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1 STRATEGIC REPORT

8,580 +9% 2017: 7,848
Revenue

2,707 +25% 2017: 2,162
Profit from operations

3,142 +22% 2017: 2,577
EBITDA

1,601 +15% 2017: 1,393
Free Cash Flow

2,254 +18% 2017: 1,914
Net cash from operating activities

US$ million

We use certain alternative performance measures 
(“APMs”) in this Annual Report that are used by 
management to assess the underlying performance 
of the business and as information in recommending 
dividends. EBITDA, which is widely used in the industry, 
represents profit from operations plus depreciation and 
amortisation of productive assets (including the Group’s 
share of depreciation and amortisation of associates 
and joint ventures) adjusted for gain/(loss) on disposals 
of PPE and intangible assets and for share in associates’ 
and joint ventures’ non-operating income/(expenses).

A reconciliation of Operating Profit to EBITDA is set 
out in the Appendix. Free Cash Flow is used by the 
Board of Directors, in conjunction with Net Debt (being 
Total Debt Finance less Cash and Cash Equivalents) 
as a guide in recommending dividend payments. Free 
Cash Flow is determined as the aggregate amount 
of the following items: Net cash from operating 
activities from continuing operations, CAPEX, proceeds 
from disposal of PPE, interest received and dividends 
received. A reconciliation of Free Cash Flow to Net cash 
from operating activities is set out in the Appendix.
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PAO Severstal (“Severstal”, “the Company”, or “the Group”) is a vertically integrated 
steel and steel-related mining business with its major assets located in Russia 
and some investments in other countries. The Company was founded in 1955 
at the Cherepovets Steel Mill in Russia. Severstal’s strategy is aimed at further 
strengthening its financial performance, maximising value creation and enhancing 
shareholder returns, whilst not harming its employees and minimising its impact on 
the environment. Severstal’s strategic priorities are superior client experience, cost 
leadership and embracing new opportunities, supported by Severstal’s advanced 
corporate culture. The Company comprises two major operational divisions: Severstal 
Resources and Severstal Russian Steel.

Severstal Resources
Severstal’s mining assets are a fundamental part of the Company’s vertically integrated business model. Severstal Resources supplies 
almost all of the iron ore and approximately 60% of the hard coking coal consumed by Severstal’s steel business, while also selling 
significant volumes to external customers both in Russia and abroad.

Severstal Russian Steel
The Company’s core asset is the Cherepovets Steel mill, one of the lowest cost steel mills in the world, strategically located near to 
the Company’s mining operations, the Baltic ports and Russia’s industrial heartland. Severstal Russian Steel is a leading Russian steel 
producer. The division has a broad product portfolio, comprising a majority of high value-added flat steel products and increasing volumes 
of long products for construction and downstream sales.

Severstal at a Glance
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Financing the growth: our targets match the new strategy priorities
KPI Current

progress Track record

FCF Dividends paid

sell 100% of products on 
target markets as 

a unique selling proposition

A comprehensive 
system in place
A comprehensive
system in place

Superior
customer
experience

Achieve zero fatalities
Achieve zero fatalities

and minimise harm
LTIFR: 

XX for 2018
LTIFR:

0.95 for 2018
Safety

0.99
1.77

0.96 0.95

C reate a significant gap in 
costs from competitors

Create a significant gap in costs
compared with competitors

On integrated basis:
achieved

On integrated basis:
achievedCost position

300
400
500
600
700

Severstal
* company’s estimation

86 89
48 50

80 79

Quality Reliability

Cu
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er

sa
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ct
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n 

w
ith

*

Service

2017 2018

20
18

 H
RC
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as

h 
co

st
s:

U
SD

36
7/

t*

Sell 100% of products to target
markets as a differentiated

selling proposition

~100% FCF payout** ~$2bn***

paid in 2018
Dividend
payout

Keep leverage below 1.5xKeep leverage below 1.5x XX x
at the end of Q418

0.4x
at the end of Q418

Low debt

EBITDA margin >20%EBITDA margin >20% XX %
for 2018
36.6%
for 2018

EBITDA margin

Free cash flow positive
through the cycle

Free cash flow positive
through the cycle

$XXXX m
for 2018

$1,601 mlnFree Cash Flow

$1,552m
$723m $1,021m $921m

$1,393m $1,530m $1,601m
$1,971m

1.5x

Free cash flow positive
through the cycle

Smart CAPEX: accelerates
EBITDA growth

$XXXX m
for 2018
>20%

IRR
Smart CAPEX

for 2018

2015 2016 2017 2018

2015 2016 2017 2018

$1,552m
$1,021m $1,393m

2015 2016 2017

32.8% 32.3% 32.8%

2015 2016 2017

20%

0.4x 0.4x 0.4x

2015 2016 2017

$439m $525m $591m

2015 2016 2017

$1,601m

2018

36.6%

2018

0.4x

2018

$688m

2018

* Severstal analysis, quarterly and annual reports 
**Given Net Debt to EBITDA ratio is below 1.0. If leverage is below 0.5, more than 100% of FCF may be available for distribution 
***Cash outflow for dividends in 2018 including: Q4 2017, Q1 2018, Q2 2018, Q3 2018 dividend payments
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Chairman’s Review

Dear Shareholders,

In 2018, Severstal reaffirmed its position as an industry 
leader with a strong track record of solid performance 
through the cycle and delivered significant cash 
returns to shareholders. This was possible due to our 
focused strategy, disciplined capital allocation and the 
commitment of our employees. Our new strategy should 
help us to boost further growth.
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Steel Company of the Future
This year, our continuous commitment to progress has led us to 
re-shape our vision and re-focus our strategy. We are now better 
positioned than ever to deliver growth and we aim to become the 
“Leader of the steel industry of the future”.

Steel is 100% recyclable and incredibly versatile. It is a natural 
material of choice for designers of the cities of the future as 
they address challenges such as climate change and population 
growth. We are among the steel producers worldwide which 
are innovating to bring new products and solutions to market 
that will meet these evolving needs. The high specification steel 
produced today is unrecognisable from the products of fifty years 
ago and improvement is continuous.

To remain the supplier of choice for our customers we need to 
consistently achieve more and do better than our competitors. 
At Severstal, we believe our relentless focus on customer service 
sets us apart from our peers. With our advanced digital platforms 
and close customer relationships, we have the agility to anticipate 
changing consumer requirements and deliver a superior customer 
experience. We are working towards developing all of our products 
as unique selling propositions and bespoke solutions for our 
customers, innovating alongside them to co-develop the products 
of the future.

Sustainability is hugely important both for Severstal and its 
customers. Not only do we innovate to develop steel products that 
will enable our clients to construct more sustainable cars, houses, 
bridges and other infrastructure, but we are committed to ensuring 
that our production processes have the minimum impact on the 
natural environment.

Meanwhile, we fully intend to maintain our advantage as a global 
cost leader in the industry to remain an attractive partner for all of 
our stakeholders.

Severstal’s goal is to be at the heart of future innovation in steel, 
whether this be in contributing to cities of the future, renewable 
energy or the future of transport infrastructure, and our advanced 
corporate culture means that we have a team of highly motivated 
people to deliver our vision.

Our People
Our employees have always been at the heart of our business. 
They drive the Company forward, and we are fully committed to 
the professional development of every member of our team. We 
aim to create an attractive and sustainable working environment – 
Severstal’s Corporate Culture. It promotes motivation of 
our colleagues to achieve better results faster. We have also 
established the Severstal’s Leadership Lab to educate the top 
team members to adopt new behavioural patterns and skills.

Returns to Shareholders
We aim to deliver superior shareholder returns and, in 2018, we 
enhanced our dividend policy by formally committing to returning 
100% of the Company’s Free Cash Flow to our shareholders, 
provided the Net debt/EBITDA ratio remains below 1.0.

The Company generates significant Free Cash Flow and therefore 
the Board is also considering paying out more than 100% of the 
Free Cash Flow in dividends, should the Net debt/EBITDA fall 
below 0.5.

In 2018, a total of around $2bn was returned to our 
shareholders via dividend payments, representing an average 
dividend yield of c.15% for the period.

Health and Safety
Safety is the number one priority across all Severstal’s operations. 
Our goal is to be 100% accident free, and we are constantly 
reviewing our safety processes to ensure that they remain in line 
with global best practices. We have set out our long-term goals on 
Health and Safety, aiming to eliminate all work-related fatalities 
by 2025, and reduce our LTIFR by 50% compared with 2017. Our 
management teams work hard to foster a strong safety culture 
and ensure that all our employees feel personally involved in 
maintaining our high standards.

Sustainable Development and ESG (Environmental, Social and 
Governance Aspects).
We fully understand that to remain competitive and ensure long-
term demand for steel, we need to take greater efforts to promote 
the positive environmental characteristics of steel, which is the 
most recyclable material on earth that remains affordable to 
customers. Severstal is committed to operating in a cleaner 
environment and improving the sustainability of its working 
practices.

In 2018 we disclosed our greenhouse gas emissions data 
for the first time and participated in the Carbon Disclosure 
Project initiative.

We have also been focused on enhancing our ESG disclosure, 
engaging proactively with our stakeholders in this area and 
updating our policies and monitoring activities. We are pleased 
that our progress has been recognised by leading ESG rating 
providers, who have upgraded our ratings.

The Board
In 2018 we further strengthened our Board of Directors with 
the appointment of Agnes Ritter, our Chief Technical Director. 
Agnes joined Severstal eight years ago and she has already made 
a significant contribution to the Company’s Corporate Culture with 
her innovative management approach and outstanding leadership 
skills. She also leads Severstal’s Women’s Club, the first group of its 
kind in the Russian steel industry, focused on promoting women in 
leadership roles.

Our Board remains diverse and well-balanced, with 
five independent non-executive directors. My role as Chairman is 
to drive our strategy and further improve governance across 
the business by increasing transparency and disclosure to be 
recognised as a company with the highest ethical standards and 
sustainable approach.

Outlook
Moving into 2019, we anticipate moderate growth in the 
Russian economy and in steel demand. We believe that efficient, 
innovative and vertically integrated operators such as Severstal 
will continue to deliver value to stakeholders. Our focus on value-
added products, vertical integration, flexible sales model and the 
favourable location of our assets enable Severstal to react quickly 
to changing market conditions by shifting sales volumes between 
markets, to take advantage of more attractive pricing at different 
stages of the industry cycle.

On behalf of the Board, I would like to thank our dedicated 
employees and shareholders for their ongoing support.

Alexey Mordashov
Chairman of the Board of Directors
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Strategy and Business Review
Dear Shareholders,

I am pleased to report that in 2018 Severstal once again 
maintained its industry leading position. The resilience 
of our business model has continued to underpin our 
ability to consistently deliver superior value to Severstal’s 
shareholders in challenging industry conditions, 
through a constant focus on business excellence and a 
commitment to our proven strategy focused on driving 
Total Shareholder Return.

Alexander Shevelev
Chief Executive Officer

We are very proud of what we have achieved over the years. 
Our focus on driving efficiencies throughout the business and 
an increasing attention to service and quality have enabled 
us invariably to achieve the highest margins in the global 
steel industry, generate strong free cash flow throughout the 
cycle and return industry-leading dividends to our shareholders. 
We are particularly pleased to note that in the second quarter of 
2018 Severstal set a new record with an EBITDA margin of 38.7%.

From this position of stability and strength, we see an opportunity 
to deliver further growth.

As the world evolves around us, we see a significant opportunity 
for steel producers that are agile, adaptable and innovative to 
meet the requirements of future infrastructure and industry, 
cities and communities. The traditional sectors that consume 
steel are rapidly changing, demanding more sustainable and 
more versatile solutions. Customer behaviour is also changing, 
with increasing demand for personalised services and unique 
downstream solutions. We are confident that steel, the 100% 
recyclable construction material, will remain the material of choice, 
supported by an industry that is today overwhelmingly focused 
on innovation and quality. Over the past 50 years, technological 
advances in the sector have already delivered a product that is 
40% lighter and is the strongest construction material.

In 2018, at Severstal’s annual Capital Markets Day in London, 
we presented an updated strategy which will ensure we are 
one of the first to harness this exciting opportunity in full, and 
secure Severstal’s Position as the “leader of the steel industry 
of tomorrow”.

Our updated strategy reflects three core principles:

1. Superior client experience

2. Cost leadership

3. New opportunities

We believe this strategy, which encompasses many initiatives 
and targets in every aspect of our business, will ensure we deliver 
an annual increase to our EBITDA of 10–15% (excluding pricing/
macro factors).

Alongside this, we reiterated our commitment to delivering 
long-term value and maximum returns to our shareholders, 
as measured by Total Shareholder Return. We will maintain our 
“smart CAPEX” approach, which requires a minimum of 20% IRR 
for every investment project. We are committed to our highly 
competitive dividend policy and we will maintain our consistently 
low level of debt.

The success of this growth strategy will be supported by Severstal’s 
advanced corporate culture. Thanks to our strong collaborative 
ethos we have a workforce that is incentivised to “achieve more 
together” and is united behind our new vision of being the “leader 
of the steel industry of the future”, and the first choice for our 
customers, employees and partners.
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Relationships with stakeholders
Engagement with stakeholders on a permanent basis (shareholders, 
business partners, employees, communities)
Facilities
Unique, quality production assets and geographical location
Vertical integration
60% self-sufficient in coking coal, 120% in iron ore and 80% in electricity
Financial
Strong balance sheet, enabling investment projects

People
Our people are our business. Severstal aims to continue to 
have a capable, engaged and productive workforce commit-
ted to ensuring that no harm comes to any of our people.

Materiality and Risk
Identifying and understanding our material 
matters and risks is fundamental to the 
development and implementation of our 
strategy.

Governance
Our goverance controls ensure that we 
respond effectively to matters that have 
the potential to cause financial, operation-
al or reputational harm to our business 
whilst acting with integrity for the benefit 
of all our stakeholders.

Severstal’s culture 
and values and the 
Business System of 
Severstal, the focus 
on quality, continu-
ous improvement 
and our innovation 
culture, create value 
for all stakeholders.

Stakeholder Value
Investors – $2 billion of dividends
Employees – $982 million in wages, 
benefits and social contributions 
Government – $0.4 billion of taxes borne and collected
Partners/Suppliers – $6,611 million of procurement expenditure*
Communities – $44 million of social and charitable investment
*Сompany estimates, incl. Intercompany

How we measure the value we create 
To measure the value created, we apply a set of Key 
Performance Indicators and targets, covering financial and 
non-financial aspects, some of which are set out later in this 
section (p. 13).

Severstal’s business model
Severstal is a vertically integrated steel and mining company 
with its major assets located in Russia.

The Company is self-sufficient in raw materials which are supplied 
by its Resources assets (coking coal and iron ore) located close to 
Severstal’s steel production plants. This model gives the Company 
a natural hedge against volatile raw materials prices throughout 
the year, to support our industry-leading margins. Severstal has the 
lowest cost profile of steel producers globally.

While the Company is predominantly focused on supplying steel 
products to the domestic market. It is also a significant exporter. 
The Company’s steel assets are competitively positioned near to 
the key steel consuming regions of Russia as well as to Severstal’s 
export markets. This allows the Company the flexibility to be 
able to shift sales volumes between import and export markets 

depending on market dynamics and to benefit from pricing 
premiums resulting from currency fluctuations.

The Company produces a broad portfolio of steel products and is 
focused on consistently delivering new, high value added steel 
products that will meet the requirements of the next generation 
of infrastructure projects. We are also focused on opportunities in 
new growth niches, such as wind tower production and cryogenic 
steel components for LNG tanks. Severstal builds long-term 
customer partnerships and is committed to constantly improving 
product quality, supply discipline and service quality.

Severstal has a highly disciplined approach to capital expenditure. 
Company investment projects are planned over long-term periods 
and each one must meet the strict internal rate of return or deliver 
a predetermined level of quality enhancement, whilst taking into 
account environmental impact improvement.
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Superior client experience
Severstal is widely recognised as a reliable supplier of high-quality products, offering a broad range of services tailored to individual 
requirements.

“Superior client experience” aims to take our customer service to the next level, by continuing to provide these basics of good customer 
service while finding new ways to offer our customers superior value. Today, Severstal is evaluating new markets, developing downstream 
products to get closer to end consumers and partnering on long-term product development with major clients. The core objective is to 
differentiate Severstal further from its competitors and to endeavour to offer its products to targeted markets as unique selling propositions.

Basic 

elements

Elements

of differentiation

Service quality

•	 Increasing channels of 
customer engagement 

•	 Improving order status 
transparency

•	 Getting closer to 
customers

Supply discipline

•	 Improving production unit 
discipline 

•	 Supply chain development 

Product quality

•	 Excellent quality and 
guaranteed product 
characteristics 

•	 Production capacity 
modernisation

Product differentiation

•	 Five product categories 
with 1,400+ initiatives in 
the pipeline 

•	 Structured stage-gate 
process with focus on 
value and time-to-market

Downstream opportunities

•	 Focus on all key steel-
consuming industries 

•	 Partnerships with 
international leaders to 
maximise value

New market business models

•	 Opportunities across the 
whole value chain 

•	 Unique solutions in 
collaboration with end-
users

Superior client experience / Leader of the steel industry of the future

Key progress in 2018 – superior customer experience
Since our updated strategy was announced in November 2018, we 
have already made progress on evolving the way we think about our 
customer service and monitor market demand to develop our offerings.

We see significant sales growth potential for downstream products 
and have therefore made the transition from production planning 
to customer-oriented Supply Chain Management (“SCM”). This 
has involved SCM modelling according to customer segment 
needs, transparent order tracking, and enhancing our automated 
planning system and customer information systems.

We have further enhanced our online sales platform. The portal, 
which was launched in 2017, has enabled us to considerably 
enhance our customer outreach and feedback capabilities. As a 
result, we are more alert to potential issues, can better anticipate 
changing market demand and efficiently deliver product innovations 
that meet our clients’ changing requirements. We exceeded our 
target of 3.5 million tonnes of online sales by 2018 and have 
increased both customer satisfaction and customer loyalty.

We continue to focus on product innovation and in 2018 became 
Russia’s first manufacturer of damping steel. Having monitored 
the market and listened to our customers, we developed a product 
which is both vibration and sound-absorbing, addressing important 
considerations for the designers of today’s megacities.

As part of our import substitution programme for construction 

materials, run in partnership with Gazprom, we launched a range 
of cryogenic steel for new LNG production and storage facilities.

We have increased our focus on supply discipline from the 
production units through monitoring and upgrading equipment.

Cost leadership
Severstal has a strong track record of delivering operational 
improvements that have enabled it to become the lowest cost 
steel producer in the world. The unrivalled efficiency of Severstal’s 
business is underpinned by a vertically-integrated business model with 
high quality, modern facilities, both upstream and downstream.

Today our objective is to further increase our cost advantage 
compared with our competitors.

This will be achieved through the following:

1. Continuous improvement programme

•	 Severstal Business System
•	 Expert network
•	 IT platform
2. Investment projects

•	 Coke battery #11
•	 Rolling shop #2 reheating furnaces № 1, 2, 3
•	 Natural gas savings
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3. Digital

•	 Technology improvement
•	 Repairs optimisation (using Big Data)
•	 Losses reduction (production chain management)
4. End-to-end upstream improvement

•	 Reduce coke consumption
•	 Improve quality of iron ore, pellets and coking coal
•	 Increase volumes in mining, modernisation in hot metal, 

debottlenecking in steel
5. Ramping volumes up drives costs down: 

•	 Boosting vertical integration and ramping up steel volumes
Key achievements in 2018 – cost leadership
Investment projects to improve operating efficiency in 
2018 included a 1bn rouble investment to replace compressors at 
the Cherepovets metallurgical plant. The switch to using modern, 
energy-efficient equipment will reduce the amount of energy used 
to compress air to the required values by a total of 24% across 
the three compressors. We estimate that this will save 300 million 
roubles a year.

In line with our focus on improving the quality of our steelmaking raw 
materials to reduce costs, at Vorkutaugol we successfully completed 
a trial to improve the quality of coal concentrate. The improved 
product, which has a reduced ash content of phosphorus and 
sulphur, is also environmentally cleaner and is already being shipped 
to Cherepovets Steel Mill. The potential financial benefit of this 
project is estimated at 1 billion roubles per year.

New opportunities
Embracing new opportunities means looking beyond Severstal’s 
traditional business. To ensure we are always innovative and 
at the forefront of our industry, we aim to constantly push our 
boundaries; evaluating new markets, new product opportunities, 
new technologies and new ways of working.

Our collaborative approach extends beyond Severstal.

We believe that today it is crucial for businesses to take a systematic 
approach to monitoring breakthrough trends in technology that 

have the potential to significantly disrupt the processes, products 
and business models of global industrial companies. In order to 
remain ahead of the curve, Severstal endeavours to maintain its 
operational leadership by actively identifying new early-stage 
opportunities and developing technological solutions that will add 
further value to its business model.

Key progress in 2018 – New Opportunities
In 2018 we were pleased to enter Russia’s growing renewable 
energy sector through a joint venture with Rusnano and Windar 
Renovables. Under the JV, Severstal will produce steel towers for 
wind-driven power plants, the first renewable energy products of 
their kind in Russia, for installation in the Rostov Region. This is 
part of a government programme to develop and stimulate the 
generation of renewable energy sources in Russia.

Severstal is currently focused on a number of similar partnerships 
that will enable the Company to enter new markets and 
demonstrate the versatility and potential of its steel products.

Another significant milestone in 2018 was the creation of 
Severstal’s venture capital division, Severstal Ventures. This is the 
first institutionalised venture investment initiative of its kind in the 
steel industry globally. The division operates in two ways: the first is 
to invest in venture capital funds to gain unique access to a vast range 
of projects; the second is to partner with venture projects, providing 
support, such as access to Severstal’s in-house expertise and facilities 
for trialling pilot products and solutions, licensing agreements and 
direct investment. In both instances, Severstal benefits directly from 
priority access to new technologies, which will contribute to further 
cost efficiencies and the development of unique products. The division 
focuses on technologies that are ready for rapid implementation.

In 2018 Severstal Ventures reviewed an identified 
pipeline of more than 3,000 start-ups. In October 
2018 Severstal Ventures invested in the Chrysalix RoboValley 
fund, specialising in innovations for energy-intensive industries. 
Chrysalix RoboValley was set up to invest in intelligent systems and 
automation platforms, including areas such as artificial intelligence 
(AI), robotics, machine learning, internet of things (IoT), as well as 
the development of new materials and special technologies that 
will enable the digital transformation of large industrial companies.

Financing the growth: our targets match the new strategy priorities

Maintain dividend flowMaintain dividend flow

Earnings growthEarnings growth

New strategy financial
priorities

~$ 2bn**
to be paid in 2018

~$2bn**
paid in 2018

0.1 x
at the end of Q3 2018

0.4x
at the end of Q4 2018

36.2 %
for 9M 2018

36.6%
for 2018

$1,368 m
for 9M2018
$1,601m
for 2018

Current
progress

>20 %
IRR

>20 %
IRR

~100% FCF payout*~100% FCF payout*

Keep leverage below 1.5xKeep leverage below 1.5x

EBITDAmargin >20%EBITDA margin >20%

Free cash flow positive
through the cycle

Free cash flow positive
through the cycle

Smart CAPEX:accelerates
EBITDA growth

Smart CAPEX: accelerates
EBITDA growth

Financial
targets

Maximise
shareholder

value

* Given Net Debt to EBITDA ratio is below 1.0. If leverage is below 0.5, more than 100% of FCF may be available for distribution;
**Cash outflow for dividends in 2018 including: Q4 2017, Q1 2018, Q2 2018 dividend payments and Q3 2018 dividend.
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Alongside our strategy for growth, we remain committed to our 
transparent capital allocation framework. The primary objective of 
all of our initiatives and plans remains to deliver long-term value 
and maximum returns to our shareholders, as measured by TSR.

While the Company has not been active in seeking M&A 
opportunities in recent years, these would be considered in line 
with our new marketing strategy if deemed to be truly value-
creative and would enable us to enhance our competitive position. 
These might take the form of joint ventures where we are able to 
share risk with industry-leading partners.

Leadership based on Severstal’s Corporate Culture
The real key to Severstal’s success, at every level, is its Corporate 
Culture that unites a talented and ambitious workforce. Our 
business is founded on our people, whose commitment, skill and 
new ideas constantly drive the Company to achieve more together.

It is this culture that will ensure we succeed in delivering on our 
new strategy for growth, without compromising the core values 
of quality, collaboration and innovation, that have made the 
Company the resilient industry leader it is today.

Priorities:

•	 Speed – Solve any problem faster than competitors
•	 High level of engagement – Create an attractive environment in 

which people achieve better results faster
•	 Partnership – Work with partners for joint excellence
•	 ESG – Create a sustainable environment together
•	 Talent development

Key initiatives:

•	 Acceleration of investment projects – Eliminating bureaucracy 
and barriers to decision-making for the investment proccess to 
become twice as fast

•	 Severstal Ventures – Establishing an additional information 
stream to discover and adopt new technologies

•	 Severstal Leadership Lab – Educating the top 100 team to 
adopt new behavioural patterns, soft- and meta-skills

•	 Agile practices – Building a client-centric organisation 
and improving cross-functional collaboration – Making the 
time-to-market four times faster (e. g. SeverFarm)

•	 Partner network – Developing a partner eco-system within and 
outside the Company to create mutual value for our clients. 
More than 100 R&D partners worldwide

•	 Integrated safety, environment, community initiatives.
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CFO’s Review

Dear Shareholders,

In 2018 Severstal enjoyed strong financial growth 
supported by a favourable steel and commodities pricing 
environment and increased steel sales volumes.

We are committed to:

•  Industry leading EBITDA margins through improved 
efficiency and cost management

•  Positive free cash flow through the cycle

•  Smart CAPEX – requiring a minimum 20% IRR for 
every investment project

•  A strong balance sheet with the aim of not exceeding 
net debt/EBITDA ratio target level of 1.5

•  Returning value to shareholders in the form of 
dividends amounting to 100% of the Group’s Free 
Cash Flow for the respective reporting period as long 
as Net debt/EBITDA ratio remains below 1.0
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Industry leading EBITDA margins
In 2018, the Group reported revenues of $8,580m, 9% higher 
than a year earlier, helped by favourable prices for steel and 
commodities and a 2% increase in steel sales volumes reflecting 
our wider product portfolio, improved product mix and high-quality 
production assets. Severstal achieved capacity utilisation of close 
to 100% across its assets during the year.

Full year EBITDA was $3,142 million, a rise of 22% compared 
with 2017, primarily driven by top line growth, only partly offset 
by an increase in the cost of goods sold. EBITDA was also lifted 
by sales and marketing initiatives, smart procurement and 
operational improvements. EBITDA margins rose to almost 
37%, from 33% in 2017 and represented one of highest EBITDA 
margins in the steel industry globally. This continued to exceed our 
target of an average margin of at least 20% through the cycle. Our 
aim is to grow EBITDA at between 10%-15% annually between 
2019–2023, excluding pricing/macro factors.

Severstal’s vertical integrated model with well positioned high 
quality production assets provides a high degree of flexibility and 
we continue to enjoy the lowest costs in the global steel industry. 
During the year we continued to improve efficiency and remained 
focused on cost throughout the business.

The majority of Severstal’s costs are rouble-denominated.

Maintaining stable positive Free Cash Flow
In 2018 the Group’s free cash flow was $1,601 million a significant 
increase on the $1,393 million achieved in 2017. The effective 
conversion of EBITDA to free cash flow remains one of the Group’s 
key strategic financial priorities and our financial target is to be 
free cash flow positive through the cycle. This helps deliver value to 
shareholders and enable us to maintain a strong balance sheet.

The Group concentrates on working capital management and 
cost optimisation to proactively offset steel and raw materials 
price volatility throughout the year. This is supported by 
our vertically integrated model and broad product portfolio.

Smart CAPEX – to accelerate EBITDA growth
The Group maintained its prudent approach to CAPEX during 
the year. Severstal has a strict internal rate of return target of at 
least 20% for each CAPEX project and this is a key component for 
capital allocation.

Overall CAPEX in 2018 was $688 million and was focused primarily 
on upstream activities. More detail is provided in the Divisional 
review section.

During the year the Group disclosed it would launch a hot-
end modernisation programme which would require a 
certain increase in investment. In 2019 Severstal’s CAPEX will 
stand at approximately $1.45bn, with a high proportion (c.75%) 
of this committed to development projects. The Company’s CAPEX 
will normalise after 2022 when the key projects are completed and 
will decline in 2023 to approximately $750m.

Strong balance sheet with low debt levels
Severstal is focused on maintaining a low level of debt and our 
low leverage has enabled us to demonstrate a stable performance 
even when we have faced economic, foreign exchange, commodity 
and steel market headwinds.

The Group’s net debt/EBITDA ratio remains one of the lowest 
amongst steel companies globally and enables Severstal 
to maintain a low level of debt whilst returning value to its 
shareholders. Severstal will aim to maintain a comfortable level of 
debt, not exceeding our net debt/EBITDA ratio target level of 1.5. 
At the end of 2018 the ratio stood at 0.4.

Severstal’s gross debt reduction strategy is largely maturity driven 
and almost all of the Group’s gross debt at the end of 2018 was 
public debt. Cash in hand and unused committed credit lines 
cover several years of debt maturities. The Group continues to 
proactively manage its debt profile.

Our unique business model, capital structure and high credit 
ratings allow us to have the flexibility of raising funds at attractive 
terms in different currencies to manage our plans and obligations. 
Severstal’s credit ratings at year end were: S&P Global BBB- / 
Stable, Moody’s Baa3 / Positive and Fitch BBB- / Stable.

Dividend
During 2018 and in line with our commitment to delivering value 
to shareholders, we announced a new dividend policy. It provides 
for annual payment in the form of dividends of 100% of the 
Group’s Free Cash Flow for the respective reporting period as 
long as the net debt/EBITDA ratio remains below 1.0. The Group 
reserves the right to make adjustments to reflect seasonal 
fluctuations in working capital.

Should the Net debt/EBITDA ratio fall below 0.5, the amount 
paid out in dividends could exceed 100% of free cash flow for the 
respective reporting period. If the net debt/EBITDA ratio is higher 
than 1.0, the Company will revert to a policy of paying dividends 
on a quarterly basis, with an average amount equivalent to 50% of 
Free Cash Flow for the respective reporting period, until such time 
as the Net debt/EBITDA ratio returns to 1.0 or below.

The Company remains committed to its dividend policy. However, 
in order to maximise value for its investors, during the intensive 
stage of the investment programme mentioned above, Severstal 
will be using “Adjusted FCF” for the dividend calculation. Any 
CAPEX which exceeds the baseline level of $800m will not be 
counted in determining the level of dividend payout.

For 2018 the total accumulated dividend returned to shareholders 
was almost $2 billion (for 2017: $1.5 billion) reflecting the strong 
financial performance and the Board’s confidence in the future.

Alexey Kulichenko
Chief Financial Officer
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In 2018 the global steel and raw material markets grew due to several fundamentals: global economic and steel demand growth; a 
strong Chinese market; high capacity utilisation in China due to capacity cuts and growing demand; steel output restrictions in China due 
to environmental policy and the slow reaction of supply to higher prices due to production limitations.

In 2019, with global economic growth forecast to continue and support increasing steel demand, steel margins will decline from the peak 
levels of 2018, but are still anticipated to be higher than the historical average.

Steel consumption in China is expected to start to decline and China will continue environmental restrictions on steel production. 
Analysts anticipate: the end of the expansionary cycle in the global economy; trade wars will pose risks for global economic growth and 
commodity demand; developing economies will face risks of currency depreciation as a result of increasing interest rate rises by the US 
Federal Reserve Board.

The Russian economy will continue to decelerate due to the end of the cyclical recovery after the recession. In addition, a VAT increase, 
sanctions pressure and increasing consumer inflation from low levels in 2017–2018 will slow down Russian economic growth and 
decrease steel demand. However, the weak rouble should support the profitability of steel producers.

Hard coking coal
In 2018, the hard coking coal market remained tight due to lack of supply expansion. A tight balance between supply and demand 
provided support for hard coking coal prices.

Additionally, hard coking coal prices were supported by increased coke prices, spot environmental checks at Chinese mines and supply 
disruptions in Australia (harsh weather conditions, port and rail maintenance). Chinese coal production costs provided price support for 
hard coking coal at $160–170/t FOB Australia.

Hard coking coal, FOB, Australian export, $/t
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In 2019 hard coking coal prices are expected to gradually decrease due to lower steel margins and higher supply from Australia.

Declining BOF steel output in China, new capacity expansions (North America, Mozambique and Australia) and global growth of EAF 
steel production will put downward pressure on coking coal prices in 2019. Import restrictions at ports in China, renminbi depreciation due 
to trade wars and further Australian dollar depreciation against the US dollar could be additional negative factors for coal prices in 2019.

Supply disruptions due to bad weather in Australia or railway and port maintenance as well as coal output restrictions in China (due to 
safety inspections) could be supportive factors for coal prices and create upside potential.

Iron ore
In 2018 iron ore prices were supported by increasing steel margins, environmental policy in China and growing consumption globally.

Pellet and high-grade iron ore premiums increased on the back of supply limitations and demand fuelled by environmental policy in 
China.

Market Environment
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Iron ore (62% Fe fines), CFR, Chinese import, $/t
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In 2019, iron ore fines prices are expected to gradually decline due to weaker steel margins and additional new supply:

•	 Lower steel margins, decreasing BOF crude steel output in China, increasing supply from Big-4 (Vale’s S11D and projects in Australia) 
and other producers as well as high iron ore port stockpiles in China, will put pressure on the iron ore market in 2019.

•	 Additional upside potential may come from ex-China growth in steel demand, preference for high quality iron ore in China to satisfy 
environmental standards and to maximise output, and higher steel prices.

Global and Russian steel prices are expected to decline in 2019 due to lower steel demand in China and globally.

In 2018, HRC prices passed their peak levels, but remained high. The growth of the global economy supported global steel demand. 
Chinese export prices remained high, which were followed by Russian steel prices. Meanwhile, growing protectionism and decreasing 
consumption in specific export destinations (Turkey) put pressure on Russian export steel prices. At the end of 2018, the average Russian 
export HRC price was $470/t (FOB Black Sea).

However, Russian export steel prices are expected to decline in 2019 due to decreasing steel consumption in China, the expected 
decrease of raw material prices and protectionism in Europe (import tariff quotas). Certain risks for Russian export prices in 2019 arise 
from the slowdown of steel demand in Turkey and other emerging markets due to financial issues.

At the same time, several factors will provide some support to steel prices:

•	 Slowing but positive global steel demand growth (at 1.5% in 2019 compared with 2.1% in 2018, according to Worldsteel).
•	 Production restrictions in Q4 2018 and Q1 2019 in China to reduce environmental emissions (however the scope of restrictions 

potentially could be lower than last year and the overall effect on steel prices could be limited).
•	 Further capacity cuts in China.
Slow growth of Russian economy and steel demand
In 2018 the Russian economy grew at rates close to its potential. The Ministry of Economic Development (MED) estimated 2018 annual 
GDP growth at 1.8%. Industrial production grew by 3% (however sectoral output trends remained mixed), fixed capital investments grew 
by 2.9% and household consumption grew by 2.6% (according to MED).

Slow growth of the Russian economy resulted in lower steel demand. The main steel consuming sector – construction – decreased steel 
demand by 2% in 2018. Meanwhile steel demand in other sectors grew: auto (+9%), machinery (+7%) as well as large diameter pipes 
(+15%) in 2018 (Severstal estimates).

In 2019, the main drivers of Russian steel demand will be the development of the energy sector, infrastructure, residential construction 
and demand potential for automotive production, but the overall growth of steel demand will not exceed 0–1% in 2018–2019, in line with 
anticipated low GDP growth. 
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Russian steel demand, mt
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On 17 December 2018 The Central Bank of the Russian Federation decided to increase the key rate up to 7.75% per annum. The domestic 
financial market has stabilised. However, inflationary risks remain elevated, especially over a short-term horizon. The Bank of Russia will 
consider the necessity of further increases in the key rate, taking into account inflation and economic dynamics against the forecast, as 
well as risks posed by external conditions and the reaction of financial markets.

The oil price is expected to be relatively stable in 2019. The influence of higher interest rates in the USA and the OPEC production 
increases will put pressure on oil prices. Meanwhile, sanctions against Iran and decreasing oil inventories will lead to a deficit in the global 
market and support prices.

In 2018 the rouble exchange rate was influenced by different factors: depreciation on the back of fears of new sanctions, meanwhile high 
oil prices supported appreciation. The rouble is expected to depreciate marginally in 2019 due to fiscal rules and import growth. Analysts 
expect a moderate risk of sanctions by the USA on the Russian economy and financial markets. Continuing repayment of foreign debt 
and increasing imports will support depreciation of the rouble. On the other hand, oil prices at high levels and a positive current account 
surplus as well as a relaxation of foreign currency purchases policy by the Ministry of Finance will be factors favouring rouble appreciation.

Annual inflation is on track to return to 4.3%, consistent with the Bank of Russia forecast (4%). Inflation in Russia could accelerate 
from record low current levels. In 2019 the inflation rate is expected to increase due to several factors: increasing VAT from 18 to 20%, 
rouble depreciation and increasing fuel prices. Weak consumer demand due to decreased household real incomes will be supportive of 
low inflation.
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Severstal’s Material Matters
Understanding what is important to our stakeholders and our business is vital to ensuring that we have a successful business. By 
engaging with our stakeholders, we become more aware of what is important to them and by understanding the risks we face, we are 
better placed to make informed decisions that help us deliver on our strategy.

Stakeholder engagement
Details of how we engage with our key stakeholder groups are set out in detail on pp. 47-56 of Severstal’s 2017 Corporate Social 
Responsibility and Sustainable Development Report. The key stakeholder groups are: shareholders and investors; employees; Government; 
customers; partners/suppliers and our communities.

Our approach to determining what is important
Identifying matters that are of material common interest to our stakeholders and our business and understanding how they may affect 
our ability to create value over time are a fundamental part of supporting the delivery of our strategy.

The matters identified through this process were wide-ranging. They were analysed and prioritised and discussed by the Board. Each 
material matter covers a number of topics and issues and some are also principal risks facing Severstal.

We comment below on the matters we have identified as material to our stakeholders and our business and also whether they are 
considered to be principal risks. Principal risks are those risks, or a combination of risks, that would threaten Severstal’s business model, 
future performance, solvency or liquidity. An analysis of Severstal’s principal risks, together with mitigating activities is set out in the Risk 
Management section (pp. 24–27).

Material matter Comment

Health and Safety

Severstal is committed to eliminating 100% of fatalities and accidents across the business and constantly 
improving the health and safety standards at all our assets. Whilst protecting our business from harm is 
morally right, our focus is also a direct investment in the productivity of the business. Safety is considered a 
principal risk.

Workforce culture and capability
Severstal relies on a capable and engaged workforce that behaves in accordance with Severstal’s values and 
its Code of Conduct to be able to deliver its strategy.

Cost leadership
Maintenance of Severstal’s cost leadership position is essential for us to operate profitably and be able 
to invest for the future.

Political and regulatory
Severstal operates in a global environment which is not stable and has an increasing risk of government 
intervention through changes in legislation, taxation and protectionism. Political and regulatory risk 
is considered a principal risk.

Customer experience
Severstal’s customers have a need for ever more sophisticated products, with shorter lead times and 
a constantly increasing quality expectation. 

Market environment
Steel is a global commodity which can be subject to rapid changes in demand with a significant amount 
of unutilised capacity to meet that demand. Fluctuations in raw material prices can also have a significant 
effect on prices. The market environment is considered a principal risk.

Environmental impacts and climate change

Severstal is constantly trying to reduce its environmental footprint, conserving energy and using natural 
resources in a responsible manner. Understanding the effects of climate change on our business is 
important as we try and maximise the opportunities associated with the transition to a lower carbon future. 
Environmental impact is considered a principal risk.

The well-being of the city of Cherepovets and 
our mining communities

Severstal needs Cherepovets to be a successful city with engaged citizens to provide it with an environment 
and a qualified, skilled engaged workforce to be able to be successful itself. 

Maximising shareholder returns Severstal’s investors expect Severstal to continue to provide superior shareholder returns.

We comment further on those material matters (in italics above) that have not already been covered in this Strategic Review.

Health and Safety
Severstal endeavours to ensure that the Company’s health and safety practices progress in line with the highest global standards. Loss 
Time Injury Frequency Rate (LTIFR*) is a key metric against which performance is measured and we invest heavily every year in improving 
health and safety procedures and upgrading equipment. Increasingly, we are automating operating machinery to reduce the human 
factor and risks that are inevitably associated with heavy industry.

The Company’s Health and Safety policy has six fundamental principles:

•	 Safe working conditions
•	 Health and Safety management

*  LTIFR refers to Lost Time Injury Frequency Rate of Severstal staff, the number of lost time injuries occurring in the workplace per one million hours worked.

https://www.severstal.com/files/22123/social_report_2017.pdf
https://www.severstal.com/files/22123/social_report_2017.pdf
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•	 Systems for monitoring and reporting hazards
•	 Safe and responsible employee conduct
•	 Compliance with best practices in Health and Safety
•	 Health and Safety information must be clear and 

straightforward.
In 2018 the lost time injury frequency rate (LTIFR) was 0.95.

0.99
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LTIFR in 2018 decreased by 1% in comparison with 2017.

The health and safety of our employees and contractors is 
crucial for all our operations. Severstal targets zero fatalities. 
Unfortunately, during 2018, we had two fatalities of our staff and 
one of our contractor. We have investigated each of these cases to 
prevent reoccurrence in the future.

In 2018 we set out long-term goals for improvement in health and 
safety:

•	 By 2025, reduce LTIFR by 50% compared with 2017 and 
eliminate all work-related fatalities

•	 By 2025, ensure all businesses achieve ISO 45001 certification.
In 2018 Severstal delivered several initiatives to improve health 
and safety through the optimisation of operational processes and 
the education of our employees and contractors.

We carried out a company-wide assessment of our employees’ 
health and safety awareness, which subsequently involved 
developing an action plan for further awareness training. In 2018, 
there were held 196,042 human-courses on health and safety 
(both in-person and distance ones) and we also set out new health 
and safety requirements for our contractors.

In July 2018 we introduced a multifunctional advanced security 
system, called Strata, at Vorkutaugol. The wireless system tracks 
employee location underground in real time, monitors gas levels in 
the mines and assesses the potential risk of gas explosion. 
Severstal’s mines are the first in Russia to be fully equipped with 
this advanced system.

In 2018, the Company invested c. 1.4 billion roubles in health and 
safety. The most significant investment was made in the following 
areas:

 – Introducing industrial safety systems at Vorkutaugol 
(814 million roubles);

 – Pedestrian walkway programme (31.3 million roubles), 
automatic fire suppression systems (34.1 million roubles);

 – Replacement and modernization of drawing equipment and 
cable systems at Metiz (72 million roubles);

 – Modernisation of conveyors at Olcon (40 million roubles);
 – “Working at a height” safety programme at Karelsky Okatysh 

(34 million roubles);

 – Safety system improvements at Yakovlevskiy mine (94 million 
roubles).

Workforce culture and capability
Leadership based on Severstal’s well-established corporate culture 
has already been discussed earlier in this report.

Severstal’s people are key to its success and the Company 
continues to invest in developing the skills and careers of all of its 
teams. Personnel development is a constant area of focus and 
key to supporting our corporate culture. It is essential for the 
continued progress of the business that each employee has the 
opportunity to reach their full potential and take their careers at 
Severstal to the highest level.

Talent development is focused on a number of areas:

•	 Attracting talent and support for young professionals
•	 Staff development
•	 Raising motivation and engagement
The recruitment and training of promising students and 
graduates is important to Severstal, since it allows us to meet 
our long-term need for specialists and new staff with graduate 
qualifications. In 2018, Severstal’s unique and highly competitive 
leadership programme continued to train graduates and young 
professionals with the aim of developing Severstal’s future leaders.

Career opportunities at Severstal are not limited to a specific 
department or site. Severstal supports every employee in building 
not only a vertical, but also an expert and cross-functional career. 
Since 2017, Severstal has run its Career Restart programme, which 
aims to identify and develop employees with particularly high 
potential. More than 2,300 Severstal employees take part in the 
programme annually.

Severstal conducts an annual large-scale anonymous social survey, 
Severstal Pulse, to understand the level of satisfaction of our 
employees and their engagement with Severstal’s strategy, and 
to identify the most important issues. Survey results indicated a 
three percentage point improvement in employee engagement, 
from 75% in 2017 to 78% in 2018.

Environmental impacts and climate change
Environment
Severstal has been active during the year in reducing its 
environmental impact, examples at Cherepovets include:

•	 The reconstruction of the electrostatic precipitator # 7 at Sinter 
Plant #3, aimed at reducing dust emissions to the atmosphere 
and dust levels in the workplace.

•	 The modernisation of the gas removal system of steelmaking 
furnace DSP-3M in SSM-Tyazhmash was implemented to reduce 
atmospheric emissions of pollutants.

•	 The technical re-equipment for processing sludge and 
gas purification of blast furnaces to reduce discharge of 
pollutants into water bodies.

At Olcon a natural biological treatment system at the mine’s 
wastewater storage was put into operation, reducing the 
concentration of nitrogen pollution.

Two major projects with significant environmental benefits are 
continuing to be progressed:

2016–2018 – refurbishment of coke battery #4
The coke battery has been designed using the latest technical 
developments in the field of environmental protection. Although 
coke production will increase, the amount of dust emitted will * Excluding the mine accident in Feb 2016
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decrease by an estimated 690 tonnes per year. It will be achieved 
through the installation of dust-free coke dispensing and 
modernised gas-cleaning equipment.

2017–2020 – refurbishment of blast furnace #3
Industry leading technology will ensure that the refurnished blast 
furnace consistently performs at a high level, conserving resources 
and employing a fully automated and environmentally friendly 
process for the smelting of cast iron.

In 2019 and beyond plans are being developed for 
further improvement at Cherepovets:

•	 Implementation of a set of measures and installation 
of weighing equipment, thermal cameras and chemical 
analysers in the sinter production process. The measures 
are aimed at stabilising the quality of sinter and, as a result, 
reducing emissions of pollutants into the atmosphere.

•	 To continue implementation of pre-project studies and the 
development of project documentation for the purification of 
wastewater outflow # 3.

•	 Implementation of a pilot project for separate waste collection.
•	 Construction of a storage site for steelmaking waste and blast 

furnace sludge.
At Karelsky Okatysh a comprehensive programme to reduce 
emissions of sulphur dioxide in the production of concentrate and 
pellets is planned to be completed by 2024.

At Vorkutaugol, reconstruction of water treatment facilities is 
taking place at the Vorkutinskaya and Vorgashorskaya mines.

In its environmental activities, Severstal complies with its 
Environmental Policy (updated in October 2018) and the 
Principles of the UN Global Compact, it also aims to contribute 
to the Sustainable Development Goals. Five enterprises of 
Severstal (Cherepovets Steel Mill, Karelsky Okatysh, Izhora Pipe 
Mill, Severstal-SMC–Vsevolozhsk and Severstal Distribution) are 
certified with the ISO 14000 standard. 

In 2018, total emissions of atmospheric pollutants across all 
businesses of Severstal increased marginally (by 0.7%) from 
2017 and equalled 520,400 tonnes.

At Severstal Russian Steel atmospheric emissions of pollutants 
decreased in 2018 by 3.3%. Atmospheric emission of pollutants per 
tonne of steel products went down by 6% to 25.1 kg per tonne of 
steel in 2018 (2017: 26.8 kg per tonne) due to the reconstruction 
of coke battery #4 which restarted in the second quarter of 2017, 
construction of an integrated gas filtering system in the ladle 
furnace #2 and the decommissioning of the gas filtering systems in 
complex steel processing facilities numbers 1–3.

The increase of atmospheric emissions of pollutants at Severstal 
Resources (by 6.7%) reflects increased iron ore pellet production 
and increased emissions of ventilated and drained methane 
at Vorkutaugol, as a result of decommissioning the drainage 
system of previously worked-out coalfields and increased coal 
production volumes.

Climate change
Severstal recognises that it belongs to an industry that produces 
4%–5% of the world’s greenhouse gas emissions. Severstal 
welcomes the decision in 2016 by Russia’s government to sign the 
Paris agreement on climate change.

The continuing demand for steel for infrastructure in Russia and 
the developing world means that despite steel being the most 

recyclable construction material, demand for steel cannot be 
met for some considerable time by recycling end-of-life steel 
products alone. This is exacerbated in Russia by the fact that the 
recycling industry is relatively immature. Hence, to meet demand, 
it will be necessary for the foreseeable future to continue to 
convert virgin iron ore into steel. The major source of greenhouse 
gas emissions for Severstal is the use of coking coal in this 
reduction process and currently there is no effective substitute for 
coking coal, although Severstal monitors experimental pilot plants 
for fossil fuel free steel production which only hope to have a 
solution, at the earliest, by 2035.

The actions of governments (national and local) and the 
behaviour of significant corporations mean that in practice there 
is an increasing restraint on the use of carbon which leads to 
an increasing risk to Severstal in a five to ten-year time horizon. 
Due to Severstal’s cost leadership position this increasing restraint 
also provides short-term opportunities.

Severstal is committed to reducing its emission of greenhouse 
gases. We are almost fully integrated in iron ore and coking 
coal and substantially self-sufficient in electricity production 
from natural gas, hence we are in control of almost all of the 
greenhouse gas emissions in our processes. This enables us to 
assess the opportunities to reduce greenhouse gas emissions at 
all stages of our production processes. Less integrated companies 
need to purchase iron ore and coking coal from mines where they 
are not responsible for emissions, transport raw materials over 
long distances, and purchase electricity which has been produced 
by thermal coal powered stations.

We have developed an approach to ensure that the reduction of 
greenhouse gases in any capital expenditure projects is taken into 
account in the decision-making process. We have also started 
disclosing Severstal’s greenhouse gas emissions during the year in 
our Corporate Social Responsibility and Sustainable Development 
Report.

The well-being of the city of Cherepovets and our mining 
communities
Severstal is committed to improving the quality of life for its 
employees and supporting the local communities where it 
operates. This includes supporting local infrastructure 
development, environmental protection, education, culture and 
sports.

In 2018, the Group invested about 2.5 billion roubles in social 
and charitable programmes including volunteering, child welfare 
and education programmes, investment in culture and sport and 
community outreach.

Severstal invests in local economies, developing innovative projects 
to support small and medium-sized businesses, as well as social 
development in the regions where it operates (e. g. the NP Urban 
Development Agency (AGR) and ANO Cherepovets Investment 
Agency).

Severstal invests in the future through its successful Way Home 
programme, supported by a successful trilateral partnership 
between the government authorities, businesses and local 
communities, which is a comprehensive child neglect, juvenile 
delinquency and social orphanhood prevention programme.

Severstal also supports art, culture and sport, develops 
corporate volunteering programmes and engages in 
public initiatives, including active collaboration with communities.

https://www.severstal.com/files/23395/Environmental%20policy.pdf
https://www.severstal.com/files/22151/seferstal-soc_ENG_2017_fin_light.pdf
https://www.severstal.com/files/22151/seferstal-soc_ENG_2017_fin_light.pdf
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Severstal’s operations are subject to certain risks. Effective risk 
management is an essential element of our operations and 
strategy. The accurate and timely identification, 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.

Risk Management Framework
Severstal’s 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 formalised management structure in place, with 
clear delineation of roles, responsibilities and accountabilities 
for the Board, Audit Committee, Executive Committee and risk 
management function.

The Board of Directors is ultimately responsible for maintaining 
a sound risk management and internal control system. The 

Risk Management
Board discusses the risks facing the business on a regular basis. 
The Audit Committee closely monitors the effectiveness of 
the risk management system, obtains regular risk reports from 
management, is responsible for oversight of internal controls on 
behalf of the Board and agrees with internal audit the areas in 
which it requires assurance.

The risk management structure includes a Risk Management 
Committee that is responsible for implementing the risk 
management policy and monitoring the effectiveness of controls 
that support Severstal’s business objectives. This committee 
meets several times a year and can meet more frequently if 
required. The committee comprises key management, the CEOs 
of our production facilities and the head of the internal audit 
function. Risk reports are compiled and submitted at each Risk 
Management Committee meeting, after which material risks are 
reported for discussion to the Board.

The risk management function is responsible for coordinating 
risk identification and assessment processes, implementing risk 
management best practice, internal and external reporting, and 
organising and coordinating Severstal’s insurance programme.

Board Assures shareholders that the Company has identified key risks and is successfully managing them

Audit Committee
Monitors the overall effectiveness of the risk management system, oversees internal controls and directs the 
activity and obtains assurance from the internal audit function

Risk Management Committee

Monitors the 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 and internal control 
function

Coordinates risk identification, assessment and mitigation measures;  
Elaborates internal control policies and procedures;
Accumulates and processes risk assessment data;
Generates consolidated risk reports

Risk owners Identify specific risks and initiate risk management measures

Risk identification and assessment
Severstal’s risk landscape covers all risks that could affect the 
business, customers, supply chain and communities. There is a 
formal risk identification and management process to ensure that 
risks from day-to-day operations and from the general economy 
and the sector, are continually identified, evaluated and where 
possible mitigated throughout Severstal’s operations.

Emerging risks
The Board carries out an assessment of emerging risks in the 
market environment and the Russian and global economy at 
each meeting. Management presents its assessment of the 
market environment, the trends and disruptive threats and these 
are discussed and challenged. Professors Auzan and Mau are 
able to provide unparalleled insight into the current and future 
state of the Russian economy and the effect of international 
macroeconomic and political changes can or will have on 
Severstal’s business. Between meetings the Board is kept briefed 
by management on the views of analysts and management’s view 
of the market environment and on changes in current and future 

legislative and regulatory landscape. During 2019 Severstal is 
looking to further refine its approach to identifying and managing 
emerging risks.

Risk appetite
Overall, Severstal has a balanced approach to risk taking, although 
the Board seeks to minimise, safety, health and reputational risks. 
The Board recognises that it is not possible or necessarily desirable 
to eliminate some of the risks inherent in Severstal’s activities. 
Also, some of the risks facing the business are not capable of being 
readily controlled, particularly as far as market risk is concerned.

Assessment of principal risks
The risk management system of the Group works effectively 
and has supported a robust assessment by the Directors of the 
principal risks facing the Group. The principal risks are reviewed 
throughout the year and these are discussed formally at the Board 
at least twice a year.

Principal risks
Severstal’s principal risk categories have been defined as: health, 
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Key

Relative severity Change during the year
Speed at which the risk could 
impact

Included in longer-term 
Viability Statement

   High

   Medium

 Increasing risk

 Decreasing risk

 Stable

 Within three months
 Within a year
 Over a year

VS

Principal risks Nature of the risk Mitigating activities
Overall change during the 
year

Health, safety and 
environmental risks – safety



Severstal operates in hazardous industries and the 
potential danger of fire, explosions, as well as risks 
specific to individual operations such as high levels 
of methane or rock falls in mines; and potential foot 
traffic accidents and higher risk of accidents during 
maintenance in its steel operations.

Rigorously enforced, 
comprehensive health and safety 
policies;
Regular polygraphic screening 
of all employees for attitude to 
health and safety risk;
Rigorous root cause 
analysis of any safety issues 
and implementation of 
appropriate remedial action;
Continuous training, 
communication and behavioural 
learning;
Enhanced control over contractors. 

No change

Constant management 
focus on improving safety is 
being reflected in improved 
behaviour, LTIFR and other 
safety metrics.

Market risk – changes 
in demand for steel



VS

Domestic demand depends on the state of the 
national economy. Investments in fixed capital, 
construction and industrial production in Russia are 
still exposed to the risks of contraction from a fall in 
oil prices and a high degree of uncertainty. A potential 
reduction in domestic demand would require Severstal 
to endeavour to increase its export sales, which are less 
profitable.
Demand in international markets is affected by China, 
and although it currently has a balance between 
supply and demand is still exposed to the risk of 
reduction in domestic demand and an easing of the 
restrictions on production in the winter months that 
currently reduces air pollution. 

Focus on customer orientation;
Optimisation of sales geography;
Search for new sales markets;
Focus on the more stable, 
higher value segments.

No change

The Russian economy is 
expected to grow in 
2019, but global steel 
demand remains weak, 
and is increasingly affected 
by protectionism.

Market risk – fluctuations 
in price of steel



VS

Export prices and profitability are at a risk of going 
down due to continuing global overcapacity issues, 
increasing introduction of protectionism measures 
and deterioration of the global economic outlook. 
Domestic prices are driven by the premium over export 
prices, which may reduce if domestic demand shrinks.

Customer orientation;
Use of longer-term contracts;
Engagement with anti-dumping 
and tariff authorities.

Increased risk

The risk of protectionism 
has significantly increased 
because of the rise of 
protectionism generally, 
but particularly in the USA, 
which imposed tariffs on 
steel in 2018 and which 
may affect other countries’ 
attitudes to tariffs.

safety and environmental; strategic; market; legislative and 
regulatory; and cyber risk. The table below lists the principal 
risks as determined by the Board that may affect the Group, 
an assessment of the current status of the risk and how the 

Group mitigates the risk. The contents of the table, however, 
is not intended to be an exhaustive list of all the risks and 
uncertainties that may arise.
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Strategic risk – potential 
government action



The level of uncertainty in the global political scene 
could result in a significant disruption in “normal” 
economic activity.
There is also the risk of further sanctions against 
Russian individuals and businesses, which could 
lead to reduced ability to deal with a wide range of 
counterparties. 

Business interruption and business 
continuity plans;
Compliance procedures.

Increased risk

Although largely outside 
Severstal’s control, 
procedures are in place to 
ensure that Severstal is in 
compliance with all sanction 
requirements.

Legislative and regulatory 
risks – tax
Legal risks associated with 
changes in tax legislation



Despite almost complete codification, the provisions 
of Russian tax laws constantly change. A whole 
range of new tax provisions and amendments to 
previous regulations is enacted every year. Some of 
the changes are favourable to the taxpayer, while 
some are unfavourable. During 2018 there was much 
discussion in political circles about imposing additional 
taxes, so called “windfall taxes”, on metals and mining 
companies.

Severstal works in full compliance 
with applicable tax, customs, 
foreign currency and other 
regulations, responding in a 
timely manner to all changes and 
trying to maintain a productive 
discussion with regulatory 
authorities on matters of 
the interpretation of law.
Severstal also ensures that 
government, where appropriate, 
understands its position and the 
effect of certain actions. 

Increased risk

The initial proposal for 
a windfall tax in August 
2018 was not progressed, 
the focus is now on creating 
conditions for private 
companies to accelerate their 
own investment, on which 
a working group involving 
representatives from 
Government is working.

Market risk – competition 
risks



Low capacity utilisation across the world creates a 
highly competitive environment.
The global market has been positively affected 
by a planned reduction in steelmaking capacity 
by the Chinese Government, primarily driven by 
environmental considerations. 

Cost management and product 
quality improvement initiatives.

Reduced risk

The rise in steel prices might 
encourage capacity that was 
planning to exit the market 
to carry on producing.
However, global steel 
capacity utilisation is still at a 
relatively low level.

Market risk – fluctuations in 
the prices of raw materials, 
energy and services



Global raw material prices typically fluctuate in 
line with stock replenishment cycles in China but 
are intensified by seasonal peaks and troughs in 
the construction industry. Severstal is not fully 
self-sufficient in coking coal and prices increased 
significantly and have stabilised at a higher level 
than in previous years during 2018.
There are increasing inflationary pressures in Russia as 
a result of the depreciation of the rouble. The rates for 
utilities are likely to show steady increases as they are 
regulated by the state. 

Streamlined planning and 
purchasing of raw materials, 
including scrap;
More efficient use of raw 
materials;
The acquisition and subsequent 
expansion of the Yakovlevskiy 
mine will make Severstal more 
self-sufficient in iron ore in 2019. 

No change

Severstal has managed 
the volatility in prices during 
the year, however, the 
pricing of and supply of raw 
materials remains volatile.

Health, safety and 
environmental risks – 
environmental



Severstal operates industrial facilities that hold heavy
metals or hazardous substances which could present 
significant risks to the health or safety of local 
communities and the environment.
The competent authorities have imposed, are imposing 
and may in the future impose specific requirements for 
Severstal to reduce its environmental footprint. 

Severstal has a unified Health, 
Safety and Environment Policy. 
Severstal’s environmental 
commitments are integrated in 
the Corporate Environmental 
Protection Policy of Severstal;
Severstal has implemented several 
mechanisms to try and ensure this 
type of risk is below the average 
level for the industry 

No change

The amount of legislation 
and the expectations 
of society in Russia and 
beyond in relation to this 
type of risk have remained 
relatively stable during the 
year.
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Cyber risk



As Severstal expands its digital footprint and 
engages increasingly with its customers and 
suppliers through the internet and increases 
the interconnectivity within its operations, the 
exposure to attack from malicious third parties and 
the extent of the damage that can be caused within 
Severstal is increasing. 

Severstal has established 
a programme of training 
to: decrease the number of 
security violations through 
carelessness; ensure staff react 
to threats properly; decrease 
the number of staff caught by 
phishing attacks.
Severstal also carries out 
regular “penetration testing” 
of its information technology at all 
business units. 

Increased risk

The training programme aims 
to have a 100% coverage of 
employees during 2019.

Assessment of the Group’s prospects
Severstal is engaged in a business that requires a long-term view. 
Severstal makes investments that have business cases covering a 
long time period, for example: the refurbishment of blast furnaces 
and investments in improving the life of its mines.

Russia, Severstal’s core market, has significant infrastructure needs 
and the Russian Government has recently announced plans over 
the next five years to reinforce this requirement. The requirement 
for steel in Russia is expected to continue to grow for the 
foreseeable future. The rest of the world’s requirement for steel is 
also expected to continue to grow and Severstal expects, subject 
to continuing free trade, to be able to continue to participate in 
the global steel market because of its cost leadership position.

Our integrated model means that Severstal is not as exposed 
as some of its competitors, to volatility in the supply and prices 
of iron ore and coking coal. Also, Severstal’s proximity to export 
markets means that sales can be switched relatively quickly from 
domestic markets to export markets and vice-versa.

Severstal operates an annual planning process which includes 
short term (one year) financial forecasts and longer term (five 
year) financial forecasts, based on inputs from each of the 
businesses. These plans and risks to their achievement are 
reviewed by the Board as part of its strategy review and budget 
approval processes. The processes for identifying and managing 
the Principal Risks are described above.

Going Concern
The going concern assessment considers whether it is appropriate 
to prepare the financial statements on a going concern basis.

The Directors have reviewed the Group’s budgeted cash flows 
and related assumptions including appropriate stress testing of 
risks (being primarily steel demand and prices) and taken into 
account undrawn credit facilities and debt maturities. As a result, 
the Directors have a reasonable expectation that the Group 
has adequate resources to continue its operational existence 
for the foreseeable future. For this reason, they continue to 
adopt the going concern basis in preparing the consolidated 
financial statements (in accordance with the ‘Guidance on Risk 
Management, Internal Control and Related Financial and Business 
Reporting’ issued by the UK’s Financial Reporting Council).

Viability statement
The viability assessment considers solvency and the liquidity 
over a longer period than for the purposes of the going concern 
assessment above. Inevitably the degree of certainty reduces over 
this longer period.

The Board has assessed the viability of the Group over a three-
year period. This period is within the Group’s established business 

planning and forecasting processes and is a cycle which is subject 
to review and approval each year by the Board.

In making the assessment, severe, but plausible scenarios have 
been considered that estimate the potential impact of each of 
the principal risks that could arise in the assessment period, for 
example, a prolonged downturn in the price and demand for steel; 
a significant rise in protectionism such that Severstal finds it more 
difficult to export steel profitably; and a period of instability in the 
Russian economy, which results in a reduced demand for steel. 
The principal risks with a direct link to the viability statement have 
been indicated in the table of Principal Risks above. The scenarios 
assume an appropriate management response. The impacts 
of these scenarios were overlain on the longer term financial 
forecasts to assess how the Group’s liquidity and solvency would 
be affected. The assessment took account of the Group’s current 
funding, forecast requirements and existing committed borrowing 
facilities. Severstal’s dividend policy is transparent and predictable, 
given its linkage to Free Cash Flow and Net debt.

Based on the above, the Board confirms that it has a reasonable 
expectation that the Group will be able to continue in operation 
and meet its liabilities as they fall due in the period to 
31 December 2021.

In making this statement the Directors have made the following 
assumptions:

•	 the Group currently has access to global debt markets and 
expects to be able to finance facilities as necessary. The Group’s 
five-year forecasts are not designed to allow for a prolonged 
period of limited access to global debt markets or a sustained 
period of adverse conditions in these markets.

•	 that in the event of multiple risks occurring and having a 
particularly severe effect on the Group, all actions such as 
constraining capital expenditure and reducing or suspending 
payments to shareholders would be taken on a timely basis. 
The business believes it has the processes to identify the need 
for such actions, as necessary.

•	 that implausible scenarios, such as multiple risks occurring at 
the same time, or the impact of individual risks occurring that 
cannot be mitigated by management actions to the degree 
assumed do not occur, for example, Severstal being barred from 
all export markets.
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Severstal Resources Division
Key assets
1. Karelsky Okatysh
Located in Karelia, north-western Russia, Karelsky Okatysh is one of 
the country’s leading and most modern iron ore mining complexes. 
It produces high-quality iron ore pellets with an iron concentration 
of up to 66.5%. The two major deposits, Kostomuksha and 
Korpanga, have an estimated supply of some one billion tonnes.

2. Olcon
Located in the Murmansk region, Olcon is Russia’s most 
northerly iron ore complex. Olcon mines magnetite-hematite 
quartzite ores from five open pits and produces high-quality iron 
ore concentrate (more than 67%), crushed stones and ferrite 
strontium powder.

The Karelsky Okatysh and Olcon management teams have been 
merged to improve governance of the assets. With both of the 
assets focused on iron ore, this collaboration creates synergies 
ensuring that both benefit from best practices in mining and 
concentrate production.

3. Vorkutaugol
Located in the Komi Republic (near Vorkuta), north-east European 
Russia. Vorkutaugol 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. The three deposits 
operated, the Vorkutinskoye, Vorgashorskoye and Yunyaginskoe 
coal deposits, have an estimated life of 18, 8 and 6, respectively. 
The business consists of four underground mines, one open-pit 
mine and two washing plants, a mechanical plant, maintenance 
and transport facilities.

4. Yakovlevskiy Mine
Located 40 km north of Belgorod, the total resource base of the 
Yakovlevskiy deposit exceeds 9.6 billion tonnes with a high Fe 
content (> 60%). Beneficiation of the ore is not required due to 
its high Fe content. Production capacity is 1.2 million tonnes per 
annum with the potential to increase to five million tonnes per 
annum in the medium-term. The mine has a diversified customer 
base – selling iron ore to all major Russian steel producers. 
Severstal has historically been the key customer, purchasing c. 
30–40% of overall production volumes. The asset has increased 
Severstal’s total vertical integration in iron ore.

Performance overview
The market environment for steel-related commodities 
in 2018 remained favourable, supported by global trends, both for 
coking coal and iron ore products. In 2018, the average headcount 
at Severstal Resources was 13,410, compared with 12,444 in the 
prior year.

Divisional Review
Vorkutaugol

Coking coal concentrate (Vorkutaugol)

2018

3.0

0.4 Third party sales (million tonnes)
Internal consumption (million tonnes)

2017

3.2
0.1

2018

72 Cost per tonne (US$/t)
Average selling price (US$/t)

2017

81

131 125

•	 Average selling price decreased 5% year-on-year reflecting 
global coking coal price dynamics.

•	 The 11% decrease in cash cost per tonne year-on-year reflects 
the growth in volumes at the Vorkutaugol mines and rouble 
devaluation.

Olcon

Iron ore concentrate (Olcon)51

2018

4.2

0.1 Third party sales  (million tonnes)
Internal consumption (million tonnes)

2017

4.1

0.1

2018

29

51

2017

31

59

Cost per tonne (US$/t)
Average selling price (US$/t)

•	 Average selling price increased by $8/tonne as a result of 
global iron ore prices uptick year-on-year.

•	 Severstal managed to maintain a low cash cost despite 
moderate cost inflation in 2018.

•	 Sales volumes are expected to decrease by 1% in 2019.
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Karelsky Okatysh

Iron ore pellets (Karelsky Okatysh)

2018
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90
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27

•	 Average selling prices for iron ore pellets increased by $11/tonne 
driven by increasing demand for higher iron ore quality in China.

•	 The improved cost dynamics reflects the operational efficiency 
programme and cost-saving initiatives despite cost inflation 
year-on-year.

Dynamics of revenue by products

Iron ore concentrate
Shipping and handling and other
Coking coal concentrate
Steam coal

Pellets

2016 2017

12%

25%
10%

51%

2%

2017

12%

25%
10%

51%

2%

11%

28%

2018

17%

22%

52%46%

3%

12% 7%
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Although the majority of the Company’s sales are internal, 
Severstal is a well-established commodity supplier both in Russia 
and abroad. Pellets and coking coal concentrate are the main 
products sold to third parties. Severstal also has a number of third 
party customers for its mining products in Russia, including major 
domestic steelmakers. Sales and cost of sales figures in the charts 
below are presented in US dollars as a percentage of the total 
sales or cost of sales of the Severstal Resources division.

Geographical diversification of sales 2018

Russia

Export

29%

71%

At Severstal Resources, labour costs are one of the main contributors 
to the total cost of production. In 2018, labour costs accounted 
for 31% of the total cost base whilst materials and energy costs 
respectively accounted for 38% and 26%. Cost reduction and 
efficiency improvements, in conjunction with high safety standards, 
are key priorities for Severstal’s mining business. Sales volumes 
growth and rising raw material prices enabled Severstal Resources 
Division to achieve 25% EBITDA growth year-on-year.

Cost of sales structure 2018
5%

26%

38%
31%

Materials

Energy

Labour costs

Other costs

Key developments in 2018
Karelsky Okatysh
Investment at Karelsky Okatysh totaled $163 million in 2018, and 
was focused on enhancing quality, decreasing costs and renewing 
machinery and equipment. New excavators, dump trucks and 
large dumpcarts were obtained to improve operating performance. 
Work on the second line of the tailings thickening complex was 
launched, which will allow electricity costs to be cut significantly 
and reduce water discharges from tailing pits. In 2018, Karelsky 
Okatysh started extracting a turf pit to reduce fuel oil purchases.

Olcon
In 2018, the Olenegorsk Mining and Processing Plant continued 
to work on improving the quality of the concentrate. The high 
quality of the concentrate made it possible to increase efficiency 
of Severstal at the first repartition – steel after melting. Also this 
year, an updated strategy of the plant’s work up to 2038* was 
adopted, providing for the development of existing quarries and 
the opening of new quarries.

Vorkutaugol
Construction of the Vorgashorskaya mine’s belt slope was 
completed. The project enabled the Company to access and start 
developing an additional 23 million tonnes of coking coal in 2019, 
increasing the mine life to 2034.

Yakovlevskiy Mine
Iron ore concentrate production increased up to 1.2 million 
tonnes. An investment programme of about 1.85 billion roubles 
has taken place involving: purchasing 30 units of equipment; 
and a ventilation unit for the mines. Investment programme of 
1.85 billion roubles includes 0.45 billion roubles of capitalised 
costs for strengthening the mine construction. The remaining 
amount of 1.4 billion roubles partially includes Yakovlevskiy mine’s 
purchases of equipment made via Severstal-Metiz. A large-scale 
health and safety programme was launched including: regulations; 
an extended list of personal protective equipment; and tools being 
replaced for safer ones in 2019.

*  The Company is in the process of obtaining the license to mine iron ore deposits 
at nearby greenfield sites.
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Strategic priorities for 2019
In 2019, Severstal will continue to invest in 
production improvements, maintenance and safety.

Karelsky Okatysh
Key objectives for 2019 are cost reduction and provision of even 
higher product quality. A number of projects will be implemented 
to upgrade the fleet, such as re-equipping dump trucks with 
lightweight bodies and acquiring new drilling rigs. To cut heat 
energy costs, the enterprise is implementing a project on 
partial switching from fuel oil to turf, as well as projects for the 
modernisation of raw pelletising and automatisation of the 
technological part of dressing.

Olcon
2019 will be a breakthrough year for the plant in terms of product 
quality. Together with scientists from the Kola Science Center, 
experts from the crushing and processing plant will test the 
technology of magnetic-gravity separation on an industrial scale. 
It will allow Olcon to reach 70% of iron content in the concentrate, 
which laboratory studies have already confirmed is feasible.

Vorkutaugol
At the central processing plant the enterprise will launch a project 
to reduce energy transmission losses (total cost of $4 million).

Over $20 million will be invested in machinery at drift and long 
wall faces to support the sustainability of the production level.

Over $20 million will be invested in mining equipment to access 
new coal.

Over $17 million will be invested in the continued construction 
of two new up-casts and relocating the coalmine methane 
thermoelectric plant to Vorkutinskaya mine.

The mines will continue the introduction of a multifunction 
alerting and positioning system. It allows continuous monitoring 
of the aerogas situation in the mine, positioning each miner with 
an accuracy of up to 20 metres, and also provides the company 
with an underground wireless connection.

Yakovlevskiy Mine
In 2019, Yakovlevskiy Mine aims at increasing iron ore extraction 
to 2.2 million tonnes, increasing staff to almost 2,000 people, and 
the application of an investment programme of more than eight 
billion roubles. One more priority will be to increase the quality of 
Yakovlevskiy Mine’s iron ore.
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Severstal Russian Steel 
Division
Severstal Russian Steel is a leading Russian steel producer, with 
a broad product mix, self-sufficiency in raw materials and an 
extensive distribution network. The division focuses on high value-
added flat steel products and the production of long products for 
construction and downstream sales.

Severstal’s downstream assets include producers 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 Severstal’s flagship 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. It is also well 
positioned to serve the industrial hubs around St. Petersburg and 
Moscow.

In 2018, the average headcount at Severstal Russian Steel 
was 36,257, compared with 37,018, in the prior year.

Key assets
1. Cherepovets Steel Mill
One of the world’s largest stand-alone integrated steel works by 
capacity as well as an excellently located, low-cost steel producer. 
It produces a wide range of flat and long-rolled products, including 
hot and cold-rolled flat products, galvanized and colour-coated 
products and long-steel applications. Rolling Mill 5000, located in 
Kolpino, near St. Petersburg, produces strips for large diameter 
pipes, as well as thick plate for ship and bridge building, nuclear 
and other industries.

2. Izhora Pipe Mill
The mill in Kolpino specialises in manufacturing large diameter 
pipes from plate, which are produced at the nearby Kolpino Mill 
5000. It has a production capacity of 600,000 tonnes of pipes per 
year, most of which is used in oil and gas pipeline projects.

3. Mini-Mill Balakovo
A mini-mill focused on the production of long products for the 
construction industry. Annual design production is one million 
tonnes of rolled products.

4. Severstal-Metiz
Manufacturer of more than 55,000 product types, including 
cold-drawn steel, steel shapes, railway fasteners, low carbon and 
high carbon wire, nails, steel fibre, steel wire ropes, wire strands, 
steel meshes and fasteners. Severstal-Metiz comprises several 
subsidiaries: the Cherepovets site in north-west Russia, the Orel 
site in central Russia and the Volgograd site in the Povolzhie 
region.

5. Downstream production assets
•	 Severstal-Gonvarri-Kaluga Steel Centre is a Russian-Spanish 

joint venture of two global leaders in steel manufacture and 
processing. Being a link between a rolled-metal manufacturer 
and a final user, the enterprise provides the whole range of 
services regarding longitudinal and transverse cutting of rolled 
metal, blanking for further processing. It has a design capacity 
of 160,000 tonnes of rolled metal products per year, produced 

for the automotive, electrical and machinery industries.
•	 Gestamp-Severstal-Kaluga Stamping Facility is a joint venture 

between Severstal and Gestamp. It is equipped with a number 
of press lines and produces the full range of rolled steel 
products, 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–Vsevolozhsk service centre is a joint venture 
with the Japanese company Mitsui. It provides services of 
longitudinal and transverse cutting of rolled metal, blanking 
for further stamping. The enterprise has the first production 
line in Russia and CIS countries for welding blanks for the 
automotive industry. It allows the company to become the first 
Russian metallurgical company to enter the market for ultra-
light steel auto bodies, demanded by auto producers, carrying 
out component assembling in Russia and the CIS. The service 
centre’s capacity is 150,000 tonnes.

•	 Gestamp-Severstal-Vsevolozhsk is a joint venture of Severstal 
and Gestamp group. It is equipped with press line and 
welding assembly equipment and produces car components 
for international car manufacturers. Annual output is some 
600,000 parts – press and assembly – and the potential 
to increase up to two million parts.

•	 Ruetgers Severtar, a joint project with Ruetgers (RAIN), based 
at the Cherepovets Steel Mill plant, produces vacuum pitch, 
technical oils and naphthalene.

•	 TPZ-Sheksna was launched in 2010 and is designed to produce 
up to 290,000 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-finished steel products made at 
the Cherepovets Steel Mill.

6. Trading companies
Severstal Russian Steel sells its products domestically to regional 
and national distributors, directly to end-users, and through 
AO Severstal Distribution. AO Severstal Distribution has a wide 
network of metal centres throughout the country. Severstal 
Russian Steel conducts export sales principally through the 
subsidiary Severstal Export GmbH, as well as through SIA Severstal 
Distribution, Severstal Distribution LLC and ZAO Severstal 
Distribution.

St. Petersburg

Vsevolozhsk Moscow
Kaluga

Orel

Milan

Cherepovets
Sheksna 

Balakovo

Volgograd
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Production volumes (million tonnes)
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Against a backdrop of capacity cuts and environmental 
restrictions in China and relatively flat Russian steel consumption 
year-on-year in 2018, the Russian Steel division was able to 
maintain relatively high utilisation rate  and increase production 
to 12 million tonnes, due to efficiency programmes, launch of ladle 
furnance #2 and Balakovo mini-mill production volume growth. 
Due to the location of its main producing asset, the division was 
able to promptly reallocate sales volumes between domestic and 
export markets.

Ongoing global steel overcapacity cuts and improved consumption 
supported steel prices in 2018. Reflecting this, Severstal’s average 
steel prices rose by 12% for hot-rolled strip and plate, 6% for cold-
rolled flat products and 12% for long products.
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343
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624

483

Severstal’s key domestic customers include construction 
companies and pipe mills, machinery and automotive clients. The 
Company’s product portfolio therefore includes a wide range of 
products of various specifications. Severstal Russian Steel benefits 
from its proximity to export routes. The share of exports in the 
division’s sales portfolio varies depending on the health of the 
Russian market and the attractiveness of international sales 
options as an alternative. In 2018, export volumes comprised 39% 
of the division’s total sales. Sales and cost of sales figures in the 
charts below are presented in USD as a percentage of the total 
sales or cost of sales of the Severstal Russian Steel division.
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Severstal works consistently to maintain its leading cost position 
through labour and energy productivity and operational 
enhancements. In 2018, raw materials accounted for 74% of total 
costs. Labour and energy costs ranked second and third with a 
share of 10% and 8%, respectively.
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Key developments in 2018
•	 Consumption of skip coke was reduced to a record 

375 kilograms of raw materials per tonne of hot metal (about 
400 kilograms per tonne in 2017).

•	 The main stage of reconstruction of Coke Battery # 4, worth 
about six billion roubles, was completed, which will increase 
coke production from 420,000 to 460,000 tonnes per year, at 
the same time reducing the amount of dust emitted.

•	 100,000 tonnes of finished products were produced at the new 
third colour-coating line, launched at the end of 2017.

•	 Izhora Pipe Mill supplied pipes for a number of significant 
projects, including the ‘Power of Siberia’, development of gas 
transmission capacities for the Unified Gas Supply System of 
Russia, facilities installation of the Kharampur gas field and 
facilities for construction of the Amur Gas Processing Plant.

Strategic priorities for 2019 and beyond
•	 Construction and commissioning of blast furnace #3, the 

estimated output capacity of which will be 2.9 million tonnes 
per year. Blowing-in is planned for 2020. The investment value 
will total 28 billion roubles.

•	 32 billion roubles will be invested in the construction of the 
coke battery #11 with stamp charge advanced technology. The 
unit will be unique for Russia. The launch of the first block is 
scheduled for 2020, the second one in 2021.
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Alexey Mordashov

Board of Directors Composition

Role: Chairman of the Board of Directors, Member of the Health, 
Safety and Environmental Committee

Experience: Born in 1965. Alexey Mordashov has been working for 
Severstal since 1988. He started his career as a Senior Economist, 
becoming Chief Financial Officer in 1992. In December 1996, he 
was appointed as Severstal’s Chief Executive Officer. Between 
2002 and 2006 he served as CEO of Severstal Group and was 
Chairman of Severstal’s Board of Directors. From December 
2006 to December 2014 Alexey was CEO of Severstal. From 
December 2014 until May 2015 Alexey Mordashov served as 
CEO of AO Severstal Management – managing company of PAO 
Severstal. Alexey was elected Chairman of the Board of Directors 
of PAO Severstal in May 2015.

External appointments:

•	 Member of the Supervisory Board (since June 2010) of the 
Non-Profit Partnership Consortium “Russian Steel” (currently – 
Association “Russian Steel”), President of the Consortium (from 
2013 to 2015), from 2016 to 2017 – Chair of the Supervisory 
Board;

•	 Member of the Executive Committee of the World Steel 
Association, headquartered in Brussels, Belgium. Prior to that 
Chairman (from 2012 to 2013) and Vice-Chairman (from 
2013 to 2015);

•	 Head of the Russian Union of Industrialists and Entrepreneurs’ 
(RSPP) Committee on Integration, Trade and Customs Policy 
and WTO;

•	 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 finance issues;

•	 Chairman of the Board of PAO Power Machines;
•	 Member of the Board of Directors of Nordgold S. E.;
•	 Member of the Board of Directors of TUI AG.
•	 Member of the Strategic Council for Investments 

in New Industries under the direction of the Minister 
for Trade & Industry of the Russian Federation

Education: Alexey earned his undergraduate degree from the 
Leningrad Institute of Engineering and Economics. He also holds 
an MBA degree from Business School of Northumbria University 
(Newcastle, UK). Alexey was granted an honorary doctorate 
from the Saint-Petersburg State University of Engineering and 
Economics in 2001 and from the University of Northumbria, UK in 
2003.
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Alexey Kulichenko
Role: CFO of AO Severstal Management

Experience: Born in 1974. Between 1996 and 2003 Alexey 
worked for Sun Interbrew, starting his career there as a cash flow 
economist at the Rosar plant in Omsk and ending it as Efficiency 
Planning and Managing Director of Sun Interbrew. Between 
2003 and 2005 Alexey worked as CFO at Unimilk. From December 
2005 to July 2009 he worked as CFO of CJSC Severstal Resource. 
In July 2009 Alexey Kulichenko was appointed CFO of OAO 
Severstal. From 8 November 2016 till 11 December 2016 he was 
CEO of AO Severstal Management.

External appointments: none.

Education: Alexey graduated from the Omsk Institute of World 
Economy with a degree in Economics.

Company shareholdings: Alexey Kulichenko holds 0.01432% 
Severstal shares represented by 120,000 Global Depository 
Receipts

Alexander Shevelev
Role: CEO of AO Severstal Management, Member of the Health, 
Safety and Environmental Committee

Experience: Born in 1974. Alexander started his career at 
Cherepovets Steel Mill as a repairman in repair-tool shop in 
1997. Later he worked as a shift foreman, lead economist and 
deputy head of the strategic planning department, head of the 
production development department at OAO Cherepovets Steel 
Mill. From 2002 to 2004 he worked as Technical Support Director 
of OAO Cherepovets Steel Mill. In 2012 Alexander Shevelev 
became an executive director of OAO Cherepovets Steel Mill 
(currently Cherepovets mill Severstal-Metiz). From 1 July 2012 he 
was appointed First Deputy Mayor of Cherepovets, in June 2013 
he became Deputy Governor of the Vologda region. From July 
2013 to March 2016 he was CEO OAO Severstal-Metiz. From 
April 2016 to December 2016 he was CEO of SVEZA Group. In 
December 2016 Alexander was appointed CEO of AO Severstal 
Management.

External appointments: none.

Education: Alexander Shevelev graduated from the Vologda 
National Economic Academy with a degree in Mechanical 
Engineering and from the National Technical University in St. 
Petersburg where he mastered economics and management. 
Alexander also holds an MBA degree from the Northumbria 
Business School, Newcastle, UK.

Company shareholdings: Alexander Shevelev holds 0.00013% 
Severstal shares represented by 1,050 Global Depository Receipts.
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Andrey Mityukov
Role: Senior Vice President of Human Resources and Business 
System of LLC Severgroup

Experience: Born in 1967. Andrey Mityukov has held various HR 
management positions at Henkel-Russia from 1997 to 2000. In 
2000 he worked at Sun Interbrew as Human Resources Director at 
the Povolzhye plant and from 2001 as Regional Human Resources 
Director. In 2003 Andrey joined Severstal Group as Human 
Resources Director of Sveza. From 2005 to 2015 he held the role of 
Senior Vice President of Human Resources of PAO Severstal.

External appointments: none.

Education: In 1988 Andrey Mityukov graduated from the 
Leningrad PVO Military Political Academy. In 2001–2002 Andrey 
studied Human Resources Management under a joint programme 
run by the Higher School of Economics (Moscow) and Harvard 
University. In 2012 he studied in the INSEAD Business School 
under the “Strategy for HR leaders” programme.

Company shareholdings: none.

Agnes Anna Ritter
Role: Chief Technical Officer of АО Severstal Management, 
Member of the Health, Safety and Environmental Committee

Experience: Born in 1982. Before joining Severstal, Agnes Ritter 
worked as a consultant for The Boston Consulting Group (BCG) 
and worked in operational and organisational efficiency in the 
heavy and oil industries. Agnes joined Severstal in 2010. From 
2010 to 2013 she was Head of Production at Severstal Resources. 
In September 2013, she was appointed Director of Production & 
Technology of Severstal.

External appointments: none.

Education: Agnes graduated in Vienna, Austria with a degree in 
sales and marketing, and then furthered her studies at the College 
of Europe. In 2013, she studied TGM (transition to general 
management) at INSEAD business school, Fontainebleau and 
Singapore.

Company shareholdings: none.
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Sakari Tamminen
Role: Senior Independent Director, Chairman of the Remuneration 
and Nomination Committee, Member of the Audit Committee

Experience: Born in 1953. Sakari Tamminen has extensive relevant 
experience at Board level within steel and metals companies, 
including being the President and CEO of the Finnish steel and 
metal construction company Rautaruukki Corporation from 
2003 to 2014. Sakari is currently a member of the Board at 
steel company Ovako Ab, and has been the Vice Chairman of 
the Board of Sanoma Corporation since 2002 to 2013. He has 
held a directorship of Danske Bank Finland Plc from 2014 to 
2017. He is Chairman of the Board of Directors of Versowood Oy 
and M. J. Paasikivi Oy. He has also held roles as Executive Vice 
President and CFO of Metso Corporation (1999–2003) and Rauma 
Corporation Plc (1991–1999).

External appointments:

•	 Member of the Board of Directors of Ovako Ab;
•	 Chairman of the Board of Directors of Versowood Oy;
•	 Chairman of the Board of Directors of M. J. Paasikivi Oy.
Education: Sakari Tamminen studied in Tampere University. He 
holds a degree of Master of Science (Economics).

Company shareholdings: Sakari Tamminen holds 0.00084% 
Severstal shares represented by 7,000 Global Depository Receipts.

Alun Bowen
Role: Independent Non-Executive Director, Chairman of the 
Audit Committee, Member of the Remuneration and Nomination 
Committee

Experience: Born in 1955. Alun Bowen 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 (subsequently KPMG) in 1976, he was appointed a 
partner in 1988, and subsequently managed 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). From 2014 till 2017 Alun was a 
member of the Supervisory Board of JSC Eurasian Bank.

External appointments:

•	 Non-Executive Director, Chairman of the Risk and Conduct 
Committee and member of the Audit Committee of Julian 
Hodge Bank Limited;

•	 Non-Executive Director, Chairman of the Risk and Conduct 
Committee and member of the Audit Committee of Hodge Life 
Assurance Company Limited;

•	 Non-Executive Director, Chairman of the Risk and Conduct 
Committee and member of the Audit Committee of Hodge 
Limited;

•	 Trustee and Director of the Hodge Foundation.
Education: Alun Bowen holds a Master of Arts degree from 
Trinity College, Cambridge, where he studied Metallurgy and 
Materials Science, and he is a Fellow of the Institute of Chartered 
Accountants in England and Wales.

Company shareholdings: Alun Bowen’s wife holds 0.00038% 
Severstal shares represented by 3,155 Global Depositary Receipts.
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Vladimir Mau
Role: Independent Non-Executive Director, Member of the Audit 
Committee

Experience: Born in 1959. Vladimir Mau is an honoured Russian 
economist. Since 1991 he participated in Russian economic reforms, 
including working as Advisor to the Chairman of the Russian 
Government from 1992 to 1993. From 1997 through 2002 Vladimir 
was the Head of the Working Center for Economic Reforms of 
the Russian Government. In 2002 he became the Rector of the 
Academy of National Economy of the Russian Government (ANE), 
and since September 2010 the Rector of the Russian Presidential 
Academy of National Economy and Public Administration (RANEPA).

External appointments:

•	 Independent member of the Supervisory Board, Deputy 
Chairman of the Supervisory Board, Chairman of the Audit 
Committee, member of the Nomination and Remuneration 
Committee of PAO Sberbank of Russia;

•	 Member of the Trustees Board of Yegor Gaidar Foundation;
•	 Member of the Board of Directors member of the Audit 

Committee, member of the Nomination and Remuneration 
Committee of PAO Gazprom;

•	 Member of the Board of Directors, member of the Committee 
for Corporate Governance, nominations and remunerations of 
PAO TRANSCAPITALBANK;

•	 Member of the Management Board of Foundation for Social 
Chairman and  Economic Research and Education;

•	 Member of the Board in the “Centre for Strategic Development” 
Chairman and member of the Board of Directors of 
AO Academia “Prosvescheniye” Foundation.

Education: Vladimir Mau is a Doctor of Economics, Professor, 
PhD Université Pierre Mendès-France, Honored Economist of the 
Russian Federation. Vladimir graduated from the Moscow Institute 
of National Economy in 1981.

Company shareholdings: none.

Philip Dayer
Role: Independent Non-Executive Director, Chairman of the 
Health, Safety and Environmental Committee, Member of the 
Remuneration and Nomination Committee

Experience: Born in 1951. Philip Dayer has extensive experience of 
advising international companies, including in the CIS. Philip sits on 
the Boards of several listed companies in the energy, software and 
financial services sectors. Philip qualified as a Chartered Accountant 
and pursued a corporate finance career in investment banking 
providing capital markets advice, including on M&A transactions 
and flotations. Over the past five 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, IP Plus plc and AVEVA Group plc.

External appointments:

•	 Non-Executive Director, Chairman of the Audit Committee and 
member of the Remuneration Committee of JSC VTB Capital 
Holding;

•	 Chairman of the Board of VTB Capital plc Directors and 
member of the Remuneration Committee;

•	 Independent Director, Chairman of the Audit Committee, 
Chairman of the Health, Safety, Environment and Sustainable 
Development Committee, member of the Strategy 
and Innovations Committee, member of the Nomination and 
Remuneration Committee, member of the Finance Committee 
of JSC NC KazMunayGas;

•	 Non-Executive Director and Chairman of the Audit Committee 
of The Parkmead Group plc.

Education: Philip graduated from King’s College (London) in Law 
and he is a Fellow of the Institute of Chartered Accountants 
in England and Wales.

Company shareholdings: Philip Dayer holds 0.00054% Severstal 
shares represented by 4,500 Global Depository Receipts.
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Vladimir Lukin (stepped down from the Board 
of Directors as from 19 July 2018 upon his written request)

Role: Senior Vice President, Legal Affairs and General Counsel, 
Member of the Health, Safety and Environmental Committee

Experience: Born in 1978. Vladimir Lukin joined Severstal Group in 
2004 as Senior Legal Advisor. In 2007 he became Senior Legal 
Advisor of OAO Severstal. In January 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 Severstal, Vladimir worked for law firm 
Freshfields Bruckhaus Deringer. Since 25 May 2015 till 1 December 
2017 Vladimir Lukin was a member of the Board of Directors of 
AO Severstal Management – managing company of PAO Severstal. 
Vladimir was also a Board member in various companies, including 
PAO Power Machines, ООО Т2 RTK Holding, BANK “ROSSIYA”.

Education: Vladimir graduated in Law from the Moscow State 
University.

Company shareholdings: none.

Alexander Auzan
Role: Independent Non-Executive Director, Member of the Health, 
Safety and Environmental Committee

Experience: Born in 1954. Alexander Auzan is Dean of the Faculty 
of Economics in Lomonosov Moscow State University, professor, 
founder of the National Projects Institute, he is one of Russia’s 
leading economists. In the late, he took part in the establishment 
of consumer protection associations and has been a Member of 
the Executive Bureau of the Council of Consumers International 
(worldwide consumers association). In 2005–2011 he was a 
President of the Association of Russian Economic Think Tanks 
(ARETT). Mr. Auzan was also a member of the President’s 
Commission for Modernization and Technological Development of 
the Russian Economy and President’s Council for Development of 
Civil Society and Human Rights. He is currently a member of the 
Presidential Economic Council. He has written numerous papers on 
the modernization of Russia, national values, and the dynamics 
of a social contract. His applied work involves economic and 
development consulting for national and regional governments, 
including the participation in the development of “Strategy-2020” 
for Russia in 2011–2012. In 2015 he headed the working group 
on preparation of proposals for structure, directions, resource’s 
provision and plan for the social and economic development 
strategy of Russia up to 2030.

External appointments:

•	 Independent Director and member of the Strategic Planning 
Committee of AO RVK;

•	 Senior Independent Director of PAO Rostelecom;
•	 Member of the Board of Directors of OOO VEB Innovations.
Education: Alexander Auzan graduated from Moscow State 
University and holds a PhD in Economics.

Company shareholdings: none.
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Corporate Governance Statement
This section sets out how Severstal has applied the principles of 
good governance during the year.

Corporate governance model
Severstal is listed on the “First Level” on MICEX and has a 
“standard listing” for its depository receipts on the London Stock 
Exchange. Accordingly, Severstal follows the provisions of the:

1. Recommendations from the Corporate Governance Code (2014) 
approved by the Central Bank of Russia and recommended for 
application by the joint stock companies with listed securities – 
available on the CBR website, and

2. UK Corporate Governance Code (2016) available on the 
FRC website.

Severstal’s Corporate Governance Code has been prepared 
following recommendations of the codes above and is based on 
the following main principles:

•	 A solid commitment to full alignment with shareholders’ 
interests;

•	 A unified, well-shaped business structure supported by a 
focused corporate strategy;

•	 A disciplined merger and acquisition strategy supported by a 
qualified majority of Board members;

•	 A reliance on a stable, deep-rooted and incentivised 
management team;

•	 High quality engagement with all our stakeholders, including 
customers, suppliers, workforce and communities;

•	 Industry-leading disclosure practices and transparent corporate 
reporting; and,

•	 A solid platform for delivering superior, long-term returns for all 
our shareholders.

Along with Severstal’s Corporate Governance Code and the 
Charter of the Company (both available on Severstal/Corporate 
Governance) the activities of Severstal’s management and 
supervisory bodies, as well as other internal activities, are also 
governed by a set of internal corporate documents, which are also 
available Severstal/Company Documents.

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.

Severstal is committed to continue developing and evolving its 
corporate governance practices. For example, although the 
minimum requirements for compliance for a “standard listing” 
for its depository receipts on the London Stock Exchange are 
relatively limited, Severstal continually monitors the requirements 
for those companies that have a “premium listing” and where it 
believes that these requirements will enhance transparency, they 
are adopted.

Compliance Statement
Throughout the year Severstal complied with the requirements of 
a listing on the “First Level” on MICEX and a standard listing for 
depository receipts on the London Stock Exchange, apart from the 
fact that Severstal has not entered into a relationship agreement 

with Alexey Mordashov, its majority shareholder.

The Board seeks to ensure that the interests of the minority 
shareholders in the Company are properly respected by and 
aligned with those of the majority shareholder. The Board has 
carefully considered whether there would be any benefit to the 
minority shareholders of the Company entering into a relationship 
agreement with the majority shareholder, however, the Board 
has decided that the existing arrangements and regulations that 
are in place, which endeavour to ensure that Severstal is capable 
of conducting its business independently of the major shareholder 
and his related companies, are satisfactory and that transactions 
with the controlling shareholder and his related companies are 
at arm’s length and on fair commercial terms. The principal 
safeguards may be summarised as follows:

•	 Half of the Board consists of Independent Non-Executive 
Directors and the Audit Committee and the Remuneration 
and Nomination Committee consist of and are chaired 
by Independent Non-Executive Directors.

•	 The majority shareholder exercises his voting rights, including 
those related to amending Severstal’s Charter, in a way 
which would not be prejudicial to the interests of minority 
shareholders.

•	 The majority shareholder does not vote on any resolution to 
approve a “related party transaction”. Severstal has established 
a process whereby, whenever required, individual related party 
transactions are voted on by the other members of the Board, 
who have no involvement with those transactions, having been 
reviewed by the internal audit function to ensure that they 
have been recorded and valued appropriately. All related party 
transactions are also reviewed by the Audit Committee and by 
the external auditors and disclosed in the quarterly and annual 
financial statements in accordance with the requirements 
of IFRS.

•	 Shareholders have direct access to members of the Board and 
executive management at Severstal’s Annual Capital Markets 
Day and Annual General Meetings of Shareholders, which are 
held in person. The majority shareholder, as the Chairman 
of Severstal, will ensure that the interests of all shareholders 
continue to be aligned.

In July 2018, the UK’s Financial Reporting Council issued a 
revised Corporate Code (2018) available at FRC website. The 
Board intends to comply as far as possible with the requirements 
of the revised Code. It is actively exploring how it will meet the 
revised Code’s requirement for understanding the views of the 
company’s key stakeholders, in particular the workforce and 
describe in the annual report how their interests have been 
considered in board discussions and decision-making.

The revised Code has a requirement that the Chair of the Board 
should be independent, which means that the Chair should only 
serve for nine years, including time as a member of the Board. 
Alexey Mordashov is not independent as he is the majority 
shareholder, and he has also served more than nine years on 
Severstal’s Board. The Independent Non-Executive Directors have 
considered the position:

•	 in the light of the safeguards set out above;
•	 Alexey Mordashov’s performance in practice as Chair since his 

https://www.cbr.ru/
https://www.frc.org.uk/getattachment/ca7e94c4-b9a9-49e2-a824-ad76a322873c/UK-Corporate-Governance-Code-April-2016.pdf
https://www.severstal.com/eng/ir/corporate_governance/company_documents/
https://www.severstal.com/eng/ir/corporate_governance/company_documents/
https://www.severstal.com/eng/ir/corporate_governance/company_documents/
https://www.frc.org.uk/getattachment/88bd8c45-50ea-4841-95b0-d2f4f48069a2/2018-UK-Corporate-Governance-Code-FINAL.pdf
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appointment in 2015, when he has always clearly distinguished 
his role as Chair with that of majority shareholder;

•	 his active and regular communication with the Independent 
Non-Executive Directors;

•	 his independence from management;
•	 his demonstrable wish that the company is managed for the 

benefit of all stakeholders.
The Independent Non-Executive Directors are satisfied that it is in 
the best interests of the company, the shareholders and other 
stakeholders that Mr. Mordashov continues in his role as 
Chair of the company, as opposed to considering appointing 
an independent chair.

Responsibility Statements
Each of the directors who is a director at the date of the approval 
of this Annual Report confirms that to the best of or her knowledge:

1.  The Group financial statements are prepared in accordance 
with IFRS, give a true and fair view of the assets, liabilities, 
financial position and profit of the Group;

2.  The Strategic Report includes a fair view of the development 
of the business and the position of the Group, together with a 
description of the principal risks and uncertainties that it faces;

3.  The Annual Report, taken as a whole is fair, balanced and 
understandable and provides the information necessary for 
shareholders to assess the Group’s position and performance, 
business model and strategy.

This Annual Report was approved by the Board of Directors on 
4 February 2019.

General Meeting of Shareholders and supervisory bodies
The General Meeting of Shareholders (“GMS”) sits at the top 
of Severstal’s governance structure. Full information on the 
responsibilities of the GMS is available online at Severstal/
GMS, together with details of when the GMS is held and how 
shareholders are informed of an upcoming GMS and information 
on resolutions at GMS, including those resolutions of the GMS that 
were taken during 2018.

Three General Meetings of Shareholders were held in 2018: one 
annual and two extraordinary meetings.

Agenda of the Annual General Meeting of Shareholders dated 
8 June 2018 covered the following items:

1. Election of members of the Board of Directors of PAO Severstal.

2.  Approval of the Annual Report and the Annual Accounting 
(Financial) Statements of PAO Severstal for 2017.

3.  Allocation of profit of PAO Severstal for 2017 results. Payment 
(announcement) of dividends for 2017 results.

4.  Payment (announcement) of dividends for the first quarter 
2018 results.

5.  Election of members of the Internal Audit Commission of PAO 
Severstal.

6. Approval of the Auditor of PAO Severstal.

Payment of dividends for the six months and nine months of 
2018 were approved at the Extraordinary General Meetings of 
Shareholders which were held on 14 September and 23 November 
2018 respectively.

The GMS held on 23 November 2018 also approved new editions 

of Severstal’s Charter and Board Regulations and discontinued the 
regulations relating to the Internal Audit Commission, in line with 
changes to the Russian law that came into force in 2018.

An external auditor is appointed annually by the GMS. Its fee is 
subject to approval by the Board. Details of Severstal’s External 
Auditor is available in the Auditor’s Report of this Annual Report.

The Board of Directors
Severstal’s Board of Directors is responsible for the review 
and approval of its strategy and business model, and closely 
monitoring its financial and business operations both by segment 
and as a whole. The Board is also responsible for approval of 
annual, half-year and quarterly results, the issue of any securities, 
establishing dividend policy and recommendation of dividends. 
It is also responsible for establishing Severstal’s risk appetite, 
system of internal control, governance, monitoring executive 
performance and succession planning. The Board reviews 
standards of ethics and policy in relation to health, safety, 
environment, social and community obligations. Full information 
on the responsibilities of the Board of Directors is available online 
at Severstal/Directors.

The Board’s activity is regulated by the Russian law, the Company’s 
Charter (2018) and Regulations for the Board of Directors (2018).

Composition of the Board of Directors
According to the Company’s Charter, Severstal’s Board comprises 
ten members. Severstal believes that maintaining a balance 
on the Board is a prerequisite for good decision-making and 
corporate governance and ensuring equal regard for the interests 
of all shareholders. Details of our Directors can be found in their 
biographies.

Board composition

Executives and Non-Executives 50 %

Independent Non-Executives 50 %

Male 90 %

Female 10 %

Board diversity

Nationality

Russia (6)

UK (2)

Finland (1)

Austria (1)

Professional experience Number of Board members

Steel 6

Mining 6

Finance 6

Oil & Gas 2

Academia 2

The Board reviews the independence of all Independent Non-
Executive Directors annually, and has determined that all 
such directors are independent, in line with the UK Corporate 
Governance Code and have no cross-directorships or significant 
links, which could materially interfere with them exercising 
their independent judgment. The Company’s Independent Non-
Executive Directors play a leading role in corporate accountability 
and governance through their membership and participation in 
the Board’s committees.

https://www.severstal.com/eng/ir/corporate_governance/gsm/
https://www.severstal.com/eng/ir/corporate_governance/gsm/
https://www.severstal.com/eng/ir/corporate_governance/board_of_directors/board/
https://www.severstal.com/files/17034/document23552.pdf
https://www.severstal.com/files/17034/document23552.pdf
https://www.severstal.com/files/17036/document23553.pdf
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New directors to the Board participate in an induction programme when they take office. 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 
corporate documents. This includes Severstal’s Charter, Corporate Governance Code and other internal corporate documents, applicable 
corporate governance law, and descriptions of best practice to help ensure their early effective contribution to the Company.

Governance calendar for 2018
The calendar of in-person Board and its committees’ meetings is shown below:

Severstal’s Board and its committees Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

In-person Board V V V V

Audit Committee V V V V

Remuneration and Nomination Committee V V V

Health, Safety and Environmental Committee V V V V

Sole Executive Body
The authority of Severstal’s Sole Executive Body is exercised by the 
CEO of the Company.

Following the resolution of the Company’s shareholders dated 
10 September 2014, the powers of Severstal’s CEO were 
transferred to the managing company, Severstal Management, 
with effect from 1 January 2015. This change was in line with the 
Company’s stated strategic focus of optimising its management 
structure and further enhancing management efficiency and 
transparency. Severstal Management achieved this by reducing 
management layers, centralising certain administrative functions 
and removing duplication.

The managing company has authority for managing all issues in 
the Company’s current operations, except for those issues 
specifically reserved for the Company’s GMS and the Board of 
Directors.

Alexander Shevelev was appointed CEO of Severstal Management 
with effect from 12 December 2016.

More details about PAO Severstal’s managing company are 
available on Severstal/Sole Executive Body

Board activity in 2018
In 2018, Severstal’s Board of Directors held four meetings in 
person and 19 meetings in absentia.

The Board spent a considerable amount of time during 
2018 discussing safety. In particular, the Board continues to review 

safety throughout the business and its proceeding initiatives 
to improve Severstal’s safety performance. It also discussed 
regularly the changing dynamics of raw material prices and 
the impact of the increasing rise in protectionism on Severstal’s 
business.

In addition to the matters described above, the Board reviewed 
the following key matters:

 – Health, safety and environmental issues;
 – Objectives on environment, health and safety by 2025;
 – New Code of Business Conduct, Environmental Policy and 

Human Rights Policy;
 – New Dividend Policy;
 – New vision and strategic priorities;
 – Severstal’s financial plan, financial performance and reporting;
 – Risk and risk mitigation matters;
 – Results of the internal assessment of the Board and its 

committees’ performance;
 – The composition of the Board and its committees and 

succession planning;
 – Appointment of External Auditor after competitive tender;
 – External Auditor’s fee;
 – Budget for 2019;
 – Transactions with related parties.

https://www.severstal.com/eng/ir/corporate_governance/sole_executive_body
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The attendance of the Company’s members of the Board of Directors at in-person 
meetings of the Board and its committees during 2018

Member of the 
Board of Directors

Number of in-person 
Board meetings 
possible

Number of Board 
meetings attended

Audit Committee 
meetings attended 
(out of 4 meetings)

Remuneration 
and Nomination 
Committee 
meetings attended 
(out of 3 meetings)

Health, Safety and 
Environmental 
Committee 
meetings attended 
(out of 4 meetings)

Alexey Mordashov 4 4 - 3* -

Alexander Shevelev 4 4 - 3* 3

Alexey Kulichenko 4 4 4* - -

Andrey Mityukov 4 4 - 3* -

Vladimir Lukin 3 2 - - 2

Agnes Ritter 1 1 - - 1

Alun Bowen 4 4 4 3 4*

Philip Dayer 4 4 4* 3 4

Sakari Tamminen 4 4 4 3 4*

Alexander Auzan 4 3 - - 2

Vladimir Mau 4 3 1 - -

* means that the specified director is not a member of the Committee, although s/he attended the meeting at the invitation of the Chairman of the Committee

Moreover, Independent Non-Executive Directors meet separately 
as a group during the year. There were four such meetings in 2018.

Board self-evaluation results for 2018
The Board carries out an annual evaluation of its performance 
based on the individual contribution of each Board member. 
An evaluation by an external party is commissioned every three 
years in accordance with best corporate governance practice. The 
last external evaluation took place in 2016 and the next external 
evaluation will take place in 2019.

In 2018 the Board conducted its own self-evaluation, using 
a similar process to that in 2017 and based on the external 
evaluation process adopted in 2016 to aid comparability. The 
self-evaluation process used confidential and wide-ranging 
questionnaires which were completed by each Board member. 
Questionnaires were focused on evaluating the performance and 
effectiveness of the Board and its committees. The questionnaires 
covered key areas of the Board’s responsibilities including its 
participation in developing the Company’s strategy, succession 
and composition, boardroom interaction, culture, and the way 
the Board oversees business performance, risk, governance, 
engagement with stakeholders and its operations in the interests 
of the Company as a whole.

The results of the Board self-evaluation, carried out in December 
2018 to January 2019, were discussed by the Board at its 
meeting in February 2019.

Firstly, the Board reviewed the continuing progress on 
the implementation of the recommendations of the independent 
evaluation carried out in late 2016. The Board is satisfied that 
the areas for improvement identified in the external evaluation 
have now been fully addressed and are embedded in the working 
of the Board.

In relation to the areas for improvement identified in the 2017 self-
evaluation the Board considered that through the enhanced 
activity of the Remuneration and Nomination Committee the issue 
of succession is now being addressed fully and appropriately. As 

commented elsewhere in this Annual Report, the Board has been 
actively involved in developing the revised strategy, considering 
a far wider range of possible and potential options than hitherto. 
Also, in relation to risk and internal control, through the even 
greater focus on this issue by the Audit Committee, the Board 
considers that good progress continues to be made.

The Board considered that there were some areas where greater 
focus, communication and oversight could be needed during 2019, 
these were:

 – The transformational aspects of the enhanced strategy, 
especially as regards digitalisation and ensuring there is 
sufficient capacity within the organisation for the envisaged 
change to be realised;

 – Oversight of the practical implementation of the Company’s 
strategy ensuring that appropriate prioritisation occurs, 
and implementation is effective.

 – Ensuring that the focus on risk and particularly emerging risks, 
including risks driven by global macro-economic and political 
risks, continue to be identified and managed effectively.

Senior Independent Director
Sakari Tamminen is Severstal’s Senior Independent Director and 
Chairman of the Remuneration and Nomination Committee.

The Senior Independent Director’s role is to:

 – coordinate communication of Independent Non-Executive 
Directors;

 – liaise with the Chairman of the Board;
 – act as an advisor to the Chairman to ensure the Board 

is effective;
 – ensure that appropriate succession planning procedures are in 

place in relation to the Chairman’s succession;
 – meet annually with independent directors to appraise the 

Chairman’s performance, taking into account the views of 
Executive Directors, and on other occasions as are deemed 
appropriate; and,
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 – be available to shareholders if they have concerns which have 
not or cannot be resolved through contact with the Chairman 
or the Company’s executive body.

Investor relations
The Board makes considerable efforts to establish and maintain 
good relationships with shareholders and the wider investment 
community. There is regular dialogue with institutional investors 
during the year, primarily though the Head of Communications 
and Investor Relations and his team.

In November 2018, Sakari Tamminen led Severstal’s senior 
management team in London at the Company’s eighth annual 
Capital Markets Day.

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 transparent and effective regulations to secure the 
rights of shareholders. Full information on the responsibilities of 
the Corporate Secretary is available online at Severstal Corporate 
Secretary.

Artem Bobulich has been the Corporate Secretary of Severstal 
since 20 January 2014. Artem Bobulich (born in 1983) has 
worked in the Company’s Corporate Secretary Team of the Legal 
Affairs Directorate since 2007. He graduated from the Cherepovets 
State University with foreign philology specialisation and from the 
Moscow State Law Academy.

Artem Bobulich was the laureate of the “Corporate Director/
Corporate Secretary” category at the Director of the Year Awards 
2018.

The Awards are presented annually by the Association 
of Independent Directors and the Russian Union of Industrialists 
and Entrepreneurs, in partnership with the Moscow Exchange, 
PwC and Sberbank. They recognise personal contributions made 
by board directors to ensure Russian companies meet the highest 
standards of corporate governance. The awards ceremony was 
held in Moscow on 21 November 2018.

Moreover, Severstal Board members Alexander Auzan, Alun Bowen, 
Philip Dayer and Vladimir Mau, were recognised in the list of Top 
50 Independent Directors.

The winners are selected by a committee of 22 experts, made 
up of representatives from leading Russian corporations, 
the investment community, professional associations, and previous 
award winners.

Share capital
Severstal’s share capital comprises ordinary shares with a 
nominal value of RUB 0.01 each. The authorised share capital of 
Severstal as at 31 December 2018 comprises 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 31 December 2018

Share, % Shareholders’ equity capital

Alexey Mordashov* 77.03%

Institutional investors 
and employees

21.15%

Treasury shares 1.82%

Total 100%

*  Through participating in Severstal’s privatisation auctions and other purchases, Alexey Mordashov 
had purchased shares in Severstal such that as at 31 December 2018 he controlled 
indirectly 77.03% of Severstal’s share capital.

Whistleblowing procedures
Severstal operates a whistleblowing policy for employees to 
confidentially report concerns about any unethical business 
practices to senior management in strict confidence and without 
fear of recrimination through several routes. Severstal’s Ethics 
Committee is the executive body which oversees the firm’s 
whistleblowing activities and the Audit Committee receives details 
of whistleblowing reports.

Anti-bribery and anti-corruption measures
Severstal’s anti-corruption policy, which is available at Severstal 
Anti-Corruption and supported by the Severstal Employee Code 
of Conduct and Severstal Code of Business Conduct incorporates 
appropriate provisions to meet Severstal’s obligations under 
Russian legislation and the UK Bribery Act.

All individuals applying for employment with Severstal are 
screened for their attitude to corruption and risk. The applications 
of those employees who do not meet the expected standard 
are not proceeded with. A training and communication 
programme is in place for all employees to ensure that they 
understand Severstal’s requirements and related reporting 
procedures. Regular screening checks are also carried out for 
existing employees.

Arrangements with contractors and suppliers have been and 
continue to be reviewed to ensure full compliance with Severstal’s 
anti-corruption policy.

Oversight of the programme is the responsibility of the Ethics 
Committee, which reports regularly to the Audit Committee.

Payments to Governments
Severstal’s payments to Governments disclosure in the year 
ended 31 December 2018 can be found at Severstal/Payments 
to Government.

https://www.severstal.com/eng/ir/corporate_governance/secretary
https://www.severstal.com/eng/ir/corporate_governance/secretary
https://www.severstal.com/eng/ir/esg/
https://www.severstal.com/eng/ir/esg/
https://www.severstal.com/files/17035/document23752.pdf
https://www.severstal.com/eng/ir/disclosure/14129
https://www.severstal.com/eng/ir/disclosure/14129
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Severstal’s Board of Directors has the following committees:

 – Audit Committee;
 – Remuneration and Nomination Committee;
 – Health, Safety and Environmental Committee.

The Board Committees serve as consultative and advisory bodies 
that deal with issues raised by the Board of Directors. 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 managing the Company.

Committee meetings are held as and when necessary, but at least 
three times a year (except for the Health, Safety and Environmental 
Committee, which meets at least twice a year). They are held 
separately from Board meetings so that extra attention can be given 
to discussing issues, which require preliminary Board consideration 
prior to approval by the Board of Directors members, and determine 
the necessity of the Board’s approval for a specific 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 no casting vote in the 
event of a tie.

The activity of Severstal’s Committees is regulated by the 
Regulation for the Board Committees which is available 
at Severstal/ Board Regulations.

The Audit Committee
The Audit Committee consists of three Independent Non-Executive 
Directors. Currently they are:

1. Alun Bowen (Chairman);

2. Sakari Tamminen;

3. Vladimir Mau.

Role
The Audit Committee assists the Board of Directors in monitoring 
the Company’s risk management processes and control 

Board Committees and Reports from 
Their Chairs

environment, and in reviewing the Company’s annual and 
quarterly financial statements and overseeing its internal and 
external audit arrangements.

Composition
The Board considers that each member of the Audit Committee 
has appropriate knowledge and understanding of financial 
matters and commercial expertise, sufficient to enable them to 
consider effectively the financial and accounting issues that are 
presented to the Audit Committee. Sakari Tamminen has extensive 
experience of the steel industry. The Board considers Alun Bowen, 
the Chairman of the Audit Committee to have specific recent and 
relevant financial experience, further details are available in his 
biography.

Report by Alun Bowen, Chair of the Audit Committee
I am pleased to report on the work of the Audit Committee. It has 
been a year where we have completed our external auditor tender 
process, enhanced our oversight of Severstal’s internal control and 
made significant progress in the Committee’s oversight of non-
financial reporting.

A key responsibility continues to be ensuring that the 
financial information presented by Severstal is fair, balanced 
and understandable. To do this we focus on the quality of 
financial information, the independence of our external 
auditors and the assurance provided by internal audit. The 
Audit Committee also continues to debate and challenge the 
judgements made by management and estimates on which they 
are based in producing the financial statements. The Committee 
has exercised its judgement in deciding which of the issues we 
considered as being significant in the financial statements and this 
report sets out the material matters that we have considered in 
our deliberations.

Financial reporting
The most significant issues regarding the 2018 Annual Report and 
financial statements and how the Audit Committee dealt with 
them are set out below:

Area of focus Work undertaken Conclusion/Action taken

Management carried out a review of the 
carrying value of cash generating units (“CGU’s”) 
when there are indicators of impairment, this 
also includes reviewing the carrying value of those 
CGU’s that have previously been impaired, when 
there are indicators that the impairment should be 
reversed. The carrying value of the Olcon CGU was 
written down in 2015. 
The review carried out by management in 2018 
reassessed the carrying value of the Olcon CGU 
and, primarily due to higher iron concentrate prices, 
took the decision to reverse the earlier impairment, 
which resulted in a release to the Income 
Statement of $51 million. Further details are 
provided in note 9 to the financial statements. 

The Audit Committee has reviewed the work 
undertaken by management in relation to 
the assumptions used in management’s 
impairment testing and compared these 
assumptions, where possible, with external 
market data and its own knowledge of the 
macroeconomic environment in Russia. It 
challenged management on the assumptions and 
the sensitivities in its impairment testing. It also 
considered the disclosures made in the financial 
statements. 

The Audit Committee was satisfied that the 
reversal of the Olcon CGU impairment provision is 
appropriate and that the related disclosures in 
the financial statements are fair and balanced.

https://www.severstal.com/files/17037/document23753.pdf
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Lucchini claim – the judge of the first instance 
court reduced the amount of the claw-back claim 
to US$ 86 million in its decision of 25 May 2018. 
Management does not agree both with this claim 
and the judgement of the first instance court 
and has made no provision for the claim in the 
financial statements as it believes that there are 
strong grounds in support of the Group’s position. 
An appeal against the court decision was made on 
18 July 2018. The hearing is scheduled for 28 April 
2020.

The Audit Committee discussed the issue with 
members of Severstal’s Legal Department and 
separately reviewed the legal advice received by 
the Group’s legal advisors – the Italian arm of 
an internationally known law firm.

The members of the Audit Committee agreed 
that the advice provided by the law firm was 
particularly robust in advising that Severstal had 
a good case and accordingly we concurred with 
management’s decision.

Non-GAAP measures: they aid understanding of 
Severstal’s financial performance 

Severstal uses the following non-GAAP measures:
•	EBITDA;
•	EBITDA	margin;
•	Free	Cash	Flow;
•	Net	debt;	and
•	Net	debt/EBITDA.
We discussed the use of non-GAAP measures and 
reviewed their consistency with prior years. 

We are satisfied that the non-GAAP measures, 
which are widely used in our industry, can 
provide better insight into Severstal’s financial 
performance. We reviewed the non-GAAP 
measures and were satisfied that they did not 
detract from the GAAP measures.

Annual Report: taken as a whole the Annual Report 
needs to be fair, balanced and understandable so 
that it is relevant to readers.

We held preparatory meetings with management 
to determine the format of the Annual Report 
and reviewed the allocated responsibilities and its 
content, overall cohesion and understandability.
Management compared Severstal’s Annual 
Report with that of other companies in 
our industry and best practice more widely. In 
light of that work the Audit Committee provided 
feedback. A late draft of the Annual Report was 
reviewed by both the Audit Committee and the 
Board. We considered judgemental matters such 
as the principal risks in the Risk Management 
section, estimates and the period covered by 
the viability statement. 

We received confirmation that individuals’ 
responsibilities had been fulfilled and confirmed 
that the overall report was consistent with the 
directors’ knowledge. This allowed the Audit 
Committee and the Board to be satisfied that the 
Annual Report taken as a whole is fair, balanced 
and understandable. We were satisfied that 
the information presented in the Strategic Report 
was consistent with the performance of the 
business reported in the financial statements. We 
were satisfied that the viability statement should 
consider a three-year time horizon.

External audit tender process
In last year’s report I commented that the Audit Committee had 
commenced preparations for the audit tender that took place 
this year and had decided which firms would participate and had 
completed the first round of interviews with prospective Lead 
Audit Engagement Partners (“LAEP”). Two firms were asked to put 
forward alternative candidates as the Audit Committee decided 
that the individuals put forward did not have the right personal 
qualities.

The Audit Committee determined that the critical success factors 
would be:

•	 A firm and a LAEP with as clean a reputation as possible from a 
public and regulatory perspective in Russia.

•	 A LAEP who had the right chemistry with the Audit Committee.
•	 A firm and LAEP with a genuine commitment to “no 

surprises” and a consultation process with specialists and risk 
management which is efficient and effective.

•	 The LAEP is supported by a strong team.
•	 The team adds insight and perspective from their experience 

and what they see during the audit.
•	 An efficient, modern audit, with minimal disruption, within 

agreed deadlines.
Prior to the firms submitting their written proposals I 
held videoconferences with the Head of Audit and the Head of Risk 
and Audit Quality, or their equivalents, of each of the participating 
firms. These discussions covered:

•	 The firm’s approach to audit quality;
•	 The firm’s relationship with the current Russian regulators; 

the Ministry of Finance and the Central Bank of the Russian 
Federation;

•	 The firm’s relationships with audit regulators outside Russia;
•	 The firm’s approach to actual or perceived conflicts of interest;
•	 The results of inspections by the Russian regulators and other 

audit regulators;
•	 The potential impact of the current status of the political 

relationships between Russia, the USA and the EU on the future 
audit relationship with Severstal.

All the participants were open and candid about the challenges 
they faced and their relationships with the regulators. All 
the firms volunteered specific examples from the results of 
the various inspections and the lessons learnt and set out their 
firm’s improvement process and how audit quality was being 
continuously enhanced.

These discussions provided me with good evidence that the nature 
of the environment that the prospective LAEP was working in was 
appropriate, and that independence and audit quality was unlikely 
to be compromised nor have a detrimental effect on the audit 
relationship.

At the oral presentations, as the Audit Committee was satisfied 
that the prospective LAEP was appropriate to carry out the role, 
the firms were asked to have supporting team members present on 
two specific topics:
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•	 The approach that would be adopted to the impairment review 
of a specific mining cash generating unit;

•	 The extent to which audit automation would be used in the 
audit.

This enabled the Audit Committee, the CFO and Head of Financial 
Reporting, who were also present at the oral presentations, to 
determine the quality of the people that would be assisting the 
LAEP and also how the dynamics worked within the team. The 
Audit Committee endeavoured to ensure that the discussions were 
as “real life” as possible.

At the end of the oral presentations, the Audit Committee 
was satisfied that all the teams would carry out a satisfactory 
audit. One firm had been slightly ahead of the others prior to 
the oral presentation, however, during the presentation the 
Audit Committee became concerned about lack of teamwork 
demonstrated. The Audit Committee was also not completely 
satisfied with the performance of two other firms during the 
process. KPMG who were the incumbent firm had refreshed its 
team and its approach and was clearly the best firm particularly 
during the oral presentation.

The Audit Committee was unanimous of the view that KPMG 
should be recommended to the Board to be appointed as the 
external auditor for the three years commencing 31 December 
2019. The LAEP for first year’s audit will be Larisa Kiseleva and the 
following two years be George Pataraya.

The Board approved the Audit Committee’s recommendation 
the day after the oral presentations and accordingly the Audit 
Committee was in a position to inform the participating firms 
less than 48 hours after the oral presentations. All the firms were 
provided with comprehensive written feedback on the firm’s 
performance during the process at that time. I also had face-to-
face meetings with a number of the participants later in the year 
to expand or clarify the Audit Committee’s feedback.

External audit
The Audit Committee places great importance on the quality 
and effectiveness of the external audit. In assessing quality and 
effectiveness, the Audit Committee looks to the audit team’s 
objectivity, professional scepticism, continuing professional 
education and its relationship with management.

The Audit Committee carries out an annual evaluation of 
the independence and objectivity of the external auditor and 
the effectiveness of the audit process, taking into consideration 
relevant professional and regulatory requirements. This 
assessment is based on a specific discussion between the members 
of the Audit Committee with the input of the Executive Directors 
and other relevant senior management.

In addition to the annual evaluation, the Audit Committee 
undertakes an ongoing assessment of external audit quality and 
effectiveness in the following ways:

•	 The Audit Committee debates and agrees the key areas of 
focus for the external audit.

•	 The Audit Committee negotiates and agrees the scope of the 
audit prior to its commencement.

•	 The Audit Committee discusses the accuracy of financial 
reporting (materiality) with KPMG both for accounting errors 
that will be brought to the Audit Committee’s attention and 
amounts that would need to be adjusted so that the financial 
statements give a true and fair view.

•	 I discuss with KPMG the output of reviews carried out by 
Russian and international regulators on its work. No issues 
arose from these reviews.

•	 I meet with Larisa Kiseleva, the audit partner from KPMG who 
has been the Lead Audit Engagement Partner for the IFRS 
financial statements since the first quarter of 2015, in her 
office once a quarter, often with other members of the Audit 
Committee, and we communicate regularly by email and 
telephone between these meetings.

•	 The Committee receives at every Audit Committee meeting 
an update of KPMG’s work, its independence and its findings. 
There is a detailed discussion of KPMG’s audit findings including 
audit differences, the work undertaken to support their audit 
opinion on the financial statements and the consistency of 
the Annual Report with their work, prior to the approval of the 
financial statements and the Annual Report.

•	 Audit differences are also discussed. No uncorrected audit 
difference was qualitatively or quantitatively material to 
any line item in either the income statement or the balance 
sheet. Accordingly, the Audit Committee did not require any 
adjustment to be made to the financial statements as a result 
of the audit differences reported by KPMG.

The Board has published its policy in relation to the use of the 
external auditor for non-audit work at Severstal/Non-Audit Fee 
Policy. Generally, services are only purchased where it is sensible 
to use the external auditor from a cost-efficiency or regulatory 
perspective. Audit fees for the year ended 31 December 2018 were 
$0.8 million (2017: $1.1 million). Non-audit fees were $ Nil (2017: 
$0.1 million).

Internal Audit
The annual Internal Audit Plan is developed from a consideration 
of the principal risks facing Severstal, a cycle of audit testing and 
management requests. The Audit Committee provides its input in 
advance of approving the plan at an off-site meeting with Nikolay 
Lavrov, the Chief Audit Executive, attended by members of the 
Audit Committee. The Audit Committee meets on its own with 
Nikolay Lavrov, in addition to the off-site session, at least four 
times a year.

2018 involved an even greater involvement by internal audit in 
the drive to improve safety, with much closer working between 
the Health and Safety Committee and the Audit Committee in 
ensuring that internal audit has the capacity and opportunity to 
provide insight on safety issues.

The Audit Committee, in accordance with its review cycle, carried 
out an informal review of the effectiveness of internal audit this 
year, which involved discussion as a Committee, with input from 
some of Internal Audit’s other key customers. Good progress had 
been made on some of the issues raised in the formal review carried 
out in 2017, especially with regard to management having a better 
understanding of the internal audit process and communicating 
the distinction between the roles and responsibilities of the Security 
Department and that of internal audit.

During the year internal audit has been working on a process 
for formalising its view of the effectiveness of Severstal’s system 
of internal control and is looking to be in a position to implement 
this during 2019.

Management continues to demonstrate willingness 
to implement the internal audit’s recommendations and there 
has been a reduction again this year in the number of agreed 
recommendations which have not yet been implemented.

https://www.severstal.com/files/17037/document23756.pdf
https://www.severstal.com/files/17037/document23756.pdf
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I attended and addressed the annual Internal Audit Conference in 
St. Petersburg in May and was impressed with the morale of the 
team and its enthusiasm for self-improvement.

Control environment
The Audit Committee has continued to support the management’s 
efforts to improve the control environment during the year.

During the year, at each meeting, the Audit Committee has 
received a presentation from a business leader or function, setting 
out their views of the specific risks facing their business or function 
and articulating how these risks are being managed and the key 
controls and key performance indicators they have in place. This 
has proved to be effective in raising the awareness of the control 
environment and the responsibility and accountability of business 
managers for internal control.

In November, I presented at a conference for current and future 
Chief Financial Officers of Severstal on their responsibilities for 
ensuring a good control environment.

In addition to the work carried out by internal audit, the Audit 
Committee receives reports from the Head of Security who briefs 
the Audit Committee on the Security Department’s efforts through 
psychophysiological screening and other methods to ensure that 
the risk culture within the organisation is the best it can be. The 
continuing reducing trends in inventory theft, drug and alcohol 
abuse, disclosure of trade secrets and the number of criminal 
corruption cases continue to be encouraging.

Severstal screens all prospective employees for their attitude to 
corruption and risk and also screens existing employees on at 
least a triennial basis. The screening involves a psychological 
assessment. I undertook the assessment myself in October, 
which culminated in a polygraph test, and was impressed by the 
thoroughness of the discussion and analysis. In 2019 the Head of 
Security is exploring different methods of achieving similar results, 
which undoubtedly have assisted in ensuring that Severstal can 
continue to have a better culture than many similar employers.

The Head of Security also briefs the Audit Committee on issues of 
physical and cyber security, his plans and actions to minimise the 
risk in these areas and his cooperation with Internal Audit.

Whistleblowing and ethics
The Audit Committee had carried out a comprehensive review of 
Severstal’s whistleblowing procedures and other communication 
channels in 2017. No issues of concern were raised during 
2018 and the revised system appears to be working effectively.

Audit Committee effectiveness
The Audit Committee carried out a review of its terms of reference 
during the year and is now confident that its terms of reference 
better reflect the work it is carrying out. The next externally 
facilitated review of the effectiveness of the Audit Committee will 
be carried out in 2019.

Looking ahead
In 2019, in addition to its regular work, the Audit Committee will 
be focusing on:

•	 Working with internal audit in providing more formal assurance 
to the Board on the effectiveness of the control environment;

•	 Overseeing continuing improvements in Severstal’s reporting, 
particularly non-financial information, to provide greater clarity 
and transparency for stakeholders and ensure they receive 
the information they require in the most effective manner.

The Remuneration and Nomination Committee
The Remuneration and Nomination Committee is consists 
of three Independent Non-Executive Directors:

1. Sakari Tamminen (Chairman);

2. Philip Dayer;

3. Alun Bowen.

Role
The Remuneration and Nomination Committee’s role is to 
assist the Company in engaging qualified talent, creating 
the incentives necessary to ensure they are successful within 
the Company, ensuring there is an appropriate talent pool and 
overseeing succession planning within Severstal. It also reviews 
the remuneration and compensation of the Company’s senior 
managers and Board members.

Report by Sakari Tamminen, Chairman of the Remuneration 
and Nomination Committee
In 2018 the Remuneration and Nomination Committee focused 
on three principal areas:

•	 Corporate culture and employee engagement;
•	 Succession planning and Severstal’s talent pool;
•	 Executive remuneration structure and the long-term incentive 

plan (LTIP).
A winning corporate culture and talent retention
Core to Severstal’s long-term success is the development 
of its unique corporate culture of innovation and 
continuous improvement. We believe that we are ahead of our 
peers in this area, and this gives us the unique advantage of being 
able to introduce value adding changes into our business faster 
and more efficiently.

The cornerstone of our corporate culture is Severstal’s Business 
System, which was first introduced in 2010 and represents the 
systematic development of a series of initiatives to optimise 
production and standardise internal processes, in order to achieve 
maximum labour, equipment and energy efficiencies, improve 
customer service and ensure employee safety. Severstal’s system is 
unrivalled in our industry for the extent of its integration into 
our day-to-day business and its contribution to sustaining strong 
EBITDA.

The Business System also includes a set of projects focused on 
fostering Severstal’s corporate culture. Its aim is to maintain 
Severstal’s position as a global efficiency leader in the 
steel industry.

The Business System comprises four main lines of development:

•	 Safety;
•	 Customer care;
•	 People engagement;
•	 Continuous improvement of operational performance.
Safety is the Company’s foremost priority and we take great 
efforts to ensure that we recruit and retain those employees with 
an appropriate attitude to safety and respect for our strict safety 
practices.

We do not tolerate bullying behaviour or corruption at any level 
of the business. Severstal has an Anti-Corruption Policy focused 
on ensuring our compliance with both Russian and international 
anti-corruption laws. This policy sets standardised anti-corruption 
requirements for all Severstal businesses and regulates activities 
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associated with high corruption risks, such as cooperation with 
partners, acquisition of corporate securities, establishment of 
joint ventures, mergers and acquisitions, conflict of interest 
evaluation procedures, sponsorships and charities, gifts and 
entertainment, and so on under this programme, we developed 
and adopted the Severstal Employee Code of Conduct and 
Severstal Code of Business Partnership propagating our 
anticorruption requirements into our supply chain. There is also an 
Ethics Committee in place and a phone/SMS hotline for our staff 
to anonymously report any wrongdoing.

Continuous demonstration of corporate values reaches far beyond 
the responsibility of just the HR function; it is a fundamental 
requirement for any manager of employees across the 
organisation. In addition to the Business System we have internal 
policies in place to prevent any violation of our corporate values.

The recruitment of high-potential students and graduates is one of 
the priorities of Severstal’s HR policy. We work hard to meet our long-
term requirement for young professionals, to improve the quality of 
training for current and future employees and to make the metals 
and mining industry more attractive for job seekers. Our aim is to 
make the steelmaking industry and the science behind it exciting for 
younger generations and outside of day-to-day business we bring 
this to life through cultural events and our highly interactive steel 
museum in Cherepovets, which is open to the general public.

An ambition to become a global leader in value creation also 
helps to attract and retain career-oriented professionals seeking 
challenges and interesting tasks. We intend to achieve this 
leadership through sustained improvements in operational 
facilities and lean production, and through using the best 
technologies available internationally. We have a set of ongoing 
schemes for employee development and training, from induction 
programmes through to senior professional development. This 
helps us to create a culture where employees share similar values 
and work towards achieving similar goals.

Employee engagement
The Committee reviews on an annual basis the results of the 
“Pulse of Severstal” employee engagement survey, which has 
been undertaken since 2013. The percentage of employees 
participating in the survey in 2018 was a record high at 76% 
engagement.

The engagement percentage, using the AON Hewitt 
engagement model, was 78% (2017: 75%) a three percentage 
point improvement.

It was pleasing to note the significant improvement in those 
of Severstal’s operations which have faced challenges recently, 
such as Vorkutaugol. The lowest score was at the Yakovlevskiy 
mine, which has only recently been introduced introduced to the 
Severstal Business System. We expect that by the time of the 2019 
“Pulse of Severstal” there will be a significant improvement at 
Yakovlevskiy.

Focus groups and round table discussions take place after every 
survey to develop action plans for further improvement. The focus 
for 2019 will include efforts to improve the engagement of: those 
employees who are serving “internal” customers; supervisors; and 
employees who are carrying out low level tasks below their level of 
professionalism.

Succession planning and Severstal’s talent pool
Part of our effort to create a motivating corporate culture is a 
focus on growing our talent pool and establishing remuneration 

policies which motivate management for long-term performance 
and are clearly aligned with the business’ KPIs and objectives, as 
well as the interests of Severstal’s shareholders. This also includes 
annual 360-degree feedback, half-year assessment of top 
managers by the CEO and the Board of Directors, semi-annual 
Staff Committee reviews and the development of a succession 
pool.

As a result, all appointments to the Company’s Board of Directors 
have been made from Severstal’s internal talent pool of top 
managers. We have seen a very low outflow of executive talent, far 
below the average industry level.

In 2018 members of the Remuneration and Nomination 
Committee have been actively involved in the process of 
succession planning. At each meeting, the Committee discusses 
and reviews Severstal’s existing and emerging talent pool for 
senior positions, as well as the Company’s plans for developing 
the individuals and the potential succession plans for each senior 
position.

As a result of the Committee’s active involvement in Severstal’s 
Second Opinion programme, where talanted employees 
are interviewed by a person not known to them and independent 
of the executive management, the Committee has a strong 
collective knowledge of the capabilities of its senior talent pool.

Executive remuneration structure
The executive remuneration structure seeks to strike the right 
balance between engaging and retaining highly qualified 
managers and the interests of Severstal’s shareholders. Though 
the established remuneration policy has long-term variable pillars 
like LTIP and KPIs, the fixed salary element undergoes annual 
revision involving benchmarking using external data to ensure that 
the Company’s management compensation is fair and is in line 
with market trends. We seek to reward our executives in the range 
between the 50th and 75th percentile of the market average, 
as defined by external benchmarks. We regularly review these 
external benchmarks, which are currently provided by members of 
the Big 4 accounting firms, to ensure that they are relevant and 
appropriate to our business.

Annual Remuneration consists of the following two parts: a fixed 
salary mentioned above, and a variable part known as a bonus.

The bonus’ percentage of an individual’s annual salary varies 
for various executive levels. However, in general the bonus consists 
of two parts – an individual element and a corporate one:

•	 The first 50% is based on performance against individual 
targets. The individual targets for executive Board members are 
set by the Company CEO; targets for the CEO are determined 
by the Remuneration and Nomination Committee and 
recommended to the Board;

•	 The other 50% of the bonus is performance compared with 
the Company’s financial and operational KPIs set by the CEO 
at the start of the year and approved by the Remuneration 
and Nomination Committee. The set of KPIs includes financial 
targets such as operating cash flow, EBITDA and Total 
Shareholder Return. Consideration is also given to Severstal’s 
safety performance.

Board of Directors’ remuneration and compensation policy
By the decision of the General Meeting of Shareholders (GMS), 
Board members may be paid a remuneration during the execution 
of their duties, and be reimbursed for expenses incurred in 
connection with their functions as Board members. The amount 



Corporate GovernanCe

52
Severstal

Annual Report 2018

of such remuneration or compensation is subject to approval by 
the GMS only. Should any Board member decide to resign before 
their term of his/her office expires, such a Board member is paid 
pro rata in proportion to the term of office that expired prior to 
resignation.

If incurred, Severstal reimburses its Board members’ expenses in 
connection with the performance of their duties as Board 
members, including transport, accommodation and mailing costs, 
as well as costs relating to the translation of company documents 
or materials that they are provided with.

Long-term incentive programme (LTIP)
To support the long-term retention of top management and 
alignment of their interests with those of the shareholders, 
Severstal has a LTIP programme in place.

The LTIP covers a period of three years and is based on a 
“phantom” stock plan. This type of stock plan pays a cash award 
to an employee that equals a set number of Severstal shares 
multiplied by the current share price. Phantom stock plans 
contain vesting schedules that are based on tenure. The vesting 
period for the whole LTIP starts only after the end of the third year 
of the executive’s participation in the programme. The number 
of phantom shares attributed to an executive is determined 
by a proportion of the executive’s salary in the first year of the 
programme.

The Committee reviews on an annual basis the awards made 
under the LTIP programme and the individuals who are eligible to 
receive awards.

Compensation of Senior Managers, Executive Officers and Directors
Key management’s remuneration for the year ended 31 December 
2018, consisting of salaries and bonuses, totaled US$11 million 
(2017: US$11 million). Additionally, in 2018, a provision for key 
management’s long-term cash-settled share-based incentive 
programmes of US$4 million was accrued (2017: US$1 million). 
This provision is subject to further adjustments, dependent on a 
range of the Group’s financial and non-financial indicators.

Loans are not made by Severstal to Senior Managers, Executive 
Officers and Directors.

Looking ahead
In 2019, The Committee has commenced a comprehensive 
review of the long-term incentives for senior management. I look 
forward to reporting on the revised arrangements in next year’s 
Annual Report.

Health, Safety and Environmental Committee
The Health, Safety and Environmental Committee currently 
consists of:

1. Philip Dayer (Chairman),

2. Alexey Mordashov,

3. Alexander Shevelev,

4. Alexander Auzan,

5. Agnes Ritter.

Role
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.

Report by Philip Dayer Chair of the Health, Safety, 
and Environmental Committee
The Health and Safety Committee has had an active year as it 
oversees management’s efforts to improve Severstal’s safety and 
environmental performance.

Focus on Health and Safety
Health and safety is a major priority for Severstal. Our goal by 
2025 is to eliminate fatal accidents completely and reduce LTIFR 
by 50 percent compared with 2017. To achieve this, the Company 
has a programme of continuous improvement in safety in all 
aspects of its activities, strives to follow best practices in the field 
and ultimately aims to be the best Russian metals and mining 
company for health and safety performance.

In April I visited Karelsky Okatysh’s operations with members of 
the Health and Safety Committee. It was useful to get first-hand 
experience of the iron ore operations and we spoke extensively 
with members of the leadership team and some of the employees. 
It was clear, in particular as a result of an unfortunate road traffic 
accident involving Severstal’s employees travelling to the operation 
earlier in the year, that the awareness of all aspects of safety had 
been heightened. We were impressed with the steps that were 
being taken to improve all aspects of safety performance and the 
engagement of the employees at every level.

In July, I and members of the Health and Safety Committee, 
carried out our annual visit to Russian Steel in Cherepovets. It is 
clear significant investment continues to take place in improving 
the working environment and the further capital expenditure 
planned for 2019 will also help in modernising the plant and hence 
making it a safer workplace.

Safety results
For the year ended 31 December 2018, the Company showed a 
slight improvement in its LTIFR result compared with 2017. To 
a significant extent, little progress was due to the acquisition of 
the Yakovlevskiy mine at the end of 2017, which is making good 
progress, but has yet to achieve the standard set by Severstal’s 
other businesses. Management is working hard to introduce 
Severstal’s safety regime to Yakovlevskiy to ensure the mine and 
the Group as a whole continues to improve its safety record.

Severstal businesses use a standardised approach to injury and 
micro injury analysis and to the handling of violations, as well 
as a standardised set of tools to identify hazards and involve 
employees in safety management. Accident Prevention System 
(APS) audits are used to evaluate occupational health and safety 
systems across our businesses.

APS audits have become a powerful, motivating tool for 
management. This tool gives an opportunity to conduct a 
comprehensive evaluation of the safety system, identify 
areas for improvement and provide recommendations. The 
assessment covers five areas: leadership; risk assessment 
and visualisation; training and instruction; industry controls; and 
managing violations) and uses a five-point scale reflecting five 
levels of system development.

Safety culture — employees
The attitude of the leadership and the workforce to safety is 
fundamental if Severstal is to achieve its objectives and, as 
outlined earlier in this report, safety is a critical component of the 
Severstal Business System, which is a long-term programme for 
transforming the Company’s culture and increasing its efficiency.

The Committee endeavours to get as much assurance as 
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possible that the safety culture within Severstal is improving, 
assurance is provided from two sources: Severstal Pulse; and 
a review commissioned by the Committee, carried out by 
Severstal’s internal audit function.

The results of the company-wide Severstal Pulse survey indicate 
that a growing number of employees understand and share 
Severstal’s safety policy. In 2018, 86% of employees noted that 
their immediate supervisor explained how to do the job safely (a 
two percentage point improvement compared with 2017).

The survey carried out by the internal audit function for the 
second year was generally consistent with that of the Severstal 
Pulse survey and it revealed that the workforce’s expectations 
are rising at a fast rate. There was a finding that staff are 
aware that to carry out certain routine tasks they are unable 
to do so without violating some of Severstal’s safety rules. The 
outcome of this detailed survey has resulted in a number of 
specific improvement actions.

Work is progressing with employees by:

•	 establishing common principles for dealing with violators;
•	 the active support of safety committees in conjunction with 

labour unions;
•	 identifying employees who are prone to risk, through providing 

further psychological assistance and working with them.
Safety culture — contractors
Ensuring that contractors have similar standards to Severstal and 
are keen on continuous improvement remains a challenge. During 
the year a certification regime was introduced. The aim of the 
certification scheme is that those contractors whose approach to 
safety meets Severstal’s standards are certified and all Severstal’s 
safety tools, training and communication materials are made 
available to the contractor. A certified sub-contractor will have a 
number of benefits: enhanced payment terms; exemption from 
the uniform penalty system for safety violations, which applies 
to all contractors, as they are “trusted”; and continuing access to 
Severstal’s safety training programmes. This has already proved 
to be a successful scheme and more and more contractors are 
endeavouring to become certified.

Environmental focus
The Health, Safety and Environmental Committee has spent 
a significant amount of the year on Severstal’s environmental 
performance. As you will have read earlier in this report, Severstal 
has established longer-term goals for aspects of its environmental 
performance and has also become a signatory to the United 
Nations Global Compact and has been included in the London 
Stock Exchange’s FTSE4Good Index.

Severstal has enhanced its reporting of a number of 
environmental indicators and the Committee has endeavoured to 
obtain assurance that the systems established provide reliable and 
consistent information. In the first instance, this has involved a 
joint team from the internal audit function and financial reporting. 
This work will continue in 2019 as a more systematic approach is 
developed.

Looking forward
Severstal has a significant capital expenditure programme in 
2019, which, as well as bringing financial benefits, will bring safety 
and environmental benefits. The Committee will be focused on 
ensuring that these benefits are achieved and are sustainable into 
the future.

The Committee, in conjunction with the Board, will oversee 
management’s plans in relation to greenhouse gas emissions.

The Committee will also be involved in Severstal’s plans 
for increasing the effectiveness of its engagement in Cherepovets 
and its mining communities.
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PAO Severstal and subsidiaries 
 

Consolidated income statements 
 Years ended 31 December 2018, 2017 and 2016 

(Amounts expressed in millions of US dollars, except as otherwise stated) 

6 
 

Note 2018 2017 2016
Revenue
Revenue - third parties 8,436 7,726 5,812
Revenue - related parties 12 144 122 104

4 8,580 7,848 5,916
Cost of sales (4,918) (4,735) (3,573)
Gross profit 3,662 3,113 2,343
General and administrative expenses (306) (286) (279)
Distribution expenses (578) (598) (462)
Other taxes and contributions (69) (71) (54)
Share of associates' and joint ventures' gain 14 10 14
Loss on disposal of property, plant and equipment and 
intangible assets

(23) (3) (52)

Net other operating income/(expenses)  7 (3) 7
Profit from operations 2,707 2,162 1,517
Reversal of impairment/(impairment) of non-current assets 9 68 (3) (135)
Gain from a bargain purchase 29 - 135 -
Net other non-operating (expenses)/income 10 (50) (421) 12
Profit before financing and taxation 2,725 1,873 1,394
Finance income 6 14 49 63
Finance costs 6 (113) (158) (157)
Gain/(loss) on remeasurement and disposal of financial 
instruments

7 58 (45) (66)

Foreign exchange (loss)/gain 8 (165) 45 483
Profit before income tax 2,519 1,764 1,717
Income tax expense 11 (468) (409) (97)
Profit for the period 2,051 1,355 1,620

Attributable to:
shareholders of PAO Severstal 2,051 1,356 1,621
non-controlling interests - (1) (1)
Basic weighted average number of shares outstanding 
during the period (millions of shares) 

27 817.1 811.7 810.6

Basic earnings per share (US dollars) 2.51 1.67 2.00
Diluted weighted average number of shares outstanding 
during the period (millions of shares) 

27 847.7                842.1                810.6                

Diluted earnings per share (US dollars) 2.47 1.64 2.00

Year ended 31 December

 
 
These consolidated financial statements were approved by the Board of Directors on 4 February 2019. 
 
The accompanying notes form an integral part of these consolidated financial statements.  
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 Years ended 31 December 2018, 2017 and 2016 

(Amounts expressed in millions of US dollars, except as otherwise stated) 
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Note 2018 2017 2016
Profit for the period 2,051                1,355                1,620                
Other comprehensive (loss)/income:
Items that will not be reclassified to profit or loss
Actuarial gains/(losses) 25 6                        (8)                      (7)                      
Translation to presentation currency (663)                  191                   108                   
Total items that will not be reclassified to profit or loss (657)                  183                   101                   
Items that may be reclassified subsequently to profit or loss
Translation to presentation currency - foreign operations (3)                      9                        14                     
Changes in fair value of financial assets measured through other 
comprehensive income

-                         3                        -                         

Total items that may be reclassified subsequently to profit or loss (3)                      12                     14                     
Items that were reclassified to profit or loss
Changes in fair value of financial assets measured through other 
comprehensive income

(4)                      -                         -                         

Accumulated translation reserves - foreign operations 10, 29 -                         368                   (49)                    
Total items that were reclassified to profit or loss (4)                      368                   (49)                    
Other comprehensive (loss)/income for the period (664)                  563                   66                     
Total comprehensive income for the period 1,387                1,918                1,686                

Attributable to:
shareholders of PAO Severstal 1,387                1,918                1,686                
non-controlling interests -                         -                         -                         

Year ended 31 December

 
 
The accompanying notes form an integral part of these consolidated financial statements.  
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Note
31 December 

2018
31 December 

2017
31 December 

2016
Assets
Current assets:
Cash and cash equivalents 14 228 1,031 1,154
Short-term financial investments 15 7 12 19
Trade accounts receivable 16 554 598 485
Accounts receivable from related parties 13 20 16 22
Inventories 17 1,087 1,058 867
VAT recoverable 66 124 78
Income tax recoverable 5 7 14
Other current assets 18 105 106 87
Assets held for sale 28 - - 82
Total current assets 2,072 2,952 2,808
Non-current assets:
Long-term financial investments 19 8 217 231
Investments in associates and joint ventures 20 76 65 55
Property, plant and equipment 21 3,469 3,701 3,135
Intangible assets 22 212 241 221
Deferred tax assets 11 27 24 27
Other non-current assets 10 9 6
Total non-current assets 3,802 4,257 3,675
Total assets 5,874 7,209 6,483
Liabilities and shareholders' equity
Current liabilities:
Trade accounts payable 545 549 491
Accounts payable to related parties 13 21 18 15
Short-term debt finance 23 110 586 673
Income taxes payable 11 40 21
Other taxes and social security payable 107 113 95
Dividends payable 6 6 6
Other current liabilities 24 323 358 457
Liabilities related to assets held for sale 28 - - 38
Total current liabilities 1,123 1,670 1,796
Non-current liabilities:
Long-term debt finance 23 1,345 1,507 1,340
Deferred tax liabilities 11 295 311 115
Retirement benefit liabilities 25 56 78 67
Other non-current liabilities 26 176 245 124
Total non-current liabilities 1,872 2,141 1,646
Equity:
Share capital 27 2,753 2,753 2,753
Treasury shares (133) (206) (236)
Additional capital 308 308 296
Translation reserve (2,345) (1,679) (2,246)
Retained earnings 2,274 2,195 2,450
Other reserves 8 12 9
Total equity attributable to shareholders of PAO Severstal 2,865 3,383 3,026
Non-controlling interests 14 15 15
Total equity 2,879 3,398 3,041
Total equity and liabilities 5,874 7,209 6,483

 
 
The accompanying notes form an integral part of these consolidated financial statements. 
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2018 2017 2016
Operating activities:
Profit before financing and taxation 2,725 1,873 1,394
Adjustments to reconcile profit to cash generated from operations:
Depreciation and amortisation 405 404 343
(Reversal of impairment)/impairment of non-current assets (Note 9) (68) 3 135
Movements in provision for inventories, receivables and other provisions (13) (5) 16
Gain from a bargain purchase (Note 29) - (135) -
Loss on disposal of property, plant and equipment and intangible assets 23 3 52
Loss/(gain) on disposal of subsidiaries (Note 29) - 72 (52)
Accumulated translation reserves - foreign operations - 307 -
Share of associates' and joint ventures' results less dividends from associates 
and joint ventures

(14) (5) (10)

Changes in operating assets and liabilities:
Trade accounts receivable (23) (93) (27)
Accounts receivable from related parties (9) 5 (2)
VAT recoverable 35 (42) (8)
Inventories (211) (119) (123)
Trade accounts payable 40 46 32
Accounts payable to related parties (5) 1 1
Other taxes and social security payable 15 13 25
Other non-current liabilities (8) (8) (19)
Assets held for sale - 2 -
Net other changes in operating assets and liabilities (70) (53) (13)
Cash generated from operations 2,822 2,269 1,744
Interest paid (104)                    (138)                    (152)                    
Income tax paid (464)                    (217)                    (115)                    
Net cash from operating activities 2,254 1,914 1,477
Investing activities:
Additions to property, plant and equipment (653)                    (560)                    (494)                    
Additions to intangible assets (35)                      (31)                      (31)                      
Business combination, additions to financial investments * (23)                      (137)                    (227)                    
Net cash inflow from disposal of subsidiaries (Note 29) -                           42                       3                          
Proceeds from disposal of property, plant and equipment 15                       15                       7                          
Proceeds from disposal of financial investments 210                     36                       18                       
Interest received 16                       54                       61                       
Dividends received 4                          1                          -                           
Net cash used in investing activities (466) (580) (663)
Financing activities:
Proceeds from debt finance -                           1,306                  656                     
Acquisition of non-controlling interests (2)                        -                           -                           
Repayments of debt finance ** (584)                    (1,191)                 (1,070)                 
Net (repayments of)/proceeds from other financing activities -                           (72)                      6                          
Dividends paid (1,971)                 (1,530)                 (921)                    
Net cash used in financing activities (2,557) (1,487) (1,329)
Effect of exchange rates on cash and cash equivalents (34)                      30                       23                       
Net decrease in cash and cash equivalents (803) (123) (492)
Less cash and cash equivalents of assets held for sale at end of the period -                           -                           (1)                        
Cash and cash equivalents at beginning of the period 1,031 1,154 1,647
Cash and cash equivalents at end of the period 228 1,031 1,154

 

Year ended 31 December

* For the year ended 31 December 2017 this amount included purchase of rights to claim debt obligations for a total consideration of 
6 billion roubles (US$ 101 million at the transaction date exchange rate) which were acquired in July 2017 (Note 29).

** These amounts include exercise of bonds' conversion rights of US$ 28 million for the year ended 31 December 2018, repurchase and 
redemption of bonds of US$ nil for the year ended 31 December 2017, repurchase and redemption of bonds of US$ 372 million for the year 
ended 31 December 2016.  
 
The accompanying notes form an integral part of these consolidated financial statements.
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Notes to the consolidated financial statements  
for the years ended 31 December 2018, 2017 and 2016 

(Amounts expressed in millions of US dollars, except as otherwise stated) 

11 
 

1. Operations 
 
These consolidated financial statements of PAO Severstal and subsidiaries comprise the parent company, PAO Severstal 
(‘Severstal’ or ‘the Parent Company’) and its subsidiaries (collectively ‘the Group’) as listed in Note 29. 
 
Severstal began operations on 24 August 1955 and completed the development of an integrated iron and steel mill in 
Cherepovets during February 1959 when the first steel was rolled. On 24 September 1993, as a part of the Russian 
privatisation programme, Severstal was registered as an Open Joint Stock Company (‘OAO’) and privatised. Through 
participating in Severstal’s privatisation auctions and other purchases, Alexey Mordashov (the ‘Majority Shareholder’) 
purchased shares in Severstal such that as at 31 December 2018 he controlled indirectly 77.03% (31 December 2017: 
77.03%, 31 December 2016: 79.18%) of Severstal’s share capital. In November 2014, Severstal changed its legal form 
from OAO to PAO (Public Joint Stock Company) following the requirements of the amended Russian Civil Code. 
 
Severstal’s global depositary receipts (GDRs) have been quoted on the London Stock Exchange since November 2006. 
Severstal’s shares are quoted on the Moscow Exchange (‘MICEX’). Severstal’s registered office is located at Ul. Mira 30, 
Cherepovets, Russia. 
 
The Group comprises the following segments: 
 

 Severstal Resources – this segment comprises three iron ore complexes, Karelsky Okatysh and Olcon in northwest 
Russia, LLC Metal-group in western Russia and a coal mining complex, Vorkutaugol in northwest Russia. 
 

 Severstal Russian Steel – this segment consists primarily of the Group’s steel production and high-grade 
automotive galvanizing facilities in Cherepovets; rolling mill 5000 and large-diameter pipe mill in Kolpino, all in 
northwest Russia; metalware plant located in Russia; a ferrous scrap metal recycling business operating in 
northwest and central Russia, as well as various supporting functions for trading, maintenance and 
transportation, located in Europe. The segment also included Redaelli Tecna S.p.A. and PJSC Dneprometiz, a 
metalware plants, which were located in Italy and Ukraine, and were disposed in April and October 2017, 
respectively (Note 29). 

 
A segmental analysis of the Group’s revenue, a reconciliation of profit from operations to EBITDA and total assets and 
liabilities are presented in Note 30. 
 
Economic environment 
 
The major part of the Group is based in the Russian Federation and is consequently exposed to the economic and political 
effects of the policies adopted by the Russian government. These conditions and future policy changes could affect the 
operations of the Group and the realisation and settlement of its assets and liabilities. 
  
The conflict in Ukraine in 2014 and related events has increased the perceived risks of doing business in the Russian 
Federation. The imposition of economic sanctions on Russian individuals and legal entities by the European Union, the 
United States of America, Japan, Canada, Australia and others, as well as retaliatory sanctions imposed by the Russian 
government, has resulted in increased economic uncertainty including more volatile equity markets, a reduction in both 
local and foreign direct investment inflows and a significant tightening in the availability of credit. This development in 
the environment did not have a significant effect on the Group’s operations, however, the longer-term effect of 
implemented sanctions, as well as the threat of additional future sanctions, is difficult to determine. 
 
International sales of rolled steel from the Group’s Russian operations have been the subject of several anti-dumping and 
safeguard investigations. The Group has taken steps to address the concerns of such investigations and participates 
actively in their resolution.  
  
A brief description of protective measures effective in Severstal’s key export markets is given below:  
  

 Due to termination of the Agreement suspending the anti-dumping investigation on certain hot-rolled flat-rolled 
carbon-quality steel products from the Russian Federation by the US Department of Commerce in December 
2014, exports of hot-rolled coils and thin sheets from Russia to the USA are currently subject to antidumping 
duties. These duties were calculated in 1999 and based on non-market economy methodology. Severstal 
requested an administrative review of the recalculation of duty rate in December 2015. The US Department of 
Commerce published its final decision for the administrative review of hot-rolled steel from Russia and found 
that Severstal failed to cooperate with the review and assigned it a final antidumping rate of 184.56 percent in 
June 2017. The Group filed an appeal to the US Court of International Trade for the final results. The litigation 
is in process. The court decision is expected at the beginning of 2019. 

 Exports of hot-rolled plates from Russia to the USA are subject to minimum prices established based on the 
producer’s actual cost and profit in the domestic market. Severstal is the first and currently only Russian 
company, for which, since September 2005, the hot-rolled plates market is open. 
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 In 2016 the United States International Trade Commission completed the anti-dumping and countervailing 
investigations against Russian cold-rolled products with no anti-dumping or countervailing measures imposed 
as a result. US steel producers have appealed this decision in the US Court of International Trade and the Group 
has, in order to protect its legitimate interests, joined these appellate proceedings during 2017. The decision is 
expected at the beginning of 2019.  

 In 2016 the European Commission introduced five-year anti-dumping duties against Russian cold-rolled steel 
products ranging from 18.7% to 36.1%, with a 34.0% duty imposed on the Group’s products. The Group believes 
that the relevant anti-dumping investigations were conducted by the EU authorities with violations. The Group 
appealed this regulatory decision to impose such duties in the relevant legal institutions and settlement bodies 
of the EU and the WTO. The court decision is expected in 2019 - 2020. 

 In October 2017, the European Commission imposed anti-dumping measures against hot-rolled steel products 
from a number of countries, including Russia. The measures are fixed duties from 17.6 to 96.5 euro per tonne, 
with a 17.6 euro per tonne duty imposed on the Group’s products. 

 In 2018, the U.S. President signed an order imposing new import duties on steel with a 25 percent rate. The 
duties came into effect on 23 March 2018. A few countries, like Argentina, Australia and Brazil have arranged 
other limitations on imports in lieu of the tariffs. 

 The European Commission launched a safeguard investigation on 26 March 2018 against a wide range of metal 
products. The tariff quotas are currently in force as provisional safeguard measures. Severstal is participating in 
the challenge proceedings. 

 There is also another ongoing anti-dumping investigation in the European Union. The EU Commission has been 
investigating hollow sections imports from the Russian Federation and other countries since 
28 September 2018. 

 Turkey launched a safeguard investigation on 27 April 2018 against a wide range of metal products. Tariff 
quotas are currently in force as provisional safeguard measures. Severstal is participating in the proceedings 
challenging the tariff quotas. 

 Canada started a safeguard investigation on 11 October 2018 with several products. The Group has not 
exported products to the Canadian market in recent years, but is participating in the challenge proceedings. 

 
2. Basis for preparation of the consolidated financial statements 
 
Statement of compliance 
 
These consolidated financial statements are prepared in accordance with International Financial Reporting Standards 
(‘IFRS’) as issued by the International Accounting Standards Board. 
 
The Group additionally prepared IFRS consolidated financial statements presented in Russian roubles and in the Russian 
language in accordance with the Federal Law No. 208 – FZ ‘On consolidated financial reporting’. 
 
Basis of measurement 
 
The consolidated financial statements are prepared on the historic cost basis except for financial assets and liabilities at 
fair value through profit and loss, financial assets at fair value through other comprehensive income and assets held for 
sale at fair value less costs to sell. 
 
The Group’s statutory financial records are maintained in accordance with the legislative requirements of the countries 
in which the individual entities are located, which differ in certain respects from IFRS. The accounting policies applied in 
the preparation of these consolidated financial statements are set out in Note 3. 
 
Critical accounting judgments, estimates and assumptions  
 
Preparation of the consolidated financial statements in accordance with IFRS requires the Group’s management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities and recognition/disclosure of 
contingent assets and liabilities at the date of the financial statements, and the reported amounts of revenues and 
expenses during the reporting period. The determination of estimates requires judgments which are based on historical 
experience, current and expected economic conditions, and other available information. Actual results could differ from 
those estimates. 
 
Areas of judgement that have the most significant effect on the amounts recognised/disclosed in the consolidated 
financial statements are: 
 
Useful lives of property, plant and equipment 
 
The Group assesses the remaining useful lives of items of property, plant and equipment at least at each financial year-
end and, if expectations differ from previous estimates, the changes are accounted for as a change in an accounting 
estimate in accordance with IAS 8 ‘Accounting Policies, Changes in Accounting Estimates and Errors’. These estimates 
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may have a material impact on the amount of the carrying values of property, plant and equipment and on depreciation 
expense for the period. 
 
Impairment of assets  
 
The Group reviews the carrying amount of its tangible and intangible assets to determine whether there is any indication 
that those assets are impaired. In making the assessments for impairment, assets that do not generate independent cash 
flows are allocated to an appropriate cash-generating unit. Subsequent changes to the cash-generating unit allocation 
or to the timing of cash flows could impact the carrying value of the respective assets. 
 
Taxation 
 
The taxation system and regulatory environment of the Russian Federation are characterised by numerous taxes and 
frequently changing legislation, which is often unclear, contradictory and subject to varying interpretations by the various 
regulatory authorities and jurisdictions, who can impose significant fines and penalties. Management has to apply 
considerable judgement in determining the appropriate amounts of taxes payable. 
 
Allowance for doubtful debts 
 
The Group makes allowance for doubtful receivables to account for estimated losses resulting from the inability of 
customers to make required payments. The Group uses an allowance matrix to measure expected credit loss of trade 
receivables. Loss rates are based on actual credit loss experience over the past three years. When evaluating the adequacy 
of an allowance for doubtful debts, management bases its estimates on the current overall economic conditions, the 
ageing of accounts receivable balances, historical write-off experience, customer creditworthiness and changes in 
payment terms. Changes in the economy, industry or specific customer conditions may require adjustments to the 
allowance for doubtful accounts recorded in the consolidated financial statements. 
 
Allowance for obsolete and slow-moving inventories 
 
The Group makes allowance for obsolete and slow-moving raw materials and spare parts. In addition, certain finished 
goods of the Group are carried at net realisable value. Estimates of net realisable value of finished goods are based on 
the most reliable evidence available at the time the estimates are made. These estimates take into consideration 
fluctuations of price or cost directly relating to events occurring subsequent to the end of the reporting period to the 
extent that such events confirm conditions existing at the end of the period. 
 
Decommissioning liabilities 
 
The Group reviews its decommissioning liabilities, representing site restoration provisions, at each reporting date and 
adjusts it to reflect the current best estimate in accordance with IFRIC 1 ‘Changes in Existing Decommissioning, 
Restoration and Similar Liabilities’. The amount recognised as a provision is the best estimate of the expenditures required 
to settle the present obligation at the reporting date based on the requirements of the current legislation of the country 
where the respective operating assets are located. The risks and uncertainties that inevitably surround many events and 
circumstances are taken into account in reaching the best estimate of a provision. Considerable judgment is required in 
forecasting future site restoration costs. Future events that may affect the amount required to settle an obligation are 
reflected in the amount of a provision when there is sufficient objective evidence that they will occur.  
 
Retirement benefit liabilities 
 
The Group uses an actuarial valuation method for measurement of the present value of post-employment benefit 
obligations and related current service cost. This involves the use of demographic assumptions about the future 
characteristics of the current and former employees who are eligible for benefits (mortality, both during and after 
employment, rates of employee turnover, disability and early retirement, etc.) as well as financial assumptions (discount 
rate, future salary and benefit levels, etc.) 
 
Litigation 
 
The Group exercises judgment in measuring and recognising provisions and the exposure to contingent liabilities related 
to pending litigations or other outstanding claims subject to negotiated settlement, mediation, arbitration or government 
regulation, as well as other contingent liabilities. Judgment is necessary in assessing the likelihood that a pending claim 
will succeed, or liability will arise, and to quantify the possible range of the final settlement. Because of the inherent 
uncertainties in this evaluation process, actual losses may be different from the originally estimated provision. These 
estimates are subject to change as new information becomes available, primarily with the support of internal specialists 
or with the support of outside consultants. Revisions to the estimates may significantly affect future operating results.
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Deferred tax assets 
 
Deferred tax assets on deductible temporary differences and tax loss carry forwards are reviewed at each reporting date 
and recorded only to the extent that it is probable that the temporary differences will reverse in the future and there is 
sufficient future taxable profit available against which they can be utilised. The estimation of that probability includes 
judgments based on the expected performance. Various factors are considered to assess the probability of the future 
utilisation of deferred tax assets, including past operating results, operational plans, expiration of tax losses carried 
forward and tax planning strategies. If actual results differ from these estimates or if these estimates must be adjusted 
in future periods, the financial position, results of operations and cash flows may be negatively affected. In the event that 
the assessment of future utilisation of deferred tax assets must be reduced, this reduction will be recognised in the income 
statement.  
 
Consolidation  
 
For new investees or when there are changes in Group’s existing involvement with an investee the Group assess all facts 
and circumstances to determine whether it has control over the investee. There may be cases which require management 
to exercise significant judgement to determine whether it is exposed or has the rights to variable returns from its 
involvement with the investee and has the ability to affect those returns through its power over the investee. 
 
The acquisition method 
 
The acquisition method requires the Group for each business combination to identify the acquirer, date of acquisition, 
recognising and measuring the identified assets and liabilities assumed and any non-controlling interest in the acquiree, 
and goodwill or gain from a bargain purchase. Assessment of the fair value of identifiable net assets along with resulted 
goodwill or gain from a bargain purchase based on applicable valuation techniques using market inputs and other 
assumptions involves significant judgement to determine appropriate amounts to include in the consolidated financial 
statements at acquisition date. 
 
Functional currency determination 
 
The Group exercises judgement to determine the functional currency that most faithfully represents the economic effects 
of the underlying transactions, events and conditions based on the specific facts and circumstances. This is a complex 
process and different factors are considered in determining the appropriate functional currency. Management regularly 
reviews the facts and circumstances, which may indicate that the functional currency of an entity should be changed. 
 
The key sources of estimation uncertainty that have a significant risk of causing a material adjustment to the carrying 
amounts of assets and liabilities within the next financial year are: 
 

 Useful lives of property, plant and equipment; 
 Impairment of assets;  
 Taxation; 
 Litigation. 

 
Functional and presentation currency  
 
The presentation currency of these consolidated financial statements is the US dollar. 
 
The functional currency is determined separately for each of the Group’s entities. The functional currency of the major 
part of the Group’s entities is the Russian rouble, except for entities located in Latvia and Poland, other entities and 
currencies are not material to the Group. 
 
The translation into the presentation currency is made as follows: 
 

 all assets and liabilities, both monetary and non-monetary, are translated at the closing exchange rates at the 
dates of each statement of financial position presented; 

 all income and expenses in each income statement are translated at the average monthly exchange rates; and 
 all resulting exchange differences are recognised as a separate component in other comprehensive income. 

 
The following exchange rates were used in the consolidated financial statements:  
 

31 December Average 31 December Average 31 December Average
USD/RUB 69.47               62.70       57.60               58.35       60.66               67.02       
EUR/USD 1.15                 1.18         1.20                 1.13         1.05                 1.11         

2018 2017 2016
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Any conversion of amounts into US dollars should not be construed as a representation that such amounts have been, 
could be, or will be in the future, convertible into US dollars at the exchange rates used, or at any other exchange rate. 
 
Adoption of new and amended accounting standards 
 
A number of new and amended accounting standards were adopted for the year ended 31 December 2018 and have 
been applied in these consolidated financial statements, including IFRS 9 and IFRS 15. 
 
These new and amended standards did not have a significant effect on the Group's consolidated financial statements. 
 
New accounting pronouncements 
 
A number of new and amended accounting standards were not yet effective for the year ended 31 December 2018 and 
have not been applied in these consolidated financial statements. 
 
The adoption of the pronouncements is not expected to have a significant impact on the Group’s consolidated financial 
statements in future periods except for those discussed below. 
 
IFRS 16 Leases becomes effective as of 1 January 2019. 
 
The standard provides amended guidance on recognition, measurement, presentation and disclosure of leases. It includes 
a single lesseе accounting model, requiring lessees to recognise assets and liabilities for all leases. 
 
The Group will apply IFRS 16 using the modified retrospective approach without restatement of comparative information. 
 
Based on the information currently available, the Group estimates that it will recognise additional lease liabilities of up 
to US$ 48 million. 
 
3. Summary of the principal accounting policies  
 
The following significant accounting policies have been consistently applied in the preparation of these consolidated 
financial statements throughout the Group except for policies related to revenue and financial instruments accounting, 
which were modified in accordance with the new standards. 
 
a. Basis of consolidation 
 
Subsidiaries 
 
Subsidiaries are those enterprises controlled, directly or indirectly, by the Parent Company. Consolidation of an investee 
begins from the date the Group obtains control over the investee and ceases when the Group loses control over the 
investee. The non-controlling interests represent the non-controlling proportion of the net identifiable assets of the 
subsidiaries, including the non-controlling share of fair value adjustments on acquisitions. The Group presents non-
controlling interests in its consolidated statement of financial position within equity, separately from the parent’s 
shareholders’ equity. Changes in the Group’s interest in a subsidiary that do not result in losing control of the subsidiary 
are equity transactions. 
 
Intra-group balances and transactions, and any unrealised gains arising from intra-group transactions, are eliminated in 
preparing these consolidated financial statements; unrealised losses are also eliminated unless the transaction provides 
evidence of impairment of the asset transferred. 
 
Business combinations 
 
The purchase method of accounting was used to account for the acquisition of subsidiaries by the Group.  
 
The initial accounting for a business combination involves identifying and determining the fair values to be assigned to 
the acquiree’s identifiable assets, the liabilities assumed and the consideration transferred. If the initial accounting for a 
business combination is incomplete by the end of the period in which the combination is effected, the Group accounts for 
the combination using the provisional values for the items for which the accounting is incomplete. The Group recognises 
any adjustments to those provisional values as a result of completing the initial accounting within twelve months from 
the acquisition date. As a result, goodwill or gain from a bargain purchase is adjusted accordingly. 
 
Comparative information for the periods before the completion of the initial accounting for the acquisition is presented 
as if the initial accounting had been completed at the acquisition date. 
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Investments in associates 
 
Associates are those enterprises in which the Group has significant influence, but does not have control or joint control 
over the financial and operating policies. 
 
Investments in associates are accounted for under the equity method and are initially recognised at cost, from the date 
that significant influence commences until the date that significant influence ceases. Subsequent changes in the carrying 
value reflect the post-acquisition changes in the Group’s share of net assets of the associate and goodwill impairment 
charges, if any, after adjustments to align the accounting policies with those of the Group. When the Group’s share of 
losses exceeds the carrying amount of the associate, the carrying amount is reduced to nil and recognition of further 
losses is discontinued, except to the extent that the Group has incurred obligations in respect of the associate. 
 
Joint ventures 
 
A joint venture is a joint arrangement whereby the parties that have joint control of the arrangement have rights to the 
net assets of the arrangement. 
 
The Group accounts for joint ventures using the equity method.  
 
Goodwill 
 
Goodwill is measured as the difference between: 
 

 the aggregate of the acquisition-date fair value of the consideration transferred, the amount of any non-
controlling interest, and in a business combination achieved in stages, the acquisition-date fair value of the 
acquirer's previously-held equity interest in the acquiree; and 

 the net of the acquisition-date amounts of the identifiable assets acquired and the liabilities assumed. 
 
Goodwill is initially recognised as an asset at cost and is subsequently measured at cost less any accumulated impairment 
losses. Goodwill in respect of subsidiaries is disclosed as an intangible asset and goodwill relating to associates and joint 
ventures is included within the carrying value of the investments in these entities.  
 
Where goodwill forms a part of a cash-generating unit and the part of the operations within that unit is disposed of, the 
goodwill associated with that operation is included in the carrying amount of the operation when determining the gain 
or loss on disposal of the operation. 
 
The gain from a bargain purchase represents the excess of the Group’s share in the fair value of acquired identifiable 
assets and the liabilities assumed over the consideration transferred. It is recognised in the income statement at the date 
of the acquisition. 
 
b. Foreign currency transactions 
 
Transactions in foreign currencies are translated to the functional currency of each entity at the foreign exchange rate 
ruling on the date of the transaction. Monetary assets and liabilities denominated in foreign currencies at the reporting 
date are translated to the functional currency of each entity at the foreign exchange rate ruling at that date. Non-
monetary assets and liabilities denominated in foreign currencies are translated to the functional currency of the entity 
at the foreign exchange rate ruling at the date of the transaction. Foreign exchange gains and losses arising on the 
translation are recognised in the income statement. 
 
c. Exploration for and evaluation of mineral resources 
 
Expenditures associated with search for specific mineral resources are recognised as exploration and evaluation assets. 
The following expenditure comprises cost of exploration and evaluation assets: 
 

 obtaining of the rights to explore and evaluate mineral reserves and resources including costs directly related to 
this acquisition; 

 researching and analysing existing exploration data;  
 conducting geological studies, exploratory drilling and sampling;  
 examining and testing extraction and treatment methods;  
 compiling prefeasibility and feasibility studies;  
 activities in relation to evaluating the technical feasibility and commercial viability of extracting a mineral 

resource.  
 
Administration and other overhead costs are charged to the cost of exploration and evaluation assets only if directly 
related to an exploration and evaluation project. 
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If a project does not prove viable, all irrecoverable exploration and evaluation expenditure associated with the project 
net of any related impairment allowances is written off to the income statement.  
 
The Group measures its exploration and evaluation assets at cost and classifies as tangible or intangible according to the 
nature of the assets acquired and applies the classification consistently. Exploration and evaluation assets considered to 
be tangible are recorded as a component of property, plant and equipment at cost less impairment charges. Otherwise, 
they are recorded as intangible assets, such as licenses. To the extent that tangible asset is consumed in developing an 
intangible asset, the amount reflecting that consumption is capitalised as a part of the cost of the intangible asset. 
 
As the asset is not available for use, it is not depreciated. All exploration and evaluation assets are monitored for 
indications of impairment.  
 
An exploration and evaluation asset is no longer classified as such when the technical feasibility and commercial viability 
of extracting a mineral resource are demonstrable and the development of the deposit is sanctioned by management. 
The carrying amount of such exploration and evaluation asset is reclassified into property, plant and equipment or 
intangible assets depending on the type of the asset. 
 
d. Development expenditure 
 
Development expenditure includes costs directly attributable to the construction of a mine and the related infrastructure 
and is accumulated separately for each area of interest. Development expenditure is capitalised and is recorded as a 
component of property, plant and equipment or intangible assets, as appropriate. No depreciation is charged on the 
development expenditure before the start of commercial production. 
 
e. Stripping costs 

 
The Group separates two different types of stripping costs that are incurred in surface mining activity:  
 

 Stripping activity asset; and  
 Current stripping costs.  

 
Stripping activity asset is created as part of usual surface activity in order to obtain improved access to further quantities 
of minerals that will be mined in future periods.  
 
Current stripping costs are costs that are incurred in order to mine the mineral ore only in the current period.  
 
The Group recognises a stripping activity asset if, and only if, all of the following are met: 
  

 it is probable that the future economic benefit (improved access to the ore body) associated with the stripping 
activity will flow to the entity;  

 the entity can identify the component of the ore body for which access has been improved; and  
 the costs relating to the improved access to that component can be measured reliably.  

 
After initial recognition, stripping activity assets are carried at cost less accumulated depreciation and impairment loss. 
Depreciation is calculated using the units of production method. 
 
f. Property, plant and equipment 
 
Property, plant and equipment are carried at cost less accumulated depreciation and accumulated impairment losses. 
Cost includes expenditure that is directly attributable to the acquisition of the asset and, for qualifying assets, borrowing 
costs capitalised. In the case of assets constructed by the Group, related works and direct project overheads are included 
in cost. The cost of replacing part of an item of property, plant and equipment is recognised in the carrying amount of 
the item if it is probable that the future economic benefits embodied within the part will flow to the Group and its cost 
can be measured reliably. The carrying amount of the replaced part is derecognised. Repair and maintenance expenses 
are charged to the income statement as incurred. Gains or losses on disposals of property, plant and equipment are 
recognised in the income statement. 
 
Depreciation is charged so as to write off property, plant and equipment over its expected useful life. Depreciation is 
calculated using the straight-line basis, except for depreciation on vehicles and certain metal-rolling equipment, which is 
calculated on the basis of mileage and units of production, respectively. The estimated useful lives of assets are reviewed 
regularly and revised when necessary.  
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The principal periods over which assets are depreciated are as follows: 
 
 Buildings and constructions 20 – 50 years 
 Plant and machinery 10 – 20 years 
 Other productive assets 5 – 20 years 
 Infrastructure assets 5 – 50 years 
 
g. Leases 
 
Leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks and rewards of 
ownership to the Group. All other leases are classified as operating leases. 
 
Assets held under finance leases are initially recognised at their fair value at the inception of the lease or, if lower, at the 
present value of the minimum lease payments. The corresponding liability to the lessor is included in the statement of 
financial position as a finance lease obligation.  
 
Lease payments are apportioned between finance charges and reduction of the lease obligation so as to achieve a 
constant rate of interest on the remaining balance of the liability. Finance charges are charged directly to the income 
statement as a part of interest expense. 
 
The depreciation policy for depreciable leased assets is consistent with that for depreciable assets, which are owned. If 
there is no reasonable certainty that the Group will obtain ownership by the end of the lease term, the asset is fully 
depreciated over the shorter of the lease term or its useful life. 
 
Operating lease payments are recognised as an expense on a straight-line basis over the lease term, except where another 
systematic basis is more representative of the time pattern in which economic benefits from the leased asset are 
consumed.  
 
h. Intangible assets (excluding goodwill) 
 
Intangible assets acquired by the Group are measured on initial recognition at cost. Following initial recognition, 
intangible assets are carried at cost less accumulated amortisation and accumulated impairment losses.  
 
Intangible assets are amortised over their estimated useful lives using the straight-line basis and assessed for impairment 
whenever there is an indication that the intangible asset may be impaired. The estimated useful life and amortisation 
method are reviewed at the end of each annual reporting period, with the effect of any changes in estimate being 
accounted for on a prospective basis.  
 
The table below presents the useful lives of intangible assets: 
 
 Mineral rights  12 - 25 years 
 Software  3 - 10 years 
 Other intangible assets 3 - 50 years 
 
The major component of the software is the SAP business system. The major component of other intangible assets is land 
lease rights. Amortisation of intangible assets is included in the captions “Cost of sales” and “General and administrative 
expenses” in the consolidated income statement. 
 
i. Impairment of non-current assets 

 
The carrying amount of goodwill is tested for impairment annually. At each reporting date the Group assesses whether 
there is any indication of impairment of the Group’s other assets. If any such indication exists, the asset’s recoverable 
amount is estimated. An impairment loss is recognised whenever the carrying amount of an asset or its cash-generating 
unit exceeds its recoverable amount.  
 
Calculation of recoverable amount 
 
For non-current assets, the recoverable amount is the greater of the fair value less cost to sell and value in use. In assessing 
value in use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate that 
reflects current market assessments of the time value of money and the risks specific to the asset. For an asset that does 
not generate cash inflows largely independent of those from other assets, the recoverable amount is determined for the 
cash-generating unit to which the asset belongs. 
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j. Inventories 
 
Inventories are stated at the lower of cost and net realisable value. Net realisable value is the estimated selling price in 
the ordinary course of business, less the estimated costs of completion and selling expenses. The cost of inventories is 
based on the weighted average principle and includes expenditure incurred in acquiring the inventories and bringing them 
to their existing location and condition. In the case of manufactured inventories and work in progress, cost includes an 
appropriate share of production overheads. Allowances are recorded against slow-moving and obsolete inventories. 
 
k. Financial assets  

 
Financial assets include cash and cash equivalents, investments, and loans and receivables. 
 
Cash and cash equivalents comprise cash balances, bank deposits and highly liquid investments with original maturities 
of three months or less, that are readily convertible to known amounts of cash and are subject to an insignificant risk of 
changes in value. 
 
On initial recognition, financial assets are classified into the following specified categories: financial assets measured at 
amortised cost, financial assets ‘at fair value through other comprehensive income’ (FVTOCI), financial assets ‘at fair 
value through profit or loss’ (FVTPL). 
 
The classification depends on the Group’s business model for managing the financial assets and the contractual cash 
flow characteristics of the financial asset.  
 
Financial assets are not reclassified subsequent to their initial recognition unless the Group changes its business model 
for managing financial assets, in which case all affected financial assets are reclassified on the first day of the first 
reporting period following the change in the business model. 
 
Financial assets at amortised cost 
 
A financial asset is measured at amortised cost if both of the following conditions are met: 
 
 the financial asset is held within a business model whose objective is to hold financial assets in order to collect 

contractual cash flows; and 
 the contractual terms of the financial asset give rise on specified dates to cash flows that are solely payments of 

principal and interest on the principal amount outstanding. 
 
Trade receivables, cash and cash equivalents, loans, and other receivables that have fixed or determinable payments that 
are not quoted in an active market are classified as financial assets at amortised cost and are measured at amortised 
cost using the effective interest method, less any impairment. Interest income is recognised by applying the effective 
interest rate, except for short-term receivables when the recognition of interest would be immaterial. 
 
The Group uses a simplified approach for trade receivables to measure expected credit loss based on provision matrix. 
The Group uses its historical credit loss experience for trade receivables to estimate the lifetime expected credit losses 
and takes into account current forward-looking information. 
 
Financial assets at FVTOCI 
 
A financial asset is measured at fair value through other comprehensive income if both of the following conditions are 
met: 
 

 the financial asset is held within a business model whose objective is achieved by both collecting contractual 
cash flows and selling financial assets; and 

 the contractual terms of the financial asset give rise on specified dates to cash flows that are solely payments 
of principal and interest on the principal amount outstanding. 

 
On initial recognition of an equity investment that is not held for trading, the Group may irrevocably elect to present 
subsequent changes in the investment’s fair value in other comprehensive income. This election is made on an investment-
by-investment basis. 
 
Investments in unlisted shares or other instruments that do not have a quoted market price in an active market are 
measured at management’s estimate of fair value. Gains and losses on a FVTOCI are recognised in other comprehensive 
income with the exception of impairment losses and foreign exchange gains and losses, which are recognised directly in 
the income statement. Where the investment is disposed of or is determined to be impaired, the cumulative gain or loss 
previously recognised in equity is included in the income statement for the period.  
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Dividends on financial assets at FVTOCI equity instruments are recognised in the income statement when the Group’s 
right to receive the dividends is established. 
 
Financial assets at FVTPL 
 
Financial assets are classified as at FVTPL if not included in the categories above. 
 
l. Financial liabilities 
 
Financial liabilities are measured at amortised cost, except for: 

 financial liabilities at fair value through profit or loss. Such liabilities, including derivatives that are liabilities, 
shall be subsequently measured at fair value; 

 financial guarantee contracts; 
 commitments to provide a loan at a below-market interest rate. 

 
Financial liabilities are measured at amortised cost using the effective interest method, with interest expense recognised 
in the income statement. 
 
m. Hedging instruments 
 
The Group holds derivative financial instruments primarily to hedge its foreign currency and interest rate risk exposures. 
Embedded derivatives are separated from the host contract and accounted for separately if certain criteria are met. 
  
Derivatives are initially measured at fair value; any directly attributable transaction costs are recognised in profit or loss 
as incurred. Subsequent to initial recognition, derivatives are measured at fair value, and changes therein are generally 
recognised in profit or loss.  
 
The Group has not applied hedge accounting to existing financial instruments. 
 
n. Dividends payable  
 
Dividends are recognised as a liability in the period in which they are authorised by the shareholders. 
 
o. Other taxes and contributions 
 
Other taxes and contributions are taxes and mandatory contributions paid to the government, or government controlled 
agencies, that are calculated on a variety of bases, but exclude taxes calculated on profits, value added taxes calculated 
on revenues and purchases and social security costs calculated on wages and salaries. Social security costs are included 
in cost of sales, distribution expenses and general and administrative expenses in accordance with the nature of related 
wages and salaries expenses.  
 
p. Income tax 
 
Income tax on the profit for the year comprises current and deferred tax. Income tax is recognised in the income 
statement except to the extent that it relates to items recognised in other comprehensive income, in which case it is 
recognised in other comprehensive income. 
 
Current tax expense is calculated by each entity on the pre-tax income determined in accordance with the tax law of the 
country, in which the entity is incorporated, using tax rates enacted at the reporting date, and any adjustment to tax 
payable in respect of previous years. 
 
Deferred tax is calculated using the balance sheet method, providing for temporary differences between the carrying 
amounts of assets and liabilities for financial reporting and taxation purposes.  Deferred tax is measured at the tax rates 
that are expected to be applied to the temporary differences when they reverse, based on the laws that have been 
enacted or substantively enacted by the reporting date. Deferred tax assets and liabilities are offset if there is a legally 
enforceable right to offset current tax liabilities and assets, and they relate to income taxes levied by the same tax 
authority on the same taxable entity, or on different tax entities, but they intend to settle current tax liabilities and assets 
on a net basis or their tax assets and liabilities will be realised simultaneously. 
 
Deferred tax assets on deductible temporary differences and tax loss carry forwards are reviewed at each reporting date 
and recorded only to the extent that it is probable that the temporary differences will reverse in the future and there is 
sufficient future taxable profit available against which they can be utilised. 
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Deferred tax is not recognised in respect of the following: 
 

 investments in subsidiaries where the Group is able to control the timing of the reversal of the temporary 
differences and it is probable that the temporary difference will not reverse in the foreseeable future; 

 if it arises from the initial recognition of an asset or liability that is not a business combination and, at the time 
of the transaction, affects neither accounting profit nor taxable profit or loss; 

 initial recognition of goodwill. 
 
q. Provisions 
 
Employee benefits  
 
The Group pays retirement, healthcare and other long-term benefits to its employees.   
 
The Group has two types of retirement benefits: defined contribution plans and defined benefit plans. Defined 
contribution plans are post-employment benefit plans under which the Group pays fixed contributions into a separate 
entity and will have no legal or constructive obligation to pay further amounts in respect of those benefits. The Group’s 
only obligation is to pay contributions as they fall due, including contributions to the Russian Federation State pension 
fund. Prepaid contributions are recognised as an asset to the extent that a cash refund or a reduction in future payments 
is available. 
 
Defined benefit plans are post-employment benefits plans other than defined contribution plans. The Group uses an 
actuarial valuation method for measurement of the present value of post-employment benefit obligations and related 
current service cost. This involves the use of demographic assumptions about the future characteristics of the current and 
former employees who are eligible for benefits (mortality, both during and after employment, rates of employee turnover, 
disability and early retirement, etc.) as well as financial assumptions (discount rate, future salary and benefit levels, etc.). 
For the Group's entities, the discount rate used is the yield at the balance sheet date on government bonds that have 
maturity dates approximating the terms of the Group’s obligations. The calculation of the Group’s net obligation in 
respect of defined retirement benefit plans is performed annually using the projected unit credit method. In accordance 
with this method, the Group’s net obligation is calculated separately for each defined benefit plan. Any actuarial gain or 
loss arising from the calculation of the retirement benefit liability is fully recognised in other comprehensive income.  
 
Other long-term employee benefits include various compensations, non-monetary benefits and a long-term cash-settled 
share-based incentive programme. 
 
Decommissioning liabilities 
 
The Group has environmental liabilities related to restoration of soil and other related works, which are due upon the 
closure of certain of its production sites. Decommissioning liabilities are estimated case-by-case based on available 
information, taking into account applicable local legal requirements. The estimation is made using existing technology, 
at current prices, and discounted using a real discount rate. Future decommissioning costs, discounted to net present 
value, are capitalised and the corresponding decommissioning liability raised as soon as the constructive obligation to 
incur such costs arises. Future decommissioning costs are capitalised in property, plant and equipment and are 
depreciated over the life of the related asset. The effect of the time value of money on the decommissioning liability is 
recognised in the income statement as an interest expense. Ongoing rehabilitation costs are expensed when incurred. 
 
r. Share capital 
 
Ordinary shares 
 
Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of ordinary shares and share 
options are recognised as a deduction from equity, net of any tax effects. 
 
Repurchase of issued shares 
 
When share capital recognised as equity is repurchased, the amount of the consideration paid which includes directly 
attributable costs, net of any tax effects is recognised as a deduction from equity and classified as treasury shares. When 
treasury shares are sold or reissued subsequently, the amount received is recognised as an increase in equity, and the 
resulting surplus or deficit on the transaction is transferred to/from retained earnings. 
 
s. Operating income and expenses 
 
The Group presents profit or loss from operations, which includes various types of income and expenses arising in the 
course of production and sale of the Group’s products, disposal of property, plant and equipment, participation in joint 
ventures and associates and other Group’s regular activities. 
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Certain items are presented separately from profit or loss from operations by virtue of their size, incidence or nature to 
enable a full understanding of the Group’s financial performance. Such items, which are included in profit or loss before 
financing and taxation, primarily include impairment of non-current assets, gain from a bargain purchase and other non-
operating income and expenses, as, for example, gain or loss on disposal of subsidiaries and associates and charitable 
donations. 
 
t. Revenue recognition 

 
The Group has adopted IFRS 15 using the cumulative effect method with the effect of initial application recognised as of 
1 January 2018. Accordingly, the information presented for comparative periods has not been restated. 
 
Most of the Group’s revenue is revenue from contracts with customers. 
  
Revenue from the sale of hot rolled strip and plate, other steel products, pellets and iron ore and most other revenue (see 
Note 4) is recognised in the income statement primarily at the point in time when control of the promised goods passes 
to the customer.  
 
The amount of revenue recognised reflects the consideration to which the Group is or expects to be entitled in exchange 
for those goods and is reduced for estimated customer returns, rebates and other similar allowances. 
  
In most instances, control passes, and sales revenue is recognised when the product is delivered to the vessel or vehicle on 
which it will be transported once loaded, the destination port or the customer’s premises. 
  
The Group’s products are sold to customers under contracts which vary in: tenure, but are generally less than one year in 
duration (therefore, no significant effect of any financing component exists); and pricing mechanisms, including some 
volumes sold in the spot market. Revenue is generally recognised at the contracted price as this reflects the stand-alone 
selling price. 
 
u. Finance income and costs 
 
Finance income include interest income and dividend income (except for dividends from investments in associates and 
joint ventures). 
 
Interest income 
 
Interest income is recognised in the income statement on a time basis, by reference to the principal outstanding and at 
the effective interest rate applicable, which is the rate that exactly discounts estimated future cash receipts through the 
expected life of the financial asset to that asset’s net carrying amount.  
 
Finance costs include interest expense and other finance costs. 
 
Interest expense 
 
Interest expense is recognised in the income statement as it accrues, taking into account the effective yield on the liability. 
 
Other finance costs 
 
Other finance costs include costs incurred for bank operating services and other related charges.  
 
v. Gain/(loss) on remeasurement and disposal of financial instruments  
 
Gain/(loss) on remeasurement and disposal of financial instruments comprises impairment, realised and unrealised gains 
on financial instruments, remeasurement of financial assets at FVTPL and financial liabilities at FVTPL. 
 
w. Earnings per share 
 
Earnings per share is calculated by dividing the net profit by the weighted average number of shares outstanding during 
the year. 
 
Diluted earnings per share is calculated by dividing adjusted profit or loss attributable to ordinary equity holders of the 
parent entity by the weighted average number of shares outstanding, adjusted for the effect of all dilutive potential 
ordinary shares. 
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x. Segment reporting 
 
An operating segment is a component of the Group that engages in business activities from which it may earn revenues 
and incur expenses, including revenues and expenses that relate to transactions with any of the Group’s other 
components. An operating segment’s operating results are reviewed regularly by the key management to make decisions 
about resources to be allocated to the segment and assess its performance, and for which discrete financial information 
is available. 
 
The reportable segments’ amounts are stated before intersegment elimination and are measured on the same basis as 
those in the consolidated financial statements, except that:  

 non-monetary long-term investments in subsidiaries are translated into the presentation currency at the historic 
exchange rate; 

 no impairment is recognised on investments in subsidiaries; 
 no discounting is applied for intersegment loans; 
 in case of transfers of equity investments between segments, such investments are accounted at their historic 

cost. 
 
Segment capital expenditure is the total cost incurred during the period to acquire property, plant and equipment, and 
intangible assets other than goodwill. 
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4. Revenue 
 
Revenue by product was as follows: 
 

2018 2017 2016
Hot-rolled strip and plate 2,756 2,458 1,784
Cold-rolled sheet 802 783 451
Long products 701 600 477
Galvanized and other metallic coated sheet 629 470 322
Pellets and iron ore 627 517 312
Shipping and handling * 543 541 419
Metalware products 542 549 488
Large diameter pipes 477 570 459
Other tubes and pipes, formed shapes 456 474 372
Colour-coated sheet 364 353 298
Semi-finished products 321 219 210
Coal and coking coal concentrate 93 60 105
Scrap 6 6 8
Others 263 248 211

8,580 7,848 5,916

Year ended 31 December

 
* Shipping and handling do not represent a separate performance obligation under IFRS 15 "Revenue from contracts with customers" 
and is disclosed only for presentation purposes. For the year ended 31 December 2018 shipping and handling related to Severstal 
Resources and Severstal Russian Steel Divisions amounted to US$ 119 million and US$ 424 million, respectively. 
 
Revenue by delivery destination was as follows: 
 

2018 2017 2016
Russian Federation 5,126 4,692 3,805
Europe 2,233 1,471 1,174
CIS 492 478 299
The Middle East 295 589 336
North America 141 240 19
Africa 140 152 88
Central and South America 86 113 81
China and Central Asia 43 50 56
South-East Asia 24 63 58

8,580 7,848 5,916

Year ended 31 December

 
 
5. Staff costs 
 
Employment costs were as follows: 
 

2018 2017 2016
Wages and salaries (739)                  (742)                  (639)                  
Social security costs (244)                  (242)                  (208)                  
Retirement benefit service costs (Note 25) 1                        (1)                      (1)                      

(982) (985) (848)

Year ended 31 December

 
 
Key management personnel include the following positions within the Group: 
 

 CEO and Senior Vice Presidents; 
 Board of Directors of the Company. 

 
Key management’s remuneration for the year ended 31 December 2018, consisting of salaries and bonuses, totalled 
US$ 11 million (2017: US$ 11 million; 2016: US$ 10 million).   
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Additionally, in 2018, a provision for their long-term cash-settled share-based incentive programmes of US$ 4 million was 
accrued (2017: US$ 1 million; 2016: US$ 3 million). This provision is subject to further adjustments, depending on a range 
of the Group’s financial indicators. 
 
6. Finance income and costs 
 

2018 2017 2016
Finance income
Interest income 13                     48                     63                     
Dividend income 1                        1 -

14                     49                     63                     

Finance costs
Interest expense (104)                  (151)                  (155)                  
Other finance costs (9)                      (7)                      (2)                      

(113)                  (158)                  (157)                  

Year ended 31 December

 
 

7. Gain/(loss) on remeasurement and disposal of financial instruments 
 

2018 2017 2016

Financial assets at amortised cost
Impairment -                         (4)                      (3)                      

Financial assets at FVTOCI
Loss on disposal (5)                      (10)                    (8)                      
Impairment -                         (7)                      (12)                    

Fair value hedges and derivatives
Gain on disposal 58                     -                         -                         
Remeasurement to fair value 5                        (24)                    (43)                    

58                     (45)                    (66)                    

Year ended 31 December

 
 
The impairment of financial assets at fair value through other comprehensive income in 2016 related to a greenfield iron 
ore deposit in the Republic of Congo, Core Mining, and was due to the uncertain prospects for the development of the 
field. 
 
8. Foreign exchange (loss)/gain 

2018 2017 2016
Foreign exchange (loss)/gain on cash and cash 
equivalents and debt finance

(184)                  93                     524                   

Foreign exchange loss on derivative -                         (15)                    (18)                    
Foreign exchange gain/(loss) on other assets 
and liabilities

19                     (33)                    (23)                    

(165)                  45                     483                   

Year ended 31 December

 
 
9. Reversal of impairment/(impairment) of non-current assets 
 

2018 2017 2016
Reversal of impairment/(impairment) of property, 
plant and equipment

66 (3) (82)

Reversal of impairment/(impairment) of intangible 
assets

2 - (28)

Impairment of goodwill - - (25)
68 (3) (135)

Year ended 31 December



81
Severstal

Annual Report 2018

StRAtegic RepoRt coRpoRAte goveRnAnce FinAnciAl StAtementS Appendix

PAO Severstal and subsidiaries 
 

Notes to the consolidated financial statements  
for the years ended 31 December 2018, 2017 and 2016 

(Amounts expressed in millions of US dollars, except as otherwise stated) 

26 
 

For the purpose of impairment testing, the recoverable amount of each cash generating unit except those mentioned 
below has been determined based on value in use calculations. The value in use calculation uses cash flow projections 
based on actual operating results and the business plan approved by management and a corresponding discount rate 
which reflects the time value of money and risks associated with each individual cash-generating unit. 
 
The recoverable amount of Redaelli Tecna S.p.A. in 2016 has been determined based on its fair value less costs to sell. 
 
Key assumptions that management used in their value in use calculations are as follows: 
 
 For all cash-generating units, apart from those included in the Severstal Resources segment, cash flow projections 

cover a period of five years. Cash flows beyond the five-year period have been extrapolated taking into account 
business cycles. Cash flow projections for cash-generating units of the Severstal Resources segment cover a period 
which corresponds to the contractual time remaining of the respective mining licenses. 

 Cash flow projections were prepared in nominal terms. 
 Cash flow projections during the forecast period are based on long-term price trends for both sales prices and material 

costs specific for each segment and geographic region and operating cost inflation in line with consumer price 
inflation for each country. Consumer price inflation expectations (in local currency) during the forecast period are as 
follows in percentage terms: 
 

2018 2017 2016

 Russia 3.8 - 4.4 n/a 3.2 - 5.7

Year ended 31 December

 
 

 Discount rates for each cash-generating unit were estimated in nominal terms based on the weighted average cost 
of capital. These rates, presented by segment, are as follows in percentage terms: 
 

2018 2017 2016

Severstal Resources:
 Russia (US$ rate) 13.8                  n/a 10.4                  

Year ended 31 December

 
 
Values assigned to key assumptions and estimates used to measure the unit’s recoverable amount are consistent with 
external sources of information and historic data for each cash-generating unit. Management believes that the values 
assigned to the key assumptions and estimates represent the most realistic assessment of future trends.  
 
Severstal Resources segment  
 
Olcon 
 
2018 
 
The Group performed an analysis and identified factors that indicated that the previously recognised impairment loss in 
respect of the Olcon cash generating unit may require reversal. For the purposes of impairment testing, the value in use 
was determined by discounting expected future net cash flows of this cash generating unit. Based on the results of the 
impairment testing, a reversal of the impairment of US$ 51 million was recognised in 2018, of which US$ 49 million was 
allocated to property, plant and equipment and US$ 2 million to intangible assets. The carrying amount of the Olcon non-
current assets was US$ 151 million as at 31 December 2018. 
 
The following main assumptions were used in the impairment test model: 

 
 the forecast sales volumes decrease by 1% in 2019, stay flat in 2020, decrease by 1% in 2021 and decrease on 

average by 7% p.a. in 2022 to 2026; 
 the forecast iron ore concentrate prices decrease by 5% in 2019, decrease by 1% in 2020, increase by 3% in 2021 

and increase on average by 1% p.a. thereafter to 2026; 
 operating costs are forecast to decrease by 8% in 2019, decrease by 2% in 2020, increase by 13% in 2021 and 

decrease on average by 7% p.a. in 2022 to 2026; 
 foreign exchange rates are forecast to increase by 5% in 2019, increase by 2% in 2020, decrease by 2% in 2021 and 

2022 and increase on average by 1% p.a. in 2023 to 2026; 
 post-tax discount rate of 13.8% (in US$ terms).  
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The recoverable amount of the Olcon cash-generating unit is not sensitive to changes in the main assumptions used in 
the impairment test model. There is a significant surplus of recoverable amount compared with the carrying amount of 
non-current assets as at the reporting date. 
 
Vorkutaugol 
 
2016 
 
In February 2016, an explosion occurred at the Vorkutaugol’s Severnaya mine which is included in the Severstal Resources 
segment. In September 2016, the Group announced that the Severnaya mine will be sealed off to avoid the risk of airflow 
causing further underground fire and explosions in the mine. By 31 December 2016, the Group paid compensation of 
US$ 2 million to the injured workers and the relatives of those killed and recognised a provision for restructuring of staff 
of US$ 2 million. Loss on disposal of property, plant and equipment of US$ 41 million and an impairment loss of 
US$ 12 million was recognised in the period ended 31 December 2016, in relation to all relevant property, plant and 
equipment of the Severnaya mine.  
  
In 2016, due to the existence of an internal indication of impairment as a result of an explosion occurred at the 
Vorkutaugol’s Severnaya mine the Group assessed the recoverable amount of AO Vorkutaugol, the carrying amount of 
which was US$ 279 million as at 31 December 2016. 
 
As a result, based on a value in use calculation, no impairment loss was recognised in 2016. 
 
Sensitivity analysis of the main assumptions of impairment test: 
 
 a 1% increase in discount rate does not cause the impairment of the CGU; 
 a 10% decrease in the coking coal concentrate prices does not cause the impairment of the CGU. 
 

Additionally, an impairment loss of US$ 56 million and US$ 28 million was recognised in 2016 in relation to specific items 
of property, plant and equipment and intangible assets, respectively. 

 
Other units 
 
2018 
 
A reversal of impairment of US$ 4 million was recognised in 2018 in relation to specific items of property, plant and 
equipment. 
 
2017 
 
An impairment loss of US$ 3 million was recognised in 2017 in relation to specific items of property, plant and equipment. 
 
Severstal Russian Steel segment 
 
Redaelli Tecna S.p.A. 
 
2016  
 
In 2016 the Group recognised an impairment loss of US$ 30 million in relation to non-current assets of Redaelli Tecna 
S.p.A. based on its fair value less costs to sell. US$ 25 million of the loss was allocated to goodwill and US$ 5 million to 
property, plant and equipment (Note 28). 
  
The carrying amount of goodwill allocated to the cash-generating unit before the impairment loss was US$ 25 million as 
at 31 December 2016. 
 
Other units 
 
2018 
 
A reversal of impairment of US$ 13 million was recognised in 2018 in relation to specific items of property, plant and 
equipment. 
 
2016 
 
An impairment loss of US$ 9 million was recognised in 2016 in relation to specific items of property, plant and equipment.
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10. Net other non-operating (expenses)/income 
 

2018 2017 2016
Charitable donations (30) (26) (25)
Social expenditure (14) (13) (14)
Depreciation of infrastructure assets - (1) (1)
(Loss)/gain on disposal of subsidiaries (Note 29) - (72) 52
Accumulated translation reserves - foreign operations - (307) -
Other (6) (2) -

(50) (421) 12

Year ended 31 December

 
  
During 2017, as a result of the internal reorganisation of a number of foreign holding entities, US$ 307 million of 
translation reserves, arising from operations which had been liquidated or were in the process of liquidation, was 
recognised in net other non-operating (expenses)/income. 
 
11. Taxation 

 
The following is an analysis of the income tax expense: 
 

2018 2017 2016

Current tax charge (430) (242) (154)
Corrections to prior year's current tax charge (9) 3 (3)
Deferred tax (expenses)/benefit (29) (170) 60
Income tax expense (468) (409) (97)

Year ended 31 December

 
 
The following table is a reconciliation of the reported net income tax expense and the amount calculated by applying the 
Russian statutory tax rate of 20% to reported profit before income tax.  
 
In 2018, the main effect on profit taxed at different rates is caused by local tax benefits from operating in the 
Vologodskaya region. 
 

2018 2017 2016

Profit before income tax 2,519 1,764 1,717

Tax charge at Russian statutory rate (504) (353) (343)

Profit/(loss) taxed at different rates 28 (3) (6)
Corrections to prior years' current tax charge (9) 3 (3)
Non-tax deductible income/(expenses), net 18 (42) (40)
Changes in non-recognised deferred tax assets - - 290
Reassessment of deferred tax assets and liabilities (1) (14) 5
Income tax expense (468) (409) (97)

Year ended 31 December
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The following table sets out the composition of the net deferred tax liability and movements based on the temporary 
differences arising between the fiscal and reporting balance sheets: 
 

31 December 
2017

Recognised in 
income 

statements

Translation to 
presentation 

currency
31 December 

2018
Deferred tax assets:
  Tax loss carry forwards 8 1 - 9
  Property, plant and equipment 3 1 - 4
  Inventory 19 8 (1) 26
  Accounts receivable 14 (6) (2) 6
  Provisions 33 - (5) 28
  Financial investments 17 25 (7) 35
  Other 16 7 (9) 14
Gross deferred tax assets 110 36 (24) 122
  Less offsetting deferred tax liabilities (86) (30) 21 (95)
Recognised deferred tax assets 24 6 (3) 27
Deferred tax liabilities:
  Property, plant and equipment (344) (42) 61 (325)
  Provisions (1) - - (1)
  Intangible assets (37) (1) 7 (31)
  Inventory (7) (14) 1 (20)
  Accounts receivable (3) (1) - (4)
  Other (5) (7) 3 (9)
Gross deferred tax liabilities (397) (65) 72 (390)
  Less offsetting deferred tax assets 86 30 (21) 95
Recognised deferred tax liabilities (311) (35) 51 (295)
Net deferred tax liability (287) (29) 48 (268)

 
 

31 December 
2016

Recognised in 
income 

statements
Business 

combination

Translation to 
presentation 

currency
31 December 

2017
Deferred tax assets:
  Tax loss carry forwards 163 (162) - 7 8
  Property, plant and equipment 5 (2) - - 3
  Inventory 20 (1) - - 19
  Accounts receivable 9 4 1 - 14
  Provisions 33 (2) - 2 33
  Financial investments 14 1 1 1 17
  Other 18 (5) - 3 16
Gross deferred tax assets 262 (167) 2 13 110
  Less offsetting deferred tax liabilities (235) 161 (2) (10) (86)
Recognised deferred tax assets 27 (6) - 3 24
Deferred tax liabilities:
  Property, plant and equipment (280) (22) (24) (18) (344)
  Provisions (2) 1 - - (1)
  Intangible assets (44) 9 - (2) (37)
  Inventory (8) 1 - - (7)
  Accounts receivable - (3) - - (3)
  Financial liabilities (7) 7 - - -
  Other (9) 4 - - (5)
Gross deferred tax liabilities (350) (3) (24) (20) (397)
  Less offsetting deferred tax assets 235 (161) 2 10 86
Recognised deferred tax liabilities (115) (164) (22) (10) (311)
Net deferred tax liability (88) (170) (22) (7) (287)  
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31 December 
2015

Recognised in 
income 

statements

Reclass to 
liabilities related 
to assets held for 

sale

Translation to 
presentation 

currency
31 December 

2016
Deferred tax assets:
  Tax loss carry forwards 58 84 - 21 163
  Property, plant and equipment 2 3 - - 5
  Inventory 10 8 - 2 20
  Accounts receivable 14 (7) - 2 9
  Provisions 25 3 - 5 33
  Financial investments 34 (27) - 7 14
  Other 15 - - 3 18
Gross deferred tax assets 158 64 - 40 262
  Less offsetting deferred tax liabilities (151) (61) - (23) (235)
Recognised deferred tax assets 7 3 - 17 27
Deferred tax liabilities:
  Property, plant and equipment (236) 2 3 (49) (280)
  Provisions (2) - - - (2)
  Intangible assets (40) 2 - (6) (44)
  Inventory (8) 2 - (2) (8)
  Financial liabilities (1) (6) - - (7)
  Other (5) (4) - - (9)
Gross deferred tax liabilities (292) (4) 3 (57) (350)
  Less offsetting deferred tax assets 151 61 - 23 235
Recognised deferred tax liabilities (141) 57 3 (34) (115)
Net deferred tax liability (134) 60 3 (17) (88)

 
 
The Group reassessed the recoverability of certain previously unrecognised deferred tax assets and accrued them in 2016 
to the extent that it had become probable that future taxable profit would allow the deferred tax assets to be recovered. 
The amount of future taxable profit was based on projections performed for the entities included in the consolidated 
group of taxpayers as defined by the Russian tax code. The main assumptions used related to the production level, costs, 
selling price and exchange rates. 
 
The Group has not recognised cumulative tax loss carry forwards in the following amounts and with the following expiry 
dates: 
 

2018 2017 2016
Between one and five years 204                   218                   198                       
Between five and ten years -                    -                    142                       
No expiry 418                   348                   90                          

622                   566                   430                       

31 December

 
 
Taxable differences, related to investments in subsidiaries where the Group is able to control the timing of the reversal 
and it is probable that the temporary difference will not reverse in the foreseeable future, amounted to US$ 4,310 million 
as at 31 December 2018 (31 December 2017: US$ 4,526 million; 31 December 2016: US$ 6,004 million). 
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12. Related party transactions 
 

2018 2017 2016
Revenue - related parties:
    Revenue - associates 30 32 27
    Revenue - joint ventures 81 66 44
    Revenue - other related parties 33 24 33

Income from services to other related parties 12 15 7

Interest income from related parties:
Interest income from joint ventures 1 3 3

    Interest income from other related parties - - 11
157 140 125

Purchases from related parties:
Purchases from associates:
    Non-capital expenditures 63 71 57
Purchases from joint ventures:
    Non-capital expenditures 6 5 3
Purchases from other related parties:
    Non-capital expenditures 38 32 25
    Capital expenditures 17 6 4

124 114 89

Year ended 31 December

 
 
13. Related party balances 
 

2018 2017 2016
Joint ventures' balances

Short-term trade accounts receivable 6 5 3
Short-term loans 6 4 2
Long-term loans 5 20 37

Associates' balances
Short-term trade accounts receivable 3 3 3
Short-term loans 1 - 6
Short-term trade accounts payable 6 7 6

Other related party balances
Accounts receivable from other related parties:
Short-term trade accounts receivable 8 6 15
Advances paid 2 - -
Short-term other receivables 1 2 1
Long-term other receivables 2 - 1

13 8 17
Accounts payable to other related parties:
Short-term trade accounts payable 12 3 2
Advances received - 3 1
Short-term other liabilities 3 5 6
Short-term debt financing 1 2 -
Long-term other accounts payable 3 7 8

19 20 17

31 December

 
 
The amounts outstanding are expected to be settled in cash. The Group does not hold any collateral for amounts owed 
by related parties. 
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Loans given to related parties were provided at interest rates ranging from nil to 10.5% per annum and were given to 
finance working capital and investments. 
 
14. Cash and cash equivalents 
 

2018 2017 2016
Cash at bank 130 71 128
Bank deposits 98 960 1,025
Other cash equivalents - - 1

228 1,031 1,154

31 December

 
 
15. Short-term financial investments 
 

2018 2017 2016
Financial assets at FVTOCI - 8 11
Loans 7 4 8

7 12 19

31 December

 
 
16. Trade accounts receivable 
 

2018 2017 2016
Customers 624                   679                   567                   
Allowance for doubtful debts (70)                    (81)                    (82)                    

554 598 485

31 December

 
 
17. Inventories 
 

2018 2017 2016
Raw materials and supplies 465                   441                   356                   
Finished goods 295                   283                   195                   
Work-in-progress 327                   334                   316                   

1,087 1,058 867

31 December

 
 
Of the above amounts US$ 2 million (31 December 2017: US$ 7 million; 31 December 2016: US$ 6 million) were stated 
at net realisable value. 
 
During the year ended 31 December 2018, the Group recognised a US$ 38 million release and a US$ 25 million allowance 
for obsolete and slow-moving inventories and reduced the carrying amount to net realisable value (2017: US$ 37 million 
and US$ 28 million, respectively; 2016: US$ 24 million and US$ 34 million, respectively). 
 
18. Other current assets 
 

2018 2017 2016
Advances paid and prepayments 55  60  37  
Other taxes and social security prepaid 5  5  8  
Other assets 45  41  42  

105  106  87  

31 December
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19. Long-term financial investments 
 

2018 2017 2016
Financial assets at FVTOCI 3                        197                   194                   
Loans 5                        20                     37                     

8                        217                   231                   

31 December

 
 
20. Investments in associates and joint ventures 
 
The Group's investments in associates and joint ventures companies are described in the table below. The Group structure 
and certain additional information on investments in associates and joint ventures, including ownership percentages, are 
presented in Note 29. 
 

2018 2017 2016
Associates
JSC Air Liquide Severstal 16 14 14                     
Iron Mineral Beneficiation Services (Proprietary) Ltd 10 6 -

Joint ventures
Rutgers Severtar LLC 21 17 12
Gestamp-Severstal-Kaluga LLC 14 15 15
Severstal-Gonvarri-Kaluga LLC 12 13 13
WRS Towers LLC 3 - -
Gestamp Severstal Vsevolozhsk LLC - - 1

76 65 55

31 December

 
 
The following is summarised financial information in respect of associates: 
 

2018 2017 2016
Current assets 34                     24                     17                     
Non-current assets 52                     66                     65                     
Short-term liabilities 5                        6                        6                        
Long-term liabilities 22                     25                     33                     
Equity 59                     59                     43                     

2018 2017 2016
Revenue 65 71                     60                     
Profit for the period 22 23                     18                     
Other comprehensive (loss)/income - (2)                      7                        
Total comprehensive income 22 21                     25                     

31 December

Year ended 31 December
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The following is summarised financial information in respect of joint ventures: 
 

2018 2017 2016
Current assets 117                   92                     104                   
Non-current assets 155                   165                   177                   
Short-term liabilities 67                     33                     36                     
Long-term liabilities 58                     91                     119                   
Equity 147                   133                   126                   

2018 2017 2016
Revenue 325                   249                   197                   
Profit for the period 20                     13                     42                     
Other comprehensive (loss)/income (27)                    10                     15                     
Total comprehensive (loss)/income (7)                      23                     57                     

Year ended 31 December

31 December

 
 
None of the above associates and joint ventures is individually material to the Group. 
 
21. Property, plant and equipment 

 

Land and 
buildings

Plant and 
machinery

Other 
productive 

assets
Infrastructure 

assets
Construction-

in-progress Total

Cost:
    31 December 2015 1,066 3,147 142 50 552 4,957
      Reclassifications (2) 2 1 (1) - -
      Additions - - - - 519 519
      Disposals (43) (153) (3) (1) (10) (210)
      Reclassified to assets held for sale (21) (35) - - (1) (57)
      Transfers to other assets (4) (9) - - - (13)
      Transfers 41 347 21 3 (412) -
      Translation to presentation currency 201 632 36 9 114 992
    31 December 2016 1,238 3,931 197 60 762 6,188
      Reclassifications - 1 (1) - - -
      Additions - - - - 549 549
      Disposals (5) (81) (5) (8) (4) (103)
      Business combinations 166 31 7 - 51 255
      Business de-combinations (8) (4) - - - (12)
      Transfers to other assets (6) (2) - - - (8)
      Transfers 66 236 145 1 (448) -
      Translation to presentation currency 70 211 16 2 42 341
    31 December 2017 1,521 4,323 359 55 952 7,210
      Reclassifications 13 (13) 11 (11) - -
      Additions - - - - 774 774
      Disposals (4) (90) (4) (12) (19) (129)
      Transfers to other assets (2) (2) - - - (4)
      Transfers 101 485 56 1 (643) -
      Translation to presentation currency (267) (756) (74) (8) (160) (1,265)
    31 December 2018 1,362 3,947 348 25 904 6,586  
 
Of the above amounts of additions to construction-in-progress, US$ 13 million (2017: US$ 9 million, 2016: US$ 6 million) 
is capitalised interest.  
 
The Group applied a weighted average capitalisation rate of 5% to determine the amount of borrowing costs eligible for 
capitalisation for the year ended 31 December 2018 (2017: 5%; 2016: 5%). 
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Land and 
buildings

Plant and 
machinery

Other 
productive 

assets
Infrastructure 

assets
Construction-

in-progress Total

Depreciation and impairment:
    31 December 2015 420 1,775 68 27 56 2,346
      Depreciation expense 46 261 16 1 - 324
      Disposals (27) (120) (3) - (2) (152)
      Reclassified to assets held for sale (4) (22) - - - (26)
      Transfers 1 8 8 - (17) -
      Impairment - 16 - 1 65 82
      Translation to presentation currency 81 363 21 5 9 479
    31 December 2016 517 2,281 110 34 111 3,053
      Depreciation expense 54 299 27 1 - 381
      Disposals (5) (70) (4) (1) (2) (82)
      Business de-combinations (6) (3) - - - (9)
      Transfers - 8 - - (8) -
      Impairment - - - - 3 3
      Translation to presentation currency 26 124 6 2 5 163
    31 December 2017 586 2,639 139 36 109 3,509
      Reclassifications 8 (8) 7 (7) - -
      Depreciation expense 56 293 30 - - 379
      Disposals (3) (77) (4) (4) (3) (91)
      Reversal of impairment (8) (23) (21) - (14) (66)
      Translation to presentation currency (103) (462) (29) (6) (14) (614)
    31 December 2018 536 2,362 122 19 78 3,117

Net book values:
    31 December 2016 721 1,650 87 26 651 3,135
    31 December 2017 935 1,684 220 19 843 3,701
    31 December 2018 826 1,585 226 6 826 3,469  
 
Other productive assets include transportation equipment and tools. 
 
The Group leases plant and machinery and other productive assets under a number of finance lease agreements. At the 
reporting date leased assets not yet put into operation and included in construction-in-progress amounted to 
US$ 86 million. 
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22. Intangible assets 
 

Goodwill
Mineral 
rights Software

Evaluation and 
exploration 

assets

Other 
intangible 

assets Total
Cost:
    31 December 2015 54 40 146 248 35 523
      Additions - - 25 6 - 31
      Disposals - - - (1) - (1)
      Translation to presentation currency 2 9 32 5 7 55
    31 December 2016 56 49 203 258 42 608
      Reclassifications - 2 - (2) - -
      Additions - - 24 7 1 32
      Business de-combinations (25) - - - - (25)
      Translation to presentation currency 1 4 10 2 2 19
    31 December 2017 32 55 237 265 45 634
      Reclassifications - 1 - (1) - -
      Additions - - 28 7 1 36

  Disposals - (1) - (4) - (5)
      Translation to presentation currency (4) (9) (44) (8) (7) (72)
    31 December 2018 28 46 221 259 39 593

Amortisation and impairment:
    31 December 2015 20 4 35 221 18 298
      Amortisation expense - - 16 1 2 19
      Impairment 25 28 - - - 53
      Translation to presentation currency 2 3 9 1 2 17
    31 December 2016 47 35 60 223 22 387
      Amortisation expense - 1 19 2 1 23
      Business de-combinations (25) - - - - (25)
      Translation to presentation currency 1 2 3 1 1 8
    31 December 2017 23 38 82 226 24 393
      Amortisation expense - 1 22 2 1 26
      Reversal of impairment - (2) - - - (2)

  Disposals - (1) - (4) - (5)
      Translation to presentation currency (3) (6) (16) (2) (4) (31)
    31 December 2018 20 30 88 222 21 381

Net book values:
    31 December 2016 9 14 143 35 20 221
    31 December 2017 9 17 155 39 21 241
    31 December 2018 8 16 133 37 18 212  

 
23. Debt finance 
 

2018 2017 2016
Eurobonds 2017 US dollars October 6.7% - - 602
Eurobonds 2018 US dollars March 4.45% - 555 555
Eurobonds 2021 US dollars August 3.85% 503 503 -
Eurobonds 2022 US dollars October 5.9% 635 635 634
Convertible bonds 2017 US dollars September 1.0% - - 43
Convertible bonds 2021 US dollars April 0.5% 86 170 162
Convertible bonds 2022 US dollars February 0.0% 220 209 -
Bank financing Roubles, Euro 7 14 12
Other financing Roubles 4 7 5

1,455  2,093 2,013

31 December
MaturityCurrency Interest rate

 
 
Total debt is denominated in the following currencies: 
 

2018 2017 2016
    US Dollars 1,445 2,064 1,998
    Euro - - 4
    Roubles 10 29 11

1,455 2,093 2,013

31 December
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Total debt is contractually repayable after the balance sheet date as follows: 
 

2018 2017 2016
    Less than one year 110                  586                  673                  
    Between one and five years 1,344               1,506               709                  
    After more than five years 1                      1                      631                  

1,455 2,093 2,013

31 December

 
 
Reconciliation of movements of liabilities to cash flows arising from financing activities:  
 
For the year ended 31 December 2017: 
 

Debt 
financing

Dividends 
payable

Other liabilities
Derivative financial 

liabilities
(Notes 24, 26)

Total

Balance as at 31 December 2016 2,013            6                   19                                106                             2,144            

Cash-flows changes: (22)                (1,530)          (72)                              12                                (1,612)          
    Proceeds from debt finance 1,262            - - 44                                1,306            
    Repayments of debt finance (1,159)          - - (32)                              (1,191)          
    Net repayments of other financing activities -                - (72) - (72)                
    Dividends paid -                (1,530) - - (1,530)          
    Interest paid (125)             - - -                               (125)             
Foreign exchange (gain)/loss -                (20) - 15                                (5)                  
Interest accrued 127               - - -                               127               
Other finance costs 17                 - - -                               17                 
Other equity related changes (42)                1,550 53 -                               1,561            
Changes in fair value (Note 7) -                - - 24                                24                 

Balance as at 31 December 2017 2,093            6                   -                               157                             2,256             
 
For the year ended 31 December 2018: 
 

Debt 
financing

Dividends 
payable

Derivative financial 
liabilities

(Notes 24, 26)
Total

Balance as at 31 December 2017 2,093            6                   157                             2,256                          

Cash-flows changes: (658)             (1,971)          (12)                              (2,641)                         
    Repayments of debt finance (572)             - (12) (584)
    Dividends paid - (1,971) - (1,971)
    Interest paid (86)                - - (86)
Foreign exchange gain -                (6) - (6)
Interest accrued 74                 - - 74
Other finance costs 22                 - - 22
Other equity related changes (76)                1,977 3 1,904
Changes in fair value and gain on disposal of 
financial instruments (Note 7) -                - (63) (63)

Balance as at 31 December 2018 1,455            6                   85                                1,546                           
 
Bonds issued 
 
In April 2016, the Group issued US$ 200 million senior unsecured guaranteed convertible bonds maturing in 2021. The 
conversion rights may be exercised at any time on or after 9 June 2016. The initial conversion price was set at US$ 13.80 
per GDR. If the conversion rights are exercised, it is at the Group’s discretion to determine whether to convert bonds into 
GDRs or to pay a cash amount as defined in the terms of the issue. This settlement option causes the conversion feature 
of the bond to be classified separately and measured at fair value through profit and loss, while the host liability is 
accounted for at amortised cost using market interest rate of 5.1% per annum at the date of the issue. The bonds bear 
an interest rate of 0.5% per annum, which is payable semi-annually in April and October each year, beginning in 
October 2016. Holders of the bonds have an option to require an early redemption of their bonds on 29 April 2019 at the 
principal amount plus accrued interest. The Group also has an option for early redemption, exercisable starting from 
20 May 2019 provided the value of the GDRs deliverable on conversion of the bonds exceeds 130 per cent of the principal 
amount of the bonds for a specified period of time. The proceeds from the bonds’ issuance were mainly used for general 
corporate purposes. During 2018 some of holders of the bonds exercised their conversion rights. As a result, as at 
31 December 2018 US$ 103 million of bonds at nominal value were redeemed. 
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As at 31 December 2018, the value of conversion option of convertible bonds maturing in 2021 was US$ 50 million and 
was determined with reference to the quoted market price (level 2 of the fair value hierarchy) and included in other current 
liabilities (Note 24) (31 December 2017: US$ 109 million was included in other non-current liabilities; 31 December 2016: 
US$ 88 million was included in other current liabilities). 
 
In February 2017, the Group issued US$ 250 million senior unsecured guaranteed convertible zero-coupon bonds 
maturing in 2022. The conversion rights may be exercised at any time on or after 29 March 2017. The initial conversion 
price was set at US$ 20.33 per GDR. If the conversion rights are exercised, it is at the Group’s discretion to determine 
whether to convert bonds into GDRs or to pay a cash amount as defined in the terms of the issue. This settlement option 
causes the conversion feature of the bond to be classified separately and measured at fair value through profit and loss, 
whilst the host liability is accounted for at amortised cost using market interest rate at 3.9% per annum at the date of the 
issue. Holders of the bonds have an option to require an early redemption of their bonds on 16 February 2020 at the 
principal amount. The Group also has an option for early redemption, exercisable starting from 9 March 2020 provided 
the value of the GDRs deliverable on conversion of the bonds exceeds 130 per cent of the principal amount of the bonds 
for a specified period of time. The proceeds from the bonds’ issuance were mainly used for general corporate purposes. 
 
As at 31 December 2018, the value of the conversion option of convertible bonds maturing in 2022 was US$ 35 million 
and was determined with reference to the quoted market price (level 2 of the fair value hierarchy) and included in other 
non-current liabilities (Note 26) (31 December 2017: US$ 48 million). 
 
In February 2017, the Group issued US$ 500 million bonds denominated in US dollars maturing in 2021. These bonds 
bear an interest rate of 3.85% per annum, which is payable semi-annually in February and August each year, beginning in 
August 2017. The proceeds from the bonds’ issuance were used for general corporate purposes, including refinancing of 
debt that matured in 2018.  
 
Compliance with covenants 
 
A part of the Group’s debt financing is subject to certain covenants. These covenants imply financial and operating 
limitations relating mostly to PAO Severstal and its material subsidiaries.  
 
Among other things, these covenants with certain carve-outs and subject to material adverse effect where applicable, 
impose restrictions on encumbrances of the assets, mergers, acquisitions and reorganisation procedures, disposals of 
material assets, change of business, maintenance of property and insurance, payment of taxes and other claims as well 
as the incurrence of additional indebtedness. Financial covenants require compliance with certain financial ratios 
pursuant to the latest Group's consolidated financial statements. The Group complied with all debt covenants as at 
31 December 2018, 2017 and 2016. 
 
At the reporting date the Group had US$ 1,157 million (31 December 2017: US$ 1,072 million; 31 December 2016: 
US$ 675 million) of committed unused long-term сredit lines and overdraft facilities. 
 
24. Other current liabilities 
 

2018 2017 2016
Advances received 107                   161                   174                   
Amounts payable to employees 105                   120                   106                   
Derivative financial liabilities (Note 23) 50 - 106
Provisions 19                     21                     9                        
Retirement benefit liabilities (Note 25) 6 7 6
Finance lease liabilities 6                        - -
Deferred income - 23                     31                     
Other payables 30                     26                     25                     

323 358 457

31 December
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Provisions 
 
The total amount of the provisions is presented in the table below:  
 

2018 2017 2016
Tax and social security claims 16                     16                     8                        
Legal claim 3                        5 -
Other - - 1                        

19                     21                     9                        

31 December

 
 
These provisions represent management’s best estimate of the potential losses arising in these cases, calculated based 
on available information and appropriate assumptions used. The actual outcome of those cases is currently uncertain and 
might differ from the recorded provisions. 
 
The movements in the provisions were as follows: 
 

2018 2017 2016
Opening balance 21 9 9
Charge to the income statement 4 12 2
Usage of provisions (3) - -
Reclassified to liabilities related to assets
held for sale - - (3)
Translation to presentation currency (3) - 1
Closing balance 19                     21 9

Year ended 31 December

 
 
25. Retirement benefit liabilities 
 
The Group provides for its employees the following retirement benefits, which are actuarially calculated as defined benefit 
obligations: lump sums payable to employees on retirement, monthly pensions, jubilee benefits, invalidity and death lump 
sums, burial expenses compensation, healthcare benefits, life insurance and other benefits. 
 
The current portion of retirement benefit liabilities is included in caption ‘Other current liabilities’. The total amount of the 
retirement benefit liabilities is presented in the table below:  
 

2018 2017 2016
Current portion 6 7                        6                        
Non-current portion 56 78                     67                     
 62 85 73

31 December

 
 
The following assumptions were used to calculate the retirement benefit liabilities: 
 

2018 2017 2016
Discount rates:
    Russia 8.9% 7.6% 8.5%

Future rates of benefit increase:
    Russia 4.1% 4.3% 4.5%

31 December

 
 
The Group’s weighted average remaining life of the pensioners and employees, receiving the retirement benefits equaled 
to 16 years as at 31 December 2018 (31 December 2017: 17 years; 31 December 2016: 17 years). 
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During 2016, the Group ceased its contract with pension fund Stalfond, which represented a US$ 40 million pension 
liability of the Group. The Group held US$ 27 million of plan assets in Stalfond, which were transferred to personal 
accounts of current retirees to meet its pension obligation. Pension obligation to future retirees will be settled by the 
сharity fund Blago. 
 
The movements in the defined benefit obligation were as follows: 
 

2018 2017 2016
Opening balance 85  73  83  
Benefits paid (7) (8) (9) 
Interest cost 6  6  6  
Service cost* (Note 5) (1) 1  1  
Reclassified to liabilities related to assets 
held for sale

-  -  (2) 

Settlement with Stalfond retirees -  -  (28) 
Actuarial (gains)/losses** (6) 8  7  
Translation to presentation currency (15) 5  15  
Closing balance 62  85  73  

Year ended 31 December

**Actuarial (gains)/losses arise primarily from changes in financial assumptions.

*In the year ended 31 December 2018 service cost additionally included the effect of the retirement age 
increase in Russia.

 
 
The defined benefit obligations were wholly unfunded at the years ended 31 December 2018, 2017 and 2016. 
 
The movements in the plan assets were as follows: 
 

2018 2017 2016
Opening balance - -                    27                     
Benefits paid - -                    (2)                      
Return on assets - -                    1                        
Settlement with Stalfond retirees - -                    (28)
Translation to presentation currency - -                    2                        
Closing balance - - -                    

Year ended 31 December

 
 
The Group's best estimate of contributions expected to be paid to the plan in 2019 is US$ 6 million.  
 
The Group’s retirement benefit service costs are allocated and recognised in the income statement as part of ‘Cost of 
sales’ and ‘General and administrative expenses’ proportionally to related salary expenses. 
 
Interest cost and return on plan assets are recognised as part of ‘Finance costs’; actuarial (gains)/losses are recognised as 
a separate component in other comprehensive income. 
 
26. Other non-current liabilities 
 

2018 2017 2016
Finance lease liabilities 67                     -                    -                    
Decommissioning liabilities 62                     76                     76                     
Derivative financial liabilities (Note 23) 35 157 -
Amounts payable to employees 5                        5                        6                        
Deferred income 3                        7                        31                     
Other liabilities 4 -                    11

176                   245                   124                   

31 December
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Decommissioning liabilities 
 
The Group has environmental liabilities related to restoration of soil and other related works, which are due upon the 
closures of its mines and production facilities. These costs are expected to be incurred between 2023 – 2051. The present 
value of expected cash outflows was estimated using existing technology, and discounted using a real discount rate. These 
rates are as follows: 
 

Severstal Resources: 2018 2017 2016
Russia 4.1 - 5.3 2.8 - 5.6 3.3 - 4.7

Discount rates, %

 
 
The movements in the decommissioning liabilities were as follows: 
 

2018 2017 2016
Opening balance 76                     76 67
Change in assumptions (8) (9) (13)
Interest cost 6 5 7
Translation to presentation currency (12)                    4 15
Closing balance 62                     76 76

Year ended 31 December

 
 
The change in assumptions related to changes in the discount rate and re-scheduling of the decommissioning of Olcon in 
2018, Vorkutaugol in 2017 and 2016. 
 
Finance lease liabilities 
 

Less than 1 
year

1-5 years
More than 5 

years
Future minimum lease payments 6 23 63
Less interest - (2) (17)
Present value of minimum lease payments 6                        21 46

 
 
27. Shareholders’ equity  
 
Share Capital 
 
The Parent Company’s share capital consists of ordinary shares with a nominal value of RUB 0.01 each. The authorised 
share capital of Severstal as at 31 December 2018, 2017 and 2016 comprised 837,718,660 issued and fully paid shares. 
 
The nominal amount of initial share capital was converted into US dollars using exchange rates during the Soviet period, 
when the Government contributed the original capital funds to the enterprise. These capital funds were converted into 
ordinary shares on 24 September 1993 and sold by the Government at privatisation auctions.  
 
The total value of issued share capital presented in these consolidated financial statements as at 31 December 2018, 
2017 and 2016 comprised 837.7 million shares and amounted to US$ 2,753 million. 
 
All shares carry equal voting and distribution rights.  
 
Reconciliation between weighted average number of shares in issue and weighted average number of shares outstanding 
during the period (millions of shares):  
 

2018 2017 2016
Weighted average number of shares in issue 837.7 837.7 837.7
Weighted average number of treasury shares (20.6)                 (26.0)                 (27.1)                 
Weighted average number of shares outstanding during the 
period 817.1                 811.7                 810.6                 

Year ended 31 December
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Earnings per share 
 
In 2017 the Group issued US$ 250 million convertible bonds and in 2016 issued US$ 200 million convertible bonds 
(Note 23), which had an effect on earnings per share as demonstrated below: 
 

2018 2017 2016 
Profit for the period attributable to shareholders of PAO 
Severstal

2,051                1,356                1,621                

Adjustments related to convertible bonds, net of tax 46                     22 53

Adjusted profit for the period attributable to shareholders of 
PAO Severstal

2,097                1,378                1,674                

Basic weighted average number of shares outstanding 
during the period (millions of shares) 

817.1                811.7                810.6                

Effect on conversion of convertible bonds (millions of shares) 30.6                  30.4                  14.5                  

Diluted/adjusted weighted average number of shares 
outstanding during the period (millions of shares)

847.7 842.1                825.1                

Basic earnings per share (US dollars) 2.51 1.67 2.00

Diluted/adjusted earnings per share (US dollars) 2.47 1.64 2.03

Year ended 31 December

 
 
Capital management 
 
The Group’s policy is to maintain a strong capital base so as to maintain investor, creditor and market confidence and to 
sustain future development of the business. This policy includes compliance with certain externally imposed minimum 
capital requirements. The Group’s management constantly monitors profitability and leverage ratios and compliance with 
the minimum capital requirements. The Group also monitors closely the return on capital employed ratio which is defined 
as profit before financing and taxation for the last twelve months divided by capital employed and the leverage ratio 
calculated as net debt, comprising of long-term and short-term indebtedness less cash, cash equivalents and short-term 
bank deposits, divided by shareholder’s equity. The level of dividends is also monitored by the Board of Directors of the 
Group. 
 
There were no changes in the Group’s approach to capital management during the year. 
 
Dividends 
 
The maximum dividend payable is restricted to the total accumulated retained earnings of the Parent Company 
determined according to Russian law. 
 
On 24 June 2016, the Meeting of Shareholders approved an annual dividend of RUB 20.27 (US$ 0.32 as at 24 June 2016 
exchange rate) per share and per GDR for the year ended 31 December 2015 and an interim dividend of RUB 8.25 
(US$ 0.13 as at 24 June 2016 exchange rate) per share and per GDR for the first quarter of the year ended 
31 December 2016. 
 
On 2 September 2016, an Extraordinary Meeting of Shareholders approved an interim dividend of RUB 19.66 (US$ 0.30 
as at 2 September 2016 exchange rate) per share and per GDR for the first six months of the year ended 
31 December 2016. 
 
On 2 December 2016, an Extraordinary Meeting of Shareholders approved an interim dividend of RUB 24.96 (US$ 0.39 
as at 2 December 2016 exchange rate) per share and per GDR for the nine months of the year ended 31 December 2016. 
 
On 9 June 2017, the Meeting of Shareholders approved an annual dividend of RUB 27.73 (US$ 0.49 at 9 June 2017 
exchange rate) per share and per GDR for the year ended 31 December 2016 and an interim dividend of RUB 24.44 
(US$ 0.43 at 9 June 2017 exchange rate) per share and per GDR for the first quarter of the year ended 31 December 2017. 
 
On 15 September 2017, an Extraordinary Meeting of Shareholders approved an interim dividend of RUB 22.28 (US$ 0.39 
at 15 September 2017 exchange rate) per share and per GDR for the first six months of the year ended 31 December 2017. 
 
On 24 November 2017, an Extraordinary Meeting of Shareholders approved an interim dividend of RUB 35.61 (US$ 0.61 
at 24 November 2017 exchange rate) per share and per GDR for the first nine months of the year ended 
31 December 2017.  
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On 8 June 2018, the Meeting of Shareholders approved an annual dividend of RUB 27.72 (US$ 0.45 at 8 June 2018 
exchange rate) per share and per GDR for the year ended 31 December 2017 and an interim dividend of RUB 38.32 
(US$ 0.62 at 8 June 2018 exchange rate) per share and per GDR for the first quarter of the year ended 31 December 2018. 
 
On 14 September 2018, an Extraordinary Meeting of Shareholders approved an interim dividend of RUB 45.94 (US$ 0.67 
at 14 September 2018 exchange rate) per share and per GDR for the first six months of the year ended 31 December 2018. 
 
On 23 November 2018, an Extraordinary Meeting of Shareholders approved an interim dividend of RUB 44.39 (US$ 0.68 
at 23 November 2018 exchange rate) per share and per GDR for the first nine months of the year ended 
31 December 2018. 
 
28. Assets held for sale 
 
Redaelli Tecna S.p.A. 
 
The Group’s assets held for sale represent Redaelli Tecna S.p.A., the Group’s subsidiary, that was classified as held for sale 
as at 31 December 2016. 
  
The major classes of assets and liabilities of Redaelli Tecna S.p.A. measured at the lower of carrying amount and fair value 
less costs to sell determined based on price offer available as at 31 December 2016. 
  
The loss on remeasurement of Redaelli Tecna S.p.A. to fair value less costs to sell recognised in 2016 was allocated as 
follows: US$ 5 million to property, plant and equipment and US$ 25 million to goodwill.  
 
The major classes of assets and liabilities of Redaelli Tecna S.p.A. measured at the lower of carrying amount and fair value 
less costs to sell as at 31 December 2018, 2017 and 2016 were as follows: 
 

2018 2017 2016
Current assets:
Cash and cash equivalents - - 1
Trade accounts receivable - - 23
Inventories - - 21
Income tax receivable - - 2
Other current assets - - 4
Total current assets - - 51
Non-current assets:
Property, plant and equipment - - 31
Total non-current assets - - 31
Total assets - - 82
Current liabilities:
Trade accounts payable - - 12
Short-term debt finance - - 2
Other taxes and social security payable - - 2
Other current liabilities - - 6
Total current liabilities - - 22
Non-current liabilities:
Long-term debt finance - - 8
Deferred tax liabilities - - 3
Retirement benefit liabilities - - 2
Other non-current liabilities - - 3
Total non-current liabilities - - 16
Total liabilities - - 38

31 December
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29. Subsidiaries, associates and joint ventures 
 

The following is a list of the Group’s significant subsidiaries, associates and joint ventures and the effective ownership 
holdings therein: 
 

Company 2018 2017 2016 Location Activity
Severstal Russian Steel segment:

Subsidiaries:
Severstal TPZ-Sheksna LLC 100.0% 100.0% 100.0% Russia Steel constructions
AO Severstal Steel Solutions 100.0% 100.0% 100.0% Russia Steel constructions
AO Severstal LPM Balakovo 100.0% 100.0% 100.0% Russia Iron & steel mill
SSM-Tyazhmash LLC n/a n/a 100.0% Russia Repairs & Construction
JSC Domnaremont 100.0% 100.0% 100.0% Russia Repairs & Construction
Severstal-Proekt LLC 100.0% 100.0% 100.0% Russia Repairs & Construction
Aircompany Severstal Ltd 100.0% 100.0% 100.0% Russia Air transport
Severstal Export GmbH 100.0% 100.0% 100.0% Switzerland 1 Steel sales
SIA Severstal Distribution 100.0% 100.0% 100.0% Latvia 1 Steel sales
AS Latvijas Metals 100.0% 100.0% 100.0% Latvia 1 Steel sales
Severstal Distribution Sp.z o.o 100.0% 100.0% 100.0% Poland 1 Steel sales
ZAO Severstal Distribution 100.0% 100.0% 100.0% Belarus 1 Steel sales
Severstal Distribution LLC 100.0% 100.0% 100.0% Ukraine 1 Steel sales
AO Neva-Metall 100.0% 100.0% 100.0% Russia Shipping operations
Upcroft Limited 100.0% 100.0% 100.0% Cyprus Holding company
Baracom Limited n/a n/a 100.0% Cyprus Holding company
CJSC Vtorchermet 85.6% 85.6% 85.6% Russia Processing scrap
JSC Arhangelski Vtormet 75.0% 75.0% 75.0% Russia Processing scrap
AO Severstal Distribution 100.0% 100.0% 100.0% Russia Metal sales
AO Izhora Pipe Mill 100.0% 100.0% 100.0% Russia Wide pipes
JSC Severstal-Metiz 100.0% 100.0% 100.0% Russia Steel machining
PJSC Dneprometiz n/a n/a 98.7% Ukraine Steel machining
Redaelli Tecna S.p.A. n/a n/a 100.0% Italy Steel machining
UniFence LLC 100.0% 100.0% 100.0% Russia Steel machining
Lybica Holding B.V. n/a n/a 100.0% The Netherlands Holding company
Lybica Capital B.V. n/a n/a 100.0% The Netherlands Holding company
Abigrove Limited 100.0% 100.0% 100.0% Cyprus Holding company

Associates:
АО Air Liquide Severstal 25.0% 25.0% 25.0% Russia Production of liquid oxygen
Iron Mineral Beneficiation Services 
(Proprietary) Ltd

50.0% 38.7% 33.2%
Republic of South 
Africa

Research & investing 

Joint ventures:
Rutgers Severtar LLC 34.7% 34.7% 34.7% Russia Production of vacuum pitch
Todlem S.L. 25.0% 25.0% 25.0% Spain Holding company
Severstal-Gonvarri-Kaluga LLC 50.0% 50.0% 50.0% Russia Iron & steel mill
Gestamp-Severstal-Kaluga LLC 25.0% 25.0% 25.0% Russia Production car body components
Gestamp Severstal Vsevolozhsk LLC 25.0% 25.0% 25.0% Russia Production car body components
WRS Towers LLC 24.5% n/a n/a Russia Engine and turbine production

Severstal Resources segment:

Subsidiaries:
AO Karelsky Okatysh 100.0% 100.0% 100.0% Russia Iron ore pellets
AO Olcon 100.0% 100.0% 100.0% Russia Iron ore concentrate
Severstal Liberia Iron Ore Ltd 100.0% 100.0% 100.0% Liberia Iron ore 
AO Vorkutaugol 100.0% 100.0% 100.0% Russia Coking coal concentrate
SPB-Giproshakht Limited 100.0% 100.0% 100.0% Russia Engineering
Mining Holding Company LLC 100.0% 100.0% 100.0% Russia Holding company
LLC Metal-group 2 0.0% 0.0% n/a Russia Iron ore
АО YaGOK 100.0% n/a n/a Russia Iron ore

1 – Severstal Russian Steel segment contains foreign trading companies, which sell products primarily produced in Russia.
2 – Note 29, Acquisition of rights.

31 December
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In addition, at the reporting date, a further 28 (31 December 2017: 29; 31 December 2016: 30) subsidiaries, associates 
and joint ventures, which are not material to the Group, either individually or in aggregate, have been included in these 
consolidated financial statements. 
 
Information on carrying amounts of associates and joint ventures is disclosed in Note 20 of these consolidated financial 
statements. 
 
Disposal of subsidiary (other than discontinued operation) 
 
PBS Coals Ltd 
 
In September 2016, the Group received a final instalment of contingent consideration for PBS Coals Ltd of US$ 3 million 
after final settlement with the purchaser. 
 
Redaelli Tecna S.p.A. 
 
In April 2017, the Group sold its 100% stake in Redaelli Tecna S.p.A. to a third party for consideration of EUR 37 million 
(US$ 40 million, at the transaction date exchange rate). 
 
The loss on the disposal of US$ 43 million was recognised in these consolidated financial statements as part of net other 
non-operating expenses and mostly comprised Redaelli Tecna S.p.A.’s accumulated foreign exchange translation reserves 
as at the disposal date. 
 
PJSC Dneprometiz 
 
In October 2017, the Group sold its 98.7% stake in PJSC Dneprometiz to a third party for a total consideration of 
US$ 10 million. 
 
The loss on the disposal of US$ 29 million was recognised in these consolidated financial statements as part of net other 
non-operating expenses and mostly comprised Dneprometiz’s accumulated foreign exchange translation reserves as at 
the disposal date. 
 
A summary of assets and liabilities disposed during 2018, 2017 and 2016 is presented below:  
 

2018 2017 2016

Cash and cash equivalents - (4) -
Trade accounts receivable - (4) -
Inventories - (4) -
Other current assets - (3) -
Property, plant and equipment - (3) -
Long-term financial investments - (1) -
Other non-current assets - (1) -
Assets held for sale - (89) -
Trade accounts payable - 5 -
Other current liabilities - 1 -
Liabilities related to assets held for sale - 44 -
Net identifiable assets - (59) -

Translation to presentation currency 
- foreign operations*

- (61) 49

Consideration in cash - 50 3
Selling costs paid in cash - (2) -

Net (loss)/gain on disposal  (Note 10) - (72) 52
Less cash of disposed entity - (6) -
Net change in cash and cash equivalents - 42 3

Year ended 31 December

 
* These amounts included foreign exchange translation reserves of disposed foreign subsidiaries reclassified to profit or loss from other 
comprehensive (loss)/income. 
  



101
Severstal

Annual Report 2018

StRAtegic RepoRt coRpoRAte goveRnAnce FinAnciAl StAtementS Appendix

PAO Severstal and subsidiaries 
 

Notes to the consolidated financial statements  
for the years ended 31 December 2018, 2017 and 2016 

(Amounts expressed in millions of US dollars, except as otherwise stated) 

46 
 

Acquisitions of rights 
 
In July 2017, the Group acquired rights from a third party to claim debt obligations of LLC Metal-group for a total 
consideration of 6 billion roubles (US$ 101 million at the transaction date exchange rate). Debt obligations were secured 
by 100% of LLC Metal–group’s participation rights and property. 
  
In November 2017, the Group obtained the ability to exercise its legal rights arisen from acquired rights to claim debt 
obligations to direct relevant activities of LLC Metal-group and consequently consolidated LLC Metal-group’s net assets. 
As a result, a gain from a bargain purchase of US$ 135 million was recognised in the consolidated income statement. 
 
The gain represented the difference between LLC Metal-group’s amounts of identifiable net assets of US$ 236 million, 
excluding loan payable which was eliminated on consolidation as an intercompany balance, over which the Group 
obtained control, and consideration paid of US$ 101 million on acquisition of rights for loans, accrued interest and 
penalties amounted of US$ 344.9 million (19.9 billion roubles at 31 December 2017 exchange rate). 
 
LLC Metal-group is a mining company based in Russian Federation, which owns and operates iron ore deposits. LLC Metal-
group revenue and net loss from the beginning of the period to the consolidation date comprised US$ 33 million and 
US$ 10 million, respectively. The revenue and net loss since the consolidation date included in the Group’s profit for the 
year ended 31 December 2017 amounted to US$ 4 million and US$ 6 million, respectively. 
 
A summary of identifiable assets and liabilities of investee is presented below: 
 

2018 2017 2016

Cash and cash equivalents - 1 -
Trade accounts receivable - 2 -
VAT recoverable - 1 -
Inventories - 5 -
Other current assets - 3 -
Property, plant and equipment - 255 -
Trade accounts payable - (1) -
Other taxes and social security payable - (2) -
Other current liabilities - (6) -
Deferred tax liabilities - (22) -
Net identifiable assets and liabilities acquired - 236 -

Consideration in cash - (101) -
Gain from a bargain purchase - 135 -
Net change in cash and cash equivalents - (100) -

Year ended 31 December

 
 
In November 2018, the Group completed the purchase price allocation of the mining company with no effect on these 
consolidated financial statements. 
 
30. Segment information 
 
The following is an analysis of the Group’s total assets and liabilities by segments: 
 

Severstal Inter -
Severstal Russian segment Conso-
Resources Steel balances lidated

Balances as at 31 December 2018
Total assets 3,055  5,688  (2,869) 5,874  
Total liabilities 780  3,193  (978) 2,995  

Balances as at 31 December 2017
Total assets 3,755  7,342  (3,888) 7,209  
Total liabilities 1,094  4,770  (2,053) 3,811  

Balances as at 31 December 2016
Total assets 3,891  7,620  (5,028) 6,483  
Total liabilities 1,202  3,769  (1,529) 3,442  
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The following is an analysis of the Group’s revenue and a reconciliation of profit from operations to EBITDA by segments: 
 
Twelve months ended 31 December 2018: 
 

Severstal Inter - 
Severstal Russian segment Conso-
Resources Steel transactions lidated

Revenue 1,908  7,803  (1,131) 8,580  
Profit from operations 872  1,877  (42) 2,707  
Adjustments to reconcile profit from operations to EBITDA:
       Depreciation and amortisation of productive assets 137  268  -  405  
       Loss on disposal of property, plant and 
      equipment and intangible assets

7  16  -  23  

       Share of associates' and joint ventures' 
      depreciation and amortisation and non-
      operating (income)/expenses

-  6  1  7  

EBITDA 1,016  2,167  (41) 3,142  

Additional information:
  capital expenditures 301  509  -  810  
  intersegment revenue 1,061  70  (1,131) -   
 
Twelve months ended 31 December 2017: 
 

Severstal Inter - 
Severstal Russian segment Conso-
Resources Steel transactions lidated

Revenue 1,727  7,182  (1,061) 7,848  
Profit from operations 677  1,482  3  2,162  
Adjustments to reconcile profit from operations to EBITDA:
       Depreciation and amortisation of productive assets 134  268  1  403  
       Loss on disposal of property, plant and 
      equipment and intangible assets

1  2  -  3  

       Share of associates' and joint ventures' 
      depreciation and amortisation and non-
      operating (income)/expenses

-  9  -  9  

EBITDA 812  1,761  4  2,577  

Additional information:
  capital expenditures 250  331  -  581  
  intersegment revenue 995  66  (1,061) -   
 
Twelve months ended 31 December 2016: 
 

Severstal Inter - 
Severstal Russian segment Conso-
Resources Steel transactions lidated

Revenue 1,154  5,426  (664) 5,916  
Profit from operations 235  1,311  (29) 1,517  
Adjustments to reconcile profit from operations to EBITDA:
       Depreciation and amortisation of productive assets 115  227  -  342  
       Loss on disposal of property, plant and 
      equipment and intangible assets

47  5  -  52  

EBITDA 397  1,543  (29) 1,911  

Additional information:
  capital expenditures 229  321  -  550  
  intersegment revenue 609  55  (664) -  
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The following is a summary of non-current assets other than financial instruments, investments in associates and joint 
ventures and deferred tax assets by location: 
 

2018 2017 2016
Russian Federation 3,672                3,928                3,334                
Europe and CIS 13                     15                     22                     

3,685                3,943 3,356

31 December

 
 
In Europe and CIS the locations are primarily represented by the following countries:  
 

 31 December 2018: Latvia and Poland; 
 31 December 2017: Latvia and Poland; 
 31 December 2016: Latvia, Ukraine and Poland. 

 
31. Financial instruments 
 
The Group’s risk management policies are established to identify and analyse the risks faced by the Group, to set 
appropriate risk limits and controls, and to monitor risks and adherence to limits. Risk management policies and systems 
are reviewed regularly to reflect changes in market conditions and the Group’s activities. 
 
The Group’s Board of Directors oversees how management monitors compliance with the Group’s risk management 
policies and procedures. The Group’s Audit Committee reviews the adequacy of the risk management framework in 
relation to the risks faced by the Group on a quarterly basis.  
 
Exposure to credit, liquidity, interest rate and currency risk arises in the normal course of the Group's business. The 
Severstal Resources segment of the Group has not used derivative financial instruments to reduce exposure to fluctuations 
in foreign exchange rates and interest rates. If required, the Severstal Russian Steel segment uses derivatives to hedge 
their interest rates and foreign exchange rate exposures. 
 
Management believes that the fair value of its financial assets and liabilities approximates their carrying amounts except 
for the following borrowings: 
 

Market value Book value Difference
Eurobonds 2021 489 503 (14)
Eurobonds 2022 653 635 18
Convertible bonds 2021 142 136 6
Convertible bonds 2022 249 255 (6)

1,533 1,529 4

Market value Book value Difference
Eurobonds 2018 558 555 3
Eurobonds 2021 512 503 9
Eurobonds 2022 704 635 69
Convertible bonds 2021 288 279 9
Convertible bonds 2022 267 257 10

2,329 2,229 100

Market value Book value Difference
Eurobonds 2017 615 602 13
Eurobonds 2018 558 555 3
Eurobonds 2022 676 634 42
Convertible bonds 2017 48 43 5
Convertible bonds 2021 254 249 5

2,151 2,083 68

31 December 2018

31 December 2016

31 December 2017

 
 
The above amounts include accrued interest. The market value of the Group’s bonds was determined based on London 
Stock Exchange quotations.   
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Credit risk 
 
The maximum exposure to credit risk is represented by the carrying amount of each financial asset in the consolidated 
statement of financial position and guarantees (Note 32e).  
 
Part of the Group’s sales are made on terms of letters of credit. In addition, the Group requires prepayments from certain 
customers. The Group also holds bank and other guarantees provided as a collateral for certain financial assets. The 
amount of collateral held does not fully cover the Group’s exposure to credit risk. 
 
The Group allocates each exposure to a credit risk based on data that is determined to be predictive of the risk of loss 
(including but not limited to external ratings, audited financial statements, and available press information about 
customers) and applying experienced credit judgement.   
 
Expected credit loss rate is calculated for accounts receivable based on delinquency status and actual credit loss 
experience over the past three years. 
 
The Group has developed policies and procedures for the management of credit exposure, including the establishment of 
a credit committee that actively monitors credit risk.  
 
Additionally, in order to minimise credit risk of the counterparty banks, the analysis is carried out in respect of banks 
financial stability, and a quarterly review of the risks limits for banks with subsequent following the Group’s operations 
within those established limits. 
 
The maximum exposure to credit risk for financial instruments, including accounts receivable from related parties, was: 
 

2018 2017 2016
Loans and receivables 621 663 571
Cash and cash equivalents 228                   1,031                1,154                
Financial assets at FVTOCI 3 205 205

852                   1,899                1,930                

31 December

 
 
The maximum exposure to credit risk for trade receivables, including trade receivables from related parties by geographic 
region, was: 
 

2018 2017 2016
Russian Federation 363  388  340  
Europe 136  155  86  
The Middle East 29  26  40  
China and Central Asia 17  -  -  
CIS 13  17  12  
Africa 12  11  21  
Central and South America 1  1  4  
North America -  14  3  

571  612   506  

31 December

 
 
The maximum exposure to credit risk for trade receivables, including trade receivables from related parties by type of 
customer, was: 
 

2018 2017 2016
Industrial consumers 347                   391                   361                   
Wholesale customers 183                   195                   120                   
Retail customers 3                        1                        1                        
Other customers 38                     25                     24                     

571                   612 506

31 December
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Concentration of credit risk 
 
2018 
 
The Group has a concentration of cash and short-term bank deposits with Sberbank of Russia and PJSC Bank VTB as at 
31 December 2018 of US$ 91 million, US$ 68 million, respectively. 
 
2017 
 
The Group has a concentration of cash and short-term bank deposits with Sberbank of Russia of US$ 907 million at 
31 December 2017. 
 
2016  
 
The Group has a concentration of cash and short-term bank deposits with Sberbank of Russia and PJSC Bank VTB of 
US$ 714 million and US$ 316 million, respectively at 31 December 2016. 
 
Impairment losses 
 
The ageing of trade receivables, including trade receivables from related parties, was: 
 

Gross Impairment Gross Impairment Gross Impairment
Not past due 532  -  605  (37) 516  (38) 
Past due less than 30 days 35  -  27  -  19  -  
Past due 31-90 days 4  (1) 13  (1) 10  (1) 
Past due 91-180 days 2  (1) 2  (1) 2  (2) 
Past due 181-365 days 39  (39) 5  (1) 4  (4) 
More than one year 29  (29) 41  (41) 37  (37) 

641  (70) 693  (81) 588  (82) 

31 December
2017 20162018

 
 
The movement in allowance for impairment in respect of trade receivables, including trade receivables from related 
parties, during the years was as follows: 
 

2018 2017 2016
Opening balance (81) (82) (72)
Impairment loss recognised (4) (5) (19)
Impairment loss reversed 8 8 16
Reclassified to assets held for sale - - 2
Translation to presentation currency 7 (2) (9)
Closing balance (70) (81) (82)

Year ended 31 December

 
 
The allowance account in respect of trade receivables, including trade receivables from related parties, is used to record 
impairment losses unless the Group is satisfied that no recovery of the amount owing is possible; at that point the amount 
is considered irrecoverable and is written off against the financial asset directly.  
 
The allowance for doubtful debts contains primarily individually impaired trade receivables from debtors placed under 
liquidation or companies which are in breach of contract terms. 
 
Liquidity risk 
 
Liquidity risk arises when the Group encounters difficulties to meet commitments associated with liabilities and other 
settlements. 
 
The Group manages liquidity risk with the objective of ensuring that funds will be available at all times to honour all cash 
obligations as they become due, by continuously monitoring forecast and actual cash flows and matching the maturity 
profiles of financial assets and liabilities. 
 
The Group also maintains committed credit lines and overdraft facilities that can be drawn down to meet both short-term 
and long-term financing needs. This enables the Group to maintain an appropriate level of liquidity and financial capacity 
and to minimise borrowing costs and achieve an optimal debt profile.  
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The following are the contractual maturities of financial liabilities, including estimated interest payments and excluding 
the impact of netting agreements: 
 
31 December 2018

Carrying 
amount

Contractual 
cash flows

less than 1 
year

1-2 years 2-5 years
More than 

5 years
Non-derivative 
financial liabilities
Debt finance 1,455 (1,692) (162) (307) (1,223) -
Trade and other payables 600 (600) (600) - - -
Finance lease liabilities 73 (69) (6) (6) (14) (43)

2,128 (2,361) (768) (313) (1,237) (43)

31 December 2017
Carrying 
amount

Contractual 
cash flows

less than 1 
year

1-2 years 2-5 years
More than 

5 years
Non-derivative 
financial liabilities
Debt finance 2,093 (2,425) (634) (59) (1,731) (1)
Trade and other payables 592 (592) (592) - - -

2,685 (3,017) (1,226) (59) (1,731) (1)

31 December 2016
Carrying 
amount

Contractual 
cash flows

less than 1 
year

1-2 years 2-5 years
More than 

5 years
Non-derivative 
financial liabilities
Debt finance 2,013 (2,334) (754) (599) (315) (666)
Trade and other payables 524 (524) (524) - - -

2,537 (2,858) (1,278) (599) (315) (666)
 

 
As at 31 December 2018, 2017 and 2016, the Group had no significant bank financing. 
 
Covenant compliance risk 
 
The Group actively monitors compliance with all debt covenants. In case of the risk of default, the Group uses its best 
effort to avoid or remedy (as the case may be) relevant default and seeks to approach the lenders as soon as possible in 
order to amend the respective facility agreement or waive a possible default, as the case may be (Note 23). 
 
Currency risk 
 
Currency risk arises when a Group entity enters into transactions and balances denominated in a currency other than its 
functional currency. The Group has assets and liabilities denominated in several foreign currencies. Foreign currency risk 
arises when the actual or forecasted assets in a foreign currency are either greater or less than the liabilities in that 
currency. 
 
In order to reduce sensitivity to currency risk the Group matches incoming and outgoing cash flows in the same currency 
such as sales proceeds and debt service. 
  



107
Severstal

Annual Report 2018

StRAtegic RepoRt coRpoRAte goveRnAnce FinAnciAl StAtementS Appendix

PAO Severstal and subsidiaries 
 

Notes to the consolidated financial statements  
for the years ended 31 December 2018, 2017 and 2016 

(Amounts expressed in millions of US dollars, except as otherwise stated) 

52 
 

The Group’s exposure to foreign currency risk was as follows: 
 

Euro USD
Cash and cash equivalents 146 10
Loans and receivables 851 523
Debt finance (500) (1,934)
Trade and other payables (209) (41)
Derivative financial liabilities - (85)
Net exposure 288 (1,527)

31 December 2018

 
 

Euro USD
Financial assets at FVTOCI 4 198
Cash and cash equivalents 12 966
Loans and receivables 342 1,127
Debt finance (124) (2,942)
Trade and other payables (123) (212)
Derivative financial liabilities - (157)
Net exposure 111 (1,020)

31 December 2017

 
 

Euro USD
Financial assets at FVTOCI - 191
Cash and cash equivalents 34 875
Loans and receivables 1,396 287
Debt finance (1,969) (2,324)
Trade and other payables (96) (166)
Derivative financial liabilities - 155
Net exposure (635) (982)

31 December 2016

 
 
Sensitivity analysis 
 
A 10 percent strengthening of the following currencies against the functional currency as at 31 December 2018 would 
have increased/(decreased) profit and equity by the amounts shown below.  
 
This analysis assumes that all other variables, in particular interest rates, remain constant and no translation difference 
into the presentation currency is included. The analysis is performed on the same basis for 2017 and 2016.  
 

2018 2017 2016
Net profit
Euro 26 9 (25)
USD (121) (79) (79)

Year ended 31 December

 
 
A 10 percent weakening of these currencies against the functional currency as at 31 December 2018 would have had the 
equal but opposite effect to the amounts shown above, on the basis that all other variables remain constant. 
 
Commodity price risk 
 
Commodity price risk is a risk arising from possible changes in price of raw materials and metal products, and it has impact 
on the Group’s operational results. 
 
The Group has a high degree of vertical integration which allows it to control and effectively manage the entire production 
process: from mining of raw materials to production, processing and distribution of metal products. This reduces the 
Group's exposure to commodity price risk. 
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Interest rate risk 
 
Group’s public debt has fixed rate. The variable rate instruments have a fixed spread over LIBOR, EURIBOR and MOSPRIME 
for the duration of each contract. 
 
The Group’s interest-bearing financial instruments at variable rates were: 
 

2018 2017 2016

Variable rate instruments
Financial assets - 5 6
Financial liabilities (7) (13) (12)

(7) (8) (6)

31 December

 
 
Other Group's interest-bearing financial instruments are at fixed rate. 
 
Fair value sensitivity analysis for fixed rate instruments 
 
The Group does not account for any fixed rate financial assets and liabilities at fair value through profit or loss. Therefore 
a change in interest rates would not affect profit or loss. 
 
Cash flow sensitivity analysis for variable rate instruments 
 
A change of 100 basis points in interest rates would not have significant effect on profit and equity. This analysis assumes 
that all other variables, in particular foreign currency rates, remain constant. The analysis is performed on the same basis 
for 2017 and 2016. 
 
Fair value hierarchy 
 
The table below analyses financial instruments carried at fair value by valuation method. The levels in the fair value 
hierarchy into which the fair value measurements are categorised were disclosed in accordance with IFRS. 
 

Level 1 Level 2 Level 3 Total
Balance as at 31 December 2018 - (85) 3 (82)
Financial assets at FVTOCI - - 3                        3                        
Derivative financial liabilities (Note 23) - (85) - (85)
Balance as at 31 December 2017 202 (157) 3 48
Financial assets at FVTOCI 202 - 3                        205                   
Derivative financial liabilities (Note 23) - (157) - (157)                  
Balance as at 31 December 2016 202 (106) 3 99
Financial assets at FVTOCI 202 - 3 205
Derivative financial liabilities - (106) - (106)

 
 
Financial assets at fair value through other comprehensive income presented in Level 1 included mainly bonds quoted on 
an active market. 
 
The description of the levels is presented below:  
 
Level 1 - quoted prices in active markets for identical assets or liabilities; 
Level 2 - inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either 
directly or indirectly; 
Level 3 – inputs for the asset or liability that are not based on observable market data. 
 
32. Commitments and contingencies 
 
a. For litigation, tax and other liabilities 
 
The taxation system and regulatory environment of the Russian Federation are characterised by numerous taxes and 
frequently changing legislation, which is often unclear, contradictory and subject to varying interpretations between the 
differing regulatory authorities and jurisdictions, who are empowered to impose significant fines, penalties and interest 
charges. Events during recent years suggest that the regulatory authorities within this country are adopting a more 
assertive stance regarding the interpretation and enforcement of legislation. This situation creates substantial tax and 
regulatory risks. In addition, a number of new laws introducing changes to Russian tax legislation were adopted in the 
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Notes to the consolidated financial statements  
for the years ended 31 December 2018, 2017 and 2016 

(Amounts expressed in millions of US dollars, except as otherwise stated) 

54 
 

fourth quarter of 2014 and were effective from 1 January 2015. In particular, those changes are aimed at regulating 
transactions with foreign companies and their activities, including the withholding of dividends tax, which may potentially 
impact the Group’s tax position and create additional tax risks going forward. At the reporting date the amounts of the 
actual and potential contingent claims for taxes, fines and penalties made by the Russian tax authorities to certain 
Group’s entities amounted to approximately US$ 1 million (31 December 2017: US$ 2 million, 31 December 2016: 
US$ 400 million) and management believes it made adequate provisions for other probable tax claims. Management 
does not agree with the tax authorities’ claims and believes that the Group has complied in all material respects with all 
existing, relevant legislation. Management is unable to assess the ultimate outcome of the claims and the outflow of 
financial resources to settle such claims, if any. 
 
In 2015 a claw-back claim had been made by Lucchini S.p.A’s (‘Lucchini’) extraordinary commissioner against the Group’s 
subsidiary amounting to approximately US$ 142 million. 
 
The bankruptcy claw-back action is a remedy offered by the Italian Bankruptcy Act to allow commissioners to declare 
ineffective, vis-à-vis all creditors of a bankrupt company, certain payments and transactions executed in the period 
preceding the insolvency declaration that altered the equal treatment of all the unsecured creditors of an insolvent debtor. 
Lucchini was previously the Group’s subsidiary and was deconsolidated in 2011 and currently is under the bankruptcy 
procedure. This claim relates to cash received by the Group’s subsidiary for supplies of raw materials to Lucchini primarily 
during the period when Lucchini was already not part of the Group.   
 
The judge of the first instance court reduced the amount of the claw-back claim in its decision of 25 May 2018 to 
US$ 86 million (31 December 2017: US$ 142 million, 31 December 2016: US$ 142 million). Management did not agree 
both with this claim and the judgement of the first instance court and appealed against the court decision on 
18 July 2018. The hearing is scheduled on 28 April 2020. The Group and its legal advisors believe that there are strong 
grounds in support of the Group’s position, however, the group is unable to assess the ultimate outcome of the claim, 
including the outflow of the financial resources to settle the claim, if any, because it depends on multiple circumstances 
concerning the facts and the applicability and interpretation of the relevant statutes. In case the Group has to make any 
payment, the relevant amount paid will be included in Lucchini’s creditors’ list and will be settled in the course of the 
bankruptcy procedure. 
 
b. Long-term purchase contracts 
 
In the normal course of business group companies enter into long-term purchase contracts for raw materials. These 
contracts allow for periodic adjustments in prices dependent on prevailing market conditions. 
 
c. Capital commitments 
 
At the reporting date the Group had contractual capital commitments of US$ 247 million (31 December 2017: 
US$ 271 million; 31 December 2016: US$ 216 million). 
 
d. Insurance 
 
The Group has insured the major part of its property and equipment to compensate for expenses arising from accidents. 
In addition, certain Group’s entities have insurance for business interruption on various basis, from reimbursement of 
certain fixed costs to a gross profit reimbursement and/or insurance of a third-party liability in respect of property or 
environmental damage. The Group believes that, with respect to each of its production facilities, it maintains insurance 
at levels generally in line with the relevant local market standards. However, the Group does not have full insurance 
coverage. 
 
e. Guarantees 
 
At the reporting date the Group had US$ nil (31 December 2017: US$ nil; 31 December 2016: US$ 2 million) of guarantees 
issued, including guarantees issued for related parties, of US$ nil (31 December 2017: US$ nil; 31 December 2016: 
US$ 1 million). 
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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 indices in Russia. Additionally, Severstal is a solid constituent of MSCI 
Russia and FTSE Russia IOB at LSE.

Indexes
Index Weight*

RTS 1.61 % 

IMOEX 1.61 % 

MSCI Russia 1.88 % 

MSCI Russia 10/40 4.78 % 

FTSE Russia IOB 1.97 % 

Russian Depositary Index 2.10 % 

* as at 20 December 2018

Share price at MICEX in 2018, RUB
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Credit ratings
Standard&Poor’s Moody’s Fitch Ratings

PAO Severstal Credit Rating/Outlook BBB-/Stable Baa3/Positive BBB-/Stable

Date of Rating** 20 September 2016 29 January 2018 20 October 2016

** “Date of Rating” does not reflect subsequent confirmations

Dividends per share/GDR announced for the periods ended in 2018, RUB:

Q1 2018 38.32

Q2 2018 45.94 

Q3 2018 44.39 

Q4 2018 32.08
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2019 financial calendar

Q1 Operational results April 2019

Q1 IFRS financial results April 2019

Shareholders’ AGM June 2019

Q2 Operational results July 2019

Q2 IFRS financial results July 2019

Q3 Operational results October 2019

Q3 IFRS financial results October 2019

Capital Markets Day Oct-Nov 2019

ALTERNATIVE PERFORMANCE MEASURES (Amounts expressed in millions of US dollars, except as otherwise stated)

Year ended 31 December

2018 2017

EBITDA1 3,142 2,577

Free Cash Flow 1,601 1,393

1. The Group defines EBITDA as profit from operations plus depreciation and amortisation of productive assets (including the Group’s share in depreciation and amortisation of associates and joint ventures) 
adjusted for gain/(loss) on disposals of property, plant and equipment and intangible assets and for share in associates’ and joint ventures’ non-operating income/(expenses). EBITDA has limitations as an 
analytical tool, and investors should not consider it in isolation, or as a substitute for analysis of the Group’s operating results as reported under IFRS. 

EBITDA Reconciliation

Year ended 31 December

2018 2017

Profit from Operations 2,707 2,162

Add:

Depreciation and amortisation of productive assets 405 403

Loss on disposal of property, plant and equipment and intangible assets 23 3

Share of associates’ and joint-ventures’ depreciation and amortisation and non-operating (income)/expenses 7 9

EBITDA 3,142 2,577

Free Cash Flow reconciliation

Year ended 31 December

2018 2017

Net cash from operating activities 2,254 1,914

CAPEX (688) (591)

Other 35 70

Free cash flow 1,601 1,393

For more detailed information on divisional performance: export and domestic revenue by destination and by product, cost of sales 
structure, average selling price and selling volumes dynamics please refer to Severstal’s databook.

https://www.severstal.com/eng/ir/results_and_reports/financial_results


Appendix 

114
Severstal

Annual Report 2018

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

Vladimir Zaluzhsky 
Tel/Fax: +7 (495) 926 77 66 
Email: vladimir.zaluzhsky@severstal.com

Anastasia Mishanina 
Tel/Fax: +7 (495) 926 77 66 
Email: anastasia.mishanina@severstal.com

Investor Relations

Vladimir Zaluzhsky 
Tel/Fax: +7 (495) 926 77 66 
Email: vladimir.zaluzhsky@severstal.com

Evgeny Belov 
Tel/Fax: +7 (495) 926 77 66 
Email: evgenii.belov@severstal.com

Human Resources

Alexandr Chigarkov 
Tel: +7 (495) 926 77 61 
Email: alexander.chigarkov@severstal.com

Corporate Social Responsibility

Natalia Poppel 
Tel/Fax: +7 (495) 926 77 66 
Email: natalia.poppel@severstal.com

Auditor

JSC KPMG 
10, Presnenskaya Naberezhnaya, 
Block C, floor 31, Moscow, 123112, Russia 
Tel: +7 (495) 937 4477 
Fax: +7 (495) 937 4499

Contacts

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




