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Introduction

In the recent years, global economic and
political developments have had a significant
impact on Russian companies. Sanctions,
geopolitical instability, changing consumer
preferences and other short-term and long-
term risks have forced businesses to improve
their flexibility and agility. Faced with these
challenges, companies have to revise their
strategies, adjust corporate governance
practices and quickly respond to external
changes and look for new ways to ensure
further sustainability.

Ongoing uncertainty and instability make
Russian businesses focus on short-term risk
management and prompt response to
challenges. At the same time, long-term risks
cannot be ignored either - corporate
strategies should provide for potential
changes to ensure competitiveness,
sustainability and readiness for any disruption.
In this dynamic environment, a board of
directors acts as a key governance body,
defining strategic focus of a company and
facilitating its long-term development. Boards
of directors are responsible for developing
effective strategies to seize new opportunities
in the current circumstances.

\We have analysed changes in corporate
governance practices and board profiles since
2022 and reviewed approaches to business
adaptation to external challenges and views of
board members on Russian business
development in the short and long terms.

\We compared the findings with the 2015
Russian Boards Survey carried out by PwC

under the guidance of Elena Dubovitskaya who

is also in the leadership team of this survey:.

Survey methodology

Approach

The survey methods included online surveys, in-
depth interviews, as well as qualitative, thematic
and quantitative analysis.

As the survey included multiple-choice questions
and due to rounded percentage, the sum of
individual humbers does not always add up to
100%.

Respondents

1 O O _I_ companies
5 () _I_ BoD members

Women /6 50{?@“

Age
1%  41% 3% 11%
| I —

== 30-40 years old == 50-60 years old

40-50 years old == 60-70 years old

Survey period
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Executive Summary

Preserved stability and positive
outlook

Despite significant challenges faced by
businesses in Russia in 2022-2023,

most respondents demonstrated positive
financial results. Though the surveyed
majority do not expect significant profits in the
next year, companies see no reason to panic
on a five-year horizon and expect to
strengthen their position and increase their
revenues.

Government incentives to boost
the economy

Government has provided significant support
to businesses by stabilising the foreign
exchange rate. Russian companies also
benefited from incentives and subsidies.

Most Russian companies expect incentives to
increase business independence and
discretion, such as reduced key interest rate
and limited governmental intervention, as well
as import substitution.

Key business risks are geopolitical

In the current international trade and
economic environment, geopolitical
confrontation is becoming a key factor in
strategy and business development.
Sanctions, trade wars and political conflicts
between states give rise to new challenges
for companies, forcing them to adapt to fast-
changing conditions.

Successful strategy revision across
the board

Following the mid-term planning approach,
the majority of Russian companies have
already revised their development strategies
or are going to do it soon. The most popular
measures taken by respondents in response
to new challenges include sales markets
revision, business diversification and
product/service line changes.

Megatrends as a strategic course

Many companies integrate megatrends in
their mid-term and long-term planning.
Demographic changes and ubiquitous
digitalisation are taking the lead.

Outlook and main long-term risks

Over the horizon of five and ten years, key risks
for boards of directors seem to include
geoeconomic confrontation, cybercrime,
disrupted social cohesion, and social
polarisation. The next ten years will also see
increasing importance of ESG risks.

Changes in the board structure
and core competencies

The recent developments have caused
changes in board structures and activities,
such as decreased number of independent
and foreign board members, restrictions in
corporate governance, increased activity and
frequency of meetings. Challenges faced by
businesses increasingly call for timely
response and crisis management, as well as
strategic planning, and require developing
core competencies in risk management and
industry-specific expertise.
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Through the Storm -
2022-2023 Results



Financial performance and expectations

The surveyed board members believe that most
Russian companies were affected by
developments that took place in 2022-2023.
According to the respondents, the impact of
challenges was high or very high (44% and 22%,
respectively). Yet the majority of companies
earned small (44%) or significant (37%) profits in
2022-2023, suggesting a generally successful
response to external challenges.

According to RBC?, profitability of businesses in
2023 was at the level of 2019, implying relative
business stabilisation.

This is also supported by an increasing share of
profit-making organisations in 2023, up to 75.3%
against the poor performance in 2022.

Please assess the negative
impact of challenges faced in
2022-2023 on your company

High 449
Very High 22%
Moderate 22%
Positive Impact 7%
Neutral 49
Low 2%

Overall, the positive performance of Russian
businesses may also be explained by their
readiness for potential challenges after the
trying times of the pandemic and 2014 events.
Companies appear to have gained relevant
experience to be able to adapt to constraints
and fast-changing conditions. Today,
companies have a better understanding of
prompt response to sanctions. Already in 2014,
they started to take account of potential
developments in their strategies.

Respondents' financial projections for 2024
also suggest a fairly stable financial standing of
businesses following 2022-2023 as most
Russian companies do not project losses.

To some extent, this stabilisation is driven by
government contracts, but mostly - by the
increasing import substitution caused by
sanctions.

Other drivers, according to some respondents,
include incentives and subsidies, as well as
process inertia - expectations of new
restrictions in several industries spurred
demand for end products, making companies
work for the long run. As a result, profits grew.

of respondents report profits
in 2022-2023

How profitable was your
business in 2022-20237

Small Profit 449
Substantial Profit 37%
Substantial Loss 9%
No Profit, No Loss 7%
Small Loss 2%
Don't know 19

PwC's? Russian Boards Survey 2015°
highlighted such strategic measures in crisis
management as product/service
diversification (38%), new priorities in business
geography (36%), and business development in
related areas (32%).

*From here on, comparisons to 2015 refer to the
survey by PwCz.
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The Board of Directors got somewhat
geared up for the 2022 events already
during the pandemic when business faced
similar challenges. These challenges
included new approaches to personnel
management and labour remuneration,
changing cost of capital affecting
investment strategies, disrupted supply
chains and others. Smooth operation was
the main focus then, and now the situation
looks similar.

Vasily Zubakin
Chairman of the Board of Directors
of an energy company

of respondents
project no losses
in 2024

Projected profit in 2024

Over a one-year period, respondents have
positive yet moderate expectations, with 65%
of respondents projecting small profits, while
substantial profits are expected by mere 20%
(against 44% and 37%, respectively, in 2022—-
2023). It may be largely brought about by the
need to look for additional financing and pay
back previous loans, as well as by the high
interest rate.

The less optimistic projections for substantial
profits in 2024 compared to 2022-2023 may be
attributed to required additional investments in
the ongoing rebuild of business models, supply
chains and new business geography, which
affects the expensesd. Another potential cause
is the deferred impact of sanctions.

of respondents expect
substantial profits in 2024

Among the respondents that expect
substantial profits in 2024, 77% had high profits
in 2022-2023 as well. Supposedly, their positive
projections have to do with successful
implementation of crisis management
measures (as these 77% of respondents earlier
said the negative impact of sanctions was very
strong, strong or moderate) or with highly
effective governmental support for these
companies.

According to the 2015 Boards Survey, 21% of
respondents expected substantial profits over
a 1-year horizon, which is quite similar to the
current situation. In both cases, respondents
have conservative projections and do not
expect high financial results, given the
unstable market and potential impact of
external challenges on profits.

Moscow School of Management SKOLKOVO | Technologies of Trust



From good to better

Despite the conservative profit expectations
in the short term, five-year forecasts look
more positive.

Projected profits over one year and five years
are rather contrasting - in 2024 the majority
of respondents (65%) expect small profits,
while in five years most respondents (48%)
expect substantial profits.

Respondents showed a similar difference in
the level of optimism towards financial
performance over different time horizons in
2015, due to the long-term effect of taken
measures and the need for significant
upfront investment.

How would you assess your profit/loss in one/five years?

30% L ———

Substantial Profit 20%
ubstantial Profi
489%
Small Profit 0%
Don't know 7%
15% | —
Small Loss 4%
4%-
, 49%
No Profit, No Loss
29m
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Currently, businesses expect less reasons to
panic and generally project positive financial
results in a longer term, which stands in
contrast to 2015 when only 34% expected
substantial profits in five years. Compared to
2015, the number of “Don't know" answers more
than halved, suggesting lower uncertainty and
seemingly higher adaptivity of the market.

How would you assess your profit/loss in five years?

(2024 vs. 2015)

Substantial Profit

Small Profit

Don't know

Small Loss

No Profit, No Loss

48%
34%

30%
28%

15%
32%

4%
0%

2%
6%

B ————— ] I Projections in 2024

= Projections in 2015
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Less barriers, more
opportunities

Economic support by the government played These measures helped avoid stagnation
an important role in addressing challenges in of the Russian economy and facilitated
2022-2023. We asked our respondents to adaptation of Russian companies to
identify which measures produced the largest sanctions.

positive impact on business. Top measures
included exchange rate stabilisation and
incentives and subsidies (28% each).

Most effective incentives for the Russian economy in 2022-2023

28%I 28%I 22%' %l 1 %

Foreign Incentives and Boosting paralle Government Less regulation
exchange rate subsidies imports contracts and control
stabilisation

€¢

Looking for financing in Russia and in friendly
countries was one of the key challenges in
2022-2023. The government provided
support with setting up special-purpose
financial organisations, replacement bonds.
Companies were intensively funded within
Russia. Now it's getting more complicated -
the rate is high, and it's time to repay old
‘cheap’ loans. That's why looking for funding
is still a burning issue.

Denis Aleksandrov
Independent Director of a
Russian public company

Moscow School of Management SKOLKOVO | Technologies of Trust
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Foreign exchange rate
stabilisation

Devaluation of the national currency is an
extremely sensitive topic for Russian
businesses. In the 2015 survey, the majority of
respondents (71%) reported a negative impact
of national currency devaluation on their
businesses, while 68% said rouble devaluation
was one of the reasons to revise long-term
and mid-term development plans.

As expected, stabilisation of the national
currency rate was a priority task for the
government in 2022-2023. The official rouble
exchange rate fluctuated between RUB 120
and RUB 51 / USD 14 Such unstable rates
definitely influenced business operations,
inflation and pricing. Drawing on the
experience gained in 2014, the regulator
introduced a number of initiatives, eg.
increased key interest rate, restricted
purchase of foreign currencies, introduced a
floating currency rate and mandatory sale of
foreign currencies by Russian exporters.
Combined, these measures stabilised the
exchange rate.

Incentives and subsidies

The government introduced more than ten
subsidies and incentives to support Russian
businesses in 2022. For example, reduced-
rate loans for priority goods importers,
settlements in the national currency with
creditors from unfriendly countries, insolvency
moratorium, simplified licensing, and many
other measures. Our respondents find these
measures effective.

Boosting parallel imports

Respondents also reported positive influence
of parallel imports. In 2022, access to
equipment, technology and products was
limited due to imposed sanctions. To address
the shortage of goods and reduce inflation,
the government permitted parallel imports.

It helped Russian businesses mitigate
consequences of the break in business
relations with foreign suppliers. Specifically,
parallel imports opened new opportunities for
manufacturers in Russia to address supply
chain issues. Thus, 33% of companies
surveyedb by the Bank of Russia in 2023 said
that parallel imports helped with supply of
imported spare parts for equipment at the
moment.

Government contracts
and less control

A positive impact of government contracts
and reduced regulation and control was
reported by 17% and 13% of respondents,
respectively. Economic self-regulation and no
price control allowed businesses to be
flexible in pricing. As for government
contracts, they contributed to stabilisation and
business growth under restrictions. As a result,
overall economic performance improved.

Faced with challenges in 2022-2023, the
government drew upon the experience
gained in 2014 and proved to be efficient
enough in providing support to Russian
companies, so that they managed to adapt to
the new environments and got more
opportunities for business development.

Moscow School of Management SKOLKOVO | Technologies of Trust 12



Effectiveness of governmental support

varies across industries

Industrial sector

The sector benefited most from foreign
exchange rate stabilisation, incentives, and
parallel imports - each of these measures
was highlighted by 25% of respondents from
the sector.

Banking and capital
markets

In this sector, the most effective measures
included foreign exchange rate stabilisation
and boosting parallel imports (as reported by
33% of respondents from the industry) and, to
a smaller extent, incentives and subsidies
(17%).

Consumer goods

The sector gained mostly from exchange rate

stabilisation, as was reported by exactly 50%
of respondents from the sector.

Technology

According to 66% of respondents from this
sector, the biggest effect was produced by
less regulation and control, while 33%
highlighted parallel imports and government
contracts.

Real estate

All respondents from this industry saw a
positive effect from incentives and subsidies.
It should be noted that incentives and
subsidies are absolutely necessary to support
operations in this sector as the economic
instability reduces demand for real estate.
Specifically, demand for new housing
development dropped 22% in 2022.°

Business services

The majority of business service and
professional service providers benefited from
incentives and subsidies (60%), while a
significant number of companies (40%)
highlighted the importance of government
contracts.

Moscow School of Management SKOLKOVO | Technologies of Trust
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Which measures are required to boost business in Russia in a

longer term?

Reduced key interest rate

Development of Russian technologies and import substitution
Reduced governmental intervention in economy
Reduced-rate loans

New foreign investors

Increased governmental intervention in economy

Reduced key interest rate

According to 61% of respondents, key interest
rate reduction is the most critical issue in the
long term. It comes as no surprise, given the
direct impact of the key rate on the possibility
to build up capital for business development,
especially when access to foreign funding
sources is limited. This is also supported by a
survey’ by the Russian Union of Industrialists
and Entrepreneurs (RSPP) - for 49% of
respondents, lower availability of loans is one
of the most critical implications of challenges in
2022-2023. A similar situation could be
observed in 2015, with 58% of respondents
saying that hindered access to capital was the
main reason to amend corporate plans.

of respondents in the banking
sector believe that key interest
rate reduction is required to
boost business activity

61%
59%
52%
39%
13%

7%

Across industries, highest interest in key
interest rate reduction is shown by the banking
sector. Despite stabilised foreign exchange
rates, the key rate still needs to be reduced to
boost business activity, revive the economy
and increase the number of customers in
general, which should improve profitability in
banking and capital markets.

Other industries are also interested in a lower
key rate - industrial sector (50%), business
services (80%) and real estate (100%).

Moscow School of Management SKOLKOVO | Technologies of Trust
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Development of technologies and
import substitution

More than half of respondents (59%) report a
need for development of Russian
technologies and import substitution -
software, industrial equipment, raw materials
and technology - driven by the pressure to
reduce dependence on foreign suppliers in
the current geopolitical and economic
environment.

According to information® as of July 2022
provided at CIPR 2022, the share of foreign
software at Russian manufacturing enterprises
amounted to 77%. According to RBC?, the
strongest import dependency in 2022 was
observed in microelectronics,
pharmaceuticals and machine building.

In 2023, 36% of Russian manufacturers
managed to increase the share of Russian
solutions and raw materials — primarily, in
manufacture of computers, electronics and
optics, as well as electrical equipment,
pharmaceuticals and vehicles.

In addition, 15 out of 23 processing industries
are reported to have replaced imported
equipment with as good Russian equipment.

To mitigate the consequences of challenges
faced in 2022-2023, the government allocated
more than RUB 7.5 billion to support import
substitution. In 2023, over 200
projectstireceived relevant incentives and
subsidies.

In general, the focus on import substitution is
a long-term trend that emerged in 2015 when
sanctions were first imposed, and in 2022 it
became much stronger.

State-owned companies and critical
information infrastructure should migrate to
Russian software and equipment by 2025
(Russian President's Decree No. 166 of 30
March 2022). However, import substitution of
technologies is slow, costly and, to a large
extent, painful for Russian businesses.

As of today, many Russian organisations
continue using imported solutions as there are
no full-features Russian alternatives. Some
companies have set to develop in-house
solutions.

Reduced governmental intervention in

economy

In times of economic distress, there is always
a question about the role of government in
addressing the arising problems and about
the extent of governmental intervention in the
economy in general.

Overall, 52% of respondents from different
industries reported a need to reduce
governmental intervention to encourage
business in a longer term - 100% in real
estate, 75% in industrial sector, 67% in banking
and capital markets, 67% in technology.

Moscow School of Management SKOLKOVO | Technologies of Trust

15



Meeting the challenges -
How effective were the
response measures

Overall, response measures taken by businesses
to address challenges in 2022-2023 came up to
expectations, with the gap between actions
taken and their effectiveness generally not that
big.

The most popular approaches to adapting to
new realities included revision of strategies and
plans (67% of respondents), implementation of
operational excellence programmes (59%), and
changes in business geography (54%). Responds
said these measures were also most effective in
responding to the challenges faced in 2022-
2023.

Strategy and
plan revision

80

Business 60 Operational excellence
development in programme

related areas 40
20
0

Innovations g Changes in

business
geography
thihg out of Diversification of
major investment products/services
projects

Measures taken by businesses to respond to new
challenges in 2022-2023

Most effective measures

Moscow School of Management SKOLKOVO | Technologies of Trust 16



Strategy revision is the most popular response

Strategy and plan revision was
the most frequent and effective
response to challenges in 2022-
2023. The vast majority of
respondents say that their
companies have already revised
their development strategies or
are going to do it soon (94%),
which is quite similar to the 2015
findings (83%).

€¢

Just a while ago, it seemed to me
that one of the choices a leader had
to do was a choice between people
and technology - what was more
critical? However, 2023
demonstrated that both are
currently important. With
unemployment below 3%, a real
fight for talent began. This is true in
most industries. Technology sector
competes for access to the best
solutions, with efforts focused on
import substitution. | point out these
two aspects as critical for most
businesses and sectors. They can
create social advantages or hinder
further development. Other
limitations, especially for growth,
include a high refinancing rate and
high inflation expectations.

Alla Saltykova
Independent Director of a
major Russian technology

company.

Strategy revision by the majority of Russian
companies is primarily due to the drastic
changes in the macroenvironment, such as
introduction of new restrictions and sanctions
(54%), employee churn (46%) and supply chain

disruption (37%).

59%
39%
4%
2%

Are you going to revise your corporate strategy?

The corporate strategy has been
revised over the last 1-2 years

The corporate strategy will be
revised within a year

No such plans

Flexible approach as
required

What are the main drivers of short-term
development plan revision at the moment?

o4%
46%
37%
30%
26%
2%
22%
22%
17%

15%

Sanctions

Employee churn

Supply chain disruption
Rouble volatility

Import substitution

Expansion into new markets
Hindered access to capital
Exit of international companies
Lack of technology

Megatrends

These challenges produced the largest impact
on corporate plans and are most likely to
remain key in the future,

At the same time, despite the dire need of

Russian businesses in import substitution and

technology, these challenged only ranked fifth

these factors.

Moscow School of Management SKOLKOVO | Technologies of Trust

and ninth among top risks that impact short-
term development plans of companies,
suggesting a longer-term business impact of

17



Speaking of new planning horizons which are
directly related to strategy revision, during the
period of uncertainties in 2022-2023 businesses
most often focused on the medium term,
limiting their plans to 1-3 years and leaving
some space for strategic manoeuvres (48%).

Given the scientific, technical, political and
economic, developments in the recent years,
long-term planning risks become increasingly
high as businesses need to stay flexible without
looking too far into the future.

From 6 months
to 1year

From1to 3 years

A third of respondents reported that their
companies followed a mid-term planning
strategy (up to 1 year) in 2022-2023, which is
only to be expected during a period of
uncertainty when a high risk is inherent to
each step and the future is hardly predictable.

Operational excellence programmes

Operational excellence programmes ranked
second among the most popular (and
effective) adaptation approaches. These were
reported by 59% of respondents.

Every year businesses get access to an
increasing number of tools and solutions to

streamline business processes, simplifying
implementation of such programmes.

From 3to 5 years

Moreover, in times of material uncertainties
and significant changes in the business
environment, testing of hypotheses and
application of new tools gain in importance.
With mid-term planning, companies can
assess performance of new tools and adjust
plans fairly fast.

What was the planning horizon in your
company in 2022-2023?

489 I22% E% “1/ e 2%

Up to 6 months More than 5 years

Short-term planning was most frequently
reported by those businesses that were hit
hardest by the recent challenges, i. €. with
high or very high negative impact.

of respondents
believe that an
operational
excellence
programme is one
of the most effective
measures

o 48
o 40

Moscow School of Management SKOLKOVO | Technologies of Trust
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Changes in business geography

2024

o 360

Changes in business geography ranked third
among the most popular response measures
taken to address new challenges (54% of
respondents), showing a rise of popularity
compared to 2015, This is driven by the forced
exit of Russian companies from numerous
Western markets and search for new
opportunities in the East. Changes in business
geography are among top-3 most effective
response measures, with 43% finding them
effective.

of respondents reported
changes in business

geography

Diversification of products/services

Diversification of products and services
appeared to be less popular, as it was only
reported by 28% of respondents.

Compared to 2015 when this figure came to
38%, in 2022-2023 businesses applied to
diversification less often.

Only 13% called diversification effective,
suggesting, for example, ever-changing
consumer preferences and fluctuating
demand during economic volatility, as well as
a need for more time to assess effectiveness
of this measure.

Still, for some companies diversification
turned out to be most effective as it helped
mitigate risks and take product niches that
became vacant when western companies left
the market.

Opting out of major investment projects

Opting out of major investment projects ranked
fourth (along with diversification of
products/services) and was reported by almost
a third of respondents (28%), showing a decline
from 2015 (38%). In 2022-2023, this measure
ranked fourth among the most popular
response measures and was reported to be
effective by 17% of respondents.

Sanctions, exchange rate fluctuations and oil
price plunge significantly impeded access to
international financial markets and increased
the cost of borrowings, making some
companies focus on smaller and lower-risk
initiatives.

Top response measures

779,  Operational excellence programme
40% Crisis management

389 Opting out of major investment projects
58%  Diversification of products/services

36% Changes in business geography
32%  Business development in related areas

32%  Innovations

The exit of international companies that chose to
no longer do business in Russia created
opportunities for business diversification and
repositioning to vacant niches. \We also see
evolving of business optimisation practices, e.g. in
human resources, which is essential for talent
retention.

Ekaterina Nikitchanova
Deputy Director of the Russian
Institute of Directors, Board
Member at several Russian
companies

Moscow School of Management SKOLKOVO | Technologies of Trust 19



Innovations

According to 20% of respondents, their
companies implemented innovations to
address new challenges. At the same time,
17% of respondents included it in the list of the
most effective measures. Experience gained
during the pandemic showed that
digitalisation contributes to business
continuity in the times of instability, while the
exit of Western vendors highlighted
weaknesses and growth areas of Russian
companies. According to Deputy Prime
Minister Dmitry Chernyshenko, more than
RUB 300 billion were invested in Russian IT
solutions in 2023,

€¢

If you revisit your strategy every 2-3 years,

then most likely there was something
wrong with the strategy in the first place.
Changing a long-term vision requires very
strong reasons. A constructive dialogue
between the board of directors and the
management team is essential to make
sure the company is moving in the right
direction and to align on the steps to be
taken.

Denis Aleksandrov,
Independent Director of a
Russian public company

Business development in related areas

Business development in related areas as an
adaptation approach in 2022-2023 was
reported by half as many respondents as in
2015, ie. 15% and 32%, respectively. The
decline can be caused by lower risk appetite
and refocus on stabilisation and development
of key business areas that generate most
profits. Companies mostly chose more
conservative diversification of products and
services without expanding to new
businesses. However, those few companies
that decided to expand find this decision
extremely effective.

2024 of respondents chose
business development in
related areas as an
adaptation approach

2015 (o)

:; 2 %0
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New Strategic Vision -
Where Is Russian
Business Heading?



Revising priorities

The vast majority of respondents revised their
corporate strategies based on the results of
2022-2023.

The previous section focused on specific
measures taken by Russian companies in the
past two years to respond to external
challenges. Many of these were not just short-
term crisis management solutions but were
translated into updated corporate strategies.
This section discusses key changes in
business strategies and new long-term
reference points.

Revision of sales markets

Revision of sales markets as the main
strategic change was reported by the majority
of respondents (57%), suggesting their
commitment to higher resilience in the
context of sanctions and other external
restrictions.

of respondents believe
sanctions to be the key
factor behind revision of
sales markets

Adaptation to new market conditions was
caused by the need to find alternative ways to
sell products and services as traditional
markets became less accessible or
completely out of bounds due to the
sanctions.

In this context, companies had to revisit their
strategic plans and seek new sales
geographies, which often included transition
from traditional markets dependent of
Western partners towards more loyal regional
such as East Asia (26%) and Middle East (24%).

Top S

changes in corporate strategies:

57 eoo0o

(6)

Revision of sales markets

406, e0o0o00
(0}

Business diversification

41 XXX
(0}

Revision of product / service lines

€¢

Business is on the lookout for new
opportunities in alternative markets, even
when business relation with European
partners still exist as future collaboration is at
risk. Therefore, companies show increasing
interest in China, India, Middle East, etc.

Andrey Sharonov,
Independent Director of
several Russian public
companies

In recent years, relations between Russian
and East Asia and Middle East grew stronger,
facilitating business partnerships.

Forced to look for alternatives to Western
markets due to sanctions and economic
pressure, Russian businesses promptly shifted
to new sales markets. Overall, diversification
of sales markets helps mitigate risks.

Moscow School of Management SKOLKOVO | Technologies of Trust 22



Business diversification

The second most frequent change in
corporate strategies was business
diversification (46%), probably caused by the
urge to minimise risks amid uncertainty.
Diversification means companies can allocate
their funds across numerous businesses, use
various sources of income, increase resilience
towards external conditions and improve
competitiveness.

of respondents referred to
business diversification as a
key strategic change

Moreover, when foreign companies exited the
market, vacant niches became available for
Russian businesses. Thus, M&A market in Russia
came to USD 50 billion®3 in 2023, reaching its
highest level since 2019 and exceeding the
2022 figures by 18%14,

€¢

In the ever-changing environment, with the
key interest rate increased and long-term
investments hindered, looking for new
strong partners is a strategic choice made to
stay in business and develop, especially for
social businesses.

Natalia Timakova,
Member of the Board of
Directors at several
Russian companies

Revision of product / service
lines

Shifting to new markets often has to do with
revision of product and service lines (also a
top-3 change in strategies). To retain
competitive advantages when entering a new
sales market or during a period of volatility in
general, companies must take into account
new patterns of consumer behaviour as they
definitely affect changes in product lines and
value propositions.

of respondents reported
revision of product lines as part
of updating their corporate
strategies

Revision of product / service lines can mean
their reduction, expansion or diversification.
Such developments as the exit from Western
markets can lead to reduction of the product
line due to the loss of buyers for some products
that might sell badly domestic or other markets.

Interestingly, just a few respondents said that
diversification of products and services was a
very effective response to challenges in 2022-
2023 (only 28% of respondents reported having
taken this measure). These figures could
suggest a more strategic nature of this measure
as it requires a lot of time to carry out a
comprehensive revision of a product line in the
manufacturing cycle.

Revision of sales markets, business diversification and revision

of product lines are interrelated.

Revision of sales markets aims at risk mitigation and new opportunities, while
business diversification and product line revision increase resilience to
external impacts. Together, these strategies make up a sustainable approach
to business risk management amid uncertainties, which is critical for
successful adaptation to a dynamic environment.
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Which markets were your priority before / after 2022?

. 9%
Russia 87

20% ]

East Asia D65

9% T

Middle East 249,

159% —

Central Asia and Caucasus 20, = Before 2022
- After 2022
. o, —

Africa 7

South America 11%

7%

37% .|
Europe o
. 29 ==
India Do
North America IZZ

Focus on the domestic market

Before 2022, Russian businesses focused
mainly on the domestic market (91%). This was
driven by a steady demand in Russia, a
relatively predictable economic environment
and less complicated regulations compared
to international markets. However, when
sanctions and other restrictions were
introduced in 2022, the share of the domestic
market in total sales somewhat decreased.
Despite this fact, the domestic market remains
the main focus of most Russian businesses
(87%).

Decline in importance of European and
North American markets

Europe and North America that used to be the
second and the fourth most significant markets
for Russian businesses lost ground and went
down to seventh and ninth place, respectively.
Sanctions and geopolitical developments
significantly complicated trading relations with
partners from Europe and North America,
forcing Russian companies to look for new sales
opportunities. Imports and exports between
Russian and the EU more than halved in 2022
compared to previous years, while sales
volumes between the US and Russia reduced 7
times over the last ten years, from USD 38.2
billion in 2013 to USD 5.2 billion in 2023.26

Though importance of these markets is
declining, Russian businesses did not exit them
completely and continue to show some interest
and activity in these markets.
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Gain in importance of East Asia
and Middle East

East Asia strengthened its leading position
among foreign markets after 2022, moving up
from rank 3 to rank 2.

Apart from the limited access to Western
markets, the increasing importance of Asian
markets for Russian businesses is also driven
by the following factors:

Economic growth and demand in the
region. East Asia, including China, is
demonstrating a steady economic growth
and a high demand for various products
and services, appealing to Russian
exporters.

As the largest economy in the region,
China continues® to grow annually by
around 5%, albeit slower. China is the
largest consumer of many products in the
world, e.g. electronics, cars and food. Trade
between China and Russian reached
record USD 240 billion'® in 2023, exceeding
the 2022 volume by 26.3%.

Lasting partnerships.

Russian business has already established
long-term relationships with a number of
countries in East Asia, paving the way for
broader and deeper trade relations. For
instance, several major public
infrastructure projects were implemented,
such as the Eastern Siberia-Pacific Ocean
oil pipeline (ESPO) commissioned in 2009-
2012, strengthening energy-related
collaboration with the region and
increasing significantly exports of the
Russian oil. Another example is the Yamal
LNG project launched in 2017 as a result of
close cooperation between Russia and
China. The project enabled diversification
of LNG supplies.

Among new markets, special attention is
given to Middle East that went up from
seventh to third place

The growing interest of Russian businesses in
the region (more than 2.5 times) is driven by the
following factors:

Development of business infrastructure.
Over the past decades, Middle East has
been fostering entrepreneurship and
investment, as well as new technology and
innovation.

Regional economies, such as the UAE and
Saudi Arabia, show a high level of
investment activity and openness to
international collaboration?.

Political and economic integration. Closer
political and economic relations between
Russia and Middle East facilitate
strengthened trade relations. Joined energy
projects, infrastructure initiatives and other
collaborations open up new opportunities
for Russian businesses in the region°.

Revision of sales markets by Russian
companies after 2022 reflects their urge
to adapt to new economic conditions in
the current geopolitical environment.
Decline in significance of Europe and
North America along with increasing
importance of East Asia and Middle East
suggest business interest in
diversification of export destinations and
development of new strategic
partnerships.

Successful implementation of strategic
changes in business geography requires
flexibility, timely response to challenges
and willingness to explore and tap into
new markets.
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Looking far into the future

Most respondents are optimistic, with 54% of Revision of short-term plans is primarily driven by
board members expecting a better standing sanctions (54%), employee churn (46%) and supply
of their companies in five years and 33% of chain disruption (37%), while revision of plans in
respondents being certain about regaining the the long term is associated with somewhat

initial state despite minor changes. different challenges. Employees remain a critical
Accordingly, companies are revising their issue (46%), with sanctions going down to second
strategies to take account of the short-term place (37%) and megatrends moving up from

and long-term challenges they face. tenth place 10 (15%) to third place (28%).

How would you assess your company's
outlook in the next five years?

My company's standing will improve 549

Everything will return to the previous 330
state despite minor changes °

My company's standing will get worse 9%

| cannot assess it 2%

My company will see a moderate A
growth and stabilisation

What are the main drivers of mid-term / long-
term development plan revision at the moment?

46%
37%
28%
24y
24y
24
249
2%
15%

13%

11%
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Megatrends

Rouble volatility

Import substitution

Supply chain disruption
Lack of technology
Hindered access to capital
Expansion into new markets
Business diversification

Exit of international companies
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Another challenge along with finance raising
was personnel attraction and retention, with
average salaries increasing, labour supply
decreasing and foreign workforce inflow
limited. We understand that higher salaries
alone will no longer solve this issue. The pay
should definitely be reasonable, but people
refuse to work in a poor working environment
and bad atmosphere, which has to do with
corporate values. Business should have
another look at this matter and identify next
steps to improve satisfaction and
engagement of employees. Board of
directors have been increasingly concerned
with these issues lately.

Denis Aleksandrov,
Independent Director of
a Russian public
company.

2015 survey

Please specify three factors that currently have the biggest impact on a

In 2015, the most frequent answers to this
question were Rouble devaluation (68%) and
hindered access to capital (58%). Today, these
factors are reported more than 2.5 times less
often - by 24% and 22%, respectively.

Similarly, top factors in 2024 were much less
popular in 2015 - impact of megatrends on
their long-term strategies was only reported
by 19% of respondents, while sanctions were
mentioned by 23%, which was probable due
to their smaller extent. As for employee churn,
it was not considered then a widespread
problem and therefore was not included in
the survey.

revision of your company's long-term/medium-term development plans

68+

98

25%

23% 1 19+ [ 194

%
Rouble Hindered accessto Aggravationof  Declining oil Sanctions Deoffshorization =~ Megatrends
devaluation capital competition price
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Employee churn

Employee churn plays a crucial role in mid-
term and long-term strategy revision, as
reported by 46% of respondents.

Despite measures taken by the government
to retain talents and bring high-skilled
professionals back to Russia, the implications
of a major migration abroad have not been
completely mitigated.

Outflow of skilled labour leads to talent
shortage, which is confirmed by record-low
unemployment rates - 2.9% in 2023%%. The
situation is not expected to improve
significantly due to the persistent
consequences of the demographics crisis of
the 1990s and current decline in birth rates,
among other things.

Sanctions

Just like in 2015, respondents believe that
sanctions play a key role developing and
revising long-term plans. As of today,
businesses do not expect that sanctions will
ease significantly. Moreover, companies have
already taken decisive steps to change their
geography of presence, suggesting their
readiness for a lasting geopolitical
confrontation.

2024 of respondents say that

sanctions play a key
201 (o)
> 2 3 %0

role in long-term
planning

2024 of respondents included

2015 1 9 (0)
o

megatrends in the list of the
most significant factors in

long-term planning

€¢

The fight for talents caused by labour
shortage due to employee churn
combined with the consequences of the
demographic crisis of the 1990s will lead
to higher salaries everywhere, higher costs
and higher end product prices, boosting
the inflation rate.

Some industries, especially those with low
capital expenditures, will be motivated to
automate their production processes. This
trend has already taken shape.

Aleksander Voloshin
Member of the Board of
Directors at several Russian
companies

Megatrends

Many companies integrate megatrends in
their mid-term and long-term planning.
Megatrends are global developments and
trends that exert a great influence on all
sectors of the economy and social activities,
promising to remain relevant for at least a
decade. Respondents were also offered to
assess to which extent various trends
impacted their strategic direction.
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Please assess probable impact of

megatrends on long-term development

of your company on a scale of 1to 5,

where 5 means very strong impact and

1 means neutral impact

. 33% 25% 29% 5% 7%
Ubiquitous digitalisation I E— R E—
18% 38% 22% 1%  11%
Demographic changes 1 I B E—
, . 18% 22% 22% 24% 15%
Accelerating urbanization I R E—
5% 31% 25% 16% 22%

Shift in global economic power

15% 18%

Resource scarcity

249, 27% 16%

9%  15% 11% 33% 33%
Focus on low-carbon development e s ey
: - 29% 15% 249 39% 25%
Environmental deterioration — ——
o) 4 3 - 2 —

Ubiquitous digitalisation

In the wake of emerging Industry 5.0 based on
human-robot co-working on equal terms in
production and ubiquitous Al application,
wide-spread digitalisation is becoming a
decisive trend shaping long-term corporate
strategies, with 58% of respondents assessing
its impact on business development as very
strong and strong (5 and 4). Though this trend
was already at the top (51%) in 2015, the
number of respondents that believed its
impact to be insignificant more than halved.

Accelerating urbanisation

Accelerating urbanisation ranks third in terms of
its impact on long-term business development
(40%). Trend towards urbanisation can manifest as
changes in consumer preferences, increased
regulatory pressure or new sustainability
standards, as well as the need for strategic
partnerships with city authorities and public
organisations.

In 2015, 24% of respondents reported high
significance of accelerating urbanisation.

Demographic changes

Demography is also influencing long-term
business strategies (56%) as changes in the age
structure, level of education, generation
preferences and migration patterns reflect in
consumer demand and labour market. In 2015,
demographic changes were also recognised as
a significant factor impacting strategic business
development (25%). Respondents’ projections
came true - today, demographic changes are
increasingly critical.

Shift in global economic power

Shift in global economic power is highly
relevant for businesses due to its direct impact
on priority of markets, partners, supply chain
changes and other aspects - 36% of
respondents referred to significant impact of
this factor on long-term business development
(Vs 32% in 2015).

Moscow School of Management SKOLKOVO | Technologies of Trust



Resource scarcity

Survey responses show that strategic impact
of resource scarcity increased significantly
(33%). While in 2015 respondents did not
consider its impact on long-term business
development to be significant, today a third of
the survey participants pointed out
importance of this megatrend.

Low-carbon development and
environmental deterioration

Such megatrends as low-carbon development
and environmental deterioration did not make it
to the top of priorities according to the survey
findings (24% and 17%, i.e. sixth and seventh place
out of seven), mainly due to the prevailing role of
Europe in energy transition and ESG agenda in
general, as well as a decline in importance of
European market for Russian businesses. It
should be noted however that strengthening
relations with Asian market leaders and an overall
‘shift” of Russian business to the East, including
Asia-Pacific Region, can influence business
trends??,

€¢

| would not say that sustainable
development is no longer at the top of the
agenda of boards. Where ESG practices
were established even before 2022,
sustainability continues to play a key role,
especially at those companies that have a
presence in foreign markets. Those
businesses that had no ESG at all do not
show much interest in it now, either.

Andrey Sharonov,

Strengthening relations

with Asian market
leaders can influence
business trends

Changes in business geography imply ESG
compliance in the new regions. In recent years,
Asia-Pacific countries have seen toughening of
ESG regulations and investor requirements,
development of green standards, increase in
green financing and evolving of national ESG
rankings. Since 2020, the share of Asia-Pacific
countries in the global sustainable finance market
has doubled, with the Asia-Pacific Region
accounting for 24% of global issuance of green,
social, sustainability and sustainability-linked
bonds (GSSSB)23 in 2023 (USD 235 billion).

According to the ISS, at least 30% of large Asian
energy and manufacturing companies have
already committed to reaching net zero
emissions?4,

Moreover, Asian countries play an integral role in
global supply chains of European businesses,
while ESG requirements to these supply chains
increase every year.

Independent Director of several

Russian public companies
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From global to national - Risk assessment

Top 5 risks over a 2-year period”, WEFTop 5 risks over a 10-year period’, WEF

Cost of living crisis

Natural disasters and extreme
weather events

Geoeconomic confrontation

Failure to mitigate climate change

Erosion of social cohesion and societal
polarisation

Long-term and short-term risks from the
annual risk report by the World Economic
Forum (WEF) often reflect key global trends
very precisely. In 2023, eight out of ten risks
over a 2-year period and over a 10-year period
were related to sustainability issues?.

Main short-term risks included cost of living
crisis, natural disasters and geoeconomic
confrontation, while long-term risks mainly had
to do with climate change.

In 202425, short-term risk priorities changed to
some extent, with disinformation, extreme
weather events and societal polarisation
coming to the fore. Long-term risk priorities
remained almost unchanged in 2024, with
climate risks and environmental deterioration
risks taking the lead again.

Failure to mitigate climate change

Failure of climate-change adaption

Natural disasters and extreme
weather events

Biodiversity loss and ecosystem collapse

U1 = X DN =

Large-scale involuntary migration

*Global WEF Report, 2023
(Russia did not participate in
WEF's survey)

As Russian experts did not participate in
WEF's global survey in 2023-2024, we made
an attempt to survey board members of
large Russian companies and find out their
views about global risks and trends. Notably,
despite a similar attitude of Russian and
international respondents to some
questions, their views on climate risks are
very different - Russian businesses give less
importance to such risks, while globally
climate risks are at the top of the list.
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Please choose three risks from the WEF list
that will produce the biggest impact on your
business over a 2-year period / 10-year period

. ) 70%
Geoeconomic confrontation
63% I
Ineffectiveness of multilateral institutes and 39%
international cooperation 26% E————
Erosion of social cohesion and societal 30%
polarisation 41% R ———
Cybercrime and cyber insecurity 249
30% —
. . N 17%
arge-scale involuntary migration
17% —
Natural disasters and extreme weather events 13%

15% omm— Over a 2-year period

7% == Over a 10-year period
Climate change risks -
11% —
Large-scale environmental damage incidents 49
| 17—
o 0%
Biodiversity loss and ecosystem collapse °
i —
Natural resource shortages 0%
2%

Geoeconomic confrontation

For Russian respondents, geoceconomic
confrontation is the main risk both in the short ‘ ‘
term (70%) and in the long term (63%).

It stands in contrast with WEF's assessment -
globally, this risk is perceived as less severe
and is being deprioritised. In WEF's 2023
Report, geoeconomic confrontation ranked
third over a 2-year period and ninth over a 10-
year period. In 2024, it went down to fifth place
in the list of short-term risks (with a new
wording, i.e. interstate armed conflict) and
disappeared from the list of long-term risks.

Geoeconomic confrontation gives rise to new
risks and challenges for Russian businesses,
such as artificial and intentional pushing out of
Russian companies from traditional markets,
often in a way far from humane, or loss of
foreign assets. The latter forces some
companies to consider major investment
projects and look at the domestic market as it
is currently the safest destination.

The fact that Russian respondents still consider
this risk to be a top priority in the long term
suggests that Russian business hardly expects
any easing of geoeconomic tension over a 10-
year period.

Andrey Sharonov,
Independent Director of
several Russian public
companies
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Ineffectiveness of multilateral
institutes and international
cooperation

Over a 2-year period, Russian businesses
perceive ineffectiveness of multilateral
institutes and international cooperation as one
of the most significant risks (39%).

In the long term, this risk loses ground and
goes down from rank 2 to rank 4 (26%),
suggesting that international relations are
expected to recover to some extent.
Deprioritising of this risk against the backdrop
of impactful geoeconomic confrontation may
point to expected strengthening of
international collaborations at the markets that
are new for Russian companies (Asia-Pacific,
Middle East, etc) and establishment of
alternative international institutes. Yet its
priority is still high, suggesting lack of trust of
Russian respondents in international
processes and in the role of global institutes in
solving international problems.

Erosion of social cohesion and societal

polarisation

According to Russian respondents, erosion of
social cohesion and societal polarisation is the
third most significant short-term risk (30%). In
the long term, it becomes even more critical
(41%, second place). Increasing societal
polarisation aggravates internal conflicts and
social instability, creating more strategic
problems for businesses.

The risk is relevant for both Russian and
global businesses. In WEF's 2023-2024
Report, societal polarisation consistently
makes it to top ten risks, going up from fifth
place to third place over a 2-year period and
moving down from seventh place to ninth
place over a 10-year period.

Cybercrime

Most significant risks both in Russia and
globally include cybercrime and cyber
insecurity. Over a 2-year period, this risk ranks
fourth both for Russian respondents (24%) and
in WEF's Report. In the long term, Russian
companies put it slightly higher (30%, third
place) than WEF's respondents (eighth place).

This reflects an increasing threat of cyber
attacks and the need to effectively protect
information resources. The topic is coming
into the spotlight, with the risk going up from
eighth place to fourth place in WEF's list of
short-term risks in 2023-2024.
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Redefining the Board
of Directors — What's
New?



New board profile

The impact of challenges faced in 2022-2023
expanded beyond strategic priorities of Russian

businesses to affect activities of boards of O of respondents reported
directors, their structure and key competencies / changes in the structure of
required for effective corporate governance and O boards of directors
response to external challenges.

How did the structure of the
Board of Directors change?

= e KA A KD

The number of The number of The number of The number of No changes
independent directors executive directors  government agents independent directors
decreased increased increased increased

Respondents most frequently reported a

decrease in the number of independent Despite recent changes in operations, it is
directors (38%). Due to a decreasing safe to say that the institute of corporate
number of independent directors, governance has been established in
influence of management teams and Russia, with developed understanding,
principal shareholders may become significance, key values and tools that
stronger and the views on corporate proved to be effective during a crisis.
governance less critical, eroding trust of A topic for discussion is to what extent the
investors and partners. institute of independent directors

demonstrated its competence and how
strong the relation between directors and
companies is, how ready they are to take
responsibility for business not only when it
is gunning for success and fast growth.

Ekaterina Nikitchanova
Deputy Director of the
Russian Institute of
Directors, board member at
several Russian companies
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Other changes in the board profile included
an increasing number of executive directors,
as reported by 16% of respondents (while
another 2% reported a decrease in the
number of executive directors). On the one
hand, the increasing number of executive
directors was caused by the need to respond
to challenges faster and to implement crisis
management measures promptly. On the
other hand, it may lead to conflicts of interest
within boards of directors.

Another trend is a growing number of
government representatives sitting on the
board (13%), suggesting an increasingly
important role of the government in strategic
business management. In 2015, 68% of
respondents also said they expected changes

in the composition of BoDs, including return of
high-rank public officials to boards of directors

at major state-owned companies.

Governmental agents sitting on the board of
directors often reflect the government's aim
to tighten control over key sectors of the
economy, enforce implementation of national
programmes and strategies and improve
transparency and accountability of
companies.

From business perspective, an increasing
number of governmental agents in the board
of directors may improve GR, facilitating
certain benefits provided to such companies
by the government. However, this practice
has some disadvantages, too. Specifically,
market efficiency of such companies goes
down due to potentially biased management
decisions.

€¢

Boards of directors have witnessed significant
staff changes, including those caused by the
exit of foreign board members who often
acted as independent directors. As a result,
boards of directors had to integrate new
directors and ensure seamless operation amid
escalating external tensions and emerging
new risks and challenges that required BoD
involvement in collaboration with executive
bodies to overcome the crisis. | believe many
boards, in addition to supervisory functions,
also undertook to consult executive bodies on
the crisis management agenda.

Ekaterina Nekrasova
Independent Director
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A declining number of foreign board members is an implication of
imposed sanctions. However, the need to handle external risks remains,
so does the demand for foreign representatives.

Please specify other changes in the Board of Directors

The number of foreign BoD members decreased
The average age of BoD members decreased

The number of women sitting on the BoD increased
The number of women sitting on the BoD decreased
The average age of BoD members increased

No changes

A significant change in the structure of boards
of directors reported by 39% of respondents is
a decreasing number of foreign BoD
members. One of its causes is a higher risk of
personal sanctions. According to 25% of
respondents, this is the main restrictions for
sitting on the board of directors.

Foreign directors have unique expertise that
may prove to be critical for entering new
markets or improving business
competitiveness at the global level. A
declining number of foreign directors can
impede efficient response of a company to
global economic developments, hinder
business scaling up in new markets and curb
innovative growth.

39%
15%
15%
13%
11%

28%

Currently, the number of representatives of
friendly countries in boards of directors is
expected to increase.

In 20237, 11% of directors at major Russian
companies are nationals of Asia or Middle East.
For instance, in 2013, the board of directors of
NK Rosneft was chaired by former Minister of
Energy and Industry of Qatar. Another member
of the new board was Managing Director of
Indian financial company Valpro?,

€¢

Composition of boards of directors is
definitely changing, but not always for the
worse. Though the number of foreign
representatives decreased, some companies
managed to ensure a fairly independent
representation of foreign colleagues both
from the West and from Asia. Other
companies replaced the leavers with Russian
representatives without compromising on
quality.

Andrey Sharonov,
Independent Director of
several Russian public
companies
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Disturbing signals

Reasons for leaving a board of directors

Increasing subsidiary liability risks
Gap between remuneration and workload and risks

Increasing personal sanction risks

Increasing workload

Respondents believe that the main reasons for
leaving a board of directors include a gap

between offered remuneration and workload and

risks (28%), increasing subsidiary liability risks
(28%) and personal sanction risks (25%).

The gap between remuneration and workload
and risks is aggravated against a backdrop of

uncertainty when management decisions require

more responsibility and caution. In addition, the
number and complexity of issued to be
discussed by boards of directors is growing,
resulting in more and longer meetings (41%).
Given that many respondents sit on boards of
directors at several companies (59%), these
changes increase their workload significantly.
At the same time, it is worth noting that BoD
meetings were mostly carried out in a hybrid
format in 2022-2023, as reported by 44% of
respondents.

28%
28%
25%

16%
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Today we can see a general downward trend
in quality of corporate governance, with
lower transparency, reduced independence
of boards and new board composition.
Companies no longer consider external
incentives to be significant due to the exit of
foreign institutional investors - they wonder
who they should hold at the previous level
for.

Andrey Sharonov,
Independent Director of
several Russian public
companies

How did BoD activities change in response to challenges in 2022-2023?

Hybrid meetings became prevalent

Activity and frequency of meetings are higher than before
2022

Strategic questions are now informally discussed by
shareholders

In absentia meetings became prevalent

Activity and frequency of meetings are lower than before 2022

In person meetings became prevalent

Work was brought to a standstill as a number of directors
failed to take part in board activities

No changes

449,
41%

30%

17%
13%
11%

7%

49%
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Other changes in board operations included
an increasing number of informal discussions
of strategic issues by shareholders (30%). This
may be caused by an increase in the number
of issues to be discussed or by a decrease in
the number of board members. No official
memos and minutes of the meeting make it
more difficult for shareholders and regulators
to get an objective view of the board's
activities

Decreasing transparency and disclosures is
what respondents consider the key limitation
in corporate governance in 2022-2023 (67%),
contributing to the overall quality deterioration
of board activities and corporate governance
in general (16%).

Lower transparency is caused by the
decreasing number of independent directors,
reduced reliance on foreign sources of
funding, and sanction risks.

Sanctions and overall economic instability
affected dividend policies as well, with
companies cancelling payment of dividends
(27%) to save liquidity and stay resilient.

(gt
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A lack of openness, irrespective of its root
causes, always affects quality of corporate
governance.

\With no motivation for openness, disclosures
become less transparent, leading to
unnecessary slackening and impaired
performance of boards of directors.

Aleksander Voloshin
Member of the Board of
Directors at several Russian
companies

Today, one of the key tasks for boards of
directors is to identify top-priority sources of
CAPEX financing. Currently, many companies
cancel dividend payments for the sake of
leaving their CAPEX budgets intact. For
management teams this choice is clear, but if
we want to keep a reputation of a company
that consistently pays dividends, to show new
and existing shareholder that our business is
doing well, and to make it clear that each
shareholder is important to us, then we
should approach CAPEX from square one
and think out of the box. That's why the
management team and the board of directors
should have some kind of a positive conflict
here, with the board of directors being more
active in addressing this matter.

Denis Aleksandrov,
Independent Director of a Russian
public company

What key limitations in corporate governance did you observe over the last

two years?

Information transparency and disclosures decreased

Limitations that hinder dividend policy implementation

Overall performance of the board of directors deteriorated

Execution discipline level decreased

No limitations

67%

27%

16%

13%

9%
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On the path to excellence

of respondents are satisfied
with performance of their
boards of directors

Respondents are mostly satisfied with
monitoring of financial reporting reliability
(47% are absolutely satisfied, 40% are
somewhat satisfied). In the 2015 survey, this
was also at the top of the list, with 55% of
respondents saying that board performance
in this area was highly efficient.

Respondents also express high satisfaction
with crisis management and response to new
challenges (41% are absolutely satisfied and
49% are somewhat satisfied), assessment of
performance and remuneration of top
management (36% and 42%), and strategic
planning (30% and 45%). Interestingly, the
same activities topped the 2015 list - high
performance of boards of directors in these
areas was reported by 29%, 30% and 40% of
respondents, respectively.

Respondents are mostly dissatisfied with
sustainability and ESG efforts of boards. On
the one hand, crisis and strong turbulence
make companies focus on mitigating short-
term risks and on short-term resilience.
Sustainability is associated to a greater
degree with mid-term and long-term risks and
therefore not considered a current priority.

On the other hand, it should not be ignored to
avoid future discounting and increase of long-
term business risks amid current global
threats and megatrends.

Notably, top management succession
planning and key talent retention ranks
second in terms of dissatisfaction (34%), while
almost half of respondents (41%) say
personnel management is a priority focus for
boards of directors. It means that this topic
should get more attention.

To what extent are you satisfied with BoD performance on a scale
from 1 to 3, where 1 means dissatisfied, 2 means somewhat
satisfied, and 3 means absolutely satisfied

Financial reporting reliability monitoring

Prompt response to new challenges / crisis
management

Assessment of performance and remuneration of top
management

Strategic planning

Top management succession planning and key talent
retention

Sustainability and ESG

Monitoring effectiveness of risk management and
internal controls

mmmm  Absolutely satisfied

mmmm  Somewhat satisfied

47% 40% 13%
41% 49% 94
36% 42% 23%

30% 45% A

25% 42% 34%

25% 36% 40%

21% 55% 25%

mmmm  Dissatisfied
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New management priorities

In 2022-2023, crisis management had top

priority for boards of directors (72%), while in

2015 it did not get that much attention though

it made it to top five priorities. Increasing

importance of timely response to new ‘ ‘

challenges reflects an urge for business risk

mitigation and for stabilisation in the times of Today's boards of directors are especially
uncertainty. required to have crisis management skills to
be applied in the fast-changing conditions.
There is a demand for those who got through
crises in 2008 and 2014, as well as the
pandemic, and who already have experience
in changing business processes, revising
investment programmes and revisiting staff
incentive schemes. In the nearest future,
business faced with turbulence will most
likely need these skills rather than financial
HR management also received notable management or strategic competencies.
attention, including top management

succession planning and key talent retention

(41%) and assessment of performance and

remuneration of top management (26%).

Strategic planning, top priority in 2015, ranks
second (61%), suggesting that long-term
planning continues to be essential for stability
and business growth despite a shifting focus
towards more flexible and adaptive
governance models.

Employee churn and resulting talent Vasily Zubakin

shortages are key factors that affect revision Chairman of the Board of
of long-term and short-term business Directors of an energy
development plans. company

What focus areas should be given priority by boards of
directors in the current environment?

Prompt response to new challenges / crisis management 729,

0

Strategic planning 61%

Monitoring of effective risk management and internal control 449,
system. s

Top management succession planning and key talent 41
retention %

Review of executive performance and executive compensation 26%
Sustainability and ESG 15%

Financial reporting reliability monitoring 11%

Strategic risk management 2%
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In the current business landscape, board
members are required to show a range of
diverse competencies, with priorities set in
line with challenges at hand.

Leadership skills (65%) along with industry
expertise (57%) have been traditionally core
competencies of BoD members - in 2015,
industry expertise of directors was considered
important by 92% of respondents (very
important by 58%). Industry expertise is
required to assess investment project
prospects and risks, improve business
competitiveness and carry out effective
governance in a rapidly changing
environment. According to the 2023 data, 59%
of Russian respondents have industry
expertise 2’

In addition, key skills include risks
management (48%) and HR management
(44%), which is consistent with top-priority
focus areas of boards of directors. Risk
management is in the spotlight as BoD
members often lack deep knowledge in this
field (41%). This is explained by an
unprecedented scale of current challenges.

€¢

BoD competencies did not change much.
Industry expertise, HR management, market
understanding (including international markets),
financial knowledge and, probably to a larger
extent, strategic vision are still essential.
Sustainability competencies also stay on the
list as customers still require companies to
comply with ESG requirements and be
included in ESG ratings.

Denis Aleksandrov
Independent Director
of a Russian public company

HR management skills are increasingly
prioritised due to the personnel shortages and
the urge to attract and retain talents, as well
as other demographic factors, while in 2015,
only 28% of respondents believed it to be very
important.

Which skills and competencies are key for boards of

directors today?

Leadership skills

Industry expertise

Risk management expertise

Human resources expertise

Financial expertise

IT expertise

International / cross-cultural experience
Sustainability expertise

Marketing expertise

Legal expertise

Soft skills
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65%
97%
48%
449
28%
26%
26%
20%
15%
7%
7%
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Though not in the top five competencies,
expertise in IT (26%) and sustainability (20%)
are also sought-after. Speaking of IT,
respondents referred to such tools as artificial
intelligence, neuron networks and ChatGPT-
like services. BoD members should see
opportunities of new technologies and use
them efficiently in their activities.

As for sustainability skills, these remain
relevant, too. Board members still need to
develop their ESG competencies and keep
track of sustainable development issues -
globally, ESG risks prevail over other risks
over a 10-year period and even on a horizon
of two years. A board of directors as a
strategic governance body should set a tone
here.

On top of that, another category of skills was
repeatedly mentioned during interviews
though it was not included in the survey - self
skills. In the current context, such
competencies as personal resilience, stress
resilience and ability to cope with anxieties
and think rationally gain in importance.

€¢

One must be prepared to see neuronets, ChatGPT,
etc. take part in BoD discussions in many.
companies, and quite soon. Artificial intelligence is
definitely a useful tool that can be applied in
decision-making, with its involvement adjustable
to the needs. Al's ability to analyse and factor in big
amounts of data, including best corporate
practices, laws and regulations, market
developments, financial standing of a company.
and competitors' behaviours provides huge
support to governance bodies in decision-making.

Aleksander Voloshin
Member of the Board of
Directors at several Russian
companies

Which skills and competencies do boards of

directors lack today?

Risk management expertise

Industry expertise

IT expertise

Human resources expertise
Sustainability expertise

International / cross-cultural experience
Marketing expertise

Legal expertise

Financial expertise

Leadership skills
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28%
26%
22%
20%

15%

13%

13%

11%

11%
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Despite the high priority of risk management,
human resource management and industry
expertise (all in the top four most sought-after
competencies), these skills were mentioned
by most respondent as currently lacking in
board members.

The 2022-2023 challenges increased the
need for managers who can quickly respond
to the rapidly changing environment and
efficiently manage human resources amidst
staff shortage, with the scale of challenges
being so big that existing competencies were
not enough.

It is also worth noting that employee
engagement and staff turnover ranked first
(71%) among non-financial indicators that,
according to respondents, should be included
in remuneration programmes of top
management. Personnel management
indicators were given top priority, followed by
customer satisfaction (60%) and occupational
safety (53%).

IT expertise (26%) and sustainability expertise
(20%) are in top five lacking competencies.
Though at the moment they are not
considered to be most critical (sixth and
eighth place, respectively), respondents note
that board members are lacking these
competencies.

€¢

Effective work of a board of directors requires a
range of competencies as in diversity there is
strength. Nevertheless, the main focus is on
functional competencies and on directors with
strong functional skills, while such relevant
skills as stress resilience and ability to handle
uncertainties are often neglected.

Ekaterina Nikitchanova
Deputy Director of the Russian
Institute of Directors, board
member at several Russian
companies

In your opinion, which non-financial indicators should be included in
top management remuneration programmes?

Employee engagement
and staff turnover

I 714 I 60+ D3 164 m 4.

Customer satisfaction  Occupational safety

Remuneration should only
be based on financial
indicators

Climate targets
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As for how to develop competencies of board ‘ ‘
members, the most popular approach was to

invite external experts to support BoD Global trends, such as digitalisation or sustainable
activities (54%). This approach proves relevant development are certainly key in strategic

in times of instability when the planning decision-making by boards of directors.

horizon is quite short and there is no time to At the same time, the last two years pushed
provide comprehensive training to BoD companies to reconsider main challenges and
members. Invited experts can share deeper adjust development plans. There is a clear
expertise in a range of matters, carry out an demand for HR management and development
independent assessment of internal experts as well as for professionals with
processes and propose solutions that are not experience in building a constructive dialogue with
obvious. the government. | think these competencies will
However, more than half of respondents (52%) be the most in-demand for boards of directors in
said they had training plans for their boards of the nearest future.

directors, suggesting that continuous
professional development remains important

in the long term. Plans to hold strategic Natalia Timakova,
workshops were reported by 41% of Member of the Board of
respondents. This format enables Directors at several Russian
collaboration of board members in addressing companies

various business tasks, facilitating the general

consensus and stronger synergies between ‘ ‘

board members. We are existing inside a crisis, in a rapidly

changing world. This challenge is economic as

Only 26% of respondents said they were going well as psychological. Board members should
to change composition of their boards of be well aware of changes, adapt quickly and
directors to enhance skills and competencies. be able to take rational decision, coping with
This may point to a lack of qualified the general mood around.

candidates, specifically due to the increased
personal risks inherent to sitting on a board of

directors. :
Aleksander Voloshin

Member of the Board of
Directors at several Russian
companies

How are skills and competencies
of the board of directors expected

I I to be developed?
54% 52% !% I26% -9%

Invite experts to support Organise training Take partin strategic Make changesin BoD None of the above
board activities for board sessions composition
members
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What are the annual revenues of the largest company on
whose board you serve?

Less than RUB 50 billion 63%

From RUB 100 billion to RUB 500 billion 20%
From RUB 50 billion to RUB 100 billion 13%
More than RUB 500 billion 49

How long have you served on this board?

3-5 years 33%

1-2 years 30%

6-10 years 17%

10+ years 13%

Less than one year 7%

How many public company boards do you currently serve on?

1 41%

2 41%

3 11%

4 4%

4+ 2%

What is your age?

Between 40 to 50 41%

Between 50 to 60 37%

Between 30 to 40 11%

Between 60 to 70 11%

Moscow School of Management SKOLKOVO | Technologies of Trust



Please assess the negative impact of challenges faced in
2022-2023 On your company

High  44%
Very high 229%

Moderate 229%

Positive impact 7%
Neutral 49
Low 2%

What measures did your company take to respond to
new challenges in 2022-2023?

Strategy and plan revision 67%

Operational excellence programme, including cost 599
optimisation

Changes in business geography 549

Diversification of products/services 28%

Opting out of major investment projects 289%

Innovations 20%

Business development in related areas 15%

Other 4%
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Which measures were most effective in responding to new
challenges in 2022-20237

Strategy and plan revision 549%
Operational excellence programme, incluqlin.g cpst 489 —
optimisation
Changes in business geography 43% B — ]
Business development in related areas 20% E— ]
Innovations 17% —
Opting out of major investment projects 17% — ]
Diversification of products/service lines 13% o

Other 4%
No such measures 2%m

What was the planning horizon in your
company in 2022-20237?

489 IZZ% 174% . 1y 2%

From 1to 3 years From 6 months to 1 From 3 to 5 years Up to 6 months 5+ years
year

How profitable was your business in 2022-2023?

Small Profit 449 ——
Substantial Profit 37% T —
Substantial Loss 9% o
No Profit, No Loss j —
Small Loss 2%
Don't know 1%
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What are the main drivers of short-term
development plan revision at the moment?

549
46%
37%

26%
22%
22%
22%
17%

15%

14%

g

I 30%

Sanctions

Employee churn

Supply chain disruption
Rouble volatility

Import substitution

Expansion into new markets
Hindered access to capital
Exit of international companies
Lack of technology
Megatrends

Other

None of the above

What are the main drivers of mid-term / long-
term development plan revision at the moment?

46%
37%
28%
249
249
249
24
22%
15%
13%
11%

7%
Moscow School of Management SKOLKOVO | Technologies of Trust

Employee churn

Sanctions

Megatrends

Rouble volatility

Import substitution

Supply chain disruption
Lack of technology
Hindered access to capital
Expansion into new markets
Business diversification

Exit of international companies

Other



Which economic incentives had a positive impact on your business?

Foreign exchange rate stabilisation 28
Incentives and subsidies ~ 28%
Boosting parallel imports ~ 229%

Government contracts 17%

Less regulation and control 13%
No such incentives 9%

Other 9%

Increased demand 7%

How would you assess your company's outlook in the next
five years?

My company's standing will 54%

improve
Everything will return to the previous 33%
state despite minor changes o

My company's standing will get 9%

worse
Impossible to assess 2%
My company will see a moderate 2%

growth and stabilisation

How would you assess your profit/loss in five years?

Substantial Profit ~ 48%
Small Profit ~ 30%
Don't Know  15%
Small Loss 4%

No Profit, No Loss 2%
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How would you assess your profit/loss in one year?

Small Profit  65%

Substantial Profit 20% omm—
Don't Know 7% s
Small Loss 4%

No Profit, No Loss 4%

Are you going to revise your corporate strategy?

The corporate strategy has been

o,
re\/ised over the [ast 1-2 yeal’s 59 /O _—
The corporate strategy will be )
reViSed Withinayear 35/0 _—
We do not have such plans 4% I
Flexible approach as required o
2 /O I

Please assess probable impact of megatrends on long-term
development of you company on a scale of 1 to 5, where 1
means neutral impact and 5 means very strong impact

Shift in global economic power

Resource scarcity

Focus on low-carbon development

Environmental deterioration

Accelerating urbanisation

Ubiquitous digitalisation

Demographic changes

5% 31% 25% 16% 22%

15% 18% 24 27% 16%

9% 15% 11/_ 33% 33%

2% 15% 249 35% A

18% s s 249% 15%

33% 25% 29% 5_/ 7/_

18% 38% 22% 11% 11%

5 e 4
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Which changes were made to your corporate strategy?

Revised sales markets ~ 57%

Opted for business diversification ~ 46%
Revised out product / service line 419
Shifted focus towards domestic market ~ 26%

Shifted focus towards new markets, including 26%
Asia

Other 13%

Nochanges 4%

Which markets were your top priority before 20227
Russia  919%
Europe  37%
EastAsia  20%
North America  17%
Central Asia and Caucasus ~ 15%
South America  11%
Middle East 9%
Afica 7%

Other 2%

Which markets became your top priority after 2022?
Russia 87%
EastAsia  206%
Middle East  249%
Central Asia and Caucasus ~ 20%
Africa 7%
South America 7%
Europe 2%
India 2%

North America 2%
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Please choose three risks from the WEF list that will produce the
biggest impact on your business over a 2-year period / 10-year period

) ) 70%
Geoeconomic confrontation
63%
Ineffectiveness of multilateral institutes and 39%
international cooperation 26% ——
Erosion of social cohesion and societal 30%
polarisation 41% I ——
Cybercrime and cyber insecurity 24%
30% —
. _— 17%
Large-scale involuntary migration
17% —
Natural disasters and extreme weather events 139%
15% —
7%

Climate change risks
9 11% —

Large-scale environmental damage incidents 4%
B S7—
Biodiversity loss and ecosystem collapse 0% .
j— Over a 2-year period
Natural resource shortages 8% - Over a 10-year period
Y@

Which measures are required to boost business in Russia in a longer term?

Reduced key interest rate 61%

Development of Russian technologies and import substitution 599%
Reduced governmental intervention in economy 52%
Reduced-rate loans  39%

New foreign investors 13%

Other 13%

Increased governmental intervention in economy 7%
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How did BoD activities change in response to
challenges in 2022-20237

Hybrid meetings became prevalent 449,

Activity and frequency of meetings are higher than before 41
2022 ’

Strategic questions are now informally discussed by 309%

shareholders

In absentia meetings became prevalent 17%

Activity and frequency of meetings are lower than before 2022 13%
Other 12%

In person meetings became prevalent 119%

Work was brought to a standstill as a number of directors 7%

failed to take part in board activities

No changes 49%

What key limitations in corporate governance did you observe over the
last two years?

Information transparency and disclosures decreased 67%
Limitations that hinder dividend policy implementation 27%
Overall performance of the board of directors deteriorated 16%
Execution discipline level decreased 13%

No limitations 9%

Other 8%
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To what extent are you satisfied with BoD performance on a scale from 1 to
3, where 1 means dissatisfied, 2 means somewhat satisfied, and 3 means
absolutely satisfied

Sustainability and ESG 40%_ 36%_ 25%_
Top management succession planning and key talent 34 429 25%
retention . ——
Monitoring effectiveness of risk management and 25% 95% 21%
internal controls —
Performance e\/a[uations and tOp management 230/0_ 420/0_ 360/O_
remuneration
13% 40% 47%
Final’]cial reporting rellablllty monitoring . £ ¢ |
) ) 25% 45% 30%
Strategic planning
Prompt response to new challenges / crisis 9% 49% 419
management 1 N
mmmm  Dissatisfied mmmm  SOomewnhat satisfied mmmm  Absolutely satisfied

What focus areas should be given priority by boards
of directors in the current environment?

Prompt response to new challenges / crisis management 799
() .|
Strategic planning 61% I
Monitoring effectiveness of risk management and internal 44¢
% ]
controls
Top management succession planning and key talent 410
- % —
Review of executive performance and executive compensation 26% —
Sustainability and ESG 15% —
Financial reporting reliability monitoring 11% -
Strategic risk management 2%=
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In your opinion, which of the below non-financial indicators should
be included in top management remuneration programmes?

Employee engagement and staff turnover 71%
Customer satisfaction 60%
Occupational safety 53%

Climate targets 16%

Remuneration should only be based on financial 49
indicators
Other 29

Which skills and competencies are key for boards
of directors today?

Leadership skills 65%

Industry expertise 57%

Risk management expertise 48%
Human resources expertise 449
Financial expertise 28%

IT expertise 26%

International / cross-cultural experience 26%
Sustainability expertise 20%
Marketing expertise 15%

Legal expertise 7%

Soft skills 7%

Other 49
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Which skills and competencies do boards of directors lack today?

Risk management expertise 41%

Industry expertise 289%

IT expertise 26%

Human resources expertise 22%
Sustainability expertise 20%

International / cross-cultural experience 15%
Marketing expertise 13%

Legal expertise 13%

Financial expertise 119%

Leadership skills ~ 11%

How are skills and competencies of the board of directors expected
to be developed?

Invite experts to support board activities 549

Organise training for board members ~ 52%
Take part in strategic sessions ~ 419%
Make changes in BoD composition ~ 26%

None of the above 9%

How did the structure of the Board of Directors change?
The number of independent directors decreased ~ 38%
Nochanges 38%
The number of executive directorsincreased  16%

The number of government agents increased  13%

The number of independent directors increased 7%

The number of directors decreased 49%

The composition of the board of directors 2%

changed, with the share of young directors o
increased

The number of executive directors decreased 2%

Other 2%
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What are the major barriers to board refreshment?

There are no major barriers to board refreshment 51
Collegiality/friendships between board members =10

Qualified candidates for director roles are not available or 29,
not to be found o

Ineffective assessment of directors’ performance 139

No refreshment is required 49

Immature legislation and institution of independent directors Ao
Lack of mandatory retirement age 49,

Conflicts between shareholders 2%

Please specify other changes in the Board of Directors

The number of foreign board members decreased 39%

No changes 28%

The average age of BoD members decreased ~ 15%

The number of women sitting on the BoD increased 15%
The number of women sitting on the BoD decreased 13%

The average age of BoD members increased 11%

Other 9%
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Was BoD performance in 2022-2023 evaluated?

39+ - 9

924

No Yes, by self- Yes, by
assessment independent
advisers

What could affect your membership in the board of directors?

Increasing subsidiary liability risks 50%
Gap between remuneration and workload and risks 50%
Increasing personal sanction risks associated with being a board 469
member °
Increasing workload (sitting on several committees, 289
information overload, etc) %
Other 4% -
All of the above 2%m
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