We are the indisputable leader in most of our markets,
consistently strengthening our competitive edge
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Operational Highlights

21 Report by the Board of Directors of the Joint-Stock Company on the Results of the Company’s Development in Priority Business Areas.
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The growth in our core B2B/G business, achieved for the first time over the last three years, was our key achievement of
2016.The negative trend was reversed, and the Company was able to offset dwindling revenues from its core services by
offering new services and products and eventually post a 2.5% revenue growth in B2B/G.
Our bet on digitalisation has finally started to pay off. We see rising demand for our services in the market and are
gradually diversifying away from commodity services into higher value products. E.g., while our data centres once meant
collocation only, today we are also offering virtual data centres and SaaS and other cloud-based services. This is a solid
step towards tapping a market with a huge growth potential.
In B2C, for us, the launch of mobile MVNO together with Tele2 is clearly the main highlight of 2016. For Rostelecom,
this was an important move towards convergence. The project was fully launched in Q4 2016 and has shown good
performance on customer lifetime value measures. We believe this to be a strong foothold for 2017. Importantly,
the MVNO launch was also a major development for B2B, since it opened up further opportunities for upselling mobile
services to existing customers as part of our bundled offer.
I am confident that customised service bundles are the right solution to address churn going forward. Today, both
international and Russian experience suggest that price is no longer the key determining factor in consumer choice,
but value of the service is! It was IPTV, which grew almost 40% in 2016 by revenue that served as a kind of “bonding
agent” around which all other services were bundled to form an offer which is ultimately a great value proposition
for a customer. In B2O, we have tapped new niches, e.g. third-party network maintenance services. With our staff
at full strength and our solid competencies, we won a number of B2O tenders for such services in 2016, and we are
determined to take this success further in 2017. To deliver these services, we not only need to re-engineer our internal
business processes, we need to change our mindset.
We have ambitious plans for 2017 as we believe we will be able to maintain the positive trend in the B2B segment, which
will remain the key driver of change for the Company. Information security will be our particular focus in 2017. We have
started selling this service as not only major federal-level customers but also medium-sized businesses now come
under threat from cyber-attacks. Customers understand that their databases are now a particularly tempting target
for malicious users, and that threats to their businesses are going digital, too. This has prompted Rostelecom to start
offering a full range of security services from DDOS-attack defences to more comprehensive solutions.
Our goal is to shift from sales of specific services to a customer to provision of fully integrated solutions backed by
a bespoke SLA. We aim to build an ecosystem around our customers in which internet connection and other services we
provide become fully accessible and easy to use.
Vladimir Kirienko,
Senior Vice President for Business Development and Management
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Digital and
Content Services
BROADBAND
The Company has retained its leadership
in the Russian broadband market. In 2016,
Rostelecom was able to consolidate its
leading positions in this key segment. In 2016,
our total fixed broadband base grew 6%
year-on-year from 11.6 million to 12.3 million
subscribers. Our fibre broadband base
increased 17% from 6.3 million to 7.4 million
subscribers, while their ARPU was also up
from RUB 415 to RUB 421. As at the end of
2016, the Company’s share in the broadband
market (B2C) rose to 38% (from 37% in 2015).
As at the end of 2016, Rostelecom’s share in
gross broadband additions was over 50%23.
To expand the subscriber base and increase
ARPU, in 2016, we made a series of federal
special offers of high-speed Internet
service, as well as Double and Triple Play
service bundles, which helped us increase
household penetration. We continued
upselling the existing base to boost revenue
from our Home Internet product and
increase subscriber loyalty.

Figure 19. Changes in the fixed broadband
base in 2015–2016,
million subscribers
11.6

12.3

Total fixed
broadband
6.3

7.4

2015

2016

Fibre

Figure 20. Changes in the fibre broadband
ARPU in 2015–2016, RUB
421
415

2015

2016

Figure 21. Share of B2C broadband by
revenue in 2016, %
37.8

9.4
Rostelecom

Player No. 222

Source: TMT-Consulting.

22 Q3 2016 estimates by TMT Consulting; Company data. Operators No. 2 by revenue share: ER-Telecom for B2C broadband.
23 Company data; estimates by TMT Consulting.
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PAY TV
In 2016, our total pay TV base grew 8%
year-on-year to 9.3 million households.
The IPTV base rose 24% year-on-year to
4.2 million, while its ARPU also went up from
RUB 251 to RUB 279. As at the end of 2016,
the Company’s share in the Pay TV market
rose to 31% (in 2015: to 29%).
To boost income from our Interactive TV
service, we ran a number of campaigns
to demonstrate the greater value offered
by interactive TV, which will eventually
encourage demand for the service. Income
from VoD rose 32% year-on-year to
RUB 1 billion. Revenue from the Freeview
function or Network Personal Video Recoder
rose by RUB 670 million, while the share of
IPTV subscribers who use this service grew
almost 1.5x year-on-year to 58%.
As at the end of 2016, Rostelecom’s share in
pay TV net additions came at c. 50%25.
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Figure 22. Changes in the Pay TV base
in 2015–2016, million

9.3
8.6
Total Pay TV
3.4

4.2

2015

2016

IPTV

Figure 23. Changes in IPTV ARPU
in 2015–2016, RUB

DATA CENTRES
In 2016, in line with its strategy to
consolidate its fragmented assets and
develop of a single data centre network
so as to actively promote advanced cloudbased and B2B/G solutions (including
e-government services), Rostelecom set
up a single centre of competence on cloudbased technologies, data centres and
associated services, RTC – Data Center
LLC (RTC–DC LLC).
RTC–DC LLC focuses on developing:

279

»» Data centre infrastructure and services;
»» A proprietary cloud-based open source
platform;
»» Traffic sharing and content delivery (CDN)
services.

251
2015

2016

Figure 24. Share of pay TV and IPTV by
revenue in 2016, %
69.3

31.3
18.4

Rostelecom

16.0

As at the end of 2016, the company has
14 data centres located in Khabarovsk,
Novosibirsk, Yekaterinburg, Kazan,
Kaliningrad, Stavropol, Krasnodar, Ryazan,
Sochi, and Moscow. With a 88% share of
the total market capacity, Rostelecom’s data
centres outperformed all major operators in
the market.

Player No. 224

Pay TV
IPTV

Source: TMT-Consulting.

24 Q3 2016 estimates by TMT Consulting; Company data. Operators No. 2 by revenue share: Tricolor TV for Pay TV and VimpelCom for IPTV.
25 Company data; estimates by TMT Consulting.
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Moscow II
MMTS-10
Moscow I

Total amount in
Rostelecom’s data centers

MMTS-9

RACKS

Saint Petersburg

Kaliningrad

Moscow
Ryazan

Nizhny
Novgorod

Kazan
Yekaterinburg
Ufa

Krasnodar
Sochi

Stavropol

Chelyabinsk

Khabarovsk

Novosibirsk
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Figure 25. Russian market of commercial
data centres from 2013 to 2016,
RUB bn

9.3

2013

11.9

2014

13.8

2015

14.5

2016

Sources: iKS-Consulting, TAdviser

By consolidating its data centre resources,
at the end of 2016, Rostelecom gained
the lead in the data centre market, while
its distributed data centre network became
the country’s largest. In 2016, the number of
the Company’s racks in data centres grew
6% to 4,130, with Rostelecom gaining a 14%
share of the Russian data centre market.

Figure 26. Rostelecom’s data centre
racks in 2013–2016

2,100

2013

2,800

2014

3,900

4,130

2015

2016

Sources: iKS-Consulting, TAdviser
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Rostelecom offers its data centre customers
a broad range of services, including both
classic collocation products, and advanced
cloud-based services. Rostelecom
guarantees high security of data centres at
the physical and informational levels.
Rostelecom’s technology platform and its
programme for building a distributed data
centre network fully match the Company’s
strategy seeking to consolidate its
leadership in the data centre market to ramp
up its income from cloud-based and other
services in the B2B/B2G segment. They will
also help us build the technology component
of a shared infrastructure that will enhance
IT systems of government authorities and
strategically important enterprises.
To meet the growing demand and
consolidate its competitive positions
in the data centre market, Rostelecom
is planning to expand its capacity by
constructing a number of ambitious data
centre projects.
»» E.g. Rostelecom and Rosenergoatom
have joined their forces to construct
a data centre with a design capacity of
4.8 thousand racks in the town of Udomlya,
near the Kalininskaya NPP. This project will
become Russia’s largest data centre and
one of the biggest data centres in Europe.
The Udomlya project will serve as the
backbone data centre within the technology
component of the shared e-government
infrastructure. The first stage of the
Kalininskaya NPP data centre is scheduled
to be commissioned in Q4 2017, and
the second stage, in Q4 2018.

Figure 27. Data centre market by rack
numbers in 2016, %
a

13.7
12.3

b
c

Rostelecom (a)
DataLine (b)
Other (c)

73.9

»» In 2016, the Company started
the construction of the Moscow III data
centre, with a design capacity of 900 racks.
The Moscow III data centre is expected to be
commissioned in 2017.
»» The Company is building a distributed
network of regional data centres,
including facilities to be commissioned
in Saint Petersburg, Yekaterinburg,
Novosibirsk, Nizhny Novgorod, and
Khabarovsk.

In 2016, the Company embarked on a plan to
build a disaster-proof distributed network of
regional data centres.
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CLOUD SERVICES

GEODATA

Rostelecom is among those who have
pioneered the Russian market of cloudbased services. For several years,
Rostelecom has been offering its customers
access to a number of cloud-based SaaS,
PaaS, and IaaS services via the National
Cloud Platform.

In 2016, Rostelecom launched an integrated
geographic information product, Geodata
Information System (RusGIS), and adopted
a strategy to develop a geoanalytical cloudbased platform.

They include New Telephony (cloud
PBX), Virtual Office (based on Microsoft
products), WEB-videoconference, Customer
Relationship Management, My Warehouse
and 1S Application.
Rostelecom also offers TIONIX Cloud
Platform, a secure Russian cloud-based
platform built on the OpenStack open source
software, as well as such service as cloudbased infrastructure and hardware control
(CloudControl, NodeControl), design and
construction of customisable operatorhosted virtual data centres (VDC) and Virtual
Desktop Infrastructure (VDI).
The cloud-based TIONIX platform enables
government authorities and corporate
customers to provide their services via
Russian-made virtualisation and information
security tools and at lower costs and risks by
excluding FX-denominated licence fees.

RusGIS is a proprietary solution of
Rostelecom. This application based on
freeware and Russian solutions enables
quick development of analytical and
geographic information services. RusGIS
operates via Rostelecom’s National Cloud
Platform.
The service offered by RusGIS includes
the necessary sets of geodata, regular
updates and data processing and analysis
services.
The integrated geodata-based services are
designed mainly for corporate customers
(federal and municipal) and comprise GIS,
GLONASS-based navigational tools and
geodata-based services. The main purpose
of these services is to provide informational
support to various management decisions
through full customisation to the customer’s
needs.
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Among key projects completed in 2016 as
part of promoting the RusGIS platform,
Rostelecom:
»» developed integrated regional-level
industry-specific solutions to automate
the management of property and forestry
assets, and transportation infrastructure;
»» developed integration services and
database frameworks to retrieve data from
federal information systems, in particular,
the Federal Service for State Registration,
Cadastre and Cartography and the Federal
Tax Service of Russia, and enter it in RusGIS;
»» developed mechanisms to analyse
information from federal and departmental
systems so as to improve property tax
collection rates and identify unallocated
lands for commercialisation;
»» changed the user interface design of RusGIS
to streamline user experience of the system.
RusGIS has strong outlooks in agriculture,
environment and environmental
management, construction and public
utilities, as well as culture and tourism.
RusGIS will also be integrated with
healthcare, education and urban security
solutions.
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INDUSTRIAL
INTERNET OF THINGS
Rostelecom’s strategic goal in the IIoT
market is to become the first Russian
platform player who supports the IIoT
market by offering new digital services via
a proprietary IT infrastructure platform,
while designing single-industry and crossindustry business processes. In 2017,
the Company is planning to design
a proprietary platform with an array of
basic functions to offer customers design
solutions and services, including in line with
Industry 4.0 cloud-based principles.
Key groups of products planned to be
launched in the short term include:
»» monitoring of the status of hard-to-access
process facilities on a remote basis;
»» forecasting the status of high-tech devices
based on telematics analytics;
»» maintaining digital twins (data models) of
devices and updating process stakeholders
on changes, including under life cycle
contracts;
»» organising LPWAN access networks for
connected facilities.
Rostelecom is currently implementing
pilot projects that take form of project
consortiums, which include applications
developers, manufacturers of data
controllers and concentrators, service
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companies, and process equipment
manufacturers and owners. For these
projects, we choose the most effective
segments to achieve meaningful business
performance.

E.g. Rostelecom is currently working on
building an IIoT platform, which Gazprom
Neft can help adapt to existing and
future business processes and industrial
applications of the Company.

In line with the approach applied by
Industrial Internet Consortium (IIC),
of which Rostelecom is a member, we
implement pilot projects in such sectors
as transportation, electric utilities,
oil production and machine building.
The Industrial Internet of Things (IIoT)
platform currently under development by
Rostelecom will create a positive network
effect in promoting digital services and
solutions among end users by providing
the necessary data protection and flexible
use of applications. It can also serve as an
alternative to services offered by foreign
vendors.

MEDIA

The strategic partnership agreement to
implement the Industrial Internet of Things
and other innovative technologies signed
between Gazprom Neft and Rostelecom in
2016 is an example of mutually beneficial
relationships in the area. The agreement
focuses on building strong long-term
relationships between the companies and
designing new business models, while
jointly developing and rolling out innovative
IT solutions. Among other key areas,
the agreement places a particular emphasis
on IIoT programmes, events, and research
and applied projects.

Digital TV, a joint venture of Rostelecom and
VGTRK, is the top player in the thematic TV
market by audience share: the company’s
projects account for c. 30% among Russian
viewers who watch off-air channels every
day on average.
In 2016, Digital TV channels consolidated
their leading positions.
Three channels have started HD
broadcasting while all principal channels
adopted stereo sound and 16:9 widescreen
format. In 2016, the Company started
making profit on mobile apps, including on
children games. Be-be-bears, a learning
game inspired by the cartoon series of
the same name, was ranked among Top 10
iPad apps in 2016 by AppStore (1.6 million
downloads), while Papertales made it to
AppStore’s top 100 children apps across
48 countries (1.7 million downloads).
During the year, we fully launched CT
Premiera SVOD-service, already subscribed
or agreed to be subscribed by most top
Russian providers. The Moolt mobile app
was downloaded one million times, with
Smart Moolt app already in the pipeline.
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Digital TV is expected to be highly profitable
in the international market. In May 2016,
the Company signed a memorandum with
Chinese LeEco conglomerate to promote
Russian media content in the Chinese
market, and entered into contracts for
content delivery to the markets of India,
South Korea, Armenia and Estonia.
As at the end of 2016, negotiations on
contracts for content delivery to Bulgaria,
Hungary, Poland, UK, Israel, and Ukraine
were still underway.

Figure 28. Changes in the Digital TV
subscriber base in 2014–2016,
thousand

For the first time ever, Russian cartoon
series Be-be-bears and Fantasy Patrol have
made it to the world’s 30 most popular TV
projects for children according to MIPJunior
TV market screenings.

projects and promote the VR technology
market in Russia. In 2017, Rostelecom’s
Digital TV group seeks to build up and
expand its positions in the Russian digital
market, and go international with its content.

Russia’s first VR consortium, joined by
JSC Digital TV, was created in September
2016. The consortium will work out
technology standards for virtual reality

In the medium-term, Digital TV is planning
to rely on new segments and markets as key
income growth drivers while retaining such
sources as subscription fees and ad sales.
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VIDEO SURVEILLANCE
With its expertise and experience, unique
for Russia, the Company is well positioned
to implement remote online or offline
video streaming projects of any complexity.
In 2016, Rostelecom organised video
surveillance at locations where the Unified
State Exam (USE) was held, and at polling
stations during the elections to the Russian
State Duma.
In 2016, the USE video surveillance project
covered 85 Russian regions, including
installation of 17,371 cameras as well as
45,658 online and 4,706 offline computer
systems. Over 93% of equipment was used
online. The overall amount of broadcasts
exceeded 2.2 million hours, with more
than 46 thousand calls received, including
5.5 thousand hotline calls. The availability
rate of video streams on the web-site was
99.99%, while the number of users totalled
5,660.
To organise video surveillance for
the elections to the State Duma in 2016,
the Company equipped 11,665 district
polling stations in 16 regions with more
than 23 thousand cameras, including 84%
streaming live.
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HEALTHCARE
PLATFORM
By the end of 2018, all Russian residents
registered in the mandatory medical
insurance system will have electronic health
records. In 2016, Rostelecom successfully
implemented its programme to service
the Regional Segment of the Unified State
Healthcare Information System (RS– EGISZ)
and acquired the CAMI.Teleradiology
telemedicine system26.
As at the end of 2016, 18 out of 85 Russian
regions started using RS–EGISZ. The system
covers over 1.5 thousand municipalities
and has over 60 thousand active users.
Over 50 million medical cases have been
processed via Rostelecom’s infrastructure.
CAMI.Teleradiology was adopted by seven,
and is piloted in another five, Russian
regions. Over 1.8 million diagnostic images
have been collected.
As part of the project, the Company
is planning to increase the number of
connected regions and income from this
segment by 2020.

26 CAMI stands for Central Archive of Medical Images.

72 PJSC ROSTELECOM Annual report 2016

64 Digital and Content
Services
74 Traditional Services
80 Operational Excellence
86 Infrastructure
and Investments

Figure 28. CAMI.Teleradiology in 2015–2020,
number of Russian regions
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The Company is planning to expand its
Russian presence, and enter international
markets, offer private healthcare services
and platforms for remote consultations,
launch personalised patient monitoring
and create a doctor – patient platform.
Rostelecom’s objective is to dominate
the healthcare digital services market.

BIOMETRIC
PLATFORM
In 2016, Rostelecom started building
the National Biometric Platform (NBP),
a system aimed at electronic identification,
authentication (including voice and
biometric) and signing of electronic
documents for legally binding actions.
The NBP is a part of the e-government
infrastructure.
The objective of the NBP is to set up and
take the lead in the market for remote
personal identification. The project provides
for building a biometric infrastructure,
involvement in working out the necessary
regulatory framework and standards,
and developing an economic model for
the remote identification market.
Rostelecom estimates that the NBP market
will rapidly grow to reach c. RUB 7 billion by
2021, mainly driven by the banking sector
and e-commerce.
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CYBER SECURITY
Being the largest backbone operator,
the Company provides a very important
service of traffic monitoring and protection
against DDoS attacks. DDoS-attacks are
one of the most widespread ways to disrupt
the operation of websites and online services.
Our online facilities involved in projects
of such scale as USE or the Direct Line
with the Russian President, are tested on
an annual basis for their ability to sustain
such attacks. Our traffic monitoring facilities
and DDoS defences successfully handle
more than 15 computer incidents a day.
Rostelecom supports efforts to address
national-scale issues through involvement
in the implementation of the national
information security strategy. The Company’s
services are also in high demand in the B2B
market (we provide protection for platforms
hosting game servers, bank resources,
registrars, and TV channels such as VGTRK
(All-Russian State Television and Radio
Broadcasting Company)).
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Traditional
Services
FIXED-LINE
TELEPHONY
As a unique telecom operator, Rostelecom
keeps in its portfolio the fixed-line telephony
service to be able to offer a full range of
telecommunication services and options so
as to retain existing and add new customers.
Local, intra-zone, DLD and ILD
communications are traditional for
the Company, and make up a considerable
share of its business. In 2016, Rostelecom
added new products to its telephony product
mix.
»» The Unlimited Russia is the first tariff plan
that includes an unlimited number of calls
of any duration to any fixed-line numbers in
Russia. Over 139 thousand users subscribed
to this tariff plan from April to December
2016.
»» The Unlimited Kazakhstan option is a joint
product of Rostelecom and Kazakhtelecom.
The option offers up to 200 minutes of
calls per day to fixed-line numbers in
Kazakhstan for a flat monthly charge, with
no upcharging. The option covers four
Macroregional Branches: Siberia, Ural,
Volga, and South. Over 12 thousand users
subscribed to the option from late May to
December 2016 when it was available.
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The Company continues to actively offer
its subscribers tariff options for domestic
long-distance, intra-zone and international
long-distance telephony services that allow
subscribers to save significantly on domestic
long-distance and intra-zone calls:
»» Free Within Network 2016 option;
»» My Favourite DLD option;
»» Call International option.

COMMUNICATIONS
SERVICES FOR
RUSSIAN AND
INTERNATIONAL
OPERATORS
Rostelecom is leading the market in terms
of traffic volumes, network length and
throughput capacity of its infrastructure.
Rostelecom has over 22 cable cross-border
passages with operators in the neighbouring
states and direct cross-border gateway
to networks of more than 151 operators
in 50 countries. The Company provides
communications services to more than
2,500 fixed-line and mobile telephony
operators, Internet and content providers.
Rostelecom’s subscribers make over
150 million calls every month.

TRANSIT EUROPE – ASIA
DIRECT CROSS-BORDER
GATEWAY TO NETWORKS OF

OPERATORS IN

COUNTRIES

Introduction

Company
Profile

Strategic
Review

OPERATIONAL
HIGHLIGHTS

Financial
Performance

Corporate
Governance

Information
for Shareholders
and Investors

Appendices

The Company fully utilises 1 Tbps of transit
channels. Key focus areas are the Transit
Europe – Asia (TEA project) route, which
connects Japan and China to Europe, and
the interstate transit project between Central
Asia, South Caucasus, the Middle East
and Europe via North – South and EGEG
(Europe Persia Express Gateway) transit
routes. Over the past five years, the market
share of Rostelecom on such global transit
routes has more than tripled to reach 15%,
with the Company’s Transit Europe – Asia
accounting for about 70% of the market
among all relevant terrestrial routes.
With a 47% share in 2016, Rostelecom
maintained its leadership across the Russian
market of leased dedicated digital lines.
These services are mainly used by major
corporate national and international
telecoms operators. 2016 highlights include
the completion of the Sakhalin – Kamchatka –
Magadan fibre-optic communications line
(FOCL).
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In 2016, while expanding its business,
Rostelecom gave special priority to
the development of data transfer and
telematics, including Internet access
services, private virtual networks, and data
centres. As a consequence, IP transit and IP
VPN market shares came at 31% and 47%,
respectively.Rostelecom offers a unique
resource – an extensive network of cable line
and other infrastructure facilities, which can
be used to expand the Company’s presence,
but also can be offered to third-party
operators for active use.
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In 2016, Rostelecom continued to provide
maintenance and emergency recovery
operations on communications lines of thirdparty operators. Since transmission routes
of Rostelecom and operators often overlap,
the Company can maintain its own and its
customer networks with no substantial
increase in headcount. In 2016, drawing
on its own human resources and technical
capabilities, the Company increased its
maintenance and emergency recovery
services, while revenue from the project rose
to RUB 500 million. Today, the project covers
13 Volga regions and involves all major
telecoms operators.

of the dedicated
digital line market

RUB million
repair services provided to
third-party operators
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MOBILE SERVICES
MVNO
Bundled offers have become so popular
among Rostelecom’s subscribers that they
already account for 70% in gross additions.
As at the end of 2016, the Company took
another step to develop this segment by
launching 4Play (four services from one
operator). Rostelecom, jointly with Tele2, now
offers its core subscribers mobile services
as an additional service. The Company offers
solutions for all communications tasks
both at home and at work, or elsewhere,
having become an integrated provider of
communications services for B2C and
B2B/B2G segments, by offering fixed-line
telephony, high-speed Internet-access
services, TV, and mobile services, and
rendering many add-on services in a single
bundle.
In the B2C market, the Company is planning
to introduce a single account for fixed-line
and mobile services in 2017 by developing
full-scale 4Play bundles. The Company will
promote family tariff plans and solutions
that combine home and mobile internet.
We will also launch a single internet bundle
for several mobile devices, and start selling
customer premises equipment, including
with pre-installed mobile applications
(Interactive TV, Government Services,
My Rostelecom).
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thousand SIM-cards sold

In the B2B and B2G markets, the Company
offers its major corporate accounts
integrated customised bundles combining
core and mobile services. For small- and
medium-sized businesses, we are planning
to launch easy-to-use out-of-the-box
solutions for different staff sizes. Rostelecom
is also planning to set up an M2M platform
to provide relevant services to companies
from various industries. The service will
be offered in 65 Russian regions, including
61 regions that have in place 3G/4G networks.
As at the end of February 2017, the operator
sold c. 200 thousand SIM-cards and is
planning to achieve penetration for this
service at 15% of the fixed-line subscriber
base by 2020.
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TELE2
In 2016, Tele2 adopted an updated
development strategy until 2021. According to
the strategy, the company seeks to become
the preferred mobile operator of choice
for those who are not willing to overpay.
The company is providing an alternative to
existing market practices by offering new life
experience to mobile consumers: honest,
transparent, and attractive offers and highquality partner programmes and services.
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Figure 29. Russian mobile market
in 2016 by number of
subscribers, %
e
a

d

c

b

31%
23%
30%
15%
1%

MTS (a)
VimpelCom (b)
MegaFon (с)
Tele2 (d)
Other (f)

Source: AC&M Consulting

Key achievements of Tele2 in 2016:
»» The company became No. 3 by subscriber
base in the regions, in which it operates;
»» The company achieved the highest Net
Promoter Score (NPS) among telecoms
operators present in the market – 35%
(VimpelCom has 28%, MTS has 25%, and
MegaFon has 23%);
»» In terms of consideration rates, Tele2
ranked second with its 32% (MTS has 34%,
MegaFon has 27%, VimpelCom has 27%);
»» Stronger performance: the Company’s
headcount was reduced by 7.8%, revenue
per employee increased by 21.4%, while
subscribers per employee grew 13.4%.

In terms of base stations, Tele2 ranked third
among operators, with a total number of
base stations exceeding 96,000 stations.
2G coverage was 95% of the population, and
3G accounted for 88.2%.
In 2016, Tele2 became No. 1 in the market
by subscriber base and income growth
rates, with its revenue up by 12%. To a great
extent, this growth was driven by Tele’s entry
to the market of Moscow and the Moscow
Region. 3G and 4G networks constructed
across different regions also supported the
Company’s strong growth.
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Operational
Excellence
CUSTOMER SERVICE
The Company places a particular emphasis
on improving its customer service across
all customer segments and on introducing
best service practices, including easyto-use online services. Our key focus
areas include better customer experience
with the Company’s services and higher
Net Promoter Score (NPS).

Figure 31. Usage of online and mobile
customer accounts in 2016,
million operations

10.5
4.2
5.7
27.9

2016 saw a year-on-year increase in
the contact rate27.

Q1 2016

5.4

12.32 11.05
10.81 9.77

Q1

Q2
2015

Q3
2016

Q4

205

61.7

Q2 2016

Q3 2016

Q4 2016

Q1 2016

Number of
operations
via MCA

Most enquiries are resolved at first call (FCR of
c. 93%).

10.33 10.62 11.78 11.38

14

155

165

161

Q2 2016

Q3 2016

Q4 2016

In 2016, the number of calls handled by
Interactive Voice Response (IVR) increased by
4.4% on average to reach 26.9%.
In 2H 2016, there was a substantial increase
in the number of online and mobile customer
account (OCA/MCA) users and in OCA/MCA
usage.

Number
of offline
applications
in OCA/MCA

Number of
enquiries via
OCA/MCA
Online Chat

Customer Satisfaction Index (CSI) based on
office services remains high. In 2016, we
introduced consultant positions, arranged
self-service areas and tweaked office hours to
improve availability. The average waiting time
was reduced by 1.5x.
In 2016, we launched an online chat customer
service built into OCA and MCA, as well as
Telegram and Viber messengers. 85% of those
customers who assessed chat service quality
gave it high scores: from 4 to 5 on a five-point
scale.

27 The ratio of calls received by the call centre operator during the reporting period to the subscriber base (only for service enquiries, not sales).
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25.1

Number of
operations
via OCA

Figure 30. Contact rate, 2015–2016, %

154.7

Figure 32. Number of applications and
enquiries via OCA and MCA
in 2016, thousand
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TRANSFORMATION
The Company made considerable progress
in transforming its business into a digital
provider. We are transforming our business
by completely redesigning our business
processes via special programmes to
enhance our corporate performance and
upgrade the corporate culture. Our major
advances in this area in 2016 are listed below
by key segment.
B2С TRANSFORMATION
»» In 2016, Rostelecom was able to reverse
the churn growth trend, which had been
there for years, among ourfixed-line
subscribers by pursuing the Voice 2.0
project (a 0.7 p.p. reduction in churn yearon-year)
»» As part of service centre network reforms,
we shut down inefficient service centres to
save more than RUB 550 million.
»» The infrastructure of the Company’s Unified
Call Centre was completed in 2016, which
enabled us to improve customer experience
while reducing costs.
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B2O TRANSFORMATION

RUB million
effect from
optimisation of retail costs

B2B TRANSFORMATION
»» For the first time in several years,
Rostelecom was able to reverse the revenue
decline in the B2B segment and achieve
a 2.5% growth.
By adjusting our product mix, we were
able to double the В2В/B2G product
portfolio and triple our revenue from new
products. During the year, our broadband
base rose 3% (against a 5% drop in 2015)
driven by a programme for migration to,
and active promotion of, fibre in the real
estate portfolio. Our predictive analysis and
a churn prevention system helped us reduce
churn in our broadband base by 25%.

»» By changing the terms of partnerships with
large telecoms operators, the B2O unit was
able to boost our gross margin by more than
RUB 100 million.
»» By legalising installation of thirdparty communications lines in its cable
infrastructure, Rostelecom gained
RUB 283 million of additional income.
»» Revenue from cable infrastructure
maintenance services came at
c. RUB 100 million.
DEVELOPING AND UPGRADING
NETWORKS AND ENHANCING
PERFORMANCE IN CERTAIN GEOGRAPHIC
SEGMENTS
»» Rostelecom applies an integrated approach
to the construction of fibre networks in
the private development sector. In 2016,
the Company built 167 facilities in
40 regional branches. The total length
of fibre-optic communications lines
constructed during the year exceeded
2,000 km, covering 70,000 households.
»» As a result of measures taken under
the Rural Communications 2.0 project in
2016, our broadband and TV income grew
by RUB 930 million, and our rural costs
declined by c. RUB 400 million year-on-year.

revenue growth in B2B/G segment
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Table 3.

PRODUCTION SYSTEM

KPI

Rostelecom keeps improving its production
system. Nine lean laboratories were set up
in regional branches as platforms to explore
solutions that would streamline and improve
business processes, with teams trained on
RPS (Rostelecom Production System) tools.
An RPS training programme was also put in
place for top managers from Macroregional
Branches. Based on solutions identified by
these laboratories, we have started designing
a first package of standards for roll-out across
the Company.
In order to improve our technical support
services, we piloted an Orion project in
certain regions. The project has identified
676 defects in business processes, completed
89 optimisation tasks, and remedied
166 defects. 158 tasks are still pending, and
their completion will allow to eliminate another
291 defects.

Unit

2016

2017E

Repeated enquiries to Level 2 Technical
Support (Remote Service and Technical
Support Group)

%

12.1

10

Repeated enquiries to Level 3 Technical
Support

%

9.1

8

Lower technical support cost per
subscriber

%

-

20

Our accomplishments as at the end of 2016
considerably improved KPIs of our units and
increased user loyalty.
In order to streamline its retail network
processes, the Company is implementing
its Rostelecom Production System in
Rostelecom – Retail Systems project
(RPS in RRS). As part of the project, we
identified 187 defects, including 30 defects
that were remedied through completion of
13 optimisation tasks. Another 12 tasks are still
in progress, and their completion will remedy
another 14 defects.

As at the end of 2016, the average customer
service time decreased by 24% and the churn
rate by 50%, while labour productivity grew
14%.
The overall project effect includes improved
service quality due to minimised customer
contacts, reduced queues and average routine
service time reduced by 20%. Payroll expenses
will be down by 8%.

Key principles

Enhanced staff motivation
and satisfaction

Better customer
experience

Ability to deliver prompt
and flexible response
to market changes

Higher business
performance and
margins

NPS in broadband /
pay TV

Time
to market

Increased labour
productivity

Key objectives

Increased labour
productivity
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IDENTIFIED BY DIAGNOSTIC
TOOLS

89 TASKS

COMPLETED

676 DEFECTS

ON OPTIMISATION
REMEDYING ANOTHER
166 DEFECTS

IN PROGRESS

ORION PROJECT RESULTS

158 TASKS
THAT WILL REMEDY
ANOTHER 291 DEFECTS

IMPROVEMENTS IN KPIS OF LEAN LABORATORIES
BROUGHT ON
AVERAGE INCREASE IN THE SHARE OF APPLICATIONS

WITHIN TARGET TIMELINES AT LEVEL 3 TECHNICAL
9.8 % HANDLED
SUPPORT IN TULA, VLADIVOSTOK, VELIKY NOVGOROD, AND
NIZHNY NOVGOROD

5.8 %

AVERAGE DECREASE IN THE REPEATED ENQUIRY RATE AT
LEVEL 3 TECHNICAL SUPPORT IN TULA, NIZHNY NOVGOROD,
AND NOVOSIBIRSK

2.4 % LEVEL 3 TECHNICAL SUPPORT IN TULA, NIZHNY NOVGOROD,
AVERAGE DECREASE IN THE REPEATED ENQUIRY RATE AT
AND NOVOSIBIRSK CHELYABINSK

9.5 % WITHOUT ESCALATION TO LEVEL 3 TECHNICAL SUPPORT IN

AVERAGE INCREASE IN THE RATE OF APPLICATIONS CLOSED

Corporate
Governance

187DEFECTS
IDENTIFIED BY DIAGNOSTIC
TOOLS

13 TASKS
ON OPTIMISATION
REMEDYING ANOTHER
30 DEFECTS

50 %

DECREASE IN THE CHURN
RATE

24 %

A DECREASE IN THE AVERAGE
SERVICE TIME

14 %

AN INCREASE IN LABOUR
PRODUCTIVITY (OPERATIONS
PER EMPLOYEE)

10 %

IMPROVEMENTS IN
CONVERSION OF IPTV SALES
INTO BROADBAND

NIZHNY NOVGOROD AND CHELYABINSK

3.8 thousand
MAN-HOURS
RELEASED

EXAMPLE OF A TASK COMPLETED IN 2016

EXAMPLE OF REDUCTION OF THE END-TO-END TROUBLESHOOTING TIMEFRAME AT LEVEL
3 TECHNICAL SUPPORT BY A LEAN LABORATORY IN VELIKY NOVGOROD

12 TASKS
THAT WILL REMEDY
ANOTHER 14 DEFECTS

BY SOLVING THE PROJECT’S TASKS, WE IMPROVED KPIS OF LEAN
LABORATORIES IN ROSTOV-ON-DON

TECHNICAL SUPPORT
COST PER SUBSCRIBER
BY 20%; BRING LEVEL 2
AND LEVEL 3 REPEATED
ENQUIRY RATES DOWN
TO 10% AND 8%,
RESPECTIVELY.

131thousand

Appendices

RPS IN RRS RESULTS

ORION KPIS
FOR 2017

MAN-HOURS
RELEASED
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COMPLETED

Introduction

KPIS OF RPS IN
RRS FOR 2017
INCREASE SERVICE LEVEL
(SL) TO 80%; DECREASE
THE AVERAGE SERVICE
TIME TO 8.1 MINUTES (OR
BY 20%); INCREASE LABOUR
PRODUCTIVITY BY 10%;
DECREASE CHURN BY 11.7%.
THIS WILL REDUCE QUEUES
AND MINIMISE RETAIL
CUSTOMER CONTACTS.

EXAMPLE OF A TASK COMPLETED IN 2016

CUSTOMER SERVICE TIME AND G&A EXPENSES REDUCED BY THE LEAN LABORATORY
IN ROSTOV-ON-DONУ

ISSUE:

SOLUTION:

IMPACT:

ISSUE:

SOLUTION:

IMPACT:

Level 3 Technical
Support (STSS No. 1
and STSS No. 2) had
several responsibility
zones separated based
on the service delivery
technology.

USTP employees have
undergone additional
professional training
to become universal
experts well versed in
different technologies.
In order to streamline
the operation of STSS
units, mini-warehouses
and an additional office
were set up, service zones
were geographically
separated within the city,
and corporate vehicle
itineraries optimised.
Agreements were signed
with employees for the use
of personal vehicles.

Over five months,
the number of repeated
enquiries dropped from
11% to 9%. The share
of enquiries closed in
time grew from 79%
to 95%, while the endto-end troubleshooting
timeframe decreased by
one third from 21 hours
to 14 hours. Savings
on cable infrastructure
maintenance costs
budgeted for 2017 came
at RUB 2.5 million, with
RUB 30 thousand more
saved on transportation
costs.

Customers have to fill
in numerous paper
applications (to change
the tariff plan, block
services, etc.), which
increases the service
time and results in high
expenses for paper,
printing, and archiving.

Abandon paper
applications for eight
low-risk procedures, e.g.
changes in the tariff plan
(main station, broadband,
IPTV), changes in value
added services.

The lean laboratory
cancelled over 2,000
monthly enquiries.
This has reduced service
time (1–2 minutes per
operation) by 10%–15%
and will save more than
RUB 26 thousand per year
of G&A expenses (RUB 0.6
per sheet, RUB 0.5 per
printout).

As a result, several teams
from different Service and
Technical Support Stations
(STSS) worked at the same
location at a time, causing
delays against the target
troubleshooting timeframe
set for Level 3 Technical
Support, time loss and
growing transportation
costs.
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EFFICIENCY
For the next few years, we set an ambitious
goal to achieve cost savings through network
upgrades and relinquishing overlay networks,
management centralisation and streamlining,
as well as reduction of real estate
maintenance costs. The operational efficiency
improvement programme should bring
the Company’s performance closer to best
practices by reducing the cost gap to 20%–
25%. One of the key targets of the operational
efficiency programme is to increase labour
productivity, with the main focus on improving
performance and optimising the headcount
of technical and administrative personnel.
The target headcount by 2020 should not
exceed 110–130 thousand employees.
This target is expected to be achieved by
eliminating excessive management layers,
migrating to SDN/NFV, digitising business
processes, setting up a well-balanced
outsourcing framework and enhancing
personnel engagement.
In 2016, Rostelecom has implemented a large
in-house project to streamline the collection,
processing and delivery of external reports of
the Company and its subsidiaries. As a result,
back office functions related to reporting
and delivery of certified electronic data were
automated to a substantial extent.
As part of the project, thousands of processes
involved in data preparation were removed,
functional redundancy eliminated, opex
streamlined, and subcontracting abandoned,
while previously subcontracted functions
were insourced. Cost savings came at
c. RUB 100 million.
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ENHANCED
PERFORMANCE IN 2016
Figure 33. Continued rightsizing
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The project’s results were considered
successful, while the Company has decided
to offer the lessons learned from internal
business process outsourcing to market players
as a Business Process Outsourcing (BPO)
service.
With its extensive infrastructure, Rostelecom
will offer its customers an opportunity
to outsource external reporting of their
organisations and a number of other services
as part of BPO. Rostelecom’s advantages
include integrated solutions that are easier-touse and more functional than those offered in
the market.

Figure 34. Effect of the operational
efficiency improvement
programme , RUB bn
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Dagram 3. Real estate portfolio optimisation

OPEX REDUCED BY
RUB 0.5 BILLION
IN 2016

RUB 3.3 BILLION OF
INCOME FROM REAL
ESTATE DISPOSALS

CREATION OF A REAL
ESTATE SUB-FUND
WITH SBERBANK WITH
RUB 4.0 BILLION OF
PROCEEDS

Additional initiatives

Completion of a large project to
streamline back office functions for
reporting and delivery of certified
electronic information, with cost
savings of c. RUB 100 million.

Commissioning of a credit scoring
management system, which has
improved OIBDA by reducing provisions
for bad debt due from international
operators by RUB 224 million.
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Infrastructure and
Investments
COMMUNICATIONS
NETWORKS
Rostelecom provides its telecommunications
services via cable, radio relay and
satellite links. Its backbone network
ensures transmission of any type of data.
The Company’s digital network is based
on dense wavelength division multiplexing
(DWDM) and covers virtually all of Russia.
BACKHAUL NETWORK
The Company’s backbone network length (key
components: FOCLs between Moscow and
Novorossiysk, Moscow and Saint Petersburg,
and Moscow and Khabarovsk) is
c. 500 thousand km.
Communications lines connecting large
settlements within a region, with access to
the backbone network, make the basis of
a regional backhaul network.
To enable the lease out of Nх64 Kbps digital
lines to customers, the Company deployed
networks of flexible access multiplexers.
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Figure 35. IP/MPLS backbone network
capacity 2012-2016, Tbps
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Rostelecom’s international FOCLs provide
access to Finland, Sweden, Mongolia,
Japan, China, Estonia, Latvia, Lithuania,
Kazakhstan, Ukraine, Georgia, and Belarus.
International long-distance nodes are located
in Stockholm, Frankfurt, and Hong Kong.
The Company has organised high-speed
transit between Europe and Asia via Russia.
Rostelecom has been consistently working
on improving the reliability and quality of
services provided via its backhaul network
infrastructure by backing up communications
equipment and lines, including the use
of the Optical Transport Network (OTN)
technology, geographic separation of
pathways, and setup of cross-border
passages and gateways for two or three
independent foreign operators in each
relevant international market. All Company’s
backbone communications lines are 100%
backed up.

The backhaul component is a core element
of the network infrastructure, allowing
to absorb a non-linear increase in traffic.
The backbone network capacity should be
close to 14 Tbps, which is important for
providing high quality services supported by
Rostelecom’ infrastructure.
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VOICE/INFOCOMMUNICATIONS (ICT)
NETWORK
A voice infocommunications network
provides for telephony and traffic transfer
at the local, intra-zone, domestic,
and international levels; audio- and
videoconferencing; Integrated Services

Digital Network (ISDN) and intelligent
communication network (ICN) services;
virtual PBX services, and signalling traffic
transfer. Our voice/ICT network consists of
the following segments:

Capacity

Digitalisation

International network

212.1 thousand lines

100%

Domestic long-distance network

793.6 thousand lines

100%

1,444.6 thousand lines

100%

33,578.1 thousand
subscriber lines

86%

Intra-zone network
Local network

DATA NETWORK
Our IP/MPLS data network provides
broadband Internet services, IPTV, TV
content management, connection and
transfer of internet traffic, virtual private
network (VPN), including L2 VPN, L3
VPN, VPLS, interconnection VPN and data
centre services. Our data network includes
the following segments:
»» a backbone data network with a throughput
capacity exceeding 13.7 Tbps by the end of
2016;
»» regional data networks.

Appendices

SUBMARINE CABLES

Table 4.
Voice/ICT network segment

Information
for Shareholders
and Investors

Rostelecom has been actively developing and
expanding its IP/MPLS networks. In 2016, we
achieved the necessary technical readiness
to expand the WANDL IP/MPLS View
computer system, created a traffic filtration
system (URL filtration), and expanded our
upgraded network nodes.
Additionally, in 2016, the Company expanded
its existing DWDM 100G/40G/10Gb systems
in all regions, including zonal systems,
organised alternative, and expanded
existing, label bindings for the connection
of regional IP/MPLS nodes to the backbone
network, upgraded the Palladion monitoring
system, and completed the construction of
Rostelecom’s ENIP intelligent platform.

As part of its program to expand
and upgrade its international
telecommunications capacity, Rostelecom
uses advanced submarine cables to establish
communication circuits between Russia
and other countries. The Company owns
the terminal system and core capacity in
two international submarine fibre cable
networks, between Georgia and Russia,
and between Russia and Japan, in which
Rostelecom holds 67% and 50%, respectively.
The remaining network is distributed among
various international operators.
To provide access to these systems
and lay direct high-quality international
communications lines to remote areas
of the world, Rostelecom participates in
construction of a number of international
cable systems and acquires relevant
capacity.
As at the end of 2016, Rostelecom held
interest or indefeasible right of use in
11 cable systems, including global cable
systems projects, such as Fibre Line Around
the Globe (UK – Middle East – Japan), TransPacific Cable System (China – USA), SouthEast Asia – Middle East – Western Europe
and Trans-Atlantic system.
In 2016, the Company completed and
commissioned a 886 km fibre link between
Sakhalin and Magadan with a throughput
capacity of 400 Gbps, as part of its highspeed submarine fibre-optic communications
line project, Kamchatka – Sakhalin –
Magadan.

Annual report 2016 PJSC ROSTELECOM 87

OPERATIONAL
HIGHLIGHTS

SATELLITE COMMUNICATIONS
Rostelecom’s backbone satellite network
complements its land digital network by
connecting hard-to-reach locations that are
not covered by land FOCLs. In some areas,
the satellite network also provides back-up
for land infrastructure.
Rostelecom’s united Satellite
Communications Network (SCN) relies on
157 satellite earth stations. The current
utilisation of the SCN in key areas is gradually
decreasing as the Company commissions
submarine FOCLs between Magadan and
Petropavlovsk-Kamchatsky.
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“LAST MILE”
Rostelecom is about to complete a largescale project that will upgrade its “last mile”
network and connect 33 million Russian
households to its fibre network. 32.2 million
households were connected to the network
by late 2016 and now have access to a full
range of advanced telecoms services at
speeds of up to 1 Gbps. Rostelecom deploys
a variety of technological solutions to
upgrade the “last mile” and meet customer
needs, while ensuring high performance for
its CAPEX.
Figure 36. Number of mobile network
operators working with
Rostelecom in 2014–2016

COOPERATION WITH MOBILE NETWORK
OPERATORS
Rostelecom partners with Russian operators
of terrestrial mobile networks to expand the
range of its high-quality network services,
including national and international roaming.
As at the end of 2016, the Company was
routing international calls for 754 mobile
networks in 203 countries.
In November 2016, Rostelecom launched
an MVNO with Tele2, and as a result
the Company was able to offer mobile
services to its subscribers via the network
infrastructure of Tele2.
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A contract with the Federal Communications
Agency (Rossvyaz) provides that, as part of
this project, Rostelecom will install points
of access in settlements with 250–500
inhabitants, with connection speeds at least
10 Mbps by building c. 160,000 km of FOCLs.
The minimum tariff under the BDD
programme will be RUB 45 per month,
including free access to more than 2,000
government websites.

This project will bring Rostelecom the
following key additional benefits:

5.6

2013

Rostelecom is the sole contractor under
the Bridging the Digital Divide (BDD)
nationwide project designed to provide
high-speed Internet access to Russia’s rural
areas.

The project spans ten years and is financed
by the universal services fund managed
by Rossvyaz. The BDD project will receive
c. RUB168 billion, spread over ten years.

Figure 37. Households connected to
fibre in 2012–2016, million

30.7

BRIDGING THE DIGITAL DIVIDE PROJECT

2016

»» upselling Home Internet and related VASservices;
»» reducing operating expenses for servicing
rural networks through infrastructure
upgrades;
»» accelerating the upgrade of existing
networks from copper to fibre;
»» expanding the footprint by connecting
adjacent settlements with better economies.
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Between September 2015 and the end of
2016, the number of household broadband
subscribers in connected settlements rose
26% to 72.1 thousand, while our corporate
base grew 19.3% to 9.2 thousand subscribers.
Broadband penetration in households in
these settlements stands at 15%.
A total of 3,997 settlements were connected
under the BDD programme in 2016, with
34 thousand km of FOCLs constructed.
Services consumed by settlements
connected under the BDD programme
are growing both in terms of intensity and
volume.
By engaging regional authorities to support
the implementation of the BDD programme,
we are able to speed up the authorisation
process and the issue of terms of reference
as well as to integrate BDD projects into
other projects of Rostelecom, such as photo
and video recording of traffic offences
and automated vehicle measurement for
oversize/overweight.
The potential demand for broadband service
in 13.9 thousand smaller settlements
counting between 250 and 500 inhabitants is
c. 5 million subscribers.
All fibre cable, materials and equipment used
by the Company at points of access in its BDD
projects are of Russian origin. About 80% of
subcontractors are small and medium-sized
businesses.
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INVESTMENTS
In December 2016, the Board of Directors
approved the Company’s budget for 201728,
to include the investment programme for
2017.
Lower share of capex on development and
maintenance of communications networks
was due to the completion of the main phase
of fibre-optic networks construction for retail
customers. Our investment priorities are
shifting towards content and digital services,
in particular, in the B2B/B2G segment.
In 2017, we will continue upgrading the
call centre computer systems to improve
customer experience.
In 2017–2018, we are also planning to:
»» further expand of IP/MPLS throughput
capacity to meet growing customer demand
across all segments, as well as the domestic
demand for backbone capacity to support
end-user sales in B2B, B2C, and B2G and
sales of IP-Transit services on the national
wholesale market for broadband access.
»» organise new DWDM fibre-optic
communications lines and upgrade the
existing FOCLs to set up high-speed fibre
links;
»» expand the existing label bindings for
connection of regional nodes so as to
support an increase in IP/MPLS network’s
capabilities and in traffic transfer.
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Table 5. Investment programme
Investment programme

2014

2015

2016

2017E

- by cash flow, RUB m

57,666

62,726

61,899

60,030

- by accruals29 , RUB m

61,527

66,047

62,563

60,685

34%

31%

27%

22%

26%

18%

13%

4%

8%

13%

15%

18%

Broadband (B2B)

8%

9%

13%

17%

Smart City Project (B2G)

0%

4%

4%

4%

13%

13%

14%

11%

Network maintenance

2%

2%

2%

2%

Digital TV, online services

2%

3%

2%

3%

E-government, innovations

5%

3%

2%

3%

Data Centers

1%

1%

2%

3%

New product development

0%

0%

0%

3%

10%

5%

7%

8%

Improvement of operational efficiency

2%

6%

4%

2%

Traditional telephony development

2%

1%

1%

0%

Contact Centers

2%

1%

1%

1%

Bridging the Digital Divide Project

3%

6%

8%

7%

16%

14%

13%

13%

Actual/planned investments in fixed assets (CAPEX)

Investment targets:
Broadband (B2C)
- network construction
- gross additions

IP/MPLS backbone network development

IT solutions

Other30

28 Minutes No. 10 dated 28 December 2016.
29 The Company’s capex guidance disclosed in its financial and operating results of 2016 is based on the cash flow accounting. Free cash flow (FCF) estimates made to determine the basis for dividend
payouts also include the capex disclosed in the Company’s statement of cash flows.
30 Including subsidiaries and affiliates, maintenance of administrative and auxiliary facilities, regulatory projects, etc.; development of federal mobile business and support to the 2014 Winter Olympics
in Sochi.
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Figure 38. CAPEX transformation in 2014–2017, %
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Table 6. Other major investment projects in 2016
Project

Outcomes

Content
management
system

»» Integrated IPTV (Interactive TV) product launched.
»» IPTV and OTT delivery platform upgraded.
»» Infrastructure software and hardware upgraded.
»» ITV and ITV 2.0 (IPTV/ОТТ) delivery platforms.
»» New applications launched for iOS, Android, and SmartTV.
»» Three TV Central Head-End Stations (CHS) launched and connected to
21 facilities of Russian Television and Radio Broadcasting Network (RTRN).

»» All types of set-top boxes (STB) migrated from SmartLabs’ software to
software of JSC Restream, a subsidiary of the Company.

»» 12 SD and 28 HD new TV channels connected to the network.
»» A computer system purchased for a call centre to service Moscow

Call centre
optimisation

customers; call centres expanded in the South, Ural, and Siberia
Macroregional Branches.
»» A speech analytics system introduced by the North-West Macroregional
Branch.
»» A customer feedback and satisfaction measurement system introduced.
»» Local customer helpdesks (09/009) centralised in the Ural Macroregional
Branch.
»» The Work Force Management system upgraded.
»» Current needs of call centres in computer and office equipment and in
furniture satisfied.
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Table 6. (continued)
Project

Outcomes

»» The Company has decided to withdraw from the corporate licence

Set-up of
Rostelecom’s
Active Directory
unified directory
service and
corporate e-mail

agreement with Microsoft, and exercised its right to buy out perpetual
licences to Microsoft software.
»» The perpetual licences to Microsoft software have saved the Company
at least RUB 791 million (excluding VAT). Additionally, Rostelecom has
withdrawn from any commitment towards Microsoft to license 100% of all of
its standard base workstations and pay annual fees for the use of software.
»» As part of its import substitution programme, the Company is planning
to replace Microsoft office software with equivalent Russian products.
Since autumn 2016, Rostelecom deployed a pilot project based on My Office
Russian software, namely My Office Text and My Office Spreadsheet.

»» Quality and performance of workstations standardised and improved, and
business processes streamlined.

»» Communication efficiency between the Company’s departments and
business units maximised.

»» Financial performance of real estate management increased; real estate
Telecom City New
Office project

maintenance and management costs cut down; indirect costs (office
maintenance, courier services, transportation costs, etc.) reduced.

»» The Company developed an energy efficient, high-performance green office
with ergonomic office space

»» and a comfortable work environment for its employees.
»» We have changed, updated and improved the public perception of our
brand, and enhanced the Company’s image both externally and across
the Company.
»» The Company optimised its work space organisation.

MERGERS AND
ACQUISITIONS
Rostelecom takes advantage of market
opportunities to acquire expertise and
high-quality assets, which will enhance
the Company’s market positions. In 2016, in
order to cement its competitive positions in
its core broadband and pay TV segments,
the Company closed deals for acquisition of
three providers:
»» Sibitex, one of the two large independent
internet and telephony providers in Tyumen,
with a portfolio of 7.5 thousand users,
including 800 corporate customers;
»» AIST, a leading internet and telephony
provider in the Samara Region, serving
c. 130 thousand users, including
10 thousand corporate customers;
»» telecommunication assets of Morton Group,
which include three companies operating in
Moscow and the Moscow Region and serving
over 40,000 households and 2,000 corporate
customers.
All three assets were acquired via
PJSC Bashinformsvyaz, Rostelecom’s
subsidiary.
The full list of completed transactions is
available in Annex No. 9 Information on
Signed Agreements for Sale and Purchase
of Interests, Shares and Units in Business
Partnerships and Companies.
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Rostelecom owns a corporate venture capital
fund, CommIT Capital. The fund’s goal is to
pick up the best start-ups whose business
is complementary to Rostelecom’s business
and who can offer unique competences in
their areas, and invest in them, helping them
develop and unlock potential synergies with
Rostelecom Group. The fund’s investment
priorities include promising innovative
companies that develop competitive
products for the infrastructures of telecoms
operators and data centres, which have
export potential and offer corporate-level
solutions. Additionally, the fund is exploring
high-potential projects that can offer new
products and services to end customers of
Rostelecom Group in B2C, B2B and B2G
segments.
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In 2016, the fund made six investment deals.
»» RAIDIX is a Russian developer of data
storage solutions. The fund’s interest in
the company: 30%.
»» Brain4Net is a leading Russian developer
of operator-level data network and network
virtualisation solutions. The fund’s interest
in the company: c. 20%.
»» RDP.RU and RDP.Innovatsii (part of RDP.RU
group) are among major Russian developers
of telecommunication solutions for telecoms
operators and corporate customers.
The product portfolio of the company
includes CG-NAT, URL-filtration, BRAS
gateway, DPI, and EcoRouter, Russia’s
first universal high-performance IP/MPLS
router. The fund’s interest in the charter
capital of the companies: 15%.
»» OOO Pangeo IskraTel (a joint venture
between PJSC Rostelecom, Pangeo
Capital and Iskratel (Slovenia)) is a Russian
manufacturer of equipment for telecoms
operators, transportation, electric utility,
and public security sectors. The fund’s
interest in the charter capital of the
company: c. 20%.
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»» OOO Transportniye Informatsionniye
Tekhnologii is a Russian operator providing
e-Freight based electronic processing
and support services for international air
cargoes. The fund’s interest in the company:
25.1%.
»» Bulat is a Russian developer of
telecommunications and IT equipment.
Solutions developed by Bulat include
a multiservice router, data storage systems,
an aggregation switch, network cores
for telecoms operators, and virtual CPEdevices. The fund’s interest in the company:
37.5%.
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