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Introduction

This document is an example of how Canback Dangel develops predictive models for
hard-to-analyze markets.

The example uses the Golder Tellis predictive model as its foundation

The client, a high-end small appliances maker, was concerned with where Russia
was heading and how the markets outside of Moscow would develop over the next
several years.

The predictive model was built in late 2004 and used economic/demographic data up
till 2003 and audited category data up till August 2004



XCo should continue to invest in the attractive Russian market with a focus on the
regions. The Moscow market is nearing steady-state growth

Russia will continue to represent an important opportunity for XCo:

» The Russian economy will continue to exhibit high growth with excellent economic fundamentals in the medium
term, but poor demographics will dampen long-term prospects

» The Russian small appliance markets within Segment A, Segment B, and Segment C are poised to grow at 8-46
percent per year over the several years, depending on segment

* Distribution reach is a prerequisite to success with consumer markets expanding beyond Moscow



The Russian economy will continue to exhibit high growth with excellent economic
fundamentals in the medium term, but poor demographics will dampen long-term prospects

* Russia can be expected to continue its rapid growth over the next several
years, averaging 5.5-6.0% annual growth in GDP and even higher growth in
retail sales

» There are few foreseeable threats to this prediction, but the fixed exchange
rate is an issue

- The Russian economy is well managed and the leading indicators (except
money-supply growth) for economic crisis behave well

- Oil prices are unlikely to decline substantially, but do not seem likely to
rise either

- Consumer credit, while increasing, is low
- However, the currency is becoming increasingly overvalued

» Longer term, the demographic disequilibrium will strain the Russian society
and long term GDP growth (10 years out) is unlikely to be more than 4% per
annum

- The population is rapidly declining

- People live in the wrong geographic areas and large cities (except

Moscow and perhaps St.-Petersburg) are too small to serve as engines of
growth

» The main risk to the economy is political in nature and unpredictable



The Russian economy has done well since 1998, when the post-communist decline ended after a

short financial crisis
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The economic outlook for Russia remains highly positive with GDP per capita annual growth
expected in the 5-8% range and retail sales growing at 9% per year
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There are few foreseeable threats to this prediction, but the fixed exchange rate is an issue
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* Russia performs well on all expect one of
the leading indicators for potential
problems

» Money supply growth and commensurate
inflation are viewed as the major threats to
sustained economic growth

» However, high inflation combined with an
essentially fixed exchange rate will lead to
a need to devalue the currency sooner or
later




Excessive consumer credit is unlikely to derail the economic expansion

CONSUMER CREDIT'S SHARE
OF DISPOSABLE INCOME
Mid-2004

2%

Consumer credit has grown explosively recently
* 50% growth in last 6 months

e Consumer credit stands at 13 billion euros, around
3% of GDP

Share of all HHs

Share of affluent* HHs

Risk is mitigated since

* Much of Russian consumer credit is foreign-sourced
with well-balanced maturities

» Generally low levels of borrowing as % of GDP
* Default rates low at between 2 - 3%

39%

In a downturn, financial institutions may suffer some

credit losses, but since overall exposure is small as a 14%
% of GDP and much of the credit is foreign, it is
unlikely to be the cause of a downturn 7%
Russia Poland

* Affluent households defined as having disposable income > EUR 12,000
Source: Business Week, Goskomstat, C-GIDD, Canback Dangel analysis



Russia’s sustainable GDP per capita growth rate, however, is in the 3-4% range, but there are good
reasons to believe higher growth is possible over the next several years

PEER COUNTRY* GDP/CAPITA GROWTH 1960-2000

-1% 0% 1% 2% 3% 4% 5% 6% 7%
. /] ! ! ! ! ! s | * Only 1 of 40 countries has had a sustained
1/ ] .
= T economic growth above the IMF forecast
] 'Russia IMF 2004-2009 « However, Russia’s peculiar post-communist
— assumption (5.7%) situation has led to pent-up consumer demand
]
T Russia sustainable * Further, world oil prices in the IMF scenario are
! growth projected at $28-32, perhaps too conservative. $1
. increase in per barrel price leads to 0.3-0.5%-
e '_ __________ Peer group point increase in GDP growth

average 2.2%

] » On a cautionary note though, consumer

! spending is already a high proportion of GDP
] (58%) and can most likely not exceed 62%

—— » And, of 10 oil price forecasters tracked by the
—— US Department of Energy, the IMF assumption is
— the 3rd highest

* Based on a sample of 40 countries at a similar stage of economic development.
Source: C-GIDD, Canback Dangel analysis 9



Longer term, the population is rapidly declining and aging, posing a threat to economic progress
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President Putin: “We face the real danger of becoming a senile nation...If this trend continues, the very
survival of the nation will be under threat” (First state-of-the-nation speech to the Duma, 2000)

Source: C-GIDD, BBC News
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In addition, as a legacy of the Soviet era, people live in the wrong places

REGIONAL DISEQUILIBRIUM
Population  Irrational Rational*

M) ¢ | | | |

Moscow 10 |441

A 4

St.Petersburg 5 99

Northern ER 6 104

N

North-Western ER 1 6
less St. Petersburg 3 :l
Central District ER 18 | 243

less Moscow ]
Volgo-Vyatskiy ER 8 102
Centralno- 8 204

Chernozemnyi ER
Subtotal 58

Povoljskyi ER 17 -6[7

o

North —Caucasusian ER 17 -7

Ural ER 20 | -183

East-Siberian ER™ 17 -65 |:
West-Siberian ER 9 [-189 -
Far-Eastern ER 7 -171]\t|:
Subtotal 87 -

-300 -200 -100 O 100 200 300 400 500

* From a geographic and resources perspective. ** Excludes Tumen, Krasnoyar, Kemerova
Source: Bradshaw and Vartapetov (left), World Bank (right), Canback Dangel analysis
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* Too many people live in the wrong regions
 Large cities are too small
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These imbalances will strain the economy and the social fabric

« Massive internal migration towards the Heartland to provide work
opportunities

* 500,000 immigrants per year to keep population stable

» Growth of large cities but not always the currently large cities:
major difference between the winners and the losers.

« Strain on public services with, arguably, calls for higher taxes
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XCo should continue to invest in the attractive Russian market with a focus on the
regions. The Moscow market is nearing steady-state growth

Russia will continue to represent an important opportunity for XCo:

» The Russian economy will continue to exhibit high growth with excellent economic fundamentals in the medium
term, but poor demographics will dampen long-term prospects

» The Russian small appliance markets within Segment A, Segment B, and Segment C are poised to grow at 8-46
percent per year over the several years, depending on segment

* Distribution reach is a prerequisite to success with consumer markets expanding beyond Moscow

13



The Russian market within XCo’s segments is poised to grow at 8-46 percent per year
over the next 6 years, depending on category

» The Russian market within the 3 segments has shown strong growth after
the 1998-99 crisis, with annual unit sales increases often in the 30-40% range
within the audited markets (8 cities)

* This post-crisis growth masks the slower underlying growth which is in the
10-20% range per annum, with a remarkable spurt in 2003 and 2004

» Going forward, all three segments will likely continue to grow at a healthy
rate. However, penetration in the Moscow market will reduce growth in
Segment A and Segment B significantly. In the later years (2008 and 2009),
these categories may even decline in Moscow, even if the economy continues
to grow at the forecasted rate

14



The Russian market for XCo products has grown substantially since 1998

UNIT SALES OVER TIME IN RUSSIA
Thousands of units
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* All segments declined
dramatically in sales in
1999 (between 41 and
74%) in response to the
fiscal crisis in 1998, and
steadily recovered
between 2000 —2003

» Segment A growth rate
slowed to 17% in 2003,
from a rate around 40%
1999-2002

» Segment B growth rate
slowed somewhat to
29% in 2003, from a rate
of 37% 1999-2002

» Segment C growth rate
accelerated to 145% in
2003
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There is, however, a high risk of saturation in Moscow in Segment A and Segment B

SEGMENT A
PENETRATION 1998 AND 2003
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Source: Canback Dangel analysis
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To assess the prospects for future growth, a statistical model was developed. It incorporates
data from 12 European markets

COMPARISON MARKETS

Austria

Czech Republic
Finland

Germany

Hungary

Poland

Portugal

Russia: Moscow
Russia: 7 large cities
Spain

Sweden

Turkey: 3 large cities

DATA

Quarterly category data for
e Units sold

e Revenue

e Price

e Market shares

e Penetration

e Saturation

Quarterly economic and demographic
data

e GDP

e Disposable income

e Population

e Number of households
e Income distribution

BENEFITS OF STATISTICAL APPROACH

STATISTICAL METHOD

Linear regression

Pooled cross-sectional
time series data

e 24 quarters (1998-2003)
e 12 markets

Consensus forecasts of economic
and demographic growth

* Pooling of markets constrains model so that projections of Russia’s future growth takes consumer behavior in more developed markets

into account

» Combination of category and econo-demographic data allows for high explanatory power

» Avoidance of autoregression analysis reduces risk of extrapolating estimates based only on in-market data
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Demand is highly predictable for the 3 segments and the demand drivers speak in favor of

continued growth

Dependent
variable

MODEL

Segment
demand change

PATH DIAGRAM FOR GENERAL PREDICTIVE

Independent
variables

Penetration

Price change

Marketing spending
change*

ACTUAL VS PREDICTED
Example: Segment A

Disposable income
change

Population
change

Season

MODEL ACCURACY

Category R

Segment A 0.74
Segment B 0.83
Segment C 0.80

* Based on a separate analysis of XCo only
Source: Canback Dangel
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The statistical model is robust and the pooling-of-data method works well

» The Russian market is similar to the other markets in the sample
given the economy’s stage of development and the penetration
levels for the 3 categories

» Growth is sensitive to Russia’s overall economic development.
As a result, the forecasts are fairly accurate in the long term, but
less accurate in the short term, where fluctuations in economic
performance are hard to predict. Thus, forecasts need to be
updated quarterly based on the latest available information to be
meaningful

 Qverall, the statistical model is fairly accurate in explaining
demand for the 3 categories with MAPESs in the 10-15% range

 Potential errors in the underlying category and economic data are
likely a much larger source of incorrect forecasting than the
statistical model itself
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Segment A penetration is still relatively low in Russia

USAGE 2003
Percent of adult men
Finland I I . I I 50%
Germany | | | E | | | 459
4 |
Austria | | : | | | 459
Sweden | | | : | | | 42%
_ T
Czech | | 21%
Spain | | |23‘%/o
Russia | 159 i
4 1
Portugal 13% E
Hungary | 11% iAverage 27%
_ I
Poland 10% i
Turkey _:| 7% E
1
0% 10% 20% 30% 40% 50%

60%

Source: XCo, GFK, Canback Dangel analysis

Segment A penetration appears to be dependent on:

» Standard of living
* Climatic and cultural factors (Germanic countries)

Taking this into account, Russia should be able to
reach 30% penetration in a steady state
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The Moscow market in Segment A is increasingly saturated and will not grow significantly,
but regional markets have significant growth potential

MOSCOW UNIT SALES

REGIONS’ UNIT GROWTH

RUSSIA UNIT GROWTH

Segment A Segment A Segment A
2003 - 2009 2003-2009 2003-2009

2,000 2,000 2,000

1,800 1,800 1,800 T

1,600 1,600 1,600 { ‘I:

1,400 A 1,400 1 1,400 'I {
S 1,200 £ 1,200 ;lr: ] S 1,200 =
%) n 2]
2 3 L 5
é 1,000 - 2 1,000 _ 2 1,000 H pe=
2 800 £ 800 | = £ 800
[ [ c
] D ]

600 - 600 600

400 400 400

200 - H H H H ﬂ |*‘ 200 200

O T T T T T T o T T T T T T O T T T T T T
'03 '04E 'O5F '06F 'O7F '08F '09F '03 '04E 'O5F '06F 'O7F '08F '09F '03 '04E '05F '06F 'O7F '08F 'O9F
Units 211 270 289 309 328 328 334 Units 799 959 1,0551,1501,242 1,304 1,369 Units 1,0101,2291,3441,4591,569 1,631 1,703
Annual Annual Annual
0, 0, 0, 0, 0, 0, 0, 0, 0, 0, 0, 0, 0, 0, 0, 0, 0, 0,

growth 28% 7% 7% 6% 0% 2% growth 20% 10% 9% 8% 5% 5% growth 22% 9% 9% 8% 4% 4%

Source: Canback Dangel analysis
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In Segment A, regional markets will represent the lion’s share of the growth opportunity

in absolute terms

B

SEGMENT A PROJECTED MARKET COMPOSITION 2003 AND 2009

2003
(‘000)

Moscow 211

Regions -799

Russia

Source: Canback Dangel analysis

Units

JAN

(‘000)
123

(CAGR 8%)

570
(CAGR 9%)

693
(CAGR 9%)

2009
(‘000)

334

1,703
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Driven by regional market growth, Russia will achieve a sales intensity of about the
average of all markets studied

SEGMENT A SALES INTENSITY BY MARKET

Unit sales per adult male * 1000

0 10 20 30 40 50 60 70

Russia '03

Russia '09 |
Austria |
Czech |

Finland

Germany

Hungary |

Poland :::I

Portugal

Spain |

Sweden
Turkey 3C [

* Non-Russian markets are GFK data for 2003
* Russia '03 is GFK data
« Russia '09 is based on regression model

Source: GFK, Canback Dangel analysis



Segment B penetration is low in Russia

USAGE 1998 AND 2003
Percent of households

INCREASE
Percentage points

Germany iggg 3%
Austria iggg 5%
Spain iggg 7%
2003 0
Portugal 1998 9%
Average iggg 9%
Finland iggg 6%
Czech 2003 14%
Republic 1998
2003
0,
Sweden 1998 6%
Hungary igg: 12%
Turkey iggg 15%
Poland iggg 12%
Russia iggg 10%

0%

10%

Source: XCo, GFK, Canback Dangel analysis

20%

30%

40%

50%

60%

70%

80%

90%



High growth is unsustainable in Moscow as the market becomes increasingly saturated. The regions,
however, will see continued strong growth

MOSCOW UNIT GROWTH REGIONS’ UNIT GROWTH RUSSIA UNIT GROWTH
Segment B Segment B Segment B
2003 - 2009 2003-2009 2003-2009
6,000 6,000 6,000
5,000 - 5,000 - 5,000 -
% 4,000 - - 4,000 - - 4,000 - I
S 2 E I
© © ©
2] (%] [
: : I : ]
2 3,000 - 2 3000 | I 2 3,000
£ = =
S5 2,000 - S 2,000 - 35 2,000 4
1,000 - ﬂ ﬁ ’_I_‘ ’_I_‘ 1,000 - 1,000 -
O ﬂ T H T H T T T T O T T T T T T o T T T T T T
'03 '04E '05F '06F '07F '08F '09F '03 '04E '05F '06F '07F '08F '09F '03 '04E '05F '06F '07F '08F '09F
Units 562 759 819 860 895 859 842 Units 1,877 2,459 2,877 3,136 3,355 3,422 3,491  Units 2,439 3,218 3,696 4,140 4,250 4,281 4,333
Annual 35% 8% 5% 4% -4% -2% Annual 31% 17% 9% 7% 2% 2% Annual 32% 15% 8% 6% 1% 1%
growth growth growth

Source: Canback Dangel analysis 25



The regions will pick up most of additional sales in Segment B

SEGMENT B

PROJECTED MARKET COMPOSITION 2003 AND 2009

2003
(‘000)

Moscow 562

Source: Canback Dangel analysis

2,439

Units

JAN

(‘000)
280

(CAGR 7%)

1,614
(CAGR 11%)

1,894
(CAGR 10%)

2009
(‘000)

842
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In Segment B, the sales intensity is already high and there is downside in the Moscow
projection for 2009. However, the current estimate remains the likely scenario, in part because
shoppers from the regions continue to go to Moscow

SEGMENT B SALES INTENSITY BY MARKET
Unit sales per household * 1000

0 20 40 60 80 100 120 140 160 180

Russia '03 |

Russia 09 |
Austria |
Czech |

Finland |

Germany |

Hungary |

Poland

Portugal |

Spain |

Sweden
Turkey 3C

* Non-Russian markets are GFK data for 2003
* Russia '03 is GFK data
» Russia '09 is based on regression model

Source: GFK, Canback Dangel analysis



Russian penetration in Segment C is low but Moscow has taken off over the last 2 years. The same

can be expected in the regions

Spain
Austria
Portugal
Average
Germany

Finland

Sweden
Turkey

Hungary

Czech
Republic

Poland

Russia

USAGE 1998 AND 2003
Percent of Households

2003

1998

| 85%

2003 |

1998

[52%

I
|61%

2003 |

| 64%

1998

|37%

2003 |

|37%

1998

[27%

2003 |

| 37%

1998

[27%

2003 |

| 41%

1998

[27%

2003 |

| 47%

1998

[24%

2003 | 15
1998 7%
2003 | 12%
1998 6%
2003 | 11%
1998 [~ [5%

2003'] 204
1998 [0%
2003_]19@
1998 [0%

| 90%

0% 20%

40%

60%

80%

100%

Source: GFK, XCo, Canback Dangel analysis
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SEGMENT C UNIT SALES

2000-2003
Moscow
‘000 units
71.9
27.6
169
9.1
2000 2001 2002 2003
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Continued high growth in both Moscow and the regions seems likely in Segment C

MOSCOW UNIT GROWTH

Segment C
2003 - 2009
2,500
2,000 A
w
©
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)
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£
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[
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500 -
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REGIONS’ UNIT GROWTH

Segment C
2003-2009
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2,000 A
w
©
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[
-]
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RUSSIA UNIT GROWTH

Segment C
2003-2009
2,500
2,000 A
~ 1
©
€ 1,500 -
(2]
>
o
E 3
£ 1,000 A {
[
-]
500 -
0 D T H T T T T T

'03 '04E 'O5F '06F 'O7F '08F '09F

Units 72 141 210 313 448 605 744 Units 95 187 269 385 547 755 982 Units 167 328 480 699 995 1,360 1,726
Annual 96% 49% 49% 43% 35% 23% Annual 97% 44% 43% 42% 38% 30% Annual 97% 46% 46% 42% 37% 27%
growth growth growth

Source: Canback Dangel analysis
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Again, the regions count for a large share of the absolute growth, but Moscow has significant unit
potential as well in Segment C

SEGMENT C
MARKET COMPOSITION 2003 AND 2009
Units

2003 JAN 2009
(‘000) (‘000) (‘000)

Moscow }72 672 744
(CAGR 48%)

Regions :| 95 887 982
(CAGR 48%)

Russia ]167 1,559
(CAGR 48%)

Source: Canback Dangel analysis

1,726
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A sales intensity analysis indicates that by '09 the Russian market will achieve levels
comparable to those of most countries in the sample

SEGMENT C SALES INTENSITY BY MARKET

Unit sales per household * 1000

0

20 40 60 80 100

120

140

160

Russia '03 7:|

Russia'09 77

Austria

Czech 7:I
Finland ]

Germany

Poland O

Hungary 7:|

Portugal |

Spain |

Sweden

Turkey 3C |

Source: GFK, Canback Dangel analysis

* Non-Russian markets are GFK data for 2003
* Russia '03 is GFK data
» Russia '09 is based on regression model
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In sum, the prospects differ by segment and region. Segment C is far from maturity,
while Segment A is close to maturity in Moscow
SEGMENT A SEGMENT B SSEGMENT C
S-CURVE S-CURVE S-CURVE
‘09 ‘09
Moscow ¢ I
Moscow ~—o
S ‘03 ‘03
g ‘09
(@]
E 09 Moscow /
= ‘09 ‘
S .\ 03
o ‘03 Regions ‘ 09
03 Regions o\
‘03 \ Regions
Time Time Time

Both Moscow and the regions are
becoming fairly highly penetrated.

This, puts a damper on future growth.

Relative sales levels are high but
likely sustainable over the forecast
period.

Segment B will reach significant
penetration. In addition, relative sales
levels are very high, likely leading to a
market decline in Moscow even if
economic growth continues.

Segment C is far from the saturation
point and growth will be very high.
However, Segment C is highly
sensitive to changes in the overall
retail climate and can fall quickly if
there is a sudden negative shock.
Relative sales levels are quite
sustainable.
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Global brands have done well in Russia with high market shares and price points

100%
80%
60%
40%
20%

0%

EUR

SEGMENT A

Global brands’ market share

2001 2004

Retail price points

Global

60

40

20 A

2001 2004

Global brands are steadily gaining
share with a price point 4x above
local brands

Source: XCo, GFK, Canback Dangel analysis
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SEGMENT B

Global brands’ market share

2001 2004

Retail price points

60
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20

'Global
v

Local

2001 2004

Global brands are losing
share but still have around 80% o the
market. Less price premium for quality.
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Moscow
7 cities

SEGMENT C

Global brands’ market share

2001 2004

Retail price points

60

40

.S

20

" Global—y

Loca

2001 2004

Segment continues to be totally
dominated by global brands.
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Average market prices are reasonably high compared to the comparison markets

and are mainly set by global, rather than local conditions

AVERAGE MARKET PRICE FOR ALL BRANDS

2003, EUR
Segment A
Russia 52
Emerging markets 50
Developed markets
Segment B
Russia 36
Emerging markets 28
Developed markets 33
Segment C
Russia 44
Emerging markets 33
Developed markets 37

* Based on a correlation analysis
Source: GFK, Canback Dangel analysis

PRICE DETERMINANTS*
2003

Prices are set by global conditions

100 Segment C
95 Segment B
60 Segment A

0

Prices are set by local conditions
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XCo has maintained or increased market share and average retail prices over the last few years,
has increased its price premium over the market for Segment B and Segment C, but Segment A
appear to be under pressure

B

XCO MARKET SHARE* XCO AVERAGE RETAIL PRICE* XCO PRICE PREMIUM OVER MARKET*

=
59
499 51% S7 57 57 —
39% 43% 3905 40% 48
40
21
SEGMENT ’_‘ 7
A -
(-
7
-15
66
59 61
52 53
42 45% 47%
38%
18% 19%
10% 17% 0
SEGMENT 6% 7% 50 6% [
B
-1% 88%
69%
0,
50% a1 50% 55%
39% 33 33 38%
0,
18% 139
SEGMENT 5%
C
1998 1999 2000 2001 2002 2003 1998 1999 2000 2001 2002 2003 1998 1999 2000 2001 2002 2003

* Moscow market

Source: GFK, Canback Dangel analysis
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XCo should continue to invest in the attractive Russian market with a focus on the
regions. The Moscow market is nearing steady-state growth

Russia will continue to represent an important opportunity for XCo:

» The Russian economy will continue to exhibit high growth with excellent economic fundamentals in the medium
term, but poor demographics will dampen long-term prospects

» The Russian small appliance markets within Segment A, Segment B, and Segment C are poised to grow at 8-46
percent per year over the several years, depending on segment

* Distribution reach is a prerequisite to success with consumer markets expanding beyond Moscow
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Distribution reach is a prerequisite to success with consumer markets expanding in and beyond
Moscow

* Moscow has experienced spectacular growth over the last few
years and has by far the highest standard of living in Russia. It
dominates retailing with 27% of the national market

» Moscow will likely grow slightly slower than the regions over the
next few years. Despite this, it will continue to be important for retail
sales of Western-style goods catering to a rapidly growing middle
class

» The regions, however, will make up the lion’s share of the growth
opportunity. The growth will be somewhat concentrated in the
Russian Heartland, which will account for at around 50-60% of total
growth

» Because of the lack of modern retailers outside Moscow, the low
share of national chains, and the geographic dispersion of
population centers, distribution power will be critical to success



Moscow has outperformed the rest of Russia over the last several years

GDP GROWTH 1998-2003

by Region
Moscow ] 9.7%
St. Petersburg | |9.7%
Northern ER 1 | 5.4%
North-Western ER less St-PB | | 10.1%
Central District ER less Moscow 1 | 5.9%
Volgo-Watskiy ER 1 ] 5.4%
Centralno-Chernozemnyi ER | | 6.0%
Powoljskyi ER | 16.5%
North-Caucasian ER 1 | 8.9%
Ural ER | 5.7%
West-Sibirian ER 1 | 6.9%
East-Sibirian ER _: 4.5%
Far-Eastern ER _:| 4.8%
Kaliningradskaya obl. | | 8.7%
Russia 1 | 7.1%
0% 2% 4% 6% 10% 12%

GDP PER CAPITA 2003
by Region, EUR

Moscow

6,912

St. Petershburg
Northern ER
North-Western ER less St.-PB

Central District ER less Moscow

Volgo-Watskiy ER |

Centralno-Chernozemnyi ER |
Powoljskyi ER
North-Caucasian ER

Ural ER

18237
2,781
] 2,039
1,829
11,653
[ 1,640
2,117
1,322
2,119

West-Sibirian ER

| 4,028

East-Sibirian ER
Far-Eastern ER
Kaliningradskaya obl.

Russia

2,213
2,778
1,763

2,673

0 2,000

4,000 6,000

8,000

Source: Goskomstat, Canback Dangel

analysis
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Today, Moscow represents a formidable share of disposable income and retail turnover

MOSCOW’S SHARE OF THE RUSSIAN ECONOMY

27%

Population GDP Disposable income Retail sales

Source: Goskomstat
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The 3 segments are no exceptions, Moscow represents a similar share of category sales

MOSCOW’S SHARE OF SEGMENT SALES

In Russia, 2003

Segment

A 21%

Segment

B 23%

Segment
C

43%

0% 20% 40%

60%

RELATIVE UNITS SOLD
per thousand households, 2003

Moscow 52

Segment J
c Regions :|16
Moscow 128
Segment |
Regions 3P
Moscow 16
Segment ]
Regions ]2
0 50 100 150

Source: GFK,

XCo, Canback Dangel analysis
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This is in part* because there are relatively few households outside Moscow with a

sufficient disposable income to buy products within the 3 categories

REGIONAL SHARE OF HOUSEHOLDS AT VARIOUS INCOME LEVELS

All households
No. of HHs in ‘000 Share of Russia

Moscow 4,364 :|8%
St. Petersburg 1,914 [ 4%
Northern ER 2,068 :|4%
North-Western ER less St.- 1,154 [[]2%
Cp:gﬁrrgtl)lﬁ)ri%trict ER less Moscow 6,767 [ 13w
Volgo-Vyatskiy ER 3,000 :|6%
Centralno-Chernozemnyi ER 2,818 [ ]5%
Povoljskyi ER 6,100 | ]11%
North-Caucasian ER 6,439 :|12%
Ural ER 7,433 [ 14%
West-Sibirian ER 5492 [ 10%
East-Sibirian ER 3,365 L ]6%
Far-Eastern ER 2,597 :| 5%
Kaliningradskaya obl. 347 ] 1%
Russia total 53,85

7

* The other reason is a lack of distribution outside the largest cities
Source: C-GIDD, Canback Dangel analysis

Households with income
>EUR 12,000
Share of Russia

23%

%

[ 5%

1%

4,644 (=8.6% of Russian HHs)

Households with income

>EUR 24,000
Share of Russia

38%

[ ]4%

4%

| 1%

[ Je%

] 2%

[ ]2%
S
EL
o
T ]11%

[ Is%
5%

| 0%

1,079 (=2.0% of Russian HHs)
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Up till at least 2009 the growth in reasonably affluent households
will be strongest in the regions, and centered in Heartland

NUMBER OF AFFLUENT HOUSEHOLDS
Thousands of HHs with income > EUR 24,000

2003 Cagr ‘03-'09 2009
Moscow 412 10% 734
St.-Petersburg ] 38 24% :| 141
Northern ER ] 43 13% :| 87
50-60% of the increase is
North-Western ER less St. Petersburg |6 24% ]22 in the larger Moscow and
St. Petersburg areas
Central District ER less Moscow :|62 14% :| 136 and in West Siberia
_ (with several large cities)
Volgo-Vyatskiy ER ]23 13% ]48
Centralno-Chernozemnyi ER ] 27 14% ]59
Povoljskyi ER )87 15% [ ]203
North-Caucasian ER :| 58 21% :| 184
Ural ER BES 14% | ]207
West-Sibirian ER [ ]114 17% [ o287
East-Sibirian ER |51 11% o2
Far-Eastern ER 59 11% 111
Kaliningradskaya obl. 4 21% 11
Russia 1.079 14% 2.321

Source: C-GIDD, Canback Dangel analysis
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Thus, the retail sector can be expected to grow faster outside Moscow

RETAIL TRADE 2003 AND 2009

by region, billions of 2003 B EUR
2003 2009
MoSscow 35.5 54.4
St. Petersburg 5.0 8.3
Northern ER 5.0 8.5
North-Western ER less St. 1.9 2.9

Central Distr?gtteErlg es

Moscow 12.8 21.1
Volgo-Vyatskiy ER 4.6 7.5
Centralno-Chernozemnyi ER 4.3 5.6
Povoljskyi ER 13.0 26.8
North-Caucasian ER 12.6 24.9
Ural ER 14.2 24.3
West-Sibirian ER 16.3 30.7
East-Sibirian ER 6.2 9.2
Far-Eastern ER 5.6 9.1
Kaliningradskaya obl. 0.6 1.0
Russia 137.0 230.6

ANNUAL GROWTH IN RETAIL TRADE 2003-09

by region

Moscow | 7.4%
St. Petersburg ] | | 8.8%
Northern ER ] l | 9.5%
North-Western ER less St. ]|
Petersburg ) | | 789
Central District ER less Moscow | 8.7%
Volgo-Vyatskiy ER ] | | 8.5%
Centralno-Chernozemnyi ER _:| 4.5%
Povoljskyi ER ] | 8.6%
North-Caucasian ER ] l | 13.4%
Ural ER | | 19.4%
West-Sibirian ER ] | | 11.2%
East-Sibirian ER ] 6.9%
Far-Eastern ER ] | 8.4p6
Kaliningradskaya obl. | | 8.0%
Russia ! | 90%
0% 5% 10% 15%

Note: Constant values
Source: Goskomstat, IRG, Canback Dangel analysis
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As a result, modern retailers are expanding quickly in regional cities

MODERN RETAILERS IN MOSCOW EXAMPLES OF REGIONAL EXPANSION, 2004
% of market turnover

50% Retail Chain Market
40%

40% - Ramstore Kazan

30% Samz_;tra
Kaliningrad
Tolyatti

10% -

Paterson Kazan
Yoshker-Ola
Nizhni Novgorod
Sochi

0% T
2003 2009

Perekrostok Semera

MODERN RETAILERS IN THE REGIONS Tolyatti

% of market turnover S:t Petersburg

30% Volgograd

25% -

24%

5 Nimeroska Ekaterinburg

20% - Volgograd

15% A Nizhni Novgorod

10% - 7%
5% -

Eldorado 470 stores all over Russia.
Numerous
0% . openings in 2004

2003 2009

Source: IRG, Canback Dangel analysis



Good distributors will be critical to success since national chains still are in their infancy

NATIONAL RETAILERS
AS SHARE OF TOTAL RETAILING

25%

22%
20%
15%
10%

6%
5%
0% T
2003 2009

MARKET FRAGMENTATION
Cities’ share of regional retail market

43%

Moscow 2Y%
Top 2-20 19%
Top 2-50 2%
Top 2-100 31%
Small and
Rural
0% 10% 20% 30% 40% 50%

Source: IRG, Canback Dangel analysis
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Contact information

HEADQUARTERS

BOSTON

Canback Dangel

121 Mount Vernon Street
Boston MA 02108

Tel: +1-617-399-1300
Fax: +1-617-367-2400
Web: www.canback.com

Dr Staffan Canback

Managing Director

Tel: +1-617-399-1300

Cell: +1-617-818-4963

Email: scanback@canback.com

Frank D’Agnese

Consumer Goods & Retail
Practice Leader

Tel: +1-617-399-1300

Cell: +1-617-642-0798

Email: fdagnese@canback.com

Charlotte Heyden

Financial & Cellular Services
Practice Leader

Tel: +1-617-399-1300

Cell: +1-617-953-2865

Email: cheyden@canback.com

AMERICAS / EUROPE

BRAZIL

MEXICO

EUROPE

RUSSIA

Canback Dangel do Brasil
Rua Com. Miguel Calfat 128 cj. 902
04537-080 - S&o Paulo - SP

Antonio Farini
Tel: +55-11-3528-4551
Email: afarini@canback.com

Canback Dangel Mexico
Monasterios 136

La Herradura

52784 Huixquilucan
Estado de Mexico

Francisco Maciel Morfin
Tel: +52-155-5506-8321
Email: fmaciel@canback.com

Canback Dangel Europe
13 The Quadrangle
London W2 2RN

England

Marco Toja
Tel: +44-20-7706 7895
Email: mtoja@canback.com

Canback Dangel Russia
Riverside Towers Business Center
Kosmodamianskaya 70
Naberezhnaya 52/1

Moscow 115 054

Mattias Johansson
Tel: +7-495-777-0870
Email: mjohansson@canback.com

ASIA / PACIFIC

CHINA

INDIA

PHILIPPINES

SOUTHEAST ASIA

Canback Dangel Liu

Suite 903B, Rongxin Tower
S. Square, Beijing W. Station
Beijing, 100055

Dr Xingxing Liu
Tel: +86-10-8399 3522 or 3523
Email: xliu@canback.com

Canback Dangel Research
ValueNotes Database Pvt. Ltd.
303/ 304, 3rd Floor, Venus Point
1226/1, Off F.C. Road

Pune 411 004

Varsha Chitale
Tel: +91-20-5601-0423 or 0424
Email: research@canback.com

Canback Dangel Philippines
Quadstar Building, 2" Floor
#80 Ortigas Ave.

Greenhills, San Juan 1500
Metro Manila

Albert Cuadrante / Gino Dizon

Tel: +63-2-726-2421

Email: acuadrante@canback.com
gdizon@canback.com

Canback Dangel SEA

Acumen Strategic Consulting

22 Bayshore Road

#02-03 The Bayshore, Tower 1B
Singapore 469970

Markku Helin
Tel: +65-9824 4800
Email: mhelin@canback.com
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