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SME development work in Russia (192907)

. _MAJOR PROJECTS

. LESSONS LEARNED:

A. American I Russian Business and Information Center (1992 - 2002)
1. Promiks i new business plan development 1. Too much capital concentrated in Moscow and St. Petersburg
2. Aksis i merger & expansion advisory work
3. SetiNN T new financial investor secured 2. VC deals sourced from Moscow and St. Petersburg are overpriced

B. Volga Vyatsky Privatization and Consulting Center (1994 - 1998)

3. Moscow middle managers are reluctant to move to the regions

1. Sladkaya Zhizn i new business plan development
2. Nizhpharm i post privatization restructuring 4. Must build up talented local middle and top managers in order to
3. Investment profile of Nizhny Novgorod i 10,000 copies promoting succeed
the region
C. OQuadriga Central Russia Regional Venture Fund (1998 - 2005) 5. No shortage of entrepreneur energy and projects emanating from
Russian regions, but too few qualified
1L Nizhpharm i $10.0 Mio investment Business Plans and Investment Proposals and therefore a lack of
2. Multiflex i $8.0 Mio investment qualified projects for financial investors
3. Bridgetown Foods i $5.2 Mio investment

D. MARCHMONT Capital Partners (2005-present)

Empire Sunflower Oil i enterprise restructuring

OAO PKK Vesna - enterprise restructuring

Early stage internet company i finance raising

Medical diagnostics company i finance raising

Retail sales network i corporate restructuring and finance raising

apLONE
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Macro Economic Trends Influencing Reqgional SME Development

A Reluctance of Moscow managers to move to the regions, business must invest in developing local
managers

A Decreasing barriers to entry which traditionally protected local business elites
A Increasing competitive pressures from Russian and MNC competitors

A Increasing transparency in laws, regulations and accounting methodologies
A Increasing pressure to move from fi b | dociikweh imiarkedpractices

A Increasing regional disposable incomes and other economic indicators

A Increasing pressure to either fi g r ar lwse markets har e 0

Result: private entrepreneurs must secure expansion financing to survive and grow, making VC
investors an increasingly attractive Financial Class
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Alternative Investment Sources

Supply i PROJECTS
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Demand - PROJECTS

Supply i CAPITAL

Sources of financing:

Friends and family

Angel Investors

Angel Investor clubs & networks
Business Incubators

KfW, NESTA and SBA

Venture Funds

Bank loans, leasing and other

finance organizations

Leveraged buy out private equity funds
Public financial markets

1
2
3
4,
5. State agencies, such as: RVC, FMO,
6
4
8
9
1

0. Public bond markets
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Company Development Stages

ALTERNATIVE STAGES OF DEVELOPMENT

START-UP
FINANCE RAISING

RESTRUCTURING
ENTERPRISE DEVELOPMENT

-Friends énd Family
- S/T Bank Credits
- Angle Investor Association
- Early stage venture
capitalists
- High net worth individuals
- Business incubators

-L/T Banlz Credits
- Public Financial Markets
- Venture Funds

EXPANSION
FINANCING

-VenturélFunds
- Bank Credits
- Public Financial Markets

Key: During Your finance raising efforts you must match your finance
requirements and time horizons with appropriate financial sources
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Without Business Angels it is extremely difficult

for a start-up company to survive and grow

1. Business angels are individuals i generally experienced and successful entrepreneurs i who are ready to
invest their money, skills and time in prospective projects (businesses) at the start-up or early expansion
stage in exchange for a significant share of the charter capital of young enterprises

2. Business angels appeared in USA in the mid of 20" century, starting in California in Silicon Valley and
expanding to a wide range of innovation clusters surrounding leading universities such as Stanford and MIT.

3. Business angels appeared in Europe more recently and in Russia are only becoming active today

fAirhe term 'business angels' was used in the theatre when financial backers

invested in a theatrical production and contributed their skills and contacts to enhance the
success of the show. The same term was used centuries ago by traders searching the
world for merchants.

Over time business Angels began investing in a wide range of commercial ventures.o
www.businessangels.com.au
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Special Economic Zones i top down programs

Definitions :

1. Technology development focused Special Economic Zone is an administrative territory, where

companies perform technical and implementation activities, including : creating and developing sci-
tech products, manufacturing, testing, and selling experimental samples. They also create software
products, and engage in data collecting, processing and transferring systems. Finally, they provide
systems for calculating distribution and provide supporting services for the above -mentioned products .
Companies in a technology development focused economic zone shall be entitted to perform only
technical and implementation activity .

Manufacturing focused Special Economic Zone isan administrative territory where companies engage
in manufacturing . Specifically, this involves the production and/or processing of goods and then selling
them on to third parties. Companies in a manufacturing focused economic zone shall be entitled to
engage only in manufacturing
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|. Technology Development focused Special Economic Zones (SEZ)

A Dubna (Moscow Region) = IT and nuclear energy
A Zelenograd (Moscow) = micro and nano electronic products
A St Petersburg = high tech production

A Tomsk = new materials production

lI. Manufacturing focused Special Economic Zones (SEZ)

A Lipetsk Region = household electronics

A Elabuga (Tatarstan) = car components

* SEZs were introduced in compliance with AfFeder al Law #116 on Special Economic Zon
(approved by State Duma 08.07.2005; approved by Federation Council 13.07.2005)
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Characteristic Features of Speci al Ec
Under the Law

A Manufacturing S E Z 6as occupy a territory no greater than 20 square kilometers.
A Technical and Implementation S E Z 6as occupy not more than two land lots of the total space of not more than two square kilometers.
A An SEZ may only occupy one municipality. An SEZ cannot include the whole territory of an administrative area.
A S E Z 6as be established only on land lots owned either by the state or by a municipal authority.
A An SEZ shall be established for the period of 20 years. This period shall not be extended.
A Applications for any one type of SEZ shall be through competitive bidding.
A Companies in a Manufacturing SEZ shall make an investment, in rubles, of at least G10m (excluding intangible assets). Moreover, companies in this type of SEZ shall
make an investment, also in rubles, of 1m (excluding intangible assets) within the first year.
A Tax benefits are: exemption from property, land and transport taxes for the first five years, reduced unified
social tax from 26% to 14%, and a 4% reduction in profit tax for the first five years.
A A free customs zone is a special customs regime under which foreign goods may be stored and used within a
special economic zone without paying any customs duties or value-added tax.
A Goods produced in the zone are treated as exports, and are subject to excise tax, but are exempt from other
export customs duties.
MARCHMONT Capital Partners
5/6, T | S , Nizhny N d, 603005, Russi
pages Novertber, 2007 e e

www.marchmontcapital.com



Russian Techno Parks

A Sarov techno park (Nizhny Novgorod region) =Hitech innovation development center based on the RussianFederation Nuclear Center

A Ankudinovka (Nizhny Novgorod )= IT focused techno park planned by the Ministry of Information technologies and communications (Minister Leonid
Reiman)

A Lobachevsky University techno park = a planned private/public  partnership : techno park, business incubation center focused on info-, bio-, medical -,
chemical technologies, new materials, machine -building

A Nizhegorodsky oncology center (N. Novgorod) = a privately initiated medical research and treatment center

A Techno park Idea (Kazan,Tatarstan) = an ITpark comprising business incubator, R&D laboratories, IT laboratories, bio-technology center
A Obninsk (Kaluga Region) = a bio technology R&D center, promoted by the region Minister of economics of the Kaluga Region

A Tyumen region = an innovation center for oil and gas processing

A Chernogolovka (Moscow region) = a techno park focused on: IT,oil and chemical processing technologies, production of new medical treatments as well
as new nano -materials

A StPetersburg = a techno park focused on telecom networks and electronic power generation and distribution systems

A Novosibirsk region = a techno park focused on bio technologies, bio medicines, ITand the production of scientific research devices
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Technoloqgy Innovation Support in Russiai bottom up development

o Io Do o Do o o

Regional Angel Investor Clubs are being created and are growing
Regional consulting companies are growing and expanding activities
Russian and Western banks expanding in the regions

Russian Micro Finance Center and Centurion Capital

The US Russia Center for Entrepreneurship

Regional Technology Innovation Centers being formed and expanding

Executive & full time MBA programs being developed and expanding
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Technology Innovation Support in Russia

Executive and Full MBA Programs in Russia

Pagell
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Graduate School of International Business fi G S |- B anit of the Academy of National Economy
of the RF Government - (Moscow)

The Moscow International Higher Business School" M1 R B (M8dtow)

MGU Business Higher School i M G U BiSMoscow)

Stockholm School of Economics i (St. Petersburg)

International Management Institute St. Petersburg i 1| M1 ig$.dPetersburg)

Nizhny Novgorod State University (Nizhny Novgorod)

Higher School of Economics i executive mgt education programs (Nizhny Novgorod)
Green City Executive MBA Program i (Nizhny Novgorod )

Samara State Academy of Economics 1 Higher School of International Business i (Samara)
Ural-Siberian Institute of Business 1 (Yekaterinburg)

Kazansky State Financial Economic Institute i (Kazan)

South Ural State University - Executive MBA program (Chelyabinsk)
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MARCHMONT

CAPITAL PARTNERS

Developing Clusters in the Regions
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