


We are Russia’s second largest hypermarket operator and sixth largest food retailer, as 
measured by 2013 sales1. We pursue a distinctive, price-led hypermarket model with 
broad customer appeal, and conduct our business so as to drive sales volumes and min-
imise operating costs. In 2013, we achieved the highest sales per sq. m. of selling space 
among Russian publicly-traded food retailers (based on publicly available information).

Headquartered in St. Petersburg where our business was founded in 1993, we have 
evolved into a federal retail chain with operations in six of Russia’s eight federal dis-
tricts. As of 31 December 2013, we had a total of nearly 508,000 sq. m. of selling space, 
comprised primarily of 77 hypermarkets with an aggregate selling space of over 495,000 
sq. m. in 45 cities, including Russia’s largest cities of St. Petersburg and Moscow and 43 
other cities with populations ranging from approximately 80,000 people to over 1,000,000. 
Our hypermarkets are located mainly in high-density residential areas on major high-
ways, targeting the daily / weekly shopping of a diverse range of customers.

In March 2014, our Shares started trading, in the form of GDRs, on the London Stock 
Exchange after being admitted to the Offi cial List of the U. K. Listing Authority, and on 
MICEX following approval by the Russian authorities.

1Based on publicly available market information and Infoline estimates.
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We sell food, beverages and non-food products through our hypermarkets, compact hypermarkets and our small but 
expanding supermarket chain in and around Moscow. As of 31 December 2013, we operated 77 hypermarkets (68 
owned, nine leased) with a total selling space of 495,368 sq. m. in 45 Russian cities located in six of Russia’s eight 
federal districts. We do not operate in the North Caucasus or Far East federal districts and have no plans to do so. 

The following map of Russia indicates the locations of our hypermarkets and hypermarket distribution centres by 
federal district at the end of 2013: 

Lenta — a snapshot

Our growth strategy
Our business strategy is aimed at further capitalising on 
the strong growth outlook for the Russian retail market; 
sustaining like-for-like growth; rolling-out new stores 
across the country; and extending our market reach 
through the evolution of our store formats. Because we 
have invested in our operational capacities ahead of 
our store growth, the scalability of our operations—in 
terms of supply chain operations, IT systems and HR 
management—is a critical advantage in implementing 
this strategy. Pursuing this growth strategy over the 
course of the last two years, we signifi cantly stepped up 
our rate of expansion – growing selling space by 35% in 
2013 alone – and over 2014-2016 intend to double our 
selling space. 

Our growth strategy is based on:
•  continued focus on our customer proposition 

using customer behavior insight derived from the 
loyalty card to drive like-for-like growth;

•  continued expansion of our hypermarket footprint, 
both in cities where we have existing stores and in 
new locations;

•  ongoing evolution of our store formats; and 
•  further leveraging of our supply chain operations, 

IT systems and HR management. 

A distinctive business model
Our distinctive customer proposition is centred 
on ‘value-for-money’: we offer quality products 
at prices that are designed to give our custom-
ers a cost saving of at least 5 % on their basket. 
Our customers achieve this saving by using our 
loyalty card, which grants a 5 % discount on all 
articles and triggers the application of promo-
tion prices; in turn, the use of our loyalty card 
gives us valuable insight into our customers’ 
purchasing preferences.

Underpinning our low-price customer proposition is 
an effi cient business model supported by a fl exible, 
low-cost supply chain, a high level of owned selling 
space and highly effi cient store operations, organ-
ised around standardised formats and disciplined 
product ranges.

We offer a broad assortment of high-quality products 
while maintaining effi cient inventory management by 
maintaining a more disciplined list of SKUs compared 
to our competitors. We put particular emphasis on 
product lines attractive to families and women and a 
strong focus on Russian specialties, own-brand and 
fresh ranges as well as regional / local produce.

The table below shows the total number of our hypermarkets by federal district 
and the percentage they comprise of all our hypermarkets and total hypermarket 
selling space at year-end 2013:

Total hypermarkets in operation as of 31 December 2013

Federal district Number of
hypermarkets

Percentage by
number

Percentage by
selling space

St. Petersburg 16 20.8 % 22.2 %
North-West (excluding St. 
Petersburg) 7 9.1 % 8.3 %

Moscow 1 1.3 % 0.6 %
Central 
(excluding Moscow) 9 11.7 % 9.4 %

Volga 14 18.2 % 19.8 %

South 10 13.0 % 13.3 %

Urals 4 5.2 % 5.7 %

Siberia 16 20.8 % 20.8 %

Total 77 100 % 100 %

Lenta: an innovator 
in Russian retailing
Established in 1993, we initially focused on carrying out a wholesale business in St. Peters-
burg. Subsequently, we moved into retail, opening our fi rst hypermarket in 1999, keeping an 
emphasis on our low-cost offering while expanding our product range and transitioning to 
a retail hypermarket format. In the early 2000s, we rolled out our hypermarket format, and 
between 2005 and 2009, we opened 30 new hypermarkets across 17 cities. New institutional 
shareholders invested into our business as we expanded. In May 2007, the EBRD became 
an investor, followed by TPG Capital and VTB Capital Private Equity in October 2009.

The following table shows the expansion of our hypermarket network from our St. Peters-
burg base across the key federal districts over recent years:

Federal district 2006 2007 2008 2009 2010 2011 2012 2013

St. Petersburg 10 13 14 14 14 14 16 16
North-West 
(excluding St. Petersburg) – 2 2 2 4 4 6 7

Moscow – – – – – – – 1

Central (excluding Moscow) – – 1 1 1 2 5 9

Volga – 3 6 6 6 6 8 14

South 1 2 4 5 6 7 7 10

Urals 1 1 1 1 1 1 2 4

Siberia 2 5 6 7 7 8 12 16

Total 14 26 34 36 39 42 56 77
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Highlights of 2013
January

February

March

April

May

June

July

August

September

October

November

December

•  Moody’s assigns us an A1.ru (stable outlook) national scale rating, 
a B1 (stable outlook) corporate family rating and a B1-PD probabil-
ity of default rating

•  Standard & Poor’s assigns us and Lenta LLC, our main operating 
company, a corporate credit rating of B+ (stable outlook)

•  We open our fi rst hypermarket in Ufa
•  Lenta LLC issues three tranches of bonds in an aggregate amount 

of RUB 10 billion, which mature in March 2020 and are admitted to 
trading on the Moscow Exchange

• We open our fi rst of 10 supermarkets in Moscow
•  We launch operations at our leased Moscow distribution centre to 

coordinate supermarket supplies
•  We extend our owned distribution centre in St. Petersburg to 

27,216 sq.m.

• We open our fi rst super-compact hypermarket in Moscow

• We open our fi rst hypermarkets in Taganrog and Ulyanovsk

• We open hypermarkets in Armavir and Belgorod 
• We launch operations at our owned Moscow distribution centre

• We open our owned Novosibirsk distribution centre 

• We open our second hypermarket in Ulyanovsk

• We open our fi rst hypermarket in Tomsk

•  Michael Lynch-Bell is appointed as an independent non-executive 
director and Chairman of our audit committee

• We open hypermarkets in Belgorod, Bryansk, Togliatti and Voronezh 

•  Anton Artemyev is appointed as an independent non-executive 
director 

•  We open nine hypermarkets in a single month – in Cherepovets, Izhevsk, 
Kemerovo, Nizhniy Tagil, Novokuznetsk, Perm, Rostov-on-Don, Saratov 
and Yurga – bringing total hypermarket openings for the year to 21

Total selling space (‘000 sq.m.)

287
376

508

2011 2012 2013

Financial highlights

Total Number of Stores

hypermarkets supermarkets

2011 2012 2013

42
56

77
10

Total sales (RUB, millions)

89,766 109,910
144,266

2011 2012 2013

Gross Profi t (RUB, millions)

16,711
22,677

31,457

2011 2012 2013

Adjusted EBITDA (RUB, millions)

9,079
12,718

16,395

2011 2012 2013

Net Profi t (RUB, millions)

1,697

5,136
7,092

2011 2012 2013
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In my fi rst Chairman’s report for Lenta as a 
public company, I am delighted to update 
shareholders on a very successful year for the 
business. It has been a transformational year, 
which has positioned the company well for the 
long-term. We have not only delivered record 
sales, EBITDA1 and profi t in the period, we 
have also accelerated our rate of expansion 
dramatically and completed our initial public 
offering and listing on the London and Moscow 
Stock Exchanges, despite the market volatility 
arising out of events in Crimea and Ukraine.

During this period of change, we have main-
tained our strong focus on expansion but 
also broadened our geographic and format 
reach. We entered 14 new cities and fi n-
ished the year with 35 % more selling space 
after opening 21 hypermarkets, and we also 
successfully opened our fi rst 10 supermarkets 
in Moscow. The popularity of our offer has 
meant that our new stores have continued 
to perform strongly and this, combined with 

Chairman’s report
industry-leading like-for-like growth of 10 %, 
delivered 31 % total sales growth in the year, 
accelerating to 35 % in 2H 2013. Our strong 
trading performance has continued into 2014, 
setting the expectation for another year of 
strong progress.

We welcome our new shareholders who have 
joined us through the IPO to participate in the 
Lenta growth story. I am delighted to say that 
some of the world’s largest and most prestig-
ious investment fi rms have joined us on our 
journey. We believe our business is very well 
positioned to capture a substantial share of the 
signifi cant growth potential in the fragmented 
and underpenetrated food retail market in 
Russia. Moreover, the growth proposition our 
shareholders have invested in is being led by 
a very experienced international management 
team, supported by strong corporate govern-
ance structures and board composition with 
independent representation, all of which have 
been strengthened during recent months.

In 2013, we welcomed two new independent 
non-executive directors to the Board: Michael 
Lynch-Bell, who retired from Ernst & Young as 
Senior Partner in 2012, has joined our Board 
as chairman of the audit committee; and Anton 
Artemyev, who has extensive senior FMCG 
(fast-moving consumer goods) experience in 
Russia and Eastern Europe, most recently 
as a member of the executive committee of 
the Carlsberg Group, has joined our audit, 
remuneration and nominations committees. 
We also appointed Steve Johnson as senior 
independent non-executive director: Steve has 
been one of our non-executive directors since 
2010 and brings a wealth of retail experience, 
having served previously in roles such as Mar-
keting Director of Asda and CEO of Focus DIY. 

As we accelerate our store expansion both 
in our existing cities of operations and in new 
locations, the Board takes into account the 
broader impact our business can have on com-
munities where we operate. We are a major 

local investor and employer and, given the 
local nature of much of our product assortment, 
we are often also a major customer for local 
suppliers. In terms of our social programmes, 
we contribute to the development of the com-
munities in which we trade by participating in 
charitable and social programmes, for example 
providing sports facilities and road infrastructure 
in the areas around our stores. We also realise 
that our performance is in large part determined 
by the quality of our staff, and with this in mind 
we ensure that local staff have every possible 
opportunity to advance their careers.

To conclude, I would like to say that the Board 
is delighted with our progress in 2013. The 
business is already the second largest hyper-
market chain in Russia, and we plan to deliver 
additional growth, value and returns to our 
shareholders by capitalising on the strength 
and popularity of our store formats as we 
progress towards our target of doubling our 
selling space in 2014-2016.

We entered 14 new cities and fi nished the year with 35 % more selling space after opening 
21 hypermarkets, and we also successfully opened our fi rst 10 supermarkets in Moscow. 

The business is already the second larg-
est hypermarket chain in Russia, and we 
plan to deliver additional growth, value and 
returns to our shareholders by capitalising 
on the strength and popularity of our store 
formats as we progress towards our target 
of doubling our selling space in 2014-2016.

John Oliver
Chairman

after opening 21 hypermarkets, and we also 
successfully opened our fi rst 10 supermarkets 
in Moscow. The popularity of our offer has 
meant that our new stores have continued 
to perform strongly and this, combined with 

1As defi ned in the Glossary to the annual report. A reconciliation of EBITDA to IFRS profi t is pre-
sented in tabular format at note 6 to the Consolidated Financial Statements. 9 | Annual Report 2013



We are pleased with our fi nancial and oper-
ational performance in 2013. Our results 
refl ect the popularity of our distinctive, price-
led hypermarket model and it is particularly 
encouraging that they were achieved during 
a period of rapid acceleration in our rate of 
expansion and the additional costs linked to 
it. I believe this performance demonstrates 
that we are delivering on our exciting vision 
for growth, which is gathering signifi cant 
momentum, and that the business is 
well-positioned for the long term.

Over the past few years we have devel-
oped a store format that has universal 
customer appeal. Bringing this highly 
competitive format, whose excellent per-
formance ratios — from sales densities to 
EBITDA margins — refl ect the strength of 
that appeal, to more customers and com-
munities across Russia is a key element 
of our strategy for growth. As we pushed 
ahead with our store roll-out programme 

Chief Executive Offi cer’s report

in 2013, we opened 21 new hypermarkets 
and launched our fi rst 10 supermarkets, 
increasing total store selling space by 35 % 
during the year, representing 49 % more 
new space opened than in 2012 and a fi ve-
fold increase from 2011.

With a total of 77 hypermarkets in 45 cities 
and 10 supermarkets in Moscow, providing 
selling space of approximately 508,000 
sq.m. as of 31 December 2013, we have 
consolidated our position as the second 
largest hypermarket chain in Russia.

We already have the logistics capacity to 
handle more than 120 hypermarkets across 
Russia. We now plan to double our selling 
space in 2014-2016 and we are continuing 
to invest ahead of growth in all aspects of 
our infrastructure. In 2013, we continued 
to upgrade our supply chain, and we are 
now maintaining stock availability of over 
97 % across our entire range of produce. 

Jan Dunning
Chief Executive Offi cer 

Chief Executive Officer’s report
Our supply chain operation and logistics 
contributed signifi cantly to our high oper-
ating margins during the year and enabled 
us to implement our accelerated expansion 
plans. Our HR strategy is also a crucial 
component of our growth plans to ensure 
that existing stores deliver consistent 
standards for customers as well as operate 
effi ciently and future store roll-out plans 
are smoothly executed and sustainable. 
To this end, we have established divisional 
HR teams in the North-West, Central, 
South and Siberian regions, guided by the 
principle that the proximity of HR teams to 
local stores is a key element in the success 
of our store operations. We believe that our 
strong profi le as an employer will increase 
the appeal of the business to recruit, 
develop and retain high-calibre employees 
and managers in the future.

Despite the evident signs of a slowdown in 
the broader Russian economy, we expect 

continued growth in the Russian food retail 
sector, which remains highly fragmented 
and underpenetrated. We expect the mar-
ket to grow four times faster than the Euro-
pean average, making Russia Europe’s 
largest grocery retail market by 20181. Our 
ability to capture this growth by satisfying 
our customers’ needs and providing quality 
products at low prices has contributed to 
excellent fi nancial and operating results. 
The combination of new store openings 
and solid like-for-like sales growth of 10 % 
(and 12 % in the second half) together 
with the increase in sales from new stores 
delivered 31 % growth in 2013 total sales, 
and we continue to see robust consumer 
demand in the wider Russian market.

We also maintained strong levels of profi t-
ability during 2013 despite stepping up our 
rate of expansion. Adjusted EBITDA grew 
29 % and net income by 38.1 % for the full 
year, with higher volumes and greater effi -

We now plan to double our selling space in 2014-2016 and we are continuing to invest 
ahead of growth in all aspects of our infrastructure. 

Looking forward, 2014 is another important 
year for us and it has started well. Our strong 
trading has continued into the fi rst quarter 
of 2014: year-on-year, our total sales grew by 
37.3 %, underpinned by a 36.3 % increase in 
selling space and growth of 13.6 % in like-for-
like sales.

1According to Euromonitor statistics.

EBITDA margins — refl ect the strength of 
that appeal, to more customers and com-
munities across Russia is a key element 
of our strategy for growth. As we pushed 
ahead with our store roll-out programme 
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ciencies achieved by our low-cost and scala-
ble business model offsetting the considera-
ble increase in expansion-related costs.

In addition to the effi ciency of our opera-
tions, a key aspect of the success of our 
offering is our product assortment, which is 
regularly adjusted and tailored to custom-
ers’ changing needs using data collated 
from our loyalty card programme. In 2013, 
approximately 90 % of our sales were con-
ducted using our loyalty card, and at year-
end 2013, we had 4.8 million active loyalty 
card holders1. The data it provides enables 
us continuously to hone our assortment 
and eliminate underperforming SKUs.

A key attraction for customers and a 
differentiating feature for our stores is our 
emphasis on quality products, sourced 
from a variety of local, Russian federal and 
international suppliers, with much of our 
fresh food prepared in-store. Regional / local 
produce features highly in our assortment, 
and in 2013 we sourced 17.3 % of our total 
products (and 36.5 % of our fresh food 
products) from regional / local suppliers. We 
intend to further increase sourcing from 
regional / local suppliers, as locally-sourced 
products have proven popular with our 
customers given the variation in tastes 
across a country as large and as diverse 
as Russia, and they also help us realise 
supply chain effi ciencies.

Looking forward, 2014 is another important 
year for us and it has started well. It is our 
fi rst year as a listed company, and certainly 
there are both opportunities and challenges 
ahead. Our strong trading has continued 

into the fi rst quarter of 2014: year-on-year, 
our total sales grew by 37.3 %, under-
pinned by a 36.3 % increase in selling 
space and growth of 13.6 % in like-for-like 
sales. This like-for-like sales growth in turn 
refl ects like-for-like traffi c growth of 6.1 % 
combined with a 7.0 % increase in like-
for-like average ticket. We have opened 
three new hypermarkets as of the end of 
April and have plans to open a total of 
24 hypermarkets and 15 supermarkets 
this year. Our like-for-like growth in 2014 
will benefi t from more maturing space in 
our store base due to rapid expansion in 
2012 and 2013. In addition to accelerating 
our store opening programme, targeted 
investments in our customer proposition 
and our standards of operational execution 
will drive top-line growth, leaving us well 
positioned to participate fully in the rapid 
growth of modern retail formats in Russia. 
As a result, we expect to deliver sales 
growth and like-for-like growth at or above 
the levels achieved in 2013. We also 
expect further effi ciencies from our low-
cost business model, which will play a key 
role in funding a considerable increase in 
costs associated with our expansion.

Overall, I believe we are very well posi-
tioned to capitalise on the opportunities 
which we see for the business. Our market 
is large, growing and underpenetrated, we 
have a winning format with customers, we 
are fi nancially strong, we have modern, 
fl exible infrastructure which is ready for 
growth and we have a skilled and experi-
enced team.

On that note, I would like to recognise the 
contribution of our people to our continued 
success. Over the past year our employ-
ees and management have continued 
to show the value of their skill and expe-
rience. Their hard work and dedication 
have led to another successful year for our 
business, and I thank them for their effort. 
Additionally, the management team wishes 
to express thanks for the support of our 
shareholders, many of whom joined us 
through the IPO earlier this year.

We have opened three new hypermarkets as 
of the end of April and have plans to open a 
total of 24 hypermarkets and 15 supermar-
kets this year. 
Our like-for-like growth in 2014 will benefi t 
from more maturing space in our store base 
due to rapid expansion in 2012 and 2013. 

We are a leader in the rapidly growing Russian food retail market. 

Business review

Lenta: the Russian hypermarket

1I.e. customers who had purchased goods at one of our stores at least twice in the past 
12 months using our loyalty card.

1In respect of stores opened at least 12 full months by December 2013.

Lenta’s hypermarket model is focused on delivering quality food products for the lowest prices in the markets where 
we are present. Strong relationships with key suppliers, combined with low operational costs, a strategy of real-es-
tate ownership, and effi cient IT, HR and supply-chain management enable us to implement our distinctive, price-led 
hypermarket model. Under the leadership of an experienced management team with international and local retailing 
expertise, our model has delivered strong fi nancial performance.

In contrast to the suburban large-store format often deployed in Western Europe and North America, our hypermar-
kets are primarily located in high-density urban residential areas, with a critical mass of resident customers within the 
surrounding catchment area. We have three standardised sizes for our hypermarkets, each designed to be appro-
priate for expected customer traffi c in the catchment area and the size of the available site in a given location. As at 
year-end 2013, the typical features of our stores were as follows:

Our hypermarkets currently range in size from 2,600 
sq. m. to 10,400 sq. m. with, as of 31 December 2013, 
an average size of 6,400 sq. m. Within this range, the 
average size of our hypermarkets was 7,260 sq. m. for 
standard format stores; 4,860 sq. m. for compact format 
stores; and 3,388 sq. m. for super-compact stores.

The majority of our hypermarkets are standalone stores 
although, as of 31 December 2013, 15 were located 
within shopping malls. The number of stores located 
within shopping malls is likely to grow in the future given 
the growth of mall development in Russia, our growing 
experience of operating successfully in malls and our 
increased use of compact and supercompact hypermar-

Standard Compact Supercompact 

Total sq. m of selling space 406,554 58,326 30,488

Number of hypermarkets 56 12 9

Selling space/store (sq. m.) 7,000 5,000 3,000

Total space/store (sq. m.) 13,200 8,900 5,600

Number of parking spaces 500 400 150-200

Plot size (ha) 4.0 2.5-3.0 1.2

SKUs 24,000 20,300 15,000

Non-food space (sq. m.) 2,000 1,300 700

Non-food space share (%) 26 21 22

Non-food sales share (%) 15 14 11

Like-for-like average sales density for 2013 
(RUB thousand/sq. m.)1 381 517 471

ket formats, which are more likely to fi t available prem-
ises within malls. Each of our hypermarkets has adjacent 
parking spaces; we estimate that around two-thirds of 
our hypermarket customers arrive by car.

Consistent with our aim to provide one-stop shopping 
and increase traffi c, our hypermarkets usually include a 
side gallery in which we rent out space for small stores 
that provide complementary services or products, for 
example, dry-cleaners, mobile phone stores, photo 
services, cafes, pharmacies and travel agencies. We 
also usually install multiple ATMs for our customers at 
our hypermarkets.

there are both opportunities and challenges 
ahead. Our strong trading has continued 

1I.e. customers who had purchased goods at one of our stores at least twice in the past 
12 months using our loyalty card.
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Easy to shop; efficient stores

We have considerable experience in rolling 
out new stores, and our teams have honed 
their skills during the last two years’ rapid 
expansion when we opened a total of 35 
hypermarkets. In total, we have over 100 peo-
ple in real estate development and construc-
tion, including three development directors, 
each focusing on different regions. 

While this broad appeal is fundamen-
tal to our success, we particularly focus 
on attracting families and women, as we 
believe this customer base has decisive 
input into food shopping choices. Consist-
ent with this focus on families and women 
as a key customer group, we provide chang-
ing rooms, baby-friendly shopping carts and 
consistently high standards of cleanliness. 

We have developed clear, logical and easy-to-nav-
igate standard layouts and designs for our three 
hypermarket formats designed to provide customers 
an effi cient and pleasant shopping experience. The 
functional fi t-out of our stores with high-rack storage 
visually reinforces our ‘value-for-money’ proposition 
to customers. For leased stores, we follow the stand-
ard layout to the extent practicable. This standardi-
sation creates a consistent offering, familiar and rec-
ognisable to customers. Our central merchandising 
team oversees store layout, as well as its conformity 
to Lenta standards and its adjustment for promotional 
activities and in light of feedback.

Customers have access to large, free-of-charge and 
well-lit parking areas adjacent to our hypermarkets. 
Our standard layout features clean, well-lit sales 

As of 31 December 2013, we owned 68 of our 77 hyper-
markets in operation comprising approximately 460,000 
sq. m. (around 92 %) of our aggregate hypermarket 
selling space, refl ecting that 62 of our hypermarkets 
were stand-alone premises (all owned) and 15 were part 
of shopping malls (of which nine were leased). In the 
medium term, we plan to own a minimum of 80-85 % of 
our hypermarket selling space.

The benefi ts to us of ownership are compelling and 
include: the ability to choose store locations so that our 
stores are located on the sites and in the cities that sat-
isfy our selection criteria; the timing of store openings is 
more predictable and reliable; protection against rental 
infl ation and against disruption due to the termination 
of leases; enhanced standardisation across stores; and 
potential increase in the value of our real estate portfolio. 
While the ownership strategy requires a higher level of 
capital expenditure, we believe this approach confers 
sustainable strategic advantages on our business.

We are committed to our customer-focused 
approach. Our commercial managers and retail 
teams have many years of experience and seek to 
deliver an attractive, competitive offering for cus-
tomers across the key elements of the shopping 
trip: price, promotional offers, product range, qual-
ity, availability, service and shopping environment.

This approach underpins our broad customer 
appeal. In-store staff are intensively trained to 
provide excellent service to customers. As a 
result, we attract a broad customer base wherever 
we trade — across all categories of age, gender, 
income, marital status and profession.

Standardised store layouts – simple for customers and low cost

Skilled property teams support expansion

Owning our Stores puts us in control

Delivering for customers

areas, and a broad range of well-presented and 
easily accessible products laid out in consist-
ent locations across the network. The layout is 
designed to put particular emphasis on fresh food 
products with visually attractive fruit and vegeta-
ble displays being centrally located, close to other 
fresh items, and includes a prominently placed 
promotions aisle for offers and specials. We seek 
to minimise customer queuing times by sched-
uling staff and checkout operation carefully and 
hiring workers from outside service providers to 
ensure availability at peak periods without excess 
capacity and cost. Our use of high racks in the 
dry food / non-food areas of our hypermarkets to 
store inventory both maximises the available sales 
area by reducing the space used for storage and 
reduces in-store handling of inventory.

The staff is organised into three development teams (with 
another to be added this year). We have signifi cantly 

increased the FTE count directly involved in develop-
ment and construction: from 60 as of year-end 2012 to 
111 as of year-end 2013. We intend to continue adding to 
this group to support our expansion programme.

We have a rigorous and effective process to evaluate 
proposed new store openings, involving the develop-
ment and construction, marketing, commercial, central 
and regional operations and fi nance departments, 
among others. This process takes into consideration 
economic, demographic and strategic factors; commer-
cial factors; technical and physical factors; and environ-
mental and legal factors.

We also own three of our fi ve distribution centres (and 
expect to construct a further three owned distribution 
centres in 2014-2015, with construction commenced on 
two), thereby enhancing the security of our supply chain.

Our strategy is to continue to expand rapidly through 
building new stores or fi tting-out new rented space, with 
the intention of doubling our selling space in 2014-2016. 
In 2013, we opened 21 new hypermarkets in 14 new cit-
ies. We have a strong pipeline of over 70 projects for the 
years 2014-2016, that will allow us to deliver at least 24 
hypermarkets in 2014 and to double the selling space 
over the next three years. We are currently construct-
ing stores in Almetievsk, Krasnoyarsk, Moscow, Nizh-
nekamsk, Novorossiysk, Novosibirsk, St. Petersburg, 
Surgut, Tyumen, Yelino (Moscow region), Yoshkar-Ola 
and Zheleznovodsk, all scheduled to open in 2014. In 
addition, we own four plots, lease four plots and have 
an investment contract for one plot where we intend to 
build hypermarkets.
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The Lenta Card: a uniquely powerful 
driver of loyalty
We have an industry-leading loyalty programme, which is highly valued by our 
customers. As of 31 December 2013, we had 4.8 million active cardholders. In 
2013, approximately 90 % of sales were made to active cardholders. In applying 
for a loyalty card, for which we charge a one-time fee of RUB 200, the applicant 
self-reports various demographic data to inform our customer strategy.

Loyalty-card customers benefi t from a number of exclusive benefi ts that are not 
available to customers without the Lenta card:

• a 5 % discount on total purchases;
• access to further discounts for special and seasonal offers; and
• discounts on future shopping trips.

These benefi ts are intended to sustain customer loyalty, reinforce our low-cost repu-
tation, and maintain sales volumes throughout the year.

We are able to track the purchases made by customers using their loyalty card, 
providing valuable feedback on customer shopping habits. Analysis of the data 
provided by our loyalty card through our «Big Data Customer Insights Pro-
gramme» is providing detailed insight to enable us to improve our offering for 
customers in the key areas, from merchandising and marketing to store design. 
This allows us to:

•  distinguish and track various segments of customers to effectively target direct 
communications, as well as to identify key value items («KVIs») to be included in 
our weekly price checks;

•  segment customers according to their specifi c shopping habits to tailor assortment 
and shelf layout to match customer preferences;

•  identify changes in shopping habits for each customer, so as to, for example, iden-
tify the impact of competitors opening in our catchment area;

• understand the main purpose of each customer visit;

•  target customers with direct mail offerings on a quarterly basis, featuring the prod-
ucts that are most relevant to that individual customer, building loyalty and stimu-
lating additional customer visits;

• give customers individualised coupons to stimulate repeat traffi c;

•  understand the effectiveness of in-store promotions, improve their reach and max-
imise their appeal to customers;

• obtain valuable insights into customer shopping habits to inform overall store layout; and

•  measure the development of customer shopping habits of larger groups, allowing 
us to understand the nuances of the evolving Russian consumer marketplace.

In 2013, we engaged emnos GmbH, a consultancy fi rm specialising in this fi eld, 
to assist us in the analysis of data gathered through the loyalty card programme, 
which we believe will further develop our capacity to refi ne key aspects of our offer-
ing for customers and become an important driver of like-for-like sales.
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The hypermarket price leader

24,000 SKUs

Our core pricing proposition is ‘value-for-money’. 
Our model is about generating profi t mainly from 
high traffi c, turnover and a low cost base, not high 
gross margins. In 2013, we enjoyed like-for-like 
sales growth of 10.0 %, on top of the 13.5 % like-
for-like growth delivered in 2012.

Our practice is to set pricing such that our hypermar-
kets offer customers using our loyalty card receive 
a price advantage of at least 5 % compared to the 

We employ a number of special, seasonal, event-
driven and loyalty programme-based discount 
offers to further increase our price competitive-
ness. Our marketing strategy aims to increase 
customer loyalty, build brand awareness, attract 
new customers within our current markets and 
facilitate entry into new markets. Promotions are 
tailored to local conditions and tastes.

We maintain a long-term promotional calendar that 
is updated in light of sales feedback and market 
opportunities. Our promotional strategy is not sup-
plier-driven. Goods sold in promotions constituted 
roughly a quarter of our total sales in 2013. We 
conduct three main types of regular sales promo-
tions to cardholders:

•  weekly promotional deals, particularly on fresh 
foods that drive customer traffi c, advertised 
on store facade signage, billboards and local 
radio / television / internet;

•  every two weeks, we publish a catalogue pro-
moting dry food, fresh food and non-food offers, 
which is distributed in stores and their catchment 
areas; and

•  seasonal catalogues and event-driven announcements 
of discounted pricing (e.g., Lenta’s anniversary).

price at our principal local competitor. In addition, we 
obtain and monitor frequent price reports on local 
competitors (including local grocers and traditional 
multi-stall covered markets) on at least 1,000 articles, 
with price reports on certain KVIs, particularly fresh 
items, reported as often as every other day. We do 
not price by reference to target margins. Our central-
ised commercial team can implement price changes 
at any time at any store, and we do so frequently to 
adjust pricing to the competitive environment.

The assortment of products available at our hypermar-
kets is regularly revised based on market developments, 
customer behaviour, information from suppliers, our 
understanding of evolving customer needs and relevance 
to our proposition. We believe that the continual adjust-
ment of our product range and mix, constantly replacing 
underperforming, less popular products with new ones 
selected on the basis of customer feedback and mar-
keting information on customer behaviour, maintains 
the appeal and relevance of our offering. We tailor our 

In developing and deciding the products and the 
extent of discounts for our promotions, we prioritise 
promotions by their relevance to both customers and 
our business.

Regular loyalty promotions offer customers discount 
points which encourage customer traffi c, while 
targeted promotions, developed on the basis of 
loyalty card information, are carried out for specifi c 
purposes, such as re-attracting customers whose 
patronage has declined.

We employ a range of promotional and marketing 
tools upon the opening of a competitor store in the 
catchment area of one of our existing stores to pre-
serve our customer base.

In 2013, we spent approximately 0.94 % of total sales 
on marketing (approximately 0.7 % in 2012), split 
across (i) outdoor advertising on store facades, public 
transport, and billboards; (ii) printed advertising, princi-
pally catalogues and leafl ets; (iii) marketing, customer 
and pricing research; (iv) radio and television advertis-
ing; (v) in-store decorations and displays; (vi) customer 
relations activities; and (vii) internet marketing (includ-
ing website and email offers and the Lenta ‘app’).

While we control basic product assortment centrally to 
ensure a degree of standardisation across the network, 
we also adjust our product assortment to local conditions 
and tastes. The selection of these assortments is made 
by our commercial team, based on customer feedback 
and feedback from the operations team and based on 
the store-specifi c understanding of customer behaviour.

Given the strong trust that Russian customers place 
in traditional products, we differentiate our offering by 
putting additional emphasis on Russian national and 
regional / local products and, in 2013, sourced around 
17 % of products (and around 37 % of fresh food prod-

assortment to local taste, a differentiating factor vis-à-vis 
many of our competitors and of particular importance 
given the size of Russia and wide variations in taste 
across the country. 

Our assortment includes important ‘destination catego-
ries’, which are product areas where we make particular 
efforts to be perceived by our main customer target 
groups as the best place to buy and for which customers 
would therefore be willing to travel to our stores.

Our product assortment is driven by customer 
preferences with a broad, but disciplined range 
of products intended to satisfy customer demand 
while at the same time optimising turnover and 
minimising the inventory of slow-moving prod-
ucts, with an emphasis on popular Russian and 
regional / local products. In 2013, our average 
standard hypermarket had 24,000 products, of 
which 11,330 were dry food (approximately 46 % of 
total sales), 4,350 of which were fresh food (40 %), 
and 8,320 of which were of non-food (14 %).

Standard 
hypermarket 
had 24,000 
products

ucts) by purchase price from regional / local suppliers. 
We aim to further increase sourcing from regional / local 
suppliers as we continue our geographic expan-
sion, both in order to meet customer expectations for 
regional / local assortment and to benefi t from shorter 
delivery distances and times.

We strive to maintain an in-store availability rate for our 
products of at least 98 % (our in-store availability rate 
in 2013 was 97 %) to ensure that our customers are 
able to make their usual purchases. These levels are 
among the highest in our industry, both domestically 
and internationally.
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A food-centric hypermarket

Quality control and customer satisfaction

The organisation of our commercial department is built around the following main 
product groups: dry food, fresh food (including frozen foods) and non-food. We 
focus our offer on the food and everyday household needs of our customers. We 
sell non-food items but differentiate our customer offer by maintaining a very disci-
plined range and category coverage in general merchandise.

The table below summarises the stock, sales and supply details for our three main 
product categories.

We also offer a selection of private label products. These products are basic, every-day 
essentials, and of similar or equal quality to, similar brand-name products carried by our 
stores. As our private label products are sold at lower prices than branded products of like 
quality, our offering is intended to reinforce our ‘value-for-money’ proposition. Sale of private 
label products also further develops and diversifi es our supplier base, while allowing us to tai-
lor our assortment to satisfy specifi c customer needs independent of wider industry trends. In 
addition, our own-production activities accounted for nearly 9 % of sales in 2013 (of which 3 % 
represented own in-store production that are packaged under the private label Lenta brand).

The following table shows the share of turnover of our private label products (excluding 
non-branded direct imports and own-production) sold in our stores in 2013, as compared 
with 2012:

As regards private-label fresh food, we continue to 
optimise the cost of our own production activities. For 
example, in 2013 in St. Petersburg, we began cen-
tralising dough production and concentrating produc-
tion of salads and prepared meals to several loca-
tions (as opposed to producing separately in each 

We have established strict quality control proce-
dures at all of our distribution centres and stores 
and regularly monitor the quality of merchandise. 
Quality control is centrally implemented as goods 
fl ow through our centralised supply chain system and 
locally monitored as goods are laid out in the stores. 
We audit all our suppliers and their goods, with 

We sell private label products under a number of company-controlled brands:
•  365 Days: entry-price-point articles that compete with branded, non-branded and other private label articles 

over all product categories, with a strong presence in staple foods.
•  Lenta: our private label alternative to middle-price and premium dry and fresh food brands, generally priced 

approximately 15 % lower than such brands.
•  Dolce Albero: high quality sweets and exotic foods that serve as a good quality alternative to branded arti-

cles at a reasonable price.
• HomeClub: a lower-price alternative for home goods and textiles, storage goods and toys.
•  FM or Friend Made: a lower-price quality alternative for clothes, underwear, footwear, accessories and luggage.
•  SportClub: a lower-price alternative for sporting goods.
• Giardino Club: a lower-price alternative for gardening products.
• Lentel and Lentel Premium: electrical home appliances.

As this table demonstrates, in 2013 we expanded the share of total turnover of our 
private label goods. We intend to continue this expansion.

% 
of articles 
in average 

hyper-
market

% 
of total 
sales

% of sales 
of 

branded 
products

% supplied 
by 

federal 
Russian 

suppliers1

% supplied 
by 

regional/
local 

suppliers1

Dry Food
Including dry groceries, baby 
food, tea and coffee, beverages, 
cleaning materials, cosmetics and 
personal care

47 46 89 84 6

Fresh Food
Including fresh dairy products, 
fruit, vegetables, meat, fi sh, bread, 
cakes and frozen food

18 39 92 54 37

Non-food
Including household goods, do-
mestic textiles, toys, seasonal 
goods, gardening products, dec-
orations, sports and fi tness prod-
ucts, clothing, car accessories and 
home appliances

35 14 83 77 4

Year ended 31 December

2013 2012

Share of food total sales (%) 9.4 9.9

Share of non-food total sales (%) 17.1 13.3

Share of total sales (%) 10.5 10.4

1Measured by purchase price paid to supplier.

As this table demonstrates, in 2013 we expanded the share of total turnover of our 
private label goods. We intend to continue this expansion.

Share of total sales (%)

store) and in-store butcheries began using de-boned 
meat for carving rather than carcasses. This project 
will continue to roll out through 2015. We plan similar 
centralisation initiatives for other cities where we 
have multiple hypermarkets such as Novosibirsk and 
Rostov-on-Don.

particular attention paid to suppliers of our private 
label products and raw materials. Our quality assur-
ance department, a team of around 40 specialists, is 
responsible for safeguarding the quality standard of 
the goods we sell. We have a feedback hotline, an 
in-store book for customer complaints and feedback 
and an online feedback facility.
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As the tables below show, our established relationships with many suppliers have allowed us to build a 
reliable, comprehensive and diversifi ed supplier base.

We benefi t by building strong relationships with key suppliers and leveraging the scale of our buying into lower 
costs. We expect that our continued expansion will further increase our overall purchasing power. We often 
nurture and cultivate relationships with small, local suppliers. After the supplier grows into a regional or even 
federal supplier, its future profi tability becomes increasingly dependent on growing its market share. Due to 
our scale and pace of expansion, our knowledge of customer behaviour and our well-developed supply chain, 
we are in a position to offer our suppliers the potential for greater market share, which, in turn, enables us to 
negotiate improved purchasing conditions, thereby increasing our margins and competitiveness.

Our supplier base is diversifi ed between federal suppliers, regional / local suppliers (who are particularly impor-
tant for fresh food) and overseas suppliers (providing direct, generally non-food imports). The table below sets 
forth the breakdown among these groups for 2013 in aggregate:

In keeping with our strategy to cater to local 
taste, we aim to increase sourcing from qualifi ed 
regional / local suppliers, which also reduces supply 
chain costs. Taking supplies from regional / local 
suppliers also demonstrates to regional / local gov-
ernments the benefi ts to the regional / local econ-
omy of supporting the opening of our new stores.

Furthermore, given the increasing scale of our pur-
chasing, we intend to increase the percentage of 
fresh goods, particularly fruits and vegetables, that 
are imported directly to us without the use and cost 

In April 2013, we executed a ‘soft launch’ of our 
supermarket format in Moscow. Our model super-
market format is designed for 1,200 sq. m. of 
selling space, and our supermarkets will generally 
be rented premises within shopping malls. Prime 
commercial real estate locations are scarce and 
expensive in Moscow but the city remains rela-
tively underpenetrated by modern food retailers. 
We believe our «value-for-money’ proposition will 
be as attractive to consumers in Moscow as it has 
proved across the nation, and that the supermarket 

Our average supermarket has 6,200 products, with a particular focus on dry and fresh foods.
We believe our supermarket operations should benefi t from the following effi ciencies:

•  disciplined range of 6,200 products with a focus on high-turnover products, a more effi cient prod-
uct-count than for many of our competitors;

•  multi-skilled employees who can handle different roles as the need arises so that, for example, staff can 
be moved to checkout duties during peak hours;

•  high share of daily deliveries from our supermarket distribution centre allowing low handling costs and a 
high ratio of selling space to back offi ce space in store whilst maintaining high availability levels; and

• use of our sophisticated information technology systems optimise supply chain effi ciency.

Our supermarkets are designed for frequent visits by local customers. The customer catchment area for 
supermarkets is 20 minutes walking time (as opposed to 20 minutes driving time for our hypermarkets). 
Our supermarkets are typically located in high density residential urban areas well-served by public trans-
port and with parking and transport access aimed at commuters and passers-by. 

Supplier(s) % of product spend in 2013

Top supplier 3.4

Top 3 suppliers 8

Top 5 suppliers 11

Top 10 suppliers 17

Top 25 suppliers 28

Product Category / Type of Supplier Share of goods1

Dry food

Federal (including private label) 94.4%

Regional/local 5.6%

Fresh food

Federal (including private label) 61.8%

Regional/local 36.5%

Direct import 1.7%

Non-food

Federal 77.0%

Direct import (including private label) 19.0%

Regional/local 4.0%

All product categories 

Federal 79.5%

Regional/local 17.3%

Direct import 3.2%

Supplier type Number in 2013

Fresh food 1,092

Dry food 832

Non-food 482

2,406

1In terms of the purchase price paid to suppliers. 

of intermediary importers, which should simulta-
neously shorten lead times, improve margins and 
enhance quality.

Our relations with our suppliers are regulated by a 
standard supply contract and a standard marketing 
contract, which are negotiated annually. Under our 
standard supply agreement, we receive rebates in 
the event certain volume and growth targets are 
achieved. As required by Russian law, we pay our 
food suppliers within 10, 30 or 45 days of the date 
of delivery, depending on the food’s shelf life.

Adding to our formats: 
supermarket roll-out

format enables us to capture clientele and extend 
our reach to parts of the market that would other-
wise not be served. As of 31 December 2013, we 
had brought 10 supermarkets into operation with 
a total of around 12,500 sq. m. of selling space; 
supermarket sales accounted for 0.65 % of our 
overall 2013 sales. Our management is actively 
considering the roll out of the supermarket format 
in other cities based on the encouraging results 
of the ‘soft launch’ in Moscow. We plan to open a 
further 15 supermarkets in Moscow in 2014.

Regional/local

Direct import 

1In terms of the purchase price paid to suppliers. 
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As of 31 December 2013, we leased all but one of 
our supermarkets, which in part refl ects that our 
supermarkets are predominantly in high-density 
urban areas where there is an adequate supply 
of suitable rented space for supermarket-sized 
stores (and where property values are high). Our 
practice of leasing supermarkets allows for quicker 
expansion and limits our capital outlay. Supermar-
ket leases typically have a term of at least seven 
years with rent rates in line with market rates. 
Going forward, we generally intend to lease our 
supermarkets. The average time for fi t-out for a 
supermarket is two to three months. Supermarkets 
generally reach traffi c maturity more quickly than 
hypermarkets. Initial results from our supermarkets 
have been encouraging: in the fi rst quarter of 2014, 
which was the fi rst period in which all 10 super-
markets opened in 2013 traded for the full three 
months of the quarter, average sales densities for 
supermarkets were broadly in line with our hyper-
market average. 

The supermarket format leverages our existing 
logistics and supply network as well as our market-
ing and management capabilities. We seek to ben-
efi t from economies of scale and our aggregated 
purchasing power as regards our supermarkets.
In conjunction with opening our Moscow supermar-
kets, we opened a distribution centre in Moscow 
dedicated to supplying them. We currently lease 
our Moscow supermarket distribution centre, but 
may decide to construct a new, owned distribution 
centre as our supermarket business expands.

While our supermarket business benefi ts from 
centralised strategic management and synergies in 
areas such as commercial and fi nance, the focus 
of our Senior Management (as defi ned below) 
remains on the core hypermarket business, and 
the management of day-to-day operations of the 
supermarkets is executed by a dedicated team, 
which we are considering bolstering based on the 
results of the soft launch in Moscow.

One of our key competitive advantages is our effective supply chain network and 
management system tailored to our high-volume hypermarket model, which ena-
bles us to operate across a wide geographic area, keep transportation and handling 
costs economic, balance supply chain working capital and capital costs and also 
deliver high in-store product availability reliably for our customers.

The effi ciency of our store operations, logistics network and warehousing strategy, 
whereby we minimise storage space and handling cost by placing goods in high racks 
in the sale areas rather than transferring goods from backroom storage to shelf space, 
help us to sustain our market-led low price leadership.

We maintain, and aim to retain, a mix of centralised deliveries via distribution centres 
and direct deliveries from suppliers to stores.

Initial results from our supermarkets 
have been encouraging: in the fi rst quar-
ter of 2014, which was the fi rst period 
in which all 10 supermarkets opened in 
2013 traded for the full three months of 
the quarter, average sales densities for 
supermarkets were broadly in line with 
our hypermarket average.
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As of 31 December 2013, we operated a 
fl eet of 35 fully equipped delivery trucks. Our 
fl eet is based in St. Petersburg, Moscow 
and Novosibirsk and carries deliveries up to 
400 km. We consider that the reliability and 
service quality achieved by operating our 
own fl eet outweigh the cost of acquiring and 
maintaining it. In 2013, approximately 32 % 
of deliveries by pallet volume were delivered 
to our stores using our truck fl eet.

We have an effi cient supply chain structure, tailor-made for our hypermarket 
business, which we believe gives us the competitive advantage of being able to 
deliver any items from supplier to customer at the lowest cost possible in the 
market. 

The main elements of this competitive advantage are:
• a disciplined assortment of fast-selling articles;
• in-store storage in high racks on the sales fl oor;
•  our resulting ability to deliver larger batches of goods with each delivery, most of which 

are capable of being processed using the most effi cient fl ow-type: cross-docking;
•  using our centralised distribution and transportation network where it results in lower 

costs than direct delivery to our stores by suppliers; and
•  our trucks usually delivering at least 33 pallets per delivery – up to 10 times the 

volume achievable by small-format retailers – driving down the transport costs of our 
supply chain, which is essential in a country as large as Russia, where transport costs 
make up around 70% of the supply chain cost. 

In addition to our truck fl eet, we engage a 
number of transport companies to provide 
delivery services. We enter into long-term 
contracts with these delivery companies 
that contain performance incentives 
relating to quality and reliability. In 2013, 
approximately 68 % of pallets delivered to 
our stores were delivered by third-party 
transport service providers.
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As of 31 December 2013, we employed fi ve modern distribution centres located in St. 
Petersburg, Moscow and Novosibirsk with a total space of around 125,000 sq. m. The 
following table sets out certain information concerning our distribution centres as at 
year-end 2013:

Our hypermarket distribution centres are 
designed to cater fl exibly to three main 
types of goods fl ow: storage, cross-dock-
ing and pick-by-line. Storage is typically 
the fl ow type employed by supermarkets 
and small format stores which require 
more frequent small-volume deliveries. 
Cross-docking and pick-by-line product 
fl ows require less use of space and less 
labour time than storage fl ows, but are 
only practical when high volumes are 
involved, as is the case when delivering 
to large-volume hypermarkets. In 2013, in 
aggregate, at our distribution centres 43 % 
of goods by value were cross-docked, 
22 % picked-by-line and 35 % stored.

We are planning three more owned distri-
bution centres: construction has started in 
Rostov-on-Don (in the South federal dis-
trict) with a total space of approximately 
20,000 sq. m. and a distribution centre in 
Togliatti (in the Volga federal district), also 
with a total space of 20,000 sq. m., both 
to be put in operation by the end of 2014; 

The increased number of owned distri-
bution centres, especially in the regions, 
enables higher centralisation of product 
fl ows, leading to economies of scale and 
lower net distribution costs. Furthermore, 
it enables a greater proportion of sourc-
ing directly from federal suppliers instead 
of their local distributors, an increased 
proportion of direct imports and a higher 
degree of regional / local sourcing, all 
of which is expected to lead to a more 
relevant and higher quality assortment as 
well as better margins. Use of the distribu-
tion centres can result in swifter supply of 
goods to our stores as goods from multiple 
suppliers can be shipped in a single truck 
to the stores, increasing delivery frequency 
while minimising costs by ensuring full 
truck-loads. Furthermore, when suppliers 
deliver supplies to distribution centres, 
they generally pay a service fee for our 
handling the onward transport of such 
product; and thus increased centralisation 
should increase this supplier fee income, 
wholly or partly offsetting the increased 
costs incurred.

Based on current supplier capabilities and 
supplier, store and regional structures, we 
estimate that a maximum centralisation 
rate of 60 % by value of our goods des-
tined for hypermarkets would be optimal 

Location Total Space 
(sq. m.) 

Ownership Function

St. Petersburg 
(Shushary township) 27,216 Owned Full service multi-temperature 

for hypermarkets

St. Petersburg1 11,000 Leased Non-food imports for hypermarkets

Moscow 
(Chekhov township) 41,965 Owned Full service multi-temperature 

for hypermarkets
Novosibirsk 
(Tolmachersky 
township in the Novosi-
birsk region)

37,456 Owned Full service multi-temperature 
for hypermarkets

Moscow 
(Bykovo township)1 7,600 Leased Supermarket supplies

1In respect of our two ‘leased’ distribution centres, we have entered into services agreements 
with third-party logistics companies under which we are granted the right to use such distribution 
centres, and are afforded certain logistics services in connection with such use. 

for shipments via our distribution centres 
(compared to the current rate of approx-
imately 37 %). It is also our intention to 
increase to 60 % the share of our deliver-
ies within 400 km of distribution centres 
that are carried out by our own truck fl eet 
(a level which has already been achieved 
for our St. Petersburg distribution centres).

Our three owned distribution centres are 
designed to our own specifi cations and 
are able to accommodate large deliveries 
and execute different goods fl ows on a 
multi-temperature basis. As a result, we 
are able to process different product types 
in one location simultaneously and hold 
slow-moving seasonal or own-brand items 
as well as high-turnover items.

We lease, with third-parties operating, 
two of our fi ve distribution centres with a 
total space of approximately 19,000 sq. 
m. Our leased distribution centre in St. 
Petersburg is used for the direct import of 
non-food products, in particular to handle 
seasonal increases in imported goods. 
We have a long-term lease agreement 
with the owner-operator of this ware-
house. Our current intention is to tran-
sition this import function to our owned 
distribution centres in St. Petersburg and 
Novosibirsk.

We operate an integrated and centralised IT 
system capable of simultaneously process-
ing 20 terabytes of productive data across 
3,000 users. Our core SAP ERP system is 
supported by ‘best-of-breed’ business-spe-
cifi c applications for logistics, commerce, 
marketing, operations, warehouse and 
in-store systems, business analytics and 
other administrative systems. The system 
enables management to make effi cient pric-
ing and inventory management decisions, 
facilitates our budgeting and accounting 
processes, allows for standardisation of our 
operations across stores and automates 
routine transactions with suppliers.

In-store IT infrastructure employs stand-
ardised sets of equipment sourced from 
leading suppliers such as IBM and Cisco, 
adapted for each store format to lower 
installation costs and aid maintenance. In 
general, our IT systems are designed for 
optimal cost-effi ciency taking into account 
fault-tolerance, scalability and perfor-
mance priorities.

a third new distribution centre in the Urals 
federal district is expected to be put in 
operation in 2015. Upon the three new 
distribution centres coming into operation, 
our distribution centres in aggregate will 
have the capacity to service over 200 
stores, and we will own a distribution 
centre in each of the six federal districts 
in which we operate.

To ensure that the investment made in our 
supply chain system is managed effi -
ciently, we have also prioritised the devel-
opment of our supply chain IT systems. In 
2013, we implemented Oracle transport 
management software, which allows us 
to optimise incoming and outgoing goods 
fl ow and increase truck utilisation, thereby 
driving down the transport cost per pallet. 
We are also in the process of introduc-
ing JDA Forecast and Replenishment 
Software, an automated replenishment 
system that centralises orders and is 
expected to enhance our ability to fore-
cast sales.

Based on current supplier capabilities and 
supplier, store and regional structures, we 
estimate that a maximum centralisation 
rate of 60 % by value of our goods des-
tined for hypermarkets would be optimal 

Information technology

Our IT infrastructure is centralised at our 
St. Petersburg headquarters, with a remote 
back-up centre. All business-critical sys-
tems run on failsafe active clusters, all 
systems are backed up, and we have a 
disaster recovery plan in place (including 
an off-site data centre). Our IT systems 
feature full redundancy both in terms of 
applications and data storage. We have an 
external fi rm conduct a comprehensive IT 
security audit on our systems annually.

Our IT platform is scalable to support over 
500 stores in all formats in the mid-term. We 
have a dedicated IT team of approximately 
110 staff in the head offi ce and the regions, 
and have a training programme in place to 
educate the staff on operating the systems.

All business-critical systems run on 
failsafe active clusters, all systems 
are backed up, and we have a disaster 
recovery plan in place (including an 
off-site data centre). 
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Employees 
Our philosophy is that a motivated and well-trained staff will deliver for customers. Refl ecting our 
recent expansion, our average FTE count was approximately 20,300 in 2013 and 15,300 in 2012.

The following table sets out the FTE count by function at year-end 2013 and 2012:

We also outsource some responsibilities, in particular 
cleaning and security functions. These workers are 
not included in our FTE count. Approximately 98 % of 
our employees work on a full-time basis (with part-
time staff hired for certain peak periods such as the 
pre-New Year season) and 73 % are female. The 
average tenure of a Lenta employee is approximately 
2.4 years, which is in line with the average industry 
level. In 2013, turnover rates were 46 % in stores in 
the like-for-like panel and 53 % overall, compared to 
49 % and 50 %, respectively, in 2012.

Our staff are overseen by human resources man-
agement and recruitment is managed in-house, with 
approximately 98 % of available vacancies fi lled 
through our own efforts.

All staff and management positions are divided into 
pay grades, with each grade assigned a salary scale 
subject to regional adjustments. In general, we seek 
to pay management approximately 10 % over market 
and for junior staff we seek to set remuneration at 
the relevant market median. Salary increases are 
performance-linked, driven by an annual appraisal 
cycle focusing on each employee’s performance in 
certain core competencies, and market-linked.

Year ended 31 December

2013 2012

In-store personnel 25,663 18,359

Distribution 1,138 506

Management and other 
(regional branch offi ces) 201 111

Management and other
(head offi ce) 857 680

Total 27,829 19,656

The average monthly base salary of our 
employees was RUB 33,699 in 2013 and 
RUB 31,840 in 2012, calculated as pay-
roll divided by the average FTE count.

The average monthly base salary of our employees was 
RUB 33,699 in 2013 and RUB 31,840 in 2012, calculated 
as payroll divided by the average FTE count.

All of our employees are eligible for the payment of addi-
tional remuneration, determined on the basis of a range 
of quantitative and qualitative performance measures. 
For junior staff, possible performance-linked pay ranged 
in 2013 from 20 % to 40 % of gross base salary, linked 
to key indicators for the employee’s store, such as sales, 
inventory turnover, productivity and quality of perfor-
mance. For head offi ce and management staff, possible 
performance-linked pay ranged in 2013 from 13 % to 
100 % of gross base salary, and was linked to key indica-
tors, including sales, Adjusted EBITDA, divisional perfor-
mance, number of stores opened, quality of performance 
and compliance with regulations, as well as individual or 
team goals in many cases.

In addition, for top tier managers, we have put in place a 
management incentive progamme and an equity-based, 
long-term motivation and retention programme for 
certain key executive and senior employees who are not 
participants under the management incentive plan.

We believe that the service provided by our staff signif-
icantly contributes to customer satisfaction and loyalty. 
We require all new staff to undergo introductory training 
lasting up to three weeks, including safety training. We 
also provide training for particular technical functions, 
to develop key competencies and to upgrade or main-
tain professional qualifi cations. To develop managers, 
we offer a multilevel ‘Lenta-Leader’ programme. This 
training is provided in classes and by distance learn-
ing through our human resources training system 
LENTA-Master, and by in-house specialists (we had 
77 dedicated trainers on our staff as of 31 December 
2013) and third party providers. In 2013, an average of 
24 hours of training was provided per employee. We 
believe that such training and development reduces staff 
turnover, increases productivity, places focus on low-cost 
service and provides an internal pipeline of skilled staff 
for promotion. This internal pipeline is particularly signifi -
cant given our rapid expansion, which requires the fi lling 
of new managerial roles, and our preference for inter-
nal promotion. As of 31 December 2013, the pipeline 
included 432 employees.

the relevant market median. Salary increases are 
performance-linked, driven by an annual appraisal 
cycle focusing on each employee’s performance in 
certain core competencies, and market-linked.
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Financial review 

Overview of consolidated results

Consolidated results of operations 
in accordance with IFRSThis review refl ects highlights of our fi nancial performance for 2013. Full details can be found in the 

annual fi nancial statements presented on pages 77 to 136 of this annual report. 

The table below summarises certain key fi nancial indicators for 2013 and 2012:

2013 was a year of strong progress for us. We further 
accelerated our rate of store expansion, developed 
a new supermarket format and commissioned two 
large new distribution centres at the same time as 
investing ahead of future growth in key central func-
tions — and yet we were still able to deliver outstand-
ing growth and record results.

In 2013 our fi nancial performance benefi ted from sig-
nifi cant growth in the scale of our business and the 
accelerated rate of store expansion that we achieved 
in 2012. We achieved a 31 % increase in total sales 
in 2013, supported by a 10 % increase in like-for-like 
sales. Selling space grew by 35 %, supported by a 
57 % increase in capital investment, which delivered 

The following table summarises the principal line items from our consolidated income statements under IFRS:

a record 21 new hypermarkets and 10 supermarkets, 
as well as two new distribution centres designed to 
our specifi cations.

Our Adjusted EBITDA grew 29 %, a similar rate of 
growth to 2012. This growth in EBITDA was achieved 
despite the substantial budgeted increase in SG&A 
expenses associated with opening new stores — 31 
in total in 2013 — and other expansion-related costs. 
Gross margins rose, with increasingly favourable sup-
plier rebates and supplier income levels linked to our 
growth more than offsetting the effect of reduced prices 
for customers. Net income correspondingly increased 
by 38 %, partly due to a lower effective tax rate attributa-
ble to the receipt of income tax benefi ts on investments.

RUB (millions) 2013 2012 Change

Sales 144,266 109,910 31.3%

Gross profi t 31,457 22,677 38.7%

Gross margin 21.8% 20.6% 1.2 p.p.4

Adjusted EBITDA1 16,395 12,718 28.9%

Adjusted EBITDA1 margin 11.4% 11.6% –0.2 p.p.

Operating profi t 13,732 10,165 35.1%

Profi t before income tax 9,124 6,982 30.7%

Net Profi t2 7,092 5,136 38.1%

Net Debt3 (at year-end) 39,831 25,341 57.2%

Capex 23,549 14,962 57.4%

Year ended 31 December
2013 2012
(RUB millions, except for percentages)

% of sales % of sales
Sales 144,266 100.0 109,910 100.0

Total cost of sales (112,809) (78.2) (87,233) (79.4)

Gross profi t 31,457 21.8 22,677 20.6

SG&A (19,014) (13.2) (13,506) (12.3)

Other operating income 1,460 1.0 1,119 1.0

Other operating expense (171) (0.1) (125) (0.1)

Operating profi t 13,732 9.5 10,165 9.2

Interest expense (4,342) (3.0) (3,218) (2.9)

Interest income 82 0.1 78 0.1
Change in fair value of fi nancial instru-
ments at fair value through profi t or loss (234) (0.2) 102 0.1

Other expenses (91) (0.1) (215) (0.2)

Foreign exchange gains/(losses) (23) 0.0 70 0.1

Profi t before income tax 9,124 6.3 6,982 6.4

Income tax expense (2,032) (1.4) (1,846) (1.7)

Profi t for the year 7,092 4.9 5,136 4.7
Change in fair value of fi nancial instru-
ments at fair value through other compre-
hensive income

(54) 0.0 – –

Income tax on other comprehensive in-
come 11 0.0 – –

Other comprehensive income for the 
year, net of tax (43) 0.0 – –

Total comprehensive income for the 
year, net of tax 7,049 4.9 5,136 4.7

1 Adjusted EBITDA is reported EBITDA as set out in Note 6 of the IFRS fi nancial statements adjusted for non-recurring 
one-off items such as changes in accounting estimates and one-off non-operating costs.

2 Net Profi t equates to “Profi t for the year” in the IFRS Financial Statements.
3 Net Debt is calculated as borrowings, obligations under fi nance leases and capitalised fees minus cash and cash equivalents.
4Percentage point(s).
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Sales
The following table sets out certain key operating performance indicators relevant to 
sales in the years ended 2013 and 2012:

The following table sets out sales, total cost of sales, gross profi t and gross margin 
in 2013 and 2012, as well as the percentage change in sales, total cost of sales and 
gross profi t. The table demonstrates how in 2013 we increased our gross margin, 
which gave us the fl exibility to re-invest in promotions and lower prices for consumers, 
further strengthening our price position.

The increase in our total sales in 2013 was 
due to an increase in sales from new stores 
opened in 2013, new stores opened in 2012 
that were not yet part of the like-for-like panel, 
and a 10.0% increase in like-for-like sales.

The increase in sales from new stores was 
due to the combined impact of both stores 
opened in 2012 reporting their fi rst full year 
of trading in 2013, and the 35.1% increase 
in total selling space attributable to the 
opening of 21 new hypermarkets and 10 
new supermarkets. 

As the like-for-like panel contains our 
well-established stores, we were delighted 
to report a 10.0% like-for-like growth in 
sales in 2013. Despite the operational 
challenges of further accelerating our 
store-opening programme, 2013 was the 
fourth year in a row in which we have 

Our total goods margin increased by 
RUB 9,799 million or 37.5% to 24.9% of 
total sales, up 1.1 p.p. from 2012 levels. 
Volume discounts, rebates and promo-
tional bonuses from suppliers, which are 
deducted from our cost of goods sold, 
were the main drivers of this increase, 
refl ecting our improved supplier terms 
linked to both our growth and our larger 
scale. The increase was partially offset 
by a reduced front margin resulting from 
additional investment in lowering off-pro-
motion prices for our customers, and 
by an intensifi cation of our promotional 
activities, which led to sales at promo-
tional prices (on which the margin is 
lower) making up a larger proportion of 
our total sales. 

As of or for the year 
ended 31 December 

2013 2012

Total sales (RUB millions) 144,266 109,910

Total selling space (thousands of sq. m.) (as of year-end) 508 376

Average selling space (thousands of sq. m.) 416 313

Average sales density (RUB thousands/average sq. m.) 347 351

Total sales growth (% change, year-on-year) 31.3 22.4

Total average ticket (RUB) 1,092 1,061

Total average ticket growth (% change, year-on-year) 2.9 9.3

Total traffi c growth (% change, year-on-year) 27.5 12.0

Like-for-like sales growth (% change, year-on-year) 10.0 13.5
Like-for-like average ticket growth 
(% change, year-on-year) 8.1 10.1

Like-for-like additional articles per ticket 
(% change, year-on-year) 2.0 3.1

Like-for-like average price growth per article 
(% change, year-on-year) 6.0 6.8

Like-for-like traffi c growth (% change, year-on-year) 1.8 3.1
Like-for-like average sales density 
(RUB thousands/sq. m. for the year) 399 376

Sales growth from new stores (% change, year-on-year) 21.3 9.0

Share of new store sales growth in total sales growth (%) 68.2 39.9

Year ended 31 December Year-on-Year 
Change2013 2012

(RUB millions, 
except where otherwise indicated)

Sales 144,266 109,910 31.3%

Total cost of sales, of which: (112,809) (87,233) 29.3%

Cost of goods sold1 (95,801) (74,331) 28.9%

As a percentage of sales 66.4% 67.6% 1.2 p.p.

Cost of own production (12,567) (9,480) 32.6%

As a percentage of sales 8.7% 8.6% 0.1 p.p.

Goods margin2 35,898 26,099 37.5%

As a percentage of sales 24.9% 23.7% 1.1 p.p.

Supply chain cost (2,320) (2,147) 8.0%

As a percentage of sales 1.6% 2% 0.4 p.p.

Losses due to inventory shortages (2,121) (1,275) 66.4%

As a percentage of sales 1.5% 1.2% 0.3 p.p.

Gross profi t 31,457 22,677 38.7

Gross margin3(%) 21.8 20.6 1.2 p.p.

delivered greater growth in like-for-like 
sales than leading competitors. Like-for-like 
growth accelerated from 7.5% in the fi rst 
half of 2013 to 12% in the second half. 

Our like-for-like sales growth in 2013 
comprised of an 8.1% rise in like-for-
like average ticket and a 1.8% increase 
in like-for-like traffi c. The increase in 
like-for-like average ticket was due to a 
combination of infl ation in the average 
price per article and customers trading-up 
to higher-priced items within a particular 
product category. The increase in like-
for-like traffi c was mainly attributable to 
the positive effects of our promotional 
and marketing initiatives in 2013. Seven 
of our 14 new stores that opened in 
2012 entered the like-for-like panel in the 
course of 2013, which also had a positive 
effect on like-for-like traffi c1. 

1Stores only enter the like-for-like panel at the end of their 12th full calendar month of trading.

1 Less volume discounts and other types of rebates, promotional bonuses from suppliers and fees 
paid by suppliers for the provision of logistical services by us. 

2Goods margin is calculated as sales less cost of goods sold less cost of own production.
3Gross margin is calculated as gross profi t divided by sales, expressed as a percentage. 

sales in 2013. Despite the operational 
challenges of further accelerating our 
store-opening programme, 2013 was the 
fourth year in a row in which we have 

1Stores only enter the like-for-like panel at the end of their 12

In 2013 our supply chain costs increased 
by RUB 173 million, primarily due to 
increased sales volumes, partially offset 
by improved effi ciencies as our two new 
distribution centres were integrated into 
our operations and also improved terms 
with third-party transport providers. 

Our total goods margin increased 
by RUB 9,799 million or 37.5% to 
24.9% of total sales, up 1.1 p.p. 
from 2012 levels. 
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The increase in supply chain costs in 2013 
would have equalled 27.4 %, but for our 
decision to reallocate a portion of supply 
chain cost from our imported goods to the 
cost of goods sold. The portion of supply 
chain cost reclassifi ed as cost of goods sold 
was RUB 415 million. The underlying supply 
chain cost remained stable as a percentage 
of sales, with centralisation (i.e. the share 
of total goods deliveries routed through our 
distribution centres) remaining at similar 
levels to 2012 — approximately 36.7 %. 
The average distance travelled by each of 
our pallets exceeded 1000 km as a result 
of our regional expansion, which tempo-
rarily drove up transport costs, but effi cient 
management of suppliers and a reduction 
in distances travelled per pallet following 
the opening of our new distribution centres 
in Moscow (servicing the Centre, Volga and 
South regions) and Novosibirsk (servicing 
Siberia) helped to keep supply chain cost 
fl at as a percentage of sales. We expect 
our results in 2014 to refl ect the benefi ts of 
having these two new distribution centres in 
operation all year.

An increase in shrinkage of 0.3 p.p. to 1.5 % 
of sales was to be anticipated as a result 
of the increased number of new stores and 
the addition of supermarkets. In absolute 

terms, shrinkage increased by RUB 846 
million, or 66.3 %, in 2013. This was mainly 
due to there being a greater proportion of 
new regional stores with higher fresh-food 
shrinkage due to initially lower sales den-
sities (i.e., lower turnover leading to fresh 
food going past its sell-by date).

Our gross margin increased by 1.2 p.p. 
to 21.8 %. This increase was mainly 
driven by a 1.1 p.p. increase in goods 
margin (calculated based on sales less 
cost of goods sold and cost of own 
production), a decrease in supply chain 
cost equal to 0.3 p.p. of sales and an 
increase in shrinkage equal to 0.3 p.p. of 
sales. Even with this signifi cant increase 
in gross margin, which is attributable 
to the growth of the business and the 
extent to which such rapid growth is 
rewarded by suppliers who themselves 
are seeking growth as well as access to 
an effi cient, multi-region supply network, 
we believe, based on public fi lings, that 
compared to its peer group in Russia, 
Lenta still has the lowest and therefore 
the most competitive gross margin.

Overall, as a result of the factors 
described above, our gross profi t 
increased by RUB 8,780 million, or 38.7 %.

Our SG&A increased by RUB 5,508 million, or 40.8 %, to RUB 19,014 million in the year ended 31 
December 2013 from RUB 13,506 million in the year ended 31 December 2012. Our SG&A (at 40.8 %) 
outpaced sales growth (at 31.3 %) in 2013 largely due to the SG&A associated with our accelerated 
expansion programme in 2013 and 2012.

The following table sets out further details of our SG&A in 2013 and 2012, the percentage of total sales that 
each of the components of our SG&A represented in these two years and the percentage change in each of 
the components of our SG&A between these two years:

As a percentage of total sales, SG&A increased to 
13.2 % in 2013 from 12.3 % in 2012. Our Adjusted 
SG&A / Sales ratio was 10.9 % in 2013 compared to 
9.7 % in 2012. Total SG&A increased by RUB 5,508 
million, or 40.8 %, to RUB 19,014 million in 2013 from 
RUB 13,506 million in 2012 with increases in all cost 
lines, except for taxes other than income tax (which 
include property, land, transport and water taxes). 
All these increases were primarily the result of the 

SG&A 

Year ended
31 December

2013 

Percentage
of total
sales 

Year ended
31 December

2012 

Percentage
of total sales 

Percentage
change 

(RUB millions) (%) (RUB millions) (%) (%)

Labour costs 8,628 6.0 7,006 6.4 23.2

Depreciation and amortisation 2,259 1.6 1,576 1.4 43.3

Advertising 1,357 0.9 801 0.7 69.4

Professional fees 1,526 1.1 659 0.6 131.6

Utilities and communal payments 859 0.6 598 0.5 43.6

Repairs and maintenance 732 0.5 474 0.4 54.4

Taxes other than income tax 569 0.4 593 0.5 (4.1)

Cleaning services 653 0.5 406 0.4 60.9

Security services 500 0.3 355 0.3 40.8

Land and equipment lease 203 0.1 178 0.2 14.0

Premises lease 391 0.3 77 0.1 407.8

Pre-opening costs 721 0.5 399 0.4 80.7

Other 616 0.4 384 0.3 60.4

Total SG&A 19,014 13.2 13,506 12.3 40.8

planned costs associated with our accelerating expan-
sion programme, including the opening of 21 new 
hypermarkets in 2013 and the expenditure incurred in 
anticipation of further signifi cant expansion in the next 
three years in connection with putting infrastructure in 
place to support future growth. The opening in 2013 of 
fi ve rented hypermarkets and nine rented supermar-
kets increased the cost of premises leased from 0.2 % 
of sales in 2012 to 0.4 % of sales in 2013.
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Labour costs under SG&A refl ects labour costs that are not included in cost of 
own production, supply chain costs or in pre-opening costs.

The table below sets out a breakdown of our labour costs that are recorded as SG&A in 
2013 and 2012:

Labour costs increased by RUB 1,622 million, or 23.2 %, to RUB 8,628 million in 2013 
from RUB 7,006 million in 2012 as a result of the increase in the number of our employ-
ees and an increase in average salaries.

Depreciation and amortisation charges increased by RUB 683 million, or 43.3 %, to 
RUB 2,259 million in 2013 from RUB 1,576 million in 2012, which was mainly due to a 
RUB 308 million, or 62.6 %, increase in depreciation charges in respect of our buildings 
to RUB 800 million in 2013 from RUB 492 million in 2012, refl ecting depreciation taken 
on our recently constructed stores. RUB 54 million of depreciation charges in 2013 
were classifi ed as pre-opening expenses.

Advertising costs increased by RUB 556 million, or 69.4 %, to RUB 1,357 million in 
2013 from RUB 801 million in 2012, which was mainly due to the growth in the number 
of stores and in particular an increase in ‘opening campaign’ costs in connection with 
these new stores.

Professional fees increased by RUB 867 million, or 131.6 %, to RUB 1,526 million in 
2013 from RUB 659 million in 2012, which was mainly due to costs in connection with 
retaining an industry expert consulting fi rm to support the launch of our ‘Big Data Cus-
tomer Insights Programme’ and professional service fees primarily incurred in con-
nection with optimisation of the our corporate legal structure, preparation for the 2014 
Offering and development of employee incentive plans.

Refl ecting our increased intake of supplies and expansion, the increase in other 
operating income in 2013 was mainly due to a RUB 103 million, or 19.9 %, increase in 
penalties due by suppliers; a RUB 58 million, or 20.6 %, increase in rental income; and 
a RUB 133 million, or 53.8 %, increase in advertising income.

Other operating expense increased by RUB 46 million, or 36.9 %, to RUB 171 million in 
2013 from RUB 125 million in 2012.

Our other operating income increased by RUB 341 million, or 30.6 %, to RUB 1,460 
million in 2013 from RUB 1,119 million in 2012.

The following table sets out our other operating income in 2013 and 2012:

1Includes bonuses. 

Labour costs 

Depreciation and amortisation 

Advertising 

Professional fees 

Other operating income 

Other operating expense 

Year ended
31 December

2013 

Percentage
of total labour

costs  

Year ended
31 December

2012 

Percentage
of total labour

costs  
(RUB millions) (%) (RUB millions) (%)

Wages and salaries1 6,328 73.3 5,370 76.6

Social security levies 1,544 17.9 1,167 16.7

Employee benefi ts 756 8.8 469 6.7

Total labour costs 8,628 100 7,006 100
Year ended 31 December 

2013 2012
(RUB millions)

Penalties due by suppliers 619 516

Rental income 340 282

Advertising income 380 247

Gain on PPE disposal 1 1

Other 120 73

Total other operating income 1,460 1,119

39 | Annual Report 2013



For the reasons set forth above, operating profi t increased by RUB 3,567, or 35.1 %, to RUB 13,732 million in 
2013 from RUB 10,165 million in 2012.

For the reasons set forth above, profi t increased by RUB 2,142 million, or 30.7 %, to RUB 9,124 million in 2013 
from RUB 6,982 million in 2012.

The following table sets out our income tax expense in 2013 and 2012:

Our total income tax expense increased by 
RUB 186 million, or 10.1 %, to RUB 2,032 million 
in 2013 from RUB 1,846 million in 2012. Current 
tax increased by RUB 68 million, or 5.4 %, refl ect-
ing our increased profi ts. Deferred tax increased 
by RUB 355 million, or 60.0 %, mainly due to the 
increased difference in the depreciation of fi xed 
assets under IFRS accounting and Russian tax 
accounting as a result of the signifi cant increase 
in property investments in 2013.

The Russian tax regime generally provides for a shorter period of depreciation than IFRS and also allows an 
initial one-off depreciation charge on certain assets of between 10 % and 30 % (intended as an investment 
incentive). The signifi cant increase in investments in 2013 has signifi cantly increased these immediate tax 
depreciation charges.

Our effective tax rate (calculated as income tax expense divided by profi t before income tax) was 22.3 % in 
2013 and 26.4 % in 2012. In 2013, we received a tax incentive totaling RUB 234 million for investments made 
in St. Petersburg in 2009-2011, which lowered our effective tax rate for 2013. In 2012, the excess of the effec-
tive tax rate over the statutory tax rate of 20 % was primarily infl uenced by the writing off of a permanent tax 
difference on fi xed assets due to the depreciation and disposal of underlying fi xed asset items.

For the reasons set forth above, profi t for the year increased by RUB 1,956 million, or 38.1 %, to RUB 7,092 
million in the year ended 31 December 2013 from RUB 5,136 million in the year ended 31 December 2012.

Interest expense increased by RUB 1,124 million, or 34.9 %, to RUB 4,342 million in 2013 from RUB 3,218 
million in 2012. The increase in interest expense was primarily due to an increase in long-term debt taken out 
to fund expansion.

In 2013, we recorded a loss of RUB 234 million as a result of a negative change in the fair value of our inter-
est rate swaps and caps provided by VTB Capital, which were entered into as a hedge against an increase in 
the MosPrime interest rate, to which the fl oating rate under our long-term, Rouble-denominated credit facility 
with VTB Capital (the «VTB Facility Agreement») is tied. In April 2013, we entered into a set of swaps and 
caps to cover the extension in the maturity of two tranches of the VTB Facility Agreement; in November 2013, 
we entered into a set of swaps and caps to cover the RUB 5 billion drawn under the third tranche of the VTB 
Facility Agreement. In 2012, we recorded a gain of RUB 102 million as a result of a positive change in the fair 
value of these interest rate swaps and caps provided by VTB Capital.

In 2013, as the average nominal Rouble / U. S. Dollar exchange rate depreciated by 2.4 %, we incurred 
foreign exchange losses of RUB 23 million, refl ecting a decrease in the Rouble value of certain U. S. Dollar- 
and Euro-denominated contracts with suppliers between the date when amounts under such contracts were 
payable and the date when actual payment was made. In 2012, we recorded a foreign exchange gain of 
RUB 70 million.

The following table sets out our other expenses in 2013 and 2012: 

We engaged the services of various professional 
consultants and other third parties, including cer-
tain of our shareholders, to provide us support and 
help monitor our operations (such paid-for ser-
vices ceased upon the 2014 Offering). In 2013 and 
2012, we paid RUB 91 million and RUB 215 million, 
respectively, in consulting fees for these services. 

Interest income increased by RUB 4 million, or 5.1 %, to RUB 82 million in 2013 from RUB 78 million in 2012.

Interest expense Income tax expense 

Interest income 

Other expenses 

Foreign exchange gains/(losses) 

Year ended 31 December 
2013 2012

(RUB millions)

Consulting 91 215

Total other expenses 91 215

Year ended 31 December 
2013 2012

(RUB millions)

Current tax expense 1,320 1,252

Deferred tax expense 946 591

Income tax credit (234) –
Adjustments in respect 
of current income tax of 
previous year

– 3

Income tax expense 2,032 1,846

and Euro-denominated contracts with suppliers between the date when amounts under such contracts were 
payable and the date when actual payment was made. In 2012, we recorded a foreign exchange gain of 
RUB 70 million.
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Liquidity and capital resources

Net cash generated from operating activities 

Net cash used in investing activities / 
capital expenditures

In addition to fi nancing existing opera-
tions, we require liquidity to fi nance the 
acquisition of plots for new stores, the 
construction of new stores, the purchase 
of machinery and equipment necessary 
to support our expanding operations and 
the further development of our supply 
chain (including the construction of new 
distribution centres and assembling our 
fl eet of delivery trucks). In 2013, we met 
a large part of our liquidity needs out of 
net cash generated from operations and 
the balance through long- and short-term 
bank borrowings, the issuance of Rou-
ble-denominated bonds in Russia and, 
to a lesser extent, fi nance leases. We 
expect that, going forward, our principal 
source of cash will be cash generated 
from operations together with a mix of 
bank borrowings, bond issuances and 
fi nancial leasing, possibly augmented 
by equity issuances. In July 2013, Lenta 
LLC established a programme with 
MICEX under which Lenta LLC may 
issue bonds in total aggregate principal 

By comparison with 2012, in 2013 we generated 17.2 % more net cash from our oper-
ating activities, the fi gure rising RUB 1,592 million, from RUB 9,261 million in 2012 to 
RUB 10,853 million in 2013. The increase resulted primarily from:

•  a RUB 2,142 million increase in profi t before income tax to RUB 9,124 million in 2013 
from RUB 6,982 million in 2012;

•  a RUB 2,443 million increase in aggregate adjustments to profi t before income tax to 
RUB 7,110 million in 2013 from RUB 4,667 million in 2012;

•  a RUB 2,162 million change in movements in working capital to negative RUB 446 
million in 2013 from RUB 1,716 million in 2012

•  a RUB 108 million decrease in income taxes paid to RUB 976 million in 2013 from 
RUB 1,084 million in 2012 due to up-front tax deductions on our investments (such 
deductions can be taken in the fi nancial quarter after such investments are put to use); 
and

•  a RUB 949 million increase in interest paid to RUB 4,048 million in 2013 from 
RUB 3,099 million in 2012, primarily due to higher amounts of debt, partially offset by a 
RUB 10 million increase in interest received.

Net cash generated from operating activities before net interest paid amounted to 
RUB 14.8 billion in 2013 compared to RUB 12.3 billion in 2012. We maintained our 
strong cash fl ow conversion with net cash from operating activities before net interest 
paid equal to 90 % of Adjusted EBITDA in 2013, compared to 97 % in 2012. Cash fl ow 
was slightly impacted by the higher working capital requirements associated with the 
opening of new hypermarkets.

Net cash used in investing activities, i.e. our capital expenditures, increased by 
RUB 8,587 million, or 57.4 %, to RUB 23,549 million in 2013 from RUB 14,962 million in 
2012. We funded our capital expenditures in both years in part from cash from oper-
ations and in part from funds raised through the issuance of bank borrowings and, in 
2013, bonds.

Our capital expenditures in 2013 and 2012 have mainly resulted from the expan-
sion of our operations and, in particular, the construction of new hypermarkets and 
supermarkets and investment in our supply chain including construction of two 
distribution centres. In 2013, the average capital expenditure to open an owned 
hypermarket (blended across all three formats) was RUB 974 million and to open 
a rented hypermarket was RUB 230 million. Opening an owned distribution cen-
tre of approximately 20,000 sq. m. entails capital expenditure of approximately 
RUB 1.1-1.3 billion.

The increase in aggregate adjustments to profi t before income tax principally 
resulted from an increase of RUB 1,124 million in accrued interest expense to 
RUB 4,342 million in 2013 from RUB 3,218 million in 2012 primarily due to higher 
amounts of debt and from an increase of RUB 737 million in depreciation and 
amortisation to RUB 2,313 million in 2013 from RUB 1,576 million in 2012 due to 
an increase in investments in new stores and distribution centres.

The largest movements in working capital in 2013 were: 
•  a RUB 7,470 million increase in accrued trade and other payables in 2013, com-

pared to a RUB 6,374 million increase in 2012, largely refl ecting the opening of 13 
new hypermarkets and 5 new supermarkets in November and December 2013 and 
increased sales levels in December 2013 compared to December 2012 (year-end 
accounts payable are signifi cantly higher than their annual average, refl ecting the 
accounts payable in purchasing supplies to meet the annual sales uplift at year-end, to 
stock higher inventory at year-end to cover early January when most suppliers do not 
deliver due to public holidays, and to supply new hypermarkets, which are predomi-
nantly opened in November/December); 

•  a RUB 3,752 million increase in inventories in 2013, compared to a RUB 1,847 million 
increase in 2012, refl ecting more stores in operation and the build-up of inventory for 
new stores (in 2013, we opened 21 new hypermarkets and 10 new supermarkets); 

•  a RUB 3,024 million increase in accrued trade and other receivables in 2013, com-
pared to a RUB 1,572 million increase in 2012. This change was caused mainly by an 
increase in accounts receivable on supplier bonuses and rental and other services 
and on advertising of supplier products in 2013, including outstanding receivables for 
store opening fees payable by suppliers in connection with the 13 new hypermarkets 
and fi ve new supermarkets opened in November and December. A store opening fee 
is payable upon the opening of the relevant store; 

•  a RUB 456 million decrease in accrued net other taxes payable in 2013, compared to 
a RUB 741 million decrease in 2012. This change was caused mainly by an offsetting 
increase in VAT receivables of RUB 593 million as of 31 December 2013, which was 
due to an increase in construction activity in the fourth quarter of 2013; and 

•  a RUB 597 million increase in advances paid (principally to suppliers of goods and in 
exchange for services), compared to a RUB 497 million increase in 2012. 

amount of RUB 33 billion. As a result of 
our expansion programme, we expect 
that our overall level of fi nancial indebt-
edness to increase. At the same time, we 
expect to borrow prudently, only taking on 
Rouble-denominated indebtedness, and 
within the limits set by our fi nancial cove-
nants. As of 31 December 2013, we had 
in aggregate RUB 24,850 million available 
to be drawn under existing credit lines.

In January 2014, Lenta LLC entered 
into a secured eight-year loan agree-
ment with EBRD (the «EBRD Loan 
Agreement»), allowing borrowings of 
up to RUB 4.6 billion. The funds are 
available for 24 months from the date 
of signing of the agreement. We plan 
to use this loan to fi nance costs and 
expenses related to investments in 
existing and new stores and in the 
construction of two new distribu-
tion centres involving investments 
in energy effi ciency and sustainable 
resources.

RUB 14.8 billion in 2013 compared to RUB 12.3 billion in 2012. We maintained our 
strong cash fl ow conversion with net cash from operating activities before net interest 
paid equal to 90 % of Adjusted EBITDA in 2013, compared to 97 % in 2012. Cash fl ow 
was slightly impacted by the higher working capital requirements associated with the 
opening of new hypermarkets.
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The following table summarises our capital expenditures in 2013 and 2012:

In 2014-15, we expect our total capital expenditure will surpass our 2013 level, in 
light of our plans to double our selling space in 2014-2016, depending on market 
conditions, cash fl ow from operations and available fi nancing at the time of the 
proposed expenditures.

In the near to medium term, we intend to continue our recent pace of expansion, 
acquire plots for new stores and purchase (or lease) machinery and equipment 
necessary to support our expanding operations (including the construction of new 
distribution centres). To pursue this strategy, we will require signifi cant levels of 
capital expenditures.

In 2013, net cash generated from fi nancing activities equalled RUB 15,372 million. 
This mainly refl ected the placement of RUB 10 billion in Rouble bonds in March 
2013 and a drawdown of RUB 5 billion under the VTB Facility Agreement. Net cash 
generated from fi nancing activities in 2013 also refl ected proceeds of RUB 813 
million from the sale of 431,765 Shares held by our subsidiary Lakatomo Holdings 
Limited to certain members of our Senior Management (as defi ned below) and of 
80,000 Shares to a one of our directors pursuant to his exercise of share options. In 
2013, we also made a payment of RUB 2,227 million in consideration for the cancel-
lation of a share option agreement.

In 2012, net cash generated from fi nancing activities equalled RUB 4,101 mil-
lion. This largely refl ected net proceeds from new borrowings in the amount 
of RUB 3,833 million. Borrowings in 2012 mainly consisted of proceeds 
received under the VTB Facility Agreement. Net cash generated from fi nanc-
ing activities in 2012 also refl ected the receipt of proceeds in the amount 
of RUB 279 million from the allotment of 360,231 Shares (purchased by our 
Senior Management (as defi ned below) to whom we had given cash bonuses 
in like amount).

Our primary sources of liquidity are cash fl ows from operating activities, debt 
fi nancings and domestic Rouble bond offerings. As of 31 December 2013 and 
2012, our working capital — defi ned as current assets (excluding cash and cash 
equivalents) less current liabilities (excluding short-term borrowings and short-term 
portion of long-term borrowings) — was negative RUB 10,558 million and negative 
RUB 9,489 million, respectively. We believe that working capital levels in the food 
retail industry are typically negative, largely refl ecting accounts payable to suppli-
ers. Furthermore, this tendency is exacerbated at year-end as more stores usually 
come into operation in November / December than other months, and accounts 
payable build up in connection with the supply of these new stores and are settled 
the following year. We typically sell our inventory before we pay our suppliers for 
that inventory.

The average maturity of our debt was 3.3 years as of 31 December 2013 and 2.9 
years as of 31 December 2012, and the weighted average interest rate on our 
indebtedness was 10.5 % as of 31 December 2013 and 11.0 % as of 31 December 
2012. As of 31 December 2013, we had available-for-draw under our fi nancings in 
aggregate RUB 24,850 million.

The following table sets out our total debt as of the dates indicated. As of year-end 
2013 and 2012, all of our debt was denominated in Roubles:

As of 31 December 2013, 87 % of our total borrowings consisted of long-term debt, 
and approximately 85 % of interest under long-term debt had fi xed rates or hedged 
rates reducing exposure to fl oating interest rates. The total amount available under 
our credit facilities as of 31 December 2013 was RUB 24,850 million.

1The short-term portion of long-term revolving credit lines. 
2 Refl ects outstanding amounts under the March 2013 RUB 10 billion bond issuance and includes 
capitalized fees in connection therewith of RUB 43 million as of 31 December 2013.  

Year ended 31 December 
2013 2012

(RUB millions)

Purchase of property, plant and equipment 22,496 14,062

Purchase of intangible assets other than leasehold rights 274 263

Purchase of leasehold rights 813 638

Proceeds from sale of property, plant and equipment (4) (1)

Proceeds from disposals of leasehold rights (30) –

Total capital expenditures 23,549 14,962

As of 31 December 
2013 2012

(RUB millions)

Short-term debt, of which 6,143 3,833

Short-term portion of long-term borrowings1 6,142 3,333

Short-term borrowings 1 500

Long-term debt, of which 39,900 25,044

Long-term bank debt 29,892 24,979

Bonds2 9,957 –

Long-term obligations under fi nance leases 51 65

Total borrowings 46,043 28,877

Working capital 

Indebtedness 
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We consider net debt and certain leverage and coverage ratios as the principal 
measures for evaluating the impact of the total size of our debt on our operations. 
The following table sets out net debt and certain ratios as of the dates indicated: The following table summarises our CROCI (cash return on capital invested) and 

ROIC (return on invested capital) in 2013 and 2012:

We consider our CROCI and ROIC record during the period under review to be supe-
rior to the Russian food retail industry average (based on a review of publicly available 
information) and refl ects our high sales densities and low operational costs, notwith-
standing our emphasis on ownership of our hypermarkets, which increases asset 
values and therefore negatively impacts our CROCI and ROIC results.

1 CROCI is defi ned as Adjusted EBITDA over average capital invested. Average capital invested 
is the average of the book value of gross non-current assets plus net working capital as of the 
beginning of the year and the book value of gross non-current assets plus net working capital as 
of the end of the year. 

2 ROIC is defi ned as operating profi t (on a pre-tax basis) over average capital invested (book 
value of net non-current assets plus net working capital), calculated as simple average of capital 
invested as of the beginning of the year and the end of the year. 

Net debt, net debt to Adjusted EBITDA, Adjusted EBITDA to net interest expense, 
the lease-adjusted ratio of net debt to Adjusted EBITDAR, Adjusted EBITDAR to 
net interest expense plus rental expenses are non-IFRS measures and may not be 
comparable to similarly titled measures disclosed by other companies, and inves-
tors should not use these non-IFRS measures as a substitute for fi gures provided in 
the Financial Statements.

During the periods under review, we entered into a number of short-term, Rou-
ble-denominated credit facilities. As of 31 December 2013 and 2012, the total 
amount of the short-term portion of our long-term borrowings was RUB 6,143 million 
and RUB 3,833 million, respectively. Short-term loans as of 31 December 2013 bore 
a weighted average interest rate of 7.5 %. For further information on our short-term 
indebtedness, see Note 19 to the 2013 Financial Statements. As of 31 December 
2013 and 2012, the total amount of interest accrued under our short-term borrow-
ings was RUB 19 million and RUB 5 million, respectively.

In September 2011, we entered into the VTB Facility Agreement, drawing down 
RUB 25.375 billion. In April 2013, the VTB Facility Agreement was amended to 
allow for a total of RUB 40.375 billion to be borrowed thereunder, and we drew 
down RUB 5 billion thereunder in November 2013. As of 31 December 2013, the 
amount outstanding under the VTB Facility Agreement was RUB 30.375 billion. The 
VTB Facility Agreement bore a weighted average interest rate of 11.1 % as of 31 
December 2013.

1 Net debt is calculated as the sum of short-term and long-term debt (including borrowings and 
obligations under fi nance leases and including capitalised fees and interest accrued) minus 
cash and cash equivalents.

2Net interest expense is interest expense less interest income.
3 Lease-adjusted net debt is net debt plus capitalised operating leases multiplied by a capitalisa-
tion rate of 8.0x in accordance with the standard approach of debt ratings agencies for the retail 
industry.

Year ended 31 December 
2013 2012

Net debt (RUB millions)1 39,831 25,341

Net debt to Adjusted EBITDA ratio1 2.4 2.0

Adjusted EBITDA to net interest expense ratio2 3.8 4.1

Lease-adjusted net debt to Adjusted EBITDAR ratio3 2.6 2.1
Adjusted EBITDAR to net interest expense 
plus rental expense ratio 3.5 3.8

Year ended 31 December 
2013 2012

CROCI (%)1 34.8 44.0

ROIC (%)2 39.2 57.2

Short-term borrowings 

CROCI and ROIC 

Long-term borrowings 

As of 31 December 2013 and 2012, the 
total amount of the short-term por-
tion of our long-term borrowings was 
RUB 6,143 million and RUB 3,833 mil-
lion, respectively. Short-term loans as 
of 31 December 2013 bore a weighted 
average interest rate of 7.5 %. 

amount outstanding under the VTB Facility Agreement was RUB 30.375 billion. The 
VTB Facility Agreement bore a weighted average interest rate of 11.1 % as of 31 
December 2013.
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Management
Board of Directors

Jan Dunning, age 54 | CEO and Director Anton Artemyev, age 53 | Independent DirectorStephen Johnson, age 50 | Senior Independent Director Michael Lynch-Bell, age 60 | Independent Director

Jan Dunning became our CEO in October 2009 and 
general director of Lenta LLC in November 2009. Jan 
was appointed as one of our directors in November 
2013. Prior to joining us, Jan had served as general 
manager of Metro Cash & Carry Ukraine, and previ-
ously was operations director of Metro Cash & Carry 
Russia. During his six years with METRO in Russia, 
the business expanded from four stores to 48. Jan’s 
previous experience also includes three years as gen-
eral manager of the Lukas Klamer wholesale business, 
a subsidiary of METRO in the Netherlands, and over 
ten years with Aldi North. Over the last 25 years he has 
worked in a broad range of retail functions including 
leadership roles in operations, development, sales, 
marketing, purchasing and fi nance.

He obtained a BA in history from the University of Gro-
ningen in 1983 and a degree in business economics 
from the University of Amsterdam in 1989 and also 
attended a management accelerated development 
programme at London Business School in 2007 and a 
marketing programme at INSEAD in 2008.

Anton Artemyev has over 10 years of experience in the 
consumer goods and food industry. He worked as a senior 
vice president for Eastern Europe at Carlsberg Breweries 
A / S from 2008 to 2011, as president of Baltika Breweries 
from 2005 to 2011 and as executive vice president of 
Baltic Beverages Holding AB from 2000 to 2005. Anton 
also served on the board of directors at, inter alia, Baltika 
Breweries (2001-2011) and a number of Carlsberg group 
companies in Russia and the CIS. From 1992 to 2000, he 
headed Russian operations at Bossard Consultants (since 
1998 — Gemini Consulting). In addition, Anton was dean 
at the International Management Institute St. Petersburg 
(IMISP) from 1989 to 1992. From 2008 to 2011, Anton 
was a member of the management board of the Russian 
Union of Industrialists and Entrepreneurs.

Anton was appointed as one of our independent non-ex-
ecutive directors in December 2013. In addition to his 
directorship here at Lenta, he also currently serves on the 
boards of the real estate developer RBI ad (as chairman) 
of the equipment rental company Fortrent.

Anton graduated with a degree in oceanography from 
Leningrad State University (1983), where he also received 
a Ph.D. in geography (1988). From 1989 to 1992, Anton 
completed coursework in management and economics at 
Bocconi University and Henley Management College.

Steve Johnson has over 20 years of experience in 
the retail industry, having been part of the team that 
turned around and successfully sold Asda to Wal-
mart. Whilst at Asda, Steve held several senior posi-
tions including trading director, commercial fi nance 
director and marketing director. Following his time at 
Asda, he was CEO of Focus DIY Ltd and of Wool-
worths plc, as well as sales & marketing Director at 
GUS plc and Chairman at Dreams plc. He started his 
career in management consultancy with Bain & Co.

Steve has been one of our independent non-exec-
utive directors since June 2010. He was appointed 
as our senior independent director in 2013 and also 
serves on our audit, nomination, remuneration and 
capital expenditure committees. He is currently a 
non-executive director of Big Yellow Group plc and of 
Unipart Group Ltd. Steve also works with a number 
of private equity fi rms primarily focused in Southern 
and Eastern Europe.

He graduated from University of Cambridge, Down-
ing College with degrees in engineering in 1986 and 
manufacturing engineering in 1987.

Michael Lynch-Bell retired from Ernst & Young as Senior Partner in 
2012 after a 38 year career with the fi rm. He was a member of Ernst 
& Young’s audit practice from 1974 to 1997, becoming a partner in 
1985. During this period as well as supervising and being involved in 
the audit of a number of multinational groups he advised a wide range 
of companies on systems and controls, corporate governance, risk 
management and accounting issues. In 1997, Michael moved to Ernst 
& Young’s Transaction Advisory Services practice where he founded 
and led its U.K. Oil & Gas, Mining & Metals and IPO transaction teams. 
He has been involved with the CIS since 1991 and has advised many 
CIS companies on fundraising, reorganisations, transactions, corporate 
governance and IPOs.

Michael was appointed as one of our independent non-executive directors 
in November 2013. In addition to his role here at Lenta, he is also senior 
independent director, nomination committee member and audit committee 
chair of Kazakhmys plc; a non-executive director, audit and remunera-
tion committees member, and health and safety sub-committee chair at 
Equus Petroleum plc; and a non-executive director and audit committee 
chair at Seven Energy Limited. In addition, he is a member and ex offi cio 
Chairman of the UN Expert Group on Resource Classifi cation. Michael is 
also active with charities, including Action Aid International, The Children of 
Sri Lanka Trust and 21st Century Legacy. 

Michael graduated from Sheffi eld University with a BA in Economics and 
Accounting in 1974, qualifi ed as an English Chartered Accountant in 1977 
and was awarded an Honorary Doctorate of Humane Letters by Schiller 
International University in 2006. 
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John Oliver, age 55 | Chairman of the Board and Director Stephen Peel, age 48 | DirectorDmitry Shvets, age 41 | Director Tim Demchenko, age 40 | Director

John Oliver, a former TPG partner, led TPG’s European 
Operating Group until December 2013. Prior to joining 
TPG in 2006, John spent 15 years with General Electric. 
His roles at GE included CEO of GE Equipment Ser-
vices Europe, a diverse portfolio of businesses operat-
ing in 20 countries and CEO of GE IT Solutions Europe, 
an IT infrastructure and services provider, which was 
turned around and sold under his leadership. Prior 
to this he held various roles at GE Medical Systems 
including GM EMEA Services, VP Global Radiation 
Therapy and VP Global Vascular Systems. He started 
his career in 1981 with Schlumberger oilfi eld services, 
holding various technical and country general manage-
ment roles in Africa and Asia-Pacifi c, then worked for 
the Boston Consulting Group before joining GE.

John was appointed as one of our non-executive direc-
tors in October 2009 and has been Chairman of the 
Board since 2011. He is also a senior advisor to TPG 
and provides strategic advice to companies in Western 
Europe and Russia.

He graduated with a BSc in Chemical Engineering from 
Imperial College in 1981 and received an MBA from 
INSEAD in 1987.

Stephen Peel is a managing partner at TPG Capital 
based in Hong Kong. He has over 25 years of expe-
rience in fi nance and private equity. Stephen was a 
founder of TPG’s European offi ce in 1997. He also 
set up TPG’s activities in Eastern Europe and Russia 
before assuming responsibility as a group head for the 
businesses in Asia in late 2008. Before joining TPG, 
Stephen worked in the Principal Investment Area of 
Goldman Sachs International in Europe from 1989 
to 1997. Stephen has been one of our non-executive 
directors since September 2011 and serves or has 
served on the boards of, inter alia, Newbridge Capital 
Limited, HCP Packaging Hong Kong Limited, China 
Grand Automotive Services Co. Ltd, Grohe AG, Mey 
Icki Sanayi ve Ticaret As and FESCO plc.

He graduated from the University of Cambridge, Down-
ing College with a BA degree in 1987.

Dmitry Shvets is the head of TPG Capital Russia. Prior 
to joining TPG Capital in 2008, Dmitry was operat-
ing director in the mining and metallurgical company 
Norilsk Nickel where he was in charge of optimisation 
of the company’s key assets and also responsible for 
integration of newly acquired assets. From 1998 to 
2004, Dmitry worked for McKinsey & Company where 
he led projects in such industries as consumer goods, 
retail, transportation, metals and mining and oil extrac-
tion. Dmitry also worked for the Coca-Cola Company in 
various marketing roles. He served on the board of the 
Russian shipping and logistics company FESCO plc in 
2013. Dmitry was appointed as one of our non-execu-
tive directors in October 2009 and is also chairman of 
our capital expenditure and human capital committees.

He received an MBA degree from Emory University 
in 1997 and graduated with honors from the Moscow 
State Institute of International Relations (MGIMO) in 
1995.

Timothy Demchenko is Head of Private Equity and Spe-
cial Situations at the VTB Capital group and has over 
15 years’ experience in private equity and corporate 
business development. During his career in leading 
international companies, including IBM, Siemens and 
Deutsche Bank, Tim has participated in multiple private 
equity and corporate transactions in Western Europe, 
the United States and Russia. Tim became one of our 
non-executive directors in October 2009. He is also a 
director of Russ Outdoor and Brunswick.

He holds professional qualifi cations and certifi cations 
from CIMA and SFA, as well as a master’s degree 
in fi nance from London Business School, which he 
received in 1999.

Imperial College in 1981 and received an MBA from 
INSEAD in 1987.
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Lindsay Forbes, age 60 | Director Jago Lemmens, age 45 | CFO and DirectorMartin Elling, age 60 | Director

Lindsay Forbes has been at the EBRD since 1994 and 
is currently Director of Industry, Commerce and Agri-
business for Russia, based in Moscow. He has over 30 
years’ experience in the banking industry, and has held 
multiple directorships over the past 20 years. Previ-
ously, Lindsay served as Director, Corporate Equity 
managing a portfolio of equity investments across all 
EBRD countries of operation. Before joining EBRD, he 
spent 13 years with the British Linen Bank, the invest-
ment bank subsidiary of the Bank of Scotland, working 
in both the United Kingdom and the United States. Prior 
to this, he worked as a lawyer with Norton Rose.
Lindsay became one of our non-executive directors in 
October 2009 and is currently a member of our audit 
committee. In the past, he has represented EBRD on 
a number of corporate listed and unlisted investments 
including as a member of the board and chairman of 
the audit committee of International Moscow Bank 
(now UniCredit) as well as a board member of Orgres-
bank (now Nordea Bank).

Lindsay is a qualifi ed solicitor, receiving a law degree 
from Oxford University, Hertford College in 1975 and 
an MBA from INSEAD in 1981.

Jago Lemmens joined us in October 2010 as a director 
of accounting and reporting (at Lenta LLC), becoming 
in 2011 our CFO, as well as CFO of Lenta LLC. Jago 
was appointed as one of our directors in November 
2013. He has over 24 years of experience in the retail 
industry. He has previously worked for, inter alia, Lukas 
Klamer BV, Vomar Voordeelmarkt (Netherlands), Metro 
Cash & Carry (the Netherlands), OBI (Ukraine) and 
Unigro NV, with senior positions in the fi elds of fi nance, 
accounting and controlling management. 

In 1993, Jago graduated with a master’s degree in 
fi nance and accounting from the Vrije Universiteit 
Amsterdam, where he also obtained a post-graduate 
qualifi cation of Certifi ed Public Auditor in 1996. In 
2003, he undertook post graduate courses in fi nancing, 
accounting and controls at the University of Amster-
dam. Jago is a member of the Association of Chartered 
Auditors and the Association of Registered Controllers 
in the Netherlands. 

Martin Elling became one of our non-executive direc-
tors in September 2011. Martin also currently serves 
as a non-executive board director for Pestova Ltd in 
Kosovo. He has over 30 years of international expe-
rience in fi nance, development and procurement, 
including over 20 years in the CIS. Martin also advises 
companies on restructuring and corporate govern-
ance. Martin has served on a number of boards since 
1997, most recently as a board director of Ilta Grain 
Inc. (2012 to January 2014), and UCC sàrl (2008 to 
2013) and previously also worked at the EBRD (1992 
to 1997) and the United Nations (1981 to 1992, as a 
fi nancial analyst and economist), before leaving to con-
centrate on investment opportunities in agribusiness, 
leasing and business-to-business services in Ukraine 
and Russia. 

In 1979, Martin graduated with a master’s degree in 
economics from the University of Amsterdam and he 
has a post-graduate degree in development economics 
from the University of Wageningen. 

an MBA from INSEAD in 1981.
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Senior Management

Jan Dunning, age 54 | CEO and Director Herman Tinga, age 56 | CCO

Jan Dunning became our CEO in October 2009 and 
general director of Lenta LLC in November 2009. Jan 
was appointed as one of our directors in November 
2013. Prior to joining us, Jan had served as general 
manager of Metro Cash & Carry Ukraine, and previ-
ously was operations director of Metro Cash & Carry 
Russia. During his six years with METRO in Russia, 
the business expanded from four stores to 48. Jan’s 
previous experience also includes three years as gen-
eral manager of the Lukas Klamer wholesale business, 
a subsidiary of METRO in the Netherlands, and over 
ten years with Aldi North. Over the last 25 years he has 
worked in a broad range of retail functions including 
leadership roles in operations, development, sales, 
marketing, purchasing and fi nance.

He obtained a BA in history from the University of Gro-
ningen in 1983 and a degree in business economics 
from the University of Amsterdam in 1989 and also 
attended a management accelerated development 
programme at London Business School in 2007 and a 
marketing programme at INSEAD in 2008.

Herman Tinga was appointed commercial director 
(CCO) of Lenta LLC in April 2013. He previously 
worked as a global category management & sourcing 
director for METRO and served on the board of Makro 
Cash & Carry Netherlands during 2007-2012, as well 
as on the board of Metro Cash & Carry Russia during 
2003-2007. With a background in marketing, category 
management and buying merchandising, Herman has 
extensive retail experience as senior manager for large 
retailers in both mature and emerging markets span-
ning 32 years.

Herman graduated from the NIMA (Netherlands Insti-
tute for Marketing) in 1980 with an A-diploma degree 
and in 1986 with a B-diploma degree (Bachelor) in 
marketing management.

Edward Doeffi nger was appointed as operations direc-
tor (COO) of Lenta LLC in November 2011. Edward 
Doeffi nger started his career in private-sector retail in 
1991 at Metro Cash & Carry Germany and has over 
30 years of experience in the retail industry, including 
several years with the Ministry of Trade and Supply 
of the German Democratic Republic and 23 years 
of management experience, including different roles 
with Metro Cash & Carry (Germany, Hungary, China, 
Kazakhstan and Russia) as, inter alia, board consultant, 
store general manager and (for the two years prior to 
joining us) operations director for Metro Cash & Carry 
Kazakhstan.

Edward graduated from the Berlin School of Econom-
ics in 1979 with a degree in economics, mathematics 
and informatics.

Jago Lemmens, age 45 | CFO and Director

Jago Lemmens joined us in October 2010 as a director 
of accounting and reporting (at Lenta LLC), becoming 
in 2011 our CFO, as well as CFO of Lenta LLC. Jago 
was appointed as one of our directors in November 
2013. He has over 24 years of experience in the retail 
industry. He has previously worked for, inter alia, Lukas 
Klamer BV, Vomar Voordeelmarkt (Netherlands), Metro 
Cash & Carry (the Netherlands), OBI (Ukraine) and 
Unigro NV, with senior positions in the fi elds of fi nance, 
accounting and controlling management. 

In 1993, Jago graduated with a master’s degree in 
fi nance and accounting from the Vrije Universiteit 
Amsterdam, where he also obtained a post-graduate 
qualifi cation of Certifi ed Public Auditor in 1996. In 
2003, he undertook post graduate courses in fi nancing, 
accounting and controls at the University of Amster-
dam. Jago is a member of the Association of Chartered 
Auditors and the Association of Registered Controllers 
in the Netherlands. 
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Joern Arnhold, age 43 | 
Supply-Chain Director

Tatiana Yurkevich, age 41 | 
Human Resources Director

Maxim Shchegolev, age 47 | 
Format Integration and Development Director

Joern Arnhold was appointed as supply chain director 
at Lenta LLC in August 2011 and has over 15 years of 
global experience in the retail industry. Prior to joining 
us, he held various positions in Metro Group Logistics, 
including, inter alia, logistics controller, divisional CEO 
(Turkey), project manager (Germany) and managing 
director (Moscow). As the managing director of Mos-
cow Metro division, Joern dealt with processes in the 
fi eld of warehouse storage, cross-docking and trans-
portation of dry food, non-food and drinks.

Joern graduated from the Georg August University, Göt-
tingen in 1996 with a degree in business administration.

Sergey Prokofi ev was appointed as legal and gov-
ernment relations director at Lenta LLC in June 2012. 
Prior to this appointment, Sergey served as legal and 
compliance director at Metro Cash & Carry Russia for 
11 years. He is a qualifi ed Russian lawyer with 20 years 
of experience in law.

Sergey graduated from the Military Institute of the 
Ministry of Defence of Russia in 1991 with a degree in 
Pushtu, Dari, Arabic and English, and then obtained 
a degree in law from the Institute of Law of the Rus-
sian Interior Ministry of Russia in 1995. Sergey also 
received a Ph.D. in Law from the Institute of Legislation 
and Comparative Law under the Government of the 
Russian Federation in 2000 and an MBA degree in 
strategic management from California State University, 
East Bay, in 2007.

Tatiana Yurkevich was appointed as human resources 
director at Lenta LLC in September 2012. Tatiana has 
15 years of global experience in human resources in 
the heavy machinery, fast-moving consumer goods and 
retail industries, with prior roles as HR vice president 
for Fazer Russia (2008-2012), HR director in Izhors-
kiye Zavody (OMZ Group) (2005-2007) and Caterpillar 
(1998-2005).

Tatiana graduated from Novosibirsk State Pedagogical 
University in 1994 with a master’s degree in the English 
and German languages and St. Petersburg State Uni-
versity in 1998 with a master’s degree in international 
economics.

Maxim Shchegolev was appointed as format inte-
gration and development director at Lenta LLC in 
September 2012. Before this, he held the position of 
expansion director in the North-West division of O’Key 
(from March 2004) responsible for various aspects of 
business development, including remodeling, expert 
assessment of the competitive environment and the 
purchase and lease of real estate for the construction 
of stores. In March 2012, Maxim took a similar position 
in MC Start, where he worked immediately prior to his 
employment with us.

Maxim graduated from the St. Petersburg State Univer-
sity of Economics and Finance in 1993 with a degree in 
fi nance and credit.
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Corporate governance
Organisational structure

Description of Shares

Governance structure

Shareholder meetings

We are incorporated under the laws of the BVI, and our registered offi ce is located at the offi ces of Tricor 
Services (BVI) Limited of PO Box 3340, Road Town, Tortola, BVI and our telephone number is 1-284-494-6004.

Lenta LLC, a wholly-owned subsidiary, is our main operating company. Our supply, commercial, fi nancial and sales 
strategies are managed centrally from the head offi ce in St. Petersburg, with implementation in the regions over-
seen both by the head offi ce and by our divisional offi ces in Novosibirsk, Rostov-on-Don and Moscow.

We are authorised to issue an unlimited number of Shares of no par value. We currently have 86,053,394 issued and 
fully paid-up Shares. All Shares carry identical rights, except that in certain circumstances TPG Capital, EBRD and 
VTB Capital Private Equity (the «Major Shareholders») have special voting rights to appoint directors («Major Share-
holder Nominated Directors»). See “— Directors», below.

With the exception of Shares to be issued pursuant to the Management Incentive Programme (see «Board and 
Management Remuneration — Management Incentive Programme» below), no Shares (issued or authorised but 
unissued) are under option or agreed conditionally or unconditionally to be put under option.

During 2013, we did not acquire any of our own Shares. As of the date hereof, we hold no Shares in treasury.

We are required to hold an annual general meeting in each year (in addition to any other meetings of shareholders 
which may be held in that year). Not more than 15 months shall elapse between the date of one annual general 
meeting and the next. Upon the written request of a shareholder or shareholders entitled to exercise 15 % or more 
of the voting rights in respect of the matter for which the meeting is requested, the Board shall convene a meeting of 
shareholders.

The following table sets forth information about our shareholders (as of the date hereof):

The Major Shareholders are in a position to signifi -
cantly infl uence the outcome of matters submitted 
to shareholders’ meetings for a vote, including, the 
election or removal of directors (a number of whom 
are nominated by the Major Shareholders pursuant 
to rights embedded in our M&A), any proposed 
amendment to the M&A, merger proposals, as well 
as any other matter submitted to shareholder vote. 
In addition, the Major Shareholders will continue to 
be able to exercise signifi cant infl uence over any 
decision regarding a change of control over us.

1 Pre-IPO minority shareholders are subject to a lock-up of 180 days from the close of the 2014 Offering
2 Directors and Management are subject to a lock-up of 365 days from the close of the 2014 Offering. GDRs issued pursuant to 
the MIP , as defi ned below, are subject to lock-up as from the date of their grant. 

3 Includes GDRs issued pursuant to the MIP, as more fully described in “Board and Management Remuneration”, below.

In accordance with our memorandum and articles of association (the «M&A») and applicable BVI law, our ultimate 
decision-making body is the shareholders’ meeting. This is followed by the Board, which is responsible for managing 
our business. The Board also has audit, nomination, remuneration and capital expenditure committees. Senior Man-
agement is involved in our day-to-day management.

Shareholders % of share capital

TPG Capital 38.5%

EBRD 16.6%

VTB Capital Private Equity 9.0%

Other Minorities1 12.3%

Directors and Management2 1.2%3

Free Float 22.5%

Total 100.0%

Shareholders’ Meeting

Audit
Committee

Remuneration 
Committee

Capital 
Expenditure Committee

Nomination
Committee

Senior Management

Board 
of Directors
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Directors
The Board is responsible for managing 
our business and may exercise all of the 
business’ powers in doing so except to the 
extent that any such power is required or 
reserved by applicable BVI law or the M&A 
to be exercised by our shareholders. The 
Board also, by virtue of our direct or indirect 
shareholdings in our consolidated subsidi-
aries, provides strategic management of our 
affairs and those of our consolidated subsidi-
aries (the day to day operations of Lenta LLC, 
our operating company, being managed by 
Senior Management as described below).

The Board currently consists of 11 directors, 
of which three — Michael Lynch-Bell, Anton 
Artemyev and Stephen Johnson — are 
independent directors in the judgment of 
the Board, having regard to the provisions 
of the U. K. Corporate Governance Code 
(the «Code») relating to the independence 
of directors (on a voluntary basis, since the 
same does not apply to us). None of the 

As provided under the M&A:
•  the CEO and CFO hold offi ce by virtue of their position as such, and are appointed (and 

removed) by the Board.
•  the Major Shareholders may nominate Major Shareholder Nominated Directors to be direc-

tors (and remove such directors), and the shareholders are obliged to vote to approve the 
appointment or removal of such candidates, as follows:

•  TPG Capital: three (including the Chairman) whilst it holds directly or indirectly an interest in 
22.5 % or more of the Shares; two (including the Chairman) whilst it holds directly or indirectly 
an interest in 15 % or more of the Shares; one whilst it holds directly or indirectly an interest in 
5 % or more of the Shares;

•  EBRD: two whilst it holds an interest in 15 % or more of the Shares; one whilst it holds an 
interest in 5 % or more of the Shares;

•  VTB Capital Private Equity: one whilst it holds directly or indirectly an interest in 5 % or more 
of the Shares.

•  There should at all times be at least three independent directors. Independent directors 
are elected by a majority resolution of the Board from a list of candidates proposed 
by the Board and considered by the Board to be independent, taking into account the 
criteria for independence set forth in the Code, provided that each independent director 
shall be deemed to resign at the fi rst general meeting following his election by resolu-
tion of directors, at which general meeting the independent directors shall be put forth 
for re-election. These directors may be removed by a majority resolution of the Board 
or by simple majority resolution of the shareholders upon a proposal made by share-
holder(s) holding more than 15% of the Shares. 

•  Each of the other directors (if any) shall be elected by simple majority resolution of the 
shareholders from a list of candidates which will include those candidates proposed 
by the Board, retiring directors consenting to being put forward for re-election, and/or 
put forward for election by shareholder(s) holding at least 15% of the Shares within the 
timeframe stipulated in the M&A. These directors may be removed in the same way as 
the independent directors. 

factors or circumstances set out in the Code 
as potential indicators of non-independ-
ence are relevant to Messrs Lynch-Bell and 
Artemeyev. While Mr Johnson prior to 2014 
carried out remunerated consultancy work 
for us and also for our Major Shareholder, 
TPG Capital, and he holds 80,000 Shares 
subject to secured arrangements in favour 
of our pre-2014 Offering shareholders, the 
Board is satisfi ed that such have no effect 
on his independence (noting in particular Mr. 
Johnson’s extensive experience in retail, and 
that his shareholding is subject to staggered 
release from such secured arrangements, 
starting in 2014 and ending in 2018, subject 
to his continued service on the Board). Our 
CEO and CFO, who are also the general 
director and chief fi nancial offi cer of Lenta 
LLC, are directors (who are ineligible to 
serve on committees of the Board). The 
remaining six directors were elected by the 
our shareholders pursuant to the nomination 
rights of the Major Shareholders.

As of the date hereof, each Major Share-
holder holds suffi cient Shares to nomi-
nate the maximum number of directors 
allocated to it. On each of the fi rst two 
occasions where a Major Shareholder’s 
holding of Shares falls below a threshold 
listed above, one of the directors nom-
inated by that Major Shareholder must 
forthwith resign, and the number of direc-
tors on the Board shall be reduced by one 
(with the ultimate result that the Board will 
consist of nine members). On each sub-

As of the date hereof, there are six Major 
Shareholder Nominated Directors on the 
Board. The Major Shareholder Nominated 
Directors have a fi duciary duty under the 
laws of the BVI to act in the best interests 
of our business. Under the M&A, a director 
who has an interest in a transaction likely to 

The Board may appoint a director to fi ll a vacancy (subject to the rights of the Major 
Shareholders), in which case the director so appointed shall resign at the next general 
meeting and be put forth for re-election.

forthwith resign, and the number of direc-
tors on the Board shall be reduced by one 
(with the ultimate result that the Board will 
consist of nine members). On each sub-

sequent occasion when a Major Share-
holder’s holding of Shares falls below a 
threshold listed above, one of the direc-
tors nominated by that Major Shareholder 
must resign no later than the next general 
meeting (but may be re-nominated and 
re-elected by simple majority resolution 
of the shareholders). These directors 
may otherwise be only removed by their 
nominating Major Shareholder. The Major 
Shareholders may not assign or transfer 
these nomination rights to third parties.

give rise to a confl ict of interest may not vote 
on any resolution relating to the transaction 
(unless fewer than three directors are enti-
tled to vote on such resolution, in which case 
each interested director may vote provided 
his interest is duly disclosed or certain other 
exceptions apply). 

The Board is responsible for managing 
our business and may exercise all of the 
business’ powers in doing so except to 
the extent that any such power is required 
or reserved by applicable BVI law or the 
M&A to be exercised by our shareholders. 
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The table below sets out fee levels applicable as of 1 January 2014:

The audit committee assists the Board with the review of our internal and external 
audit activities, including the review of internal control systems, compliance with 
fi nancial reporting requirements, and the scope, results and cost effectiveness of 
external audit. This committee consists of fi ve directors, each with fi nancial expe-
rience; currently, these are: Michael Lynch-Bell (independent, chairman), Anton 
Artemyev (independent), Stephen Johnson (independent), Lindsay Forbes (Major 
Shareholder nominee) and John Oliver (Major Shareholder nominee). 

The capital expenditure committee has the power, delegated from the Board, to 
review, modify and approve proposals relating to signifi cant capital expenditure, 
which should be referred to this committee where the amount to be expended 
exceeds U. S.$ 2 million. This committee works within the framework of guidance 
provided by the Board as regards strategic, budgetary and return requirements. 
The capital expenditure committee also advises the Board as regards proposed 
projects which do not comply with this framework and are accordingly referred to 
the full Board. This committee consists of four directors; currently these are: Dmitry 
Shvets (Major Shareholder nominee, chairman), Anton Artemyev (independent), 
Stephen Johnson (independent) and Martin Elling (Major Shareholder nominee). 

The nomination committee makes recommendations to the Board as regards the appoint-
ment of new directors (aside from Major Shareholder nominees, the CEO and the CFO), 
working to identify, interview and select candidates with suitable industry or key compe-
tency experience, and assessing the independence of such candidates. The committee 
also reviews Senior Management appointments and company-wide succession planning 
and other human resources related matters. This committee consists of fi ve directors; 
currently, these are: Stephen Johnson (independent, chairman), Michael Lynch-Bell (inde-
pendent), Anton Artemyev (independent), John Oliver (Major Shareholder nominee) and 
Dmitry Shvets (Major Shareholder nominee). 

The remuneration committee assists the Board in discharging its responsibilities 
in relation to remuneration, including reviewing our overall compensation policy, 
making proposals to the Board as to the remuneration of our directors and Senior 
Management, and advising on (and administering) our management incentive plans. 
This committee consists of four directors; currently, these are: Stephen Johnson 
(independent, chairman), Michael Lynch-Bell (independent), John Oliver (Major 
Shareholder nominee) and Dmitry Shvets (Major Shareholder nominee). 

Base fee for non-executive directors
Amount payable in U.S. $

165,000
Additional fee:
for the Chairman 285,000

for the senior independent director 25,000

for the chair of the audit committee 40,000

for the chair of the capital expenditure committee 30,000

for the chair of the nomination and remuneration committee 17,500

for members of the audit and capital expenditures committees 15,000

for members of the nomination and remuneration committees 10,000

Audit committee

Capital expenditure committee

Nomination committee

Remuneration committee

Compensation of the Chairman 
and non-executive directors
The Chairman and other non-executive directors do not have service contracts 
with us, but each has received a letter of appointment from us. There is no notice 
period for termination.

Fees for the Chairman and the other 
non-executive directors are determined 
by the Board as a whole upon the rec-
ommendation of the remuneration com-
mittee. Fees are set at a level suffi cient 
to attract, motivate and retain the world-
class talent necessary to contribute to 
a high-performing board. Fees are paid 
monthly in cash. The Chairman and 
the other non-executive directors do 
not participate in any of our employee 
incentive arrangements, nor do they 
receive any pension provision.

The Chairman and the other non-exec-
utive directors receive a base fee with 

additional fees payable for chairman-
ship and membership of our key com-
mittees and for performing the Chair-
man and senior independent director 
roles. The fee levels are reviewed on a 
periodic basis with reference to the time 
commitment and responsibilities of the 
role and market levels in companies of 
comparable size and complexity to us.

The fees applicable for the services of 
shareholder-nominated directors are 
paid either directly to the relevant direc-
tor or to the nominating shareholder, as 
determined by their nominating share-
holder.
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Senior Management

Summary

Key business and industry risks

Corporate governance code

Risk management
The Senior Management is involved in our day-to-day management.

We encounter risks relating to our business and 
industry, including risks associated with competi-
tion and consumer demand, the implementation of 
our strategy, our real estate and construction activ-
ities and other business-related and fi nancial risks. 
Because our operations are based in Russia, we 

Key risks we face relating to competition, consumer demand and our strategy include:
•  a deterioration in the economic conditions, disposable income and consumer spending in Russia, which 

could lower the volume of purchases made at our stores and cause our customers to shift their purchas-
ing patterns toward cheaper products;

•  signifi cant competition in the Russian food retail sector, which could lead to a reduction in our market 
share and a decline in our profi tability;

•  a failure to identify and satisfy consumer preferences, which could lead to lower traffi c at our stores, 
reduce average ticket or result in a build-up of inventory;

• a failure to adjust our product mix to seasonal trends, which could impair our trading performance; and

•  the inability to implement our expansion strategy or execute our capital expenditure plans, which could 
have a material impact on our business.  Our expansion strategy depends on our ability to locate and 
acquire (or lease) appropriate sites on commercially reasonably terms, open new stores in a timely man-
ner, employ, train and retain necessary staff and integrate new stores into supply chain.  Our approach 
to owning stores, together with our expansion programme, requires signifi cant capital expenditures, 
which may not be available to us.

Key risks we face relating to real estate and construction include:
•  a failure to acquire or lease land and premises or build new hypermarkets on economic terms, whether 

due to the scarcity of high-quality real estate locations for retail stores, legislation making purchases or 
leasing more diffi cult for us or our inability to identify and secure suitable real estate opportunities;

•  delays or cancellations in the planned construction of our hypermarkets for a variety of reasons, which 
could impede our expansion plans; 

•  a decrease in the value of our real estate, which may impact our ability to comply with our loan agree-
ments or prevent us from raising additional fi nancing; 

•  as our use of leased selling space for hypermarkets is likely to increase in coming years, any inability to 
renew leases as they expire or acquire new leases in favourable locations and on economic terms;

• any challenges to our real estate ownership interests, lease rights or intellectual property rights; and

•  interruptions in the operations of any of our distribution centres, which could materially disrupt our supply 
chain operations.

Jan Dunning, as general director of our operating company (Lenta LLC), has broad 
powers under Russian law. He is able to contract and enter into transactions on Lenta 
LLC’s behalf and exercise executive authority over all day-to-day activities, subject to 
certain restrictions imposed by Russian law and by the charter of Lenta LLC.

As a BVI company with GDRs admitted to the Offi cial List, we are not required to comply 
with the provisions of the Code. As of the date hereof, we do not fully comply with the 
Code, as (i) the chairman of the Board is not an independent director, and (ii) our audit 
committee is not solely composed of independent directors, though independent direc-
tors represent a majority, including the chairman of the audit committee. Save as noted 
above, we intend to comply with the Code to the extent appropriate and practicable.

While BVI law imposes certain general duties on company directors (including the duty to 
act in the best interests of the company), there is no specifi c corporate governance code 
or corporate governance regime in the BVI.

Name
Year of

appointment Position

Jan Dunning 2009 Chief executive offi cer (CEO); 
general director of Lenta LLC

Jago Lemmens 2010 Chief fi nancial offi cer (CFO) 
and CFO of Lenta LLC

Herman Tinga 2013 Commercial director (CCO) of Lenta LLC

Edward Doeffi nger 2011 Operations director (COO) of Lenta LLC

Joern Arnhold 2011 Supply chain director of Lenta LLC

Tatiana Yurkevich 2012 Human resources director of Lenta LLC

Sergey Prokofi ev 2012 Legal and government relations director 
of Lenta LLC

Maxim Shchegolev 2012 Format integration and development director 
of Lenta LLC

also face risks specifi c to Russia’s political, eco-
nomic and social environment and Russia’s legal 
and regulatory framework. We consider the below 
the principal risks that we face, and then discuss 
our fi nancial risk management policies.
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We regularly review our business risks using the 
COSO Frameworkto identify our major business 
risks. We have identifi ed risks relating to the relia-
bility and completeness of our fi nancial reporting 
and have put controls in place to minimise them. 
Beginning in 2013, these controls are tested annu-
ally as part of our internal audit cycle.

Other key risks facing our business include:

•  a default under certain of our fi nancings may result in the loss of all or a substantial portion of our assets 
since a signifi cant amount of our assets, including all of the equity in our operating subsidiary Lenta LLC, 
are under pledge;

•  our inability to attract or service future debt fi nancing, which may lead to delays in our capital expendi-
ture plans or could require us to sell real estate or otherwise put us in default of our obligations;

•  the imposition of price controls or legislation setting caps on bonuses we receive from suppliers or other-
wise setting mandatory terms with suppliers, which may have a negative impact on our margins;

•  increases in prices charged by food producers, which may have a negative effect on our business if we 
are unable to pass these additional costs on to our customers;

•  customer complaints, product liability claims, product recalls, health and safety issues, adverse publicity 
or legal action, which may result in the deterioration of the value of the “Lenta” brand name;

•  our reliance on third-party service providers, such as contractors, transportation specialists and fi rms 
providing security or cleaning services, which may have a negative impact on our business, should such 
providers fail to carry out their responsibilities;

• an increase in labour costs or the loss of the benefi t of migrant labour; and

• exposure to loss, theft and robbery due to the substantial use of cash in our operations.

We regularly review our business risks using the COSO Framework (see Glossary, below) to identify our 
major business risks. We have identifi ed risks relating to the reliability and completeness of our fi nancial 
reporting and have put controls in place to minimise them. Beginning in 2013, these controls are tested 
annually as part of our internal audit cycle.

Interest rate risk
Interest rate risk is the risk that changes in variable 
interest rates will adversely impact our fi nancial 
results. Our interest rate risk arises mainly from 
long-term, variable-rate borrowings, in particu-
lar the VTB Facility Agreement, under which our 
outstanding indebtedness was, as of 31 December 
2013, RUB30.375 billion, or 65.8 % of our total 
indebtedness, representing all of our variable inter-
est rate debt.

We use interest rate swaps and caps to hedge our 
exposure to the variability of interest rates. In particu-
lar, there are interest rate swap and caps contracts in 
place in respect of the VTB Facility Agreement with 
the result that the net exposure of our fl oating rate bor-
rowings under the VTB Facility Agreement to interest 
rate fl uctuations was 20 % as of 31 December 2013.

Foreign currency risk
We import approximately 3 % of our food and non-
food products (as measured by the purchase price 
paid to suppliers) from overseas suppliers, paying in 
currencies other than the Rouble. Our primary cur-
rency risk arises from the depreciation of the Rou-
ble against the U. S. Dollar and Euro between the 
date when amounts are recorded as payable under 
our U. S. Dollar-denominated and Euro-denomi-
nated transactions and the date of actual purchase. 
Roughly half of our leases for our supermarkets are 
effectively foreign-currency denominated. As of 31 
December 2013, we had no foreign-currency-de-
nominated fi nancial indebtedness.

Key risks we face related to Russia include:

•  instability in the Russian economy, including a slowdown in GDP (whether due to global economic 
conditions or more Russia-specifi c conditions such as oil and gas prices or the imposition of sanctions), 
currency instability or unstable credit conditions;

•  inadequate maintenance and development of Russia’s physical infrastructure, including Russia’s road 
network; and

•  complex tax and customs legislation that is subject to frequent change, varying interpretations and, at 
times, inconsistent and selective enforcement.

Key risks relating to Russia

Financial risk management structure

Credit risk
Our fi nancial assets that are exposed to credit risk 
consist mainly of trade receivables and cash and cash 
equivalents. We have no signifi cant concentrations of 
credit risk because our customer and supplier base is 
large and diverse.

Liquidity risk
Liquidity risk is the risk that we will not be able to settle 
all liabilities as they fall due. Because we process 
a large volume of transactions in cash, we are also 
exposed to the risk of cash shortages. We monitor our 
liquidity risk through the use of a recurring liquidity plan-
ning tool, which takes into account the maturity of our 
fi nancial assets and liabilities and projected cash fl ows 
from operations, as well as our anticipated funding 
needs. We manage our liquidity risk through the use of 
bank overdrafts and bank loans.

Capital risk management
We manage our capital to ensure we will be able to 
continue as a going concern while incurring debt to 
sustain and grow our business. We review our capital 
needs periodically to determine actions to balance our 
overall capital structure, in particular the incurrence of 
new debt or the redemption of existing debt. We are 
guided in our decisions by an established fi nancing pol-
icy, which stipulates leverage ratios, interest coverage, 
covenants compliance, appropriateness of balance 
between long-term and short-term debt and require-
ments to diversifi cation of funding sources. Our funding 
decisions are guided by the covenants in the VTB Facil-
ity Agreement and the EBRD Loan Agreement.
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Board and management 
remuneration
The remuneration committee assists the Board in discharging its responsibilities in 
relation to remuneration, makes proposals to the Board as to the remuneration of the 
directors and Senior Management and advises on our management incentive plans. 

The key terms of each member of Senior Management’s participation in the MIP are set forth 
in the table below: 

On 22 April 2014, as a result of the Settlement Event upon the 2014 Offering, we 
granted 399 new Shares, (some in the form of GDRs), to the Senior Management 
under the MIP. The details of the MIP issuance, and the holdings of the recipients 
immediately following such issuance, are summarized below:

Furthermore, 20 % of our Shares held by Messrs. Dunning, Lemmens, Doeffi nger and Arn-
hold subject to secured arrangements in favour of our pre-2014-Offering shareholders refl ect-
ing the terms of the MIP, and 22.99 % of our Shares held by Mr. Dunning subject to separate 
like secured arrangements, have been released from such arrangements in accordance 
with their terms. The Shares released from such arrangements are: 118,549 for Mr. Dunning, 
17,866 for each of Messrs. Lemmens and Doeffi nger, and 14,888 for Mr. Arnhold.

1Herman Tinga has received two allocations under the MIP. 

1Including through his vehicle Golden Healer Investments Limited.
2Including through his vehicle Ergo United Limited.

We have instituted a share-settled man-
agement incentive programme (the 
«MIP»). Under the MIP, participating man-
agers are allocated a specifi ed number of 
phantom shares, in relation to which their 
entitlement under the MIP is calculated. 
Upon (i) an initial public offering (i.e., the 
2014 Offering) and (ii) any subsequent 
sale of Shares by a Major Shareholder to 
a third party (each, a «Settlement Event»), 
provided the per-Share price of that Settle-
ment Event is greater than that manager’s 
hurdle reference price plus 8 % per annum 
from that manager’s hurdle reference date, 
that manager is to receive a number of 
Shares (to be issued by us) equal to the 
number of that manager’s phantom shares 
multiplied by the proportion of (x) Shares 
sold in the Settlement Event to (y) the total 
shareholding of the Major Shareholders 
collectively or TPG Capital individually, 
whichever proportion is lower (the «Set-
tlement Event Proportion»), multiplied 
by (b) the Share price of the Settlement 
Event (as determined under the terms of 
the MIP) minus that manager’s base price, 
divided by the Settlement Event share 
price, and (unless the per-share Settle-
ment Event price is greater than that man-
ager’s hurdle reference price plus 16 % 
per annum from that manager’s hurdle 
reference date) divided by two.

Management Incentive Programme
A manager’s eligibility to receive Shares 
in the circumstances described above is 
conditional on his compliance with certain 
covenants (including as to confi dentiality, 
non-compete and non-solicitation). The 
vesting of Shares is subject to an annual 
cap, so that as of 31 March 2015 at most 
20 % of each manager’s phantom shares 
will vest (and accordingly, this cap applied 
in the context of the 2014 Offering) and at 
most a further 20 % (based on the number 
of phantom shares originally awarded) vest 
each subsequent 31 March (and to the 
extent Shares do not vest due to application 
of this cap, they would vest in the next year 
subject to the cap applicable for that year). 
Where a Settlement Event occurs in relation 
to which the 8 % per annum hurdle is not 
cleared, participating managers lose rights 
in relation to the Settlement Event Propor-
tion of their phantom shares. Where a par-
ticipating manager voluntarily terminates his 
employment with us, has such employment 
terminated for cause, or otherwise breaches 
the terms of the MIP, he loses rights in 
respect of his then phantom (non-vested) 
shares. To the extent his phantom shares 
have not otherwise vested by such time, half 
a manager’s original allocation on the fi fth 
anniversary of that manager’s vesting period 
commencement date, and the remainder on 
the seventh anniversary.

Manager Number of
phantom
shares 

Base
price

(U.S.$) 

Hurdle
reference

price (U.S.$) 

Hurdle refer-
ence
date

Vesting period
commencement

date

Jan Dunning 205,646 49.84 25.09 23 Septem-
ber 2011 1 April 2012

Jago Lemmens 102,823 49.84 25.09 23 Septem-
ber 2011 1 April 2012

Herman Tinga1

1st grant
2nd grant

102,823
35,000

49.84
49.84

45.19
45.19

1 April 2013
1 April 2013

1 April 2013
1 April 2014

Edward Doeffi nger 102,823 49.84 25.09 23 Septem-
ber 2011 1 April 2012

Joern Arnhold 85,686 49.84 25.09 23 Septem-
ber 2011 1 April 2012

Sergey Prokofi ev 35,988 49.84 45.19 1 April 2013 1 April 2013

Maxim Shchegolev 35,988 49.84 45.19 1 April 2013 1 April 2013

Tatiana Yurkevich 35,988 49.84 45.19 1 April 2013 1 April 2013

Name of recipient Number of Shares 
issued (including 

as GDRs)

Total holding after 
issuance (inter-
ests in Shares)

Approximate per-
centage holding 

(by Shares)

Jan Dunning 1321 549,538 0.64%

Jago Lemmens 662 104,697 0.12%

Edward Doeffi nger 66 93,397 0.11%

Joern Arnhold 55 86,497 0.10%

Edward Tinga 44 7,044 0.01%

Sergey Prokofi ev 12 12 Less than 0.0001%

Maxim Shchegolev 12 12 Less than 0.0001%

Tatiana Yurkevich 12 12 Less than 0.0001%
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Long-Term Incentive Plan

Interests of members of our Board and Senior Management

Compensation

Awards under the LTIP are to be granted annually 
directly and will vest (with settlement in GDRs corre-
sponding to such vesting) three years after the date of 
grant, apart from the fi rst set of grants, which will vest in 

The table below sets out the interests in the Shares that the directors and Senior Management hold as of the 
date of this annual report (including historical share acquisitions and shares issued pursuant to the MIP): 

The aggregate amount of remuneration (including contingent or deferred compensation) we paid, and benefi ts 
in kind we granted, to the members of the Board and Senior Management for services in all capacities pro-
vided to us in 2013 was RUB511 million, including amounts paid as a cash bonus to Steve Johnson and then 
applied to the purchase of an option on 80,000 Shares and its exercise.

phases over a three-year period. The fi rst set of grants is 
scheduled to take place in 2014 with 25 % of the award 
vesting in each of 2015 and 2016 and 50 % of the award 
vesting in 2017. Vesting is contingent upon the recipi-
ent’s continuing employment with us.

The base award for each LTIP recipient is to be based on 
our aggregate sales and EBITDA targets. Base awards 
are subject to adjustment by the remuneration commit-
tee of the Board to refl ect personal performance, with top 
performers potentially receiving an uplift of 15 % to their 
base LTIP award and the weakest performers receiving 
no LTIP award. Going-forward, the size of LTIP awards 
will be made on the basis of the trading price of GDRs at 
the time of grant; the aggregate value of the awards in 
2014 will not exceed RUB125 million.

In January 2014, the Board approved an 
equity-based, long-term motivation and 
retention programme for issuing bonus 
shares to certain key executive and senior 
level employees (the «LTIP»). We expect up 
to 70 employees to be immediately eligible 
to receive LTIP award-shares; participants 
in the MIP are not eligible to receive awards 
under the LTIP.

Names of directors and Senior 
Management

Number of
Shares

benefi cially held 

of which
Shares

purchased
in 2014 Offering 

Number of MIP
phantom shares

outstanding
post-IPO 

John Oliver 102,000 100,000 n/a

Michael Lynch-Bell 3,200 3,200 n/a

Martin Elling 10,000 10,000 n/a

Stephen Johnson 80,000 – n/a

Jan Dunning 549,538 10,200 164,516.8

Jago Lemmens 104,697 15,200 82,258.4

Herman Tinga 7,044 7,000 110,258.4

Edward Doeffi nger 93,397 4,000 82,258.4

Joern Arnhold 86,497 12,000 68,548.8

Sergey Prokofi ev 12 – 28,790.4

Maxim Shchegolev 12 – 28,790.4

Tatiana Yurkevich 12 – 28,790.4

The aggregate amount of remuneration (including contingent or deferred compensation) we paid, and benefi ts 
in kind we granted, to the members of the Board and Senior Management for services in all capacities pro-
vided to us in 2013 was RUB511 million, including amounts paid as a cash bonus to Steve Johnson and then 
applied to the purchase of an option on 80,000 Shares and its exercise.
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Responsibility statement Glossary
We, members of the Board, confi rm that, to the best of our knowledge:

The consolidated fi nancial statements, prepared in accordance with IFRS, give a true and fair view of the 
assets, liabilities, fi nancial position and profi t and loss of Lenta Ltd. and its subsidiaries taken as a whole. 
This annual report includes a fair review of the development and performance of the business and the posi-
tion of Lenta Ltd. and its subsidiaries, taken as a whole, together with a description of the principal risks and 
uncertainties that they face. 

By order of the Board.

Unless otherwise specifi ed, the terms «we», «us», and «our» refer to Lenta Ltd., or where the context 
allows, to the Lenta business more generally.

In this annual report, all references to:

•  the “2014 Offering” are to the initial public offering of 
our Shares, in the form of GDRs, admitted to trading 
on the London Stock Exchange and the MICEX 
Stock Exchange on 5 March 2014; 

•  “active cardholder” are to a customer who has pur-
chased goods at one of our stores at least twice in 
the past 12 months using our loyalty card;

•  “average sales density” are to total sales during the 
relevant year divided by the average selling space 
for that year;

•  “average ticket” are to the fi gure calculated by divid-
ing total sales, net of VAT, at all stores during the 
relevant year by the number of tickets in that year;

•  the “Board” are to the board of directors of Lenta Ltd.;
•  “BVI” are to the British Virgin Islands;
•  the “COSO Framework” are to the risk-management 

framework established by the Committee of Spon-
soring Organizations of the Treadway Commission, 
which aims to provide an effective framework for 
describing and analysing an organisation’s internal 
control systems;

•  “cross-docking” are to a delivery practice whereby 
full pallets to be delivered to one store are unloaded 
from an incoming truck and directly loaded into an 
outbound truck; 

•  “FTE count” are to the full-time equivalent employee 
count;

•  “GDRs” are to global depositary receipts; 
•  “in-store availability” are to the number of SKUs in-store 

with a positive stock value as a proportion of the total 
number of active SKUs for sale, calculated based on 
the average daily in-store availability of all open stores; 

John Oliver | Chairman 
Lenta Ltd.

22 April 2014

•  “Moscow” include the Moscow region (oblast) (and 
further is deemed to include, in the context of dis-
cussions herein of our operations, our one super-
market in the neighboring Kaluga region);

•  “pick-by-line” are to a delivery practice whereby 
incoming pallets containing goods destined for 
several stores are immediately opened upon receipt 
in the distribution centre and reassembled into 
store-specifi c outgoing pallets; 

•  “regional/local supplier” are to (i) a regional supplier, 
i.e., a supplier that supplies our stores located in 
more than one city, but not across all of our regions 
of operations, and (ii) a local supplier, i.e., a supplier 
that only supplies our store(s) located in one city; 

•  “Shares” are to our ordinary shares;
•  “SKU” are to a “stock keeping unit”, or a number 

assigned to a particular product to identify the price, 
product options and manufacturer of the merchandise;

•  “sq. m.” are to square metre(s);
•  “St. Petersburg” include the Leningrad region 

(oblast);
•  “ticket” are to the receipt issued to a customer for 

his/her basket (the amount spent by a customer on 
a shopping trip); 

•  “total selling space” are to the area inside our stores 
used to sell products, excluding areas rented out to 
third parties, own-production areas, storage areas 
and the space between store entry and the cash 
desk line; 

•  “traffi c” are to the number of tickets issued for the 
period under review; and

•  “VTB Capital” are to VTB Capital plc.
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In this annual report, we present certain operating and fi nancial information regarding our hypermarkets and 
supermarkets, which we defi ne as follows:

Other metrics:

•  Net debt is calculated as the sum of short-term and long-term debt (including borrowings and obligations 
under fi nance leases, capitalised fees and accrued interest) minus cash and cash equivalents. The ratio of 
net debt to Adjusted EBITDA is net debt divided by Adjusted EBITDA. The ratio of Adjusted EBITDA to net 
interest expense is Adjusted EBITDA divided by net interest expense, which is calculated as interest expense 
less interest income. The ratio of Adjusted EBITDAR to net interest expense plus rental expense ratio is 
Adjusted EBITDAR divided by the sum of net interest expense and rental expenses. CROCI is defi ned as 
Adjusted EBITDA over average capital invested. Average capital invested is the average of the book value of 
gross non-current assets plus net working capital as of the beginning of the year and the book value of gross 
non-current assets plus net working capital as of the end of the year. Adjusted SG&A/Sales is SG&A, exclud-
ing expenses on land and equipment leases, premises leases, depreciation and amortisation and one-off 
expenses as a proportion of sales. 

We have included these measures because we believe that they enhance an investor’s understanding 
of our fi nancial performance. However, these measures should not be used instead of, or considered 
as alternatives to, our historical fi nancial results based on IFRS. In addition, certain of our loan agree-
ments contain fi nancial covenants that are based on certain of these measures. Our use of these 
measures may vary from other companies in our industry.

•  “Adjusted EBITDA”: EBITDA adjusted for non-recurring 
one-off items such as changes in accounting estimates 
and one-off non-operating costs.

•  “Adjusted EBITDA margin”: Adjusted EBITDA as a 
percentage of sales.

•  “Adjusted EBITDAR”: Adjusted EBITDA before rent 
paid on land, equipment and premises leases.

•  “Adjusted EBITDAR margin”: Adjusted EBITDAR as a 
percentage of sales. 

•  “EBITDA”: Profi t for the period before foreign exchange 
gains/(losses), revaluation of fi nancial instruments at 
fair value through profi t or loss, reversal of impairment 
of non-fi nancial assets, other expenses, depreciation 
and amortisation, interest and tax. The reconciliation of 
EBITDA to IFRS profi t is presented in tabular format at 
note 6 to the Consolidated Financial Statements. 

•  “like-for-like sales”: We distinguish between sales 
attributable to new stores and sales attributable to 
existing stores. We consider the sales generated by 
stores until the end of the 12th full calendar month of 
their operation to be sales attributable to new stores. 
Accordingly, like-for-like sales begin with the compar-
ison of the 13th full calendar month of operations of 
a store to its fi rst full calendar month of operations, 
assuming the store has not subsequently closed, 
expanded or downsized. The number of stores in our 
like-for-like panel as of 31 December 2013 and 2012 
was 49 and 41, respectively. “Like-for-like average 
ticket growth”, “like-for-like average price growth per 
article”, “like-for-like traffi c growth”, and “like-for-like 
average sales density” are calculated using the same 
methodology as like-for-like sales.
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Consolidated Financial Statements
Lenta Limited and Subsidiaries
Consolidated fi nancial statements
For the year ended 31 December 2013
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Statement of management’s responsibilities for the preparation and approval of 
the consolidated fi nancial statements for the year ended 31 December 2013

Management is responsible for the preparation of these consolidated fi nancial state-
ments that present fairly the fi nancial position of Lenta Limited and its subsidiaries 
(«the Group») as at 31 December 2013 and the results of its operations, cash fl ows 
and changes in shareholders’ equity for the year then ended, in compliance with Inter-
national Financial Reporting Standards («IFRS»).

In preparing the consolidated fi nancial statements, management is responsible for:
•  Selecting and applying accounting policies;
•  Presenting information, including accounting policies, in a manner that provides rele-

vant, reliable, comparable and understandable information;
•  Providing additional disclosures when compliance with the specifi c requirements of 

IFRSs are insuffi cient to enable users to understand the impact of particular transac-
tions, other events and conditions on the Group’s consolidated fi nancial position and 
fi nancial performance;

•  Making an assessment of the Group’s ability to continue as a going concern. 

Management is also responsible for:
•  Designing, implementing and maintaining an effective and sound system of internal 

controls throughout the Group;
•  Maintaining adequate accounting records that are suffi cient to show and explain the 

Group’s transactions and disclose with reasonable accuracy at any time the con-
solidated fi nancial position of the Group, and which enable them to ensure that the 
consolidated fi nancial statements of the Group comply with IFRS;

•  Maintaining statutory accounting records in compliance with local legislation and 
accounting standards in the respective jurisdictions in which the Group operates;

•  Taking such steps as are reasonably available to them to safeguard the assets of the 
Group; and

• Preventing and detecting fraud and other irregularities.

The consolidated fi nancial statements of the Group for the year ended 31 December 
2013 were approved by management on 29 January 2014.

On behalf of the Management as authorized by the Board of Directors.
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(in thousands of Russian Roubles (RR)

The accompanying notes are an integral part of these fi nancial statements.

The accompanying notes are an integral part of these fi nancial statements.

(in thousands of Russian Roubles (RR)Note 31 December 2013 31 December 2012
Assets 
Non-current assets
Property, plant and equipment 8 51,165,287 30,582,875
Prepayments for construction 9 2,576,068 1,459,501
Leasehold rights 10 2,771,664 2,214,195
Intangible assets other than leasehold rights 11 623,158 446,200
Total non-current assets 57,136,177 34,702,771
Current assets
Inventories 12 12,994,188 9,373,700
Trade and other receivable 13 8,466,099 5,448,429
Advances paid 14 1,404,388 808,090
Taxes recoverable 15 1,714,755 1,121,760
Prepaid expenses 180,860 50,904
Cash and cash equivalents 16 6,211,965 3,536,464
Total current assets 30,972,255 20,339,347
Total assets 88,108,432 55,042,118
Equity and liabilities
Equity
Share capital 17, 19 284 284
Additional paid-in capital 17 4,407,154 3,972,544
Share Options 27 65,510 978,698
Hedging reserve 17 (42,959) –
Treasury shares 17 – (15,724,392)
Retained earnings 307,478 9,809,527
Total equity 4,737,467 (963,339)
Liabilities
Non-current liabilities
Long-term borrowings 20 39,849,089 24,978,988
Deferred tax liabilities 21 1,639,997 705,323
Long-term portion of cash fl ow hedging instruments 20 370,939 130,089
Long-term obligations under fi nance leases 50,429 65,420
Total non-current liabilities 41,910,454 25,879,820
Current liabilities
Trade and other payables 22 33,806,922 25,044,300
Advances received 124,802 156,671
Other taxes payable 23 715,445 547,509
Current income tax payable 481,482 402,595
Short-term portion of cash fl ow hedging instruments 20 188,773 141,558
Short-term borrowings and short-term portion of long-term 
borrowings 20 6,143,087 3,833,004
Total current liabilities 41,460,511 30,125,637
Total liabilities 83,370,965 56,005,457
Total equity and liabilities 88,108,432 55,042,118

Note Year ended
31 December 2013

Year ended
31 December 2012

Sales 144,266,474 109,909,902
Cost of goods sold 24 (112,809,423) (87,233,080)
Gross profi t 31,457,051 22,676,822

Selling, general and administrative expenses 25 (19,013,847) (13,506,345)
Reversal of impairment of non-fi nancial assets − 401
Other operating income 26 1,459,666 1,118,420
Other operating expense (170,542) (124,618)
Operating profi t 13,732,328 10,164,680

Interest expense (4,341,902) (3,217,459)
Interest income 82,153 77,779
Change in fair value of fi nancial instruments at fair value
through profi t or loss 20 (234,367) 102,330
Other expenses (91,220) (215,122)
Foreign exchange gains/(losses) (23,171) 69,967
Profi t before income tax 9,123,821 6,982,175

Income tax expense 21 (2,031,644) (1,846,377)
Profi t for the year 7,092,177 5,135,798
Other comprehensive income
Other comprehensive income to be reclassifi ed to 
profi t or loss in subsequent periods
Net movement of cash fl ow hedges 18 (53,699) –
Income tax relating to the components of OCI 21 10,740 –
Other comprehensive income for the year, net of tax (42,959) –

Total comprehensive income for the year, net of tax 7,049,218 5,135,798
Earnings per share (in RR per share) (Note 19)
- basic and diluted, for profi t for the year attributable to 
equity holders of the parent 0.083 0.060

The accompanying notes are an integral part of these fi nancial statements.

Total equity and liabilities
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(in thousands of Russian Roubles (RR) (in thousands of Russian Roubles (RR)
Note Year ended

31 December 2013
Year ended

31 December 2012
Cash fl ows from operating activities
Profi t before income tax 9,123,821 6,982,175
Adjustments for:
Loss from disposal of property, plant and equipment 72,586 15,000
Gain on disposal of leasehold rights (633) –
Interest expense 4,341,902 3,217,459
Interest income (82,153) (77,779)
Inventory write-down to net realizable value 131,382 42,400
Change in bad debt allowance 34,606 (3,639)
Depreciation and amortization 8,25 2,312,255 1,576,364
Reverse of impairment of non-fi nancial assets – (401)
Share options expense 27 65,510 –
Change in fair value of fi nancial instruments at fair value 
through profi t and loss 20 234,367 (102,330)

16,233,643 11,649,249
Movements in working capital:
Increase in trade and other receivables (3,023,813) (1,571,933)
Increase in advances paid 14 (596,557) (496,797)
Increase in prepaid expenses (54,956) (12,052)
Increase in inventories 12 (3,751,870) (1,846,838)
Increase in trade and other payables 22 7,469,635 6,373,866
(Decrease)/increase in advances received (31,869) 10,748
Decrease in net other taxes payable 15,23 (456,150) (740,885)

15,788,063 13,365,358
Cash from operating activities
Income taxes paid (976,252) (1,083,862)
Interest received 89,411 78,202
Interest paid (4,048,443) (3,099,041)
Net cash generated from operating activities 10,852,779 9,260,657
Cash fl ows from investing activities
Purchases of property, plant and equipment (22,496,319) (14,061,626)
Purchases of intangible assets other than leasehold rights (274,387) (262,709)
Purchases of leasehold rights (813,439) (638,074)
Proceeds from sale of property, plant and equipment 4,361 680
Proceeds from disposals of leasehold rights 30,443 –
Net cash used in investing activities (23,549,341) (14,961,729)
Cash fl ows from fi nancing activities
Proceeds from borrowings 70,921,176 26,670,004
Repayments of borrowings (54,045,200) (22,837,000)
Repayments of obligations under fi nancial lease (14,990) (10,836)
Proceeds from issue of new shares and sales of treasury shares 17 813,251 278,949
Amount paid on cancelation of share option 27 (2,227,174) –
Payment of loan commission (75,000) –
Net cash generated from fi nancing activities 15,372,063 4,101,117
Net increase/(decrease) in cash and cash equivalents 2,675,501 (1,599,955)
Cash and cash equivalents at the beginning of the period 16 3,536,464 5,136,419
Cash and cash equivalents at the end of the period 16 6,211,965 3,536,464

Share
capital

Additional
paid-in 
capital

Hedging
reserve

Treasury
shares

Share 
options
reserve

Retained
earnings

Total
equity

Balance at 1 January 2013 284 3,972,544 – (15,724,392) 978,698 9,809,527 (963,339)
Profi t for the period – – – – – 7,092,177 7,092,177
Other comprehensive income – – (42,959) – – – (42,959)
Total comprehensive income – – (42,959) – – 7,092,177 7,049,218
Share−based payment cancel-
lation (Note 27) – – – – (978,698) (1,248,475) (2,227,173)
Share−based payments 
(Note 27) – – – – 65,510 – 65,510
Issue of shares (Note 17) – 118,500 – – – – 118,500
Sale of treasury shares 
(Note 17) – 316,110 – 378,641 – – 694,751
Cancelation of treasury shares – – – 15,345,751 – (15,345,751) –
Balance at 31 December 2013 284 4,407,154 (42,959) – 65,510 307,478 4,737,467
Balance at 1 January 2012 281 3,693,595 – (15,724,392) 978,698 4,673,729 (6,378,086)
Profi t for the period – – – – – 5,135,798 5,135,798
Other comprehensive income – – – – – – –
Total comprehensive income – – – – – 5,135,798 5,135,798
Issue of shares (Note 17) – 278,949 – – – – 278,949
Balance at 31 December 2012 284 3,972,544 – (15,724,392) 978,698 9,809,527 (963,339)

The accompanying notes are an integral part of these fi nancial statements. The accompanying notes are an integral part of these fi nancial statements.

Notes
Additional paid-in capital: Additional paid-in capital is the difference between the fair value of consideration received and 
nominal value of the issued shares.
Treasury shares: Treasury shares are own equity instruments that are reacquired by the Group.
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(in thousands of Russian Roubles (RR) (in thousands of Russian Roubles (RR)

1. The Lenta Group and its operations

2. Basis of preparation and signifi cant accounting policies

2. Basis of preparation and signifi cant accounting policies (continued)

2.2. Basis of consolidation

2.1. Basis of preparation

The Lenta Group (the «Group») comprises Lenta Limited («the Company») and its subsidiaries. The Group’s 
principal business activity is the development and operation of hypermarket and supermarket stores in Russia.

The Company was incorporated as a company limited by shares under the laws of the British Virgin Islands 
(BVI) on 16 July 2003. The Company’s registered address is at Road Town, Tortola, BVI. The registered offi ce 
of the Group’s main operating entity, Lenta LLC, is located at 112, Savushkina Street, 197374, Saint Peters-
burg, Russia.

At 31 December 2012 and 31 December 2013 the Group had one main operational fully owned subsidiary, 
Lenta LLC, a legal entity registered under the laws of the Russian Federation. The principal activity of Lenta 
LLC is retail trade.

The consolidated fi nancial statements incorporate the fi nancial statements of the Company and other entities 
controlled by the Company (its subsidiaries) as at 31 December 2013. Control is achieved where the Com-
pany has the power to govern the fi nancial and operating policies of an entity so as to obtain benefi ts from its 
activities.

Specifi cally, the Group controls an investee if and only if the Group has:
•  Power over the investee (i.e. existing rights that give it the current ability to direct the relevant activities of the 

investee)
• Exposure, or rights, to variable returns from its involvement with the investee, and
• The ability to use its power over the investee to affect its returns

When the Group has less than a majority of the voting or similar rights of an investee, the Group considers all 
relevant facts and circumstances in assessing whether it has power over an investee, including:

• The contractual arrangement with the other vote holders of the investee
• Rights arising from other contractual arrangements
• The Group’s voting rights and potential voting rights

The Group re-assesses whether or not it controls an investee if facts and circumstances indicate that there 
are changes to one or more of the three elements of control. Consolidation of a subsidiary begins when the 
Group obtains control over the subsidiary and ceases when the Group loses control of the subsidiary. Assets, 
liabilities, income and expenses of a subsidiary acquired or disposed of during the year are included in the 
statement of comprehensive income from the date the Group gains control until the date the Group ceases to 
control the subsidiary.

Profi t or loss and each component of other comprehensive income (OCI) are attributed to the equity holders of 
the parent of the Group and to the non-controlling interests, even if this results in the non-controlling interests 
having a defi cit balance. When necessary, adjustments are made to the fi nancial statements of subsidiaries to 
bring their accounting policies into line with the Group’s accounting policies. All intra-group assets and liabil-
ities, equity, income, expenses and cash fl ows relating to transactions between members of the Group are 
eliminated in full on consolidation.

A change in the ownership interest of a subsidiary, without a loss of control, is accounted for as an equity 
transaction. If the Group loses control over a subsidiary, it:

• Derecognises the assets (including goodwill) and liabilities of the subsidiary
• Derecognises the carrying amount of any non-controlling interests
• Derecognises the cumulative translation differences recorded in equity
• Recognises the fair value of the consideration received
• Recognises the fair value of any investment retained
• Recognises any surplus or defi cit in profi t or loss
•  Reclassifi es the parent’s share of components previously recognised in OCI to profi t or loss or retained earn-

ings, as appropriate, as would be required if the Group had directly disposed of the related assets or liabilities.

The consolidated fi nancial statements have been prepared on a historical cost basis, except for as described in 
accounting policies below. The consolidated fi nancial statements are presented in Russian Roubles and all values 
are rounded to the nearest thousand (RR 000), except when otherwise indicated.

The principal accounting policies applied in the preparation of these consolidated fi nancial statements are set out 
below. These policies have been consistently applied to all the periods presented unless otherwise stated.

The Company does not prepare stand-alone fi nancial statements, as BVI law does not require it. Its accounting 
records are kept only for the Group fi nancial reporting purposes. The Russian Group companies maintain their 
accounting records in Russian Roubles and prepare their statutory fi nancial statements in accordance with the 
Regulations on Accounting and Reporting of the Russian Federation.

These consolidated fi nancial statements have been prepared on a going concern basis. At 31 December 2013, the 
Group had net current liabilities of approximately RR 10,488,256 (31 December 2012: RR 9,786,290).

Unused credit facilities available as of 31 December 2013 were RR 24,850,000. Management
believes that operating cash fl ows and available borrowing capacity will provide it adequate
resources to fund its liabilities for the next year.

Statement of compliance
These consolidated fi nancial statements have been prepared in accordance with International Financial 
Reporting Standards (“IFRS”) as issued by the International Accounting Standards Board (IASB).
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Business combinations and goodwill
Business combinations are accounted for using the acquisition method. The cost of an acquisition is meas-
ured as the aggregate of the consideration transferred measured at acquisition date fair value and the amount 
of any non-controlling interest in the acquiree. For each business combination, the Group elects whether 
to measure the non-controlling interest in the acquiree at fair value or at the proportionate share of the 
acquiree’s identifi able net assets. Acquisition-related costs are expensed as incurred and included in adminis-
trative expenses.

When the Group acquires a business, it assesses the fi nancial assets and liabilities assumed for appropri-
ate classifi cation and designation in accordance with the contractual terms, economic circumstances and 
pertinent conditions as at the acquisition date. This includes the separation of embedded derivatives in host 
contracts by the acquiree.

If the business combination is achieved in stages, the previously held equity interest is remeasured at its 
acquisition date fair value and any resulting gain or loss is recognised in profi t or loss.

Any contingent consideration to be transferred by the acquirer will be recognised at fair value at the acquisi-
tion date. Contingent consideration classifi ed as an asset or liability that is a fi nancial instrument and within 
the scope of IAS 39 Financial Instruments: Recognition and Measurement, is measured at fair value with 
changes in fair value recognised either in either profi t or loss or to other comprehensive income. If the con-
tingent consideration is not within the scope of IAS 39, it is measured in accordance with the appropriate 
IFRS. Contingent consideration that is classifi ed as equity is not remeasured and subsequent settlement is 
accounted for within equity.

Goodwill is initially measured at cost, being the excess of the aggregate of the consideration transferred and 
the amount recognised for non-controlling interest over the net identifi able assets acquired and liabilities 
assumed.

If the fair value of the net assets acquired is in excess of the aggregate consideration transferred, the gain is 
recognised in profi t or loss.

After initial recognition, goodwill is measured at cost less any accumulated impairment losses. For the purpose 
of impairment testing, goodwill acquired in a business combination is, from the acquisition date, allocated to 
each of the Group’s cash-generating units that are expected to benefi t from the combination, irrespective of 
whether other assets or liabilities of the acquiree are assigned to those units.

Where goodwill has been allocated to a cash-generating unit and part of the operation within that unit is dis-
posed of, the goodwill associated with the disposed operation is included in the carrying amount of the oper-
ation when determining the gain or loss on disposal. Goodwill disposed in these circumstances is measured 
based on the relative values of the disposed operation and the portion of the cash-generating unit retained.

Current versus non-current classifi cation
The Group presents assets and liabilities in statement of fi nancial position based on current/noncurrent classi-
fi cation. An asset is current when it is:

• Expected to be realised or intended to sold or consumed in normal operating cycle
• Held primarily for the purpose of trading
• Expected to be realised within twelve months after the reporting period, or
•  Cash or cash equivalent unless restricted from being exchanged or used to settle a liability for at least twelve 

months after the reporting period

All other assets are classifi ed as non-current. A liability is current when:
• It is expected to be settled in normal operating cycle
• It is held primarily for the purpose of trading
• It is due to be settled within twelve months after the reporting period, or
•  There is no unconditional right to defer the settlement of the liability for at least twelve months after the 

reporting period

The Group classifi es all other liabilities as non-current.

Deferred tax assets and liabilities are classifi ed as non-current assets and liabilities.

Fair value measurement
The Group measures fi nancial instruments, such as, derivatives at fair value at each balance sheet date. Also, 
fair values of fi nancial instruments measured at amortised cost are disclosed in Note 29.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly trans-
action between market participants at the measurement date. The fair value measurement is based on the 
presumption that the transaction to sell the asset or transfer the liability takes place either:

• In the principal market for the asset or liability, or
• In the absence of a principal market, in the most advantageous market for the asset or liability

The principal or the most advantageous market must be accessible to by the Group.

The fair value of an asset or a liability is measured using the assumptions that market participants would use 
when pricing the asset or liability, assuming that market participants act in their economic best interest.

A fair value measurement of a non-fi nancial asset takes into account a market participant’s ability to generate 
economic benefi ts by using the asset in its highest and best use or by selling it to another market participant 
that would use the asset in its highest and best use.

ation when determining the gain or loss on disposal. Goodwill disposed in these circumstances is measured 
based on the relative values of the disposed operation and the portion of the cash-generating unit retained.
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The Group uses valuation techniques that are appropriate in the circumstances and for which suffi cient data 
are available to measure fair value, maximising the use of relevant observable inputs and minimising the use 
of unobservable inputs.

All assets and liabilities for which fair value is measured or disclosed in the fi nancial statements are catego-
rized within the fair value hierarchy, described as follows, based on the lowest level input that is signifi cant to 
the fair value measurement as a whole:

• Level 1 - Quoted (unadjusted) market prices in active markets for identical assets or liabilities
•  Level 2 - Valuation techniques for which the lowest level input that is signifi cant to the fair value measurement 

is directly or indirectly observable
•  Level 3 - Valuation techniques for which the lowest level input that is signifi cant to the fair value measurement 

is unobservable

For assets and liabilities that are recognised in the fi nancial statements on a recurring basis, the Group deter-
mines whether transfers have occurred between Levels in the hierarchy by reassessing categorization (based 
on the lowest level input that is signifi cant to the fair value measurement as a whole) at the end of each 
reporting period.

For the purpose of fair value disclosures, the Group has determined classes of assets and liabilities on the 
basis of the nature, characteristics and risks of the asset or liability and the level of the fair value hierarchy as 
explained above.

Functional and presentation currency
The presentation and functional currency of all Group entities is the Russian Rouble (“RR”), the national cur-
rency of the Russian Federation, the primary economic environment in which operating entities function.

Transactions in foreign currencies are initially recorded by the Group’s entities at the functional currency spot 
rates at the date the transaction fi rst qualifi es for recognition.

Monetary assets and liabilities denominated in foreign currencies are translated at the functional currency spot 
rates of exchange at the reporting date. Differences arising on settlement or translation of monetary items are 
recognised in profi t or loss.

Non-monetary items that are measured in terms of historical cost in a foreign currency are translated using 
the exchange rates at the dates of the initial transactions. Non-monetary items measured at fair value in a for-
eign currency are translated using the exchange rates at the date when the fair value is determined. The gain 
or loss arising on translation of non-monetary items measured at fair value is treated in line with the recogni-
tion of gain or loss on change in fair value of the item.

Consolidated fi nancial statements
Subsidiaries are those companies (including special purpose entities) in which the Group, directly or indi-
rectly, has an interest of more than one half of the voting rights or otherwise has power to govern the fi nancial 
and operating policies so as to obtain economic benefi ts and which are neither associates nor joint ventures. 
The existence and effect of potential voting rights that are presently exercisable or presently convertible are 
considered when assessing whether the Group controls another entity. Subsidiaries are consolidated from the 
date on which control is transferred to the Group (acquisition date) and are de-consolidated from the date that 
control ceases.

Property, plant and equipment
Property, plant and equipment are initially recorded at purchase or construction cost. Cost of replacing major 
parts or components of property, plant and equipment items is capitalized and the replaced part is retired. All 
other repair and maintenance costs are expensed as incurred.

Property, plant and equipment are stated at cost, net of accumulated depreciation and accumulated impair-
ment losses, if any.

Gains and losses on disposals determined by comparing net proceeds with the respective carrying
amount are recognised in profi t or loss.

Construction in progress comprises costs directly related to the construction of property, plant and equipment 
including an appropriate allocation of directly attributable variable overheads that are incurred in construction. 
Depreciation of an asset begins when it is available for use, i.e. when it is in the location and condition nec-
essary for it to be capable of operating in the manner intended by management. Construction in progress is 
reviewed regularly to determine whether its carrying value is recoverable and whether appropriate impairment 
loss has been recognised.

Properties in the course of construction for production, rental or administrative purposes, or for purposes not yet 
determined, are carried at cost, less any recognised impairment loss. Depreciation of these assets, on the same 
basis as other property assets, commences when the assets are ready for their intended use.

Depreciation
Depreciation of property, plant and equipment is calculated using the straight-line method to write off their cost 
to their residual values over their estimated useful lives:

Useful lives in years
Buildings 30
Land improvements 30
Machinery and equipment 5 to 15
Other 3 to 5
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Leasehold rights
Leasehold rights acquired as part of hypermarket development projects are separately reported at cost less 
accumulated amortisation and accumulated impairment losses. These leasehold rights are amortized to profi t 
or loss over the term of the lease, which is 49 years. If the Group further purchases the land plot previously 
leased, the carrying amount of the related leasehold right as of the date of purchase transaction is reclassifi ed 
to the cost of land plot purchased.

Finance leases
Leases are classifi ed as fi nance leases whenever the terms of the lease transfer substantially all the risks and 
rewards of ownership to the lessee. All other leases are classifi ed as operating leases.

Assets held under fi nance leases are recognised as assets at their fair value at the inception of the lease 
or, if lower, at the present value of the minimum lease payments. The corresponding liability to the lessor is 
included in the statement of fi nancial position as a fi nance lease obligation.

Lease payments are apportioned between fi nance charges and reduction of the lease obligation so as to 
achieve a constant rate of interest on the remaining balance of the liability. Finance charges are charged 
directly to the profi t and loss, unless they are directly attributable to qualifying assets, in which case they are 
capitalised in accordance with the Group’s general policy on
borrowing costs.

Operating lease payments are recognised as an expense on a straight-line basis over the lease term, except 
where another systematic basis is more representative of the time pattern in which economic benefi ts from 
the leased asset are consumed.

Intangible assets
Intangible assets acquired separately are measured on initial recognition at cost. The cost of intangible assets 
acquired in a business combination is their fair value at the date of acquisition. Following initial recognition, 
intangible assets are carried at cost less any accumulated  amortisation and accumulated impairment losses.

Internally generated intangible assets, excluding capitalised development costs, are not capitalised and 
expenditure is refl ected in profi t and loss in the period in which the expenditure is incurred.

The useful lives of intangible assets are assessed as either fi nite or indefi nite.

Intangible assets with fi nite lives are amortised over the useful economic life (which is from 3 to 7 years) using 
a straight-line method write off their cost to their residual values and assessed for impairment whenever there 
is an indication that the intangible asset may be impaired. The amortisation period and the amortisation method 
for an intangible asset with a fi nite useful life are reviewed at least at the end of each reporting period. Changes 
in the expected useful life or the expected pattern of consumption of future economic benefi ts embodied in the 
asset are considered to modify the amortisation period or method, as appropriate, and are treated as  changes 
in accounting estimates. The amortisation expense on intangible assets with fi nite lives is recognised in the 
statement of profi t or loss and other comprehensive income as the expense category that is consistent with the 
function of the intangible assets or included into the carrying amount of an asset as appropriate.

Intangible assets with indefi nite useful lives are not amortised, but are tested for impairment annually, either 
individually or at the cash-generating unit level. The assessment of indefi nite life is reviewed annually to deter-
mine whether the indefi nite life continues to be supportable. If not, the change in useful life from indefi nite to 
fi nite is made on a prospective basis.

Gains or losses arising from derecognition of an intangible asset are measured as the difference between the 
net disposal proceeds and the carrying amount of the asset and are recognised in the profi t or loss when the 
asset is derecognised.

Impairment of non-fi nancial assets
At each reporting date, the Group reviews the carrying amounts of its non-fi nancial assets to determine 
whether there is any indication that those assets have suffered an impairment loss. If any such indication 
exists, the recoverable amount of the asset is estimated in order to determine the extent of the impairment 
loss (if any). Where it is not possible to estimate the recoverable amount of an individual asset, the Group 
estimates the recoverable amount of the cash-generating unit to which the asset belongs. Where a reason-
able and consistent basis of allocation can be identifi ed, corporate assets are also allocated to individual 
cash-generating units, or otherwise they are allocated to the smallest group of cash-generating units for which 
a reasonable and consistent allocation basis can be identifi ed.

The recoverable amount of an asset or a cash-generating unit is the higher of its fair value less costs to sell 
and value in use. In assessing value in use, the estimated future cash fl ows are discounted to their present 
value using a pre-tax discount rate that refl ects current market assessments of the time value of money and 
the risks specifi c to the asset for which the estimates of future cash fl ows have not been adjusted.

If the recoverable amount of an asset (or a cash-generating unit) is estimated to be less than its carrying 
amount, the carrying amount of the asset (the cash-generating unit) is reduced to its recoverable amount. An 
impairment loss is recognised immediately in profi t or loss.

Where an impairment loss subsequently reverses, the carrying amount of the asset (the cashgenerating unit) 
is increased to the revised estimate of its recoverable amount, but so that the increased carrying amount does 
not exceed the carrying amount that would have been determined had no impairment loss been recognised 
for the asset (the cash-generating unit) in prior years. A reversal of an impairment loss is recognised immedi-
ately in profi t or loss.
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Income taxes
Income taxes have been provided for in the consolidated fi nancial statements in accordance with manage-
ment’s interpretation of the relevant legislation enacted or substantively enacted as at the reporting date. The 
income tax charge comprises current tax and deferred tax and is recognised in the consolidated statement of 
comprehensive income unless it relates to transactions that are recognised, in the same or a different period, 
directly in equity. In the case of a business combination, the tax effect is taken into account in calculating 
goodwill or determining the excess of the acquirer’s interest in the net fair value of the acquiree’s identifi able 
assets, liabilities and contingent liabilities over cost.

Current tax is the amount expected to be paid to or recovered from the taxation authorities in respect of taxa-
ble profi ts or losses for the current and prior periods. Deferred income tax is recorded using the balance sheet 
liability method for tax loss carry-forwards and temporary differences arising between the tax bases of assets 
and liabilities and their carrying amounts for fi nancial reporting purposes. Deferred tax balances are measured 
at tax rates enacted or substantively enacted at the reporting date which are expected to apply to the period 
when the temporary differences will reverse or the tax loss carry-forwards will be utilized. Deferred tax assets 
and liabilities are netted only within the individual companies of the Group. Deferred tax assets for deductible 
temporary differences and tax loss carry-forwards are recorded only to the extent that it is probable that future 
taxable profi t will be available against which the deductions can be utilized.

Deferred tax liabilities are recognised for all taxable temporary differences, except:
•  When the deferred tax liability arises from the initial recognition of goodwill or an asset or liability in a transac-

tion that is not a business combination and, at the time of the transaction, affects neither the accounting profi t 
nor taxable profi t or loss.

•  In respect of taxable temporary differences associated with investments in subsidiaries, associates and inter-
ests in joint ventures, when the timing of the reversal of the temporary differences can be controlled and it is 
probable that the temporary differences will not reverse in the foreseeable future.

Deferred tax assets are recognised for all deductible temporary differences, the carry-forward of unused tax 
credits and any unused tax losses. Deferred tax assets are recognised to the extent that it is probable that 
taxable profi t will be available against which the deductible temporary differences, and the carry-forward of 
unused tax credits and unused tax losses can be utilised, except:

•  When the deferred tax asset relating to the deductible temporary difference arises from the initial recognition 
of an asset or liability in a transaction that is not a business combination and, at the time of the transaction, 
affects neither the accounting profi t nor taxable profi t or loss.

•  In respect of deductible temporary differences associated with investments in subsidiaries, associates and 
interests in joint ventures, deferred tax assets are recognised only to the extent that it is probable that the 
temporary differences will reverse in the foreseeable future and taxable profi t will be available against which 
the temporary differences can be utilized.

The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to the extent that it is 
no longer probable that suffi cient taxable profi ts will be available to allow all or part of the asset to be recovered.

The measurement of deferred tax liabilities and assets refl ects the tax consequences that would follow from 
the manner in which the Group expects, at the reporting date, to recover or settle the carrying amount of its 
assets and liabilities.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to set off current tax 
assets against current tax liabilities and when they relate to income taxes levied by the same taxation author-
ity and the Group intends to settle its current tax assets and liabilities on a net basis.

Inventories
Inventories are stated at the lower of cost and net realizable value. Cost of inventory is determined on the 
weighted average basis. Net realizable value is the estimated selling price in the ordinary course of business, 
less the cost of completion and selling expenses. Cost comprises the direct cost of goods, transportation and 
handling costs. Cost of sales comprises only cost of inventories sold through retail stores and inventory write-
downs made during the period.

Borrowing costs
Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets are 
capitalized as part of the cost of that asset, other borrowing costs are recognised in profi t or loss in the period 
in which they are incurred. A qualifying asset is an asset that necessarily takes a substantial period of time to 
get ready for its intended use or sale. For the purposes of borrowing costs recognition, a substantial period of 
time is considered to be a period of twelve months or more.

To the extent that the Group borrows funds generally and uses them for the purpose of obtaining a qualifying 
asset, the Group determines the amount of borrowing costs eligible for capitalisation by applying a capitali-
sation rate to the expenditures on that asset. The capitalisation rate is the weighted average of the borrowing 
costs applicable to the borrowings of the Group that are outstanding during the period, other than borrowings 
made specifi cally for the purpose of obtaining a qualifying asset.

Revenue recognition
The sole source of revenue is retail sales. Revenue from the sale of goods is recognised at the point of sale.

The Group generates and recognizes sales to retail customers in its stores at the point of sale. Retail sales 
are in cash and through bank cards. Revenues are measured at the fair value of the consideration received 
or receivable, recognised net of value added tax and are reduced for estimated customer returns. Historical 
information in relation to the timing and frequency of customer returns is used to estimate and provide for 
such returns at the time of sale.
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Income generated from rental of spaces for small trading outlets within the Group’s stores is recognised in the 
end of each month on a straight-line basis over the period of the lease, in accordance with the terms of the 
relevant lease agreements.

Interest income is recognised on a time-proportion basis using the effective interest rate method. Interest 
income is included into the Interest income line in the statement of comprehensive income.

Suppliers’ allowances
The Group receives various types of allowances from vendors in the form of volume discounts and other forms 
of payments that effectively reduce the cost of goods purchased from the vendor. Volume-related rebates 
and other payments received from suppliers are recorded as a reduction in the price paid for the products 
and reduce cost of goods sold in the period the products are sold. Where a rebate agreement with a supplier 
covers more than one year, the rebates are recognised in the period in which they are earned.

Employee benefi ts
The Group is subject to mandatory contributions to the Russian Federation defi ned contribution state pension 
benefi t fund. Wages, salaries, contributions to the state pension and social insurance funds, paid annual leave 
and sick leave, bonuses, and non-monetary benefi ts are accrued in the year in which the associated services 
are rendered by the employees of the Group.

Share-based payments
Certain employees (including senior executives) of the Group receive remuneration in the form of share-based 
payments, whereby employees render services as consideration for equity instruments (equity-settled trans-
actions).

The cost of equity-settled transactions is determined by the fair value at the date when the grant is made using 
an appropriate valuation model.

That cost is recognised, together with a corresponding increase in share options reserve in equity, over the 
period in which the performance and / or service conditions are fulfi lled in employee benefi ts expense (Note 
27). The cumulative expense recognised for equity-settled transactions at each reporting date until the vesting 
date refl ects the extent to which the vesting period has expired and the Group’s best estimate of the number 
of equity instruments that will ultimately vest. The statement of profi t or loss expense or credit for a period 
represents the movement in cumulative expense recognised as at the beginning and end of that period and is 
recognised in employee benefi ts expense (Note 27).

No expense is recognised for awards that do not ultimately vest, except for equity-settled transactions for 
which vesting is conditional upon a market or non-vesting condition. These are treated as vesting irrespective 
of whether or not the market or non-vesting condition is satisfi ed, provided that all other performance and / or 
service conditions are satisfi ed.

When the terms of an equity-settled award are modifi ed, the minimum expense recognised is the expense 
had the terms had not been modifi ed, if the original terms of the award are met. An additional expense is 
recognised for any modifi cation that increases the total fair value of the  share-based payment transaction, or 
is otherwise benefi cial to the employee as measured at the date of modifi cation.

Where there is an alternative to settle the transaction in cash or by issuing shares at the discretion of coun-
ter-party, debt and equity components of the instrument are to be identifi ed and treated appropriately

Pre-opening costs
Operating expenses incurred during the process of opening of new stores were recorded in the Group’s con-
solidated statement of comprehensive income. These expenses do not meet capitalisation criteria under IAS 
16 Property, Plant and Equipment and include rent, utilities and other operating expenses.

Development projects on behalf of third parties
Where the Group undertakes a short-term development project for a new store construction on behalf of a 
third party, expenditure incurred on construction of the store is recorded within other receivables while on-ac-
count payments received from the third party are recorded as advances received. The Group acts as an agent 
in such projects and recognizes commission earned as
other operating income.

Segment reporting
The Group’s business operations are located in the Russian Federation and relate primarily to retail sales 
of consumer goods. Although the Group operates through different stores and in various regions within the 
Russian Federation, the Group’s chief operating decision maker reviews the Group’s operations and allocates 
resources on an individual store-by-store basis. The Group has assessed the economic characteristics of the 
individual stores and determined that the stores have similar margins, similar products, similar types of cus-
tomers and similar methods of distributing such products. Therefore, the Group considers that it only has one 
reportable segment under IFRS 8. Segment performance is evaluated based on a measure of revenue and 
earnings before interest, tax, depreciation and amortisation (EBITDA). EBITDA is non-IFRS measure. Other 
information is measured in a manner consistent with that in the consolidated fi nancial statements.

Seasonality
The Group’s business operations are stable during the year with limited seasonal impact, except for a signifi -
cant increase of business activities in December.

of whether or not the market or non-vesting condition is satisfi ed, provided that all other performance and / or 
service conditions are satisfi ed.
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Financial assets

General description
Financial assets are classifi ed into the following specifi ed categories: at fair value through profi t or loss (“FVTPL”); 
held-to-maturity investments, “available-for-sale” (“AFS”) fi nancial assets and “loans and receivables”. The classifi -
cation depends on the nature and purpose of the fi nancial assets and is determined at the time of initial recognition.
All fi nancial assets are recognised initially at fair value plus, in the case of fi nancial assets not at fair value 
through profi t or loss, directly attributable transaction costs.

Effective interest rate method
The effective interest rate method is a method of calculating the amortised cost of a fi nancial asset/liability 
and of allocating interest income/expense over the relevant period. The effective interest rate is the rate that 
exactly discounts estimated future cash receipts/payments through the expected life of the fi nancial asset/lia-
bility, or, where appropriate, a shorter period to the net carrying amount of the fi nancial asset/liability.

For all fi nancial instruments measured at amortised cost and interest bearing fi nancial assets classifi ed as 
available for sale, interest income is recorded using the effective interest rate. Interest income is shown in 
separate line in the statement of comprehensive income.

Loans and receivables
Trade receivables, loans, and other receivables that have fi xed or determinable payments that are not quoted 
in an active market are classifi ed as loans and receivables. Loans and receivables are measured at amortised 
cost using the effective interest rate method.

Cash and cash equivalents
Cash and short-term deposits in the statement of fi nancial position comprise cash at banks and on hand and 
short-term deposits with a maturity of three months or less.

Impairment of fi nancial assets
Financial assets are assessed for indicators of impairment at each reporting date. Financial assets are impaired 
where there is objective evidence that, as a result of one or more events that occurred after the initial recognition of 
the fi nancial asset, the estimated future cash fl ows of the fi nancial asset have been impacted. For fi nancial assets 
carried at amortised cost, the amount of the impairment is the difference between the asset’s carrying amount and 
the present value of estimated future cash fl ows, discounted at the original effective interest rate.

The carrying amount of the fi nancial asset is reduced by the impairment loss directly for all fi nancial assets with the 
exception of trade receivables where the carrying amount is reduced through the use of an allowance account. When a 
trade receivable is uncollectible, it is written off against the allowance account. Subsequent recoveries of amounts previ-
ously written off are credited against the allowance account. Changes in the carrying amount of the allowance account are 
recognised in profi t or loss.

With the exception of AFS equity instruments, if, in a subsequent period, the amount of the impairment loss 
decreases and the decrease can be related objectively to an event occurring after the impairment was recognised, 
the previously recognised impairment loss is reversed through profi t or loss to the extent that the carrying amount 
of the investment at the date the impairment is reversed does not exceed what the amortised cost would have 
been had the impairment not been recognised.

Derecognition of fi nancial assets
A fi nancial asset is derecognised when:
• The rights to receive cash fl ows from the asset have expired;
•  The Group has transferred its rights to receive cash fl ows from the asset or has assumed an obligation to pay the 

received cash fl ows in full without material delay to a third party under a «pass-through» arrangement; and either 
(a) the Group has transferred substantially all the risks and rewards of the asset, or (b) the Group has neither 
transferred nor retained substantially all the risks and rewards of the asset but has transferred control of the asset.

When the Group has transferred its rights to receive cash fl ows from an asset or has entered into a pass-through 
arrangement, and has neither transferred nor retained substantially all of the risks and rewards of the asset nor trans-
ferred control of the asset, the asset is recognised to the extent of the Group’s continuing involvement in the asset.

In that case, the Group also recognises an associated liability. The transferred asset and the associated liability 
are measured on a basis that refl ects the rights and obligations that the Group has retained.

Continuing involvement that takes the form of a guarantee over the transferred asset is measured at the lower 
of the original carrying amount of the asset and the maximum amount of consideration that the Group could be 
required to repay.

Financial liabilities and equity instruments issued by the Group

Treasury shares
Own equity instruments that are reacquired (treasury shares) are recognised at cost and deducted from equity. No 
gain or loss is recognised in the statement of comprehensive income on the purchase, sale, issue or cancellation 
of the Group’s own equity instruments. Any difference between the carrying amount and the consideration, if reis-
sued, is recognised in additional paid-in capital. Voting rights related to treasury shares are nullifi ed for the Group 
and no dividends are allocated to them. Share options exercised during the reporting period are satisfi ed with 
treasury shares.

Share capital
Ordinary shares are classifi ed as equity. Transaction costs of a share issue are shown within equity as a deduction 
from the equity.

ously written off are credited against the allowance account. Changes in the carrying amount of the allowance account are 
recognised in profi t or loss.
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2. Basis of preparation and signifi cant accounting policies (continued)

2.3. Summary of signifi cant accounting policies (continued)

2. Basis of preparation and signifi cant accounting policies (continued)

2.3. Summary of signifi cant accounting policies (continued)

Additional paid-in capital
Additional paid-in capital represents the difference between the fair value of consideration received and the 
nominal value of the issued shares.

Earnings per share
Basic earnings per share amounts are calculated by dividing the net profi t for the year attributable to ordinary 
equity holders of the parent by the weighted average number of ordinary shares outstanding during the year.

Diluted earnings per share amounts are calculated by dividing the net profi t attributable to ordinary equity 
holders of the parent (after adjusting for interest on the convertible preference shares) by the weighted aver-
age number of ordinary shares outstanding during the year plus the weighted average number of ordinary 
shares that would be issued on conversion of all the dilutive potential ordinary shares into ordinary shares.

Classifi cation as debt or equity
Debt and equity instruments are classifi ed as either fi nancial liabilities or as equity in accordance with the sub-
stance of the contractual arrangement. An equity instrument is any contract that evidences a residual interest 
in the assets of an entity after deducting all of its liabilities. Equity instruments are recorded at the proceeds 
received, net of transaction costs.

Financial liabilities
Financial liabilities of the Group, including borrowings and trade and other payables, are initially recognised at fair 
value, net of transaction costs, and subsequently measured at amortised cost using the effective interest rate method.

Derecognition of fi nancial liabilities
The Group derecognises fi nancial liabilities when, and only when, the Group’s obligations are discharged, can-
celled or they expire.

Offsetting of fi nancial instruments
Financial assets and fi nancial liabilities are offset and the net amount is reported in the consolidated state-
ment of fi nancial position if there is a currently enforceable legal right to offset the recognised amounts and 
there is an intention to settle on a net basis, to realise the assets and settle the liabilities simultaneously.

Fair value of fi nancial instruments
The fair value of fi nancial instruments that are traded in active markets at each reporting date is determined 
by reference to quoted market prices or dealer price quotations (bid price for long positions and ask price for 
short positions), without any deduction for transaction costs.

For fi nancial instruments not traded in an active market, the fair value is determined using appropriate valua-
tion techniques. Such techniques may include using recent arm’s length market transactions; reference to the 
current fair value of another instrument that is substantially the same; a discounted cash fl ow analysis or other 
valuation models.

Derivative fi nancial instruments and hedge accounting

Initial recognition and subsequent measurement
The Group uses derivative fi nancial instruments, such as interest rate swaps and caps, to hedge its interest 
rate risks. Such derivative fi nancial instruments are initially recognised at fair value on the date on which a 
derivative contract is entered into and are subsequently re-measured at fair value. Derivatives are carried as 
fi nancial assets when the fair value is positive and as fi nancial liabilities when the fair value is negative.

Any gains or losses arising from changes in the fair value of derivatives are taken directly to profi t or loss, 
except for the effective portion of cash fl ow hedges, which is recognised in OCI and later reclassifi ed to profi t 
or loss when the hedge item affects profi t or loss.

At the inception of a hedge relationship, the Group formally designates and documents the hedge relationship 
to which the Group wishes to apply hedge accounting and the risk management objective and strategy for 
undertaking the hedge. The documentation includes identifi cation of the hedging instrument, the hedged item 
or transaction, the nature of the risk being hedged and how the entity will assess the effectiveness of changes 
in the hedging instrument’s fair value in offsetting the exposure to changes in the hedged item’s fair value or 
cash fl ows attributable to the hedged risk. Such hedges are expected to be highly effective in achieving offset-
ting changes in fair value or cash fl ows and are assessed on an ongoing basis to determine that they actually 
have been highly effective throughout the fi nancial reporting periods for which they were designated.

Swaps and caps used by the Group that meet the strict criteria for hedge accounting are accounted for as 
cash fl ow hedges. The effective portion of the gain or loss on the hedging instrument is recognized in other 
comprehensive income in the cash fl ow hedge reserve, while any ineffective portion is recognized immedi-
ately in profi t or loss as other operating expenses.

Designation of a hedge relationship takes effect prospectively from the date all of the criteria are met. In par-
ticular, hedge accounting can be applied only from the date all of the necessary documentation is completed. 
Therefore, hedge relationships cannot be designated retrospectively. Amounts recognised as OCI are trans-
ferred to profi t or loss when the hedged transaction affects profi t or loss, such as when the hedged fi nancial 
income or fi nancial expense is recognised or when a forecast sale occurs.

When the hedged item is the cost of a non-fi nancial asset or non-fi nancial liability, the amounts recognised as 
OCI are transferred to the initial carrying amount of the non-fi nancial asset or liability.
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2. Basis of preparation and signifi cant accounting policies (continued)

2.3. Summary of signifi cant accounting policies (continued)

If the hedging instrument expires or is sold, terminated or exercised without replacement or rollover (as part 
of the hedging strategy), or if its designation as a hedge is revoked, or when the hedge no longer meets the 
criteria for hedge accounting, any cumulative gain or loss previously recognised in OCI remains separately in 
equity until the forecast transaction occurs or the foreign currency fi rm commitment is met.

Current versus non-current classifi cation
Derivative instruments are classifi ed as current or non-current or separated into current and noncurrent por-
tions based on an assessment of the facts and circumstances (i.e., the underlying contracted cash fl ows):

•  When the Group expects to hold a derivative as an economic hedge for a period beyond 12 months after the 
reporting date, the derivative is classifi ed as non-current (or separated into current and non-current portions) 
consistent with the classifi cation of the underlying item.

3. Signifi cant accounting judgments, estimates and assumptions

In the application of the Group’s accounting policies, which are described in Note 2 above, management is 
required to make judgments, estimates and assumptions about the carrying amounts of assets and liabilities 
that are not readily apparent from other sources. The estimates and associated assumptions are based on 
historical experience and other factors that are considered to be relevant. Actual results may differ from these 
estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting esti-
mates are recognized in the period in which the estimate is revised if the revision affects only that period, or in 
the period of the revision and future periods if the revision affects both current and future periods.

Judgments that have the most signifi cant effect on the amounts recognized in these consolidated fi nancial 
statements and estimates that can cause a signifi cant adjustment to the carrying amount of assets and liabili-
ties within the next fi nancial year include:

Judgments

Operating lease commitments – Group as lessor
The Group has entered into land and premises leases. The Group has determined, based on an evaluation of 
the terms and conditions of the arrangements, such as the lease term not constituting a substantial portion of 
the economic life of the commercial property, that it retains all the signifi cant risks and rewards of ownership of 
these properties and accounts for the contracts as operating leases.

3. Signifi cant accounting judgments, estimates and assumptions (continued)

Judgments (continued)

Assets versus business acquisition
From time to time in the normal course of business the Group acquires the companies that are a party to a 
lease contract or own the land plot in which the Group is interested. If at the date of acquisition by the Group, 
the company is not engaged in any business activity, the Group treats such acquisitions as a purchase of 
assets (a leasehold right or a land plot) in the consolidated fi nancial statements. The exercise of judgment 
determines whether a particular transaction is treated as a business combination or as a purchase of assets.

Estimates and assumptions

The key assumptions concerning the future and other key sources of estimation uncertainty at the report-
ing date, that have a signifi cant risk of causing a material adjustment to the carrying amounts of assets and 
liabilities within the next fi nancial year, are described below. The Group based its assumptions and estimates 
on parameters available when the consolidated fi nancial statements were prepared. Existing circumstances 
and assumptions about future developments, however, may change due to market changes or circumstances 
arising beyond the control of the Group. Such changes are refl ected in the assumptions when they occur.

Useful lives of property, plant and equipment
The estimation of the useful lives of items of property, plant and equipment is a matter of judgment based 
on the experience with similar assets. The future economic benefi ts embodied in the assets are consumed 
principally through use. However, other factors, such as technical or commercial obsolescence and wear and 
tear, often result in the diminution of the economic benefi ts embodied in the assets. Management assesses 
the remaining useful lives in accordance with the current technical conditions of the assets and estimated 
period during which the assets are expected to earn benefi ts for the Group. The following primary factors are 
considered: (a) expected usage of the assets; (b) expected physical wear and tear, which depends on opera-
tional factors and maintenance program; and (c) technical or commercial obsolescence arising from changes 
in market conditions.

Useful lives are reviewed at least at each fi nancial year-end and, if expectations differ from previous estimates, 
any change is accounted for prospectively as a change in estimate.

Leases renewal assumption
It is presumed that the initial land leases contracted for 3 years will be renewed for 49 years at completion 
of construction of department stores. Thus, any long-term prepayments at the inception of the leases are 
presumed to have a 49-year useful life. Should the Group fail to renew the land lease contracts for a 49-year 
period, leasehold rights would have to be written off at the end of the initial lease term.
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3. Signifi cant accounting judgments, estimates and assumptions (continued)

Estimates and assumptions (continued)

Inventory valuation

Management reviews the inventory balances to determine if inventories can be sold at amounts greater than 
or equal to their carrying amounts plus costs to sell. This review also includes the identifi cation of slow moving 
inventories which are written down based on inventories ageing and write down rates. The write down rates 
are determined by management following the experience of sales of such items.

Tax legislation
Russian tax, currency and customs legislation is subject to frequent changes and varying interpretations. 
Management’s interpretation of such legislation in applying it to business transactions of the Group may be 
challenged by the relevant regional and federal authorities enabled by law to impose fi nes and penalties. 
Recent events in the Russian Federation suggest that the tax authorities are taking a more assertive position 
in their interpretation of the legislation and assessments and as a result, it is possible that the transactions 
that have not been challenged in the past may be challenged. Fiscal periods remain open to review by the 
tax authorities in respect of taxes for the three calendar years preceding the year of tax review. Under certain 
circumstances reviews may cover longer periods. While the Group believes it has provided adequately for all 
tax liabilities based on its understanding of the tax legislation, the above facts may create additional fi nancial 
risks for the Group.

Fair value measurement of fi nancial instruments
When the fair value of fi nancial assets and fi nancial liabilities recorded in the statement of fi nancial position 
cannot be derived from active markets, their fair value is determined using valuation techniques including the 
discounted cash fl ow model. The inputs to these models are taken from observable markets where possible, 
but where this is not feasible, a degree of judgment is required in establishing fair values. The judgments 
include considerations of inputs such as liquidity risk, credit risk and volatility. Changes in assumptions about 
these factors could affect the reported fair value of fi nancial instruments. See Note 29 for further discussion.

Impairment of non-fi nancial assets
The Group reviews the carrying amounts of its assets to determine whether there is any indication that those 
assets are impaired. An impairment exists when the carrying value of an asset or cashgenerating unit exceeds 
its recoverable amount, which is the higher of its fair value less costs to sell and its value in use.

The fair value less costs to sell calculation is based on available data from binding sales transactions, conducted 
at arm’s length, for similar assets or observable market prices less incremental costs for disposing of the asset.

The value in use calculation is based on a discounted cash fl ow model. In determining the value in use calculation, 
future cash fl ows are estimated from each store based on cash fl ows projection utilising the latest budget infor-
mation available. The discounted cash fl ow model requires numerous estimates and assumptions regarding the 
future rates of market growth, market demand for the products and the future profi tability of products

3. Signifi cant accounting judgments, estimates and assumptions (continued)

Estimates and assumptions (continued)

Due to their subjective nature, these estimates will likely differ from future actual results of
operations and cash fl ows, and it is possible that these differences could be material.

Share-based payments
The Group measures the cost of equity-settled transactions by reference to the fair value of the equity instru-
ments at the date at which they are granted. Estimating fair value for share-based payment transactions 
requires determination of the most appropriate valuation model, which is dependent on the terms and con-
ditions of the grant. This estimate also requires determination of the most appropriate inputs to the valuation 
model including the expected life of the share option, volatility and dividend yield and making assumptions 
about them. The assumptions and models used for estimating fair value for share-based payment transac-
tions are disclosed in Note 27.

4. Adoption of new or revised standards and interpretations

The accounting policies adopted in the preparation of the consolidated fi nancial statements are consistent with those 
followed in the preparation of the Group’s annual consolidated fi nancial statements for the year ended 31 December 
2012, except for the adoption of new or revised standards and interpretations effective as of 1 January 2013

Annual Improvements to IFRSs 2010-2012 Cycle
Annual Improvements to IFRSs 2010-2012 Cycle is a collection of amendments to IFRSs in response to eight 
issues addressed during the 2010-2012 cycle for annual improvements to IFRSs. It includes the following 
amendments:

• IFRS 2 Share-based Payment: Defi nition of vesting condition
• IFRS 3 Business Combinations: Accounting for contingent consideration in a business combination
• IFRS 8 Operating Segments: Aggregation of operating segments
•  IFRS 8 Operating Segments: Reconciliation of the total of the reportable segments’ assets to the entity’s 

assets
• IFRS 13 Fair Value Measurement: Short-term receivables and payables
•  IAS 16 Property, Plant and Equipment: Revaluation method—proportionate restatement of accumulated 

depreciation
• IAS 24 Related Party Disclosures: Key management personnel
• IAS 38 Intangible Assets: Revaluation method—proportionate restatement of accumulated amortisation

mation available. The discounted cash fl ow model requires numerous estimates and assumptions regarding the 
future rates of market growth, market demand for the products and the future profi tability of products
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4. Adoption of new or revised standards and interpretations (continued)

Annual Improvements to IFRSs 2011-2013 Cycle

Annual Improvements to IFRSs 2011-2013 Cycle is a collection of amendments to IFRSs in response to four 
issues addressed during the 2011-2013 cycle. It includes the following amendments:

• IFRS 1 First-time Adoption of International Financial Reporting Standards: Meaning of ‘effective IFRSs’
• IFRS 3 Business Combinations: Scope exceptions for joint ventures
• IFRS 13 Fair Value Measurement: Scope of paragraph 52 (portfolio exception)
•  IAS 40 Investment Property: Clarifying the interrelationship between IFRS 3 and IAS 40 when classifying 

property as investment property or owner-occupied property

IAS 1 Presentation of Items of Other Comprehensive Income — Amendments to IAS 1
The amendments to IAS 1 introduce a grouping of items presented in other comprehensive income. Items that 
will be reclassifi ed (or recycled) to profi t or loss at a future point in time (e.g., net loss or gain on available for 
sale fi nancial assets) have to be presented separately from items that will not be reclassifi ed (e.g., revaluation 
of land and buildings). The amendments affect presentation only and have no impact on the Group’s fi nancial 
position or performance.

IAS 1 Clarifi cation of the requirement for comparative information (Amendment)
These amendments clarify the difference between voluntary additional comparative information and the mini-
mum required comparative information. An entity must include comparative information in the related notes to 
the fi nancial statements when it voluntarily provides comparative information beyond the minimum required 
comparative period. The amendments clarify that the opening statement of fi nancial position, presented as 
a result of retrospective restatement or reclassifi cation of items in fi nancial statements does not have to be 
accompanied by comparative information in the related notes. The amendments affect presentation only and 
have no impact on the Group’s fi nancial position or performance.

IFRS 10 Consolidated Financial Statements and IAS 27 Separate Financial Statements
IFRS 10 establishes a single control model that applies to all entities including special purpose entities. IFRS 
10 replaces the parts of previously existing IAS 27 Consolidated and Separate Financial Statements that dealt 
with consolidated fi nancial statements and SIC-12 Consolidation — Special Purpose Entities. IFRS 10 changes 
the defi nition of control such that an investor controls an investee when it is exposed, or has rights, to variable 
returns from its involvement with the investee and has the ability to affect those returns through its power over 
the investee. To meet the defi nition of control in IFRS 10, all three criteria must be met, including: (a) an investor 
has power over an investee; (b) the investor has exposure, or rights, to variable returns from its involvement with 
the investee; and (c) the investor has the ability to use its power over the investee to affect the amount of the 
investor’s returns. IFRS 10 has no impact on the consolidation of investments held by the Group.

4. Adoption of new or revised standards and interpretations (continued)

IAS 19 Employee Benefi ts (Revised 2011)
The IASB has issued numerous amendments to IAS 19. These range from fundamental changes like removing 
the corridor mechanism and the concept of expected returns on plan assets, to simple clarifi cations and reword-
ing. Аctuarial gains and losses are now recognized in other comprehensive income. Interest on the net defi ned 
benefi t liability (asset) is recognized using the discount rate used to measure the defi ned benefi t obligation. IAS 
19R has no impact on the Group’s fi nancial position or performance.

IAS 19 Employee Benefi ts entitled Defi ned Benefi t Plans: Employee Contributions (Amendments to IAS 19)
These narrow scope amendments apply to contributions from employees or third parties to defi ned benefi t plans. 
The objective of the amendments is to simplify the accounting for contributions that are independent of the num-
ber of years of employee service, for example, employee contributions that are calculated according to a fi xed 
percentage of salary. The amendments are effective from 1 July 2014 with earlier application permitted.

IAS 32 Financial Instruments, Presentation (Amendment)
The amendment to IAS 32 Financial Instruments: Presentation clarifi es that income taxes arising from distribu-
tions to equity holders are accounted for in accordance with IAS 12 Income Taxes. The amendment did not have 
an impact on the consolidated fi nancial statements for the Group, as there is no tax consequences attached to 
distributions to equity holders.

IAS 16 Property, Plant and Equipment (Amendment)
The amendment clarifi es that major spare parts and servicing equipment that meet the defi nition of property, 
plant and equipment are not inventory. The amendment has no impact on the consolidated fi nancial statements 
of the Group.

IFRS 7 Financial Instruments: Disclosures — Offsetting Financial Assets and Financial Liabilities — 
Amendments to IFRS 7
The amendment requires an entity to disclose information about rights to set-off fi nancial instruments and 
related arrangements (e.g., collateral agreements). The disclosures would provide users with information that 
is useful in evaluating the effect of netting arrangements on an entity’s fi nancial position. The new disclosures 
are required for all recognized fi nancial instruments that are set off in accordance with IAS 32. The disclosures 
also apply to recognized fi nancial instruments that are subject to an enforceable master netting arrangement or 
similar agreement, irrespective of whether the fi nancial instruments are set off in accordance with IAS 32. As the 
Group is not setting off fi nancial instruments in accordance with IAS 32 and does not have relevant offsetting 
arrangements, the amendment did not have an impact on the Group.

IFRS 11 Joint Arrangements
IFRS 11 replaces IAS 31 Interests in Joint Ventures and SIC-13 Jointly-controlled Entities — Non-monetary Con-
tributions by Venturers. IFRS 11 removes the option to account for jointly controlled entities using proportionate 
consolidation. Instead, jointly controlled entities that meet the defi nition of a joint venture under IFRS 11 must be 
accounted for using the equity method. IFRS 11 has no impact on the Group’s fi nancial position or performance.
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4. Adoption of new or revised standards and interpretations (continued)

IFRS 12 Disclosure of Interests in Other Entities
IFRS 12 sets out the requirements for disclosures relating to an entity’s interests in subsidiaries, joint arrange-
ments, associates and structured entities. IFRS 12 has no impact on fi nancial statement disclosures, fi nancial 
position or performance of the Group.

IFRS 13 Fair Value Measurement
IFRS 13 establishes a single source of guidance under IFRS for all fair value measurements. IFRS 13 does not 
change when an entity is required to use fair value, but rather provides guidance on how to measure fair value 
under IFRS when fair value is required or permitted. The application of IFRS 13 has no material impact on the 
Group’s fi nancial position or performance.

IFRS 13 also requires specifi c disclosures on fair values. Additional disclosures where required, are provided in 
the individual notes relating to the assets and liabilities whose fair values were determined. Fair value hierarchy 
is provided in Note 29.

5. Standards issued but not yet effective

The standards and interpretations that are issued, but not yet effective, up to the date of issuance of the Group’s 
fi nancial statements are disclosed below. The Group intends to adopt these standards, if applicable, when they 
become effective.

IFRS 9 Financial Instruments: Classifi cation and Measurement
IFRS 9, as issued, refl ects the fi rst phase of the IASB’s work on the replacement of IAS 39 and applies to clas-
sifi cation and measurement of fi nancial assets and fi nancial liabilities as defi ned in IAS 39. The standard was 
initially effective for annual periods beginning on or after 1 January 2013, but Amendments to IFRS 9 Mandatory 
Effective Date of IFRS 9 and Transition Disclosures, issued in December 2011, moved the mandatory effective 
date to 1 January 2015. In subsequent phases, the IASB is addressing hedge accounting and impairment of 
fi nancial assets. The adoption of the fi rst phase of IFRS 9 will have an effect on the classifi cation and meas-
urement of the Group’s fi nancial assets, but will not have an impact on classifi cation and measurements of the 
Group’s fi nancial liabilities. The Group will quantify the effect in conjunction with the other phases, when the fi nal 
standard including all phases is issued.

On 19 November 2013 the IASB issued package of amendments to the accounting requirements for fi nancial 
instruments. The amendments: bring into effect a substantial overhaul of hedge accounting that will allow entities 
to better refl ect their risk management activities in the fi nancial statements; allow the changes to address the 
so-called ‘own credit’ issue that were already included in IFRS 9 Financial Instruments to be applied in isolation 
without the need to change any other accounting for fi nancial instruments; and remove the 1 January 2015 
mandatory effective date of IFRS 9, to provide suffi cient time for preparers of fi nancial statements to make the 
transition to the new requirements.

5. Standards issued but not yet effective (continued)

Hedge accounting
The amendments introduced a new hedge accounting model, together with corresponding disclosures about 
risk management activity for those applying hedge accounting. The new model represents a substantial 
overhaul of hedge accounting that will enable entities to better refl ect their risk management activities in their 
fi nancial statements. The most signifi cant improvements apply to those that hedge non-fi nancial risk, and so 
these improvements are expected to be of particular interest to non-fi nancial institutions.

Own credit
As part of the amendments, the changes introduced also enable entities to change the accounting for liabili-
ties that they have elected to measure at fair value, before applying any of the other requirements in IFRS 9. 
This change in accounting would mean that gains caused by a worsening in an entity’s own credit risk on such 
liabilities are no longer recognised in profi t or loss. These amendments will facilitate earlier application of this 
long-awaited improvement to fi nancial reporting

IFRS 9 effective date
The IASB decided that a mandatory date of 1 January 2015 would not allow suffi cient time for entities to pre-
pare to apply the new Standard. Accordingly, the IASB decided that a new date should be decided upon when 
the entire IFRS 9 project is closer to completion. The amendments remove the mandatory effective date from 
IFRS 9. However, entities may still choose to apply IFRS 9 immediately.

Investment Entities (Amendments to IFRS 10, IFRS 12 and IAS 27)
These amendments are effective for annual periods beginning on or after 1 January 2014 provide an excep-
tion to the consolidation requirement for entities that meet the defi nition of an investment entity under IFRS 
10. The exception to consolidation requires investment entities to account for subsidiaries at fair value through 
profi t or loss. It is not expected that this amendment would be relevant to the Group, since none of the entities 
in the Group would qualify to be an investment entity under IFRS 10.

IAS 32 Offsetting Financial Assets and Financial Liabilities − Amendments to IAS 32
These amendments clarify the meaning of «currently has a legally enforceable right to set-off». The amendments 
also clarify the application of the IAS 32 offsetting criteria to settlement systems which apply gross settlement 
mechanisms that are not simultaneous. These amendments are not expected to impact the Group’s fi nancial 
position or performance and become effective for annual periods beginning on or after 1 January 2014.

IFRIC Interpretation 21 Levies (IFRIC 21)
IFRIC 21 clarifi es that an entity recognises a liability for a levy when the activity that triggers payment, as iden-
tifi ed by the relevant legislation, occurs. For a levy that is triggered upon reaching a minimum threshold, the 
interpretation clarifi es that no liability should be anticipated before the specifi ed minimum threshold is reached. 
IFRIC 21 is effective for annual periods beginning on or after 1 January 2014. The Group does not expect that 
IFRIC 21 will have material fi nancial impact on the fi nancial statements.
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5. Standards issued but not yet effective (continued)

IFRIC Interpretation 21 Levies (IFRIC 21)
IFRIC 21 clarifi es that an entity recognises a liability for a levy when the activity that triggers payment, as identi-
fi ed by the relevant legislation, occurs. For a levy that is triggered upon reaching a minimum threshold, the inter-
pretation clarifi es that no liability should be anticipated before the specifi ed minimum threshold is reached. IFRIC 
21 is effective for annual periods beginning on or after 1 January 2014. The Group does not expect that IFRIC 21 
will have material fi nancial impact on the fi nancial statements.

IAS 39 Financial Instruments: Recognition and Measurement — Amendments to IAS 39
The amendment eliminates the requirement to discontinue hedge accounting if a hedging derivative was 
novated, provided certain criteria are met. The amendment is applicable for annual periods beginning on or after 
1 January 2014. The Group has not novated its derivatives during the current period. However, these amend-
ments would be considered for future novations.

Recoverable Amount Disclosures for Non-Financial Assets — Amendments to IAS 36 Impairment
of Assets
These amendments remove the unintended consequences of IFRS 13 on the disclosures required under IAS 36. 
In addition, these amendments require disclosure of the recoverable amounts for the assets for which impair-
ment loss has been recognised or reversed during the period. These amendments are effective retrospectively 
for annual periods beginning on or after 1 January 2014. The amendment is not expected to have any impact on 
the Group’s fi nancial position and performance.

6. Operating segments

The Group’s principal business activity is the development and operation of food retail stores located in Russia. 
Risks and returns are affected primarily by economic development in Russia and by the development of Russian 
food retail industry. The Group has no signifi cant assets outside the Russian Federation (excluding investments 
in its foreign wholly owned subsidiaries Lakatomo Holdings Ltd and Lenta Luxemburg, which are eliminated on 
consolidation). Due to the similar economic characteristics of food retail stores, the Group’s management has 
aggregated its operating segment represented by stores into one reportable segment. Within the segment all 
business components are similar in respect of:

• the products;
• the customers;
•  centralized Group structure (commercial, operational, logistic, fi nance, HR and IT functions are centralized).

The Group’s operations are regularly reviewed by the chief operating decision maker, represented by the CEO, 
to analyze performance and allocate resources within the Group. The CEO assesses the performance of 
operating segments based on the dynamics of revenue and earnings before interest, tax, depreciation, amorti-
zation (EBITDA).

The accounting policies used for the operating segment are the same as accounting policies applied for the 
consolidated fi nancial statements.

6. Operating segments (continued)

The segment information for the year ended 31 December 2013 is as follows:

Reconciliation of EBITDA to IFRS profi t for the year is as follows:

7. Balances and transactions with related parties

Related parties may enter into transactions, which unrelated parties might not. Transactions between related par-
ties might not be effected on the same terms, conditions and amounts as transactions between unrelated parties.

As at 31 December 2013 the Group’s ownership structure is as follows:

Year ended
31 December 2013

Year ended
31 December 2012

Sales 144,266,474 109,909,902
EBITDA 16,044,583 11,740,643

Year ended
31 December 2013

Year ended
31 December 2012

EBITDA 16,044,583 11,740,643
Interest expense (4,341,902) (3,217,459)
Interest income 82,153 77,779
Income tax expense (see Note 21) (2,031,644) (1,846,377)
Depreciation / amortization (see Note 8,10,11,25) (2,312,255) (1,576,364)
Reversal of impairment of non-fi nancial assets – 401
Revaluation of fi nancial instruments at fair value 
through profi t or loss (see Note 7,20) (234,367) 102,330
Other expenses (91,220) (215,122)
Foreign exchange gain (23,171) 69,967
Profi t for the year 7,092,177 5,135,798

Shareholders

Percentage of
shares held,

31 December 2013

Percentage of
shares held,

31 December 2012
Luna Inc. 49.84% 40.17%
Lakatomo Holdings Limited (subsidiary of Lenta Ltd) – 19.89%
European Bank for Reconstruction and Development 21.50% 17.32%
Luna Holdings Inc. 11.73% 9.45%
Others 16.93% 13.17%
Total shareholders’ equity 100.00% 100.00%
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7. Balances and transactions with related parties (continued)

The consolidated fi nancial statements include the following balances with related parties:

Entities with signifi cant infl uence over the Group:

8. Property, plant and equipment

Land and buildings with a carrying amount of RR 15,966,475 (31 December 2012:
RR 10,927,425) are pledged under loan agreement with VTB Capital Plc (see Note 20).

During the year ended 31 December 2013 and year ended 31 December 2012 the Group was not involved in 
acquisition of any assets that would satisfy the defi nition of qualifying assets for the  purposes of borrowing 
costs capitalization. Thus, no borrowings costs were capitalized during those periods.

The carrying amount of property, plant and equipment held under fi nance leases at 31 December 2013 was 
RR 62,847 (31 December 2012: RR 79,251). Leased assets are pledged as security for the related fi nance 
lease. There were no additions during the year ended 31 December 2013 under fi nance leases.

The following transactions were carried out with related parties:

Entities with signifi cant infl uence over the Group:

Remuneration to the members of the Board of Directors and key management personnel was as follows:

31 December 2013 31 December 2012
VTB Capital
Cash and cash equivalents 1,121,546 2,564,946
Long-term loans payable 29,891,695 24,978,988
Short-term loans payable 1,300,000 2,833,000
Interest accrued 11,480 7,975
Finance lease liability 49,612 63,511
Liability on swaps and caps 559,712 271,647
Loan commission prepayments 75,000 –
TPG Capital
Prepayments 1,020 39,451
Luna Holdings Inc.
Accrued liabilities – 4,591

Year ended 
31 December 2013

Year ended 
31 December 2012

VTB Capital
Interest expense 3,264,516 2,957,497
Finance leasing charge 8,597 10,538
Financial charges on swaps and caps 153,955 155,156
Change in fair value of fi nancial instruments through profi t and loss 234,367 (102,330)
Change in fair value of fi nancial instruments through OCI 53,698 –
Interest income on deposits (63,545) –
EBRD
Selling, general and administrative expenses 2,260 –
Other expenses 3,928 –
TPG Capital
Selling, general and administrative expenses 39,576 –
Other expenses 83,365 72,426
Luna Holdings Inc.
Selling, general and administrative expenses 5,316 –
Other expenses 3,928 –

Year ended 
31 December 2013

Year ended 
31 December 2012

Short-term benefi ts 436,774 1,051,783
Share-based payment 65,510 –
Termination benefi ts 8,555 1,124
Total remuneration 510,839 1,052,907

Cost Land Land 
improve-

ments

Buildings Machinery 
and 

equipment

Assets 
under 

construction

Total

Balance at 1 January 2013 3,541,686 2,858,739 22,737,745 9,328,833 1,600,864 40,067,867
Additions – – – 3,873 22,644,151 22,648,024
Transfers from construction 
in progress 1,245,871 944,060 13,677,629 4,656,266 -20,523,826 –
Transfers from leasehold rights 173,810 – – – – 173,810
Disposals (2,295) – (792) (152,192) (22,366) (177,645)
Balance at 31 December 2013 4,959,072 3,802,799 36,414,582 13,836,780 3,698,823 62,712,056
Accumulated depreciation
and impairment
Balance at 1 January 2013 – 623,388 4,476,616 4,384,988 – 9,484,992
Charge for the year – 92,228 799,540 1,270,707 – 2,162,475
Disposals – – (666) (100,032) – (100,698)
Balance at 31 December 2013 – 715,616 5,275,490 5,555,663 – 11,546,769
Net book value
Balance at 1 January 2013 3,541,686 2,235,351 18,261,129 4,943,845 1,600,864 30,582,875
Balance at 31 December 2013 4,959,072 3,087,183 31,139,092 8,281,117 3,698,823 51,165,287

Cost Land Land 
improve-

ments

Buildings Machinery 
and 

equipment

Assets 
under 

construction

Total

Balance at 1 January 2012 1,846,517 2,213,528 14,638,482 6,908,351 776,071 26,382,949
Additions 219,688 – – 129 13,583,065 13,802,882
Transfers from construction 
in progress 1,475,481 645,211 8,103,379 2,502,336 (12,726,407) –
Disposals – – (4,116) (81,983) (31,865) (117,964)
Balance at 31 December 2012 3,541,686 2,858,739 22,737,745 9,328,833 1,600,864 40,067,867
Accumulated depreciation
and impairment
Balance at 1 January 2012 – 549,393 3,988,188 3,539,904 – 8,077,485
Charge for the year – 73,995 491,672 909,996 – 1,475,663
Disposals – – (3,244) (64,912) – (68,156)
Balance at 31 December 2012 – 623,388 4,476,616 4,384,988 – 9,484,992
Net book value
Balance at 1 January 2012 1,846,517 1,664,135 10,650,294 3,368,447 776,071 18,305,464
Balance at 31 December 2012 3,541,686 2,235,351 18,261,129 4,943,845 1,600,864 30,582,875
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8. Property, plant and equipment (continued)

Depreciation and amortization expense
The amount of depreciation charged during the year ended 31 December 2013 and year ended 31 December 
2012 is presented within Depreciation and amortization in the Group’s consolidated statement of profi t or loss 
and other comprehensive income and statement of cash fl ows as follows:

10. Leasehold rights (continued)

Leasehold rights as at 31 December 2012 consisted of the following:

11. Intangible assets other than leasehold rights

Intangible assets other than leasehold rights as at 31 December 2013 consisted of the following:

9. Prepayments for construction

Prepayments for construction are represented by advances given to the constructors for the building of the 
stores and to suppliers.

10. Leasehold rights

Leasehold rights as at 31 December 2013 consisted of the following:

Year ended 
31 December 2013

Year ended 
31 December 2012

Depreciation of property, plant and equipment (Note 8) 2,162,475 1,475,663
Amortization of intangible assets (Note 11) 97,430 57,278
Leasehold rights amortization (Note 10) 52,350 43,423
Total depreciation and amortization 2,312,255 1,576,364

Leasehold rights
Cost
At 1 January 2013 2,443,067
Additions 813,439
Transfer to PPE (180,000)
Disposals (119,987)
At 31 December 2013 2,956,519

Leasehold rights
Cost
At 1 January 2012 1,829,754
Additions 840,453
Transfer to PPE (227,140)
At 31 December 2012 2,443,067

Accumulated amortization and impairment Leasehold rights
At 1 January 2013 228,872
Additions 52,350
Transfer to PPE (6,190)
Disposals (90,177)
At 31 December 2013 184,855
Net book value
At 1 January 2013 2,214,195
At 31 December 2013 2,771,664

Accumulated amortization and impairment Leasehold rights
At 1 January 2012 210,612
Charge for the year 43,423
Reversal of impairment (401)
Transfer to PPE (24,762)
At 31 December 2012 228,872
Net book value
At 1 January 2012 1,619,142
At 31 December 2012 2,214,195

Software Trade marks Total
Cost
At 1 January 2013 910,470 549 911,019
Additions 274,388 – 274,388
At 31 December 2013 1,184,858 549 1,185,407
Accumulated amortization
At 1 January 2013 464,385 434 464,819
Amortization for the period 97,353 77 97,430
At 31 December 2013 561,738 511 562,249
Net book value
At 1 January 2013 446,085 115 446,200
At 31 December 2013 623,120 38 623,158
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11. Intangible assets other than leasehold rights (continued)

Intangible assets other than leasehold rights as at 31 December 2012 consisted of the following:

13. Trade and other receivables (continued)

Most amounts are receivable within 25 days. The Group has recognized an allowance for doubtful debts of 
100 % against all receivables over 365 days because historical experience has been that receivables that are 
past due beyond 365 days are not recoverable. Allowances for doubtful debts are recognized against receiv-
ables of under 365 days based on estimated irrecoverable amounts determined by reference to past default 
experience of the counterparty and an analysis of the counterparty’s current fi nancial position.

Amounts receivable from suppliers and accounts receivable on rental and other services disclosed above 
include amounts (see below for ageing analysis) that are past due at the end of the reporting period for which 
the Group has not recognised an allowance for doubtful debts because there has not been a signifi cant 
change in credit quality and the amounts are still considered recoverable. The Group does not hold any collat-
eral or other credit enhancements over these balances.

Ageing of trade and other receivables that are past due but not impaired as at 31 December 2013:

Amortization expense is included in selling, general and administrative expenses (Note 25).

12. Inventories

Raw materials are represented by inventories used in own production process in butchery, bakery and culinary.

During the reporting period the Group wrote down inventories to their net realizable value, which resulted 
in recognition of expenses within cost of sales in the consolidated statement of comprehensive income for 
the year ended 31 December 2013 in the amount of RR 2,120,784 (year ended 31 December 2012: RR 
1,274,891).

13. Trade and other receivables

Receivables for construction represent expenditure on construction of stores on behalf of third parties, advance pay-
ments from which have been included in advances received (31 December 2013: nil, 31 December 2012: RR 106,131).

Ageing of trade and other receivables that are past due but not impaired as at 31 December 2012:

14. Advances paid

Software Trade marks Total
Cost
At 1 January 2012 647,762 549 648,311
Additions 262,708 – 262,708
At 31 December 2012 910,470 549 911,019
Accumulated amortization 
At 1 January 2012 407,197 344 407,541
Amortization for the period 57,188 90 57,278
At 31 December 2012 464,385 434 464,819
Net book value
At 1 January 2012 240,565 205 240,770
At 31 December 2012 446,085 115 446,200

31 December 2013 31 December 2012
Goods for resale 12,478,316 8,985,132
Raw materials 515,872 388,568
Total inventories 12,994,188 9,373,700

31 December 2013 31 December 2012
Advances to suppliers of goods 674,363 406,532
Advances for services 579,375 289,529
Guarantee payments under lease contracts 150,650 112,029
Total advances paid 1,404,388 808,090

31 December 2013 31 December 2012
Accounts receivable on rental and other services and on 
suppliers’ advertising 5,719,509 3,538,067
Suppliers’ rebates receivable 2,585,789 1,733,039
Receivables for construction of stores on behalf of third parties 14,911 129,886
Other receivables 151,646 54,307
Bad debt allowance (5,756) (6,870)
Total trade and other receivables 8,466,099 5,448,429

0-60 days 
overdue

60–120 days
overdue

120–365
days

overdue

Neither past 
due nor 
impaired

Total

Suppliers’ volume rebates 
receivable 38,151 4,017 5,815 2,535,980 2,583,963
Accounts receivable on rental
and other services 558,644 22,951 5,828 5,129,564 5,716,987
Receivables for construction for
stores on behalf of third parties – – 7,063 7,848 14,911
Other receivables 27,419 330 228 122,261 150,238
Total 624,214 27,298 18,934 7,795,653 8,466,099

0-60 days 
overdue

60–120 days
overdue

120–365
days

overdue

Neither past 
due nor 
impaired

Total

Suppliers’ volume rebates
receivable 44,258 8,621 7,964 1,672,161 1,733,004
Accounts receivable on rental
and other services 217,902 11,970 12,686 3,295,107 3,537,665
Receivables for construction for
stores on behalf of third parties – – 345 123,108 123,453
Other receivables – – – 54,307 54,307
Total 262,160 20,591 20,995 5,144,683 5,448,429
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15. Taxes recoverable

Taxes recoverable as at 31 December 2013 are represented by a VAT receivable of RR 1,163,700 (31 Decem-
ber 2012: RR 918,963) and input VAT that has not yet been claimed for reimbursement from tax authorities of 
RR 551,055 (31 December 2012: RR 202,797).

16. Cash and cash equivalents

17. Issued capital and reserves (continued)

The movements in the number of shares the year ended 31 December 2013 and for the year ended 31 
December 2012 were as follows.

During 2013 year 506,207 treasury shares held by Lakatomo Holdings Ltd were sold to the top management 
of the Group for a total cash consideration of RR 694,751. The excess of selling price over the carrying value 
of shares was recorded as increase of additional paid-in capital.

In 2013 year 80,000 ordinary shares were issued by the Group for a total cash consideration of RR 118,500 
(USD 3,615,200 at the exchange rate at the date of the transaction). In 2012 year 360,231 ordinary shares 
were issued by the Group for a total cash consideration of RR 278,949 (USD 9,038,196 at the exchange rate 
at the date of the transaction). All amount of the consideration received was recorded as increase in additional 
paid-in capital, as the shares have no par value.

Share options reserve

The share options reserve is used to recognise the value of equity-settled share-based payments provided to 
employees, including key management personnel, as part of their remuneration. Refer to Note 27 for further 
details of these plans.

Cash in transit represents cash receipts made during the last days of the reporting period (29-31 of December), 
which were sent to banks but not deposited into the respective bank accounts until the next reporting period.

Signifi cant RR denominated cash in transit result from the business seasonality, indicating higher levels of 
retail sales in holiday periods such as the New Year eve as well as the closing day in relation to the offi cial 
banking days in Russia. If the closing day is on non-banking days, the amount of cash in transit increases.

Short-term deposits are made for varying periods of between one day and three months, depending on the 
immediate cash requirements of the Group, and earn interest at the respective short-term deposit rates.

17. Issued capital and reserves

As at 31 December 2013 the Company’s share capital was comprised of 86,052,995 authorized and issued ordi-
nary shares (as at 31 December 2012, 106,685,231) with equal voting rights. The  shares have no par value.

All outstanding ordinary shares are entitled to an equal share in any dividend declared by the Company. 
According to the BVI Business Companies Act No. 16 of 2004, no dividends can be declared and paid unless 
the Board of Directors determines that immediately after the payment of the dividend the Group will be able 
to satisfy its liabilities as they become due in the ordinary course of its business and the realizable value of 
the assets of the Group will not be less than the sum of its total liabilities, other than deferred taxes, as shown 
in the books of account, and its capital. In accordance with Russian legislation, Lenta LLC, the Company’s 
primary operating subsidiary registered under the laws of the Russian Federation, may distribute profi ts as 
dividends or transfer them to reserves (fund accounts) limited to the retained earnings recorded in its fi nan-
cial statements prepared in accordance with Russian Accounting Rules. No dividends to holders of ordinary 
shares were declared for the year ended 31 December 2013 and for the year ended 31 December 2012.

31 December 2013 31 December 2012
RR short-term deposits 4,545,856 35,057
RR denominated cash in transit 1,245,195 3,303,108
RR denominated cash on hand and balances with banks 419,370 196,265
Foreign currency denominated cash 
on hand and balances with banks 1,544 2,034
Total cash and cash equivalents 6,211,965 3,536,464

31 December 2013 
No.

unlimited

31 December 2012 
No.

unlimited
Authorized share capital (ordinary shares with no par val-
ue) Issued and fully paid (no par value) 86,052,995 106,685,231
Treasury shares (21,218,443)

31 December 2013 
No.

Year ended
31 December 2012

No.
Balance of shares outstanding 
at beginning of fi nancial year 85,466,788 85,106,557
Sale of treasury shares 506,207 –
Additional issue of shares 80,000 360,231
Balance of shares outstanding 
at the end of fi nancial year 86,052,995 85,466,788

Share options reserve
As at 1 January 2012 978,698
Changes during the period –
At 31 December 2012 978,698
Changes during the period (913,188)
At 31 December 2013 65,510
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17. Issued capital and reserves (continued)

OCI, net of tax
The disaggregation of changes of OCI by each type of reserve in equity is shown below:

20. Borrowings

Short-term borrowings:

Long-term borrowings:

In September 2011, Lenta LLC entered into a secured loan agreement with VTB Capital Plc. Under the 
agreement the Group is entitled to borrow RR 25,375,000. In April 2013 the Group negotiated an additional 
5 year tranche of RR 15,000,000. At the reporting date the Group received loan tranches A, B amounting to 
RR 25,375,000 with redemption date 12 April 2018 and partially utilized tranche C amounting to RR 5,000,000 
with redemption date upon 60 months after utilization date. The loan facility is secured by, inter alia, immov-
able property of the Group, pledge of Lenta LLC-2 participatory interest in Lenta LLC as well as guarantee of 
Lenta Ltd, Zorovno Holdings Ltd and Lenta LLC-2.

Unused loan facility related to the third tranche C (RR 10,000,000) is available for drawdown by the Group 
within 540 days from 12 April 2013.

18. Components of other comprehensive income (OCI) 

19. Earnings per share

The calculation of basic earnings per share for reporting periods was based on the profi t attributable to shareholders 
(for the year ended 31 December 2013: RR 7,049,218 for the year ended 31 December 2012: RR 5,135,798) and a 
weighted average number of ordinary shares outstanding during the respective periods, calculated as shown below.

The Group has issued share-based payments (Note 27) instruments that could potentially dilute  basic earn-
ings per share in the future, but were not included in the calculation of diluted earnings per share because 
they are anti-dilutive for the periods presented.

As at 31 December 2013 Hedging reserve
Interest rate swaps and caps (42,959)

(42,959)

As at 31 December 2012 Hedging reserve
Interest rate swaps and caps –

–

Year ended
31 December 2013

Year ended
31 December 2012

Cash fl ow hedges:
Reclassifi cation during the year to profi t or loss 89,090 –
Losses arising during the year (142,789) –
Net loss during the year (53,699) –

Year ended
31 December 2013

Year ended
31 December 2012

Earnings per share (in RR per share)
-  basic and diluted, for profi t for the period attributable to 

equity holders of the parent 0.083 0.060

Year ended
31 December 2013

Year ended
31 December 2012

Number of issued shares at the beginning of period 85,466,788 85,106,557
Number of shares issued in December 2013 80,000 –
Number of treasury shares sold in June 2013 506,207 –
Number of shares issued in September, 2012 – 360,231
Number of shares at the end of reporting period 86,052,995 85,466,788
Weighted average number of shares 85,721,825 85,211,624

Due 
date

Currency Weighted 
average 

interest rate for 
the year ended
31 December 

2013, %

Weighted 
average 

interest rate for 
the year ended 
31 December 

2012, %

31 Decem-
ber 2013

31 Decem-
ber 2012

Short-term portion of long-
term borrowings
Sberbank – RR – 9.27 – 500,000
TransCreditBank – RR – 7.97 – 1,203,000
TransCreditBank – RR – 7.99 – 1,630,004
Raiffeisen Bank 2014 RR 7.26 – 4,517,056 –
VTB OAO 2014 RR 7.18 – 1,301,359 –
VTB Capital Plc 2014 RR 11.08 – 9,565 –
Bonds 2014 RR 10.00 314,551 –
Total short-term portion of long-
term borrowings 6,142,531 3,333,004
Short-term borrowings
VTB OAO 2014 RR 8.29 – 556 –
Bank Saint-Petersburg – RR – 7.6 – 500,000
Total short-term borrowings 556 500,000
Total short-term borrowings and 
short-term portion of long-term 
borrowings 6,143,087 3,833,004

Due 
date

Currency Weighted 
average 

interest rate for 
the year ended
31 December 

2013, %

Weighted 
average 

interest rate for 
the year ended 
31 December 

2012, %

31 Decem-
ber 2013

31 Decem-
ber 2012

VTB Capital Plc 2019 RR 11.08 11.05 29,891,695 24,978,988
Bonds 2016 RR 10.00 – 9,957,394 –
Total long-term borrowings 39,849,089 24,978,988
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20. Borrowings (continued)

Borrowed funds of RR 15,724,392 were utilized in 2011 on funding the purchase of 19.96 % of the Company’s 
shares by its subsidiary Lakatomo Holdings Ltd, wholly owned through Lenta Luxemburg S.a.r.L (100 % subsidiary 
of the Lenta LLC). The remaining part has been used on market expansion and on current corporate activities.

The loan has covenants with respect to the Debt / EBITDA ratio and interest coverage, which were met as at 31 
December 2013 and 31 December 2012.

The Group’s short-term portion of long-term loans represents amounts borrowed under revolving credit lines 
and interest liability accrued on bonds.

There were no breaches of the loan agreements during the year ended 31 December 2013 and the year 
ended 31 December 2012.

The Group entered into interest rate swaps and caps provided by VTB Bank OJSC to mitigate the risk of a 
rising MosPrime interest rate. As at period end the Group had the following interest rate fi nancial instruments:

20. Borrowings (continued)

Starting 1 July 2013 the Group applied cash fl ow hedge accounting of swaps and caps that meet prescribed 
criteria, including completing of all necessary documentation. Hedge accounting was applied prospectively 
from designation.

Retrospective and prospective effectiveness of cash fl ow hedges (swaps and caps) was measured by the 
Group using the «dollar offset» method. The effective portion of the gain or loss on the hedging instrument 
was recognized in other comprehensive income in hedging reserve.

The effect from changes in fair value of fi nancial instruments is recognized as follows:

Finance charges on swaps and caps recognized in the consolidated statement of profi t or loss and other com-
prehensive income are as follows:

In October 2012 the Group signed a Sole Shareholder Decision on the Issuance of Lenta LLC bonds. On 7 
February 2013 Federal Financial Markets Service registered the bond issue. In March 2013 the public fl oata-
tion of certifi ed non-convertible bearer bonds was placed in three tranches of RR 3,000,000, 3,000,000 and 
4,000,000, with a nominal value of RR 1 each, a 10% coupon rate, 2,548 days to maturity and put option right 
on early redemption after 1,092 days.

The Groups’ borrowings as at 31 December 2013 and 31 December 2012 are denominated in Russian Roubles.

As at 31 December 2013, the Group had RR 24,850,000 of unused credit facilities (as at 31 December 2012: 
RR 11,817,000). All other available borrowing facilities were fully utilized.

Derivative fi nancial instruments are classifi ed in the statement of fi nancial position as follows:

The Group performs fair value assessment of the fair values of swaps and caps at the reporting date:

Type of instrument Notional 
amount 
2013

Notional
amount
2012

Fixed 
interest

rate

Fixed 
commis

sion

Effective date Expiry date

Interest rate swap 6,250,000 6,250,000 7.33% n/a 30 September 2011 31 March 2015
Interest rate swap 3,000,000 3,000,000 8.00% n/a 30 September 2011 31 March 2015
Interest rate swap 3,250,000 3,250,000 8.15% n/a 30 September 2011 31 March 2015
Interest rate swap 12,500,000 – 7.64% n/a 31 March 2015 12 April 2018
Interest rate swap 900,000 – 7.54% n/a 31 December 2013 12 November 2018
Interest rate cap 5,000,000 5,000,000 12.00% 0.79% 31 December 2011 31 December 2014
Interest rate cap 5,000,000 5,000,000 12.00% 0.78% 31 December 2011 31 December 2014
Interest rate cap 10,000,000 – 12.00% 0.54% 31 December 2014 12 April 2018
Interest rate cap 900,000 – 12.00% 0.45% 31 December 2013 12 November 2018

31 December 2013 31 December 2012
Non-current liability 370,939 130,089
Current liability 188,773 141,558
Total 559,712 271,647

31 December 2013 31 December 2012
Swaps 329,111 134,645
Caps 230,601 137,002
Total fair value 559,712 271,647

Year ended
31 December 2013

Year ended
31 December 2012

Profi t or loss
Change in fair value of fi nancial instruments at fair value 
through profi t or loss (before designation of hedge ac-
counting (1 July 2013) (196,049) 102,330
Ineffective portion of the change in the fair value of cash 
fl ow hedging instruments (38,318) –

(234,367) 102,330
Other comprehensive income
Effective portion of the change in the fair value of cash 
fl ow hedging instruments (53,698) –
Total change in fair value of fi nancial instruments (288,065) 102,330

Year ended
31 December 2013

Year ended
31 December 2012

Finance charges on swaps and caps 153,955 155,156
Total fi nance charges on fi nancial instruments 153,955 155,156
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21. Income taxes

Income tax expense is comprised of:

21. Income taxes (continued) 

Differences between IFRS and Russian statutory tax regulations give rise to temporary differences between 
the carrying amount of assets and liabilities for fi nancial reporting purposes and their tax bases. The tax effect 
of the movements in these temporary differences, recorded at the rate of 20 % is detailed below.

Year ended
31 December 2013

Year ended
31 December 2012

Current tax expense 1,320,392 1,252,573
Deferred tax expense 945,414 590,682
Income tax credit (234,162)
Adjustments in respect of current income tax of previous year 3,122
Income tax expense recognized in profi t for the year 2,031,644 1,846,377

1 January 
2013

Differences in recog-
nition and reversals 

recognised in profi t or 
loss

Differences in recog-
nition and reversals 
recognised in other 

comprehensive income

31 December
2013

Tax effect of (taxable)/deductible
temporary differences
Property, plant and equipment (1,006,404) (770,701) – (1,777,105)
Leasehold rights (198,772) (125,704) – (324,476)
Unused vacation and employee 
bonuses accrual 212,005 (98,035) – 113,970
Suppliers’ bonuses (182,088) (67,009) – (249,097)
Interest on borrowings (79,202) (5,459) – (84,661)
Intangible assets other 
than leasehold rights 3,888 (10,038) – (6,150)
Inventory 408,284 108,469 – 516,753
Bad debt provision 15,411 (4,876) – 10,535
Finance leasing 14,897 (4,270) – 10,627
Consulting and other accruals 19,774 79,180 – 98,954
Customs duty payable 30,677 – – 30,677
Cashfl ow hedging instruments – 7,664 10,740 18,404
Other 56,207 (54,635) – 1,572
Total deferred tax
(liabilities)/assets (705,323) (945,414) 10,740 (1,639,997)

1 January 
2012

Differences in recog-
nition and reversals 

recognised in profi t or 
loss

Differences in recog-
nition and reversals 
recognised in other 

comprehensive income

31 December
2012

Tax effect of (taxable)/deductible
temporary differences
Property, plant and equipment (307,657) (698,747) – (1,006,404)
Leasehold rights (125,414) (73,358) – (198,772)
Unused vacation and employee 
bonuses accrual 86,894 125,111 – 212,005
Suppliers’ bonuses (92,514) (89,574) – (182,088)
Interest on borrowings (98,020) 18,818 – (79,202)
Intangible assets other 
than leasehold rights 7,339 (3,451) – 3,888
Inventory 307,923 100,361 – 408,284
Bad debt provision 3,881 11,530 – 15,411
Finance leasing 18,925 (4,028) – 14,897
Consulting and other accruals 4,662 15,112 – 19,774
Customs duty payable – 30,677 – 30,677
Other 79,340 (23,133) – 56,207
Total deferred tax
(liabilities)/assets (114,641) (590,682) – (705,323)

Year ended
31 December 2013

Year ended
31 December 2012

Profi t before tax 9,123,821 6,982,175
Theoretical tax charge at 20% (1,824,764) (1,396,435)
Difference in tax rates for foreign companies (76,781) –
Add tax effect of non-deductible expenses (364,261) (480,130)
• effect of partially-deductible fi xed assets – (268,570)
• expenses on inventory shrinkage and surpluses (256,417) (142,670)
• share option expenses (13,102) –
• others (94,742) (68,890)
Add tax effect of non-taxable gains – 33,310
• others – 33,310
Current income tax related to previous period (3,122)
Current income tax credit 234,162 –
Income tax expense 2,031,644 1,846,377

Year ended
31 December 2013

Year ended
31 December 2012

Effective portion of change in the fair value 
of cash fl ow hedging instruments (10,740) –
Income tax (benefi t)/expense recognized in OCI (10,740) –
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21. Income taxes (continued)

As at 31 December 2013 and 31 December 2012 the Group did not recognize a deferred tax liability with 
respect to taxable temporary differences associated with investments in subsidiaries of RR 3,039,417 and RR 
2,037,764 respectively because management believed that it was in a position to control the timing of reversal 
of such differences and has no intention to reverse them in the foreseeable future.

22. Trade and other payables

24. Cost of sales (continued)

The cost of own production consisted of the following:

Cost of sales for the year ended 31 December 2013 included employee benefi ts expense of RR 2,280,344 
(year ended 31 December 2012: RR 1,491,766) of which contributions to state pension fund comprised RR 
362,652 (year ended 31 December 2012: RR 238,900).

25. Selling, general and administrative expenses

Labour costs for the year ended 31 December 2013 included contributions to state pension fund of RR 1,155,985 
(year ended 31 December 2012: RR 841,011). Pre-opening costs for the year ended 31 December 2013 included 
labour costs of RR 319,170 (year ended 31 December 2012: RR 224,247) of which contributions to state pension 
fund comprised RR 35,177 (year ended 31 December 2012: RR 25,880). Pre-opening costs for the year ended 31 
December 2013 included depreciation expense of RR 53,544 (for the year ended 31 December 2012: nil) 

26. Other operating income

The trade and other payables were denominated in:

23. Other taxes payable

24. Cost of sales

Cost of sales for the years ended 31 December 2013 and 31 December 2012 consisted of the following:

Cost of goods sold is reduced by rebates and promotional bonuses received from suppliers.

31 December 2013 31 December 2012
Trade payables 28,927,222 21,639,226
Accrued liabilities and other creditors 2,418,750 2,482,531
Payables for purchases of property, plant and equipment 2,460,950 922,543
Total trade and other payables 33,806,922 25,044,300

31 December 2013 31 December 2012
RR 33,748,859 24,148,893
USD 5,453 870,916
EUR 52,610 21,672
GBP – 2,819
Total trade and other payables 33,806,922 25,044,300

31 December 2013 31 December 2012
Social taxes 269,087 179,885
Property tax 167,948 122,285
Personal income tax 95,088 68,409
Other taxes 183,322 176,930
Total other taxes payable 715,445 547,509

31 December 2013 31 December 2012
Cost of goods sold 95,801,289 74,331,374
Cost of own production 12,567,611 9,479,812
Supply chain cost 2,319,739 2,147,003
Losses due to inventory shortages 2,120,784 1,274,891
Total cost of sales 112,809,423 87,233,080

Year ended 
31 December 2013

Year ended 
31 December 2012

Raw materials 10,362,035 7,953,812
Labour costs 1,780,493 1,226,000
Utilities 381,181 272,277
Repairs and maintenance 43,902 27,723
Total cost of own production 12,567,611 9,479,812

Year ended 
31 December 2013

Year ended 
31 December 2012

Penalties due by suppliers 618,824 516,293
Rental income 339,385 281,992
Advertising income 380,131 247,071
Gain on property, plant and equipment disposal 1,429 731
Other 119,897 72,333
Total other operating income 1,459,666 1,118,420

Year ended 
31 December 2013

Year ended 
31 December 2012

Labour costs 8,628,126 7,005,688
Depreciation and amortization (Note 8,10,11) 2,258,711 1,576,364
Professional fees 1,526,150 658,837
Advertising 1,356,459 801,078
Utilities and communal payments 858,999 598,159
Cleaning 653,108 405,682
Repairs and maintenance 732,091 474,363
Taxes other than income tax 568,471 593,097
Security services 500,104 355,367
Premises lease 390,977 77,265
Land and equipment lease 203,056 178,353
Pre-opening costs 721,259 398,608
Other 616,336 383,484
Total selling, general and administrative expenses 19,013,847 13,506,345
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27. Share-based payments

Share option
In September 2011, an option to buy 3,375,000 ordinary shares at USD 25.086 per share was granted to a pri-
vate individual for services provided in relation to coordination of Svoboda Corporation shares purchase.

The Group’s management engaged the services of an independent appraiser, and used the results of such 
appraisal in considering management’s assessment of the fair value of option. The value of the option is esti-
mated at RR 978,698 as of the grant date using a Black Scholes option pricing model.

On 14 November 2013 the deed of termination was signed under which option to buy 3,375,000 ordinary 
shares was cancelled with a consideration being paid to the option holder in the amount of RR 2,227,173.

On 10 December, 2013 deed of novation and amendment was agreed whereby 80,000 option shares were 
novated and transferred to the member of the Board of Directors. This amendment deed was accompanied by 
share option deed between the member of the Board of Directors and the Company whereby 80,000 ordinary 
shares were issued for a consideration of USD 45.19 per share upon option exercising.

The following tables list the inputs to the models used for the option plan as of the termination date:

27. Share-based payments (continued)

The contractual conditions of the options are as follows:
•  Each SVAR entitles the holder to a quantity of ordinary shares in Lenta Ltd based on an increase in the share 

price over a predetermined exercise price subject to meeting the performance conditions.
•  The performance conditions are based on achieving certain equity growth targets for the period from the vest-

ing period commencement dates till the end of the vesting periods: 16 % p.a. (in such case 100 % of SVARs 
vest) or 8 % (in such case 50 % of SVARs vest and 50 % of SVARs lapse worthless).

•  50 % of the SVARs vest on the 5 year anniversary after the grant date and 50 % on the 7 year anniversary 
after the grant date. Employees must remain in service at the date of vesting.

•  Vesting of the SVARs is triggered in the event of IPO, change of control transaction or key shareholder sale 
event. Upon occurrence of such event the number of SVARs that vest is calculated in such way that the 
cumulative percentage of SVARs that have vested is equal to the total percentage of shares sold in an IPO or 
the total percentage of shares sold by the key shareholders.

•  In the case of an IPO the cumulative percentage of SVARs that have vested and are due to be settled is 
subject to cap of 20 % per year.

• The SVARs will be settled in ordinary shares in Lenta Ltd and there are no cash alternatives for the employees.

Movements during the year
The following table illustrates the number and weighted average exercise prices (WAEP) of, and movements 
in, SVARs during the year:

The fair market value of the option per share at a termination date was defi ned as a range between maximum 
and minimum amounts. The management of the Group made an estimation of fair market value of share 
option within the specifi ed range.

The amount of consideration paid to the option holder does not exceed estimated fair value of the terminated 
share option, thus no additional expense was recognized in the statement of comprehensive income.

The excess of consideration paid by the Group to the option holder over the balance value of terminated share 
option was recorded to the retained earnings (effect on the retained earnings comprised RR 1,248,475).

Share value appreciation rights
During the 2013 year the Group granted share value appreciation rights (SVARs) to certain members of top 
management as part of management long-term incentive plan.

The weighted average remaining contractual life for the SVARs outstanding as at 31 December 2013 was 6.8 years.

The weighted average fair value of options granted during the year was RR 0.36.

The exercise prices for options outstanding at the end of the year was USD 49.84.

Dividend yield (%) 0%
Expected volatility (%) 30%
Risk-free interest rate (%) 2.46%
Expected life of share options (years) 0,5
Model used Black-Scholes

2013 Number 2013 WAEP, USD 2012 Number 2012 WAEP, USD
Outstanding at 1 January – – – –
Granted during the year 828,451 49.84 – –
Forfeited during the year (85,686) 49.84 – –
Exercised during the year – – – –
Expired during the year – – – –
Outstanding at 31 December 742,765 49.84 – –
Exercisable at 31 December – – – –
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27. Share-based payments (continued)

Movements during the year (continued)

The expense recognized for the services received from the employees during the year is shown in the follow-
ing table:

29. Financial instruments

Categories of fi nancial instruments

Fair values

The following table provides the fair value measurement hierarchy of the Group’s fi nancial assets and liabili-
ties. Quantitative disclosures fair value measurement hierarchy for fi nancial assets and fi nancial liabilities as 
at 31 December 2013:

During the reporting periods ending 31 December 2013, there were no transfers between Level 1 and Level 2 
fair value measurements.

The fair value of the management SVARs is estimated at the grant date using the Black Scholes option pricing 
model, taking into account the terms and conditions upon which the SVARs were granted.

The following tables list the inputs to the models used for the option plan as of the grant date:

The expected life of share option is based on current expectations and is not necessarily indicative of exercise pat-
terns that may occur. The expected volatility refl ects the assumption that the historical volatility over a period similar 
to the life of the option is indicative of future trends, which may not necessarily be the actual outcome.

28. Commitments

Capital expenditure commitments
At 31 December 2013 the Group had contractual capital expenditure commitments in respect of property, 
plant and equipment and intangible assets totaling RR 7,808,933 (31 December 2012: RR 6,373,203).

Operating lease commitments
Where the Group is the lessee, the future minimum lease payments under non-cancellable operating leases 
were as follows:

Year ended 31
December 2013

Year ended 31
December 2012

Expense arising from the equity-settled share based payment transaction 65,510 –

Year ended 31
December 2013

Year ended 31
December 2012

Not later than 1 year 1,077,130 456,134
Later than 1 year and not later than 5 years 3,714,116 1,411,931
Later than 5 years 12,445,337 6,455,736
Total operating lease commitments 17,236,583 8,323,801

Year ended 31
December 2013

Year ended 31
December 2012

Financial assets
Cash 6,211,965 3,536,464
Trade and other receivables 8,466,099 5,448,429
Financial liabilities
At fair value through profi t or loss – 271,647
At fair value through OCI 559,712 –
At amortised cost:
Floating rate long-term borrowings 29,891,695 24,978,988
Fixed rate long-term borrowings 9,957,394 –
Fixed rate short-term borrowings and short-term portion
 of long-term borrowings 6,143,087 3,833,004
Trade and other payables 32,673,601 23,403,407
Long-term obligations under fi nance leases 50,429 65,420
Total fi nancial liabilities at amortised cost 78,716,206 52,280,819

Dividend yield (%) 0%
Expected volatility (%) 35%
Risk-free interest rate (%) 6.2%–7.2%
Expected life of share options (years) 5
Spot share price (USD) 45.19
Expected exercise price (USD) 49.84
Model used Black-Scholes

31 December 2013 Level 1 Level 2 Level 3
Financial liabilities for which fair
values are disclosed:
Interest−bearing borrowings – 45,992,176 –
Obligations under fi nance leases – 50,429
Financial liabilities measured at 
fair value: –
Cashfl ow hedging instruments – 559,712 –

31 December 2012 Level 1 Level 2 Level 3
Financial liabilities for which fair
values are disclosed:
Interest−bearing borrowings – 28,811,992 –
Obligations under fi nance leases – 65,420
Financial liabilities measured at
fair value: –
Financial instruments at fair value
through profi t and loss – 271,647 –
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29. Financial instruments (continued)

Fair values (continued)
Set out below, is a comparison by class of the carrying amounts and fair value of the Group’s fi nancial instru-
ments, other than those with carrying amounts are reasonable approximations of fair values:

The management assessed that cash and short-term deposits, trade receivables, trade payables and other current 
liabilities approximate their carrying amounts largely due to the short-term maturities of these instruments.

The fair value of the fi nancial assets and liabilities is included at the amount at which the instrument could be 
exchanged in a current transaction between willing parties, other than in a forced or liquidation sale.

The following methods and assumptions were used to estimate the fair values:
•  Fair values of the Group’s interest-bearing borrowings and loans are determined by using DCF method using 

discount rate that refl ects the issuer’s borrowing rate as at the end of the reporting period. The own nonper-
formance risk as at 31 December 2013 was assessed to be insignifi cant.

•  The Group enters into derivative fi nancial instruments with fi nancial institution with investment grade credit 
ratings. Derivatives valued using valuation techniques with market observable inputs are interest rate swaps 
and caps. The most frequently applied valuation techniques include swap models, using present value calcu-
lations, and option pricing model for caps. The models incorporate various inputs including the credit quality 
of counterparties and interest rate curves. As at 31 December 2013, the marked-to-market value of deriva-
tive positions is net of a credit valuation adjustment attributable to derivative counterparty default risk. The 
changes in counterparty credit risk had no material effect on the hedge effectiveness assessment for deriva-
tives designated in hedge relationships and other fi nancial instruments recognised at fair value.

30. Financial risk management

The Group’s principal fi nancial liabilities, other than derivatives, comprise of loans and borrowings, trade and 
other payables. The main purpose of these fi nancial liabilities is to fi nance the Group’s operations and to pro-
vide guarantees to support its operations. The Group’s principal fi nancial assets include loans, trade and other 
receivables, and cash and short-term deposits that derive directly from its operations. The Group also enters 
into derivative transactions.

The Group is exposed to market risk, credit risk and liquidity risk. The Group’s senior management oversees 
the management of these risks. The Group’s fi nancial risk activities are governed by appropriate policies and 
procedures and fi nancial risks are identifi ed, measured and managed in accordance with the Group’s policies 
and risk objectives. All derivative activities for risk management purposes are carried out by specialists that 
have the appropriate skills, experience and supervision. It is the Group’s policy that no trading in derivatives 
for speculative purposes may be undertaken.

The Board of Directors reviews and agrees policies for managing each of these risks, which are summarized below.

Market risk
Market risk is the risk that the fair value of future cash fl ows of a fi nancial instrument will fl uctuate because 
of changes in market prices. Market risk comprises the following types of risk: interest rate risk, currency risk, 
and other price risk, such as equity price risk. Financial instruments affected by market risk include loans and 
borrowings, cash equivalents and derivative fi nancial instruments.

Foreign currency risk
Foreign currency risk is the risk that the fair value or future cash fl ows of a fi nancial instrument will fl uctuate 
because of changes in foreign exchange rates.

During the year ended 31 December 2012 and year ended 31 December 2013, the Group did not attract any 
amounts of foreign currency denominated borrowings, and as a consequence is not materially exposed to 
foreign currency risk.

At 31 December 2013 and at 31 December 2012 there were no signifi cant amounts in foreign currencies.

Whenever possble, the Group tries to mitigate the exposure to foreign currency risk by matching the state-
ment of fi nancial position, and revenue and expense items in the relevant currency.

Foreign currency sensitivity
The following table demonstrates the sensitivity to a reasonably possible change in the US dollar exchange 
rate, with all other variables held constant.

Carrying amount Fair value
2013 2012 2013 2012

Financial liabilities
Interest-bearing loans and borrowings
Obligations under fi nance leases 50,429 65,420 50,429 65,420
Floating rate borrowings 29,891,695 24,978,988 30,283,314 25,839,065
Fixed rate borrowings 16,100,481 3,833,004 16,100,481 3,833,004
Derivatives not designated as hedges
Interest rate swaps and caps – 271,647 – 271,647
Derivatives in effective hedges
Interest rate swaps and caps 559,712 – 559,712 –
Total 46,602,317 29,149,059 46,993,936 30,009,136

Change in USD 
rate

Effect on profi t
before tax

Year ended 2013
10.21% (557)
–10.21% 557

Year ended 2012
10.72% (4,985)
–10.72% 4,985
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30. Financial risk management (continued)

Foreign currency sensitivity (continued)
The following table demonstrates the sensitivity to a reasonably possible change in the EUR exchange rate, 
with all other variables held constant.

Interest rate risk
Interest rate risk is the risk that the fair value of future cash fl ows of the fi nancial instrument will fl uctuate 
because of changes in market interest rates.

The Group’s exposure to the risk of changes in market interest rates relates primarily to the Group’s long-term debt 
obligations with fl oating interest rates. As at 31 December 2013 and 31 December 2012 these obligations are repre-
sented with long-term borrowing from VTB Capital PLC, which bears interest of MosPrime 3m plus margin. In order 
to hedge the risk of rising MosPrime interest rate, the Group entered into interest rate swaps and caps (Note 20).

Interest rate sensitivity
The following tables demonstrate the sensitivity to a reasonably possible change in MosPrime rates, on that portion 
of loans and borrowings affected, after the impact of hedge accounting. With all other variables held constant, the 
Group’s profi t before tax and OCI are affected through the impact on fl oating rate borrowings, as follows:

The Group is exposed to cash fl ow interest rate risk as it borrows funds at fl oating interest rates. During the 
year ended 31 December 2013 all of the Group’s borrowings were denominated in Russian Roubles. The 
Group evaluates its interest rate exposure and hedging activities on a regular basis and acts accordingly in 
order to align with the defi ned risk limits set by the executive board. To ensure optimal hedging strategies 
various scenarios are simulated taking into consideration refi nancing, renewal of existing positions, alternative 
fi nancing and fi nancial hedging instruments.

30. Financial risk management (continued)

Interest rate sensitivity (continued)
The Group manages its cash fl ow interest rate risk by the use of fl oating to fi xed interest rate swaps and 
caps. Such fi nancial instruments have the economic benefi t of converting borrowings issued at variable rates 
to fi xed interest rates. The Group’s hedging instruments as at the reporting date are detailed in Note 20 of 
these fi nancial statements. The sensitivity analyses below have been determined based on the net exposure 
of interest bearing borrowings. The net exposure of the Group to interest rate fl uctuations as at 31 December 
2013 was as follows:

Credit risk
Credit risk is the risk that counterparty may default or not meet its obligations to the Group on a timely basis, 
leading to fi nancial loss to the Group. Financial assets, which are potentially subject to credit risk, consist 
principally of cash in bank accounts and cash in transit, loans and receivables. 

In determining the recoverability of receivables the Group performs a risk analysis considering the credit qual-
ity of the counterparty, the ageing of the outstanding amount and any past default experience.

Trade receivables
The Group has no signifi cant concentrations of credit risk. Concentration of credit risk with respect to receiv-
ables is limited due to the Company’s customer and vendor base being large and unrelated. Credit is only 
extended to counterparties subject to strict approval procedures. The Group trades only with recognized, cred-
itworthy third parties who are registered in the Russian Federation. It is the Group’s policy that all customers 
who are granted credit terms have a history of purchases from the Group. The Group also requires these cus-
tomers to provide certain documents such as incorporation documents and fi nancial statements. In addition, 
receivable balances are monitored on an ongoing basis with the result that the Group’s exposure to bad debts 
is not signifi cant. Sales to retail customers are made in cash, debit cards or via major credit cards. 

Cash and cash equivalents
Credit risk from investing activities is managed by the Group’s treasury department in accordance with the 
Group’s policy. Investments of surplus funds are made only with approved counterparties. Cash is placed in 
fi nancial institutions, which are considered at time of deposit to have minimal risk of default.

The maximum exposure to credit risk at the reporting date of trade receivables is the carrying value as pre-
sented in the statement of fi nancial position. The maximum exposure to credit risk at the reporting date of 
cash and cash equivalents is RR 6,149,636.

Change in EUR
rate

Effect on profi t
before tax

Year ended 2013
8.63% (4,541)

–8.63% 4,541

Profi t or loss OCI
72 bp increase 72 bp decrease 72 bp increase 72 bp decrease

2013
Variable rate instruments (187,600) 187,600
Interest rate swaps and caps 90,000 (90,000) 331,523 (340,014)
Cash fl ow sensitivity (net) (97,600) 97,600 331,523 (340,014)

Profi t or loss OCI
109 bp increase 109 bp decrease 109 bp increase 109 bp decrease

2012
Variable rate instruments (276,347) 276,347 – –
Interest rate swaps and caps 251,932 (259,079) – –
Cash fl ow sensitivity (net) (24,415) 17,268 – –

31 December 2013
Total fl oating rate borrowings (gross of direct issue costs) 30,375,000
Less notional amount of interest rate fi nancial instruments (Note 20) (24,300,000)
Net exposure to interest rate fl uctuations 6,075,000
% of fl oating rate borrowings exposed to interest rate fl uctuations 20%
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30. Financial risk management (continued)

Liquidity risk
The Group monitors its risk to a shortage of funds using a recurring liquidity planning tool. This tool considers the 
maturity of its fi nancial assets and liabilities and projected cash fl ows from operations. The Group objective is to 
maintain a continuity of funding and fl exibility through the use of bank overdrafts and bank loans. Each year the 
Group analyzes its funding needs and anticipated cash fl ows, so that it can determine its funding needs.

The table below summarizes the maturity profi le of the Group’s fi nancial liabilities at 31 December 2013, 31 
December 2012 based on contractual undiscounted cash fl ows of the fi nancial liabilities based on the earliest 
date on which the Group is required to pay. The table includes both interest and principal cash fl ows. When 
the amount payable is not fi xed for the entire term of the instrument, such as variable rate interest payments, 
the amount disclosed in the table is determined by reference to the conditions (e.g. MOSPRIME, EURIBOR, 
LIBOR index) existing at the reporting date:

31 December 2013

31 December 2012

Capital management
The Group manages its capital to ensure that entities in the Group will be able to continue as a going concern 
while maximizing the return to stakeholders through the optimization of the debt and equity balance.

The Group reviews its capital needs periodically to determine actions to balance its overall capital structure 
through shareholders’ capital contributions or new share issues, return of capital to shareholders as well as 
the issue of new debt or the redemption of existing debt. The Group is guided in its decisions by an estab-
lished fi nancing policy, which stipulates leverage ratios, interest coverage, covenants compliance, appropri-
ateness of balance between long-term and short-term debt, requirements to diversifi cation of funding sources. 
Dividends are to be declared based on the capital requirements of the business and with reference to continu-
ing compliance with the fi nancial policy. 

30. Financial risk management (continued)

Capital management (continued)
The capital structure of the Group consists of debt, which includes the borrowings disclosed in Note 20, obligations 
under fi nance leases, cash and cash equivalents and equity attributable to equity holders of the parent, comprising 
issued capital, reserves and retained earnings as disclosed in Note 17.

Net debt of the Group is comprised of the following:

Net debt is a non-IFRS indicator and, therefore, its calculation may differ between companies, however it is 
one of the key indicators that is commonly used by investors and other users of fi nancial statements in order 
to evaluate fi nancial condition of the Group.

31. Contingencies

Operating environment of the Group
The Group sells products that are sensitive to changes in general economic conditions that impact consumer 
spending. Future economic conditions and other factors, including consumer confi dence, employment levels, 
interest rates, consumer debt levels and availability of consumer credit could reduce consumer spending or change 
consumer purchasing habits. A general slowdown in the Russian economy or in the global economy, or an uncer-
tain economic outlook, could adversely affect consumer spending habits and the Group’s operating results.

Russia continues economic reforms and development of its legal, tax and regulatory frameworks as required by a 
market economy. The future stability of the Russian economy is largely dependent upon these reforms and devel-
opments and the effectiveness of economic, fi nancial and monetary measures undertaken by the government.

The Russian economy is vulnerable to market downturns and economic slowdowns elsewhere in the world. 
The global fi nancial crisis has resulted in uncertainty regarding further economic growth, availability of fi nanc-
ing and cost of capital, which could negatively affect the Group’s future fi nancial position, results of operations 
and business prospects. Management believes it is taking appropriate measures to support the sustainability 
of the Group’s business in the current circumstances.

Legal contingencies
Group companies are involved in a number of lawsuits and disputes that arise in the normal course of busi-
ness. Management assesses the maximum exposure relating to such lawsuits and disputes to be RR 3,989 
as at 31 December 2013 (31 December 2012: RR 76,963). Management believes there is no exceptional 
event or litigation likely to affect materially the business, fi nancial performance, net assets or fi nancial position 
of the Group which have not been disclosed in these consolidated fi nancial statements.

Less than 12 months 1–5 Years Total
Borrowings 10,236,178 53,333,044 63,569,222
Trade and other payables 32,673,601 – 32,673,601
Amounts payable under swaps and caps 198,031 448,296 646,327
Finance leasing 21,136 40,987 62,123
Total 43,128,946 53,822,327 96,951,273

Less than 12 months 1–5 Years Total
Borrowings 6,785,656 31,740,309 38,525,965
Trade and other payables 23,403,407 – 23,403,407
Amounts payable under swaps and caps 161,155 153,229 314,384
Finance leasing 25,778 75,747 101,525
Total 30,375,996 31,969,285 62,345,281

December 2013 December 2012
Borrowings 45,992,176 28,811,992
Obligations under fi nance leases 50,429 65,419
Cash and cash equivalents (Note 16) (6,211,965) (3,536,464)
Net debt 39,830,640 25,340,947
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(in thousands of Russian Roubles (RR)

31. Contingencies (continued)

Legal contingencies (continued)
Russian Federation tax and regulatory environment. The government of the Russian Federation continues to 
reform the business and commercial infrastructure in its transition to a market economy. As a result the laws and 
regulations affecting businesses continue to change rapidly. These changes are characterized by poor draft-
ing, different interpretations and arbitrary application by the authorities. In particular taxes are subject to review 
and investigation by a number of authorities who are enabled by law to impose fi nes and penalties. While the 
Group believes it has provided adequately for all tax liabilities based on its understanding of the tax legislation, 
the above facts may create tax risks for the Group. Management also assesses the maximum exposure from 
possible tax risks to be RR 903,120 (31 December 2012: RR 639,839). No tax provisions were recorded as at 31 
December 2013 and 31 December 2012. Management continues to monitor closely any developments related to 
these risks and regularly reassesses the risk and related liabilities, provisions and disclosures.

Land leases
Certain lease agreements for land plots contain a 3 year lease term. Some of the 3 year lease agreements 
expired prior to the date of these fi nancial statements. The Group initiated the process of renewal of the lease 
agreements for 49 years and believes that the risks relating to the operations of the respective stores are 
insignifi cant. No provisions in this respect were accrued as at 31 December 2013 and 31 December 2012.

Environmental matters
The enforcement of environmental regulation in the Russian Federation is evolving and the enforcement 
posture of government authorities is continually being reconsidered. The Group periodically evaluates its 
obligations under environmental regulations. As obligations are determined, they are recognized immediately. 
Potential liabilities, which might arise as a result of changes in existing regulations, civil litigation or legislation, 
cannot be estimated but could be material. In the current enforcement climate under existing legislation, man-
agement believes that there are no signifi cant liabilities for environmental damage.

32. Events occurring after the reporting period

On 21 January 2014 the Group entered into a secured loan agreement with EBRD, which entitles it to borrow 
funds to fi nance investments in existing and new regional stores and distribution centre (s), including energy 
effi ciency and other sustainable resource investments. The Loan is to be available to the Group on any 
business day during the commitment period in one or more disbursements upon (and in accordance with) the 
request of the Group and must not exceed RR 4,554,240. The commitment period commences on 21 January 
2014 and terminates on the date falling twenty-four months from the date of this agreement.

The loan bears covenants with respect to leverage ratio, interest coverage, loan to value ratio.
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This document contains certain «for-
ward-looking statements» which include 
all statements other than those of 
historical facts that relate to our plans, 
fi nancial position, objectives, goals, 
strategies, future operations and perfor-
mance, together with the assumptions 
underlying such matters. 

We generally use words such as «esti-
mates», «expects», «believes», «intends», 
«plans», «may», «will», «should», believes», 
«projects», «anticipates», «targets», «aims», 

Statements referring to our competitive position and the Russian retail food sector refl ect 
our beliefs and, in some cases, private and publicly available information and statistics, 
including annual reports, industry publications, market research, press releases, fi lings 
under various securities laws, offi cial data published by Russian governmental entities and 
data published by international organisations and other third-party sources.

Certain fi gures in this document have been subject to rounding adjustments. Accordingly, 
fi gures shown for the same category presented in different tables may vary slightly, and 
fi gures shown as totals in certain tables may not be an arithmetic aggregation of the fi gures 
that precede them. 

Cautionary statements
Forward-looking statements

Market and industry data

Rounding

«would», «could», «continues» and other 
similar expressions to identify forward-look-
ing statements. We have based these 
forward-looking statements on the current 
views of our management with regard to 
future events and performance. These 
views refl ect management’s best judgment, 
but involve uncertainties and are subject to 
certain known and unknown risks together 
with other important factors outside our 
control, the occurrence of which could cause 
actual results to differ materially from those 
expressed in our forward-looking statements.
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