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What Is Hermitage?

It is a joint venture between HSBC and Hermitage Capital Management that invested in
Russia on behalf of institutional and individual investors from around the world
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What Is Hermitage?

Hermitage was the largest portfolio investor in Russia from 1996 until 2005, with over
$4 billion under management

Foreign Portfolio Management Companies
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Background to the Large-Scale Fraud

In 2007, HSBC and Hermitage became the victims of serious fraud by an organized
criminal group that stole three Hermitage Fund entities and $230 million of taxes paid
by Hermitage to the Russian Government

The Fraud against HSBC and Hermitage
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LTD LTD LTD LTD
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Who were the targets of the fraud?

The organized criminal group behind the serious fraud targeted the three Russian
Investment companies owned by HSBC as trustee for the Hermitage Fund: Rilend,
Parfenion and Makhaon

The Hermitage Fund
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Why were Hermitage Fund companies targeted?

Because they paid more taxes in 2006 than nearly anyone else in Russia

Taxes Paid by Some of the Leading Russian Companies
(2006, US$ million)
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Prelude to the Fraud
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On 13 November 2005, Hermitage’s founder and CEO, William Browder was refused
entry into Russia. His visa denial was based on Mr. Browder being declared a threat to
“national security, public order or public health”

Persona non grata

“The decision to deny entry into the Russian
Federation for Mr. William Felix Browder has
been made by the competent authorities in
accordance with Article 27, Item 1 of the Federal
Law No 114FZ”

- Letter from the Ministry of Foreign Affairs to the UK
Embassy in Moscow, 25 November 2005

Article 27, Item 1 says:

“Entry into the Russian Federation can be denied
to a foreign national or stateless person if it is in
the interest of ensuring the security of the state,
public order or public health.”
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Prelude to the Fraud

At the World Economic Forum in Davos on 28 January 2007, Mr. Browder appealed
directly to Dmitry Medvedev (the current President of Russia) to issue him a new visa

WORLD
ECONOMIC
FORUM

N—

COMMITTED TO
IMPROVING THE STATE
OF THE WORLD

<<<<<<<<
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Call from the Interior Ministry

On 17 February 2007, Artem Kuznetsov, a Lieutenant Colonel of the Moscow Interior
Ministry, called Hermitage about a pending application for a Russian visa

Transcript of telephone conversation between Vadim Kleiner and Artem
Kuznetsov February 17, 2007

“We were notified by the Immigration Service that the CEO
of your company wishes to visit our country and asked if we
had any response. Before | reply, | wanted to come by your
office and talk, show you some papers, ask a few questions.
| can’t tell you my questions over the phone — unfortunately
it’s not so simple as that. My answer will depend upon
how vou behave, what you provide, et cetera. If you are
Licutenant Colonel Artem Kuznetsoy  INte€rested in meeting, that’s fine. If not, no problem. It’s up
Moscow Interior Ministry to you. The sooner we meet and you provide what is
Department of Tax Crime necessary, the sooner vour problems will disappear.”
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Office Raids

On 4 June 2007, 25 officers of the Moscow Interior Ministry, led by Lieutenant Colonel
Kuznetsov, raided the Moscow office of Hermitage and office of its Moscow-based
lawyers, Firestone & Duncan

Lieutenant Colonel
Artem Kuznetsov

g

Hermitage Moscow Office Firestone Duncan, Hermitage’s Lawyers 10
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Raid on Firestone Duncan Office

During the search of Firestone Duncan, Victor Poryugin, a lawyer with the firm, tried
to stop the seizure of unrelated documents. He was taken into a conference room,
punched repeatedly in the throat and face, then arrested and fined 15,000 rubles

Victor
Poryugin
attempts to

Was Was Was fined Hospitalized

stop t!le beaten up arrested 15,000 for 2 weeks
confiscation of
Rubles

unrelated

documents
belonging to
other clients
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What was taken in the raids?

The Moscow Interior Ministry seized servers, computers and numerous confidential
files, in addition to four key corporate items for the three Hermitage Fund entities

Servers Confidential Documents

< - o Key Corporate Items Seized
(for the Hermitage companies Rilend, Parfenion, Makhaon)
l 1 |
= = = 1. Corporate Seals g
Computers ' ' '
2. Original Charters

3. Original Certificates of
Registration with State
Registrar

ﬁﬁll & ym
W 4. Original Certificates of
Registration with Tax

Authorities

2 Van-Loads of Materials

Source: The raid was made under the pretext of an investigation into tax payment records by Kameya, a company owned by a Hermitage client and unrelated to Rilend, Parfenion and 12
Makhaon. Kameya has been audited by the Russian tax authorities who have confirmed that Kameya paid all taxes in full and that there are no outstanding tax claims against Kameya.



What happened next?
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On 20 September 2007, the registry records of the stolen Hermitage Fund companies
were fraudulently changed to show an unknown company from Kazan named “Pluton”
as the new owner. The lawful owner, HSBC, was wiped off the registry

Corporate Regi
May 2007

stry

HSBC PRIVATE

HSBC X»

BANK

(Guernsey) LIMITED

Trustee to Hermitage Fund

100%

100%

GLENDORA
HOLDINGS
LTD

Corporate Direc

Corporate HSBC MANAGEMENT
Director {x’ (Guernsey) LIMITED
HSBC »
tor

Cyprus

100%

Diecor
KONE
HOLDINGS
LTD
Cyprus

General Director 4X)

OOO RILEND,

Moscow Moscow

eneral Director 4X

General Director 4Xp G >
0OOO PARFENION, 000 MAKHAON,

Moscow

Corporate Registry
September 2007

OO0 Pluton,

(Kazan, Tatarstan)

100% 100% 100%

y

Gereral Director 4Xp

00O RILEND,
Moscow

Gereral Director 4Xp General Director 4XP
00O PARFENION, 000 MAKHAON,

Moscow Moscow
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How could they transfer ownership?

In order to change the ownership records in the corporate registry of a Russian
company, one needs a legal confirmation of a change of ownership and originals of four

key corporate documents

What is necessary to
change the ownership of a
Russian company?

1.

/\

2:

—

Legal Confirmation of

the Change of
Ownership

1

\

Key Corporate Items Seized by the
Interior Ministry on 4 June 2007

1.

2.

3.

Corporate Seals &

Original Charters

Original Certificates of Registration
with State Registrar

Original Certificates of Registration
with Tax Authorities
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How did the perpetrators fabricate a DOCUMENT
legal confirmation of the change of ownership?

On 15 June 2007, a commercial arbitration court called “Detox” in the city of Kazan
purportedly authorized the transfer of Rilend, Parfenion and Makhaon from HSBC to
Pluton based on a fake promissory note agreement

Fake Promissory Note Agreement

OO0 Pluton,

(Kazan, Tatarstan )

00O RILEND,
Fake Power of Moscow

Attorney A2
13 March 06
/&\ T /
Promissory Note

Fake Kazgn "Energo Gaz"
representative 1,000,000 RUR

Korolevl.V. l

12 Dec 2006

15 June 2007 Ruling:
“Transfer 100% of Rilend,
Parfenion and Makhaon - to

Pluton.”

11

Detox Court 15




PRIVATE BRIEFING
DOCUMENT

The “Detox Court”

It turns out that the Detox Court does not exist

Landlord’s Response to Inquiry from “For the period from July 2007 until now OOO

HSBC Lawyers Detox was never a tenant at these premises, nor
_ was it a tenant during any earlier period. There
@ EAMHAR APEHRHAR CUCTEMA is no record of the operations of a “Detox”

commercial arbitration court on these premises.”
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Moc KB ) /

B Jleaosom uerrpe no agpecy: . Kazadb, yi. Hypuainctos, 2a 8 nepnos c
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NeBOT o 29.01.2007r. (“' Pl
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Detox’s Registered Address

Source: Letter dated 9 April 2008 from the landlord of the building listed as the official court address in the Detox judgments.

16



PRIVATE BRIEFING

Where did the perpetrators get the DOCUMENT
key corporate documents?

These 4 key corporate items were taken by the Moscow Interior Ministry during their
raid on the Firestone Duncan law offices and have remained in their exclusive custody
through today

Russian Interior Ministry Letter

On 4 June 2007 during the raid in Firestone
Duncan office in Moscow were seized the
documents and electronic copies of
documents of Makhaon, Parfenion and

\‘ Rilend ... These documents and seals of

these companies were not given to anybody.

Colonel lieutenant
Artem Kuznetsov

Interior Ministry Fraudulent change Documents still
takes documents of ownership and held by the
during the raid directors in the registry Interior Ministry|
g : | <
| |
4 June September Today

2007 2007 2009 17
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Who was registered as the new owner?

Pluton, a Russian company registered in Kazan (in the Russian republic of Tatarstan)
and owned by a man named Viktor Markelov

V. Malrkelov

100%
\ 4

OO0 Pluton,

(Kazan, Tatarstan)
®

100% 100% 100% Tatarstan, Russia

V.Kurochkin V.Markelov V.Khlebnikov
OO0OO RILEND, 00O PARFENION, 000 MAKHAON,

Moscow Moscow Moscow
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Who iIs Victor Markelov?

Victor Markelov is a 41-year old Saratov resident convicted of murder in 2002

— Curviculum Vitge —

VICTOR ALEXANDROVICH MARKFLOV

ADDEESS:

? Farechnava Street, Kochetkovka Villags, Atkarsky Ravon,
Saratov Region 412420, Fussia

DATE & FLACE OF BIRTH:

15 Dacember 1967, Leminskoe, Oshzky Region, Kigizackaya S5E

PASSPORT:

#6305 769119, 1ssued by UVD (Zavedskogo), Saratov, 30.12.2005

PROFESSIONAL EXPERIENCE:

Jinzlanghtar My Froherow in Akhtarsk

20.04.2002 CONVICTED & SENTENCED FOR TWO AND A
HALF YEARS — p.J drricle 102 of Criminal Code of
Russian Federation

16.02.2004 WARRANT for ARREST PP a), Paragraph 2 Aricls
138 "Theft” of Criminal Code of Russian Fedevanon:
“Theft conducted by a group of people with entering a
preliminary colluzion”

2000 ARRESTED — for “wnlawfiul activity resulting in damage ™
{under Article 230 gf the Russian Criminal Cods)

3.07.2007 - Sharehelder and General Divector of 000 Pluton,
Kazan, Tatarstan Charter Capital US5400
Address: 22 Dementieva Street, Kazan, Tatarstan, 420127

EDUCATION:
« NA
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Who were listed as the new directors In pocument
the corporate registry?

Markelov fraudulently appointed himself as the director of Parfenion, and he appointed
Messrs Khlebnikov and Kurochkin as directors of Makhaon and Rilend, respectively

Fraudulent Changes to the
Corporate Registry

Lawful HSBC Directors Markelov’s Directors

V.Kurochkin Markelov V.Khlebnikov

emreral Director General Director  General Directs
000 RILEND, 000 PARFENION 000 MAKHAON OOI\OA ;:?(;V'\‘ZIND 000 '\P/I Ao_iﬂ fVNION 000 %I:CIEVPVIAON
Moscow Moscow Moscow
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What were their backgrounds?

Like Markelov, Messrs Kurochkin and Khlebnikov also had criminal records

VALERY NIKOLAEVICH KUROCHKIN

ADDRESS:

—

Flat 55, 12 Tallalihina Street, Atkarsk.
Saratov Region, Russia

DATE OF BIRTH:

20 June 1964, Belyaevo Village, Rostov Region, Russia

PASSPORT:

#63 03 872416, issued by Atkarsky GOVD of Saratov Region on
07.05.2003

PROFESSIONAL EXPERIENCE:

February 1994
Burglary and VCR theft

anuary 1995
Sentenced for three years

01.03.1995- 05.08.1998
Spent in prison

EDUCATION:

¢« N/A

ADDITIONAL:

¢ Languages: N/A

VYACHESLAV GEORGIEVICH KHLEBNIKOV

ADDRESS:

Flat 46, 2/168. Tambov-6,
Tambov 412420, Russia

DATE OF BIRTH:

9 July 1967, Tambov, Russia

PASSPORT:

£ 68 04 069040, 1ssued by OVD Sovetskogo Rayona of Tambov on
30.10.2003

PROFESSIONAL EXPERIENCE:

0.12.1907
Arrested for BURGLARY

Four years in prison sentenced by Kuibishev Civil Court
of St.Petersburg
.3 of Article 30 and p.2 a,v,g of Article 158 of Criminal Co

30.06.2000
Released from the prison under amnesty
Article 4 of State Duma Decree of 26 May

EDUCATION:

« N/A

ADDITIONAL:

+ Languages: N/A

21
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What happened after the companies were stolen?

Even before the fraudulent changes to the corporate registry were made, the companies
were sued in St. Petersburg Arbitration Court on 27 July 2007 for $376 million by an
unknown company called Logos Plus without the knowledge of Hermitage and HSBC

HSBCPRIVATE BANK
(Guernsey) LIMITED

HSBC <»

Trustee to Hermitage Fund

100% 100%

Director &
GLENDORA| KONE
HOLDINGS HOLDINGS

LTD LTD
Cyprus Cyprus

100% 100%

General Director {X General Director 42X .
00O PARFENION, 000 MAKHAON

Corporate
Director <

100%

General Director {2 p

00O RILEND,

Moscow Moscow Moscow

22



On what basis did they sue?
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The sham lawsuits alleged that in 2005 the three Hermitage Fund companies agreed to

sell Gazprom shares to a company called Logos Plus, and then later cancelled the
agreements but didn’t pay the foregone profits of $376 million

Gereral Director {Xp
12 May 2005 Power of
00O RILEND, Attorn ey
Moscow

Fake Agreements

A
A
{ ©ormsneon

Logos Plus

Reéi%;\m/

representative
Kozlov M. V.

Gereral Director {Xp

O

/

P LI .
21Dec 2005 || 00 menn, Afomey ~,§ Cancellation fee >—>
Moscow N 4

Logos Plus

representative

Kozlov M. V. l

Fake Liabilities of $376 Million

23
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Were their forgeries accurate?

The documents given to the court had numerous mistakes making the forgeries obvious,
including the following:

1. The Power of Attorney “authorizing” unknown Mr. Kozlov was issued four months before the actual formation
of the company issuing the alleged Power of Attorney

Parfenion "issued"

Parfenion
Power of Attorney _ was formed
to Mr. Kozlov &
17 Jan Eo ' 12 Apr
2005 2005

<4— Four months before!

2. The corporate seal used to validate one of the agreements was only produced for the first time 6 days after the
alleged agreement “was stamped” with the same corporate seal

Agreement signed . . B

and ""stamped" by Rilend's -

Rilend's corporate Corporate seal
se?l & was pr:)duced

|
12 May , : 18 May
2005 € Sixdays before! —— 3¢5 24
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Who defended the three stolen companies?

Even though Hermitage and HSBC were not aware of these lawsuits, the three stolen
companies were represented before the St. Petersburg court by unknown lawyers not
appointed by Hermitage or HSBC and using fake powers of attorney

HSBC PRIVATE BANK
(Guernsey) LIMITED

HSBC X Not

Trustee to Hermitage Fund

i

Canet-fleTepbyprokni
Aware Andrei Pavlov PN B

Lawyer for Rilend

100% 100%

~

Corporate HSBC MANAGEMENT Corporate
Director < \ (Guernsey) LIMITED Director <

. ¥

GLENDORA HSBC &> KONE {\

HOLDINGS Corporate Director HOLDINGS k
LTD LTD /
Cyprus Cyprus
E.A.Maltzeva
Lawyer for Parfenion

100% 100% 100%

General Director €Xp General Director 4Xp General Director 4X)

0OO0OO RILEND, 00O PARFENION, 000 MAKHAON,

Moscow Moscow Moscow

Y.M. Mayorova 25
Lawyer for Makhaon
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These lawyers fully acknowledged and accepted all the claims
T " e .|
i i g WA 52 39
Fake POAs to lawyers Hereby, the defendant
from Rilend, Parfenion confirms that he understands Sl
and Makhaon D { the charges, doesn’t have any ﬂf%ugjm’ffi&il
Andrei Pavlov | 0bjections and fully accepts tif‘;‘;f“k;il’;ﬁ?ﬁiz L
Lawyer for Rilend | the claims ooy
Pp- e Jetgrus 1@ it el
Andrei Pavlov, attorney for v | E
the defendants Wt

7 roaa feno N® A56-22484/2007

17 cewrabpa 2007r, Monwsit

“According to p.3 art. 70 of
APC the acceptance of the
claim by the defendant
releases the plaintiff from the
requirement to prove the case”

Judge Orlova

Judge Orlova

Source: Court Record of St. Petersburg Arbitration Court and Judgment dated 21 September 2007.
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What was the verdict?
The St. Petersburg Court awarded Logos Plus with $376 million

ign
Spph,

Cangr-NMeTephy prokm
FOPOACKOR Cya

F—

St. Petersburg Court Awards against Hermitage Fund Companies

000 RILEND, 3501
Moscow $305
3004

2501

2004
1;
{000 PARFENION} uss

Moscow J 1501 — > Logos PIUS

1001

$71
501
$0.1
0 T T
000 MAKHAON, Award against Parfenion Award against Makhaon Award against Rilend
Moscow

$376 million
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$973 Million in Sham Judgments

Identical sham claims against the Hermitage Fund companies were filed without
Hermitage or HSBC’s knowledge in October 2007 with the Moscow and Kazan
arbitration courts on behalf of two unknown companies, Instar and Grand Aktive — and
the claims were based on the same fake agreements and “foregone profits”

Kazan
Plaintiff Defendant (Primary) Total Award
Kazan Grand Aktive Parfenion $581 Million
Moscow Instar Rilend $321 Million
St. Petersburg Logos Plus Makhaon $71 Million

| TOTAL: $973 Million |

Source: Judgments of Moscow Arbitration Court; Kazan Arbitration Court and St. Petersburg Arbitration Court; an additional $286 million was awarded in twelve lesser verdicts against the 28

companies, for total awards of $1.26 billion
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What was the reason to seek these DOCUMENT
sham judgments?

It turns out that the awards were exactly equal to the profits of the Hermitage Fund
companies in 2006

Profits vs. Fake Claims

(US$ million)
million 3700 1 Parfenion
$600 $581 $581
$500 -
Rilend
$400 -
$321 $321
$300 - —_
$200 -
— Makhaon
$100 $71 $71
$0 T T T T
2006 Profit Fake Claims 2006 Profit Fake Claims 2006 Profit Fake Claims
Against the Against the Against the
Company Company Company 29

Source: Court records; Company Financials (2006)
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Why have judgments match profits?

The perpetrators seemed to be intent on eliminating the historic profits from the
Hermitage Fund companies retroactively...

Profit “Adjustment” via Fake Losses

$1,200 -
$973m
$900 Rilend,
$321m
$600 A .
Partenion,
$581m
$300 -
Makhaon, $0
US$S $71m
$0
min 5 Makhaon, I
-$71m
-$300 -
Parfenion,
-$581
-$600 - Shelm
Rilend,
-$900 - -$321m
$1,200 =P
o 2006
Real Profit Fake Losses New Adjusted '""Profit"

30

Source: Court records; Hermitage Fund companies financials (2006)
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Why eliminate profits retroactively?

... in order to steal the tax money paid by Hermitage by applying for a $230 million tax
refund

$300 - .
$230m Taxes Paid vs. Tax Refund
$200 - |
Parfenion,
$139m
$100 -
Rilend,
&?}; $0 Makhaon,
— -$16m
1§ $0 : — .
['lﬂ, “Makhaon, Rilond
min $16m %__e_m :
$75m
-$100 -
Partenion,
$139m
-$200 -
-$230m
-$300 -
Taxes Paid by Profit in “Adjusted’ Tax Refund Claimed by
Hermitage in Tax Filing Markelov, Khlebnikov and
2006 ) Kurochkin in Dec 2007

31

Source: Court records; Hermitage Fund companies financials (2006)



Fraudulent Amended Tax Return
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On 21 and 24 December 2007, Markelov, Khlebnikov and Kurochkin filed for a
collective tax refund of $230 million on behalf of Rilend, Parfenion and Makhaon

Filing Amended Tax Declarations

OOO Pluton,

(Kazan, Tatarstan)

f

Moscow Moscow

. Khlebniko

Moscow

. Kurochkin V. Markelov |V v
000 RILEND’ 000 PARFENION || 000 MAKHAON

Fraudulent Tax Refund Requests

Moscow Tax Service
Ne 25 and Ne 28

32
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Was the refund approved and paid in a DOCUMENT
normal timeframe?

No. The Moscow Tax Authorities (#25 and 28) approved the refund for two Hermitage
Fund companies on a same-day basis — and spent two working days approving the third

“Fast-Track” Refund of $230 Million from the Russian Budget

) 3 z ) 3 z
Kupachkin ) V. Markelay |(V. Ehlebnikeyv
OO RILEND OQOPARFENION || OOOMAKHAON
Mcscom I

V. Knochkin | V. Matkeloy |(V. Khlghni V. Kmochkin | V. Markeloy |(V. Khlshnikoy
(° wwwwwwwww {Mm][m][WJ
Markelov, acting for Markelov and Kurochkin file
Khlebnikov, files tax tax refund for Rilend, Approval of $230
refund for Makhaon Parfenion Million Tax Refund
| | | >
21 Dec Dec 22-23 24 Dec 24 Dec
Do B tenied T > € rrrernnnennnnndd QAME DAY feeeeeeneanns >
2007 WEEKEND 2007 SAME DAY 2007
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Where was the $230 million paid?

Just before the tax refunds had been paid, Markelov, Khlebnikov and Kurochkin
opened three new bank accounts in mid-December 2007 with two small Russian banks

Q V.Kurochkin New account '

—

& 00O RILEND, 17 December 2007 e Bank formed: 28.02.2002

e Region: Moscow

e Equity: $1.5 min

e Total Assets: $25.6m*
e Ranked No. 920 **

Novocherkassk

V.Khlebnikov [
74 New account

.
000 MAKHAON 17 December 2007 Universal )
Savings Ban

e Bank formed: 10.12.1991
V- Markelov New account , I e Region: Moscow
000 PARFENION, 13 December 2007 Intercommerz e Equity: $11.8m
Novocherkassk Bank e Total Assets: $571m*

e Ranked No. 432**

Source: EGRUL statements
* Central Bank of Russia (www.cbr.ru) 34
** 2006 Total Assets Ranking, RBC Rating (http://rating.rbc.ru/articles/2007/03/01/31383191 _tbl.shtmI?2007/02/28/31382412)
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$230 Million Tax Refund

On 26 December 2007, the Moscow Tax Authorities transferred $230 million in tax
refunds to the newly opened accounts at USB and Intercommerz Bank, after which the
funds were converted to US dollars and ultimately routed through U.S. banks

Distribution of the $230 Million Tax Refund

.v’
/ Universal \ Intercommerz
Savings Bank ( Bank

3,276M Rub

000 MAKHAON, 000 RILEND,

The funds were ultimately Hoeon Moscow
routed through U.S. banks

J.P-Morgan Deutsche Bank
——

Trust (Americas) WACHOVIA
| )

citibank o

Source: USB, Intercommerz Bank statements and witness statements 35
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From December 3 to 11, 2007, HSBC, as trustee of the Hermitage Fund, filed six
criminal complaints with major Russian law enforcement authorities complaining about
the theft of the Hermitage investment companies

HSBC 4

LLoadtad S :‘Eﬁﬁ;'. Pl brvrrrrri]

i g ool o

(CPRUTER | T e
Hermitage

Lawyers

.................

255-page
—‘— Complaint \
"
255-page |
Complaint||
"

[ —

255-page

—
ey

— Y

255-page

Yuri Chaika
Russian General
Prosecutor

Complaint| |

Complaint ||

|

" Y

255-page

\

Yuri Draguntsov

............................ » Iﬂternal Affail‘s Of

Russian Interior Ministry

Complaint ||

|

1 255-page

—

Complaint ||

Alexander Bastrykin
Russian State Investigative
Committee
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Hermitage Criminal Complaints

Of the criminal complaints filed in December 2007, the two filed with the Internal
Affairs Department of Interior Ministry and General Prosecutor did not result in any

activity at all
255-page |
Complaint

‘ 255-page :
Complaint Y
HSBC <X} Yuri Chaika

Russian General

L Prosecutor
Hermitage
‘ 255-page
Complaint
% o Yuri Draguntsov
SR mopeee Internal Affairs of
e Russian Interior Ministry
S — Russian Interior Ministry Letter (Office of Draguntsov):
m;%”%lmﬁg__ “The Russian Interior Ministry does not have the authority
o e T e to investigate the alleged illegal activities of Interior
s 2 o P e Ministry Officers.”
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Hermitage Criminal Complaints
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The General Prosecutor’s Office and Internal Affairs Department of the Interior
Ministry transferred two other complaints to the Moscow Prosecutor’s Office, who then
passed the complaints to the individual in the Moscow Interior Ministry who was the

target of the complaints

.........
i |"' |II IIII |:I u
|u ||u|u“[||ung;1 1]

Hermitage

255 Yuri Chalka
. C om;l:lz%ﬁt """"""" > Russian General
Prosecutor
il %

Yuri Draguntsov
Internal Affairs of
Russian Interior Ministry

Lawyers-""""%

255-page | af
Complaint {&F
M oo ok, —
Prosecutor

Investigative
Department of
Moscow Interior
Ministry

255-page L
Complaint

255-page | of Moscow
Complaint

Major
Pavel Karpov
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It turned out that authorities thought the best person to investigate the fraud was the

person accused of it

Investigative
Department of
Moscow Interior
Ministry

Major
Pavel Karpov

Person who confiscated the
documents needed for the
fraud

Investigative
Department of
Moscow Interior
Ministry

Major
Pavel Karpov

Person investigating the
fraud
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Hermitage Criminal Complaints

The St. Petersburg branch of the Russian State Investigative Committee was unable to
find any crime at all in their review of the complaint

Response to Complaint

Tpmnomenie 21
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Hermitage Criminal Complaints

One case was ultimately opened by the Russian State Investigative Committee, but it
was soon dragged down to the lowest level of the organization

Complaint ‘

Russian
Investigative
Committee

A 4

Moscow City branch of
Russian Investigative
Committee

A A

Southern District Department
of Moscow City branch of
Russian Investigative
Committee

—

Opened Criminal Case
against fake directors
of three Russian entities
of HSBC and unknown
individuals

R. Rassohov, from
Major Crimes
Department of Russian ~ © Feb 2008
Investigative Committee

Considered the Criminal Case
against fake directors of three
Russian entities of HSBC and
unknown individuals and
made decision to drag it down

Lowest possible oy
—p investigator for

I eve I Of i nVeSti gati O n opened criminal case

18 Feb 2008 41
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Hermitage Criminal Complaints

In February 2008, as part of this newly opened case, the Russian State Investigative
Committee began to question the possible suspects

Investigative Committee
questioned the officials involved

Judge_OrIova Judge _ Investigator Lieutenant
In Kuznetsovin Yushkov Colonel etc...
St.Petersburg|| St.Petersburg A. Kuznetsov

42



PRIVATE BRIEFING
DOCUMENT

Hermitage Criminal Complaints

In June 2008, Hermitage learned that the prime suspect, Lieutenant Colonel Artem
Kuznetsov, had joined the group managing the investigation

Investigative Committee ~r
questioned the officials involved M
Lieutenant Colonel
A. Kuznetsov

Judge Orlova Judge
in Kuznetsovin
St.Petersburg | St.Petersburg

Investigator
Yushkov
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Hermitage Criminal Complaints: DOCUMENT
$230 Million Tax Fraud

After the discovery of the tax fraud, Hermitage filed eight more complaints with the
Russian authorities

Russian General
Prosecutor’s Office

$230 Million
Tax Fraud

Internal Affairs Dept.
Russian Interior Ministry
Russian Interior Ministry
HSBC X

responsc

Bl BTy
i g ool o

6 s O e
Hermitage

Russian State Central

Investigative -
Russian State Audit Committee Bank

Chamber
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The Cover-Up

The perpetrators then spent a great amount of effort covering their tracks

1. Closing the Bank Accounts&

\ 4
2. Liquidating the Banks ”

Cover Up| <

I
3. Liquidating Companies &

4. Blaming the Victims
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1. Closing the Bank Accounts

Immediately after illegally obtaining the tax refund and laundering it through the
Russian banks, the perpetrators promptly shut down the accounts less than 30 business
days after opening them

@ VANl Account CLOSED '

A\~ 000 RILEND, 5 February 2008
Novocherkassk

V-Khiebnikov Account CLOSED _
000 MAKHAON 5 February 2008 Universal

Novocherkassk Savi ngS Bank

Accounts were in
existence for 25
business days

Account was in

V.Markelov Account CLOSED 1 existence for 25
000 PARFENION, 5 February 2008 Intercommerz business days
Novocherkassk Ban k

46
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2. Liquidating the Banks

On 25 June 2008, the Central Bank of Russia cancelled USB’s banking license
following its application for voluntary liquidation

Liquidating USB Bank

5409 M Rub
($230 M)

Universal Intercommerz
ings Ban Bank

1,760M Rub

373M Rub
($16M)

3, 276M Rub
($130M)

V.Khlebnikov |




PRIVATE BRIEFING
DOCUMENT

3. Liquidating the Stolen Companies

Almost immediately after acquiring the stolen companies, the criminals initiated the
process to liquidate them

The Sale and Liquidation of the Stolen Hermitage Fund Companies

?
00O RILEND, 000 PARFENION, 000 MAKHAON,
00O Pluton, 8 February 2008 Boily Systems Ltd,
(Kazan, Tatarstan) (BVI)
18000 rubles/
or US$750
8 February 2008 24 March 2008

Boily Systems Limited \ Boily Systems Limited /
(BVI) BVI)

)

U E

100% 100% 100% |

Boily buys the three stolen Hermitage Boily files for the liquidation of the
Fund companies for $750 stolen companies 48
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4. Blaming the Victims

The final step in the cover-up was to frame the victims of the fraud

“HSBC and Hermitage are
responsible for the fraud.”

Interior Ministry

HSBC PRIVATE BANK 00O Pluton,
(Guernsey) LIMITED (Kazan, Tatarstan)
HSBC 4X» N
Trustee to Hermitage Fund —ee
100% 100%
Corporate HSBC MANAGEMENT COrPOate .
Director “X* (Guernsey) LIMITED Diector ¥
GLENDORA HSBC X» KONE 100% 100% 100%
HOLDINGS Corporate Director HOLDINGS
LTD LTD
Cyprus Cyprus
100% 100%

100 &
i ¥
i i 2
General Director 4 General Director Xk General Director 4XF VIR
000 RILEND, 000 PARFENION, 000 MAKHAON,
Moscow Moscow

000 RILEND,
Moscow

V.Markelov 4

V.Khiebnikov %4

000 PARFENION, 000 MAKHAON,
Novocherkassk Novocherkassk Novocherkassk
” Intercommerz - ,
Universal Bank Universal

Savings Bank

Savings Bank

February 2006

Hermitage companies paid |
lion { Budget of
in taxes to . .
the Russian budget Russian Federatio

)

Perpetrators stole
through fraudulent

tax refunds from
the Russian budget

December 2007
49



Blaming the Victims

There were two ways the perpetrators tried to blame the victims

2 Ways to Blame the Victims:

1. Planting Evidence

2. Opening Criminal Cases against
Hermitage Lawyers

PRIVATE BRIEFING
DOCUMENT
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1. Planting Evidence

At 16:56 on August 20, 2008, a suspicious DHL package arrived at the office of HSBC
and Hermitage’s lawyer, Eduard Khairetdinov. Less than 90 minutes later, officers from
the Interior Ministry staged a raid on the office and seized the package unopened

Framing HSBC’s Lawyer

=

Interior Ministry (Moscow and

Kazan) arrived at Kharetdinov's

Moscow office with a search and
seized the DHL package only

DHL Delivered the
package to Khairetdinov's
Moscow office

DHL Website e
i |
20 August 2008 20 August 2008
(16:56 Moscow time) (17:30 Moscow time -
about 90 minutes after the
package was delivered)

\

o1
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1. Planting Evidence

The attempt to plant evidence was very crude, because the documents never came from
Hermitage and they were not the documents necessary to carry out the fraud

Key Documents Needed to
Re-Register Companies

1. Corporate Seals g

2. Original Charters

3. Original Certificates of
Registration with State
Registrar

Contents:
- Registration documents held on file only with the 4. Original Certificates of

Russian Tax Ministry . . .
- Forged agreements with the stolen Hermitage Registration with Tax

companies Authorities

- Forged powers of attorney issued by HSBC /
Hermitage
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1. Planting Evidence DOCUMENT
Where were the key documents at this time?

All four of the key documents related to the fraud remain in the exclusive custody of the
Interior Ministry, where they have been since the June 2007 office raids

Russian Interior Ministry Letter

On 4 June 2007 during the raid in Firestone
Duncan office in Moscow were seized the
documents and electronic copies of
documents of Makhaon, Parfenion and
Rilend ... These documents and seals of
these companies were not given to anybody.

Lieutenant Colonel
Artem Kuznetsov

Interior Ministry | comomese g Documents still |- commre sl By
takes documents held by the - '
during the raid Interior Ministry

i I >
4 June 2007 Today 53



PRIVATE BRIEFING
DOCUMENT

2. Criminal Cases against Hermitage Lawyers

To further blame the victims and attempt to cover their tracks, the perpetrators arranged
for criminal cases to be opened against the lawyers representing Hermitage

Eduard Khairetdinov, former judge and current
Hermitage lawyer. Forced to flee Russia. Attorney for:

» HSBC (as trustee of Hermitage Fund)

o Stanislav Terekhov — Head of Union of Officers accused in attack
of Head office of Military Forces;

» Tamara Rokhlina — wife of General Rokhlin opposition leader
who was accused in his death; and

 Igor Alexandrov — Chairman of Moscow Registration Chamber
accused of embezzlement

Eduard Khairetdinov ~— _—

In January 2009 a criminal case was opened against Mr. Khairetdinov for using an “illegal” power of attorney
issued to him by HSBC to challenge the fraudulent removal of the Hermitage directors. Apparently, to be
“legal”, the power of attorney would have had to come from the fraudulent directors themselves.
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2. Criminal Cases against Hermitage Lawyers

Vladimir Pastukhov, Hermitage lawyer. Ongoing attempt to open a criminal case
against him. Fled Russia

Attorney for:

» Andrey Konchalovsky — famous Russian Director;

» Vadim Kleiner — Independent Director of Sberbank,
largest saving bank in Russia sued for defamation for
criticizing bank’s management inefficiency;

 Association for Protection Investment Rights and
minority shareholders of Surgutneftegas;

e HSBC - trustee of Hermitage Fund who pursued the

Viadimir Pastukhov criminal group arranged the fraud against the Fund

A criminal case is in the process of being opened against Pastukhov for using an “illegal” power of attorney
issued by HSBC to challenge the fraudulent removal of its directors. As in the Khairetdinov case,
apparently to be “legal”, the power of attorney must be issued by the fraudulent directors themselves.
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2. Criminal Cases against Hermitage Lawyers
Sergei Magnitsky. ARRESTED. Held in prison without bail pending trial

Auditor & Tax Partner of Firestone Duncan:

o US law firm Firestone Duncan;

e Tax and tax law advisor to hundreds of US and
foreign companies active in the Russian
market;

» Adviser to the Hermitage Fund

» Key analyst who discovered the $230 million
tax fraud committed using the stolen
Hermitage Companies

Magnitsky was arrested in November 2008 following a raid on his home in
Moscow. The charges issued by the Investigative Committee of the Interior
Ministry relate to a non-existent conspiracy to commit tax fraud with Hermitage.
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2. Criminal Cases against Hermitage Lawyers

Jamison Firestone, U.S. citizen and Managing Partner, Firestone & Duncan. Office
raided and criminal cases opened against all his colleagues. The Interior Ministry has
threatened his arrest. Fled Russia

Attorney for:

*HSBC as trustee of Hermitage Fund
*Numerous other western portfolio investors in Russia
«Several Fortune 500 companies active in the Russian market

One of the first western-trained lawyers working in the post-
Soviet market. Firestone founded the firm in 1993 to service
the specialized legal, tax, accounting and audit needs of
foreign ventures doing business in Russia or with Russian
parties.

Jamison Firestone

It is not safe for Mr. Firestone to return to Russia. He
remains working in exile outside of Russia.
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Pervasive Corruption
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Corruption is such a pervasive problem in Russia involving all public officials (judges,
police officers, ministers, bureaucrats) that “price lists” for services are commonly
known and circulated

Russia is tied
for 147t in the
world in the
ranking of least
corrupt
countries

2008 CORRUPTION PERCEPTIONS INDEX

IIIII surveysconfidence
sed ange
score

. e
. - -

Jfrican Republic

Source: Newsweek (Russian version); http://www.compromat.ru/main/vragi/raderykak.htm

“Price List” for Corruption in Russia

Request to the Company
Registrar

$1,000 to $5,000

Initiation of a Request by a
Member of Parliament

$10,000

Initiation of a Criminal Case

$25,000

Court Verdict

$50,000 to $100,000

Police Raid

$100,000

“Appropriation” (through
bribery) of a Senior Official in
the Federal Security Services
or the Interior Ministry

$100,000 to $1,000,000

Complete “Raider Package”
(taking over a company)

$500,000 to several million
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Appeals to the President
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Hermitage has written to each of the nineteen members of the newly created
Presidential Anti-Corruption Committee, outlining this fraud and asking that it begin an

Immediate investigation

President Medvedev

Hermitage Letter

sent to
each
member

“Russia is a country of legal nihilism at a level ... that no European
country can boast of ...corruption in the official structures has a huge
scale and the fight against it should become a national program.”

Presidential Anti-Corruption Committee

D. Medvedev (President)

M. Varshchevsky (Member of Cabinet)

Y. Chaika (General Prosecutor)

A. Bastrykin (First Deputy General Prosecutor)

A. Bortnikov (Director of the FSB)

L. Bruichovy (Presidential Aide)

A. Dvorkovich (Presidential Aide)

V. Zorkin (Head of the Russian Constitutional Court) -
A. Konovalov (Minister of Justice)

A. lvanov (Head of the Supreme Arbitration Court) -

—T

A. Kycheren (Member of the Social Chamber)
V. Lebedev (Head of the Supreme Court)
0. Markov (Presidential Aide)

S. Stepashin (Head of the Audit Chamber)
K. Chuichenko (Presidential Aide)

E. Nabiulina (Minister of Economic
Development)

S. Naryshkin (Head of the Presidential
Administration)

R. Nurgaliev (Minster of the Interior)

S. Sobyanin (Deputy Prime Minister)

No Substantive Response
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Disclaimer

The information is based on data obtained from publicly available sources, which have not been verified by Hermitage Capital
Management Limited, or any of its respective associates or affiliates (“Hermitage™). As a result of the difficulty in obtaining reliable data

in Russia, Hermitage does not represent this information to be accurate and complete, and Hermitage does not accept any responsibility
for the reasonableness of any conclusions based upon such information.
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