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Report of Independent Registered Public Accounting Firm

Shareholders and the Board of Directors
Mechel OAO

We have audited the accompanying consolidated balance sheets of Mechel OAQ, an open joint
stock company, and subsidiaries (hereinafter referred to as the “Group”) as of

December 31, 2014 and 2013, and the related consolidated statements of operations and
comprehensive income (loss), equity, and cash flows for each of the three years in the period
ended December 31, 2014. These financial statements are the responsibility of the Group's
management. Our responsibility is to express an opinion on these financial statements based on
our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the consolidated financial position of the Group as of December 31, 2014 and 2013, and the
consolidated results of its operations and its cash flows for each of the three years in the period
ended December 31, 2014, in conformity with accounting principles generally accepted in

the United States.

The accompanying consolidated financial statements have been prepared assuming that the
Group will continue as a going concern. As discussed in Note 2 to the financial statements, the
Group has significant debt that it does not have the ability to repay without its refinancing or
restructuring, has not complied with certain covenants of its major loan agreements with banks
and is dependent upon reaching agreements with its banks to refinance or restructure its debt
obligations. These conditions raise substantial doubt about the Group’s ability to continue as a
going concern. Management’s plans in regard to these matters are also described in Note 2. The
consolidated financial statements do not include any adjustments that might result from the
outcome of this uncertainty.

A member firm of Ernst & Young Global Limited


http://www.ey.com/russia

EY

CoBepLUeHCTBYS 6U3Hec,
ynydiiaem Mup

We also have audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), the Group’s internal control over financial reporting as of
December 31, 2014, based on criteria established in Internal Control-Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission

(2013 framework) and our report dated April 28, 2015 expressed an unqualified opinion

thereon.
Samt & M LLC

April 28, 2015

A member firm of Ernst & Young Global Limited



MECHEL OAO

Consolidated Balance Sheets
(in thousands of U.S. dollars, except share amounts)
Notes December 31, 2014 December 31, 2013

ASSETS
Cash and cash equUIValENts.............ccuiiiiiiiiie e 5 $ 70,800 $ 272,936
Accounts receivable, net of allowance for doubtful accounts

of $68,493 in 2014 and $81,803 iN 2013........cceevviviiirriiieieeeeeeeeens, 6 330,371 587,999
Due from related parties, net of allowance of $1,458,296 in 2014

and $1,623,661 in 2013 10 9,303 56,792
INVentories.........ccooovevvvvenn. 7 640,671 1,407,868
Deferred INCOME tAXES ......cuvviiiiiiieiie ettt e e aeaaans ... 20 91,223 25,092
Current assets of discontinued operations ..............ccoccveevrveriennn. e 4(c) 151,602 25,159
Prepayments and other current assets ........c.ccccooeviireriiienennnne 8 238,314 439,624
TOtal CUITENT ASSELS .evvviieeiiiiit et e et e e e s e e ree e 1,532,284 2,815,470
Long-term investments in related parties ...........cccoovveerereien s, 9 6,142 7,604
Other long-term iNVESIMENTS ...........uveeiiiiei e 9 4,060 14,787
Property, plant and equipment, Net.............coooveiiiineeriiiieeee e 11 3,944,427 6,726,116
Mineral ICENSES, NEL..........uvviiiiiiiiee e e ... 12 719,951 1,293,470
Other non-current assets 13 30,453 127,861
Deferred income taxes......... ... 20 72,966 5,066
GOOAWIIl ... we A(e) 403,207 687,763
Non-current assets of discontinued operations.............c.cccoeeeriiinenrnn, 4(c) - 2,156,373
TOLAI BSSBES ...ttt e $ 6,713,490 $ 13,834,510
LIABILITIES AND EQUITY
Short-term borrowings and current portion of long-term debt ............. 14 $ 6,678549 $ 1,478,154
Accounts payable and accrued expenses:
Trade payable to vendors of goods and Services ...........cccccceevveeeennnnn, 537,004 929,375
AAVANCES TECRIVEM ...vvviii i e e e 81,599 140,919
Accrued expenses and other current liabilities 811,345 343,457
Taxes and social charges payable............coooviiiiiiniiii 215,251 264,861
Unrecognized income tax benefits ...........cccooviieiiiiien i, 20 31,444 78,332
Due to related Parties.........c.veeeiiieiee et ... 10 15,494 106,943
Asset retirement obligations, current portion ... 16 3,478 2,001
Deferred INCOME tAXES .......uvviiie it e e e, 20 7,893 37,775
Current liabilities of discontinued operations ............ccccoerrivvenieennn, 4(c) 150,033 57,781
Pension obligations, current portion ...............ccceeviiereiienennn. 17 18,656 18,578
Dividends payable............cueiiiiiiieaiie e 1,843 3,293
Finance lease liabilities, current portion.............cccocoeveereieiee i, 18 270,980 122,754
Total current labilities..........ccoooovvieiiii e, 8,823,569 3,584,223
Long-term debt, net of current portion............c.cccooivieiiniiee i, 14 166,532 7,513,277
Asset retirement obligations, net of current portion ... 16 43,712 50,567
Pension obligations, net of current portion.............c.cccoeevveeeen. .17 60,222 104,525
Deferred INCOME tAXES .......uvviiie it e e e e, 20 179,987 506,241
Finance lease liabilities, net of current portion ..............cccoceviienns, 18 2,813 296,875
Due to related Parties.........o.uveeiiieiee et ... 10 38 21
Long-term liabilities of discontinued operations ... 4(C) - 673,591
Commitments and CONtINGENCIES. ... .....ccovvvveeeriiiiier e e v 26
Other long-term Habilities .............coooiiiiiiii e 81,288 293,370
EoquiTy

Common shares (10 Russian rubles par value; 497,969,086 shares

authorized, 416,270,745 shares issued and outstanding as of

December 31, 2014 and 2013) .....cccuvreeiiiiiiieeaieee e 19 133,507 133,507
Preferred shares (10 Russian rubles par value; 138,756,915 shares

authorized, 83,254,149 shares issued and outstanding as of

December 31, 2014 and 2013) .....cccuureeiiiiiiieeaieee e 19 25,314 25,314
Additional paid-in capital............ccccooiiiiiiniii e 834,136 834,118
Accumulated other comprehensive income (10SS) .........ccccceeeviieennnnn, 972,381 (47,601)
Accumulated defiCit ........cooiveiiriii e (4,763,413) (427,863)
Equity attributable to shareholders of Mechel OAO .................... (2,798,075) 517,475
NONCONIOHING INEEFESES.......vve e 4() 153,404 294,345
TOtal EQUITY ..ottt (2,644,671) 811,820
Total liabilities and eqUItY ............cocieiiiiiii e $ 6,713,490 $ 13,834,510

See accompanying notes to consolidated financial statements.



MECHEL OAO

Consolidated Statements of Operations and Comprehensive Income (Loss)
(in thousands of U.S. dollars, except share and per share amounts)
Year ended December 31,

Notes 2014 2013 2012

Revenue, net (including related party amounts of $112,010,

$237,071 and $738,317 during 2014, 2013 and 2012,

TESPECLIVEIY) .voviieiie i e, 25 $ 6,405,767 $ 8,505,931 $ 10,753,513
Cost of goods sold (including related party amounts of

$111,178, $594,421and $844,214 during 2014, 2013 and

2012, reSPECtiVEIY)......vecvvieie i (4,031,657) (5,845,752) (7,435,537)
GIrOSS PrOfit...cuci e 25 2,374,110 2,660,179 3,317,976
Selling, distribution and operating expenses:

Selling and distribution eXpenses...........cccovviiveiieeniieiveenennnns, (1,460,641) (1,720,411) (1,710,577)
Taxes other than iNCOME taX.........ccovevivevieiiis s 21 (172,447) (125,572) (128,884)
ACCTELION EXPENSE...veiveerrierieeiriesiesteesseeaesreesseeeesreesseesnee e, 16 (4,963) (4,524) (3,842)
Loss on write-off of property, plant and equipment............... 11 (17,395) (17,254) (10,879)
Impairment of goodwill and long-lived assets..............cccccv.., 24 (120,237) (215,727) (607,877)
Provision for amounts due from related parties..................... 10 (41,425) (714,181) (919,113)
Provision for doubtful accounts............cccoovvvviviie e, (37,968) (9,162) (27,579)
General, administrative and other operating expenses, net...... 22 (392,606) (510,105) (506,821)
Total selling, distribution and operating expenses, net ...... (2,247,682) (3,316,936) (3,915,572)
Operating inCOmMe (10SS) ......ccvviveiivriirire e e e, 126,428 (656,757) (597,596)
Other income and (expense):

Income from equity INVESIMENTS.........c..civviveeririeiie e 9 276 3,589 475
INEEIESE INCOME ...ttt e e e e e e e e e e 2,398 7,330 70,178
INEEIESE EXPENSE ..vvvveiveerrietieereerieesteeseeese e ste e st e e e sre b e e e, (793,228) (740,601) (649,760)
Foreign exchange (10SS) GaiN........c.cccvvrieiiriiinineesiessie e, (2,396,123) (164,768) 107,541
Other (eXpenses) iNCOME, NEL .......ccevvveeeriien e 23 (9,613) (74,571) 33,103
Total other income and (eXpense), Net..........ccceveveveriieinns (3,196,290) (969,021) (438,463)
Loss from continuing operations, before income tax.............. (3,069,862) (1,625,778) (1,036,059)
Income tax benefit (EXPENSE).......ccccvvvviiiiieiiiiieiie e, 20 183,908 (79,092) (242,601)
Net loss from continuing operations...........ccccccevveiiveinens, (2,885,954) (1,704,870) (1,278,660)
Loss from discontinued operations, net of income tax........... 4(c) (1,473,780) (1,218,097) (386,225)
INEE 0SS ..ttt (4,359,734) (2,922,967) (1,664,885)
Less: Net loss (income) attributable to noncontrolling

(L] T SRR 4(f) 24,308 (5,047) 317
Net loss attributable to shareholders of Mechel OAO........ (4,335,426) (2,928,014) (1,664,568)
Less: Dividends on preferred shares ............ccccceevveivvviinnennn, 19 (124) (127) (79,056)
Net loss attributable to common shareholders of

MeChel OAOD ..o $ (4,335550) $ (2,928,141) $ (1,743,624)
INEE 0SS ..ttt $ (4,359,734) $ (2,922,967) $ (1,664,885)
Currency translation adjustment ............cccocvevieiivvcies e, 923,929 (96,848) 70,893
Transfer of currency translation adjustment due to disposal

OF SUDSTAIAIES. ....ceeeee ettt ettt e e e ee e, - 340,014 -
Change in pension benefit obligation..........cccccoevviiivivieinnnnns (21,889) 8,244 (17,778)
Adjustment of available-for-sale securities ............ccccoeevennnn, 1,293 2,171 (300)
Comprehensive 10SS..........cccvviieiiiiisie e, (3,456,401) (2,669,386) (1,612,070)
Comprehensive loss (income) attributable to

NonNCoNtrolling iNErestS..........cvvvvevieeriierine e 140,957 20,704 (22,851)
Comprehensive loss attributable to shareholders of

MeEChel OAD ..ot $ (3315444) $ (2,648,682) $ (1,634,921)
Basic and diluted (loss) earnings per share:

Loss per share from continuing operations............ccccc.eevenneen, 19 $ (6.86) $ (4.11) $ (3.32)
Loss per share effect from discontinued operations............... 19 (3.56) (2.92) (0.87)
Net 10SS PEF SNAIE .......covvviiiiciii e $ (10.42) $ (7.03) $ (4.19)
Weighted average number of shares outstanding ............. 19 416,270,745 416,270,745 416,270,745

See accompanying notes to consolidated financial statements.



MECHEL OAO

Consolidated Statements of Cash Flows
(in thousands of U.S. dollars)

Cash Flows from Operating Activities

INEE TOSS .t e e
Loss from dicontinuing operations, net of income tax ............
Net loss from continuing operations ...........c.cccoveevvveieniee e,

Adjustments to reconcile net loss from continuing

operations to net cash provided by operating activities:
(DT o =To T LA o) o SR
Depletion and amortization ...........cccceeivveveevieinecveeces e
Foreign exchange 10Ss (Qain) ........cccovveviieereeiinssiieeies e
Deferred iNCOME tAXES .....cccovveiieriiieie et
Allowance for doubtful accounts............cccooeviiiiiiiiiinine
Change in iNVENtOrY FESEIVES .......ccvevveivviiesiieeeee e eeesiie s
ACCIELION EXPENSE....c.eevvivieieesiereeteee e ereereseeses e eseeneeeeseeeees
Loss on write-off of property, plant and equipment................
Income from equity INVESIMENTS........cccoevviiiverireiee e e
Impairment of goodwill and long-lived assets........................
Provision for taxes restructuring...........ccocevevvverivesivesneseennes
Allowance for amounts due from related parties ...................
Non-cash interest on pension liabilities...........ccccccevivieiieennn.nn
Loss (gain) on sale of property, plant and equipment .............
Gain on sale of INVEStMENLS. .........cccoiriiririiinie e
Change in asset retirement obligations..............ccccoevveevennnn
Gain on accounts payable with expired legal term..................
Loss on disposal of subsidiaries............cccccevvieiiiiiiveniieniecnnnns
Gain on forgiveness of fines and penalties............cccoeeervvnnn.
Amortization of loan origination fee............ccceceviveiivivee i
Pension benefit plan curtailment gain ...........ccccocooovvvieiiiecnnn,
Pension service cost, amortization of prior service cost and

actuarial (gain) loss, Other eXPenses .........cccocvvvvevivenienineens

Changes in working capital items, net of effects from
acquisition of new subsidiaries:

ACCOUNTS TECEIVADIE ... ..cviiie it
LAY (o) 1= USRS
Trade payable to vendors of goods and services.....................
AAVANCES FECRIVEM ... vecvviiiie it
Accrued taxes and other liabilities...........c..cccoveiiiiieiieniens
Settlements with related parties.............cccovevieiiviiie v
Other CUITENT SSELS. .. ..veueevereeeeieeieaee e ee e en
Dividends reCeiVEd ........ccueivviiiiie e
Unrecognized income tax benefits...........cccvvvevieiivviieniecnen.
Net operating cash flows of discontinued operations
Net cash provided by operating activities..............cccoccoenne

continued on next page

Year ended December 31,

Notes 2014 2013 2012
$ (4,359734) $ (2922967) $ (1,664,885)
$ 1473780 $ 17218097 $ 386,225
$ (2,885954) $ (1,704,870) $ (1,278,660)
322,747 366,850 363,904
47,797 58,432 57,956
2,396,123 164,768 (107,541)
20 (354,918) (29,750) 876
37,968 9,162 27,579
7 5,779 3,414 32,637
16 4,963 4,524 3,842
11 17,395 17,254 10,879
9 (276) (3,589) (475)
24 120,237 215,727 607,877
31,950 - -
10 41,425 714,181 919,113
17 5,513 9,463 9,682
1,709 4,907 (4,663)
(14,050) (2,466) (2,166)
(1,505) (7,123) (4,004)
23 (930) (11,324) (4,043)
23 - 76,814 -
23 (28) (2,550) ,777)
56,864 51,017 50,211
17 (1,914) (3,906) (1,360)
17 (898) 3,853 1,253
23 23,051 - -
53,627 63,113 41,923
400,901 486,635 629,652
3,216 114,153 56,355
4,530 (9,382) (56,735)
516,99 91,113 26,302
(58,195) (481,118) (224,875)
21,345 26,281 68,097
- - 25,956
(30,378) 61,230 17,598
(20,463) 39,757 45,303
744,627 326,570 1,310,596




MECHEL OAO

Consolidated Statements of Cash Flows (continued)
(in thousands of U.S. dollars)

Year ended December 31,

Notes 2014 2013 2012

continued from previous page
Cash Flows from Investing Activities
Acquisition of DEMP, less cash acquired .............cccovvvennenns (85,215) (66,049) (32,810)
Acquisition of Cognor, less cash acquired ............cccoceviveenas 4(a) - - (24,172)
Acquisition of Lomprom Rostov, less cash acquired.............. 4(b) - - (24)
Acquisition of Port Vanino...........ccccvciieiveeviviiie e - (662,911) -
Disposal of POrt Vanino ..........cccoceevveiiviieenisce e - 664,006 -
Advance payment received in association with sale of

TPP ROUSSE SNAIES......veveeeieeiee e eeeeeeeeeeererenen e e - - 2,640
Acquisition of other subsidiaries, less cash acquired .............. - 894 -
Purchase of trading and investment securities............ccocoev.ae (2,160) - -
Proceeds from disposal of investments in affiliates ................ - - 2,998
Proceeds from disposal of Securities.............cccovveevvviieniiecnn, 15,855 1,111 -
Loans issued and other iNVeStMeNts............cccvcveviveiiveiiensnenn (983) (1,524) (4,447)
Proceeds from disposal of TPP Rousse, less cash disposed

OF e 2,152 27,506 -
Proceeds from disposal of Invicta, less cash disposed of ........ 690 - -
Proceeds from disposal of TFP, Voskhod-Oriel, VVoskhod-

Chrome, Voskhod Trading, less cash disposed of ............... 15,096 414,197 -
Cash of other subsidiaries disposed of, less proceeds from

AISPOSAl ... - (731) -
Proceeds from 10aNS iSSUET .........covveeevvieieie e 1,860 7,328 217,786
Proceeds from disposals of property, plant and equipment ..... 24,191 15,170 22,872
Purchases of mineral licenses and other related payments ...... - (2,238) (6,079)
Purchases of property, plant and equipment.............cccoeeennas (443,668) (550,188) (943,963)
Net investing cash flows of discontinued operations .............. (114) (26,160) (73,938)
Net cash used in investing activities...........cccooceeevvivverieennnn, (472,296) (179,589) (839,137)
Cash Flows from Financing Activities
Proceeds from bOrrowings.........ccccevveiivsiivivien e cviieee e 1,815,966 2,958,658 3,934,642
Repayment of bOrroWings .........ccccevvveiiieininies e (2,185,343) (2,935,382) (4,191,946)
Dividends Paid..........ccovrieriviiiriie e (112) (222) (186,443)
Dividends paid to noncontrolling interest ............ccccecevvvveennn. (136) (7,496) (29,054)
Acquisition of noncontrolling interest in subsidiaries............. 4(f) (40,043) (45,536) (632)
Repayment of obligations under finance lease ....................... (44,312) (138,225) (121,207)
Sale leaseback proceeds .........ccevvvveiiveiivinien e 18,210 74,340 3,143
Net financing cash flows of discontinued operations.............. (2,719) (68,208) (200,509)
Net cash used in financing activities ..........cccocccovvvieiiieennn, (438,489) (162,071) (792,006)
Effect of exchange rate changes on cash and cash

BAUIVAIBNTS ...cveiviee et (35,965) (5,328) (27,875)
Net decrease in cash and cash equivalents ...........c.cccevveenas (202,123) (20,418) (348,422)
Cash and cash equivalents at beginning of period .................. 5 274,539 294,957 643,379
Cash and cash equivalents at end of period........................ 5 $ 72,416 274,539 294,957
Supplementary Cash Flow Information
Interest paid, net of amount capitalized................ccccovvviennnns $ 453,190 642,546 548,858
INCOME taXeS PAIT ....ovveceeiceie e $ 58,739 57,741 212,962
Non-cash Activities
Acquisition of equipment under finance lease................ccc..... $ 67,462 53,163 131,846

See accompanying notes to consolidated financial statements.



MECHEL OAO

Consolidated Statements of Equity Accumulated Equity
other Retained attributable
. Additional comprehen- earnings to share- Non-

(in thousands of US dollars, Common shares Preferred shares paid-in sive (loss) (accumulated holders of controlling Total
except share numbers) Notes Shares Amount Shares Amount capital income deficit) Mechel OAO interests equity
Balance at December 31, 2011.................... $ 416,270,745 $ 133,507 83,254,149 $ 25314 $ 845994 $ (356,580) $ 4,345754 $ 4,993989 $ 371,337 $ 5,365,326
NEE LOSS ..ttt e s - - - - - - (1,664,568) (1,664,568) (317) (1,664,885)

Dividends declared to shareholders of

Mechel OAO ......cccoeiireiiie e 19 - - - - - - (180,908) (180,908) - (180,908)
Dividends declared to noncontrolling interest - - - - - - - - (32,113) (32,113)
Cumulative translation adjustment ................ - - - - - 47,725 - 47,725 23,168 70,893
Adjustment of available-for-sale securities.... - - - - - (300) - (300) - (300)
Change in pension benefit obligation............. 4(f) - - - - - (17,778) - (17,778) - (17,778)
Acquisitions of noncontrolling interests and

effect of changes in ownership of

subsidiaries within the Group.................... - - - - (779) - - (779) 201 (578)
Balance at December 31, 2012.................... $ 416,270,745 $ 133,507 83,254,149 $ 25314  $ 845,215 $ (326,933) $ 2,500,278 $ 3,177,381 $ 362,276  $ 3,539,657
Net (10SS) INCOME ......cvvvevvearieerieeie e - - - - - - (2,928,014) (2,928,014) 5,047 (2,922,967)
Dividends declared to shareholders of

Mechel OAO ......covveeeeeeeee e 19 - - - - - - 127) 127) - 127)
Dividends declared to noncontrolling interest - - - - - - - - (8,876) (8,876)
Disposal of subsidiaries..........ccccoeveverieinenns - - - - - - - - 37,729 37,729
Transfer of currency translation adjustment

due to disposal of subsidiaries.................. - - - - - 340,014 - 340,014 - 340,014
Cumulative translation adjustment ................ - - - - - (71,097) - (71,097) (25,751) (96,848)
Adjustment of available-for-sale securities.... - - - - - 2,171 - 2,171 - 2,171
Change in pension benefit obligation............. - - - - - 8,244 - 8,244 - 8,244
Acquisitions of noncontrolling interests and

effect of changes in ownership of

subsidiaries within the Group................... - - - - (11,097) - - (11,097) (76,080) (87,177)
Balance at December 31, 2013.................... $ 416,270,745 $ 133,507 83,254,149 $ 25314 $ 834,118 $ (47,601) $ (427,863) $ 517,475 $ 294,345 $ 811,820
NEE 1OSS ..ttt e e s - - - - - - (4,335,426) (4,335,426) (24,308) (4,359,734)
Dividends declared to shareholders of

Mechel OAO ......covieeieeeeeee e 19 - - - - - - (124) (124) - (124)
Dividends declared to noncontrolling interest - - - - - - - - (50) (50)
Cumulative translation adjustment ................ - - - - - 1,040,578 - 1,040,578 (116,649) 923,929
Adjustment of available-for-sale securities.... - - - - - 1,293 - 1,293 - 1,293
Change in pension benefit obligation............. - - - - - (21,889) - (21,889) - (21,889)
Sale of subsidiaries’ shares to noncontrolling

INEETESE vt 4(f) - - - - 18 - - 18 66 84
Balance at December 31, 2014.................... $ 416,270,745 $ 133,507 83,254,149 $ 25314 $ 834,136 $ 972,381 $ (4,763,413) $ (2,798,075) $ 153,404 $ (2,644,671)

See accompanying notes to consolidated financial statements.



MECHEL OAO
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

As of December 31, 2014 and 2013, and
for each of the three years in the period ended December 31, 2014

(All amounts are in thousands of U.S. dollars, unless stated otherwise)

1. GENERAL

(@) Formation

Mechel OAO (“Mechel”, formerly — 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 owned by two individual shareholders (the *“Controlling
Shareholders™). The Controlling Shareholders, directly or through their affiliates, either acquired existing
companies or established new companies, at varying dates from 1995 through March 19, 2003, which were
contributed to Mechel after its formation. Mechel and its subsidiaries are collectively referred to herein as the
“Group”. Set forth below is a summary of the Group’s primary subsidiaries:

Date control

acquired / date of

Interest in voting stock held by
the Group at December 31,

Name of subsidiary Registered in Core business incorporation (*) 2014 2013 2012
Mechel International Holdings GmBH (MIH)®...  Switzerland Holding and trading July 1, 1995 100.0% 100.0% 100.0%
Mechel Trading House (MTH) ......cccoovvvininnns Russia Trading June 23, 1997 100.0% 100.0% 100.0%
Southern Kuzbass Coal Company (SKCC) . Russia Coal mining Jan 21, 1999 96.6% 96.6% 96.6%
Tomusinsky Open Pit Mine (TOPM) ?...... Russia Coal mining Jan 21, 1999 64.3%° T74.7% 745%
Chelyabinsk Metallurgical Plant (CMP). Russia Steel products Dec 27, 2001 94.2% 94.2% 94.2%
Southern Urals Nickel Plant (SUNP)......... Russia Nickel Dec 27, 2001 84.1% 84.1% 84.1%
Vyartsilya Metal Products Plant (VMPP) .. Russia Steel products May 24, 2002 93.3% 93.3% 93.3%
Beloretsk Metallurgical Plant (BMP) ..... . Russia Steel products June 14, 2002 91.5% 91.5% 91.5%
Mechel Targoviste S.A. 3.......covvvvveereieinas Romania Steel products Aug 28, 2002 - - 86.6%
Ural Stampings Plant (USP) .......cccccoovennnennnnn. Russia Steel products April 24,2003 93.8% 93.8% 93.8%
Korshunov Mining Plant (KMP).. Russia Iron ore mining Oct 16, 2003 90.0% 90.0% 85.6%
Mechel Campia Turzii S.A. 3... Romania Steel products June 20, 2003 - - 86.6%
Mechel Nemunas (MN)...... Lithuania Steel products Oct 15, 2003 100.0% 100.0% 100.0%
Mechel Energo Russia Power trading Feb 3, 2004 100.0% 100.0% 100.0%
POrt POSIBL ......vviiie e Russia Transportation Feb 11, 2004 97.1% 97.1% 97.1%
Kaslinsky Architectural Art Casting Plant . Russia Steel products April 14, 2004 100.0% 100.0% 100.0%
1ZhStal ..o, Russia Steel products May 14, 2004 90.0% 90.0% 90.0%
Port Kambarka. Russia Transportation April 27, 2005 90.4% 90.4% 90.4%
Mechel Service..... Russia Trading May 5, 2005 100.0% 100.0% 100.0%
Mechel Trading Ltd. Switzerland Trading Dec 20, 2005 100.0% 100.0% 100.0%
Metals Recycling ........cccccoevveieinnnns . Russia Scrap collecting March 14, 2006 100.0% 100.0% 100.0%
Moscow Coke and Gas Plant (Moskoks) ............ Russia Coke production Oct 4, 2006 99.5% 99.5% 99.5%
Southern Kuzbass Power Plant (SKPP) .............. Russia Power generation April 19, 2007 98.3% 98.3% 98.3%
Kuzbass Power Sales Company (KPSC). Russia Power sales June 30, 2007 72.1% 72.1% 72.1%
Bratsk Ferroalloy Plant (BFP)............ . Russia Ferroalloy production Aug 6, 2007 100.0% 100.0% 100.0%
YaKUtUGOL....ccvveieiiieeie e Russia Coal mining Oct 19, 2007 100.0% 100.0% 100.0%
Mechel-Carbon ...........coveevieiiiiiiieee e Switzerland Trading April 2, 2008 100.0% 100.0% 100.0%
Ductil Steel S.A. (Ductil Steel) ® Romania Steel products April 8, 2008 - - 100.0%
Oriel Resources Ltd. (Oriel) ........ Great Britain Holding Apr 17, 2008 100.0% 100.0% 100.0%
Tikhvin Ferroalloy Plant (TFP) * Russia Ferrochrome production Apr 17, 2008 - - 100.0%
Voskhod Mining Plant ® Kazakhstan Chrome mining Apr 17, 2008 - - 100.0%
Mechel Mining OAO ©..........covvvvrecrecees Russia Holding Apr 18, 2008 100%° 100%°  98.69%
HBL Holding GmbH (HBL). Germany Trading Sept 26, 2008 100.0% 100.0% 100.0%
Mechel Remservice.............. Russia Repairs Feb 9, 2009 100.0% 100.0% 100.0%
The BCG Companies . USA Coal mining May 7, 2009 100.0% 100.0% 100.0%
Laminorul S.A.3 ... Romania Steel products Feb 25, 2010 - - 90.9%
RaMAteKS.......veoviiiiiiiie e Turkey Trading June 18, 2010 100.0% 100.0% 100.0%
Toplofikatsia Rousse (TPP Rousse) .. . Bulgaria Power generation Dec 9, 2010 - - 100.0%
Mechel Mining Trading House®...............cccc...... Russia Trading May 19, 2011 - 100.0% 100.0%
Invicta Merchant Bar ® .........cocoovvveveeeveeeieeeeen, Great Britain Steel products Aug 22, 2011 - - 100.0%
Donetsk Electrometallurgical Plant (DEMP). Ukraine Steel products Dec 22, 2011 100.0% 100.0% 100.0%
Cognor Stahlhandel GmBH (Cognor)........ Austria Trading Sep 25, 2012 100.0% 100.0% 100.0%
Lomprom Rostov *..........ccccooevnes Russia Scrap processing Nov 22, 2012 - - 100.0%
EIgaugol ™.......oveeeeeeeeeeeiee e Russia Coal mining Aug 14, 2013 99.9%"  100.0% -
* Date, when a control interest was acquired or a new company established by either the Group or Controlling Shareholders.
! Formerly — Mechel Trading AG (MT). Renamed on December 20, 2005.

2

the Group’s interest was 74.7%).

Toplofikatsia Rousse was disposed of on July 5, 2013.

© ® N ® oA w

Invicta Merchant Bar was disposed of on July 18, 2013.

Lomprom Rostov was disposed of on July 17, 2013.
11

Mechel Mining Trading House was liquidated on October 20, 2014.

Elgaugol was incorporated on August 14, 2013. Interest in share of Elgaugol is 99.993% as of December 31, 2014.

Mechel Targoviste S.A., Mechel Campia Turzii S.A., Ductil Steel S.A. and Laminorul S.A. were disposed of on February 15, 2013.
Tikhvin Ferroalloy Plant was disposed of on December 27, 2013.
Voskhod Mining Plant, which includes Voskhod-Oriel, Voskhod-Chrome and Voskhod-Trading, was disposed of on December 27, 2013.
Interest in voting stock of Mechel Mining OAQ is 99.999995% as of December 31, 2014 and 2013.

As of December 31, 2014, the voting interest reflected the dividends paid to the holders of preferred shares (before the dividends payment
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(b)  Controlling Shareholders and reorganization

From 1995 until December 2006, the Controlling Shareholders acted in concert pursuant to a written
Ownership, Control and Voting Agreement, which requires them to vote all shares of Mechel’s subsidiaries
owned by them in the same manner. The establishment of the Group in March 2003 involved the
contribution of certain of the above subsidiaries, acquired before March 19, 2003, by the Controlling
Shareholders to Mechel in exchange for all the outstanding capital stock of Mechel, forming a new holding
company via an exchange of shares.

As a result of this restructuring, the Controlling Shareholders maintained their original equal
ownership in the subsidiaries through Mechel and Mechel became a direct holder of the stock of the
subsidiaries.

Shareholders in each of Mechel’s subsidiaries before the restructuring who were not Controlling
Shareholders did not contribute any shares in these subsidiaries to Mechel in exchange for its shares and
were considered as outside the control group, and these shareholders retained a noncontrolling interest in the
subsidiaries. Thus, to the extent noncontrolling interests existed in the entities under common control prior to
March 19, 2003, such noncontrolling interests did not change as a result of the formation of Mechel and the
reorganization of the Group.

During 2006, one of the Controlling Shareholders sold all his Mechel’s stock to the other Controlling
Shareholder, and the Ownership, Control and Voting Agreement was terminated on December 21, 2006.

(c) Basis of presentation

The formation of Mechel and contribution of the subsidiaries’ shares into Mechel’s capital represents a
reorganization of entities under common control, and accordingly, has been accounted for in a manner
similar to a pooling for the periods presented.

(d) 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 and heat power), and conducts
operations in Russia, Ukraine, Turkey, Kazakhstan, the USA and Europe. The Group sells its products within
Russia and foreign markets. Through acquisitions, the Group has added various businesses to explore new
opportunities and build an integrated steel, mining, ferroalloy and power group. The Group operates in a
highly competitive and cyclical industry; any local or global downturn in the industries may have an adverse
effect on the Group’s results of operations and financial condition. The Group will require a significant
amount of cash to fund capital improvement programs and business acquisitions. While the Group will
utilize funds from operations, it expects to continue to rely on capital markets and other financing sources for
its capital needs. As discussed in Note 2, management believes that the Group will secure adequate
financing.

2.  GOING CONCERN
The current economic environment and conditions in the major segments of the Group’s operations

create uncertainty about the level of demand for the Group’s products, the pricing of major products mined
or manufactured by the Group and the availability of financing.
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As of December 31, 2014, the Group was not in compliance with certain financial and non-financial
covenants contained in the Group’s loan agreements relating to $6,378,459 of the Group’s debt. In addition,
there was a default on payments of principal and interest to certain lenders and lessors. As of the date when
the financial statements were issued, these breaches constitute an event of default and, as a result, the lenders
can request accelerated repayment of a substantial portion of the Group’s long-term debt and lease liabilities.
As of December 31, 2014, one of the Group’s lenders requested accelerated repayment of amounts due under
the respective loan agreements. In February, 2015, one of the Group’s lessors requested accelerated
repayment of amounts due under the lease agreements. As of the date when the financial statements were
issued, the other lenders have not requested accelerated repayment but have the legal right to do so. As of
December 31, 2014, the Group had $6,678,549 of loans repayable during 2015 including $4,297,512 of
long-term debt classified as short-term liabilities as of that date because of the covenant violations. The
Group does not have the resources to enable it to comply with such accelerated repayment requests
immediately.

The Group’s total liabilities exceeded total assets by $2,644,671 as of December 31, 2014.

In addition to the extended maturity discussed above, the Group is negotiating with its creditors to
refinance and amend the terms and conditions of its existing debt to extend maturities beyond December 31,
2015 and align the servicing of the debt with the projected cash flows to be generated by the Group in 2015
and onwards. Based on negotiations conducted to date, management believes that it will successfully
refinance or restructure its short-term debt.

Additionally, the Group is included in the Russian Federation’s list of strategic businesses that are
eligible for state financial support in the current economic environment. There is no assurance, however, as
to how much state financial support, if any, may be received by the Group.

Management has concluded that the uncertainty about the Group’s refinancing and restructuring of its
outstanding debt described above represents a material uncertainty that casts significant doubt upon the
Group’s ability to continue as a going concern. Based on management’s plans as noted herein, management
believes that the Group will secure adequate financing to continue in operational existence for the
foreseeable future

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 be needed if the Group is unable to continue as a going concern.

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(a) Basis of accounting

Russian affiliates 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 Regulations (“RAR”). Foreign subsidiaries and affiliates 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 affiliates for the purposes of preparation of these consolidated financial
statements in accordance with generally accepted accounting principles in the United States of America
(“U.S. GAAP”) have been translated and adjusted on the basis of the respective standalone Russian statutory
or other GAAP financial statements.
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The accompanying consolidated financial statements differ from the financial statements issued for
Russian statutory 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 U.S. GAAP. 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) pension benefit obligations; (5) foreign currency translation; (6) deferred
income taxes; (7)accounting for tax penalties; (8) revenue recognition; (9) valuation allowances for
unrecoverable assets, and (10) recording investments at fair value.

(b) Basis of consolidation

The consolidated financial statements of the Group include the accounts of all majority owned
subsidiaries where no noncontrolling interests or group of noncontrolling interests exercises substantive
participating rights. Investments in companies that the Group does not control, but has the ability to exercise
significant influence over their operating and financial policies, are accounted for under the equity method.
Accordingly, the Group’s share of net earnings and losses from these companies is included in the
consolidated income statements as income from equity investments. All other investments in equity
securities are recorded at cost and adjusted for impairment, if any. Intercompany profits, transactions and
balances have been eliminated in consolidation.

Effective January 1, 2010, the Group adopted required changes to consolidation guidance for variable
interest entities that require an enterprise to perform an analysis to determine whether the enterprise’s
variable interest or interests give it a controlling financial interest in a variable interest entity. These changes
to the consolidation guidance defined the primary beneficiary of a variable interest entity as the enterprise
that has (1) the power to direct the activities of a variable interest entity that most significantly impact the
entity’s economic performance and (2) the obligation to absorb losses of the entity that could potentially be
significant to the variable interest entity, or the right to receive benefits from the entity that could potentially
be significant to the variable interest entity. In addition, the required changes provide guidance on shared
power and joint venture relationships, remove the scope exemption for qualified special purpose entities,
revise the definition of a variable interest entity, and require additional disclosures.

The adoption of the above mentioned changes to consolidation guidance did not have any impact on
the consolidated financial statements of the Group. The Group does not have significant consolidated
variable interest entities.

(c) Business combinations

The Group accounts for its business acquisitions according to Financial Accounting Standards Board
(“FASB”) Accounting Standards Codification (*ASC”) 805, “Business Combinations” (“ASC 805”), and
FASB ASC 810, “Consolidation” (“*ASC 810”). The Group applies the acquisition method of accounting and
recognizes the assets acquired, liabilities assumed and any noncontrolling interest in the acquiree at the
acquisition date, based on their respective estimated fair values measured as of that date. Determining the
fair value of assets acquired and liabilities assumed requires management’s judgment and often involves the
use of significant estimates and assumptions, including assumptions with respect to future cash inflows and
outflows, discount rates, license and other asset lives and market multiples, among other items.
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(d) Goodwill

Goodwill represents the excess of the consideration transferred plus the fair value of any
noncontrolling interests in the acquiree at the acquisition date over the fair values of the identifiable net
assets acquired. For the acquisitions with the effective date before January 1, 2009, the excess of the fair
value of net assets acquired over cost, known as negative goodwill, was allocated to the acquired non-current
assets, except for the deferred taxes, if any, until they were reduced to zero. Since January 1, 2009, the
excess of the fair value of net assets acquired over the fair value of the consideration transferred plus the fair
value of any noncontrolling interests is recognized as a gain in the consolidated statements of operations and
comprehensive income (loss) on the acquisition date.

For investees accounted for under the equity method, the excess of cost to acquire a share in those
companies over the Group’s share of fair value of their net assets as of the acquisition date is treated as
goodwill embedded in the investment account. Goodwill arising from equity method investments is not
amortized, but tested for impairment on annual basis.

() Noncontrolling interest

Noncontrolling interests in the net assets and net results of consolidated subsidiaries are shown under
the “Noncontrolling interests” and “Net income (loss) attributable to noncontrolling interests” lines in the
accompanying consolidated balance sheets and statements of operations and comprehensive income (loss),
respectively. Losses attributable to the Group and the noncontrolling interests in a subsidiary may exceed
their interests in the subsidiary’s equity. The excess, and any further losses attributable the Group and the
noncontrolling interests, are to be attributed to those interests. That is, the noncontrolling interests continue
to be attributed to its share of losses even if that attribution results in a deficit noncontrolling interest balance.

()  Reporting and functional currencies

The Group has determined its reporting currency to be the U.S. dollar. The functional currencies for
Russian, European, Romanian, Ukrainian, Kazakh, Bulgarian and Turkish subsidiaries of the Group are the
Russian ruble, euro, the Romanian lei, the Ukrainian hryvnia, the Kazakh tenge, the Bulgarian lev and the
Turkish lira, respectively. The U.S. dollar is the functional currency of the other international operations of
the Group.

The translation adjustments resulting from the process of translating financial statements from the
functional currency into the reporting currency are included in determining other comprehensive income.
Mechel’s Russian, European, Romanian, Ukrainian, Kazakh, Bulgarian and Turkish subsidiaries translate
local currencies into U.S. dollars using the current rate method as prescribed by FASB ASC 830, “Foreign
Currency Matters” (“ASC 8307), for all periods presented.

(90 Management estimates

The preparation of the consolidated financial statements requires management to make 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 financial statements, and the amounts of revenues and expenses
recognized during the reporting period. Actual results could differ from those estimates.

(h) Property, plant and equipment

Property, plant and equipment is recorded at cost less accumulated depletion and depreciation.
Property, plant and equipment acquired in business combinations are initially recorded at their respective fair
values as determined by independent appraisers in accordance with the requirements of ASC 805.
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(i)  Mining assets and processing plant and equipment

Mineral exploration costs incurred prior to establishing proven and probable reserves for a given
property and costs of identifying and upgrading additional mineral resources to reserve status for mineral
projects in the development and production stages are expensed as incurred. Proven and probable reserves
are established based on independent feasibility studies and appraisals performed by mining engineers.
Reserves are defined as that part of a mineral deposit, which could be economically and legally extracted or
produced at the time of the reserve determination. Proven reserves are defined as reserves, for which
(@) quantity is computed from dimensions revealed in outcrops, trenches, workings or drill holes; grade
and/or quality are computed from the results of detailed sampling and (b) the sites for inspection, sampling
and measurement are spaced so closely and the geologic character is so well defined that size, shape, depth
and mineral content of reserves are well-established. Probable reserves are defined as reserves, for which
guantity and grade and/or quality are computed from information similar to that used for proven reserves, but
the sites for inspection, sampling, and measurement are farther apart or are otherwise less adequately spaced.
Accordingly, the degree of assurance, although lower than that for proven reserves, is high enough to assume
continuity between points of observation.

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 allocable to the cost of developing mining properties and to
constructing new facilities is capitalized until assets are ready for their intended use.

Expenditures for improvements are capitalized, while costs related to maintenance (turnarounds) are
expensed as incurred. In addition, cost incurred to maintain current production capacity at a mine and
exploration expenditures are charged to expenses as incurred. Stripping costs incurred during the production
phase of a mine are expensed as incurred.

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 after
exhausting of the reserves of such mine or the field, these assets cannot be further used for any other purpose
without a capital reconstruction. 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 proven and
probable mineral reserves that are expected to be mined during the license term for mining assets related to
the mineral licenses acquired prior to August 22, 2004 (Note 3(k)), or the estimated lives of the mines for
mining assets related to the mineral licenses acquired after that date. 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.
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(J)  Other property, plant and equipment

Capitalized production costs for internally developed assets include material, direct labor costs, and
allocable material and manufacturing overhead costs. Manufacturing overhead costs are capitalized only if
and to the extent they can be reliably measured and directly allocated to definite object of construction-in-
progress. These costs include the costs of electricity used to operate the equipment, depreciation on the
equipment, costs of personnel (other than direct labour) and other. When construction activities are
performed over an extended period, interest costs incurred during construction 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.

The costs of planned major maintenance activities are recorded as the costs are actually incurred and
are not accrued in advance of the planned maintenance. Costs for activities that lead to the prolongation of
useful life or to expanded future use capabilities of an asset are capitalized. Maintenance and repair costs are
expensed as incurred. We expensed $38,743, $66,025 and $77,644 of repair and maintenance costs during
the period ended December 31, 2014, 2013 and 2012, respectively. These amounts represent the cost of third
parties repair and maintenance services. Repair and maintenance costs carried out internally are accounted
for as expense according to the nature of cost elements, including cost of labour and related social taxes,
spare parts, auxiliary materials, energy and other expense.

Property, plant and equipment are depreciated using the straight-line method. Upon sale or retirement,
the acquisition or production cost and related accumulated depreciation are removed from the balance sheet
and any gain or loss is included in the consolidated statements of operations and comprehensive income
(loss).

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

Useful economic
lives estimates,

Category of asset years
BUildings and CONSITUCLIONS..........eiviiiiiie i scie st see st sae b s e e ste e s e e e sreennaeeans 5-85
Operating machinery and QUIPMENL...........cciviiiiriiiirs e se e e seeeae e erneas 2-30
TIANSTEE HBVICES ... ettt ettt bbbt re e et b b ebeene e 3-30
Transportation equipment and VENICIES ..........c.coviiiiiiiiiicie e 2-25
Tools, furniture, fIXEUrES AN OtNET.......oo e ettt et e e e e 2-15

(k)  Mineral licenses

The mineral licenses are recorded at their fair values at the date of acquisition, based on the appraised
fair value. Fair value of the mineral licenses acquired prior to August 22, 2004 (the date of change in the
Russian Subsoil Law that makes license extensions through the end of the estimated proven and probable
reserve period reasonably assured) is based on independent mining engineer appraisals for proven and
probable reserves during the license term.

Fair value of the mineral licenses acquired after August 22, 2004 is based on independent mining
engineer appraisals of the estimated proven and probable reserve through the estimated end of the depletion
period. Such mineral licenses are amortized using the units-of-production method through the end of the
estimated proven and probable reserve depletion period.
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In order to calculate proven 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 proven and probable reserves, and
assumptions that are valid at the time of estimation may change significantly when new information becomes
available. Changes in the forecast prices of commaodities, exchange rates, production costs or recovery rates
may change the economic status of reserves and may, ultimately, result in the reserves being restated.

The Group established a policy, according to which the Group would engage independent mining
engineers to review its proven and probable reserves approximately every three years unless circumstances
or additional factors warrant an additional analysis. This policy does not change the Group’s approach to the
measurement of proven and probable reserves as of their acquisition dates as part of business combinations
that continue to involve independent mining engineers. The Group’s proven 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.

() Intangible assets

Intangible assets with determinable useful lives are amortized using the straight-line method over their
estimated period of benefit, ranging from two to sixteen years. Indefinite-lived intangibles are evaluated
annually for impairment or when indicators exist indicating such assets may be impaired, such evaluation
assumes determination of fair value of intangible assets based on a valuation model that incorporates
expected future cash flows and profitability projections.

(m) Asset retirement obligations

The Group has numerous asset retirement obligations associated with its core business activities. The
Group is required to perform these obligations under law or contract once an asset is permanently taken out
of service. Most of these obligations are not expected to be paid until many years into the future and will be
funded from general resources at the time of removal. The Group’s asset retirement obligations primarily
relate to mining and steel production facilities with related landfills, dump areas and mines. The Group’s
estimates of these obligations are based on current regulatory or license requirements, as well as forecasted
dismantling and other related costs. Asset retirement obligations are calculated in accordance with the
provisions of FASB ASC 410 “Asset Retirement and Environmental Obligations” (“ASC 4107).

In order to calculate the amount of asset retirement obligations, the expected cash flows are discounted
using the estimate of credit-adjusted risk-free rate as required by ASC 410. The credit-adjusted risk-free rate
is calculated as a weighted average of risk-free interest rates for Russian Federation bonds or the
U.S. treasury bonds depending on the location of the assets with maturity dates that are similar with the
expected timing of when the asset retirement activities will be performed, adjusted for the effect of the
Group’s credit standing.
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(n)  Long-lived assets impairment, including definite-lived intangibles and goodwill

The Group follows the requirements of FASB ASC 360, “Property, Plant and Equipment”
(“ASC 3607), which addresses financial accounting and reporting for the impairment and disposal of long-
lived assets, and FASB ASC 350, “Intangibles — Goodwill and Other” (“ASC 3507), with respect to
impairment of goodwill and intangibles. The Group reviews the carrying value of its long-lived assets,
including property, plant and equipment, investments, goodwill, licenses to use mineral reserves (inclusive of
capitalized costs related to asset retirement obligations and value beyond proven and probable reserves), and
intangible assets for impairment whenever events or changes in circumstances indicate that the carrying
amount of such assets may not be fully recoverable as prescribed by ASC 350 and ASC 360. Recoverability
of long-lived assets, excluding goodwill, is assessed by a comparison of the carrying amount of the asset
(or the group of assets, including the asset in question, that represents the lowest level of separately-
identifiable cash flows) to the total estimated undiscounted cash flows expected to be generated by the asset
or group of assets.

In performing the impairment analysis, the Group considers whether the results and cash flows of an
asset or asset group can be clearly distinguished from results and cash flows of other assets of the Group.
Generally long-lived assets are grouped by reporting units with discrete financial information regularly
reviewed by operating management (i.e. the lowest level of identifiable cash flows that are independent of
the cash flows of other assets is at a single entity level). At SKCC, a group of assets is determined by the
aggregated mines owned and operated by SKCC, because they are dependent on operations of each other and
represent the single production process.

If the estimated future net undiscounted cash flows are less than the carrying amount of the asset or
group of assets, the asset or group of assets is considered impaired and impairment charge is recognized
equal to the amount required to reduce the carrying amount of the asset or group of assets to their fair value.

Fair value is determined by discounting the cash flows expected to be generated by the asset, when the
quoted market prices are not available for the long-lived assets. For assets and groups of assets relating to
and including the licenses to use mineral reserves, future cash flows include estimates of recoverable
minerals that will be obtained from proven and probable reserves and estimated value beyond proven and
probable mineral 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. The Group’s reporting units with goodwill allocated for the testing
purposes represent single entities with one component of business in each case. As of December 31, 2014,
the Group had the following number of reporting units by segments with goodwill allocated for testing
purposes: Steel — 2, Mining — 4 and Power — 2. Estimated future cash flows are based on the Group’s
assumptions and are subject to risk and uncertainty that are considered in the discount rate applied in the
goodwill impairment testing.

ASC 350 prohibits the amortization of goodwill. Instead, goodwill is tested for impairment at least
annually and on an interim basis when an event occurs that could potentially lead to the impairment, i.e.
significant decline in selling prices, production volumes or operating margins. Under ASC 350, goodwill is
assessed for impairment by using the fair value based method. The Group determines fair value by utilizing
discounted cash flows. The impairment test required by ASC 350 for goodwill includes a two-step approach.
Under the first step, companies must compare the fair value of a “reporting unit” to its carrying value. A
reporting unit is the level, at which goodwill impairment is measured and it is defined as an operating
segment or one level below it if certain conditions are met. If the fair value of the reporting unit is less than
its carrying value, goodwill is impaired.
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Under step two, the amount of goodwill impairment is measured by the amount that the reporting
unit’s goodwill carrying value exceeds the “implied” fair value of goodwill. The implied fair value of
goodwill can only be determined by deducting the fair value of all tangible and intangible net assets
(including unrecognized intangible assets) of the reporting unit from the fair value of the reporting unit
(as determined in the first step). In this step, the fair value of the reporting unit is allocated to all of the
reporting unit’s assets and liabilities (a hypothetical purchase price allocation). If goodwill and another asset
(or asset group) of a reporting unit are tested for impairment at the same time, the other asset (or asset group)
shall be tested for impairment before goodwill. If the asset group was impaired, the impairment loss would
be recognized prior to goodwill being tested for impairment.

When performing impairment tests, the Group uses assumptions that include estimates regarding the
discount rates, growth rates and expected changes in selling prices, sales volumes and operating costs as well
as capital expenditures and working capital requirements during the forecasted period. The Group estimates
discount rates using after-tax rates that reflect current market rates for investments of similar risk. 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. While impairment of long-lived assets does not affect reported cash flows, it does
result in a non-cash charge in the consolidated statements of operations and comprehensive income (loss),
which could have a material adverse effect on the Group’s results of operations or financial position.

(0) Finance leases

The cost of equipment acquired under capital (finance) lease contracts is measured at the lower of its
fair value or the present value of the minimum lease payments, and reflected in the balance sheet at the
measured amount less accumulated depreciation. The cost of the equipment is subject to an annual
impairment review as described in Note 3(n). Capital lease liabilities are divided into long-term and current
portions based on the agreed payment schedule and discounted using the lessor’s implicit interest rate.
Depreciation of assets acquired under the capital (finance) lease is included in the depreciation charge for the
period.

(p) Inventories

Inventories are stated at the lower of acquisition/manufacturing cost or market value. Cost is
determined on a weighted average basis and includes all costs in bringing the inventory 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, nickel and iron ore inventory costs include direct labor, supplies, depreciation of equipment,
depletion of mining assets and amortization 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.
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Market value is the estimated price, at which inventories can be sold in the normal course of business
after allowing for the cost of completion and sale. The Group determines market value of inventories for a
group of items of inventories with similar characteristics. The term “market” means current replacement cost
not to exceed net realizable value (selling price less reasonable estimable costs of completion and disposal)
or be less than net realizable value adjusted for a normal profit margin. Market value for each group is
compared with an acquisition/manufacturing cost, and the lower of these values is used to determining the
amount of the write-down of inventories, which is recorded within the cost of sales in the consolidated
statements of operations and comprehensive income (loss). When inventories are written down below cost at
the close of a fiscal year, such reduced amount is considered as the cost basis for subsequent accounting
purposes.

(g) Accounts receivable

Accounts receivable are stated at net realizable value. If receivables are deemed doubtful, bad debt
expense and a corresponding allowance for doubtful accounts is recorded. If receivables are deemed
uncollectible, the related receivable balance is charged off. Recoveries of receivables previously charged off
are recorded when cash received. Receivables that do not bear interest or bear below market interest rates
and have an expected term of more than one year are discounted with the discount subsequently amortized to
interest income over the term of the receivable. The Group reviews the valuation of accounts receivable on a
regular basis. The amount of allowance for doubtful accounts is calculated based on the ageing of balances in
accordance with contract terms. In addition to the allowance for specific doubtful accounts, the Group
applies specific rates to overdue balances of its subsidiaries depending on the history of cash collections and
future expectations of conditions that might impact the collectibility of accounts of each individual
subsidiary. Accounts receivable, which are considered non-recoverable (those aged over three years or due
from bankrupt entities) are written-off against allowance or charged off to operating expenses (if no
allowance was created in previous periods).

The Group’s standard credit terms are 30 days in Russia and Western Europe. The Group also extends
the credit terms to its related party customers from 2 days up to 5 years. The Group monitors collectibility of
accounts receivable, including those from its related parties, on an ongoing basis primarily through review of
the accounts receivable aging to determine whether accounts receivable are a concern.

(r) Cash and cash equivalents

Cash and cash equivalents comprise cash on hand and in transit, checks and deposits with banks, as
well as other bank deposits with an original maturity of three months or less.

(s) Retirement benefit obligations

The Group’s Russian subsidiaries are legally obligated to make defined contributions to the Russian
Pension Fund, managed by the Russian Federation Social Security (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.

In 2012, the total rate of social contributions was 30%: contributions to the Russian Pension Fund in
the amount of 22% of the annual gross salary of each employee, contributions to the Fund of Obligatory
Medical Insurance in the amount of 5.1%, and contributions to the Social Insurance Fund in the amount of
2.9%. These rates were applied to the part of the annual gross salary below 512 thousand Russian rubles
(approximately $16.9), and 10% are additionally charged to the Pension Fund on the exceeding amount
thereafter.
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In 2013, the rates of social contributions remained at the same level as in 2012. These rates were
applied to the portion of annual gross salary below 568 thousand Russian rubles (approximately $17.8), and
10% are additionally charged to the Pension Fund on the exceeding amount thereafter.

In 2014, the rates of social contributions remained at the same level as in 2013. These rates were
applied to the portion of annual gross salary below 624 thousand Russian rubles (approximately $16.2), and
10% are additionally charged to the Pension Fund on the exceeding amount thereafter.

Contributions to the Russian pension fund for the years ended December 31, 2014, 2013 and 2012
were $159,954, $192,820 and $176,912, respectively.

In addition, the Group has a number of defined benefit pension plans 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 using the projected unit credit method.
Under this method, the cost of providing pensions is charged to the statement of operations, 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 is calculated separately for each
defined 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
year end on highly rated long-term bonds.

For unfunded plans, the Group recognizes 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 recognizes the net amount of pension liability. The market value of plan assets is measured at
each reporting date.

The Group’s U.S. subsidiaries adopted FASB ASC 715, “Compensation — Retirement Benefits”
(“ASC 715”), and use the Projected Unit Credit method of accounting for post-retirement health care
benefits, which is intended to match revenues with expenses and attributes an equal amount of an employee’s
projected benefit to each year from date of plan entry to the date that the employee is first eligible to retire
with full benefits. The actuarially estimated accumulated postretirement benefit obligation (“*APBQO”)
represents the present value of the estimated future benefits payable to current retirees and a pro rata portion
of estimated benefits payable to active employees upon retirement (Note 17).

(t) Revenue recognition

Revenue is recognized on an accrual basis when earned and realizable, which generally occurs when
products are delivered to customers. In certain foreign jurisdictions (e.g. Switzerland), the Group generally
retains title to goods sold to end-customers solely to ensure the collectibility of its accounts receivable. In
such instances, all other sales recognition criteria are met, which allows the Group to recognize sales revenue
in conformity with underlying sales contracts.

Revenue is recognized net of applicable provisions for discounts and allowances and associated sales
taxes (VAT) and export duties.

Revenues are inflows from sales of goods that constitute ongoing major operations of the Group and
are reported as such in the consolidated statement of operations and comprehensive income (loss). Inflows
from incidental and peripheral operations are considered gains and are included, net of related costs, in other
income in the consolidated statement of operations and comprehensive income (l0ss).
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The Group is involved in re-selling goods and services produced or rendered by other entities.
Revenues are reported based on the gross amount billed to the customer when the Group has earned revenue
as a principal from the sale of goods or services, or the net amount retained (that is, the amount billed to the
customer reduced by the amount billed by the supplier) when the Group has earned a commission or fee as
an agent. The Group evaluates the relevant facts and circumstances and takes into consideration the
following factors in determining whether to recognizes revenue on a gross basis: (1) the Group is the primary
obligor in the arrangement; (2) the Group has general inventory risk including customer returns;
(3) the Group has latitude in establishing price; (4) the Group changes the product or performs part of the
service; (5) the Group has discretion in supplier selection; (6) the Group is involved in the determination of
product or service specifications; (7) the Group has physical loss inventory risk; and (8) the Group has credit
risk. Otherwise, revenues are reported net when the Group performs as an agent or a broker without
assuming the risks and rewards of ownership of goods. The evaluations of these factors, which at times can
be contradictory, are subject to significant judgment and subjectivity.

This accounting policy of reporting revenue gross as a principal versus net as an agent has no effect on
gross profit, income from continuing operations before taxes, or net income.

In the situation when the Group acts as a supplier and as a buyer with the same counterparty, the
Group analyzes the respective purchase and sales agreements to identify whether these transactions were
concluded in contemplation with each other and, therefore, should be combined for accounting purposes
deferring the revenue recognition to the point when the earnings process has culminated.

In the Power segment (Note 25), revenue is recognized based on unit of power measure (kilowatts)
delivered to customers, since at that point revenue recognition criteria are met. The billings are usually done
on a monthly basis, several days after each month end.

(u)  Advertising costs

Advertising costs are expensed as incurred. During the years ended December 31, 2014, 2013 and
2012, the amounts of advertising costs were insignificant.

(v)  Shipping and handling costs

The Group classifies all amounts billed to customers in a sale transaction and related to shipping and
handling as part of sales revenue and all related shipping and handling costs as selling and distribution
expenses. These costs totaled $928,070, $1,116,959 and $1,140,850 for the years ended
December 31, 2014, 2013 and 2012, respectively.

(w) Income taxes

Provision is made in the financial statements for taxation of profits in accordance with applicable
legislation currently in force in individual jurisdictions. The Group accounts for income taxes under the
liability method in accordance with FASB ASC 740, “Income Taxes” (“ASC 7407). Under the liability
method, deferred income taxes reflect the future tax consequences of temporary differences between the tax
and financial statement bases of assets and liabilities and are measured using enacted tax rates to apply to
taxable income in the years in which those temporary differences are expected to be recovered or settled. The
effect on deferred tax assets and liabilities of a change in the tax rates is recognized in income or expense in
the period that includes the enactment date. A valuation allowance is provided when it is more likely than not
that some or all of the deferred tax assets will not be realized in the future. These evaluations are based on
the expectations of future taxable income and reversals of the various taxable temporary differences.
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ASC 740 prescribes the minimum recognition threshold a tax position must meet before being
recognized in the financial statements and provides guidance on derecognition, measurement, classification,
interest and penalties, accounting in interim periods, disclosure and transition. As of December 31, 2014 and
2013, the Group included accruals for unrecognized income tax benefits totaling $31,444 and $78,332,
including interest and penalties of $2,656 and $13,789, as a component of accrued liabilities, respectively.
Interest and penalties recognized in accordance with ASC 740 are classified in the financial statements as
income taxes.

(x)  Comprehensive income

FASB ASC 220, “Comprehensive Income” (“*ASC 220”), requires the reporting of comprehensive
income in addition to net income. Accumulated other comprehensive income includes foreign currency
translation adjustments, unrealized holding gains and losses on available-for-sale securities and on derivative
financial instruments, as well as pension liabilities not recognized as net periodic pension cost. For the years
ended December 31, 2014, 2013 and 2012, in addition to net income, total comprehensive income included the
effect of translation of the financial statements denominated in currencies other than the reporting currency (in
accordance with ASC 830), changes in the carrying values of available-for-sale securities, and change in
pension benefit obligation subsequent to the adoption of the ASC 715. In accordance with ASC 715, the Group
recognizes actuarial gains and losses, prior service costs and credits and transition assets or obligations (the full
surplus or deficit in their plans) in the balance sheet. As of December 31, 2014 and 2013, the amount of
comprehensive income included the effect of curtailment and actuarial gains and losses.

Accumulated other comprehensive loss is comprised of the following components:

December 31, 2014 December 31, 2013 December 31, 2012

Cumulative currency translation adjustment..................... 971,794 (68,784) (337,701)
Unrealized losses on available-for-sale securities.............. (16) (1,309) (3,480)
Pension adjustments, net of related income taxes of $8,228

in 2014, $6,718 in 2013 and $7,918 in 2012..................... 603 22,492 14,248
Total accumulated other comprehensive income (loss) . 972,381 (47,601) (326,933)

(y) Stock-based compensation

The Group applies the fair-value method of accounting for employee stock-compensation costs as
outlined in FASB ASC 718, “Compensation — Stock Compensation” (“ASC 718”). During the years ended
December 31, 2014, 2013 and 2012, the Group did not enter in any employee stock-compensation arrangements.

(z) Segment reporting

According to FASB ASC 280, “Segment Reporting” (“ASC 280”), segment reporting follows the
internal organizational and reporting structure of the Group. The Group’s operations are presented in three
business segments as follows:

. 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, and hardware, ferrosilicon;

. Mining segment, comprising production and sales of coal (coking and steam) and middlings, coke and
chemical products, and iron ore, which supplies raw materials to the Steel and Power segments and
also sells substantial amounts of raw materials to third parties;

. 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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(aa) Financial instruments

The carrying amount of the Group’s financial instruments, which include cash equivalents, marketable
securities, non-marketable debt securities, cost method investments, accounts receivable and accounts
payable, and short-term borrowings approximates their fair value as of December 31, 2014 and 2013. For
long-term borrowings, the difference between fair value and carrying value is shown in Note 15. The Group,
using available market information and appropriate valuation methodologies, such as discounted cash flows,
has determined the estimated fair values of financial instruments. Since different entities are located and
operate in different regions of Russia and elsewhere with different business and financial market
characteristics, there are generally very limited or no comparable market values available to assess the fair
value of the Group’s debt and other financial instruments. The cost method investments are shares of Russian
companies that are not publicly traded and their market value is not available. It is not practicable for the
Group to estimate the fair value of these investments, for which a quoted market price is not available
because it has not yet obtained or developed the valuation model necessary to make the estimate, and the cost
of obtaining an independent valuation would be excessive considering the materiality of the instruments to
the Group. Therefore, such investments are recorded at cost (Note 9).

(bb) Guarantees

In accordance with FASB ASC 460, “Guarantees” (“ASC 4607), the fair value of a guarantee is
determined and recorded as a liability at the time when the guarantee is issued. The initial guarantee amount
is subsequently remeasured to reflect the changes in the underlying liability. The expense or re-measurement
adjustments are included in the related line items of the consolidated statements of operations and
comprehensive (loss) income, based on the nature of the guarantee. When the likelihood of performing on a
guarantee becomes probable, a liability is accrued, provided it is reasonably determinable on the basis of the
facts and circumstances at that time.

(cc) Accounting for contingencies

Certain conditions may exist as of the date of these consolidated financial statements, which may
further result in a loss to the Group, but which will only be resolved when one or more future events occur or
fail to occur. The Group’s management makes an assessment of such contingent liabilities, which is based on
assumptions and is a matter of opinion. In assessing loss contingencies relating to legal or tax proceedings
that involve the Group or unasserted claims that may result in such proceedings, the Group, after
consultation with legal or tax advisors, evaluates the perceived merits of any legal or tax proceedings or
unasserted claims as well as the perceived merits of the amount of relief sought or expected to be sought
therein.

If the assessment of a contingency indicates that it is probable that a loss will be incurred and the
amount of the liability can be estimated, then the estimated liability is accrued in the Group’s consolidated
financial statements. If the assessment indicates that a potentially material loss contingency is not probable,
but is reasonably possible, or is probable but cannot be estimated, then the nature of the contingent liability,
together with an estimate of the range of possible loss if determinable and material, would be disclosed.

Loss contingencies considered remote are generally not disclosed unless they involve guarantees, in
which case the nature of the guarantee would be disclosed. However, in some instances in which disclosure
is not otherwise required, the Group may disclose contingent liabilities or other uncertainties of an unusual
nature which, in the judgment of management after consultation with its legal or tax counsel, may be of
interest to shareholders or others.
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(dd) Derivative instruments and hedging activities

The Group recognizes its derivative instruments as either assets or liabilities at fair value in
accordance with FASB ASC 815, “Derivatives and Hedging” (“*ASC 815”). The accounting for changes in
the fair value of a derivative instrument depends on whether it has been designated and qualifies as an
accounting hedge and further, on the type of hedging relationship. For the years ended December 31, 2014,
2013 and 2012, the Group did not have any derivatives designated as hedging instruments. Therefore, any
gain or loss on a derivative instrument held by the Group is recognized currently in income.

The cross currency swap agreement signed with VTB Bank (Austria) involves the exchange of two
principal amounts in two different currencies at the prevailing currency rate at contract inception. During the
life of the swap, the counterparties exchange fixed rate interest payments in the swapped currencies. At
maturity, the principal amounts are again swapped at a pre-determined rate of exchange. For the year ended
December 31, 2014, a loss of $89,446 related to the change in the fair value and termination of this swap
instrument was included in the net foreign exchange gain (loss) in the accompanying consolidated statements
of operations and comprehensive income (loss). For the years ended December 31, 2013 and 2012, a gain of
$1,791 and $6,527, respectively, related to the change in the fair value of the cross currency swap was
included in the net foreign exchange gain (loss) in the accompanying consolidated statements of operations
and comprehensive income (loss). On December 29, 2014, the swap agreement with VTB Bank (Austria)
was terminated. As of December 31, 2014, the amount of $101,912 due to VTB Bank (Austria) was recorded
within Accrued expenses and other current liabilities in the consolidated balance sheet. In 2015, the Group
entered into court proceedings with VTB Bank (Austria) (Note 26 (d)).

The cross currency option creates an embedded derivative, which should be measured at fair value,
bifurcated at inception from the host agreement and recorded as a liability. When the underlying achieves the
barrier value, the liability under the host contract converts into cross-currency at a pre-determined strike
exchange rate and a modified interest rate. The fair value of the option is estimated using modified Black-
Scholes model for barrier options. The liability under the host contract is recorded at amortized value, and
the interest is accrued using effective interest rate. For the year ended December 31, 2014, a loss of $254,235
related to the exercise of derivative instruments was included in the net foreign exchange gain (loss) in the
accompanying consolidated statements of operations and comprehensive income (loss). For the years ended
December 31, 2013 and 2012, a gain of $20,682 and $20,276, respectively, related to the change in the fair
value of the option was included in the net foreign exchange gain (loss) in the accompanying consolidated
statements of operations and comprehensive income (loss). In December 2014, the Group’s borrowings of
20.9 billion Russian rubles were converted in U.S. dollars of $677,981 due to the existence of cross currency
options with Sberbank described in Note 15. In 2015, the Group and Sberbank entered into litigation with
respect to the conversion (Note 26 (d)).

(ee) Investments

The Group recognizes all its debt and equity investments in accordance with FASB ASC 320,
“Investments — Debt and Equity Securities” (“ASC 3207). At acquisition, the Group classifies debt and
equity securities into one of three categories: held-to-maturity, available-for-sale or trading. At each
reporting date the Group reassesses the appropriateness of the classification.

Held-to-maturity securities

Investments in debt securities that the Group has both the ability and the intent to hold to maturity are
classified as held-to-maturity and measured at amortized cost in the consolidated financial statements.
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Trading securities

Investments (debt or equity), which the Group intends to sell in the near term, and which are usually
acquired as part of the Group’s established strategy to buy and sell, generating profits based on short-term
price movements, are classified by the Group as trading securities. Changes in fair value of trading securities
are recognized in earnings.

Available-for-sale securities

Investments (debt or equity), which are not classified as held-to-maturity or trading are classified as
available-for-sale. Change in their fair value is reflected in other comprehensive income (loss).

Recoverability of equity method and other investments

Management periodically assesses the recoverability of the Group’s equity method and other
investments. For investments in publicly traded entities, readily available quoted market prices are an
indication of the fair value of the investments. For investments in non-publicly traded entities, if an identified
event or change in circumstances requires an evaluation, management assesses their fair value based on
valuation techniques including discounted cash flow estimates or sales proceeds, external appraisals and
market prices of similar investments as appropriate.

Management considers the assumptions that a hypothetical market place participant would use in his
analysis of discounted cash flows models and estimates of sales proceeds. If an investment is considered to
be impaired and the decline in value is other than temporary, the Group records an impairment loss.

(ff)  Concentration of credit and other risks

Financial instruments, which potentially expose the Group to concentrations of credit risk, consist
primarily of cash and cash equivalents, short-term and long-term investments, trade accounts receivable and
other receivables. Generally, the Group does not require any collateral to be pledged in connection with its
investments in the above financial instruments.

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

Year end rates* Average exchange rates*

At April 28, at December 31, for the years ended December 31,
Currency 2015 2014 2013 2012 2014 2013 2012
Russian ruble .................... 51.47 56.26 32.73 30.37 38.42 31.85 31.09
EUIO...cooiiiicece e 0.92 0.82 0.73 0.76 0.75 0.75 0.78
Romanian lei.........cc......... 4.06 3.69 3.26 3.36 3.35 3.33 3.47
Kazakh tenge ........cccocve.... 185.80 182.35 153.61 150.74 179.12 152.14 149.11
Bulgarian lev .................... 1.81 1.61 1.42 1.48 1.47 1.47 1.52
Turkish lira.............c......... 2.70 2.32 2.14 1.79 2.19 1.90 1.80
Ukrainian hryvnia ............. 22.53 15.77 7.99 7.99 11.91 7.99 7.99

(*)  Exchange rates shown in local currency units for one U.S. dollar

The majority of the balances and operations not already denominated in the reporting currency were
denominated in the Russian ruble, euro and Romanian lei.

The Russian ruble is not a convertible currency outside the territory of Russia. Official exchange rates
are determined daily by the Central Bank of Russia (“CBR”) and are generally considered to be a reasonable
approximation of market rates.
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(gg) Discontinued operations

FASB ASC 205 “Discontinued operations” (“ASC 205”) sets forth the financial accounting and
reporting requirements for discontinued operations of a component of an entity. A “component or group of
component of an entity” comprises operations and cash flows that can be clearly distinguished, operationally
and for financial reporting purposes, from the rest of the entity. A component of an entity may be a
reportable or an operating segment, a reporting unit, a subsidiary, or an asset group.

ASC 205 uses a single accounting model to account for all long-lived assets to be disposed of (by sale,
abandonment, or distribution to owners). This includes asset disposal groups meeting the criteria for
presentation as a discontinued operation, as specified in FASB ASC 205. A long-lived asset group classified
as held for sale is measured at the lower of its carrying amount or fair value less cost to sell. Additionally, in
accordance with ASC 360, a loss is recognized for any write-down to fair value less cost to sell. A gain is
recognized for any subsequent recovery of cost. Lastly, a gain or loss not previously recognized resulting
from the sale of the asset disposal group is recognized at the date of sale.

In accordance with ASC 205, a subsidiary is reported as discontinued operation when both of the
following conditions are met:

. The operations and cash flow of the component have been (or will be) eliminated from the ongoing
operations of the entity as a result of the disposal transaction.

. The entity will not have any significant continuing involvement in the operations of the component
after the disposal transaction.

In a period in which a component of an entity either has been disposed of or is classified as held for
sale, the income statement for current and prior periods reports the results of operations of the component,
including any gain or loss recognized from the sale or write-down, in discontinued operations. The results of
operations of a component classified as held for sale are reported in discontinued operations in the periods in
which they occur. The results of discontinued operations, less applicable income taxes (benefit), are reported
as a separate component of income before extraordinary items (if applicable).

In accordance with amendments in ASU 2014-08, “Presentation of Financial Statements and Property,
Plant, and Equipment” (“ASU 2014-08") of ASC 205, that are effective for public business entities for the
annual periods beginning on or after December 15, 2014 and interim periods within those years, a
discontinued operation may include a component of an entity or a group of components of an entity, or a
business or nonprofit activity. A disposal of a component of an entity or a group of components of an entity
shall be reported in discontinued operations if the disposal represents a strategic shift that has (or will have) a
major effect on an entity’s operations and financial results when any of the following occurs:

a. The component of an entity or group of components of an entity meets the criteria in paragraph 205-
20-45-1E to be classified as held for sale (approving of management, immediate sale in its present
conditions, active program for searching the buyer, price and etc.);

b. The component of an entity or group of components of an entity is disposed of by sale;

C. The component of an entity or group of components of an entity is disposed of other than by sale in
accordance with paragraph 360-10-45-15 (for example, by abandonment or in a distribution to owners
in a spinoff).

The Group is currently in the process of determining the method of adoption and assessing the impact
of adoption of ASU 2014-08 on the Group’s consolidated financial statements.
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(hh) Recently issued accounting pronouncements
Revenue from Contracts with Customer

In May 2014, the FASB issued Accounting Standards Update (“ASU”) ASU 2014-09, “Revenue from
Contracts with Customers” (“ASU 2014-09”), which will replace most existing revenue recognition
guidance. The core principle of this update is that an entity should recognize revenue for the transfer of
goods or services equal to the amount that it expects to be entitled to receive for those goods or services.
The amendments require additional disclosure about the nature, amount, timing and uncertainty of revenue
and cash flows arising from customer contracts, including significant judgments and changes in judgments.

ASU 2014-09 provides alternative methods of retrospective adoption and is effective for annual
reporting periods beginning after December 15, 2016, including interim reporting periods within that
reporting period. Early application is not permitted.

The Group is currently in the process of determining the method of adoption and assessing the impact
of adoption of ASU 2014-09 on the Group’s consolidated financial statements.

Repurchase-to-Maturity Transactions, Repurchase Financings, and Disclosures

In June 2014, the FASB issued ASU 2014-11, “Transfers and Servicing (Topic 860): Repurchase-to-
Maturity Transactions, Repurchase Financings, and Disclosures”.

This update aligns the accounting for repurchase-to-maturity transactions and repurchase agreements
executed as a repurchase financing with the accounting for other typical repurchase agreements. The new
guidance eliminates sale accounting for repurchase-to-maturity transactions and supersedes the guidance
under which a transfer of a financial asset and a contemporaneous repurchase financing could be accounted
for on a combined basis as a forward agreement. The amendments in ASU 2014-11 also require a new
disclosure for transactions economically similar to repurchase agreements in which the transferor retains
substantially all of the exposure to the economic return on the transferred financial assets throughout the
term of the transaction. Additional disclosures will be required for the nature of collateral pledged in
repurchase agreements and similar transactions accounted for as secured borrowings.

The amendments in ASU 2014-11 are effective for the first interim or annual period beginning after
December 15, 2014; however, the disclosure for transactions accounted for as secured borrowings is required
to be presented for annual periods beginning after December 15, 2014, and interim periods beginning after
March 15, 2015. Early adoption is not permitted.

The adoption of ASU 2014-11 is not expected to have a material impact on the Group’s consolidated
financial statements.

Disclosure of Uncertainties about an Entity’s Ability to Continue as a Going Concern

In August 2014, the FASB issued ASU 2014-15, “Presentation of Financial Statements-Going
Concern (Subtopic 205-40): Disclosure of Uncertainties about an Entity’s Ability to Continue as a Going
Concern”, which requires management to evaluate, in connection with preparing financial statements for
each annual and interim reporting period, whether there are conditions or events, considered in the aggregate,
that raise substantial doubt about an entity’s ability to continue as a going concern within one year after the
date that the financial statements are issued (or within one year after the date that the financial statements are
available to be issued when applicable) and provide related disclosures.
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ASU 2014-15 is effective for the annual period ending after December 15, 2016, and for annual and
interim periods thereafter. Early adoption is permitted.

The Group is currently in the process of determining the method of adoption and assessing the impact
of adoption of ASU 2014-15 on the Group’s consolidated financial statements.

Pushdown Accounting

In November 2014, the FASB issued ASU 2014-17, “Business Combinations — Pushdown
Accounting”, (“ASU 2014-17”). The amendments in this update provide an acquired entity with an option to
apply pushdown accounting in its separate financial statements upon occurrence of an event in which an
acquirer obtains control of the acquired entity. ASU 2014-17 is effective from November 18, 2014.

The adoption of ASU 2014-17 is not expected to have a material impact on the Group’s consolidated
financial statements.

Elimination of Extraordinary Reporting

In January 2015, the FASB issued ASU 2015-01, “Income Statement — Extraordinary and Unusual
Items (Subtopic 225-20): Simplifying Income Statement Presentation by Eliminating the Concept of
Extraordinary Items”. The new guidance eliminates the separate presentation of extraordinary items, net of
tax and the related earnings per share, but does not affect the requirement to disclose material items that are
unusual in nature or infrequently occurring.

ASU 2015-01 is effective for fiscal years, and interim periods within those fiscal years, beginning
after December 15, 2015. A reporting entity may apply the amendments prospectively. A reporting entity
also may apply the amendments retrospectively to all prior periods presented in the financial statements.
Early adoption is permitted provided that the guidance is applied from the beginning of the fiscal year of
adoption.

The adoption of ASU 2015-01 is not expected to have a material impact on the Group’s consolidated
financial statements.

Consolidation Analysis

In February 2015, the FASB issued ASU 2015-02, “Consolidation (Topic 810): Amendments to the
Consolidation Analysis”. The amendments in this ASU affect reporting entities that are required to evaluate
whether they should consolidate certain legal entities.

ASU 2015-02 simplifies consolidation accounting by reducing the number of consolidation models
from four to two. In addition, the new standard simplifies the FASB Accounting Standards Codification and
improves current guidance by: (i) placing more emphasis on risk of loss when determining a controlling
financial interest; (ii) reducing the frequency of the application of related-party guidance when determining a
controlling financial interest in a VIE; and (iii) changing consolidation conclusions for public and private
companies in several industries that typically make use of limited partnerships or VIEs.

ASU 2015-02 is effective for public business entities for fiscal years, and for interim periods within
those fiscal years, beginning after December 15, 2015. Early adoption is permitted, including adoption in an
interim period. The Group is currently evaluating the impact of ASU 2015-02 on the Group’s consolidated
financial statements.
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Debt Issuance Costs

In April 2015, the FASB issued ASU 2015-03, “Simplifying the Presentation of Debt Issuance Costs”
(“ASU 2015-03"), which requires that debt issuance costs related to a recognized debt liability be presented
in the balance sheet as a direct deduction from the carrying amount of that debt liability, consistent with debt
discounts.

ASU 2015-03 is effective retrospectively for annual reporting periods beginning after
December 15, 2015, including interim reporting periods within that reporting period.

The Group is currently in the process of determining the method of adoption and assessing the impact
of adoption of ASU 2015-03 on the Group’s consolidated financial statements.

(i)  Reclassifications

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 balance sheet and the consolidated statement of operations and comprehensive income (loss),
and have no impact on net income or equity.

4. ACQUISITIONS, INVESTMENTS AND DISPOSALS

The Group experienced the following acquisitions and disposals between January 1, 2012 and
December 31, 2014.

(@) Cognor Stahlhandel GmbH

On September 25, 2012, the Group acquired a 100% interest in Cognor Stahlhandel GmbH
(“Cognor”), a metallurgical trader located in Austria, for $29,056 paid in cash. Before the acquisition, the
100% of the shares of Cognor were pledged to secure the Group’s loan issued to the related metallurgical
plants (Note 10(a)). The acquisition is consistent with the Group’s strategy to expand its sales network and
enlarge its client base. Cognor is included in the Steel segment.

This acquisition was accounted for using the purchase method of accounting. The results of operations
of Cognor are included in the consolidated financial statements from the date of acquisition of control,
September 25, 2012. The following table summarizes the historical values of net assets acquired at the date
of acquisition of control:

September 25, 2012

Cash and Cash BQUIVAIENTS ..........ccuiiiie ettt sbe et e te e s e ene esseesraenees 4,884
(01 L T = 0 A L] TR 107,839
Property, plant and BQUIPIMENT .........cuiiie et e sae e et e steeneesbe e eesreeas 49,097
Ot NONM-CUITENE BSSEES ...ttt ettt eeeees e e ettt et eeeeeeee e e et eeesesere s ses e neeeeesesessasssesaereesesreneeeeeserereies 3,384
CUITENT THADITITIES ...ttt s ate e b e e s e e esae s sbe e b aenbeesaeeneas (184,027)
NON-CUITENE TTADTHTIES. ... vttt re et e e es s aeereeesbe s saeerreas (11,443)
Deferred inCome tax HabilitieS.........cuoiiiiiiiieie e e nre e (2,573)
Fair value of net assets (liabilitieS) aCOUITEA............civiieiriiei it (32,839)
Fair value of NoNCONTrOIING INTEIEST .......ccvviiie e sreesraeiee e (54)
[ ToTo o 1YLV 1 | ISP 61,949

TOAD NVESTIMENT ... .ee ettt ettt et e e e e e e e ettt teeeeeeeeees e reeeeeeeseseaterererssre st reeeeeens 29,056
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Goodwill of $61,949 arising from the Group’s acquisition of Cognor represented expected benefits
from the synergies related to the expansion of the trading activities and strengthening the position in the
European market. As a result of the impairment analysis, an impairment loss of $62,118 for the year ended
December 31, 2012 was recognized.

(b) Lomprom Rostov

On November 22, 2012, the Group acquired 100% of the shares of Lomprom Rostov, a factory
performing collection and storage of scrap metal located in Shakhty, Russia, for a consideration of $100 paid
in cash. Before the acquisition, the 100% of the shares of Lomprom Rostov were pledged to secure the
Group’s loan issued to the related metallurgical plants (Note 10(a)). The acquisition is consistent with the
Group’s program to decrease the cost of steel products production, in particular, the cost of production based
on smelt-furnace. Lomprom Rostov, subsequently renamed into Mechel Vtormet Rostov, is included in the
Steel segment.

This acquisition was accounted for using the purchase method of accounting. The results of operations
of Lomprom Rostov are included in the consolidated financial statements from the date of acquisition of
control, November 22, 2012. The following table summarizes the historical values of net assets acquired at
the date of acquisition of control:

November 22, 2012

Cash and Cash EQUIVAIENTS ..........ccuiiiie ittt e e et et s e ste s s e s ste e s e es e e sbeeneesreenseenns 76
OB CUITEINT ASSEES ..ot tteretee ettt et et e e ettt et e e e ee s e et eeeeeseeseee et eeeteeeeesas e s reseeeeseeseseserrererererenenes 4,758
Property, plant and BQUIPIMENT .........uviii ittt e st e sae e e et e s sbeerseesbesneeenes 22,970
OthEr NON-CUITENT @SSELS ...ttt eeiietietietees ettt see st sttt eae et et et e seesbeebeebeebe e st e et eb e et e et bes e e s ne s e seesaeenee 2
CUITENT HHADITITIES ...vv ettt ettt et e e re e et e e ste et e es e s sbeesneenbeeseenes (18,404)
NON-CUITENE TTADTHTIES. ... . vttt e eere e et e beereeesae e enes (22,416)
DETEITEA INCOME TAXES ... veevres vt ettt e ste ettt e e ste et e e st e et e e e st et e ete e et b e ee e re e et e e eeere e et e s aeenneenbeseeenes 37)
Fair value of Net @sSetS aCOUITEA .........coiviiiiiie sttt ste e s es e steeneesreeeee (13,051)
[ ToTo o 1TV 1| IO TP PRI 13,151
TOLAL INVESEMENT ...t ettt ettt b e ettt e et et es e st e bttt saeebeebeen b be e 100

Goodwill of $13,151 arising from the Group’s acquisition of Lomprom Rostov represented the
expected benefits from the synergies related to the reduction in production costs from using scrap in the
Group’s subsidiaries melting operations. The results of Lomprom Rostov are included in the Steel segment.

(c) Discontinued operations
DEMP

As of December 31, 2013 and 2012, the Group classified DEMP as held for sale (assets and liabilities
of discontinued operations) and excluded the result of DEMP from continuing operations and reported them
as discontinued operations for the year ended December 31, 2013 and prior periods.

Due to the existing uncertainty in the economic and political situation in Ukraine further negotiations
on the sale of DEMP were suspended. As a result, the Group reclassified DEMP as held and used, excluded
the result of DEMP from discontinued operations as of December 31, 2014. Following the classification of
DEMP as held and used, the fair value of net assets, as the lower of carrying amounts and fair value, was
determined.
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Based on the results of the impairment analysis of long-lived assets performed by the Group,
impairment losses of DEMP’s long-lived assets of $18,020, $177,417 and $nil, and of DEMP’s goodwill of
$nil, $nil, and $205,522 were recognized during the years ended December 31, 2014, 2013 and 2012,
respectively.

The carrying amount of inventories in the amount of $9,228 was written down to $nil as of
December 31, 2014. A provision in the amount of $28,306 was recorded for the overpayment of income tax
as of December 31, 2014 because of the low probability to reimburse the related receivable.

The results of DEMP reclassified from discontinued operations to continuing operations for the year
ended December 31, 2014 and prior periods are presented below:

December 31, 2014 December 31, 2013 December 31, 2012

REVENUE ...ttt e 23,040 94,617 363,055
Cost of goods SOId...........ccccvvirieiiiiiieee e (27,235) (97,431) (374,402)
Impairment 0f @SSELS ........oveiviviiiiie e (18,020) (177,417) (205,522)
Selling, general and administrative eXpenses.................... (13,436) (34,242) (38,879)
Interest income and eXPEenses, NEt.........cccvvverveeiiviieerenens (971) (2,446) (3,269)
Foreign exchange (10SS) gain ..........c.cccvvvveeivvaiesneenieninns (57,060) 2,020 677
Other (expenses) and iNCOME, NEt.........cccveviveeveiienineenn (152) 9,704 129
Loss from cotinuing operations, before income tax....... (93,834) (205,195) (258,211)
Income tax (expense) benefit..........cccocvvvviii i, (28,367) 28,944 4,920
Net loss from continuing operations ...............c.ccceeuenenn. (122,201) (176,251) (253,291)

Toplofikatsia Rousse

On December 13, 2012, the Group entered into an agreement with a third party to sell 100% of the
shares of TPP Rousse for a consideration of $37,757. The transfer of shares was completed on July 5, 2013.
The disposal of TPP Rousse is aligned with the revised strategy aimed at restructuring the Group’s assets and
development of its core businesses.

The receivables under the sale and purchase agreement and intercompany receivables for the coal
supply that existed as of the date of disposal were secured in favor of the Group by the pledge of TPP Rousse
shares and receivables of TPP Rousse for electricity sold. As of December 31, 2014 and 2013, accounts
receivable due to the Group amounted to $14,753 and $16,920, respectively. Bad debt provision of $14,753
was recorded as of December 31, 2014 in relation to receivables for the coal supply and was included in the
discontinued operations. The intragroup sales to TPP Rousse included in revenue from continuing operations
in the consolidated statement of operations and comprehensive income (loss) amounted to $nil, $9,449 and
$35,248 during the years ended December 31, 2014, 2013 and 2012, respectively.

In the previous periods, the Group’s transactions with TPP Rousse were mainly represented by the
coal supply to TPP Rousse, which ceased after the disposal of this entity. The Group did not have any
significant continuing involvement in the operations of TPP Rousse after the disposal transaction.

As at December 31, 2012, the Group classified TPP Rousse as held for sale (assets and liabilities of
discontinued operations) and excluded the result of TPP Rousse from continuing operations and reported
them as discontinued operations for the year ended December 31, 2013 and prior periods.
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Following the classification of TPP Rousse as held for sale, the fair value of net assets was
determined. The impairment loss of goodwill and long-lived assets of $82,742 and $13,031, respectively, for
the year ended December 31, 2012 was recognized to reduce the carrying amount of the assets and liabilities
of the discontinued operations to their fair value less costs to sell. No additional impairment was recognized
during 2013. The impairment loss was recognized in consolidated statements of operations and
comprehensive income (loss) under the “Loss from discontinued operations, net of income tax” line.

The results of TPP Rousse presented as discontinued operations in the consolidated statements of
operations and comprehensive income (loss) were as follows for the years ended December 31, 2013 and
2012:

2013 2012
REVENUE, NEBL ...eeee et e e et e e e e e e e e e e teeaeeaeeaeeaeeraaaees 18,595 37,010
Loss from discontinued operations before income taxes..........cccovevveveevvnennnn, (262) (110,668)
INCOME tAX DENETIL. . .eeieiee ittt e et r e e e aeeeens 209 2,239
Loss from discontinued operations, net of incCOMe taX...........coovcevveveeveennnnn, (53) (108,429)

The carrying amounts of the major classes of assets and liabilities of TPP Rousse presented as
discontinued operations in consolidated balance sheets were as follows as of date of disposal and
December 31, 2012:

July 5, 2013 December 31, 2012

Condensed balance sheet selected data

Cash and €ash eQUIVAIENES ..........cccuviieiiiiiiiie e 3,572 3,035
Accounts receivable, net of allowance for doubtful accounts...........cccccoeeevvrennns 9,589 5,681
INVENEOTIES ..o ettt ettt et e e e e e e e et e et e e e e e e ettt eteeeeseeeeeeerren senanas 3,244 5,854
Prepayments and Other CUITENt @SSELS .........uviveiviiieiiie st 489 533
Property, plant and equipment and other non-current assets, Net ..........cc..cccovvane. 41,146 44,120
Total current assets of discontinued OpPerations .............cccuvvevrvveiveneesiienines 58,040 59,223
Accounts payable and aCCrued EXPENSES ........evvveeveiieiieiresieesies e eeesrres e anes 21,721 3,800
Short-term borrowings and current portion of long-term debt ............ccccceennnn 0 12,234
Other CUITENt HHADITITIES. ... veveeie e et e e 1,536 1,767
Total current liabilities of discontinued operations.............cccoeeiiiiieeieeesinens 23,257 17,801

The result of TPP Rousse as discontinued operations was included in the Power segment. The result of
TPP Rousse for the year ended December 31, 2013 includes gain on disposal of subsidiary, which was
calculated as follows as of the date of disposal:

July 5, 2013

CONSIABIALION FECEIVEA ... veeeee et ee oottt ettt e e e e e e e sttt e et e e eeeee et e eeaerereseereseeserererreres 37,757
NEt aSSELS AISPOSEU OF ......iiieiiiiiie e e et e e et a et ae s ae e saeereeesaessee e (34,783)
Accumulated currency translation adjustment attributable to disposal of TPP Rousse

transferred to the current period iNCOME (I0SS) ....cvevuiiiieiiiiie e e 2,633
Gain 0N diSPOSaAl Of TPP ROUSSE......c.viiiiiriiiite ettt steeteetie s saeetae e st e e e sbeessae e esteassaentesateansaeaens 5,607
Invicta

On July 18, 2013, the Group entered into an agreement with a third party to sell 100% of the shares of
Invicta Merchant Bar Limited (“Invicta”) for the total consideration of $1,668. The transfer of shares was
completed on the same date. The disposal of Invicta was aligned with the revised strategy aimed at
restructuring the Group’s assets and development of its core businesses.
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In the previous periods, the Group’s transactions with Invicta mainly consisted of the steel products resale,
which ceased after the disposal of this entity. The Group did not have significant continuing involvement in the
operations of Invicta after the disposal transaction. Intercompany purchases of Invicta’s tolling services
amounted to $nil, $18 and $4,551 during the years ended December 31, 2014, 2013 and 2012, respectively.

As of December 31, 2013 and 2012, the Group classified Invicta as held for sale (assets and liabilities
of discontinued operations) and excluded the result of Invicta from continuing operations and reported them
as discontinued operations for the year ended December 31, 2013 and prior periods.

Following the classification of Invicta as held for sale, the fair value of net assets of this entity was
determined. The impairment of goodwill and long-lived assets of $2,768 and $4,198, respectively, for the
year ended December 31, 2013 was recognized to reduce the carrying amount of the assets and liabilities of
the discontinued operations to their fair value less costs to sell. The impairment loss was recognized in the
consolidated statements of operations and comprehensive income (loss) under the “Loss from discontinued
operations, net of income tax” line.

The results of Invicta presented as discontinued operations in consolidated statements of operations
and comprehensive income (loss) were as follows for the year ended December 31, 2013, 2012.

Years ended
December 31, 2013 December 31, 2012
REVENUE, NEL ... e e ettt e e e e e e e e e et e e e e e e e raaaraaaeas 9,761 12,642
Loss from discontinued operations before income taxes..........cccovvvvvvevieiriinns (13,303) (3,588)
INCOME taX DENETIL .....oiiie e - -
Loss from discontinued operations, net of income taX............ccccoceeveenennn, (13,303) (3,588)

The carrying amounts of the major classes of assets and liabilities of Invicta presented as assets and
liabilities of discontinued operations in the consolidated balance sheets were as follows as of July 18, 2013
and December 31, 2012:

July 18, 2013 December 31, 2012

Condensed balance sheet selected data

Cash and cash eqUIVAIENES ..........ccoiveiieiiiiiiie e e 44 163
Accounts receivable, net of allowance for doubtful accounts...........cccccceevveenns 8 183
N0 (o] =TT 543 579
Prepayments and Other CUITENE @SSELS .......cviiveeiviiieiiiesreeee e ee e 191 947
Property, plant and eqUIPMENt, NEL........ccccceiiieiiricen e 2,864 8,019
GOOUWITL. ...ttt e et ettt e e e e e e e e e e s e e et e aeseeeseeeenenes - 2,980
Total current assets of discontinued 0perations .............ccccevevivviienieeesrvenn 3,650 12,871
Accounts payable and acCrued EXPENSES ........coveeiverieiiiecreriee e e e 1,855 1,052
Other current lHabilitieS. ........covviiiiiie e 127 79
Total current liabilities of discontinued operations.............cccoeceveeiieeineennn, 1,982 1,131

The result of Invicta as discontinued operations was included in the Steel segment. The result of
Invicta for the year ended December 31, 2013 includes loss on disposal of subsidiary, which was calculated
as follows as of the date of disposal:

July 18, 2013

CONSIABIALION FECEIVEA ... evevee ettt ettt et e e e e e e e s et teeeeeeeeeeeet e e eeteeeseseaeeeeeeesererines 1,668

Net aSSELS AISPOSEU OF .....viiieciis it et nbe e rs e aesreesrbe e s (1,668)
Accumulated currency translation adjustment attributable to disposal of Invicta transferred to the

current PEriod INCOME (I0SS) .....eiveiriiiiiiie ettt se ettt e ste et e s e e st e eesreesraes seraens 229

Gain 0N disPoSal Of INVICTAL........iiiiiiiceic ettt e sre s 229
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Mechel Vtormet Rostov (former Lomprom Rostov)

On July 17, 2013, the Group entered into an agreement with a third party to sell 100% of the shares of
Lomprom Rostov for the total consideration of $517. The transfer of shares was completed on the same date.
The disposal of Lomprom Rostov was aligned with the revised strategy aimed at restructuring the Group’s
assets and development of its core businesses.

Loan issued by the Group to Lomprom Rostov in the amount of $6,121 and $4,720 (including interest
payables) as of December 31, 2013 and 2012, respectively, was expected to be fully repaid till August 2015.
The bad debt provision of $5,515 related to the loan issued was recorded as of December 31, 2014 and was
included in the discontinued operations. Other intercompany transactions are not significant and ceased after
the disposal of this entity. The Group did not have any significant continuing involvement in the operations
of Lomprom Rostov after the disposal transaction.

As of December 31, 2013 and 2012, the Group classified Lomprom Rostov as held for sale (assets and
liabilities of discontinued operations) and excluded the result of Lomprom Rostov from continuing operations
and reported as discontinued operations for the twelve months ended December 31, 2013 and prior periods.
Following the classification of Lomprom Rostov as held for sale, the fair value of net assets of this entity was
determined. The impairment loss of goodwill of $2,597 for the twelve months ended December 31, 2013 was
recognized to reduce the carrying amount of the assets and liabilities of the discontinued operations to their fair
value less costs to sell. The impairment loss was recognized in the consolidated statements of operations and
comprehensive income (loss) under the “Loss from discontinued operations, net of income tax”.

The intragroup sales to the discontinued component included in revenue from continuing operations in
the consolidated financial statement of operations and comprehensive income (loss) amounted to $nil, $nil
and $19,977 during the year ended December 31, 2014, 2013 and 2012, respectively.

The results of Lomprom Rostov presented as discontinued operations in consolidated statements of
operations and comprehensive income (loss) were as follows for:

Period ended Year ended

July 17, 2013 December 31, 2012
REVENUE, NEL ... e e e e e e e et e e e e e e e e e et r e e e anns 151,307 25,765
Gain from discontinued operations before inCOMe taxes .........ccoovveevvvrvesiieinens 4,479 (455)
INCOME £AX DENETIL .eeeeieee ittt e e s 1,585 280
Gain (loss) from discontinued operations, net of income taxes .................. 6,064 (175)

The carrying amounts of major classes of assets and liabilities of disposed companies were as follows
as of:

July 17, 2013 December 31, 2012
Cash and cash eqUIVAIENES .............vciiieiiicie et 2,166 111
Accounts receivable, net of allowance for doubtful accounts...........cccccceevvenns 18,687 20,374
I ENEOTIES ¢ttt ettt e e e e e e ettt e e e e e e e e erese e eeeeererenenesesnesnenes 829 14,236
Prepayments and Other CUITENt @SSELS..........cvvvivevieiirieiie e 4,428 2,743
Property, plant and eqUIPMENt, NEL..........cccoivviiiie e 21,164 24,122
(€700 10 11771 | RO 9,862 12,830
Total current assets of discontinued Operations .............ccceevveiivevvenieeesivenn 57,136 74,416
Accounts payable and acCrued EXPENSES ......ccovveieereeriieiiesresieesreeee e sreenes 25,504 27,466
Short-term borrowings and current portion of long-term debt.............ccc.ceene 30,720 27,089
Other current labilitiES. ... .....coovvviiiiiiiiie e - -
Total current liabilities of discontinued operations...........ccccccocevveiienieeenne 56,224 54,555
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The result of Lomprom Rostov as discontinued operations was included in the Steel segment. The
result of Lomprom Rostov for the year ended December 31, 2013 includes loss on disposal of subsidiary,
which was calculated as follows as of the date of disposal:

July 17, 2013

CONSIAEIAION TECEIVEA ...ttt ettt et ettt sh ettt e sbe e be e bt e e ne e st et enbenaenne s 517

Net aSSELS AISPOSEU OF .....vcieiciiiiie e et r et e a e nre e (912)
Accumulated currency translation adjustment attributable to disposal of Lomprom Rostov

transferred to the current period iNCOME (10SS) ......cc.viiiiiiiiie e 5,272

Gain on disposal of LOMProm ROSLOV .........cccviiiiiie ittt st enae e anes 4,877

TFP, Voskhod-Oriel, Voskhod-Chrome, Voskhod Trading

On July 10, 2013, the Group entered into a sale and purchase agreement with a third party to sell
100% of the share capital of Tikhvin Ferroalloy plant (“TFP”), Voskhod-Oriel LLP (*Voskhod-Oriel™),
Voskhod-Chrome LLP (“Voskhod-Chrome”) and Voskhod Trading LLP (“Voskhod Trading”) for a
consideration of $425,000. The transfer of shares was completed on December 27, 2013 and the amount of
consideration was received in full till the end of the year less income tax of $1,000 withheld by the seller in
favor of the government of the Republic of Kazakhstan. On January 30, 2014, the Group received $15,096
from the buyer as reimbursement of cash, which was held on bank accounts of the companies disposed of at
the date of disposal, as part of consideration under the sale and purchase agreement. The additional expenses
related to the bargain were presented mainly by consulting services of third party banks and amounted to
$8,738. The disposal of TFP, Voskhod-Oriel, Voskhod-Chrome and Voskhod Trading is aligned with the
revised strategy aimed at restructuring the Group’s assets and development of its core businesses.

The Group concluded that the companies disposed of met the criteria of discontinued operations and
excluded the result of the component disposed of from continuing operations and reported it as discontinued
operations for the period ended December 27, 2013 and prior periods.

The intragroup sales to the discontinued component included in revenue from continuing operations in
the consolidated statement of operations and comprehensive income (loss) amounted to $5,063 and $7,675
during the years ended December 31, 2013 and 2012, respectively. The intragroup purchases from the
discontinued component included in cost of sales of continuing operations in the consolidated statement of
operations and comprehensive income (loss) amounted to $16,362 and $18,095 during the years ended
December 31, 2013 and 2012, respectively. Revenue from intragroup sales of $17,294 and $17,992 during
the years ended December 31, 2013 and 2012, respectively, was included net of related expenses in “Loss
from discontinued operations, net of income tax” line in the consolidated statement of operations and
comprehensive income (loss).

The Group’s transactions with the discontinued component were mainly represented by the energy,
coal supply to TFP and by the sales of ferroalloy by TFP to Chelyabinsk Metallurgical Plant (“CMP”) and
Izhstal, which were mainly ceased after the disposal of this entity. The Group will not have significant
continuing involvement in the operations of the discontinued component after the disposal transaction.

Following the classification of TFP, Voskhod-Oriel, Voskhod-Chrome and Voskhod Trading as held
for sale, the fair value of net assets was determined. The impairment of property, plant and equipment of
$32,712 and of mineral licenses of $842,052 for the year ended December 31, 2013 was recognized to
reduce the carrying amount of the assets and liabilities of the discontinued operations to their fair value less
costs to sell. The impairment loss was recognized in the consolidated statements of operations and
comprehensive income (loss) under the “Loss from discontinued operations, net of income tax” line.
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The results of TFP, Voskhod-Oriel, Voskhod-Chrome and Voskhod Trading presented as discontinued
operations in the consolidated statements of operations and comprehensive income (loss) were as follows for:

Period of
January 1, 2013 to Year ended
December 27, 2013 December 31, 2012
REVENUE, NEL ... e e et e e e e e e e e e e e e e e et e aeeaae e aaaaareas 159,040 197,894
Loss from discontinued operations, before income taxes............cccvoevevveenennn. (1,370,570) (71,787)
INCOME tAX DENETIL. . .eeeeiee ettt e r e e e eee s 214,894 7,300
Loss from discontinued operations,
NEL OF INCOME TAX ... .ecviiiiei et (1,155,676) (64,487)

Revenue from sales of ferroalloys to related parties (Zlatoust Metallurgical Plant, Metallurg-Trust) in
the amount of $1,858, $6,352 in the years ended December 31, 2013 and 2012, respectively, was presented
net of related expenses in “Loss from discontinued operations, net of income tax” line in the consolidated
statement of operations and comprehensive income (loss).

The carrying amounts of major classes of assets and liabilities of disposed companies presented as
discontinued operations in consolidated balance sheets were as follows as of date of disposal and
December 31, 2012:

December 27, 2013 December 31, 2012

Condensed balance sheet selected data

Cash and cash eqUIVAIENES ...........vvciiiieiiicee et 16,161 990
Accounts receivable, net of allowance for doubtful accounts...........cccccceevrenns 1,645 822
Due from related parties, net of allowance ...........ccooveviveviviviecie e 0 2,294
I ENEOTIES . .ottt ettt e e e e ettt e et e e e e s et et e e e e s e e et reeeeeenenes 16,660 22,790
DEfEITEA INCOME TAX ..uveviieeeeee ettt et ee e ettt e et e e e s se e snrerereeeeeseser e 6,172 3,123
Prepayments and Other CUITENt @SSELS.........covvivvireeriieiii e 16,978 13,717
Other [oNg-term INVESIMENTS .......c.vciviiecrieee e 183 187
Property, plant and eqUIPMENt, NEL........cccceiiviiieiie e e 307,505 362,303
IMINEIAL TICENSES, NMEL.. . eeieieeiee ettt et e e e e e e et et reeeeeeener e 119,458 1,203,536
Other NON-CUITENE BSSEES .. vveveiieeeeees e e sttt ee e e e e ee e et eeeeerereser e e s rereeeeess 11,556 16,400
Total current assets of discontinued operations .............ccceevevivevvenieecsivenn 496,318 1,626,162
Short-term borrowings and current portion of long-term debt.............ccc.ceeve 0 23,500
Accounts payable and acCrued EXPENSES ........vvvivireerrreireseeeieesreeee e esreenes 29,757 21,706
LONG-LErM dEDT ....vvveeie e 0 7,833
DEfEITEA INCOME LAXES .. e eieiee et ettt e et e e ettt et e e e rese e e e e e reeeeeseser e 31,719 252,100
Asset retirement 0blgation..........c.ceevviiiiie e 1,002 1,038
Total current liabilities of discontinued operations...........ccccccocovvevivereeenne 62,478 306,177

The results of TFP, Voskhod-Oriel, Voskhod-Chrome and Voskhod Trading as discontinued
operations were included in the Ferroalloy segment. The results of TFP, Voskhod-Oriel, Voskhod-Chrome
and Voskhod Trading for the year ended December 31, 2013 includes loss on disposal of subsidiaries, which
was calculated as follows as of the date of disposal:

December 27, 2013

Consideration received (net of CONSUItANCY FEES).......viiiiiiiiie e 430,358
Net aSSELS AISPOSEU OF ......ovieiiiiie it ettt e e aesreesrbe e (433,840)
Accumulated currency translation adjustment attributable to disposal of subsidiaries transferred to

the current Period INCOME (J0SS) ....ovveuieieiiiieie sttt et a et e sae s e e e naeenen (279,196)
Loss on disposal Of SUBSIAIAIIES ..........ccucieiiiiiiii it (282,678)
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SUNP

As of December 31, 2014, Southern Urals Nickel Plant (“SUNP”) was recognized as abandoned
activity according to a decision to close SUNP without sale. In July 2013, the Group received an approval
from the governmental authorities to abandon the industrial complex. The closure of SUNP is aligned with
the revised strategy aimed at restructuring the Group’s assets and development of its core businesses.

On May 25, 2013, the Group approved the plan of staff curtailment according to which a number of
SUNP’s personnel was reduced to 274 workers as of December 31, 2013. As of December 31, 2014, the
number of personnel increased to 315 workers due to cease of third parties security services and redirection
of these functions to SUNP’s internal employees as part of the Group’s efforts to reduce SUNP’s costs.

The intragroup sales to SUNP included in revenue from continuing operations in the consolidated
statement of operations and comprehensive income (loss) amounted to $nil, $nil and $75,401 during the
years ended December 31, 2014, 2013 and 2012, respectively. The intragroup purchases from SUNP
included in cost of goods sold of continuing operations in the consolidated statement of operations and
comprehensive income (loss) amounted to $683, $1,078 and $29,724 during the years ended
December 31, 2014, 2013 and 2012, respectively. Revenue from intragroup sales of $nil, $nil and $27,194
during the years ended December 31, 2014, 2013 and 2012, respectively, were included net of related
expenses in “Loss from discontinued operations, net of income tax” line in the consolidated statement of
operations and comprehensive income (loss). The Group’s transactions with SUNP were mainly represented
by the coal, energy and limestone supply to SUNP and by the sales of ferroalloy and industrial scrap by
SUNP to CMP and Izhstal.

The Group excluded the result of the company from continuing operations and reported them as
discontinued operations for the year ended December 31, 2014 and prior periods.

The impairment of property, plant and equipment and nickel mineral license of $nil, $965 and $93,752
for the years ended December 31, 2014, 2013 and 2012, respectively, was recognized to reduce the carrying
amount of the assets and liabilities of SUNP to their fair value. The impairment of goodwill in the amount of
$6,950 was recognized for the year ended December 31, 2012. The impairment losses were recognized in the
consolidated financial statement of operations and comprehensive income (loss) under the “Loss from
discontinued operations, net of income tax” line.

The results of SUNP presented as discontinued operations in the consolidated statements of operations
and comprehensive income (loss) were as follows for the years ended:

December 31, 2014 December 31, 2013 December 31, 2012

REVENUE ...ttt e 1,782 2,607 196,894
Cost of goods SOId...........ccccvvivieiiiiiieecc e (2,225) (3,431) (215,857)
ACCTELION EXPENSES .vvveveiviesiiesties e sreaatieesteesraeseesreesreenes (1,014) (458) (475)
Impairment of PPE, mineral license, goodwill .................. - (965) (101,227)
Selling, general and administrative eXpenses..................... (4,670) (19,541) (46,017)
Interest income and eXPEenSeS, NEL.........cccvvvervviivereerenens (95) (3,159) (12,027)
Foreign exchange gaiN.........cccccvvveivicienie s 32,282 3,694 19
Other income and eXpenses, NEt...........cccvvveriveivesienseenns 2,928 3,410 399
Profit (loss) of discountinued operations, before

INCOIME 18X .10 veivieiee ettt 28,988 (17,843) (178,291)
INCOME taX BENEFit......ceiei i - - 1,191
Income (loss) from discontinued operations,

Net Of INCOME taX.....ccciiivieie e 28,988 (17,843) (177,100)
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Revenue from sales of ferroalloys to related parties in the amount of $nil, $nil and $8,417 in the years
ended December 31, 2014, 2013 and 2012, respectively, was presented net of related expenses in “Loss from
discontinued operations, net of income tax” line in the consolidated statement of operations and
comprehensive income (loss).

The carrying amounts of the major classes of assets and liabilities of SUNP in the consolidated
balance sheets were as follows as of December 31, 2014 and 2013:

December 31, 2014 December 31, 2013

Condensed balance sheet selected data

Cash and cash eqUIVAIENES .............ecviieiiicee e 63 201
Accounts receivable, net of allowance for doubtful accounts...........cccccceeevenns 891 63
I BNEOTIES ..ottt e e ettt et e e e e e ettt e e e e e e e s et eeeeeen e e et rreeeesnenes 120 1,180
Prepayments and Other CUITENt @SSELS..........ovvivviveereieis e 230 1,822
TOtAl CUMTENT ASSETS ....viiiieiiiiiiii ittt ettt s e e e s sbabe s 1,304 3,266
Property, plant and equipment and other non-current assets, net...................... - 5,024
Other NON-CUITENT ASSELS .. vvvieiivviiieiiiitiieeeetiee e st bee s et te e s sbe e e s sbab b ba b e e s sabeeeeens 657 -
TOtal NON-CUITENT ASSEES .. .vvvveeeee ettt e e e e e e s 657 5,024
TORAD BSSEES ...ttt ettt ettt et e e e e e e e e et e e e e e e e e e rreeaes s 1,961 8,290
Accounts payable and acCrued EXPENSES ........vvvveeveervreireieesieesreeee e eseeenes 5,691 13,376
Asset retirement 0blgation..........c.coivviiiiie e 1,132 339
Total current Habilities. ... ...vveeeeeieeeee e 6,823 13,715
Asset retirement 0blgation..........c.coevvviiiie s 2,830 8,466
Total non-current Habilities .........ccooviviiiiiiii i, 2,830 8,466
TOtAl A TEIES. .. veeeeeeee e ettt e e e e e e e e e es 9,653 22,181

The results of SUNP as discontinued operations are included in the Steel segment.
The BCG Companies

In December 2014, the Group entered into an agreement with a third party to sell 100% of the shares
of the BCG Companies. The total consideration for the sale of the BCG Companies under the shares sale
agreement consists of: (1) an immediate cash payment of $5,000; (2) future royalty payments on coal mined
and sold in the amount of $3.00 per short ton, capped at $150,000; (3) a portion of a sale price in case of any
future sale of the BCG Companies and/or its assets, amounting to 12.5% or 10% of the total consideration if
the sale transaction closed within, respectively, five or ten years of the sale to the buyer. The fair value of
future royalty payments and portion of selling price in case of future resale of the BCG Companies was not
assessed by the Group as it was impracticable at the date of sale.

The contingent payment arising upon the acquisition of the BCG Companies of $29,936, which
depends on the results of additional geological researches of reserves (“Drilling Program”), was released on
the date of transfer of shares, February 12, 2015. The Group incurred expenses of $3,415 related to consulting
services from third party banks in connection with the sale. The disposal of the BCG Companies is aligned
with the revised strategy aimed at restructuring the Group’s assets and development of its core businesses.

The Group concluded that the companies disposed of met the criteria of discontinued operations and
excluded the result of the component disposed of from continuing operations and reported them as
discontinued operations for the period ended December 31, 2014 and prior periods.
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The intragroup sales to the discontinued component included in revenue from continuing operations in
the consolidated statement of operations and comprehensive income (loss) amounted to $nil, $147 and $221
during the years ended December 31, 2014, 2013 and 2012, respectively. The intragroup purchases from the
discontinued component included in cost of goods sold of continuing operations in the consolidated
statement of operations and comprehensive income (loss) amounted to $nil, $nil and $14,983 during the
years ended December 31, 2014, 2013 and 2012, respectively. Revenue from intragroup sales of $nil, $nil
and $14,983 during the years ended December 31, 2014, 2013 and 2012, respectively, was included net of
related expenses in “Loss from discontinued operations, net of income tax” line in the consolidated statement
of operations and comprehensive income (loss).

The Group’s transactions with the discontinued component were mainly represented by the sales of
coal produced by the BCG Companies to third party buyers through Mechel Trading AG and Mechel-Carbon
AG, which are to be ceased after the disposal. The Group will not have significant continuing involvement in
the operations of the discontinued component after the disposal transaction.

Following the classification of the BCG Companies as held for sale, the fair value of net assets was
determined. The impairment of property, plant and equipment and mineral licenses, net of income tax effect,
of $1,440,021 was recognized to reduce the carrying amount of the assets and liabilities of the discontinued
operations to their fair value less costs to sell for the year ended December 31, 2014.

The results of the BCG Companies presented as discontinued operations in the consolidated
statements of operations and comprehensive income (loss) were as follows for:

Years ended
December 31, 2014 December 31, 2013 December 31, 2012

REVENUE.....eveeet et e 10,762 164,837 240,126
Cost of goods SOId...........cecvvivieiiiiieeec e (23,768) (214,148) (262,036)
Selling, general and adminstrative eXpenses...................... (52,427) (37,509) (59,908)
Interest inCOMe and EXPENSES. ......eo.veevreveriieereaieeseeseienns (3,755) (3,879) (5,895)
Other income and EXPENSES .......cevreivereerrreieeceeeiessre e 1,206 528 (639)
Loss of discontinued operations, before income taxes .. (67,982) (90,171) (88,352)
INCOME taX BENEFit......cocoiieee e 27,654 54,394 54,676
Loss recognised on classification as held for sale .............. (1,440,021) - -
Loss from discontinued operations,

Net of INCOME TaX.....ccceiiviiie e (1,480,349) (35,777) (33,676)
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The carrying amounts of major classes of assets and liabilities of the held for sales companies
presented as discontinued operations in consolidated balance sheets were as follows as of date of disposal
and December 31, 2014:

December 31, 2014 December 31, 2013

Condensed balance sheet selected data

Cash and €ash eqUIVAIENES .............vciiiieiieieis e 1,615 1,603
Accounts receivable, net of allowance for doubtful accounts...........cccccoovveevnns 2,104 5,286
I BNEOTIES . .ottt ettt et et e e et e e e e eee e et eeeeeeeseeeenanaereeeenerenees 1,280 5,416
DEFEITEA INCOME TAX .. vetiieteeee ettt e e et e et e e e e e e e e eet et aes e reeeeeeeeeseresenanes - 9,881
Prepayments and Other CUITENt @SSELS.........covvviveiveriieieecirieee e et 2,504 2,973
Property, plant and eqUIPMENt, NEL..........cceviiiie i e 110,721 -
IMINEIAL TICENSES, NMEL....eeeeeeeeei ettt et et e e e e e e et et ee e eeeeeees e s snanes 1,976,684 -
Other NON-CUITENT ASSEES .. vveveeteeeeeee ettt e e e e e e e e et et e e e e s e e s et reeeeeserenes 34,249 -
Total major classes of assets of discontinued operations...............cccceveeninans 2,129,157 25,159
Loss recognised on classification as held for sale............cccocevveviiiiien e, (1,977,555) -
Total current assets of discontinued OPerations ...........ccccooevevveeirviieesieeninens 151,602 25,159
Property, plant and eqUIPMENT, NEL..........cceviiiiie e - 145,792
IMINEIAL TICENSES, NMEL....eeeiieeeei ettt et e e e e e e e e e e s e ereeeeeeen e e snanes - 1,977,548
Other NON-CUITENT ASSEES .. vveveeteeee et et e e e e e e e e et et e e e e e eee s e e e reeeeeserenas - 33,033
Total non-current assets of discontinued operations.........c.cccceevviiiviieeennn. - 2,156,373
Total assets of discontinued OPErations.............cccevveerieiiiineesie e e 151,602 2,181,532
Short-term borrowings and current portion of long-term debt.............cccoceenns 10,979 6,758
Accounts payable and acCrued EXPENSES .......ccvvvvveieerrieiiieseeee e see e 39,085 49,149
DEfEITEA INCOME LAXES ....ceee et e ettt et e et et e et e e e e e e e see et ereeeereeeeeeeseresenanes 537,535 -
Pension OBIIgatioN...........viiieiieiiie e 55,122 1,813
FINANCE TEASE ..ottt ettt bae s e saebe e - 61
Asset retirement 0blgatioN.........ccoceeiviiiiiie e 6,556 -
Other current lability ..........coviiiiiiiie s 8,355
Total major classes of liabilities of discontinued operations ....................... 657,632 57,781
Reduction in deferred tax liability relating to loss recognized on classification

AS Neld FOr SAlE ... .cveiie i (537,535) -
Total current liabilities of discontinued operations............cccccceeevviieiieeennnn 120,097 57,781
LONG-LErM AEDT ... s - 6,940
Asset retirement 0blgation.........ccceiivviiiie e - 6,568
Pension OBIIgatioN.........c.veiie i e - 47,421
DEfEITEA INCOME LAXES ...t et ee e ettt ee e ettt ee e et e e e e e e e e e et eeee e rereeeseseresenane - 576,578
FINANCE TEASE ....c.vvvii ettt ettt e s st bae s e saebe e - 10
Other non-current lability ...........o.voiiiiie e - 36,074
Total non-current liabilities of discontinued operations...............cccceveeninans - 673,591
Total liabilities of discontinued Operations.............ccoeveiviieerieeerieree e 120,097 731,372

The results of the BCG Companies as discontinued operations were included in the Mining segment.

(d) Disposal of subsidiaries

During the period from February 15, 2013 through February 18, 2013, the Group disposed of 86.6%
interest in Mechel Targoviste S.A., 86.6% interest in Mechel Campia Turzii S.A., 100% interest in Ductil
Steel and 90.9% interest in Laminorul S.A. for a nominal consideration of 230 romanian lei ($0.1 as of the
date of agreement) paid in cash. The disposal is consistent with the Group’s strategy aimed at development
of its core business, in particular consolidating the Group’s leading position as a metallurgical coal producer.
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All companies disposed of were accounted for in the Steel segment. The carrying amounts of major
classes of assets and liabilities of disposed companies as of the dates of disposal were as follows:

February 15-18,

2013

Cash and Cash EQUIVAIENES .........c..viiieiie i st b et e sae s e et e e sbeeeees ssaenaeenseens 547
OB CUITEINT ASSEES ... .t vttt ettt et e et s e et ettt e teeeee e e et e et eeeeeseseses e s eseeeeeeesesseastssaeeeese s nreseeeeesesenesenerenes 106,386
Property, plant and BQUIPIMENT ...........iiiie ettt ae s e e e etae s naesreaenbe s e eesreens 1,530
OthEr NON-CUITENT @SSELS ...ttt sttt et ettt ettt ettt eee bbbt es b e e bt et e see e be bt are e e e s seesbesbeeneeneens 708
CUITENT HIADITITIES ....veiviesee et et e et e e saeere e s e eseessbessbeareaasaeseran (131,456)
NON-CUITENE THADTHTIES ©..vviviie ettt e e s te et e e saeereeesaesneeen (4,083)
QLo ¥ LN Loy [T LT =TSRSS (26,368)
Accumulated currency translation adjustment attributable to disposal of subsidiaries transferred to

the current Period INCOME (0SS) .....vvevreieiitiiiie sttt s ee et e et e e e e e s s e e e sreann e (68,952)
o aTode gL o] LT g o T =T =t) USSR (37,728)
Loss on disposal Of SUBSIAIAIIES ..........cuciiiiiiiiiiie e e (80,312)

The fair value of the Group’s net receivables from the companies disposed of as of the disposal dates
is $nil.

The Group concluded that the companies disposed of did not meet the criteria of discontinued
operations as of December 31, 2013, because the Group expected that after their disposal there will be
significant cash flows from a migration of activities, exceeding a threshold set by the Group of 15% of the
cash flows that would have been expected to be generated by the companies disposed of absent the disposal
transaction. The Group did not have material operations with the disposed companies in 2014.

(&) Goodwill

Balance at DECEMET 31, 2011 .. ueeeeeeeeeeeee ettt e e e e ettt ettt e e e e e e s ettt et eseee sttt reeeenereaneees 1,046,818
Acquisition of Cognor (Note 4(a)), Steel SEgMENT........c.coivviiiiiieerieee e e 61,949
Acquisition of Lomprom (Note 4(b)), Steel SEgMENT..........ccviiiueiiecii e e 12,830
Discontinued operation — Lomprom (Note 4(c)), Steel SEgmMENt.........c.cccvevreiiriiiiiiiieeiieiie e (12,830)
IMPAITMENT (NOLE 24) ....ueiiiiiie ittt et et e b st e ste e b e e s e e ebe e b ae s esaesseesaeeseesnes (361,969)
TrANSIALION ITFRIENCE ... ettt e et e e e e e e e e et eee e e e e e e et ree sttt ereeesenenenes 36,017
Balance at DECEMIDET 31, 2012.......eeeeeeeeeeeee et ee et e e ettt e et et e ee e eere et eereseeese e e eaeees 782,815
IMPAITMENT (NOLE 24) ... ettt e et e bt e e ste e s e e s e e ebe e b ee s esaenseesaeesaesnes (38,310)
Translation AITfEIENCE ...ccviivii i e et re s b b e e e saeer s (56,742)
Balance at DECEMBET 31, 2013 .. ueeeeeieiee oot et e e e e ettt ettt e e e e e e e s ettt e eesess sttt reeeerereaneees 687,763
IMPAITMENT (NOLE 24) ....ve ittt ettt e et bt e e ste e s e e s e e ete e s ee s esaenseesaeesaesnes -
Translation QITfEIENCE ....ccviivii i e ettt ne e e sa e e e saeer s (284,556)
Balance at DECEMDET 31, 2014 .. ueeeeeeeeee oottt e ettt e e e e e e e e st et e e e e ees ettt reeeerereaneees 403,207

Goodwill arising on the above acquisitions is not deductible for tax purposes.

As of December 31, 2014, the gross amount of goodwill and accumulated impairment losses were
$711,088 and $307,881, respectively. As of December 31, 2013, the gross amount of goodwill and
accumulated impairment losses were $995,644 and $307,881, respectively.
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()  Non-controlling interests

The following table summarizes changes in non-controlling interests for the three years ended
December 31, 2014, 2013 and 2012:

Balance at DECEMBDET 31, 2011 .. ueeeeeeeeee oottt e ettt et e e e e e e e st eteeeesees ettt reeeeeeseaeenes 371,337
Purchase of non-controlling interest in existing subsidiaries by the Group.........ccccceevviiiiiiiecvenninens (528)
N oY Vol [V 1 o] SRS 54
Effect of change in ownership of SUDSIAIANIES .........ccveiieiiiiiicie e e 675
Dividends declared to shareholders of Mechel Mining OAO ............cccviiiiieiiviie e (8,026)
Dividends declared to shareholders 0f SKCC..........ccviiiiiiiiiiiice e e (24,087)
Non-controlling share in sUbSIAIArieS” INCOME..........c.ciiiiiiiiieiie e e (317)
TrANSIALION ITFRIENCE ...ttt ettt e e e e e ettt e e e e e e e e e et ree serrereeeeesenenenes 23,168
Balance at DECEMEE 31, 2012.......eeeeeeeeeeeee et ettt e e e ettt et e e e ee e eere e e e reseesee e e eaeees 362,276
Purchase of non-controlling interest in existing subsidiaries by the Group.........cccoceevviiiiiieevneninens (76,080)
Effect from disposal Of SUDSIAIAINIES ..........ccoviiiiiiiciicie s aenne s 37,729
Dividends declared to shareholders 0f SKCC..........ccciiiiiiiieiice e e (8,876)
Non-controlling share in SUbSIAIArieS” INCOME...........oiiiiiriiiiiie st 5,047
Translation AITfEIENCE ...cciiivie i e et e e e sb e e e saeer s (25,751)
Balance at DECEMIET 31, 2013 .. eeeieiieeeeeee ettt e e e et ettt ettt e e e e e e e s ettt e eesese sttt reeeerereareees 294,345
Purchase of non-controlling interest in existing subsidiaries by the Group.........ccccoceevviiiiiiieevenninens -
Sale of subsidiaries’ shares to NON-CONtrolling INLEIESt ..........c.civeiiieiiiiiiie e 66
Dividends declared to Non-controlling iNtErest...........cocvivviiiie e (50)
Non-controlling share in SUDSICIANES” 10SS..........ccviiieiie it (24,308)
Translation AITfEIENCE ...ccviivii i e e et e sbe b e e e saeereas (116,649)
Balance at DECEMBET 31, 2014 .. eeeeeeeeeee oottt et e e e e e e e et e et et e s e ee sttt eeeenereaneees 153,404

At various dates during 2013 and 2012, the Group purchased non-controlling interest in the following
subsidiaries:

Non-controlling interest acquired Cash
Year ended December 31, 2012 Date of acquisition % Amount consideration
1Zhstal .........coooveiiii October 1.63% 435 595
BMP ..o March 0.03% 12 33
(@11 USSP July-August 0.03% 81 4
528 632
Non-controlling interest acquired Cash
Year ended December 31, 2013 Date of acquisition % Amount consideration
TOPM ..o March 0.21% 652 33
KIMIP e August-November 4.40% 37,878 29,158
Mechel Mining OAO ........ccceeevvvvecivecieeen, November 1.31% 3,043 57,986
Effect of changes in ownership of
subsidiaries within the Group ................... November 34,507 -
76,080 87,177

In October 2012, the Group acquired 1.63% of voting shares of Izhstal for $595 paid in cash. The
purchase of non-controlling interest in 1zhstal was accounted for as an equity transaction (Note 19(e)).

In March 2012, the Group acquired 0.03% of voting shares of BMP for $33 paid in cash. The purchase
of non-controlling interest in BMP was accounted for as an equity transaction (Note 19(e)).
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In March 2013, the Group purchased 0.21% of TOPM from noncontrolling shareholders for $33 paid
in cash. The purchase of non-controlling interest in TOPM was accounted for as an equity transaction
(Note 19(e)).

On different dates from August 2013 through November 2013, the Group purchased 4.40% of KMP
from non-controlling shareholders for $29,158 cash consideration. The purchase of non-controlling interest
in KMP was accounted for as an equity transaction (Note 19(e)).

In November 2013, the Group purchased 1.31% of Mechel Mining OAO from the Controlling
Shareholder for $57,986 cash consideration. The transaction was accounted for as an equity transaction

(Note 19(e)). The Group has 99.999995% of voting shares of Mechel Mining OAO as of
December 31, 2014.

5. CASH AND CASH EQUIVALENTS
Cash and cash equivalents are comprised of:

December 31, 2014 December 31, 2013

Cash and cash equivalents from continuing operations

RuUsSian ruble Dank aCCOUNTS........c..veeei et e e e e e e e e e e e e e e re e 16,467 21,642
U.S. doHar DANK GCCOUNTS ......ceie ittt ettt ee et e e e e e e e ee e e e rereeeeeeererenenes 32,058 211,776
EUFO DANK QCCOUNES ...t ettt ettt ettt e e e e e e e st e se e e eeeeesenseenanes 16,346 19,243
Bank accounts in OthEr CUIMTENCIES ......oeeeieree et eee e e e et e et e e e re s e e e 5,250 15,155
(@11 1] ST RURPRPPPRRPRTRTT 679 5,120
Total cash and cash equivalents of continuing operations..............cccccceevvveuenn. 70,800 272,936
Cash and cash equivalents of discontinued operations............c.ccovvevivviiesieennnenn, 1,616 1,603
Total cash and cash eqUIVAIENTS............ccoiieiriieii e 72,416 274,539

As of December 31, 2014, short-term deposits with an original maturity of less than 90 days in the
amounts of $16,373, $6,444 and $280 were included in U.S. dollar bank accounts, Russian ruble bank
accounts and Bank accounts in other currencies, respectively.

As of December 31, 2013, short-term deposits with an original maturity of less than 90 days in the
amounts of $191,438, $6,294 and $280 were included in U.S. dollar bank accounts, Russian ruble bank
accounts and Bank accounts in other currencies, respectively.

As of December 31, 2014, the amount of $1,283 was restricted for use by regulatory requirements.

6. ACCOUNTS RECEIVABLE, NET
Accounts receivables, net are comprised of:

December 31, 2014 December 31, 2013

DOMESTIC CUSEOMELS ...ttt e e ettt e et e e ettt e e e e s e ee s e senene e eeeeeeeesennanes 267,478 491,550
FOrEIGN CUSTOMEIS ...cveivieiie ettt sre e et e s b e e enes 131,386 178,252
Total aCCOUNTS FECERIVADIE .......eeiee ettt e er e 398,864 669,802
Less allowance for doubtful aCCOUNLS .........cevviiiieiiiiiiiie e e (68,493) (81,803)
Total accounts receiVabIe, NEL .........oo v e e 330,371 587,999
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The following table summarizes the changes in the allowance for doubtful accounts for the years
ended December 31:

2014 2013 2012
Balance at beginning of year............ccccocevvevieiine e, (81,803) (73,402) (45,969)
Allowance for doubtful accounts ...........cccceveviiiiveinenns, (34,812) (10,165) (22,528)
Accounts receivable written off .........ccccooovvviiiiiiiieeee, 17,574 3,562 4,209
Effect of disposal of subsidiaries .............cccccvveiivviiennns 6,730 (5,194) -
Allowance for doubtful accounts of acquired entities ...... - - (7,784)
Translation difference ......cocvvvvveveeeiee e, 23,818 3,396 (1,330)
Balance at end Of Year..........cccoceevvviiiviie e, (68,493) (81,803) (73,402)

The increase in the allowance for doubtful accounts in 2014 was due to the deterioration in the
collectibility of customers accounts receivable which was offset against the effect of receivables written off,
disposal of subsidiaries and significant currency translation difference.

7. INVENTORIES

Inventories are comprised of:

December 31, 2014 December 31, 2013

FINISEd gO0US ... .c.veiie ittt 353,651 800,435
Raw materials and purchased Parts ..........cccccvviivevieeriieineseesieeessriesee e 186,556 409,457
WVOTK-IN=PrOCESS. ... vevvee it ettt e e steeetee e st e e ste et s sreaesbe e b e es e e sae e s aanees 100,464 197,976
TOtAl INVENEOTIES.....coee ettt e et e e e e et e e e e e e e e es 640,671 1,407,868

As of December 31, 2014 and 2013, the write-down of inventories to their net realizable value
following the related market price decreases was $35,814 and $68,486, respectively.

The change in the write-downs of inventories by segment for the years ended December 31 is
presented below:

2014 2013 2012
Steel SEGMENT....cveiiviiiieie e (2,726) (3,556) 14,309
MiNiNG SEIMENT. ..c.vveieiiiiiiie e e 7,924 6,017 18,399
ENErgy SEgMENT ......covviiiieiieciie et ee et snie s 581 953 (71)
Total change in the write-down of inventories............. 5,779 3,414 32,637
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8. PREPAYMENTS AND OTHER CURRENT ASSETS
Prepayments and other current assets are comprised of:

December 31, 2014 December 31, 2013

VAT and other taxes reCOVEIabIE. .........ooiv ittt ee e 94,225 241,902
Capitalized 10an origination fEES..........cceviiiiieiiriiieiie e 72,946 51,190
Prepayments and advances for materialS.............cccovveiiiiiivenies e 45,403 60,602
Other TECRIVADIES ... ettt ettt e et e e e et reee s 14,185 44,265
ShOrt-tErM 10ANS ISSUEBT .....evvveeeee e e ettt ee e et e et e e e e e s e e e s rereeeeas 859 7,443
Promissory NOLES FECEIVEA .......coviiiiiieiie ettt - 73
OthEr CUITENT @SSELS ...veiiiiviiie ittt ettt ettt sbe e e e e sba e s saabeaesens 10,696 34,149
Total prepayments and other CUrrent assets ..........c..ocvveveervveiiveneesieesivennns 238,314 439,624

The following summarizes the changes in the allowance for doubtful accounts included in
prepayments, other current assets and advances for materials for the years ended December 31:

2014 2013 2012
Balance at beginning of year............ccccocevvevineiineceenns (34,867) (18,616) (13,007)
(Allowance) Recovery of allowance for doubtful

ACCOUNES ©.vevvietie ettt e etae e e steenaenbe e e e ne e, (3,156) 1,003 (5,051)
Effect of disposal of subsidiaries ............cccccvvveiiviiiiennns - (20,334) -
Other receivable Written off..........cocooveeeee e 21,541 - -
Translation difference ......cocvvvvveveeeiee e, 7,044 3,080 (558)
Balance at end Of Year..........ccccoeeevvviiivivie e, (9,438) (34,867) (18,616)

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. VAT related to purchase transactions, which is not yet reclaimable
against VAT related to sales as of the balance sheet dates, is recognized in the balance sheets on a gross
basis, i.e. as other current assets and taxes and social charges payable. As of December 31, 2014, the
decrease in VAT and other taxes recoverable was due to effects of provision for not recoverable taxes at
DEMP of $31,950, offset of prepaid income tax against taxes liabilities at SKCC of $33,754 and significant
currency translation difference.

The capitalized origination fees on the Group’s loans in the amount of $72,946 and $51,190 as of
December 31, 2014 and 2013, respectively, are being amortized using the effective interest method over the
loan term. The capitalized origination fees are classified between short-term and long-term assets in a
manner consistent with the related debt.
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9. LONG-TERM INVESTMENTS

Long-term investments are comprised of:

December 31, 2014 December 31, 2013

Equity method INVESIMENES..........oiieieiiiieiie s 4,866 7,604
(01 1T ST TP 1,276 -
Total investments in related Parties ..........ccovvevvvivieiiie e e 6,142 7,604
Available-for-sale SECUMTIES ........cccoviviiiiiiiii it 39 374
COoSt MENOT INVESEMENES ...ttt et e e e e e e e e et e e e e e e ereeeeeeerere e 2,812 8,393
(@)1 1] ST TSP 1,209 6,020
Total other long-term iNVESTMENTS.........cc.cciviiieiie e 4,060 14,787
Total 1oNg-term INVESEMENTS.......covviiiiie e e 10,202 22,391

The proceeds from sale of available-for-sale securities and the gross realized loss that have been
included in earnings as a result of this sale in 2014 comprised $220 and $299, respectively ($1,108 and
$3,787, respectively, in 2013).

(@) Equity method investments

Equity method investments are comprised of:

Percent voting shares held at Investment carrying value at
December 31, December 31, December 31, December 31,

Investee 2014 2013 2014 2013
Mechel Somani Carbon (Mining segment)........... 51% 51% 701 535
TPTU (Mining SEgMENt) .......oovevveriveereainsineenns 40% 40% 2,754 4,451
TRMZ (Mining Segment) ........cccoocvevrveeiveaivnsineenns 25% 25% 1,411 2,401
BWS Bewehrungsstahl GmbH (Steel segment).... - 36% - 217
Total equity method investments............c.......... 4,866 7,604

On December 7, 2012, the Group won an auction to acquire 74,195 common shares (73.33% of the
total common shares or 55% of the total shares) of Vanino Sea Trade Port OAO (“Port Vanino”), the largest
seaport in Khabarovsk Krai, located in the Tatar Strait in Russia, for 15.5 billion Russian rubles ($501,444 as
of the auction date). The Group’s purpose of this transaction is to get a long-term access to the transshipment
facilities of the largest seaport in Khabarovsk Krai in order to secure coal sales to the Group’s major
customers in Southeast Asia, which will grow in the future along with the increasing volumes of coal
production at Elga coal deposit.

On January 9, 2013, the shares of Port Vanino were transferred to the Group and the Group made cash
payment of 15.5 billion Russian rubles ($486,827 at average 2013 U.S. dollar to Russian ruble exchange
rate). On the same date, 72,780 of the acquired shares were sold to several foreign investors and related party
(“Investors™). The aggregate consideration was 15.2 billion Russian rubles ($477,408 at average 2013
U.S. dollar to Russian ruble exchange rate). The main reason for the immediate resale of the vast majority
shares acquired at the auction was the significant amount of cash needed to be paid for the controlling stake.
On January 28, 2013, the Group acquired additional 21,892 common shares (21.64% of the total common
shares or 16.23% of the total shares) and 16,039 preferred shares (47.56% of the total preferred shares or
11.89% of the total shares) of Port Vanino from a minority shareholder. The consideration for the preferred
shares was 275 million Russian rubles ($8,635 at average 2013 U.S. dollar to Russian ruble exchange rate)
and was fully paid. The consideration for the common shares was 4.77 billion Russian rubles ($149,774 at
average 2013 U.S. dollar to Russian ruble exchange rate) and was paid on October 23, 2013 and included an
interest payment in the amount of $6,171.
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The purchases resulted in 23,307 common shares and 16,039 preferred shares being held by the Group
as of January 28, 2013. These shares represented 29.2% of the total share capital of Port Vanino, or 23.04%
of the total common shares, which enabled the Group to have significant influence over the operations of the
investee. This acquisition was accounted for using the equity method of accounting in accordance with
ASC 810 and included within long-term investments in related parties starting from January 28, 2013 till
October 23, 2013 when 21,892 common shares and 16,039 preferred shares were sold to a third party for
5.04 billion Russian rubles ($158,427). During this period, income earned by the Group on this investment
amounted to $3,306 and was included in the carrying amount of the investment under the equity method of
accounting. The remaining shares of Port Vanino were sold to third parties and a related party (Note 10(c)) in
July 2013 (810 common shares or 0.60% of the total shares) and, in December 2013 (605 common shares or
0.45% of the total shares), for the aggregate consideration of $9,282.

The cost of the investment disposed of in the year ended December 31, 2013 is equal to $642,389 and
income on sale in the amount of $2,728 was recognized in the consolidated statement of operations and
comprehensive income (loss).

Mechel Somani Carbon Private Limited shares are owned by Mechel Carbon AG. The core business is
distribution of metallurgical coals on the Indian market. The noncontrolling interest holders of 49% of the
shares have substantive participating rights.

TPTU (Tomusinskiy Transportation Management Center) shares are owned by SKCC. The core
business is provision of transportation services both to the Group’s subsidiaries and third parties.

TRMZ (Tomusinskiy Auto Repair Shop) shares are owned by SKCC and its subsidiaries. TRMZ
provides repair services to the Group’s subsidiaries.

The core business of BWS Bewehrungsstahl GmBH is cutting and processing steel products. Cognor
owned 36% of the shares of BWS Bewehrungsstahl GmBH until December 15, 2014. The shares of BWS
Bewehrungsstahl GmBH were sold by the Group to third parties for the consideration of $93.

Summarized financial information on equity method investees as of December 31, 2014, 2013 and
2012 and for the years then ended is as follows:

Income data 2014 2013 2012

Revenues and other iNCOME .........cvvvveeeeeeee e 36,708 116,967 57,268

Operating iINCOME..........civiieeiie e esties e e 1,144 17,508 3,664

NEE INCOME ..ottt 480 12,051 2,101
At December 31, At December 31,

Balance sheet data 2014 2013

CUIMENT ASSELS.....ieiiie i iie ettt e e e e e e e e e e e e reeeeeeeeaen, 14,244 24,619

NON-CUITENE ASSELS......coiieieeiieeeee e, 5,485 9,520

Current HabilitieS ....oooe et 5,394 10,824

Non-current Habilities .........oovvvvviiviiiieiiieiee e, 376 623
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The following table shows movements in the equity method investments:

DIECEIMDET 31, 2011 .. oeeeeieieiee oottt e et e e e e e e ettt eeeeeeeeser et e teteeteeeerere s rarerereeena, 8,150
Investment in BWS Bewehrungsstahl GMBH ...........cc.oiiiiiiiiieii e et e 408
DiISPOSAL OF RIKT ..eiiiii ittt ettt ettt ettt e s e s te et es e e sbe e steessaesbeesbb e naesbeessbeareens (822)
Translation QITFEIENCE ......ciivii i e et ste s saeereesbe b e b e e sre e, 379
[ To =T o [OOSR (737)
S g T= AT o] L= SR RTSPR 475
DIECEIMDEE 31, 2002 . ooeeeieeeeee oottt e ettt e et e e e e sttt et ereseeeee et eteteeeeeea eeeeerere s rerereeeeena, 7,853
INVESTMENT 1N POt VANINO .. ..ottt et e e e e e e e e ettt teeeee e e es e reeteeeeseeeneresesereren, 639,082
DisSp0Sal OF POIt VaNINO ......veiiiiieciicie ettt te et e e ste et e aeete saesneessaeseesreen et (642,389)
Effect of consolidation of fOrmer aSSOCIALE ..........ccevuiiieiiiiiieiie st (24)
Translation QITFEIENCE ......coiviiii e et ste s saeereesbe b e s aeste e, (507)
[/ To =T o [ OSSPSR -
SAIE 1N N I COMIE .. ettt ettt e e et e e et ettt e e ee e e s ettt et eeeeeees et seseeeeeeeareseeeeesesene s erenereeees 3,589
[ LETot=T 0 0] o 1= e A 0 1 SR TTTOTPRPTRTR 7,604
Disposal of BWS Bewehrungsstahl GMBH..........c.ccccoiiiiiiiiiiiiie e e (43)
Translation QITFEIENCE .....cciiviiii i et ste s saeereerbe b e s eesre e, (2,971)
[ To =T o [ O ROSURRUSR -
SHAE IN NMELINCOME .....viiiie ettt ettt e e et e e et e e e e s te e ebae s e sbeseeeneeesae s sbeareeeseeens 276
DECEIMDIEE 31, 2014 ..ottt e et e e e et e et e e e e e e eeeee et teeeeeeera eeeeerere s rerereeeeana, 4,866

During the years ended December 31, 2014, 2013 and 2012, the Group received cash dividends of
$nil, $nil and $737, respectively.

(b) Cost method investments
Cost method investments represent investments in equity securities of various Russian companies,
where the Group has less than a 20% equity interest and no significant influence. As shares of those Russian

companies are not publicly traded, their market value is not available and the investment is recorded at cost.

The investments were not evaluated for impairment because the Group did not identify any events or
changes in circumstances that may have a significant effect on the fair value of these investments.

During the years ended December 31, 2014, 2013 and 2012, the Group received the dividends from
these investments in the total amount of $1, $285 and $25,981, respectively, that was recorded in Other
(expenses) income, net (Note 23).

(c) Available-for-sale securities

Investments in available-for-sale securities were as follows as of December 31, 2014:

Fair Unrealized Unrealized

Cost value gains losses
EQUIty SECUNITIES......cvveiveeceiiiie e 55 39 - (16)
Total available-for-sale securities .............. 55 39 - (16)
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Investments in available-for-sale securities were as follows as of December 31, 2013:

Fair Unrealized Unrealized

Cost value gains losses
EQUIty SECUNITIES......cvviieveiiiie e 1,683 374 - (1,309)
Total available-for-sale securities............... 1,683 374 - (1,309)

As of December 31, 2014 and 2013, available-for-sale securities represented investments in equity
securities of well-established Russian energy companies.
10. RELATED PARTIES

During the years ended December 31, 2014, 2013 and 2012, the Group had the following transactions
and current balances in settlement with related parties:

2014 Balances at December 31, 2014
Financing
provided Total
Other (received), Receivable Payable  outstanding,
Purchases Sales gain/(loss) net from to net
Related metallurgical plants... 114,432 105,721  (32,076) - 6,838  (13,835) (6,997)
Metallurg-Trust..........cccevenee, - - 479 - - - -
TPTU e 4,435 90 - - 12 (222) (210)
TRMZ ..., 2,103 1,985 - - 179 (547) (368)
51011 1: 14| IR 17 - - - 847 @an 830
Calridge Ltd.......cccooovervvinnnns - 3 (2,895) - 4 - 4
Port Vanino..........ccceceveveeen., 21,871 3,053 9 - - - -
Coalmetbank...........cccovevenn, 662 355 39 - 27 42) (15)
Controlling Shareholder ........ - - (206) - 16 - 16
(071115 R 2,632 803  (6,584) - 1,380 (869) 511
Total oo 146,152 112,010  (41,234) - 9,303  (15,532) (6,229)
2013 Balances at December 31, 2013
Financing
provided Total
Other (received), Receivable Payable  outstanding,
Purchases Sales gain/(loss) net from to net

Related metallurgical plants... 613,364 168,956 (517,685) - 33,022  (75,448) (42,426)
Metallurg-Trust..........cccevenen, - 61,066 (195,656 - - Q) (D)
TPTU. oo, 5,888 161 - - 5 (560) (555)
TRMZ oo 2,063 1,879 - - 253  (1,176) (923)
SOMANT v 1,420 - - - 1,231 - 1,231
Calridge Ltd.......cccoecvvvvvennnns - 1 564 - 3,863 - 3,863
Port Vanino..........ccceceveveeen., - 4,010 11,638 (204) 2,244 (221) 2,023
Controlling Shareholder ........ - - - - - (29,466) (29,466)
(071115 R 956 998 (688) - 16,174 (92) 16,082
Total oo 623,691 237,071 (701,827) (204) 56,792 (106,964) (50,172)
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2012

Financing

provided

Other (received),

Purchases Sales gain/(loss) net

Related metallurgical plants.............coovvevieiviiiiie e 874,135 413,958 (853,911) -
MELAHUIG-TTUSE....cvveece e 441 316,017 - -
L] o | PSPPI 32,351 - - -
L 2 1L O SURPRPRS 5,210 209 - -
TRIMZ . 4,509 1,630 - -
SOMIAN ettt ettt ettt e e et et e e eeesee e e e reeeeesenerrennanes - 6,144 - -
ONEE ettt 405 359 (798) 3,902
TOMAl oo 917,051 ~ 738,317 (854,709) _ 3,902

(a) Transactions with the related metallurgical plants

In the second half of 2009, certain Russian and foreign metallurgical plants and trading companies,
which were formerly part of the Estar Group or controlled by the Estar Group shareholders (“the related
metallurgical plants”) became related parties to the Group through Mechel’s representation on the board of
directors, management and other arrangements. In 2009, the companies that had business transactions with
the Group were as follows: Volga Fest, Rostov Electrometallurgical Plant, Vostochnaya Mine, Experimental
TES, Zlatoust Metallurgical Plant (“ZMP”), Guryevsk Metallurgical Plant (“GMP”), Volgograd Small
Diameter Pipe Plant (“VSDPP”), and Engels Pipe Plant (“EPP”). In addition, in 2010, the Group started
transactions with Donetsk Electrometallurgical Plant (“DEMP”), Invicta Merchant Bar, Metrus Trading
GmbH, MIR Steel, Nytva, Estar Egypt for Industries. In 2012-2014, the Group continued its operations with
the related metallurgical plants, but, in 2013-2014, the volume of these transactions declined significantly.
These transactions were carried out in the joint interest of both parties in expanding the Group’s operations
and products range on the steel market and allowing the related metallurgical plants access to the Group’s
strong supply and sales network.

In August 2011, the Group acquired 100% of Invicta Merchant Bar Ltd., a steel plant located in
Queenborough, the United Kingdom. In December 2011, the Group acquired DEMP (Note 4(c)).

During the years ended December 31, 2014, 2013 and 2012, the Group had the following transactions
and current balances in settlement with the related metallurgical plants:

. Re-selling of goods purchased by the Group either from third parties or entities of the former Estar group
to the related metallurgical plants. Proceeds related to these sales amounted to $3,860, $25,869 and
$222,794 in the years ended December 31, 2014, 2013 and 2012, respectively.

For part of such transactions, the Group determined that it functioned as a principal, and the amounts
of $3,115, $14,304 and $211,154 were included in revenue from sale of goods in the consolidated
statements of operations and comprehensive income (loss) for the years ended December 31, 2014,
2013 and 2012, respectively.

For the other part of such transactions, the Group determined that their results should be recognized as
operating gains. Therefore, they are reported, net of related costs, within other operating income
(expenses), net in the consolidated statements of operations and comprehensive income (loss) in the
amount of $85, $1,455 and $1,845 for the years ended December 31, 2014, 2013 and 2012,
respectively.

. Revenues from sales of products manufactured by the Group and services rendered to the related
metallurgical plants amounted to $102,605, $154,653 and $202,805 for the years ended
December 31, 2014, 2013 and 2012, respectively.
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. Cost of the related metallurgical plants’ products used in the Group’s production amounted to $32,516,
$100,201 and $104,978 for the years ended December 31, 2014, 2013 and 2012, respectively.

. Cost of goods produced by the related metallurgical plants and further sold by the Group to third party
customers amounted to $81,915, $513,163 and $769,157, including transportation costs, for the years
ended December 31, 2014, 2013 and 2012, respectively. For such transactions, the Group determined
that it functioned as a principal, and the amounts of $83,149, $570,511 and $847,745 were included in
revenue from the sale of goods in the consolidated statement of operations and comprehensive income
(loss) for the years ended December 31, 2014, 2013 and 2012, respectively.

The related metallurgical plants used raw materials and semi-finished goods purchased from the
Group in their production. The Group concluded that its sales to the related metallurgical plants and the
Group’s purchases from these entities were not in contemplation with each other and are reported separately
in the statement of operations and comprehensive income (l0ss).

In the second half of 2011, the Group’s operations with certain related metallurgical plants (namely
VSDPP, EPP and MIR Steel) started to be carried out on tolling terms. In 2013, such operation started with
other related metallurgical plants (namely ZMP, GMP, Nytva). Revenues from sales of products (steel pipe,
basis steel coils and sheets, long steel) manufactured by the related metallurgical plants for the Group under
the tolling agreements amounted to $151,105, $331,419 and $413,087 for the years ended December 31,
2014, 2013 and 2012, respectively. The related cost of goods sold for these transactions amounted to
$137,288, $333,963 and $403,492 for the years ended December 31, 2014, 2013 and 2012, respectively. This
cost includes cost of tolling services provided by the related metallurgical plants of $27,772, $57,319 and
$47,351 for the years ended December 31, 2014, 2013 and 2012, respectively.

In November 2011, the owners of the related metallurgical plants and the Group entered into a loan
agreement pursuant to which a loan of $944,530 was granted by the Group. The loan consists of several
tranches which bear interest at the range of 1-8.5% p.a. To secure the loan, shares in the major related
metallurgical plants (or shares in parent companies of such metallurgical plants) were pledged. The proceeds
from this loan were used by the related metallurgical plants to repay most of the accounts receivable owed to
the Group. According to the loan agreement, in the event that the loan is not repaid at maturity
(September 30, 2012), the Group is entitled to enforce the pledge over the pledged related metallurgical
plants assets and thereby take control of these assets subject to approval from the Russian Federal
Antimonopoly Service.

In September 2012, the Group extended the term of the loan for additional nine months from
October 1, 2012, the pledges and guarantees remained the same. From September through December 2012,
the loan was partially repaid in the amount of $213,363. To make this repayment, the owners of the related
metallurgical plants used the proceeds received by them from the Group for the sale of Cognor and proceeds
under a security deposit, as discussed further below.

As of December 31, 2012, the loan balance amounted to $896,445, out of which $15,405 represented
interest accrued on extended loan. The interest accrued on the loan amount before the extension was repaid
in full. During the year ended December 31, 2013, $5,000 were repaid and the owners of the related
metallurgical plants returned the security deposit paid by the Group in the end of 2012 for the acquisition of
some assets pledged under the loan agreement.

The Group evaluates the recoverability of the loan amount based on the fair value of the pledged assets
which, as of December 31, 2014 and 2013, was $nil. This resulted in a $832,013 and $888,015 provision for
amounts due from related parties under this loan as of December 31, 2014 and 2013, respectively. The Group
has not taken possession of assets provided as collateral because these entities are burdened with substantial
amount of debt.

43



MECHEL OAO
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
As of December 31, 2014 and 2013, and
for each of the three years in the period ended December 31, 2014
(All amounts are in thousands of U.S. dollars, unless stated otherwise)

Based on the combined design of the above mentioned loan and trading agreements, the Group has
determined that the related metallurgical plants are Variable Interest Entities (“VIEs”), and that the Group is
not the primary beneficiary of the related metallurgical plants. The Group is limited in its exposure to risks
by the net amounts receivable from the related metallurgical plants.

During the years ended December 31, 2014, 2013 and 2012, the Group had the following transactions
and current balances in settlement with the related metallurgical plants:

2014 2013 2012

Revenues
Steel segment products Sales..........c.ccoevveiiveiiieniesiiennens 68,201 103,825 346,938
Mining segment products SalesS...........cccvvvevieiiieiiveiinnnns 258 1,956 3,981
Other TEVENUES™ ...ttt ee e e e e ree e 37,262 63,175 63,039
TOtal FEVENUES ..cceeeeeeee e, 105,721 168,956 413,958
Costs and expenses
Cost of goods for resale, production and

OPErating EXPENSES....cevvverrveerieesieerrarieeseessressreeeeasee, 106,031 588,755 842,253
Transportation EXPENSES .........evveivereeseeieerieessreseeaneen, 8,401 24,609 31,693
Other eXpenses/(QaiNS) .......cvvervveeiverieriresieesiee e esreesieens (349) - 189
Provision for amounts due from related

metallurgical plants...........ccoveviiie i, 32,425 517,724 919,113
TOtal EXPENSES ....veivvieeiee et ste st 146,508 1,131,088 1,793,248
* including power segment sales and services provided to related metallurgical plants by all segment companies.

As of December 31, 2014 and 2013, the Group had the following current balances in settlement with
related metallurgical plants:

December 31, 2014 December 31, 2013

Assets

Trade aCCOUNES FECERIVADIE ......veveeeeiee ettt e 6,544 17,073
Prepayments and Other CUITENt @SSELS.........covviiviveereieirisieee e 294 15,949
TTORAD BSSEES ...ttt ettt ettt e e e e e e e e e ettt e e e e e e ee et areaes 6,838 33,022
Liabilities

Trade accounts PAYADIE .........cccovviiiiii i 13,488 74,384
Advanced received and other payables .............ccoovieeviiiiniiicie e 309 1,043
LoNg term PaYableS .......veeviiiiiciiees e s 38 21
TOtAl AP TEIES. .. veeeeeeee e et e e e e e e e e s e 13,835 75,448

As of December 31, 2014 and 2013, the amounts of trade accounts receivable and prepayments and
other current assets were reduced by $508,083 and $544,478, respectively, of allowance for doubtful
accounts. The allowance for doubtful accounts was recognized based on the Group’s estimates of future cash
inflows from these balances. As of December 31, 2014 and 2013, the amounts of accounts receivable fully
covered by the allowance included amounts receivable of $431,723 and $470,809, respectively, described
below. In December 2013, the Group, related party (an entity wholly owned by the Controlling Shareholder)
and the related metallurgical plants signed an assignment agreement. Under that agreement, the Group
assigned to its related party the right to collect amounts due from the related metallurgical plants with the
nominal value of $470,809, and the related party is to repay this amount to the Group through
November 2017.
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Inventories in stock purchased from these entities amounted to $10,206 and $38,443 as of
December 31, 2014 and 2013, respectively.

(b) Metallurg-Trust

In 2010, the Group started transactions with a trading company, Metallurg-Trust, a party which can be
significantly influenced by the Group through business relationships. Metallurg-Trust is mostly involved in
reselling the goods produced by the Russian metallurgical plants described in Note 10(a) above on the
domestic market and supplying raw materials and semi-finished goods.

During the years ended December 31, 2014, 2013 and 2012, the Group’s sales of pig iron, semi-
finished goods, coal and chrome produced by the Group’s entities for further supply to the Russian
metallurgical plants mentioned above to Metallurg-Trust amounted $nil, $61,066 and $316,017, respectively.

As of December 31, 2014 and 2013, the amounts of accounts receivable from Metallurg-Trust fully
covered by the allowance were $110,391 and $190,388, respectively. The allowance was created against the
amount of trade receivables based on the Group’s expectation of future cash inflows.

(c) PortVanino

During the year ended December 31, 2013, the Group sold all of its shares of Port Vanino (Note 9).
The ordinary shares were partly sold to the Group’s related parties: the Controlling Shareholder and
Calridge Ltd., a company wholly owned by the Controlling Shareholder, for $5,950 (0.67% of the total
shares or 0.9% of the total common shares) and $3,969 (0.45% of the total shares or 0.6% of the total
common shares), respectively. As of December 31, 2013, the outstanding balance from Calridge Ltd. to the
Group amounted to $3,863. As of December 31, 2014, the outstanding balance from Calridge Ltd. to the
Group amounted to $2,250 and it was fully covered by the allowance. In June 2014, the Group recalled some
of its representatives from the Board of Directors of Port VVanino and since that date Port Vanino is no longer
considered to be a related party to the Group.

In August 2013, the Group received short-term ruble-denominated loan from Port Vanino in the
amount of $13,722 at interest rate of 9.6% p.a. As of December 31, 2013, the Group’s liability under this
debt in the amount of $221 was included in payables to related parties, the loan was fully repaid in 2014. The
amount of interest expenses incurred under this loan totaled $286 for the year ended December 31, 2013.

As of December 31, 2013, the Group had receivables from Port Vanino in the amount of $2,244.
During the period from January through May 2014 and the year ended December 31, 2013, the Group’s sales
of raw material and transportation services to Port VVanino amounted to $3,053 and $4,010, respectively, the
Group’s purchases of services from Port Vanino amounted to $21,817 and $nil, respectively. Other income
earned by the Group from transactions with Port Vanino comprised $2,274 during the year ended
December 31, 2013.

(d) Usina Siderurgica do Para Ltda (Usipar)

Usipar is a steel company located in Brazil, owned by the Controlling Shareholder, and it became a
related party of the Group in September 2010. During the years ended December 31, 2014, 2013 and 2012,
the Group’s purchases of pig iron from Usipar amounted $nil, $ nil and $32,351, respectively, and the
Group’s sales of coke and other raw materials to Usipar amounted $nil, $nil and $ nil, respectively. The
Group further sold such pig iron to third party customers. For such transactions, the Group determined that it
functioned as a principal, and the amounts of $nil, $ nil and $34,820 were included in revenue from the sale
of goods in the consolidated statement of operations and comprehensive income (loss) for the years ended
December 31, 2014, 2013 and 2012, respectively.
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As of December 31, 2014 and 2013, the Group had no trade accounts receivable from Usipar either
prepayments made to Usipar. During the year ended December 31, 2012, Usipar repaid all amounts due to
the Group.

() Tomusinskiy Transportation Management Center (TPTU)

The Group subsidiaries own 40% of the ordinary shares in TPTU, which provides transportation
services. During the years ended December 31, 2014, 2013 and 2012, the Group purchased transportation
services in the amounts of $4,435, $5,888 and $5,210, respectively.

()  Tomusinskiy Auto Repair Shop (TRMZ)

The Group subsidiaries own 25% of the ordinary shares in TRMZ, which provides auto repair
services. During the years ended December 31, 2014, 2013 and 2012, the Group purchased repair services in
the amounts of $2,103, $2,063 and $4,509, respectively.

(g) Coalmetbank

Coalmetbank (formerly referred to as Uglemetbank) is a middle size regional bank, which provides
cash settlement services for the Group. The Group treats Coalmetbank as a related party to the Group from
the second half of 2014 because part of its shares is owned by the Group’s key management and the
Controlling Shareholder. During the period when Coalmetbank was a related party in 2014, the Group’s
purchases of banking services amounted to $662. The outstanding cash balance in Coalmetbank was $38,802
as of December 31, 2014.

(h)  Other

During the year ended December 31, 2013, the Group signed a number of re-assignment agreements
with respect to the accounts receivable due from the related metallurgical plants and Metallurg-Trust in the
total amount of $99,367. The Group disclosed the balances due from assignees as receivables from related
parties. As a result of the re-assignment transactions, the Group received cash of $81,285. As of
December 31, 2013, the balance due from related parties amounted to $18,082 and was to be paid within
180-365 days from the date of the agreement. As of December 31, 2014, the balance due from related parties
amounted to $5,084 and was provided for based on the Group’s expectation of future cash inflows. The re-
assignment transactions had no effect on the consolidated statement of operations and comprehensive income
(loss) for the years ended December 31, 2014 and 2013.
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11. PROPERTY, PLANT AND EQUIPMENT, NET

Property, plant and equipment, net are comprised of:

At December 31,

At December 31,

2014 2013

o PSSRSO 48,601 93,992
Buildings and CONSITUCLIONS..........ccivviiiiiieiirieesseesiiee e et e e 993,251 1,451,860
TTANSTEE HEVICES ..ooeeeeieee ettt ettt et e e e et e e ettt et e e eeereeanes 69,466 118,563
Operating machinery and eqUIPMENL...........cooveiiiiriiiiiie e 1,578,227 2,480,728
Transportation equipment and VENICIES ............covviiviieiiiiciice e 555,529 903,342
Tools, furniture, fiXtUres and OthEr ..o e 45,971 53,355

3,291,045 5,101,840
Less: accumulated depreCiation ............cccvveeviiiiieie e (1,333,406) (2,012,800)
Operating property, plant and equipment, NEt..........cccoveviivieeiee e e 1,957,639 3,089,040
Mining plant and eQUIPMENT ..........covviiie i e e 220,106 365,315
Less: accumulated depletion..........cccoivviiiiie i s (46,234) (73,435)
Mining plant and equUIPMENT, NEL.........cccccvevieiie e e 173,872 291,880
CONSIUCTION=IN-PIrOGIESS ....veevviesireitre e strestaeseesteestae e ereessbesaesre e e esreesaeesaeenreeses 1,812,916 3,345,196
Property, plant and equipmeNt, NEt............ccoive i e 3,944,427 6,726,116

Included within construction-in-progress are advances to suppliers of equipment of $30,267 and
$60,872 as of December 31, 2014 and 2013, respectively. During the years ended December 31, 2014 and
2013, the Group incurred interest expenses of $938,071and $968,029, respectively, of which interest
capitalized in the cost of property, plant and equipment was $144,843 and $227,429, respectively. The
depreciation charge amounted to $322,747 and $366,850 for the years ended December 31, 2014 and 2013,
respectively.

Mining plant and equipment, net included mining construction in progress in the amount of $97,043
and $152,075 as of December 31, 2014 and 2013, respectively.

Construction-in-progress includes costs of acquisition of property, plant and equipment and may
include the capitalized costs necessary to deliver the asset to its intended location and prepare it for its
productive use. The internally developed assets at construction-in-progress stage may also include material,
direct labor costs, and allocable material and manufacturing overhead costs clearly related to the
construction.

Property, plant and equipment, net includes capitalized costs related to the Elga project (construction-
in-progress as well as mining plant and equipment and operating property, plant and equipment). The amount
of capitalized costs related to the Elga project (coal deposit complex, railroad, bridges, roads, etc.) were
$1,678,976 and $2,515,707 as of December 31, 2014 and 2013, respectively. The decrease in capitalized
costs of the Elga project is related to devaluation of the Russian ruble against the U.S. dollar.

The Group decided to abandon and dispose of certain production equipment as a result of changes in
its production strategy. For the year ended December 31, 2014, the loss resulting from write-off of
equipment amounted to $17,395 out of which $8,560, $5,975 and $2,860 related to the Mining, Steel and
Energy segments, respectively. For the year ended December 31, 2013, the loss resulting from the write-off
of equipment amounted to $17,254 out of which $16,358 and $896 related to the Mining and Steel segments,
respectively.

47



MECHEL OAO
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

As of December 31, 2014 and 2013, and
for each of the three years in the period ended December 31, 2014

(All amounts are in thousands of U.S. dollars, unless stated otherwise)

According to the results of the impairment analysis of long-lived assets, impairment losses of
$120,237, $177,417 and $245,908 were recognized by the Group for the years ended December 31, 2014,
2013 and 2012, respectively (Note 24).

12. MINERAL LICENSES, NET

Mineral licenses, net are comprised of the following:

December 31, 2014 December 31, 2013

(0001 o (=10 To ] | OSSP UPPPUSURT 942 556 1,620,693
IFON OF8 HEPOSILS. .. vvevveiieitietie ettt sttt et b e e sbe s enes 48,703 83,868
LimeStONE EPOSIES. ...vviveivieriie et st ettt s sabe b e e r e 1,539 2,645
QUAIZITE AEPOSITS. .. veiviiiiecie ittt ettt e sbe e e e et e are e 166 286
Mineral licenses before depletion............ccccvvvieiie i 992,964 1,707,492
Accumulated depletion............cccviieiiiiieiie e (273,013) (414,022)
MINEFAl TICENSES, NEL ...ttt et e e e e e e e e e e e e e s 719,951 1,293,470

Most of existing mineral licenses were recorded upon acquisition of mining subsidiaries. Fair values
of mineral licenses pertaining to the appraised underlying mineral assets at the date of acquisition were
determined by the Group based on appraisals performed by independent mining engineers for each
acquisition date.

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. No residual value is assumed in the mineral
license valuation.

To determine the value of the mineral licenses as of December 31, 2014, the Group used quantities of
underlying mineral assets, production data and other factors, including economic viability and any new
exploration data.

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 require 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 2037, with the most significant licenses expiring between 2016 and
2024, and management believes that they may be extended at the initiative of the Group without substantial
cost. Management intends to extend such licenses for deposits expected to remain productive subsequent to
their license expiry dates.

The Group holds the license for the development of the Elga coal deposit, located in the Far Eastern
part of the Russian Federation. The current license expires in 2020 and is subject to renewal conditioned
upon complying with certain commitments and obligations undertaken by the Group under the Purchase and
Sales Agreement and the license requirements. The license terms were amended in June 2013, and the Group
is required to meet the following construction deadlines and operational milestones: (a) complete
construction of the first phase of the Elga coal complex by August 1, 2017; (b) reach annual coal production
capacity of 9.0 million tonnes by August 1, 2018; (c) reach annual coal production capacity of
18.0 million tonnes by December 31, 2021; and (d) commission a coal washing plant with an annual capacity
of 9.0 million tonnes by December 31, 2017. All amendments of the terms of the license were approved by
the Ministry of Natural Resources and Ecology.
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The Group has significant commitments for the construction of the railway (Note 26). Management
believes that as of the date when the financial statements were issued, the Group is in compliance with the
requirements and commitments set by the license.

13. OTHER NON-CURRENT ASSETS

Other non-current assets are comprised of the following:

December 31, 2014 December 31, 2013

Advance payment to non state pension fund............cccoceviviiininie e 9,866 17,177
INtaNQibIE ASSELS, NEL......iiiviiieiciicie e e 8,898 14,226
Deferred assets from sale and 1838 DACK.........cccvevieeiieeiee et 7,175 11,582
Capitalized 10an origination fEES..........cceiviiiiiiieiiieies e 921 82,375
(@] 1] SO TP 3,593 2,501
Total other NON-CUITENTt @SSEES .......coeie ettt 30,453 127,861

As of December 31, 2014 and 2013, advanced payments of $9,866 and $17,177 were made by
Yakutugol in terms of agreed pension benefit program to Mechel Fund non-state pension funds (Note 17).

As of December 31, 2014 and 2013, the gross carrying amount of intangible assets was $15,281 and
$21,289, respectively. As of December 31, 2014 and 2013, the accumulated amortization of intangible assets
was $6,383 and $7,063, respectively.

As of December 31, 2014 and 2013, the amounts of $921 and $71,815, respectively, related to
capitalized origination fees on bank loans that were recorded as a non-current asset, and are being amortized
using the effective interest method over the loan term (Note 14). The capitalized origination fees are
classified between short-term and long-term assets in a manner consistent with the related debt. The Export
Credit Agency (“ECA”) fees capitalized within loan origination fees amounted to $nil and $10,560 as of
December 31, 2014 and 2013, respectively. The ECA fees are the export credit insurance cover issued by the
respective Export Credit Agency acting as an intermediary between national governments and exporters to
issue export financing.
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14. DEBT

December 31, 2014

December 31, 2013

Short-term borrowings and current portion of long-term debt Amount Rate p.a., % Amount Rate p.a., %
Russian ruble-denominated:
Banks and financial institutions ...........cccccceveveveievnneenenn, 205,094 8.0-27.0 201,836 9.0-15.3
BONOS ISSUE......co ittt e e et ee e e e e e eeee e 48,075 135 - -
Corporate [eNAEIS.......vvciveiieeiie v e 1,154 6.4 2,397 8.3-10.0
TOLAl oo 254,323 204,233
U.S. dollar-denominated:
Banks and financial institutions ............cccveveveveveieiiiiinenn 4 - 128,771 2.3-8.0
TOtAL oo 4 128,771
Euro-denominated:
Corporate [eNAEIS........ecieiieeie e 3,160 2.8 4,833 2.8
TOLA o) 3,160 4,833
Kazakh tenge-denominated:
Banks and financial institutions ............ccceveveveveiiiiiiinenns - - 10,416 9.5
LI - | RO - 10,416
Turkish lira-denominated:
Banks and financial institutions ............cccveveveveveiiiieiinenn - - 2,126 9.0
LI - | TR - 2,126
Czech krona-denominated:
Corporate [eNAEIS.......vvciveiie e v e 487 2.5 - -
o) = 487 -
Total short-term borrowings .........cccoeveevvviieniesineceiie e, 257,974 350,379
Current portion of long-term debt including debt with

loan covenant violations of $4,297,512 in 2014............ 6,420,575 1,127,775
Total short-term borrowings and current portion of

long-term debt including debt with loan covenant

(V710! F=1 o] TR 6,678,549 1,478,154
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The weighted average interest rate of the ruble-denominated short-term borrowings as of
December 31, 2014 and 2013 was 14.3% and 9.4% p.a., respectively. The weighted average interest rate of
the U.S. dollar-denominated short-term borrowings as of December 31, 2013 was 7.1% p.a. The weighted
average interest rate of the euro-denominated short-term borrowings as of December 31, 2014 and 2013 was
2.8% p.a. The weighted average interest rate of the Kazakh tenge-denominated short-term borrowings as of
December 31, 2013 was 9.5% p.a. The weighted average interest rate of the Turkish lira-denominated short-
term borrowings as of December 31, 2013 was 9.0% p.a. The weighted average interest rate of the Czech
krona-denominated short-term borrowings as of December 31, 2014 was 2.5% p.a.

December 31, 2014 December 31, 2013

Long-term debt, net of current portion: Amount Rate p.a., % Amount Rate p.a., %
Russian ruble-denominated:
Banks and financial institutions ............cccveveveveveiiiieeinenns 2,205,472 10.1-35.6 3,845,766 7.5-14.6
BONOS ISSUE......co ittt e ee et ee e e e e e e eeee e 309,447 8.4-13.0 1,306,303 8.3-13.0
Corporate [eNAEIS .......vvcieiire e s 65 6.4 189 -
B o) ¢= 1 2,514,984 5,152,258
U.S. dollar-denominated:
Syndicated 10an .........cccoveiiiiiiiis i 1,003,964 5.7-7.7 1,003,964 5.7
Banks and financial institutions ............cccveveveveieiiiiiiinenns 2,462,144 1.6-10.0 1,877,063 1.7-10.9
VEB ..ot 167,288 8.0 - -
o) ¢= | 3,633,396 2,881,027
Euro-denominated:
Banks and financial institutions ............cccveveveveveiiiiniinenns 438,727 1.0-5.7 607,300 1.1-6.8
TOtAL oo 438,727 607,300
Turkish lira-denominated:
Banks and financial institutions..............ccvvevevivivie i, - - 467 8.5
TOtAl oo - 467
Total long-term obligations ..........ccccoceevvviiiiiie e, 6,587,107 8,641,052
Less: current portion including reclassification of

$4,297,512 with loan covenant violations in 2014 ........ (6,420,575) (1,127,775)
Total long-term debt, net of current portion ............... 166,532 7,513,277

The weighted average interest rate of the ruble-denominated long-term borrowings as of
December 31, 2014 and 2013 was 19.1% and 10.9% p.a., respectively. The weighted average interest rate of
the U.S. dollar-denominated long-term borrowings as of December 31, 2014 and 2013 was 7.4% and
6.6% p.a., respectively. The weighted average interest rate of the euro-denominated long-term borrowings as
of December 31, 2014 and 2013 was 2.7% and 3.1% p.a., respectively. The weighted average interest rate of
the Turkish lira-denominated long-term borrowings as of December 31, 2013 was 8.5% p.a.

Aggregate scheduled maturities of the debt outstanding as of December 31, 2014, are as follows:

Payable by

2015 (CUITENE POILIONY ©.vevvveitees et eettee e et e ttessaeee e et e s steese e et be b e s e e sae e s es e e ateesseessaesbeassaenseesaeenseens 6,678,549
2006 ottt — et te e et e et e et ae e ettt e e —e e eabeeeettee et aeeeteeenteearaaearaens 165,560
207 ettt et e et —e e ettt e e —e e et ba e et te e et ae e ateseateeataaeanaeas 243
208 ettt e ettt eee—e e —e e ettt e e —eeetbae et te e et aeeeteseateeatbaeanaeas 243
2000 et e et e et e e e ettt e e —e e etba e et te e et it e eteseateeataaeaaaeas 243
TREIEATTET ...t ettt e e e et te e et e e et te e et e e ete e ente e eate e et beeere e e e 243
1] 7 TR PRTRRTRP 6,845,081
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The unused portion under all credit facilities as of December 31, 2014 and 2013 was $33,403 and
$280,829, respectively. As of December 31, 2014, the Group’s credit facilities provided aggregated
borrowing capacity of $6,878,484, of which $6,678,549 expires within a year.

The outstanding balances of short-term and long-term debt by denominated currencies and major
banks as of December 31, 2014 and 2013 were as follows:

December 31, 2014 December 31, 2013
Short-term and long-term debt Amount Amount

Russian ruble-denominated:

AV I = SRR TPRRTRRT 1,114,957 1,742,026
GazZPIOMBEANK. .. c.veeieiitie e e 599,538 992,550
SBEIDANK. ...t ettt et e e ——aaaa e 583,187 1,220,212
BONUS ...ttt e e et e et e s st t e et e e et saeeare e 357,522 1,306,303
L0101 Y1 J ORI 60,070 -
Eurasian Development Bank .............ccovieiiiiiiiiiieiiie e 37,343 71,322
(@] 1 1] ST TR 16,690 24,078
[0 v | TSRO 2,769,307 5,356,491
U.S. dollar-denominated:
GazZPrOMBEANK ...c.veiiieiiiee st e 1,388,889 1,313,153
Syndicated credit faCility.........ccoovvviiiiie i 1,003,964 1,003,964
SBBIDANK. ...t ettt et r e aea e e 777,981 100,000
VEB .. ittt et e e ettt e et e ettt e e e e e e s e e eete e 167,288 33,348
BINP PaliDas. ......cocueeeeeiieiee ettt e et e e e e sttt e e et ereseser e et reeeeeeeean s 154,869 168,948
Y[ = J TSRO 105,000 105,000
RAIFFEISEN BANK ...ttt ettt e e e e e e e e e e e e e e e eee 29,600 43,250
ATAEDANK. ... ettt r ettt e e e ——— - 150,000
UniCredit Bank (former Bayerische Hypo-und-Vereinsbank)............ccccc.cov..... - 51,429
ING BaNK ...t ettt e ettt et e e e et s et e e e e e e e e e e e e ane naane - 19,260
L0101 Y1 J ORI - 10,000
(©]1 1T SRR PRTRPR PRI 5,809 11,446
[0 v | TSRO 3,633,400 3,009,798
Euro-denominated:
BNP Paribas (formely FOrtis) .......coivviiiiiiiiiiiiiis et e 187,923 227,733
UniCredit Bank (former Bayerische Hypo-und-Vereinsbank) ...........ccccccov..... 53,204 67,305
Banca Nazionale del Lavoro (formely FOrtis) ........ccccovvivivenieiissiie e 52,871 66,295
ING BANK ..ottt ettt s et e e et te s sat e ste e e astessabe s esteestbae eeen 38,924 47,844
AV I = SRR TPRRTRR 33,866 44,929
GazZPIOMBEANK. .. c.vieieiitiee e e 18,829 37,098
RAIFFEISEN BANK ....veveeeeee ettt ettt e e e e e e e e e e e e e e e eee 7,257 10,260
L0101 Y1 J ORI - 48,090
(@] 1 =] SO 49,013 62,579
[0 v | TR 441,887 612,133
Kazakh tenge-denominated:
SBBIDANK. ...t ettt e aaa e e - 10,416
LI - | TR - 10,416
Turkish lira-denominated:
(@1 1T SRR TR - 2,593
LI - | TR - 2,593
Czech krona-denominated:
(@] 12 1=] TR 487 -
L 10 v= | TR 487 -
Total short-term and long-term debt including debt with loan covenant

AVZTo! F=1 T 0 ST T o 22 0 TP 6,845,081 8,991,431
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(@) Revolving credit lines

In 2010-2014, the Group negotiated revolving credit agreements providing for unrestricted borrowings
up to $508,307 with several banks. 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 4.4-12.4% p.a., and are continuously renewable at the Group’s option for 1-3 years provided there
is compliance with the terms of the agreement.

As of December 31, 2014, the Group does not intend to renew obligations incurred under those
agreements for a period extending beyond one year from the balance sheet date.

(b) Syndicated loan

In September 2010, the Group executed a $2,000,000 syndicated pre-export facility agreement and
refinanced its remaining debt obligations under previously obtained credit facilities. The facility was split
between CMP, SKCC, SUNP and Yakutugol in the amounts of $95,238, $857,143, $190,476 and $857,143,
respectively. The facility was drawn in two tranches, a 3-year and a 5-year tranche in the amount of
$800,000 and $1,200,000, respectively. The repayment was scheduled in monthly installments after the 9 and
15 month grace periods, respectively. The credit facility bears interest at a rate of LIBOR plus 4.0-5.8% p.a.

The Group appointed ING Bank N.V. and the Royal Bank of Scotland N.V. as Co-ordinators. In
addition, BNP Paribas SA, CJSC UniCredit Bank, Commerzbank Aktiengesellschaft, HSBC Bank plc,
Natixis, OJSC “Nordea Bank”, Raiffeisen Zentralbank Oesterreich AG, Société Générale,
UniCredit Bank AG, VTB Bank (Austria) AG, VTB Bank (Deutschland) AG and VTB Bank (France) SA
acted as Mandated Lead Arrangers and Morgan Stanley and Credit Suisse as Lenders for the facility.

In December 2012, the Group’s subsidiaries Yakutugol and SKCC and a syndicate of banks
coordinated by ING Bank N.V., Société Générale, UniCredit, JSCB Rosbank and ABN AMRO Bank N.V
entered into an amendment and restatement agreement to the existing pre-export facility agreements for a
total amount of $1,003,964. The amendments provide that the loan, which was in a monthly repayment
phase, will be repayable in equal monthly installments from December 2013 through August 2015. CMP and
SUNP repaid the facility in the amount of $252,275 by the end of December 2012.

In December 2013, the Group’s subsidiaries Yakutugol and SKCC and the syndicate of banks signed
an amendment agreement that extends the grace period and maturity from December 2013 and August 2015,
respectively, till December 2014 and December 2016, respectively. As of December 31, 2013, it bore interest
at LIBOR plus 5.5% p.a. As of December 31, 2014, it bears interest at LIBOR plus 5.5% p.a. and LIBOR plus
7.5% p.a. on the outstanding balances of $963,805 and $40,159, respectively. The increased interest rate is
applied to the overdue amounts. As of December 31, 2014, the Group’s overdue interest on syndicated credit
facilities amounted to $14,920. The Group is currently negotiating the refinancing of this overdue amount
with the syndicate of banks.

(c) VTB facilities

During 2008, VTB provided a short-term ruble-denominated loan to the Group’s subsidiaries (CMP,
SKCC and Yakutugol) bearing interest at 12.0% p.a., which was increased by the bank in November 2009 up
to 14.6% p.a. for Yakutugol and SKCC and up to 14.0% p.a. for CMP.

In September 2010, the interest rate was decreased to 9.8% p.a. for SKCC. In April 2011, the interest
rate was decreased to 8.4% p.a. for SKCC and Yakutugol. In accordance with an amendment to the
agreement, the loan should have been repaid in November 2012. In April 2012, VTB signed an amendment
resulting in a repayment of the facility in four equal installments starting from July 2014 through April 2015.
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The interest rate was agreed to be MosPrime plus 4.5% p.a. In 2013, the interest rate was decreased to
MosPrime plus a margin 3.8% p.a. In April 2014, SKCC’s and Yakutugol’s loans were converted into
U.S. dollar-denominated loans of $292,020 and $169,779, respectively, bearing interest at LIBOR plus 4.8%
p.a. In July 2014, SKCC’s and Yakutugol’s loans were refinanced and converted into ruble-denominated
loans. The amendment extended the grace period and maturity from April 2015 through April 2018, bearing
fixed interest at 12.5% p.a. The outstanding balance as of December 31, 2014 and 2013 was $281,307 and
$415,531, respectively. The Group is involved in litigations with VTB in connection with such a conversion
(Note 26 (d)).

In May 2014, the Group refinanced the outstanding balance of VTB facility in the amount of
1.6 billion rubles ($28,435) received by SKCC. The amendment resulted in a new repayment schedule of the
facility in 13 equal payments starting from April 2015 through April 2018. In 2014, the interest rate was
agreed to be MosPrime plus a margin of 5.7% p.a. The outstanding balance as of December 31, 2014 and
2013 was $28,435 and $72,525, respectively.

In April 2013, the Group entered into a 40 billion Russian rubles ($1,281,698 as of the date of
agreement) credit facility agreement with VTB for a period of 5 years. The interest rate was agreed to be
MosPrime plus 4.95% p.a. The facility allows a 15-month grace period and is to be repaid in equal
installments on a quarterly basis. The proceeds were used to refinance existing indebtedness with VTB Bank
as well as to refinance other obligations of the companies within the Group (including redemption of ruble
bonds). The outstanding balance as of December 31, 2014 and 2013 was $724,046 and $1,230,422,
respectively (including outstanding interest accrued in the amount of $13,042 and $8,272 as of
December 31, 2014 and 2013, respectively).

In April 2014, the Group and VTB agreed on conditions of restructuring and refinancing of various
ruble-denominated credit facilities amounting in aggregate to $1,357,979 (at exchange rates as of the dates of
agreements) maturing in four years with a grace period till April 2015. The interest rate remained unchanged
under the most credit tranches. In addition, in May 2014, VTB provided a loan to redeem the bonds in the
amount of 3.8 billion Russian rubles ($67,288) bearing interest at MosPrime plus 5.7% p.a. On
December 19, 2014, the MosPrime 3-month rate increased to 29.93% p.a. resulting in a significant increase
in nominal interest rate.

During 2010-2014, VTB also provided euro-denominated long-term and short-term loans to the
Group, bearing interest at 5.3% p.a. The outstanding balance as of December 31, 2014 and 2013 was $33,866
and $44,929, respectively.

As of December 31, 2014, the Group had the overdue interest on VTB credit facilities in the amount of
$90,228. The Group is currently negotiating the settlement process for the overdue amount with VTB. The
amount of fines and penalties on the overdue amounts was $19,994 as of December 31, 2014.

(d) Gazprombank facilities

In February 2010, the Group signed a prolongation agreement for a $1,000,000 U.S. dollar-
denominated credit facility with Gazprombank. According to this agreement, the credit facility including the
short-term portion of $480,000 falling due in 2010 was rescheduled to be repaid in 2013-2015. Starting from
October 25, 2011 through February 6, 2015, the credit facility bears interest at LIBOR plus 5.3% p.a.

In April 2013, Yakutugol and SKCC signed new loan agreements for the $889,000 U.S. dollar-
denominated credit facilities resulting in a rescheduling of outstanding short-term balances of $202,443 and
$250,000, respectively, maturing in five years with a three year grace period and bearing interest at 7.5% p.a.
Yakutugol’s outstanding balance as of December 31, 2014 and 2013 was $488,889 and $461,889,
respectively, and unused portion as of December 31, 2013 was $27,111.
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SKCC’s outstanding balance as of December 31, 2014 and 2013 was $400,000 and $351,264,
respectively, and unused portion as of December 31, 2013 was $48,736.

In April 2012, Yakutugol and SKCC also signed loan agreements with Gazprombank for credit
facilities in the amount of $500,000 maturing in five years with a three year grace period bearing interest at
7.5% p.a. The outstanding balance remained unchanged and amounted $500,000 as of December 31, 2014
and 2013.

The obligations under the credit agreement are guaranteed by Mechel OAO, Mechel Mining OAOQO,
SKCC and Yakutugol.

As of December 31, 2014, the Group’s overdue principal amount and overdue interest on
Gazprombank credit facilities amounted to $42,000 and $42,780, respectively. The Group is currently
negotiating the refinancing and settlement process of these overdue amounts with Gazprombank.

(e) Sberbank facilities

On October 9, 2012, Sberbank opened four credit lines to SKCC in the total amount of
24 billion Russian rubles ($772,258 as of the dates when facilities were obtained) for the purpose of working
capital financing. In December 2013, the conditions of two agreements of 16 billion Russian rubles were
changed. Two credit lines of 12.9 billion rubles were separated, and a cross currency option was included in
these credit lines. Conditions under the remaining two credit lines of 3.1 billion rubles were not changed, the
aggregate number of credit lines increased from four to six. The repayment should be made in eight equal
installments starting from December 2015 through October 2017. In December 2014, 20.9 billion Russian
rubles ($677,980 at strike exchange rates under the agreements) were converted into U.S. dollars based on
the cross currency option contract with Sberbank (Note 15). As of December 31, 2014 and 2013, the
outstanding balance was $733,084 and $692,329, respectively.

Interest is payable at a floating rate varying from 12.1% p.a. to 13.1% p.a. for two of six credit lines
denominated in rubles and from 10.0% p.a. to 11.0% p.a. for other four credit lines denominated in
U.S. dollars. Prior to conversion of Russian rubles to U.S. dollars the credit lines bore interest at 10.5% p.a.
to 11.5% p.a. The rate applicable to each loan depends on the ratio of SKCC’s revenue and the current
amount of the liabilities under the loan. As of December 31, 2014, the interest rates were 10.0% p.a for credit
lines denominated in U.S. dollars and 12.1% p.a. for credit lines denominated in Russian rubles. The
obligations under the credit line agreement are guaranteed by Yakutugol, Mechel Mining OAO and Mechel
OAOQ.

In addition to a 24 billion Russian rubles ($772,258 at exchange rates as of the dates when facilities
were obtained) credit facility, during 2009-2014, Sherbank provided long-term and short-term ruble,
U.S. dollar, Kazakhtenge and euro-denominated loans to the Group’s subsidiaries bearing interest at
6.2-12.4% p.a. The outstanding balance as of December 31, 2014 and 2013 was $413,005 and $638,299,
respectively.

In February 2014, Sberbank provided a loan to redeem the bonds in the amount of 12 billion rubles
($215,079) bearing interest at 12.0% p.a.

As of December 31, 2014, the Group’s overdue principal amount and overdue interest on Sherbank
credit facilities amounted to $5,900 and $35,733, respectively. The Group is currently negotiating the
refinancing and settlement process of these overdue amounts with Sherbank.
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()  VEB facility

On October 24, 2013, Elgaugol OOO (“Elgaugol”) and the Russian State Corporation “The Bank for
Development and Foreign Economic Affairs” (“VEB”) signed an agreement for a short-term $150,000 credit
facility falling due in April 2014. The credit facility was fully drawn in 2014. This bridge facility is the first
tranche of a $2.5 billion VEB financing for the Elga coal project approved by the VEB’s Supervisory Board
in September 2013. The use of proceeds under the facility is limited to the development of the Elga coal
project. The facility bears interest at 8% p.a. In March 2014, the Group signed two other agreements with
VEB for the remaining tranches financing for the Elga coal project and refinancing the current debt under
bridge facility. In 2014, the Group obtained $20,850 for a payment of commission fee to receive the credit
line of $2.5 billion.

Elgaugol’s outstanding balance as of December 31, 2014 and 2013 was $167,288 and $33,348, and
unused portion as of December 31, 2014 and 2013 was $nil and $116,652, respectively. The Group is
currently negotiating the refinancing of the overdue balance of $146,438 with the bank.

(g) Bonds

On July 30, 2009, Mechel OAOQ issued 5,000,000 ruble-denominated bonds in an aggregate principal
amount of 5 billion Russian rubles ($159,154 as of the placement date). The bonds were issued at 100% par
value. Interest is payable every 3 months in arrears. The interest rate for the first coupon period was
determined upon the issuance based on the bids of buyers and amounted to 19% p.a. The interest rate for the
second to the twelfth coupon periods is set as equal to that of the first period. The interest rate for the
thirteenth to the sixteenth coupon periods was set at 11.3% p.a. The interest rate for the seventeenth to the
twenty-second coupon periods was set at 13% p.a. The interest rate for the twenty-third to the twenty-fourth
coupon periods was set at 8% p.a. The interest rate for the twenty-fifth to the twenty-eight coupon periods is
set by the Group and made public 5 days before the respective coupon period starts. Bondholders have an
option to demand repayment of the bonds each half a year at par value starting January 26, 2015. The
obligatory redemption date is July 21, 2016. Bonds are secured by a guarantee issued by Yakutugol. The
costs related to the issuance of bonds in the amount of $1,901 were capitalized and were amortized to interest
expense over the term of bonds. The balance outstanding as of December 31, 2014 was $16,940 and is
classified as current debt as the Group had ability and intent to pay off the bonds in case of early redemption.
On January 26, 2015, these bonds were redeemed in the amount of $5,783.

On September 7, 2010, Mechel OAO issued two 5,000,000 ruble-denominated bonds in an aggregate
principal amount of 10 billion Russian rubles ($327,042 as of the placement date). The bonds were issued at
100% par value. Interest is payable every 6 months in arrears. The interest rate for the first coupon period
was determined upon the issuance based on the bids of buyers and amounted to 10.0% p.a. The interest rate
for the second to the tenth coupon periods is set as equal to that of the first period. The interest rate for the
eleventh to twentieth coupon periods is set by the Group and made public 5 days before the respective
coupon period starts. The bondholders have an option to demand repayment of the bonds at par value starting
September 3, 2015. The obligatory redemption date is August 25, 2020. The costs related to the issuance of
bonds in the amount of $808 were capitalized and are amortized to interest expense over the term of bonds.
The balance outstanding as of December 31, 2014 was $105,055 and is classified as current debt as the
Group had ability and intent to pay off the bonds in case of early redemption.
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On February 22, 2011, Mechel OAO made two issues of 5,000,000 ruble-denominated bonds each in
an aggregate principal amount of 10 billion Russian rubles ($342,996 as of the placement date). The bonds
were issued at 100% par value. Interest is payable every 6 months in arrears. The interest rate for the first
coupon period was determined upon the issuance based on the bids of buyers and amounted to 8.3% p.a. The
interest rate for the second to the sixth coupon periods is set as equal to that of the first period. The interest
rate for the seventh to eight coupon periods is set at 13% p.a. The interest rate for the ninth to eleventh
coupon periods is set at 8% p.a. The interest rate for the twelfth to twentieth coupon periods is set by the
Group and made public 5 days before the respective coupon period starts. The costs related to the issuance of
bonds in the amount of $2,061 were capitalized and are amortized to interest expense over the redemption
date of bonds. The obligatory redemption date is February 9, 2021. The bondholders have an option to
demand repayment of the bonds at par value starting February 19, 2015. The balance outstanding as of
December 31, 2014 was $32,850 and is classified as current debt as the Group had ability and intent to pay
off the bonds in case of early redemption. On February 24, 2015 these bonds were redeemed in the amount
of $661.

On June 9, 2011, Mechel OAO made two issues of 5,000,000 ruble-denominated bonds each in an
aggregate principal amount of 10 billion Russian rubles ($361,210 as of the placement date). The bonds were
issued at 100% par value. Interest is payable every 6 months in arrears. The interest rate for the first coupon
period was determined upon the issuance based on the bids of buyers and amounted to 8.4% p.a. The interest
rate for the second to the tenth coupon periods is set as equal to that of the first period. The interest rate for
the eleventh to twentieth coupon periods is set by the Group and made public 5 days before the respective
coupon period starts. The bondholders have an option to demand repayment of the bonds at par value starting
June 6, 2016. The obligatory redemption date is May 27, 2021. The costs related to the issuance of bonds in
the amount of $1,095 were capitalized and are amortized to interest expense over the redemption date of
bonds. The balance outstanding as of December 31, 2014 in the amount of $106,379 is classified as long-
term debt.

On June 14, 2011, Mechel OAO issued 5,000,000 ruble-denominated bonds in an aggregate principal
amount of 5 billion Russian rubles ($179,916 as of the placement date). The bonds were issued at 100% par
value. Interest is payable every 6 months in arrears. The interest rate for the first coupon period was
determined upon the issuance based on the bids of buyers and amounted to 8.4% p.a. The interest rate for the
second to the tenth coupon periods is set as equal to that of the first period. The interest rate for the eleventh
to twentieth coupon periods is set by the Group and made public 5 days before the respective coupon period
starts. The bondholders have an option to demand repayment of the bonds at par value starting June 9, 2016.
The obligatory redemption date is June 1, 2021. The costs related to the issuance of bonds in the amount of
$487 were capitalized and are amortized to interest expense over the redemption date of bonds. The balance
outstanding as of December 31, 2014 in the amount of $58,684 and is classified as long-term debt.

On February 14, 2012, Mechel OAO issued 5,000,000 ruble-denominated bonds in an aggregate
principal amount of 5 billion Russian rubles ($167,295 as of the placement date). The bonds were issued at
100% par value. Interest is payable every 6 months in arrears. The interest rate for the first coupon period
was determined upon the issuance based on the bids of buyers and amounted to 10.3% p.a. The interest rate
for the second to the fourth coupon periods is set as equal to that of the first period. The interest rate for the
fifth to sixth coupon periods is set at 13% p.a. The costs related to the issuance of bonds in the amount of
$573 were capitalized and are amortized to interest expense over the redemption date of bonds. The
bondholders have an option to demand repayment of the bonds at par value starting February, 2014. The
obligatory redemption date is February 10, 2015. The balance outstanding as of December 31, 2014 was
$37,614 and is classified as current debt as the Group had ability and intent to pay off the bonds in case of
early redemption. The bonds were redeemed on February 10, 2015 in full amount.
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(h)  Other loans

In addition to U.S. dollar-denominated credit facility issued for Yakutugol and SKCC, Gazprombank
provided long-term ruble and euro-denominated loans to the Group’s subsidiaries bearing interest at
5.4-14.0% p.a. The outstanding balances as of December 31, 2014 and 2013 were $618,367 and $1,029,647,
respectively. As of December 31, 2014, the Group’s overdue principal amount and overdue interest on these
Gazprombank credit facilities amounted to $88,622 and $9,968, respectively.

In 2012, Uralsib Bank provided BMP and Mecheltrans with long-term U.S. dollar and euro-
denominated loans bearing interest at 6.8-7.3% p.a. In December 2013, the Group signed the agreements to
refinance the existing facilities of BMP and Mecheltrans, subject to a repayment in different installments and
currencies during the period of April 2014-February 2015 bearing interest at 9-17% p.a. The outstanding
balance as of December 31, 2014 and 2013 was $60,070 and $58,090, respectively.

During 2006-2013, UniCredit Bank provided short-term and long-term U.S. dollar, ruble and euro-
denominated loans to the Group’s subsidiaries bearing interest at 1.9-2.7% p.a. The outstanding balance as of
December 31, 2014 and 2013 was $53,204 and $118,734, respectively. As of December 31, 2014, the
Group’s overdue principal amount and overdue interest on UniCredit Bank credit facilities amounted to
$2,346 and $123, respectively.

During 2007-2013, Banca Nazionale del Lavoro S.p.A. (BNL) and BNP Paribas provided the Group’s
subsidiaries with U.S. dollar and euro-denominated loans bearing interest at 1.4-7.1% p.a. The outstanding
balance as of December 31, 2014 and 2013 was $395,663 and $462,976, respectively. As of
December 31, 2014, the Group’s overdue principal amount and overdue interest on BNL and BNP Paribas
credit facilities amounted to $34,466 and $508, respectively.

During September 2013, Alfa-bank provided CMP with long-term U.S. dollar-denominated loans
bearing interest at 10.9% p.a. in the total amount of $150,000. The outstanding balance as of
December 31, 2014 was $nil. The Group and Alfa-bank signed the amendment to the loan agreement in
March 2014 rescheduling the credit facility under which the loan was repaid in March-April 2014.

During 2011-2012, Eurasian Development Bank provided Yakutugol with a long-term ruble-
denominated loan bearing interest at 11.5% in the total amount of $95,319 (as of the date of agreement). The
repayment should be made in twelve equal installments starting from September 2013 through April 2016.
The outstanding balance as of December 31, 2014 and 2013 was $37,343 and $71,322, respectively. The
overdue amount was $12,448 as of December 31, 2014.

In 2008-2013, ING bank provided the Group’s subsidiaries with short-term and long-term multi-
currency-denominated loans bearing interest at 1.3-3.8% p.a. The outstanding balance as of
December 31, 2014 and 2013 was $38,924 and $67,104, respectively. As of December 31, 2014, the Group’s
overdue principal amount and overdue interest on ING credit facilities amounted to $3,372 and $169,
respectively.

In 2009-2012, Raiffeisenbank provided the Group’s subsidiaries with short-term and long-term multi-
currency-denominated loans bearing interest at 2.3-5.7% p.a. The outstanding balance as of
December 31, 2014 and 2013 was $36,857 and $53,510, respectively. As of December 31, 2014, the Group’s
overdue principal amount and overdue interest on Raiffeisenbank credit facilities amounted to $31,400 and
$96, respectively. In March 2015, the overdue credit facilities of $29,091 were refinanced (refer to Note 27).

In 2013, Moscow Credit Bank (“MCB”) provided the Group with a short-term U.S. dollar-
denominated loan bearing interest at 8.0% p.a. In December 2014, MCB signed an amendment resulting in a
new repayment schedule of the facility with repayment scheduled in February 2016. The outstanding balance
as of December 31, 2014 and 2013 was $105,000 and $105,000, respectively.
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The outstanding balances under other loans agreements amounted to $71,998 and $100,697 as of
December 31, 2014 and 2013, respectively. As of December 31, 2014, the Group’s overdue principal amount
and overdue interest on other loans amounted to $9,367 and $722, respectively. In addition to the amount
disclosed in Note 15(c), the fines and penalties on overdue amounts of $6,957 were recorded in Accrued
expenses and other current liabilities in the consolidated balance sheet as of December 31, 2014. The
respective expenses were recognized as interest expense in the consolidated statements of operations and
comprehensive income (loss) for the year ended December 31, 2014. The Group is currently negotiating the
refinancing of the overdue amounts with all the banks.

(i)  Pledges

As of December31, 2014, the syndicated pre-export credit facilities are secured by
1,010,498 common shares of Yakutugol (25% plus 1 of total common shares) and 9,027,306 common shares
of SKCC (25% plus 1 of total common shares).

The indebtedness under the credit facilities with Gazprombank is secured by the pledge of
1,010,498 common shares of Yakutugol (25% plus 1 of total common shares), 9,027,306 common shares of
SKCC (25% plus 1 of total common shares) and 62,533 common shares of KMP (25% plus 1 of total
common shares) as of December 31, 2014.

The indebtedness under the credit facility of $791,334 with VTB is secured by the pledge of
5,466,675,001 common shares of Mechel Mining OAO (37.5% plus 1 of total common shares) as of
December 31, 2014.

The indebtedness under the credit facilities provided by Sberbank to CMP totaling $501,250 and
$481,756 as of December31, 2014 and 2013, respectively, is secured by the pledge of
1,866,711 common shares of BMP (25% plus 1 share of total common shares) and 3,644,450,001 common
shares of Mechel Mining OAO (25% plus 1 share of total common shares).

The indebtedness under the credit facility provided by BNP Paribas to CMP totaling $342,792 and
$396,681 as of December31, 2014 and 2013, respectively, is secured by the pledge of
632,393 common shares of CMP (20% of total common shares).

The indebtedness under the credit facilities of $467,452 provided by Gazprombank to CMP, Mechel
Service, Mechel-Energo, BMP, USP are secured by the pledge of 266,911 common shares of lzhstal
(25% plus 1 of total common shares) and 136,942 common shares of USP (25% plus 1 of total
common shares) as of December 31, 2014.

The indebtedness under the long-term credit facility of $60,070 provided by Uralsib Bank in
December 2014 to USP and BMP is secured by the pledge of 27,380 common shares of USP (5% of total
common shares).

The indebtedness under the credit facility of $167,288 provided by VEB to Elgaugol is secured by the
pledge of 75,038 common shares of KMP (30% of total common shares) and 49% of Elgaugol share.

The indebtedness under the credit facility of $105,000 provided by MCB to Mechel-Service is secured
by the pledge of 25% share capital of Mecheltrans and the pledge of 100% share capital of Fincom-Invest.
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As of December 31, 2014 and 2013, the carrying value of property, plant and equipment pledged
under the loan agreements amounted to $495,153 and $935,251, respectively. Carrying value of inventories
pledged under the loan agreements amounted to $65,128 and $27,165 as of December 31, 2014 and 2013,
respectively. Accounts receivable pledged as of December 31, 2014 and 2013 amounted to $6,810 and
$11,995, respectively. Third party bonds of $2,026 and $nil as of December 31, 2014 and 2013, respectively,
were pledged under the loan agreements.

(J) Covenants

The Group’s loan agreements contain a number of covenants and restrictions, which include, but are not
limited to, financial ratios, maximum amount of debt, minimum value of shareholders’ equity and certain cross-
default provisions. The covenants also include, among other restrictions, limitations on: (1) indebtedness of
certain companies in our group; (2) amount of dividends on our 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.

The Group was required to comply with the following ratios under the most significant loan
agreements as of December 31, 2014:

Restrictive covenant Requirement Actual as of 31 December, 2014

Mechel’s Adjusted Shareholders’ Equity, as

defined in respective loan agreements................ Greater than or equal to $3,000,000 $2,610,255
Mechel’s EBITDA to Net Interest Expense.......... Shall not be less than 1.0:1.0-1.2:1.0 0.8:1.0-0.9:1.0
Mechel’s Net BOrrowings.........ccoovvevveveenveaieneenn, Not exceed $10,500,000-$11,000,000 $6,774,280-$6,878,949
Mechel’s Net Debt to EBITDA.........ccoocveeiiiineenn, Not exceed 10.0:1.0 10.3:1.0-10.4:1.0

As of December 31, 2014, the Group was not in compliance with all major Group’s restrictive
financial covenants, except for the targeted amount of Net borrowings. There was a default on payments of
principal and interest in the amount of $416,517 and $195,256, respectively. As a result, the long-term debt
of $4,297,512 was reclassified to short-term liabilities as of December 31, 2014 (refer to Note 2 for a
discussion of notices of default and negotiations for the settlement of covenant violations). The financial
covenants of Mechel-Mining Group were not tested as of December 31, 2014.

15. FAIR VALUE MEASUREMENTS

FASB ASC 820, “Fair Value Measurement” (“ASC 8207), defines fair value as the exchange price
that would be received for an asset or paid to transfer a liability (an exit price) in the principal or most
advantageous market for the asset or liability in an orderly transaction between market participants at the
measurement date. ASC 820 establishes a three-level fair value hierarchy that prioritizes the inputs used to
measure fair value. This hierarchy requires entities to maximize the use of observable inputs and minimize
the use of unobservable inputs. The three levels of inputs used to measure fair value are as follows:

. Level 1 — Quoted prices in active markets for identical assets or liabilities;

. Level 2 — Observable inputs other than quoted prices included in Level 1, such as quoted prices for
similar assets and liabilities in active markets; quoted prices for identical or similar assets and
liabilities in markets that are not active; or other inputs that are observable or can be corroborated by
observable market data;

. Level 3 — Unobservable inputs that are supported by little or no market activity and that are significant
to the fair value of the assets or liabilities. This includes certain pricing models, discounted cash flow
methodologies and similar techniques that use significant unobservable inputs.
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(@) Assets and liabilities measured at fair value on a recurring basis

The Group has segregated all financial assets and liabilities that are measured at fair value on a
recurring basis as of December 31, 2014 and 2013 into the most appropriate level within the fair value
hierarchy based on the inputs used to determine the fair value at the measurement date in the table below:

Fair Value
December 31, 2014 Level 1 Level 2 Level 3 Measurements
Assets
BONAS ....coooiiiiiiiicie e 2,026 - - 2,026
Total @SSetsS ...ccoovviiriiiiciieeeee e 2,026 - - 2,026
Liabilities
Contingent liability — Drilling
Program (see Note 4 (C)) ...coevvvvvvveanns - - (29,936) (29,936)
Total liabilities............cccovvvieiieinnnnn, - - (29,936) (29,936)
Fair Value
December 31, 2013 Level 1 Level 2 Level 3 Measurements
Assets
Available-for-sale securities................ 374 - - 374
Total @SSetS .....ccvvvvveviiiieiiiiiee e, 374 - - 374
Liabilities
Contingent liability — Drilling
Program (see Note 4 (C)) ...cocevvvvvvveannins - - (27,718) (27,718)
Swap transaction ...........cceeeevevvecnrann. - (12,466) - (12,466)
OPLION .o - (12,668) - (12,668)
Total liabilities..........ccoeveviiieiiiinnnn, - (25,134) (27,718) (52,852)

To determine the fair value of available-for-sale securities quoted market prices in active markets for
identical assets were used by the Group and they were considered as Level 1 inputs.

On July 12, 2011, the Group entered into a non-deliverable cross currency 5 billion Russian rubles
swap agreement with VTB Bank (Austria). The termination date of the swap was August 28, 2015. The
underlying instrument for the swap transaction is a 5 billion Russian rubles bond bearing interest at 10% p.a.
and maturing on August 25, 2020 (put option date — September 1, 2015) issued by Mechel OAO on
September 7, 2010. Under the terms of the agreement, VTB Bank pays interest of 10% p.a. at 5 billion
Russian rubles notional amount, the Group pays interest of 5.69% p.a. on $176,367 notional amount. Interest
is paid on a semi-annual basis with the first payment on March 2, 2012. On the termination date, VTB Bank
pays to the Group the notional amount of 5 billion Russian rubles, and the Group pays to VTB Bank the
notional amount of $176,367. The business objective of this instrument is to decrease the effective interest
rate for a 5 billion Russian rubles bond via a positive net cash inflow from interest payments under the swap
instrument according to the Group’s expectations about U.S. dollar and ruble exchange rate fluctuations.

The Group accounts for the above mentioned swap instrument at fair value as a derivative instrument
not designated or qualifying as a hedging instrument under ASC 815. For the year ended
December 31, 2013, a $1,791 gain related to the change in the fair value of this swap instrument was
included in the net foreign exchange gain (loss) in the accompanying consolidated statement of operations
and comprehensive income (loss) and consolidated statements of cash flows. As of December 31, 2013, the
fair value of this swap instrument was recorded in Other long-term liabilities in the amount of $12,466.
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The fair value of the Group’s swap contract was valued based upon quotes obtained from
counterparties to the agreements and is designated as Level 2. Such quotes had been derived using
discounted cash flows analysis that incorporates observable market parameters for all significant inputs such
as interest yield curves and currency rates.

On December 29, 2014, the swap agreement was terminated. For the year ended December 31, 2014, a
loss of $89,446 related to the change in the fair value and termination of this swap instrument was included
in the net foreign exchange gain (loss) in the consolidated statements of operations and comprehensive
income (loss). The Group entered into court proceedings with VTB Bank (Austria) in 2015 (Note 26 (d)).

In December 2014, Gazprom’s bonds were purchased by the Group in the amount of $2,160. As of
December 31, 2014, as a result of change in their fair value, a loss of $137 was included in other
comprehensive income (loss) in the consolidated statement of operations and comprehensive income (loss).
As of December 31, 2014, the bonds were recorded in Prepayments and other current assets.

In October 2012 and March 2013, SKCC entered into cross currency options with Sberbank. The
options are contracted in respect of four facilities totaling to 20.9 billion Russian rubles (approximately
$638,500 at exchange rate as of December 31, 2013), falling due on October 6, 2017. The ruble-denominated
facilities bear floating interest at 10.5%-11.5% p.a. The options are designed to convert the ruble notional
amount into U.S. dollars at a pre-determined strike exchange rate (6.5 billion Russian rubles — at the
exchange rate of 31.04 Russian rubles per 1 U.S. dollar, 5.0 billion Russian rubles — at the exchange rate of
30.80 Russian rubles per 1 U.S. dollar, 1.5 billion Russian rubles — at the exchange rate of
31.00 Russian rubles per 1 U.S. dollar, 7.9 billion rubles — at the exchange rate of 30.64 rubles per
1 U.S. dollar) when the barrier exchange rate (indicated at Reuters) achieves 50.00 Russian rubles per
1 U.S. dollar. Simultaneously, the interest rate is modified into floating 10.0%-11.0% p.a. After the
triggering event, all future payments are made in U.S. dollars. The business objective of this instrument was
the decrease in interest rate on the ruble-denominated facilities based on the Group’s expectations about
U.S. dollar and ruble exchange rate fluctuations.

For the year ended December 31, 2013, a $20,682 gain related to the change in the fair value of this
option was included in the net foreign exchange gain (loss) in the accompanying consolidated statement of
operations and comprehensive income (loss) and consolidated statements of cash flows. As of
December 31, 2013, the fair value of this option was recorded in Other long-term liabilities in the amount of
$12,668.

The fair value of the Group’s option contract was measured based upon quotes obtained from
counterparties to the agreements and is designated as Level 2. Such quotes have been derived using
discounted cash flows analysis that incorporates observable market parameters for all significant inputs such
as interest yield curves and currency rates.

On December 1, 2014, the exchange rate reached the point of 50.00 Russian rubles per 1 U.S. dollar
and the facilities were converted into U.S. dollars with due payables of $677,980 as of December 31, 2014.
For the year ended December 31, 2014, a $254,235 loss related to conversion was included in the net foreign
exchange gain (loss) in the accompanying consolidated statements of operations and comprehensive income
(loss). The Group accounted for the above mentioned option at fair value as a derivative instrument not
designated or qualifying as a hedging instrument under ASC 815.

The Group is involved in litigations with Sberbank in connection with conversion of such option
(Note 26 (d)).
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The contingent liability measured at fair value is represented by the Drilling Program contingent
liability, which was calculated using estimated tonnage of coal in-place determined by the independent
appraiser. The present value of this liability was determined using an 8% discount rate, stated in the
agreement for actual settlement of contingent obligation, which represents the estimate of the amount that
would have been paid if the Group had settled the liability at the balance sheet date. The contingent liability
was released on the date of transfer of the BCG companies’ shares, February 12, 2015. As of
December 31, 2014 the contingent liability of $29,936 is included in line Current liabilities of discontinued
operations (Note 4 (c)).

The Group’s model inputs used involve significant management judgment. Such assets and liabilities
are typically classified within Level 3 of the fair value hierarchy. The table below sets forth a summary of
changes in the fair value of Group’s Level 3 financial liability for the years ended December 31, 2014, 2013
and 2012:

Contingent
liability
Balance at beginning 0f 2012 ..........cciiiiiiiiiiii ettt e (23,759)
Loss resulting from remeasurement of contingent liability .............cooiveiiiiiiiie e, (1,906)
Transfers in and OUL OF LEVEL 3 ... ...ttt e ene e -
Balance at beginning 0f 2013 ..........ooiiiiiiiiieis e e (25,665)
Loss resulting from remeasurement of contingent liability .............cooiveiviiiiiie e, (2,053)
Transfers in and OUL OF LEVEL 3 ... ..ottt e eee e -
Balance at beginning 0f 2014 ..........coiiiieiiieee e (27,718)
Loss resulting from remeasurement of contingent liability .............coooviiviiiiiie e, (2,218)
Transfers in and OUL OF LEVEL 3 ... ..ot e bbbt eee e -
BalanCe at N0 OF YEAT .......viiiiiie ittt ettt et e te et e e e s te e eta e ae et s aeere e b be e e erbe s (29,936)

(b)  Fair value of assets and liabilities not measured at fair value

As of December 31, 2014, the fair value of variable and fixed rate loans (based on future cash flows
discounted at current long-term market rates available for corporations adjusted for discount applicable to the
Group) was as follows:

Estimated Carrying value incl.
As of December 31, 2014 fair value Level 1 Level 3 interest accrued
Russian ruble-denominated debt .... 2,159,273 127,409 2,031,864 2,957,408
U.S. dollar-denominated debt ........ 3,404,131 - 3,404,131 3,717,751
Euro-denominated debt.................. 369,061 - 369,061 442,334
Total long-term debt.................... 5,932,465 127,409 5,805,056 7,117,493

The fair value of cash and cash equivalents, short-term investments, accounts receivable and accounts
payable, equipment financing contracts and other financial instruments not included in the tables above
approximates carrying value.

The Group assessed the maximum amount of loss due to credit risk that would be incurred if the
parties that make up a concentration of credit risk failed to perform according to the terms of contracts and
consider the probable amount of such loss immaterial for the periods presented in these financial statements.
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(c) Assets and liabilities at fair value on nonrecurring basis

The nonrecurring fair value measurements for the calculation of impairment charges were developed
using significant unobservable inputs (Level 3). Assumptions used by management were similar to those that
would be used by market participants performing valuations of these reporting units and are described in
Note 24.

Based on the results of the impairment analysis of long-lived assets, including definite-lived
intangibles and goodwill performed by the Group during the year ended December 31, 2014, the impairment
of long-lived assets of $120,237 (Note 24) for the year ended December 31, 2014 was recognized to reduce
the carrying amount of goodwill and the impairment of long-lived assets of $1,440,021 (Note 4 (c)) for the
year ended December 31, 2014 was recognized to reduce the carrying amount of the assets and liabilities of
the discontinued operations to their fair value less costs to sell.

The nonrecurring fair value measurements for the calculation of discontinued operations (fair value
less cost to sell) were developed based on the selling prices under the relevant sale and purchase agreements
that approximate the fair value. The results are described in Note 4 (c).

16. ASSET RETIREMENT OBLIGATIONS

The Group has numerous asset removal 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 for many years, and will be funded from general Group resources at the time of removal. The Group’s
asset retirement obligations primarily relate to its steel and mining production facilities with related landfills
and dump areas and its mines.

The following table presents the movements in asset retirement obligations for the years ended
December 31, 2014, 2013 and 2012:

2014 2013 2012

Asset retirement obligation at beginning of year.............. 52,568 42,135 34,752
Liabilities incurred in the current year ............cccovevevevvennn. - 17,509 -
Liabilities disposed in the current year............ccocovevevevvvennnn. - (947) -
Liabilities settled in the current year...........cccccvevvevvevveennnnn, (1,230) (2,216) (2,257)
Accretion expense (including related to discontinued

operations of $997, $458 and $475 during 2014, 2013 and

2002). e 5,960 4,982 4,317
Revision in estimated cash flowW..........cccccveeviveeviiieiieeeeeenn, 19,668 (5,537) 3,239
Translation difference ........ccceevviieiie e (29,776) (3,358) 2,084
Asset retirement obligation at end of year...........c............ 47,190 52,568 42,135

Revision in estimated cash flow represented the effect of the changes resulting from the management
revisions to the timing and/or the amounts of the original estimates, and is recorded through an increase or
decrease in the value of the underlying non-current assets. The effects of revisions in estimated cash flows
relate mainly to continuous refinement of future asset removal activities and restoration costs at SKCC, and
Yakutugol during the year ended December 31, 2014, at SKCC, SUNP and Yakutugol during the year ended
December 31, 2013, at SKCC and Yakutugol during the year ended December 31, 2012 as assessed by the
Group with the help of independent environmental engineers.
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17. PENSION AND POSTRETIREMENT BENEFITS

In addition to the state pension and social insurance required by the Russian legislation, the Group has
a number of defined benefit occupational 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 old age retirement pensions.
The old age retirement pension is conditional to 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 and
specific coal industry rules (so-called “territorial treaties), which also provide for certain post retirement
benefits in addition to old age pensions. 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
occupational pension program.

The Group also provides several types of long-term employee benefits such as death-in-service benefit
and invalidity pension of a defined benefit nature. The Group may also provide the former employees with
reimbursement of coal and wood 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.

Several entities contribute certain amounts to non-state pension fund (Mechel Fund), which, together
with amounts earned from investing the contributions, are intended to provide pensions to members of
pension plans. However, pursuant to agreements between the Group and these non-state pension funds, under
certain circumstances, these assets are not effectively restricted from possible withdrawal by the employer.
Based on this fact, these assets do not qualify as “plan assets” under U.S. GAAP and these pension schemes
are considered to be fully unfunded.

During 2010, the Group introduced a new corporate plan for the majority of the Russian entities
except for Yakutugol. During 2011, the Group also introduced a new corporate plan for Yakutugol. As a
result the Group ceased to bear any liabilities to provide either pension or lump sum upon retirement
benefits, or both, to the employees who do not participate in the corporate pension plan. In addition, the
Group terminated the provision of the guarantees concerning the amount of the pension provided via a non-
state pension fund to those employees who were born after a certain year.

As of December 31, 2014, there were 56,508 active participants under the defined benefit pension
plans and 40,574 pensioners receiving monthly pensions or other regular financial support from these plans.
As of December 31, 2013, the related figures were 59,199 and 33,913, respectively. The majority of
employees at the Group's major subsidiaries belong to the trade unions.

Actuarial valuation of pension and other post employment and postretirement benefits was performed
in March 2015, with the measurement date of December 31, 2014. Members’ census data as of that date was
collected for all relevant business units of the Group.

Pension costs determined by the Group are supported by an independent qualified actuary, and are
charged to the statements of operations and comprehensive income (loss) ratably over employees’ working
service with the Group.

As of December 31, 2014 and 2013, net projected benefit obligation and other postretirement benefit
obligations amounted to $78,878 and $123,103, respectively.
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Projected benefit obligation

The movements in the projected benefit obligation (“PBO”) were as follows during the years ended
December 31, 2014, 2013 and 2012:

2014 2013 2012

Projected benefit obligation at beginning of year ............. 128,693 153,169 120,906
SBIVICE COSt.viiiieieeei ettt e e e e e e e e e e e et e e e e e s e e ee e e e reneees 3,698 5,476 4,328
INEEIEST COST......evviiieietc e et e et et e et eee e e e 5,694 9,536 9,859
Obligations arising from acquisitions and other.................... 451 510 13,883
Benefits Paid........ccccoveiiviiiiiie e (4,978) (12,667) (16,535)
Benefits liabilities reclassified to Accrued expenses and

other current liabilities..........ccovvveiiivie e (1,338) - -
Actuarial (gain) 10SS......ccccvvviiieiiiiiiie i, 2,534 (10,958) 13,223
Plan amenadmMENtS ......vveeeeeeeiee et ettt e e e e e ne e e (1,946) - 3,290
Curtailment gain .....c.coveiieiieiiie e e (1,496) (8,043) (2,999)
Translation difference ........ccccevvviie v, (47,418) (8,330) 7,214
Projected benefit obligation at end of year ....................... 83,894 128,693 153,169
Plan assets
Fair value of plan assets at beginning of year .................. 5,590 5,411 -
Employer contributions ..........cccooveeivviieiie e 145 278 -
Benefits Paid........ccccoveiiiiiiii e (409) (1,046) -
Expected return on plan assetS...........ccovveeiviiiieineesieniieanens 181 209 -
Actuarial gains on plan assetS.........ccoovevierieiirviies e, 163 535 -
Plan assets arising from acquisitions ............cccccoveveviiiinennnn, - - 5,411
Translation difference ........ccccevvviie i, (654) 203 -
Fair value of plan assets at the end of year....................... 5,016 5,590 5,411
Funded StatusS ..........cceevvviiiiiieie e (78,878) (123,103) (147,758)

Upon the acquisition of Cognor on September 25, 2012 (Note 4(a)), the Group recognized additional
pension obligation in the amount of $8,472, including projected benefit obligation of $13,883 and plan asset
of $5,411.

The curtailment gain of $8,043 was recognized in 2013 due to disposal of Mechel Targoviste S.A.,
Mechel Campia Turzii S.A., Ductil Steel, Laminorul S.A., TPP Rousse and redundancies at Mechel-
Remservice, SUNP. The actuarial gain of $10,958 in 2013 was recognized as a result of changes in
assumptions, including the increase in discount rates and retirement ages, and the decrease in inflation rate.

The curtailment gain of $2,999 was recognized in 2012 due to the redundancies at Romanian entities,
the redundancies and the termination of provision of the financial support to future pensioners at SUNP. The
actuarial loss of $13,223 in 2012 was recognized as a result of changes in assumptions, including the
decrease in discount rates and the decrease in mortality rates.

Amounts recognized in the consolidated balance sheets were as follows as of December 31, 2014 and
2013:

December 31, 2014 December 31, 2013

Plan assets, net of CUITENt POFTION .........ooivieiiiie e sie e e - -
Pension obligation, CUrrent POrtION .............cciviieiiiiiiie e 18,656 18,578

Pension obligation, net of current POrtion...........cccvcverieeceecie e 60,222 104,525
Total net pension Obligation ............c.vciiiie i s 78,878 123,103

66



MECHEL OAO
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

As of December 31, 2014 and 2013, and
for each of the three years in the period ended December 31, 2014

(All amounts are in thousands of U.S. dollars, unless stated otherwise)

The components of net periodic benefit cost were as follows for the years ended December 31, 2014,
2013 and 2012:

2014 2013 2012
SBIVICE COSE..vvvvrireteieees e e ettt eeeeeserese e e reeeeeeerere s e eresanas 3,698 5,476 4,328
Amortization of prior Service CoSt...........cocovvveriveiivervesseennns 1,377 1,731 1,922
INEEIESE COST.... vt e e e e aeeaaens 5,694 9,536 9,859
Amortization of actuarial gain ............ccceevevveiie i e (5,973) (3,334 (4,301)
Curtailment gain.........cooevieiiie i (1,914) (9,093) (1,691)
Expected returns 0N @SSetS.......ccoovvvevveiiveriveiinesieeeressieesreenes (181) (209) -
Net periodic benefit CoSt.........ccovvviriiiviiiniciie e 2,701 4,107 10,117

The PBO, accumulated benefit obligation, fair value of plan assets and funded status were as follows
as of December 31, 2014 and 2013:

December 31, 2014 December 31, 2013

Projected benefit 0bligation .........c..ccevieiiviiieiie e e 83,894 128,693
Accumulated benefit obligation .............ccoevieiiis i 72,810 104,443
Fair value of Plan @SSELS ......ccoivviiiiiiiiie s (5,016) (5,590)
FUNOEA STALUS ...ttt ettt e e et ettt e e e e e e e e ettt eeeteeeaese e naeeaas 78,878 123,103

Amounts recognized in accumulated other comprehensive income (“AOCI”) were as follows as of
December 31, 2014 and 2013:

December 31, 2014 December 31, 2013

N 0 T OSSPSR R PSSP (17,494) (40,286)
PrIOT SEIVICE COSE. ...uvevitteeeee e et e e e e e et e ettt et e e eee s ettt e eeseeeeesaaereeanenenenans 1,868 7,251
Translation QifFEIENCE .. .. vttt e e e e 2,292 147
Total amount recognised iN AOCH ........cooiiiiiiiiiiiie e (13,334) (32,888)

The change in the PBO recognized in OCI was as follows for the years ended December 31, 2014,
2013 and 2012:

2014 2013 2012

Additional (gain) loss arising during the year....................... 2,371 (11,493) 13,223
Less re-classified (gain) loss amortization..........cc.cccceveinnne (6,509) (4,538) (3,103)
Additional prior service cost (credit) from plan

AMENOAMENT ... vttt e e e et e e e e e e e e e e e eeeaas (1,946) - 3,290
Less re-classified prior service cost amortization ................. 1,495 1,886 2,032
Translation differenCe ......cccovvveveeie e 14,115 2,303 (161)
Net amount recognised in other comprehensive

income for the year...........c.cccovie i 19,554 (6,538) 17,423
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The key actuarial assumptions used to determine benefit obligations were as follows as of
December 31, 2014 and 2013:

December 31, 2014 December 31, 2013

Discount rate

RUSSIAN BNEIEIES ...vvvie ittt e ea e e s e sbaae e e 11.50% 7.90%
GBIMAN BNTITIES ..eii vttt ettt e e st s e sb b e e s e bebe s e s sraaeessbene e 1.60% 3.20%
varying from
13.76% to
UKFINIAN BNEITIES ...vviii ittt ettt st s s ebabe e s saabeaeseates 6.98% 10.00%
AUSEIIAN BNEITIES ..vviie ittt et e s st a e s e s srabeessaare e 2.50% 3.50%
Expected return on plan assets
AUSETIAN BNEITIES ..vviie ittt e s st e e e e s srabeessaare e 6.70% 4.32%
Rate of compensation increase
RUSSIAN BNEIEIES ...vvvvi ittt bt e s e e e s e sbaae e e 8.90% 6.58%
GBIMAN BNTITIES ..ottt et e et e e s e eb b e e s s beae s e s sbaaee s s bene e 4.00% 4.00%
UKFINIAN BNEITIES ...vviii ittt ettt st s s ebabe e s saabeaeseates 10.60% 5.3%
AUSEIIAN BNEITIES ..vviie ettt e s et e s e s sbabeessaare e 2.25% 3.50%

The key actuarial assumptions used to determine net benefit cost for the years ended
December 31, 2014 and 2013:

2014 2013

Discount rate
for interest
cost 7.9%
for service

RUSSIAN BNEIEIES ...vvvve ittt et ea e e s e sbaae e e cost 11.5% 7.00%
GBIMAN BNTITIES ..ottt et e et e e s e eb b e e s s beae s e s sbaaee s s bene e 3.20% 3.00%
for interest
cost 10%

for service
cost varying
from 13.76%

UKFINIAN BNEITIES ...vviii ittt ettt sa b s s ebabe e s saabeeeseates t0 6.98% 7.00%
AUSEIIAN BNEITIES ..vviie ittt e s st a e s e s srabeessaare e 3.50% 3.75%
Expected return on plan assets

AUSEIIAN BNEITIES ..vvvii ittt e s st e e s e s srabeessaare e 3.50% 3.75%
Rate of compensation increase

RUSSIAN BNEIEIES ...vvvvi ittt bt e s e e e s e sbaae e e 8.90% 6.88%
GBIMAN BNTITIES ..eii et ci ettt et e st s e eb b e s s bebe s e s sbabee s s bene e 4.00% 4.00%
UKFINIAN BNEITIES ...vviii ittt ettt e sttt s e ebabe e s saabeeeseares 10.60% 6.88%
AUSEIIAN BNEITIES ..vviie ittt et e s et e e s e s srabeessabe e 2.50% 3.50%

The results of sensitivity analysis of PBO as of December 31, 2014 are presented below:

Change in PBO as of
December 31, 2014

% from
the “Base Case”
PBO
Discount rate of 1% p.a. oWer than “Das CASE”..........cuiieerrieiiiiieesieeseesee e se st st e e e sre s 3.62%
Salary growth of 1% p.a. higher than “Dase CaSE”..........ccccviiiiiiririe et 2.90%
Staff turnover rate plus 3% p.p. fOr @ll AgES........ccovviiiiiie it -5.94%
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The amounts in accumulated other comprehensive income expected to be recognized as components of
net periodic benefit cost during the year ended December 31, 2015:

2015
Transition 0BHGALION (BSSEL) ....vcveiiveirieiee ittt se ettt et s e et e e e s teaetaennaesrbe s ae s -
N 0 U1 USSP (3,692)
PIION SEIVICE COST. ... vtiiiit ittt sttt etttk et et ettt e bbbt st et et ee e ebeebe e bt e reeeeenbeeb b eb b st be e e e e ees 914
Total amounts expected to be recognized during 2015.........cccoviiiiiieeriecien e (2,778)

The following benefit payments, which reflect expected future service, as appropriate, are expected to
be paid:

2015 2016 2017 2018 2019 2020-2024 Total
Pensions (including
monthly financial
SUPPON) e 17,017 4,890 4,542 4,495 3,862 13,525 48,331
Other benefits.................. 1,639 678 546 461 393 1,223 4,940
Total expected
benefits to be paid....... 18,656 5,568 5,088 4,956 4,255 14,748 53,271

Plan assets

The asset allocation of the investment portfolio was as follows as of December 31, 2014 and 2013:

December 31, 2014 December 31, 2013

DDt INSITUMENES ...ttt ettt et e et e e e e e e e et eeeteseanea e neneees 2,518 2,882
EQUILY INSEIUMENES ...eovviiiiie ettt st nae e enes 1,365 1,517
0] 1<) YRR 156 212
Cash and €ash eQUIVAIENES ...........cceiiieiriiiei e e 532 582
(0] 13 1= =TT £ TURRTTTPRR 445 397
o] 7= L o] Fo T I 1T PSSRSO 5,016 5,590

The investment strategy employed by the Group 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.

The expected return on plan assets takes into account historical returns and the weighted average of
estimated future long-term returns based on capital market assumptions for each asset category.
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18. FINANCE LEASES

In 2009-2014, several subsidiaries of the Group entered into agreements with third parties for the lease
of transport and production equipment. The leases were classified as finance (capital) leases in accordance
with FASB ASC 840, “Leases” (“ASC 840™), as they contain a bargain purchase option and the title to the
leased equipment transfers to the lessee at the end of the lease term.

As of December 31, 2014 and 2013, the net book value of the leased assets was as follows:

December 31, 2014 December 31, 2013

Transport equipment and VENICIES............oiiveiiiiiiiiiiec e 366,465 592,371
Operating machinery and eqUIPMENL...........cociiiiiiiiire e e 105,241 168,035
CONSLIUCTION 1N PrOGIESS ©eveveiivierirestieie st esteeseeste st e saesre et e eeste e e e sreesaeesreenreeses 9,057 540
Less: accumulated depreCiation ............cccveveeiviiiiese e e (145,143) (172,825)
Net value of property, plant and equipment, obtained under capital

188SE AQFEEMENTS ... eeiviivie ettt ere et e ene s 335,620 588,121

The carrying amount and maturities of capital lease liabilities as of December 31, 2014 were as
follows:

Total payable Interest Net payable
Payable in 2015.........ccoiiiiie e 360,622 (89,642) 270,980
Payable in 2016..........ccccveiiiiiiiie e 2,177 (193) 1,984
Payable in 2017.......cccviiiiiiie e 644 (60) 584
Payable in 2018..........cccoveiiii i 253 (8) 245
Total capital lease liabilities...........ccccovvveiieciriiie e, 363,696 (89,903) 273,793

The discount rate used for the calculation of the present value of minimum lease payments equals the
implicit rate for the lessor and varies on different groups of equipment from 9.2% p.a. to 13.2% p.a.
(U.S. dollar-denominated contracts), from 7.6% p.a. to 26.4% p.a. (euro-denominated contracts) and from
5.0% p.a. to 26.1% p.a. (ruble-denominated contracts). Interest expense charged to the accompanying
Group’s statements of operations and comprehensive income (loss) in 2014 and 2013 amounted to $52,388
and $62,714, respectively.

In 2009-2014, the Group signed several finance lease contracts under which all leased property was
received during 2010-2014. The total amount of commitments under the signed lease contract as of
December 31, 2014 is equal to $nil.

The Group’s finance lease contracts contain a number of covenants and restrictions, which include, but
are not limited to, compliance with payment schedule and certain cross-default provisions. As of
December 31, 2014, the Group was not in compliance with all major Group’s restrictive covenants. There
was also a breach of restrictive covenants on overdue principal amount of $51,047 as of December 31, 2014.
As a result, the long-term finance lease liability of $174,413 was reclassified to short-term finance lease
liabilities due to covenant violations as of December 31, 2014. The fines on overdue amounts were recorded
in the amount of $5,561 in Accrued expenses and other current liabilities in the consolidated balance sheet as
of December 31, 2014. The respective expenses were recognized as interest expense in the consolidated
statements of operations and comprehensive income (loss) for the year ended December 31, 2014. In 2015,
the Group received notifications demanding for early repayment of lease obligations from one of the lessors.
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19. EQUITY
(a) Capital stock

The capital stock of Mechel OAO consists of 497,969,086 authorized common shares with par value
of 10 Russian rubles (approximately $0.0002), of which 416,270,745 common shares were outstanding as of
December 31, 2014 and 2013.

(b)  Preferred shares

On April 30, 2008, Mechel’s Extraordinary Shareholders’ Meeting adopted changes to its Charter,
authorizing up to 138,756,915 preferred shares with a nominal value of 10 Russian rubles each for future
issuances (representing 25% of the Mechel OAQO’s share capital). Under the Russian law and the
Mechel OAQ’s Charter, these stocks are non-cumulative and have no voting rights, unless dividends are not
paid in the year. The dividend vyield is also fixed by the Charter and amounts to 0.2% of Mechel’s
consolidated net income per 1% of preferred stocks issued.

(c) Dividends

In accordance with applicable legislation, Mechel and its subsidiaries can distribute all profits as
dividends or transfer them to reserves. Dividends may only be declared from accumulated undistributed and
unreserved earnings as shown in the statutory financial statements of both Russian and foreign Group’s
subsidiaries. Dividends from Russian companies are generally subject to a 13% withholding tax for residents
(9% for the periods prior to 2015) 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 dividend payer for a period over one year and the residence of the dividend
distribution company is not included into the Ministry of Finance offshore list.

Approximately $2,727,554 and $6,104,529 of statutory undistributed earnings were available for
dividends as of December 31, 2014 and 2013, respectively.

On June 20,2014, one of the Group’s subsidiaries declared a dividend of
1,670 thousand Russian rubles ($50) and Mechel declared a dividend of 4,163 thousand Russian rubles
($124) to the holders of preferred shares for 2013. The dividends declared for 2013 were partially paid to the
shareholders in the amount of $26 as of December 31, 2014.

On June 20,2013, one of the Group’s subsidiaries declared a dividend of
285,105 thousand Russian rubles ($8,876) to its common shareholders and, on June 28, 2013, Mechel
declared 4,163 thousand Russian rubles ($127) to the holders of preferred shares for 2012. In August 2013,
the dividends on preferred shares declared for 2012 were paid in full amount.
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(d) Earnings per share
Net income (loss) per common share for all periods presented was determined in accordance with

FASB ASC 260, “Earnings Per Share” (“*ASC 2607), by dividing income (loss) available to shareholders by
the weighted average number of shares outstanding during the three years ended December 31.:

2014 2013 2012

Net loss from continuing operations.............c.cooveveveviveneene. (2,885,954) (1,704,870) (1,278,660)
Less: Net income from continuing operations attributable

to noncontrolling interestS..........coovvevvveveciiveiee e 31,054 (5,543) (23,510)
Dividends paid on preferred Stock ...........ccovviiieiiveniennene, (124) (127) (79,056)
Net loss from continuing operations attributable

to common shareholders of Mechel OAO........c.ccccccvvvvene.. (2,855,024) (1,710,540) (1,381,226)
Total weighted average number of shares outstanding

during the Period..........ccccveviieiiis i 416,270,745 416,270,745 416,270,745
Loss per share from continuing operations

(INU.S. dOIAIS) wivcvveieiiicieeiet e e (6.86) (4.11) (3.32)

2014 2013 2012

Net loss from discontinued operations .............cc.ccevvernenne. (1,473,780) (1,218,097) (386,225)
Less: Net loss from discontinued operations attributable to

noncontrolling iNterestS.........oovvvvevivvciiesie e (6,746) 496 23,827
Net loss from discontinued operations attributable to

common shareholders of Mechel OAO...........ccccceenane. (1,480,526) (1,217,601) (362,398)
Total weighted average number of shares outstanding

during the Period..........ccccveiviiiiii i 416,270,745 416,270,745 416,270,745
Loss per share effect of discontinued operations

(INU.S. dOIAIS) wiecvveieiiiciieiiee e e (3.56) (2.92) (0.87)

Net loss attributable to common shareholders of Mechel OAO for the years ended December 31, 2014,
2013 and 2012 has been computed by adding the dividends on preferred shares for the years then ended,
declared on June 30, 2014, June 28, 2013 and June 30, 2012 in the amount of $124, $127 and $79,056,
respectively, to net loss attributable to shareholders of Mechel OAQ.

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

Shares Fraction of Weighted-average

Dates outstanding outstanding period (days) number of shares
2012
Common shares: January 1-December 31 .........c.ccccovne 416,270,745 366 416,270,745
Total weighted average shares outstanding

during the period..........cccceeevie i 416,270,745 416,270,745
2013
Common shares: January 1-December 31 .........c.ccccovne 416,270,745 365 416,270,745
Total weighted average shares outstanding

during the period..........cccoveeevieiiviiieie e 416,270,745 416,270,745
2014
Common shares: January 1-December 31 .........c.cccoeevne 416,270,745 365 416,270,745
Total weighted average shares outstanding

during the period..........cccoveeeviiiiiiiiecie e 416,270,745 416,270,745

There were no dilutive securities issued as of December 31, 2014, 2013 and 2012.
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(e)  Acquisitions of noncontrolling interests

In November 2013, the Group purchased 1.31% of Mechel Mining OAO from the Controlling
Shareholder for $57,985 cash consideration. The transaction was accounted for as an equity transaction, and
the difference between the fair value of the consideration paid and share of carrying value of net assets
acquired of $54,952 was attributed to additional paid-in capital. The acquired shares were pledged under the
credit agreement between the seller and Gazprombank as of the date of transaction but the pledge was
released by the end of the year. The Group has 99.999995% of voting shares of Mechel Mining as of
December 31, 2014.

During the period from August 2013 through November 2013, the Group purchased 4.40% of KMP
from non-controlling shareholders for $29,158 cash consideration. The transaction was accounted for as an
equity transaction, and the difference between the fair value of the consideration paid and share of carrying
value of net assets acquired, of $8,720, was attributed to additional paid-in capital.

In March 2013, the Group purchased 0.21% of Tomusinsky Open Pit Mine (“TOPM”) from
noncontrolling shareholders for $33 paid in cash. The transaction was accounted for as an equity transaction,
and the difference between the fair value of the consideration paid and share of carrying value of net assets
acquired, of $619, was attributed to additional paid-in capital.

In March 2012, the Group purchased 0.03% of BMP from noncontrolling shareholders for $33 paid in
cash. The transaction was accounted for as an equity transaction, and the difference between the fair value of
the consideration paid and share of carrying value of net assets acquired, of $21, was attributed to additional
paid-in capital.

In October 2012, the Group purchased 1.63% of Izhstal from noncontrolling shareholders for $595
paid in cash. The transaction was accounted for as an equity transaction, and the difference between the fair

value of the consideration paid and share of carrying value of net assets acquired, of $160, was attributed to
additional paid-in capital.

20. INCOME TAXES

Loss from continuing operations, before income tax and discontinued operations attributable to
different jurisdictions was as follows:

Years ended December 31,

2014 2013 2012
RUSSIA. ...ttt ettt et e e e e e (2,343,202) (630,392) (669,215)
SWILZEIAN ..o (6,198) (592,724) (24,699)
British Virgin Islands ............cccovvv i (36,592) 38,129 16,808
ROMANIA ....veeiveceecee e - (87,006) (340,988)
LItNUBNIA ..ottt e e e e e e e e e e e 855 1,048 (10,832)
KAzZakhStan ..........cooeieiiiiiie e s - (4,524) (13,107)
USA ettt e ee e (1,477) (3,045) 460
OTNEI et e (683,248) (347,264) 5,514
TOLAL ot e (3,069,862) (1,625,778) (1,036,059)
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Years ended December 31,

2014 2013 2012
Current income tax expense (benefit)
RUSSTA ...ttt ettt ettt e e e e e e e et e e e e e ens 137,014 106,297 238,156
SWILZEIAN ..o 305 275 (4,583)
ROMANIA ....veiive e - - 94)
LithUuania ....oceeeiievieiceciee e - - -
KAZAKNSTAN ....veiiiiiiii ittt - - -
US A ettt e et 637 (526) 7
(0] 10 =] SRR 33,054 2,796 8,239
171,010 108,842 241,725
Deferred income tax expense (benefit)
RUSSTA. vttt ettt ettt e srae et (346,913) 9,966 7,639
SWILZEITANG ...t 388 (2,187) 1,434
ROMANIA ...vvee et - - (14,450)
LItRUANIA c.oecvve e - 6 (116)
KAZAKNSTAN ....veeiiiiii ittt - 195 327
US A ettt (262) - 118
(0] 11 =] SRR (8,131) (37,730) 5,924
(354,918) (29,750) 876
Total income tax (benefit) eXpense.........cccovcvevvviiiviieeinenns (183,908) 79,092 242,601

In January 2013, the Group created the consolidated group of taxpayers in accordance with part one of
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 are satisfied as of December 31, 2014. As of January 1, 2013, the consolidated group of
taxpayers consisted of 16 subsidiaries of the Group, together with Mechel OAO, which is the responsible
taxpayer under the agreement. As of January 1, 2014, the number of subsidiaries included in the consolidated
group of taxpayers increased to 20 participants.

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 recognized in the
accompanying consolidated financial statements in the amount determined by the Group in accordance with
ASC 740.

Taxes represent the Group’s provision for profit tax. During 2012-2014, income tax was calculated at
20% of taxable profit in Russia, at 10.8% in Switzerland, at 16% in Romania, at 15% in Lithuania, at 20% in
Kazakhstan. The Group’s subsidiaries incorporated in Liechtenstein and British Virgin Islands are exempt
from profit tax. In the U.S., the tax rates were as follows: 39.55% in 2013-2014, 40.0% in 2012.
Amendments in the tax legislation of the United Kingdom resulted in the decrease in tax rate from 24% in
2010-2012 to 23% since April 1, 2013 and to 21% since April 1, 2014. The tax legislation of Ukraine was
amended to decrease the statutory income tax rate to 21% from January 1, 2012, 19% from January 1, 2013
and 18% from January 1, 2014 and thereafter.
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The reconciliation between the income tax (benefit) 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 financial statements is as follows:

Years ended December 31,

2014 2013 2012
Theoretical income tax (benefit) expense computed on

income before taxes at Russian statutory rate (20%) ......... (613,972) (325,156) (207,212)
Effects of other jurisdictions and permanent differences:

Non-deductible interest eXpenses.........ccvvvvvveiiveiivesiesiieennes 92,344 - -
Other non-deductible expenses and non-taxable income,

11 TSR 160,550 131,486 299,994
Social eXPenditures .........ceevveeieiriieire e e 2,768 4,618 3,888
Change in valuation allowance ............cccoceevveiinicinese i, 21,574 195,971 125,056
Change in unrecognized tax benefits under ASC 740 ........... (30,378) 61,230 17,598
Different tax rates in foreign jurisdictions............cccoccevrvene.. 2,783 5,800 (268)
Fines and penalties related to taXxes ..........cccovvvrvieeivvsienineennn 12,605 631 5,988
Effect from disposal of subsidiaries .........c.ccccooeeivviieiinennnn - 16,874 -
Unrecognized tax position of prior periods recognized in

2014 114,212 - -
Other permanent differenCes...........ovvvvvvvveiieciveeriee e 53,606 (12,362) (2,443)
Income tax (benefit) expense, as reported...........c..cccevvenne. (183,908) 79,092 242,601

The deferred tax balances were calculated by applying the currently enacted statutory 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:

December 31, 2014 December 31, 2013

Deferred tax assets, current

LAY =101 (o] o TR UTPPRSSSTIN 2,631 8,161
Net operating 10SS Carry-fOrwards ............ccoovveiiiieiiiiiiie e e 99,826 3,252
Bad deDt QlIOWANCE .....eveeeee oottt et re e e e e e e e e e 14,772 10,749
Timing difference in COSt reCOGNITION .......ccecvviiiiiiie i e 969 25,677
ACCIUERH THADITITIES ..o ettt e e et e e e e e e e e e e e ree s 10,145 4,854
VaACALION PIOVISION ..ovvvecieiiviiie sttt ettt et e e sr e e e et e are s 1,217 2,269
(©]1 21T ST OPUPR RPN 372 5,973
Total deferred tax asSet, CUITENT.........coov vttt et e e e e e e eeeee s 129,932 60,935
Valuation allowance for deferred tax assets, CUMTENt...........cccvcvvevrvreiiveseeees e (4,693) (4,444)
Total deferred tax asset net of valuation allowance, current..........c.ccocvvvveeenn.. 125,239 56,491
Deferred tax assets, non-current

Net operating 10SS Carry-fOrwards ............ccoovveiieiieiiiiiiie e e 721,004 736,880
Asset retirement 0bHGAtioN........cccoocviiviiiii i 2,012 3,352
Property, plant and eQUIPMENT ...........oiieiiiiiieie e 23,847 29,112
Pension OBIIgAtioNS ......ccuviiieiiie e s - -
Borrowings — exercise of Cross CUrrenCy OPtioN .......cccocvevvveiveveereiecsieesee e 62,786 -
(013 =] G 10,300 1,388
Total deferred tax assets, NON-CUITENL ............ceceeerieieiieee e e eee e e eeeeeeees 819,949 770,732
Valuation allowance for deferred tax assets, NON-CUITENt ............cccvevvecveriierneennn, (526,081) (598,998)
Total deferred tax asset net of valuation allowance, non-current .................... 293,868 171,734
Total deferred tax aSSEt, NEL.........ooive ettt ettt e e e e nee s 419,107 228,225
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December 31, 2014 December 31, 2013

Deferred tax liabilities, current

Timing difference in revenue reCognIition...........c.oovveiieerieiiisseeee e se e 1,228 2,146
Timing difference in COSt reCOGNILION .......ccveviviiiiiiie s 10,444 4,995
I BNEOTIES . .ttt e et e e et et e ettt e e e e e eeeee ettt teeeeeea e een e aee e nneneees 14,491 43,646
Bad deDt @QIIOWANCE .....eveeeee ettt e ee e e e e e e e e e an e 4,971 6,621
(@] 101 ST 10,775 11,766
Total deferred tax liabilitieS, CUrTENT..........ooviieie e 41,909 69,174
Deferred tax liabilities, non-current

Property, plant and eQUIPMENT ...........coviiieiiieee e e 255,870 377,376
IVHINEEAL TICENSES ...ttt ettt et e e e e e e oottt e e et e e e e e ea et aaenenenan 142,795 261,060
Timing difference in COSt reCOGNILION .......ccceviviiviiiie e 209 3,057
(@1 1T ST RRURPRPPPRRPRTRTT 2,015 31,416
Total deferred tax liabilities, NON-CUrTeNt ..........oovveoieeiee e 400,889 672,909
Total deferred tax Hability .........cccooeiiiiiiiiie e 442 798 742,083

A deferred tax liability of approximately $2,898 and $2,868 as of December 31, 2014 and, 2013,
respectively, has not been recognized 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 $19,401 and $51,369 as of December 31, 2014 and 2013,
respectively, has not been recognized for temporary difference related to unremitted earnings of consolidated
domestic subsidiaries as management believes the Group has both the ability and intention to effect a tax-
free reorganization or merger of major subsidiaries into Mechel.

For financial reporting purposes, a valuation allowance is recognized to reflect management’s estimate
for realization of the deferred tax assets. Valuation allowances are provided when it is more likely than not
that some or all of the deferred tax assets will not be realized in the future. These evaluations are based on
expectations of future taxable income and reversals of the various taxable temporary differences. Deferred
tax assets on net operating loss carry forwards which are considered to be realized in the future, are mostly
related to the Russian subsidiaries. For the Russian income tax purposes, certain subsidiaries of the Group
have accumulated tax losses incurred primarily in 2009-2014, which may be carried forward for use against
their future income within 10 years in the full amounts.

As of December 31, 2014 and 2013, deferred tax assets on net operating loss carry forwards for
statutory income tax purposes amounted to $820,830 and $740,132, respectively. As management concluded
that the utilization of a substantial portion of such losses is not probable, the valuation allowances in the
amount of $503,250 and $579,128 were recorded against net operating loss carry forwards by the Group as
of December 31, 2014 and 2013, respectively.

Unrecognized tax benefits
Unrecognized income tax benefits of $31,444, including interest and penalties of $2,656, as of

December 31, 2014 and $78,332, including interest and penalties of $13,789, as of December 31, 2013 were
recorded by the Group in the accompanying consolidated balance sheets.
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The reconciliation of the beginning and ending amount of unrecognized income tax benefits, net of
interest and penalties, is as follows:

2014 2013
Unrecognized income tax benefits at the beginning of year .............ccc.ccccn 64,543 16,703
Increases as a result of tax positions taken during a prior period...........cccocerrvenne.. 3,478 52,567
Decreases as a result of tax positions taken during the prior period....................... - -
Decreases as a result of settlements with tax authorities ..............ccccoveevvviiesiennnn (6,346) -
Decreases as a result of a lapse of the applicable statute of limitations.................. (18,536) -
Decreases as a result of tax positions taken during the current period ................... - (1,806)
Translation diffEreNCe ......c.coviiiiicii e (14,351) (2,921)
Unrecognized income tax benefits at the end of year ...........c.cccceevecevivieniennn, 28,788 64,543

All unrecognized income tax benefits, if recognized, would affect the effective tax rate. Interest and
penalties recognized in accordance with ASC 740 are classified in the financial statements as income taxes.
The Group recognized interest and penalties of $nil and $10,468 for the years ended December 31, 2014 and
2013, respectively.

As of December 31, 2014, the tax years ended December 31, 2012-2014 remained subject to
examination by Russian tax authorities. As of December 31, 2014, the tax years ended
December 31, 2009-2014 remained subject to examination by Swiss, Liechtenstein, Belgium and the U.S. tax
authorities. In some companies certain periods were reviewed by the tax authorities and based on the history
the Group believes that probability of the repetitive review is less than 10%.

Although the Group believes it is more likely than not that all recognized income tax benefits would
be sustained upon examination, the Group has recognized some income tax benefits that have a reasonable
possibility of successfully being challenged by the tax authorities.

On January 9, 2014, the Group failed to sustain its position in the court with respect to the income tax
claims in the amount of 3,977 million rubles ($114,212 at exchange rate as of the transaction date), including
penalties and fines. The Group does not intend to appeal the decision. The Group recognized this income tax
as income tax expense included in the line Unrecognized tax position of prior periods recognized in the
income tax reconciliation in 2014.

21. TAXES OTHER THAN INCOME TAX

Taxes other than income tax included in the consolidated statements of operations are comprised of
the following:

Years ended December 31,

2014 2013 2012
Property and 1and taX..........ccceveiiviiiiine e 125,666 113,254 95,402
VAT ettt et 19,439 (1,785) 1,949
Fines and penalties related to taXxes ..........ccevevvveeivviiinninennns 21,346 3,227 (600)
Other taxes and penalties..........ccvvvvveiivvieniee e 5,996 10,876 32,133
Total taxes other than income taXx.........ocooovevveeveeeeeneneenn, 172,447 125,572 128,884

Property and land tax includes accruals for land tax, which amounted to $13,615, $19,238 and $30,649
for the years ended December 31, 2014, 2013 and 2012, respectively. This tax is levied on the land beneath
the Group’s production subsidiaries that is occupied based on the right of ownership.
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Property and land tax also includes expenses for the operating lease of land, which ranges between
1 and 49 years. These land lease expenses amounted to $43,009, $49,093 and $36,457 for the years ended
December 31, 2014, 2013 and 2012, respectively. The table below presents future land rental payments for
the next five years under non-cancelable operating lease agreements based on the current rental rates:

Operating lease

Year of payment payments

200D e e e e —e e e e b —— e e e et —ee e e —eaeaeeahetee e e abeteeeaabeaeeaatars srbeeeeeanaes 42,220
2000 ittt e e et — et e et ——e e e s e b —e e e e ate—ee e e —eaeaeaahetee e e abeteeeaareaeeaatars sbbeeeeeanaes 40,511
2007 e e et e e e b —— e e e et e —ee e e —eae e e et teeeea e teeeareaeeaatars srbeeeeeaaaes 40,010
200 e et e et e ——e e e et —— e e e ete—ee e e —eaeaeeaeteeeaa e aeeeanbeaeeaatars srbeeeeeanaes 39,508
2000 e et e e e e e b —— e e e ettt e e e —eaeaea et teeeaa e aeeeaabeaeeatars srbeeeeeaaaes 39,298

Included in other taxes and penalties related to taxes are $3,837, $4,831 and $2,785 relating to fees for
the environmental restoration and air contaminant emission for the years ended December 31, 2014, 2013
and 2012, respectively.

Other taxes and penalties for the year ended December 31, 2012 includes income related to
recalculation of mineral extraction tax for previous financial years of $5,137 and expense relating to mineral
extraction tax risk in respect of previous financial years of $27,097.

22. GENERAL, ADMINISTRATIVE AND OTHER OPERATING EXPENSES

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

Years ended December 31,

2014 2013 2012
Personnel and social contributions...........cccoevevvvvvveveveveenen.. 224,263 272,441 301,623
OFfiCe BXPENSES...veiveiriieiiie ettt ste et nee 41,389 45,536 43,787
DEPrECIALION ...eivvveeiie ettt e e 21,599 40,570 22,178
Fines, PeNalties .........cccovveiiieiiiiie e e 21,538 17,615 9,977
Audit and consulting SEIVICES .........ccevvveiviieeriiiieeeeesienines 14,436 19,769 24,975
ConNSUMADBIES. .....cooiiiiiiiii e 13,731 23,068 16,974
SOCIAl EXPENSES ...veveirvieiiie et eteestreeesbe et ae e ste v e sneee 13,687 15,356 20,997
Banking charges and SErviCes ............coovvvvervverveseeeensieennes 6,860 17,083 17,098
RN . e 6,834 11,515 10,301
BUSINESS tFIPS .eivvveviiecieiitieiie et ste e r e 4,016 5,982 7,593
Disposals of property, plant and equipment .............cccoevee. 1,709 4,907 (4,663)
INSUFANCE ...ttt et e e e ee e e e e e e e e e e e e e e eee s 2,466 2,991 5,400
Mitigation of accidents CONSEQUENCES .......c.ccverveirveriveseeannns 1,199 5,504 4,388
(@] 13 1=] G 18,879 27,768 26,193
Total general, administrative and other operating

EXPENSES, NEL..ceeiiieeeiiie ettt ee e st ee st e e seaeeesaee e enes 392,606 510,105 506,821
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23. OTHER INCOME (EXPENSES), NET

Other income (expenses), net is comprised of the following:

Years ended December 31,

2014 2013 2012
Loss on securities repurchase agreement...........ccceeevevveinnans (23,051) - -
Gain on sale of investments in equity SECUrities ................... 14,050 2,466 2,166
Gain (l0ss) 0N CUrreNCY OPErations............c.ccvevveveeeereesneennes 2,980 132 (2,626)
Gain on accounts payable with expired legal term................ 930 11,324 4,043
Gain on forgiveness of fines and penalties............ccccceevane 28 2,550 2,777
DiVIideNnds FECRIVEA. .....cevivieieeeee ettt 1 285 25,981
Loss on disposal of subsidiaries.............cocoveevviiiieiieiiieninens - (76,814) -
Other (eXpenses) INCOME, NEL..........cccveviverieriiecieeeee e (4,551) (14,514) 762
Total other (expenses) iNCOME, NEL.........cccovveervriiviiieerennns (9,613) (74,571) 33,103

During 2014, the Group recognized a loss of $23,051 related to the failure of a counterparty to a
securities repurchase agreement to return certain securities to the Group.

Gain on sale of investments occurred as a result of disposal of investments in equity securities to third
parties in 2014.

During the period from February 15, 2013 through February 18, 2013, the Group disposed of 86.6%
interest in Mechel Targoviste S.A., 86.6% interest in Mechel Campia Turzii S.A., 100% interest in
Ductil Steel and 90.9% interest in Laminorul S.A. for a nominal consideration of 230 Romanian lei ($0.1 as
of the date of agreement) paid in cash. The disposal is consistent with the Group’s strategy aimed at
development of its core business. All the disposed companies related to the Steel segment. There were no
significant write-downs of the carrying value of net assets to the fair value less cost to sell. The fair value of
Group’s net receivables from the disposed companies as of the disposal date is $nil. Net loss on disposal of
Romanian assets amounted to $79,997.

Gain on accounts payable 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.

During the years ended December 31, 2014, 2013 and 2012, the Group received dividends from cost
investments of $1, $285 and $25,981, respectively.

24. IMPAIRMENT OF GOODWILL AND LONG-LIVED ASSETS

As of December 31, 2014, the Group performed an impairment analysis of goodwill at all reporting
units where events occur that could potentially lead to the impairment. The Group considers the relationship
between market capitalization and its book value, among other factors, when reviewing for indicators of
impairment. In addition, the Group’s long-lived assets were tested for recoverability at those reporting units,
where events or changes in circumstances indicate that their carrying amounts may not be recoverable. Cash
flow forecasts used in the test were based on the assumptions as of December 31, 2014.
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The forecasted period for non-mining subsidiaries of the Group was assumed to be five years to reach
stabilized cash flows, and the value beyond the forecasted period was based on the terminal growth rate of
2.5%. For mining subsidiaries of the Group the forecasted period was based on the remaining life of the mines.
Cash flows projections were prepared using assumptions that comparable market participants would use.

Forecasted inflation rates for the period 2015-2019 that were used in cash flow projections were as
follows:

Region 2015 2016 2017 2018 2019
RUSSIA. ...t 12% 6% 5% 5% 5%
European CouNntries...........ccoveveernnane 3% 3% 3% 4% 3%

Discount rates used in the impairment test for goodwill were estimated in nominal terms on the
weighted average cost of capital basis. These rates, estimated for each year for the forecasted period, are as
follows:

2015 2016 2017 2018 2019
Discount rat........ccoeeeeviivieeiiiniieeenns 14.63% 14.22% 13.88% 13.15% 11.38%

Based on the results of the impairment analysis of long-lived assets, including definite-lived
intangibles and goodwill performed by the Group during the year ended December 31, 2014, no goodwill
impairment for the year ended December 31, 2014 was recognized.

As of December 31, 2014, the number of reporting units where the Group tested long-lived assets for
recoverability was 21. The Group tested long-lived assets for impairment at each reporting unit where the
potential amount of such impairment could be material.

According to the results of the impairment analysis of long-lived assets, an impairment loss of
$120,237 for the year ended December 31, 2014 was recognized in the following reporting units:

Impairment loss as
for the year ended

Reporting unit Segment December 31, 2014
JZNSEAL. . oot e et r e ——————— Steel 101,097
DEIMIP .ottt e et r e et e e e e e e eaar e Steel 18,020
Mechel Service ROMaNia S.R.L.. ..eveeeeieeiee ettt Steel 1,120
B 1] <= TR 120,237

The remaining carrying value of the long-lived assets of Mechel Service Romania S.R.L. after
recording of long-lived assets impairment as of December 31, 2014 was $4,251. The remaining carrying
value of the long-lived assets of Izhstal and DEMP was $nil.

According to the results of the impairment analysis of goodwill as of December 31, 2014, the
following reporting units with goodwill allocated for testing purposes have the estimated fair values that are
not substantially in excess of their carrying values and goodwill for such reporting units, if impaired, could
materially impact the Group’s results:

The excess of fair value Goodwill allocated to
Reporting unit Segment over carrying value the reporting unit
KPSC .ottt Power 72% 18,234
YaKULUGOL ..o Mining 54% 237,892
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In order to determine a reporting unit which had a fair value that was not substantially in excess of its
carrying value the Group compared the carrying value of each reporting unit to its fair value based on the
discounted cash flows expected to be generated by this reporting unit. As of December 31, 2014,
two Group’s reporting unit KPSC and Yakutugol had 72% and 54% excess of fair value over its carrying
value, respectively, while others had the excess of 106% and more.

The material assumptions that drive the estimated fair values of KPSC and Yakutugol are represented
by sales volumes, coal and power and electricity prices, discount rates. Some of these assumptions materially
deviate from the Group’s historical results primarily due to the market downturns and economic slowdowns
in the recent years in Russia, where KPSC and Yakutugol are located. All these material assumptions are
based on the Group’s projections and are subject to risk and uncertainty.

Based on the sensitivity analysis carried out as of December 31, 2014, the following minimum
changes in key assumptions used in the goodwill impairment test would trigger the impairment of goodwill
at KPSC and Yakutugol (the actual impairment loss that the Group would need to recognize under these
hypotheses would depend on the appraisal of the fair values of the reporting unit’s assets, which has not been
conducted):

. 0.8% and 18.1% decrease in future planned revenues, respectively;

. 6.6% and 7.7% point increase in discount rates for each year within the forecasted period,
respectively;

. 11.4% points decrease in cash flows growth rate after the forecasted period at KPSC.

The Group believes that the values assigned to key assumptions and estimates represent the most
realistic assessment of future trends.

According to the results of the impairment analysis of goodwill, an impairment loss of $38,310 for the
year ended December 31, 2013 was recognized in the following reporting units:

Impairment loss as
for the year ended

Reporting unit Segment December 31, 2013
S S OURRPUTTTR Power 28,144
EKOS-PIUS. .ttt cteiitie ettt ettt ettt r e e Mining 4,069
MVUINL SEBAL ...ttt ettt e et e et e e e e e e e e et eteteeeeneaeaeeees Steel 2,263
RAMALEKS ...ttt et e e et e e e e e e e e e e et e e e e e e e eeeaeann rer e Steel 2,248
MECHEI TTaNSPOM ....c.vvecieieeie ettt et Mining 1,586
o] = TR TTTTOPTROUPTOPPRRPTI 38,310

The remaining carrying value of the goodwill for KPSC where the Group recorded goodwill
impairment as of December 31, 2013 was $31,352. The remaining carrying value of goodwill for Ekos-plus,
WNL Staal, Ramateks and Mechel Transport was $nil.

According to the results of the impairment analysis of long-lived assets, an impairment loss of
$177,417 for the year ended December 31, 2013 was recognized for DEMP. The remaining carrying value of
the long-lived assets of DEMP after recording of long-lived assets impairment as of December 31, 2013 was
$35,661.
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According to the results of the impairment analysis of goodwill as of December 31, 2013, the
following reporting units with goodwill allocated for testing purposes had the estimated fair values that are
not substantially in excess of their carrying values and goodwill for such reporting units, if impaired, could
materially impact the Group’s results:

The excess of fair value Goodwill allocated
Reporting unit Segment over carrying value to the reporting unit
YaKULUGOL ..o Mining 17% 408,915
B P e e Ferroalloy 29% 89,521
POIt POSIEL ..ottt Mining 17% 23,109

The material assumptions that drive the estimated fair values of Yakutugol, BFP and Port Posiet are
represented by projected prices, sales volumes, discount rates. Some of these assumptions materially deviate
from the Group’s historical results primarily due to the market downturns and economic slowdowns in the
recent years in Russia, where Yakutugol, BFP and Port Posiet are located. All these material assumptions are
based on the Group’s projections and are subject to risk and uncertainty Changes in these material
assumptions could result in lower than expected cash flows that may trigger the impairment of goodwill and
long-lived assets.

The Group believes that the values assigned to key assumptions and estimates represent the most
realistic assessment of future trends.

According to the results of the impairment analysis of goodwill, an impairment loss of $361,969 for
the year ended December 31, 2012 was recognized in the following reporting units:

Impairment loss as
for the year ended

Reporting unit Segment December 31, 2012
DEMP e e Steel 205,522
DUCKHE SEEEI S.A. ettt et e e e e e e e e e e e e eeeeeeeneae Steel 92,398
070 0o OSSO S USRI Steel 62,118
INBIMUNGS ... ettt et et e e e e e e e e et e eee e e s e s st eeeteeeseeesaieerenenas Steel 1,931
1o ] v- 1 TP PRTPRRRRI 361,969

The remaining carrying value of goodwill of these reporting units was $nil.

According to the results of the impairment analysis of long-lived assets, an impairment loss of
$245,908 for the year ended December 31, 2012 was recognized in the following reporting units:

Impairment loss as
for the year ended

Reporting unit Segment December 31, 2012
DUCEHE SEEEI S.A. < ettt et e e e e rer e e e s e e e eeeeeeeneae Steel 115,181
MeEChel TargoViSte S.A. . ..ceieeies et Steel 48,806
Kazakhstansky Nickel Mining COmMpany .........ccccccvveiiieiinenies e esee e Steel 23,864
LAMINOTUL S.A. . oo ettt et e et e e et e e e e e e e e e e e ees Steel 29,933
Mechel Campia TUIZIT S.A ..ccui e e Steel 19,727
INBIMUNGS ... ettt et e e e e e e e e et e eeeee s e s sttt eeeteeeseessaieeneneeas Steel 8,397
B 1o ] v- | TR PRT PRI 245,908

The remaining carrying value of the long-lived assets of these reporting units was $nil.
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25. SEGMENT INFORMATION

Effective April 1, 2014, in connection with the disposal of the ferroalloy entities, the Group
reorganized its reportable segments as a result of a change in managing and evaluating the business.
Previously, the Group had four reportable segments: Steel, Mining, Ferroalloy and Power. In 2014, the
Group realigned the structure of segments, and, therefore, decreased the number of reportable segments to
three: Steel, Mining and Power. These segments are combinations of subsidiaries and have separate
management teams and offer different products and services. The above three segments meet criteria for
reportable segments. Subsidiaries are consolidated by the segment to which they belong based on their
products and by which they are managed. All historical segment information has been revised to conform to
the new presentation, with no resulting impact on the consolidated results of operations.

The Group’s management evaluates performance of the segments based on segment revenues, gross
margin and operating income (loss).
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As of December 31, 2014 and 2013, and
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2014 2013 2012
Elimina- Elimina- Elimina-
Mining Steel Power tions***** Total Mining Steel Power tions***** Total Mining Steel Power tions***** Total

Revenues from external

customers. 2,087,047 3,643,797 674,923 6,405,767 2,619,262 5,132,100 754,569 8,505,931 3,143,660 6,852,614 757,239 10,753,513
Intersegment revenues . 552,844 213,405 356,998 1,123,247 525,201 239,842 435,637 1,200,680 627,836 261,724 428,537 1,318,097
Gross margin 800,180 268,244 12,608 2,374,110 1,516,841 840,504 305,783 (2,949) 2,660,179 1,905,261 1,059,192 305,943 47,580 3,317,976
Gross margin®, %.............. 49.0% 20.7% 26.0% 37.1% 48.2% 15.6% 25.7% 31.3% 50.5% 14.9% 25.8% 30.9%
Depreciation, depletion

and amortization .............. 228,628 133,552 8,364 370,544 260,233 155,539 9,510 425,282 236,023 175,175 10,662 421,860
Loss on write-off of

property, plant and

equipment........cc.ccccnecues 8,560 5,975 2,860 17,395 16,358 896 - 17,254 6,820 4,054 5 10,879
Impairment of goodwill

and long-lived assets ....... - (120,237) - (120,237) (5,658) (181,925) (28,144) (215,727) - (607,877) - (607,877)
Provision for amounts

due from related parties..... (3,093) (32,999) (5,333) (41,425) (1,566) (699,829) (12,786) (714,181) (22,668) (896,445) - (919,113)
Operating income (10ss)...... 63,682 42,120 8,018 12,608 126,428 211,895 (853,059) (12,644) (2,949) (656,757) 726565  (1,403,055) 31314 47,580 (597,596)
Income (loss) from equity

investees.... 450 (174) - 276 3,729 (140) - 3,589 475 - - 475
Interest income .. 1,629 731 38 2,398 2,701 4,565 64 7,330 50,282 19,859 37 70,178
Intersegment interest

INCOME ..o 18,304 9,309 1,204 28,817 44,566 5,232 - 49,798 47875 225 - 48,100
Interest expense**............... (383,500) (385,071) (24,657) (793,228) (378,959) (335,689) (25,953) (740,601) (275,774) (355,403) (18,583) (649,760)
Intersegment interest

EXPENSE ..o (4,754) (17,658) (6,405) (28,817) (1,165) (36,850) (11,783) (49,798) (190) (42,121) (5,789) (48,100)
(Loss) gain from

discontinued operations,

net of income tax.............. (1,480,349) 21,635 (15,066) (1,473,780) (35,777)  (1,158,228) (24,092) (1,218,097) (33,548) (191,639) (161,038) (386,225)
Segment assets*** .............. 4,359,291 2,140,093 214,106 6,713,490 10,000,696 3,461,491 372,323 13,834,510 9,680,652 7,530,814 483,837 17,695,303
Assets of discontinued

operations™*** ... 151,602 - - 151,602 2,181,532 - - 2,181,532 2,258421 1,713,449 59,223 4,031,093
Investments in equity

investees****. 4,866 - - 4,866 7,388 216 - 7,604 7475 378 - 7,853
Goodwil [**** . 255,242 61,708 86,257 403,207 438,640 100,813 148,310 687,763 478,636 112,930 191,249 782,815
Capital expenditures (354,066) (84,254) (5,348) (443,668) (330,983) (216,227) (5,216) (552,426) (599,343) (340,955) (9,744) (950,042)
Income tax benefit

(EXPENSE) ..o 166,491 14,158 3,259 183,908 (85,208) 17,024 (10,908) (79,092) (208,602) (31,423) (2,576) (242,601)
* Gross margin percentage is calculated as a function of total revenues for the segment, including both from external customers and intersegment.
el Interest expense incurred by the production subsidiaries is included in the corresponding segment. Directly attributed interest expense incurred by the servicing subsidiaries (trading houses and corporate) is included in the appropriate segment

based on the nature and purpose of the debt, while the interest expense related to general financing of the Group is allocated to segments proportionate to respective segment revenues.

falaled Net of effects of intersegment eliminations.

kkk Included in total segment assets.

FkkKK

Eliminations represent adjustments for the elimination of intersegment unrealized profit (l0ss).

The amount of electricity transmission costs, included in the selling and distribution expenses of power segment, for 2014, 2013 and 2012 is $ 198,837, $221,247 and, $221,511 , respectively.
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The following table presents the Group’s revenues 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.

2014 2013 2012
Domestic
RUSSIA . viiii ittt et e 3,725,567 4,795,324 5,567,656
(0] 13 1=] T 508,121 874,226 1,254,960
TOLAL i 4,233,688 5,669,550 6,822,616
(010 o TP 2,172,079 2,836,381 3,930,897
Total FEVENUE, NBL.....ooiee it 6,405,767 8,505,931 10,753,513

Allocation of total revenue by country is based on the location of the customer. The Group’s total
revenue from external customers by geographic area for the last three fiscal years was as follows:

2014 2013 2012
RUSSIA . veiii ittt et 3,727,782 4,797,012 5,572,864
T o] o= USRS 889,465 1,234,728 1,656,697
ASTB .. i e 1,071,766 1,453,750 1,596,025
IS 566,514 647,833 996,832
MiIAAIE EASE.....cccoivviiiiiciiiee et 96,059 265,727 667,059
US A e e 11,738 9,219 62,780
(@1 1= g €0 o] SR SSPP 42,443 97,662 201,256
TOLAL o 6,405,767 8,505,931 10,753,513

The majority of the Group’s long-lived assets are located in Russia. The carrying amounts of long-
lived assets pertaining to the Group’s major operations located outside Russia as of December 31, 2014 and
2013 were as follows:

2014 2013
SWiItZerland/LIEChEENSIEIN ......ocviiiiii et 134 186
()T o SRR 9 6
ROMANIA .. eee ettt et e e e et e et e et e e e e e e e et e teteeeaeeaeeeeeeserenaas 4,261 10,456
1] o LT WSS RS SPT 20 57
(€121 010V USSR 27,518 38,638
L0 17  NT - 3,202
(O R 390 36,138
TUIKEY © 1ottt ettt sttt e e s te et e sbe bt e e e te et b e e e et e e teene e aeeneennbe e s 167 4,221
CZECH REPUDIIC ... ettt 4,285 5,739
G AN {4 T VTR 12,503 25,373
(@11 1T SO RORPPRTPTRPRTRTT 1,310 4,187

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.
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The following table presents the breakdown the Group’s revenues from external customers by major
products:

December 31, 2014 December 31, 2013 December 31, 2012

Mining segment

Coal and middlings ........cccovvervieiirerierie e 1,629,180 1,866,536 2,189,901
Coke and chemical products............cccooveiivevieiieesiiieinens 287,639 283,199 440,621
IrON Ore CONCENTIALE. .. .vvere et e, 109,370 411,903 444,672
(0] 12 1=] G 60,858 57,624 68,466
TOLA e 2,087,047 2,619,262 3,143,660
Power segment

EIECHICIY c.vvvive e 619,864 673,053 671,283
(0] 12 1=] G 55,059 81,516 85,956
B o) ¢= | 674,923 754,569 757,239
Steel segment

Long Steel ProduCES .......cccovveiveiieniie e, 1,879,842 2,446,989 2,860,711
HAIOWATE ...ttt e e e e e 592,734 760,085 889,041
Flat steel products ..........cccovveiiviiieiieiciie e 383,462 524,230 636,128
Forgings and Stampings..........cccovveervvcinsiieenies e esieeienns 313,772 406,440 442,585
SEEEI PIPES ..t 89,860 182,432 261,040
Semi-finished steel products............cccoevviivevieniesviieinens 78,373 443,926 1,175,392
FEITOSTTICON ....coeee ettt 71,228 77,039 65,591
(0] 12 1=] G 234,526 290,959 522,126
TOtAL oo 3,643,797 5,132,100 6,852,614
TOtal FEVENUE....cceeeeeeee e, 6,405,767 8,505,931 10,753,513

26. COMMITMENTS AND CONTINGENCIES
Commitments

In the course of carrying out its operations and other activities, the Group and its subsidiaries enter
into various agreements, which would require the Group to invest in or provide financing to specific projects
or undertakings. In management’s opinion, these commitments are entered into under standard terms, which
are representative of each specific project’s potential and should not result in an unreasonable loss.

As of December 31, 2014, the total Group’s contractual commitments to acquire property, plant and
equipment amounted to $474,826.

Included in the commitments related to acquisition of property, plant and equipment are amounts
arising from various purchase agreements in respect of railway construction for the Elga project. The total
amount of remaining commitments under the construction contracts as of December 31, 2014 is equal to
$378,922.

Contingencies
(a) Guarantees
As of December 31, 2014, the Group guaranteed the fulfillment of obligations to third parties for the

total amount of $2,105. These guarantees are given by the Group under promissory notes, which were
transferred by endorsement.
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(b)  Environmental

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 its financial position and
results of operations.

The Group estimated the total amount of capital investments to address environmental concerns at its
various subsidiaries at $23,654 as of December 31, 2014. These amounts are not accrued in the consolidated
financial statements until actual capital investments are made.

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.

(c) Taxation

The Group is subject to taxation to the largest extent in Russia, and secondarily in other jurisdictions.
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. Recent events within the
Russian Federation suggest that the tax authorities are taking a more 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 taxes for three calendar years
preceding the year of review. Under certain circumstances reviews may cover longer periods.

In Russia, generally tax declarations remain open and subject to inspection for a period of three years.
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 other tax jurisdictions where the Group conducts operations or holds shares, taxes are generally
charged on the income arising in that jurisdiction. In some jurisdictions agreements to avoid double taxation
are signed between different jurisdictions; however, the risk of additional taxation exists, especially in
respect of certain domiciles where some of the Group entities are located and which are considered to be tax
havens.

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 and certain types of cross-
border transactions. For domestic transactions the transfer pricing rules apply only if the amount of all
transaction with related party exceeds 2 billion Russian rubles in 2013 and 1 billion Russian rubles since
2014. 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 authorized body in due course.
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The current Russian transfer pricing rules have considerably increased the compliance burden for the
taxpayers compared to the transfer pricing rules which were in effect before 2012 due to, inter alia, shifting
the burden of proof from the Russian tax authorities to the taxpayers. These rules are applicable not only to
the transactions taking place in 2012 but also to the prior transactions with related parties if related income
and expenses were recognized in 2012. Special transfer pricing rules apply to transactions with securities and
derivatives.

Due to the uncertainty and absence of current practice of application of the current Russian transfer
pricing legislation the Russian tax authorities may challenge the level of prices applied by the Group under
the “controlled” transactions and accrue additional tax liabilities unless the Group is able to demonstrate the
use of market prices with respect to the “controlled” transactions, and that there has been proper reporting to
the Russian tax authorities, supported by appropriate available transfer pricing documentation.

Management believes that it has paid or accrued all taxes that are applicable. Where uncertainty exists,
the Group has accrued tax liabilities based on management’s best estimate of the probable outflow of
resources embodying economic benefits, which will be required to settle these liabilities. In accordance with
FASB ASC 450, “Contingencies” (“ASC 450"), the Group accrued $11,367 and $16,755 of other tax claims
that management believes are probable, as of December 31, 2014 and 2013, respectively. In addition, income
tax accrual was made under ASC 740 (Note 20).

As of December 31, 2014, 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 financial statements in order for those statements not to be materially
misstated or misleading.

Possible liabilities, 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 $35,726.

(d) Litigation, claims and assessments

The Group is subject to various lawsuits and claims with respect to such matters as personal injury,
wrongful death, damage to property, exposure to hazardous substances, governmental regulations including
environmental remediation, employment and contract disputes and other claims and actions arising out of the
normal course of business. Management’s current estimates related to these pending claims, individually and
in the aggregate, are immaterial to the financial position, results of operations or cash flows of the Group.

As of the date when the financial statements were issued, the Group was involved into the following
litigations:

. The Group filed a claim against Sberbank in connection with conversion of debt from Russian rubles
into U.S. dollars under cross currency option agreement. The Group’s liabilities arising from
conversion were recorded in the consolidated financial statements as of December 31, 2014 as
described in Note 15;

. VTB Bank and VTB Capital claimed for $101,912 plus interest pursuant to the obligations of the
Group under cross currency swap agreement with VTB Bank (Austria). The Group is rejecting the
VTB Bank’s claims including inter alia the validity of earlier termination of the swap agreement. The
Group’s liabilities arising from cross currency swap were recorded in the consolidated financial
statements as of December 31, 2014 as described in Note 15;
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. On March 31, 2015, the Group received a notice about seizure of 100% shares of Mechel Service
Global B.V. in favor of VTB. The shares are seized according to the judgment of the Hague court as
an interim measure in the claim of VTB to the Group in LMAC and are likely to be foreclosen on the
outstanding loan that was recognized upon termination of swap agreement with VTB;

. On April 13, 2015, the Group filed two lawsuits against VTB Bank with the Moscow Arbitrazh Court
to contest the SKCC’s and Yakutugol’s loans conversion into U.S. dollars. The Group’s liabilities
arising from conversion were recorded in the consolidated financial statements as of December 31,
2014 as described in Note 15.

(e) Russian business environment

Russia continues economic reforms and development of its legal, tax and regulatory frameworks as
required by a market economy. The future stability of the Russian economy is largely dependent upon these
reforms and developments and the effectiveness of economic, financial and monetary measures undertaken
by the government.

In 2014, the Russian economy was negatively impacted by a significant drop in crude oil prices and a
significant devaluation of the Russian ruble, as well as sanctions imposed on Russia by several countries. In
December 2014, the Russian ruble interest rates have increased significantly after the Central Bank of Russia
raised its key rate to 17% p.a. The combination of the above resulted in reduced access to capital, a higher cost
of capital, increased inflation and uncertainty regarding economic growth, which could negatively affect the
Group’s future financial position, results of operations and business prospects. Management believes it is taking
appropriate measures to support the sustainability of the Group’s business in the current circumstances.

27. SUBSEQUENT EVENTS

The Group evaluated subsequent events for these consolidated financial statements through the date
when the financial statements were issued, April 28, 2015.

Disposal of subsidiaries
On February 18, 2015, the Group has closed the sale of the BCG Companies (Note 4(c)).
Debt restructuring

In March 2015, Yakutugol signed amendments to the loan agreements with Raiffeisenbank for the
restructuring of the existing overdue credit facilities in the amount of $29,091 which were converted into
rubles (1.7 billion Russian rubles) on the date of the agreement. The restructured facility bears interest
1month MosPrime plus 3.4% p.a. According to the amendments, the Group should repay the credit facility
by February 2016. The Group paid a penalty fee for the overdue of payments on principal amount and
interest on the credit facilities in the amount of $1,245 at the date of the amendments.

In March 2015, HBL entered into an amended agreement with VTB Bank for the total amount of
30 million euro ($31,572 at exchange rate as of the date of the agreement) on refinancing of the existing
short-term credit facility. According to the amendments, the Group should repay the revolving credit line by
December 2015. The interest rate remained unchanged. The parties agreed to extent the pledge under the
amended loan agreement.

89





