Translation and
Corporate
Governance
in Russia

A presentation for the 48" Annual ATA Conference, November 2007



This presentation is the property of
Megan Lehmann.




Introduction

= What is corporate governance?

= Brief overview of the history of
corporate governance in the US

= Brief overview of the history of
corporate governance in Russia

= How does translation fit in?




Introduction

Who are the players in the corporate governance system?

= Shareholders

= The Board of Directors
= Independent directors
= External experts
= Board committees

= The corporate secretary & support
* Management
= Rafing agencies
= Review of a Corporate Governance Score Report




What is corporate governancee

A system of: Used to:

m Regulations = Employ
m Legislation ———>» = Monitor
m Ethics m Enforce

Internal control
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What are the purposes of
corporate governance?

m Protect shareholder rights
m Serve shareholder interests
m Increase the value of the company’s shares

HOW?
Adhere to best practices in
disclosure, transparency, reporting & decision making.

- "'"-ﬁ
- Provide the public, investors, regulators and rating agencie
with timely and accurate information

ABane = woaall



Corporate Governance
internal participants

e The Board

— Board committees
. — Corporate secretary

 Management

— Management Board
— CEO

« Shareholders
. .Fﬁqﬁg . — and shareholder
#‘r‘.:;lr{af'

NG s representatives




5> Overview of Corporafe T
//‘ Governance in the US //’

e A focal point of business since the 1930s after the
Great Depression

Traditionally different structure than that of Russian
businesses: CEO’s role with the BoD and no
management board per se

e Similarities: early corporate development in the US
and Russia both experienced high concentration of
power (Robber Barons, Oligarchs)

US corporate governance has gone through many
changes and legislative developments, may
iInfluence the development of corporate
governance in Russia




US Corporate Governance

Shareholders oversee
Board of Directors

X

Board of Directors
oversees CEO &
management

X

Management oversees
company operations




The US System: Potential Conftlicts

The Board hires and fires the CEO...
BUT: the CEO traditionally chairs
the Board of Directors.

The Board is meant to oversee
management, including the CEOQO...

Can the CEO oversee himself objectively?

A question of ethics
& a potential conflict of interest...




US Corporate Scandals

o ENnron ‘WorldCom o Arthur Anderson

Demonstrated the results of poor ethics and
POOr corporate governance practices.

Thousands of jobs lost.

Arthur Anderson exits the audit industry,
reducing the Big Five to the Big Four.




US CorpGov after Enron: New Regulations

Monito rinﬂ

Infurmat?n & Gnmnv.micatinn

C antrol Activ%es

RisL( Assessmlmt

Gumﬂ'ul E nvironi

hent

Infroduction of the SaQrbanes-
Oxley Act (SOX)

New restrictions imposed on
financial reporting practices &

relations between independent
auditors and corporations
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100% state-
owned
companies were
divvied up into

calculated
authorized
capital, which
was distributed
among:




@ Management

B Employees
O Outsiders
















Corporate Governance Framework™

Board of Directors
& Committess

Legal &
Regulatory

A

4 Communication

Business Practices

Risk & Performance & Ethics
Management \

Disclosure &
Transparency



Where does
franslation come in?
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 Russian companies hiring independent directors
who may not speak or read Russian

e Russian companies now seek to publish annual

reports, audit statements and financials in English
and Russian



What gets translated? o

PR e s e i

* Meeting minutes &
e Contracts

| *Corporate strcﬂegles
mClY nee +Internal audit re

to perform his duties

as a fiduciary, duty
of ordinary and

C

prudent care, and
duty of loyalty.



What will you need in ',g-;
tfranslator’s arsenal?{

g of local

et

@

e General finance, iﬁ'cluding but not limited to
budgeting, audit, accounting, and securities

* Industry-specific terms (i.e. banking, mining,
insurance, IT, etc.)




CAT Tools

lbe T

Definitely use them!

‘Many corporate documents are draftec
~ revised, then revised again, then revise
eral more times — and you usually ha




Who are the players
IN a corporate governance systeme

Key External Players: Key Internal Players:

Regulators m Shareholders
Legislafion s Board of Directors
Financial standards = Management

Rating agencies = Corporate Secretary




Legal Entities in Russia

We dll recognize:
m /AO (closed joint-stock company, CJSC)
m OAQO (open joint-stock company, OJSC)
m OOO (limited liability company, LLC)

.-:} -

So what’s the difference?




Legal formats are governed by
the Federal JSC Law

m Both CJSCs and OJSCs may
Issue stock

= Only OJSCs may issue stock via
a public subscription (CJSC via @
closed subscription)

m A CJSC may not have more
than 50 shareholders

m Both JSC formats must have
more than one shareholders




Legislation & Regulations

In Russia

m Russian federal law
m The Federal JSC Law

= Law on currency regulation
and confirol

g The Russian Federal Civil
G Code

In the US CBR Regulations (i.e. the
Bank of Russia)

RAS

FFMS Regulations (Federal
Financial Market Service)

Saranes-Oxley
Delaware siate law.
SEC rules and regulafions
Stiock h [e]f]

SEn SRR SE SRS Internal regulatory

GAAP documents (bylaws,
FASB policies)
Iniemal regulaiory: documenis IAS & IFRS




Bylaws

Bylaws set out the
procedures under
which o
mManagement or
executive body
functions

XII.
XIII.

XIV.

General outline defining the
purpose of the regulations

A definition of the purpose and
function of the body, I.e. the
Strategy Committee

The Responsibilities of the X
committee

The Rights of the X committee

Committee structure and
formation

Member requirements
Chairman

Secretary

Meeting procedures
Meeting notification

Recording quorums and taking
decisions

Meeting minutes
Performance appraisal
Amending bylaws




Shareholders & Stakeholders

= Shareholders own inferest (or shares) in a company'’s
authorized capital

= Stakeholders include shareholders and any other parties
that hold material or other interest in the company:
employees, counter parties, subsidiaries, clients, suppliers
and sometimes government agencies.
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SHAREHOLDERS
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'SHAREHOLDER RIGHTS
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_ Common shareholders
have the right to:
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_am Preferred shareholders
have the right to:
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’ | 'Shareholder

Representatives / Proxies

B
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GENERAL SHAREHOLDER

MEETINGS
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WHAT DO GMs DO?
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= g
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What gets translated
fora GM?




The Board of Directors

opyng hi wearv ramin.com.an S




The Board of Directors

Shareholaer
fepPresentatives

DIFEctors

Independent: Directors

Manadement
fEpPresentatives

Chairman of the Board
Corporate; Secretary.

Board Committees:

s Strategic

x AUt

= Risk

= Remuneration




DIFECTONS
Whai does Their jolb Involvee
3 Key Duties:

Serve as a fidUCiCII'YI @ person enirusited with handling @
company.s financial and material decisions

Duiy off ordinary: and prudent care

B knowing whai's going on
5 ENSUrE @ iunclioning
reporing system

DUy or loyalty
s 10 shareholders
= {O Corporafion




Independent Directors & Independent Status

An Independent Director:

= MAY NOT be an officer or
employee of The company: and

has not been for the past 3 years |ﬂdepeﬂdeﬂ1'
= May. not be an officer of Status
gnolner company: In Which any. :

of Thailr company’s oiificCers IS @ Req U IremenTS

memier of The board
commiitee for nominations and
remuUneraiion

= MAy NoT e affiliared with @
company. officer

= MAy NoT be affilicted witih the
company. or [1s affilioted parties




Independent Directors & Independent Status
An independent director:

MAy. NOT own enough INTeres:
N the company. 1o Nominate

Biirrg/chr%rrsself to the Board of | N d e pe N d e n.l-

MAY NOI FECEIVE remuneration STGTUS

for consulting or ofher Services Req U ire m en-l-s

provided 1o the company.
(oTher Thon direciiorship
remuneraion)

May Noti represent the interests
ofl external consultants or
CouUnier Paries

musT publicly declare his or her ‘
Independent sTatus Pror 1o
eleciion 1o the board.




External Experts & Consuliants

May be elected 1o sif
on Poard commiiiees
(Wit er Wilne Ut Voiing
[AQNIS)

May lbe asked 1o
difend some oeara
MEENNGS (NO Voling
[AgNis)

Provide consuliation in
thelr field of expertise




Board Commitiees

Audit Committee
Strategy: Committee

Risk Committee
Nominations & Remuneration Committee




Board Committees

Help save time

al board meeiings

s Prepare issues for board
[EView.

s Weed out issues that don't
AEE 10 gO) 1o INE POaNd

Work closely

Wil MAn@adeMERT
= ASHUCT MANGgeEmMENIt Gn

prepanng meeting maieral,

PAOPENS, analyses, BUAgeTs
and policies

Board commitiees
are formed and
elected by the
board of directors




Audits are a
regular and
necessary part of
corporate
operations and
provide
informartion for
investors, the
public, and

regulatory bodies.

The Audit Commitiee

e Oversees all kinds of audits:
Quarterly, half-yearly, annual
ndependent and internal
-iInancial and other themes
’lanned and unplanned

e Oversees the internal

contirol system




Audits & Audit Reports

* Internal Audit Department

« Revision Commission

(statutory audit board — required by
law)

The Big Four

* Ernst & Young

* KPMG
O T — IFRS Financials (annual)

Coopers  Big Four

- Deloitte Touche — RAS Financials (annual)
Tohmatsu

* Independent (external)
auditor




Audit Best Practices
The Sarbanes-Oxley Act

 Auditor rotation

Change the independent auditor
every 4-6 years

e Restrictions on non-audit

services

A company’s independent auditor
may not provide certain other
additional services, including:

legal services, bookkeeping,
internal audit outsourcing, or
financial system design
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BASEL-II

A set of audit and
reporting guidelines
for banks based on
the Basel Accords,
Issued by the

Basel Committee on

Banking Supervision.

Other Guidelines for
Best Audit Practices

COSO: Committee of

Sponsoring Organizations
(of the Treadway Commission)

A set of recommendations on:

« Control environment

* Risk assessment

» Control activities

 Information and communication
* Monitoring




There are some
differences between
IFRS and IAS.

Both IAS and IFRS
are both applied
today.

IFRS is a more recent
set of standards than
IAS.

Accounting Standards

IFRS & IAS

International Financial Reporting
Standards

&
International Accounting Standards

RAS

Russian Accounting Standards

Russian law requires companies to issue

RAS financials but many companies also

issue IFRS reports since RAS is generally
inaccessible to foreign investors.










significance

Likelihood of
Occurence

Business Risk Definifion

[Rate 1-10, with 10
s the most

significant risk;
only Use each
number oncel

[Rate 1-5, with
5 ascerfanto
occurand |
notlikely o
0CCur)

I 6

[Example]

2_ FReguatory/Industry
(Bample]  Envronment

I. Therisk hat changes in regulations and actions by regulators
canresultinincreased competifive pressures and significanty
affect the company's abllity to efficiently conduct businass.
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Significance
Significance
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The Sirategy Committee

~ Oversees the preparation of
all kinds of corporate

, 7] Strategies:
®” L . long-term business

s retail

s investment .
= HR
a IT
s branches

.

N |



The Strategy Commitiee

~ Keeps the organization
abreast of where it stands

among its competitors: j

s peer analysis &

benchmarking
~Does the company measure ~
up?
s perception audits
~What do customers think?
~What does the public think?

.

I

i II|““\

N |



The Sirategy Committee

> Keeps company focused on
the areas in which it excels,
and out of the fields in j
which performance has
been poor

.

~ Considers barriers to entry -
for introducing new (or
expanding existing) lines of
business

N |



The Sirategy Committee

_. " (non-operating) budgets for
.\\A company strategies

7 | —

N
' >~ Like the Risk Committee, -
\ the StratCom also considers ~
P tax, regulatory, political and -
S legislation risks -

> Oversees the drafting of j

{
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Highly confidential information

Considers:
potential new hires & candidates
Oopen vacancies

market level remuneration for
specific positions

the HR Strategy (with the
Strategy Committee)

remuneration & incentives
packages for various employee
groups




Short proposals backed by the CEO
concerning:
pay raises, promotions and transfers

adjusting an existing remuneration
package for a specific employee or
group of employees

a remuneration package for a new hire
or group of new hires

These proposals primarily concern
senior management, not employees in
the lower rungs.




Nomination proposals will be
backed by the CEO or the HR
Director

Nominations may be made by the
CEOQO, another member of senior

management, a director, the
Chairman of the Board, or a third-
party executive search firm

The company may also
commission a third-party firm to
comb the market for potential
candidates and expected salary
levels in a certain field




Incentives programs set out:
remuneration policies
bonus policies
benefits policies
KPls (key performance indicators)

It is not uncommon for members of
senior management to have addenda
to their work contracts setting out their
bonus and benefits terms and
conditions as well as KPI expectations
and other targets that they are to work
towards (often for a period of one
year).




Annual reviews of:
CEO
Corporate secretary

Board of directors (often performs
its own appraisal)

CEO reviews senior management

Committee will discuss members of
management whose performance
IS under par




The Corporate Secretary * «,\‘\é

= secretarial functions for the BoD,
committees and chairmen

= travel & accommodation arrangements

= preparation and storage of documentation
(incl. minutes and agendas)

B ensure smooth communication between
the BoD, the management board and
shareholders



The Corporate Secretary * '»\‘\é

= Also responsible for organizing
= poard meetings
= poard committee meetings
= general shareholder meetings
= disclosure of corporate events

= and ALL related documents and paperwork!

...the list may look short, but that’s a lot of work!



The Corporate _p— -
Secretary’s Support ‘\\\é

The corporate secretary must delegate
some responsibilities to her support team,
which may include:

= one or more personal assistants
= [egal counsel

» board committee secretaries

= 3 translator ©



Meetings =
N #

= Board meetings are often held once a month
(depends on the company’'s needs)

= Board and committee meetings are where the
nitty-gritty and behind-the-scenes decision
making takes place

= Meetings are also a place you may find
iInterpreters (esp. for Board meetings)



Minutes r «;\3*%
Mo #

sFormal records of what took place at a meeting:
= WWho attended
s Who said what (level of detail varies greatly)
= WWho voted and how
s \What resolutions were passed

A major factor in measuring a company's level of
transparency and disclosure.



Rating Agencies & CGS Reports

International credit rating agencies assign
ratings to companies and countries
evaluating their solvency

Fitch

Moody’s

Standard & Poor’s (S&P)

Credit ratings provide information for
current and potential investors




Rating Agencies & CGS Reports

Standard & Poor’s also issues Corporate
Governance Scores (CGS).

S&P began issuing CGS reports in 2000 in the
US, but stopped issuing public CGS reports in
2005

Companies can still request a CGS report from
S&P:
Abridged reports (available to S&P subscribers)

Full reports (confidential and available to the company
only)




Rating Agencies & CGS Reports
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Rating Agencies & CGS Reports

Ownership structure & external

influences

transparency of ownership

ownership balanced, or under tight shareholder
control?

shareholder rights and stakeholder

relations

transparency of shareholder meeting procedures

transparency of cash flow and dividend
procedures




Rating Agencies & CGS Reports

transparency, disclosure and audit

information the company releases about itself
promptness with which information is released

regularity and quality of reports (financials, audits,
etc.)

board structure and effectiveness

number of independent directors on the board
frequency of meetings

board committee activities

the way in which decisions are generally made




Rating Agencies & CGS Reports

This sample report illustrates what some
of the most important factors are in good
corporate governance

The official S&P translation serves as an
excellent resource for corporate
governance terminology













the end




