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MESSAGE FROM THE CHAIRMAN

Dear clients and partners!
You are holding an unusual book in your hands. This time we decided not only to announce to you what significant events the year 2006 was marked by and what our
plans for the future are. We will try to look at our business in the light of history. A great number of financial operations we have to master along with the Russian market
were invented and implemented by mankind in one or another way a lot of years or
even centuries ago. Thus the prototype of municipal bonds appeared in 1260. The actual investor classification and the diversity of methods which were used and are used
up to now were described in the book issued in 1688. The first documentary initial
public offering was a certificate of 60 guilder issued in 1602 and the first IPO in the
USSR took place in 1987 – the shares were distributed by an enterprise with an uncommon status of a “state joint-stock socialist enterprise». You will learn more about
these and many other historical events from our annual report.
Eleven years of REGION work on the financial market is a very short period in comparison with its centuries-old history. We don’t try to project the past on the current
situation or to draw any analogies. But the development of the Russian financial market is so rushing that sometimes it is difficult to analyze the depth of its changes. We
believe that the look at the current situation in the light of history enables us to realize it more evidently.
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MESSAGE FROM THE CHAIRMAN

The year 2006 was marked by significant changes both on the market and in the business of our Group itself. Since its inception the Company has been aimed at dealing
with promissory notes. But the dynamically developing market opens new possibilities and accumulated potential and experience allow us to expand our presence in
various areas of the financial market. Along with maintaining traditional priorities the
main strategic target of the Group is diversification and broadening the spectrum of
our activities.
The year 2006 has shown that REGION became a strong player on the second- tier
shares market. As a result the structure of our turnover on the securities market has changed. By the end of the year shares accounted for over 17% of the Company’s turnover
(the index was twice as lower in 2005). The volume of bond operations has increased
considerably. We have reached an approximate balance between municipal (subfederal)
and corporate bonds. Last year we organized 55 bond issues of the companies from 10
sectors of the economy and 46 promissory note programs of the companies from 7 sectors of the economy. Our experience in comprehensive analysis of the real sector of the
economy assisted us substantially in the arrangement of these deals.
It’s the identifying feature of the Company not only to be conceited with achieved
results but also to implement our experience in new projects. Thus the “Yugra Real
Estate” real estate investment trust under management of the REGION Development
not only produced a profit to its shareholders but has also proven the possibility to solve with collective investments one of the acutest problems of the Russian economy –
increase in volume of residential house building. In 2006 four multifamily houses in
Surgut and Nizhnevartovsk were completed, and now there are 9 residential houses
in the Khanty-Mansiysk. Autonomous District in the project portfolio. Due to these
projects we gained experience and new technologies of acting on the real estate market with the methods of the civilized financial market. We believe this experience will
be of great help to us and our partners in the future.
In this annual report we tried not only to tell you the story of our success in this
year, but also gave some examples of how our partners grew and developed. We do
not overestimate our merits in this process but the comprehensive assistance to our
clients’ success has always been the core value of REGION Group.
We have always strived to deliver to our clients and partners those services they are
first of all interested in and to do it at a high professional and creative level. We have
always considered our clients’ and partners’ success as our greatest achievement.
I hope you enjoy this book, look through unique photos from the history of the
Russian finance market in the 20th century and discover something new for you.
Anatoly GONCHAROV
Chairman of the Board of Directors
of REGION Group
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CHRONICLE OF THE WORLD

1150
1260

First Genoese shipbuilding companies which are the prototypes of modern
joint-stock companies arise. The still existing Swedish Company Stora Enso
is often called the first joint-stock company in the world, its first issued share
was dated 1288.

In Douai and Calais first municipal bonds are issued in form of annuities.
Money raised by means of these bonds was spent on the building of protective
constructions in case of war.

1407

Bank Casa di San Giorgio was founded in Genoa in form of a joint-stock
company. It existed till 1805. The capital of the Bank was divided into
20 400 equal shares which could be alienated; its governing bodies –
general meeting and board – were elective.

1507

In Antwerp the possibility of transferring debt securities from one person
to another with the full transition of rights of claim was recognized for the first
time. Since 1570s endorsements were introduced to establish the chain of debt
security holders.

1602
1774

Verenigde Oostindische Compagnie (Dutch East-Indian Company) which
shareholders raised the capital in sum of 6,5 mln florin was founded. It was one
of the first companies which started dividing profits among shareholders
by means of paying dividends. The first documentary evidence of initial public
offering is the certificate of 60 guilder issued by the company in favour of Dirk
Stratmaker.

In Amsterdam subscription for shares of Eendragt Maakt Magt («Unity Creates
Strength»), the first ever closed-end fund, established by the Dutch broker
Abraham van Ketwich was opened. The trust was founded for investments
in securities of foreign countries and banks and in plantation loans. The fund
was established for 25 years. The number of its shares was fixed (2000 pieces).
Investors could subscribe for both registered and bearer shares. The shares had
no restrictions for the secondary circulation.
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FINANCIAL MARKET DEVELOPMENT
In Russia the establishment of joint-stock companies was regulated not by
empire decrees but by the Manifest «About benefits, differences, advantages
granted to merchants and new ways of using and strengthening trading
enterprises» which introduced three forms of juridical person: commandit
partnership, full partnership and limited liability partnership
(a joint-stock company).

1807

In France the first full legislative act which regulated the activities of joint-stock
companies – Code de commerce (Trade code) was adopted. First domestic state
bonds emerged in Russia. They were also issued in 1812, 1818 and 1831.
The state debt book was created in 1817.

1810

In Russia the purchase of state and Government guaranteed securities
was limited to the half of a bank’s capital and trading in securities which were
not quoted at the stock exchange was prohibited. The market for credit
on the pledge of bonds marked the beginning of REPO operations.

1872

The Provisional Government passed the resolution which abolished many
restrictions on the activity of joint-stock companies. It caused a rapid
development of the private securities market. Till September 1917, even
in unstable political conditions 734 joint-stock companies with
the total authorized capital of 1.960 mln. ruble were founded in Russia,
that exceeded the level of 1913 two and four times respectively.

The first joint-stock company of the Soviet period was founded. Within the year
20 joint-stock companies were established, at the beginning of 1925 the number
of them exceeded 150. In the same year the Trade-industrial joint-stock company
of international workers assistance to Soviet Russia issued 5% bonds – first
external sovereign loan – in sum of $1 mln. The nominal of the bond was $1.

Without waiting for an appropriate legislative basis Lvov industrial society
«Conveyor» assumed the status of a «state joint-stock socialist enterprise»
and issued shares for over than 1 bln Soviet ruble (to compare with – the prestige
car Volga GAZ 2410 cost ca. 16 000 ruble and an average salary in national
economy made 202,9 ruble).

1917
1922
1987
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R AT I N G S

Operating highlights of REGION Group
of companies ($ '000)
2001
Securities
trading
turnover

2002
(cons.)

2003
(cons.)

69.222.837 96.670.582 190.244.240

Equity
Total assets

2004
(cons.)

2005
(cons.)

2006
(cons.)

219.967.150 781.055.550 1.659.867.759

551.957

582.764

608.509

623.266

753.828

900.245

1.216.101

2.245.248

4.498.178

5.453.662

13.111.136

25.256.064

Ratings
REGION Group
 NAUFOR Ratings Agency – «AA+»
(very high reliability, level one, stable outlook).
Raised on October 13, 2006
REGION Group Management Companies
 NAUFOR Ratings Agency – «AA»
(very high reliability, level three, stable outlook)
REGION Asset Management
 Expert RA Ratings Agency – «A+»
(high level of reliability)
 NAUFOR Ratings Agency – Rating of the efficiency
of pension savings management – level one
(maximum quality level of pension savings management)
REGION Depository Company
 PARTAD – «AAA»
(highest level of reliability)
 PARTAD Certificate of compliance with
the Association’s standards of depository activities
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R AT I N G S

Membership in Stock Exchanges
 REGION Brokerage Company is a Member of the RTS, MICEX,
and the St.Petersburg Stock Exchange

Membership in Self-Regulating
and Professional Organizations
 REGION Investment Company is a member
of the National Association of Securities Market Participants (NAUFOR)
and the Association of Bill Market Participants (AUVeR)
 REGION Asset Management is a member of the League
of Management Companies and an associate member
of the National Association of Non-State Pension Funds,
of the Professional League of Non-State Pension Funds
and a member of the All-Russian Insurance Association.
 REGION Financial Consulting is a member
of the self-regulating organization «Non-commercial
partnership «Professional Institute of Placement and Circulation
of Equity Instruments»
 REGION Investment Company general director
Sergey Sudarikov has been a member of the NAUFOR board
of directors since 2002 and a member of the board of directors
of the RTS Stock Exchange since 2005.
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REGION GROUP DAY AFTER DAY

December 28, 2006

REGION Financial Consulting received among the first the status of a MICEX
listing agent which must become a pioneer for innovating and growing
companies to the stock exchange.

December 28, 2006

In Nizhnevartovsk a residential house with the floor area of 4300 sq m was
completed ahead of schedule. It was the fourth object built in 2006 at the expense
of Khanty-Mansiysk Non-State Pension Fund (one of the biggest in Russia) which
had invested its reserves in the “Yugra Real Estate” real estate investment trust
under management of the REGION Development.

December 1, 2006

At the contest run by MICEX and “Russian Securities Market” Magazine under
support of KPMG the website of REGION Group was the absolute winner among
financial organizations, the Group’s annual report was a prizewinner in the
category “Disclosure of information to clients” . At the similar contest run by
the RTS Stock Exchange and Expert RA Ratings Agency by the methods of PWC
the Group’s annual report was the best in the category “information richness”
and the website was recognized the best corporate website.

Anna Zaitseva, General Director of REGION Depositary Company, elected
to the board of directors of the Professional Association of Registrars,
Transfer-Agents and Depositaries (PARTAD).

November 1, 2006

October 20, 2006

According to estimates of information openness of Russian asset management
companies held by “Interfax-Center of Economic Analysis” REGION Asset
Management was named to the list of Russia’s 20 most transparent companies
(rank 15, 85 points from 100 possible).

NAUFOR Ratings Agency raised the REGION Group rating of reliability: AA+,
very high reliability, level one, stable outlook.

October 13, 2006
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REGION GROUP DAY AFTER DAY

The trade of shares of “Yugra Rental Fund” under management of REGION
Development was launched on MICEX.

October 6, 2006

In Surgut three multifamily houses with the area of 36 600 sq m were built within
a joint program between REGION Group and Khanty-Mansiysk Non-Sate
Pension Fund . Heads of the Autonomous District including Governor Alexander
Filipenko attended the ceremony.

August 29, 2006

Sergey Sudarikov, general director of REGION Investment Company was
re-elected member of the board of directors of the RTS Stock Exchange.

August 4, 2006

REGION Depositary Company became the first Russia’s special depositary with
the right to control mortgage cover in mortgage securities issues in accordance
with the law “About mortgage securities”.

April 12, 2006

Management Company REGION Development finished the formation
of “YUGRA Rental Fund” closed real estate fund.

April 4, 2006

International Financial Company (IFC) and Management Company REGION
Development signed an agreement about cooperation and technical assistance
within the IFC project “Development of the primary mortgage credit market
in Russia”.

January 19, 2006
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BOARD
OF DIRECTORS

Meeting of members of St. Petersburg Company
of mutual credit.
K. Bulla Studio, 1913
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H I S T O R Y: B OA R D O F D I R E C T O R S

he world’s first public company – Verenigde Oostindische
Compagnie (Dutch – East Indian Company) – since its foundation had no board of directors and was managed by the
Council of Seventeen Lords which was accountable to the
Dutch Government but not to the shareholders of the Company. The Council consisted of representatives from Amsterdam, Midelburg, Rotterdam, Delft, Enkhuizen and Huur. Amsterdam had
eight votes, Midelburg – four, each other city had one vote. The right of the
seventeenth vote was passed in turn between Midelburg, Rotterdam, Delft,
Enkhuizen and Huur.
In 1622 the Government of the Netherlands decided that the Company
had to publish its reports and in 1623 a consulting body – The Committee
of Nine – and the Audit Committee at the Council of Seventeen Lords were
founded. The Committee of Nine consisted of the biggest shareholders –
investors who had shares in sum of over 6000 guilder in nominal. They were allowed to attend the meetings of the Council of Seventeen Lords. In 1648
the executive body of the Council – the Hague Committee- was established.
The evolution of the governance system of Vereinigde Oostindische
Compagnie found its reflection in German reforms of corporate legislation
in 1870s. The two-level structure of governance consisting of board and
supervisory council was legislatively fixed. Nowadays this regime is accepted in Germany, Finland and Holland. The USA, Great Britain and Japan have a one-tier structure of governance. In the one-level structure chief executive officer (CEO) often occupies the position of President – Chairman
of the Board of Directors. In the two-level structure these positions are separated. A number of countries allow companies to choose between oneand two-tier structures. For example in France, companies which have chosen the one-tier structure must strictly divide members of the board of directors in executive and non-executive ones.

T
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BOARD OF DIRECTORS

STRUCTURE OF THE REGION GROUP
BOARD OF DIRECTORS
Anatoly Goncharov (Chairman)
Alexander Kolganov
Paul Putz
Alexander Rudik
Sergei Sudarikov

REGION Investment Company
10%

Alexey
Kuznetsov

90%

14

11/20/07

100%

REGION
Brokerage
company

REGION
Depository
company

Financial market
operations

Securities
safe-keeping

1%

100%

100%

REGION
Financial
Consulting

REGION
Development

REGION Asset
Management

Finance raising

Asset management
on real estate market

Asset management
on financial markets

99%

SHAREHOLDERS
REGION
Investment Group

15%

Shares reserved for management

Anatoly Goncharov
Alexander Rudik
Sergey Sudarikov

35%
35%
15%
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BOARD OF DIRECTORS

Anatoly Goncharov
Chairman of the Board of Directors
REGION Investment Company
Anatoly Goncharov was born on Jan. 11, 1971. He is a graduate of Moscow
State Technical University, the School of Finance and Banking at the Interregional Methodological Association, the Budget and Treasury Academy of
the Russian Finance Ministry and the Advanced Training Institute in Finance
and Banking at the Finance Academy of the Russian Government.
From 1994 to 1996 he worked in securities management department at
Rossiysky Credit commercial bank as a specialist in debt securities department, as the deputy head and then head of securities placement department and finally he became head of active operations department.
In 1996-1997 he worked for the All-Russian Bank for regional development as head of the department for settlements between the bank and executive bodies.
Since 2001 he has been Chairman of the Board of Directors of the REGION Investment Company which he established with a group of partners.
Since 1999 he has also occupied the position of chairman of the board and
since 2002 - member of the board of directors of the Financial and Industrial Bank.
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BOARD OF DIRECTORS

Alexander KOLGANOV
Alexander Kolganov was born Dec. 6, 1968. He is a graduate of Moscow State Technical University, School of Finance and Banking at the Interregional
Methodological Association and Yurinfor-MGU Institute. From 1993 to
1998 he worked for Russian Credit bank as lead specialist in audit and internal bank verification department and then as lead specialist and deputy
head in the department of management methodology for internal bank audit. Since 1998 he has been deputy chairman of the board of the Financial
and Industrial Bank. Since 2002 he has been member of the board of directors of REGION Investment Company.

Paul PUTZ
Paul Putz was born March 11, 1968. He received MBA at Californian State
University of Hayward. From 1996 to 1999 he was member of the board of
directors of Invest Konzult (Prague), commercial director of Eastern Business Services GmbH. In 1999 he became director of business development
at the stock exchange NEWEX Boerse AG and was responsible for marketing, relations with market participants ( EU, countries of Eastern and Central Europe), issuers, partner companies and stock exchanges of Central
and Eastern Europe. Since 2002 he has been self-employed and co-owner
of “Paul Putz and Partners” Company. Since 2004 he has been member of
the board of directors of REGION Investment Company.
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BOARD OF DIRECTORS

Alexander RUDIK
Alexander Rudik was born Aug.15, 1971. He is a graduate of mechanicalmathematical faculty of the Moscow State University and the Russian Government Academy of National Economy. In 1995 he became the first head of the newly established REGION Investment Company. In 2001 he moved to state service and for two years he worked as deputy governor in Irkutsk Region. From 2003 to 2005 he was vice-president of REGION Investment Company and since 2005 he has been CEO of REGION Group. He
is also member of the board of directors of Financial and Industrial Bank.

Sergey SUDARIKOV
Sergey Sudarikov was born May 12, 1971. He is a graduate of Moscow State
University and All-Russian Correspondence Financial Institute. He has worked for REGION Investment Company since its establishment in 1995, first as
trader, then as head of trading department, deputy general director. Since July 2001 he has been general director of REGION Investment Company. Since 2002 he has been member of the board of directors of National Association of Stock Market Participants (NAUFOR) and in July 2005 he has become
member of the board of directors of the RTS Stock Exchange. In 2004 he was
included in the list of 1000 most professional managers compiled by the Russian Association of Managers and Kommersant Publishing House.
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Alexey
Y. P R O Z O R OV
(1842–1914)

A group of members of the Stock Department Council.
Among the present – its Chairman Alexey Y. Prozorov.
K. Bulla Studio, 1903
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H I S T O R Y: P E R S O N S O F T H E F I N A N C I A L M A R K E T

hairman of the St. Petersburg Stock Exchange Committee
since 1897. Since 1903 – Chairman of the board of glass manufacture “I.E.Riding”. Privy Counselor.
Alexey Prozorov was born in August 1842 in Arkhangelsk.
His father, Yakov Prozorov, mayor of Vyatka, merchant of
the top guild, was the biggest merchant in Vyatka, owner of
grain business in Arkhangelsk and linen trading business in London.
Alexey Prozorov graduated from Moscow Commercial College with
a small gold medal on the ribbon of St.Anna. Since August 25, 1868 he
was honorary foreman of Vyatka orphanage, honorary warden of “Almshouse of children from poor families of Vyatka”, honorary Justice of
the Peace of Vyatka judicial district, a representative of the Ministry of
Justice in the Vyatka district office for peasant affairs, honorary member
of the Trustee Council of His Imperial Majesty orphanage etc. A. Prozorov was awarded the Order of St.Stanislaus 3rd class for his services for
the Russian Red Cross Society.
In 1879 the family of A.Prozorov moved to St.Petersburg where his father
founded a trading house “Yakov Prozorov and Son”. As the elder son Alexey
was a partner in the family business. On July 9, 1892 by the Emperor’s consent he became a honorary citizen of Vyatka. Until the death of Yakov Prozorov in 1881 Alexey was keeping the business under his guidance. After his
father’s death he inherited the business. In October 1883 he owned three
wooden and one stone houses, landing-stages with offices and storehouses
in Vyatka inherited from his father. Besides he owned land possessions, a
flour-mill in St.Petersburg province, 1 048 acres of land in Urzhum district
of Vyatka province which he had bought by himself. He was member of the
“Russian fur-seal Partnership” in the Far East, vice-chairman of the VolgaKama Commercial Bank Council, chairman of the St.Petersburg Stock Exchange Committee (since 1897), official for special assignments at the Finance Minister, Privy Counselor.
Alexey Prozorov was married with Antonina Mosolova, hereditary noblewoman, daughter of an Urzhum landlord. Her father was respected and
honoured for his deed during the Crimean War: he equipped at his expense a regiment and commanded it.
Prozorov had four children. Daughter Olga (born in 1870), in the first
marriage – countess Astasheva, in the second one – duchess Obolenskaya.
In the year of Prozorov’s death (1914) she was living abroad. Son Boris
(date of birth is unknown) was in 1914 Titular Counselor. Son Alexey
(date of birth is July 1873) graduated from the St.Petersburg University. He
assumed his father’s fur-seal business in the Okhotsk Sea. He died during a

C
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H I S T O R Y: P E R S O N S O F T H E F I N A N C I A L M A R K E T

storm trying to help his comrades. Son Yakov, named after his grandfather
(date of birth 1872) was brought up in the Nikolai Cavalry College, served
in the 1st Moscow life-dragoon regiment of Emperor Alexander III (1893).
In 1903 he was promoted to the rank of field-rotmistr and in February he
was placed on the retired list. In 1911 he was Collegiate Counselor. In 1914
he served in the trade department of the Ministry of Trade and Industry.
Capital inherited by Alexey Prozorov at the division of property after his
father’s death was dwindling away. The reason for it was the striving of Prozorov’s wife to lead a luxurious life and to near the Court. Son Yakov was a
person of extravagant habits and after a number of warnings Prozorov was
compelled to publish an announcement about non-payment of bills drawn
by his son. All these circumstances adversely affected his health. The death
of his son Alexey finally ruined his health. After divorce from his wife he
married Maria Mashina, a colonel’s widow, who cared only about her wellfair at the expense of Prozorov. On January 22, 1914 Alexey Prozorov died
of blood-poisoning.
In 1915 Yakov Prozorov became heir of the family business “Yakov Prozorov and Son”. The other heirs waived their claims in his favour. Maria Mashina also raised her claim for a part of the heritage but unsuccessfully.
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JOINT-STOCK
C O M PA N I E S

Joint-stock companies. Window of the bureau for selling
lottery tickets and granting loans on the Nevsky Prospect
in St.Petersburg.
K. Bulla Studio, 1914.
Signs in front of the window:
“Trade house A.Kutuzov”, “Buying and selling of securities, stocks, bonds
and foreign currency”, “Change of money, foreign gold, silver and
securities”, “Insurance”.
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H I S T O R Y: J O I N T - S T O C K C O M PA N I E S

he prototypes of modern joint-stock companies are Genoese shipbuilding companies which emerged about 1150.
From 16 up to 70 investors (as a rule their number corresponded to the number of a ship crew) joined their capitals
within a standard agreement acquiring one share (loca)
each. A special ship clerk conducted the register of shareholders, accounted income and expenditure of the enterprise and divided
profits among shareholders. Unlike a member of a partnership a shareholder could sell or pawn his share or its part without other shareholders’ consent. As a result subdivided shares often emerged.
In the middle of the 13th century banks began to invest in loca but such
joint-stock companies lost their popularity in Italy due to the development of
sea insurance. But outside the country the joint-stock companies founded
for construction of mills, working mines and colonial good flourished. Finally in 1470 the Bank Casa di San Giorgio was established in Genoa. It existed
till 1805. The capital of the bank was divided in 20 400 equal shares which could be alienated; its governing bodies – general meeting and board – were
elective.
The still existing Swedish company Stora Enso is often called the first
joint-stock company in the world. Its first share was issued in 1288.
In the 15th century Dutch joint-stock companies began to develop on
the patters borrowed from Genoese shipbuilders. The further development
of joint-stock companies in the industrial sector promoted the economic
growth of the country in the 16-17th centuries. At the end of the 1590-s
first trade companies on the basis of the share capital emerged in Holland.
In 1602 (or according to another data in 1595) Vereinigde Oostindische
Compagnie (East Indian Company) was founded. 1 000 of its shareholders
raised the capital in sum of 6,5 mln florin. It was one of the first companies which started dividing profits among the shareholders by means of paying dividends. Up to that moment the distribution of profits was carried
out by voluntary liquidation of joint-stock companies.
In 1555 the first big English trade company Muscovy Company (also
known as Russia Company) was founded. 50 years later the famous British
East India Company was established. First it was called The Company of
Merchants of London Trading into the East Indies, it had 125 shareholders
and had a capital of 72 000 pound sterling. The company was headed by a
manager and 24 directors who were elective and were accountable to the
meeting of shareholders.
The initial stage of the development of joint-stock companies in Europe
was overflowed by waves of mass bankruptcies which were a consequen-
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H I S T O R Y: J O I N T - S T O C K C O M PA N I E S

A group of managing members of Vladimir and Spassk
stock exchange artels at the day of their merger.
K. Bulla Studio, 1913.
ce of a constant stockjobbing around joint-stock companies. In September
1720 the South Sea Company founded in 1711 and specialized in slave-trade burst like a soap-bubble. The main activity of the company was connected with the financing of the state debt – creditors exchanged their promissory notes for shares. In 1719, after a row of similar operations the South Sea Company offered the British Government to exchange over a half
of the state debt for the shares of the new issue. Rumours went round on
the market about a fantastic potential of the business development in the
New World. As a result the demand for the shares of the company increased sharply.
In June 1720 The Bubble Act (the official name – The Royal Exchange
and London Assurance Corporation Act 1719) which ordered all joint-stock
companies to have the Royal Charter came into effect. The South Sea Company had it and the demand for its shares went up again. Thus the Bubble
Act worked in favour of the company having eliminated a considerable
number of its competitors . By the end of the summer 1720 the share quotations reached their maximum of 1000 pound sterling against 128 pound
sterling at the beginning of the year.
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At the beginning of the year the company offered its clients a unique service – it loaned them money on pledge of its own shares, thus generated additional demand for them. As a matter of fact the company carried out the
first marginal deal in the world history. In August 1720 the term of the payment of shares of the first and the second issues came but many shareholders had no money and they were forced to sell their blocks of shares in haste. Not only private investors but also bankers and jewelers who lent money to their clients on security of the shares of the company became bankrupt. Even Isaac Newton, who managed the Royal Mint at that time, found himself in a row of deceived investors. “I can calculate the movement
of stars but not human insanity”, he said having lost 20 000 pound sterling.

Even Isaac Newton, who managed the Royal Mint at that time, found himself
in a row of deceived investors. “I can calculate the movement
of stars but not human insanity”, he said having lost 20 000 pound sterling.

One of British jokers wrote in newspapers that in a certain invented place the subscription to the shares of a company which would kindle sawdust and pour oil, cast cracks and chips of it would be opened. The capital
of the company should make 2 million pound. To the surprise a lot of people believed the joke.
The first attempts to resist the share swindles were made in England in
1697 when the “Law about the reduction of the number of brokers and eradication of vicious practice of speculations with shares” was adopted. However the first real legislative act which regulated the activities of jointstock companies was Code de commerce (Trade Code) adopted in France
in 1810. In England until 1844 when the law about joint-stock companies
(Joint Stock Companies Act) was adopted , joint-stock companies were
established only by Royal decrees and particular acts of the Parliament. According to the Act the Registrar of Joint Stock Companies was made and
the two-level procedure of registration was approved. At the beginning of
1844 there were 172 joint-stock companies in England and in 1906 their
number exceeded 40 000.
In the New World of the 18th century joint-stock companies weren’t
widespread. By 1776 there were about a few tens of corporations in 13
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British colonies. Such big English colonial companies like Virginia Company (est. 1606) and Hudson’s Bay Company (1670) played a key role.
They were founded with the purpose of monopolistic colonization of
North American lands on the basis of exclusive privileges granted by the
King of England. Apart from sheer economic functions they were provided with political authority and were a kind of political and trade departments of England.
During the first 11 years of the independence of the United States, from
1776 to 1787, only 20 new corporations were founded, but by 1800 their
number increased up to 335. The corporations were established on the special decision of the legislative authorities of a certain state or federal body
which adopted the statutes of the corporation. The amount of the capital
and the territory of the activity of a corporation were also regulated.
In 1811 the first in the US history law about corporations (Act Relative to
Incorporations for Manufacturing Purposes) was adopted in the state of
New York. According to the Act joint-stock companies could be established only in textile, glass, metallurgical and dye industries, their capital couldn’t exceed $100 000 and the term of their existence was not more than
20 years. Until 1821 the Act was amended several times. And in 1837 the
state of Connecticut adopted a more liberal law about corporations.
In the development of joint-stock companies the Russian Empire was
among the laggards.
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A group of members of the Stock Exchange Council
in front of the entrance.
K. Bulla Studio, 1903
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Our mission
Our mission is to provide a maximum wide range of high-quality services to anyone interested in effective management of their capitals. We
strive to develop, to be the first to
create and offer new highly effective ideas of investment.
It’s important for us to know
that our activity promotes the development of our clients’ businesses and the growth of their wealth, and at the same time we contribute to the development of market infrastructure of the Russian
economy, the creation of new instruments and opportunities on financial markets.

Our strategic goal
Our strategic goal is to make REGION Group one of the top Russian
investment banks which provides
the mostly wide spectrum of services to anyone interested in the effective management of their capitals. The Group sets the goal to become one of the leading Russian
universal investment banks with a
balanced diversified revenue base.
The Group’s philosophy is built on
the fact that our clients are first of all
our partners, our relationship is based on mutual confidence and equality. We do our best to offer services
of high quality and innovate approach.
The Group’s corporate governance is based on the following principles:

 Separation of different business
areas
 Involvement of the management
stuff in the Group’s governance process
 Systematic external and internal
control
 A multilevel system of risk management
 High quality of services and orientation towards a client
 Information transparency
 Human resources development
There is a strict distinction between business areas based on their specific activities within the Group. All
activities of the company are concentrated on the three core areas:
 Trade operations on financial
markets
 Finance raising
 Asset management
As a separate promising core area
REGION successfully maintains the
development of depository activities.
Within the Group the development block aimed at the improvement of coordination between different business activities and further
development of client base was formed last year.
The block is responsible for Group’s relations with all interested persons – existing and eventual clients,
mass-media, federal and local authorities. Such organizational structure of the Group allows its companies operating in different business
areas to use services of each other.
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At the same time the system of management accounts allows the
exact determination and optimization of expenses in every area of activity. The quality is ensured by professionalism and specialization
which eliminate the duplication of
functions.
The created structure which covers practically the whole range of
financial market operations guarantees the development of every new
business area (or the further restructuring of existing ones) on a high
quality level. The structure steadily
develops with regard for the progressive world experience and is aimed at adaptation of new products
and services, high quality of client
services and strengthening of partner ties.
The principle of quality business
management involves the delineation of functions and duties between shareholders, management bodies, structure departments and company managers, the definition of
their responsibilities, the determination of their tasks and the coordination of their activities in order to achieve the best results. Managers of
the Group are involved in the process of its strategy and tactics determination and in the development of
new products and services.
The external audit of the REGION
Group is carried out by Baker Tilly
Rusaudit.
In accordance with the middleand long-term goals of the Group

the system of internal control includes annual and long-term plans of
business activity. The Group regularly analyses new opportunities of the
rapidly developing Russian financial market in order to discover new
target markets and groups of clients.
The choice of target markets is made
according to the needs of our existing clients and the amount of their
potential income. Thus the financial
goals are set on the basis of business
goals. The corporate structure must
promote the achievement of business and financial goals.
The motivation of managers and
key employees promotes the development of the existing and the attraction of new highly skilled specialists for the achievement of goals.
The system of internal control also includes accounting and system
of information management; assets
and information security; a set of documents regulating the workflow;
the improvement of the internal
control system, evaluation of its efficiency and its compliance with rules; the regulation of the activities of
collective bodies (investment committee, shares committee) and all
structure departments of the Group
by setting appropriate standards for
their activities.
The Group has created an effective system for the identification, analysis and management of all risks involved in its activity. The provision
of the necessary level of business security and stability, the minimization
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of risks belong to the main priorities
of the Group’s development.
The system of risk management
created in REGION includes several
levels of risk management:
 The heads of the Group set riskmanagement goals and determine
the appropriate risk limits
 Analytic departments, special
committees and the risk-management department identify and evaluate risks and work out the mechanisms of their minimization
 Heads of the trade departments
implement risk-management mechanisms in their activities and monitor how the regime of market operations is carried out
 Controllers (the internal control
department) assess the compliance
of internal procedures with legal
norms and monitor their implementation
The profound analysis and evaluation of risks is performed by the
risk analysis department. Analytical
support to the risk-management
services provides the renewed and
substantially extended analytical department which provides macroeconomic and sector information
and the results of research on conjuncture of the main sectors of the
domestic financial market.
To ensure effective correspondence between risk management and
operational activity of the Group a
number of committees including representatives of trade departments,
support and analytical services were

created within the Group: investment committee, shares committee
and operational committee.
The Group is aware of the fact that
the trust of our clients is one of the
key elements of success. This trust
can’t be won without following the
high standards of information openness and transparency. In accordance with the principles of transparency the Company provides its clients
with full information about the Group’s structure, shareholders, results
of its activities and the regulation of
the business processes.
At the 8th annual contest of annual reports run by the Expert RA
Ratings Agency and the RTS Stock
Exchange by the support of PriceWaterHouseCoopers the Group’s site www.region.ru won in the nomination “The best corporate website”.
The annual report of the REGION
Group was also the best in the nomination “Information richness”.
We believe that these victories reflect the Group’s philosophy in the field of information policy.
Another important component
which determines the success and
the results of our activities is a team
of professionals – perhaps the most
valuable asset of the Company.
The human resources policy of
our Company is aimed at the development of the staff potential and
the achievement of high results of
the staff activities. The REGION
Group possesses a staff with considerable potential and a combina-
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tion of experience and youth. The
Company established in 1995 has
already marked its 10th anniversary. It is symbolic that a year later its
founders, A.Goncharov and A.Rudik, and the working with the
Company since its establishment
general director S.Sudarikov celebrated their 35 year jubilees. They
are just a few years older than an
average REGION’s employee whose age is 32. Over a half of our em-

ployees have more than 5 years experience of work on financial markets and one in five has been working in this sector for over 10 years. It also belongs to the aims of
the human resources policy to
work at the creation of a succession pool: the Company organizes
specialized programs for students.
We also pay attention to the training of the personnel and the improvement of its professional skills.
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JOINT-STOCK
C O M PA N I E S .
Russia

Joint-stock companies in Russia. The banquet
of the shareholders of “Salamandra Insurance Company”.
K. Bulla Studio, 1912.
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he first attempt to introduce corporate legislation was made by Peter the Great immediately after his return from a Europe trip. His decree from October 27, 1699 read: “Merchants of all ranks should trade as merchants in other countries by means of companies… merchants should work out
rules of trades and join in companies with the purpose to
enrich the state treasury.”
But that decree didn’t lead to the establishment of joint-stock companies. Later followed decrees from October 27, 1706, March 2, 1711 and November 8, 1723 which also didn’t reach their goal.
Not always sharing aspirations of the Tsar, many noblemen nevertheless
began to invest capitals in various companies. In 1717 by the Tsar’s decree
the Silk Company of F.Apraksin, P.Tolstoy and P.Shafirov was founded. Counts Tolstoy and Apraksin invested 20 000 ruble each and count Shafirov –
25 800 ruble, an enormous sum for those days. On top of that the Company received from the Treasury huge grants in cash (36 672 ruble), land and
constructed buildings all in sum of 45 672 ruble, the right of duty-free sale
of its goods within 50 years, freedom from taxes and a number of other privileges.
Like many other companies which noble founders had no necessary
knowledge and experience and built factories only to please the Tsar, the
Silk Company quickly found itself on the verge of bankruptcy. Already in
1720 Apraksin declared that he had no capital for the manufacture.
The next year the partners appealed to the Manufacturing Board with
the request to allow some well-off merchants to join their Company. The
request was satisfied but the merchants who were forced by the government to become members of the Company demanded that in return for
it they should be given a right to import brocade in the sum of 50 000 during the following two years. In 1724 the Company finally passed to the
merchants who returned to the noblemen their capitals.
The first serious but also unsuccessful project of creating a joint-stock
company for the trade with China was introduced to the Governing Senat in
1739 by Lorenz Lang. The Senat considered the project and passed the resolution of recording in the Commerce Collegium all persons who were willing to participate in the company with the size of invested capital. However
nobody responded to the Senat’s appeal.
The first real transition from projects to existing companies was made in
1757 when “Russian Trading Company in Constantinople” which capital
consisted of shares was founded. The rights of shareholders were proved by
a ticket and could be sold (on the buyer passed not only rights but also du-

T
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ties on entering additional fees). In 1758 the “Company of Persian Trade”
based on similar principles was established.
In June 1760 count R.Vorontsov and prince A.Kurakin were allowed to found a “Trading Company in Bukhara and Khiva” which can be regarded the
first real Russian joint-stock company. It proclaimed a free entry of all interested persons, inviolability of the capital and freedom of shares from its
transfer to creditors.
At that time Russia obviously took the lead over Europe in the legislative sphere. An important step in the development of the joint-stock
company legislation was the principle of limited liability of shareholders
on the company’s debts (within the limits of the paid contribution) fixed
in Alexander’s I decree in 1805. Until 1807 joint-stock companies were
established by imperial decrees. Since August 1, 1807 their foundation
was regulated by the Manifest “About benefits, differences, advantages
granted to merchants and new ways of using and strengthening trading
enterprises” which introduced into practice three forms of juridical per-

Till September 1917, even in unstable political conditions 734 joint-stock
companies with the total authorized capital of 1.960 mln. ruble were founded
in Russia, that exceeded the level of 1913 two and four times respectively.

son: commandit partnership, full partnership and limited liability partnership (a joint-stock company).
In December 1836 the “Regulations about companies on shares” were
approved. They introduced some obligatory requirements to the statute
such as: the stipulation of the authorized capital, the order of shares distribution, rights and duties of shareholders and the company, the reporting,
the distribution of dividends, the order of closing and liquidation of the
company. In practice statutes were approved by the corresponding ministry
and published in “St. Petersburg Vedomosti of Senat” and until 1912 in the
“Full Code of Laws of the Russian Empire”.
Since the middle of the 19th century statutes gradually became means of
the law evasion, the practice was often counter to the law. In 1857, after a
sharp decrease in interest rates in state-owned banks, investors began to
put money in shares of joint-stock companies trying to keep their benefits.

032-037=Akcii_Rossiya:Layout 1

11/20/07

9:36 PM

Page 35

H I S T O R Y: J O I N T - S T O C K C O M PA N I E S

On December 18, 1947 Sberbank Offices
started deposit operations.
Photo: Mikhail Tchertov, 1947.
Central Office of Moskovsky district, St. Petersburg.
In the front: savings office workers E.Popova and G.Kaz.
That led to a boom of stock swindles in 1857, 1864 and 1869. Didactic
examples from the world practice didn’t produce any effect on credulous
Russian investors.
From 1858 to 1897 some projects of new joint-stock companies regulations were developed, but each of them had considerable shortcomings. As
a result the joint-stock legislation wasn’t reformed until 1917. According to
the statistics, by 1913 the number of joint-stock companies made ca. 2000.
With the beginning of the First World War merger and acquisition processes became more active. Due to the outdated legislation the process of merging went on the basis of mutual purchase of shareholdings.
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After the February Revolution, on March 10th, 1917, the Provisional Government passed the resolution which abolished many restrictions on the
activity of joint-stock companies. It caused a rapid development of a jointstock form of management and the private securities market. Till September 1917, even in unstable political conditions 734 joint-stock companies
with the total authorized capital of 1.960 mln. ruble were founded in Russia, that exceeded the level of 1913 two and four times respectively.
The October events of 1917 made revolutionary changes in the jointstock companies legislation. Joint-stock enterprises were nationalized, but
the shares weren’t canceled. Shareholders could dispose them with the approval of local Soviets. Dividends were limited to the deposit rate in State
Labour Savings Offices and made up 4%.
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Top RUSSIAN investment companies by securities
trading turnover in 2006
Rank

Name

Securities trading
turnover, $ mln

Change over
12 months (%)

1

BrokerCreditService

381.511

259.3

2

CIT Finance

300.197

126.1

3

Troika Dialog Group

247.589

225.3

4

Deutsche-UFG

92.051

88.2

5

East Capital IC

90.906

176.0

6

Aton

89.980

122.1

7

Finam

80.251

273.6

8

Otkrytie

70.242

107.0

9

Alor Group

69.241

357.9

10

REGION Group

59.476

106.6

11

Veles Capital IC

57.766

61.5

12

Renaissance Group

54.846

72.5

13

UralSib Group

43.886

132.3

14

Zerich Capital
Management

42.154

467.9

15

Metropol IFC

26.491

42.6

16

URVB-Finance

24.511

834.1

17

RINKO

24.298

n. a.

18

Utrade.ru

19.917

954.5

19

Kapital Group

17.390

77.2

20

Gardarika-Investments

9.100

248.5

21

Adekta

8.822

106.3

22

Russian Funds-Prospekt

8.469

39.0

23

Vitus IC

8.262

32.4

24

UBS Securities

7.927

96.8

25

VIKA Group

7.888

140.4

Source: Kommersant-Dengi
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General Director
REGION Investment Group
Sergey SUDARIKOV
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T

he REGION Group has
traditionally worked on
the debt market close to
the needs of the companies involved in the production of goods. Last year the Company took part as underwriter in 55
bond issues of companies of 10 economic sectors oriented both on industrial and retail consumers. The
Company also organized 46 promissory note issues for companies of 7
economic sectors. It has become possible for the Company to cover different sectors of the economy due to
a thorough macroeconomic and
sector analysis and the all-around
examination of the companies. These measures enable us to render services to enterprises of practically all
specializations.
Our activities on the debt market
have been marked by the professional community for the second year
running. As a year before REGION has
become winner at the annual “Stock
market elite” contest in the nomination “The best Company operating
on the bond market”. In 2006 the volume of the Group’s operations on
the bond market increased 2,4 times
while the total securities trading turnover grew 2,1 times.
It’s a tradition of REGION not to
be satisfied with the achieved results.
We strive to pursue systematically
and resolutely the chosen strategy
aimed at the development of a complex of services in various sectors of
the financial market with the main-

tenance of reached competitive advantages and positions (including
the leadership on the debt market)
at the same time. As one more key
segment of the market the Company
has chosen the stock market of “second echelon” securities (shares
with small and middle capitalization). In 2006 we managed to increase the volume of stock operations 4,7 times. In 2005 stock operations accounted for only 7,75% of
our turnover, by the results of the
last year this index has increased to
17,62% of the total securities turnover of the Group. In the fourth quarter of 2006 REGION has for the first
time entered the top-5 of the operators of the RTS Board – the market
created for the “second echelon” securities trade.
Today we have enough experience of work on the “second echelon”
securities market which allows us to
speak about its higher predictability
in comparison with the market of
“blue chips” where the quotations of
the companies are seriously affected
by speculative trends. In this annual
report you will find examples how
we get high profits using the reaction of the market on certain corporate events.
Of course our expectations towards some issuers are not always
proved but several successfully implemented trade ideas worked out
by our managers together with the
analytic department of the Group
are enough for the general progress.
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Determination and implementation
of trade ideas have become the basis
for our activity on the stock market.
The number of second-echelon issuers (therefore the number of investment opportunities in this segment) considerably exceeds the
number of their blue chip counterparts, this sector steadily offers us a
wide space for carrying out highly
effective deals. We are grateful to our
clients who believed in our experience and new technologies and finally shared with us the success of
REGION Targeted Investment Fund
formed especially for the creation of
a second echelon shares portfolio. In
2006 the fund yield made 51,7%
while the RTS-2 index which monitors the fluctuation of the second echelon shares quotations made only
42,2%. We would like to stress once
again that our work for the wealth
of our clients with the purpose of
mutually enriching growth is the
main priority of our Company.

We still maintain high positions
in the total securities turnover. In
the fourth quarter of 2006 REGION
Brokerage Company was among
30 biggest professional participants on the securities market (including big investment companies
and banks) which carried out deals
with emissive securities (stocks
and bonds).
We always attentively monitor absolute and relative indices which determine the Group’s position in various ratings and rankings. They are
for us not only a reason for pride but
also the prove of the correctness of
the chosen development strategy.
Our aim is the formation of a solid
diversified income base and the achievement of leading positions in
the promising from our point of view segments of the financial market.
We believe that exactly this approach corresponds to the interests of
clients, partners and owners of our
Company.
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Zakhary
Z H D A N OV
(unknown – ca. 1934)

Owner of the banking house “Zakhary Zhdanov”
with a group of confidants
K. Bulla Studio, 1911
Z. Zhdanov is third from the right
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akhary Zhdanov was born in the village Smentsovo, Myshkinsky uyesd of Yaroslavl province. He was a hereditary honorary
citizen, churchwarden at the Church of the Nativity of the
Blessed Virgin Mary, merchant of the top guild, Chairman of
the Russian Company of mutual Credit. He was regarded king
of Russian stock speculators.
His original name was Golyashkin but after he was declared by the
Moscow commercial court insolvent he was compelled to take the name
Zhdanov. In 1907 he opened in Petersburg the banking house “Zakhary
Zhdanov and K” like British and American banks for individual clients, and
since 1911 he had headed it. The banking house dealed exclusively with
stock operations.
Using advertisement in newspapers and circulating a huge amount of
booklets about stock transactions, favourable conjuncture and on-call deals
the banking house gained a great number of clients.
Zhdanov’s favourite securities were stocks of “Lensk goldmining Company”. He was the first who paid attention to those securities, popularized them at the exchange and raised their price from 1.000 to 5.0006.000 ruble for one share. Stocks of the company were called at the exchange “Elena Zakharovna”. A lot of other securities owe their placement
and distribution among wide circles of public to the owner of the banking house.
Zhdanov’s career was unexpectedly interrupted in 1914 when the Stock
Department Council of the Petersburg exchange excluded him from full
members for his extremely harmful and undesirable stock activity.
During the First World War Zhdanov won back his influence among big
wheels of private stock meetings and entered some stock syndicates.
Shortly after the October Revolution he remembered: “the wheel of the
stock exchange twirled with an enormous speed grinding money into paper….issuing shares and bonds, soaking people’s savings in industry and rewarding them with their paper images colored with cheerful hopes of getting easy money. And they got it. As a result the stock exchange had become
business of thousands, it was in everyone’s mouth and thought. If business
people talked to each other, the subject of the conversation were only
shares, if they hurried to part – only for the sake of shares and if they
stopped only for a minute the reason were also shares.”
During the October Revolution and The Civil War Zhdanov managed to
save a part of his fortune – something was on his accounts abroad, something he managed to get from Petrograd banks - and bury it near his summer cottage in Pavlovsk.

Z
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According to the Cheka papers, in 1919 Zhdanov lived under the name
Mikhailov. For residing under assumed name and an attempt to bribe a security guard he was sentenced to forced labour until the martial law was
lifted. Six month later, in April 1920, he was discharged on parole due to a
changed political situation.
In 1921-22 Zhdanov was an artel-worker but in fact he resumed his activities as speculator and subpurchaser. He was assisted by a certain Sandberg who worked for the State Bank. Zhdanov had a free access to the State
Bank which he visited every morning to learn the prospects for the forthcoming day before going to the exchange. He used the collected information at the Petersburg exchange and at the so-called “black exchange”
which was situated on the roof of “Europeyskaya” hotel. In 1923, on the
grounds of the NKVD ruling he was accused of “malignant and deliberate
lowering of chervonets rate” and was deported to Yaroslavl province for
three years. In 1926 after Zhdanov had served his sentence, the Special
Council of OGPU prohibited him from settling in 6 populated areas and
frontier provinces for three years.
At the beginning of New Economic Policy Zhdanov resumed commercial
operations, speculated for the rate of chervonets, exercised usury, took gold
and diamonds in pledge.
On May 16, 1930 Zhdanov was arrested again. He was accused of several crimes: relations with lawyers and bakers escaped abroad and collected

In 1921-22 Zhdanov was an artel-worker but in fact he resumed his activities
as speculator and subpurchaser. He was assisted by a certain Sandberg who worked
for the State Bank. Zhdanov had a free access to the State Bank which he visited every
morning to learn the prospects for the forthcoming day before going to the exchange

information about the economic situation in the USSR, in particular about
the value of annulated stocks being quoted at foreign exchanges; he was
also accused of buying up cancelled securities and their illegal transferring
abroad through private persons and foreign consulates; of selling precious
pictures, foreign currency and gold coins. Zhdanov was also charged with
writing and distributing anti-Soviet leaflets. In 931 he was sentenced to ten
years of Corrective Labour Camps and sent to Solovki. Two years later he
managed to break out and returned to Leningrad. He was arrested again at
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his mistress. She confessed that Zhdanov had hidden 10 mln. ruble in gold
and planned to escape abroad. OGPU compelled Zhdanov to transfer
650.000 franc from his account at the Bank of Paris in the Industrialization
Fund. To all requests and requirements of chekists to transfer voluntarily to
the Soviet authorities the rest 8,5 mln. ruble Zhdanov claimed that he had
given everything and had nothing else.
Later he was forced to show the hidden values buried near his summer
cottage in Pavlovsk. They were estimated at ca. 1 mln. ruble in foreign currency, stocks and jewelry. After the case was dismissed, Zhdanov was deported to Arkhangelsk province where he shortly died.
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JOINT-STOCK
C O M PA N I E S .
The USSR

Joint-stock companies in the USSR. Operations desk
in the Savigns Office for foreigners
(Leningrad, Lassale str.).
Photo: A.Brodsky, 1933.
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he situation with the joint-stock form of ownership in the
Soviet Russia changed only with the beginning of the New
Economic Policy. According to the decree of the All-Russian
Central Executive Committee from May 22, 1922 “About the
main private property shares” all capable citizens were allowed to establish joint-stock companies. The adopted in
1922 Civil Code of the RSFSR contained 45 articles about joint-stock companies and regulated all the necessary detail.
The first joint-stock company of the Soviet period emerged on February 1,
1922. During 1922 20 joint-stock companies were established and at the beginning of 1925 their number increased to over 150. In addition to the Civil
Code a row of bylaws were issued, among them the “Joint-stock Regulations”
from August 17, 1927. According to these Regulations the most important
priority of state joint-stock companies (they accounted for over 90% of all
joint-stock companies in the Soviet Union) was the economic activity but
not the increase of the shareholders value.
By the beginning of 1930s practically all joint-stock companies were
transformed into state-owned enterprises. Only two joint-stock companies remained: Bank of foreign trade of the USSR (the future Vneshekonombank) established in 1924 and the All-Union joint-stock company
“Intourist” founded in 1927. But their activities were based on the same
principles as those of state-owned companies. From 1930 to 1980 only
one joint-stock company was founded in the Soviet Union, the insurance company of the USSR “Ingosstrakh” based on the Department of external insurance.
The prerequisites for the revival of the joint-stock form of ownership in
the USSR emerged in the middle of 1980s with the beginning of Perestroika. Without waiting for an appropriate legislative basis the Lvov manufacturing enterprise “Conveyor” assumed the status of a “state joint-stock socialist enterprise” and issued shares for over 1 bln Soviet ruble (to compare with – the prestige car Volga GAZ 2410 cost about 16 000 ruble and an
average salary in national economy made 202,9 ruble). Only workers of the
enterprise had a right to buy shares. The workers with the length of service
between 3 and 15 years, 15 and 20 years and over 20 years could acquire
shares for the sum that not exceeded 3, 4 and 5 monthly wages respectively. On the decision of the labour collective workers had a right to buy additional shares at their own expense for the sum that not exceeded 3 monthly
wages. For the violation of the labour discipline the shareholder could be
deprived of dividends and excluded from the number of shareholders. The
resale of shares was forbidden.

T

045-049=Akcii_SSSR:Layout 1

11/20/07

9:37 PM

Page 47

H I S T O R Y: J O I N T - S T O C K C O M PA N I E S

Tatiana Tserkovnikova - one of the first who invested
her savings in the manufacturing capital
of “Peter-Lada” joint-stock company (St.Petersburg) –
with the company certificate.
Photo: S.Smolskiy, 1991.
Shares bought at the expense of the fund of financial incentives could
be returned back to the enterprise only when a worker was dismissed,
with that purpose special assets were reserved; stocks bought at private
expense could be returned at any moment. By the end of 1988 apart from
“Conveyor” a number of other state-owned enterprises made an attempt
to issue their own shares. To regulate the spontaneous process the Council of Ministers of the Soviet Union adopted on October 14, 1988 the Resolution “About the issue of shares by enterprises and organizations”. It fixed the status of the so-called shares of the labour collective and allowed
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the issue of the “shares of enterprises and organizations” meant for the
distribution among juristic persons.
In the last two years of the USSR existence joint-stock relationship in the
socialist economy developed promptly. In May 1990 the Council of the Ministers adopted the decree “About the establishment of a joint-stock enterprise “Scientific devices”. A month later, on June 19, 1990 the Soviet Government approved the “Regulations about joint-stock companies and
companies with limited liability” and the “Regulation about securities”. A
week later the prerequisites created by the document got real outlines: On
June 26, 1990 the Council of Ministers approved the revolutionary regulation “About the transformation of the production association Kamaz into
a joint-stock company”. It provided for the sale of shares to natural and juristic bodies and to foreigners.
Due to the painful division of power between the old Soviet and the new
Russian authorities a separate Regulation about joint-stock companies was
adopted by the Council of Ministers of the RSFSR on 25 December 1990. In

Without waiting for an appropriate legislative basis the Lvov manufacturing
enterprise “Conveyor” assumed in 1987 the status of a “state joint-stock socialist
enterprise” and issued shares for over 1 bln Soviet ruble.

the following five years that regulation was the basic normative act which
regulated the main principles of the legal status of joint-stock companies in
Russia. Then that role passed to part 1 of the Civil Code of the Russian Federation (it came into effect on January 1, 1995) and to the federal “Law
about joint-stock companies” (January 1, 1996).
During the rushing development of the joint-stock form of ownership
in the last years of the Soviet Union 1432 companies were added to the State Registrar of joint-stock and limited liability companies. 402 of them had
a joint-stock form of ownership (their total authorized capital made 23,9
bln ruble). The majority of the companies of that period were founded on
the basis of big state industrial and construction enterprises and were closed joint-stock companies.
A mass appearance of joint-stock companies in Russia fell on the privatization process. The government used a system of free vouchers as a way to
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give mass privatization a jump-start. In 1992-2005, as a result of privatization, 32 400 joint-stock companies were established. At the current moment the number of joint-stock companies in Russia exceeds 160 000.
The destiny of a voucher, which was a share of a citizen in the state property was decided by its owner; the effectiveness of the voucher investment
in certain shares can be judged by the following table:

Issuer

Number of shares
per voucher
On voucher
auctions

LUKOIL
Surgutneftegas
Gazprom
NLMK
Severstal

"Price" of voucher
by 29.12. 2006

Including
subsequent
share issues

RUR

7

7

USD

15.985

606

15

3.900

156.624

5,937.50

2.500*

2.500

756.775

28,688.60

13

13

822

31.2

9

9

2.761

104.7

Rostelekom

9

9

1.794

68

Baltika

3

237

279.252

10,586.20

AutoVAZ

7

7

12.499

473.8

* - Russia's average
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General director
REGION Asset Management
Andrey ZHUIKOV

Andrey Zhuikov was born on July 15, 1973. He is a graduate of the Zhukovsky Air Force Engineering Academy and the All-Russian Distance Institute of Finance & Economics. He holds level 1.0 (brokerage and dealer activities on the securities market) and level 5.0 (securities management activities) qualification certificates from the FFMS.
A.Zhuikov has worked for the Group since 1997 as a specialist in the commercial department,
head of the client services department, director of trust management operations and first deputy
to the general director of the company. Since January 2002 he has been head of a new division
within the Company, REGION Asset Management.
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uantitative indices of
the REGION Group of
management companies were very strong in
2006. Assets under management
increased
1,75 times and made
$0,7 bln. Pension reserves under management also went up by 125% and
made $0.3 bln.
Assets in mutual funds under the
Group’s management increased
substantially (their growth made
215% and their volume in 2006 exceeded $0,16 bln). Rate of growth
of insurance companies’ assets under the REGION Group management were even more immense
(they increased almost 12 times
and made about $38 mln). All main
indices of asset management activities grew more rapidly than in
2005. But the events of the year
2006 are not less important than
indices.
Real estate investment funds in
Russia have aroused much interest
lately. The REGION Group was one
of the first Russia’s companies which
started to develop this promising
area of collective investments. The
last year has proved that we are on
the right track.
In August 3 multi flat houses
with the area of 36 600 sq.m were
constructed in Surgut (KhantyMansiysk Autonomous District)
within a joint project of REGION
Group and Khanty-Mansiysk non-

state pension fund. At the end of
2006 one more residential house
with the area of 4300 sq m was
built ahead of schedule. Thus the
“Yugra Real Estate” real investment
trust under the REGION Development management not only produced a profit to its shareholders
but has also proven the possibility
to solve with collective investments ( it means with market mechanisms) one of the acutest and socially significant problems of the
Russian economy – shortage of affordable housing. The yield of the
“Yugra Real Estate” real estate investment fund made 50,6% in
2006. The portfolio of the fund includes 9 more residential houses in
Surgut, Pyt-Yakh, Langepas and
Nizhnevartovsk.
Real estate funds offer new opportunities for institutional and
private investors and allow to develop closely-related market sectors. Creating civilized mechanisms of building with the assets of
financial market participants
REITs also stimulate demand for
accommodation. As an example of
such combination can serve the
successful activity of the Russia’s
first mortgage fund, “Yugra Mortgage Fund” formed in 2005 under
the REGION Development management. The fund acquires mortgages of secondary market property and building residential houses
as well as bank loans for the construction of buildings which be-
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long to the assets of the “Yugra Real Estate”.
Our experience and technologies
are of great demand: at the beginning of 2006 the International Financial Corporation (IFC) and REGION Development signed an
agreement about cooperation and
technical assistance within the IFC
project “Development of the primary market for mortgages in Russia”.
The last year was marked by the
creation of a new area of our activities on the real estate market. In April
2006 REGION Development finished the formation of the closed-end
real estate investment fund “Yugra

Rental Fund” and 6 months later trade with its shares was launched on
the MICEX. The fund focuses on the
investments in the already built commercial real estate of the KhantyMansiysk District receiving profits
from its commission.
In 2006 we were creating a product in another promising area of
collective real estate investments. In
2007 we plan to launch the closedend real estate investment fund “REGION Land Fund” which will put assets in plot of lands of various purpose.
Traditional areas of asset management also developed dynamically in

Operating highlights of asset management
companies within REGION Group
Index
Assets under management,
$ mln

January 1 January 1 January 1 January 1 January 1
2003
2004
2005*
2006*
2007*
12.0

63.3

134.4

249.5

748.5

2.7

15.6

60.3

122.7

300.4

Number of pension funds

7

17

25

25

26

Assets of insurance
companies, $ mln

0

0.2

0.6

6.8

38.0

Number of insurance
companies

0

1

2

4

12

NAV of mutual funds,
$ mln

0.0

5.3

19.6

47.4

163.2

Equity,
$ mln

0.9

3.8

5.4

5.7

7.2

Pension reserves under
management, $ mln

* - consolidated figures

050-054=Juikov(!):Layout 1

11/20/07

9:37 PM

Page 53

53

2006. Closed-end mutual fund “REGION Targeted Investment Fund”
under REGION Asset Management
formed in 2005 and focused on two
Group’s priority trading strategies –
second echelon securities and high
yield debt instruments with fixed income – showed in 2006 the yield of
51,7%.
Developing new services and improving the traditional ones we never forget that asset management , like no other area of business activity,
is built first of all on trust.
Clients build trust in the management of their assets on honesty
and professionalism. And exactly

the confidence on the part of our
client allows us to achieve the set
goals in the area of asset management. Trust is impossible without
openness and transparency of the
asset management company. We
are pleased that by estimates of the
information openness of Russia’s
asset management companies published by “Interfax – Center of economic analysis” Agency REGION
Asset Management is on the list of
the Russia’s most transparent companies (rank 15, 85 points from
100 possible).
Professionalism, trust, openness
in connection with a steady deve-

Fastest growing asset management companies in 2006
Rank

Asset Management
Company

NAV under management,
$ mln
на 31.12.06 на 31.12.05

Growth of NAV,
$ mln

%

1

Leader

9.699,2

5.517,1

4.182,1

2

Troika Dialog Group

3.117,7

1.315,4

1.802,3 116.83

3

Renaissance Capital Group

3.064,0

1.798,1

1.265,9

55.89

4

Kapital

3.060,8

1.951,4

1.109,4

43.49

5

Management Centre

3.616,9

2.576,1

1.040,8

28.44

6

Management Consulting

1.805,6

1.039,9

765.7

58.84

7

UralSib

1.702,1

1.038,9

663.2

49.88

8

Asset management
company of Rosbank

893.1

344.3

9

REGION Group

738.7

249.5

489.2 170.88

10

CIT Finance

658.7

279.7

379.0 115.43

Source: Finance magazine

60.83

548.7 137.28
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lopment of new technologies and
transformation are our vision of a
modern asset management company. The achievements of the

year 2006 strengthen our faith in
the correctness of our way to meet
the need and expectations of our
clients in the future.

055-059=InvestFondi:Layout 1

11/20/07

9:39 PM

Page 55

INVESTMENT
FUNDS

Investment funds. Reception of clients in the “Salamandra”
Insurance Company.
K. Bulla Studio, 1911.
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he world history of investment funds stretches back over
230 years but the first structures which enabled investors to
join financial and non-financial assets in common interests
– life annuities and plantation loans – emerged long before the 18th century. Life annuities were financial contracts
where borrowers paid interest to the lender for the remainder of the life of the lender, or the life of a third person named in the
contract. Life annuities date back to 205 b.c., they were quite common in the
Middle Ages in France and Northern Europe. One of the forms of life annuities were tontines which possessed features similar to those of modern
mutual funds. In a tontine a borrower promises to pay an annuity to a group of individuals, to be divided among the living members of the group.
Many early tontines were organized by governments, first private tontines
emerged in the 17th century. Unlike the public tontines private tontines
needed a kind of collateral. As a rule it was an initial contribution of investors used for the purchase of securities. For example the established in
1746 private tontine with 10 participants from Broek op Waterland invested money in bonds of Emperor Charles VI which were collateralized by
the proceeds of his possessions. In case the assets of a tontine were invested in shares the investors could count only on the maintenance of the issuer’s dividend policy. In 1670 a private tontine with 30 participants who
invested in the shares of the East India Company was founded in Amsterdam. That private tontine was an example of a “capital” tontine in which
the participants jointly owned the collateral. Unlike government tontines
which guaranteed only the payment of annuities, in capital tontines the
collateral could be shared among the survived participants after the death
of a pre-specified number of the members of the group.
Plantation loans were a kind of securities which securitized mortgages
to planters in the West Indies. Johann Deutz was the pioneer in that area. In
1695 he started crediting on the security of profits of the mercury mines of
the Austrian Emperor. In 1753 the company Deutz&Co. was already headed
by Gideon Deutz, mayor of Amsterdam. He arranged the bond issue; money earned by that issue was spent on the purchase of mortgages in Surinam. In return, plantation owners who got mortgage credits were obliged
to ship their crops to the Netherlands through Deutz&Co. Between 1753
and 1776 about 200 plantation loans in which many first investment funds
put money were placed in Amsterdam.
In July 1774 in Amsterdam a broker named Abraham van Ketwich invited subscriptions to Eendragt Maakt Magt (Unity creates strength) fund
established for investments in securities of foreign countries and banks and

T
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Gubern office of social
insurance. Exhibit of a show.
Photographer Magasiner,
1927.
Sign on the stand:
the growth of number of insured
people in Russia in dynamics,
1913-1927.

in plantation loans. The fund was established for 25 years. Investors could
subscribe for both registered and bearer shares. Both types of stocks had
no restriction for the secondary circulation. Thus Eendragt Maakt Magt was
the first closed-end investment trust. An eventual reason for the foundation of the trust was the crisis of 1772-1773. The crisis burst out because of
the bankruptcy of English banks which financed the British East India Company. The wave of defaults reached also Amsterdam.
The prospectus of Eendragt Maakt Magt obliged van Ketwich to provide the investors with the annual report and to disclose information of the
fund’s activities at any request. The fee of the manager made 0,5% of the
fund property at the moment of its foundation plus annual 0,2% of the assets value. The purchased securities had to be stored in van Ketwich’s office, “in an iron chest with three working locks”. Each investor had a key.
2 000 shares of Eendragt Maakt Magt were subdivided into 20 classes.
The capital of each class was invested in not less than 20-25 securities and
contained no more than 2 or 3 particular security. The promised dividend
to each shareholder was 4% per annum. The income over that amount was
kept in the reserve fund. It was used for annual repurchase of one share
which was determined by lot, from each class at a premium of 20% over
par. Each share had its personal number and the future dividends of the
neighboring shares increased. In the 18th century the securities issues often
had features of a lottery, van Ketwich wasn’t original.
The success of Eendragt Maakt Magt entailed the establishment of other
funds. In 1776 the Voordeelig en Voorsigtig (Profitable and Prudent) fund
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with the rules similar to those of van Ketwich was formed in Utrecht. Unlike Eendragt Maakt Magt the fund could purchase its own shares as the
object of investments.
In 1779 van Ketwich established his second fund Concordia Res Parvae
Crescunt (the Latin origin of Eendragt Maakt Magt). The prospectus of the
fund didn’t contain a detailed investment declaration.
The first investment funds were not very successful, they experienced the
consequences of investment in plantation loans during the re-allotment of
colonies. In 1782 van Ketwich was forced to suspend the redemption of
shares in his first fund and then to lower the level of dividends.

In July 1774 in Amsterdam a broker named Abraham van Ketwich invited
subscriptions to Eendragt Maakt Magt (Unity creates strength) fund established
for investments in securities of foreign countries and banks and in plantation loans.

In 1799 the investors decided to extend the fund until the shares could
be redeemed. In 1803 the management of the affairs in the both funds was
taken over by the firm van Ketvich&Voomberg. In 1811 the share price of
Eendragt Maakt Magt reached 25% of its nominal value of 500 guilder and
the fund actively purchased its own shares. In 1824 it was dissolved and the
dividends of 561 guilder were paid to the survived participants. Concordia
Res Parvae Crescunt existed 114 years until 1893 and paid the liquidating
dividends of 430,55 guilder against the nominal value of the share of 500
guilder.
The first investment fund outside Holland named Societe civile Genovoise d’emploi de fonds emerged in 1894 in Switzerland. In 1868 a Foreign
and Colonial Government Trust on a non-Dutch pattern was founded in
London. In 1875 the capital of England numbered already 18 funds. In 1894
the first fund – Boston Personal Property Trust- emerged in the USA. The
German Zickert’sche Kapitalverein was formed in 1923. A year later the
subscription to the shares of the first ever open investment fund, the Massachusetts Investment Trust, was opened in Boston. Then the industry of
investment funds developed in the geometrical progression. In the middle
of 2006 there were 59 400 investment funds with the assets of 15,3 bln euro in the world.
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The basis for investment fund activities in the modern Russia emerged in
July 1991 with the adoption of the Law “About privatization of state and
municipal enterprises in the RSFSR”. The first investment fund – Moscow
Investment Fund – was registered in February 1992 with the capital of 15
mln ruble. Its founders were RINAKO, Promstroybank, Interbank, Bank Favorit, Kalita JSC, Office de Development Industriel Scientifique et Culturel
France Russia, Center of Investments at the Academy of National Economy, Prefecture of the central district of Moscow, editorial staff of the newspaper “Economy and life”, Gravin enterprise of small business and Valery
Rutgeiser.
The beginning of the privatization was marked by a rapid growth of a
number of investment funds. At the end of the voucher privatization there
were over 650 funds in Russia, and according to Voucher Fund Monitoring
Group only 516 of them were operating. In Moscow operated 62 funds, in
Yekaterinburg – 16, in St.Petersburg and Samara – 13. The funds accumulated 34 mln. of vouchers, 23,2% of their total amount.
In the middle of the 90s due to the changes in the regulation of investment funds a new type of collective investments – mutual funds – emerged.
The first mutual fund was registered in September 1996 and a few months
later voucher investment funds were obliged to transform either in mutual funds or in joint-stock companies.
In 2003 the first Russia’s closed-end real estate mutual fund was founded. At the beginning of 2007 641 mutual funds with the assets of $16 bln
were operating in Russia.
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Chief Finance Officer REGION Group
Marina VORONKOVA

Marina Voronkova was born on October 3, 1970. She is a graduate from the Moscow State University, the State University of Management. She has worked for REGION Group since 1999 first
as chief accountant, and since 2001 as chief financial officer. M.Voronkova is a member of NAUFOR’s committee for accounting and taxation. She holds a level 1.0 (brokerage and dealer activities on the financial market and securities management activities) qualification certificate from
the FFMS.
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AUDITOR’S REPORT

Auditor’s Responsibility

To: Mr. Sudarikov S.N.
General Director IC REGION ZAO

Our responsibility is to express an
opinion on these financial statements based on our audit. We conducted our audit in accordance with
International Standards on Auditing.
Those standards require that we
comply with ethical requirements
and plan and perform the audit to
obtain reasonable assurance whether the financial statements are free
from material misstatement.
The audit involves performing
procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The
procedures selected depend on the
auditor’s judgment, including the
assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the preparation and fair presentation of the financial statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an
opinion on the effectiveness of the
Company’s internal control. The audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
accounting estimates made by management, as well as evaluating the
overall presentation of the financial
statements.
We believe that the audit evidence we have obtained is sufficient and

We have audited the accompanying consolidated balance sheet
of IC REGION ZAO (hereinafter referred to as the “Company”) at 31
December 2006, and the related
consolidated statements of profit
and loss, cash flows and changes
in shareholders’ equity. These financial statements are the responsibility of the Company’s Management. Our responsibility is to express an opinion on these financial statements based on our audit.

Management’s Responsibility for the Financial Statements
Management of the Company
is responsible for the preparation
and fair presentation of these financial statements in accordance
with International Financial Reporting Standards. This responsibility includes: designing, implementing and maintaining internal control relevant to the preparation
and fair presentation of financial
statements that are free from
material misstatement, whether
due to fraud or error, which have
an effect on these financial statements; selecting and applying the
appropriate accounting policies;
and making accounting estimates
that are reasonable in the circumstances.
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appropriate to provide a basis for
our audit opinion.

cash flows for the period then ended
in accordance with International Financial Reporting Standards.

Opinion
In our opinion, the accompanying
consolidated financial statements
present fairly, in all material respects,
the financial situation of the Company and its subsidiaries at 31 December 2006, and the results of their
operations, changes in equity and

Samoilov E.V.
General Director
Baker Tilly Russaudit Ltd
95 Mira Prospect, Moscow
129085 Russia
11 September 2007

Baker Tilly Rusaudit (before January 2004, Russaudit Dornhof, Evsejev and Partners), one of the
leading auditing-consulting companies in Russia, was created in Moscow in 1992.
In 1994, Rusaudit became the first Russian company to gain membership in the international association of auditing firms, as part of Baker Tilly International (before January 1, 2002, Summit
International Ass.).
Baker Tilly International is the world’s 8th largest international auditing network, linking 128
companies in 85 countries. The group’s headquarters is in London. By combined earnings of
member companies in the United States, the group is in fifth place in the market, trailing only
companies in the "big four", while it is in 7th place in both the German and U.K. markets.
Among the company’s clients are the energy companies Gazprom, Mezhregiongaz,Vologdaenergo, Karelenergo, Omskenergo, Tulenergo, Khabarovskenergo and TGK 4; the transport companies Russian Railways, Krasnoyarsk Airlines and VIMAVIA; chemicals firms Akron,
Evrokhim, Uralkaly, Khimprom and NITOL; manufacturers VSMPO-Avisma, Nizhfarm, Kurganmashzavod, Ruspromavto and Russky Produkt; Retailers Arbat Prestige, BMV Rusland Trading, GENSER, Avtoros, Karl Zeiss and Pirelli Tire Russia; banks and investment companies Impeksbank, the Federal Stock Corporation, REGION Russ-Invest, Russian Funds, Tserikh Capital
Management, Open, Antanta Capital, and the RTS Stock Market; media companies Kommersant, Glavbukh and OLMA Media Group; and telecommunications companies Verysell,
Sky Link and Sistema Telecom.
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Investment company Region Zao consolidated balance
sheet for the year ended 31 december 2006
(in thousands of russian rubles)
31 December 2006

31 December 2005

Assets
Cash and cash equivalents
Trading securities

716.065

465.685

22.342.229

6.065.767

Investment securities available for sale

609.056

669.546

Investment in associates

189.345

243.999

Receivables from broker-dealers

518.372

1.474.754

Receivables from customers

119.880

327.424

Profit tax receivable

41.959

5.518

1.852.872

495.992

Other assets

61.724

31.478

Total assets

26.451.502

9.780.164

276.512

280.823

Originated loans

Liabilities
Payables to broker-dealers
Customer funds
Borrowings
Promissory notes issued
Other liabilities
Profit tax payable
Deferred tax liabilities
Total liabilities
Minority interest

252.339

68.069

20.593.851

5.342.451

3.986.217

3.176.612

37.216

28.190

33.632

1.888

106.800

27.474

25.286.567

8.925.508

12.402

8.203

Shareholders’ equity
Share capital
Share premium
Translation reserve
Retained earnings
Total shareholder’s equity
Total liabilities and shareholders’
equity

48.783

48.783

595.988

595.988

269

285

507.494

201.397

1.152.534

846.454

26.451.502

9.780.164

The consolidated financial statements, from which the above summarised consolidated financial statements have been
derived, are available from ZAO Investment company REGION located at Shabolovka st, 10, bld.2 upon request.
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Investment company Region Zao consolidated profit
and loss statement for the year ended 31 december 2006
(in thousands of russian rubles)
2006
Revenue

2005

267.074.575

107.078.920

(266.025.427)

(106.661.606)

Gross profit

1.049.148

417.314

General and administrative
expenses

(634.317)

(285.266)

Cost

Other income

12.154

5.585

Other expenses

(8.671)

(1.197)

418.313

136.437

705

910

Share of profit after tax
of associate

(18.422)

(3.028)

Profit before tax

400.596

134.319

Profit tax

(93.888)

(30.004)

Profit

306.707

104.315

306.098

103.094

609

1.220

989.314

488.529

1.213.862

488.529

Operating income
Excess of fair value of acquiree
over acquisition price

Attributable to:
Majority shareholders
Minority interest
EBIT
EBIT (net of Management’s
bonuses)

The consolidated financial statements, from which the above summarised consolidated financial statements have been derived, are available from ZAO Investment company REGION located at Shabolovka st, 10, bld.2 upon request.

060-072=Voronkova(Finansi)_Eng:Layout 1

11/20/07

9:39 PM

Page 65

REGION GROUP FINANCIALS IN 2006

MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS
This Management’s Discussion and
Analysis is presented to enable readers to assess material changes in the
financial condition and operational
results of REGION Group for the year ended 31 December, 2006, compared with the corresponding periods. This MD&A should be read in
conjunction with our audited Consolidated Financial Statements prepared in compliance with International Accounting Standards.
Our company is one of the leading
Russia’s investment banks. The core
activities of the company (hereafter
the Group) and its subsidiaries comprise brokerage and dealing operations, asset management, depository services and corporate financial
advisory services.
The dynamics in the growth of the
Group’s assets in 2006 continued its

development trends of the previous
years. Increase in assets and turnover
is also encouraged by favourable
conditions on the Russian stock
market.
REGION Investment Company is
the core of the Group, while the subsidiaries are responsible for the development of separate business areas:
To achieve strong financial performance the Group implements operational management and redeployment of resources both in separate
subsidiaries and within the Group as
a whole. All business areas are interdependent with each other, a part of
revenues of one business area make a
part of expenses on another one.
Therefore operating results of separate subsidiaries do not reflect the financial situation in the corresponding business area and results of its

Nature of business

Country of incorporation

REGION Investment Company

Investment activities

Russia

REGION Asset Management

Asset management

Russia

REGION Development

Asset management

Russia

REGION Depository Company

Depository services

Russia

REGION Brokerage Company

Brokerage services

Russia

REGION Financial Consultants

Financial services

Russia
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financial activities as if this business
area was independent. In this connection we consider operating results as
consolidated for the Group.
The risk management within the
Group is carried out in respect of financial risks (credit, market, currency, liquidity and interest rate), operational risks, and legal risks. To reduce
financial risks we set specific risk limits and then control the value at risk
to be within these limits. Operating
and legal risks are managed through
implementation of tailored internal
policies and procedures.

Revenues from sales
Increase in sales revenues in 2006
reflects the growth scale of the Group’s business. Net revenue from sales in 2006 increased by 159 995 655
thousand ruble or by 149,5%.
The implementation of the Group
development strategy aimed at the diversification of services in various sectors of the financial market enabled
us to continue the expansion of the
Group’s presence on the stock market
and to maintain substantial commission revenues in the income structure.

Revenues grew stronger then cost
of sales so gross profit increased by
631 834 thousand ruble or by
151,4% and made 1 049 148 thousand ruble in 2006 against 417 314
thousand ruble in 2005.

General and administrative
expenses
Development of staff enhancement
mechanisms, staff expansion and as
consequence increase in administrative expenses entailed 349 051
thousand ruble or of 122,4% growth
of general and administrative expenses (G&A).
Core general and administrative
expenses are staff remuneration and
social contributions. In the reporting
period they increased by 299 253
thousand ruble and made up 78,6%
of total G&A against 69,8% in 2005.
It is connected with the staff expansion and with the improvement of
the motivation system.
Business activity of the Group and
its orientation towards the internal
development and positioning of the
Group on the market promoted increase in expenses on “information

Revenue structure, thousand rubles
2006

2005

Core activities

266 429 902

106 696 676

Other revenue

644 673

382 244

267 074 575

107 078 920

Total
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General and Administrative, thousand rubles
2006

2005

Compensation and benefits

498 316

199 063

Taxes other than profit tax

31 640

8 171

Administrative and other expenses

29 801

21 494

Rent expenses

27 845

23 559

Information and legal services

14 172

5 940

Telecommunications and information services

11 970

10 913

Business development and advertising

7 910

3 168

Depreciation/amortization

7 299

5 922

Insurance expenses

3 000

4 374

Security expenses

2 364

2 661

634 317

285 266

Total

and legal services” (by 138,6% or 8
232 thousand ruble), “advertising
expenses” (by 149,7% or 4 742 thousand ruble) and “administrative and
other expenses” (by 38,7% of 8 307
thousand ruble).

Other income and expenses
Preparing Consolidated Financial
Statements for the year ended 31
December, 2006, REGION Group
Management decided to represent
“Interest income”, “Asset management fees”, “Brokerage and depository fees”, “Underwriting fees” and
“Investment advisory fees” as “Revenue” and the corresponding expenses as “Cost of Sales”. We believe that
this approach reflects the Group’s
activities more fairly.

Trading securities
Our company is focused on the debt
market. Maintaining leading positions on the Russian debt market we
have strived to expand our presence
in other segments of the financial
market and to develop already existing business areas. With traditionally big volume of trading in corporate securities (57% for the year ended
December 31, 2006 against 56,4% for
the year ended December 31, 2005)
their consolidated volume increased
by 9 321 079 thousand ruble and reached 12 744 036 thousand ruble.
The volume of mutual fund shares
and stocks grew by 1 500,6% or by 5
679 678 thousand ruble to 6 058 183
thousand ruble for the year ended
December 31, 2006. The consolida-
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Other Income, thousand rubles
2006
Interest receivable

2005

405 677

202 041

Assets management fees

87 966

94 027

Brokerage and custodian services fees

61 394

38 527

Underwriting fees

49 054

30 463

Investment advisory services fees

40 581

17 186

644 673

382 245

Total

Expenses associated with other income, thousand rubles
2006
Interest payable

2005

588 718

Brokerage and custodian services fees
Total

354 210

11 253

11 610

599 971

365 820

Trading Securities, thousand rubles
2006
Corporate debt securities

2005

12 744 036

3 422 957

Municipal and state securities

3 506 848

2 215 940

Mutual funds and shares

6 058 183

378 505

Other

33 162

48 367

Total

22 342 229

6 065 769

ted growth of all trading securities
made 268,3% or 16 276 460 thousand ruble.
The volume of Group’s operations
with shares of small and middle ca-

pitalization companies increased
18,4 times in 2006. Strong growth of
trading in these securities was facilitated by both clients operations and
proprietary trading.
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Income tax
The Group’s income tax expenses
went up by 63 884 thousand ruble
and made 93 88 thousand ruble for
the year ended December 31, 2006
against 30 004 thousand ruble for
the year ended December 31, 2005.
The main reason for the income tax
expenses growth is increase in profit
before taxation.
The Group’s effective income tax
rate remained unchanged and made
22-23%.

Profit attributable
to shareholders
As a result of above mentioned
factors our profit attributable
to principal shareholders increased
by 196,6% of by 203 004 thousand
ruble, from 103 094 thousand
ruble for the year ended December
31, 2005 to 306 098 thousand rub-

le for the year ended December 31,
2006.

Cash flow and liabilities
The main bulk of REGION Group
payables make bank loans, issued
promissory notes and liabilities under REPO operations with emissive
securities. Due to the nature of its
activities on the market the Group
needs a fast access to a large volume of short-term capital. That’s
why the financial strategy of the
Group in 2006 was aimed at an increase in limits set by its counterparties (long-term agreements about the granting of overdraft facilities etc.) The Group has worked successfully towards this goal because
the share of unsecured sources of finance went up considerably in
2006. We are intended to increase
this index in the future.

Equity and Net Income of REGION Group, thousand rubles
1.500.000

1.000.000

500.000

0
2003

2004
2005
Equity
Net income

2006
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Consolidated cash flow statement, thousand rubles
2006

2005

Cash flows from operating activities
Profit before tax

400,596

134,319

7,299

5,922

Adjustments:
Depreciation
gain arising from disposal of equipment

-

(12)

Revaluation of trading securities

225,140

(19,843)

Share of profit after taxation of associate

(18,422)

3,028

(1,295)

1,197

6,529

58

Loss arising from disposal of subsidiary
Provision for doubtful accounts receivable
Loss on investments into associate
Excess of fair value over acquisition price

54,659
705

-

Cash flows from operating activities prior to changes in working capital
Movements in accounts receivable

1,157,396

(1,560,012)

Movements in accounts payable

193,183

414,434

Movements in cost of securities

(16,494,244)

(2,216,971)

(31,472)

4,278

Net decrease (increase) in other assets
Net increase from borrowings originated
Cash from operating activities
Profit tax paid

In the reporting year the Group
managed to reduce slightly external
financing costs. Bank loans were obtained at an interest rate between
7,5% and 12 % against 10-14% in the
previous year. In spite of a sharp increase in volume of REPO funding

(1,763,184)

(193,384)

(16,263,109)

(3,426,988)

(19,261)

(25,392)

rates remained practically unchanged. By the end of 2006 the vast majority of the Group’s consolidated assets and liabilities were nominated
in Russian rubles as the Group’s activities don’t comprise international
operations.
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Consolidated cash flow statement, thousand rubles
2006

2005

(588,718)

(354,421)

405,677

186,241

(16,465,411)

(3,620,560)

(6,358)

(6,589)

Cash received from sale of equipment

285

63

Cash received from disposal of associate

650

-

Proceeds (cash outflow) from disposal
of shares in subsidiary

11,000

(1,047)

Net decrease/(increase) of investment securities
available for sale

60,490

(599,609)

Net cash flows from investing activities

66,067

(607,182)

15,840,119

3,604,995

809,605

867,653

16,649,724

4,472,648

Net change in cash and cash equivalents

250,379

244,906

Cash and cash equivalents
at the beginning of the year

465,685

220,779

Cash and cash equivalents
at the end of the year

716,065

465,685

Interest paid
Interest received
Net cash flow from operating activities
Cash flows from investing activities
Acquisition of equipment

Cash flows from financing activities
Net (decrease)/increase from borrowings
Net increase from promissory notes issued
Net cash from financing activities

Analysis of the REGION Group Financial Statements for the year 2006
continues development trends of
the previous year that once again
confirms the maintenance and successfulness of the accepted strategy
aimed at developing a variety of ser-

vices on financial markets and rendering to our clients and partners
services which meet their needs and
demands of the market. The main
reasons for our progress are rooted
in market trend awareness and responsive approach to our clients.
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Top russian investment companies
by assets in 2006, $ '000
Rank
1

Name
Troika Dialog Group

Assets
1.439,3

2

REGION Group

959.2

3

Kapital Group

790.6

4

Metropol IFC

600.6

5

UralSib Group

494.6

6

GAZinvestservice

432.8

7

CIT Finance

394.4

8

Gazprominvestholding

374.1

9

BrokerCreditService

294.7

10

Gardarika Investments

272.4

11

Baltic Financial Agency

267.7

12

Aton

243.5

13

Monolit Corp

236.2

14

Deutsche-UFG

221.6

15

Veles Capital IC

217.0

16

Finam

190.6

17

Russ-Invest IC

182.5

18

Renaissance Group

180.3

19

Otkrytie

147.3

20

RINCO

145.5

21

Ak Bars Finance

130.5

22

OEMK Invest IC

130.3

23

Alor Group

111.2

24

Megatrustoil FC

107.9

25

East Capital IC

101.4

Source: National rating agency
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Ya k o v
I. UTIN
(1839–1916)

Yakov Utin, Chairman of the board of St.Petersburg Discount and Loan Bank, at his desk.
K. Bulla Studio, 1911.
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ntrepreneur, Privy Counsellor. A nobleman. After his graduation from the Faculty of Law of the St.Petersburg University
(1860) he served at the Ministry of Justice and was promoted
to the position of the Director of the Department. In 1885 he
retired and settled down to business activities. He was member of the board of the St.Petersburg Discount and Loan Bank
between 1885-1903 and its President since 1903.
He was co-owner and manager of a number of joint-stock companies –
Moscow-Vindava-Rybinsk Railway (Savelovsk and Riga destinations today),
steamship company “Caucasus and Mercury”, ”Russia” insurance company,
joint-stock company “Sormovo”, Donetsk-Yuriev metallurgical company,
“Phoenix” carriage-building company, Baku oil-industry society.
In 1912 at a discussion devoted to the construction of the underground in Moscow Utin together with a group of influential Moscow and
St.Petersburg entrepreneurs (among them was also the brother of the
Moscow mayor A.Guchkov) expressed a radical idea not to build the underground at all and to replace it with an underground railway station in
Okhotny Ryad. The project provided the construction of a huge passenger station for all the railways met in Moscow and an enormous storehouse for perishable products. The territory with the area of several tens
of acres stretched from Lubyanka square to Tverskaya street and from Kitay-Gorod wall to Sofiyskaya (Pushechnaya) street. Apart from a railway
station and a storehouse the construction of various shops, restaurants
and inns was provided.
Due to the slope of the district the traffic should be arranged in 3 levels:
the underground level – railways tracks (14 tracks for the passenger traffic
and 12 goods tracks); cartage should be placed a level above – on the Teatralnaya square and trams should be driven on the surface, at the level of
Rozhdestvenka street. All levels should be connected with each other by
means of lifts and elevators. The project wasn’t accepted.
Utin was a member of the board of the Stock Department of the St.Petersburg Exchange. He was also a member of the “Union of October 17”
(Oktobrist) – a right-wing liberal political party which represented interests of officials, landowners and representatives of trade and industrial bourgeoisie.
In June 1914 the St.Petersburg district court sentenced the editor of St.Petersburger Herold G.Peapers to 6 months prison for the libel against the
former Chairman of the Council of Ministers V.Kokovtsev. In February 1914,
a few days after his retirement, St.Petersburger Herold published the article named “Vladimir Kokovtsev differs from other ministers”. According to

E
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the article Kokovtsev, wishing to distinguish himself from other ministers,
refused to accept from Nikolai II 200 000 or 300 000 ruble as a traditional
reward for his service. The author of the article hinted that Kokovtsev
could afford that fine gesture because abusing his position of the minister
he made a small fortune and didn’t need the imperial generosity.
In conclusion the author of the article wrote that in connection with Kokovtsev’s refusal to accept money a prominent statesman spread an aphorism which was circulating in the bureaucratic circles of St.Petersburg: It’s
much respectable to accept money from the Monarch than to receive it
from Mr.Utin, President of the St.Petersburg Discount and Loan Bank.
At the trial lawyer Bashmakov trying to achieve the discharge of his client and claiming that Peapers had used a trustworthy source, showed the
Court an issue of Berliner Tageblatt with the statement that the notorious
aphorism belonged to S.Witte, also former Chairman of the Council of Ministers.
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Human Resources Director
REGION Investment Company
Olga SHENKAO

Olga Shenkao was born on June 8, 1971. She is a graduate from the Smolensk State Pedagogics
Institute (physics and mathematics) and All-Russian Distance Institute of Finance and Economics (finance and credit). She has worked for REGION Group since 1996, from 1999 to 2004
as head of trust operations department, head of credit department at the Financial and Industrial Bank. Since 2004 she has headed the department of the development of mutual funds,
REGION Asset Management, since 2005 she has worked as deputy human resources director
and then as human resources director at REGION Investment Company. She holds s a 1.0 (brokerage and dealer activities and securities management ) qualification certificate from the FFMS.
O.Shenkao also attended the refresher course “Efficient human resources management in current conditions”.
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P

ersonnel is one of the integral
parts of every business. In
particular it concerns the
non-material production sectors which key elements such
as technologies, brand and personnel seriously affect the value and the
quality of a company.
It concerns in full measure the activity of our investment company.
That’s why our ultimate goal in human resources policy is the creation
of a high professional, steadily developing and solid team which will be
able to tackle more and more difficult tasks.
REGION team is a harmonious
combination of youth and experience. Established in 1995 the Company has already marked its 10th anniversary. It’s symbolic that a year later its founders Anatoly Goncharov
and Alexandr Rudik and the working with the Company since its
establishment general director Sergey Sudarikov celebrated their 35 year jubilees. They are just s few years
older than an average REGION employee whose age is 32. But over a
half of our employees have more
than five year experience of work on
financial markets and one in five has
been working in this sector for over
10 years.
The dynamic business growth leads to the increase in the staff size. In
2006 it made 17,5% (from 230 to
270 people). The Group’s human resources policy is mainly aimed not at
the attraction of employees from the

labour market but at the improvement of professional skills and career growth of already working for the
Company personnel and creation of
the own system of staff training.
REGION has always looked after
the improvement of professional
skills and training of its personnel. In
2006 we strived to make the process
more systematic. We started the implementation of a long-term comprehensive program of personal efficiency and effectiveness of the team and the whole company in general. The training course “Seven
skills of high efficient people” for
the top-management of the group
was the first step in this direction.
We also pay attention to on-thejob trainings. In 2006 with the assis-tance of the training center
SCRIN our employees attended a
series of courses for the FFMS qualification certificates of various levels. By the moment of publishing
this annual report 5 series of courses were attended by 78 our employees. We believe that our efforts
will yield results in the future. During the first six moths of 2007 57
REGION employees received qualification certificates from FFMS
against 27 in 2006.
“The student project” was one of
our new undertakings in 2006. Within this project REGION specialists
worked out a special program with
intensive education and work in our
business divisions at the same time.
The program is aimed at the search
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Meeting of managers of district offices of Municipal Bank.
Karl Bulla, 1924.
Slogans on the posters:
“Fortify the union of town and country”,
“Trade-unions are schools of communism”.
for promising young people with
analytic skills and striving for work
on stock markets. The first stage of
the program in which more than
100 students of the leading Moscow
economic and technical universities
took part consisted of interview,
tests and competitive selection. Those who successfully passed the first
stage became trainees and after the
training four promising employees
joined our staff. Effectiveness and

social importance of the program
prove that it must be continued
in 2007.
It’s not less important for us that
participants of the “Student project”
were also involved in the eventful life of our Group. We are convinced
that the corporate culture of a company is not only a code of rules, first
of all it is the atmosphere of affability, mutual respect and mutual assistance which surrounds each RE-
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GION employee regardless his position, experience or age.
But the basis of the corporate culture is also laid outside the office. Young and energetic REGION staff always takes part in various actions
showing creative approach which is
an integral part of both our work
and rest.
The number of our traditions is
growing steadily. Thus in 2006 we
made a good start for a new tradition – celebration of a family and
sport holiday of Pancake week.
We always meet the New Year together, celebrate the birthday of the
Company and its employees. We met
the year 2006 with the KVN team

(“Club of cheerful and sharp witted
people”) of Russian People’s Friendship University (Russian abbreviation RUDN). It was a real game with
3 teams of REGION employees and
a team of Financial and Industrial
Bank. The team with a symbolic name “Investment Company RUDN”
won the game. In this case the abbreviation doesn’t mean Russian
People’s Friendship University, but
“REGION can do it not worse”.
The eagerness to achieve a maximum possible result both in work
and rest is a distinctive feature of the
REGION team. That is exactly the
base of the future development of
our business.
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State loan. Members of the Komsomol
of Smolninsky district (Leningrad) at the demonstration
on the occasion of the issue of the state loan of the second
year of the second five-year plan.
Photographer Balisner, May 15, 1933.
Slogan on the poster:
100% subscription to the loan of the second year
of the five-year plan is our answer to the attempts
of our class enemies to ruin the great work.
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he abbreviation BRIC (Brazil, Russia, India and China) was
first used in November 2001 in an analytic thesis of Goldman Sachs investment bank. The bank’s analyst Jim O’Neil
pointed out on the fact that by 2050 the economy of the
BRIC countries may become dominant along with the USA
and Japan and eclipse other rich countries.
The history of the development of the financial markets in these countries resembles modern trends – tardy start and sharp spurt.
Financial institutes in Brazil weren’t developed until the last ten years of
the 19th century. The stock exchange of Rio de Janeiro was established 200
years ago but it was practically not used by companies for the attraction of
capitals. Between 1850 and 1885 shares of only one manufacturing company were listed on the stock exchange and three deals with them were
carried out.
The establishment of joint stock companies had to be approved by the
Parliament, shareholders’ liability wasn’t limited, margin deals were prohibited and banks were not allowed to invest in corporate securities.
In 1882 the Government excluded the Parliament from the registration
process of joint stock companies. Six years later slavery was abolished. That
aroused resentment of plantation owners, traditional supporters of monarchy. As a result Pedro II stepped down due to a military coup d’etat and Brazil was proclaimed Federal Republic.
Rui Barbosa, Brazilian Finance Minister, implemented three important
reforms. The regulation of the bank sector became more liberal (e.g. banks
became a right to purchase corporate securities). A new law about the state registration of companies limited shareholders’ liability to the amount
of the contribution in the start up capital. For public companies a progressive for that time regime of information disclosure was introduced.
Such sharp liberalization entailed a real boom on the country’s financial
market, Encilhamento. Between 1888 and 1891 the capital of the companies listed on the Rio de Janeiro stock exchange increased four times. But a
rapid growth of the financial sector caused a bubble which burst at the beginning of 1892.
The implementation of reforms in Brazil coincided with an economic
crisis in Argentina which ended in a default of the summer 1890 and bankruptcy of Baring Brothers bank.
The crisis substantially restricted Brazil’s approach to foreign financial
resources. In November 1891 a new military coup d’etat took place in Brazil. Borbosa was forced to retire. He admitted that the country wasn’t able
to meet the requirements of the gold standard which had been employed

T
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several years before. The reason for it was the fact that along with the introduction of a fixed-currency rate commercials banks got more opportunities to issue notes. As a result between 1888 and 1890 the currency devaluation went up in the country. Restrictions of the issues of bank notes were imposed simultaneously with the giving the gold standard up.
Political and economic development of Brazil at the end of the 19th century was very similar to that of Argentina. That’s why some researcher stick
to the opinion that the wave of Latin American crisis in 1890s was the first
example of a contagion effect – transfer of crisis features from one developing economy on another.
China of the 19th century was also characterized by a poor development
of financial markets. In 1867 Jun Win, a graduate from the University of Yale suggested the Governor of the Jiangsu province that a steamship company should be founded. Although, the idea was approved the first China’s
joint stock company – China Merchant’s Steamship Navigation Company
– was established in Shanghai only 5 years later.
In the next years a number of joint-stock companies emerged in China. They functioned within the system of state supervision and commercial management (Knan-tu Shang-pan). Shares of the companies were
sold at their establishment to rich merchants but sometimes “market” deals were carried out.
During the 1880s the share quotations were published in Shanghai
newspapers but an official stock exchange didn’t exist in China. At the
beginning of the 1880s the number of public companies increased from
10 to 29 and in 1882 their quotations doubled due to a speculative demand on the part of investors. Several years later the market collapsed
and the number of quoted companies fell to 12. That damped the investors’ ardour for the next 20 years.
The first Chinese stock exchange – the Shanghai Share Broker’s Association (SSBA) was established in 1891 on the initiative of a foreign entrepreneur. In 1904 other foreign businessmen founded the Shanghai stock exchange which merged with SSBA. At the beginning both stock exchanges
carried out deals only with shares of foreign companies. Only 10 SSBA
members were Chinese. Until 1935 the Chinese were prohibited from trading on the stock exchange. That’s why the shares of domestic companies
circulated outside the stock exchange. By the end of the Qing Dynasty
(1911) China numbered 37 public companies which shares were listed only in Shanghai and its environs.
Success of European companies in harbours of Shanghai and Hong Kong
at the beginning of the 20th century moved the Chinese authorities to cor-
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porate reforms. In 1904 the Commercial Code which eased the establishment of joint-stock companies was adopted. The control of foreign investors over them was restricted. A year later the adoption of the Law about
bankruptcy followed. Between 1903 and 1908 over 26 new Chinese corporations attracted $100 mln of foreign investments. At the same time the
companies suffered from poor management and employees of low qualification. They depended on the state control which substantially complicated their competition with foreign concessions.
Nevertheless in 1935 the Shanghai Chinese Commercial Stock Exchange became one of the biggest in the Far East. Shares of 190 companies were listed on the stock exchange; the annual turnover made 2-5 mln yuan. At
the same time the stock exchange itself was a public company with a stock
exchange listing.
There isn’t much information about the development of the financial
markets in India. The British East Indian Company at the moment of its
flourishing dominated the economy of the country; we can presume that its
debt securities circulated in India in the 18th century.
In 1830s shares of banks and cotton companies circulated already in
Bombay. Despite the growing number of listed securities only half a dozen
of brokers were acknowledged by banks and merchants. In 1850 the Law
about companies which eased the establishment of joint-stock companies
was adopted in India. In a short period of time the number of brokers increased to 250 and India was consumed by “stock mania”. Cease of cotton
deliveries from the USA to England during the American Civil War served an
incitement to it.
In 1875 the oldest Asian stock exchange – the Native Share and Stockbrokers Association (nowadays it is called Mumbai Stock Exchange) – was
founded in Bombay. 318 brokers joined it.
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DOMESTIC DEBT MARKET

The main events
and results of the year.
The year 2005 was characterized
by diversified trends on the debt
market. As a result of the demand
increase on the part of investors
and the changes of conjuncture on
the global currency and debt markets a sharp decline in interest rates was fixed at the beginning of
the current year. But already in
February-March the yield growth
from the minimum level recorded
at the beginning of the year began.
The main reason for it in our view
were high rates on the interbank
credit market, which upper border
fluctuated between 4-5%. The Russian debt market was supported by
a relatively high ruble liquidity and
ruble strengthening. But in May
ruble strengthening stopped; the
global market was concerned about further increase in yields due to
the rise of the interest rate of the
U.S. Federal Reserve System. The
pause expected by investors wasn’t
made by the American monetary
authorities. As a result of it yield
growth in all the sectors of the debt
market went up.
By the midsummer the yield has
reached its local maxima. A considerable slow down in rates of the
US economic growth (in particular,
rates of GDP growth fell from 5,8%

in the first quarter to 2,6% in the second quarter) has strengthen the
investor expectations of a relatively imminent end of the rates of interest growth cycle. Since April
2006 the US basis refinancing rate
remained at the unchanged level of
5,25% . The trend turn influenced
the dynamics of the domestic debt
market: by the middle of September the yield of debt securities has
dropped to its local minima. A
sharp decrease in liquidity and a
great number of IPOs in the second
decade of November and December have seriously restricted the investor’s appetite for debt markets.
During this period a fall in debt securities prices was recorded. The
yield of the RUX-CBond index
grew to 7,73% against 7,40-7,45%
in September.
By the end of 2006 the total volume of the Russian ruble debt
market increased by our estimates
by 40% and made up over $92 bln
in nominal terms. State (federal)
securities accounted for ca. 36%
(against 41% at the beginning of
the year) and their volume in circulation rose from the beginning
of the year by 19% and made up ca.
$33 bln in nominal terms. The volume of municipal bonds in circulation has increased by only 8%
(Their share in total amount of
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ruble obligations is still insignificant and makes about 7-8%.). The
market of corporate bonds still remains the most rapidly developing
segment of the debt market. Their
volume in calculation at the beginning of 2006 rose by 88% and
made up by the end of the year
over $34 bln in nominal. The market of corporate bonds accounts
for ca. 37% of the total ruble debt
market. The promissory note market is still recovering from the banking confidence crisis of 2004, by
our estimates its volume makes up
ca. $17 bln.
In 2006, for the first time in the
market history, the Russian Finance Ministry has placed 30-year
ruble bonds with a yield of 7%.
At the first auction in February
the yield made up 6,99% and at the
last one in May 2006 – 7,06%.
On the federal bond market were
held over 25 primary auctions,

with the volume of bonds reaching
about $6,3 bln in nominal terms.
The corporate bond market produced issues for over $17,7 bln.
The volume of issues on the municipal bond market reached over
$3,7 bln.
It is next to impossible to estimate the volume of initial offerings
on the promissory note market due
to its specific peculiarities (the lack
of state regulation and the necessity of official reports). However, according to the data from Russia’s
Central Bank, we are able to judge
about the structure of promissory
note issues. According to commercial bank reports the terms of circulation on the promissory note
market do not exceed one year.
Promissory notes with a term of
circulation of six months and more
account for 70% of the market
(against 59% and 54% in 2004 and
2005 respectively).

Volume of the Russian debt market,
$ bln
Sector
Federal
Municipal
Corporate

2003

2004

2005

2005/
2004, %

2006

2006/
2005, %

11

20

26

29%

33

27%

3

4

6

43%

7

14%

5

10

17

81%

34

98%

Promissory notes

13

11

13

19%

17

31%

Total

32

45

62

38%

92

48%

Source: Bank of Russia, MICEX, REGION Group research
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Prospects of the ruble debt
market in 2007
With favourable intern and extern
macroecomonic factors in the
background we expect the year
2007 to maintain positive trends
on the ruble debt market.
One of the key factors which
arouses concern of the debt market
players can lose its influence in the
upcoming year: the period of the increase in the US refinancing rate
may come to its end. From May 2004
the U.S. Federal Reserve System has
raised the refinancing rate 17 times,
from 1% to 5,25%. The rate of its
growth was compared to the rate of
its fall – the absolute maximum since Great Depression in 1929.
The latest statistic data forecast a
fall in the U.S. economy. The U.S.
GDP increased in the first quarter
of 2006 by 5,6% but only by 2,6%
and 2% in the second and the third
quarters respectively.
Additional statistic data confirm
the negative trend. One of the most
susceptible to the changes sector –
construction industry – experiences
a recession. The number of new
buildings and construction permissions fell by the level of 1998. The
volume of unsold housing reached
(on primary and secondary markets) its maximum since the middle
of the 90-s. A slow-down is recorded
in retailing and industrial sectors –
the index of industrial activity ISM
has fallen down for the first time
during the last three years.

According to The Survey of Professional Forecasters rates of the
US GDP will keep on decreasing in
2007 and will be in the range of
2,4%-2,6%. The so-called “longterm rate of growth” of the American economy is estimated at 3,0%3,2%. We expect the US Federal Reserve Service to reduce the key refinancing rate by at least 25 basic
points in the first half of 2007.
We do not foresee serious changes in the sector of state bonds, subfederal and corporate securities of
the first echelon. But however the
domestic currency strengthening
and the lowering of the inflation rate (first of all by the Central Bank of
Russia) may contribute to a slight
decrease in rates of return in this
segment. In the sector of the second-echelon securities we see the
main potential in securities of energy generating companies, their
emission will surely continue in
2007. The investment activity of
these securities will be influenced
by the accomplished consolidation
of companies assets, a low level of
debt burden and expected credit
ratings from international agencies.
Bonds of defense sector enterprises also belong to the group of
attractive assets. The government’s
interest in the defense capability of
the country, increase in state orders
will promote the profitability and
efficiency of these companies and
will be the main prerequisites for
their steady development.
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A. Levitsky, Member of the Komsomol
of the first mechanical workshop of Kirovsk plant
takes the subscription to the second state loan
for the restoration of the Soviet national economy
from Komsomol-member M.Sokolov
and foreman S.Kudryavtsev.
Photographer Mikhail Tchertov, 1947.
Slogan on the poster:
Loans to the state promote flourishing of the economy.
A parallel trend is noted in the
activity of enterprises served for
the fuel and energy complex (machine-building, pipe and others).
The implementation of the national project “affordable housing”

(and the development of mortgage) opens new prospects for construction companies.
We highly estimate the prospects
of some metallurgical and machinery enterprises connected to the
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implementation of the Russian
Railways investment program. These issuers are represented both in
the second and in the third echelons.
The process of the consolidation
in the banking sector gains momentum due to the rising interest
on the part of both foreign banks

and the biggest domestic credit institutions.
The growth of prices and the decrease in yield on the subfederal and
municipal bond markets is connected with a dynamic and steady economic development of regions and
municipalities, their financial stability and rising credit ratings.
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Top russian investment companies
by volume of trading in bonds in 2006
Rank

Name

1

CIT Finance

Volume
of trading,
$ mln

of which, %
Gov. & munic.

112.332,7

40.5

Corp.
59.5

2

Troika Dialog Group

65.805,2

50.2

49.7

3

Veles Capital

14.650,6

27.7

72.3

4

REGION Group

13.834,8

42.5

57.5

5

Adekta

6.112,8

8.6

91.4

6

East Capital

5.698,3

7.3

92.7

7

RIGroup-Finance

5.333,3

74.8

25.2

8

Aton

4.078,3

25.0

75.0

9

UralSib Group

3.786,2

н. д.

н. д.

10

Finansovii Soyuz

3.734,6

10.6

89.4

11

Kapital Group

3.519,5

21.3

78.7

12

Russian
Investment Club

3.047,2

30.1

69.9

13

Baltic
Financial Agency

2.125,6

45.9

54.1

14

Alor Group

1.581,3

19.4

80.6

15

Utrade.ru

1.461,8

1.3

98.7

16

Solid

1.107,6

38.8

61.2

17

VIKA-Broker

992.8

н. д.

н. д.

18

Univer

865.3

19.2

80.8

19

Otkrytie

842.4

47.5

52.5

20

Russian
Funds-Prospect

677.3

10.3

89.8

21

Russ-Invest

396.8

11.1

88.9

22

Aksioma

364.1

38.8

61.2

23

TatInK

306.9

0.1

99.9

24

ORB-Finance

296.1

22.8

77.2

25

Alemar

290.1

11.9

88.1

Source: Kommersant Dengi
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Top russian investment companies by volume
of trading in promissory notes in 2006
Rank

Name

Volume of trading, $ mln

1

Veles Capital

41.405,5

2

REGION Group

35.055,6

3

Finansovii Soyuz

1.787,9

4

Russian Funds-Prospect

1.686,0

5

East Capital

1.472,1

6

ORB-Fnance

907.2

7

Kapital Group

852.0

8

Monolit

842.0

9

Russian Investment Club

701.8

10

Otkrytie

255.2

11

Elita-finance

212.1

12

Univer

174.9

13

Univercity

139.5

14

BrokerCreditService

116.5

15

Financial Bridge

116.3

16

Finam

98.7

17

RIGroup-Finance

77.2

18

VIKA-Broker

47.0

19

ENERGOCAPITAL

33.6

20

Solid

29.2

21

Vitus

28.5

22

Ermak

26.2

23

Trust-Invest

25.4

24

TatInK

24.8

25

Barrel

16.7

Source: Kommersant Dengi
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Top russian investment companies
by volume of trading in shares in 2006
Rank

Name

Volume
of trading,
$ mln

Share
of total turnover,
%

1

BrokerCreditService

381.171,4

99.9

2

CIT Finance

187.864,7

62.6

3

Troika Dialog Group

181.784,0

73.4

4

Aton

85.785,3

95.3

5

East Capital

83.660,0

92.0

6

Finam

80.089,0

99.8

7

Otkrytie

69.138,8

98.4

8

Alor Group

67.658,0

97.7

9

UralSib Group

40.078,4

91.3

10

Zerich Capital Management

39.575,2

93.9

11

URVB-Finance

24.505,9

100.0

12

Utrade.ru

18.454,0

92.7

13

Kapital Group

13.012,2

74.8

14

REGION Group

10.480,9

17.6

15

Vitus

8.220,5

99.5

16

ENERGOCAPITAL

6.873,8

99.5

17

VIKA-Broker

6.848,3

86.8

18

Financial Bridge

6.174,6

97.2

19

Russian Funds-Prospect

6.104,3

72.1

20

I T Invest

5.811,7

99.9

21

Univer

5.561,6

84.1

22

Centreinvest Securities

3.992,8

96.7

23

Olma

3.965,8

100.0

24

Russ-Invest

3.463,7

89.7

25

Solid

2.991,7

72.5

Source: Kommersant Dengi
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STOCK MARKET

2006 was extremely favourable for
the Russian stock market. The record of the previous year wasn’t beaten but the RTS index has increased
by 75% (in 2005 it grew by 85%).
In 2006 the accent in main external factors of Russian share quotations was replaced. The main prerequisite for the increase in share quotations of Russian companies in
2005 was a considerable growth of
prices on commodity markets (oil
prices went up by almost 48%). In
2006 their growth was influenced by
a record-high level of Western indices during the last six years. Thus the

correlation between RTS index and
oil prices made up 0,09 against 0,61
in 2005 and with DJIA - 0,79 against
0,31. The fact that the US Federal Reserve Service stopped rising the interest rate in August 2006 has also
promoted to the growth of global
stock markets.
The capitalization of the Russian
stock market exceeded 950 bln. USD
in 2006. This index has practically reached the volume of GDP and made
Russia one of the leading developing
countries. In 2005 this correlation
made up 65%. An average “capitalization/GDP” ratio of BRIC-countries

Comparative dynamic of RTS Index
and Dow Jones Industrial Average in 2006, points
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(Brazil, Russia, India, China) made up
74% and 56% in 2006 and 2005 respectively.
Growth of the Russian stock market occupied in 2006 one of the leading positions among the world
markets. According to the MSCI developing markets index Russia found itself behind China, Indonesia,
Argentina and Venezuela.
It is important to note that the volatility of the stock market increased
sharply last year. To a considerable
degree it is connected with an interdependence between the Russian
stock market and quotations on the
main world stock exchanges.
In 2006 our market experienced
three corrections, one of them
can be fairly called a real collapse (the price fall in May-June
exceeded 30%). The dynamics of
the Russian stock market can be
conditionally divided into seven stages:
January-February. RTS index range – 1125-1520 points. Rise of 35%.
The main growth factors were upswing on global markets and expectations for the liberalization of the
Gazprom shares market.
March. RTS index range – 15201350 points. Correction of 11%. The
prerequisites for the fall were a negative situation on world stock markets, especially on Asia’s market due
to a scandal in the Japanese Hi-Tech
branch.
March-May. RTS index rate – 13501795 points. Rise of 33%. The up-

swing is connected with an increase
in oil prices and Western indices and
with the accomplishment of the
Gazprom shares market liberalization.
May-June. RTS index rate – 17951230 points. Fall of 32%. The main
reasons for the collapse were external factors: a sharp decline in
world indices especially in indices
of the developing countries. It was
connected with the capital outflow
from emerging markets due to the
expected tightening of the US monetary policy. The negative situation was exacerbated by the correction of commodity prices in the
light of expected global growth retardation due to an increase in interest rates.
June-September. RTS index rate –
1230-1655 points. Rise of 35%. Oil
prices have reached their historical
maximum level of $78,40 for a barrel of Brent crude. On the international markets a considerable upswing against a background of the
end of the increase in the US refinancing rate at the beginning of August
is observed. The IPO of Rosneft, one
of the biggest on the market, was
one of the important internal factors
of growth. Besides it, the rise was stimulated by the expectations of the
doubling of Gazprom shares weight
in MSCI emerging markets index up
to almost 5%.
September. RTS index rate –
1655-1450 points. Correction of
12%. The main factor of the dec-
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Money issued in 1920-s.
Unknown photographer, 1929-1930
rease was a sharp fall of oil prices
(57-57 $ for a barrel of Brent crude). It was the consequence of the
improved geopolitical situation in
the Middle East after the ceased war
between Israel and Lebanon and

the eased tension around the Iranian nuclear program. Apart from lifting the so-called “military prize”
from oil prices the tornado season
in the USA was over without any serious accidents.
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October-December. RTS index rate – 1450-1920 points. Rise of 32%.
In spite of the fact that stable oil prices experienced a damping influence on the market, stock prices grew
in the light of historical records and
maxima of Western indices (the US
market index DJIA).
The significant growth being
shown by Russian shares affected
almost all segments of the market.
The quotations of energy companies and bank securities showed
the best results (growth over
100%). A considerable upswing was
noted in stock prices of car-making
(ca. 60%), oil and gas, telecommunication companies and the companies of metallurgy of ferrous and
non-ferrous metals. The growth
was also shown by enterprises of
food processing industry, retail and
air-carriers.
Among the blue chips the best results have shown partly state-owned
companies : Rostelecom, Sberbank,
RAO ES, Gazprom. Among less liquid
shares the leaders were Novatek,
Wimm-Bill-Dann, Bank of Moscow
and OGK-5

Prospects of the Russian
Stock market in 2007
In 2007, we can expect that shares
of energy, communication, metallurgy companies and banks will
be in much demand. The main factors of growth will be a further reformation in the energy and communication sectors, the IPO of

energy companies (OGK and TGK)
and banks (Sberbank, Vneshtorgbank).
Companies of metallurgy of ferrous and non-ferrous metals can
gain an advantage under condition
of rising metal (nickel, copper,
steel) prices. Thus the increase
in share prices is the most likely
trend on the market for the next
year. The growth of Russian market indices can become two-digit
again. But the rate of growth will
be presumably lower than in 2006.
Our forecast is based on the following assumptions (all other
things being equal):
 the maintenance of a positive dynamic of the world stock indices in
the light of the expected decrease in
the U.S. refinancing rate
 the stabilization of oil prices (ca.
$60 for a barrel of Brent crude)
 the expected IPOs of Russian
companies (Sberbank, Vneshtorgbank, MMK, Eurochem etc.)
 the implementation of further stages of the energy sector reform (IPO
of generating companies, attraction
of private and state investments in
the sector)
 the reform of state-owned holdings (reorganization of Svyazinvest)
 M&A deals, in particular in the oil
sector
 good financial performance of
Russian companies due to a favourable foreign trade conjuncture and
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growth of domestic demand in the
light of a vigour of the Russian economy.
The main risks for the Russian
stock market seem to be the following:
 the correction of world financial
markets which are close to historical
highs due to possibly unfavourable
statistics of inflation pressure or due
to a slow-down in rates of global
economic growth
 a price –fall on the commodity
market (in particular oil and nonferrous metal prices) in the light of
demand decrease

 a delay in the realization of the
energy sector reform and reorganization of Svyazinvest
 a possibly deteriorating position of
Russian companies in the light of
Russia’s entry into WTO. A number
of sectors (manufacturing industry,
financial system, consumer market)
are less competitive than their foreign counterparts
 state interference with negative
consequences for the stock market
in the election year
 poor financial performance of export-oriented companies in the light
of a deteriorating foreign trade conjuncture.
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Group of participants of the All-Russian congress
of stockbrokers in the Stock Exchange hall.
K. Bulla Studio, 1912.
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aking into account the fact that the debt market developed
faster than the market of equity capital the need in specialized stock exchanges wasn’t urgent in the Middle Ages. The
first stock exchange was established in 1460 in Antwerp
which was the center of diamond trade and a big financial
center. In 1531 a special building of a stock exchange was
constructed, it kept its original appearance until the fire in 1858.
First blocks of shares were in hands of rich investors who didn’t need the
assistance of specialized mediators while carrying out deals. The first stock
exchange with professional brokers was the stock exchange in Amsterdam.
It was founded by the Dutch East India Company as a trading market place for its own shares and bonds. Due to a high concentration of capital Amsterdam was a world financial center a lot of years. In 1688 Jose de la Vega
wrote his book “Confusion de Confusiones” in form of dialogues devoted
to the activities of Amsterdam stock exchange. He described the classification of investors and the diversity of the methods used by them (some of
them are still actual).
Members of the Amsterdam Broker Guild pledged not to trade on the
stock exchange at their own expenses but it didn’t prevent unauthorized
dealers from pursuing their activities. In 1612 about 300 brokers had licenses but twice as many of them worked unauthorized.
Despite the fact that until the middle of the 17th century short sales were banned at least once in ten years, speculations flourished. The vicious
practice ended only in 1689 with the introduction of reports on deals with
shares and their taxation. The stock exchange of Amsterdam prospered until the end of the 18th century. In 1795-1813 the market was ruined by the
French occupation and by the moment of the stock exchange revival in
1879 Amsterdam couldn’t compete with London and Paris.
An organized stock market in London emerged in 1566 as a counterbalance to Amsterdam. Seven years later it got the status of a Royal stock exchange. In 1698 a considerable number of brokers were expelled from the
stock exchange. Their activities were centered around the coffee shop of
John Castaing who published a list of stock and commodity prices called
“The Course of the Exchange”. A successful development of the London
stock market attracted professional brokers from Amsterdam.
In 1700s the first stock market participants who traded at their own expenses appeared. Between 1708 and 1755 44 dealers carried out deals on
the stock exchange. Thus in 1700 William Shepherd organized 278 purchases and 371 sales of shares in sum of 500 000 pound, 20% of the stock
exchange turnover. In 1754 William Cotsford broke his record: he made
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Footmen at the entrance of the Stock Exchange.
(St.Petersburg, Birzhevaya sq., 2).
Photographer K.Bulla, 1903
870 purchases and 868 sales of rent securities in sum of 600 000 pound
(1/3 of the stock exchange turnover).
In 1761 a broker club was founded around the coffee shop of Castaing.
Eight years later it had to move to another building because of a big number of its members. In 1773 the club was called Stock Exchange and in 1801
the membership in Stock Subscription Room was introduced. Thus the London Stock Exchange was established and in 1812 its first rules were written.
The French Revolution of 1789 which caused the chaos in the financial
system of Paris unexpectedly promoted the formation of the London Stock
Exchange. In 1793 the Paris Stock Exchange was closed, bankers and brokers were compelled to move to Amsterdam or London. And the following
French occupation of Holland turned "misty Albion" into the only refuge
of financiers.
First stock trades in France took place in 1250, when 96 shares of Societe des Moulins du Bazacle were placed in Toulouse and the first legislative
act which regulated the activities of financial mediators was published
in 1572.

99

097-104=Birja:Layout 1

100

11/20/07

9:42 PM

Page 100

H I S T O R Y: S T O C K E XC H A N G E S

In 1540 an exchange was opened in Lyons. An exchange in the capital of
France was established in 1684 and the first stock exchange was founded
only 40 years later, in 1724. But in the 18th century the business went neither good nor bad. In 1808 the exchange was re-opened and in 1822, several years later than in London, trade with securities of foreign issuers was
allowed.
Rates of stock trade development in the New World were even lower than
in France. First organized markets emerged at the end of the 18th century
in Philadelphia (1790) and in New York (1792). New York brokers concluded an agreement to trade only among themselves with a minimal commission. It was the reaction on the state’s government decision to ban securities sales by open auctions due to a market collapse in February-March
1792.
Until 1817 the New York Exchange had no trading rules and listing. When
the rules were introduced they differed considerably from those on the Lon-

Members of the Amsterdam broker Guild swore not to trade on the stock exchange
at their own expenses but it didn’t prevent unauthorized dealers from pursuing
their activities. In 1612 about 300 brokers had licenses but twice as many of them
worked unauthorized.
don stock exchange. In London dealers and brokers had enough liberties
and were prohibited only from trading at their own expenses. The New
York stock exchange, on the contrary, introduced the practice of exclusive
membership and adopted strict listing standards. Due to those rules a lot
of shares circulated outside the New York stock exchange. On the other
hand brokers were allowed to act as market makers.
The first Russian exchange – the St.Petersburg exchange – emerged simultaneously with the establishment of the Russian capital in 1703. Two years later, Peter I ordered to construct a special building for the exchange in front of
the trading rows and to determine hours for the meetings of merchants. As a
pattern the Amsterdam stock exchange which Peter I had visited was used. In
1732 the first regulations of the St.Petersburg exchange were worked out. In
1796 an exchange was established in Odessa, in 1816 – in Warsaw. The fourth
Russia’s exchange was founded in Moscow. In 1837 rules of the Exchange
Committee were worked out and regular trades started in 1840.
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Until the end of the 19th century Russia had no specialized stock exchanges. Deals with securities were carried out on commodity exchanges in
accordance with the rules of goods trade. Moscow, St.Petersburg, Warsaw,
Kiev, Kharkov, Odessa and Riga mercantile exchanges carried out stock operations. The St.Petersburg exchange played the key role, it organized deals
with the largest number of securities and their rates were accepted by other
exchanges as the basic ones.
In 1892 shares of 32 joint stock companies and bonds of 5 companies
were listed on the St.Petersburg exchange. Private securities were quoted
only on the initiative of a company’s board, a group of shareholders or
banks. Shares of newly established companies could be quoted only if the
whole sum of their capital was confirmed. Companies with the capital under 500 000 ruble had limited access to the listing.
By the end of the 19th century only 8 from 100 exchange members carried out deals with securities. On January 10, 1901 the Stock Department
was formed on the St.Petersburg exchange. Its establishment was preceded
by the stock crisis on September 23, 1899. But it didn’t damp the ardour of
investors and issuers. In 1914 295 share issues of domestic companies were traded on the St.Petersburg exchange against 521 issues on the New York
exchange.
With the beginning of the First World War in July 1914 top Russian exchanges stopped their operations. After a three year recess the Stock Department of the Petrograd exchange resumed its activities in January 1917
but it lasted until March 3, 1917. Two Russian Revolutions were an obstacle to the development of the stock exchange business.
Since February 1922 the development of exchange activities gained momentum again and in 1922 already 70 exchanges functioned in the country.
Among the commodities traded on the exchange prevailed food and forage which made over 50% (and at some exchanges even 80%) of the total
amount of deals.
After the New Economic Policy was abandoned in 1930 exchange activities were totally curtailed.
The base for the revival of exchanges was laid in the end of 1980s by commercial centers of Gossnab (the state committee for material and technical
supply) which sold manufacturing and technical production by auctions. In
the financial sector exchange mechanisms were restored at foreign currency auctions of the State Bank and Vneshekonombank.
In November 1990 the executive committee of the Krasnopresnensky
district council registered a new closed joint-stock company – Moscow
Central Stock Exchange. Several months later first trades in the history of
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Trunk-call office at the Stock Exchange.
K. Bulla Studio, 1903.
the USSR were carried out in the building of “Giperon” plant of the Ministry
of electronics Industry of the USSR.
The newspaper “Kommersant” wrote: “First auctions on the Moscow
Central Stock Exchange were carried out successfully as recognized by experts. The sum of settled deals made 53% of the sum of the offered securities. This index is unprecedented for the Soviet stock market. According to
the experts this success can stimulate the activity of stock departments within mercantile and commodity and raw material exchanges”.
After the Moscow Central Stock Exchange, the Moscow Commodity and
Russian Commodity and Raw material exchanges were established. At the
beginning of the 2001 exchange boom Russia numbered about 700 exchanges , over 100 of them functioned in Moscow.
In February 1991 the Currency Exchange (Center of carrying out interbank currency operations) as a subdivision of the State Bank was founded.
In March 1991 the “Provisional Regulations about the activities of commodity exchanges in RSFSR” were approved. Some time later auctions with
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currency futures which were key stock exchange instruments until the introduction of the currency corridor in 1997 were opened on the Moscow
Central Stock Exchange, Moscow Commodity Exchange and Russian commodity and raw material exchange.
Corporate securities trade started on September 23, 1990 on the Leningrad commodity and stock exchange “St.Petersburg” and on October 1,
1992 first voucher auctions started on the Russian commodity and raw material exchange. In May 1994 the Professional Association of stock market
participants (PAUFOR) was established. Its members approved in December 1994 common trading rules and implemented the information system
Portal. In July 1995 on its base the Russian Trading System which official
Exchange index (RTSI) calculated since September 1995 is the key indicator of the Russian stock market, was founded.
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Top russian investment companies by securities trading
on securities exchanges in 2006
Rank

Name

Volume
of operations,
$ mln.

Share
of total turnover,
%

1

Troika Dialog Group

187.394,0

75.7

2

CIT Finance

161.535,3

53.8

3

BrokerCreditService

137.853,5

36.1

4

Aton

82.323,5

91.5

5

Finam

76.976,6

95.9

6

Otkrytie

68.636,0

97.7

7

Alor Group

68.261,7

98.6

8

Deutsche UFG

33.737,7

36.7

9

East Capital IC

30.181,4

33.2

10

Zerich Capital
Management

27.220,5

64.6

11

UralSib Group

25.650,1

58.4

12

Renaissance Group

25.045,0

45.7

13

REGION Group

23.305,1

39.2

14

Utrade.ru

17.801,3

89.4

15

Veles Capital

14.664,3

25.4

16

Kapital Group

9.497,8

54.6

17

Adekta

8.799,0

99.7

18

Gardarika Investments

8.538,2

93.8

19

Vitus

8.181,3

99.0

20

VIKA-Broker

6.694,9

84.9

21

Metropol IFC

6.657,6

25.1

22

ENERGOCAPITAL

6.132,4

88.7

23

RIGroup-Finance

5.516,5

99.4

24

Financial Bridge

5.215,3

82.1

25

I T Invest

5.193,3

89.3

Source: Kommersant-Dengi
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General Director
REGION Brokerage Company
Alexey Kuznetsov

Alexey Kuznetsov was born on December 1, 1964. He is a graduate of the Moscow Higher School of Technology. He has worked for REGION Group since 1997 as a specialist of the development department, in 1999 he became head of the client services department, head of the debt
securities department, head of the securities operations management department and then director of trade and client operations department. Since 2003 he has been general director of REGION Brokerage Company. A.Kuznetsov holds a 1.0 (brokerage and dealer activities and securities management) qualification certificate from FMMS.
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T

he last few years of the Group’s activities have been
characterized by a considerable growth of the total
volume of securities operations. In 2006 it increased more
than 2,1 times (more than 17 times
for the last 5 years) and made
$61 bln (not including operations
between member companies of
the Group).
While remaining leader on the
Russian promissory note market
the REGION Group made efforts
to expand its presence in other
segments of the financial market.
By 2006 results REGION became
the fourth among Russia’s investment companies by volume
of bond operations ($13 bln) and
occupied the 14th place among
the top investments companies
operating on the stock market
($10,5 bln). The number of promissory note issuers we worked
actively with increased considerably in 2006.
In 2006 companies of the REGION Group took part as organizer, underwriter and co-underwriter of bond emissions worth $420,5
mln. In 2006 REGION Brokerage
Company maintained its position
(place 14) in the consolidated rating of underwriters for domestic
bond market published by Cbonds
information agency (in 2005 the
company was in the 12th place).
Last year the Group attracted for
banks and enterprises financial re-

sources assisting the issue of promissory notes worth $405 mln
(two times more than a year before) allowing REGION to keep the
first place among broker (underwriters) by volume of promissory
note programs in 2006.
A considerable quality growth
became possible due to constantly
improving principles and technologies of the trading activities organization. The trade management
scheme implemented in the REGION Group includes the principle of cooperation between its
member companies and a standard
scheme of activities on debt and
share markets.
The Group’s diversified analysis
which enables us to implement various trading ideas and a strictly regulated system of risk evaluation
and restriction are one of our advantages.
The REGION Brokerage Company offers its clients the opportunity
to carry out deals with a wide range of financial instruments – shares
of domestic enterprises and banks,
corporate, municipal and subfederal bonds, promissory notes, futures
and options, shares in mutual investment funds.

Debt market
Debt market remains the key one for
the REGION Group. Along with it the
Group strives to work in other rapidly growing segments of this market.
In the last year the market of corpo-
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Top russian investment companies by volume
of brokerage transactions in 2006
Rank

Name

Volume of brokerage
transactions, $ mln

Number
of clients

1

Broker Credit Service

381.495

28.810

2

CIT Finance

299.305

2.814

3

Troika Dialog Group

91.608

н. д.

4

East Capital

90.585

626

5

Aton

89.919

10.564

6

Deutsche UFG

88.698

н. д.

7

Finam

80.108

22.453

8

Otkrytie

69.251

3.925

9

Alor Group

69.228

7.118

10

Renaissance Group

68.071

н. д.

11

REGION Group

58.193

825

12

UralSib Group

42.911

1.735

13

Zerich
Capital Management

42.154

2.071

14

Metropol IFC

19.707

н. д.

15

Utrade.ru

19.327

3.067

16

Veles Capital

15.655

315

17

Russian Funds-Prospect

8.259

415

18

VIKA-Broker

7.996

919

19

Adekta

7.866

293

20

Vitus

7.625

902

21

ENERGOCAPITAL

6.781

2.595

22

Financial Bridge

6.162

449

23

Univer

6.038

682

24

Index-XX

5.022

н. д.

25

I T Invest

4.977

1.379

Source: Kommersant-Dengi
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rate bonds developed more actively
than the market of subfederal and
municipal loans.
The most attractive sectors were
power engineering, metallurgy, consumer market and banking sector.
The structure of the Group’s trade
turnover and the participation in
underwriting reflect these trends.
The main classical method of approach on the debt market is the
analysis of the issuer’s financial reports with the aim to determine possible changes in credit rating or credit quality conferred by rating agencies or implied by the market. These
changes often occur when a strong
financial report is published.
News about M&A deals can promote the credit quality of a company. It was the case for example with
Karusel and Impexbank. In the first
case the credit quality of the chain of
hypermarkets rose due to the interest of the top American retailer
Walmart for it, in the second case the
credit quality of Impexbank increased because the bank was purchased
by Raiffeisen Group.
In its activities on the debt market
REGION Group makes use also of
other approaches. We monitor yield
spreads of securities of various echelons, spreads within separate economic sectors, we pay attention to loan
syndication as a factor of a liquid secondary market, to the securities
movement in quotation lists which
are one more factor of a market’s liquidity.

New issues of companies already
represented on the debt market are
more predictable. The conditions
which regulate the circulation of
bonds don’t allow a new issue to
enter a quotation list of a high level.
But if the previous issues have high
level of listing we can presume that
the new issue will join them. The
transition of an issue to a higher
quotation list raises the security liquidity and increases the number of
eligible investors. The movement of
securities in a high quotation level
promotes their price increase and
investors earn a high profit. As an
example the fourth bond issue of
“VolgaTelekom” can be used. First
they were traded out of quotations
lists, but several months later they
moved to the quotation list A1
where the previous bond issues of
“VolgaTelekom” were traded. That’s
why it would have been fair to expect the same from securities of the
fourth issue.

Stock market operations
The Group’s specialization on the
stock market is second echelon securities (shares of companies with
small and middle capitalization).
Unlike “blue chips” there is a wide
range of companies on this market
which offer us opportunities for
growth and implementation of investment ideas. During the last year the Group has gained the volume of deals with second echelon
securities and entered the top-5 of
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Top bond underwriters (domestic market) in 2006
Rank Name

Value,
$ mln

Number
of issuers

Number
of issues

1

Gazprombank

1.297,9

39

45

2

Vneshtorgbank
(including ICB)

1.159,2

69

94

3

Deutsche bank

943.0

39

42

4

Rosbank

884.1

54

58

5

UralSib Group

837.5

60

63

6

Soyuz Bank

783.8

80

82

7

International Moscow Bank

691.8

76

81

8

Bank of Moscow

675.4

47

47

9

Raiffeisen Bank

664.2

38

40

10

NOMOS-Bank

578.8

73

77

11

Citibank

502.9

19

25

12

Troika Dialog Group

460.2

31

32

13

Renaissance Capital

448.3

26

30

14

REGION Group

420.5

66

69

15

Zenit Group

419.2

33

34

16

CIT Finance

414.4

34

35

17

Credit Suisse

377.9

10

13

18

HSBC Bank (RR)

369.3

12

15

19

MDM-bank

365.9

29

30

20

Sberbank

354.5

26

29

21

TransCreditBank

301.5

20

21

22

Promsvyazbank

267.5

24

24

23

Trust IB

259.3

35

36

24

AK BARS Bank

246.9

36

36

25

ING Bank

244.8

19

22

Source: Cbonds
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leaders by the trading volume on
the RTS Board – a market place
created for the second echelon securities trade.

Leaders by trading
volume on the RTS
Board. VI quarter 2006:
Troika Dialog
Antanta-Capital
Renaissance Broker
REGION Group
UFG
The main factor which determines the attractiveness of second echelon securities are opportunities
connected with M&A processes,
corporate reconstruction and assets consolidation.
Examples of successfully implemented investment ideas based on
these prerequisites are the sale of
KMA Ruda by Novolipetsk Steel
(NLMK) to Industrial and Metallurgical Holding and the sale of Udmurtneft by TNK-BP to Rosneft
and Sinopec.
In the first case the share price
exceeded market quotations 2,5 times (33 200 ruble against 13 500).
Besides shareholders received considerable farewell dividend - ca.
4 500 ruble per share. Thus only dividend yield of the deal made 33%
per annum.
In the middle of 2006 TNK-BP
sold its Udmurtneft to Rosneft and
Sinopec. Though the sold block of
shares consisted both of ordinary

and privileged shares the purchaser
made an offer only for ordinary ones.
The price of ordinary share almost
doubled market quotations (27 300
ruble against 16 200). Farewell dividend – 4 717 ruble per share were also paid. Owners of privileged shares
had only to take comfort in a high dividend yield (39% per annum).
Investments in preferred second
echelon shares are like walking
through a minefield. In this case we
always pay attention to the amount
of dividends fixed in the Statutes, dividend rights of privileged shareholders against common ones and
to the expected liquidation cost of
preferred shares. Shares of Mondi
Business Paper Syktyvkar (MBPSY)
are an excellent example of a preferred share trap. Owners of preferred shares are entitled to an annual
fixed dividend in the amount of several rubles which doesn’t correspond to the dividend yield of ordinary shares. As a matter of fact preferred shareholders of MBPSY don’t
take part in the income distribution.
The comprehension of the activity peculiarities and analysis technology of issuers from various economic sectors, the system of monitoring and analysis and a complex
of measures aimed at the restriction of risks enable us to work out
and implement new investment
ideas and to minimize unjustified
risks.
The financial results of the closedend REGION Targeted Investment
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Fund activities are the best example
of our successful work on financial
markets. In 2006 the profitability of
the fund made 51,7% while the RTS2 index which monitors the fluctuation of the second echelon shares
quotations made only 42,2%.

Our activities on financial markets are based on the principle that
“everything we can do is available
to our clients”. Exactly that is the
basis for our work and future success of both the REGION Group
and its clients and partners.
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SUCCESS OF OUR
CLIENTS IS OUR
MAIN ACHIEVEMENT

TATFONDBANK – THE WAY OF SUCCESS
ON THE CREDIT MARKET
Tatfondbank, established in 1994
in Kazan, has traveled in the last five and a half years a road Russian
regional bank from a small and unknown for a wide number of investors to a first class borrower. Its securities are represented in all seg-

ments of both Russian and global
debt market.
Tatfondbank started its promissory note program on the Russian
debtmarket in February 2002. Promissory notes were used for attraction of short-term resources from

Financial highlights of Tatfond bank (2002-2006),
$ mln
1/1/02
Balance
sheet total
growth rate, %
Assets
growth rate, %
Equity
growth rate, %
Income
growth rate, %
Source: data of the bank

1/1/03

1/1/04

1/1/05

1/1/06

1/1/07

187

284

396

539

876

1.368

129%

60%

29%

28%

69%

43%

176

269

351

453

749

1,182

140%

61%

21%

22%

72%

44%

23

77

85

93

124

137

69%

253%

2%

3%

38%

2%

3.0

3.7

6.4

7.4

10.5

10.0

207%

31%

61%

8%

49%

-13%
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the financial market. REGION Group was the organizer of the promissory note program. The attraction of finance was implemented
by tranches within the announced
program structure. Both needs of
the bank and interests of investors
were taken into consideration. The
yield varied depending on maturity
and nominal of promissory notes
and was determined by the market
conditions at the moment of the issue. In 2002 the volume of issued
promissory notes made over 1 bln
ruble. In the following years the volume of issued promissory notes increased to 3,9 – 4,9 bln ruble. Between 2002 and 2007 Tatfondbank
issued promissory notes worth
15,524 bln ruble in nominal, promissory notes worth 13,6 bln ruble

were paid off. Thus ca. 14,5 bln ruble were attracted to the promissory-note market.

Ruble bonds as a stage
of development
The successful promissory note
program encouraged Tatfondbank
to issue a debut bond in May 2003.
The volume of bond issue made
500 mln rubl in nominal, the term
of circulation was limited to 1 year.
During the next few years the bank
increased the volume of loans and
prolonged their terms. It was also
able to cut the loan cost at a higher
rate than the bond market in general. The bank had three bond issues
worth 3 bln ruble in nominal, two
of them worth 1,5 bln ruble were
paid off in time. A steady increase

Cumulative value of promissory notes issued
by Tatfondbank, $ mln
600
500
400
300
200
100
0
2002

2003

2004

2005

2006

2007
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in bond liquidity (the turnover increased from1,3 time in the second
issue to 1,7 times in the third issue)
proves a high interest of investors
for Tatfondbank bonds.

Credit ratings as a required condition of the world
market entry
In 2005 the Moody’s Investors Service conferred Tatfondbank the

speculative grade B3 with stable
outlook. At the same time the Moody’s Interfax Ratings Agency assigned to the bank the domestic grade
Baa2.ru. In May 2006 the rating
outlook was changes for “positive”
and a year later the rating increased
one more level, B2 and Baa1.ru respectively. The rushing rating development enabled the bank to enter
international capital markets. In

Main characteristics
of Tatfondbank bonds

NN Date
of issue

1

5/15/03

2
3

Term
Volume
of circula- of
issue,
tion,
$ mln
years

Years till
maturity/
offer

1.0

16

1.0

4/28/04

2.0

35

5/23/06

3.0

55

Yield to
maturity/
offer,
% per
annum

Change
in average
yield
of banks'
bonds,
% per
annum

16.00

-

1.0

13.82

-1.55

1.5

10.38

-1.65

Liquidity of Tatfondbank bonds
on the secondary market
N

Volume of issue,
$ mln

Volume
of trading on MICEX,
$ mln

Turnover rate,
times

1

16

19.5

1.22

2*

35

46.4

1.34

3*

55

94.1

1.70

* for two years
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Yield to maturity of the 3rd issue, %
11,5
11,0
10,5
10,0
9,5
9,0
8,5
8,0
july 2006

sept. 2006

nov. 2006

jan. 2007

march 2007

may 2007

Main characteristics of Tatfondbank bonds
Type

CLN

LPN

Currency

USD

USD

Volume of issue

90 mln

200 mln

Date of issue

2/26/06

4/19/07

Coupon

9.50%

9.75%

Coupon period

twice a year

twice a year

Date of maturity

2/28/08

4/26/10

February 2006 Tatfondbank issued
2 year credit link notes worth $90
mln and in April 2007 the bank attracted already $200 mln by expanding the loan term to three years.

Public loans as an integral
part of successful
development
During the last 5 years Tatfondbank
has shown high rates of its develop-

ment: the balance sheet increased
6,4 times, assets increased 5,9 times,
bank equity grew 5,2 times and the
net income tripled. During the last
years Tatfondbank has become one
of the top of Russia’s banks (rank 54
by assets, place 63 by equity). One of
the components of the bank’s success is its activity on the public debt
market. It helped Tatfondbank to
expand and diversify its client base.
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At the same time the bank’s successful activity on the debt market
(growth of volume and decrease in

interest rates) is the result of the
bank’s dynamic development and
business effectiveness.

Growth in assets of Tatfondbank, $ mln
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D E B T M A R K E T.
Promissory notes

Operations hall of the Russian bank of external trade.
K. Bulla Studio, 1911.
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romissory notes were first debt securities in the world. The
earliest documentary evidences of their circulation stretch
back in 1220 though it is obvious that promissory notes have much longer history. At first promissory notes existed in
form of a monetary contract (cambium contract) as a mean of money transfer. In one city a merchant received from
another a certain sum of money in local coin being obliged to pay it off
in another city in the coin current there.
Later cambium contracts were replaced with two new debt instruments – bill of exchange and letter obligatory. Unlike a cambium contract a bill of exchange was an order rather than a promise to pay. The use
of a bill of exchange varied depending on the point of destination. For
example the use of a bill written out in Venice in about 1400 to Florence made 20 days from the date of drawing, to Bruges – two months, to
London – three months. The speed of mail deliveries to those cities made 6, 26 and 33 days respectively. The fact that unlike a cambium contract a bill of exchange wasn’t a notarial document eased its circulation.
At the same time bills of exchange disputes lost the jurisdiction of civil
courts and were considered by special commercial courts.
The circulation of bills of exchange depended on international trade
companies which had branches in various cities played a role of commercial banks. In places where services of mediators very impossible the circulation of bills of exchange was limited.
The need in similar debt instruments called forth the emergence of letters obligatory. Like cambium contracts letters obligatory were a promise to
pay money. At the same time a letter obligatory as well as a bill of exchange wasn’t a notarial document. By the 14th century letters obligatory had a
wide circulation and played an important role on the Amsterdam financial market until the 16th century. In Holland they were also used by retailers
for crediting buyers.
In due course bills of exchange began to be used merely as financial instruments.
In 1260 Vincenti di Sienna needed money to finance export deliveries. But rates of interest in his native town were too high in comparison
with those at the Fair of Champagne. The merchant wrote out
a bill of exchange in Sienna with the payment in Champange and ordered his agent to borrow money for its repayment. With the money
borrowed in Champagne the merchant carried out his deals, shipped
goods to Champagne for his agent to sell them in order to redeem the
debt.
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State loan of the fourth year of the first five-year plan.
Agitation poster:
“We will answer with high tempo of loan placement to the threat of
imperialists to ruin our socialist building”.
In later periods some English merchants borrowed by means of bills of
exchange money in Antwerp at the rate of 5% per annum and relend it in
London at the rate of 10% per annum.
In some deals bills of exchange were used only as a credit instrument not
connected with money transfer. Such operations were called dry exchange (cambium siccum).
For example a borrower in Venice wrote out a bill of exchange with the
repayment in Bruges where in its turn a bill of exchange with the repayment in Venice was drawn. To receive money both bills of exchange had to
be presented.
In the 14th century a new practice- ricorsa exchange- developed. A drawer of a bill and a drawee agreed to name a third person both payer and
payee. The third person (as a rule it was the agent of the drawer) on receiving the bill of exchange drew up another, as a matter of fact fictitious bill,
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where the original taker was named as payer and the original deliverer as
payee. It allowed to avoid both expenses on drawing up the genuine second bill and notarial services in case of a protest.
As compared with ordinary bills, credit bills of exchange had a double
maturity. The maturity depended on the destination of payment. Thus for
a deal in London a six-months loan could be given. If necessary the maturity of a bill could be extended. At the end of the 16th century in Genoa credits for a full year were granted which allowed to use a ricorsa bill at a fair
in Bizanzone (France) four times. In one case a similar credit in Venice was
extended to six years.
The interest rate of the credit was unknown beforehand, it depended on
the difference between the exchange rates on the outgoing and the receiving bills. But it didn’t discourage borrowers. According to customs of that
time any risk-free yield on a credit was regarded as usury and therefore forbidden. Dry exchange was a way to get around the prohibition.
Already in the 14th century most bills of exchange were drawn for financial than trade deals. Between 1336 and 1440 the Conovi company of Florence registered 443 exchange transactions. 70 of them were trade-related,
38 account for dry exchange and 335 were drawn up for interest rates arbitration (159 bills were written out from Florence to Venice, 176 from Venice to Florence).
An important factor in the financial market development was transfer of
a bill from one person to another with the full transition of orders. For the
first time it took place in 1507 in Antwerp.
Nevertheless the new owner of the bill had no right to demand payment
from the previous owner of the bill in case of the protest of the drawner.
Since 1570 endorsements have been used to establish the chain of holders
of a bill of exchange.
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First deputy general director
REGION Investment Company
Khachatur MURADOV

Khachatur Muradov was born on July 22, 1975. He is a graduate from the Moscow State Commercial Institute. From 1996 to 1999 he worked as specialist in the securities department for
PAKK Invest., from 2000 to 2002 – as head of the debt securities department for PAKK Invest
Service. In 2002-2004 he was deputy general director at Veles Capital Investment Company. Since April 2005 K.Muradov has worked as first deputy general director for REGION Investment
Company.
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I

n 2006 REGION Group of took
part in 71 bond issues worth $5,5
bln ruble in nominal, including 55
corporate, 13 subfederal and 6
municipal bond issues. The Group
also participated in 46 promissory
note issues worth $1,9 bln. Along
with these quantitative indices it is
very important for us that debt programs organized in 2006 cover various sectors of economy.
As a rule corporate debts are aimed at the direct financing of working capital, capital investments and
the start-up of projects of companies from mostly dynamic developing
branches of economy. Thus the
transparent financing scheme of
manufacturing companies, banks
and financial organizations is implemented. The dynamic growth of the
Russian economy in the last years
called forth their demand for financial resources.
REGION Group took part in organizing bond issues of companies
which represent 10 main sectors of
the Russian economy. Among them
power engineering, housing and
community services (almost of our
programs), rapidly developing consumer sector and retail (22,2%) and
also banking and finance sector
(17%) are actively reformed. The wide spectrum of issuers which enter
the public debt market entail a possibility of the diversification and the
choice of high-priority and advantageous investment objects offered to
investors.

We organized bond issues of Russian companies which represent
construction, building materials industry, machinery and engineering.
According to analysis these sectors
have wide prospects and in medium
term perspective they can become
engine of the Russian economy. Besides state policy priorities are aimed
at their support and development.
But not only the attraction of finance is the stimulus for new issuers
to enter the public debt market. Positioning of the company, performance of a positive financial image
and creation of a credit history are
also a motive for them.
Our long-year experience proves
that many companies start this way
with the promissory note market.
REGION Group has been the leader
of the promissory note market for a
long time. As a rule securities of banking and finance sector are widely
represented on this market. But in
2006 we took part in promissory note issues of 24 non-financial companies from 7 main sectors of the
Russian economy. It’s characteristic
that the ratio between financial and
non-financial promissory note issuers we assisted last year made 24:23.
It proves that a wide number of corporate issuers from various sectors
of economy can also enter the bond
market in the near future.
Our technologies and experience
enable us to examine a possible issuer regardless the specific character
of its business. It’s a first stage of a di-
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State loan of the second five-year plan. Working people
of the Narva district of Leningrad at the demonstration
dedicated to the issue of the state loan of the first year
of the second five-year plan.
Photo: A.Amch, 1933
Signboard on the building: "Sound motion picture"
Sign on the stand: "Greetings to strike-workers of the loan
of the second five-year plan"
Diagrams (from left to right): dynamics of electric energy
and oil production and railway mileage in Russia and the USSR
since 1913 and plans for the year 1937".
verse program of debt securities issue. We conduct analysis of financial conditions of the client and evaluate possible schemes of promissory note or bond issues. By results of
the analysis the following services
are offered to the client:

 Comprehensive information
for investors
 Creation of a positive image
 Organization of promissory
note/bond issues
 Preparation of key documents
 Promissory note/bond issues
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Top corporate bonds underwriters
(domestic market) in 2006
Rank

Name

Volume,
$ mln

Number
of issuers

Number
of issues

1

Gazprombank

1.268,5

36

42

2

Deutsche bank

924.6

38

41

3

Vneshtorgbank (including ICB)

901.8

59

84

4

UralSib Group

799.5

58

61

5

Soyuz Bank

688.5

69

71

6

Raiffeisen Bank

664.2

38

40

7

International
Moscow Bank

633.6

70

75

8

Bank of Moscow

599.5

43

43

9

Rosbank

557.7

34

37

10

NOMOS-Bank

526.5

64

68

11

Citibank

484.5

18

24

12

Renaissance Capital Group

433.6

24

28

13

Credit Suisse

377.9

10

13

14

HSBC Bank (RR)

369.3

12

15

15

Troika Dialog Group

369.0

27

28

16

MDM-Bank

351.2

28

29

17

Zenit bank

351.1

27

28

18

Sberbank

290.0

22

25

19

CIT Finance

282.8

27

28

20

Promsvyazbank

267.5

24

24

21

REGION GROUP

242.7

51

53

22

TransCreditBank

242.3

14

14

224.8

29

34

224.8

35

35

220.3

12

15

23–24 Khanty-Mansy Bank
23–24 AK BARS Bank
25

ABN Amro bank

Source: Cbonds
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Top municipal bond underwriters
(domestic market) in 2006
Rank

Name

Value,
$ mln

Number
of issuers

Number
of issues

1

Rosbank

326.5

20

21

2

VTB

257.4

10

10

3

REGION Group

177.8

15

16

4

CIT Finance

131.6

7

7

5

RIGroup-Finance

116.1

13

13

6

Soyuz bank

95.3

11

11

7

Troika Dialog Group

91.2

4

4

8

Bank of Moscow

75.9

4

4

9

Zenit Group

68.2

6

6

10

Sbebank

64.5

4

4

11

TransCreditBank

59.3

6

7

12

IMB

58.2

6

6

13

NOMOS-bank

52.3

9

9

14

Trust IB

44.8

3

3

15

BFA

40.5

2

2

16

UralSib Group

38.0

2

2

17

Investsberbank

36.9

3

3

18

EurofinanceMosnarbank

31.5

7

7

19

Gazprombank

29.5

3

3

20

Centrocredit bank

28.2

9

9

21

ING Bank

25.8

2

2

22

National
Standard bank

23.2

4

4

23

AK BARS Bank

22.1

1

1

ATON, Petrocommerce bank,
Deutsche bank, Citibank

18.4

1

1

24–27

Source: Cbonds
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 Marketing activities
 Development of the liquid secondary market
Our experience shows that the
most effective scheme of the creation of a public credit history is the
organization of a promissory note
program with the following bond
issue. The promissory note program
enables the issuer to inform a wide
number of investors about itself, to
create a positive image, to reach an
appropriate cost of financing. The
following bond issue should promote the positive reputation of the
issuer, raise the attractiveness of
promissory notes for market operators and set yield guidelines.
As a measure of lowering additional risks of promissory notes we offer our clients the service of safekeeping them on DEPO accounts in the
REGION Depository Company.

It’s one of the main priorities of
REGION Group to search for new
potential borrowers and to provide
them with a full complex of services while entering the public debt
market.
The 2006 results show that a
spectrum of companies entered the
debt market has become wider than
in the previous years. On the one
hand it proves that a vivid growth of
the Russian economy encourages
companies to look for civilized
forms of their financing. On the other hand this situation allows investors to chose reliable and at the same time profitable investment instruments.
REGION Group strives to use its
experience and technologies to promote the development of these processes with increasing dynamic in
the future.

Breakdown of bond issues managed and/or underwritten
by REGION Group in 2006 by type
66%

32%

2%
Corporate

Subfederal

Municipal
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Head of the debt financing department
REGION Brokerage Company
Oleg DULEBENETS

Oleg Dulebenets was born on June 8, 1972. He is a graduate of Tomsk State University (applied
mathematics). He has been working on financial markets since 2005. Before joining the REGION Group in 2003 he worked in various bank structures of Surgut. In 2003 -2005 he was head of the securities issue organization department of REGION Investment Company. Since 2005
he has headed the debt financing department at REGION Brokerage Company.
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T

he increasing interest of borrowers and investors for the
debt market is a stimulus for
our Company to improve
our methods of work on it.
According to customs of business
turnover the issuer gives the underwriting company the so-called
mandate – it empowers REGION
Group to represent the issuer’s program of borrowings to the market
participants, to negotiate with the
purpose to reveal demand and if necessary to form a syndicate of co-underwriters.
As a rule about four weeks pass
from the moment when the issuer
makes a decision to issue a promissory note loan until it is placed. To
announce a promissory note program we hold an Internet conference and distribute a special research
report among the Group’s subscribers which number exceeds 2 000
and among news agencies specializing in financial and economic information.
The research report makes investors acquainted with the main activities of the company, its owners, its
position on the market and purpose
of financing. We take measures to
attract the attention of as many as
possible investors to the company.
The most active market operators
consider a possibility of opening limits for the company within 2 or 3
weeks from the moment of the report distribution. The main bulk of
market participants draw conclu-

sions within 1 or 2 months from the
moment of receiving information
about the company.
Depending on market conditions
and peculiarities of the potential
promissory note issuer a presentation of the promissory note loan can
be demanded. It’s an effective mean
of arousing interest for the borrower
but it involves significant efforts and
financial expenses on his part.
The first promissory note tranche
is placed after the presentation or in
one or two weeks after the distribution of the research report about the
company.
The bond issue is organized according to a similar scheme but it
has a number of significant nuances.
First of all unlike a promissory note
issue it is a longer procedure: as a rule three moths pass from the moment when the issuer decides about
the bond issue until it is placed.
Carrying out effective bond issues
implies first of all the analysis of the
opportunity of successful issue organization which is connected with a
number of risks:
 Risk of non-payment of own obligations
 Risk of non-placement of the issue
in a full measure
 Risk of exceeding scheduled costs
aimed at the attraction of finance
 Risk of emission to be ruled abortive
Our activities on the stage of potential possibilities research are aimed
at lowering risks. They include both
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the analysis of the company’s financial situation and the conditions of
the corporate bond market. We steadily improve our technologies of
evaluation and monitoring which
enable us to draw in short terms
conclusions about possibilities and
parameters of a debt program of
companies from practically all sectors of economy.
In case of a positive evaluation of
a bond issue the special program of
borrowings is worked out. At first it
is made at a conceptual level and
then a step-by-step plan with the
possibility to change parameters is
developed.
One or two moths are spent on
the preparation and approval of
emissive documents and the registration of bond issues. In this connection it is important to determine
the moment when the company

should enter the market. Research
department of REGION Group makes an outlook of the debt market
conditions. We also take into consideration a potential necessity of carrying out other preparatory activities such as presentation and preliminary marketing.
As an underwriter REGION Group
renders services both on primary
placement (also on conditions of
syndication) and support of a secondary bond market.
Depending on whether the estimation of prospects of an issue placement made by the issuer and the
underwriter differ from each other,
firm underwriting as well as best efforts underwriting can be offered.
In order to secure the secondary
market liquidity after the bond issue
services of a market maker can be
offered to the client.
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Top promissory notes lead managers in 2006
Rank

Name

Number
of issuers

Value, $ mln

1

REGION Group

405

25

2

Veles-Capital

139

6

3

East Capital

84

6

4

Zenit Group

71

4

5

BrokerCreditService

39

8

6

Russian Funds

33

1

7

Stipple-chase

30

4

8

Soyuz bank

18

3

9

Solid

18

4

10

Expobank

17

4

11

RD Capital

16

5

12

Khanty-Mansy bank

15

4

13

Finguard

11

5

14

Promsvyazbank

10

1

15

Sudostroitelnij bank

10

1

16

RFC

7

1

17

Russian Investment Club

7

1

18

Aviation Finance

6

1

19

Slavinvestbank

5

1

20

Sotsgorbank

4

1

Source: Cbonds
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SUCCESS OF OUR
CLIENTS IS OUR
MAIN ACHIEVEMENT

UTAir – PUBLIC BORROWINGS
AS A FACTOR OF BUSINESS SUCCESS
The history of UTAir company started in 1967 when the Tyumen Department of civil aviation was founded. Later it was transformed in a
state-owned airline “Tyumenaviatrans”, then reorganized in a jointstock company and finally privatized.
UTAir is a global helicopter operator and one of the top companies on
the world market of helicopter
works. The policy aimed at the corporate governance optimization
and increase in business efficiency
enabled UTAir to become one of the
Russia’s leading air carriers in the
segment of passenger services and
business aviation.
An effective policy in the sphere of
public borrowings promoted the
success of UTAir.

New name is a new quality
of financial policy
The company got its present name
UTAir (former Tyumenaviatrans) in

2002. At the same time the organization structure of the company
was reformed in order to manage
expenses and calculate costs more
efficiently. The company set a goal
to join Russia’s top passenger air
carriers.
The program of public borrowings was determined as one of
mechanisms of finance attraction
for the achievement of the company’s goals.
The promissory note program of
UTAir in 2003-2004 started with the
loan issue worth 300 mln ruble, it
was implemented in 4 stages and
attracted over 1,3 bln ruble. Thus the
basis of the public credit history of
the airline was laid. UTAir became a
borrower which had proved its reliability. The investor confidence in
the company increased considerably. Thus a solid firm ground for a successful debut bond issue in November 2004 was created. UTAir placed
three loans worth 4 bln ruble in no-
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minal, one issue in sum of 1 bln ruble was totally paid off in time. The
intense activity of UTAir on the debt
market led to a substantial extension
of terms (from 2 to 4 years) and reduction of borrowing costs (from
13,0% on the first coupon in the first
issue to 10,4% on the first coupon in
the second issue). A steady increase
in liquidity (the turnover went up
from 1,2 times in the first issue to 1,7
times in the third issue) proves a
high interest investors in UTAir
bonds.
It’s necessary to note that with the
beginning of active public borro-

wings in 2004 the growth of the
company debt has practically stopped. The efficiency of the company’s
activity has increased seriously.

Financial stability
as an integral part
of dynamic development
A stable and predictable financial
policy of the company promoted
further development of the business.
Along with keeping and increasing
the volume of works in the helicopter sector UTAir also develops its activities in the sector of passenger services. Thus the policy of the diversi-

Main characteristics of Utair bonds
NN

Date
of issue

Term
of circulation,
years

Volume
of issue,
$ mln

Years till
maturity/
offer

Yield
to maturity/
offer,
% per annum

1

11/24/04

2

1000

1

13.00

2

3/14/06

3

1000

1

10.81

3

12/19/06

4

2000

2

10.40

Liquidity of Utair bonds
N

Volume of issue,
$ mln

Volume
of trading on MICEX,
$ mln

Turnover rate,
times

1

1000

1180.0

1.18

2*

1000

1,480.0

1.48

3*

2000

3400.0

1.70

* data extrapolated to full term of circulation
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fication of income base was effectively implemented in the company.
The company’s unique activities
in the sector of helicopter works
both in Russia and abroad are now
supplemented with a leading position in the sector of Russian passenger services. UTAir joined 5 Russia’s top airlines by volume of carried passengers, taking by 2006 results place 4 after Aeroflot, Sibir,
Pulkovo (Rossija) and leaving behind Krasair and Transaero, recognized leaders in passenger services.
UTAir is the market leader by rates
of growth of passenger services. Indices of operating and net profits
of the airline have improved considerably.
Between 2002 and 2006 the volume of UTAir passenger carriages doubled and the passenger turnover
increased 1,7 times.

In spite of a hard competition
among the main players on the
Russia’s market of passenger services the share of UTAir increases
steadily. The company also develops new routes. In the recent
years UTAir has renewed its fleet.
The company purchased 9 helicopters Mil-26T, 15 helicopters
Mil-8MTV, 2 helicopters Mil-171,
1 helicopter AS-355N (Eurocopter), three planes TU-154M, 8 planes TU-134.
The company acquired also several foreign aircrafts ATR-42
which are used in an actively growing sector of regional and local
transportations. The fleet of the
company consists of 132 planes
and 170 helicopters.
The successfully implemented
debt program of UTAir allowed its
subsidiary “UTAir-Leasing” (speciali-

UTAir financial indicators in 2002-2006
18,0
16,0
14,0
12,0
10,0
8,0
6,0
4,0
2,0
0,0
2002

2003
Revenue

2004
EBITDA

2005
Net Income

2006
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zed in leasing operations) to enter
the public debt market with the aim
to reach a planned profitability level
in deals not connected with the parent airline.

REGION Group took part in all
debt programs of UTAir. We are proud of success of this dynamic developing company and support all its
undertakings.

Share of main Russian carriers
in passenger traffic, %
Air carrier

2004

2005

2006

Aeroflot

19.51%

18.99%

19.20%

Siberia

11.09%

11.98%

12.90%

Pulkovo

7.99%

8.08%

8.00%

Utair

4.34%

5.38%

6.40%

KrasAir

5.73%

5.19%

4.90%

Source: TKP, REGION Group research
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Breakdown of bond issues managed
and/or underwritten by REGION Group
in 2006 by sector
22%

17%

11%

24%
7%
2% 3%

3%

Utilites, energy generation
Banks, financial sector
Machinery
Chemicals
Oil

6%
5%
Retail, consumer goods
Construction, builging materials
Transport, communications
Corporate services (b2b)
Metalurgy

Breakdown of promissory notes issues managed
by REGION Group in 2006 by sector
60%

2%
2%
3%

13%
8%

Banks, financial sector
Machinery
Chemicals
Retail, consumer goods

12%
Transport, communications
Construction, builging materials
Corporate services (b2b)
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OZNA , 1
lead manager

PENOPLEX
PENZTYAZHPROMARThermal Insulation Boards, 1 MATURA, 1
lead manager
lead manager

$55,278,345

UTair , 2
lead manager

$55,278,345

UTair , 3
lead manager

$36,852,230

SPP Finance, 1
lead manager

$18,426,115

IMPLOZIA , 1
lead manager

$73,704,460

$36,852,230

Wild Orchid, 1
co-lead manager

$11,055,669

$36,852,230

ОАО
«АРТУГ»
Artug OJSC, 1
co-lead manager

Belgorod Region, 24002
co-lead manager

$1,842,611

DIXY , 1
co-lead manager

$37,589,275

Moscow Region, 25006
co-lead manager

$442,226,759

Kirov Region, 34002
co-lead manager

$110,556,690

MSRS OJSC
co-lead manager

$221,113,380

$22,111,338

Mosenergo OJSC, 1
co-lead manager

$184,261,150
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TechnoNICOL, 1
co-lead manager

0OGK-5 JSC, 1
co-lead manager

$110,556,690

FGC UES, 4
co-lead manager

RCS Russian Communal
Systems, 1
co-lead manager

$184,261,150

CHERKIZOVO , 1
underwriter

GAZEKS , 1
underwriter

$25,796,561

KEDR Bank, 2
underwriter

Russ-Bank, 1
underwriter

$36,852,230

$165,835,035

$36,852,230

$73,704,460

Samara Region, 25003
underwriter

$73,704,460

SEVERNAYA KAZNA Bank, 1 TATFONDBANK , 3
underwriter
underwriter

$55,278,345

Irkutsk Region, 31003
underwriter

$36,852,230

$221,113,380

RAZGULAY Group, 2
underwriter

$110,556,690

$55,278,345

TOP-Book, 1
co-lead manager

$51,593,122

UNICUM , 1
underwriter

$55,278,345
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Moscow , 44
underwriter

AGRIKA Foods, 1
co-underwriter

AKIBANK , 1
co-underwriter

$36,852,230

$36,852,230

Voskresensk
Mineral Fertilizers, 1
co-underwriter

BELAZ Komplekt Plus, 1
co-underwriter

$55,278,345

Volgograd Region, 25003
co-underwriter

$18,426,115

$737,044,599

$110,556,690

SOYUZ Bank, 2
co-underwriter

National Factoring
Company, 1
co-underwriter

ALPI Hypermarket, 1
co-underwriter

$22,111,338

BORODINO , 1
co-underwriter

$73,704,460

$36,852,230

Volzhsk Textile Company, 1
co-underwriter

$92,130,575

VOSTOK SERVICE, 1
co-underwriter

$55,278,345

$20,268,726

АБ
«ГПБ-ипотека»
Hydromashservice , 1
co-underwriter

$36,852,230

Glavmosstroy , 2
co-underwriter

$55,278,345

GPB IPOTHEKA
co-underwriter

$36,852,230
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Karelia , 34009
co-underwriter

Kurgan Region, 31001
co-underwriter

$147,408,920

MIRAX Group, 2
co-underwriter

$110,556,690

Moscow Zalogoviy Bank, 1
co-underwriter

$18,426,115

RETAL , 1
co-underwriter

Mosmetrostroy , 1
co-underwriter

$84,760,129

Credit Bank of Moscow, 2
co-underwriter

$55,278,345

$16,583,503

EFKO
Group of companies, 2
co-underwriter

$29,481,784

Magadan , 31001
co-underwriter

OrgresBank , 1
co-underwriter

$36,852,230

$18,426,115

Motovilikha.
Motovilikha plants OJSC, 1
co-underwriter
$110,556,690

Penza Region, 34001
co-underwriter

$55,278,345

$36,852,230

ОАО
«Сахарная
компания»
PROMTRACTOR JSC, 2
co-underwriter

Sugar Company OJSC
co-underwriter

$55,278,345

$18,426,115

SB Bank Sudostroitelny
Bank, 1
co-underwriter
$29,481,784
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TOP-Book, 2
co-underwriter

Uralvneshtorgbank , 1
co-underwriter

UZPS Urals Precision
Alloys Plant, 1
co-underwriter

$73,704,460

$55,278,345

$110,556,690

Yaroslavl , 31001
co-underwriter

Yaroslavl Region, 34006
co-underwriter

$55,278,345

Alliance Oil Company
co-underwriter

$36,852,230

$55,278,345

Centertelecom , 5
underwriter

$14,740,892

Chuvashia , 31005
co-underwriter

$73,704,460

Irkutsk Region, 31004
co-underwriter

$55,278,345

Kazan , 31003
co-underwriter

$73,704,460

Tehnosila , 1
co-underwriter

$44,222,676
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UTair
lead manager

$36,852,230

Nikoshim Invest
lead manager

$10,668,721

INPROM
lead manager

$13,248,377

SKB Bank
lead manager

$22,957,497

Tatfondbank
lead manager

$18,426,115

Natur Product
lead manager

$16,583,503

AK BARS Bank

$31,103,282

Corbina Telecom
lead manager

$11,055,669

Severgazbank
lead manager

$62,648,791

Sviaz Bank
lead manager

$18,923,620

IMPLOZIA
lead manager

$66,313,608

Spurt Bank
lead manager

$4,422,268

PIC Group
lead manager

$44,222,676

Credit Bank of Moscow
lead manager

$15,404,232

VIM Airlines
lead manager

$5,527,834

Russ- Bank
lead manager

$9,213,057

141-143=Ikonki_Vekselya:Layout 1

11/20/07

9:46 PM

Page 142

PROMISSORY NOTE PROGRAMS

Uralvneshtorgbank
lead manager, underwriter

$12,640,315

Orgenergogaz
lead manager

$11,426,687

UTair-Leasing Leasing
Company
lead manager
$4,016,893

Sterlitamak
Petrochemical Plant
lead manager
$25,796,561

Neftyanoy Bank
lead manager

$12,529,758

SOLIDARNOST Bank
lead manager

$4,606,529

LOMO Russia
St. – Petersburg
lead manager
$2,211,134

Moskommertsbank
lead manager

$29,481,784

ENERGIA S.P.Korolev Rocket and Space Corporation
lead manager
$9,213,057

Baltinvestbank
lead manager

$36,852,230

NPO Saturn
lead manager

$3,685,223

TOAP Trading House
lead manager

$195,316,819

Admiralty Shipyards
lead manager

$4,053,745

ARSENAL Est. 1711
lead manager

$7,370,446

Sevkabel Holding
lead manager

$46,065,287

Ural Bank of Reconstruction and Development
lead manager
$405,374,529
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Tavrichesky Bank
lead manager

$128,982,805

PENOPLEX
lead manager

$55,278,345

Zheldorbank
lead manager

$151,094,143

Thermal Insulation Boards

$62,648,791

Kedr Bank
lead manager

$12,161,236

Podzemburgaz
lead manager

$19,900,204

Joint-stock Commercial
Bank Intrustbank
lead manager
$14,003,847

OBPR
lead manager

$200,844,653

ЗАО
Авиа ГСМ
Сервис
Polyplast
lead manager

$14,740,892

Avia GSM Service JSC
lead manager

$18,426,115

CIT Finance Investment
Bank

$66,334,014

Motorostroitel
co-underwriter

$33,167,007

Probusinessbank

$36,852,230

SB Bank Sudostroitelny
Bank
Маркетмейкер
$18,426,115
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State debt and mortgage

Drawing of the 6%-loan in the Rea Army and Navy House.
(Leningrad, Liteiniy av. 20).
Photographer K. Bulla.
Signs on the posters:
”State loans are spent on the restoration of the national economy”,
“Firm authorities always carry out their obligations”.
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nitially landowners had the best possibilities to attract long-term
resources. The Roman Law recognized two types of deals with the
pledge of lands. At a mortgage deal the pledged plot remained the
property of the borrower and could be passed to the creditor only in default of payment. At a pawn deal (pingus) plot became the
property of the creditor and could be returned to the borrower only after the repayment of the debt.
In the Middle Ages courts seldom supported the claims of creditors to get
the pledged under mortgage property in case of a borrowers’ bankruptcy.
That’s why the main bulk of deals were carried out in form of pingus. In that
case the profit from the plot belonged either to the creditor or reduced the
debt of the borrower by the sum of the profit paid.
During crusades of the 11th-12th centuries the pledge of lands was actively used for the attraction of financial resources. As a rule plots were pledged in favour of the Church. In spite of it creditors created artificial conditions for the bankruptcy of borrowers. It caused a sharp sinking in the popularity of plot pledges. In 1150 Pope Eugene III supported the rights of borrowers by equating pingus with usury. By the end of the 12th century pledges of lands practically went out of use due to an insufficient legal protection
of both borrowers and creditors. Gradually they were replaced by rents and
life and hereditary annuities. These deals were considered buy & sell deals,
not pledges and that’s why they weren’t regarded as usury. In due course a
considerable part of deals on the rent sale began to envisage the repayment
of obligations which aroused a question about their usurious nature. The
transfer of annuity rights to another person was possible but in practice it
was a very difficult procedure. And the secondary market of rents wasn’t
created. The primary market, on the contrary, flourished. In the 15th century interest rates made 10-12%, in the 16th century they decreased to 5-7%.
First municipal bonds were issued in form of annuities. In 1260 Douai
and Calais became pioneers in issuing municipal bonds. The attracted finance was spent on the building of protective constructions in case of a
war. City rents were secured by tax collections. For the protection against
swindles a reward to the person who was the first to announce about the
annuity owner death was promised.
Unlike private annuities municipal ones were a liquid instrument. In the
15th century the municipal debt market expanded so much that many cities were forced to establish special banks to manage their obligations . They
sold new issues and made payments to beneficiaries.
Regional governments had less possibilities of issuing their obligations
because their credit reputation wasn’t good enough. Annuities and rents

I
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became personal debts of a certain ruler; the creditors didn’t have sufficient
judicial protection. Dukes of Benelux started selling their rents in the 14th
century, later kings of France and Castile joined them. Castile annuities (juros) were issued in a vast amount because they were financed by 20% royalty of precious metal workings in the New World.
Governors who didn’t have high incomes found a way out by abusing
their power. They forced municipalities to sell rents on their behalf and collected the income in their treasury. In return for it municipalities received
back the contributions paid by them in the treasury. Another way out of
the situation was the sale of annuities on behalf of parliaments. Unlike
people who were mortal, parliaments were constantly existing bodies
which could also introduce new taxes.
On the territory of the present-day Italy another instruments, different
from annuities, were used. In the 12th century in Genoa a form of a syndicate (compera) emerged. Within the syndicate contributions of investors
were collected with the aim of financing joint enterprises. To ensure the
payment of dividends and the redemption of the main debt a tax in favour
of the syndicate was imposed.
In Venice well-off citizens were obliged to grant the municipality voluntary and since 1200 compulsory (a fixed share of the fortune) interest free
loans in order to cover the budget deficit. In the 14th century a similar practice was introduces in Florence and Siena.
The tax income shortage in Venice forced the municipality to consolidate in 1262 its debts in shares of a new syndicate (Monti). The fact that securities had non-documentary form eased their secondary circulation.
Being called shares, securities of the syndicate had obvious features of a
debt instrument (for example every 6 moths a fixed interest rate was paid).
In the following 200 years other Italian cities carried out similar reforms.
Later on the authorities were compelled to resort to various tricks to maintain demand for the debt and to ease the displeasure of citizens.
By the 17th century the system of municipal debts, which had been based on Monti until the 15th century, consisted mainly of voluntary loans
and life annuities.
In Northern Europe and England the system of state and municipal debt
was based on banks. In 1609 the Bank of Amsterdam (Wisselbank) which
issued discount promissory notes in order to maintain the guilder rate was
established. The first corporate debt issuer – the Dutch East India Company- was founded in 1602 in the Netherlands.
In 1694 due to the succession of Wilhelm of the Orange to the throne and
the influx of Dutch financiers to London the Bank of England was established.
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The main aim of the countries for the attraction of resources was the financing of military expenditures. So, France generously sponsored the United States during the Civil War. The victory over England left the United States debt-ridden; by the end of the 18th century domestic bonds were quoted by 10-20% of the nominal. External debt was refinanced in the Netherlands and in order to solve the problem of the domestic debt a new Constitution which extended the rights of the Federal Government was adopted in 1782. By 1790 the conversion of old bonds in 3 new federal issues
with the interest rate of 6% (with a 10-year grace period and without it)
and 3% per annum was carried out. By the end of 1793 old debts worth $58
mln were exchanged for the new ones (already in sum of $64,5 mln).
In 1791 the First Bank of the United States was established .The Federal
Government contributed to its start up capital $2 mln, private shareholders

In 1849 in Cincinnati John Bradstreet founded a bureau which published
in 1857 the first consolidated commercial rating. And in 1909 John Moody established
the oldest ratings agency which began to confer ratings to debt securities.

had to pay $8 mln within 2 years ($6 mln of it had to be paid in form of new
federal bonds).Thus, a part of the debt was conversed into shares – such
deal had been carried for the first time by the South Sea Company at the
beginning of the 17th century. The main difference from the case with the
South Sea Company was the striving of Alexander Hamilton, the US Secretary of the Treasury, to create a solid financial system. That aim was reached with success. The problem of the domestic debt was solved in 1836.
As financial markets grew they exercised a more considerable impact on
states. In 1817 the King of Prussia appealed to Nathan Rothschild, head of
the biggest European bank, with the request to assist in the issue of a bond
in order to eliminate the consequences of the war with Napoleon. Rothschild said that the absolutist regime could attract finance in England only in
security of plots of land because such form of government had less credibility than the parliamentary one.
In the 19th century European companies attracted finance from banks or
by issuing shares. That’s why first of all state loans were represented on the
debt market. The American railway boom in the second half on the 19th
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century promoted the establishment of a vast market of corporate borrowings. In 1850 the American market of corporate bonds equaled the English and French ones, but at the beginning of the First World War it exceeded them three times.
Unlike the state credibility, that of corporations was difficult to estimate.
That created demand for credit reporting services. The first organization of
its kind, the Mercantile Agency, was established by Lewis Tappan in 1841
in New York. Lewis Tappan, a former silk merchant, kept files about his clients. On realizing the value of his collection he decided to become provider of commercial information. By 1900 the Mercantile Agency possessed
credit files about 1 mln companies, the amount of its subscribers numbered
tens of thousands. In 1849 in Cincinnati a similar agency was founded by
John Bradstreet. And in 1909 John Moody established the oldest ratings
agency which began to confer ratings to debt securities.
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Services for institutional clients

Head of the institutional client
services department
Sergei MALYSHEV

Sergei Malyshev was born on November 12, 1968. He is a graduate of Moscow State University
of Management. He has been working on financial markets since 1993. He started his career as
a specialist of stock exchange transactions department, then he worked as controller, expert
and head of stock exchange operations department in various investment and financial companies. He has been with REGION Group since 2002 as a specialist of the client services department. At the current moment S.Malyshev is head of the institutional client services department at REGION Asset Management.
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O

ne of the priority directions of the REGION’s
group of management
companies is the development of client and
partner relationship with institutional investors – insurance companies
and pension funds.
The world industry of institutional
investors has been developing for
hundred years but their modern
image was created several tens of years ago. Thus the reform of state systems of pension provision gave a
powerful incentive to the development of non-state systems. Nowadays such process takes place in Russia.
According to the “Ideal model of the
Russian securities market for the
mid-term perspective” worked out
by NAUFOR, reserves of non-state
pension funds may reach in 2015
$440 bln, and the amount of insurance reserves of Russian companies may be estimated at $250 bln.
By estimates of Rosgosstrakh, the
share of insurance premium contributions to GDP will double by 2015
and will make 4,5% (higher than in
East Europe) or about $100 bln and
by 2030 the ratio of premiums to
GDP is estimated at the level of the
G-7 members.
Financial and structural development of institutional investors in
Russia (given below examples show
that in the nearest future Russia can
make a wide scale breakthrough in
this direction) calls forth the necessity of the creation of new manage-

ment technologies and investment
instruments.
REGION Group has been managing the assets of its clients for 10
years and is nowadays a recognized
leader in institutional client services. 26 non-state pension funds and
12 insurance companies have become partners of REGION Group
management companies (REGION
Asset Management and REGION
Development), among them companies with leading positions in
their sectors: Khanty-Mansiysk NPF,
NPF Surgutneftegas, NPF Sberbank,
NPF Aquilon, NP Regionfond, Kapital Insurance, Kapital Reinsurance,
Kapital Life Insurance, Surgutneftegas Insurance Company, Surgutneftegas Life, SOGAS-Life Insurance
Company.
We don’t divide our clients by assets or the occupied market place.
Each client interested in the efficient
management of his assets is very important for us. We have worked out
universal products and technologies which allow us to take into consideration specific features and the
business scale of our partners and
clients. The main task we tackle in
the process of asset management is
the effective and low-risk investment of assets and reserves and the
diversification of investments taking
into consideration legislative restrictions. We study normative acts
which regulate the investment activities of Russian institutional investors, trying to react flexibly to all
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changes and make necessary corrections in the product line.
The main target of REGION Group of management companies is to
promote the development of institutional investors providing them
with a balance between income and
risks.
The global practice shows that investment strategies of institutional
investors vary according to their types. In insurance companies and defined benefit pension plans institutional investors account for risks.
In mutual funds and defined contribution pension plans it is the shareholder of the fund or the participant of the plan who accounts for
risks. In our activities we try to follow the model of asset-liability management. REGION Group of companies monitors global trend in the
development of institutional investors and their impact on Russia. According to FMMS only 0,4% of the
consolidated investment portfolio
of non-state pension funds accounts
for real estate. Expert RA Ratings

Agency estimates the share of real
estate in investments of Russian insurance companies at 0,3% and in
insurance reserves at 3%. Real estate
investments of Russian investors are
very insignificant in comparison
with those of their foreign counterparts. That’s why we give particular
attention to the formation of real
estate funds as transparent investment instruments for insurance
companies and pension funds. We
believe that real estate is not only asset which is necessary for the diversification of portfolios but also an
important source of income, with
the yield exceeding traditional
investment instruments. In the last
year we succeeded in working out
models which allow us to choose regions and projects for real estate investments as well as contractors and
other partners. With their help we
hope to extend scope of our activities providing the necessary level of
diversification and maintenance of
a high level of incomes from real
estate projects.
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REAL ESTATE
AS A NEW OPPORTUNITY
FOR INSTITUTIONAL
INVESTORS
“Yugra real estate” closed real
estate fund was formed in 2004.
While establishing it we strived to
create a new instrument for institutional investors which would allow
them to invest in real estate.
The fund activities are aimed at receiving yield from construction and
sale of residential real estate. The
main investments of the fund are
non-state pension funds. Finan-cial
resources are invested in the Khanty-Mansiysk Autonomous Dictrict,
one of the most well-off Russia’s regions. Investing in construction and
selling of already built property the
Fund receives profit from the
growth of real estate prices in general and price difference between a
finished flat and a foundation pit
stage. Our technologies are based
on a steady control over the construction process which lowers investment risks.
The 2006 financial results of “Yugra
Real Estate” closed real estate fund activities proved that we had chosen
the right strategy. Five residential
houses (759 apartments) with the
area of 51 500 sq.m were constructed
strictly in time or ahead of schedule.
That allowed us to reach the profitability of 50,6%. The projects portfolio

of the Fund includes 9 more residential houses.
We also pay attention to the liquidity of investments in the “Yugra
Real Etstae” Fund. In 2006 the amount of deals with “Yugra Real Estate” shares accounted for 16% of the
total amount of deals with shares of
117 mutual funds circulating on MICEX. Shares of our fund were added
to the MICEX quotation list A1. This
index of high liquidity and reliability practically equals them with the
so-called “blue chips”, the most
high-liquid securities. The decision
whether a security may be added to
the quotation list A1 is made by the
board of directors of MICEX after a
thorough examination and a positive evaluation of the issuer’s financial conditions, its reputation on the
market and the investor interest for
the security.
“Yugra Real Estate” works in close
co-operation with “Yugra Mortgage
Fund”, another fund under the management of REGION’s Group of
management companies. “Yugra
Mortgage Fund” is Russia’s first
mortgage fund. The main investment target of the fund is the acquisition of mortgages from banks –
primary creditors.
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REGION Group has worked
out standards of the refinancing
of mortgage credits which imply
requirements for credit agreements, mortgages, borrowers and
terms of credit granting. The fund
buys out mortgages from banks by
paying out the sum of credit and a
commission for the loan service
and provides bank activities with
long-term credit resources. Inte-

rest rates paid by borrowers are
spent on the purchase of new
mortgages. Thus, acting as an organizer of the secondary mortgage
market, “Yugra Mortgage Fund”
accumulates within it mortgages
and financial resources. In 2006
assets of the Fund made $14,4 mln
ruble, mortgages accounted for
94,7% of the assets making $13,6
mln ruble.
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Services for private persons

Head of nature person service department

Danila SHEVYRIN

Danila Shevyrin was born on May 30, 1978. He is a graduate of State University – Higher School of Economics. He is doing MBA at the Academy of National Economy. In 2000-2004 he worked for the Financial Corporation Nikoil (FK Uralsib) as a specialist of targeted programs department, head of corporate client services department, leading specialist and vice president of
VIP-client services. He started his work at REGION Group in 2005 in the department of nature
person services which he heads at the moment.
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ervices for high net worth individuals – another group of qualified investors who the Group’s activities on the asset management
market are aimed at – are a relatively new business area of REGION’s
group of management companies.
According to open research (first
of all from Merrill Lynch) assets of
Russia’s well-off nature persons reach $400 bln. It’s a considerable
amount in comparison with the assets of Russian institutional investors. By estimates of PricewaterHouseCoopers the Russian market
of services for high net worth individuals makes so far a very insignificant share of their assets – $10-12
bln and 10 000 accounts. That’s why
we are convinced that high net
worth individuals urgently need individual investment products.
We are aware that high net worth
individuals like no others are eager
to secure their future, lower current
and future risks, have guarantees for
a confident solution of problems.
Our main target is to create a management plan of a client well being.
It can be done if needs of a client are
converted in definite material tasks
and aims and his assets and obligations are estimated.

We realize that a financial plan
is a long-tern interactive scenario.
The individual approach to our
clients is stipulated by their needs.
In this connection we can’t speak
about a fixed line of products and
services. We are ready to carry
out any individual wishes of our
clients keeping confidentiality and
guaranteeing a high quality of services.
A core range of services consists of
 Financial planning
 Asset management
 Brokerage services
Consultations on alternative
investments, management of
assets abroad, corporate finance
 Tax advisory
 Individual portfolios of asset management can involve both domestic and foreign securities and shares
of mutual funds.
REGION Group strives to create
new products and services in order
to meet requirements of every definite client.
Numbers of institutional clients
who are no less exacting than high net
worth individuals have already appreciated a high quality of our services.
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IMPRESSIVE SUCCESS
OF «SECOND ECHELON» SECURITIES
Rules of the “REGION Targeted Investment Fund” closed-end mutual
fund were stipulated in the end of
October 2005. The fund was formed
between November 8, 2005 and
February 7, 2006. A minimum sum
of investments makes 1 mln ruble
(ca. $40 000). The strategy of the
fund activity is mainly aimed at investments in “second echelon” securities. The market of “second echelon” securities is more predictable
than the market of “blue chips”. Unlike the market of “blue chips” it is
affected by various corporate events
and not by speculative trends.
Our experience of work with “second echelon” securities shows that
in a long-term perspective their yield is higher than that of their “blue
chip” counterparts. At the same time
we are aware of a higher risk of such

investments. That’s why “REGION
Targeted Investment Fund” is a closed-end fund for investors who have
experience of work on securities
market and who are ready to make
long-term investments.
By 2006 results the portfolio of the
Fund included among others ordinary shares of “Amurenergo”, “Zagorskaya HEPS”, “Udmurtneftegas”, “NAZ
Sokol”, “Vorkutaugol”, “Lenzoloto”,
“Rostvertol”, “Tattelekom”, “Lengasspezstroy” and privileged shares of
“Volzhskaya HEPS”, “Kirovenergo”,
“Orenburgneft”, “Arkhenergo”, “Sayano-Shushenskaya HEPS”, “Varieganneftegas”.
In 2006 the yield of the fund made 51,7% while the RTS-2 index
which monitors the fluctuation of
the second echelon shares quotations made only 42,2%.

Dynamic of fund shares and RTS-2 Index
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Most individual asset management
companies in 2006
Rank

Name

Assets
on separately
managed
accounts, $ mln

Share Number Number
of total of legal of natural
AUM, % persons persons

1

Renaissance
Investment
Management

1.800,2

58.8

109

205

2

Troika Dialog

1.552,2

42.8

57

1.062

3

Kapital Group

1.007,4

38.8

16

88

4

UralSib
Wealth Management

697.9

44.3

8

209

5

AMC of Rosbank

509.3

57.1

4

2

6

Yamal

297.4

65.8

1

2

7

REGION Group

207.8

28.1

5

36

8

UralSib

153.1

9.3

4

124

9

Mekom

142.0

100

7

2.805

10

NM-Trust

129.7

71.3

7

31

11

NVK

108.0

81.4

1

1

12

Aton-Management

102.8

17.8

13

26

98.8

23.8

3

49

79.0

76.6

5

21

13
14

Allianz Rosno
Asset Management
Pallada
Asset Management

15

Agana

76.6

44.1

na

na

16

RTK Invest

69.4

25.1

5

16

17

Portfolio
Investments

60.6

58.2

19

85

18

VIKA

57.7

67.7

14

3

19

Monomah

55.2

47.3

6

21

20

Raiffeisen Capital

49.1

30.5

–

67

21

UFG Invest

49.0

12.1

na

na

22

AMC of ICB

36.9

17.9

8

35

23

Trinfico

35.1

10.7

8

11

24

RN-trust

21.3

9.6

5

4

25

Zerich

20.6

79.6

6
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na - data not available
Source: Kommersant-Dengi based on companies' data and League of Management Companies
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Services for corporate clients

Head of the corporate
client services department
Anna KATSEVMAN

Anna Katsevman was born on July 11, 1971. She is a graduate of M.V. Lomonosov Moscow Institute of Fine Chemical Technology and Californian State University of Hayward (MBA). She
holds a 5.0 (securities management activities) qualification certificate from FMMS. Before joining
the REGION Group A.Katsevman worked for Citibank (since the very beginning of the Citigroup retail business development in Russia). She has worked at the REGION Group since 2006
first as lead- specialist of corporate client services and then as head of the corporate client services department.
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ot only professional, institutional and private investors can enjoy earning
potential of asset management services. They are
also meant for a wide range of juridical persons.
As a rule many enterprises and organizations are interested in external funds. But it often occurs that
considerable financial resources are
accumulated on a company’s account, for example, for the participation in new projects.
A company can also have financial resources which are not used today but which the company may need tomorrow.
Short term investments are in particular need for enterprises and
companies with a seasonal nature of
business, such as tourism companies, construction firms or companies
of agroindustrial sector.
Asset management services are also intended for those companies
which cumulate substantial financial resources within a short period of
time, for example after IPO or sale of
assets.
Companies from sectors with a
considerable business consolidation
also often possess sufficient financial resources and are therefore potential institutional investors who
regularly invest large sums of money
in securities.
Our task is to assist enterprises to
make efficient and low-risk investments of sufficient financial resour-

ces, to maintain their current liquidity taking into account the plan of
forthcoming payments and revenues, to diversify investment portfolio
and to receive in the end a yield corresponding to the risk level.
The management of temporary
spare cash of an enterprise is the
main solution of our task. The Company’s experience on the asset management market enables us both to
receive a yield from short-term investments of this kind of resources
which is higher than standard deposit rates and to secure the liquidity of
these investments.
Our products and services imply
investments in liquid securities or
REPO deals (contracts in which the
seller of securities agrees to buy
them back at a specified time and
price). Our product line also includes ultra short-term investments.
Our asset management activities take into consideration peculiarities of each separate business. They are based on a full
spectrum of opportunities and
worked out instruments. The
advantages of asset management consist of the following:
 Juridical protection: the transfer of
assets under management doesn’t
imply the passing of property. Thus,
the assets under management are safe from collection of debt of management company;
 Professional management: asset
management is carried out by a team of professional managers who
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tackle investment tasks (choice of
investment objects and moment of
investing taking into account the
current situation and trends on financial markets, risk control and individual needs of the client);
 Unlike bank deposits assets can be
quickly built up or stripped without
a loss in investment efficiency;
 Competitiveness: clients can make use of up-to-date investment
technologies and research capacity
of the managing company and develop their business being supported

by investment opportunities of the
managing company;
Investors are provided with reports (including on-line ones) which
enable them to control the activities
of the manager and pay more attention to their core business.
The Group’s long-year experience
on the asset management market enables us to find unique approach to
each client. A large number of corporate investors who enjoyed our services of spare cash management in 2006
is one more proof on this statement.
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Top asset management companies by pension reserves
and savings under management in 2006

Rank

Name

Pension
reserves
Share Number Pension
savings
under
of total of NPFs from
NPFs,
management, AUM, %
$ mln
$ mln

1

Leader

9.479,6

99.1

10

30.6

2

Kapital Group

596.5

23.0

43

163.6

3

Transfingroup

566.3

98.8

1

–

4

Aton-Management

342.1

59.3

46

11.8

5

REGION Group

300.4

40.7

26

3.8

6

Trinfico

210.8

64.3

15

7.8

7

Promyshlennye
Tradicii

210.7

93.8

6

10.9

8

RTK Invest

194.6

70.3

2

0.8

9

Interfinance

184.9

94.9

7

8.6

10

AMC of Rosbank

164.9

18.5

7

73.1

11

UralSib
Wealth Management

163.7

10.4

8

0.7

12

RN-trust

154.0

69.3

3

11.8

13

Severyanka

147.0

90.5

1

15.3

14

National AMC

146.8

70.5

4

12.5

15

Renaissance
Investment
Management

130.2

4.3

14

4.4

16

Troika Dialog

119.4

3.3

8

46.3

17

Alfa-Capital

88.5

21.5

9

8.5

18

CIT Finance

84.4

12.7

11

10.7

19

UFG Invest

64.5

15.9

7

22.1

20

UralSib

54.1

3.3

6

33.2

21

Promsvyaz

49.8

76.8

4

8.1

22

RFC-Capital

48.5

44.3

3

29.9

23

Libra-Capital

47.9

66.6

3

0.8

24

Analytical center

47.8

97.2

5

0.8

25

NM-Trust

39.4

21.7

4

0.2

n.a.– data is not available, dash – data is not available or proper calculation is impossile
Sourse: Kommersant-Dengi, according to the data provided by companies and National League of Managment Companies
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(Initial Public
Offering).
Initial public offering

Primary public offering of securities. Subscription to the
shares of the Privislin railways in the State Bank.
Unknown painter, copy, 1890.
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he first documentary fixed evidence of an initial public offering (IPO) was an issued in 1602 by Dutch East India Company certificate of 60 guilder in favour of Dirk Stratmaker. In
the next 405 years the subscription to shares of new public
companies became a perfectly worked out procedure.
At the beginning of the 20th century shares of 2 015
companies with the consolidated capitalization of $10,4 bln circulated
on the world’s biggest stock exchanges. The largest quotation lists had
the London Stock Exchange (744 companies), the Berlin Stock Exchange (719 companies), the Paris Stock Exchange (429 companies) and the
New York Stock Exchange (123 companies). Shares of railway and financial companies played the dominating role accounting for 60% of the
whole market.
The development of the IPO market was connected with the measures
taken by the state in order to protect the right of minority shareholders. For
example the concept of “limited liability” of shareholders was legislatively
fixed in England in 1856 (Companies Act) but it gained the real juridical
power much later – due to a juridical precedent of 1897. It’s surprising but
the principle of limited liability of shareholders was fixed in Russia almost
50 years before – in 1805 by the Decree of Alexander I.
The British Civil Law didn’t contain regulations which protected rights of
minority shareholders for a long time. In 1843 two shareholders sewed the
director of a company who had managed improperly the assets of the enterprise. The court decided that the decision made by a simple majority of
shareholders can’t be disputed. The regulation was valid the next 100 years.
In a similar way the proxy voting was prohibited between 1883 and 1948.
Clear regulations about the publishing of an issue prospectus were legislatively fixed only in 1900, and regulations about financial reporting came
into effect in 1929. However penalties for improper disclosure of information were introduced only in 1948.
The scheme of IPO changed very slowly. Until 1986 IPOs on the London
Stock Exchange were carried out only in form of fixed price offers. That regime didn’t allow the change of prices depending on the demand during
the IPO. Another considerable restriction was proportional allotment of
shares in case of oversubscription. Rules were changed only after foreign
banks (among them American ones) got membership on the London Stock
Exchange and the competitiveness on the investment services market became stronger.
In 1945 requirements for underwriters of initial offerings were determined. Until 1929 the subscription for shares could be carried out by foun-

T
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ders of the company, syndicates, directors and brokers which financial resources were unknown to the public.
In 1928 a record number of IPOs – 75- were organized on the London
Stock Exchange, but then a sharp decline followed. The reason for the recession was a lack in financial resources of underwriters and their poor interest in the creation of a positive image. British commercial banks weren’t interested in IPOs because originally they were active on the debt
market. They started to participate in initial public offerings only in 1914.
In 1945 the Issuing House Association which represented the interests of
underwriters before regulators was founded. Exactly commercial banks
made its core.
Until the middle of the 20th century London Stock Exchange – a recognized world’s IPO leader – experienced a strong competition from local stock
exchanges where the number of initial offerings was rather high. Between
1926 and 1929 172 IPOs took place in Manchester, 123 and 99 IPOs were
carried out in Birmingham and Liverpool respectively. 246 more IPOs were
organized on 100 other local stock exchanges. In the same period 525 initial public offerings were organized on the London Stock Exchange.
Such a large number of IPOs carried out on local stock exchanges is easy
to explain: at the beginning of the century IPO regulations on local exchanges were very poor but by 1940 Birmingham, Manchester and Liverpool accepted listing requirements similar to those of the London Stock Exchange. As a result the interest of issuers for local stock exchanges went
down sharply after 1945. Between 1951 and 1960 379 initial public offerings were organized on local stock exchanges against 613 in the capital of
England.
The German legislation at the end of the 19th century envisaged two
ways of establishing joint-stock companies: non-recurrent and consecutive. According to the second way, which was used quite seldom, shares were offered for public sale. Purchasers paid the nominal price of a share and
a fixed beforehand share premium. A guaranteed monetary deposit was required for the participation in this kind of IPO. In 1897 the circulation of
shares registered less than a year before was prohibited. As a result initial
public offerings were financed by bank syndicates which bought out the
whole issue of shares. At the same time, much earlier than in England, requirements for an issue prospectus were set. According to them underwriters and issuers were responsible for the information given in the prospectus. The penalty was calculated as difference between the price of the share issue and the shares quotation at the moment when the infringement
was revealed.
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Such strict requirements led to the monopolization of the IPO services
market. Between 1882 and 1892 three biggest market operators – Bank fuer Handel und Industrie, Berliner Handelsgesellschaft and Discontogesellschaft accounted for 44% of the market. In 1890 Deutsche Bank began
to render IPO services and quickly secured a leading position on the market. Between 1895 and 1910 it organized 456 IPOs against 394 of Schaffhausen’sche Bankverein and 391 of Dresdner Bank. Bank fuer Handel und
Industrie and Berliner Handelsgesellschaft carried out 312 IPOs each, and
Discontoverein organized 302 IPOs.
As a rule the process of initial public offerings included 3 stages. On the
first stage the issuer and the organizer discussed the sharing of IPO risks,
the price of initial public offering and commission of the organizer were
determined. As a rule it was the organizer who undertook risks, he was obliged to buy out the whole volume of the issue for the fixed price and within a fixed term. The organizer’s profit was calculated as a difference be-

At the beginning of the 20th century shares of 2 015 companies with the consolidated
capitalization of 10,4 bln $ circulated on the world’s biggest stock exchanges. The largest
quotation lists had the London Stock Exchange (744 companies), the Berlin Stock Exchange
(719 companies), the Paris Stock Exchange (429 companies) and the NYSE (123 companies).
tween the purchase price of the shares and the price the shares were later
sold for minus expenses. There were no definite regulations who received
the share premium to its nominal value: issuer, bank or organizer. Only in
1884 it was determined that the share premium should be passed to the issuer as a reserve capital but the rule didn’t work if the issuer sold shares to
the organizer at a premium.
The second stage implied the IPO itself in form of free sale or subscription
for shares. On the third stage, which started immediately after the IPO, the
issuer and the organizer made a decision about the maintenance of quotations. The IPO by means of free sale increased the risk of liquidity because
the realization term of shares bought out from the issuer was unpredictable. The sale of shares by means of subscription helped to minimize risks.
The IPO of newly established companies was carried out seldom because it was quite difficult to evaluate the prospects of the business. It was also
difficult to determine correct prices of any IPO.
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The distribution of privatization vouchers started
in district departments of the Sberbank.
Photographer S.Smolskiy, October 1, 1992.
In 1960s US top investment banks discouraged IPOs regarding them deception of gullible investors. As a rule quite small companies accounted for
the increasing share of IPO because top US companies became public at
the beginning of the 20th century. It also occurred that shares lost over 75%
of the IPO prices on the secondary market. But nevertheless in the 1960s
the US financial market was overwhelmed by the number of IPOs (in 1969
781 IPOs were carried out). Excess offer damped the ardour of both investors and issuers in the 1970s. One might as well remembered the first American IPO boom of 1825 when people died in jams for new shares because
rich investors hired ruffians in order to be the first in the line. It was the same with the initial public offering of the Bank of Southwark when shares
lost 1/4 of their value by 1829.
In 1980s a new IPO boom emerged on the US markets (4 000 new IPOs
were organized). Between 1988 and 1990 the demand for IPOs went down
again but the most famous bull market in the 1990s gave a powerful in-
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centive to new IPOs (ca. 5000 we carried out in 1990s). However it was superseded by the dot.com bubble of Internet sector companies.
Russia’s IPO market in 1990s was quite vivid in spite of a poor regulation
and undeveloped infrastructure. The IPO pioneer among top companies
was Kamaz. In autumn 1991 subscription for 2 mln shares of the second issue was opened. One moth before the end of the subscription applications
for 6,5 mln shares with the maximum price of 500 ruble were submitted. Investors were ready to buy out 3,5 mln shares for that price. By results of the
IPO the offered price was raised to 800 ruble per share. 230 domestic enterprises and organizations became shareholders of Kamaz. 70 000 employees of the plant purchased 1,5 mln registered privileged shares.
In 1992 initial public offerings of NIPEK, RITEC and Permavia were organized. In the same year a joint-stock company “City” was established. During the first and the second share issues over 15 000 nature persons became shareholders of the company.
First IPOs of foreign companies with assets in Russia were carried out (for
example the IPO of Petersburg Long Distance Inc. – the co-owner of St.Petersburg communication operator “PeterStar”).
During the privatization boom in Russia the quasi-IPO (voucher auctions) took place. After the finishing of the voucher privatization on June
30, 1994 initial public offerings were organized sporadically.
The IPO market started to gain momentum only at the beginning of
2000s.
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General director
REGION Depositary Company
Anna ZAITSEVA

Anna Zaitseva was born on February 5, 1976. She is a graduate of Moscow Engineering Physics
Institute (Technical University). She has been working on the financial market since 1997. She
joined the REGION Group in 2000 as the head of the depository of REGION Investment Company. After the establishment of REGION Depository Company she was appointed executive director of the company. Since February 2006 A. Zaitseva has been general director of REGION Depository Company. She holds 3.0 (clearing and/or depository activities, keeping the Registrar of
inscribed shareholders) and 6.0 (special depository activities with investment funds, mutual
funds and non-state pension funds) qualification certificates from FMMS. Since 2006 she has entered the board of directors of the Professional Association of Registrars, Transfer-Agents and Depositories (PARTAD).
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М

ortgage and mortgagebacked securities appeared in Europe at the
end of the 18th century.
Russia’s mortgage market started to develop in the 19th
century and already in the middle of
the century it faced the bank liquidity crisis. Since that moment the development of mortgage-backed securities began. In the second half of
the 19th century a one-level model
of mortgage loans with a mortgagebacked securities market, which was
created to solve the problem of
mortgage credit refinancing, was
formed in Russia.
Nowadays Russia has again the
necessity to develop mortgage and
mortgage-backed securities market.
The Federal Law “About Mortgage”
was adopted in 1998. At the beginning of the 21st century the first
mortgage banks started their activities in Russia. At first the development of the market was sluggish, citizens were not ready to take loans,
banks in their turn didn’t strive to
develop mortgage lending activities.
But in a few last years, especially after the program “Affordable housing
for Russia’s citizens” had been announced, a real mortgage loans
boom took place in Russia.
In the last year the number of
banks granting mortgage loans
tripled (over 600 banks in 2006
against ca. 200 in 2004). Rates of
growth of granted mortgage loans
keep up with the number of banks

specialized in mortgage activities. In
2006 the volume of granted credits
had nearly doubled and exceeded
$9.9 bln. In the end of 2005 the
Agency for Housing Mortgage Lending forecasted the volume of $4.1 bln
and it was a very daring forecast.
As in the 19th century banks again
experienced the liquidity crisis. As a
result the securitization market began to develop. In June 2003 the first
refinancing of Delta Credit Bank
credit obligations on the security of
already granted mortgages was carried out. Delta Credit Bank was the
first bank which received from International Financial Group a target
loan for the development of mortgage in Russia. REGION Depository
Company worked as authorized custodian at that deal. It was the responsibility of the depository to
check the compliance of mortgages
and documents of the mortgage
dossier with the current legislation
and the stipulations of the credit
agreement.
The pilot deal was followed by
other deals of Delta Credit Bank
and since 2005 the number of
banks which attracted credit resources in a similar way has increased considerably. In most cases
REGION Depository Company
served as authorized custodian. The
volume of mortgages and mortgage
documents under custody in our
special depository makes $500 mln.
But all these operations can’t be regarded real securitization deals be-
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Safes of the St.Petersburg International Commercial Bank.
K.Bulla Studio, 1914.
cause mortgage-backed securities
weren’t issued.
The first deal of mortgage credit
securitization was carried out
in summer 2006 by Vneshtorgbank
which issued on the Irish Stock
Exchange residential mortgagebacked securities (RMBS) worth

$88,3 mln. The first private bank
which issued RMBS on the Irish
Stock Exchange was the City Mortgage Bank. In summer 2006
it placed three issues worth $72,6
mln. In that deal REGION Depository Company worked as authorized custodian.
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RESIDENTIAL MORTGAGE-BACKED
SECURITIES ISSUE ORGANIZATION
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A simplified refinancing scheme can be described in the following way:
The originator bank grants mortgage credits and pools together loans
on its balance sheet. When the volume of pooled together loans is big
enough for the securitization the
originator creates in the off-shore
zone SPV (special purpose vehicle, in
this case a special mortgage agent)
which buys back mortgages and acts
in the future as the security issuer on
foreign markets. The mortgages are
transferred to the custodian for storage; the custodian provides the storage of mortgages in favour of trustee
and reports back to it.
After the security issue the servicer
(as a rule the originator bank) collects
proceeds on periodic mortgage redemptions and these are allocated to
the SPV which pools them together
and pays out to the investors – RMBS
shareholders – in form of coupons.
The trustee represents the interests of
investors and monitors the payments
and expenses of SPV. If necessary the
trustee carries out the levy of execution on mortgage coverings.

Several mortgage banks expressed
their readiness to securitization
transactions in 2007. Meanwhile the
first securitization deal – the issuing
of mortgage-backed securities in accordance with the Russian legislation – has already taken place.
In December 2006 Bank “Sovfintrade” placed through its SPV “GPB
Mortgage” the issue of debut mortgage-backed securities worth 3 mln
ruble.
The Federal Law “About Mortgage
Securities” was adopted in 2003 but
due to its imperfectness no mortgage-backed securities issues were
organized.
The adopted in 2006 amendments to the law and normative
statements of regulating bodies
gave the green light to the implementation of such operations. In
2007 we expect several issues of
mortgage-backed securities. In
their turn, they will give a powerful
incentive to the development of
mortgage in Russia, to decrease in
mortgage interest rates and, as consequence, the growth of affordable
housing market.
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Russia

Operations hall at Moscow Merchant Bank.
K. Bulla Studio, 1903.
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ussia’s first state credit in form of an external bond loan fell
on the rein of Catherine the Great. The loan was meant for
the reimbursement of expenses on the Russo-Turkish War
1769-1771. In 1769 the Committee of representatives for
the negotiation in foreign lands which was responsible for
affairs connected with external loans was founded.
The policy of the attraction of foreign borrowings didn’t change until
1801. As a result that led both to the increase in the debt volume and to
the growth of state incomes aimed at the loan service. Thus, in 1800
4,01% of the state incomes were spent on that purpose (against 2,86%
during the rein of Catherine II of Russia). By 1809 the deficit of the state
budget increased to 366 mln ruble. By that moment Russia had already
entered technical default in settlings with Dutch investors and new debt
could only exacerbate the situation. Nothing less was left but to resort to
domestic borrowings. First bonds appeared in accordance with the Emperor’s Decree from May 27, 1810, the bonds were also issued in 1812,
1818 and 1831. The state debt book was formed in 1817.
A modern securities market in Russia was created only in the second
half of the 19th century along with the formation of credit and banking
system, in particular the establishment of exchanges.
In 1864, after a number of projects which didn’t get the Emperor’s approval, the first joint-stock bank – St.Petersburg Private Commercial
Bank – was established in Russia. In 1866 the second one – Moscow Mercantile Bank – was founded. 39 joint-stock banks were in the country
by 1875. Their consolidated fixed capital exceeded 50 times the capital
of the State Bank founded in 1860.
Since 1872 the purchase of state and guaranteed by the government
securities was limited to the half of the bank’s capital and the buy/sell
operations with securities which weren’t quoted on the stock exchange
were banned. As in the USA, railway bonds prevailed among Russia’s corporate loans at the end of the 19th century; at the same time the development of lending in security of bonds, which commenced REPO operations, started. The First World War exacerbated Russia’s financial situation. By the end of October 1917 the state debt reached 60 bln ruble, including 44 bln domestic debt and 16 bln external debt. Due to the problems with deflation and monetary circulation bonds of the “Loan of freedom” issued by the Provisional Government were used instead of money. The Soviet authorities legalized that practice by ordering to cut off
the bonds a coupon for the receipt of 5% dividends. Along with “Loan of
freedom” bonds tickets of the State domestic 4,5% lottery-loan issued by
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People’s Bank. A group of employees.
Karl Bulla, 1918.
the Provisional Government in August 1917 were also used instead of
money. Some of the tickets had a special stamp of the Soviet government.
5% promissory notes (short-term obligations) of the State Treasury
issued in 1916-1917 in order to cover the state budget deficit were also
in use. As money were also accepted 4% long-term tickets of the State
Treasury issued in 1908.
In January 1918 the All-Russian Central Executive “Committee (VTsIK)
announced the Decree on the “Annullation of State Debts” where refused
to accept debts of the previous regimes. But the decree envisaged the
compensation for all owners of domestic loan bonds in sum no more
than 10 000 ruble. In 1986 General Secretary of the Central Committee of
the Communistic Party Mikhail Gorbachev and Prime-minister Margaret
Thatcher of Great Britain signed an agreement about payments to small
holders of Russian bonds at 10% of the nominal value. Ten years later, in
1996, Russian Prime-Minister Victor Chernomyrdin agreed with the
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French Government about the final settlement of mutual claims between
Russia and France which arose before May 9, 1945. In accordance with
the agreement Russia spent $400 mln (less than 2% of the pre-revolutionary debts) on settlings with French citizens. The last tranche of $50
mln was transferred to France on August 1, 2000.
In 1922 the Aufbau-Industrie und Handels AG der Internationalen Arbeiterhilfe issued in favour of Soviet Russia bonds of the first 5% external
government securitized debt worth $1 mln. The bond nominal was $1. In
the first years government loans existed in two forms: monetary and natural ones (natural loans were repaid by means of food). The first Soviet
loan worth 10 mln poods of rye was issued on May 20, 1922 for a term
of 8 moths. In 1923 two more natural interest-free issues – a bread and
a sugar ones – took place. The first monetary loan worth 100 mln ruble
in gold was issued on October 31, 1922 for a term of 10 years.

The first Soviet loan worth 10 mln poods of rye was issued on May 20, 1922
for a period of 8 moths. In 1923 two more natural interest-free issues – a bread
and a sugar ones – took place.

In March 1924 the Soviet Government decided to invest reserve capitals of organizations and enterprises in state and guaranteed by government interest securities. In that period bonds of securitized debts for free
circulation were in use. They were calculated in gold rubles and could be
freely sold and purchased in banks and savings banks offices. To such securitized debts belonged the first, the second and the third Peasants’ lottery-loans, government domestic lottery-loan of 1926, 10% government
domestic lottery-loan of 1927.
In 1927 a new kind of loans distributed among citizens by means of
subscription appeared. The government loan of the industrialization of
the USSR national economy was placed by subscription. The distribution
of loans among the population made the government raise the number
of lottery-loans. The loans were issued in small bonds and with insignificant prizes. Interest payments were reduced and terms of circulation, on
the contrary, were prolonged. Only two loans were middle-term, others
were issued for the period of 10 years and more.
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Bank cashier Irina
Boldina, with the first
million deposited
in the bank.
Photographer Shirman, 1989.

In 1930 the number of loans went up sharply. Since 1933 days of loanholders and depositors were held. Their main task was the simplifying
of the procedure of bond examinations, the exposure and payment of
unclaimed prizes and the distribution of paid loans among subscribers.
In 1933 the conversion of government loans in order to cut the number of bond and to ease the carrying out of lottery drawings took place.
During the Great Patriotic War (1941-1945) the subscription for loans
was carried out almost everywhere – on factories and plants, in collective and state farms, in the army, even in partisan groups and on German-occupied territories. During the war 4 military loans (each of them
existed in two forms – lottery-loan and interest loan) were issued. The
interest loan issue was distributed among workers of collective farms
and industrial artels. As a result of the issue of 4 military loans the government attracted 76 bln ruble in lottery-loans and 5 bln ruble in interest loans. The number of subscribers increased to 60 mln people in 1941
and to 70 mln in 1946 against 6 mln in 1927.
In 1947 a currency reform was implemented in the USSR. A year later
another loan conversion took place. Bonds of all loans before 1948 except government domestic lottery-loan of 1938 were replaced by bonds
of the 2% government loan of 1948. Certificates of state labor savings
banks for the receipt of a special deposit and obligations issued by cooperative organizations instead of bonds could also be exchanged for
the bonds of that loan. The loan of 1938 was exchanged earlier, in 1947,
during the issue of the 3% government domestic lottery-loan.
Since 1949 one government loan was issued yearly. By 1957 the total
amount of loans exceeded 300 bln ruble and the sum of paid prizes
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increased to the amount that made the further issue of loans unprofitable for the state budget. In 1957 the issue of new subscription loans
was ceased and all operations with already issued loans were frozen for
20 years. In the next years only two loans – in 1966 and 1982 – were issued.
After the price reform in April 1991 the bond nominal of the 1982 loan
issue was indexed by 40%, the coupon was raised from 3% to 9%. Later
those securities were exchanged for bonds of the 1992 lottery-loan.
Since 1990 bonds of target interest-free loan with the period of circulation of three years and treasury securities were distributed among citizens. The issue of the 5% government domestic loan was meant for enterprises and organizations. Unlike treasury securities the conditions of
the issue weren’t corrected in time and the State Bank of the USSR was
forced to purchase the not distributed part of bonds aimed at the covering of the state budget deficit.
The beginning of the new economic history of Russia caused the diversification of debt instruments on the financial market. In July-August
1991 bonds of a 8,5% RSFSR loan worth 9 bln ruble was issued. In 19921993 bonds of the domestic government currency loan in security of
frozen accounts of the Vnesheconombank of the USSR were issued. From
September 1993 until September 1994 gold certificates were used on the
market. In 1995 the issue of treasury obligations took place. Treasury obligations could be used for tax payments to the budget and for settlings
with enterprises. In the same year treasury promissory notes with the
term of circulation of 10 years were issued.
In May 1993 the circulation of short-term government bonds started.
The uncontrolled growth of their volume in circulation caused the financial crisis of 1998.
In 1996 first Eurobonds were issued in Russia. By the end of 1997 the
Russia’s London Club debt of $30 bln was restructured in two kinds of
securities – Principal Notes (PRINs) and Interest Arrears Notes (IANS).
Both kinds of bonds were securities of Vneshtorgbank.
Various corporate loans were very popular at the beginning of 1990s.
Among the most original loans were bonds of “Hermes” tied to the oil
prices; “AvtoVAZ” bonds tied to the car prices; bonds of Yekaterinburg
telephone exchange which entitled their holders to the installation of a
telephone out of a turn; bonds of “Komineft” which holders received
payments both in money and products.
But in general both issue volumes and the number of issuers weren’t
numerous in 1990s.
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In the middle of 1999 first corporate bonds in favour of non-residents
were issued – money frozen due to the financial crisis on accounts type
“C” were allowed to be spent on the purchase of corporate bonds of
Russian issuers. In the same period the government allowed the issuers
to attribute interest rates on loans circulating on the market to the cost.
Along with the resumption of the economic growth it gave a powerful
incentive to the development of the corporate debt market which continues up to now.
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Valentina KOBYAKOVA
Head of the PR-department

Valentina Kobyakova was born on July 16, 1974. She is a graduate of Moscow State Institute of
International Relations (MGIMO-University) of the MFA of Russia, school of international journalism. In 2003-2004 she worked in Moscow advertising agencies. From August 2004 to April
2006 V.Kobyakova was head of the advertising and PR department – press -secretary of Soyuzplodoimport (department of state intellectual property). Since May 2006 she has headed the
PR department for the REGION Group.
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L

ife in modern society can’t be
imagined without information exchange. Information
has a certain material value in
the financial world: professional market participants can be
compared with gold-diggers who
find in the huge and turbid information stream priceless grains and sometimes even nuggets.
We believe that information as a
product must be up-to-date, transparent and undoubtedly helpful
for its ultimate users. The information policy of REGION Group is based on these principles. Its main
task is to spread up-to-date information about the specialization,
scope and results of the Group’s activities and to provide the professional community and interested
public with the results of work of
our Analytic Department. We try to
be open with mass media while assisting them in the elucidation of
the situation on financial markets
and economy in general.
The Research Department and the
Public Relations Department work
in close co-operation in order to
prepare information and research
reports and to provide mass-media
with up-to-date comments on the
chief events in economy and on financial markets. Two special sections of our site – Research Library
and Press Service – are the results of
this work.
Our main principles of work are
usefulness for clients, contractors

and partners and, at the same time,
transparency for the professional
community. The implementation
of these principles is the support of
REGION’s image as one of the
largest and most reliable Russia’s
investment companies.
In 2006 we made successful rebranding. The unique style of the
Group acquired new spirit, the colour palette was changed in accordance with the concept of the
Company. Colours reflect the main
values of the REGION Group: blue
for reliability, confidence and stability, black for traditional values and
professionalism, white for openness and trust. The renovation of the
Group’s Internet site built in accordance with a new corporate style
was finished in 2006. Our efforts
were highly appreciated by the professional securities market participants: at the 8th annual contest run
by the RTS Stock Exchange and Expert RA Ratings Agency by the methods of PriceWaterhouseCoopers
the Group’s site was recognized the
best corporate site. And traditionally REGION won the first price
among 128 participating companies in the nomination “Information
richness”.
Publication of an annual report
isn’t an obligatory procedure in accordance with the orders of the current legislation. But we strive to make our business more transparent,
open and to make information about it more interesting for a wide ran-
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Setting on a Linotype in the printing-works of “Stock Exchange News” newspaper.
K. Bulla Studio, 1912.
ge of readers. The present report is
already the 5th public annual report
in the 11 year-old history of REGION. And we are delighted that
practically all of them were awarded
at various specialized contests.
Annual report and corporate site
are elements of the corporate culture for us. We strive that their aesthetic appearance meets the highest
quality standards. In this annual report we decided to tell our readers
not only about our results and technologies but also about a century-old
history of the world’s financial mar-

kets. Do not pretend to the role of an
impartial historian we wanted to
summarize the most interesting facts.
Some of them give food for thoughts
and analogies and enable readers to
look at the problems of the current
financial market in a new light. Besides we hope that we have given our
clients, partners and friends another
opportunity to look at new historical
facts through the objective-glass of a
pre-revolutionary and a Soviet camera: many photographs collected
in this annual report are published
for the first time.
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Winners of the IX contest of annual reports
Non-financial sector

Financial sector

Information Richness
Lukoil – Winner

REGION Investment
Company – Winner

MMC Norilsk Nickel

Gasprombank – Winner

RAO UES of Russia

Depository and Clearing
Company – Winner
Best Corporate Website

RAO UES of Russia - Winner

REGION Investment
Company – Winner

OJSC VolgaTelecom – Winner

Alfa-Bank

JSC WGC-3
Lukoil
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Karl
BULLA
(1853–1929)

Karl K. Bulla (1853-1929). Photostudio owner
K.Bulla and his family.
K. Bulla Studio, 1914.
From left to right, standing: son Alexander, Karl Bulla,
Vera Konstantinovna – wife of the second son Victor, son Victor;
from left to right, sitting: Vera’s father – Konstantin Serebraykov,
Honoured Artist of the Empire Theatre, Karl Bulla’s
wife Christina Ivanovna and Vera’s mother Maria Serebryakova.
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arl Bulla was regarded the St.Petersburg’s most fashionable
photographer. He was born in Germany. Since 1862 he lived in St.Petersburg where he worked as a laboratory assistant in the Firm “Dupont”. In 1875 he opened his own
Photographic Studio. Since 1896 he was the photographer of the Ministry of the Imperial Court. In 1908 he became photo-reporter of the “New time” newspaper. He photographed the
last Russian Tsar Nikolai II and members of his family (1896-1916), military maneuvers of the Russian Army (1896-1906), the Revolution of 1905,
architecture of St.Petersburg, Petrodvorets, Kronstadt, interiors of state and
public institutions. He made pictures of prominent statesmen, representatives of science, culture, art, sport and politics.
Since 1908 the Photographic Studio of Karl Bulla was situated in the corner house № 54 on Nevsky Prospekt. K.Bulla made a diggy career. The most
prominent writers and poets, musicians and politicians strived to be photographed by him. His photographs reflected all changes in Russia’s political and social life of that period.
The attic of his studio was reconstructed in order to make indoor pictures possible. To make pictures by daylight Karl Bulla built a glass cupola-like lamp which is seen on his pictures.
Both sons of Karl Bulla, Alexander and Victor, worked with him. In
1916 K.Bulla passed the management of his business to his sons and moved to Estonia. His sons made a series of the Russian-Japanese War, the
First World War, the February and the October Revolutions. Victor Bulla
became a very notable photo-reporter. Best pictures of Vladimir Lenin
were made by him.
In 1928 Alexander Bulla was arrested and sent in exile. The Bolshevik authorities treated the family with suspicion because of the German origin of
Karl Bulla. In 1937 Victor Bulla’s home was raided and he was accused of
being a German spy. Victor’s daughter Valentina Kamenskaya still lives in
St.Petersburg. She remembered the day of the raid and told about it in her interview for the Guardian: “The secret police charged into our apartment and
pulled down everything. All the cupboards were emptied of their glass negatives. Many of them were from the pre-revolutionary times. And when everything was on the floor, the police with their heavy boots somehow did this
devil-dance, smashing the priceless photographs taken by our family.”
On July 15, 1938 Victor Bulla was judged a “people’s enemy” and was sentenced to 10 years without the right to write letters. The family heard about him only once, a letter in 1944 informed his relatives that Victor Bulla
had died of cancer in an unknown prison camp.

K
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A part of pictures made by Bullas survived only thanks to Victor’s prescience. In 1935 he donated 132 683 negatives of the pictures made by himself, his
brother and their father Karl Bulla to the State Archive of Leningrad District.
Now the pictures are in the Central State Archives of film and photo documents of St.Petersburg.
In 1958 Victor Bulla was rehabilitated. Karl Bulla’s great-grandson Andrei Kamensky became a KGB major.
During the Soviet times a photographic studio “Photography №1” was
in the former K.Bulla’s atelier. Pictures were made by Bulla’s camera. In
1990s the attic fell into disrepair. The studio was closed, cameras of K.Bulla and his sons were put in the storeroom.
Nowadays the building of the former Photographic Studio of Karl Bulla
is a private property. Cameras and glass cupola-like lamp were repaired and
are used now for making pictures. The studio is named after K.Bulla. The
prominent photographer was the prototype of the bronze sculpture put in
2001 on Malaya Sadovaya Street near his former atelier.
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REGION Brokerage Company
 License of a professional securities market participant for brokerage activities No.
077-08969-100000 issued by the Russian Federation FFMS on Feb. 28, 2006. No
expiry date.
 Market broker’s license for futures and options transactions in stock market trade
RF No. 814 issued by the Commission for Commodities Exchanges of the Russian
Federation FFMS on Feb. 27,2006. Valid through Feb. 26, 2009.
 License of a professional securities market participant for dealer activities on securities markets No. 077-08450-0100000, issued by the Russian Federation FFMS on
May 17, 2005. Valid through 17 May, 2008.

REGION Depository Company
 License of a professional securities market participant for depository activities issued on April 4, 2006. No expiry date.
 License for special depository activities for investment funds,mutual funds and
non-state pension funds No. 22-000-0-00057, issued by the Russian Federation
FFMS on May 12, 2004. Valid through May 12, 2009.

REGION Asset Management
 License for management activities for investment funds, mutual funds and nonstate pension funds No. 21-000-1-00064, issued by the Russian Federation FFMS
on May 22, 2002. No expiry date.
 License of a professional securities market participant for securieties management, No. 077-08618-001000 issued by the Russian Federation FFMS
on Sept.20, 2005.

REGION Financial Consulting
 License of a professional securities market participant for brokerage activities No.
077-99313-100000 issued by the Russian Federation FFMS on Aug.8, 2006. Valid
through Aug. 8, 2009.

REGION Development
 License for management activities for investment funds, mutual funds and nonstate pension funds No. 21-000-1-00125 by the Russian Federation on Aug. 19,
2003. Valid through Aug. 19, 2008.
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www.region.ru
General director
REGION Investment Company
Sergey Nikolaevich Sudarikov
Tel.: (495) 777 29 64, ext. 452
Financial director
REGION Group
Marina Nikolaevna Voronkova
Tel.: (495) 777 29 64, ext. 201
Human Resources director
REGION Investment Company
Olga Abdulsatarovna Shenkao
Tel.: (495) 777 29 64, ext. 477
Deputy General director
REGION Investment Company
Khachatur Surenovich Muradov
Tel.: (495) 777 29 64, ext. 312
General Director
REGION Brokerage Company
Alexey Aleksandrovich Kuznetsov
Tel.: (495) 777 29 64, ext. 302, 307
Director of debt financing department
Oleg Mikhailovich Dulebenets
Tel.: (495) 777 29 64, ext. 584
Head of analytic research department
Konstantin Vasilievich Komissarov
Tel.: (495) 777 29 64, ext. 428
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General director
REGION Asset Management
Andrei Evgenievich Zhuikov
Tel.: (495) 777 29 64, ext. 300, 110, 119
Director of the institutional
client services department
Sergey Lvovich Malyshev
Tel.: (495) 777 29 64, ext. 120
Director of the natural persons services department
Danila Vladimirovich Shevyrin
Tel.: (495) 777 29 64, ext. 178
Director of corporate client services
Anna Stanislavovna Kazevman
Tel.: (495) 777 29 64, ext. 182
General director
REGION Development
Valentina Mikhailovna Volkova
Tel.: (495) 777 29 64, ext. 124
General Director
REGION Depositary Company
Anna Aleksandrovna Zaitseva
Tel.: (495) 777 29 64, ext. 313
Head of Public Relations Department
REGION Group
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