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General Provisions on Shareholder Rights
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Common Reasons for Becoming a Shareholder

Snares provide investors with the opportunity to legally control the company and
mence decision-making by nominating directors and, possibly, management. The greater

the number of voting shares a shareholder holds, the greater the influence he wields.

Monetary Returns vs. Control

\J

Cash Payments vs. Capital Gains
iuidends play an important role in I:apual Gains:)Investors purchase shares to

the decision to invest. Regular dividend pay- or-capital growth. Unlike dividends,
ments, especially if an investor holds a portfolio snares need to be sold to realize the gains
of shares, can generate predictable cash flows. represented by rising share prices.
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Types of Shares

Common Shares

A Owners of common shares have the right to participate in the decision-making of the
company, most commonly exercised by voting during the GMS

A They also have the right to share in the profits of the company either through
dividends or through capital gains

Preferred Shares
A A company has the right to issue various classes of preferred shares

A The total nominal value of preferred shares of all classes cannot exceed 25% of the
charter capital

T All preferred shares of the same class must have the same nominal value and must provide the
same rights to their owners

i In contrast to common shares, preferred shares can be divided into classes depending on the
rights and preferences attached to them
A Preferred shares can give their owners preferential rights associated with the
distribution of dividends, liquidation value of shares, and voting rights attached to
shares under specific circumstances
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Comparison of Common and Preferred Shares

Common Shares

Preferred Shares

Mandatory

What is the percentage of
shares that can be issued?

Can different classes of shares
be issued?

Can this type of share be
converted into other securities?

Do shareholders have the right
to vote during the GMS?

Can the charter grant additional
rights to shareholders?

Yes, must always be issued

A minimum of 75% of the
charter capital is mandatory

No, only one class of common
shares may be issued

No, common shares cannot be
converted into preferred shares
or other securities

Yes, with certain exceptions

Yes

No, are optional

A maximum of 25% of the
charter capital is allowed

Yes, different classes of preferred
shares can be issued

Yes, preferred shares may be
converted into common shares,
if s0 provided for in the charier

Mo, except under certain circum-
stances.

Yes




Specific Shareholder Rights
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Corporate Finance Central Europe]

Shareholder Rights Under Russian Company Law

All Types of Shares

Only Voting Shares

v

v

v

v

1 Share

1% of Shares

1 Share

10% of Shares

The right to:

» Access the charter,
by-laws, Supervisory
Board minutes, annual
reports, and other
company documents

« Receive dividends
o Freely transfer shares

* (btain redemption
rights

» Receive a liguidation
auota

« For shareholders of
subsidiaries, to demand
compensation for losses
incurred by fault of the
parent company

The right to file a
claim in court
against managers
and directors on
behalf of the
company

The right to:
» Vote during the GMS
in person or by proxy

# Appeal GMS decisions

» Obtain pre-emptive
rights

B T ———

The right to call an
EGM

The right to request
an inspection of the
company’s financial
and economic
activities by the
Revision Commission

o e e -

1% of Shares

25% of Shares

-

The right to review
the list of sharehold-
ers eligible to
participate in a GMS

The right to access
accounting documents
and the minutes of
Executive Board
meetinas

=]

2% of Shares

The right to submit
proposals to the GMS
agenda, including the
nomination of members
of the governing bodies

e =
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The Right to Vote

The Right to Vote Common Shares
A Common shares grant voting rights to their holders
A However, there are some circumstances when common shares become non-voting

The Right to Vote Preferred Shares

A The Company Law limits the right of preferred shareholders to participate in voting
during the GMS

A Preferred shareholders normally do not have voting rights at the GMS except
under specific circumstances when their rights are affected




CorpFinCE

Non-Voting Common Shares

Preconditions

Legal Consequences

Failure to fully pay for shares: When common shares placed 1o
the company’s founders are not fully paid for, unless the char-
ter provides otherwise.

Precludes voting on any
issue during the GMS™

Limitations on the number of votes and/or shares that a single
shareholder can possess: When a shareholder has more votes
than the maximum established by the charter that can be used
during the GMS

Precludes casting more than
the maximum number

permitted by the charter on
any issue during the GMS™

Treasury shares:" When the company possesses issued common

shares of the company because:

« The founders have not fully paid the shares within the period
that they have to fully pay the common shares; or

« The company redeemed common shares; or

« The company fought back common shares.

Precludes voting on all
issues during the GMS

The approval of related party transactions: Common shares that
are owned by a shareholder who is an interested party in a
related party transaction.

Precludes voting on the
approval of the related party
transaction in which the
shareholder is an interested

par[yﬁ'

Waiver to extend the buy-out offer in control transactions:

« When common shares are owned by a controlling share-
holder, including his affiliated parties; and

« When the company has more than 1,000 commaon sharehold-
ers.

| T —_— —_—|

Precludes voting on the wai-
ver of the controlling share-
holder’s obligation to buy-out
the minority shareholders™

10
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Non-Voting Common Shares (contkl)

Preconditions

Legal Consequences

Violation of rules on the acquisition of shares in control trans-
actions:

When a person (or a group of affiliated persons) acquires
common shares that are equal to or exceed a total of 30% of
common shares; and

When this person (or this group of affiliated persons) has not
followed the procedures specified by the Company Law when
acquiring these shares; and

When the company has more than 1,000 common share-
holders.

Common shares (the acquired
shares that cause the holdings
10 equal or exceed 30%) can-
not be voted at the GMS™

Violation of rules on the acquisition of shares in control trans-
actions:

Each time a person (or a group of affiliated persons) acquires
5% of common shares; and

This person (or this group of affiliated persons) already pos-
sesses at least 30% of common shares; and

When this person (or this group of affiliated persons) has
not followed the procedures specified by the Company Law
when acquiring the additional 5% of common shares;
and

When the company has more than 1,000 common share-
holders.

Precludes voting on all
issues during the GMS®

Election and dismissal of Revision Commission members: When
common shares are held by Supervisory Board members, the
General Director, and Executive Board members.

Precludes voting on the elec-
tion of Revision Commission
members?

11
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When Preferred Shares Become Voting Shares

Circumstances When Owners of Preferred Shares Can Vote

The owners of preferred shares can vote on agenda items
that are directly related to the reorganization and liquidation
of the company?

Reorganization or liquidation

Charter amendments that restrict
preferred shareholder rights of a
specific class

The owners of preferred shares of a specific class can vote
on charter amendments restricting the rights attached to
preferred shares of that specific class™

The owners of non-cumulative preferred shares have the
right to vote on all agenda items during the GMS until the
first payment of dividends is made in full®

Non-declaration of dividends on
non-cumulative preferred shares

The owners of non-cumulative preferred shares have the
right to vote on all agenda items during the GMS until the
first payment of dividends is made in full®®

Partial payment of dividends on
non-cumulative preferred shares

The owners of cumulative preferred shares have the right to
vote on all agenda items during the GMS until the full pay-
ment is made of all accumulated dividends®

Non-declaration of dividends on
cumulative preferred shares

The owners of cumulative preferred shares have the right to
vote on all agenda items during the GMS until the full pay-
ment is made of all accumulated dividends®

Partial payment of dividends on
cumulative preferred shares

T | W | W | T Twgm—re
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The Right to Appeal Decisions of the GMS

A A shareholder has the right to appeal decisions of the GMS in court when:
T The decision is adopted in violation of legislation or charter provisions; and
T The decision violates the rights and lawful interests of the shareholder; and
T The shareholder did not participate in the GMS or voted against this decision of the GMS

A A shareholder appealing a decision of the GMS must file his appeal with the court
within 6 months after the shareholder learned or should have learned about the
decision

13
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The Right to Receive Information About the Company

Company Documentation

The charter (including amendments to the charter or a new version of the charter);
The certificate of state registration;

Title documents that verify the ownership of the company’s assets; and

The by-laws and other internal company documents.

Dther Information

« Prospectuses;

» Reports on the activities of the com-
pany submitted to state agencies;

e Lists of affiliated parties of the com-
pany; Shareholders Have the Right

o Reports of Independent Appraisers; to Receive Information on:
and

« Qther documents specified by legis-
lation, the charter, and by-laws.

Financial Information

« Annual reports;

e Financial statements; and

« Reports of the Revision Com-
mission, the External Auditor,
and state and municipal finan-
cial control agencies.

GMS

« The minutes of the GMS, the Revision Commission, the Supervisory Board, and the Counting Commission;

» Voting ballots and proxies for the GMS (or copies of these); and

e Lists of persons entitled to participate in the GMS, or who are entitled to receive dividends, and any other
lists prepared by the company for exercising shareholder rights.

14
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The Right to Freely Transfer Shares

A The owners of common and preferred shares of a company have the right to sell
their shares at any time and at any price, without the consent of, or any pre-emptive
right on the part of, the company and other shareholders

A This means that the company cannot restrict the free transferability of shares,
regardless of type and class

A Any charter provisions purporting to restrict the transferability of common and
preferred shares are null and void

15
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Pre-Emptive Rights

The Purpose of Pre-Emptive Rights

A

In certain circumstances, shareholders have pre-emptive rights, which allow them to
purchase shares or convertible securities on a priority basis before they are offered
to third parties

T Thus, a shareholder has the right to purchase newly issued shares in proportion to the number of
shares he owns at the time the company decides to issue new shares or convertible securities of
the same type and class

In Russia, the pre-emptive rights of shareholders cannot be detached from shares
i This means that a shareholder cannot transfer his pre-emptive rights to another shareholder
T Pre-emptive rights are only transferable together with shares.

The Purpose of Pre-Emptive Rights

A

Pre-emptive rights ensure that all shareholders of the same class are treated
equally
T They provide the opportunity to purchase new shares when the company wants to increase its
charter capital

T Pre-emptive rights help protect shareholders from dilution, which can result in losing some of
their rights due to the decrease of the percentage of shares they hold.

The existence of pre-emptive rights depends on the type of subscription (open or
closed) and whether it is limited to the existing shareholders or whether third parties
can purchase new shares

16
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Pre-Emptive Rights (contk)

Open Subscription

Closed Subscription
(Shareholders and
Third Parties)

Closed Subscription
(Only Shareholders)

———

Each shareholder can purchase
a number of shares and other
convertible securities pro rated
to the number of shares that
he already owns.

——————

Only the shareholder who has
voted against the decision to
carry out a closed subscription,
(or who did not participate in the
voting on that issue) can purchase
a number of shares and other
convertible securities pro rated to
the number of shares that he al-
ready owns.

'-v'
No pre-emptive rights exist if
new shares and convertible se-
curities are issued through
closed subscription only to
shareholders and if such share-
holders have the option to pur-
chase newly issued shares and
other convertible securities pro
rated to the number of shares
they already own.

17
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Pre-Emptive Rights (contk)

Pre-Emptive Rights and Fractional Shares

A When shareholders exercise pre-emptive rights, fractions of shares (fractional shares)
can result

The Procedure for Exercising Pre-Emptive Rights

A The shareholders included in the shareholder list that have pre-emptive rights must be
notified in the same manner as the notification of the GMS

i The number of shares or convertible securities to be issued;

i The placement price or the procedure for determining the placement price (including the
placement price or the procedure for determining the placement price of additionally issued
shares for shareholders with pre-emptive rights);

T The procedure for determining the number of shares and convertible securities that each
shareholder has the right to purchase; and

T The period within which pre-emptive rights must be exercised

A A shareholder that has pre-emptive rights can exercise these rights fully or in part by
submitting to the company:
T A written statement requesting the purchase of additionally issued shares or other convertible
securities, which must include:
A The name of the shareholder,

A The place of residence (location) of the shareholder, and
A The number of shares or convertible securities to be purchased by the shareholder; and

T A document verifying the payment for shares or other convertible securities

18
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The Right to Demand the Redemption of Shares

A shareholder has the right to have the company redeem all or a part of his shares
when the company:

A

A

Reorganizes, and the shareholder voted against the decision or did not participate
in the voting on this decision during the GMS;

Concludes an extraordinary transaction approved by a decision of the GMS and the
shareholder voted against this decision or did not participate in the voting on this
decision; or

Adopts a new version of the charter or amends the charter by a decision of the
GMS, which limits the rights of the shareholder, and the shareholder voted against
this decision or did not participate in the voting on this decision

To exercise his redemption rights, a shareholder must be informed about the right to
demand the redemption of his shares.

The notice of the GMS that must approve the decisions that can trigger the redemption
rights must include the following information about the redemption rights

T The right of shareholders to demand the redemption of all or part of their shares if they vote
against or do not participate in the voting on specified agenda items;

T The redemption price the shareholders will receive if they demand redemption; and
T The procedure for exercising redemption rights

19
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Procedures for Redemption

B

Step 1. The Supervisory Board approves the GMS agenda, including issues that may trigger

Step 2. The Supervisory Board compiles the list of shareholders that have redemption rights based
on the shareholder list for the GMS.

V

Step 3. The company notifies shareholders entitied to participate in the GMS about the existence of
redemption rights if the shareholders vote against or do not participate in voting on the agenda item(s)

that may trigger redemption rights.

Step 4. The GMS approves the decision on the agenda item(s) that may trigger redemption rights.

W

Step 5. Shareholders who voted against or did not participate in the voting on the agenda item(s)
that trigger redemption rights submit a written request with a demand to redeem all or part

of their voting shares.

Step 6. The company redeems shares.

e

20
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Shareholder Rights During the Liquidation of the Company

A Shareholders are residual claimants when a company is being liquidated, i.e. they
will receive a portion of the assets remaining after creditor claims are satisfied

A During liquidation, a company must first satisfy its obligations to creditors; then
priority claimants (usually administrative expenses and salaries, wages, employee
benefits, customer deposits, and taxes); and finally, the Creditors Committee divides
the remaining assets among the shareholders following a specific order of priority:

1. Common and preferred shareholders that can exercise redemption rights have the first priority
to exercise their rights;

2. Second priority is given to preferred shareholders for the payment of declared but unpaid
dividends on preferred shares and to the payment of the liquidation value of preferred shares as
specified by the charter; and

3. The claims of the other shareholders with common shares and preferred shares without a
liquidation value are satisfied after the first and second priorities

21
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The Right to Review the Shareholder List

A The company must give registered shareholders holding at least 1% of voting shares
the opportunity to inspect the shareholder list within three days of a request

A This right gives shareholders the opportunity to contact other shareholders and
coordinate voting for collective action purposes

A The company is obliged to provide the following information:
T The shareholder list; or
T A document confirming that the inquiring shareholder is not included in the shareholder list

22




The Rights of the State as a Shareholder

23
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The Rights of the State as a Shareholder

A The state can participate in a company either as an ordinary shareholder or as the
h ol d e rgoldeh sharedi

A A golden share can be established to ensure the security of the state, or protect the
morale, health, rights, and interests of its citizens

Golden shares give agencies and subdivisions of the Russian Federation the right to:

T Propose items for the agenda of the GMS;
T Request an Extraordinary General Meeting of Shareholders (EGM);
T Veto the following decisions of the GMS:

A
A
A

A
A

Amendments to the charter or approval of a new charter,
Reorganization of the company,

Liquidation of the company, appointment of the Creditors Committee, or approval of the intermediary and final
liguidation balance sheets,

Amendments to the charter capital, and
Approval of extraordinary and related party transactions; and

T Access all corporate documents

24




The Protection of Shareholder Rights

25
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The Protection of Shareholder Rights

A Guarantees in the Company Law

A Judicial Protection

A Protection by the Federal Commission for the Securities Market

A Non-Governmental Organizations for the Protection of Shareholder Rights
A Shareholder Activism and Collective Action

A Shareholder Agreements

26




THE GENERAL MEETING OF SHAREHOLDERS
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General Provisions
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Types of General Meetings of Shareholders

The Annual General Meeting of Shareholders
A The Company Law requires companies to hold a GMS once every year

A This Meeting is called the AGM, which must be held:
T Not earlier than two months after the end of the fiscal year; and
T Not later than six months after the end of the fiscal year

December 31 March 1 AGM period » June 30
: : : » t
End of Fiscal Year Earliest Date Latest Date
to Conduct the AGM to Conduct the AGM

The Extraordinary General Meeting of Shareholders
A All GMS other than the AGM are called the EGM
A They are convened in response to specific company (or shareholder) needs

29
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The Authority of the General Meeting of Shareholders

Economic and financial activities
of the company

Election of the Supervisory Board & Internal procedures for the governing
(and possibly the executive bodies) b d bodies

The GMS
Authority |::> Charter capital

Over the:
D v Q Securities

Transactions

Reorganization and liquidation r:::j

Participations in other companies

30
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The Authority of the General Meeting of Shareholders (contkl)

Reorganization and Liquidation of the Company

A
A
A

Reorganize the company;
Liquidate the company and appoint members to the Creditors Committee; and
Approve the interim and final liquidation balance sheets

Election of the Governing Bodies

A

A
A
A

Determine the number of directors, as well as to elect and dismiss them;
Approve the remuneration of directors;

Appoint and dismiss the General Director and Executive Board members (unless
the charter delegates this authority to the Supervisory Board); and

Transfer the authority of the General Director to the External Manager

Control over the Company

To Do Bo o Io Io Ix

Approve the by-laws for the Revision Commission;

Elect and dismiss Revision Commission members;

Approve the remuneration of the Revision Commission members;
Request an extraordinary inspection by the Revision Commission;
Appoint the External Auditor;

Approve annual reports and annual financial statements; and
Declare and pay dividends

31
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The Authority of the General Meeting of Shareholders (contkl)

Procedures for Governing Bodies

A

A
A
A

Amend the charter or approve a new version of the charter;

Establish the procedures for conducting the GMS;

Elect and dismiss Counting Commission members and set the number of its members;
and

Approve the by-laws for the governing bodies of the company (the GMS, the
Supervisory Board, the General Director, and the Executive Board)

Charter Capital

o Do Io Do Do

Increase the charter capital by increasing the nominal value of issued shares;

Determine the number, nominal value, types, and classes of authorized shares that
may be issued and placed by the company;

Increase the charter capital by issuing additional shares (unless the charter
delegates this authority to the Supervisory Board);

Reduce the charter capital by decreasing the nominal value of issued shares; and

Reduce the charter capital by reducing the number of issued shares by retiring
treasury shares

32
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The Authority of the General Meeting of Shareholders (contkl)

Securities

A Split and consolidate shares;

A Approve the buy-back of company shares in cases specified by the Company Law;

A Issue bonds and other convertible securities, unless the charter delegates this
authority to the Supervisory Board; and

A Issue shares and other convertible securities through closed subscription

Transactions

A Approve extraordinary transactions;

A Approve related party transactions; and

A Waive the obligation of the controlling shareholder(s) to make a buy-out offer during

control transactions

Participation in Other Companies

A

Authorize the company to participate in holding companies, financial and industrial
groups, associations or other groups of commercial enterprises

33




Preparing for the Annual General Meeting of Shareholders
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Preparation for the AGM

Step 1: j | Step 1a: Submit proposals for consideration |
Draw up the AGM | Step 1b: Review proposals |
agenda
| Step 1c: Notify shareholders about rejected agenda items |
L
r —
| Step 2a: Make the decision to conduct the AGM |
Step 2b: Draft the final agenda
Step 2: Step 2c: Approve the date, place and time
Take preliminary _
decisions < Step 2d: Approve return address for sending completed ballots |
| Step 2e: Approve the voting baliots and notification procedures
Step 2f: Approve the list of materials and documents
Step 2q: Approve the record date
L
(" step 3: N\
Compile - -
the shareholder list | Compile the sharenolder list |
Step 4a: Notify sharenolders
Step &4 0 y |
Notify shareholders | Step 4b: Allow sharenolders to familiarize themselves with information
\L j Step 4c: Send voting ballots, if required by legislation or the charter
KSIBp o \\
Preliminarily approve | Preliminariy approve the annual repaort
the annual report

\ J/
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Drafting the Agenda

Who May Submit Agenda Items

A A shareholder (or a group of shareholders) holding at least 2% of voting shares may
propose agenda items, including the nomination of candidates to the governing bodies

How and When to Submit Agenda Proposals
A Shareholders must submit proposals in writing

Required Proposal Information

A A shareholder (or a group of shareholders) owning 2% or more of voting shares may
propose any number of issues for the agenda, which must contain:
i The name of the submitting shareholder(s);
i The number, types, and classes of shares held by the shareholder(s);
i The text of the proposal (it may also contain proposed wording for shareholders to vote on); and
i The signature(s) of the submitting shareholder(s)

Information to Be Included in Candidate Proposals

A A shareholder (or a group of shareholders) owning at least 2% or more of voting
shares may propose candidates for the:
T Supervisory Board;
i General Director and Executive Board;
T Counting Commission; and
i Revision Commission

36
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Drafting the Agenda (contkl)

Proposal Review by the Supervisory Board

A The Supervisory Board must decide whether to accept or reject shareholder
proposals within five days after the submission deadline
A It may reject a proposal only when:
T The proposal is not submitted within the period determined by law and the charter;

T A submitting shareholder (or a group of shareholders) does not possess at least 2% of voting
shares;

T The proposal is incomplete or does not meet the legal requirements for proposals;
i The AGM does not have the authority to decide on the proposed item; or

i The proposal does not otherwise comply with legislation (for example, if the shareholder
proposes to declare dividends when this recommendation may only be made by the Supervisory
Board)

The Notification of Shareholders of Rejected Proposals

A The Supervisory Board must notify shareholders within three days of making the
decision if their proposals are rejected

37
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Issues that the Supervisory Board Must Decide

Mailing address to which shareholders
send their completed voting ballots

Date, place, and time of the AGM A Agenda
The form of the GMS Record date, i.e. date on which the list
(an AGM is always held with the <] [ of persons who are entiled
physical participation of shareholders) to participate in the AGM is compiled

Format and text of the voting ballot D v Q P{F’{ﬁe‘jﬂ“gﬂ;“f notifying sharenolders
of the

List of materials that
will be made available to shareholders prior to the AGM

38
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Making Key Decisions

A The Decision to Conduct the AGM
A The Date of the AGM
A The Place of the AGM

A Approving the Agenda

Election of Revision Commission members Approval of the External Auditor

: ; ﬂ Required Approval of the annual report
Flection of directors ltems: and annual financial statements

Decision 1o declare dividends Allocation of profits and losses

A The Record Date

39
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Preparing the Shareholder List

A Who Should be Included on the Shareholder List

Owners
of common shares

Owners of preferred shares

Other persons as specified by law of a particular class that have
voting rights according
Representatives to the charter
of the Russian Federation,
representatives of the Owners of non-cumulative
subdivisions of the Russian preferred shares for which
Federation, and/or municipal the company made the
entities if the right to participate Q D decision not to declare
in the management of the dividends or to declare
company has been established partial dividends during
as part of a golden share D the previous AGM
arrangement
Owners of cumulative preferred
Owners of preferred shares shares for which the company
of a particular class, if the agenda made the decision not to declare
includes the approval of charter dividends or to pay partially
amendments that limit the rights Owners of preferred shares accumulated dividends during the
of these preferred shareholders if the agenda includes the previous AGM

reorganization or liquidation
of the company

40
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Preparing the Shareholder List (contkl)

Nominal Shareholders and the Shareholder List

A Nominal shareholders (such as brokers, banks, and investment funds that manage
shares on behalf of shareholders) are required to provide information on the ultimate
or beneficial they represent

Information in the Shareholder List

A The shareholder list must contain information on each individual and legal entity
including: name; identification details; number, type, and class of shares held; and a
mailing address in the Russian Federation

Disclosure of Information in the Shareholder List

A Shareholder list should be made available to all shareholders who own at least 1%
of voting shares

Shareholder Obligations When Selling Shares After the Record Date, But Prior to the
Annual General Meeting of Shareholders

A Shareholders lose voting rights when they sell their shares, as voting rights are
transferred automatically to the new owner

41
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Providing Proper Notice

A Once the procedures are completed, all shareholders of record must be notified of
the AGM
T No later than 20 days prior to the AGM; or

T No later than 30 days prior to the AGM if the agenda includes the reorganization of the
company

Best Practices: It is good practice that notification of the AGM:™2

=  Allows sufficient time for all shareholders to prepare for the AGM;

= Is given to all shareholders;

= Allows sufficient time for shareholders to contact other shareholders; and
= Occurs at least 30 days in advance.

A Method of AGM Notification
Hagislered Mail T4%
Publication in the Press
Announcement in the Company Office
Hand Delivered upon Re[:eipt
Announcement on the Company Website

Announcement by Electronic Mail

Other

T T T
0% 20% 40% 60% 80%
Percentage of Companies
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Information to Include in the AGM Notification

Information Required | Recommended

<

Full name and location of the company v

Date, place, and time of the AGM

Mailing address for sending voting ballots (if applicable)

Record date of the AGM

Agenda

Procedures for receiving background materials

The time when the registration of participants starts

The place where registration takes place

I RN NN
RS E N RN RN RN RN

The person to whom shareholders may report violations of the
registration procedure
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AGM Materials

44




