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Outlines

& Overview of current R&D and
Innovation 1N Russia

& S&T Cooperation

& Russia’s modernization strategy



RF: leading catching up group

E1S: the extent to which growth is based on innovation

EIS 2006 with Russia and Ukraine

[ 0.64
— 0.61 0.61

I Yy Y " 057

0.54

— 0.51
— 0.48 0.48

045 0.44 0.44 ( 43 e

0.35
0.34

— 0.32 0.32

= 220324

* UA: simple average based on 17 indicators, regression based estimate gives 0.28




Innovation’s Drivers: Russia/EU

EIS 2006 Innovation performance (relative to EU25)

INNOVATION DRIVERS |
S&E graduates | 85
Tertiary education |
Broadband penetration 12
Lifelong learning =12
Youth education
KNOWLEDGE CREATION |
P ublic R&D exp |
Business R&D exp |
M ed/hi-tech manuf R&D
P ublic funding innovation |
ENTREPRENEURSHIP
SM Es innovating in-house
% SM Es collab.on innovation
Innovation expenditures
Early stage venture capital
ICT expenditures
Organisational innovation
APPLICATIONS
Employm hi-tech services
Hi-tech exports
New-to-mark product sales
New-to-firm product sales
Employm med/hi-tech manuf
INTELLECTUAL PROPERTY
EP O patents
USPTO patents
Triad patents
Community Trademarks
Community Designs
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World of R&D 2008

Size of circle reflects the relative amount of annual R&D spending by the country noted.
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S&T cooperation

& Bologne process (in full scale)
& INTAS — up to 2006

& FP7 - from 3d party to associated
member

& Eureka, ITER

& Bilateral — S&T agreements with more
than 50% European countries



Future tendency regarding
S&T cooperation with Russia

AT, DE, DK, ES,
FI, FR, GR, IT,
LV, PL, SI, UK

CH, NO, TR

. ONo tendency O Reconsider
O Enhance B Reduce

Source: Ales Gnannis, 2008. N=21




Instruments for bilateral S&T
cooperation
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Modernization Strategy 2009
1.President

< Innovation policy Coordination

< Priority setting (Energy saving, Nuclear
technologies, Space, Health, ICT)

< R&D support (closer cooperation with
diaspora, competitive grants for RD, forcing
big business to invest in R&D)

<& “Kurchatov’s
Institute” established by President’s decree
(5-7 more planned)



Modernization 2010

Initiatives
& 15.02.
. V.Putin
-chairman
& for State Science Center ('HL) —

easler getting for organizations with
unigue equipment

<16 more research uUniversities
competition+ 4 new Federal University

< Skolkovo



Skolkovo Tax Policy outlines
(proposed by President Medvedev)

¢ Soclal security tax credit (14% of
normal level) or No VAT

> No profit tax
& No Land tax
& Time frame — 10 years form registration

& Value limitation — up to Roubles 1 billion
annually for shipments, then Roubles
300 min profit annually



Economic and Innovation
development institutions network

Name Year

Foundation for assistance to hightech SME (Fond sodeystviya or 1994
Bortnik)

Russian Bank for development 1999
Venture innovation foundation 2000
Regional Venture Foundations 2005
Russian Venture Company - RVK 2006
Rosinfocominvest 2007
Development Bank (\Vnesheconombank) 2007
Rosnano 2007

RVK Seed Investment Foundation 2009



ASSOCIATION OF EUROPEAN BUSINESSES
IN THE RUSSIAN FEDERATION

European Businesses in Russia:
Scenarios of Post-Crisis Development

Platinum Sponsor

Gold Sponsors

KSWAGENR HSBC <»

1e world's local bank

Silver Sponsor

Rod] & Partper

May 25, 2010
Swissotel Conference Centre, Moscow



VOLKSWAGEN

GROUP RUS

11

i

i

g

o‘o%%"/??f ’
S
ST
S OSSR

Automotive industry as a driving power
of economical modernization in Russia

Martin Jahn

Volkswagen Group RUS
Moscow, 25.05.2010
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Russia vastly depends on natural resources
export —the biggest obstacle for further

Abo r2 53%5 cf Russtan export are oil and gas Modernization required urgently

Russian export key compounds, %

U Crisis unveiled critical dependence of

100% —

oo Russian economy on oil and gas segments

34%

80% aswfll |37l | 38% 37% O Oil and abundance of natural resources are

70%- good and evil at the same time — they should

60% —

o be used to support modernization and

13%

13% 15%

, 12%
50% 15% J

diversification, but not as the key source of

14% 15%

40% — 11%

11%

30% I

U Modernization plan for the nearest future

o/ _|
20% 0% 33% 35% 34% 35% 34% 33%

“We have to start modernization and
technological rejuvenation of the whole
manufacturing sphere immediately. This is a
question of survival for our country in the

10%

16%
H economy growth

1995 2000 2003 2004 2005 2006 2007 2008 2009

Ml Crude oil W Oil derivatives @ Gas O Other q - .
modern world. Diversification based on
Russian eXport is determined by 2/3 through Oil, gas and their innovation is about to Change our internal

D.Medvedev

Source: ROSSTAT
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Global automotive industry in figures

Automotive industry contributes 10% of the world’s GDP and employs one out
of ten people globally

Investments in Investments
i L Employed Efficiency research & Export, % Import, %

(Mio. Units) (Mio. People) (Units\cap.) assets development (volume) (volume)
(BIn. Euro)

(Bln. Euro)

B= Usa 8,7 0,9 9,7 11,6 10,9 11 42
I Germany 6,0 0,8 8,0 15,0 12,9 45 55
Fey srai 3,1 0,4 9,6 3,0 1,2 20 14
Tew India 2,3 0,5 5,1 2,4 0,5 9 5
g RuUssia 1,8 0,5 3,6 1,6 0,1 2 48

Source: Boston Consulting Group


http://edcamapa.ucoz.ru/_bl/0/43492.gif
http://revuedeweb.free.fr/echo/IMG/rubon76.png
http://states-world.ru/flags/usa-fx45.png
http://international.usue.ru/gallery/ger.gif
http://www.mastertur.by/cms/images/india_flag.jpg
http://www.krugosvet.ru/uploads/enc/images/26/12363311257e3b.jpg
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Russian automotive industry: Strategy 2020

Main objective: to maximize added value, created in Russia and to ensure
sufficient

. a——" |
Countribution |\ 4404 value in Import,% | Export,% Strategy 2020: Summary
GI:;E’ % Russia,% (value) (value) .

U to maximize added value in Russia by
2008 0.98% 21% 60% 2% expansion of market value, increasing

export, reduction of import and

improvement of localization rate

2009 0,57% 25% 50% 2% O to maximize coverage of domestic
demand with local production

O to maximize localization of vehicles and
2020 2,38% 48% 20% 10% components of all manufacturers

U to reach price advantage in production

2008 2020 of components for export purposes
Automobile industry
share in GDP (%) @
e e % O to create basis for own research &
Russia (%) development and to ensure patents &

licenses for foreign technologies & know-

Source: Boston Consulting Group Ih A7


http://edcamapa.ucoz.ru/_bl/0/43492.gif

VOLKSWAGEN

nnnnnnnn

Volkswagen Group Rus increased market share in
Russia by more than 2,5 times since 2006

VGR share, %

8% 1

" *Only passenger cars, excluding LCV
0 (/] T 1

2004 2005 2006 2007 2008 2009 2010YTD

Nutzfahrzeuge

Source: AEB


http://www.cartype.com/pics/121/full/audi_new-logo_09.jpg
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Factory in Kaluga — Key success factor of VW busine

Official start of CKD production 20.10.2009 with participation
of Russian prime-minister V. V. Putin
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http://www.cartype.com/pics/121/full/audi_new-logo_09.jpg
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Volkswagen Group is the biggest foreign investor in

automotive industry in Russia

Investments: 774 Mio. € project, thereof Pesonnel: ~3.000 people (2010)
570 Mio. € into the factory

Production volumes:
Capacity: approx.150.000 units / year - SKD approx. 62.000 units ( 2008 )

(ON1N\



http://www.cartype.com/pics/121/full/audi_new-logo_09.jpg
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CKD production in Kaluga: Models
2009 2010 2011
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Production in Kaluga organized according to the
most up-to-date technical standards of VW
Concernwelding Paintin
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VW Factory in Kaluga: local supplier base
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Components industry in Russia is

O Encouragement of, and if
necessary direct investment into,
modern supplier parks with modern
infrastructure in the key automotive
centers;

U Lack of modern infrastructure;

0 Weakness of local suppliers

quality systems UlIncentives to the local producers to
uality sy ;

introduce modern business
practices, manufacturing

O High entrance cost for new processes, and quality systems;

suppliers to the market; U Financial incentives for investments

into the automotive sector also for
Q Chronic need for local supply Tier 1, Tier 2, and Tier 3;

base development. O Encouragement of automotive

export of locally made cars and
components. Russia -
manufacturing center for CIS
countries and Eastern Europe.
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Lack of qualified personnel is the biggest
challenge for foreign automotive manufacturers

I N RU SS I a Q Despite intensive professional trainings &
educational programs, organized by
Volkswagen, there is still a desperate

deficit of
qualified personnel in VW Kaluga factory

Wsew.olzhsk .
@St Petersburgl ~  North
{

Schuschary

Kaliningrad

O After opening of other OEM'’s factories in
the
region the sitiQpportunity man resources

oy

@Nizhniy Novgorod

® Moskau - center
Kaluga iy

is

9EH0EWRIERt support to transfer qualified,
but jobless people from southern regions

Capacity

@ Izhevsk]

Nab.

Togllatt Jm
e

Taganrog south NORTH 465K (845K) $2030m
@ TATLE] - \o=s CENTRAL 410K (810K) $2000m
%ﬁ@ SOUTH 950K (1480K) $8340m

WEST 120K $320m
® OEM Werke TOTAL 465K (3255K) $12690m

Quelle: Herstellerangaben
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Toughening ecological norms should be a must

Poor quality of Russian fuel damages environment and modern
ENgILYES 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

. Government postponed

EURO5 |
. introduction of tougher : : | : ' '
' norms for 2 years 5 ; L 2o
. EURO 3 ' Prolonged by 2 years
EURO 2

m Postponed for 2 years

: . . : ! W Postponed fpr 2 years

VW Group vehlcles sold in
" Russia, conform Euro 4S|nce

|
! [aYaVaVYal

<ZUU0

EUR:O 1

| Z25

Emission norm Fuel norm
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Conditions for successful automotive business
development in Russia

d Continued Economic Recovery & Sustainable Growth;

1 Focus on Renewal of Outdated Vehicle Fleet & Protection of
Environment;

O Revitalization of Consumer Demand;
O Stimulus for Local Supply Base Development;

O Availability of educated and skilled workforce.
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Government support of automotive industry

U Provide equal treatment for all manufacturers, including foreign OEM’s,
investing into Russian economy;

O Develop and set proper legislative basis and infrastructure of full scaled
Scrappage program based of international experience;

J Decrease bureaucratic burden in Russia

UElaborate clear criteria for government procurement schemes, including
for simplified procedures;

O Introduce further incentives for manufacturers of auto components,
investing into Russia

U Support & investments into technical education

O Increase flexibility to the Labor Code.
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