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PREFACE

This slidebook summarizes the findings of the second (implementation) phase of a
project designed to address the problems of vegetable distribution in Russia. The
preject was carried out for Goskomimushestvo and sponsored by The United States
Agency for International Development.

The project focused on the privatization and restructuring of vegetable wholesalers in
Perm and in particular on two “demonstration” enterprises, Permplcdovoshprom and
Kirovskaya .

This slidebook is complemented by a prose report submitted separately to
Goskomimushestvo and USAID.

The Boston Consulting Group
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OVERALL PROJECT OBJECTIVES

Identify bottlenecks in food distribution for
2 products in each of 2 regions

Diagnose root causes of distribution failure
Propose policy measures at regional and federal level

initiate pilot projects to address problems identified

* See diagnostic phase report

The Boston Consulting Group

\_YJ

Diagnose
phase
(completed*)

implementation
phase
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PRIVATIZATION AND RESTRUCTURING OF PERM VEGETABLE WHOLESALERS
* Implementation Phase Objectives

Work with authorities to remove restrictions on privatization of vegetable wholesalers
Execute privatization of Permplodovoshprom

Devise and implement operational improvements to reduce losses in storage

Repeat for a second wholesaler. depending on progress

Expedite privatization transactions for other wholesalers

Recommend local and national policies to faciliate wholesaler privatization and
restructuring

Develop nationwide model and programme for privatization of vegetable wholesalers

Tt e Boston Consulting Group 15101278 93sanepon 17
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PRIVATIZATION MECHANISM FOR VEGETABLE WHOLESALERS
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THE SPECIFIC NATURE OF THE VEGETABLE WHOLESALING BUSINESS
INITIALLY OBSTRUCTED PRIVATIZATION
* Perm example

Vegetable supply is politically and sociaily sensitive
Current supply system is clearly inadequate

Local authorities were initially reluctant to privatise

/

Anti-privatization actions taken

T~

Prohibition to privatize wholesalers
Delaying the process

Especially concerned about
wholesalers who supply social

institutions

Warning that subsidies will not be
available for privatized companies

Arguments against privatization -

Vegetable supply will coliapse
Prices wiil rise dramatically

Farms will nct have access to retail
market

The Boston Consulting Group
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DURING THE COURSE OF THE PROQJECT VARIGUS OBJECTIONS AND

CONCERNS WERE RAISED REGARDING PRIVATIZATION (1)

Concerns about
effect of privatisation

Change of profile
* Wholesaler will increase
sales of other products
at the expense of
vegctables

Answer to concerns

* Vegetables become profitable
as losses (up to 40% now) are reduced
* Privatization condition can be imposed
- maintain sales of agreed volume of
basic vegetables

Winter & spring supply to the
city will be reduced

* Improved purchasing will increase trade with other
regions

* Profit orientation will motivate wholesaler to store
- prices rise in sprinq (30%-100%)

* Reduction in i-.sses makes storage profitable
- losses can be reduced by 15-60%

» Privatisation condition can be imposed
- maintain sales of agree¢ volume in winter and

spring

Wholesalers will not survive
without help from the state
» Subsidised loans

Source: BCG Analysis

* Increase in cash flow from operational and financial
inprovements will reduce dependence on
subsidised loans

- piofit improvement can be >10% of
sales

The Boston Consulting Group
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DURING THE COURSE OF THE PROJECT VARIOUS OBJECTIONS AND
CONCERNS WERE RAISED REGARDING PRIVATIZATION (2)

Concerns about

O Answer to concerns
effect of privatisation

Privatisation per se will not make » Privatisation adcresses major problem: lack of

any difference / is not necessary motivation and incentives

for operational improvement - most solutions are known but there was no
incentive to fix problems

- eg. storing incompatible products together,
low utilization of warehouses, etc

Farms will stop shipments » Wholesalers buy most (90%-100%) supplies using
to wholesalers pre-payment
* Risk of non-payment due to e Privatized wholesalers will improve financial

change of ownership of performance and payment ability

wholesaler
Wholesalers will be purchased * If new owner is not a speciaiist, itis in his best
by outsiders / non-experts will interests to let a manager-specialist run the
run the company company.

- ownership can be separated from
management

Source: BCG Analysis The Bostor Consulting Group 1s10v27.80sanepon 18



DURING THE COURSE OF THE PROJECT VARIOUS OBJECTIONS AND
CONCERNS WERE RAISED REGARDING PRIVATIZATION (3)

Concerns about
effect of privatisation

Farms will not be able to find
buyers for their products

Answer to concerns

* Profile conditions will make wholesalers buy from farms
* Farms now are increasingly selling directly to consumers
and retail shops

Wholesalers will go bankrupt if
privatised without own shops

* Wholesaling can be prcfitable without own retail shops
(15-40% mark up) if restructuring implemented

Prices to consumers will
increase

* Prices are already set by market mechanism
(no regulation since Dec 92)

* Higher price wholesalers will lose customers to other
wholesalers (13 in Perm)

* Effeciency increase wi!l reduce costs and prices

Privatised wholesalers will
lay neople off

Source: BCG Analysis

* Inefficient municipal companies will lose their
business to private sector, and will have to lay pecple off
* Privatised wholesalers will survive and grow

The Boston Consulting Group 1510127.80sa1ep0n 19



VEGETABLES WHOLESALERS MUST BE PRIVATISED

* Perm Small Council decision 56 is illegal

Perm’s Decision No. 56 (23.03.1993) states that “the MKI is not to include in the program of
privatization for 1993 certain enterprises engaged in trade, societal nutrition, and everyday

service...”

According to State Privatization Program of 1992 the following categories of enterprises are
subject to mandatory privatization however

wholesale trade
retail trade
societal nutrition
everyday service

Additionally, Presidential Decree No. 640 (May 8, 1993) specifies that all trade enterprises must
be privatized by August 1, 1993

including vegetable wholesalers

| Decision 56 of Perm Small Coucil contradicts federal law I

Source: White and Case

The Boston Consulting Group 1510127 803amrepor 20



PRIVATIZATION OF THE WHOLESALE SECTOR SHOULD BEGIN WITHOUT DELAY
* Decision 96 of the Perm Small Council is illegal

Decision Y6 states that 60% of the retail shops supplied by a whoiesaler must be
privatized before the wholesale enterprise itself can be privatized

Decision 96 misinterprets GKI letter OK-16/18 stating that wholesaler privatization
should follow privatization of 60% of its retail customers only if:

. the wholesaler has > 50% of storage space of a city
nd
. cannot be divided for technical reasons

[\

GKl letter does not apply in Perm since:
° no wholesaler has > 50% capacity
. most retailers have now been privatized

Source: White and Case
The Boston Consulting Group 1510127.8935mmep01 21



WHOLESALERS SERVING SOCIAL INSTITUTIONS ARE NOT EXEMPT
FROM PRIVATIZATION
* Attempts to block or impose extra conditions are illegal

Local authorities fear that privatized vegetable wholesalers will not supply social
institutions

. Hospitals, schools and kindergartens

Local authorities therefore attempt to block privatization or impose extra product
profile conditions, enforcing supply

. Both of these measures are illegal*

Fundumental assumption that privatized wholesalers will not find social institutions
attractive clients is wrong however

. Long term contracts

. Large and stable purchases
. High margins

. Already pay market prices

* Not listed in law on Privatization
Source: White and Case

The Boston Consulting Group 1510127.883sa01ep01 22



A SUPPLY TENDER FOR SOCIAL INSTITUTIONS WOULD ALLAY
ADMINISTRATION FEARS
* Alternative to illegal privatization conditions

City enterprises fear that privatized wholesalers would not supply social institutions
In fact, social institutions will be attractive clients to privatized wholesalers

. Long term contracts

. High and stable volumes

. High margins

To allay local administration fears, social institutions could issue tender for supply
. Lowest price at specific quality level wins tender

Would also reduce financial risk for vegetable wholesalers

The Boston Consulting Group
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PRIVATIZED COMPANIES CANNOT BE DISCRIMINATED AGAINST BY FEDERAL

OR LOCAL AUTHORITIES

Subsidies and credits:

Taxation:

“Any form of discrimination against a privatized enterprise in the
distribution of subsidies from the budget of the RF is prohibited”

- Presidential Decree 148%

“All subjects of entrepreneurial activity have equal access to financial
resources regardless of ownership status”

- Law on Enterprises (25/12/90)

Ali stete organs, at all leveis, “are forbidden to take actions that
discriminate or create preferential conditions for any enterprise ... including
differing levels of taxation”

- Anti-Monopoly Law (23/9/91)

Property rights:

“Establishment of privilege or restriction on the exercise of the right of
property based upon the status of property as state, municipal, or private is
not permitted”

- Law on Property (24/12/90)

The Boston Consulting Group
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Obstacles to privatization

Subdivision

Privatization route choice

Privatization conditions

Privatization of wholesalers in financial crisis
Privatization process

Privatization results

The Boston Consulting Group
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SOME ENTERPRISES NEED TO BE SUBDIVIDED
» Subdivision decision is exclusive right of privatization commission

Necessary criteria Examples / explanation

1. “Wholesale trade enterprises consisting of 1. Former “Gorplodovoshtorg” subdivided
several warehouse compiexes, territorially
separate, are subject to division™*

2. Check if entity is composed of 2. » Wholesaler with pig farms
independent unrelated businesses * Wholesaler with building brigade
* Wholesaler with cafe
* Wholesaler with school cafeterias
* Wholesaler with pickling / packing facilities

3. Check if these businesses are easily 3. » Separate access routes
separated physically » Electricity, water, gas, etc. can be monitored separately
4. Check if subdivision is legal 4. « Enterprises sold through tender have the right to buy

out any property (after 1 year) held under lease or
continue lease for at least 15 years**

* Assets to be separated must be put into separate
balance sheet

« Separated pieces must be privatized also

* Instructionai letter No OK 16/18 from GKI 16/4/1992
** Plan of Privatization 1992

The Boston Consulting Group 1510127.853samep01 20
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PRIVATIZATIONS OF WHOLESALERS TOGETHER WITH THEIR RETAIL
NETWORKS CAN BE LEGALLY REVERSED

In some cases, torgs were not broken up sufficiently before privatization
. Eg. Samara, where largest wholesaler was privatized with 31 retail shops

Privatization can be reversed in such cases based on
. Nen-compliance with Presidential Decree 232
. Violation of regulation on holding companies
. Violatien of anti-monopoly law, if evidence of monopolistic behaviour

Reversal of privatization can be initiated by GKI, Anti-Monopoly Committee or the
Procurator

In practice, this would be a lengthy and difficult process
. Beyond timeframe of ro!l out project

Source: White & Case

The Boston Consulting Group 1510127883 atepon 27
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PRIVATIZATION OF WHOLESALERS THAT ARE MULTIPLE SITE ENTERPRISES
CAN ONLY BE RE-ENGINEERED IF THERE IS
A VIOLATION OF ANTI-MONOPOLY STATUTES

The GKI letter which called for the break up of warehouse / whoiesale organizations
by independent site was only an “instructional letter”

. This does not have the rule of law
. Cannot be enforced after privatization

However, if an enterprise is in violation of Anti-Monopoly statutes (greater than 35%
market share) the anti-monopoly committea can bring arbitration against the
enterprise and seek a break up

The Boston Consulting Group 1510127883 savepen 28



LOCAL AUTHORITIES ATTEMPTED TO RETAIN CERTAIN PARTS OF
WHOLESALERS DURING PRIVATIZATION
* Examples

Enterprise Target property Local authority arguments

* Office space located off site in | « Fund for social defense needs building
Permplodovoshprom city center

* Warehouses on main site e District administration needed

warehouse space
Kirovskaya

« Unfinished building » Construction used budget subsidies

The Boston Consulting Group ’ 1510127.80¥sa0ep00 29



ALL PARTS OF ENTERPRISES MUST BE PRIVATIZED
* Forced separation of leased facilities is illegal

Authorities wrong tec retain parts of enterprises in municipal ownership

. It is illegal for the municipal government to not privatize parts of a company
going through privatization

. If there is subdivision, all pieces must be privatized

Forced separation of currently leased facilities from a company undergoing
privatization is illegal*

. “Owners after privatization have the right to conclude a lease in similar
conditions, of not less than 15 years”

. “Any changes of the new or current lease agreement can only be made by
agreement of both parties”

. “New owners have the right to acquire these facilities after one year”

* During tender sale, Privatization Program 1992
Source: White & Case
The Boston Consulting Group
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Obstacles to privatization

Subdivision

Privatization route choice

Privatization conditions
Privatization of wholesalers in financial crisis
Privatization process

Privatization results

The Boston Consulting Group
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A SIMPLE DECISION PROCESS CAN BE USED TO DETERMINE
THE OPTIMAL PRIVATIZATION MECHANISM

Subdivision

GKI subdivides if entity

is composed of

independent, unrelated
businesses, separable
physically and legally

™

Legal routes examined

Route options determined
by
¢ Capital balar:ce on

™

Data collection

GKIl performs on site
collection of key company
characteristics

1.1.92

o

* No of employees

Analysis

Criteria are placed into
anzalysis matrix to choose
optimal privatization route

™

Conditions / route decision

Privatization Commission
decides on route and
conditions for enterprise
privatization

The Boston Consulting Group
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THE ROUTE CHOICE DECISION CAN BE MADE AT FOUR LEVELS

1. Use commercial tender as the preferred route in most cases

2. Route choice determined from summary of typical scenarios
. Eg. management incompetent
. Eg. high investment required

3. Route choice determined after qualitative consideration of factors characterising
investment need, management competence and local environment

4. Route choice determined after guantitative assesment of factors characterising
investment need, competence and local environment

Detail,
complexity

I Appropriate level will depend on specific local circumstances I

The Boston Consulting Group 1510127.805a1ep01 33



SIZE AND LEGAL STATUS DETERMINE WHICH ROUTES
ARE LEGALLY AVAILABLE

Fixed Asset Value
as of 1-1-92
and

# of Employees

Liquidation +
Auction A
4 Commercial tender CcT
s
u Investment tender IT
“Small” B
<1 M Rb and < 200 employees ?
v
“Medium” :
- r' S »
All other enterprises | Joint-stock company
o .
“Large” N T Option 1 JSC1
> 50 M Rb and > 1,000 employees A Option 2 JSC2
« » Option 3 (only available if
Leased :
Leased with right to buy enterprise > 200 emp) JSC3

Purchase {fixed assets <1M Rb) L1

Joint Stock Company L2
(fixed assets > 1M Rb)

The Boston Consulting Group 1910127 89352 repon 39



Level 1

A COMMERCIAL TENDER IS THE BEST OPTION FOR VEGETABLE WHOLESALER
PRIVATIZATION

Fast and simple
. Ease of replication

Transparent and without subjective interpretation required for investment tender
Profile condition can be imposed

Delivers majority control immediately to new owner
. Strong management needed for difficult restructuring decisions

Proceeds are maximized from sale

| A commercial tender delivers control to the owner with maximum speed I

The Boston Consulting Group 1510127 8835a%epot 3D
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ECONOMIC VIABILITY OF THE ENTERPRISE IS THE MAIN PRIORITY
IN CHOOSING PRIVATIZATION ROUTE

Vegetable wholesalers must radically improve:
. Facility management
. Product handling
. Marketing
. Supply management
. Organizational structure

Therefore strong management is essential for clear, rapid decisiecn making

I Joint Stock options are therefore undesirable I

The Boston Consulting Group 15101227.853sa1epon 36
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OPTION THREE JSC HAS NOT BEEN UTILIZED VERY OFTEN
* Only one example in Perm City

Managers have no interest
. Only acquire 20% stock guaranteed
. Must put up 200 monthly salaries
. No guarantee of gaining full control of enterprise

Workers also have little incentive

. Only get 20 % of stock free (compared to 25% in JSC option 1)
. Fuli collective gives up control to smaller group

Option 3 is in any case only available to enterprises with > 200 employees,
making most vegetable whoiesalers ineligible

The Boston Consulting Group 1510127 893sarepon 37
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LOCAL AUTHORITIES WILL INSIST UPON SOME CONDITIONS ON PRIVATIZATION
TO ENSURE VEGETABLE SUPPLY

Historic and current vegetable supply inefficient and erratic
. High losses, poor quality, high prices, poor availability

Alternative channels of distribution not yet developed

Today, before restructuring, vegetable wholesaling is an unprofitable business

Fear that vegetable supply will be undermined by wholesalers switching to alternative
products

This concern can be addressed by a minimal profile condition

-

Therefore an auction, by definition without conditions, is inappropriate

The Boston Consulting Croup 1510127 853satepon 38



THE OPTIMAL PRIVATIZATION ROUTE !S DEPENDENT UPON
THE CHARACTERISTICS OF EACH WHOLESALE ENTERPRISE

* Commercial tender preferred in most cases

Level 2

Key

A - Auction

CT - Commercial
Tender

IT - Investment
Tender

JSC1 - Joint Stock
Var.1

JSC2 - Joint Stock
Var.2

JSC3 - Joint Stock
Var.3

Situation Optimal 2nd order Undesireable Conditions
Priv. Route Priv.Route Priv. Route

Equipment in very poor » Conditions illegat for
condition, uneconomic to A - All others auction
repairfinvest.
Investment needed and * Specify investment
essential for enterprise IT CT JsSC1,2,3 condition to address needs of
survival enterprise

* Minimal profile condition
Investment needed but not CT IT JSC1,2,3 » Possible investment cond.
essential » Minimal profile condition
Minimal investment needed CT - JSC1,2,3 » Minimal profile condition
Management incompetence CT IT JSC1,2,3 * Minimal profile condition
extreme
Possible problem with CT IT JSC1,2,3 * Minimal profile condition
management competence
Collusion possible between CT All others* - » Minimal profile condition
local wholesalers
Local government CcT All others -  Minimal profile condition
“conservative” * Minimal amount of others if

their omission will halt
privatization

Need for speed, transparency and strong management dictate route choice

* Alternating routes a possible means to make collusion difficult

The Boston Consulting Group
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Level 3

A SIMPLE SET OF COMPANY CHARACTERISTICS DETERMINE THE OPTIMAL
ROUTE FOR VEGETABLE WHOLESALER PRIVATIZATION

Company characteristics

Investment needed

Refrigeration
- capacity available
- condition of equipment

Type of ventilation sysiem
Insulation level / type
Extra equipment needed

Management competence

Losses of product in storage
Level of imports from other oblast/ regions

Utilization of warehouse space
- in comparison to past years
- in general

Management reputation
- city administration
- GKI

Local environment

Local government interference / support
Possibility of collusion with other wholesalers

=)

-

The Boston Consulting Group

Implication

rinvestment needed determines what

| condition on investment may be
necessary for enterprise growth and
survival

Management competence
determines whether desirable that
current management should
continue. Options which ensure
strong/ motivated management gain
control are preferred

Local political climate limits which
routes are possible and advisible

15101/27.8.93 sareport 40



A WIDE RANGE OF FACTORS CAN BE USED
TO DETERMINE INVESTMENT NEEDS

Factors determining investment need

Amount of refrigerated capacity
Condition of refrigeration equipment
Type of ventilation system
Type of insulation
Level of insulation
Equipment needs

e Conveyors, unloaders, etc.

Infrastructure condition
* Roofs, roads, crates

The Boston Consulting Group
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A WIDE RANGE OF FACTORS CAN BE USED
TO DETERMINE MANAGERIAL COMPETENCE

Factors reflecting management competence

Losses during storage
Imports as % of total sales (from outside oblast)
Warehouse capacity utilization
Reputation / impression
Financial situation
» Debt level
* Profits/losses
* Accounts payable & receivable
General tidyness of facilities
New clients acquired

Level of site activity (are people working?)

Interest in privatization

The Boston Consulting Group 15101/27.8.93'savreport 42
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A WIDE RANGE OF FACTORS CAN BE USED
TO DETERMINE LOCAL ENVIRONMENT

Factors determing local privatization environment

Cooperativeness of locai government in privatization process
Possibility of collusion among wholesalers
Acceptance of privatizaticn in population

Degree of de-monopolization of “torg” or other large wholesalers

The Boston Consulting Group
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Level 4

A DETAILED SCORING SYSTEM CAN BE USED TO ANALYSE MORE PRECISELY
THE THREE MAIN CHARACTERISTICS

Point value

Characteristic

Factor

Refrigeration (repairs needed)

Refrigeraticn % of total

"

Investment needed

Type of ventilation

~—

Insulation “r”

Equipment needed

Losses

H (6)
M (4)
,L @

Mgmt competence

Local sourcing vs. imports

e

Warehouses not utilized

/

Management reputation

Local environment

Possibility of collusion

\ H (6)
M (4)
L (2)

H - High
M - Medium
L -Low

Local government

support / antagonism

H (3 — |

M2 —]

7L(1) <

Total

Score

XXX x| X

\.

H (3) —

M (2)
L (1)

——

]

_~ Total

H (3)
M (2) ——

L (1)

x| x |><><><><

The Boston Consulting Group

Investment Need
Index

Management
Competence Index

Local Environment
Index
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A SET OF QUESTIONS WILL DETERMINE THE LEVEL OF INVESTMENT NEEDED

Refrigeration

Ventilation

What % of warehouse space is refrigerated?
< 20% -> 3 pt.
20 - 40% -> 2 pt.
> 40% -> 1 pt.

What amount (if any) is needed to repair system?

X _{_—_I _ amount in roubles to repair system
- ~ total sales in current year (annualized)

X > 3% sales -> 3 pts.

X =1-3% sales -> 2 pts.

X < 1% sales -> 1 pt.
@ X = 0% sales -> 0 pt.

What type of ventilation system is currently in use
at the company?

® roof and doors -> 3 pts.

M) roof, doors and fans
(wall mounted or free standing) -> 2 pts.

O centralized system
(compressor and ductwork) -> 1 pt.

Equipn_lrent

What are the equipment needs of the enterprise?

@ company has only 1 conveyor per 2
warehouses -> 2 pts.

@ any other equipment needs -> 1 pt.

(H) company has no conveyors or loaders -> 3 pts.

Insulation
What insulation material is used ?
How thick is the material cm?

Use these figures and attached table to determine
“R” value

“R” value < 10 -> 3 pts.
“R” value 10-20 -> 2 pts.

“R” value > 20 -> 1 pt.

l@- High investment need@ - Medium investment need@ Low investment needQ®- Not applicable I

The Boston Consulting Group
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RESISTANCE (R) VALUES FOR VARIOUS CONSTRUCTION AND INSULATION
MATERIALS FOR POTATO STORAGE

Material Thickness (cm) R value/cm

Air space (enclosed by ordinary material) 1 0.48
Air space (facing aluminum foil) 1 1.14
Blanket insulation 1 1.46
Concrete 1 0.03
Concrete block 1 0.05
Expanded polystyrene, moulded (bead board) 1 1.41
Expanded polystyrene, extruded (styrofoam) 1 1.97
Fill insulation

. shavings or sawdust 1 0.87

. rock wool, mineral or glass fiber 1 1.46
Insulation board, typical fiber 1 1.20
Plywood 1 0.49
Pressed board (wood fiber - hardboard type) 1 0.28
Roofing, roll (asphaitic) 1 layer 0.18
Roofing, metal 1 layer 0.00
Sheathing and flooring (softwood) 1 0.48
Sheathing and flooring (hardwood) 1 0.36
Shingles (asphalt) 1 layer 0.15
Shingles (wood) 1 layer 0.78
Siding, drop 1 0.41
Siding, lap 1 0.41
Urethane foam 1 2.76
Urethane foam, after aging 1 2.36
Window (as commonly used - including air films) 1 pane 0.88
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A SET OF QUESTIONS WILL DETERMINE THE LEVEL MANAGEMENT COMPETENCE

Losses during storage Management reputation
What amount of vegetables* are lost during (Comparison to other companies)
storage? What is your impression and / or local reputation
@ > 30% losses -> 6 pt. of management competence?
@ 10 - 30% losses -> 4 pt. @ bad reputation/poor impression'-> 3 pts.
®< 10% losses -> 2 pt. @ medium reputation -> 2 pts.
@minimal problems -> 1 pt.

Import of products Warehouse utilization
What % of products are sourced not via oblast What % of warehouse space is not utilized**
suppliers? (including renting out)?
®@<10% > 3 pts. (H > 75% not utilized -> 3 pts
& 10%-30% > 2 pts. ® 40%-75% not utilized -> 2 pts.
© >30% > 1 pt. (© < 40% not utilized -> 1 pt.

I@ - High need for change,@- Medium need for change@ - Low need for change

* Potatoes, cabbage, carrots and beets, September to May

** May to September / average l.e. otf season

The Boston Consulting Group 1510127.893sanep0t 47



A SET OF QUESTIONS WILL DETERMINE THE LOCAL ENVIRONMENT

Possibility of Collusion

Local Government support

Is there a chance that local wholesalers will
attempt collude during privatization process?

@ Yes, obvious signs of collusion visible-> 3 pts
@ Possible collusion in process -> 2 pts.

@ Many wholesalers, no signs of collusion
activity -> 1 pts.

Is local government interference likely in the
process of privatization?

(H) Local government resistant to privatization and
non JSC variant 2 plans -> 6 pts.

@ Some government resistance to process ->
4 pts.

@Local government support for quick and

economically motivated privatization -> 2 pts.

I@ - High support and autonumy,@ - Medium support and autonomy, @ - Low support and autonomy

The Boston Consulting Group
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COLLUSION BETWEEN VEGETABLE WHOLESALERS IS A POSSIBILITY DURING
PRIVATIZATION
* Current legislation must be enforced to prevent this

Scenario Scenario
Vegetable wholesalers agree not to bid Perm vegetable wholesalers begin
during auctions to keep price low in acqusition of each other at tender auctions

exchange for partial owneship in privatized
entity or payment

Legislation Legislation
* Any agreement to raise or lower auction * If an entity acquiring another enterprise
prices is illegal has > 35% market share* than purchase
- Art. 6 Anti-Monopoly Law needs approval of AMC
* Non-privatized enterprises cannot - Art. 50 Government Regul.
participate in auctions / tenders * Non-privatized enterprises cannot
- Art. 9 Law on Privatization participate in auctions / tenders
* “Holding companies are illegal in any Art. 9 Law on Privatization

form in the food sector”
- Regulation on holding
companies

* Asdefined by Anti-Monopoly Cu:.mittee
Source: White & Case
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INDEX SCORES WILL INDICATE WHICH PRIVATIZATION ROUTE IS PREFERRED

index level Investment needed Best* | Second* Undesirable
>16 Investment need so high, itis uneconomical A - all others
13-16 Considerable need and essential for enterprise survival IT CT JSC1,2,3
9-12 Investment needed but not essential, possible condition for sale CcT T JSC1,2,3
0-8 Investment decisions not necessary to be made by privatisation commission, CT — | all others
not a factor for decision making
Index level Management competence Best” | Second* | Undesirable
>12 Management competence is critically low. High need for empowered, motivated CT iT JSC1.2.3
leadership. JSC Option 2 threatens enterprises viability T
9-12 Possible problem with management situation. JSC options are undesirable CT IT JsC1,2,3
0-8 Current management acceptable, CT preferred, but other options not excluded CT |all othersl -
Index level Local enviroment Best* | Second®" |Undesirabls
>7 quitigal cflimate forces uneconomic decisions, but it is preferable to no CT all others -
privatization
- Inconclusive: follow other dimensions as guide (investment, management) CT IT JSC1,2,3
- Speed and flexibility are possible, transparency of process CT - all others

* In cases of contradiction between 3 dimensions, the dimension which is graded with the highest point score should dictate the selected route

The Boston Consulting Group
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MINIMAL INVESTMENT REQUIREMENTS DETERMINED
COMMERCIAL TENDER AS THE OPTIMAL OPTION IN ALMOST ALL CASES
* Sverdlovskaya is a possible exception

Necessary investment

Enterprise % of Refrigerat.| Ventil.| Insulat. | Equip. [Score Privatization Route
refrigerat. Best | Possible [|Undersirable

Kirovskaya 2 0 1 3 1 7 CT N All others
Sverdiovskaya 2 0 3 3 3 11 IT CT JSC 1, 2,3
Ordzshonikid** 3 0 2 3 2 10 CT T JSC1,2,3
Industrialnaya 1 0 1 1 1 4 CT - All others
Motovilikh. 1 3 15 3 1 9.5 CT IT JSC 1,23
Yunost 2 0 1 ? 1 44+ CT - All others
Obshepit 3 o 1 3 1 8 CT - All others
GKP 1 0 3 3 1 8 CT - All others
Kirovskaya 2 2 0 2 3 2 9 CT - All others
Kod* 2 0 2 3 2 9 L1 - -
PPOP 1 0 1 3 3 8 CT - All others
Nagorny*** ? ? ? ? ? ? ? ? ?

Lease and < 1 M fixed assets - only buy outis possible
* <1 Mlixed assets - JSC unavailable
*** Uncooperative In supplying data

The Boston Consulting Group 1510127893 5anepot D 1



THE NEED TO EMPOWER MANAGEMENT DETERMINEDC COMMERCIAL TENDER

AS THE OPTIMAL OPTION

Management competence

Enterprise lLosses Imports | Utiliz. | Reputation*** Score Privatization Route
Best 2nd Undersirable

Kirovskaya 6 2 2 2 12 CT IT JSC1,2,3
Sverdlovskaya 6 2 2 6 16 CT IT JSC1,2,3
Ordzshonikid** 4 2 2 2 10 CT IT JSC 1,23
Industrialnaya 4 3 2 2 11 CT IT JSC1,2,3
Motovilikh. 4 3 2 6 15 CT IT JSC1,23
Yunost : 3 1 6 14 CT IT JSC1,2,0
Obshepit 4 3 2 4 13 CT IT JSC1,2,3
GKP 4 3 2 4 13 CT IT JSC 1,23
Kirovskaya 2 4 2 1 4 12 CT IT JSC1,2,3
Kod* 4 2 2 2 10 L1 - .
PPOP 6 2 2 2 12 CT IT JSC 1,2,3
Nagorny**** ? ? ? ? ? ? ? ?

Lease and < 1 M fixed assets - only buy out is possible

< 1 M tixed assets - JSC unavailable

* Estimated by expert group

** Uncooperative in supplying data

The Boston Consulting Group
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LOCAL CONDITIONS IN PERM ALLOWED FOR THE ECONOMICALLY OPTIMAL

ROUTE CHOICE TO BE SELECTED

Local conditions

Privatization Route

Enterprise Administration support | Collusion |Score Best 2nd Undersirable
Kirovskaya 4 2 6 CT IT JSC 1,23
Sverdlovskaya 4 2 6 CT IT JSC1,2,3
Ordzshonikid** 4 2 6 CT T JSC1,2,3
Industrialnaya 4 3 7 CT IT JSC 1,23
Motovilikh. 4 2 6 CT IT JSC 1,23
Yunost 4 2 6 CT IT JSC1,2,3
Obshepit 4 1 5 CT IT JsSC1,2,3
GKP 4 2 5 CT IT JSC 1,23
Kirovskaya 2 4 2 6 CT IT JSC 1,23
Kod~ 4 2 5 L1 - -
PPOP 4 3 7 CT IT JSC 1,23
Nagorny™** ? ? ? ? ? ?

* Lease and - only buying Is possible
** <1 Mfixed assets - only buying is possible

*** Uncooperative in supplying data

The Baston Consulting Group
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Obstacles to privatization
Subdivision

Privatization route choice

Privatization conditions

Privatization of wholesalers in financial crisis
Privatization process

Privatization results

The Boston Consulting Group
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PRIVATIZATION CONDITIONS ARE OFTEN DEVELOPED WITHOUT
CONSIDERATION OF LAW OR ECONOMIC RATIONALE

Privatization commission develops conditions in “bargaining atmosphere”

. Conservative members suggest very stringent conditions, opposed by
progressives

— regardless of law or economics
. Goal of conditions is usually unclear
- often simply to preserve control

District and Main City Council deputies follow same pattern
e Add conditions that are illegal
. Little thought to practicality or economic rationale

Management attitude variable but generally not economically driven
. Generally oppose strict conditions

. In some cases, strict conditions favoured to discourage competitive
bidders

The Boston Consulting Group
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FOR TENDERS* A LIMITED AND SPECIFIC CONDITION ON PROFILE MAY BE
NECESSARY TO ENSURE VEGETABLE SUPPLY

Preferred condition Rationale

» 50-60% of core vegetable sales** should be * A % higher than 60% would be burdensome for the
retainied enterprise due to:

- incrzasing direct farm sales

- unrealistic sales in past years due to planned
ececnomy

- measured in tons sold for sales to humans | » Measuring in tons allows for a guarantee of specific
amounts to be sold in the city. It motivates enterprise to
reduce losses in storage that are disposed of as sales for
fodder.

- condition to be imposed for maximum of | ¢ A 3 year condition will give sufficient time for market
3 years forces to develop and stabilize vegetable supply

- with a review option that would allow for a | » Allows trade and agricultural patterns to
decrease in % based on demand in be taken into account in subsequent years
subsequent years

* Conditions illegal for joint stock companies
** Percentage sales of potatoes, carrots, cabbages, beets inrecent 1-3 years to humans

The Boston Consulting Group 1510127.893 swrepon 56



MANY TYPES OF PRIVATIZATION CONDITIONS THAT HAVE BEEN SUGGESTED
ARE ILLEGAL OR UNDERSIRABLE

Type Condition Legal? Why undesireable ?
Profile * 100% retention of current tonnes product range * Wholesalars are being bypassed in supply chain by farms
-3yrs *Yes * A profile condition that is too restrictive will not allow
-5yrs * No** entrepreneurial activity
-10yrs * No**
* x% of historic volume to be sold in a specific * No* « Sales should be based on demand, not planned supply

season (eg. first half of year)

* X% turnover in rubles to come from specific * Restricts ability to enter new businesses
products
-3yrs *Yes
-Syrs * No**
-10yrs * No**
» x amount of product (veg/fruit) must be stored *No » Sales are important, not what is stored in warehouse
each year * Disincentiva to reduce losses
* Sales condition based on total sales (including to *Yes *» Sales to humans important. Reduces incentive to cut
farms for fodder) ‘osses and improve operations
Investment * Specific investment obligation *Yes « Privatization commission not qualified to judge investment

needs. Tendency to overestimate needs

Employment * Hold employment at 100% for 1yr *Yes » New owner should decide his staffing needs, old staffing
not economically rational
Activities * Require sales to social institutions (not on B/S) *No = All social institutions pay tfull price for goods, no need to
. dictate client list
* Require specific goods be provided to *No * Demand of goods should dictate supply levels and variety

social institutions

* Perm GKI believes this conditions to be legal
** litegal due to Decree 640/ 1108
Legal source: According to White & Case
The Boston Consulting Group 1510127893 sepon ST



PROFILE CONDITIONS SHOULD BE ON SALES RATHER THAN STORAGE
VOLUME

Losses in storage currently a significant proportion of purchases
Planned operational improvements will significantly reduce losses
A lower storage volume will therefoie be required to deliver the same sales

A condition on storage volume would therefore be a disincentive to improve
efficiency

A condition on storage volume also does not allow for a paradigm shift towards a
more “western” pattern

*  More storage on farms
* A higher proportion of product traded between regions

The Boston Consulting Group 1s10127.893sanep0n 58



PROFILE CONDITIONS SHOULD EXCLUDE SALES OF SPOILED PRODUCTS TO
FARMS

Currently high losses occur in storage
Such products are often sold to farms at low prices
With reduced storage losses such sales would be reduced

Profile conditions should therefore exclude farm sales

The ratio of losses to sales varies according to season

. Any condition on seasonality should exclude farm sales specific to that
season

The Boston Consulting Group 151012789 vsaepot DY



SALES FOR FODDER CAN CONSTITUTE A HIGH PROPORTION OF TOTAL SALES
* Example: Perm vegetable wholesaler

2.000
1.800
1.600

1.400
Tonnes 1.200

1992 Sales for human consumption

1.000
800
600
400
200

0

[ other losses

H 1992 Sales for fobber

Potato Cabbage Carrot

Other losses are determined as : Inventory (beg of year) + Purchases - Sales (Human and Fodder) - Inventory (end of vear) = Other losses
Other losses may be due to drying, dirt, rotting, theft etc.

The Boston Consuiting Group 1510127.893sanepon O0



PROFILE CONDITION SHOULD BE PLACED ON HUMAN SALES,

e

e —

NOT TOTAL SALES OR STORAGE

* Example of Perm vegetable wholesaler, potatoes

e s sttt e,
o ———

. .
Sept / Nov 92 } Sept 92/ Jun 93!
\\f_______,/ Trade QFL ,,,.._//
0
Saies
to humans
1080
Harvest y
(Stored) 1 Permplodovoshprom
1563
\ Low price sales
(fodder)

Y

434

Pure Losses
49 ___,//

Total Losses
483 (31%)

Stored + Trade = Sales to humans + Total Losses

1563 = 1080 + 483

! Some figures are estimated due to lack of data May / Jun 1993

The Boston Consulting Group
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PROFILE CONDITION SHOULD BE PLACED ON HUMAN SALES,
NOT TOTAL SALES OR STORAGE

e T

<Se

Harvest
(Stored)
369

pt/ Nov 92 i

e

e

Trade
153

» Example of Perm vegetable wholesaler, carrots

UURUIPITERIS SIS
e —~——

\/Sept 92/ Jun 93
\\

e

-
10N
/

.

——. s s

Sales
to humans
234

.

Permplodovoshprom

Pure Losses
18

\ Low price sales

(fodder)
270

//

Total Losses
288 (55%)

Stored + Trade = Sales to humans + Total Losses

369 + 153 =234 + 288

! Some tigures are estimated due to lack of data May / Jun 1993

The Boston Consulting Group
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PROFILE CONDITION SHOULD BE PLACED ON HUMAN SALES,
NOT TOTAL SALES OR STORAGE
 Example of Perm vegetable wholesaler, cabbage

T T T T T
¢ sept/Novoz O ( Sept 92/Jun93' )
\~~..________“,.,../ Trade \\\\N*_______ ~~~~~~~ e
0 Sales
to humans
/ :‘392
Harvest
(Stored) i Permplodovoshprom
653
\ Low price sales
(fodder)
186

Pure Losses
73 /

Total Losses
261 (40%)

Stored + Trade = Sales to humans + Total Losses

653 = 392 + 261

' Some figures are estimated due to lack of data May / Jun 1993
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PROFILE CONDITION SHOULD BE PLACED ON HUMAN SALES,
NOT TOTAL SALES OR STORAGE
* Example of Perm vegetable wholesaler, beets

e rrmir ae b v sty
o ——

< Sept/Nov 9

S ———.. ——

Harvest
(Stored)

\\,

e

Trade

JUNOTIE S P
e —

P
( Sept 92/ Jun 93' )
e e

S ——.

S~

o
i
e s

Sales
to humans
I 32

/

47

P

Permplodovoshprom

' Pure Losses
15

Low price sales
(fodder)

0

/

Stored + Trade = Sales to humans + Total Losses

47 =32 + 15

! Some figures are estimated due to lack of data May / Jun 1993

The Boston Consulting Group
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INVESTMENT CONDITIONS ARE APPLICABLE ONLY iN VERY LIMITED CASES

An investment condition is applicable:

. If investment is economically rational
. And imperative to enterprise survival as a fruit/ vegetable wholesaler

In most cases new owner should have the right to make own investment decisions
however

. Privatization commission not qualified to determine investment needs and
financial impact

»  Strong tendency to overestimate the investment needs of vegetable
wholesalers

The Soston Consulting Group 1510127893521 65



CONDITIONS ON PROFILE CAN BE HELD FOR THREE YEARS BUT RESTRICTIONS ON
SEASONALITY OF SALES ARE NOT PERMISSIBLE BY FEDERAL LAW

e Commercial tender
GKI provisional regulations set the possible conditions*

. “Keeping commitments to produce specific goods, products, services, and
preserving profile for a term to be determired by privatization plan”

. “Maintaining existing personnel levels and preserving existing social
provisions for up to one year”

. “Continuing the bidder’s obligation with respect to investments in
purchased property during the first year after sale”

. “Funding up to one year for social facilities that are a part of the enterprise

slated for privatization”

Presidential Decree further defines the period of profile / conditions

. “Enterprises sold through commercial or investment tender must hold a
profile of selected / specific goods, for 3 years with demand for sold goods
taken into account”

- Presidential Decree N 640 (May 8, 1993)

However neither regulation allows for the imposition of conditions on seasonality of
sales

. “Other than those conditions enumerated in the privatization program no
other conditions may be added”

- Presidential Decree N 640
. “Conditions not stipulated shall not be permissible”

- GKI Provisional Requirements*

* Approved by Presidential Decree 66 (Jan 29, 1992)

Source: White & Case The Boston Consuiting Group
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EXAMPLE OF RECOMMENDATION TO PRIVATIZATION COMMISSION FOR
KIROVSKAYA
* Only a simple product profile condition needs to be imposed

Profile
. 50-60% condition on maintaining volume of commodity vegetables
- reasonable for city and sustainable for the company
- condition should not be unnecessarily complex

Employment
. Kirovskaya requires significant restructuring
*  Management should be free to determine size and structure of workforce

Investment
* No significant operational investment necessary
. Utilization of existing capacity is low

Supply to social institutions
. No condition on sales to social institutions is necessary
- social institutions pay market prices for all products

- social institutions are attractive clients for privatized
wholesalers

The Boston Consulting Group 15101278 935amep0n 67



LOCAL ADMINISTRATION INITIALLY BELIEVED THAT A PRODUCT PROFILE
CONDITION WAS UNENFORCEABLE
* Proposal that purchasing and storage conditions also necessary

Both City Council and Property Fund can enforce profile conditions*

. State Property Fund is empowered to enforce purchasers compliance with
tender conditions

. Council of Peoples’ Deputies has the right ot appeal to a court to annul a
privatization by tender if conditions are not met

“A deal for acquisition is void if the conditions of the privatization tender are violated”

- Article 30 Law on Privatization

* Law on Privatization July 3, 1991
Source: White & Case

The Boston Consulting Group 1510127.893s21ep0n B8



PROFILE CONDITIONS COULD BE UNENFORCEABLE IF ASSET SALE AND
TRANSFERABILITY OF PROFILE CONDITIONS ARE NOT ADDRESSED iN
THE PURCHASER-SELLER AGREEMENT

After privatization, enterprises are free to dispose of assets

This could jeopardize ability to fulfil profile conditions
. Profile conditions are not automatically transferable on asset disposal

Asset sale should therefere be addressed in purchaser-seller agreement

. New buyer inherits profile condition related to proportion of warehousing
space acquired

. Or property fund approves warehouse disposals

Source: BCG Analysis, White & Case
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Obstacles to privatization
Subdivision
Privatization route choice

Privatization conditions

Privatization of wholesalers in financial crisis

Privatization process

Privatization results

The Boston Consulting Group
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FINANCIAL CRISIS IS COMMON AMONG WHOLESALERS
* 2 out of 5 largest wholesaiers are in financial crisis

Current financial situation

250
Debt/sales! Financial
(%) crisis
125 ¢
0

| i i v \')

Perm wholesalers
! Average expected monthly sales over next 3 months

Source: BCG Analysis 71
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FINANCIAL CRISIS LEADS TO OPERATIONAL COLLAPSE

Excessive
debt level

Source: BCG Analysis

Profits are not
sufficient to
cover interest

Increase in
1 debt
(capitalization)
Increase in
interest
payment

Operational
collapse

No funds to
support operations
(purchases,
wages, etc.)

The Boston Consuiting Group
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INCREASE IN OPERATIONAL PROFITS FROM PRIVATIZATION AND
RESTRUCTURING IS NOT SUFFICIENT TO PREVENT COLLAPSE
* Example of large Perm wholesaler

40 +
20 +
Operational profits
0 before interest
(status quo)
r-]
& 70 4 Ol Effect of restructuring on
E operational profits’
40 T Interest expense
Net difference,
60 T i.e. debt increase
-80 +
Sept 93 Oct 93 Nov 93 Dec 93

! Optimistic estimates of impact of marketing, operational and tinancial improvements

The Boston Consulting Group 1510127883 5aepon 1.3



ACUTE FINANCIAL CRISIS WILL LEAD TO OPERATIONAL COLLAPSE
e Example of large Perm vegetable wholesaler

1993
1000 +

1894 1995

-1000 +

-2000 +

M Rb

-3000 +

-4000 T

-5000 +

-6000 -+

Profit (excl. interest expense)
LJ interest expense

21 Profit / Loss

Source: BCG Analysis

The Bosten Consulting Group
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OPERATIONAL COLLAPSE OF LARGE WHOLESALERS COULD CAUSE
DISRUPTION OF VEGETABLE SUPPLY

Major wholesalers supply high share of basic vegetables
. Share is particularly high in November - April
. Direct sales low after harvest season

New entry limited by need to build or acquire expensive facilities

Quick redeployment of facilities unlikely upon financial failure
. Inefficiency of bankruptcy laws and procedures

l_—_'_,> Loss of supply of vital wholesalers will not be easily replacable in short term

Source: BCG Analysis

The Boston Consulting Group 1510127.8935a1epot 1O



OPERATIONAL COLLAPSE IS INEVITABLE WITHOUT SPECIFIC RESCUE

MEASURES
* Independent of ownership status
Financial
crisis
St.ay Threa!t of Privatize and
municipal operational
. restructure
ownership collapse ,
Insufficient impact
Need for * interest
large increases faster
subsidies than operational
profits
No funds in > Operational < Disorderly
budget collarse asset sale
4 1

Source: BCG Analysis

Need for drastic debt reduction measures

The Boston Consulting Group
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REDUCTION OF DFEBT TO SUSTAINABLE LEVEL! FOR ALL WHOLESALERS
WOULD REQUIRE AT LEAST 500 M RB SUBSIDY
* Harvest purchase financing will require additional funds

M Rb
700 T
N
600 \
500 + \\\\
R 680 500
N
400 + %
300 + \
200 + \
o LN _
Combined debt Required Sustainable
of 8 Perm subsidy debt

wholesalers

' 53% of monthly sales

Source: BCG Analysis
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SEVERAL PRIVATIZATION OPTIONS ARE AVAILABLE TO ADDRESS
THE DEBT PROBLEM

Option What does it mean?

e Commercial tender

Just privatize e Let new owner reduce debt

e Commercial tender with investment condition

VoY

“Debt repayment condition”

* Winning bidder has to repay debt immediately

* Enterprise* selects and sells assets before

privatization

Asset sale before privatization * Proceeds are used to retire debt

d

* Enterprise is privatized

* MKI privatizes selected wholesalers under model
privatization plan

- subdivide and allocate debt to assets for debt
reduction

d

“Subdivision”

- privatization of debt absorbing and “debt free”
entities separately

“Liquidation” l:> * MKI liquidates enterprise and sells off assets

* With MKI proposal

The Boston Consulting Group 1510027 883 sarepn 18



SEVERAL PARAMETERS DETERMINE ATTRACTIVENESS OF

PRIVATIZATION OPTIONS

Solution should be feasible

. Legally possible
. Simple to execute and replicate
. Fast / does not slow down privatization

Solution should have sufficient impact on financial situation

. Reduces debt to sustainable level
. Has low risk of failure / unintended consequences
. Preserves operational viability

- prevent “disorderly” asset sale

The Boston Consulting Group
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PRIVATIZATION OPTIONS DIFFER SIGNIFICANTLY ALONG SIX DIMENSIONS

OF ATTRACTIVENESS
* Key issues
Feasibility impact
Option Legality Simplicity / Speed Debt reduction Low risk Operational
replicability potential viability

“Just privatize” | Standard Simple Low No control Outcome | High chance

procedure acceptability unpredictable | of disorderly

sale

“Liquidate” Standard Complex Piece meal Value Predictable Full

procedure | administratively | sale-slow maximising disintegration

sale

“Debt Standard Condition High Full control Chance of no Intact
repayment procedure fulfiiment acceptability bidders
condition” mechanism
“Asset sale Special | Administration | Two step Controlled salc | Resultofsale| Reduced
beforg ] procedure | of sale process process known before capacity
privatization” privatization
“Subdivision” Special Legal entity Parallel May be not No certainty Reduced

procedure creation proccess 2nough assets | about market capacity

in debt value of units

absorbing unit

The Boston Consulting Group
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“DEBT REPAYMENT CONDITION” IS THE MOST ATTRACTIVE OPTION

Feasibility Impact Total
Option Legality| Simplicity | Speed | Feasibility {Debt reductionf Low |Operationallmpact| points
replicability total potential risk! | viability | total
Just privatize 4 4 3 11 1 0 1 2 13
Debt repayment 4 3 4 11 4 3 4 11 22
condition
Asset sale
before 3 2 0 5 4 4 3 11 16
privatization
Subdivision 3 2 2 7 3 3 3 9 i6
Liquidate 4 0 0 4 4 4 0 8 12
Scale

Less attractive [ 0,1,2,3, 4, More attractive
| I i 1L i

! Certainty of debt reduction, preserving operational viability and chances of unintended consequences

The Boston Consulting Group 1510127 893 sarepon 81




“DEBT REPAYMENT CCNDITION” IS THE MOST ATTRACTIVE OPTION
¢ “Subdivision” and “asset sale before privatization” are second best options

12
® Just privatize hd
p Debt repayment
condition
9 ——
e
o Subdivision
Feasibility 6 Asset saie
before e
e privatization
Liquidation
3 N S
0 | |
Impact

Source: BCG Analysis

The Boston Consulting Group
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“JUST PRIVATIZE” OPTION, THOUGH FEASIBLE, HAS VERY HIGH RISK OF
DISORDERLY ASSET SALE AND LOW CHANCE OF DEBT REDUCTION

Auction price is low, since asset value is discounted by liabilities

@

Management / workers collective are most likely to buy the company
* May buy company even though lack funds to reduce debt
* Low cash cost
» irrational desire to control own firm

U

Financial distress and disorderly sale of assets
 Existing management lack skills to restructure or manage company
* Suboptimal or extensive asset sale => operations undermined

The Boston Consulting Group 1910127.88%sarep0n 83



RECOMMENDED PROCESS TO ALLOW FOR ORDERLY RESOLUTION

Preferred mecnanism

OF FINANCIAL CRISIS

Identify wholesalers
* important for supply
* in financial crisis

Specify debt repayment condition

;

-

Y

Set control mechanism
* security deposite
* immediate repayniant

'

Privatize

|
Y

Repay debt

Determine amount of required
debt reduction

Y

Select assets for sale

Select assets for “debi absoibing”
entity

Creav. two legal ertities

pd

N

Sell assets and repay debt

|
'

Allocate all debt
to “debt
absorbing” entity

Allocate ali
employees and
conditions to
“debt free” entity

¥

Y

Priveize

Source. BCCG Analysis

The Boston Consulting Group

Privatize /
Liquidate

Privatize

v

Repay debt
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IMPORTANT WHOLESALERS IN FINANCIAL CRISIS CAN BE IDENTIFIED BY
SIMPL.E OBJECTIVE CRITERIA

A wholesaler is operationally imgortant if it has
. A high local market share (say > 35%)
- define market as district where enterprise located
- share in post harvest season (highest in November - April)
. A high share of warehouse space
- specialized (refrigerated and ventilated)

A wholesaler is in financial crisis if
. Ratio of debt to monthly sales exceeds 125% or
. Ratio of monthly sales to monthly interest pzyment is less than 5 or
. Profit before interest to interest (cover) ratio is less than one
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GKI WILL DETERMINE AMOUNT OF CAPITAL THAT NEEDS TO BE RAISED TO

REDUCE DEBT TO SUSTAINABLE LEVEL

Identify current amount of debt
. Wholesalers balance sheet
. Information from banks

Determine sustainable level of debt based on
. Minimum interest cover of 2
. Operational and financial parameters
- margins, sales volume, interest rate

Necessary capital = Current debt - Sustainable level

Source: BCG Analysis

The Boston Consulting Group
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SUSTAINABLE LEVEL OF DEBT IS DETERMINED FROM INTEREST COVER AND

OPERATIONAL PARAMETERS

* Example calculation

Inputs

Calculation

* Desired interest cover ratio 2:1
* Annual sales: 1,400 M Rb

» Average profit margin before interest: 20% [> Sustainable interest payment:

* Market interest rate: 200%

Profit before interest -
1,400 x 20% = 280 M Rb
280 -2 =140 M Rb

Sustainable debt:
140 M Rb - 200% =70 M Rb

! Interest cover ratio Is a ratio of profits before interest to interest payments

The Boston Consulting Group
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SELECTING ASSETS FOR SEPARATION SHOULD ALLOW PAYMENT OF DEBT
AND OPERATIONAL VIABILITY

Step 1 * Market value appraised by real estate broker
Expected market value of selected <j‘:‘ * ldeally assets should be “free standing” (eg.
assets should exceed debt level transport access, separation, separate water
» Safety margin of say 10-20% supply, electricity lines, etc.)
Step 2 * Enough warehouse space for profiie condition
New configuration should permit <;:’ * Transportation access
operational integrity * Loading / unloading space etc.
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SUBDIVISION WITH DEBT REALLOCATION SHOULD BE
VIA MODEL PRIVATIZATION PLAN
* Ensures legality and replicability

Committees on Property Administration set terms of privatization for selected group
of enterprises in Model Privatization Plan (MPP)

. Select wholesalers that are in financial crisis
. Prepare subdivision plans for wholesalers
- no management consent or initiative needed
- allocate ail debt on balance sheets to “debt absorbing” units
- allocate all employees to “debt free” units?
- specify condition free status of “debt absording” units

Privatization via MPP is recommended in recent GKI directive N 837, 13 May 1993

The Boston Consulting Group 1s10127.893epon B9



THE WHOLESALER SHOULD BE SUBDIVIDED INTO TWO INDEPENDENT LEGAL
ENTITIES WITH SEPARATE BALANCE SHEETS

Current wholesaler

e Burdened by excessive debt

» Underutilized capacity

/ \

Debt-absorbing entity Debt-free entity
¢ All outstanding debt is » Balance sheet is cleared of all
transferred to the balance sheet outstanding debt to ensure

financial and operational viability
* Entity is explicitly freed from all
conditions
- profile
- employment
- resale

The Boston Consulting Group 15101727 893 savepor 90



BY LAW DECISION ON ASSET SALE BEFORE PRIVATIZATION MUST HAVE
MANAGEMENT CONSENT

GKI regulation allows Committees on Property Administration to make decisions on
sale of fixed assets of municipal property according to proposals of management

If mangement objects options are to:
. Persuade showing economic benefits

- 160% proceeds go to enterprise vs. only 20-30% (to workers)
during privatization

. Oblast Privatization Committee can pass a special regulation on
wholesalers in financial crisis

- wholesalers in “financial crisis” do not require management
consent

Source: BCG Analysis
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METHODOLOGY AND PRACTICAL GUIDELINES FOR MODEL PRIVATIZATION
PLANS SHOULD BE DEVELOPED

Federal GKI recommends Oblast Privatization Cominittee to use methodology and
guidelines of MPP for vegetable wholesaler

. ldentify important wholesalers in financial crisis

. Evaluate attractiveness of suggested rescue options
- debt repayment condition or
- subdivision and debt reallocation or
- asset sale before privatization

. Specify process steps for each privatization option
- legal procedures
- logistics

This mechanism could be used as part of the vegetable wholesaler roll out project
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Obstacles to privatization
Subdivision

Privatization route choice
Privatization conditions

Privatization of wholesalers in financial crisis

Privatization process

Privatization results

The Boston Consulting Group
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BCG WORKED WITH ALL VEGETABLE WHOLESALERS THE PERM CITY MKi IN
ALL PHASES OF THE PRIVATIZATION PROCESS

Initial on site
inspections with
MKI reps. at all
wholesalers, in
cooperation with
management

Individual
consultations on
questions of
subdivision, route
choice, conditions,
with “demonstration”
wholesaler directors

Detailed on site assistance
to demonstration
wholesalers for document
preparation.

Included: interaction with
BTI, land committee,
banks, and MKI

Support and assistance during
privatization commission discussions
on privatization plan and conditions
for “demonstration”enterprises
Formation of basic plan for all
vegetable wholesalers and “decision
tree” with MKI

cooperation
with State

enterprises

Assistance and

Property Fund
for auction of
demonstration

Conducted seminar, in conjunction with MKl
detailing operational improvement plans
developed at demonstration enterprises and
overview of privatization process.
Distribution of document blanks, and
instructions for all variants of privatization.
Attended by all city wholesalers

On site visits to discuss
questions of privatization
including subdivision, routes.
couditions, price, etc. with all
city wholesalers.

Meetings with regional
officials to discuss
privatization process

with document
preparation and
interfacirqg with

Multiple on site visits
to help wholesalers

governr :nt agencies

Ensuring that
applications for
privatization had
been registered
for all Perm City
vegetable
wholesalers

Support and
assistance to
privatization

subdivision, etc.

commissions for all
remaining enterprises
regarding conditions,

Cooperation with
State Property Fund
in expediting
auctions of
remaining
wholesalers

The Boston Consulting Group
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BCG IDENTIFIED PERMPLODOVOSHPROM (PPOP) AS A DEMONSTRATION
ENTERPRISE AND ASSISTED THEM TOWARDS PRIVATIZATION

Route choice
. Met with director and top management to discuss options
- decision for commercial tender

Administrative support
. Liasion between GKI and accounting department
. Explanation of how to fill out documents
. Expedited document flow for speedy result

Privatization Commission support
o Recommendations on conditions, route, and entity
. Performed additional research at request of MKI and commission

Political support
. Obtained approval from administrative bodies

State Property Fund

. Met with leadership to speed process
. Moved paperwork through in minimum time allowed by law
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KIROVSKAYA BAZA WAS IDENTIFIED AS THE SECOND PILOT ENTERPRISE
e Example of wholesaler in financial distress

Route choice
. Met with director and top management to discuss options
- decision for commercial tender

Documentation preparation
. Hands on document preparation assistance
. Liasion with MKI officials

. Worked with BTI to produce technical passports in shortest time at fair
price

Privatization Commission
. Recommended conditions, route, and entity

. Explained financial distress of enterprise and negotiated minimal
conditions

. Assisted management during discussions

Political support
. Secured support for privatization from city officials
. Secured agreement on asset disposal for financial rescue

State Property Fund
*  Assisted in setting auction date with minimum delay

The Boston Consulting Group 15101278 03sarepon 36



THE ROLL OUT TO OTHER PERM WHOLESALERS BEGAN WITH A SEMINAR ON
PRIVATIZATION ARGUMENTS, PROCEDURES AND IMPACT

Hosted by BCG and the Perm City GKI

Attended by all Perm vegetable wholesalers

. PPOP

. Kirovskaya

. Motovilikhskaya

. Sverdlovskaya

. Ordzhonikidzevskaya
. Kirovsky Trade Center
. Yunost

. Obshepit

. GKP Baza

. KOD

. Pakt

. Merkury

. Industrialnaya

Several other general food wholesalers also attended at GKI invitation

“This was the first time many of the wholesalers had seriously thought about or discussed privatization”
- MK! official
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BCG AND PERMPLCDOVOSHPROM DIRECTOR EXPLAINED THE OPERATIONAL

IMPROVEMENT PLAN

Identified and discussed key areas for improvement
. Purchasing
. Storage
. Sorting
. Marketing / sales
. Financial / management
. Organisational structure

Comparisons were drawn with structure of US vegetiable wholesaling sysiem

ri?OP director discussed benefits of privatization and his personai experience with
impiementation

° Need for strong management to make tough decisions
. Financial benefiis of operational changes
» Progress in implementation

The Boston Consulting Group
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GKI OFFICIALS AND BCG PRESENTED PRIVATIZATICN ROUTES
* Prepared and distributed privatization documents with instructions

Legai limitations on route choice
Economic rationale for commercia! tender as optimal route
Blank documents prepared and distributed

Each wholesaler given complete set of forms for all route choices
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FOUR ENTERPRISES WERE IDENTIFIED AS
“SECOND WAVE” CANDIDATES FOR PRIVATIZATION
» Enthusiasm for privatization and cooperativeness were the determining factors

Enterprise BCG assistance / activity

Sverdlovskaya * Route choice discussion with directer and top management
- decision for commercial tender

» Extensive document preparation assistance, especially BTI

* Privatization commission support

KOD » Discussions with all parties involved in lega! dispute on right to lease

» Obtained vital document necessary to unblock impasse

* Expedited document flow to ensure completion of privatization by lease
buyout

Kirovsky Trade Center * Route choice discussion with director and top management

 Joint preparation of application for privatization

» Extensive meetings with district officials concerning route, conditions, etc.
- ubtained suppori for privatization

* Document pregaration assistance

* Privatization commission support

Industrialnaya * Route choice discussion with director and top management
- decision for commercial tender

s Extensive document preparation assistance
- including muitiple BTI visits / discussions

e Privatization Commission support
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THE PRIVATIZATION PROCESS IS ALSO BEING EXPEDITED
FOR OTHER VEGETABLE WHOLESALERS

Remaining enterprises were more reluctant to privatize
. Focus effort on persuasion and economic benefits

Third party privatization applications for 4 enterprises not wiiling to apply themselves
On going document preparation assistance

. Focus on general “pre-route choice” documents
J Ensure BTl process of technical passport preparation begun

The Boston Consulting Group
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THROUGHOUT THE PRIVATIZATION PROCESS VARIOUS CITY / OBLAST
OFFICIALS WERE CONSULTED ON A REGULAR BASIS

Institutions included
. Oblast Administration
° City Administration
. Oblast GKI
. City Council of Peoples Deputies
. City trade officials
. City agriculture officials
. Peoples Deputies Trade Committee
. Former torg management
. State Property Fund officials
° Land Committee officials

Discussions directed at
. Obtaining support for privatization
. Expediting privatization process
. Understanding and resolving objections
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VARIOUS MEETINGS WERE ORGANIZED WITH THE BTI

Meeting participants

Topic discussed

Result / action taken

BCG, BTI, GKI,
Kirovskaya Baza

* 800,000 Rb charge
for completion of
passports

* 300,000 Rb reduction in cost

* Agreement to coordinate and instruct other
wholesalers how to interact with the BTI

» Kirovskaya received passports next day

BCG, BTI » How BTl works and what | » BCG to develop policy recommendations for
improvements needed operational changes at BTI
BCG, BTI, » How wholesalers will pay | * Agreement on timing and cost of technical

Sverdlovskaya Baza,
Industrialnaya Baza

/ receive their passports

passports for 2 wholesalers

BCG,BTl, GKl,
Sverdlovskaya Baza

» BTl valuation method
and need for Jan 1. 1992
valuation for MKI
privatization
commissions

» Special letter to come from MKI asking BTl to
produce both current and 1991 valuations

» Each wholesaler will attach a letter to their passports
informing BTl about on the basis of their own
valuations

BCG, BTI

e Why system
continuously breaks
down?

* Recommendations on operational improvements

The Boston Consulting Group
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IN PERM, THE BTi WAS A BOTTLENECK IN PRIVATIZATION

Problem

Causes

Delays in document preparation

Erratic and often high pricing

Valuations often inappropriate for privatization
* Buildings not included
» Base year
» Coefficients

Enterprises have insufficient information on
prices, timing and information required for BTI

Lack of qualified staff and equipment

Limited administrative control
Self-financing status

Legal requirements unclear
Poor communication with MKI

Poor communication between MKI, companies
and BTI
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VALUATION PROCESS WOULD BE MORE EFFECTIVE IF CONTROLLED BY GKI

BTI unit responsible for technical passports needed by enterprises undergoing
privatization could become part of GKI

. GKI budget control
. GKI administrative control

This would result in greater speed and efficiency
. One organization rather than two
. Consistency of aims and objectives
. Reduced confusion over information requirements
. Access to better facilities and equipment
J Consistent, published price schedules
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THE LOW LEVEL OF ACCOUNTING SKILLS AND LACK OF MKI SUPPORT DELAY
THE PROCESS OF DOCUMENT PREPARATION FOR PRIVATIZATION

Since torg break up, work of accountants has become more demanding and complex
. Transition from “base book keeper” to “enterprise financial manager”

Many accountants lack experience and qualifications to complete privatization
documentation

. Asset revaluation

. Bailance sheet preparation

. Bisorganized book keeping system (eg. inventories)
. Financial calculations

This is exacurbated by lack of support from GKI

. Documents required
. Instructions »n how to complete them
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THIS ISSUE COULD BE ADDRESSED VIA INSTRUCTIONAL MATERIALS, TRAINING

AND ADVICE

Each enterprise could be issued with a set of instructional materials
. Set of blank forms
. Model responses
. Detailed instructions on format, information sources, caiculation methods
. Contacts for BTI, Land Committee, MKI, etc.

Training scenarios could be given for accountants of small and medium enterprises

An MKI accountant could be available to answer queries

The Boston Consulting Group
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LEGAL DISPUTES SHOULD NOT BE ALLOWED TO STALL
THE PRIVATIZATION PROCESS
* Arbitration should be initiated if disputes not settled within say 3 months

Examples of stalled wholesaler privatizations

Lease buy out example lllegal asset sale example
Right to buy out lease disputed Assets sold without MKI permission
Original contract unavailable MKI demanded return of assets

New owner refused

v v

Privatization stalled for 6 months Privatization stailed for 4 months
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Obstacles to privatization

Subdivision

Privatization route choice

Privatization conditions

Privatization of wholesalers in financial crisis

Privatization process

Privatization results

The Boston Consulting Group
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BCG AND THE PERM CITY GKI DEVELOPED AND IMPLEMENTED
A PRIVATIZATION PLAN FOR THE VEGETABLE WHOLESALING SECTOR

Documentation

Firm Subdivision | Privatization Con!m Rec Workers Regioq. Sma!{ Dg;:s Privatization
recommend. | Application | |, prepn | Finished | Meeting | route vote council | council SPF

PPOP v v Vv v N CcT v Vv Vv v Aug 19

Kirovskaya Baza v v v N CcT v v v Nt Sep 15

Kirovsky Comm. Vv v N \ N CcT Vv Sep 15

Center

Sverdlovskaya v ¥ v v Vv CcTIT Sep 15

Industrialnaya v Vv v v CT v Sep 15

Sodruzhestvo v Vv CT

Ordzhon;kidze v CcT

KoD* v v v L1 N Sep 93?

Nagorny** v v v N.A

Yunost N v cT

Obshepit v v v CcT

GKP Baza v CcT

Pakt ) v ) v L1 v Jul 93

Moarcury ) N ) ) - ) N N - A/O Dec
1992

* Leased buyout was stallec due to legal dispute but problems now appear to have been resolved
** Legal problems with sale of state property
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RESTRUCTURING PLAN FOR PERMPLODOVOSHPROM

The Boston Consulting Group siozzesvsanczon 111



RESTRUCTURING PLAN FOR PERMPLODOVOSHPROM

Cperations

Strategy

Operational problems and improvements
Financial impact of operational improvements
Organizational improvements

Action plan and implemented results

Market segmentation

Pricing

New products

Financial management

Financial impact of strategy and operational improvements
Action plan and implemented results

The Boston Consulting Group
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204
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235
238
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Operations

° Operational problems and improvements

e  Financial impact of operational improvements
e - Organizational improvements

*»  Action plan and implemented results

Strategy
. Market segmentation
. Pricing

. New products

*  Financial management

. Financial impact of strategy and operational improvaments
. Action plan and implemented results
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AN IMPORTANT FACTOR IN REDUCING LOSCZES IS TO BtIY
HIGHER QUALITY PRODUCTS

Purchasing Receiving
Preharvest —— Unloading —»{ Storage ——{ Sorting ————#| Sales/
Planning Inspection Shipping

Existing Practice

Existing Problems

Possible Solution

» Contracts negotiated with
limited number of suppliers

* Product delivery is
concentrated within a
a short period

* Quality is determined by
suppliers - no choice

* Product suffers from
disease

* Limited choice of quality

» Handling difficulties,
unloading damage

* Increased losses,
low quality

» High losses, wasted
utilisation of storage
facilities

* Investigate alternative sources
of supply
- increase competition of
suppiiers
- increase quality
- increase assortment
- decrease prices

* Farm storage

» Staggered contracts

= Different varieties of product
* Increased inter-regional trade

* Contracts specifying quality
* Inspect product in field

- diseases

- maturity

* Reject and impose penalties

Data Source: BCG Analysis

The Boston Consulting Group
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RELATIONS WERE ESTABLISHED BETWEEN PPOP AND THE ASSCZIATION
OF PRIVATE FARMERS

, PPQP needs Private farms needs
Scurces of high quality Buyer for their produce
products

Stability in payment
Low prices

Fair price
No intermediary (co-operatives)

~~ ~_~

| v ~ Basis for relationship |

PPOP can buy from private farmers at prices below intermediaries (30%)
Private farms can sell for higher prices than to intermediaries
High quality product

Private farms expressed interest in growing products to PPOP
specification (not only potatoes)
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ONLY 5% OF ALL POTATCES, CABBAGES, CARROTS, AND BEETS ARE
IMPORTED FROM OUTSIDE PERM OBLAST
* Origin of products sold by Permplodovoshprom

Cabbage Potato Carrot Beet Apple

Stored imports:
January Stored Perm product

February
March
April

May
June
July
August

September
October

Stored
November imports

Stored Perm product
Decemiber

IZ] Stored product

Fresh product

:l Product not available

The Bostoa Consultiag Group 1510127 893manepot 116
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VEGETABLES SHOULD BE AVAILABLE THROUGHOUT THE YEAR IN PERM
* Possible exception of April & May*

Cabbage Potato Carrot Beet Apple
January Stored Perm product "Snt;;'ds
February
March
April
May
June
July
August
September
October
November
Stored Perm product imports
December
[:] Fresh product
B Stored product
. ::,i::g; Z?:::;: :,; :I:Z:laucls during april and May are: extended storage, greenhouse, L—_—:—I Product not available
Note: Second harvest of southern republics coincides with Perm harvest

Source: Permplodovoshprom
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FINANCIAL AND INSPECTION CONSTRAINTS ARE THE ONLY SUBSTANTIAL
BARRIERS TO INCREASING TRADE WITH CIS REPUBLICS

Area of concern

Current situation

Possible solution

Cash shortage

Barter goods unavailable

Difficulty in transfering money to
foreign banks

Information about availability of
products within CIS
Customs duties

Trade restrictions

Transportation unavailability
Transportation liability

Mechanism for assuring quality

Road transportation network

Biggest problem for wholesalers
Availability not a problem!
* Cash to purchase goods is
the problem

Cash clearing nouse in Moscow requires 2-3
weeks to process transfer

Agricultural fair in Moscow every February
Ministry of Agriculture has a procurement
department in Moscow

0.15% of contract amount only

No laws in place to restrict trade of
vegetables

Train utilization < 60%
Liability is sufficient
Limited
* Product quality is listed at time of

shipment by supplier

Lack of long haul trucks and adequate roads

Privatize and restructure

Privatize and restructure

Speed transi{er mechanism, allow large rouble
withdrawals

Procurement department sends a weekly

availability report to agriculture department of
each oblast

Regional quality inspectors certify quality at
origin and destination

Important issue requiring further investigation

Source: Railway, Perm City Trade Dept, Ministry of Agricuiture quality Inspector, Perm Oblast Agriculture Dept, Perm region Dept ot Trade and Consumer Defence

The Boston Consuiting Group
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IMPORTING PRODUCTS FROM OTHER CIS REPUBLICS IS FINANCIALLY VIABLE
* Example - shipment of cabbage from Uzbekistan in April

Cost of refrigerated
wagon
725,000 Rb

Tonnage
28 t / wagon

Unit transportation
costs
26 Rb/kg

Storage, labour,
interest, etc.

Sales price out of
season (high)
220 Rb/kg

Purchase costs Gross
& duty margin
120 Rb/kg 100 Rb/kg

33 Rb/kg
Operational Net profit
expenses 41 Rb/kg
59 Rb 18% sales

IV Imported cabbage results in 18% net profit on sales I

Source: Permplodovoshprom

The Boston Consulting Group
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1993 DELIVERY SCHEDULES WILL SPREAD RECEIPTS OVER A LONGER INTERVAL

* Negotiated into some existing contracts

200
180
160
140

80

40

120 +
100 +

60 +

20 1

9/15

Tons received
per day

1 r’\/

1992 harvest
receipts

Amount of product
that can be
\ presorted per day

1 / \

1993 plan

Date

The delivery window will be extended by two weeks to reduce strain on
sorting and handling capacity

The Boston Consulting Group
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THE NEW SUPPLY CONTRACT RELATES ACCEPTANCE AND PRICE TO
DELIVERED QUALITY
* Centract has been developed and is being used*

Contract tolerances

Accepted

Rejected or all paid as
non-standard
(wholelsaler choice)

0%

st?ndard

Minimum acceptance

100%
stanldard

level :

Standard

Non-standard/
rotten

s
.
.
.

D

Quality

Standard

Non-standard

Rotten

* This Is now the standard contract ot Permplodovoshprom
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THE NEW SUPPLY CONTRACT SETS PRECISE QUALITY AND

DELIVERY TARGETS

* Provides a mechanism for linking quality and price

Dimension

New contract

Old contract

Quality level

Latent diseases

Differences in contracted quality
vs. received quality

Minimum quality icvels
Temporary farm storage for part

of the harvest

Delivery schedule (t/day)

Specific quality targets

Provides a period to renegotiate
price if diseases develop

Mechanism to vary price
according to received quality

Reject the shipment or accept and ‘

pay non-standard price

Clause that includes farm storage

Provides a clear delivery schedule

No explicitly stated quality targets

No contingency for disease

Quality verbally agreed and if
different from received quality no
mechanism to change price

No rejection clause

No specific statement

No clear delivery schedule

The Boston Consulting Group
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THE PURCHASING PROCESS WILL BE RATIONALISED

Purchasing informs warehouse manager of
incoming goods

I

Warehouse manager determines which
warehouse to store product

Product arrives at the warehouse

Weigh product to verify order

Test fails Reiect
Sample test the quality : Contact Gov Ag. Determine quality and H Send back
> Inspector appropriate action > to supplier
I . .
Test accepted r Accept with penalties
Damaged, Non saleable
Unload truck and sort produce diseased Remove bad produce products Fodder sale
> or losses
produce

I

Store product at correct temp, humidity and
conditions cure all root crops

Monitor conditions constantly

Identify as quick sale
items

L]

Heat or refrigerate to maintain optimum temp
and humidity
Ventilate to control temp

T

ldentify spoiling products

Non-saleable products

ldentify quick sale items

-

The Boston Consulting Group

Fodder sales of losses

Perform monthly physical inventories
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PRE-SORTING PRODUCT PRIOR TO STORAGE WILL REDUCE THE INCIDENCE

Purchasing
Preharvest
Planning

AND SPREAD OF DISEASE

‘Receiving
Unloading
Inspection

Storage

Sales/
Shipping

Sorting

Existing Practice

Existing Problems

Possible Solution

* Quality of product is
not controled

* Emphasis is placed on
unloading speed and drop
height exceeds 15 cm

* Large amounts of daomaged
and diseased product are
placed in storage

*Supply of low quaiity product

* Mechanical damage and losses

* L osses are amplified, space is
wasted

» Use acceptance testing procedures
before unloading
- acceptance or rejection

* Use alternative handling techniques
- conveyer
- chutes

* Pre-sort product as it arrives
- cull rotten, diseased and damaged
product
- identify quick-sale items
- decrease losses

Data Source: BCG Analysis

The Boston Consulting Group
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STORING PRODUCT UNDER THE CORRECT CONDITIONS WILL DRAMATICALLY

INCREASE SHELF LIFE

Purchasing Receiving . :
Preharvest ——| Unloading ——»{ Storage —»
Planning Inspection

Sales/
Shipping

Sorting [——»

Existing Practice

Existing Problems

Possible Solution

» Lack of specialisation of
warehouses

* Rotten products are not
culled

* No curing period

* Refrigeration and ventilation
equipment need repair

¢ Product is not stored at the
correct temperature

* Losses are amplified

* L osses are increased

* Inadequate storage
conditions

* Segregate product according
to storage requirements

* Remove containers with rotten
product immediately
- sell what can be salvaged
- remove the rest

» Effective utilization of curing
period
- heal mechanical damage
- dryrotten product
- increase resilience

* Repair facilities
- refrigeration and ventilation

Data Source: BCG Analysis

The Boston Consulting Group
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A QUICK REFERENCE PRODUCT STORAGE CONDITION CHART IS NOW BEING
USED BY PPOP WAREHOUSE MANAGERS

Product Storags Tempenuiure Humidity Storage iifa Compatibility

Potatoes -20 - 4°C 90%-95% 5-8 months Products with same temperature and humidity
requirements

Cabbages -1°C -0°C 90%-95% 5-6 months Preferable separate from other vegetables and fruits
(esp. apples)

Carrots 0°C - 1°C 90%-95% 5-9 months Store with beets, horseradish

Onion 0°C 65%-75% 1-8 months Preferable separate from other vegetables and fruits
(due to humidity and odor)

Horseradish 0°%C 95% 2-4 months Store with beets, carrots

Beets 0°C - 1°C 90%-95% 4-6 months Store with carrots, horseradish

Tomatoes red 7°C - 10°C 85%-90% 2-4 weeks

green 119C - 13°C 85%-90% 3-4 weeks

Cucumbers 8°C - 10°C 85%-90% 10 days

Apples 2°C-3°C 90%-95% 2-6 months Store with other fruits. Separate from cabbage and
other leafy green products

Orange/mandarin  (mature) 10C-2°C 85%-90% 4-6 months Store with other fruits

(not mature) 30C-4°C

Lemons (mature) 2°C -3°C 85%-90% 4-6 months Store with other fruits

Bananas 120C - 14°C 80%-85% 4-10 ctays

Peaches 16C - 4°C 90% 1 month Store with other fruits

Watermelon 20C - 3°C 80%-90% 2-3 weeks Store with other fruits

Data Source: USDA Agricultural Handbook # 66, USSR Guidebuok for purchasing vegetables, USSR wholesaler guidebook

The Boston Consulting Group
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A CHART ILLUSTRATING THE CORRECT CURING CONDITIONS FOR POTATCES

IS NOW BEING USED BY WAREHOUSE MANAGERS

Quality

Curing temperature

(humidity) Curing period
Dry, ripe potatoes stored for 12-18°C 7-10 days
5-7 days after being gathered (90-95%)
Dry, ripe, recently harvested 12-18°C 10-12 days
potatoes (90-95%)
Not very ripe or highly 12-18°C up to 15 days
damaged (50%) potatoes (90-95%)
Potatoes affected 10-12°C up to 15 days
by ring rot disease (85-90%)

Potatoes with high
phytophthora

Cooling to 1-2°C
(85-90%)

No curing period because disease
propogates rapidly at high
temperature

Data Source : Russian Department of Agriculture

The Boston Consulting Group
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GRADING, SORTING AND CLEANING VEGETABLES ARE EXAMPLES OF
VALUE-ADDING SERVICES THAT CAN INCREASE REVENUE

Purchasing Receiving
Preharvest ——»| Unloading ————» Storage ——»{ Sorting ———¥ Sales/
Planning Inspection Shipping
Existing Practice Existing Problems Possible Solution
* Only 2 sorting grades of * Missed opportunity to * Introduce different product grades
vegetables differentiate product and for vegetables eg.
- standard maximize revenue - market quality
- non-standard - standard quality
- non-standard
* No sorting from mid-September * Lack of space during period *» Rationalize space

to early November

* No washing and packaging * Technical difficulties * Wash and package products

Data Source: BCG Analysis 128
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THE RETAIL QUALITY STANDARD CONTAINS AN ADDITIONAL HIGHER QUALITY
LEVEL COMPARED TO FARM AND WHOLESALER STANDARDS

Responsibility

Ministry of Agriculture
quality inspector

* Not widely used however

Farms

Quality standard

Y

Wholesalers

+ Standard
* Non-standard

Quality standard

Responsibility

Perm region
Department of Trade,

Quality and Defence of
Consumer Rights

Y

s Standard
* Non-standard

Retailers

Qualiiy standard

Y

e Standard

| - selected (higher quality)

- ordinary
+ Non-standard

Consumers

The Boston Consulting Group
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THE “SELECTED” QUALITY LEVEL COINCIDES WIiTH THE HIGHEST U.S. GRADE
s Potato example

United States Extra No 1

Dimension Standard grade Selected grade ~ grade
Size
* Round >45cm >5.0cm >5.7cm
*» Oblong >3cm >4.0cm >5.7cm

iMechanical damage

o Depth (> 5mm) <5% < 2% <5%

* Length (> 10 mm) < 5% <2% < 5%
Disease <2% 0% < 2%
Frozen 0% 0% < 0.5%
Soil <1% <1% 0%
Smashed and cut tubers 0% 0% 0%
Damaged by agricuitural <2% 0% < 2%
pests

Source: Russian Ministry of Agriculture, United States Department of Agricuiture
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THE HIGHER RETAIL QUALITY STANDARD COULD BE APPLIED TO FARMS AND
WHOLESALERS
* Essential component of quality segmentation strategy

The implementation steps are:

*  Ministry of Agriculture and Perm region Department of Trade, Quality and
Consumer Defence determine suitability of existing “selected” quality
standard

. Modiiy the selected quality standard, as appropriate
. Modify testing procedures
 Communicate standard to inspectors and conduct training

Inspection and regulation could be performed by the Ministry of Agriculture (farms)
and Department of Trade, Guality and Consumer Defence

. No additional inspectcrs necessary
Essential to adopt new standard to permit market segmentation by wholesalers

. Match product quality with consumer needs
. Maximise profit potential

The Boston Consulting Group 1510127.853sanepan 131



A MOTIVATED SALES FORCE IS THE EASIEST WAY TO INCREASE SALES AND
OBTAIN NEW CUSTOMERS

Purchasing
Preharvest
Planning

Receiving

Unloading —— | Storage ——»

Inspection

Sorting [———® Sales/
Shipping

Existing Practice

Existing Problems

Possible Solution

* Manager can sell only products in
their warehouse

* No incentives to increase sales and
find new customers

* Passive sales method
- limited advertising
- limited sales visits
- reliance on phone and personal
connections
- lack of product information

* Don’t take into account demand
and customer needs

* No sales planning

* Do not utilize selling
opportunities

* Warehouse managers not
motivated to sell

* Lack of co-ordination
between warehouses

* Miss market trends

* High transportation costs

» Aggressively begin to promote
the company via
- visits
- mailings
- phone conversation
- advertising

* Create financial incentive
- new customer bonus
- sales bonus

. preate a sales force that sells all
Iproducts

» Sales team provides daily market report

* Consolidate orders 2 days prior to delivery

Data Source: BCG Analysls

The Boston Consulting Group
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THE SALES AND DELIVERY PROCESS WILL BE RATIONALISED

Product is limited or on restricted list

Warehouse provides weekly availability report
* unlimited
» limited
» quick seli

Salesman receives customer order

(3 options) '<

* Product Available

Product not avﬂ:inble

» Salesmen gets allocated quantity
* Customer gets allocated quantity

* Whoever salls first

Sajesman allows customer to order desired amount

Prepare daily stock out report ->
Produce to purchasing

Y

“Did not have” report

v Normal order

»I Rush order

Definition

Limited not encugh product
to satisty demand

Unlimited enough product io
satisty demand

Quick sale product that is
spoiling

Regular order to be delivered in 1-2
days

Rush order must be delivered
same day - additional
cost

Prepare order and send to warehouse each evening

Prepare order and phone warehouse

Warehouso manager receives the order

Warehouse manager priorities and schedules orders and releases to
warehouse in waves

» customer determines schedule

* warehouse determines schedule

Warehouse stages each order segment

Trucks receive and combine each order segment

Delivery is made to each customer

The Boston Consulting Group
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Operations

Operational problems and improvements

Financial impact of operational improvements

Organizational improvements
Action plan and implemented resuits

Strateqgy

Market segmentation

Pricing

New products

Financial management

Financial impact of strategy and operational improvements
Action plan and implemented results

The Boston Consulting Group
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FIVE OPERATIONAL IMPROVEMENTS THAT CAN BE IMPLEMENTED OVER THE
NEXT SIX MONTHS WILL. INCREASE PPOP’S PROFITS BY 44 M RB

Improvements Estimated impact (M Rb)
Action 1 - Improve the purchasing process 8.9
Action 2 - Improvements in inbound sorting 1.8
Action 3 - Improvement in storage 5.9
Action 4 - Introduce outbound sorting and grading 15.1
Action 5 - Recruit new customers 12.2

Note: All figures are In March 1993 Rbs

The Boston Consulting Group 1510127883 sanep0n 139



ACTION 1. IMPROVE THE PURCHASING PROCESS

- Actions Estimated impact? ' Financial effect
New supply contract enforcing
quality 15% reduction in losses 8.9 M Rb
Inspection of product in the
field 30% reguction in purchasing (11% of 1992 profits
price adjusted for inflation)

Purchasing potatoes directly
from rural residents’

Potential impact

Reduction in losses

* 50% of total losses happen in the first month
of storage primarily due to bad inbound quality
=> First month losses can be potentially reduced
by 50% by buying better quality produce

Reduction ir purchasing price

» Octyabrskaya RZK buys potatoes from rural
residents at half the price that it sells potatoes
to PPOP => purchase price can be reduced by 50%

' Purchases of cabbages and carrots are also possible in small amounts
? Estimated impact is conser vative
Note: Ali figures are In March 19393 Rbs

Source : BCG Analysis 136
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ACTION 1. IMPROVE THE PURCHASING PROCESS
e Estimate of financial results

Loss reduction by 15%

Product Planned Total Tons 15% impact Purchase Reduction in
X = X ; X : = Purchase Costs
purchases losses lost loss reduction Price )
(1) (%) (t) () (Rb/kg) (Rb)
Potato 1,500 34 510 76.5 40 3™
Cabbage 800 32 256 35.4 70 27M
Carrot 400 50 200 30 40 1.2M
Beet 300 25 75 11.25 40 0.5M
Total: 7.4 M Rb

Purchase price reduction by 30% (potato only) >
Financial effect
Purchase 30% reduction Reduciion Transport, Net financial
fromrural |  inpurchase = inpurchase _ labour = results Q 8.9 MRb
residents? price cost costs? (Rb) (11% of 1992 profits
(Rb) (Rb) adjusted for
300 t 12 3.6 M 21M 1.5MRb inflation)

' Loss reduction will allow to buy less and sell the same amount {conservative approach vs. buy same amount but sell more)
2 Based on 75 truckdays and 75 mandays needed at prices 25,000 Rb per truckday and 3,000 Rb per man
Note: Ali figures in March 1993 Rbs

Source: BCG Analysis
The Boston Consulting Group 1510127, 803sarepon 137



ACTION 2. IMPROVEMENTS IN INBOUND SORTING

Actions Estimated impact! Financial effect
Sorting on chute 5% reduction in losses 1.8 MRb
Identifying products for (2.4% of 1992 profit
immediate sale adjusted for inflation)

|

Potential impact

Reduction in losses

* 50% of losses happen in the first month of storage

* Identifying and immediately selling vegetakles prone to
spoilage can potentially reduce first month losses by 25%

* Potential impact is 12.5% (50% x 25% = 12.5%)

! Based on conservative assumption that reduction in losses allows to buy less and sell the same amount (vs. buy same, and
sell more). Reduction in storage costs and alternative use of freed capacity may improve financial results as well
Note: All figures are in March 1993 Rbs
Source: BCG Analysis The Boston Consulling Group 110127 883sareon 138



ACTION 2. IMPROVEMENT IN INBOUND SORTING
o Estimate of financial results

5% loss reduction

Product Planned  Total _  Tons X 5% impaqt x Purc_hase _ pReduction in
purchases losses lost loss reduction Price = urchase Costs

() (%) ® (t) (Rblkg) (Rb)’

Potato 1,500 34 510 25.5 40 ™

Cabbage 800 32 256 12.8 70 0.9M

Carrot 400 50 200 10 40 0.4M

Beet 300 25 75 3.75 40 0.2M

Totai: 2.5 M Rb

Ao

Increased labor and equipment costs Financial effect
2chutes @ 0.2 M =0.4M :: > 1.8 MRb
8 additional @ 0.04 M people = 0.3 M | (2.4% of 1992 profit
Total 0.7 M Rb adjust for inflation)

! Based on conservative assumption that reduction in losses allows to buy less and sell the same amount (vs. buy same, and sell more). Reduction in storage costs and
alternative use of capacity may improve financial results as well
Note: All figures are in March 1993 Rbs
Source: BCG Analysis
The Boston Consulting Group 1s10127.893saepon 139




ACTION 3. IMPROVCMENTS IN ST2RAGE!

Actions Estimated impact’ Financial effect

Separate products according to storage requirements

5.9 M Rb
Immediately weed out containers with rotten products 20% ioss reduction (7% of 1992 r..ofits
/ adjusted for
Efficiently use curing period inflation)

Repair and maintain ventilation and refrigeration

Potential impact

Loss reduction

* Losses that happen after the first month of storage are mainly due ic bad storage
ccnditions and account for 50% of total losses

* 80% of these losses can be potentialiy eliminated by improving storage conditions

* Potential loss reduction is 40% (80% x 50% = 40%)

! Includes only improvements that do not require significant capital investment
Note: All figures are in March 1993 Rbs
Source: BCG Analysis
The Boston Consulting Group 1510127.893sanepon 140



ACTION 3. IMPROVEMENT IN STORAGE!?
e Estimate of financial results

20% loss reduction

Procuct Planned . Total _  Tons 20%impact _ Purchase Reduction in
purchases losses ~—  lost loss reduction Price = Pur ChasechStS

(t) (%) (t) (1) (Rb/kg) (Rb)

Potato 1,500 34 510 102 40 41M

Cabbage 800 32 256 52 70 3.6M

Carrot 400 50 200 40 40 1.6 M

Beet 300 25 75 15 40 ____O6M

Total: 9.9 M Rb

-

Costs Financial effect
Ventilation repair 2 M 5.9 M Rb
Refrigeration repair 2 M (7% of 1992 profits
Total 4 M Rb ‘_> adjusted for inflation)

! Includes only improvements that do not require significant capital investment
2 Based on conservative assumption that reduction in losses allows to buy less and sell the same amount (vs. buy same amount and sell more).
Note: All tigures are in March 1993 Rbs
Source: BCG Analysis
The Boston Consulting Group 1s10127.69%sarepor 141



ACTION 4. INTRODUCE OUTBOUND SORTING AND GRADING

Actions Estimated impact’ Financial effect
3 grades instead of current 2 50% increase in sales price
(market quality, standard, ncn- for 20% of tonnage 15,1 MRb
standard)
20% increase in sales price (19% of 1992 profit adjusted
Wash produce before shipping for 10% of tonnage for inflation)
Packing
I

Potential impact

Market quality grade

* 20% of produce can be sold as market quality grade

* Market grade vegetables can be sold at 70% premium over standard grade price
(from interviews with retailers)

Packaaing
* 10% of produce selected form standard grade can be packaged and sold at 40% premium

over standard grade price

' Increase In price is fully supported by increase in quality and does not cause volume reduction
Note: All figures are in March 1993 Rbs

Source: BCG Analysis 142
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ACTION 4. INTRODUCE OUTBOUND SORTING AND GRADING

e Estimate of financial resuilts

Impact: 50% increase in price for market quality

Product Planned Mkt quality Sales price Sales o vt
sales X 20% = ggles (Rb/kg) = revenue X 50% price - Increased
1 increase revenue?
() (t) (Rb)
Potato 1000 200 50 10M SM
Cabbage 544 109 100 1M S.5M
Carrot 200 40 55 22M 1.1M
Beet 225 45 55 25M 1.3M
Total: 12.9 M Ru
Impact: 20% increase in price for packed goods
Product Planned X 10%3 _Packed _ sales price ,:>Sales revenue ~ 20% Increased < L
sales ° < sales (Rb/kg) (Rb) price = revenue
(1! (t) increase Financial effect
Potato 1,000 100 50 5M 1M
Cabbage 200 20 55 11M 0.2M 15.1 M Rb
Fruit 2,000 200 300 60 M 1712&“:”_% (19% of 1992
profits
adjusted for
— inflation
- Costs )
Packing?® (10 M)
Labor (4 people) (1M)
Toiai (11 M) Rb

' Planned sales are estimated on the basis of planned purchases minus losses. Sales exclude sales of spolied product for fodder
2 No additional costs, since grading is already in place, however, only on standard and non-standard grades

3 Part of the packaging costs should be allocated 1o market quality grade revenue since some of that produce will be packed
Note: All figures are in March 1523 Rbs

Source: BCG Analysis The Boston Consulting Group
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ACTION 5. RECRUIT NEW CUSTOMERS

Actions

Estimated impact!

Create sales force

Bonus for new accounts

planned sales

Payment on commission basis Add 10 new retailers

Collect orders 2 days in advance

Sales reps report weekly on

Financial effect

122 MRb

(12.5% of 1992 profits
adjusted for inflation)

'l

Potential impact

There are 30 retailers that are currently not served by
PPOP

They are not satisfied with their suppliers (from interviews)

Potentially PPOP can start selling to all 30 stores

! Estimated on basis of March 93 average sales adjusted for inflation and size of retailers that are not served

Note: All figures are in March 1993 Rbs
Source: BCG Analysis

The Boston Consulting Group
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ACTION 5. RECRUIT NEW CUSTOMERS
* Estimate of financial impact

Revenue
Average sales . Increased Net profit
volume per retailer’ x 10retailers = |ayenye X margin? = Cash inflow
(Rb)
25M 250 M 5% 12.5MRb
Costs Net effect
Comissions 122 MRb
(0.1% of sales) 0.3MRb (12% of 1992 profits
adjusted for inflation)

! Estimated on basis of March 1993 average sales adjusted for inflation and size of retailers which are not served
2 Based on historical 5% net profit margin on sales
Note: All figures are In March 1993 Rbs

Source: BCG Analysis
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TWO CONVEYORS SHOULD BE PURCHASED AND THE REFRIGERATION AND
VENTILATION SYSTEMS NEED TO BE REPAIRED

Equipment ‘Cost (009’s Rb) Benefit (000’s Rb) Payback *
Chute 400 1,900 1/4 year
Refrigeration repair 2,000 3,100 < 1year
Ventilation repair 2,000 2,800 < 1year
Conveyer

- electric 4,500 2,450 2.5 years
- gravity 3,000 1,900 2 years
Insulated storehouse 800 270 5 years
gates
Insulation
-50 mm 3,900 160 >20 years
-100 mm 7,800 320 >20 years
-200 mm 15,600 540 >20 years

* Assuming net interest rate of 20%/year

Data Source: BCG Analysis 146
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Operations

. Operational problems and improvements

. Financial impact of operational improvements
. Organizational improvements

. Action plan and implemented resuits

Strategy
. Market segmentation
. Pricing

° New products

. Financial management

| Financial impact of strategy and operational improvements
*  Action plan and implemented results
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ORGANISATIONAL IMPROVEMENTS ARE THE MOST IMPORTANT ASPECT

OF RESTRUCTURING

* Necessary for all other operational improvements

Solution

Current practice

Correct operational practices
known but not executed

Salary is not dependent on
results

Minimum effort is expected of
workers

Restructure
* responsibilities
e roles

» functions

Improve
* accountability

s incentives

e motivation

New practice

Workers have a clear
understanding of expectations

Pay is based on performance

Correct practices will be observed

The Boston Consulting Group
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THERE ARE MANY CHALLENGES ASSOCIATED WITH RESTRUCTURING

THE EXISTING ORGANISATION

Challenge

Prior to privatisation,
management is reluctant to
restructure

Challenge

U

Management focused on
building a partnership to buy
company
* Restructuring scares
employees

Result

Challenge

Management’s tendency is
to maintain the status quo

A

Concepts such as
accountability, pay for
performance, and motivation
are not understoou

Challenge

Some members of the
management team have their
power reduced

The Boston Consulting Group
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DEPARTMENTAL RESPONSIBILITIES NEED TO BE REDEFINED
* Existing structure

Director

l

Commercial Director

Lawyer

Purchasing
Manager
(+2)

i

Trade
Manager
(+3)

Accounting
Manager
(+3)

* Pay not based on
quality or savings

* Do not look for new
suppliers and products

i

* Control only 15-20% of sales!
* No pay for performance

Warehouse 1 &2

Warehouse 3 &4

Warehouse 5&6

* Manager preoccupied
with selling ‘

* No pay for
performance

Manager

Manager

Manager

f

e Supervisor
* Merchandise
expert

The Boston Consulting Group

* Supervisor
* Merchandise
expert

» Supervisor
* Merchandise
expert
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BY THE END OF THE YEAR THERE WILL BE A NEW WAREHOUSE
CO-ORDINATOR, TWO EXTRA SALESMEN, AND A WAREHOUSING ASSISTANT
* New organisational structure

Director

|

Commercial Director

Lawyer

Purchasing
Manager
(+2)

Warehouse
Manager*

(+3)

Sales Manager

Accounting
Manager
(+3)

Assistant

Unit Manager

Unit Manager

Unit Manager

Unit 1
(warehouses
1&2)

Unit 2
(warehouses
3&4)

Unit 3
(warehouses
5&6)

e Supervisor

« Supervisor

The Boston Consulting Group
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RESPONSIBILITIES, INCENTIVES AND COMMUNICATION WILL BE IMPROVED

Problem

Solution

» Lack of accountability at all levels

» Managers can sell only a limited range of products

* Managers are not directly responsible for losses
and quality control

* Make personnel directly responsible for
performance

* Allow sales team to sell all products

» Salary incentive based on loss reduction

e Purchasing does not actively seek new suppliers
» There are no financial incentives for purchasing
better quality products at lower prices

e Trade department is not motivated to seek out
new customers

» Create awareness and motivation to reduce
product cost

* Reward buyers based on savings and quality
levels

* Reward salesmen based on sales volume

e Little communication between purchasing and
sales resulting in missed market needs

> Provide daily feedback between departments

The Boston Consulting Group
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THE NEW WAREHOUSING INCENTIVE SYSTEM CONSISTS OF A BONUS FCR
LOSS REDUCTION IN STORAGE*
* Warehouse employees receive proportion of net savings

Bonus machanism !

Warehcuse
5% Bonus
3 year average Current year Loss reduction Total tons Pu_rchase Savings 2 M Rb
loss by . loss (%) _ (%) purchases (t) price B 1A/
product (%) = X X (Rb/kg) F
1990 -1992 = 34% 1093 = 259 - 100 rb/k
990 -1992 = 34% 93 =25% 1993 = 9% 1550 0 rb/kg 13.5 M rb Company
85% Savings
11.5MRb

Bonus is expected to comprise approximately 16% of annual salary and will be allocated by:

- Unit
- Product
- Year

* Beets, catrots, cabbage, potatoes
‘Impact is conservative due to neglect of revenue enhancement (buy less, sell same amount vs. buy same, sell more)

Source: BCG Analysis
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50
40
Salary 3
(‘000 Rb/
month)
20
10

THE NEW SALES INCENTIVE SYSTEM HAS BEEN AGREED
AND TAKES EFFECT SEPTEMBER 1, 1993
A

Expected salary Top salesmen have

no upper salary limit

Basic salary

T A salesman can double actual salary by
: doubling real sales

| | — | —
10 20 30 40 50 60

Sales / salesman (M Rb/month)

Base salary 1s 75% of expected salary

Commission begins at 38 M Rb and the commission level is 0.1% of sales

* May change on monthly basls

The Boston Consulting Group 1510727 89%sarepos 194



A NEW PURCHASING INCENTIVE SYSTEM HAS BEEN PROPOSED AND IS UNDER

CONSIDERATION
* Potato example

100%

80% A

Actual

69% -
Purchase
price
(% max)!
40% -

20% S

Quality (% of standard)

of base salary

‘ncentive calculation?
“Price saving”
- “Price saving” “Quality costs” “Net saving”
--------------------------------------- Price decrease x | _| Quality decrease |_ Net cost savi
“Quality quality level x actual price el cost savings
- : costs” 30% x 70% =21%| | 10% x70% = 7% 14%
, Incentive Company benefit
B : 2%%X 19% = 98% X 19% =
. 0.28% 13.72%
Actual .- Target ‘Incentive principle
| } - * Reduction in purchase prices offset by decrease in
20% 40% 60% 80% 100% | quality

* Purchasing staff receives 2% of net saving on top

* Company keeps 98% of net saving

1+ Maximum" price = Sa:es price - added costs - 3% profit margin

2 Calculated as % of maximum price per kg of standard product

Source: BCG Analysis

The Boston Consuiting Group
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THE SUCCESS OF A NEW ORGANISATION WILL DEPEND ON INTERACTIONS

BETWEEN DEPARTMENTS

Purchasing

Information on products
bought + timing of receipts

Can you sell it? >
Sales
Daily report on customer '
needs
Feedback on quality of Daily list of products available
products and order fulfilment status
AN
Daily orders
Warehouses

The Boston Consulting Group
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AN EMPLOYEE SUGGESTION SCHEME WAS INTRODUCED

Sample comments

“Change the system of payments; introduce bonus system to provide incentive”

“The quality of products scld to retailers is poor; increase the quality which will lead to
increased sales”

“Build refrigeration systems in all storehouses”

“Buiid a railway to the warehouse”

“Use containers to transport potatoes from the field to the warehouse”
“Buy 2 new forklifts”

“Improve the quality of inbound products”

“Install additional telephone line”

“Buy new mechanisms (conveyers) to use for loading and unloading”

The Boston Consuiting Group
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PURCHASING DEPARTMENT JOB DESCRIPTION (1)

Job Description

Activities

Performance Measure

* Responsible for contacts
with key suppliers

* Investigate alternative
sources of supply

e Coordinate with other
departments

» Periodic visits to supplier
- phone calls and written contacts
- investigate future prices/quality and
products
- encourage supplier to grow certain products
- visit farms before harvest to assess quality

e Visit to other farms/regions

- investigate price/quality

- availability

- variety
* Investigate direct buying from private sector
e Analyse price vs. quality/possible losses

(including transport costs)
- use information from warehouse
management

* Keep warehouse management informed of
products bought + timing of receipts

» Use feedback from warehouse management on
products with low losses

* Keep sales department informed of special
purchase opportunities

¢ Min number of visits
* Quotas
* Quality assessment
- pre-harvest
- harvest

» Purchase price/quality vs.
historical prices

* Loss reduction

¢ Quality assessments

e Timely reports

The Boston Consulting Group
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PURCHASING DEPARTMENT JOB DESCRIPTION (2)

Job Description

Activities

Performance Measure

* Negotiate contracts and
prices with suppliers

* Assess quality

» Verify quality/price comparison

* Determine payment terms

* Negotiate quality contract

» Storage location (wholesaler or farm)

* Verify quality of purchased products
* Assess quality to determine price

» Savings vs. historical prices
* Extended receiving
window

» Warehouse quali*: ~eterminations
* Amount of losses

Incentives
Salaries based on reduction of
prices by grade of product

The Boston Consulting Group
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WAREHOUSE MANAGER JOB DESCRIPTION (1)

Job Description

Activities

Performance Measure

* Ensure correct warehouse
segmentation

» Responsible for facilities
maintenance

» Supervise storage

* Coordinate with
purchasing department

» Allocate products to warehouse upon receipts

* Supervise Unit Managers
- look out for possible problems
- supervise repairs/construction
- buy new machines when needed

» Check that correct storage conditions are kept in
all warehouses
- temperature/humidity
- physical inventory vs. projected inventory
- curing period
- space utilization / proper lay out

» Written feedback on which products have better
storability
- % of losses by product type/supplier
* Receive information on timing of receipts
- plan warehouse segmentation

* % loss reduction compared
to last year average

* l-acility conditions
- refrigeration
- ventilation
- other

* % of loss reduction
e Utilization of space

e Timely feedback

The Boston Consuiting Group
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WAREHOUSE MANAGER JOB DESCRIPTION (2)

Job Description Activities Performance Measure
» Coordinate with Sales * Provide Sales Department with a weekly list of e Timely report / list
Department products specifying limited or unlimited amounts
-in tonnes

- by product/grade
- list of quick sell items

* Receive orders from Sales and prioritise and * Adherence to delivery
schedule delivery schedule
- customer specific delivery date - customer service
- warehouse specifies delivery based on - cost

location demand

* Monitor order picking and shipping

* Arrange transportation and monitor delivery * Adherence to delivery
schedule
- customer service
- cost
Incentives

Salary based on
* Loss reduction
* Timely delivery
e Correct shipment of products
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UNIT MANAGER JOB DESCRIPTION (1)

Job Description

Activities

Performance Measure

* Maintain proper storage
conditions

» Coordinate with Deputy
Commercial Director

¢ Daily check and adjustment of temperature/

humidity
- either heat, refrigerate, or use outside air

e Supervise curing period

* Supervise pre-sorting into losses, quick sell,
storable products

* Daily warehouse inspection - remove rotten
products

¢ Identify quick sale items

* Maximize space utilization

* Inform management of space availability

* Keep account of goods available / spoiled

* Goods availat e to be sold
- good condition
- poor condition
* Perform monthly physical inventory

* % loss reduction compare
to last year’s average

e Utilisation
* Physical inventory vs.
planned inventory

* Losses
- saves (quick sales)
e Physical inventory
matches accounting
records of inventory

The Boston Consulting Group
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UNIT MANAGER JOB DESCRIPTION (2)

Job Description

Activities

Performance Measure

e Supervise workers

* Ship orders

* Pre-sorting
e Grading

e Loading - unloading

* Receive orders from warehouse manager

* Pull the orders from storage => weigh

* Verify quantity and quality - weigh and visual
inspection

o Stage at entrance of warehouse

* Load trucks

* Productivity

» Adherence to schedule
* Productivity

Incentives

Salary based on:
* Loss reduction
* Maintenance of proper conditions
* Physical inventory vs. projected
inventory

The Boston Consulting Group
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SALES DEPARTMENT JOB DESCRIPTION (1)

Job Description

Activities

Performance Measure -

» Responsible for a given set
of customers

e Assess demand and needs
of market and specific
customers

* Keep purchasing
department informed of
market trends and specific
customer needs

* Expand the customer base

» Negotiate contract/ prices

« Daily contact by phone with existing customers to inform
them of products available and take orders

» Visits with customers to assess their needs/problems
- investigate which products they are buying from
other suppliers
- investigate which products/prices they want now/
near future
- investigate which services they need/desire

* Write daily reports based on customer interviews
* Informal meetings with Purchasing Department

* Personal visits to possible customers to establish
relationships

* Promote PPOP through phone calls and letters with
information on products/ prices/ services

» Advertising

* Negotiate and sign contracts when needed
- negotiate prices and payment terms
- inform Accounting Department

* Meet quotas
* Minimum sales level/product
- based on last year's sales

e Customer satisfaction
- periodic phone call by the
deputy director to
customers

* Timely feedback
- generated sales
opportunities

¢ # of new customers added

< # of new calls/week

* Payment history
* Price realization

The Boston Consulting Group
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SALES DEPARTMENT JOB DESCRIPTION (2)

Job Description

Activities

Performance measure

» Coordinate with warehouses

» Coordinate with Accounting
Department

* Receive weekly list of products availabie in the
warehouses
- if > 5 tonnes of a certain product, can sell it
without checking with warehouses
- if <5 tonnes of a certain product
* salesmen gets allocated quantity
» customer gets ailocated quantity
* whoever sells first
- a list of products with special bonus {that will
spoiled/damaged quickly)
- a list of products that can only be sold after
consultation with Director

* Keep warehouses informed of products sold and delivery
requirements
- phone orders to inform and arrange delivery/
transport
- queue regular orders and inform in the evenings

* Arrange payments and delivery dates
- delivery dates not set by customer will be set by
warehouse

* Feedback from warehouses

* Prompt payment
=> 5 days after delivery

Incentives
Salary based on sales
¢ Bonus for new customers
* Bonus for certain products

The Boston Consulting Group
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PERSONALITY PROFILE AND SKILLS

Position Skills Profile
e Sales Department  Communication skills * Energetic e Self confident
e Knowledge of the market » Convincing * Initiative
(product knowledge) * Articulate

* Purchasing Department

e Warehouse Manager

* Unit Manager

* Knowledge of quality/
standards

e Communication skills

* Knowledge of contract law

* Knowiedge of the market

* Management skills

* Knowledge of storage
(conditions, quality
testing, facility
maintenance, order
scheduling)

* Knowledge of storage
conditions
* Quality testing knowledge

* Negotiaticr
* Motivated

e Organised
* Team player
* Energetic

*Team player
» Motivated
* Common sense

*Team player
* Energetic

* Motivated
e Common Sense

The Boston Consuiting Group
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Operations

. Operational problems and improvements

. Financial impact of operational improvements
¢ Organizational improvements

. Action plan and implemented results

Strategy
. Market segmentation
. Fricing

° New products

. Financial management

. Financial impact of strategy and operational improvements
. Action plan and implemented results
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IMPLEMENTATION IS WELL UNDERWAY AND WILL CONTINUE AT PPOP

Restruciure the organization %

Restructure the incentive system

Develop new supply contract Obtain new sources of supply %

Re-segment warehouse

Utilise correct storage condition

Repair refrigeration and ventilation equipment

Prepair warehouses for harvest

Obtain new customers g

introduce new value added services®*

! ! I | | | | |
I I t | i | I 1

7/12 7/19 7/26 8/2 8/9 8/16 8/23 Harvest
15 Sept

Complete

1
I: Underway

* Purchasing of chute, and setting up washing and packaging machine
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SUBSTANTIAL PROGRESS HAS BEEN MADE IN ALL AREAS
* Implemented results
Organization

Employee suggestion scheme

Kick-cff meeting, site clean up and kick-off party
New job responsibilities

New organisational structure

Purchasing

New supply contracts developed and signed

Relationship established with association of private farmers

New farmers visited, quality inspected, and new contracts signed
Advertising for new suppliers

Harvest receipts leveled out over time

Receiving

Using acceptance testing procedures

Storage

Warehouses re-segmented by product

Products stored under correct conditions with proper curing period
Refrigeration and ventilation equipment repaired

Electrical system repaired

Sorting / grading

Outbound sorting introduced

Sales

New sales team
New incentive system
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TO ENSURE THE SUCCESS OF RESTRUCTURING IT MUST BE THOROUGHLY
EXPLAINED TO ALL WORKERS
e Approach used for PPOP

Work with management to
develop restructuring plan

Clearly explain new

72 719

A A

A

General  work day and  Initial meeting

meeting With yick-off party
all workers

with each
department

A

A

roles and
responsibilities to
workers
Obtain feedback
from workers on
preposed changes
Communicate
salary system
Begin
implementation
| ] | | 1 ] | ]
] | | { 1 | I |
7/26 8/2 8/9 8/16 8/23 8/30

A

Final meeting New work New salary
with each contracts structure
department signed takes effect

The Boston Consulting Group
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SEVERAL IMPORTANT LESSONS WERE LEARNED DURING THE OPERATIONAL
IMPROVEMENT PROCESS
e Director’s support is the most essential ingredient

Problem Solution

Management does not buy into change Show clear financial bereiits of improvements

Have management make all presentations to workers, city officials, and
privatisation committee

Management involvement in solution generation

Conduct a customer survey of perceived strengths and weaknesses

Implementation tasks were not performed in Assign specific tasks to specific individuals

a timely manner .
Agree a detailed work plan

Monitor progress closely

Perform hands on training/assistance, eg. make sales calls with sales
department

Workers are sceptical of change Work day and kick-off party
Implement performance pay scheme

Suggestion scheme
* incentive for best suggestions

Management presentations of restructuring program
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Operations

Operational problems and improvements
Financial impact of operational improvements
Organizational improvements

Action pian and implemented results

v w—

Strategy

Market segmentation

Pricing

New products

Financial management

Financial impact of strategy and operationai improvements
Action plan and implemented results

The Boston Consulting Group
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BY FOCUSING ON SELECTED SEGMENTS AND SERVING THEIR NEEDS PPOP
CAN INCREASE TOTAL REVENUES
* Segmentation

Current Practice Problem Solution
* All customers receive ¢ Loss of revenue * |dentify different segments
products of same quality - low end customers would - group customers with similar
buy more if they could find needs
cheaper vegetables evzn of - separate groups that have
lesser quality different needs
- hich end customers would ¢ Evaluate attractiveness of the
buy more if they could find segments
better quality even at higher - size
price - growth
- margins
- competition

* Assess the requirements of serving
the segment
- how the needs of segment can
be satisfied

* Evaluate the task for PPOP
- is it profitable for PPOP to
serve the segments?

* Focus on selected segments
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PPOP SHOULD FOCUS ON SERVING THE SELECTED SEGMENTS

Identify segments

Y

Evaluate attractiveness

Y

Assess requirements

l

Evaluate fit with PPOP

l

Focus on selected segments
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PPOP IS CURRENTLY SELLING

TO SEVERAL DIFFERENT GROUPS OF CUSTOMERS

« Without differentiating them, however

PPOP
1992 Sales 283 M Rb

Retailers

30% 10%
300/0 zocyo 1. 00/0

Social

Institutions? Cafes

Restaurants,

Regional
Wholesalers

Others?

' Through intermediaries (retailers)

¢ Price: No difference

* Quality: No difference

» Service: No significant difference

ZInclude sales to farms (barter for vegetables) and truck sales to consumers

Source: BCG Interviews

The Boston Consuiting Group
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THE CENTRAL RETAILER SEGMENT IS THE BIGGEST IN PERM CITY

Retailers (52,000 t)

Central*
43,000 t

Retailers for social
institutions
(11,000 t)

Suburbs*
9,000t

Perm City  |—

Large social
institutions
{8,000 t)

Non-seasonal
(hospitals)
7,000t

Regional
wholesalers
(5,000 t)

Seasonal
(summer camps)
1,000 t

Restaurants
(3,000 t)

3,000 t - segment size (tons of vegetables/year)

is currently served through
retailers for social institutions

* 60% ot population lives in central part of Perm city. Central part has significantly better developed infrastructure. Population

in sauburbs buys vegetables either from tarms or in daily commutes to work in the center

Source: BCG Analysis (estimated figures)
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CENTRAL RETAILERS MAY BE FURTHER SEGMENTED BY QUALITY
» Segmentation should be based on sales force reports!

Quality segment Characteristics
High quality mix * 20-25% of central retailers’ sales
> 35% - market quality > » Facing center streets with high traffic
rest -standard * Privatized

Medium quality mix

- e Located on lower traffic streets
20% - market quality
* Some still in municipal ownership
60% - standard

20% - non-standard

» 75-80% of central retailers

! Significant differences were observed in retailers located closely one to each other = direct estimate o1 requirements is needed

Source: BCG Interviews and Analysis
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SEGMENTS OF LARGE SOCIAL INSTITUTIONS, CENTRAL RETAILERS AND
RESTAURANTS ARE MOST ATTRACTIVE

Large social institutions (seasonal and non-seasonal) are attractive due to high
margins (up to 29% net profit margins), low competition and long term contract

purchasing
*  This segment was buying 100% of its large volumes at retail prices until
recently

- currently start buying directly from wholesalers

Central retailers is a large growing segment, with healthy margins
. Central retailers buy four times more produce than next largest segment

Restaurants, cafes, canteens have high margins and are fast growing
. Growth rate is 10-12% a year

Source: BCG Interview and Analysis
The Boston Consulting Group 15101727.8.9¥sa/repont
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FOUR MAIN FACTORS DEFINE SEGMENT ATTRACTIVENESS

Segment
Segments Size Growth (% of sales per Margins Competition Attrac%iveness
(# of units) (000’s tlyr) year in constant Rb)
Central (41) Big 2-3% Average High Averaga/high
Retailers (43,000) (quality mix) {all wholesalers + direct farm
suppliers)

Remote (19) Average -3-5% Low High from other channels Low
Retailers (9,000) {cheap produce) (direct saies from farms)
Big Social (11) Average -2-4% High Low High
Institutions (7,000) (15% retailer margin + wholesaler (old structure of supply through
(non-seasonal) margin, 100% prepayment, stable retail/wholesalers)

demand)
Big Social (12) Small, but 0% High Low Average/high
(seasonal) concentrated in (retail 15% margins + 100% (no commerciaiization of supply

summer prepayment) yet; old structure)
(1,000)

Retailers for (9) Average -5-7% Low High Low
Social Institutions {11,000) (quality mix) (from direct suppliers)
Regional (5-15) Smali -4-6% Average Average Low
Wholesalers (5,000) (use PPOP as last resort, hence, (from farms, other wholesalers)

price is usually high, howaver

demand is spontaneous)
Restaurants’, (85) Small l 10-12% l High High Average/high
cafes,canteens (3,000) (pay high price for high quality]  (from private rural residents, food

products)

viholesalers that also carry some
fruits)

! There is a potential of further quality segmentation between high quality restaurants and lower quality canteens. Resulting subsegments
are , however, not very significant due to small size.

The Boston Consuiting Group
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GROWING DIFFERENCES IN INCOMES WILL DRIVE DIFFERENCES
IN SEGMENT GROWTH
* Demand for vegetables will stay unchanged in 1993/94

Segment Growth Estimate'! | Rationale
(% / year)
Central Retailers 2-3% « Gaining most from quality grading due to highest diversity of clients

» Capture some of fast growing demand of high
income clients (1st quarter - 0.5% growth?)

Remote Retailers -3-5% * Demand from low income clients is going to decline
(decline)

Large Social Institutions -2-4% » Consumption is regulated by norms per person

(Non-seasonal) (decline) » Decline in budget financing

* No increase in peopla served by institutions

Large Social Institutions 0% » Increase of supply to summer camps of some industrial plants (eg.
(Seasonal) Permorgsintez, cable plant) offsets general decline in budget financing
Retailers for Social Institutions -5-7% * Social institution demand is nct growing

(decline) * Increased bypassing
Regional Wholesalars -4-6% * increased sales from farmers directly

(decline)
Restaurants, Cafes, Canteens 10-12% » Increase in number of restaurants and cafes (11 new private opened last year)

* Population (especially higher income groupes) is going to eat out more

Overall Market 0% * Ssgmentation on qualily offsets demand decline (low income population buys
more cheap products, high income groups buy mora since quality is good even if
more expensive)

' All growth estimates are in real Rbs
? Growth is estimated comparing weekly sales of interviewed retailers of products that were available throughout the 1st quarter

Source: BrG Interview and Analysis
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SEGMENTS OF LARGE SOCIAL INSTITUTIONS, CENTRAL RETAILERS AND

RESTAURANTS ARE MOST ATTRACTIVE
* Best combination of size, growth and margins

Matrix of segment attractiveness

High A

25%
Large Social Q

Inst. (Nonseasonal)

O

25%

Retailers for Social
Institutions

®

Large Social Inst.
(Seasonal)

O

Restaurants,
canteens, cafes

Margin
o //R tailers (Cent
20%  Regional etailers (Center)
Wholesalers '*
Retailers
(suburbs)
3%
Low @
>.
Low Growth High

Source: BCG Analysis

The Boston Consulting Group
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x% PPOP’s share

27.8.8¥sa/tepont 181



ASSORTMENT. QUALITY GRADING AND FLLEEXIBLE PRICING ARE KEY FACTORS

IN SERVING CENTRAL RETAILERS

What they need?

* Assortment (fruits, canrnied food, sugar, rice etc.)

» Availability in spring, summer

* Quality (20-25% high quality, 60% - standard, 15-20% - non-standard)
* Packaging (20-30% of products should be packed in plastic bags or nets)

—

—

How to serve it?

Basic
» Increase assortment and out of season
availability by trade/better storage
¢ Supply products of different quality mix
* Provide quantity discounts
* Supply packaged products

Plus extra
» Delivei packaged produce shortly before
evening peak hours
* Flexible price-payment scheme

Source: BCG Analysis

The Roston Consulting Grcp

PPOFI s Task

* Increase trade, speed up turnover
e Establish quality mix
(high - 20%, standard - 60%,
ncn-standard - 20%)
* Introduce flexible pricing
e Install equipme:it for washing
* Install equipment for sorting
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PPOP HAS CAPABILITIES TO SUPPLY
NON-SEASONAL LARGE SOCIAL INSTITUTIONS

What they need?

delivery, unloading, etc.)

shape and size’)

* Reliability (truck should arri.e every day at agreed time)

* Convenience (they do not want to spend time and effort dealing with ordering,

* Constant supply of basic vegetables ( need to fulfil the norms year around)

* Quality ( quality requirements are high for diseases, dryness, but low for

———

How to serve it?

Basic
* Long term contract of supply
* Reliability of supply (mix, quantity, quality
and delivery schedule)
 Contact with municipal authorities
(they pay)

Plus extra
* Provide discounts on sales volume (or
rebates on quarterly sales)
* Free delivery

' Eg. can take “tirm" non-standard, i.e. produce with cuts, that is not taken as standard by retailers

Source: BCG Analysis

7The Boston Consulting Group

PPOP’s Task

entry into the segment

- sufficient volume

- own transport

- management talent

- contacts with city

administration

* Develop contacts with
management of large social
institutions

° Leverage resources for quick
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LARGE SOCIAL INSTITUTIONS {SEASONAL) REQUIRE HIGH TRADE AND
DELIVERY CAPABILITIES

What they need?

e Availability in summer (there are norms that they have to fulfil)

* Reliability of supply (products must be delivered in time)
* Quality (quality requirements are high for diseases, dryness, but low for shape and size.
Eg. can take produce with cuts, that is not taken as standard by retailers?)

* Price (a factor for parent organizations allocating monev)

-~

How to serve it?

» PPOP’s Task
Basic
* Long term contract of supply * Leverage resources for quick
* Keliability of supply of basic vegetables in entry
summer - best in trade

- management talent
- contacts with parent
companies
» Develop contacts with
management of institutions

» Contacts with parent organizations (plants,
factories)

Plus extra
* Discounts on sales volume (or rebates on
summer sales)
* Occasionally fruits at discount

' So called ‘tirm” non-standard

Source: BCG Analysis
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RESTAURANTS AND CAFES ARE VERY KEEN ON
HIGH QUALITY FRUITS AND VEGETABLES

What they need?
» High quality®

* High need for fresh fruits out of
season (even at high price)

How to serve it? PPOP’s Task

Basic
* Purchase high quality vegetables from
private residents
* Introduce money back or product change
guarantee against internal damage (potato)
* Test product for internal damage
* Preselected fruits and vegetables of high

quality

* Increase trade to supply fruits and
vegetables {esp. out of season)

» Develop a supply source from rural
residents

¢ Introduce market grade products

! High quality includes the requirement of supply only from private farmers and rural residents. Restaurarts do not want
to buy products coming from big farms due to internal damage

Source: BCG Analysis
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PPOP SHOULD NEUTRALIZE NEGATIVE REACTION FROM RETAILERS FOR
SOCIAL INSTITUTIONS THAT WILL BE BYPASSED

What they need?

freshness and dryness?)

» Daily delivery, reliability

* Price

* Assortment (assorted fruits, vegetables, flour, rice, sugar, tea, salt etc.)

* Quality ( can take some non-standard products with cuts, shape defects, but keen on

——

How to serve it?

Basic
e Match their quality mix
(90% - standard or “firm” non-standard?,
10% - high quality)
* Provide better assortment and availability in
spring, summer (trade, better storage)

Plus extra
» Offer special selection of quality for social
institutions at lower nrice

'“Firm” non-standard - vegetables with cuts of shape defects, but good otherwise

Source: BCG Analysis

The Boston Consulting Group

PPOP’s Task

» Maintain the contacts and do not
allow a break of relationships
when PPOP starts to bypass them
(sell to large social institutions
directly )
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REMOTE RETAILERS NEED LOW QUALITY CHEAPER PRODUCTS

* May be used as an outlet for non

-standard products

What they need?

* Low price (more cheap non-standard products)
» Availability (esp. cheap potato in spring, summer)

* Supply on credit (5 days after supply or longer, since it takes them
longer than central retailers to sell products)

How to serve it?

Basic
* Supply cheaper standard and non-standard
produce
* Flexible price-payment terms scheme

Source: BCG Analysis

The Boston Consulting Group

PPOP’s Task

* Use as an outlet for non-standard
products
» Solve the small scale / slow turnover /
long delivery / low margin problem
- payment in advance
- grouping smail retailers orders to.

fill trucks etc.
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REGIONAL WHOLESALERS’ DEMAND IS SPORADIC
AND MAINLY FOR NON-VEGETABLES

What they need?

* Discount on quantity

* Fruits and other products (not available in regions due to weaker trade contacts)

» Information on products/prices

How to serve it?

Basic
* Provide advance information on products
and prices
» Order size discounts
* Trade to increase availability out of season

Source: BCG Analysis

PPOP’s Task

e Use them to offset imbalances
between city and oblast demand

* Eliminate them as competitors on city
market

* Neutralize influence of their
sporadic demand

- advance order taking

- information on future product

availability
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LARGE SOCIAL INSTITUTIONS, CENTRAL RETAILERS AND RESTAURANTS HAVE
BEST COMBINATION OF ATTRACTIVENESS AND POTENTIAL FIT

High A
I Central Retailers @

O O - Selected

Segments

Large social Inst. .
Retailers for social (Seasonal) O L:rge Social llnSt-
institutions e {Nonseasonal)

Potential Fit =
for PPOP

O Restaurants,

® canteens, cafes

Regional Wholesalers

Retailers
{suburbs)
o

Low @

Low

Attractiveness High

Source: BCG Analysis
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PPOP SHOULD FOCUS ON SELLING TO
LARGE SOCIAL INSTITUTIONS, CENTRAL RETAILERS AND RESTAURANTS

Remote
Retailers

Retailers
(Center)

Source: BCG Analysis

PPOP

(seasonal)

Large Sccial Institutions

T Regional
- Wholesalers

Retail for Social
Institutions

Restaurants,
Cafes

Large Social Institutions
{ncn-seasonal)

.___b

=B

Expand (increase sales)

Enter the segment (start selling and try to increase
the presence)

Serve passively (no aggressive selling, just order
taking)

The Boston Consulting Group
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ENTERING SEGMENTS, EXPANDING IN THEM AND SERVING THEM PASSIVELY
IMPLY DIFFERENT SALES STRATEGIES

Entering segments

Expanaing in segments

L]

Passively serving segments

* Aggressive entry pricing and
discounting

* Favourable payment terms for new
customers

» Aggressive frequent direct sales
calls

* High bonuses to sales force for
new accounts

* Direct mail advertising
» Samples and free deliveries
* Full assortment

¢ Order priority

* Favourable pricing
* Flexible payment terms
* Direct sales calls

* Bonuses to sales force for new
accounts

» Full assortment

¢ Advertising

* Opportunistic pricing

* Passive order taking

* Low priority for delivery
» Limited assortment

* No advertising

The Boston Consulting Group
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DIRECT CALLING, FLEXIBLE PRICING AND GRADING AN INCREASE SALES TO

CENTRAL RETAILERS IMMEDIATELY

Plan of sales to central retailers

Products:
Quality:

Prices:

Promotion:

Delivery:

Order taking:

* Full range of food products
* High, standard, non-standard

* Flexible prices depending on order sizes and payment terms
(see example of price list)

* Rebates based on monthly sales
* Direct calling (visits and telephone calls of sales force)

* Orders are taken by sales department via visits or by
phone

* By PPOP’s truck unless agreed otherwise
(delivery is paid by customer)
» Weekend delivery for largest retailers

The Boston Consulting Group
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PPOP WILL PROMOTE CONVENIENCE, RELIABILITY AND LOW PRICES TO

LARGE SOCIAL INSTITUTIONS

Plan of sale to large social institutions

Products:
Quality:

Prices:

Promotion:

Order taking:
Delivery:

e Basic vegetables, apples
e Standard, firm non-standard?!

* Prices are set in monthly supply agreements and are equal
to prices set for retailers minus 10% discount

* Management meets with city administration personnel in
charge of hospitals and other social institutions
- discuss prices
- get blessing for long-term contracts
» Sales force visits social institutions weekly or biweekly and
makes sales pitches emphasizing convenience and reliability

* By trade department over the phone

* By own transport with PPOP workers loading/unloading
* Weekend delivery

! Firm non-standard vegetables are dry, non-rotten vegetables that are small or have cuts, other defects of shape

The Boston Consulting Group

15101/27.8 8X'sa'tepoit 193



HIGH QUALITY AND ASSCRTMENT ARE THE KEY SUCCESS FACTORS IN SALES
TO RESTAURANTS AND CAFES

Plan of sales to restaurants and cafes

Products: * Vegetables out of season, exotic fruit
Quality: * High (close or equal to “city market” guality)
Prices: » 70%-100% over prices of standard products

(see price list)

Promotion: » Direct calls by sales force (weekly visits)

* Provide samples of products available

* Information ( by telephone or by mail) on
products coming

Order taking: * By salesforce during visits or by phone

Delivery: * By own customer’s transport twice a week
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MARKET SEGMENTATION WILL IMPROVE
PPOP’S REVENUES AND PROFITS IMMEDIATELY
e Higher impact is expected in consecutive years

Actions

Estimated Impact!

Financial Effect

* Focusing on selected
segments?

* Quality segmentation of retail
stores
- finding out and
delivering the required

Increase in segment share?®
From 7% to 12% - central
retailer

From 20% of “indirect” share
to 25% “direct” share? - social
institutions (large)

From 2% to 7% - restaurants,

20.9 M Rb

(26% of 1992 profits adjusted
for inflation)

quality mix

cafes, canteens

Potential impact®

Retailers
» Central retailers will increase purchases by 25% if given
needed quality mix (interviews)
Social Institutions
¢ 5-6 social institutions are easy to switch to PPOP
- closer located
- are not satisfied with current suppliers
Restaurants, cafes, canteens
e Keen on market quality products, ready to buy (interviews)
* Potentia!l sales within next 12 month to 10-20 restaurants,cafes

' Estimated Jmpact is conservative

2 See market seamentation slid
3 Incremental increase in share

es for detailed set of actions

* By starting selling directly to social institutions PPOP captures a 25% share (direct share). Currently PPOP sells 20% of large social institutions consumption, but indirectly
5The other potential impact - price increace - Is reviewed In operational improvement plan

The Boston Consulting Group
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IMMEDIATE FINANCIAL EFFECT CF MARKET SEGMENTATION!

e Detailed caiculation

Segment

Incremental sales Net profit margin cn
increase to segment? sales (%)
(next 12 months)

Net finaricial effect®

Central Retailers

Social Institutions

Restaurants, Cafes,
Canteens

168 M Rb 5%
150 M Rb 10%*
21 MRb 7%

8.4 MRb

15 M

(4M)°
1M

15M

! Includes impact only for next 12 months
2 Sales forecasts are adjusted for infiation

L

Total effect
209 M BRb

(26% of 1992 profits
adjusted for inflation)

3 Expenses of grading, washing and packing are included in operational improvement plan and, hence, are excluded from analysis here
410% margin Is conservative estimate o! potential margin
* Offsetting effects of Icst sales 1o retailers for social institutions (80 M of lost sales @ 5% margin =4 M Rb)

The Boston Consulting Group
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Operations

Operational prcblems and improvements
rinancial impact of operational improvements
Organizational improvements

Action plan and implemented results

Market segmentation

Pricing

New products
Financial management
Financial impadct of strategy and operatlonal |mprcvements

Action plan and implemented results

The Bosion Consulting Group
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A PROPER PRICE SCHEME CAN GREATLY STRENGTHEN
THE SALES POSITION OF PPOP

¢ Pricing

Current Practice

- Problem

Solution

» Same price for all
order sizes

* Price is not affected
by volume of total
sales to customer

+ Sales volume is not
stimulated

* Higher losses due to
longer storage

» No stimulation of
customer loyalty

* Develop a system of quantity based discounts
- discounts based on order size cf a specific product
- discounts based on long term purchase agreaments
- rebates based on monthly, guarterly, or annual
purchases ;

* Order size discounts should be differentiated by products
- higher perishability - higher discount

e Sales volume discounts imay be based on total sum of
purchases, or on sum of purchases of certain products
(eg. only fruit and vegetables sales qualify for rebates)

Source: BCG Intervicws and Analysis

The Boston Consulting Group
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HOW ORDER SIZE DISCOUNTS WOULD WORK
e Eg. carrots

Order size discount How to use it?
* 1-2% discount curve! (discount is

Order size (kg) % of basic price increased by 1-2% with every doubling of
volume)

<100 100 L .

100-200 99 *» Basic price is set by director, deputy

- director, or chief of sales department

200-400 98

400-800 97 » Salesmen can not discount more than is

800-1,600 96 set by the scheme

1,600-3,200 95 .

3.200-7 400 94 * Discount scheme should be tested on

TRl limited orders before adopting it
7,400-15,000 93
> 15,000 Negotiated with * BDiscount scheme should be periodically
sales department reviewed and adjusted for seasonal

differences and other changes

' All numbers are illustrative

2 Usual retall praciice is approximately 2% discount per each doubling of volume. However, it is recommended
to start with smaller 1% scale
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HOW REBATE WOULD WORK

How to use it?
Rouble based’
» Customer receives meney back from PPOP if
Purchase volume Rebate2 % customer’s purchases exceed the agreed volume (in
roubles or tonnes) for agreed period
<30 M Rb? 0%
30,000,001 - 100 M Rb 3% » The rebate may be paid to customer or credited
towards future purchases
100,000,001 - 300 M Rb 5%
* Purchases of all or only certain products may be
included (eg. only fruits and vegetables due to
Tonnage bhased perishability)
» Rebate discounts may be used together with long
Purchase Volume Rebate term purchase contracts
(% of total payment)
< 1,000kg 0%
1,001 kg - 2,000 kg 3%

! Rouble based rebate may be less useful in high inflation environment.
2 Rebate is paid only on amount above 30 M Rb and corresponding percentage is applied to each volume bracket

3 All numbers are for illustrative purposes only
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DISCOUNTS SHOULD BE
AND ADJUSTED
* How to achieve op

REGULARLY CHECKED
IF NECESSARY
timal discounts?

Determine the

floor (lowest possible level

of price after discounting)
Floor = purchase costs + transp

ortation costs + other variable costs

Start with giving small discounts to check the reaction of buyers

It is profitable to discount more jf increase in profits due to increased sales is more
than loss on margin

The Boston Consuiting Group
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NEW PRICING WILL HAVE A SIGNIFICANT IMPACT ON PROFITS

Actions Estimated impact? Financial effect
* Introduce order size * 15% increase in sales
discounts |:> volume to retailers l:> 87.3MRb
= Introduce rebates * 10% reduction in (101% of 1992 profits
» Different prices for losses adjusted for inflation)
different payment
terms

Potential impact

» 30% increase in sales to retailers (interviews)
» 30% increase in turnover speed => 30% reduction in losses for fruits
and 15% reduction in losses for vegetables

! Estimated impact is conservative
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EFFECT OF NEW PRICING POLICY
* Detailed calculation

Sales volume increase

Sales Net profit = Net profit
volume margin
New Pricing 1,650 M Rb 6%’ 99 M Rb
Status Quo 1,435 M Rb 5% 72 M Rb Financial effect

Incremental: 27MRb

87.3MRb

(101% of 1992 profits
adjusted for inflation)

l.oss reduction?

Purchases Loss Decreased
offruitand X reduction = costs
vegetables
603 M 10% 60.3 M Rb
! Increase In profit margin results in spreading fixed costs that are currently 20% of sales over higher volume. This effect is offset by discounting, however. The
net increase of 1% is conservative estimate

2 Effect Is calculated under conservative assumption that you buy less but sell same amount if losses are reduced (vs. buy same - sell more)
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Operations
. Operational problems and improvements
e Financial impact of operational improvements
* Organizational improvements
. Action plan and implemented results

Strategy
J Market segmentation
. Pricing

. New products

*  Financial management

a Financial impact of strategy and operational improvements
s  Action plan and implemented results
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PPOP SHOULD ACTIVELY SEARCH FOR NEW PRODUCT OPPORTUNITIES

Current Practice

Problem

Solution

e Slow introduction of
new products into
PPOP

- only 6% of
products wera
outside of fruit-
vegetable
profile in 1992

* No system of
evaluation of fit of
new products to
PPOP’s profile and
capacities

¢ Loss of potential

revenue and profits| on new product opportunities

- what products are in demand
- purchase and sales prices

* Evaluate new product fit

voiume per ton)

» Assess profitability
- purchase price
- sales price
- direct expenses
- losses

» Weekly report from chief of sales department to director

- forecasts of major shifts in demand (monthly)

- storage conditions (temperature, humidity,

- capacity utilization (What are the delivery
months? Is demand seasonal? etc.)

The Boston Consulting Group
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INTRODUCTION OF MORE NEW PRODUCTS WILL INCREASE PROFITABILITY
* New products include imported fruits, preserved vegetables and fruits,
sugar, flour, rice, canned food, non-food products

New products allow to increase capacity utilization in “low utilization” months
. New products mostiy are non-seasonal

Losses on other food products and fruits are lower
. 30% on vegetables vs. 3-5% on other food products, 15% on fruits

Run down period on “fruits and other products” is usually shorter, hence, quicker
turnover

. 4-6 months for vegetables, 2 weeks for fruits, 1 month for other food
products

Storage is cheaper
i Storage conditions are less demanding

New products allow increase in customer base

. Eg. exotic fruits - restaurants, cafes; food products - general food stores,
etc.

Source: BCG Analysis
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7

ATTRACTIVENESS OF A PRODUCT SHOULD BE EVALUATED
ACCORDING TO SEVERAL PARAMETERS
e Eg. sugar

Attractiveness of product

No—

Mark-up Transport Storage Handling Seasonality of Volume Other
20% costs costs Costs Supply/Demand important issues
* Sales e Distance * No refri- e Packed in || * No seasonality * Orders * Price is likely to
price to source geration sacks are large increase due to
{50kg) ° Some control (>1000t) difficulties with
* Purchase || » Tonnes * Humid. very over timing of import from
price per control cheap to supply Ukraine
wagon, load
truck » Availability of
(3 times * Easy to sugar increases
more than handle other sales
fruits, - complimentary

vegetables)

products (tea,
dry fruits)

- one stop
shopping

The Boston Consulting Group
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THERE ARE VARIOUS INTERESTING PRODUCTS TO INCREASE PPOP
ASSORTMENT
e Summarised product evaluation matrix for some products

Other

Products | Miark up* Storage Seasonality/ Transport
Conditions Control of Supply Costs
Timing
Apples 70% Refrigeration Seasonal, low High Very quick saie is required
control over (long (< 2 wks, sorting and grading is
supply timing distances) necessary)
Canned 10-15% None Full control, Low High value per volume and
Products no seasonality weight
Sugar 20% Humidity control] Some control of | Very low Price will likely to go up (cut off
supply timing, no | (3 times less | of Ukrainian imports)
seasonality ihan fruits and | Sales of sugar increase other
some sales
vegetables) * One stop shopping
o Complementary
products
Flour 20% Humidity control| Significant control| Same
of supp!y timing,
no seasonality
Coffee 10-15% None Full control, Low High value per volume and

no seasonality

weight

* Net of losses

Source: BCG Analysis

The Boston Consulting Group
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Operations

Operational problems and improvements
Financial impact of operational improvements
Organizational improvements

Action plan and implemented resuits

Strategy

[ ]
P

Market segmentation
Pricing
New products

Financiai management

Financial impact of strategy and operational improvements
Action plan and implemented results
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MANY OF PPOP’S PROBLEMS COME FROM IMPRUDENT FINANCIAL MANAGEMENT

e Finance

Current Practice

Problem

Solution

* Excessive borrowing

e No planning of overall cash
position
- borrowing is based on
separate purchases

e All loans are taken from one
bank

* No mechanism for evaluating
financial aspects of business
decisions

* Leveal of debt is too high
- drains cash needed for
operations

» Defaults on debt payments
- increased interest costs
- no availability cf external
funds

* Weak bargaining position

» Vulnerability to bank
performanrce

» Suboptimal allocation of
financial resources => loss of
potential profits

¢ Reduce the debt level
- sale of inventory
- collection of receivables
- sale of one of six warehouses
(last resort measure)

e Develop financial plan (overall cash
position of the compzny)

» [dentify possible sources of
financing

* Solicit financing by presenting
financial plan

» Use of simple methods of financial
analysis (eg. payback period)

e Prioritising projects

The Boston Consulting Group
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FINANCIAL DISTRESS CAUSED BY LACK OF FINANCIAL PLANNING AND
EXCESSIVE BORROWING LEADS TO LOSSES
» PPOP lost 25 M Rb 1st Qtr ‘93 ( first time in history)

No financial High interest No internally
- —
planning costs generated funds
Defaults on No funds for Losses
debt service purchases e b P
Excessive Credit ~ No external
borrowing watch funds

Financial distress

Source: BCG Analysis
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EXAMPLE OF IMPRUDENT BORROWING: 140 M Rb DECEMBER LOAN

Only 60% of loan could be used for purchasing (within a week)

. There was no advanced preparation and planning of how to spend the
money

Desperate to use money PPOP advanced 35 M Rb to unknown supplier that did not
ship the goods

o PPOP lost at least 10 M Rb, as a result

Slow turnover and low margins of purchased products impeded debt service
. Less than 10% monthly return on products purchased on December credit

Source: BCG Interviews and Analysis
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REDUCTION OF DEBT TO SUSTAINABLE LEVEL MINIMIZES
PROBABILITY OF DEFAULT

MRbL—

Actual

Cash
\available for

interest
payments

Defaults

16 interest dué\_/y

Sustainable interest

et

Aug

Sep

Oct

Dec

* Current d=bt level is 100 M Rb

* Monthly interest is 16 M Rb (200%
annual rate)

* Cash available for interest
payments comes from profits from
operations before interest

* On two occasions there is no enough
cash to pay interest due => Defaults

U

* Company will not have defaulits if its
interest payments are 8 M Pb or less

= Company can sustain only 50 M Rb of
debt!

"8MRbx12=56 MRb roughly equal annual interest payments on 50 M Rb of debt @ 200% Interest rate

The Boston Consulting Group
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CURRENT LEVEL OF DEBT IS MUCH HIGHER THAN MAXIMUM DEBT THAT CAN
BE SUSTAINED UNDER STATUS QUO EFFICIENCY

e,

Factors defining sustainable debt (Status Quc})

» Desired interest coverage ratio? 2:1
Status Quo Situation « Average turnover cycle?: 1.5 months
e Average margin before interest?: 15%

1614 » Sales volume for 1.5 months: 180 M Rb

) +61% e Current interest rate: 170%
64 |- SRS ... Sustainable

M Rb

-

" s -‘, ’ debt level Q
Current

debt
Sustainable Debt?

64 M Rb
(39% of current debt)

! Interest cover is the ratio of profit before interest costs to interest costs

2 Average turnover Is calculated as a welghted average of turnover of typical PPOP’s product range
3 Margin betore interest equals profits before interest divided by sales

4 180 M Rb x 15% + 2 = 13.5 M Rb - Interest for 1.5 months {(13.5/1.5) x 12] + 1.70 =64 M Rb
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HOW FPCP SHOULD REDUCE ITS DEBT TO SUSTAINABLE LEVEL
WITHOUT RESTRUCTURING

Step 1

Immediate sale of current inventory
° Estimated proceeds are 96 M Rb!

Step 2

Speed up collection of receivables
. Reduce average credit period from 5 to 3 days
(see recommended price-payment terms scherlule)
. Estimated proceeds 7 M Rb

Total cash proceeds of 105 M Rb are sufficient to reduce debt to sustainable level

Next harvest opiions
Sell one of six warehouses if historical purchasing practices are not changed
. Estimated sales proceeds are 50-60 M Rb (small, not refrigerated)

Agreements on consignment with farms

! Net of VAT and profit texes, 15% discountad to account for “fire szaie”
The Boston Consulting Group 1810127.803anepon 215



RESTRUCTURING WILL ALLOW A SIGNIFICANT INCREASE
IN THE SUSTAINABLE DEBT LEVEL
e Even at higher interest rates of commercial banks

Factors defining sustainable debt level
(after restructuring)

* Interest coverage ratio 2:1

161 T
e Average turnover: 1.1 months
200 deemeemememeed e Sustainable debt level ¢ Average margin before interest': 20%
a (after restructuring)
& e Average sales for 1.1 months: 202 M Rb
r 64 domceeeemee Sustainable debt level
(current) ° Expected interest rate: 220%

s

Sustainable debt level?

Status Quo

100 M Rb

! Increase in margin results mainly from spreading fixed costs over higher volume, reduced losses and more protitable product mix
2 202 x 20% + 2 = 20.0 M Rb - interest payment for 1.1 months [(20.0/1.1) x 12] + 220%= 100 M Rb
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DEBT REDUCTION WITH RESTRUCTURING WILL ALLOW FINANCING OF
HARVEST PURCHASES KEEPING DEBT BELOW SUSTAINABLE LEVEL

* Restructuring allows to increase sustainable
debt level to 100 M Rb

Lt

* 61 M Rb are used to keep debt in a
sustainable level

Currently After restructuring
Dokt level without * Rest of restructuring benefit can go for
att level without new
= harvest purchases harvest purChases

0 Debt for new harvest
purchases

----- Sustainable debt lavsl

11t restructuring does not proceed fast enough and resulting increase of debt capacity is delayed, more than 61 M Rb will be needed to bring actual debt below
sustainable debt level
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THE FINANCE / ACCOUNTING DEPARTMENT SHOULD EVALUATE
THE FINANCIAL IMPACT OF DECISIONS
* Eg. purchasing decision

/ General management \

Monthly sales General purchasing
forecasts (volume, guideline (capacity
price) constraints, seasonality etc.)
Sales Purchasing

N\

Sales price, volume,

turnover time Best purchase <
(by product) offers * Purchase / no purchase
decision (large orders)
\ * Financial auidelines
Finance / Accounting (small orders)
Evaluate profitability of

purchases

' Finance department evaluates only purchases of new products, large purchases or other non-typlcal purchases. For other purchases financial department
formulates guidelines that are used by purchasing department
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HOW TO SELECT MOST PROFITABLE PRODUCTS FOR PURCHASE

e Evaluation of product profitability index

Inventory

/

Expected
losses

Capacity
constraints

Select products with
highest profitability

Revenue

index:

Costs! = Index

Sales price
forecast
as \ Sales revenue
Sales volume / forecast
forecast I
Purchase!
v costs
Purchase / /
volume?
Variable!
Purchase price operational
costs
Distance
Transportation!
costs
Fare
Expected Expected
turnover time interest costs

' Only variable costs directly resulting from purchases of product are to be included Into calculation. Labour, electricity and other costs are fixed with respect to

single purchases

2 Purchase volume = Sales forecast + Expected losses - Existing inventory

The Boston Consulting Group
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HOW TO SELECT MOST PROFITABLE PRODUCTS FOR PURCHASE
» Cabbage purchase example

Sales department estimates that 150 t of standard quzlity cabbages can be sold

at 250 Rb/kg from Jan 1 to Jan 14

Purchase department solicits best offers and reports that the requireu purchase volume
of 165 t can be purchased at 150 Rb/kg

» Source: Uzbekistan

» Transportation costs: 4.35 M Rb (725,000 Rb per wagon, 27 t max load)

{

Expected interest costs: 1.2 M Rb (@ 250% rate over 1 week of average turnover)

37.5MRb

Profitability Index: ———— =1.5(compare with other products)
248 MRb
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NEW FINANCIAL MANAGEMENT WILL POSITIVELY IMPACT PROFITS

Actions Estimated impact’ Financial effect
* Debt reduction to * Reduced interest
sustainable level (;'> costs? (no penalty ':J\> 34.1 MRb
* Faster collection of charges) (42% of 1992 profits
receivables * Reduction in adjusted for inflation)
receivables by 2 days
of sales

Potential impact

Debt reduction
« Penalty interest charges of 1.17 M Rb per month are expected over next
12 months if nothing changes
* Penalty charges would be totally eliminated

Collection of receivables
» Potentially receivables can be reduced from 7 days of sales (current
average) to 3 days of sales

' Estimated impact is conservative
20nly reduction of excessive Interest (penalty interest) is included. Overall reduction of interest due to reduction of debt should not be considered
since its effect is already accounted for in debt reduction
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NEW FINANCIAL MANAGEMENT WILL HAVE POSITIVE EFFECT ON PROFITS
¢ Detailed calculation

Debt reduction to sustainakle level

Average monthly
penalty charge X
(based on 6 months 93)

Adjustment for interest
rate increase! =

0.83 M Rb 1.42

Expected monthly
penalty charges x

1.18 M Rb

12 =

Reduction in penalty
charges (annualized)

141 M Rb

Faster collection of receivables

Reduction of
working capital x

Reduction in days of
sales of receivables X

Expected
daily sales? =
5MRb

2 days 10M

Market interest
rate

200%

Reduction in interest
costs

20 MRb

< >

Financial effect

- 34.1MRb
(42.6% of 1992 profits
adjusted for inflation)

! On average peralty charges in 1st half 1993 were based on 140% annual interest, hence adjustment for Increase of interest rate to 200% (200% : 140% = 1.42). Penalty

charges equal 100% interest due
2 Conservalively estimated from annual sales of 1,435 M Rt (Status Quo annual expected sales)
The Boston Consulting Group
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DEVELOPING A BASE FOR PRIVATE FINANCING WILL PROVIDE ACCESS TO
CAPITAL AND REDUCE FINANCING COSTS

* Plan of purchases (amount, source, price) by month

* Plan of sales (amcunt, source, price) by month
Develop financial plan < ( price) by

e Expenses by month

l * Taxes

Identify possible <::‘ * List of commercial banks with offered terms of financing

sources of financing e Contacts with loan officers of banks

'

Solicit financing * Present financial plan
(amount, terms, timing) <:Zl

* Apply for needed funds

'

Evaluate offers and
select the most valuable
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PPOP HAS SEVERAL ALTERNATIVE SOURCES OF BANK FINANCING
o Currentiy deal with one bank, however

Bank Size of statutory fund | Commercial credits terms Management Attitude
AB “ZapadUralBank” 1.5BRb * 210-220% annual rate for | * Ready to discuss a business
3-4 months maturity plan

* Business plan is required | * Appreciate probiems with
vegetables in the city

“PermComBank” 2BRb » 240-250% annual rate for | « Stopped opening new accounts
3-6 months maturity to serve their clients better
e Insurance and guarantee | ¢ Exceptions for big enterprises
are necessary with solid business plan
“Perm-Avers” 120 M Rb » 220-240% annual rate for | * Looking for big clients
2-4 months maturity * Ready to deal with vegetables

» Collateral is required

“PermStroibank” 116 MRb » 220-230% annual rate for | » Very interested in big clients
3 months maturity e Understand the seasonality of
e Insured contract is business and ready to
needed discuss loan’s terms
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CENTRAL BANK REGULAT!ON PROHIBI!TING COMPANIES FROM OPENNING
MORE THAN ONE ACCOUNT SHOULL BE REPEALED
e Instruction N 28 30.10.85 is still enforced

Current regulation Problem Solution
§ 1.9 “Every company ... must * Greatly reduces flexibility of Repeal of Instruction N 28 § 1.8, 1.9,
have only one checking companies in payments i.e.
account...” ¢ Acccunt terms should be
» Reduces flexibility in negotiated between banks
borrowing and companies on

competitive basis
* Limits competition in banking

§ 1.8 “Checking account ... must * Any company should be free
be opened in the bank to open checking or other
office closest to company’s accounts in any bank
location”
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MANDATORY DESPOSITING OF CASH SHOULD BE REPEALED
o “Law on Monetary System” 10.92, Instruction N 23 10.12.87

Current regulation

Problem

Solution

Companies must use only bank
transfer for most transactions
e maximum limit for cash
transaction 0.5 M Rb
» cash purchases in excess
of 0.5 M Rb allowed
only for buying
agricultural products
from individuals

Companies must deposit all
cash in excess of maximum
limits set by Central Bank

e Transfer mechanism slow,
especially for inter-CIS

* Wholesalers cannot make
rapid purchases due to lack of
cash

- long clearing delays
(1 week - 2 months)

- not enough working
capital

* Limits competition in banking

- bank deposits should be
attracted by banks but
not granted to them

Repeal regulations on mandatory
depositing and / or allow
wholesalers make cash purchases
from all suppliers

The Boston Consulting Group
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PRO FORMA CASH FLOW STATEMENT IS A VITAL PLANNING TOOL THAT WILL

ASSIST IN SOLICITING FINANCING FROM BANKS

Sep

Oct | Nov | Dec

Cash flow from operations

Inflow:
Cash from sales
Raturns from suppliers
Cash from other activities
Total inflow

Outflow:
Purchases
Transportation
Labour
Utilities
Returns to customers
Other (eg. replacement reserves)

Total outflow
Net cash from operations

Cash flow from financing
Inflow:
Interest received
Loans received
Total inflow
Outflow
Interest paid
Loans paid
Total cutflow

Net cash from financing

Cash flow from investments
Inflow - disposition of assets
Outflow - acquisition of assets

Net cash from investments

Total cash flow

The Boston Consulting Group

Major indicators

Positive net cash flow from operations
shows that company is generally
healthy and can grow using internally
generated funds

Growing company may have negative
cash flow from investments

Cash from financing should be a
function of target growth and cash
from operalions
* Financing provides cash that is
needed for growth if operations
cash flow is not sufficient
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LOCAL AUTHORITIES SHOULD RE-EXAMINE SUBSIDY POLICY FOR VEGETABLE
WHOLESALERS

After privatization and restructuring vegetable wholesalers will become profitable
. Change of strategy
- more trade less storage
. Marketing improvements (segmentation, pricing, advertising, etc.)
*  Operational improvements (storage, refrigeration, handling, etc.)

. Financial management improvements (shorter payment cycle, planning,
etc.)

All subsidies will become unnecessary
In short term, selective subsidies may help solve payments gridlock
. Wholesalers lack fun ‘is to purchase next harvest

J Banks refuse to iend to indebted wholesalers

If local authorities insist on distributing subsidies, rational aliocation mechanism
should be used
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iN SHORT TERM, SUBSIDISED LOANS MAY HELP RESOLVE PAYMENTS CRISIS

IN WHOLESALING

Banks refuse to credit basic vegetable purchases
Wholesalers do not have funds for harvest purchases

Farmers refuse to supply on credit

L

Rapid privatization and
restructuring of
wholesalers

|j> Payment crisis @

17

Subsidised loans can break
gridlock

The Boston Consulting Group

Consignment sales
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ALLOCATION OF SUBSIDISED LOANS BETWEEN WHOLESALERS IS CURRENTLY
AT FULL DISCRETION OF ADMINISTRATION
* No systematic allocation criteria

Central Bank <:I Central Bank allocates subsidised credits to
(Moscow) Perm oblast
+ - Administration decides which of
CentralBank | | City/Oblast wholesalers get the money
(Perm) Adninistration
* * No system or rules exist
Commercial Commercial Banks distribute the loans

Banks

i

“Lucky” wholesalers receive subsidised

Wholesalers loans through their commercial banks

oo

Impact

» Subsidised loans do not stimulate efficiency

* Money is allocated suboptimally => city does not receive as many
vegetables as it needs

Source: BCG Interviews and Analysis
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A BIDDING SYSTEM LEADS TO FULFILMENT OF CITY NEEDS IN BASIC
VEGETABLES AT THE LOWEST SUBSIDY COST

Example: potato bid Main steps

. . . * Administration invites wholesalers to bid
Administration

allocates 230 M Rb

* Bid specifies tons to be supplied and total

bid — | bid ——~ bid loan required
Wholesaler A B c
Loan asked 100 MRb 150 M Rb 80 M Rb . l:;xiccj‘r:::;stratlon allocates loans to highest
Tons offered 2,500t 3,000t 1,500t
Bid (VM Rb) @ . ::lzcgi[:;e:nl:iia,shgfecsoaﬁi :ontracts between
richd EL I [

» Administration controls the contract
performance of the wholesalers
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ALLOCATION OF SUBSIDISED CREDIT TO SPECIFIC VEGETABLES SHOULD BE
A FUNCTION OF CONSUMPTION AND PURCHASE PRICE
e Example calculation

City receives 2
billion Rb in

subsidised
credits

Potato Carrot Cabbage

Expected purchase price (Rb/kg) 50 60 60
Target consumption (tons) 40,000 6,000 6,000
(last year + adjustments)
Target purchases (M Rb) 2,000 360 360
Percentage of total (%) 74% 13% 13%

U Y Y
Subsidised loans allocated (M Rb) 1,480 260 260
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THE BIDDING MECHANISM SHOULD BE CLEAR FOR PARTICIPANTS
* Suggested bidding scheme

What products should be included in * Potato, cabbage, carrots of standard quality
bidding?
* One bid for one product type

What will be the : :sponsibility of wholesaler * To sell out of season only ( to be defined) the
whose bid is accepted? amount of product specified in the bid to
population of Perm

What should be specitied in the bid? » Total amount of sales offered (in tons)
* Total loan requiread

* Amount of tons of product
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POSSIBLE DANGERS CAN BE AVOIDED

Dumping product during harvest season

» Qualification that September - October sales do
not qualify for contract performance

“Sale - buy back - sale” schemes, or other
fake sales

» Administration can check books and facilities

Misuse of subsidised loans (purchase of
other products)

* Wholesaler must sell the contracted amount of a
vegetable product irrespective of its actual loan use
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Operations

Operational problems and improvements
Financial impact of operational improvements
Organizational improvements

Action plan and implemented resuits

Strategy

Market segmentation
Pricing

New products
Financial management

Financial impact of strategy and operational improvements

Action plan and implemented results
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MARKETING, OPERATIONAL AND FINANCIAL MANAGEMENT IMFROVEMENTS
MORE THAN DOUBLE PROFITS

Area oi improvements Effect on Profits
(over next year)
Marketing
¢ Segmentation 209 M Rb
e Pricing 87.3 M Rb’
Operations 439 MRb
Financial management 34.1 MRb
Total 186.2 M Rb
(233% of 1992 profits adjusted for inflation)

Effect of pricing operational and financial improvements are sustainable in the long term

Effect from segmentation will be higher in consecutive years

» Lagged effect of advertising, customer awareness of new quality etc.

' Relatively high impact since there is no lagging between implementation and etfect
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PRIVATIZATION AND RESTRUCTURING WILL ALLOW TO TURN PPOP AROUND
AND RECIEVE AT LEAST 80 M Rb OF PROFITS NEXT YEAR

Pro forma income statements for next 12 months!

Status Quo Quick Operational Operational, Markcting, Financial
Fixes? Improvements

Sales 1,435.0 1,622 2,211.0

Purchasing costs (1,070.0) (1,185) (1,547.0)

VAT ( 80.3) ( 96.1) (146.1)

Operational Expenses ( 351.0) ( 363.3) (398.0)

Profit (Loss) Before Tax ( 66.3) ( 22.4) 119.9

Profit Tax - -- (38.4)

Profit After Tax ( 66.3) ( 22.4) 81.5

! Under assumption of 15% per month general inflation, 20% par month rise in fuel and electricity prices. interest rate of 250% per year. No subsidized credits. All
estimates are based on conservative, least favourable assumptions of impact of the restructuring

The Boston Consulting Group
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Operations
. Operational problems and improvements
. Financial impact of operational improvements
. Organizational improvements
. Action plan and implemented results

Strategy
J Market segmentation
. Pricing

° New products

*  Financial management

. Financial impact of strategy and operational improvements

*  Action plan and implemented results l
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SEVERAL RECOMMENDATIONS HAVE ALREADY BEEN IMPLEMENTED

Direct mail promotion

New system of sales
o Customer visits

*  Transfer of sales functions from warehouses to specialized sales
department

*  Sales force training
New pricing system

Direct supply offers to large social institutions

--- and practical insights were obtained on possible problems of implementation process
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PPOP’s LETTER TO EXISTING AND POTENTIAL CUSTOMERS WAS THEIR FIRST
EXPERIENCE OF DIRECT MAIL PROMOTION

Customers were informed that PPOP is becoming a private wholesaler and
restructuring its business

* Positive image of “change”
. Removing association of municipal wholesalers with bad quality

New approach to quality, grading and marketing
Inform about changes in sales system

° No direct sales from warehouses
. Date of introduction of new system

Source: BCG Analysls
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PPOP’s NEW SALES DEPARTMENT VISITED 10 POTENTIAL CENTRAL RETAILER
CUSTOMERS

Introduced customer driven approach of “new private” PPOP

Explained how the new system of sales would work

. All sales are done through sales department, i.e. no direct sales from
waref.ouses

. Sales reps are going to visit retailers regularly

*  New pricing (discount and rebates, payment terms)
. How to place orders, set delivery time, etc.

. Procedures on solving customer quality complaints

Made a sales pitch
. Products currently available and arriving
. Superiority of PPOP’s price-delivery-service package
. Dropped literature (price lists, rebate pr. rosals, order forms)
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VISITING NEW CUSTOMERS GENERATED INTEREST IN NEW APPROACH AND

. RESULTED IN NEW SALES

Retailer Management attitude / reaction to New sales
new proposals (for 2 weeks of Augus\t)
Store 13 * Keen on work with sales department 4.5MRBb
° Liked 1deas of price discounts
Store 14 * Very interested in rebate system 1.3MRb
* Keen on quality complains procedures
Store 12 * Indifferent (good contacts with other wholesalers)
Store 13 * Very keen on packing
» Liked idea of rebates and discounts 0.85 M RB
» Keen on dealing with private supplier
Store 24 * Very keen on packing
Gastronom 1 * High quality products - high price needs 0.75MRB
» Higher variety of non-vegetables
* Interested in rebates
Gastronom 10 * Interested in quality complaints follow up 0.72MRb
procedure and rebates
“Commersant” * Are very keen on dealing with private supplier 1.5MRb
Store 7 * Keen on quality grading
» Liked idea on rebates and discounts
Store 53 * Not interested (passive management)
Total: 9 M Rb
(10% of expected sales
for August 1993)

The Bos?’on Consulting Group
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TRANSFER OF ALL SALES RESPONSIBILITIES FROM “AREHOUSES

TO SALES DEPARTMENT REQUIRES A TRANSITION PERIOD

Current practice

Transition period practice

New practice

Warehouses Sales
Department

Exsisting New
customers customers

Warehouses Sales
Department

Exsisting New
customers customers

Warehouses Sales
Department

Exsisting New
customers customers

During transition period (1-2 months)

Orders from new customers are taken only by sales department

All customers are informed about proposed change (see advertising letter)

« Warehouses must refer all new customers to sales department

Sales department people visit all customers to establish personal contacts

>

Transition period avoids breaking off existing customer contacts

The Boston Consulting Group
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TRANSFER OF ALL SALES FUNCTIONS TO SALES DEPARTMENT MAY BE
STRONGLY RESISTED BY WAREHOUSE PERSGNNEL

e See Order N 60 in Appendix

Resistance: reasons and
pcssible actions

Arguments for new system

How to overcome resistance

Authority loss

Loss of opportunity to make
side money on quality-price
manipulations of perishable

products

Warehouse personnel will
ship better quality to
“warehouse” customers and
worse quality to “sales
department” customers
during transition period

Sales and warehousing cannot be
done properly by same people
» Sales require frequent
customer visits while
warehousing requires constant
attendance
» Profile of sales force (mobile,
energetic, good
communication skills) is
different from profile of
warehousing personnel
(technical knowledge, book
keening skills)

Sales practice requires supply of
different products to same customer
» Warehouse personnel is only
responsible in his “own”
warehouse

Ensure and publicly announce
committment of top
management to new system
and irreversability of changes

Specify and distribute in
writing new responsibilities of
warehouse personnel and
sales department

Set up the procedure to follow
on customers’ quality
complaints and specify
responsibilities

The Boston Consulting Group
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SETTING FOLLOW UP PROCEDURE ON QUALITY COMPLAINTS WILL PROTECT
“SALES DEPARTMENT” CUSTOMER DURING TRANSITION PERIOD
AND IMPROVE CUSTOMER SATISFACTION

Complaints on quality of perishable products should be addressed to sales
department within 24 hours from receipt of shipment

Upon receipt of complaint sales person must visit complaining customer within 4
hours

During the visit, sales person and customer examine the shipment, determine quality
and sign examination certificate’

If the actual quality (certified by examination certificate) is worse than the quality
stated in shipping documents, then the quality expert and warehouse manager who
signed shipment documents are held responsible

*  They can be fined for up to 50% of price difference

Customer receives a reimbursement of 125% of price difference between quality in
shipping documents and quality received

! Sales department is to inform all customers about this procedure
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BASIC SALES TRAINING IS NEEDED FOR NEW AND EXISTING PERSONNEL

OF SALES DEPARTMENTS

Customer driven approach to sales should be explained

. Constant attention to customer needs
. Maintaining good relationship

. Search for opportunities of improving customer satisfaction

Basic sales techniques should be explained
. How to introduce oneself and the company

. How to present products and services offered
. How to negotiate price, payment terras, etc.

. How to close the sale

Basic tools of sales forecasting should be explained
. Use of historic data
. Monitoring changes in customer behavior
. Monitoring competitor activity

Source: BCG Aralysls
The Boston Consulting Group
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SALES TRAINING SHOULD BE DIFFERENT FOR NEW AND OLD EMPLOYEES
* Reversal of attituu. to retailers of old employees is most important

Type of sales person

. Strengths

Weaknesses

Required specifics in
training

Current employee of
sales department

Knowledge of current
retail structure

Knowledge of products

Existing contacts with
customers

Treat retailers as
subordinates
e Many retailers were
subordinated to
wholesalers under
planned economy

Scine customers might have
hac bad experience with
sales person in the past

Used to old work methods
(no active selling)

Emphasize that customers
are the highest value for
wholesaler

Educate that no mechanisms
other than good service can
influence customers’ choice
of supplier
e Customers are
completely
independent and may
choose suppliers
freely

New employees with no
experience in
wholesaling

Energetic, motivated
Mobile

No work habits inherited
from “old system”

No product knowledge

No knowledge of retail
structure / operations

Extensive product training

Familiarization with retail
operations / structure of
retailers

Source: BCG Analysis
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IMPLEMENTATION REVEALED MAJOR MISTAKES
THAT WHOLESALERS MAY TEND TO MAKE IN SETTING NEW PRICING SYSTEM

Possible mistake Problem How to avoid it
Sales department has full control Prices are set too low Floor prices (base prices) must
over price setting e Commissions motivate be approved by general
sales force to generate management

sales volume even at
“loss making” prices

Prompt payments are stimulated Penalty charges have negative Provide flexible price-payment

by penalty charges (as opposed connotation and discourage terms schedule

by quoting higher prices for customers » Customer may choose to

longer payment terms) pay higher price later or
Penalty charges are paid after pay lower price sooner

tax => customer pays more than
wholesaler receives
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SOME RESISTANCE TO IMPLEMENTING NEW PRICING SYSTEM
MAY BE ENCOUNTERED

How to overcome resistance |
to change

Reasons for resistance Arguments for new pricing

Short-term profits are
currently made by charging
as much as customer can

Privatisation => increase in competition
among wholesalers => undercutting of
artificially high prices to rich retailers

Eliminate perceived
complexity
* Develop a template for

bear (by some wholesalers)

e Central retailers that
are richer are charged
higher price though
they make bigger
orders

* Remote retailers may
pay lower prices
though they take small
orders

Loss of profits frog} higher prices

Loss of best customers

v

Need for new pricing scheme

order size discount and
rebates

Inform customers about
proposed new pricing and
coramunicate their opinion to
management

Persuade sales department
» Sales people have the
most to gain from new

» Ensure sustainable profitability
(high volumes => economies
of scale)

* Makes it unprofitable for
competitors to undercut prices

pricing (payment based
on volume)
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PPOP STARTED TO OFFER DIRECT SUPPLY TO LARGE SOCIAL INSTITUTIONS

Sales department and BCG visited three large social institutions
. Introduced “new private PPOP”
. Collected information on current purchases and needs
- suppliers
- products, prices, delivery etc.
- unsatisfied needs / concerns

PPOP evaluated possibility of direct sales to institutional customers
. Possible reaction from bypassed retailers for social institutions
° Profitability and volumes

PPOP made an offer of direct supply to one large social institution
. Emphasizing lower price and reliability of supply
*  Agreement of exclusive rights to supply basic vegetables was offered

Source: BCG Analysis
The Boston Consulting Group
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LONG TERM SUPPLY AGREEMENTS SHOULD INCLUDE AN EXCLUSIVITY
CLAUSE INSTEAD OF CCMMITMENTS TO FIXED VOLUMES

Current practice Problem Solution
Attempt to force customers to Customer is not prepared to Secure exclusive rights to supply
commmit to buying fixed volumes make firm committments to customer without specifying any
over period up to 1 year volumes volumes (see example in
* Specifying purchase * High uncertainty of Appendix)
volumes by product (in business conditions or * No iimitaticn of upside
tons) in long term budget financing (for - all voiumes that
agreements social institutions) customer buys go to
the exclusive
supplier

e Customer is not forced to
buy excessive volumes

* May be product specific
(eg. only basic vegetables)
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FRIVATIZATION AND RESTRUCTURING OF VEGETABLE WHOLESALERS
* Perm Pilot Project

Final Report

Part Il

2 September 1993




RESTRUCTURING PLAN FOR KIROVSKAYA
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RESTRUCTURING PLAN FOR KIROVSKAYA

Operations
. Operational problems and improvements
. Organizational improvements
. Action plan and implemented results

Strategy
. Financial rescue plan
. Market segmentation
. Pricing
. Advertising
. New products and services
. Financial management
. Financial impact of strategic and operational iniprovements

The Boston Consulting Group
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Operations

. Operational problems and improvements

. Organizational improvements
. Action plan and implemented results

Strategy
. Financial rescue plan
. Market segmentation
. Pricing
. Advertising
. New products and services
. Financial management
. Financial impact of strategic and operational improvements
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15101/27.8 9 sa"1epont 254



THERE ARE 5 MAIN OPERATIONAL IMPROVEMENT AREAS

Improve the quality of incoming products

Modify handling and receiving techniques

Optimise utilisation cf storage space and maintain proper storage conditions
Introduce new value-added services

Improve the sales and distribution process
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MORE EMPHASIS ON BUYING HIGH QUALITY PRODUCTS WILL REDUCE

LOSSES
Purchasing Receiving
Preharvest |—— Unloading |—»| Storage |—®| Sorting |——— Sales/
Planning Inspection Shipping

Existing Practice

Existing Problems

Possible Solution

* Products/quantity bought according to
last year’s sale

» Contracts negotiated with
limited numbers of suppliers
- only 1 for carrots and cabbage
- 2 for potatoes

* Not enough emphasis on quality when
choosing suppliers
- more emphasis on distance/
historical relationship

* Minimal emphasis on quality in
contracts

¢ Product delivery is concentrated
within a short period

¢ Products suffer from disease

s Inefficient planning and
consideration of customer needs

« Limited choice of quality due to
insufficient attempts to look for
new sources

- Perm district farms dictate
their conditions

e Low quality and increased
losses

= Suppliers are not responsive to
wholesalers needs

s Handling difficulties,
unloading damage

* High losses

» More interaction with sales department

» Create a dedicated purchasing team with
financial incentives and a good knowledge of
quality

 investigate alternative sources
of supply
- look for suppliers in other districts/
regions

» Introduce new contracts specifying quality
standards

» Specify delivery schedules in contract
- spread timing of receipts

= Inspect produce in field prior to harvest
- disease
- maturity

Data Source: BCG Analysis

The Boston Consulting Group
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THE FARM TO WHOLESALER PURCHASING PROCESS WILL FOCUS ON QUALITY

Purchasing informs warehouse manager of
incoming goods

I

Warehouse manager determines which
warehouse to store product

Product arrives at the warehouse

I

Weigh product to verify order

Tgst fails Reject
Sample test the quality : Contact Gov Ag. Determine quality and : Send back
» Inspector ] appropriate action » to supplier
]
Test accepled <t Accept with penalties
Damaged, Non saleable
Unload truck and sort produce diseased Remove bad produce products Fodder sale
» or losses
l produce +
Store product at correct temp, humidity and - -
conditions -> cure Identify as quick sale
T items
Monitor crop conditions constantly
Heat or refrigerate to maintain optimum temp
and humidity
Ventilate to control temp
- _" Non-saleable products

Identify spoiling products - Fodder sales or losses
I

Identify quick sale items - Perform monthly physical inventories
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PRE-SORTING PRODUCT PRIOR TO STORAGE WILL REDUCE THE
INCIDENCE AND SPREAD OF DISEASE

Purchasing
Preharvest
Planning

___»

Receiving

Unloading [——® Storage |— =+ Sorting |————»{ Sales/

Inspection

Shipping

Existing Practice

Existing Problems

Possible Solution

« Limited quality checks of

incoming products

* Emphasis is placed on

unloading speed and drop

height exceeds 30 cm

¢ Large amounts of damaged
and diseased product are

placed in storage

* Low quality

* Mechanical damage and

losses

* L osses are amplified,
space is wasted

» Use acceptance testing procedure
before unloading
- acceptance or rejection
- penalties and price reductions

* Modify existing handling techniques

* Introduce and increase pre-sorting,
especially for carrots and potatoes
- increase the number of sorters
-slow down and extend conveyor

Data Source: BCG Analysis
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STORING PRODUCT UNDER THE CORRECT CONDITIONS WILL DRAMATICALLY
INCREASE SHELF LIFE

Purchasing Receiving
Preharvest ——® Unloading —{ Storage p-| Sorting |[—— { Sales/
Planning Inspection Shipping
Existing Practice Existing Problems Possible Solution
* Products allocated to * Incorrect allocation of * Re-segment the warehouse
warehouses according to products

historical principles
- profitable products divided
between warehouses

» Reirigerated facilities are not fully * Products are stored at * Refrigerate as many carrots and
utiiised incorrect temperatures cabbages as possible
* Rotten products are not * Rotten products are stored * Remove rotten/diseased products
culled together with healthy products
= Insufficient monitoring of storage » No incentives for managers to » Create incentives for managers to
conditions reduce losses control losses
- temperature - insufficient - target loss % for each
- humidity accountability product
- curing period - no financial incentives

» Clearly define responsibilities
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GRADING, SORTING AND CLEANING VEGETABLES ARE EXAMPLES OF
VALUE-ADDED SERVICES THAT CAN INCREASE REVENUE

Purchasing Receiving
Preharvest ——— Unlcading |——®{ Storage ——&t Sorting |——# Sales/
Planning Inspection Shipping
Existing Practice Existing Problems Possible Solution
* Only 2 sorting grades of * Missed opportunity to » Introduce different product grades
vegetables differentiate products and for vegetables eg.
- standard maximize revenue - market grade
- non-standard - standard grade
- non-standard
» Sorting done a few hours before * Missed opportunity to « Sort products as far in advance of
selling differentiate products and shipment as possible
- products sometimes sold maximize revenue
without sorting
» No washing and packaging » Potato washing machine is not » Wash and package products
utilised

Data Source: BCG Analysis
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A DEDICATED AND MOTIVATED SALES FORCE WOULD BE ABLE TO SEEK
NEW CUSTOMERS AND INCREASE SALES

Purchasing Receiving
Preharvest ———»={ Unloading
Planning Inspection

——=»{ Storage

—— Sorting

———— = Sales/
Shipping

Existing Practice

Existing Problems

Possible Solution

* No one is directly responsible for saies

* Warehouse managers can only sell the
products in their warehouses

* Phone calls as the primary sales mechanism
- only 2 phones available with direct
lines

* Not enough coordination with purchasing

* Passive sales methods
- limited sales visits
- no information on customer needs
- no incentives to look for new
customers

* No accountability

* Lack of coordination
between warehouses

¢ L imited contact with

customers

» Missed market trends

» Selling opportunities are
not maximised
- no motivation to sell

* Create sale team
- they can sell all products
- they will look for new
customers

» Create financial incentive to increase
sales
- % of sales
- new customer bonus
- sales bonus

¢ Install additional phones

* Sales team to provide daily reports
on customer needs and missed sales
opportunities

» Engage in pro-active selling
- personal visits
- mailings
- advertising

Data Source: BCG Analysis
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THE WHOLESALER TO CUSTOMER ORDER FLOW WILL BE RATIONALIZED

Product is limited or on restricted list

Warehouse provides weekly availability report

* Unlimited
» Limited
* Quick sell

I

Salesman receives customer order

(3 options) r‘

‘ Product Available

Product not avﬂalble

» Salesmen gets allocated quality
* Customer gets allocated

* Whoever sells first

Salesman allows customer to order desired amount

Prepare daily stock out report ->
Produce to purchasing

“Did not have” report

v Normal order

>| Rush order

Definition

Limited not enough product
to satisfy demand

Unlimited enough product to
satisfy demand

Quick sale product that is
spoiling

Regular order to be delivered in 1-2
days

Rush order must be delivered
same day - additional
cost

Prepare order and send to warehouse each evening

Prepare order and phone warehouse

Warehouse manager receives the order

l

Warehouse manager priorities and schedules order and releases to
warehouse in waves

* Customer determines schedule

* Warehouse determines schedule

Warehouse stage each order segment

Trucks receive and combine each order segment

Delivery is made to each customer

The Boston Consulting Group
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THE MOST FEASIBLE INVESTMENTS ARE TO INSTALL THE CONVEYOR IN THE
ONION STOREHOUSE AND COMPLETE THE INSTALLATION OF
THE REFRIGERATION SYSTEM

Equipment Cost (000’s Rb) Benefit (000’s Rb) Payback *
Install conveyor in the 21 240 1 month
onion warehouse
Finish installation of the 800 8,000 1.5 months
refrigeration system
Install two wells 2,100 1,800 1.5 years
Purchase four forklift 2,000 600 6 years
batteries
Insulation

- 50 mm 3,900 160 >20 years
- 100 mm 7,800 320 >20 years
-200 mm 15,600 540 >20 years

* Assuming net Interest rate of 20%/year
Data Source: BCG Analysis
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Operations

Operational problems and improvements

Organizational improvements

Action plan and implemented results

Strategy

Financial rescue plan

Market segmentation

Pricing

Advertising

New products and services

Financial management

Financial imnact of strategic and operational improvements
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KIROVSKAYA HAS VACANCIES IN TWO KEY POSITIONS AND PRGCESSES ARE
FRACMENTED BETWEEN DEPARTMENTS
* Existing organizational structure

Lawyer

Director

Position is
currently vacant

.....................

Purchasing Director

g

/

Position is
currently vacant

Accounting ‘\\/ > Phcne operator
The sales process is fragmented
between 4 different departments
—_—
Unit 1 Unit 2 Unit 3 Unit 4 Unit 5
e Manager » Manager e Manager e Manager * Manager

* Quality specialist
» Storage manager

* Quality specialist
e Storage manager

e Quality specialist
» Storage manager

The Boston Consuliting Group
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» Storage manager
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REDEFINING JOB RESPC NSIBILITIES AND PROVIDING INCENTIVES WILL
IMPROVE COMPETITIVENESS

Problem

Solution

» Lack of accountability at all levels
* There is a lack of leadership in upper
management

» Sales is fragmented across four different
departments within the organization

* Make personnel directly responsible for
performance

* Hire a Deputy Director and a Chief Engineer

» Consolidate the sales function into one
department focused solely on sales

* Purchasing does not actively seek new suppliers
* There are no financial incentives for purchasing
better quality products at iower prices

* Sales department is not motivated to seek out
new customers

* Managers are not directly responsible for losses
and quality control

* Create awareness and motivation to reduce
product cost and increase availability

* Reward buyers based on savings and quality
levels

* Reward salesmen based on sales volume

 Salary incentive based on loss reduction

The Boston Consulting Group
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THE SUCCESS OF A NEW ORGANIZATION WILL DEPEND ON INTERACTIONS
BETWEEN DEPARTMENTS

Can you sell it?
Purchasing Sales
~— Daily report on customer
needs
Feedback on quality of Daily list of products available
products and order fulfiiment status

information on products

ks g Daily orders
bought + timing of receipts

Warehouses
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THE NEW ORGANIZATION WILL CONSOLIDATE THE SALES PROCESS AND WILL
INCLUDE A WAREHOUSE MANAGER
e Recommended organization structure

Director
Lawyer Accounting manager
Deputy director
Purchasing Warehouse mananger 3 Sales
Manager : Manager
(+2) Engineer | -------qcceeaen- '
Phone
operator
alesmen (2)
Unit 1 Unit 2 Unit 3 Unit 4 Unit 5
* Unit manager * Unit manager * Unit manager * Unit manager * Unit manager
* Unit quality * Unit quality * Unit quality * Unit quality * Unit quality
specialist specialist specialist specialist specialist
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PURCHASING DEPARTMENT JOB DESCRIPTION (1)

Job Description

Activities

Performance Measure

» Responsible for contacts
with key suppliers

* Investigate alternative
sources of supply
- assess different
sources

= Coordinate with other
departments

* Periodic visits to supplier
- phone cails and written contacts
- investigate future prices/quality and
products
- encourage supplier to grow certain products
- visit farms before harvest to assess quality

* Visit to other farms/regions
- investigate price/quality
- availability
- variety
* Investigate direct buying form dachas
» Analyse price vs. quality/possible losses
(including transport costs)
- use information from warehouse
management
» Keep sales department informed of possible
products to buy
- analyse sales department daily
reports
» Keep warehouse management informed of
products bought + timing of receipts
* Use feedback from warehiouse management on
products with low losses

* Min number of visits
* Quotas
* Quality assessment
- pre-harvest
- harvest

* Purchase price/quality vs.
historical or farm prices

* Loss reduction

* Quality assessment

* Timely report

The Boston Consulting Group
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PURCHASING DEPARTMENT JOB DESCRIPTION (2)

Job Description

Activities

Performance Measure

* Negotiate contracts and
prices with suppliers

» Assess quality

* Verify quality/price comparison

* Determine payment terms

* Negotiate quality contract

» Storage location (wholesaler or farm)

» Verify quality of purchased products
» Access quality io determine price

» Savings vs. historical

* Availability

* Extended receiving
window

» Warehouse quality determination
* Amount of losses

Incentives
Salaries based on reduction of
prices by grade of product

The Boston Consulting Group
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WAREHOUSE MANAGER 2OB DESCRIPTION (1)

Job Description

Activities

Performance Measure

» Ensure correct warehouse
segmentation

* Responsible for facilities
maintenance

» Supervise storage

» Co-ordinate with
purchasing department

* Allocate products to warehouse upon receipts

* Supervise Unit Managers
- look out for possible problem check
- supervise repairs/construction
- buy new machines when needed

» Check that correct storage conditions are kept in
all warehouses
- temperature/humidity
- physical inventory vs. projected inventory
- airing period
- space utilization / proper lay out

* Written feedback on which products have better
storage conditions
- % of losses by product type/supplier
* Receive information on timing of receipts
- plan warehouse segmentation

% loss reduction compared
to last year average
(including sales for fodder)

» Facility conditions
- refrigeration
- ventilation
- other

* % of loss reduction
» Utilization of space

¢ Timely feedback

The Boston Consulting Group
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WAREHOUSE MANAGER JOB DESCRIPTION (2)

Job Description Activities Performance Measure
» Co-ordinate with Sales * Provide Sales Department with a weekly list of * Timely repo:t/ list
Department products specifying limited or unlimited amounts
- in tonnes

- by product/grade
- list of quick sell items

¢ Receive orders from Sales to prioritise and * Adherence to delivery
schedule delivery schedule
- customer specific delivery date - customer service
- warehouse specifies delivery based on - cost

location demand

* Monitor order picking and shipping * Adherence to delivery
schedule
e Arrange transportation and monitor delivery - customer service
- cost
Incentives

Salary based on
» Loss reduction
* Timely delivery to customers
» Correct shipment of products to customers
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UNIT MANAGER JOB DESCRIPTION (1)

Job Description Activities Performance Measure
» Maintain proper storage » Daily check and adjustment of temperature/ * % loss reduction compare
conditions humidity to last year’s average
- either heat, refrigerate, or use outside air

e Supervise airing period  Utilisation

e Supervise pre-sorting into losses, quick sell, * Physical inventory vs.
storable products projected inventory

» Daily warehouse inspection - remove rotten
products

* ldentify quick sale items

* Maximize space utilization

* Inform management of space availability
» Keep account of goods available / spoiled

e Coordinate with Deputy e Goods available to be sold o Losses
Commercial Director - good conditions - saves (quick sales)
- loss condition * Physical inventory
* Perform monthly physical inventory matches accounting

records of inventory
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UNIT MANAGER JOB DESCRIPTION (2)

Job Description Activities Performance Measure

» Supervise workers * Pre-sorting * Productivity
» Grading
» Ship orders * Lading - unloading

* Receive orders from warehouse manager » Adherence to schedule

* Pull the orders from storage => weigh * Productivity

» Verify quantity and quality - weigh and visual
inspection

» Stage at entrance of warehouse

* Load trucks

Incentives
Salary based on
* Luss reduction
¢ Maintenance of proper conditions
* Physical inventory vs. projected
inventory

The Boston Consulting Group 1510127883 sarepon 274


http:1Slo1r27.6.93

SALES DEPARTMENT JOB DESCRIPTION (1)

Job Description

Activities

Performance Measure

» Responsible for a given set
of customers

* Assess demand and needs
of market and specific
customers

« Keep purchasing
department informed of
market trends and specific
customer needs

* Expand the customer base

» Negotiate contract / prices

* Daily contact by phone with existing customers to iniurm
them of products available and take orders

* Visits with customers to assess their needs/problems
- investigate which products they are buying from
other suppliers
- investigate which products/prices they want now/
near future
- investigate which services they need/desire

» Write daily reports based on customer interviews
* Informal meetings with Purchasing Department

* Personal visits to possible customers to establish
relationships

* Promote Kirovskaya through phone calls and letters with
information on products/ prices/ services

* Advertising

» Negotiate and sign contracts when needed
- negotiate prices and payment terms
- inform Accounting Department

* Meet quotas
* Minimum sales level/product
- based on last years sales

= Customer satisfaction
- periodic phone call by the
deputy director to
customers

* Timely feedback
- generated sales
opportunities

* # of new customers 2dded

* # of new calls/week

* Payment history
* Price regulation

The Boston Consulting Group
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SALES DEPARTMENT JOB DESCRIPTION (2)

Job Description

Activities

Performance measure

* Co-ordinate with warehouses

» Co-ordinate with Accounting
Department

* Issue weekly list of products available in the
warehouses
- if > 5 tonnes of a certain product, they can sell it
without checking with warehouses
- if < 5 tonnes of a certain product
* salesmen gets allocated quantity
* customer gets allocated quantity
» whoever sells first
- a list of products wit)» special bonus (that will get
spoiled/damaged quickly)
- a list of products that can only be sold after
consultation with Director

* Keep warehouses informed of products sold and delivery
requirements
- phone of such order to inform and arrange delivery/
transport
- queue regular orders and inform in the evenings

¢ Arrange payments and delivery dates
- delivery dates not set by customer will be set by
warehouse

* Feedback from warehouses

* Prompt payment
=> 5 days after delivery
- prepaid

Incentives
Salary based on sales
e Bonus for new customers
* Bonus for certain products

The Boston Consulting Group
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PERSONALITY PROFILE AND SKILLS

Position

Skills

Profile

e Sales person

» Purchasing agent

» Warehouse Manager

e Unit Manager

 Communication skills
» Knowledge of the market
(product knowledge)

» Knowledge of quality/
standards

» Communication skills

» Knowledge of contract law

* Knowledge of the market

* Management skills

» Knowledge of storage
(conditions, quality
testing, facility
maintenance, order
scheduling)

» Knowledge of storage
conditions
¢ Quality testing knowledge

* Energetic
» Convincing
* Articulate

* Negotiatior
* Motivated

e Organized
e Team player
* Energetic

e Team player
» Motivated
e Common sense

* Self confident
* Initiative

* Team player

* Energetic

* Motivated
e Common Sense

The Boston Consulting Group
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Operations

Operational problems and improvements
Organizational improvements

Action plan and implemented results

Strategy

Financial rescue plan

Market segmentation

Pricing

Advertising

New products and services

Financial management

Financial impact of strategic and operational improvements
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AN IMLEMENTATION PLAN HAS BEEN DEVELGPED
AND IS PARTIALLY UNDERWAY

Restructure the crganisation

Actions

Restructure the incentive system

Hire Deputy Director and Chief Engineer

Resegment warehouse [ Implemented

ARV

Obtain new sources of supply ] Underway
Utilize correct storage
conditions
rinish installation of refrigeration system
[ Ciean warehouse site
|
l_Ot:—’ain new customers %
L 1 1 ! § |
I I I 1 i
Harvest
Aug 2 Aug 9 Aug 16 Aug 23 Sep 15
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SEVERAL RECOMMENDATIONS HAVE BEEN IMPLEMENTED OR ARE UNDERWAY

Organization

Employee suggestion scheme

Kick off meeting, site clean up and kick ofi party
Proposed job responsibilities

Proposed organizational structure

Purchasing

Harvest window extended
Harvest receipts leveled out over time

Storage

Warehouse resegmented by product

Installation of refrigeration system underway
Installation of conveyor in onion warehouse underway
Site is being cleaned up
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Operations

Operational problems and improvements
Organizational improvements
Action plan and implemented results

Strategy

Financial rescue plan

Market segmentation

Pricing

Advertising

New products and services

rinancial management

Financial impact of strategic and operational improvements
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THE MAJOR ISSUE FOR KIROVSKAYA IS EXCESSIVE DEBT

Very high level of debt at 280 M Rb
Even with restructuring, operational cash flow insufficient to cover interest changes

Urgent need to explore drastic remedial measures to ensure survival
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KIROVSKAYA CANNOT PAY INTEREST ON CURRENT DEBT,
MUCH LESS AMORTISE IT
e Viability threatened without resolution of the debt crisis

20

10 1

B profit (excl. interest expense)

L Interest expense

M RD
o

Met profit/loss

Jan Feb Mar Apr May
1993 1993 1993 1993 1993

Source: BCG Analysis The Boston Consuiting Group 1510127.8835arepon 283



WITHOUT RESTRUCTURING, FINANCIAL POSITION OF KIROVSKAYA WILL

DETERICRATE RAP!DLY REGARDLESS OF OWNERSHIP STATUS

» Status Quo - 3 year projection

1000

-1000

-2000

MRb

-3000

-4000

-5000

-€000

1993 1994 1995

B Profit (excl. interest expense)

[ interest expense

Profit / Loss

Restructuring is impossible without debt reduction

* Debt drains all cash needed for operations

Assumptions: 220% annual interest (penalty rate), 120 M Rb of 1992 sales, 10% gross margin tefore tax ard interest

The Boston Consulting Group
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SALE OF PROPERTY AND REFINANCING AT A SUBSIDISED RATE ARz THE
ONLY POSSIBILITIES TO REDUCE INTEREST BURDEM

4 options
Operation Without debt reducticn, no cash for operations.
improvements Even drastic improvements will not be sufficient
! alone
Lease Low amount of cash raised

- 100% of Kirovskaya's facilities have to be

leased to cover the interest expense

Refinancing at a lower rate
(temporary reduction of interest)

interest rate cut from 170-280% to 50%

Asset sale

Sale of 1 large refrigeratea warehouse reduces
debt service expenses hy cutting debt by at least

> Debt service expense is significantly reduced if

250 MRb
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REDUCTION OF INTEREST RATE IS ONLY A TEMPORARY SOLUTION HOWEVER

* |t also generates additional negative effects

20

-10

M Rb

-20

.30 4

L

Negative effects

(2] o™ m (2] wm T
(o] (o)) ()] (o)) D (o]
[} (o2} (o2} (o2} [} =]
j=2}

S a ° 2 9 c

@ ) @
< %) (@] = [a) g
B Net profit [J interest expense Profit/loss

* Level of debt remains the same

» Other wholesalers will ask for
the same loan terms

» Sets up a precedent for city
administration to finance private
enterprise

 Distorts competition

¢ Budget burden 140 M Rb

* Optimistic assumptions: {

5 months sudsidised credit at 50%; then 170%
Very high sales projections (800 M Rb in 5 months)
15% profit after all operational expenses

The Boston Consulting Group
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REDUCTION OF DEBT TO SUSTAINABLE LEVEL! FOR ALL WHOLESALERS
REQUIRES AT LEAST 500 M RB SUBSIDY
* Harvest purchase financing will require additional funds

700 -+
N
600 —+ \
500 -+ \\\
N 680 S 500
Debt 400 T &
(M Rb)
300 T
\\
200 + \
100 T \\
0 k\ RISt
Combined debt Required Sustainable
of 2 Perm subsidy debt

wholesalers

' 53% of monthly sales
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SALE OF A WAREKOUSE, HOWEVER, WILL SOLVE KIROVSKAYA’S DEBT
PROBLEM EVEN UNDER CCONSERVATIVE ASSUMPTIONS

300 |

200 —— 250
Debt
(M Rb)

100 —

B 30 [
0 R v
Current debt Proceeds from Remaining
sale* debt

With the new debt level Kirovskaya has good chances of success
* * Debt can be amortised in 6 months

* Possible to obtain further financing for purchases

* Conservative estimate of proceeds from sale of 1,850 m? refrigerated warehouse in average condition. Proceeds are net of all sales expenses and taxes
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CAPACITY AFTER WAREHOUSE SALE FAR EXCEEDS LEVEL NEEDED EVEN TO
MAINTAIN CURRENT LEVEL OF ACTIVITY

101
9 -
8 -
7 ——
Capacity 6T 7//
(‘000 tons) 51 /é
6700 7
st é/
3T /
2 o
Z /
1+ /
Current Warehouse Remaining Capacity for
capacity sale capacity peak 1992
storage
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IRRESPECTIVE OF CHOSEN RESCUE MEASURES, KIROVSKAYA WILL HAVE TO
CHANGE CURRENT SEASON PURCHASES
* No funds for outright purchase of usual volumes

Kirovskaya needs to
. Arrange deferred payment terms to suppliers
. Use consignment sales rather than outright purchases
. Increase the share of high margin products (eg. fruits)
. Speed up the turnover of inventory
. Become a buying comissioner for large customers

Kirovskaya also needs to apply for exemption from profile condition for 1 year
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A CONSIGNMENT AGREEMENT AVOIDS BORROWING TO FINANCE PURCHASES
e Sample sale on consignment contract

i as a director of Kirovskaya wholesaler will keep the below

mentioned products for the maximum period of months

and will attempt to sell them alongside my own at the minimum price mentioned below
Product Quality Price

1)

2)

3)

4)

For services rendered, and taking into account selling, handling and administrative
costs, Kirovskaya will keep % of the sales revenue.

Products unsold by expiration date are returned to the owner.
Loss in transportation to / from the warehouse are covered by the owner.
The contract can be terminated prior to expiration only through a mutual agreement.

* Due to price instability, the owner reserves a right to adjust the price on the 1st of
each month

Kirovskaya Director Owner

The Bostor. Consulting Group 110127.893saepon 291



Operations

Operational problems and improvements
Organizational improvements
Action plan and implemented results

Strategy

Financiai rescue plan

Market segmentation

Pricing

Advertising

New products and services

Financial management

Financial impact of strategic and operational improvements
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BY FOCUSING ON SELECTED SEGMENTS AND SERVING THEIE NEEDS
KIROVSKAYA CAN INCREASE TOTAL REVENUES

Current Practice

Problem

Solution

» All customers receive
products of same quality

° Loss of revenue

- low end customers would
buy more if they could find
cheaper vegetables even of
lesser quality

- high end customers would
buy more if they couid find
better quality even at higher
price

» Subdivide market into different segments
- aroup customers with similar
needs
- separate groups that have
different needs

» Evaluate general attractiveness of the
segments
- size
- growth
- margins
- competition

* Evaluate company - specific attractiveness
of the segments
- what is the fit with Kirovskaya’s
potential competitive advantages?

» Choose the most attractive segments
e Focus on selected segments

— how the needs of each segments can
be satisfied
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SEGMENTATION PROCESS WILL ALLOW KIROVSKAYA TO FOCUS ON
SERVING THE SELECTED SEGMENTS

/

Identify segments

Evaluate general attractiveness

AR

j\x

Evaluate company-specific
attractiveness

Choose atiractive segments

l

. Focus on selected segments

The Boston Consulting Group
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TO SEVERAL DIFFERENT GROUPS OF CUSTOMERS

KIROVSKAYA IS CURRENTLY SELLING

e Without differentiating them

Kirovskaya
1992 Sales - 128 M Rb

60% 29,
15% 15% 8%
Retailers Social Restaurants, Regional Others?
Institutions’ Cafes | Wholesalers

1 Direct and through intermediarles

* Price: No difference
» Quality: No difference

» Service: No significant difference

?|nclude sales to farms (barter for vegetables) and truck sales to consumers

Source: BCG Interviews

The Boston Consulting Group
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CENTRAL RETAILERS SEGMENT IS THE BIGGEST IN PERM CITY

Central*
43,000t

Retailers (52,000 t)_

Retailers for social
institutions
(11,000 1)

Remote*
9,000t

Perm City

Large social
institutions
(8,000 t)

Non-seasonal
(hospitals)
7,000t

Seasonal
(summer camps)
1,000t

Regioanl
wholesalers
(5,000 t)

Restaurants

(3,000 t)

3,000 t - segment size (t/year)

Majority currently served
through retailers for social

institutions

* 60% of population lives in central part of Perm city. Central part has significantly better developed Infrastructure. Population

in suburbs buys vegetables either in farms or in daily commutes to work to the center

Source: BCG Analysis (estimated figures)

The Boston Consulting Group
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FOUR FACTORS DEFINE THE SEGMENT GENERAL ATTRACTIVENESS

» General segment attractiveness criteria

Segments Size Growth Margins Competition Segment
{# of units) {000's tiyr) (% of sales per year Attractiveness
in constant Rb)
Central (41) Big 2-3% Averz.:ge I_high High Average/high
(43,600) (quality mix) (all wholesaler + direct farm
supplier)
Remote (19) Average -3-5% Low High from other channels Low
(2,000) {cheap produce) (farms direct sales)
Big Social (11)! Average -2-4% Average / high Low High
Institutions (8,000) (100% prepayment, stable {old structure of supply through
demand) retail/wholesalars)
Retailers for (9) Big -5-7% Average / high Low High
Social Institutions (11,000) (old structures of supply)
Regional (5-15) Small -4-6% Average Average Low
Whotosalers (5,000) (use Kirovskaya as last resort, (from farms, other wholesalers)
hence, price is usually high,
however demand is spontaneous}
Restaurants?, (85) Small High High , High Averaga/high
cafes,canteens {3,000) 10-12% {pay high price for high quality|  (from private rural residents, food

products)

wholesalers that also carry some
fruits)

' Includes seasonal and non-seasonal

2 There is a potential of further quality segmentation between high quality restaurants and lower quality canteens. Resulting
subsegments are , however, not very significant due to small size.

The Boston Consulting Group
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GROWING DIFFERENCES IN INCOWMES WILL DRIVE DIFFERENCES
IN SEGMENT GROWTH
* Demand for vegetables will stay unchanged in 1993/94

Segment Growth Estimate! | Rationale
(% / year)
Central Retailers 2-3% * Gaining most from quality grading due to highest diversity of clients

» Capture some of fast growing demand of high
income clients (1st quarter - 0.5% growth?)

Remote Retailers -3-5% * Demand from low income clients is going to decline
(decline)

Large Social Institutions -2-4% = Consumption is regulated by norms per person

(Nen-seasonal) {decline) » Decline in budget financing

» No increase in people served by institutions

Retailers for Social Institutions -5-7% * Social institutions demand is not growing
(decline) * Increased bypassing
Regional Wholesalers -4-6% ¢ Increased sales from farmers directly
(decline)
Restaurants, Cafes, Canteens 10-12% * Increaso in number of restaurants and cafes (11 new private opened last year)

* Popuiation (especially higher incomo groupes) is going to eat out more

Overal? Marketi 0% « Segmentation on quality offsets demand decline (low income population buys
more cheap products, high income groups buy more expensive products since quality is
good even if more expensive)

' All growth estimates are in real Hbs
2 Growth Is estimated comparing weekly sales of interviewed retailers of products that were available throughout the 1st quarter

Source: BCG Intervi~w and Analysis
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SEGMENTS OF CENTRAL RETAILERS, SOCIAL INSTITUTIONS (DIRECT AND VIA
RETAILER) AND RESTAURANTS ARE MOST ATTRACTIVE
¢ Best combination of size, growth, margin and competition

Atiractiveness

High
Factor
Lack of
competition
- Margin
Average
| | Growth
/) size
Low
YA/

Suburb Big Social Retailers Regional Restaurants
Retailer Institutions for Social Wholesalers and Cafes
Institutions

Segments
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SEGMENTS OF LARGE SOC!IAL iINSTITUTIONS, CENTRAL RETAILERS AND

RESTAURANTS ARE MOST ATTRACTIVE
e General attractiveness

Large social institutions (direct and through retailer) attract by low competition,
prepayment and long term contract purchasing practice

. This segment was buying most of its large volumes at retail prices
- increasingly starting to buy directly from wholesalers

Central retailers attract by segment size and healthy margins
. Central retailers buy four times more produce than next largest segment

Restaurants, cafes, canteens have high margins and are fast growing
. Growth rate is 10-12% a year
*  This segment is currently small - it should be viewed as an investment

Sourc=: BCG Interview and Analysis

The Boston Consulting Group
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KIROVSKAYA HAS A RANGE OF POTENTIAL OPERATING ADVANTAGES OVER

OTHER WHOLESALERS

Kirovskaya

Good/plentiful sorting equipment
- 10 machines in use
-3 idle

Washing equipment
-1 machine

Reliable refrigeration system
- each warehouse has own cooling
equipment
- cooling equipment backups

Existing exotic produce import contract
- international trade contract through
Moscow

Typical wholesaler

The Boston Consulting Group

No / few sorting machines

No washing equipment

Unreliable refrigeration system
- one cooling apparatus for several
warehouses
- no back-ups

No import contracts
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KIROVSKAYA ADVANTAGES MAY BE USED TO SERVE THE MOST DEMANDING

CUSTOMERS

Potential advantage... ...should result in

Sorting equipment Improved quality segmentation
> - cleaned and high quality produce
Washing equipment
Reliable refrigeration [ > Reliability of supply, low losses, high
system quality
Import contracts l > Assortment/ variety, out of season
availability

Kirovskaya has an advantage in serving customers interested in high quality,
reliability of supply and assortment

T -
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THREE FACTORS DEFINE SPECIFIC SEGMENT ATTRACTIVENESS

» Company specific segment attractiveness criteria

Segment Requirements ) .
S t Kirovskaya fit to
egments Reliability of serve segment
Quality supply Assortment

Central Retailers High Avg Avg / high Avg / high
Remote Retailers Low Low Low Low
Big Social Institutions Low/avg Very high Avg Avg / high
Retailers for Social Institutions Low/avg Very high Avg Avg / high
Regional Wholesalers Avg Avg Low Low/avg
Restaurants, Cafes Very high Avg High High

The Boston Consulting Group
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NEEDS OF SOCIAL INSTITUTIONS, CENTRAL RETAILERS AND RESTAURANTS
ARE MOST COMPATIBLE WITH KIROVSKAYA’S POTENTIAL CAPABILITIES

Drivers of competitive advantaqge

Superior machinery Reliable refrigeration system Import contracts
Quality Supply reiiability Assortment
Is the key Is the key Is the key
need of need of need of
e Central Retailers e Social Institutions e Restaurants, cafes
» Restaurants, cafes e Central Retailers
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SOCIAL INSTITUTIONS, CENTRAL RETAILERS AND RESTAURANTS HAVE BEST
COMBINATION OF GENERAL AND COMPANY-SPECIFIC ATTRACTIVENESS

High A I
® O - Selected
Restaurants, Segments
cafes
Central Retailerg

Large Social Inst. ¢
(Seasonal)
© 9

Company-specific

y ial Insf.
attractiveness Large Social Inst

° (Nonseasonal)

Regional Wholesalers

Remote Retailers

Low

Low General attractiveness High

Source: BCG Analysils
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ASSORTMENT, QUALITY GRADING AND FLEXIBLE PRICING ARE KEY FACTCRS
IN SERVING CENTRAL RETAILERS

What they need?

» Assortment (fruits, canned food, sugar, rice etc.)
* Quality (25-30% high quality, 60% standard, 10-15% non-standard)
* Packaging (20-30% of products should be packed in plastic bags or nets)

* Availability in spring, summer

How to serve it?

Basic
* Increase assortment and out of season
availabiiity by trade/better storage
» Supply products of different quality mix
* Provide quantity discounts
» Supply packaged products

Plus extra
* Deliver packaged produce shortly before
everiing peak hours
= Flexible price-payment scheme

Source: BCG Analysis
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DIRECT CALLING, FLEXIBLE PRICING AND GRADING CAN INCREASE SALES TO
CENTRAL RETAILERS IMMEDIATELY

Plan of sales to central retailers

Products: * Full range of food procucts
Quality: » High, standard, non-standard
Prices: * Flexible prices depending on order sizes and payment terms

* Rebates based on monthly sales

Promotion: * Direct contact (visits and telephone calls of sales force)

Order taking: » Orders are taken by sales department via visits or by
phone

Delivery: * By Kirovskaya’s truck unless agreed otherwise

(delivery is paid by customer)
» Weekend delivery to biggest clients
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LARGE SOCIAL INSTITUTIONS REQUIRE RELIABLE SUPPLY
OF STANDARD QUALITY PRODUCTS

What they need?

* Reliability of supply
» Availability

e Quality (quality requirements are high for diseases, dryness, but low for shape and size.
Eg. can take produce with cuts, that is not taken as standard by retailers?)

*» Price (price is a factor for parent organizations allocating money)

'

How to serve it?

Basic
* Long term contract of supply
 Reliability of supply of basic vegetables
e Contacts with parent organizations (pla..ts,
factories)

Plus extra
* Discounts on sales volume

' So called ‘firm™ non-standard

Source: BCG Analysis
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KIROVSKAYA WILL PROMOTE CONVENIENCE, RELIABILITY AND LOW PRICES

TO LARGE SOCIAL INSTITUTIONS

Plan of sale to large social institutions

Products:

Quality:

Prices:

Promotion:

Delivery:
products

Order taking:

» Basic vegetables, apples
« Standard, non-standard

* Monthly suppiy agreements will lead to substantial
discounts

* Management meets with city administration personnel in
charge of hospitals and other social institutions
- discuss prices
- long-term contracts terms
« Sales force visits sociai institutions weekly or biweekly and
makes sales pitches emphasizing convenience and reliability

e By sales department over the phone

* By own transport with Kirovskaya workers unloading
upon delivery
» Weekend deiivery to biggest clients

The Boston Consulting Group
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RESTAURANTS AND CAFES ARE VERY KEEN ON
HIGH QUALITY FRUITS AND VEGETABLES

What they need?

* High quality’

* High need for fresh fruits out of
season (even at high price)

|
'

How to serve it? l

Basic
¢ Purchase high quality vegetabies from
private residents
¢ Introduce imoney back or product change
guarantee against internal damage (potato)
* Test product for interna! damage
* Preselected fruits and vegetables of high

quality

! High quality includes the requirements of supply only from private farmers and rural residents. Resfaurants do not want
to buy products coming from big farms due to internal damages

Source: BCG Analysis
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HICH QUALITY AND ASSORTMENT ARE THE KEY SUCCESS FACTORS IN SALES
TO RESTAURANTS AND CAFES

Plan of sales to restaurants and cafes

Lroducts:
Quality:

Promotion:

Delivery:

Order talking:

* Vegetables out of season, exotic fruit

* 50% standard, 50% high quality

* Direct calls by sales force (weekly visits)

* Provide samples of products avzilable

¢ Information ( by teiephone or by mail) on
products coming

* By salesforce during visits or by phone

* By own customer’s transport twice a week

The Boston Consulting Group
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QUALITY MIX REQUIRED BY SELECTED SEGMENTS CAN BE RECEIVED FROM
SUPPLIERS

Selected segments needs

30% 10%
high 60% standard non-
\quallty standard

Enabling capabilities

. -»

Market segmentation
Klrovskaya

Grading, sorting >

Quality driven purchasing

20%
80% standard non-
/ and high quality standard

Historical purchase mix
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QUALITY DIFFERENTIATION WILL IMPROVE KIROVSKAYA’S REVENUES AND

PROFITS
* Potato calculation
Actions Estimated Impact (volume)
Quality differentiation to serve selected Overall 15%
segments volume increase!’

»

Financial Effect

20 MRb

Assumptions

- more prosperous switch to high quality
- less prosperous switch to non-standard

Non-standard » 10% of total (400 tons)

- switch from standard (250 tons)
- additional demand - those who could not
afford enough potatoes before (150 tons)

Quality Volume Price
High quality * New segment represents 30% of total (1250 tons) 70 % premium vs.
- switch from standard (850 tons) standard
- additional demand - those who did not
buy because of poor quality (400 tons)
Standard * 30% lower than current- 60% of total (2500 tons) asis

40% discount vs.

standard

Total

1250 + 2500 + 400 = 4150 vs 3,550 (current) => 15% increase

'Kirovskaya will attract a large portion of market volume increase (selected segments grow at 3-4% a year)

The Boston Consulting Group
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GQUALITY DIFFERENTIATION WILL IMPROVE PROFITS BY 20 M RB

e Potato calculation

Quality grade Volume change x Profit = Net financial effect
(tons) (R/ ton)
High quality +1250 21,000 262 MRb
Standard - 1100 7,000 7.7 M Rb
Non-standard + 400 3,000 1.2MRb
Total +550 19.7 M Rb
Profit (R/tn) (detailed calcu:ation)
Quality Sales price Purchase price Costs Profit
(R/kg) (R/kg) (R/kg) \R/kg)
High 106 70! 15 21,000
Standard 63 51 5 7,000
Non-standard 38 30 5 3,000

1 Purchase price for high quality product will increase (from 51) as farmers realize the differences in sales price

2Costs Include:

-1 M Rb In capital expenditures (tixing washing machine)

- labour costs for washing
- electricity, water, etc.
Source: BCG Analysis, Kirovskaya and Interviews

The Boston Consulting Group
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Operations
. Operational problems and improvements
. Organizational improvements
. Action plan and implemented results

Strategy
. Financial rescue plan
. Market segmentation

. Pricing

*  Advertising

. New products and services

. Financial management

*  Financial impact of strategic and operational improvements
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THE PRICE SHOULD REFLECT ORDER SIZE, ANNUAL FURCHASES AND

PAYMENT TERMS
» Pricing
Current Practice Problem Solution
» Same price for all » Sales volume is not » Develop a system of quantity based discounts
sales stimulated - order size discounts
- rebates based on monthly, quarterly, or annual
purchases

- payment terms discounts

* Higher losses due to | « Order size discounts should be differentiated by products

longer storage - higher perishakility - higher discount
* No stimulation of » Sales volume discounts (rebates) may be based on tctal
customer loyalty purchases, or on purchases of certain products

(eg. only fruit and vegetables sales quality for rebates)

* Delays of payments * Introduce price discounts and premiums reflecting
from customers attractiveness of payment terms

Source: BCG Interviews and Analysis
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ORDER SIZE DISCOUNTS WILL STIMULATE PURCHASE VOLUME
* Example for cabbages

Order size discount

Order size (kg) % of basic price*

<200 100

2C0-400 99

400-800 98

800-1,600 97

1,600-3,200 o5

3,200-7,400 95

7,400-15,000 94

>15,0000 Negotiated
with Deputy
Director

How to use it?
» 1-2% discount scale (discount is increased
by 1-2% per every doubling of volume)’

* Basic price is set by director, deputy
directcr, or chief of sales department

* Salesmen can not discount more than is
set by the scheme

» Discount scheme should be tested on
limited orders before adopting it

* Discount scheme should be periodically
reviewed and adjusted for seasonal
differences and other changes

* Usual discount scale for consumer products is approximately 2%, however, it Is better to start with 1% scale to check the reaction ot buyers
The Boston Consclting Group 1510127 89%sarepon 317



EXAMPLE OF QUARTERLY SALES VOLUME REBATES

Rebate discount on total purchases How to use it

Rouble based® » Customer receives money back from Kirovskaya if

customer’s purchases exceed the agreed base

Customer: Retail Store N14 volume (in roubles or tonnes) for agreed period

Period: Jan 1, 1994 - April' 1994

Actual volume over base Rebate? % . Purchasgs of all or only certain products may be
- included in purchases

<02MRb 0.5% (eg. only fruits and vegetables due to perishability)

0.2-0.5 MRb 0.75% * The rebate may be paid to customer or credited

0.5-1 MRb 1% towards future purchases

1-2 MRb 2%

etc.

' Rouble based rebate may be less useful in high inflation environment.
2 All numbers are for illustrative purposes only
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PENALIZING LATE PAYMENT WILL ENCOURAGE PROMPT TRANSFER OF FUNDS
AND ELIMINATE INFLATION LOSSES

Payment terms

Days after delivery

% of base price

1-5

100%

6-10*

110-112%

U

U

 Higher % ;Sf customers
pay within the first
5 days

* Penalty covering
interest losses and
illiquidity

* 1f debt Is not paid within 10 days, an additional daily change of 1.5% is applied

The Boston Consulting Group

15101/27.8.9¥sa/repont 319



DISCOUNTS SHOULD BE REGULARLY CHECKED
AND ADJUSTED iF NECESSARY
* How to achieve optimal discounts

Determine the floor (lowest possible level of price after discounting)
. Floor = purchase costs + transportation costs + other variable costs

Start with giving small discounts to check the reaction of buyers

It is profitable to discount more if increase in profits due to increased sales is more
than loss on margin

The Boston Consulting Group
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KIROVSKAYA’S ADVERTISING HAS BEEN SUBOPTIMAL

°* The message and the means should be improved

Current Practice

Problem

Solution

« Radio and TV
advertising of
“extraordinary
product” availability

* Advertising is not
tarqetted to specific
segments => low
cost effectiveness

* ‘‘Fire sale” ads
stimulate sporadic
rather than
continuous demand

* Stock-outs* during
and after advertising

* Prepare a cost analysis of advertising campaign

< Develop custom-made promotional brochures
for selected segments

* Regular advertising of branded high quality, everyday
value and service

* Customer complaints - since advertised product is sold out within hours/days of the announcement

Source: BCG Interviews and Analysis
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FINANCIAL VIABILITY OF EVERY ADVERTISING CAMPAIGN N;UST BE
EVALUATED (1)

Step 1: Estimate profit impact

Duplication?® \
# of Average Estimated

Frequency® \
/Vx= Gross reach |:> customers | x| Purchase (x| Margin E> profit

size increase
Reach? /
Persuasion

effect?

I—Step 2: Dismiss non-cost effective campaigns /medium

Increase in profits must be greater than expenditures Estimated > Cost of
Profit campaign
increase

Step 3: Select the best

profit increase

Maximazing ratio of
cost of campaign

' How many total times an ad is placed/shown

? How many potential retail decision makers see/read/hear each ad (depending on day and time)

3 % of audience that sees the ad more than once (repeated at same or different time)

“Quality of the ad - What % of audience Is persuaded to buy (estimation and historical experience)
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FINANCIAL VIABILITY OF EVERY ADVERTISING CAMPAIGN AND MED!UM MUST
BE EVALUATED (2)

Step 1: Estimate profit impact

Frequency =
10 times

Reach! =
1C people

Duplication 50%

"

Gross reach =
100 people

>

Persuasiveness
40%

el

* Radio advertising example weekend mornings

# of
customers Average
makinga |*| purchase (X
purchase= size
20 250,000Rb

Margin

5%

Step 2: Dismiss non-cost effective campaigns/mediums

>

Profit increase
250,000 Rb

<

Cost of campaign
300,000 Rb

So, do not advertise

' 300 potential customers in Perm (100 retailers x 3 dec:ision makers in each)
2 300 Rb/word X 100 words X 10 times = 300,000 Rb

Search for alternative advertising sources

The Boston Consulting Group

Estimated
profit
increase
250,000 Rb
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BRANDING HIGH QUALITY PRODUCTS COULD RESULT IN DIFFERENTIATION,
ALLOW HIGHER PRICING AND IMPROVE PROFITABIITY
* Branding could bring 10 i Rb additional profit

lefirentlatlon Step 2

Branded
high quality

08 High quality

“no name”

Price

O Other wholersalers
@ Kirovskaya

* Alternative path to avoid abrupt increase in prices

The Boston Consulting Group

» Step 1 - put brand name sticker on
kigh-quality product and start
promotional activities

- continue advertising and
promotional activities
mentioning brand name

* Step 2 - (1/2 year !ater) increase
price
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IN ORDER TO SURVIVE IN THE LONG RUN, WHOLESALERS MUST PROVIDE
ADDITIONAL CUSTOMER BENEFITS
e New value added services

Current practice

Problems

Solutions

* Wholesalers increase
price, but provide few
added benefits

» Retailers have an incentive
to skip the wholesaling step
altogether

» Add value at wholesaling level
- provide transportation
- urgent orders
- weekend delivery
- store unripe product

* Diversify away from the role of passive
storers
- import produce not grown in the
region
- import out of season

* Exploit economies of scale to lower costs

The Boston Consulting Group
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DIRECT FARMER - RETAILER LINKS HAVE BEEN DETRIMENTAL TO
KIROVSKAYA’S SALES*

1992 sales of 4 basic
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IN THE MARKET ECONOMY, THE WHOLESALER MUST PROVIDE

Collective farm

ADDITIONAL VALUE

Collective and

private farms

Private farms

-

ifunicipal wholesaler

No value

Municipal

wholesaler

Private wholesaler

P

added

Municipal retailer

Private

retailer

0

Imports

The Boston Consulting Group

Value added»

Private retailer

services
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MANY OF KIROVSKAYA’S PROBLEMS COME FROM
IMPRUDENT FINANCIAL MANAGEMENT

* Finance

Current practice

Problems

Solutions

* Misunderstanding of
basic financial principles
- fixed vs. variable
costs
- allocation of
funds etc.

* No mechanism for
evaluating financial
decisions

* No planning of overail
cash flow
- only separate
purchases are
analysed

* Excessive purchasing
* Unjustified investments
* Unnecessary losses

* Defaults on debt, payments
- higher than
necessary
interest costs

* Educate the marnagement about principles
of financial decision making
- irrelevance of sunk costs
- fixed vs. variable costs
- rationing of fund allocation by
profitability of options
- other principles

* Create a mode! for evaluating purchasing

and borrowing decisions

¢ Introduce quarterly and annual financial
plans

The Boston Consulting Group
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SELLING DECISIONS SHOULD NOT BE AFFECTED BY ORIGINAL PURCHASING

COSTS

* Misunderstianding of sunk costs could have been sold in October

Financial losses

Product
rotting

Product

Refusal
to sell 300 tons of

potatoes T :
below cost Inflation*

sprouting

Extra
refrigeration

v A 2B 2 ¢

1.2MRb

0.6 M Rb

3MRb

T
/

5.3 MRb

0.5 MRb

300 tons of potatoes which could have been sold in October were not sold until June

purchased products

refrigeration costs

Kirovskaya should not base its selling decisions on costs of already

- to avoid product deterioration, inflation losses and extra

':> Sales price should be based on scarcity, competitor pricing, perishability, etc.

* 18% monthly inflation
The Boston Consulting Group
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FINANCE / ACCOUNTING DEPARTMENT SHOULD EVALUATE
FINANCIAL IMPACT OF DECISIONS
* Eg. purchasing decision

/ General management \

Monthly sales General purchasing
forecasts (volume, guideline (capacity

price) constraints, seasonality etc.)

Sales Purchasing

N

Sales price, volume,

turnover time Best purchase
(by product) offers  Purchase / no purchase
decision (large orders)
\ * Financial guidelines
{small orders)

Finance / Accounting

Evaluate profitability of
purchases

! Finance department evaluates only purchases of ilew products, large purchases or other non-typical purchases. For other purchases financial department
formulates guidelines that are used by purchasing department

The Boston Consulting Group 1510127.89¥saepon 33D



HOW TO SELECT MOST PROFITABLE PRODUCTS FOR PURCHASE

e Evaluation of product profitability index

Sales price

Select products with
highest profitability

Revenue

index:

Costs? = Index

forecast
\ Sales revenue
Sales volume / forecast
forecast
- Purchase!
Inventory Py Purchase / / costs
volume?
Expected Variable!
P Purchase price operational
losses Costs
Capacity Distance X :
constraints Y Transpm;tatu:on1
costs
Fare r)(
1
¥
Expected . Expected
turnover time interest costs

' Only variable costs directly resulting from purchases of product are to be included into calculation. Labour, electricity and other costs are fixed with respect to

single purchaces

2 Purchase vciume = Sales forecast + Expected losses - Existing inventory

The Boston Consulting Group
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HOW TO SELECT MOST PROFITABLE PRODUCTS FOR PURCHASE
* Cabbage purchase example

Sales department estimates that 150 t of standard quality cabbages can be sold

at 250 Rb/kg from Jan 1 to Jan 14

Purchase department solicits best offers and reports that the required purchase volume
of 165 t can be purchased at 150 Rb/kg

e source: Uzbekistan

* transportation costs: 4.35 M Rb (725,000 Rb per wagon, 27 t max load)

d

Expected interest costs: 1.2 M Rb (@ 250% rate over 1 week of average turnover)

37.5MRb

Profitability Index: ————— =1.51 (compare with other products)
24.8 MRb
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DEVELOPING A BASE FOR PRIVATE FINANCING WILL PROVIDE ACCESS TO

Develop financial plan

Y

ldentify possible
sources of financing

:

Solicit financing
(amount, terms, timing)

Ja

Evaluate offers and
select the most valuable

<=

1

1

CAPITAL AND REDUCE FINANCING COSTS

* Plan of purchases (amount, source, price) by month
* Plan of sales (amount, source, price) by month

* Expenses by month

» Taxes

* Pro forma cash flow statement

* List of commercial banks with offered terms of financing

* Contacts with loan officers Gf banks

* Present financial plan

* Apply for needed funds
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‘80 FORMA CASH FLOW STATEMENT IS A VITAL PLANNING TOOL THAT WILL
ASSIST IN SOLICITING FINANCING FROM BANKS

Sep

Oct Nov Dec

Cash flow from operations

Inflfow:
Cash from sales
Returns from suppliers
Cash from other activities
Total inflow

Outflow:
Purchases
Transportation
Labour
Utilities
Returns to customers
Other (eq. replacement reserves)

Total outflow
Net cash from operations

Cash flow from financing
Inflow:
Interest received
Loans received
Total inflow
Outflow
Interest paid
Loans paid
Total outflow

Net cash from financing

Cash flow from investments
Inflow - disposition of assets
Outflow - acquisition of assets

Net cash from investments

Total cash flow

The Boston Consulting Group

Major indicators

Positive net cash flow from operations
shows that company is generally
healthy and can grow using internally
generated funds

Growing company may usually have
negative cash flow from investments

Cash from financing should be a
function of target growth and cash
from operations
* Financing provides cash that is
needed for growth if operations
cash flow is not sufficient
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ASSET SALE FOLLOWED BY PRIVITAZATION AND RESTRUCTURING WILL MAKE
KIROVSKAYA PROFITABLE
¢ Pro forma income statement for next 12 month

Status Quo Rescue plan+ | Rescue plan+ Drivers of change
Operational operational+
quick fixes strategic improv,
Sales 640 704 880 - Volume boosted by targeting rebates
- higher average pricing
(segmentation)
Purchasing costs (465) (512) (607) - direct purchasing benefits partiaily
offset by higher purchased quality
VAT (39) (42) (60)
Operational expenses (100) (95) (120) - debt reduction ]
- lower interest rate } Major factors
Interest expeses (780) (60) (60) - reduction of idle capacity
- reduction of losses
Profit (loss) (744) (5) 33 - fixed costs spread over higher
volume
Profit tax 0 0 (11)
Net profit (loss) (744) (5) (22)
Effect 741 extra 27
(105% sales)| (6% of sales)

Under assumption of 15% per month general inflation. Interest rate of 280% per year (current) and 200% after restructuring. Estimates are conservative.
The Boston Consulting Group
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Privatization
Privatization document checklist and instructions

Sample of privatization applications for some wholesalers
Advertisement for PPOP auction Aug 19

Copy of Decision 56

Dimitriev letter to Khilebnikov that decision 56 is illegal VI
Copy of Decision 96

White & Case legal opinion on

APPENDIX
* Project working documents

Decision 56 and 96

Commercial tender conditions

Office eviction anc privatizing entities serving
social institutions

PPOP conditions

Discrimination of subsidies to privatized enterprises
Monopolistic and collusive practices
Conditions for joint stock companies
Reorganization of privatized enterprises
Privatization routes and special circumstances
Draft repeal for Perm City Council Decision 56
Financial rescue measures

Draft GKI instruction on optimal privatization mechanism
for vegetable wholesalers

The Boston Consulting Group
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APPENDIX
* Project working documents

Page

Strategy

. Letter to PPOP’s customers explaining the restructuring I

. Rebate mechanism li

. Volume discount price list lii

. Order 60 - Regulation of product shipments from warehouses liii

. Customer supply contract with PPOP liv
Operations

. English copy of new supply contract v

. New contract signed with new supplier Ixii

. PPOP storage condition chart Ixviii

. PPOP curing period instructions Ixix

. Private Farmer Association contact list Ixx

. PPOP advertisiment for new suppliers Ixxi

*  Employee suggestion initiative instructions Ixxii
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JOKYMEHTbBI, HEOBXOIMMBIE 11 IMPUBATHU3ALIMH
IMMPEOTIPHATHA
Ospoinnas 6ala
Ayxunon/ Konxype

CrHcoK OKyMeHTOB Ormetka Hara

A
1. 3asBKa Ha MpABATH3AIHIO

2. BoumEcKa H3 1IpoToKONIa
3. MopmcHo# mcT
4. Ksaramms o0 orutate c6opa

b
1. Texsmueckne nacnopra (BTH)

2. bananc + 2-10 popMy
(OTueT 0 PEHAHCOBBIX pe3y/bTaTax)

3. nBeHTapHE3aHOHHAs OMACH OCHOB. CPECTB

4. MnBeHTapH3aromnas omack MBI,
MaTepHaJIoB, Tapkl, TOBAPOB

5. AKT CHATHA KacChl

6. Bomacka H3 GaHKa o CpeficTBax,
HaxofsAlIAXCH Ha cueTe

7. PacumdgpoBKa KpeZETOpcKo# B JeCATOPCKOA
3a10/DKEHHOCTH

8. CrrpaBka o KpefHTax

9. lllTarHoe pacnucaHHe

000 000 00 00 o0on

10. YcTa MyHHL, Tpei-THA,IOTOBOP.



11. KparkocpouHble ¢HHAHCOBbIE BIOXEHAA
12. Josrocpounbie ¢HHAHCOBbIE BIIOXEHHA
13. He3aBeplueHHbie KaATATbHbIE BIOXCHASA
14. O6opynoBamBe K YCTaHOBKE

15. lorosop apeH[pb! Ha 3aHAMAaeMble
NoMelLeHHAs

16. JoBepenHocTsb (2urT.)
17. TIpoTokan o petielry co3faHas ¢oHaa

B AXTbI 1O OlleHKe CTOEMOCTH O0bEKTa
MPHBATH3ALMH

- [panoxenne 1-9

- BrnaHK onpefieNeHAs BEHYAHbI
PABATH3ALAOHHOro ¢oHIa
(Toc. mporpamMa 1o ITpABaTH3ALEH, 11.5.2)

0 OO0 00000



iii

AYKIUHOH/KOHKYPC

Jameyaivg [0 3a00HEHKIO NOKYMCHTOR

A 1. 3aBepsierca nomneceio 3assurens. Hanpasnsercs B TKH (
yn. K. Mapkca, 14)
2. [Ins NpHHATHSA pelucHis HeoGXOXEMO 2/3 FoNoCoB NMPH rofIoCOBaHEH
3. Heo6xomuMoe unciio nognaceft 6onbine, YeM S0% paGOTHHKOB
4. OruaTta HaEYHbLIME (KBATAHLES 06 oruiate ), Ge3HATAYHLIMA

(nmaTexka)(500py6.) na p/cy 000609803 PKL r. ITepmr MPO 185011 T'KH
r. ITepMn

OrBeT B MmichMeHHOMN (opMe (OGBIMHO YKa3bIBAETCA JlaTa COCTABNEHAA OTYETHOCTH)

b - 1. 3aspxa B BTH - yn. Octposckoro, 27; wm Kapobckait pafioi,
BTH Ten: 55 85 03
TeximuecKHe NacnOpTa 3ANOMHMOTCA Ha 3aHEMaeMble NIoMelLiieHns (apeHnia |
T.1.) cyx6oi BTU
2. HeoGxomM Gananc 3a MpouutLii roj B HaJialc, COCTaBIeHHbIA Ha ATy,
onpenenexnyto 1 3acenatmeM Kommaccun, B cootseTcTBY0LIHE "OTYETHI O
(hrHanCOBbIX pe3y/bTaTax”
3 -8 CornacHo HucTpyKiHH "OG6 OCHOBILIX IOJIOXEHHSAX 110 AHBEHTapH3alEH "
or 30.12.82
9, O6smarebliible pasfe/bl (JODKHOCTD,CTaBKa)
10. Konnst Ycrasa, Komis 0roBopa.
11-15. 1o ¢mH. foRyMeHTaM.
16. DoBepeHHOCTD 3aN0;HACTCA Ha 2 JHIa(OflHH TPE/ICTAaBHTe b OT TPYAOBOro

KOJUIEKTHBA B OJTHH NPE/ICTABHTENb OT AIMAHHCTPALEH)
17. Cobpatme KOJLIECKTHBA,

B AXTHI 110 oleHKe

TMpanoxets 1-9 3anosmsioTCst COBMECTHO ¢ 3KOHOMHcTaMH [KH
( K. Mapkca,14)
Tprnoxkeine 1 3anomHaeTcs cornacio fambM 5TU

INpem: okyMekTbl pasena A ornatorest B ['KH (K. Mapxca, 14) BMecTe ¢ 3asBKO#
HoxyMenTs! pasiena b nogroraBmsatorcs npenpasTaeM K 1 3ace/laHmo
Komurccrn

IoxyMeHTBI pasjieNia B cocTasiisiorcs coBMecTHO ¢ 3koHoMEcTOM KW

’l\k.(
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iv

Poccuiickaa degepauusn
Aamunuctpauua r. Ilepmu

Komurter no ynpasnenuio
HMYyUlecTBOM

(c mpasaMH TeppPHTOPHAJNBLHOrO
areHcTsa) 3aABHTE/NO

3975 sup 680893, Q}"WWU HOpo b0
¢. . 0.
Hrsho Qﬂgﬁo e

HaHMCHOBAHNKC OWQHHJQUHM, IOpHAKYCCKOro Axua,

TPYASBOIO0 KOAANCKTHBA [IPCANPHATHA

GﬁgprQ d9-6p

anplf 'rpamaannna, opufuieckoro Anua, KoAnCKTHBA

KomuTeT no ynpasneHi1o uMymecTsoM r. [lepmy, paccMoTpes Bamy aasBky Ha NDHBATHSALMIO OT
Y 0/317@4“,;0 '
A R N 1995 ., PeTHCTPAMOHHEIHN Ne M Wﬂﬂﬂn pemeHHe O IPHBATH3IALUK

3afBJieHHOro 06beKTa (npennpimﬂm) C nepenauei‘( 3aABKH B KOMHCCHIC IO anBﬂTHSBuHH.
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MEMORANDUM
June 29, 1993
To: Mr. Edward Kaufman

You have asked us to review the following two decisions of
the Perm Maly Soviet and consider the application of Russian
privatization law to such decisions:

1. Decision No. 56 of the Perm Maly Soviet of March
23, 1993 "On a list of enterprises of trade,
societal nutrition and service not subject to
privatization in 1993" ("pecision No. 56").

2. Decision No. 96 of the Perm Maly Soviet of July
9, 1992 "On privatization of commercial
structures, including warehouses, serving
municipal enterprises" ("Decision No. 856"),

Riscussion of Decisjon No. 56

Section 1 of Decision No. 56 provides:

The City Property Committee (Dmitriev G.S.)
is not to include in the program of
privatization for 1993 enterprises engaged
in trade, societal nutrition and everyday
service of the population as listed in the
attachment.

The above provision appears to be inconsistent with Article
2.5.1 of the State Privatization Program for State and Municipal
Enterprises for 1992 (the "State Program”), which was adoptad by
the Supreme Soviet on June 6, 1992. 1In accordance with Article
2.5.1 of the sState Program, the following categories of
enterprises are subject to mandatory privatization: "objects and
enterprises of wholesale and retail trade (including the sale
of producte of productive-technical definition), societal
nutrition and everyday service."

To the extent that Decislon No. 56 represents a local
program of privatization, which local governments are authorized
to adopt in accordance with Article 11 of the State Progran,
Section 11.2. expressly prohibits local privatization prcgrars
{rom contradicting provisions of the State Program, such as
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Section 2.5.1.

In addition, a recent decree of the President, Decree No.
640, date May 8, 1993, "On government guarantees of the right of
citizens of Russia to participation in privatization," specifies
a tinmetable by which enterprises engaged i  trade and subject to
mandatory privatization in accordance with :he State Program must
be privatized before August 1, 1993. Section 15 of such Decree
imposes personal responsibility on government officials acting
in violation of such Decree.

Discussion Decigion No.

Decision No. 96 states that privatization of warehouses in
Perm will take place only after completion of privatization of
not less than 60 percent of the municipal ratail trade
enterprises using their services, based on Inscructional Letter
No. OK=-16/18 of the State Property Committee of April 10, 1992
"On the division of levels of property, the order of
commercialization and the privatization of state {municipal)
enterprises of wvholesale trade of people’s demand"™ (the
"Letter").

The Lettar sets forth a procedure for privatizing certain
wholesale warehouses. This procedure is only activated, however,
after several findings of fact have been made. These findings
and the results triggered are set forth as follows in points 6
and 7 of the Latter:

6. Wholesale trade enterprises (associations), considered
property of the district (region, republic in
composition of the Russian Federationr), or city and
consisting of several warehouse complexes,
territorially separate from one another, are subject
to division into several (according to the number of
such complexes) independent wholesale-warehouse
enterprises with the status of legal entity.

7. If one wholesale enterprise has at ite diaposal more
than 50 percent of the area of product warehouses
(volume of speclalized warehouses) on the territory of
a district (city) and cahnot be divided into several
indepandent wholesale-warehouse enterprises for
technical reasons, its privatization will follow the
privatization of not fewer than 60 percent of the
retail trade enterprises using the services of the
given wholesale enterprise. In this event, the
wholesale enterprise is privatized as a joint stock
company. Shares ara to be sold by tender under the
condition that each of the participants in the tender
is an owner of a retall trade store (enterprises of
societal nutrition).

Hence, the provisions of Decision No. 96 wou1d appear to e
consistent with tre Letter, only to the ewtent that a single
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wholesale enterprise in Perm controls at least 50 percant of the
city’s warehouse capacity and that such wholesale enterprlise
operates in a unitary location and is not subject to mandatory
division pursuant to Section 6 of the Letter.
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TRANSLATION

MEMORAND' M
July 7, 1993

To: Boston Consulting Group

You have asked us to consider thosa provisions of Russian
privatization laws that concern terms on which enterprises
subject to privatization may be sold via commercial tender.
Specifically, you have asked us to examine tha legitimacy of
laying down commercial tender terms for tha sale of farm producs
wholesalers with regard to: (1) preserving the sales volume of
certain produce for three years, (2) maintaining a minimum sales
volume of certain produce for the first six months annually, and
(3) mandatory purchases of produce from certain agricultural
organizations and its sales to certain retailers and other
parties.

Analysis

Tha commercial tender procedure for the sale of enterprises
to bs privatized is regulated by the Interim Regulations "On
Privatization via Taender of State and Municipal Enterprises in
the Rugsian Federation," approvad by Presidential Decrse #66 of
January 29, 19%2. Article 2.8 of said Regulations stipulates,
among other things, continued "obligations to produce specific
types of products, goods and services and retention of the
enterprise’s specialization for a period defined in the
privatization plan.” The laying down of any terms not listed in
Article 2.8 is "not allowed."

The procedure established by sald Regulations {8
supplemented by Presidential Decree #640 "On State Guarantees of
Russian Citize~s’ Right to Take Part in Privatization" of May 8,
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135) and by State Property Managemsnt Committee Order #837-r of
May 17, 1993, issued with a view to implementing sald Decrees.
Urdar Article 6 of Decree F640, taerms "on preserving, for three
vears, the broduction (sales) level of specific types of products
+++ with due regard for exlsting damand" shall apply, except in
certain cases, to sales via commercial tender of enterprises
subject to privatization., Imposition of terms not stipulated
under Decree #640 or Russian laws on privatization is deemed
inadmissible pursuant to Article 7 of State Property Management
Committee Order #837.

CQNCLUSION

In accordance with the above standards of applicable law it
appears that the commercial tender turms requiring preservation
of the sales volume of certain fars produce for three years is
legitimats, provided thie term is r¢ilnstad in the enterprisa’s
privatization plan and takes the demand !« the praduce thus sold
into account. At the saze tims, ths tarms that regjulate the
schedule of produce salas on an &nnual basis and those that
determins the sellers and buyers of pruoduce are not provided for
under the laws currently in forca and appear to have no legal
validity.

White 4 Case
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MEMORANDUM
July 7, 1993

To: Mr. Edward Kaufman

This memorandum addresses two issues raised in our prior
aiscussions and correspondence. These issues are the status of
the Perm wholemzler’s office and the potential limitations on
privatization of an entity saerving social institutions.

Status of epterprise office

You have asked us about the status of certain office space
used by, but not located on the balance sheet of, the entity to
be privatized.

Privatization requlations issued by the State Committee on
Property Administration (the "GKI") and confirmed as attachments
to the President’s Decree N. 66 suggest that not all property of
an enterprise undsrgoing privatization need appear on such
enterprise’s balance sheet., Attachment N. 2 to Decree N. 66
describes the method of valuation of assets of an entity
undergoing privatization. Such assets after privatization become
the property of the private enterprise. This valuation method
is to be used exclusivaly, according to Article 17 of the Law on
Privatization. Attachment N. 2 envisions that property uncovered
during an enterprise’s inventory check but not included on ite
balance sheet may nevertheless be subject to privatization. We
do not, howvever, believe that office space is gubject to such
"uncovering” and inclusion on the balance sheet.

The State Privatization Program of 1992, howsver, does make
provision for municipal, non-residantial property occupied by an
entity undergoing privatization by tender or auction but not
located on its balance sheet. Section 5.7 of the Privatization
Program states that natural and legal persons, haviny becone
property owners after privatization, have "the right to conclude
a long-term (not less than 15 years) lease agreement for non-
residential state or municipal property occupiad Dby the
enterprises but not part of the property acquired [by
privatization)." Section 5.7 continues that any changes in the
terms of a lease agreerent in corparison with earlier concluded
lease agreemenzs is permitted crly by mutual agreement of e

N
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parties. Further, this section provides that these property
owners have the right to acquire such property not earlier than
one year after the execution of sale of the enterprise,

Service of socjal institutions

You have also asked about the existence of legal regulation
of the privatization of enterprises serving social institutions.
Our research has uncovered one such regulation. The President’s
Decree N. 8 (January 10, 1993 "On the use of objects of social-
cultural and cormunal-common function of privatizing
enterprises") attempts to address the future of certain
institutions of social welfare located on the balance sheet of
a privatizing entity. Soviet enterprises (especially large ones)
often founded and operated clinics, schools, bathhouses, etc,
Decree N. 8, however, does not address the issue of supplying
outside social welfare institutiong, as we understand to be the
case for the Perm wholesaler.

Leonid Rozhetskin
Richard Kaplan
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MEMORANDUM
July 19, 1993

TO: Mr. Bdward Kaufman
{The Boston Consulting Group)

You have asked uas to review the proposed conditions to be
placed on Permplodoveshchprom (the “Enterprise®) in light cf our
previous memoranda on conditions that may be pleced on future
operations of an enterprise undergoing privatization by commercial
tender, You have also asked us to describe the enforcement
mechanism for such conditions.

Analysis of imposed conditiong

We understand that the following conditions have been placed
on the Enterprise:

Condition 1. For three years, the annual sales volume in
‘.ons for four vegetablss (potatoes, carrots,
cabbage, beets) must not fall below 80 percent
of the 1992 sales volume.

Condition 2. For three years, one half of the above B0
percent sales volume must be achieved between
January 1 and July 1.

Condition 3., For five years, at least 50 percent of the
Enterprise’s revenue must be generated from
the sale of fruits and vegetables or fruit and
vegetable products.
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Condition 1

Condition 1 appears to be based upon the legal concept of
maintenance of profile, Az we have discussed in previous
memoranda, profile is not defined in the law. That profile does
include a volume of production may be inferred from Presidential
Decrece N. 640 ("On state gquaranteses of the right of Russian
citizens to participate in privatization" of May 8, 1993), which
requires a three-year maintenance of level of production for
enterprises privatized by tender, “his decree requires that
current demand (a concept also not defined by law) be taken into
account. For these reasons, it would appear that Condition 1 is
consistent with the law, to the extent that an allowance is made to
take into account the current demand.

Condition 2

Maintenance of profile appears to be the justification of
Condition 2 as well. As noted above, profile is not defined in
Russian law. We believe that the body of Russian privatization
law, however, favors a narrow interpretation of conditions which
may be imposed on future operations of a privatized enterprise. We
base this interpretation in part on certain provisions of
privatization law cited in prior memoranda forbidding imposition of
conditions not specifically allowed and more generally on the
policy goale of privatization. We believe that restrictive
operating conditions which have the effect of subjecting a
privatized enterprise to de facto administrative control by the
selling property fund are contrary to privatization legislation.
Monthly, quarterly or semi-annual sales requirements in our view
exceed the boundaries of profile maintenance and act as restrictive
operating conditions which undexmine the autonomy of the privatized
enterprise.

Condition 3

Condition 3 also seems to rest upon the legal foundation of
profile maintenance. In our view, although the substance of this
condition is consistent with the law as & maintenance of profile,
the condition’s term exceeds that which is permitted by
privatization legislation. In our previous memoranda, we have
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stated that, according to the Temporary Regulation “On
Privatization by tender of state and municipal enterprises”
(confirmed by Decree N. 66), maintenance of profile extends for a
term to be determined by the privatization plan. Decree N. 640,
however, states that in privatizationsg by commercial tender (with
certain exceptions detailad in prior Inemoranda), the terms of
tender must stipulate the obligation of the buyer to preserve for
three years the level of production of specifie goods or services,
taking into account the existing level of demand, We believe that

a decreasge. Therefors, we conclude that a five-year profile
condition contradicts Decree N. 640, We note, however, that Decree
N. 640 refern ¢o requirements related to a level of production and
not profile maintenance, While we believa that these terms are
used interchangeably, guch inconsistency in the legislative
language does provide ground for interpretatjon,

Also, we note that Condition 3, as we understand it, does not
Prevent the Enterprice from establishing a wholly owned subsidiary
to engage in a businass not related to fruit or vegetable products,
Such subsidiary’s revenues would not be considered rsvenue of the
Enterprise for purposes of Condition 3.

Summarx

The three conditions imposed on the Enterprise all relats to
maintenance of profile. Given that profile is not defined i{n
privatization law, the determination of the legality of any
specific conditions ig subjeot to interpretation. We also note
that the GRI is solely authorized to iggye dispositive
clarifications on the legality of any mpecific conditions or a
category of conditions.

Condition enforcement mechanism

Section 7.1 of the Temporary Regulation "On privatization by
tender of gtate and municipal enterprises of the Russian
Federatjion* specifically empowers the selling property fund to
enforce the purchaser’s compliance with the conditions.

Ay
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We also note that the Law "“On privatization of state and
munizipal enterprises of the Russian Federation® (July 3, 1991)
authorizes numerous parties, including local councils of people’s
deputies, to appeal to a court to annul a privatization by tender
on the grounds of failure by the purchaser to adhere to conditions.
Article 30 of this law states that a deal for the acquisition of a
privatized enterprise will be declared void if conditiens under
which an enterprise was sold by tender are vioiated.

Leonid Rozhetskin
Richard Kaplan
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MEMORANDUNM

July 19, 1993

TO: Mr. Bdward Kaufman
(The Boston Consulting Group)

You have asked us to review the legality of discrimination in
the awarding of government credits and subsidies at the non-
federal! level. Credit discrimination against private enterprises
by non-federal state organs appears to ba in contradiction to
Ruasian law.

This conclusion is based upon provisions of the following
laws: the Law "On Enterprises and Entrepreneurial Activity"
(adopted December 25, 1990) (the "Law on Enterprises"); the Law "On
Property" (adopted December 24, 1990 and amended June 24, 1992 and
May 14, 1993) (the "Law on Property"); and the Law "On competition
and restriction of monopolistic activity on product marketg"
(adopted March 22, 1991 and amended June 24, 1992) (the "Anti-
Monopoly Law").

The Law _on_Enterprises

Article 20 of the Law on Enterprises forbids discrimination
against enterprises by the state, its organs and its officials.
This article further guarantees to all subjects of entrepreneurial
activity the right of equal accesr to financial resources
regardless of the form of ownership or organization,

! We previously sent you a copy of Presidential Decree N. 1483
of November 27, 1992 ("On the impermissibility of discrimination
against privatized enterprises in the giving of state financial
support”), which forbide credit discrimination against privatized
enterprises by federal organs.

\
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The Anti-Monopoly Law

The Anti-Monopoly Law, which applies to state organs® at all
levels, also forbids certain types of discrimination. Article 7
states in part, "(State organs) are forbidden to [pass acts] or
take actions that limit the independence of economic entities’® and
create discriminatory or preferential conditions on the activities
of distinct economic entities, if such acts or actions would have
as their result either the material restriction of competition or
the impairment of the interests of the economic entities ... *
This article continues that state organs may not unjustifiably give
tax or other privileges to certain economic untities, thus placing
them in a favored position in relation to other economic entities
working in the same product market. Thus, the Anti-Monopoly Law
would forbid the discriminatory extension of credit in
circumstances where such action may lead to a restriction of
competition or the impairment of the interests of certain
enterprises.

The Law _on Property

The Law on Property also includes an anti-discrimination
provision. Article 2 states in part, "The establishment by the
state of any kind of restriction or privilegs on the axercise of
the right of property (based] upon the status of the property as
private, state or municipal ... is not permitted.®

Leonid Rozhetskin
Richard Kaplan

! The Anti-Monopoly Law defines state organs as organs of
state authority or administration of the RSFSR, republics thereof,
autonomous oblasts, autonomous circles, cblasts and cities.

) The Anti-Monopoly Law defines economic entitias as private,
state, municipal or other enterprises, ijoint-stock companies,
partnerships, unions, associations, concerns, regional and other
associations of enterprises, organizations and {nstitutions
operating as legal persons and citizens engaged {n independent
entrepreneurial aotivity that are engaged in the production,
realization or acquisition of products.

29@5
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NENORANDUN
July 19, 1993

To: Mr. Edward Kaufman
(The Boston Consulting Group)

You have asked us to consider the treatment under Russian
law of certain issues concerning monopolies, collusion and
holding companies. In addition, you have described several
possible scenarios of monopolistic or collusive practices and
asked for our legal views thereon.

The legal framework
Monoboly

The Law of the RSFSR "On competition and restriction of
monopolistic activity on product markets" (adopted March 22, 1991
and amended June 24, 1932) (the "Anti-Monopoly Law") creates the
framework for state policy toward monopolies. The law restricts
monopolistic activitles and unfair competition. Article 3 of the
Anti-Monopoly law states that there shall be created an Anti-
Monopoly Committee of the RSFSR whose purpose shall be
implementation of the government’s anti-monopoly policies. The
Anti-Monopoly Committee shall form territorial administrations.
Among other functions, the Anti-Monopoly Committee is empowered
to order enterprises to cease monopoly activities, to break
themselves up, or to cancel or amend agreements contrary to the
Anti-Monopoly Law. The Committee also is empowaered to Issue
mandatory instructions to organs of authority. Thae Anti-Monopoly
Committee may impose fines on enterprises, thelr managers, organs
of authority and their officials for failure to obey such
mandatory instructions. The Committee may also appeal to a court
or the procurator.

Article 4 of the Anti-Monopoly Law defines monopolistic
activity as action or inaction in violation of such law by
enterprises or organs of government authority with the effect of
prohibiting, restricting or eliminating competition or impairing
consumers’ interests.
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Article 5 of the Anti-Monopoly Law states that, except in
certain cases, action by an enterprise occupying a dominant
market position! is forbidden if such action has or might have
as its result material restriction of competition and/or damage
to the interests of other enterprises or individuals,

Specifically, Article 6 states that any agreement in any
form between competing economic subjects (or potential
competitors), occupying in the aggregate a dominant market
position is forbidden and void if such agreement (or cooperative
actions) has or might have as its result a material restriction
of competition. Such agreements include those aimed at:

1. establishment (support) of a price, discount,
surcharge, or price increase;

2, raising, lowering or support of price at auctions;

3. division of a market territorially, by volume of sales

or purchases, by range of realized products, or by
circle of sellers or buyers;

4, restriction of access to the market or elimination
from it of other enterprises working as sellers or
buyers;

5. refusal to conclude an agreement with certain sellers
or buyers,

The Anti-Monopoly Law in addition 1limits actions of
government bodies tending to restrain competition or interfere
with free trade.

Article 18 of the Anti-Monopoly Law states that cartain
purchasas of ownership interests in an anterprise must recaive
prior approval of the Anti-Monopoly Committee. An enterprise
controlling more that 35 percent of a product market may not
acquire an ownership interest in the equity of ancther enterprise
in the same product market without the prior approval of the
Anti~Monopoly Committee. Furthermore, such prior approval is
also required for a purchase by any legal entity or citizen of

! The Anti-Monopoly Law defines a dominant markat position
43 an exclusive position of an economic entity in a market for
a certaln product, giving it the opportunity to exert decisive
influence on competition, to complicate access to the market of
other economic entities or in any form to restrict the freedom
of their economic activities. The position of an sconomic sntity
is considered dominant when the market chare for a cartain
product exceeds the boundary established annually by tha Anti-
Monopoly Committee of tha RSFSR except in those cases when the
economic entity proves that, in spite of exceeding the boundary,
its poeition on the market is not dominant. A market position
may not be considered dominant if the narke: share does no=
exceed 35 percent.
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A controlling equity stake in an enterprise that has a dominant
market position.

In addition, Articles 49, S0 and 51 of Government Regqulation
No. 78 (adopted Decamber 28, 1991, "On confirmation of the
regulation on issuance and circulation of shares") ("Regulation
78") address issues of monopoly practices in the context of
joint-stock company share acquisitions. According to Article 49,
"Acquisition by a legal or natural persoh or group of such people
linked by agreement or controlling property of one another of
more than 15 percent of the shares of any issuer requires
notification of the Ministry of Finance ... within & days."
Article 50 adds that "ac?uisition (by such persons or linked
groups referred to in Article 50) of 35 percent or more of the
shares of an issuer or acquisition of [shares creating a majority
voting bloc) requires the permission of the State Anti-Monopoly
Committee." Article 51 sgtates that any transaction made in
violation of Article 49 or 50 is void.

Finally, the State Program of Privatization ot State and
Municipal Enterprises of the Russian Federation of 1992 (the
"State Program") provides that local privatization programs must
contain concrete measures for de-monopolization.

Helding_companijes

Holding companies are requlated by the Interim Regulation
"On holding companies created during the transformation of atate
enterprises into joint-stock compunies” (the "Regulation on
Holding Companies") confirmed by Decree of tha President N. 1392
of November 16, 1992 "On measures toward the realization of
industrial policy during the privatization of state enterprises.”

The Regulation on Holding Corpanies appliaes only to holding
companies created during the transformation of state anterprises
into joint-stock companies. Section 2.4 states that hr’ding
companies may not be created in certain fields of ec ‘mic
activity, such as trade in consumer goods and in the field of
general nutrition and everyday service of the population. This
section suggests that holding companies of food wholesalers nay
not be created,

Section 2.2 of the Regulation states that holding companies
are created with the agreement of the State Anti~Monopoly
Committee. Holding companies may not be created if such creation
would lead to the monopolization of production of a certain type
of product or service.

alysis of certalpn scenarios

You have described five scenarios invelving the Perm
wholesaler and have asked for a iczal analysis of each.
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Scenario 3

Scenaric 1 postulates that a deal {s struck by which the
workers of an entaerpriga undergoing Privatization sel] their
shares in such enterprise to a Party that has loaned them money
for the purchase of #uch cghares. According to Russian law,
worker-shareholders Ray re-sell their shares freealy. At the game
time, acquisition of shares is generally requlated by both the
Anti-Honopoly Law and Regqulation 78.

To the extent that (1) the privatizeq entQrprise occupjes
a dominant market position or (11) the acquiring lender controls
more than 35 percent of such enterprige’s product market, guch
bostulated acquisition of shares wouid require the prior approval
of the Anti-Monopoly Committeg according to the Anti-Monopoly

Furthermore, to the extont that the acquired enterprise i{s
a joint-stock company, an acquisition of more than 15 percant of
the shares of such iesuer would reguire notice to the Ministry
of Finance according to Regulation 78. Acquisition of 3% percent
Or more of the shares or acquisition Creating a majority voting
bloc would require the prior permission of the Anti-Monopoly

SCenarjo 2

In scanario 2, several wvholesalg enterprises agree to hid
low for the privatizing wholesala entorprise. First, Article ¢
of the Anti-Monopoly Law appears to forbid an agreemant whose
PUrpose is to set a low price at an auction, Second, Article 9
of tha Law on Privatization states that an enterprise must be no
more than 25 percent state-owned 1{n order to quality asg an
eligible purchaser of an enterprige undergoding privatization in
a privatizatjon aucticn or tender,

Third, to the extent that (1) the privatized enterprise
occupis¢e a dominant market positjon or {11) the acquiring
enterprise controlg more than 35 percent of such enterprise’s
product market, such postulated acquigition would require the
prior approval of the Anti-Monopoly Comnmittee according to the
Anti-Monopoly Law,

Fourth, to the extent that the auction was one of sharey of
a joint-stock company, share Acquisition would be governeq by
Regulation 78, Thug, as noted above, an acquisition of more than
15 percent of the shares of the issuer would require notice to
the Ministry of Finance. Acquisition of 3% percent or more of
the shareg or acquisition cresating a majority voting bloc would

fequire the prior Permission of tne Anti-Monopoly Committee
according to this same reqgulation.
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Scenario J envisions all tha Perm wholesalers forming a
holding company controlling the Parm fruit and vegetable market,
The Ragulation on Holding Cempanies allows the creation of
holding companies on the basis of existing state enterprises with
the approval of the Anti-Monopoly Committee only in certain
industries. The Requlation on Holding Companies forbids creation
of a holding company in the retail and food sectors.
Furthermore, creation of such a holding company Ly share
acquisition would have to adhere to the reperting and approval
requirements of Regulation 78.

Scenario 4

In scenario 4, the Perm wholesalers agrae to divide the
wholesale market. Such an agreement would violate the provisions
of Article 6 of the Anti-Monopoly Law.

Scena 5

Scenario 5 postulates that advertising of the privatization
is limited to discourage participation, Advertising of a
privatization by commercial tander is the responsibility of the
tender commission, according to Section 2.3 of the Interim
Requlation on Privatization by Tander of Government and Municipal
Enterprises in the Russian Pederation (confirmed by the Decree
of tha President of January 29, 1992 N, 66). Such commission
must arrange publication of information about the tender in the
local press and special bulletins not later than one month before
the announced date of the tender.

Leonid Rozhetskin
Richard Kaplan
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MEMORANDUX
August 9, 19931

To: Mr. Edward Kaufman
(The Boston Consulting Group)

You have asked us to consider in light of Russian
lJaw the circunstances under which conditions may he placed on
the future operations of an enterprise undergoing
privatization by transformation of such enterprise (the
"Enterprise") into an open joint-stock company
("corporatization"). Pursuant to the State Program for
Privatization and Decree of thas President N. 721 ("On
organizational measures for the transformation of state
enterprises and vcluntary associations of state enterprises
inte joint-stock companies," adopted July 1, 1992) ("Decree
721"), large enterprises nust and medium enterprisas may
transform themselves into opan joint-stock companies.

Conditions imposed throuagh privatization documents

The documants necessary to privatize an Enterprise
by corporatization are the privatization plan (including a
valuation of the Entarprise) and the charter of the joint-
stock company.

The firet issue is whether conditions on _future
operations of the Enterprise nay be imposed through provisions
of the jointe-stock company’s charter. Section 3 of Decree
721 states that all state and nunicipal enterprises undergoing
corporatization must use the model chartar included as an
attachment to the decree. Wa notae that this model charter
contains no rastrictions or conditions on future operations of

1 Generally, a large enterprise is one with more than
1,000 workers or a balance of more than 50 nillion rubles as
of January ), 1992. A medium enterprise is one that is not
large and has sither 200 or more workers or a charter capital
of ons or more million rubles as of January 1, 1992,



R SO ¥ YR ERW N N

XXXi

2

the Enterprise. Article 3 of the model charter states that
the goal of the Enterprise is the raceipt of profit and that
the Enterprise may engage in any lawful pursuit in accordance
with such goal. Therefore, conditions on future operations
may not be imposed on the Enterprise in its charter.

The second issue is whether conditions on future
operations of the Enterprise may b= {imposed through provisions
of the privatization plan. Governmant Resolution N. 547
{*Resolution 547")4 requires that all state and municipal
enterprises undergoing corporatization adopt the model
privatization plan included as an attachment to the
reeclution., The model privatization plan contains among other
things a description of the Enterprise, its valuation and a
description of the disposition of its shares. The nodel plan
does not contaln any provisions for the imposition of
conditions on future operations of tha Enterprise. According
to Resolution 547, any deviation from the model privatization
plan must be approved by the federal State Property Comnittee
(GKI). Therefore, conditions on future operations may not be
i{imposed on the Enterprise in its privatization plan.

-

Con caed_on shares e

The final issue is whather conditions on future
operations of an Enterprise undergoing corporatization may be
imposed during the digtribution of its shares.

In the course of corporatization, we note that some
shares are necassarily digtributed in a closed subscription to
the workers of tha Enterprise. The law makes no provision for
the imposition of futura operating conditions during such
subscriptlion.

Decrse of tha Prasident N. 1108 ("On additional
meagures for the dafanse of the right of citizens of Russia to
participate in privatization,! adopiil July 26, 1993) provides
that at least 29 percent of the shares of an Enterprise
undergoing corporatization be gold by vouchar auction. No
conditions may be imposed on a purchaser by auction according
to Article 21 of the Law on privatization.

The remaining shares (typically less than 20
percent) may be gold by any maans provided for in Russian
legislation, including auction, commercial tender and
{nvestment tender. As noted above, no conditions may be
imposed upon & purchaser by auction.

1 wpn measures for the fulfilmant of Russian Federaticn’e
Decrea of the President 'On organizational measures for the
transformation of state enterprises and voluntary associaticns
of state enterprisaes into joint stock corpanies,’'" adcpted
Auguet 4, 1962, and amended July 12, 1993.

¥
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conditions may ba imposed in the course of both
commercial and investmant tender. Thoge conditions that may
be imposed during a commercial tender have been discussed in
prior memoranda. In an investment tender, a somewhat broader
ange of conditions may be imposed, including conditions on
the natura of future investments in the Enterprise. We note
that in practice it would be unreasonable and futile to impose
conditions on an investor who will at most obtain 20 percent
of the shares of the Enternrise. As a practical matter, no
likely purchase:r would agrse +o0 conditions that such investor
would be incapable of imposing on the enterprice as & minority
gshareholder. Were such a purchaser to agree to any
conditione, he would nevertheless ba incapable of imposing
then.

Conclusion

nssed on the foregoing, no ragtrictions on future
operations may be imposed on an Enterprise undergoing
corporatizatien in its charter or privatization plan.
Furthermore, conditions may not be placed on shares of such
Enterprise distributed to worksrs or sold at auction. The
placing of conditions on shares sold by commercial or
investment tender would be both unreasonable and futile.

Leonid Rozhetskin
Richard Kaplan



XXXiii

MEMORANDUN
July 29, 1993

To: Mr. Edward Kaufman
(The Boston Consulting Group)

You have asked us to consider in light of Russian
law the method by which a municipal enterprise undergoing
privatization may be reorganized. We understand that certain
Perm wholesalers have orn their balance sheets school
cafeterias and would like to privatize separately from such
cafeterias.

Analysis

First, Article 14, section € of the Law "On
Privatization of sState and Municipal Enterprises in the
Russian Federation," dated July 3, 1991 (the "Law on
Privatization"), provides that the privatization plan of an
enterprise may incorporate a plan of reorganization. Such
plan of reorganization is prepared by the enterprisa
privatization commiassion and confirmed by the local committee
on property administration in the sama manner as the plan of
privatization, of which it forms a subpart. Pursuant to
Article 16 of the Law on Privatization, enterprise
reorganization is carried out as a preparatory step to
privatization.

Second, pursuant to Article 14, section 6 of the Law
on Privatization, a plan of enterprise reorganization may
include, among others, the following elements: (i) the
separate privatization of a division of the enterprise, or
{11) the sale of certain assets of the enterprise. 1In
addition, Article 16 of the Law on Privatization requires that
in preparation for privatization the future status and use of
the objects of social infrastructure be determined. (It must
be understood that Article 16 refers to objects of social
infrastructure included on thes enterprise balance sheet.)
Article 16 further implicitly provides that the objects of
social infrastructure may but need not be privatized together
with the enterprise.

A
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Finally, the treatment of objects of social
infrastructure is epecifically regulated by Decree of the
President No. 8, dated January 10, 1993, "On the use of
objects of social-cultural and communal-common function of
enterprises undergoing privatization" ("Decree No. 8"). With
one exception!, Decree No. 8 is directly applicable only to
fedaral enterprises undergoing privatization and, in the case
of municipal enterprises, acts as a recommendation. 1In
accordance with Decree No, 8, the workers’ collective shall
decide whether to privatize an object of social infrastructu.z
together with the enterprise by including such objeot on the
balance sheet of the enterprise, or to exclude such object.

In the case of exclusion, the object of social infrastructure
is subject to separate privatization in accordance with
applicable legislation. Decree No. 8 further advises that, in
the case of exclusion, the privatized enterprise and the local
administration may enter into an agreement for the joint
operation and financing of such object.

conclusion

The privatization legislation generally permits
objects of social infrastructure to be separataed from the
enterprise in the course of privatization, but a definitive
answer in the case of the Perm wholesalers will depend on the
following factors: (i) are the school cafeterias formally
established as subfivisions of the enterprise {noppaafenelks) ,
which would provicde the clearest basis for their separation;
(ii) are the cafrterias located on the grounds of the
enterprise; (iii) are the cafeterias serving an orphanage or a
"boarding schoal®; and (iv) is the Perm adnministration or the
local committee on property administration prepared to follow
the reccmmendations of Cecree No. 8.

Leonid Rozhetskin
Richard Kaplan

1 In accordance with section 1 of Decree No. 8, buildings
and premises occupled, among others, by entities supplying meals
to orphanages, "boarding schools," hospitals and certain other
institutions shall be: (i) barred from privatization, (ii)
considered federal property, until formally transferred to
municipal or oblast ownership, and (iii) administered by the
local administration. With respect to these entities, Decree No.
8 appears to be obligatory in cases where such entities are
included on the balance sheet of federal or municipal
enterprises,
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MEMORANDUM
August 20, 1993

To: Mr. Edward Kaufman
(The Boston Consulting Group)

In connection with the privatization of vegetable
wholesalers and retailers in Perm, you have asked us to
consider the application of Russian law to the questions
discussed below.

1. Leased buy-outs

We understand that a number of warehouses were
leased to their workers’ collectives pursuant to lease
agreements, concluded in 1990 and 1991, which include lease-
to-own or buy-out provisions. You inquire whether these
warehouses may be privatized by any method other than one that
will result in their transfer to the workers’ collectives.

Privatization of leased property is governed by the
Law on Privatization, the Decree of the President No. 12301
("Decree No. 1230") and GKI Letter N. A4-2\586 ("Letter No.
2586") .

Decree No. 1230 and Letter No. 2586 create several
distinct procedures for the privatization of leased
enterprises depending on (i) the date of lease execution, (ii)
the book value of the enterprise on such date, (iii) the
enterprise’s connection to retail trade, and (iv) the
inclusion of a buy-out option in the lease agreement.
Generally, the workers’ collective is entitled to acquire the
enterprise by following the procedures specified in Decree No.
1230 and Letter No. 2\586, unless (i) the relevant lease
agreement was executed after July 3, 1991 (the date of the
adoption of the Law on Privatization), or {ii) the relevant

1 won regulation of lease relations and the privatization
of leased property of state and municipal enterprises," dated
October 14, 1992.
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lease agreement (x) was executed prior to July 3, 1991, (Y)
valued the leased property at above one million roubles, and
(z) did not include a buy-out provision. 1In the two
exceptional cases described in the preceding sentence, the
enterprise is privatized as a state enterprise in accordance
yith generally applicable rules upon the expiration or
termination of the lease agreement.

In view of the complexity of the i.eatm~ut of leased
enterprises under Russian privatization law, we must analyze
the specific circumstances of the leased enterprise in
question in order to give 1 definitive view on the
privatization regime appli:able to such enterprise.

2. Lease buy-out and conditions on futuie operations

You also asked what conditions, if any, may be
placed on the future operations of an enterprise undergoing
privatization by lease buy-out.

As noted above, three acts govern lease buy-outs.
These acts provide for certain conditions that might be placed
on an enterprise

Provisions in the original lease agreement may
include conditions as one of the terms of the buy-out. 1In
theory, such conditions might include conditions on future
operations of the property. The law provides that such
conditions would be incorporated into ithe buy-out of the
property.

The law also provides for the relevant property
committee to enter into a supplemental agreement with the
lessor in the eveut that the buy-out provision lacks a
necessary term. It is unclear whether a property committee
could in a supplemental agreement include conditions on future
opera‘cions of the property.

A privatization by lease buy-out may also occur by
corporatization. We refer you to our previous memorandum on
conditions that may be imposed on an enterprise undergoing
privatization by corporatization. We concluded therein that
in practice, no effective future operating conditions could be
imposed on suc:i an enterprise.

3. viarehouses ard shops privatized together

You have asked .s about the legal procedure for
breaking up shops and warehouses privatized together as one
entity.
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This issue is governed by Decree of the President N.
232 ("Decree 232")2, the Interim Regulation on holding
companies (the "Regulation on Holding Companies),® GKI
Instructive Letter N. OK-16/18 (the "Instructive Letter")?
and the Anti-Monopoly Law.?>

Decree 232 required administrative bodies at every
level to reorganize beforz January 1, 1992 state and municipal
enterprises of retail trade and social catering by separating
them into structural units organized as legal entities (ie.,
individual stores, cafes, cafeterias, etc.).

The Regulation on Holding Companies, as discussed in
a July 19 memorandum, allows for the creation of holding
companies only during the transformation of state enterprises
into joint-stock companies. Section 2.4 states that holding
companies may not be created in certain fields of economic
activity, such as trade in consumer goods and in the fields of
social catering and everyday service of the population.

Section 2.2 of the Regulation on Holding Companies
states that holding companies may be created only with the
agreement of the State Anti-Monopoly Committee. Holding
companies may not be created if such creation would lead to
the monopolization of production of a certain type of product
or service.

The Anti-Monopoly Law provides a means for breaking-
up entities engaged in moncpolistic activities. This law
authorizes the Anti-Monopoly Committee to break up enterprises
occupying a dominant market position (as defined by the Anti-
Monopoly Committee) and engaged in monopolistic activities.

It would appear that the failure to subdivide the
wurehouses and stores prior to January 1, 1992 violated the
provisions of Decree 232 requiring the division of such
enterprises into their structural units. To the extent that

2 "on the commercialization of the activity of trade
enterprises in the RSFSP," dated November 25, 1991.

3 The Interim Regulation "On holding companies created
during the transformation of state enterprises into joint-stock
companies," confirmed by Decree of the President N. 1392, dated
November 16, 1992 "On measures toward the realization of
industrial policy during the privatization of state enterprises."

4 "Oon the division of levels of p_-operty and on the
procedure for the commercialization and privatization of state
(municipal) enterprises of wholesale trade in consumer goods,"
adopted April 16, 1992.

5 The Law of the RSFSR "On competition and restriction of
ronopolistic activity on product markets," adopted March 22, 1991
and zamended June 2., 1992 (the "Anti-Monopoly Law").

71
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the enterprise occcupies a dominant market position and is
engaged in monopolistic activities, the Anti-Monopoly
Committee is cmpowered, among other remedies, to take steps to
break it up.

4. Privatization of warehouse on multiple sites

You have asked about the corrective procedures
available in the case of a warehouse privatization in
contradiction of GKI Instructional Letter N. OK-16/18 (the
"Instructional Letter")®. We understand that the warehouse in
quzstion is located on multiple sites and operates more than
50 percent of storage space of the city.

our memorandum of June 29 set out the provisions of
the Instructional Letter. 1In brief, this enterprise should
have “een divided prior to privatization unless for technical
reasons such division was not possible. To the extent that
such division was not technically possible, the enterprise
should have been privatized by corporatization only after the
privatization of 60 percent of the retail outlets served by
such enterprise.

Given that the enterprise was comprised of
warehouses on multiplie sites, it would appear that division of
the enterprise woulel have been technically possible according
to the terms of the Instructional Letter.

If the privatization process is not yet complete,
the relevant state property committee could amend the
privatization plan to bring it into conformance with the
Instructional Letter.

Also, to the extent that the resulting enterprise
occupies a dominant market position (as defined by the Anti-
Monopoly Committee) and engages in monopolistic activities,
such enterprise would be subject to sanction, including forced
break~-up, by the Anti-Monopoly Committee.

S. Enterprise restructuring and debt

You have asked us several questions concerning the
reorganization of an enterprise undergoing privatization.

As a general matter, an enterprise may be
restructured along divisional lines only. Pursuant to Article
14, section 6 of the Law on Privatization, a plan of
enterprise reorganization may include, among other things, the

6 "On the division of levels of property and on the
procedure for the commercialization and privatizatior. of state
(municipal) e..terprises of wholesale trade in consumer goods,"
adopted April 16, 1992.

(
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following elements: (i) the separate privatization of a
division of the enterprise, or (ii) the sale of certain assets
of the enterprise.’ Section 5.1 of the State Privatization
Program and a Regulation confirmed by Decree N. 7218 reaffirm
the general pr1nc1p1e that only divisions of an enterprise may
be "spun off" in the course of privatization.

Divisions are created by the enterprise and have
separate management and usually separate balance sheets and
employee rolls. The fact that divisions generally have
separate balance sheets prevents the privatization commission
from arbitrarily shifting assets and debts among divisions of
the enterprise.

Likewise, the fact that divisions generally have
separate employee rolls prevents the commissions from
arbitrarily shifting employees among divisions.

Given that enterprises can generally be separately
privatized by divisions, each of which having its own balance
sheet of assets and debts, it would appear unlikely that the
privatization commission is authorized to gather all the debt
of an enterprise and attach it to one asset. Notwithstanding
the general rules discussed above, we must consider the
specific circumstances of each enterprlse, including its
organizational structure, in order to give a definitive
response.

In all cases, the property committee must approve

the privatization plan, including any reorganijzation,
developed by the commission.

6. Negative value

You have inquired whether the law restricts the
creation of an enterprise with negative value.

Valuation of enterprises undergoing privatization is
governed by Article 17 of the Law on Privatization and the
Interim Methodological Instruction (the "Interim
Instruction").? Pursuant to the Law on Privatization, the

7 In practice, we know of only one instance of such an
asset sale. This instance occurred in the trucking sector.

8 Decres of the President N. 721 "On organizational
measures for the transformation of state enterprises and
voluntary associations of state enterprises into joint-stock
companies," dated July 1, 1992.

9 The Interim Methodological Instruction for the Valuation
of Objects of Privatization, confirmed as Attachment N. 2 to
Decree of the President N. 66, "on the acceleration of
privatization of state and municipal enterprises," adopted
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determination of a starting price for the sale of an
enterprise by tender or auction or the determination of the
charter capital of an enterprise to be privatized by
corporatization is to made exclusively in accordance with the
Interim Instruction. This instruction provides that debts of
an enterprise are to be csubtracted from its assets in order to
determine a starting price for auction or tender or the size
of the enterprise’s charter capital. The Interim Instruction
would not appear to restrict the creation of an enterprise
with negative value.

We note that two decrees of the President make
provisions for heavi;% debt laden enterprises. Both Decree
64010 and Decree 1108!! provide that in the event the debt
of an enterprise exceeds 50 percent of the value of its
assets, such enterprise may be privatized only by commercial
tender in which one of the conditions of sale shall be the
assumption by the purchaser of the debts of the enterprise.12

7. Consequences_of no-sale

You have asked us to consider the case of an
enterprise not sold in a commercial tender due to heavy debt.

Commercial tenders are governed generally by the Law
on Privatization and Attachment N. 53 to . :cree 66.
Pursuant to Article 20 of the Law on Privatization, the
privatization commission shall remove from a tender and review
the privatization plan of any enterprise not sold during a
commercial tender. Section 4 of Attachment N. 5 states that
the tender commission shall declare a tender void if the sale
price of the enterprise is more than 30 percent below the

January 29, 1992.

10 pecree of the President N. 640 "On state guarantees of
the right of citizens of Russia to participate in privatization,"
dated May 8, 1993.

u Decree of the President N. 1108 "On supplementary
measures for the defense of the right of citizens of Russia to
participate in privatization," dated July 26, 1993.

12 We note that each of these decrees has been suspended by
the Supreme Soviet pending review by the Constitutional Court.
Similar provisions, however, are expected to be adopted soon by
government resolution. We also note that merely the requirements
that debt laden enterprises be sold by commercial tender and that
such tender include the condition that the purchaser assume the
debt have been suspended.

13 The Interim Reqgulation "On privatization by tender of
state and municipal enterprises of the Russian Federation."

NG
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starting price. In such case, the committee shall review the
enterprise’s privatization plan.

Both the Law on Privatization and Attachment N. 5
provide for the review of the enterprise’s privatization plan,
albeit by different bodies. Such review would presumably
include a review of the starting price of the enterprise.

Such review might also include review of conditions placed on
the future operations of the enterprise.

8. Resale of enterprise with operating conditions

You have asked us about the legal conseguences of
the resale of an enterprise privatized by commercial tender in
which certain operating conditions were placed on the
enterprise.

Russian privatization law does not address this
issue directly. Therefore, one must look for guidance to
general sources of Russian law. The Fundamentals of Civil
Legislation of the USSR (the "Fundamentals") operates in
Russia and provides such guidance on matters of contract law.

Russian law does not precisely distinguish property
rights from contractual rights. As a general matter, a
primary purchaser of an enterprise on which operating
conditions are placea takes that enterprise subject to the
conditions. His rights are limited by the operating
conditions, and as we discussed in a prior memorandum, failure
to fulfil the conditions may result in the declaration of the
sale of the enterprise void.

Pursuant to Article 78 of the Fundamentals, a seller
is obligated to transfer property to a purchaser free of any
third party rights to such property about which the seller
should have known. A buyer can of course agree Lo assume such
obligations. 1In the event the purchaser is not informed of
such burdens on the property, he may sue the seller for
damages or cancel the contract of sale.

Whether a subsequent purchaser of the enterprise
would be bound by the conditions or have his possession
disturbed depends upon his knowledge of such conditicns. To
the extent that a person purchases in good faith property in
which the seller’s rights are limited, such good faith
purchaser as a general matter!? may not be deprived of the
property and would take the property fully, not bound by any
conditions (Article 54 of the Fundamentals).

14 Article 54 of the Fundamentals does alluw an original
owner to recover stolen or lost property from a good faith
purchaser.

= (;'
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The property fund’s remedies in such a case would
appear to be limited to suit against the primary purchaser for
damages.

Leonid Rozhetskin
Richard Kaplan
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O npwBaTH3aUKA B 1993 1.
NpeRNPHATHA OMTOBOA ¥ POIHAIROA
TOProRUTH, OOIMECTBEHHOTO MTHTRHAS

# BurToBOrO 06CTYXHBAHUS HACENEHHS

Pyxosoacteysch Ykasou [Ipe3unncnra Nu 640 «O rocyZaPCTBEEHHX
rapaHaTHsX npaBu rpuxasn PoccHB ma YacTRe B IPHUDATHIALAR® OT 8 nrg 1993 1. ¥
NPUHHMAR BO PHRAMRHHC C/IOXHBIYIOCE B T. Mepmu 06cTAROBKY, METHA Coser
.opoacxoro CoBeTi HUPOAHHIX AETYTATOR PELLIWIL

1. Cornacso n. S seimeo3nauerHoro Yxasa Konutery no ynmpasjerRmio
gMymecTsoM ropoaa (Amatpuesy I.C.) B MecSTHHA CPpOX NOANCTOBHTD B
ony6IHKOBATh B CPCACTBAX MACCOBOH HA(OPMUIMA NCpeacHs NPCIUPRITHE ONTOBOR
¥ PO3HHWHO# TOPrOB/A, COMECTBEHRON MHTIHKL H GuroBoro obcnyxupaHug
HHCC/ICHHS, NOATEKAIEX 06g3aTensHoN npusathaauny s 1993 r. B coorsercTau ¢
ACHCTBYIONIEN 38KOHORATE/HCTBOM BRIOUHTD B ILIAAN IPHPATHSAIAH yRa3AHHKX
npeAnpASTER B B JOTOBOPH 110 FX KYTUIC-NPOAAXE YCIOBHL, MPEAYCMATPHBAIOUINE
CoXpuHCHEE MpoEAS TPEATPHATAA K ofecmewnBaioNme GecnepeGofinoe
ofecneyeHHe HACECERS TOBAPANA H KONTIIEKCOM OLITOBHIX yCJTyT.

2, TMpK3IHATH YTPATHBIIHM CHAy N | Pcmenns Manoro CoBeta ropoickoro
Coseta Rapoarbix aenytatos Nu 56 or 23.03.93 r.
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RIDER 9A

Eootnoteg

1 privatization of enterprises engaged in wholesale trade is
mandatory in accordance with section 2.5.1 of the State Program
of Privatization of State and Municipal Enterprises for 1992
(which remains in effect in 1993).

2 Investment in the entarprise in the form of debt repayment is
a permissible condition of commercial tender in accordance with
section 2.8 of the Provisional Requlation "On the Privatization
of State and Municipal Enterprises by Tender."

¥ sale of agsets of the enterprise before privatization is
carried out, in the case of federally-owned enterprises, in
accordance with Directive No. 73 of the State Committee on State
Property Administration, dated 12 March 1992, In the case of
municipally-owned enterprises, the relevant committee on property
administration may follow the recommendation of the federal
regulation,

4 privatization plan of an enterprise may incorporate a plan of
its reorganization, including the separate privatization of
divisions of an enterprise or the separate sale of certain assets
in accordance with Article 14, section 6 of the Law on
Privatization.

5 Liquidation of an enterprige followed by an auction sale of
its assets is a lawful method of privatization in accordance with
Article 21 of the Law on Privatization.
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RIDER 15A

! Directive No. 73 of the State Committee on State Property
Administration, dated 12 March 1992,

2 Municipal committoes on property administration are authorized
to administer municipal property generally and the property
managed by municipal enterprises specifically, in accordance with
Resolution of the Supreme Soviet No. 3020-1, dated 27 December
1991. Pursuant to such resolution and Directive of the State
Committea on State Property Administration No. 73, municipal
committees on property administration would be authorized to
promulgate regulations on the disposition of assets by
financially-distressed municipal enterprises prior to
privatization.
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RIDER 22A

1  The debt-abgorbing entity can represent a division of the
enterprise, in which case it will be registered as a separate
iegal entity in the course of privatization, or a specific asset
of the enterprise, such as a warehouse, which will be separated
from the enterprise in the course of privatization and sold in
a commercial tender, subject to the condition that the purchaser
shall repay the debt associated therewith, in accordance with
Article 14, section 6 of the Law on Privatization.
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{Instructional Letter of the State Committee on
State Property Administration)

In response to inguiries concerning the application
of provisions of legislation relating to the privatizatlon of
vegetable wholesalers and conditions that may be imposed in
connection with the privatization thereof by tender, the State
Committee on State Property Administration, acting on the
basis of Article 4 of the Law "On Privatization of State and
Municipal Enterprises in the Russian Fedaration" and section 5
of Dacree of the President No., 322, dated 2 April 1992, and
implementing Articles 2 and 11 of the State Prcgram of
Privatization of State and Municipal Enterprises for 1992,
gection 5 of Goskomimushchestvo Directive No. 837, dated 17
May 1993, and Goskomimushchestvo Instructional Letter No. OK-
16/18, dated 16 April 1992, i{nstructs as follows:

1, TO ESTABLISH that state and municipal enterprises
engaged in the wholesale trade of vegetables ("vegetable
wholesalers") are subject to mandatory privatization in 1993
pursuant to Section 2.5.1 of the Ztate Program of
Privatization of State and Municipal Enterprises for 1992, the
application of which in 1993 was extended by section 3 of
Resolution of the Supreme Soviet No. 4831-1, dated 28 April
1991.

2. TO RECOMMEND that vegetable wholesalers are to be
privatized by means of sale in a commarcial tender. Pursuant
to section 5 of Goskomimushchestvo Directive No. 837, dated 17
May 1993, as amended ("Order No. 837-R"), regional and
municipal state property committees are advised to adopt model
plang of privatization and reorganization applicable to the
privatization of vegetable wholesalers; such plans shall
provide for privatization by means of sale in a commercial
tender and shall include other provisions consistent with this
Instructional Letter and Instructional Letter No. 0X-16/18,
dated 16 April 1992.

3. TO RECOMMEND that vegetable wholesalers not undergo
privatization by means of transformation into a joint-stock
company.

4. TO ESTABLISH that, in accordance with Provisional
Regulation "On Privatization of State and Municipal
Enterprises by Tender," adopted by Decree of the President No.
66, dated 29 January 1992, and Decree of the Prasident No.
1108, dated 26 July 1993, conditions of a commarcial tender
relating to the obligations of the purchaser to maintain a
specified level of producticn (sales) of certain goods or
services or to maintain the "profile" of the enterprise, may
be established for a term not to exceed three years. Other
allowable conditions may be established for a term not to
exceed one year.
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For purposes of this Instructional Letter, the
maintenance of the "profile" of a vegetable wholesaler shall
mean the following: the maintenance of sales of not more than
four specified vegetables, which were regularly sold by the
enterprise prior to privatization, at a level not exceeding 60
percent of the 1992 volume of sales for human consumption
(axcluding animal feed) in tons of each such vegetable,
subject to existing dexand during the effective term of the
purchaser’s obligation. Such level shall be expressed in the
form of an annual volume of sales in tons. Any such
condition, the term of which exceeds one year, shall be
reviewed by the relevant property fund annually in order to
review the level of existing demand for the relevant
vegetable; such property fund, in light of existing demand or
a showing of economic hardship by the enterprise, may reduce
volume sale requirements, but may not increase them.

5. TO CONSIDER unlawful the imposition of gny conditions
regulating the business operations of a vegetable wholesaler
other than as provided in this Instructional Lettar.
Conditions which may not be imposed include, but are not
limited to, the following:

-- 8ales requirements computed as a percentage of the
total sales of the enterprise;

-- €&easonal, quarterly, monthly or any other non-annual
sales requirements;

-- =sales requirements measured by the value of
vegetables sold or ir, roubles;

-- sales requirements measured as a percentage of value
of prior sales;

-- restrictions on the manner of use of productive
assets, including warehouses;

-- vrestrictions on the amounts of vegetables bought or
stored measured in volume or value;

-- restrictions on the allocation of warehouse capacity;
and

-- obligation to sell to, or purchase from, specified
entities,

6. TO RECOMMEND that conditions relating to the
maintenance of specified levels of employment not be imposed.

7. TO RECOMMEND that highly~leveraged vegetable
wholesalers which are important to the local vegetable supply
(as defined below) be privatized by means of sale in a
commarcial tender, a mandatory condition of which shall be the
assumption of the total indebtedness of the enterprise by the



xlix
3

purchaser and the repayment thereof by him prior to, or at the
time of, exacution of the purchase and sale agreement for the
acquisition of the enterprise.

For the purposes of this Instructional Letter, a
highly-leveraged vegetable wholesaler is an enterprise, for
which total value of its debts exceeds 125 percent of its
monthly sales revenues measured in roubles. An enterprise
shall be considered important to the local vegetable supply if
such enterprise possesses a share greater than 35 percent of
the local market for (a) vegetables (in sales volume), or (b)
general warehouse capacity (in sguare meters), or (c)
refrigerated or other specialized warshouse capacity (in
square maters). For the purposes of this section, the local
market shall have the meaning assigned to it in the Law "On
Competition and the Restriction of Monopolistic Activities."
In view of the definition of the "local market" provided in
the Resolution of the Supreme Soviet No. 5207-1, dated 17 July
1993, for the purposes of this Instructional Letter, "local
markat" shall correspond as a rule to the district in which
the relevant enterprise is located.

8. TO CLARIFY that the sale of an enterprise in a
commercial tender shall be made in the form of a purchase and
sale agreement. In accordance with Article 27 of the Law on
Privatization, such agreement shall incorporate the conditions
of the tender and may incorporate such additional conditions
upon which the parties thereto may agree. In the absence of
agreement batween the partiee on the incorporation of
additional conditions, the seller of the object of
privatization and the winning bidder in the tender shall enter
into a purchase and sale agreement incorporating the
conditions of che tender and additional information provided
for in Article 27,

(Signature]



Dear Mr., Mrs.

I am pleased to announce that PPOP is in the process of big changes. The
purpose of this letter is to describe how you can benefit from these changes.

PPOP is going to become a private company August 19,1993. Being private
for us means that we care to please you with our products and servises. We
are going to work hard to satisfy your needs offering you :

1. quality hased discounts (order size discounts and monthly rebates).

2. a personalized service by our sale force (that will help you if any
questions arise).

3. an additional extra quality grade for certain fruits and vegetables.

4. a better assortment of products (including fruits, vegetables, canned
products. sugar. rice etc.)

Part of our new approach is to make contacts with our customers an
exclusive responsibility of our new Sales Department. Our Sales Department
headed by Mrs. Suetina N.I. is ready to inform you about our products.to
take your orders, to arrange delivery. and to help with quality related issues.
No order will be accepted and no sales made directly by warehouses starting

from October 1,1993.Please take a note of this important change .

If you have any questions. please, call our Sales Department at # 33-40-62.
we are ready to help you.

Thank you,

Kasimov A.V.
Director "PPOP"

Attachments: Order Size Disconts and Rebate Forms.

G\
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Rebate Calculation of "Permplodovosheprom™

"Permplodovosheprom™ will pay the amount stated in line "Rebate to be paid” within 5 banking days 1o

Product:
Actual purchases of fresh fruits and vegetablec from PPOP in August 1833 (Rb):
Base Purchases (Rb) (1):

Excess of actual purchases over base purchases (Rb):
fline 2 minus iina 1}

% discount applied:
[from table]

Rebate to be paid (Rb):
fline 3 times line 4]

{company/relailer)

! Table of discounts

Excess of amount purchased % of average price to be Excess of amount purchased % of average price to be
over base tonnage paid back over base tonnage paid back
<1 MRb 1% 15-17 M Rb 9%
1-3 M Rb 2% 17-19 M Rb 10%
3-5M Rb 3% 19-21 M Rkt 11%
5-7 M Rb 4% 21-23 M Rb 12%
7-9M Rb 5% 23-25 M Rb 13%
a-11 M Rb 6% 25-27 M Rb 14%
1113 M Rb 7% 27-30 M Rb 15%
13-15 M b 8% >30 M Rb 17%

Director of “Permplodovosheprom”

{1)Base purchase numbers should be changed every mor'h to account for inflation and seasonality.

Kasimov A.V.

1]
[2]
131

[4]

(s]

A



Price List of "Permplodovoshprom"”

Effective 27 July 1993.
All quotes are subject to product availability.

Product:

Packaging:

Base Price(Rb/kg) (1):

2&7%
Al

Order Size Payment Terms % of Base Pice Unit Price Payment Terms % of Base Pice  Unit Price
< 200 kg 3 days 101% 8 days 111%
201 kg - 2,000 kg 3 days 100% 8 days 110%
2,000 kg - 3,000 kg 3 days 99% 8 days 109%
3,000 kg - 5,000kg 3 days 97% 8 days 107%
5,000 kg 3 days Negotiable 8 days Negotiable

If payment is not made within time specified in colomn “Payment Terms" additional charge of 1.5 % of total payment per day is applied.

Director oi "Permplodovoshprom™

(1) Base price is different for every quality grade.

Kasimov A.V.






CONTRACT ON SUPPLY OF VEGETABLES TO SOCIAL INSTITUTION

" " 1993

(city, village, settlement)
QZP"Permplodovoshprom” in the person ¢f

(name of enterprise)
director Kasimov AV, officiating on the grounds of__The_Charter. .
further titled as Seller from one party, and

(name of enterprise)
in the person of. o:ficiating on the grounds

of , further titled as Buyer from the

other party, concluded this contract on the following:

Seller is obliged to supply Buyer with basic vegetables (potato, cabbage, carrot,
and beets) at wholesale price that are not higher than the prices quoted to retailers.

The volumes and schedule of shipments are to be agreed upen between the chief
of trade department of Seller and of Buyer.

(responsible officer title, name)

Buyer is obliged to purchase all of its purchases of basic vegetables (potato,
cabbage, carrot, and beets) exclusively from Seller.

Basic vegetables are supplied by Seller in quantities specified in purchase orders
issued by Buyer.

Seller is obliged to give Buyer's purchase orders for fruit canned products,
other food products beside basic vegetables a priority over orders from customers that do not
have contract with seller.

Payment for shipments is to be transferred by Buyer to Seller's account
# 00441123 in Dzerzhinski Commercial Bank MFO 185583.

The contract is effective immediately as signed and is valid for 12 months.

For Seller For Buyer
Director of
"Permplodovoshprom”

Kasimov A.V.
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Storage disbursements before che time when the products are delivered
to the Purveyor ' shall . be covered by

(Producer, Purveyor or jointly in the £ llowing percentage: Producer
- %, Purveyor % ) at the price of
—_— (rate of

payment for a week, month, the whole period)

2.2. The obligation to provide the Producer with containers for
transportation of picked up products under the terms of p.3.1. lies
on

( Producer, Purveyor; at his own expense, at the expense of the other
Party under the Contract or joint payment in the following
percentage: Producer - %, Purveyor- %)

2.3. The obligation to provide means of transportation to deliver
picked up products to the receiving point under p.3.1. lies on

(Producer, Purveyor; at his own expense; at the expense of the other

Party under the Contract or joint payment in the following

percentage: Producer - %, Purveyor -
%)

2.4. Producer shall duly notify the Purveyor that the products were
dispatched and of other aspects (quantity, availability and types of
containers, the time when the products are expected to arrive to the
Firm’'s warehouse, the recuired quantity and tonnage of transport
means and etc.). ©Purveyor requires such an information to take
necessary measures to accept the products.

2.5. Purveyor shall undertake an obligation to accept the products
delivered by the Producer under the terms of the present Contract in
conformity with the range and quality of the supplied products and
the terms and volume of their delivery.

2.6. The place of acceptance by the Purveyor of the products supplied
is reqgarded
(storage

of the Producer; storage of the Purveyor; other place)

2.7. The date of products’ acceptance by the Purveyor is considered
to be

(the acceptance of the products by the Purveyor’s representative at
the Producer’s storage, finishing of loading at Producer’s storage to
the means of transportation by the Purveyor, the delivery of the
production by the Prcducer to the Purveyors’storage, the finishing of
unloading of the products provided by the Producer at the Purveyors’
storage; other date; In each case the date is specified in a relevant
document (waybill, consignment note).

2.8. All risks of loss and damage of the products supplied under
p.2.7. of the present Contract before their accepting Ly the Purveyor
shall be carried by the Producer; after this - by the Purveyor.

2.9. Producer shall notify the Purveyor or possible latent defects of
2
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the products delivered.

2.10. The Producer’s representative shall enjoy the right to be
present when the products are being weighed, sorted and graded. The
results shall be put down in the written form by the both Parties
representatives and relevant documents shall be valid when signed by
the both Parties only.

when the Parties cannot agree upon the quality of prcJducts delivered,
they submit it for consideration of the State Inspector of Perm
evaluating quality and the decision rendered by him is final binding
for the both Parties.

When a Representative of one of the Parties is absent when the
products are being accepted then a Representative of the other Party
who is present performs this operation in cooperation with the State
Inspector of Perm evaluating quality and the relevant documents are
valid when signed by both a Representative of one of the Parties
and by a State Inspector.

2.8. Purveyor shall submit to the Producer copies of all formal
documents (weight receipts, certificates of qguality, sanitary
inspection, faulty production receipts and etc.) with regard to the
picked up Contacting products.

3. TERMS OF DELIVERY AND PAYMENT UNDER CONTRACT

3.1. Producer shall undertake the obligation to sell Purveyor
tons of picked up products including. 1.

GOST grade tons price

for one ton of the standard quantity of the products
sum of delivery container

type

(containers, crates, pallets, fabric and string sacks, without

packing) time of delivery

{from to guantity/tons

daily, monthly, quarterly and etc.: if necessary a more detailed

schedule of delivery is made out in each particular case; is signed
by Representative of both Parties and is regarded as an integral part
of the Contract).

2.
GOST grade tons price
for one ton of the standard quantity of the products

sum of delivery container
type time of
delivery
3.

3

A
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GOST grade tons

price for one ton of the standard quantity of the products
sum of delivery container

type time of

delivery

4. :

GOST grade tons

price for one ton of the standard quantity of the products
sum of delivery container

type time of

delivery

5. :

GOST grade tons

price for one ton of the standard quantity of the products

_ sum  of delivery container

type time of

delivery

6. _

GOST grade tons

price for one ton of the standard quantity of the products
sum of delivery . container

type time of

delivery

3.2 The Parties have agreed that the price for contracting products
depending on their quality shall amount to:

- 100% of the stipulated amount when _ __ % quality level is observed
in conformity with the State Standard;
- when the quantity level is decreased by each %, the price of

the products delivered automatically decreases by .
In such cases the products are valued without taking into
consideration the GOST's allowances.

Non-standaré products shall be paid for on the basis of $ of the
standard products. When the quantity level of the products delivered
is below %, the production shall not be accepted and considered

as non-delivered.

When the packing/container terms are not observed by the Producer,
the Purveyor shall be entitled to refuse to accept the products
delivered. In this case the products shall be deemed as
non-delivered.

3.3. when the Purveyor’'s representative accepts products with latent
defects, the Purveyor shall ensure that the value of damage is
defined by the State Inspector on Quality or by any other competent
body within the period of one month from the date of acceptance of
the products. The Parties have agreed that the losses arising thereof
shall be carried by them jointly on tha basis: Producer -

%, Purveyor _

4
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After the total sum of damage has been defined, the Producer shall
transfer to the Purveyor’s account a due sum to cover his part of
damages within from the moment of his being
notified of the results of Quantity Test of the products.

(Pattern: "3.3. In case of the Producer delivering the products being
infected, the damage caused as a result of a disease developed within
one month from the last delivery of the products shall be reimbursed
in full by the Producer. Similar damage cases as a result of a
disease developed after the expiry of this period shall be reimbursed
in full by the Purveyor'.)

2.4. The Purveyor shall pay the Producer for the Contracting products

by means
of (bank
transfer, transfer with cank confirmation, L/C opening and etc) as
follows: $ of the sum shall be paid for the period of

Gays till the delivery in advance of future delivery and further, as
far as the delivery is accepted at the rate of $ »f the
stipulated amount during the period of days from the date of
products’ acceptance, $ during the period of from the

date of acceptance. The date of payment stated in the stamp of the
agency’s bairk on the accounting document shall be considered the date
of payment of the Purveyor.

3.5. The sum of payment for the Contracting production shall be
calculated basing on weight and sorting acts and the contractual
prices of Contracting products {pp.3.1.-3.2.). agreed upon by the
Parties.

4. LIABILITIES OF PARTIES

In the case of non-fulfilment or vndue fulfilment of the obligations
provided by the present Contract, the Parties shall be liable:

4.1. In case of delayed delivery or underdelivery of products within
the established terms, the Producer shall pay to the Purveyor a
penalty of ___ % of the value of non-delivered (underdelivered)
products for each day of a delay. (Possible ammendment: '"When the
delay in delivery exceeds days “he calculation of a penalty
shall be ceased and in addition to the calculated penalty the
Producer shall pay to the Purveyor a fine at the rate of % of
the value »< non-delivered (underdelivered) products'.

4.1.1. Despite the paid penalty (fine) the Producer shall reimburse
to the Purveyor the damage caused by violation of the terms of the
present Contract (due to underloading of warehouse, in case the
Purveyor does not keep its obligations before other counterparts and
due to penalty payment for the violations made and etc.).

4.1.2. Penalty (and fine) at the stated above rates shall be
recovered from the Producer for non-delivery (underdelivery) of
separate items of products of the range provided by the Contract.

5
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4.1.3. The Producer shall not bear the responsibility for
non-fulfilment of any of its respective obligations provided by this
Contract if this non-fulfilment is due to force-Majeure (such
circumstances include Acts of God, social disturbances, military
actions, Acts of State bodies and etc.) or through the fault of the
Purveyor. Should any of the above-listed circumstances exist, local
authorities or any other competent body shall officially confirm the
same.

4.2. In case the Purveyor refuses to accept the products offered for
by the Producer that was in conformity with the terms of the present
Contract with regard to quantity, quality and date of delivery or for
the delay in its acceptance, the Purveyor shall pay to the Producer a
penalty at the rate of $ of value of non-accepted or accepted
with a delay products and shall reimburse the costs for delivery in
the both ends and the expenses incurred by the Producer
(deterioration of the products’ quality, idle time of means of
transportation when awaiting delivery and ect.).

4.3. 1In case of delayed payment of accepted products the Purveyor
shall pay to the Producer a penalty of $ of non-paid sum for
each delayed day.

(In case under the terms of the present Contract containers are to be
provided by the Purveyor it is possible to make an addition: "4.,4. If
the Purveyor does not provide proper containers to the Producer, then
the Purveyor shall pay to the Producer a penalty of $ of the
value of non-delivered containers'.).

5. TERMS OF UNILATERAL DISSOLUTION OF CONTRACT

5.1. The Purveyor shall enjoy the right to terminate the Contract
unilaterally in case the Producer more than once viclates the terms
of the Contract agreed upon by the Farties concerned (does not
observe assortment of products, its quality, quantity, types of
containers, terms and volume of delivery).

In this case the Producer shall recover the damage caused to the
Purveyor by violation of the present Contract (in conformity with
p.4.1.1. of the present Contract).

5.2. The Producer shall enjoy the right to terminate the present
Contract in case the Purveyor violates more than once the order of
acceptance and appraisal of the delivered products and the date of
payment. In this case the Purveyor shall undertake the obligation to
reimburse the Producer the damage caused by non-fulfilment (undue
fulfilment) of his obligations under this Contract.

6. MDDITIONAL CONDITIONS

6.1.A11 alterations and supplements to the present Contract are valid
only if made in written form and signed by the both Parties.

6.2. All disputes which may arise out of the present Contract and
6
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cannot be solved amicably, shall be subject to settlement in the
Arbitration.

6.3.

7.LEGAL ADDRESSES AND BANK REQUISITIES OF P®»RTIES

7.1. Purveyor:
settlement account No. with Bank

7.2. Producer:
settlement account No. with Bank

The Contract is signed:

For the Purveyor: For the Producer:

\xx)k
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IOoOrosoep :
KOHTPAKTALHM CEJBCKOXO3ARCTBEHHOMN NPORYKUMHU

_/L" QJZM‘? 199 Irona 7 A2t
%4

(HauMEeHOBaHHe Hag®IGHHOLG ITYHKTA)

1]42[;;0 é%;%wﬂhxZd@%é%%ﬁé%é%%%ﬁibé? ‘B JiMUe
/ (Has3Bafite ipenfipudryn, 29ran 3aLUK)

LALULUeD. SLperttion o OEULLLL5 . , AeficTByOWero Ha

’ (monmuéere, ¢.1.0.)

OCHOBaHHUHK LppoeLLeesy L ——+ MMeHyeMmoe B nannHe#tweM "dipmar,

C OIHOH CTODOHH, X ~ , .
%gpeaeﬂ%«ﬂ wfezexwo/p 2 974/,/
A Haspdure Koonepart¥sa, pepMepexoro XoanneTsa,

.H,0. oOusnyec

KOgxoza OBX034, ¢ Koro auua)
B anue _GlRE/. 9’156%&%/% 2 oroe) ﬁw/%ﬂé/@eﬁcmymuero

é%%fﬁﬁFCT D U.C.)
Ha OCHOBaHUM 122, 42<;c;,, ., KMEeHyeMHit B HannHeflwem
"llocTaBynk”, c npyrofi CTOPOHH, 3AKIOYUNHY HACTOARUMY Lol'o80op, B nanp-

HefweM JIoroBOp, O HuKecHepmywieM:

1. Mpenmer Eoroaog&

1.1. NocraBuuk peaanzyer ¢upMe IIPOM3BELEHHYD NMPOAYKUKI (KopraRTyeMas
NPORYKUKA) , KOJMYECTBO, KauecTBO M ACCOPTHMEHT KOTODON onpefeneHs »
n 3.1. HacroAwero Joroeopa, a dupMa IpHHHMaeT NIPOAYKUNK, NOCTaBAeHHyD
B COOTBETCTBHM C YCJOBMAMK HACTORWErO Norosopa, u ynnayupaer llocTas~
WIMKY CYMMy B COOTBETCTBHM C LeHOH, CorsiacoBaHHON cTopoHamu (1.3.2.).

llocrasneHran npogykuua OLUEHMBAGTCA IO KONMYECTBY M KavyecTBy B cooT-
BETCTBHY C YCNOBHAMH HacTOAMEro Horomopa u cywecTBywwuMy npaBusaaMy .

1.2. Cpoxk peiicTeua dorosopa gnureca c¢ gatw ero TnoanucaMHs CTopoHamu
AC BUIIONIHEHWA CTOPOHAMH CBOUX O0A3aTe bCTR 110 HacTOAWeMy JOrosopy.
.

”

2. NlpaBa u o6aszanrocTH CTOpPOH

2.1. llocTasuyk o683aN obecneunts ¢c60p BHpaweHHO npomyKuuu, a raxke
€e Hanjexalle: XpaHeHMe Ha CpPOX mHo - . HMeA 8 Bugy,
YTO NPOOYRKUKFR COXDAKKT CBOM noTpebrTensCKue CRONCTBE B COOTBETCTBIY
C YCHOBHAMK HACTOAWEro Jdorosopa..

Onsiate pacxoZo® o xpaHemuo NPORyKUMK RO ero nepepasyu dupMe npousso-

AnTCA

(NMocTaBunKoM, dupMo¥ nubo conmmLapHo B NPOUEHTHOM OTHOWEKUM :
MocraBuux - %, ‘bupme - h)

10 LeHe

(pasMep niaTH 3a Hegenw, Mecfalu, 3a eecb mepuon)

2.2. OGecneuenue llocraBuuka Tapoit ann TPBHCNOPTHPORKY cOCpPAHHON npo-
AYKLUM B COOTBETCTBUM C YRNOBMAMU nm 3.1. nemur Ha
4 ’/9’;,,‘6( HBSZrLLo ey
(Hoc#ﬁg@ﬁke. ®upMe; 3a CBO# cuer, 3a cuer Apyro#t cTopoHH
no OroBCpy nnbo omnata conupapHas, COCTaBAANWAA B NPOLEHTHOM
OTHOWeHu  : TocTaBwMUK — %, dupMa - %)
1

d&ﬁ/
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2 2 Ofe-nedeNue TPAHCNOPTA AJIH  BHBO3& cobpaHHOM NPOAYKUHK Ha NpHeM-

HHA NYHR ! B COOTDQTOTBHM XgnogﬁﬂMH n.3.1. nexuT Ha -
/ G

T (IAcTaBumyKe. ®MpMe, 3a CBQR cuer, 3a cueT APYroW CTOPOHH

no ﬁoroaopy nu6o onnarta conupmapHad, COCTaBJARYIaR B TPOUEHTROM
ol adeHue  TlocTaBWHK — %, dupma - Z%EZ %Y.

2. 4 TloctTaBuvx ofs3aH HoadewaliuM o6pa3oM YBeLOMHTL $HUpPMy 00 oTnpaBxe
RPOAUXLUKK M TpOYUX  ACNeKTax (KonMwecTBO, HaJMW4YMe ¥ XapaxTep TapH,
npe --naraeMoe BPeMA NOCTYMNENMA MPOAYKLUM Ha cknan OupMH, HeoOGxonu-
MO KOAMYECTRO ¥ TOHHE&K 8BTOTPAKCIOPTHWX CpeNCcTB ¥ T.n.), uHbopMauus
O KOTOPHX HecHxonuma dupMe IONA NPUHATHA COOTRETCTBYDWHX Mep 110 NpHeM—

Ke NPOAYyKUHMH
2 5 ®upMa 0BA3VHTCA MPUHUMATL NPOOYKUKL, NocTarareMyx [lOCTABIMKOM B
fONTRETOTRAK ° YOROBUAMY HACTOAwWEro HNOrosopa 10 2CCOPTAMEBHTY, Kaue:

sTey maeTEpngenalt oL uKDu 2 Tarse cpopst o afraMman DOCT230K

B, T ,aMEROR HPOLYRLHA an”ae*CE
A : / c'é_&é{.,
AR Zoc1aaunx cKJan PUpMR, HHoe)

5 _dupMol IPOAYKUKY CHMTARTCA azazam4ﬁu&%uzéé4g

(ripueM npencTaa:-~..eM ®WPMH NMPOLYKUUM KA cKjafde [lOCTaBWHKA, OKOHYaHMe
Nporpy3ku iIpolyKUMM HE& CKJagje [locTaBWMKa HA npencraBsieHHuWe $upMoN
AaBTOTPAHCICPTHRE CpencTBa, NOCTABKE OPOAYKUMHM [IOCTABWHKOM HA CKI&n
OUPMB, OKOHYAHKE Pasrpy3ky TOCTHEBWUKOM NPOAYKUHMK Ha cKaage OUpMu ., MHoe
daTa onpesesAeTcA B COCTABJIAEMOM B Ka%kJoM clydyae COOTBETCTBYDOIWEM HO-
KyME@HTe— fpHeMO—-CAAaTOYHOM [JOKYMEeHTe, TOBAaPHO-TPAHCHIOPTHOM HaknagHON)

2.&. Puck yTpaTH K NOPUM NOCTARJAAEMOR NPOAYKUMH OO MOMEHTAa MPUHATHYA
dupMofi npomykuuM, ofipeneyieHHOTo B N.2.7. HacToAuwero Jorosopa, HeceT
llocTaBuMk, nocrne HACTYNJIEH¥A ODAHHOTO MOMeHTa — dupMa.

2 9 TlocTasuuk o0A3aH NpeAynpelnTh PHUPMY O BO3MOXKHHX CKDHTHX AdedeKTax
NCCTaBlIAEMON NPOoYKLT.

210 .Mper-Tasyrens llocTaBuMKa KMeeT NpaBo fIPHCYTCTBOBATL NPH NpoBefe-
Hi# B3BCWMBAHUA, COPTHUPOBKY ¥ OTOPAKOMKY NPOAYKUUK. Pe3ysnbTaTh HOSHHAHX
onepaurft PrKCHpPYRTCA B NHCbMEHHOM BHIe NpelcTaBUTeNAMU O6eHX CTOpDOH,
¥ COOTBeTCTBYDWHE NOKYMEHTH RefCTBUTENBHH TOJIBKO NPU HaAUYMK noanuced
06e4X CTOPOH.

Np® HeBO3MOXKNOCTY NPURATH K OOUHOMY DEWEeHMK® OTHOCHTENbHO KauecTBa 70-
CTaBJIeHHOX [MPOAYKUMUY CTOPOHH OCTABJANT pelleHue HaHHOT'O BONpOCA 3a
nepMC}(HM ropoackKkuMm rocCyaApCTBEHHEM HHCTI8eKTOPOM rno KaygecTny, L ¢-1c
pelleH¥e CcUMNTAVT AN cebA OKOHYATONLHLM.

B cayyae oOTCyTCcTBUA NP MNpHEMKe NPOIYKUKM NpPeNCTAaBUTENA O4HON M3
CTOPOH NPeACTaBUTE] b APYrOX CTOPOHW NPOK3IBOUMUT LA&HHYKW ONepauuo coBMme-—
CTHO ¢ [lepMCK¥M TOPONCKUM TIOCYZAPCTBEHHWM MHCMNEKTODOM MO KayecTBY, U
COOTBeTCTBYKUWe ONOKYMEHTH JeficTBUTENbHH TOMAbBKO NPM HaMMMHK noanuced
"pncyromﬁynwero NPeNCTARUTENN ORHOW¥ 3 CTOPOH U TOCYAAPCTBEHHOr™
REE S Mol I B4 e
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5. :
rocT copT TOHH
LeHa 3a 1 TOHHY CTAHOAPTHOW YaCTX NPOXYKUNY
cyMMa NOCTaBKH BHE TapH

CPOKKH TNOCTABKH

3.2. CTOpPOHH ZJOI'OBOPMJIKCEH, HTO leHa Ha KOHTpPaKTYeNy  NpOOYKLUKK B 38—
BHCHMOCTH OT ee KayecTBa COCTABHUT:

Np¥ COONMKISHUM %-HOI'O YPOBHR XAauecTBa B COOTBETCTBHKM C rocymap-
CTBEHHUM CTaHnapToM - % OroBOpeHHON ueHH, IMp¥ CHHKEHMM YDPOBHA
KayecTBA Ha KaxOue % nexa [IOCTABJAEMOHN IPOAYKUNK ABTOMATHHECKH
CHUKBETCHA Ha . IIpy 3TOM CTO-

MMOCTH TIPODYKLMM OLeHMBadTca 6e3 ywera ponyckos [OCTa.

HecTaHRAPTHAA NPORYKUHA OMAAYUBAETCA K3 pacueTa E%ZE% OT CTaHZAPTHONA.
[Ipx nocTaBKe NPOAYKUMM ¢ ypPOBHEM KadecTBa HHXE 95 % nNpoOyKUUA He NpHU-
HMUMAETCHA M CHYHTAeTCA HeNOCTABJeHHOHR.

NMpy HecobGnooeHnH [JOCTaBUKKOM "CJIOBHH M0 ymaxkoBKe, Tape duUpMa 3npase
OTKazaTLCA OT TNpHEeMKM NPoZyKumMu. B 9TOM ciayyae NPOAYKUMA CUNTASBTCA
HENOCTURNEHHOM’ .

3.3. B cnyyae MpPHeMKY fnpelncTaBuTeseM $UPME DPORYKUMK, uMeplWeN CKpHTHE
medexTH, OupMa NpUHMMAET MepPH K TOMY, 4TOCH pasMep yuepba 6xsa onpene-—
neH ToOCYDApCTBEHHHM UHCMEKTOPOM MO KayeCTBy JHOO MHHM KOMIIeTeHTHHM
oprakoM B CPOK NO 1 MecAua ¢ MOMEHTa NPUeMKH NPOZYKUHUY. CTOpORH fHoro-
BOPUJAKCE © TOM, UYTO COQTBercTRywune YOHTKY OHM HecyT CONMAOBPHO M3
pacyeTa: [ocTaBwrK - 422 %, dupMma - - %.

Mocne onpenenauua obueft cyvmu ywepbe I[locTaBuMK NepeynclAeT Ha CHET
¢ug?u COOTBETCTBYMUWYL CYMMy B cyYeT T[OKPHTHA cBoeit noau ywepba B CPOK

.7/4

(2174 ¢ MOMEHTA erc YBeIOMJIEHHA O pe3ynbTaTax aHanHaa
KayecTsa HPOOYKUHA.
(BapuadT: "3.3. B cuayyae nocTaBk¥ IlocTaBWMKOM 3BPAKEHHON NPORYKUMK

viepl, TpHUYHEHRHN[ B peaynbTaTe PASBUTHA 6one3HY B TeueHMe l-ro MecA-
U8 ¢ MoMeHTa noclefHell NOCTAaBKM, BO3MewaeT B MOJHOA Mepe llocTaBWMK.
CooTBeTcTRYymu#t yuepd, nPUYMHEHHHE B pe3ynbTaT8 pa3BUTHA 0ONe3HHU Mo
UoTeYeHMM LAaHHOTO CpPOKa, HeceT B MOJHON Mepe $upMa.”)

3.4. gypm anaqnsaer Nocrtasuuky KoHTpaKTyeMy® NMpPIYKUKHK [NOCPeJCTBOM
2% 22& Pepte O pRIEP Y Il lsr2lelln f P PP EELL -xjggzzé
(npogroro SaHKOBCKOTO Mapemonsl Nepe a ¢ CaHXOBCKKM HONTBepXOEHHUEM,
OTKDHTHA SKKpPe#UTWBA X T.X . ) (SP"%""() S IFTPP
B cliegywuieM TNOpARKe: % cyMMH onnavyuxaeTrcs 3a CYTOK IO
OCylWeCTRBJEHUA NMOCTABKM B CYeT NMpelacToAue# MOCTARKM, M Jajee MO Mepe
ee TbueMa u3 pacyeTa: % OrOBOpPEHHOK CYyMMH B TeueHHe nHel ¢
MOMeHTa NpHeMa NPOAYKUHK, % — B TeYeHue C MOMEHTa
npuema.
MomMeuTOM ONJAaTH NPOLYKUXM PHUPMOK cuMTAeTCA nara OoNaaTH, yKa3aHHafA B
wTaMne ydpewneHus OSHKA HA PACUETHOM QOKYMENTZ.

3.5. OcHOBaHMeM nJIA pacyeTa CYyHMMH OMJAaTH 38 KOHTPaKTYeMYyK NPOIYKUHO
CAYXAT AKTH B3BEWHBAHHUA, COPTHPOBXM % OTOPAKOBKM W AOCTHUrHYTHe CTODPO-
HaMy JoropopHsle LoHH (M.m.3.1.-3.2.) Ha KOHTpaKTyeMyo NPOAYKLMO.

i
W\
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4. OTBETCTBEHHOCTb CTOPOH.

3a HeHClOJIHeHXe UAM HeHaajewallee McCHNoJNHeRHe oCA3ATeJNbCTB, npepycMoT-
PEHHLHX HaCTOAWNM JoroBopoM, CTOPOHH HeCyT CJeAyWllyK OTBETCTBEHHOCThL'®

4.1. 3a OpOCPOMKY MM HecOayy NPOAYKUHK B YCTAHCRJIEHHH2 JOorosopom
cpoky [loctaBuiK ynnavuBaeT $UPMe NeHRO B pasMepe b) % CTOHMOCTH
HenocTanRneHHO!t (HeJOMOCTABIGHHON) NPOOYRUMM 38 KaMIHi ZeHb NPOCPOUKH.
(BoaMmoxHo paonosidenve: "[Ipy mpocpouke cBHWE __ AdeR HAUMCNEHME TeMM
npexpawaerca, # [locTaBWMK ynjaauuaseT ®MpMe [OMMMO HauvucieHHoift neHy
wrpap B pasMepe % CTOMMOCTHM HernocTaBJieHHON (HezorocTasJeHHON)
NporyKuMu. ™)

4.1.1. Hesasucumo otT ymnara neuu (urpada) IlocTaBuuK BoaMmewaeT dupme
NpUMYMHEHHNR B pe3yJjbTATe HEDYWEeHMA YCNOBHHA HacToAwero Jorosopa ymepd
(o npuMuuHKe HemnoJAHON 3BrpysKH CKJBACKHX nNoMelWeHut, Hapyuwenuag dupmo#
cBouxX oOO0A3aTenbuTB nepea HHbBMKM KOHTpPAreHTaMy ¥ ynjgaTH wrpadHux
cadKuuil 3a NOMVWeHHWE HAPYWeHMA ¥ T.M.).

4.1.2. Teus (4 wrpad) B YyXasaHHNX pa3Mepax B3HCKMBapOTCA c [locTaBuuka
¥ 38 HEeNOCTABKY (HeJONOCTABKY) NPOIYKUHM IO OTAEJbHHM HAUMEHOBAHUAM
NpelyCMOTPEHHOro JAOrOBOPDOM ACCOPTHMEHTA.

4.1.3 . [locTaBuMK ocBOOOEAAETCR OT OTBOTCTBAHHOCTH 3Aa HEeBHIIONHeHue OOA-
3aTeNLCTB 10 HACTCAWeMYy Hororopy, eciny OoHY He OwSM BHIIOJIHEHH Bclen-
cTBHe OOCTOATENLCTB HenpeoZoiauMod cuax (CcTUXufiHne CenCTBUA,COuHaNbHHE
BONHEHUA, BOeHHHe He#cTBNRA, aKTH HAKX AnedcTRyA rocylapcTBeHHOR BaacTy
¥ T.M.) Ay 10 BUHe $upMH. CyumecTBOBaHME NOJOOHHWX OOCTOATRNBCTB ROJIK-
HO OHTL OPMUHAJBLHO NOATRBODKIAHC OpraHaMy MecTHON BJACTHY UAM HUHEM KOM-—
TNIeTEHTHHM BEIUOMCTBOM.

4.2. 3a OTKa3 OT MPHEAMKY NpPOUYKUMM, npeabABJIeHHoO# [MucTaBmyKoOM PupMe
B COOTBETCTBHM C YCINOBUAMU HACTORWero ﬂOPOBOpB Nno KoJauvecTBY, Kaye-
CTBY, CpOKaM nocTaBKy, KOO 38 [NPOCPOUKY ee NpHeMKyu QupMa ynjauusser
NlocTaBuWKKy wrpag B pasMepe Z7 A % cTomMocTH HenpuHATOH unyu npuHATON
C TPOCPOMKOR MNpPOAYKUMM M BOSMeEWaeT PACXOONW IO AOCTABKE MPOAYKUMKH B
ofa KOHUA, & Takke yOWTKM, TIOHeceHHHe ¢epMepoM (CHM%eHMe KayecTBa
NPOOYKUMKM,. NMPOCTON TPAHCNOPTHHX CPEACTB B OKMOAHUM TNPHEMKH ¥ T.N.).

4.3. 3a HecBOeBpEeMEHHYO OIJaTy NPUHATOR npoAyKuuy PHUpMa ynnauyysaeT
[locTaBWKKY NEeHX B pasMepe 424 % HeBHIIAYEeHHON CYMMH 38 kakauft Oexs
NPOCPOYKHN ONJATH.

(B cayuae, eciM 10 YCJOBHSM HacToAuwero Joromopa Tapy oGecnesusaert
$upMa, BO3MOXHN ROTIONHeRMe: "4.4. 3a Heolecneyenue IlocTaBluKa Hagne-
wawelt Tapoi dupMa ynaauuBaer [locTaBuMKy wTpad B paiaMepe % CTOH-
MOCTY HeINOCTaBJI@HHOM! Tapu.")

5. VenoBxA ONHOCTOPOHHEro pacTopxeHus Joromopa.

5.1. oéupMa uMeeT npaso PAcCTOPry¥YThb [JOroBOop B ORQHOCTOPOHHEM MOpAlKe,
ecay [locTABWKXK HEORHOKPaTHO, TO ecTh 0OJee ONHOrO pas’a HapywaeTr ycno-
BUA HAcTcAWero Joroeopa, COMNIACOBaHHHE CTOPOHAMM (monmyckaeT HADYUWEHHKA
ACCOPTHMEHTA, KAauecTBa, KOJXYeCTBA MNPOAYKUMK, ycJOBH# 1o Tape, cCpoKaM
¥ o6bheMaM NOCTaBOK).

B saToM c¢anyuse TlocTaBuMK Bos3MmewaeT $UPMEe [PHUMHeERHWY B pesyanTaTe
HAPYWeH®R YycioBHit HacTonuwero Joropopa yweps (B coorseTcTmuMy ¢ 11.4.1.1
HacToauwero Jorosopa).
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B npGo#t MOMEHT PACTOPrHYTH HacToRWKK Jdorosop
8 cAy4ae HeOJHOKPATHOrO HAapYUeHHA éupMojt nOpmMAKA NPHEMKM ¥ OUEHKH
nocrapnaeMoff NPOXYKLKM, 2@ TaKke CPOKOB ONNATH 32 MNPOAYKUHD. B 3TOM
cnyuae ®ypMa obn3yeTcA BO3MECTHTb NocTaBuUKKY NPUUKHEHH:e eMy Heucros-
HeHMoM (HeHazJKauuM HCTIONHeHueM) cBoux OOm3aTenbCTB O Jorosopy

YOHTEN.

§.2. Tlo¢cTaBwKX BUpaRBea

¢ . JOnoJHUTeJIbHHE YCJIOBUR
6.1. Bce M3MOHAHUmM M LOMOJHEHUA K Lorosopy QedCTBHTENbHN, eCaH OHH
cocraBlieHd B nuckMeHHoft dopMe U NOANHMCAHH o6eHMK CTOPOHAMYU.

6.2. Bce cnopy no JOromopy. MO KOTOPHM CTOPOMAM He yAajoch npRATH K
eNMHOMY DeWeHM©0, pA3pewapTCA B OpraHex apOUTPAKHOIO CyZOAa.

6.3

7. Ypuauveckue anpeca M OaHKOBCKME DEKBUIUTH CTODPOH

7.1. dUPMA / ,/ -
anpec - 517600 Toncee bipereseyicceeccrswpt 707

pacueTHHRE cueT N_O00477{3 B “Qaop tblecizeR e BanKe
LLTET A S Z

7.2. TNOCTABUKK N , / 2 :
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TABJIMUA YCTOBUY XPAHEHUS NMTPOXYKTOB, HCMTOJiIib3YEMAA B

HACTOSAMEE BPEMSA KJTAJOBIIUKAMU NEPMILIOOJOBROILIIPOMA

&

20Cc-4°C

5-8 mec.

90%-98% NpoayxTe1, TPEGY HOUME TAKOTO XE TCMIIEPATYPHOIO H
Kap‘rod)cm. ANAXKHOCTHONO STIKHMA
Kanycra -18C -01°C 00 %-95%, 5.6 Mcc. TpennouTuTeinio oTACILHOE XpatcHne (ocobento 6T H610K)
Mopkoss 0°C - 1°C 90%-95% 59 mec. Caewa, xpen
Ty 0 65%-75% 1-8 mec. TIpCANOYTHTE/ILHO OTAC/IbHOE XPAHCHHC (H3-32 BIILKHOCTH
Yy H 3anaxa)
Xpen 0°C 95% 2-4 mec. Caexaa, MopkoBn
Caexa 0°C-1"C 90%-95% 4-6 mec. Mopxoss, xpen
7C - 10°C B5%-90% 2-4 uzpenm

n

H ouHtope :e‘.)nac::lﬂ: 11°C - 13°C 85%-90% 3-ducacenn

-
= P— 8°C - 10°C 85%-90% 10 et
610K 20¢-3C XN %-95% 2-6 mec Mpyrue dpyxTei. OTREIBHO OT KAYCTH H IPYrof 3ecHn
Attenbcuns/ManagprinI(cienbie) 1°C - 2°%¢C 85%-90% 4-6 mec. Jipyrue dpykTiz
O~ _ A0
(ne cuienuie) ¥c-4c

) I— (cnenmie) 2%C -3°C 85%-90% 4-6 mec. Jipyrue dpykre
Bauans 12'C - 14°C 80%-85% 4-10 puci
L —— 1%C - 4'C 90% 1 mec. Hpyrue ppyxre
Ap6yta 2%C -3°%C 80%-90% 2-3 nepenn Dpyrue dpyxTsi

Hcrounnx: Capasosnmxk acnopraMenTa cenncxoro xosmicrsa CIHA No66, cnpazoansax no 1axyaxam kaprodens, wiozos u osomed(Mocksa), CAPABOYNEK RO,

Th:a Boston Constiiiing Group
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TABJIMHA, OITKCBIBAIOIHAA HAJTEXAIMMUE YCIOBUA
JJEYEBHOT' O IEPUOJA RJifA KAPTOOEJA U UCITOJNIb3YEMAA

KJ!AI!,()BH(I/]KAMM
» Cyzxoti, cospenunii 12-18°C 7-10 nweii
Kaprodenb,Xxpannmblii 5-7 el (99-95%) ane
nocjie yOOpKH
* TosbKoO uTO Yopauwsblit ZyxoH, 12-18°C 10-12 puen
co3peBIEA KapTodelib (90-95%)
%
= * Hejto3peBuinit uau cuiibHo 12-18'C no 15 nueit
nospexaennbii(no 50%) (90-95%)
Kaprodeib
» Kaprodesb ¢ knyouamu, 10-12°C no 15 nuen
NOBPEXACHHBIMH KOJILHCBOH (85-90%)
THHIBIO
» Kaprodenr, nopaxkenuniit oxiakzense nol-2"C Jic4eOHOro nHepPHo/A HET, T.K. 001e3Eb
durodrTopoi (85-90%) ObICTPO NPOrpeccHpyeT HPH BbIC
Temneparype

Hcraennx: Yupasieuue eennckoro xossicrsa PO

Tiie Beston Consulting Group
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! Toprosoe mpexmpusTRe BAKYUNT Or WACTEMX ¥ER y Pep-
‘fwepcxnz xonmlicrn:

KAPTOORIL, MOPKOBB, CBEKJY, KAINVCIY.
. MeEngMamuax nmaprua xaprobexs He memes 1 1, ovo.
! meAA — me Mexes 100 xr,

Tlo scen sonpocam asoRmws ¢ 8-00 xo 17-00 mo Texedo.
{lll: 38-18-44, 38-58-564,

l@ummnmccmr.‘mmu-m.u.m u, Mot Buicouan, DOven 2 u, A, Twp, 100023
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lovee Participation Initiativ

Employee Suggestion Program is centred around suggestion forms that
will be filled out by employees. The suggestion forms and the
suggestion box will be located in the canteen. The initial period will
last until Tuesday when the suggestions will be evaluated and prizes or
money will be awarded to the top three suggestions. The program
should continue on a monthly basis with the top suggestion of the
month receiving some type of recognition and a prize.

Initial Period

Hold employee information session and kick-off meeting.
Employees are to make suggestions for a pericd of five days after
which the box will be collected by Mr. Kasimov or a designee.
The suggestion box will be opened and all suggestions will be
evaluated.

The evaluation criteria are:

+ Implementability

« Financial Impact

+ Cost of Implementation

The top three suggestions will be chosen and prizes will be
awarded based on the impact of the solution.

6. The top suggestions should be implemented immediately (as
quickly as possible) to illustrate to the workers that management is
serious about the program and values their suggestions.

Continuing Period

1. Employees are to make suggestions for a pericd of one month after
which the box will be collected by Mr. Kasimov or a designee.

2. The suggestion box will be opened and all suggestions will be
evaluated.

3. The evaluation criteria are:
+ Implementability
» Financial Impact
+ Cost of Implementation

4. The top three suggestions will be chosen and prizes will be
awarded based on the impact of the solution.

5. The top suggestions should be implemented immeciately (as
quickly as possible) to illustrate to the workers that management is
serious about the program and values their suggestions.

> W b=

v

Evaluation Committee The evaluation committee will be composed of Mr.

Kasimov, Mr. Zasimov, warehnuse managers, the sales manager, the
purchasing manager, and a representative from accounting.

The motivation of the work force to fill out the employee suggestion
forms will be a financial reward based on the impact of the solution.
Also it is proposed that the employee with the top suggestion for each
month will be designated as "Employee of the Month".

Feedback Mechanism A neeting should be held at lunch time once a month to

announce the winner of the employee participation program. This
meeting will also be useful to provide any feedback to the employees
regarding quality or any other issues that are important.



