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Independent Auditor’s Report
To the Shareholders and Board of Directors of PJSC Gazprom Neft: 

Our opinion  
In our opinion, the consolidated financial statements present fairly, in all material respects, the 
consolidated financial position of the PJSC Gazprom Neft (the “Company”) and its subsidiaries 
(together - the “Group”) as at 31 December 2016, and its consolidated financial performance and its 
consolidated cash flows for the year then ended in accordance with International Financial Reporting 
Standards (IFRS). 

What we have audited  

The Group’s consolidated financial statements comprise: 

the consolidated statement of financial position as at 31 December 2016; 

the consolidated statement of  comprehensive income for the year  then ended; 

the consolidated statement of changes in equity for the year then ended; 

the consolidated statement of  cash flows for the year then ended; and 

the notes to the consolidated financial statements, which include a summary of significant 
accounting policies.  

Basis for opinion
We conducted our audit in accordance with International Standards on Auditing (ISAs). Our 
responsibilities under those standards are further described in the Auditor’s Responsibilities for the 
Audit of the Consolidated Financial Statements section of our report.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 
our opinion.  

Independence

We are independent of the Group in accordance with the International Ethics Standards Board for 
Accountants’ Code of Ethics for Professional Accountants (IESBA Code) together with the ethical 
requirements of the Auditor’s Professional Ethics Code and Auditor’s Independence Rules that are 
relevant to our audit of the consolidated financial statements in the Russian Federation. We have 
fulfilled our other ethical responsibilities in accordance with these requirements and the IESBA Code.  
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Our audit approach 
Overview

Overall group materiality: 10,500 million Russian Roubles 
(“RUB”), which represents 2.5% of the adjusted EBITDA. 

We conducted audit work on 30 Group entities in 4 
countries. 

The group engagement team visited the following 
locations: Saint-Petersburg and Omsk (Russia) as well as 
Belgrade (Serbia).   

Our audit scope addressed more than 76% of the Group’s 
revenues and more than 74% of the Group’s absolute value 
of underlying profit before tax. 

Revenue recognition 

Impairment assessment of goodwill and fixed assets  

We designed our audit by determining materiality and assessing the risks of material misstatement in 
the consolidated financial statements. In particular, we considered where management made 
subjective judgements; for example, in respect of significant accounting estimates that involved 
making assumptions and considering future events that are inherently uncertain.  We also addressed 
the risk of management override of internal controls, including among other matters consideration of 
whether there was evidence of bias that represented a risk of material misstatement due to fraud. 

Materiality

The scope of our audit was influenced by our application of materiality.  An audit is designed to obtain 
reasonable assurance whether the financial statements are free from material misstatement.  
Misstatements may arise due to fraud or error.  They are considered material if individually or in 
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the 
basis of the consolidated financial statements. 

Based on our professional judgement, we have determined certain quantitative thresholds for 
materiality, including the overall Group materiality for the consolidated financial statements as a 
whole as set out in the table below. These, together with qualitative considerations, helped us to 
determine the scope of our audit and the nature, timing and extent of our audit procedures and to 
evaluate the effect of misstatements, if any, both individually and in aggregate, on the consolidated 
financial statements as a whole. 
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Overall group materiality  RUB 10,500 million 

How we determined it 2.5% of the adjusted EBITDA 

Rationale for the 
materiality benchmark 
applied  

We chose to apply adjusted EBITDA as the benchmark for 
establishing the materiality level, because we believe it is most 
commonly used to assess the Group’s performance (see Note 
39). Management uses adjusted EBITDA as a means of assessing 
the performance of the Group's ongoing operating activities, as 
it reflects the Group's earnings trends without showing the 
impact of certain charges. We established materiality at 2.5%, 
which is within the range of acceptable quantitative materiality 
thresholds in auditing standards. 

Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most significance in 
our audit of the consolidated financial statements for the current period.  These matters were 
addressed in the context of our audit of the consolidated financial statements as a whole, and in 
forming our opinion thereon, and we do not provide a separate opinion on these matters. 

Key audit matter How our audit addressed the Key audit 
matter

Revenue recognition 
Refer to note 2 (“Revenue recognition”) in the 
consolidated financial statements for the 
related disclosures of accounting policies. 
We focused on revenue recognition because the 
Group has various revenue streams with 
different terms underlying revenue recognition, 
including price determination, title, as well as 
risk and rewards transfer.  Due to the high 
volume of transactions, possible manual 
intervention, different management accounting 
systems and the interfaces of these with the 
accounting records, there is the potential for 
deliberate manipulation or error.   
The Group’s revenue consists of different 
streams, comprising mainly sales of crude oil, 
petroleum products and other materials. The 
Group sells oil products to industrial customers, 
via small-scale wholesale distribution channels 
and via the Group’s own network of retail petrol 
stations in the Russian Federation and abroad. 
Under ISAs, there is a rebuttable presumption of 
fraud risk in revenue recognition on every audit 
engagement.  We focused on judgements in 

We assessed the consistency in the application of 
the revenue recognition accounting policy 
against various sources of the Group’s revenues.  
We tested the design and operating effectiveness 
of controls (including Information Technology 
(“IT”) controls) over revenue recognition across 
the Group to determine the extent of additional 
substantive testing required.   
We checked operational effectiveness of controls 
over the formulation of prices at petrol stations, 
over reconciliation of data between operating 
and accounting systems in both quantitative and 
monetary terms and over cash collection.   
We performed analytical procedures (based on 
investigation of contract details and reconciling 
and testing the details of inventory movement 
starting from production through to final sale) 
and we tested the details over revenue 
transactions. 
We submitted requests for confirmation letters 
to financial institutions for confirmation of 
collected cash and cash received through credit 
card sales and customers for confirmation of 
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Key audit matter How our audit addressed the Key audit 
matter

relation to revenue recognition under certain
contractual arrangements and assessed the risk 
of fraud and error in revenue recognition for 
each revenue stream.   

certain transactions or accounts receivable 
balances.  
We checked the appropriateness of the timing of 
revenue recognition by testing a sample of 
transactions and comparing ownership, and the 
dates of the transfer of risks and rewards against 
the corresponding dates of revenue recognition.   

We checked whether the Group was entitled to, 
and appropriately recognised, revenue in line 
with their contractual obligations and the 
Group’s revenue recognition policy.   We also 
tested manual journal entries posted to revenue 
and reconciled actual selling prices to the 
contractual terms as well as amounts shipped to 
source shipping documents. 
No significant exceptions were noted from our 
testing. 

Impairment assessment of goodwill and fixed 
assets 
Refer to notes 12 and 13 in the consolidated 
financial statements. 
We focused on this area due to the size of 
goodwill (RUB 31,926 million at 31 December 
2016) and fixed assets balance (RUB 1,726,345 
million at 31 December 2016) and because the 
management assessment of the ‘value in use’ of 
the Group’s Cash Generating Units (“CGU’s”) 
involves judgements and estimates about the 
future results of the business, commodity prices 
and discount rates. 
In the current economic environment we note 
high volatility of macroeconomic parameters 
used in models which makes forecasting more 
difficult and judgemental.     
We focused on evaluating projects whose pay-off 
period could be increased due to a sharp decline 
in crude oil prices that is not compensated for by 
the weakening of the Russian Rouble. Such 
projects are development and production 
projects in Kurdistan and Badra, and are 
governed by the terms of the Production Sharing 
Agreement (PSA) and the Development and 
Production Service Contract (PDSC). The Iraqi 
business was entered into by the Group in 2012. 

We assessed the risk of impairment of tangible 
and intangible assets, which involves the 
analysis of the estimation of future cash flows. 
We evaluated and challenged the composition of 
management’s future cash flow forecasts, and 
the process by which they were prepared. In 
particular, we focused on whether they had 
identified all significant cash generating units.  
We found that management had followed their 
formal, approved process for the preparation of 
future cash flow forecasts, which was subject to 
timely oversight and challenge by senior 
management. 
We compared the current year actual results to 
the figures  included in the prior year forecast, to 
consider whether any forecasts included 
assumptions that, with hindsight, had been 
overly optimistic. We extended the use of our 
own valuation experts and external data from 
independent sources in critically assessing and 
obtaining  audit evidence to support the revised 
assumptions used in impairment testing.  The 
most significant assumptions are those 
regarding future oil prices, reserves and 
resources volumes as per the report from 
independent appraisers DeGolyer and 
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Key audit matter How our audit addressed the Key audit 
matter

Performance since then has been impacted by a
general deterioration in the macroeconomic 
environment both globally and in Iraq, and by 
the PSA and DPSC terms and conditions, 
resulting in the recognition of impairment in the 
preceding and current year. Impairment amount 
and carrying value of the remaining assets 
related to those projects as of the date of 
impairment test is disclosed in N0te 12 Property, 
plant and equipment.

MacNaughton as well as discount rates 
depending on Iraq’s country risk. For the 
purpose of the analysis of future market prices 
we have used Brent crude quotations as per IHS, 
Wood Mackenzie, PIRA Energy Group’s data. 
We have also performed an analysis of the 
competence, independence and objectivity of the 
external expert engaged by the Group. We tested 
input data which was submitted to the  external 
expert. We checked that the revised estimation 
of reserves was appropriately accounted for in 
the impairment analysis. 
For all CGUs we also challenged management’s 
assumptions in forecasts for long term growth 
rates by comparing them to economic and 
industry forecasts; and the discount rate, by 
assessing the cost of capital for the particular 
CGU and comparable organisations, as well as 
considering country/territory specific factors.   
We found the assumptions to be consistent and 
in line with our expectations.  
We also performed audit procedures on the 
reliability and consistency of data used in the 
impairment models and sensitivity analysis as 
well as procedures aimed to ensure the 
completeness of the impairment charge and 
exploration costs write-offs.
No significant exceptions were noted.  

How we tailored our group audit scope

We tailored the scope of our audit in order to perform sufficient work to be able to give an opinion on 
the consolidated financial statements as a whole, taking into account the geographic and management 
structure of the Group, the accounting processes and controls and the industry in which the Group 
operates.

We identified the following significant components where we performed full-scope audit procedures:  
PJSC Gazprom Neft (parent holding company, corporate centre located in Saint-Petersburg, Russia), 
Naftna Industrija Srbije a.d., Novi Sad (Serbian subsidiary), Gazpromneft – Regionalnye Prodazhi LLC 
(Russian subsidiary responsible for regional wholesale and retail oil products sales) and Gazpromneft 
– Center LLC (Russian subsidiary responsible for retail oil products sales).  In addition, we performed 
specified audit procedures over selected financial information of several non-significant components 
located in Russia, Iraq and Austria in order to increase coverage and audit comfort, including 
procedures at Business-Service LLC (Russian subsidiary located at Omsk, Noyabrsk and Ekaterinburg 
responsible for accounting and bookkeeping services for all entities of the Group in Russia).
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Other information  
Management is responsible for the other information.  The other information comprises 
“Management’s discussion and analysis of financial condition and results of operations for the three 
months ended December 31 and September 30, 2016 and years ended December 31, 2016 and 2015” 
(but does not include the consolidated financial statements and our auditor’s report thereon), which 
we obtained prior to the date of this auditor’s report, and the PJSC Gazprom Neft complete Annual 
Report and 1st quarter 2017 Quarterly Issuer’s Report, which are expected to be made available to us 
after that date.   

Our opinion on the consolidated financial statements does not cover the other information, and we do 
not and will not express any form of assurance conclusion thereon.   

In connection with our audit of the consolidated financial statements, our responsibility is to read the 
other information identified above and, in doing so, consider whether the other information is 
materially inconsistent with the consolidated financial statements or our knowledge obtained in the 
audit, or otherwise appears to be materially misstated.  If, based on the work we have performed on 
the other information that we obtained prior to the date of this auditor’s report, we conclude that there 
is a material misstatement of this other information, we are required to report that fact.  We have 
nothing to report in this regard.   

When we read the PJSC Gazprom Neft complete Annual Report and 1st quarter 2017 Quarterly Issuer’s 
Report, if we conclude that there is a material misstatement therein, we are required to communicate 
the matter to those charged with governance. 

Responsibilities of management and those charged with governance for the 
consolidated financial statements 
Management is responsible for the preparation and fair presentation of the consolidated financial 
statements in accordance with IFRS, and for such internal control as management determines is 
necessary to enable the preparation of consolidated financial statements that are free from material 
misstatement, whether due to fraud or error.   

In preparing the consolidated financial statements, management is responsible for assessing the 
Group’s ability to continue as a going concern, disclosing, as applicable, matters related to going 
concern and using the going concern basis of accounting unless management either intends to 
liquidate the Group or to cease operations, or has no realistic alternative but to do so.   

Those charged with governance are responsible for overseeing the Group’s financial reporting process. 

Auditor’s responsibilities for the audit of the consolidated financial statements 
Our objectives are to obtain reasonable assurance about whether the consolidated financial statements 
as a whole are free from material misstatement, whether due to fraud or error, and to issue an 
auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance, but is not 
a guarantee that an audit conducted in accordance with ISAs will always detect a material 
misstatement when it exists.  Misstatements can arise from fraud or error and are considered material 
if, individually or in the aggregate, they could reasonably be expected to influence the economic 
decisions of users taken on the basis of these consolidated financial statements.   

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain 
professional scepticism throughout the audit.  We also: 
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Identify and assess the risks of material misstatement of the consolidated financial statements, 
whether due to fraud or error, design and perform audit procedures responsive to those risks, and 
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion.  The risk 
of not detecting a material misstatement resulting from fraud is higher than for one resulting from 
error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the 
override of internal control.   

Obtain an understanding of internal control relevant to the audit in order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of expressing an 
opinion on the effectiveness of the Group’s internal control.   

Evaluate the appropriateness of accounting policies used and the reasonableness of accounting 
estimates and related disclosures made by management.   

Conclude on the appropriateness of management’s use of the going concern basis of accounting 
and, based on the audit evidence obtained, whether a material uncertainty exists related to events 
or conditions that may cast significant doubt on the Group’s ability to continue as a going concern.  
If we conclude that a material uncertainty exists, we are required to draw attention in our auditor’s 
report to the related disclosures in the consolidated financial statements or, if such disclosures are 
inadequate, to modify our opinion.  Our conclusions are based on the audit evidence obtained up 
to the date of our auditor’s report.   However, future events or conditions may cause the Group to 
cease to continue as a going concern.  

Evaluate the overall presentation, structure and content of the consolidated financial statements, 
including the disclosures, and whether the consolidated financial statements represent the 
underlying transactions and events in a manner that achieves fair presentation. 

Obtain sufficient appropriate audit evidence regarding the financial information of the entities or 
business activities within the Group to express an opinion on the consolidated financial 
statements.  We are responsible for the direction, supervision and performance of the group audit.  
We remain solely responsible for our audit opinion.  

We communicate with those charged with governance regarding, among other matters, the planned 
scope and timing of the audit and significant audit findings, including any significant deficiencies in 
internal control that we identify during our audit.  

We also provide those charged with governance with a statement that we have complied with relevant 
ethical requirements regarding independence, and to communicate with them all relationships and 
other matters that may reasonably be thought to bear on our independence, and where applicable, 
related safeguards.    

From the matters communicated to those charged with governance, we determine those matters that 
were of most significance in the audit of the consolidated financial statements of the current period 
and are therefore the key audit matters.  We describe these matters in our auditor’s report unless law 
or regulation precludes public disclosure about the matter or when, in extremely rare circumstances, 
we determine that a matter should not be communicated in our report because the adverse 
consequences of doing so would reasonably be expected to outweigh the public interest benefits of 
such communication.   
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Business Combinations

Goodwill  

Non-controlling interest 

Changes in ownership interests in subsidiaries without change of control 



Disposal of subsidiaries 

Acquisitions from entities under common control 

Investments in associates  

Joint operations and joint ventures 

Transactions eliminated on consolidation 



Financial assets at fair value through profit or loss  

Held-to-maturity financial assets  

Loans and receivables 



Available-for-sale financial assets  

Hedge accounting 

  



Exploration and evaluation assets 



Development costs 



Exploration and production

Refining, marketing and distribution



Income Taxes













 

 

 



 

 

 

 

 
 

 

 

 



 

 

 



  



 
 

 



 

 

 



 

 
 
 
 
 



 

 

  

 

 



 

 

 

 



 

 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 

Short-term part 168 18,396 18,564
Long-term part 23,288 2,588 25,876

Short-term part 121 13,817 13,938
Long-term part 25,976 5,089 31,065

Short-term part 151 15,255 15,406
Long-term part 36,210 9,732 45,942

 

 





 

 

 



 

 

 

 

 
 

 

 
 
 



 

 

 

 



  

 

 



 

 



Currency Risk 

 

Current
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Current
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Sensitivity analysis 

 



Interest Rate Risk 

Cash flow sensitivity analysis for variable rate instruments 

 

Commodity Price Risk 
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Credit quality of financial assets 

 

 
 

 
 

 
 
 



 

 



 
 

 

 



 

 





 
 

 



 



 

 

 

 
 
 
 
 
 



 

  
 
 
 
 
 
 



  
 

 

 
 

 

 

 

 

 

 

 

 



 
 

 



 

 

 

  



 
 

 

 



 
 

Beginning of year 4,842 5,051

End of year 4,853 4,842

Beginning of year 1,414 1,362

End of year* 1,451 1,414

 

Beginning of year 6,137 6,321

End of year 6,387 6,137

Beginning of year 13,357 10,188

End of year* 13,201 13,357

  



 

 

 

 

 



 


