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The global situation in 2020 was largely
defined by the COVID-19 pandemic,
which triggered a series of global socio-
economic consequences: quarantine
and self-isolation requirements,

border closures, event cancellations
and postponements, worldwide protests
and a major global economic recession.

The events of 2020 driven by pandemic
restrictions, and the sanctions imposed
on Russia, resulting in lower energy
demand and weaker rouble, have alll
negatively affected the entire Russian
economy and social sphere.

Due to the decline in economic activity amid an economic
recession, Russia's population mobility decreased significantly,
which led to a significant drop in long-distance passenger traffic
and passenger-kilometres.

In this situation, the Company took measures to improve its

financial and economic position in 2020:

-~ A more rigorous, in-depth analysis of the performance of FPC's
passenger trains was conducted, and proposals for optimising
the Company’s key performance indicators were developed
and implemented

- Targeted marketing promotions and fares were developed
and applied

- Passenger train schedules and train set options were adjusted
for domestic services

Risk management system

Risk management at FPC is a continuous
and systematic process embedded
throughout the organisation, integrated
with business processes and aimed

at mitigating exposure and strengthening
the assurance that FPC's objectives

and goalls will be achieved.

All Company units are involved in the risk
management process within their scope
of responsibility.

The Risk Management Unit

is responsible for overall coordination
and methodological support

of the risk management process, as well
as operational control of how it is run

by FPC's units and, according to the established procedure,

by subsidiaries and aoffiliates, including the review of FPC units’
progress on risk treatment plans, response to identified variances
and gaps in the risk management and internal control system
(RMICS), which have led or may lead to negative consequences,
scheduled and unscheduled RMICS audits, and preparing

and submitting reports to FPC's management.

The Internal Audit Unit is responsible for assessing the reliability
and effectiveness of the RMICS.
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Governance principles

The Risk Management and Internal Control Policy (the “Policy”)
developed in line with the Risk Management and Internal
Control Policy of Russian Railways was approved by FPC's Board
of Directors.

In accordance with the Policy, the main purpose

of the RMICS is to provide reasonable assurance that the following

will be achieved:

- Strategic objectives

-~ Operational objectives

- Objectives in ensuring compliance with applicable international
regulations, regulations of the Russian Federation and internal
regulations of the Company

- Objectives in ensuring the reliability, timeliness and quality of alll
types of reporting

According to the Policy, FPC's RMICS is set up and operated

in accordance with the principles set out in GOST R ISO 31000:2010
Risk management. Principles and guidelines, namely:

- risk management creates and protects value

- risk management is an integral part of all organisational
processes

risk management is part of the decision-making process
risk management is explicitly associated with uncertainty
risk management is systematic, structured and timely

risk management is based on the best available information
risk management is adaptable

risk management takes into account human and cultural
factors
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- risk management is transparent and takes into account
the interests of stakeholders

—~ risk management is dynamic, iterative and responsive
to changes

- risk management contributes to the continuous improvement
of the organisation.

Key objectives of the RMICS:

- Creation of infrastructure and a regulatory and methodological
basis for the effective functioning of the risk management
process

- Integration of risk management and internal control procedures
into the strategic and operational activities of the Company,
which will enable proactive responses to risks and negative
changes in the external and internal environment (through
planning and implementation of risk treatment activities)

- Raising risk awareness among RMICS participants and other
stakeholders

- Reduction in the number of unforeseen events that could have
a negative impact on the achievement of FPC's goails

Central decision-making bodies for risk management at FPC
are its Board of Directors and the General Director.

The Company has the Audit and Risk Committee of the Board
of Directors and the Risk Management Committee to prepare
recommendations for management decision making.
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Three lines of defence model

In its operations, FPC uses an approach driven by the three lines
of defence model based on roles and responsibilities sharing.
Each of the three lines increases the likelihood of FPC successfully

achieving its objectives.

Board of Directors

Audit and Risk Committee of the Board of Directors

First line of defence

N N
General Director

A
Deputy General Directors
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Second line of defence

Third line of defence

|dentifies risks that can affect the
achievement of goals

Risk analysis

Develops and undertakes risk
management activities

Develops action plans to mitigate
consequences should the risk occur

Implements control procedures

Gathers, consolidates, and
provides information on risk
occurrence

Develops a uniform risk management and
internal control methodology

1. Evaluates identified risks

2. Provides general advisory support to units
throughout the risk management process

3. Develops a risk map and a risk matrix

4. |dentifies key risks

1. Monitors and controls the provision
of information on risk occurrence
2. Carries out inspections and audits of FPC's
operating, financial, and business activities
3. Prepares summary reporting on risk
occurrence
4. Informs the Company’'s management
of risk occurrence, effectiveness
of risk management activities and control
procedures, and results of inspections
and audits

1. Assesses the performance
of the risk management
and internal control systems
and corporate governance
practice

2. Sets up the monitoring process
and follows up on remedial
actions taken by FPC's units
to eliminate flaws and gaps
in risk management, internal
control, and corporate
governance practice

Structural units

Risk Management Unit

Units with certain control and/or approval
responsibilities

Control and Audit Centre

Internal Audit Unit
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Improvement of the RMICS in 2020

In a period of uncertainty in 2020, the existing risk management
system helped improve the adaptability of the Company, its core
processes and systems, which enabled prompt review of business
goals and preparation of scenario options for FPC's development
until 2025. The risk management system was therefore geared

to supporting the Company in achieving its goals.

During 2020, a number of measures were implemented to improve
the RMICS' effectiveness.

The 2020 RMICS reliability and effectiveness assessment
demonstrated that overall it is reliable and effective:

N

Elements of FPC's RMICS are built in accordance

with the principles of, and approaches to, its organisation
approved by the Board of Directors, COSO documents
and GOST ISO 31000

The risk management process is designed to help achieve
the Company's strategic goals

Individual issues about the RMICS operation did not affect
the achievement of the Company's goals

The Internal Audit Unit proposed ways to improve the RMICS
effectiveness.

Key risk factors

Key risks factors associated with FPC's operations:

>

>
>
>

Lower GDP growth

Higher CPI growth

Significant fluctuations in inventory and fuel and energy prices
Increased competition (adjustments to pricing policy

and dumping by FPC's competitors, expansion of air transport
infrastructure)

Risk mitigation approaches

The following risk treatment methods are currently used at FPC:

>

Risk avoidance — withdrawing from an activity or project
associated with a particular (inherent) risk where other
treatment strategies (risk mitigation, risk sharing, risk
acceptance) are not economically viable or feasible. Given
that any activity of the Company is associated with risks
and complete withdrawal from any activity leads to its
discontinuation, this strategy can be used to manage
individual, specific risks (and/or new activities, projects).

In 2020, FPC's regulatory and methodological framework was
updated to bring it in line with Russian Railways' regulatory
framework:
- A number of standards and guidelines were developed
and approved:
~ Methodological Recommendations for Determining
the Acceptable Amount of Risk (Risk Appetite)
~ Methodological Recommendations for Risk Management
and Internal Control
— Regulations on Interactions within the Risk Management
and Reporting Process
-~ Approaches to FPC's risk identification, analysis and evaluation
were improved

Plans for 2021 include further improvements to the RMICS at FPC
and aligning it with a project to improve and further develop
the integrated risk management framework at Russian Railways.

Lower or no price indexation
Changes in the economic and political environment in Russia
- Deteriorating social and demographic situation in urban
and rural areas
- Lower household purchasing power and real disposable income
Exchange rate volatility
- Increased governmental support for air transport

N\
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- Risk mitigation — risk treatment involving activities to reduce
the likelihood of a risk event and/or the potential impact of its
occurrence to an acceptable level.

- Risk mitigation activities may include both the deployment
and execution of control procedures and the implementation
of other measures (e.g. creating provisions to cover losses
caused by a risk event).
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—~ Risk acceptance - a risk treatment method where no active
risk treatment is used, applied where: a) the level of risk
is acceptable; and b) risk avoidance, mitigation or sharing
are not economically viable or feasible (e.g. political
or macroeconomic risks).

- Risk sharing — transfer of a risk where the Company's
risk mitigation is ineffective, while the level of risk
is not acceptable (the risk cannot be accepted) and third-
party services can be used for risk treatment. Risk sharing
is mainly aimed at mitigating the consequences rather than
the likelihood of risk occurrence.

Risk management process stages

In line with the Policy, the risk management process at FPC
consists of five stages:

Risk identification

Risk analysis

Risk treatment

. Monitoring and review

Communication and consultation

QIR RENIES

As part of these processes, risk reports are prepared to be
submitted to the executive bodies, Audit and Risk Committee,

the Company's Board of Directors and external stakeholders (if
necessary), including information on risks, risk treatment measures
and effectiveness of the RMICS.

\ %

/
1 Risk identification

Estimating FPC's exposure to risks which, if realised,
may affect the achievement of objectives and/or
cause losses

~

%4 Monitoring and review

Timely monitoring of risk portfolio changes,
communicating and responding to risk occurrence

Communication and
consultation

\
2 Risk assessment and analysis

Determining the likelihood and magnitude
of the identified risks, ranking the risks to determine
the most significant/critical risks

% Risk treatment

Selecting and implementing appropriate risk
treatment methods (strategies) and activities
based on the analysis of the current risk level,
acceptable amount of risk and the cost-benefit
of risk treatment

N
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FPC's risk management structure

The risk management structure showed is in line with FPC's Risk Management and Internal Control Policy.

FPC's Board of Directors - Determines the principles of, and approaches to, setting up the RMICS at FPC,
> approves and revises the RMICS policy
~ Reviews the key risk register and establishes risk appetite
Audit and Risk Committee of FPC's - Monitors the risk management and internal control system for reliability
Board of Directors and effectiveness
~.| & Reviews and assesses the implementation of the risk management and internal con-
7 trol policy
- Reviews risk reporting, key risk register and risk portfolio
FPC's Audit Commission |%| - Verifies and reviews the RMICS operation
FPC's General Director ~ Ensures the implementation of RMICS-related decisions made by FPC's Board
> of Directors
~ Ensures the setting up, maintenance and development of the RMICS at FPC
FPC's Deputy General Directors ~.| = Organise activities to improve and maintain the RMICS within their area
7| of responsibility
Deputy General Director supervising -~ Coordinates improvement and development of the RMICS at FPC
FPC's structural unit responsible for
risk management coordination and \
internal control system development 7
FPC's structural unit responsible for -~ Develops and updates the general corporate regulatory and methodological fra-
risk management coordination and mework and the RMICS development programme
internal control system development ~ Coordinates the self-assessment (review) procedure for the RMICS
> -~ Consolidates and prepares FPC's risk appetite statement and metrics
-~ Conducts risk portfolio review and prepares consolidated reports
-~ Organises RMICS training
Units coordinating the risk ~ Develop and update the company-wide regulatory and methodological framework
management process for certain types > for managing certain types of risks
of risks
Units responsible for verification - Carry out systematic and consistent evaluation of the RMICS' reliability
(checks, audits, inspections, etc.) and effectiveness
~.| > Carry out verification and monitor the elimination of identified irregularities/gaps
7| > Develop proposals and recommendations to improve the RMICS' reliability
and effectiveness
FPC's unit heads ~ Set up and maintain the RMICS
) - Prepare proposals for risk appetite articulation and metrics
FPC employees ~.| = Runrisk management and internal control procedures, including the implementation
7| ofrisk treatment activities
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Key risks

According to the above methodology, eight risks were identified -~ Increase in passenger transportation cost

as key risks for FPC in 2020. - Variance from targeted effects of the implementation
- Decline in passenger-kilometres of strategic initiatives

- Poor train capacity utilisation - Failure to deliver key investment projects

- Decline in yields (deregulated segment) - Shortage of train crews

- Decline in yields (regulated segment)

Risk map

/N
In order to provide a visual representation of risks materiality, a risk

map has been developed.

Impact

a

The Y-axis of the risk map displays the magnitude (degree)
of the impact of identified risks on FPC's operations, while
the X-axis shows the likelihood of their occurrence.

()
(=)

Decline in passenger-kilometres

Poor train capacity utilisation

Decline in yields (deregulated segment)

(=)
(=)

Decline in yields (regulated segment)

Increase in passenger transportation cost

Variance from targeted effects of the implementation
@ @ of strategic initiatives

oW

7 Failure to deliver key investment projects
@ @ 8 Shortage of train crews
9 Failure to meet the revenue targets for baggage and
\ @ unaccompanied baggage transportation
AN .
Likelihood 7 13 Failure to meet covenant targets
25 Failure to complete, or poor quality of, the revamping
of carriage-washing, and blasting and painting
FPC's risk profile for 2021 facilities
30 Damage to business reputation
31 Failure to recover losses from theft of inventories
) 33 Social tensions among staff
= High 12-25
101 Occupational injuries
= Medium 5-10 8 e )

Insignificant (low) -4 88
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Key risks and the Company's strategy

FPC's operations are carried out in accordance with the Company'’s
Development Strategy to 2030 (the “Strategy”), which incorporates
the parameters contained in the following documents approved

by the Government of the Russian Federation: Transport Strategy
of the Russian Federation to 2030, Strategy of Railway Transport
Development in the Russian Federation to 2030, and the Long-
Term Development Programme of Russian Railways to 2025.

In addition, the Strategy identifies the following list of strategic

benchmarks:

-~ Passengers carried

- Revenue

-~ EBITDA

~ Net debt/EBITDA

-~ Carriage acquisition

Major factors that affected FPC's KPI performance in 2020:

-~ Changes in the macroeconomic environment taking place
faster than anticipated

- Deterioration of the geopolitical situation (US dollar, euro, Swiss
franc exchange rates, imposition of sanctions against Russia)

- Competition from alternative modes of transport (air, road)

Shorter average distances travelled by passengers

Increased fares in the regulated segment with no

compensation from the government

-~ Aggressive pricing policy of air carriers, aircraft fleet renewals,
expansion of air carrier route networks, increased choice
of flights, increased subsidies to air carriers

-~ Growing competition in the domestic market for rail passenger
services

N\

Internal control

Internal control at FPC is carried out in accordance with the Risk
Management and Internal Control Policy.

Internal control is an integral, indispensable part of the risk
management system, while the risk management and internal
control system is part of corporate governance.

~ Changes in demand for passenger services (including shifts
in passenger traffic from domestic to international travel,
growth in the cost of accommodation and recreation in major
cities of the Russian Federation and its tourist and recreation
destinations)

-~ Decrease in the households' nominal income and inflation rising
above forecast

-~ Epidemic outbreaks

The Strategy outlines a number of strategic projects that

drive the achievement of the objectives set. Strategic projects

are implemented by FPC taking into account the macroeconomic
situation in the country, with appropriate adjustments to the pace
and scale of implementation and the amount of resources
required.

Since key risks may have a significant negative impact

on FPC's operations, the achievement of strategic goals,

and the implementation of the Strategy, the Company pays

due attention to managing its key risks. Key risks are approved
by the General Director based on a decision made by FPC's
Board of Directors following a risk review and taking into account
the opinion of the Audit and Risk Committee, with the Board

of Directors following up on key risk treatment activities by FPC
units.

Internal control serves as a key risk management tool, addressing

the following tasks:

- Creation of a control environment enabling both
the development and implementation of risk treatment control
procedures and the operation of the risk management process
across all stages

- Effective information sharing and communication both within
the Company and with external stakeholders

-~ Ensuring proper monitoring of the set-up and operation
of the risk management process across all stages



