[ 5
T

__ PRO-INVEST GROUP

Bawal

D

TOSCANA SPRINT

FROMOEIONE

i TOSCANA

*




This Report has been realized by,QVLGH 3 DUWQHUV and 7 kw3 ur ,QYHvw* urxs ON behalf of Sprint Toscana

Cover edited by Giovanna Pina

Inside Partners August 2005



Furniture and other complements

,QWIR G X F WR Q

We are very glad to present this report on the
opportunities offered by the Russian market in the
furniture sector; it is the first of a series of six
monthly reports introducing the actua opportunities

in different industrial sectorsfor Italian companies.

The series of reports is produced by Inside Partners
in cooperation with its Russian partner “The Pro
Invest Group” on behaf of Sprint Toscang; it is
aimed at providing firms with effective and thorough
information on the opportunities for entering the
market and for possible partnerships or joint ventures

in each sector.

Each report deals with:

Furniture and complements;
Clothes;

Footwear;

Tourism;

Jewellery;

Food and wine.
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Reports are distributed by Sprint Toscana through a
Newsletter.

For any request of explanation about the reports
contents do not hesitate to contact us by e-mail at the

following address:

russia@inside-partners.com
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In 2004 world furniture market volume was
approximately of US$ 200 bhillion, supplied by 50
countries. USA, Italy, Germany, Japan, Canada,
France and UK have a 63% share of total furniture
production, and developing countries add another
22%. ltaly is the leading world furniture exporter,
creating value for US$ 8 hillion per year.

Countries with the highest furniture demand growth
(more than 3% annually) include Greece, Ireland and
countries of Eastern Europe and South East Asia.
Russia has now a modest 0.6% of global market;
however growth of its furniture sector in recent years
has been impressive.

Furniture production in Russian Federation totalled
US$ 1,263 million in 2004 at factory prices, with a
year-to-year growth of 14%. In 2004 the furniture
industry in Russia employed 157,900 people at 5,770
enterprises, 500 of which are large manufactures.
The employment rate is growing.

Russian furniture exports (which claim 16% of total
production) are limited so far at US$ 199.7 million.
The furniture imports of 2004 amounted to US$
747.3 million at custom clearance prices (accounting
for 47.7% of total Russian consumption of furniture).
The value of furniture sales on Russian market is
officially estimated at US$ 2,925 million (at
consumer prices) in 2004.

Home furniture accounts for 75% of Russian
furniture production. The remaining 25% comprises
office (14%), school (4%) and specialized furniture
(7%).

Furniture consumption varies greatly in the different
regions; the highest purchasing capacity is in the
Central region, especialy in Moscow.

& KDS WU HP DQG DQDO VLV

Furniture consumption in Russia remains at very low
levels if compared to the one of Western Europe
countries.
In 2004 Russians spent for furniture US$ 2029 on
average pro capite; for European citizens this
indicator is of about US$ 300. This implies a vast
potential for the development of the industry in
Russia. Despite the low purchasing power of the
overwhelming majority of Russians, the volumes of
furniture consumption have increased annually since
1999 (table 1)".
According to experts predictions, in 2005 furniture
consumption will exceed US$ 3 billion, resulting in
an average expenditure for furniture of US$ 22 pro
capite.
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These figures are provided by official statistics.

However there are good reasons to believe that real
figures are much higher. According to experts
estimates, based on the data of costs of basic
materials and components used by furniture
manufacturers such as PBP, polyurethane etc., in
2004 the real value of sales of furniture of domestic

! Sales are calculated at consumer prices (including mark-up). The
high sales level in 1997 is the result of artificially high exchange-
value of the rouble of that period. Imported furniture was
relatively cheap and therefore available for many Russians. The
severe decrease of 1998 was due to Russian financial system
default.
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production was in fact higher: total rea vaue of
furniture consumption was probably around US$
4,000 million.

This means that the true size of the furniture market
in Russian Federation is at least double than that
officially provided: in 2005 real volume of Russian
furniture market should be of about US$ 4.6 billion.

) XUQLWK UH FRQVXP SWRQ E\ UHJLRQ

The dynamics of furniture sales in the regions are
directly linked to the level of disposable family
income and rate of residential construction, but also
to educational activity and development, public
health services and hospital and tourist complexes,
which are the principal wholesale buyers of special

furniture.
The Central Federal District 50.1% 16.7
- Moscow 30% 88.5
- The Moscow Area 10.4% 535
The Ural Federal District 12.4% 235
Eastern and Western Siberia, Far East 12.3% 7
- The Tyumen Area 5% 64.6
Privolzhsk Federal District 12% 5.7
Southern Federal District 7.6% 6
Northern-Western Federal District 5.6% 5

The highest volume of sales is recorded in the
Central federal district, particularly in Moscow and
the surrounding area (Table 1). The trade turnover in
thisregion is growing constantly.

3 URGXFW VHJP HQW WR Q
According to a survey conducted by NVM

Consulting, the quality of furniture plays a major role

in making purchase decisions for 37% of end users.

Price and design are important for 33% and 20% of
consumers respectively. 36% percent of consumers
purchases furniture once in ten years, but the 29%
buys every five years or even more often. Russian
end-users prefer furniture made of light-coloured
wood such as walnut, oak, beech and ash. One-third
of potential customers purchases furniture for new
apartments, while a quarter of them purchases
furniture as replacement of old one.

According to “Solid” company surveys, about 30%
of potential buyers prefers to buy office furniture
manufactured in Russia or Belarus. The same
percentage of customers prefers Italian or German
office furniture, while 20% does not have any
preference. 70% of Russians prefers classic styles

while 20% chooses modern furniture.

+ RXVHKRGG |XUQLW UH

The major category in terms of sales volumeisliving
room and hall furniture, which counts for more than
30% of the total, followed by upholstered and
kitchen furniture (23% and 16% respectively).

Living room and hall furniture 31%
Upholstered furniture 23%
Kitchen furniture 16%
Bedroom furniture 14%
Dining-room furniture 5%
Built-in furniture 3%
Children's furniture 3%
Home office 3%
Bathrooms furniture 2%
Sourc
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Price structure is greatly differentiated in Russia.
“Middle class’ furniture constitutes haf of the
furniture market, whereas expensive furniture

accounts for 15% of the total (Figure 2).

Expensive
Chesp furniture
furniture 15%
35%
Middle class
furniture
50%

Upholstered furniture is one of the most expensive
items, with a great difference from the low to the
upper price range: indeed one sofa and two armchairs
may cost from US$ 300 to US$ 3,000 (table 3).

Living room cabinet furniture

(s s nEll =8 500-900 1000-2500 from 2500
Upholstered furniture

E R 2ETEETS) 300-900 1000-3000 from 3000
Furniture for children's rooms 500-900 1000-1900 from 2000
Kitchen furniture 300-900 1000-2400 from 2500

2 IILFH IXUQLW UH

In 2004 office furniture sales amounted to US$ 400
million. Nearly 60% of the purchases were made by
state organizations, one third of which were for
“directors’ offices’. Median price per one office is
US$ 4,000, but it rises to US$ 10,000 for federal
officials’ ones.

Directors offices 11%
Furniture for operating rooms 37%
Safes 5%
Chairs
- for operating rooms 14%
- for visitors 11%
- for directors 8%
- for conference halls 2%
Computer tables 8%
Upholstered furniture 4%

Office furniture consumers can be divided into three
major price categories: top class, business class and

economy class (Table 5).

- Director'soffice |- design
>10.000 - sarvice
40% 5% 5%
- personnel - assortment
500-1000 . quaity
- quaity
- Director'soffice | savice
4.000-10.000 v
- product range
40% 70% 50%
- price
- personnel .
200- 600 ¢ E=m
- comfort
- Director'soffice |- price
<1000 - quality
20% 25% 45%
- Personnel - comfort
50-200 - service

According to future prospects of building
construction, total space occupied by offices in
Russia will steadily grow by 14% per year, resulting
in a market increase up to US$ 770 by 2008,

according to Colliers International.
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According to officia satistics, in 2004 Russia
produced US$ 1,263 million of furniture in value,
15.8% of which was exported. The production
volume was 14.7% higher than in 2003. However,
growth rate is only 5% in comparable prices.
Moreover, in 2004 the volume of physical production
decreased by 9% compared to 2003.

Production volume, US$ million 652.6 739.2 839.4 | 1101.6 | 1263.2
Rate of production growth 20.7% | 13.2% | 13.6% | 15.1% | 14.7%
Exports, US$ million 85.6 99.2 107.8 119 199.7
Imports, US$ million 276 387.9 473 564 747.3
Sales volume, US$ million 1328,1 | 1651,2 | 1946,5 | 2465 2925

Imports/Consumption 38.4% | 44.2% | 45.8% | 48.6% | 47.7%

' RP HVWF |XUQLW UH

Domestic  companies  manufacture  primarily
inexpensive (under US$ 1,500 per unit) home
furniture: in fact low pricing remains the major
competitive advantage for them. Since the majority
of loca manufacturers have obsolete production
facilities, they are not able to modify their products
in order to meet the growing demand for high-quality
and modern furniture. Therefore, the majority of
domestic producers continues offering a narrow
assortment of fabric-upholstered furniture and a

limited range of cabinet furniture.

Tables 4004 415 3603697 -10.01
Chairs 3629503 3271397 -9.87
Armchairs 617 117 561599 -9
Cupboards 3148820 3458549 9.84
Sofas 259 014 220344 -14.93
Folding divans| 209 827 185 379 -11.65
\Wooden beds 723455 800 752 10.68
Mattresses 751575 752 859 0.17

Office furniture manufacturers are in a better
position. Modern equipment and technologies allow
them to compete with foreign companies
successfully. Moreover, recently the volume of office
furniture sales to governmental institutions through

state orders has increased significantly.

Raw materia and materials 74 55%
Salary with extra charges 28 21%
Energy 7 5%
Transport 7 5%
Advertising 4 3%
Overhead charges 14 11%
Total 135 100%
,P S RUW

Furniture imports have been growing steadily since
1999. In 2004 furniture imports amounted to US$
747 million, accounting for 47.7% of nationa
furniture market sales. The majority of consumers of
imported furniture are in Moscow and St. Petersburg
(70% of total imports). According to the estimates of
the Association of Furniture and Woodworking
Enterprises, the annual import growth rate will be
10%, while the local production growth rate will be
3%. The principal furniture exporters into Russian
market are: Italy (18.1%), Belarus (13%), Ukraine
(11%), Germany (9.2%), Czech Republic (7.8%),
Spain (7.7%) Romania (6.4%), Finland (3.9%),
Sweden (3.5%), Slovenia, Serbia and Montenegro
(2.9%).

Italian and Spanish manufacturers are mostly
specialized in expensive furniture supply. Cabinet
furniture and, to a lesser extent, leather-upholstered
furniture for home or office constitute the main part
of their assortments.

According to NVM Consulting researches, German

office furniture is on average the most expensive in
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the Russian market, and is perceived by local
customers to be the best in quality.

Home and office furniture manufacturers from
Ukraine and Belarus are very active in Russian
market. Their joint furniture market share amounts to
20-30% of the total. Ukrainian furniture imports are
taxed on a general basis, whereas Belarusian
furniture is imported duty-free under the auspices of

acustoms union.

Furniture for sitting 110 103 | 152 680 138.6
Medical furniture 18675 | 25440 136.2
Other furniture and parts, including:| 275354 | 361401 | 131.2
- for bedrooms 38572 | 18850 49
- for dining and living rooms 75956 | 104 942 138
- wooden parts 21949 | 27832 127

In 2004 the rate of import duty for cheap furniture
(less than EUR 1.8 per kg) was risen from EUR 0.6
per kg to EUR 0.75 per kg. For expensive furniture
(more than EUR 1.8 per kg) rate of duty remained at
20%. New tax system should improve competitive
conditions for Russian manufacturers working in

lower-price categories.

Furniture such as bedroom suites| 1.6 | 1.6 | 2 18| 2 | 24
Other furniture 16| 16| 18| 18| 18| 22
Parts of furniture 13| 14| 15| 15| 13| 15

Furniture such as bedroom suites| 5.7 | 34 | 34| 32| 29| 31
Other furniture 58| 37|34|31| 28] 31
Parts of furniture 441 26| 29| 28| 23| 27

The major Russian importers of Italian furniture are:

Angelina, Hall Oscar, Rome mebel, La Catena

Group, Oligarkh and Ocania. Spanish furniture is
imported by ldalgo, RIO-Mebel, Tri Kita and some
other firms. German office furniture is imported by a
number of firms, including Hall Oscar and Kabinet.
Finnish  furniture (mostly  leather-upholstered
furniture) is imported through Finland-based retail
chains, such as Isku, Sotka and Finn-Fani, and by a
number of small-scale firms.

Retail mark-up is of 10-15% for local products and
of 30-40% for imported ones.

400% 1 350%

300% 1 D
200% 1 D

=
100% 1 ﬂ =

0%

Production Transport VAT +20% Wholesdle  Retail Retail cost

cost and markup markup
customs +50% +30%
duties

+50%

The specific issue in Russian market is that the best-
sold imported furniture is not characterized by a
well-known brand, but has a good ratio between
price, design and quality (Fig. 4). Thus, the most
successful brands are those that satisfy these

requirements better.

4%

Quality
26%

Desgn
35%



Furniture and other complements

According to our interview with large Moscow
showrooms, the most sold Italian furniture brands
are: Tomasella (manufacturer of classic and modern
furniture, Treviso), Lube (leader in kitchen furniture,
Macerata), Aran (kitchen furniture, Teramo), Selva
(manufacturer of high-end craftsman products,
(Italian leader

furniture), Florida (kitchen furniture, Pordenone),

Bolzano), Scavolini in kitchen
Atma (consortium of producers from Treviso and
Pordenone Provinces), Nieri (producer of luxury
living rooms, Pistoia), Italsofa (a Natuzzi brand,
designed in Bari but manufactured in China, Brazil
and Romania) and some others.

The most frequently sold products are shown on

figure 5.

Furniture for bedroom 1 2%

Living roomfumiture ] 22%

Kitchen fumiture

Children fumiture 7:| 1%

Upholstered fumiture 7:| 1%
Other 7:| %

Furniture for hall [T 3%

] 17%

Office fumiture [T 2%

% 10% 20% 3%

& KDS WU & RP S HWWYH
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There 5,770

manufacturers in Russia. However, 80% of the

are  approximately furniture
industry output comes from just 550 manufacturers.

About 30% of Russian furniture is produced by
manufacturers located in Moscow and the Moscow
region. In general, most furniture manufacturers are

located in Northwest and Central Russia. The Central

10

Federal District share of total Russian furniture

production is approximately 50%, followed by

Privolzhsky (17%), the North-west (12%), the South

and the Urals (8% and 7% respectively), Siberia and

the Far Eastern federa districts (3% and 1%

respectively).

The top 20 Russian furniture manufacturers control

more than 40% of the domestic market, with the first

three (Shatura, Elektrogorskmebel, Furniture of

Chernozemje) accounting for more than 20%.

Currently the largest Russian furniture manufacturers

are:

¢ OOO PMO Shatura (Moscow Region): 10.6% of
the industry output

r ZAO Elektrogorskmebel (Moscow Region):
6.76%

r AO Furniture of Chernozemje (Voronezh):
3.98%

¢ TOO Miassmebel (Miass, Chelyabinsk Region):
2.87%

¢ ZAO SFBM Skhodnya (Moscow Region):
2.78%

¢ OAO MKO Sevzapmebel (St. Petersburg):
2.59%

¢ ZAO Interier (Moscow): 2.36%

¢ ZAO lvanovomebel (Ivanovo): 1.99%

¢ ZAO MIF (Moscow). 1.41%

r ZAO TNP (Magnitogorsk, Chelyabinsk Region):
1.39%".

There are some foreign manufacturers that have

established production facilitiesin Russia. One of the

major players in the Russian furniture market, the

Swedish IKEA, has announced that it plans to

expand its presence in Russia. In addition to the

2

OO0Q: Private Limited Company

TOO: Private Limited Partnership

ZAO: Public Limited Company (cannot be listed)
OAQ: Public Company (can be listed)

AO: Company Limited by Shares
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recently opened factory «Swedwood Tikhvin,» which
produces furniture components in the Leningrad
Oblast (St. Petersburg region), Ikea is going to open
furniture factories in two other regions of Russia
About 13% of the goods sold by IKEA in Moscow
are produced in Russia.

German Schieder Mobel company is going to invest
additional EUR 20 million for the construction of a
third factory in Russia. Its first project has been a
joint venture with Koenigsberg, a Kaliningrad-based
manufacturer of upholstered furniture. Construction
of the second factory in the Kostroma region has
been started in spring 2003.

Italian companies are expanding into Russian
furniture manufacture market, too. In 2005 small
enterprises from Pesaro-Urbino Province signed an
association agreement with companies of Russian
Sverdlovskiy region in order to organize furniture
joint venturesin the region.

Foreign manufacturers that do not have their own
production facilities in Russia enter the market
through local importers. For example, world-famous
furniture company Selva arrived in 1993. At the
beginning it sold furniture through several Russian
importers. After ten years of Selva brand promotion,
the company strategy turned to establishing its own
retail rooms. In 2004 in Saint-Petersburg one Selva
company boutique was founded thanks to its main
importer Angelina company.

14% of kitchen furniture sales in Russian market is
represented by Aran company. Aran came into
Russian market in the early *90s with cheap sectional
furniture, but now its assortment includes mainly
“élite-class’ price range products. Nevertheless, in
the past two years Aran has slowly lost its positions
in the market due to the growing sales volume of

domestic furniture.

11

Other two popular Itaian brands in Russia,
Tomasella (bedroom furniture) and Lube (kitchen
furniture), sell their products through a large number
of Russian importers. These Italian manufacturers
have established effective export and logistic
services, resulting in a growing number of new
commercial partners al over the world, therefore
allowing them to meet the strategy of expansion into
the world market.

About 60%

controlled by domestic manufacturers. The share

of the office furniture market is

rises to 90% when low level furniture is included
(e.g. furniture for operating rooms or chairs for
visitors); on the contrary, if high level furniture is
considered (e.g. directors offices and armchairs),
Russian firms control only half of the market (Fig.
6).

82%
79% 76%
7% 69%

53%

50%
25%
0% +

Funitwe ~ Creirsfor Uplolstered  Cheirsfor  Conpuer  Armchairs  Directors  Directors!
for Vistors  furitre  cnematalls  tables for offices  amcheirs
operating persomel

rooms.

During 2004 a lot of furniture companies devel oped

their own furniture production: percentage of

manufacturers in overall number of furniture
companies grew from 20% to 27%.

The main players of the Russian office furniture
market are: Feliks, Interior, Kambio, Kraft, Solo,
DOK-17, Konstantin and Fronda. Among them
Feliks, Interior and DOK-17 sell mostly self-
manufactured furniture, while the others also sell
furniture or parts of it made by other manufacturers.
The absolute leader in Moscow is Feliks, which

controls 70% of al office furniture sales. Most of
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furniture produced by Interior and DOK-17 is sold to
state organizations.

Office furniture market in Moscow is highly
competitive and crowded, therefore many Moscow
furniture companies tend to expand their presence in
other Russian regions. Low barriers for entering the
industry result in a growing number of new players,
thus leading to a further intensification of the
competition in the sector (fig. 7).

Growing offer Demand
of cheap decrease
Russian 8%

furniture
8%

Growing
professionalism
of players

e New players

81%

& KDS WU LV WULE X WL.R Q
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Almost al large Russian manufacturers have their
own retail stores, others exhibit their furniture in
“Shatura’” showrooms or in the “Classics’, “Sofas

Here’” and “777" chains of showrooms, on a

franchising basis.

Furniture of the well-known manufacturers is aways
on show at large furniture centres. The market
leaders are also actively increasing their presence in
the territory.

Little-known Russian manufacturers sell  their
furniture through furniture stores and compete for the
chance of showing their furniture at famous
specialised centresin order to raise customers brand
awareness. They have a great opportunity at furniture

exhibitions, where large furniture showrooms

12

representatives choose a particular firm to be invited
to exhibit in their centres.

Furniture of small and medium-sized producers is
always ordered directly from the factory. Hence,
these manufacturers work exclusively in their own
region and are unable to enter other markets.

Small Moscow furniture manufacturers have higher
production costs and consequently higher prices:
regional sales markets are therefore closed to them.
Small regional manufacturers’ production does not
aftract the Moscow consumer. There are also
administrative barriers for entering “another® sphere

of influence» in neighbouring regions.

*Regional representations

Furniture centres
«Fumniture stores
in regions

*Wholesalers
*Regional dedlers

| —

Shop a the *Retail network
menufacturer’s factory *Owned showroons

*Stands rented a showing centres
+Sales through furniture stores
Franchising

Foreign manufacturers sell their furniture through
importer companies stores or at large showrooms.
Many Russian importers do not have large storage
facilities, so their distribution chain includes direct
delivery of the product from manufacturer to the
customer after the purchase (Fig. 9). This process
usually takes from 2 to 3 months and it is one of the

main weaknesses for small importing companies.

B Russian representations
Stands rented &

showing centres

Built order fumniture

v

Large or exclusive
importers

¥ Franchising network Smdl importers
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Russian wholesale sector is characterized by the
absence of a clear division between small and large
firms. The only exception is the furniture factory in
Kuzminki, Moscow, which has its own warehouse
and sells furniture to small wholesaers.

At the same time many firms, including those which
have their own retail networks, recognize the
necessity to create wholesale associations to sell
large quantities of products.

Today large furniture centres are the optimum
solution. In the very near future 3 or 4 wholesale-
retail enterprises should be launched: they will be
large shopping centres equipped with huge
warehouse areas and they will concentrate on selling
the furniture of Russian manufacturers to other

retailers and to small wholesalers.

) X UQ LW UH F HQWHYV

The largest furniture centres in Moscow are still
koaiv (96,000 sguare metres total area) and
- wooe (30,000 square metres) belonging to the / o

7 KUHH

o o[ company.
+ UrP DGD, s tnRQ AN ) xuQukuH + DLovwRQHV @FE SOME
other large furniture centres. In Saint-Petersburg the
specialist furniture supermarkets are ) xuouwun & w ,
s nvicro and the chain - uwowri s sor pow They sell
mainly furniture of Russian manufacture. These
stores have an exposing area between 8,000 and
12,000 sguare metres. The construction of 3 new
furniture centres, and in particular the trading house
sxwio ixuewwun (30,000 sguare metres) was
announced in 2003. Some furniture stores specialised
in kitchens, office, children furniture or chairs have
been opened recently. If this trend continues, 2005
will see 5 or 6 more new furniture supermarkets.
) xuouwun & ww has aready planned to build its third

outlet.
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Furniture is traditionaly advertised in special
illustrated catalogues, leisure publications and on-
line furniture catalogues and on the manufacturer’s
own site. Furniture advertising has had its successes
and achievements, even though there are only some
rare examples of high level advertising campaigns.
More than 40% of the leaders of the furniture market
have no advertising budget at al. The s«owuo
advertising budget for 2005 is of US$ 4.5 million,
while .. (s annual advertising budget is of US$ 9
million.

During last 5 years purchases of durable goods on
credit have become more popular among the
Russians. Therefore leading furniture companies are
introducing systems of credit retail offers as a means

of promotion.

& KDS WU ) X UQ LWX UH | LWAMQ J V

DQG DFFHVVRULHYV
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Russian demand of furniture fittings and accessories

is today mainly satisfied by direct import.

Imported
40%

Locally bought
60%

Progress and success in furniture manufacture in last
years can be substantially explained by the perfection
of accessories, and aso by the spreading habit of
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completing the basic furniture with various additional
elements.

The high-quality accessories today could be rather
complicated and, accordingly, expensive. The
analysis of world tendencies of furniture industry
shows that the completion of furniture with
expensive accessories is making furniture cost prices
themselves rise by 10-15% or even more. Thus the
boundary between furniture and rather complicated
household appliances is becoming fainter.

The assortment of domestic accessories and fitting
products respects mechanical parameters and is
aligned in design, quality and appearance with the
best foreign samples; it has had an immediate effect
during furniture market initial development in
Russia

However, manufacture of accessories appeared non-
competitive with foreign standards; a certain number
of Russian factories had to stop manufacturing
because of their inability to produce modern
qualitative items causing scarce demand and low
profitability. In connection with a sharp faling of
furniture supply and an increasing saturation of the
domestic market due to imports, a lot of accessories
and components Russan manufacturers were
compelled to leave the activity. Many enterprises
specialized only in manufacturing accessories and
components have closed the factories. Now the
quantity number of domestic manufacturers of
furniture accessories is about 130 while it was more
than 300 at the beginning of the *90s.

However, the overwhelming majority of the staying
in business enterprises can not compete with foreign
suppliers. Basically they make the fixing not obverse
accessories, different kinds of loops and handles,
separate designs of couplers, simple mechanisms of
transformation, glass details, mirrors, spring blocks
etc.
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International manufacturers can easily enter Russian
furniture fittings industry because of the lacks in
domestic manufacturers’ supply: inability to provide
quality, weak control systems, and low levels of
design, assortment, technology and equipment. This
is caused by the small size of manufacture volumes,
by the
specialization, but especially by the absence of a

lack of qualified designers and of

unified technica policy in the decision-making

process concerning  standardization,  quality
certification and tests of production.

As a result, foreign deliveries or import programs
today cover the major part of furniture demand of
accessories. Russian market is being filled by an
unlimited assortment of import accessories and
components with different quality and price. It
concerns especially obverse accessories (handles,
superimposed linear and connecting details, elements
of decorative appearances of facades of the furniture,
drawer diders, diders for dliding doors, separate
kinds of mechanisms of transformation to various

products of upholstered furniture etc.).
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In the last few years Russian manufactures of

furniture accessories and components have
developed their production towards the modern
requirements of the industry. A lot of firms have
disappeared, but a the same time some
manufacturers specialised in obverse accessories and
components have been established and are still
operating their business now: among them there are
“s o onv” (Miass), & rubo, & rP saiw vaw and ww
) xuouwun prrrvvrucey (Kaluga), o onurv (MoScow),
1 oo and s wr ru (Saint Petersburg).

7ubevirur U/ we 1N the Moscow region is specialised
in elements of transformation, while) o s in 1zhevsk
manufactures various kinds of fixing accessories and
other components.

Some Turkish (sor Hw o HVDQ, 0 HSD, 2 JEHN, 6HQHO,
7tp sunv, <opps) and Polish (- or uw o burrsro)
firms should be cited among foreign manufacturers
because they are able to deliver inexpensive products
of acceptable quality.

Chinese companies have started to master this market

inavery active way.
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The high quality and more expensive accessories are
imported from Germany (+ HWEFK, + DIHCH, 0 HSD,
Italy ($ GDU, ) *

30 7), 9, )HUUDUL) and Austria

(%OXP y ¥ UDVV, 9 LGUD).
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Currently, access to Russian furniture market by

foreign, and in particular ltalian, firms is

characterized by the following key factors:

¢ The “low-price” furniture segment is becoming
more competitive because of the growing
number of domestic manufacturers and their
advantage connected to the rise of import duty

for cheap furniture.

¢ Russian customers in the “top-class’ segment
mainly prefer the furniture produced by foreign
manufacturers, especially German, ltalian and
Spanish ones.

+  The concept of “brand” is nearly absent. There
are only few well-known furniture companies:
Russian s kowuo and ) wanv and Swedish .. (s .
Furniture quality of other manufacturers is
estimated by customers according to the country
of origin and price level. Italian companies are
positioned better than others in customers

perceptions.

r  Though furniture market in Moscow and in
Moscow area is near its satiety, there is a vast
and growing demand in other regions. Hence, it
is reasonable for foreign companies to enter

regional markets.
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Distribution system is highly heterogeneous
throughout the country: while in Moscow and
Saint-Petersburg there are many showing and
trade centres, in other regions distribution
system is quite poorly developed. Foreign
companies usually come into Russian market
through Russian importers or by opening joint-
ventures to manufacture products. Some Italian
companies have already opened JVs in the
Kainingrad Specia Economic Zone (SEZ),
which is characterized by the exemption from
import duties. To succeed in this market, Italian
companies should also have their own local
storage facilities: indeed after-sales service,
especially fast delivery and assembly of

furniture, isacrucial factor.
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The segments of furniture consumption growing
faster are middle-class office furniture and
furniture for bedrooms and living rooms. Experts
also assess the market of furniture for children as
one of the most promising. Currently, no more
than 40% of the demand is sdatisfied in this
segment, and it is expected to increase further by
10% in 2005.

The recent development of Russian hypothec
and loan systems could result in a growth of the
number of new living spaces, contributing to the
rise of household furniture demand. It especially
concerns kitchen furniture, which is bought at

the beginning.
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is one of the major players in the Russian market.

According to IKEA-Russia, about 13% of the furniture imported into
Russiais sold by IKEA. The company currently runs two hypermarketd
in Moscow, onein St. Petersburg and onein Kazan. Its turnover
lamounted to $200 million in 2002, which is 170% higher than in
2001. Apart from importing furniture and other goods from Central
and Eastern Europe, IKEA markets the goods supplied by over 50
Russian manufacturers, which accounts for 10-12% of the chain sales
in Russia. The company's management intends to increase the share of
domestically produced furniture to 30%.

Middle

Furniture for houses: walls, drawing rooms,
kitchen, bedroom, hall furniture, children,
cases, case - compartment, computer tables,
shelves for books, racks, tables, bed-side
tables, chest of drawers, bed; furniture for
office: manufacture
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isthe most important Russian furniture manufacturer, with a
market share of 11%. The company, which has a total workforce of
2,700 employees, produces 300,000 sets of furniture per month. The
products are sold through a franchising network consisting of 40
Moscow and 200 regional stores. In 2002 Shatura turnover was in the
range of US$ 105 million. The Shatura advertising campaign targets
the middle class buyer with amonthly income of US$ 450 per family
member.

Middle

Furniture for houses: walls, drawing rooms,
kitchen, bedroom, hall furniture, children,
cases, case - compartment, computer tables,
shelf for books, racks, tables, bed-side tables,
chest of drawers, bed; furniture for office:
manufacture
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company is the largest office furniture manufacturer and
supplier in Russia. Foundation Y ear: 1991. Felix is specialized in
manufacturing and selling of modern, quality and comfortable cabinet-
type furniture for offices, hotels, reception offices, and homes. The
lcompany has 3 manufacture plants. The store chain consists of 40
furniture stores owned and operated by the company in the Russian
Federation. Felix strategy includes: increase of production volumes;
diversification of products; expansion into new markets (UAE,
Germany), intensive PR.

Any

Furniture for office, hotels: manufacture; the
complex equipment of hotels.
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was founded in 1994 and now includes plant for
laminated plates production, furniture factory, resin-bonded chipboard
manufacturing, alowing to run the whole cycle production. Company
products are sold through a franchising network in many regions of
Russian Federation and are exported to Germany, Belgium, Austria
Strategy of Electrogorskmebel is aimed at increasing of production
\volumes, and for this the company builds new facilities, diversifiesits
lassortment and enters new price segments.

Cheap

Furniture for kitchen; hall furniture, case -
compartment, desks and computer tables,
youth furniture, racks: manufacture from
laminated board, sale
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, one of thelargest Russian furniture
manufactures, was established in 1997 on the basis of VVoronezh centre}
of furniture components production. The company distribution system
includes own furniture centres in 19 cities and aregiona franchising
network.

Cheap -
Middle

Case and soft (upholstered) furniture for
houses; armchairs, sofa - bed, wooden bed;
kitchens, bedrooms, lunch groups, hall
furniture; furniture for office, bedrooms,
children, drawing rooms, desks, furniture for
bank, enterprises of trade: manufacture
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company was established in 1941. In 1990 the company
radically modernized its production facilities with equipment of
leading Italian, German and Austrian manufacturers. Since 1998 the
lcompany has specialized in manufacturing furniture for bedrooms of
Italian design. The company has retail storeslocated in 11 Russian
cities and awide network of franchising shops. Company strategy is
aimed at increasing the assortment, intensive brand introduction and
development of the distribution chain.

Any

Bedrooms: more than 20 kinds of suites:
manufacture
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incorporates three companies with a total
number of employees of about 4000. Skhodnya household furniture

Case furniture (wall, bedrooms, children, hall

alarge distribution system including 5 show roomsin Moscow, 12 in
other cities and 80 official regional dealers.

25 4000 factory was founded in 1997 on the basis of Moscow furniture Middle |furniture, cases, case - compartment):
assembly plant. The company produces household furniture as well as manufacture
furniture for offices.
was founded in 1953. Now it is the largest
furniture manufacturer in Saint-Petersburg. Company a has wide Case and universal - modular furniture for
network of d.lsr\bulu.:tn channels throughout Rus{a. Uk!'a ne, Georgia Middle - |residential rooms: children furniture, wall,
25 750 Main strategic directions of the company include intensive N N
development of sales network, strengthening of current dealer Expensive bgdmom' hal_l furniture, Ceee - compartment,
relations, application of new technologies, diversification of product kitchen; furniture for office
range, quality increase, intensive marketing program.
company was founded in 1956. It is the officia
supplier of specialized furniture for Russian state organizations. The
company has own manufacturing facilities. Assortment includes more " g N
23 na than 400 items. Interior products are distributed by the means of Any Cfficeand mldlzed furniture.
showrooms of other companies, such as Fronda, Unitex, Teros and
many others.
was founded in 1927. The company has 5 retail
storesin 4 cities and franchising shops all around Russia. Since 2002 Kitchen suites from plastics, birch massif,
20 2500 company production volumes decreased nearly twice. Future prospects Any ) "
are aimed at optimization of manufacturing processes and MDF: manufacture
improvement of marketing program.
company is the largest furniture factory of Tyumen .
region. Factory manufacturing facilities are represented by modern Bed!'ooms, hall . cases, furniture ff)r houses,
12 500 Italian equipment. The company intensively develops manufacturing Middle furniture for office, personnel, chiefs;
of modular furniture units. Distribution system includes 7 storesin furniture for hotels, hostels; products from
Tyumen, Saint-Petersburg, Surgut, Novosibirsk and a franchising mirrors and glass: manufacture
network in other cities.
isatrademark of the newly formed Katyusha holding which
includes 4 companies: “ Dyatkovo-DOZ", manufacturing of particle
boards; “Belie Berega’, furniture factory of fiber boards ) § )
manufacturing; “Katyusha’ furniture factory, specialized on cabinet C@ (frame-based) furniture: hall furniture,
9 1325 furniture manufacture; “ TC Maltsovskiy”, management of industrial Middle children, bedrooms, angular racks, case-
" processes and sales. Strategic purposes are diversification of products, ! compartment, desk, VT table, modular
unification of the retail chain stores, introduction l?f new services, system: manufacture and sale
personnel development and knockout of poor quality manufacturers
from Russian furniture market. Distribution system includes company
retail shops, awide franchising network and sales through Internet.
isworking on the Russian furniture market from 12
ears ago. Since 1998 it purveys elite furniture for home. In 2001 Middle - 5 .
¢ ?go !t purveys etiie Jurmitu . |Furniture for office.
Efes’ office furniture factory joined Kraft Holding. The company has Expensive
showing shopsin Moscow and a franchising network in other regions.
company is one of the main purveyors of office furniturein
Russia. It isan exclusive partner of FANTONI Bulo, Grammer Office,
Martex and other well-known European furniture companies. Solo has | Expensive |Furniture for office.
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Founded in 1993, it is the leading importer of
élite Italian furniture. The company has 5
show rooms in Saint-Petersburg and 6 in
Moscow. The distribution system is
represented by a franchising network in yje
regions. The company is also developing a
network of showrooms of middle-price Italian
furniture.

Furniture from more than 200

manufacturers including: Nieri, Selva,
[}

Angello Cappellini, La Primavera,

Italiana Divani, Sitland, Zanette, Dema.

25, Universitetskaya nab.,
Saint-Petersburg, Russia
Ph. +7 (812) 327-7660,
+7 (812) 323-5179
fax. +7 (812) 328-1032

www.angelina.ru

Importer of élite Italian furniture since 1998.
Company show rooms are represented by 3
shops in Saint-Petersburg and one in Mosco
with a total area of about 4,500 sg. m.
Assortment includes 3000 items. The
company controls 14,7% of Saint-Petersburg
Imported furniture market.

Stosa, Arrex, Ar-Due, Ar-Tre,
Aster, Bamax, ALF, Favero,

Medeo, Angelo Cappellini,
Asnaghi, VecchiaMarina, Morelato,|
Selva, Alberta Salotti, Alberta
Royal, FENDI and many others.

75, Prosveshcheniya pr., Saint{
Petersburg, Russia
Ph. (812) 5965010

www.mebel-rim.ru
webmaster @mebel -rim.ru

Furniture from Italy Case furniture, bedroom
furniture, hall furniture, soft furniture, office
furniture, kitchen furniture. Services in
transportation of furniture from Italy to
Russian Federation.

Desiree, Flai, Formitalia, Grande
Arredo, Il Loft, Longhi, Mobileffe,
Naos, Natuzzi, Palluco Itali, R_cord
Cucine, Rizza, Smania, Swan,
Varaschin, View.

Olympic prosp., 16, building

1, Moscow, Russia

Ph./fax: (095) 933-64-23,
(095) 933-64-22

Founded in 2004 to merger 7 companies
including "ReForma"” (interior room of
premium-class furniture), “Office-Hall" (room
of Italian office furniture), "Ideal Format"
(home furniture factory) and “RIO-Mebel”
(shops of middle-class furniture).

Elite furniture from Italy, Spain and
Belgium.

Bolshoy pr. P.S,, 61,
Saint-Petersburg. Russia
ph. 2381660, 3254255

Hall Oscar is a chain of retail show rooms.
The company is a structural unit of Ego-
Holding and imports furniture from 1992. The
philosophy of «Hall Oscar» bases on one
principle: "Sell not just furniture but complete
interior decisions".

Elite Italian household and office
furniture. The company offers examples
of original interiors of all possible styles
and trends of famous Italian designers:
Magistretti, Aranda, Bartolomei and
others.

28, Kimapr.,
Saint-Petersburg, Russia.
Ph. (812) 3289999

http://www.ego-
holding.ru/apit.php

MiF is a showing centre with an area of about
1500 sqg. m. Mif sales household and office
furniture from domestic and foreign
manufacturers. Turnover in 2002 was of
about US$ 15 million.

Dafne, Ischia, Nabucco,
Nottimagice, Old Style, Modern,
Astrid, Calla, Millenia, Mimosa,
Polaris, Athene, Donatello, Ducale,
Modena, Nabucco, Venezia, Flo,
Demetra, Art& moble, Begonia,
Eleonora, Lefoglie, Letizia, Regina,
Rustica, Starlette, Fiordaliso.

Altufevskoe aven., 1/7.
127106,. Moscow,
ph. (095) 4018183,
fax (095) 4011696
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“

" salescomplex isa
multifunctional sales centre,
oriented on the offer of wide range
of products and services. It isthe
largest furniture centre in Europe.
Overall area of the complex is
140,000 sq. m.

complex is the second
largest Russian furniture showing
centre with an area of about 96,000
sg. m. Inthe Tri Kita complex the
widest assortment of leading
Russian and foreign manufacturers
of office and household furniture is
also present.
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140700,. Shatura-2, Botinsky lane, 37

ph. (09645) 22965
fax (09645) 20834

www.shatura.com
partner @shatura.com

142531,. Electrogorsk, Soviet street.

Ph. (09643) 39589
fax (09643) 32072

WWW.egm.ru
market@el ektrogorskmebel .ru

No ph. (095)-737-5329 )
: www.ikearu
Russa fax. (095)-737-5330
394010,. Voronezh, ph. (0732) 231114
www.mche.ru
B.Khmelnitskogk street, 51-a fax (0732) 231207
h. (35135) 71208 ji assm
456303,. Mias, 60 years of October street, 13 ph. (35135) W miasSmebel.ru
fax (35135) 60777 info@miassmebel.ru
ph. (095) 9335410
141420,. Skhodnya, Nekrasova street, 2 www.sfbm.ru
fax (095) 5747271
195021, St.Petersburg, ph. (812) 3264413 www.sevzapmebel .ru
Magnitogorsk street, 30 fax (812) 2276485 e-mail: sevzapmebel @nkniga.ru

153031,. Ivanovo, Glinishchevo, 23 line, 34

ph. (0932) 387438,
fax (0932) 387858

www.ivanovomebel.ru

e-mail:office@mebel .ivanovo.ru

625005,. Tyumen, B.Zarechnaya street, 41

ph. (3452) 255905,
fax (3452) 461412

www.zarechye.ru
priemnaya@zarechye.ru

242 603, Dyadkovo, Lenin street, 225

ph. (08333) 21145
fax (08333) 22246

www.pk-dyatkovo.ru
e-mail:mebel @online.debryansk.ru

113093,. Moscow, Party Lane, 1/58, building 1

ph. (095) 9337777,

www.felix.ru

fax (095) 9612097 e-mail:chinus@rambler.ru
ph. (095) 9400828 Www.ao-interier.ru
123290 M oscow a
fax (095) 9401136 e-mail:site@ao-interier.ru
ph. (095) 7293311 www.kraft.ru
29, Varshavskoe sh. Moscow.
fax (095) 7293310 e-mail:market@kraft.ru
www.solo.ru

9A, B. Dorogomilovskaya, Moscow.

ph. (095) 1055055

e-mail:info@solo.ru

4, Butakovo str., Chimki, Moscow region. ph. (095) 7803333 www.grandfs.ru
Tri Kita, www.3kita.ru
ph. (095) 7238282
Mozhayskoe sh. e-mail:reklama@3kita.ru
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_QVLGH 3 DUwQHUV IS an independent vtrategic advisor
focused on helping Smal & Medium Enterprises
during the process of growth, development and
internationalization, and on assisting those investors
that decide to financially contribute to the process.
Inside Partners assists its clients in the following
activities:

e Market analysis

e Financia and strategic partnersresearch

e Target research

*  New market entry strategy definition

e Greenfield investments assistance

e Transaction Services- M&A

« IPO.

Inside Partners is a partnership of professionas
coming from some of the most important
international firms of business consulting and
corporate finance. All professionals of Inside
Partners hold a Master in Business Administration
from a primary international business school
(INSEAD, Wharton, London Business Schoal).

Inside Partners has developed a network of foreign
local independent advisors, being able to organize

multinational teamsfor international assignments.

WwWWw.inside-partners.com

sur ,ovhvw+ urxs IS @ reputed Russian consulting

and advisory firm, founded in 1994 and specializing

in strategic management consulting and research,

business transactions and IT development. It is a

partnership owned by its consultants that provides

independence of any financial, industrial, political or
foreign groups.

It includes such businesses as:

x  swowiiro — Russids first specialised strategic
consulting company.

x sur.ovevw — the only Russian investment
company implementing strategic transactions
through business design innovations and
corporate restructurings, including our top
practice of corporate finance.

x  (rsnuwe\ vwir v — leading Russian IT company
specializing in off-the-shelf and customizable
information and analytical solutions for business
development and company val ue creation.

X QVWUWKWH IRU $ SSOHG % XVIQHVV  VWXHV —
strategic research company.

The experienced team of Russan and foreign
professionals bring expertise, excellent connections
and a first class reputation to assist companies in
exploiting growth opportunities in the rapidly
developing Russian market. The consulting and
research team is made by 50 experienced
professionals coming from international consulting
firms and graduated from famous international
business schools (Stanford, Kellogg, INSEAD, LSE)
and leading Russian schools.

wWww.strategy.ru
WWW.pro-invest.ru

WWW.expert-systems.com



