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Awards and Recognition
This Annual Report has been prepared in accordance
with the Global Reporting Initiative (GRI) Guidelines for
reporting on sustainable development. For more information
see Appendix: Material Topics and Materiality Matrix.
In this Report “MegaFon” or the “Company” refer to
PJSC MegaFon and its controlled entities, PJSC “MegaFon”
refers to Public Joint-Stock Company “MegaFon”.
Immaterial discrepancies in totals and subtotals in the
charts and tables of the Annual Report are due to rounding.

Over the years, MegaFon’s annual reports have won
awards and been nominated in prestigious international
and Russian competitions, and hold high positions in
leading ratings, such as the Moscow Exchange Annual
Report Competition, Expert RA, LACP, Communicate
magazine, ReportWatch rating and a number of others.

2020 Annual Report awards:
XXIV Moscow Exchange
Annual Report Competition

• 3rd place in category “Best

XXIII Expert RA Annual Report
Competition

• Rated 4 stars

Annual Report of a Non-Public
Company”

• Gold award among EMEA
For more information please visit:
corp.megafon.com

LACP
2020 Vision Awards

companies (ranked 55 among
top-80 EMEA reports)

• Silver industry award
worldwide
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MegaFon strives to be the market leader and become
a lifelong partner and a high-quality operator of choice.
To deliver this vision, we are developing a superservice
that not just fully addresses customer demands for highquality communications services but also drives employee
motivation. We aim to deploy the latest solutions and best
customer service for all subscribers.

In 2021:

+6%

Russia’s fastest mobile data

customer base

In 2021, MegaFon became Russia’s leader in mobile data speed for the fifth consecutive year,
sustainably keeping ahead of our competition. Taking advantage of our superfast speeds,
subscribers enjoy low-latency connectivity, ideal for online gaming, livestreaming, listening
to music, chatting on the social media and messengers, watching movies, sharing files of any
size, and much more.

+9 p.p.
Net promoter score
(NPS) growth

State-of-the-art solutions for people and businesses

66%

In 2021, MegaFon continued to expand its portfolio of digital services in the B2C and B2X
segments. In particular, we were the first in Russia to launch a federal VoLTE network,
introduce a cyber defense training platform, protect users against voice spam, offer
a special family budget-saving tariff plan, and offer many other solutions.

customer satisfaction
index (CSI)

Delivering the best customer experience

4

Mobile services
on p. 63

Customer satisfaction
on p. 59

Infrastructure development
on p. 46

Innovative products and VAS
on p. 67

We make a continuous effort to improve the quality of our customer service and deploy cuttingedge solutions. In particular, in 2021, we launched Eva, a voice assistant who helps users not
to miss important calls by answering them by herself, identifying the call source and purpose,
keeping the conversation going, sending a missed call transcript to the user via a messenger,
and much more.
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MegaFon stands for...

In 2021:

89%

for our customers, because we are their operator

employee engagement

MegaFon continuously develops its customer-centric approach, focusing on customer
needs. Our aim is to give customers who are struggling to choose between offers the chance
to get what they want right away, without having to decide whether it will work for them.
Following this approach, we were able to grow our subscriber base and boost customer
satisfaction in 2021.

+7%
revenue growth

for our people, because they work for us
MegaFon is a socially responsible business and one of the most attractive employers
in Russia. We are focused on attracting and retaining the best talent by creating unique
opportunities for career advancement and personal development. In 2021, MegaFon became
Russia’s Best Employer according to Forbes, ranked second in the Best Company Award
by Changellenge and third among the most attractive telecom companies for students in the
FutureToday ranking.

for our shareholders, because we are their valued assets

Developing our brand and
marketing communications
on p. 53
HR Management
on p. 78

6

In 2021, MegaFon continued to further improve its operational and financial performance,
posting strong results on metrics such as revenue, OIBDA, net profit, and cash flow. We aim
to become the market leader, not just meeting shareholder expectations but exceeding them.

Strategy
on p. 40
Financial performance
on p. 72
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MegaFon stands for...

In 2021:

2,825

doing things they can be proud of

employees took external
training programmes

Our team always sets the bar high and works hard to deliver the best results in the industry.
In 2021, we made good progress, launching new ambitious projects: we opened the wide trial
zone with 5G connectivity, pioneered the use of the VoLTE technology at the federal level,
launched MegaFon+, our own multi-subscription platform, and much more.

142
employees received awards
for their contribution to the
development of the IT and
telecommunications industry

work as a team
MegaFon employees are team players, focused on achieving a common goal. We hold
regular joint training sessions and education programmes and encourage employees to
be themselves while also being part of the team, standing behind the Company’s common
goals. To do this, we foster engagement while providing access to comprehensive information
about the Company’s activities as well as tools for self-expression, feedback and creative
development for each employee.

get better every day

8

HR Management
on p. 78

Infrastructure development
on p. 67

Strategy
on p. 40

Innovative products and VAS
on p. 67

MegaFon strongly believes that a truly good product can only be created when its
development team is focused on continuous improvement and is able to effectively and
promptly adapt to changes. To foster this mindset, we hold sessions where employees get
together with management to learn how to do effective postmortem reviews of completed
projects, as we as roll out agile management methods to make employees feel valued and
fulfilled at work.
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Chief Executive’s
review
Tell us about the key trends in the Russian
telecom market in 2021.

Khachatur
POMBUKHCHAN
CEO

10

The telecommunications industry was recovering fast throughout 2021 as
COVID-19 restrictions were lifted. In 2021, the Russian telecom market size
was RUB 1.8 trillion, up 3.2%, which is one of the highest rates in several
years. The growth was mainly driven by the recovery in the mobile market
as subscribers activity went up, stores reopened, migrant workers returned
and demand for roaming increased amid border reopening.

Improving
efficiency

In 2021, we were able to improve our operational efficiency,
deliver the strongest revenue growth in several years and
demonstrate a manifold increase in net profit all while reducing
our leverage and improving our financial health. Our key focus
in 2021 was on rolling out our superservice for MegaFon customers
and on driving continuous improvements across the Company.
We also continued to enhance infrastructure and expand our
portfolio of the most sought-after digital products and services,
focusing on the needs of our subscribers, both independently
and with our partners.

Annual Report 2021

Could you tell us the highlights
of MegaFon’s performance in 2021?
What had the greatest impact on your
results?
MegaFon continued to grow its business and focused on improving
operational efficiency in 2021. MegaFon’s revenue came in at
RUB 354.2 billion, a record-high 6.6% growth since 2013. This strong
momentum was visible across all core segments such as service revenue,
including mobile and fixed-line services, as well as sales of equipment and
accessories through our own retail network and franchised stores.
Growth in the mobile segment was mainly driven by mobile data and
content revenue, M2M as well as big data analytics services. In fixed line,
the growth was mainly attributable to an increase in international traffic
and ICT projects.
OIBDA for 2021 remained flat year-on-year at RUB 147.7 billion, while the
OIBDA margin was down 2.8 p.p. to 41.7%. Net profit grew by almost 148.9%
to RUB 66.3 billion, driven by lower interest expenses amid considerable
deleveraging and successful FX hedging, as well as the impact from the
deal to contribute JSC First Tower Company (FTC) assets to an independent
operator at the end of 2021.
The subscriber base in Russia increased 5.7% to 74.4 million at the end
of the year.
MegaFon revenue for 2021
↑ 6.6%

RUB

354.2

corp.megafon.com

billion
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Tell us about the implementation of the
Company’s strategy in 2021. Have there
been any updates to the Company’s strategy
and its key priorities?
In 2021, MegaFon’s key focus areas were improving the quality of customer
service and delivering the best customer experience, driving focused growth
beyond the telecommunications industry, improving operational efficiency,
streamlining business processes, and transforming the corporate culture.

In 2021, we delivered an
increase in LTV, one of our key
strategic performance metric.

We have updated our 2023 development strategy, focusing even more on our
customers’ needs and a culture of continuous improvement at the Company.

We intend to consolidate
our leadership, develop our
superservice and satisfy our
customers, employees and
shareholders.

In the B2X segment, MegaFon will maintain its priorities and focus its efforts
on strengthening its leadership in the core business, boosting revenues and
developing high-tech projects. In the B2G segment, emphasis will be placed on
enhancing new digital solutions for ICT clients.

In the B2C segment, MegaFon continues its efforts to improve customer
experience. We also plan to step up our efforts in Russian regions, develop our
sales channels and strengthen infrastructure.

We work hard to be the employer of choice for our employees, and to this end
we are planning to focus on transforming our corporate culture and creating
an environment that supports career growth and enables building longterm relationships that our employees will benefit from. MegaFon plans to
foster a leadership and high performance culture and creating a continuous
improvement environment.
MegaFon will continue working on growing its business and achieving the
Company’s long-term financial goals, including boosting its cash flow and
increasing operational efficiency across all lines of business.

How does MegaFon deliver high levels
of customer satisfaction?
We strive to keep a customer as satisfied and happy as possible, so that they
stay with us as long as possible. To achieve this, we are enhancing our product
and service portfolios, continuously improving network reliability, enhancing
customer experience.

For more information see:
Products and Services

In 2021, taking into account the market situation, we made several updates
and supplements to the tariff plans within the #NoOvercharges line. In
particular, we offered permanent discounts to retirees and students, launched
specific attractive offers with a large discount.
In 2021, MegaFon also launched several tariffs and options for different types
of subscribers: My Family, a free service offering beneficial connectivity within
groups of up to 11 members, the refreshed ‘Perekhodi na 0’ (‘Switch to Zero’)
and ‘Teply Priem’ (‘Warm Welcome’) plans for people arriving from the CIS
countries. We also launched the ‘Internet DreamTeamHouse’ plan for active
users of social networks and streaming services.
In September, we launched MegaFon Plus, our unique multi-subscription
platform, which includes the ivi and START video services, MyBook service
and SberZvuk.
We develop our retail network opening next-generation stores offering
increased levels of customer service and a special approach to customer
experience. We opened our third Experience Store, a format focused on digital
customer experience and delivering much stronger financial performance than
conventional stores.
In 2021, MegaFon focused on new promising technology and business
trends, such as cloud solutions, information security, big data, customer
communications, and the Internet of Things in the B2X segment.
Our B2B product portfolio has been expanded to more than 75 services, which
provide solutions for the majority of our customers’ business tasks. Eight new
products were launched in 2021, including voice and smart services such
as Chat-Bot, Videoconferencing for Business and Voice Bot; cybersecurity
services such as Corporate E-mail Protection, Security Awareness and Threat
Intelligence; MegaFon Hub advertising service; and Network-as-a-Service
solution.

B2B product portfolio

>75
services

12
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How does MegaFon maintain its industry
leadership?
Number of base stations
↑ 5,4%

> 203
‘000 stations

Providing high-speed, high-quality connectivity to our customers is our top
priority. For five years running, we have delivered the fastest mobile data speeds
in the country1, far outstripping the nearest competitors across all metrics.
MegaFon continuously introduces innovations to increase network quality.
The 4G/LTE standard is available to 87% of the country’s population. In 2021,
MegaFon became the first Russian operator to launch VoLTE at the federal level.
Our customers can see these improvements and trust our brand – MegaFon
remains the sixth strongest brand among all Russian companies for the third
year running.

How does MegaFon contribute to the
sustainable development of society?
For more information see:
Our approach to sustainability

MegaFon pays close attention to sustainability, placing a particular emphasis on
the ESG agenda. In everything we do, we try to balance commercial, social and
economic interests rather than purely focusing on delivering business results. We
are committed to making a positive contribution to society and embrace national
and international initiatives, including the UN Sustainable Development Goals
and the Social Charter of Russian Business. Creating value for stakeholders is
a priority area for us.
We seek to maximise our positive impact by leveraging the Company’s existing
technological capabilities. For example, in 2021, we enhanced our Universal
Mobile Assistant programme to help blind and other visually impaired people and
to empower them through smartphone solutions.
In 2021, we supported projects that provide access to additional training in
artificial intelligence in Russian regions and promote relevant studies. We have
also been actively developing our SkillCity infotainment service, a social initiative
offering career guidance for the digital world and socialising online to children,
teenagers and young people.

Another area of corporate social responsibility we are focused on is improving
people’s quality of life by creating high-skilled jobs with competitive pay and
comfortable working conditions. In 2021, MegaFon became Russia’s Best
Employer according to Forbes, ranked second in the Best Company Award
by Changellenge and third among the most attractive telecom companies for
students in the FutureToday ranking.
Despite the inherently marginal environmental footprint of our business, we seek
to maximise our own contribution to environmental well-being. For example, we
endeavour to employ alternative energy systems, such as wind turbines and
solar panels, when constructing base stations.
We also strive to minimise the use of paper in our operations – back in 2020,
we successfully completed our Paperless project to fully digitise the Company’s
document flow, and in 2021, we put more emphasis on the paperless store
concept and were able to offer value-added services to our customers as an
alternative to paper in more than 50% of our own stores by the year-end.

For more information see:
Caring about the environment

What are MegaFon’s future plans?
Increased geopolitical tensions and tougher sanctions imposed against Russia
since late February 2022 make any accurate forecasts impossible while causing
uncertainty in the economy in general and in our segment in particular. At the
same time, we see substantial support for the Russian telecom industry from
the country’s government, including lower taxes, preferential loans, temporary
suspension of certain obligations of operators, and many more.
In this context, MegaFon will continue to do its best to deliver on its strategy,
consolidate its business leadership and develop its superservice.
To conclude, I would like to thank MegaFon shareholders and the Board of
Directors for trusting me to lead the Company in 2021. I would also like to give
my special thanks to my predecessor, Gevork Vermishyan, who was CEO for
more than two years and greatly contributed to MegaFon’s growth. And I would
like to thank every member of the MegaFon team for their professional approach
and commitment, which allow us to grow further and look optimistically into the
future.

In 2021 we have been holding The Future Depends on You, an open national
football cup for orphanage and boarding school teams. A career guidance
programme was launched to complement the sports programme.
For more information see:
Social responsibility and charity

Over 130,000 people across 84 regions of Russia benefitted from 22 charitable
initiatives held by MegaFon in 2021 and raising more than RUB 400 million.

1 According to Ookla®.
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Аbout MegaFon
↑ 6%

76.4

28

million subscribers across
all countries of presence

years in the industry

↑ 5%

↑ 10%

>203 38.8
’000 2G/3G/4G base
stations

million 4G devices
registered on the network

MegaFon’s mission
Providing opportunities

MegaFon’s goal

The fastest mobile data services
in Russia – ahead of the market
for five years running1

Become a digital market leader and firstchoice data provider for individuals and
businesses by offering top-of-the-line
digital products and services

MegaFon today
Spanning the entire Russian Federation, MegaFon is a provider
of digital opportunities and a leader in the Russian and global
telecommunications markets.

MegaFon has been steadily consolidating
its leadership and developing superservice
to satisfy its customers, employees and
shareholders.

We provide IT and telecommunications
services across all key areas, including
mobile and fixed-line services, mobile
and broadband internet, digital TV
and OTT video services, innovative
digital products and services across
Information and Communication
Technologies (ICT), the Internet
of Things (IoT), big data analytics
and processing, cloud solutions,
cybersecurity, financial services,
digital advertising and marketing,
e-commerce, and converged
IT solutions in system integration.

1 According to Ookla®, MegaFon provides the fastest mobile internet in Russia: the average download speed exceeded
32.92 Mbit/s, and the average upload speed was 11.90 Mbit/s. Ookla® runs its independent survey globally on an annual
basis. Its results are based on over 7 million speed tests run in the first half of 2021 via the Speedtest app on mobile
devices owned by users across Russia. MegaFon has been topping Ookla’s ranking since 2017.
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MegaFon Group

Sustainability and ESG

MegaFon combines all areas of the IT
and telecommunications industry:

MegaFon is committed to sustainability principles and guided
by best practices, and international regulations and standards,
including the United Nations Global Compact and the Social
Charter of Russian Business. In 2021, MegaFon maintained its
focus on creating value for its stakeholders, with the satisfaction
of customers, employees and shareholders as its top priority.

a telecom operator covering all
segments of the telecommunications
market across Russia

MegaLabs
develops high-potential innovative
products and services

NETBYNET
provides broadband and fixed-line
services

Yota
a federal operator of high speed
internet, voice and SMS services

20

MegaFon Retail
is responsible for retail business, sales
of communication equipment and
services, and for customer service

As the leader in the Russian telecommunications industry, MegaFon
is able to contribute significantly to achieving the following
UN Sustainable Development Goals:

START
a video service producing content for
a digital environment

• Offering digital solutions for remote IoT-based health
monitoring

Quantera
• Supporting talented young people and technological
innovations

a joint venture between MegaFon and
Quantum-A Foundation to develop
digital products

• Developing technical skills through educational programmes
and training involving MegaFon experts

MegaFon
Group

PJSC MegaFon

Annual Report 2021

• Creating high-skill jobs in areas such as Big Data, ICT and IoT
• Driving economic growth and helping improve the quality
of life

• Providing affordable retail communications services and
a telecommunications infrastructure for industrial customers
• Developing innovative mobile and digital services

corp.megafon.com

The ESG agenda is an integral part
of our growth:
• MegaFon’s social mission is to
create opportunities that facilitate
communication, social adaptation,
fostering, guardianship and
adoption, employment, and
education. We seek to inspire
people to find and explore all
opportunities to the fullest.
• We at MegaFon know how
important it is to protect the
environment and strive to reduce
the environmental footprint of our
operations, however small it may
be. In particular, we prioritise the
use of alternative energy sources
when constructing our base
stations while fostering a culture
of responsible consumption among
our employees, abandoning paper
and adopting many other initiatives
• MegaFon’s corporate governance
framework is inspired by Russian
and international best practices
to enhance our trust-based
relationships with customers,
employees, shareholders, and other
stakeholders

21
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Performance Highlights
Operational highlights1
Subscribers,
million
2017

2018

3G and 4G base stations,
’000
2019

2020

2021

2017

2018

2019

2020

Subscribers
↑ 5.7%
2021

↑ 9.6%
135.5

↑ 5.7%
74.4

74.4
million

70.7

70.0

69.7

70.4
123.7

111.4

99.0

88.6

3G and 4G base stations
↑ 9.6%

135.5
’000

Growth of mobile data users

5.6%

1 All figures disclosed under operational highlights refer to our Russian operations.
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121.9 124.0

26.6

Financial highlights

20.5

Sustainability

21.1
10.3¹

Revenue, RUB billion
2017

321.8

2018

335.5

2019

349.0

OIBDA, RUB billion
2020

2021

↑ 6.6%
354.2

OIBDA margin, %
2017

2018

2019

332.2

43.4
2017

2018

2019

2020

2021

37.9

2020

2021

2017

2018

2019

Men
2020

16.5

↓ 3.2 p.p.
13.3

2021

↑ 10.7 p.p.
18.7

44.5 ↓ 2.8 p.p.
41.7
6.4

6.3

3.0

2017

Training costs, RUB million1
2017

Women
2018

2019

2020

2018

311.6

41.7

42.8

44.7

46.3

2017

2018

2019

2020

↑ 4.9%
326.9

2021

↑ 27.5%
130

148.9%
66.3

102

143.4 142.8
110.6

56.0

26.6
20.5

54.7 ↓ 14.2%
47.0

CAPEX, RUB billion

21.1
10.3¹

Net profit margin, %

OIBDA margin, %

58.3

Net debt/OIBDA

2017

CAPEX/revenue, %
2021

2019

2020

19.3

↓ 3.2 p.p.
16.5
13.3

2018

2019

2020

57.2

55.3

53.7

54.0

Charity expenses, RUB million

2017

2021

2018

2019

2020

2021

↓ 0.9%
433.8 429.7

2.37x
2.11x 2.09x

24.3
17.4

2021

46.0

121.9 124.0

67.3

2018

2020

2021

81.5

2017

2019

Beneficiaries, ’000

8.0

0.0%
151.6 147.8 147.7
19.3

Employees, %

Net profit margin, %

37.0

24.3
17.4

Net profit, RUB billion

1.92x

↓ 0.44х
1.65х

27
23

25

81.5
67.3
56.0

217.6
177.6 175.1

54.7 ↓ 14.2%
47.0

1 Excluding revaluation of investment in an associate (non-monetary item).

1 Including related IT costs for 2020 and 2021.

CAPEX/revenue, %
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Assets and Resources
Strong brand and loyal customers

Our infrastructure

MegaFon is one of the most recognised Russian brands,
positioning the Company as a principal provider of digital
opportunities. We strive to be the best partner for life for our
customers and a natural choice for those who actively use mobile
data services and want to make their life and the world around
them easy and exciting.

We operate the largest and most advanced infrastructure in the Russian telecom
industry, which enables us to achieve our ambitious strategic goals. To keep
up with global trends and meet the growing demands of our customers, we
continuously develop our telecom infrastructure by building new base stations
and expanding network coverage, primarily with 4G and LTE Advanced services.
Today, our 4G services are available across all our operating regions, with 5G
trial zones actively introduced.

The largest number of 2G/3G/4G
base stations in Russia

4G coverage
↑ 2 p.p.

↑ 5.4%

No. 2 No. 6
by value among Russian
telecom brands

No. 13
by value among all Russian
brands

among the strongest
Russian brands

According to Brand Finance, MegaFon
remains the sixth strongest brand
among all Russian companies for the
third year running. In 2021, we were
the 13th most valuable brand, having
risen from No. 16, and we steadily
ranked the 2nd among telecom
operators.1

> 203

87%

83

,000 stations

of the Russian population

Russian regions

VoLTE coverage

FOCL

almost all Russian
regions

↑ 2.3%

220.8
,000 km

In 2021, MegaFon decided to
abandon classic advertising
formats and presented a multiepisode family blockbuster
starring Bruce Willis and Azamat
Musagaliev as a pair of special
agents.

For more information, see the
Developing Our Brand and Marketing
Communications section on page 53.

1 According to the Brand Finance Russia 50 ranking, 2021.
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Digital ecosystem

Professional team

We are actively developing digital projects, partnerships and services to create
a fully-fledged digital ecosystem for our customers. To that end, MegaFon has
partnered with Mail.ru Group, Russia’s largest internet company, allowing us to
combine our communications capabilities and infrastructure with cutting-edge
internet technology. We are also expanding partnerships with ICS Holding,
oneFactor, OFD.ru, Quantum-A, and other companies to develop B2X solutions.

Our highly professional team is critical for achieving the Company’s vision.
Our ongoing employee training programmes and performance evaluations
ensure the continuous development of our people. MegaFon runs a unique
employee development programme across Russia called MegaAcademy.
We place particular emphasis on recruiting and developing digital talent by
holding regular conferences, hackathons, meetups, and other events covering
artificial intelligence, Big Data, robotics, IT, infrastructure, and more. These are
attended by both aspiring and seasoned professionals from among MegaFon’s
current or future employees.

Big Data
Partnerships with market leaders

MegaFon aggregates publicly available information on customer values, needs
and behaviours, and uses big data analytics to better understand the needs
of every single customer, and to develop the best products and offer unique
solutions.

We see partnerships with market leaders as a critical resource for enhancing and
growing MegaFon’s business. In 2021, MegaFon signed more new agreements
with leading players from various industries, enabling the Company to expand
its digital ecosystem and offer even more opportunities to its customers, entire
industries, the state, and society at large.

The Company regularly publishes socially significant big data research. In 2021,
we shared analytics on the number of employees transitioned back from remote
work and changes in their behaviour, the rise in TikTok’s popularity, people’s
movement during the lockdown, new leaders among messengers, and much more.

Modern retail network
MegaFon’s retail network is our key customer channel.
In 2021, MegaFon continued to roll out its new, innovative Stores of the Future
format where customers can test and choose smartphones, tablets and other
gadgets and services without consulting a sales assistant, and pay for their
purchases at a self-checkout.
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Geography
Anadyr

The Company and its subsidiaries operate across
all Russian regions and in the republics of Abkhazia,
South Ossetia and Tajikistan.

MegaFon Backbone

Murmansk

Kaliningrad

Vyborg
Kolpino
Pskov
V. Volochek
Tver

Priozersk

St. Petersburg

Belomorsk
Magadan

Arkhangelsk

PetropavlovskKamchatsky

Petrozavodsk
V. Novgorod
Cherepovets

Norilsk

Vologda
Shangaly
Kotlas
Salekhard
Ukhta
Nadym
Yaroslavl
Novyy Urengoy
Beloyarsky
Kaluga
Kostroma
Moscow
Syktyvkar
Bryansk
Ivanovo
Vizinga
Longyugan
Vladimir
Tula
Kirov
Ryazan
Nizhny
Orel
Solikamsk
Kholmogorskaya
Noyabrsk
Novgorod
Kursk
Nyagan
Lipetsk
Yoshkar-Ola
Saransk
Perm
Cheboksary
Tambov
Kungur
Tsivilsk
Belgorod Voronezh
Serov
Izhevsk
Penza
Surgut
Nizhnevartovsk
Nizhny Tagil
Ulyanovsk
Emb.
Chelny
Kazan
Yekaterinburg
Tolyatti
Ozhogino
Samara
Rostov-on-Don
Balashov
Tyumen
KamenskAksai
Uralsky
B. Chernigovka Ufa
Saratov
PeschanoKrasnodar
kopskoye Volgograd
Kurgan
Ozinki
Novorossiysk
Chelyabinsk
Tomsk
Krasnoyarsk
Omsk
Magnitogorsk
Maykop
Elista
Sochi
Novosibirsk
Orenburg
Yugra
Stavropol
Orsk
Min. Vody
Kemerovo
Kansk
Astrakhan
Novokuznetsk
Nalchik
Abakan
Nazran
Yashkul
Vladikavkaz
Barnaul
Kochubey
Kuzedeevo
Grozny
Makhachkala
Biysk
Smolensk

Derbent

Gorno-Altaisk

Yakutsk
Maya
Mirny

Tynda

Komsomolskna-Amure
Belogorsk

Skovorodino

YuzhnoSakhalinsk

Khabarovsk

Birobidzhan
Blagoveshchensk
Novobureisky

Bikin
Glebovo

Luchegorsk
Chita
Irkutsk

Kyzyl

Babushkin

Ulan-Ude

Ussuriysk

Zabaikalsk

Nakhodka
Vladivostok

Market share, %
30

301

59

100

Russia

Tajikistan

Abkhazia

South Ossetia

MegaFon

TT mobile

Aquafon-GSM

Ostelecom

Customer base, million people
Revenue, RUB billion
CAPEX, RUB billion

74.4
346.8
45.4

Customer base, million people

1.74

Customer base, million people

0.12

Customer base, million people

0.06

Revenue, RUB billion

6.06

Revenue, RUB billion

0.96

Revenue, RUB billion

0.31

CAPEX, RUB billion

1.36

CAPEX, RUB billion

0.13

CAPEX, RUB billion

0.02
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History

Key Events

MegaFon has come a long way since its entry into the Russian
telecom market over 28 years ago. These years have seen
a fundamental change in the mobile telecommunications
industry, both in technology development and in customer
needs. Throughout its history, MegaFon has followed a path
of smart growth and innovative technology deployment not
only in technological solutions, but also in marketing, internal
processes and customer relations.

February

July

September

December

19 February

1 July

2 September

15 December

MegaFon provided speed over 1 Gbit/s
in international 5G roaming.

Khachatur Pombukhchan was
appointed Chief Executive Officer
of MegaFon.

MegaFon connected all its subscribers
to a free anti-spam service.

March

8 July

MegaFon was the first in Russia
to allow customers to pay for
their purchases in its retail stores
in interest-free instalments without
making a loan agreement.

25 March

MegaFon increased its mobile internet
speed, once again outperforming
other operators in Russia on all key
metrics.

MegaFon was the first telecom
operator to launch a multifunctional
Cyber Intelligence Platform solution.

23 July
1993–2001
Establishment of the first panRussian federal telecommunications
operator.

2002–2006
Period of active growth and
development.

2007–2013
Innovative technology development
and investment in reinforcing
leadership.

2017–2020
MegaFon transforms from
a traditional telecom operator
into a national provider of digital
opportunities and a leader both
in the Russian and global telecom
markets.

Focus on a balanced approach to
investment in business development
and efficient growth.

MegaFon launched the Security
Awareness training platform to protect
the B2X segment from cyberthreats.

31 May

2020
MegaFon completes its threeyear strategy cycle and is headed
towards new heights in customer
focus, high-quality growth, and
stakeholder value creation.

MegaFon combined the most indemand digital products into MegaFon
Plus, a single multi-subscription
platform.
30 September
MegaFon and USM Telecom, teamed
up with partners from Uzbekistan,
completed the establishment of a joint
venture, Digital Holding, set to become
the technology leader in Central Asia’s
largest telecom market.

MegaFon deployed the wide trial zone
with access to 5G services.

27 July

June

MegaFon launched Eva, a voice
assistant that will make sure users
do not miss important calls while
blocking spam calls.

October

August

MegaFon and AliExpress Russia
launched Mobile ID via the
marketplace’s app.

10 June

2021
2014–2017

May

20 September

MegaFon and Gameloft, one
of the most popular game developers
globally, announced the launch
of a joint mobile gaming subscription
service.
29 June
MegaFon launched mobile stores, a
new retail format to service customers
in remote communities.

MegaFon steadily consolidates
its leadership and actively develops
superservice to fully satisfy the
needs of its customers and inspire
its employees.

12 August
MegaFon was the first Russian
operator to launch VoLTE at the
national level.
16 August
MegaFon launched Perviy Semeyniy
(No. 1 Family), a tariff plan without
a subscription fee, which does not
charge users to stay connected with
family members.

28 December
MegaFon launched a smartphone
subscription programme, under
which customers can regularly trade
in their devices for new models, saving
up to 30% of their cost. In February
2022, MegaFon expanded this
programme.

21 October

27 October
MegaFon and Kismet Capital Group
agreed to establish Russia’s largest
independent tower infrastructure
operator based on the assets of First
Tower Company and Vertical.

In May 2017, MegaFon presented
its new ‘Driving the Digital World’
strategy for 2017–2020.

Events after the
reporting date

32
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27 January

10 February

MegaFon acquired 50% in Quantum-A
Foundation, a key digital product
development partner, through a joint
venture.

MegaFon was the first Russian
operator to launch VoLTE
in international roaming.
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Market Overview
Global market1
The aggregate global revenue of mobile operators totalled US$ 1.08 trillion
in 2021 and is forecast to climb to US$ 1.16 trillion by 2025. At the same time,
capital expenditures in 2022–2025 are expected to reach US$ 620 billion, with
5G network development accounting for 85% of the total. The mobile industry’s
contribution to global GDP in 2021 is estimated at 5%, or US$ 4.5 trillion, with
12 million people engaged directly in this industry.
In 2021, the global mobile subscriber base reached 8.3 billion SIM cards,
excluding IoT connections, while the number of unique mobile data users grew
to 5.3 billion. By 2025, the number of mobile users will grow by 500 million
to 8.8 billion SIM cards, while the number of unique mobile data users will reach
5.7 billion.

By 2021, 5G was available
in as many as 70 countries.

4G/LTE remained the most popular mobile format in 2021 accounting for 58%
of all connections, excluding IoT. 4G penetration is expected to gradually decline
as devices migrate to 5G, with its share surging from 8% (1 billion devices) in 2021
to 25% (2 billion devices) in 2025. The number of IoT connections globally has
reached 15.1 billion and is projected to rise to 23.3 billion in 2025.

5.3

8.3

4.2

billion subscribers

billion devices

billion unique users

Unique mobile subscribers,
billion subscribers

Connected SIM cards,
billion devices2

Mobile data,
billion users

% Penetration rate³
% Penetration rate³
2021
2021

2025F
2025F

70%⁴
5.7
67%⁴ 70%⁴
67%⁴
5.3 5.7
5.3

Share of 5G connections, %
Share
connections, %
%
Share of
of 5G
4G connections,
Share
connections,
%%
Share of
of 4G
other
connections,
Share of other connections, %
2021
2021

8.3
8.3
8
8
58
58

1
2
3
4
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2025F
2025F

8.8
8.8
25
25

53%⁴
53%⁴
4.2
4.2

Global mobile data traffic,
EB per month1
х4.4
288

2027F

84

2021

Russian telecommunications
market3
In 2021, the telecom market size was RUB 1.8 trillion, up 3.2%, which is the
highest rate in several years. The growth was mainly driven by the recovery
in the mobile market after a significant slowdown amid the pandemic in 2020.
At the same time, segments such as fixed broadband access and pay TV trended
downward after a wave of connections during lockdowns, while tariff increases
were local.

RUB

1.8

trillion

Russian telecom market in 2021

Mobile services
In 2021, the number of mobile subscribers in Russia increased by 3.3% to 259
million,4 almost recovering to the 2019 level of 260 million. Penetration came
in at 178%. In absolute terms, the subscriber base rose by 8 million, which is
the highest growth over the last five years. This was due to easing lockdown
measures, which provided an influx of visitors to stores and partially brought
back guest workers, who historically make up a substantial share of Russian
operators’ customers.

% Penetration rate³
% Penetration rate³
2021
2021

According to Ericsson1, mobile data traffic was up 44% in 2021 to 84 EB per2
month. The company estimates that monthly mobile data traffic per subscriber
will increase by almost 4.5 times by 2027 to 288 EB per month. The growth will
be largely attributed to the increasing number of digital subscribers and the
availability of high-speed mobile networks, primarily 5G, which will account for
more than 60% of the total traffic.

2025F
2025F

60%⁴
60%⁴
5.0
5.0

Operators’ mobile revenues increased by 4.4% in 2021, up from 0.9% in 2020.
In addition to the growing subscriber base, they were driven by rising roaming
revenues as border restrictions were lifted and tourist flows began to rebound.
Another factor was a significant increase in the revenue from value-added
services in the B2B segment. Mobile services remain the principal source of
revenue for the Russian telecommunications industry: this segment’s share is
estimated at about 60% of the total revenue for 2021. The Russian mobile market
has four major operators: MegaFon, MTS, VEON, and Tele2.

55
55

Russian telecom market
in 2017–2021, Revenue, RUB billion
↑ Growth rate, % y-o-y
2017

2018

2019

2020

2021³

↑ 3.2
↑ 2.6 ↑ 0.5
↑ 3.3
1,804
1,739 1,747
↑ 2.7
1,694
1,641

1 According to Ericsson Mobility Report: Q4 2021 Update.
2 Exabyte (EB) is 230 (about 1 billion) GB.
3 All data in the Russian Telecommunications Market section are based on 2021 TMT Consulting reports
published unless otherwise indicated.
4 Active SIM cards.

 ll data in the Global Market section are based on The Mobile Economy 2022 report by GSMA unless otherwise indicated.
A
Excluding IoT connections.
Penetration implies the share of the global population covered.
According to Ericsson Mobility Report: Q4 2021 Update.
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M2M and IoT

↑ 16.0%

Pay-TV

According to preliminary estimates by J’son & Partners Consulting, the Russian
M2M and IoT market size reached RUB 93.5 billion in 2021, with IoT/M2M
connected devices up 16% to 29.6 million. The main growth driver was the ERAGLONASS technology deployed across the transport industry, including the
introduction of a state automated automotive emergency response system, the
technology’s use in transporting passengers and dangerous goods, installation
of telematic systems by manufacturers of mass-produced cars, and many other
applications.

29.6
million connected
devices
↓ 8.1%

RUB

87.9

Fixed-line services
billion

Fixed-line market

In 2021, the fixed-line market declined by 8.1% to RUB 87.9 billion, with the
subscriber base shrinking by 8.5% to 19.6 million, mainly due to the spreading
use of messengers and mobile services. Revenues in the B2C segment were
falling at a faster rate, while the service penetration decreased by 3 p.p. to 24%.

Broadband internet access
In 2021, broadband penetration exceeded 61% in the B2C segment.
The subscriber base was up 0.8% to 34.8 million (2020: 2.4%). The growth was
driven mostly by the spread of converged products offered by operators, but
slowed down due to high market saturation.

↑ 0.8%

34.8
million
broadband subscriber base

In the Russian B2B segment, the number of broadband subscribers grew by 1.8%
to 1.87 million at the end of 2021, mainly due to the completed third phase of the
nationwide project to connect social infrastructure facilities to the internet and
the recovery of small and medium-sized enterprises after the pandemic-driven
decline in 2020.

↑ 13.7%

RUB

65.3

The mass market size increased to RUB 149.7 billion in 2021, but showed lower
growth rates at 1.0% compared to 3.4% in 2020, as ARPU declined from RUB 362
to RUB 360.The decline was due to increased penetration of converged tariff
plans among the subscribers of major federal operators. In addition, the market
did not see any massive rise in home broadband tariffs in 2021.

billion

Revenues in the B2B segment

Revenues in the B2B segment increased by 13.7% to RUB 65.3 billion in 2021.
Such a strong growth in a saturated market was enabled through integration
projects under programmes for social infrastructure facilities through the
commissioning of planned facilities, which are the main cost items.

In 2021, the pay-TV subscriber base was up 0.6% to 46.5 million, while the service
penetration remained stable at 82.5%. Revenues from the service increased to
RUB 106.2 billion, up only 1.5%, which is the lowest in the history of the Russian
pay-TV market.
This slowdown was due to the combined effect of the shrinking number of new
subscribers and the stabilising ARPU. The latter rose only by RUB 1 to RUB 191
over the past year as operators were very cautious to raise tariffs in order to
avoid stronger churn. In addition, the service revenue was held back by the
growing penetration of bundled tariffs. To improve ARPU, operators increased
their focus on developing video-on-demand services, expanding their own
libraries and concluding partnership agreements with online movie and video
streaming services, such as ivi, Kinopoisk, Okko, Megogo, and others.

↑ 0.6%

46.5
million
pay-TV subscriber base

IPTV remains the key growing technology with gross additions at 5.4%.
The satellite TV segment continued stagnating – the number of users increased
by only 0.2%. The cable TV subscriber base declined by 1.9%.

The government’s measures to support
the industry in 2022
In March 2022, responding to new sanctions against Russia imposed by the
US, EU, Japan, and several other countries, the Russian Government approved
a series of measures to support the telecommunications industry, prepared by
the Russian Ministry of Digital Development, Communications and Mass Media
together with market participants. The key measures were:
• one-year moratorium on the enforcement of the Yarovaya law for Russian
telecom operators, which obliges them to store all user traffic on their
capacities and increase the amount of stored data by 15% annually
• temporary exemption from the requirements of the State Commission
on Radio Frequencies for operators to launch LTE in small communities
and on federal highways
• permit to proportionally index tariffs to inflation and reduced risk of claims
by anti-trust authorities
• reduction of the income tax rate from 20% to 3% by the end of 2024
• preferential loans at rates up to 3%.
Also in March 2022, the Ministry of Digital Development, Communications and
Mass Media recommended that telecom operators discontinue unlimited mobile
traffic and introduce restrictions on unlimited tariffs.
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Our Strategy
Strategy implementation in 2021
“In 2021, having recovered from
the pandemic, MegaFon redefined
its strategic priorities and focused
on the core business. We want
to gain much more customer trust
by further improving customer
experience, internal processes
for managing our product
portfolio, sales and customer
service, as well as regional
management processes
and approaches to network
construction.”

Director for Strategy and
Business Development

•

In 2021, MegaFon continued to recover from the COVID-19 pandemic. We were
able to smooth out the negative effect – achieved by implementing strategic
projects – and boost key business metrics, such as service revenue, LTV, NPS and
subscriber base. Our key focus areas were improving the quality of customer
service and enhancing customer experience, delivering focused growth beyond
the telecommunications industry, improving operational efficiency, streamlining
business processes, and transforming the corporate culture.

Key achievements in 2021
Customer experience

Corporate culture

• Changes in the Company’s external
positioning

• Launch of the corporate culture
transformation through the development
of new values

• Reorganisation of the Commercial Division
and strengthening of the customer
experience function

• Launch of a number of new initiatives
to build long-term relations with employees

• Updates of the product cycle and changes
to the product portfolio management
process

Growth of key metrics in 2021

+4.4% +5.7%
Service revenue

Customer base

+9 p.p.

Continued solid
growth

NPS growth1

LTV2

Effectiveness and optimisation
of business processes

Growth beyond the
telecommunications industry

• Updates of the regional management model
with a focus on the customer

• Further expansion beyond the
telecommunications market by developing
B2C sales of partner products

• Development of a distribution network
comprising own and partner channels
• Maintaining a stable network and
implementing a smart approach
to investing in its development

• Further development of VAS services
in the B2B segment
• Implementation of a number of appealing
ICT projects in the B2X segment

In 2021, MegaFon also implemented many partnership
projects, including the following key projects:
• Increasing MegaFon’s share in the START video service
to 50%
• Launching the MegaFon Plus multi-subscription platform
comprising ivi, START, MyBook and SberZvuk services
with savings of over 60% for subscribers
• Closing a deal with Kismet Capital Group and
establishing a leading independent federal player
in the Russian tower infrastructure market
• Establishing Digital Holding, a joint venture with USM
Telecom and partners from Uzbekistan, set to become
the technology leader in Central Asia’s largest telecom
market

1 NPS stands for Net Promoter Score.
2 Lifetime Value (LTV) is an internal estimate of the present value of the future cash flow per customer throughout
the entire period of his or her relationship with MegaFon.
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Updated strategy
for 2021–2023
In 2021, MegaFon updated its development
strategy, focusing on the customer and
a culture of continuous improvement
aiming to make its customers, employees
and shareholders happy.

Happy
customer

MegaFon continues its efforts to improve customer
experience for a better insight into customer needs.
We began to shape a new segment approach, covering
the entire customer lifecycle and taking into account
the latest changes in the Company’s operations.

Updated
strategy

Another focus area will be enhancing operations in regions,
primarily transforming MegaFon Retail and reinforcing
sales channels and infrastructure.

42

In the B2X segment, MegaFon will maintain its priorities and
focus its efforts on strengthening its leadership in the core
business, boosting revenues and developing high-tech
projects. In the B2G segment, emphasis will be placed
on enhancing new digital solutions for ICT clients.

Happy
employee

Our people are our key asset, and we are well aware
that it is the team that builds the business. Striving
to be the employer of choice for its employees, in 2022,
MegaFon will focus on transforming the corporate culture
and creating an environment conducive to building longterm relations beneficial for its employees.

Happy
shareholder

MegaFon will continue working towards the Company’s
long-term financial goals, increasing operational efficiency
across all lines of business and boosting cash flow to meet
shareholder expectations. In addition, MegaFon will
continue searching for ways to monetise non-core assets.

The Company’s strategy envisages updating its value
proposition as an employer and market positioning while
paying particular attention to creating an environment
that encourages professional growth.
Another focus area will be promoting a culture
of leadership and high performance, as well as setting
up an effective environment for continuous improvement.
One of the key strategy points will be smart management
of human capital through the digitisation of HR processes
based on big data to improve the quality and speed
of decision-making.

Indicators to measure customer satisfaction:
NPS

An indicator to measure employee satisfaction:
eNPS1

An indicator to measure shareholder satisfaction:
Cash flow

Customer base
LTV
1 eNPS stands for Employee Net Promoter Score.
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Business Model
Resources and assets

Results

Technology leadership

Service- and partnership-based digital ecosystem

Customers

220.8

• Joint projects with ICS Holding

74.4

’000 km FOCL network,
including:

• START – an actively growing video service in Russia

147.1
’000 km backbone network

• Digital Holding – a joint venture in Uzbekistan intended to become
the technological leader in Central Asia’s largest telecommunications
market

million
customer base

Balanced (offline and online) sales system
• A new store format Experience Store
• Own online store on AliExpress

>203
’000 base stations

Employees

RUB

503.3 89%

million
social benefits

employee engagement
Employees working in

66%

2,825 Agile

customer satisfaction
index (CSI)

taken external training
programmes

teams

Accumulated aggregated customer data
• Big Data

• Personalised offers

Society
Strong brand and loyal
customers

No. 6

87%

Highly skilled team

Brand portfolio

of russian population covered
by 4G/LTE network

RUB

429.7 >130

million
charity expenses

’000
individual beneficiaries

90% spent on developing an
accessible digital environment

among the strongest
Russian brands
Shareholders

Products and Services
Mobile services

Digital products and services

Fixed-line services

Sales of handsets and accessories

RUB

354.2 66.3
RUB

billion
total revenue

RUB

147.7

billion
OIBDA
44
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billion
net profit

RUB

70.0

billion
dividends

Revenue breakdown in 2021, %
Mobile services, including data services
Fixed-line services
Sales of equipment and accessories

11
9
RUB 354.2 billion
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Operational Results
Infrastructure development

MegaFon’s base stations
in 2017–2021, ’000

2017

2018

• reducing latencies by launching coherent DWDM1 lines

4G/LTE

MegaFon is committed to maximising the speed and reliability
of communications services for its subscribers, constantly investing
in infrastructure and innovative technology.

3G
2G
2017

4G/LTE coverage in 2017–2021, %

• optimising backhaul network topology to improve reliability and reduce
upgrade costs

Network expansion

Total

In 2021, the backhaul network development primarily focused on:

2018

2019

2020

2021

↑ 5.4%
157.7 169.5 181.4 193.3 203.7
↑ 16.1%
84.9
73.1

Infrastructure development at MegaFon is primarily focused
on the Company’s core business:
• Developing the 4G/LTE mobile network coverage
• Improving service quality by preventing network congestion across
all domains and streamlining end-to-end processes

• launching new channels for traffic transit and higher reliability
• expanding and upgrading a fibre network

79

2019

82

2020

85

2021

87

74

• upgrading RRL2 and IPBH3 networks
• replacing obsolete equipment.
In 2022, MegaFon plans to maintain the focus on its key development areas,
further expanding LTE and backhaul networks and developing IT infrastructure.

• Improving reliability and increasing the focus on network operation
• Developing a network of data centres
• Improving overall efficiency.

60.7
49.6
40.6

48.0

49.4 50.7

50.6 ↑ 0.2%
50.7

2G

3G

4G

5G

1990s

2000s

2010s

2016–2021

Voice and SMS

Mobile data and high-quality
voice services

Mobile broadband and full-scale
all-IP network

Ultrafast mobile internet, full-scale support
of IoT ecosystems, and ultra-reliability

• launch the first 4G network (2012)

• demonstrate a record connection speed of 2.46
Gbit/s on a smartphone in a 5G network (2019)

MegaFon was the first in Russia to
provide 2G services
in all Russian regions

69.1 70.5 70.0

roll out a full-scale commercial
3G network

69.6 ↓ 2.2%
68.1

• launch a commercial VoLTE network (2016)
• demonstrate a data rate in excess of 1 Gbit/s
on a commercial smartphone (2018)
• launch the VoLTE technology at the federal
level (2021)

• launch international 5G roaming (2020)
• deploy wide trial zone with access
to 5G services (2021)

1 D
 WDM (Dense Wavelength Division Multiplexing) – modern technology for carrying a large number of channels on the same fibre.
2 RRL – Radio-Relay Links.
3 IPBH (IP Backhaul) – IP equipment installed on urban and area networks to connect base stations or broadband customers.
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In 2021, MegaFon became
the first Russian operator to
launch VoLTE at the federal
level: the technology is now
available in almost all Russian
regions.

4G/LTE networks

Backbone and backhaul networks

In 2021, we continued to expand our 4G/LTE coverage, increased the number
of 4G base stations by 16.1% to 84,900, and carried on with our programme
to upgrade existing base stations. At the year-end, the 4G/LTE standard became
available to 87% of Russia’s population.

Continuous expansion of its fibre-optic (FOCL) network allows MegaFon to
provide a better subscriber experience, including improved mobile network
capacity and increased mobile data speeds.

In the reporting year, we significantly expanded our VoLTE footprint and
improved its coverage, bringing the technology to almost all Russian regions.

In 2021, MegaFon implemented several projects to develop backbone and
backhaul networks, primarily:

3G networks

• Increasing the backbone network reliability by adding routes for DWDM
channels in Omsk, Krasnoyarsk, Saint Petersburg, Vologda, and Volgograd

At year-end 2021, the number of our 3G base stations remained virtually flat
y-o-y at 50,700.

• Replacement of obsolete DWDM equipment on the Krasnoyarsk–Kansk,
Kansk–Abakan, and Kansk–Irkutsk lines with modern Apollo equipment by ECI

2G networks

• Commissioning the new Saint Petersburg–Vyborg–Finland and Chita–
Zabaikalsk–China cross-border links to enable new service offerings for
international operators

In 2021, the number of 2G base stations stood at 68,100.

↑ 2.4%

147.1
’000
total length of MegaFon’s
backbone networks

• Upgrades to key IP/MPLS1 backbone routers in Aksay and Samara
Developing 5G networks

In 2021, MegaFon deployed
wide trial zone with access
to 5G services.

In 2021, MegaFon piloted a number of large 5G networks for the corporate
and mass market segments, opening wide trial zone with access to 4G and
5G services:

• Use of traffic engineering on the IP/MPLS backbone network at the Far East
Branch to increase network reliability and streamline backbone channels

Length of backbone and backhaul
FOCL network in 2017–2021,
’000 km
Backhaul FOCL,
including:
Backhaul FOCL,
Backbone
including:
Other
Backbone

• A 10-km2 network was set up around Nevsky Prospekt and Expoforum in Saint
Petersburg, deploying the dynamic spectrum sharing (DDS) technology. With
different frequency bands combined, the maximum mobile data speed in the
existing ranges reached up to 1 Gbit/s.
• A dedicated LTE/5G LAN network at the Skalisty Mine of MMC Norilsk
Nickel demonstrated its functionality in real operating conditions, including
transmission of HD video with minimal latencies and operation with no line-ofsight link to a base station.

Other
2017

2018

2019

2020

2021

2017

2018

2019

2020

2021

↑ 2.2%
199.8 204.4 210.9 216.0 ↑
220.8
2.2%
199.8 204.4 210.9 216.0 220.8

• 5G capabilities were presented at the booth of NTV Broadcasting Company
at the St Petersburg International Economic Forum, including a manipulator
controlled via a 5G smartphone, live TV broadcasting, video broadcasting
on VR glasses, and many more.

134.1
134.1

136.1
136.1

140.4
140.4

143.6
143.6

↑ 2.4%
↑147.1
2.4%
147.1

1 M
 PLS (Multiprotocol Label Switching) – a routing technique in telecommunications networks that directs
data from one node to the next based on short path labels.
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Network quality
MegaFon is the unrivalled
leader by average data
transfer rate in Russia for five
years running.1

Service delivery and infrastructure operation

MegaFon boasts an advanced, extensive infrastructure, and an advantage in
spectrum availability, which allows us to provide a high-quality voice experience
and record-high mobile data speeds. In 2021, MegaFon primarily focused on
improving customer experience.
In the reporting period, MegaFon continued network and service optimisation
and achieved improvements in voice connectivity and mobile internet in general.
We have also expanded VoLTE coverage to almost all regions of Russia and
improved service’s NPS2. At the end of 2021, over 50% of calls were enabled
through VoLTE.

In 2021, MegaFon retained its leadership in the Russian market by
the VST3 indicator measuring the speed of video transmission, the
main service used by our digital subscribers.4

Connectivity metrics
Call set-up success rate, %
4G
3G
2G

2021

99.77
99.80
99.30

2020

99.76
99.80
99.30

2019

99.68
99.75
99.18

In addition, in 2021 machine learning algorithms were used to develop and
deploy geodetic regions, based on continuously updated patterns of subscriber
behaviour and movement, which allowed allocating resources more effectively
and improve the quality of communications for customers.

In 2021, we introduced more than 170 new types of emergency reports in the
GNOC and included 135 information systems and hardware and software
solutions in the scope of monitoring. The monitoring system now features new
service quality indicators and the TWAMP1 monitoring functionality.

Data centres
Data centres are an integral part of the MegaFon network. At the end of 2021,
MegaFon’s distributed data centre network included 118 facilities across Russia.
In the reporting period, MegaFon continued to build and upgrade data centres,
improve their operational efficiency using new architecture, and optimise the
existing data centre network.

In 2021, the Company continued to develop the CEM5 system by building big
data models. In particular, an emphasis was placed on location-based big data
in service quality management, which allowed identifying subscribers who are
dissatisfied with the quality of voice services before they think about switching
to another operator.

To improve the network quality, we analyse the needs of our
subscribers on a regular basis. Since 2020, we have been daily
surveying subscribers to assess NPS as linked to service quality
in the B2C segment; in 2021, the survey was expanded to B2X
customers.

1
2
3
4
5

50

The Company operates the Global Network Operational Centre (GNOC)
providing round-the-clock monitoring of the status of the network, IT
infrastructure and all of the Company’s external and internal services
across Russia, promptly responding to reports on communications failure or
deterioration, and providing technical support to all MegaFon customers and
employees.

 peedtest by Ookla.
S
NPS – Net Promoter Score.
VST – Video Start Time.
According to the VIGO crowdsourcing platform.
CEM – Customer Experience Management.

1 T
 WAMP (Two-Way Active Measurement Protocol) – a flexible method for measuring round-trip IP performance
between any two network devices.
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IT infrastructure development
The IT infrastructure development
function at MegaFon is responsible
for the operation and development
of technology platforms used to run
services. The Company maintains
platform operability round the clock,
enabling timely responses to potential
threats and prevention of service
degradation.

During the year, a number of digital services projects were implemented,
including the following key projects:
• Upgrade of the third backup channel of the unified billing system and
MegaFon’s first large-scale test to switch the IT load from a Moscow data
centre to Siberia
• A successful pilot of a new database management system with open-source
PostgreSQL at MegaFon
• Migration of the corporate data warehouse core to a new architecture
• Launch of an advanced set of balancing tools for MegaFon’s business
services, which meets the highest global performance and security standards

Developing our brand and
marketing communications
The MegaFon brand is one of the strongest and most recognised
in Russia. The Company’s motto, MegaFon. Starts with You,
honours our customers, and everything we do starts with their
insights, desires and aspirations.
According to Brand Finance, MegaFon remains the sixth strongest brand among
all Russian companies for the third year running. In 2021, we were the 13th most
valuable brand, having risen from No. 16, and we steadily ranked the 2nd among
telecom operators.

• Launch of 15 sites to roll out virtualised network functions and new services
as part of the Single Network and IT Cloud strategic project (GF cloud)

No. 61 No. 131 No. 21
↑ 3 positions
among the strongest
Russian brands

by value among
all Russian brands

by value among
Russian telecom brands

MegaFon
is among the top options
considered by switching
customers. In 2021, we
achieved parity with the leader
on the Brand Consideration
by Switching Customers metric.

One of 2021 highlights was the brand’s expansion into outer space –
MegaFon supported The Challenge, the first movie filmed in orbit.
With its track record in the Russian telecom market exceeding 20 years,
MegaFon has come a long way to become the unrivalled leader in mobile
data. Our scale and innovative strength are the values that connect the
MegaFon brand to people’s dream of conquering the stars. With this in
mind, we decided to launch an advertising campaign presenting a new level
of service quality to reinforce the Company’s high-tech image.

In 2021, we determined that reliability,
advantage and fairness are our response to
customer needs. We updated our approach to
brand communication, building it around people
whose passion for fairness shines the brightest –
special agents in movies.

1 According to the Brand Finance Russia 50 ranking, 2021.
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By drawing on our deep insights
into customer needs and leveraging
our continuous improvement
engine, we deliver consistent yearly
increases in our brand’s loyalty
score.

↑ 5 p.
NPS improvement

Our customer-centric approach
is reflected in our engagement with
employees as well as subscribers.
By growing our brand’s value within
the Company we also boost its
strength in the market.
In 2021, we launched brand
training for the first time in the
Company accounting for more
than 4,600 employees participated
in the training, which indicates their
high interest in strengthening brand
knowledge.

1 F
 or January 2022 compared to January 2021.
2 According to Ipsos’ Brand Health Tracking
survey, 2021.
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Growing
brand’s value

1

Creative edge

Sponsorships and partnerships

MegaFon has already once “turned
the game” by launching musicbased messaging, which has become
a benchmark for many brands in the
telecom industry and beyond. In 2021,
we decided to take it to the next level
and introduce a new approach to
celebrity endorsements.

In 2021, we continued our systematic support of Russian sports and kept all
existing contracts. As regards sponsorships and partnerships, we continued
our efforts to engage the audience despite the highly uncertain COVID-19
situation, reaching a new level of integration between the digital and the
physical. Knowledge of MegaFon’s sponsorship activities has a positive effect
on the intention of potential customers to use our services increasing it by 14 p.p.
It also increases brand loyalty among our current subscribers driving an 8 p.p.
improvement in NPS.

We formed an unlikely duo – Bruce
Willis, one of the world’s biggest
movie stars, and comedian Azamat
Musagaliev. Bruce’s image was
created using a face generation
technology based on neural network
algorithms, which gave us flexibility
in creating communication materials,
helped us optimise production, and
strengthened the brand’s innovative
image.
As early as the end of the year, we
saw a positive trend in unbranded
recall and message delivery, and
on the measure of advertising
uniqueness we hit our three-year
high.2 We intend to stick to this
creative framework, further flesh out
the special agent story, and boost
spontaneous advertising awareness.

Annual Report 2021

Digital development
In 2021, we experimented a lot with platforms, technologies and formats,
not only following trends but also creating them. We implemented over
100 marketing projects reaching more than 575 million people.
We launched the new third season of the Green Room podcast about sports
marketing and topped the list of branded podcasts with
the Russian Marketing channel.

During the Football World Cup,
we sent a plane-full of fans to
root for our national team in a
game against Croatia. We also
held a draw for a trip to a KHL
game in Dubai.

As part of the European Championship, we created a special branded show
and organised a coverage from the MegaFon TV House fan zone. The total reach
of digital activation around the European Championship amounted to more
than 45 million people.
Our special projects are always inspired by our customers. In 2021, we partnered
with the artist Igor Samolet to present Moscow and its residents via a vivid art
installation at the Flakon design factory, where Muscovites expressed their
unlimited love for the city.
Thus, in 2021, the MegaFon brand maintained its successful presence and
growth in communications, once again providing its customers with a unique
engagement experience matching their preferences.

corp.megafon.ru

>100
marketing projects
implemented
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Sale of products and services
Retail network

In 2021, we improved the efficiency of our own retail network and reduced
the average number of employees per store without compromising service
quality or reducing sales.
In franchised stores, a solid growth in gross additions was driven by marketing
campaigns and motivating projects for retail employees. We focused
on boosting efficiency by increasing sales volumes and speeding up the
delivery through various tools, such as motivation, personalised discounts for
subscribers and split sales management, as well as growing the volume of
integrated offerings of MegaFon products and goods. In branded stores, we
focused primarily on improving customer experience (in particular, store design,
availability of a product matrix and services), comparable to own retail stores.
In online sales, we maintained the focus on developing the omnichannel
proposition, revising logistics processes and introducing additional tools, such
as lending.
Smartphones remained the device of choice in 2021 – their share in the total
sales of devices in roubles increased by 0.9 p.p. to 97.0%, and 4G smartphone
sales were down 4 p.p to 93.0% of total units sold, as the demand for 5G
smartphones rose and their share in smartphone sales volumes grew by 4 p.p.
to 5% with revenues up by 18 p.p. to 22%. The average price of a smartphone
sold through MegaFon Retail increased by 40.1% in 2021 due to a shift to more
expensive models, while the average accessory price increased by 22%.

In 2021, we continued to enhance the offering of additional services in our
own stores, launching new insurance products, expanding the range of money
transfer subscriptions, offering commission-free loan payments, and much more.

Experience Store
Experience Stores are new format stores with a focus on the digital
customer experience. The store is divided into dedicated areas themed
around cutting-edge technologies and three spaces entirely new for
telecom retail: a customer service centre, a blogger studio and an
express health check area.
The new format has a much bigger area than the Standard format,
enabling store zoning, including a dedicated self-service area.
The project is expected to enhance the customer experience while
promoting new types of digital services and goods.
In 2020, we opened a second Experience Store at Columbus Shopping
Centre in Moscow. The third store was opened in 2021 in MEGA Khimki
Shopping Centre in the Moscow Region.

Service quality
One of MegaFon’s priorities is to constantly improve the quality of service
in its own stores.

Focus
on quality

In 2021, MegaFon remained strongly focused on expanding and improving the
efficiency of its retail network managed by its subsidiary MegaFon Retail.

In 2021, MegaFon started servicing WiFire1 customers in its
own stores, expanding the service geography for fixed-line
subscribers.

1 The brand of MegaFon’s subsidiary NETBYNET, provider of fixed-line services for the mass market.
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Customer satisfaction
MegaFon Retail has built a system
to process the results of customer
surveys. We collect feedback
from dissatisfied customers and
always strive to resolve their issues
completely, which ultimately
strengthens their loyalty. The
ongoing work with customer
feedback involves employees of
different levels, from area managers
to branch directors.

In 2021, we continued to streamline customer-facing processes. In particular,
we reduced the amount of manual labour and improved the user interface of
the CCM portal, speeding up a number of service operations. Throughout 2021,
we also promoted remote training in service interfaces for the B2C and B2X
segments.
In the reporting period, we put more emphasis on the paperless store
concept and were able to offer value-added services to our customers
in more than 50% of our own stores by the end of 2021:
• Signing documents electronically via mobile devices
• Electronic receipts via text messages
• Digital advertising on tablets: remote control and content updates
• Electronic customer feedback log
• Interactive tablet game where the customer can win a discount

Online sales
In the reporting period, we substantially expanded the online store
capabilities and deployed a number of new solutions, the key ones being:

MegaFon cares about customer satisfaction and strives to constantly improve
customer experience, make offers that meet customer needs, continuously
enhance services, and boost their convenience and stability.
MegaFon believes that customer satisfaction is closely linked to employee
satisfaction, and improves the working conditions for its employees, in particular
to enhance the quality of customer service. For example, a fully remote work
format for Multimedia employees, launched in 2021, drove an additional influx
of candidates from across Russia and helped provide highly accessible customer
service.
In addition, in 2021, MegaFon merged its Customer Service and Customer
Experience functions, creating a comprehensive system of product quality
control at launch. A segment-based approach to the B2C subscriber base was
deployed at the Customer Experience function from scratch.

Customer service development
priorities in 2021:
• Merger of the Customer Service
and Customer Experience
functions
• Introduction and use
of customer feedback metrics –
NPS and CSI
• Segmentation of the B2C
subscriber base
• Prioritised processing of critical
calls from customers

We also started prioritising the most critical calls dealing with roaming, internet
and telephony. As a result, we increased customer satisfaction as MegaFon’s
Transactional Net Promoter Score (tNPS) showed a positive trend, with the
proportion of the Query Settled status up 2 p.p. and the share of settled complex
queries from corporate customers up 8 p.p.
In 2021, prompt feedback collection and data analysis helped MegaFon quickly
assess changes in customer preferences and make the right decisions, driving
the Company’s NPS up 9 p.p.

• payment with VK Pay
• eSIM sales

Call centres and other services

• launch of MNP1 with pickup from stores
Customer service channels

• redesign of the tariff marketplace

In the reporting year, our results were driven by the focus on the customer,
as well as by increased transparency and clarity of the Company’s products
and services.

• ‘Svoim Deshevle’ (‘Cheaper for Friends’) option
• sale of digital products

In 2021, automated robotic assistants were launched to help employees perform
checks in various systems. During the year, MegaFon also started transitioning
to a new platform with the ELENA virtual assistant, having optimised service
scenarios to improve the focus on addressing a customer’s query.

• delivery expanded to eight new cities.

1 MPN (Mobile Number Portability) – porting a mobile number from one telecom operator to another.
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MegaFon app
Speech analytics
MegaFon maintained a strong focus on enhancing the speech analytics
programme introduced in 2020. Scenarios were set up within the programme
to determine how much a sales script is used and how useful it is, which,
combined with measures to enhance the channel, drove a 50% increase in sales.
Also, in 2021, we added a feature controlling the operator’s speech.
The programme proved effective in assessing the quality of service. Controlling
rhetoric and tone promoted call centres’ tNPS growth and helped reduce the
number of complaints about subscriber service by more than one third.
The results of using speech analytics in customer service were recognised
at CX AWARDS where MegaFon won the Effective Use of Technology and Practice
of Customer Analytics categories.

Telemarketing and situational sales
in call centres
In 2020, we moved some of our telemarketing traffic to voice bots, so in 2021
we focused on training the bots and expanding their vocabulary; our biggest
achievement was teaching them how to talk and listen at the same time – now
they can be interrupted or asked to call back later. Employees, in turn, also
focused on improving sales quality.
A special emphasis throughout 2021 was put on developing voice simulators,
deploying speech analytics and shifting to online offers resulting in more
relevant offers and higher situational sales.
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The MegaFon mobile app is crucial to our strategy of offering the customer
the widest range of opportunities in one place. In 2021, we complemented
it with the MegaFon TV service featuring movies and TV series, and now
customers can manage their channel subscriptions without leaving the app.
In 2021, the app was enhanced to improve customisation and improving
usability, primarily by redesigning the structure and layout. Specifically,
MegaFon was the first operator in the world to allow its customers to top up their
accounts using a bank card directly from a push notification.

In 2021, the MegaFon app won
prizes at the Tagline Awards in
the Best Mobile App Usability
and Best App for a Telecom/IT/
Internet Company categories.

Virtual assistant ELENA
We continued improving technological capabilities of our automated customer
support as a strategic area of service. Higher quality of models that determine
the meaning of the customer’s query has improved the accuracy of the classifier
to 92% and helped to quadruple the number of topics covered by the virtual
assistant. With the new dialogue engine in place, we launched a project
to maintain the context of the dialogue. As a result, subscriber satisfaction (tNPS)
with the ELENA virtual assistant increased by 15 p.p. on average.
We also use predictive analytics to maximise customer experience
by anticipating queries and offering a customised set of buttons based on the
user’s profile and recent actions. This reduces the risk of miscommunication
between the customer and the bot, and the customer’s query is settled
in seconds, driving customer satisfaction up by 10 p.p. and automation by 17 p.p.

corp.megafon.ru
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Products and Services
Mobile Services

Social media
Social media make it easier for existing and potential customers to interact with
the brand as users can write a review in real time, and the Company can quickly
receive and review complaints and respond to them.
In 2021, MegaFon kept in touch with customers not only via the key Russian
social networks such as VKontakte, Odnoklassniki, Mail.ru as well as YouTube,
but also via online stores (Wildberries, OZON) and app stores (App Store, Google
Play Store). In the reporting year, MegaFon launched 2GIS and Yandex.Maps
monitoring and appeared on information and entertainment internet resources
such as Pikabu and VC.

Subscriber protection from unsolicited
messages and fraud
MegaFon pays close attention to customers’ security and aims to protect them
from unsolicited and suspicious messages. In line with Federal Law No. 126FZ On Communications dated 7 July 2003, and its corporate bulk messaging
requirements, MegaFon as an operator has the right to block any unwanted bulk
messaging using the Anti-spam nationwide system.
If a subscriber suspects fraud, they can report it to the
Safe
Communication portal where they can also learn about different fraud
schemes and relevant protection methods, as well download antivirus software.
In 2021, we launched commercial antifraud services with the technical
and analytical capabilities provided by MegaFon’s fraud prevention unit.

MegaFon’s core business is the provision of mobile services, with mobile data
transfer remaining the most promising and strategically important service
in recent years. Our efforts in this segment are focused on delivering better
customer experience to heavy users of mobile data.
In 2021, the number of MegaFon’s mobile data users increased by 5.6% y-o-y
primarily due to a number of updates to existing tariff lines and the launch
of new tariffs relevant when COVID-19 restrictions were eased.

In 2021, MegaFon became
the leader in mobile internet
speed in Russia for the
fifth consecutive year,
outperforming other operators
on all key metrics.1

In 2021, taking into account the market situation, we made several updates and
supplements to the tariff plans within the #NoOvercharges line. In particular,
we offered a 20% permanent discount to retirees and students, and launched
specific attractive offers with a 30% discount. We also launched a number
of other attractive promotions for these tariffs, supported by advertising
campaigns.
In 2021, MegaFon launched My Family, a free service offering unlimited voice
and MegaFon Protection service for free within groups of up to 11 members.
The group organiser can monitor the participants’ balances and allowances,
top up their accounts from his/her own account and activate the Automatic
Top-Up service.
Other customer segments also benefitted from our new offers such as the
‘Posekundny’ (‘Per Second’) tariff plan, the refreshed ‘Perekhodi na 0’ (‘Switch
to Zero’) plan, the launch of ‘Internet DreamTeamHouse’ plan, and the further
development of the ‘Teply Priem’ (‘Warm Welcome’) plan for people arriving
from the CIS countries.

1 According to Ookla®, MegaFon provides the fastest mobile internet in Russia: in 2021, the average download speed
exceeded 32.92 Mbit/s, and the average upload speed was 11.90 Mbit/s. Ookla® runs its independent survey globally
on an annual basis. Its results are based on over 7 million speed tests run in the first half of 2021 via the Speedtest
app on mobile devices owned by users across Russia. MegaFon has been topping Ookla’s ranking since 2017.
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In 2021, MegaFon was the
first mobile operator in Russia
to launch VoLTE at the federal
level1 and to provide this service
to subscribers internationally
in February 2022.

Developing VoLTE

Fixed-Line Services

MegaFon actively continued to deploy the VoLTE technology supporting highquality voice services. In 2021, more than 13 million subscribers used this service.
Along with Moscow and the Moscow Region, the technology spread rapidly in the
Krasnodar Territory, Khanty-Mansi Autonomous Area, Nizhny Novgorod Region,
and St Petersburg. On MegaFon’s network, the VoLTE technology operates
using the Enhanced Voice Service codec capable of making phone calls seem
as though the callers are standing right next to each other.

MegaFon provides its fixed-line services for the mass market through its
subsidiary NETBYNET.1 We offer our customers high-speed broadband, digital
TV and telephony, as well as virtual private network (VPN) connectivity and line
leases.

Developing products and services for dataenabled devices

In 2021, the Company focused on promoting services across all channels under
the MegaFon brand as previously they had been provided under the WiFire
brand. Our strategy is to gradually migrate the fixed-line subscriber base
to MegaFon’s converged products. We plan to add in-demand solutions to our
fixed connectivity portfolio in 2022.

Data services remain a priority for MegaFon, and in 2021, we continued to focus
on data-enabled devices.
We relaunched the ‘Zakachaisya!’ (‘Get Downloading!’) tariff line with updated
pricing, higher speed limits and new options, including extra space on MegaDisk,
free MegaFon TV channel packages, subscriptions to Amediateka, START, more.
tv, World Cinema, and many other options. We also ran a promotion for this
tariff and offered a 50% discount for one year when renting a router in MegaFon
Retail outlets.

Roaming services
In 2021, MegaFon provided
5G roaming in 37 countries –
50% of the countries where
5G networks have been
commercially launched.2
In addition, MegaFon provided
speed over 1 Gbit/s in 5G
roaming for the first time.

As at the end of 2021, MegaFon provided international roaming in 230 countries
(including respective territories) through 633 roaming partners. The list included
101 double partner countries, meaning they have at least two partner networks
available to offer a full range of services to our roaming customers.

Fixed-line communications for the mass
market
We continued to develop the ‘Obyedinyai!’ (‘Combine!’) converged tariff, which
bundles mobile, residential broadband and TV services. In 2021, we launched
promotions to grow our subscriber base, including a three-month 50% discount
for the ‘Combine! For Friends’ and #ForHome ‘Turbo’ tariff plans with a router
free of charge, a progressive discount on all plans in the #ForHome tariff line,
and many more.

The list of countries where MegaFon subscribers benefit by default from
attractive bundled tariffs, such as ‘Roaming, Goodbye’, was expanded in 2021
to comprise 170 countries. The new countries on the list include the Maldives,
Cuba, the Seychelles, and Nepal.

1 Excluding the Chukotka Autonomous Area, the Republic of Crimea, and Sevastopol.
2 Source: GSMA Intelligence.
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Our 2021 key focus areas in fixed connectivity included the development
of networks through FVNO partnerships in cities outside NETBYNET’s footprint,
as well as targeted expansion of coverage in our key cities and growing the
number of private properties connected to fixed lines.

1 L
 LC NetByNet Holding (the WiFire brand), a wholly-owned subsidiary of PJSC MegaFon. In 2020, the Company
integrated the WiFire business into the MegaFon brand.
2 FVNO stands for Fixed Virtual Network Operator.
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Fixed-line communications for business
NETBYNET offers a wide range of telecom services to corporate customers.
In addition to traditional communications services, we provide cloud services
such as Virtual PBX, Wi-Fi with Authorisation, Wi-Fi Radar, digital TV for
business, cloud video surveillance, and others. NETBYNET also has an extensive
track record in implementing integrated telecom solutions and varied scale
integration projects.
In 2021, we started integrating NETBYNET’s and MegaFon’s business processes,
delegating the functional and administrative management of the corporate
fixed-line segment to the Company. This helped to boost NETBYNET’s
operational efficiency, and gave the customers of both companies access
to a range of special deals for customers taking up simultaneously fixed-line,
corporate mobile and cloud services. MegaFon’s benefits included expanded
regional coverage.

Innovative Products and VAS
B2C services
MegaFon strives to tailor its services to subscribers’ needs in all aspects of life:
communication, phone account management, books and games, music and
online video streams, dating, press, and other daily services. To align our offering
with the needs of MegaFon customers, we develop and create services to form
an open ecosystem.

In 2021, MegaFon subscribers signed up to more than 5 million
partner products integrated with our unified billing system.
The open ecosystem model uses three approaches to product launch: first,
through a strategic partnership model to quickly integrate a partner product into
our billing system; second, through participation in another service; and third,
through in-house products developed from scratch.
Developing VAS1 services, we focus on several areas, such as digital products,
financial services and promotion management via digital marketplaces and
voice channels.

We create better services:
• in partnerships with market leaders
• through M&As
• through in-house development

Creating
the best services

rse

1 VAS – Value-Added Services. This refers to services that are provided via additional platforms rather than via the core network.
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B2C development in 2021

Digital products
• In September, we launched MegaFon+, our own multi-subscription
platform, including ivi and START video services, MyBook, and music
from SberZvuk. The subscription is available for subscribers
of any operator.
• Free access was provided to Apple Music for 6 and 12 months.
• A number of initiatives were implemented to customise content
through the use of recommendation engines for MegaFon.TV.
New partnerships with Kinopoisk and PREMIER services were also
launched, with as many as 11% of MegaFon.TV users connected
by March 2022.
• Further cooperation with other market leaders, such as Yandex,
ivi and the START online video streaming service, where MegaFon
is an investor.

В2X services1
MegaFon is consistently
expanding its business beyond
the telecommunications industry
by developing its product segments.
In 2021, we focused on new promising
technology and business trends,
such as cloud solutions, information
security, big data, customer
communications, and the Internet
of Things.
The B2X service mix is balanced and
includes 8 product segments with
more than 75 products. In 2021,
MegaFon introduced 8 new products
and 12 updates.

• Active development of top-up channels, especially digital options,
resulting in more than 50% growth in automatic top-ups via
MegaFon marketplaces.

Digital marketplaces and smart communications
• New digital sales channels – ‘Dlya Menya’ (‘For Me’) with
personalised offers and Services with a marketplace gathering
all partner offers in the MegaFon mobile app.
• Enhancement of sales channels using voice bots and improvement
of speech technology to emulate conversation to the point that
it is almost indistinguishable from a human.
• Almost double growth in the subscriber base coverage
by the voice channel.

2021 key developments and highlights

List of service

Voice and smart services
An automated service for processing text messages on websites, social networks,
in messengers and e-mail. This is a hybrid solution combining a software algorithm
and a call centre interface for operators.

Chatbot

NEW

A cloud videoconferencing service for companies of up to 100 people. Videoconferences
can be accessed without registration and offer an array of collaboration tools for users.

Videoconferencing
for business

NEW

MultiFon Business, a cloud platform with a web interface and embedded telephony,
which allows creating a company’s own voice bot and does not require any special skills
in developing or script writing.

Voice bot

NEW

New options, Big Business and Highly-Charged Conversations, were added to the existing
smart telephony services.

Virtual PBX

Cloud-based platforms and infrastructure solutions
• New sites launched in Novosibirsk and Khabarovsk.

Financial services
• Expansion of the subscriber base eligible for a personal.
New scoring models significantly reduced the accounts receivable
to revenue ratio of Promise to Pay service, driving OIBDA from
services.

New and updated B2X services in 2021

B2X revenue growth in 2021:

>25%

• Launch of Disaster Recovery,1 Backup-as-a-Service,2 GPU-as-a-Service,3 and
Professional Services.4

MegaFon Cloud

• Launch of partner sales on a white label basis.
Cybersecurity
A cloud anti-spam and anti-virus service, which reduces the risk of data leakage while
saving system and storage resources.

Corporate e-mail
protection

NEW

>100%

An information security training platform for employees with easy-to-understand content
and knowledge tests based on phishing attack simulations.

Security Awareness

NEW

A cyber intelligence platform to prevent cyberthreats, allowing businesses to protect their
customers from mobile fraud.

Threat Intelligence

NEW

Cybersecurity, Cloud Platforms
and Network Solutions

New functions Anti-Bot Protection and API Protection.

MegaFon WAF

Launch of cloud protection for web resources.

DDoS Protection

total revenue

>30%
Big Data

50%
online sales of VAS services

1 D
 isaster Recovery – a service to restore IT systems and data after any failure.
2 Backup-as-a-Service – a cloud hosting service that back ups data, ensuring stable business operations.
3 GPU-as-a-Service – a service providing virtual capacity based on graphics cards for scenarios that require
simultaneous high-performance computing on a subscription model basis.
4 Professional Services – services to outsource IT functions, including software and hardware support.

1 T
 he B2X MegaFon service line includes B2B (business-to-business), B2G (business-to-government)
and B2O (business-to-operators) services.
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Financial Performance
2021 key developments and highlights

List of service

Analytical and advertising services
A single interface for reliable communication with the audience over mobile
digital channels.

MegaFon Hub

NEW

• Launch of a voice channel.
• Launch of our proprietary Demand Site Platform1 and a targeted advertising function
using FDO data in programmatic advertising.

MegaFon Target

Launch of a video advertising service.

MegaBanner

MegaFon finished 2021 with a level of revenue growth not seen in several years,
primarily driven by an increase in the active subscriber base and enhancements
to digital services. We also posted more than a two-fold increase in net profit,
consistently reduced our leverage and improved our financial health. Thanks
to aggressive investments in infrastructure development in the past periods, we
continued to reduce capital expenditures in 2021, strengthening our leadership
in mobile data services.

Big data
• Expanded data sources.
• Launch of a convergent proposition.
• Expanded data sources.
• Launch of a convergent proposition.

Scoring

Consolidated financial results, 2019–20211

Lead generation

Indicator

2019

2020

2021

2021/2020. %

Revenue, RUB billion

349.0

332.2

354.2

6.6

• Service revenue

310.8

303.0

316.4

4.4

280.4

274.5

284.62

3.7

30.4

28.5

31.8

11.5

• Sales of equipment and accessories

38.2

29.2

37.8

29.7

OIBDA, RUB billion

151.6

147.8

147.7

0.0

OIBDA margin, %

43.4

44.5

41.7

–2.8 p.p.

Net profit, RUB billion

10.33

26.6

66.3

148.9

Net profit margin, %

3.0

8.0

18.7

10.7 p.p.

CAPEX, RUB billion

67.3

54.7

47.0

–14.2

CAPEX/revenue, %

19.3

16.5

13.3

–3.2 p.p.

320.4

309.6

244.6

–21.0

2.11x

2.09x

1.65x

–0.44x

Network solutions
Last mile delivery of internet connection using Multi-SIM and traffic aggregation
technologies.

Network-as-a-Service2

NEW

Launch of the service in the Moscow branch.

– Fixed-line revenue

The Navigation and Monitoring of Vital Signs services were added to the platform’s
existing functions.

MegaFon Trunking

A multi-vendor approach was implemented for the first time.

Private LTE Network

Internet of Things and ICT
Launch of an IoT gateway, enabling communication between IoT devices connected to an
IoT platform. The solution converts multiple communication protocols of IoT devices into
one or more standard protocols for subsequent processing on the platform.

Smart Utilities

Commercial rollout.

Online Water
Monitoring

Commercial rollout.

Environmental
monitoring

3

Online and partner services

70

– Mobile revenue

Net debt, RUB billion

Online channel efficiency improved though optimising the website
structure and navigation.

Net debt/OIBDA, x

1 D
 emand Site Platform (DSP system) – an automated system to purchase advertising space through auctions. The system enables buying advertisements
on multiple sites within seconds, drawing on MegaFon’s knowledge of its subscribers.
2 Network-as-a-Service – a service to assign all networking services for a client to one vendor.
3 IoT gateway bridges the communication gap between IoT devices, equipment, sensors, and the cloud.

1 Based on the IFRS consolidated financial statements for 12M 2021 audited by JSC KPMG. Due to manual rounding, financial and operating results
may differ from those presented here. All changes are shown for the same periods in the current and previous year on a quarterly basis, unless otherwise
indicated, including IFRS 16 impact.
2 Including other revenue amounted to RUB 2.7 billion.
3 Excluding revaluation of investment in an associate (non-monetary item).

Annual Report 2021

corp.megafon.ru

71

e s

rvic

upe

Strategic report | Financial Performance

rse

Revenue

Liquidity and financial stability

In 2021, amid an economic recovery and easing COVID-19 restrictions,
MegaFon’s revenues came in at RUB 354.2 billion, a record-high 6.6% growth
since 2013, increasing across all main segments.

In 2021, MegaFon had sufficient liquidity and continued to consistently reduce
its leverage. At the end of the reporting period, the Company’s net debt totalled
RUB 244.6 billion, down 21.0% y-o-y, with the net debt/OIBDA ratio down by
0.44x to 1.65x.

Service revenue was up 4.4% to RUB 316.4 billion in 2021.Growth in the
mobile segment was mainly driven by mobile data due to a higher number
of active subscribers, content services, including START, as well as M2M and
big data analytics services. Another positive factor was the climbing demand
for international roaming. In the fixed-line segment, the growth was mainly
attributed to an increase in international traffic and ICT projects.
In 2021, revenue from sales of equipment and accessories increased 29.7% y-o-y
to RUB 37.8 billion as a result of stronger customer activity in the retail market
compared to the previous year. The highest sales growth was seen in high-end
smartphones.
Capital expenditures in 2019–
2021, RUB billion

Russian revenue is a major component of MegaFon’s total revenue and accounts
for 98% of total revenue.

A major portion of MegaFon’s debt portfolio is denominated in roubles, and the
Company takes a prudent approach to hedging its FX and interest rate risks
using derivative financial instruments. As at end-2021, MegaFon’s total debt
structure was organically diversified across instruments and maturities, with 28%
of the debt portfolio having maturities of four years or more.
The Company has a significant number of available sources of debt financing.
We monitor all developments in the financial markets and take steps to ensure
timely response and mitigate any negative impacts.

Debt portfolio as at 31 December 2020 and 2021, %
By instrument

OIBDA

CAPEX/revenue, %
2019

2020

2021

19.3
16.5
13.3

4

4

19

25

OIBDA remained almost flat in 2021 at RUB 147.7 billion, while the margins
decreased by 2.8 p.p. to 41.7%, on the back of overall revenue growth.
OIBDA margins were primarily impacted by higher advertising costs rebounding
after the pandemic, higher employee and rental costs as stores reopened
and employees moved back to the office, and higher sales of equipment and
accessories, which historically demonstrate lower margins.

Bank loans
Equipment financing

2021

2020

77
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67.3

Net profit

By currency

00 4

Net profit for 2021 grew 148.9% to RUB 66.3 billion. In addition to cost
management efforts, such as cutting finance costs, considerable deleveraging
and successfully hedging FX positions, net profit was boosted by the deal to
contribute the assets of JSC First Tower Company (FTC) to an independent
operator at the end of 2021.

54.7

Bonds

00 4

RUB
EUR
USD

2020

FX hedging instruments

2021

47.0

CAPEX
96
In 2021, CAPEX decreased to RUB 47.0 billion, down 14.2% y-o-y. Thanks to
heavy network investments in previous years, MegaFon continues to expand its
infrastructure and maintains its market leadership in mobile data while scaling
CAPEX down. In 2021, investments were mainly aimed at maintaining parameters
and stability of the network and services and increasing the number of base
stations, primarily to enhance the 4G/LTE network quality.

96

By maturity

20

21

27

1 year
2 years

39

8

2020

2021

3 years
4 years
5 years and longer

6
13

33

19
14
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In 2021, MegaFon
maintained its focus
on creating value for its
stakeholders, with the
satisfaction of customers,
employees and shareholders
as its top priority.

MegaFon’s social
mission
is to create opportunities that
facilitate communication,
social adaptation, fostering,
guardianship and adoption,
employment, and education.
We seek to inspire people to find
and explore all opportunities
to the fullest.

Our approach
to sustainability

Stakeholder
engagement

MegaFon aims to achieve excellence in business while contributing as much as
it can towards the social and economic development of society. Reconciling
commercial, social and environmental interests is an important element of our
development.

Implementing our sustainability strategy requires building effective relationships
with all stakeholders based on partnership, equality and respect.

Our sustainable development is underpinned by our commitment to the
principles of integrity in business operations and responsible practices in
relationships with all stakeholders. We adhere to generally accepted moral
and ethical standards, promote business transparency, respect human rights,
and support environmental initiatives. MegaFon’s Chief Executive Officer, its
Management Board and its Board of Directors collectively provide and shape the
strategic direction behind our approach to sustainability.

For this purpose, the Company runs regular stakeholder surveys to determine the
key topics of importance to them.

MegaFon’s stakeholders

Customers

MegaFon sees sustainable development as growth from its operations that
results in a positive impact on people’s quality of life.
Our sustainability activities are guided by best practices, and international
regulations and standards, including the United Nations Global Compact and
the Social Charter of Russian Business.

Employees

MegaFon is committed to contributing to the delivery of the UN’s
Sustainable Development Goals, particularly the following:

Our reporting on sustainability is part of the Company’s annual report and is
guided by international standards such as the Guidance on Social Responsibility
(ISO 26000) and the Global Reporting Initiative (GRI) Sustainability Reporting
Guidelines.
For more details, see the Appendix:
Material Topics and Materiality Matrix
on p. 216.

High-quality services
Compliance with the highest international standards for consumer relations
Ensuring confidentiality and security
Prompt response to queries
Customer health and safety
Responsible marketing

•
•
•
•
•
•

Respect and trust
Encouraging employees to realise their personal potential
Fair remuneration
Equal rights
Health and safety
Enhanced engagement

• Economic and financial performance
• Adherence to best practices in corporate governance

Industry community

• Engaging in the development of the telecom industry
• Building best practices and standards

Business partners

Government

Annual Report 2021

•
•
•
•
•
•

Shareholders

Local communities
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Stakeholder expectations
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•
•
•
•
•

Performance of obligations to all counterparties
Transparency
Fair competition
Anti-corruption
Focus on long-term business relationships

• Contributing to the development of the digital economy
• Involvement in the modernisation of Russia’s telecommunications
infrastructure
• Contributing to public safety, including support in emergencies
• Involvement in the development of regulatory norms for the telecom
industry
• Charity and sponsorship initiatives
•
•
•
•

Support for principles of corporate citizenship
Enabling better access to new technologies
Improving the quality of life through social investments
Indirect economic impacts
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HR Management
In order to implement our new HR strategy and transform HR processes,
we have developed and integrated a new value model supporting
MegaFon’s market leadership vision and new ambitious strategic
priorities, and redesigned or launched from scratch a number of solutions
and services:
• Organisational business model transformation, including our federal
network of 73 regional offices
• Goal-setting and motivation policy system to drive the achievement
of the Company’s strategic ambitions
• Automation of digital service selection and launch
• New approach to business unit organisational structures to drive robust
talent management and increases in employee remuneration
• Training system supporting value-based employee development through
tailored development plans
• Career management programme for high-potential employees

The Company’s ambition is to become the first-choice
telecom employer; therefore, all HR management
initiatives under the Company’s updated strategy are
focused on:

winning the competition for the best talent in the market:
• Building our brand as the first-choice telecom employer,
developing market positioning and employee value proposition
(EVP)
• Creating an environment that encourages professional
development and growth, and provides tools for career planning
and advancement for high-potential employees, including talent
pool programmes for key regional positions, the HiPo programme
at the parent company, and a career path platform for specialists
and experts
• Building long-term relationships with our employees

building and transforming our corporate culture:
• Promoting a culture of leadership and high performance
• Creating a positive environment for change and continuous
improvement, which gives each employee the opportunity
to influence the development of the Company
• Driving strong employee engagement and loyalty

fostering smart management of human capital:
• Improving the performance of HR investments
• Building a data-driven human capital management system for
better and faster management decision making
• Digitising HR processes for better employee experience, including
the Digital Reception programme, AI-based recruitment for lessskilled entry-level roles, etc.
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Ambitious
goals

In 2021, MegaFon articulated
and approved its new strategy
and ambition to become the
best mobile operator, which
guide our new human capital
management policies aimed
at fostering an environment
conducive to building longterm and fair relationships with
our employees.
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Training and development

Our team at a glance
We have a very age-diverse talent pool, with close to 50% of our employees
aged 26 to 35. MegaFon provides equal career opportunities for both men
and women. Women account for 54% of MegaFon’s workforce. Our key
selection criteria in hiring and promotion decisions include professionalism,
leadership skills, and alignment of employee behaviour with our values.

MegaFon continuously strives to improve its approach to employee development.
In 2021, to ensure continuous training, we chose remote learning as our primary
learning method and developed 174 courses and 37 programmes for this format.
In 2021, upskilling programmes and remote courses were delivered to our
managers and employees over 200,000 times in total, with 2,825 employees
taking external training programmes.

MegaAcademy is MegaFon’s
corporate university, offering
training and development
opportunities for our
employees and partners.

To develop its employees and managers, MegaFon extensively applies coaching
tools, with 748 sessions delivered by internal coaches in 2021.

Talent acquisition
For talent acquisition, MegaFon uses traditional and advanced recruitment
tools and always applies a tailored approach to talent search by using the best
mix of most efficient and relevant channels.
A search strategy is defined for each area, providing for the use of digital tools,
search mapping, and customer-centric partnership as a candidate search and
evaluation expert for recruiting managers.
Quality, speed and customer satisfaction index (CSI) are our key guiding
principles in recruitment.
MegaFon became Russia’s Best Employer according to Forbes and ranked
second in the Best Company Award by Changellenge and third among the
most attractive telecom companies for students in the Future Today ranking.

To integrate MegaFon’s updated model of corporate values across roles at
all levels, we have developed a catalogue and added 24 new development
programmes.
In 2021, we launched a new evaluation and goal-setting service, Top Performers,
to improve the individual performance of each employee.
In 2021, we launched new digital services for employees:
• Handset-based training for new employees, allowing them to study at their
convenience
• Chatbot-based simulators to practice sales skills and polish communication
skills through conversation simulations with a chatbot
• Chatbot for new employees to facilitate sales skills assessment

MegaFon was recognised as one of Russia’s
best employers in 2021:

Mentoring programmes and management
development programmes

Gold

In 2021, we rolled out a new systematic approach to training newly hired regional
network managers, which places a strong focus on building professional and
management skills along with mentoring. To help embrace our development
strategy, corporate values and key goals, MegaFon has launched the MegaStart
school for new managers and Leaders’ Time Academy.

Russia’s Best Employers 2021
ranking by Forbes

No. 2 No. 3

13,367

Changellenge Best Company
Award1

management development programmes
delivered to MegaFon managers in 2021

Future Today2

MegaAcademy designs and
runs proprietary programmes,
makes arrangements
for training by external
providers, develops specialist
training and mentoring
systems, and manages online
development and training
systems.

1 Among telecom companies, based on a survey of more than 6,000 students from top
33 Russian universities.
2 Among telecom companies, based on FutureToday’s 2021 study covering 30 leading
Russian universities.
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Corporate culture and internal
communications
Updated values
of MegaFon
• Doing things we can be
proud of
• Building a better customer
experience
• Acting as a team
• Getting better every day

To implement MegaFon’s strategy to become the best mobile operator, we have
built a system of values, which will serve as a beacon for employees and help
shape our unique DNA.
Transforming our culture and fostering an environment for building long-term
and fair relationships with our employees lie at the heart of our updated HR
strategy. The updated values underpin our business strategy and provide
a clear hands-on guide on weekly job routines and teamwork.
MegaFon’s internal communications primarily focus on building a unified
information space, communicating the current agenda, fostering team
engagement, and providing every employee with access to tools for an open
dialogue, feedback and development.
In 2021, we introduced new employee communication tools: in order to
build a continuous improvement culture at the Company, we launched
#BeEnterprising, a service to collect, evaluate and implement ideas for change
with a positive economic benefit for business. Over the first two months, over
120 suggestions were submitted by our employees.

>89%
employee engagement

>84%
employee satisfaction

In 2021, we revised our approach to conducting internal research
and engagement surveys in order to improve data transparency, improve
employee response rates, and enable peer comparisons. In particular,
in November 2021, we conducted a survey on an independent external
platform, with its findings suggesting high levels of employee engagement
(89.5%) and satisfaction (84.7%). Most business and process organisation
components also had high scores.
We intend to continue placing a strong focus on employee development
and their interactions within teams. We believe that smooth and consistent
communications at all levels have a direct impact on the performance,
corporate culture, sustainability, and overall success of the Company.
Management will focus on fostering a safe environment in which employees
can freely and directly ask questions, discuss the current agenda, and suggest
initiative or solutions to a problem.

Social support
Employee health, safety and security have always been a top priority for
the Company. It is important for us to provide our people with a benefits
package as extensive and flexible as possible.
We provide our employees with:
• voluntary health insurance policies
• discounted insurance for family members
• accident insurance policies
• partial reimbursement of expenses for fitness programmes
• temporary disability pay
• hardship allowances to employees and their family members
• reimbursement of mobile phone expenses
• reimbursement of other expenses, including relocation.
In 2021, amid the ongoing COVID-19 pandemic, MegaFon continued to support
employees in hardship through financial assistance and medical treatment
beyond the VHI programme.

Occupational health and safety
In 2021, the occupational health management system and related regulations
at MegaFon were revised and updated to comply with the current and amended
government regulations. To reflect changes to legislative requirements,
regulations for hazardous work and contractor engagements were revised,
along with the corresponding occupational safety guidelines. Local regulations
on health checks were revised to comply with the new Order of the Russian
Ministry of Health No. 29n dated 28 January 2021.
The Company has developed the necessary organisational and administrative
documents for its occupational health management system and local
regulations, further detailing areas of responsibility, as well as the objectives of
business units and process owners, and outlining additional regulation for these
areas.
Our automation and digitisation efforts launched in 2021 aim mainly
at streamlining cross-functional processes and enhancing the overall
performance of the occupational safety management system. Key
organisational and administrative documents were translated into standard
forms for subsequent automation of document drafting and updating, while
the major occupational safety areas were automated, including health checks,
special assessment of working conditions, and partially training, accounting
and PPE issuance.
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Social responsibility
and charity
In order to reduce injuries and improve working conditions, the Company
carried out all measures it had planned for 2021:
• Training and testing of employees on occupational health policy, including
unscheduled tests to reflect amendments to government regulations in 2021
• Provision of training and retraining at specialised training centres to
employees whose job involves additional hazards
• Special assessments of working conditions and operational control
• Mandatory pre-employment and regular health checks, and mandatory
examinations of employees
• Provision of workwear, safety footwear, and PPE, as well as safety equipment
and hand sanitiser, to employees
• Scheduled and unscheduled OHS compliance audits across MegaFon
• Assessment of occupational risks and communicating the results to Company
employees
• Efforts to ensure a safe working environment, reduce work-related injuries and
improve working conditions

Our approach to charity

2021 highlights

Charitable activities are an integral part of our culture and corporate social
responsibility. In line with the sustainability principles set out in the Social
Charter of Russian Business, we are committed to contributing to social wellbeing, including in local communities across our footprint.

22

Our Charity Policy is the key document governing MegaFon’s charitable
activities. The Charity Policy sets out the goals and objectives of MegaFon’s
charitable activities and the principles and procedure for charitable project
selection, and outlines the stakeholder engagement process and many other
aspects.
In line with its Charity Policy, MegaFon provides support to charities only.
It does not support individuals, businesses, religious organisations, public
authorities or officials, political organisations, parties or movements, or
candidates running for national, regional or local elected offices.
Charity expenses amounted to RUB 429.7 million in 2021, with more than
90% allocated to focus area programmes, i.e. programmes facilitating the
development of an accessible digital and educational environment.

To enhance our COVID-19 response, we enabled our employees to continue using
three types of working arrangements in 2021: office, remote or a hybrid format.
At the same time, MegaFon developed a concept offering new work schedules to
its employees once they return to the office – a hybrid and a completely remote
working model.

charitable programmes

>130
‘000 individual beneficiaries

RUB

429.7

million charity expenses

84

In 2021, on top of following all COVID-2019 measures recommended by
authorities – equipping premises with temperature screening devices, hand
sanitiser and surface disinfectants, and providing workers with PPE – the
Company set up a system to continuously update and instruct workers on
COVID-19 prevention, testing and vaccination. In addition to this, all necessary
measures were taken to prevent the spread of the disease within the Company
during the peaks of the COVID-19 infections and their associated lockdowns.

regions covered

MegaFon’s charitable activities:

Goals
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Objectives

• Contribute to address social problems in local
communities throughout MegaFon’s footprint
by leveraging our business expertise

• Provide consistent and effective support in solving
pressing social problems in Russia using our professional
expertise

• Facilitate the creation of a digital educational
environment that improves the quality of life
for everyone in Russia

• Promote smart charitable activities in Russia by helping
charities and non-profit organisations effectively engage
with the business community

corp.megafon.ru
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Charitable priorities

Target audiences

• Creating an accessible digital environment

• Orphans and children deprived of parental care

• Developing a digital educational environment

• People with disabilities

• Supporting Company employees

• Digital talents (high-school and university students)

• Supporting target audiences

• Foundations and non-profit organisations

Eligibility criteria applied by MegaFon to proposed charitable projects:
• A good fit with charitable priorities
• Support in addressing multiple problems through efforts in a given area
• Potential for development in the medium term

• Company employees in difficult life situations

• Potential for leveraging MegaFon’s capabilities and engaging its employees
across the regions covered by the proposed project
• Coverage of multiple areas or the potential to scale up to other Russian
regions
• Guaranteed credibility of the beneficiary or the project partner

Key selection principles and criteria,
performance and social impact assessment
of charitable initiatives
Established in 2013, MegaFon’s Charity Committee is responsible for making
decisions on which charitable projects to support. The Charity Committee
also coordinates our social initiatives, monitors their progress, and assesses
their social impact. The Charity Committee is comprised of MegaFon’s PR, HR,
legal and security experts. The HR function of the Company’s Head Office is
responsible for the overall coordination of our charitable activities.
Our Charity Policy is the key document
governing MegaFon’s MegaFon’s
charitable activities

As the Charity Committee reviews proposed social projects and decides which
ones to support, it gives preference to long-term and scalable initiatives capable
of delivering actual tangible benefits. In doing so, MegaFon consults with
stakeholders, including our employees and the expert community.

• Transparency of funding arrangements
To deliver the maximum value, each charitable project is assessed against a
number of quantitative and qualitative metrics developed together with experts.
In this process, MegaFon closely collaborates with Russian and international
expert communities as well as with federal and regional authorities to share best
practices and maximise synergies.
Quantitative performance metrics applied by MegaFon to charitable
projects:
• Level of charity expenses
• Number of participants in charitable programmes (beneficiaries, experts,
specialists, and volunteers)
• Number of cities and institutions involved in the project
• Number of events held as part of the project

When deciding whether to support or implement charitable programmes
and projects we are guided by the following principles:

• Number of employees engaged in corporate volunteering and other
charitable programmes

• Systematic approach to charity. The Company seeks to make a lasting
impact through its charitable programmes and projects

The qualitative performance metrics applied by MegaFon to charitable projects
include the actual tangible benefits from the initiatives, such as improvements
in the beneficiaries’ lives, consistent approaches to problem-solving, and the
contribution to an improved social fabric.

• MegaFon’s charitable programmes and projects need to be effective and
sustainable, delivering the maximum social impact:
– We encourage other donors to get involved in our projects, promote
volunteering by employees, and help raise funds from private donors
through online crowdfunding platforms

MegaFon conducts online and offline surveys among stakeholders to assess their
satisfaction with delivered charitable programmes. The survey findings shape
our decisions on whether to continue or adjust a programme, or whether the
programme partners should be replaced.

– We maintain dialogue with all stakeholders to identify their needs and the
most efficient ways to address their concerns
• We share successful practices. Proposed programmes need to have the
potential to scale up across Russia

Impact of the COVID-19 pandemic
on MegaFon’s charitable activities
Due to COVID-19 restrictions, some offline projects planned for 2020 were not
implemented until 2021. At the same time, many projects continued online,
expanding the audience of participants and opening up new ways to deliver high
impact in an online environment.
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Developing a digital educational environment

Creating an accessible digital environment

• “Artificial Intelligence: A Quick Start Guide” project

• Universal Mobile Assistant programme

• SkillCity infotainment service

• Creating video profiles for orphans under the Children at Home project

• International Collegiate Programming Contest (ICPC) finals

• Supporting the activities of volunteer search and rescue crews

• Connect and Be Successful! programme

• Helping veterans of the Great Patriotic War

• Development of the Polytechnic Museum

• Special View programme

• World AI & Data Challenge international competition for digital solutions
• Support for the Development, Innovation, Technology association
• Support for the development of the Graduate School of Management
at Saint Petersburg University

“Artificial Intelligence: A Quick Start Guide” project

Universal Mobile Assistant programme
Programme partner: Camerata Nizhny
Novgorod Regional Rehabilitation Centre
for the Visually Impaired.

Since 2016, the programme has been
expanding the range of opportunities
to help visually impaired people
in society, and to empower them
through advanced mobile solutions
that can help address their disabilities.
Interest in the project is constantly
growing, both from visually impaired
people and from potential coaches.
As a result, more and more blind
people are using the capabilities
of modern smartphones in their daily
lives and professional activities.

In 2021, we placed a particular focus on improving the digital literacy of visually
impaired people living in small towns and villages, where there is a particularly
acute shortage of relevant specialists. As a result, our coaches were able
to train almost twice as many visually impaired people and expand the project’s
geography.
Lockdown restrictions became an incentive to learn how to use the smartphone
for the visually impaired people who had doubted its usefulness in daily life.
This is evidenced by the increased number of calls to the hotline with questions
about the choice and purchase of new smartphones.
We believe that we need to further develop this project: expand its geography,
train new coaches, organise training sessions, host consultations, and promote
the opportunities offered by modern mobile devices as an effective rehabilitation
tool for the visually impaired. A separate focus should be made on improving
the accessibility of modern services to blind and visually impaired users through
interaction with specialists from telecommunications companies and mobile
app developers.

The project has become even more
relevant due to forced self-isolation
and the urgent need to learn how
to use various e-services. The hotline
we set up has literally become
a window on the world for many
visually impaired people, and our
regional coaches have proven to be
indispensable assistants for nonprofit organisations supporting the
visually impaired as they shifted
to remote work.
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Programme partner: Russian Code
School autonomous non-commercial
organisation of additional education.

The key objective of the project
is to ensure access for children and
adults to additional training in coding
for artificial intelligence in Russian
regions, and to promote relevant
studies.
The project was launched in 2020
and has already reached over
5,000 people across 78 Russian
regions and 33 countries. It includes
lectures and workshops, conferences
on data science, artificial intelligence
and neural networks, as well
as a championship in solving machine
learning problems using a dataset
provided by MegaFon.
In 2021, a training programme was
tailored to give participants a deeper
insight into artificial intelligence and
study it from the ground up.
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During the reporting period, an eight-week training programme was run
for a wide youth audience with 20% of participants represented by people
with disabilities. After 50 hours of training, the students put together their first
portfolio comprising a Python programme, an intelligent chatbot, their first
machine learning model, and other products.
In 2021, the project team also continued to promote professions around big
data and data science. The Stepik platform, one of the most popular online
educational platforms for schoolchildren, students, and aspiring professionals,
released two relevant courses. Speakers include faculty members from Moscow
State University and MIPT, MegaFon employees, and other prominent experts.
More than 15,000 students registered for the courses by the end of 2021, and
graduates rated the programmes they completed at 4.5 out of 5.0.
Two championships were held, offering practical training to follow theoretical
studies: a mock championship for solving simple problems and a championship
with a prize, based on a dataset provided by MegaFon. Out of more than
300 registered participants, 50 successfully coped with the task of forecasting
traffic at base stations. The championship also served as a career launch
pad, with the organisers receiving over 50 CVs for the Data Scientist
internship position.

With its Big Data and Data Science courses, the Russian Code
School was the winner of the Stepik Awards 2021 as the best
new provider on the platform.
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Supporting target audiences

SkillCity infotainment service
Programme partner: Social Technology
Development Fund (FOROTECH).

The SkillCity infotainment service
is a social initiative offering career
guidance for the digital world
and socialising online to children,
teenagers and young people.
In 2020, together with FOROTECH,
MegaFon built an entire virtual city in
the service’s digital space, complete
with offices of real companies. Each
office has several vacancies, and any
child can apply for a job, learn about
a certain trade and the skills mix
required, e.g. of a UX designer, and
then find out where to start getting
those skills now. A pay cheque in the
game currency that can be exchanged
for real prizes is a nice bonus that
comes with every job.

In 2021, the app had more than 54,000 registered users – children aged 12 to 18
from across Russia. Twenty-seven offices of different companies and 81 trades
were created, and at least 243 skills relevant for professionals were identified.
More than 30 universities are already building their virtual branches in the city to
help users get answers to their question: “Where do you go to study if you have
chosen a digital profession?”

• The Future Depends on You football cup
• MegaFon Boccia OPEN
• Development of rhythmic gymnastics
• Erecting a monument to a Great Patriotic War military signaller in the
Signallers Alley on Poklonnaya Hill in Moscow

Simultaneously with the development of the game app in 2021, active efforts
were made to create, launch and roll out a pilot programme for teachers on
career guidance, Collections of Information Materials and Developments. A For
Educators section was created on the website, where users can download and
use ready-to-use training materials (lessons, games, quizzes, etc.) free of charge.
At the end of the year, 180 educators were registered with the programme.
Also, 120 schools received a printed collection of informational materials and
methodological developments resulting from the SkillCity Infotainment Service
project. All in all, more than 400 institutions across Russia, including schools,
non-profit organisations, recreation camps, and vocational guidance centres,
took part in activities within the project in 2021.
In 2022, we will focus on enhancing the app and developing software that can
be used offline.

• Supporting the programme to promote vaccination against COVID-19 among
older people, One Million Prizes #BEATCOVIDTOGETHER
• The Cathedral of the Signal Troops of the Russian Armed Forces

The Future Depends on You football cup
Programme partner: YEDINSTVO
(UNITY) Foundation for the Support and
Development of Physical Culture, Sports
and Healthcare.

The Future Depends on You open
national football cup for orphanage
and boarding school teams, held
by MegaFon across Russia since
2005, is the Company’s benchmark
for charitable activities, setting the
standards of consistency, efficiency
and sustainability for all our projects.
It is the only federal-level project
for children in the care of the state,
aimed not only at their physical
development but also at socialisation
and promotion of adoption.

Over the 16 years of the cup’s history, more than 5,000 teams from orphanages
and boarding schools participated in the games. Since 2005, more than 39,000
girls and boys have competed to win the cup. In 2021, 210 teams from 130
orphanages across Russia participated in the cup games.
A career guidance programme was launched in 2021 to complement the sports
programme. Participants had training sessions dedicated to career guidance,
where everyone was able to identify their inclination towards this or that
profession and figure out next steps in choosing their career.
Another innovation was the programme for children aspiring to be journalists.
The programme participants visited the editorial offices of local publications,
took part in trainings and master classes, and produced contest works about
their team’s participation in the cup games.

Supporting Company employees
MegaFon helps its employees and their family members who find themselves in
difficult life situations, including by paying for critical illness treatment.
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Ethics and human
rights

Anti-corruption

Ethical business conduct
We are committed to the highest standards of business ethics and adhere to the
principles of integrity, openness and transparency in everything we do.
Our Code of Ethics and Corporate
Conduct is available at here.

Contacts of MegaFon’s Direct Line
channels are available at here.

MegaFon and its subsidiaries are governed by its Code of Ethics and Corporate
Conduct, articulating the key principles and rules of business conduct for
our employees and members of the Board of Directors. The Code outlines the
Company’s position on corruption, discrimination, conflicts of interest, and
inappropriate behaviour, and specifies the requirements to promote legal
compliance, integrity, equal rights and informational transparency.
We have in place a 24/7 Direct Line through which our employees and other
stakeholders can receive guidance on compliance with the Code of Ethics and
Corporate Conduct (such as, on whether a particular action is considered suspect)
or can discreetly (and, if required, anonymously) report any suspected breaches.

MegaFon views its anti-corruption commitment as a core
principle of its responsible corporate practices, and operates
in strict compliance with Russian anti-corruption laws.
The Company highly values its reputation, has zero tolerance
to any form of corruption or bribery and expects the same
attitude from its business partners.

MegaFon’s Anti-Corruption Policy is a framework document regulating its anticorruption efforts and providing anti-corruption guidance for all employees
of the Company and third parties engaged by MegaFon. All employees who are
required to undergo mandatory anti-corruption training take an online anticorruption course.
The anti-corruption programme includes:
• ensuring ‘Tone on the Top’ by management

Respect for human rights

• anti-corruption training

MegaFon is committed to respecting human rights in line with both Russian
and international law. MegaFon and its subsidiaries have a zero tolerance
policy towards any forms of discrimination or harassment. According
to its Code of Ethics and Corporate Conduct, the Company strictly adheres
to the principle of non-discrimination against employees on grounds of gender,
sexual preferences, race, skin colour, ethnicity, language, origin, material,
marital, social, or official status, age, place of residence, religious views,
beliefs, membership of (or failure to join) particular public associations or social
groups, or any other circumstances unrelated to the employee’s professional
performance.

• ensuring the possibility of confidential (including anonymous)
reporting of cases of corruption

Our Anti-Corruption Policy
is available at here.

MegaFon raises anti-corruption
awareness among all of its
suppliers by introducing anticorruption contract clauses,
sending out anti-corruption
guides to bidders and posting the
Direct Line contact details on its
official website.

• assessing corruption risks and adopting anti-corruption controls

• appropriate investigation of each case and no retaliation against
employees making a report in good faith

Customer privacy
Our Policy on Personal Data
Processing is available at here.
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We respect our customers’ right to privacy and strive to ensure proper
protection of their personal data in our possession. We provide communication
secrecy, guaranteeing the privacy of telephone conversations and messages
for our subscribers, as well as the privacy of data transmitted over MegaFon’s
communications networks. MegaFon’s Policy on Personal Data Processing
governs all aspects of personal data protection. Employees who have access
to personal data are required to rigorously comply with this Policy.
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Procurement

Caring about
the environment

MegaFon’s procurement management system fully covers every
phase of the Company’s procurement process, from planning
to fulfilment, to meet our needs for goods, works and services,
and is based on a competitive approach to selecting suppliers,
collective decision-making with suppliers, and transparent
supplier relations.
MegaFon’s procurement focuses on achieving the best value for money
and time. We are striving to maximise the automation and transparency
of our procurement processes. Procurement at MegaFon is done through
a competitive tendering process, including an e-marketplace that ensures
the transparency of the process and enables us to negotiate the best value
for money. Small and medium-sized businesses are also invited to participate
in procurement procedures.
The Company’s procurement procedure is outlined in its internal documents
detailing all phases of the procurement process, areas of responsibility, and
controls. Our Procurement and Logistics function is responsible for organising
and monitoring procurement procedures, procurement methodology,
optimisation and automation of business processes, contracting, delivery
organisation, warehouse and transport logistics, and inventory management.
In 2021, MegaFon finally switched from a structure built around centres
of excellence to a unified federal procurement and logistics management
structure to improve the efficiency of procurement and logistics and enable
faster response to market developments.

MegaFon is not engaged in an industry that has a significant
negative impact on the environment. Nevertheless, we take
our commitment to the environment very seriously, seeking
to minimise our environmental footprint wherever possible.
Complying with the applicable Russian laws, adhering to precautionary
principles, and implementing initiatives to encourage all employees to care about
the environment remain MegaFon’s top environmental priorities.
By leveraging advanced technologies, MegaFon is able to develop and deploy
solutions which encourage responsible production (by reducing greenhouse gas
emissions, the amount of waste and the use of resources) and have an overall
positive impact on society.

MegaFon Environment platform
Since 2019, MegaFon has been developing the MegaFon Environment,
an environmental monitoring platform to automate the collection of
environmental data (air, water, soil, physical parameters) and centralise
their processing and analysis for ensuring prompt response to environmental
accidents and making further effective management decisions.
The platform is designed for real-time environmental monitoring and features
a set of sensors connected via a local network to management servers, specialist
workstations and monitoring sites of related services. The platform displays the
assessment of the quality of environmental components in real time, promptly
identifying excessive parameters and sending notifications by e-mail, push
notifications or text messages.
In 2021, as part of the project, we launched a universal software layer,
Environmental Patents, designed to interact with any industry-specific
equipment via an open exchange protocol. The solution will provide maximum
flexibility in selecting a partner, or an ability to work with existing equipment
of commercial customers.

For more details on MegaFon
Environment, see.
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Platform components

Air quality monitoring

Surface water and
wastewater monitoring

Monitoring of industrial
emis-sions

ClimateGuard

Integrated envi-ronmental
moni-toring
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Paperless stores

Use of alternative energy sources

Energy efficiency

In 2021, we put more emphasis
on the paperless store concept
in our own retail network and were
able to offer value-added services
to our customers as an alternative
to paper in more than 50% of our
own stores.

MegaFon endeavours to employ alternative energy systems, such as
wind turbines and solar panels, when constructing base stations. These
technologies both minimise negative environmental impacts and enable us to
bring mobile connectivity even to the most remote communities. Alternative
energy systems currently supply power to several base stations operated by
MegaFon in the Murmansk Region and in Dagestan.

MegaFon runs an energy efficiency programme across its communications
facilities, comprising the following technologies:

For more details, see the Sale
of Products and Services section
on p. 56

Paperless
project
As from 2020, MegaFon has
in place an ecosystem for creating,
approving, signing, and storing
documents using an electronic
signature.

• Automated electricity metering system
• Advanced, high-performance energy equipment
• Balanced ventilation systems instead of air conditioning at base stations
• Optimisation of power supply systems

Resource conservation

• Replacing incandescent light bulbs with LED lights

MegaFon encourages its employees to use resources responsibly. Energyefficient fluorescent and LED lamps have been installed in MegaFon’s offices
and stores, and lights and electrical appliances are switched off outside
business hours. To reduce power consumption, our offices use ventilation,
heating, and air conditioning systems with recuperative heat-exchange and
self-cooling features. The Company also promotes switching to electronic
document management and has introduced comprehensive waste disposal
programmes and equipment.

• Using equipment with wider operating temperature ranges

• Prioritising energy-saving features in radio equipment used in mobile networks

Use of energy resources in 2020–2021

Item

We have digitised:

Fuel and industrial fluids

close to

Boiler fuel, including:

~100%

• Gas (including condensate), ‘000 m3

2020

2021

2021/2020, %

973

933

–4

Technical equipment:

of administrative workflow

• Fuel, ‘000 litres

1,803

1,520

–16

30%

• Oils and industrial fluids, litres

4,867

5,307

9

2,860

2,764

–3

663

647

–2

1,364,732

1,663,993

22

20,967

19,349

–8

Motor transport / motor fuel:
• Fuel, ‘000 litres

of HR processes, including
business trips, additional
agreements on remote work,
vacations, etc.

• Diesel fuel, ‘000 litres
Utilities

>30%

Electricity, ‘000 kWh
Heat, Gcal

of procurement and logistics
documents
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Corporate Governance

The Company’s operations are governed
by MegaFon’s Charter and other
internal documents.

MegaFon’s corporate governance framework is based on Russian
and international best practices. Committed to maintaining
high standards of corporate governance, the Company is fully
compliant with Russian laws on joint stock companies such
as Federal Law No. 208-FZ On Joint Stock Companies dated
26 December 1995 (the Federal Law On Joint Stock Companies)
and is guided by recommendations of the Corporate Governance
Code and other recommendations of the Bank of Russia.
MegaFon’s corporate governance framework has been evolving over several
years, and in the past it was significantly affected by the requirements of the
Moscow Exchange and the London Stock Exchange for issuers of shares and
global depositary receipts.

During the reporting period,
new versions of a number
of internal documents were
approved, including:
• Regulations on the Internal Audit
• Risk Management and Internal
Control System Policy
• Compliance Policy
• Regulations on the Committees
of the Board of Directors
• Insider Information Regulations etc.
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A structured corporate governance framework is vital for the successful
development of our business as it helps set and achieve goals, and manage the
Company’s risks effectively. MegaFon’s well-developed corporate governance
framework also enables us to build and maintain trust-based relationships with
the Company’s counterparties, shareholders, employees and other stakeholders.

MegaFon’s corporate
governance principles:
• Enabling shareholders to fully exercise their rights
• Strategic governance and effective supervision of executive bodies
by the Board of Directors, as well as accountability to the General
Meeting of Shareholders
• Appropriate management of MegaFon’s day-to-day operations
by its executive bodies and their accountability to the Board of Directors
and shareholders
• Timely disclosure of complete and accurate information about
the Company, such as its financial position, performance,
ownership and governance structure
• Effective control of the Company’s financial and business operations
• Ensuring protection of the interests and statutory rights of shareholders,
investors, creditors and other stakeholders
• Commitment to high standards of social responsibility

In 2021, from 21 January to 1 July the Company returned to the “two keys”
principle stipulated by the Charter: at the Extraordinary General Meeting of
Shareholders held on 21 January 2021, shareholders voted to elect Khachatur
Pombukhchan the Company’s Executive Director (prior to that, the position had
been vacant for several years). At the Annual General Meeting of Shareholders
held on 1 July 2021, Khachatur Pombukhchan was appointed Chief Executive
Officer.
In 2022, the Company intends to maintain the high level of corporate
governance achieved, which is embedded in our established practices and
formalised in internal documents.
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Effective
control

Corporate Governance Framework
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Compliance with the Corporate
Governance Code

Corporate governance structure

MegaFon’s operations are governed by the recommendations of the Corporate
Governance Code approved by the Bank of Russia’s Board of Directors on 21
March 2014. The Corporate Governance Code Compliance Report is presented
in the Appendix to this Annual Report.

Interested party transactions
Interested party transactions are regulated by Article 11 of the Federal Law
On Joint Stock Companies. Under its provisions, transactions in which the
Company’s controlling parties, Board members or members of the Company’s
executive bodies are interested parties may be approved by either the Board
of Directors or the General Meeting of Shareholders. Interested members of the
Board of Directors or shareholders do not vote on any resolution relating to the
interested party transaction.

MegaFon’s principal corporate governance bodies are the General Meeting
of Shareholders, the Board of Directors, the Management Board (collective
executive body), the Chief Executive Officer, and the Executive Director
(individual executive bodies). In 2021, there were no changes in the corporate
governance structure.

To evaluate the reliability and
effectiveness of risk management
and internal controls, MegaFon has in
place an Internal Audit function, which
is a long-established independent unit
reporting to the Board of Directors.

In December 2021, the Board of Directors convened an Extraordinary General
Meeting of Shareholders, which was held on 2 February 2022. The meeting
approved a new version of the Charter that does not provide for a Revision
Commission at the Company. The powers of members of the Revision
Commission elected at the Annual General Meeting of Shareholders on 30 June
2021 were terminated. The necessary amendments were made to the Company’s
internal documents.

General Meeting of Shareholders

MegaFon pays close attention to identifying and controlling interested party
transactions. All counterparties are regularly checked for possible relationships
with shareholders or members of MegaFon’s executive bodies.

Revision
Commission1

The Company did not enter into any interested party transactions in 2021.
Board of Directors

Major transactions
In 2021, the Board of Directors approved one major transaction with a value
of more than 25% but less than 50% of the book value of MegaFon’s assets
determined as at the last reporting date prior to the transaction.

Committees of the Board of Directors

In October 2021, a framework lease agreement was signed, under which JSC
FTC leases, and PJSC MegaFon will temporarily use certain areas at tower
infrastructure facilities of JSC FTC to install and operate PJSC MegaFon’s
equipment for providing them with communications services against placement
orders (Resolution of the Board of Directors, Minutes No. 360(424) dated 26
October 2021). The agreement will be valid for 12 years and automatically renew
on expiry of this period. The deal’s value was up to RUB 190 billion, inclusive.

Remuneration and Nominations
Committee

Finance and Strategy
Committee

Audit Committee

Individual Executive Bodies
Chief Executive Officer

Executive Director

Internal Audit

Management Board

Reports to
Elects
Recommends
Appoints based on resolutions of the Board of Directors

1 As of 2 February 2022, the powers of the Revision Commission were terminated by the Extraordinary General Meeting of Shareholders.
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Governing bodies

Activities of the General Meeting
of Shareholders are governed
by the Regulations on the General
Meeting of Shareholders.
Detailed information on the Annual
General Meeting of Shareholders
and items on its agenda.
Detailed information on the
Extraordinary General Meetings
of Shareholders held in 2021 and items
on their agenda.

The powers of the Board are set out in
the Charter and the Regulations on the
Board of Directors.

General Meeting of Shareholders

Remuneration of the Board of Directors

The General Meeting of Shareholders is MegaFon’s supreme governing body.

Members of the Board of Directors are remunerated for the performance
of their duties. The amount of remuneration is approved by the General
Meeting of Shareholders and depends on the actual hours worked during
the reporting period.

In 2021, due to the spread of COVID-19, the Annual General Meeting of
Shareholders was held by absentee voting for the second year running.
The meeting was held on 30 June 2021. The total number of votes held by the
meeting participants was 620,000,000 (100% of the total number of votes).
In 2021, four Extraordinary General meetings of shareholders were held by
absentee voting.

Board Committees

Board of Directors

Three committees of MegaFon’s Board of Directors provide oversight and
strategic planning on matters related to the Board’s areas of responsibility:

The Board of Directors is MegaFon’s collective executive body exercising
general control over its activities. The Board’s main duties include enhancing
the effectiveness and transparency of MegaFon’s risk management and
internal controls, and improving the framework for monitoring and ensuring the
accountability of its governing bodies while protecting and promoting the rights
of all shareholders.
The well-balanced composition of the Board of Directors reflects the scope and
scale of MegaFon’s business. Nominees to the Board of Directors are elected
based on their expertise, experience, business reputation, and personal skills.
Board members have extensive experience in the Russian telecommunications
industry, excellent managerial skills and expertise in finance, strategic planning,
technologies, and risk management.

Summary of the Board’s activities in 2021
The Board of Directors was fully involved in MegaFon’s key processes in the
reporting year.
The Board considered a wide range of agenda items at its meetings, such as
MegaFon’s participation in major projects; the impact on MegaFon’s business
from changes to Russian legislation; approval of interested party transactions
and transactions with a cumulative value in excess of US$ 50 million; approval
of internal documents, including on compliance and internal audit. The
Board also adopted resolutions on HR matters, reviewed the Company’s
strategic development and issued recommendations to the General Meeting of
Shareholders on items of its agenda.
Management reports reviewing quarterly business performance of the Company
were presented at the meetings of the Board of Directors. Regular reports were
provided to the Board of Directors on management’s response and the measures
taken to prevent the spread of COVID-19.

• Audit Committee
• Finance and Strategy Committee
• Remuneration and Nominations Committee
Committee members are selected upon election of a new Board of Directors.
Activities of the Board Committees are regulated by internal documents.

Audit Committee
The Board’s Audit Committee is responsible for all matters relating to internal
and external audits of MegaFon’s financial and business operations and,
in particular, for making recommendations as to the appointment of external
auditors, resolving issues that arise during audits, analysing the effectiveness
of internal controls and assessing risk management performance.
In 2021, the Audit Committee covered a wide range of matters, including:
• review of regular financial statements and press releases disclosing
MegaFon’s financial and business operations
• internal controls enhancement
• change of approaches to the implementation of internal audit,
recommendations for approval of the internal audit plan, review
of quarterly reports
• review of litigation reports
• risk management and compliance (including the development
of a compliance hotline)
• preparation of recommendations for the approval of the 2020 Annual Report.

No independent performance evaluation of the Board of Directors was carried
out in 2021.
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Finance and Strategy Committee

Management Board

The Finance and Strategy Committee exercises control over MegaFon’s strategic
development, business planning, budgeting, and investment processes.
The Committee’s principal responsibilities include determining MegaFon’s
strategic direction and approving its annual budgets, reviewing and approving
proposed M&A and general business transactions, and reviewing the terms
of borrowing and other financing options.

The Management Board is MegaFon’s collective executive body managing
the Company’s day-to-day operations together with the individual
executive bodies. It is responsible for all operational management matters,
apart from those falling within the remit of the General Meeting of
Shareholders, the Board of Directors and MegaFon’s individual executive
bodies.

In 2021, the Finance and Strategy Committee covered a wide range
of matters, including:

The size and composition of the Management Board are approved by the
General Meeting of Shareholders based on the CEO’s recommendation.
The CEO is the Chairman of the Management Board.

• approval of the Company’s budget and business plan for 2022
• regular reports on the Company’s performance
• the Company’s strategic development
• reviews of interested party transactions and transactions with a cumulative
value exceeding US$ 50 million

Chief Executive Officer
and Executive Director
The Chief Executive Officer and the Executive Director manage
MegaFon’s day-to-day operations alongside the Management Board in all
matters excluding those reserved to the Company’s General Meeting of
Shareholders or the Board of Directors.

• reviews of MegaFon’s M&A activities.

Remuneration and Nominations Committee
According to MegaFon’s Charter, their responsibilities include:
The Remuneration and Nominations Committee is responsible
for the development and regular review of the remuneration policy, including
reviewing and determining base salaries, bonuses and other compensation,
as well as setting target KPIs for top management, making recommendations
to the Board regarding candidates for key management positions and carrying
out a performance evaluation of the Board, its members and its committees.
In 2021, the Remuneration and Nominations Committee covered a number
of matters, including:
• short-term and long-term bonus programmes for the Company’s
top management

• managing MegaFon’s day-to-day operations, acting on behalf of the
Company without power of attorney, representing MegaFon in its
relations with all government authorities, legal entities and individuals,
and granting powers of attorney

There were no changes in the competencies
of the CEO and Executive Director in 2021.
In 2022, a new version of the Charter was
approved, which details the procedure
for exercising the powers of the Executive
Director in case this position is vacant.
In this case, the role of the Executive
Director is delegated to the CEO.

• making decisions and issuing orders, instructions, and other documents
on matters consistent with their responsibilities, and approving
MegaFon’s internal documents with the exception of certain matters.

Remuneration of the Management
Board, the Chief Executive Officer
and the Executive Director

The CEO’s responsibilities also include:

MegaFon’s senior executives are
remunerated for their services to
the Company. The Board of Directors
determines the structure and amount of
such remuneration.

• recommendations to the Board of Directors regarding approval of candidates
for the positions of CEOs of key subsidiaries and heads of branches

• opening settlement accounts and other bank accounts, effecting civil
transactions on behalf of MegaFon, with exceptions set out in their
employment contracts and/or applicable Russian laws

• recommendations to the Board of Directors regarding candidates
for the positions of the CEO, members of the Board of Directors, the Revision
Commission, and the Management Board.

• organising the operations of MegaFon’s business units, signing
employment contracts with MegaFon employees, making decisions on
bonuses, benefits and compensations
• preparing and presenting information and documents on MegaFon’s
operations to the Board of Directors, including for approval of certain
documents.
The Executive Director’s responsibilities also include:
• effecting any civil transactions on behalf of MegaFon and managing
MegaFon’s property within the limits established in his employment
contract and/or applicable Russian laws
• implementing steps to ensure the security of information containing
state secrets by developing and introducing measures to maintain
confidentiality and protect data.
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Corporate Secretary

External audit

To ensure the effectiveness of corporate governance, MegaFon has established
the position of Corporate Secretary, with the person holding this position
being responsible for ensuring compliance with rules and procedures which
protect the rights and interests of shareholders. The Corporate Secretary is also
responsible for shareholder relations, corporate communications, and ensuring
the proper performance by the Board of Directors and its committees of their
functions. The Corporate Secretary is also the Secretary of the Management
Board.
Daria LIZUNOVA

MegaFon engages independent external auditors to audit its annual financial
statements and review its quarterly financial statements. The Audit Committee
assesses prospective auditors and makes recommendations to the Board
of Directors regarding their appointment and fees. The independent auditor
recommended by the Board must be approved by the General Meeting
of Shareholders.
The Annual General Meeting of Shareholders held on 30 June 2021 approved
JSC KPMG as the Company’s external auditor.

The Corporate Secretary is elected by, and reports to, the Board of Directors.
In 2021, Daria Lizunova was MegaFon’s Corporate Secretary.

Information disclosure

Born in 1986.
In 2007, she graduated from Moscow
Pedagogical State University. In 2011,
she graduated from Russian Foreign Trade
Academy of the Ministry of Economic
Development of the Russian Federation.
From July 2011 to November 2018, she
held various positions at the Corporate
Secretary’s Office of PJSC MegaFon.
On 14 November 2018, she was appointed
the Company’s Corporate Secretary
by the Board of Directors (Minutes
No. 295(359) dated 14 November 2018).
Daria combines the duties of Corporate
Secretary and the Company’s Controller
responsible for insider information control
and security.

Percentage ownership in the Company: nil.
Percentage of the Company’s ordinary
shares held: nil.

Revision Commission
In the reporting period, the Revision Commission, which was elected annually
by the General Meeting of Shareholders, controlled MegaFon’s financial and
business operations.
As of 2 February 2022, the powers of the Revision Commission were terminated
by the Extraordinary General Meeting of Shareholders. To evaluate the
reliability and effectiveness of risk management and internal controls, MegaFon
has in place an Internal Audit function, which is a long-established independent
unit reporting to the Board of Directors.

MegaFon ensures that its operations are fully transparent, both in compliance
with all applicable laws and regulations and in line with international best
practice for disclosure. For each fiscal year ending 31 December, the Company
publishes audited consolidated financial statements prepared in accordance
with International Financial Reporting Standards (IFRS). In 2021, MegaFon also
provided unaudited consolidated financial statements at the end of the first,
second and third fiscal quarters.

Press releases are published on
MegaFon’s corporate website.

MegaFon’s financial results and notices of upcoming General Meetings
of Shareholders, as well as other important information and price sensitive
information, are announced through Interfax, an authorised Russian
news agency.

Internal audit
MegaFon’s Internal Audit team indirectly reports to the Board of Directors.
Internal Audit operations are guided by MegaFon’s Regulations on the Internal
Audit, as well as by the International Standards for the Professional Practice
of Internal Auditing.
The Internal Audit team assesses the RMICS, as well as the corporate governance
framework against performance targets approved by the Board of Directors.
Upon the Audit Committee’s recommendation, on 12 August 2020, the Board
of Directors appointed Evgenia Karaoglanova the new Internal Audit Director.

The full list of the Corporate Secretary’s
functions is set out the Regulations on
the Corporate Secretary.

Internal Audit operations are governed
by MegaFon’s Regulations on the Internal
Audit.
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Securities
Shareholders’ Equity
MegaFon shareholders
as at 31 December 2021, Holding, %

AF Telecom Holding
USM Telecom

Credit ratings

PJSC MegaFon’s charter capital amounts to RUB 62 million, consisting
of 620 million ordinary registered uncertificated shares with a par value
of RUB 0.1 each. The Company is authorised to issue 100 billion additional
ordinary shares. All issues of ordinary registered uncertificated shares have
been combined into one issue with the state number 1-03-00822-J. MegaFon
has no preferred shares. The Government does not hold any stake in MegaFon’s
charter capital.
As at 31 December 2021, PJSC MegaFon’s shareholders were LLC AF Telecom
Holding (50% interest) and LLC USM Telecom (50% interest) holding in aggregate
100% of the Company’s charter capital.

50

50

Dividends
The amount of dividends payable must be approved by the General Meeting
of Shareholders upon recommendation of the Board of Directors.
The specific terms of PJSC MegaFon’s
Dividend Policy.

RUB

55

PJSC MegaFon’s Dividend Policy was updated in August 2021. The Dividend Policy
sets out the principles to be followed by the Board of Directors when making
decisions on recommended dividend amounts to be approved by the General
Meeting of Shareholders.

As at 31 December 2021, MegaFon’s solid current credit rating profile allowed
it to raise funds at the most attractive terms available in the market.
During 2021, as borrowing rates surged, MegaFon’s bond yields also increased.

Credit rating

Value

S&P Global Ratings
Long-term foreign currency rating
BB+
Long-term local currency rating
BB+
Moody’s
Long-term credit rating
Ba1
ACRA
Issuer: PJSC MegaFon
AA(RU)
PJSC MegaFon bond issues, series
BO-001R-03
BO-001R-05
AA(RU)
BO-001R-06
BO-002R-01
BO-002R-02

Outlook

Rating/review
date

Stable
Stable

18/12/2019
18/12/2019

Stable

11/09/2018

Stable

21/09/2017

–

09/10/2017
04/02/2019
18/03/2019
18/03/2019
15/04/2019

In 2022, following the downgrade of Russia’s sovereign rating, rating agencies S&P
Global Ratings and Moody’s first downgraded and then withdrew MegaFon’s longterm credit ratings.

Bonds
billion

total volume of MegaFon
outstanding bonds
as at end-2021

Five issues of PJSC MegaFon bonds (series BО-001R-03, BО-001R-05 ,
BО-001R-06, BО-002R-01 and BО-002R-02) were outstanding at the end of 2021.

Investor Relations
Providing relevant and timely information to stakeholders is a top priority
for MegaFon. In line with its disclosure practices, during 2021 MegaFon continued
to make quarterly announcements of the Company’s operating and financial
results, as well as publishing annual reports. MegaFon maintains an open
line of communication with investors and participates in various investment
and industry conferences.

Investor materials, including
presentations and reports

To ensure data accessibility, MegaFon publishes its Corporate Action
Notices:
• on the website of Interfax, an authorised Russian disclosure agency
• on the official corporate website under the For Investors section.

1 In January 2022, PJSC MegaFon completed the previously scheduled redemption of its RUB 20bn exchange bond (series BО-001R-05).

1 LLC USM Telecom is the sole shareholder of LLC AF Telecom Holding.
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Risk Management and
Internal Control
General information
In 2021, MegaFon continued to develop its risk management and internal
control system (RMICS), which is an integral part of the Company’s governance
framework. To ensure stable and continuous business operations, we are
constantly working to identify, assess and minimise risks, as well as to mitigate
their negative consequences should they materialise.

To manage the risks associated with preparing reliable financial statements and
tax reports, the Company has in place an internal control system (ICS), which is
a set of policies, guidelines, control procedures and organisational measures to
ensure the preparation of such statements and reports, as well as compliance
with applicable legal requirements.

MegaFon acknowledges that risk management can only be effective when every
employee is involved in the process. Therefore, we continuously foster a robust
risk culture among all employees and provide regular training.

The ICS effectiveness is maintained through the following actions:

MegaFon’s approach to the RMICS complies with Russian legal requirements
and is based on international and Russian best practices, as confirmed
by an independent diagnostic conducted in 2021. In particular, full compliance
of our system with core standards, ISO 31000 and COSO, was confirmed
for most of its components. This positive evaluation would not have been
possible without strong employee ownership of risk management and the RMICS
integration into the decision making process.

• Updating and ensuring compliance with ICS codes and standards
• Timely development of control procedures to cover relevant risks
• Regular performance monitoring of control procedures
• Regular surveys of key process owners on the effectiveness of internal controls
• Analyses on business processes and related risks to verify the performance
of applied internal controls
• Annual selective testing of key control procedures

Principles underlying MegaFon’s RMICS:
• Integration into the Company’s corporate governance framework – activities
of the Board of Directors, Management Board, and business units
• A risk-based approach to management decision making and to setting up
processes, including strategic planning and project management
• Contribution to achieving the Company’s goals, and continuous improvement
of its business processes
• Continuity, agility and adaptability of the risk identification and
management process, as opposed to a reactive, request-based model with
actions triggered only by requests from management or external users

Risk management and internal
control framework
Risk management and internal controls are embedded across all operations and at
all management levels throughout the organisation.

Board of Directors

Audit Committee

CEO and Management Board

Risk management function

Business units, project teams, and subsidiaries

Coordinators at the level
of business units, project teams,
and subsidiaries

• Use of accurate, complete, and reliable information from available sources,
subject to uncertainty
• Transparency, engagement of all participants in the risk management and
internal control process, with their views taken into account
• Continuous development and improvement of the RMICS
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The Board of Directors through the Audit Committee determines the RMICS
principles and approaches and evaluates the system’s effectiveness.
The CEO and the Management Board ensure the setting up and maintenance
of a robust RMICS, allocation of the roles, responsibilities and accountability
for specific risk management and internal control procedures among
the business-unit heads, approval of reporting format requirements, review of,
and agreement on, principal risks, and promotion of a risk management and
internal control culture.
The risk management function drives the development of risk management
across the Company, implementing the RMICS Policy, ensuring risk updates,
overseeing the implementation of risk management measures, coordinating
the efforts of business units, project teams, and subsidiaries to identify and
assess risks, and develop appropriate risk management measures, providing
methodological support, preparing relevant materials and submitting them
to the Management Board and the Board of Directors, and fostering a risk
culture within the Company. The Company has in place an internal control
function responsible for managing the risks that affect the reliability of financial
statements and tax reports.
Business-unit heads, project teams, and subsidiaries ensure the RMICS operation
within their areas of responsibility, including risk identification and assessment,
and also drive the development and implementation of risk management
measures, including operation of control procedures. They designate
coordinators in charge of day-to-day process management and involve the risk
management function as necessary.

MegaFon uses the RiskCom automated solution to maintain its risk inventory
and conduct risk analysis, ensuring streamlined management of risks
controlled at the Board of Directors, CEO, and Management Board levels.
For their convenience, business units, project teams, and subsidiaries can store
information about their risks in their own information systems. If risks escalate,
they are replicated in RiskCom. SAP GRC PC is used to manage risks that affect
the preparation of reliable financial statements and tax reports.

The Risk Management and Internal
Control System Policy.

The Risk Management and Internal Control System Policy is the key document
governing MegaFon’s risk management activities. The Policy, developed in line
with applicable Russian laws and international standards, establishes general
approaches to risk management and internal control.
The Company has also adopted a Risk Management Methodology outlining
the applied aspects of the process, and various regulations of business units
and subsidiaries detailing the approaches to managing specific risks.

Key RMICS activities
In 2021, MegaFon continued to embed risk-based management into its practices,
adopting a new Risk Management Methodology to support this effort. Risk
identification and management efforts are closely aligned with the Company’s
goals. The Management Board reviews the status of key risks and compliance
on a quarterly basis.
To further improve risk communication, the Company holds annual meetings
of risk coordinators to facilitate the sharing of risk management approaches
and best practice.

MegaFon is focused on building a robust risk culture, the key aspects of which include:

In the second half of 2021, we engaged an external consultancy to conduct
a diagnostic of the risk management and internal control system to verify
compliance with best practice and the ISO 31000 and COSO standards.
The diagnostic exercise confirmed the system’s maturity.

Tone at the Top
MegaFon’s managers act as role models in the discussion, identification, and assessment
of risks, and are actively involved in risk management.

Furthermore, in the reporting period, the business continuity management
process was included in the scope of risk management. The adopted Policy
set out the requirement for users to be alert to the need to ensure the smooth
operation of the Company’s business processes, so that MegaFon can continue
offering the best services in the market.

A positive risk culture
Timely communication about risks is encouraged. Risks can be accepted if they are not critical and risk
taking can contribute to business growth. Risks are viewed not only as potentially negative events
but also as opportunities to improve processes within the Company.

Risk management and internal control training for employees remains
a top priority for MegaFon. Managers take a mandatory online risk management
course based on ISO 31000, which reflects the Company’s specific business
profile. This course is also available to all MegaFon employees.

Engagement
Employees have access to risk management training and relevant guidelines, as well as communication
and support channels.
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In 2021, MegaFon continued to enhance the performance of its ICS,
including through the following activities:

№

• Development of new features for process owners to coordinate and approve
control procedures in SAP GRC PC

Risks

1

Geopolitical

• Further development of the ICS to facilitate tax-related monitoring, including
the build-out of a risk assessment process (transition to quantitative
assessment of consequences of risks materialising) and automation
of reporting forms for tax-related monitoring

Mr Alisher Usmanov has an indirect 39.2%
ownership interest in the Company and
is not the Company’s ultimate controlling
person. Mr Usmanov has no direct or indirect
influence on MegaFon’s activities, nor is he
a member of any governing body of the
Company.

Principal risks and mitigation

Low

S 5

O 7

1

R 13

S 2

R 15

Medium

Risk manageability

↑

This situation may worsen if current
conditions persist – as they continue or
escalate further, the list of self-sanctioning
companies and firms may expand.
The inability to do business with key
suppliers, business partners or other key
counterparties may have a material adverse
effect on our business, financial position,
operating results, cash flow, or prospects.

Due to the sanctions in early 2022, many
international companies decided to
discontinue their partnerships with Russian
entities, including with MegaFon. This has
disrupted a significant number of business
chains, related to:

Т 12
R 14

Change

Nevertheless, as a company registered in
the Russian Federation, MegaFon is facing
challenges and reputational losses specific
to Russia in general as a result of the current
geopolitical situation, including those related
to the current sanctions regime imposed by
the United States, the EU and other countries
against a substantial shareholder of the
Company.

S 3

Т 11

As we had kept this risk on our radar for
quite some time, MegaFon had already built
a fairly large pool of alternative partners in
various business areas by the time the risk
event occurred. However, as more companies
have been withdrawing from partnerships
and new restrictions are introduced en
masse, we have had difficulties implementing
the previously identified partner options and
searching for new options to replace them.

MegaFon is not considered a blocked entity
under OFAC’s 50 Percent Rule, because
Mr Alisher Usmanov’s indirect ownership in
the Company is less than 50%. Neither is
MegaFon designated as a blocked entity in
the EU and the UK.

• Analyses on business processes, including those related to changing
the functionalities of IT systems, to update risks and relevant control
procedures

S 4

On 28 February 2022 and on 3 March
2022, the United States and the UK imposed
sanctions on Mr Alisher Usmanov, an indirect
shareholder in MegaFon.
The US Office of Foreign Assets Control
(OFAC) also issued General License No. 15
which authorised all otherwise prohibited
transactions with any entities owned 50% or
more by Mr Alisher Usmanov.

• Updates of ICS training and information materials

S

Risk management

Strategic/external risks

• Review of employee access rights to financial reporting information
to ensure access is only provided on an as-needed basis and there
is no conflict of powers

MegaFon’s analysis considers
various types of risks while
setting out the measures
that the Company takes
to mitigate them. This analysis
covers strategic, geopolitical,
technological, regulatory,
operational (including
compliance) and financial
risks.

Risk description

F 18

• infrastructure development
• software management
• logistics and equipment supplies for

O 6
F 17

in-store sales

• international roaming services
• activities in international financial and
S
O
Т
R
F

Strategic/external risks
Operational risks
Technological risks
Regulatory risks
Financial risks

High

other markets.
O 8

Low

O 9

F 19

R 16

F 20

Т 10

Medium

High

Damage

Type of risk:
Low
Medium
High

116

Annual Report 2021

corp.megafon.ru

Risk dynamic:
↓
Decreased
– No changes
↑
Increased
NEW
New risk

117

e s

rvic

upe

Corporate governance, securities, and risk management | Risk Management and Internal Control

rse

№
2

Risks

Risk description

Risk management

Macroeconomic

The health of the Russian and global
economies has an impact on MegaFon’s
business.

The telecommunications market is quite
resilient, as customers are unwilling to reduce
their minutes and mobile data usage, and
therefore their spending on these services
is less exposed to the risk of an economic
downturn than spending on goods and
services in other markets.

2021 saw signs of an economic recovery
and increasing demand (including in the
telecommunications market), which,
however, were accompanied by rising
inflation, rate hikes by the Bank of Russia
and fluctuations in FX rates. All three
factors worsened even more in early 2022,
with inflation substantially accelerated
amid lower commodity imports to Russia
and a rush of demand from consumers.
The Bank of Russia raised its key rate. The
rouble exchange rate became more volatile,
with a rush of demand followed by a rapid
correction. According to the Bank of Russia
consensus forecast, the country’s GDP
is expected to fall by up to 8% in 2022.

Change

↑

№
5

New business models,
new entrants

4

Competition risk

The telecommunications and digital
industries are rapidly changing as new
players are entering non-core markets,
such as banks establishing mobile and fixed
virtual network operators. Some incumbents
are betting on ecosystems, which in the
short term may lead to certain subscriber
migration. At the same time, customers
are becoming more demanding and
expecting superior digital customer service
and a seamless experience for all service
channels. Failure to provide such high-level
service and experience can reduce customer
loyalty and lead to increased churn and
possible loss of market share.

MegaFon continues to implement its strategy
aimed at the digital transformation of its
business.

The mobile market tends to slow down,
which leads to increased competition as
operators strive to retain existing and attract
new customers. High penetration rates
have already boosted this competition. This
competitive landscape is one of the most
influential factors continuing to impact the
mobile market.

To mitigate this factor, the Company
prioritises maintaining the loyalty of existing
customers by constantly improving the
quality of services and providing them
with the best unique products and services
through timely network expansion, infrastructure development, and provision of
convenient digital services and tariff lines.
With its unrivalled spectrum advantage in
the Russian 4G/LTE market, MegaFon enjoys
a faster time to market in 4G products while
delivering high-speed mobile data.

MegaFon’s key direct competitors include
MTS, VEON, and Tele2. New business models
emerging in the market may lead to changes
in the structure and dynamics of the current
market, the impact of which may not
currently be foreseeable.

Type of risk:
Low
Medium
High
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Risk dynamic:
↓
Decreased
– No changes
↑
Increased
NEW
New risk

Risk management

Risks associated
with MegaFon’s
participation in other
companies

The Company’s business management
involves acquisition or sale of companies, as
well as participation in strategic alliances
and partnerships. In case of such activities,
there is a slight probability that MegaFon’s
focus may be diverted away from other
business concerns. In addition, any potential
acquisition could negatively impact
MegaFon’s financial position or credit ratings,
or have other consequences subject to the
acquisition or sale deal structure, possible
deferred payments, FX exposure in the
transaction price, and the successful delivery
of targeted synergies and integration
processes.

MegaFon aims is to achieve maximum
synergy from participation in other
companies, including in costs and revenue,
and ensure further successful growth for
the acquired assets. Any asset acquisition is
always preceded by extensive due diligence
on the financial and operational performance
of the target business, an evaluation of
the transaction’s viability, and legal due
diligence. The Company’s management has
the necessary expertise for effective decision
making on acquisition opportunities. When
entering into transactions, MegaFon also
endeavours to include special clauses in the
relevant agreements which are contingent
on the target’s ability to meet set objectives
and KPIs, and on MegaFon’s exposure to
tax, legal, and commercial risks. Asset sale
transactions are subject to comprehensive
assessment of the deal’s viability.

With the spread of the coronavirus,
the Company has significantly changed
its existing business practices. Job-related
office-based activities, business travel and
business trips for employees, and in-person
meetings and events were curtailed. Strict
workplace hygiene and Company site access
protocols were established.

Together with the relevant authorities,
the Company successfully implements
measures to prevent the spread of COVID-19.

Change
NEW

Operational risks
6

Technological and
digital transformation

Risk description

Retaining and growing its subscriber base
is MegaFon’s key tool for managing this risk.
The Company closely monitors changes in its
subscriber base and does its best to meet
customer expectations.

Taken together, these macroeconomic
trends will have a negative impact on the
Company’s revenue and its investment
programme in 2022.
3

Risks

Risks related to
the deterioration
of the sanitary and
epidemiological situation

MegaFon also cooperates with service
providers to offer better services
to its subscribers.

These changes have required the Company
to accelerate its adaptation to ensure
its business runs smoothly.
Stricter anti-pandemic measures can lead
to local lockdowns, hindering the operation of
offices and retail stores and thus negatively
affecting the Company’s revenues.

Measures are taken across all Company
facilities to ensure compliance with
COVID-19 protocols, including regular
employee communications about the
COVID-19 situation and rules, disinfection
protocols for rooms and ventilation and
air conditioning systems, thermal imaging
cameras and sanitiser products, temperature
measurement, social distancing, mask
enforcement, etc.
The Company puts the health and safety
of its people first, so it is flexible in its
approach to work formats in the new normal.
Employees have been shifted to work from
home seamlessly without compromising their
performance.
The Company also set up remote sales
channels to mitigate the impacts of local
lockdowns.

The Company plans to keep up with the
pace of technological advances and new
industry standards by maintaining its focus
on integration of emerging technologies and
development of new and more effective,
innovative products and services.

Type of risk:
Low
Medium
High
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№
7

Risks

Risk description

Risk management

Pricing risk

The Company uses market-based pricing
approaches to price its services. However,
a limited number of telecom market
participants believe that any tariff policy
moves by operators are closely scrutinised
by the anti-trust regulator.

The Company is committed to flexible tariffsetting, which drives smart, affordable tariff
offers geared to the needs of different groups
of its customers.

Change

↑

№
11

Risks

Risk description

Risk management

Telecommunications
fraud risks

MegaFon may incur losses resulting
from wilful misconduct by unscrupulous
counterparties or subscribers. Such
fraudulent actions are aimed at obtaining
services and products for free or at a lower
cost, which means financial losses for the
Company.

MegaFon has a dedicated unit responsible
for preventing fraud and associated financial
or reputational losses while safeguarding
customers against fraud. MegaFon uses
a number of dedicated automated antifraud solutions to support fraud prevention.
Monitoring for the more critical fraud threats
is carried out 24/7.

This risk is amplified by the rising inflation
in 2021.
8

Infrastructure risk

The Company has a vast network footprint,
which involves managing a huge fleet of base
stations, fibre networks, data centres, and
other assets. The continuous growth in its
subscriber base, network coverage, and
data speeds, coupled with increases in the
wear and tear of the operated infrastructure,
expose the Company to the threat of
overstretching its available network resources.

MegaFon leverages existing processes
to focus on priority tasks through targeted
financing as well as network infrastructure
expansion and maintenance to improve
network reliability, reduce power
consumption, and ensure high quality
services for its subscribers.

The Company is also exposed to the risk
of reputational losses from fraudulent
actions against MegaFon subscribers
through digital services, social engineering,
unfair competition, and theft of money from
subscribers’ accounts.
12

Cyber risks

There is a risk of intrusion into the Company’s
internal networks, including IT systems, which
may result in malicious applications being
introduced onto the equipment of MegaFon
employees, unauthorised access to customers’
personal data or confidential information,
with such data being compromised, or the
spread of malware (viruses). There is also
a risk of intrusion into the Company’s
internal networks through the infrastructure
of its subsidiaries.

The Company’s commitment to sustainability
implies a stronger focus on the environmental
and energy-saving aspects of network
management, among other things.
9

Licence renewal risks

The Company’s failure to obtain or renew its
existing telecom licences required to maintain
operations will have a negative impact.
However, historical experience shows that the
exposure of major telecom operators to this
risk is insignificant.

MegaFon holds GSM, 3G and 4G/
LTE licences with varying expiry dates.
The Company pays close attention
to tracking licence expiry dates and keeping
licence data up to date, taking all necessary
steps to ensure timely renewal of licences
with the Federal Service for Supervision
of Communications, Information Technology,
and Mass Media of the Russian Federation
(Roskomnadzor).

Although MegaFon ensures that its
technological infrastructure has a high
level of reliability and resilience, an
accident may affect the speed and quality
of provided services. In addition, the quality
of services may be negatively affected by
the inaccessibility of buildings and facilities
due to man-made or natural causes and
workforce shortage due to the pandemic.

MegaFon takes all necessary measures
to ensure the high quality of its services,
continuously monitoring the integrity of its
infrastructure and tracking industry-specific
risks and accidents that may affect the
provided services.

These risks have significantly increased
in early 2022 amid the heightened tensions
between Russia and a number of Western
countries.

Business continuity
and technology
resilience risks

Type of risk:
Low
Medium
High
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Risk dynamic:
↓
Decreased
– No changes
↑
Increased
NEW
New risk

The Company has put in place a range
of infrastructure and business continuity
measures, such as ensuring redundancy in
the most critical elements of its infrastructure
in case of accidents or emergencies, as well
as continuity and post-accident recovery
plans.

Regulatory risks
13

Risks associated with
MegaFon’s status as a
systemically important
company

Type of risk:
Low
Medium
High
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↑

The Company may also be exposed
to the vulnerability risk and the risk of a failure
to maintain appropriate security levels due
to the human factor or inadequate financing
of strategic initiatives for preventing cyber
threats amid the rapid adoption of new digital
solutions and development approaches.

Technological risks
10

The Company takes all necessary measures
to en-sure the appropriate levels of security
for its IT systems, software, technologies
and equipment, including continuous
monitoring for potential threats, the use
of Security Intelligence platforms across its IT
and telecommunications infrastructures,
as well as the use of the latest software
ensuring high levels of security both within
the Company and across its subsidiaries.
MegaFon has adopted a dedicated
information security strategy and an
information security policy, and is developing
cyber threat monitoring. The Company
continues to seek for new solutions in cyber
defence.

Change

corp.megafon.ru

MegaFon is a systemically important
company for the Russian economy and is thus
eligible for certain preferential policies in case
of crisis. However, to retain this status, the
Company should carefully consider wishes
and initiatives related to national interests,
build a dialogue with the general public, and
be aware of the importance of social support
for communities, security matters, and
strategic development of the industry.

Risk dynamic:
↓
Decreased
– No changes
↑
Increased
NEW
New risk

The Company strives to be represented at all
key platforms where social, security, and the
industry’s strategic development initiatives
are discussed. All new initiatives are subject
to an internal expert review.

NEW

At the same time, MegaFon is proactive
about considering the interests of all
stakeholders in its development plans as this
is a cornerstone of the Company’s business.
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№

Risks

Risk description

Risk management

14

Customer
identification

In 2021, the Government introduced
significantly tougher requirements for
the identification of subscribers and
users of communications services when
signing service contracts and providing
communications services. Russian laws set
out a number of requirements for verifying
data provided by subscribers who are legal
entities and for collecting data about the
usage of SIM cards for smart devices. Failure
to confirm actual subscriber data or failure to
provide up-to-date data requires operators
to terminate services for such subscribers.

The Company strives to strictly comply with
laws on user identification. This is achieved
through a range of various customer
notification tools and a flexible tailored
approach to customer data verification
based on what options are available to each
individual customer.

The Government and industry participants
are developing various 5G development
scenarios. Current proposals on 5G
development envisage the use of frequencies
outside the optimal 3.4–3.8 GHz spectrum
and are uncertain about the equipment to
power the technology.

MegaFon is closely monitoring all
initiatives related to the development of
communications technologies, above all
5G, and actively participates in discussions
relating to such initiatives. MegaFon also
participates in a joint venture focused on
promoting 5G development in Russia. When
testing the performance of this technology,
MegaFon is monitoring the impact of 5G on
human health.

15

Risks related to 5G

A commercial 5G launch will require a wide
range of regulations to be introduced to take
into account the interests of operators, the
regulator, and the current spectrum owners.

Change

№

↓

Risks

Risks of noncompliance with
personal data laws

Type of risk:
Low
Medium
High
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Personal data protection is increasingly
gaining importance in the industry. Amid
closer public scrutiny, the Company has
to take utmost care to protect the data
entrusted to it by subscribers and employees.

Risk dynamic:
↓
Decreased
– No changes
↑
Increased
NEW
New risk

MegaFon builds business processes with a
maximum focus on personal data protection
and conducts regular audits of systems and
processes. Risks associated with potential
personal data breaches are monitored and
controlled.

Risk management

Rising interest rates in the market could
increase MegaFon’s cost of raising funds
to finance its operations and CAPEX
programmes. In addition, where MegaFon’s
existing debt carries a floating rate,
the Company is exposed to the risk of higher
costs of servicing such debt.

A major portion of the Company’s debt
portfolio is long-term and carries attractive
interest rates. Approximately 82%
of the Company’s debt portfolio has fixed
rates, and a major part of the remaining
portfolio is hedged against a possible
increase in interest rates. Furthermore,
MegaFon has head-room to manage
its liabilities.

17

Interest rate risk

In 2022 (after the reporting date), the Bank
of Russia increased its key rate. IInternational
agencies withdrew both their Russian
sovereign ratings and ratings on Russian
companies.

18

FX risk

MegaFon’s exposure to FX risks is mostly
linked to its financial and investment
activities.
A significant portion of MegaFon’s capital
expenditure, expenses, and liabilities are
denominated in foreign currencies, mostly in
US dollars or euros. The rouble’s depreciation
against the US dollar and/or euro may make
it difficult for MegaFon to repay or refinance
its foreign currency denominated debt
and maintain an adequate level of capital
investment. Therefore, a weaker rouble may
increase MegaFon’s investment and financial
costs in roubles, leading to lower net profit.

NEW

↑

At the end of the reporting year, MegaFon
maintained stable longterm credit
ratings from leading agencies – Moody’s,
S&P Global, and ACRA. Coupled with
a consistently strong financial performance,
this allows MegaFon to raise funds at
the most attractive terms available
in the market.
The Company mitigates FX risks by using
various liquidity management methods,
including not only making provisions but
also using cross-currency swaps and other
derivatives to hedge the FX-denominated
portion of its loan portfolio. The Company
also seeks to increase the share of roubledenominated operating expenses and capital
expenditures to cover such expenses using
rouble revenues.

↑

To address currency restrictions, MegaFon
closely monitors payment schedules and
takes steps to demonstrate its solvency.

The early 2022 (after the reporting date) saw
the rouble’s sharp depreciation. The regulator
imposed restrictions on transactions in
foreign currencies, which, along with
other factors (including the market ones),
subsequently led to a trend reversal –
the rouble’s rapid appreciation.

Type of risk:
Low
Medium
High

Annual Report 2021

Change

Financial risks

There is also a risk of the mass nonacceptance of 5G caused by health
concerns fuelled by conspiracy theories.
16

Risk description

corp.megafon.ru

Risk dynamic:
↓
Decreased
– No changes
↑
Increased
NEW
New risk

123

e s

rvic

upe

Risk Management and Internal Control

Corporate governance, securities, and risk management | Compliance

rse

Compliance
№
19

20

Risks

Risk description

Risk management

Credit risk

There is a risk that the Company may
incur financial losses in case a customer
or counterparty fails to perform its
contractual obligations, mostly in relation
to loans provided by the Company
and its receivables.

Measures to mitigate credit risk with
respect to other counterparties include
operational control over receivables, the use
of prepayments, bank guarantees and
other collateral, and building relations
with counterparties whose solvency is
continuously monitored based on their
scoring, credit history, and credit ratings.
The Company also diversifies its deposited
funds, sets limits for banks, and uses
post-payment arrangements for procured
goods and services while running an annual
monitoring procedure to look into its possible
loan impairment.

Liquidity risk

MegaFon’s exposure to this risk is
determined by the Company’s ability to
meet its payment obligations in a timely
manner. Liquidity risk is affected by the
rate of conversion of the Company’s assets
(deposited funds) into cash on current accounts, as well as the availability of financing
in the capital markets and the level of interest
rates.

Change

MegaFon has access to adequate funding
through its existing credit facilities, thereby
reducing liquidity risk in the short and
medium term. Deposits are bank-diversified
and concentrated within maturity buckets
with account for the large payment schedule, best market offers, and the Company’s
policies. The Company is closely monitoring
the current sanctions on Russian financial
institutions to ensure stable access
to finance.

Compliance framework
MegaFon defines compliance as employees acting in accordance with the
Company’s principles and standards of business ethics and integrity to protect
the interests of the Company and all parties affected by its activities or decisions.
Compliance requires observance of applicable Russian and foreign laws, as well
as the Code of Ethics and Corporate Conduct, and other internal regulations.

Compliance risk management is part
of MegaFon Group’s integrated risk
management and internal control
system and is an ongoing process
at MegaFon, along with efforts
to ensure these requirements are met.

In 2021, the Company adopted a new policy outlining the goals and principles of
the compliance system, describing its mandatory elements, and defining its scope.
The main purpose of the compliance system is to manage key risks related to
compliance obligations. MegaFon is focused on complying with ISO 19600:2014 –
Compliance management systems, while incorporating best practice, standards,
and regulatory guidance.
MegaFon’s compliance function is managed at several levels
of the organisation:
• The Board of Directors, which oversees the compliance system
via its Audit Committee
• Chief Executive Officer and the Management Board, which perform day-today management via the risk management function
• Business-unit heads, who are responsible for fulfilling basic compliance
obligations

2021 highlights
In 2021, the Company continued its practice of managing risks related to key
compliance obligations by identifying separate compliance areas. At the
beginning of the year, the risk management unit performed a risk assessment
for each of these compliance areas, followed by a plan of necessary measures
put together with the responsible heads of business units. During the year,
the Management Board promptly reviewed the status of measures within each
compliance area and made decisions regarding both previously identified and
new emerging risks.

Plans for 2022 include further
improvement of the compliance
system through implementing
proposals by the external consultant,
active involvement of the compliance
officer, and running a self-diagnostic
process.

In the second half of 2021, MegaFon engaged an external consultant to analyse
the design of its compliance system for conformity with best global practice.
The analysis confirmed that most controls within the system are effective
and comply with international best practice and internal regulations.
At the end of 2021, the Company decided to introduce a new participant
to the compliance system – an independent compliance officer responsible
for the operation of the Direct Line, an anti-corruption and ethics whistleblower
hotline which is a key tool of the system.
Type of risk:
Low
Medium
High
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Risk dynamic:
↓
Decreased
– No changes
↑
Increased
NEW
New risk
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For more information about
the Direct Line.
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To the Shareholders and the Board
of Directors of PJSC MegaFon
Opinion

Key Audit Matters

We have audited the consolidated financial statements of PJSC MegaFon (the
“Company”) and its subsidiaries (the “Group”), which comprise the consolidated
statement of financial position as at 31 December 2021, the consolidated income
statement, and the statements of other comprehensive income, changes in
equity and cash flows for the year then ended, and notes, comprising significant
accounting policies and other explanatory information.
In our opinion, the accompanying consolidated financial statements present
fairly, in all material respects, the consolidated financial position of the Group
as at 31 December 2021, and its consolidated financial performance and its
consolidated cash flows for the year then ended in accordance with International
Financial Reporting Standards (IFRS).

Key audit matters are those matters
that, in our professional judgment,
were of most significance in our
audit of the consolidated financial
statements of the current period.
These matters were addressed
in the context of our audit of the
consolidated financial statements as
a whole, and in forming our opinion
thereon, and we do not provide
a separate opinion on these matters.

Basis for Opinion
We conducted our audit in accordance with International Standards on Auditing
(ISAs). Our responsibilities under those standards are further described in the
Auditors’ Responsibilities for the Audit of the Consolidated Financial Statements
section of our report. We are independent of the Group in accordance with the
independence requirements that are relevant to our audit of the consolidated
financial statements in the Russian Federation and with the International Ethics
Standards Board for Accountants International Code of Ethics for Professional
Accountants (including International Independence Standards) (IESBA Code),
and we have fulfilled our other ethical responsibilities in accordance with the
requirements in the Russian Federation and the IESBA Code. We believe that the
audit evidence we have obtained is sufficient and appropriate to provide a basis
for our opinion.

corp.megafon.ru

Audited entity: PJSC MegaFon.
Registration number in the Unified State Register
of Legal Entities:
No. 1027809169585.

Independent auditor: JSC “KPMG”, a company
incorporated under the Laws of the Russian
Federation and a member firm of the KPMG
global organization of independent member firms.
All rights reserved. For more detail about the
structure of the KPMG global organization please
visit home.kpmg/governance
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The key audit matter

The key audit matter

How the matter was addressed in our audit

Impairment testing of investment in the associate DTSRETAIL
Limited («Svyaznoy group»)

Service revenue accounting
Please refer to the Note 2.1 in the consolidated financial statements.

Revenue is a material amount consisting
of a high volume of individually low value
transactions. The Group uses billing systems
to calculate revenue, revenue data is
automatically transferred from the billing
systems to the accounting system through an
intermediate database. Thus, the Group relies
on the results of these systems.

Our key audit procedures included an assessment of the Group’s policies and controls in place
over the IT system environment to determine their effectiveness in preventing and/or detecting
revenue-related data distortion.

The most significant risks of revenue
misstatement arise due to potential
overstatement of the volume of services
provided, the application of tariffs and
setting of algorithms for charging subscribers,
and the transfer of revenue from the billing
systems to the accounting system.

• we tested that system program changes in the billing systems, were authorized in

We performed the following key audit procedures:

• we tested that only authorised access can be made to the billing systems by inspecting
approved access requests and automatic access settings for compliance with the internal
policy;
accordance with internal rules;

• we tested the automatic filtering settings for duplicate records of the volume of services

Please refer to the Note 3.4 in the consolidated financial statements.

During the reporting period mobile retail
market remained volatile and investment in
Svyaznoy group was tested for impairment.

We involved KPMG valuation specialists to assist us in testing the appropriateness of the Group’s
methodology and key assumptions applied to determine the recoverable amount of investment
in Svyaznoy group.

Impairment testing is a complex process
involving a number of judgments and
assumptions in relation to input data.
Estimation of a recoverable amount is based
on a discounted cash flow model that mainly
uses assumptions from internal sources.

Our key audit procedures included the following:

• we recalculated the amounts accrued to subscribers on a sample basis by multiplying
the parameters of the services provided by the corresponding tariffs; we also tested
that the algorithms for the suspension of charges in case of disconnection of services to
subscribers are configured in accordance with the terms of tariffs and internal rules through
recalculation of charges to disconnected subscribers on a sample basis;
a corporate data warehouse by comparing revenue amounts in the systems on a sample
basis.
The above procedures were performed with involvement of our IT specialists.
We also performed analytical tests and tests of details:

• we reconciled the revenue recognized in the accounting system adjusted for the amount
of settlements with subscribers at the beginning and end of the reporting period, with
the amount of payments recorded in the accounting system; we reconciled the amount
of payments from subscribers with supporting documentation from payment services
companies and banks on a sample basis;

• we reconciled revenue from interconnect services with supporting documents from
counterparties on a sample basis;

• we performed other analytical procedures to ensure that the overall trend and dynamics
of revenue by type of service are consistent with our understanding of the Group and the
industry in general.

Annual Report 2021

• we challenged the key assumptions applied by the Group in the discounted cash flow model
by, among other things, comparing the projected EBITDA margin with those observed at
company-analogues;

• based on our industry accumulated knowledge and inputs from publicly available sources
we developed our own range of values representing the estimate of the recoverable amount
of the investment using methodology and assumptions, including reasonable changes of key
assumptions, which we consider appropriate.

rendered by running a relevant query to the database for a selected period;

• we tested the transfer of revenue data from the billing systems to accounting system through

130

How the matter was addressed in our audit

Accounting of disposal of First Tower Company (“FTC)”
Please refer to the Note 5.1 in the consolidated financial statements.

During the reporting period the Group
entered into one significant transaction
under which:

• the Group lost control over its tower
operator FTC and leased back most of
FTC’s assets represented by fixed places
on towers;

• as a result of the transaction, the Group
obtained significant influence over a new
entity, accounted for as an associate, to
which an ownership interest in FTC and,
subsequent to the reporting date, other
assets representing telecom infrastructure
companies were contributed.
We focused on this matter because its
impact on the Group’s consolidated financial
statements is significant and the accounting
treatment of such transaction is complex and
requires exercise of significant judgement.

corp.megafon.ru

Our key audit procedures included the following:

• analysing the documents supporting the transaction to fully understand its terms and
conditions and to consider potential accounting implications, including the income tax
effect;

• challenging the approach applied to determine the proportion of the previous carrying
amount of the asset that relates to the right of use retained by the Group by assessing the
underlying calculations for consistency with the applicable accounting pronouncements;

• challenging the approach applied to determine the cost of investment in the new associate
on initial recognition, including with the involvement of KPMG valuation specialists;

• challenging the judgement applied by the Group in determining whether FTC represents
a discontinued operation;

• challenging the approach applied to separate the non-lease component from lease
payments as set out in the lease agreement to determine the carrying amount of the right
of use asset;

• assessing the disclosures for the transaction in the notes to the consolidated financial
statements to determine whether all key terms and judgements applied have been
appropriately described.
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Other Information
Management is responsible for
the other information. The other
information comprises the information
included in the Annual Report but does
not include the consolidated financial
statements and our auditors’ report
thereon.
The Annual Report is expected to be
made available to us after the date of
this auditors’ report.
Our opinion on the consolidated
financial statements does not cover
the other information and we will
not express any form of assurance
conclusion thereon.
In connection with our audit of the
consolidated financial statements,
our responsibility is to read the
other information identified above
when it becomes available and, in
doing so, consider whether the other
information is materially inconsistent
with the consolidated financial
statements or our knowledge obtained
in the audit, or otherwise appears to
be materially misstated.

Responsibilities of Management and
Those Charged with Governance for the
Consolidated Financial Statements
Management is responsible for the preparation and fair presentation of the
consolidated financial statements in accordance with IFRS, and for such internal
control as management determines is necessary to enable the preparation of
consolidated financial statements that are free from material misstatement,
whether due to fraud or error.
In preparing the consolidated financial statements, management is responsible
for assessing the Group’s ability to continue as a going concern, disclosing, as
applicable, matters related to going concern and using the going concern basis
of accounting unless management either intends to liquidate the Group or to
cease operations, or has no realistic alternative but to do so.
Those charged with governance are responsible for overseeing the Group’s
financial reporting process.

Auditors’ Responsibilities for the Audit of the
Consolidated Financial Statements
Our objectives are to obtain reasonable assurance about whether the
consolidated financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditors’ report that
includes our opinion. Reasonable assurance is a high level of assurance, but is
not a guarantee that an audit conducted in accordance with ISAs will always
detect a material misstatement when it exists. Misstatements can arise from
fraud or error and are considered material if, individually or in the aggregate,
they could reasonably be expected to influence the economic decisions of users
taken on the basis of these consolidated financial statements.
As part of an audit in accordance with ISAs, we exercise professional
judgment and maintain professional scepticism throughout the audit.
We also:

significant doubt on the Group’s ability to continue as a going concern. If we
conclude that a material uncertainty exists, we are required to draw attention
in our auditors’ report to the related disclosures in the consolidated financial
statements or, if such disclosures are inadequate, to modify our opinion. Our
conclusions are based on the audit evidence obtained up to the date of our
auditors’ report. However, future events or conditions may cause the Group to
cease to continue as a going concern.
• Evaluate the overall presentation, structure and content of the consolidated
financial statements, including the disclosures, and whether the consolidated
financial statements represent the underlying transactions and events in a
manner that achieves fair presentation.
• Obtain sufficient appropriate audit evidence regarding the financial
information of the entities or business activities within the Group to express an
opinion on the consolidated financial statements. We are responsible for the
direction, supervision and performance of the group audit. We remain solely
responsible for our audit opinion.
We communicate with those charged with governance regarding, among
other matters, the planned scope and timing of the audit and significant audit
findings, including any significant deficiencies in internal control that we identify
during our audit.
We also provide those charged with governance with a statement that we have
complied with relevant ethical requirements regarding independence, and
communicate with them all relationships and other matters that may reasonably
be thought to bear on our independence, and where applicable, actions taken to
eliminate threats or safeguards applied.
From the matters communicated with those charged with governance, we
determine those matters that were of most significance in the audit of the
consolidated financial statements of the current period and are therefore the
key audit matters. We describe these matters in our auditors’ report unless law
or regulation precludes public disclosure about the matter or when, in extremely
rare circumstances, we determine that a matter should not be communicated in
our report because the adverse consequences of doing so would reasonably be
expected to outweigh the public interest benefits of such communication.

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

AMMOSOVA E.V.
Principal registration number of the entry
in the Register of Auditors and Audit organizations
21906100260, acts on behalf of the audit
organization based on the power of attorney
No. 74/21 as of 25 May 2021
JSC “KPMG”

• Obtain an understanding of internal control relevant to the audit in order to
design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the Group’s
internal control.
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The engagement partner on the
audit resulting in this independent
auditors’ report is:

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

Principal registration number of the entry
in the Register of Auditors and Audit
Organizations No. 12006020351

• Conclude on the appropriateness of management’s use of the going concern
basis of accounting and, based on the audit evidence obtained, whether
a material uncertainty exists related to events or conditions that may cast

Moscow, Russia
23 March 2022
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Consolidated income
statement

Consolidated statement
of other comprehensive
income

(In millions of Rubles)

(In millions of Rubles)
Years ended 31 December

Revenue

Years ended 31 December

Note.

2021

2020

2.1

354,190

332,159

112,661

97,836

Other comprehensive (loss)/income that may be
reclassified to profit or loss in subsequent periods:
Foreign currency translation difference, net of tax

Operating expenses
Cost of revenue
Sales and marketing expenses

2.2

19,664

18,877

General and administrative expenses

2.3

74,124

67,660

Depreciation

3.1, 3.2

56,584

51,726

Amortisation

3.3.1

23,443

21,941

877

684

287,353

258,724

Loss on disposal of non-current assets
Total operating expenses

Note.
Profit for the year

Net other comprehensive (loss)/income that may
be reclassified to profit or loss in subsequent periods
Total comprehensive income for the year, net of tax

66,837

Finance costs

(32,403)

(38,300)

11,255

8,937

3.4, 5.2

(2,892)

(5,169)

5.1

16,729

—

(2,082)

(3,237)

9,352

2,741

984

(3,126)

67,780

35,281

1,969

8,509

Profit for the year

65,811

26,772

Attributable to equity holders of the Company

66,265

26,626

(454)

146

65,811

26,772

Finance income
Share of gain/(loss) of associates and joint ventures and
gain/(loss) from investment revaluations and disposal
Gain on disposal of FTC
Other non-operating expenses
Gain on financial instruments, net

3.5.4

Foreign exchange gain/(loss), net

Profit before tax
Income tax expense

Attributable to non-controlling interest

134

73,435

2.4
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2020

65,811

26,772

(802)

92

(802)

92

65,009

26,864

65,469

26,859

(460)

5

65,009

26,864

Total comprehensive income/(loss) for the year
Attributable to equity holders of the Company

Operating profit

2021

Attributable to non-controlling interest

corp.megafon.ru
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Consolidated statement
of financial position
(In millions of Rubles)

(In millions of Rubles)
As of 31 December
Note

2021

As of 31 December
2020

Assets

Equity and liabilities

Non-current assets

Equity

Property and equipment

3.1

264,692

292,283

Right-of-use assets

3.2

101,566

74,114

Intangible assets, other than goodwill

3.3.1

68,356

75,346

Goodwill

3.3.2

35,574

30,578

Investments in associates and joint ventures

3.4

39,827

66,914

Non-current financial assets

3.5

146,440

129,277

Non-current non-financial assets

3.8

8,982

Deferred tax assets

2.4

Total non-current assets

4

225,432

233,548

5.7

3,591

(524)

229,023

233,024

Total equity

Non-current liabilities
173,088

272,675

9,096

Other non-current financial liabilities

3.5

257

667

969

1,309

Non-current non-financial liabilities

3.8

2,229

3,968

666,406

678,917

Non-current lease liabilities

3.5

144,604

65,979

Provisions

3.9

4,990

7,715

Deferred tax liabilities

2.4

25,528

33,572

350,696

384,576

3.7

13,856

9,659

Current non-financial assets

3.8

10,609

9,065

Prepaid income taxes

2.4

1,288

1,102

Trade and other receivables

3.6

38,007

28,008

Other current financial assets

3.5

20,153

3.5.1

Total assets

2020

3.5

Inventory

Total current assets

Non-controlling interests

2021

Loans and borrowings

Current assets

Cash and cash equivalents

Equity attributable to equity holders of the Company

Note

Total non-current liabilities

Current liabilities
Trade and other payables

3.5

53,394

44,171

12,201

Loans and borrowings

3.5

111,219

73,862

37,816

34,614

Other current financial liabilities

3.5

200

209

121,729

94,649

Current non-financial liabilities

3.8

24,696

21,054

Current lease liabilities

3.5

17,020

16,296

Income taxes payable

2.4

1,887

374

Total current liabilities

208,416

155,966

Total equity and liabilities

788,135

773,566

788,135

773,566

23 марта 2022 г.
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Consolidated statement
of changes in equity
(In millions of Rubles)
Attributable to equity holders of the Company
Ordinary shares

Amount

Capital
surplus

Retained
earnings

Other capital
reserves
(Note 4)

Total

Noncontrolling

Total equity

184,029,380

(121,703)

12,567

155,642

57,924

104,956

(307)

104,649

—

—

—

—

26,626

—

26,626

146

26,772

—

—

—

—

—

—

233

233

(141)

92

Total comprehensive income

—

—

—

—

—

26,626

233

26,859

5

26,864

Acquisition of a non-controlling interest

—

—

—

—

—

—

—

—

(20)

(20)

Dividends to non-controlling interests

—

—

—

—

—

—

—

—

(202)

(202)

Sale of own shares

—

—

(184,029,380)

121,703

—

(17,797)

—

103,906

—

103,906

Revaluation relating to disposed assets

—

—

—

—

—

84

(84)

—

—

—

Discount on amounts due from related parties

—

—

—

—

—

(2,173)

—

(2,173)

—

(2,173)

620,000,000

526

—

—

12,567

162,382

58,073

233,548

(524)

233,024

Profit for the year

—

—

—

—

—

66,265

—

66,265

(454)

65,811

Other comprehensive loss

—

—

—

—

—

—

(796)

(796)

(6)

(802)

Total comprehensive income

—

—

—

—

—

66,265

(796)

65,469

(460)

65,009

4

—

—

—

—

—

(69,998)

—

(69,998)

—

(69,998)

5.2

—

—

—

—

—

1,553

(17)

1,536

4,743

6,279

—

—

—

—

—

—

—

—

(168)

(168)

Amount

Number
of shares

620,000,000

526

Profit for the year

—

Other comprehensive income/(loss)

Note
As of 1 January 2020

As of 31 December 2020

Dividends
Acquisition of non-controlling interests
Dividends to non-controlling interests

Number
of shares

Revaluation amounts on disposed assets

5.1

—

—

—

—

—

4,535

(4,541)

(6)

—

(6)

Discount on amounts due from related parties

5.3

—

—

—

—

—

(5,117)

—

(5,117)

—

(5,117)

620,000,000

526

—

—

12,567

159,620

52,719

225,432

3,591

229,023

As of 31 December 2021
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Consolidated statement
of cash flows

(In millions of Rubles)

Years ended 31 December
Note

2021

2020

3.1, 3.3

(49,800)

(53,548)

Proceeds from sale of property and equipment

3.1

175

61

Acquisition of subsidiaries, net of cash acquired

5.2

2,046

(14)

—

(979)

Investing activities
Purchase of property, equipment and intangible assets

(In millions of Rubles)

Payment of deferred and contingent consideration
Years ended 31 December
Note

2021

2020

Operating activities
Profit before tax

67,780

35,281

Adjustments to reconcile profit before tax to net operating
cash flows:
3.1, 3.2

56,584

51,726

Amortisation

3.3.1

23,443

21,941

877

684

(9,352)

(2,741)

(984)

3,126

3.4,5.2

2,892

5,169

5.1

(16,729)

—

2,872

3,420

Finance costs

32,403

38,300

Finance income

(11,255)

(8,937)

(Increase)/decrease in inventory

(3,532)

598

(Increase)/decrease in trade and other receivables

(8,162)

6,183

Increase in current non-financial assets

(2,275)

(2,047)

Increase/(decrease) in trade and other payables

11,418

(11,795)

Increase in current non-financial liabilities

1,609

1,091

Change in VAT, net

(1,853)

2,608

Income tax paid

(6,853)

(3,372)

(320)

—

138,563

141,235

Loss on disposal of non-current assets
3.5.4

Foreign exchange (gain)/loss, net
Share of (gain)/loss of associates and joint ventures and
(gain)/loss from investment revaluations and disposal
Gain on disposal of FTC
Change in impairment allowance for receivables and other
non-financial assets

Working capital adjustments:

Other
Net cash flows received from operating activities

140

5.1

61,596

(48)

Proceeds from sale of interest in associates

3.4

14,367

—

Purchase of interest in associates

3.4

(7,586)

(2,645)

—

228

(8,588)

(18,000)

1,069

1,713

125

—

(362)

—

13,042

(73,232)

63,731

22,425

(129,785)

(55,637)

(31,840)

(38,334)

3,024

—

(69,998)

—

(211)

(159)

4

33,800

—

3.2

(16,908)

(14,400)

—

(75)

(148,187)

(86,180)

Net increase/(decrease) in cash and cash equivalents

3,418

(18,177)

Net foreign exchange difference

(216)

85

34,614

52,706

37,816

34,614

Net change in deposits
Loans granted

Depreciation

Gain on financial instruments, net

Disposal of FTC and other subsidiaries, net of cash
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3.5, 5.3

Interest received
Cash received for financial instruments
Cash paid for financial instruments
Net cash flows received from/(used in) investing activities

Financing activities
Proceeds from borrowings, net of fees paid
Repayment of borrowings
Interest paid
Proceeds from purchase of non-controlling interests
Dividends paid to equity holders of the Company

4

Dividends paid to non-controlling interests
Part payment received for sale of own shares
Lease payments
Other
Net cash flows used in financing activities

Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

corp.megafon.ru
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Notes to the consolidated
financial statements
1.

General

1.1.

About the Company

Public Joint Stock Company MegaFon (“MegaFon”,
the “Company” and, together with its consolidated
subsidiaries, the “Group”) is a company incorporated
under the laws of the Russian Federation and registered in
the Unified State Register of Legal Entities under number
1027809169585. Its registered office is at 41 Oruzheyniy
lane, Moscow, 127006, Russian Federation.
MegaFon is a leading pan-Russian operator of
digital opportunities and offers a broad range of
telecommunication and digital services to retail customers,
businesses, government clients and telecommunication
services providers.
As of 31 December 2021, the outstanding shares of the
Company are held, as to 50%, by AF Telecom Holding LLC,
a company incorporated in the Russian Federation, and
as to the remaining 50%, by its 100% parent, USM Telecom
LLC, a company incorporated in the Russian Federation.
The ultimate controlling party of both AF Telecom Holding
LLC and USM Telecom LLC is USM Holding Company LLC,
a company incorporated in the Russian Federation, which
is controlled by a group of individuals, none of whom acting
alone has the power to direct the activities of USM Holding
Company LLC or its corporate group at his own discretion
and for his own benefit.

1.2. Basis of preparation
These consolidated financial statements have been
prepared in accordance with International Financial
Reporting Standards (“IFRS”) as issued by the International
Accounting Standards Board (“IASB”) and the Federal Law
No 208-FZ, On consolidated financial statements.
The consolidated financial statements have been prepared
on a historical cost basis, unless disclosed otherwise.
The consolidated financial statements are presented
in millions of Rubles.
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The consolidated financial statements were authorised for
issue by the Company’s Chief Executive Officer (“CEO”)
and Chief Accountant on 23 March 2022.
Foreign currency translation
The Group’s consolidated financial statements
are presented in Rubles, which is also the functional
currency of MegaFon and its principal subsidiaries.
The functional currency of CJSC “TT mobile”,
the Company’s 75% owned subsidiary in Tajikistan,
is the US Dollar as a majority of its revenues, costs,
property and equipment purchases, debt and trade
liabilities is either priced, incurred, payable or otherwise
measured in US Dollars.
Foreign currency transactions are translated into the
functional currency using the exchange rates prevailing
at the dates of the transactions or fair value measurement
where items are re-measured to their fair value. Foreign
exchange gains and losses resulting from the settlement
of such transactions and from the translation at yearend exchange rates of monetary assets and liabilities
denominated in foreign currencies are recognised in the
‘Foreign exchange gain/(loss), net’ line in profit or loss.
The assets and liabilities of foreign operations are
translated into Rubles at the rate of exchange prevailing
on the reporting date and the income and expenses are
translated at the exchange rates prevailing on the dates
of the transactions. The exchange differences arising
on the translation are recognised in other comprehensive
income (“OCI”).

1.3. Basis of consolidation
The consolidated financial statements comprise the
financial statements of the Company and its subsidiaries
as of 31 December 2021.
Subsidiaries are consolidated from the date of acquisition,
being the date on which the Group obtains control, and
continue to be consolidated until the date when such
control ceases. The financial statements of the subsidiaries
are prepared for the same reporting period as the parent
company, using consistent accounting policies.
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Profit or loss and each component of OCI are attributed
to the equity holders of the Company and to the noncontrolling interests (“NCI”), even if this results in the NCI
having a deficit balance.
All intra-group assets and liabilities, equity, income,
expenses and cash flows relating to transactions
between members of the Group are eliminated in full on
consolidation.

1.4. Significant accounting
judgments, estimates and
assumptions
The preparation of these consolidated financial statements
required management to make judgments, estimates
and assumptions that affect the amounts reported in
the consolidated statement of financial position, the
consolidated income statement, the consolidated statement
of other comprehensive income and the accompanying
disclosures. Subsequent revisions or corrections made to
these judgments, estimates and assumptions hereafter
could result in outcomes that require a material adjustment
to the carrying amount of affected assets or liabilities in
future periods.
In the process of applying the Group’s accounting policies,
management has made various judgments. Those which
management has assessed to have the most significant
effect on the amounts recognised in the consolidated
financial statements have been discussed in the individual
notes for the related financial statement line items:
revenue, dealer commissions, income taxes, property and
equipment, intangible assets, investments in associates
and joint ventures, leases, financial assets and liabilities,
provisions, disposal of JSC First Tower Company (“FTC”)
and business combinations.
The key assumptions concerning the future and other
key estimates made at the reporting date that, if not
substantiated, have a significant risk of causing a material
adjustment to the carrying amounts of assets and
liabilities within the next financial year are also described

corp.megafon.ru

in the individual notes for the related financial statement
line items below. The Group based its assumptions
and estimates on the information available to it when
the consolidated financial statements were prepared.
Existing circumstances and assumptions about future
developments, however, may change due to market
changes or circumstances arising that are beyond the
control of the Group. Such changes are reflected in the
assumptions when they occur.

1.5. Significant accounting
policies
The significant accounting policies have been discussed
in the individual notes for the related financial statement
line items.
Changes in accounting policies and disclosures
During 2021 the Group applied Amendments to IFRS 16,
COVID-19 related rent concessions - extension of the
practical expedient, and some other amendments effective
from 1 January 2021, but they do not have a material
impact on the Group’s consolidated financial statements.

1.6. Standards issued but not yet
effective
The standards and interpretations that are issued and
applicable to the Group, but not yet effective as of the
date of issuance of the Group’s consolidated financial
statements, are disclosed below. The Group intends to
adopt these standards when they become effective and
does not expect them to have a material impact on the
Group’s consolidated financial statements.
Deferred tax related to assets and liabilities arising
from a single transaction (Amendments to IAS 12)
In May 2021 the IASB issued Amendments to IAS 12,
Income taxes, requiring companies to recognise deferred
tax on transactions that, on initial recognition give rise
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to equal amounts of taxable and deductible temporary
differences. The amendments will be effective for annual
periods beginning on or after 1 January 2023 with earlier
implementation permitted.

for a subsidiary that becomes a first-time adopter of IFRS
Standards later than its parent. The amendments will be
effective for annual periods beginning on or after 1 January
2022 with earlier implementation permitted.

Disclosure of Accounting Policies (Amendments to IAS 1,
IFRS PS 2 and IAS 8)

Annual Improvements to IFRS Standards 2018-2020
(Amendments to IFRS 9)

In February 2021 the IASB issued Amendments to IAS 1,
Presentation of Financial Statements, and IFRS Practice
Statement 2, Making Materiality Judgements, aimed at
improving accounting policy disclosures so that they
provide more useful information to investors and other
primary users of the financial statements. The IASB also
issued amendments to IAS 8, Accounting Policies, Changes
in Accounting Estimates and Errors, which distinguish
changes in accounting estimates from changes in
accounting policies. The amendments will be effective for
annual periods beginning on or after 1 January 2023 with
earlier implementation permitted.

In May 2020 the IASB issued Amendments to IFRS 9,
Financial Instruments, clarifying which fees to include
in the “10 per cent” test for derecognition of financial
liabilities. The amendments will be effective for annual
periods beginning on or after 1 January 2022 with earlier
implementation permitted.

Proceeds before Intended Use (Amendments to IAS 16)
In May 2020 the IASB issued Amendments to IAS 16,
Property, Plant and Equipment, to provide guidance on the
accounting for sale proceeds and the related production
costs regarding the items produced during the process
of making the property, plant and equipment available
for its intended use. The amendments also clarify that
testing whether an item of property, plant and equipment
is functioning properly means assessing its technical
and physical performance rather than its financial
performance. The amendments will be effective for annual
periods beginning on or after 1 January 2022 with earlier
implementation permitted.
Onerous Contracts – Costs of Fulfilling a Contract
(Amendments to IAS 37)
In May 2020 the IASB issued Amendments to IAS 37,
Provisions, Contingent Liabilities and Contingent Assets,
clarifying the types of costs a company should include
in the overall cost of fulfilling a contract when assessing
whether a contract is onerous. The amendments will be
effective for annual periods beginning on or after 1 January
2022 with earlier implementation permitted.
Reference to the Conceptual Framework
(Amendments to IFRS 3)
In May 2020 the IASB issued further Amendments to IFRS 3,
Business Combinations, to update references to the revised
Conceptual Framework. The amendments will be effective
for annual periods beginning on or after 1 January 2022
with earlier implementation permitted.
Annual Improvements to IFRS Standards 2018-2020
(Amendments to IFRS 1)

Classification of Liabilities as Current or Non-current
(Amendments to IAS 1)
In January 2020 with further revision in July 2020 the
IASB issued Amendments to IAS 1, Presentation of Financial
Statements, clarifying the requirements on determining if a
liability is current or non-current. The amendments effective
date has been deferred until annual periods beginning on or
after 1 January 2024 with earlier implementation permitted.
IFRS 17 «Insurance Contracts»
In May 2017 with further revision in June 2020 the IASB
issued IFRS 17, Insurance Contracts, which establishes
principles for the recognition, measurement, presentation
and disclosure of insurance contracts issued. The new
standard will replace IFRS 4 and will be effective for annual
periods beginning on or after 1 January 2023.

Service revenue is generally recognised when the services
are rendered.
The revenue from provision of content and other services
is presented net of related costs when the Group acts as
an agent of the service providers while gross revenues and
related costs are recorded when the Group is the primary
obligor in the arrangement. The reporting of revenue on
a net versus gross basis, depending on an analysis of the
Group’s involvement as either principal or agent, involves
management’s judgment.
Wireless revenue
The Group earns wireless revenues for usage of its cellular
system, which include airtime charges from postpaid and
prepaid subscribers, monthly contract fees, interconnect
fees from other wireless and wireline operators, roaming
charges, data transfer charges, and charges for value
added services (“VAS”).
Interconnect revenue includes revenues from wireless and
wireline operators that was earned from terminating traffic
from other operators. Roaming revenues include revenues
from customers who roam outside their selected home
coverage area and revenues from other mobile carriers for
roaming by their customers using the network of the Group.
VAS include charges for short message services (“SMS”)
and for the provision of content and media, as well as
commissions for mobile payments.
(a) Loyalty programme

2.

Income Statement

2.1. Revenue
Accounting policies
Revenue is measured based on the consideration specified
in a contract with a customer and represents amounts
receivable for the sale of goods or services in the ordinary
course of the Group’s activities, net of value added taxes,
returns and discounts.
Revenue is recognised when (or as) the Group satisfies
aperformance obligation by transferring a promised good
or service to a customer (which is when the customer
obtains control of that good or service). Upfront payments
received for connection of new customers and installation
of infrastructure connection services are deferred
and recognised over the estimated average customer
contract life.

In May 2020 the IASB issued Amendments to IFRS 1, Firsttime Adoption of IFRS, to simplify the application of IFRS 1
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Service revenue
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The Group from time to time operates various loyalty
programmes which allow customers to earn cashback
rebates or points for usage of the Group’s cellular network.
The awards can then be redeemed by applying the
accumulated rebates or points to payments for services,
goods or partner products. The portion of consideration
received is allocated to the awards based on their relative
standalone selling price and deferred until the award
credits are redeemed or expire.
The Group estimates the standalone selling price of awards
by making assumptions about expected redemption rates
and customer preferences.
(b) Multiple element arrangements
The Group enters into multiple element arrangements
in which a customer may purchase a combination of
equipment (e.g. handsets) and telecommunication services
(e.g. airtime, data, and other services). The Group allocates
consideration received from subscribers to the separate
performance obligations based on their standalone selling
prices. Revenue allocated to the delivered equipment
and related costs are recognised in the accompanying
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consolidated income statement at the time of sale
provided that other conditions for revenue recognition are
met. Amounts allocated to telecommunication services
are deferred and recognised as revenue over the period
of rendering the services. Allocation of each separable
component of a bundled offer based on the individual
components’ standalone selling prices involves estimates
and management’s judgment.
(c) Roaming rebates
The Group enters into roaming discount agreements with a
number of wireless operators. According to the agreements
the Group is committed to provide and entitled to receive
a discount that is generally dependent on the volume of
roaming traffic generated by the respective subscribers.
The Group uses actual traffic data to estimate the amounts
of rebates to be received or granted. Such estimates are
adjusted and updated on a regular basis. The Group
accounts for discounts received as a reduction of roaming
expenses and rebates granted as a reduction of roaming
revenue.
The Group takes into account the terms of the various
roaming discount agreements in order to determine the
appropriate presentation of the amounts receivable from
and payable to its roaming partners in its consolidated
statement of financial position. Amounts of rebates earned
from and given to roaming partners are included in trade
and other receivables and payables, respectively, in
the accompanying consolidated statement of financial
position.
Management has to make estimates relating to revenue
recognition, relying to some extent on information from
other operators on the values of services delivered.
Management also makes estimates of the final outcome
in instances where the other parties dispute the amounts
charged.
Wireline revenue
The Group earns wireline revenues for usage of its fixedline network, which include payments from individual,
corporate and government subscribers for local and longdistance telecommunications and data transfer services.
Charges are based upon usage (e.g., minutes of traffic
processed), period of time (e.g., monthly service fees) or
other established fee schedules. Wireline revenues also
include interconnection charges from wireless and wireline
operators for terminating calls on the Group’s wireline
networks. Revenue from service contracts is recognised
when the services are rendered. Billings received in advance
of service being rendered are deferred and recognised as
revenue as the service is rendered.
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Sales of equipment and accessories
Revenue from the sale of equipment and accessories is
recognised when the customer obtains control of the goods,
usually on their delivery.
Disclosures
As at 31 December 2021, the Group had 25,287 (2020:
17,081) of receivables and nil contract assets from contracts
with customers included in trade and other receivables.
As at 31 December 2021, the Group had 17,218 (2020:
13,447) of contract liabilities from contracts with customers
included in current non-financial liabilities and 1,859
(2020: 3,883) of contract liabilities included in non-current
non-financial liabilities. The increase in current contract
liabilities is largely due to the investment in LLC Digital
Media Holding (“START”) (Note 5.2). The contract liabilities
included in non-current non-financial liabilities as at 31
December 2021 primarily relate to deferred upfront fees for
infrastructure services. These are expected to be recognised
as revenue over a term of seven years which is the average
contract term.
The amount of 13,447 recognised in contract liabilities at
the beginning of the year has been recognised as revenue
for the year ended 31 December 2021.
The Group used the practical expedient in IFRS 15 ‘Revenue
from contracts with customers’ and did not disclose the
information about its unsatisfied performance obligations
for contracts that have an original expected duration of one
year or less.

2.2. Sales and marketing
expenses
Dealer commissions for connection of new subscribers
which represent incremental costs of obtaining a customer
contract are deferred and recognised in sales and
marketing expenses over the expected contract term. Other
dealer commissions are expensed as incurred.
As at 31 December 2021, the Group had 7,133 (2020: 5,722)
of deferred customer acquisition costs included in noncurrent non-financial assets. The amount of costs amortised
into sales and marketing expenses for the year ended 31
December 2021 is 5,160 (2020: 6,627).
Advertising costs are expensed as incurred.
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2.3. General and administrative
expenses
Included in general and administrative expenses
for the years ended 31 December are:
Employee benefits and
related social charges

2021

2020

37,555

34,756

State pension funds
The Group contributes to local state pension funds and
social funds on behalf of its employees. The contributions
are expensed as incurred. Contributions for the years
ended 31 December 2021 and 2020 were 7,600 and 7,229,
respectively.

Deferred income tax is determined using tax rates and laws
that have been enacted or substantively enacted at the
reporting date and are expected to apply when the related
deferred income tax asset is realised or the deferred income
tax liability is settled.
Deferred income tax assets are recognised only to the
extent that it is probable that future taxable profit will be
available against which the temporary differences can be
utilised.
Deferred income tax is provided on temporary differences
arising on investments in subsidiaries and associates,
except for deferred income tax liability where the timing of
the reversal of the temporary difference is controlled by the
Group and it is probable that the temporary difference will
not reverse in the foreseeable future.

Significant estimates
The Group assesses the recoverability of deferred tax
assets based on estimates of future earnings. Actual Group
income tax receipts and payments could differ from the
estimates made by the Group as a result of changes in tax
legislation or unforeseen transactions that could affect tax
balances.
The expected resolution of uncertain tax positions
is based upon management’s judgment of the likelihood
of sustaining a position taken through tax audits, tax
courts and/or arbitration, if necessary. Circumstances and
interpretations of the amount due or likelihood of a position
being sustained may change during the settlement process.

Disclosures
The following presents the significant components of the Group’s income tax expense for the years ended 31
December:

2.4. Income taxes
Accounting policies

2021

2020

8,836

5,211

242

(115)

(7,109)

3,413

1,969

8,509

Current income tax:

Current income tax
The tax expense for the year comprises current and
deferred tax. Tax is recognised in profit or loss, except to the
extent that it relates to items recognised in OCI or directly
in equity. In this case, the tax is recognised in OCI or
directly in equity, respectively.
The current income tax is calculated on the basis of the tax
laws enacted or substantively enacted at the reporting date
in the countries in which the Company and its subsidiaries
operate and generate taxable income. Management
periodically evaluates positions taken in tax returns with
respect to situations in which the applicable tax regulation
is subject to interpretation. If the applicable tax regulation
is subject to interpretation, the Company establishes
a provision where appropriate on the basis of amounts
expected to be paid to the tax authorities.

Current income tax charge
Adjustments recognised for current tax of prior periods
Deferred tax
Income tax expense

The reconciliation between the average effective income tax rate and tax expense calculated at domestic
statutory rates applicable to individual Group entities is as follows:
2021
Statutory income tax rate

20.0%

20.0%

Non-deductible expenses

1.4%

3.9%

(18.6%)

—

(0.2%)

(0.1%)

0.3%

0.3%

2.9%

24.1%

Disposal of subsidiary and interests in associates
Effect of income tax preferences
Other

Deferred income tax
Deferred income tax is recognised using the balance sheet
method, on temporary differences arising between the tax
bases of assets and liabilities and their carrying amounts
in the financial statements. However, deferred income tax
is not accounted for if it arises from initial recognition of
an asset or liability in a transaction other than a business
combination that at the time of the transaction affects
neither accounting nor taxable profit or loss.
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2020

Effective income tax rate
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2.4. Income tax (continued)

2.4. Income tax (continued)

Deferred tax relates to the following:

In order to utilise tax losses the Group is able to implement appropriate tax planning strategies depending on the results of
these subsidiaries in subsequent periods.
Statement of financial position
as of 31 December

Income statement
for the years

2021

2020

2021

2020

(28,914)

(27,619)

610

2,062

(13,529)

(15,194)

(1,665)

327

2,816

3,545

2,009

1,669

(1,218)

530

1,748

(69)

Tax loss carry-forwards

527

909

382

459

Revenue recognition

282

1,501

1,219

271

Accrued employee benefits

673

561

(112)

(178)

2,924

1,878

(1,046)

(710)

(1,407)

(1,147)

260

(34)

(20,313)

(14,823)

5,490

(2,274)

32,325

16,455

(15,870)

1,725

Decommissioning provision

754

1,543

789

(267)

Other movements and temporary differences

521

(402)

(923)

432

(7,109)

3,413

Property and equipment
Intangible assets
Financial instruments
Investments in associates and subsidiaries

Accrued expenses
Dealer commissions
ROU assets
Lease liabilities

Deferred tax (income)/expense
Net deferred tax liabilities

(24,559)

Deferred tax liabilities

2020

Balance at beginning of year

32,263

33,753

Tax (income)/expense during the year

(7,109)

3,413

Discounting amounts due from related parties (Note 5.3)

(1,280)

(4,898)

683

—

2

(5)

24,559

32,263

Acquisition and disposal of subsidiaries, net
Translation adjustment of foreign operations
Balance at end of year

3.

Assets and Liabilities

969

1,309

(25,528)

(33,572)

2021

2020

18

551

Net By Net

363

274

Other

146

84

Balance at end of year

527

909
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The estimated useful lives are as follows:
Telecommunications network

3.1. Property and equipment

Property and equipment is stated at cost, less accumulated
depreciation and impairment, if any, except for the guided
media telecom channels and similar assets which are stated
at revalued amounts starting from 31 December 2019.
Cost includes all costs directly attributable to bringing the
asset to the location and condition for its intended use.
Depreciation is recorded on a straight-line basis over the
estimated useful life of the asset.

Deferred tax assets in respect of the tax losses are attributable to the following subsidiaries:
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Accounting policies

The Group recognises deferred tax assets in respect of tax loss carry-forwards to the extent that realisation of tax
losses against future taxable profit is probable. Deferred tax assets related to tax losses of the Group’s subsidiaries are
recognised based on the tax planning opportunities that would be implemented, if necessary, to prevent tax losses from
not being used.

MegaFon Retail

Reconciliation of net deferred tax liabilities for the years ended 31 December is as follows:

(32,263)

Reflected in the consolidated statement of financial
position as follows:
Deferred tax assets

Unrecognised deferred tax assets in the consolidated statement of financial position amounted to 2,090 as of 31 December
2021 (2020: 2,902). Unrecognised deferred tax assets arose on the acquisition of subsidiaries and associates due to the
difference between the accounting and tax bases of the subsidiaries and associates acquired and are not expected to be
realised due to lack of appropriate taxable profits.

Depreciation expenses are based on management’s
estimates of residual value, the depreciation method
used and the useful lives of property and equipment.
Estimates may change due to technological developments,
competition, changes in market conditions and other
factors, and may result in changes in estimated useful
lives and depreciation charges. The actual economic lives
of long-lived assets may be different from the estimated
useful lives. A change in estimated useful lives is accounted
for prospectively as a change in accounting estimate.

corp.megafon.ru

5 to 20 years

Guided media telecom channels

20 to 33 years

Buildings and structures

5 to 100 years

Vehicles, office and other equipment

3 to 10 years

The assets’ residual values, useful lives and depreciation
methods are reviewed, and adjusted if appropriate, at each
reporting date.
Repair and maintenance costs are expensed as incurred.
The cost of major renovations and other subsequent
expenditure is included in the carrying amount of the
asset or recognised as a separate asset, as appropriate,
only when it is probable that future economic benefits
associated with the item will flow to the Group and the cost
of the item can be measured reliably.
The present value of the expected cost for the
decommissioning of an asset after its use is included
in the cost of the respective asset. Please refer to Note
3.9 for further information about the provision for
decommissioning liabilities.
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At the time of retirement or other disposition of property
or equipment, the cost and accumulated depreciation are
removed from the accounts and any resulting gain or loss is
recorded in the consolidated income statement.
The Group plans, develops and uses telecommunication
networks, jointly with other operators. These activities are
accounted for as joint operations. Accordingly, the Group
records its share of the jointly held assets and its share of
the jointly incurred expenses.
Revaluation
The guided media telecom channels and similar assets are
initially measured at cost and subsequently carried at their
revalued amount, being the fair value at the date of the
revaluation less subsequent accumulated depreciation and
impairment losses, if any. Revaluation is to be performed
every 3-5 years or more often if necessary to ensure that
the carrying amount does not differ significantly from fair
value.
As there is no active market for the guided media telecom
channels and similar assets, the Group calculates the
fair value of the assets using a cost approach. The cost
approach uses data from internal information sources and
the results of analytical reviews of the Russian market for
similar assets.

For assets other than goodwill, an assessment is made
at each reporting date to determine whether there is an
indication that previously recognised impairment losses
no longer exist or have decreased. If such indication exists,
the Group estimates the asset’s recoverable amount. A
previously recognised impairment loss is reversed only
if there has been a change in the assumptions used to
determine the asset’s recoverable amount since the last
impairment loss was recognised.
The reversal is limited so that the carrying amount of the
asset does not exceed its recoverable amount, nor exceed
the carrying amount that would have been determined, net
of depreciation, had no impairment loss been recognised
for the asset in prior years. Such reversal is recognised in
profit or loss.
Estimating recoverable amounts of assets is based
on management’s evaluations, including estimates of
applicable market rates, if the market approach is used,
or future cash flows, discount rates, terminal growth rates,
and assumptions about future market conditions, if the
income approach is used.

Property and equipment (continued)

Disclosures
Property and equipment is as follows:
Telecommunications
network

Buildings
and
structures

Vehicles,
office
and other
equipment

437,156

67,273

28,263

187,632

26,176

746,500

—

—

—

—

38,133

38,133

48,879

1,584

1,669

2,288

(54,420)

—

(21,329)

(430)

(1,865)

(296)

(581)

(24,501)

(440)

(69)

(10)

308

(37)

(248)

(9)

(276)

(175)

—

(2)

(462)

—

794

—

—

—

794

1,874

543

842

—

76

3,335

466,131

69,419

28,724

189,932

9,345

763,551

—

—

—

—

32,631

32,631

26,665

1,913

2,491

1,658

(32,727)

—

(16,637)

(960)

(2,161)

(857)

(275)

(20,890)

(2,458)

(38,570)

(34)

(8,892)

(243)

(50,197)

—

12

42

—

1

55

(329)

218

79

17

88

73

Revision of estimated provision
(Note 3.9)

—

(930)

—

—

—

(930)

Translation

81

19

33

—

9

142

473,453

31,121

29,174

181,858

8,829

724,435

1 January 2020
Additions
Put into use
Disposals
Reclassifications
Sale of subsidiary
Revision of estimated provision
(Note 3.9)

31 December 2020
Additions

Borrowing costs directly attributable to the acquisition,
construction or production of a qualifying asset during the
construction phase that necessarily takes a substantial
period of time are capitalised as part of property and
equipment until the asset is ready for use. All other
borrowing costs are expensed in the period in which they
occur. Borrowing costs consist of interest, related foreign
exchange differences, and fees and other costs that the
Group incurs in connection with the borrowing of funds.

Put into use
Disposals
FTC disposal (Note 5.1)
Acquisition of subsidiary
Reclassifications

Impairment
The Group tests long-lived assets, other than goodwill, for
impairment when circumstances indicate there may be a
potential impairment.

Total

Cost as of

Translation

Capitalised borrowing costs

Guided
media
telecom Construction
channels in-progress

31 December 2021

An impairment loss is recognised in the amount by which
the asset’s carrying amount exceeds its recoverable
amount. The recoverable amount is the higher of (1) an
asset’s fair value less costs to sell and (2) value in use.
The recoverable amount is determined for each individual
asset, unless the asset does not generate cash inflows
that are largely independent of those from other assets or
groups of assets. Impairment losses relating to continuing
operations are recognised in profit or loss in the expense
categories which are consistent with the function of the
impaired asset.
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3.1. Property and equipment (continued)

3.2. Leases

Telecommunications Buildings and
network
structures

Vehicles,
office
and other
equipment

Guided
media
telecom Construction
channels in-progress

Accounting policies
Total

Depreciation as of

1 January 2020

(319,668)

(41,724)

(24,471)

(72,229)

—

(458,092)

(22,164)

(1,674)

(1,503)

(8,972)

—

(34,313)

20,989

360

1,844

99

—

23,292

398

35

7

(261)

—

179

9

133

146

—

—

288

(1,575)

(360)

(687)

—

—

(2,622)

31 December 2020

(322,011)

(43,230)

(24,664)

(81,363)

—

(471,268)

Charge for the year

(25,729)

(1,661)

(1,853)

(9,023)

—

(38,266)

Disposals

15,992

605

2,079

373

—

19,049

FTC disposal (Note 5.1)

2,039

24,963

21

3,812

—

30,835

(1)

(13)

35

(5)

—

16

(67)

(14)

(28)

—

—

(109)

(329,777)

(19,350)

(24,410)

(86,206)

—

(459,743)

Charge for the year
Disposals
Reclassifications
Sale of subsidiary
Translation

Reclassifications
Translation

31 December 2021

Net book value:

31 December 2020

144,120

26,189

4,060

108,569

9,345

292,283

31 December 2021

143,676

11,771

4,764

95,652

8,829

264,692

Included in construction in-progress are advances to
suppliers of network equipment of 746 and 640 as at 31
December 2021 and 2020, respectively.
Capitalised borrowing costs
Capitalised borrowing costs were 406 and 704 for the years
ended 31 December 2021 and 2020, respectively. The rate
used to determine the amount of borrowing costs eligible
for capitalisation was 7.0% and 8.0% for the years ended 31
December 2021 and 2020, respectively.
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Revalued amounts
If guided media telecom channels and similar assets were
measured using the cost model, the carrying amounts
would have been 40,083 and 41,955 at 31 December 2021
and 2020, respectively.
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At inception of a contract, the Group assesses whether
a contract is, or contains, a lease. A contract is, or contains,
a lease if the contract conveys the right to control the
use of an identified asset for a period of time in exchange
for consideration.
As a lessee, the Group recognises a right-of-use
asset (“ROU asset”) and a lease liability at the lease
commencement date. The ROU asset is initially measured
at cost, which comprises the initial amount of the lease
liability increased by any lease payments made at or
before the commencement date and any initial direct costs
incurred, less any lease incentives received. The Group
uses practical expedient in IFRS 16 ‘Leases’ and does not
separate non-lease components from lease components
in its contracts.
The ROU asset is subsequently depreciated using the
straight-line method from the commencement date over
the lease term, or over the useful life of the underlying
asset, if the lease transfers ownership of the underlying
asset to the Group by the end of the lease term or the cost
of the ROU asset reflects the likelihood that the Group will
exercise a purchase option. In addition, the ROU asset may
be reduced by impairment losses, if any, and adjusted for
certain remeasurements of the lease liability.
The lease liability is initially measured at the present
value of the lease payments that are not paid at the
commencement date, discounted using the interest rate
implicit in the lease or, if that rate cannot be readily
determined, the Group’s incremental borrowing rate.
Generally, the Group uses its incremental borrowing rate
as the discount rate.
The Group determines its incremental borrowing rate by
obtaining interest rates from various external financing
sources and makes certain adjustments to reflect the terms
of the lease and type of the asset leased.

corp.megafon.ru

Lease payments included in the measurement of the
lease liability comprise the following:
• fixed payments, including in-substance fixed payments;
• variable payments that depend on an index or a rate,
initially measured using the applicable index or rate as
at the commencement date;
• amounts expected to be payable under a residual value
guarantee;
• the exercise price under a purchase option that the
Group is reasonably certain to exercise;
• lease payments in an optional renewal period if the
Group is reasonably certain to exercise an extension
option,
• and penalties for early termination of a lease unless the
Group is reasonably certain not to terminate early.
The lease liability is measured at amortised cost using
the effective interest method. It is re-measured when
there is a change in future lease payments arising from a
change in an index or rate, a revised in-substance fixed
lease payment, or if the Group changes its assessment of
whether it will exercise a purchase, extension or termination
option. When the lease liability is re-measured in this
way, a corresponding adjustment is made to the carrying
amount of the ROU asset, or such adjustment is recorded
in profit or loss if the carrying amount of the ROU asset has
been reduced to zero.
In determining the present value of the lease payments,
assumptions and estimates are made in relation to discount
rates and lease terms based on the assessment of whether
the Group is reasonably certain to exercise its purchase,
extension or termination options taking into account the
nature of the underlying asset, various economic penalties
and incentives resulting from exercising the options and
other relevant facts and circumstances.
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3.2. Leases (continued)

Impairment

Disclosures
The Group, where it acts as a lessee, has recognised the following assets and their depreciation
expense for its leases:
Lease
term,
ROU assets
ROU depreciation expense for the year
years
as of 31 December
ended 31 December
Telecommunication
infrastructure

2-14

2021

2020

2021

2020

83,562

60,841

12,262

11,464

Retail outlets

2-5

11,466

5,077

4,219

4,062

Administrative premises

2-7

6,538

8,196

1,837

1,887

101,566

74,114

18,318

17,413

Total

During the year ended 31 December 2021 the Group recognised 6,896 (2020: 8,181) of interest costs from leases. Total
additions to ROU assets and total cash outflow for leases for the year ended 31 December 2021 amounted to 49,448 (2020:
6,341) and 23,804 (2020: 22,581), respectively.
As at 31 December 2021 the Group recognised 40,645 ROU assets (included in total additions to ROU assets above) and
92,984 lease liabilities relating to the lease agreement with FTC after FTC was disposed of by the Group (Note 5.1).

3.3. Intangible assets

Assets that are subject to amortisation are reviewed for
impairment whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable.
See Note 3.1 for further description of the accounting
policies for impairment testing of non-financial assets.

Disclosures
Intangible assets, other than goodwill, are as follows:
Operating
licences and
frequencies

Customer
base

Trademarks
and patents

Software

Other
intangible
assets

Total

82,711

4,043

1,093

78,074

10,605

176,526

Additions

670

—

—

14,174

1,742

16,586

Disposals

(705)

—

—

(9,511)

(272)

(10,488)

Reclassification from property
and equipment

—

—

—

248

—

248

Translation

76

—

—

—

6

82

82,752

4,043

1,093

82,985

12,081

182,954

599

—

1

9,459

4,261

14,320

—

—

16

296

2,186

2,498

Cost as of

1 January 2020

31 December 2020
Additions

3.3.1. Intangible assets, other than goodwill
Accounting policies
Intangible assets acquired separately are measured on
initial recognition at cost. The cost of intangible assets
acquired in a business combination is their fair value as
of the date of acquisition. Following initial recognition,
intangible assets are carried at cost less accumulated
amortisation and impairment, if any. Intangible assets
consist principally of operating licences, frequencies,
customer base and software.
Software development activities involve a plan or design for
the production of new or substantially improved products
and processes. Development expenditure is capitalised only
if development costs can be measured reliably, the product
or process is technically and commercially feasible, future
economic benefits are probable, and the Group intends to
and has sufficient resources to complete development and
to use or sell the asset.
The useful lives of intangible assets are assessed as either
finite or indefinite. The Group does not have intangible
assets with indefinite useful lives, other than goodwill.
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All intangible assets are amortised on a straight-line basis
over the following estimated useful lives:
Operating licences and frequencies

10 to 20 years

Acquisition of subsidiary
(Note 5.2)
Disposals

(1,072)

—

(6)

(8,823)

(1,070)

(10,971)

—

—

1

5

3

9

Customer base

3 to 19 years

Reclassification from property
and equipment

Trademarks and patents

7 to 20 years

Translation

3

—

—

—

—

3

FTC disposal (Note 5.1)

—

—

—

(271)

(11)

(282)

82,282

4,043

1,105

83,651

17,450

188,531

Software
Other intangible assets

1 to 5 years
1 to 10 years

Amortisation expenses are based on management’s
judgment as to the amortisation method to be used and
its estimates of the useful lives of the intangible assets.
Estimates may change due to technological developments,
competition, changes in market conditions and other
factors, and may result in changes in estimated useful lives
and amortisation charges. Critical estimates of useful lives
of intangible assets are impacted by estimates of average
customer relationship based on churn, remaining licence
periods and expected developments in technology and
markets. The actual economic lives of the assets may
be different from the estimated useful lives. A change
in estimated useful lives is accounted for prospectively
as a change in accounting estimate.
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3.3.

Intangible assets (continued)

3.3.2. Goodwill
Accounting policies

Operating
licences and
frequencies

Software

Other
intangible
assets

Customer
base

Trademarks
and patents

Total

(40,695)

(3,475)

(838)

(47,560)

(3,113)

(95,681)

(4,314)

(198)

(250)

(16,115)

(1,064)

(21,941)

520

—

—

9,505

249

10,274

—

—

—

(179)

—

(179)

(75)

—

—

—

(6)

(81)

31 December 2020

(44,564)

(3,673)

(1,088)

(54,349)

(3,934)

(107,608)

Charge for the year

(4,226)

(123)

(2)

(16,899)

(2,193)

(23,443)

922

—

6

8,774

1,000

10,702

(3)

—

—

—

—

(3)

—

—

—

177

—

177

(47,871)

(3,796)

(1,084)

(62,297)

(5,127)

(120,175)

Amortisation as of

1 January 2020
Charge for the year
Disposals
Reclassification from property
and equipment
Translation

Disposals
Translation
FTC disposal (Note 5.1)

31 December 2021

Goodwill represents the excess of the consideration
transferred plus the fair value of any NCI in the acquired
company at the acquisition date over the fair values of the
identifiable net assets acquired. Goodwill is not amortised,
but tested for impairment at least annually (Note 3.3.3).
After initial recognition, goodwill is measured at cost less
any accumulated impairment losses.

Disclosures
The changes in the carrying value of goodwill, net of accumulated impairment losses of 3,400, for the years ended
31 December 2021 and 2020 are as follows:

Balance at beginning of year
Acquisition of subsidiaries (Note 5.2)
Balance at end of year

31 December 2020

38,188

370

5

28,636

8,147

75,346

31 December 2021

34,411

247

21

21,354

12,323

68,356

8

2

—

2

6

4

Weighted-average remaining
amortisation period, years

START (Note 5.2)
Total allocated goodwill

Operating licences primarily consist of:
• several 2G licences,
• a nationwide 3G licence,
• a nationwide 4G licence to use 2.5–2.7 GHz spectrum
(10x10 MHz band), and
• a nationwide 4G licence to use 2.5–2.7 GHz spectrum
(30x30 MHz band).
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30,578

30,549

4,996

29

35,574

30,578

2021

2020

30,578

30,578

3,623

—

34,201

30,578

1,373

—

35,574

30,578

Unallocated:
Quantera (Note 5.2)
Total goodwill

Operating licences and frequencies provide the Group
with the exclusive right to utilise certain radio frequency
spectrum to provide wireless communication services.

2020

Goodwill acquired through business combinations has been allocated to related cash-generating units (“CGUs”)
and groups of CGUs as follows:
31 December

Integrated telecommunication services (group of CGUs)

Net book value:

2021

These licences are integral to the wireless operations of
the Group and any inability to extend existing licences on
the same or comparable terms could materially affect the
Group’s business.
While operating licences are issued for a fixed period,
renewals of these licences previously had occurred routinely
and at nominal cost. The Group believes that there are
currently no legal, regulatory, contractual, competitive,
economic or other factors that could result in delays in
licence renewal, or even an outright refusal to renew subject
to the Group’s meeting certain conditions, including capital
commitments and coverage requirements (Note 5.8).
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3.3.3. Goodwill impairment
Accounting policies
Goodwill is not subject to amortisation and is tested for
impairment annually or more frequently whenever events
or changes in circumstances indicate that the carrying
amount may not be recoverable.
For the purpose of impairment testing, goodwill acquired
in a business combination is allocated from the acquisition
date to each of the CGUs that are expected to benefit
from the synergies of the combination. The Group has
allocated goodwill to the following CGUs: integrated
telecommunication services and START.
An impairment loss of associated goodwill is recognised
for the amount by which the CGU’s carrying amount
exceeds its recoverable amount. The recoverable amount
is the higher of (1) a CGU’s fair value less costs to sell and
(2) value in use. The recognised impairment loss is not
subsequently reversed.
Estimating recoverable amounts of assets and CGUs is
based on management’s evaluations, including determining
the appropriate CGUs and estimates of applicable
multiples, if the market approach is used, or future
cash flows, discount rates, terminal growth rates, and
assumptions about future market conditions, if the income
approach is used. Allocation of the carrying value of the
assets being tested between individual CGUs also requires
management’s judgment.
Goodwill impairment test
In assessing whether goodwill has been impaired, the
carrying value of the CGU (including goodwill) is compared
annually with its estimated recoverable amount. As a result
of this annual test, no impairment of goodwill was identified
in 2021 or 2020.

3.4. Investments in associates
and joint ventures

3.4. Investments in associates and joint ventures (continued)

Disclosures
Accounting policies

Investments in associates and joint ventures are as follows:

Investments in associates and joint ventures which are
jointly controlled entities are accounted for using the equity
method of accounting and are initially recognised at cost
or, in case of non-monetary purchases, at the fair value of
assets received or given, whichever is more appropriate.
The Group’s share of the profits and losses of these
companies is included in the ‘Share of loss of associates
and joint ventures’ line in the accompanying consolidated
income statement with a corresponding adjustment to the
carrying amount of the investment.
Unrealised gains on transactions between the Group and
its associates or joint ventures are eliminated only to the
extent of the Group’s interest in the associates or joint
ventures. Unrealised losses are also eliminated to the
extent of the Group’s interest unless a transaction provides
evidence of an impairment of the asset transferred.
Accounting policies of associates or joint ventures have
been changed where necessary to ensure consistency with
the policies adopted by the Group.
Impairment
For associates and joint ventures accounted for using
the equity method, at each reporting date the Group
determines whether there is objective evidence that the
investment in the associate or joint venture is impaired.
If there is such evidence, the Group calculates the amount
of impairment as the difference between the recoverable
amount of the Group’s investment in the associate or joint
venture and its carrying value, and then recognises the loss
as ‘Share of gain/(loss) of associates and joint ventures’
in the consolidated income statement.

31 December
% equity
interest

2021

2020

—

—

33,351

JSC Sadovoe Koltso (“Garden Ring”), joint venture

49.999

12,438

12,456

JSC New Towers (“NT”), associate (Note 5.1)

39.320

12,297

—

DTS Retail Limited (“Svyaznoy group”), associate

26.490

7,439

8,327

—

—

4,220

Other

7,653

8,560

Total

39,827

66,914

Investee
AER Holding PTE.LTD (“AER”), associate

LLC Digital Media Holding (“START”), associate (Note 5.2)

AER
On 5 August 2021 USM Investments Limited (“USMI”)
exercised the AER call option, which was agreed
to by USMI and the Group in the first half of 2021;
accordingly, the Group sold its 24,000,000 shares of AER
for cash consideration of 40,853 of which part was
received in August 2021 and the remaining part is due
in the later periods.
The Group recognised the receivable at fair value which
was estimated by discounting the expected cash flows
using the prevailing market rate of interest for a similar

instrument. The difference between the fair value and
the nominal value of the receivable of 4,126, net of
tax, has been recognised directly in retained earnings
in equity as the receivable is treated as a transaction with
a company under common control.
The sale and the revaluation of the AER options and
AER investment to fair value resulted in 9,409 gain
recognised in line ‘Gain on financial instruments, net’
of the consolidated income statement for the year ended
31 December 2021.

The recoverable amounts of the integrated
telecommunication services CGU and START CGU have
been determined based on their fair value less costs to sell
(Level 3).
The fair value of the integrated telecommunication services
CGU was estimated at 5 times operating income before
depreciation and amortisation (“OIBDA”), an OIBDA multiple
commonly used in the market for acquisition of similar
businesses. The fair value was then reduced by 5% as an
estimate of costs to sell the business.
The fair value of START CGU was estimated based on the
most recent transactions with START shares.
Management believes that any change in any of these key
assumptions which can currently be reasonably anticipated
would not cause the aggregate carrying amount of the
integrated telecommunication services CGU or START CGU
to exceed their aggregate recoverable amounts.
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LLC Digital Invest (investment in operations in Uzbekistan)
In September 2021 the Group made a cash contribution of
7,502 to LLC Digital Invest, a company registered in Russia
and a 50/50 joint venture between MegaFon and LLC USM
Telecom. LLC Digital Invest is a holding company which was
set up to invest in LLC Digital Holding.
Subsequently, also in September 2021, LLC Digital Invest
made a capital contribution to LLC Digital Holding in the
amount of $100 million (7,251 at the exchange rate as of
the payment date). Following this the share of LLC Digital
Invest in LLC Digital Holding amounted to 51%.

Garden Ring

MegaFon’s primary reason for engaging in these
transactions was to invest in a promising market and
expand the Group’s operations.
The provisional fair values of identified assets and liabilities
of LLC Digital Invest as at the date of investment and the
summarised financial information of LLC Digital Invest as at
31 December 2021 reconciled to the Group’s investment in
LLC Digital Invest are as follows:

2021

2020

Assets

Garden Ring, which owns and operates an office building
in the center of Moscow, is the Group’s joint venture with
Sberbank. The Group has a ten-year lease agreement
with Garden Ring for a part of the building. This building
is the corporate headquarters of the Group, which has
consolidated the Group’s operations in Moscow into a single
location. The remaining part of the building is mostly leased
by Sberbank.

The Garden Ring joint venture is accounted for using the
equity method in the consolidated financial statements.
The reconciliation of the summarised financial information
of Garden Ring to the carrying amount of the Group’s
interest in the joint venture is presented below:

31 December

Non-current assets

16,303

15,002

Cash and cash equivalents

Current assets

16,070

14,512

Other current assets

32,373

29,514

44,585

45,566

714

513

74

98

45,373

46,177

Liabilities

Non-current liabilities

(7,720)

(7,269)

Non-current financial liabilities

(20,771)

(21,591)

Current liabilities

(3,823)

(1,274)

Other non-current liabilities

(5,342)

(5,456)

(11,543)

(8,543)

Current financial liabilities

(2,231)

(2,070)

(16)

(11)

(28,360)

(29,128)

17,013

17,049

49.999%

49.999%

8,506

8,524

3,932

3,932

12,438

12,456

Other current liabilities
Total identifiable net assets at fair value

20,830

20,971

NCI

(10,021)

(10,164)

Total identifiable net assets net of NCI

10,809

10,807

Total identifiable net assets
The Group’s share in Garden Ring

The Group’s share in the investment

50%

50%

5,404

5,404

Excess of the consideration transferred over the Group’s share
in the fair value of identifiable net assets

2,145

2,145

Purchase consideration transferred

7,549

7,549

The Group’s share of identifiable net assets

The Group has not completed the assessment of the
fair values of certain non-current assets as of the date
of investment, therefore the preliminary values of the
assets as well as related deferred tax liabilities included

in non-current other liabilities, NCI, and the excess of the
consideration transferred over the Group’s share in the fair
value of identifiable net assets, may change. Incremental
transaction costs are included into the investment amount.

The Group’s share of identifiable net assets of Garden Ring
Excess of the carrying value of the investment over the Group’s share in the fair
value of identifiable net assets
Carrying amount of the Group’s interest in Garden Ring

The composition of the Group’s share of the loss of the joint venture accounted for using the equity method is as follows:
Year ended 31 December

Loss and total comprehensive loss of Garden Ring
The Group’s share in the joint venture
The Group’s share of loss and total comprehensive loss of Garden Ring
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Non-current assets

Liabilities

2021
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2020

(36)

(363)

49.999%

49.999%

(18)

(181)
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Svyaznoy group

JSC MF Technologies

De-recognition of financial assets

The reconciliation of the summarised financial information of the Svyaznoy group to the carrying amount of the Group’s
interest in the Svyaznoy group is presented below:
31 December

In December 2021 the Group sold its entire holding in JSC
MF Technologies which holds a share in Mail.Ru Group
Limited (MGL) for cash consideration. The result from
the disposal has been recognised in line ‘Share of gain/
(loss) of associates and joint ventures and gain/(loss) from
investment revaluations and disposal’ of the consolidated
income statement for the year ended 31 December 2021.

A financial asset is de-recognised when the rights to receive
cash flows from the asset have expired or the Group has
transferred its rights to receive cash flows from the asset
or has assumed an obligation to pay the received cash
flows in full without material delay to a third party under a
‘pass-through’ arrangement; and either (a) the Group has
transferred substantially all the risks and rewards of the
asset, or (b) the Group has neither transferred nor retained
substantially all the risks and rewards of the asset, but has
transferred control of the asset.

2021

2020

52,040

55,311

3,847

3,410

25,954

22,257

81,841

80,978

3.5. Financial assets and
liabilities

(13,553)

(6,480)

Accounting policies

(7,587)

(8,105)

Initial recognition and measurement

(58,880)

(60,613)

(2,626)

(3,232)

(82,646)

(78,430)

(805)

2 548

26.49%

26.49%

The Group’s share of identifiable net assets of the Svyaznoy group

(213)

675

Excess of the carrying value of the investment over the Group’s share in the fair
value of identifiable net assets

7,652

7,652

Carrying amount of the Group’s interest in the Svyaznoy group

7,439

8,327

Assets
Non-current assets
Cash and cash equivalents
Other current assets

Liabilities
Non-current financial liabilities
Other non-current liabilities
Current financial liabilities
Other current liabilities

Total identifiable net assets
The Group’s share in the Svyaznoy group

The composition of the Group’s share of the loss of the Svyaznoy group accounted for using the equity method is as follows:
Year ended 31 December
2021

2020

Loss and total comprehensive loss of the Svyaznoy group

(3,352)

(7,329)

The Group’s share in the Svyaznoy group

26.49%

26.49%

(888)

(1,941)

The Group’s share of loss and total comprehensive loss of the Svyaznoy
group
At 31 December 2021 the Group tested its investment in the
Svyaznoy group for impairment and concluded that it was
not impaired. Management believes that any change in any

of the key assumptions which can currently be reasonably
anticipated would not cause the carrying amount of the
investment to exceed its recoverable amount.

Total summarised profit and loss information of LLC Digital Invest, Garden Ring and Svyaznoy group is as follows:
Year ended 31 December
2021

2020

Revenue

112,302

105,670

Depreciation and amortisation

(9,345)

(5,675)

Interest expense

(5,534)

(6,515)

84

7

Income tax
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Financial assets and financial liabilities are recognised
initially at fair value plus transaction costs that are directly
attributable to the acquisition or issue of the financial asset
or financial liability, except for a financial asset or financial
liability accounted for at fair value through profit or loss, in
which case transaction costs are expensed.
Subsequent measurement of financial assets and
liabilities
The subsequent measurement of financial assets and
liabilities depends on their classification as described
below:
• Fair value through profit or loss. Derivatives are
accounted for at fair value through profit or loss unless
they are designated as effective hedging instruments.
All other financial assets not classified as measured at
amortised cost or fair value through OCI are measured
at fair value through profit or loss.
Financial assets and liabilities accounted for at fair value
through profit or loss are carried in the consolidated
statement of financial position at fair value with changes
in fair value being recognised in profit or loss, in the
‘Gain on financial instruments, net’ line.
• Amortised cost. Non-derivative financial assets with
fixed or determinable payments that are not quoted in
an active market such as trade and other receivables,
loans receivable, and loans and borrowings are classified
as financial instruments at amortised cost. After initial
measurement, such instruments are subsequently
measured at amortised cost using the effective interest
rate (“EIR”) method. Amortised cost is calculated
by taking into account any discount or premium on
acquisition and fees or costs that are an integral part
of the EIR. The amortisation based on EIR is included in
profit or loss.

Impairment of financial assets
The Group recognises loss allowances for expected credit
losses (“ECLs”) on financial assets measured at amortised
cost and contract assets. ECLs are probability-weighted
estimates of credit losses. For the majority of receivables
the loss allowance is estimated using a provision matrix
which specifies fixed provision rates depending on the
number of days that a receivable is past due. The provision
rates are based on the Group’s historical experience and
current expectations of future cash flows. Credit losses
are measured at present value of all cash shortfalls, that
is the difference between the cash flows due to the entity
in accordance with the contract and the cash flows that
the Group expects to receive. ECLs are discounted at the
effective interest rate of the financial asset.
The carrying amount of the asset is reduced through the
use of an allowance account and the amount of the loss is
recognised in profit or loss. Financial assets together with
the associated allowance are written off when there is no
realistic prospect of future recovery and all collateral has
been realised or has been transferred to the Group. If, in a
subsequent year, the amount of the estimated impairment
loss increases or decreases because of an event occurring
after the impairment was recognised, the previously
recognised impairment loss is increased or reduced by
adjusting the allowance account. If a write-off is later
recovered, the recovery is credited to the relevant costs in
profit or loss.
De-recognition of financial liabilities
A financial liability is de-recognised when the obligation
under the liability is discharged, cancelled or expires. When
an existing financial liability is replaced by another from
the same lender on substantially different terms, or the
terms of an existing liability are substantially modified,
such an exchange or modification is treated as the derecognition of the original liability and the recognition of
a new liability. The difference in the respective carrying
amounts is recognised within profit or loss.

• Fair value through OCI. Derivative financial instruments
designated as effective hedging instruments are
accounted for at fair value through OCI.
corp.megafon.ru
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3.5. Financial assets and liabilities (continued)

3.5. Financial assets and liabilities (continued)

Disclosures

Financial liabilities are as follows:

Financial assets are as follows:

Trade and other receivables at amortised cost (Note 3.6)

31 December

31 December
2021

2020

38,007

28,008

148,596

139,155

3,001

—

Other deposits

163

31

Other

324

292

152,084

139,478

Total financial assets at amortised cost
Financial assets at fair value through profit or loss:
Note receivable (Note 5.1)

12,846

—

Investments in City-Mobil

—

431

1,663

1,444

—

125

14,509

2,000

Total other financial assets

166,593

141,478

Other current financial assets

(20,153)

(12,201)

Other non-current financial assets

146,440

129,277

Total financial assets

204,600

169,486

Total current financial assets

(58,160)

(40,209)

Total non-current financial assets

146,440

129,277

Derivatives not designated as hedges
Other
Total financial assets at fair value through profit or loss

53,394

44,171

227,854

259,492

56,453

87,045

Total loans and borrowings

284,307

346,537

Total current loans and borrowings

(111,219)

(73,862)

Total non-current loans and borrowings

173,088

272,675

Lease liabilities (Note 3.2)

161,624

82,275

Current lease liabilities

(17,020)

(16,296)

Non-current lease liabilities

144,604

65,979

32

633

445,963

429,445

Deferred and contingent consideration

255

—

Derivatives not designated as hedges

170

243

Total financial liabilities at fair value through profit and loss

425

243

Total other financial liabilities

457

876

(200)

(209)

257

667

499,782

473,859

(181,833)

(134,538)

317,949

339,321

Trade and other payables at amortised cost

Loans and borrowings:

Financial assets at amortised cost:

Loan receivable from a third party

2020

Financial liabilities at amortised cost:

Other financial assets:

Amounts due from related parties (Note 5.3)

2021

Loans and borrowings
Ruble bonds

Other financial liabilities at amortised cost:
Other liabilities
Total financial liabilities at amortised cost

Financial liabilities at fair value through profit and loss:

Other current financial liabilities
Loan receivable from a third party has been provided to the other shareholder of NT and is due to be received within six
months from 31 December 2021.

Other non-current financial liabilities

Total financial liabilities
Total current financial liabilities
Total non-current financial liabilities
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3.5.1. Cash and cash equivalents

Ruble bonds

Accounting policies

In February 2021 the Group redeemed in full at par its
BO-001P-04 Ruble denominated bonds in an aggregate
principal amount of 20,000. The Group initially issued these
bonds in February 2018 with a maturity of three years at an
interest rate of 7.2% per annum.

Cash and cash equivalents comprise cash on hand and deposits in banks with original maturities of three months or less.
Disclosures
Cash and cash equivalents are as follows:
2021

2020

5,918

2,259

In June 2021 the Group early redeemed in full its series
BO-001P-02 Ruble denominated bonds in the amount of
10,000. The Group initially issued these bonds in June 2016
with a maturity of ten years at an interest rate of 9.9% per
annum. The Group had the right to redeem the bonds at its
discretion in five and seven years from the issue date.

US Dollars

437

1,486

Loans and borrowings

Euros

106

66

Other

62

10

31,293

16,086

—

14,707

37,816

34,614

31 December

Cash at bank and on hand in
Rubles

Short-term bank deposits in
Rubles
US Dollars
Total cash and cash equivalents

Principal amounts outstanding under loans and borrowings are as follows:

Covenant requirements

31 December
Interest Rate

Maturity

2021

2020

0%-12,00%

2022-2027

175,977

191,408

CBKR + 0,65% –
CBKR + 2,95%

2022-2023

40,041

53,000

0%

2022-2023

285

—

EURIBOR + 0,19%EURIBOR + 0,56%

2022-2027

11,869

16,003

228,172

260,411

55,000

85,000

283,172

345,411

(109,705)

(71,876)

173,467

273,535

Loans and borrowings:

Ruble loans – floating rates
USD loans – fixed rates
Euro loans – floating rates
Total loans and borrowings

Ruble bonds
Total
Total current
Total non-current

166

In May 2021 the Group drew down fixed-rate Ruble
denominated loans in the amount of 11,921 to refinance its
BO-001P-02 Ruble denominated bonds and the AER loan
(Note 5.3). The loans are due over the period 2022-2024.
In December 2021 the Group repaid 45,000 of Ruble
denominated fixed-rate and floating-rate loans.

3.5.2. Loans and borrowings

Ruble loans – fixed rates

In March 2021 the Group refinanced its fixed-rate Ruble
denominated loans in the amount of 43,000 which were
due in the period 2022-2023 and which are now due over
the period 2023-2024.

7,85%-8,90%

2022-2026

Annual Report 2021

The majority of the Group’s financing facilities contain
restrictive covenants with certain permitted exceptions.
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3.5. Financial assets and liabilities (continued)

3.5.3. Reconciliation of movements of liabilities to cash used in financing activities
Liabilities/(assets)
Loans and
borrowings

Derivatives

Other financial assets at
amortised cost

Lease liabilities

Dividends

NCI

RE

Total

346,537

(1,201)

(139,478)

82,275

—

(524)

162,382

449,991

63,731

—

—

—

—

—

—

63,731

Repayment of loans and borrowings

(130,174)

389

—

—

—

—

—

(129,785)

Interest paid

(24,600)

(344)

—

(6,896)

—

—

—

(31,840)

Dividends paid to non-controlling interests

—

—

—

—

—

(211)

—

(211)

Dividends paid to equity holders of the Company

—

—

—

—

(69,998)

—

—

(69,998)

Payment received for sale of own shares

—

—

33,800

—

—

—

—

33,800

Proceeds from sale of NCI

—

—

—

—

2,387

637

3,024

Lease payments

—

—

—

(16,908)

—

—

—

(16,908)

(91,043)

45

33,800

(23,804)

(69,998)

2,176

637

(148,187)

Finance costs

24,373

692

—

6,896

—

—

—

31,961

Foreign exchange loss, net

(1,083)

—

—

6

—

—

—

(1,077)

169

(1,029)

—

—

—

—

—

(860)

4,336

—

—

—

—

1,735

1,553

7,624

—

—

(35,236)

(9,963)

—

—

—

(45,199)

1,005

—

—

—

—

—

—

1,005

Lease additions

—

—

—

101,831

—

—

—

101,831

Loans made

—

—

(7,567)

—

—

—

—

(7,567)

Assets-related other changes

—

—

(9,999)

4,383

—

204

(66,100)

(71,512)

Equity-related other changes

13

—

6,396

—

69,998

—

61,148

137,555

284,307

(1,493)

(152,084)

161,624

—

3,591

159,620

455,565

Balance as of 31 December 2020
Proceeds from loans and borrowings, net of fees paid

Total cash flows used in financing activities

Gain on financial instruments, net
Acquisition of subsidiaries
Disposal of investments in associates and subsidiaries
Purchase of property and equipment

Balance as of 31 December 2021

168
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3.5.

Financial assets and liabilities (continued)
Liabilities

Equity

Loans and
borrowings

Derivatives

Lease
liabilities

NCI

Total

375,758

1,570

90,899

(307)

467,920

22,425

—

—

—

22,425

Repayment of loans and borrowings

(56,026)

389

—

—

(55,637)

Interest paid

(29,255)

(898)

(8,181)

—

(38,334)

Dividends paid to non-controlling interests

—

—

—

(159)

(159)

Lease payments

—

—

(14,400)

—

(14,400)

Other

—

—

—

(75)

(75)

(62,856)

(509)

(22,581)

(234)

(86,180)

29,342

849

8,181

—

38,372

4,427

—

53

—

4,480

—

(3,111)

—

—

(3,111)

(134)

—

5,723

—

5,589

—

—

—

17

17

346,537

(1,201)

82,275

(524)

427,087

Balance as of 31 December 2019
Proceeds from loans and borrowings, net of fees
paid

Total cash flows used in financing activities

Finance costs
Foreign exchange loss, net
Gain on financial instruments, net
Lease additions and other changes
Equity-related other changes
Balance as of 31 December 2020

3.5.4. Derivative financial instruments and
hedging activities
Accounting policies
Derivative financial instruments, which include crosscurrency swaps and interest rate collars, are initially
recognised in the consolidated statement of financial
position at fair value on the date a derivative contract is
entered into and are subsequently re-measured at their fair
value. Fair values are obtained from quoted market prices
and discounted cash flow (“DCF”) models as appropriate.
Derivatives are included within financial assets at fair
value through profit or loss when fair value is positive and
within financial liabilities at fair value through profit or loss

when fair value is negative. Certain derivatives embedded
in other financial instruments are treated as separate
derivatives when their economic risks and characteristics
are not closely related to those of the host contract and
the combined instrument is not measured at fair value,
with changes in fair value being recognised in profit or loss.
The Group did not designate its derivatives as hedges.
The changes in the fair value of such derivative instruments
are reported in the profit or loss.
The Group uses derivatives to manage interest rate and
foreign currency risk exposures. The Group does not hold
or issue derivatives for trading purposes.

In 2018 and 2019 the Group entered into cross-currency
swap agreements with a combined notional amount of Euro
249 million (20,933 at the exchange rate as of 31 December
2021) that limit the exposure from changes in the Euro
exchange and interest rates on certain long-term debt.

The terms of the cross-currency swap and interest rate
collar agreements did not meet the requirements for hedge
accounting, therefore the Group reported all gains and
losses from the change in fair value of these derivative
financial instruments directly in the consolidated income
statement.

Gain on financial instruments
Net gain on financial instruments recognised in profit or loss for the years ended 31 December was made up as follows:
2021

2020

Gain from sale of AER (Note 3.4)

9,409

—

Interest rate collars

1,057

187

(75)

2,924

(1,039)

(370)

9,352

2,741

Cross-currency swaps
Other
Gain on financial instruments, net

3.5.5. Fair values
Accounting policies
The fair value of financial instruments recorded in the
consolidated statement of financial position and/or
disclosed in the notes that are traded in active markets
at each reporting date is determined by reference to
quoted market prices or dealer price quotations, without
any deduction for transaction costs. For financial
instruments not traded in an active market, the fair value is
determined using appropriate valuation techniques, which
include using recent arm’s length market transactions,
reference to the current fair value of another instrument
that is substantially the same, a DCF analysis, or other
valuation models.

The inputs to these models are taken from observable
markets where possible, but where this is not feasible,
a degree of judgment is required in establishing fair
values. The judgments include considerations of inputs
such as liquidity risk, credit risk and volatility. Changes
in assumptions about these factors could affect the
reported fair value of financial instruments.

The Group uses the following hierarchy for determining and disclosing the fair value of financial instruments by valuation
technique:

Disclosures

Level 1:

quoted (unadjusted) prices in active markets for identical assets or liabilities;

The Group had the following outstanding derivative instruments not designated as hedges stated at their notional amounts:

Level 2:

other techniques for which all inputs which have a significant effect on the recorded fair value are
observable, either directly or indirectly;

Level 3:

techniques which use inputs that have a significant effect on the recorded fair value that are not based
on observable market data.

31 December 2021

Cross-currency swaps
Interest rate collars
Total derivative instruments
170

In July 2020 the Group entered into interest rate collar
agreements with a combined notional amount of 38,000
that limit the exposure from changes in the interest rates on
certain long-term debt.

Original
currency

Millions,
original
currency

Euro
Ruble

31 December 2020
Millions,
Rubles

Millions,
original
currency

Millions,
Rubles

139

11,686

174

15,779

23,000

23,000

38,000

38,000

34,686

53,779
Annual Report 2021
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3.5.

Financial assets and liabilities (continued)

Valuation techniques and assumptions

Disclosures
Set out below is a comparison by class of the carrying amounts and fair values of the Group’s financial
instruments that are carried in the consolidated financial statements:
Carrying amount

Fair value

31 December

31 December

2021

2020

2021

2020

Financial assets:
Financial assets at fair value through profit or loss:
Note receivable (Note 5.1)

Level 3

12,846

—

12,846

—

Investments in City-Mobil

Level 3

—

431

—

431

Derivatives not designated as hedges

Level 2

1,663

1,444

1,663

1,444

Other

Level 3

—

125

—

125

Amounts due from related parties
(Note 5.3)

Level 2

148,596

139,155

144,633

139,926

Loan receivable from a third party

Level 2

3,001

—

3,001

—

Other deposits

Level 2

163

31

163

31

Other

Level 3

324

292

324

292

166,593

141,478

162,630

142,249

The Group, using available market information and
appropriate valuation methodologies, where they exist,
has determined the estimated fair values of its financial
instruments. However, judgment is necessarily required
to interpret market data to determine the estimated fair
value. Accordingly, the estimates presented herein are
not necessarily indicative of the amounts the Group could
realise in a current market exchange.

Group’s amounts due from related parties, and loans and
borrowings and other liabilities carried at amortised cost,
except for actively traded market quoted Ruble bonds, are
determined by using a DCF method. When using the DCF
methods the Group applied discount rates that reflect the
issuer’s borrowing rate as at the end of the reporting period.
The own nonperformance risk as at 31 December 2021 and
2020 was assessed to be insignificant.

Management has determined that cash, short-term
deposits, other financial assets, trade receivables, trade
payables, bank overdrafts and other current liabilities
approximate their carrying amounts largely due to the
short-term maturities of these instruments.

The fair values of derivatives (cross-currency swaps and
interest rate collars) represent the estimated amount the
Group would receive or pay to terminate these agreements
at the end of the reporting period, taking into account
current and expected interest rates, market volatility,
foreign exchange spot and forward rates, creditworthiness,
nonperformance risk, and liquidity risks associated with
current market conditions.

The fair values of the Group’s note receivable has been
estimated using probability-weighted scenarios of the note
repayment based on a DCF method. The fair values of the

Financial assets at amortised cost:

Total financial assets

Financial liabilities:
Financial liabilities at amortised cost:
Loans and borrowings

Level 2

227,854

259,492

225,023

274,626

Actively traded Ruble bonds

Level 1

41,124

56,518

40,055

56,490

Not actively traded Ruble bonds

Level 2

15,329

30,527

15,410

35,176

Other liabilities

Level 3

32

633

32

633

Financial liabilities at fair value through profit or loss:
Deferred and contingent consideration

Level 3

255

—

255

—

Derivatives not designated as hedges

Level 2

170

243

170

243

284,764

347,413

280,945

367,168

Total financial liabilities

Disclosures
The following tables summarise the valuation of financial assets and liabilities measured at fair value on a
recurring basis by the fair value hierarchy:

Note receivable

Derivatives
and other

Investments
in City-Mobil

Total
financial
assets

Derivatives
and other

Total
financial
liabilities

Level 1

—

—

—

—

—

—

Level 2

—

1,663

—

1,663

(170)

(170)

Level 3

12,846

—

—

12,846

(255)

(255)

Total as of
31 December 2021

12,846

1,663

—

14,509

(425)

(425)

Level 1

—

—

—

—

—

—

Level 2

—

1,444

—

1,444

(243)

(243)

Level 3

—

125

431

556

—

—

Total as of
31 December 2020

—

1,569

431

2,000

(243)

(243)

31 December 2021

31 December 2020

To estimate the fair value of the note receivable the Group
used the debtor’s incremental borrowing rate as a discount
rate and calculated the probability-weighted scenarios
of the discounted cash flows. A change in the discount rate
by 1,000 basis points would result in an approximately
3,000 increase/decrease in the note receivable value.
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During the years ended 31 December 2021 and
31 December 2020 there were no transfers between the
levels of the fair value hierarchy.
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3.6. Trade and other receivables

Disclosures
Current non-financial assets are as follows:

The ageing analysis of trade and other receivables that are not impaired is as follows:

31 December

31 December 2021

31 December 2020

Gross book
value

Impairment
allowance

Gross book
value

Impairment
allowance

27,729

(550)

15,878

(586)

Less than 30 days

1,001

(117)

1,813

(221)

30 - 90 days

2,119

(298)

778

(416)

10,513

(2,390)

13,446

(2,684)

41,362

(3,355)

31,915

(3,907)

Neither past due nor impaired
Past due but not impaired:

More than 90 days
Total trade and other receivables

2020

VAT receivable

2,809

2,120

Prepayments for services

5,319

5,519

Deferred costs

2,070

886

322

474

89

66

10,609

9,065

Prepaid taxes, other than income tax
Prepayments for inventory
Total current non-financial assets

Non-current non-financial assets are as follows:
31 December

The following table summarises the changes in the impairment allowance for trade and other receivables for the years
ended 31 December:
2021
2020

Deferred costs, non-current

Balance at beginning of year

3,907

2,936

Long-term advances

Change in the impairment allowance

1,996

3,288

Total non-current non-financial assets

82

—

(10)

—

(5)

—

Accounts receivable written off

(2,615)

(2,317)

Balance at end of year

3,355

3,907

Acquisition of subsidiary
Reclassification between groups of assets/liabilities
Disposal of subsidiary

3.7. Inventory

3.8. Non-financial assets and
liabilities

Accounting policies
Inventory, which primarily consists of telephone handsets,
portable electronic devices, accessories and USB modems,
is stated at the lower of cost and net realisable value. Cost
is determined using the weighted-average cost method. Net
realisable value is the estimated selling price in the ordinary
course of business less the estimated costs necessary to
make the sale.
Disclosures
In 2021, inventories in the amount of 34,374 (2020:
26,245) were recognised as an expense during the
year and included in ‘Cost of revenue’. The amount of
inventory write-down to net realisable value and other
inventory losses recognised in ‘Cost of revenue’ line in
the consolidated income statement for the year ended 31
December 2021 is 288 (2020: 294).
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2021

Value-added tax

2020

8,401

8,597

581

499

8,982

9,096

Current non-financial liabilities are as follows:
31 December
2021

2020

14,323

11,188

VAT payable

5,180

6,343

Current portion of deferred revenue

2,895

2,259

Taxes payable, other than income tax

1,346

947

952

317

24,696

21,054

Advances from customers

Other current liabilities
Total current non-financial liabilities

Accounting policies

2021

Non-current non-financial liabilities are as follows:

Value added tax (“VAT”) related to revenues is generally
payable to the tax authorities on an accrual basis when
invoices are issued to customers. VAT incurred on purchases
may be offset, subject to certain restrictions, against VAT
related to revenues, or can be reclaimed in cash from the
tax authorities under certain circumstances.
Management periodically reviews the recoverability of VAT
receivables and believes the amount reflected in the
consolidated financial statements is fully recoverable within
one year.
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31 December

Deferred revenue
Other non-current liabilities
Total non-current non-financial liabilities
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2021

2020

1,859

3,883

370

85

2,229

3,968
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4.

3.9. Provisions
Accounting policies
Provisions are recognised when the Group has a present
legal or constructive obligation as a result of past events,
it is probable that an outflow of resources will be required
to settle the obligation, and the amount can be reliably
estimated. Provisions are not recognised for future operating
losses.
Provisions are measured at the present value of the
expenditures expected to be required to settle the obligation
using a pre-tax rate that reflects current market assessments
of the time value of money and the risks specific to the
obligation. Any increase in the provision due to passage of
time is recognised as finance costs.
Decommissioning provision
The Group has certain legal obligations related to
rented sites for base stations and masts, which include
requirements to restore the real estate upon which the
base stations and masts are located upon their being
decommissioned. Decommissioning costs are determined
by calculating the present value of the expected costs
to settle the obligation using estimated cash flows, and
are recognised as part of the cost of the particular asset.
The cash flows are discounted at the current pre-tax rate
that reflects the risks specific to the decommissioning
liability. The unwinding of the discount is expensed in
profit or loss as finance costs. The estimated future costs

of decommissioning are reviewed annually and adjusted
as appropriate. Changes in estimated liability resulting
from revisions of the estimated future costs or in the
discount rate applied are added to or deducted from
the cost of the asset, except where a reduction in the
provision is greater than the unamortised recognised cost,
in which case the recognised cost is reduced to nil and the
remaining adjustment is recognised in the consolidated
income statement.

Equity

Accounting policies

Transactions with own shares

Ordinary shares are classified as equity. Incremental costs
directly attributable to the issue of new shares are shown in
equity as a deduction, net of tax, from the proceeds.

On 25 March 2020 the Group sold 29.68% of the
Company’s issued ordinary shares with a total cost of
121,703 to a related party USM Telecom LLC for cash
consideration of 121,323 (or 659.26 Rubles per ordinary
share) payable by 31 March 2023 (Note 5.3).

The Company’s own issued equity instruments that are
reacquired (treasury shares) are recognised at cost and
deducted from equity. No gain or loss is recognised in profit
or loss on the purchase, sale, issue or cancellation of the
Group’s own equity instruments. Any difference between
the carrying amount and the consideration received upon
any subsequent sale is recognised in equity.

FTC provision
The Group has certain legal obligations under the lease
agreement with FTC signed on the disposal of FTC,
whereby the Group is required to reimburse FTC for certain
tower replacement costs. The provision is determined by
calculating the present value of the expected costs to settle
the obligation during the lease term using estimated cash
flows, and have been deducted from the gain on disposal
of FTC (Note 5.1). The cash flows are discounted at the
current pre-tax rate that reflects the risks specific to the
liability.
In determining the best estimate of the provisions,
assumptions and estimates are made in relation to discount
rates, the expected cost to settle the liability, to dismantle
and remove the asset from the site, including long-term
inflation forecasts, and the expected timing of those costs.

Disclosures
Share capital

2021

2020

Balance at beginning of year

7,715

6,380

Revisions in estimated cash flows

(953)

794

20

69

562

472

(3,573)

—

3,771

7,715

Disposal of FTC
Balance at end of year

Other capital reserves
The disaggregation of other capital reserves and changes of other comprehensive income by each type of reserve
in equity is shown below:

As of 1 January 2020
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An FTC provision has been recognised at 31 December 2021
in the amount of 1,219.
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Share-based
Property and
compensation
equipment Total other capital
reserve revaluation reserve
reserves

(1,260)

1,488

57,696

57,924

233

—

—

233

—

—

(84)

(84)

(1,027)

1,488

57,612

58,073

(796)

—

—

(796)

Revaluation relating to disposed assets
(Note 5.1)

—

—

(4,541)

(4,541)

Disposal of JSC MF Technologies

—

—

(17)

(17)

(1,823)

1,488

53,054

52,719

Foreign currency translation
Revaluation relating to disposed assets
As of 31 December 2020
Foreign currency translation

As of 31 December 2021
Revision of estimates affected the cost of property and
equipment (Note 3.1) and 23 (2020: nil) was recognised in
‘Loss on disposal of non-current assets’ in consolidated
income statement for the year ended 31 December 2021.

On 21 September 2021 the Extraordinary General Meeting
of Shareholders of the Company approved the payment
of a dividend in the amount of 69,998, or 112.9 Rubles per
ordinary share, based upon the prior years’ profits. The
dividend was paid on 5 October 2021.

Foreign currency
translation reserve

The following table describes the changes to the decommissioning provision for the years ended 31 December:

Unwinding of discount

Annual dividend payment

As of 31 December 2021 and 2020, the Company had
100,620,000,000 authorised ordinary shares with a
par value of 0.1 Rubles, of which 620,000,000 (2020:
620,000,000) were fully paid, issued and outstanding
shares.

Disclosures

Net additions

The Group recognised the receivable due from the related
party at fair value which was estimated by discounting
the expected cash flows using the prevailing market rate
of interest for a similar instrument. The discount was
recognised directly in retained earnings in equity as the
receivable was treated as a transaction with a shareholder.
In October 2021 USM Telecom LLC made a partial payment
in respect of the balance due in the amount of 33,800.

The foreign currency translation reserve is used to record
exchange differences arising from the translation of the
financial statements of foreign operations.

settled share-based programmes. The amount of the
reserve relates to previous years awards that expired
unexercised.

The share-based compensation reserve is used to
recognise the value of equity-settled share-based
payment transactions provided to employees, including
key management personnel, as part of their remuneration.
During 2021 and 2020 the Group did not have any equity-

The property and equipment revaluation reserve is used
to record upward revaluation to fair values of assets
which are carried in the financial statements at revalued
amounts (Note 3.1). On the disposal of assets the respective
revaluation reserve is reclassified to retained earnings.

corp.megafon.ru
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5.

Additional Notes

5.1. Disposal of FTC
In December 2021 the Group contributed 100% of the
shares of JSC First Tower Company (“FTC”), a company
owning and operating telecom towers infrastructure, to a
newly created 100% subsidiary JSC New Towers (“NT”).
In the same month the Group sold a 60.68% interest in NT
for a cash consideration of 3,500 and a note receivable in
the amount of 17,281, the timing of the payment of which is
contingent on the future operating results of NT and/or any
transactions with the NT shares.
The fair value of the note receivable has been estimated in
the amount of 12,846 based on the probability-weighted
scenarios of the discounted cash flows. The note receivable
has been classified as a financial instrument at fair value
through profit or loss with changes in fair value to be
recognised in ‘Gain on financial instruments, net’ line of
the consolidated income statement. Any change in the
expected scenarios of the discounted cash flows derived
from the financial results of NT and/or actions of the third
party shareholders in respect of their NT shares, may result
in a change in the fair value of the note receivable during
the following year and beyond.
Since the Group lost control over FTC it ceased
consolidating the subsidiary starting from December
2021. Accordingly, it disposed of the following assets and
liabilities:
FTC
Non-current assets

30,046

Current assets, other than cash

2,668

Cash and cash equivalents

1,534

Non-current liabilities
Current liabilities

(73,137)
(2,896)

The Group accounts for its remaining interest in FTC as an
associate as it has a significant influence over FTC through
its remaining shareholding.
The fair value of the remaining interest in (represented by its
interest in NT) has been estimated in the amount of 12,297
based on the valuation of a 100% interest in FTC performed
by an independent valuer reduced by a 10% non-controlling
interest disсount.
The Group used judgment when applying IFRS 16 ‘Leases’ to
the assets disposed of as part of the subsidiary. The Group
accounted for the transaction as a sale and leaseback
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of tower assets in respect of the part of the assets that
are being leased back. Accordingly, a gain on sale of the
towers which are not being leased back in the amount of
16,729 has been recognised in line ‘Gain on disposal of FTC’
in the consolidated income statement for the year ended
31 December 2021; and a gain on the sale and leaseback
of the other part of the assets in the amount of 52,339 has
been deferred over the lease term as a reduction of the
ROU asset. In accordance with the Group’s accounting
policy the recognition of the ROU assets includes a portion
attributable to the non-lease component.

2021 acquisitions

In February 2022 another shareholder contributed assets
into NT, accordingly, the Group’s share in NT reduced to
25%.

Based on the manner in which Quantera is managed, the
Company concluded that it has the ability to direct relevant
activities of Quantera from October 2021 and therefore
has control over the entity. Accordingly, the Group has
consolidated Quantera from October 2021.

5.2. Business combinations
Accounting policies
The Group applies the acquisition method of accounting
and recognises the assets acquired, the liabilities assumed
and any NCI in the acquired company at the acquisition
date, measured at their fair values as of that date. For some
acquisitions the Group may elect to measure an NCI in the
acquiree at its proportionate interest in the identifiable net
assets of the acquiree.
The identification of assets acquired and liabilities assumed
as a result of those acquisitions, determining the fair value
of assets acquired and liabilities assumed, as well as any
contingent consideration and quantification of resulting
goodwill, 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, terminal growth rates, licence
and other asset useful lives and market multiples, among
other items.
Results of subsidiaries acquired and accounted for by the
acquisition method have been included in operations from
the relevant date of acquisition.

Quantera
In October 2021 the Group acquired a 50% interest in
JSC Quantera, a VAS developer, for cash consideration
of 1,000 and a deferred consideration of 225 contingent
on the entity’s financial results and payable not earlier
than one year after the acquisition. The primary reason
for the acquisition was for the Group to strengthen its
VAS expertise in the market and gain synergies for both
companies.

The Group has elected to measure the NCI in Quantera of
46 as equal to its proportionate interest in the identifiable
net assets of the entity.
The purchase consideration has mainly been allocated
to goodwill of 1,179. In addition, 194 goodwill has been
recorded on a small acquisition of a VAS-service platform
by Quantera in November 2021.
The goodwill recognised is attributable primarily to
expected synergies from the acquisition. It is not expected
to be deductible for income tax purposes. Management is
still assessing the allocation of goodwill among CGUs.

In January 2021 the Group increased its share in START to
50% via a 3,000 cash contribution to LLC Digital Media
Holding of which 2,600 was paid in December 2020 and
400 in February 2021. Based on the manner in which START
is managed, the Company concluded that it has the ability
to direct relevant activities of START from the beginning of
2021 and therefore has control over the group. Accordingly,
the Group has consolidated START from the beginning of
2021.
The acquisition-date fair values of each major class of
consideration transferred are as follows:
Cash

3,000

Fair value of 25% investment

2,111

Total consideration transferred

5,111

The acquisition of START was accounted for using the step
acquisition method. The carrying value of the Group’s
initial 25% investment in START has been re-set to fair
value based on a discounted cash flow method. The Group
recognised a 490 gain on this re-set in line ‘Share of loss of
associates and joint ventures and gain/loss from investment
revaluations and disposal’ of the consolidated income
statement.
The Group has elected to measure the NCI in START as
equal to its proportionate interest in the identifiable net
assets of START.

START
In 2020 the Group acquired a 33.8% interest in the share
capital of LLC Digital Media Holding, a Russian limited
liability company, which represented a 25% interest in the
corporate group consisting of LLC Digital Media Holding
and its operating subsidiaries (“START”). START provides
media and production services. The primary reason for the
acquisition was to invest in a promising fast developing
media services business which will be attractive to the
Group’s content-consuming clients.

Any contingent consideration to be transferred by the
Group is recognised at fair value at the acquisition date.
Subsequent changes in the fair value of the contingent
consideration classified as an asset or liability that is a
financial instrument within the scope of IFRS 9, Financial
Instruments, are recognised in accordance with IFRS 9
in the consolidated income statement. If the contingent
consideration is not within the scope of IFRS 9, it is
measured in accordance with the appropriate IFRS.
Acquisition-related costs are expensed as incurred and
included in general and administrative expenses.
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5.2. Business combinations (continued)

5.3. Related parties

The table below includes the purchase price allocation between the specific assets acquired and liabilities assumed based
on their estimated fair values:

The following tables provide the total amount of transactions that have been entered into with related parties and balances
of accounts with them for the relevant financial years:
For the years ended 31 December

Assets
Property and equipment

28

Revenues from companies under common control

2021

2020

1,189

205

260

138

Intangible assets

2,353

Revenues from Svyaznoy group

Trade and other receivables

1,003

Revenues from AER

37

2

Revenues from MGL

119

258

Revenues from Digital Invest

26

—

1,631

603

6,264

1,858

400

—

2,066

3,049

Services from Garden Ring

355

443

Services from AER

199

102

Services from MGL

441

364

3

—

9,728

5,816

Other assets
Cash and cash equivalents

261
2,670
6,315

Liabilities
Trade and other payables

(745)

Loans and borrowings

(1,329)

Other liabilities

(1,266)
(3,340)

Total identifiable net assets at fair value

2,975

Goodwill arising on acquisition

3,623

NCI
Purchase consideration transferred

Services from companies under common control
Services from parent companies
Services from Svyaznoy group

Services from Digital Invest

(1,487)
31 December

5,111

From the date of the acquisition, START has contributed
5,823 to revenue and 310 to the profit before tax of the
Group.
The goodwill recognised is attributable primarily to
expected synergies from the acquisition and the value to be
attributed to the workforce of START. It is not expected to be
deductible for income tax purposes. It has been allocated
to a separate CGU – START (Note 3.3).

2021

2020

Due from companies under common control

29,680

2,622

Due from parent companies

111,306

132,881

Due from Svyaznoy group

12,465

8,705

6,376

5,903

817

158

Due from MGL

—

115

Due from NT

96

—

9

—

160,749

150,384

5,463

6,417

Due to parent companies

120

79

Due to Svyaznoy group

369

263

—

33

134

1,725

—

157

1,353

—

218

—

7,657

8,674

Due from Garden Ring
Due from AER

Due from Digital Invest

Due to companies under common control

Due to Garden Ring
Due to AER
Due to MGL
Due to NT
Due to Digital Invest
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Terms and conditions of transactions with related
parties
As of 31 December 2021 the Group recorded an allowance
of 369 for expected credit losses in respect of amounts
owed by related parties (31 December 2020: 345). The
assessment is undertaken each financial year by examining
the financial position of the related party and the market
in which the related party operates. To estimate the credit
losses on amounts due from related parties credit ratings
were set at non-investment speculative grade. The amounts
are not credit-impaired.
As at 31 December 2021 and 31 December 2020 the Group
provided guarantees for obligations of the Svyaznoy group
to third parties in the amount of up to 12,700 (Note 5.8).
Parent companies
The outstanding balances and transactions with the parent
companies relate to transactions with USM Telecom LLC
and AF Telecom Holding LLC.
In March 2020 the Group sold 29.68% of its ordinary shares
to USM Telecom LLC for total consideration of 121,323
(Note 4). The receivable is due to be settled on or before
31 March 2023 and is secured by the ordinary shares sold
to USM Telecom LLC. In October 2021 USM Telecom LLC
made a partial payment in respect of the balance due
in the amount of 33,800. The outstanding balance due
from the parent companies as of 31 December 2021 mostly
relates to the above mentioned sales.
In 2019, 2020 and 2021 the Group made interest-free loans
totaling 35,060 to USM Telecom LLC with different tranches
maturing in 2022, 2023 and 2024 (Note 3.5). The Group
recognised the loans at fair value which was estimated
by discounting the expected cash flows using the prevailing
market rate of interest for a similar instrument. The
difference between the fair value of the loans and the
cash received, net of tax, has been recognised directly
in retained earnings in equity as the loans are treated
as transactions with the shareholder.
Companies under common control
The Group purchased network equipment and related
support services from a company under common control,
and its subsidiaries in the amount of 21,031 (2020: 17,669)
during the year ended 31 December 2021. The outstanding
balances due to companies under common control mainly
relate to these purchases. Approximately 27 (2020: 2,005)
of the balances due from companies under common control
as at 31 December 2021 represents advance payments for
such purchases.
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In August 2021 the Group sold shares of AER to USMI for
cash consideration of 40,853 of which part was received
in August 2021 and the remaining part is due in later
periods (Note 3.4).

5.4. Financial risk management

AER loan
AER was an associated company of the Group (Note 3.4).
In October 2019 the Group received an interest-free loan
in the amount of 1,921 for a term of up to 3 years from AER.
In June 2021 the Group early repaid the loan.

The Group is exposed to market risk, credit risk and
liquidity risk. The Group’s senior management oversees
the management of these risks.

Svyaznoy
Svyaznoy is an associated company of the Group
(Note 3.4). The Group has a dealership agreement and
equipment purchase agreements with the Svyaznoy
group which qualify as related party transactions. Dealer
commissions for connection of new subscribers which
represent incremental costs of obtaining a customer
contract are deferred and recognised in sales and
marketing expenses over the expected contract term.
Garden Ring
Garden Ring, which owns and operates an office building
in the center of Moscow, is the Group’s joint venture with
Sberbank. The Group has a lease agreement with Garden
Ring which qualifies as a related party transaction. The
Group recognised an asset in the amount of 4,232 (2020:
5,233) and a liability of 4,982 (2020: 5,835) in respect of
the lease as at 31 December 2021. Maintenance expenses
in the amount of 358 for the year ended 31 December
2021 were recognised directly in operating expenses in the
consolidated income statement (2020: 443).
The Group also has a loan receivable from Garden Ring.
The balance due from Garden Ring at 31 December 2021
consists mainly of the loan receivable. Interest income
of 442 was recognised in respect of the loan for the year
ended 31 December 2021 (2020: 442).
Compensation to key management personnel
Members of the Board of Directors and the Management
Board of the Company are the key management personnel.
The amounts recognised as employee benefits expense
to key management personnel of the Group for the years
ended 31 December are as follows:

Short-term employee benefits
Long-term incentive programme
Total

The Group’s principal financial liabilities, other than
lease obligations, comprise loans and borrowings, and
trade and other payables. The main purpose of these
financial liabilities is to finance the Group’s operations.
The Group has trade and other receivables, and cash and
cash equivalents that derive directly from its operations.
The Group also enters into derivative transactions.

2021

2020

827

688

84

96

911

784
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The Group’s senior management is supported by the
Finance and Strategy Committee of the Board of Directors
that advises on financial risks and the appropriate financial
risk governance framework for the Group. The Finance and
Strategy Committee provides assurance to the Group’s
senior management that the Group’s financial risk-taking
activities are governed by appropriate policies and
procedures and that financial risks are identified, measured
and managed in accordance with the Group’s policies.
All derivative activities for risk management purposes are
carried out by specialist teams that have the appropriate
skills, experience and supervision. It is the Group’s policy
that no trading in derivatives for speculative purposes shall
be undertaken.
The Company’s Board of Directors reviews and agrees
policies for managing each of these risks, which are
summarised below.
Market risk
Market risk is the risk that the fair value of future cash flows
of a financial instrument will fluctuate because of changes
in market prices. Market price risks that mostly impact the
Group comprise two types of risk: interest rate risk and
currency risk. Financial instruments affected by market risk
include: loans and borrowings, cash deposits and derivative
financial instruments.

Interest rate risk
Interest rate risk is the risk that the fair value or future cash
flows of a financial instrument will fluctuate because of
changes in market interest rates. The Group’s exposure to
the risk of changes in market interest rates relates primarily
to the Group’s long-term debt obligations with floating
interest rates.
The Group manages its interest rate risk by having a
balanced portfolio of fixed and variable rate loans and
borrowings.
At 31 December 2021 approximately 95% of the Group’s
loans and borrowings (including the effect of crosscurrency swaps and interest rate collars) are at a fixed rate
of interest (2020: 85%).
Interest rate sensitivity
The following table demonstrates the sensitivity to a
reasonably possible change in interest rates on loans and
borrowings. With all other variables held constant, the
Group’s profit before tax is affected through the impact on
floating rate borrowings as follows:
Increase/
decrease
in basis points

Effect
on profit
before tax

Rubles

+1,000

1,062

Rubles

-1,000

(1,062)

Rubles

+25

(130)

Rubles

-25

38

Year ended
31 December 2021

Year ended
31 December 2020

The analysis is prepared assuming the amount of variable
rate liability outstanding at the balance sheet date was
outstanding for the whole year.

The sensitivity analyses in the following sections relate
to the position as of 31 December 2021 and 2020. The
sensitivity analyses have been prepared on the basis
that the amount of net debt, the ratio of fixed-to-floating
interest rates of the debt and derivatives and the proportion
of financial instruments in foreign currencies are all
constant and on the basis of the hedge designations in
place at 31 December 2021 and 2020.
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Foreign currency risk
Foreign currency risk is the risk that the fair value or future
cash flows of a financial instrument will fluctuate because
of changes in foreign exchange rates. The Group’s exposure
to the risk of changes in foreign exchange rates relates
primarily to the Group’s financing activities (when cash
deposits and loans and borrowings are denominated in a
different currency from the Group’s functional currency).
Some trade receivables and trade payables are
denominated in Euro and US Dollar.
31 December
2021

31 December
2020

In US Dollar:
Trade receivable
Trade payable

1,365

877

(4,717)

(4,805)

In Euro:
Trade receivable
Trade payable

Change
in foreign
exchange rates

Effect
on profit
before tax

US Dollar

+50%

(1,600)

US Dollar

-50%

1,600

Euro

+50%

(79)

Euro

-50%

79

US Dollar

+15%

1,708

US Dollar

-15%

(1,708)

Year ended
31 December 2021

Year ended
31 December 2020

727

283

Euro

+15%

(215)

(990)

(1,288)

Euro

-15%

215

If the Ruble continued to fluctuate against the US Dollar or
the Euro, this could impact the Group’s earnings.
To minimise its foreign exchange exposure to fluctuations
in foreign currency exchange rates, the Group is migrating
most of its foreign currency linked costs to Ruble based
costs to balance assets and liabilities and revenues and
expenses denominated in Rubles. In order to manage
the foreign currency risk the Group is also focused
on increasing the proportion of Ruble loans through
refinancing and hedging activities.
When necessary the Group enters into cross-currency
swap agreements. These derivative financial instruments
were used to limit exposure to changes in foreign currency
exchange rates on certain of the Group’s long-term debts
denominated in foreign currencies (Note 3.5.4).
Overall, the share of Ruble loans and borrowings (including
the effect of cross-currency swaps) amounted to 100%
as of 31 December 2021 (2020: 100%).
In accordance with the Group’s policies, the Group does
not enter into any treasury management transactions
of a speculative nature.
Foreign currency sensitivity
The following table demonstrates the sensitivity to a
reasonably possible change in the US Dollar and Euro
exchange rates, with all other variables held constant,
of the Group’s profit before tax (due to changes in the
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fair value and future cash flows of monetary assets and
liabilities). The Group’s exposure to foreign currency
changes for all other currencies is not material.

The movement in the pre-tax effect is a result of monetary
assets and liabilities denominated in currencies other than
the functional currency of the Company.
Credit risk
Credit risk is the risk that a counterparty will not meet
its obligations under a financial instrument or customer
contract, leading to a financial loss. The Group is exposed
to credit risk from its operating activities (primarily for trade
receivables) and from its financing activities, including
deposits with banks and financial institutions and other
financial instruments.
To manage the concentration of credit risk, the Group
deposits available cash with domestic branches
of international banks and a limited number of Russian
banks based on credit ratings issued by agencies
accredited by the Central Bank of Russia.
Deposit insurance is either not offered or only offered
in de minimis amounts in respect of bank deposits within
the Russian Federation.
The Group extends credit to certain counterparties,
principally international and national telecommunications
operators, for roaming services, to certain dealers and
to customers on post-paid tariff plans.

Liquidity risk

of counterparties based on their credit history and credit
ratings reviews. Other preventative measures to minimise
credit risk include obtaining advance payments, bank
guarantees and other security.
The maximum exposure to credit risk at the reporting
date is the carrying value of each class of financial assets
disclosed in Note 3.5.
The Group considers the concentration of risk with respect
to trade receivables to be low, as its customers are located
in several regions and industries and operate in largely
independent markets. Concentrations of credit risk with
respect to trade receivables are limited given that the
Group’s customer base is large and unrelated. Due to this
management believes there is no further credit risk provision
required in excess of the expected credit loss allowance
already recorded for trade and other receivables (Note 3.6).
The Group monitors its credit risk with regards to amounts
due from related parties (Note 3.5). This assessment
is undertaken each financial year by examining the
financial position of the debtor and the market in which
the debtor operates. As at 31 December 2021 the Group
recorded an allowance of 369 for expected credit losses
in respect of amounts owed by related parties (2020: 345).

The Group monitors its risk relating to a shortage of funds
using a recurring liquidity planning tool. The Group’s
objective is to maintain a balance between continuity
of funding and flexibility through the use of bank loans.
Approximately 39% of the Group’s loans and borrowings will
mature in less than one year as of 31 December 2021 (2020:
21%) based on the carrying value of loans and borrowings
reflected in the consolidated financial statements.
As of 31 December 2021, the Group has a net current
liability position. The Group believes it will continue to be
able to generate significant operating cash flows and that
adequate access to sources of funding and significant
amount of available credit lines are sufficient to meet
the Group’s requirements. Additionally, the Group can
defer capital expenditures if necessary in order to meet
short-term liquidity requirements. Accordingly, Group
management believes that cash flows from operating and
financing activities will be sufficient for the Group to meet
its obligations as they become due.

The table below summarises the maturity profile of the Group’s financial liabilities based on contractual undiscounted
payments:
Less than
More than
1 year
1-3 years
4-5 years
5 years
Total
31 December 2021
128,706

112,177

66,172

23,968

331,023

30

225

—

—

255

Trade and other payables

53,394

—

—

—

53,394

Lease liabilities

24,122

51,285

25,003

68,516

168,926

—

32

—

—

32

206,252

163,719

91,175

92,484

553,630

98,335

189,638

59,081

71,845

418,899

44,171

—

—

—

44,171

23,420

36,338

32,501

28,467

120,726

—

270

—

—

270

165,926

226,246

91,582

100,312

584,066

Loans and borrowings
Deferred consideration

Long-term accounts payable
Total 31 December 2021

31 December 2020
Loans and borrowings
Trade and other payables
Lease liabilities
Long-term accounts payable
Total 31 December 2020

The Group minimises its exposure to the risk by ensuring
that credit risk is spread across a number of counterparties,
and by continuously monitoring the credit standing
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Capital management
Capital includes equity attributable to the Group’s
shareholders. The primary objective of the Group’s capital
management is to ensure that it maintains a healthy credit
rating and healthy capital ratios in order to secure access
to debt and capital markets at all times and maximise
shareholder value. The Group manages its capital structure
and makes adjustments to it in light of changes in economic
conditions.
The Net Debt to OIBDA ratio is an important measure to
assess the capital structure in light of the need to maintain
a strong credit rating. Net Debt represents the carrying
amount of interest-bearing loans and borrowings less cash
and cash equivalents and current and non-current bank

deposits. As of 31 December 2021 the Net Debt to OIBDA
ratio was 1.65 (2020: 2.09).
Some loan agreements also have covenants based on Net
Debt to OIBDA ratios. The Group believes it has complied
with all the capital requirements imposed by external
parties.
Collateral
The Group did not pledge any collateral as security for its
financial liabilities at 31 December 2021 or 2020.
100% of the shares of Garden Ring (Note 3.4) have been
pledged as security for loans received by Garden Ring from
Sberbank, which are due to be repaid in 2026.

5.5. Group information
The consolidated financial statements of the Group include the following significant subsidiaries, joint ventures
and associates of MegaFon:
Country of
% equity interest
incorporaLegal entity
Type
Principal activities
tion
2021
2020

5.6. Segment information
Operating segments are reported in a manner consistent
with the internal reporting provided to the chief operating
decision-maker (“CODM”). The CODM is responsible for
allocating resources to and assessing the performance of
the operating segments. The Company’s CEO has been
designated as the CODM.
The Group manages its business primarily based on one
integrated geographical operating segment within Russia,
which represented the only reportable segment as of
31 December 2021 and which provided a broad range
of voice, data and other telecommunication services,
including wireless and wireline services, interconnection
services and value added services. The CODM evaluates
the performance of the Group’s operating segments based
on revenue and OIBDA. Total assets and liabilities are not
allocated to operating segments and are not analysed by
the CODM.

Management has presented the performance measure
OIBDA because it believes that this measure is relevant to
an understanding of the Group’s financial performance.
OIBDA is not a defined performance measure in IFRS. The
Group’s definition of OIBDA may not be comparable with
similarly titled performance measures used and disclosures
made by other entities.
Reconciliation of OIBDA to profit before tax for the years
ended 31 December is presented below:

2021

2020

147,741

147,786

Depreciation

(56,584)

(51,726)

Amortisation

(23,443)

(21,941)

(877)

(684)

(32,403)

(38,300)

11,255

8,937

(2,892)

(5,169)

16,729

—

(2,082)

(3,237)

OIBDA

JSC MegaFon Retail

subsidiary

Retail

Russia

100

100

LLC NetByNet Holding

subsidiary

Broadband internet

Russia

100

100

LLC Scartel

subsidiary

Wireless services

Russia

100

100

LLC MegaFon Finance

subsidiary

Transactions with
treasury shares

Russia

100

100

Finance income

JSC MegaLabs

subsidiary

New telecom services
development

Russia

100

100

Share of gain/(loss) of associates and joint ventures and
gain/(loss) from investment revaluations and disposal

JSC First Tower Company

subsidiary

Telecommunication
infrastructure

Russia

—

100

JSC New Towers

associate

Telecommunication
infrastructure

Russia

39.32

—

Gain on financial instruments, net

9,352

2,741

CJSC TT mobile

subsidiary

Integrated telecom

Tajikistan

75

75

Foreign exchange gain/(loss), net

984

(3,126)

AER Holding PTE.LTD (Note 3.4)

associate

e-commerce

Singapore

—

24,3

67,780

35,281

DTS Retail Limited (Note 3.4)

associate

Retail

Russia

26.49

26.49

JSC MF Technologies (Note 3.4)

associate

Holding company

Russia

—

45

JSC Sadovoe Koltso (Note 3.4)

joint venture

Corporate office

Russia

49.999

49.999

LLC Digital Invest (Note 3.4)

associate

Holding company

Russia

50

—

2021

2020

subsidiary
(2020:
associate)

Holding company
(2020: media and
production services)

Wireless services

281,809

274,475

JSC MF Digital (2020: LLC Digital
Holding (START)) (Note 3.4)

Russia

50

25

Wireline services

31,850

28,558

Sales of equipment and accessories

37,790

29,126

2,741

—

354,190

332,159

The Company holds interests in material subsidiaries, associates and joint ventures through a number of intermediary
holding companies.

Loss on disposal of non-current assets
Finance costs

Gain on disposal of FTC
Other non-operating expenses

Profit before tax
Disaggregation of revenue
In the following table revenue is disaggregated by major products and service lines:

Other
Total revenue

The Group’s revenue derives from contracts with customers.
Revenue from sales of equipment and accessories is
recognised at a point in time (generally, the time of sale),
186

Around 2.1% of the Group’s revenues and results are
generated by segments outside of Russia. No single
customer represents 10% or more of the consolidated
revenues.
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while service revenue is recognised over time as the services
are rendered to clients.
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5.7. Non-controlling interest
The only subsidiary of the Group that has a material NCI
is JSC MF Digital, which is based in Russia and is holding
investments in START acquired in the beginning of 2021
(Note 5.2). The carrying value of the NCI of JSC MF Digital
at 31 December 2021 is 2,091. For the year ended 31
December 2021 loss of 442 has been allocated to the NCI.
The summarised financial information of START is provided
below.
Summarised income statement for
the year ended 31 December 2021:
Revenue
Loss and total comprehensive loss for the period

The Group is assessing its foreign currency, interest rate,
credit and other market risks.

Svyaznoy guarantees

Under the 4G/LTE licences held by the Group as renewed in
2021, the Group has certain network coverage obligations
and obligations to use only Russian-made radio-electronic
devices and software for LTE development. The Group
is assessing the potential costs of implementing the
requirements.

As at 31 December 2021 and 31 December 2020 the Group
provided guarantees for obligations of the Svyaznoy group
to third parties in the amount of up to 12,700 (Note 5.3). The
guarantees remain in effect for one year after maturity of
the underlying obligation. The Group recorded a provision
for expected losses under the guarantees in the amount of
94 as at 31 December 2021 (31 December 2020: 94).

Equipment purchases agreements

Litigation

The Group has agreements to purchase equipment and
software for construction and modernisation of different
generations of telecommunication network. Software
usage agreements with two largest suppliers have been
extended during the year and are now effective for seven
years beginning from 2021. The agreements contain various
termination options, however the Group is specifically
committed under the agreements to pay at least an amount
equal to 25% or 50% of the fees due over the remainder
of the term for some of the base stations in use as at the
date of termination. The amount of the commitments
at31 December 2021 is 4,859 (31 December 2020: 8,644).

From time to time the Group, in the ordinary course of
business, the Company and its subsidiaries may be party
to various legal and tax proceedings, and subject to claims,
certain of which relate to the developing markets and
evolving fiscal and regulatory environments in which they
operate. In the opinion of management, the Company’s
and its subsidiaries’ liabilities, if any, in all pending
litigation, other legal proceedings or other matters, will not
have a material effect on the financial condition, financial
performance or liquidity of the Group.

(187)

Non-current assets

5,798

Current assets

4,039

Non-current liabilities

(2,227)

Current liabilities

(4,822)
2,788

Attributable to:
697
2,091

5.8. Commitments,
contingencies and uncertainties
Russian operating environment
During the years ended 31 December 2021 and 2020,
the Russian economy was impacted by the downturn
in the worldwide economy, introduction of lockdowns
and various restrictions on social activity in Russia and
in other countries, and the closure of borders, all as a
result of the extended coronavirus pandemic, as well as
fluctuations in prices of energy resources and the value
of the Russian Ruble and sanctions imposed on Russia by
several countries. The combination of the above resulted
in fluctuations in the cost of capital and uncertainty
regarding future economic growth.
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As of 31 December 2021 the Group’s management
estimated the possible effect of additional taxes,
before fines and interest, if any, on these consolidated
financial statements, if the authorities were successful
in enforcing different interpretations being taken
by them, to be in the amount of up to approximately 873
(31 December 2020: 893).

6,093

START

NCI

were introduced on supply of various goods and services
to Russian entities. In response to the sanctions described
above, the Russian government introduced certain currency
control measures while the Russian Central Bank increased
the key rate to 20%.

START

Summarised statement of financial position
as at 31 December 2021:

Equity holders of the Company

Management believes it is taking appropriate measures
to support the sustainability of the Group’s business
during the current difficult conditions. However, further
deterioration of the economic situation may negatively
impact the results and financial position of the Group.
Currently it is not feasible to assess the amount of the
possible impact.

The Group’s management believes that its interpretation of
the relevant legislation is appropriate and is in accordance
with the current industry practice, and that the Group’s tax,
currency and customs positions will be sustained. However,
the interpretations of the relevant authorities could differ.

4G/LTE licence capital commitments

Net decrease in cash and cash equivalents amounted to
465 for the year ended 31 December 2021.

Total equity

In February 2022, additional sanctions were introduced
by the United States of America, the European Union and
some other countries, which have led to depreciation of the
Russian Ruble, increased volatility of financial markets and
significantly increased the level of economic uncertainty in
the Russian business environment.

Taxation
Russian and Tajik tax, currency and customs legislation,
including transfer pricing legislation, are subject to varying
interpretations and changes, which can occur frequently.
Management’s interpretation of such legislation as
applied to transactions and activities of the Group may be
challenged by the relevant regional and federal authorities.
The tax authorities may take a position in their
interpretation and enforcement of the legislation which
is different to that of the Group, and as a result, it is
possible that transactions and activities that have not been
challenged in the past may now be challenged. Therefore,
additional taxes, penalties and interest may be assessed.
Fiscal periods remain open to review by the authorities in
respect of taxes for the three calendar years preceding
the current year. Under certain circumstances reviews may
cover longer periods.

Annual Report 2021

Significant depreciation of the Russian Ruble has resulted
in upward revaluation of US dollar and Euro denominated
borrowings, as well as cash and cash equivalents. The
Group’s foreign currency loans are 100% hedged and 95% of
loans are at fixed interest rates as was described in Note 5.4.
The Group is analysing with the counterparties its technical
ability to continue repayments in foreign currencies.
The negative impact on the Russian economy is likely to
increase the credit risk for many customers and result in
significant additional amount of expected credit losses
being recognised; however, the financial effect is currently
not possible to quantify.
The events described may reduce the Group’s revenue,
and also increase the discount rate. This may result in
impairment of the Group’s CGUs; however, the financial
effect is currently not possible to quantify.
Management expects that due to high volatility of foreign
currency exchange rates operating expenses of the Group
will increase. Also, due to restrictions introduced by various
countries, the Group is likely to face difficulties in supply of
some key components necessary for network maintenance
and development as well as equipment and accessories
for sale. The Group is currently in search of potential
alternatives.

Anti-terror laws

Ruble bonds

On 7 July 2016 the President of the Russian Federation
signed a package of anti-terror laws. The package requires
telecommunications operators to store all data, including
that from phone calls, messages, and data transmitted
by customers for certain time periods. This requires the
Group to establish additional data centers and invest in
data-processing technologies. The Group is working on the
implementation of the requirements and believes it complies
with the set requirements and timelines.

In January 2022 the Group redeemed in full at par its BO001P-05 in an aggregate principal amount of 20,000. The
Group initially issued these bonds in February 2019 with
a maturity of three years at an interest rate of 8.55% per
annum.

5.9. Events after the reporting
date
In recent days and weeks additional sanctions were
imposed by the United States of America, the European
Union and some other countries on the Russian government,
as well as major financial institutions and certain other
entities and individuals in Russia. In addition, restrictions

corp.megafon.ru

Loans and borrowings
In February 2022 the Group drew down a fixed-rate Ruble
denominated loan in the amount of 25,000. The loan is due
to be repaid in 2023.
New credit facility
In January 2022 the Group drew down the first tranche in
the amount of Euro 38 million (3,195 at the exchange rate
as of 31 December 2021) at a floating rate out of a Euro
150 million (12 611 at the exchange rate as of 31 December
2021) credit facility agreement signed in December 2021
to refinance equipment, software and related services
purchases. The loan is to be repaid semi-annually over
a term of 10.5 years.
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Corporate Governance
Code Compliance Report
The compliance with the
Code was assessed by the
Company in accordance with
the Recommendations on Preparation
of the Report on Compliance with
the Principles and Recommendations
of the Corporate Governance Code,
as well as the report on compliance
recommended by the Bank of Russia
(Letter of the Bank of Russia No. IN06-28/102 dated 27 December 2021).

This Corporate Governance Code (the Code) Compliance Report was discussed
by the Board of Directors of Public Joint Stock Company MegaFon (the
Company) at its meeting held on 16 May 2022 (Minutes No. 372 (436) dated
16 May 2022).
The Board of Directors certifies that all data in this Report contain full
and reliable information on compliance by the Company with the principles
and recommendations of the Code for 2021.

N

Corporate governance principles

1.1

The company shall ensure fair and equitable treatment of all shareholders in exercising their corporate governance rights.

1.1.1

The company ensures the most
favourable conditions for its
shareholders to participate
in the general meeting, develop
an informed position on agenda
items of the general meeting,
coordinate their actions, and voice
their opinions on items considered.

The company provides accessible means
of communication with the company,
such as a hotline, email or online forum,
to enable shareholders to express their
opinion and send questions on the agenda
in preparation for the general meeting.
The company performed the above actions
in advance of each general meeting held in
the reporting period.

The procedure for giving notice
of, and providing relevant
materials for, the general meeting
enables shareholders to properly
prepare for attending the general
meeting.

1. In the reporting period, the notice
of an upcoming general shareholders
meeting is posted (published) online on
the company’s website at least 30 days
prior to the date of the general meeting
unless a longer period is stipulated by law.
2. The notice of an upcoming meeting
indicates the documents required for
admission.
3. Shareholders were given access to the
information on who proposed the agenda
items and who proposed nominees to the
company’s board of directors and revision
commission (in case the establishment of
such a commission is stipulated by the
company’s charter).

1.1.2
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Compliance criteria

Compliance
status

N

Corporate governance principles

Compliance criteria

1.1.3

In preparing for, and holding of,
the general meeting, shareholders
were able to receive clear
and timely information on the
meeting and related materials,
put questions to the company’s
executive bodies and the board of
directors, and communicate with
each other.

1. In the reporting period, shareholders
were given an opportunity to put questions
to members of executive bodies and
members of the board of directors during
the period of preparing for, and holding of,
the general meeting.
2. The position of the board of directors
(including dissenting opinions entered
in the minutes, if any) on each item on
the agenda of general meetings held in
the reporting period was included in the
materials for the general meeting.
3. The company gave duly authorised
shareholders access to the list of persons
entitled to participate in the general
meeting, as from the date when such
list was received by the company, for all
general meetings held in the reporting
period.

There were no unjustified
difficulties preventing shareholders
from exercising their right to
request that a general meeting be
convened, propose nominees to
the company’s governing bodies
and make proposals for the
agenda of the general meeting.

1. The company’s charter stipulates that
shareholders have an opportunity to make
proposals for the agenda of the annual
general meeting for at least 60 days after
the end of the respective calendar year.
2. In the reporting period, the company
did not reject any proposals for the
agenda or nominees to the company’s
governing bodies due to misprints or other
insignificant flaws in the shareholder’s
proposal.

Each shareholder was able to
freely exercise their voting right in
the simplest and most convenient
way.

The company’s charter provides for
voting by filling in an electronic ballot on
the website specified in the notice of the
general meeting of shareholders.

Reasons for non-compliance

1.1.4

+
Full

+
Full

1.1.5
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Compliance
status

Reasons for non-compliance

+
Full

+
Full

–
None

Given the Company’s current shareholder
structure, this requirement is deemed
unnecessary.
Shareholders believe that the available
voting channels are sufficient.
For instance, when the new version of
the Charter, approved in early 2022, was
being prepared, the new channels for
submitting ballots weren't considered.
In case of changes in the shareholder
structure, the Company will consider
including such provisions in the Charter.
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N

Corporate governance principles

Compliance criteria

1.1.6

The procedure for holding a
general meeting set by the
company provides equal
opportunities for all persons
attending the meeting to voice
their opinions and ask questions.

1. During general meetings of shareholders
held in the reporting period in the form of
a meeting (joint presence of shareholders),
sufficient time was allocated for reports
on, and discussion of, the agenda items;
shareholders had an opportunity to voice
their opinions and ask questions relating to
the agenda.
2. The company invited nominees to the
company’s governing and control bodies
and took all necessary measures to ensure
their participation in the general meeting
of shareholders, at which their nominations
were put to vote. The nominees to the
company’s governing and control bodies
were available to answer shareholders’
questions at the general meeting of
shareholders.
3. The individual executive body, the
person responsible for accounting, the
chairman or other members of the audit
committee of the board of directors
were available to answer shareholders’
questions at general meetings of
shareholders held in the reporting period.
4. In the reporting period, the company
used telecommunications means for
remote access of shareholders to general
meetings, or the board of directors
reasonably decided that there was no
need (possibility) to use such means in the
reporting period.

1.2
1.2.1

194

Compliance
status

≈
Partial

Reasons for non-compliance

N

Corporate governance principles

Compliance criteria

1. The principle is complied with when
meetings are held in person. In 2021,
due to the spread of COVID-19 and
ensuing restrictions, General Meetings of
Shareholders were held in absentia.
In March 2022, shareholders also chose
to vote early and not participate in an
in-person meeting.
2–3. Due to the spread of COVID-19
and ensuing restrictions, all General
Meetings of Shareholders were held in
absentia in 2021. However, nominees to
the Board of Directors, CEO and Chief
Accountant were available by e-mail and
phone to answer shareholders’ questions
in preparation for general meetings of
shareholders.
4. The use of filming equipment, video
and/or audio recording devices during
the General Meeting of Shareholders, as
well as video and/or audio broadcast of
the General Meeting of Shareholders is
prohibited by the Company’s Regulations
on the General Meeting of Shareholders
to prevent unauthorised disclosure of
the Company’s insider and confidential
information.
In the new version of the Regulations,
approved by resolution of the General
Meeting of Shareholders on 2 February
2022, this provision has remained
unchanged.

1.2.2

The company does not resolve to
pay out dividends if such payout,
while formally compliant with law,
is economically unjustified and
may lead to a false representation
of the company’s performance.

The company’s regulations on the dividend
policy clearly identify financial/economic
circumstances under which the company
shall not pay out dividends.

The company does not allow
for dividend rights of its existing
shareholders to be impaired.

In the reporting period, the company did
not take any actions that would lead to
the impairment of the dividend rights of its
existing shareholders.

The company makes every
effort to prevent its shareholders
profiting from the company
through any means other than
dividends and liquidation value.

In the reporting period, there were no other
ways for persons controlling the company
to profit from the company other than
dividends (for example, through transfer
pricing, unjustified provision of overpriced
services to the company by the controlling
person, or internal loans to the controlling
person and/or their controlled persons as
substitution for dividends).

Shareholders have equal and fair rights to share profits of the company by receiving dividends.
The company has developed and
introduced a transparent and
clear mechanism for determining
the dividend amount and paying
dividends.

1. The company’s regulations on the
dividend policy are approved by the board
of directors and disclosed on the company’s
website.
2. If the dividend policy of the company
that prepared consolidated financial
statements uses reporting figures to
determine the dividend amount, then
relevant provisions of the dividend policy
take into account the consolidated financial
statements.
3. The rationale for the proposed net
profit distribution, including for dividend
payout and for the company’s needs,
and an assessment of its compliance
with the company’s dividend policy, with
explanations and economic rationale for
the need to allocate a certain portion of
net profit to the company’s own needs
in the reporting period, were included in
the materials for the general meeting of
shareholders, whose agenda included profit
distribution (including dividend payout
(declaration)).

≈
Partial

1–2. Full compliance.
3. At the time of passing resolutions
on dividend payout in 2021, this
recommendation concerning the contents
of materials for the General Meeting of
Shareholders was not issued.
When discussing dividend payout
(declaration) in 2022, the Board of
Directors will review the structure and
contents of materials for the General
Meeting of Shareholders.

Annual Report 2021

1.2.3

1.2.4

Compliance
status

Reasons for non-compliance

+
Full

+
Full

≈
Partial

The Company has in place a mechanism
to grant loans to its controlling person.
Information on such transactions is timely
disclosed by the Company in the cases,
time and manner prescribed by law.
Given the current shareholder structure,
shareholder interests and rights are not
violated by such transactions.

1.3

The corporate governance system and practices ensure equal conditions for all shareholders owning the same type (class) of shares,
including minority and non-resident shareholders, and their equal treatment by the company.

1.3.1

The company has created
conditions for fair treatment
of each shareholder by the
company’s governing and control
bodies, including conditions
that rule out abuse by major
shareholders against minority
shareholders.

In the reporting period, the company’s
controlling persons did not abuse
their rights in respect to the company
shareholders; there were no conflicts of
interest between the controlling persons
and shareholders, and if any, the board
of directors paid due attention to such
conflicts.

The company does not take any
actions that lead or may lead
to artificial redistribution of
corporate control.

No quasi-treasury shares were issued or
used to vote in the reporting period.

1.3.2

+
Full

+
Full

1.4

Shareholders are provided with reliable and efficient means of recording their rights to shares and are able to freely dispose of their
shares without any hindrance.

1.4

Shareholders are provided with
reliable and efficient means of
recording their rights to shares
and are able to freely dispose
of their shares without any
hindrance.

corp.megafon.ru

The company registrar’s technologies
and terms of services are aligned with the
needs of the company and its shareholders
and ensure most efficient means of
recording their rights to shares and
exercising of shareholder rights.

+
Full
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Corporate governance principles

2.1

The board of directors carries out the strategic management of the company, determines key principles of, and approaches to, setting up
a corporate risk management and internal control system, oversees the activities of the company’s executive bodies and performs other
key functions.

2.1.1

2.1.2

196

The board of directors is
responsible for appointing and
dismissing executive bodies,
including due to improper
performance of their duties. The
board of directors also ensures
that the company’s executive
bodies act in accordance with the
company’s approved development
strategy and core lines of
business.

The board of directors sets
key long-term targets for the
company, assesses and approves
its key performance indicators
and key business goals, as well as
the strategy and business plans
for the company’s core lines of
business.

Compliance criteria

1. The board of directors has the authority
stipulated in the charter to appoint and
remove members of executive bodies and
to set out the terms and conditions of their
contracts.
2. In the reporting period, the nomination
(appointments, HR) committee (the
‘nomination committee’) assessed the
professional qualifications, skills and
experience of members of executive bodies
for compliance with the company’s current
and anticipated needs in line with by the
company’s approved strategy.
3. In the reporting period, the board
of directors reviewed the report(s) by
the individual executive body and the
collective executive body (if any) on the
implementation of the company’s strategy.

At its meetings in the reporting period,
the board of directors reviewed strategy
implementation and updates, approval
of the company’s financial and business
plan (budget), as well as criteria and
performance (including interim) of the
company’s strategy and business plans.

Compliance
status

≈
Partial

Reasons for non-compliance

1. In accordance with the Company’s
Charter, appointment and removal of
members of executive bodies fall within
the authority of the General Meeting of
Shareholders.
In the Company’s opinion, this matter
is reserved solely to the Company’s
supreme governing body as highly
important in terms of controlling the
Company’s executive bodies.
The Board of Directors reviews nominees
to executive bodies and presents its
recommendations to shareholders. The
Board is also authorised to convene a
General Meeting of Shareholders to elect
or dismiss executive bodies.
This approach was formalised in the
Charter over 18 years ago and is
supported by MegaFon shareholders.
When approving the new version of the
Charter on 2 February 2022, the General
Meeting of Shareholders did not consider
any changes to these provisions.
Should the shareholders’ approach
change, the Company will make
corresponding amendments to its
Charter.
2–3. Full compliance.

N

Corporate governance principles

Compliance criteria

2.1.3

The board of directors determines
the company’s principles of, and
approaches to, setting up a risk
management and internal control
system.

1. The company’s principles of, and
approaches to, setting up a risk
management and internal control system
are determined by the board of directors
and set out in the company’s internal
documents on risk management and
internal control policy.
2. In the reporting period, the board
of directors approved (reviewed) the
company’s acceptable risk level (risk
appetite), or the audit committee and/
or risk committee (if any) reviewed the
appropriateness of including the review of
the company’s risk appetite in the agenda
of the board of directors.

The board of directors determines
the company’s policy on
remuneration payable to, and/
or reimbursement (compensation)
of costs incurred by, directors,
executive bodies and other key
executives of the company.

1. The company has developed and put in
place a remuneration and reimbursement
(compensation) policy (policies), approved
by the board of directors, for directors,
executive bodies and other key executives.
2. In the reporting period, the board of
directors discussed matters related to such
policy (policies).

The board of directors plays a
key role in preventing, identifying
and resolving internal conflicts
between the company’s bodies,
shareholders and employees.

1. The board of directors plays a key role
in preventing, identifying and resolving
internal conflicts.
2. The company has set up mechanisms to
identify transactions leading to a conflict
of interest and to resolve such conflicts.

The board of directors plays
a key role in ensuring that the
company is transparent, timely
and fully discloses its information
and provides its shareholders
with unhindered access to the
company’s documents.

The company’s internal documents
designate persons responsible for
implementing the information policy.

The board of directors controls the
company’s corporate governance
practices and plays a key role in
its significant corporate events.

In the reporting period, the board of
directors reviewed the results of selfassessment or external assessment of
the company’s corporate governance
practices.

2.1.4

2.1.5

2.1.6

+
Full

2.1.7

Annual Report 2021
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Compliance
status

Reasons for non-compliance

+
Full

+
Full

+
Full

+
Full

–
None

In 2021, the Board of Directors deemed
self-assessment unnecessary due to
changes in the composition of the Board
of Directors after the Annual General
Meeting of Shareholders.
The Board of Directors will be invited to
consider conducting an assessment at
the end of the next reporting period.

197

e s

rvic

upe

Appendix | Corporate Governance Code Compliance Report

rse

N

Corporate governance principles

2.2

The board of directors is accountable to the company shareholders.

2.2.1

Performance of the board of
directors is disclosed and made
available to the shareholders.

2.2.2

2.3
2.3.1

2.3.2

198

The chairman of the board
of directors is available to
communicate with the company
shareholders.

Compliance criteria

1. The company’s annual report for the
reporting period includes the information
on individual attendance at meetings of
the board of directors and committees.
2. The annual report contains key results
of the board of directors’ performance
evaluation (self-evaluation) in the
reporting period.

The company has in place a transparent
procedure enabling its shareholders to
forward questions to the chairman of
the board of directors (and to the senior
independent director, if any) and receive
answers.

Compliance
status

–
None

Reasons for non-compliance

1. Taking into account the Company’s
shareholder structure, the Company
considers the disclosure of meeting
attendance information to be excessively
detailed.
2. In the reporting period, performance
of the Company’s Board of Directors was
not evaluated as the composition of the
Board of Directors changed after the
Annual General Meeting of Shareholders.
The Board of Directors will be invited to
consider conducting an evaluation at the
end of the next reporting period.

In the reporting period, the board of
directors (or its nomination committee)
assessed nominees to the board of
directors for required experience,
expertise, business reputation, absence of
conflicts of interest, etc.

The company’s directors are
elected via a transparent
procedure that enables
shareholders to obtain information
on nominees sufficient to judge
on their personal and professional
qualities.

Whenever throughout the reporting period
the agenda of the general meeting of
shareholders included election of the
board of directors, the company provided
to shareholders the biographical details
of all nominees to the board of directors,
the assessment results of their professional
qualifications, experience and skills in
connection with the company’s needs,
carried out by the board of directors
(or its nomination committee), and the
information on whether the nominee meets
the independence criteria set forth in
Recommendations 102–107 of the Code,
as well as the nominees’ written consent to
be elected to the board of directors.

Corporate governance principles

Compliance criteria

2.3.3

The board of directors has a
balanced membership, including in
terms of directors’ qualifications,
experience, expertise and business
skills, and has the trust of
shareholders.

In the reporting period, the board of
directors reviewed its requirements to
professional qualifications, experience and
skills and identified competencies needed
by the board of directors in the short and
long term.

The company has a sufficient
number of directors to organise
the board of directors’ activities in
the most efficient way, including
the ability to set up committees of
the board of directors and enable
the company’s significant minority
shareholders to elect a nominee
to the board of directors for whom
they vote.

In the reporting period, the board of
directors considered whether the number
of directors met the company’s needs and
shareholders’ interests.

2.3.4

+
Full

The board of directors manages the company in an efficient and professional manner and is capable of making fair and independent
judgements and adopting resolutions in the best interests of the company and its shareholders.
Only persons of impeccable
business and personal reputation
who have the knowledge, expertise
and experience required to make
decisions within the authority
of the board of directors and
essential to performing its
functions in an efficient way are
elected to the board of directors.

N

+
Full

+
Full

Annual Report 2021

2.4

The board of directors includes a sufficient number of independent directors.

2.4.1

An independent director is
a person who is sufficiently
professional, experienced and
independent to develop their
own position, and capable of
making unbiased judgements in
good faith, free of influence by
the company’s executive bodies,
individual groups of shareholders,
or other stakeholders.
It should be noted that a
nominee (elected director) who
is related to the company, its
significant shareholder, significant
counterparty or competitor, or is
related to the government, may
not be considered as independent
under normal circumstances.

corp.megafon.ru

In the reporting period, all independent
directors met all independence criteria set
out in Recommendations 102–107 of the
Code, or were deemed independent by
resolution of the board of directors.

Compliance
status

–
None

Reasons for non-compliance
In the reporting period, performance of
the Company’s Board of Directors was
not evaluated as the composition of the
Board of Directors changed after the
Annual General Meeting of Shareholders.
The Board of Directors will be invited to
consider conducting an evaluation at the
end of the next reporting period.

+
Full

+
Full
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Corporate governance principles

Compliance criteria

2.4.2

The company assesses compliance
of nominees to the board of
directors and reviews compliance
of independent directors with
independence criteria on a
regular basis. In such assessment,
substance should prevail over
form.

1. In the reporting period, the board of
directors (or its nomination committee)
made a judgement on the independence
of each nominee to the board of directors
and provided its opinion to shareholders.
2. In the reporting period, the board of
directors (or its nomination committee)
reviewed, at least once, the independence
of incumbent directors (after their
election).
3. The company has in place procedures
defining the actions to be taken by
directors if they cease to be independent,
including the obligation to timely notify
the board of directors thereof.

2.4.3

2.4.4

200

Independent directors make up at Independent directors make up at least
least one third of elected directors. one third of directors.

Independent directors play a key
role in preventing internal conflicts
in the company and in ensuring
that the company performs
material corporate actions.

In the reporting period, independent
directors (who do not have a conflict of
interest) ran a preliminary assessment
of material corporate actions implying a
potential conflict of interest and submitted
the results to the board of directors.

Compliance
status

N

Corporate governance principles

+

2.5

The chairman of the board of directors ensures that the board of directors discharges its duties in the most efficient way.

Full

2.5.1

The board of directors is chaired
by an independent director, or
a senior independent director
is chosen from among the
elected independent directors
to coordinate the activities of
independent directors and enable
the interaction with the chairman
of the board of directors.

1. The board of directors is chaired by
an independent director, or a senior
independent director is chosen from
among the independent directors.
2. The role, rights and duties of the
chairman of the board of directors (and,
if applicable, of the senior independent
director) are duly set out in the company’s
internal documents.

The chairman of the board of
directors maintains a constructive
environment at meetings, enables
free discussion of agenda items
and supervises the execution of
resolutions passed by the board of
directors.

Performance of the chairman of the board
of directors was assessed as part of the
board of directors’ performance evaluation
(self-evaluation) in the reporting period.

The chairman of the board of
directors takes all steps necessary
for the timely provision to directors
of information required to pass
resolutions on agenda items.

The company’s internal documents set out
the duty of the chairman of the board of
directors to take all steps necessary for
the timely provision to directors of full and
reliable information regarding items on the
agenda of a board meeting.

–
None

+
Full

Reasons for non-compliance

As at 31 December 2021, the Company
shares were included in the Third Level
Quotation List of the Moscow Exchange.
The Listing Rules of the Moscow Exchange
do not require that independent directors
be present on the board of directors of a
company whose securities are included in
the Third Level Quotation List.
In 2021, one independent director was
elected to the Company’s Board of
Directors. He also served as Deputy
Chairman of the Board of Directors and
headed the Audit Committee. The rest of
the Board of Directors were non-executive
directors as at 31 December 2021.
Given the Company’s shareholder
structure in the reporting period, the
Company believes that the current Board
of Directors has the optimal number
of members and meets shareholders’
interests.
In the reporting period, the Company did
not perform any corporate actions that
could lead to a conflict of interest.

Annual Report 2021

2.5.2

2.5.3

Compliance criteria

Compliance
status

≈
Partial

–
None

Reasons for non-compliance

1. The Company and the Board of
Directors believe that the nominee’s
personal and professional qualities
should be taken into account when
selecting the Chairman.
In this regard, by a unanimous resolution
of the Board of Directors, non-executive
director with vast experience in the
telecommunications industry, unmatched
management skills, deep knowledge
of the Company’s business areas and
specific business profile remained as the
BoD Chairman throughout the reporting
period; in BoD opinion, these qualities
ensured the effective performance of
the Board of Directors and a balance
between the rights and interests of
shareholders and business needs.
In addition, Board of Directors Chairman
has a unique experience in managing
media assets. Independent member of
the Board of Directors, was the Deputy
Chairman of the Board of Directors and
the Chairman of the Audit Committee,
and was actively involved in discussing
and considering of all matters handled by
the Board of Directors.
2. Full compliance.
In the reporting period, performance of
the Company’s Board of Directors was
not evaluated as the composition of the
Board of Directors changed after the
Annual General Meeting of Shareholders.
The Board of Directors will be invited to
consider conducting an evaluation at the
end of the next reporting period.

+
Full

2.6

Directors act reasonably and in good faith in the best interests of the company and its shareholders, on a fully informed basis and with
due care and diligence.

2.6.1

Directors pass resolutions on
a fully informed basis, with no
conflict of interest, subject to
equal treatment of the company
shareholders, and assuming
normal business risks.

corp.megafon.ru

1. The company’s internal documents
stipulate that a director should notify the
board of directors of any existing conflict
of interest as to any agenda item of a
meeting of the board of directors or its
committee, prior to discussing the relevant
agenda item.
2. The company’s internal documents
stipulate that a director should abstain
from voting on any item in connection with
which they have a conflict of interest.
3. The company has in place a procedure
enabling the board of directors to get
professional advice on matters within its
remit at the expense of the company.

+
Full
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Corporate governance principles

Compliance criteria

2.6.2

The rights and duties of
directors are clearly stated and
incorporated in the company’s
internal documents.

The company has adopted and published
an internal document that clearly defines
the rights and duties of directors.

Directors have sufficient time to
perform their duties.

1. Individual attendance at board and
committee meetings, as well as sufficiency
of time to discharge duties on the board
of directors, including its committees,
were reviewed as part of performance
evaluation (self-evaluation) of the board of
directors in the reporting period.
2. In accordance with the company’s
internal documents, directors should notify
the board of directors of their intentions
to be elected to governing bodies of
other entities (apart from the company’s
controlled entities), and of their election to
such bodies.

2.6.3

2.6.4

202

All directors have equal access
to the company’s documents
and information. Newly elected
members of the board of directors
are furnished with sufficient
information about the company
and the board of directors’
performance as soon as possible.

1. In accordance with the company’s
internal documents, directors are entitled
to access information and documents
regarding the company and its controlled
entities, necessary to discharge their
duties, while executive bodies of the
company should furnish all relevant
information and documents.
2. The company has in place a formalised
induction programme for newly elected
members of the board of directors.

Compliance
status

Reasons for non-compliance

+

Corporate governance principles

Compliance criteria

2.7.2

The company’s internal
regulations formalise a procedure
for preparing for, and holding,
meetings of the board of directors,
enabling members of the board of
directors to properly prepare for
such meetings.

1. The company has an approved internal
document that describes the procedure
for preparing for, and holding, meetings
of the board of directors and stipulates, in
particular, that the notice of the meeting
is to be given, as a rule, at least five days
prior to such meeting.
2. In the reporting period, members of
the board of directors who were absent
from in-person meetings were given the
opportunity to participate in discussions
and vote remotely via conference calls and
videoconferencing.

The format of the meeting
of the board of directors is
determined taking into account
the importance of its agenda
items. The most important matters
are dealt with at meetings of the
board of directors held in person.

The company’s charter or internal
document provides for the most important
matters (including those set out in
Recommendation 168 of the Code) to
be passed at meetings of the board of
directors held in person.

Resolutions on most important
matters relating to the company’s
operations are passed at a
meeting of the board of directors
by a qualified majority or by a
majority of all elected directors

The company’s charter provides for
resolutions on the most important matters,
including those set out in Recommendation
170 of the Code, to be passed at a meeting
of the board of directors by a qualified
majority of at least three quarters or by a
majority of all elected directors.

Full

≈
Partial

1. In the reporting period, performance
of the Company’s Board of Directors was
not evaluated as the composition of the
Board of Directors changed after the
Annual General Meeting of Shareholders.
The Board of Directors will be invited to
consider conducting an evaluation at the
end of the next reporting period.
2. Full compliance.
2.7.3

≈
Partial

1. In accordance with internal documents,
members of the Board of Directors are
provided with any information necessary
for them to make decisions within the
competence of the Board of Directors.
In the Company’s real-life operations
such information is provided, including
information on the Company’s controlled
entities.
The Company does not deem it
appropriate to further detail this list and
therefore does not plan to amend the
internal documents regulating the Board
of Directors’ activities in the near future.
2. Full compliance.

2.7

Meetings of the board of directors, preparation for such meetings and participation of directors ensure efficient performance by the
board of directors.

2.7.1

Meetings of the board of directors
are held as needed, taking into
account the scale of operations
and goals of the company at a
particular time.

The board of directors held at least six
meetings in the reporting year.

N

+

2.7.4

Full

Annual Report 2021
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Compliance
status

Reasons for non-compliance

+
Full

≈
Partial

≈
Partial

In fact, all matters listed in
Recommendation 168 of the Code are
duly considered by the Board of Directors
at meetings held in person. The Company
holds in-person meetings of the Board
of Directors on a quarterly basis. The
agenda of these meetings comprises the
most significant matters relating to the
Company’s operations, which must be
discussed by the Board members.
The Company does not believe that
this principle should be formalised in
internal documents, since in practice
other matters may arise which require
immediate decision when personal
presence of the Board members
is impossible (including due to
the restrictions caused by the COVID-19
pandemic).
The Company’s Charter does not
provide for a qualified majority to pass
resolutions on all matters set out in
Recommendation 170 of the Code. The
simple majority of directors’ votes on
such matters is deemed sufficient to
comply with shareholder interests, as the
Company’s Charter was approved by the
General Meeting of Shareholders.
The Company has no plans to make any
amendments to the Company’s Charter
in this regard.
However, in the reporting year, all
resolutions on such matters were in fact
passed unanimously by all directors.
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Corporate governance principles

2.8

The board of directors sets up committees for preliminary consideration of the most important matters related to the company’s
operations.

2.8.1

An audit committee comprised
of independent directors was set
up to preview matters related
to controlling the company’s
financial and business activities.

1. The board of directors set up an
audit committee comprised solely of
independent directors.
2. The company’s internal documents
set out the tasks of the audit committee,
including those listed in Recommendation
172 of the Code.
3. At least one member of the audit
committee represented by an independent
director has experience and knowledge
of preparing, analysing, assessing and
auditing accounting (financial) statements.
4. In the reporting period, meetings of the
audit committee were held at least once a
quarter.

To preview matters related
to adopting an efficient and
transparent remuneration scheme,
a remuneration committee was
set up, comprised of independent
directors and headed by an
independent director who is not
the chairman of the board of
directors.

1. The board of directors set up a
remuneration committee comprised solely
of independent directors.
2. The remuneration committee is chaired
by an independent director who is not the
chairman of the board of directors.
3. The company’s internal documents
set out the tasks of the remuneration
committee, including those listed in
Recommendation 180 of the Code,
and conditions (events) that cause the
remuneration committee to consider
revising the company’s policy on
remuneration of directors, executive bodies
and other key executives.

2.8.2

204

Compliance criteria

Compliance
status

≈
Partial

≈
Partial

Reasons for non-compliance

N

Corporate governance principles

Compliance criteria

2.8.3

To preview matters related to
talent management (succession
planning), professional
composition and efficiency of the
board of directors, a nomination
(appointments, HR) committee was
set up, predominantly comprised
of independent directors.

1. The board of directors set up a
nomination committee (or its tasks listed
in Recommendation 186 of the Code
are fulfilled by another committee)
predominantly comprised of independent
directors.
2. The company’s internal documents set
out the tasks of the nomination committee
(or the tasks of the committee with
combined functions), including those listed
in Recommendation 186 of the Code.
3. To align the composition of the board
of directors with the company’s goals
and objectives in full, in the reporting
period, either the nomination committee
independently or jointly with other
committees of the board of directors or
the company’s authorised shareholder
relations unit ensured that shareholder
relations were not limited to the largest
shareholders in the process of selecting
nominees to the company’s board of
directors.

Given the scale of operations and
level of risk, the company’s board
of directors has ensured that the
composition of its committees
fully meets the company’s
business objectives. Additional
committees were either set up or
not deemed necessary (strategy
committee, corporate governance
committee, ethics committee, risk
management committee, budget
committee, health, safety and
environment committee, etc.).

In the reporting period, the company’s
board of directors considered whether
the board composition was in line with
the scale and nature of the company’s
business goals and needs as well as its risk
profile. Additional committees were either
set up or not deemed necessary.

1. The Company has in place its Audit
Committee.
In the reporting year, the Audit
Committee was chaired by the
independent member of the Board of
Directors, and included non-executive
directors. The Company believes that the
extensive professional experience of all
Committee members and their knowledge
of analyzing, assessing and auditing
accounting (financial) statements ensure
the Committee’s strong performance.
2. Full compliance.
3. Full compliance.
4. Full compliance.
1–2. The Company has in place its
Remuneration and Nominations
Committee. The Committee is composed
so as to perform in the most efficient
way the core functions and tasks
assigned thereto in accordance with
the Regulations. In addition, the
requirements of the Committee to
skill sets, as well as skills, professional
expertise and experience of each
member of the Company’s Board of
Directors, their personal schedules and
preferences were taken into account.
An independent member of the Board of
Directors, was able to discuss key items
on the Committee’s agenda at in-person
meetings, as part of the Chairman’s
report, and to express his opinion on
matters submitted for absentee voting
upon the Committee’s recommendation.
3. The tasks of the Remuneration and
Nominations Committee are set out in the
Regulations on the Committee, the latest
version of which was approved by the
Board of Directors on 23 December 2021.
Remuneration policies are reviewed by
the Company’s competent authorities
as appropriate. The Company believes
that this process requires no additional
regulation.

Annual Report 2021

2.8.4

corp.megafon.ru

Compliance
status

≈
Partial

Reasons for non-compliance
1. The functions of the nomination
committee are performed in the
Company by the Remuneration
and Nominations Committee. The
Remuneration and Nominations
Committee is composed so as to perform
as efficiently as possible the core
functions and tasks assigned thereto
in accordance with the Regulations.
In addition, the requirements of the
Committee to skill sets, as well as skills,
professional expertise and experience of
each member of the Company’s Board of
Directors, their personal schedules and
preferences were taken into account.
An independent member of the Board of
Directors was able to discuss key items
on the Committee’s agenda at in-person
meetings, as part of the Chairman’s
report, and to express his opinion on the
matters submitted for absentee voting
upon the Committee’s recommendation.
2–3. Full compliance.

+
Full
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Corporate governance principles

Compliance criteria

2.8.5

Committees are composed so
as to enable comprehensive
discussions of matters under
preview, taking into account the
diversity of opinions.

1. In the reporting period, the audit
committee, the remuneration committee
and the nomination committee (or the
committee with combined functions) were
headed by independent directors.
2. The company’s internal documents
(policies) include provisions stipulating that
persons who are not members of the audit
committee, the nomination committee
and the remuneration committee (or the
committee with combined functions)
may attend committee meetings only by
invitation of the chairman of the respective
committee.

2.8.6

In the reporting period, committee
chairmen reported to the board of
directors on the performance of
committees on a regular basis.

≈
Partial

Reasons for non-compliance

N

Corporate governance principles

1. The Audit Committee was headed by
independent member of the Board of
Directors. The other committees were
headed by non-executive directors.
Decisions on election of the Committees’
chairpersons were taken unanimously by
all members of the Board of Directors.
At the invitation of the chairpersons,
independent director was actively
involved in the work of these committees
and in discussing key items on the
agenda (in particular, those related
to designing bonus programmes and
determining strategic directions of the
Company’s development).
2. Full compliance.

3.1

The company’s corporate secretary ensures efficient ongoing interaction with shareholders, coordinates the company’s efforts to protect
shareholder rights and interests and support efficient performance of the board of directors.

3.1.1

The corporate secretary has
the expertise, experience and
qualifications sufficient to perform
his/her duties, as well as an
impeccable reputation and the
trust of shareholders.

The biographical data of the corporate
secretary (including age, education,
qualifications and experience) are
published on the corporate website and in
the company’s annual report along with
information on the positions held in the
governing bodies of other legal entities
during at least the last five years.

The corporate secretary is
sufficiently independent of the
company’s executive bodies and
has the powers and resources
required to perform his/her tasks.

1. The company has adopted and
published an internal document –
regulations on the corporate secretary.
2. The board of directors approves the
corporate secretary, terminates his/her
powers and considers paying him/her
additional remuneration.
3. The company’s internal documents
stipulate the corporate secretary’s right to
request and receive corporate documents
and information from the company’s
governing bodies, business units and
officers.

3.1.2

+
Full

2.9

The board of directors ensures performance evaluation of the board of directors, its committees and members of the board of directors.

2.9.1

The board of directors’
performance evaluation is aimed
at determining the efficiency
of the board of directors, its
committees and members,
consistency of their work with the
company’s growth requirements,
as well as at bolstering the work
of the board of directors and
identifying areas for improvement.

1. The company’s internal documents
outline the procedures for performance
evaluation (self-evaluation) of the board of
directors.
2. Self-evaluation or external evaluation
of the board of directors’ performance
carried out in the reporting period included
performance evaluation of committees,
individual directors and the board of
directors in general.
3. Results of evaluation (self-evaluation)
of the board of directors’ performance
carried out in the reporting period were
reviewed at the meeting of the board of
directors held in person.

Performance of the board of
directors, its committees and
members is evaluated regularly
at least once a year. An external
advisor is engaged at least once
in three years to conduct an
independent evaluation of the
board of directors’ performance.

The company engaged an external advisor
to conduct an independent evaluation of
the board of directors’ performance at
least once over the last three reporting
periods.

2.9.2

206

Committee chairmen inform
the board of directors and its
chairman on the performance
of their committees on a regular
basis.

Compliance
status

–
None

–
None

In the reporting period, performance of
the Company’s Board of Directors was
not evaluated as the composition of the
Board of Directors changed after the
Annual General Meeting of Shareholders.
The Board of Directors will be invited to
consider conducting an evaluation at the
end of the next reporting period.
If a decision to conduct an evaluation
(self-evaluation) is made in the next
reporting period, the Board of Directors
will also be invited to consider formalising
certain procedures.

In the reporting period, performance of
the Company’s Board of Directors was
not evaluated as the composition of the
Board of Directors changed after the
Annual General Meeting of Shareholders.
The Company may consider carrying
out an independent evaluation after the
annual self-evaluation in the next period.

Annual Report 2021

Compliance criteria

Compliance
status

Reasons for non-compliance

+
Full

+
Full

4.1

Remuneration payable by the company is sufficient to attract, motivate and retain people with competencies and qualifications required
by the company. Remuneration payable to directors, executive bodies and other key executives of the company is in compliance with the
approved remuneration policy of the company.

4.1.1

The amount of remuneration
paid by the company to
directors, executive bodies and
other key executives creates
sufficient incentives for them to
work efficiently while enabling
the company to engage and
retain competent and qualified
specialists. At the same time, the
company avoids unnecessarily
high remuneration, as well as
unjustifiably large gaps between
remunerations of the above
persons and the company’s
employees.

corp.megafon.ru

Remuneration of directors, executive
bodies and other key executives of the
company is determined taking into
account a comparative analysis of
remuneration in peer companies.

+
Full
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Corporate governance principles

Compliance criteria

4.1.2

The company’s remuneration
policy is devised by the
remuneration committee and
approved by the board of
directors. The board of directors,
assisted by the remuneration
committee, ensures control
over the introduction and
implementation of the company’s
remuneration policy, revising and
amending it as required.

In the reporting period, the remuneration
committee considered the remuneration
policy (policies) and/or its (their)
introduction practices, evaluated their
effectiveness and transparency and
provided relevant recommendations to the
board of directors on revising the policy
(policies) as required.

The company’s remuneration
policy includes transparent
mechanisms for determining the
amount of remuneration due
to directors, executive bodies
and other key executives of
the company, and regulates
all types of expenses, benefits
and privileges provided to such
persons.

The company’s remuneration policy
(policies) includes (include) transparent
mechanisms for determining the amount
of remuneration due to directors, executive
bodies and other key executives of the
company, and regulates (regulate) all
types of expenses, benefits and privileges
provided to such persons.

The company defines a policy on
reimbursement (compensation)
of expenses detailing a list of
reimbursable expenses and
specifying service levels that
directors, executive bodies and
other key executives of the
company may claim. Such policy
can make part of the company’s
remuneration policy.

The remuneration policy (policies) defines
(define) the rules for reimbursement of
expenses incurred by directors, executive
bodies and other key executives of the
company.

4.1.3

4.1.4

Reasons for non-compliance

+

N

Corporate governance principles

Compliance criteria

4.2.3

The company does not provide
for any extra payments or
compensations in the event of
early termination of directors’
tenure resulting from the change
of control or any other reasons.

The company does not provide for any
extra payments or compensations in the
event of early termination of directors’
tenure resulting from the change of control
or any other reasons.

Full

Remuneration due to members
of executive bodies and other
key executives of the company is
determined in a manner providing
for reasonable and justified ratio
of the fixed and variable parts
of remuneration, depending on
the company’s results and the
employee’s personal contribution.

1. In the reporting period, annual
performance targets approved by the
board of directors were used to determine
the amount of the variable part of
remuneration due to members of executive
bodies and other key executives of the
company.
2. During the latest assessment of the
remuneration system for members of
executive bodies and other key executives
of the company, the board of directors
(remuneration committee) made sure that
the company applies efficient ratio of the
fixed and variable parts of remuneration.
3. When determining the amount of
remuneration to be paid to members of
executive bodies and other key executives,
the company takes into account its risks
in order not to encourage excessively risky
management decisions.

The company has in place a
long-term incentive programme
for members of executive bodies
and other key executives of the
company with the use of the
company’s shares (options and
other derivative instruments where
the company’s shares are the
underlying asset).

If the company has in place a longterm incentive programme for members
of executive bodies and other key
executives of the company that involves
company shares (share-based financial
instruments), this programme implies
that the right to dispose of such shares
and financial instruments takes effect at
least three years after they are granted.
The right to dispose of such shares or
other financial instruments is linked to the
company’s performance targets.

+

4.3.2

The company pays fixed annual
remuneration to its directors.
The company does not pay
remuneration for attending
particular meetings of the board
of directors or its committees.
The company does not apply any
form of short-term motivation or
additional financial incentive for
its directors.

1. In the reporting period, the company
paid remuneration to the members of
the board of directors in line with the
company’s adopted remuneration policy.
2. In the reporting period, the company
did not apply any form of short-term
motivation or additional financial
incentives depending on the company’s
business performance for members of the
board of directors. The company did not
pay remuneration for attending particular
meetings of the board of directors or its
committees.

Long-term ownership of the
company’s shares helps align the
financial interests of directors
with long-term interests of
shareholders to the utmost. At the
same time, the company does
not link the right to dispose of
shares to performance targets,
and directors do not participate in
stock option plans.

If the company’s internal document(s) –
the remuneration policy (policies) –
stipulates (stipulate) provision of the
company’s shares to members of the board
of directors, clear rules for share ownership
by board members shall be defined and
disclosed, aimed at stimulating long-term
ownership of such shares.

+
Full

+
Full

4.3.1

Full

4.2.1

Reasons for non-compliance

The company considers its performance and the personal contribution of each executive to the achievement of such performance when
determining the amount of a fee payable to members of executive bodies and other key executives of the company.

+

Remuneration system for directors ensures alignment of financial interests of directors with long-term financial interests of shareholders.

Compliance
status

4.3

Full

4.2

4.2.2

208

Compliance
status

+
Full

+
Full

+
Full
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Corporate governance principles

Compliance criteria

4.3.3

The compensation (golden
parachute) payable by the
company in case of early
termination of powers of members
of executive bodies or key
executives at the company’s
initiative, provided that there have
been no actions in bad faith on
their part, shall not exceed the
double amount of the fixed part of
their annual remuneration.

In the reporting period, the compensation
(golden parachute) payable by the
company in case of early termination
of the powers of executive bodies or key
executives at the company’s initiative,
provided that there have been no actions
in bad faith on their part, did not exceed
the double amount of the fixed part of
their annual remuneration.

Reasons for non-compliance

+
Full

5.1

The company has in place an effective risk management and internal control system providing reasonable assurance in the achievement
of the company’s goals.

5.1.1

The company’s board of directors
determined the principles of, and
approaches to, setting up a risk
management and internal control
system at the company.

Functions of different management
bodies and business units of the company
in the risk management and internal
control system are clearly defined in the
company’s internal documents / relevant
policy approved by the board of directors.

The company’s executive
bodies ensure establishment
and continuous operation of an
efficient risk management and
internal control system at the
company.

The company’s executive bodies ensured
the distribution of functions, powers and
responsibilities related to risk management
and internal control between the heads
(managers) of business units and
departments accountable to them.

The company’s risk management
and internal control system
ensures an objective, fair and
clear view of the current state and
future prospects of the company,
the integrity and transparency of
the company’s reporting, as well
as reasonable and acceptable risk
exposure.

1. The company has in place an anticorruption policy.
2. The company established a secure,
confidential and accessible method
(hotline) of notifying the board of directors
or the board’s audit committee about
violations of the law, the company’s
internal procedures and code of ethics.

The company’s board of directors
takes necessary measures to
make sure that the company’s risk
management and internal control
system is consistent with the
principles of, and approaches to,
its setup and efficient functioning
determined by the board of
directors.

1. In the reporting period, the board of
directors (the board’s audit committee
and/or risk committee, if any) assessed
the reliability and performance of the
company’s risk management and internal
control system.
2. In the reporting period, the board
of directors reviewed the results of
assessment of the reliability and efficiency
of the company’s risk management and
internal control system, and the results of
the review were included in the company’s
annual report.

5.1.2

5.1.3

5.1.4

210

Compliance
status

N

Corporate governance principles

5.2

The company performs internal audits for regular independent assessment of the reliability and efficiency of its risk management and
internal control system, as well as corporate governance practice.

5.2.1

The company has set up a
separate business unit or
engaged an independent
external organisation to carry
out internal audits. Functional
and administrative reporting
lines of the internal audit unit are
delineated. The internal audit unit
functionally reports to the board
of directors.

To perform internal audits, the company
has set up a separate business unit –
internal audit division, functionally
reporting to the board of directors,
or engaged an independent external
organisation with the same line of
reporting.

The internal audit division assesses
the reliability and performance of
the risk management and internal
control system and corporate
governance system, following
generally accepted internal audit
standards.

1. In the reporting period, the reliability
and performance of the risk management
and internal control system were assessed
as part of the internal audit procedure.
2. In the reporting period, internal audits
assessed corporate governance practice
(certain practices), including information
exchange procedures (including those
related to internal control and risk
management) at all management
levels throughout the company, as
well as procedures for interacting with
stakeholders.

5.2.2

+
Full

+
Full

+
Full

Compliance
status

Reasons for non-compliance

+
Full

+
Full

6.1

The company and its operations are transparent for its shareholders, investors and other stakeholders.

6.1.1

The company has developed and
implemented an information policy
ensuring efficient exchange of
information by the company, its
shareholders, investors and other
stakeholders.

1. The company’s board of directors
approved an information policy
developed in accordance with the Code’s
recommendations.
2. In the reporting period, the board
of directors (or one of its committees)
reviewed the effectiveness of
information exchange between the
company, its shareholders, investors,
and other stakeholders, as well as the
appropriateness (necessity) of revising the
company’s information policy.

The company discloses
information on its corporate
governance system and practices,
including detailed information on
compliance with the principles and
recommendations of the Code.

1. The company discloses information
on its corporate governance system
and general principles of corporate
governance, including disclosure on its
website.
2. The company discloses information on
the composition of its executive bodies
and board of directors, independence
of directors and their membership in the
board of directors’ committees (as defined
by the Code).
3. If the company has a controlling person,
the company publishes a memorandum
of the controlling person setting out this
person’s plans for the company’s corporate
governance.

+
Full

6.1.2

Annual Report 2021

Compliance criteria

corp.megafon.ru

≈
Partial

1–2. The Company has no information
policy document approved by the Board
of Directors. Nevertheless, the methods of
communicating with investors and other
stakeholders set out in the Corporate
Governance Code have long been
established and are actively used by the
Company. In addition, the Regulations
on Information Disclosure are approved
by the Company’s executive body and
effectively applied at the Company. The
Company believes that no additional
formalisation is required.

+
Full
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Corporate governance principles

6.2

The company makes timely disclosures of complete, updated and reliable information to allow shareholders and investors to make
informed decisions.

6.2.1

The company discloses
information based on the
principles of regularity,
consistency and promptness, as
well as availability, reliability,
completeness and comparability
of disclosed data.

6.2.2

212

The company avoids a formalistic
approach to information
disclosure and discloses material
information on its operations, even
if disclosure of such information is
not required by law.

Compliance criteria

1. The company has in place a procedure
that coordinates all the company’s
business units and employees involved
in information disclosure or whose
activities may result in the need to disclose
information.
2. If company securities are traded on
foreign organised markets, the company
ensured concerted and equivalent
disclosure of material information in the
Russian Federation and in the said markets
in the reporting year.
3. If foreign shareholders hold a material
portion of the company shares, the
relevant information was disclosed in
the reporting period both in the Russian
language and one of the most widely used
foreign languages.
1. The company’s information policy
defines approaches to disclosing
information about other events (actions),
which can significantly impact the price of
its securities, when relevant disclosure is
not required by law.
2. The company discloses information
on its capital structure, as stated in
Recommendation 290 of the Code, in
its annual report and on the corporate
website.
3. The company discloses information on
its significant controlled entities, including
their key business lines, mechanisms to
ensure their accountability, and powers
of the company’s board of directors to
determine the strategy and evaluate the
performance of the controlled entities.
4. The company publishes a non-financial
report: sustainability report, environmental
report, corporate social responsibility
report, or another report on non-financial
activities, including on environmental
(including ecology and climate change),
social and corporate governance factors,
in addition to the issuer’s report and the
annual report of a joint stock company.

Compliance
status

Reasons for non-compliance

N

Corporate governance principles

Compliance criteria

6.2.3

The company’s annual report,
as one of the most important
tools of its information exchange
with shareholders and other
stakeholders, contains information
enabling assessment of the
company’s annual performance
results.

1. The company’s annual report contains
the results of the audit committee’s
evaluation of the external and internal
audit procedures.
2. The company’s annual report
contains information on the company’s
environmental and social policies.

+
Full

≈
Partial

1. The Company has no information
policy document approved by the Board
of Directors. Nevertheless, the methods of
communicating with investors and other
stakeholders set out in the Corporate
Governance Code have long been
established and are actively used by the
Company. In addition, the Regulations
on Information Disclosure are approved
by the Company’s executive body and
effectively applied at the Company. The
Company believes that no additional
formalisation is required.
2. Full compliance.
3. In the reporting period, the Company
disclosed information on its significant
controlled entities and their activities in
the manner and to the extent prescribed
by disclosure laws (including information
on their crucial business aspects
disclosed in the annual report). The
Company deems unnecessary to disclose
business-related information on these
non-public companies in more detail.
4. The Company’s sustainability
principles and Charity Policy are
disclosed on the Company’s website.
The Company includes non-financial
updates for the reporting period in its
annual report. Given its business profile,
the Company does not plan to expand its
disclosure.

Annual Report 2021

Compliance
status

≈
Partial

Reasons for non-compliance
1. During the reporting period, members
of the Audit Committee were provided
with quarterly reports of the external
auditor and Internal Audit, as well as
with opportunity to request additional
materials and to submit their comments,
if necessary. No significant comments
from AC were given during the reporting
period on the processes of internal and
external audit.
Taking into account the current
shareholder structure, the Company does
not believe necessary to indicate the
results of audit processes’ evaluation in
the Annual Report.
2. Full compliance.

6.3

The company provides information and documents requested by its shareholders in accordance with the principles of fairness and ease of
access.

6.3.1

There are no unjustified difficulties
preventing shareholders from
exercising their right to access
the company’s documents and
information.

1. The company’s information policy
(internal documents setting out the
information policy) outlines (outline) a
procedure for ensuring ease of access to
the company’s information and documents
upon shareholders’ request.
2. The information policy (internal
documents setting out the information
policy) contains (contain) provisions
stipulating that if a shareholder requests
information on the company’s controlled
entities, the company makes reasonable
efforts to obtain such information from the
relevant controlled entities.

When providing information
to shareholders, the company
ensures reasonable balance
between the interests of
particular shareholders and
its own interests consisting in
preserving the confidentiality of
important commercial information
which may materially affect its
competitive edge.

1. In the reporting period, the company
did not refuse shareholders’ requests for
information, or such refusals were justified.
2. In cases defined by the company’s
information policy, shareholders are
warned of the confidential nature of the
information and undertake to maintain its
confidentiality.

6.3.2

corp.megafon.ru

+
Full

≈
Partial

1. Full compliance.
2. The Company has no information
policy document approved by the Board
of Directors. Information confidentiality
regime and procedure for providing
information are regulated by the
Company’s order.
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Corporate governance principles

7.1

Actions that materially affect or may affect the company’s share capital structure and financial position, and accordingly the position
of its shareholders (‘material corporate actions’) are taken on fair terms ensuring that the rights and interests of shareholders and other
stakeholders are observed.

7.1.1

7.1.2

214

Material corporate actions
include company reorganisation,
acquisition of 30% or more of
the company’s voting shares
(takeover), execution by
the company of significant
transactions, increase or decrease
of the company’s charter
capital, listing or delisting of the
company’s shares, as well as
other actions which may lead to
material changes in the rights
of shareholders or violation of
their interests. The company’s
charter provides for a list (criteria)
of transactions or other actions
classified as material corporate
actions within the authority of the
company’s board of directors.

The board of directors plays a
key role in passing resolutions
or making recommendations on
material corporate actions, relying
on the opinions of the company’s
independent directors.

Compliance criteria

The company’s charter includes a list
(criteria) of transactions or other actions
classified as material corporate actions.
The company’s charter refers resolutions
on material corporate actions to the
jurisdiction of the board of directors. When
execution of such corporate actions is
expressly referred by law to the jurisdiction
of the general meeting of shareholders,
the board of directors presents relevant
recommendations to shareholders.

The company has in place a procedure
enabling independent directors to express
their opinions on material corporate
actions prior to approval thereof.

Compliance
status

≈
Partial

Reasons for non-compliance

‘Material corporate actions’ and
‘significant transactions’ are not defined
in the Company’s Charter. Nevertheless,
transactions and/or actions listed in
the Corporate Governance Code are
effectively treated by the Company as
significant transactions and material
actions and are decided upon by
supreme governing bodies: the Board of
Directors (major transactions, interested
party transactions according to the
Federal Law On Joint Stock Companies,
transactions worth over US$ 50,000,000)
and the General Meeting of Shareholders
(Company reorganisation, listing and delisting of the Company’s shares, increase
or decrease of the Company’s charter
capital, major transactions, interested
party transactions according to the
Federal Law On Joint Companies).
Whenever any such matter is included as
an agenda item of the General Meeting
of Shareholders, the Board of Directors
presents its recommendations thereon to
shareholders.
As the requirements of the Code are
effectively complied with, the Company
believes there is no need to formalise this
process any further.

N

Corporate governance principles

Compliance criteria

7.1.3

When taking material corporate
actions affecting the rights
and legitimate interests of
shareholders, equal terms and
conditions are guaranteed for
all shareholders; if the statutory
procedure designed to protect
shareholders’ rights proves
insufficient, additional measures
are taken to protect their rights
and legitimate interests.
In doing so, the company is guided
by the corporate governance
principles set forth in the Code,
as well as by formal statutory
requirements.

1. Given the company’s business profile,
its charter refers approval of other
material transactions, in addition to those
stipulated by law, to the jurisdiction of the
board of directors.
2. All material corporate actions in the
reporting period were duly approved
before they were taken.

Reasons for non-compliance

+
Full

7.2

The company takes material corporate actions in such a way as to ensure that shareholders timely receive complete information about
such actions, allowing them to influence such actions and guaranteeing adequate protection of their rights when taking such actions.

7.2.1

Information about material
corporate actions is disclosed
with explanations of the grounds,
circumstances and consequences.

If the company performed material
corporate actions during the reporting
period, it disclosed information about
such actions in due time and in detail,
including the grounds for, and conditions
and consequences of, such actions for
shareholders.

Rules and procedures related to
material corporate actions taken
by the company are set out in the
company’s internal documents.

1. The company’s internal documents set
out grounds and a procedure for engaging
an appraiser to estimate the value of
assets either disposed of or acquired in a
major transaction or an interested party
transaction.
2. The company’s internal documents set
out a procedure for engaging an appraiser
to estimate the value of shares acquired
and bought back by the company.
3. If a member of the company’s board of
directors, the individual executive body,
a member of the collective executive
body, the company’s controlling person,
or a person who has the right to give
the company binding instructions has
no formal interest in a transaction, but
has a conflict of interest or other actual
interest, the company’s internal documents
stipulate that such persons shall not
participate in voting on the approval of
such transaction.

7.2.2

+
Full

Annual Report 2021

Compliance
status

corp.megafon.ru

+
Full

≈
Partial

1–2. In line with internal documents,
experts (expert organisations) may be
engaged to assist in decision-making on
matters requiring professional or other
special assessment by resolution of the
Chairman of the Board of Directors. At
the same time, internal documents do not
set out a closed list of matters and do not
limit the Board of Directors in applying
this mechanism. The Company has no
plans to change this approach.
3. Internal documents do not provide for
any grounds on which persons may be
deemed interested parties to transactions
other than statutory provisions. Members
of the Board of Directors have the right to
voluntarily declare a conflict of interest
and not to participate in the voting on
the matter. The Company has no plans to
change this approach.
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Material Topics and
Materiality Matrix

MegaFon publishes its
performance reports on an
annual basis. MegaFon’s
2021 Annual Report was
prepared in compliance with
the Sustainability Reporting
Guidelines (GRI Standards) of
the Global Reporting Initiative
(GRI).

5.0

Unless specified otherwise, performance figures pertain to PJSC MegaFon and
its subsidiaries. The scope and wording of performance indicators in this Report
do not have any material difference from previous reports.

Materiality Matrix

4.5

Material topics

22

When preparing its 2021 Annual Report, MegaFon assessed disclosed topics
for materiality, in line with the Sustainability Reporting Guidelines.

23

3

4.0

26
5

Materiality assessment comprised three stages:
• Stage 1. Determine the list of material topics – make a list of the most frequent
disclosures based on GRI Standards recommendations

• Stage 3. Build the materiality matrix based on the survey results
The horizontal axis of the matrix shows the materiality of MegaFon’s impact
on material topics based on the top management survey, and the vertical axis
shows the materiality of topics for stakeholders, with the topics in the upper
part of the matrix (above the diagonal line) deemed to have priority and be
mandatory disclosures in the Annual Report.

14

24
2

Materiality for stakeholders

• Stage 2. Determine the materiality of the Company’s impact and the
materiality of topics by conducting a questionnaire survey among top
managers and stakeholders

1

3.5

10 20 21

3.0

4

11

12,13 7

8

19

6

16

25

9
18

15

17

2.5

2.0

1.5

1.0

0.5

0
0.5

1.0

1.5

2.0

2.5

3.0

3.5

4.0

4.0

5.0

1

Economic performance

2

Market Presence

3

Indirect economic impacts

4

Procurement practices

5

Anti-corruption

6

Anti-competitive behavior

7

Taxes and taxation

8

Energy

9

Emissions

10

Supplier environmental assessment

11

Employment

12

Labour/management relations

13

Occupational health and safety

14

Training and education

15

Diversity and equal opportunity

16

Non-discrimination

17

Freedom of association and
collective bargaining

18

Child labour

19

Forced or compulsory labour

20

Human rights

21

Supplier social assessment

22

Customer health and safety

23

Customer privacy

24

Socioeconomic compliance

25

Local communities

26

Charity initiatives among
employees

Materiality of MegaFon’s impact

Stakeholders singled out the following as material topics: MegaFon's
participation in innovative scientific research, APRU, and charitable initiatives
among Company’s employees.
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GRI content index

GRI standard
GRI 102

Indicator
102-1. Name of the organisation
102-2. Activities, brands, products and services
102-3. Location of headquarters

224
19, 20
224

102-4. Location of operations

30

102-5. Ownership and legal form

110

GRI standard

103-1. Explanation of the material topic and its Boundary

21

Economic
Performance

103-2. The management approach and its compo-nents

71

201-4. Financial assistance received from government

39

103-1. Explanation of the material topic and its Boundary

76

102-7. Scale of the organisation

44

Indirect Economic
Impacts

102-8. Information on employees and other workers

78

95

102-13. Membership of associations

76

102-14. Statement from senior decision-maker

10

102-15. Key impacts, risks, and opportunities

128

102-16. Values, principles, standards, and norms of behaviour
102-18. Governance structure

92
103

102-40. List of stakeholder groups

77

102-42. Identifying and selecting stakeholders

77

102-43. Approach to stakeholder engagement

59, 77, 82, 111

102-44. Key topics and concerns raised

216

102-45. Entities included in the consolidated financial statements

143

102-46. Defining report content and topic Boundaries

216

102-47. List of material topics

217

102-48. Restatements of information

143

102-49. Changes in reporting

143

103-2. The management approach and its compo-nents

46, 76

203-1. Infrastructure investments and services sup-ported

50

203-2. Significant indirect economic impacts

79

103-1. Explanation of the material topic and its Boundary

93

103-2. The management approach and its compo-nents

93

205-2. Communication and training about anti-corruption policies and procedures

93

GRI 206

103-1. Explanation of the material topic and its boundary

131

Anti-competitive
behavior

103-2. The management approach and its components

131

103-1. Explanation of the material topic and its Boundary

95

103-2. The management approach and its compo-nents

97

302-1. Energy consumption within the organisation

97

103-1. Explanation of the material topic and its Boundary

78

103-2. The management approach and its compo-nents

79

401-2. Benefits provided to full-time employees

83

GRI 403

103-1. Explanation of the material topic and its Boundary

84

Occupational Health
and Safety

103-2. The management approach and its compo-nents

84

GRI 404

103-1. Explanation of the material topic and its Boundary

80

178

102-11. Precautionary Principle or approach

Page number

GRI 201

30

102-10. Significant changes to the organisation and its supply chain

Indicator

Material topics

GRI 203

102-6. Markets served

GRI 205
Anti-corruption

GRI 302
Energy

GRI 401
Employment

80

3

Training and
Education

103-2. The management approach and its compo-nents

102-50. Reporting period

404-2. Programmes for upgrading employee skills and transition assistance programmes

81

102-51. Date of most recent report

2

GRI 405

103-1. Explanation of the material topic and its Boundary

78

102-52. Reporting cycle

3

Diversity and Equal
Opportunity

103-2. The management approach and its compo-nents

78

GRI 406

103-1. Explanation of the material topic and its Boundary

92

Non-discrimination

103-2. The management approach and its compo-nents

92

102-53. Contact point for questions regarding the re-port
102-54. Claims of reporting in accordance with the GRI Standards

218

Page number

224
3

102-55. GRI content index

218

102-56. External assurance

109
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Glossary
GRI standard

Indicator

Page number

GRI 416

103-1. Explanation of the material topic and its Boundary

62

Customer Health
and Safety

103-2. The management approach and its compo-nents

62

103-3. Evaluation of the management approach

62

GRI 418

103-1. Explanation of the material topic and its Boundary

92

Customer Privacy

103-2. The management approach and its compo-nents

92

103-1. Explanation of the material topic and its Boundary

85

GRI 413

103-2. The management approach and its compo-nents

86

Local Communities

103-3. Evaluation of the management approach

85

413-1. Operations with local community engagement, impact assessments,
and development programmes

87

4G/LTE is the fourth generation of wireless technology
which provides greater access to data and services through
enhanced download and upload speeds, and enhanced use
of spectrum.

DoS/DDoS (Distributed Denial of Service) means
a hacking attack intended to disrupt a user’s system
by hindering or stopping access to system resources
(servers) for the user.

Agile is an umbrella term for several advanced iterative
software development approaches relying on continuous
feedback, within self-organised cross-functional teams,
to address fast-changing requirements.

DSP (Demand Site Platform) – an automated system
to purchase advertising space through auctions.

B2B stands for Business-to-Business.

DWDM (Dense Wavelength Division Multiplexing)
is a modern technology for carrying a large number
of channels on the same fibre.

B2C stands for Business-to-Consumer.

eNPS stands for Employee Net Promoter Score.

B2G stands for Business-to-Government.

FCR stands for First Call Resolution.

B2O stands for Business-to-Operators.

FOCL stands for Fibre Optic Communications Line.

B2X stands for Business-to-X, including B2B, B2G,
and B2O, but excluding B2C.

FTC refers to JSC First Tower Company.
FVNO stands for Fixed Virtual Network Operator.

Backup-as-a-Service – a cloud hosting service that back
ups data, ensuring stable business operations.

GNOC stands for Global Network Operational Centre.

Big data represents the information assets characterised
by such a high volume, velocity and variety that it requires
specific technology and analytical methods for its
transformation into value.

GPU-as-a-Service – a service providing virtual
capacity based on graphics cards for scenarios that
require simultaneous high-performance computing
on a subscription model basis.

CAPEX (Capital Expenditures) comprises the cost of
purchases of new equipment, new construction, acquisition
of new or upgrades to existing software, acquisition of
spectrum and other intangible assets, and purchases of
other long-term assets, together with related costs incurred
prior to the intended use of the applicable assets, all
accounted for as at the earliest time of payment or delivery.
Long-term assets obtained through business combinations
are not included in the calculation of capital expenditures.

GRI stands for Global Reporting Initiative.
ICT stands for Information and Communications
Technology.
IFRS stands for International Financial
Reporting Standards.

CEM stands for Customer Experience Management.

IoT (Internet of Things) refers to interconnection via the
internet of computing devices embedded in everyday
objects, enabling them to send and receive data.

Converged services are telecommunications services
provided over both mobile and fixed-line networks.

IoT-Gateway bridges the communication gap between IoT
devices, equipment, sensors, and the cloud.

CSI stands for Customer Satisfaction Index.

IPTV stands for Internet Protocol Television.

Data user is a subscriber who has consumed any amount
of data traffic within the preceding month.

KPI (Key Performance Indicators) are performance
metrics that help an organisation achieve its strategic goals
and operating targets.

Disaster Recovery – a service to restore IT systems and
data after any failure.
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Disclaimer
LTV (Lifetime Value) is an internal estimated assessment
of the current value of the future cash flow per subscriber
throughout the entire period of his or her relationship
with MegaFon.
M2M (Machine-to-Machine) refers to technologies that
allow both wireless and wired systems to communicate with
other devices of the same type.

tNPS stands for Transactional Net Promoter Score.
TWAMP (Two Wire Active Measurement Protocol) –
a flexible method for measuring round-trip IP performance
between any two network devices.
VAS stands for Value-Added Services.
VAT stands for Value-Added Tax.

MPLS (Multiprotocol Label Switching) – a routing
technique in telecommunications networks that directs data
from one node to the next based on short path labels.
Network-as-a-Service – a service to assign all networking
services for a client to one vendor.

VHI stands for Voluntary Health Insurance.
VoLTE (Voice over LTE) is a voice streaming technology
using an LTE network.
VST stands for Video Start Time.

NPS stands for Net Promoter Score.

Certain statements and/or other information included in this document may
not be historical facts and may constitute ‘forward looking statements’. The
words ‘believe’, ‘expect’, ‘anticipate’, ‘intend’, ‘estimate’, ‘plans’, ‘forecast’,
‘project’, ‘will’, ‘may’, ‘should’ and similar expressions may identify forward
looking statements but are not the exclusive means of identifying such
statements. Forward looking statements include statements concerning our
plans, expectations, projections, objectives, targets, goals, strategies, future
events, future revenues, operations or performance, capital expenditures,
financing needs, our plans or intentions relating to the expansion or contraction
of our business as well as specific acquisitions and dispositions, our competitive
strengths and weaknesses, the risks we face in our business and our response
to them, our plans or goals relating to forecasted production, reserves, financial
position and future operations and development, our business strategy and the
trends we anticipate in the industry and the political, economic, social and legal
environment in which we operate, and other information that is not historical
information, together with the assumptions underlying these forward looking
statements.
By their very nature, forward looking statements involve inherent risks,
uncertainties and other important factors that could cause our actual results,
performance or achievements to be materially different from results, performance
or achievements expressed or implied by such forward-looking statements. Such
forward-looking statements are based on numerous assumptions regarding
our present and future business strategies and the political, economic, social
and legal environment in which we will operate in the future. We do not make
any representation, warranty or prediction that the results anticipated by
such forward-looking statements will be achieved, and such forwardlooking
statements represent, in each case, only one of many possible scenarios and
should not be viewed as the most likely or standard scenario. We expressly
disclaim any obligation or undertaking to update any forward-looking statements
to reflect actual results, changes in assumptions or in any other factors affecting
such statements.

OIBDA (Operating Income Before Depreciation and
Amortisation) is a financial measure which should be
considered as supplementary rather than as an alternative
to the information provided in the financial statements
of the Company. OIBDA margin means OIBDA as a
percentage of revenue. The Company believes that OIBDA
provides a better measure of the Company’s actual
operational results including our ability to finance capital
expenditures, acquisitions and other investments, and our
ability to incur and service debt. While it does not take
into account depreciation of property and equipment,
amortisation of intangible assets and gain/(loss) from
disposal of non-current assets, which are considered
as operating expenses in IFRS, these expenses primarily
represent noncash charges related to long-term assets
acquired or constructed in prior periods. OIBDA is widely
used by investors, analysts, and rating agencies as a
measure to evaluate and compare current and future
operating performance and to determine the value of
companies within the telecommunications industry.
OTT (Over the Top) is a technology for online video data
transmission from a content provider to a user’s device via
data networks, often bypassing telecoms operators.
RDIF stands for Russian Direct Investment Fund.
RMICS stands for Risk Management and Internal
Control System.
SoHo (Small office / home office) – market segment
offering solutions for remote work.

222

Annual Report 2021

corp.megafon.ru

223

rvic

e s

upe

rse

Contacts

Full name:
Public Joint-Stock Company MegaFon
Short name:
PJSC MegaFon

Head office:
41 Oruzheyniy lane, Moscow
127006, Russia
Tel.: +7 (499) 755-2155
Fax: +7 (499) 755-2175
E-mail:
info@megafon.ru
Web:
www.megafon.com

Information
for shareholders:
Daria Lizunova
Corporate Secretary
Tel.: +7 (499) 755-2155
Fax: +7 (499) 755-2100
E-mail:
info@megafon.ru

Company’s Auditor:
JSC KPMG
10 Presnenskaya Naberezhnaya, Moscow
123317, Russia
Tel.: +7 (495) 937-4477
Fax: +7 (495) 937-4400/99
Web:
www.kpmg.ru

COMPANY REGISTRAR:
JSC ‘Independent Registrar
Company R.O.S.T.’
FCSM licence of Russia
No. 045-13976-000001 (indefinite)
18/5B, Stromynka Street, Moscow, 107076, Russia
Tel.: +7 (495) 989 76-50
Web:
www.rrost.ru/en/

Information
for analysts:
Investor Relations Department
Tel.: + 7 (495) 926-2012
E-mail:
ir@megafon.ru
Web:
corp.megafon.com/investors/

224

Annual Report 2021

