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About us

Since 1975 we have worked in over 130
countries for more than 5,000 clients

An international consultancy with
34 offices worldwide

National and multinational N

clients in a wide variety of

Industrial and service sectors, .
governments and NGOs
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What we do

Integrity Risk

Political Risk

Security Risk

]
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Russia: country profile

“If you do business in Russia or with a Russian
business partner, you will lose all your money
because your Russian business partner will steal it
from you because he or she is a thief and you will
die because the Russian mafia will murder you in
your hotel bedroom when you visit Moscow or they

will reach you in your own house”.
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The Russians are coming
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If a company has a global strategy, it needs Russia.
If a company has a European strategy it needs
Russia even more. Russia is one of the few GDP
and business growth markets left in Europe!

Is Russia a BRIC market? Yes, it is the European
BRIC

GDP per capita in Russia is 4-8 times that in China
and India

Western company sales are 8-15 times larger than
iIn China and India

Russia will be the biggest European auto market in
2012-13

It will be the biggest consumer products market in

2023
9

Why Russia can be a good market for your company
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Russia as a growth market

Russia is a very good profit market for the majority
of companies

Russia is profitable because consumers and
government understand quality and are willing to
pay premium prices for quality

Russia has the ultra wealthy and also the
developing middle class, providing an excellent
customer base

Russian sales across all sectors are holding up very
well in 2012-13 and Russia is one of the strongest
sales markets in Europe

Most companies are growing at 8-25% and most in
the IT industry are seeing sales rise at 30-40%
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More good news

« GDP in 2013 looks set at about 3.6% and then will be
about 3.5% for the next two years

» Profits are tight in China and India; the Middle East has
seen risk rise sharply; the Eurozone will be flat or more
likely negative ... so Russia remains attractive

« Companies which left the market 5-10 years ago are
returning

e Public debt is 10% which is lower than the Eurozone
average of 100% and about the same figure in the US

 FXreserves are still the third highest in the world at
$520bn and the country has another $120bn in rouble- .
denominated reserves

* Inflation is trending downwards well to 5.5% at end of " g
2012 and about the same in 2013 .
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So why the street protests?

« Corruption at most layers of society is frustrating and
angering the majority of people

« Small, petty corrupt actions by junior officials and police
officers irritate people daily

 The educated middle class are dissatisfied when they see
manifest corruption; they want something better from the
state than daily graft and malpractice

o After the “job swap” between Putin and Medvedev people
and society felt they had been treated like fools and
children

* More positively, an anti-corruption campaign is gathering .

speed
|
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So there are risks: economic/corruption

« The economy is vulnerable to any major downturn
in the oil price. Russia is performing relatively
extremely well because while global confidence is
down, the oil price is still at $105

« But In any moderate scenario the Russian
government with a small budget surplus in 2013 has
money to spend which other governments do not
have

« Corruption, bribery and malpractice exist a lot but is
little worse than in China or India. Perceptions are
distorted. Transparency International gave Russia .
the same ranking as Sierra Leone. This is not true
or accurate and Russia has no monopoly on

corruption O
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Main risks: security threats and organised crime

- Russia of the 1990s no longer exists

- State reasserted control over organised crime, but line
between police and criminal groups is now blurred

- Organised crime in Russia now more sophisticated, often
involves state officials, and law enforcement officers

- Violence still used to solve business disputes.
0 Usually between local businesses

o Contract killings still occur, but are unlikely to target foreign
companies

0 ‘Corporate raiding’ (prevalent in the 1990s) does not tend to
target well managed foreign companies

0o Local managers could be subject to intimidation
if companies were to became involved in a dispute with
a shadowy business

o Thorough investigation to avoid bad partners, suppliers,
customers, associations

14
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Main risks: terrorism
Where - the North Caucasus (Moscow?)

Targets- law enforcement and government personnel
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Nevertheless: Then & Now

Then: Can | live safely in a private apartment?

Now: Can | pay my rent by bank transfer?

Then: Should | drive a car?

Now: Which car gets stolen the most?

Then: Where can | find a decent supermarket?

Now: Where is the best restaurant for my CEO?

Then: Is Aeroflot safe to fly?

Now: Which Russian airline should | fly?
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Doing business in Russia

A few short stories...

-Know your partner

-Understand what you are agreeing to

-Don’t expect everyone to be as thorough as you

-Keep an eye on your sales team

17
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What does this mean for you? Grey practices

- Black cash (off-book salaries, small bribes)
- Shell companies (in Russia, and abroad)
- Tax evasion (everyone wants more money)

- Bribery and facilitation payments  (where your black
cash may end up)

- Murky political links  (who really owns your partner?)

- Criminal involvement (who really owns your partner?)

- Payment risks (cash, paperwork, arbitration)

- Why is this important? (FCPA, UKBA, Russian laws etc)

- And ultimately, because you want to keep hold of your
hard earned money!

18
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What is black cash?
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The complex world of Russian shell companies

When you business partner is registered at an address that
does not exist, with 600 other companies. And the CEO died
5 years ago in Vladivostock.

Is that a red flag?

20
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Official corporate filings: Office 3, 27 Dmitrovskoe
Shosse, Moscow (page 1)
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Orpacns

Mockea | CNTOSaA TOPrOBNA YENES AMEHTOR (35 BOSHErDEHABHIE MM HE 10TOBODHOI OCHOSE)

Mocksa | Mpouas onTosaR Toprosna

Mocksa| ONToBaA TOPros/A MULESHIMM MPOAYKT MM, BRIIOHaR HaMMTHM, 1 TahEUHEIMK M31ENMANM
Mocksa | [JeATERLHOCTE AreHTOB N0 ONTOBGI TOPrOBNE YHWBEPCANEHEM SCCOPTUMEHTOM TOBSPOE
MOCKBB.PBCI'EHHEBUD.CI'BD B COYETaHMK C XMB0THOE0ACTEON (CHELLIBHHDE CENBCROE XOBQHCI’BO)

Mocksa | PeknanHas AEATENBHOCTE

Mockea | PazpsboTia NporpattHore 00EEYEHIA 1 KOHCYIETHPOBaHHE B 3T obnacTy

Mocxsa | [JesTensHocTs 5 obnacTv npasa

Mocksa | ArnoNepalA Topda

Mocksa | [JeATENEHOCT BrEHTOS No ONTOB0H TOProgsne nieomM

Mocxsa | PosHisiHan TODrosna B MaNaTKaX M Ha DEIHKEX

Mockea | TpaHmopTHaR ofpafioTka royaos

Maocxsa | MpoHan oNToSER TOProsna

MoKEa | Hay4HblE WCCNEaoBaHIA | DBBDGGOTKH B 0fNaCTH ECTECTEEHHEIX M TEXHUYECKHY HEYK,

MOCKE | ¥NDABNEHME SKIMAYATALUAEN HNora GOHAS

Mocxsa | Pasbopka i cHOC 30aHMI; NDOWSB0ACTEO 3EMAAHBIX DaboT

Mocksa| OnToB&aA TOProsna NPoM3B0ACTEERHRIN INSKTRIHECKIN i INEKTPOHHRIN ofopyaosaHIEN, BRIDYEA DﬁDD‘r'DUBBHHE SNEKTPOCER3NA

Mockea | MoHTa% WHKEHepHoro 080Dy ACSaHA 38aHMA 1 COODYREHIA

Mocxsa | deATensHOCTE S5ToMIBHNLHArD FPY305r TRAHEMOPTa

Mocxsa | OnTosaR TOPrOSNR DAANG- M TENEEMNAPATYROM, TEXHIHECKINA HOCHTENANA MHBOPMALLNA (¢ 3anueama 1 Bes sanueel)

Mocksa | KoHCy b TMpOBEHWE Mo BanpacaN KOHHED‘-{ED\'OH OEATENEHOCTH M YMDABNEHNA

Tarves | DATUENILSA TARFAS AN MATARLL M TAR MDA
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Official corporate filings: Office 3, 27 Dmitrovskoe
Shosse, Moscow (page 2)

Komnatn; 262 | Mdcr:i 123456

oK WHH

07206671 7713595106

07203196 | 7713595240

. 95538328 7713586285
|og146296 | 7713550723
: 954a0462 7713590872
: 99080426 7713609503
193314315 | 7713603533

70045801 | 7725236302

95520603 | 7713592401

80343310 7713619396
|96573636| 7713593148

'9828817{ 7713603773

'95'3011167?13588934

| 87057378 | 7713659648

|99756252| 2635099564
| 98979856 | 7713606365
97194100) 7713596100

99561502 | 7713612163

98170937| 7713600170

oronTRA | 7713404775

PyrosoguTens

Bapconodees Masen
|AnercaHaposY
KopakiHa Dnug
|BRdeCnasasHa

(#+]

Kpusos Bagum BapTaHosid

Mwuesa Vpuna NeTposHa

|PeikyHoBa Enena PeaoposHa

Kopones Meprad Bopicosiy

K.acrenarkii EsreHii
|BaneHTiHoBHY

Hutin Mrops AxaToneesny

ABgynkapuhos

| Caitgmaranen Moxoavesi

Boraapenko Anexcen
|Enagiiposiy
Nazapes Anexced
|Hikonsesins
Oouerko Anekceil
|Bnagimiposiy

Onesckumit Muxaun
| Mixaiinosiy
Crebensuosa MHHa
|HikonaesHa

OHOHOB KOHCTaHTHH
|Cepreesuy

Mitaie Anercanap

ByxTiH Anexcell Cepreesiy

Ackeposa 3Tepu
|Banepuesta
Mexepukan HaTanssa
| AnercaraposHa
PewHosa BaneHTuHa

|a5491753 7713591687 |MaciHa MpuHa AHaTONLEEHS

| 97345325 | 7713599547 | Morpebnak Oner Penoposid
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Official corporate filings: Office 3, 27 Dmitrovskoe
Shosse, Moscow (page 4)
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|:| MNASA, 0OC _Mucn(sa | PO3HI4HER TOPrOBMA B NANATKEX H Ha DEIHKEX E98903202 I 7713604400 | Necosoi Oner Anexcessit
|:| NOMCEPBIAC, 000 .Muux'sa | Mpo4as onTosaR TOProsns 581—1212—1i 7713308217 | Mno4enro MenHagui BukToposid
|:| I'\PAL“‘I,CIMCI{, Qoo :Mucmsa i OnToBaA TOProBnA a5TOTPAHCTOPTHEIMY CDEACTEEMHM 99559250 i 7713610932 | Hyrkos AxaTonmit AneKcaHaposHy
|:| MPEMHYM, QOO |Mccm3a OnToBaA TOProsns BeToBLINM 3NEKTPOTOBAPEM, PAANO- M TENEANNEDaTyPoi 14222951!?730166065 Haroprei Bagnm Baowsesi
|:| MPOEKT CTPOI, 000 Mocksa | JesTensHoCTE B 0GNaCTH pXMTERT VDbl , MHHEHEDHD-TEXHWHECKOE MPOEKTHPOBAHWE B MPOMBILLIERHOCTI W CTPOMTENbLTEE 95956]"1?_i?713587??‘3 Cyntanos Wamans Mparenesiy =
I |:| MPOMET, OO0 | Macxsa TMpodas onNToBaR TOProsns 98994?D?i?71360?922 Paxmaesa CeeTnaqa PenoposHa
[ |nromcerainc, 0oo Wi Eg;r;:::ii TOPrOENA 5 HEMELMANNSNPOBAHHSIX MAra3HHAX MPEMMYILECTEEHHO MALLESHIMA MPOAYKTANM, BRIKYER HANHTKM, M TabauHbIMA 553615 i 7713593713 LikyponaToss Enera Cepreesa
|:| MPOMCHTES, 000 .Muux'sa KOHCYNETHPOBAHHE N0 BOMPACAM KOMMEPHECKOA AEATENSHOCTM M YNPEBNEHHA 9653?242% 7713592730 | PameHckmit Makcum Masnosnd
|:| MPOMCTPOR, 000 :Mucmsa | MpoussoacTso obiuecTpouTenbHE paboT 944836?7; 7713530798 | Cyneinaros Tumyp Manenanosid
MPOMCTPORKOMIINEKT, 000 .MDQ(BalﬂESITEHbHDFI'b a5ToMoBMNSHOMD FPY5050r0 TPAHCMopTa 199558 130!?713613683 Mupotetko Mnbs BaneHTiHosIH =
| |
|:| MPOMTEX3HEPTO, 000 _Mucn(sa!l'lpouasonrrso. MEPEAa4E W PECNPEAENEHIE INEKTPOSHEPT I E99529451]!Il",’13»609630 DomkiH Banepini Hikonaesiy |
MPOMA, OO0 KOMIAHIA .Muux'sa ' OnTOBas TOPrOBMA MPOHMMA NOTPESUTENECKIMA TOSBPAMH, HE BRIMHEHHEMA § BPYTHE rPYTINHPOSH 99533316 l 7713610241 YedynuH Cepreli AHaTombesIH .
| |
M | e ; | _ .| KacaTkin Anexcanap |
|:| MPOPUTESI, 00O _Mowa OERTENEHOCTE PECTOPEHOE W Kae 96559901; 7713593852 Anexcanapos |
|:| MPOSMEP, DOO Mocksa | JesTensHOCTE 3reHTOS N0 ONTOB0M TODrOBNE YHIBENCANEHEIM BCCONTMMEHTON TOSE006 80B861696| 7713620112 | Taparios Anexcanap Hikonaesmd
|:| MPOGCTAAN, 000 zl‘\‘lucmsa HecreLwansiposarHas ONToBaA TOProBns MLESHIMA PO YKTEMM, BKIKOHSER HAMMTHM, M TA0aYHbIMM M3 0Enami 97186678 | 7713534737 Tpudoros Bnapmmip Cepreesid
|:| |I'\POCDCTPOF1. 000 | Mocxea | MponssoacTeo obiecTponTenbHsx padoT 598268243 7713602410 | Wnax Opui MeTposiu |
|:| Myrecap, OOC _Mucxsa!,ﬂ,eswenbﬂotrb ArEHTOS MO OMITOB0 TOPrOBAE NIECOMATEPHANAMA M CTDOMTENEHEIMA METEPHaNaMY E9}’256189 i 7713556600 | NMycTemHMKosa TaToRHa BanepoesHa |
|:| PAR3 rPYMT, 000 .MDU{Ba!ﬂEﬂTEHbHOUb AreHTOS N0 ONTOS0I TOPrOBAE MPCHIMA TOSAPEMM, HE BKMMIHEHHEIMM B APYTHE TPYTIMHMPOSKK 95584386 . 7713587465 | MNonos WeaH Anopessi

| |:| PANH, 000 :Mucmsa : YncTka v yB0pKa NPOMIBOACTEEHHSIX W HRMASIX NOMELLEHMA, 000Dy 00BaHHA W TRAHCNODTHLIX CPEACTE 813744261 7713622173 | Conomticos Bramumip MeTposid

| [ |eeresc, ooo Wi !Ei:;:::i TOPrOENA 5 HEMELMANMSNP0EAHHEIX MAra3HHEX MPEHMYLLECTEEHHD MMLLESHIMA NMPOAYKTANM, BRIMYER HANMTKM, M Taba"HbIMM 95322669 | 7713604664 KipindeHea Cepreit AaTonsesiny

I |:| |PEMAKC, Qo0 | Mocksa ! MoAroToBKS K MDOASHE, NOKYIKS 1 MP04&HS COOCTEERHOND HEABIKIMOTD HMYILECTES i939317"39i'.r",’136[1-18?2 Koneinosa Enexa CepreesHa | &
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Official corporate filings: Office 3, 27 Dmitrovskoe
Shosse, Moscow (page 5)
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Shell companies onshore: Why “one-day” companies?
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Shell companies: offshore
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When it gets really bad: tax evasion, money laundering
and bribery

28
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Intermediary ‘best practice’

Conduct focused due diligence before
engaging intermediaries

Provide anti-corruption training to
intermediaries

Obtain robust contractual assurances

Supervise and monitor ongoing relationships

Structure compensation sensibly
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Shell companies: onshore and offshore
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When it gets really bad: tax evasion, money laundering
and bribery

31
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So how can you protect yourselves?

Internally, send the right message:

Choose the best people. Train them.
= Use ethical stance as a selection criterion
= Infuse them with the company’s ethical culture.

Choose the best agents, the best partners, the best tenders, the best...
= Due diligence can help filter out the vulnerabilities

Understand the local context
= But do not give into it.
= Play by your rules, not the local rules

Externally, send the right message:

Do not be afraid to build a reputation as being intolerant of corruption
= Helps the selection process

A reputation for honesty is a source of competitive advantage

= (Believe it or not)
32
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“Onshore” business v “offshore” business

Different business models, different risks

Companies that import equipment via distributors see a (spurious)
benefit, but run a series of important risks.

= They believe their distributor assumes the risk of clearing
customs.

= Customs clearance is highly opaque and fraught with fraud and
corruption

— And the distributor and/or broker provides little defence

= They expose themselves to price manipulation along the
distribution chain

Companies engaged in direct import (sometimes irrationally) fear
exposure to the sharp end of Russian business, but could actually
stand to gain.

= There are honest customs brokers in Russia.

= They are following a regulatory trend — regulatory agencies
want direct import

= Easier to do business with Russian cust®mers — business is in
rubles.
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Business culture. The differences

National character

Building of trust and personal relationships is of crucial
importance in Russia, whereas in Europe, formal relations
suffice to have successful business relationships.

Business culture

The management culture in Russian companies is usually
built around a vertical power structure that allows the top
management to exercise an all encompassing level of
authority over even the smallest details

Language

Most Europeans expect Russians to speak English and
actually, more and more Russians do speak English in
business. However in business, it is crucial to understand
nuances, intentions, tactics and strategies

34
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Russian business culture: The DOs...

e Advice numberoneis ............. enjoy Russia!

« Try to understand, respect and be open to Russia
and its cultural peculiarities

« (Gaining some knowledge of the Russian language
Is also something that will help you feel comfortable
In Russia

* |t pays off to do your homework and know your
market and your business partner

 Be committed to being in Russia for several years
« JVsis a good way to start

« Stay in control of what you are doing and keep the
Initiative in your business venture

35
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And the DON’'Ts

Do not be afraid of Russia - Fear is a bad advisor

Never underestimate Russia or Russian business
people

Never think that Russia is purely European.

Another misconception is the idea that Russia is
cheap

Do not underestimate the importance of relationship
building - or the time taken in the process

Don't waste time trying to get decisions out of
middle and junior managers - go straight to the top if
possible

36
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Some more tips

* Russian attitudes to business can vary widely from sector to sector
and from region to region. Are you dealing with a new-style
entrepreneur or an old-school Soviet bureaucrat?

* Russians like to think in silence before answering a question. Do
not be embarrassed by the silence.

* Any overly informal behaviour could be taken as lack of respect for
senior management, the company or even the country

 Women play little part in business at the senior levels and on the
whole Russian businessmen are more comfortable dealing with
other men.

e Itis important to dress smartly and to try to look important. If you do
not appear to be a decision-maker people will quickly lose interest .

* Do not underestimate the importance of entertaining in the
business world. A good meal will help cement relationships and, g
although, reports of the amount of drinking involved in a trip to
Russia may be exaggerated, a few vodkas will also help things
along 37
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Doing business in Russia is like driving a car

You have to know where you are, where you
want to go and how to get there. You need to
keep your hands on the steering wheel and your
foot on the accelerator (or the brake).

You need to stay awake, pay attention at all
times and understand when you are lost. It is
cheap, but it can be a lot of!

Questions?

38
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Any questions?

Thank you!
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