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Two Success
Stories,
A Century
Apart…
volume III

…his mind had been, treadmill fashion, going round and round in a circle which included
in one section his various commercial and financial interests and in another
the various individuals, men and women, who had labored with him toward the completion
of the great traction systems in which he had been so absorbed. The men, in the main
so helpful, the women so entertaining; all of whom, collectively, had made him some
thirty colorful years.
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2 A SHORT RECAP OF EARLIER VOLUMES

Volume I
Our success allows us to look to the future with optimism.
We continue to work for and grow along with our clients and partners.
We believe that 2003 will be as successful for us as 2002, producing
even better results.
Anatoly Goncharov,
REGION Investment Company 2002 Annual Report
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Life was war — particularly
financial life; and strategy
was its keynote, its duty,
its necessity
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Volume II
The continued realization of our strategic priorities and our professional
team have allowed REGION Investment Group to maintain its place among
Russia’s leading investment companies.
Anatoly Goncharov,
REGION Investment Company 2003 Annual Report
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And this giant himself, rushing on to new struggles
and new difficulties in an older land, forever suffering the goad
of a restless heart — for him was no ultimate peace,
no real understanding, but only hunger and thirst
and wonder.
Wealth, wealth, wealth!
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Licenses Held by Companies Within
The REGION Investment Group
REGION Brokerage Company
■ Brokerage license No. 077-06516-100000, valid Apr. 8, 2003 - Apr. 8, 2006.
■ Futures and options operations and market trading license 551 since Apr. 10, 2003.
REGION Depository Company
■ Depository license No. 077-06623-000100, valid May 14, 2003 – May 14, 2006.
■ Special depository activity license for investment, market investment and

non-state pension funds No. 22-000-0-00057, valid May 13, 2004 – May, 12 2009.
REGION Asset Management
■ Market investment and non-state pension fund management license

No. 21-000-1-00064, valid May 22, 2002 – May 22, 2007.
■ Securities management activities license No. 077-06261-001000,

valid Nov. 5, 2002 – Nov. 5, 2005.
REGION Financial Consultants
■ Brokerage activities license No. 077-06848-100000, valid July 15, 2003 –

July 15, 2006.
REGION Development
■ Investment, market and non-state pension fund management license

No. 21-000-1-00125, valid Aug. 19, 2003 – Aug. 19 2008.

Auditor
PricewaterhouseCoopers
is the auditing company for the REGION Group.
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he history of REGION
Group now stretches
back over 9 years, and
our main goal during
this time has been to
gain, maintain and increase the confidence
that our clients and partners have in the
Group. We have been able to achieve this goal
as a result of the quality of service we provide
to our clients. First-class service and close
attention to the interests of every client have
always been our main strategic priorities. The
expansion of the range of services we provide
our clients has played a significant role in the development of our business.
The dynamic development of REGION Investment Company in recent years has
allowed it to become the core of a group of companies working in different segments
of the financial market. This development has been made possible by the effective and
well-organized work of the team of professionals that represents the REGION Group’s
greatest asset. Despite the fact that the structure of the Group has become more elaborate, the relations and cooperation between the different entities that comprise the
Group are still based on a unique combination of professionalism, reliability and experience, with the aim of the efficient provision of financial
services on Russia’s financial market.
We continue to work according to the principle of open
and readily available information. The structure of the
REGION Group is absolutely transparent, in accordance with
which all of the financial reports for the Group are produced
on a consolidated basis. All of this information, as well as
background information about the members of our team
and the Group’s strategic priorities, can be found in the
2004 annual report.
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Operating highlights of REGION Group
of companies ($ '000)
2001

Securities trading
turnover

2002 (cons.)

2 373 235

3 083 891

2003 (cons.)

6 193 193

2004 (cons.)

7 634 613

Equity

18 923

18 591

19 809

21 632

Total assets

41 693

71 626

146 433

189 286

Ratings
REGION Investment Company, which forms the core of the Group, holds
an AA (very high reliability) rating from the National Association of Securities
Market Participants (NAUFOR), an independent market regulatory agency.
REGION Asset Management holds an A (high reliability) rating from NAUFOR,
as well as an A rating from the Expert ratings agency.

Membership in stock exchange / stock-market / bourse
REGION Brokerage Company is a member of the RTS stock exchange,
the Moscow Interbank Currency Exchange (MICEX)
and the St. Petersburg Stock Exchange.

Membership in self-regulatory and professional organizations
REGION Investment Company is a member of NAUFOR and the Association
of Bill Market Participants (ABMP).
REGION Asset Management is a member of NAPF (National Association
of Non-State Pension Funds) and the Russian League of Management Companies.
REGION Financial Consultants is a member of the Professional Institute
for Stock Placement and Circulation, a non-profit self-regulatory organization.
Sergei Sudarikov, the general director of REGION Investment Company,
has been a member of the NAUFOR board of directors since 2002
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He thought over all of the important American financial leaders,
and their institution and banks, principally in the east, to whom,
by reason of dealings, he could now appeal. It should be made plain
that he desired the credit rather than any exorbitant financial profit.
Theodore Dreiser ”Stoic”
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Anatoly Goncharov,
chairman
of the REGION
Investment Company
board of directors

Anatoly Goncharov was born on Jan. 11, 1971. He is a graduate of Moscow State
Technical University, the School of Finance and Banking Activities at the Budget
and Treasury Academy under the Russian Finance Ministry, and the Advanced
Training Institute in Finance and Banking at the Finance Academy under the
Russian government.
From 1994 to 1996, he worked in securities management at Rossisky Credit commercial bank, as a specialist in the promissory note department, then as the head of
the securities placement department, and finally has the head of the asset operations
department. From 1996 to 1997 he worked as department head for settlements
between executive bodies at the All-Russian Bank for regional development.
With a group of partners, Anatoly Goncharov founded the REGION Investment
Company. He continues to head the board of directors of the company and its subsidiaries. Since 1999 he has also occupied the position of chairman of the board of the
Financial and Industrial Bank.
He is a member of the presidium of the Civil Society Non-Governmental
Organisation and the National Civil Committee for Interaction with Law Enforcement,
Legislative and Judicial Agencies.

But these numbers, representing as they do both significant growth and new business
directions for the Group’s owners and managers, have never been the main target of our
activities. Our goal, which was identified years ago, remains unchanged: We work for
the growth of our clients and partners in order to grow along with them. It is this that has
driven REGION to seek new directions of business development and ways to perfect our
principles of corporate management.
It is very important to us to maintain complete transparency not only for our clients and
partners, but for the entire financial market. We are proud of the fact that, at the 7th
Annual Contest of Annual Reports held by the RTS and Securities Market magazine in 2004,
REGION Group took first place among professional participants in the securities market.
In the annual report that you hold in your hands, we have chosen to explain our business mechanisms. We want not only to provide an explanation of what we offer, but
also of how we go about providing it, as this is an incredibly important element of forming and maintaining the trust of our partners and clients for whom, in the final analysis, we are working.
The professionalism and unimpeachable reputation of the Group’s managers and
specialists allows us to look to the future with optimism. Symbolic of this is the fact
that, in our 10th anniversary year, the general director of REGION Investment
Company, Sergei Sudarikov, who has steadily climbed his career ladder since joining
the company at its inception, appeared in the upper parts of the list of Russia’s top
1,000 professional managers, compiled for the fifth time by the Russian Association
of Managers and the Kommersant Publishing House.
The professional and well-managed team at REGION, in combination with proven
technology that we continue to work to perfect, has formed the base on which have
been able to grow, develop and to achieve new and greater success with each passing
year. We are sure that 2005 will be equally successful for our clients, our partners and
ourselves.
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The Structure of the REGION Group

Board of Directors

Shareholders

Anatoly Goncharov

Alexandeer Kolganov
(Independent Director)

Paul Putz
(Independent Director)

Alexander Rudik

REGION Investment Company

(Chairman)

Anatoly Goncharov

Alexander Rudik

Sergei Sudarikov

Sergei Sudarikov

100%
REGION
Brokerage
Company

100%

REGION
Asset
Management

100%

100%

Finance
Raising

100%

Financial Market
Asset
Management

REGION
Depository
Company
Securities
Safekeeping

Financial
Market
Operations

REGION
Development

Regional Financial
Consultants

Real Estate
Investment
Trusts

Trade operations on financial markets

Asset management
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Independent directors
Alexander Kolganov

Paul Putz

Born Dec. 6, 1968. Kolganov is a graduate
of Moscow State Technical University, the
School of Finance and Banking Activities of
the
Interregional
Methodological
Association, Institute of improvement of
professional skills at the Finance Academy
under the Government of the Russian
Federation and the YurInform-MGU
Institute. From 1993 to 1998, he worked at
Rossisky Credit bank as lead specialist in
the auditing and internal bank verification
department, and then as the lead specialist
and deputy head of the department of
management methodology for internal
bank auditing. Since 1998 he as held the
position of deputy chairman of the board
of directors of the Financial and Industrial
Bank. Since 2002 he has been an independent member of the board of REGION
Investment Company.

Born March 11, 1968. Putz received
an MBA from California’s Hayward State
University. In 1991—1994 worked in
GiroGredit (Vienna and Prague) as a
Securities trader first and then as an
Investment banking manager. From 1996
to 1999 he was a member of the board of
directors of Invest Konzult (Prague) and
the commercial director of EasternBusiness
Services Gmbh. In 1999, he became the
director of business development for the
stock exchange NEWEX Borse AG, responsible for marketing and work with market
participants (EU, Eastern and Central
Europe), issuers, partner companies and
markets in the countries of Eastern and
Central Europe. In 2002 he served on the
REGION Investment Company board of
directors, of which he became an independent director in 2004.
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And so, for the next few months. There were directors’ meetings,
discussions with interested and important investors, engineering
problems, and private sessions, sometimes in the evenings,
with Lord Stane and Elverson Johnson. Finally, there arose the
necessity of making a trip to Vienna, in order to examine an electric
motor device invented by a man named Ganz, which promised
to reduce the cost underground operation by a very considerable sum.
Theodore Dreiser ”The Stoic”
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REGION
Investment Company
The definition of strategy for
and management of companies
working on the securities market,
and the provision of analytic
and information services
to private investors.
Member of the board of directors,
vice president
Alexander Rudik
Born Aug. 15, 1971. Rudik is a graduate of Moscow State University and the
Academy of National Economy under Russian Government.
In 1995 he became the first head of the newly founded REGION Investment
Company. In 2001 he moved to the public sector, and for two years worked as the
deputy governor of the Irkutsk region. Since 2003, he has worked as the vice president of REGION Investment Company.
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It was not that the English were less shrewd or sharp in their efforts
to advance their own interests. But? As he had noticed since
encountering Stane, Johnson, and their associates. There was
an almost unconscious consideration of the need of interweaving rest
or pleasure with their commerce and trade, whereas here at home,
business was business, as the phrase ran.
Theodore Dreiser ”The Stoic”
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REGION
Investment Company
The definition of strategy for and
management of companies working
on the securities market and the
provision of analytic and information
services to private investors.
Member of the Board of Directors,
General Director
Sergei Sudarikov
Born May 12, 1971. Sudarikov is a graduate of Moscow State University and the AllRussian Distance Institute Of Finance & Economics.
He has worked at REGION Investment Company since its founding, first as a trader, then as the head of the trading department, the deputy general director and, since
May 2002, general director. He is a member of the board of directors of REGION
Investment Company, as well as of Financial and Industrial Bank. Since 2002, he has
been a member of the board of directors of the National Association of the Securities
Market Participants (NAUFOR). In 2004, he was included in the list of Russia’s 1,000
Most Professional Managers as compiled by the Russian Association of Managers and
the Kommersant Publishing House.
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EGION investment
Group had already
been working in the
Russian
securities
market for 10 years,
earning in that period the trust of its
clients, partners and sector professionals
in general. Two years ago, the strategy
of the REGION Investment Company took
on a new quality. Today, the company
is not so much a professional participant
in Russia’s securities market, as it now
presents itself in that market as an
investor. As the core part of a Group of companies, REGION Investment Company
determines the strategy and provides the management for five subsidiary companies operating in virtually every segment of the Russian financial market, controlling and providing support for their operations. REGION Investment Company continues to perform key functions in the areas of unified analysis, legal and organizational services and financial control. This allows REGION Investment Company
to set and monitor general management standards followed by the Group’s member companies.
The management practices of the Group are based on the following principles:
● the separation of business areas;
● quality business management;
● internal and external control mechanisms;
● a multi-level system of risk management;
● high quality services and an orientation toward the client;
● transparency;
● development of human resources.
The Group has formulated strict principles of separation of business areas
depending on their particular features. In 2004 all of the business activities
of the Group were concentrated into two general directions.
● Trading activities on financial markets
● Asset management.
The organizational structure we have created allows different businesses
working in different areas to use the services of different companies within
the Group. Our system of management accounting allows them to define
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and optimize their charges precisely in every area and receive quality service on the
basis of professionalism and specialization. This also helps eliminate unnecessary
duplication of functions. The infrastructure that has been created, covering virtually
every possible operation on financial markets, is a guarantee that when clients decide
to move in a new direction (or to restructure existing activities) they will be able to
realize these changes at the highest quality level.
The principle of quality business management involves the delineation of functions
and responsibilities between shareholders, management bodies, internal structures
and company managers, the definition of their specific responsibilities, the determination of their goals, and the coordination of their activities in order to achieve the
maximum possible results.
The external auditor for the Group is PricewaterhouseCoopers.
The system of internal control mechanisms includes:
● annual and long-term plans for business activity;
● the organization of structures conforming to the size of the Group and its current
goals and that are sufficiently flexible to accommodate growth in the Group and
changes in its objectives;
● effective accounting and information management systems;
● a complex of documents and standards regulating work processes, as well as the
making of decisions and monitoring the manner in which they are put into practice;
● the refinement of internal control systems, evaluation of their effectiveness and
suitability in a changing business environment;
● the regulation of the activities of different bodies within the company (investment committee, shares committee, etc.) and all of the Groups different structures by
setting appropriate standards for their activities.
The Group maintains an effective system for the identification, analysis and management of all risks involved in its business activities. The provision of the necessary
level of business security and stability and the minimization of risks are a central objective in the Group’s plans for continued development.
At present, the unified risk-management system built into the REGION Group
includes a number of levels for managing risks;
1) the heads of the Group set risk-management goals and determine acceptable risk
limits;
2) analytical departments and specially created committees identify and evaluate
risks, as well as creating mechanisms for the minimization of risks;
3) the heads of trading departments incorporate risk-management mechanisms in
their activities and monitor how staff follow the set of standard practices established
by the Group for carrying out market operations
4) comptrollers (the internal control department) assess the activities of departments within the Group to ensure that their activities correspond with set standard
internal procedures and with legal norms and monitor activities to ensure that the sections operate within these norms.
The mechanisms for risk management take into consideration a broad range of factors that influence the level of risk when making decisions. Included in these are the
limits established by our clients and partners, different investment and financial
instruments and decisions concerning business processes. Each of these decisions
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REGION Group senior
management

Internal control
department

Comptroller reports

Objective parameters set
by management decisions

Investment
committee

Department
of technologies
and operational risks

Risk evaluation,
setting parameters
Shares
committee

Risk map,
procedure proposals

Risk analysis department
Decisions to alter
business processes
Operational
committee
Application
to set limits

Establishment
of limits,
investment decisions

Research materials

Research
and Public
Relations
department

Trading
department
managers
Monitoring of correspondence
to established procedures
and limits
Trading department employees

Accounting
department
managers
Risk-factor data

Accounting department
employees

must be submitted to the risk-management department to be checked to ensure that
it conforms to the standards that have been set by the Group.
The aim of in-depth analysis and determination of risks is the responsibility of the
risk-management department. It performs research of the financial-economic conditions of the issuer or partner, carries out an evaluation of the business reputation of
the issuer or partner, and then prepares an analytical report providing recommendations on the setting of limits. Analytical support is provided by the Research and Public
Relations department, which provides macroeconomic and sector information as well
as the results of studies of market conditions.
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To ensure stronger connection between risk-management principles and the Group’s operational activities,
a number of committees, including representatives of trading, support and analytical services has been created. These
committees include:
1) Investment Committee – approves levels proposed by risk
analysis departments for the credit risks of partners and
issuers of long-term securities (the issuers of promissory
notes) and the market risks associated with these instruments;
2) Shares Committee – performs analytical functions in
relation to long-term instruments (shares, including those in investment funds);
3) Operational Committee – identifies risks of an operational character arising from
the business activities of companies within the Group or from changes in their business procedures and makes decisions aimed at the minimization of these risks.
When a decision is made to alter business procedures, the technologies and risk
management department is responsible for the establishment of the necessary procedures and standards to ensure the minimization of any associated risks.
Once the committees have established acceptable risk limits or have approved other
measures for limiting risk, it is the responsibility of the heads of the trading and
accounting departments to put these decisions into effect. The analytical departments
are responsible for monitoring risk levels on the basis of market information and
financial reports from issuers and partners. At the same time, risk-management services carry out monitoring for correspondence to pre-determined risk limits. Selective
monitoring for compliance with internal procedure standards is also carried out by the
comptrollers for each of the companies within the Group.
All of the Group’s activities are aimed at the provision to our clients of the complete
spectrum of high-quality service on financial markets. REGION continually works to
perfect the range of products and services it offers to its clients while striving to further improve the quality of its service.
At the base of our relations with our clients are the principles of respect and attention to their wishes and interests. When entering into a contract with the REGION
Group, clients are given the opportunity to make their own choices with regard to the
services they wish to use. REGION always provides its clients with complete information about the conditions of transactions – services, types of payment, fulfillment of
contracts and responsibility for the breaking of conditions contained within contracts
– with the aim of allowing the client to be sure that the services he or she receives are
in accordance with our contract with the client.
Our principles of transparency allow for an open evaluation of the
ownership structure of the Group, its partners and the results of our
activities, as well as our methods of regulating our business procedures and various operational documents that help external and
internal oversight and regulatory bodies monitor the activities of the
company. All of the above information is readily available on our
corporate web site, as well as in print materials produced by the
REGION Group.
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Results of VII Contest for Annual Reports
and Corporate Websites, organized by the RTS Stock Exchange
and the Securities Market Journal

Rank

Company

Mark
in nomination
”The Best
Information
Disclosure
Level”

Mark
in nomination
”The Best
Art Design
and Printing”

Mark
in nomination
”The Best Idea”

Overall
mark

1

Mosenergo

9,3

8,5

7,5

8,78

2

REGION Group

8,2

9,3

9,0

8,58

3

Depository
Clearing
Company

8,4

8,1

8,5

8,36

4

MMC
Norilsk Nickel

8,3

7,9

7,0

7,96

5

LUKOIL

8,2

7,9

7,2

7,94

6

Deutsche Bank

8,0

8,0

7,4

7,89

7

Rostelecom

7,1

8,4

8,4

7,64

8

Power Machines

6,6

9,0

9,1

7,58

9

Moscow
City Telephone
Network

7,5

7,7

7,3

7,5

10

Dalsvyaz

7,7

7,4

6,7

7,44

Источник: Фондовая биржа РТС

Each year the companies within the REGION
Group release a public annual report in both Russian
and English. The report not only meets all accepted
standards for disclosure of information in the
Russian context, but is also in accordance with
international standards. The results of the 7th
Contest for Annual Reports for Professional
Participants in the Securities Market, held by the
RTC stock market and Securities Market magazine,
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has earned the respect of the investment community. Sixty-seven Russian companies, including 30 involved in the financial sector, took part
in the competition. Our 2003 annual report was
chosen as the absolute best among those of
professional participants in Russia’s securities
market and placed second overall, ahead of a
large number of giants in Russian business.
The Group’s human resources policies are
aimed at its development and the production of
the highest possible indicators for its operations. The REGION Group possesses a staff with
immense potential and an excellent balance of youth and experience. Despite the fact
that the average age of our staff members is 30 years, over 57 percent of our employees have been working in the financial market for at least five years, and one in five
have at least nine years experience in the sector.
During a period of dynamic growth for the Group and in the number of people it
employs, we have been successful in maintaining the heart of our team. In 2003, our
staff increased by 37 percent, coming on the heels of 19-percent growth in 2002 and
raising our total staff level to over 200 employees. Despite this dynamic pace of
growth, one in three top managers has been working in the Group for at least five
years. Equally impressive is the fact that the yearly indicator for the number of
employees who move at least one step up the corporate ladder is over 20 percent. This
bears witness to the fact that we strive not only to hold the base of our team together, but pay close attention to the career advancement and professional growth of our
employees. The combination of these two factors acts as a guarantee of the stability
and dynamic growth of our team and its future.
The quality of our personnel is demonstrated not only by the numbers. For the
almost 10 years of its existence, REGION’s success has been based on strong principles
of corporate culture. We see the professional development of the Group’s personnel
as one of the most important factors in its overall growth and its financial success.
Excellence in their field of activities is one of the most important responsibilities of
every one of the Group’s employees. As a result, the development of our personal is
the responsibility of the REGION Group and our staff themselves, and represents the
greatest stimulus for ensuring the professionalism of our employees and loyalty to the
Group’s clients.
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Largest Russian investment companies by securities
trading turnover in 2004, $ mln
Rank

Name

Securities trading turnover

Turnover per employee

1

BrokerCreditService

54.702

187

2

UFG

41.290

194

3

Troika Dialog
Group

38.022

268

4

Aton

29.445

213

5

VEO-Otkrytie

24.691

374

6

Renaissance
Group

23.848

341

7

East Capital IC

19.599

594

8

UralSib Group

18.580

326

9

Clearing Stock
Centre IC

17.476

514

10

Veles Capital IC

17.308

865

11

Finam

15.723

98

12

Metropol IFC

13.634

93

13

Kapital Group

8.221

83

14

REGION Group

7.635

182

15

Vitus IC

3.520

107

16

Russian FundsProspekt

3.318

74

17

Univer IC

3.290

100

18

AVK Group

2.620

114

19

Universal
Invest

1.785

56

20

Brunswick UBS

1.763

98

21

OLMA Group

1.736

58

22

Solid IFC

1.734

12

23

Geleum IC

1.720

191

24

Rinko

1.687

169

25

ENERGOCAPITAL

1.630

30

Source: NAUFOR Rating Agency
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NAUFOR Ratings Agency

REGION Investment Company individual rating –
AA (Very High Quality). One of Russia’s biggest investment
companies. Company specialization – operations with promissory
notes, corporate bonds and other long-term instruments.
The company has professional experience in the finance
raising, financial consulting and providing assistance with
the development and implementation of financial projects.
The company’s development strategy is directed toward increasing
its presence in the long-term instruments’ market, along with
the further development of the company’s other business directions.
Its plans include moving into Western markets. The company
boasts a well-developed system of risk management, implemented
by professional managers. The company’s activities have been
characterized by stable growth in profitability. With a significant
increase in its registered capital, the company now has increased
growth prospects. The company has good indicators for capital
liquidity and sufficiency. Further, it should be noted that
the company’s client base has exhibited strong growth.
The company has stable sources of short-term financing.
The company’s audits are prepared according to Russian
and international accounting standards
by PricewaterhouseCoopers.

”REGION”-2004:

Feb. 27, 2004
REGION Asset Management
won the tender to manage
the pension reserves
of the Khanti-Mansiisk
non-state pension fund.

May 19, 2004
The general director
of REGION Investment
Company, Sergei Sudarikov,
was re-elected to the
NAUFOR board
of directors.

May 21 2004
REGION Depository Company
was given the go-ahead for a
license to carry out specialized
depository activities for investment, market investment and
non-state pension funds.

July 28, 2004
The formation of the limited
real estate investment fund
”Long-term Investment”,
under the management
of the REGION Development
was completed, representing
the Group’s first real estate
investment fund.

Aug. 18, 2004
REGION Brokerage Company
became the holder
of a 2.145-percent
share in the RTS
stock market.

Sept. 16, 2004
The Surgutneftegaz
non-state pension fund
transferred its pension reserves
under the management
of REGION Asset Management.

DAY

Sept. 23, 2004
The Expert RA ratings agency
raised the reliability rating
of REGION Asset Management
from ”A” to ”A+”
(High level of reliability,
medium reliability within
its class).

BY

DAY

Sept. 24, 2004
The general director of REGION
Investment Company,
Sergei Sudarikov, was included
in the list of Russia’s 1,000
most professional managers,
compiled for the fifth time
by the Russian Association
of Managers and the
Kommersant Publishing House.

Nov. 2, 2004
The REGION Depository
Company was given an ”AA” rating (very high reliability)
by PARTAD/INFI.

Nov. 30, 2004
The general director of REGION
Financial Consultants,
Vladimir Galkin, was named
to the board of directors
of the Professional Institute
of the Emission and Circulation
of Fund Instruments (PROFI)

Dec. 9, 2004
The REGION Group 2003 annual
report was voted the best
among professional participants
in the securities market
at the 7th Contest for Annual
Reports held by the RTS stock
market and Securities
Market magazine.

Dec. 24, 2004
The REGION Depository
Company received certification
from PARTAD for conformity
with depository activities
standards.
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INVESTMENT COMPANY
REGION GROUP
Summarised Consolidated Financial
Statements Derived from the Audited
Consolidated Financial Statements
31 December 2004
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ZAO PricewaterhouseCoopers Audit
Kosmodamianskaya nab. 52/5
115054 Moscow
Russia
Telephone +7 (095) 967 6000
Facsimile +7 (095) 967 6001

AUDITORS’ REPORT ON THE SUMMARISED
CONSOLIDATED FINANCIAL STATEMENTS
To the Board of Directors and Shareholders of ZAO “Investment company “REGION”:
The accompanying summarised consolidated financial statements have been derived
from the consolidated financial statements of ZAO “Investment company “REGION”
Group for the year ended 31 December 2004. These summarised consolidated financial statements are the responsibility of the Group’s management. Our responsibility is
to express an opinion on whether these summarised consolidated financial statements
are consistent, in all material respects, with the consolidated financial statements from
which they were derived.
We have audited the consolidated financial statements of ZAO “Investment company
“REGION” Group for the year ended 31 December 2004, from which these summarised consolidated financial statements were derived, in accordance with
International Standards on Auditing. In our report dated 25 October 2005 we
expressed an unqualified opinion on the consolidated financial statements from which
the summarised consolidated financial statements were derived.
In our opinion, the accompanying summarised consolidated financial statements are
consistent, in all material respects, with the consolidated financial statements from
which they were derived.
For a better understanding of the Group’s consolidated financial position and the consolidated results of its operations for the period and of the scope of our audit, the
summarised consolidated financial statements should be read in conjunction with the
consolidated financial statements from which the summarised consolidated financial
statements were derived and our audit report thereon.

Moscow, Russian Federation
25 October 2005
The firm is an authorized licensee of the tradename and logo of PricewaterhouseCoopers.

244 280

247 027
225 136

Investment in associates

Receivables
from broker-dealers

Payables to broker-dealers

69 816

Total assets

Liabilities

48 351

35 289
5 358 576

Other assets

180 558

4 603 193

430 127

488 849

Originated loans

9 948

22 817

Receivables
from customers

173 887

127 657

3 085 997

4 048 742
69 937

482 946

220 779

2003

Investment securities
available for sale

Trading securities

Cash and cash equivalents

Assets

2004

Investment Company REGION Group Consolidated Balance Sheet
as at 31 December 2004 (in thousands of Russian Roubles)

Investment Company REGION Group
Summarised Consolidated Financial Statements Derived from the Audited Consolidated Financial Statements
(in thousands of Russian Roubles)
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5 401
24 270

5 946
24 333

Other liabilities

Deferred tax liability

53 915
707 615

97 393
742 283
5 358 576

Retained earnings

Total shareholders’ equity

Total liabilities
and shareholders’ equity

The consolidated financial statements, from which the above summarised consolidated financial statements have been derived,
are available from ZAO “Investment company “REGION” located at Verkhnyaya Krasnoselskaya st, 11a, bld.6 upon request.

4 603 193

320

595 988
119

595 988

57 392

17 910

7 892

48 783

3 877 668

4 608 401

Cumulative
translation reserve

Share premium

Share capital

Shareholders’ equity

Minority interest

Total liabilities

1 190 871

2 308 959

Promissory
notes issued

239 998

Borrowings

2 236 570

107 681
2 091 666

Client funds
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50 729 149

12 651
12 455

Investment advisory fees

Asset management fees

●

●

(Loss)/ gain arising from disposal of subsidiary

(1 228)

5 183

13 895

Brokerage and depository fees

Dividends received

22 630

Underwriting fees

●

127 295

—

334 552

(50 394 597)

●

Commissions:

Interest income

Net loss arising from disposal
of investment securities available for sale

Net income arising
from trading securities

Cost of sold trading securities

Revenue from sales of trading securities

Revenues

2004

67 384

84

7 354

13 488

8 759

-

85 070

(2 773)

297 239

(45 569 710)

45 866 949

2003

Investment Company Region Group Consolidated Balance Sheet
as at 31 December 2003 (in thousands of Russian Roubles)

Investment Company REGION Group
Summarised Consolidated Financial Statements Derived from the Audited Consolidated Financial Statements
(in thousands of Russian Roubles)
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—
41 369

(284)
95 854

The consolidated financial statements, from which the above summarised consolidated financial statements have been derived,
are available from ZAO “Investment company “REGION” located at Verkhnyaya Krasnoselskaya st, 11a, bld.6 upon request.

Net profit

Minority interest

41 369

96 138

(13 835)
(13 211)

Income tax expense

Profit after taxation

34 955
109 973

2 747

75 018

352 677

50 014

5 748

70 759

226 156

427 695

6 026

(54 936)

—

54 580

Profit before taxation

Share of profit after tax of associate

51 833

Total expenses

Profit from operations

96 305
479 316

Operating expenses

6 443

116 528

Employee compensation and benefits

Commissions and brokerage fees

287 040

531 149

4 244

—

(528)

Interest expense

Expenses

Total revenues

Other income

Loss arising from disposal of associate

Loss arising from disposal
of shares in subsidiaries
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Largest Russian investment companies
by equity in 2004, $ ‘000
Rank

Name

Equity, $ mln

1

Russ-Invest IC

113.895

2

Rinko

3

Kapital Group

92.586

4

Global Invest

42.190

5

KM Invest

33.715

6

Trinfico Group

26.008

7

Intrast

25.684

8

UralSib Group

25.343

9

REGION Group

22.083

10

Metropol IFC

20.212

11

Clearing Stock
Centre IC

17.033

12

Neftel

16.718

13

Alemar

14.050

14

Troika Dialog
Group

12.869

15

Interfin Trade FC

12.753

16

BrokerCreditService

12.205

17

TCL International

12.193

18

Invest-Center

10.061
9.369

97.519

19

Solid IFC

20

Megatrustoil FC

21

Aton

7.433

22

United Finance

7.298

23

UFG

6.712

24

Veles
Capital IC

25

KIK IC

Source: NAUFOR Rating Agency

7.711

6.596
5.744
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Largest Russian investment companies
by assets in 2004, $ ‘000
Rank

Name

Assets

1

Kapital Group

488.369

2

Troika Dialog
Group

320.208

3

Metropol IFC

235.206

4

Veles Capital IC

218.501

5

Rinko

194.567

6

REGION Group

189.286

7

MFC Securities

137.640

8

UFG

137.057

9

Aton

121.850

10

Russ-Invest IC

116.882

11

TatInC IC

102.370

12

Megatrustoil FC

84.543

13

Clearing Stock
Centre IC

83.324

14

KM Invest

73.758

15

Trinfico Group

70.309

16

Russian
Funds-Prospekt

48.377

17

BrokerCreditService

41.979

18

VIKA-Broker

36.084

19

Solid IFC

29.788

20

Univer IC

29.628

21

Mekom

28.696

22

Finam

27.983

23

Invest-Center

27.842

24

Renaissance
Group

27.510

25

Accord-Invest

Source: NAUFOR Rating Agency

27.488
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Securities trading

”In England, you see,” went on Stane, ”one progresses more
through favor and the friendship of financial as well as social groups
than through particular individuals, however gifted they may be.
And if you are not well and favorably known to certain groups
and accepted by them, it may be difficult to procced. You follow me?”
Theodore Dreiser ”The Stoic”
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Shown in photo (left to right)
Victoria Skrypnik, senior sales manager
Igor Pavlov, head of treasury
Elena Shekhurdina, senior sales manager
Sergei Guminsky, head of the bond market operations department
Valentina Novikova, senior sales manager
Pavel Golyshev, senior sales manager
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In many places, tentative agreements were made to purchase shares
of his holding company which was presently to be organized in order
to take over all the lines. For each share of lines taken over, three
shares in his own major company were to be paid.
Theodore Dreiser ”The Stoic”
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REGION
Brokerage Company
Securities Trading
General Director
Alexei Kuznetsov
Born Dec. 1, 1964. Alexei Kuznetsov is a graduate of the Moscow Higher School of
Technology.
He holds a series 1 qualification (broker and dealer activities and securities management) from the Russian Federal Securities Commission.
Kuznetsov joined REGION in 1997 as a specialist in the department of development,
and was named head of the client services department in 1999. He later moved to the
posts of the head of the promissory note department, head of the securities operations management department, and then director of trade and client operations. He
has headed the REGION Brokerage Company since 2003.

REGION GROUP ANNUAL REPORT 2004

42 TRADING OPERATIONS

he REGION Brokerage
Company is the center
of the Group’s trading
operations. The company specializes in
operations on debt markets and with the
shares of second-echelon companies. The
total volume of operations carried out by the
company in 2004 grew by over 15 percent to
reach a level of $7.5 million (including operations between companies within the group).
Given the fact that the same indicator grew
by 100 percent in 2003, the numbers are
clearly positive. We not only maintained our gains from the previous year, but were
able to continue to grow.
Throughout its existence, the traditional direction for REGION has been operations on the promissory note market, a sector in which we have been the leader for
a number of years. According to the 2004 results, REGION was the winner of the
national Stock Market Elite 2004 contest in the Promissory Note Company category. However, the structure of trade turnover for the Group changed in this year.
The promissory note market remains our priority. The volume of operations in this
area remained virtually unchanged from the year before, but the share of overall
operations represented by promissory notes fell. Thus, while remaining a leader in
the Russian promissory note market, the REGION Group of companies has seriously diversified its income base with respect to assets, increasing its activities with
bonds and promissory notes.
The trade management scheme implemented within the REGION Group
includes a policy of cooperation between its member companies and a standard scheme of activities on debt and share markets.
The REGION Brokerage Company offers its clients the opportunity
to carry out operations with a broad spectrum of financial instruments –
shares of Russian enterprises and banks, corporate, municipal and regional bonds, promissory notes, futures and options, and shares in investment
funds.
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REGION – winner
of the national Stock Market Elite 2004
competition in the Promissory
Note Company category

Structure of trading volume
of REGION Group in 2000 — 2003
Promissory Notes

Bonds

Shares

2000

97.58

1.25

1.17

2001

94.30

0.93

4.77

2002

83.50

5.70

10.80

2003

83.20

9.41

7.39

2004

70.50

18.56

10.94
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Largest Russian investment companies by securities trading
on securities exchanges in 2004, $ mln
Rank

Name

1

Aton

Turnover

24.247

2

BrokerCreditService

23.060

3

Troika Dialog
Group

20.843

4

VEO-Otkrytie

18.363

5

Finam

15.519

6

UFG

13.017

7

UralSib Group

10.621

8

Renaissance
Group

9.313

9

Kapital Group

4.295

10

East Capital IC

3.539

11

AVK Group

2.598

12

Metropol IFC

13

Vitus IC

14

Geleum IC

2.212
2.099
1.718

15

ENERGOCAPITAL

1.581

16

Solid IFC

1.562

17

REGION Group

1.504

18

Elemte IC

1.416

19

OLMA Group

1.318

20

Garant-M

1.304

21

MEG Invest

1.240

22

Interfin Trade FC

1.169

23

Russian
Funds-Prospekt

1.134

24

CentreInvest
Securities

1.057

25

IFG Partner

Source: NAUFOR Rating Agency

810
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Largest Russian investment companies by OTC market
turnover in 2004, $ mln
Rank

Name

Turnover

1

BrokerCreditService

31.604

2

UFG

28.273

3

Troika Dialog
Group

17.179

4

Clearing Stock
Centre IC

17.131

5

Veles Capital IC

16.982

6

East Capital IC

16.753

7

Renaissance
Group

14.535

8

Metropol IFC

11.422

9

UralSib
Group

7.959

10

VEO-Otkrytie

6.327

11

REGION Group

6.131

12

Kapital Group

3.925

13

Aton

3.732

14

Univer IC

3.094

15

Russian
Funds-Prospekt

2.188

16

Rinko

1.687

17

Vitus

1.422

18

Brunswick UBS

1.269

19

Universal
Invest

1.239

20

SP Securities

21

Euroinvestfinance

844

871

22

Lenmontazhstroi IC

806

23

Megatrustoil FC

733

24

Sovlink

691

25

Gambit Securities BC

621

Source: NAUFOR Rating Agency
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Largest Russian investment companies by brokerage
transactions in 2004. $ mln
Rank

Name

Turnover

1

BrokerCreditService

49.070

2

UFG

40.406

3

Troika Dialog
Group

4

Aton

5

VEO-Otkrytie

24.667

6

Renaissance
Group

23.757

7

UralSib Group

17.954

8

Finam

15.517

9

East Capital IC

14.932

10

Clearing
Stock Centre IC

12.191

11

Metropol IFC

12

REGION Group

7.492

13

Veles Capital IC

5.512

14

Kapital Group

3.584

15

Vitus

3.431

16

Russian
Funds-Prospekt

3.150

17

AVK Group

2.611

18

ENERGOCAPITAL

1.619

31.097
28.161

10.242

19

OLMA Group

1.614

20

Solid IFC

1.454

21

Garant-M

1.292

22

Univer IC

1.238

23

Brunswick UBS

1.178

24

CentreInvest
Securities

1.130

25

Euroinvestfinance

1.042

Source: NAUFOR Rating Agency
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Most client-oriented investment companies
in Russia in 2004
Rank

Number of clients

Name

of which, Individuals

Total

1

BrokerCreditService

8697

6970

2

OLMA Group

7139

6937

3

Finam

6911

6911

4

Troika Dialog
Group

6006

3142

5

AVK Group

5301

4617

6

Aton+

4364

2900

4002

3281

2911

2550

2406

2141

1927

1671

7

Alor-Invest

8

Alor+

9

Otkrytie BH

10

ENERGOCAPITAL

11

Solid IFC

1867

1730

12

UralSib Capital

1856

1046

13

Elemte IC

1799

1745

14

Unicom Partner

1721

1660

15

Perspectiva Plus IC

1427

1391

16

Web-invest.ru

1315

931

17

Dohodnyi Dom

809

804

18

Baltic
Financial Agency

763

432

19

Ricom-Trust IC

757

708

20

VIKA-Broker

660

613

21

Zerich Capital
Management

627

519

22

Pioritet FC

584

469

23

REGION Group

499

300

24

CentreInvest
Securities

448

300

25

Vitus

419

386

Source: Kommersant DENGI
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Dept market
operations
REGION Brokerage Company
offers the following services for operations on debt markets:
1) for issuers, including promissory
notes – placement and underwriting of
securities, the development of demand
in the securities market and services to
help attract financing by means of the
emission of promissory notes;
2) for investors – the closing of
deals for the sale and purchase of
securities on the stock market and
over-the-counter markets, and REPO
transactions.
As a result, both issuers and investors are offered a full range of depository services allowing them to work securely with securities documents. REGION Brokerage
Company offers a full range of services for the emission of debt instruments, as well
as a full range of services for both issuers and investors working on debt markets.

REGION Financial Consultants

Mechanisms for Work with Debt Markets
cooperation
with investors

organization
of securities emission

Issuers
(including
of promissory notes)

organization
of market listing

issuing of securities
by issuers

demand
development
on securities
market

placement
of securities

promissory
note issues

REGION Brokerage Company
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Over the past year, not only has
our turnover in operations on securities markets grown, but our client
base also rose to a level 89-percent
higher than in 2003. By the end of
the year, the list had grown to over
500. Over that same period, the
number of issuers, including of
promissory notes, with whom we
work also grew significantly. As a
result, the total volume of bond issues in which the Group took part as organizer,
underwriter or co-underwriter was $1.8 billion. Last year the Group helped enterprises and banks attract financing by way of the emission of over $156.2 million in
promissory notes.
Our bond-issue and circulation clients included Tatfondbank, YuTair, Southern
Telecommunications Company, Uralsvyazinform, Tulachermet, Salyut-Energiya, the
Irkutsk, Nizhny Novgorod, Voronezh and Krasnoyarsk regions, and the cities of
Krasnoyarsk, Tomsk and Novosibiirsk.
By its 2004 results, REGION Brokerage Company occupied the 15th place among
Russian underwriters, according to the information agency Cbonds, and 10th place in
the ratings of municipal bond underwriters.

safekeeping
of securities

Investors

sale and
purchase
deals

REPO
deals

REGION Brokerage Company

REGION Brokerage Company

domiciliation
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Largest Russian investment companies
by dealing transactions in 2004. $ mln
Rank

Name

Turnover

1

Veles Capital IC

11.622

2

Aton

6.274

3

Troika Dialog
Group

6.079

4

Metropol IFC

3.380

5

Kapital Group

3.209

6

Rinko

1.687

7

MEG Invest

1.198

8

Univer IC

1.180

9

Universal-Invest

1.026

10

REGION Group

978

11

UFG

925

12

Konto

881

13

Megatrustoil FC

794

14

Gambit
Securities BC

708

15

Invest-Center

670

16

RUSS-Invest

667

17

Brunswick UBS

585

18

Alemar

557

19

Interfin Trade FC

489

20

UralSib Group

437

21

TatInC IC

407

22

TCL International

395

23

Euroinvestfinance

359

24

CentreInvest
Securities

301

25

Accord-Invest

274

Source: NAUFOR Rating Agency
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Largest Russian investment companies
by volume of bonds operations
in 2004, $ mln
Rank

Name

Volume

of which (%)
Government+Municipal

Corporate

1

Wen-invest.ru

25252

62.5

37.5

2

East Capital IC

8366

1.1

98.9

3

Troika Dialog Group

8252

46

54

4

UralSib Group

2437

42.5

57.5

5

AVK Group

1648

96.5

3.5

6

REGION Group

1417

44.9

55.1

7

Aton

1154

30.4

69.6

8

Megatrustoil FC

721

44.3

55.7

9

Russian Funds-Prospekt

485

30.4

69.6

10

Alfa Capital MC

475

30.4

69.6

11

Kapital Group

442

21.9

78.1

12

Solid IFC

425

62.5

37.5

13

Clearing Stock Centre IC

376

14.5

85.5

14

Universal-Invest

254

62.2

37.8

15

BrokerCreditService

194

18.1

81.9

16

VIKA-Broker

164

n.a

n.a

17

Trinfico Group

132

49.3

50.7

18

Univer IC

118

11.3

88.7

19

Analitic Center MC

94

36

64

20

Interfinance FIC

88

41.2

58.8

21

UFG

82

n.a

n.a

22

PIOGLOBAL Asset
Management

69

43

57

23

Otkrytie

68

26.3

73.7

24

Alor Invest

66

23.9

76.1

25

RUSS-Invest

57

3.8

96.2

n.a. - not available
Source: Kommersant DENGI
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The municipal
and corporate bond
market – 2004
The last year, despite unfavorable market
conditions, was one of continued development in the corporate and municipal bond
market, with the volume of circulation rising
by 40 and 50 percent, respectively.
By our calculations, the total volume of
ruble-denominated bonds on the Russian
market grew by 70 percent and, at the
beginning of 2005, the nominal value stood at $34,2 billion. Federal securities
account for about 59 percent of this total, and their volume in circulation rose over

Structure
of the Ruble-denominated
bonds market

40
35
30
25
20
15
10
5
0
01.01.04
Federal bonds

Municipal Bonds

01.01.05

Corporate bonds

the past year by 77 percent and reached about $20.1 billion in nominal terms at the
beginning of 2005. At the same time, regional governments also became more
active in this area, although their part of this market remained more modest, at
about 13 percent. The total value of regional bonds in circulation was about $4.5 billion, representing a 50-percent rise over the previous year. The corporate bond market grew, by our calculations, by 66 percent over the previous year, and the total
volume at the beginning of 2005 was, in nominal terms, about $8.1 billion (28 percent of the total market).
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The average daily turnover in market and non-market secondary market corporate
bonds was about $111 million in 2004, that for municipal bonds was about $76.4 million, and that for federal bonds about $34.7 million. The share of total turnover for
corporate bonds was about 49 percent, while that for municipal bonds was about 35
percent. The volume of turnover on the secondary market for corporate bonds rose by
about 30 percent over the year.
Despite the share held by federal paper on the ruble-denominated debt market,
investment in these instruments is highly unattractive. The maximum rate of return
on the longest term emissions (which mature in 2018) is about 8 percent at present. Further, practically the entire market is controlled by large commercial banks
(with Sberbank leading the way) and the Russian Pension Fund, who together
account for from 60 to 70 percent of the entire market. Beginning in May 2004,
the federal bond market, unlike its municipal and corporate counterparts, ceased
to react to any external factors.
The year 2004 began with the continued decrease in the yields of bonds, which continued until the beginning of April, when a number of very important events had an influence on their competitiveness of the market and the beginning of growth in yields were

Comparison of the yield
of ruble-denominated bonds,
% P.A.

13,00
12,00
11,00
9,00
8,00
7,00
6,00
Jan. Febr. March April May June July
Federal

Municipal

Aug. Sept. Oct. Nov. Dec.

Corporate

generated by two particular factors. First of all, the situation on the world debt market,
where there was a re-evaluation of expected rises in interest rates after increases in the
U.S. Federal Reserve rate. Second, there was a change in the prognoses on the part of
investors with regard to the dynamics of the strength of the dollar. This led to comments
in April from the head of the Russian Central Bank, Sergei Ignatiev, that the Central Bank
would not allow the real value of the ruble to appreciate by more than 7 percent in 2004.
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Further, the situation on debt markets was exacerbated in the summer by the socalled inter-bank ”confidence crisis”, which occurred in June and July. Taking into
account the fact that banks are the chief investors in the municipal and corporate
bond markets, there were concerns over mass demand for securities in the event of a
ruble liquidity crunch and the inability of many small and medium-sized banks to find
refinancing on the Inter-Bank credit market.
During the worst moments of the crisis, percentage returns fell, first of all affecting bonds from issuers in the first echelon (grade), followed by those in the lower echelons (after the success of a number of tenders). Moreover, the change in the trend
on the currency market and the announcement at the beginning of October last year
by the international ratings agency Moody’s about a possible raising of Russia’s credit
rating served as additional factors in supporting upward tendencies in the rubledenominated bond market.
The City of Moscow is the largest issuer in the municipal bond market, with the volume of its bonds reaching about $2.1 billion, in nominal terms, at the end of 2004,
while the figure at the beginning of the year had been $1.2 billion (representing
growth of 64 percent). The volume of total bonds from other regional governments
grew by 80 percent and stood at about $2.3 billion, in nominal terms, by the end of
the year. The biggest issuers were the Moscow region ($507 million), St. Petersburg
($382 million), the Khanty-Mansiisk Autonomous District ($139 million) YamaloNenets Autonomous District ($132 million), Novosibiirsk region ($121 million rubles),
Krasnoyarsk region ($104 million) and Novosibiirsk ($104 million).
At the end of 2004, the Russian corporate bond market included 218 issues from 177
issuers, the largest of which were Gazprom ($694 million),
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Russian Railways ($415 million), CentreTelecom
($285 million), Russian Aluminum ($278 million)
Vneshtorgbank ($243 million), Uralsvyazinform ($243
million), Southern Telecommunication Company ($226
million) and LUKoil ($208 million). Twenty different
sectors are represented among the issuers, with three
sectors accounting for 45 percent of the market –
banking and finance companies (16 percent), telecommunications companies (15
percent) and oil and gas companies (14 percent).
By our estimates, the municipal and corporate bonds market should continue to
grow in 2005. From one side, this will be the result of the narrow base of issuers
both among the regions and corporate clients. From the other, the drop in percentage returns on bonds that occurred in 2004 makes this form of drawing
investment relatively attractive. At the beginning of 2005, the total volume of
emissions for corporate clients alone stood at more than $3.5 billion. With regard
to returns, there will be at least two factors that will have a serious, and opposite,
influence on the market in 2005. Fueling growth pressure on returns will be the
general tendency on world markets to follow U.S. Federal Reserve rates higher. A
contrasting downward pressure could come from possible further strengthening of
the ruble (as a result of high world oil prices and increased export revenues), an
expected increase in the credit ratings both of Russia and Russian issuers and an
expected increase in the number of foreign investors looking for places for their
money in Russia.
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Ranking of bond underwriters in 2004
Rank

Name

Value of bonds issued,
$ mln

Number of issuers

Number of issues

1

Rosbank

578

23

34

2

Vneshtorgbank

546

33

43

3

Industry
& Construction
Bank
(St. Petersburg)

544

27

36

4

Bank of Moscow

410

16

24

5

Web-Invest Bank

380

23

34

6

Bank Soyuz

357

44

55

7

Renaissance
Capital

276

7

15

8

MDM Bank

230

16

23

9

Zenit Bank

228

14

20

10

Petrocommerce
Bank

225

15

22

11

UralSib

215

16

16

12

Sberbank

209

12

20

13

International
Moscow Bank

174

16

23

14

AVK IC

173

4

14

15

REGION BC

167

15

23

16

Citibank

165

6

12

17

TRUST IB

164

7

13

18

Drezdner Bank

156

10

16

19

ABN Amro Bank

153

10

18

20

NOMOS-Bank

152

15

21

21

Troika Dialog IC

149

5

9

22

Promsvyazbank

148

14

14

23

Gazprombank

132

10

13

24

Deutsche Bank

130

7

9

25

ING Bank

106

8

14

Source: Cbonds
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Ranking of municipal bonds underwriters
(ruble denominatied bonds) in 2004
Rank

Name

Value of bonds issued,
$ mln

Number
of issuers

Number
of issues

1

Rosbank

325

12

21

2

Vneshtorgbank

219

8

17

3

Industry
& Construction
Bank (St.Petersburg)

179

5

11

4

Web-Invest Bank

170

11

18

5

Soyuz Bank

169

17

26

6

Sberbank

166

7

15

7

AVK IC

149

3

13

8

Bank of Moscow

147

3

10

9

Zenit Bank

127

4

9

10

REGION BC

122

9

17

11

Citibank

108

1

7

12

Troika Dialog IC

97

2

6

13

TRUST IB

89

2

8

14

MDM Bank

78

1

7

15

Renaissance Capital

65

2

8

16

Petrocommerce Bank

65

1

5

17

Drezdner Bank

59

1

7

18

NOMOS-Bank

58

3

9

19

ING Bank

56

1

7

20

International
Moscow Bank

54

2

8

21-24 ABN Amro Bank

52

1

7

21-24 Elektronika Bank

52

1

7

52

1

7

52

1

7

49

1

7

21-24

International Bank
of Saint-Petersburg

21-24 Menatep SPb
25

Bank
of Khanty-Mansiysk

Source: Cbonds
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Promissory note market – 2004
The past year was difficult and contradictory for promissory
note market participants. On one hand, the summer crisis of
trust with relation to the banking sector virtually paralyzed the
promissory market for a length of time, and a number of issuers of promissory notes
offered to restructure their debts. On the other hand, the market was able to overcome these difficulties and recoup its lost position by the end of the year.
To provide an exact figure for the volume of the promissory note market (i.e., the
volume of publicly circulating promissory notes) would be practically impossible but,
according to experts, their value is from $3.6-7.2 billion to $10.8-12.6 billion. Given
this, the total volume fell over the past year by 10 to 15 percent. The prime cause of this
was the banking confidence crisis, which caused a narrowing in the market of promissory notes issued by banks and a fall in the demand for the paper of third-echelon
non-credit organizations, as well as shrinkage in the promissory note programs on the
part of major industrial enterprises (such as Gazprom and TNK). As a result, at the end
of 2004, our analysis shows that the portion of the debt market occupied by promissory notes fell to 29 percent, from a figure of 43 percent figure at the beginning of
the year. As a result, the promissory note market remains in second place by volume of
paper among the different segments of the debt market and remains first in the corporate debt market.
The promissory note market remains the most liquid of Russia’s debt market sectors
– the daily turnover on the promissory note market, according to various experts, is
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from $100-175 million to $350-520 million (we put the value at about $175 million). It
is important not to overlook the fact that, during the banking confidence crisis and for
one or two months afterwards, the liquidity of the promissory note market was significantly smaller.
The year 2004 began with a significant drop in the yield of promissory notes in
January, while the rate of returns showed little movement from this point up to April.
From April onward, upward tendencies dominated, with the peak coming in June and
July, prior to the banking crisis. Following this, the profits on the promissory note market remained lower, as indicated by the dynamics of the RUX-REGION promissory
note market index. The banking crisis had a severely negative effect on the promissory
note market. On the one hand, it explains the prevalence of bank promissory notes on
the market and, on the other, the fact that banks were the most active participants on
the market. In July and August 2004, the promissory note market was virtually paralyzed, with demand being limited to issues from Sberbank and Vneshtorgbank.
Gradually, the range of traded papers grew, with state banks and large private banks
leading the way. The market only finally began to stabilize in October.
At the same time, the division into different echelons in the market became more
distinct. The yield of bank promissory notes fluctuated within a range of 4 to 6 percent from first-echelon issuers (Sberbank and Vneshtorgbank).
At the same time, the division between the different echelons in the market
grew more distinct. The profits from bank-issued promissory notes at present
varies from a range of 4 to 6 percent for paper issued by banks in the first echelon
(Sberbank, Vneshtorgbank) to 10 to 14 percent annually for bonds issued by the
so-called ”third echelon” (depending on the maturity period). The profits available
from reliable banks in the second echelon are in the annual range of 6 to 9 percent,
again depending on the maturity period. At present securities from industrial and
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turnover on the rubledenominated debt market
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retail concerns are also available on the promissory note
market. According to our calculations, the share of the
market held by non-banking sector promissory notes is
about 20 percent (at the beginning of 2004 this figure
was about 30 percent, while the figure for the start of
2003 was about 50 percent). According to a survey by
NQS in the fourth quarter of 2004, respondents identified only 32 of a total of a total of 129 non-bank issuers
of promissory notes (or about 25 percent) as ”reliable”.
According to data from Russia’s Central Bank, the total value of promissory notes
in circulation at the beginning of 2005 was about $2.8 billion, compared to a value
of $5.4 to 6.1 million at the start of the year. Industrial concerns involved in issuing
promissory notes include such firms as Gazprom (although the volume of promissory notes it has issued has fallen significantly in the last two or three years), Alrosa
and TNK. But there is virtually no supply of promissory notes from these firms on
the market at present. There place has been taken by Salavatnefteorgsintez,
CentreTelecom, Southern Telecommunication Company, Baltiysky zavod, PIK and
others (it is difficult to determine the volume in these cases due to changes in
reporting standards in 2004).
At the same time, a large number of small and medium-sized companies have been
actively attracting financing by the developing and putting into practice programs on
long-term debt markets. As a result, these companies have paid careful attention to
questions related to openness of information and relations with potential investors. It
is worth noting that the conditions for borrowing were more advantageous in the first
half of 2004, and interest in promissory notes from second and third-echelon issuers
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Largest Russian investment companies
by volume of promissory notes operations
in 2004
Rank

Name

Volume of promissory notes
operations, $ mln

Share in total turnover (%)

1

Clearing
Stock Centre

16749

96.5

2

Veles Capital IC

12630

92.8

3

REGION Group

5351

70.1

4

Univer IC

2166

71.2

5

Universal-Invest

1061

56.5

6

Russian
Funds-Prospekt

924

23

7

Kaptial Group

713

9.2

8

Atlantika. Finance
& consulting

299

93

9

Megatrustoil FC

254

17.5

10

Financial Bridge IC

213

10.9

11

VIKA-Broker

180

6.8

12

Alemar

172

20.9

13

RusInvestClub

142

79.8

14

SteepleChase IC

141

100

15

IFG Partner

96

11.2

16

University IFC

94

29.9

17

UralSib Group

85

0.5

18

Web-invest.ru

83

0.2

19

Vitus

83

1.6

20

Eltra IC

80

9.4

21

Elemte IC

80

5.1

22

Analitic Center MC

76

22.2

23

East Capital IC

75

0.3

24

Interfinance

65

41.1

25

Alfa Capital MC

60

9.3

Source: Kommersant DENGI
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fell sharply after the banking crisis. A partial rebound in this market only occurred in
late October, but the annual rates of return were of the order of 14 to 15 percent or
higher. Notable among these issuers were the airline UTair, AkTekh, INPROM, Incom
Realty Corp, Baltiysky zavod and First Mortgage Company.
But the remaining volume in the market (according to our figures, about 80 percent) belongs to banks attracting financing on the promissory note market. These
operations are beneficial for the banks and for the investors purchasing the promissory notes. Banks are able to broaden their resource base significantly through operations on debt markets (and this includes investment companies along with banks)
while purchasers have greater opportunity to place funds in short-term debt instruments. According to figures from the Central Bank, the total volume of circulating
promissory notes issued by banks was about $14.1 million (representing growth of 16
percent over the beginning of the year). Of these, the volume of ”market” promissory
notes (excluding those with maturity periods of longer than three years) was about
$8.2 million, or almost 74 percent of the total volume. Furthermore, the share of the
25 largest banks with promissory note issues account for over half of the total promissory note market, while the top 100 banks account for over 80 percent of the whole
market.
Despite widespread predictions that the promissory note market would be supplanted by that for bonds, this does not appear to be taking place. The main reason
for this is in the variety of goals and terms involved on the part of debt issuers.
The issuance of bonds, by their nature, represents the assumption of relatively
long-term debt, but the attraction of investment isn’t the only problem with which
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companies and enterprises have to deal. There is
often also the need to attract funds to cover the
current activities of an enterprise, and the raising
of these funds by way of issuing long-term bonds
is unrealistic, given that the time required to set up
a bond issue is from three to six months.
Conversely, for a company that is already known
on the debt market (for example, through previous
bond issues), a major promissory note issue can be organized in one or two weeks.
By their very nature, promissory notes represent instruments for the raising of
short-term funding and occupy a well-defined niche in among stock market
instruments.
With regard to new instruments, such as, for example, the issuing of so-called market bonds (commercial paper), according to pending legislation only those companies
that have already completed the procedure of listing on stock markets will be allowed
to issue these instruments for trading. As a result, the majority of commercial banks
(which presently form the main base of the promissory note market), state-owned
companies (such as Russian Railways and others) and any other company that is not
publicly traded will not be included.
Despite some problems with the circulation of promissory notes, the main one
being the documentary form of promissory notes and the associated risks this presents for investors (such as their theft, destruction, etc.), further improvements to the
infrastructure of the promissory market mean that it continues to hold promise for
the future. At the same time, it is important to note that promissory notes will continue only to be instruments for major investors (institutional investors, banks, large
enterprises, etc.).
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Stock market
operations
The Group’s specialization in share markets
is second-echelon securities. Thanks to our
clear common position with our clients, we
are able to accumulate blocks of securities
that, depending on market conditions, we sell
on the markets, including to strategic
investors. Our choice of investment objects is
dependent on a complex system of analytical
research.
REGION Brokerage company also provides a broad range of additional services,

Mechanisms of REGION Group Activities
on Securities Markets
market
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primary purchases
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consolidation
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decision
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Analytical research
Analysis of macroeconomic conditions

choice
of investment targets

Analysis of conditions
in economic sectors
Analysis of the financial,
economic and production
activities of issuers
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including internet trading, margin credit, the purchase of securities using bank overdrafts and REPO operations.
Understanding the importance of the stock exchange to the
Russian securities market, in 2004 we purchased a 2.145-percent share in the RTS. REGION Brokerage Company is a member
of both the RTS and of the Moscow Stock Exchange. Further, in
2004 we were accredited to operate on the newly organized
MICEX and RTS stock exchanges, meaning that we can now provide our clients with the ability to trade on the following markets:
● MICEX stock exchange
● RTS stock exchange
● St. Petersburg stock exchange
● RTS stock exchange FORTS futures market
● Over-the-counter market

Realization
of blocs
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Analysis
of market conditions

Client positions

REGION
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Internet trading
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RTS Index
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Stock Exchange
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The Russian stock
market in 2004
The changes in the valuation of Russian
shares in 2004 took place against a background of record world energy prices. The
average price of a barrel of Brent crude
was $38, an increase of more than 34 percent over the previous year. The main
cause of the increase in world energy
prices was not even the instability in the
supply market associated with the second Iraq war but, rather, increasing energy
demands from developing economies, and China in particular. The growth in export
revenues created a greater supply of funds on financial markets and, at the same time,
increased the attractiveness of companies in the oil and gas sector, which still account
for 60 percent of total Russian market capitalization.
Excess liquidity compelled banks to be active on the securities market, which
became the main factor in the increase in share prices. At the same time, the jump
in world energy prices formed the basis for the record financial results posted by
oil companies. However, the desire on the part of the government to control oil
profits meant that the financial results of oil companies were not as positive as
they had expected. This, in turn, put a limit on the increase in value of shares in the
oil sector.

Price dynamics
of different securities
instruments in 2004, %
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At the same time, the lack of close attention on the
part of the government allowed other companies in
other resource-based sectors, including lumber and
pulp and paper, coal and metals, to post excellent
results. Investment in these companies generated the
highest return over the past year.
The inflow of funds into the country also contributed
to an increase in purchasing power on the part of the
population, which resulted in strong performance on
the part of providers of goods and services, including
construction, food processing, retail, transport and
communications. Less impressive results were posted by manufacturing concerns,
which were somewhat crowded out of the market as a result of the increased purchase of imported goods fuelled by the jump in general purchasing power.
Characteristically, the positive conditions in the natural resources sector proved
stronger than the other factors that had a more negative effect on share prices. The
continuation of developments in the ”Yukos affair” had a negative effect on investors.
The company lost its most significant production asset, Yuganskneftegaz, and the
prospect of the loss of further assets in the future appeared increasingly more realistic. Further, the fact that Yukos was not alone in using profit-maximization schemes
in the past suggested that its difficulties could represent only the beginning of a number of problems for Russian oil companies.
The reform of the electricity sector that had served as a stimulus for growth
in the quotations of energy providers in the previous year and which had generated hope among investors for significant improvements in the financial indicators
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of generating companies, slowed
somewhat.
Hopes for the rapid creation of a
competitive electric energy market
were not realized, and the prospect of
receiving a large number of non-liquid shares in exchange for existing
liquid shares scared off a lot of
investors.
The negative character of indicators from Western markets and
economies also had a dampening
effect on Russian markets. The S&P
500 saw an increase in value of 9 percent, comparable to that for the RTS, but the correlation between the markets wasn’t noticeable. At the same time, increasing U.S.
interest rates made dollar denominated borrowing more expensive, reducing the
desire on the part of investors to place their money in developing markets.
Altogether, the growth in the stock market in 2004 was not as impressive as it had
been in the previous year, and created the necessity for investors to make careful
choices between instruments in which to put their funds. The importance of these
decisions is obvious to investors working on Western markets while, previously, those
purchasing Russian securities could base their decision on general conditions of economic growth in the country. As a result, investors did not always pay careful atten-

Russian and US Market
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tion to the analysis of particular issuers. The uninterrupted growth in the securities
market over the preceding four years was almost completely wiped out by the underperformance of shares in Russian companies, and the rises in Russian stock indexes in
2004 were not even sufficient to cover inflation.
At the same time, increases in market capitalization have made the stock market
useful for businesses as source for the attraction of long-term investment, the deficit
of which had been felt earlier. This created the preconditions for an increase in the
number of companies issuing shares publicly and the substantial growth in capitalization of the Russian stock market based on the broadening of the number of instruments in which funds could be placed. Thus, where two companies turned to the stock
market to attract funds from the market with initial offerings over the first six months
of 2004, another three issuers followed the same path in the year’s final months, and
even mid-sized companies began to give serious consideration to IPOs for attracting
investment.
In 2005, we can expect the appearance of shares on the market from over 10 new
issuers. Under these conditions, the necessity for changing strategies for investment
in the Russian market is clear. If an investor is incapable of carrying out an analysis on
the strengths of a large number of issuers – a number that is likely only to continue to
grow – he or she will need to turn to professional help or follow a number of derivative instruments provided by the market. The REGION Shares Fund mutual fund
brought investors a return of over 24 percent in 2004, at the same time that individual
work on the market would have brought a return of about 8 percent – the level of
growth in the RTS index for the year.
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Client service principles
The REGION Group’s ability to maintain a leading place in the Russian securities market has
been, to a large degree, the result of the observance of strict principles in its relations with
clients and the technology and techniques
involved in providing our services. We have continually worked to further develop and improve
these principles and technologies, and 2004 was
no exception.
Throughout 2004, REGION Brokerage Company paid great attention to the service
and services we provide to our clients. In order to broaden and further develop these
we took a number of measures with regard to our work, including the following:
● the assignment of a personal manager to every client;
● the introduction of a new internal accounting platform
● improvements to our system of risk management
● the introduction of a number of measures for the oversight of client services
● the availability of individual analytical reviews
● an increase in the number of servicing banks
● the introduction of new rate plans
The result of these improvements in customer service helped fuel an increase
of almost 100 percent in total turnover for REGION Brokerage Company in 2004.
The total volume of market operations grew by 5 percent over 2004, reaching $17.4
billion. Based on its 2004 results, REGION Brokerage Company was recognized
as the leading stock market operator in stock-focused mutual funds on the MICEX
market.
The results from 2004 indicate that we have opted for the right path of development. The respect for the interests of our clients, the number of which grew by
500 in the last year, along with the maximum possible reduction of risks when carrying out operations will always remain our priorities in developing our brokerage
business.
In 2005, the REGION investment Group is planning further development in its brokerage activities. Among the measures to improve the quality of our brokerage services, we plan to introduce a new Internet trading system, introduce valuation accounts
for clients, and introduce a new service for the creation of blocs of securities.

REGION Brokerage Company’s Basic Principles of Client Services
Conscientiousness
Conscientiousness in the fulfillment of contractual obligations to clients in buy-share
contracts or any other agreements in accordance with professional standards on securities markets.

Close Adherence to the Client’s Interests
The carrying out of the client’s orders immediately on their receipt, working only in the
interests of the client, and guaranteeing the best possible service in the execution of
the client’s requests.
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Personal Execution of the Client’s Orders
All instructions from the client are handled personally, with the exception of instances
where another broker holds power of attorney in a trade and this is covered in the
terms of our agreement with a client or we are forced to resort to this through force
of circumstance and only in accordance with the best interests of the client.

Confidentiality
Strict measures to maintain the confidentiality of the client, including name, payment
particulars and any other information provided in the process of carrying out a contract with the client, with the exception of information that is requested by regulatory agencies within their competency in accordance with the laws of the Russian
Federation.

Provision of Full Information to the Client
The provision of all necessary information to the client related to the fulfillment of the
client’s instructions and related to the purchase and securities buy/sell contracts.

Provision of Risk Information
The taking of all measures to explain to the client the characteristics of each transaction and the risks associated with it.

Absence of Price Manipulation
We are not engaged in the manipulation of prices, artificial rising or falling prices or
volumes, and in no such manner attempt to influence a client’s decision with regard to
the purchase or sale of securities.

Disclosure of Information
We disclose information about our operations on securities markets only in compliance
with the laws and regulations of the Russian Federation.

Guaranteed Security of Client Assets
We guarantee the security and individual accounting of securities and funds in accordance with the requirements of the regulatory acts of federal executive organs.

Timely Provision of Accounts to Clients
Within the time limits of brokerage activities, contractual agreement with the client
and Russian law, we provide accounts of the progress of assignments, issue reports on
movement in the funds and securities contained in the client’s account (including figures for stock market commissions and brokers’ fees) and any other documents connected with our contract with or actions on behalf of the client.

Protection of the Client’s Interests in Providing Information
Upon the request for a certain service, we inform
clients about rights and guarantees provided in accordance with the law ”About the Protection of the Rights
and Legal Interests of Investors in the Securities
Market” (Federal Law No. 46), as well as providing
information and documents required in relation to
them by the laws and regulatory acts of the Russian
Federation.

Adherence to Legal Requirements
Strict observance of the requirements of the legislation of the Russian Federation during activities on the
securities market.

REGION GROUP ANNUAL REPORT 2004

72 SECURITIES TRADING

One of Cowperwood’s methods of raising capital was the of the
holding company, an underlying organization which would bring
in sufficient money to buy the company which he wished to control
and the same time furnish him with the necessary share
for that control.
Theodore Dreiser ”The Stoic”
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REGION
Financial Consultants
Finance raising for banks
and enterprises
General director
Vladimir Galkin
Born July 5, 1967. Vladimir Galkin is a graduate of the Riga Higher Military Aviation
Engineering School and the Russian Government Financial Academy.
He is the holder of series 1 (broker and dealer activities on the securities market),
series 5 (investment fund, share investment fund and private investment fund management) and series 7 (corporate finance) qualifications from the Federal Securities
Commission.
Galkin joined REGION in 1998 as the head of the department for work with corporate clients. In 2000 he was named the head of the structured finance products
department and then, in 2001, headed the department for investment banking services. In 2002 he moved to overseeing corporate financing as the director of the department for the organization of corporate financing. He has been the head of REGION
Financial Consultants since 2003.
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n 2004 REGION
Financial Consultants
continued
work,
begun the previous
year, on the creation
and development of a complex of services
devoted to the attraction of financial
resources
on
securities
markets.
This has allowed us to join together in
a unified chain a range of services that
companies within the Group had already
been offering.
The range of services includes:
● preliminary analysis of the financial conditions of the client;
● creation of a program for the finance raising;
● provision of a detailed financial analysis and corporate audit of the company;
● implementation of a program for the attraction of financial resources;
● development of a strategy for long-term business development and financial
development through the use of various financial instruments
In the first stage, the specialists from REGION’s analytical research department
carry out a detailed analysis of the client’s activities. This includes and analysis
of financial and production results, as well as a determination of the current
conditions and prospects as a potential issuer on the market. On the basis
of this analysis, we create a program for raising finance that maximizes
the client’s ability to attract the required resources in accordance with the
client’s development strategy.
The REGION Group has long enjoyed a strong reputation on the market for
implementing successful programs for the attraction of debt financing. But
we understand that debt financing should not lead to a decrease in the financial stability of our clients. As a result, we offer our clients a diverse program
that includes a number of elements:
● promissory note program;
● bond issue program;
● long-term business development program.
Following the client’s approval of a program proposal, REGION conducts a
detailed analysis of the client’s business activities, as well as a corporate audit.
This allows us to ensure that the company enjoys a stable position on the mar-
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express analysis

detailed analysis
and corporate
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formation
of a program
for finance
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for long-term
business
development

establishment
of a program
for finance
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ket and that all of the company’s internal documentation and activities are in accordance with legal requirements. On the basis of the program for finance raising that
has been chosen, we prepare the necessary internal documents, protocols, etc., making the necessary adjustments to existing documents in the process.

Program for Finance
Raising

Promissory
note
program

Increase
of chartered capital
Bond issue

Promissory note programs
The REGION Group has deep experience in the creation and establishment of fullvalue promissory note programs and is among the biggest operators on the Russian
promissory note market. We have developed a standardized program for the emission
of promissory notes by debt issuers based on commercial paper practices. The basic
principles involved are:
● transparency and predictability for the investor;
● financial nature of promissory notes issued on the market;
● standardization of the date of issue and redemption of promissory notes;
● limitation of the volume of promissory notes in circulation
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Within the framework of realizing such a program, the REGION Group offers its
clients the full spectrum of necessary services, including:
● organization of the promissory note emission, including the necessary documents
for a promissory note program;
● the development of a liquid secondary market for the client’s promissory notes;
● verification and paying off of promissory notes.
REGION values its reputation, which is why we only organize promissory note
programs for those issuers in whom we are confident. Before beginning the program, we conduct a scrupulous analysis of the enterprise. In the course of preparation for the issuing process, the REGION Group reaches a conclusion in this matter on the basis of the documents provided by the potential issuer, openly available
information, data from the analytical research department of the Group and information available in the media. We apply these well-defined requirements in determining whether to go ahead with an issue from a particular borrower. In the
process of performing this analysis, REGION not only examines whether it is appropriate for the Group to be involved in the debt issue, but also the basic parameters
of future debt and how to make the promissory note issue more attractive to
investors.
The volume of promissory notes that can be issued is defined, first of all, by the
financing requirements of a perspective debt issuer and, second, the issuer’s ability to
service the issue and generate a positive capital flow in the future. As a result, we hold
the strong belief that any promissory note issuer should only issue debt proportional
to the scale of the business and its financial results.
The broad range of the REGION Group’s activities allow it not only to organize the
issue of promissory notes, but also to ensure that it is available to the largest circle of
investors, thus supporting its liquidity. It also allows us to offer the debt issuer a full
range of depository services in which the REGION Depository Company specializes.
Alongside traditional promissory note programs, in 2004 we began to offer our
clients with open market bond programs for attracting short-term financial
resources along with their bond debts. This allows the debtor to diversify its borrowing policy, using bonds for the realization of long-term projects. At the same
time, they are able to attract short-term money on the promissory note market
when necessary. Regular monitoring allows for the control of the level of the debt
burden. The fact that the issuer regularly discloses information about itself makes
the present scheme more transparent, lowering the level of risk involved in longterm securities issued within the same program. This is the clear advantage of projects of this type for the investor.

Bond issues
The realization of a bond-issue program begins with a preliminary stage, during
which we determine the basic parameters of the issue and the method of placement.
Our clients need not only to attract the necessary financial resources, but to attract
them in the most suitable manner. At this stage, REGION works with the issuer to
define the volume of debt that will be issued. They also focus on such factors as the
financial condition of the client, its need for financing, and also investor interest,
which is focused on the purchase of the most liquid securities.
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It is precisely the rational evaluation of these factors that allows for a successful
bond issue. For example, the exact determination of the volume of bonds issued by the
Irkutsk region, together with a clear idea on the part of investors of the circulation of
all bonds in which the REGION Group had taken part, helped the region to become one
of the most attractive municipal issuers and noticeably raised liquidity in secondary circulation.
One of the main elements of organizing a bond issue is choosing the immediate
issuer and the underwriter. It is common knowledge that many businesses in Russia are
organized as Groups of companies. In this instance, REGION’s specialists, who have
significant experience and high qualifications, help to determine the company within
the Group able to attract that required financial resources. If necessary, the REGION
Group can help to create a special company to act as the issuer, in accordance with all
legal standards (generally referred to as an SPV). In this case, we will ensure compliance with all the requirements of existing legislation and current practices for attracting funds through the use of such schemes. This allows for the development of a high
chance for success in the organization of a bond issue.
In defining the term of and returns on the debt, REGION operates on the principle
of combining the interests of its clients with those of investors. Thus, while preparing
a second bond issue for Tatfondbank, we suggested offering investors a put option
for a buy-back after a year or a fixed interest rate for two years. This allowed investors
to determine their returns for the whole period of circulation and contributed to the
success of the emission.
In the case of the airline UTair, given its dynamic development, its good relations
with creditor banks, and a constant lowering in its debt level, we decided not to set a
fixed interest rate for the entire term of the bond, allowing the issuer to determine the
rate on its own.
During the preliminary stage, REGION Group actively confers with auditors, representatives of the exchange where the placement will occur, as well as with depositories, agreeing with them on the structure and method of the placement.
Active contact with the market infrastructure organizations allows for the avoidance of problems during the preparation for the placement of the issue and for clearing the process of certification for trade in the shortest possible time.
The main parameters for the issue are reflected in the securities prospectus and the
official issue decision document, which REGION Financial Consultants prepares in
accordance with current state legislation. After receiving state registration, we publish an information memorandum for the issue, which acts as the main marketing tool
for the bonds. This includes complete information about the company’s activities,
plans and prospects, and reflects the financial condition of the issuer.
With a wide client base and partner relationships with a large number of banks and
investment companies, REGION works not only within a developed system of industry
contacts, but also works with a large list of retail investors that further aid in the success of the issue and the creation of liquidity on the secondary market.
Carefully developed work practices and a high level of professionalism allowed
the Group to post impressive growth numbers in this area of business in comparison with those from 2003. In 2004 we acted as the organizers of four bond issues
(Tatfondbank investment bank, UTair airlines, and two issues by the Irkutsk
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region), and also as the underwriter for another 15 bond issues, worth a total
of $1.8 billion.
Among the issuers with whom we worked in 2004 were the Voronezh, Nizhny
Novgorod and Krasnoyarsk regions, as well as the city of Krasnoyarsk. This allowed the
region Group to finish high in the final ratings of organizers and underwriters produced by the Cbonds agency: 24th among organizers of internal market bond issuers,
15th place among underwriters of corporate bonds and 10th among underwriters of
municipal bonds.

Long-term business development program
REGION pays careful attention to the financial condition of its clients and their economic stability, so a long-term program for the development of a client is an insepa-
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Ranking of lead-managers of corporate issues
(ruble denominated bonds) in 2004
Rank

Name

Value of bonds
issued,
$ mln

Number of issuers

Number of issues

1

MosFinAgency

30 900

1

8

2

Rosbank

26 766

20

23

3

Vneshtorgbank

19 814

12

13

4

Renaissance
Capital

12 806

4

6

5

Industry
& Construction Bank
(St.Petersburg)

12 700

6

6

6

Web-Invest Bank

11 300

8

10

7

Troika Dialog IC

9 200

3

3

8

Bank of Moscow

8 411

5

5

9

Alfa-Bank

6 600

6

6

10

Дж. П. Морган
Банк Интернешнл

6 000

1

3

11

Promsvyazbank

5 900

7

7

12

UralSib

5 628

7

7

13

Raiffeisenbank

5 600

5

5

14

AVK IC

5 496

4

14

15

TRUST IB

5 400

7

7

16

Zenit Bank

4 900

5

5

17

Soyuz Bank

4 301

9

10

18

MDM Bank

3 000

3

3

19

Kaptial IG

2 400

1

1

20

Russian Funds

2 333

2

2

21

Guta-Bank

2 080

6

6

22

Citibank

2 000

1

1

23

Impexbank

1 722

2

2

24

REGION Group

1 617

4

6

25

Sberbank

1 450

4

5

Source: Cbonds
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rable part of any operations with the purpose of attracting financial resources. Within
the framework of a business development program, we offer a range of different
methods for increasing capital, taking into account the interests of both the shareholders and senior management of the issuer.
Last year REGION Financial Consultants singled out transactions on the mergers
and acquisitions market as a separate area of services, and related contract bases
and methodology for work in this sphere have been set up. Three particular participants in the mergers and acquisitions transactions have been identified as central
to this activity:
● the owners of the company
● senior company management
● strategic and venture capital investors
As a result, we understand that clients working with us need not only the ability to
attract necessary funding, but also to provide for the further development of their
business. For this reason, the complexity of the services we render is a priority in this
area. REGION doesn’t only develop the concept behind a transaction and then oversee its implementation, but also provides for the related financing by attracting the
required resources.
In relation to the development of this area of business, in the interests of owners
and senior managers of a variety of businesses, we conducted research involving the
analysis and evaluation of a number of companies that would be of potential interest
to our clients. As a result of these studies, our clients are better able to evaluate the
condition of companies that are of interest to them and the long-term development
prospects for these companies, thus allowing them to decide how attractive they are
as capital acquisitions. The development of valuable services for our clients will continue at REGION Financial Consultants, involving the constant improvement in our
methods of analysis and evaluation.

REGION-2004:
FINANCIAL CONSULTING
2004

Federal Development
Bank
Shares
Financial Consultant

2004

Natur Produkt
Invest
Bonds
Financial Consultant

2004

Russky Standart
Bank
Bonds
Financial Consultant

$1 400 000

$9 550 000

$70 000 000

2004

2004

2004

Tatfondbank
commercial bank
Bonds
Financial Consultant

Rossisky
Capital
Bonds
Financial Consultant

UTair
Finance
Bonds
Financial Consultant

$34 700 000

$17 400 000

$34 700 000

2004

2004

2004

Ioshkar-Ola
Bank
Shares
Financial Consultant

$104 000 000

2004

Salmon
International
Bonds
Financial Consultant

$5 200 000

Spurt
Bank
Bonds
Financial Consultant

Sedmoi
Kontinent
Shares
Financial Consultant

$17 400 000

$80 300 000

2004

2004

Inсom-Lada
Bonds
Financial Consultant

$24 300 000

Russky Standart
Bank
Bonds
Financial Consultant

$104 000 000

BOND
ISUESS
2004

Moscow City Credit,
32, 34-35, 37-40
Co-underwriter

$34 700 000

2004

Voronezh
region
Co-underwriter

$34 700 000

2004

Tatfond Bank
Organizer

$34 700 000

2004

Krasnoyarsk
region
Co-underwriter

$34 700 000

2004

Tulachermet
Underwriter

$34 700 000

REGION-2004:
2004

2004

Irkutsk
region
Underwriter

Irkutsk
region
Underwriter

$34 700 000

$34 700 000

2004

Novosibirsk
Co-underwriter

$34 700 000

2004

Nizhny Novgorod
region
Co-underwriter

$34 700 000

2004

Uralsvyazinform
Co-underwriter

$34 700 000

2004

2004

UTair
Co-underwriter

$34 700 000

2004

Krasnoyarsk
Co-underwriter

$34 700 000

2004

Salyut-Energy
Co-underwriter

$34 700 000

2004

Tomsk
Co-underwriter

STC
Co-underwriter

$34 700 000

$34 700 000

CREATION
OF DEBT PROGRAMS
2004

Inprom
Organizer

PROMISSORY NOTE
PROGRAMS
2004—2005

Natur Produkt
Organizer

$2 700 000

$4 400 000

2004

2004

AkTekh
Organizer

$3 850 000

2004—2005

UTAir
Organizer

$17 300 000

2004—2005

AkBars Bank

Tatfondbank
Organizer

$21 000 000

$112 700 000

2004—2005

Bank Kazansky
Organizer

$3 500 000

2004—2005

2004—2005

PIK
Organizer

$4 400 000

2004—2005

Inkos Chemicals
Group
Organizer

$11 800 000

2004—2005

Severogazbank
Organizer

$11 200 000

2004—2005

Tatagromprombank
Organizer

Avangard
Organizer

$5 100 000

$7 700 000
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Tollifer was of a good southern family, one that had once been
wealthy and socially prominent. In Charleston, at that very time,
was still standing an old and charming residence in which was housed
what was left of a branch of the family that had endured since before
the Civil War. In their possession were thousands of dollars’
worth of Confederate bonds…
Theodore Dreiser ”The Stoic”

REGION GROUP ANNUAL REPORT 2004

SECURITIES TRADING 85

REGION
Depository Company
Securities Safekeeping
General director
Vladimir Nikolkin
Born Sept. 25, 1964. Vladimir Nikolkin is a graduate of the Moscow Higher School
of Technology and the All-Russian Distance Institute of Finance & Economics.
He holds series 1 (broker and dealer activities on securities market and securities
management activities) and series 4 (depository activities) qualifications from the
Federal Securities Commission.
Nikolkin has worked in the REGION investment Group since 1996, as a leading specialist, head of the information-analytical department, and then as the head of the
analytical research department at REGION Investment Company. Since 2001 he has
overseen the company’s depository activities and, since 2003, headed REGION
Depository Company. He is a member of the board of directors of the Association of
Promissory Note Market Participants (AUVER).
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For
REGION
Depository Company,
the main achievements
of 2004 were a broadening in the range of
services the company offers and increases in
the quality and reliability of its operations.
The intensification of competition on the
market for depository services has driven
participants in this sector to introduce new
technologies, offer their customers a wider
and more comprehensive range of products
to provide service in all segments of the
financial market. It is in this context that when, on May 12, 2004, we were granted a
special depository license for activities with investment, share investment and nonstate pension funds, we did not view this so much as a simple incident, but as an
opportunity for entry into new and promising markets. In the near future, one of these
markets will be providing depository services for mortgage programs, and it is precisely on this direction of activities that we plan to concentrate the activities of our
special depository.
Federal law No. 152 ”About Mortgage Securities”, passed in November 2003,
gave the green light to full-scale refinancing of mortgages. According to the law,
special depositories are to play the role of a link between issuers, investors
and federal regulatory bodies in the securities market. Special depositories
carry the register covering mortgages, providing accounting and storage
of aggregate mortgages, and overseeing the activities of bond issuers
with mortgage coverage or the management of mortgage coverage.
Besides this, it informs the issuer about the condition of mortgage coverage, and the regulator about any violations. In the event that the investor
has the right to call on bonds early that are covered by a mortgage,
the depository must notify the investor about events that bring this right
into play.
The main function of the special depository for mortgage coverage in relation to issuers of mortgage securities is to maintain the register of mortgage
coverage. This can include not only securities requests covered by the mortgage (credit and mortgage agreements), but also securities in the form of
collateral or mortgage certificates of the participants.
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However, the issuing of mortgage securities is not the only method available for
refinancing a first mortgage. Until recently, the main avenues of refinancing were
credits from international finance organizations and major investment banks. These
schemes will continue to attract interest for a long time yet, given the significant difference between dollar interest rates in Russia and on the international market, and
will be used by banks setting up mortgage programs.
To provide greater reliability in these lines of business, equity established can be put
to use by the creditor. As REGION Depository Company’s experience has shown, the
depository usually takes part in these projects. At present, credit with mortgage credit was given to, for example, IFC, and REGION Depository Company acted as the custodian in the program.
The organizational scheme for providing credit covered by first mortgages is shown
in the diagram on page 88.
The Russian originator banks provide the first mortgage credit under standard conditions agreed upon with the refinancing organization. Pooling similar mortgage collateral, the originator bank closes a contract with the refinancing organization, and
the guarantee for this agreement is the pool of these mortgages.
The credit refinancing agreement stipulates that the depository performing the
custodial function stores the collateral object. The depository is responsible for the
storage of the initial credit and mortgage documents, as well as monitoring the
presence of the documents agreed upon in the credit agreement for the first mortgage (insurance policies, valuations of real estate or other assets). Besides this, the
depository also monitors the general requirements associated with the mortgage
pool (for example, the ration of the value of collateral to the size of the refinancing credit).
In the event that collateral is used as coverage, the depository provides storage and
guarantees security, as well as conformity with Russian mortgage law. An account
carried on the books of the depository represents a more secure guarantee for a debt
by blocking mortgages while they are on the account of the originator bank (favoring
the refinancing company), or on the account of the refinancing organization.
As a rule, credit agreements foresee the necessity and possibility for the exchange
of one mortgage dossier for another of a similar value in the event of early repayment, default, etc., with the written agreement of the creditor and the originator
bank. It is clear that such an exchange shouldn’t counter the general requirements of
the mortgage pool.
The unblocking of mortgage collateral (or the removal from the storage responsible for the mortgage dossier) is carried out after the amortization of the refinancing credit on the basis of an order received by the depository written by the
issuer of the credit (the refinancing organization). In this case, the mortgage
dossier is returned to the originator bank, and the collateral is no longer mortgaged
and can either transferred to the main DEPO account, or physically handed over to
the originator bank. In the event of a default on refinancing credit (fortunately this
is not a situation we have had to face), standard practices spelled out by the
Russian Civil Code are followed.
The utilization of depository services in refinancing schemes of this type significantly reduces the risks for financing organizations as, in this case, the monitoring
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functions are carried out by a disinterested party, guaranteeing the realization of the given credit agreement.
According to 2004 results, the volume of demand covered by mortgages (collateral, credit and mortgage
agreements) which were transferred as cover to REGION
Depository Company were about $70 million, and
demonstrated the strong tendency toward continued
growth. According to our projections, the volume of
mortgage collateral transferred to our depository will rise
significantly, forming a base on which the first mortgage securities will be issued.
Together with the provision of mortgage programs, REGION Depository
Company’s special depository also offered more traditional services, carrying out
monitoring functions for two investment funds: the open bond investment fund
”REGION Bond Investment” and the opened mixed-investment open investment fund
”REGION Balanced Fund”. In 2005 we plan to expand the number of client investment
funds to which we provide our services, and to provide special depository services to
non-state pension funds.
Of particular interest is a program based on a linking of depository and special
depository services. At the end of 2004, REGION Depository Company signed an
inter-depository agreement with one of the biggest Russian special depositories –
United Depository Company (ODK), which provides depository services for the
Russian State Pension Fund.
According to the agreement, REGION Depository Company assumes responsibility
for the storage of documents and securities (particularly promissory notes) contained
in the DEPO accounts of different non-state pension funds that are clients of ODK.
The mechanism involved in our cooperation is the following. The managing company for the non-state pension fund that has opened a DEPO account with ODK submits an order for the deposit of securities certificates. On the basis of this, ODK issues
an order to REGION Depository Company to accept or return the securities and to
make the corresponding change to the ODK DEPO account.
The experts at our depository check the authenticity of the promissory note certificates to determine whether they comply with laws regulating promissory notes and
that they are not carried on any industry stop lists. Then, if the results of these checks
reveal no problems, the promissory note is accepted for storage and is included in the
DEPO ODK inter-depository account that was opened in our depository.
The closing of an inter-depository agreement with such a prestigious depository as
ODK serves as more corroboration of the highest quality of work with documentary
securities carried out by our company.
To lower labor intensiveness and increase liquidity in promissory note operations, REGION Depository Company has signed domiciling agreements with a
number of promissory note issuers. In conjunction with these, the depository acts
as the payment agency in their name, meaning that it accepts promissory notes for
payment, checks their validity, issuing specifics, chain of endorsements, the
absence of charges, etc. Besides this, a number of domiciling agreements include
the verification of promissory notes and the issuance of documents during their
term of circulation, recording the fact that they have been issued and carry no out-
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standing charges. The acceptance of
promissory notes for payment is carried out when the depository receives
the necessary funds from the issuer,
to which the depository note documents are then returned.
Of particular interest are domiciling services for large regional banks
and companies that want to broaden
their scope for promissory note programs and want to move into the
Moscow market. In such cases, there
is no need for them to open up a representative office in the capital to monitor, accept and pay off on promissory
notes. All they have to do is sign a domiciling agreement with us. Among the companies with which REGION has signed domiciling agreements are UTair, First
Mortgage Company, Tatfonbank, Plastcard, and others. Altogether, we have
signed 17 domiciling agreements, in accordance with which we accepted 3,456
promissory notes, with a value of $208 million, representing a 30-percent jump
over the same figure for 2003.
In all, we serve about 500 depositors, including 62 banks, 19 insurance companies
and 61 finance (brokerage, dealer and management) companies. Twelve of our clients
are foreign companies. Such a broad spectrum of depositors, with a prevalence of
financial institutions, allows for the organization of a variety of projects with the aid
of our depository infrastructure – providing credit backed by securities contained in
our depository, the trustworthy management of securities, the execution of transactions with third parties and many others.
The structure of the securities listed in our depository or for which we have accepted storage responsibility has changed noticeably over the last year, becoming more
diversified. So, if in 2003 about 80 percent of these assets were in promissory notes
and depository certificates, in 2004, while the volume of promissory notes remains virtually unchanged, that of other securities – particularly bonds, shares and mortgage
documents — has increased significantly. The depository keeps stock and stores emissive (corporate and municipal bonds, shares), as well as non-emissive (promissory
notes, depository certificates, shares, mortgages, etc.) securities and services operations with them. At the end of the year, our depository was responsible for servicing
158 share issues, 76 bond issues and the shares of five investment funds. We also
accepted 216 promissory note issues for storage.
The structure of its depository activities speaks to the diversification of the activities
of the depository and its ability to provide quality service for different types of securities. We provide the ability to carry out operations on the exchange market (MICEX,
PTS, St. Petersburg Exchange) as well as on the over-the-counter market, the storage
and disbursement of securities, transfers to DEPO accounts, collateral guarantees and
much more. We handle payments within the depository or on the accounts of holders
of nominal accounts in the depository, including the National Depository Center and
the Depository Clearing Company.
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The offering of ”classic” depository services, just as in previous years, has been
guided by raising the quality of services provided and decreasing risks. In accordance
with this goal, we decided to join the Professional Association of Registrars, Transfer
Agents and Depositories (PARTAD), which provides us with an independent evaluation of the quality of our activities. According to the results of PARTAD’s investigations and reviews, REGION Depository Company was given an ”AA” reliability rating
(very high reliability) and certification of compliance with the standards of depository activities formulated by PARTAD, NAUFOR and the National Securities Market
Association, and endorsed by the Russian Federal Financial Markets Service. Our second certification was granted by the State Duma Property Committee on the eve of
2005. We view these certifications as symbolizing a guarantee for the future success
and development of REGION Depository Company and our compliance to the strictest
requirements in place for depository activities.

Breakdown
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Foreign entities
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Asset management

”I will do the best I can,” said Cowperwood, but some of these
burdens are not so easy to drop as you may imagine. They concern
the interests of hundreds of people who have put their complete faith
in me, besides millions of Londoners who have never been able to travel
beyond the limits of their own neighborhoods. With my plan, they will
be able to ride to all parts of London for a little as tuppence, and so
get a fairly good idea of what their city is like.
Theodore Dreiser ”The Stoic”
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In photo (left to right)
Igor Kurtepov, head of development department
Natalia Bogdanova, executive director
Oleg Tsetsagov, asset manager
Pavel Belomytsev, asset manager
Olga Kasimova, asset manager
Sergei Malyshev, head of department for corporate client relations
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”I don’t know if I can make you believe it or not, De Sota,”
he said, when Sippens arrived, ”but I have just bought that Charing
Cross line for you.” ”You did!” exclaimed Sippens. ”Well, that’s
great!” Already he saw himself as the organizing general manager
of this new line.
Theodore Dreiser ”The Stoic”
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REGION
Asset Management
Financial market asset management
General Director
Andrei Zhuikov
Born July 15, 1973. Andrei Zhuikov is a graduate of the Zhukovsky Air Force
Engineering Academy, and the All-Russian Distance Institute Of Finance & Economics.
He holds series 1 (broker, dealer activities on the security market) and series 5 (securities management activities) certifications from the Russian Federal Securities
Commission.
Zhukov has worked within REGION Investment Company since 1997, as a specialist in the commercial department, then as head the client services department, director of operations and first deputy general director of the company. In January 2002,
he became the head of and oversaw the establishment of a new entity within the
Group – REGION Asset Management.
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he year 2004 was a
significant one for
REGION
Asset
Management. It could
be termed the year of
growth from youth to maturity. The main
goal set by the Group in the sphere of asset
management was the maintenance of
dynamic growth in this direction and the
strengthening of the company’s position
within an increasingly competitive market
for management companies. The implementation of effective management software
technology and cooperation with clients, a professional team, the well-developed
infrastructure of the Group and the constant search for new directions of business
development, in combination with a broad spectrum of existing products all acted as
guarantors of this success.
The results of the past year show that REGION Asset Management was able to
achieve strong quantitative and qualitative results. For the year, the volume of assets
under management by the company grew by 78 percent, reaching the level of $119.8
million. Included in this was an impressive rise in pension reserves under management – by over 350 percent, reaching $60.3 million rubles. This represented a significant shift in the structure of assets under the company’s management. If, at the
beginning of 2004, the reserves of non-state pension funds formed less
than 25 percent of all funds under our management, by the end of the
year these reserves accounted for over 50 percent of the total. This is a
strong indicatory of the quality of the assets under management. The
reserves of non-state pension funds represent the longest-term investment horizon.
Of no less importance for us in the past year was the increase in our client
base. Included in this almost 50-percent jump in our client base were those
of significant strategic importance – non-state pension funds, whose number grew to 25.
But the success in managing non-state pension funds was not the only
one we achieved in 2004. Last year also saw the registration of two
shares-focused mutual funds – ”REGION Bond Fund” and ”REGION
Balanced Fund”, which actively developed a regional network for the sale
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of investment fund shares, and our well-organized system of managing assets, combined with
the professionalism of the manager of this system, allowed us to achieve high rates of return in
the investment funds under our management.
First and foremost, an investment management
company is the interests of its clients. In beginning
our relationship with a client, we try to understand
its goals and requirements, whether it is a non-state pension fund, a bank or some
other financial institution, a corporate or individual entity. In order to properly invest a
client’s assets, we have to know the length of time for which these funds will be under
management, and in what assets and with what level of risk they can be invested. The
level of risk will be directly dependent on the rate of returns the client is seeking. In
relation to these and other parameters, we are able to produce an investment program
perfectly suited to the particular client and to create the optimal parameters for its
investment portfolio.
The principles of our work are based on transparency and openness in our cooperation with our clients, transparent mechanisms of asset management, and the utilization of high tech and automated processes. The timely provision of accurate daily
reports to, and meticulous execution of orders for, clients provide high reliability and
profits that meet their requirements.

Operating highlights
of REGION Asset Management ($ mln)
01.01.2003

Assets under
management

01.01.2004

01.01.2005

12.0

63.7

119.8

Pension reserves
under management

2.7

15.6

60.3

Mutual Funds

0.0

5.2

8.2

Equity

0.9

3.8

4.1

7

17

25

Number of Non-state
Pension Funds
under management
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Largest Russian asset management companies in 2004
Rank

Name

1

Leader

Assets under
management, $ mln

3514.6

Change in assets
over 12 months, %

134.8

2

Managenment Centre

1169.2

21.4

3

Kapital

1020.5

34.0

4

Troika Dialog

603.7

38.0

5

Management-Consulting

578.1

-0.8

6

UralSib

524.8

31.3

7

NIKoil-Savings

474.4

9.2

8

Aton-Management

232.2

189.1

9

AllianzRosno
Asset Management

148.7

1954.6

10

Interfin Capital

222.5

306.6

11

PIOGLOBAL
Asset Management

217.2

30.6

12

Alfa Capital

138.0

13.6

13

REGION Group

134.2

99.9

14

Promyshlennyje tradicii

134.0

219.8

15

Yamal AMC

124.9

74.5

16

Trinfico Group

114.2

-30.9

17

National Asset Management
Company

98.7

67.9

18

Creative Investment
Technologies

94.0

101.2

19

Asset management company
of Industry&Construction Bank

92.6

227.2

20

NM-Trust

90.5

7142.8

21

Interfinance FIC

88.8

48.1

22

RTK-Invest

88.7

35.1

23

Asset management company
of Rosbank

87.8

878.8

24

Index-XX

81.7

11.8

25

RN-Trust

81.5

n.a.

n.a. — not available
Source: Kommersant DENGI
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Fastest growing Russian asset management companies in 2004*
Rank

Name

1

Interfin Capital

2

Asset management company
of Industry&Construction Bank

3

Aton-Management

4

Leader

Breakdown of assets
Assets
under management (%)
Change,
Under
%
PF,
Management
Individ.
Collect.
IC

222.5

306.6 n.a.

3.5 96.5

92.6

227.2 57.1

14.4 28.4

232.2

189.1 15.1

83.5

1.4

3514.6

134.8 n.a. 100.0

0.0
11.1

5

BrokerCreditService

31.5

108.7 n.a. 88.9

6

Creative Investment Technologies

94.0

101.2

7

REGION Group

8

Invest-Management

134.2

6.1

16.0 77.8

99.9 37.6 45.4 17.0

22.7

84.2 n.a.

92.4

7.6

43.7 56.3

9

Solid Management

19.3

69.9 n.a.

10

Montes Auri

44.0

69.9

73

7.7 19.4

11

Regiongazfinance

56.7

69.1 18.3

4.9 76.8

12

National Asset Management
Company

98.7

67.9 24.0

76.0 n.a.

13

Portfolio Investment

56.4

64.4 66.3

17.3 16.5

14

VIKA

58.5

55.5 81.2

18.6

15

Interfinance FIC

88.8

48.1

2.0 98.0 n.a.

16

Palace Square Asset Management

18.4

38.6

0.1

603.7

0.2

11.1 88.9

17

Troika Dialog

38.0 66.2

10.7 23.2

18

Pifagor

48.9

37.0

0.5

31.5 68.0

19

Pallada Asset Management

59.9

36.8 58.3

14.6 27.1

20

Asset management
company of Bank of Moscow

25.7

35.5 n.a.

6.2 93.8

21

RTK-Invest

88.7

35.1

0.2

99.6

0.2

34.0 22.4

77.5

0.2

22

Kapital

1020.5

23

UralSib

524.8

31.3

4.2

5.5 90.3

24

PIOGLOBAL Asset Management

217.2

30.6

5.4

14.3 80.3

25

Ermak

34.0

28.1 n.a.

3.8 96.2

* among companies with assets under managment greater than $10 mln and established
on the market for at least 2 years
n.a. - not available
Source: Kommersant DENGI
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Largest Russian asset management companies
by NPF reserves under management in 2004

Rank

Name

NPF
reserves
under
management,
$ mln

Change
over
year, %

1

Leader

3514.3 +135,6
430.9

Share
of NPF
reserves
in assets
under management, %

Number
of NPF
under
management

99.99

4

2

Kapital

+57,9

42.2

35

3

Aton-Management

181.5 +158,4

78.2

38

4

Promyshlennyje tradicii

133.4 +218,2

99.5

4

5

RTK-Invest

88.3

+34,5

99.6

1

6

Interfinance FIC

87.1

+79,3

98.0

8

7

NIKoil-Savings

84.0

+75,7

17.7

9

8

National Asset Management
Company

75.0

+27,7

76.0

6

9

Alfa Capital

62.2 +327,8

45.1

10

10

REGION Group

60.3 +264,2

44.9

25

11

Troika Dialog

53.6

+67,8

8.9

6

12

RN-Trust

50.8

+39,4

62.3

2

13

Trinfico Group

45.1

-60,1

39.4

4

14

Analitic Center

37.0

+27,4

97.7

5

15

Asset management
company of Rosbank

35.9 +300,5

40.9

2

16

UFG Invest

29.9

+59,0

40.9

8

17

UralSib

28.7 +128,6

5.5

1

18

BrokerCreditService

28.0 +108,0

88.9

28

19

Clearing Stock Centre — Capital

24.4

100.0

4

20

Invest-Management

21.0

+26,7

92.4

1

21

Promsvyaz

20.7

+65,4

48.9

4

+61,2

22

Pifagor

15.4

+9,5

31.5

2

23

Creative Investment Tecnologies

15.1

+27,3

16.0

5

24

Megatrustoil Invest

12.6

+7,3

100.0

1

25

Asset management company
of Industry & Construction Bank

12.0

n.a.

12.9

10

n.a. - not available
Source: Kommersant DENGI
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Largest Russian asset management companies by mutual
funds under management in 2004

Rank

Name

Net assets
of mutual
funds under
management, $ mln

Change
over
year, %

Share
of mutual
funds
in assets
under
management, %

1

Management Centre

1169.2

+21,4

100.0

2

Management-Consulting

578.1

-0,8

100.0

3

UralSib

474.1

+23,4

90.3

4

NIKoil-Savings

370.1

+1,9

78.0

5

Interfin Capital

214.5

+341,7

96.4

6

Troika Dialog

139.9

+80,5

148.8

7

Creative Investmnet Technologies

73.2

+148,6

12.1

8

Социнвестгарант

71.4

n.a.

100.0

9

PIOGLOBL Asset Management

67.0

+94,0

30.9

10

Alfa Capital

57.5

-14,7

41.7

11

Yamal AMC

54.1

+323,2

43.3

12

Accord Asset Management

49.3 +1259,2

94.1

13

Regiongazfinance

39.7

+19,7

69.9

14

Pifagor

33.3

+59,8

68.0

15

UFG Invest

31.2

+144,9

42.8

16

Nashe Buduschee Asset Management

26.7

n.a.

100.0

17

Asset management company
of Industry & Construction Bank

26.3 +1108,5

28.4

18

Asset management company
of Bank of Moscow

24.1

+36,3

93.8

19

RN-Trust

24.1

n.a.

29.6

20

REGION Group

22.7

+307,1

16.9

21

Promsvyaz

21.6

n.a.

51.1

22

Asset management company of Rosbank

19.1

n.a.

21.7

23

Concordia Asset Management

18.4

+19,9

82.1

24

Palace Square Asset Management

16.4

+66,9

88.9

25

Pallada Asset Management

16.2

+220,6

27.1

n.a. — not available
Source: Kommersant DENGI
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The achievement of superior
results in the dynamic growth of the
company is impossible without an
efficient system of asset management, the main quality of which is the
reliability of investment.
The system of analytical work
within the REGION Group allows us
to raise the reliability, effectiveness
and profitability of the investment
process, and the multi-level riskmanagement technology we use
allows for the reduction of unavoidable investment risks. The issuers of the securities that form the investment portfolios
of our client have been subjected to a comprehensive analysis of their financial activities and credibility.
After this, the investment committee establishes limits, which we meticulously follow in the process of asset management. The analysis of financial markets allows us to
provide recommendations in relation to current market tendencies in order to achieve
the optimal management results for the client. On the basis of these recommendations, we formulate an investment strategy, which is used as the basis for making
investment decisions.
Mutual funds (PIF), which are, in essence, instruments of collective investment,
have become increasingly popular as retail products of late. Moreover, the competition for every buyer on this market has grown annually. Under these conditions, in
order to maintain its position and broaden its business, it is necessary to combine high
profits and versatility in offerings and the ease of sale.
In 2004, the return of the ”REGION Share Fund” was 24.6 percent, which put it in
seventh place among all Russian open share funds, while the ”Dividend Shares and
Corporate Bonds” share investment fund was ninth among interval mixed share funds
with an annual profitability of 15.4 percent.
The range of investment funds under the management of our company allows the
use of those funds as universal investment instruments for a wide range of buyers. In
2004, two more open-share investment funds were registered that made the range of
funds on offer even wider. One interval and three open share investment funds, following conservative, aggressive and mixed strategies, provide clients with a wide
range of investment options.
An important element in the development of share investment funds is the perfection of existing technologies for the retailing of shares and the creation of
regional sales networks. The development of market technology for the circulation
of shares, in which REGION has been a trailblazer (the first share investment fund,
for which shares were sold on the RTS at the beginning of 2003, was the interval
investment fund (”Dividend Shares and Corporate Bonds” under our company’s
management), has allowed share investment funds to become more accessible
investment instruments. The market turnover of shares provides a number of
advantages to the holder:
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● territorial accessibility (there is a brokerage company in almost every city from
which you can buy shares);
● transparent pricing – the price of purchasing and sale of the share is clear before
the deal;
● high speed transactions – immediate deposit and withdrawal of the investor’s
funds.
Together with the regional retail network, the technology of market circulation of
shares meets the necessary conditions allowing share investment funds to become
truly mass retail products. In 2004, REGION Asset Management was active in the
development of a regional network of circulation of investment fund shares. Regional
sales agencies were established in major Russian cities, including Kazan, Tver,
Krasnodar, Nizhny Novgorod, Kurgan and Irkutsk.
REGION Asset Management intends further to develop relationships with private
investment funds, the most interesting clients in terms of volume and terms of investment. We also understand the high social importance of these funds, which will provide private and non-state pensions in the future, and plan to develop and put into
practice technologies that will raise the security and effectiveness of funds invested in
pension reserves and savings.
Another promising direction for our further development on the management
services market is our work with institutional investors – banks, insurance, leasing
and investment companies. Insurance companies represent a strategic interest as
future clients, as they represent the most dynamically developing sector of financial institutions. The management of their assets is insufficiently developed, largely due to legislative limitations, which we hope will be loosened significantly in the
near future.
Work with the assets of individuals, many of whom are interested in high-profit
investments and are tolerant of risks, is also of particular interest. For these investments, we can offer aggressive share investment strategies, which are based on the
fundamental indicators of the issuing enterprises. For more conservative clients, we
can provide strategies with an optimal balance between income and risk.
The further development of retail sales of share funds will unquestionably continue to be of great interest. These areas of activity are also very promising. At
present, the volume of fund shares is lower than the value of the funds held by
individuals in bank deposits. Given the promising nature of these activities, we will
develop sales networks for our investment funds and find tune our products, and
also develop new and improve existing sales techniques using state-of-the-art
communications technology.
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You know, the English do differently and feel differently about these
things, and I want all you can tell me about that. Lastly, maybe you
can find out something about the land values that are likely to be made
what we do, and whether it might be worthwhile to buy in advance
in any direction, as we have done here in Lakeview and other places.
You remember?
Theodore Dreiser ”The Stoic”
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REGION
Development
Real estate investment trusts
General director
Pavel Zyubin

Born Feb. 23, 1969. Pavel Zyubin is a graduate of the Moscow State University
Faculty of Physics and the Financial Academy under the Russian Government (with a
specialization in financial management). He holds series 5 certification from the
Russian Federal Securities Commission.
Zyubin has been working for over 10 years on the real estate market. From 1998 to
2002, he worked as the financial directory of ORSU Stroiindustry. In 2002, he became
the head of the ”First Real Estate Investment” project, managed by Concordia Asset
Management, and general director of the management company. Since April 2004, he
as been the general director of the REGION Development management company.
He is a member of the board of directors of the Russian League of Management
Companies, heading the Group for collective real estate investment within the league.
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ast year marked the
appearance of collective real estate investment within the
REGION Group. The
REGION Development management company, registered in May 2003, formed three
real estate funds with different investment
programs and parameters over the last year.
The company’s mission is the development
of a portfolio investment market in Russian
real estate.
Real estate investment remains in popular demand for a number of reasons. Reliability, low volatility, a favorable mixture
of guarantees and profitability and the rapid development of the real estate market has attracted the attention of a large number of investors, both individual and
institutional.
Real estate funds are the ideal long-term mechanisms for investing funds in sectors of the economy like real estate and construction. It was for this reason that
2004 brought a spurt in quality and quantity for closed real estate investment
funds. The aggregate net assets of real estate investment funds grew by 500 percent, and their share of all aggregate net assets in share investment funds grew
from 2.4 percent to 6.9 percent. At the same time, the number of real estate funds
grew from eight to 40.
Strict state control, transparent taxation and a system of coordination of all
investment decisions with the special depository (which stores the assets)
allowed for the minimization of those risks inherent in traditional methods
in real estate.
The first real estate fund formed by REGION Development was the
”Long-Range Investment” closed real estate investment fund. It was created on July 28, 2004, with assets of $5,2 million. The fund project program
involved investment in the construction of the ”Amber City” business-class
residential complex being developed by the City-XXI Century construction
investment company.
City-XXI Century is one of the largest companies in the real estate market
in the Moscow region. Practically since the moment of its foundation, in
1997, the company has been accredited with the Department of
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Construction Investment Programs of the Moscow City Government. This represents a
guarantee of the reliability and security of investments in the construction projects of
the company.
The minimization of risks is one of the most important conditions when defining the
investment strategy for REGION Development’s real estate funds. For this reason, our
management signed a contract transferring the right of claim for the receipt of apartments in the future. In accordance with this, no later than Sept. 1, 2005, the rights for
this investment contract will be purchased from us by the Long-Range Investment
fund. Thus, the contract protects investors from commercial risks that are connected
with the project, as well as from a possible fall in prices in the Moscow real estate market. The guarantee contract with the parent company of the holding of which City-XXI
Century is a part minimized the risk of possible default on the part of the construction
company.
The Long-Term Investment closed-end share real estate investment fund became
the first instrument issued by us on the real estate market for private investors and, by
size of investment, is still the most short-term fund on the collective investment market for real estate.
The second fund managed by REGION Development is the ”REGION Real Estate
Fund” closed-end share investment fund, which is involved in investment in residential real estate in Siberia. It was created on Sept. 10, 2004, with a total value of $5.2
million.
It was not by accident that Siberian real estate became the focus of fund program.
The important condition for the choice of construction projects for REGION
Development’s investment resources is the optimal balancing of risk and profitability.
The funds resources were invested in residential real estate construction projects in
Novosibiirsk, which is not only the largest city in Siberia and the third largest in Russia,
after Moscow and St. Peterburg, by population, but is also a megalopolis of high business activity. The growth in residential real estate prices in Novosibirsk in 2004 was in
the range of 20 to 25 percent. The average salary in the city also grew by a quarter for
the year, and two-thirds of all companies in the city are turning profits. Taken together, all of this lets us talk about the significant potential of investment in construction
projects in the city. The prognosis for the projects we have chosen is for profits in
rubles of no less than 34 percent.
The important advantage of investing in real estate through closed investment
funds is diversification. The funds of the REGION Investment Fund were invested in
three different residential real estate construction projects. The fact that we include
projects with different time-frames for realization allows us to maintain the regular
inflow of monetary resources to the fund.
The construction of one of the projects chosen, a 10-story apartment building in the
Novosibirsk suburb community of Kranoobsk, was completed in 2004. At present, two
construction projects remain in the fund – a 17-storey apartment building on Gornaya
Street and the New Dawn residential complex. After the completion of these projects,
the fund will invest its resources in a second batch of residential construction complexes, as well as other projects in Siberia.
One of the most important needs of the country’s population is the improvement of residential services, and the provision of affordable living space to citizens
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has become one of the government’s main
socio-economic policy focuses in recent
years. In order to deal with problems in this
area, it is necessary to develop mechanisms
for lowering costs in the existing residential
housing stock and find new investment
instruments and additional sources for the
financing of construction. Closed real estate
investment funds can serve as such an instrument, providing an ideal match
between attracting investment funding from individuals and providing them for
regional construction. First of all, the money will come from those who live in the
region, but will also come from institutional investors. It was this requirement that
led to the establishment, on Dec. 31, 2004, of the Yugra Real Estate closed-end
share real estate investment fund. Its assets were set at $3.2 million. The project
program will be the construction of residential space in the Khanty-Mansiisk
autonomous District (Yugra). The fund was created on the basis of reserves from
the Khanty-Mansiisk non-state pension fund. The shortage of profitable instruments with high levels of reliability and the authorized provision of pension
reserves for investment have driven the market to create instruments of this type.
Investment in real estate, demonstrating lower volatility than that in securities, are
more profitable than, for example, investment in state securities, although they
provide the same level of reliability. This all corresponds with the basic principles of
the use of pension reserves set out by law.
What is special about the Yugra Real Estate fund is that utilizing the reserves of the
regional non-state pension funds will itself help meet the region’s social objectives.
This mechanism allows pension reserves to be used twice. On one side, placing them
in the permitted instruments that cover inflation (the average profit from the closed
real estate investment fund share can be from 15 to 30 percent, before taxes, which
means increasing the standard of living for future pensioners) while, on the other
hand, it will allow pension reserves to help solve housing-shortage problems, which are
a social difficulty for the region.
The creation in one year of a range of funds with different characteristics and
investment resources for construction projects in different regions was made possible
by the professional team of the REGION Development management company.
Extensive experience in collective investment in the real estate market, the system we
have created for technical monitoring of construction projects, and the evaluation of
every project are the factors that allow our company confidently to carry out investment activities on the profitable and promising real estate market.
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Cowperwood had invaded the Chicago street railway field,
and had included Sippens, because, as he had learned, the man
had a genuine talent for spying out and aiding in the development
of any public utility or service.
Theodore Dreiser ”The Stoic”

REGION GROUP ANNUAL REPORT 2004

RESEARCH AND PUBLIC RELATIONS 115

REGION
Investment Company
Research and Public Relations
Director of research
and public relations
Anatoly Khodorovsky

Born March 30, 1963. Anatoly Khodorovsky is a graduate of the Dneprpetrovsk
Railway Engineering Institute.
From 1987 to 1995 he worked as an economist and chief accountant in construction
and financial organizations in the Tyumen region. Khodorovsky headed the revision
commission for a commercial bank representing the Khanty-Mansiisk Autonomous
District Property Management Committee. From 1995 to 1998 was the executive director of the SINT investment company group in Moscow. He headed consultation programs in the Gas and Energy sector. From 1999 to 2001, he worked as a correspondent,
then deputy editor, and then editor of the Politics and Economics section of the business newspaper Vedomosti. From 2001 to 2004 he was the editor of Investor and the
deputy editor of Russky Focus magazine. Khodorovsky has worked as director of the
research and public relations at the REGION Group since 2004.
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The development of
an optimal system
for the making decisions on financial
markets has always
been the main goal of research activities
within the REGION Group. In order to do
this, we utilize principles of multi-level
analysis: from the macroeconomic situation in the country and the world in general to specific enterprises or segments of
the financial market.
For a number of years REGION has specialized in the creation of original analytical products related to debt markets. We
were, for instance, pioneers in the area of calculating debt indexes. The Group’s experience in the development and daily calculation of promissory note market indices
stretches back to the middle of 1999, and its profitability indices for corporate bonds
to November 2002. In 2003, in association with the development of and increases in
liquidity in the corporate bond market, the Group’s analysts began calculating price
indexes and investment profit indexes for corporate bonds, both in general and in
relation to particular sectors, a well as for companies with particular characteristics or
in different echelons.
In 2004, REGION added a complete range of materials for macroeconomic and sector focused analysis to its existing range of analytical products. Together, these represent a comprehensive selection of analytical materials, based on both fundamental
and situational analyses.
For the analysis of global factors affecting the Russian stock market, we
created The Balance of Power. This publication is prepared on the basis of a
multi-factor analysis of the macroeconomic situation in Russia and the
world, the situation on world commodities and financial markets, investment attractiveness and a number of other factors.
A more detailed analysis of the situation in the different sectors of the
Russian economy is provided in The Spotlight: Sectors. In this product we
analyze the trends in different sectors of the economy. Our goal is not only
the analysis of the existing conditions in different sectors, but to provide
short and medium-term estimates on the production of specific goods and
services, sector dynamics and financial results, and price dynamics. In our
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work, we use the original data base form the RAN Institute of Economics, which allows
us to analyze a broad spectrum of sectors. Our regular reports are provided not only
for traditional sectors like oil and gas production and energy, but also those that
receive much less analytical coverage, such as, for example, air transport.
The next level of analysis is provided in The Spotlight: Companies and The
Spotlight: Situations. Based on the conclusions of sector focused analyses, we are
able not only to define the place and role of specific enterprises within a sector, but
compare their production and financial results with those of other firms in the sector. The depth of our industrial production database concerning (stretching back
over seven years), the regularity with which it is updated, along with the existence
of estimates on the dynamics of industrial production over the medium term allow
us to analyze long-term trends and deliver prognoses for the situation in a sector.
This allows not only for the detailed analysis of the present activities of a company, but also for predictions with regard to its chances for further growth. The
analysis of individual issuing companies (promissory note issuers) is carried out on
a regular basis.
The most important events taking place in the market are the subject of detailed
analysis in The Spotlight: Situations. Aside from this, the Group continues to develop
and provide reports for individual clients, pulling together for them information of
companies and sectors that are of particular interest to them.
The research department prepares and distributes daily and weekly reports in electronic form with the goal of supplying our clients with market news. In 2004, the following information products were published on a regular basis.
● Daily bulletins
■ The Debt Market Instrument bulleting provides the latest data about conditions on
the global and Russian finance markets; present national indicators, corporate bonds
and promissory notes, and Russian debt market indexes. We also provide commentary
on the situation on financial markets.
■ The Stock Market bulletin provides the latest data about conditions on global and
Russian stock markets; the results of market share trading and of trade in ADRs from
Russian issuers. We also provide commentary on the situation on stock markets, along
with daily reports of the main political and economic news, news about issuers and the
publication of upcoming events.
● Weekly reviews
For three strategic priority segments of the financial markets – the promissory note
market, shares market and market for corporate bonds – we create three weekly analytical reports. These provide complex analysis of the present condition on each of the
financial markets and research on changes taking place in them. The reviews also provide information of a rational strategic character, providing recommendations for
each of the markets covered.
One of the main goals of the daily work of the analysts at the REGION Group
had been and will continue to be the analytical support of our clients. Our analysis
helps them understand events occurring in the different segments of the Russian
financial market, identify the reasons for them, evaluate possible developments in the
situation, and work out effective and well-developed investment activity strategies
in the Russian financial market. In the coming year we will continue to improve
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our existing range of analytical products
and keep our clients and partners informed
of the development of new information and
analysis publications.

The Russian Economy in 2004
Just as it had the year before, Russia’s GDP
grew by over 7 percent in 2004, raising this
symbolic indicator by 0.1 percent over the result
for 2003. The tempo of growth in direct investment remained at a high level (10.9 percent), and industrial production rose by 7.3
percent. The locomotives of industrial growth were heavy industry, oil and food
processing.
Despite a fall in the growth tempo of personal incomes, retail sector profits saw
their greatest growth in four years, with retail sector revenues growing by 12.1 percent. One contributor to this phenomenon may have been the crisis of confidence
in the banking market in the summer, which prompted a significant outflow
of money held in personal accounts. The total value of individual deposits in credit
organizations equaled 11.7 percent of GDP at the end of 2004, against a figure
of 11.5 percent one year earlier, representing growth of 1.7 percent. From 2001
to 2003 the growth figure did not fall below 20 percent. At the same time,
the amount of credit provided by banks to individuals grew by 107 percent, while
overall credit provision grew by 45 percent. Thus, retail credit is gradually becoming one of the most important factors in the stimulation of individual income
growth.
The level of mortgage loans also rose significantly. According to data from the
Central Bank of Russia, at the end of 2004, credit organizations had loans on the
books for the purchase of housing totaling $640 million, more than five times higher
than the same figure for 2002. The past year saw the passage of an important collection of legislation for the development of a market for accessible housing, passed in
order to stimulate the development of the mortgage market. The first steps in the formation of a bank account insurance system were another important event for the
banking sector.
Thanks to record high nominal prices in the world oil market in the second half of
the year, the country’s trade balance for 2004 was $88.3 billion, with the value of
exports growing by a third, against approximately 25-percent growth in imports.
Against this background, gold and foreign currency reserves grew to $45 billion.
Positive external conditions played a much larger role in the positive numbers for 2004
than they had in 2003. Domestically, the main factor was an increase in fiscal pressure
on the oil sector, in the form of higher export duties and taxes, as well as production
taxes on healthy producers.
In parallel with this, the oil company Yukos was hit with a huge back taxes bill, ultimately leading to the loss of the company’s main production unit, Yuganskneftegaz.
Heavier tax pressure from the state was felt not only by the oil sector. Back-tax bills
were also presented to Vimpelcom.
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The divergence between the liberal rhetoric of the government and the activities of
state fiscal organs led to a noticeable worsening of the investment climate.
The state also demonstrated its intent to limit the participation of foreign capital in
strategic sectors such as defense production and fossil fuels. The reassessment of
entrepreneurial risk was an additional factor (along with rising interest rates in the
United States) in the increases in capital flight from Russia. The net outflow of capital
in the private sector was, according to figures from the Central Bank, $9.4 billion. This
was against the background of an increase in the level of foreign assets attracted by
the banking and non-financial sector to a record $17.5 billion in the fourth quarter.
In 2005, the state will continue to develop new rules of the game. In connection
with this, the State Duma will discuss a new law regulating the mineral resources sector, as well as the forest and water codes.

Russian GDP dynamics
(1991 = 100.)
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Excess state revenues generated by the oil industry have been funneled off into the
Stabilization Fund, which grew by almost fivefold, reaching $18.8 billion by Jan. 1,
2005, exceeding the $18 billion that had originally been established for the fund. No
less impressive was the federal budget surplus of $28.3 billion, or 4.6 percent of GDP.
The significant growth in federal reserves formed the basis on which the Fitch ratings
agency granted Russia an investment-level sovereign rating in November 2004. Two
months later, Standard & Poor’s took the same step, meaning that Russia had been
raised to investment grade by all three of the world’s leading ratings agencies.
Against the background of the positive dynamics of most macroeconomic indicators, a number of alarming tendencies also arose in this year. The inflation rate for
2004 was 11.7 per cent, significantly higher than the government’s projection of 10
percent. The decrease in the rate of inflation in comparison to the 2003 was minimal
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– 0.3 percent. The greatest increase in prices in the last year was seen in food. The
price of gas also rose significantly. The inflation rate could even have been higher,
were it not for a reduction in the rate of growth in money supply, which acted as a
minor damper.
According to the RAN Institute of Economics, the main factor fuelling inflation at
present is due to structural characteristics in the economy, rather than changes in
money supply. The elimination of the imbalance in the government’s monetary policy
has led to a strengthening in the ruble rate, so that $1 was worth 27.75 rubles at the
end of 2004, against a rate of 29.45 at the beginning of the year.
The efforts on the part of various lobby groups to convince the government to
begin using the money in the stabilization fund as the basis of developmental spending represents an additional risk that the rate of inflation will grow further. In an
apparent attempt to preclude policies of this type, the Finance Ministry offered to
begin negotiations on the early repayment of Russia’s debts to the Paris Club. Another
factor prompting this move was concern that the club might follow the lead of
Germany, which issued securities on the basis of Russian debt in the summer of 2004.
The Paris club agreed to begin negotiations, but negotiations proceeded slowly.
Somewhat more successful was Russia’s progress towards WTO membership. In
May, the protocol for the completion of negotiations with the EU was signed, after
which the government turned its attention to negotiations with the United States.
According to the latest assessment from the World Bank, the benefit to the Russian
economy of WTO membership will be about 3 percent of total GDP.
In 2005, the Russian economy is set to continue along its growth path. The financial
position of the state will be consolidated on the back of large export revenues. But the
present methods for battling ”Dutch disease” will likely lead to the retention of high
inflationary expectations, and it is unlikely that those responsible for monetary policy
will be able to meet the plane of reducing inflation to 8.5 percent.
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Main macroeconomic indicators
for countries with ”BBB” rating
by Standard&Poor’s
GDP per capita,
$ PPP

S&P Rating
2003

Russia
China
Poland
South
Africa

current*

2003

2004

BB/Stable/B BBB-/Stable/A-3 9206,7 10179,4

Annual
GDP Growth,
%
2003

2004

7,3

7,1

5641,6

9,3

9,5

BBB+/Negative/A-2 BBB+/Positive/A-2 11314,8 12244,3

3,8

5,3

2,8

3,7

BBB/Positive/A-3 BBB+/Positive/A-2

BBB/Stable/A-3

5087,2

BBB/Stable/A-3 10284,0 10603,3

Thailand

BBB/Positive/A-2

BBB+/Stable/A-2

7342,9 7900,8

6,9

6,1

Mexico

BBB-/Stable/A-3

BBB/Stable/A-3

9214,2 9666,3

1,6

4,4

8741,6 9372,6

5,3

6,0

Average

Other emerging markets
Brazil
Turkey

B+/Positive/B
B+/Stable/B

BB-/Stable/B

7915,1

8327,7

0,5

5,2

BB-/Stable/B 6960,5

7503,0

5,9

8,0

Budget surplus (+)
or deficit (-),
% GDP

Inflation, %
2003

Russia

2004

2003

2004

Stock market
growth, %**
2003

4,1 70,3

2004

12,0

11,7

1,6

China

1,2

3,9

-2,5

-2,3

81,1

Poland

1,7

4,4

-4,5

-4,7

33,1 58,6

South
Africa

0,3

3,4

-2,5

-2,1 39,9 40,7

Thailand

1,8

2,9

0,3

Mexico

4,0

5,2

-1,4

-1,4 29,8 45,0

Average

3,5

5,2

-1,5

-1,0 64,7 23,9

Brazil

9,3

7,6

-2,5

-1,4 102,9 30,5

Turkey

18,4

9,3

-11,2

-7,1 122,4 38,5

0,1 134,3

4,1
-0,8

-4,0

Other emerging markets

* april 2005; ** MSCI Indices
Source: national statistics offices, IMF, Morgan Stanley Capital International
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Information policy
The role of information as one of the main factors in achieving business success
has grown substantially in recent years. In some sectors of economy, it accounts for
as much as 40 percent. This is absolutely the case in the financial market, where
transparency and openness on the part of companies has begun to play a more
important role.
The REGION Group’s Information policy is based on three main principals – transparency, timeliness and objectivity. Within the context of a holistic approach we combine three different areas of activity: information distribution, analytical activities and
interaction with mass media.
The main aim of the information policy created by the Group in 2004 is to provide
our current and potential clients, as well as those in government and regulatory agencies, with objective information about the nature, scale and potential of the Group.
Our ultimate goal is to maintain the place as one of the best and most reliable investment groups in Russia that has been earned by our strong management and professional team.
In 2004, the Group’s information strategy in the market moved to a new qualitative level. The collection of mass media outlets with which we have close cooperation became significantly broader. We feel that the role we play in cooperation
with the media is in helping provide the opinions and knowledge
of our professional and competent staff to the interested public. Senior management and specialists with the Group’s companies regularly comment on the chief
events in the Russian economy and financial market in a number of business periodicals, newspapers and information agencies. Included here are newspapers like
Vedomosti, Kommersant, Business, Vremya Novostei, Gazeta and Izvestia;
the magazines: Profil, Finance, Dengi, Compania and Secret firmi; as well as
the Interfax, Prime-TASS, RosBusinessConsulting and AK&M information agencies. Opinions and comments from our staff were carried by all of these outlets
last year.
Great attention was focused on opinion pieces and articles about subjects of current interest by specialists from the Group. Moreover, we look to provide our professional opinions not only in periodicals narrowly focused on financial markets, but also
on mass media publications dealing with economics in general. Besides articles in the
”Rinok Tsennih bumag” (”Securities market”) and ”Vestnik NAUFOR” (”NAUFOR bulletin”) magazines, which are already written on a regular basis by the experts from
our Group, our specialists also contributed to other popular economic publications.
For example, the business daily Vedomosti published an essay by Anatoly
Khodorovsky, the Group’s director of research and public relations, entitled ”How Can
We Enlarge Rosneft” in its opinion section, while another by Anna Bobrovskaya, the
head of our internal accounting department, entitled the ”Adventures of nonresidents
in Russia,” was published in the same place. Another example was the article ”Will Gas
Get Cheaper?” by REGION analyst Konstantin Gulayev, which appeared in
”Ekonomika i zhizn” (Economics and life).
The level of information openness and transparency of the Group rose noticeably
last year. Confirmation of this came in the form of our success in the annual report
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competition for debt issuers and financial institutions that was held by the RTS and
Securities market magazine.
The Group’s 2003 annual report was chosen as the best among finance companies.
Our report not only won in the categories for best design and printing, but also finished second in two other categories: best provision of information to clients and best
annual report concept.
The REGION Group took part in a large number of different events, conferences
and seminars as sponsor or participant. For example, last year the Group sponsored
the 5th All-Russia Conference of Professional Members of the Securities Market and
the Federal Investment Forum.
The information policy of the Group will be continue to be based on the same three
basic principals of transparency, timeliness and objectivity.
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For Theodore Dreiser, the novel ”The Stoic”
was not meant to be the end, although
its final lines were written by Dreiser on the eve
of his death, on Dec. 28, 1945. But the cult
in financial circles that has grown around the
”Financer”, ”Titan” and ”Stoic”, and which led
us to used Dreiser’s works to help us tell you
about ourselves over the last three years,
has not been left incomplete.
The conclusion to the entire trilogy was preserved.
According to the writer’s wife, he had conceived
of a conclusion in the form of monologue –
a form that would be appropriate to help readers
understand, without question, how he understood
life and what he thought about strength and
weakness, wealth and poverty, good and evil.
It is with Dreiser’s conclusion that we would like
to end the ”trilogy” of REGION Group annual
reports for 2002 to 2004.
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Berenice relived in her mind her entire life.
She thought of Cowperwood and the part she
had played in his life. How long he had struggled and fought – for what? Wealth, power,
luxury, influence, social position? Where
were they now, the aspirations and dreams
of achievement that so haunted and drove
Frank Cowperwood? And how far from all
this she had moved in so short a time! How
suddenly she was awakened to the grim realities of life from her own protected, abundant and indulged way of living – a way
of living she first place acted upon the impulse to go to a strange country like India,
where she had at every turn contrasts thrust upon her sensibilities – contrasts from
which there was no escape.
There, for the first time, she had experienced the dawn of a spiritual awakening,
which was even now enabling her to see more clearly. She must go on, she must grow,
she thought, and acquire, if possible, a real and deep understanding of meaning of
life and its spiritual import.
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C o n t a c t

i n f o r m a t i o n

Management
Chairman of the Board of Directors REGION Investment Company
Anatoly Alexandrovich Goncharov

Tel.: (095) 730-0333, ext. 1320
Member of the Board of Directors, Vice President of REGION Investment Company
Alexander Adamovich Rudik

Tel.: (095) 777-2964, ext. 479
Member of the Board of Directors, General Directory REGION Investment Company
Sergei Nikolayevich Sudarikov

Tel.: (095) 777-2964, ext. 452
Financial Markets Trading Operations Fist Deputy General Director
REGION Investment Company
Khachatur Suryenovich Mudarov

muradov@regnm.ru
Tel.: (095) 777-2964, ext. 312
General Director of REGION Brokerage Company
Alexei Alexandrovich Kuznetsov

kusnetsov@regnm.ru
Tel.: (095) 777-2964, ext. 302, 307

Head of Stock Market Operations Department
REGION Brokerage Company
Pavel Ivanovich Vashchenko

pvaschenko@regnm.ru
Tel.: (095) 777-2964, ext. 335
Executive Director of REGION Brokerage Company
Anna Vasilievna Trifonova

trifonova@regnm.ru
Tel.: (095) 777-2964, ext. 491, 492
Deputy General Director REGION Financial Consultants
Oleg Mikhailovich Dulebenets

dulebenets@regnm.ru
Tel.: (095) 777-2964, ext. 584
Deputy General Director – Comptroller
REGION Financial Consultants
Robert Dzhafyarovich Smakayev

smalaev@regnm.ru
Tel.: (095) 777-2964, ext. 334
General Director of REGION Depository Company
Vladimir Leonidovich Nikolkin

nikol@regnm.ru
Tel.: (095) 777-2964, ext. 404
Executive Director of REGION Depository Company
Anna Alexandrovna Zaitseva

anna_zaitseva@regnm.ru
Tel.: (095) 777-2964, ext. 313

REGION GROUP ANNUAL REPORT 2004

CONTACT INFORMATION 127

Asset Management
General Director of REGION Asset Management
Andrei Yevgenyevich Zhukov

andrey@regnm.ru
Tel.: (095) 777-2964, ext. 300, 110, 119
Deputy General Director of REGION Asset Management
Marina Viktorovna Voronkova

mvoronkova@regnm.ru
Tel.: (095) 777-2964, ext. 201
Executive Director of REGION Asset Management
Natalya Borisovna Bogdanova

bogdanova@regnm.ru
Tel.: (095) 777-2964, ext. 462
Head of Development Department at REGION Asset Management
Igor Veniamonovich Kurtepov

kurtepov@regnm.ru
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