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Footwear output accounted for
13,1 mn pairs in 2011

Export makes up 52% of the
manufactured footwear, 93% of
which is accounted for Russia

Compound annual growth rate
of the domestic consumption
constitutes 3,5%

The main industry’s

problem is the lack of

the domestically manufactured
components for footwear and
leather processing enterprises

The key sector’s players are:
JLLC “Marko”, JSC “Luch”,
JLLC “Belwest*,

JV “Le Grand’, JSC “Krasny
Oktyabr”

Footwear industry traditionally held significant position in the Soviet period. At the
moment, footwear output in Belarus accounts for 13,1 mn pairs. Over the last years
the output growth rate has slowed down, but the output is planned to be increased up
to 18,5 mn pairs a year by 2015.

The sector is oriented both on domestic and foreign markets. Export makes up 52% of
the manufactured footwear. Russia is the main export market. Belarusian light industry
goods are traditionally in favor among Russian buyers because of the higher quality in
comparison with the local or Chinese footwear.

There is a tendency for a steady domestic consumption growth (the compound
annual growth rate over the last 5 years constitutes 3,5%), which leads to the
growth of footwear import (the import growth rate over the last 5 years amounts
t0 6,5%).

The domestic market is mainly provided with special-purpose footwear (for the
military, construction workers), for the production of which high-quality tanning
materials are not always required. The main industry’s problem is the lack of the
domestically manufactured footwear components. At the same time, Belarusian
agriculture is well-developed, so there is no shortage of rawhides. Processing, dressing
of leather products and the production of components for footwear industry can be an
important driver of general industrial development. As yet, there are no certain plans
for the construction of leather processing enterprises in Belarus.

The Belarusian Light Industry Concern “Bellegprom” includes 21 enterprises. The
key industry players are such private companies as: JLLC "Marko”, JSC “Luch”, JLLC
“Belwest”, JV “Le Grand”, JSC “Krasny Oktyabr”. All of them, except JLLC "Marko”, are
parts of the concern.
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Production

During the last 6 years footwear output in Belarus has increased from
10,1 up to 13,1 mn pairs. Compound annual growth rate of footwear
output for this period constitutes 4,43%. In 2011 footwear output
unchanged in comparison with 2010 and amounted to 13,1 mn pairs.

The output of children’s footwear constitutes 19% of the total footwear
output.

The “Concept of leather-footwear industry development until 2015”
contains the provisions to increase the footwear output up to 18,5 mn
pairs by 2015. The Government plans to increase it in two and a half
times for the next 5 years. Another important task is the expansion of
import-substituting footwear production. In numerical terms, the task is
to increase the share of home-produced footwear on the domestic
market up to 70-75% of the total footwear supply in Belarus.

Foreign trade

In 2011 Belarusian footwear export decreased by USD 300 thou in
comparison with 2010 and accounted for USD 130,6 mn. Import has
slightly decreased too in comparison with 2010 — by 0,6% - and
accounted for USD 278,3 mn. The negative trade balance is planned to
be compensated with the increase of footwear export.

It should be noted that import growth, started in 2010, was provided to
a large extent with the reduction of customs duties to 10% after the
establishment of The Customs Union between Belarus, Kazakhstan, and
Russia on January 1, 2010. According to the terms of the Union, import
duties have decreased as compared to previously established in Belarus.
The single rate of 10% is valid in all CU countries. At the end of 2011 the
concern “Bellegprom” tendered an initiative offer to the CU Commission
about the increase of import duty on certain types of leather footwear
up to 20%. This offer hasn’t been approved by the Commission yet, but
the increase of duties on some types of footwear is possible.

Footwear output in Belarus, 2005-2011
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Foreign trade

93% of total exported footwear is accounted for Russia. Kazakhstan and
Baltic markets are of great interest for footwear enterprises. Belarusian
footwear is planned to be exported to Asian and European countries.

Russia and China are the leading footwear suppliers to Belarus (60% and
26% correspondently). However, about 75-80% of the “Russian”
footwear is often imported from China and then exported to Belarus. A
number of footwear Belarusian enterprises is currently entering into
cooperation with Chinese partners in Belarus by using Chinese
components. Belarus market also faces the problem of *“grey”
import, which volume is estimated about 5 mn pairs.

Footwear industry lacks qualitative rawhides. There are no rawhides
processing and currying enterprises in Belarus, therefore enterprises
have to buy 80% of the components for footwear production abroad.

Belarus exports considerable amount of unprocessed fells to Russia
(23%), Poland (21%), Italy (17%), Lithuania (9%), India (7%), and then
imports back dressed fells - raw materials of high quality (53% of total
import - from Russia, 8% - from Italy). Rawhides from Ukraine
(12%), Turkey (8%), Brazil (8%), India (3%) are also actively imported.
Only few enterprises in Belarus produce footwear components.

Belarusian footwear enterprises generally purchase components
(including shoe upper with attached or unattached insole), insocks, heel
linings and similar items; legwarmers, uppers and similar items.
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Consumption

In 2011 there were sold about 20 mn footwear pairs. Market capacity
rate decreased in 2011 by more than 1% as compared to 2010. Average
annual growth rate for the last 4 years is unfavorable and accounts for -
2,1%.

It is notable that “grey” import’s share on the Belarusian footwear
market is significant and it isn’t reducing from year to year. According to
estimates, footwear market size, including “grey” import, reached 29
mn pairs in 2011.

It should be noted that though there is a growth of Belarusian
footwear’s share on the domestic market, it concerns only mid- and low-
range segments. And the reason for that is the lack of Belarusian own
international brands and peculiarities of retail networks. The existing
Belarusian brands’ competitive position is comparatively weak, which is
caused by the poor quality of Belarusian fittings and leather
products, poor choice and comparatively high prices.

National producers are facing the challenge of high competition from
the imported products. According to the national statistics, home-
produced/imported footwear ratio is 3 to 1, but the share of imported
footwear will significantly increase if we take into account “grey” import.

The major share in the produced footwear is accounted for the men’s
footwear, 37% - for the women’s and 20% - for the children’s footwear.
As for the latter, at present the children’s footwear market size
accounts for 5-6 mn pairs, much of which is imported.

Footwear market structure
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Key players

Net sales, 2010,USD [ Netincome, 2010, Market shares of the key footwear
Enterprise mn Dmn producers
2010 2011 2011

Enterprises of the Concern “Bellegprom” . Batik
n Sivelga 1,2%
1 Lark0 6 “Marko” n/a n/a n/a n/a 4,8% Belkelme
Others 1,8%
2 | e aiee JSC “Luch* 47 4.9 0.9 04 10,7%
3 JLLC “Belwest* n/a L it L san-Marko
« ” n/a n/a n/a n/a 7,2%
4 JLLC “San Marko | Krasny
5 “Le Grand” n/a n/a n/a n/a ktyabr
0
6 IV CISC “Otiko” L L ] ] e
JSC “Krasny
20,1 26,7 45 3,33
7 Oktyabr” ' ' ' '
Le Grand
8 CISC“Sivelga” n/a n/a n/a n/a _ 6%
9 15C “Obuv” 15,7 17,1 23 1,20
JSC “Grodno
footwear factory 15,2 14,5 2,5 34
10 “Neman”
LT JSC “Lida footwear
OEYBHAS ” 6,6 9,0 0,6 0,9
11 @ i factory
12 1V CISC “Belkelme” n/a n/a n/a n/a Source: Uniter Investment Company

SEMNKENSME

Source: Ministry of Finance

Key market players

- Year of Outputin 2010, mn

85, Frunze Str., Vitebsk, Republic of
Belarus, 210033

3 individuals (Belarus residents,
including  General  Director

Joint Belarusian-
German Limited

Liability Company tel.:+375 (AT = N.Martynov) and  German E 24%
“Marko” LvSs Rl T footwear company “Evimex"
e-mail: post@marko.vitebsk.by
2, Korolya Str., Minsk, Republic of Ministry of the state property and
Minsk Shoe Joint Stock Belarus, 220004, 1924 privatization of the Republic of 19 15.20%
Company “Luch” tel.: (+37517) 20049 19, Belarus and employees of MSJSC ’ '
fax:(+37517) 200 11 35 “Luch”
10, Ludnikova Ave, Vitebsk, Republic of
Joint Limited Liability Belarus, 210026 1988 Belarusian residents (55%), CISC 18 14.40%

Company “Belwest” tel.: +375 (212) 23-75-03, “Politex”, Russia (45%)
e-mail: esman@belwest.com

Source: Uniter Investment Company
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Potential investment projects

In May, 2012 it was declared that the enterprises of the Concern
“Bellegprom” are interested in attracting investments for development:
it is planned to realize the privatization of 2 footwear industry’s
enterprises. Both Belarusian and foreign investors can tender their
offers.

nterprise JSC “Bobruisk footwear factory”
Mogilev province, Bobruisk, 57 Parkovaya str.

24,9% of shares (total state’s share) are offered for sale.
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JSC “Smilovichi walk-mill”

Minsk province, Chervenskiy region, Smilovichi village, 47
Respublikanskaya str.

50,1% of shares are offered for sale. The state owns 99,8% of

shares.

Within 2 years after the date of share purchase agreement,

investors are provided with USD 3 mn interest-free

borrowed funds for a period of 5 years on condition that

these funds are directed to the company’s development.

Maintenance of the company’s activity profile for 5 years, of

the volume of output, number of employees as of the date

of the purchase.
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Source: Bellegprom
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Latest developments

Footwear output, mn pairs

According to the “Bellegprom” plans, the footwear output growth rate 1,50

in Belarus should have started to increase since 2012. In 1Q 2012 the 1,45

footwear output has slightly increased in comparison with that of 1Q 1,40

2011 and amounted to 4059 thou pairs, that is 2% more than in that igg

period. The footwear output in April 2012 is 7% less than that of April 195

2011. 120

The depreciation of Belarusian currency in 2011 significantly influenced 1,15

the sector’s condition in 1Q 2012. The planned growth indices failed to March 2012 April 2012 April 2011
be reached because of the necessity to purchase imported footwear

components for the sharply depreciated Belarusian currency. Source: Belstat

In 1Q 2012 the footwear export in volume terms increased by 19,5% in Footwear output , thou pairs

comparison with the same period of 2011. 99% of total Belarusian
footwear export of is accounted for Russia.

Footwear export, mn pairs

1Q 2011 1Q 2012

1Q 2011
Source: Belstat

Footwear sales, USD mn
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*Average weighted USD exchange rate as of 1Q 2011 = 3024,71

Average weighted USD exchange rate as of 1Q 2012= 8209,87
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Statistical appendix

Key economic indicators

N B YR trillion 65,07 79,27 97,17 129,79 137,44 164,48 274,28
NominalGbP*  [VEbIyl 30,2 37,0 453 60,8 49,2 55,2 473
RealGDPgrowth D) 9,4 10,0 8,6 10,2 02 7.7 53
industrialproduction  FaYeN 10,5 11,4 8,7 115 -2,0 12,0 9,1
Agriculturalproduction POV L] 59 41 89 10 25 6.6
e I % yoy, period average 10,4 7,0 8,4 14,8 13,0 7,7 52,3
e I % yoy, end of period 8,0 6,6 121 13,3 10,1 99 108,7
[Industrial product priceiindex. SRS EVEIENE 121 8,3 16,3 14,8 15,0 13,5 69,2
[ Industrial productpricelindex. [RVYRN RS RvEol 11,0 9,0 22,2 15,4 11,3 18,9 149,6
Exportsof goodsand services (USD) L2 15,9 22,3 24,2 34,2 32,9 20,3 54,2
Imports of goodsand services (USD) ~ [Z3Val 38 33,2 28,0 37,0 27,0 22,8 29,3
Currentaccount ~ [VEIgl! 436 -1448 -3040 -4988 6178 -8278 5775
Currentaccount* ~ [ZYeh)d 14 -3,9 -6,7 -8,2 -12,6 -15,0 -12,2
DI usb mn 303 351 1790 2150 1782 1352 3928
e usD min, end of period 1297 1383 4182 3061 5653 5031 7916
Governmentbudgetbalance  FEEN 0,7 14 0,4 14 0,7 2,6 2,4
T e % GDP, end of period 58 6,5 6,3 6,6 5,7 5,6 11,8
e R = % GDP, end of period 17,0 18,5 27,6 24,9 448 51,6 71,9
Ve % yoy, end of period 74 20 38 12 -12 50 84
B RN I BYR/USD, per. average 2154 2145 2146 2136 2793 2978 4623
Exchangerate(NBB, official)**  [NGVVEDRGLES T 10 2152 2140 2150 2200 2863 3000 8350
B e N I B YR/EUR, per. average 2681 2692 2937 3135 3885 3950 6432
Exchangerate(NBB, official)**  [\GUEVRENGRI T 2546 2817 3167 3077 4106 3973 10800

Source: IPM research center

Footwear output in Belarus, mn pairs (annual data)

2000 2005 2006 2007 2008 2009 2010 2011
154 10,1 10,9 11,2 11 11 13.1 13.1

Source: Belstat

Footwear sales in Belarus in 2012, BYR bn

Jan-Apr 2012/ Jan-Apr 2011

Jan-Apr 2012, BYR bn %
(in comparable prices)

i.a. through Through all
Through all market outlets commercial market outlets i.a. through commercial organizations
organizations
1449,40 685,6 129,6 142

Source: Belstat

* - the indicatorsare calculated on the basis of market exchange rates (average annual market exchange rate in 2011 amountedto USD/BYR 5984)
**_there was a multiplicity of rates in April- October,2011
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Statistical appendix

Belarusian footwear export structure in 2011 Belarusian footwear import structure in 2011

BN usbmn USD mn
103,3 168,8
Afghanistan 2,9 72,3
1,65 115
1,11 104
0,48 6,6
1,37 9,7

Source: Comtrade

Source: Comtrade

Rawhides export/import in Belarus, USD mn (annual data)

524 472 280 429 458
728 846 562 693 79,6

Source: Comtrade

Footwear export/import in Belarus, USD mn (annual data)

2005 2006 2007 2008 2009
81,1 97 1137 131,1 1108

Source: Comtrade

Footwear components’ export/import in Belarus, USD mn (annual data)

i 94 9.5 11,7 17,2
24,4 37,0 44,1 62,8 97,0

Source: Comtrade

CJSC UNITER Investment company©




UNITER Investment Company — financial and investment adviser in
Belarus with 14+ years of experience with national and
international investors in 40+ industries and markets within the
country.

The company's activity is focused on investment banking; support
of foreign investors and attraction of financing for national
companies; conducting marketing and analytical research; project
and asset management.
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220114 Belarus, Minsk, 117A Nezavisimosti avenue 12 floor (Aleksandrov Passage
Business Center)

Office +375 17 385 24 65, Fax +375 17 385 24 64, uniter@uniter.by, www.uniter.by

Disclaimer

This outlook was prepared for informational purpose only and does not constitute an offer
or solicitation of a strategic transaction. Points of view, forecasts and evaluations
presented in this outlook reflects our opinion as of the publication date and may be
changed without notice. Although the information contained herein has been obtained
from sources we believe to be reliable and although we ensured their accuracy as of
the publication date, we cannot guarantee, expressly or impliedly, practicality of
this outlook regarding future events or current or future value evaluation. Any
investment decision based on this outlook should be made only at the
discretion of the investor and UNITER or its employees or any third party
shall not be responsible in any form and in no circumstances for any
action of any party taken on the basis of this outlook. Nor UNITER,
nor any of its employees, nor any third party shall be responsible
for losses that result from such actions.
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