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Independent auditor’'s report

Translation of the original Russian version

To the Shareholders and Board of Directors of
public joint stock company Mechel

Opinion

We have audited the consolidated financial statements of public joint stock company Mechel and
its subsidiaries (the Group) for the year ended 31 December 2020, which comprise the
consolidated statement of profit (loss) and other comprehensive income, consolidated statement
of financial position, consolidated statement of changes in equity and consolidated statement of
cash flows, and notes to the consolidated financial statements, including a summary of
significant accounting policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all material
respects, the consolidated financial position of the Group as at 31 December 2020 and its
consolidated financial performance and its consolidated cash flows for the year then ended in
accordance with International Financial Reporting Standards (IFRSs).

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs).

Our responsibilities under those standards are further described in the Auditor’s responsibilities
for the audit of the consolidated financial statements section of our report. We are independent
of the Group in accordance with the International Ethics Standards Board for Accountants’
(IESBA) International Code of Ethics for Professional Accountants (including International
Independence Standards) (IESBA Code) together with the ethical requirements that are relevant
to our audit of the consolidated financial statements in the Russian Federation, and we have
fulfilled our other ethical responsibilities in accordance with these requirements and the

IESBA Code. We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

Material uncertainty related to going concern

We draw attention to Note 4 to the consolidated financial statements, which indicates that, as at
31 December 2020, the Group has significant debt that it does not have the ability to repay
without it refinancing or restructuring, and has not complied with certain covenants of its major
loan agreements with banks as at 31 December 2020. As stated in Note 4, these events or
conditions, along with other matters as set forth in Note 4 indicate that a material uncertainty
exists that may cast significant doubt on the Group's ability to continue as a going concern. Our
opinion is not modified in respect of this matter.
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Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most
significance in our audit of the consolidated financial statements of the current period. In
addition to the matter described in the Material uncertainty related to going concern section of
our report, we have determined the matters described below to be the key audit matters to be
communicated in our report. These matters were addressed in the context of our audit of the
consolidated financial statements as a whole, and in forming our opinion thereon, and we do not
provide a separate opinion on these matters. For each matter below, our description of how our
audit addressed the matter is provided in that context.

We have fulfilled the responsibilities described in the Auditor’s responsibilities for the audit of

the consolidated financial statements section of our report, including in relation to these matters.
Accordingly, our audit included the performance of procedures designed to respond to our
assessment of the risks of material misstatement of the consolidated financial statements.

The results of our audit procedures, including the procedures performed to address the matters
below, provide the basis for our audit opinion on the accompanying consolidated financial

statements.

Key audit matter

How our audit addressed the key audit matter

Impairment of goodwill and other non-current assets

As at 31 December 2020, the Group’s management
performed mandatory impairment test of cash-generating
units with allocated goodwill, and also tested cash-
generating units with plant and equipment and mineral
licenses with identified indications of impairment in
accordance with IAS 36, Impairment of Assets. As a result
of performed tests, the Group's management recognized
an impairment loss in respect of goodwill at Yakutugol and
other non-current assets. The Group disclosed information
on impairment tests and related impairment losses in
Note 17 to the consolidated financial statements.

We consider this a key audit matter for our audit of the
Group's consolidated financial statements due to
materiality of respective non-current assets balance and
high degree of subjectivity of assumptions used by the
Group's management in the impairment tests. Auditing
management’s recoverability assessment was complex
given the judgement and estimation uncertainty involved in
determining certain assumptions due to the combination of
highly volatile coal prices, ruble exchange rate fluctuations
and uncertainty over the future economic growth that may
negatively affect the Group's business prospects.

Key assumptions included discount rates, forecasts of coal
and steel product prices and sales volumes, terminal
growth rates and operating costs. The key assumptions are
forward looking, and subject to the inherent
unpredictability of future global economic and market
conditions which makes their determination particularly
subjective and judgemental. Reasonably possible changes
in the key assumptions could have affected the impairment
loss recognized by the Group as at 31 December 2020.
Management disclosed this information in Note 17 to

the consolidated financial statements.

We tested controls over completeness and correctness of
input data and over determination of key assumptions
used by management in impairment tests.

We considered management's analysis for identification
of impairment indicators. We focused our procedures on
the cash generating units with the significant carrying
values, those for which impairment was recognized in
prior periods and in the current year and those with the
lowest difference between the recoverable amount and
the carrying amount. Specifically, such cash generating
unit is represented by Yakutugol.

Our procedures in respect of the impairment tests
included, among others, analysis of key management's
assumptions, such as discount rates, forecasts of coal and
steel product prices and sales volumes, terminal growth
rates and operating costs as the recoverable amounts are
most sensitive to changes in these assumptions.

We analysed changes in assumptions from prior periods
and performed a comparison of assumptions with external
market data where applicable. We involved our internal
valuation specialists to assist us with these procedures.

We tested management’s sensitivity analyses, evaluating
whether a reasonably possible change in the key
assumptions could cause the carrying amount to exceed
the recoverable amount for the tested cash generating
units. We evaluated influence of coal prices decline and
potential uncertainty in timing of sale volumes recovery
due to the COVID-19 pandemic spread on the recoverable
amounts.

We compared management’s forecasts of prior periods to
actual results.

We assessed the adequacy of the disclosures related to
impairment tests in the consolidated financial statements.

4



Translation of the original Russian version

Key audit matter

How our audit addressed the key audit matter

Assessment of the Group'’s ability to utilize accumulated tax losses of the consolidated group of taxpayers

As stated in Note 19 to the consolidated financial
statements, a number of the Russian subsidiaries of the
Group are included in the consolidated group of taxpayers
under agreement that terminates on 1 January 2023.
Due to the fact that the consolidated group of taxpayers
has accumulated a significant tax loss since its
establishment, management performed a detailed
analysis to determine what portion of this accumulated
tax loss could be used by the Group to reduce income tax
in subsequent periods.

We consider this a key audit matter due to the materiality
of accumulated tax losses and their effect on deferred tax
liabilities and assets of the Group, as well as due to the
complex assessment process which is affected by
subjective judgments made by management of the Group
and a certain level of estimation uncertainty regarding
the likely timing and the amount of future taxable profits
to be generated to support the realization of the existing
deferred tax assets before expiration. Key assumptions
used by management included revenue and costs
forecasts (coal and steel product prices and sales
volumes, operating costs) that are affected by future
market or economic conditions.

Risks of improper revenue recognition

Revenue from contracts with customers is a
management’s and stakeholders’ focus area in terms of
evaluating previous and expected results of the Group.
Revenue per segments is disclosed in Note 26 to the
consolidated financial statements. We consider the risk of
material misstatement in revenue due to fraud at the
Group's trading components to be significant in respect of
the incorrect recognition of revenues in cases, when
control has not been transferred, and risks and rewards
have not passed to the customers, or when revenues are
recorded for sales that either did not occur, or did not
occur in the amounts recorded by management or when
at the signing of the contract it is known that cash
collection is not probable due to customer's solvency or
liquidity problems.

We tested internal controls implemented by management
over assessment of the deferred tax asset related to the
accumulated tax loss of the consolidated group of
taxpayers, including controls over completeness and
correctness of input data and determination of key
assumptions used by management.

We compared management's methodologies and key
assumptions with those used in non-current assets
impairment tests and going concern evaluation model,
as well as with the requirements of the tax legislation.
We also tested these assumptions for sensitivity to
reasonable possible changes and performed scenario
analysis including stress testing. Possible scenarios,
among others, included evaluation of uncertainty in
timing of sale volumes recovery due to the COVID-19
pandemic impact. We tested the completeness and
accuracy of the underlying data used in its projections.

Our procedures, among others, included comparison of
management’s forecasts of future taxable profits with the
budgets and forecasts used for non-current assets
impairment tests and with the actual results of the
consolidated group of taxpayers. We compared the
projections of future taxable income with the actual
results of prior periods, as well as evaluated
management’s consideration of current industry and
economic trends.

In addition, we involved our income tax professionals who
assisted us in assessing the Group's application of the
relevant tax requlations to the forecasted taxable income
of the consolidated group of taxpayers.

We assessed the adequacy of the disclosures related to
deferred income taxes on the accumulated tax losses of
the consolidated group of taxpayers in the consolidated
financial statements.

We obtained understanding of the revenue recognition
process and performed tests of relevant internal controls
at the Group components, including controls over
completeness and accuracy of data used to process sales
transactions through contracting with customers to
recording revenues.

We analyzed conditions of new significant contracts with
customers and changes in existing significant contracts
and considered the Group's approach to recognition of
respective revenues.

Our procedures, among others, included tests of the
revenues transactions on a sample basis recorded soon
before and after the year-end at the Group's components
level. We also evaluated responses to the inquiries of
sales personnel about the occurrence of non-standard
sales activities, including those related to the period near
year-end, and about the non-standard conditions in
contracts with customers.
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Key audit matter How our audit addressed the key audit matter

We consider this a key audit matter due to significance of =~ We performed tests of sales transactions at the level of
revenues from customers for the Group's performance trading components over the whole year. For the selected
assessment by the stakeholders, which might create samples, we obtained and tested evidence supporting the
pressure and incentives for the management to record recognized amounts.

revenues where control has not been transferred to the In addition, we tested a sample of manual journals to
customers or consideration for goods and services is revenue so as to identify unusual or irregular items.
unlikely to be received, or to misstate the amounts of .

Fevenues. We analyzed revenue fluctuations by months and types of

products and services, compared the Group’'s components
contract prices to the market price levels and
management budgets and performed the analysis of gross
margin fluctuations.

We performed analysis of customers profiles to evaluate
their financial performance and conditions, and compared
the results with the Groups’ management analysis.

We assessed the adequacy of the disclosures related to
revenue recognition in the consolidated financial
statements.

Other information included in the Group's annual report

Other information consists of the information included in the Group’s Annual Report on

Form 20-F, other than the consolidated financial statements and our auditor's report thereon.
Management is responsible for the other information. The Annual Report on Form 20-F is
expected to be made available to us after the date of this auditor’s report.

Our opinion on the consolidated financial statements does not cover the other information and
we will not express any form of assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read
the other information identified above when it becomes available and, in doing so, consider
whether the other information is materially inconsistent with the consolidated financial
statements or our knowledge obtained in the audit or otherwise appears to be materially
misstated.

Responsibilities of management and the Audit Committee for the consolidated financial
statements

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with IFRSs, and for such internal control as management determines is
necessary to enable the preparation of consolidated financial statements that are free from
material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the
Group's ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless management either intends to
liguidate the Group or to cease operations, or has no realistic alternative but to do so.

The Audit Committee is responsible for overseeing the Group's financial reporting process.
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Auditor’s responsibilities for the audit of the consolidated financial statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial
statements as a whole are free from material misstatement, whether due to fraud or error, and
to issue an auditor’s report that includes our opinion. Reasonable assurance is a high level of
assurance, but is not a guarantee that an audit conducted in accordance with ISAs will always
detect a material misstatement when it exists. Misstatements can arise from fraud or error and
are considered material if, individually or in the aggregate, they could reasonably be expected to
influence the economic decisions of users taken on the basis of these consolidated financial
statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

> Identify and assess the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error, design and perform audit procedures responsive
to those risks, and obtain audit evidence that is sufficient and appropriate to provide a
basis for our opinion. The risk of not detecting a material misstatement resulting from
fraud is higher than for one resulting from error, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations, or the override of internal control.

> Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Group’s internal control.

> Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.

> Conclude on the appropriateness of management'’s use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty
exists related to events or conditions that may cast significant doubt on the Group’s ability
to continue as a going concern. If we conclude that a material uncertainty exists, we are
required to draw attention in our auditor’s report to the related disclosures in the
consolidated financial statements or, if such disclosures are inadequate, to modify our
opinion. Our conclusions are based on the audit evidence obtained up to the date of our
auditor's report. However, future events or conditions may cause the Group to cease to
continue as a going concern.

> Evaluate the overall presentation, structure and content of the consolidated financial
statements, including the disclosures, and whether the consolidated financial statements
represent the underlying transactions and events in a manner that achieves fair
presentation.

> Obtain sufficient appropriate audit evidence regarding the financial information of the
entities or business activities within the Group to express an opinion on the consolidated
financial statements. We are responsible for the direction, supervision and performance of
the group audit. We remain solely responsible for our audit opinion.

We communicate with the Audit Committee regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.
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We also provide the Audit Committee with a statement that we have complied with relevant
ethical requirements regarding independence, and to communicate with them all relationships
and other matters that may reasonably be thought to bear on our independence, and where
applicable, actions taken to eliminate threats or safequards applied.

From the matters communicated with the Audit Committee, we determine those matters that
were of most significance in the audit of the consolidated financial statements of the current
period and are therefore the key audit matters. We describe these matters in our auditor’s report
unless law or regulation precludes public disclosure about the matter or when, in extremely rare
circumstances, we determine that a matter should not be communicated in our report because
the adverse consequences of doing so would reasonably be expected to outweigh the public
interest benefits of such communication.

The partner in charge of the audit resulting in this independent auditor’s report is E.V. Khramova.

E.V. KHRAMOVA
Partner
Ernst & Young LLC

11 March 2021

Details of the audited entity

Name: public joint stock company Mechel
Record made in the State Register of Legal Entities on 19 March 2003, State Registration Number 1037703012896.
Address: Russia 125167, Moscow, Krasnoarmeyskaya street, 1.

Details of the auditor

Name: Ernst & Young LLC

Record made in the State Register of Legal Entities on 5 December 2002, State Registration Number 1027739707203.
Address: Russia 115035, Moscow, Sadovnicheskaya naberezhnaya, 77, building 1.

Ernst & Young LLC is a member of Self-requlatory organization of auditors Association “Sodruzhestvo”.

Ernst & Young LLC is included in the control copy of the register of auditors and audit organizations, main registration
number 12006020327.



MECHEL PAO
CONSOLIDATED STATEMENT OF PROFIT (LOSS) AND

OTHER COMPREHENSIVE INCOME
for the year ended December 31, 2020

(All amounts are in millions of Russian rubles, unless stated otherwise)

Year ended Year ended Year ended
December 31, December 31, December 31,
Notes 2020 2019* 2018+

Continuing operations
Revenue from contracts with customers.........cococeeveiviveirenennn, 26 265.454 287.153 303,795
Cost of sales (170,605) (183.,086) (174,058)
Gross profit 26 94,849 104,067 129,737
Selling and distribution exXpenses cuwsssws s (49,994) (48.432) (49.752)
Impairment of goodwill and other non-current assets, net..... 17 (3.897) (1.804) (7,222)
Allowance for expected credit losses on financial assets....... 12, 14 (149) (234) (941)
Taxes other than income taXes............ocoocveeveeciieveveceeen, (3,446) (4,517) (4,026)
Administrative and other operating expenses ....................... 24.1 (18,437) (15.568) (18,332)
Othei-operaling MCOME wnmmsmsmsamsrres R, 243 999 688 1,682
Total selling, distribution and operating income and

(expenses); Neti.cuusssssimisesinsosimssniimmsssssisimiims (74,924) (69,867) (78,591)
Qperating Profit. ..o 19,925 34,200 51,146
FInance inCome.........coocooviiiiiiiniiiieiceeeeeeeeee e, 244 3,504 590 33,943
Finance costs including fines and penalties on overdue

loans and borrowings and lease payments......................... 244 (25.145) (33.863) (37.,514)
Foreign exchange (loss):gain, net. ..o (36,388) 18,288 (24,187)
Share of profit of associates, Net.........cccoovviiririrerirriiians, 7 20 28 10
Other income 24.5 718 228 498
OThEr EXDEIISES sssumnsicss smnnanssmssnsnsansnnsanrasenssssnennonmsnmmssnmsnsnnes 24.5 (259) (483) (346)
Total other income and (expense), net .......cccocceverneveeresnnen (57,550) (15,212) (27,596)
(Loss) profit before tax from continuing operations......... (37,625) 18,988 23,550
INCOME tAX EXPENSE .vviviiiieiiierieeiieiieie et 19 (2,528) (7.913) (2,653)
(Loss) profit for the period from continuing operations... (40,153) 11,075 20,897
Discontinued operations........cccceeeeeeineescncnersceneennreseeenens
Profit (loss) after tax for the period from discontinued

OPEIALIONS ..ottt e, 25 41,609 (6,790) (7,361)
Profit for the period.............. 1,456 4,285 13,536
Attributable to:
Equity shareholders of Mechel PAO .........cccooooeviiviiiinnn, 808 2,409 12,628
Non-controlling iNterests ..........occoviieiiiiieiicieicecee s 648 1,876 908

*  These amounts reflect adjustments made in connection with the presentation of the discontinued operation (Note 25).

Chief Executive Officer of Mechel PAO

The accompanying notes to the consolidated financial statements are an integral part of these statements.

March 11,2021



MECHEL PAO
CONSOLIDATED STATEMENT OF PROFIT (LOSS) AND
OTHER COMPREHENSIVE INCOME (continued)
for the year ended December 31, 2020

(All amounts are in millions of Russian rubles, unless stated otherwise)

Other comprehensive income
Other comprehensive income (loss) that may be
reclassified to profit or loss in subsequent periods,
1t Of INCOME LAX ...
Exchange differences on translation of foreign operations...

Other comprehensive income (loss) not to be reclassified to
profit or loss in subsequent periods, net of income tax ...
Net gain (loss) on equity instruments designated at fair
value through other comprehensive income.......................
Re-measurement of defined benefit plans..............c..o.o.........
Other comprehensive income (loss) for the period,
Net Of tAX cveciiiniiniic s
Total comprehensive income for the period,
Net Of tAX covviiiiciicr e

Attributable to:
Equity shareholders of Mechel PAO ........cccooovivviciiinnn.
Non-controlling interests

Earnings per share

Weighted average number of common shares......................

Earnings per share (Russian rubles per share) attributable
to common equity shareholders — basic and diluted...........

(Loss) earnings per share from continuing operations
(Russian rubles per share) — basic and diluted ...................

Earnings (loss) per share from discontinued operations
(Russian rubles per share) — basic and diluted ...................

Year ended Year ended Year ended
December 31, December 31, December 31,
Notes 2020 2019* 2018*

2,042 (1,771) 9)

2,042 (1,771) 9)

253 (867) 487

53 - -

21 200 (867) 487
2,295 (2,638) 478

3,751 1,647 14,014

3.099 (210) 13,096

652 1.857 918

23 412,589,910 416,256,510 416,270,745
23 1.96 5.79 30.34
23 (98.89) 22.10 48.02
23 100.85 (16.31) (17.68)

*  These amounts reflect adjustments made in connection with the presentation of the discontinued operation (Note 25).

Chief Executive Officer of Mechel PAO

The accompanying notes to the consolidated financial statements are an integral part of these statements.
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MECHEL PAO

CONSOLIDATED STATEMENT OF FINANCIAL POSITION
as of December 31, 2020

(All amounts are in millions of Russian rubles)

December 31, December 31,
Notes 2020 2019
Assets
Non-current assets
Property, plant and eqUIPIMENT ...........ocooiiiiiiiiiii e 15,17 81,345 179.264
Rightzofruse assetSumammnssm s st s s 10.2 12,840 17,728
MINEral HHCENSES ..ottt 16 18,458 31,075
Goodwill and other intangible assets. 16,17 10,383 13,652
INVESTMENES 1N ASSOCTAES ... 7 341 321
DEfEITEA TAX ASSELS ..ottt 19 561 3,648
13 611 553

Non-current financial @SSELS............coooiiiiiiiiiiiii e 445 232
Total non-current assets 124,984 246,473
Current assets
R 1§ L 11 42,138 39,773
Income tax receivables.............oooviiiiiiiie e 45 65
Trade and other receivables, net. 12 16,403 15,340
ONET CUITENE ASSELS ... 13 8,423 6,982
Other current financial @SSELS ............c.oovoiiiiiii oo 141 363
Cash and cash equivalentss: s s s T e s i e onge 14 1,706 3,509
Total current assets 68,856 66,032
Total assets 193,840 312,505
Equity and liabilities
Equity
COMIMON SNATES. ...t 23 4,163 4,163
Preferred SHATES. ..o 23 840 840
Treasury shares . 23 (907) (63)
Additional paid-in capital.............ccocoiiiiiiiiii e 23 23410 24434
Accumulated other comprehensive income (10SS) .........ccooviiiiiiiiiiiiciiieeeeeeee e 1,391 (848)
Accumulated defiCIt. ..o (273,186) (273,754)
Equity attributable to equity shareholders of Mechel PAO (244,289) (245,228)
Nonscontrolling interests.onomanmmenmsrm e e T e e 13,618 11,631
Total equity. (230,671) (233,597)
Non-current liabilities
L0aNS @Nd BOTTOWIINES ..ot 10.1 2,201 7,205
Lease liabilities 10.2 3,958 7,002
Other non-current financial Habilities ...t 10.5 1,901 48,303
Other non-current Habilities ............ocooiiiiiiiiioi e 301 105
Pension obligations 21 5,232 4,933
PIOVISTONS ..o e et 22 4,802 5,238
Deferred tax liabilities 19 6,773 13,877
Total non-current liabilities 25,168 86,663
Current liabilities
Loans and borrowings, including interest payable, fines and penalties on overdue amounts of

RUB 13,227 million and RUB 11,111 million as of December 31, 2020 and 2019, respectively .... 10.1 314,836 381317
Trade and other:payables wosusmmmmnmsnommasmmm s o e 18 43,783 38,244
Lease Habillties ... 10.2 7,535 10,353
Income tax payable ...............cocoooviiiiiiiiiii 7,843 9,161
Taxes and similar charges payable other than income tax..............c.cocoooiiiiiiiioinie 20 10,969 9,228
AAVANCES TECEIVE ... 26 6,067 4975
Other current financial liabilities 10.2 324 147
Other current HADIIITIES ... e 1,038 841
Pension obligations 21 631 615
Provisions ................ 22 6,317 4,558
Total current liabilities 399,343 459,439
Total liabilities 424,511 546,102
Total equity and liabilities 193,840 312,505

Chief Executive Officer of Mechel PAO

March 11,2021
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MECHEL PAO

CONSOLIDATED STATEMENT OF CASH FLOWS
for the year ended December 31, 2020

(All amounts are in millions of Russian rubles)

Year ended December 31,

Notes 2020 2019 2018

Cash flows from operating activities
(Loss) profit for the period from continuing operations........ (40,153) 11,075 20,897
Profit (loss) after tax for the period from discontinued

operations 25 41,609 (6.790) (7.361)
Profit for the period... 1,456 4,285 13,536
Adjustments to reconcile profit to net cash provided by

operating activities
Depreciation and amortisation ... s 14,818 15,176 13,859
Foreign exchange loss (gain), NEL ..o 37,765 (19,241) 25,775
Deferred income tax expense (benefit) ... 19 2,574 2,288 (2,596)
Changes in allowance for expected credit losses and write-

off of trade and other receivables and payables, net........... 48 73 517
Write-off of inventories to net realisable value..................... 928 1,763 1,162
Impairment of goodwill and other non-current assets, net

and loss on write-off of non-current assets.........cccoveveeennn. 4,350 2.880 7,953
FANANGEARTOME. v mmumsmamsmmes s ST e s (3,504) (600) (34,056)
Finance costs including fines and penalties on overdue

loans and borrowings and lease payments...........c.cooeeenn 24 .4, 25 26,853 38,830 42,052
Provisions for legal claims, income tax and other taxes and

OLHEr PIOVISIONS ..o 24 3,630 4,940
Gain on sale of discontinued operations ... 23 (45,580) - -
OUNET e (167) 198 575
Changes inworking capital items

Tradeand otherreceivables mmms wsoms oo (236) 1,546 1.354

T TIEOEIES s SRR 08 WA R 5 (5,283) (1,511 (7,858)

Trade and other payables ......osmmsumsssrenammmmamoms 1,137 4,037 4,150

Advances received 995 650 485

Taxes payable and other liabilities. ... 4,580 5,151 683

(8114121 g o1 -1 1< e e e (1,474) 1,238 (851)
Income tax paid (1,335) (2,735) (3,562)
Net cash provided by operating activities....ccocovvenennnnes 37,949 57,658 68,118

The accompanying notes to the consolidated financial statements are an integral part of these statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS (continued)

MECHEL PAO

for the year ended December 31, 2020

(All amounts are in millions of Russian rubles)

Cash flows from investing activities

Interest received

Royalty and other proceeds associated with disposal of
SUDSTATATIES. ...

Proceeds from disposal of the discontinued operations.

net of cash disposed Of........coovirviiiiiiiiicceee
Proceeds from disposals of property, plant and equipment ..
Purchases of property, plant and equipment................c........
Purchases of intangible assets...........cccocoveoiviiiiniciicinn
Interest paid, capitalised
Net cash provided by (used in) investing activities

Cash flows from financing activities
Proceeds from loans and borrowings, including proceeds
from factoring arrangement of RUB 1 million,
RUB 214 million and RUB 918 million for the periods
ended December 31, 2020, 2019 and 2018, respectively ...
Repayment of loans and borrowings, including payments
from factoring arrangement of RUB 353 million,
RUB 2,222 million and RUB 435 million for the periods
ended December 31, 2020, 2019 and 2018, respectively ...
Repayment of other current financial liabilities....................
Repurchase of common shares
Sale and purchase of non-controlling interest in
SUDSIAIATIES. ...t
Dividends paid to shareholders of Mechel PAO.....
Dividends paid to non-controlling interests..............ccccoue...
Interest paid, including fines and penalties...........cccococeeee.
Payment of principal portion of lease liabilities .... s
Sale and leaseback transactions...........cococevvevirieiiiiiiennnn,
Acquisition of assets under deferred payment terms
Deferred consideration paid for the acquisition of
subsidiaries in prior periods
Net cash used in financing activities........cccoceerercrereecnereenn,

Foreign exchange (loss) gain on cash and cash equivalents,
net

Changes in allowance for expected credit losses on cash
and cash equivalents..........cccoooeveiieinneie e

Net (decrease) increase in cash and cash equivalents

Cash and cash equivalents at beginning of period
Cash and cash equivalents, net of overdrafts
at beginning of period

Cash and cash equivalents at end of period
Cash and cash equivalents, net of overdrafts at end
of period

Chief Executive Officer of Mechel PAO

The accompanying notes to the consolidated financial statements are an integral p

Year ended December 31,

Notes 2020 2019 2018

129 76 188

— 17 3

39 313 9

25 88.979 = —
119 2111 215
(4.826) (6.282) (5.472)

- - (150)

(57) (256) (440)
84,383 (5,921) (5,647)

14 77,367 7.599 76.504
14 (176.883) (20,772) (97.269)
14 -~ - (442)
23 (844) = =
23 169 = -
14 (292) (1.515) (1,386)
14 3) (16) (8)
14 (22,912) (30.,923) (33.308)
14 (2,660) (2,276) (2,780)
14 462 248 -
14 (508) (341) (629)
14 - (361) (3.968)
(126,104) (48,357) (63,286)
(61) (891) 63
14 28 ) 1)
(3,805) 2,487 (843)
14 3,509 1.803 2,452
14 2,867 380 1,223
14 1,706 3.509 1,803
14 (938) 2,867 380
Oleg V March 11, 2021

Of these statements.
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MECHEL PAO
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
for the year ended December 31, 2020

(All amounts are in millions of Russian rubles, unless stated otherwise)

1. Corporate information
(a) Information

Mechel PAO (“Mechel”, formerly — Mechel OAO and Mechel Steel Group OAQO) was incorporated on March 19, 2003,
under the laws of the Russian Federation in connection with a reorganization to serve as a holding company for various steel
and mining companies. Igor V. Zyuzin with his family members is the ultimate controlling party. The registered office is
located at Krasnoarmeyskaya St. 1, Moscow, 125167, Russian Federation. Mechel and its subsidiaries are collectively
referred to herein as the “Group”. Set forth below is a summary of the Group’s primary subsidiaries:

Interest in
voting stock

Date control held by the
acquired / date Group at
of incorporation December 31,

Name of subsidiary Registered in Core business (*) 2020
Southern Kuzbass Coal Company (SKCC)................ Russia Coal mining January 1999 99.1%
Chelyabinsk Metallurgical Plant (CMP) ...... Russia Steel products December 2001 93.7%
Vyartsilya Metal Products Plant (VMPP) .... Russia Steel products May 2002 93.3%
Beloretsk Metallurgical Plant (BMP).... Russia Steel products June 2002 91.4%
Urals Stampings Plant (USP)................ Russia Steel products April 2003 90.0%
Korshunov Mining Plant (KMP).........cccccocvvininennne Russia Iron ore mining October 2003 90.0%
Mechel Nemunas (MN) .....ccocoveviieienieeienieeeeeeeienens Lithuania Steel products October 2003 100.0%
Mechel Energo Russia Power sales February 2004 100.0%
POTt POSICt....evieeieiieeieieciee ettt Russia Transshipment February 2004 97.8%
TZRStAL. e Russia Steel products May 2004 90.0%
Port Kambarka.... Russia Transshipment April 2005 90.4%
Mechel SEIVICE.......evveruieieiirieieeie ettt Russia Trading May 2005 100.0%
Mechel CoKe.....vovviriiiieieiiiiee e Russia Coke production June 2006 100.0%
Moscow Coke and Gas Plant (Moskoks) Russia Coke production October 2006 99.5%
Southern Kuzbass Power Plant (SKPP) ..................... Russia Power generation April 2007 98.3%
Kuzbass Power Sales Company (KPSC).................... Russia Electricity distribution June 2007 72.1%
Bratsk Ferroalloy Plant (BFP) Russia Ferrosilicon production  August 2007 100.0%
Yakutugol.....ooveeienierieiiicicniececeeeeee Russia Coal mining October 2007 100.0%
Port Temryuk ......coccoevveieinininenenincieeencneene Russia Transshipment March 2008 100.0%
Mechel Carbon AG.................. ... Switzerland Trading April 2008 100.0%
HBL Holding GmbH (HBL) Germany Trading September 2008 100.0%
Mechel Service Stahlhandel Austria GmbH and its

SUDSIAIATIES ..vevvievieiecieeieete ettt Austria Trading September 2012 100.0%

*  Date, when a control interest was acquired or a new company established.

(b) Business

The Group operates in three business segments: steel (comprising steel and steel products), mining (comprising coal,
iron ore and coke) and power (comprising electricity (generation and distribution) and heat power generation), and conducts
operations in Russia, the CIS countries, Europe and Asia Pacific. The Group sells its products within Russia and foreign
markets. As of December 31, 2020, there were no changes in the composition of the Group except for disposal of entities
described in Note 25. The Group operates in highly competitive industries; any local or global downturn in the industry may
have an adverse effect on the Group’s results of operations and financial condition. While the Group has intention to continue
to rely on operating cash flow, it expects to attract long-term loans and borrowings to finance major investment projects,
focus on refinancing and restructuring of the loan portfolio and other financing sources for its capital needs. As discussed in
Notes 4 and 5, management believes that the Group will secure adequate financing.

(¢) Authorisation for issuance

These consolidated financial statements as of December 31, 2020 and for the year then ended were authorised for
issuance on March 11, 2021.
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MECHEL PAO
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)
for the year ended December 31, 2020

(All amounts are in millions of Russian rubles, unless stated otherwise)

2. Basis of preparation of the consolidated financial statements
(a) Basis of preparation

The consolidated financial statements of the Group have been prepared in accordance with International Financial
Reporting Standards (IFRS) as issued by the International Accounting Standards Board (IASB).

The consolidated financial statements have been prepared on a historical cost basis, except for specific financial assets
and liabilities that have been measured at fair value.

Russian associates and subsidiaries of the Group maintain their books and records in Russian rubles and prepare
accounting reports in accordance with the accounting principles and practices mandated by Russian Accounting Standards
(RAS). Foreign subsidiaries and associates maintain their books and records in different foreign functional currencies and
prepare accounting reports in accordance with generally accepted accounting principles (GAAP) in various jurisdictions.
The financial statements and accounting reports for the Group and its subsidiaries and associates for the purposes of
preparation of the consolidated financial statements in accordance with IFRS have been translated and adjusted on the basis
of the respective standalone RAS or other GAAP financial statements.

The accompanying consolidated financial statements differ from the financial statements issued for the RAS and other
GAAP purposes in that they reflect certain adjustments, not recorded in the statutory books, which are appropriate to present
the financial position, results of operations and cash flows in accordance with IFRS. The principal adjustments relate to:
(1) purchase accounting; (2) recognition of interest expense and certain operating expenses; (3) valuation and depreciation
of property, plant and equipment and mineral licenses; (4) defined benefit plans and other long-term benefits; (5) foreign
currency translation; (6) deferred income taxes; (7) accounting for tax penalties, uncertainties and contingencies; (8) revenue
recognition; (9) valuation allowances for unrecoverable assets; (10) accounting for financial instruments; (11) leases,
(12) recording investments at fair value and (13) results of discontinued operations.

The consolidated financial statements of the Group comply with the Russian Federal Law No. 208 On Consolidated
Financial Statements (Law “208-FZ”), which was adopted on July 27, 2010. The Law 208-FZ provides the legal basis for
certain entities to prepare the financial statements in accordance with IFRS as issued by the IASB and subsequently endorsed
for use in the Russian Federation. As of December 31, 2020, all currently effective standards and interpretations issued by
the IASB have been endorsed for use in Russia. The consolidated financial statements are presented in millions of Russian
rubles, except when otherwise indicated.

(b) Basis of consolidation

The consolidated financial statements comprise the financial statements of the Group and its subsidiaries for the year
ended December 31, 2020. Control is achieved when the Group is exposed, or has rights, to variable returns from its
involvement with the investee and has the ability to affect those returns through its power over the investee. Specifically, the
Group controls an investee if, and only if, the Group has:

e  Power over the investee (i.e., existing rights that give it the current ability to direct the relevant activities of the investee);
. Exposure, or rights, to variable returns from its involvement with the investee;

o  The ability to use its power over the investee to affect its returns.

The Group re-assesses whether or not it controls an investee if facts and circumstances indicate that there are changes
to one or more of the three elements of control. Consolidation of a subsidiary begins when the Group obtains control over
the subsidiary and ceases when the Group loses control of the subsidiary. Assets, liabilities, income and expenses of a
subsidiary acquired or disposed of during the year are included in the consolidated financial statements from the date the
Group gains control until the date the Group ceases to control the subsidiary.

Profit or loss and each component of other comprehensive income (OCI) are attributed to the equity holders of the
parent of the Group and to the non-controlling interests, even if this results in the non-controlling interests having a deficit
balance. When necessary, adjustments are made to the financial statements of subsidiaries to bring their accounting policies
in line with the Group’s accounting policies. All intra-group assets and liabilities, equity, income, expenses and cash flows
relating to transactions between members of the Group are eliminated in full on consolidation.
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MECHEL PAO
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)
for the year ended December 31, 2020

(All amounts are in millions of Russian rubles, unless stated otherwise)

A change in the ownership interest of a subsidiary, without a loss of control, is accounted for as an equity transaction.

If the Group loses control over a subsidiary, it derecognises the related assets (including goodwill), liabilities,
non-controlling interest and other components of equity, while any resultant gain or loss is recognised in the consolidated
statement of profit (loss) and other comprehensive income. Any investment retained is recognised at fair value.

3. Summary of significant accounting policies

(a) Business combinations and goodwill

Business combinations are accounted for using the acquisition method. The cost of an acquisition is measured as
the aggregate of the consideration transferred, which is measured at acquisition date fair value, and the amount of any
non-controlling interests in the acquiree. For each business combination, the Group elects whether to measure the non-
controlling interests in the acquiree at fair value or at the proportionate share of the acquiree’s identifiable net assets.
Acquisition-related costs are expensed as incurred and included in administrative expenses.

When the Group acquires a business, it assesses the financial assets and liabilities assumed for appropriate classification
and designation in accordance with the contractual terms, economic circumstances and pertinent conditions as of the
acquisition date.

Any contingent consideration to be transferred by the acquirer will be recognised at fair value at the acquisition date.
Contingent consideration classified as an asset or liability that is a financial instrument and within the scope of IFRS 9
Financial Instruments (“IFRS 9”), is measured at fair value with the changes in fair value recognised in the consolidated
statement of profit (loss) and other comprehensive income.

Goodwill is initially measured at cost (being the excess of the aggregate of the consideration transferred and the amount
recognised for non-controlling interests and any previous interest held over the net identifiable assets acquired and liabilities
assumed). If the fair value of the net assets acquired is in excess of the aggregate consideration transferred, the Group re-
assesses whether it has correctly identified all of the assets acquired and all of the liabilities assumed and reviews the
procedures used to measure the amounts to be recognised at the acquisition date. If the reassessment still results in an excess
of the fair value of net assets acquired over the aggregate consideration transferred, then the gain is recognised in the
consolidated statement of profit (loss) and other comprehensive income.

After initial recognition, goodwill is measured at cost less any accumulated impairment losses. For the purpose of
impairment testing, goodwill acquired in a business combination is, from the acquisition date, allocated to each of the Group’s
cash-generating units that are expected to benefit from the combination, irrespective of whether other assets or liabilities of
the acquiree are assigned to those units.

Where goodwill has been allocated to a cash-generating unit (CGU) and part of the operation within that unit is disposed
of, the goodwill associated with the disposed operation is included in the carrying amount of the operation when determining
the gain or loss on disposal. Goodwill disposed in these circumstances is measured based on the relative values of the
disposed operation and the portion of the cash-generating unit retained.

(b) Investments in associates

An associate is an entity over which the Group has significant influence. Significant influence is the power to participate
in the financial and operating policy decisions of the investee, but is not control or joint control over those policies.

The considerations made in determining significant influence are similar to those necessary to determine control over
subsidiaries.

The Group’s investments in its associate are accounted for using the equity method.

Under the equity method, the investment in an associate is initially recognised at cost. The carrying amount of the
investment is adjusted to recognise changes in the Group’s share of net assets of the associate since the acquisition date.
Goodwill relating to the associate is included in the carrying amount of the investment and is not tested for impairment
separately.
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MECHEL PAO
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)
for the year ended December 31, 2020

(All amounts are in millions of Russian rubles, unless stated otherwise)

The consolidated statement of profit (loss) and other comprehensive income reflects the Group’s share of the results of
operations of the associate. Any change in OCI of those investees is presented as part of the Group’s OCI movements. In
addition, when there has been a change recognised directly in the equity of the associate, the Group recognises its share of
any changes, when applicable, in the statement of changes in equity. Unrealised gains and losses resulting from transactions
between the Group and the associate are eliminated to the extent of the interest in the associate.

The aggregate of the Group’s share of profit or loss of an associate is shown on the face of the consolidated statement
of profit (loss) and other comprehensive income outside operating profit and represents profit or loss after tax and
non-controlling interests in the subsidiaries of the associate.

The financial statements of the associate are prepared for the same reporting period as the Group. When necessary,
adjustments are made to bring the accounting policies in line with those of the Group.

After application of the equity method, the Group determines whether it is necessary to recognise an impairment loss
on its investment in its associate. At each reporting date, the Group determines whether there is objective evidence that the
investment in the associate is impaired. If there is such evidence, the Group calculates the amount of impairment as the
difference between the recoverable amount of the investment in associate and its carrying value, and then recognises the loss
within ‘Share of profit (loss) of associates’ in the consolidated statement of profit (loss) and other comprehensive income.

Upon loss of significant influence over the associate, the Group measures and recognises any retained investment at its
fair value. Any difference between the carrying amount of the associate upon loss of significant influence and the fair value
of the retained investment and proceeds from disposal is recognised in the consolidated statement of profit (loss) and other
comprehensive income.

(¢) Current versus non-current classification

The Group presents assets and liabilities in the consolidated statement of financial position based on current/non-current
classification. An asset is current when it is:

e  Expected to be realised or intended to be sold or consumed in the normal operating cycle;
e  Held primarily for the purpose of trading;
e  Expected to be realised within twelve months after the reporting period; or

e  (Cash or cash equivalent unless restricted from being exchanged or used to settle a liability for at least twelve months
after the reporting period.

All other assets are classified as non-current.

A liability is current when:
e [tis expected to be settled in the normal operating cycle;
e  Itis held primarily for the purpose of trading;
e Itis due to be settled within twelve months after the reporting period; or

e  There is no unconditional right to defer the settlement of the liability for at least twelve months after the reporting period.
The Group classifies all other liabilities as non-current.
Deferred tax assets and liabilities are classified as non-current assets and liabilities.

(d) Fair value measurement

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. The fair value measurement is based on the presumption that the
transaction to sell the asset or transfer the liability takes place either:

e In the principal market for the asset or liability; or

e In the absence of a principal market, in the most advantageous market for the asset or liability.




MECHEL PAO
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)
for the year ended December 31, 2020

(All amounts are in millions of Russian rubles, unless stated otherwise)

The principal or the most advantageous market must be accessible by the Group.

The fair value of an asset or a liability is measured using the assumptions that market participants would use when
pricing the asset or liability, assuming that market participants act in their economic best interest.

The Group uses valuation techniques that are appropriate in the circumstances and for which sufficient data are available
to measure fair value, maximising the use of relevant observable inputs and minimising the use of unobservable inputs.

All assets and liabilities for which fair value is measured or disclosed in the consolidated financial statements are
categorised within the fair value hierarchy, described as follows, based on the lowest level input that is significant to the fair
value measurement as a whole:

e Level 1 —quoted (unadjusted) market prices in active markets for identical assets or liabilities;

e Level 2 — valuation techniques for which the lowest level input that is significant to the fair value measurement is
directly or indirectly observable;

e Level 3 — valuation techniques for which the lowest level input that is significant to the fair value measurement is
unobservable.

For assets and liabilities that are recognised in the consolidated financial statements at fair value on a recurring basis,
the Group determines whether transfers have occurred between levels in the hierarchy by re-assessing categorisation (based
on the lowest level input that is significant to the fair value measurement as a whole) at the end of each reporting period.

(¢) Revenue from contracts with customers

Revenue from contracts with customers is recognised at an amount that reflects the consideration to which an entity
expects to be entitled in exchange for transferring goods or services to a customer.

Revenue from contracts with customers is inflows from sales of goods that constitute ongoing major operations of the
Group and is reported as such in the consolidated statement of profit (loss) and other comprehensive income. Inflows from
incidental and peripheral operations, net of related costs, are considered gains and are included in other operating income
and other income in the consolidated statement of profit (loss) and other comprehensive income.

The following criteria are also applicable to other specific revenue transactions from contracts with customers:
Sales of goods and rendering services

Revenue from the sale of goods and rendering services is recognised when (or as) the Group satisfies a performance
obligation by transferring promised goods and services to a customer. An asset is transferred when (or as) the customer
obtains control of the asset. The Group is engaged into contracts for sales of goods which include transportation and freight
services. In these contracts the Group accounts for two separate performance obligations: the obligation to provide goods to
the customer and the obligation to arrange the delivery (transportation, freight) of goods to the customer. Revenue is
recognised at a point of time when control over the goods passes to the customer (at the loading port, place or after delivery
to the first carrier). Revenue related to freight and transportation component is recognised over time as the service is rendered.
Revenue from the sale of goods and rendering services is measured at an amount that reflects the consideration to which the
Group expects to be entitled in exchange for those goods or services, net of returns and allowances, trade discounts, associated
sales taxes (VAT) and export duties.

Certain contracts are provisionally priced so that price is not settled until the final price based on the market price for
the relevant period is determined. Revenue from these transactions is initially recognised based on related coal market
indices. An adjustment to the final price on provisionally priced contracts is recorded in revenue.

Sales of power

In the Power segment (Note 26), revenue is recognised based on unit of power measure (kilowatts) delivered to
customers, since the Group transfers control for a service or good over period and, therefore, satisfies a performance
obligation over time. The billings are usually done on a monthly basis, several days after each month end.




MECHEL PAO
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)
for the year ended December 31, 2020

(All amounts are in millions of Russian rubles, unless stated otherwise)

Variable consideration

If the consideration in a contract includes a variable amount, the Group estimates the amount of consideration to which
it will be entitled in exchange for transferring the goods to the customer.

Some contracts with customers provide a right of return, trade discounts or volume rebates. IFRS 15 Revenue from
Contracts with Customers (“IFRS 15”) requires the estimated variable consideration to be constrained to prevent over-
recognition of revenue.

Volume rebates

The Group applies the most likely amount method to estimate the variable consideration in the contract using the
requirements on constraining estimates of variable consideration in order to determine the amount of variable consideration
that can be included in the transaction price and recognised as revenue. A refund liability is recognised for the expected
future rebates (i.e., the amount not included in the transaction price).

Significant financing component

The Group decided to use the practical expedient provided in IFRS 15, which allows not to adjust the promised amount
of consideration for the effects of a significant financing component in the contracts where the Group expects, at contract
inception, that the period between the Group’s transfer of a promised good or service to a customer and the payment will be
one year or less.

Warranty obligations

The Group provides warranties to its customers under the Russian Federation Law requirements. These warranties
represent assurance type warranties and do not require providing any additional service to the Group’s customers. This type
of warranties is accounted for under IAS 37 Provisions, Contingent Liabilities and Contingent Assets (“1AS 377).

Trade receivables

A receivable represents the Group’s right to an amount of consideration that is unconditional (i.e., only the passage of
time is required before payment of the consideration is due). Refer to accounting policies of financial assets in Note 3 (n).

Contract assets

Contract assets relate to revenue earned from performance that does not create an asset with an alternative use and there
is an enforceable right to receive payment for performance completed to date of performance. As such, the balances of this
account vary and depend on the number of orders in progress under these contracts at the end of the year.

Contract liabilities

Contract liabilities are presented by short-term advances received from customers and recognised as advances received
in the consolidation statement of financial position. A contract liability is recognised if a payment is received or a payment
is due (whichever is earlier) from a customer before the Group transfers the related goods or services. Contract liabilities are
recognised as revenue when the Group performs under the contract (i.e., transfers control of the related goods or services to
the customer).

The disclosure of significant accounting judgements relating to revenue from contracts with customers is provided in
Note 3 (v).

(f) Taxes
Current income tax

Current income tax assets and liabilities for the current and prior periods are measured at the amount expected to be
recovered from or paid to the taxation authorities. The tax rates and tax laws used to compute the amount are those that are
enacted or substantively enacted at the reporting date in the countries where the Group operates and generates taxable income.
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Uncertain tax positions

The Group’s policy is to comply fully with the applicable tax regulations in the jurisdictions in which its operations are
subject to income taxes. The Group’s estimates of current income tax expense and liabilities are calculated assuming that all
tax computations filed by the Group’s subsidiaries will be subject to a review or audit by the relevant tax authorities. The
Group and the relevant tax authorities may have different interpretations of how regulations should be applied to actual
transactions. Such uncertain tax positions are accounted for in accordance with IAS 12 Income Taxes (“IAS 12”’) and IAS 37.
The Group applies single most likely outcome method of uncertain tax positions estimation.

Deferred tax

Deferred tax is provided using the liability method on temporary differences between the tax bases of assets and
liabilities and their carrying amounts for financial reporting purposes at the reporting date.

Deferred tax liabilities are recognised for all taxable temporary differences, except:

e  When the deferred tax liability arises from the initial recognition of goodwill or an asset or liability in a transaction that
is not a business combination and, at the time of the transaction, affects neither the accounting profit nor taxable profit
or loss.

e Inrespect of taxable temporary differences associated with investments in subsidiaries, associates and interests in joint
arrangements, when the timing of the reversal of the temporary differences can be controlled and it is probable that the
temporary differences will not reverse in the foreseeable future.

Deferred tax assets are recognised for all deductible temporary differences, the carry forward of unused tax credits and
any unused tax losses. Deferred tax assets are recognised to the extent that it is probable that taxable profit will be available
against which the deductible temporary differences, and the carry forward of unused tax credits and unused tax losses can be
utilised, except:

e  When the deferred tax asset relating to the deductible temporary difference arises from the initial recognition of an asset
or liability in a transaction that is not a business combination and, at the time of the transaction, affects neither the
accounting profit nor taxable profit or loss.

e In respect of deductible temporary differences associated with investments in subsidiaries, associates and interests in
joint arrangements, deferred tax assets are recognised only to the extent that it is probable that the temporary differences
will reverse in the foreseeable future and taxable profit will be available against which the temporary differences can
be utilized.

The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to the extent that it is no
longer probable that sufficient taxable profit will be available to allow all or part of the deferred tax asset to be utilised.
Unrecognised deferred tax assets are re-assessed at each reporting date and are recognised to the extent that it has become
probable that future taxable profits will allow the deferred tax asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the year when the asset is
realised or the liability is settled, based on tax rates (and tax laws) that have been enacted or substantively enacted at the
reporting date.

Deferred tax relating to items recognised outside profit or loss is recognised in correlation to the underlying transaction
either in OCI or directly in equity.

The Group offsets deferred tax assets and deferred tax liabilities if and only if it has a legally enforceable right to set
off current tax assets and current tax liabilities and the deferred tax assets and deferred taxliabilities relate to income taxes
levied by the same taxation authority on either the same taxable entity or different taxable entities which intend either to
settle current tax liabilities and assets on a net basis, or to realise the assets and settle the liabilities simultaneously, in each
future period in which significant amounts of deferred tax liabilities or assets are expected to be settled or recovered.
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(g) Foreign currencies

The Group’s consolidated financial statements are presented in Russian rubles to comply with the Law 208-FZ.
Russian ruble is also the parent company’s functional currency.

For each entity, the Group determines the functional currency and items included in the financial statements of each
entity are measured using that functional currency. The functional currencies of the main Russian and European subsidiaries
of the Group are the Russian ruble and euro, respectively. The U.S. dollar is the functional currency of other main
international operations of the Group. The Group uses the direct method of consolidation and on disposal of a foreign
operation, the gain or loss that is reclassified to profit or loss reflects the amount that arises from using this method.

(i) Transactions and balances

Transactions in foreign currencies are initially recorded by the Group’s entities at their respective functional currency
exchange rates at the date the transaction first qualifies for recognition. Monetary assets and liabilities denominated in foreign
currencies are translated to the functional currency at the exchange rates as of the reporting date. Differences arising on
settlement or translation of monetary items are recognised in profit or loss.

Non-monetary items that are measured in terms of historical cost in a foreign currency are translated using the exchange
rates at the dates of the initial transactions. Non-monetary items measured at fair value in a foreign currency are translated
using the exchange rates at the date when the fair value is determined.

The following table presents the exchange rates for the functional and operating currencies at various subsidiaries, other
than the presentation currency:

Average exchange rates*

Exchange rates* at for the year ended
December 31, December 31, December 31, December 31, December 31,
Currency 2020 2019 2020 2019 2018
73.88 61.91 72.15 64.74 62.71
90.68 69.34 82.45 72.50 73.95

(*) Exchange rates shown in Russian rubles for one currency unit.

The majority of the balances and operations not already denominated in the presentation currency were denominated
in the U.S. dollar and euro. The Russian ruble is not a convertible currency outside the territory of Russia. Official exchange
rates are determined daily by the Central Bank of the Russian Federation (“CBR”) and are generally considered to be a
reasonable approximation of market rates.

(ii) Group companies

On consolidation, the assets and liabilities of foreign operations are translated into the Russian rubles at the rate of
exchange prevailing at the reporting date and their statements of profit (loss) and other comprehensive income are translated
at the average exchange rate for the period. The exchange differences arising on translation for consolidation are recognised
in OCI. On disposal of a foreign operation, the component of OCI relating to that particular foreign operation is reclassified
to profit or loss.

Any goodwill arising on the acquisition of a foreign operation and any fair value adjustments to the carrying amounts
of assets and liabilities arising on the acquisition are treated as assets and liabilities of the foreign operation and translated at
the exchange rate as of the reporting date.

(h) Non-current assets held for sale and discontinued operations
The Group classifies non-current assets (or disposal group) as held for sale if their carrying amounts will be recovered

principally through a sale transaction rather than through continuing use. Such non-current assets (or disposal group)
classified as held for sale are measured at the lower of their carrying amount and fair value less costs to sell.
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The criteria for held for sale classification is regarded as met only when the sale is highly probable and the asset (or
disposal group) is available for immediate sale in its present condition. Actions required to complete the sale should indicate
that it is unlikely that significant changes to the sale will be made or that the decision to sell will be withdrawn. Management
must be committed to the plan to sell the asset and the sale expected to be completed within one year from the date of the
classification. Property, plant and equipment and intangible assets are not depreciated or amortised once classified as held
for sale. Assets and liabilities classified as held for sale are presented separately as current items in the consolidated statement
of financial position.

A disposal group qualifies as discontinued operation if it is a component of an entity that either has been disposed of,
or is classified as held for sale, and:

e  Represents a separate major line of business or geographical area of operations;
e  Ispart of a single co-ordinated plan to dispose of a separate major line of business or geographical area of operations; or

e Isasubsidiary acquired exclusively with a view to resale.

Discontinued operations are excluded from the results of continuing operations and are presented as a single amount as
profit or loss after tax from discontinued operations in the consolidated statement of profit (loss) and other comprehensive
income.

Additional disclosures are provided in Note 25. All other notes to the financial statements include amounts for
continuing operations, unless indicated otherwise.

(i) Mineral licenses

The Group’s mining segment production activities are located within Russia. The Group’s mineral reserves and deposits
are situated on the land belonging to government and regional authorities. Mining minerals requires a subsoil license from
the state authorities with respect to identified mineral deposits. The Group obtains licenses from such authorities and pays
certain taxes to explore and produce from these deposits. These licenses expire up to 2038, with the most significant licenses
expiring between 2024 and 2033, and management believes that they may be extended at the initiative of the Group without
substantial cost, based on previous experience. Management intends to extend such licenses for deposits expected to remain
productive subsequent to their license expiry dates.

Mineral licenses acquired separately are measured on initial recognition at cost. The cost of mineral licenses acquired
in a business combination is their fair value at the date of acquisition. Mineral licenses are amortised under a unit of
production basis over proved and probable reserves of the relevant area.

In order to calculate proved and probable reserves, estimates and assumptions are used about a range of geological,
technical and economic factors, including but not limited to quantities, grades, production techniques, recovery rates,
production costs, transport costs, commodity demand, commodity prices and exchange rates. There are numerous
uncertainties inherent in estimating proved and probable reserves, and assumptions that are valid at the time of estimation
may change significantly when new information becomes available.

The Group established a policy according to which internal mining engineers review proved and probable reserves
annually. This policy does not change the Group’s approach to the measurement of proved and probable reserves as of their
acquisition dates as part of business combinations that involve independent mining engineers. The Group’s proved and
probable reserve estimates as of the reporting date were made by internal mining engineers and the majority of the
assumptions underlying these estimates had been previously reviewed and verified by independent mining engineers.

The carrying values of the mineral licenses were reduced proportionate to the depletion of the respective mineral
reserves at each deposit related to mining and production of reserves adjusted for the reserves re-measurement and purchase
accounting effects. Reduction in carrying values of the mineral licenses is included in the amortisation charge proportional
to the depletion for the period within the cost of sales in the consolidated statement of profit (loss) and other comprehensive
income. No residual value is assumed in the mineral license valuation.
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(j) Property, plant and equipment

Property, plant and equipment and construction in progress are stated at cost, net of accumulated depreciation and
accumulated impairment losses, if any. The initial cost of an asset comprises its purchase price or construction cost, any costs
directly attributable to bringing the asset into operation, the initial estimate of the rehabilitation provision, and, for qualifying
assets (where relevant), borrowing costs and other costs incurred in connection with the borrowings. The purchase price or
construction cost is the aggregate amount paid and the fair value of any other consideration given to acquire the asset.

When significant parts of property, plant and equipment are required to be replaced at intervals, the Group depreciates
them separately based on their specific useful lives. Likewise, when a major inspection is performed, its cost is recognised
in the carrying amount of the property, plant and equipment as a replacement if the recognition criteria are satisfied. Where
a separately depreciated asset, or part of an asset, is replaced, the expenditure is capitalised. Where part of the asset was not
separately considered as a component and therefore not depreciated separately, the replacement value adjusted for prices
inflation is used to estimate the carrying amount of the replaced asset(s) which is immediately written off. All other repair
and maintenance costs are recognised in the consolidated statement of profit (loss) and other comprehensive income as
incurred.

The present value of the expected cost for the rehabilitation of an asset after its use is included in the cost of the
respective asset if the recognition criteria for a provision are met.

Inventories planned to be used for construction and spare parts with useful lives over one year are recorded within
property, plant and equipment.

Mining assets and processing plant and equipment

Mining assets and processing plant and equipment are those assets, including construction in progress, which are
intended to be used only for the needs of a certain mine or field, and upon full extraction exhausting of the reserves of such
mine or the field, these assets cannot be further used for any other purpose without a capital reconstruction.

Items of production mines are stated at cost, less accumulated depreciation and accumulated impairment losses, if any.

Costs of developing new underground mines are capitalized. Underground development costs, which are costs incurred
to make the mineral physically accessible, include costs to prepare property for shafts, driving main entries for ventilation,
haulage, personnel, construction of airshafts, roof protection and other facilities. Additionally, interest expense subject to
allocation to the cost of developing mining properties and to constructing new facilities is capitalized until assets are ready
for their intended use.

Exploration and evaluation activity involves the search for mineral resources, the determination of technical feasibility
and the assessment of commercial viability of identified proved and probable reserves. Once the legal right to explore has
been acquired, exploration and evaluation expenditure is charged to profit or loss as incurred, unless the Group concludes
that a future economic benefit is more likely than not to be realized. The Group had no exploration and evaluation assets as
of December 31, 2020.

As part of its surface mining operations, the Group incurs stripping costs both during the development phase and
production phase of its operations. Stripping costs incurred in the development phase of a mine, before the production phase
commences, are capitalized as part of cost of constructing the mine. In general case, the capitalization of development
stripping costs ceases when the mine is commissioned and ready for use as intended by management. Stripping costs
undertaken during the production phase of mine are charged to profit and loss as cost of sales as incurred.

In some cases, the further development of a mine may require stripping operations, equivalent by scale to those that
were incurred in the development phase of a mine. In such cases, production stripping costs are capitalized similarly to the
capitalization of costs during the development phase of a mine.

Stripping costs incurred in the production phase are capitalized, if all of the following criteria according to IFRIC 20
Stripping Costs in the Production Phase of a Surface Mine are satisfied:

(a) Itis probable that the future economic benefit associated with the stripping activity will flow to the entity;
(b) The entity can identify the component of the ore body for which access has been improved;

(c) The costs relating to the stripping activity associated with that component can be measured reliably.
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When mining assets and processing plant and equipment are placed in production, the applicable capitalized costs,
including mine development costs, are depleted using the unit-of-production method at the ratio of tonnes of mineral mined
or processed to the estimated proved and probable mineral reserves that are expected to be mined during the estimated lives
of the mines. Capitalized production stripping costs are also depleted using the unit-of-production method on a basis
consistent with the mine production and reserves to which they relate. The unit-of-production method is used for the
underground mine development structure costs as their useful lives coincide with the estimated lives of mines, provided that
all repairs and maintenance are timely carried out.

A decision to abandon, reduce or expand activity on a specific mine is based upon many factors, including general and
specific assessments of mineral reserves, anticipated future mineral prices, anticipated costs of developing and operating
a producing mine, the expiration date of mineral licenses, and the likelihood that the Group will continue exploration on the
mine. Based on the results at the conclusion of each phase of an exploration program, properties that are not economically
feasible for production are re-evaluated to determine if future exploration is warranted and that carrying values are
appropriate. The ultimate recovery of these costs depends on the discovery and development of economic ore reserves or the
sale of the companies owning such mineral rights.

Other property, plant and equipment

Capitalized production costs for internally developed assets include material, direct labor costs, and allocated material
and manufacturing direct overhead costs. When construction activities are performed over an extended period, borrowing
costs incurred in connection with the borrowing of funds are capitalized. Construction-in-progress and equipment held for
installation are not depreciated until the constructed or installed asset is substantially ready for its intended use.

Property, plant and equipment other than mining assets and processing plant and equipment is depreciated using the
straight-line method, apart from railway of the Elga coal deposit which is depreciated using the units of production method
as discussed in (u) Significant accounting judgements, estimates and assumptions. Upon sale or retirement, the acquisition
or production cost and related accumulated depreciation are removed from the consolidated statement of financial position
and any gain or loss is included in the consolidated statement of profit (loss) and other comprehensive income.

The following useful lives are used as a basis for calculating depreciation:

Useful economic
lives estimates,

Category of asset years
Buildings and CONSIIUCTIONS .....c..evviieieriietieieitietietestesteteeteestesteestesseessesseessesssessesseassassesssesssassesssessesseassassenssessens 5-85
Operating machinery and EQUIPIMENL.........ccecieriieierieiieiieeerteeteete et etesteeaesseessesseessesseessesseessassesssesseessessesssessens 2-30
TransSpOrtation VERICIES ........cc.eoieiiiitiiteiee ettt ettt s e et ae et e b et e st eseebesbe s e eneean 2-25
OLhET EQUIPITICIIE .. ...ietieteitieite ettt sttt ettt et et ebe s et eaeeeaeestesbeenbeeseentesseeneebeentesseensesseansenseensensesneesseansesseensensean 2-15

The residual values, useful lives and methods of depreciation of property, plant and equipment are reviewed at each
financial year end and adjusted prospectively, if appropriate.

(k) Leases

The Group assesses at contract inception whether a contract is, or contains, a lease. That is, if the contract conveys the
right to control the use of an identified asset for a period of time in exchange for consideration.

The Group applies a single recognition and measurement approach for all leases, except for short-term leases and leases
of low-value assets. The Group recognises lease liabilities to make lease payments and right-of-use assets representing the
right to use the underlying assets.
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Right-of-use assets

The Group recognises right-of-use assets at the commencement date of the lease (i.e., the date the underlying asset is
available for use). Right-of-use assets are measured at cost, less any accumulated depreciation and impairment losses, and
adjusted for any remeasurement of lease liabilities. The cost of right-of-use assets includes the amount of lease liabilities
recognised, initial direct costs incurred, and lease payments made at or before the commencement date less any lease
incentives received. Right-of-use assets are depreciated on a straight-line basis over the shorter of the lease term and the
estimated useful lives of the assets as follows:

Category of asset Years
Buildings and CONSIIUCLIONS ........ccueruieriirtieiertietietetesteste et etesteeste bt etesseesbesseensesseensessesssesseensesseensesseansansessaensenn 2-120
Operating machinery and equipment . 3-20
TranSPOTtAtion VENICIES .....c.eccuiiiiiiiieiicti ettt ettt te ettt e et e e te et e s te e b e sbeesbesbeesaestsessesseessassaessesseassansenssessens 2-22

The right-of-use assets related to land are depreciated using the straight-line method based on the period of land use
(from 2 to 70 years).

The right-of-use assets are also subject to impairment. Refer to the accounting policies in Note 3 (q).
Lease liabilities

At the commencement date of the lease, the Group recognises lease liabilities measured at the present value of lease
payments to be made over the lease term. The lease payments include fixed payments (including in substance fixed payments)
less any lease incentives receivable, variable lease payments that depend on an index or a rate, and amounts expected to be
paid under residual value guarantees. The lease payments also include the exercise price of a purchase option reasonably
certain to be exercised by the Group and payments of penalties for terminating the lease, if the lease term reflects the Group
exercising the option to terminate.

In calculating the present value of lease payments, the Group uses its incremental borrowing rate at the lease
commencement date if the interest rate implicit in the lease is not readily determinable. After the commencement date, the
amount of lease liabilities is increased to reflect the accretion of interest and reduced for the lease payments made. In addition,
the carrying amount of lease liabilities is remeasured if there is a modification, a change in the lease term, a change in the
lease payments (e.g., changes to future payments resulting from a change in an index or rate used to determine such lease
payments) or a change in the assessment of an option to purchase the underlying asset.

Short-term leases and leases of low-value assets

The Group applies the short-term lease recognition exemption to its short-term leases of machinery and equipment,
office and storage facilities (i.e., those leases that have a lease term of 12 months or less from the commencement date and
do not contain a purchase option). The Group also applies the lease of low-value assets recognition exemption to leases of
office equipment that are considered to be low value. Lease payments on short-term leases and leases of low-value assets are
recognised as expense on a straight-line basis over the lease term.

Sale and leaseback transactions

The Group sells and leases back operating machinery and transportation vehicles. The Group keeps the transferred
assets subject to the sale and leaseback transaction on the balance sheet and accounts for amounts received as a financial
liability due to intention to exercise repurchase option for the underlying assets set by contracts.

(I) Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of an asset that necessarily takes a
substantial period of time to get ready for its intended use or sale (a qualifying asset) are capitalised as part of the cost of the
respective asset. Borrowing costs consist of interest including exchange differences arising from foreign currency borrowings
and other costs that an entity incurs in connection with the borrowing of funds.

Where funds are borrowed specifically to finance a project, the amount capitalised represents the actual borrowing costs
incurred. Where the funds used to finance a project form part of general borrowings, the amount capitalised is calculated
using a weighted average of rates applicable to relevant general borrowings of the Group during the period.
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According to IAS 23 Borrowing Costs (“IAS 23”), borrowing costs may include exchange differences arising from
foreign currency borrowings to the extent that they are regarded as an adjustment to interest costs. Foreign exchange
differences on borrowings directly attributable to the acquisition, construction or production of a qualifying asset are
considered by the Group to be eligible for capitalization in the amount of difference between actual amount of interest costs
and potential amount of interest costs calculated using a weighted average of rates applicable to ruble-nominated borrowings
of the Group during the period. All other borrowing costs are recognised in the consolidated statement of profit (loss) and
other comprehensive income in the period in which they are incurred.

(m) Intangible assets

Intangible assets acquired separately are measured on initial recognition at cost. The cost of intangible assets acquired
in a business combination is their fair value at the date of acquisition. Following initial recognition, intangible assets are
carried at cost less any accumulated amortisation and accumulated impairment losses.

Intangible assets with determinable useful lives are amortised using the straight-line method over their estimated period
of benefit, ranging from two to twenty five years, and assessed for impairment whenever there is an indication that the
intangible asset may be impaired.

(n) Financial instruments — initial recognition and subsequent measurement

A financial instrument is any contract that gives rise to a financial asset of one entity and a financial liability or equity
instrument of another entity.

(i) Financial assets
Initial recognition and measurement

Financial assets are classified, at initial recognition, as subsequently measured at amortised cost, fair value through
other comprehensive income (OCI), and fair value through profit or loss. The classification of financial assets at initial
recognition depends on the financial asset’s contractual cash flow characteristics and the Group’s business model for
managing them. With the exception of trade receivables that do not contain a significant financing component or for which
the Group has applied the practical expedient, the Group initially measures a financial asset at its fair value plus, in the case
of a financial asset not at fair value through profit or loss, transaction costs. Trade receivables that do not contain a significant
financing component or for which the Group has applied the practical expedient are measured at the transaction price
determined under IFRS 15 (Note 3 (e)).

In order for a financial asset to be classified and measured at amortised cost or fair value through OCI, it needs to give
rise to cash flows that are ‘solely payments of principal and interest (SPPI)’ on the principal amount outstanding. This
assessment is referred to as the SPPI test and is performed at an instrument level. Financial assets with cash flows that are
not SPPI are classified and measured at fair value through profit or loss, irrespective of the business model.

The Group’s business model for managing financial assets refers to how it manages its financial assets in order to
generate cash flows. The business model determines whether cash flows will result from collecting contractual cash flows,
selling the financial assets, or both. Financial assets classified and measured at amortised cost are held within a business
model with the objective to hold financial assets in order to collect contractual cash flows while financial assets classified
and measured at fair value through OCI are held within a business model with the objective of both holding to collect
contractual cash flows and selling.

Purchases or sales of financial assets that require delivery of assets within a time frame established by regulation or
convention in the market place (regular way trades) are recognised on the trade date, i.e., the date that the Group commits to
purchase or sell the asset.
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Subsequent measurement

For purposes of subsequent measurement, financial assets are classified in four categories:
e  Financial assets at amortised cost;
e  Financial assets at fair value through OCI with recycling of cumulative gains and losses (debt instruments);

o  Financial assets designated at fair value through OCI with no recycling of cumulative gains and losses upon
derecognition (equity instruments);

e  Financial assets at fair value through profit or loss.

Financial assets at amortised cost

This category of financial assets is the most relevant to the Group. The Group measures financial assets at amortised
cost if both of the following conditions are met:

e  The financial asset is held within a business model with the objective to hold financial assets in order to collect
contractual cash flows; and

e  The contractual terms of the financial asset give rise on specified dates to cash flows that are SPPI on the principal
amount outstanding.

Financial assets at amortised cost are subsequently measured using the effective interest rate (EIR) method and are
subject to impairment. Gains and losses are recognised in profit or loss when the asset is derecognised, modified or impaired.

This category generally applies to trade and other receivables excluding trade receivables on provisionally priced
contracts.

Financial assets at fair value through OCI (debt instruments)

The Group measures financial assets at fair value through OCI if both of the following conditions are met:

e  The financial asset is held within a business model with the objective of both holding to collect contractual cash flows
and selling; and

e  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.

For financial assets at fair value through OCI, interest income, foreign exchange revaluation and impairment losses or
reversals are recognised in the consolidated statement of profit (loss) and other comprehensive income and computed in the
same manner as for financial assets measured at amortised cost. The remaining fair value changes are recognised in OCI.
Upon derecognition of financial assets represented by debt instruments at fair value through OCI the cumulative fair value
change recognised in OCI is recycled to profit or loss in opposite to equity instruments at fair value through OCI with the
cumulative fair value change remained in OCI.

Financial assets designated at fair value through OCI (equity instruments)

Upon initial recognition, the Group can elect to classify irrevocably its equity investments as equity instruments
designated at fair value through OCI when they meet the definition of equity under IAS 32 Financial Instruments:
Presentation and are not held for trading. The classification is determined on an instrument-by-instrument basis. Gains and
losses on these financial assets are never recycled to profit or loss. Dividends are recognised as other income in the statement
of profit or loss when the right of payment has been established, except when the Group benefits from such proceeds as a
recovery of part of the cost of the financial asset, in which case, such gains are recorded in OCI. Equity instruments designated
at fair value through OCI are not subject to impairment assessment.

The Group elected to classify irrevocably its non-listed equity investments under this category.
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Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss include financial assets held for trading, financial assets designated
upon initial recognition at fair value through profit or loss, or financial assets mandatorily required to be measured at fair
value. Financial assets are classified as held for trading if they are acquired for the purpose of selling or repurchasing in the
near term. Derivatives, including separated embedded derivatives, are also classified as held for trading unless they are
designated as effective hedging instruments. Financial assets with cash flows that are not solely payments of principal and
interest are classified and measured at fair value through profit or loss, irrespective of the business model. Notwithstanding
the criteria for debt instruments to be classified at amortised cost or at fair value through OCI, as described above, debt
instruments may be designated at fair value through profit or loss on initial recognition if doing so eliminates, or significantly
reduces, an accounting mismatch.

Trade receivables on provisionally priced contracts are measured at fair value through profit or loss. Trade receivables
on provisionally priced contracts are remeasured at each reporting date based on the market price for the relevant period.
These trade receivables are initially measured at the amount which the Group expects to be entitled to, being the estimate of
the price expected to be received at the end of the quotational period. The quotational periods can range between one and
three months post shipment and final payment is due within 30 days from the end of the quotational period. Adjustments to
the final price on provisionally priced contracts are recorded within revenue.

Financial assets at fair value through profit or loss are carried in the consolidated statement of financial position at fair
value with net changes in fair value recognised in the consolidated statement of profit or loss.

Derecognition

A financial asset (or, where applicable, a part of a financial asset or part of a group of similar financial assets) is
primarily derecognised (i.e., removed from the Group’s consolidated statement of financial position) when:

e  The rights to receive cash flows from the asset have expired; or

e  The Group has transferred its rights to receive cash flows from the asset or has assumed an obligation to pay the received
cash flows in full without material delay to a third party under a “pass-through” arrangement; and either (a) the Group
has transferred substantially all the risks and rewards of the asset, or (b) the Group has neither transferred nor retained
substantially all the risks and rewards of the asset, but has transferred control of the asset.

Allowance for expected credit losses of financial assets

Further disclosures relating to impairment of financial assets are also provided in the following notes:
e  Financial assets — Note 10.

° Trade and other receivables — Note 12.

Allowance for expected credit losses is recognised in two stages. For credit exposures for which there has not been a
significant increase in credit risk since initial recognition, expected credit losses are provided for credit losses that result
from default events that are possible within the next 12-months (a 12-month expected credit losses). For those credit
exposures for which there has been a significant increase in credit risk since initial recognition, a loss allowance is required
for credit losses expected over the remaining life of the exposure, irrespective of the timing of the default (a lifetime expected
credit losses).

For purposes of measuring probability of default, the Group defines default as a situation when the exposure meets one
or more of the following criteria:

e  The customer is more than 90 days past due on its contractual payments;
e International rating agencies have classified the customer in the default rating class;
e  The customer meets the unlikeliness-to-pay criteria listed below:

e  The customer is insolvent;

. The customer is in breach of financial covenants; and

e Itis becoming likely that the customer will enter bankruptcy.
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For trade receivables and contract assets, the Group applies a simplified approach in calculating expected credit losses.
Therefore, the Group does not track changes in credit risk, but instead recognises a loss allowance based on lifetime expected
credit losses at each reporting date.

To estimate the allowance for expected credit losses for trade and other receivables the Group applied 2-dimension
model. For individual significant balances with specific characteristics the individual allowance rates were applied based on
the historical experience of relationships with those counterparties, individual analysis of their current financial position and
forward-looking factors specific to the debtors and the economic environment. For all other balances which are similar by
the nature the standard simplified approach was applied with the use of a provision matrix based on the Group’s historical
credit loss experience adjusted for forward-looking information. The provision rates are based on days past due for groupings
of various homogeneous counterparties. At each reporting date, the historical observed default rates are updated and changes
in the forward-looking estimates are analysed.

The maximum exposure to credit risk at the reporting date is the carrying value of each class of financial assets disclosed
in Note 10.3. The Group does not hold collateral as security.

Allowance for expected credit losses on cash and cash equivalents is calculated based on the 12-month expected loss
basis and reflects the short maturities of the exposures.

(ii) Financial liabilities
Initial recognition and measurement

Financial liabilities are classified, at initial recognition, as financial liabilities at fair value through profit or loss, loans
and borrowings, payables, or as derivatives.

All financial liabilities are recognised initially at fair value and, in the case of loans and borrowings and payables, net
of directly attributable transaction costs.

The Group’s financial liabilities include trade and other payables, loans and borrowings including bank overdrafts,
financial guarantee contracts and derivative financial instruments.

Subsequent measurement
The measurement of financial liabilities depends on their classification, as described below:
Financial liabilities at fair value through profit or loss

Financial liabilities at fair value through profit or loss include financial liabilities held for trading and financial liabilities
designated upon initial recognition as at fair value through profit or loss.

Financial liabilities are classified as held for trading if they are incurred for the purpose of repurchasing in the near
term. Gains or losses on liabilities held for trading are recognised in the consolidated statement of profit (loss) and other
comprehensive income.

Financial liabilities designated upon initial recognition at fair value through profit or loss are designated at the initial
date of recognition, and only if the criteria in IFRS 9 are satisfied.

Loans and borrowings

This is the category most relevant to the Group. After initial recognition, loans and borrowings are subsequently
measured at amortised cost using the EIR method. Gains and losses are recognised in profit or loss when the liabilities are
derecognised as well as through the EIR amortisation process. Amortised cost is calculated by taking into account any
discount or premium on acquisition and fees or costs that are an integral part of the EIR. The EIR amortisation is included
as finance costs in the consolidated statement of profit (loss) and other comprehensive income. This category generally
applies to loans and borrowings (Note 10).
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Put options written on non-controlling interests

The Group initially measures a financial liability at the present value of the redemption amount in the parent’s
consolidated financial statements for written puts on non-controlling interests, therefore, when the Group grants non-
controlling interests a put option to sell part or all of their interests in a subsidiary during a certain period, on the date of
grant, the non-controlling interests are classified as a financial liability. The Group remeasures the financial liability at the
end of each reporting period based on the estimated present value of the consideration to be transferred upon the exercise of
the put option. The respective finance cost is recognised in the consolidated statement of profit (loss) and other
comprehensive income within finance costs.

Derecognition

A financial liability is derecognised when the obligation under the liability is discharged or cancelled or expires. When
an existing financial liability is replaced by another from the same lender on substantially different terms, or the terms of an
existing liability are substantially modified, such an exchange or modification is treated as the derecognition of the original
liability and the recognition of a new liability. The difference in the respective carrying amounts is recognised in the
consolidated statement of profit (loss) and other comprehensive income.

(iii) Interest income

For all financial instruments measured at amortised cost interest income is recorded using the EIR. The EIR is the rate
that exactly discounts the estimated future cash receipts over the expected life of the financial instrument or a shorter period,
where appropriate, to the net carrying amount of the financial asset. Interest income is included in finance income in the
consolidated statement of profit (loss) and other comprehensive income.

(0) Derivative financial instruments

The Group uses derivative financial instruments, such as cross currency swap and cross currency option. Such derivative
financial instruments are initially recognised at fair value on the date on which a derivative contract is entered into and are
subsequently remeasured at fair value. Derivatives are carried as financial assets when the fair value is positive and as
financial liabilities when the fair value is negative.

For the years ended December 31, 2020, 2019 and 2018, the Group did not have any derivatives designated as hedging
instruments.

(p) Inventories

Inventories are measured at the lower of cost or 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 determined under the weighted average cost method, and includes all costs in bringing
the inventories to its present location and condition. The elements of costs include direct material, labor and allocable
material and manufacturing overhead.

Costs of production in process and finished goods include the purchase costs of raw materials and conversion costs
such as direct labor and allocation of fixed and variable production overheads. Raw materials are valued at a purchase cost
inclusive of freight and other shipping costs.

Coal and iron ore inventories costs include direct labor, supplies, depreciation of equipment and mining assets, and
amortisation of licenses to use mineral reserves, mine operating overheads and other related costs. Operating overheads are
charged to expenses in the periods when the production is temporarily paused or abnormally low.

(q9) Impairment of non-current assets

Further disclosures relating to impairment of non-current assets are also provided in the following notes:
e Intangible assets — Note 16
e  Property, plant and equipment — Note 15.

e Impairment of goodwill and other non-current assets — Note 17.
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The Group assesses, at each reporting date, whether there is an indication that an asset may be impaired. If any indication
exists, or when annual impairment testing for an asset is required, the Group estimates the asset’s recoverable amount.
An asset’s recoverable amount is the higher of an asset’s or CGU’s fair value less costs of disposal and its value in use.
The recoverable amount is determined for an individual asset, unless the asset does not generate cash inflows that are largely
independent of those from other assets or groups of assets. When the carrying amount of an asset or CGU exceeds its
recoverable amount, the asset is considered impaired and is written down to its recoverable amount. The Group’s CGUs
represent single entities or group of entities with one component of business in each case.

In assessing value in use, the Group uses assumptions that include estimates regarding the discount rates, growth rates
and expected changes in selling prices, production and sales volumes and operating costs, as well as capital expenditures and
working capital requirements during the forecasted period. The estimated future cash flows expected to be generated by the
asset, when the quoted market prices are not available, 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. Discount rates used in the
impairment test for goodwill and non-current assets are estimated in nominal terms on the weighted average cost of capital
basis. The growth rates are based on the Group’s growth forecasts, which are largely in line with industry trends. Changes
in selling prices and direct costs are based on historical experience and expectations of future changes in the market. In
determining fair value less costs to sell, the Group uses recent market transactions data and best information available to
reflect the amount that it could obtain from the disposal of the asset in an arm’s length transaction (e.g., offers obtained from
potential buyers).

The Group bases its impairment calculation on detailed budgets and forecast calculations, which are prepared separately
for each of the Group’s CGUs to which the individual assets are allocated. These budgets and forecast calculations generally
cover a period of five years. A long-term growth rate is calculated and applied to project future cash flows after the fifth year.

For CGUs involved in mining activity future cash flows include estimates of recoverable minerals that will be obtained
from proved and probable reserves, mineral prices (considering current and historical prices, price trends and other related
factors), production levels, capital and reclamation costs, all based on the life of mine models prepared by the Group’s
engineers.

Impairment losses of continuing operations are recognised in the consolidated statement of profit (loss) and other
comprehensive income.

For impaired assets excluding goodwill, an assessment is made at each reporting date to determine whether there is an
indication that previously recognised impairment losses no longer exist or have decreased. If such indication exists, the
Group estimates the asset’s or CGU’s recoverable amount. Previously impaired assets (excluding goodwill) are reviewed for
possible reversal of previous impairment at each reporting date. Impairment reversal cannot exceed the carrying amount that
would have been determined (net of depreciation), had no impairment loss been recognised for the asset or cash generating
units (CGUs). Such reversal is recognised in the consolidated statement of profit (loss) and other comprehensive income.

Goodwill is tested for impairment annually as of December 31 and when circumstances indicate that the carrying value
may be impaired. Impairment is determined for goodwill by assessing the recoverable amount of each CGU to which the
goodwill relates. When the recoverable amount of the CGU is less than its carrying amount, an impairment loss is recognised.
Impairment losses relating to goodwill cannot be reversed in future periods.

(r) Cash and cash equivalents

Cash and cash equivalents in the consolidated statement of financial position comprise cash at banks and on hand and
short-term deposits with an original maturity of three months or less, which are subject to an insignificant risk of changes in
value.

For the purpose of the consolidated statement of cash flows, cash and cash equivalents consist of cash and short-term
deposits, as defined above, net of outstanding bank overdrafts as they are considered an integral part of the Group’s cash
management.

34



MECHEL PAO
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)
for the year ended December 31, 2020

(All amounts are in millions of Russian rubles, unless stated otherwise)

(s) Provisions
General

Provisions are recognised when the Group has a present obligation (legal or constructive) as a result of a past event, it
is probable that an outflow of resources embodying economic benefits will be required to settle the obligation, including
legal or tax proceedings’ obligations, and a reliable estimate can be made of the amount of the obligation. The expense
relating to a provision is presented in the consolidated statement of profit (loss) and other comprehensive income, net of any
reimbursement.

If the effect of the time value of money is material, provisions are discounted using a current pre-tax rate that reflects,
when appropriate, the risks specific to the liability. When discounting is used, the increase in the provision due to the passage
of time is recognised as a finance cost.

Rehabilitation provision

The Group has numerous site rehabilitation obligations that it is required to perform under law or contract once an asset
is permanently taken out of service. The main part of these obligations is not expected to be paid in a foreseeable future, and
will be funded from the general Group’s resources when respective works will be performed. The Group’s rehabilitation
provisions primarily relate to its steel and mining production facilities with related landfills and dump areas and its mines.

Mine rehabilitation costs will be incurred by the Group either while operating, or at the end of the operating life of the
Group’s facilities and mine properties. The Group assesses its mine rehabilitation provision at each reporting date. The Group
recognises a rehabilitation provision where it has a legal and constructive obligation as a result of past events, and it is
probable that an outflow of resources will be required to settle the obligation, and a reliable estimate of the amount of
obligation can be made. The nature of these restoration activities includes: dismantling and removing structures;
rehabilitating mines and tailings dams; dismantling operating facilities; closing plant and waste sites; and restoring,
reclaiming and revegetating affected areas.

The obligation generally arises when the asset is installed or the ground/environment is disturbed at the mining
operation’s location. When the liability is initially recognised, the present value of the estimated costs is capitalised by
increasing the carrying amount of the related mining assets to the extent that it was incurred as a result of the
development/construction of the mine.

Changes in the estimated timing of rehabilitation or changes to the estimated future costs are dealt with prospectively
by recognising an adjustment to the rehabilitation provision and a corresponding adjustment to the asset to which it relates,
if the initial estimate was originally recognised as part of an asset measured in accordance with IAS 16 Property, Plant and
Equipment (“IAS 167).

Any reduction in the rehabilitation provision and, therefore, any deduction from the asset to which it relates, may not
exceed the carrying amount of that asset. If it does, any excess over the carrying value is taken immediately to the
consolidated statement of profit (loss) and other comprehensive income.

Over time, the discounted liability is increased for the change in present value based on the discount rates that reflect
current market assessments and the risks specific to the liability. The periodic unwinding of the discount is recognised in the
consolidated statement of profit (loss) and other comprehensive income as part of finance costs.

For closed sites, changes to estimated rehabilitation costs are recognised immediately in the consolidated statement of
profit (loss) and other comprehensive income.

Environmental expenditures and liabilities

Environmental expenditures that relate to current or future revenues are expensed or capitalised as appropriate.
Expenditures that relate to an existing condition caused by past operations and do not contribute to current or future earnings
are expensed. Liabilities for environmental costs are recognised when a clean-up is probable and the associated costs can be
reliably estimated. Generally, the timing of recognition of these provisions coincides with the commitment to a formal plan
of action or, if earlier, on divestment or on closure of inactive sites. The amount recognised is the best estimate of the
expenditure required. Where the liability will not be settled for a number of years, the amount recognised is the present value
of the estimated future expenditure.
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(t) Pensions and other post-employment benefits
Defined benefit pension and other post-retirement plans

The Group has a number of defined benefit pension plans and other long-term benefits that cover the majority of
production employees.

Benefits under these plans are primarily based upon years of service and average earnings. The Group accounts for the
cost of defined benefit plans and other long-term benefits using the projected unit credit method. Under this method, the cost
of providing pensions is charged to the consolidated statement of profit (loss) and other comprehensive income, so as to
attribute the total pension cost over the service lives of employees in accordance with the benefit formula of the plan.

The Group’s obligation in respect of defined retirement benefit plans and other long-term benefits is calculated
separately for each defined benefit plan and other long-term benefit plan by discounting the amounts of future benefits that
employees have already earned through their service in the current and prior periods. The discount rate applied represents
the yield at the yearend on highly rated long-term bonds.

For defined benefit pension plans, actuarial gains and losses arising from changes in actuarial assumptions are
recognised directly in other comprehensive income. For other long-term benefits, actuarial gains and losses arising from
changes in actuarial assumptions are recognised in profit or loss.

For unfunded plans, the Group recognises a pension liability, which is equal to the projected benefit obligation. For
funded plans, the Group offsets the fair value of the plan assets with the projected benefit obligations and recognises the net
amount of pension liability. The market value of plan assets is measured at each reporting date.

State pension fund

The Group’s Russian companies are legally obligated to make defined contributions to the Russian Pension Fund at the
rate of 10% from employee’s annual income over RUB 1.3 million and at the rate of 22% from employee’s annual income
not exceeding RUB 1.3 million (a defined contribution plan financed on a pay-as-you-go basis). The Group’s contributions
to the Russian Pension Fund relating to defined contribution plans are charged to income in the year, to which they relate
and are recognised within social security costs (Note 24.2).

(u) Treasury shares

Reacquired own equity instruments (treasury shares) are recognised at cost and deducted from equity. No gain or loss
is recognised in profit or loss on the purchase, sale, issue or cancellation of the Group’s own equity instruments. Any
difference between the carrying amount and the consideration, if reissued, is recognised in the additional paid-in capital.

(v) Significant accounting estimates, assumptions and judgments

The preparation of the consolidated financial statements requires management to make judgments, estimates and
assumptions that affect the reported carrying amounts of assets and liabilities, and disclosure of contingent assets and
liabilities as of the date of the consolidated financial statements, and the amounts of revenues and expenses recognised during
the reporting period. Estimates and assumptions are continually evaluated and are based on the Group’s experience and other
factors, including expectations of future events that are believed to be reasonable under the circumstances.

The COVID-19 pandemic has widespread global impacts on economies, markets and businesses, giving rise to
significant volatility and considerable uncertainty. As the extent and duration of the impacts from COVID-19 remain unclear,
the Group’s estimates and assumptions used in preparing the consolidated financial statements reflect the potential
implications of COVID-19 on the Group’s operations and financial condition under various possible scenarios. Actual results
could differ from those estimates. Uncertainty about these assumptions and estimates could result in outcomes that require a
material adjustment to the carrying amount of assets or liabilities affected in future periods.
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Estimates and assumptions

The key assumptions concerning the future and other key sources of estimation uncertainty at the reporting date, that have
a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within the next financial year,
are described below or in the related accounting policy note. The Group based its assumptions and estimates on parameters
available when the consolidated financial statements were prepared. Existing circumstances and assumptions about future
developments, however, may change due to market change or circumstances arising beyond the control of the Group.

In particular, the Group has identified a number of areas where significant estimates and assumptions are required.
Further information on each of these areas and how they impact the various accounting policies are described with the
associated accounting policy note within the related qualitative and quantitative note as described below.

Critical accounting estimates
Deferred tax assets

Deferred tax assets are recognised for unused tax losses to the extent that it is probable that taxable profit will be
available against which the losses can be utilised. Significant management judgment is required to determine the amount of
deferred tax assets that can be recognised, based upon the likely timing and the level of future taxable profits and the existence
of taxable temporary differences (Note 19). Various factors are considered to assess the probability of the future utilization
of deferred tax assets for individual subsidiaries and for the consolidated group of taxpayers, including past operating results,
operational plans for not longer than five years as this term is considered reliable and accurate for forecast, same assumptions
for operational plans as used for determination of the expected future cash flows from the cash generating units and which
have been reassessed and adjusted when necessary due to the impacts arising from the recent COVID-19 pandemic, financial
plans based on historical data and expectation built on the debt portfolio, terms of the expiration of tax losses carried forward
depending on respective tax legislation, and tax planning strategies based on changes in tax regulation for tax losses offsetting
for 2018-2021. The key assumptions used in the future projections of taxable profits include sales volumes, selling prices
(coal, steel products) and operating costs. If actual results differ from these estimates or if these estimates must be adjusted
in future periods, the Group’s financial position, results of operations and cash flows may be affected. In the event that the
assessment of future utilization of deferred tax assets must be changed, this effect is recognised in the consolidated statement
of profit (loss) and other comprehensive income.

The carrying amount of deferred tax assets is reviewed at each reporting date and is adjusted to reflect the likelihood
that the estimated taxable profit and taxable temporary differences will be sufficient to recover the asset in whole or in part.

Impairment of property, plant and equipment and other non-current assets

The Group assesses at each reporting date whether there is any indication that an asset may be impaired. If any such
indication exists, the Group makes an estimate of the asset’s recoverable amount. Impairment exists when the carrying value
of an asset or CGU exceeds its recoverable amount, which is the higher of its fair value less costs of disposal and its value
in use. The fair value less costs of disposal calculation is based on available data from binding sales transactions, conducted
at arm’s length for similar assets or observable market prices less incremental costs for disposing of the asset. 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 assessment of the time value of money and the risks specific to the assets.

Impairment is based on a large number of factors, such as changes in current competitive conditions, expectations of
growth in the industry, changes in cost of capital, changes in the future availability of financing, technological obsolescence,
and other changes in circumstances that indicate that impairment exists. The determination of the recoverable amount of a
cash-generating unit involves the use of estimates by management. The key assumptions used in the future cash flow
projections include sales volumes, selling prices (coal, steel products) and operating costs. Methods used to determine the
value in use include discounted cash flow-based methods, which require the Group to make an estimate of the expected
future cash flows from the cash-generating unit and also to choose a suitable discount rate and growth rate in order to calculate
the present value of those cash flows. These estimates, including the methodologies used, may have a material impact on the
value in use and, ultimately, the amount of any impairment (Note 17).

Increased economic uncertainty due to the recent developments of the COVID-19 pandemic has become a trigger event
that the Group’s assets may be impaired. The Group has conducted the impairment testing of property, plant and equipment
and other non-current assets (Note 17). Significant assumptions that include estimates regarding the discount rates, growth
rates, expected changes in selling prices, sales volumes and operating costs, have been reassessed and adjusted when
necessary due to the impacts arising from the recent COVID-19 pandemic.
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Impairment of goodwill

The Group determines whether goodwill is impaired at least on an annual basis and when circumstances indicate that
the carrying value may be impaired. This requires an estimation of the value in use of the cash generating units to which the
goodwill is allocated. Estimating the value in use requires the Group to make an estimate of the expected future cash flows
from the cash-generating unit including assumptions related to sales and extraction volumes, selling prices and also to choose
a suitable discount rate in order to calculate the present value of those cash flows. These assumptions have been reassessed
and adjusted when necessary due to the impacts arising from the recent COVID-19 pandemic. More details of the
assumptions used in estimating the value in use of the cash-generating units to which goodwill is allocated are provided in
Note 17.

Other accounting estimates and assumptions
Uncertain income tax positions

The Group determines whether to consider each uncertain income tax treatment separately or together with one or more
other uncertain tax treatments and uses the approach that better predicts the resolution of the uncertainty. The Group applies
significant judgement in identifying uncertainties over income tax treatments, and where uncertainty exists, the Group
records tax liabilities based on its best estimate of the probable outflow of resources embodying economic benefits, which
are required to settle these liabilities.

Useful lives of items 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. These estimates may have a material impact on the amount of the carrying values of property,
plant and equipment and on depreciation expense for the period.

Mineral reserves

Mineral reserves and the associated mine plans are a material factor in the Group’s computation of amortisation charge
proportional to the depletion. Estimation of reserves involves some degree of uncertainty. The uncertainty depends mainly
on the amount of reliable geological and engineering data available at the time of the estimate and the interpretation of this
data, which also requires use of subjective judgment and development of assumptions. Mine plans can be updated which can
have a material impact on the amortisation charge proportional to the depletion for the period. More details are provided in
Note 3(i).

Provisions

The outcomes of various legal proceedings, disputes and claims to the Group are subject to significant uncertainty.
Management evaluates, among other factors, the degree of probability of an unfavorable outcome and the ability to make a
reasonable estimate of the amount of loss. Unanticipated events or changes in these factors may require the Group to increase
or decrease the amount recorded or to be recorded for a matter that has not been previously recorded because it was not
considered probable (Note 22).

Pensions and other post-employment benefits

The cost of defined benefit pension plans and other post-employment benefits and the present value of the pension
obligation are determined using actuarial valuations. An actuarial valuation involves making various assumptions which may
differ from actual developments in the future. These include the determination of the discount rate, future salary increases,
mortality rates and future pension increases. Due to the complexity of the valuation, the underlying assumptions and its long-
term nature, a defined benefit obligation and other long-term benefit plans are highly sensitive to changes in these
assumptions. All assumptions are reviewed at each reporting date. The discount rate is the most sensitive to a change
assumption. In determining the appropriate discount rate, management considers the yield curve of the Russian government
bonds together with the expected term of the defined benefit obligation. The mortality rate is based on publicly available
mortality tables for the specific countries. Those mortality tables tend to change only at intervals in response to demographic
changes. Future salary increases and pension increases are based on expected future inflation rates for the respective
countries. More details are provided in Note 21.
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Rehabilitation provisions

The Group reviews rehabilitation provisions at each reporting date and adjusts them to reflect the current best estimate.
Rehabilitation provisions are recognised in the period in which they arise and are stated at the best estimate of the present
value of estimated future costs. These estimates require extensive judgment about the nature, cost and timing of the work to
be completed, and may change with future changes to costs, environmental laws and regulations and remediation practices.
The Group applies a suitable discount rate in order to calculate the present value of the estimated future costs, depending on
their timing. The terms of rehabilitation works are linked to the termination of extraction phase, use of assets or regulatory
requirements and vary significantly for different assets. These estimates, including the methodologies used, may have a
material impact on the amount of rehabilitation provision. Changes in the estimated timing of rehabilitation or changes to
the estimated future costs are dealt with prospectively by recognising an adjustment to the rehabilitation provision and a
corresponding adjustment to the asset to which it relates, if the initial estimate was originally recognised as part of an asset
measured in accordance with IAS 16 (Note 15).

Impairment of financial assets

The Group makes allowances for expected credit losses resulting from the expected inability of customers to make
required payments. When evaluating the adequacy of an allowance for expected credit losses management bases its estimates
on the current overall economic conditions, the ageing of accounts receivable balances, historical write-off experience, debtor
creditworthiness and changes in payment terms. The amount of ECLs is sensitive to changes in circumstances and of forecast
economic conditions. The Group’s historical credit loss experience and forecast of economic conditions may also not be
representative of customer’s actual default in the future (Note 12).

The COVID-19 outbreak led to a significant increase in the credit risks therefore the Group has reevaluated estimates
and assumptions related to the adequacy of an allowance for expected credit losses (ECL) for accounts receivable and other
financial assets and adjusted forecast of macroeconomic indicators in the ECL estimation models.

Determining net realisable value of inventories

The Group makes write-downs for obsolete and slow-moving raw materials and spare parts. In addition, finished goods
of the Group are carried at net realisable value (Note 11). 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.

Provision for legal claims

The Group is subject to various other lawsuits, claims and proceedings related to matters incidental to the Group’s
business, licenses, tax positions. Accruals for probable cash outflows have been made based on an assessment of a
combination of litigation and settlement strategies. It is possible that results of operations in any future period could be
materially affected by changes in assumptions or by the actual effectiveness of such strategies.

Interest rate implicit in the lease

The Group cannot readily determine the interest rate implicit in the lease, therefore, it uses its incremental borrowing
rate (IBR) to measure lease liabilities. The IBR is the rate of interest that the Group would have to pay to borrow over a
similar term, and with a similar security, the funds necessary to obtain an asset of a similar value to the right-of-use asset in
a similar economic environment. The IBR therefore reflects what the Group ‘would have to pay’, which requires estimation
when no observable rates are available (such as for subsidiaries that do not enter into financing transactions) or when they
need to be adjusted to reflect the terms and conditions of the lease (for example, when leases are not in the subsidiary’s
functional currency). The Group estimates the IBR using observable inputs (such as market interest rates) when available
and is required to make certain entity-specific estimates (such as the subsidiary’s stand-alone credit rating).
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Judgments

In the process of applying the Group’s accounting policies, management has made the following judgments, which
have the most significant effect on the amounts recognised in the consolidated financial statements.

Railway depreciation method

In 2015, the Group commenced to depreciate the railway of the Elga coal deposit using units of production method. In
applying the units of production method, depreciation is normally calculated based on produced and delivered tonnes in the
period as a percentage of total expected tonnes to be produced and delivered in current and future periods over the Elga coal
deposit life cycle. The Group’s analysis has shown that the consumption of the economic benefits of the asset is linked to
production and delivery of coal. The Group assesses the total or ultimate railway capacity in tonnes at least at each financial
year end and, if expectations differ from previous estimates, the changes will be accounted for as a change in an accounting
estimate in accordance with IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors (“1AS 8”).

Principal vs agent arrangements

Revenue is recognised when a customer obtains control over the goods or services. Determining the timing of the
transfer of control — at a point in time or over time — requires judgement. The Group is engaged into contracts which include
transportation and freight services. Under certain agreements, the Group is responsible for providing shipping services after
the date at which control over the goods passes to the customer at the loading port or place. Freight and transportation services
are required to be accounted for as separate performance obligations with revenue recognised over time as the service is
rendered. The Group has concluded that it acts as a principal when it is primarily responsible for fulfilling the promise to
provide transportation services and as an agent when it is not primarily responsible for fulfilling the promise to provide
transportation services. As a result, for operations when the Group acts as a principal the amounts of transportation costs and
freight services, which are included in the transaction price and incurred by the Group in fulfilling its performance obligations
shall be recorded as revenue and recognised over time as the obligation is fulfilled. For agent services related to transportation
of goods sold, when cost of transportation is included into the goods price, the revenue and selling expenses are recognised
on a net basis.

Leases

The likelihood of extension and termination options being exercised, the separation and estimation of non-lease
components of payments, the identification and valuation of in-substance fixed payments, the determination of the
incremental borrowing rate relevant in calculating lease liabilities are assessed for recognition of right-of-use assets and lease
liabilities.

The Group determines the lease term as the non-cancellable term of the lease, together with any periods covered by an
option to extend the lease if it is reasonably certain to be exercised, or any periods covered by an option to terminate the
lease, if it is reasonably certain not to be exercised. The renewable lease contracts that specify an initial period, and renew
indefinitely at the end of the initial period unless terminated by either of the parties to the contract are considered enforceable
beyond the date on which the contract can be terminated taking into account the broader economics of the contract, and not
only contractual termination payments. Lease terms are determined based on the contract terms, production need to lease the
specialised asset and terms of rehabilitation obligations.

Taxation

The Group is subject to taxation to the largest extent in Russia, and secondarily in other jurisdictions. The Russian tax,
currency and customs legislation is subject to varying interpretations, and changes, which can occur frequently.
Management’s interpretation of such legislation as applied to the transactions and activity of the Group may be challenged
by the relevant regional and federal authorities. Russian tax authorities take assertive position in its interpretation of the
legislation and assessments and as a result, it is possible that transactions and activities that have not been challenged in the
past may be challenged. As such, significant additional taxes, penalties and interest may be assessed. Fiscal periods remain
open to review by the authorities in respect of the taxes for three calendar years preceding the year of review. Under certain
circumstances reviews may cover longer periods. The fact that a year has been reviewed does not close that year, or any tax
declaration applicable to that year, from further review during the three-year period.

In the event that a taxpayer submits a revised tax declaration for a period of more than three years in which the stated
amount of tax is less than the amount previously declared, tax audit of a taxpayer may be performed, but only with the respect
to the changes in the tax declaration.
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In other tax jurisdictions where the Group conducts operations or holds shares, taxes are generally charged on their
worldwide income. In the most jurisdictions agreements to avoid double taxation were signed with other jurisdictions;
however, the risk of additional taxation exists, especially in respect of certain domiciles where some of the Group entities
are located.

The Russian transfer pricing legislation, which came into force on January 1, 2012, allows the Russian tax authority to
apply transfer pricing adjustments and impose additional profits tax liabilities in respect of all “controlled” transactions if
the transaction price differs from the market level of prices. The list of “controlled” transactions includes transactions
performed with related parties, including transactions performed with independent dealers, and certain types of cross-border
transactions. For domestic transactions the transfer pricing rules apply only if taxpayers satisfy certain criteria and the amount
of all transaction with related party exceeds RUB 1,000 million since 2019.

In order to support the level of prices applied for the “controlled” transactions the Group should provide evidence that
prices of “controlled” transactions are based on market prices and to prepare the reports for submission to the Russian tax
authorities. Otherwise, the Russian tax authorities have the right to challenge the prices determined by the Group for such
transactions and to charge additional taxes, penalties and fines. In cases where the domestic transaction resulted in an accrual
of additional tax liabilities for one party, another party could correspondingly adjust its profit tax liabilities according to the
special notification issued by the authorised body in due course. Special transfer pricing rules apply to transactions with
securities and derivatives.

The Group believes that it uses the market prices in “controlled” transactions and does not expect any claims of tax
authorities related to the prices used in such transactions. However, due to the uncertainty and limited practice of the Russian
legislation in the area of transfer pricing relevant tax claims may be raised and the respective effect is currently impossible
to estimate.

In addition, in 2014, the legislation of the Russian Federation has been significantly revised in order to prevent the
misuse of low-tax jurisdictions for tax avoidance in the Russian Federation. Changes in the legislation set out the rules for
the taxation of income of a foreign organization recognised as a controlled foreign corporation. The foreign organization is
recognised as a controlled foreign corporation, if it is not a tax resident of the Russian Federation and the share of the
controlling Russian entities or individuals in the organization is more than 25% (in some cases, more than 10%). Starting
from the calculation of the profits of controlled foreign corporation for 2017 and beyond, the amount of non-taxable income
of 10 million Russian rubles is established. The Russian tax law also provides for certain conditions under which the income
of controlled corporations qualifies as tax exempt. The taxable income of the controlling party is increased by the profits of
the controlled foreign corporation earned in the financial year ended prior to the reporting year.

Environmental contingencies

In the course of the Group’s operations, the Group may be subject to environmental claims and legal proceedings.
The quantification of environmental exposures requires an assessment of many factors, including changing laws and
regulations, improvements in environmental technologies, the quality of information available related to specific sites, the
assessment stage of each site investigation, preliminary findings and the length of time involved in remediation or settlement.
Management does not believe that any pending environmental claims or proceedings will have a material adverse effect on
the Group’s financial position and results of operations.

For other judgments, estimates and assumptions and details refer to:
e  Mineral licenses (Note 3(i));
e  Property, plant and equipment (Note 3(j));
e  Deferred tax assets (Note 3(f));
e  Non-current assets held for sale and discontinued operations (Note 3(h));
e Inventories (Note 3(p));
e  Impairment of non-current assets (Note 3(q));
e  Pensions and other post-employment benefits (Note 3(t));
e  Provisions (Note 3(s));

e  Fair value measurement (Note 3(d)).
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(w) Reclassifications and rounding

Certain reclassifications have been made to the prior periods’ consolidated financial statements to conform to the current
year presentation. Such reclassifications affect the presentation of certain items in the consolidated statement of financial
position, consolidated statement of profit (loss) and other comprehensive income, consolidated statement of cash flows and
notes to the consolidated financial statements and have no impact on net income or equity.

Unless otherwise stated, comparative financial information for 2019 and 2018 reflect adjustments made in connection
with the presentation of discontinued operation (sale of the Elga coal complex).

All amounts disclosed in these consolidated financial statements and notes have been rounded to the nearest millions
of Russian rubles units unless otherwise stated.

(x) New and amended standards and interpretations adopted by the Group

The Group applied for the first time certain standards and amendments, which are effective for annual periods beginning
on or after January 1, 2020. The Group has not early adopted any other standard, interpretation or amendment that has been
issued but is not yet effective.

The following amended standards became effective from January 1, 2020, but did not have any material impact on the
consolidated financial statements of the Group:

e  Amendments to IFRS 3 — Definition of a Business (issued on October 22, 2018 and effective for acquisitions from the
beginning of annual reporting period that starts on or after January 1, 2020).

e  Amendments to IAS 1 and IAS 8 — Definition of Material (issued on October 31, 2018 and effective for annual reporting
periods beginning on or after January 1, 2020).

e  Amendments to IFRS 9, IAS 39 and IFRS 7 — Interest Rate Benchmark Reform (issued on September 26, 2019 and
effective for annual reporting periods beginning on or after January 1, 2020).

Standards issued but not effective

The standards and interpretations applicable to the Group that are issued, but not yet effective, up to the date of issuance
of the Group’s financial statements are discussed below. The Group intends to adopt these standards and amendments, if
applicable, when they become effective. The Group expects no material impact on its consolidated financial statements from
the following amendments and improvements applicable to the Group but they may impact future periods should the Group
enter into new relevant transactions (e.g., business combinations):

e  Amendments to IAS 1 — Classification of Liabilities as Current or Non-current (issued on January 23, 2020 and
effective for annual reporting periods beginning on or after January 1, 2023).

e  Amendments to IAS 1 and IFRS Practice Statement 2 — Disclosure of Accounting policies (issued on February 12, 2021
and effective for annual reporting periods beginning on or after January 1, 2023).

e  Amendments to IAS 8 — Definition of Accounting Estimates (issued on February 12, 2021 and effective for annual
reporting periods beginning on or after January 1, 2023).

e  Amendments to IAS 16 — Property, Plant and Equipment: Proceeds before Intended Use (issued on May 14, 2020 and
effective for annual reporting periods beginning on or after January 1, 2022).

e  Amendments to IAS 37 — Onerous Contracts — Costs of Fulfilling a Contract (issued on May 14, 2020 and effective
for annual reporting periods beginning on or after January 1, 2022).

e  Amendments to IFRS 3 — Reference to the Conceptual Framework (issued on May 14, 2020 and effective for annual
reporting periods beginning on or after January 1, 2022).

e  Annual Improvements to [IFRSs 2018-2020 — amendments to IFRS 9 — Fees in the *10 per cent’ test for derecognition
of financial liabilities (issued on May 14, 2020 and effective for annual reporting periods beginning on or after
January 1, 2022).

e  Amendments to IFRS 16 — COVID-19 Related Rent Concessions (issued on May 28, 2020 and effective for annual
reporting periods beginning on or after June 1, 2020).

° Amendments to IFRS 9, TAS 39, IFRS 7, IFRS 4 and IFRS 16 — Interest Rate Benchmark Reform — Phase 2 (issued on
August 27, 2020 and effective for annual reporting periods beginning on or after January 1, 2021).
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Over the past few years, global financial regulators developed a reform aimed at replacement of benchmark interbank
offered rates (“IBOR”), such as LIBOR and EURIBOR, with new official benchmark rates known as alternative risk- free
rates. This reform caused changes to the financial reporting requirements under IFRS. The IASB tackled the changes in two
phases: phase 1 amended specific hedge accounting requirements where uncertainty could arise in the run-up to transition
and phase 2 addressed potential financial reporting issues that may arise when IBORs are either reformed or replaced.

It was announced that LIBOR, one of the most widely used benchmarks, will be discontinued after December 2021, as
banks will no longer be required to submit the quotes used to construct it.

The Group has a number of short-term and long-term borrowings with variable interest rates. Currently, the Group is
assessing its floating rate debt maturing after 2021 and discussing with the banks the possible changes to the contract terms.
The Group is in the process of evaluation of the effect of application of these amendments.

4. Going concern

In April 2020, as part of its debt restructuring, the Group sold its 51% share in Elgaugol OOO, ElgaDoroga OOO and
Mecheltrans-Vostok OOO (collectively — “the Elga coal complex”) to a third party for a consideration of RUB 89 billion
used for repayment of debt principal to VTB and Gazprombank in proportion to their shares in the Group’s debt portfolio.
As a result of the Elga coal complex disposal other non-current financial liabilities of RUB 49,418 million under the put
option of Gazprombank were derecognised. Additionally, the Group signed debt restructuring agreements with VIB and
Gazprombank providing an extension of debt maturity by seven years until March 2027 with the option of further extension
by three years more if the extension conditions are met. The agreements set the repayments schedule starting 2020.

However, the debt restructuring was not finalised with respect to the portion of the Group’s credit portfolio with the
foreign banks and lenders, therefore, as of December 31, 2020, the Group was not in compliance with the payment schedules
under certain credit facilities and a number of financial and non-financial covenants contained in the Group’s loan agreements
as further described in Note 10.1. As of the date of approval of these consolidated financial statements, these breaches
constitute an event of default and, as a result, the lenders may request accelerated repayment of a substantial portion of the
Group’s debt including repayment requests on overdue principal and interest from foreign banks. As of the date of approval
of these consolidated financial statements, the Group did not have sufficient own resources to enable it to comply with such
repayment requests. The Group continues to negotiate with the creditors about debt settlement options and expects to agree
on settlement terms in 2021. As of December 31, 2020, the Group’s debt payable on demand was RUB 310,522 million,
including RUB 248,667 million of long-term debt classified as short-term debt due to contractual cross-default provisions
and breaches of financial and non-financial covenants. As of December 31, 2020, the Group’s total liabilities exceeded total
assets by RUB 230,671 million.

The COVID-19 pandemic has widespread global impact on economies, markets and businesses, giving rise to
significant volatility and considerable uncertainty. Together with other factors, this has resulted in a sharp decrease in the oil
price, stock market indices, coal and metals prices, as well as depreciation of the Russian ruble. The Group’s manufacturing
and selling companies have remained open and operational during the pandemic. As of the date of approval of these
consolidated financial statements, the Group has not experienced any substantial disruptions to production or sales owing to
its diversified structure of assets comprising coal, energy and steel products. Nevertheless, consequences of the pandemic
through drop of prices on world markets, deterioration of customers’ solvency and other manifestations had significant
impact on decline of the Group’s operating profit.

The economic environment influenced by the global spread of the COVID-19 pandemic and current economic
conditions in the major segments of the Group’s operations retain uncertainty about the level of demand for the Group’s
products, the pricing of major products mined or manufactured by the Group, operating and financial results, the availability
of free cash flow for repayment or ability to refinance and restructure liabilities.
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Management has concluded that the events and conditions, as well as the other circumstances mentioned above, indicate
the existence of a material uncertainty that may cast significant doubt upon the Group’s ability to continue as a going concern
and, therefore, the Group may be unable to realize its assets and discharge its liabilities in the normal course of business. The
management believes that the Group will achieve an agreement on restructuring with the foreign banks and lenders and
secure adequate financing to continue in operational existence in the foreseeable future. The management’s strategy includes
enhancement of crude steel production, increase in sales of the major steel products, diversification of product range to
quickly respond to market changes, and further development of the Group’s mining assets providing additional volumes of
high-grade coking coal both to the Russian consumers and to exports markets. The Group’s operational plans include further
optimisation of the costs structure and on-going control over the production costs and selling expenses. By the end of 2020,
prices for construction steel products of the Group’s steel segment increased significantly, the price of coal in China is
showing positive dynamics. These signs of recovery will allow the Group to focus on planned strategy.

The consolidated financial statements have been prepared assuming that the Group will continue as a going concern.
Accordingly, the consolidated financial statements do not include any adjustments relating to the recoverability and
classification of recorded asset amounts, the amounts and classification of liabilities or any other adjustments that might
result in the Group being unable to continue as a going concern.

5. Capital management

The equity capital of the Group was formed by injecting shares of its operating subsidiaries into Mechel PAO. This
together with obtaining profits allowed the Group to raise debt to finance major investment projects as well as to acquire
new companies. Although it has always been the Group’s priority to create and grow the shareholders’ value, during the past
several years, the Group has become more focused on managing its debt, which has been the major source for expansion and
growth.

Metals and mining industry is known for its capital intensive investment cycle requiring secure long-term financing. In
2012-2015, high price volatility on the coal seaborne market and metal market resulted in the decrease in the Group’s
operating profit and impairments of non-current assets. Devaluation of the national currency (Russian ruble) affected the
amount of foreign exchange losses and increase in cost of financing on local and foreign debt markets. These factors became
the major reason for the losses incurred by the Group in the past and resulted in significant negative equity.

Given current economic circumstances and the amount of debt, the Group’s primary objective is to focus on resolving
the debt issues through a long-term restructuring of the remaining non-restructured portion of loan portfolio and bringing
down both cost of financing and actual interest payments as well as use of all available free cash flow for repayment of debt
and fulfilment of payment schedules under the restructured facilities. The Group’s long-term policy is to maintain a strong
capital base to maintain investor, creditor and market confidence and to ensure sustainable future development of the
business. The Group’s management constantly monitors profitability and leverage ratios. The Group’s capital management
is based on a number of covenants, of which ‘Net Debt to Adjusted EBITDA’ and ‘Adjusted EBITDA to Net Interest
Expense’ are the main indicators the management uses for control (Note 10.1). The level of dividends is monitored by the
Board of Directors of the Group.

In previous periods, as a consequence of a fall of the commodity markets, the Group violated several covenants and
defaulted on major credit facilities of interest and debt payments. During 2020, the Group signed restructuring arrangements
with the Russian state-controlled banks, however, as of December 31, 2020, the Group was not in compliance with a number
of financial and non-financial covenants set by the loan agreements and repayment schedules under the facilities with the
foreign banks. The Group is planning to achieve an agreement on restructuring with the foreign banks and lenders and secure
adequate financing to continue in operational existence in the foreseeable future.

The main goal for the Group is to achieve long-term restructuring of the remaining non-restructured portion of loan
portfolio, which will permit to restore working capital, improve efficiency of operations and provide ability to sustain full
service of debt in accordance with newly agreed repayment schedules as well as use of all available free cash flow for
repayment of debt.

The objectives, policies and processes for managing capital during the year ended December 31, 2020 and 2019 were
not changed.
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6. Material partly-owned subsidiaries

Financial information of subsidiaries that have material non-controlling interests is provided below.

Proportion of equity interest held by non-controlling interests:

At December 31, At December 31,
Name 2020 2019
SKCC and subsidiaries® .........c..cccoeeireuirinenieeninieenetreeee ettt ssesesse e esee e eene 0.9% 0.9%
Kuzbass Power Sales Company (KPSC).....c..coooviviriniinininiiiiicreneneeceeese e 27.9% 27.9%
Chelyabinsk Metallurgical Plant (CMP)**........c..ccooiiininiiiiinececee e 6.3% 5.8%
Southern Urals Nickel Plant (SUNP) .......ccoiiiiiiiiiiiii e 15.9% 15.9%
Beloretsk Metallurgical Plant (BMP) .......c..cccoiiiiiiiiininiiieccceneeceeeeeecee e 8.6% 8.6%
Korshunov Mining Plant (KIMP) ........cccoiiiiiiiiiiiiiiiiinnecececneee et 10.0% 10.0%
Urals Stampings Plant (USP)** ... 10.0% 6.2%
TZISEAL ...ttt b et bttt 10.0% 10.0%

*  Hereinafter SKCC and subsidiaries are represented by Southern Kuzbass Coal Company (SKCC), Tomusinsky Open Pit Mine (TOPM),

Tomusinsky Energoupravlenie.

**  See Note 23.

The summarised financial information for these subsidiaries is provided below. This information is based on amounts

before inter-company eliminations.

Summarised statements of profit (loss) and other comprehensive income for 2020:

SKCC and
subsidiaries KPSC CMP SUNP BMP KMP USpP Izhstal

Revenue from contracts

with customers..........c.c.c.... 26,664 24,002 114,092 90 21,673 12,937 10,219 16,755
Cost of sales ......cccverererueennnne (21,521) (11,546) (95.,461) (50) (18,860) (6,494) (8,196) (15,429)
Total selling, distribution and

operating expenses, net........ (16,303) (11,255) (12,485) (187) (2,123) (4,360) (1,240) (1,803)
Total other income and

(eXPense), Net .......vveervennnnes (16,021) 251 (5,021) 443 278 1,417 1,837 78)
(Loss) profit before ta (27,181) 1,452 1,125 296 968 3,500 2,620 (1,455)
Income tax (expense) benefit.... 938 (302) (373) (67 (111) (182) 81 (255)
(Loss) profit for the period . (26,243) 1,150 752 229 857 3,318 2,701 (1,710)
Total comprehensive (loss)

income (26,243) 1,150 752 229 857 3,318 2,701 (1,710)
Attributable to non-

controlling interests ............. (212) 320 76 36 73 330 215 (173)
Dividends paid to non-

controlling interests ............. - - - - - - - -

Summarised statements of profit (loss) and other comprehensive income for 2019:
SKCC and
subsidiaries KPSC CMP SUNP BMP KMP USpP Izhstal

Revenue from contracts

with customers . 35,059 24,624 113,020 198 22,061 15,776 17,231 20,208
Cost of sales ......cccverererueennnne (21,667) (12,479) (101,258) (54) (19,263) (6,739) (12,330) (17,631)
Total selling, distribution and

operating expenses, net........ (7,264) (11,531) (11,4006) (218) (1,749) (4,439) (1,157) 919
Total other income and

(exXpense), Net .........coeveennee (233) 209 4,173 235 41 1,831 1,633 99
Profit before tax.......cceceueenee 5,895 823 4,529 161 1,090 6,429 5,377 3,397
Income tax (expense) benefit.... (372) (174) (551) (37 (28) (271) (323) 97
Profit for the period ............. 5,523 649 3,978 124 1,062 6,158 5,054 3,494
Total comprehensive income 5,523 649 3,978 124 1,062 6,158 5,054 3,494
Attributable to non-

controlling interests ............. 79 182 231 20 91 613 315 348

Dividends paid to non-
controlling interests ............. - — - — — _

45



MECHEL PAO
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)
for the year ended December 31, 2020

(All amounts are in millions of Russian rubles, unless stated otherwise)

Summarised statements of profit (loss) and other comprehensive income for 2018:

SKCC and
subsidiaries KPSC CMP SUNP BMP KMP USp Izhstal
Revenue from contracts
with customers..........c.c.c.... 32,251 24,084 124,372 88 25,899 9,989 16,549 21,173
Cost of sales ....oeovrvereeereenennne (18,123) (12,077) (101,829) (47) (24,095) (6,222) (13,131) (19,392)
Total selling, distribution and
operating expenses, net........ (9,064) (11,894) (11,988) (170) (1,867) (4,250) (1,099) (2,498)
Total other income and
(expense), net .................... (4,514) 343 (5,114) 722 1,034 2,103 2,090 (1,097)
Profit (loss) before tax.......... 550 456 5,441 593 971 1,620 4,409 (1,814)
Income tax (expense) benefit.... (1,707) 94) 1,443 (115) (34) 46 (109) 228
(Loss) profit for the period .. (1,157) 362 6,884 478 937 1,666 4,300 (1,586)
Total comprehensive (loss)
— 1,157) 362 6,884 478 937 1,666 4,300 (1,586)

Attributable to non-

controlling interests ............. 12 101 345 76 83 166 269 (154)
Dividends paid to non-

controlling interests ............. - - - - - - - -

Summarised statements of financial position as of December 31, 2020:

SKCC and

subsidiaries KPSC CMP SUNP BMP KMP USP Izhstal
Current assets ........cccceeveeveanene 75,693 4,582 66,066 2,259 14,659 14,658 12,549 4,674
Non-current assets 50,065 4,960 220,598 5,879 5,022 32,797 23,754 3,811
Current liabilities.................... (88,813) (2,452) (222,009) 97) (6,201) (3,346) (4,028) (12,873)
Non-current liabilities ............ (68.,469) (153) (27,780) (659) (416) (995) (185) (1,663)
Total equity 31,524 (6,937) (36,875) (7,382) (13,064) (43,114) (32,090) 6,051
Attributable to:
Equity shareholders

of Mechel PAO.................... 31,585 (5,006) (34,534) (6,210) (11,938) (38,822) (28,889) 5,452

Non-controlling interests........ (61) (1,931) (2,341) (1,172) (1,126) (4,292) (3,201) 599

Summarised statements of financial position as of December 31, 2019:

SKCC and

subsidiaries KPSC CMP SUNP BMP KMP USP Izhstal
Current assets .........cceeveeveanen. 74,924 4,373 46,448 3,301 14,127 20,413 15,374 4,049
Non-current assets.... 61,772 4316 170,004 4,556 3,651 23,484 19,942 4,405
Current liabilities...... (135,625) (2,727) (177,585) 93) (5,308) (3,001) (5,504) (10,153)
Non-current liabilities ............ (6,626) (176) (2,757) (610) (261) (1,098) (422) (2,634)
Total equity 5,555 (5,786) (36,110) (7,154) (12,209) (39,798) (29,390) 4,333
Attributable to:
Equity shareholders

of Mechel PAO.................... 5,828 (4,176) (34,021) (6,019) (11,156) (35,836) (27,565) 3,908

Non-controlling interests........ (273) (1,610) (2,089) (1,135) (1,053) (3,962) (1,825) 425

Summarised cash flow information for the year ended December 31, 2020:

SKCC and
subsidiaries KPSC CMP SUNP BMP KMP USpP Izhstal
Operating.........cceeveeveeereeeenns 8,718 1,465 (1,446) (183) 1,441 6,647 3,538 1,531
Investing.. . 8,118 (749) (30,413) 217 (1,407) (6,409) (3,497) (72)
o T (16,903) (696) 31,413 (34) (344) (238) (235) (1,487)
Increase (decrease) in cash
(67) 20 (446) - (310) - (194) (28)

and cash equivalents, net...
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Summarised cash flow information for the year ended December 31, 2019:

SKCC and
subsidiaries KPSC CMP SUNP BMP KMP USp Izhstal
Operating.........cceeveeveeereeeenns 12,043 243 10,898 (146) (2,482) 2,867 1,375 2,839
INVEStNG....eveeieeieieieereieiine (950) (58) (3,522) 163 2,685 (2,627) 912) (72)
FnaNCing. ..o (10,945) (245) (7,108) a7 505 (240) (199) (2,741)
Increase (decrease) in cash
148 (60) 268 - 708 - 264 26

and cash equivalents, net...

Summarised cash flow information for the year ended December 31, 2018:

SKCC and
subsidiaries KPSC CMP SUNP BMP KMP USP Izhstal
Operating...........coeceveveueuennne 13,152 193 13,015 (264) (1,891) 1,325 3,950 1,647
Investing... 547 97) (76,283) 264 1,870 (1,003) (1,163) (89)
FnaNCINg. ..o (13,651) (99) 63,200 - (169) (322) (2,829) (1,604)
Increase (decrease) in cash
48 A3) (68) - (190) - (42) (46)

and cash equivalents, net...

7. Investments in associates

Investments in associates comprised of:

Percent of shares held at Investment carrying value at
December 31, December 31, December 31, December 31,
Investee 2020 2019 2020 2019
TPTU (Mining SEZMent) .........ccuevveeemerrearerenreneneeneecans 40% 40% 219 208
TRMZ (Mining Segment) ..............c.ccoovvverrerreverrernenene. 25% 25% 122 113
341 321

Total investments in associates

TPTU (Tomusinskiy Transportation Management Center) shares are owned by SKCC. The core business is provision
of transportation services. TRMZ (Tomusinskiy Auto Repair Shop) shares are owned by SKCC. TRMZ provides repair
services.

The following table shows movements in the investments in associates:

TPTU TRMZ
(Mining segment) (Mining segment) Total
December 31, 2017 184 99 283
Share OF PrOfit..........cveveevervieeierieieeieseieeiseesee s nees 5 5 10
December 31, 2018 189 104 293
Share of Profit........ccccevirierineniiicreee e 19 9 28
December 31, 2019 208 113 321
Share OF PrOFit.......v.cvceereeiceeeeeteceeteeeeeee et 11 9 20
December 31, 2020 219 122 341
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8. Related party disclosures
Note 1 provides information about the Group’s structure, including details of the subsidiaries and the holding company.

The following table provides the total amount of transactions that have been entered into with the related parties in 2020,
2019 and 2018.

2020 2019 2018

Other loss Other loss Other loss

Purchases Sales (income)  Purchases Sales (income)  Purchases Sales (income)

ASSOCIALES ...ovenveeiennennen 104 62 - 110 98 - 121 103 (33)
Controlling shareholders

and entities under

control of the Group’s

Controlling shareholders 1,451 336 142 904 184 138 280 52 9)

Total 1,555 398 142 1,014 282 138 401 155 (42)

As of December 31, 2020 and 2019, the Group had the following balances in settlement with related parties:

December 31, 2020 December 31, 2019
Financial Financial
assets from Total assets from Total
and advances Financial outstanding, and advances Financial outstanding,
given to liabilities to net given to liabilities to net
ASSOCIALES ..ottt 7 (20) (13) 7 (6) 1
Controlling shareholders and entities under
control of the Group’s Controlling
SHATChOLAEIS....cvvvvvvcreererreeeeieeeeei s 140 (1,565) (1,425) 100 (963) (863)
Total 147 (1,585) (1,438) 107 (969) (862)

(a) Controlling shareholders and entities under control of the Group’s Controlling shareholders

As of December 31, 2020 and 2019, the amounts of non-current financial assets fully covered by the allowance for
expected credit losses included amounts receivable of RUB 24,391 million and RUB 24,391 million, respectively, assigned
to the Group’s related party entitled to collect amounts due from third party metallurgical plants, with further repayment to
the Group. In January 2020, the Group extended the terms of repayment through 2027.

As of December 31, 2020 and 2019, the amounts of financial liabilities included amounts the trade and other payables
of RUB 1,088 million and RUB 456 million, respectively, and amounts of the current lease liabilities of RUB 76 million and
RUB 94 million, respectively, and non-current lease liabilities of RUB 421 million and RUB 419 million, respectively.

Mechel PAO purchased 6,419,753 of its ordinary shares from the Controlling shareholders and entities under control
of the Group’s Controlling shareholders for RUB 517 million as a result of the buyback of the shares on September 29, 2020
(Note 23).

The outstanding cash balance in Coalmetbank, an entity under control of the Group’s Controlling shareholders, was
RUB 382 million and RUB 1,509 million as of December 31, 2020 and December 31, 2019, respectively.

In 2020 and 2019, the Group purchased energy and electricity from its related party in the amount of RUB 1,265 million
and RUB 692 million, respectively.

(b) Compensation to key management personnel

The total compensation to key management personnel was included in general and administrative expenses in the
consolidated statement of profit (loss) and other comprehensive income and consisted of the short-term employee benefits
in the amount of RUB 602 million, RUB 592 million and RUB 561 million in the year ended December 31, 2020, 2019 and
2018, respectively. There are no share-based payments to key management personnel. The Group’s directors and executive
officers are also provided with voluntary medical insurance and the use of wireless services.
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9. Fair value measurement

Set out below is a comparison by class of the carrying amounts and fair value of the Group’s financial liabilities that

are carried in the consolidated financial statements:

December 31, 2020 December 31, 2019
Carrying Fair Carrying Fair
Level amount value amount value
Financial liabilities measured at
amortised cost
Floating rate loans and borrowings .............. 2 308,657 284,427 370,312 357,276
BONdS ..o 1 2,473 2,496 6,483 6,534
Fixed rate loans and borrowings................... 2 5,907 5,734 11,727 11,169
Other non-current financial liabilities
(NOte 10.5) oo 2 1,901 1,919 43,303 46,200
Total.......c.oooviiieeeeeeeeeeeeee e 318,938 294,576 436,825 421,179

The fair value of loans and borrowings was calculated based on the present value of future principal and interest cash
flows, discounted at the Group’s interest rates adjusted for risk premium at the reporting dates (Level 2).

Management assessed that the fair values of cash and cash equivalents, trade and other receivables (other than arising
from provisionally priced contracts), trade and other payables, bank overdrafts and other financial assets approximate their
carrying amounts largely due to the short-term maturities of these instruments.

As of December 31, 2020 and 2019, trade receivables of RUB 1,115 million and RUB 459 million arising from
provisionally priced contracts were measured at fair value through profit or loss upon recognition (Level 2). The adjustments
to the final price on provisionally priced contracts measured at fair value resulted in a net loss of RUB 420 million, net loss
of RUB 815 million and net gain of RUB 29 million are recorded within revenue for the years ended December 31, 2020,

2019 and 2018, respectively.

10. Financial assets and financial liabilities

10.1 Financial liabilities: loans and borrowings

The Group has the following principal and interest amounts outstanding for loans and bonds:

December 31, 2020 December 31, 2019

Amount of Amount of
Short-term borrowings and current portion of Interest outstanding Interest outstanding
long-term debt rate, % debt rate, % debt
In Russian rubles
Banks and financial institutions.............cccceceevveeeeveeeeeennennn. 5.8 2,644 7.8 1,347
Weighted average interest rate for the period.........c........... 5.8 7.8
In euro
Banks and financial inStitutions.............ccceeveviereenieecienienne 1.7-1.8 171 1.7-1.9 524
Weighted average interest rate for the period..................... 1.8 1.9
Current portion of long-term debt ..........cccoeeevvevveriivennens - 298,794 - 368,335
Interest payable ......c.cooveeciierierie e - 9,750 - 9,014
Fines and penalties on overdue amounts .............ccceeeenne - 3,477 - 2,097
Total short-term borrowings and current portion of

314,836 381,317

long-term debt
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December 31, 2020 December 31, 2019
Amount of Amount of

Interest rate, outstanding Interest rate, outstanding
Long-term debt % debt % debt
In Russian rubles
Banks and financial institutions............ccoceveveiieiieiee e 1.0-6.9 158,969 1.0-9.8 239,659
BONAS 1SSUC.....cvviiiieiieciieciie ettt e 7.9-8.8 2,432 8.0-11.9 6,370
Corporate 1enders ..........ooeevuereerienieiie e 9.3 47 9.3 43
Weighted average interest rate for the period.........c........... 5.8 7.9
In U.S. dollars
Banks and financial insStitutions............cccccceeeeveeveeereeeneenns 7.1-7.2 29,576 3.29.0 44,725
Weighted average interest rate for the period.........c........... 7.2 8.4
In euro
Banks and financial institutions....................... 0.3-5.7 109,971 0.8-7.0 84,743
Weighted average interest rate for the period 4.7 4.8
Current part of long-term loans and borrowings................. (298,794) (368,335)
Total long-term debt 2,201 7205

Aggregate scheduled maturities of the debt outstanding as of December 31, 2020 were as follows:

Payable by
ON AEMANG ...ttt ettt et e e e te e e vt e steeebeeeteeesbeeesaeeesaeeaseeseeesseessesaseensaeeaseeesseenseeesseenseesseenres 310,522
2021 (CUITENE POTEION) 1.uvieireeiiresiieeteesiteeteeeteesseeesteesseeasseensaeassaeasseeseessseeseeasseasseessseessseenseesssesssesssseensesssseessssanseensnn 4,314
2022 e h ekt a et en e eh ekt h et ea e R e Rt eE ket A eaten e ea e eR e e R e b e s en e e R e eh e e Rt ekt ehe R et et entes e e b e et et enbeteneens 2,101
17
17
202 ettt ettt e a et eh e ettt ea b e bt ea b e beea b e ekt en b e bt en s ekt ea b e beentea bt enbe st entebeentenbeentenbesteenheentanne 63
TREICATIET ...ttt e e e et e s e e e e s e st e e s e et n e en et en s anaen 3
Total 317,037

The unused portion under all credit facilities except revolving credit lines and overdrafts as of December 31, 2020 and
2019 was RUB 653 million and RUB 514 million, respectively.

The outstanding balances of principal amount of short-term and long-term debt by denominated currencies and major
banks as of December 31, 2020 and 2019 were as follows:

December 31, December 31,
Short-term and long-term debt 2020 2019
Russian ruble-denominated
GAZPTOMDANK .....eeeeitieiieiicieieee ettt ettt st e e s bt et e bt e st e st ebeeseentesseensens 97,505 139,971
63,313 99,411
2,432 6,370
842 1,667
Total 164,092 247,419
U.S. dollar-denominated
VT B et e e e et e e et e e e e e be e e e atba e e e taeeeateeeataaeeaaes 18,135 27,256
BINP e ettt e e et e e e b e e e e e bt e e e tbaeeantaeeeeabaeeataaeeenne 11,441 9,587
VEB ettt et e e e bt e e e bt e e e e bbee e nbeeeeateeeaabeeeataaaaens - 7,000
OBRCT ettt e e e et et s e es e ee et ettt s s ee e e et et e s e - 382
Total 29,576 44,725
Euro-denominated
VT B et e e e et e e et e e e e e be e e e atba e e e taeeeateeeataaeeaaes 85,898 66,145
BN P e et e e e e e aa e e e ebe e e e etaaeeataeeeebeaeataaeeanes 18,036 13,793
3,590 96
2,618 5,233
Total 110,142 85,267
Total short-term and long-term debt 303,810 377411
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(a) VTB facilities

The outstanding balances of the euro-denominated credit facilities as of December 31,2020 and 2019 were
RUB 85,898 million and RUB 66,145 million, respectively, bearing interest at 5.3-5.7% p.a.

In April 2020, the Group signed amendment agreement with VIB to restructure the euro-denominated loan of
EUR 897 million (RUB 81,318 million as of December 31, 2020) issued to CMP for refinancing of pre-export credit facility
in 2018 by extending the repayment grace period until 2022 and the final maturity until 2027, with a further extension of the
final repayment period until 2030 if certain conditions are met. Other terms in the restructuring agreement have remained
unchanged from the original agreement apart from the updated levels of financial covenants, specific non-financial covenants
and assigned restructuring fee. In May 2020, the Group complied with conditions precedent of the agreement and VTB
confirmed coming into effect of the restructuring terms under the amendment agreement.

According to the respective amendment agreement, the new ruble-denominated loan in the amount of RUB 870 million
was received in September 2020 and was further used to finance a redemption of shares (Note 23), and the new ruble-
denominated loan in the amount of RUB 58,507 million was received in October 2020 and was used for the full repayment
of VTB credit facilities of CMP, Mechel PAO and SKCC. The new ruble-denominated loans have same maturities and
repayment schedule as the euro-denominated loan.

As aresult of restructuring due to a decrease in effective interest rate the finance income in the amount of RUB 2,796 million
was recognised in the consolidated statements of profit (loss) and other comprehensive income for the year ended
December 31, 2020.

In July 2020, the Group signed a working capital loan agreement in the amount of RUB 5,000 million in accordance
with the program implemented under the Russian Government Resolution No. 582 dated April 24, 2020.

In September 2020, the new ruble-denominated overdraft loan agreements were signed for a total amount of
RUB 2,500 million.

The outstanding balances of the ruble-denominated facilities as of December 31,2020 and 2019 were
RUB 63,313 million and RUB 99,411 million, respectively, bearing interest at 3.7-5.8% p.a.

The outstanding balance of the U.S. dollar-denominated credit facilities as of December 31, 2020 and 2019 was
RUB 18,135 million and RUB 27,256 million, respectively, bearing interest at 7.2% p.a.

Along with the restructuring of the CMP loan, the Group signed amendment agreements with VTB for extension of
repayment of principal amounts due in February-March 2020 under two U.S. dollar-denominated credit facilities of SKCC
of $18 million (RUB 1,349 million as of December 31, 2020) until November 2020. In October 2020, the Group signed
amendment agreements for further extension of the above principal repayment until February 2021 (Note 27).

To refinance the U.S. dollar-denominated facilities of SKCC, in April 2020, a new credit agreement was signed between
VTB and SKCC, according to which VTB provides a credit line with a credit limit of $327 million (24,157 million rubles as
of December 31, 2020) with the final maturity until April 2022. The major covenants are aligned with the covenants of the
restructured VITB euro-denominated loan. As of December 31, 2020, no cash has been received under this agreement as
conditions to draw the credit facility have not occurred (Note 27).

Upon sale of the Elga coal complex, the consideration received was used for repayment of VTB loans in the amount of
RUB 51,113 million.

(b) Gazprombank facilities

The outstanding balances of the ruble-denominated facilities as December 31, 2020 and 2019 were RUB 97,505 million
and RUB 139,971 million, respectively, bearing interest at 5.8% p.a.

In April 2020, as a result of restructuring of Gazprombank loans, additional amendments were signed for all
Gazprombank facilities with Beloretsk Metallurgical Plant (“BMP”’), Mechel Energo, Mechel Coke, SKCC, Mechel Service,
CMP, Urals Stamping Plant (“USP”), Port Posiet, Yakutugol in the amount of RUB 101,459 million including interest and
fines and penalties as of the date of the restructuring.

51



MECHEL PAO
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)
for the year ended December 31, 2020

(All amounts are in millions of Russian rubles, unless stated otherwise)

In May 2020, the Group complied with the conditions precedent of the agreements and Gazprombank confirmed coming
into effect of the restructuring terms under the amendment agreements including the extension of the original debt maturity
until March 2027 with a further extension of the final repayment period until 2030 if the extension conditions are met. Other
terms in the restructuring agreements have remained unchanged from the original agreements apart from the updated levels
of financial covenants, specific non-financial covenants and assigned restructuring fee.

Upon sale of the Elga coal complex, the consideration received was used for repayment of the ruble-denominated loans
of Gazprombank in the amount of RUB 37,887 million.

(c¢) VEB facility

VEB credit facility at Elgaugol of RUB 7,000 million as of December 31, 2019 ($113,069 thousand at exchange rate
as of December 31, 2019) was disposed of in the course of sale of the Elga coal complex in April 2020.

(d) Bonds

During 2009-2011, Mechel PAO placed a number of issues of the 5,000,000 ruble-denominated bonds each in an
aggregate principal amount of RUB 40,000 million with maturity dates between February 2020 and July 2021. The range of
coupon interest rate as of December 31, 2020 varies from 7.9% p.a. to 8.8% p.a.

(e) Other loans

In 2010-2020, the Group signed revolving credit agreements and overdrafts for working capital financing up to
RUB 7,832 million with several banks. The unused portion under the revolving credit lines and overdrafts is
RUB 3,981 million as of December 31, 2020. These revolving credit lines allow the Group to withdraw, repay and re-draw
in the agreed amounts, timing and number of times until the arrangement expires. Borrowings bear interest at 1.3-6.9% p.a.

(f) Pledges

In order to secure bank financings, the Group pledged shares in certain key subsidiaries, including 99%-2 shares of
Yakutugol, 95% + 3 shares of SKCC, 91.66% of shares of CMP, 50% + 2 shares of common shares of BMP, 50% + 2 shares
of KMP, 87.5%+3 shares of Mechel Mining, 74% + 1 share of USP, 25% + 1 share of Izhstal, 25% + 1 share of Port Posiet,
25% of registered capital of BFP, 25% of registered capital of Port Temryuk and 1.95% of shares of Mechel PAO as of
December 31, 2020.

As of December 31, 2020 and 2019, the carrying value of property, plant and equipment pledged under the loan
agreements amounted to RUB 21,522 million and RUB 116,717 million, respectively. Carrying value of inventories pledged
under the loan agreements amounted to RUB 2,253 million and RUB 2,931 million as of December 31, 2020 and 2019,
respectively. Accounts receivable pledged as of December 31,2020 and 2019 amounted to RUB 145 million and
RUB 179 million, respectively. Additionally, CMP pledged its rights to receive future payments (revenue) related to the
contract with Russian Railways JSC in the amount of RUB 7,388 million ($100 million).'

(g) Covenants

The Group’s loan agreements contain a number of covenants and restrictions, which include, but are not limited to,
financial ratios, various limitations, acceleration and cross-default provisions. The covenants include, among other things,
limitations on: (1) raising of additional borrowings; (2) payment of dividends on common and preferred shares; and
(3) amounts that can be spent for capital expenditures, new investments and acquisitions. Covenant breaches if not waived
generally permit lenders to demand accelerated repayment of principal and interest.

I CMP’s accounts receivable from Russian Railways JSC as of December 31, 2020 amounted to nil.
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The Group was required to comply with the following ratios under the most significant loan agreements with the
Russian state-controlled banks as of December 31, 2020%

Actual as of
December 31,

Restrictive covenants Requirement 2020

Group’s Adjusted EBITDA? to Net Interest EXpense .........cccccocvvuvenene. Shall not be less than 2.0:1.0 1.67:1.0
Group’s Adjusted EBITDA to Consolidated Financial Expense........... Shall not be less than 2.0:1.0 1.64:1.0
Group’s Net Debt to Adjusted EBITDA........ccoovecieniieieieeieeeereeeee Shall not exceed 6.0:1.0 8.05:1.0
Group’s Total Debt to Adjusted EBITDA..........ccccevveievievieeiecrieieeeene. Shall not exceed 6.0:1.0 8.08:1.0
Group’s Cash flow from operating activities to Adjusted EBITDA....... Shall not be less than 0.80:1.0 0.90:1.0
Group’s Adjusted EBITDA to Revenue.........ccocceevvevieieneniinieieneenee, Shall not be less than 0.15:1.0 0.15:1.0

In April 2020, the Group received a waiver from VTB for financial and non-financial covenants holiday period until
December 31, 2020 set under the ruble-denominated loans of RUB 58,507 million which were fully repaid in October 2020
and under the U.S. dollar-denominated loans of $245 million (RUB 18,135 million as of December 31, 2020). In December
2020, the Group received a waiver from VTB for financial and non-financial covenants holiday period until February 28,
2021 set under the U.S. dollar-denominated loans of $245 million (RUB 18,135 million as of December 31, 2020).

As of December 31, 2020, the Group was not in compliance with several financial and non-financial covenants set by
the loan agreements with the Russian state-controlled banks. Also, the Group was not in compliance with covenants
contained in the loan agreements with foreign banks (such as Net Borrowings to Adjusted EBITDA ratio, Adjusted EBITDA
to Net Interest Expense ratio and targeted amount of Adjusted Shareholder’s Equity).

There was a default on payments of principal and interest in the amount of RUB 30,835 million and RUB 2,000 million
as of December 31, 2020 and in the amount of RUB 25,354 million and RUB 1,563 million as of December 31, 2019,
respectively, which is represented by ECA-covered loans (represented by the credit facilities of BNP Paribas and other
international lenders). The fines and penalties on overdue amounts of RUB 3,477 million and RUB 2,097 million were
recorded in loans and borrowings in the consolidated statement of financial position as of December 31, 2020 and 2019,
respectively. The fines and penalties in the amount of RUB 1,080 million, RUB 733 million and RUB 847 million were
recorded as finance costs in the consolidated statements of profit (loss) and other comprehensive income for the years ended
December 31, 2020, 2019 and 2018, respectively. The Group regularly receives notifications on defaults under the facilitiy
agreements with ECA-lenders, as well as reservation of rights letters and calls of guarantees. The long-term debt of
RUB 248,667 million was reclassified to short-term liabilities as of December 31, 2020 as a result of non-compliance with
covenants and a default on payments of principal and interest.

10.2 Leases

The Group has lease contracts for various items of land, operating machinery and equipment and transportation vehicles.
None of them meets the definition of investment property.

Net Debt and Total Debt are calculated according to the respective definitions set by the credit agreements. Generally, Total Debt
includes outstanding loans, lease, bonds and other finance liability balances; Net Debt is equal to Total Debt less cash and cash
equivalents.

Adjusted EBITDA is calculated as defined in the respective loan agreements.

53



MECHEL PAO
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)
for the year ended December 31, 2020

(All amounts are in millions of Russian rubles, unless stated otherwise)

Set out below are the carrying amounts of right-of-use assets recognised and the movements during the years ended
December 31, 2020 and 2019:

Operating
Buildings machinery
and and Transporta-
Land constructions equipment tion vehicles Total

As of January 1, 2019 - - 643 9,469 10,112
Adjustment on initial application of IFRS 16......... 1,932 681 73 12 2,698
Additions as a result of new leases and capitalized

leasehold improvements............coccecvereeeverienenennen. 54 537 257 7,088 7,936
Depreciation charge..........ccceveeeenervenieenieneeienens (72) (138) (204) (2,587) 3,001)
Effect of modification and changes of estimates

N lease CoNtracts..........cceveveeverveeeereeercnenennenne 137 4 142 311 594
IMPAITMENt ..o (72) - (19) (363) (454)
Transfer to own property, plant and equipment...... - - (114) (1) 115)
Exchange differences on translation of foreign

OPETALIONS. ...ecveveereeseeeaeseteseesesee st s s naesens €)) (23) (15) 3) 42)
As of December 31,2019 1,978 1,061 763 13,926 17,728
Additions as a result of new leases and capitalized

leasehold improvements.............cceevverveeverneenvenenn 41 70 163 1,804 2,078
Depreciation charge...........cccoevereieireecncnenenne. (67) (266) (191) (3,307) 3,831
Effect of modification and changes of estimates

N 1eaSE CONIACES .....eeuveeienieiieieieeieicee e (265) 153 5 (1,030) 1,137)
Discontinued operations (Note 25) (511) (13) - (1,123) (1,647)
IMPAIrMENt .....eoveeiieiieieieeeeeee e (16) - (81) (303) 400)
Transfer to own property, plant and equipment...... - - (29) 4) 33)
Exchange differences on translation of foreign

OPEIAIONS. ......veeeeeeeeeeeeeeeee e sees e 5 46 25 6 82
As of December, 31 2020 1,165 1,051 655 9,969 12,840

The Group presents lease liabilities separately from other liabilities in the consolidated statement of financial position. Set
out below are the carrying amounts of lease liabilities and the movements during the years ended December 31, 2020 and 2019:

2020 2019
Lease liabilities as of January 1 17,355 8,293
Adjustment on initial application Of IFRS 16........cccccveviiviiiiiieiecieeeiee e - 3,259
Additions as a TeSUIt Of NEW 1€ASES ........ueivviieieeceee ettt eveeeee e 573 7,372
Effect of modification and changes of estimates in lease contracts............ccoceceeeerencnennnn (1,155) 608
TNEETESE EXPEIISE ...ttt ettt ettt ettt st ettt sat e e bt e st et e setesbe e st e e saeeebeenaeeenee 1,088 1,409
Lease PAYMIEILS ......ccuiviiiiiiiiiiieicctc et s (5,031) (3,488)
Discontinued operations (NO€ 25)........coerirerieiiirinenenienee ettt (1,448) -
Exchange differences on translation of foreign operations............cccecveeveviereeceeecierieseennenne. 99 (34)
OTRET ...ttt ettt ettt ettt ettt st 12 (64)
Lease liabilities as of December 31 11,493 17,355

The total cash outflow for leases during the years ended December 31, 2020 and 2019 was RUB 3,841 million and
RUB 5,404 million, respectively. The lease liabilities of RUB 1,490 million were settled through sale and leasing back of
railway carriages. The amount of expense relating to short-term leases during the years ended December 31, 2020 and 2019
was RUB 322 million and RUB 1,536 million, respectively.

The total amount of commitments for short-term leases excluding VAT amounted to RUB 104 million and
RUB 62 million as of December 31, 2020 and 2019, respectively.

The Group’s lease contracts contain a number of restrictions, which include but are not limited to cross-default
provisions. As of December 31, 2020 and 2019, the Group was not in compliance with certain covenants under a number of
loan agreements and certain lease contracts. As a result, the related long-term lease liabilities of RUB 4,345 million and
RUB 5,480 million were reclassified to short-term lease liabilities due to covenant violations as of December 31, 2020 and
2019, respectively.
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In June 2019, the Group has extended a contract for lease of railway carriages until July 2021 resulting in addition to
right-of-use assets and lease liabilities recognised in the amount of RUB 4,862 million. Until May 2019, the contract for
lease of these railway carriages was short-term and contract expense was recognised within expense relating to short-term
leases.

In March 2020, the Group has reached an agreement with one of the lessors to reduce rental fees for lease of railway
carriages, and, as a result of remeasurement of the lease liability, the amount of right-of-use assets and lease liabilities was
decreased by RUB 999 million.

The total amount including VAT of additional financing from leaseback transactions was RUB 2,584 million and
RUB 344 million during the years ended December 31, 2020 and 2019, respectively.

The Group has lease contracts that have not yet commenced as of December 31, 2020 with the future lease payments
of RUB 9 million within one year, RUB 25 million within five years and RUB 5 million thereafter.

10.3 Financial instruments risk management objectives and policies

The Group is exposed to foreign currency risk, credit risk and liquidity risk. Management reviews and agrees policies
for managing each of these risks, which are summarised below.

Liquidity risk

Liquidity risk is the risk that an entity will encounter difficulty in meeting obligations associated with financial liabilities
that are settled by delivering cash or another financial asset which can increase the risk of losses. The Group has procedures
with the objective of minimising such losses such as maintaining sufficient cash and other highly liquid current assets to
meet its liabilities as and when they fall due.

As of December 31, 2020, the Group was in breach of a number of financial and non-financial covenants contained in
the Group’s loan agreements which led to cross-defaults under other loan and lease agreements, permitting the respective
lenders under such other facilities to accelerate the payment of principal and interest under their loans.

The following tables show the remaining contractual maturities at the reporting date of the Group’s non-derivative
financial liabilities, which are based on contractual undiscounted cash flows (including interest payment computed using
contractual rates, or if floating, based on rates current at the reporting date) and the earliest the Group can be required to pay.

Maturity

More than More than More than
1 year but 2 years but 3 years but

Within less than less than less than More than
On demand 1 year 2 years 3 years 4 years 4 years Total
At December 31, 2020
Loans and borrowings, including
interest payable 311,673 4,333 2,109 18 18 66 318,217
Lease liabilities...................... 6,329 2,521 1,299 672 475 8,187 19,483
Trade and other payables 27,226 13,125 - - - - 40,351
Other financial liabilities............... - 488 487 481 445 1,272 3,173
Maturity
More than More than More than
1 year but 2 years but 3 years but
Within less than less than less than More than
On demand 1 year 2 years 3 years 4 years 4 years Total
At December 31, 2019
Loans and borrowings, including
interest payable..........ccceeenennns 373,799 7,998 5,024 2,325 14 70 389,230
Lease liabilities .........ccccceoveruennennen. 8,802 3,992 3,122 1,230 643 12,515 30,304
Trade and other payables 20,210 14,642 - - - - 34,852
Other financial liabilities............... - - 54,450 38 38 19 54,545
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Credit risk

Credit risk arises when a failure by counterparties to discharge their obligations could reduce the amount of future cash
inflows from financial assets on hand at the reporting date.

The Group is exposed to credit risk from its operating activities (primarily trade receivables (Note 12)) and from its
financing activities, including deposits with banks and financial institutions, foreign exchange transactions and other
financial instruments.

Customer credit risk is managed by each subsidiary subject to the Group’s established policy, procedures and control
relating to customer credit risk management. Credit quality of a customer is assessed and individual credit limits are defined
in accordance with this assessment. Outstanding customer receivables are regularly monitored. The contractual credit period
for sales of goods is about 30 days on average. No interest is charged on trade receivables.

An impairment analysis is performed at each reporting date on an individual basis for major customers. In addition, a
large number of minor receivables are grouped into homogenous groups and assessed for impairment collectively. The
calculation is based on actual incurred historical data. Based on the results of impairment analysis the allowance for expected
credit losses on receivables is recognised (Note 12).

The maximum exposure to credit risk arising from the Group’s financial assets is presented as follows:

December 31, December 31,
2020 2019
Restricted cash (excluding cash on hand)..........cceecveeievieniiicienieiecieeceee e 284 147
Cash deposits (INOLE 14) ....cviiuieiieiieieiiecieie ettt ettt e etaesreeaesteesaesaeessesseesaesseenseess 320 1,074
Trade and Other TECEIVADIES ...........coiiiiiiiie et e e e e 16,442 15,442
Other fINANCIAL ASSELS.......eeieuviiieieiie et et eeee e e et eere e e et e e e e eaeeeeeeteeeeeaeeeeaeeeeereeeeeneeeenns 370 382
= PPOMUISSOTY FOTES ...ttt ettt n - -
S LOANS ISSUCU. ...t 354 368
S BORAS ..o e 16 14
Total 17,416 17,045

The Group evaluates the concentration of risk with respect to trade receivables as low, as its customers are located in
several jurisdictions and industries and operate in largely independent markets.

Restricted cash (excluding cash on hands) mostly relates to cash received as advances under the contracts with
customers.

Foreign currency risk

Foreign currency risk is the risk that the value of future cash flows of a financial instrument will fluctuate because of
changes in foreign exchanges rates. This risk arises when commercial transactions and recognised assets and liabilities are
denominated in a currency different from the Group’s functional currencies.

The Group undertakes transactions denominated in foreign currencies and consequently is exposed to foreign currency
risk. Approximately 23% of the Group’s sales are denominated in U.S. dollars and 13% of the Group’s sales are denominated
in euro, 12% of the Group’s borrowings are denominated in U.S. dollars and 36% of the Group’s borrowings are denominated
in euro. The Group does not have formal arrangements to mitigate foreign currency risk. However, management of the Group
believes that the foreign currency risk from sales of the Group denominated in U.S. dollars and euro is partly mitigated by
foreign exchange (loss) gain from the Group’s borrowings and purchases denominated in foreign currencies, mostly in euro
and U.S. dollars.
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The Group’s exposure at the reporting date to foreign currency risk arising from recognised assets and liabilities
denominated in a currency other than the functional currency of the entity to which they relate to is set out in the table below:

December 31,

December 31,

Assets and liabilities denominated in U.S. dollars 2020 2019
Current assets 215 639
Trade and other TECEIVADIES........evuiiiiriieieieeieee ettt 74 172
Cash and cash eqUIVAIEIIES ........cc.eciiviiriieieie ettt ettt beseeeaeste e b e beessesreeseeees 141 467
Non-current liabilities - (4,667)
Loans and DOTTOWINES .......cc.eoveiiieiririintenientet ettt ettt sttt e - (4,667)
Current liabilities (40,342) (41,047)
Loans and DOTTOWINES .......cc.eouerieiriiiriinienientc ettt ettt sttt se e sn e see e (38,041) (38,861)
Trade and other PAYADIES...........ccveiiiiieiiieieie ettt ettt see b e ste b sbeesbesreesbeees (2,301) (2,186)

December 31,

December 31,

Assets and liabilities denominated in euro 2020 2019
Current assets 555 171
Trade and other reCeIVADIES ........ccueiiuiiiiiieceee e e 470 63
Cash and cash eQUIVAIEILS ........cc.eciiiiiiieieie ettt ettt et e e eaestee b e teesaesreesaeees 85 108
Non-current liabilities (2,173) (148)
Loans and borrowings (2,084) -
LeaSE HHADITILIES . eeuvevieeieiieiietieitete ettt ettt ettt eete et e ste e b e sbeesaesseenbeessessesseensannas (89) (148)
Current liabilities (113,510) (88,794)
L0oans and DOITOWINES ...c..co.veruiriiriiiieriiiie sttt st (110,359) (86,213)
Trade and other payables (3,025) (2,499)
Lease HADIIITIES. c..c.eueeieeiiriitcee ettt sttt et s (126) (82)

Sensitivity analysis

The table below demonstrates the Group’s sensitivity to a devaluation of the Russian ruble against U.S. dollar and euro
which management believes is an appropriate measure in the current market conditions and which would impact its

operations:

2018
2019

2020

Interest rate risk

Change in
U.S. dollar to

Effect

((decrease)/increase)

Change in
Euro to

Effect

((decrease)/increase)

Russian ruble on profit Russian ruble on profit

exchange rate before tax exchange rate before tax
+14% (7,672) +14% (14,098)
-14% 7,672 -14% 14,098
+13% (5,860) +13% (11,540)
-11% 4,958 -11% 9,765
+16% (6,420) +16% (18,420)
-16% 6,420 -16% 18,420

Interest rate risk is the risk that changes in floating interest rates adversely impacts the financial results of the Group.
As of December 31, 2020 and 2019, the share of the borrowings with floating rates in the total amount of the borrowings
were 98% (incl. key rate of the Central Bank of the Russian Federation — 51%, LIBOR, EURIBOR and other — 47%) and
97% (incl. key rate of the Central Bank of the Russian Federation — 65%, LIBOR, EURIBOR and other — 32%), respectively.
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The table below demonstrates the Group’s sensitivity to the change of floating rates:

Increase/
decrease in the Effect Effect Effect
key rate of the ((decrease)/ ((decrease)/ ((decrease)/
Central Bank increase) Increase/ increase) Increase/ increase)
of Russian on profit decrease in on profit decrease in on profit
Federation (%) before tax LIBOR (%) before tax EURIBOR (%) before tax
2018 +0.75% (1,922) +0.50% (226) +0.20% (190)
-1.00% 2,563 -0.15% 68 -0.01% 9
2019 +1.25% (3,116) +0.35% (145) +0.15% (126)
-1.25% 3,116 -0.35% 145 -0.15% 126
2020 +1.50% (2,387) +1.00% 361) +0.20% (225)
-1.00% 1,592 -0.25% 90 -0.20% 225

10.4 Other current and non-current financial assets

In November 2011, the Group entered into a loan agreement pursuant to which a loan of $944,530 thousand
(RUB 28,433 million at exchange rate as of November 10, 2011) was granted by the Group. According to the loan agreement,
in the event that the loan is not repaid at maturity (September 30, 2012), the Group was entitled to enforce the pledge over
the pledged third party metallurgical plants assets and thereby take control of these assets subject to approval from the
Russian Federal Antimonopoly Service. The Group has not taken possession of assets provided as collateral because these
entities are under the bankruptcy procedure and burdened with substantial amount of debt.

The Group evaluates the recoverability of the loan based on the fair value of the pledged assets. As of December 31,
2020 and 2019, this loan in the amount of RUB 7,992 million and RUB 7,992 million, respectively, was fully provided for
as the fair value of the pledged assets was nil as at these dates. In 2019, this loan was partially written off in the amount of
$34,929 thousand (RUB 2,250 million at the dates of transactions), due to liquidation of certain debtors.

10.5 Other non-current financial liabilities

In April 2020, other non-current financial liabilities of RUB 49,418 million (RUB 48,201 million as of December 31,
2019) under the put option of Gazprombank were derecognised upon the Elga coal complex disposal (Note 25). The put
option of Gazprombank was estimated at the present value of the consideration to be transferred upon the exercise of the put
option discounted at the key rate of the Central Bank of the Russian Federation plus 2%. The respective finance cost was
recognised in the consolidated statement of profit (loss) and other comprehensive income within discontinued operations in
the amount of RUB 1,217 million, RUB 4,145 million and RUB 3,796 million for 2020, 2019 and 2018, respectively (Note 25).

In March 2020, the Group sold and leased back railway carriages for a period from 7 to 10 years for a purpose of
additional financing resulting in recognition of other non-current financial liabilities and other current financial liabilities of
RUB 2,519 million (including VAT). The Group has an obligation to repurchase the underlying assets set by contract.

11. Inventories

December 31, December 31,

2020 2019
RAW INALETIALS ...t e e e e ettt e e e e e senaeeeenaaeeesaaaeeesneeesnaeessnnes 13,178 13,643
WOTK 10 PIOGIESS ...venveeeieniieiietietiete ettt ettt ettt et e bt et esteebeeaeentesbeeneesseensesseeneesasensesseensennes 9,655 8,565
Finished goods and g00ds fOr TESALE..............ccovevrurveeeeueeeeeeeeeeeee e nees 19,305 17,565
Total inventories at the lower of cost and net realisable value 42,138 39,773

During 2020, RUB 796 million (2019: RUB 1,628 million, 2018: RUB 756 million) was recognised as an expense
within cost of sales for inventories carried at net realisable value. The amount of inventories recognised as an expense during
the period was RUB 147,513 million for 2020 (2019: RUB 158,528 million, 2018: RUB 149,719 million).

The finished goods contain raw coal, which can be sold to third parties in its current condition or sent for processing
for further sale in the amount of RUB 2,825 million and RUB 2,312 million as of December 31, 2020 and 2019, respectively.
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12. Trade and other receivables, net

Due to negative market trends caused by the COVID-19 pandemic credit risk increased in 2020 as counterparties faced
difficulties in generating and raising sufficient cash flows to provide liquidity. Allowance for expected credit losses was
adjusted in order to reflect uncertainty followed by the COVID-19 impact.

December 31, December 31,
2020 2019
Trade receivables, including from contracts With..........cccccecevieiieniniiiniieneneeecee e 21,863 21,262
2 AOMESIIC CUSTOMNCOTS ..o 18,104 18,251
= JOP@IGI CUSTOMIETS ...ttt ettt ea ettt et ene et et enbeentenneeneens 3,759 3,011
Less allowance for expected credit losses on trade receivables............cccevvrveveceererereruennnnns. (5,984) (6,200)
Total trade receivables, net 15,879 15,062
OFNEr TECEIVADIES ..ot e e e e e e et e e eeaaeeeeaeeeeeeaaeeeeaneeeennes 4,035 2,933
Less allowance for expected credit losses on other receivables ...............cccoeveverrererernenennns. (3,511) (2,655)
Total other receivables, net 524 278
Total accounts receivable, net 16,403 15,340

Trade receivables included RUB 1,115 million and RUB 459 million of trade receivables subject to provisional pricing
measured at fair value through profit or loss as of December 31, 2020 and 2019, respectively.

Trade receivable included RUB 188 million and nil of contract assets as of December 31, 2020 and 2019, respectively.

Set out below is the information about the credit risk exposure on the Group’s trade receivables (not subject to
provisional pricing) by ageing as of December 31, 2020 and 2019:

December 31, 2020 December 31, 2019
Trade Expected Trade Expected
receivables credit losses receivables credit losses
CUITENT .ottt 11,088 (253) 11,585 (169)
=<30 daAYS.cveeeeieriieee e 2,442 (103) 2,023 (59)
31-60 days...... 590 (129) 502 (99)
61-90 days...... 430 (121) 352 (126)
91-180 days........ 385 (88) 444 (134)
181-365 days 547 (175) 659 (565)
ST VAL oo 5,266 (5,115) 5,238 (5,048)
Total trade receivables 20,748 (5,984) 20,803 (6,200)

The Group does not provide any collateral over these balances.

The movements in the allowance for expected credit losses on trade and other receivables were as follows:

Total
At December 31, 2017 9,083
CRAIEZE ..ttt b ettt e h e bttt a et h e bbbt h e h e bt h ettt eat et b et ettt e enes 791
UHHSEA AIMOUNLS. ...ttt ettt ettt ettt e et eb bttt b ettt es e et e bt eb e st et et ebeebe st e ebesae st emseneeneeuene (575)
EXCRANEE TALE QIfFEIOICE .. ...ttt ees et se e ssesesees 538
At December 31, 2018 9,837
CRATEE ..e.vveuvieeieie ettt et e et et e et et e s te et e et e e st e beesbe et s esseeseess e seesseseassesssess e seassasaessesseessesbeess e beesbeseesaebeessenbenseenaeentanee 226
Utilised amounts (800)
Exchange rate difference (408)
At December 31, 2019 8,855
CRATEE ...ttt ettt ettt e et e ea e et e e st e e st ent e bt e st e b e eaten st ent e bt ea b ekt ea b e bt en e et e ehe e bt ente b e entenbeentenbesseenbeentenee 177
Utilised amounts............... (653)
Discontinued operations...... 2
Exchange rate difference 1,118
At December 31, 2020 9,495
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13. Other current and non-current assets

December 31,

December 31,

2020 2019
Other current assets
Prepayments and adVances ............ceeeevuerieieneenieeieie et et 4,428 2,930
Input, recoverable and deferred VAT and other taxes recoverable..........cccooceeveerieienieenncnne. 3,875 3,970
OthET CUITEINE ASSELS ...t eees e es e ses e es s eeese e eeene s seseseseneees 120 82
Total prepayments and other current assets 8,423 6,982

December 31,

December 31,

2020 2019
Other non-current assets
Deferred assets from sale and 1€aS€ DACK ............ccveiiviviiiiiiiiiiiiieceeeeeeeeeeee e 176 208
Other NON-CUITENE ASSELS ......uvviiereieeieeeeeiteeeeeereeeeeteeeeeireeeeeseeeeetaeeeeeeseeeenaeeseiseeseeiseseasseeseennes 435 345
Total other non-current assets 611 553

Generally in Russia, VAT related to sales is payable to the tax authorities on an accrual basis based upon invoices issued
to the customer. VAT incurred on purchases may be reclaimed, subject to certain restrictions, against VAT related to sales.

14. Cash and cash equivalents

December 31,

December 31,

2020 2019

Cash ON NANA ......coiiiieieieceeee ettt et b et esbe e b e st esbestaesseeseensanns 5 6
Cash at banks, including

I RUSSIAN FUDLCS ... 849 1,715
IR US. AOLLAFS ... 358 1,081
S ETL @UIO et e it e e ettt e e et e e e tb b e e e aae e e e tbeeeenbaeeanraeeas 415 640
= BT OLR@E CUFTEIICIES ...ttt ettt e st e enteesbeeteennae s 144 160
Total cash and cash equivalents 1,771 3,602
Less allowance for expected Credit IOSSES ...........reurrrurieeereeereiereeeesesereesesesee s nnens (65) %93)
Total cash and cash equivalents, net 1,706 3,509

For the purpose of the consolidated statement of cash flows, bank overdrafts are deducted from cash and cash
equivalents in the amount of RUB 2,644 million and RUB 642 million as of December 31, 2020 and 2019, respectively. As
of December 31, 2020 and 2019, the Group had short-term deposits included in cash at banks of RUB 320 million and

RUB 1,074 million, respectively.
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Reconciliation between the changes in liabilities arising from financing activities including both changes arising from
cash flows and non-cash changes:

Deferred
consideration
paid for the
Deferred Other acquisition of
payments for  Effect of sale Put option of current subsidiaries
Loans and Lease acquisition of  and leaseback Gazprom- financial in prior
borrowings liabilities assets transactions bank liabilities periods
At December 31, 2017............. 439,893 9,354 1,680 - 40,260 734 4,010
Cash flows (52,951) (3,892) (629) - - (442) (3,968)
Foreign exchange movement.... 24,167 83 - - - - 339
Changes in fair value ................ - - - - - (292) -
Other changes, including
ST SN 7,723 2,748 379 - 3,796 - -
At December 31, 2018 418,832 8,293 1,430 - 44,056 - 381
Cash flows .......ccccccuvieuvicinicnnee (42,831) (3,488) (341) 234 - - 361)
Foreign exchange movement.... (17,636) (38) - - - - (20)
Other changes, including
AECTCS e 30,157 12,588 62 14 4,145 - -
At December 31, 2019 388,522 17,355 1,151 248 48,201 - -
Cash flows .......ccocccuvicuviernncnnee (121,363) (3,541) (508) 278 - - -
Foreign exchange movement.... 34,053 60 - - - - -
Non-cash offset (Note 10.2)...... - (1,490) - 1,490 - - -
Gain on sale of the
discontinued operations ......... (8,031) (1,448) (443) - (49,418) - -
Other changes, including
INEEIESE. ..o 23,856 557 (8%) 183 1,217 - -
At December 31, 2020 317,037 11,493 112 2,199 — — —

The table above does not include dividends paid of RUB 295 million, RUB 1,531 million and RUB 1,394 million,
repurchase of common shares of RUB 844 million, nil and nil, proceeds from sale of non-controlling interest in subsidiaries
of RUB 169 million, nil and nil and fines and penalties on overdue leases of nil, RUB 39 million and RUB 10 million for the
years ended December 31, 2020, 2019 and 2018, respectively.

The amounts presented in other changes are primarily attributable to interest accrued of RUB 23,369 million,
RUB 33,159 million and RUB 36,660 million for the years ended December 31, 2020, 2019 and 2018, respectively, new
lease agreements of RUB 573 million, RUB 11,234 million (including effect of adoption of IFRS 16 in the amount of
RUB 3,259 million) and RUB 1,675 million for the years ended December 31, 2020, 2019 and 2018, respectively, and effect
of restructuring of loans of RUB 3,204 million, RUB 25 million and RUB 33,514 million for the years ended December 31,
2020, 2019 and 2018, respectively.
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15. Property, plant and equipment

Operating
Buildings machinery Trans- Construc- Mining
and const- and portation Other tion-in- plant and Railway
Land ructions quif t vehicl quif t progress equipment Ulak-Elga Total

Cost
At December 31,2017.. 3,095 80,813 117,638 30,831 996 19,645 16,977 74,808 344,803
Additions 9 10 2,423 2,048 83 6,851 50 - 11,474
Change in rehabilitation provision..... - (187) - - - - (102) - (289)
Transfers 1 487 2,750 251 97 (4,099) 119 394 -
DiSPOSALS ... (255) (649) (1,734) (1,410) 32) (509) (136) - 4,725)
Exchange differences on translation

of foreign operations ... 91 277 251 40 28 - - - 687
At December 31, 2018 ... 2,941 80,751 121,328 31,760 1,172 21,888 16,908 75,202 351,950
Transfer to right-of-use assets on

initial application of IFRS 16......... - - (1,745) (14,557) - - - - (16,302)
Additions.. - 27 1,180 282 33 7,332 38 - 8,892
Change in rehabilitation provision..... - 456 - - - - 707 - 1,163
Transfers ©) 2,606 3,176 262 21 (6,752) (26) 722 -
Transfer to own property, plant and

CQUIPMENL .. - - 752 95 - - - - 847
Disposals ..o, (24) (240) (2,400) (2,045) (33) (990) - - (5,732)
Exchange differences on translation

of foreign operations ... (84 (263) (223) (29) (30) 2) - - (631)
At December 31,2019.. 2,824 83,337 122,068 15,768 1,163 21,476 17,627 75,924 340,187
AdAItONS ... - 26 1,332 413 41 5,442 9 - 7,263
Change in rehabilitation provision..... - 30 - - - - 170 - 200
Transfers 1 4,106 5,521 117 20 9,772) 7 - -
Transfer to own property, plant and

equipment - - 57 5 - - - - 62
Disposals 47) 377) (1,981) (954) (35) (449) 974) - (4,817)
Discontinued operations (Note 25).... - (11,804) (4,887) (2,379) (153) (9,044) (5,783) (75,924) (109,974)
Exchange differences on translation

of foreign operations.............c.ccc.... 169 553 487 73 48 1 - - 1,331
At December 31, 2020 2,947 75,871 122,597 13,043 1,084 7,654 11,056 - 234,252
Depreciation and impairment
At December 31,2017 .. 292) (40,275) (80,872) 17,738) (797) 1,733) 4,412) (809) (146,928)
Depreciation charge. - (3,550) (7,273) (2,253) 99) - (180) (279) (13,634)
Transfers - (150) 35) 5 23 24 133 - -
Disposals 223 437 1,628 1,312 27 23 37 - 3,687
Impairment.. (43) (319) (1,065) (709) (15) (536) (2,153) - (4,840)
Exchange differences on translation

of foreign operations ... (©)] (110) asn (28) (24) - - - (356)
At December 31, 2018.. a1s) (43,967) (87,808) (19,411) (885) (2,222) (6,575) (1,088) (162,071)
Transfer to right-of-use assets on

initial application of IFRS 16......... - - 1,102 5,088 - - - - 6,190
Depreciation charge..............coceuenee. - (2,781) (6,764) (882) (53) - (186) (295) (10,961)
Transfers - (19) (103) (43) 1 163 1 - -
Transfer to own property, plant and

equipment - - (638) (94) - - - - (732)
Disposals 22 193 2,228 1,996 21 30 - - 4,490
Reversal of impairment/

(impairment) .... 36 634 1,617 ) 9 (473) (19) - 1,795
Exchange differences on translation

of foreign operations ... 3 114 192 34 23 - - - 366
At December 31,2019.. (54) (45,826) (90,174) (13,321) (884) (2,502) (6,779) (1,383) (160,923)
Depreciation charge...........ccocvveveuenes - (2,695) (6,212) (583) 51 - (144) (73) (9,758)
Transfers - 399) (537) (30) 2) 986 (18) - -
Transfer to own property, plant and

equipment .... - - (28) 1) - - - - 9)
Disposals - 302 1,842 948 2 200 933 - 4,227
Discontinued operations (Note 25) - 7,934 2,744 2,240 78 - 111 1,456 14,563
Impairment.........coeovveveeecreneeneninene - (25) 37 - - (105) ©6) - 173)
Exchange differences on translation

of foreign operations ... - (260) (428) (83) (42) - 1) - (814)
At December 31,2020... 34) (40,969) (92,830) (10,830) 899) (1,421) (5,904) - as2907)
Net book value
At December 31, 2017 2,803 40,538 36,766 13,093 199 17,912 12,565 73,999 197,875
At December 31, 2018 2,826 36,784 33,520 12,349 287 19,666 10,333 74,114 189,879
At December 31, 2019 2,770 37,511 31,894 2,447 279 18,974 10,848 74,541 179,264
At December 31, 2020 2,893 34,902 29,767 2,213 185 6,233 5,152 — 81,345

As of December 31, 2020 and 2019, the Group performed an impairment analysis of property, plant and equipment
(Note 17).
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Assets under construction

As of December 31, 2020 and 2019, construction-in-progress included advances issued for acquisition of property,
plant and equipment in the amounts of RUB 299 million and RUB 277 million, respectively.

Capitalised borrowing costs

The amount of borrowing costs capitalised during the year ended December 31, 2020 was RUB 66 million
(2019: RUB 309 million, 2018: RUB 492 million). The rate used to determine the amount of borrowing costs eligible for
capitalisation was 7.13% (2019: 8.57%, 2018: 8.55%), which is the average rate of the eligible borrowings.

Contractual commitments

As of December 31, 2020 and 2019, the total Group’s contractual commitments to acquire property, plant and
equipment excluding VAT amounted to RUB 9,300 million and RUB 10,506 million, respectively.

16. Intangible assets

Other

Goodwill Mineral licenses intangible assets
Cost
At December 31,2017 32,878 55,618 880
Exchange differences on translation of foreign operations.............. 90 - -
At December 31, 2018 32,968 55,618 880
Exchange differences on translation of foreign operations.............. (57) - -
At December 31, 2019 32,911 55,618 880
DISPOSALS ...ttt ettt baereens (1,023) -
Discontinued operations (NOte 25)......ccccueriereenrieierienirenreeciesieeenens (11,823) -
Exchange differences on translation of foreign operations.............. 90 - -
At December 31, 2020 33,001 42,772 880
Amortisation and impairment
At December 31, 2017 (14,547) (22,378) -
IMPAITMENL ..ottt (2,382) - -
AMOTTSALON. .....v.oeveceveecee et nesee e - (1,172) (36)
At December 31, 2018 (16,929) (23,550) 36)
TMPAITMENT ..eeviiieeieiicieie ettt ettt re e esaesbeesaesseeseens (3,139) (6) -
AMOTTISATION. ...euieeieieeiteteeiiete ettt ettt e et e bt eteseeenaesseeneas - (987) (35)
At December 31,2019 (20,068) (24,543) (71)
IMPAITMENL ..ottt (3,324) - -
Amortisation... - 921) (35)
DISPOSALS ...ttt et - 1,023 -
Discontinued operations (NOte 25)..........cooeerueerrereerrerenreenenn. - 127 -
At December 31, 2020 (23,392) (24,314) (106)
Net book value
At December 31, 2017 18,331 33,240 880
At December 31, 2018 16,039 32,068 844
At December 31, 2019 12,843 31,075 809
At December 31, 2020 9,609 18,458 774

As of December 31, 2020 and 2019, the Group performed an impairment analysis of goodwill (Note 17).

In 2020, four mineral licenses for coal and iron ore deposits which were previously fully impaired were revoked due to
non-fulfillment of the terms of the license agreements concerning the start of mining.

As of December 31, 2020 and 2019, the total Group’s contractual commitments to acquire intangible assets excluding
VAT amounted to RUB nil and nil, respectively.
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17. Impairment of goodwill and other non-current assets

As of December 31, 2020 and 2019, the Group performed an impairment analysis of goodwill and other non-current
assets at the level of cash generating units (CGU). The Group considers the relationship between market capitalisation and
its book value, among other factors, when reviewing for indicators of impairment. Goodwill acquired through business
combinations has been allocated to CGUs for impairment testing as follows (before impairment write-downs):

Goodwill
December 31, December 31,

Cash generating units Segment 2020 2019

YaKUTUZOL....eceiiieceieieciiee ettt ettt sbeereens Mining 10,259 13,399
Kuzbass Power Sales Company Power 1,026 1,026
Port Posiet ........ccoeceverinenieieinene Mining 756 756
Chelyabinsk Metallurgical Plant Steel 679 589
Southern Kuzbass Coal Company Mining 143 143
POIt TEIMIYUK ..o Mining 69 69
Total 12,932 15,982

As of December 31, 2020 and 2019, the recoverable amount of CGUs was determined based on value in use. Inflation
and discount rates, range of discount rates, estimated for each year for the forecasted period, were as follows:

Forecast period, years

As of December 31, 2019 2020 2021 2022 2023 2024
Inflation rate in Russia .........c.ccccoveuenee. 3.7% 3.4% 3.8% 3.8% 3.8%
Inflation rate in European countries ..... 3.1% 2.7% 2.8% 2.8% 2.9%
Pre-tax discount rate, %........c.ccceevevenee. 10.0%-14.9% 10.0%-14.9% 10.0%-14.9% 10.0%-14.9% 10.0%-14.9%
As of December 31, 2020 2021 2022 2023 2024 2025
Inflation rate in Russia .........c.cccoovenenee. 4.4% 3.7% 3.8% 3.8% 3.8%
Inflation rate in European countries ..... 3.0% 2.9% 2.8% 2.8% 2.8%
Pre-tax discount rate, %........c.ccceevevenee. 10.4%-17.1% 10.4%-17.1% 10.4%-17.1% 10.4%-17.1% 10.4%-17.1%

The Group bases its impairment calculation on detailed budgets and forecast calculations, which are prepared separately
for each of the Group’s CGUs to which the individual assets are allocated. These budgets and forecast calculations generally
cover a period of five years. A long-term growth rate is calculated in the range 2.7%-3.9% and is applied to the projected
future cash flows after the fifth year.

For the forecasted period from 2021 to 2025, the Group used the following key assumptions on prices for products sold
in assessing the recoverable amount of the tested cash generating units:

Cash generating units Segment Product, measurement unit Range of sales prices, FCA
Chelyabinsk Metallurgical Plant ......................... Steel Rails (Rub, thousand/tn) 43-48
Chelyabinsk Metallurgical Plant ......................... Steel Rebar (Rub, thousand/tn) 30-32
Chelyabinsk Metallurgical Plant ......................... Steel Billets (Rub, thousand/tn) 26-28
TZhStal ..o Steel Billets (Rub, thousand/tn) 62-64
Steel Long products (Rub, thousand/tn) 57-61
Mining Coking coal (Rub, thousand/tn) 3.5-3.5
Yakutugol....cocveerininiiicieicccceeccecee e Mining Steam coal (Rub, thousand/tn) 1.3-2.4
Southern Kuzbass Coal Company ...........cccccue. Mining Coking coal (Rub, thousand/tn) 4.0-4.4
Southern Kuzbass Coal Company ...........cccccne. Mining Anthracite (Rub, thousand/tn) 3.1-3.2
Southern Kuzbass Coal Company....................... Mining Steam coal (Rub, thousand/tn) 0.8-1.0
Steel Ferrosilicon (Rub, thousand/tn) 62-72
Power Electricity (Rub, thousand/kWh) 3.1-3.6

As of December 31, 2020, the Group performed the impairment testing for the following number of CGUs by segments:
Steel — 3, Mining — 5 and Power — 2.
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Impairment of goodwill

According to the identified during the reporting period indicators for impairment of goodwill, an impairment loss as of
December 31, 2020 was recognised in the following CGU:

Impairment loss
on goodwill for

the year ended
December 31,
Cash generating units 2020
Y AKULUGOL. ..ttt ettt ettt ettt ekt e st e s bt ea b e e bt e s te st ene e e st entesseensesseesbesseentenbeenbe st ense st entesaeentenbenneens 3,324
Total 3,324

Goodwill at Yakutugol was impaired in the amount of RUB 3,324 in 2020 due to coal prices decline in long-term
forecast along with forthcoming depletion of Neryungrinsky Open Pit, decline in forecasted extraction and sales volumes in
2021-2022 with the shift to the next years as a consequence of current market environment impacted by the COVID-19
pandemic. The remaining carrying value of goodwill was RUB 6,935 million.

According to the results of the impairment analysis of goodwill, an impairment loss as of December 31, 2019 was
recognised in the following CGU:

Impairment loss
on goodwill for

the year ended

December 31,
Cash generating units 2019
YAKULUZOL. ...ttt e e e st e ee s s ee s ee st s en e e s een s 3,139
Total 3,139

Goodwill at Yakutugol was impaired in the amount of RUB 3,139 in 2019 due to coal prices decline in long-term
forecast along with forthcoming depletion of Neryungrinsky Open Pit. The remaining carrying value of goodwill was
RUB 10,259 million.

According to the results of the impairment analysis of goodwill, an impairment loss as of December 31, 2018 was
recognised in the following CGU:

Impairment loss
on goodwill at
December 31,

Cash generating units 2018
Southern Kuzbass Power P1ant (SKPP)........ccooiiiiriiiiiiieieeeeeeste ettt sttt et st enes 2,382
Total 2,382

Goodwill at SKPP was written down from RUB 2,382 million to nil as of December 31, 2018 due to the breakdown of
generating equipment and increased raw materials cost, that led to the increased idle and maintenance costs and reduced
generating capacity forecasts.
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Impairment of non-current assets

According to the results of the impairment analysis, impairment of non-current assets was identified for the following
CGUs as of December 31, 2020:

Impairment loss
on non-current
assets identified
as a result of
impairment tests
at December 31,
Cash generating units 2020

Korshunov Mining Plant (KMP)............... TR 505
ONET ...t s s sttt 68
Total 573

Estimated future cash flows remained negative at KMP therefore property, plant and equipment and right-of-use assets
acquired in 2020 for the purpose to maintain production volumes in accordance with the license agreement obligations was
written down to nil as of December 31, 2020.

According to the results of the impairment analysis, impairment of non-current assets was identified for the following
CGUs as of December 31, 2019:

Impairment loss
on non-current
assets identified
as a result of
impairment tests
at December 31,

Cash generating units 2019

Bratsk Ferroalloy PIAnt (BEP) ........cccuoiiioieiiiieieciieestetee ettt ettt ste b ae et e aeesaesseessessaesaesseessessesssensenseenns 727
Korshunov Mining Plant (KIMP) ........ccooiiiiiiiiiiireceee ettt ettt st 549
Total 1,276

Impairment of non-current assets at BFP of RUB 727 million was recognised due to ferrosilicon prices decline in long-
term forecast. The remaining carrying value of the property, plant and equipment, right-of-use assets and mineral licenses of
BFP was RUB 702 million. Estimated future cash flows remained negative at KMP therefore property, plant and equipment
and right-of-use assets acquired in 2019 for the purpose to maintain production volumes in accordance with the license
agreement obligations was written down to nil as of December 31, 2019.

According to the results of the impairment analysis, reversal of previously recognised impairment loss of non-current
assets was identified for the following CGUs as of December 31, 2019:

Gain from reversal
of previously
recognised
impairment loss on
non-current assets
at December 31,

Cash generating units 2019
TZRSTAL ..ottt ettt 2,611
Total 2,611

An impairment loss of non-current assets previously recognised at Izhstal was reversed of RUB 2,611 million due to
decline in purchase prices for electrodes used as raw materials for steel production in a long-term forecast and decrease in
pre-tax discount rate. The remaining carrying value of the property, plant and equipment and right-of-use assets of Izhstal
was RUB 4,199 million.
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According to the results of the impairment analysis, impairment of non-current assets was identified for the following
CGUs as of December 31, 2018:

Impairment loss
on non-current
assets identified
as a result of
impairment tests
at December 31,

Cash generating units 2018

Korshunov Mining Plant (KIMP) .........ccccuiiiiieiieieieiisteieee ettt ste et e evtebestsesesseessesseessesseassesssessesssessesssessesseens 1,151
781
337

Total 2,269

The carrying value of property, plant and equipment and right-of-use assets at KMP was written down to nil as of
December 31, 2017. However, during 2018, new non-current assets were acquired for the purpose to maintain production
volumes in accordance with the license agreement obligations. As of December 31, 2018, estimated future cash flows remain
negative due to high transportation cost per tonne and significant costs of large-scale stripping works in order to fulfil required
level of extraction. Therefore, an additional impairment of property, plant and equipment and right-of-use assets at KMP of
RUB 1,151 million was recognised as of December 31, 2018.

Impairment of property, plant and equipment at Izhstal of RUB 781 million was caused by the shift of production
technology to casting own steel instead of acquiring billets, increased projected cost of purchased scrap metal and continued
growth in long-term production costs. The remaining carrying value of the property, plant and equipment of Izhstal was
RUB 1,799 million.

Impairment of non-current assets at SKPP of RUB 337 million represents the remaining loss allocated after the
reduction of carrying value of goodwill at SKPP as described above. The remaining carrying value of the property, plant and
equipment of SKPP was RUB 1,889 million.

Carrying value of individual items of the non-current assets for the respective entities including the underground mining
workings at SKCC was impaired due to changes in the Group’s management plans to invest funds into the ongoing
construction projects and, as a result, the inability of these assets to generate future economic benefits in the current market
conditions:

Impairment loss
on non-current
assets identified
for individual

items of assets at
December 31,

Subsidiaries 2018

Southern Kuzbass Coal Company (SKCC) .....ccueruiiieciieieieitierieeesteeteesteseesesseessesssessesssessesssessesssessesseessesssessesssenss 2,533
ORIttt ettt ettt e et e e et e e st et e b e et s esse e st esb et e e s b e be e Rt e ek e es b e beesb e b e esb et e eRteabeenbe bt enbebeertebeessenbeetaenbeensanne 38
Total 2,571

Sensitivity analysis

Reasonably possible change in key assumptions used in calculations of value in use could impact recoverable amount
which was most sensitive to the growth of discount rate, cash flows growth rates after the forecasted period and change in
operating profit due to changes in sales and extraction volumes and selling prices.

Based on the sensitivity analysis carried out as of December 31, 2020, a 3% decrease in future planned revenues would
trigger additional impairment of goodwill of RUB 3,606 million at Yakutugol, and a 1% increase in discount rate would lead
to additional impairment of goodwill of RUB 1,481 million at Yakutugol.
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The calculated value in use of Yakutugol is sensitive to annual production volumes. If annual production volumes are
decreased by 20%, the value in use of Yakutugol would trigger additional impairment of goodwill of RUB 1,329 million.

For the cash-generating units, which were not impaired in the reporting period and for which the reasonably possible
changes could lead to impairment, the recoverable amounts would become equal to their carrying amounts if the assumptions
used to measure the recoverable amounts changed by the following percentages: decrease in sales prices of 3.3%, 1.3%,
1.6% and 0.2% at SKCC, Izhstal, BFP and SKPP, respectively, decrease in growth rate of 0.6% at SKPP and increase in
discount rate of 0.5% and 2.1% at SKPP and SKCC, respectively. The recoverable amounts of SKCC, Izhstal, BFP and
SKPP based on initial key assumptions exceed the carrying amounts by RUB 12,101 million, RUB 2,889 million,
RUB 901 million and RUB 117 million, respectively.

Reasonably possible changes in other key assumptions used in assessing recoverable amount of CGUs as of
December 31, 2020 do not lead to excess of carrying value over recoverable amount. The Group considered potential impacts
and effects of the COVID-19 pandemic, including the estimated impact on the macro economic environment, lower demand
for Group’s products and negative pressure on selling prices based on the experience of 2020 when the downturn of economy
affected the decline in Group’s performance. The recovery of the sales volumes and selling prices may be slower than
reasonably expected due to macroeconomic uncertainty and instability from the COVID-19 pandemic impact.

18. Trade and other payables

December 31, December 31,
2020 2019
TIAdE PAYADIES. ...ccueentieiieiieieete ettt sttt et ettt n e b ens 32,290 27,806
OthET PAYADIES ...ttt eenaees 11,493 10,438
Total trade and other payables 43,783 38,244

Other payables include accruals for fines and penalties, payables for property, plant and equipment acquired, salaries
payable, dividends payable and other.

December 31, December 31,
2020 2019

Other payables

Accounts payable for property, plant and equipment ............ccceceoeririrenineneeeeeeene 3,650 3,164
Wages and salaries payable and other related obligations.............cccceevereiccriecinncnennenn 3,378 3,538
Dividends payable, common shares 7 136
Dividends payable, preferred shares 3 80
OB oottt ettt s st 4,455 3,520
Total 11,493 10,438

19. Income tax

The major components of income tax expense for the years ended December 31, 2020, 2019 and 2018 are:

Recognised in profit or loss from continuing operations 2020 2019* 2018*

Current income tax

Current inCOmMe tax Charge.........ccoovevervieierieseesieiese e (2,118) (2,921) (2,433)
Adjustments in respect of income tax, including income tax
penalties and changes in uncertain income tax position................ 2,167 (2,718) (3,046)

Deferred tax
Relating to origination and reversal of temporary differences......... (2,577) (2,274) 2,826
Income tax expense reported in the consolidated statement of

profit (loss) and other comprehensive income

(2,528) (7,913) (2,653)

*  These amounts reflect adjustments made in connection with the presentation of the discontinued operation (Note 25).
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In January 2013, the Group created the consolidated group of taxpayers in accordance with the Tax code of the Russian
Federation, under the Federal law of the Russian Federation of November 16, 2011 No. 321-FZ. The existence of the
consolidated group of taxpayers is subject to compliance with several conditions stated in the Tax code of the Russian
Federation. The Group believes that these conditions were met as of December 31, 2020, 2019 and 2018. In 2014-2020, the
consolidated group of taxpayers consisted of 20 subsidiaries of the Group, together with Mechel PAO, which is the
responsible taxpayer under the agreement. Under the Federal law of the Russian Federation of August 3, 2018 No. 302-FZ,
the Russian legislation introduced a limitation for registration by the tax authorities of agreements on the establishment of
consolidated group of taxpayers, changes to contracts related to the accession of new members of such groups, withdrawal
of participants, the extension of the agreement on the established consolidated group of taxpayers and termination of the
consolidated group of taxpayers by January 1, 2023.

For subsidiaries which are not included in the consolidated group of taxpayers, income taxes are calculated on an
individual subsidiary basis. Deferred income tax assets and liabilities are recognised in the accompanying consolidated
financial statements in the amount determined by the Group in accordance with IAS 12.

During 2018-2020, income tax was calculated at 20% of taxable profit in Russia and Kazakhstan, and at 25% in Austria.
Income tax in Germany was calculated at 32.10%, 32.10% and 32.10% for 2018, 2019 and 2020. Amendments in the tax
legislation of Switzerland resulted in the increase in tax rate from 10.5%-11% to 12,53% since January 1, 2020.

Starting 2018 up to the date of disposal (Note 25), Elgaugol used a privilege and applied a 0% income tax rate due to
fulfillment of conditions of the Regional investment project.

The reconciliation between the income tax expense computed by applying the Russian enacted statutory tax rates to the
income from continuing operations before tax and non-controlling interest, to the income tax expense reported in the
consolidated financial statements is as follows:

Notes 2020 2019* 2018*

(Loss)/profit before tax from continuing operations.............c.cccceucn... (37,625) 18,988 23,550
Loss before tax from discontinued operations.................occeuevevunenne. 25 (3,953) (6,716) (7,333)
Accounting (loss)/profit before tax...................cccccoocovevereeiennnn. (41,578) 12,272 16,217
Income tax benefit (expense) at statutory income tax rate

OF 20%/0 ... e 8,316 (2,454) (3,243)
Adjustments:
Adjustments in respect of income tax, including income tax

penalties and changes in uncertain income tax position.................. 2,167 (2,718) (2,962)
Unrecognised current year tax losses and write-off of previously

recognised asset 0N tax L0SSES ....uevuiiieriieierierieeieerie e eeereeeesie e (9,728) (1,277) 4,008
Non-deductible expenses for tax Purposes .........c.eceevvereerreseereecenenne. (1,443) (948) (3,512)
Impairment of g0OdWill........cccooiiiiiiiiiii e (665) (628) (476)
Effect of restructuring and expense related to fines and penalties on

breach of covenants in credit agreements............cccocevevereeverennenene (16) - 3,460
Effect of different tax rates (1,172) 155 (12)
Change iN tAX TALE.........cveverereereeeeereeeeeeseeeseeeeeeee s s sees (5) (117) 56
At the effective income tax rate of (6.1)% (65.1% in 2019,

16.5% in 2018) income tax eXpense ...............ccccceeverirciencnenne (2,546) (7,987) (2,681)
Income tax expense reported in the consolidated statement of

profit (loss) and other comprehensive income from

CONtINUING OPEIALIONS. ...cvirerrenieieriirtinteteteteteeteteete sttt eneeieeanes (2,528) (7,913) (2,653)
Income tax attributable to a discontinued operation 25 (18) 74 (28)
Total income tax eXPenSe ..........c.cecvveiierieeiieeeriienieeeeneeeiee e (2,546) (7,987) (2,681)

*  These amounts reflect adjustments made in connection with the presentation of the discontinued operation (Note 25).
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Unrecognised current year tax losses and write-off of previously recognised asset on tax losses relate to increase in
unrecognised deferred tax assets in the amount of RUB 9,527 million, RUB 2,319 million and decrease in unrecognized
deferred tax assets in the amount of RUB 2,480 million due to reassessment of deferred tax assets arising from the
carryforward of unused tax losses of the consolidated group of taxpayers in 2020, 2019 and 2018, respectively.

Effect of different tax rates included the amount of RUB 642 million, RUB 49 million losses and RUB 259 million
income in 2020, 2019 and 2018, respectively, related to applying a privilege on income tax by Elgaugol up to date of disposal

(Note 25).

The deferred tax balances were calculated by applying the currently enacted statutory income tax rate in each
jurisdiction applicable to the period in which the temporary differences between the carrying amounts and tax base (both in
respective local currencies) of assets and liabilities are expected to reverse.

The amounts reported in the accompanying consolidated financial statements consisted of the following:

Deferred tax assets
Property, plant, equipment and right-of-use assets
Rehabilitation provision

Inventories

Trade and other receivables
Loans and borrowings

Lease liabilities

Deferred tax liabilities
Property, plant, equipment and right-of-use assets

Mineral licenses

Inventories ..........ccceveeunenne..
Trade and other receivables .
Loans and borrowings

Trade and other payables and other liabilities

Deferred tax assets (liabilities), net

Tax (expense)

benefit
during the
period
January 1, recognised in  Disposals of December 31,
2020 profit or loss subsidiaries Other 2020

686 (291) - 3 398

1,068 71 (188) - 951
1,679 (41) (13) 5 1,630

519 (268) - - 251

360 (342) - - 18

2,577 (881) (181) 18 1,533

- 412 - - 412

529 426 12) 1 944

10,403 (2,345) (2,723) 20 5,355

111 133 an 132 365
(17,805) 625 7,371 (100) (9,909)
(6,141) 181 2,318 - (3,642)
(989) 42 - %) (952)
(774) 189 - (6) (591)
(2,073) (572) - - (2,645)
(379) 87 6 (44) (330)
(10,229) (2,574) 6,567 24 (6,212)
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Deferred tax assets
Property, plant, equipment and right-
Of-USE ASSLS ..cevevvviverceenieciinne
Rehabilitation provision.....................
INVeNtories .....c.covevveeeieieieeieeieeeeeeee
Trade and other receivables ..
Loans and borrowings
Lease liabilities ......c.cccvveveerencnennne
Trade and other payables and other
liabilities......cccovevveineneicenencinn

Deferred tax liabilities
Property, plant, equipment and right-
0f-USE ASSELS ...ovvveerreireeieereeiie e
Mineral licenses...
Inventories
Trade and other receivables................
Loans and borrowings.............cc.c.......
Trade and other payables and other
liabilities......cc.oovveeerieerecieeereeereeene

Deferred tax assets (liabilities), net.....

Deferred tax assets
Property, plant and equipment ...........
Rehabilitation provision.....................
INVeNtories .......cocevveeeenreveenenieeenenn
Trade and other receivables ..
Loans and borrowings
Lease liabilities ...........ccccceeeeieruennnne.
Trade and other payables and other
liabilities......cccoevveenencieinercnnn

Deferred tax liabilities
Property, plant and equipment ...........
Mineral licenses..........c.cccoeveeenuennnne.
Inventories v
Trade and other receivables ...............
Loans and borrowings............c.ccc.c....
Trade and other payables and other
liabilities......cccoevveineneicirencinn

Deferred tax assets (liabilities), net....
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Tax
(expense)
January 1, benefit
Adjustment 2019 during the
on initial adjusted for period
January 1, application of  the effect of recognised in December 31,
2019 IFRS 16 IFRS 16 profit or loss Other 2019
386 (86) 300 386 - 686
773 - 773 295 - 1,068
1,716 - 1,716 (36) 1) 1,679
790 - 790 (269) 2) 519
320 - 320 40 - 360
843 651 1,494 1,087 4) 2,577
869 - 869 (340) - 529
13,623 - 13,623 (3,210) (10) 10,403
74 - 74 40 3) 111
(15,468) (537) (16,005) (1,830) 30 (17,805)
(6,376) - (6,376) 235 - (6,141)
(834) - (834) (160) 5 (989)
(499) - (499) (280) 5 (774)
(3,898) - (3,898) 1,825 - (2,073)
(337) - (337) 71) 29 (379)
(8,018) 28 (7,990) (2,288) 49 (10,229)
Tax
(expense)
January 1, benefit
Adjustment 2018 during the
on initial adjusted for period
January 1, application of  the effect of  recognised in December 31,
2018 IFRS 9 IFRS 9 profit or loss Other 2018
759 - 759 (373) 386
802 - 802 (29) - 773
179 - 179 1,537 - 1,716
735 - 735 52 3 790
313 822 1,135 (815) - 320
983 - 983 (141) 1 843
656 - 656 213 - 869
7,972 - 7,972 5,646 5 13,623
86 - 86 (15) 3 74
(15,869) - (15,869) 429 (28) (15,468)
(6,652) (6,652) 276 - (6,376)
(801) - (801) (28) 5) (834)
(330) - (330) (160) Q) (499)
(112) 50 (62) (3,835) (1) (3,898)
(119) - (119) (161) (57) (337)
(11,398) 872 (10,526) 2,596 (88) (8,018)
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Recognised in the consolidated statement of financial position:

December 31, December 31,
2020 2019
DETEITEA tAX ASSELS ..o.vviieeieieieeie ettt et ete e et e et e e e e etee e eteeeteeeaeeenteeeseesnreeesreeereeeneeanns 561 3,648
Deferred tax HADIIIES ... ..o.eueeeeeeeeeeeeeeeeeeee ettt (6,773) (13,877)
Deferred tax liabilities, net (6,212) (10,229)

Reconciliation of deferred tax (expense) benefit during the period recognised in profit or loss is provided below:

Deferred tax (expense) benefit during the period 2020 2019 2018
Tax (expense) benefit attributable to continuing operation ............. (2,577) (2,274) 2,826
Tax (expense) benefit attributable to discontinued operation.......... 3 (14) (230)

Tax (expense) benefit during the period recognised

in profit or loss (2,574) (2,288) 2,596

The Group offsets tax assets and liabilities if and only if it has a legally enforceable right to set off current tax assets
and current tax liabilities and deferred tax assets and deferred tax liabilities relate to income taxes levied by the same tax
authority.

For consolidated financial reporting purposes, the Group has not recognised deferred tax assets in the amount of
RUB 38,153 million (December 31, 2019: RUB 29,600 million) on losses in the amount of RUB 191,411 million
(December 31, 2019: RUB 150,460 million) that are available to carry forward against future taxable income of the
subsidiaries in which the losses arose. Deferred tax assets have not been recognised in respect of these losses as it is not
probable that future taxable profit will be available for utilisation of such assets. Deferred tax assets on net operating loss
carry forwards which are considered to be realisable in the future, are mostly related to the Russian subsidiaries. The
calculated future taxable profit is sensitive to operational results. The recovery of the sales volumes and selling prices may
be slower than reasonably expected due to macroeconomic uncertainty and instability from the COVID-19 pandemic impact.

A deferred tax liability of approximately RUB 566 million and RUB 305 million as of December 31, 2020 and 2019,
respectively, has not been recognised for temporary differences related to the Group’s investment in foreign subsidiaries
primarily as a result of unremitted earnings of consolidated subsidiaries, as it is the Group’s intention, generally, to reinvest
such earnings permanently.

Similarly, a deferred tax liability of approximately RUB 72 million and RUB 105 million as of December 31, 2020 and
2019, respectively, has not been recognised for temporary difference related to unremitted earnings of consolidated domestic
subsidiaries as management believes the Group is able to control the timing of the reversal of these temporary differences
and does not intend to reverse them in the foreseeable future.

Probable income tax risks of RUB 6,575 million and RUB 8,984 million as of December 31, 2020 and 2019,
respectively, have been recorded in the Group’s consolidated financial statements. Due to changes in the Russian tax
legislation effective from January, 2017, calculation of the consolidated tax base of the consolidated group of taxpayers and
the way to offset current losses and losses received in the previous tax periods (before January 2017) were changed. Due to
the absence of official explanations of the regulatory authorities concerning changes, there is an uncertainty in the
interpretation. The Group does not believe that any other material income tax matters exist relating to the Group, including
current pending or future governmental claims and demands, which would require adjustment to the accompanying
consolidated financial statements in order for those statements not to be materially misstated or misleading as of
December 31, 2020.

Possible income tax risks of RUB 862 million and RUB 1,663 million as of December 31, 2020 and 2019, respectively,
have not been recognised in the Group’s consolidated financial statements. Indemnity in the amount of RUB 1.9 billion was
included in the purchase and sale agreement related to the Elga coal complex (Note 25) to address different interpretations
of the tax law and regulations existed before the disposal date assessed by the management as possible for the income tax
and other taxes risk.
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20. Taxes and similar charges payable other than income tax

December 31, December 31,
2020 2019
VAT payable 4,705 4,120
Payroll taxes 4,180 3,353
Property tax........... 614 566
Land lease.............. 591 454
Land taX........ccoovveeenveeenns 323 240
Mineral extraction tax 280 332
ONCT ..ottt ettt naeee 276 163
Total 10,969 9,228

21. Pensions and other post-employment benefit plans

In addition to the state pension and social insurance required by the Russian legislation, the Group has a number of
defined benefit pension plans that cover the majority of production employees and some other postretirement benefit plans.

A number of the Group’s companies provide their former employees with non-state retirement pensions, which are
conditional on the member qualifying for the state old age pension. Some employees are also eligible for an early retirement
in accordance with the state pension regulations. Specific coal industry rules also provide for certain benefits upon reaching
retirement age. Additionally, the Group voluntarily provides financial support, of a defined benefit nature, to its old age and
disabled pensioners, who did not acquire any pension under the non-state pension plans.

The Group provides several types of long-term employee benefits such as death-in-service benefit and invalidity
pension of a defined benefit nature. The Group also provides former employees with reimbursement of fuel and energy
resources, coal used for heating purposes. In addition, one-time lump sum benefits are paid to employees of a number of the
Group’s companies upon retirement depending on the employment service with the Group and the salary level of an
individual employee. All pension plans are unfunded until the qualifying event occurs.

As of December 31, 2020, there were 43,801 active participants under the defined benefit pension plans and other long-
term benefit plans and 37,640 pensioners receiving monthly pensions or other regular financial support from these plans. As
of December 31, 2019 and December 31, 2018, the related figures were 47,288 and 48,531 of active participants under the
defined benefit pension plans and other long-term benefits and 37,814 and 38,751 pensioners receiving monthly pensions or
other regular financial support from these plans, respectively. The majority of employees at the Group’s major subsidiaries
belong to the trade unions.

Actuarial valuation of pensions and other long-term benefits for the major subsidiaries as of December 31, 2020 was
performed in January 2021. Members’ census data as of that date was collected for all relevant business units of the Group.

Pension obligations and expenses determined by the Group are supported by an independent qualified actuary in
accordance with the “Projected Unit Credit method” of calculation of actuarial present value of future liabilities.

The state retirement age is one of the factors affecting the retirement of employees from the Group. In October 2018,
the state gradually changed the previously established national retirement age; the Group took this circumstance into account
in the actuarial valuation of the obligations. The effect of the revaluation of the retirement benefit obligation due to the
amended pension legislation of the Russian Federation was reflected as the cost of past services in 2018.

As of December 31, 2020, defined benefit obligations, including pension obligations in the amount of
RUB 4,996 million and other long-term benefit obligations in the amount of RUB 867 million (RUB 4,745 million and
803 million as of December 31, 2019, respectively), were presented within Pension obligations in the consolidated statement
of financial position.
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Changes in the present value of the pension obligations and other long-term benefits and fair value of plan assets

for 2018 were as follows:

Pension Fair value of Benefit
obligation plan assets liability
December 31, 2017 (4,632) 271 (4,361)
CUITENE SETVICE COSL...utuiiirinienieiieientente sttt ettt eeanenes (130) - (130)
Net INEEIESt EXPEINSEC. . veevrerieuiererieereerieteetesieetesteesesseeeesseessesneensas (266) (13) 279)
Curtailment/settlement Zain...........ccccueeveeieriereesiiecieseeeenreeeesieeeeens 4 - 4
Remeasurement of other long-term benefit obligations .................. (492) - (492)
PaSt SEIVICE COST ..vrvriviruiriiieieieseeiereesesssae s 70 - 70
Sub-total included in profit or loss (814) 13) (827)
Benefit Paid........c.cooveveeiieeieeieeeeeeeeeeeeeeee e 299 (17) 282
Exchange difference..........ooevuieieviiieniinecieie e (213) 41 (172)
Actuarial changes arising from changes in demographic
ASSUMPLIONS. ... vttt ettt ettt sttt ettt be st sne e e eneene (39) - (38)
Actuarial changes arising from changes in financial assumptions... 354 - 354
EXperience adjustments..............oev.veevveeeeeesoeeeeeeeseeeeneeseseeeeseseeenns 171 - 171
Sub-total included in OCI 274 41 315
December 31, 2018 (4,873) 282 4,591)

Changes in the present value of the pension obligations and other long-term benefits and fair value of plan assets

for 2019 were as follows:

Pension Fair value of Benefit
obligation plan assets liability
December 31, 2018 (4,873) 282 (4,591)
CUITENE SETVICE COSL..vrvririiiriirrieiesteeeeesteetesteesaesseesesseessessesseessaessens (210) - (210)
Net interest expense (297) 4 (293)
Curtailment/settlement ain...........c.coccveverieierinieieneneneneecnenes - - -
Remeasurement of other long-term benefit obligations................... (25) - (25)
Past SEIVICE COSE .vueriuiiiieirieiinicenieitreetee ettt - - -
Sub-total included in profit or loss (532) 4 (528)
Benefit paid 344 (@) 337
Exchange difference........coouevvieieriieieniieieeecieceeese e 117 (16) 101
Actuarial changes arising from changes in demographic
ASSUMPLIONS......cveetitertiteteie ettt ettt ettt et eae et e b st snesaeneeneene (88) - (88)
Actuarial changes arising from changes in financial assumptions... (772) - (772)
Experience adjuStments............c.o.oveueveeeruevcruereeereesceesesseesensesensees ) - @)
Sub-total included in OCI (750) ae) (766)
December 31, 2019 (5,811) 263 (3,548)

In 2019, the effect of actuarial changes arising from changes in financial assumptions is connected with the significant

decrease in discount rate.
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Changes in the present value of the pension obligations and other long-term benefits and fair value of plan assets
for 2020 were as follows:

Pension Fair value of Benefit
obligation plan assets liability
December 31, 2019 (5,811) 263 (5,548)
CUITENE SETVICE COSL...utuiiirinienieiieientente sttt ettt eeanenes (220) - (220)
Net NSt EXPENSEC. ....ervirrimrenreireierierientertenteteneeiteteere st saesteeeneneene (290) 2 (288)
Curtailment/settlement Zain...........ccccvevveeieriereeriieieneeeenreeiesieeeeens - - -
Remeasurement of other long-term benefit obligations.... 54 - 54
PaSt SEIVICE COST .uvuiruiriiiiiieieieiieieet ettt - - -
Discontinued OPerations ...........ccuervereerierierieeruenseesieseeienseeeessesnens 186 - 186
Sub-total included in profit or loss (270) 2 (268)
Benefit paid 304 14) 290
Exchange difference.........ooeveeieniinieniiniecieiee e (457) 91 (366)
Actuarial changes arising from changes in demographic
ASSUMPLIONS. ... vttt ettt ettt sttt ettt be st sne e e eneene - - -
Actuarial changes arising from changes in financial assumptions... (22) - 22)
Experience adjustMents........cceecverreeeerieeienieerieseeesieseesesseeeesseeenens 103 - 103
Discontinued OPErations...............o.oeveveeeeveeeeeerersnesereseseneseenesesnns (52) - (52)
Sub-total included in OCI (428) 91 (337)
December 31, 2020 (6,205) 342 (5,863)

Deferred tax related to net loss from remeasurement of defined benefit plans amounted to RUB 119 million and nil as
of December 31, 2020 and 2019, respectively

Amounts of the pension obligations recognised in the consolidated statement of the financial position were as follows:

December 31, December 31,
2020 2019
CUITENE HADIIIEIES . .veuvieiieiieiietieeieie ettt ettt ettt e e e te e b e steesbesbeesaesseesaesssessesseensanss 631 615
NON-CUITENE THADTLITIES. ... ..ottt aeeeeen 5,232 4,933
Total net pension obligations 5,863 5,548

The plan asset allocation of the investment portfolio was as follows as of December 31, 2020 and 2019:

December 31, December 31,
2020 2019
DEDt INSIIUMENLS ....ovieiieiieiieieeiiet ettt et ettt ettt et e ete e tesbe e b e sbeentesbeeneesaeensesseensennes 184 142
EQUILY INSEIUMEIES. ... eeuvetieiietieeieie et ettt e teeste st etesteesaesteesbeeteesbesseessesseessesseessenssessesseensenses 97 82
Cash and cash eqUIVAIEIILS ........ccueviiriiriieierie ettt ettt e besteeaestee s e beesaesreesseees 32 18
S (0] 0151 PSSRt 17 12
OLRET ASSELS ....veveeiietieiiete ettt ettt ettt et et eet et e et e bt esbesae e b e ebeestesseeneebeeneesseenbesseensesseensanses 12 9
Total plan assets 342 263

The investment strategy employed includes an overall goal to attain a maximum investment return with a strong focus
on limiting the amount of risk taken. The strategy is to invest with a medium- to long-term perspective while maintaining a
level of liquidity through proper allocation of investment assets. Investment policies include rules to avoid concentrations of
investments. The vast majority of plan assets are measured using quoted prices in active markets for identical assets (Level 1
assets). The investment portfolio is primarily comprised of debt and equity instruments. Real estate and other alternative
investments asset can be included when these have favorable return and risk characteristics. Debt instruments include
investment grade and high yield corporate and government bonds with fixed yield and mostly short- to medium maturities.
Equity instruments include selected investments in equity securities listed on active exchange market. The valuation of debt
and equity securities is determined using a market approach, and is based on an unadjusted quoted prices.
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The Group’s entities have a practice to provide lump-sum financial support to former employees as well as certain life-
long benefits, so there is a risk of changes in the life expectancy for pensioners. This risk is controlled by using most recent
life expectancy tables. The risk of a significant fluctuation in interest rates is offset by actuarial best estimate assumptions in
respect of discount rates. The Group does not identify the unusual, specific business plan or risk, as well as any significant
risk concentrations. The Group performs sensitivity analysis calculating the whole defined benefit obligation and other long-
term benefits obligation in different actuarial assumptions and comparing the results. There are no changes from the previous
period in the methods and set of assumptions used in preparing the sensitivity analyses. The weighted average duration of
the defined benefit obligation and other long-term benefits obligation is around 11-12 years as of December 31, 2020 and
2019.

The key actuarial assumptions used to determine defined benefit obligations were as follows as of December 31, 2020
and 2019:

December 31, December 31,
2020 2019

Discount rate
RUSSIAN ENEITIES. ... .eeeveeeeeeeceee e cetee et e et et ete e e te et eeeteeeaeeeeteeeareeeresenseeeseeaseeenreenseeeneeanns 6.40% 6.60%
German entities 0.84% 1.10%
Austrian entities 0.50% 0.75%
Inflation rates
RUSSIAN ENEITIES. ... .eeevieieeeeceee et cetee et ettt ete e e ee et eeeaeeeaeeeereeeaveeetesenseeeseeaeseesneeensseenseanes 3.90% 4.00%
Rate of compensation increase
Russian entities 4.90% 5.10%
German entities 4.00% 4.00%
Austrian entities 2.25% 2.25%

The results of sensitivity analysis of defined benefit obligations for the Russian entities as of December 31, 2020 and
2019 are presented below:

2020 2019
Discount rate
1% increase .... -8.90% -9.20%
L0 AECTEASE ... eeeeeveieeeetiie ettt ettt e e e et e e et e e eateeeeaabeeeaseeesaseeeensseeeeateeeanseeeenseeeas 10.60% 11.00%
Inflation rate
L0 INCTEASE .....vvieeveeeie et eetee et e et eeteeeaeeebeeeteeeseeeteeeateeesbeeesseesseesseessseenssesssesssseenseesnseenseessnas 5.60% 5.90%
L0 AECTEASE.....eeeeueeeeeeetiie ettt ettt et e et e e et e e et e e etaeeeeaateeeaaeeesnseseaantseeeenseeeanseeeesreeas -5.20% -5.00%
Rate of compensation increase
TU0 INCTEASE ...t eetee et et e et ete e et e eete e et e et eeeteeeaeeenteeseeenseeeseeenseeesseeseeenseeseeenees 3.90% 4.00%
L0 AECTEASE.....eeeeeeeieeeetiie ettt e ettt e et e et e e et e e ett e e e eaateeetseeeanteeeansseeeenteeeansaeeesreeas -3.70% -3.60%
Turnover rate
R 11101 (= 11 USROS -5.80% -7.40%
300 AECTEASE ... e eevieeetieeeeite e ettt e ettt e e et eeett e e e etae e e eaaaeeeetaeeesaaeeeeabeeeestaeesntaeeeenseeearreeennreens 6.10% 7.90%

The results of sensitivity analysis of defined benefit obligations for Austrian entities as of December 31, 2020 and 2019
are presented below:

2020 2019
Discount rate
L0 INCTEASE ... eeeeeeeeeetee et ettt e et e e et e e e e e e eeaae e e eeasteeenaseeeeaseeeeaeeeeeaneeeeseseentseeeanneens -10.00% -10.20%
LU0 AECTEASE ...ttt e e e e e et e e et e e eeareeeeae e e e aaeeeeteeeentaeeeenneens 12.00% 12.20%

The results of sensitivity analysis of defined benefit obligations for German entities as of December 31, 2020 and 2019
are presented below:

2020 2019
Discount rate
TU0 INCTEASE ...t eetee ettt e ettt e et e eete e et e et e et e e eaeeeeteeseeenseeeseeenbeeeaseeteeenseeseeenees -12.00% -12.00%
L0 AECTEASE.....eeeeeviieeeeeiie ettt e et e et e e et e e et e e eta e e e eaabeeeeabeeesaseeeansseeeenseeesnsseeesreeas 18.00% 18.00%




MECHEL PAO
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)
for the year ended December 31, 2020

(All amounts are in millions of Russian rubles, unless stated otherwise)

The sensitivity analyses above have been prepared based on a method that extrapolates the impact on the defined benefit
pension obligations and other long-term benefits obligations as a result of reasonable changes in key assumptions occurring
at the end of the reporting period. The sensitivity analyses are based on a change in one significant assumption, keeping all
other assumptions constant. The sensitivity analysis may not be representative of an actual change in the defined benefit
obligations and other long-term benefits obligations as it is unlikely that changes in assumptions would occur in isolation of
one another.

22. Provisions

Provisions on
taxes other
than income

Rehabilitation  Provisions for tax, fines and Other
provision legal claims penalties provisions Total

At December 31, 2017......cccevceuerursuncenenns 3,992 2,290 576 315 7,173
ATISING...oveienieiieiiienee - 1,516 199 905 2,620
UHSEd .o (77) (273) - (256) (606)
Revision in estimated cash flow and

discount rate change..........ccccceverveuennen. (309) - - - 309)
Unused amounts reversed............ccoeeueenee. - (646) (188) (20) (854)
Unwinding of discount 302 - - - 302
Exchange differences ............ccocooevuevenn... - 215 “) 4 215
At December 31, 2018 3,908 3,102 583 948 8,541
Current 189 3,102 583 948 4,822
Non-current 3,719 - - - 3,719
ATISING e - 1,346 980 - 2,326
Utilised ....ooveieieeeeeceee e 30) (264) - (722) (1,016)
Revision in estimated cash flow and

discount rate change............ccccevervenennen. 1,180 - - - 1,180
Unused amounts reversed.... - (1,200) ©)] (197) (1,406)
Unwinding of discount........ 345 - - - 345
Exchange differences ..........c..ccceevevuennnee. - (150) (19) (5) a74)
At December 31, 2019 5,403 2,834 1,535 24 9,796
Current 165 2,834 1,535 24 4,558
Non-current 5,238 - - - 5,238
ATISING ot - 3,037 665 252 3,954
UHSEd .o (18) (567) (27) (20) (632)
Revision in estimated cash flow and

discount rate change...........ccccevvevenennen. 233 - - - 233
Unused amounts reversed............ccoeeveenee. - (572) (1,249) - (1,821)
Unwinding of discount............cccccceeeennene 311 - - - 311
Discontinued operations... (940) (61) - - (1,001)
Exchange differences .........c.ccocceveceevincnncne - 246 32 1 279
At December 31, 2020 4,989 4,917 956 257 11,119
Current 187 4,917 956 257 6,317
Non-current 4,802 - - - 4,802
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Rehabilitation provision

The Group has numerous site rehabilitation obligations that it is required to perform under law or contract once an asset
is permanently taken out of service. The main part of these obligations is not expected to be paid in a foreseeable future, and
will be funded from the general Group’s resources when respective works will be performed. The Group’s rehabilitation
provisions primarily relate to its steel and mining production facilities with related landfills and dump areas and its mines.
Rehabilitation activities are generally undertaken at the end of the production life at the individual sites. Remaining
production lives range from 1 year to 118 years with an average for all sites, weighted by current closure provision of
approximately 14 years. The discount rate used in the calculation of the provision as of December 31, 2020 equaled 6.57%
(2019: 6.52%). A 0.5% decrease in the discount rates applied of December 31, 2020 would result in an increase to the closure
and rehabilitation provision and increase in property, plant and equipment of RUB 371 million. Estimates can also be
impacted by the emergence of new rehabilitation techniques, changes in regulatory requirements for rehabilitation, and
experience at other operations. These uncertainties may result in future actual expenditure differing from the amounts
currently provided for in the balance sheet.

Provisions for legal claims

In 2020, a provision for the disputes over purchases was recognised in the amount of RUB 1,741 milion due to negative
court judgment. In March 2021, the Group lost a legal case related to these litigations. The court decisions has not yet come
into force. The Group plans to file an appeal of the court decision.

Legal claim contingency

As of December 31,2020, management assesses the outcome of several court proceedings and claims where the Group’s
companies act as defendants in the aggregate amount of RUB 1,146 million as possible based on the management’s analysis
and discussions with the legal advisers.

As of December 31, 2020, the Group as a defendant is involved in the court proceeding regarding the third party
metallurgical plant’s bankruptcy case. It is not practicable to estimate the potential effect of this claim and the timing of the
payment, if any. The Group has been advised by its legal counsel that it is only possible, but not probable, that the action
will succeed for the Group.

Provisions on taxes other than income tax

Management believes that the Group has paid or accrued all applicable taxes. The Group recorded RUB 956 million
and RUB 1,535 million of other tax claims including fines and penalties that management believes are probable as of
December 31, 2020 and 2019, respectively. The Group does not believe that any other material tax matters exist relating to
the Group, including current pending or future governmental claims and demands, which would require adjustment to the
accompanying consolidated financial statements in order for those statements not to be materially misstated or misleading
as of December 31, 2020.

Possible tax liabilities on other tax claims including fines and penalties, which were identified by management as those
that can be subject to different interpretations of the tax law and regulations, are not accrued in the consolidated financial
statements. The amount of such liabilities was RUB 468 million and RUB 1,904 million as of December 31, 2020 and 2019,
respectively.

Environmental

Possible liabilities, which were identified by management as those that can be subject to potential claims from
environmental authorities, are not accrued in the consolidated financial statements. The amount of such liabilities was not
significant.
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23. Issued capital and reserves
Common shares

The capital stock of Mechel PAO consists of 416,270,745 common shares, each with a nominal value of
10 Russian rubles, all of which are issued, fully paid for and outstanding under the Russian law, of which 11,494,619 and
1,018,996 were owned by Group’s subsidiaries as of December 31, 2020 and 2019, respectively. In December 2019, the
Group reacquired 1,018,996 common shares for RUB 63 million. Mechel PAO is authorised to issue additional
81,698,341 common shares with a nominal value of 10 Russian rubles each. In September 2020, the Group reacquired
10,804,058 common shares for RUB 870 million (RUB 80.57 per share). The repurchase price was declared by
Mechel PAO’s Board of Directors on June 4, 2020 for redemption by the shareholders that have the right to demand buyback
of the shares in accordance with the Russian law. The repurchased shares were recognised as treasury shares within the
consolidated statement of changes in equity at cost.

Preferred shares

As of December 31, 2020 and 2019, the Group had 138,756,915 preferred shares with a nominal value of 10 Russian rubles
each, authorised and issued under the Russian law and representing 25% of the Mechel PAO’s share capital, of which
83,963,279 shares were outstanding and fully paid for, and the remaining 54,793,636 shares were owned by one of the
Group’s subsidiaries. In December 2019, the Group sold 709,130 preferred shares for RUB 63 million. Under the Russian
law and the Mechel PAO’s Charter, these preferred shares are non-cumulative and have no voting rights, except for cases
stipulated by the law and the Charter. The dividend yield paid per one preferred share is also fixed by the Charter and amounts
to 20% of the consolidated annual net profit of the Group under IFRS divided by 138,756,915 issued preferred shares.

Distributions made and proposed

Mechel and its subsidiaries can distribute all profits as dividends or transfer them to reserves in accordance with
applicable legislation and the charters. Dividends may only be declared from undistributed earnings as shown in the statutory
financial statements of Russian subsidiaries. Dividends from Russian companies are generally subject to a 13% withholding
tax for residents and 15% for non-residents, which could be reduced or eliminated if paid to foreign owners under certain
applicable double tax treaties.

Effective January 1, 2008, intercompany dividends may be subject to a withholding tax of 0% (if at the date of dividends
declaration, the dividend-recipient Russian company held a controlling (over 50%) interest in the share capital of the
company (Russian or foreign) of the dividend payer for a period over one year and the residence of the dividend distribution
foreign company is not included into the Ministry of Finance offshore list.

On June 30,2020, Mechel declared dividends to the holders of preferred shares for 2019 in the amount of
RUB 482.9 million (RUB 3.48 per preferred share), including RUB 292.2 million dividends to the third party holders of
preferred shares.

On June 14, 2019, the Group’s subsidiary declared dividends attributable to non-controlling interests of
RUB 0.030 million for 2018. On June 28, 2019, Mechel declared dividends to the holders of preferred shares for 2018 in the
amount of RUB 2,527 million (RUB 18.21 per preferred share), including RUB 1,516 million dividends to the third party
holders of preferred shares.

On June 29,2018, the Group’s subsidiaries declared dividends attributable to non-controlling interests of
RUB 0.056 million and Mechel declared dividends to the holders of preferred shares for 2017 in the amount of
RUB 2,312 million (RUB 16.66 per preferred share), including RUB 1,387 million dividends to the third party holders of
preferred shares.

Additional paid-in capital

In 2020, additional paid-in capital was decreased by RUB 1,024 million as a result of changes in non-controlling
interest. The Group sold 3.76% and 0.79% interest in ownership in the Group’s subsidiaries for the consideration of
RUB 267 million and RUB 65 million, respectively. The carrying value of the sold shares was RUB 1,161 million and
RUB 174 million, respectively. Also, the Group also acquired 0.23% interest in ownership in the Group’s subsidiary for the
consideration of RUB 20.9 million from third parties.
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Earnings (loss) per share (EPS)

Basic EPS is calculated by dividing the profit (loss) for the year attributable to common equity holders of the parent by
the weighted average number of common shares outstanding during the year.

There were no dilutive securities issued as of December 31, 2020, 2019 and 2018.

The following table reflects the income and share data used in basic and diluted EPS calculations:

2020 2019* 2018*
Earnings per share
Weighted average number of common shares..................... 412,589,910 416,256,510 416,270,745
Profit for the period Attributable to Equity shareholders

of Mechel PAO, RUB million........c..cccccvvecvininenencniecne 808 2,409 12,628
Earnings per share (Russian rubles per share)

attributable to common equity shareholders —

basic and diluted ..............cc.ccoceoiiiiniini 1.96 5.79 30.34
(Loss) profit for the period from continuing operations,

RUB MillION.c..tiiiiiiiiiieieeeccceee e (40,153) 11,075 20,897
Less attributable to non-controlling interests, RUB million.... 648 1,876 908
Profit for the period Attributable to Equity shareholders

of Mechel PAO from continuing operations..................... (40,801) 9,199 19,989
(Loss) earnings per share from continuing operations

(Russian rubles per share) — basic and diluted.............. (98.89) 22.10 48.02
Profit (loss) after tax for the period from discontinued

operations, RUB million ........c.ccceevevievininininienencnecne 41,609 (6,790) (7,361)
Earnings (loss) per share from discontinued operations

(Russian rubles per share) — basic and diluted.............. 100.85 (16.31) (17.68)

*  These amounts reflect adjustments made in connection with the presentation of the discontinued operation (Note 25).

The total weighted-average number of common shares outstanding during the period was as follows:

Fraction of period ‘Weighted-average
Shares outstanding (days) number of shares
2018
Common shares: January 1 — December 31...........cccvnen. 416,270,745 365 416,270,745
Total weighted average shares outstanding during
the period 365 416,270,745
2019
Common shares: January 1 — December 20.................c...... 416,270,745 354 403,725,599
Common shares: December 20 — December 23 416,119,371 3 3,420,159
Common shares: December 23 — December 24 416,005,348 1 1,139,741
Common shares: December 24 — December 25 415,881,411 1 1,139,401
Common shares: December 25 — December 26 415,756,171 1 1,139,058
Common shares: December 26 — December 31 415,556,251 5 5,692,551
Common shares: December 31 — December 31 415,251,749 — —
Total weighted average shares outstanding during
the period 365 416,256,510
2020
Common shares: January 1 — September 29..............c....... 415,251,749 273 309,736,960
Common shares: September 29 — December 31 ................. 404,776,126 93 102,852,950
Total weighted average shares outstanding during
the period 366 412,589,910
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24. Other income/expenses

24.1 Administrative and other operating expenses

General, administrative and other operating expenses are comprised of the following:

2020 2019* 2018*
Wages, salaries and social Security COSts........c.cererererirenenenennens 9,856 8,771 10,158
Provision for legal claims, nNet.........cceceeiriieneriieniieierieeeeeeeeee 2,463 96 828
Office and MainteNance EXPENSES.......ccuevueeruereeeveruerreeseerueneereennens 1,264 1,226 1,206
Depreciation 708 721 749
Audit and coNSUltiNG SEIVICES......cevieuierierieieniieie ettt 527 546 927
Fines and penalties related to business contracts..........cceceeeeevennen. 501 539 370
Loss on write-off of non-current assets................... 454 979 931
Banking charges and services................... 335 328 243
Consumables ........cceeeeevreeeernennenns 269 294 291
Social EXPENSES ....eevvirveeiieiieieriieieeiie sttt 188 288 373
Expense relating to short-term leases (Note 10.2)..... 68 83 153
BUSINESS LIPS «eevveevieniieiieieeiieieeieieeee e 30 109 133
Write off of trade and other receivables ............cccceevveeieciiecineennen. 22 5 2
ONET ..o 1,752 1,583 1,968
Total 18,437 15,568 18,332

*  These amounts reflect adjustments made in connection with the presentation of the discontinued operation (Note 25).

Loss on write-off of non-current assets is represented by the write-down of certain property, plant and equipment items

as no future economic benefits are expected from the use or disposal.
24.2 Employee benefits expense

Employee benefits expenses are comprised of the following:

2020 2019* 2018*
Included in cost of sales
Wages and SALATIES ........oceeieriieierieeieiieie ettt 21,235 21,020 19,580
S0CIAl SECUTILY COSES .uvviuviauiaiiriieiieiieiesitestteee e eeeente et eteseeeeeeeeee 7,005 6,877 6,332
Post-employment benefits .........ccoeveveriieieriiiiicieiese e 209 182 117
Included in selling and distribution expenses
Wages and Salaries .........c.cooererieireiinieese e 3,864 3,566 3,470
S0CIAl SECUTILY COSES .uvviuviruieiiriieieeiieiesieesttetee e eeee et eeeseee e eeeee 1,055 968 911
Included in administrative and other operating expenses
Wages and SALArIES ........ooeeieriieienieeieiieie ettt 7,853 6,939 8,193
SOCIAL SECUITLY COSES .....overeveveereereeeeeeeeeeeeeeee e eeees 2,003 1,832 1,965
Total 43,224 41,384 40,568

*  These amounts reflect adjustments made in connection with the presentation of the discontinued operation (Note 25).
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24.3 Other operating income

Other operating income is comprised of the following:

2020 2019* 2018*

Rental iNCOME. .....c.eeuiiiiiiiiiiieieie e 238 241 192
Subsidies received from the governmental authorities as a

compensation for operating activities (energy tariffs)................... 121 - 359
Income from fines and penalties related to business contracts ........ 119 157 247
Subsidies received from the governmental authorities to

compensate losses of European group companies.............c.ccueeee. 82 - -
Curtailment and result of remeasurement of other long-term

benefit ObliAtioNS. .......ccvervieieiiiieieeieste ettt 62 25 93
Net result from disposal of non-current assets...........cccoevveeverrrennnns 42 31 128
Gain from sales of scrap materials ...........cccooeeeeieieneneneeee, - - 373
ORET ...ttt 335 234 290
Total 999 688 1,682

*  These amounts reflect adjustments made in connection with the presentation of the discontinued operation (Note 25).
24.4 Finance income and finance costs

Finance income is comprised of the following:

2020 2019* 2018*
Effect of restructuring of loans and leases...........ccceceeereneecennnne. 3,341 353 33,403
Interest income on other financial assets ............ccccccveevieereeeveennnnn, 119 179 206
Income from the discounting of financial instruments .................... 44 58 16
Remeasurement of fair value of financial instruments.................... - - 318
Total 3,504 590 33,943

*  These amounts reflect adjustments made in connection with the presentation of the discontinued operation (Note 25).

Effect of restructuring of loans in 2020 primarily relates to VIB (Note 10.1 (a)), in 2019, it mainly includes waiving of
fines and penalties on leases with Gazprombank Leasing and Cat Financial, in 2018 it primarily relates to VTB and the
refinancing of the pre-export credit facility.

Finance costs are comprised of the following:

2020 2019* 2018*

Interest on loans and DOITOWINGS........cceverierieirererie e 22,090 31,231 35,049
Fines and penalties on overdue loans and borrowing payments

and overdue interest PAYMENLS.........eceerverrerreerierierieeeeseeeenieneeens 1,080 733 847
Interest expense on lease liabilities........ 1,047 1,217 917
Fines and penalties on overdue leases 157 49 10
Total finance costs related to loans, borrowings and

leases 24,374 33,230 36,823
Unwinding of discount on rehabilitation provision..............c.cecc..... 291 304 272
Interest expenses under pension liabilities..........ccecevirevererienieennnne 286 284 272
Expenses related to discounting of financial instruments................ 194 45 147
Total 25,145 33,863 37,514

*  These amounts reflect adjustments made in connection with the presentation of the discontinued operation (Note 25).
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24.5 Other income and other expenses

Other income is comprised of the following:

2020 2019* 2018*

Reversal of unclaimed declared dividends to non-controlling

interest upon expiration of limitation period.........c..coceeevveeerncnne 203 - -
Write-off of trade and other payables and lease liabilities

including payables with expired legal term...........ccccoceeverveceeeincne 177 155 412
Gain on sales and purchases of foreign currencies..........ccoecvevveenee. 50 - -
Oher INCOME ..o 288 73 86
Total 718 228 498

*  These amounts reflect adjustments made in connection with the presentation of the discontinued operation (Note 25).

Other expenses are comprised of the following:

2020 2019* 2018*
Loss on sales and purchases of foreign currencies .... - 148 108
Other NON-OPErating EXPENSES ...........oveevevererevrverrserrereesesesesenenines 259 335 238
Total 259 483 346

*  These amounts reflect adjustments made in connection with the presentation of the discontinued operation (Note 25).

Write-off of trade and other payables with expired legal term constitutes gain on the write-off of payable amounts that
were written-off due to legal liquidation of the creditors or expiration of the statute of limitation.

25. Discontinued operations

In January 2020, the Group entered into negotiations relating to the sale of the Elga coal complex to a prospective
buyer, a third party. On April 21, 2020, the Group received a consent required by the put option agreement* from
Gazprombank permitting the sale of the 51% share of the Elga coal complex to the buyer. Since that date, the Elga coal
complex was accounted for as a disposal group held for sale.

On April 21, 2020, the Group signed a sale and purchase agreement with the buyer for the sale of the Elga coal complex
for the consideration of RUB 89 billion. From that date, the Group lost control over the Elga coal complex. The deal on
disposal was completed on April 30, 2020 upon the legal transfer of ownership. This transaction resulted in a pre-tax gain of
RUB 45,580 million.

April 21, 2020
Consideration Paid DY the DUYET.........oouieiiriiiieiieieee ettt ettt et sb e be st tebeeneebesseensesaeensesseens 89,000
Derecognition of put option from Gazprombank 49,418
Net aSSES AISPOSEA OF ..c..uiiuieiiiiiitite ettt ettt ettt eb et s bt st ettt eb e b et be e ennenene (92,838)
Gain on sale of discontinued operations 45,580

The Elga coal complex represented one of the separate major lines of the Group’s business that operated in Sakha
Republic (Yakutia) in Far East and it was classified as a discontinued operation due to significant contribution to the Group’s
pretax loss, financing and investing cash flows.

In June 2016, the put option agreement was signed granting put option to Gazprombank to sell the stake (in full or in part) in the Elga coal complex to
the Group within three years following a five-year grace period or in case of a breach of conditions stipulated by such agreement. Gazprombank held
49% in the Elga coal complex. Put option agreement allowed the Group to retain control over 100% of shares and therefore obligations under the put
option was recognised as non-current financial liability.
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As a result of the Elga coal complex being classified as discontinued operation, the comparative amounts in these
consolidated financial statements have been adjusted accordingly. The results of the Elga coal complex presented as
discontinued operations in the consolidated statements of profit (loss) and other comprehensive income were as follows:

Year ended December 31,

2020* 2019 2018

REVENUE......oiiiiiiiiie e 2,142 9,414 8,778
EXPOISES. ..ttt (3,010) (12,115) (9,985)
FINANCE COSES ..viuviivriiieeieiieiieieetie st eeteste et eie et ebe e s e seresbeesaesseeseens (1,708) (4,967) (4,538)
Foreign exchange (10SS) gain, Net.........cccevveeeirenerenienenieneeenenes (1,377) 952 (1,588)
Loss before tax from discontinued operations .........cceceeevueernecene (3,953) (6,716) (7,333)
INCOME taAX EXPENSE .....eovirviriniinieiieienterte ettt (18) (74 (28)
Loss after tax from discontinued operations.........cecceeceesvvecsnecens 3,971) (6,790) (7,361)
Gain on sale of discontinued Operations.............eecverereeereeneereenens 45,580 - -
Income tax expense related to sale transaction..........c..ceceveveenncnne. - - -
Net gain on sale of discontinued operations...............cccocvvevevernnnn. 45,580 - -
Profit (loss) after tax for the period from discontinued

operations 41,609 (6,790) (7,361)

*  Represents operations for the period of January 1 — April 21, 2020.

The sales of coking and steam coal to the third parties were included in the results of discontinued operations and coal
used in production of coke and steel was included in the continuing operations. Finance costs from discontinued operations
include remeasurement of non-current obligation related to put option of Gazprombank granted on non-controlling interests
in the Elga coal complex in the amount of RUB 1,217 million, RUB 4,145 million and RUB 3,796 million for the years
ended December 31, 2020, 2019 and 2018, respectively.

The major classes of assets and liabilities of the Elga coal complex classified as a disposal group as of the disposal date
were as follows:

Assets April 21, 2020
Non-current assets

Property, plant and €QUIPIMENL ..........couieieriiiieieieerteeeestee e ete st et esteereesteesesseessesseessesseessesseassessaessesseassessesssessesseenss 95,411
Right-of-use assets 1,647
IMINETAL LICEIISES. ...ttt et et e et e e e et e e e st et e e eaateesaaaeeeasseeeesnseeessaeessssaeesanaeeesneseeesnseeesnsseesnsaeeeas 11,696
OtNET NON-CUITENE ASSELS .....vviiuvieeuiieteeetieeiteeeiteeeteeeteeeteeereeeseeesseeasseasseeesseeessassseaseessseeasseassessseesssessseasesssseesseanseessns 7
Total non-current assets 108,761
Current assets

TV EIEOTIES 1.ttt ettt ettt ettt et et e et e et e st e et e s eeeesseeenseessaeesseeaseeenseensneesseeanseenseeasseenseeanseensneessaeenseenseennseensaeanseennen 928
INCOME tAX TECEIVADIES ..uvivieiiieiieiictieteete ettt ettt et e et e e st e bt e b e eteesbesteessebeessesseessesseesseseassasseessesseessessessseseassanss 8
Trade and Other TECEIVADIES............ccviiieee ettt ettt e ettt et e e te et e e aeeeaeeeaeeeteeeseeenseeseeerneeeseeanseeanns 3,060
OLNET CUITENE ASSELS ...vveeuvieereeiiiestieeteesieeestesteesteeeteesteeasseeseeeseeasseanseessseanseessseansesesseessseanseenssesnseeseeansessssesnsesnsseenses 248
Cash and Cash EQUIVAIENLS ............o.cveiveieeieeseieeseteeee sttt ae s st sss s s sae s s s s s st ss s ssesa s s s e s ensasenes 21
Total current assets 4,265
Total assets 113,026
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Liabilities April 21, 2020
Non-current liabilities

LESE THADIIITIES . ... ettt ettt ettt e et e et e eta e et e e etseeabeeetaeeabe e ase e seeesseesaeeaseesaeenbeensseenseeesaeeseeenseenres 565
PeNSION ODIIZALIONS ...c.vieuiiiiieiietieie sttt ettt et e st et et et e s te et e et e este s bt eaeesbeseten st enbeeseenbe st ensenbesstenbeessesseennensesneanse 110

PrOVISIONS ...ttt ettt ettt e e ettt e et e e e e eateeeetaeeeesaaeeeetaeeeestaseeasseeeassaaeeassseeastseeeanssaeeanseeeesseseanteaeasreeens 940
DI tAX THADIIIES . ..v.voveeveee ettt eee et e e e eee e e s ettt s seeeeseeeesesseeesaeaeeeeseeseeseeeeeessesesaeeeeeeseseeeseesesnaees 6,567
Total non-current liabilities 8,182

Current liabilities

Loans and borrowings, including interest Payable ............ccceevieririieriiriinieiereete ettt ettt e e seee b eee 8,031
Trade and Other PAYADIES..........ccoeiiiiiriiiciecee ettt ettt sttt ettt b et 1,930
LaSE LADIIITIES. ... ettt ettt sttt ettt a bbbttt et h e ehe et b et eae e e 883

Taxes and similar charges payable other than INCOME TAX.........cceiieriirierieiieie ettt esresee e e e eseesbeeaeseeseens 1,075

Advances received and other Current HabilitiEs ..........ccveieviiiiiicie ettt ettt e eae et e eaeeeaeeeeaeeenes 2
PenSION ODIIZALIONS ....cuviiiieieitieieitieieite et e et et et et e st e et esteeetesteesbesseessesseessesseessesseessaessessesssessesseassanssessesssensenssassenseans 24
PrOVISIONS ... .viitiiiite ettt ettt e e ettt e eteeetb e et e e etbeeetseeabeeasseesseeasseesseeesseeesseeaseeaseeesseesseeaseensseesseesseanseessseeseeanseenses 61
Total current liabilities 12,006
Total liabilities 20,188
Net assets 92,838

Other non-current financial liabilities of RUB 49,418 million under the put option of Gazprombank were derecognised
upon the Elga coal complex disposal.

The net cash flows from discontinued operations of the Elga coal complex were, as follows:

Year ended December 31,

2020* 2019 2018
OPCIALING......ecueeieeiieiietieiesteeie et e steeete sttt eteseeebeeseestesnnenseeneensesseens 1,102 2,668 4,541
INVESHING ...vetiiiiieiiiicieeet ettt (182) (867) (1,438)
FINANCINE. ... veveveeecvcee et (906) (1,800) (3,305)
Net cash inflow (outflow) 14 1 202)

*  Represents operations for the period of January 1 — April 21, 2020.

26. Segment information

The Group’s operations are presented in three operating segments as follows:

e  Steel segment, comprising production and sales of semi-finished steel products, carbon and specialty long products,
carbon and stainless flat products, value-added downstream metal products, including forgings, stampings, hardware,
rails, balks and ferrosilicon;

e  Mining segment, comprising production and sales of coal (coking and steam) and middlings, coke and chemical
products, and iron ore concentrate, which supplies raw materials to the Steel and Power segments and also sells
substantial amounts of raw materials to third parties. The Elga coal complex included in mining segment was recognised
as discontinued operation in 2020 (Note 25);

e  Power segment, comprising generation and sales of electricity and heat power, which supplies electricity and heat power
to the Steel and Mining segments and also sells a portion of electricity and heat power to third parties.
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The above three segments meet criteria for reportable segments. No operating segments have been aggregated to form
the above reportable operating segments. Subsidiaries are consolidated by the segment to which they belong based on their
products and by which they are managed. The Group’s management evaluates performance of the segments based on segment
revenues, gross margin, operating profit (loss), assets and liabilities. Transfer prices between operating segments are on an
arm’s-length basis in a manner similar to transactions with third parties. Income tax, deferred tax related to the consolidated
group of taxpayers and certain other assets and liabilities are not allocated to those segments as they are managed on the

group basis.

Adjustments

As of December 31, 2020 and and
for the year then ended Mining Steel Power eliminations  Consolidated
Revenue from contracts with external customers. 70,881 166,885 27,688 - 265,454
Inter-segment reVenUEe ..........cevveeveeereeerverniieeeenne. 34,402 6,626 15,769 (56,797) -
GIOSS PIOfit.c..cveveieiieiiiiiriieiencteeeceec e 51,441 30,030 14,089 (711) 94,849
GIOSS MATZIN, Y0.ccuvereeeiinienienienierienieenieeenieeeeeees 48.9 17.3 324 - 35.7
Depreciation and amortisation.............cc.ecvevveeevennen. (7,463) (6,335) (488) - (14,286)
Impairment of goodwill and other non-current

ASSEES, NMET..uveeeieeeieeiieeiierieeereeere e e eeeeneeeeree e (3,829) 67) €))] - 3,897)
Operating profit (loss) 14,108 6,520 (308) (395) 19,925
Share of profit of associates, net...........cccoccrerennee 20 - - - 20
Finance inCome ...........oocveveevveeeeveeeeecineeeeeeeeeeneeens 502 3,000 2 - 3,504
Intersegment finance income.... 1,786 306 21 (2,113) -
Finance costS ......cccevveieniennene (12,209) (12,678) (258) - (25,145)
Intersegment finance costs (199) (1,725) (189) 2,113 -
Income tax benefit (€Xpense)........ccevverveecverreevennenn 149 (676) 34 (2,035) (2,528)
Profit after tax for the period from discontinued

OPETALIONS. ..ueeeenreeeenieteeirenteete ettt et sbe e neean 41,651 - - 42) 41,609
Profit (loss) for the period .... 38,854 (34,166) (760) (2,472) 1,456
Segment assets......... 83,178 102,759 8,875 (972) 193,840
Segment liabilities 160,866 250,356 11,188 2,101 424,511
Investments in asSOCIALES.......c.eeververeerveeeerrereennenn 341 - - - 341

Adjustments

As of December 31, 2019 and and
for the year then ended Mining Steel Power eliminations  Consolidated
Revenue from contracts with external customers* .... 83,517 174,850 28,786 - 287,153
Inter-segment revenue™ ..........cccoecvveveeeieeneeenneenne. 37,710 6,068 15,541 (59,319) -
Gross Profit¥........cceeeiriiiiereeseeeee e 63,680 27,486 13,058 (157) 104,067
Gross margin, %™ .......cccoeveevveneevienenie e 52.5 152 29.5 - 36.2
Depreciation and amortisation™.............ccccoeeevenen. (6,774) (6,153) (482) - (13,409)
Impairment of goodwill and other non-current

ASSCLS, NCT ..veiieiieiieieee et (3,688) 1,884 - - (1,804)
Operating profit (loss)* 26,775 7,087 1,416 (1,078) 34,200
Share of profit of associates, net 28 - - - 28
Finance income* .........ccccocevenuennee. 514 75 1 - 590
Intersegment finance income.... 386 375 30 (791) -
Finance costs™ .........cccccenene (18,967) (14,514) (382) - (33,863)
Intersegment finance costs ... (195) (325) (271) 791 -
Income tax eXpense™ .........ccoceevverereenenieneeniennnn (20) (503) (333) (7,057) (7,913)
(Loss) profit after tax for the period from

discontinued Operations ............ceceevverreecvesreevennns (6,962) 39 133 - (6,790)
Profit (loss) for the period .........ccccvvecvevriecieniinnenen. 4,955 6,934 531 (8,135) 4,285
SEEMENt ASSELS...evvierierereeiierieeieeeeeesreeeeesaeeeeens 202,423 100,493 7,610 1,979 312,505
Segment liabilities 300,058 233,279 9,432 3,333 546,102
Investments in asSOCIALES.........eeververrerveeierrereenenn 321 - - - 321
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Adjustments

As of December 31, 2018 and and
for the year then ended Mining Steel Power eliminations  Consolidated
Revenue from contracts with external customers* .... 88,104 187,918 27,773 - 303,795
Inter-segment revenue™ ..........cceeeeveveeeiveeneeesneenne. 37,549 5,847 15,471 (58,867) -
Gross profit*................. 72,269 44,415 12,438 615 129,737
Gross margin, %% ......ccceeeveeienenne 57.5 229 28.8 - 42.7
Depreciation and amortisation™.............c.ccoceeeeenee. (5,978) (5,738) (500) - (12,216)
Impairment of goodwill and other non-current

ASSELS, NMET..ouiiiiiiiiiieiciicieeee e (3,684) (819) (2,719) - (7,222)
Operating profit (loss)* 34,091 19,814 (3,374) 615 51,146
Share of profit of associates, net 10 - - - 10
Finance income® .........ccccoovviviviiieicieeeeeeeeeeene 23,274 9,478 1,191 - 33,943
Intersegment finance income............cceevveverreeenennenn 1,071 395 41 (1,507) -
Finance costs* (24,394) (12,810) (310) - (37,514)
Intersegment finance Costs .........ccceoeverveecreneneenne. (220) (1,015) (272) 1,507 -
Income tax (expense) benefit®..........ccccceccrenenenne (5,912) 531 83 2,645 (2,653)
(Loss) profit after tax for the period from

discontinued Operations ............c.ccceceeererreneennenn (7,512) 18 133 - (7,361)
Profit (loss) for the period ..........ccccceeevvenvcrencnnenne. 11,489 1,331 (2,544) 3,260 13,536
Segment assets 208,123 97,373 7,519 4,610 317,625
Segment liabilities ........ccovverereriereieieecceee 296,125 247,241 9,469 (2,015) 550,820
Investments in asSOCIALES.........coerveeeirerereeneennenen 293 - - - 293

*  These amounts reflect adjustments made in connection with the presentation of the discontinued operation (Note 25).

Depreciation and amortisation are included in cost of sales in the amount of RUB 9,880 million (2019: RUB 9,975 million,
2018: RUB 10,343 million), in the selling and distribution expenses in the amount of RUB 3,698 million (2019:
RUB 2,714 million, 2018: RUB 1,123 million) and in the administrative and other operating expenses in the amount of
RUB 708 million (2019: RUB 720 million, 2018: RUB 750 million).

The following table presents the Group’s revenues from contracts with customers segregated between domestic and export
sales. Domestic represents sales by a subsidiary in the country in which it is located. This category is further divided between
subsidiaries located in Russia and other countries. Export represents cross-border sales by a subsidiary regardless of its location.

2020 2019* 2018*
Domestic
RUSSIA ..ttt eereeeeaee e 156,584 170,851 178,762
OBNET ...ttt 28,491 28,469 29,665
Total 185,075 199,320 208,427
EXPOTT.vitiviiiieveteteieeee ettt ettt et a sttt es s es s sesenas 80,379 87,833 95,368
Total revenue 265,454 287,153 303,795

*  These amounts reflect adjustments made in connection with the presentation of the discontinued operation (Note 25).

The advances received represented contract liabilities to perform obligations under the contracts with customers. The
revenue recognised in the reporting period that was included in the contract liability balance at the beginning of the period
was RUB 4,861 million, RUB 4,306 and RUB 3,670 million for the years ended December 31, 2020, 2019 and 2018, respectively.

Allocation of total revenue from contracts with customers by country is based on the location of the customer. The
Group’s total revenue from external customers by geographic area were as follows:

2020 2019* 2018*
156,712 170,980 178,879
45,284 54,137 53,179
35,536 38,334 44263
23,749 21,465 23,877
3,794 1,983 3,130
102 155 258
277 99 209
Total 265,454 287,153 303,795

*  These amounts reflect adjustments made in connection with the presentation of the discontinued operation (Note 25).
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The majority of the Group’s non-current assets are located in Russia. The carrying amounts of mineral licenses,
property, plant and equipment and right-of-use assets pertaining to the Group’s major operations were as follows:

December 31, December 31,
2020 2019
L ———— 109.954 225,755
GEITIMAILY vttt ettt ettt ettt h etk ekttt ettt et e e et e b eaees 1.446 1,225
F N T { & - T TP TP URU PSPPI 820 677
Czech Republic ... 247 237
Other.....ccoovvvvrnnnn. 176 173
"TORAL. .. s ressnsnrsmencrsasmasmsnssnsnssansussrsssasionsansamssbaiisnssmnsnssnddiiss Shoninsn SRS ATRA SRS G niho s AR AT 112,643 228,067

Because of the significant number of customers, there are no individual external customers that generate sales greater
than 10% of the Group’s consolidated total revenue from contracts with customers. The following table presents the
breakdown of the Group’s revenues from contracts with external customers by major products:

2020 2019* 2018+
Mining segment
Coal and middlings™.........ccooiiiiiiiiii e 54,324 62,518 71,305
Coke and chemical products: s smmmmmsmmnpmsrans 14,783 17.970 14,205
[rON OT€ CONCEIMIALE ......ivieiritiitiite ettt 413 1,179 839
Other*........ SR 1,361 1.850 1,755
TOLAL cercercueueressersenessessses st ne e ness s s s sessssssessansanse 70,881 83,517 88,104
Steel segment
Long steel products .........ccooviiiiiiiiiiicicce 98.908 97,692 105,722
H ardWare: . ssssssmssssssoessmsmassssesmssome 5mm s s S s 25,971 27,086 30.040
Flat steel products 23.056 23,371 22,786
Forpifigs afid STEMpiiESermsmemmmmesssmmsossmsesomsissimsssis 8.451 14.818 15.848
OO ST RO, emsmesirmnsessnsmssms st s 540653 S T A SRR SRS 3,159 3,229 3.927
Steel PIpes .c.oovvveiveniciiiicee 3.380 3,281 3.230
Semi-finished steel products 181 137 54
O st s simsse s s s ossinsons s s A SRR TV PR 53 3,779 5,236 6,311
TOMAl v 166,885 174,850 187,918
Power segment
Electricity* ... : 26.306 27,030 26,009
Other* ..o 1.382 1,756 1,764
Total......... 27,688 28,786 27,773
"TOta] FEVEIUE ....rnneisssissminmsmsssssssssssssissmvasssmsissssmsimsiissmimm 265,454 287,153 303,795

These amounts reflect adjustments made in connection with the presentation of the discontinued operation (Note 25).

27. Events after the reporting period

The Group evaluated subsequent events from December 31, 2020 through the date the consolidated financial
statements were issued and concluded that no subsequent events have occurred that would require recognition or disclosure
in the consolidated financial statements other than discussed below and disclosed in Note 10.1 and Note 22.

In January 2021, the Group signed an environmental agreement, according to which the Group undertook additional
commitments in amount of RUB 2,856 million to reduce emissions of air pollutants until 2026.

On February 3, 2021, the U.S. dollar-denominated loan from VTB in the amount of $250 million agreed in April
2020 was received and used for the full repayment of credit facilities of SKCC
(Note 10.1 (a)).

Chief Executive Officer of Mechel PAO March 11, 2021
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