Russia

Summary of Current Shareowner Rights

Percentages cited reﬂect information gathered by GMI Ratings about 22 companies in Russia as
of 31 August 2012.

Shareowners face various challenges to their rights in Russia. Inconsistent law enforcement,
growing state intervention in business, and challenges in corporate transparency are among
the obstacles to stronger shareowner rights in the Russian market.

Among the rights shareowners do enjoy is the ability to call special meetings, although
only at the request of one or more shareowners holding a combined minimum of 10% of
the voting rights. Furthermore, the Russian Federal Law on Joint Stock Companies pro-
vides those shareowners with 2% holdings the right to nominate their own candidates for
election at both annual and extraordinary shareowners’ meetings and to add items to the
agenda of shareowners’ meetings.

Level of Practice Adoption,
Current Standard | Exceptions to Usual Practice, and
Issue or Usual Practice Trends (if any)

What is the average percentage of 51%
independent board members on pub-
lic company boards (% independent
board members)?

What percentage of companies have 36.4%
fully independent audit committees?
What percentage of publicly traded 68.2%

companies have a controlling
shareowner (e.g., family, government,

majority block holder)?

Is voting by proxy permitted? Yes Always allowed

Must shares be deposited or blocked No Never required

from trading in order to vote?

Are there share ownership limitations Yes Russian legislation to supervise foreign
in this market? investment in the mining and resource

sectors sets out a list of 42 sectors
designated as strategic and also sets
quantitative thresholds for oil, gold,
and gas.
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Current Standard

Level of Practice Adoption,
Exceptions to Usual Practice, and

Issue or Usual Practice Trends (if any)

Are there (other) common restrictions No Proxy voting is unrestricted.

on the rights of shareowners to vote in

person or by proxy?

Do companies adhere to a majority Yes, mostly This practice is not a legal requirement,

voting standard in the election of but many companies have adopted

board members? majority voting.

Do companies allow for cumulative vot- Yes A legal requirement in Russia

ing in the election of board members?

Are shareowners able to affect a No Such reports are not subject to share-

company’s remuneration policy through owner approval.

shareowner approval (binding or

nonbinding) of the remuneration com-

mittee report, the proxy’s Compensation

Discussion and Analysis section, or

something comparable?

Are shareowners able to affect remunera- No Equity-based incentive plans are not

tion policy through binding shareowner subject to shareowner approval.

approval of specific equity-based incen-

tive plans or something comparable?

Are shareowners permitted to intro- Yes This right is standard. Shareowners

duce dissident resolutions (binding or holding 2% or more of shares may add

nonbinding) at an annual meeting? items to the agenda for shareowner
meetings.

Do shareowners have a right to con- Yes This right is standard. Shareowners

vene a general meeting of shareowners holding a minimum of 10% of shares

outside the annual meeting process may call an extraordinary general

(e.g., an extraordinary general meeting meeting.

or special meeting) if only 10% or less

of the shares are represented in the

group requesting the meeting?

What percentage of companies include 4.5%

golden shares in their capital structure?

Are shareholder rights plans (poison No No companies have poison pills.

pills) allowed in this market?

If shareholder rights plans are in na

use, do they have to be approved by

shareowners?

Do all shareowners have the right to Yes A legal requirement in Russia

approve significant company transac-

tions, such as mergers and acquisitions?

Do companies require a supermajority Yes An affirmative vote of the holders of

vote to approve a merger?

at least 75% of the shares voting at the
annual meeting is required to approve
a merger.
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Level of Practice Adoption,
Current Standard | Exceptions to Usual Practice, and

Issue or Usual Practice Trends (if any)

Are companies subject to a fair price Yes If an investor intends to acquire more
provision, either under applicable law than 30% of company shares, including
or as stated in company documents those owned before the intended

(such as the charter or bylaws)? acquisition, the investor may make a

voluntary tender offer with a price set
at the acquirer’s discretion. If the 30%
threshold is crossed without a volun-
tary tender offer, however, the acquirer
is obliged to make a mandatory tender
offer, which is subject to a fair price
provision under applicable law.

Are class action suits commonly used No
in this market?

Are derivative suits commonly used in Yes
this market?

na = not applicable.

Current Engagement Practices and Shareowner
Rights Developments

Russia

Shareowner activism is a much less important mechanism of corporate governance in Rus-
sia than it is in some other markets. The high degree of transparency from companies, the
strong judicial or regulatory systems, and an independent media structure that such activ-

ism requires are limited in Russia.

Companies in Russia are subject to a fair price provision. In July 2006, two principal amend-
ments addressing such provisions were made to the Federal Law on Joint Stock Compa-
nies. The first amendment introduced detailed rules for the procedures for, and the rights
and obligations of, parties in situations in which an acquirer of a company crosses certain
ownership thresholds (30%, 50%, and 75% of voting shares and preferred shares with vested
voting rights). In short, if an investor acquires more than 30% of such shares, including
shares owned before the current acquisition, the investor may make a voluntary tender offer
to other shareowners with a price set at the acquirer’s discretion. If the 30% threshold is
crossed without a voluntary tender offer, the acquirer is obliged to make a mandatory ten-
der offer to all the other security holders. To ensure fairness, the price of shares set by the
acquirer in such an offer must not be lower than the average market price of shares over
the previous six months or the price at which the acquirer has bought or committed to buy

shares during the previous six months—whichever is higher.



Shareowner Rights across the Markets

'The second amendment introduced mechanisms for the buyout of securities from minor-
ity shareowners. Upon crossing a threshold of 95% of shares by a controlling shareowner,
the remaining security holders may require that the acquirer purchase their voting shares
and securities convertible into voting shares (a minority “put option”) or the acquirer may
require that the remaining security holders sell such securities to the acquirer (a minor-
ity “squeeze out”). This amendment also contains minimum price requirements that are
intended to ensure that squeezed-out minority shareowners receive adequate compensa-
tion. To that end, the amendment allows controlling shareowners to eliminate potential
conflicts with raiders by simply becoming a sole owner of the company.

In December 2011, the Organisation for Economic Co-Operation and Development
(OECD) and the Moscow Exchange launched the OECD Russia Corporate Governance
Roundtable, building on experience from a series of roundtable meetings and workshops that
were held between 1999 and 2008. Participants at the roundtable will press for better imple-
mentation and effective enforcement because they recognize that a better corporate governance
framework in Russia will facilitate entrepreneurs’ and companies’ access to finance, offer inves-
tors more reliable investment opportunities, and foster a mature and credible equity culture.

In 2012, the Moscow Exchange announced plans for a market for companies with high
corporate governance standards. The market would be called Novy Rynok (New Mar-
ket). One of the models for this market is the Brazilian market Novo Mercado, which has
existed for more than a decade and serves as a safe haven for investors who understand that
stronger corporate governance can mean higher and less volatile returns. The Novy Rynok
is expected to launch in the second half of 2013.

Following is a sample of some of the proposed higher listing standards:

B Disclosure of public reporting in English

®  Mandatory adherence to a higher level of corporate governance standards (currently being

developed by MICEX)
®  Quarterly International Financial Reporting Standards (IFRS) financial statements

B A formal policy on trading in shares for major shareholders and top management
B A retail tranche for IPOs

B Protection of shareowner rights in cases of transition of control or delisting
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Russia

Legal and Requlatory Framework

Key shareowner rights are listed in the Federal Law on Joint Stock Companies, which
embodies all corporate laws and takeover provisions affecting Russian companies. The
Federal Law is administered by the Federal Financial Markets Service (FFMS) and was
amended in 1996, 1999, 2001, 2002, 2003, 2004, and 2006. The Federal Law initially
emphasized minority shareowner protection and has continued to develop in this direc-
tion. The one share, one vote system is a standard requirement in Russia. Provisions for
minority shareowners include protection against dilution; decisions on large issuances of
ordinary shares (more than 25%) require approval of 75% of shareowners. Also, amending a
company’s articles of association or approving a merger requires the affirmative vote of the
owners of at least 75% of the shares who vote at the annual meeting. An owner (or owners)
of 1% of the company’s shares may sue a board member or manager on behalf of the com-
pany for damages caused to the company by the board member’s or manager’s misconduct
or inaction. Board members are subject to annual elections by all shareowners. New board
members may be appointed to fill vacancies between annual general meetings, but they
must stand for election by shareowners at the next available general meeting. Shareowners
cannot remove an individual board member; they can only dismiss the entire board. Poison
pills are not used in Russia.

Recently, government intervention in Russian businesses has become significant. In
April 2008, new legislation was passed to supervise foreign investment in the mining and
resource sectors. This legislation sets out a list of 42 sectors designated as strategic; foreign
investment in these sectors now requires review by the Russian Foreign Investment Review
Board (FIRB). Before a Russian company can sell its shares to foreign investors, the FIRB
must determine whether they are eligible. Foreign acquisition of more than 50% of a com-
pany with reserves that exceed certain thresholds is prohibited. The thresholds are 490 mil-
lion barrels for oil, 1.67 million ounces for gold, and 50 billion cubic meters for gas. A zero
threshold was set for the mining of uranium, diamonds, quartz, cobalt, nickel, platinum
group metals, beryllium, and lithium. Therefore, mining companies in the “zero threshold”
fields are prohibited from having a foreign majority owner. These thresholds are important
because Russia is one of the world’s largest mineral producers and because raw metals and
aluminum make up more than 60% of Russian exports.

According to the law, any foreign investor who holds more than a 5% stake in a Russian
company must report this fact to the Federal Anti-Monopoly Service within 180 days. A
parallel review process also has been introduced for all Russian companies seeking to sell
shares abroad. This review is broader in application than the strategic foreign investment
regime. The new regulation permits Russian companies to list for sale no more than 30% of
their issued stock outside Russia.



Shareowner Rights across the Markets

'The Ministry of Economic Development of the Russian Federation recently developed a
thorough plan to reform Russian corporate law. Reforms include providing companies with
the choice between a one-tier and a two-tier board, clarifying the concept of an indepen-
dent board member and the criteria of independence, and establishing the procedure for
electing independent board members. The government has large stakes in many companies
and plans to replace state officials on the boards of directors with independent board mem-
bers. In July 2008, officials released the first lists of independent board members appointed
to represent the state on the boards of directors in government-controlled entities.

In 2011, a law was passed that requires any person who directly or indirectly owns a certain per-
centage of voting shares (starting at the 5% ownership level) to disclose changes in ownership.

Starting in 2013, all publicly listed Russian companies will be obligated to publish annual
financial statements that are compliant with either IFRS or U.S. generally accepted account-

ing principles (GAAP).

Key organizations with information relevant to
shareowner rights in Russia include the following:

Federal Financial Markets Service (formerly, the Federal Commission for Securities Mar-
kets) (www.fcsm.ru)

National Association of Securities Market Participants (www.naufor.ru)

National Council on Corporate Governance (www.nccg.ru/en)

Moscow Stock Exchange (www.rts.ru)

Corporate Governance in Russia (Investor Protection Association) (www.corp-gov.org)

Russian Institute of Directors (www.rid.ru)

WWW.CFAINSTITUTE.ORG



