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VALUETAINMENT

" The wi-shepgagproach to the Russi an

Amidst all the political and economic turmoil surrounding Russia it is easy to start thinking
that business in- and with Russia has all but ceased to exist.

It is a fact that Russia3®s economy shows only modest growth an
economy are going through hard times. But as my trademark proverb states-~ Wh at ev er
you say about Russia, the opposite is always true as well p.

Economically this is proven by the fact that many sectors of the Russian economy are
vibrantly growing. Russia is actively developing its local industry and agriculture. Moreover,
Russia gives access to the Eurasian Customs Union with a population of 184 million and
Russia is a stepping stone to CIS markets with a population of 240 million.

Reasons enough to take a seri ou-doutflgmtawadt our

Last year we acquired a Russian distributor of valves and components for the dry bulk
solids handling industry (https://dmn-rus.com/). Our main markets for these valves and
components are Russia, Ukraine and Belarus. We sell these valves and components to a
wide range of industries such as: Food, Dairy, Animal Feed, Pharma, Plastics, Chemicals,
Minerals, Metallurgy, Mining, Recycling, Biomass and Commaodities. What is important is
that in all these sectors we experience various levels of growth and development.

The key to success in Russia and the CIS is found the right steps:
. Do we have a competitive product or service?

. Do we know the market?

. Are we hungry enough for the business?

. Are we ready to go local?

. Do we have a clear strategy?

. Can we dedicate enough resources?

. Do we have the right team?

. Are we capable and willing to take control?
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https://dmn-rus.com/
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1. Do we have a competitive product or service?

Russia has seen three economic periods since the nineties. Russia went from a market that was
being formed, to a market that was growing, to a market that has settled down. The first
economic period was during the nineties when business was wild and unstructured but when
there were many opportunities in every sphere of business because the market was still largely
empty after the Soviet period. The second economic period that lasted from 1999 till around
2012 showed the largest economic growth Russia has ever known. This was a period when
economic and oil price growth fueled consumer and business demand. The third period in which
we are now started in 2013. This is a period characterized by modest economic growth with
elements of stagnation and recession. This period will be the reality for some time to come
unless the oil price rises above 100 dollars which some, including the International Energy
Agency, can?t exclude as a possibility.
Today3®s mar ket is rational, price sensitive
make sure that we formulate a clear value proposition
for our product or service that:

A 1s high-end and competitive

A Meets a specific and identified demand on the Russian market

A Not sold based on price (not price-sensitive)

The Russian market is price sensitive and Russians are strong price negotiators. There

are few segments of the market where the competition is not yet active and much of this

competition comes from within Russia or from Asian countries. If you come with a product

that is sold based on price, then chances are you will be out-negotiated and left with a

minimal or no margin. In our own business projects in Russia we tend to stay away from

low-end and price-sensitive products.

and
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2. Do we know the market?

"Look before you leap!puy It seems the most obyv
do exactly the opposite; they leap before they look. It is inherent to human nature to
overestimate that what we know. lt3s fine to
because the price we pay for mixing up Athena and Minerva is merely measured in the currency
ofsel-fest eem. Overestimating our knowledge of Ru
business culture however, leads to mistakes measured in cold hard cash. At Lighthouse we

al ways repeat our expression: -UdAs|s.umpttiion net

expression, but it reminds us to investigate, prepare, check, double check, test, and only then,
act. It reminds us to never assume we know something for sure. When looking at the Russian
market you do wisely to assume and accept that you do not know. Have an open mind. Do part
of your work based from Russia or Moscow (meaning you should actually plan some stays in
Moscow). It allows you to talk to market players and stakeholders (possibly at exhibitions), visit
physical and online distribution channels, talk to logistics companies and certification companies,
and carry out common sense market research (for example, if you want to know who distributes
a product, just go to the store and check the
of doing traditional market research from behind your computer). If you are not confident going to
Russia by yourself then cooperate with someone already present in the Russian market. This
can be a company like Lighthouse but it can also be an individual professional. In any case it
should be someone with a proven track record in Russia. Too often we see that projects fall
because of the wrong partners or representatives.
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3. Are we hungry enough for the business?

Sales won3t develop as easily as it did during the two growth periods of the
decade of the 215t century. Experience shows that achieving first sales after 6 to 12 months of

business development is a very good result. It can easily take even more time to get stable

sales going. In most cases, Russians customers have one or more alternatives for your product

so they expect you to share the burden of entering and developing the market. If the Russian

customer sees you are not eager enough they will switch to a competitor that is. You need to

make an informed decision whether the market is interesting enough to justify a continued

business development effort. Simply said you need to be able to tell yourself that you are hungry

for the business and eager to actively develop the market.

STAY HUNGRY
AND FOLLOW

%9 YOUR DREAMS
L\ Fack Ma
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4. Are we ready to go local?

The nineties were sweet from a sales perspective. Russians would come with their own trucks

and suitcases with cash to Europe to buy whatever they needed right from European factories

on an ex-works basis. Today the opposite is true. Russians prefer to buy from a Russian legal

entity, in Russia, in rubles on a DDP basis. Instead of buying full container loads they prefer to

buy pallets, boxes or pieces depending on the actual demand. Moreover, as e-commerce

devel ops often the biggest sales channels are the on
This means you will have to hold your products on stock in Russia (Russia has 100 million

internet users and over 50 million people who regularly buy something on the internet).

Since 2014 the Russian government increased its localization and import substitution drive. As a

result, there is a general tendency to “buy Russiany
Russia will continue to need foreign technology, expertise and products but it is advisable to

show willingness to become a “corporate citizenpg in
towards localization. Step one is having your documents and website in Russian and having the

right certificates. Step two is having a Russian representative in Russia. Step three is being able

to sell on a DDP basis. Step four is having your own legal entity.
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5. Do we have a clear strategy and a pro-active sales plan?

Russia has a distinct business culture, market-reality and different administrative, financial and
logistic requirements. We often see Western companies that improvise and plan as they go.
That®s fine for the very beginning of your -
tolongt er m. Companies often | ose time because
become active. Contracts, transport documents, logistic arrangements need to be redone
because of a lack of proper information. Another problem is that Western companies are used to

SALES TEAMWORK
operate in stable environments in which their growth is based on strict procedures and rigid

PERFORMANCE
compliance. In Russia, change is the only cadselllel:ail i3 a
results in the volatile Russian business environment. The gap between the Russian volatility and MARKET'NG
the Western stability often leads to frustration and loss of time and money. Business in Russia
demands time, attention and a bespoke approach. Such a bespoke approach should be based | ¥ SU PPORT
on an estimation of the potential of the market, the period in which this potential may materialize, ? 1 o
and the steps and actions required to realize this market potential. A strategy and sales plan

should at least include the following components:
a. Localization of offer / product / operation / production

b. Optimization of Web presence and maximizing the effect of digital marketing

c. Value matching

d. Identification of the right people and setting up clear processes for their management
e

f

h

INNOVATION CUSTOMER

Optimization of logistics
Transparent price calculation and projection of financials
Utilization of all the relevant market sectors and regions. Identification and clarification of specific industry legislation, applicable certifications, taxation, financial
regulations, document flow and contracting requirements and practices
i.  Ensuring constant proactive business development and sales
When we analyze the sales history of most of our clients we see that luck has been a big element influencing their results. When asked how they started their activities on the
Russian market, most companies will explain that Russian companies approached them first with a specific demand or request and that that was the start of their Russian
sal es. l't is great to be lucky. Even Napoleon famousl!l y whatitoddowhenydudluck rans bue ltuckivaa gue
in 2013 with the Ruble devaluation, the sanctions and the recession. Consequently, the number of Dutch exporters to Russia dropped from 4000 to 3000 and the export
volume to Russia was halved. We observe that reactive sales is the norm. Reactive sales rise or fall with the ebb and flow of the economic tide. We favor proactive sales as it
is less sensitive to cyclical economic or political developments. Proactive sales means, among others that you: identify and approach all the sectors of your market, cover all
high potential regions, reactivate your dormant client base, mail, call and visit your clients and maximize the effect of digital marketing.
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6. Can we dedicate enough resources?

Il n other markets things simply go by themselvesyu.
turnover but takes ten percent of our timep. S
speak about their Russian business and there is some truth in these words. On the one hand,
Russian business does require more time and effort because of the different business culture,
market reality and administrative, financial and logistic requirements. On the other hand, we
often unnecessarily |l ose time because we dor
contracts, transport documents and logistic arrangements because we were not informed and
prepared in the first place.

Whatever the reasons are, we routinely observe that companies underestimate the amount of
time, energy and money that Russian business development requires. When correctly estimating
the time and budget to be spent on marketing, business development and sales in Russia you
need to consider that you will need to manage the Russian project/business hands-on and make
mi cro management decisions that you wusually
compliance with Russian legislation, production and packaging requirements also take extra
time. On top of that you will need to invest time, money and effort in overcoming the language
barrier and to translate documents and brochures into Russian. Last but not least, the Russian
market requires marketing efforts and investments, just like any other market.

This simply means you need to plan the human resources and budget that should be allocated
to the project. Then add twenty percent for unforeseen costs and use that figure to take a final
decision on whether you are willing to enter the market or not.



7. Do we have the right team?

How to have the right team in Russia? Two things. Find the right people and work with them to
make them into the ideal team.
a. The “"right peoplepg means people who ar
I. Motivated and enthusiastic about your product,
ii. Willing to work (and not only receive a salary and the prestige of working in an
international company),
iii. Result-oriented (as opposed to process-oriented)
iv. Good communicators in English and Russian.
v. Professionals with a strong network in your sector or who can quickly become
So.
vi. Interested to learn and grow.
b. You can make a good team by:
I. Introducing a result-oriented bonus system
ii. Staying in constant contact with your team and
Teach/train
Direct
Control
Give feedback
Never leave them alone
Integrate them in your international community
Invite them to visit HQ on a regular basis
Make them feel at home
Spend time to explain them your business culture

R 01 B WO N =

C.

I

Before making a hiring decision:
I. Don't believe that the most expensive people are the best people
ii. Check t he tludobag knishka).oTkigls ah official
document containing the work history of the person.
lii. Always check recommendation by call and personally talking to
previous employers
Your Russian team can consist of one or more people you hire yourself
or it can be a company you work with for the start-up period. Russia
doesn3t really know agents who wo
dond®t expect to find an agent .
You can also find an importer/distributor to work with. The disadvantage
of such an approach is that you have no control over what is going on
and you become dependent of the importer/distributor at an early stage.
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8. Are we capable and willing to take control?

Rus s i andovegag,yoproverjayu whi ch means “~trust but checkp. ~ Trust b uAleadilgéVestepn managementl e a d i
principle is to delegate power and responsibilities, which is the exact opposite. This desire to delegate leads many Western companies to completely rely on their Russian
partners or employees to manage their Russian affairs. In reply to questions on how certain issues are dealtwithWe st er n compani es often repl
we found the right distributorpu. “~1 don3t know; our Rudasi arhapgaritnferr mas itoankui.n gM«
companies don3t have any or sufficient information aboupresentedtothemRussi an affairs

We regularly observe that companies that closely manage their staff and operations on their home market inexplicably leave the management of their Russian operations in
the hands of relative strangers. In more cases than not this leads to problems such as stagnating sales, cost overruns, lack of transparency and a lack of understanding of
the market. Russia is no different from any other country in the sense that businesses need to be managed hands-on on a day to day basis.

Control of the Russian business is based on communicating a clear strategy, planning and expected results to your Russian team. Work with them based on trust but
control using marketing-, sales- and financial metrics and implement sound management structures and processes. Teach your employees to work according to your
standards and train them to be able to meet those standards. Get involved hands-on and know the people you work with well.

Localization

Positioning

Knowledge
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Conclusion

The leitmotiv of the 8-step approach to success in Russian business is control. 25 years of doing
business in Russia, 20 years of Lighthouse and 1500 clients served have consistently shown
that the key to success in Russia is control. It sounds like a simple principle, but it is easier said
than done. The control you have over your business depends of your ability find the right people
who can help implement an adequate plan for proactive sales that you yourself will have to
develop using accurate information that is applied in the right Russian context.

Will the Russian and CIS markets be interesting to you? If you work in Food, Dairy, Animal
Feed, Agri, Pharma, Plastics, Chemicals, Minerals, Metallurgy, Mining, Recycling, Biomass,
Commodities, IT and E-commerce then our experience shows you have a good chance of
success. But even in these high potential markets you need to offer a highly competitive product
or service and localize it to a certain degree and take control of the local business.

The 8-step approach can give you general guidance in Russia but there are many details and
specifics that you will have to take into account depending on your actual situation.

If you need more clarity, additional information, strategic guidance or just a second opinion then
we are there for you.

Do you want to know more about your possibilities on the Russian and CIS Markets? Feel free to
mail us at jeroen@thelighthousegroup.ru and svetlana@thelighthousegroup.ru.
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Lighthouse is a management company helping foreign businesses Our short-, medium- and long-term management services focus at:
with their operations, sales, organization and strategy in Russia and

he CIS %Operational management & business research
the : %Commercial management

. ..
We define your objectives together with you and organize, coordinate and execute O/oOrganlzatlonaI & HR management
the activities required to achieve these objectives. YoGeneral & supervisory management

%Leadership & communication management

LicHTHoUsRSTHESKILLSET
EXPERIENCE

TEAMOHELP(OU ACHIEVE YGRIPALEN RUSSIA

WETAKEEARBD FTHEESSENTIASSYOUCANTAK OFBUSINESS
Svetlana The Lighthouse team consists of professionals from
I%?eﬁ)iﬁn Shishakova different professional backgrounds and always with
Foundgr Managing international business experience and good

Partner communication skills in English and Russian.



