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About the Report
Reporting standards

Scope and boundaries of the Report

Liability of the Board of Directors

Material disclosures

Metalloinvest’s Annual Report (the “Report”) has been prepared
in accordance with the Federal Law On the Securities Market, Federal Law On Joint Stock Companies and Regulation On Information
Disclosure by Issuers of Issue-Grade Securities. MICEX and LSE
Listing Rules, the Company’s by-laws and internal procedures,
GRI G4 Guidelines, including GRI G4 Metals and Mining Sector
Disclosures, were also used in the preparation of the Report.

The Report for 2016 has been prepared on the basis of the consolidated IFRS financial statements and is addressed to a diverse
range of stakeholders. It covers the Company’s key financial
and operating results, as well as its sustainable development
performance in Russia in 2016. The information provided by
the Company’s subsidiaries is aligned with the IFRS reporting
boundaries. The Report is published annually covering the period
from 1 January to 31 December each year. The Report includes
events after the reporting date through 30 April 2017.

The Report contains certain projections and forward-looking
statements, particularly (but not limited to) relating to anticipated
demand and consumption, global economic recovery, commodity
prices, management aims and objectives, strategy, production,
anticipated investment and the anticipated completion of previously announced transactions. Actual results may differ from
those expressed in such statements depending on a variety
of factors and risks affecting the Company and / or any of its
affiliates, and their respective operations.

The Report’s material disclosures include changes in the market
environment, improvements in operating efficiency, stronger
investment attractiveness and development outlook, competitive
working conditions, health, safety and environment, management
framework, risk management, and regional development.

For the purpose of this Report, the term Metalloinvest shall
include the following entities: Metalloinvest Holding Company,
Metalloinvest Management Company, Lebedinsky GOK,
Mikhailovsky GOK, Ural Steel, OEMK, Metalloinvestleasing
and Ural Scrap Company. The members of the management team
mentioned in this report are the management of Metalloinvest
Management Company.

Accuracy of information
The Report has been prepared in good faith, but has not been independently verified. The IFRS consolidated financial statements
have been independently audited. Neither the Company nor its
affiliates make any statements, give guarantees, assume any
responsibility, explicit or implicit, regarding the reliability, accuracy, completeness or correctness of the information or opinions
contained in the Report.

Sustainability report
The Company is in the process of preparing a Corporate Social
Responsibility Report to outline the key areas of its approach
to sustainability issues.
The Company follows an annual reporting cycle for non-financial
disclosure.As at the date of this Report, the independent auditor
did not review the Corporate Social Responsibility Report, therefore data disclosed in this Report may differ from those in the Corporate Social Responsibility Report.
The Company follows an annual reporting cycle for non-financial
disclosure.
Reports are available online on the Company’s website:
http://www.metalloinvest.com/en/sustainability/csr-reports/
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About the Сompany
Metalloinvest is an efficient metals and mining company
covering all stages of the production chain: from the extraction
and processing of iron ore to the output of high-quality steel
products for a wide variety of industrial customers, both
in Russia and abroad.

Key success factors

1

2

Unique
resource base

Our assets
The Company owns the world’s second-largest proven iron ore reserves, according
to JORC1 , amounting to approximately 14.2 billion tonnes, which at current mining levels
guarantees approximately 140 years of reserve life.

Low and controllable
cash costs

3

Metalloinvest’s core production assets –Lebedinsky GOK, Mikhailovsky GOK
and OEMK – are located in the European part of Russia and have access to mature
infrastructure and key domestic, regional and international markets, including Russia,
the CIS countries, CEE, the Middle East and Asia. Ural Steel is located in the Ural region
of Russia in the immediate vicinity of Russian pipe manufacturers.

4

Demand-driven
production

Diversified sales
geography
For more details, please refer to the sections entitled ‘From Advantages to Priorities’ (p. 8),
‘High efficiency business model’ (p. 10) and ‘Market Overview’ (p. 30).

Global leadership3
Mining segment

Steel segment

Metalloinvest owns Russia’s largest ore
mining and beneficiation facilities by iron
ore production and beneficiation, and iron
ore concentrate and pellet production
volumes. Lebedinsky GOK is the only HBI
producer in Russia and the CIS.
• Lebedinsky GOK (100% )2
• Mikhailovsky GOK (99.3%)

OEMK and Ural Steel are the major producers in Russia’s niche market steel products, offering over 2,000 steel grades.
Ural Scrap Company is a modern ferrous
scrap metal treatment facility.
• OEMK (100%)
• Ural Steel (100%)
• Ural Scrap Company (100%)

Auxiliary businesses and other
assets
Metalloinvest owns assets that provide
service support and feedstock to its mining and steel-making facilities, as well as
auxiliary assets.
• Metalloinvest Trading AG (100%)
• Metalloinvest Logistics DWC LLC (100%)
• The Urban Institute of Steel Plant Design
(Gipromez) (100%)
• Metalloinvestleasing (100%)

#1

producer
of merchant
HBI / DRI

#2

by proven iron ore
reserves

#2

#5

producer
of merchant iron ore

producer of iron
ore pellets

Credit ratings
Standard & Poor’s

Please refer to the Financial and Operating Results section for
information on the Company’s 2016 performance.

Fitch

“BB” / “Ba2”

Moody’s
Dagong

4

1

Adjusted by production level as at 31 December 2016.

2

Hereinafter on this page – ownership interest as at 31 December 2016.

“BBB+”

3

Based on CRU 2017 data and Company estimates.

5
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Operating highlights
OUR RESPONSIBILITY

Responsible employer
Metalloinvest is a responsible
employer for

PIG IRON

48,1112

IRON ORE1

employees

STEEL
1

Iron ore includes sintering ore, blast furnace ore
and concentrate.

in the Belgorod, Kursk and Orenburg
regions.

HBI / DRI

PELLETS

The Company offers consistently high
salaries: 53% higher than the regional
average.
This has resulted in increased
employee engagement.

Production and shipments

For more details, please see p. 84

Iron ore, million tonnes
39.8

38.4

Pellets, million tonnes
39.5

38.7

HBI / DRI, million tonnes

Pig iron, million tonnes

Steel, million tonnes

40.7

3.0
22.6

22.6

22.7

23.8

25.2
5.2

5.3

5.3

5.4

5.7
2.1

2.3

2.2

2.5

12.5

11.1

2012

2013

11.0

10.8

2014

2015

10.7

2016

For more details, please see p. 40

Production

2012

13.7

2013

13.9

2014

14.4

2015

14.5

2016

For more details, please see p. 40

2.3

2012

2.4

2013

2.3

2014

2.4

2015

5.1

2.4

4.7

4.5

4.5

4.7

4.3

4.2

4.2

4.3

1.8

1.8

14.1

Driving the development
of local communities

5.6

1.4

2.5
0.8

2016

For more details, please see p. 40

2012

2013

2014

2015

2016

For more details, please see p. 41

2012

2013

2014

2015

2016

For more details, please see p. 41

The Company’s enterprises provide
strong support to the social
and economic development
of the regions in which they operate
by creating jobs, supporting
the service industry and generating
considerable tax revenue.
USD

40

million

in social investments in local
communities.
For more details, please see p. 85

Shipments

Environmental protection
Financial highlights
Revenue, USD million

EBITDA, USD million

8,194

2,553
7,324

6,367
4,393

2012

2013

2014

31.2
2,240

2015

1,432

2012

2013

30.6

30.8

32.6

2014

2015

Capex, USD million
595

29.5

1,724

1,961

4,261

2016

Net profit, USD million

EBITDA margin, %

The Company has an integrated
environmental management system
including emissions, water, waste,
and energy efficiency management
workstreams.

463

478

For more details, please see p. 87

417

1,153

1,080

290

1,258

2016

2012

2013

2014

2015

2016

2012

2013

66

218

2014

2015

2016

2012

2013

2014

2015

2016
2

6

 eadcount at the Company’s four core
H
production assets.
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From advantages
to priorities

LOW AND CONTROLLABLE
CASH COSTS

The Company owns the world’s secondlargest proven iron ore reserves, according to JORC1 , amounting to approximately
14.2 billion tonnes, which at current mining
levels guarantees approximately 140 years
of reserve life.

The cash cost of HBI / DRI and pellets produced at Metalloinvest’s companies
is among the lowest globally.

14.21
billion tonnes of iron
ore reserves

~140 years
of operation at current
production levels

STRATEGIC PRIORITIES

Global iron ore reserves in 2016,
billion tonnes2

UNIQUE
RESOURCE BASE

Metalloinvest
(14.2 )

1 GREATER SHAREHOLDER VALUE
Rio Tinto
(4.2 )

1 Extensive high-quality
resource base

4 In-house mine development
without third-party involvement

2 Use of low-cost magnetic
separation in iron ore
beneficiation

5 Low iron ore shipment costs

3 Advanced production
technologies

6 Proximity to mature infrastructure
(natural gas, energy, roads)

BHP Billiton
(4.0)
Cliffs Natural
Resources
(2.3)

FMG
(2.9)

2 HIGHER SALES MARGINS
Vale
(17.5)

Kumba
(0.9 )

#1

producer of merchant
HBI / DRI

DEMAND-DRIVEN
PRODUCTION

DIVERSIFIED SALES
GEOGRAPHY

Metalloinvest is a leading
global producer of merchant hot
briquetted iron (HBI), iron ore,
metallised products and highquality steel.

Metalloinvest supplies products to more than 50 major clients all over the world, thus effectively
combining long- and mid-term supply contracts with spot transactions.

Metalloinvest’s vertical
integration enables the Company
to be extremely flexible
in response to demand and offer
a wide range of products with
various levels of added value,
from iron ore concentrate to long
steel products.

by proven iron
ore reserves

#2

producer of iron
ore pellets

Europe

4,261

Middle East
Asia
Other CIS
Rest of the world

1

8

#2

Metalloinvest sales geography, USD million

Russia

1,688
1,019
651
217
189
497

 ased on JORC data as at 1 July 2010, adjusted by 2010–2016
B
extraction figures production.

• Enhance the scale and quality of business
• Ensure sustainable growth and higher
long-term value

#5

• Increase the Company’s global market
share for high-quality metallised products,
mainly in HBI and DRI
• Strengthen the Company’s positions
in the high-quality rolled steel market

3 IMPROVED OPERATIONAL
AND MANAGEMENT EFFICIENCY
• Focus on the efficient development
of existing iron ore deposits
• Reduce the cash cost of production
and iron ore processing
• Optimise existing processes and integrate
new technologies

4 STRONGER INVESTMENT CASE
• Improve transparency
• Promote a balanced management
approach to ensure talent development
and protection of communities
and the environment

producer of merchant
iron ore

2

Source: U.S. Geological Survey and company data.
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High efficiency business model
RESOURCES
AND RESERVES

PRODUCTION

PROCESSING

SALES

PROFIT
ALLOCATION

VALUE CREATION

Pig iron

2.4
Scrap

million tonnes

Debt servicing

1.2

USD

315

million

Responsible borrower

million tonnes

Pig iron

3.0
Iron ore1

Reserves

14.2

40.7

billion tonnes

million tonnes

million tonnes

Steel

4.7
million tonnes

REVENUE
GENERATION

Steel products

CAPEX

4.3

USD

million tonnes
USD

Pellets

25.2

million tonnes

HBI / DRI

5.7

million tonnes

million tonnes
USD
Steel and rolled steel products 1,738
Pellets

14.5

Pig iron
HBI / DRI

million tonnes

Iron ore
Other

Long-term value creation
for shareholders, enhancing
business competitiveness

CSR programmes in the regions
in which the Company operates

2.5
Pellets

million

4,261
million

HBI / DRI

290

880
523
504
473
142

Iron ore

10.7

40

million3

Responsible and socially oriented
business

Environmental programmes
USD

94

million3

Reduction of environmental
footprint

million tonnes

Employees

48,111

2
people

Payroll and related
payments

Training, motivation, safety, development
and increasing employee engagement

USD

For more details, please see p. 79

596

million

Stable and responsible employer

Key areas for technology and innovation:
Technology and know-how

140

patents

• Strategic development
• Environment and occupational safety
• Improvements in production efficiency

R&D

For more details, please see p. 45

Experienced executive team

Adoption of best practice and constant development of corporate
governance and risk management standards constantly developed

Technological development
of the industry
Ensuring strategic development

For more details, please see p. 50
3

Iron ore includes sintering ore, blast furnace ore and concentrate.
2
Headcount at the Company’s four core production assets.
1

10

Based on an exchange rate of RUB 67.03 per USD
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First link
Metalloinvest is the first link in the value chain for many
Russian and international steelmaking and engineering construction companies.

Iron ore
Metalloinvest supplies domestic
and foreign steelmakers with highquality raw materials, ensuring
highly efficient and environmentally
compliant production.

Pellets

HBI / DRI

Pig iron

Steel

Machine building

Shipbuilding

Construction industry

Metalloinvest supplies a wide range
of steel grades for machineryproducing companies worldwide.
Our products undergo multistage
testing for compliance with
the toughest industry requirements
and are certified for their quality.

Metalloinvest is a reliable supplier
of high-quality shipbuilding
steel and iron ore raw materials
for the largest international
and Russian shipbuilders.
Our products undergo all
the required tests, have a stable
chemical composition, and are
compliant with international
standards and the requirements
of the Russian Maritime Registry
of Shipping and the Russian River
Register.

Metalloinvest’s enterprises
supply high-quality raw
materials and metal products for
the manufacturing of metalwork
compliant with the highest
standards. Our high-strength heavy
plate for construction undergoes
all the required thermomechanical
tests and has a stable chemical
composition.

Pipe
industry

Automotive
industry

The main consumer of our pipe
products is the oil and gas sector.
Russia’s trunk pipeline system,
which at over 250,000 km is
the longest in the world, connects its
hydrocarbon deposits to domestic
and foreign consumers.

Metalloinvest collaborates
with the leading carmakers
to develop new steel grades.
While continuously improving
the chemical composition
and technical properties of its
metal using state-of-the-art
technologies, Metalloinvest’s
enterprises manufacture
steel products that comply
with the strictest standards
of the automotive industry.

Steelmaking enterprises using
Metalloinvest’s products
for processing

Bridge construction
Metalloinvest’s steel products are
compliant with Russian standards
and undergo multistage testing,
and their quality considerably
exceeds global bridge steel
standards.

Metalloinvest’s vertical integration enables the Company to offer
the market a balanced product portfolio tailored to the current needs
of the key players.
12

13
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STRATEGY REPORT
Our strategy focuses on boosting the Company’s shareholder value
and its investment appeal, as well as improving sales margins,
and achieving operational and management excellence

Made from our steel

Iron ore
14

Concentrate

Pellets

HBI

Bridge steel
15
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Statement from
Ivan Streshinsky, Chairman
of the Board of Directors

Dear shareholders, partners and colleagues,
2016 was the year that put the viability of our business model and development strategy to the test. High price volatility,
asignificant drop in iron ore prices, and foreign exchange market
instability coupled with other events proved a real challenge for
the Company.
I am happy to report that thanks to the joint and prompt actions
of the Board of Directors and the management team, supported by the collective efforts of all our staff, we have passed this
stress test with flying colours.
Our flexible business model, diversified product portfolio, operational efficiency, and financial stability gave us the strength
to weather the downturn and deliver record-high operational performance and stable financial results. As at the year-end, our revenue saw a small decline of 3% to USD 4,261 million, largely due
to declining prices for the Company’s products in USD equivalent.
Our balanced borrowing policy translated into further deleveraging, with total debt decreasing to a five-year low on the back
of the debut Eurobond redemption and partial early repayment
of pre-export facilities. We improved the structure of our debt
portfolio through refinancing and increasing the proportion
of rouble-denominated and long-term borrowings. We succeeded
in maintaining our net debt / EBITDA ratio at an acceptably low
level of 2.5x.
Our EBITDA decreased by 12% to USD 1,258 million in 2016, mainly due to overall market volatility and commodity prices growing
faster than prices for finished metal products. At the same time,
our target EBITDA margin remained relatively high, at 30%.

16

Our strong financial position and the viability of our strategy have
been confirmed by the international rating agencies that upheld
Metalloinvest’s long-term ratings and stable outlook.
The development of our corporate governance system is an important pillar of business sustainability. We are constantly
improving our corporate governance procedures based on global
best practice.
The full consolidation of JSC Holding Company Metalloinvest on
the balance of USM Metalloinvest LLC was a key event of 2016.
By streamlining our ownership structure, we will be able to improve the Company’s transparency and the quality of corporate
governance.
The Company has historically put a strong emphasis on the implementation of sustainable development principles by focusing
on HR policy, health and safety, reduction of environmental impact
and the economic and social development of its regions of operation.
Metalloinvest looks to the future with confidence and continues to pursue its strategic goals aimed at strengthening
its market leadership in high value-added products. In 2017,
we are going to launch a third hot briquetted iron (HBI) plant
at Lebedinsky GOK, which will bring our commercial HBI capacity
to 4.5 million tonnes per annum and reinforce our global leadership as a supplier of this high-margin metallised product.

Yours faithfully,
Ivan Streshinsky
Chairman of the Board of Directors
Management Company Metalloinvest

17
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Statement from
Andrey Varichev, CEO

Dear shareholders, partners and team,
For Metalloinvest, 2016 was a year of challenges and opportunities. We made timely and correct decisions and, due to our
strong business model, proved our resilience amid unfavourable market conditions.
A well-planned strategy focusing on increasing the Company’s
share of high value-added products and the timely delivery
of key capex projects allowed us to significantly boost output
in all core product segments, despite severe external pressures. Production of iron ore concentrate, pellets, HBI / DRI,
steel, and pig iron increased by 3%, 6%, 5%, 4%, and 20%,
respectively.
Along with a record-high increase in production and shipments,
the Company continued to implement its operational improvement programme and reduced the cash cost of its production by
2.8% to USD 2,211 million.
In 2016, Metalloinvest launched its Industry 4.0 business transformation programme to improve the efficiency of its entire
management system. As part of this programme, the Company
embarked on the design of an SAP S / 4HANA-based targeted
solution. This new technological platform will enable Metalloinvest to increase the overall efficiency of its interrelated
management processes.
To foster even better partnerships with customers, we are making efforts to improve our CRM systems and develop uniform
service standards. Continuous demand analysis and efficient
interaction with key partners in 2016 made us well-positioned
to sign supply contracts for nearly 600,000 tonnes of hot
briquetted iron with MMK, TMK and ChelPipe, some of our
long-standing customers. These are our first long-term domestic premium product supply contracts.

18

Metalloinvest is responding flexibly to market changes by developing new steel grades, continuously improving its product
quality, and upgrading its technological equipment. Last year,
these efforts helped us move into a new market segment:
we signed long-term contracts to supply billets for railway
wheels to OMK and rail billets to Aktobe Rail and Section Works.
In 2017, the management team will focus on expanding the Company’s range of steel products and improving their operational
performance, while also widening the sales geography of high
value-added products, especially HBI and SBQ steel.

Metalloinvest has all the necessary resources to continue its
successful development: the right strategy, a balanced business
model, an efficient management system, and highly-skilled employees.
On behalf of the management team, I would like to thank our
shareholders, directors, partners, and employees for our fruitful
collaboration in the challenging year of 2016!

We also remain committed to sustainable development.
Partnerships with the local authorities of the Belgorod, Kursk,
and Orenburg regions enable us to improve the quality of life
in Gubkin, Stary Oskol, Zheleznogorsk and Novotroitsk where
our employees and their families reside.
As a socially responsible business, we pay special attention
to environmental issues. All of our capex projects are energy efficient and aim to conserve resources and reduce the Company’s
environmental footprint. Our industrial facilities maintain significantly lower environmental impact figures than the maximum
level permissible.

Yours faithfully,
Andrey Varichev
CEO Management
Company Metalloinvest

19
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Strategy and implementation
Strategy
Metalloinvest’s development strategy aims to strengthen its position
as the world’s leading producer of commercial hot briquetted iron
and a leading regional producer of commercial iron ore and high-grade
long steel products, as well as increase the output of high value-added
products, improve their quality, and boost itsproduction efficiency
and customer-centric approach.

Unparalleled reserve base

Higher efficiency of business processes

Metalloinvest owns the world’s second
largest iron ore reserves, which guarantee
around 140 years of operation.

In 2016, we launched a project to develop Metalloinvest’s Production System and improve the Company’s efficiency. The project provides for the training of employees
to use the best-performing management models and their engagement in the continuous improvement process. During the year, the Company’s controlled entities
identified areas to pilot the Production System, and conducted initial training of programme participants. The aggregate economic benefit of the programme is estimated
at USD 3.3 billion.

PLATFORM FOR SUCCESS
Low controllable cash costs

Flexibility

Diversified sales

Availability of high-quality iron ore
reserves and access to energy resources
enable the Company to maintain
HBI / DRI and pellet production costs
at a much lower level than to its global
peers. In 2016, Metalloinvest maintained
its cash cost position in the lowest quartile of global manufacturers.

Our vertically integrated business
model, including ore mining and several
processing stages to produce high-quality steel, helps us build a diversified
portfolio of high value-added products.
Our flexibility and ability to balance between intragroup and external customer
sales of products processed to various
degrees help us deliver stable financial
performance even amid strong market
volatility.

The Company’s core production assets are located in the European part
of Russia and have access to developed
infrastructure and key domestic, regional
and international markets, including
Russia, CIS, Eastern Europe, Middle East,
and Asia.

20

Strategic priorities

Prioritisation

INCREASE THE COMPANY’S VALUE

To improve margins, Metalloinvest’s management team prioritises strengtheningthe Company’s position in the mining
industry to build up and realise its production potential for
high value-added products, such as HBI / DRI.

• Enhance the scale and quality of business
• Ensure sustainable development and growth of shareholder
value over the long term

Metalloinvest defines its development priorities, long-term
goals and objectives based on current trends in the global
iron ore, metallised raw material and steel product markets,
while also taking into account the Company’s competitive
advantages.
Metalloinvest has successfully weathered the period of low
commodity prices, proving itself as a sustainable company.
In 2016, the Company continued its initiatives related to cost
saving and technological improvements to streamline operations and reduce per-unit costs.
Metalloinvest focuses on further deleveraging and financing investment projects primarily from its free cash flow.
The Company plans to maintain its target EBITDA margin at 30% and above by boosting operational efficiency
and sales margins, and reducing costs.
The management team pursues a balanced borrowing
policy to maintain the net debt / adjusted EBITDA ratio
at 2.5x. The Company’s stable position provides flexibility
in choosing funding options and a liquidity cushion in case
oflong-lasting market turbulence.
The Company makes every effort to ensure its sustainable
development, which helps boost efficiency and business
continuity in the long term. Our strategy includes the launch
of projects to minimise our impact on the ecosystem across
the Company’s footprint, on maintaining safe working conditions and ensuring fair salaries, sufficient leisure and healthcare opportunities for our employees, and improving social
and cultural environment in the regions where we operate.

GROW SALES MARGINS
• Increase share in the global market of high-quality metallised
products, mainly HBI / DRI
• Strengthen the Company’s position in the high-quality rolled
steel market

IMPROVE OPERATIONAL
AND MANAGEMENT EFFICIENCY
• Focus on the efficient development of existing iron ore deposits
• Reduce cash cost of production and processing operations
• Optimise existing processes and integrate new technologies
Ensure customer-centric approach

INCREASE INVESTMENT APPEAL
• Improve transparency
• Promote a balanced approach to ensure employee development
and social and environmental responsibility
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Strategy implementation in 2016
Grow sales margins

Improve operational and management efficiency

Increase the Company’s share of the global market
for high-quality metallised raw materials, mainly HBI / DRI

Focus on efficient development of existing iron
ore deposits

Metalloinvest is building a third hot briquetted iron facility (HBI-3 Plant) at Lebedinsky GOK in order to increase the proportion of high value-added products at its
mining facilities.
The construction of the plant is in line with the Company’s strategy to strengthen its
position as the world’s leading producer of merchant HBI. The launch of the facility
will help reinforce the Company’s position in the market for metallised raw materials, which are set to enjoy growing demand driven by:
• an increase in the proportion of steel produced in electric furnaces;
• stricter environmental and product quality requirements; and
• lower quality of scrap materials.

Key projects and results in 2016:
Ramp up of production to design capacity
at Pellet Plant #3 at Mikhailovsky GOK
For more details, please see p. 27

Metalloinvest is implementing investment projects aimed at developing its iron ore
deposits more efficiently. In 2016, the Company continued ton construct conveyor
facilities at Lebedinsky GOK and Mikhailovsky GOK.

Key projects and results in 2016:
Construction of a crushing and conveyor
facility at Mikhailovsky GOK
For more details, please see p. 27

Construction of cyclical and continuous
ore mining facilities at Lebedinsky GOK
For more details, please see p. 28

Construction of HBI-3 Plant
at Lebedinsky GOK

Technical upgrade
For more details, please see p. 28

Development of an external power supply
system at Lebedinsky GOK
For more details, please see p. 27

Reduce cash costs of mining and processing operations
Lower production costs

HBI / DRI and pellet production costs at Metalloinvest’s enterprises are significantly
lower than those of its global peers. In 2016, Metalloinvest maintained its cash cost
position in the top quartile of global manufacturers.

Strengthen the Company’s positions in the high-quality rolled
steel market
Metalloinvest defines its sales geography depending on the conditions and outlook
in regional markets. A wide range of products and a flexible logistics chain (with
routes to Asia and Europe via the Black Sea and Baltic Sea ports) make the Company
a strong competitor to both leading global suppliers and local producers.
The Company seeks to significantly increase the proportion of high-quality, high-margin products. In particular, as part of the special bar quality (SBQ) production
and sales development programme, the Company is completing the installation
of a reduction and calibration unit at OEMK’s Rolling Mill 350, replacing the hydraulic
descaling unit, and expanding the warehousing and logistics operations. In addition,
Ural Steel is carrying out works for the intermediate cooling of semi-finished rolled
products at its Rolling Mill 2800, upgrading heat treatment furnaces and installing
a quenching press.

Key projects and results in 2016:
Installation of a reduction and calibration
unit in the medium section of OEMK’s
Rolling Mill 350
For more details, please see p. 28

Construction of Rolling Heat Treatment
Furnace #1 and Quenching Press #1
at Ural Steel
For more details, please see p. 28

The main factors supporting low pellet and HBI / DRI production costs at Metalloinvest’s enterprises are:
• availability of a substantial, high-quality resource base;
• in-house mine development;
• use of low-cost magnetic separation as the primary method of iron
ore beneficiation;
• “zero operational costs” for shipping iron ore concentrate from Lebedinsky GOK
to OEMK via a 26km slurry pipeline;
• energy-efficient production technologies;
• availability of necessary infrastructure (railways and roads) and relatively cheap
energy sources (natural gas, electricity).
Introduction of cyclical and continuous transportation technology

Design and surveying works are taking place at Lebedinsky GOK and Mikhailovsky GOK
to introduce a cyclical and continuous method of transporting rock mass from the mine
to the beneficiation plant. This technology will allow the Company to significantly decrease the cash cost of iron ore products due to the optimisation of mining and transportation processes.

Upgrade of Continuous Casting Machine #1
and the vacuum degasser at Ural Steel
For more details, please see p. 28
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Optimise existing processes and integrate new
technologies

Enhance customer
centricity

Develop existing iron ore deposits more efficiently

The Company is implementing an ERP-based planning and
management system to increase the overall efficiency of
interrelated management processes, switch to a rolling planning framework and enable customers to track their orders
and delivery online.

As part of its efforts to become more customer-centric, Metalloinvest
is working to develop customer service and optimise its customer
relations policy. The Company’s enterprises are taking steps to
improve the quality of finished products to meet current and future
consumer requirements (construction of a quenching press at
Ural Steel and a reduction and calibration unit at OEMK, development of premium concentrate and pellet grades at Lebedinsky GOK
and Mikhailovsky GOK, respectively), hosting industry workshops
to increase customer awareness of the advantages offered by
Metalloinvest’s products, and holding co-ordination councils with
consumers. At the same time, the Company is developing a programme to promote finished products, involving the implementation
of up-to-date customer relations systems, use of company-wide
service standards, implementation of global pricing practices, and
streamlining of logistics arrangements.

Build an optimal structure dividing powers and responsibilities

1. Written consumer surveys: distribution of questionnaires, collection and systematisation of responses – twice a year.

Increase efficiency and productivity due to business process
automation

To improve business unit performance, Metalloinvest is creating a shared centre for repair planning and control. The new
centre will streamline repair services, standardise planning
and repairing processes and put in place a unified repair
schedule coordination system. Going forward, the Company
plans to unify the equipment and technologies used across
its operations.

2. Regular co-ordination councils involving groups of technical experts from controlled entities to review product quality, develop
joint product launch programmes, and discuss co-operation
prospects. Co-ordination councils were held jointly with ChelPipe
in Novotroitsk (July 2016), Vyksa Steel Works in Novotroitsk
(August 2016), and Pervouralsk New Pipe Plant in Pervouralsk
(October 2016).
3. Regular video conferences with pipe plants involving production
staff and technical experts from controlled entities – quarterly.
4. Site visits to show new consumers our equipment, production
technology, smelting processes, and grade range; audits of controlled entities and visits to key consumers’ plants to learn about
new equipment and technologies and expand the grade range.
In 2016, Metalloinvest’s experts visited around 40 partner
facilities.
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Improve transparency

Improve operational and management efficiency

The Company is implementing a beneficiation technology
improvement programme and has marketed new products,
such as high-quality concentrate from Lebedinsky GOK
with an iron content of over 70%, high basic iron ore pellets
with an iron content of over 65.8% and basicity between 0.9
and 1.1.

CORPORATE
GOVERNANCE

Respond promptly to internal
and external changes
5. A working group involving technical experts from OEMK,
the European Bearing Corporation (EPK) and Brenco to approve OEMK as a supplier of rolled steel for Amsted Rail.
This project included meetings on the premises of OEMK,
EPK Saratov, EPK Brenco, and Brenco’s US plant.
6. A permanent joint working group with AVTOVAZ that includes representatives from the technical and commercial
units of both companies. The group’s joint efforts focus on
the development of new steel grades, improvement of the existing technical agreements and delivery terms, and prompt
resolution of current issues.
7. A joint working group with KAMAZ to co-operate
in the area of OEMK’s ZF7B steel supplies and official approval.

In 2016, Metalloinvest continued to develop its corporate risk
management system as planned. The Company has launched
a mechanism to categorise possible risk events and issued
guidelines and policies to regulate related processes.
Metalloinvest is also introducing risk response procedures
and implementing quantitative assessments of potential
damage.

Key projects and results in 2016:
• Projects to implement an integrated financial and business
management system
• Confirmation of credit ratings

Promote a balanced approach to ensure talent development and social and environmental responsibility

Key projects and results in 2016:
Upgrade of gas purification units at OEMK’s electric arc furnaces
(DSP–150) #1 and 2
For more details, please see p. 29

Automation of core HR management processes through the rollout
of SAP systems
For more details, please see p. 29
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Key projects
In 2016, the Company’s capex totalled USD 290 million

Mining Segment

Major investment projects

Boosting our HBI market position
Construction of HBI-3 Plant at Lebedinsky GOK
In 2016, HBI-3 Plant entered the final stage of construction.
Its launch will enable Metalloinvest to meet increasing demand from
steel companies for high-quality metallised raw materials
and strengthen its leading position globally in merchant HBI production.

Metalloinvest continues to implement its extensive capex programme aimed
at improving operational efficiency and increasing the share of high value-added
products. In 2016, Lebedinsky GOK’s HBI-3 Plant, the Company’s key investment
project, entered the final stage of construction. The Company continued with
its projects to improve the quality, expand the range and boost output of highmargin steel products.

Andrey Ugarov
First Deputy CEO and COO

Mining Segment
Lebedinsky GOK

Mikhailovsky GOK
• Ramp up of production at Pellet Plant #3
to design capacity
• Construction of a crushing and conveyor facility
• Construction of a concentrate reception
facility

• Construction of a third hot briquetted
iron plant (HBI-3 Plant)
• Development of an external power
supply system
• Cyclical and continuous mining transportation system

Ural Steel
• Construction of Rolling Heat Treatment
Furnace #1 and Quenching Press 1
• Upgrade of Continuous Casting
Machine #1 and the vacuum degasser
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The project is being implemented by a consortium made up
of Primetals Technologies and Midrex Technologies (contract signed
in 2012), and Russian design company GIPROMEZ (part of Metalloinvest). Rudstroy (also part of Metalloinvest) is responsible for
construction, assembly and equipment installation works.
The plant’s production capacity is set to amount to 1.8 million tonnes
per year.
The project includes upgrading the existing process flow, including beneficiation and pellet plants. In particular, the launch of fine
screening at the concentrate production stage enabled the Company
to bring new products to market, including high-grade concentrate
with an iron content of over 70%, and high basic iron ore pellets with
an iron content of 65.8%, while the upgrade and renovation of pellet
plants boosted production efficiency and iron ore pellet output.
The project is scheduled to be completed for 2017.

OEMK
Steel Segment

The project is being implemented in strict compliance with the approved timeline. In 2016, the main construction works and installation of HBI units were completed, and the core systems
were cold-tested. In 2017, the Company plans to complete testing
and commissioning works and bring the plant to its operational
capacity.

• Upgrade of Metallisation Unit #2 involving the replacement of reformer tubes
and construction of a pellet reception
section
• Installation of a reduction and calibration unit in the medium section
of Rolling Mill 350
• Upgrade of gas purification units at electric arc furnaces (DSP–150) #1 and 2

The plant will enable Metalloinvest to increase Mikhailovsky GOK’s
pellet production capacity to 15 million tonnes per year (up 50%).
In 2016, Pellet Plant #3 reached its design capacity.

Construction of a concentrate reception facility
at Mikhailovsky GOK
In 2016, Mikhailovsky GOK started to construct a concentrate
reception facility, to meet growing demand for high-quality iron
ore raw materials from both Russian and international producers.
This project will ensure timely redistribution of inventory flows within the Company, balanced utilisation of its capacities, more flexibility
in responding to market needs, and additional output of value-added
products offered to consumers. At the same time, the Company will
be able to retain its traditional iron ore concentrate sales markets.
The project set to be completed in 2017.

Efficient development of iron ore resources
Construction of a crushing and conveyor facility
at Mikhailovsky GOK
In 2015, Metalloinvest began the construction of the crushing
and conveyor facility in Mikhailovsky GOK’s open pit mine. The project envisages two crushing and conveyor facilities at the south-eastern and north-eastern tips of the open pit.
The facilities will help the Company reduce the cash cost of production, achieve annual magnetite concentrate production targets,
ensure the required quality, bring down the stripping ratio, improve
railway transport performance, reduce the number of mining vehicles and loading devices, and start developing previously inaccessible ore reserves to provide an industry-leading ore charge makeup.

Strengthening our position in the high valueadded iron ore product segment
Ramp up of Mikhailovsky GOK’s Pellet Plant #3
to design capacity

The project is set to be completed in 2019.

The construction of Pellet Plant #3 is a unique project, both in terms
of scale and significance, encompassing all processing stages, from
iron ore concentrate filtration and pelletisation to pellet roasting
and shipments to customers.

In 2015, Lebedinsky GOK launched pre-project planning to introduce a continuous cycle mined materials transportation system.
The new continuous cycle mining facilities and related infrastructure will reduce ore production costs by increasing the efficiency of mining materials transportation technology, reducing
the number of mining vehicles and using them more efficiently,
and addressing the issue of maintaining the production capacity
of a non-oxidised quartzite open-pit mine.

The new pellet plant embraces the newest technological solutions, including automated systems to monitor technological data and manage
production processes. When compared with the existing pellet plants,
Pellet Plant #3 boasts higher productivity, an enhanced energy-efficiency profile, and state-of-the-art gas flow systems minimising air
pollutant emissions. Notably, Pellet Plant #3’s process systems were
all designed, developed and built by Russian companies.

Continuous cycle ore mining at Lebedinsky GOK’s
open pit mine (construction of continuous cycle
mining facilities at Lebedinsky GOK’s open pit mine)
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In 2016, the Company selected key technical solutions related
to this project, held a tender to appoint a design and survey
contractor, and began to look for the supplier of key technological
equipment.

For the purposes of this project, SMS MEER GmbH (Germany) was
contracted as an equipment supplier and service provider, while
GIPROMEZ, a Metalloinvest subsidiary, was engaged to provide
design specifications and estimates.

The project is scheduled to be completed in 2020.

The project is scheduled to completed in 2017.

Technical upgrade
In 2016, Mikhailovsky GOK’s mining transportation division was
boosted by the acquisition of two locomotive units equipped with
dump cars, a 130-tonne dump truck, and an EKG–15 excavator.
The Company signed contracts for new high-performance equipment, including three 220-tonne large dump trucks and an excavator with an 18m3 bucket, to be delivered to Lebedinsky GOK in 2017.

Enhanced energy security and power supply
reliability
Development of an external power supply system
at Lebedinsky GOK
The development of the external power system will provide
a reliable and efficient power supply for the enterprise’s growing
production capacities.
Stage-by-stage project delivery will help synchronise the launch
of new production and generating capacities, and optimise resource utilisation.
The project includes the construction of the 110 kV main stepdown substation #7, whose busbars consolidate the electric
capacity of three regional master substations; the reconstruction
of the existing 110 kV power lines for an even power load distribution at Lebedinsky GOK; the construction of two new 110 kV
power lines; and the reconstruction of the existing Lebedi-330
substation.

Steel segment
Boosting customer-centricity and maximising
steel segment returns
Installation of a reduction and calibration block
in the mid-size production line at OEMK’s Rolling
Mill 350

Construction of Roller Treatment Furnace #1
and Heat Treatment Machine #1 Сomplex
at Ural Steel
This new facility will allow Ural Steel to retain its position
in the heat-treated rolled steel market, increase the share of highgrade rolled steel in its total output, and ensure the stability
of the mechanical properties of its heat-treated rolled steel by
improving heating conditions in the new furnace and cooling
conditions in the new heat treatment machine.
In 2016, the Company signed an equipment supply contract
with LOI Thermprocess (Germany) and a design contract with
GIPROMEZ (Moscow).
The project is scheduled to be completed in 2018.

Upgrade of Continuous Casting Machine #1
(CCM #1) and the Vacuum Degasser at Ural Steel
The upgrade of Continuous Casting Machine #1 and the Vacuum Degasser is aimed at expanding the Company’s presence
on the Russian and CIS steel product markets, diversifying its
production capacities, and increasing the efficiency of Ural Steel.
The launch of the Continuous Casting Machine will enable
the enterprise to supply wheel billets to Vyksa Steel Works
(part of OMK) and rail billets to Aktobe Rail and Section Works
(Kazakhstan).
In 2016, Metalloinvest signed contracts with SMS Concast AG
and Danieli for the delivery of key equipment to upgrade Continuous Casting Machine #1 and the Vacuum Degasser, and a design contract with GIPROMEZ. Design work began on CCM #1
and the Vacuum Degasser.
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Increased steel segment efficiency
Upgrade of DRI Unit #2, involving the replacement
of reformer tubes and the construction of a pellet
reception section at OEMK.
The project focuses on enhancing the efficiency of the steel
segment through a more intensive utilisation of the Company’s
own iron ore feedstock in the production of high value-added
products.
In 2016, Metalloinvest completed design work and signed purchase contracts with Aerzen RUS for process and inert gas compressors, with Schmidt-Clemens Spain for reformer tubes, with
FLSmidth Wiesbaden (Germany) for a settling tank drive, and with
Ventilatorenfabrik Oelde GmbH (Germany) for a fume extractor.
Construction and installation has begun.
The project is scheduled to be in completed in 2017.

Environmental responsibility
Upgrade of gas purification units at OEMK’s
electric arc furnaces (EAF 150) #1 and 2
The Company has completed the upgrade of OEMK’s gas purification units.
The first stage of the project was implemented in June 2013, covering gas purification systems at electric arc furnaces #3 and 4.
As a result, the residual dust content of waste gases fell by 60%,
while the furnaces’ dust emissions dropped by more than a third.
Workplace dust exposure among steelworkers decreased by
an average of 50%.
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Increased efficiency of business
processes Industry 4.0 Programme
In 2016, the Company launched its Industry 4.0 Programme
to create an integrated management system. The programme is
designed to reduce costs, boost margins and ensure accounting
transparency and timely decision-making.
The Programme focuses on transformation, increasing the efficiency of the Company’s business processes, and enhancing
planning accuracy and plan execution management.
The Programme includes three components:
• creating an integrated financial and business management system, including the development of methodology for budgeting
and IFRS account consolidation;
• setting up a multifunctional shared service centre;
• developing methodology for strategic corporate KPIs.
The integrated management system, based on SAP principles,
creates a shared information space for all of Metalloinvest’s
enterprises based on uniform rules and standards. The information system helps improve the speed and efficiency of managerial
decision-making, simplify data entry and sharing between units,
and accelerate report preparation.
The multifunctional shared service centre consolidates standard
transactions for all subsidiaries. This centralisation will help
standardise services used company-wide.
Andrey Varichev, CEO of Management Company Metalloinvest,
chairs the Programme’s Governing Board and supervises
its implementation personally.

The upgrade of the gas purification units at electric arc furnaces
(EAF 150) #1 and 2 was commissioned in April 2016, reducing dust
content from waste gases by over 75%.

The first product shipments are scheduled for 2017.

Technical upgrade
As part of the steel segment’s production programme, the Company purchased mill rolls for OEMK and Ural Steel and upgraded
the capital assets, machinery and equipment of its scrap
enterprises.

In 2016, OEMK completed the design and pre-installation work for
the reduction and calibration block in the mid-size production line
at Rolling Mill 350. The project will improve the quality and properties of rolled steel (most notably, SBQ bars), reduce metal
losses from turning, and ramp up production at Rolling Mill 350
and the finishing shop.
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Market Overview
Metalloinvest supplies its products to all of the world’s largest
markets. Russia, Eastern and Western Europe, Asia, the Middle
East and North Africa, and North America are priority regions
for the Company.

Iron ore market
The global iron ore market remains highly consolidated. Four leading companies
(Vale, BHP Billiton, Rio Tinto, and FMG) control over two thirds of the global iron raw
materials trade. The leading countries that produce commercial iron ore are Australia, Brazil, China, India and Russia, together accounting for over 80% of total global
output. In 2016, both global pig iron output and demand for steel remained flat yearon-year, while global iron raw materials output was slightly down. However, taken
separately, India, Australia and Brazil recorded higher output, while in China this
figure declined considerably. Russia saw a relative stabilisation of its iron raw materials output.
Metalloinvest continues to assess the factors influencing the iron ore raw materials
market for the purpose of mid-term and long-term growth planning. The Company’s
management expects global demand for iron ore to continue improving over the medium term. This improvement will be driven mainly by growing GDP and steel output
in developed economies and emerging markets, primarily in China.

Iron ore output by country and region,
million tonnes
2012

2013

2014

2015

Iron ore reserves, billion tonnes
Sources: United States Geological Survey, company data
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Key fundamentals, such as moderate growth in global steel output, along with steady
output of iron ore raw materials, have contributed to the stabilisation of global iron ore
prices. An increased supply of iron ore with low iron content brought about the deterioration in the average quality of iron ore raw materials around the world. The high volatility
of global iron ore prices is a constraint on worldwide investment in commodities assets.

Region

2012

2013

2014

2015

2016

416

483

412

364

284

China

1,123

1,260

1,295

1,267

1,261

346

350

366

372

379

Brazil

46

44

46

47

42

525

613

744

794

813

Australia

6

5

5

5

5

205

208

205

199

192

CIS

132

132

130

126

124

133

121

109

107

131

India

100

103

109

113

117

–

–

–

–

–

Japan

129

133

133

128

127

50

49

50

41

40

USA

46

44

44

38

35

63

72

75

73

69

South Africa

9

9

10

8

8

40

40

43

42

40

Europe

148

151

156

154

153

28

21

19

22

16

South America
(excluding Brazil)

20

17

15

16

11

55

58

58

56

55

North America
(excluding USA)

28

27

29

26

26

103

154

124

100

108

Rest of the world

139

148

160

159

162

1,965

2,170

2,204

2,169

2,128

1,925

2,074

2,132

2,087

2,071

Total

136.4

14.2

15

Iron ore consumption by country and region,
million tonnes
2016

From 2012–2016, Australia and Brazil were
the world’s leading iron ore exporters.
Governments of some countries sought
to cut iron ore exports through higher
export duties, among other policies. India,
for example, raised its iron ore export
duty by 30%.

Iron ore prices (China spot fines, 62% Fe), USD / tonne

On the one hand, the iron ore raw materials market, in the long term, is affected by
a gradual deterioration in ore quality globally. Lower quality raw materials increase
the costs of steel production and lead to higher harmful emissions by steelmakers.
On the other hand, environmental requirements are becoming more stringent. In particular, China, the world’s biggest consumer of iron ore raw materials, remains focused on
toughening environmental requirements to mitigate the harmful environmental impact
of the country’s steelmaking facilities. This is being achieved by improving the quality
of iron ore raw materials consumed in the country, among other methods.

Metalloinvest’s position
Metalloinvest is the largest iron ore producer and supplier in Russia and the CIS,
and one of the world’s largest producers
and suppliers of pellets and merchant HBI.
The Company is a global-scale producer
of beneficiated iron ore products, processing the majority of its primary iron ore concentrate into high value-added products,
such as high-quality iron ore concentrate,
pellets and HBI / DRI.

The stricter environmental requirements applied to the ferrous metals industry
and the lower quality of iron ore raw materials will lead to higher margins for raw materials with high iron content.
At present, a number of industry news agencies, such as Argus, Platts, The Steel Index,
Metal Bulletin, Mysteel and SteelHome provide the latest, accurate information on spot
prices for iron ore raw materials using indices. The transition to pricing based on various index baskets continues as price-related information becomes more accessible.
Metalloinvest monitors the physical markets closely on a daily basis, as well as commodity trading across global exchanges.

Sources: CRU, Rudprom (a Russian industrial agency) and company reports
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Pellet market
In 2016, global pellet output stood at 412 million tonnes. The largest pellet producers
are those that mainly seek to meet the needs of local steelmakers, including China, USA,
India, Russia, Ukraine and Mexico. In China, where production is mostly dependent on
raw materials imports, pellet output reached 120 million tonnes, or 29% of global output.

Metalloinvest’s position
Metalloinvest focuses on the most important high-margin products, including
high-quality beneficiated concentrate, HBI / DRI and pellets.

Cost of pellet production by key producers, USD / tonne

Pellet output by country and region, million tonnes
Region

2012

2013

2014

2015

2016

China

130.8

128.3

108.8

107.0

120.2

Russia and CIS

67.9

70.6

70.7

67.6

69.3

USA

48.0

46.8

47.9

40.1

37.8

Brazil

59.0

55.2

57.9

59.4

36.3

India

18.3

22.5

25.2

35.0

35.3

North America (excluding USA)

37.9

35.0

31.0

31.1

32.6

Sweden

22.3

21.8

21.9

22.9

23.0

Rest of EU

5.9

5.7

5.9

6.0

6.3

Australia

3.4

3.4

3.9

3.5

4.1

South America (excluding Brazil)

7.6

5.5

3.3

6.2

4.1

Others

40.6

49.2

41.8

39.6

43.6

Total

441.6

443.9

418.2

418.4

412.4

80

40

Source: CRU
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Pellet consumption by country and region, million tonnes

Sources: CRU, company data

Region

2012

2013

2014

2015

2016

China

163.5

154.4

127.8

131.7

134.5

51.1

51.5

47.3

46.4

49.3

EU (28 countries)

45.8

46.5

48.4

47.6

45.5

India

20.7

22.0

24.8

34.6

33.4

USA

43.5

40.8

41.2

35.6

32.4

Russia and CIS

North America (excluding USA)

25.9

25.3

26.6

23.9

24.2

Japan

13.0

13.4

13.4

13.1

15.3

Brazil

7.9

7.7

7.9

8.2

7.4

Rest of Europe

5.6

7.3

7.0

7.5

7.2

13.3

11.4

9.9

9.7

6.6

South America (excluding Brazil)
Australia

1.5

1.3

1.2

1.3

1.3

South Africa

0.7

0.5

0.6

0.4

0.2

51.8

56.6

56.2

54.4

58.4

444.2

438.7

412.4

414.5

415.7

Others
Total

In 2016, Metalloinvest produced

25.2

million tonnes

of pellets, becoming the world’s
second largest producer with a 6%
share of global output.

A diversified portfolio of high-quality high-margin products,
a customer-centric approach and long-term partnerships with key
customers around the world ensure Metalloinvest’s sustainable
development and financial stability even amid market uncertainty.

Nazim Efendiev
First Deputy CEO, Sales Director

Source: CRU
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Hot Briquetted Iron /
Direct Reduced Iron market
HBI / DRI (hot briquetted iron and direct reduced iron) is an important component
in the production of high-quality steel grades, which enable the Company to maximise
its returns in the steel segment. HBI / DRI is a multipurpose, high-quality and effective
addition to scrap metal that can be used at integrated facilities and mini plants in electric
arc and basic-oxygen furnaces.
Due to its high production efficiency, HBI / DRI is one of the most high-potential iron ore
products. Currently, there is a trend towards building new electrometallurgical production facilities, which are increasing steelmaking efficiency and require purer raw materials, including HBI / DRI and ferrous scrap.

Global HBI / DRI production is highly
concentrated. According to CRU,
HBI / DRI output decreased by 4.4 million
tonnes in 2016 on the back of production
cutbacks in India over the year. Amid competitive prices for scrap and a shortage
of energy resources, HBI / DRI production in India fell to 14.2 million tonnes
(down 23% in 2015). In 2016, Iran became
the world’s largest HBI / DRI producer with
an output of 16.2 million tonnes
(+1.7 million tonnes y-o-y).

Cost of HBI / DRI production by key producer, USD / tonne
250

150

0

HBI / DRI production by country and region, million tonnes
Region

2012

2013

2014

2015

2016

Iran

11.8

14.5

14.6

14.6

16.2

India

20.1

17.8

18.1

18.5

14.2

Russia

5.2

5.3

5.3

5.4

5.7

Saudi Arabia

5.7

6.1

6.5

5.8

5.7

Mexico

5.6

6.1

6.0

5.5

5.2

Rest of America

2.6

2.9

4.7

3.9

3.4

Egypt

2.8

3.4

2.9

2.7

2.9

Trinidad and Tobago

3.3

3.3

3.2

2.5

2.2

Venezuela

4.5

2.8

1.3

1.4

1.2

Africa (excluding Egypt)

2.1

2.4

2.7

1.6

1.4

Malaysia

2.0

1.4

1.3

0.9

0.8

Others
Total

8.3

9.6

9.2

9.8

9.2

73.5

75.5

75.8

72.6

68.2

5

10

15

20

25

30

35

Lebedinsky GOK
OEMK
Source: CRU, company data

Metalloinvest’s position
The Company’s long-term strategy is largely focused on developing its production of iron
ore products with high added value, primarily HBI. Metalloinvest has at its disposal
high-quality iron ore resources and access to Russia’s gas pipelines, ensuring an uninterrupted supply of natural gas, used in the direct iron reduction process. This enables
the Company to produce high-quality HBI / DRI, while also keeping its environmental
impact to a minimum. Metalloinvest possesses both the required resources and the necessary expertise for HBI / DRI production.
A drop in global supply of metallised products allowed Metalloinvest to reinforce its
leadership on the merchant HBI market. As the world’s largest supplier of merchant HBI,
Metalloinvest uses all available opportunities to meet growing demand from high-grade
steel producers.

Sources: CRU, Worldsteel, Midrex, HYL and company reports.

Metalloinvest and global HBI export, million tonnes
6.6
5.6

2.1

2012

2.2

2013

Global export

5.2

2.1

2014

5.0

2.1

2015

4.8

2.3

2016

The Company enjoys a sustainable
position in the HBI / DRI market, especially in Europe and North America. Over
the last three years, Metalloinvest has
been the world’s leading producer of commercial HBI, with a market share of over
40%, and is the only HBI / DRI producer
in the CIS. The Company’s management
believes that Metalloinvest’s geographical and commercial prospects will enable
it to boost its share of the global merchant
HBI market.
The Company is currently implementing its
largest project to increase the share of high
value-added products, the construction
of HBI-3 Plant at Lebedinsky GOK, which
will begin operations in Q2 2017. Its launch
will ramp up the Company’s HBI / DRI
production capacities by 1.8 million tonnes
per annum.
The Company is strategically well-positioned to retain its leadership position
in the global HBI / DRI landscape due to its
iron ore beneficiation technologies, access
to gas pipelines and implementation
of strategic investment projects.

Metalloinvest’s export

Sources: Midrex, CRU, company data
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Steel market
According to CRU, global steel output declined by 0.67% in 2016 to 1,609.6 million
tonnes. Stronger domestic demand for rolled steel in China and more stringent control
by the Chinese authorities over rolled steel exports led to a drop in finished rolled steel
exports to 108.4 million tonnes (down 4% year-on-year, according to WSA) and a certain easing of pricing pressure across regional markets.

Metalloinvest’s position

Steel output by country and region, million tonnes
2012

2013

2014

2015

2016

China

731.0

822.0

822.8

803.8

808.4

Rest of Asia

295.8

301.6

316.9

309.0

303.2

Europe

208.5

205.0

207.7

202.3

198.0

North America

121.6

119

121.1

110.9

110.6

CIS

110.7

108.4

106.1

101.6

102.2

South America

46.4

45.8

45.0

43.9

40.2

Middle East

25.0

27.0

30.0

29.4

29.0

Africa

15.3

16.0

14.9

13.7

12.2

Oceania
Total

5.8

5.6

5.5

5.7

5.8

1,560.1

1,650.4

1,670.0

1,620.4

1,609.6

The Сompany is the leading regional producer of niche rolled steel products. According
to Chermet Corporation, Metalloinvest accounted for around 7% of Russia’s steel output
in 2016. The Company is the leading Russian producer of bearing steel, high-grade long
steel products for the automotive and metalware industries, and heavy plate steel for
bridge construction.
As the regional and domestic leader in niche rolled steel products, Metalloinvest boasts
a wide product range and works in partnership with Russian and international customers
from various industries.

As the Company operates in a highly competitive environment, its management focuses on improving the quality of its steel
products: high-quality long steel products at OEMK, including SBQ and QWR,
and heavy plate at Ural Steel.

Source: Worldsteel

Steel consumption by country and region, million tonnes
2012

2013

2014

2015

2016

China

721.0

806.9

794.6

754.9

756.3

Rest of Asia and Oceania

279.6

288.9

305.0

316.1

325.3

Europe

172.3

177.1

182.2

190.3

190.5

USA, Canada and Mexico

124.3

123.5

136.5

126.4

123.5

CIS

58.5

58.5

57.4

52.2

49.7

Central and South America

48.7

50.5

48.7

45.4

38.3

Rest of the world

85.5

85.5

93.2

95.7

93.9

1,489.8

1,591.0

1,617.5

1,581.0

1,577.5

Total
Source: CRU
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Metalloinvest demonstrates high flexibility in responding
to market conditions and delivers strong results due to its
effective business model

Made from our steel

Iron ore
38

Concentrate

Pellets

HBI

Construction steel
39

ANNUAL REPORT 2016 | METALLOINVEST

ABOUT
THE COMPANY

STRATEGY
REPORT

FINANCIAL AND
OPERATING RESULTS

CORPORATE
GOVERNANCE

SUSTAINABLE
DEVELOPMENT

CONTACTS

Financial and operating results
In 2016, the Company significantly boosted the output of all its core
products, with the output of iron ore, pellets, HBI / DRI and pig iron
reaching a record high. Shipment volumes also grew, driven
by HBI / DRI, pig iron and steel deliveries.

Iron ore product shipments,
million tonnes
8%

4% 2%
61%

Output, million tonnes
39.8

38.4

38.7

39.5

2016
40.7

22.6

22.6

22.7

23.8

5.2

5.3

5.3

5.4

3.0

5.7
2.1

2012

2013

2014

2015

2016

The 3.1% increase in iron ore output was
mainly due to the scheduled reduction
in repair time and increased productivity
resulting from higher iron recovery
into concentrate at Lebedinsky GOK.

2012

2013

2014

2015

2016

The increase in pellet output was due
to Pellet Plant #3 at Mikhailovsky GOK,
commissioned in September 2015,
reaching full operational capacity.

2012

2013

2014

2015

2016

The 2.3% increase in HBI output
at Lebedinsky GOK was due to the HBI–1
Plant increasing production following
major maintenance works in autumn 2015.
The increase in DRI output resulted
from higher productivity at OEMK’s
metallisation units.

2012

2.2

2013

2.3

2014

4.7

2.5

2015

2016

The increase in pig iron output was due
to the launch of the more productive Blast
Furnace #4 (and the decommissioning
of Blast Furnace #2) and Casting Machine #5
in late 2015.

2012

27.8

25%

5.6

25.2

2013

4.5

2014

4.5

2015

4.7

2016

OEMK increased its steel output by 2.9%,
largely due to increased productivity
at its electric arc furnaces following
the upgrade of the enterprise’s gas
purification equipment. Ural Steel ramped
up its steel output by 5.7% to 1.1 million
tonnes, mainly due to the increased
utilisation of CCM #1 in response
to the rising demand for merchant
cast billets.

16.8
6.9
2.1
1.2
0.7

Russia
Europe
Asia
MENA
Other

In 2016, domestic shipments dropped
from 66% to 61% due to increased exports
to the Netherlands, Italy, and Slovakia.

Pig iron and steel product shipments,
million tonnes
27%

Iron ore

Pellets

1

HBI / DRI

Pig iron

29%

Steel

2016
3%

6.7
24%

17%

Iron ore includes sintering ore, blast furnace
ore, and concentrate

1

1.9
1.6
1.2
0.2
1.8

Shipments, million tonnes
12.5

14.1
11.1

11.0

10.8

13.7

13.9

14.4

14.5

2.3

2.4

2.3

2.4

2.4

2.5

1.8

5.1
4.3

1.8

4.2

4.2

4.3

1.4

10.7
0.8

2012

40

2013

2014

2015

2016

2012

2013

2014

2015

2016

2012

2013

2014

2015

2016

2012

2013

2014

2015

2016

2012

2013

2014

2015

2016

 ENA
M
Russia
Europe
Asia
Other

In 2016, the Company redistributed
its export sales, which resulted
in a decreased share of domestic
shipments to 24%.
The share of exports to North America,
Middle East and North Africa grew,
while the share of shipments to Europe
declined.
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Financial performance
Metalloinvest’s strong competitive position and the market
recovery in the second half of 2016 helped the Company to boost
its financial performance and stabilise its financial profile.

Revenue
Revenue by market, USD million

Revenue by product, USD million

12%

4%

12%

3%

12%

4,393

2015

4,261

4,393

Steel and rolled steel products
Pellets
Pig iron
Hot briquetted iron
Iron ore
Other revenue

22%

21%

2015
1,819
855
480
527
542
169

2016
1,738
880
523
504
473
142

In the reporting period, the mining segment’s revenue1 increased
by 6.8% to USD 2,232 million, mainly due to the increased sales
of high value-added pellets and HBI / DRI. The steel segment’s
revenue remained almost flat year-on-year, totalling USD 2,119
million. The adverse effect of rouble depreciation on domestic
revenue was offset by the increase in export sales.

5%

2016

40%

Russia
Europe
Middle East
Asia
Other

10%

4,261

10%

2015

2016
1,688
1,019
651
217
685

The share of the domestic market in the Company’s consolidated
revenue shrank from 42.7% in 2015 to 39.6% in 2016, largely due
to a partial redistribution of shipments towards export markets. In 2016, Europe and the Middle East accounted for 23.9%
and 15.3% of the Company’s revenue respectively, compared
to 22.0% and 16.4% the previous year. Asia’s share of consolidated revenue stood at 5.1%, slightly down against 5.8% in 2015.

2,211

41%

Raw materials and supplies
Labour costs
Energy costs
Natural gas
Depreciation and amortisation
Land, property and other taxes
Amortisation of mineral rights
Repair and maintenance
Other

1,153
1,432

42%

16%
19%

2015
1,876
967
720
253
578

1,961

2016

15%
24%

Net income, USD million

8%

2,275

In 2016, the Company’s revenue dropped by 3.0% to USD 4,261
million (2015: USD 4,393 million). This slight decrease is mainly
attributable to declining prices for the Company’s products
in USD equivalent.

1

EBITDA, USD million

9%

15%

12%
19%

Cost of sales, USD million

43%

2016
16%

Margin and net income

16%

14%

41%
6%

2015
11%

11%,

41%

Cost of sales, distribution, general
and administrative expenses

2014

2015

1,258

2016

66

218

2014

2015

2016

18%

2015
944
431
342
231
203
56
34
5
28

2016
939
407
344
225
187
49
31
5
25

In 2016, despite growth in output and shipments and an increase
in natural monopolies’ prices, the Company’s cash cost of production decreased by 2.8% to USD 2,211 million. This was attributable to the implementation of the operational improvements
programme and the rouble depreciation. Cost of sales remained
nearly flat at at 51.9% of revenue (2015: 51.8%). In 2016, distribution expenses totalled USD 685 million, representing a slight
decrease against USD 690 million in the previous year, amounting
to 16.1% of the Company’s revenue compared to 15.7% in 2015.
In 2016, general and administrative expenses increased by 2.1%
year-on-year to USD 295 million, remaining almost flat at 6.9%
of the Company’s revenue.

In 2016, the Company’s EBITDA decreased by 12.2% to USD 1,258
million compared to USD 1,432 million the previous year. The negative effect of the drop in the steel segment’s EBITDA was partially offset by EBITDA growth in the mining segment. EBITDA margin declined by 3.1 p.p. to 29.5% compared to 32.6% in 2015.
In 2016, the mining segment’s EBITDA grew by 14.6% to USD
999 million (2015: USD 872 million). The increase in the segment’s share of the Company’s consolidated EBITDA from 60.9%
to 79.4% was due to the redistribution of sales towards export
markets and growing deliveries of high value-added products.
The steel segment’s EBITDA dropped by 23.2% to USD 301 million
compared to USD 392 million in 2015, and accounted for 23.9%
in the Company’s consolidated EBITDA. This decrease was due
to commodity prices growing faster than those for finished
steel products.
In 2016, the Company had a net income of USD 1,153 million
compared to USD 218 million in 2015, mainly due to the reversal
of foreign exchange rate differences on the US dollar-denominated part of its debt.

 egment revenues represent proceeds from product sales
S
at Metalloinvest enterprises.
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Research and development (R&D)

Financial position

Capex programme

Net debt, USD million

Cash, USD million
989

4,185

2013

2014

3,564

2015

824
3,161

2012
2016

550

2013

2014

2015

2016

As at 31 December 2016, the Company’s total assets amounted
to USD 6,201 million (USD 6,619 million as at 31 December 2015).
The 6.3% decline in the Company’s US dollar-denominated total
assets was mainly attributable to the repayment of loans made
by the Company earlier. The repayment followed the consolidation of 100% shares of Holding Company Metalloinvest on USM
Metalloinvest’s balance sheet. At the end of the reporting period,
the Company’s gross debt decreased by 5.4% y-o-y to USD 4,150
million. Long-term debt accounted for 98.6% of total debt, while
the short-term debt amounted to USD 58 million as at the reporting date stood at.
As at 31 December 2016, cash and cash equivalents totalled
USD 989 million compared to USD 824 million as at 31 December
2015 (including short-term bank deposits). Liquidity growth came
on the back of positive operating cash flow and the USD 342 million
in proceeds from the sale of Norilsk Nickel shares.
At the end of the reporting period, the Company’s net debt
decreased to USD 3,161 million (31 December 2015: USD 3,563 million), largely due to the redemption of Eurobonds with a par value
of USD 750 million in July 2016 and an increase in cash. The Company’s net debt / EBITDA ratio remained flat at 2.5x1.

In 2016, Metalloinvest’s capex decreased to USD 290 million
(2015: USD 417 million). This decrease is attributable to the completion of financing Mikhailovsky GOK’s Pellet Plant #3 project.
The Company spent USD 161 million, or 55.5% of its total capex,
on the construction HBI-3 Plant at Lebedinsky GOK, its key investment project. By the end of 2016, Metalloinvest completed cold
tests and major works related to the process facilities of the first
start-up module. The launch of HBI-3 Plant is scheduled for the first
half of 2017. In 2016, final investments in the construction of Pellet
Plant #3 at Mikhailovsky GOK and the oxygen station at OEMK
amounted to some USD 18 million (6.2% of total capex).
In the reporting year, the Company initiated some important
capex-lite efficiency projects. As part of the upgrade of OEMK’s
Metallisation Plant #2 to improve its performance, the Company
started manufacturing key technological equipment. Concast
AG was awarded a contract to engineer and supply key process
equipment for the upgrade of CCM #1 at Ural Steel, to launch
production of billets for railway wheels and rail billets.

In the reporting period, we made considerable progress
in optimising our debt portfolio, through the issue of exchange
bonds, refinancing and partial early repayments of pre-export
facilities, and the redemption of our debut Eurobond. As a result,
we were able to reduce our repayments due in 2017 to almost zero.

Metalloinvest’s R&D activities consolidate
and develop the research and production potential
of its enterprises.
Structure and content of R&D Plans, Feasibility Studies and Production-Related Science and Technology Services in 2016
Topic 1
Strategic development

Topic 2
Environment and occupational safety

Topic 3
Improvements in production efficiency

Research aimed at defining Metalloinvest’s strategic development options

Research aimed at improving environmental
and occupational safety (including in line
with statutory requirements)

Research aimed at boosting performance
and improve production processes at existing sites

Key focus areas and development plans
• Metalloinvest carried on with its
large-scale laboratory tests launched
in 2015 to develop a combined technology ensuring comprehensive
processing of mineral raw materials
at Mikhailovsky GOK;
• In 2016, the Company continued its
research to develop production technologies for new steel grades that meet
increasing consumer requirements
and exceed the market’s expectations;
• Metalloinvest continued its research
to adjust the production parameters
for various iron ore products (concentrates, fluxed and non-fluxed pellets, HBI / DRI) and expand its sales
geography.

• The Company implemented a set of initia- • The Company improved the pellet production process by boosting the enertives to ensure mining safety (monitoring
gy efficiency of pellet plants at Lebeof pit walls and waste dumps, in-depth
dinsky GOK and Mikhailovsky GOK;
geomechanical monitoring, hydrodynam• Metalloinvest conducted research
ic monitoring of rock dumps, etc.)
and drafted recommendations to ad• The Company conducted the research
just the production parameters for metrequired by government authorities;
al products and eliminate defects;
• R&D plans include research in 15 environmental and 6 health and safety areas • The Company developed and implemented innovative solutions to increase
involving external research centres.
the durability of quick wearing parts
in critical machinery and equipment;
• Metalloinvest plans to continue
the research started in 2016 to develop
algorithms that optimise the management of metallised product manufacturing, with the aim of reducing energy
consumption.

Alexey Voronov
Finance Director

1

T o calculate the net debt / EBITDA ratio in 2015, short-term bank deposits
of USD 400 million were accounted for as cash and cash equivalents.
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Key achievements in R&D and product range
expansion

In 2016, OEMK developed 17 new steel grades for Russian, German,
Turkish, Polish, and Italian consumers.

Collaboration with research
and engineering centres

Mikhailovsky GOK

It also developed three new products – 300 x 400 mm continuous
casting billets, 130 x 140 mm hot-rolled square billets, and 8.0 to 8.9
metre long steel products.

The Company continued the full-scale laboratory tests launched
in 2015 to develop efficient technology that can ensure the comprehensive processing of mineral raw materials from the Mikhailovsky
deposit with a complex mineral composition, and re-extraction
of the target mineral from hard-to-process ore.

Metalloinvest’s active cooperation with research and engineering
centres enables the Company’s enterprises to implement advanced
technologies.

Ural Steel

The Company is actively expanding its iron ore pellet range:
• pilot testing of dolomite-containing high basic pellet production;
• commercial testing of the technology to produce high-quality
flotation concentrate from unoxidised ferruginous quartzites;
• testing of the technology to produce high-quality pellets
for further metallisation;
• production and shipment of a batch of high-quality flotation
pellets;
• testing of the technology to produce fluxed pellets from flotation concentrate;
• production and shipment of a batch of pellets from flotation
concentrate.

Lebedinsky GOK
Key activities and results:
• improving the beneficiation and pelletisation technology
to obtain a new type of product – fluxed (high basic) iron ore
pellets;
• studying the feasibility of producing iron ore concentrate
with iron content of at least 70.0% and SiO2 content not more
than 2.2% at Pelletisation Units #1 and 3 using semi-autogenous grinding technology;
• improving direct reduction technology and obtaining high-carbon HBI briquettes;
• improving pelletisation technology at the pellet plant, using
polymer-based bonding agents to improve the quality of fluxed
pellets for HBI.

Oskol Electrometallurgical Plant (OEMK)
• Conducting research to develop algorithms that streamline
the production process for metallised products;
• expanding the product line by adding additional sections
and sizes, developing new steel grades, and improving
heat treatment parameters for rolled products;
• conducting research to improve the steel blowing process and use
equipment parts and assemblies more efficiently.

46

Ural Steel’s R&D efforts are focused on the ongoing development
and implementation of improved heat treatment methods for rolled
products, and other high-potential areas, engaging both external
research centres and in-house experts.
Its consistent and successful efforts to expand the steel product range
received an accolade at Metal-Expo’2016, where the enterprise won
an award in the Development of a New High-Quality Metal Products
category for its corrosion-resistant steel grade. The Company has
conducted research, which proved that it is possible to produce
steel that is increasingly compliant with the strictest requirements
for strength at low temperatures and zero class uniformity (complete
absence of internal defects).
Ural Steel continues to develop new steel grades to cater to the needs
of its customers. Three new grades of steel were developed in 2016.
Having been commissioned by bridge construction companies,
Ural Steel shipped industrial-scale batches of 14KhGNDTs (14-Cr-MnNi-Cu-Zr) atmospheric corrosion-resistant low-alloy steel to manufacture motorway and railway bridge superstructures. In 2016, shipments
amounted to 2,600 tonnes.
In 2016, as part of cooperation with Zagorsk Pipe Plant, which is a new
customer, the Company supplied 500 tonnes of 25 mm thick, strength
grade X70 strips to manufacture pipes for the Yamal LNG project,
and over 3,000 tonnes of 8–19 mm thick 09GSF corrosion-resistant
steel strips.
The machine shop’s casting unit launchedproduction of cast iron
annular weights ordered by Gazprom StroyTEK Salavat to be used
for ballast gas pipelines at underwater crossings in watered
and marshy areas.
The electric arc furnace shop and the casting unit started manufacturing slag pots for the electric arc and blast furnaces.

In 2016, the Company collaborated with a number of Russian R&D
institutions and universities, including: NPVP TOREX (Yekaterinburg,
part of Metalloinvest), the Stary Oskol branch of the National University of Science and Technology MISiS; the MIPT Centre for Engineering and Technology of Hard-to-Recover Reserves (Moscow);
the I.P. Bardin Central Research Institute for Ferrous Metallurgy
(Moscow); VIOGEM (Belgorod); the Novotroitsk branch of the National
University of Science and Technology MISiS; the City Institution for Designing Metallurgical Plants (Moscow, part of Metalloinvest); the Mosty
Research Centre (Moscow); VUKHIn (Yekaterinburg); KORAD (Moscow);
Engineering Dobersek GmbH (Germany).
During 2016, 14 research projects commissioned by Metalloinvest were
completed, with another 18 nearing completion.

Collaboration with NPVP TOREX
As part of their joint efforts, NPVP TOREX, Metalloinvest’s R&D centre,
and Mikhailovsky GOK’s engineering and technical unit developed
and carried out all engineering activities relating to Pellet Plant #3, including pulp thickening and filtration, pelletisation, feeding raw pellets
to the pellet plant, and rolling out innovative heat treatment technology
for iron ore pellets.

Cooperation with MISiS
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In 2016, Metalloinvest allocated RUB 10 million to set up electrical
engineering workshops at Stary Oskol Polytechnic College, part of STI.
These are designed to train electricians, power engineers and members
of other blue-collar professions. Another major joint project between
the Institute and Metalloinvest is a steelmaking laboratory at OEMK,
which will be testing production technologies for new steel grades,
and enabling students on the master’s degree programme to take part
in practical training and research activities.
Currently, STI is working to create a technology cluster where
researchers will develop new technologies and solutions, primarily
for Metalloinvest’s enterprises.

Intellectual Property
As at 31 December 2016, the Company held 140 Russian patents,
including 136 patents for inventions and four patents for utility models,
as well as nine registered trademarks.
Many patents protect the Company’s new steel grades and their respective production technologies, new types of metal products and their
manufacturing technologies, as well as quality improvement methods.
The Company has a significant industrial property (inventions) portfolio, filed in order to maintain the confidentiality of its expertise.
In 2016, the Company prepared materials to file applications
for patent rights to the following two inventions:
• the ‘ladle treatment method’ to reduce the consumption of fluorspar and refractories and increase the working life of ladle linings;
• a utility model application for an adapter and crown assembly.
This will be used to construct adapters and crowns with a reliable tight mounting on the excavator bucket to reduce the wear
and tear of excavator components.

MISiS branches operate in Stary Oskol (Ugarov Stary Oskol Technological Institute, or STI) and in Novotroitsk, working in close cooperation with OEMK and Ural Steel. As part of this collaborative work,
the branches carry out research projects in the areas that are relevant
to the plant. Every year, the branches publish research articles co-authored by OEMK and Ural Steel experts, and students present their reports at Metalloinvest’s scientific and technical conferences.
R&D projects completed for Ural Steel include:
• developing a technological process control method at the electric arc furnace and Rolling Mill #1 based on statistical data,
to improve rolled steel quality;
• a number of projects related to laboratory tests to help
with the selection process for a staflux production method;
• studying the effectiveness of various methods of heating
sintering ore mixture.
STI is implementing nine projects at OEMK to address specific production matters.
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Metalloinvest’s long-term investment case is driven by
improvements in the Company’s corporate governance,
boosting stakeholder engagement and increasing
transparency for analysts.

Made from our steel

Iron ore
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Concentrate

Pellets

HBI

Construction steel
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Corporate governance
The consolidation of 100% of Holding Company Metalloinvest
on the books of USM Metalloinvest completed the process
of transferring the Company’s shares to the Russian jurisdiction,
which started in 2014.

Corporate governance practices
Metalloinvest is committed to the continuous
improvement of its corporate governance
and implementing the best international corporate
governance practices. The Company recognises
their importance to its sustainable development
and increasing the Company’s value.

The Company views corporate governance as
a system of interaction between the Company’s
governing bodies and its stakeholders
that reflects the balance of the parties’ interests
and focuses on improving the Company’s
performance.

Following a number of corporate transactions, we have simplified
the Company’s ownership structure and streamlined our corporate
governance practices.

Ivan Streshinsky
Chairman of the Board of Directors

Board of Directors

Metalloinvest Governance Structure and Bodies

The Board of Directors is responsible for the strategic management of the Company.
The Board of Directors’ key objectives are establishing efficient corporate governance,
setting and implementing the Company’s strategic goals, determining risk management
principles and approaches, conducting risk assessments and creating favourable conditions for long-term sustainable development.

General Meeting
of Shareholders

Composition and Responsibilities of the Board of Directors
Board of Directors

Committees of the Board of Directors:
• Finance, Budgeting and Strategy Committee
• Remuneration Committee
• Audit Committee

The neutrality and independence of the Board of Directors are the key principles
that the Company draws on to improve the efficiency of its governance framework.
The Board of Directors includes independent and non-executive directors, in order
to guide the Company’s senior management and prevent any conflicts of interest.
As at 31 December 2016, four of the nine members of the Board of Directors were recognised as independent.

The Board of Directors Report
CEO

50

Management Board

Internal Audit Department

In 2016, the Board of Directors held eight in-person and 26 in-absentia meetings, during
which it adopted a number of important resolutions related to the Company’s operations,
including:
• approval of the Company’s annual budget and capex programme for 2016 and 2017;
• approval of the terms of large-scale investment projects;
• approval of the contract with SAP CIS for designing the Company’s integrated information management system;
• approval of the following fundraising transactions: a syndicated loan worth up
to USD 450 million, and placement of RUB 20 billion worth exchange-traded bonds
by Holding Company Metalloinvest RUB 20 billion.

In 2016, the Board of Directors held

34 meetings
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Board of Directors

Ivan Streshinsky

Andrey Varichev

Irina Lupicheva

Ivan Tavrin

Chairman of the Board of Directors

Executive Director

Non-executive Director

Non-executive director

Member of the Board of Directors since February 2013.

CEO of Management Company Metalloinvest.

Member of the Audit Committee.

Chairperson of the Remuneration Committee.

Member of the Remuneration Committee.

Member of the Finance, Budgeting and Strategy Committee.

Member of the Board of Directors since February 2013.

Member of the Board of Directors since April 2016.

Graduated with honours from the Department of Aeromechanics and Flight Engineering of the Moscow Institute of Physics
and Technology.

Member of the Board of Directors since April 2007.

Graduated from the Moscow State Institute of International Relations (MGIMO) with a degree in International Economic Relations;
holds a postgraduate degree from the Moscow Finance Academy.

Graduated from Moscow State Institute of International Relations (MGIMO) with a degree in International Law.

CEO of USM Management, Member of the Board of Directors
of USM Holdings Limited, USM Monaco Limited, MegaFon,
Mail.Ru, Kommersant and CITY.

CEO of Management Company Metalloinvest since October 2013.

Managing Director and Head of Risk and Control at USM Management since May 2012.

Valery Kazikaev

Pavel Mitrofanov

Independent non-executive Director

Non-executive Director

Member of the Finance, Budgeting and Strategy Committee.
Member of the Board of Directors since October 2013.

Chairperson of the Finance, Budgeting and Strategy Committee,
member of the Audit Committee.

Graduated from the Moscow Mining Institute; holds a PhD in Economics.

Member of the Board of Directors since June 2016.

Chairman of the Board of Directors of BMC, CEO of Holding
Company BMC.

Graduated from Lomonosov Moscow State University with
a degree in Economics; received a master’s degree in Accounting,
Analysis and Audit, and an MBA from Imperial College Business
School; completed Harvard Business School’s (HBS) General
Management Programme.

Dmitry Tarasov

First Deputy CEO of USM Management since June 2016.

Member of the Board of Directors since April 2014.

Graduated from the Moscow Aviation Institute (formerly the Moscow State Aviation Technological University).

Galina Aglyamova
Independent non-executive Director
Chairperson of the Audit Committee, member of the Finance,
Budgeting and Strategy Committee.

Independent director
Member of the Finance, Budgeting and Strategy Committee, member of the Remuneration Committee.
Graduated from the National University of Science and Technology (MISiS) with a degree in Metallurgy of Non-ferrous and Rare
Metals and Alloys; holds a PhD in Engineering Science.

Member of the Board of Directors since October 2013.
Graduated from the National University of Science and Technology
(MISiS); holds a PhD in Economics.
Vice President of NLMK untill the end of 2012.

Chairman of the Board of Directors at CTC Media, member
of the Board of Directors at Kommersant Publishing House,
USM Holdings Limited, MegaFon, MO-TV Holdings Limited,
7TV Media Holding and Vyberi Radio Holding.

Executive Director of “CSM “METALLOINVEST” LLC.

Nikolai Krylov
Independent non-executive Director
Member of the Board of Directors since April 2015.
Doctor of Law, J. D. degree from Yale Law School.
Sector Head at the Institute of State and Law of the Russian Academy of Sciences since 2012.
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For more details about the members of the Board of Directors,
please visit the Company’s website:
http://www.metalloinvest.com/en/about/governance/
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Report of the Audit Committee

The Board of Directors has set up three committees for the preliminary review of the most important matters pertaining to the Company’s operations:
• Audit Committee;
• Finance, Budgeting and Strategy Committee;
• Remuneration Committee.

The committees are responsible for the preliminary review
of the most important issues within the remit of the Board
of Directors and the provision of recommendations on the relevant decisions.
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Members of the Committee:

Committee activity in 2016

•
•
•
•
•

In 2016, the Committee held ten in-person and 25 in-absentia meetings.

Pavel Mitrofanov (Chairperson)
Galina Aglyamova
Andrey Varichev
Valery Kazikaev
Dmitry Tarasov

Committee functions:
• drafting proposals on the Company’s priority areas;
• assessing and drafting proposals on investment projects
and M&A transactions;
• drafting proposals on selected transactions, such as the sale
and purchase of shares in other companies (including derivatives);
• drafting proposals on the conclusion of SPA and supply
agreements for steel, iron ore and other products, if the value
of the transaction or several related transactions exceeds RUB
1.5 billion (excluding intra-group transactions);
• drafting proposals on the conclusion of credit and loan agreements and security agreements thereto, bank deposit contracts, agreements to issue promissory notes and other
fund-raising instruments, if the value of the transaction
or several related transactions exceeds RUB 1 billion (excluding intra-group transactions);
• drafting proposals on the Company’s dividend policy.

In line with its key functions, the Committee provided methodological guidance and drafted recommendations on the development of:
• Metalloinvest’s development strategy focus areas;
• the Company’s annual budget and capex programme for 2017;
• key management tasks for 2016, with a focus on business
sustainability and operational efficiency;

SUSTAINABLE
DEVELOPMENT
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Members of the Committee:

Committee activity in 2016

• Galina Aglyamova (Chairperson)
• Irina Lupicheva
• Pavel Mitrofanov

In 2016, the Audit Committee held eight in-person meetings and 2
votes to review the following key issues:
• approval of the 2015 consolidated IFRS statements and interim
statements for the first three and six months of 2016;
• review of the Company’s risk management programme
for 2017, including the level of risk appetite;
• drafting of recommendations to improve the Company’s risk
management system;
• drafting of recommendations to improve the Company’s internal control management;

Committee functions:

Report of the Finance,
Budgeting & Strategy Committee

CORPORATE
GOVERNANCE

• supervising the Company’s internal audit function by approving annual internal audit schedules, reviewing findings of material audits with a focus on internal controls and management
response, assessing the efficiency of internal control procedures and drafting proposals for their improvement;
• assessing the Company’s risk management system and drafting relevant improvement recommendations;
• drafting recommendations to the Board of Directors to prevent,
identify, and mitigate financial and operational risks;
• analysing reports on significant breaches of the Company’s
established risk limits and on the sufficiency of proposed
measures to eliminate risk;
• guiding the Company’s Management in identifying and managing new risks;
• assessing the Company’s financial reporting;
• assessing external auditor candidates and making recommendations on the remuneration of the external auditor;
• assessing the external auditor’s report;

• review of internal audit reports and identified gaps, along with management proposals to eliminate those.

As part of last year’s efforts to develop the Company’s corporate
risk management system, we embarked on an improvement
programme of our internal audit. For us, this is a new milestone
that reflects our maturity.

• analysing and discussing with the auditor any significant gaps identified during the independent external audit.

Galina Aglyamova
Chairperson of the Audit Committee

• key performance indicators and operational and financial
targets for 2017.

Report of the Remuneration Committee
In addition, the Committee drafted recommendations and proposals for the Board of Directors on the conclusion of SPA and supply
agreements for steel and iron ore products, credit agreements
and security agreements thereto, bank deposit contracts,
and share purchase agreements.

Consistent efforts to improve the efficiency of Metalloinvest’s
operations, stringent cost control and conservative debt policy
supported the Company’s financial stability in 2016, a challenging
year for the industry.

Members of the Committee:
• Ivan Tavrin (Chairperson)
• Dmitry Tarasov
• Ivan Streshinsky

Metalloinvest pays special attention to ensuring that its
remuneration and incentive framework is in line with global best
practices.

Committee functions:

In 2016, we completed the establishment of a unified remuneration
framework linking compensation to a job grading system,
in which positions are ranked depending on their significance for
the Company.

• draft proposals to be approved by the Board of Directors concerning remuneration policies for directors, the CEO, and members of the Management Board;
• draft proposals on staff development and incentives;
• draft HR and social policies;
• draft resource planning principles.

Since 1 January 2017, this system has been used across all
of the Company’s enterprises. These efforts will result in greater
staff engagement and stronger motivation, which will boost
individual performance.

Committee activity in 2016
In 2016, the Remuneration Committee held three in-person meetings.

Pavel Mitrofanov
Chairperson of the Finance,
Budgeting and Strategy Committee

56

In line with its key functions, the Committee provided methodological
guidance and drafted recommendations on the development of:
• KPIs for the senior executives of the Company and its controlled entities in 2016–2017;
• corporate strategies for organisational development and personnel
management;
• programmes to boost employee engagement and performance.

Ivan Tavrin
Chairperson of the Remuneration
Committee
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Management Board
The Management Board is the Company’s collegiate executive. The Management
Board is responsible for the resolution of key issues related to the Company’s
ongoing operations, the coordination of work performed by the management
company’s services and divisions and the submission of proposals to the Board
of Directors concerning the key businesses and related implementation plans.

The Management Board includes the Managing Directors
of Lebedinsky GOK, Mikhailovsky GOK, OEMK and Ural Steel,
which helps boost its operational efficiency.

In 2016, the Management Board
held seven in-person and 11
in-absentia meetings to review
the following items: budgeting, capex
programme, strategy, business activities,
production, and organisational changes.

Members of the Management Board

Andrey Varichev

Andrey Ugarov

Nazim Efendiev

Tatiana Belyakova

Natalya Gryzanova

Oleg Mikhailov

Chairman of the Management Board
and CEO of Management Company
Metalloinvest.

First Deputy CEO and COO of Management
Company Metalloinvest.

First Deputy CEO and Sales Director,
Management Company Metalloinvest.

Director of Economics, Management
Company Metalloinvest.

Investment Director, Management
Company Metalloinvest.

Managing Director, Lebedinsky GOK.

Graduated from Lipetsk Polytechnical Institute.
Mr Ugarov joined the Company in 1999,
and has held held various executive positions
with Metalloinvest and its production operations since 2004. He was OEMK’s Managing
Director from 2004–2011, and has been in his
current role since December 2013.
Honoured Metallurgist of the Russian Federation.

Graduated from the Military Institute of Foreign
Languages; received an MBA from the Russian Academy of National Economy and completed a specialised course in International
Management at Kingston University (UK).
Mr Efendiev has held various executive positions at the Company and its production operations since 2002, and has been in his current
role since March 2012.

Graduated from the Simon Kuznets Kharkiv
National University of Economics (formerly the Kharkiv Engineering and Economic
Institute) with a degree in the Economics
and Organisation of Mining Industry.
Ms Belyakova joined the Company in 1988,
and since then has held various positions
at Lebedinsky GOK and Management Company Metalloinvest. She has been in her current
role since August 2015.

Graduated from the Plekhanov Russian University of Economics.
Ms Gryzanova has held various executive positions in the Company since 2013, and has been
in her current role since December 2014.

Graduated from Saint-Petersburg Mining
University (former Leningrad Mining Institute).
Mr Mikhailov has held various executive
positions at the Company and its production
operations since 2006, and has been in his
current role since October 2011.

Yuriy Gavrilov

Alexey Voronov

Dmitry Babenko

Sergey Kretov

Nikolay Shlyakhov

Evgeny Maslov

Director for Strategy and Development,
Management Company Metalloinvest.

Finance Director, Management
Company Metalloinvest.

Director of Legal Affairs, Management
Company Metalloinvest.

Managing Director, Mikhailovsky GOK.

Managing Director, OEMK.

Managing Director, Ural Steel.

Graduated from the Moscow Institute of Physics and Technology with a degree in Aeromechanics and Flight Engineering. In 1999,
Mr Gavrilov received a master’s degree
in Finance from the Business and Economy
Institute of the Academy of National Economy, and an MBA in Business Administration,
Finance Option from the University of California Business School.
He has been in his current role since May 2014.

Graduated from Moscow State Institute of International Relations (MGIMO) with a degree
in International Economic Relations.
Mr Voronov joined the Company in 2015,
and has been in his current role since
October 2016.

Graduated from the Moscow Mining Institute
with a degree in Economics and Business
Administration in Mining and Geological Exploration and holds a degree in Legal Studies
from the Moscow State Academy of Law, where
he graduated in 1998.
Mr Babenko joined the Company in 1993 and has
held various positions at Lebedinsky GOK
and Metalloinvest Management Company.
He has been in his current role since
February 2016.

Graduated from RUDN University.
Mr Kretov has held various executive positions
at the Company and its production operations
since 1998, and has been in his current position
since July 2006.

Graduated from Lipetsk Polytechnical Institute.
Mr Shlyakhov has held various executive
positions at the Company and its production
operations since 2001, and has been in his
current role since April 2011.

Graduated from the Cherepovets State University with a degree in Ferrous Metals Metallurgy.
Mr Maslov has held various executive positions
at the Company and its production operations
since 2007, and has been in his current role
since April 2014.

Mr Varichev has been in his current role since
October 2013.
Member of the Board of Directors since
April 2007.
For the CEO’s Statement, please see p. 18

58

59

ANNUAL REPORT 2016 | METALLOINVEST

ABOUT
THE COMPANY

Internal Control and Audit

Liability Insurance

The Company’s internal control system focuses on:

Since 2015, Metalloinvest has been insuring the liability of the members of its Board
of Directors, Management Board and officers of the Company (“insured persons”)
on an annual basis. Directors and officers
liability insurance (D&O insurance) protects
the insured persons against possible
third-party claims that may arise from unintended wrongdoings, and provides reimbursement of possible expenses incurred
by Metalloinvest by covering the costs
and damages of the insured persons.

• Identifying and assessing risks and issuing recommendations for mitigating their adverse impact on the Company’s operations;
• Implementing and improving the Company’s internal control procedures.
The corporate risk management system is at the core of everything that the Board
of Directors does, placing an emphasis on compliance with the best global practices
and effective processes.
Metalloinvest’s Board of Directors views internal control and audit functions as an essential mechanism for the Company’s sustainable development. The experience of Galina Aglyamova, Chairperson of the Audit Committee, and the expertise of Vladimir
Manuilov, Director of the Internal Audit Department of Management Company Metalloinvest, who is an internationally Certified Internal Auditor (CIA), is enabling the Company
to achieve this goal.
The internal audit framework is structured to cover all levels of governance and includes
the Audit Committee of the Board of Directors of Management Company Metalloinvest,
audit functions of the management company and regional audit control functions,
the audit functions of Lebedinsky GOK, Mikhailovsky GOK, OEMK and Ural Steel headed
by the Internal Audit Director.
This structure ensures the independence and neutrality of the internal audit functions
(the Audit Committee of the Board of Directors is chaired by an independent director).
The Internal Audit Director has a functional reporting line to the Audit Committee.

External Audit
Metalloinvest prepares its financial statements in accordance with the applicable
Russian and international standards (RAS and IFRS). The Company engages an external
auditor to conduct an independent review of its financial and accounting statements.
In 2016, the Company’s IFRS financial statements and RAS accounting statements were
audited by PricewaterhouseCoopers.
The auditor is selected through negotiations with candidates subject to their credentials
and service fees. The auditor is approved by the Company’s General Meeting of Shareholders.

The insurance covers the defence costs
of the insured persons and related costs,
as well as compensation for damage
caused by the insured persons, when such
damage has been proved and is subject
to recovery.
Metalloinvest’s D&O insurance is provided
by SOGAZ, Russia’s largest insurer, selected on a competitive basis.
The risks are reinsured internationally by major insurers with leading
positions in terms of portfolio volume
and experience in adjusting D&O claims
in Russia Эand globally, such as Allianz,
AIG, ACE, Zurich, QBE and Liberty.
The Company’s policy terms were developed jointly with reinsurance leader Allianz and provide optimal coverage, taking
into account all Metalloinvest insurance
requirements, with a total liability limit
of USD 150 million.
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Risk management
Risk Management System
In order to identify, classify and assess potential risks and make
effective management decisions, Metalloinvest has put in place
a multi-level risk management framework, covering the Board
of Directors, the Management Board and the managers of production
facilities and business units.
Recognising the importance of an effective corporate risk management system, in 2016, the Company’s management placed special
emphasis on managing operational risks and establishing an internal
control function covering both the preparation of the Company’s
financial statements and its operational processes. In 2016,
the Company launched to the process of updating its Corporate

Risk Management Framework, approved in 2015. The new version
of the Corporate Risk Management and Internal Control Framework Standard will lay the foundation for the further enhancement
of the internal control function in 2017 and its formalisation.
Today, the Company can state with confidence that thanks to its
Corporate Risk Management and Internal Control Framework (CRMF),
Metalloinvest’s risk management process has become an integral
part of the Company’s day-to-day management, operational processes in annual and strategic planning, and year-round performance
assessments.

Process participant

Key functions

Audit Committee

• Approves the list of key corporate risks;
• Monitors key corporate risks.

Management Board

• Manages the implementation of risk management processes across all aspects of the Company’s
operations;
• Manages risks at the Company level;
• Approves all changes in the Company-level risk matrix;
• Appoints risk managers;
• Controls the risk management process in reporting units.

Risk Committee

• Owns and coordinates the risk management process;
• Reviews the status of individual risks at its meetings;
• Issues recommendations to the Management Board assessing the efficiency of risk management
initiatives.

Heads of Department.
Risk Managers

• Ensures the identification, evaluation and management of risks at departmental level;
• Appoints risk coordinators;
• Ensure the proper understanding of risks and take into account the risk management needs of departments while developing business plans;
• Ensures effective risk management across all aspects of the department’s operations to improve
efficiency and performance;
• Integrates risk management initiatives into key performance indicators;
• Coordinates risk management initiatives with other units involved in risk mitigation plans.

Internal Control
and Risk Management
Department

• Ensures that the Corporate Risk Management Framework, regulations and tools are up to date
and effectively used;
• Maintains a risk portfolio establishing clear links between corporate risks and unit risks;
• Ensures the coordination of risk management requirements in business planning and in the annual
cycle of performance management;
• Acts as the CRMF centre of expertise.

Internal Audit
Department
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• Assesses the effectiveness of risk management processes as part of the Company’s audits.
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Key risks
In 2016, the Company’s corporate risk portfolio included over
100 items, including 15 key items that Metalloinvest kept track
of and updated regularly to reflect changes in the business
environment.
4. Feedstock and materials procurement risks

The Company’s key risks were identified based on a comprehensive assessment
of their total financial impact with a focus on interdependencies and stress scenario
modelling deliverables. In 2016, the key risks affecting the Company included:

Risk factors
Macroeconomic factors

Impact on the Company

1. Product pricing risks

Significant fluctuations of prices for feedstock and materials procured

Risk factors

Risk management activities

Fall in demand, excess supply

Impact on the Company
Significant fluctuations in global prices for the Company’s core products may affect
the Company’s revenue and margins

Risk weight

48.8%

Risk management activities
Long-term technical upgrade with a focus on customers, sales market diversification,
tapping into new markets, monitoring of residual risks coming from diversification
and FX, potential decline in procurement costs

• Ferroalloy market monitoring
• Monitoring of current prices for petroleum, oil and lubricants
• Priority purchase of materials and equipment from manufacturers under direct
contracts or at a specialised exchange
• Maintaining an optimal inventory level
• Review of complaints management processes for untimely deliveries
• Supplier pool diversification

Risk weight

4.2%

5. Legislative / governmental changes
2. FX risk

Risk factors

Risk factors

Current state of the national economy, human factor, decision-making errors, and lobbying

Threat of sanctions, contraction of the Russian economy, influence of the European
economy, central bank policy, regulatory changes

Impact on the Company

Impact on the Company
Foreign exchange rates changes

Risk weight

26.7%

Governmental decisions directly affecting the Company’s operations

Risk weight

2.3%

Risk management activities
Low risk manageability, monitoring

Risk management activities
• Approval of the FX risk assessment method
• Valuation of foreign currency assets and liabilities of controlled companies
and their subsidiaries

6. Defaults under loan agreements
Risk factors

3. Political risk (sanctions)

Breach of obligations and terms and conditions under the Company’s loan agreements
and bonds (distribution, encumbrances on assets, disposals and investments, reorganisation and change of control, bankruptcy, legal claims, financial covenants, payment
and information obligations, sanctions)

Risk factors
Geopolitical conflicts that may result in the Company being put on the sanctions lists,
supply of products to sanctioned persons (including those added to the sanctions list
after contracts were signed)

Impact on the Company
Limitation of the Company’s operations due to sanctions imposed on individuals
and legal entities

Risk management activities

Risk weight

7.2%

Impact on the Company

Risk weight

1.8%

Loan acceleration due to breach of provisions (cross-default) of loan documentation

Risk management activities
• Compliance with the terms and conditions and limitations of loan documentation
• Documentation review / approval by the compliance unit (Credit Risks)

Low risk manageability, monitoring
62
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7. Corporate governance deficiencies,
departure of key personnel

10. Social tensions among employees. New risk

Impact on the Company
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Lack of information, absence of a relocation programme, inadequate
relocation compensation
Risk weight

1.8%

The Company’s corporate governance system is not consistent with its strategic goals

Impact on the Company
Negative employee sentiment and action in the course of the Company’s reorganisation

8. Information security. New risk

11. O
 perational risks (accidents and emergencies, lower output,
disruption of production technologies)

Risk factors

Risk factors

•
•
•
•
•

• Limited funding of repairs / capital expenditures to replace worn out equipment
• Deterioration in ore quality
• Suspension or restriction of production and / or stripping due to the instability
of the slope or dump mass (GOKs)
• Obsolescence and depreciation of equipment, non-compliance with industrial safety
rules, low quality / untimely repairs, non-compliance with the correct production
process (GOKs, steelmaking plants)
• Absence of alternative options (suppliers) for the purchase of basic feedstock
and materials (metallurgical plants)

Risk weight

1.8%

• Computer attacks by intruders; violation of information security as a result
of employee actions / omissions
• Non-compliance with legal requirements on information security

Reduced production volumes due to accidents and emergencies, or the use of technologies of a lower level than contemporary developments or approved technologies

Execution of the priority protection plan relating to the information infrastructure
of the automated process control system of the entities controlled by the Company

Risk management activities

9. R
 isks related to ERP launch. New risk
Risk factors

Impact on the Company
• Failure to meet time limits for information management system rollout
• Budget deficit
• The new system not meeting management expectations

Risk management activities
Carrying out initiatives planned as part of the ERP implementation project
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1.8%

Impact on the Company

Risk management activities

• Project management deficiencies, errors in cost estimates and scope of work,
funding cuts, project team personnel turnover
• Insufficient resources

Risk weight

Carrying out initiatives planned under the schedule for the reorganisation
of the management company and the creation of the Shared Services Centre (SSC)

Reorganisation of the management company, transfer of service functions to a shared
services centre, business processes automation

Impact on the Company

CONTACTS

Risk management activities

Risk management activities

Targeted and criminal nature of threats to information security
Inadequacy of existing information security tools
Tougher regulatory requirements
Lack of qualified personnel
Lack of awareness of or deliberate violation by employees of established information
security requirements

SUSTAINABLE
DEVELOPMENT

Risk factors

Risk factors
Overlapping functions, insufficient competencies, regulation gaps,
high transaction costs

STRATEGY
REPORT

Risk weight

1.8%

• Development and adjustment of long-term (as part of strategic planning), medium-term
(as part of the three-year planning) and annual plans for purchasing core equipment
to replace worn out equipment
• Compliance with the technology of dumping site construction, development of design
documentation for reconstructed and newly commissioned dumping sites and land buyout
• Design of projects for existing dumping capacities development, design and construction
of new dumping sites and land buyout
• Drawing up medium- and long-term plans for mining operations, investment projects for production process upgrades, subject to changing conditions and follow-up exploration
• Draining deposits
• Implementing measures to strengthen the walls of open-pit mines and dumping sites,
compliance with construction technologies and parameters of mine openings
• Monitoring the stability of open-pit mines and dumping sites walls
• Implementing the projects of development and debottlenecking of the existing capacities
of the metallurgical plants’ main units
• Carrying out high-quality scheduled preventive repair and interrepair maintenance of core
equipment, proper repair budget spending
• Delivering timely research (including customer-oriented work)
• Strengthening manufacturing and engineering discipline and effective management
framework
• Ensuring timely feedstock and materials supplies through diversification of supplier pool

Risk weight

1.5%
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12. Loss of sales markets

14. Credit risk. New risk

Risk factors

Risk factors

Foreign countries introducing restrictions or bans on transit or import of goods,
competitor wars

Deteriorating financial condition of a contractor, bankruptcy

Impact on the Company
Lower sales, sales geography limitations

Risk weight

1.0%
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Impact on the Company
Risk of a contractor failing to meet its obligations due to insolvency / bankruptcy

SUSTAINABLE
DEVELOPMENT

CONTACTS

Risk weight

0.9%

Risk management activities

Risk management activities

Compliance with the credit risk management procedures adopted by the Company

• Monitoring the situation (geopolitical, industrial, regional)
• Identifying new sales markets / consumers
• Diversifying the Company’s product portfolio (promoting new products)

15. Investment project implementation / efficiency risks
13. P
 ersonnel abuse, corruption / contractor misconduct. New risk

Risk factors

Risk factors

Market changes during project implementation, initial planning / design errors,
ill-judged contractor selection, macroeconomic changes

•
•
•
•
•
•

Lack of assets security control system
Flawed access control system
Physical security deficiencies
Inadequate security of assets during transportation
High crime rate in one or more region where the Company operates
Gaps in the legal documentation of the Company’s proprietary rights to its assets

Impact on the Company
Failure to meet the target parameters (schedule, ROI and costs) set out in the feasibility study

Risk management activities

Risk weight

0.3%

• Long-term fixed-price contracts, effective supplier and contractor selection processes, improvements in internal acceptance procedures, engagement of internal contractors, regular monitoring of the projects’ investment indicators
• Improvements in project implementation planning and KPI assessments

Impact on the Company
Infliction of damage through theft of inventory and harming the Company’s assets

Risk management activities
• Anti-corruption monitoring
• Initiatives to identify possible abuses, violations and conflicts of interest relating
to sales and procurement operations at controlled entities
• Monitoring of compliance with local regulations when selling (disposing of) assets,
real estate, fixed and other assets of the controlled companies, their subsidiaries
and affiliates
• Inspections and audits of the business and financial operations of the Company’s
enterprises by control and audit functions
• Theft investigations
• Security arrangements for inventory stored at temporary warehouses and during
transportation
• Deployment of security equipment
• Checks and inspections for accounting, storage and write-off of inventories
and equipment at controlled entities’ structural units
• Arrangements for the recovery of bad receivables
• Checks and inspections undertaken to establish the causes and conditions giving rise
to bad receivables
• Checks and inspections for completeness and quality of implemented measures
to recover debts that are subsequently written-off
• Inspections and audits of the business and financial operations of the Company’s
enterprises by control and audit functions
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Risk weight

0.4%

Key risks in 2016
Similarly to the previous year, potential changes in product prices were the key risk
for the Company. Despite this, the Company’s core products performed moderately well
on stock exchanges in the reporting period. The Company slightly amended the significance of other 2015 risks. The pronounced rise in risks related to feedstock procurement
was mainly due to significant price volatility for the core types of purchased feedstock.
This volatility did not, however, have a material impact on the Company’s operations.
On the other hand, the reduction in investment risks was primarily related to the structure and progress of current investment projects.
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Share capital and investor relations
As Metalloinvest has entered an active phase of its corporate programme to implement
positive changes within the business, the Company’s management has decided to expand the list of key risks to fifteen items by adding the following risks:
•
•
•
•
•

[8] Social tensions among employees
[9] ERP roll out risks
[13] Information security
[14] Credit risk
[15] Personnel abuse, corruption / counterparty misconduct

As part of the drive to improve Metalloinvest’s risk management system, the Company’s
governing bodies have continued to approve the quantitative assessment guidelines
for key risks in the reporting period. The Company’s management analyses risks that
have occurred on a quarterly and annual basis in order to effectively adjust its risk management system. The results for the reporting period confirmed the accuracy of the Company’s quantitative risk assessment models and risk appetite.
The key corporate risks have been linked to their desired outcomes to ensure business
continuity through the implementation of the relevant risk management action plans.
Apart from the key risks, Metalloinvest focuses on other corporate risks and risks affecting its controlled entities and subsidiaries. The company operates a zero tolerance policy
with regard to HSE violations, corruption and employee misconduct.
The Company continued to automate its risk management and internal control functions
in the reporting period.

Risk management system
development plans for 2017
In 2017, the Company plans to continue
improving its internal control and risk
management system, by automating processes as part of the SAP ERP implementation, providing new guidelines, and training internal control and risk management
employees, among other measures.
Under the ERP Implementation Programme, the Company has plans to continue developing internal control documents, including descriptions of business
processes, a register of process risks
and a matrix of control procedures. As part
of its drive to automate risk management
and internal control processes, the Company intends to integrate all of the Company’s risks into a single corporate environment, conduct online monitoring of key
risk indicators, and automate the testing
of control procedures.

Share capital
Company
Authorised capital
Number of shares
Type of shares

Credit Ratings
Holding Company Metalloinvest
RUB 3,745,853,000
74,917,060,000 shares
Ordinary registered uncertificated shares

In 2016, 100% of Holding Company Metalloinvest’s shares were consolidated
in the Russian company USM Metalloinvest, part of the USM Holdings Limited holding
company, in order to streamline the Company’s ownership structure.
Following a series of transactions within one group of entities, USM Holdings Limited
(which held a 22.1% stake), USM Investments Limited (4.5%), Lebedinsky GOK (15.96%)
and OEMK (3.19%) reduced their interests in Holding Company Metalloinvest to 0%.
The consolidation of 100% of Holding Company Metalloinvest on the books of USM
Metalloinvest completed the process of transferring the Company’s shares to the Russian
jurisdiction, which started in 2014.

Cooperation with rating agencies
is an integral part of the Company’s
work to increase its investment appeal.
Metalloinvest has received credit ratings
from international rating agencies since
July 2010.
The advantages of the Company’s vertically integrated business model, some
of the lowest production costs on the market, together with reasonable liquidity
levels helped Metalloinvest to maintain its
ratings in 2016.
In 2016, such agencies as Standard
& Poor’s, Fitch, and Moody’s upheld
their “BB” / “Ba2” long-term corporate
credit ratings of the Company. In addition,
Metalloinvest’s rating by the Chinese
agency Dagong was affirmed at “BBB +”.

In 2016, Metalloinvest took steps to deliver on its Action Plan to Manage Corruption
Risks. For example, based on the Management Company’s anti-corruption policy,
Metalloinvest Logistics AG and Metalloinvest Trading AG developed and approved
their own anti-corruption policies, taking into account the respective legal systems
of the countries in which the Company operates.
Credit rating changes
A– / A3
BBB+ / Baa1
BBB / Baa2
BBB– / Baa3
BB+ / Ba1
BB / Ba2
BB– / Ba3
B+ / B1
2012

2013

2014

2015

2016

2017

Russia
Metalloinvest
Fitch
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Moody’s

Standard & Poor’s

Dagong
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Events after the reporting date

Site-visit

Debt

On 20 February 2017, S&P revised the outlook for Metalloinvest’s
long-term rating from negative to stable, affirming its “BB” rating.

In May 2016, a site visit to Lebedinsky GOK and OEMK was
organised for representatives of eleven banks to see the Company’s main production facilities, become better acquainted
with its business operations and assess the quality of the assets
financed by the banks.

In 2016, Metalloinvest’s debt repayment schedule was considerably
improved.

According to the report, the change in the outlook to stable was
linked to the improvement of iron ore prices, and the measures
taken by the management to reduce its debt levels, while maintaining higher profitability than the industry average.
S&P continues to believe that the Company has strong competitive positions in the iron ore markets, due to low production
costs, unique iron ore resources, a diversified customer base,
premiums for high added value products (pellets, HBI / DRI)
and the advantages resulting from its vertical integration.
On 12 April 2017, the Fitch Ratings agency confirmed Metalloinvest’s long-term default rating at BB with a stable outlook.
According to a release published by Fitch, Metalloinvest demonstrated financial stability during the period of price volatility
in global iron ore and steel product markets, and has consistently
worked on debt reduction over the past four years.
In addition, Metalloinvest holds leading positions in terms of production costs among global producers, which helps the Company to generate positive free cash flow throughout the entire industry cycle.

Investor relations
Metalloinvest continuously enhances its public disclosure
and interaction with the investment community in a bid to comply with international best practices of disclosure. At present,
the Company discloses information on its financial and operating performance, social and other activities in a level of detail and within the timeframes common for public companies.
All materials in Russian and English are published in the Investors
section of the corporate website and can be found
at http://www.metalloinvest.com/en/investors/
Metalloinvest participates in international conferences organised by investment banks and holds its Investor Day annually
in Moscow, continuously expanding its base of existing and potential investors. Many investors and analysts are invited to visit
the Company’s production assets. In 2016, Metalloinvest took
part in the following six domestic and international investment
conferences and forums:
• XIV Russian Bond Congress (St Petersburg, Russia)
• Sberbank CIB’s Metals & Mining and Fertilizer Conference
(Moscow, Russia)
• VTB Capital’s Russia Calling Investment Forum (Moscow,
Russia)
• J.P. Morgan EM Corporate Credit Conference (London, UK)
• Societe Generale 2016 CEEMEA Conference (London, UK)
• Bonds, Loans & Derivatives Russia & CIS (Moscow, Russia)
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Debt repayment schedule, USD billion

Recognition of a high communication level

1.6
1,5

0.9

1,0

0.5
0.1

0,0

0.2

2017 2018 2019 2020 2021 2022 2023 аfter
In USD, EUR
0.1
0.3
0.4 1.3
0.1
0.2 0.15
in RUB
0
0.2 0.5
0.3
0.6 0
0.05

On 19 April 2017, the Company agreed on the principal terms
of a USD 1.05 billion pre-export finance facility with a syndicate
of banks, with an option to draw an additional USD 450 million
(“PXF-2017”).
The main purpose of this facility is to refinance existing pre-export
finance facilities on improved terms and extend their maturity.

Total debt as at 31 December 2016 is shown in USD, including borrowings in RUB
and EUR at an exchange rate of RUB 60.6569 for USD 1.

2016 transactions

In 2016, the Company’s annual report was named among
the winners of the annual reports contest held by Moscow
Exchange and RCB Publishing House, and received awards
at the following US contests: the LACP Spotlight Awards Global
Communications Competition; the Impact Awards Corporate
Reputation Competition; the iNOVA Awards; the Galaxy Awards;
and the MarCom Awards.

Metalloinvest redeemed its debut USD 750 million Eurobond issue, placed on the London Stock Exchange in 2011 with a maturity
of five years and a coupon rate of 6.5% per annum. The redemption of the debut Eurobond issue and coupon payments were
executed in full, in accordance with the terms of the prospectus.

Metalloinvest’s video and multimedia projects were acclaimed
at a variety of contests and received multiple awards, including
the Videographer Awards 2016 (USA); the Moscow International Corporate Videos Festival (MMFKV2016); Metal Vision 2016;
Best Corporate Video 2016 (MMFKV2016); and the MarCom Awards
2016 (USA).

As part of its liquidity expansion, the Company signed a longterm pre-export finance facility (PXF) agreement with a club
of international banks for USD 400 million. The facility can be increased to a maximum of USD 450 million. According to the terms
of the agreement, the new PXF is divided into two tranches:
USD 150 million five-year tranche with a three-year grace period
and USD 250 million seven-year tranche with a five-year grace
period. Coordinators and Mandate Lead Arrangers are UniCredit
Bank Austria AG and Sberbank. The proceeds will be allocated
to optimising the Company’s debt repayment schedule.

Agreement on terms of new PXF deal of USD 1.05 billion
0.2

Metalloinvest projects in the field of investor relations and corporate communications were highly appreciated by the expert
community in 2016.

The Company’s corporate website and online projects also received
federal and international awards, and were also recognized
by competition juries, including the Runet Award 2016; Golden Site
2016; Best Internet Project 2016 Among Metallurgical and Metal
Trading Companies in Russia and CIS Countries (Russia);
and the MarCom Awards.

CONTACTS

Events after the reporting date

0.7
0,5

SUSTAINABLE
DEVELOPMENT

New PXF deal for USD 400 million

Analyst reviews
“In general, the Company’s leverage is high, but refinancing
risks are, in our opinion, low. In July, the Company redeemed
Metalloinvest16 Eurobond with a face value of USD 750 million
and repaid early a part of its USD 600 million pre-export financing facility, having resolved the issue of debt refinancing until
the end of 2017. The positive factor was the mitigation of refinancing risks: following the offering of RUB-denominated bonds
for a total of RUB 20 billion (around USD 300 million), and raising
long-term PXF (2 tranches for 5 and 7 years) for USD 400 million,
as well as using previously accumulated cash (USD 824 million),
the Company redeemed Metalloinvest16 Eurobond and refinanced
almost all of its debt maturing by 2018”.
Promsvyazbank, PSB Research

CORPORATE
GOVERNANCE

Redemption of the debut Eurobond issue

Increase in credit line limit to USD 200 million
On 27 April 2017, Metalloinvest signed an additional loan agreement with ING BANK (EURASIA).
According to the terms of the agreement, the bank increased
the limit of the two-year committed revolving credit line
from USD 150 million to USD 200 million.
The increase of the credit line provides the Company with additional committed liquidity sources.

Partial early repayment of pre-export finance facilities
As part of the optimisation of its loan portfolio repayment schedule, Metalloinvest made a 600 USD million partial early repayment of pre-export finance facilities initially due in 2016–2018.

Placement of BO-02 and BO-08 series exchange bonds for
a total amount of RUB 15 billion
In March 2016, Metalloinvest issued BO-02 and BO-08 series exchange bonds for a total amount of RUB 15 billion. The bonds have
a tenor of 10 years and a coupon rate of 10.95%, with a put option
available to holders in 5 years.

Placement of BO-07 series exchange bonds for a total
amount of RUB 5 billion
In February 2016, Metalloinvest issued BO-07 series exchange
bonds for a total amount of RUB 5 billion. The bonds have a maturity period of 10 years and a coupon rate of 11.90%, with a call
option available to the Company in 7 years.
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SUSTAINABLE
DEVELOPMENT
Metalloinvest’s sustainable development activities help implement
the Company’s business strategy and are aimed at enhancing its efficiency
and long-term sustainability

Made from our steel

Iron ore
72

Concentrate

Pellets

HBI

Construction steel
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Sustainable development
Approach to sustainable development
The Company’s sustainable development efforts aim to achieve the goals set out in its
Long-Term Development Strategy while balancing the interests of all stakeholders.
The Strategy focuses on a strong HR policy, improved occupational health and safety
standards, reduced environmental impact, and the social and economic development
of the Company’s local communities.
All management decisions on priority matters relating to the Company’s development
are made based on the principles of responsible business conduct established in its
Corporate Social Responsibility and Charity Policy
(http://www.metalloinvest.com/en/sustainability/).

Sustainability management
The sustainable development of regions
where Metalloinvest’s key operations are
located is one of the Company’s strategic
priorities.
We are confident that by contributing
significantly to improving the local
economic potential and improvement of
the social and cultural environment of local
communities, we are making a strategic
investment in expanding the available
talent pool across our operations.

Information transparency
The Company discloses full and accurate information on its performance using various
forms and channels for stakeholder communication and feedback.
Among other sources, the Company’s sustainable development activities are contained
in its CSR reports, which have been published since 2008.
Since 2011, the Company has been disclosing information in line with GRI G4 Guidelines.
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Andrey Varichev
CEO of Management
Company Metalloinvest

Business units of the Management
Company

Areas of responsibility in sustainable development

Social Policy Department

Systematically ensuring and coordinating the development of the Company’s sustainable
development efforts
Providing social support to Company employees
Developing local communities

HR Department

Improving personnel management methods and procedures, including:
• personnel / timekeeping records and personnel document flow
• staff recruitment
• personnel training and development
• payroll system
• headcount and payroll budget planning
• rate setting and calculating labour productivity

Organisational Development
Department

Managing organisational development
Managing business process improvement
Managing organisational design
Overseeing the Company’s performance management system
Managing programmes designed to enhance organisational performance and development

Corporate Culture
Development Division

Improving the Company’s non-financial incentive system
Instilling the Company’s corporate values
Increasing employee engagement and performance

Security Department

Developing an overarching anti-corruption methodology
Monitoring compliance with relevant internal documents
Organising and implementing activities aimed at preventing, identifying and eradicating acts
of corruption and conflicts of interest

Procurement Department

Purchasing materials and equipment
Ensuring an appropriate level of competition in the procurement process, as well as the objectivity and transparency of procurement procedures
Introducing a procedure for checking supplier compliance with Occupational Health and Safety
(OHS) and Environmental Protection requirements

Environment, Health
and Safety Division

Ensuring safe working conditions and occupational safety
Ensuring safe conditions at production facilities (including industrial, fire and transport safety)
Implementing civil defence measures and preventing and eliminating emergencies
Reducing the Company’s negative environmental impact and ensuring environmental safety

Health Division

Preventing occupational diseases
Reducing overall sickness rates
Developing and implementing a system to manage employee health and associated risks

Internal Audit Department

Improving internal control procedures

Corporate Risk Division

Coordinating and maintaining the process of identifying, assessing, and managing corporate risks

Corporate Communications
Department

Working with target groups to increase their awareness of the Company’s sustainable development programmes and opportunities for participation
Organising feedback channels to assess stakeholder needs and satisfaction with programme
results
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Occupational health and safety management
Ensuring workplace safety and protecting employee’s lives
and health are top priorities for Metalloinvest.

The Company’s Development Strategy lays out its approach and principles in this area.
To fully comply with Occupational Health and Safety rules and requirements, the Company’s enterprises adhere to the Russian legislation and OHSAS 18001:2007, as well
as to their internal by-laws and regulations.

Metalloinvest also focuses on protecting employee health in order to provide optimal
working conditions. Metalloinvest makes a significant effort to treat both the ordinary
and occupational diseases of its employees, as well as to implement preventative measures for reducing overall sickness rates.

Management Company Metalloinvest has responsibility for the Company’s Occupational Health and Safety strategy, which is also managed by the Chief Operating Officer,
and the Environment, Health and Safety Division. At the enterprise level, management
and coordination are the responsibilities of chief engineers and heads of OHS divisions.
In addition, OHS officers and special health and safety commissions play a leading role
in fostering a culture of safety within the workplace.

Injury rate per 1,000,000
hours of work time1

Comprehensive health and safety measures work across the spectrum of prevention,
treatment and administration. Health protection measures are carried out by dedicated
units in Management Company Metalloinvest and the Company’s enterprises, as well
as by a network of specialised healthcare facilities, medical stations and first-aid posts.

In order to mitigate the risk of workplace injuries, Metalloinvest regularly implements
comprehensive measures to ensure occupational safety and equipment reliability.

0.45

All employees take part in compulsory OHS briefings and are provided with the necessary
personal protective equipment. The Company conducts special assessment of working
conditions to review dangerous production factors and the workplace safety level. The
results of this assessment then serve as a basis for comprehensive plans to improve
working conditions.

0.45

0.25

2014

2015

2016

Metalloinvest also ensures regular maintenance and repairs on its technological equipment in order to increase its reliability and ensure the essential level of industrial safety.

OHS costs, RUB million

3
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488.4
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3.4

0

0
2015
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44.6

402.6

450

150

2,0

1,5
The majority of the injuries of Metalloinvest’s employees stem from non-compliance
1,0
with OHS rules and human error. To rectify this, the Company directs additional resources
0,5
towards improving its occupational safety culture and instilling in each employee a sense
0,0
of personal responsibility for their own and their colleagues’ lives.
2014
2014

1

Lost day and absentee rates2, 3

900

Maintaining and increasing the level of the employees’ OHS competencies is an integral
Number of production-related fatalities
part of ensuring industrial safety. Each year, the Company’s enterprises hold training
sessions for their workers, specialists and managers to make sure that they follow occupational, industrial and fire safety requirements, as well as emergency preparedness guide4
lines. Training is carried out using both Metalloinvest’s educational facilities and drawing
4,0
on the services of third-party specialist organisations.
3,5
The Company devotes considerable attention to understanding the root causes of workplace injuries and developing measures to prevent their future reoccurrence.

During the construction of HBI-3 Plant, responding to the requirements of the International
Finance Corporation, Lebedinsky GOK developed and implemented the following standards: OHS and EP Contractor Management at HBI-3 Plant Construction Facilities and Procedure to Check for Alcoholic, Drug or Other Substance Intoxication of Contractors at HBI-3
Plant Construction Site.

2016
2016

2014
2014

2015
2015

2016
2016

73.4

90.1

147.4

1.4
91.6

1.7
54.8

1.4
37.7

250.9

159.6

163.5

116.1

96.4

138.5

I mprovement in the quality and performance
of personal protective equipment
Training
Fire safety improvement
Programmes to improve working conditions
and health and wellness
Production quality and performance improvement

2.9

2.4

2014
2015
2016
2014
2015
2016
Lost day rate per 1,000,000 hours of work
time
Absentee rate, %

2

T he lost day rate was calculated as follows: ((number of lost days resulting from injuries + number of lost days resulting from professional diseases) / number of worked
man-hours) x 1,000,000 man-hours.

3

The lost day rate does not include Lebedinsky GOK and absentee rate – OEMK, respectively, due to changes in the data collection process at these enterprises.

T he injury rate is calculated as follows: (total number of lost time injuries / number of man-hours worked) х 1,000,000 man-hours.
The injury rate reflects fatal injuries and does not include data on micro-injuries or injuries to contractors’ employees.
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Personnel training in occupational health
and safety in 2016, people trained

Employee representation in OHS governance, people

22%

24%

44%
50%

289

35,488
15%

14%

12%

Lebedinsky GOK
Heads and specialists of the environment, health and safety division
Heads and specialists of the plant’s structural units
Mikhailovsky GOK
Specialists of OHS units or those responsible for OHS measures at the plant
Road safety engineers
OEMK
Specialists of the environment, health and safety division
OHS specialists (heads of OHS and EP functions) at the plant’s structural units
Ural Steel
Specialists of the environment, health and safety division
Assistant workshop head for occupational health and safety, engineers responsible
for occupational health
Appointed specialists
OHS officers

19%

28
42
37
3
14
21
27
18
13
86

Lebedinsky GOK
Mikhailovsky GOK
OEMK
Ural Steel

STRATEGY
REPORT

FINANCIAL AND
OPERATING RESULTS

CORPORATE
GOVERNANCE

A portable surface drainage system for open-pit mines was successfully tested and commissioned at Mikhailovsky GOK, becoming an additional tool to manage natural disasters and recovery operations.
In 2016, Ural Steel, in pursuance of Russian Government Decree of 4 September 2003
No. 547 On Training Individuals to Obtain Protection from Natural and Man-Made Emergencies, and also as part of Ural Steel’s Key Activity Plan for Civil Defence, Prevention
and Responding To Emergencies and Ensuring Fire and Water Safety in 2016, a training
drill was carried out to prevent and respond to man-made emergencies. A total of 336
people and 55 vehicles, including road vehicles, took part in the drill. The exercise
revealed no critical flaws. The overall results of the drill were estimated by site commissions as fairly good.

Personnel management
To offer the best possible product quality, metals and mining companies are today
required to employ sophisticated technology processes and ensure strict compliance
with them. This means stringent requirements for the skills and competences of employees across the value creation chain. To ensure sustainably high product quality and production safety, the Company is committed to the ongoing improvement of its personnel
management framework, with a special focus on recruiting and retaining highly-skilled
employees. Corporate training is a major part of these efforts.
The Company’s priorities in personnel management are stipulated in its Development
Strategy.

Corporate culture

In 2016, the Company carried out its planned review of the extent to which Lebedinsky GOK
is ready and prepared to prevent and eliminate emergencies, and also looked into the sufficiency of measures to protect the local community and neighbouring areas from emergencies. The Plan of Action to Prevent and Respond to Natural and Man-Made Emergencies was duly developed, coordinated and approved, covering the worst case scenarios
possible for the plant and hazardous sites nearby.

Metalloinvest employs 48,1111 people in the Belgorod, Kursk, and Orenburg regions,
where the Company’s key operating assets are located. The Company’s unique corporate
culture and production system ensure each employee can realise their full potential.
Regardless of their position, religion, or political preferences, employees gain unique
experience in interaction with their colleagues and partners, which opens up great
opportunities to rise to leading positions during their careers. The Company encourages
its employees to learn and develop. The training and skills development programmes
offered by the Company are aimed at improving professional competencies while also
developing strong management and leadership skills.

Programmes were put in place to enhance the enterprise’s business continuity
in emergencies. Mikhailovsky GOK offers training to employees to prevent and respond
to potential emergencies. An emergency prevention and recovery commission is functioning at the plant. In accordance with the guidelines of the Head Office of the Ministry
of Emergency Situations for the Kursk region, Mikhailovsky GOK has developed an action
plan to prevent and respond to emergencies, which has been approved by the Ministry
of Emergency Situations for the Kursk region.

The Company guarantees its employees competitive and safe working conditions, uses
advanced workplace technologies and ensures efficient employee recruitment, orientation and development.

1
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Mikhailovsky GOK introduced a personnel tracking system to make sure that in any
emergencies, employees are easily located and can be evacuated from complex industrial sites.

Mitigating the risk of emergencies

OEMK’s action plan to prevent and respond to natural and man-made emergencies was
developed in accordance with the Federal Law No. 68-FZ passed on 21 December 1994
entitled On Protection of Population and Territories from Natural and Man-Made Emergencies.

SUSTAINABLE
DEVELOPMENT

The average length of employment
at Metalloinvest’s enterprises exceeds

10 

years

Around

50

%

of employees have university or vocational
training degrees
All employees, no matter the type and
nature of their employment, are covered
by collective agreements, which are
revised every three years.

Headcount at the Company’s four core production assets.
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2016 projects

Personnel recruitment

• Automation of core HR management processes through SAP
roll-out

• Repair services reorganisation

• Centralisation of HR administration functions using
the cross-functional shared service centre

• Improvement of talent pool management and development
of modular programmes for talent pool development

• Roll-out of a single non-financial incentive system across
Company enterprises

• Roll-out of remote training programmes

• Merger of OEMK’s healthcare and treatment facility and LebGOK-Health into a single legal entity

• Unification of organisational structures
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• Unification of internal communications management
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Personnel structure by enterprise, people
43,720

54000
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2014
2014
11,753
9,121
11,263
11,285

2015
2015
11,771
9,338
11,252
11,359

2016
13,933
12,730
10,809
10,639

0

Lebedinsky GOK
Mikhailovsky GOK
OEMK
Ural Steel

The growth in the Company’s overall headcount in 2016 is due
to the staff transferred to Lebedinsky GOK from Lebedinsky
GOK’s Mechanical Repair Plant (Lebedinsky GOK RMZ) and Lebedinsky GOK’s Electrical Equipment Repair Plant (Lebedinsky GOK
EERZ) (2,094 people), and staff re-employed by Mikhailovsky GOK
from Mining Equipment Repair Plant (3,082 people), which were
not consolidated previously for the Annual Report.

43,422

43,720

2014
2014
29,741
13,682

2015
2015
29,977
13,743

T he ‘Management’ category includes positions ranging from Foreman
(head of a team) to Line manager (chief engineer).
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2014
2014
1,462
1,227
1,035
738

2015
2015
1,198
975
944
856

2016
3,352
4,038
578
358

Lebedinsky GOK 2
Mikhailovsky GOK3
OEMK
Ural Steel

To recruit young specialists (under the age of 35), the Company actively cooperates
with specialised higher and vocational educational institutions. More than 15 educational institutions in the regions where the Company operates are among its long-standing
partners. Metalloinvest offers students internship programmes with the opportunity
of permanent employment. Young specialists, having completed an internship and mastered the specifics of Metalloinvest’s operations, are a valuable addition to the Company’s talent pool, who generally soon become highly-qualified professionals.

48,111

2016
2016
33,766
14,345

Male
Female

In 2016, 2,225 students with relevant qualifications completed their production, engineering and undergraduate training at Metalloinvest’s enterprises.

Staff structure by category, %
11%
13%
76%

2014
75
14
11
1

3,973

Staff structure by gender, people
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In building its personnel management system, Metalloinvest
focuses on business objectives and the ongoing sustainable development of the regions where the Company operates. Metalloinvest’s key assets are located in the Belgorod, Kursk and Orenburg
regions, where over 98.8% of its staff work.

43,422
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Work with education institutions
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Newly hired employees by enterprises

9000
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Metalloinvest opts for in-house recruitment, including for senior executive roles, giving
preference to candidates from the regions where it operates.

• Introduction of Corporate University programmes

Staff structure and headcount

FINANCIAL AND
OPERATING RESULTS

2015
75
14
11

2016
76
13
11

Workers
Line managers and specialists
Top managers1

2

 016 data includes staff from Lebedinsky GOK’s Mechanical Repair Plant (Lebedinsky GOK RMZ)
2
and Lebedinsky GOK’s Electrical Equipment Repair Plant (Lebedinsky GOK EERZ) re-employed
by Lebedinsky GOK (2,094 people).

3

2016 data includes staff from Mining Equipment Repair Plant re-employed by Mikhailovsky GOK (3,082 people).
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Employee development

Talent pool

Professional growth and development of management
competencies

In 2016, Metalloinvest ranked 34th among
the Top 100 Employers in the Engineering
category of the Most Attractive Russian
Employers rating

In 2016, the Company adopted its Regulations on Personnel Corporate Training
and Development.

2015

2016

Training costs, RUB million

49.7

46.9

75.5

31,696

30,631

35,046

1,569

1,105

1,727

Number of employees trained
Cost of training per employee, RUB

SUSTAINABLE
DEVELOPMENT

CONTACTS

In 2016, Metalloinvest continued building the talent pool
of its controlled entities to ensure the availability of the required
workforce for the next one to three years. As at the end of the
reporting year, a total of 803 employees had completed talent
pool development programme.

1,180

The higher number of line managers and specialists trained and
added to the talent pool was due to the launch of the Company’s
Corporate University.

803

750
500
250

In 2016, the Company’s total personnel training costs amounted to RUB 75.47 million
(RUB 1,727 per employee). Training for one employee takes on average 38 man-hours
annually.
2014
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1500

1000

The Company’s training system covers all employee levels, from senior management
to workers. In 2016, the Corporate University launched its first training programmes.

Indicator

FINANCIAL AND
OPERATING RESULTS

Number of employees who have completed talent pool
development programmes, people

1250

The document sets out a systematic approach to the organisation of the training process
and the evaluation of its effectiveness as the main objective of the personnel corporate
training and development system.
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The significant increase
in the Company’s training costs
resulted from the launch of the
Corporate University and the
introduction of a number of new
multi-level corporate training and
development programmes.

2015
2015
498
682

2016
2016
663
140

L ine managers and specialists
Workers

Incentives and motivation
Remuneration system

Average annual training hours per employee by employee category, man-hours
Employee enrolment in major corporate
university programmes in 2016, %
2 2
3 2

150

5

30

5

120

Metalloinvest’s remuneration system is performance-based
and takes into account the specifics of regional labour markets,
and the individual contribution of each employee.
In order to maintain the level of its employees’ salaries, the Company indexes them in line with collective agreements.

In 2016, the average monthly salary of employees
of Lebedinsky GOK, Mikhailovsky GOK, OEMK and Ural Steel
increased by 3% year-on-year. The average monthly salary
at the Company’s enterprises exceeds regional salary levels across the regions in which the Company operates:
by 55% in the Belgorod region (Lebedinsky GOK and OEMK);
by 58% in the Kursk region (Mikhailovsky GOK); and by 37%
in the Orenburg region (Ural Steel).

9

90
60

13
16

30

13
0 2014
2014
20

41
70

2015
2015
17
44
12,942.34
74

2016
2016
35
54
27

Average regional salary, RUB
Top management
Line managers and specialists
Workers

The change in hours was due to the decrease in the average headcount of workers
and the revised training format offering sessions for larger groups of workers
and therefore bringing down the number of training hours.
In 2016, the Company’s plants held professional training in the areas of occupational
health, industrial and environmental safety, vocational training programmes, retraining
and skills development, training to master a second (adjacent) trade and special purpose
courses.
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Average salary at the Metalloinvest’s’s key enterprises as compared
to average salary levels across the regions in which the Company operates

Master of Success

Average salary at the Company’s enterprises, RUB

Region

2014

2015

2016

2014

2015

2016

Change Leader

Belgorod Region

23,975

25,364

26,869

37,890

40,532

41,607

Project Management Centre

Kursk Region

23,161

23,855

25,309

34,543

38,627

39,880

Orenburg Region

23,531

24,936

26,128

33,957

34,685

35,822

35,206

38,665

39,814

Value Creation Mindset

Institute of Internal Centres
Personal Data Protection
Fraud in the Metals and Mining Industry
Overview of Developments in Accountancy

Average salary
Source: Federal State Statistics Service, Company data

Competencies Interview
IFRS Changes and Updates
Repair Service Heads Training
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Harmonisation of compensation practices

Social support for employees

In 2015, a decision was made to launch a project to harmonise the Company’s compensation practices.

Metalloinvest operates a social support system focused on building and maintaining
the long-term motivation of employees by providing them with purpose-oriented social
benefits.

In 2016, the Company developed a payroll structure organised by categories of professions and positions; performed test calculations; approved a salary grid target model;
and adopted unified compensation and bonus regulations for its controlled entities,
along with a number of other local by-laws. The unified compensation system became
effective as of 1 January 2017. The system is based on the Company’s unified list of salary
disbursements and deductions developed in 2015 and on the single calculation algorithms approved in the same year.
The system of financial incentives includes extra rewards paid on top of the employees’
base salary for their active involvement in the Company’s affairs.
These are split into the following categories:
• rewards to commemorate landmark events and milestones;
• contest rewards;
• rewards for participation in corporate events;
• rewards to those honoured with awards and titles;
• paid additional vacation days as per the collective agreement;
• compensation for occupational injuries (by agreement of the parties);
• severance pay upon employment termination or retirement.

Non-financial incentive system
As part of the development of its corporate culture, the Company actively uses non-financial incentives. The Company’s non-financial incentive system is designed to align
its employees’ behaviour with Metalloinvest’s values and goals. It includes corporate
events, contests, corporate awards, and tools to gauge and enhance employee engagement. As part of its updated approach, the Company is implementing a set of corporate
events aimed at boosting employee motivation and developing teambuilding within
the Company. In 2015, the Company focused on analysing its existing non-financial incentive tools and activities and developing an approach for their unification. The concept
of non-financial incentive tools and a new corporate award policy based on analysis
results were designed and launched in 2016.

Employees engagement
In 2015, an anonymous engagement survey was carried out at Metallloinvest’s enterprises. It showed that Metalloinvest enjoys a high level of employee loyalty, with 80%
of employees willing to remain working for the Company for the long term, 78% ready
to recommend Metalloinvest as a good employer to their friends, and 73% proud to be
part of the Company. Around 54% are ready to give extra effort and take on tasks outside
of their regular duties.
Following the survey, Company-wide and individual projects were developed for each
enterprise. In 2016, over 40 projects and initiatives were implemented to raise employee
efficiency and loyalty.
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Social spending breakdown, RUB million
5%

3% 2%

19%

7%

Internal communications system
Employees are a key stakeholder group for the Company. Internal communications
are managed by the Company’s Corporate Communications Department and the enterprises’ internal communications functions responsible for the implementation of communications programmes for employees.
Metalloinvest has developed a feedback procedure, which allows employees to interact
with the Company’s management. All enterprises have on-site “Your Voice” feedback
boxes to collect employee questions. All of the questions received through these boxes
are collected and classified by the enterprises’ corporate communications departments
and are further reviewed and addressed with the involvement of the relevant business
units. Responses are communicated to employees via the media, internal communications channels or in person, depending on the question type. The project was launched
in autumn 2015. In 2016, over 140 questions from the enterprises’ employees were
received and handled. Employees can also raise their questions during regular personal
meetings with managers at various levels.

Trade union and internal employee associations

2,560

14%

16%

486
433
408
407
371
176
125
67
54

17%

16%

Expenditure on social facilities
Support for retired employees
Other social support programmes
Transportation to and from the workplace
Medical care
Meals for employees
Financial aid
Organisation of sports and cultural events
Health, recreation and welfare for employees’
children

33

Incentive rewards (non performance based)

Metalloinvest actively cooperates with the leaders of primary trade union organisations
of the Russian Mining and Metallurgical Trade Union, with more than 90% of the Company’s employees being members. In addition to primary trade union organisations, internal employee associations are also set up at the Company’s enterprises representing
the interests of certain categories of workers, such as veterans councils, youth councils,
women’s councils and others.

Development of local areas
Every year, Metalloinvest makes substantial investments in the social and economic
development of the towns and regions where it operates, improving living standards
for the population, including the Company’s employees and their families, and creating
favourable social and cultural environments.
The areas of social investment in the regions where the Company operates are determined under trilateral social and economic partnership agreements with regional and local authorities. The first agreements were signed for the Belgorod, Kursk and Orenburg
regions in 2011. Drawn up annually as part of such agreements, social partnership
programmes set out key joint projects and each party’s input. The partnership enables
all stakeholders to pool their resources and capacities to achieve sustainable results.

A third engagement survey is planned for 2017 to measure the effectiveness of these
initiatives.
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In 2016, Metalloinvest spent RUB 2.7 billion on charitable initiatives and social investments in local development. The Company’s priorities include:
• creating comfortable social and cultural environments;
• developing education;
• supporting arts and culture;
• improving the quality of healthcare services;
• promoting mass and children’s sport;
• providing aid to vulnerable groups of the population;
• developing entrepreneurship.

Environmental protection

Metalloinvest adopts approaches that have been developed through many years of experience when implementing external social programmes.
• The Company creates mechanisms to engage as many stakeholders as possible
(including local organisations, authorities, employees of the Company) and to foster
partnership relations between them.
• The Company seeks to ensure that the stakeholders involved in external social programmes show progress in their development and can carry on with the implementation of such programmes independently.
• The Company engages foundations, research institutes and the expert community
to tackle social issues using innovative technologies and techniques.
In 2016, the Company continued to implement corporate social programmes aimed
at initiating reforms and unlocking the potential of certain regions or areas of public
life, including Let’s Do It Together!, School of Entrepreneurship, Healthy Child, Women’s
Health, Our Future, Our Champions, Our City Initiatives and Zhelezno!1
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The Company’s environmental protection (EP) goals are set out in the Corporate Social
Responsibility and Charity Policy. In line with the Policy, overall development strategy
and production process, each of the Company’s enterprises has its own environmental
policy setting out its EP priorities.
The Company’s enterprises focus on the following key areas in their environmental protection efforts:
• Emissions management
• Sustainable water use
• Sustainable waste treatment
• Energy efficiency improvement
Metalloinvest’s enterprises are guided by the requirements of Russian and international
standards for environmental management systems. The Company carries out ongoing
environmental monitoring as part of its industrial environmental control and regularly
upgrades equipment at its laboratories to maintain the quality and accuracy of measurements. Metalloinvest’s enterprises confirm their compliance with the ISO 14001 international standard on a regular basis.

Integrated Management System for Environmental Protection

Metalloinvest allocates some of its social investments to infrastructure projects run
jointly with regional and local administrations across the areas where the Company
operates. Such projects include renovating roads and fitting out outdoor facilities;
modernising and equipping schools, kindergartens, and sports and cultural institutions;
redeveloping parks and public recreation areas; renovating and equipping local medical
institutions, etc.

Management Company
First Deputy CEO, COO

Environment, Health and Safety Division
Company’s enterprises
Chief Engineer
of Lebedinsky GOK

Chief Engineer
of Mikhailovsky GOK

Chief Engineer
of OEMK

Chief Engineer
of Ural Steel

Head of Environmental
Protection
Departments

Head of Environmental
Control and
Environmental
Protection – Chief
Environmentalist

Deputy Chief Engineer
for Environmental
Protection – Head
of Division

Head of the
Environmental
Protection Division

For more details, please visit
http://www.metalloinvest.com/en/sustainability/regional-development/

1
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Total expenditure and investments in environmental protection, RUB million
100000

13000
10400
7800

Environmental training in 2016, people
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Every year, Ural Steel takes the necessary measures to prevent excessive pollutant emissions by carrying out current and capital repairs to environmental protection equipment.

38%

8,822
7,619
26%

6,309
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1.5%
19.8%
39.9%

Sustainable waste treatment

545

CONTACTS

Waste treatment methods in 2016, %

In addition, as part of the dust reduction programme at its mining and processing plants,
the Company carries out works to biologically recultivate used land.

8%

A large amount of industrial waste comes from iron ore production and processing:
waste rock, overburden, tailings, sludge, ash and slag, non-contaminated materials,
slag from steelmaking and blast furnace operations, iron sludge.

5200
2600

28%
0
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2014
2014

2015
2015

2016
2016

2,250

2,351

724

5,369

6,471

5,585

 apital investments related to environmental
C
protection
Current expenditure related to environmental
protection and environmental charges

206
154
141
44

Lebedinksy GOK
Mikhailovsky GOK
OEMK
Ural Steel

In accordance with the regulatory requirements on minimising environmental impact,
the waste from mining and processing operations is treated at the Company’s plants
or stored at the Company’s landfill sites. Other waste, primarily from steel production,
is transferred to dedicated contractors for further treatment.
In 2016, Ural Steel had its licence renewed for the collection, transportation, treatment,
recycling and disposal of waste in hazard classes 1–4. A new industrial waste landfill site
was included in the State Register of Waste Disposal Sites, with the waste disposal limits
set out for the landfill.

38.9%

 isposed at the Company’s landfill sites
D
Stored at the Company’s landfill sites
Recycled
Transferred to other organisations and
neutralised

Environmental protection initiatives
The Company’s production facilities monitor and control atmospheric emissions and undertake initiatives to reduce pollution, including dust pollution. They also upgrade
and refit equipment.

Total waste generation and treatment in 2014–2016, million tonnes
Atmospheric emissions from stationary
sources, ‘000 tonnes
131.9

131.9

132.6

132.6

Mikhailovsky GOK completed the following key projects:
• Construction of tailings containments
• Commissioning of a water-recycling system for the crushing and sorting plant
126

124
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129.3

117

As a result of the environmental initiatives undertaken, the pollution content in the air,
sewage and soil at the border of the sanitary protection zone, in waste disposal areas
and on industrial sites is within the limits of sanitary and hygienic standards.
Lebedinsky GOK continued its efforts to improve its environmental management system
aimed at ensuring environmental safety. In November 2016, specialists of the Interregional
Centre for Environmental Audit and Consulting, a certification agency in Moscow, inspected
the environmental management system at Lebedinsky GOK and confirmed its compliance
with GOST R ISO 14001-2007 and MS ISO 14001:2015. This is an indicator of the plant’s
guaranteed compliance with both Russian and international standards applicable to natural
resource users, as well as with the Company’s environmental policy.

129.3

2014

2015

2016

T otal waste generation
Waste treatment

2014

2015

2016

To reduce pollutant emissions, OEMK
invested in the upgrade of its gas purification facility for EAF #1–4 at the electric arc
furnace shop. In Q1 2016, the second gas
purification facility was commissioned
at EAF #1 and EAF #2.
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The Company’s enterprises mostly use natural gas as fuel, which, while burning, produces the least negative impact on the environment. The Company also consumes fuel oil,
coking coal, diesel fuel and electricity.
Ural Steel has its own thermal power plant (TPP) covering more than 50% of the enterprise’s energy needs. In addition to power and heat (steam and hot water) for Ural
Steel, the TPP provides heating for housing in nearby Novotroitsk to supplement public
utilities. Ural Steel’s capacities guarantee the energy security of the enterprise, ensure
the efficient use of available energy resources and associated gases from steel production, and help to reduce emissions.

Water use

143,980

Total water recycled and reused, ‘000 m3

150,943

2,483,829
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Electricity consumption in 2014–2016, GWh

MANAGEMENT COMPANY METALLOINVEST

9.5

2,629,358

1,691,950

9.5

10.1

28 Rublevskoye Shosse, Moscow, 121609, Russia
Tel.: +7 495 981 5555
Fax: +7 495 981 9992
E-mail: info@metalloinvest.com

LEBEDINSKY GOK

2014

140,123
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Energy consumption and energy efficiency improvement

Total water intake, ‘000 m3
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2015

2016

The growth in 2016 was due
to an increase in production volumes

Gubkin–11, Belgorod Region, 309191, Russia
Tel.: +7 472 419 4455
Fax: +7 472 417 5523

MIKHAILOVSKY GOK
21 Lenina St., Zheleznogorsk, Kursk Region, 307170, Russia
Tel.: +7 471 489 4105
Fax: +7 471 489 4260

OEMK
Stary Oskol, Belgorod Region, 309515, Russia
Tel.: +7 472 537 5009
Fax: +7 472 532 9429

2014

2015

2016

The growth in 2016 is due to an increase
in production

2014

2015

2016

The increase in the amount of reused
water was due to the introduction of new
production technologies.

URAL STEEL
1 Zavodskaya St., Novotroitsk, Orenburg Region, 462353, Russia
Tel.: +7 353 766 2153
Fax: +7 353 766 2789

URAL SCRAP COMPANY
Moscow
28 Rublevskoye Shosse, Moscow, 121609, Russia
Tel.: + 7 495 789 9998;
Fax: +7 495 789 9907
E-mail: umk@uralmetcom.ru
www.uralmetcom.ru

METALLOINVESTLEASING
28 Rublevskoye Shosse, Moscow, 121609, Russia
Tel.: +7 495 981 5555
Fax: +7 495 981 9992
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