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MECHEL PAO

(Exact name of Registrant as specified in its charter)

RUSSIAN FEDERATION

(Jurisdiction of incorporation or organization)

Krasnoarmeyskaya Street 1, Moscow 125167, Russian Federation

(Address of principal executive offices)

Alexey Lukashov, tel.: +7-495-221-8888, e-mail: alexey.lukashov@mechel.com

(Name, Telephone, E-mail and/or Facsimile number and Address of Company Contact Person)

Securities registered or to be registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange on Which  Registered
COMMON AMERICAN DEPOSITARY SHARES, EACH COMMON

ADS REPRESENTING TWO COMMON SHARES
NEW YORK STOCK EXCHANGE

COMMON SHARES, PAR VALUE

10 RUSSIAN RUBLES PER SHARE

NEW YORK STOCK EXCHANGE(1)

PREFERRED AMERICAN DEPOSITARY SHARES, EACH PREFERRED ADS

REPRESENTING ONE-HALF OF A PREFERRED SHARE

NEW YORK STOCK EXCHANGE

PREFERRED SHARES, PAR VALUE

10 RUSSIAN RUBLES PER SHARE

NEW YORK STOCK EXCHANGE(2)

Securities registered or to be registered pursuant to Section 12(g) of the Act:

None

(Title of Class)

Securities for which there is a reporting obligation pursuant to Section 15(d) of the Act:

None

(Title of Class)
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Indicate the number of outstanding shares of each of the issuer�s classes of capital or common stock as of the close of
the period covered by the annual report.

416,270,745 common shares, of which 70,756,548 shares are in the form of common ADSs as of March 31, 2018

138,756,915 preferred shares (including 55,502,766 shares held by Skyblock Limited, a wholly-owned subsidiary of
Mechel), of which 9,768,117 shares are in the form of preferred ADSs as of March 31, 2018

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act.    Yes  ☒    No  ☐

If this report is an annual or transition report, indicate by check mark if the registrant is not required to file reports
pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934.    Yes  ☐    No  ☒

Note � Checking the box above will not relieve any registrant required to file reports pursuant to Section 13 or 15(d) of
the Securities Exchange Act of 1934 from their obligations under those Sections.

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the Registrant
was required to file such reports), and (2) has been subject to such filing requirements for the past
90 days.    Yes  ☒    No  ☐

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§ 232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files).    Yes  ☒    No  ☐

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of �accelerated filer and large accelerated filer� in Rule 12b-2 of the Exchange Act. (Check One):

Large accelerated filer  ☐ Accelerated filer  ☒ Non-accelerated filer  ☐
If an emerging growth company that prepares its financial statements in accordance with U.S. GAAP, indicate by
check mark if the registrant has elected not to use the extended transition period for complying with any new or
revised financial accounting standards� provided pursuant to Section 13(a) of the Exchange Act.  ☐

� The term �new or revised financial accounting standard� refers to any update issued by the Financial Accounting
Standards Board to its Accounting Standards Codification after April 5, 2012.

Indicate by check mark which basis of accounting the registrant has used to prepare the financial statements included
in this filing:
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U.S. GAAP  ☐ International Financial Reporting Standards as issued by
the International Accounting Standards Board  ☒

Other  ☐

If �Other� has been checked in response to the previous question, indicate by check mark which financial statement item
the registrant has elected to follow.

Item 17  ☐    Item 18  ☐

If this is an annual report, indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2
of the Exchange Act).    Yes  ☐    No  ☒
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(1) Listed, not for trading or quotation purposes, but only in connection with the registration of common ADSs
pursuant to the requirements of the Securities and Exchange Commission.

(2) Listed, not for trading or quotation purposes, but only in connection with the registration of preferred ADSs
pursuant to the requirements of the Securities and Exchange Commission.
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Unless the context otherwise requires, references to �Mechel� refer to Mechel PAO, and references to �Mechel group,� �our
group,� �we,� �us� or �our� refer to Mechel PAO together with its subsidiaries.

Our business consists of three segments: mining, steel and power. References in this document to segment revenues
are to revenues of the segment excluding intersegment sales, unless otherwise noted. References in this document to
our sales or our total sales are to third-party sales and do not include intra-group sales, unless otherwise noted.

For the purposes of calculating certain market share data, we have included businesses that are currently part of our
group that may not have been part of our group during the period for which such market share data is presented.

The presentation currency of our consolidated financial statements is the Russian ruble. Before transition to IFRS,
U.S. dollar was the presentation currency of our consolidated financial statements prepared under U.S. GAAP. The
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reason of adopting the Russian ruble as the presentation currency in the consolidated financial statements under IFRS
is to allow a greater transparency of our financial and operating performance as it more closely reflects the profile of
our revenue and operating income that are mostly generated in Russian rubles.

1
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References to �Russian rubles,� �rubles� or �RUB� are to the currency of the Russian Federation, references to �U.S. dollars,�
�$� or �USD� are to the currency of the United States and references to �euro,� ��� or �EUR� are to the currency of the member
states of the European Union that participate in the Economic and Monetary Union.

The term �tonne� as used herein means a metric tonne. A metric tonne is equal to 1,000 kilograms or 2,204.62 pounds.
The term �short ton� is also used in this document. A short ton is equal to 907 kilograms or 2,000 pounds.

Certain amounts that appear in this document have been subject to rounding adjustments; accordingly, figures shown
as totals in certain tables or in the text may not be an arithmetic aggregation of the figures that precede them.

�CIS� means the Commonwealth of Independent States.

The following table sets forth by business activity the official names and location of our key subsidiaries and their
names as used in this document:

Name as Used in This Document Official Name Location
Mining
Mechel Mining Mechel Mining AO(1) Russia, Moscow
Southern Kuzbass Coal Company Southern Kuzbass Coal Company PAO(1) Russia, Kemerovo region
Yakutugol Yakutugol Joint-Stock Holding Company(1) Russia, Sakha Republic
Elgaugol Elgaugol OOO Russia, Sakha Republic
Korshunov Mining Plant Korshunov Mining Plant PAO(1) Russia, Irkutsk region
Moscow Coke and Gas Plant Moscow Coke and Gas Plant JSC(1) Russia, Moscow region
Mechel Coke Mechel Coke OOO Russia, Chelyabinsk region
Port Posiet Port Posiet JSC(1) Russia, Primorsky Krai
Port Temryuk Port Mechel Temryuk OOO Russia, Krasnodar Krai

Steel
Chelyabinsk Metallurgical Plant Chelyabinsk Metallurgical Plant PAO(1) Russia, Chelyabinsk region
Izhstal Izhstal PAO(1) Russia, Republic of Udmurtia
Urals Stampings Plant Urals Stampings Plant PAO(1) Russia, Chelyabinsk region
Beloretsk Metallurgical Plant Beloretsk Metallurgical Plant AO(1) Russia, Republic of

Bashkortostan
Vyartsilya Metal Products Plant Vyartsilya Metal Products Plant AO(1) Russia, Republic of Karelia
Mechel Nemunas Mechel Nemunas UAB Lithuania
Bratsk Ferroalloy Plant Bratsk Ferroalloy Plant OOO Russia, Irkutsk region
Port Kambarka Port Kambarka AO(1) Russia, Republic of Udmurtia

Power
Southern Kuzbass Power Plant Southern Kuzbass Power Plant PAO(1) Russia, Kemerovo region
Kuzbass Power Sales Company Kuzbass Power Sales Company PAO(1) Russia, Kemerovo region
Mechel Energo Mechel Energo OOO Russia, Chelyabinsk region

Marketing and Distribution
Mechel Carbon Mechel Carbon AG Switzerland, Baar
Mechel Service Global Mechel Service Global B.V. Netherlands
Mechel Service Mechel Service OOO Russia, Moscow
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Other
Mecheltrans Mecheltrans OOO Russia, Moscow

(1) The legal organizational form of our Russian subsidiaries and Mechel has been changed in accordance with the
current legislation of the Russian Federation.

2
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

Matters discussed in this document may constitute forward-looking statements, as defined in the safe harbor
provisions of the U.S. Private Securities Litigation Reform Act of 1995. We wish to caution you that these statements
are only predictions and that actual events or results may differ materially. Forward-looking statements include
statements concerning plans, objectives, goals, strategies, future events or performance, and underlying assumptions
and other statements, which are other than statements of historical facts. The words �believe,� �expect,� �anticipate,� �intend,�
�estimate,� �forecast,� �project,� �will,� �may,� �should� and similar expressions identify forward-looking statements.
Forward-looking statements appear in a number of places including, without limitation, �Item 3. Key Information � Risk
Factors,� �Item 4. Information on the Company� and �Item 5. Operating and Financial Review and Prospects,� and include
statements regarding:

� strategies, outlook and growth prospects;

� the ability to maintain and generate sufficient cash and other liquid resources to meet our operating and debt
service requirements;

� our ability to comply with the financial covenants in our loan agreements as well as other covenants and
restrictions imposed by the existing and future financing arrangements and our ability to attract new
financing or refinancing of debt, including an outcome in the ongoing debt restructuring negotiations with
our lenders;

� the impact of competition;

� capital expenditures;

� demand for our products;

� economic outlook and industry trends;

� transactions with related parties;

� regulatory compliance;

� developments in our markets;
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� future plans and potential for future growth;

� the results of any legal procedures;

� the impact of regulatory initiatives; and

� the strength of our competitors.
The forward-looking statements in this document are based upon various assumptions, many of which are based, in
turn, upon further assumptions, including without limitation, management�s examination of historical operating trends,
data contained in our records and other data available from third parties. Although we believe that these assumptions
were reasonable when made, these assumptions are inherently subject to significant uncertainties and contingencies
which are difficult or impossible to predict and are beyond our control and we may not achieve or accomplish these
expectations, beliefs or projections. See �Item 3. Key Information � Risk Factors� for a discussion of important factors
that, in our view, could cause actual results to differ materially from those discussed in the forward-looking
statements.

Except to the extent required by law, neither we, nor any of our agents, employees or advisers intend or have any duty
or obligation to supplement, amend, update or revise any of the forward-looking statements contained or incorporated
by reference in this document.

3
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PART I

Item 1. Identity of Directors, Senior Management and Advisers

Not applicable.

Item 2. Offer Statistics and Expected Timetable

Not applicable.

Item 3. Key Information

Selected Financial Data

The financial data set forth below as of December 31, 2017, 2016, 2015 and 2014, and for the years then ended, have
been derived from our consolidated financial statements. Our reporting currency is the Russian ruble and we prepare
our consolidated financial statements in accordance with International Financial Reporting Standards (�IFRS�).

The consolidated financial statements for the year ended December 31, 2015 were the first we had prepared in
accordance with IFRS. The date of transition to IFRS was January 1, 2014. For periods up to and including the year
ended December 31, 2014, we prepared our consolidated financial statements in accordance with U.S. GAAP.
Accordingly, we have prepared consolidated financial statements that comply with IFRS applicable as of
December 31, 2017, together with the comparative periods data for the years ended December 31, 2016 and 2015.

Pursuant to the transitional relief granted by the U.S. SEC in respect of the first-time adoption of IFRS, we have only
provided financial data for three fiscal years ended December 31, 2016 in the previously filed annual report for the
year ended December 31, 2016 as presented under IFRS, we have provided selected financial data for four fiscal years
ended December 31, 2017 herein.

4
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The selected financial data set forth below should be read in conjunction with, and is qualified in its entirety by
reference to, �Item 5. Operating and Financial Review and Prospects� and our audited consolidated financial statements
and the notes thereto included in this annual report.

Year Ended December 31,
2017 2016 2015 2014

(In millions of Russian rubles, unless stated otherwise)
Consolidated statement of profit (loss) and other
comprehensive income (loss) data:
Revenue 299,113 276,009 253,141 243,992
Cost of sales (160,356) (146,322) (151,334) (153,057) 

Gross profit 138,757 129,687 101,807 90,935
Total selling, distribution and operating income and
(expenses), net (81,590) (86,997) (77,555) (90,028) 

Operating profit 57,167 42,690 24,252 907
Total other income and (expense), net (41,447) (28,539) (131,380) (131,994) 
Profit (loss) before tax from continuing operations 15,720 14,151 (107,128) (131,087) 
Income tax (expense) benefit (3,150) (4,893) (8,322) 8,822
Profit (loss) for the year from continuing operations 12,570 9,258 (115,450) (122,265) 
(Loss) profit after tax for the year from discontinued
operations, net �  (426) 822 (11,702) 
Profit (loss) for the year 12,570 8,832 (114,628) (133,967) 
Less: profit (loss) attributable to non-controlling
interests 1,013 1,706 535 (1,263) 

Profit (loss) attributable to equity shareholders of
Mechel PAO 11,557 7,126 (115,163) (132,704) 

Profit (loss) for the year 12,570 8,832 (114,628) (133,967) 
Exchange differences on translation of foreign
operations 313 431 287 1,168

Net (loss) gain on available for sale financial assets �  (1) 8 2
Re-measurement of defined benefit plans 145 (23) (194) (127) 
Total comprehensive income (loss) for the year, net
of tax 13,028 9,239 (114,527) (132,924) 
Total comprehensive income (loss) attributable to
non-controlling interests 1,016 1,710 537 (1,249) 

Total comprehensive income (loss) attributable to equity
shareholders of Mechel PAO 12,012 7,529 (115,064) (131,675) 

Earnings (loss) per share from continuing operations
(Russian rubles per share), basic and diluted 28 18 (278) (290) 
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(Loss) earnings per share from discontinued operations
(Russian rubles per share) �  (1) 2 (29) 

Basic and diluted, profit (loss) for the year attributable
to common equity shareholders of Mechel PAO 28 17 (277) (319) 

5
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Year Ended December 31,
2017 2016 2015 2014
(In millions of Russian rubles, unless stated otherwise)

Cash dividends declared per common share
(Russian rubles per share) �  �  �  �  

Cash dividends declared per preferred share
(Russian rubles per share) �  10.28 0.05 0.05

Weighted average number of common shares 416,270,745 416,270,745 416,270,745 416,270,745
Mining segment statement of profit (loss)
data(1):
Revenue 142,416 121,555 108,723 100,558
Cost of sales (48,952) (45,040) (51,280) (51,435) 

Gross profit 93,464 76,515 57,442 49,123
Total selling, distribution and operating income
and (expenses), net (45,273) (45,503) (41,437) (47,405) 

Operating profit 48,191 31,012 16,005 1,718

Steel segment statement of profit (loss) data(1):
Revenue 180,382 168,893 153,004 146,867
Cost of sales (146,369) (126,745) (119,610) (115,485) 

Gross profit 34,013 42,148 33,394 31,382
Total selling, distribution and operating income
and (expenses), net (24,859) (30,617) (24,868) (32,701) 

Operating profit (loss) 9,154 11,531 8,526 (1,319) 

Power segment statement of profit (loss)
data(1):
Revenue 42,562 40,625 41,467 39,554
Cost of sales (29,838) (29,047) (30,178) (29,215) 

Gross profit 12,724 11,578 11,289 10,339
Total selling, distribution and operating income
and (expenses), net (11,458) (10,877) (11,250) (9,922) 

Operating profit 1,266 701 39 417

Consolidated statement of financial position
data (at period end):
Total assets 319,127 325,465 342,071 369,258
Equity attributable to equity shareholders of
Mechel PAO (253,066) (260,274) (267,803) (154,666) 
Equity attributable to non-controlling interests 8,933 7,687 5,948 8,253
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Interest-bearing loans and borrowings, including
interest payable, fines and penalties on overdue
amounts of RUB 41,992 million, RUB
38,594 million, RUB 47,475 million and
RUB 14,615 million as of December 31, 2017,
2016, 2015 and 2014, respectively 422,533 434,165 491,674 386,518
Non-current interest-bearing loans and
borrowings 17,360 11,644 4,308 9,346
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Year Ended December 31,
2017 2016 2015 2014

(In millions of Russian rubles, unless stated otherwise)
Consolidated statement of cash flows data:
Net cash provided by operating activities 63,282 53,207 38,867 43,013
Net cash used in investing activities (7,138) (4,969) (5,218) (14,494) 
Net cash used in financing activities (55,737) (45,869) (34,433) (34,206) 
Non-IFRS measures(2):
Consolidated Adjusted EBITDA 81,106 66,164 45,730 29,759
Mining Segment Adjusted EBITDA 61,425 41,884 26,831 13,359
Steel Segment Adjusted EBITDA 18,817 23,172 17,127 14,906
Power Segment Adjusted EBITDA 2,308 1,662 2,090 1,403

(1) Segment revenues and cost of sales include intersegment sales.
(2) Adjusted EBITDA represents profit (loss) attributable to equity shareholders of Mechel PAO before depreciation,

depletion and amortization, foreign exchange (gain) loss, net, finance costs, including fines and penalties on
overdue loans and borrowings and finance lease payments, finance income, net result on the disposal of
non-current assets, impairment of goodwill and other non-current assets, write-off of accounts receivable,
provision (reversal of provision) for doubtful accounts, write-off of inventories to net realizable value, loss
(profit) after tax for the year from discontinued operations, net, net result on the disposal of subsidiaries, profit
(loss) attributable to non-controlling interests, income tax expense (benefit), pension service cost and actuarial
loss, other related expenses, other fines and penalties, gain on restructuring and forgiveness of accounts payable
and write-off of accounts payable with expired legal term, other one-off items.

7
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Reconciliation of Adjusted EBITDA to profit (loss) attributable to equity shareholders of Mechel PAO is as follows
for the periods indicated:

Year Ended December 31,
2017 2016 2015 2014

(In millions of Russian rubles)
Consolidated Adjusted EBITDA reconciliation:
Profit (loss) attributable to equity shareholders of Mechel PAO 11,557 7,126 (115,163) (132,704) 
Add:
Depreciation, depletion and amortization 14,227 13,714 14,085 14,429
Foreign exchange (gain) loss, net (4,237) (25,947) 71,106 103,176
Finance costs, including fines and penalties on overdue loans and
borrowings and finance lease payments 47,610 54,240 60,452 28,110
Finance income (633) (1,176) (183) (107) 
Net result on the disposal of non-current assets, impairment of
goodwill and other non-current assets, write-off of accounts
receivable, provision (reversal of provision) for doubtful accounts and
write-off of inventories to net realizable value 7,334 8,447 4,772 12,710
Loss (profit) after tax for the year from discontinued operations, net �  426 (932) 11,702
Net result on the disposal of subsidiaries (470) (194) 19 89
Profit (loss) attributable to non-controlling interests 1,013 1,706 535 (1,263) 
Income tax expense (benefit) 3,150 4,893 8,322 (8,822) 
Pension service cost and actuarial loss, other related expenses (33) (171) 50 (6) 
Other fines and penalties 2,551 1,396 1,598 915
Gain on restructuring and forgiveness of accounts payable and
write-off of accounts payable with expired legal term (963) (115) (224) (38) 
Other one-off items �  1,819 1,293 1,568

Consolidated Adjusted EBITDA 81,106 66,164 45,730 29,759

Mining Segment Adjusted EBITDA reconciliation:
Profit (loss) attributable to equity shareholders of Mechel PAO 18,188 1,797 (71,120) (86,787) 
Add:
Depreciation, depletion and amortization 7,979 7,912 9,106 8,747
Foreign exchange (gain) loss, net (4,379) (14,960) 49,872 70,553
Finance costs, including fines and penalties on overdue loans and
borrowings and finance lease payments 34,546 39,345 33,880 15,045
Finance income (1,810) (2,482) (1,030) (777) 
Net result on the disposal of non-current assets, impairment of
goodwill and other non-current assets, write-off of accounts
receivable, provision (reversal of provision) for doubtful accounts and
write-off of inventories to net realizable value 4,443 2,584 900 1,357
(Profit) loss after tax for the year from discontinued operations, net �  �  (764) 13,141
Net result on the disposal of subsidiaries (470) �  �  �  
Profit (loss) attributable to non-controlling interests 407 511 (444) (971) 
Income tax expense (benefit) 2,023 5,019 5,632 (8,435) 
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Pension service cost and actuarial loss, other related expenses (58) (198) 125 (5) 
Other fines and penalties 941 556 707 755
Gain on restructuring and forgiveness of accounts payable and
write-off of accounts payable with expired legal term (385) (19) (33) (2) 
Other one-off items �  1,819 �  741

Mining Segment Adjusted EBITDA 61,425 41,884 26,831 13,359
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Year Ended December 31,
2017 2016 2015 2014

(In millions of Russian rubles)
Steel Segment Adjusted EBITDA reconciliation:
(Loss) profit attributable to equity shareholders of Mechel PAO (5,130) 6,399 (41,438) (45,356) 
Add:
Depreciation, depletion and amortization 5,800 5,435 4,650 5,391
Foreign exchange loss (gain), net 144 (10,904) 21,122 32,910
Finance costs, including fines and penalties on overdue loans and
borrowings and finance lease payments 14,136 17,411 25,645 12,966
Finance income (717) (2,234) (344) (390) 
Net result on the disposal of non-current assets, impairment of goodwill
and other non-current assets, write-off of accounts receivable, provision
(reversal of provision) for doubtful accounts and write-off of inventories
to net realizable value 2,406 5,389 2,122 10,658
Loss (profit) after tax for the year from discontinued operations, net �  406 (168) (1,468) 
Net result on the disposal of subsidiaries �  (194) 19 89
Profit (loss) attributable to non-controlling interests 417 1,056 812 (408) 
Income tax expense (benefit) 800 (265) 2,794 (374) 
Pension service cost and actuarial loss, other related expenses 22 26 (81) (7) 
Other fines and penalties 1,512 742 890 189
Gain on restructuring and forgiveness of accounts payable and write-off
of accounts payable with expired legal term (573) (95) (190) (35) 
Other one-off items �  �  1,263 742

Steel Segment Adjusted EBITDA 18,817 23,172 17,127 14,906

Power Segment Adjusted EBITDA reconciliation:
Loss attributable to equity shareholders of Mechel PAO (59) (517) (2,286) (651) 
Add:
Depreciation, depletion and amortization 448 367 329 291
Foreign exchange (gain) loss, net (2) (83) 111 (287) 
Finance costs, including fines and penalties on overdue loans and
borrowings and finance lease payments 880 1,078 2,173 1,208
Finance income (57) (54) (55) (48) 
Net result on the disposal of non-current assets, impairment of goodwill
and other non-current assets, write-off of accounts receivable, provision
(reversal of provision) for doubtful accounts and write-off of inventories
to net realizable value 486 474 1,751 696
Loss (profit) after tax for the year from discontinued operations, net �  20 �  29
Net result on the disposal of subsidiaries �  �  �  �  
Profit attributable to non-controlling interests 189 139 166 114
Income tax expense (benefit) 327 139 (103) (13) 
Pension service cost and actuarial loss, other related expenses 3 2 6 7
Other fines and penalties 98 98 �  (29) 
Gain on restructuring and forgiveness of accounts payable and write-off
of accounts payable with expired legal term (5) (1) (1) �  
Other one-off items �  �  �  86
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Power Segment Adjusted EBITDA 2,308 1,662 2,090 1,403
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Adjusted EBITDA is a measure of our operating performance that is not required by, or presented in accordance with,
IFRS. Adjusted EBITDA is not a measure of our operating performance under IFRS and should not be considered as
an alternative to net income, operating income or any other performance measures derived in accordance with IFRS or
as an alternative to cash flow from operating activities or as a measure of our liquidity. In particular, Adjusted
EBITDA should not be considered as a measure of discretionary cash available to us to invest in the growth of our
business.

Adjusted EBITDA has limitations as an analytical tool, and should not be considered in isolation or as a substitute for
analysis of our operating results as reported under IFRS. Some of these limitations are as follows:

� Adjusted EBITDA does not reflect the impact of depreciation, depletion and amortization on our operating
performance. The assets of our businesses which are being depreciated, depleted and/or amortized
(including, for example, our mineral reserves) will have to be replaced in the future and such depreciation,
depletion and amortization expense may approximate the cost to replace these assets in the future. By
excluding such expense from Adjusted EBITDA, Adjusted EBITDA does not reflect our future cash
requirements for such replacements.

� Adjusted EBITDA does not reflect the impact of foreign exchange gains and losses, which may recur.

� Adjusted EBITDA does not reflect the impact of finance income and finance costs, including fines and
penalties on overdue loans and borrowings and finance lease payments, which are significant and could
further increase if we incur more debt, on our operating performance.

� Adjusted EBITDA does not reflect the impact of the net result on the disposal of non-current assets on our
operating performance, which may recur.

� Adjusted EBITDA does not reflect the impact of impairment of goodwill and other non-current assets, which
may recur.

� Adjusted EBITDA does not reflect the impact of write-off of accounts receivable, which may recur.

� Adjusted EBITDA does not reflect the impact of provision (reversal of provision) for doubtful accounts,
which may recur.

� Adjusted EBITDA does not reflect the impact of write-off of inventories to net realizable value, which may
recur.

�
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Adjusted EBITDA does not reflect the impact of profits and losses after tax for the year from discontinued
operations.

� Adjusted EBITDA does not reflect the impact of net result on the disposal of subsidiaries.

� Adjusted EBITDA does not reflect the impact of profits and losses attributable to non-controlling interests
on our operating performance.

� Adjusted EBITDA does not reflect the impact of income tax expenses and benefits on our operating
performance.

� Adjusted EBITDA does not reflect the impact of pension service cost and actuarial loss, other related
expenses.

� Adjusted EBITDA does not reflect the impact of other fines and penalties.

� Adjusted EBITDA does not reflect the impact of gain on restructuring and forgiveness of accounts payable
and write-off of accounts payable with expired legal term.

� Adjusted EBITDA does not reflect the impact of other one-off items.

� Other companies in our industry may calculate Adjusted EBITDA differently or may use it for different
purposes than we do, limiting its usefulness as a comparative measure.

10
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We compensate for these limitations by relying primarily on our IFRS operating results and using Adjusted EBITDA
only supplementally. See our consolidated statement of financial position, consolidated statement of profit (loss) and
other comprehensive income (loss) and consolidated statement of cash flows included elsewhere in this document.

Exchange Rates

The following tables show, for the periods indicated, certain information regarding the official exchange rate between
the ruble and the U.S. dollar, based on data published by the Central Bank of the Russian Federation (the �CBR�).

These rates may differ from the actual rates used in preparation of our financial statements and other financial
information provided herein.

Year Ended December 31, Rubles per U.S. Dollar
High Low Average(1) Period End

2017 60.75 55.85 58.35 57.60
2016 83.59 60.27 67.03 60.66
2015 72.88 49.18 60.96 72.88
2014 67.79 32.66 38.42 56.26
2013 33.47 29.93 31.85 32.73

(1) The average of the exchange rates on the last business day of each full month during the relevant period.

Rubles per U.S. Dollar
High Low

March 2018 57.76 56.37
February 2018 58.17 55.67
January 2018 57.60 55.83
December 2017 59.29 57.45
November 2017 60.25 58.09
October 2017 58.32 57.09
The exchange rate between the ruble and the U.S. dollar on April 5, 2018 was 57.76 rubles per one U.S. dollar.

No representation is made that the ruble or U.S. dollar amounts in this document could have been or can be converted
into U.S. dollars or rubles, as the case may be, at any particular rate or at all.

Risk Factors

An investment in our shares and ADSs involves a high degree of risk. You should carefully consider the following
information about these risks, together with the information contained in this document, before you decide to buy our
shares or ADSs. If any of the following risks actually occurs, our business, financial condition, results of operations
or prospects could be materially adversely affected. In that case, the value of our shares or ADSs could also decline
and you could lose all or part of your investment.

Risks Relating to Our Financial Condition and Financial Reporting
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There is substantial doubt about our ability to continue as a going concern.

As discussed in note 4 to our consolidated financial statements in �Item 18. Financial Statements,� because we have
significant debt that we do not have the ability to repay without refinancing or restructuring, and our ability to do so is
dependent upon continued negotiations with the banks, there is substantial doubt about our
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ability to continue as a going concern. We also note that there was a default on payments of principal and interest to
certain lenders. In addition, we have been in non-compliance with certain financial and non-financial covenants in
several loan agreements. See �� We face pressure on our liquidity, negatively influencing our working capital, which
resulted from the acquisitions, substantial investment program, decrease in prices on commodity markets, global
economic slowdown, difficulties with attracting new financing or refinancing of our debt and our need to service debt
along with international sanctions against Russia and Russian state-owned banks,� �� Our failure to comply with the
payment and other obligations in our credit facilities caused some of our creditors to accelerate amounts due under
their loan agreements and such failure, or like failure in the future, may cause the acceleration of our other outstanding
debt, which could lead to cross-default under other borrowings and have a material adverse effect on our business,
financial condition, results of operations and prospects,� �� If we are unable to restructure all of our indebtedness or fail
to comply with the new terms of the restructured indebtedness, our lenders may claim for accelerated repayment,
which could lead to cross-default under other borrowings and have a material adverse effect on our business, financial
condition, results of operations and prospects� and �� We have a substantial amount of outstanding indebtedness with
restrictive financial covenants and most shares and assets in our subsidiaries are pledged.� Although as of
December 31, 2017 restructuring with our major Russian lenders, such as Gazprombank, VTB Bank and Sberbank,
was completed, we still have a number of creditors to which the debt is overdue and such creditors could (have the
legal right to) request for accelerated repayment of a significant portion of our debt and initiate legal procedures for
enforcement of our debts. We do not have the resources to repay overdue debt or to enable us to comply with
accelerated repayment requests immediately. Our plans, including the achievement of the restructuring with all of our
lenders and aligning the servicing of our debt with new repayment schedules and projected cash flows to be generated
by our group in 2018 and beyond, are discussed in �Item 5. Operating and Financial Review and Prospects � Liquidity
and Capital Resources � Outlook for 2018� and note 4 to our consolidated financial statements in �Item 18. Financial
Statements.� Our future is dependent on our ability to refinance or restructure our indebtedness successfully or
otherwise address these matters. If we fail to do so for any reason, we would not be able to continue as a going
concern and could potentially be forced to seek relief under applicable bankruptcy or insolvency procedures, in which
case our shares and ADSs would lose all or a substantial amount of their value. However, given management�s plans,
our consolidated financial statements have been prepared on the basis that we will continue as a going concern entity,
and no adjustments have been made in our consolidated financial statements relating to the recoverability and
classification of the recorded value of assets, the amounts and classification of liabilities or any other adjustments that
might result in any potential impact of us not being able to refinance our debt obligations as outlined in note 4 to our
consolidated financial statements in �Item 18. Financial Statements.�

We face pressure on our liquidity, negatively influencing our working capital, which resulted from the acquisitions,
substantial investment program, decrease in prices on commodity markets, global economic slowdown, difficulties
with attracting new financing or refinancing of our debt and our need to service debt along with international
sanctions against Russia and Russian state-owned banks.

Due, inter alia, to a substantial increase in our total indebtedness in 2007 and early 2008, together with a substantial
decrease in prices on commodity markets, we experienced a liquidity shortage in late 2008 and early 2009 and in
order to address the liquidity shortage during 2008 through 2011 obtained significant loans. Starting from the second
half of 2012 and gradually worsening during 2013 and into 2014, a second phase of economic and financial
difficulties unfolded. To alleviate the pressure on our liquidity, in 2012 and 2013, we refinanced and restructured a
number of major loans and issued Russian ruble bonds in order to refinance our debts.

In the first half of 2014, we experienced a shortage of liquidity and difficulties with refinancing of our debt; as a
result, we failed to fulfill our payment obligations in connection with the servicing of interest and the repayment of
our indebtedness. We held discussions with our creditors and applied for a standstill with respect to the payment of
our financial obligations or a temporary reduction in servicing the loans which was not accepted. From the second half
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obligations. Despite of further decrease in prices on our main products during 2015 with further depreciation of the
ruble we managed to maintain stable operating profit and used all earned profits for servicing our financial
obligations. We resumed making partial payments of current interest to the banks and agreed extension of the grace
periods and new repayment schedules with our major creditors as well as partial capitalization of interest payments
and the restructuring of overdue interest and principal. In 2016, the market situation rapidly changed from quarter to
quarter with coal prices rise over the second half of 2016 and correction of the steel prices in the third quarter of 2016.
Positive dynamics of steel and coal prices allowed us to improve our financial position and supported us in finalizing
restructuring with the majority of our creditors, including Russian state banks, bondholders and other Russian
commercial banks. In December 2017, we agreed the terms of the restructuring with the majority of lenders under our
$1.0 billion pre-export facilities. Our primary objective in negotiating the debt refinancing and restructuring relates to
matching our projected available free cash flows with future financial and investment payments and resetting the
financial covenants to ensure a stable financial environment. We are also aiming to lengthen the maturity profile and
repayment grace periods of that portion of our debt portfolio that currently remains not restructured.

For the year ended December 31, 2017, we had an operating income of RUB 57,167 million as compared to RUB
42,690 million for the year ended December 31, 2016. Net cash provided by operating activities was
RUB 63,282 million for the year ended December 31, 2017 as compared to RUB 53,207 million for the year ended
December 31, 2016. As of December 31, 2017, our total indebtedness was RUB 439,893 million, a decrease of RUB
5,916 million from December 31, 2016. The short-term portion of our total indebtedness was RUB 422,533 million as
of December 31, 2017 as compared to RUB 434,165 million as of December 31, 2016. The working capital deficit
amounted to RUB 416,686 million as of December 31, 2017 as compared to RUB 441,581 million as of December 31,
2016. Cash and cash equivalents as of December 31, 2017 were RUB 2,452 million as compared to RUB
1,689 million as of December 31, 2016. Our total liabilities exceeded total assets by RUB 244,133 million as of
December 31, 2017.

We have restructured major part of our debt portfolio and optimized the capital investment program. See �� If we are
unable to restructure all of our indebtedness or fail to comply with the new terms of the restructured indebtedness, our
lenders may claim for accelerated repayment, which could lead to cross-default under other borrowings and have a
material adverse effect on our business, financial condition, results of operations and prospects� and �� We will require a
significant amount of cash to fund our capital investment program.� These measures, if successful, should reduce the
risk of facing a liquidity shortage in the medium term as well as allow us to reduce our debt leverage over time. Our
ability to refinance existing debt is limited due to difficult conditions in the domestic and international capital markets
and in the banking sector, together with sanctions imposed on certain Russian banks preventing them from raising
additional long-term financing on the international capital markets.

In October 2014, Moody�s Investors Service downgraded our rating to Caa3 with �negative� outlook because of the
increased risk of default under our credit facilities, high probability of a refinancing scenario and a weak coal market
environment. Further, in December 2014, Moody�s Investors Service added Ca-PD/LD to our rating due to litigation
with VTB Bank. In March 2015, following Mechel�s request, Moody�s Investors Service withdrew our corporate family
rating of Caa3, probability of default rating of Ca-PD/LD and long-term national scale rating of Caa2.ru. Downgrade
and further absence of international rating may reduce our opportunities to raise necessary debt financing (including
by accessing the debt capital markets), as well as potentially negatively impact the terms of such financing.

Any deterioration in our operating performance, including due to any worsening of prevailing economic conditions,
fall in commodity prices (whether due to the cyclical nature of the industry or otherwise) and/or financial, business or
other factors (including the imposition of further international sanctions against Russian companies or individuals as
well as certain industries, including steel and mining sectors), many of which are beyond our control, may adversely
and materially affect our cash flow, liquidity and working capital position and may result in an increase in our
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due. Poor liquidity and working capital deficit could lead to debt repayments difficulties, defaults, enforcement of
security and eventually insolvency. All these factors could lead to difficulties with refinancing or raising additional
capital and would require further restructuring. See �� Risks Relating to Our Business and Industry � We operate in
cyclical industries, and any local or global downturn, whether or not primarily affecting the mining and/or steel
industries, may have an adverse effect on our business, financial condition, results of operations and prospects� and
�� Risks Relating to the Russian Federation � The political and economic crisis in Ukraine as well as other politically
related disagreements and allegations between Russia and other countries and sanctions imposed as a result thereof by
the United States and the European Union may have a material adverse effect on our business, liquidity and financial
condition, as well as the trading market for and value of our shares and ADSs.� There is no guarantee that we would be
successful in refinancing and restructuring our debt or in raising additional capital (particularly if we fall under
international sanctions preventing us from accessing foreign capital markets and supply of our products on certain
export markets), or that we would be able to do so on a timely basis or on terms which are acceptable to us. Even if we
were successful, the terms of such refinancing or new capital may be detrimental to holders of ADSs and shares
including due to a dilution of their interest. Any such deterioration, affect or failure could have a material adverse
effect on our business, financial condition, results of operations and the trading price of our ADSs and shares.

Our failure to comply with the payment and other obligations in our credit facilities caused some of our creditors to
accelerate amounts due under their loan agreements and such failure, or like failure in the future, may cause the
acceleration of our other outstanding debt, which could lead to cross-default under other borrowings and have a
material adverse effect on our business, financial condition, results of operations and prospects.

Most of the loan agreements under which we or our subsidiaries are borrowers contain various representations,
undertakings, restrictive covenants and events of default. Furthermore, according to the terms of such agreements,
certain of our actions aimed at developing our business and pursuing our strategic objectives, such as acquisitions,
disposal of assets, corporate restructurings, investments into certain of our subsidiaries and others, require prior notice
to or consent from the respective lenders. We have restrictions on our ability to pay dividends, incur additional
indebtedness and make certain capital expenditures, as well as expand through further acquisitions and use proceeds
from certain disposals.

During 2014 and 2015, VTB Bank and Sberbank decided to accelerate outstanding amounts under our credit facilities
due to our payment defaults. Although we were able to settle with VTB Bank and Sberbank, such acceleration, in turn,
would give our other creditors the right to trigger acceleration under their loan agreements. See �� We may become
subject to bankruptcy procedures, which may result in the inability of holders of our shares and ADSs to recover any
of their investments.�

In 2015, we signed agreements on restructuring of our debt with our major lenders, such as VTB Bank and
Gazprombank. We also signed restructuring agreements with Sberbank in February-April 2016 which granted a grace
period and extended repayments of our debt as well as waived all previous defaults. In December 2016, we signed the
last set of the agreements with VTB Bank which provide for extension of maturity of our credit lines until April 2022.
Signing of these agreements was condition precedent to coming into effect of the similar provisions under agreements
with Gazprombank and Sberbank. In April 2017, Gazprombank, VTB Bank and Sberbank confirmed the restructuring
terms, including an extension of the repayment grace period until 2020 and the final maturity until 2022. See �� If we
are unable to restructure all of our indebtedness or fail to comply with the new terms of the restructured indebtedness,
our lenders may claim for accelerated repayment, which could lead to cross-default under other borrowings and have a
material adverse effect on our business, financial condition, results of operations and prospects� and �Item 5. Operating
and Financial Review and Prospects � Restructuring of financial indebtedness.�
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creditors to claim for accelerated repayment of all amounts of outstanding at any time, however we have not received
any notices from the creditors as of December 31, 2017. See �Item 5. Operating and Financial Review and Prospects �
Liquidity and Capital Resources � Restrictive Covenants,� �Item 5. Operating and Financial Review and Prospects �
Description of Certain Indebtedness,� �Item 10. Additional Information � Material Contracts� and �Item 13. Defaults,
Dividend Arrearages and Delinquencies.�

Currently we continue to be in default under our credit facilities with international lenders (pre-export facility
agreements and export credit agreements), and are negotiating refinancing and restructuring thereof. Our international
lenders have not so far waived their rights in respect of or granted their consent to our breaches. We have received
notification on defaults under the facilities with our international lenders, however the lenders under the export credit
agreements did not claim for accelerated repayment. In December 2016, pre-export facility agreements with a
syndicate of banks have matured without being repaid. In February 2017, a number of lenders under pre-export
facility agreements filed 14 requests for arbitration. The 14 requests claim amounts allegedly due plus costs and such
other, unspecified, relief that the arbitral tribunal may deem appropriate. See �Item 8. Financial Information � Litigation �
Debt litigation.� These claims as well as the refusal of any one lender to grant or extend a waiver or amend the loan
documentation, even if other lenders may have waived covenant defaults under the respective credit facilities, could
result in substantially all of our indebtedness being accelerated. If our indebtedness is accelerated in full or in part, it
would be very difficult in the current financing environment for us to refinance our debt or obtain additional
financing, and we could lose our assets, including fixed assets and shares in our subsidiaries, if our lenders foreclose
on their liens, which would adversely affect our ability to conduct our business and result in a significant decline in
the value of our shares and ADSs.

Our ability to continue to comply with our financial and other loan covenants in the future and to continue to service
and refinance our indebtedness will depend on our results of operations and our ability to generate cash in the future
and attract new financing and refinance the existing indebtedness, which will depend on several factors, including
lenders� credit decisions, limitations on the ability of Russian companies to access international capital markets as a
result of a tightening of international sanctions against Russian companies and individuals and general economic,
financial, competitive, legislative and other factors that are beyond our control. We cannot assure you that any breach
of financial and other covenants in our loan agreements, including defects in security, will not result in new demands
from our lenders for acceleration of our loan repayment obligations or related litigation, including as a result of
cross-defaults. If we fail to comply with our financial and other covenants contained in any of our loan agreements,
including compliance with financial ratios and other covenants, or fail to obtain prior consent of lenders for certain
actions, or fail to obtain extensions or waivers in respect of any breaches of our loan agreements or amend our loan
agreements, such failure would constitute an event of default under the relevant loan agreement and a cross-default
under most of the others. Any event of default under our loan agreements could result in acceleration of repayment of
principal and interest under the relevant loan agreement and, via cross-default provisions, under our other facilities,
reduced opportunities for future borrowing, debt service obligations in excess of our ability to pay, liability for
damages or inability to further develop our business and pursue our strategic objectives, any of which could have a
material adverse effect on our business, financial condition, results of operations and prospects.

If we are unable to restructure all of our indebtedness or fail to comply with the new terms of the restructured
indebtedness, our lenders may claim for accelerated repayment, which could lead to cross-default under other
borrowings and have a material adverse effect on our business, financial condition, results of operations and
prospects.

We have a number of facilities with international lenders which we have been in non-compliance. We are negotiating
restructuring of indebtedness under these agreements in order to extend the repayment schedule and final maturity as
well as to decrease interest payments. If we fail to negotiate restructuring of these agreements, lenders thereunder
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majority of international lenders in order to facilitate the pre-export facility restructuring. The terms of the lock-up
agreement apply until May 31, 2018.

We have signed restructuring agreements with our major Russian lenders which became effective during the period
from October 2015 to December 2016. See �Item 5. Operating and Financial Review and Prospects � Restructuring of
financial indebtedness.�

Our major lenders, such as Gazprombank, VTB Bank and Sberbank, required that all the loans provided to our
subsidiaries be secured with the suretyship or pledge of assets of Mechel PAO. In accordance with the Joint-Stock
Companies Law then in effect, such transactions exceeding 2% of the balance sheet value of the company�s assets
determined under the Russian accounting standards required participation and obtaining of approval from a majority
of disinterested shareholders of the company; starting from January 1, 2017, the Joint-Stock Companies Law was
amended and the threshold was set at 10%. Such security is an additional guarantee for our lenders which they require
for restructuring of our debt. On March 4, 2016, we convocated the extraordinary general shareholders� meeting to
approve a number of interested party transactions but we did not manage to obtain the required quorum to approve
such transaction. Although we managed to obtain the required quorum thereafter in 2016 and 2017, we cannot predict
whether we could obtain such shareholders� approval in order to secure our loans in the future or we could get a waiver
from the banks for the amendment of the security structure.

During 2016, we have successfully restructured our ruble bonds, however we might need to negotiate with the
bondholders extension of maturities thereof and new amortization schedules in case of liquidity shortage in the future.
If we fail to agree with the bondholders on a restructuring and we will not have liquidity to finance buy-back of these
bonds, payment default will occur. Payment default under any of ruble bonds may result in cross-default under all
other bond issues as well as cross-default under restructured credit facilities. The bondholders also could litigate us
after the restructuring and this could lead to termination of the restructuring.

If we fail to comply with the new terms and conditions, our lenders could claim acceleration of repayment which we
may not be able to make and enforce the security which had been pledged to those banks. See �� We have a substantial
amount of outstanding indebtedness with restrictive financial covenants and most shares and assets in our subsidiaries
are pledged.� This could further lead to cross-default under other agreements and could have a material adverse effect
on our business, financial condition, results of operation and prospects.

We still have a number of facilities with international lenders to be restructured in order to extend the repayment
schedule and final maturity. In February 2017, a number of lenders under pre-export facility agreements filed requests
for arbitration with the London Court of International Arbitration (�LCIA�). See �Item 8. Financial Information �
Litigation � Debt litigation.� These recent claims trigger an event of default and cross-default under various loan
agreements and our lenders may claim for accelerated repayments. We have requested our major Russian lenders to
waive cross-default provisions in this respect, however, no waivers have been granted so far and we have no clarity
when, if ever, such waivers will be granted. If no waivers are granted, lenders will have a right to claim for immediate
acceleration of our indebtedness. We do not have the resources to repay overdue debt or to enable us to comply with
accelerated repayment requests immediately. See also �� Our failure to comply with the payment and other obligations
in our credit facilities caused some of our creditors to accelerate amounts due under their loan agreements and such
failure, or like failure in the future, may cause the acceleration of our other outstanding debt, which could lead to
cross-default under other borrowings and have a material adverse effect on our business, financial condition, results of
operations and prospects.�

We have a substantial amount of outstanding indebtedness with restrictive financial covenants and most shares and
assets in our subsidiaries are pledged.
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debt we incurred to finance our investment program in recent years, including the development of the Elga coal
deposit and the universal rolling mill installation, and our working capital needs which have been significant in recent
years due to the depressed demand and volatile pricing for our main products. Most of this debt has restrictive
financial covenants. See �Item 5. Operating and Financial Review and Prospects � Restrictive Covenants,� �Item 5.
Operating and Financial Review and Prospects � Description of Certain Indebtedness� and �Item 10. Additional
Information � Material Contracts.� As of December 31, 2017, our consolidated total debt, including finance lease
obligations, the financial instrument of VTB Capital Plc and the put option of Gazprombank, was RUB
490,241 million, of which RUB 430,743 million was short-term debt (including RUB 411,984 million with loan
covenant violations, of which RUB 284,156 million was long-term debt reclassified to short-term debt due to defaults
and cross-defaults under our loan agreements). Our finance costs for the year ended December 31, 2017 were RUB
47,610 million, net of the amount capitalized.

In order to secure bank financings, we have pledged shares in certain our subsidiaries, including 100%-1 share of
Yakutugol, 95%+4 shares of Southern Kuzbass Coal Company, 91.66% of shares of Chelyabinsk Metallurgical Plant,
50%+2 shares of common shares of Beloretsk Metallurgical Plant, 80%+3 shares of Korshunov Mining Plant,
87.5%+3 shares of Mechel Mining, 80%-5 shares of Urals Stampings Plant, 33.33%+1 share of common shares of
Izhstal, 25%+1 share of Port Posiet, 50.99% of registered capital of Elgaugol, 25% of registered capital of
Mecheltrans, 100% of registered capital of Fincom-invest OOO, 25% of registered capital of Port Temryuk, 25% of
registered capital of Bratsk Ferroalloy Plant, 1.99% of registered capital of MecheltransVostok OOO and 1.99% of
registered capital of Elga-road OOO as of December 31, 2017. In January 2017, we pledged 5% of all issued preferred
shares of Mechel. Also, property, plant and equipment and certain other assets of our subsidiaries are pledged to the
lenders. As of December 31, 2017, the carrying value of property, plant and equipment, inventory and accounts
receivable pledged under our loan agreements amounted to RUB 125,793 million. See note 11.1(h) to the consolidated
financial statements. Should we be in payment defaults, breaches of covenants and restrictions under our financial
agreements and fail to receive waivers, the security may be enforced, which could have a material adverse effect on
our business, financial condition, results of operations and prospects. For a description of defaults and acceleration
events, see �� Our failure to comply with the payment and other obligations in our credit facilities caused some of our
creditors to accelerate amounts due under their loan agreements and such failure, or like failure in the future, may
cause the acceleration of our other outstanding debt, which could lead to cross-default under other borrowings and
have a material adverse effect on our business, financial condition, results of operations and prospects.�

Our ability to make payments on our indebtedness depends upon our operating performance, which is subject to
general economic and market conditions, commodity prices, and financial, business and other factors (including the
maintenance or extension of international sanctions against Russian companies and individuals as well as sanctions
imposed on certain industrial sectors), many of which we cannot control. See �� We face pressure on our liquidity,
negatively influencing our working capital, which resulted from the acquisitions, substantial investment program,
decrease in prices on commodity markets, global economic slowdown, difficulties with attracting new financing or
refinancing of our debt and our need to service debt along with international sanctions against Russia and Russian
state-owned banks.�

Among other things, high levels of indebtedness, the restrictive financial covenants in our credit facilities and
breaches thereof as well as default on our loans, could potentially: (1) limit our ability to raise capital through debt
financing; (2) limit our flexibility to plan for, or react to, changes in the markets in which we compete;
(3) disadvantage our group relative to our competitors with superior financial resources; (4) lead to a loss of assets
pledged as security; (5) render us more vulnerable to general adverse economic and industry conditions; (6) require us
to dedicate all or a substantial part of our cash flow to service our debt; and (7) limit or eliminate our ability to pay
dividends.
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We may become subject to bankruptcy procedures, which may result in the inability of holders of our shares and
ADSs to recover any of their investments.

Our future is dependent on our ability to refinance, restructure and service our indebtedness successfully. If we fail to
do so for any reason, we could be forced to seek relief under applicable bankruptcy procedures, in which case our
shares and ADSs may lose all or substantial amount of their value. See �� There is substantial doubt about our ability to
continue as a going concern.�

Our creditors, including the Federal Tax Service of the Russian Federation, may file a bankruptcy petition with a court
seeking to declare us insolvent if we are unable to make payments to our creditors in excess of 300,000 rubles within
three months of such payments becoming due. In most cases, for such petition to be accepted, the outstanding
indebtedness must be confirmed by a separate court decision or arbitral award that has already entered into force.
However, under amendments to the Federal Law No. 127-FZ �On Insolvency (Bankruptcy)� dated October 26, 2002
(the �Bankruptcy Law�), financial (credit) organizations, which include our major creditors, may file a petition for
bankruptcy without such separate court decision. In this case, the financial organization is required to notify the debtor
and its creditors in writing at least 15 days from the date of publication of the bankruptcy petition in the Unified
Federal Register of Information on Facts of Business Activity of Legal Entities. In March 2015, VTB Bank published
a notification of its intention to initiate bankruptcy proceedings against us and informed our main creditors of its
intention to proceed with such bankruptcy petition. The restructuring documents have been signed in September 2015
and currently there is no further development regarding this issue from VTB Bank side. In April 2015, VTB Bank and
VTB Capital Plc filed a claim with the High Court of Justice Queen�s Bench Division Commercial Court in England
seeking for injunctive relief under pre-export facility agreements with a syndicate of banks. This claim and court
proceedings were put on hold until April 30, 2018. See �Item 8. Financial Information � Litigation � Debt litigation.� VTB
Bank and VTB Capital Plc terminated Russian court proceedings and recalled all of their Russian claims against us in
October 2015, once restructuring agreements with VTB Bank became effective. If any other creditor initiates court
proceedings seeking to declare us insolvent or if the bank is granted with aforementioned preliminary injunctions, it
could have a material adverse effect on our prospects and on the value of our shares and ADSs and may ultimately
result in the inability of holders of our shares and ADSs to recover any of their investments.

From time to time, the group�s suppliers, services providers and other third parties which we may owe operating debt
to may file bankruptcy claims based on the formal debt limit provided by the Bankruptcy Law, however, we settle
such claims before court consideration. Nevertheless, the overall debt of our group companies is still substantial.
Therefore, there is a risk that our creditors (including suppliers, services providers, etc.) may file bankruptcy petitions,
and our shareholders and ADS holders may lose all or substantial part of their investment.

The Bankruptcy Law is still developing and it remains subject to varying interpretations. While the Bankruptcy Law
establishes the principle of adequate protection of creditors, debtors, shareholders and other stakeholders in
bankruptcy, it often fails to provide instruments for such protection that are available in other jurisdictions with more
developed bankruptcy procedures. Bankruptcy proceedings in Russia are often not conducted in the best interests of
shareholders or creditors. In addition, Russian courts that conduct bankruptcy proceedings may be subject to a greater
degree of political interference and may employ a more formalistic, and less commercially sophisticated, approach to
rendering decisions than like court in other jurisdictions. Russian insolvency proceedings in the past have shown a
bias towards liquidation and not rehabilitation or restructuring.

The Bankruptcy Law provides for the following order of priority for the satisfaction of creditor claims: (i) personal
injury claims; (ii) employment claims (wages and severance payments) and royalty claims under copyright
agreements; and (iii) all other claims. The claims of secured creditors are satisfied in accordance with a special
procedure, that is, out of the proceeds of sale of the pledged or mortgaged assets. Equity claims of shareholders or
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Therefore, there is a risk that our shareholders and ADS holders may lose all or substantial part of their investment.
This risk is even more significant for ADS holders whose status in the bankruptcy proceedings is unclear.

If we fail to fulfill payment obligations under the group�s lease agreements, our lessors may require the return of the
leased assets, which could materially adversely affect our business, financial condition, results of operations and
prospects.

Some of our group companies have entered into various lease agreements with different leasing companies for the
mining equipment, trucks, railcars, etc.

Each of the lease agreements has a certain payment schedule. Starting from the second quarter of 2014, we began to
delay the regular payments under several of these lease agreements. According to the Civil Code of the Russian
Federation, as amended (the �Civil Code�), and the Federal Law No. 164-FZ �On Financial Leasing� dated October 29,
1998, as amended, a lessor is generally entitled to apply to a court for the early termination of a lease agreement if the
lessee fails to make two consecutive payments under the lease agreement. The lessor is required to notify the lessee in
writing and request fulfillment of its obligations under the lease agreement within a reasonable time before applying to
the court.

The lease agreements we have entered into generally provide for a stricter procedure, whereby the lessor is also
entitled to terminate the contract unilaterally, without applying to the court, by way of sending a notification to the
lessee in case of non-payment within a specified period of time. The lessor is entitled to receive penalties in case of a
delay in payment and early termination of the lease agreement due to the lessee�s default. Upon termination of the
lease agreement, the lessor is entitled to request the return of the leased equipment. If the lessee fails to return the
equipment, the lessor is entitled to receive rental payments covering the time of the delay and compensation for
damages if not covered by rental payments.

In particular, we failed to fulfill our payment (as well as certain other) obligations under the lease agreements with
Sberbank Leasing AO. In 2014, Sberbank Leasing AO filed lawsuits for the recovery of the overdue amounts under
the lease agreements concluded with Korshunov Mining Plant, Mechel Materials, Yakutugol, Southern Kuzbass Coal
Company and Metallurgshakhtspetsstroy. In February 2015, Sberbank Leasing AO sent termination notices to the
lessees under the respective lease agreements for the total amount of 4.2 billion rubles stating that unless the payments
are made within 15 days from the date of the notice, the respective lease agreements shall be deemed terminated. The
payments were not made, and in April 2015, Sberbank Leasing AO requested through the courts accelerated
repayment of amounts due under the lease agreements as well as the return of the leased assets. During the period
from December 2015 to May 2016, we signed settlement agreements with Sberbank Leasing AO which waived our
previous defaults and restructured our future payment schedules. The settlement agreements became effective in 2016.
We have further signed new versions of certain settlement agreements revising payment schedules which were
approved by the courts in 2017.

During the period from May to August 2015, following our failure to fulfill payment obligations under the respective
lease agreements, Caterpillar Financial OOO sent termination notices to the lessees (Yakutugol, Mechel Engineering,
Korshunov Mining Plant, Mechel Materials, Metallurgshakhtspetsstroy, Tomusinsky Open Pit and Southern Kuzbass
Coal Company). We have not settled the claims and Caterpillar Financial OOO filed lawsuits with the court against
our subsidiaries and Mechel (as the guarantor under four lease agreements) seeking termination of lease agreements,
withdrawal of leasing assets and recovery of debt in an aggregate amount of approximately $5.0 million and
�313.9 thousand. In July 2016, Caterpillar Financial OOO filed another lawsuit seeking recovery of debt and
withdrawal of a leasing asset. In 2017, Caterpillar Financial OOO restructured part of our overdue lease payments by
means of settlement agreements which were approved by the courts. Currently, we expect to sign settlement
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During 2016, we breached payment schedules with Sberbank Leasing AO, Caterpillar Financial OOO, VTB Leasing
JSC and Gazprombank Leasing JSC, however we managed to substantially decrease our overdue lease payments and
agreed on the repayment profile of the remaining overdue debts. As of December 31, 2017, we fully repaid the
overdue lease payments to Gazprombank Leasing JSC, Sberbank Leasing AO and VTB Leasing JSC.

In the event the leased equipment is returned to the lessor, there is a risk that our operating activities (for the group
companies that are lessees under the delinquent leases) will be adversely affected, which could have a material
adverse effect on our business, financial condition, results of operations and prospects.

We will require a significant amount of cash to fund our capital investment program.

Our business requires maintenance capital expenditures in order to maintain production levels adequate to meet the
demand for our products, as well as other capital expenditures to implement our business strategy. We spent
5.6 billion rubles during 2017 on our capital expenditures (including 2.8 billion rubles in maintenance capital
expenditures). In planning for 2018, we followed our current investment policy focusing only on those items that are
either close to completion or are of major importance for our operations. Our capital investment program currently
contemplates capital spending of up to 11.6 billion rubles in 2018 (including up to 5.1 billion rubles in maintenance
capital expenditures). A considerable part of the planned capital expenditures relate to the renewal of
mining-and-transport equipment and to the development of the Elga coal deposit. The Elga capital expenditures are
planned in the amount of approximately 8.4 billion rubles to be financed from our own funds in 2018-2020. Overall,
we plan to spend up to 33.4 billion rubles for the three-year period of 2018-2020 on capital investments (including up
to 18.9 billion rubles in maintenance capital expenditures). See �Item 4. Information on the Company � Capital
Investment Program.�

Our ability to undertake and fund planned capital expenditures will depend on our ability to generate cash in the future
and access debt financing. Lack of liquidity may jeopardize capital expenditure plans, see �� We face pressure on our
liquidity, negatively influencing our working capital, which resulted from the acquisitions, substantial investment
program, decrease in prices on commodity markets, global economic slowdown, difficulties with attracting new
financing or refinancing of our debt and our need to service debt along with international sanctions against Russia and
Russian state-owned banks.� This, to a certain extent, is subject to general economic and market conditions, financial,
competitive, legislative, regulatory and other factors (including the status of international sanctions against Russian
companies and individuals as well as sanctions imposed on certain types of products in different sectors) that are
beyond our control. Raising debt financing for our capital expenditures on commercially reasonable terms may be
particularly challenging given our current high levels of indebtedness and restrictive covenants imposed under the
loan agreements. Any deterioration in our operating performance, including due to any worsening of economic
conditions, fall in commodity prices and/or financial, business or other factors, many of which are beyond our control,
may adversely and materially affect our cash flow which may leave us unable to conduct our capital expenditure plans
as necessary or required, which could adversely affect our operating facilities and ability to comply with applicable
regulations.

Changes in the exchange rate of the ruble against the U.S. dollar and in interest rates may materially adversely affect
our business, financial condition and results of operations.

Part of our sales are denominated in U.S. dollars, whereas the majority of our direct costs are incurred in rubles. In
addition, we have foreign currency loans that are denominated mainly in U.S. dollars. Depreciation in real terms of the
ruble against the U.S. dollar may result in a decrease in our costs relative to our export revenues assuming stable level
of prices for our products. Also, depreciation in real terms of the ruble against the U.S. dollar may result in a reduction
in our ability to service debt obligations denominated in foreign currencies in case of sharp decline in sales in general
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increase in real terms in our ruble-denominated expenditures. In 2017, the ruble appreciated in real terms against the
U.S. dollar by 16.3% as compared to 2016, according to the CBR.

In an effort to protect the country�s foreign currency reserves from substantial depletion, the CBR moved to a free
floating exchange rate regime on November 20, 2014. In response to continuing ruble depreciation, the CBR in an
unexpected, emergency meeting increased its key rate, which determines the borrowing costs for commercial banks,
from 10.5% to 17% subsequently lowering the rate to 7.25% during 2015-2018. Upon restructuring, interest rates
under our ruble-denominated facilities with Russian state banks are linked to the CBR key rate (plus a margin above
the key rate). Should the CBR key rate increases again, or should interest rates under our existing facility agreements
otherwise increase, we will face higher borrowing costs, which could have a material adverse effect on our business,
cash flows, financial condition, results of operations and prospects.

Inflation could increase our costs and decrease operating margins.

In 2017, 2016 and 2015, the inflation rate in Russia was 2.5%, 5.4% and 12.9%, respectively, according to the Russian
Federal State Statistics Service (�Rosstat�). The increase in inflation in 2015 may be attributed to international sanctions
imposed on Russian companies and individuals, the significant fall in the ruble against the U.S. dollar and euro and
high growth of prices on consumer goods and services. A record low level of inflation in Russia in 2016 and 2017 was
due to the tight monetary policy of the CBR and slowing growth of prices on consumer goods and services. Inflation
increases our operating costs on monetary items, which are sensitive to rise in the general price level in Russia,
including fuel and energy costs, cost of production services and salaries (as under existing collective agreements wage
indexation is carried out taking into account inflation). Inflation could also potentially increase the prices we can
charge for our products. The impact of inflation on our operating margins depends on whether we can charge higher
prices corresponding with the increase in costs. Nevertheless, there is a high risk that inflation will have an overall
negative impact on our operating margins.

If limitations on the conversion of rubles into foreign currencies in Russia are imposed, this could cause us to default
on our obligations.

Part of our indebtedness and part of our capital expenditures are payable in foreign currencies, including the
U.S. dollar and euro. Russian legislation currently permits the conversion of ruble revenues into foreign currency
without limitation. If the Russian authorities were to impose limitations on the convertibility of the ruble or other
restrictions on operations with rubles and foreign currencies in the event of an economic crisis or otherwise, there may
be delays or other difficulties in converting rubles into foreign currency to make a payment or delays in or restrictions
on the transfer of foreign currency. This, in turn, could limit our ability to meet our payment and debt obligations,
which could result in the loss of suppliers, acceleration of debt obligations and cross-defaults and, consequently, have
a material adverse effect on our business, financial condition, results of operations and prospects.

Our business could be materially adversely affected if creditors of certain of our subsidiaries accelerate their debt.

If we decide to merge certain subsidiaries for operational reasons from time to time, under Russian law such mergers
are considered to be a reorganization and the merged subsidiaries are required to publish the information regarding
this reorganization twice: the first publication due at the beginning of the reorganization and the second to follow one
month after the first publication. Russian law also provides that, for a period of 30 days after the date of latest
publication, the creditors of merging subsidiaries have a right to file a claim seeking acceleration of the reorganized
subsidiaries� indebtedness and demand reimbursement for applicable losses, except in cases where the creditors have
adequate security or are provided with adequate security within 30 days after filing of such claim. In the event that we
undertake any such merger and all or part of our subsidiaries� indebtedness is accelerated, we and such subsidiaries
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Russian law restrictions on depositary receipt programs limit our access to equity capital and constrain our
refinancing options.

Russian companies are limited in their ability to place shares in circulation outside of Russia, including in the form of
depositary receipts such as our common American Depositary Shares (�common ADSs�) and our global depositary
shares representing our common shares (�GDSs�), as well as our preferred American Depositary Shares representing our
preferred shares (�preferred ADSs,� and together with the common ADSs, the �ADSs�) due to Russian securities
regulations. We have received permission from the Russian Federal Financial Markets Service (�FFMS�) for up to 40%
of our common shares to be circulated abroad through depositary receipt programs, which was the maximum amount
allowed at that time. Later we also received FFMS permission for a total of 41,627,074 preferred shares to be
circulated through depositary receipt programs, representing 30% of the total number of issued preferred shares,
which was the maximum amount allowed at that time. Currently, Russian securities regulations provide that no more
than 25% of the total number of a Russian company�s shares may be placed and circulated abroad through depositary
receipt programs or otherwise. It is unclear whether the FFMS�s approvals of higher amounts prior to the establishment
of this lower limit will be allowed to remain in place. As of December 31, 2017, our common ADSs and GDSs
together accounted for approximately 31% of our common shares, and accordingly we believe we cannot raise
additional equity financing through placement of common shares in the form of depositary receipts. If the current limit
is enforced Deutsche Bank Trust Company Americas (the �depositary�) may be forced to cancel some of our common
ADSs and GDSs and deliver a corresponding number of the underlying common shares to holders of common ADSs
or GDSs. The Russian government or its agencies may also impose other restrictions on international financings by
Russian issuers.

We had in the past material weaknesses in our internal control over financial reporting, and we make no assurances
that any material weaknesses will not be identified in the future.

Management identified material weaknesses in our internal control over financial reporting as defined in the Exchange
Act Rule 12b-2 and Rule 1-02 of Regulation S-X that affected our financial statements for the years ended
December 31, 2006, 2007, 2008, 2009, 2010, 2011, 2015 and 2016. Due to the effect of these material weaknesses,
our auditors opined that we did not maintain effective internal control over financial reporting as of December 31,
2006, 2007, 2008, 2009, 2010, 2011, 2015 and 2016 under Section 404 of the Sarbanes-Oxley Act of 2002.

The material weakness that was previously disclosed as of December 31, 2016 was remediated as of December 31,
2017. See �Item 15. Controls and Procedures � Management�s Annual Report on Internal Control over Financial
Reporting� and �� Remediation Activities and Changes in Internal Control over Financial Reporting� for a description of
the material weakness that was reported as a result of the company�s annual assessment as of December 31, 2016 and
remediation of that material weakness. We have implemented and executed our remediation plan, and as of
December 31, 2017, the remediation plan activities were tested and the material weakness was considered as
remediated. However, we make no assurances that no significant deficiencies or material weaknesses in our internal
control over financial reporting will be identified in the future. Our failure to implement and maintain effective
internal control over financial reporting could result in errors in our financial statements that could result in a
restatement of financial statements, cause us to fail to meet our reporting obligations and cause investors to lose
confidence in our reported financial information, leading to a decline in the market price of our shares and ADSs.

We may incur impairments to goodwill or other non-current assets which could negatively affect our future profits.

We assess, at each reporting date, whether there is an indication that an asset may be impaired. If any indication
exists, or when annual impairment testing for an asset is required, we estimate the asset�s recoverable amount. An
asset�s recoverable amount is the higher of an asset�s or a cash-generating unit�s fair value less costs

Edgar Filing: Mechel PAO - Form 20-F

Table of Contents 46



22

Edgar Filing: Mechel PAO - Form 20-F

Table of Contents 47



Table of Contents

of disposal and its value in use. The recoverable amount is determined for an individual asset, unless the asset does
not generate cash inflows that are largely independent of those from other assets or groups of assets. When the
carrying amount of an asset or a cash-generating unit exceeds its recoverable amount, the asset is considered impaired
and is written down to its recoverable amount.

In assessing value in use, we use assumptions that include estimates regarding the discount rates, growth rates and
expected changes in selling prices, sales volumes and operating costs, as well as capital expenditures and working
capital requirements during the forecasted period. The estimated future cash flows expected to be generated by the
asset, when the quoted market prices are not available, are discounted to their present value using a pre-tax discount
rate that reflects current market assessments of the time value of money and the risks specific to the asset. The growth
rates are based on our growth forecasts, which are largely in line with industry trends. Changes in selling prices and
direct costs are based on historical experience and expectations of future changes in the market. In determining fair
value less costs of disposal, recent market transactions are taken into account.

We base our impairment calculation on detailed budgets and forecast calculations, which are prepared separately for
each of our group�s cash-generating units to which the individual assets are allocated. These budgets and forecast
calculations generally cover a period of five years. A long-term growth rate is calculated and applied to project future
cash flows after the fifth year.

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

Impairment losses of continuing operations are recognized in the consolidated statement of profit (loss) and other
comprehensive income (loss) in expense categories consistent with the function of the impaired asset.

For assets excluding goodwill, an assessment is made at each reporting date to determine whether there is an
indication that previously recognized impairment losses no longer exist or have decreased. If such indication exists,
we estimate the asset�s or the cash-generating unit�s recoverable amount. A previously recognized 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 recognized. 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 recognized for the asset in prior years. Such reversal is recognized in the consolidated statement
of profit (loss) and other comprehensive income (loss) unless the asset is carried at a revalued amount, in which case,
the reversal is treated as a revaluation increase.

Goodwill is tested for impairment annually as of December 31 and when circumstances indicate that the carrying
value may be impaired.

Impairment is determined for goodwill by assessing the recoverable amount of each cash-generating unit (or group of
cash-generating units) to which the goodwill relates. When the recoverable amount of the cash-generating unit is less
than its carrying amount, an impairment loss is recognized. Impairment losses relating to goodwill cannot be reversed
in future periods.

The amount of goodwill on our balance sheet as of December 31, 2017 that is subject to impairment analysis in the
future is RUB 18,331 million or 6% of our total assets. This amount includes goodwill of Yakutugol, Southern
Kuzbass Power Plant, Kuzbass Power Sales Company and Port Posiet of RUB 13,399 million, RUB 2,382 million,
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Based on the results of the impairment analysis of goodwill we performed as of December 31, 2017, no impairment
loss was recognized. According to the results of the impairment analysis of non-current assets as of December 31,
2017, impairment loss of RUB 6,081 million was recognized. See note 18 to the consolidated financial statements.

Based on the results of the impairment analysis of goodwill we performed as of December 31, 2016, impairment loss
of RUB 2,930 million was recognized. According to the results of the impairment analysis of non-current assets as of
December 31, 2016, impairment loss of RUB 2,272 million was recognized. See note 18 to the consolidated financial
statements.

Based on the results of the impairment analysis of goodwill we performed as of December 31, 2015, impairment loss
of RUB 1,444 million was recognized. According to the results of the impairment analysis of non-current assets as of
December 31, 2015, impairment loss of RUB 5,983 million was recognized. Based on comparison of carrying value
and recoverable value as of December 31, 2015, excess of recoverable value over carrying value was identified
therefore reversal of previously recorded impairment loss as of December 31, 2014 was recognized in the amount of
RUB 5,966 million.

We continue to monitor relevant circumstances, including consumer levels, general economic conditions and market
prices for our products, and the potential impact that such circumstances might have on the valuation of our goodwill
and non-current assets. It is possible that changes in such circumstances, or in the numerous variables associated with
our judgments, assumptions and estimates made in assessing the appropriate valuation of goodwill and recoverable
value of non-financial assets, could in the future require us to further reduce our goodwill and non-financial assets and
record related non-cash impairment charges. If we are required to record additional impairment charges, this could
have a material adverse impact on our results of operations or financial position.

Given the competition for qualified accounting personnel in Russia, we may be unable to retain our key accounting
staff, which could disrupt our ability to timely and accurately report IFRS financial information.

Our subsidiaries maintain their books and records in local currencies and prepare accounting reports in accordance
with local accounting principles and practices. In particular, each of our Russian subsidiaries maintains its books in
rubles and prepares separate unconsolidated financial statements in accordance with the Russian accounting standards.
For every reporting period, we translate, adjust and combine these Russian statutory financial statements to prepare
consolidated financial statements in accordance with IFRS. This is a time-consuming task requiring us to have
accounting personnel experienced in internationally accepted accounting standards. We believe there is a shortage in
Russia of experienced accounting personnel with knowledge of internationally accepted accounting standards.
Moreover, there is high demand for such personnel as many Russian companies prepare financial statements on the
basis of internationally accepted accounting standards. Such competition may make it difficult for us to hire and retain
such personnel, and our accounting staff may have high turnover.

Risks Relating to Our Business and Industry

We operate in cyclical industries, and any local or global downturn, whether or not primarily affecting the mining
and/or steel industries, may have an adverse effect on our business, financial condition, results of operations and
prospects.

Our mining segment sells coal (metallurgical and steam), iron ore concentrate, coke and chemical products. These
commodities are traded in markets throughout the world and are influenced by various factors beyond our control,
such as global economic cycles and economic growth rates. Prices of these products have varied significantly in the
past and could vary significantly in the future. For example, in 2017, coal prices were highly volatile. According to
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Our steel segment sells steel products, including semi-finished products, long products of a wide range of steel grades,
carbon and stainless flat products, wire products, stampings and forgings and others, as well as ferrosilicon.
Ferrosilicon is primarily used in the manufacture of steel and its market demand generally follows the cycles of the
steel industry. The steel industry is highly cyclical in nature because the industries in which steel customers operate
are subject to changes in general economic conditions. The demand for steel products thus generally correlates to
macroeconomic fluctuations in the economies in which steel producers sell products, as well as in the global economy.
The prices of steel products are influenced by many factors, including demand, worldwide production capacity,
capacity-utilization rates, raw materials costs, exchange rates, trade barriers and improvements in steel-making
processes. Steel products prices have experienced, and in the future may experience, significant fluctuations as a result
of these and other factors, many of which are beyond our control.

Our power segment generates and supplies power resources. Power demand in Russia depends on its consumption by
the industrial sector. In Russia, the steel and mining industries are major consumers of power and the level of
production of steel and mining companies impact demand for power. Market demand for the power produced by our
power segment is affected by many of the same factors and cycles that affect our mining and metals businesses.

As a result of the global economic crisis and the subsequent global economic slowdown, the demand and prices for
our products sharply declined. The continuing stagnation of the economy of the European region, the 2012-2017
economic slowdowns in the Asia region, primarily in China, as well as the existing uncertainty as to global economic
growth in the near future and international sanctions against Russia and Russian individuals or businesses may have
adverse consequences for our customers and our business as a whole. See �� Risks Relating to the Russian Federation �
The political and economic crisis in Ukraine as well as other politically related disagreements and allegations between
Russia and other countries and sanctions imposed as a result thereof by the United States and the European Union may
have a material adverse effect on our business, liquidity and financial condition, as well as the trading market for and
value of our shares and ADSs.�

Prices for our products, including coal, iron ore, metals, ferrosilicon and power, as well as the prices of coal, iron ore,
ferroalloys, power and natural gas and other commodities and materials we purchase from third parties for the
production of our products, fluctuate substantially over relatively short periods of time and expose us to commodity
price risk. We do not use options, derivatives or swaps to manage commodity price risk. We use our vertically
integrated business model and intersegment sales, as well as short-term and long-term purchase and sales contracts
with third party suppliers and customers, to manage such risk. In addition, the length and pricing terms of our sales
contracts on certain types of products are affected and can be regulated by orders issued by Russian antimonopoly
authorities. In particular, pursuant to a directive issued to us by the Russian Federal Antimonopoly Service (�FAS�) in
August 2008, we entered into long-term contracts for supply of certain grades of our coking coal with a formula of
price calculation and with fixed volumes for the entire period of the contract. See �� Antimonopoly regulation could lead
to sanctions with respect to the subsidiaries we have acquired or established or our prices, sales volumes and business
practices.� Terms of sales of other types of our products may also be affected by regulations of the authorities. We
cannot assure you that our strategies and contracting practices will be successful in managing our pricing risk or that
they will not result in liabilities. If our strategies to manage commodity price risk and the impact of business cycles
and fluctuations in demand are not successful, it could have a material adverse effect on our business, financial
condition, results of operations and prospects.

The steel and mining industries are highly competitive, and we may not be able to compete successfully.

We face competition from Russian and international steel and mining companies. Consolidation in the steel and
mining sectors globally has led to the creation of several large producers, some of which have greater financial
resources and more modern facilities than our group. We also face price-based competition from producers in
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products and rolled products). Increased competition could result in more competitive pricing and reduce our
operating margins.

Our competitiveness is based in part on our operations in Russia having a lower cost of production than competitors in
higher-cost locations. We have been facing a consistent upward trend in the past several years in production costs,
particularly with respect to wages and transportation. For example, our rail transportation costs increased consistently
during the last three years with the rail tariff increases of 10.0% in 2015, 9.0% in 2016 and 6.08% in 2017. See �� A
limited capacity of the railway infrastructure and an increase in railway tariffs expose us to uncertainties regarding
transportation costs of raw materials and steel products,� �� Increasing costs of electricity, natural gas and labor could
materially adversely affect our operating margins� and �� Inflation could increase our costs and decrease operating
margins.� If these production costs continue to increase in the jurisdictions in which we operate, our competitive
advantage will be diminished, which could have a material adverse effect on our business, financial condition, results
of operations and prospects.

Changes in our estimates of reserves or failure to implement mine development plans could result in lower than
expected revenues, higher than expected costs or decreased operating margins.

We base our reserve information on engineering, economic and geological data which is assembled, analyzed and
reviewed by our staff, which includes various engineers and geologists, annually and which is reviewed by
independent mining engineers as of the acquisition dates as part of business combinations. The reserve estimates as to
both quantity and quality are periodically updated to reflect production from reserves and new drilling, engineering or
other data received. There are numerous uncertainties inherent in estimating quantities and qualities and the costs to
mine recoverable reserves, including many factors beyond our control. Estimates of economically recoverable
reserves and net cash flows necessarily depend upon a number of variable factors and assumptions, such as geological
and mining conditions which may not be fully identified by available exploration data or which may differ from our
experience in current operations, projected rates of production in the future, historical production from the area
compared with production from other similar producing areas, the assumed effects of regulation and taxes by
governmental agencies and assumptions concerning prices, operating costs, mining technology improvements, mineral
extraction and excise tax, development costs and reclamation costs, all of which may vary considerably from actual
results. In addition, it may take many years from the initial phase of drilling before production is possible. During that
time, the economic feasibility of exploiting a discovery may change as a result of changes in the market price of the
relevant commodity. Mine development plans may have to be revised due to geological and mining conditions and
other factors described above, as well as due to shortages in capital funding. Our planned development projects also
may not result in significant additional reserves and we may not have continuing success developing new mines or
expanding existing mines beyond our existing reserves.

The financial performance of our mining segment depends substantially on our ability to mine coal reserves that have
the geological characteristics that enable them to be mined at competitive costs and to meet the quality needed by our
customers. Actual tonnage recovered from identified reserve areas or properties and revenues and expenditures with
respect to our reserves may vary materially from estimates. Replacement reserves may not be available when required
or, if available, may not be capable of being mined at costs comparable to those characteristic of the depleting mines.
Our ability to obtain other reserves through acquisitions in the future could be limited by restrictions under our
existing or future loan agreements, competition from other mining companies for attractive properties, the lack of
suitable acquisition candidates or the inability to acquire mining properties on commercially reasonable terms.
Furthermore, we may not be able to mine all of our reserves as profitably as we do at our current operations due to
increases in wages, power and fuel prices and other factors.
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The development of the Elga coal deposit is subject to certain risks due to the substantial amount of capital costs
involved in developing the required infrastructure.

The risks associated with the development of the Elga coal deposit have the potential to impact the project�s legal or
economic viability. Key risks that have been identified include the following: (1) the early termination, suspension or
restriction of the right of subsoil use of the Elga coal deposit in case of violation of the requirements of the deposit
development technical plan; (2) the project requires significant capital expenditures to develop the required production
and washing facilities and infrastructure, and increases in planned capital and operating costs could make the project
uneconomical because of the project�s sensitivity to these costs; (3) the economic viability of the project is dependent
upon the full use of the rail line; (4) the project is very sensitive to market prices for coal because of the high initial
capital costs; and (5) the insufficient capacity of ports in the Russian Far East where the Elga deposit is located may
limit the distribution of coal mined at the Elga deposit. In addition, capital expenditures for the rail line were not
considered in the calculation of reserves estimates as we do not plan to use the rail line solely for delivery of coal from
the Elga deposit. The realization of any of these risks could have a material adverse effect on our business, financial
condition, results of operations and prospects. While we have already invested approximately 75.3 billion rubles in the
development of the Elga coal deposit (out of which approximately 64.4 billion rubles was invested in the construction
of the rail line), its further development requires a substantial amount of investment. Based on the expected financial
capabilities of the group in view of the current and projected market conditions for our main products, we plan to
invest in Elga from our own funds approximately 8.4 billion rubles in 2018-2020. In 2013 and 2014, our subsidiary
Elgaugol and State Corporation �Bank for Development and Foreign Economic Affairs (Vnesheconombank)�
(�Vnesheconombank�) signed a $150.0 million bridge loan agreement and a $2.5 billion main project financing loan
agreements for the development of the Elga coal deposit. Disbursement under the main project financing loan
agreements was subject to fulfillment of conditions precedent. Elgaugol has not fulfilled these conditions and
Vnesheconombank has suspended and subsequently terminated the financing. In September 2017, our debt obligations
in a total amount of approximately $183.1 million were refinanced by Vnesheconombank.

Successful implementation of our strategy to expand our special steel long products sales and coal sales depends on
our ability to increase our export sales of these products.

Our strategy to expand our special steel long products sales is dependent on our ability to increase our exports of these
products to other countries. Likewise, our strategy to increase our sales of coal, particularly high-grade coking coal
and PCI, is substantially dependent on our ability to increase our production and exports of these products through
ports in the Russian Far East to other countries, particularly Japan, China, South Korea and other Pacific Rim
countries. We face a number of obstacles to this strategy, including oversupply and low demand, trade barriers and
sales and distribution challenges, as well as restrictions imposed by antimonopoly legislation. See �� Antimonopoly
regulation could lead to sanctions with respect to the subsidiaries we have acquired or established or our prices, sales
volumes and business practices.�

Currently, key ports in the Russian Far East have limited cargo-handling capacity, lack adequate port facilities and
have old and worn-out equipment. In particular, the limited capacity of the railways connecting to these ports is a
critical impediment to the further development of port infrastructure and the entire transportation system in the
Russian Far East. Increasing the capacity of the ports in the Russian Far East is one of the key issues identified in the
Transportation Strategy of the Russian Federation. Existing railway sections must be reconstructed, the logistics
structure improved and the actions of the cargo owners, the ports� management and Russian Railways, an open
joint-stock company wholly owned by the Russian government, must be better coordinated. In addition, the shortage
of the locomotive fleet of Russian Railways due to its worn-out state and frequent breakdowns, as well as major track
repairs by Russian Railways in the summer months result in restriction on cargo volumes and increase in delivery
time. Slowdown in train movements in the winter months has a negative impact on the state of bulk cargo as freezing
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In particular, the total current annual capacity of the Baikal-Amur Mainline to which our Elga deposit is connected by
our private rail line, was increased to 23 million tonnes in 2016 and upon implementation of a set of actions set forth
in the Federal Target Program �Development of Transport System of Russia (2010-2020)� is expected to increase up to
33 million tonnes per year by 2019. However, in order to comply with the general declared volumes for cargo
transportation on the Baikal-Amur Mainline, its capacity will need to be further expanded to meet, among others, our
needs when Elga Open Pit reaches its full planned annual production capacity of 28.2 million tonnes of saleable coal
in 2027. In addition, Russian Railways increased the capacity of the Komsomolsk-on-Amur-to-Sovetskaya Gavan
segment, which connects the Baikal-Amur Mainline to Port Vanino, to 42.3 million tonnes in 2016. However, this
increase may not be sufficient as other cargo shippers may also substantially increase their cargo volumes on the
Baikal-Amur and Trans-Siberian Mainlines and further in the direction from Komsomolsk-on-Amur to Sovetskaya
Gavan transportation hub. There could be no assurance that the development projects by Russian Railways will
proceed according to current plans, particularly in light of international sanctions against Russian companies and
individuals. In addition, there is acute competition among Russian coal exporters for existing port capacity. In light of
this shortage, Russian coal producers have endeavored to acquire ports or separate terminals to ensure the export of
their products.

Our ability to increase coking coal export volumes is also limited by requirements to first satisfy Russian domestic
coal demand, pursuant to a FAS directive issued to us in August 2008. See �� Antimonopoly regulation could lead to
sanctions with respect to the subsidiaries we have acquired or established or our prices, sales volumes and business
practices.� Failure to successfully manage the obstacles and tasks involved in the implementation of our export sales
strategy could have a material adverse effect on our business, financial condition, results of operations and prospects.

In the event the title to the shares of any company we acquired is successfully challenged, we risk losing our
ownership interest in that company or its assets.

Almost all of our Russian assets consist of companies formed during the course of Russian privatizations in the 1990s
and early 2000s and generally we acquired shares in these companies from third parties after their respective
privatizations. Given that Russian privatization legislation is vague, many privatizations are vulnerable to challenge.
The Russian statute of limitations for challenging privatization transactions is generally three years since the date
when performance of the transaction began. If a person presenting the claim was not a party to the transaction, the
statute of limitations runs from the date when such person found out or should have found out that performance of the
transaction was initiated. The statute of limitations generally cannot exceed 10 years from the commencement of
performance of the transaction, although recent court practice suggests this limit does not apply if a claimant was not
aware of a violation and if it is determined that, in accordance with general principles of justice, the statute of
limitations concept cannot be otherwise relied on to allow the legalization of unlawfully acquired property. As noted
above, most of our subsidiaries were privatized more than 10 years ago. In the event that any title to, or our ownership
stakes in, any of the privatized companies acquired by us is subject to challenge as having been improperly privatized
and we are unable to defeat this claim, we risk losing our ownership interest in the company or its assets, which could
materially adversely affect our business, financial condition, results of operations and prospects.

In addition, under Russian law transactions in shares may be invalidated on many grounds, including a sale of shares
by a person without the right to dispose of such shares, breach of interested party and/or major transaction rules and/or
the terms of transaction approvals issued by governmental authorities, or failure to register the share transfer in the
securities register. As a result, defects in earlier transactions with shares of our subsidiaries (where such shares were
acquired from third parties) may cause our title to such shares to be subject to challenge.
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Our business could be adversely affected if we fail to obtain or extend necessary subsoil licenses and permits or fail to
comply with the terms of our subsoil licenses and permits.

Our business depends on the continuing validity of our subsoil licenses and the issuance of new and extended subsoil
licenses and our compliance with the terms thereof. In particular, in estimating our reserves, we have assumed that we
will be able to renew our Russian subsoil licenses as and when necessary in the ordinary course of business so that we
will be able to exploit the resources under such licenses for the operational life of the relevant subsoil plot. See �Item 4.
Information on the Company � Regulatory Matters � Subsoil Licensing in Russia � Extension of licenses� and �� Mining
Segment � Mineral reserves.� However, license extension is subject to the licensee being in compliance with the terms
of the license. Our experience with license extensions and publicly available information about current market practice
and available court practice suggest that regulatory authorities tend to focus on such terms of the license as production
levels, operational milestones and license payments, which are considered to be material terms of the license.
Nevertheless, there is no assurance that this approach will be consistently applied by the regulatory authorities and the
courts and that there will be no changes to this approach in the future. Regulatory authorities exercise considerable
discretion in the timing of license issuance, extension of licenses and monitoring licensees� compliance with license
terms. Subsoil licenses and related agreements typically contain certain environmental, safety and production
commitments. See �Item 4. Information on the Company � Regulatory Matters � Subsoil Licensing in Russia �
Maintenance and termination of licenses.� If regulatory authorities determine that we have violated the material terms
of our licenses, it could lead to rejection in license extension or suspension or termination of our subsoil licenses, and
to administrative and civil liability. In addition, requirements imposed by relevant authorities may be costly to
implement and result in delays in production. Our subsoil licenses expire on dates falling in 2020 through 2037. See
the tables setting forth expiry dates of our Russian subsoil licenses in �Item 4. Information on the Company � Mining
Segment� and reserves information. Accordingly, these factors may seriously impair our ability to operate our business
and realize our reserves which could have a material adverse effect on our business, financial condition, results of
operations and prospects.

We are currently in compliance with the material terms of our Russian subsoil licenses, except for the following. We
failed to commence commercial coal production at the Raspadsk license area (part of Olzherassky Open Pit) in 2009
as required by the license due to unfavorable mine economics, but expect to commence such production in the fourth
quarter of 2018 provided coal prices recover sufficiently. In addition, we commenced preparation for the commercial
development of the Yerunakovsk-1, Yerunakovsk-2 and Yerunakovsk-3 license areas, but failed to commence
commercial production at these license areas in 2011 as required by the licenses due to unfavorable mine economics.
As a result, in April 2017, the subsoil use right for the Yerunakovsk-2 license area was early terminated by Rosnedra.
Moreover, we cannot fully develop the deposit at the Yerunakovsk-3 license area due to the presence of a third-party
sludge pond in this area. Furthermore, we failed to commence commercial coal production at the Olzherassk license
area (Olzherasskaya-Glubokaya Underground) in 2012 due to unfavorable mine economics and the significant capital
investments required to develop this license area. In addition, we do not meet the deadlines of preparation for the
commercial development of the Pionerskoye and the Sivaglinskoye iron ore deposits due to lack of financing. The
Yerunakovsk-1, Yerunakovsk-3 and Olzherassk (Olzherasskaya-Glubokaya Underground) license areas are not
counted for the purposes of our coal reserves.

Increasing costs of electricity, natural gas and labor could materially adversely affect our operating margins.

In 2017, our Russian operations purchased through Mechel Energo approximately 3.1 billion kilowatt-hours (�kWh�) of
electricity at a total cost of 9.8 billion rubles, implying an average cost of 2.7 rubles per kWh. According to the
Ministry of Economic Development of the Russian Federation, the average increase in market prices in the wholesale
electricity market was 10.5% in 2017, and is expected to be 4.0% in 2018. Further price increases for electricity may
also occur in the future due to the increase in fuel prices.
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independent producer of natural gas, Rosneft Oil Company (�Rosneft�), the leader of Russia�s petroleum industry, and
Gazprom PAO (�Gazprom�), the government-controlled dominant gas producer and the owner of the unified gas
supply system of Russia. Domestic natural gas prices are regulated by the Russian government. In 2017, we purchased
approximately 1.8 billion cubic meters of gas at a total cost of approximately 7.1 billion rubles. Russian domestic
natural gas prices are significantly below Western European levels, which provides us with a cost advantage over our
competitors, an advantage which may diminish as Russian domestic gas prices approach Western European levels.
Starting from July 1, 2017, the FAS set wholesale prices of gas produced by Gazprom for domestic consumers on the
territory of the Russian Federation, except for households, in the range of 2,489 rubles to 5,097 rubles as compared to
prices set for the previous period which were set starting from July 1, 2015 in the range of 2,395 rubles to 4,906 rubles
per thousand cubic meters, depending on the region of the Russian Federation where the gas is purchased.

Following raw materials used in the production process and energy-related costs, our labor costs are the next most
significant operational cost. Labor costs in Russia have historically been significantly lower than those in the more
developed market economies of North America and Western Europe for similarly skilled employees. According to
Rosstat, the average wage in the Russian Federation has decreased by 9.0% in 2015. In 2016 and 2017, the average
wage has increased by 0.8% and 3.4%, respectively, according to Rosstat. Labor costs in Russia are indexed to and
adjusted for inflation, which means that in the future labor costs may rise and our advantage with respect to our
competitors with foreign operations that have historically had to pay higher average wages than those paid in Russia
may be reduced.

Higher costs of electricity, natural gas and labor could negatively impact our operating margins, which could have a
material adverse effect on our business, financial condition, results of operations and prospects.

A limited capacity of the railway infrastructure and an increase in railway tariffs expose us to uncertainties regarding
transportation costs of raw materials and steel products.

Railway transportation is our principal means of transporting raw materials and steel products to our facilities and to
customers in Russia and abroad. The Russian rail system is controlled by Russian Railways, which is a
state-sanctioned monopoly responsible for the management of all Russian railroads. The Russian government sets
domestic rail freight prices and the terms of transportation, including the terms related to the type of rolling stock to be
used for transportation of certain types of cargo and the estimated minimum tonnage for the purposes of determining
the applicable tariff. These rail freight prices are subject to annual adjustment based on, among other factors, inflation
and the funding requirements of Russian Railways� capital investment program, which is in turn affected by the acute
need to upgrade track infrastructure and passenger- and cargo-handling facilities.

The most significant railcar owners are Freight One JSC, Federal Freight JSC, NefteTransService, Globaltrans and
Freight Company Novotrans. Our cargoes are currently transported in the railcars owned by our subsidiary
Mecheltrans or third party railcar owners, mainly to transport coal products and iron ore concentrate. Mecheltrans
works with third party railcar owners to arrange for transportation and forwarding cargoes with their railcars. In 2017,
our freight volume transported by third party railcar owners amounted to 23.3 million tonnes, for which we paid
10.5 billion rubles.

In 2017, railway tariffs were indexed by 6.08%. Starting from January 30, 2018, railway tariffs have increased by an
additional 5.4%. Starting from January 29, 2015, railway export tariffs for all goods were increased by 13.4%, except
for certain grades of coal and middlings for which additional indexation amounted to 1.3%. Starting from January 29,
2017, railway export tariffs were reduced from 13.4% to 10.0%. Along with the growth of tariff levels, a disruption in
the transportation of our raw materials and products may occur. In 2016, due to the ban to increase the service life of
railcars, the open car fleet of Russian Railways decreased sharply while traffic volumes remained unchanged. In the
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operators� services and a reduction in volume of transported cargo, including our cargo. All of the above factors may
preserve in the future and negatively impact our operating margins, which could have a material adverse effect on our
business, financial condition, results of operations and prospects.

We face certain trade restrictions in the export of ferrosilicon to the European Union.

In February 2008, an antidumping duty in the amount of 17.8% was imposed on exports to the European Union of
ferrosilicon produced by our subsidiary Bratsk Ferroalloy Plant for a period of five years. In February 2013, the
European Commission initiated an expiry review of the antidumping measures applicable to imports of ferrosilicon. In
April 2014, the antidumping duty was extended for another five years. We may face additional antidumping duties
and other trade restrictions in the European Union, the United States and other markets in the future. See �Item 4.
Information on the Company � Steel Segment � Trade restrictions.�

We benefit from Russia�s tariffs and duties on imported steel, many of which have been reduced upon Russia�s WTO
membership and may be eliminated in the future.

Russia has in place import tariffs with respect to certain imported steel products. These tariffs generally amount to 5%
of the value of the imports. Almost all of our sales of steel products in Russia were protected by these import tariffs in
2017. The Republic of Belarus, the Republic of Kazakhstan and the Russian Federation entered into a Customs Union
and implemented a Common Customs Tariff, which came into force on January 1, 2010, reducing import duties on
stainless rolled products from 15% to 5%. Further, the Republic of Belarus, the Republic of Kazakhstan and the
Russian Federation established the Eurasian Economic Union which was enlarged in 2015 to include the Republic of
Armenia and the Kyrgyz Republic. Creation of the Customs Union, as well as other actions and decisions of the
Russian authorities in respect of tariffs and duties, can lead to further reduction of import duties.

On November 20, 2013, the Eurasian Economic Commission initiated an antidumping investigation against imports of
steel bars originating in Ukraine. In March 2016, the investigation was completed resulting in the imposition of
antidumping duties for a period of five years. Therefore, we benefit from protection of the Eurasian Economic Union�s
market from low-priced import of steel bars.

Upon Russia�s entry into the World Trade Organization (�WTO�), the import tariffs and duties of Russia were reduced
or eliminated, depending on the type of steel products. In particular, according to the WTO accession terms Russian
import duties on most types of steel products have been reduced to 5%, causing increased competition in the Russian
steel market from foreign producers and exporters.

Our exports to the European Union are subject to REACH regulations.

Chemical substances contained in some of our products, as well as by-products and waste, which we export to or
produce in the European Union are subject to regulation (EC) No 1907/2006 on registration, evaluation, authorization
and restrictions of use of chemicals (�REACH�). Under REACH, we must provide a registration dossier for such
substances to the European Chemicals Agency (�ECHA�). In addition, we must provide the information about the
registered substances usage and utilization to the competent authorities of the EU Member States and downstream
users upon request. We believe that we are in compliance with current REACH requirements and we will have to
maintain certain resources to ensure compliance with further developing REACH requirements.

REACH provides for a special authorization regime for substances of high concern, including those that are identified
from scientific evidence as causing probable serious effects to humans or the environment on a case-by-case basis. To
obtain authorization, a manufacturer of substances of high concern is generally required to demonstrate that the risk
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European Commission may amend or withdraw the authorization, even one given for adequate control, if suitable
substitutes have become available. Currently, none of our products contain substances which may be subject to the
authorization regime. There is no assurance that our products will not be subject to further restrictions or bans if any
substance of high concern is detected in our products in excess of statutory thresholds, which could have a material
adverse effect on our business, financial condition, results of operations and prospects.

The European Commission amends the REACH regulation on an ongoing basis. Compliance with changes may lead
to increased costs, modifications in operating practices and/or further restrictions affecting our products. Any such
changes and/or modifications could have a material adverse effect on our business, financial condition, results of
operations and prospects.

We are subject to mining risks.

Our operations, like those of other mining companies, are subject to all of the hazards and risks normally associated
with the exploration, development and production of natural resources, any of which could result in production
shortfalls or damage to persons or property.

In particular, hazards associated with our open pit mining operations include, but are not limited to: (1) flooding of the
open pit; (2) collapses of the open pit wall; (3) accidents associated with the operation of large open pit mining and
rock transportation equipment; (4) accidents associated with the preparation and ignition of large-scale open pit
blasting operations; (5) deterioration of production quality due to weather; and (6) hazards associated with the
disposal of mineralized waste water, such as groundwater and waterway contamination.

Hazards associated with our underground mining operations include but are not limited to: (1) underground fires and
explosions, including those caused by flammable gas; (2) cave-ins or ground falls; (3) emissions of gases and toxic
chemicals; (4) flooding; (5) sinkhole formation and ground subsidence; and (6) other accidents and conditions
resulting from drilling, blasting and removing and processing material from an underground mine, including due to
human error.

We are at risk of experiencing any and all of these hazards. The occurrence of such hazards could delay production,
increase production costs, result in injury to persons or death, and damage to property, as well as liability for us. For
example, in 2008, there were two accidents at V.I. Lenina Underground which involved multiple casualties, and one
of the accidents resulted in five fatalities. In 2010 through 2012, there were a number of occasions of self-heating and
spontaneous ignition of coal as well as an increase of coal dust levels, each of which resulted in the temporary
suspension of mining operations at the longwalls of Sibirginskaya Underground, V.I. Lenina Underground and
Olzherasskaya-Novaya Underground. There were no casualties involved in any of these occasions. In 2013-2017,
there were also a number of occasions which caused the temporary suspension of mining operations, but had no
significant effect on our business. We implemented measures to cure the causes of these occasions and we are
implementing measures aimed at preventing accidents and occasions in the future and we are cooperating with the
competent governmental authorities, in particular, the Russian Federal Service for Ecological, Technological and
Nuclear Supervision (�Rostekhnadzor�).

The risk of occurrence of these hazards is also exacerbated by the significant level of depreciation of the equipment of
our mining enterprises. We are conducting a program of phased replacement and refurbishment of obsolete equipment
in order to meet safety requirements at our most hazardous facilities.

Abnormal weather conditions and natural hazards could negatively impact our business.
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lead to delays in deliveries of raw materials to our production facilities and finished products to consumers, as well as
a suspension of production. For example, in July 2017, about 50 meters long
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wash-out of railway track on the Ulak-Elga rail line occurred as a result of heavy rains. Coal transportation from the
Elga deposit was interrupted for 9 days until the full restoration of the railway. In August 2017, due to the typhoon
Noru which came to Primorsky Krai, there was a power outage, wash-out of roads and a railway track towards Port
Posiet, as a result all loading and unloading operations in the port were suspended for 10 days. The railway repair and
restoration works lasted approximately two months, during which the transportation of goods to Port Posiet was
limited. In addition, the existence of abnormally low temperatures for a long period of time may limit the work of the
port infrastructure, crane equipment and mining-and-transport equipment. The negative impact of such abnormal or
extreme climate and weather conditions may have an adverse effect on our business, financial condition, results of
operations and prospects.

More stringent environmental laws and regulations or more stringent enforcement or findings that we have violated
environmental laws and regulations could result in higher compliance costs and significant fines and penalties,
cleanup costs and compensatory damages, or require significant capital investment, or even result in the suspension
of our operations, which could have a material adverse effect on our business, financial condition, results of
operations and prospects.

Our operations and properties are subject to environmental laws and regulations in the jurisdictions in which we
operate. For instance, our operations generate large amounts of pollutants and waste, some of which are hazardous,
such as benzapiren, sulfur oxide, sulfuric acid, nitrogen ammonium, sulfates, nitrites and phenicols. Some of our
operations result in the creation of sludges, including sludges containing base elements such as chromium, copper,
nickel, mercury and zinc. The creation, storage and disposal of such hazardous waste is subject to environmental
regulations, including the requirement to perform decontamination and reclamation, such as cleaning up highly
hazardous waste oil and iron slag. In addition, pollution risks and related cleanup costs are often impossible to assess
unless environmental audits have been performed and the extent of liability under environmental and civil laws is
clearly determinable. Furthermore, new and more stringent regulations have been introduced in a number of countries
in response to the impacts of climate change. See �� Increased regulations associated with climate change and
greenhouse gas emissions may give rise to increased costs and may adversely impact our business and markets.�

Environmental legislation in Russia is generally weaker and less stringently enforced than in the European Union or
the United States. However, recent Russian government initiatives indicate that Russia will introduce new water, air
and soil quality standards and increase its monitoring and fines for non-compliance with environmental rules, and
environmental concerns are increasingly being voiced at the local level. For example, Resolution No. 1029 of the
Government of the Russian Federation dated September 28, 2015 �On approval of criteria for attribution of objects
having a negative impact on the environment to objects of I, II, III and IV category,� sets criteria for the classification
of objects that have a negative impact on the environment into the four categories. The first category includes objects
that have a significant negative impact on the environment and relate to fields of application of the best available
technology and the fourth categ
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