partner of the leading Russian museums and 

theatres  for many years.  The support of culture has become a part 

of Severstal’s brand.

In 2014, we continued our partnership with Bolshoi Theatre 

(Moscow), Russian Museum (St. Petersburg), Mariinsky Theatre (St. 

Petersburg), Tretyakov Gallery (Moscow), Pushkin Museum of Fine 

Arts (Moscow), Historical Museum (Moscow), Cherepovets Museum 

Association (Cherepovets), Kirillo-Belozersky Museum-Preserve 

(Kirillov), Museum of Dionisy Frescoes (Ferapontovo, Kirillovsky 

District), Vologda Museum and Reserve (Vologda, Semenkovo), 

Radishchev Arts Museum (Saratov), Balakovo Art Gallery (Balakovo), 

Valaam Monastery, Sergey Andriyaka’s Watercolor School (Moscow) 

and others.
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We continue our support of the Golden Mask Theatre Festival in 

Moscow, Riga and Cherepovets.

In 2014, we organi sed more than 100 events in 15 Russian regions 

under our corporate culture and arts support program alone.

The Museums of Russian North grants program is a major cultural 

program of Severstal, focused on supporting the development of 

arts museums in the north of Russia. In 2014, under this program, 

we organi sed the fi fth grants contest. Nine museums  won the 

2014 contest.

In 2013–2014, Severstal and British Council organi sed the Cul-

tural Upgrade training program for cultural managers. Originally 

launched in four regions (Vologda and Murmansk  regions, Republic 

of Karelia and Komi Republic), this program promotes the develop-

ment of professional cultural managers in Russian regions, capable 

of running innovative and effi cient cultural projects. The Cultural 

Upgrade includes the research of the cultural sector, eight educa-

tional workshops for 50 representatives of cultural organi sations in 

each of the four regions, subsequent knowledge transfer from 

workshop participants to 2,000 more people  and the development 

of their own projects by program participants. The winner received a 

special-purpose grant for his project. Designers of the best and most 

promising projects got a one-week trip to a professional workshop in 

the U. K. in early 2014.

Sports

Severstal promotes a healthy lifestyle among employees and their 

families by supporting the development of sport. Severstal invests in 

sports at the top competitive level: we believe that training the 

reserve for national teams is a great way to promote a healthy 

lifestyle, to support the psychological, social and spiritual welfare 

of youth, and to build the prestige of our company. We organise 

regional sports and public events for employees and local communi-

ties, and finance several leading sports teams. Severstal supports 

Severstal Hockey Club, which is sponsored by Cherepovets Steel Mill. 

Severstal Sports Club trains athletes at a top competitive level and 

organises their participation in nationwide and international events. 

Severstal Sports Club has trained 33 international masters and 

330 national masters. We also sponsor the Dynamo women’s vol-

leyball club.

Corporate volunteering

Severstal proactively engages  its employees in corporate chari-

table programs, such as prevention of child neglect and social 

orphanhood, coaching, restoration of regional cultural heritage, en-

vironmental protection, sports, support for elderly citizens, veterans 

and persons with disabilities, offering various participation options 

(charitable events, lotteries, Christmas fairs, auctions, marathons, 

opportunities to run personal projects, fundraising, and professional 

help pro bono). Severstal also supports  volunteering initiatives of  its 

employees.

We offer training workshops on corporate volunteering led by inter-

nal and external experts in our regions; develop and run charitable 

events to support orphans, persons with disabilities and elderly citi-

zens, and environmental protection initiatives. This program runs in 

Cherepovets, Moscow, Balakovo, Vorkuta, Velikiy Ustyug, Kolpino (St. 

Petersburg), Olenegorsk and Kostomuksha.

We organi  zed 25 corporate volunteering events in 2014.
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Our position

At Severstal, we believe leadership in the fi eld of health and safety is 

the key trend to sustainable development and long-term success. 

In fact, improved safety is one of our key performance indicators, 

crucial for the long-term competitiveness of our business.

Our Health and Safety Policy, signed by our CEO, informs safe be-

havio r throughout all Severstal’s companies, enterprises and produc-

tion processes. The policy states six fundamental principles:

• Safe working conditions are a priority

• Health and Safety management is a key component of the Sever-

stal Business System

• Workplace hazards must be identifi ed and all accidents reported

• Employees should behave safely and responsibly

• We comply with all health and safety regulations

• Health and safety information must be clear and straightforward.

Our action

We remain fully committed to running a safe and accident-free 

business. Our goal is to achieve zero fatalities. To achieve this, we 

run a continuous safety improvement program across all our opera-

tions, aiming to employ the best international health and safety 

practices and become the leading Russian company in this fi eld.

This is the Labour Safety project, which we have developed as part of 

the Severstal Business System. The project aims to improve perfor-

mance by involving all employees and reinforcing a culture of safety 

based on personal responsibility and recognition. The project is 

structured in three parts: providing safer working conditions, training, 

and engaging employees. An essential element of the Labour Safety 

project is a comprehensive audit and analysis, allowing us to monitor 

and compare standards and practices across the company,  helping 

us to improve health and safety performance further.

In 2014, we substantially improved Lost Time Injury Frequency Rate 

(LTIFR) vs. 2013 level, which represents our relentless efforts on our 

way to achieve zero injuries throughout the year.

LTIFR – Lost time injury frequency rate

1.54

2011

1.45

2013

0.97

2014

1.76

2010

1.41

2012

In 2014, we continued investing in labour safety initiatives. Specifi -

cally, in order to  ensure effectiveness of safety and security arrange-

ments at Cherepovets St eel Mill 449 automatic econometers and 

170 self-rescue devices have been purchased and installed within 

the gas-hazardous areas. This initiative is expected to be carried on 

and fi nali sed in 2015.

Moreover, Cherepovets Steel Mill invested approximately 42 million 

 roubles in local area emergency alarm system installation. Among 

other things, this system enables us to constantly monitor the 

chemical environment within the ammonia warehouse in order to 

swiftly transfer information to the Main Control Room in case of 

emergency.

As for our mining assets, we have purchased and installed automa-

tic stone dusters «GERKULES» for approximately 25.6 million  roubles 

at Vorkutaugol, which improves  dust-explosion protection on site. 

At the same time, in order to  ensure successful fi re prevention via 

constant monitoring of trunk conveyor, we have installed early glow 

warning system Geso for 20.7 million  roubles.

We continued improving the Labour Safety project methodolo-

gies throughout 2014. Specifi cally, we analy sed the root causes of 

dangerous behaviors at every operational shop and are developing 

 corrective action plans in order to decrease injury rate.

Occupational and industrial safety



47

COMPANY OVERVIEW STRATEGY PERFORMANCE SUSTAINABILITY GOVERNANCE FINANCIAL STATEMENTS ADDITIONAL INFORMATION

Severstal
Annual Report  2014

Environmental protection

 Our position

Our Environmental Policy, developed in 2011, commits us to main-

taining high standards for environmental responsibility by:

• Preventing environmental contamination and participating in the 

reduction of greenhouse gas emissions

• Optimising the use of energy and natural resources

• Managing waste effi ciently.

We aim for full compliance with applicable environmental regula-

tions and focus on developing and deploying effi cient management 

systems that follow  international best practices.

We support the development of a system for constructive coopera-

tion on environmental issues between the government, employees, 

business partners and NGO experts. Our managers work in partner-

ship with the  Committee on Environmental, Industrial and Process 

Safety. We also work with the World Steel Association (Worldsteel) 

to conduct research into climate change and reducing our impact 

on the environment.

Our progress

Our environmental initiatives are based on strategic opinion that both 

quality of life in  the key regions of our presence a nd our competitive 

advantages as a company are constantly improving. We consistently 

use technical innovations to reduce  our environmental footprint.

In 2014,  our Russian assets allocated more than 5.0 billion  roubles 

to environmental protection initiatives. Responsibility towards the 

environment is at the forefront of our construction and moderni za-

tion projects. We are a member of the Sustainability and Environ-

mental Committees of   Worldsteel.

Our Cherepovets Steel Mill was the fi rst company in the Russian fer-

rous metallurgical industry to develop and implement an environ-

mental management system that satisfi es the ISO 14001 interna-

tional standard. In 2007, we successfully completed recertifi cation 

under the new ISO 14001:2004 standard. Four of our key busi-

nesses  deployed ISO 14001 compliant environmental monitoring 

systems.

Severstal Russian Steel:

In 2014, Cherepovets Steel Mill invested approximately 2.4 billion 

 roubles in environmental projects aimed at reducing atmospheric 

emissions.

Specifi cally, Cherepovets   St eel Mill implemented four  large-scale initia-

tives aimed at minimising atmospheric emissions, and focused on re-

ducing dust and hydrogen sulphide content in the air at Cherepovets.

The most important projects include the construction of a new 

system for capturing fugitive emissions from the steelmaking process, 

which was announced in 2011. The investment measure with the 

total cost of more than 3 billion  roubles has been completed by the 

end of 2014. Moreover, we completed another dust emission control 

project at EAF (electric arc furnace) #1. By completely reconstructing 

the gas treatment facilities, we achieved the best available standards.

We are also working with the Moscow MISIS University to reduce 

hydrogen sulphide emissions. During the last three years we analy sed 

best practices, carried out 180 tests and 2,000 measurements to iden-

tify principal emission sources and made several improvements in our 

technological approach. As per the most recent measurements hydro-

gen sulphide levels in the air decreased 39 %  y/y in Cherepovets.

In 2014, we allocated 295 million  roubles towards water-protection 

measures. In particular, we  launched the reconstruction of a  shared 

fi lter station which, combined with other efforts, will insure that we 

reach  the statutory water pollution tolerances of discharge from 

outlet 10.

Severstal Resources:

Severstal total investments in environmental program within Sever-

stal Resources in 2014 reached 1.467 billion  roubles.

Karelsky Okatysh

In 2014, we continued to participate in two international projects 

within The Karelia ENPI CBC Program . 

In 2014, in order to proactively proceed with reducing its envi-

ronmental footprint, a  new project on waste reprocessing using 

pyrolytic decomposition method  was launched at Karelsky Okatysh. 

This will help to  decrease amount of manufacturing waste dumped 

at own and third-parties’ facilities drastically. All the equipment 

has  been purchased, with installation and launch of the process 

expected in 2015. 

Today Karelsky Okatysh is undertaking air protection initiatives to 

cut its gross harmful emissions of sulphur dioxide. In fact, increased  

volumes of fl uxed pellets production might result in higher emis-

sions.  That said, Karelsky Okatysh set new targets in terms of 

statutory air pollution tolerances of 4.42 kg/t of pellets (current 

level at 4.93 kg/t of pellets).  The combined positive effect of the 

Program  implementation will lead to  50–70 % decrease in gross 

harmful emissions of sulphur dioxide.

Vorkutaugol

In line with its commitment  to cut greenhouse gas emissions, 

a  unique project has been reali  zed at Vorkutaugol. Severstal 

launched a gas-reciprocating power plant at the Severnaya mine. 

The reciprocating engines will  use coalbed methane to generate 

heat and power for the mine, which will result in the annual reduc-

tion  of greenhouse gas emissions. The gas-reciprocating power 

plant is capable of producing 110 megawatt/hour of electrical 

power and more than 56 Gcal/hour of thermal  power. It is expected 

that power plant will utili se up to 20 kt of methane per year.

As well as  in-house environmental protection initiatives, this 

year Vorkutaugol participated in River Band, an annual regional 

environmental volunteering program.

 Olcon

We have been able to reduce levels of nitrous pollutants through 

usage of emulsion blast components. That said, levels of nitrous 

pollutants remain within statutory water pollution tolerances. In 

collaboration with INEP KSC RAS we have developed the technology 

and regulations for removal of nitrous pollutants from pit water.

Moreover, a biological recultivation project has been prepared 

and implemented, which allowed fast-track recultivation at the tai-

lings facility at a 40 ha area.

 Olcon continued to implement dust control measures at  its tai  lings 

facilities. During the last three  year s, works aimed at preventing 

surface dusting from a 150 ha tailings area through chemical drying 

were completed.

At the moment, all the open pits and tailings are equipped with 

measurement systems, analy sing water height and duty water curve.
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 Talent development and retention

The centre piece of Severstal’s corporate culture is continuous im-

provement and customer care. A combination of these two 

elements makes us a strong company through the cycle, allowing 

us   to produce goods at a low cost and sell them at a premium to 

the market average price. We have achieved a lot in operational 

enhancements to date since our programs were launched  in 

2010. Though we continue our cost cutting programs, as they are 

embedded in our culture already, we are confi dent that the next 

pool of value lies in customer care projects. This comes from the 

domestic market becoming more mature and demanding, and 

our ambition to increasing global shipment of more value added 

products. There is no such thing as a “generic client”. Each customer  

is unique with individual requirements. Customer focus for us means 

that our clients’ interests always come   fi rst, that we understand the 

needs of our clients well and offer a customi sed level of services and 

quality to meet their priorities.

To achieve this,   we need a combination of well-invested produc-

tion lines and talented and engaged personnel to work on them. In 

our view, engagement starts with the right environment in the com-

pany, from a corporate culture that motivates people to make an 

extra effort to achieve results, rewards for spotting ineffi ciencies and 

suggesting solutions to fi x them, and encourages self-development 

and mastering new skills. We have a complex system to monitor the 

satisfaction and engagement level of  all our people across all assets , 

called   Pulse of Severstal. The survey is undertaken annually by an  

independent provider, which is a global leader in its fi eld. The survey 

covers such areas as compensation , recognition, career prospects, 

ethics of relations, business processes effi ciencies and so forth. The 

results are benchmarked versus a global average for the steel  indus-

try. First of all, having same format surveys each year we can track 

our dynamics  and, secondly, we can see our progress against the 

global competition. Once we get the survey results, we can address 

the weakest, most problematic areas. These vary from   business unit 

to   business unit. Importantly,   despite intense cost-cutting processes 

and optimi  zations  in recent years, we have seen an improvement  

in the overall level of engagement of the personnel in 2014 versus 

2013   . Our reaction to the survey results is differentiated. Different 

grades of employees prioriti  ze different values. For instance, offi ce 

staff can feel more engaged if they get a better work-life balance, 

sports facilities, fl exible hours; whereas plant personnel appreciate 

professional recognition in their working environment. Based on the 

survey, we have an action roadmap for 2015 and beyond.

In addition to the Pulse of Severstal, we undertake annually 360  De-

gree Evaluation and Staff Evaluation Committees HR committees  

to identify   our most talented and engaged employees.  A  crucial  

initiative aimed  at supporting  an open-dialogue culture is Target 

Dialogues,  which involves all our workers  conversing  with their line 

managers     to  create  a true culture of engaging leadership, feedback 

and recognition. In addition to the already well-established pro-

grams like Achieve More Together (for Shop heads) and  School of 

Supervisors,  we introduced a tailor-made Mini-MBA program for the 

Units General managers in 2014. At all management levels, people 

are offered customi  zed training programs helping them to develop 

skills for their prospective careers. Leadership is crucial   in this matter. 

Starting from this year, all managers across Severstal are personally  

involved in the development of their staff .  They are expected to be 

  role model s in the learning process. This pursues two goals: creating 

a culture of constant learning for everyone  and ma king the training 

process more transparent and practical.

Finally, we believe that ethical behavior is crucial in all interactions 

of our business internally and externally.   For client relations, we 

have a Code of Business Conduct which puts the interests of  clients 

before the interests of the staff. For staff interaction   issues, we 

have an Ethical Committee. We have made it  absolutely clear from 

the very beginning to everyone at Severstal that insulting or bully 

behavior is not tolerated in this company, regardless of professional 

skills. The Committee is respected and has proved to be effi cient  in 

a  number of delicate situations.

We believe that all these programs above are helping Severstal to 

be an attractive employer, allowing us to retain and develop our 

best people  and attract new ones from the market.

Talent attraction

Students, graduates and young professionals

 The recruitment of promising young professionals is one of the 

 priorities of Severstal’s HR policy. Our dynamic development, new 

projects and global expansion creates a strong need for talented 

and ambitious young people striving for continuous development.

Numbers and facts for 2014:

• Approximately 1,800 students completed their internships in Rus-

sian businesses of Severstal

• Our Russian businesses employed 200 graduates in 2014.

The active engagement of students, graduates and young profes-

sionals is a priority of Severstal’s HR policy.

We have a program for recruiting, onboarding, training and develo-

ping young professionals, focused on three target domains – secon-

dary schools, trade schools and universities. Its   objectives are:

• To meet our long-term demand for students, graduates and 

young professionals

• To ensure that graduates have adequate qualifi cations when they 

join us

• To create an environment conducive to professional growth and 

career development of young professionals

• To increase the attractiveness of jobs in the mining and steelma-

king industries.

For this program, we collaborate with approximately 20 speciali sed 

universities in Russia (SPbSPU, MISIS, MSMU, VSTU, ChSU, ISPEU).

In the regions where Severstal Resources has a presence (Vorkuta, 

Kostomuksha, Olenegorsk), we sponsor speciali sed tracks in secon-

dary schools, helping students to enter leading specialised universi-

ties and later giving them an opportunity to return to their home 

cities and join Severstal.

In the regions where Severstal Russian Steel has a presence, we host 

annual career guidance and talent selection events for high school 

graduates including Word on Steel and Metallurgist contests.

Our educational partnerships also cover the professional develop-

ment of teachers, scientifi c research and supplementary leadership 

education for students. We offer top students an opportunity to join 

our special development program “The Severstal business School”. 

The students spent several days studying the fundamentals of 

manufacturing management, the Business System of Severstal, 

tools of continuous improvement and personal effi ciency improve-

ment methodologies.        

Talent development
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We hosted the second  Young  Professionals’  Conference in 2014. It 

was attended by approximately 100 young professionals. They had 

an opportunity to meet corporate executives, ask questions and 

discuss development opportunities, and to meet their colleagues 

from other cities.

In January 2014, Severstal and Vologda region signed an agree-

ment on the modernisation of vocational education in the regional 

steelmaking industry. This document was signed by the Governor 

of Vologda region Oleg Kuvshinnikov and the Chief Executive of 

Severstal Russian Steel Sergey To ro pov. The  objectives of this agree-

ment are the comprehensive modernisation of regional vocational 

education and the supply of talent to the steelmaking businesses  

in Vologda region. The agreement sets out the conditions and 

amounts of fi  nancial support. Severstal will invest approximately 

53 million   roubles in this program between January 1, 2014  and 

December 31, 2015. This program is a  unique example of Public 

Private Partnership within educational sector.

 The company has a system of compensation and guarantees for 

graduates. We offer relocation package, housing program, sign-on 

bonus and additional education package.   

Our career opportunities and job fairs are posted to social net-

works including LinkedIn, Facebook and VK.

   http://vk.com/severstalgraduate

 https://www.facebook.com/OAOSeverstal

http://hh.ru/employer/6041? dpt=severstal-6041-MAIN

Achievements

In 2014, Severstal has been once again included into the top Rus-

sian employers for students and young professionals ranking by 

Universum.

Severstal signifi cantly outpaces the industry, being the most 

popular steelmaker in Russia. Severstal placed higher in this rating 

than Procter & Gamble, MARS, Coca-Cola Hellenic, McKinsey and 

Johnson & Johnson – traditional global leaders in technical jobs for 

students interested in manufacturing careers. This achievement was 

made possible by concerted effort of our company’s management, 

individual divisions, universities and student communities.

Talent development
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Experience: Born in 1942, Chris Clark is a leading industrialist and 

brings extensive business knowledge to the Board. Chris’s career 

spanned 42 years at Johnson Matthey plc, the specialty chemicals 

and precious metals group, where he became CEO in 1998. He led 

the Group into the FTSE 100 in 2002. Since his retirement in 2004, 

Chris has taken a number of Non-Executive positions. He previ-

ously chaired: Associated British Ports, the UK’s leading ports group; 

Urenco Limited, the leading international supplier of enriched 

uranium to the power generating industry; Wagon plc, the European 

manufacturer of metal components for the automobile industry; 

and RusPetro plc, an independent oil and gas producer conducting 

oil exploration and production activities in the Krasnoleninsk fi eld in 

Western Siberia, one of the largest oil producing regions in the Rus-

sian Federation.

External appointments: Board Advisor of Citicorp Venture Capital.

Education: Chris is a graduate in Metallurgy. He studied at Trinity 

College, Cambridge and Brunel University, London.

Christopher 
Clark

Role: Chairman of the Board of 
Directors, Independent Non-Executive 
Director, Member of the Nomination 
and Remuneration Committee.

Board composition
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Experience:  Born in 1965, Alexey Mordashov has been working for 

Severstal since 1988. He started his career as a senior economist, 

becoming Chief Financial Offi cer in 1992. In December 1996, 

he was appointed as Severstal’s Chief Executive Offi cer. Between 

2002 and 2006 he served as Chief Executive Offi cer of Severstal 

Group and was Chairman of Severstal’s Board of Directors. Since 

the introduction of the new structure of corporate governance in 

December 2006 Alexey Mordashov has been Chief Executive Offi cer 

of Severstal. Since December 2014 Alexey serves as CEO of AO  Sev-

erstal Management  the managing organisation of PAO Severstal.

External appointments:  President (since June 2013), and Member 

of the Supervisory Board (since June 2010) of the Non-Profi t 

Partnership Consortium  Russian Steel . Chairman ( October 2012  

 to October 2013)  and Vice-Chairman (since October 2013) of the 

World Steel Association, headquarter ed  in Brussels, Belgium. Head 

of the Russian Union of Industrialists and Entrepreneurs’ (RSPP) 

Committee on Integration, Trade and Customs Policy and WTO . 

Alexey serves on the Entrepreneurial Council of the Government of 

the Russian Federation.

Co-chairman of The  Trade as a Global Driver  Taskforce of the  Busi-

ness 20  (B20) of  the Group of Twenty  (G20). Co-chairman of the 

Northern Dimension Business Council. Vice-President of Russian-

German chamber of commerce, member of the Russian-German 

workgroup responsible for strategic economic and fi nance issues. 

Member of the EU-Russia Business Cooperation Council.

Chairman of the Board of OAO Power Machines and  member of the 

Board of Nordgold N. V. Chairman of the Board of ZAO SVEZA.

Education:  Alexey earned his undergraduate degree from the 

Leningrad Institute of Engineering and Economics. He also holds an 

MBA degree from Newcastle Business School of Northumbria Uni-

versity (Newcastle UK). Alexey was granted an honorary doctorate 

from the Saint-Petersburg State University of Engineering and Eco-

nomics in 2001 and from the University of Northumbria in 2003.

Alexey 
Mordashov

Role: CEO of PAO Severstal (from 
01 January 2015 CEO of the 
managing organisation AO  Severstal 
Management  ), Member of the Board’s 
Health, Safety and Environmental 
Committee .

Board composition



53

COMPANY OVERVIEW STRATEGY PERFORMANCE SUSTAINABILITY GOVERNANCE FINANCIAL STATEMENTS ADDITIONAL INFORMATION

Severstal
Annual Report  2014

COMPANY OVERVIEW STRATEGY PERFORMANCE SUSTAINABILITY GOVERNANCE FINANCIAL STATEMENT ADDITIONAL INFORMATION

Board composition

Experience:  Born in 1970, Vadim joined Severstal in 2003 and 

managed the company’s coal operations at Intaugol as CEO. Since 

2005 he has managed Kuzbassugol and has served as CEO 

of Vorkutaugol since 2007. He was appointed  CEO of the Severstal 

Resources Division from September 2010. Vadim was appointed 

First Deputy CEO of  PAO Severstal and Chief Operating Offi cer on 

15 July 2013. Prior to joining Severstal, Vadim worked at McKinsey 

& Company.

External appointments: First Deputy CEO and Chief Operating 

Offi cer of  AO “Severstal Management”

Education: Vadim graduated from the Moscow State Institute of 

Radio Engineering, Electronics and Automation. Mr. Larin also holds 

an MBA from INSEAD (France).

Vadim 
Larin

Role: First Deputy CEO and Chief Op-
erating Offi cer, Member of the Health, 
Safety and Environmental Committee.
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Experience:  Born in 1974. Between 1996–2003 Alexey worked for 

Sun Interbrew, starting his career there as a cash fl ow economist at 

the Rosar plant in Omsk and ending it as Effi ciency Planning and 

Managing Director of Sun Interbrew. Between 2003 and 2005 Alex-

ey worked as CFO at Unimilk. From December 2005 to July 2009 he 

worked as CFO of CJSC Severstal Resource. From 2006 until 

2010 Alexey was a member of the Board of Directors of OAO Vorku-

taugol. In July 2009 he was appointed CFO of  PAO Severstal.

External appointments: None.

Education: Alexey graduated from the Omsk Institute of World 

Economy with a degree in Economics.

Alexey 
Kulichenko

Role: CFO 

Board composition
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Board composition

Experience: Born in 1978, Vladimir Lukin joined Severstal Group in 

2004 as Senior Legal Advisor. In 2007 he became Senior Legal 

Advisor of  PAO Severstal. In 2008 Vladimir was appointed as head 

of the International Project Department. In 2009 he was appointed 

as Senior Vice President, Legal Affairs and General Counsel. Prior 

to joining the company, Vladimir worked for Freshfi elds Bruckhaus 

Deringer.

External appointments: Member of the Board of Directors of OAO 

Power Machines. First Deputy CEO of ZAO Severgroup. First Deputy 

CEO of OOO Kapital. Member of the Board of Directors of  ZAO 

 SVEZA . Member of the Board of Directors of TUI Aktiengesellschaft. 

Member of the Board of Directors of ООО  Т2 RTK Holding . Member 

of the Board of Directors of ОАО  AB  ROSSIYA . Member of the Board 

of Directors of ZAO  GK  Video International . Member of the Board 

of Directors of ZAO  National media group .

Education: Graduated in Law from the Moscow State University.

Vladimir 
Lukin

Role: Senior Vice President, Legal 
Affairs and General Counsel, Member 
of the Health, Safety and Environmen-
tal Committee.
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Experience:  Born in 1963. Mikhail worked at the International 

Moscow Bank between 1989 and 1993. From 1994, he was Trade 

Finance Director of Credit Suisse (Moscow). He has worked for 

Severstal since February 1997, fi rst as Head of Corporate Finance 

and from 1998 as Finance and Economics Director. Between  June 

2002  and  December 2013, he worked as Deputy CEO for Finance 

and Economics  for the Severstal Group. Between  2007  and 2008 he 

was Deputy CEO for Finance and Economics  at Severstal.

External appointments: Member of the Board of the Gazfond 

Non-Governmental Pension Fund . Independent Director and Mem-

ber of the Board of Directors of OAO  Mostotrest . CEO of ООО  Ma-

naging Company Т2 Rus . CEO of ООО  Financial Company Т2 Rus . 

CEO of ООО  Т2 RTK Holding .

Education: Mikhail graduated from the Moscow Institute of 

Finance.

Mikhail 
Noskov

Role: Non-Executive Director.

Board composition
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Board composition

Experience:  Born in 1940. After nearly 30 years as an executive 

with BP (British Petroleum Co plc), where he last held the position 

of CEO of BP’s downstream business and Managing Director on the 

Board of BP, Rolf held a number of directorships in global compa-

nies in Europe, such as Smith and Nephew plc, Reed Elsevier Group, 

TNT NV, Scania AB, John Mowlem plc and Management Consulting 

Group plc, as well as being on the Boards of family owned compa-

nies. Rolf was Senior Independent Director and Chairman of the 

Remuneration Committee of RusPetro plc.

External appointments: Chairman of the Supervisory Board 

of LANXESS AG. Vice-Chairman of the Advisory Board of HOYER 

GmbH. Deputy Chairman of the Supervisory Board of Biesterfeld 

AG. Member of the Advisory Board of KEMNA Bau Andrea GmbH + 

Co. KG.

Education: Rolf is an Economics graduate and holds a Doctorate of 

Hamburg University, where he also served as a lecturer. He was Ho-

norary Professor at the business school of Imperial College, London, 

and the Institut Francais de Petrol, Paris.

Rolf 
Stomberg

Role: Senior Independent Director, 
Chairman of the Nomination and Re-
muneration Committee, Chairman of 
the Health, Safety and Environmental 
Committee.
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Experience: Born in 1950. During his career, Martin has held senior 

executive positions in investment banking, industry and more 

recently private equity, where he was an Operational Managing 

Director of Terra Firma Capital Partners holding various senior Board 

positions in its portfolio companies. Prior to that, Martin was for 

a number of years the Group Finance Director of TI Group plc, a 

specialised engineering company in the UK FTSE 100 with activi-

ties in over 50 countries. Before that, he spent 20 years in invest-

ment banking, where he held a number of senior positions with SG 

Warburg & Co Ltd, Morgan Stanley and Dresdner Kleinwort Benson.

External appointments: Non-Executive Chairman of the National 

Exhibition Centre Group Ltd. Senior Independent Director and Chair-

man of the Audit Committee of Savills plc. Non-Executive Director 

and Chairman of the Remuneration Committee of Pennon Group 

plc. Non-Executive Director and Chairman of the Audit Committee 

of Shuaa Capital psc. Vice Chairman, Trustee and Director, Treasurer 

and Chairman of the Investment Committee of FIA Foundation for 

the Automobile & Society.

Education: Martin is a graduate in Physics, a Chartered Accountant, 

a Member of the Chartered Securities Institute and a Fellow of the 

Royal Society of Arts.

Martin 
Angle

Role: Independent Non-Executive 
Director, Chairman of the Audit Com-
mittee.

Board composition
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Board composition

Experience:  Born in 1951, Philip has extensive experience of advi-

sing international companies, including in the CIS.  Philip sits on 

a number of the Boards of  listed companies in the energy, soft-

ware and fi nancial services sectors. Philip qualifi ed as a Chartered 

Accountant and pursued a corporate fi nance career in investment 

banking providing capital markets advice, including on M&A 

transactions and fl otations. Over the past fi ve years he has also held 

Non-Executive Directorships at Hurricane Exploration plc, Cadogan 

Petroleum plc, Dana Petroleum plc, Arden Partners plc., Navigators 

Underwriting Agency Limited and IP Plus plc.

External appointments: Senior Independent director, Non-

Executive Director and Chairman of the Remuneration Committee 

of AVEVA Group plc. Non-Executive Director and Chairman of the 

Audit Committee of OJSC KazMunaiGas EP. Non-Executive Director 

and Chairman of the Audit Committee of The Parkmead Group plc. 

Non-Executive Director, member of the Audit Committee and mem-

ber of the Remuneration Committee of ZAO VTB Capital.

Education: Philip graduated from King’s College (London) in law.

Philip 
Dayer

Role: Independent Non-Executive Di-
rector, Member of the Audit Commit-
tee, Member of the Nomination and 
Remuneration Committee, Member of 
the Health, Safety and Environmental 
Committee.
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Experience: Born in 1955, Alun spent almost 37 years working 

for KPMG in London, Sydney, Cardiff, Hong Kong and Kazakhstan. 

He has extensive relevant experience both at Board level and in 

advisory roles. Having joined Peat, Marwick & Mitchell & Co (subse-

quently KPMG) in 1976, he was appointed a partner in 1988 sub-

sequently managing a number of practice areas including being 

managing partner of KPMG Kazakhstan from 2008 to 2013. He was 

a member of the audit committees of The Institute of Chartered 

Accountants in England and Wales (2004 to 2007), Business in the 

Community (2003 to 2005) and The Prince’s Trust (2001 to 2007).

External appointments: Non-Executive Director, Chairman of the 

Risk and Conduct Committee and member of the Audit Committee 

of Julian Hodge Bank Limited  and Hodge Life Assurance Company 

Limited.  Trustee and Director of Jane Hodge Foundation. Member 

of the Board of Directors, Chairman of the Audit Committee, mem-

ber of the Risk and Internal Controls Committee and Chairman of 

the Remuneration Committee of JSC Eurasian Bank.

Education: Alun holds a Master of Arts degree from Trinity College, 

Cambridge, where he studied Metallurgy and Materials Science; Fel-

low of the Institute of Chartered Accountants in England & Wales 

and Fellow of the Royal Society of Arts.

Alun 
Bowen

Role: Independent Non-Executive 
Director, Member of the Audit Com-
mittee.

Board composition
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Corporate governance statement

We are strongly committed to ensuring that our policies and prac-

tices refl ect a high standard of corporate governance and achieving 

our business objectives in an honest, transparent and accountable 

way. Severstal regards corporate governance as a key element un-

derpinning the sustainable, long-term growth of its business.

Severstal’s corporate governance system underwent major 

changes in preparation for the company’s London listing at the 

end of 2006. Going forward, Severstal is determined to develop 

and evolve in its corporate governance practices, continuing the 

process it began in 2006.

What are the governance initiatives we have implemented at 
Severstal?

We have continued to build on and strengthen the corporate 

governance initiatives instigated in 2006 in Severstal’s everyday 

operations.  New  processes and procedures that  have been put  in 

place, includ e :

1. Separating the roles of Chairman and CEO ;

2.  Appointing a Chairman who met the criteria for independence at 

appointment ;

3. Putting in place an independent Non-Executive Senior Director ;

4.  Having a Board that consists of ten members – 50 per cent of the 

Board consists of independent Non-Executives in accordance with 

the Russian and UK Corporate Governance Codes ;

5.  An audit committee consisting of three members, all of whom 

are independent non-executives  including members with relevant, 

recent fi nancial experience;

6.  A remuneration and nomination committee consisting of inde-

pendent non-executives and chaired by an independent Non-

Executive Senior Director ;

7. The introduction of a company Corporate Governance Code ;

8.  The adoption of the company’s new Charter, Regulations on 

Board Committees and Dividend Policy ;

9.  The implementation of a rigorous process of reviewing related 

party transactions, which are reviewed individually by each mem-

ber of the Board, with support from internal audit ; and

10. The instigation of insider dealing regulations.

The following initiatives further complement the above processes:

1.  Quarterly statements of Internal Audit and Risk Management to 

the Audit Committee prepared on the basis of International Stand-

ards for the Professional Practice of Internal Auditing (Standards) ;

2.  A new policy of information transparency (Severstal complies 

with the applicable laws of the Russian Federation and interna-

tional corporate governance standards and ensures a high level 

of interaction between all company shareholders, the Board of 

Directors and management) ;

3.  The participation of the independent auditor in all the meetings 

of the Audit committee, as well as separate meetings between 

the auditor and Audit committee members and its Chairman ;

4.  Separate regular meetings of independent directors with the 

company’s CEO ;

5.  A formal annual evaluation of the Board’s performance at 

both internal and external levels ; and

6. Non-scheduled site visits by the Chairman and Board members.

Wh ich corporate governance code do we observe?

Since the formation of its corporate governance standards, Sever-

stal continues to follow the requirements of:

1.  The Severstal Corporate Governance Code – available 

at www.severstal.com 

2.  The UK Corporate Governance Code, 2014 – available 

at www.frc.org.uk ; and

3.  Recommendations from the Corporate Governance Code (2014) 

approved by the Central Bank of Russia (CBR) and recommended 

for application by joint stock companies with listed securities – 

available at www.cbr.ru.

To which  corporate governance principles are we adhering to?

Severstal’s Corporate Governance Code has been prepared following 

the recommendations of the earlier Code of Best Practice set out in 

section one of the Financial Reporting Council’s Code on Corporate 

Governance, and is based on the following main principles:

• A solid commitment to full alignment with shareholders’ interests;

• A unifi ed, well-shaped business structure supported by a focused 

corporate strategy;

• A disciplined merger and acquisition strategy supported by a 

qualifi ed majority of Board members;

• A reliance on a stable, deep-rooted and incentivised manage-

ment team;

• Industry-leading disclosure practices and transparent corporate 

reporting; and 

• A solid platform for delivering superior, long-term returns to all our 

shareholders.

Along with the Corporate Governance Code and Charter of the 

company, the activities of Severstal’s management and supervisory 

bodies, as well as internal activities, are also governed by a set of in-

ternal corporate documents, including:

• General Shareholders Meeting Regulations (2006) ;

• Board of Directors Regulations (2014) ;

• Board Committees Regulations (2014) ;

• Internal Audit Commission Regulations (2006) ;

• General Director Regulations (2006) ; and

• Insider Information Regulations (2014).

The full set of the company’s documents is available online at www.

severstal.com. All principles and rules presented in the company’s 

documents are compliant with the UK Corporate Governance Code 

2014. Severstal has a ‘standard listing’ for its depository receipts on 

the London Stock Exchange.

In addition, Severstal complies with  Russian corporate governance 

law requirements and meets the corporate governance mandatory 

requirements of MICEX for Russian listed companies. In April 2014  

the Moscow Exchange transferred Severstal’s listing from Quotation 

List ‘B’ to the Quotation List ‘A’ of the First Level, which demands 

higher requirements  in corporate governance, transparency, disclo-

sure and liquidity of the stocks.
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Severstal is a member of the Russian Institute of Directors, the leading expert and resource centre  for corporate governance, established by 

the largest Russian companies to develop, incorporate and monitor standards of corporate governance in Russia.

How are we  structured in order to ensure good, strong governance?

Shareholder
Level

External Auditor

Internal Audit
Commission

Management
Level

1 Audit Committee members: Martin Angle (Chairman), Philip Dayer, Alun Bowen
2 Remuneration and Nomination Committee members: Rolf Stomberg (Chairman), Christopher Clark, Philip Dayer
3 Health, Safety and Environmental Committee members: Rolf Stomberg (Chairman), Philip Dayer, Alexey Mordashov, Vadim Larin, Vladimir Lukin

Board Level

General Meeting of
Shareholders

Audit Committee1

Remuneration and
Nomination Committee2

Health, Safety and 
Environmental 

Committee3

Internal Audit and Risk
Management Dept.

Company Secretary Board of Directors

Sole Executive Body
Managing organisation

AO «Severstal Management»

Governance calendar for 2014

Overall calendar of General Meetings of Shareholders, in-person Board meetings and Board committees meetings are shown below:

Governing bodies of the company Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

AGM V

EGM V V

In-person Board V V V V

Audit Committee V V V V

Remuneration and Nomination Committee V V V V

Health, Safety and Environmental Committee V V

General Meeting of Shareholders
What is the role of the General Meeting of Shareholders and 
what are its key responsibilities?

The General Meeting of Shareholders (“GMS”) sits at the top of 

Severstal’s hierarchical structure and represents the company’s 

overall governing body.

Severstal GMS is responsible for:

• The approval and amendment of the company’s charter ;

• The reorgani zation of the company ;

• The liquidation of the company, appointment of liquidation 

commission and approval of intermediate and fi nal liquidation 

balance sheets ;

• The determination of the number of members for the company’s 

Board, election of the Board members and the early termination 

of their powers ;

• The determination of the quantity, face value and category of 

declared shares and rights given by these shares ;

• Any increases in the company’s share capital by increasing the 

face value of shares or by placing additional shares ;

• Any reduction of the company’s share capital by reducing shares’ 

face value or by acquiring part of shares with a view to reduce 

their total quantity, or through redemption of the shares the 

company acquires or buys ;

• The formation of the company’s executive body and early termi-

nation of its authority ;

• The election of Internal Audit Commission’s members and the 

early termination of their powers ;

• The approval of the company’s auditor ;

• The payment (declaration) of dividends for the results of the fi rst 

quarter, half year and nine months of the fi nancial year ;

Corporate governance statement
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• The approval of annual statements, annual accounting and 

reporting documents, including profi t and loss accounts, as well as 

the distribution of profi t (including the disbursement of dividends, 

with the exception of profi t distributed as dividends for the results 

of the fi rst three quarters of the year) and distribution of the 

company’s loss at the end of a fi scal year ;

• The approval of conducting procedure for the GMS ;

• The split and consolidation of shares ;

• The approval of transactions as required by law ;

• The approval of major transactions as required by law ;

• The acquisition of placed shares ;

• The participation in fi nancial and industrial groups, associations 

and other commercial corporations ;

• The approval of internal documents regulating activities of the 

company’s bodies ;

• The submitting an application with delisting of the company’s 

shares and (or) the company’s issuable securities convertible to its 

shares ; and

• Other matters provided for by the Russian law and the company’s 

Charter.

Preparation for, and conducting of, Severstal’s GMS is provided for 

by the company’s Regulations for the General Meeting of Share-

holders.

When do we hold the GMS?

As required by Russian law and the company’s Charter, the Annual 

General Meeting of Shareholders (the AGM) shall be held no earlier 

than  two months and no later than  six months after the end of 

each fi scal year.

The Extraordinary General Meeting of Shareholders (the EGM) shall 

be held at the decision of the Board based on:

• The initiative of the Board of Directors itself ;

• The request of the Internal Audit Commission ;

• The request of the auditor ; and

• The request of a shareholder (s) of the company possessing in ag-

gregate no less than 10 per cent of the company’s voting shares 

on the date on which such a request is submitted.

The shareholders exercise their rights relating to the company’s 

management by voting at the GMS.

How do we inform our shareholders about the upcoming GMS?

According to the company’s Charter, the notice on conducting the 

GMS shall be made no later than 30 days prior to the date of the 

GMS. If the agenda of the EGM contains an item concerning the 

election of Board members, such a notice is to be published no later 

than 70 days prior to the date of the GMS.

Within the above mentioned period, the notice on the conducting 

the GMS is posted on the company’s offi cial website: www.severstal.

com.

Ballots for voting on items of the GSM’s agenda are forwarded 

to the company’s shareholders by registered mail no later than 

20 days before the GMS.

How do we inform our shareholders about the GMS resolu-
tions?

As required by the applicable Russian law and Severstal internal reg-

ulations, the resolutions taken by the GMS and GMS voting results 

may be announced at the GMS, in the course of which the voting 

was taken and shall be brought to the attention of shareholders  in 

the form of Voting Results Report.

The Voting Results Report is posted on the company’s offi cial web-

site (www.severstal.com) within  four business days after the date 

the GMS is closed or the end date for the receipt of voting ballots  in 

case the GMS is held in the form of absentee voting.

Moreover, the company discloses the resolutions taken at the GMS  

in the form of Corporate Action Notice as required by the applicable 

law.

What are the issues GMS approved in 2014?

On 11 June 2014, Severstal’s AGM approved the following:

1. The company’s Board members;

2.  The company’s Annual Report, Annual Accounting Statements in-

cluding the Income Statement Report for 2013;

3. Dividends for 2013 results in the amount of 3.83  roubles per 

share;

4.  Dividends for the 1 st quarter 2014 results in the amount of 

2.43  roubles per share;

5. The company’s Internal Audit Commission members;

6. The company’s Auditor;

7. Approval of the new edition of the company’s Charter; and

8.  Amounts of remuneration and compensation payable to mem-

bers of the company’s Board of Directors.

On 10 September 2014, Severstal’s EGM approved the following:

1.  Delegation of powers of the  company’s Sole Executive Body 

(General Director) to the managing organisation;

2. Early termination of powers of the  company’s General Director; 

and

3.  Dividends for half year 2014 results in the amount of 2.14  roubles 

per share.

On 14 November 2014, Severstal’s EGM approved the following:

1.  Dividends for 9 months 2014 results in the amount 

of 54.46  roubles per share;

2. The new edition of the company’s Charter; and

3.  The company’s new edition of the Regulations for the Board of 

Directors.

More information and materials for Severstal GMS and its dividend 

pay-out history is available at www.severstal.com.

The Board of Directors
What is the role of our Board of Directors and what are its key 
responsibilities?

Severstal’s Board of Directors is responsible for the general manage-

ment and performance of the company’s operations, including the 

discussion, review and approval of its strategy and business model, 

Corporate governance statement



64

COMPANY OVERVIEW STRATEGY PERFORMANCE SUSTAINABILITY GOVERNANCE FINANCIAL STATEMENTS ADDITIONAL INFORMATION

Severstal
Annual Report  2014

and closely monitoring its fi nancial and business operations both by 

segment and as a whole.

The Board’s main objective is to run the company in a way that  in-

creases shareholder value in the medium and long term. Short-term 

fi nancial and operational issues, such as debt levels and costs, also 

receive close attention.

The Board’s decisions are based on the best interests of all stake-

holders. This can mean making diffi cult decisions in complex situa-

tions.

The Board is also responsible for disclosure and dissemination 

of information about the company’s operations, for implementing 

the company’s information policy and for matters dealing with the 

company’s insider information.

The Board has authority in decisions concerning major aspects of 

Severstal’s activity, except in matters within the competence of the 

GMS.

Key responsibilities of  the Board of Directors:

1. The company’s strategic direction;

2. The approval of issues relating to calling and holding the GMS, 

which fall within its competence under the applicable law;

3. The placement of the company’s additional shares, bonds and 

other issued securities in cases provided by law;

4. The approval of the price (estimated value) of assets, the price 

of placement or procedure for its determination and redemption 

of issued securities;

5. The acquisition of shares placed by the company, bonds and 

other securities;

6. The Internal Audit Commission and auditor fees;

7. The recommendation of dividend amounts for approval by the 

GMS;

8. The use of the emergency fund and other funds of the company;

9. The approval of the company’s Corporate Governance Code 

and internal documents regulating Board Committees’ activity 

and insider relations;

10. The dividend policy;

11. The opening of the company’s branches and representative of-

fi ces and their liquidation;

12. The approval of the company’s registrar and contract relations 

with it;

13. The approval of major transactions and transactions with inter-

ested parties as required by the applicable law;

14. The approval of transactions where the amount exceeds 10 per 

cent of Severstal assets’ book value on the date such a transaction  

is agreed;

15. The approval of transactions to acquire: (i) shares or participa-

tion interests, or rights to manage such shares or participation  

interests, (ii) fi xed or intangible assets if the amount of the transac-

tion specifi ed in sub-clauses (i) or (ii) exceeds the equivalent of 

US$500 million;

16. The review of the consolidated budget and submission of ap-

propriate recommendations;

17. The review of the appointment and compensation policy appli-

cable to the company’s senior executives and the issue of recom-

mendations regarding such policy;

18. The submission of an application for listing of the company’s 

shares and (or) issuable securities convertible to shares; and

19. Other matters provided for by the Russian law and the com-

pany’s Charter.

The Board’s activity is regulated by Russian law, the company’s 

Charter (2014) and Regulations for the Board of Directors (2014).

Who is on our Board?

According to the company’s Charter, Severstal’s Board comprises 

ten members. Our Board has a strong independent element. Its 

current structure represents a balance between the Chairman 

(Christopher Clark), fi ve Independent Non-Executive Directors in-

cluding the Chairman, who met the independence criteria on his 

appointment as required by the UK Corporate Governance Code, 

2014 (Christopher Clark, Rolf Stomberg, Martin Angle, Philip Dayer 

and Alun Bowen), one Non-Executive Director (Mikhail Noskov) and 

four Executives (Alexey Mordashov, Vadim Larin, Alexey Kulichenko 

and Vladimir Lukin). Severstal strongly believes that maintaining 

such a balance on the Board is a prerequisite for good decision-

making and governance.

The proportion of Independent Non-Executive Directors on the 

Board guarantees equal regard for the interests of all shareholders. 

The Board considers all of its Independent Non-Executive Directors 

to be independent, in line with the UK Corporate Governance Code, 

2014.

Details of our Directors can be found in their biographies.

Board composition

Executives 40%

Non-Executives 60%

Independent 50%

Male 100%

Female 0%

The Board reviews the independence of all Independent and Non-

Executive Directors annually, and has determined that all such direc-

tors are independent and have no cross-directorships or signifi cant 

links, which could materially interfere with them exercising their  

independent judgment. The company’s Independent and Non-

Executive Directors play a leading role in corporate accountability 

and governance through their membership and participation in the 

Board committees.

How are the roles of Chairman and CEO clearly differentiated?

The roles of the company’s Chairman and CEO are separate and 

their responsibilities are clearly defi ned in the company’s organisa-

tional documents and are regulated by law.

Christopher Clark is Severstal’s Chairman of the Board of Direc-

tors. The Board Chairman is elected from among its members by a 

majority vote.

The Board Chairman’s role is to:

• Lead the Board and with other members of the Remuneration 
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and Nomination Committee lead the recruitment of new direc-

tors;

• Ensure constructive relations between Executive and Non-Execu-

tive Directors;

• Ensure that all Board members are able to maximi ze their contri-

bution to the Board;

• Provide strategic insight from his wide-ranging business experi-

ence and contacts built up over many years;

• Provide a sounding Board for the CEO on key business decisions 

and challenge proposals where appropriate;

• Preside over the GMS; and

• Meet with shareholders on governance matters and be an 

alternative point of contact to the CEO for shareholders on other 

matters.

The Chief Executive Offi cer’s role is to:

• Lead the business and the rest of the management team;

• Lead the development of the company’s strategy with input from 

the rest of the Board;

• Lead the management team in company acquisitions and new 

build decisions;

• Ensure organi zation, status and accuracy of the company’s 

accounting practices and the timely provision of appropriate 

authorities with fi nancial reports;

• Bring matters of particular signifi cance or risk for discussion and 

consideration of the Board if appropriate;

• Be the principal public face of the company with shareholders, 

customers, suppliers and the industry in general; and

• Cooperate with the company’s trade unions to protect the inter-

ests of the company’s employees and communicate with state 

and municipal authorities.

Why is our Board the right team to deliver long-term success 
to the business?

The Severstal Board, which comprises ten members, has a majority 

of Independent Non-Executive Directors, whose role is to properly 

challenge the management team. Their ability to act as a check 

and balance is underlined by the high calibre nature and broad 

experience of our Non-Executive Directors.

Severstal’s Chairman is Christopher Clark, who previously had a 

career spanning over 40 years at Johnson Matthey plc, the specialty 

chemicals and precious metals  group. Christopher previously chaired 

RusPetro plc, an independent oil and gas producer conducting oil 

exploration and production activities in the Krasnoleninsk fi eld  in 

Western Siberia, one of the largest oil producing regions  in Russia.  

He earlier chaired Associated British Ports, Urenco Limited and 

Wagon plc.

Severstal’s Senior Independent Director is Rolf Stomberg. Rolf is 

Chairman of the Nomination and Remuneration committee and 

Health, Safety and Environment committee on Severstal’s Board, 

and was previously a senior executive with BP for more than 

30 years, as well as a director of medical technology group Smith & 

Nephew. Rolf is Chairman of the supervisory Board of LANXESS, a 

global chemical company.

The other independent directors are: Martin Angle, a highly respect-

ed  investment banker, who has Board level experience at a number 

of listed companies; Philip Dayer, who has an impressive fi nancial 

background and an extensive experience of advising international 

companies, including in the CIS; and Alun Bowen, who has an 

outstanding career at KPMG over many years and has an extensive 

relevant experience both at Board level and in advisory roles includ-

ing being a member of the  Board of Directors Eurasian Bank JSC.

Ronald Freeman and Peter Kraljic, who have each served as Non-

Executive Directors for almost 8 years, and made a signifi cant con-

tribution to the success of the company signifi cant achievements in 

corporate governance, retired from the Board based on the decision 

of the AGM as of 11 June 2014.

What have we done in 2014 to set best corporate governance 
standards?

In November 2014, Christopher Clark and Alexey Mordashov led 

Severstal’s senior management team in London at the company’s 

annual Capital Markets Day. The company ’s senior management 

highlighted Severstal ’s recent achievements: A) solid progress on  its 

cost position due to cost optimi sation at its steel and mining opera-

tions; B) EBITDA margin exceeded the company ’s targets of 20 %; 

C) Severstal managed to increase free cash fl ow (“FCF”) (partly also 

due to the recent sale of the North American assets); D) capex was 

minimi sed to below USD 1.0 bn in FY 2014 ; E) Severstal s net debt/

EBITDA was reduced to 0.4 x in 3 Q 14. On the back of the above 

mentioned improvements, Severstal changed its dividend policy 

stating that if net debt/EBITDA is below 1.0 x the company will  

increase  its dividend payout ratio to up to 50 % of the FCF. In addi-

tion, the company reiterated its strategic target of maximi sing FCF 

and shareholder returns via a focus on sales effi ciency and customer 

care, cost optimi sation of operations and “smart” capex. Customer 

care projects become a centre rpiece of Severstal’s strategy going 

forward. More details are available at www.severstal.com.

In December 2014, the Grand Ceremony of 2014 National Director 

of the Year award took place in Moscow hosted by the Independent 

Directors Association, the Russian Union of Industrialists and En-
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trepreneurs, The Moscow Stock Exchange, PwC and OAO Sberbank. 

The award recognises the contributions of Directors to the develop-

ment of corporate governance in Russian companies.

Christopher Clark, Chairman of Severstal’s Board of Directors, has 

been named the winner of the National Director of the Year – 2014  

awards. The award category is Best Chairman of the Board of Direc-

tors: Contribution to the Development of Corporate Management.

Two further members of Severstal’s Board of Directors, Rolf Stomb-

erg and Martin Angle, were also recognised among the 50 Best In-

dependent Directors alongside Christopher Clark this year.

At the same ceremony, Severstal  was named winner of the annual 

award for Active Corporate Policy in Information Disclosure, by 

news agencies Interfax and AK&M, which are authori sed to disclose 

corporate  information for the stock market.

The Active Corporate Policy of Information Disclosure award was 

established by Interfax and AK&M in 2003. The award recognises 

those companies that issue securities and are distinguished by their 

provision of full and timely disclosure to potential investors.

The judging panel, comprising representatives from Interfax and 

AK&M. as well as the Bank of Russia, the Moscow Stock Exchange 

and the Russian Financial Communications and Investor Relations 

Association (ARFI), recogni zed Severstal’s commitment to full and 

timely disclosure and noted the company’s website as one of the 

best examples for investor communications. Severstal is consistently 

among the fi rst listed companies in Russia to publish its fi nancial 

reports and the  company holds Capital Markets Days and confer-

ence calls for investors on a regular basis.

Severstal’s Independent Directors have previously won numerous 

laureates in the Director of the Year award category, in particular:

• 2013 – Christopher Clark, Chairman of Severstal’s Board of Direc-

tors, was recognised as one of the best three Chairmen of the 

Boards of Directors in Russia. He was recogni zed as one of two 

laureates in the Best Chairman of the Board of Directors category 

at the National Director of the Year awards ceremony. More de-

tails are available at www.severstal.com and www.directorgoda.ru

• 2012 – all fi ve of the company’s Independent Board members and  

its Corporate Secretary were named amongst the 50  best  Inde-

pendent Directors, the 25 Best Chairmen of the Board of Directors, 

and the 25 best Corporate Secretaries categories. More details are 

available at www.severstal.com and www.directorgoda.ru

• 2011 – Ronald Freeman, Independent Non-Executive Director 

and Member of the Audit Committee, was honoured as one of 

the best in the nomination of Independent Director 2011

• 2008 – Rolf Stomberg, Senior Independent Director, was hon-

oured as one of the best in the nomination  Independent Director 

2008  and Oleg Tsvetkov, Corporate Secretary of  PAO Severstal, 

became the winner in the nomination “Corporate Governance 

Director – Corporate Secretary 2008”

What is the process for appointing new Directors to the 
Board?

Each member of the company’s Board must be an individual.

Members of the Board shall:

• Act conscientiously and responsibly in the best interests of all 

shareholders and the entire company;

• Be possessed of appropriate professional skills;

• Devote suffi cient time to the performance of their duties as a 

member of the Board so as to work effi ciently;

• Once elected, give up representation of the interests of any group 

of persons in relation to the company, and act only in the best  

interests of all shareholders and the entire company ; and

• Disclose in good faith full information about their interest in any 

transactions into which the company intends to enter 

Our Board members are elected by the company’s shareholders 

through cumulative voting at the GMS, for a term of offi ce until the 

next AGM.

At cumulative voting, the votes of each shareholder are multiplied 

by the number of persons to be elected to the company’s Board. A 

shareholder may give all of its votes to one candidate or distribute 

them between two or more candidates. Candidates with the great-

est number of votes are considered elected. If a Board member 

elects to terminate their term of offi ce. the whole body of the Board  

is to be re-elected at a GMS. Those elected to the company’s Board 

may be re-elected an unlimited number of times.

Directors new to the Board are given background information on 

the company when they take offi ce. This includes details of the 

company’s operations and procedures, as well as information on 

what  is required from them in their role according to the company’s  

internal documents. This includes Severstal’s Corporate Governance 

Code, applicable corporate governance law, and descriptions of 

best practice to help ensure their early effective contribution to the 

company.

What has the Board done during 2014?

Meetings of the Board of Directors are held in person or in absentia 

when necessary.

Board meetings are convened by the Board Chairman at the Board’s 

own  initiative, at the request of the company’s Board member, 

Internal Audit Commission, Auditor, executive body or shareholder 

(s) possessing in aggregate at least two per cent of the company’s  

voting shares.

In 2014, Severstal’s Board of Directors held  four meetings in person 

and 42 meetings in absentia.

These are the key issues reviewed by the Board in 2014:

• Approval of Insider Regulations, Regulations for the Board Com-

mittees, Dividend Policy in the new edition;

• Appointment of the company’s Corporate Secretary;

• Proposals from the company’s shareholders with candidates to 

the company’s Board of Directors ;

• Board proposal with the list of candidates to the company’s 

Board of Directors, Internal Audit Commission and auditor for 

approval by the company’s shareholders at the GMS;

• Issues relat ed to convocation and conducting of the company’s 

GMS;

• Recommendations to the GMS on the amount of dividends to be 

paid out ;

• Annual Report for 2013 preparations;

• Approval of the Auditor’s fee;
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Member of the Board Number of Board in-

person meetings possible

Number of Board meet-

ings attended

Audit Committee meet-

ings attended (out of 

4 meetings)

Individual attendance 

of Remuneration and 

Nomination Committee 

meetings attended (out 

of 4 meetings)

Health, Safety and En-

vironmental Committee 

meetings attended (out 

of 2 meetings)

Christopher Clark 4 4 43 4 23

Rolf Stomberg 4 3 33 3 2

Martin Angle 4 4 4 43 23

Philip Dayer1 2 2 2 2 2

Alun Bowen1 2 2 2 23 23

Alexey Mordashov 4 4 - 44 -

Mikhail Noskov 4 4 23 - -

Vadim Larin 4 4 13 - 2

Vladimir Lukin 4 4 13 - 2

Alexey Kulichenko 4 4 43 - -

Ronald Freeman2 2 1 1 13 -

Peter Kraljic2 2 2 2 23 -

1 New Board members elected to the Board of Directors at the company’s AGM held on 11 June 2014
2 Board members who left the Board after the company’s AGM held on 11 June 2014
3 means that the specifi ed Director is not a member of the Committee, although he attended the meeting at the invitation of the Chairman of the Committee
4 A Board member stepped out of the committee starting from 20 June 2014

Corporate governance statement

Moreover, Independent Non-Executive Directors meet separately 

during the year. There were four such meetings in 2014.

Board and Committee members have direct and continuous access to 

Board and Committee materials via an electronic system, which also 

serves as an archive for Board and Committee materials – and as a 

way for members to vote in Board meetings from  remotely locations.

How do we ensure we have an effective Board?

The Board makes an annual self-evaluation of its performance, 

based on the individual contribution of each Board member, and on 

an external evaluation once every three years, as required by the UK 

Corporate Governance Code, 2014.

The Board performed a self-evaluation of its performance in 2014, 

 based on the individual contribution of the Board members. The 

performance evaluation questionnaire contained three sets of 

questions relating to the Board composition and structure, Board 

meetings and core processes and Board engagement with the com-

pany’s business issues. There was a positive dynamic in the Board 

performance during 2014, which was driven by active participation 

of  Independent Directors in the Board and Board committees’ 

activities.

The Board members sing ed out several strong characteristics of the 

Board in 2014, which were :

• An appropriate number of the Board members ;

• Good interaction between the Audit Committee and the Board ;

• Effective performance of the Board Secretary ;

• Incisive review of the  company’s fi nancial performance ; and

• High value of the management team by the Board.

The Board underlined some areas for improvement, which were: 

• The Board and CEO’s succession should be evaluated in a more 

suffi cient depth ;

• The Board should communicate more closely outside the Board 

meetings ; and

• The Board should dedicate more time to identifying  its own  

improvement opportunities.

• Approval of the company’s fi nancials for FY2013, 1 Q2014, 

1 H2014 and 9 M2014;

• Issues relat ed with operating results of the company’s divisions;

• Issues relat ed with the company’s strategic options;

• Election of the Board Chairman, Senior Independent Director and 

members of the Board Committees;

• Sale of the company’s North American facilities: Severstal Colum-

bus, LLC, Severstal Dearborn, LLC subsidiaries (collectively known 

as Severstal North America) and PBS Coals Inc.;

• Proposal to transfer powers of the company’s Sole Executive Body 

(CEO) to a managing organisation;

• Issues relat ed with the company’s bonds;

• The company’s budget for 2015;

• Approval of contractual conditions with the managing organisa-

tion; and

• The transactions with interested parties

The attendance of the company’s directors at the in-person meet-

ings of the Board and its committees during 2014 is shown below:
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What is the role of our Senior Independent Director?

Rolf Stomberg is Severstal’s Senior Independent Director, Chair-

man of the Remuneration and Nomination Committee and Health, 

Safety and Environmental Committee.

The Senior Independent Director’s role is to:

• Provide a sounding Board for the Chairman ;

• Coordinate communication of Independent Directors ;

•  Liaise with the Board Chairman ;

•  Act as an advisor for the Chairman to ensure effi cient activity of 

the Board ;

•  Ensure that appropriate succession planning procedures are in 

place in relation to the Board Chairman’s succession ;

•  Meet annually with Independent Directors to appraise the Chair-

man’s performance, taking in account the views of Executive Direc-

tors, and on such other occasions as are deemed appropriate ; and

•  Be available to shareholders if they have concerns which have not 

been or cannot be resolved through contact with the Chairman or 

the  company’s executive body.

What is the role of our Corporate Secretary?

The Corporate Secretary ensures Severstal’s compliance with the 

requirements of applicable law, the company’s Charter and internal 

documents regulating the needs and interests of the company’s 

shareholders. The Corporate Secretary is responsible for safeguarding 

the rights and interests of shareholders, as well as establishing   trans-

parent and effective regulations to secure the rights of shareholders.

The Corporate Secretary’s role is to:

• Facilitate activities of the Board and its committees;

• Keep the Board and its committees informed on governance 

matters;

• Facilitate the induction of new directors to the Board;

• Arrange preparation and holding of the company’s GMS;

• Ensure disclosure of information as required by the applicable 

law;

• Assist in the ongoing development of the company’s policies; and

• Ensure communication with the company’s shareholders, GDR 

holders as well as Russian and Foreign stock market regulators.

Oleg Tsvetkov stepped down as Corporate Secretary of the compa-

ny in January 2014. The Board of Directors approved his resignation 

and thanked him for his commitment and hard work during his time 

with the company.

The Board of Directors appointed Artem Bobulich as Corporate 

Secretary of Severstal since 20 January 2014. Artem has been work-

ing in the company’s Corporate Secretary Team of the Legal Affairs 

Directorate since 2007.

What is our remuneration and compensation policy for the 
Board?

By the decision of the GMS, Board members may be paid a remu-

nerations during execution of their duties, and    expenses incurred  

in connection with their functions as Board members may be 

reimbursed. The amount of such remuneration or compensation  is 

to be approved by the decision of the GMS only. Should any Board 

member decide to resign before their term of offi ce expires, such a 

Board member is paid pro rata in proportion to the term of offi ce 

that expired prior to resignation.

We reimburse our Board members’ expenses incurred in connection 

with the performance of their duties as Board members, including 

transport, accommodation and mailing costs, as well as costs relat-

ing to the translation of company documents or materials that they 

are provided with.

What is our share capital structure?

Severstal share capital comprises ordinary shares with a nominal  

value of RUB 0.01 each. The authorised share capital of Severstal as 

of 31 December 2014 comprised 837,718,660 issued and fully paid 

shares.

All Severstal shares carry equal voting and distribution rights. There 

are no restrictions or limitations on voting rights for holders of 

Severstal shares and GDRs.

Equity capital structure as at December 31, 2014
Share, % Shareholders 

equity capital

Alexey Mordashov* 79.17%

Institutional investors and employees 20.83%

Total 100%

*  Through participating in Severstal’s privatisation auctions and other purchases, Alexey 

Mordashov (the ‘Majority Shareholder’) had purchased shares in Severstal such that 

as at 31 December 2014 he controlled indirectly 79.17 % of Severstal’s share capital.

What are the recent changes to the company’s Charter?

Severstal’s Charter and any other internal documents regulating to 

the activities of the  company’s governing bodies, can be amended 

or adopted in a new edition by the resolution of the GMS only, as 

required by the applicable law of Russia and the company’s Charter. 

Decision on the company’s Charter amendment or its adoption  in 

the new edition is taken by a qualifi ed majority shareholder  vote at 

the GMS.

In order to bring the company’s Charter in line with the Russian law 

and MICEX rules, the AGM approved new editions of the company’s 

Charter on 11 June 2014 and 14 November 2014.

The new edition of the Charter and Charter Amendments are avail-

able at www.severstal.com.

The Board Committees
What are the Committees of our Board and what do they do?

Severstal’s Board of Directors includes the following committees:

• Audit Committee;

• Remuneration and Nomination Committee ; and

• Health, Safety and Environmental Committee.

The Board Committees serve as consultative and advisory bodies 

that deal with issues raised by the Board. Committees may not act 

on behalf of the Board and are not considered to be management 

bodies of the company. They have no powers in relation to mana-

ging the company.

Committee meetings are held as and when necessary, but at least 

three times a year (except for the Health, Safety and Environmental 
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Committee, which meetings shall be held at least twice a year). 

They are held apart from the Board meetings so that extra atten-

tion can be given to discussing issues, which require preliminary 

Board consideration prior to approval by the Board members, and 

determine the necessity of the Board’s approval for a specifi c issue.

Decisions of each Committee are taken by a majority vote of all 

Committee members taking part in the meeting. Each member has 

one vote and the Committee Chairman has  a casting vote  in the 

event of a tie.

Activity of Severstal Committees is regulated by the Regulations 

for the Board Committees. Please refer to www.severstal.com for 

more information.

The Audit Committee
Who is on our Audit Committee?

The Audit Committee consists of three Independent Non-Executive 

Directors.  They are:

1. Martin Angle (Chairman);

2. Philip Dayer; and

3. Alun Bowen.

Details of the above Audit Committee members can be found in 

their biographies.

In accordance with its terms, the Committee has suffi cient recent 

relevant fi nancial experience, and the overall skills required for fi nan-

cial statements, business risk analysis and fi nancial management 

skills. No senior executive of the company shall be a member of the 

Audit Committee.

What is the role of the Audit Committee and what are its key 
responsibilities?

The Audit Committee assists the Board of Directors in monitoring 

the company’s risk management processes and control environ-

ment, and  in reviewing the company’s annual and quarterly fi nan-

cial statements and audit.

In its work, the Audit Committee also:

1.  Exercises control to ensure completeness, accuracy and adequacy 

of the  company’s fi nancial statements;

2.  Ensures independency and objectivity of external and internal 

audit’s activities;

3.  Evaluates candidates put forward as the company’s external 

auditors and makes recommendations to the Board regarding the 

selection of external auditors;

4.  Develops recommendations to the Board regarding external audi-

tors’ fees;

5.  Reviews the scope and results of the auditors’ work and their 

opinion and its effi ciency and objectivity and  monitors the  

independence of the external auditor, taking into account the 

applicable requirements of professional and regulatory bodies  in 

Russia and the UK;

6.  Reviews the company’s quarterly and annual fi nancial state-

ments, changes in accounting policies and practices, as well as 

material adjustments, if any, arising from the Audit, before the 

fi nancial statements are submitted to the Board for approval and 

publication;

7.  Reviews any other statements to be published which may relate 

to the fi nancial performance of the company, prior to their recom-

mendation to the Board for approval;

8.  Controls reliability and effi ciency of risk management, internal 

control and corporate governance systems;

9. Monitors the internal audit function;

10.  Monitors and controls the compliance policy for auditors supply-

ing non-audit services;

11.  Controls effi ciency of the company’s alerting system for poten-

tial frauds from the company’s employees (including dishonest 

use of insider or confi dential information) and third parties, as 

well as any other violations in the company’s activities and  con-

trol the actions taken by the company’s executive management 

within such a system; and

12.  Analyses material changes to applicable law that affect the 

company’s fi nancial statements, and any fi ndings of supervisory 

bodies and court proceedings.

The Audit Committee also prepares its own evaluation of the audi-

tors’ opinion on fi nancial statements and provides this evaluation to 

the company’s Board and the AGM.

To ensure that the company’s fi nancial and business operations 

are monitored effi ciently, external auditors with no interests in the 

company are employed to provide an independent opinion on the 

fi nancial statements. The Audit Committee monitors the auditor’s  

independence. The external auditor lead partner always participates  

in the meetings of the Audit Committee, reviewing the company’s 

quarterly and annual results. Audit Committee members meet the 

external auditor regularly, without management, to discuss matters 

arising from the audit and review process. There were four such 

meetings in 2014.

Severstal’s books and records are audited in compliance with the re-

quirements of statutory law and International Standards on Audit-

ing  issued by the International Auditing and Assurance Standards 

Board (IAASB), with respect to fi nancial statements prepared under  

International Financial Reporting Standards (IFRS).

Such an audit takes place annually and, as of the fi rst, second and 

third quarter of 2014, the company’s interim condensed fi nancial 

statements, prepared in accordance with International Financial 

Reporting Standard IAS 34 Interim Financial Reporting, are also 

reviewed  in accordance with International Standard on Review 

Engagements 2410 Review of Interim Financial Information Per-

formed by the Independent Auditor of the Entity.

What has the Audit Committee done during 2014?

The Audit Committee met four times in 2014. The Chairman of the 

Audit Committee is continually in touch with the Board Chairman, 

the external audit lead partner, the company’s CFO and Head of  

Internal Audit.

These are the key issues reviewed by the Audit Committee in 2014:

• Severstal’s fi nancial statements for FY2013, Q1, H1 and 9 M of 

2014;

• External Auditor’s Report to Severstal’s RAS fi nancial statements 

for FY2013 ;

• Group’s tax function;
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• Transactions with interested parties in 2013;

• Internal Audit Plan;

• Internal Audit report for FY2013, Q1, H1 and 9 M of 2014;

• Internal control environment in Severstal divisions; and

• Severstal Business Standard project implementation.

Individual attendance of the Audit Committee meetings by  its 

members is shown on the page  67.

The Remuneration and Nomination Committee
Who is on our Remuneration and Nomination Committee?

The Remuneration and Nomination Committee consists of three  

Independent Non-Executive Directors. Currently the Remuneration 

and Nomination Committee comprises:

1. Dr. Rolf Stomberg (Chairman);

2. Christopher Clark; and

3. Philip Dayer.

Details of the above Committee members can be found in their 

biographies.

What is the role of the Remuneration and Nomination Com-
mittee and what are its key responsibilities?

The Remuneration and Nomination Committee’s role is to help the 

company engage qualifi ed professionals to manage the company, 

and create the incentives necessary to ensure their successful work 

for the company. It also reviews remuneration and compensa-

tion for the company’s senior managers and Independent Board 

members.

The Remuneration and Nomination Committee:

1.  Develops general recommendations for the Board on selecting 

nominees to the Board, proposed by the Board;

2.  Conducts preliminary evaluations of potential nominees to the 

Board and provides the Board with recommendations;

3.  Informs the Board of any potential nominees to the Board  of 

which it  is aware  and recommends individual persons for nomina-

tion or election to the Board;

4.  Issues an opinion as to whether a person nominated to the Board 

qualifi es as an Independent Director;

5.  Develops recommendations for shareholders to vote on election 

of candidates to the company’s Board of Directors;

6.  Conducts an annual evaluation of the effi ciency of the company’s 

Board of Directors and its members and  determines priority direc-

tions to strengthen the company’s Board of Directors;

7.  Plans appointments of the personnel, ensuring appropriate suc-

cession, and the company’s CEO and  develops recommendations 

for the Board of Directors on candidates to the position of CEO 

and Corporate Secretary;

8.  Develops the system of remuneration and other payments made 

by the company or at the company’s expense (including life and 

health  insurance, and pension plans) for Board members, based 

on members’ personal contributions to the company’s strategic 

objectives;

9.  Develops and periodically revises the company’s policy on nomi-

nation and remuneration of members of the Board and CEO and  

monitor  its implementation and execution;

10.  Reviews the Board members’ performance, including the advis-

ability of nominating respective Board members for another 

term  in offi ce;

11.  Provides the Board with recommendations regarding the mate-

rial terms of the CEO’s contract;

12.  Develops conditions for premature termination of the labour 

contract with the company’s CEO;

13.  Conducts preliminary evaluation of the company’s CEO’s 

performance based on annual results in accordance with the 

company’s remuneration policy;

14.  Develops recommendations for the Board of Directors on deter-

mination of the amount of remuneration and bonus principles 

for the company’s Corporate Secretary; and

15.  Reviews  information furnished by the Board members – to be 

disclosed  in accordance with applicable law or the Charter – for 

establishing whether such Board members have an interest  in 

any decisions of the company, as well as information related to 

the circumstances preventing the aforementioned offi cers from 

effi ciently discharging their duties as members of the Board, 

and any circumstances entailing their loss of independence as 

a  member of the Board.

What has the Remuneration and Nomination Committee 
done during 2014?

The Remuneration and Nomination Committee met four times in 

2014. The Chairman of the Remuneration and Nomination Com-

mittee is in regular contact with the company’s CEO and Sen-

ior Vice-President of Human Resources.

These are the key issues reviewed by the Remuneration and Nomi-

nation Committee in 2014:

• Long-term incentive plan;

• The company’s bonus scheme;

• Succession planning for the Non-Executive Directors; and

• Executive remuneration structure.

Individual attendance of Remuneration and Nomination Commit-

tee meetings by its members is shown on  page  6 7.

Health, Safety and Environmental Committee
Who is on our Health, Safety and Environmental Committee?

The Health, Safety and Environmental Committee was formed by 

the Board in June 2013 and comprises :

1. Rolf Stomberg (Chairman);

2. Philip Dayer;

3. Alexey Mordashov;

4. Vadim Larin; and

5. Vladimir Lukin.

Details of the abovementioned Committee members can be 

found in their biographies.
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What is the role of the Health, Safety and Environmental 
Committee and what are its key responsibilities?

The Health, Safety and Environmental Committee  assists the Board  

in obtaining assurance that appropriate systems are in place to deal 

with the management of health, safety and environmental risks.

The functions of the Health, Safety and Environmental Committee  

include:

• To advise the Board of Directors on safety policy and the estab-

lishment of safety procedures including the reporting system to 

the company’s executive body and through the executive body to 

the Board of Directors;

• To review the safety performance of the company and its constit-

uent parts against targets as established either by the Company’s 

Board of Directors or its executive body;

• To review major safety incidents and advise on lessons learnt 

and/or sanctions to be applied ;

• To initiate and review comparisons with best safety and environ-

mental practice;

• To advise the Board of Directors on environmental policies, the 

establishment of procedures and practices and the reporting sys-

tem on environmental performance to the  company’s executive 

body and through the executive body to the Board of Directors;

• To review the environmental performance of the  company and  its 

constituent parts against targets as established by the Board of 

Directors or its executive body, as well as compliance with legal ob-

ligations or objectives and restrictions set by the authorities; and

• To review major environmental incidents or breaches of com-

pliance and to advise on lessons learnt and/or sanctions to be 

applied.

What has the Health, Safety and Environmental Committee 
done during 2014?

The Health, Safety and Environmental Committee met  twice  

in  2014.

These are the key issues reviewed by the Health, Safety and Environ-

mental Committee in 2014:

• Hotbeds of danger and safety statistics by the company’s divi-

sions;

• Health, safety and environmental issues; and

• Ecology compliance.

Individual attendance at Health, Safety and Environmental Com-

mittee meetings by its members is shown on  page  67.

Sole Executive Body
What is the company’s Sole Executive Body?

The authority of the company’s Sole Executive Body is exerci zed by 

the Chief Executive Offi cer/General Director of the  company.

Upon decision of the GMS, the powers of the  company’s Sole Execu-

tive Body can be transferred to a commercial organisation (manag-

ing organisation) on a contract basis. The GMS may take such a 

decision on the proposal of the company’s Board of Directors only.

Severstal’s shareholders approved a resolution to transfer the 

powers and responsibilities of  PAO Severstal’s Executive Manage-

ment Team , including those of its CEO, Alexey Mordashov, to a new 

management company, called Severstal Management, effective 

from 1 January 2015.

This change is in line with the  company ’s stated strategic focus 

of optimi sing its management structure and further enhancing 

management effi ciency and transparency. Severstal Management 

will enhance the effi ciency and transparency of Severstal and  its 

subsidiaries by reducing management layers, centralising  certain 

administrative functions and removing duplication. Alexey Mor-

dashov   head s  Severstal Management from December 2014.

The competence of the management organisation shall cover all is-

sues of the  company’s current operations management except for 

the issues within the competence of the  company’s General Meet-

ing of Shareholders and the Board of Directors.

More details on the company’s managing organisation is available 

at www.severstal.com.

Supervisory Bodies of the Company
What are the company’s supervisory bodies?

Severstal supervisory bodies are as follows:

• Internal Audit Commission; and

• External Auditor.

What is the role of the company’s supervisory bodies and 
what are their key responsibilities?

Internal Audit Commission

Severstal’s Internal Audit Commission is a full-time internal control 

body that supervises the company’s fi nancial and business opera-

tions, to obtain adequate assurance that the company’s operations 

are  in full compliance with Russian law, to make sure the rights of 

the company’s shareholders are observed  and that the company’s 

reports and accounts have no material mis-statements. The  Internal 

Audit Commission acts in the best interests of shareholders and 

reports to the GMS.

Our Internal Audit Commission comprises three persons. They are 

elected for a period until the next AGM. Members of the Internal 

Audit Commission cannot be members of the company’s Board and 

occupy any other position in the company’s management structure 

at the same time.

Severstal’s Internal Audit Commission was re-elected by the AGM  in 

June 2014 in the following body:

1. Nikholay Lavrov (Chief Audit Executive);

2. Roman Antonov (Deputy Chief Audit Executive); and

3.  Svetlana Guseva (Manager of Internal Audit and Risk Management).

Activity of the company’s Internal Audit Commission is regulated 

by Severstal’s Regulations for the Internal Audit Commission. These 

regulations are available at www.severstal.com.

External Auditor

An external auditor is appointed annually by the GMS. The external 

auditor’s role is to review the company’s fi nancial and reporting 

performance. The amount of its fee is subject to Board’s approval.

As in 2013, ZAO KPMG was re-appointed as Severstal’s auditor by 

the AGM in June 2014. KPMG was fi rst elected as Severstal’s audi-
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tor in 1997. According to a tender offer, which  was conducted in 

December 2012, KPMG has been chosen as Severstal’s auditor for 

2013–2015 period. Detailed information about the company’s 

auditor is shown below:

Auditor name:  ZAO KPMG (AO KPMG from  March 16, 2015)

Legal address: 18/1, Olympiysky prospect, room 3035, 

Moscow 129110.

Postal address: 10, Presnenskaya Naberezhnaya, Moscow, 

Russia, 123317.

State 
registration:

Registered by the Moscow Registration 

Chamber on 25 May 1992, Registration No. 

011.585. Included in the Unifi ed State Register 

of Legal Entities on 13 August 2002 by the 

Moscow Inter-Regional Tax Inspectorate 

No.39 of the Ministry for Taxes and Duties 

of the Russian Federation, Registration No. 

1027700125628, Certifi cate series 77 No. 

005721432.

Membership in 
self-regulating 
auditors’ 
organisation:

Member of the Non-Commercial Partnership 

‘Chamber of Auditors of Russia’. The Principal 

Registration Number of the Entry in the State 

Register of Auditors and Audit Organisations: 

No.10301000804.

 Internal Control and Risk Management Systems

The information required by DTR 7.2.5 regarding the Company’s In-

ternal Control and Risk Management Systems in relation to the 

fi nancial reporting process is included in the Risk Management 

section below.
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Risk management framework

Risk management framework

Severstal’s operations are subject to certain risks. Effective risk man-

agement is an essential element of our operations and strategy. The 

accurate and timely identifi cation , assessment and management 

of risks supports our decision making at all management levels and 

ensures that we achieve our strategic goals and meet our KPIs.

Our risk management framework is designed to identify, manage 

and mitigate the risk of any failure to achieve business objectives. 

Executive management, managers and employees at all levels 

participate in the process of managing risk on a continuing basis, 

and perform duties assigned to them within the risk management 

process. The Board of Directors and all employees of Severstal are 

obliged to adhere to the company’s risk policies and standards at all 

times during their work.

There is a formali zed risk management structure in place, with clear 

delineation of roles, responsibilities and accountabilities for the 

Board, Audit Committee, Executive Committee and Risk Manage-

ment function (a part of the Internal Audit and Risk Management 

Department).

The Board of Directors is ultimately responsible for maintaining 

a sound risk management and internal control system. The Audit 

Committee closely monitors the effectiveness of the risk manage-

ment system and  internal audit function and obtains regular risk 

reports from management.

Our risk management structure includes a Risk Management Com-

mittee that is responsible for implementing our risk management 

policy and monitoring the effectiveness of controls that support the 

company’s business objectives. This committee meets several times 

a year and can meet more frequently if required. The committee 

comprises key  Vice  Presidents, the CEOs of our  production facilities, 

and the head of our risk management function. Risk reports are com-

piled and submitted at each Risk Management Committee meeting, 

after which material risks are reported to the Audit Committee.

The Risk Management function (part of our Internal Audit and 

Risk Management Department) is responsible for coordinating 

risk identifi cation and assessment processes, implementing risk 

management best practice, and internal and external reporting, and 

organi ses and coordinates Severstal’s  insurance program.

Board •  Assures shareholders that the company has 

identifi ed key risks and is successfully managing 

them

Audit 

Committee

•  Monitors the overall effectiveness of the risk 

management system and internal audit function

Risk 

Management 

Committee

•  Monitors performance of the risk management 

system and key risks

•  Promotes communication between  managers 

and between management and the Board

•  Preliminarily approves risk management policies 

and procedures

•  Reviews and approves external and internal risk 

reports

Risk 

Management 

function

•  Coordinates risk identifi cation, assessment and 

mitigation measures

•  Accumulates and processes risk assessment data

•  Generates consolidated risk reports

Risk owners •  Identify specifi c risks and initiate risk 

management measures

The key risk factors which are likely to affect our business, fi nancial 

position and operational performance as well as mitigation meas-

ures are described below1.

Political risks

Severstal’s activities are primarily concentrated in Russia and the 

CIS and with small additional operations in Europe. We also have 

licenses for iron ore deposit development in Africa. Severstal has le-

gal entities registered in various jurisdictions and the overall political 

climates in the countries of our operation differ signifi cantly, as do 

limitations on business activities and assets expropriation; confi s-

cation rules; monetary systems and their potential for negative 

change; and potential crisis factors. In addition, governments may 

establish new trade barriers, which could have a negative impact 

on our export or import operations. Other political risks that could 

affect our operations include potential confl icts, terrorist acts, social 

unrest, and the  introduction of a state of emergency. Although to 

date none of these have directly affected our business, they could 

have an adverse  impact on our business, fi nancial position and 

operational results.

Mitigating factors:

• The majority of our production facilities and business operations 

are located in regions and countries with stable political and 

social systems.

• Severstal’s business structure has become leaner and less diversi-

fi ed post the divestment of the US steel and coking coal assets  in 

2014.

• Severstal’s investment policy considers regional political risks.

• All of our operational and investment decisions involve proper 

on-going risk assessment and monitoring. In those countries 

experiencing political instability, we undertake additional risk 

mitigation measures, including specialized types of insurance 

against political risks.

Economic risks

2014 brought a mixed performance in the global economy. The 

US recovered strongly to above-trend growth, but the Euro area 

economy lost momentum  after a more positive start to the year.

Meanwhile, economic sanctions and geopolitical issues, along with 

a decline in the oil price, meant that growth remained subdued  in 

Russia. Despite the aforementioned negative factors, Russia’s GDP 

grew by 0.6 % in 2014 y/y, according to the state statistical authori-

ties.

In 2015 the global economy is expected to gather pace. Above 

trend expansion in the US will far outpace the weak and uneven 

acceleration in Europe, while growth in China will be slower but still 

high, according to experts.

Eurozone is accelerating gradually, but growth remains subdued 

and the recovery is weak and uneven. Cheap oil, weaker euro, better 

credit conditions and an expansionary monetary policy by ECB 

provide support. Greek debt situation represents the main risk for 

stability in Eurozone. Exit of Greece from Eurozone and subsequent 

fi nancial contagion could pull European economy into new reces-

sion. However consensus view is that “Grexit” will be avoided  in a 

deal between creditors and Greek government.

1  This chapter presents only key risks and does not give an exhaustive account of all 

risks facing the Company.
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Though with its 7.4 % growth in 2014 China still remains a key driver 

for global growth, its gradual slowdown to 6.8 % in 2015 and 6.2 % 

in 2016 (expected by IMF)  is viewed as a key risk for the global 

commodity and steel prices. Risks of declining steel consumption  

in China are evident as per capita steel use is already above many 

developed countries. According to Steel Home Chinese steel de-

mand could decrease by – 10 m illion tonnes in 2015 tonnes 

and by  – 100 m illion tonnes by 2025 due to the possible slump  

in property market. However machinery and infrastructure sectors 

would support steel demand.

Major global investment banks have lowered their commodity 

prices forecasts for 2015 on the back of slowing consumption by 

China, cyclical oversupply in iron ore and met coal and US  dollar 

strength. Lower raw material prices could drive steel export prices 

lower.  Chinese steel exports reached a record high at 94 mmt  

in  2014. However, the impact on Russian steel profi tabi lity  is more 

than offset by the Russian  rouble’s twofold depreciation. As a result, 

earnings revisions by analysts for steel and mining companies from 

Russia are generally positive.

Russia is expected to have a challenging year. Experts note that 

Russia’s economy is running the risk of falling  into a deep reces-

sion this year with GDP contracting between 3–5 % y/y, as foreign 

debt payments, capital outfl ows, high nominal interest rates and a 

relatively weak  rouble will continue to depress consumer demand 

and capital investment. However, most analysts believe that the 

Russian Government will manage to prevent a full-fl edged fi nancial 

crisis  in the country despite the sharp devaluation of the  rouble and 

capital outfl ows. The economy might begin to recover starting  in 

4 Q 2015 due to a moderate rise in oil prices and the stabilization of 

the  rouble. Furthermore ,  strong  rouble devaluation provides  good  

imports substitution opportunities across various sectors of the Rus-

sian economy, which might have a positive effect on  steel demand  

in Russia . Despite a  potential decline in  domestic steel demand 

Russian steelmakers might be able to offset this with higher export 

shipments and import substitution, and hence retain broadly 100 % 

utilization of their capacities in 2015.

Mitigating factors:

• The geographic diversifi cation of our sales helps to minimize the 

negative impact of economic risks. Severstal’s Russian steel assets 

are located  in close proximity to export routes meaning that 

the company  always ha s an export alternative for the sale of  its 

products. Though the domestic market is our primary focus, our 

ability to quickly redirect shipments provides more fl exibility  in 

reacting to external factors, and helps us to insure against sudden 

regional trends .

• Strong weakening of the Russian  rouble is having a positive effect 

on our operations, as our cost structure is predominantly  rouble-

denominated.

• Severstal obtained several new international certifi cations for its 

products in 2014.

• Severstal redesigned its domestic and export sales chains  in 

2014 to deliver  higher effi ciency of sales.

• The company has  launched a complex program to upgrade  our 

customer care standards  to serve our clients better worldwide and 

hence expand our market shares.

• Severstal  monitors the most important advanced indicators of 

economic movements .

• The company  continues  operational enhancements programs to 

reduce costs further.

• Severstal is  working to develop economic scenarios that will help 

 to prepare our management team for possible negative changes 

to the external environment.

Market risks

Industry cyclicality and demand fl uctuations.

Steel demand depends on the economic situation in different 

regions which impacts  demand in steel-consuming industries. Al-

though  Severstal’s client portfolio is very diversifi ed by  both industry 

and geography, the company is highly sensitive to changes  in the 

automotive, machinery, building and pipe industries as these are 

key steel-consuming industries.

Russia and Europe remain key markets for Severstal due to the 

geographical location of Severstal’s assets. However, devaluation of 

the  rouble opens up new  export opportunities  for the company with 

longer-distance shipments becoming more profi table than previously .

In 2014,  apparent steel consumption in Russia contracted by 1.4 % 

y/y. 2015  forecasts   envisage  a decline in steel consumption  in 

Russia  in line with GDP (contraction of between 3–5 %) and fi xed 

capital  investments (contraction of 10–15 %). At the start of 2015, 

Russian  steel demand has performed  well due to restocking, but  

is expected to weaken later in 2015, as real disposable household  

incomes come under pressure  and mortgage rates going up.

Residential construction in Russia has achieved absolute record level 

of buildings’ completion at 81 m illion square meters in 2014. How-

ever this year residential construction activity is expected to decline 

especially in starting new buildings due to worsening credit condi-

tions. It would affect mainly rebar consumption which accounts for 

a marginal share in Severstal product portfolio.

The European economy is expected to grow in 2015 with Eurozone 

GDP up by 1.2 % and UK GDP up by 2.7 % (IMF forecasts). The 

 main risks will be associated with high government debt (at 95 % in 

Eurozone), fi scal defi cit (at  2.4 %) and unemployment (at 11.3 %). 

Euro depreciation will provide some benefi ts  for export-oriented 

machinery (automotive, heavy engineering) and hence for the steel 

demand in Europe. In 2015, the West European market for steel 

products is expected to improve on stronger demand from the key 

consuming industries, such as construction, automotive and heavy 

engineering, according to Fitch Ratings. This is expected to result in 

 a y/y increase of 2.5–3 % in steel consumption. The expected rise  

in demand is likely to  contribute to decreasing excess capacities 

and  improving steel margins. However, a rally in steel prices is not 

expected due to such factors as overproduction, competition with 

cheap imports from Asia and a downward trend in raw material 

prices . In these conditions, service centers and trading companies 

will prefer to keep steel inventories low.

Mitigating factors:

• Severstal has adopted a new strategy focusing more on customer 

care and cost-reduction    measures to increase the effi ciency of its 

operations. That has allowed us to increase our market share in 

some segments.

• In 2013–2014, we redesigned our sales and distribution chain in 

Russia. We believe  these initiatives will allow us to increase our 

market share in the domestic market in the future and increase 

profi tability.

Risk management framework
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• We are monitoring the global market and are ready to increase 

export sales if necessary. In 2009, Severstal demonstrated  its 

ability to redirect commodity fl ows from domestic to external 

markets, leveraging its cost-effi cient production methods.

• Severstal is focusing on supplying steel to foreign carmanufac-

tures   in Russia, which represent the fastest-growing sector in 

comparison with  domestic car production.

Changes to sale prices

The steel and mining industries are highly susceptible to cyclical 

changes  in steel prices.

Our operations are heavily infl uenced  by  changes in rolled steel and 

steel products prices in both domestic and world markets.

As Russian steel consumption represents approximately      3 % of 

global steel consumption steel prices are set not in Russia,  but glob-

ally. Domestic sales are effectively linked to the US  dollar, as local 

steel prices tend to stick to export parity.

At the same time, given specifi c movements in domestic supply and 

demand (on the back of seasonal factors), overall conditions in  key 

consuming industries  as well as the level of steel products imported, 

there can  be  deviations between export and domestic prices. That 

said, we see our proximity to the key consuming regions in Russia 

as one of our advantages, providing us with  the ability to reshuffl e 

our sales mix depending on the profi tability of export and domestic 

shipments.

In 2014,  world steel prices continued to decline. For example, 

average prices of CIS exported HRC steels  declined by  18. 6 % from 

 US$560/ a tonne  in January 2014 to  US$456/ a tonne as of the end 

of 2014. The primary reasons for the price drop were falling raw ma-

terial prices (iron ore, metallurgical coal) due to new low-cost supply . 

Benchmark iron ore price (CFR China 62 %) declined by 49.3 % from 

 US$135.8/ a tonne in January 2014 to  US$68.8/ a tonne as of the 

end of 2014. Benchmark coking coal (Australia FOB) price declined 

by 16.3 % from  US$131.5/ a tonne in January 2014  to  US$110/ a  

tonne as of the end of 2014. Shredded scrap (FOB Rotterdam) 

prices went down by 18.6 % from  US$377/ a tonne in January 2014  

to  US$307/ a tonne as of the end of 2014.

At the same time, due to growing steel demand globally, steel prices 

lagged behind the fall in raw material prices.  This led to  expan-

sion in the global indicative spread between steel prices and raw 

material costs. An additional supportive factor was stability  in scrap 

prices through to  the end of 2014. Although eventually steel and 

scrap prices fell to  parity with iron ore and HCC, average earnings 

for 2014  were positively affected for integrated steelmakers  in 

2014, including Severstal.

Mitigating factors:

• We closely monitor  the dynamics of leading indicators which sig-

nal possible future price changes. In certain markets we diversify 

our sales commitments between spot market and contract-based 

pricing to limit exposure to price volatility.

• Our mining assets’ priority remains further cost reduction.

• We expand our product portfolio to capture wider market seg-

ments .

• Weakening of the Russian  rouble had a positive effect on our 

operations, as our cost structure is predominantly  rouble-denomi-

nated. A weaker  rouble also increases our strength as an exporter.

• We also strengthened our position in most prospective product 

niches, which have competitive conditions and an attractive 

supply-demand balance. Our comparatively low production costs 

help us to mitigate the risk of steel price fl uctuations.

Fluctuations in raw materials, energy and services prices

On the one hand, Severstal requires substantial amounts of raw 

materials for steel production, in particular coking coal and  iron ore, 

alloys and fl uxes, natural gas, electric energy and industrial oxygen. 

On the other hand, Severstal is a sizable seller of coking coal and  

iron ore pellets to  third parties.

As covered  in the section “Changes to sale prices”, both coking coal 

and  iron ore prices went down signifi cantly in 2014. This had a 

negative  impact on our mining business. However, we were still able 

to generate solid returns in mining, as our assets vary by product 

type, cost of production, and proximity to customers. More  impor-

tantly, since Severstal is a vertically-integrated company, weakness 

of the mining business was offset by the earnings growth  in our 

steel business, thus showing the fundamental strength of our verti-

cally integrated operational model.

 The decline of the iron ore price was very severe in 2014 and 

although   cost reduction programmes ha ve been going at our assets 

for several years , some of the plants were not able to tolerate the 

new low pricing environment. Our radical initiatives to preserve 

earnings  in our mining business included idling of several open 

pits at  Olcon, which  produces  producing iron ore concentrate for 

Cherepovets Steel Mill. These pits can be restarted again, should we 

see an  improvement on the iron ore market or the  rouble weakening 

makes production at these assets economically feasible . The “miss-

ing” volumes at  Olcon were compensated with the buying iron ore 

concentrate from  third party producers.

In contrast, our Karelsky Okatysh was running at full capacity 

throughout  2014, as its key product – pellet – was in high demand 

and had a premium in price over iron ore concentrate.

 Vorkutaugol had geological and technical problems  during  the fi rst 

half of 2014, which resulted in lower than expected production and 

sales volumes. However, starting from Q3   Vorlkutaugol gradually 

returned to its normal production volumes and, being a fi xed-cost 

business, achieved a notable decline in its cost of production by the 

end of 2014.

Despite the low global iron ore and coking coal prices, we are 

confi dent about  the future of our mining business, as their cost of 

production is declining.

 Severstal’s contractors include natural monopolies (electrical energy 

and natural gas providers and railroad companies), whose rates are 

set and adjusted by the federal government. There is general con-

sensus that natural monopolies tariffs will be increased by the rate 

of consumer price  infl ation; however there are risks of a higher  in-

dexation as Russian electricity and natural gas prices have become 

lower than in other countries as a result of the   rouble depreciation. 

Gradual removal of the “last mile” in electricity tariffs by 2017  will 

lead to cost economies for Severstal.

Mitigating factors:

• Our primary goal in mining is to decrease the cost of producing 

at our assets. We have achieved good progress in 2014  via cost 

reduction  initiatives and the redesign of business processes. In 

2014–2015 we hope to see further cash cost reduction in mining 

as we complete  our major investment projects.

Risk management framework
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• Weakening of the Russian  rouble has had  a positive effect on our 

operations, as our cost structure is predominantly  rouble-denomi-

nated. A weaker  rouble also increases our strength as an exporter.

• Idling of lossmaking facilities to minimize losses.

• Severstal has a long-term program of operational enhancements 

to offset cost infl ation .

• We manage sector risks related to the provision of raw materials 

and services by establishing long-term mutually advantageous 

contracts with key suppliers, optimizing purchasing processes 

and conducting continuous inventory management. Most of our 

purchasing contracts for primary raw materials (pellets, iron ore 

and coking coal) are for a period of at least one year.

• High reliance on our own iron ore, coking coal and scrap supplies 

helps us to mitigate raw material price rises.

• Our heavier reliance on Russian suppliers helps us to gain lower 

domestic prices.

Competition risks

As mentioned above, during 2014, the global economy, steel and 

commodity markets were   general ly challenging.  However,  selected  

integrated steel producers outperformed . The weakness of some 

economies allowed  central banks to devalue national currencies 

and, a s a result, the competitiveness of some steelmakers and min-

ers in these countries  increased in 2014.

Our Competition risks are as follows:  low-cost producers can poten-

tially reduce prices in order to gain market share, and competitors’ 

M&A deals can affect the competitive environment. The consolida-

tion of niche-product manufacturers can create new entry barriers 

and complicate Severstal’s development in some markets. Artifi cial 

barriers set by local authorities can complicate entrance into new 

markets and  also increase incumbents’ existing market share.

 A main feature  of the Russian market is its isolated nature, which is 

the result of factors such as a weak logistics infrastructure and strict 

certifi cation requirements.

Nevertheless, the Russian market is vulnerable to interventions by 

external producers of high added-value rolled stock (especially from 

China). The events of 2008 and the fi rst half of 2010 illustrate this 

fact: during these periods Chinese imports occupied more than half 

of the Russian high added-value rolled products market. However,  in 

2013, an import duty was imposed on Chinese color-coated steel.

The development  of new steel-consuming technologies potentially 

provides Severstal with more opportunities. However, competition 

on these markets has become increasingly fi erce  as markets mature.

Increased pressure comes from competition from substitute 

products (concrete, plastics, aluminium), which is currently growing. 

Mitigating factors:

• We continue with our client retention project which focuses on 

helping us to obtain a better understanding of clients’ needs, 

and improving our corporate image which will help us to compete 

more effectively domestically and globally.

• We also continue to diversify our steel product portfolio.

• We continue our cost reduction programs.

 Credit risks

Counterparty risks: clients

Our practice of selling products on deferred payment terms exposes 

us to credit risks (clients’ default).

Mitigating factors:

• We have developed and implemented policies and procedures to 

manage credit risk, including credit committee approval and on-

going credit evaluation of the customer base.

• Credit committee approval is required prior to the sale of products 

to key customers under deferred payment terms. When necessary, 

we use collateralisation or risk transference arrangements (for 

example, bank guarantees from approved institutions, letters of 

credit, or credit insurance).

Counterparty risks: fi nancial institutions

The bankruptcy or insolvency o f major banks we work with could 

adversely affect our business. Another banking crisis or the bank-

ruptcy or  insolvency of any major banks at which we hold funds 

could result  in a loss of income for several days, or affect our ability 

to complete banking transactions. Furthermore, any shortages 

of funds or other banking disruptions experienced by our major 

bank-partners could have a material adverse effect on our ability to 

execute planned developments or to obtain the fi nancing required 

for our planned growth. All the above factors could have a material 

adverse effect on our business, fi nancial position, operational results 

and future prospects.

Mitigating factors:

• Severstal has centralised bank risk management procedures

• In order to minimise the potential risk of bank default, we hold 

liquid assets  in several internally approved world class banks 

under fl exible conditions with the right of early withdrawal.

• Severstal cooperates with fi nancial institutions based on credit 

risk limits established on a regular basis. These limits are deter-

mined and regularly approved by the committee, according to  

internal procedure.

• We regularly monitor the fi nancial standing of banks and the 

overall fi nancial environment to help to foresee defaults and 

minimise the potential negative impact.

Interest rate fl uctuations

Financial market volatility and low economic recovery rates could 

limit Severstal’s access to external creditors, which could affect cur-

rent debt refi nancing and operational activity fi nancing. Increased 

liabilities on loans could negatively affect Severstal’s fi nancial indi-

cators and decrease cost effi ciency. Our debt fi nancing interest rates 

are either fi xed or variable, with a fi xed spread over LIBOR, EURIBOR 

or MOSPRIME.

Mitigating factors:

• By maintaining a diversifi ed debt portfolio we minimize the 

potential adverse effects of interest rate fl uctuations. We also 

monitor the economic environment , and current  trends on the 

capital markets. Severstal may use  necessary tools to convert vari-

able rates to fi xed  in  its loan agreements.

• Severstal  proactively reduced  its debt level during 2014  by partial 

or full prepayment of some loan agreements including but not 

Risk management framework
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limited Eurobonds and bilateral bank facilities . As a result, 

Severstal has one of the lowest net debt/EBITDA levels  in the 

steel  industry globally.

• We can also use our existing cash cushion to repay debts affected 

by adverse interest rate changes.

• The risk of interest rate fl uctuations is remote as most of Sever-

stal’s debt is fi xed-rate long term debt. As of 31.12.14  more than 

90 % of Severstal’s total debt had fi xed interest rates.

Foreign currency exchange rate fl uctuations

Severstal is exposed to translation and transactional foreign cur-

rency exchange rate risks. Translation risks arise when assets and li-

abilities are translated into currencies other than US dollar amounts 

for fi nancial reporting purposes. Transaction risks arise as a result of 

payments we make or receive in foreign currencies. Currently, our 

operations in foreign currencies balance, i. e. revenues, expenses 

and borrowings related to international operations are all denomi-

nated  in the same currency. Revenue from our Russian operations 

 is denominated in  roubles, US dollars and euros, with meaningful 

fl uctuations year on year.

Our expenses are mostly in  roubles, and our borrowings are mostly  

in US dollars . As we report our fi nancial results in US dollars, and 

frequently exchange or translate foreign currency  into  roubles or 

 roubles  into foreign currencies, exchange rate fl uctuations could 

have a  potential threat  on our business, fi nancial position, opera-

tional results and future prospects.

Mitigating factors:

• Our existing natural hedge of export sales against fi nancing in 

US  dollars and internal r o uble revenues against r ouble costs fully  

covers  existing rouble-dollar exposure of  operations.

Credit agreement provisions

Credit agreements signed by Severstal include provisions triggering 

default in the case of material adverse changes or covenant  viola-

tions.

Mitigating factors:

• We regularly monitor  non-fi nancial and fi nancial covenant  com-

pliance  on the basis of our internal system of covenant compli-

ance control and business plan.

• We amend agreement provisions or obtain waivers, if required, 

to prevent defaults and adverse impacts on our fi nancial state-

ments.

Investment effectiveness

Steel production and mining are capital intensive businesses. We 

have undertaken a capital expenditure programme focused on 

modernizing and developing our existing steel production and min-

ing facilities. We plan to rely on cash generated from our operations, 

and on external fi nancing, to provide the capital needed for the 

programme. However, there is no assurance that we will be able to 

generate adequate cash from operations, or that external fi nancing, 

if necessary, will be available on reasonable terms.

In addition, our capital expenditure programme is subject to a vari-

ety of potential problems and uncertainties. These  include changes  

in economic conditions, delays in completion or delivery, cost over-

runs, and defects in design or construction, all of which may create 

the need for additional cash investment. Fluctuations in prices or on 

the loan market could negatively affect  investment project imple-

mentation deadlines.

Furthermore, our capital expenditure programme includes plans 

to acquire signifi cant amounts of new equipment, including more 

advanced technologies. While such new production equipment and 

technologies are aimed at increasing the operational performance 

of our facilities, there can be no guarantee  that the equipment will 

meet  its  intended production targets on a timely basis, or at all, and 

this could result in reduced production, delays or additional costs. 

Moreover, in fi nancing the programme, we may incur a substantial 

amount of additional debt, the interest and principal repayments 

on which may become a signifi cant drain on our cash fl ow. The 

failure or delay of our capital expenditure programme, or signifi cant  

increases  in fi nancing costs arising from programme funding, could 

have a material adverse effect on our business, fi nancial position 

and operational results.

Mitigating factors:

• To mitigate technical and technological risks, we carefully select 

construction and equipment installation contractors.

• Under our company-wide development program, we regularly 

assess employees and provide necessary training.

• In response to the recent global economic downturn, we reduced 

our  investment programme, protected our cash position and 

focused on the maintenance, repair and modernisation of equip-

ment and near-deadline projects.

Mergers and acquisitions

Severstal has grown rapidly and we intend to pursue opportunities 

to grow our operations through further acquisitions. However, there 

can be no assurance that we will be able to identify suitable acquisi-

tion targets or successfully integrate acquired companies.

In recent years, we have increased our ownership interests in a num-

ber of companies, and acquired other companies, businesses and pro-

duction assets.   Though we are not considering M&A at the moment , 

the success     of past, current and future acquisitions will depend on our 

ability to manage the assimilation of the acquired assets or compa-

nies into our operations, despite the inherent diffi culties, such as:

• existing operational ineffi ciencies

• cultural differences

• personnel redundancies

• incompatibility of equipment and information technology

• production failures or delays

• loss of signifi cant customers

• diffi culties with minority shareholders in acquired companies and 

their material subsidiaries

• potential disruption to Severstal’s business

• assumption of liabilities relating to the acquired assets or busi-

nesses  

• possibility that indemnifi cation agreements with the sellers of 

such assets may be unenforceable or insuffi cient to cover poten-

tial liabilities

• impairment of relationships with employees and counterparties 

as a result of diffi culties arising from integration

Risk management framework
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• poor records or internal controls

• diffi culties in establishing immediate control over cash fl ows.

Furthermore, there can be no assurance that we will be able to 

achieve the targeted synergies in our operations with recent or 

planned acquisitions.

Social risks

Our business depends on good relations with employees. A break-

down in these relations, or restrictive labour and employment laws, 

could have a material adverse effect on our operations.

Although we believe that relations with our employees are good, 

there can be no assurance that a work slowdown or stoppage will 

not occur at one of our operating units or exploration prospects. At 

most of our business units, there are collective bargaining agree-

ments in place with labour unions. Any future work stoppages, 

disputes with labour unions or other labour-related developments or 

disputes, including renegotiation of collective bargaining agree-

ments, could result in a decrease in our production levels. They could 

also lead to adverse publicity or an increase in costs, which could 

have a material adverse effect on our business, fi nancial position 

and operational results.

Mitigating factors:

• We devote signifi cant attention to staff support and develop-

ment programmes.

• We undertake sociological surveys (employee satisfaction), create 

conditions for the development and fulfi lment of employee work-

ing potential, and implement social assistance programmes.

• Employee benefi t programmes in different parts of our busi-

ness  include employee healthcare programmes, maternity and 

childcare support, catering and the organisation of recreational 

activities, social assistance for retired staff and veterans, staff 

education and development, and social benefi ts for outstanding 

employees.

Health, safety and environmental risks

Severstal operates industrial facilities that harbour heavy metals or 

hazardous substances which could  present signifi cant risks to the 

health or safety of neighbouring populations and to the environ-

ment. In this respect, we have in the past, and may in the future, 

incur liabilities for having caused injury or damage to persons or 

property, or for polluting the environment.

Although we have made provisions for such potential liabilities, 

there can be no assurance that the amounts covered by such provi-

sions will be suffi cient in the future, due to the intrinsic uncertain-

ties involved in projecting expenditures and liabilities relating to 

health, safety and the environment. Achieving environmental 

compliance at sites that are currently in operation, or that have 

been decommissioned, entails a risk that could generate substantial 

fi nancial costs for us. The competent authorities have made, are 

making, or may in the future make, specifi c requests that we carry 

out environmental improvement works. These include cleaning up 

and rehabilitating sites, and controlling emissions at sites where we 

are currently operating, or where we have operated in the past. Ful-

fi lling these obligations, we may incur signifi cant costs, which could 

have a material adverse effect on our business, fi nancial position 

and operational results.

 Additional or stricter environmental rules and regulations may sig-

nifi cantly increase the cost of compliance. Our steel-making plants 

and mining operations involve potential environmental problems, 

including the generation of pollutants and the storage and disposal 

of wastes and other hazardous materials. As a result, we must 

comply with stringent regulatory requirements necessitating the 

commitment of signifi cant fi nancial resources, and we expect that 

the global trend towards stricter environmental laws and regulations 

will continue. Any signifi cant increase in the  cost of complying with 

such environmental rules and regulations in the future could have 

a material adverse effect on our business, fi nancial position and 

operational results.

Mitigating factors:

• We adopted a unifi ed health, safety and environmental (HSE) 

protection policy in 2008. This policy includes effi cient HSE man-

agement systems and standards, setting objectives and targets, 

and identifying, assessing and managing HSE hazards and risks. 

It also sets obligations for Severstal, such as:

o Strive to eliminate all  fatal accidents

o Decrease accidents that result in  losses of labo r capacity

o Decrease accidents that result in  time losses

o Develop and implement effective HSE management systems

o Initiate an HSE internal control system.

• To ensure compliance with the HSE policy Severstal will:

o Introduce annual HSE planning

o Promote a  HSE improvement culture by implementing HSE 

audits

o  Extend managers’ responsibility for organising and supporting 

the HSE system and controls on all levels

o  Use leading experience and technologies for prevention and to 

decrease our negative impact on the environment

o Employee training. 

• Severstal conducted  a  centrali zed monitoring and effi ciency 

analysis of  HSE activities. Immediate corrective measures were 

taken where defi ciencies were identifi ed.

• Severstal’s HSE activities comply with international legislation, 

laws and norms in operating regions, provided terms and condi-

tions and client expectations. Severstal provides:

o  Compulsory insurance of employees against accidents and 

professional diseases

o Compulsory insurance of company responsibilities

o I nsurance against equipment shutdowns and lost revenues 

risks.

Risk management framework
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 Legislative and regulatory risks

Taxes

Russian tax legislation is amended or corrected annually. Changes 

to legislation can both benefi t or hinder business.

Current Russian tax legislation provides effective tools for taxpayer 

protection, and Severstal makes extensive use of these tools.

Internationally, risks could arise for Severstal on the domestic mar-

ket and on external markets, as the tax legislation of any country 

can be changed and amended over time. However, risks connected 

with foreign tax legislation changes are partially mitigated 

by Severstal being registered in Russia for tax purposes. 

Property law

Russian property law, in particular in relation to private land 

ownership and use, is less developed than that in more developed 

market economies (e. g. North America and Europe). In Russia, 

land use and title systems are rather complex, and as a result, the 

status of titles to land targeted for use of ownership by Severstal 

may be unclear or in doubt. Moreover, we run the risk that our 

right to the title or use of our properties may be challenged or  

invalidated due to technical errors or defects in title documents. 

This lack of developed legislation creates operational uncertain-

ties  in emerging markets, which could hinder Severstal’s long-term 

planning abilities and prevent us from successfully  implement-

ing our business strategy. Should relevant approvals, consents, 

registration certifi cates or other documents be missing or be found 

to be erroneous, we could lose the right to use property. This could 

have a material adverse effect on our business, fi nancial position 

and operational results.

Licence agreements

Our business depends on the continuing validity of our licences, 

the receipt of new licences and our compliance with the terms of 

our licences, including subsoil licences for our mining operations  

in Russia. Regulatory authorities exercise considerable discretion  

in the timing of licence issuing and renewal, and in monitoring 

licensees’ compliance with licence terms. The requirements  imposed 

by these authorities may be costly and time-consuming, and may 

result  in delays  in starting or continuing exploration or production 

operations. Moreover, legislation on subsoil rights remains  internally  

inconsistent and vague, and the acts and instructions of licensing 

authorities, and the procedures by which licences are issued, are 

often arguably inconsistent with legislation.

In addition, our business outside of Russia also depends on the 

continuing validity of licences, the receipt of new licences and 

compliance with the terms of such licences, which may involve 

uncertainties and additional costs for us. Any or all of these factors 

may affect our ability to obtain, maintain or renew the necessary li-

cences. If we are unable to obtain, maintain or renew the necessary 

licences, or can obtain or renew them only with newly introduced 

material restrictions, we may be unable to benefi t fully from our 

reserves, and this could have a material adverse effect on our busi-

ness, fi nancial position and operational results.

Mitigating factors:

• We base our activities, Russian and international, on strict adher-

ence to all applicable laws and regulations (e. g. tax, customs and 

currency control). We ensure monitoring and timely, appropriate 

reaction to changes, and strive to maintain constructive dialogue 

with regulators on issues of interpreting and implementing laws 

and regulations.

• In particular, we work with Russian federal and local authori-

ties, and participate in the Russian Union of  Industrialists and 

Entrepreneurs and various ad hoc governmental committees. Our  

international activities are analysed both by  in-house lawyers 

and respected  local or international law fi rms. We always hold 

negotiations with government bodies, such as anti-trust, fi nancial 

and securities market authorities, in good faith and in strict com-

pliance with their regulations, to maintain long-term constructive 

dialogue.

• Severstal’s business includes different types of activities, some 

of them subject to licensing. With regard to organisation and 

technology, Severstal business processes conform to the highest 

standards, and as such there is low risk of the stiffening of license 

requirements and conditions.

• It should be noted that the Russian government has begun cut-

ting the number of activities subject to licensing, and simplifying 

licensing procedures.

• From the above, we could conclude that changes to licensing 

requirements or the necessity for additional licensing of several 

activities would lead to additional costs on obtaining new licenses 

or renewing existing ones. However, related risks are minimal.

• The risk of necessity to license activities on external markets is 

also minimal.

Risk management framework
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  Report of the Independent Auditors on the Summary Consolidated Financial Statement

To the Shareholders and Board of Directors

PAO Severstal

The accompanying summary consolidated fi nancial statements, which comprise the summary consolidated statement of fi nancial position 

as at 31 December 2014, 2013 and 2012, the summary consolidated income statements, summary consolidated statements of compre-

hensive income, changes in equity and cash fl ows for the years then ended are derived from the audited consolidated fi nancial statements 

of PAO Severstal (the “Company”) and its subsidiaries (the “Group”) as at and for the years ended 31 December 2014, 2013 and 2012. We 

expressed an unmodifi ed audit opinion on those consolidated fi nancial statements in our report dated 17 February 2015.

The summary consolidated fi nancial statements do not contain all the disclosures required by International Financial Reporting Standards. 

Reading the summary consolidated fi nancial statements, therefore, is not a substitute for reading the audited consolidated fi nancial state-

ments of the Group.

Management’s Responsibility for the Summary Consolidated Financial Statements

 Management is responsible for the preparation of a summary of the audited consolidated fi nancial statements on the basis described 

in Note 1 on page 88 .

Auditors’ Responsibility

Our responsibility is to express an opinion on the summary consolidated fi nancial statements based on our procedures, which were con-

ducted in accordance with International Standard on Auditing (ISA) 810 Engagements to Report on Summary Financial Statements.

Opinion

In our opinion, the summary consolidated fi nancial statements derived from the audited consolidated fi nancial statements of the Group 

as at and for the years ended 31 December 2014, 2013 and 2012 are consistent, in all material respects, with those consolidated fi nancial 

statements, on the basis described in Note 1.          

Mr. Altukhov K. V.

Director (power of attorney dated 1 October 2013 No. 65/13)

ZAO KPMG

17 February 2015 

Audited entity: PAO Severstal

Registered by decree # 1150 of Cherepovets’ council on 24 September 1993.

Registered in the Unifi ed State Register of Legal Entities on 31 July 2002 by the Volog-

da regional Tax Inspectorate of Ministry for Taxes and Duties of Russian Federation for 

Cherepovets, Registration No. 1023501236901, Certifi cate series 35 No. 000782100.

30, Mira street, Cherepovets, Vologodskaya oblast, Russia, 162608

Independent auditor: ZAO KPMG, a company incorporated under the Laws of the 

Russian Federation, a member fi rm of the KPMG network of independent member fi rms 

affi liated with KPMG International Cooperative (“KPMG International”), a Swiss entity.

Registered by the Moscow Registration Chamber on 25 May 1992, Registration 

No. 011.585.

Entered in the Unifi ed State Register of Legal Entities on 13 August 2002 by the 

Moscow Inter-Regional Tax Inspectorate No.39 of the Ministry for Taxes and Duties 

of the Russian Federation, Registration No. 1027700125628, Certifi cate series 77 

No. 005721432.

Member of the Non-commercial Partnership “Chamber of Auditors of Russia”. The 

Principal Registration Number of the Entry in the State Register of Auditors and Audit 

Organisations: No. 10301000804

ZAO KPMG
10 Presnenskaya Naberezhnaya

Moscow, Russia 123317

Telephone +7 (495) 937 4477

Fax +7(495) 937 4400/99

Internet www.kpmg.ru
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Year ended December 31,

2014 2013* 2012*

Revenue

Revenue – third parties 8,181,346 9,299,578 10,037,265 

Revenue – related parties 115,079 133,966 187,956 

8,296,425 9,433,544 10,225,221 

Cost of sales (5,448,447) (6,614,055) (7,010,372)

Gross profi t 2,847,978 2,819,489 3,214,849 

General and administrative expenses (419,307) (552,904) (658,314)

Distribution expenses (717,078) (934,977) (1,043,059)

Other taxes and contributions (96,418) (131,952) (132,348)

Share of associates' and joint ventures' (loss)/profi t (24,137) (4,186) 6,899 

(Loss)/gain on disposal of property, plant and equipment and intangible assets (11,174) 12,473 (23,753)

Net other operating income    14,414 717 25,308 

Profi t from operations 1,594,278 1,208,660 1,389,582 

 Impairment   of non-current assets (291,587) (241,714) (54,117)

Net other non-operating expenses (102,093) (70,233) (70,314)

Profi t before fi nancing and taxation 1,200,598 896,713 1,265,151 

Finance costs, net (208,067) (258,113) (283,603)

Foreign exchange (loss)/gain, net (1,806,875) (310,137) 170,754 

(Loss)/profi t before income tax (814,344) 328,463 1,152,302 

Income tax benefi t/(expense) 12,573 (69,911) (264,983)

(Loss)/profi t from continuing operations (801,771) 258,552 887,319 

 Loss from discontinued operations (800,852) (169,349) (67,520)

(Loss)/profi t for the period (1,602,623) 89,203 819,799 

Attributable to:

shareholders of  PAO Severstal (1,601,668) 82,728 761,962 

non-controlling interests (955) 6,475 57,837 

Basic and diluted weighted average number of shares outstanding during the period (millions 

of shares) 810.6 810.6 839.8 

Basic and diluted (loss)/earnings per share (US dollars) (1.98) 0.10 0.91 

 Basic and diluted (loss)/ earnings per share – continuing operations (US dollars) (0.99) 0.31 1.01 

 Basic and diluted  loss per share – discontinued operations (US dollars) (0.99) (0.21) (0.10)

* These amounts refl ect adjustments made in connection with the presentation of discontinued operations.

     These summary consolidated fi nancial statements were prepared on February 17, 2015.        

    The consolidated fi nancial statements of PAO Severstal and subsidiaries are available on Severstal’s web site at 

http://www.severstal.com/eng/ir/index.phtml (see “Results and Reports” section)     

              

        

 PAO Severstal and subsidiaries
 Summary consolidated income statements
  Years ended December 31, 201  4, 201  3 and 201  2

(Amounts expressed in thousands of US dollars, except as otherwise stated)
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Year ended December 31,

2014 2013 2012

(Loss)/profi t for the period  (1,602,623)  89,203  819,799 

Other comprehensive (loss)/income: 

Items that will not be reclassifi ed to profi t or loss

Actuarial gains/(losses)  23,942  (8,068)  (32,645)

Translation to presentation currency  (1,172,294)  (225,148)  158,598 

Total items that will not be reclassifi ed to profi t or loss  (1,148,352)  (233,216)  125,953 

Items that may be reclassifi ed subsequently to profi t or loss

Translation to presentation currency - foreign operations  (258,489)  92,170  117,955 

Changes in fair value of cash fl ow hedges  -  (2,965)  2,303 

Deferred tax on changes in fair value of cash fl ow hedges  -  422  (405)

Changes in fair value of available-for-sale fi nancial assets  -  (569)  4,503 

Deferred tax on changes in fair value of available-for-sale fi nancial assets  -  467  (380)

Total items that may be reclassifi ed subsequently to profi t or loss  (258,489)  89,525  123,976 

Items that were reclassifi ed to profi t or loss

Realised gains on disposal of available-for-sale fi nancial assets  -  (2,111)  - 

Reclassifi cation of the reserves of disposed subsidiaries to loss from discontinued operations  (6,249)  -  (76,089)

Total items that were reclassifi ed to profi t or loss  (6,249)  (2,111)  (76,089)

Other comprehensive (loss)/income for the period, net of tax  (1,413,090)  (145,802)  173,840 

Total comprehensive (loss)/income for the period  (3,015,713)  (56,599)  993,639 

Attributable to:

shareholders of  PAO Severstal  (3,010,514)  (60,624)  921,155 

non-controlling interests  (5,199)  4,025  72,484 

    The consolidated fi nancial statements of PAO Severstal and subsidiaries are available on Severstal’s web site at 

  http://www.severstal.com/eng/ir/index.phtml (see “Results and Reports” section)         

 PAO Severstal and subsidiaries
 Summary consolidated statements of comprehensive income
 Years ended December 31, 201 4, 201 3 and 201  2

(Amounts expressed in thousands of US dollars, except as otherwise stated)
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 PAO Severstal and subsidiaries
  Summary c onsolidated statements of fi nancial position
   December 31, 201  4, 201  3 and 201  2

(Amounts expressed in thousands of US dollars, except as otherwise stated)

December 31,

2014 2013 2012

Assets
Current assets:
Cash and cash equivalents 1,896,675 1,035,948 1,726,275 

Short-term fi nancial investments 21,129 60,016 23,778 

Trade accounts receivable 648,990 1,356,916 1,040,567 

Accounts receivable from related parties 14,735 18,620 15,468 

Restricted fi nancial assets - 1,114 - 

Inventories 823,331 2,018,760 2,352,898 

VAT recoverable 63,642 119,151 214,419 

Income tax recoverable 29,416 19,048 21,169 

 Other current assets 122,199 276,863 302,120 

Total current assets 3,620,117 4,906,436 5,696,694 

Non-current assets:
Long-term fi nancial investments 85,748 115,481 108,060 

Investments in associates and joint ventures 81,436 256,671 316,503 

Property, plant and equipment 3,336,298 8,254,192 8,462,711 

Intangible assets 376,755 678,910 820,935 

Restricted fi nancial assets - 39,478 32,970 

Deferred tax assets 43,814 78,118 100,796 

Other non-current assets 16,594 204,441 168,546 

Total non-current assets 3,940,645 9,627,291 10,010,521 

Total assets 7,560,762 14,533,727 15,707,215 

Liabilities and shareholders' equity
Current liabilities:
Trade accounts payable 500,228 1,145,873 1,057,621 

Accounts payable to related parties 15,898 42,998 36,234 

Short-term debt fi nance 774,493 627,519 1,382,128 

Income taxes payable 8,814 10,660 16,604 

Other taxes and social security payable 99,719 138,657 152,590 

Dividends payable 2,355 28,065 86,538 

  Other current liabilities 332,881 555,401 637,947 

Total current liabilities 1,734,388 2,549,173 3,369,662 

Non-current liabilities:
Long-term debt fi nance 2,654,370 4,126,575 4,327,412 

Deferred tax liabilities 118,393 312,736 338,078 

Retirement benefi t liabilities 48,258 189,913 201,552 

Other non-current liabilities 167,780 355,073 255,268 

Total non-current liabilities 2,988,801 4,984,297 5,122,310 

Equity:
Share capital 2,752,728 2,752,728 2,752,728 

Treasury shares (235,657) (235,657) (235,657)

Additional capital 312,645 315,922 315,922 

Translation reserve (1,974,195) (542,186) (411,658)

Retained earnings 1,964,160 4,692,475 4,767,325 

Other reserves 265 1,044 5,800 

Total equity attributable to shareholders of  PAO Severstal 2,819,946 6,984,326 7,194,460 

Non-controlling interests 17,627 15,931 20,783 

Total equity 2,837,573 7,000,257 7,215,243 

Total equity and liabilities 7,560,762 14,533,727 15,707,215 

 The consolidated fi nancial statements of PAO Severstal and subsidiaries are available on Severstal’s web site at 

     http://www.severstal.com/eng/ir/index.phtml (see “Results and Reports” section)     
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Year ended December 31,

2014 2013* 2012*

Operating activities:
Profi t before fi nancing and taxation 1,200,598 896,713 1,265,151 

Adjustments to reconcile profi t to cash generated from operations:

Depreciation and amortization 560,682 607,231 555,703 

Impairment of non-current assets 291,587 241,714 54,117 

Movements in provision for inventories, receivables and other provisions 59,691 8,381 128,565 

Loss/(gain) on disposal of property, plant and equipment and intangible assets 11,174 (12,473) 23,753 

Loss/(gain) on disposal of subsidiaries and associates 27,336 1,195 (9,889)
 Share of associates' and joint ventures' results less dividends from associates 

and joint ventures 31,062 8,633 (6,899)

Changes in operating assets and liabilities:

Trade accounts receivable 19,811 (294,814) 157,802 

Amounts receivable from related parties (4,344) (2,589) 1,442 

VAT recoverable 6,378 87,832 (39,866)

Inventories (139,144) 196,267 112,671 

Trade accounts payable 45,805 37,022 (54,713)

Amounts payable to related parties 3,649 6,477 4,036 

Other taxes and social security payable 43,212 (1,414) 3,401 

Other non-current liabilities (27,271) (33,637) 2,380 

Net other changes in operating assets and liabilities 101,347 1,326 57,799 

Cash generated from operations 2,231,573 1,747,864 2,255,453 

Interest paid  (246,837)  (307,218)  (331,543)

Income tax paid  (54,275)  (63,815)  (196,358)

Net cash from operating activities - continuing operations 1,930,461 1,376,831 1,727,552 

Net cash   from operating activities - discontinued operations 107,532 201,076 22,807 

Net cash from operating activities 2,037,993 1,577,907 1,750,359 

Investing activities:
Additions to property, plant and equipment  (699,947)  (968,008)  (1,185,111)

Additions to intangible assets  (79,457)  (115,958)  (111,729)

Additions to fi nancial investments, associates and joint ventures  (37,284)  (42,126)  (71,759)

Net cash infl ow from disposals of subsidiaries  2,012,756  3,628  - 

Proceeds from disposal of property, plant and equipment  23,343  57,738  9,586 

Proceeds from disposal of fi nancial investments  19,862  13,266  352,749 

Interest received  56,170  25,969  105,611 

Dividends received  1,101  4,856  13,742 

Cash from/(used in) investing activities - continuing operations 1,296,544 (1,020,635) (886,911)

Cash used in investing activities - discontinued operations  (94,207)  (99,846)  (215,115)

Cash from/(used in) investing activities 1,202,337 (1,120,481) (1,102,026)

Financing activities:
Proceeds from debt fi nance  1,948,868  849,300  1,543,104 

Repayment of debt fi nance  (2,571,583)  (1,408,441)  (1,707,908)

Repayments under lease obligations  (246)  (1,718)  (2,689)

Dividends paid  (1,060,565)  (213,246)  (344,396)

Repurchase of issued shares  -  -  (19,874)

Acquisitions of non-controlling interests  -  (4 083)  (193,883)

Cash used in fi nancing activities - continuing operations (1,683,526) (778,188) (725,646)

Cash used in fi nancing activities - discontinued operations  (367,191)  (363,015)  (109,457)

Cash used in fi nancing activities (2,050,717) (1,141,203) (835,103)

Effect of exchange rates on cash and cash equivalents  (328,886)  (6,550)  7,339 

Net increase/(decrease) in cash and cash equivalents 860,727 (690,327) (179,431)

Less change in cash and cash equivalents of discontinued operations - - 42,168 

Cash and cash equivalents at beginning of the period 1,035,948 1,726,275 1,863,538 

Cash and cash equivalents at end of the period 1,896,675 1,035,948 1,726,275 

  *  These amounts refl ect adjustments made in connection with the  presentation  of discontinued operat ions.        

The consolidated fi nancial statements of PAO Severstal and subsidiaries are available on Severstal’s web site at 

     http://www.severstal.com/eng/ir/index.phtml (see “Results and Reports” section)     

 PAO Severstal and subsidiaries
   Summary c onsolidated statements of cash fl ows
 Years ended December 31, 201  4, 201  3 and 201  2

(Amounts expressed in thousands of US dollars, except as otherwise stated)
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 PAO Severstal and subsidiaries
   Summary c onsolidated statements of changes in equity
Years ended December 31, 201  4, 201  3 and 201  2

(Amounts expressed in thousands of US dollars, except as otherwise stated)

Attributable to the shareholders of  PAO Severstal Non-controlling interests Total

Share

capital

Treasury

shares

Additional

capital

Translation 

reserve

Retained

earnings

Other

reserves Total

Balances at December 31, 2011 3,311,288 (1,586,293) 1,165,530 (642,228) 4,386,461 44,738 6,679,496 387,827 7,067,323 

Profi t for the period - - - - 761,962 - 761,962 57,837 819,799 

Translation to presentation currency - - - 261,700 - - 261,700 14,853 276,553 

Other comprehensive loss - - - (31,130) (32,439) (38,153) (101,722) (206) (101,928)

Deferred tax on other comprehensive loss - - - - - (785) (785) - (785)

Total comprehensive income/(loss) for the period 230,570 729,523 (38,938) 921,155 72,484 993,639 

Dividends - - - - (311,921) - (311,921) - (311,921)

Repurchase of issued shares - (20,480) - - - - (20,480) - (20,480)

Cancellation of shares (558,560) 1,474,965 (916,405) - - - - - - 

Issue of convertible bonds - - 66,797 - - - 66,797 - 66,797 

Gold segment separation - (103,849) - - - - (103,849) (274,892) (378,741)

Effect of acquisitions and disposal without a change in control - - - - (36,738) - (36,738) (164,636) (201,374)

Balances at December 31, 2012 2,752,728 (235,657) 315,922 (411,658) 4,767,325 5,800 7,194,460 20,783 7,215,243 

Profi t for the period - - - - 82,728 - 82,728 6,475 89,203 

Translation to presentation currency - - - (130,528) - - (130,528) (2,450) (132,978)

Other comprehensive loss - - - - (8,068) (5,645) (13,713) - (13,713)

Deferred tax on other comprehensive loss - - - - - 889 889 - 889 

Total comprehensive income/(loss) for the period (130,528) 74,660 (4,756) (60,624) 4,025 (56,599)

Dividends - - - - (154,305) - (154,305) - (154,305)

Effect of acquisitions and disposals without a change in control - - - - 4,795 - 4,795 (8,877) (4,082)

Balances at December 31, 2013 2,752,728 (235,657) 315,922 (542,186) 4,692,475 1,044 6,984,326 15,931 7,000,257 

Loss for the period - - - - (1,601,668) - (1,601,668) (955) (1,602,623)

Translation to presentation currency - - - (1,426,539) - - (1,426,539) (4,244) (1,430,783)

Other comprehensive (loss)/income - - - (5,470) 23,942 (779) 17,693 - 17,693 

Total comprehensive loss for the period (1,432,009) (1,577,726) (779) (3,010,514) (5,199) (3,015,713)

Dividends - - - - (1,151,459) - (1,151,459) (262) (1,151,721)

Repayment of convertible bonds - - (3,277) - - - (3,277) - (3,277)

Effect of acquisitions and disposals without a change in control - - - - 870 - 870 7,157 8,027 

Balances at December 31, 2014 2,752,728 (235,657) 312,645 (1,974,195) 1,964,160 265 2,819,946 17,627 2,837,573 

  The consolidated fi nancial statements of PAO Severstal and subsidiaries are available on Severstal’s web site at 

      http://www.severstal.com/eng/ir/index.phtml (see “Results and Reports” section)     



88

COMPANY OVERVIEW STRATEGY PERFORMANCE SUSTAINABILITY GOVERNANCE FINANCIAL STATEMENTS ADDITIONAL INFORMATION

Severstal
Annual Report  2014

Note 1. Basis of preparation

The summary consolidated fi nancial statements of PAO Severstal and subsidiaries consist of the summary consolidated income statements, 

summary consolidated statements of comprehensive income, fi nancial position, cash fl ows and changes in equity, which are derived with-

out any alterations from the consolidated fi nancial statements of PAO Severstal and subsidiaries for the years ended 31 December, 2014, 

2013 and 2012, approved by the Board of Directors on February 17, 2015.

The consolidated fi nancial statements of PAO Severstal and subsidiaries are available on Severstal’s web site at 

        http://www.severstal.com/eng/ir/index.phtml (see “Results and Reports” section)     

 PAO Severstal and subsidiaries
      Notes to the summary consolidated fi nancial statements
Years ended December 31, 201  4, 201  3 and 201  2

(Amounts expressed in thousands of US dollars, except as otherwise stated)
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Additional Information

Shareholder Information

Severstal’s shares are traded on the largest Russian exchange  – 

MICEX Stock exchange, which is a part of Moscow Exchange Group. 

Moreover, Severstal’s shares are circulated in the form of depositary 

receipts on the London Stock Exchange and through the PORTAL 

trading system in the US.

Stock Exchange Ticker

MICEX Stock Exchange CHMF

London Stock Exchange SVST

Severstal’s stocks traditionally contribute to the capitalisation of 

key indices on the stock exchanges on which the company is listed. 

Severstal makes a sizeable contribution to the MICEX and RTS indi-

ces in Russia. Additionally, Severstal is a solid constituent of MSCI 

Russian and FTSE Russia IOB at LSE.

Severstal contribution to key Indices

Index Weight*

RTS 1.67%

MICEX 1.67%

MSCI Russia 1.77%

FTSE Russia IOB 1.69%

Russian Depositary Index 1.67%

Bloomberg World Iron/Steel Index 2.24%

* By March 2015

According to sector analysts, Severstal remained one of the most 

attractive Russian steel stock at the end of 2014. In 2014, upgrades 

of analysts’ recommendations and target prices were driven by suc-

cessful cost-cutting, effi ciency improvement in the steel and mining 

segments, and the sale of the Group’s North American assets, which 

has structurally upgraded the Group’s profi tability due to the lower 

margin nature of SNA’s operations and realized signifi cant value 

for shareholders. According to analysts’ comments and reports, 

Severstal still has growth potential despite the challenging market 

environment. Key investment bank analysts emphasise in their 

reports that Severstal should be able to deliver further implemen-

tation of cost-saving measures across all divisions, while prudent  

integration into raw materials coupled with highly effi cient steel 

operations will further support the Company’s profi tability, free cash 

fl ow generation abilities and strong balance sheet.

Investors and analysts appreciated Severstal’s Capital Markets 

Day which was held in London on November 10, 2014. According 

to investor feedback, the presentations had suffi cient detail and a 

good level of disclosure and there weren’t any subjects or particular 

detail missing from them. The speeches themselves were clear and 

straightforward. Most of those who attended Severstal’s Capital 

Markets Day found it good that when presenting at the CMD the 

Company considers both debt holders and shareholders. Analysts 

noted in their post CMD reports that the Company was clearly 

developing the right strategy going forward.

Severstal exhibits the highest daily trade volume among its key 

Russian peers which refl ects the company’s strong liquidity posi-

tion.  Severstal’s GDRs average daily turnover at LSE was almost 

US$10 million while average daily turnover at Moscow Exchange 

(MICEX) was around RUB 600 million in 2014.

MICEX 2014 2013

Maximum (closing price), Rub 530.50 397.90

Minimum (closing price), Rub 228.60 205.40

At year beginning 308.00 389.50

At year end 501.90  319.0

Change,% 63% ( 18%)

Turnover, R ub mln 151,075 113,128

LSE 2014 2013

Maximum (closing price), US$ 11.04  13.26

Minimum (closing price), US$ 6.14  6.25

At year beginning 9.79  13.25

At year end 9.10  9.88

Change,% (7%) ( 25%)

Turnover, US$ mln 2,334  3.045

Share Price at MICEX in 2014, RUB
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Severstal won Best Overall Investor Relations 

at IR Magazine Russia & CIS awards for the third 

year in a row. The winners of the prestigious IR 

awards were selected by Thomson Reuters Extel, 

IR Magazine Russia & CIS’s research partner. 

Independent survey among sell-side and 

buy-side representatives investing in Russia 

based companies was open from March 17 

to May 7, 2014. Severstal outran competition 

from fellow nominees such as Evraz and NLMK.
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Credit ratings

Standard & 
Poor’s Moody’s Fitch

Credit Rating (Long Term, 

Foreign Currency)
BB+ Ba1 BB+

 Date of Rating* 04.02.2015 25 .02.2015  29 . 10 .2014

Outlook Negative Negative Stable

* Latest update does not refl ect subsequent confi rmations.

Dividends

Severstal resumed paying dividends in 2010. Severstal Board of 

Directors has modifi ed the Company’s dividend policy to return 

50 %  of net profi t for a given reporting period to shareholders pro-

vided that the net debt/EBITDA ratio is below 1.0 times, refl ecting 

Severstal’s mission to maximize shareholder returns. Moreover, The 

Company has returned a signifi cant share of the proceeds from the 

sale  of the Company’s North American business to shareholders 

through a special dividend.

 Dividends per share/GDR announced for the periods ended in 2014:

3m 2014 2.43 roubles (US$ 0.07)

6m 2014 2.14 roubles (US$ 0.06)

9m 2014 54.46 roubles (US$ 1. 18 )

12 m 2014* 14.65 roubles

*  recommended by the Board, to be approved by shareholders at the AGM 
on May, 25 2015

 2015 Financial calendar

26 January 2015 Full year 2014 Operational results

18 February 2015 Full year 2014 IFRS fi nancial statements

April 2015 Q1 2015 Operational results

23 April 2015 Q1 2015 IFRS fi nancial statements

25 May 2015 Shareholders' Annual General Meeting

July 2015 H1 & Q2 2015 Operational results

23 July 2015 H1 2015 IFRS fi nancial statements

October 2015 9M & Q3 2015 Operational results

22 October 2015 9M 2015 IFRS fi nancial statements

October 2015 Capital Markets Day

Additional Information
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Contacts

 PAO Severstal
Legal address:

30 Mira Street,

Cherepovets, Vologda Region, 162608, Russia

Postal address:

2 K. Tsetkin Street

Moscow, 127299, Russia

Tel: +7 (495) 926 7766

Fax: +7 (495) 926 7761

www.severstal.com

Corporate Secretary

 Artem Bobulich

Tel: +7 (8202) 53 0900

Fax: +7 (8202) 53 2159

Email: corporate_secretary@severstal.com

Public Relations

Elena Kovaleva

Tel/Fax: +7 (495) 926 77 66

Email: elena.kovaleva@severstal.com

Investor Relations

Vladimir Zaluzhsky

Tel/Fax: +7 (495) 926 77 66

Email: vladimir.zaluzhsky@severstal.com

Human Resources

Natalia Bachinskaya

Tel: +7 (495) 926 77 61

Email: natalia.bachinskaya@severstal.com

Corporate Social Responsibility

Natalia Poppel

Tel/Fax: +7 (495) 926 77 66

Email: na.poppel@severstal.com

Auditor

 AO KPMG

10, Presnenskaya Naberezhnaya,

Block C, fl oor 31, Moscow, 123317, Russia

Tel: +7 (495) 937 4477

Fax: +7 (495) 937 4499

Registrar

ZAO Partnyor

Address: 22, Pobedy Avenue, Cherepovets

162606, Vologda Region, Russia

Tel: +7 (8202) 53 6021

Fax: +7 (8202) 55 3335

Licence no.: 10-000-1-00287

Date of issue: 04.04.2003 r.

Expiry date: no expiry date

Issued by: FSFM of Russia


