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In its strategy, Obuv Rossii invest in
the development of multi-channel and omnichannel trade when the buyer is offered to make
purchases using different channels and tools,
while switching from one channel to another
is “seamless” and the interaction of the client
with the Company’s brand comes to the fore.
Therefore, all the online stores of the Company
are mono-brand stores and are essentially
a continuation of traditional retail networks.
The Company has a branched retail network
across Russia which provides a competitive
advantage of the Company’s online
stores — as a result, Obuv Rossii established
an infrastructure for the delivery of its products
to any region.
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Online store Westfalika
www.westfalika.ru

Online store Westfalika Home
www.home.westfalika.ru

Online store EMILIA ESTRA

Online store Rossita

Online store Lisette

www.emilia-estra.ru

www.rossita.com

Lisette.me
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Development Prospects
of Obuv Rossii
STRATEGIC GOAL OF THE GROUP

To become the leader of
the Russian market in footwear
brand recognition, the level of
retail development, efficiency,
IT-integration and development
of the omni-channel commerce
model; to operate in all cities with
a population of over 100 thousand
people and to significantly increase
Company’s market share.
RUSSIAN SHOE MARKET AND DEVELOPMENT PROSPECTS
Obuv Rossii’s development strategy is supported by the positive
dynamics of the shoe market. According to the forcast of Discovery
Research Group the market in the coming 3-5 years would grow on
average by 4-5% in volume terms and by 6-8% in value. In addition,
the mid-price segment where the Group operates will grow (in 2017,
its share grew by 3%). Consumption will also grow. The level of
consolidation on the footwear market is low; the share of the three
largest players in the mid-price segment is only 4.7%. All this creates
the conditions for active growth, increasing presence of the Group
in the regions and its active participation in the consolidation of
the market.

KEY AREAS OF DEVELOPMENT
▶▶

▶▶

▶▶

▶▶

▶▶

▶▶

Development of the retail network, mainly in the western part of
Russia.
Like-for-like sales increase due to improved technologies, stock
diversification and development of additional services.
Development of own production: increasing the output at
the existing facilities and development of the corporate footwear
sector.
Improvement of the entire value chain: development of unique
product lines, supplier chain development, IT introduction.
Brand recognition enhancement through the launch of national
advertising campaigns and improving their quality and efficiency.
Improvement of the customer experience through the development
of omni-channel sales, introduction of new services and
the development of innovative loyalty program.

MULTI-FORMAT STRATEGY
Business strategy of the Company is based on diversification:
the development of several brands that are targeted at different
groups of people within one price segment. Obuv Rossii is one
of a few companies on the Russian footwear market that has
successfully implemented this strategy.
Since the beginning of 2006, when the Company, in addition to its
core Westfalika network, began to develop a new retail brand of
Peshekhod, Obuv Rossii has followed the diversification strategy.
Today the company operates five retail networks, each having
its unique positioning and a target group. By implementing this
strategy, Obuv Rossii has achieved significant results: it has occupied
a leadership position in the mid-price segment of the market
according to the number of its stores, having become one of the two
largest shoe chains in Russia¹.
The fashion market is a market of non-standard products. Each retail
chain (brand) offers collections for different categories of customers
who prefer different styles. Each brand collections differ in style,
design and perception of buyers.
To reach a large audience of buyers and take a big market share,
global retailers develop several networks with different positioning,
each having its own concept and regular buyers. For example,
Inditex, the world’s largest fashion company, develops nine brands
of retail networks. The major shoe companies, such as Belle (China),
Deichmann (Germany), CCC Group (Poland), follow the diversification
strategy, which allowed them to take a leadership position on their
national markets.
In the medium term, Obuv Rossii intends to develop five retail chains
within the Group and increase its presence in the regions where its
retail is yet poorly represented. This is, first of all, the western part of
Russia. The Group will give priority to opening their own stores.

1 according to Discovery Research Group as of 31.12.2017.
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LIKE-FOR-LIKE SALES INCREASE
Diversification of the stock variety and services is one of the key
components of Group’s strategy. The Company develops the total
look concept when the stock (shoes, bags, accessories) is produced
with the same colours, according to a single design solution, of similar
materials. Such approach makes it possible to stimulate complex
purchases when the customer purchases a whole set of products for
the season at once.
According to the results of 2017, the share of related products in
retail revenues of the Company amounted to 31%. However, there
is still potential for further growth by means of expanding the stock
variety and introduction of new product categories. For example, in
2017, the Company introduced a new line of middle layer clothing.
This category showed a high percentage of sales, so already in
the spring-summer season of 2018, the line was expanded 7 times.
Additional services also help enhance the complexity of purchases
and increase the average ticket. Therefore, the average ticket on
instalments is on average twice the average ticket when the purchase
is made the traditional way. Therefore, the Company will continue to
develop additional services, expanding the list of services available
for buyers.
SHOE MANUFACTURING
In the past two years, Russian footwear production has been
demonstrating positive dynamics. Prospects of production
development are linked to the development of specific niches,
such as working and corporate footwear, as well as casual style
shoes. In addition, opportunities for further growth of production are
connected with the automation of production processes, which makes
it possible to raise labour productivity. During the previous two years,
Obuv Rossii reequipped its production facilities, expanded the cutting
and sewing shop having bought some modern automated sewing
systems, and launched a line for the production of special purpose
shoes. Thereby, the Company has formed the basis for further increase
in production output using the existing capacities. Obuv Rossii will
develop the corporate footwear line. Now the Company cooperates
with the enterprises of financial and food sectors; it will also
expand the range of shoes made using polymer materials, casual
style footwear produced with the help of the moulding technology.
The casual segment has been showing growth during the last
two years in connection with increased demand from buyers.
Therefore, this line is promising.
IMPROVING THE CUSTOMER EXPERIENCE
According to forecasts of the GfK research firm, the main trend,
which will determine the development of retail in the near future,
is the shopping experience and the creation of a unique customer
experience. Given these trends, Obuv Rossii develops omni-channel
sales, an innovative loyalty program (Arifmetika) and introduces new
services2. Obuv Rossii makes a bet on the development of their own
online stores, different channels of communication with its buyers
including social networking and mobile.
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As for the Arifmetika innovative program, it will help expand the set
of available services. This approach allows the Company to build
lasting relationships with customers: according to the results of 2017,
the number of Group loyalty card holders increased by 25% to a total
of 1.95 million persons; now 60% of purchases in retail chains of
Obuv Rossii are made with the use of loyalty cards.
IMPROVING THE VALUE CHAIN
The fact that Obuv Rossii controls all stages of product creation,
from its design to its selling to the end customer is the Company’s
competitive advantage. One of the areas for improvement is
the introduction of new unique lines of footwear and related
products. The Company has its own design center; it also develops
and introduces new materials and technologies for the production of
footwear. As consumer trends change, Obuv Rossii will further expand
its stock variety of more fashionable shoes with interesting design,
as well as collections of the casual sport style shoes. In addition,
the Company plans to improve its IT infrastructure. At the end of
2016, Obuv Rossii started to implement a project of regional data
centers creation. The first one of them began to operate in Khabarovsk
at the end of 2016; in 2018, a data center will be launched in Moscow.
This will allow the Company to increase the mobility, flexibility
and resiliency of the existing IT system and, therefore, to improve
the quality and the speed of business process management, of
the introduction of new services for customers, etc.
BRAND AWARENESS ENHANCEMENT
In this strategy, the Company bets on brands. The Company develops
its entire stock under its own brands. The Group launches branded
marketing campaigns, using all channels of communication,
including digital ones. At present, Obuv Rossii is actively developing
representation of its brands in social networks, including Instagram
feeds. When promoting itself, the Company emphasises targeted
and personalized communication: a multifunctional customer
information centre was created in the structure of the Group to
actively communicate with customers. Such an integrated approach,
when the Company uses various promotion tools and channels,
allows Obuv Rossii to improve recognition of its brands and develop
customer loyalty.
Obuv Rossii will continue to use such a tool as cooperation with
celebrities for the purposes of promotion. This allows the company
to achieve quickly the recognition of brands in new regions, which is
important as the network dynamically grows, and to form a big group
of loyal buyers.

2 Shopping of impressions. GfK review https://www.gfk.com/fileadmin/user_upload/dyna_
content/RU/Documents/Reports/2016/GfK_Rus_Report_Shopping_of_Impressions.pdf
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KEY PERFORMANCE INDICATORS
Indicators

Unit

2016

2017

Rate of indicator
changes (2017/2016)

Revenue

ths. rub

9,965,460

10

8.39

Cost

ths. rub

4,106,332

4,947,993

20.50

Profit from sales

ths. rub

2,329,037

2,300,558

-1.22

Net profit

ths. rub

10.77

1,182,668

1,310,080

Return on sales

%

23.37

21.30

Net profit margin

%

11.87

12.13

2,539,848

2,736,705

EBITDA

ths. rub

EBITDA margin
Revenue per employee

%

25.49

25.34

ths. rub

3,591

4,430

7.75
23.38

Note. The data is given for Obuv Rossii Group base on the consolidated financial statements of OR PJSC according to IFRS

+8.39%

REVENUE,
RUB bln
2017

10.8
9.9

2016
2017

4.9

2017
2016
2017
COST,
2017

2.7

2016
2017
2016
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+20.50%

2.5
4.9
4.1

2016
2017

4.9
4.1

2016

1.2

2016
2016
2017

9.9

2017

1.3

RUB bln

10.8

2016

4.1

2016

2017

EBITDA,
2017 10.8
RUB bln
9.9
2016
2017
2016

+7.75%

1.3
1.2
2.7
2.5

1.3
1.2
2.7
2.5
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RETAIL

In the year 2017, retail shoe chain in Russia grew by 83 stores
including 39 franchise ones.

1993

since

ON THE MARKET

The main retail network of
the Obuv Rossii Group, the brand history
goes back more than 15 years.
Mono-brand Westfalika stores offer
European-style shoes, which is distinguished
by elegance, simple clean design, beauty and
convenience. Westfalika footwear is made
only of genuine leather and fur. Westfalika
creates a topical collection each season with
consideration of the main fashion trends.
Westfalika offers city footwear for every day.

306

98

Chief Designer of the Westfalika brand is
a German designer Thomas Frank, with whom
Obuv Rossii has cooperated since 2011.
He has over 30 years of experience in working
with well-known European brands such as
Peter Kaiser, Ara, Dockers, and Tom Tailor.
In Obuv Rossii Thomas is responsible for
Westfalika brand development and for the
development of new collection concepts.

Since 2010, the spokesperson of
the Westfakabrand is singer Valeriya.
She participates in both advertising
campaigns and the design of new models of
shoes. The Westfalika assortment in stores
includes a line of fashionable shoes under
the Valeriya by Westfalika brand name.
In addition to footwear, Westfalika stores
offer a wide range of related products under
own brands. In the retail space, there are
separate areas for clothing, branded racks for
hosiery, shoe care, foot care products, etc.

3

STORES4

CITIES4

3 including own and franchise stores
4 data as of 31 Dec. 2017
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2006

since

ON THE MARKET

The Peshekhod chain was introduced
to the market in 2006. It consists of
multi-brand shoe supermarkets that offer
a wide range of footwear for various
categories of customers.

2014

since

ON THE MARKET

In summer 2014, Obuv Rossii Group
launched a new shoe network under
the brand name Emilia Estra.

5 including own and franchise stores

51

34

The network stores offer about 2,000 models
of women’s, men’s and children’s footwear
for all seasons and lines. Assortment of
Peshekhod consists of remaining collections
of previous seasons of other monobrand
chains of the Group and shoes under
the Peshekhod brand name.

The target audience of Peshekhod is
20-60 years old people leading an active life
and at the same time want to look stylish
and bright. The network range of products not
only includes stylish, fashionable shoes, but
also classical models for every day.

7

5

Emilia Estra’s target customer group are
young women between the ages of 25 and
30. The main ideas of the brand are
brightness, fashion and singularity.

The products assortment in new stores
consists only of women’s fashionable and
trendy designer genuine leather shoes, as
well as accessories and shoe care products
under the same brand.
In October 2014, Emilia Estra online store
began to work:
www.emilia-estra.ru

5

STORES6

5

STORES6

CITIES6

CITIES6

6 data as of 31.12.2017
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1992

since

ON THE MARKET

The Rossita brand has been on
the market since 1992, in the Obuv Rossii
Group — since September 2014.

2002

since

ON THE MARKET

The Lisette brand was introduced to shoe
market in the year 2002; it became part
of the Obuv Rossii Group in September
2014.

6 including own and franchise stores
7 data as of 31.12.2017
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32

14

Rossita includes stores offering European
shoes with a wide range for the whole
family: stylish shoes — for women, practical
footwear for men, and comfortable —
for children. The Rossita retail network
offers models of not only leading European
and Russian brands, but also models under
the same brand.

For the first time, the Rossita collection of
women’s shoes was presented in the spring/
summer season of 2015. Now it comprises
30% of the women’s product range of
the footwear network.
In October 2015, the rossita.com online store
started to operate.

106

64

They are small cozy shoe showrooms
designed in the same style. Lisette is the
French style in footwear design: sophisticated,
easy and feminine. Lisette creates unique
collections for every season. Varied decor:
perforation, contrasting stitching, hems,
and appliqués distinguish the collections
under this brand and make each model
expressive, emphasizing corporate identity.

To create a harmonious and unique image,
Lisette stores offer handbags and other
accessories that perfectly go with the shoes.
In the year 2017, online Lisette store
lisette.me was launched.

5

STORES6

CITIES6

6

STORES7

CITIES6

Obuv Rossii Group
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BRANDS DEVELOPING IN THE SHOP-IN-SHOP FORMAT

S-TEP
This brand of men’s and women’s
comfortable shoes was introduced on
the market in 2000. It became part of
the Obuv Rossii Group in 2015, when, as
a result of an M&A transaction, the shoe
factory producing shoes under this brand
name was included in the Group.
S-TEP shoes are manufactured using
a progressive German moulding technology.
It allows producing solid, light and
comfortable shoes, which is suitable for both
everyday wear and for recreation.
The lasting moulding construction method,
non-slip nonfreezing outsole, natural
materials, and peculiar design are the main
distinctive features of S-TEP shoes. A design
center works to develop S-TEP collections
at the factory in the Novosibirsk region.
They also produce the whole range of S-TEP
footwear there.
The S-TEP brand is presented in the shop-inshop format in retail networks of the Group.
A significant amount is also supplied to
wholesale customers.

20

Obuv Rossii Group

All.go
All.go is a new casual brand, which appeared
on the market in the spring of 2014.
Initially, the collections of All.go consisted
only of models for summer, beach and
garden shoes made of an ultra-light EVA
material. In 2015-2017, walking shoes, demiseason winter boots, winter snow joggers and
cast boots manufactured using EVA appeared
in the assortment. Some of the All.go shoe
models are made at own production site of
Obuv Rossii in Novosibirsk. The of All.go brand
is developed in the shop-in-shop format and
its products are mainly sold through other
retail chains of the Group.

Snow Guard
Obuv Rossii entered the market of outerwear
with the Snow Guard brand in July 2014.
Initially the collection included only the winter
range, but in 2015-2017 the company
expanded the range and divided outer
garments into different categories: now
the stores offer light cloaks and coats for
early autumn, light jackets with padding
polyester and puffer jackets. Thus, the Group
became more professional in working
with the outerwear category; it expanded
the season limits which helped it increase its
revenue and the group of buyers.
The concept of the Snow Guard brand is
the creation of practical and trendy solutions
using modern innovative technologies.
These are clothes for modern active people
wanting to look stylish even in cold weather.
The Snow Guard brand is developed in
the shop-in-shop format in retail networks
of Obuv Rossii. Each store is equipped with
a separate area for clothing, which is usually
located in the center of the selling space next
to the cash register area.
In 2017, sales of clothing increased by
25 per cent, their share in retail revenues
amounted to 14.5%.
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RELATED PRODUCTS UNDER OWN BRANDS

>

5,000

SKU

RELATED PRODUCTS

31

%

Since 2010, Obuv Rossii has been developing
related products under own brands.
Today, there are more than 5,000 SKU of
related products: bags, leather products,
shoe care products, a specialized line of care
products for feet, and hosiery. Annual revenues
in this line are growing: in 2017, the sale of
related products (taking into account clothing)
increased by 7%, their share in the retail
revenues amounted to 31%.
Some branded zones for related products were
created in retail network stores that are part of
Obuv Rossii Group. These zones are fitted with
special point of sale equipment.
In 2017, Obuv Rossii included a new product
category in the assortment of stores —
middle layer clothes (sweaters, cardigans, and
turtlenecks). In the autumn-winter season, pilot
sale of this line of 150 SKU started.

The new range was demanded by the buyers:
the percentage of sale of this category
exceeded 90%. Given the successful sales
experience, Obuv Rossii expanded the middle
layer clothing line 7 times in the springsummer collection of 2018.
Diversification of the product range is
one of the most important components
of the Company’s business strategy.
Related products under private label are
promising and show annual growth of
sales. In addition, it’s a high-margin product
category providing for not only revenue
increase but also for profit. Diversification
of the range also allows the company
to increase average ticket, to stimulate
purchases and to enhance customer loyalty.

SHARE
IN THE RETAIL REVENUES
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OMNI-CHANNEL SALES AND E-COMMERCE
Obuv Rossii entered the e-commerce market in March 2014.
Now the company operates five online stores: Westfalika.ru,
Emilia-estra.ru, Westfalika-home.ru and Rossita.com, Lisette.me.
In 2017, sales in e-commerce increased by 56%, their share in retail
revenue reached 10%.
Over the past two years, the range of products in online sites of
Obuv Rossii grew considerably: now it includes shoes, clothing,
various accessories and related products. For example, there are over
5,000 SKU at the Westfalika.ru online store.
In its strategy, Obuv Rossii invest in the development of multichannel and omni-channel trade when the buyer is offered to make
purchases using different channels and tools, while switching from
one channel to another is “seamless” and the interaction of the client
with the Company’s brand comes to the fore. Therefore, all the online
stores of the Company are mono-brand stores and are essentially
a continuation of traditional retail networks.
An important trend that will determine the direction of e-commerce
development in the near future is growing mobilization. In this regard,
in 2017, the Company launched updated mobile versions of its
Westfalika.ru and Rossita.com on-line stores. This allowed for a boost
in mobile sale: in 2017, the number of requests issued through mobile
devices increased 2.6 times.

CHANNELS OF COMMUNICATION WITH PURCHASERS
(multi-channel marketing)
Online store

Ofline store

Call Center

Social

E-mailing,
mass texting

networks

Arifmetica,
innovative
loyalty programme
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NUMEROUS WAREHOUSES
The Company has a branched retail
network across Russia which provides
a competitive advantage of the Company’s
online stores — as a result, Obuv Rossii
established an infrastructure for the delivery
of its products to any region. It makes it
possible to reduce logistics costs, to offer
buyers the service of pick up from outlets
(it now comprises 90% of all purchases
in online stores) and, in general, solve
the tasks of prompt delivery of the goods
more effectively. Each of the Company’s
stores performs the function of a miniwarehouse and a pickup point. Customers of
Obuv Rossii’s e-shops are also offered other
delivery options: delivery via courier services
(SDEK and DPD) and via Russian Post.

MARKET
OVERVIEW

TRADITIONAL
ONLINE STORE

Storehouse

Courier
service

Purchaser

CONTACT CENTER
The Company created a multifunctional
centre for information support and order
processing. It works 7 days a week from 7am
to 10 pm Novosibirsk time providing serves
to clients from all regions of Russia. The call
center employs 20 specialists processing
each more than 100 incoming calls per day
on average.
Obuv Rossii has a unified order management
system, i.e. data on all orders from any
on-line stores of the Company are received
and processed in a single database; and
operation of the call center is automated
based on CMS 1C-Bitrix.
To communicate with its clients, Obuv Rossii
uses various channels, including both
traditional — offline stores, catalogues,
etc., and new — email-newsletters, social
networks, etc. This allows the Company
to make interaction with the brand most
comfortable for the customers: they can
choose the channel of interaction, which is
convenient to them at any given time.
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ONLINE STORE
OBUV ROSSII

Warehouse

Purchaser
self-pickup

Warehouse

Courier
service

Courier
service

Purchaser

Purchaser

Purchaser
self-pickup

A SINGLE SYSTEM OF ORDER MANAGMENT

8-800

CMS 1C BITRIX

Order processing
in the Call Center

1C Obuv Rossii
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FINANCIAL SERVICES
Financial services for customers are one
of Obuv Rossii’s key activities. In 2007,
the Company was the first one on the shoe
market to offer a program of consumer
crediting. Then, in 2009, Obuv Rossii
started their own lending to customers and
introduced the service of buying shoes with
payment by instalments. Since the beginning
of the project, over 1 million customers have
purchased shoes using this programme,
every second of them took advantage of
the service again. In 2017, instalment sales
totalled RUB4.54 bln.
Later, the list of services was expanded: in
summer 2012, Obuv Rossii started to extend
cash loans to its customers who had already
purchased shoes on an instalment plan
and successfully fulfilled their obligations
to the Company. Most customers borrow
up to the salary and for current consumer
needs. The microfinance line makes
a substantial contribution to the earnings
of the Company. According to the results
of 2017, the cash loans amounted to
RUB3.43 bln, the Company’s interest income
was RUB1.5 bln, which makes 13.89% of
the Company’s revenues.
The projects are managed by a team
of over 100 managers with experience
in working in banks.

24

Obuv Rossii Group

A group for retail lending was created in
the structure of the financial services, as well
as an analytical support group, and a group
of financial security. The Company has
developed its own IT system which makes it
possible to register and support instalment
contracts and cash loan contracts online.
The scoring system is regularly improved.
ARIFMETIKA FINANCIAL SERVICES
SYSTEM
The Arifmetika system started to operate
in Obuv Rossii networks in summer 2015.
Platezhny Standart credit organization is
the system operator (license of the Central
Bank of the Russian Federation for transfers
without opening an account No. 3530-K of
28 January 2015) which is a member of
Obuv Rossii Group.
Initially, the customers were offered a service
of payments at the cash register for different
services: Internet, mobile communications,
etc. Later on, Obuv Rossii united all of
the loyalty programs operating in the retail
networks of the Group into a single
cumulative discount system on the basis of
Arifmetika. In 2016, an eWallet service began
to operate; in the summer of 2016, a prepaid
Arifmetika MasterCard was issued, to which
cash loans are credited.

According to the results of 2017, the number
of loyalty cardholders in Obuv Rossii’
networks increased by 25% to a total of
1.95 mln people. 60% of them do repeated
purchases.
The development of financial services is
a worldwide trend in retail when stores
do not just offer merchandise, but are
transformed into universal service companies.
Such trends can be seen on more advanced
Russian retail markets, such as mobile retail.
New services make it possible to increase
traffic to the stores; they stimulate crossselling, increase customer loyalty and, as
a result, improve efficiency and profitability of
the business.
In 2017, Obuv Rossii launched the services
of receiving online payments by instalments
contracts and cash loans through the services
of Sberbank PJSC, including Sberbank-online.
The service started to operate throughout
the network in June. In December, the share
of online payments reached already almost
3%. In 2018, the Company plans further
expansion of the possibilities of remote
payments, including the introduction of online
payment using the Arifmetika card.

Annual Report 2017

ABOUT
THE COMPANY

STRATEGIC
REPORT

MARKET
OVERVIEW

CORPORATE
GOVERNANCE

INFORMATION
FOR SHAREHOLDERS

MANUFACTURE OF FOOTWEAR
Obuv Rossii’s production site is located in
the Novosibirsk city and the Novosibirsk
Region. Currently, Obuv Rossii produces
shoes using all major shoe construction
types: cement, injection moulded, combined
(stitching and gluing) and high-temperature
vulcanization. The Company mainly
manufactures a footwear range of casual and
semi-sport style. In 2016, Obuv Rossii entered
also the market of working and special
purpose footwear and opened a separate
production line.
The manufacturing facilities of Obuv Rossii
are one of the most advanced in terms
of technology and equipment used in
our country. The Obuv Rossii enterprise is
characterized by a high degree of automation
and the use of state-of-the-art high-tech
equipment: computerised shoe design
systems, NewLast and Orisol automated
shoe cutting and tailoring systems, and high
performance Desma injection moulding
machines. The injection moulding machine
installed at the factory is unique for Russia.
It is peculiar because the material for
the shoe sole is poured in the liquid form into
the mould and congeals in direct contact with
the leather. As a result, the sole bonds with
the shoe upper at the molecular level.
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In the spring of 2017, Obuv Rossii
reconstructed its assembly shop and
combined on one site in Berdsk the shoe
assembly, which is made using the cement,
combined glue and stitching method as
well as the high-temperature vulcanization
construction method. For this purpose,
the Company transported a conveyor shoe
assembly line using the cement construction
method from leased premises in Novosibirsk
to its own facility in the town of Berdsk.
Having combined the shops, the Company
optimized the technological process which
will allow it to perform all works faster and
with less effort. The joint assembly shop was
located by the Company in a new facility
acquired by Obuv Rossii in autumn 2016
(the Company expanded its production
area in Berdsk 1.5 times: from 3.8 to
5.8 thous. sq. m.).
Since the spring of 2014, an automated
production system has been operated in
Novosibirsk to manufacture footwear of EVA
(ethylene vinyl acetate polymer material).
The production system makes it possible
to have a complete cycle of footwear
production, including moulding in press forms,
lasting, etc. In 2017, Obuv Rossii significantly
expanded the range of its shoes made of

an ultralight EVA material and produced at
the factory in Novosibirsk, launching more
than 20 new models. To manufacture them,
new technologies and materials were used:
production of boots with EVA galoshes using
the all cast technology, a combination of EVA
and textile materials.
The Obuv Rossii Group actively cooperates
with research institutions and specialized
universities for the testing and development
of new materials and inventions patenting.
A key partner in this activity is the
Novosibirsk Institute of Technology (branch)
of the Moscow State University of Design
and Technology. Recent projects include
the development of wearing surface of
the sole and heel with antislip properties, sole
material testing for wear resistance.
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RISKS RELATED TO THE ACQUISITION OF THE PLACED EMISSION SECURITIES
OR PJSC is a member of Obuv Rossii Group
and is a holding company that consolidates
the assets of operation companies
of the Group. The main type of activity of
Obuv Rossii Group is retail sale and wholesale
of footwear. Thus, the activity of OR PJSC is
exposed to risks that are specific to the whole
Obuv Rossii Group. That’s why description
of risks to which the activity of the Group,
as a whole, and of OR PJSC, in particular, is
exposed will be given below in this section.

THE POLICY OF OR PJSC IN THE AREA
OF RISK MANAGEMENT
The policy of OR PJSC in the area of risk
management is the permanent control of
all the business processes of activity of
Obuv Rossii Group, the monitoring of arising
risks and problems, their analysis and
prevention in the future.

In addition, the marketing subdivision of
Obuv Rossii Group permanently monitors
and analyses the activity of its competitors
and performs comparative analysis of their
positions.
The financial subdivision analyses risks
related to the financing of activity of
Obuv Rossii Group. The objectives of work
with financial risks are as follows: to minimize
the possible liquidity gaps, to reduce
the weighted average cost of financing
the activity, and to optimize the financial
flows inside the Group.

moderately tough money-and-credit policy in
2016 and 2017. Changes in the foreign-policy
and foreign-economic situation can have
a negative impact on the results of financialand-economic activity of Obuv Rossii Group,
but the deterioration of the situation in
the industry of the company will have no
substantial impact on the performance of
obligations related to the placed securities.
In addition, in order to mitigate the impact
of the foreign-economic uncertainty and
dependence on the external markets,
Obuv Rossii Group cooperates and plans to
further cooperate with suppliers from Russia
and from the countries that are not under
economic sanctions (such as China), as well
as has made a decision to expand its own
production of footwear.
The most important, according to OR PJSC,
possible changes in the industry (separately
on the internal and external markets):

On the internal market:
OR PJSC performs its activity on the territory
of the Russian Federation. That’s why
the industry risks related to the activity
of OR PJSC mainly arise in performing
the activity on the internal market.
The following major risks of the activity
of OR PJSC and of the Group, related to
the possible deterioration of the situation
in the industry (including the major possible
changes) can be given:
▶▶ Reduction of income of the population.
▶▶ Foreign retail chains entering the market.
▶▶ Increase of expenses: electricity cost, rental
rate growth, etc.
▶▶ Unfavorable changes in the legislation and
taxation.
▶▶ Growth of purchase prices of suppliers.

INDUSTRY RISKS
The influence of the possible deterioration of
the situation in the industry of OR PJSC on
its activity and its performance of obligations
related to securities is described. The most
important, according to OR PJSC, possible
changes in the industry (separately for
the internal and external markets), as well as
the supposed actions of OR PJSC in this case,
are given:
The dynamics of income of OR PJSC and
Obuv Rossii Group, that perform activity in
the industry of retail sale of footwear to
the population, is substantially determined
by the level of customer demand, which
makes the financial position of OR PJSC and
Obuv Rossii Group, in particular, dependent
on the level of income of the population.
While the level of foreign policy and
foreign-economic uncertainty remains quite
high, we can see a revival of economic
activity in Russia against the background of
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On the external market:
Obuv Rossii Group cooperates with suppliers
from China and Europe. The main risk on
the external market is the increase of
purchase prices by foreign suppliers. OR PJSC
deems the impact of this risk on the activity
results insignificant.
The supposed actions of OR PJSC in this case
are as follows:
On the internal market:
In order to reduce the unfavourable
development of the situation in the industry,
OR PJSC and Obuv Rossii Group performs and
plans to further perform:
▶▶ Activity to improve the logistic schemes,
aimed at the reduction of expenses
and the increase of the production rate,
introduction of new technologies and
automation of process operations;
▶▶ Activity aimed at the improvement of
the assortment of the retail chain in order
to establish and maintain the image;
▶▶ Diversification of the supplier database
that allows Obuv Rossii Group not to
depend on the growth of prices of
individual suppliers;
▶▶ Monitoring of prices.
On the external market:
In case of substantial increase of prices for
import supplies from abroad, OR PJSC and
Obuv Rossii Group will have to look for new
suppliers abroad or in the Russian Federation,
or to increase the trade margin.
Risks related to the possible changes of
prices for raw materials and services used
by OR PJSC in its activity (separately on
the internal and external markets) and
their influence on the activity of OR PJSC
and performance of obligations related
to securities:
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On the internal market:
Obuv Rossii Group has long-term
partnership relations with suppliers
based on the conscientious performance
of all contractual obligations. In case of
deterioration of the macroeconomic situation
to the critical level, a drop in the purchasing
power of the population and reduction of
prices for the products, there is a risk that
the purchase prices will grow. However,
according to OR PJSC, the total growth of
purchase prices will not exert substantial
influence on the activity of Obuv Rossii Group
and on the performance of obligations related
to securities by OR PJSC, since Obuv Rossii
Group works in different price segments,
and footwear is on the first place after food
products in the list of basic consumer goods,
that’s why the risk of a substantial drop in
sales is unlikely.

On the internal market:
The level of prices for products of Obuv Rossii
Group has a direct impact on financial
results of activity and on the opportunity
to generate free cash both of OR PJSC and
Obuv Rossii Group as a whole. Store chains
of Obuv Rossii Group are clearly targeted
at certain audiences of customers and are
within different price segments of the market:
Westfalika — the mid-price segment,
Peshekhod Footwear Factory — a footwear
discounter. That is why a substantial
reduction of the level of prices for products
of Obuv Rossii Group in the medium term is
not expected. Taking into account the above,
changes of prices for products sold by
Obuv Rossii Group will have no substantial
impact on the activity of OR PJSC and on
the performance of its obligations related to
securities.

On the external market:
Obuv Rossii Group cooperates with more than
40 suppliers from Russia, Europe and China.
In case the foreign suppliers substantially
increase their prices, Obuv Rossii Group
will have to look for alternative suppliers
abroad or in the Russian Federation or to
increase retail prices. The above risks will
exert no substantial impact on the activity of
Obuv Rossii Group and on the performance of
obligations related to securities by OR PJSC.
Risks related to possible changes of prices
for products and/or services of OR PJSC
(separately on the internal and external
markets) and their impact on the activity
of OR PJSC and performance of obligations
related to securities:
The risk of reduction of prices for services of
OR PJSC can have an impact on the following
financial indicators: profit, financial liquidity, as
well as the business reputation of OR PJSC.

On the external market:
OR PJSC and Obuv Rossii Group do
not perform the export of products on
the external market, that’s why risks for
the external market are not described.
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COUNTRY AND REGION RISKS
Risks related to the political and economic
situation in the country (countries) and region,
in which OR PJSC is registered as a taxpayer
and (or) performs main activity, provided
that the main activity of OR PJSC in such
country (region) brings 10 and more percent
of income for the last completed reporting
period before the date a prospectus of
securities is approved:
OR PJSC is registered on the territory of
the Russian Federation. Today the federal
chain of footwear stores of Obuv Rossii
Group includes over 452 stores in 100 cities
in Russia. OR PJSC shares the view of most
analysts who forecast that in the medium
term the previous course of economic,
political and other reforms implemented in
the country will be continued.
The sovereign ratings of Russia were last
changed in March 2017. The international
rating agency of Standard & Poor’s
confirmed the sovereign credit rating of
Russia at the level of ВB+, with the forecast
being “positive”. According to the agency,
the positive forecast means that S&P
can increase the credit rating of Russia, if
the Russian economy goes on adapting to
the relatively low oil prices, and the amount
of the net public debt remains small.
Negative changes in the economic and
political situation in the regions, according
to OR PJSC, can only be caused a serious
economic downturn of the nationwide
production in the Russian Federation,
the likelihood of which is estimated to be
insignificant. OR PJSC bears no specific risks
related to the political and economic situation
in the regions, in which OR PJSC is registered
and performs its activity.
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Supposed actions of OR PJSC in
the case of a negative impact of
the changed situation in the country
(countries) and region on its activity:
In the case of a negative impact of
the changed situation in the country and
region in which OR PJSC and Obuv Rossii
Group perform their activity, OR PJSC plans to
reduce the self-cost of realization, reduce the
period of turnover of receivables and stock,
and to increase the trade margin.
Risks related to possible military conflicts,
the announcement of the state of emergency,
and strikes in the country (countries) and
region in which OR PJSC is registered as
a taxpayer and (or) performs its main activity:
The social situation in the regions, in which
OR PJSC is registered as a taxpayer and/or
performs its main activity, is characterized
as quiet, there are no pronounced ethnic
conflicts or religious extremism, that’s why it
is possible to perform business activity in the
region with minimal social-and-political risks.
In this context, the probability of military
conflicts, the announcement of the state of
emergency, and strikes on the territory of
the company’s activity are estimated to be
extremely insignificant.

Risks related to the geographic
features of the country (countries) and
region, in which OR PJSC is registered
as a taxpayer and (or) performs its
main activity, including those with
the higher hazard of natural disasters,
possible termination of transportation
due to remoteness and (or) isolated
location and the like:
Regions of activity of OR PJSC and
Obuv Rossii Group have no geographic
features that can create a higher hazard
of natural disasters or to create the
termination of transportation, that is why
the corresponding risks are estimated as
minimal. Overall, OR PJSC deems that
in the medium term the possibility of
a substantial negative impact of country
and region risks on its activity and on
the performance of its obligations is unlikely.
The above risks are of nationwide character;
their forecast, estimation and prevention
are implemented by corresponding state
organizations. However, Obuv Rossii Group,
in its turn, is ready to take actions to develop
and implement certain anti-crisis measures
aimed at the mobilization of business
and minimization of the negative impact
of the above country and region factors,
if necessary.
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FINANCIAL RISKS
If one of the several financial risks listed
below arises, OR PJSC will take all possible
measures to minimize the negative
consequences. Parameters of the measures
taken will depend on theчfeatures of
the situation in every particular case.
OR PJSC is not able to guarantee that
the actions aimed at the overcoming of
the arising negative changes can result in
the improvement of the situation, since
the described factors are beyond the control
of OR PJSC.
The exposure of OR PJSC to the risks related
to changes of interest rates, exchange rate of
foreign currencies, in relation to the activity
of OR PJSC or in relation to the hedging
performed by OR PJSC in order to reduce
unfavourable consequences of the impact of
the above risks:
Negative changes of the money-and-credit
policy in the country, of the currency rate,
and the increase of interest rates for the
money raised, as well as the significant
escalation of inflation can result in the growth
of expenses of OR PJSC and Obuv Rossii
Group as a whole, and, consequently, have
a negative impact on the financial results
of their activity. OR PJSC does not perform
the hedging of risks.
Exposure of the financial status of OR PJSC,
its liquidity, sources of finance, results of
activity and such to changes of the currency
rate (currency risks):
Currency rate change risk:
OR PJSC and Obuv Rossii Group are exposed
to the impact of financial risks related to the
fluctuation of the exchange rate of foreign
currencies, due to the cooperation with
foreign suppliers. The further behaviour of
the ruble rate will depend on the two main
factors: the policy of the Central Bank of
the Russian Federation and the dynamics of
world prices for oil. OR PJSC can respond to
the negative fluctuation of the Russian ruble
exchange rate towards foreign currencies
by means of changing its principles of work
with suppliers and a closer cooperation with
the Russian partners.
Interest rate change risk:
In order to minimize this risk, the
management of Obuv Rossii Group performs
the effective management of the structure
of the raised money. It should be taken into
account that some part of the interest rate
change risk cannot be fully neutralized, as
the above risks are largely beyond the control
of activity of OR PJSC and depend on
the general economic situation in the country.
Annual Report 2017

Supposed actions of OR PJSC in the case
of a negative impact of fluctuation of
the currency and interest rates on the activity
of OR PJSC.
The management of Obuv Rossii Group
takes all the necessary actions to reduce
the impact of fluctuation of the currency
and interest rates, for example it performs
the required management of the structure of
the money raised and implements a policy
aimed at the reduction of obligations
expressed in foreign currencies, maintaining
the high level of ruble obligations at
the same time.
Supposed actions of Obuv Rossii
Group in the case of a negative impact
of fluctuation of interest rates on
the activity of Obuv Rossii Group:
▶▶ Reconsideration of the investment policy in
order to reduce the durations of loans;
▶▶ Prolongation of the existing credits
and loans, if their rates are lower that
the market ones;
▶▶ Optimization of settlements with creditors
in order to prolong the periods of maturity.
In the case of a sharp increase of interest
rates for the borrowed money, it is planned
to reconsider the structure of distribution
of the obtained money with account of
the priority financing of areas with the higher
return on equity. That is why the growth of
interest rates shall not substantially influence
the paying capacity of Obuv Rossii Group in
the short term.
Supposed actions of OR PJSC in the case of
a negative impact of fluctuation of currency
exchange rates on the activity of OR PJSC:
In the case of negative changes of
the currency exchange rate for OR PJSC,
OR PJSC plans to optimize the expense
portion of the activity, as well as to reconsider
the structure of financing. OR PJSC believes
that the taking of a number of actions in
response to the deterioration of the situation
on the currency market and the capital
market, i.e. the reconsideration of plans of
raising funds and investment expenses, will
exert a positive impact on the preservation of
profitability and financial status of OR PJSC.
It should be taken into consideration that
the above risks are, to a greater extent,
beyond the control of activity of OR PJSC and
depend on the general economic situation in
the country.
Possible impact of inflation on the payments
on securities, critical values of inflation
(according to OR PJSC), as well as supposed
actions of OR PJSC to reduce the above risk:

According to the forecast by the Government
of the RF, the inflation rates will be stable in
the immediate future. In 2013, the inflation
rate was 6.5%, in 2014 it was 11.4%, in
2015 it was 12.9%, in 2016 it was 5.4%,
in 2017 it is forecast to be about 4-5%.
OR PJSC believes that the inflation rate will
further be forecastable and controllable.
At the current moment, the inflation rates are
not substantial for the activity of OR PJSC
and Obuv Rossii Group. High inflation rates
can have a negative impact on the paying
capacity of OR PJSC. A substantial excess
of real inflation indicators over the forecasts
by the government of the RF will result in
the growth of expenditures of OR PJSC and
Obuv Rossii Group for the performance of its
main economic activity and, consequently,
can result in the decrease of profitability
indicators.
According to OR PJSC and Obuv Rossii
Group, the range of the inflation rate within
which it can have difficulties in performing
its obligations is higher than the inflation
value forecasted by the Ministry of Finance
of the RF for 2017 and is within 20-25%.
If the inflation value exceeds the above
critical values, OR PJSC will reconsider its
investment policy and to reduce the durations
of loans, take measures to increase the trade
price, and perform measures to reduce
internal costs.
Indicators of financial statements of
OR PJSC that are most likely to change
under the influence of the above financial
risks. Risks, likelihood of their occurrence,
and the character of changes in financial
statements:
The indicators of financial statements of
OR PJSC and the Group that are most likely
to change under the influence of the above
financial risks are profit and revenue. The risks
(inflation, growth of interest rates) that have
an impact on the above indicators of financial
statements of OR PJSC and the probability
of their occurrence are estimated by OR PJSC
as low. The changes in the statements are
insignificant.
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LEGAL RISKS
Legal risks are also determined by
the drawbacks residing in the Russian legal
system and the Russian legislation, which
result in the atmosphere of uncertainty in
the field of investments and commercial
activity.
Russia continues to develop the legal base
that is required to maintain the market
economy.
Legal risks related to the activity of
OR PJSC (separately for the internal
and external markets):
Internal market and external market:
OR PJSC does not export goods, works or
services. On the whole, the risks related to
the activity of OR PJSC are typical for most
entities in entrepreneurial activity operating
on the territory of the Russian Federation.
Legal risks, first of all, include risks of collision
(controversy) and ambiguity of interpretation
of legal norms, as well as the introduction
of legal restrictions in the area of activity of
enterprises of Obuv Rossii Group.
Risks related to the changes of
currency regulation:
Internal market and external market:
Changes of currency regulation do not exert
a substantial impact on the activity of
OR PJSC.
Risks related to the changes
of tax legislation:
Internal market:
Since the Government of the RF takes
measures to reduce the taxation burden,
the tax risks of OR PJSC shall be considered
as minimal, within the activity of
a conscientious taxpayer.
However, the activities of Obuv Rossii Group
and OR PJSC can be negatively impacted by
the following changes:
▶▶ Amendments or supplements to
the legislation acts on taxes and duties,
concerning the increase of tax rates;
▶▶ New types of taxes.
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These substantial and other changes
in the taxation legislation can result
in the increase of tax payments and,
consequently, in the decrease of net profit
of Obuv Rossii Group. Russian legal entities
effect substantial tax payments on a large
number of taxes. These taxes, for instance,
include:
▶▶ Profit tax;
▶▶ Value added tax;
▶▶ Social and pension payments;
▶▶ Property tax.
All the above taxes can be changed, but even
further reforms of the Tax Code of the RF
can fail to result in the substantial reduction
of the tax burden in Russian and the
establishment of a more effective taxation
system; on the contrary, new measures can
be taken to maintain the collection of taxes.
Thus Obuv Rossii Group and OR PJSC can
be forced to pay much higher taxes, which
can exert a substantial negative impact
on the results of the operation activity of
Obuv Rossii Group and OR PJSC. With that,
general legal risks resulting from the general
features of the Russian taxation legislation,
such as the absence of sufficient specification
and a single law enforcement practice, are
typical of the activity of OR PJSC.
External market:
Risks related to changes of taxation
legislation on the external market are
estimated as minimal by OR PJSC. But in
raising funds on the external markets,
OR PJSC is subject to risks of changes of
the taxation legislation of foreign countries.
But currently the Russian Federation
has a large number of agreements for
the avoidance of double taxation, which
makes it possible to minimize the negative
impact of changes of foreign legislations.
In any case, OR PJSC will take all
the necessary measures to perform activity in
full compliance with the novelties.

Risks related to changes of rules
of customs control and duties:
Since suppliers of Obuv Rossii Group include
suppliers from Europe and China, there is
a risk of related to changes of customs
control and duties. If these rules are
tightened, Obuv Rossii Group will take all
the necessary measures to observe the new
requirements.
Risks related to changes of
requirements to the licensing of
the main activity of OR PJSC or
the licensing of rights of use of
objects whose turnover is limited
(including natural resources):
The above risks are not present on the
internal and external markets, since the main
activity of OR PJSC is not subject to licensing.
And OR PJSC does not use objects whose
turnover is limited in its activity.
Risks related to changes of the court practice
on the issues related to the activity of
OR PJSC (including on the issues of licensing)
that can have a negative impact on the
results of its activity, as well as on the results
of the ongoing court proceedings in which
OR PJSC takes part:
The above risks are not present on
the internal and external markets, since there
is no settled court practice on the issues of
activity of OR PJSC and OR PJSC does not
take part in any ongoing court proceedings as
a defendant or in any other court proceedings
that are likely to have a negative impact on
its financial-and-economic status.
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RISK OF LOSS OF GOOD WILL (REPUTATION RISK)
Risk of OR PJSC losses resulting from
the reduction of the number of clients
(counterparties) due to the formation of
a negative image of the financial stability,
financial status of OR PJSC, the quality of its
products (works, services) or the character of
its activity as a whole:

Obuv Rossii Group is exposed to the risk of
loss of good will due to the possible reduction
of the quality of the realized goods, which
has an indirect impact on the above risk of
OR PJSC itself. For the preventive purposes,
structural subdivisions were created and are
successfully functioning, that are specializing

in the control of the operation activity
of the Group enterprises, purchases and
suppliers, analysis of work with clients, and
that reveal the weak points of the business
processes requiring additional development
and improvement for the subsequent
increase of the customer satisfaction.

organizational measures (managerial
decisions) that are to provide the reaching of
strategic objectives of activity of OR PJSC:
As a strategic risk, OR PJSC considers the risk
of losses resulting from errors (drawbacks)
made in the making of decisions that
determine the strategy of activity and
development and expressed in the insufficient
account of possible drawbacks of activity of
OR PJSC, wrong or insufficiently substantiated
determination of future directions of activity,
absence or insufficient provision of required
resources and organizational measures

that are to provide the reaching of strategic
objectives of activity of OR PJSC.
The management of Obuv Rossii Group
permanently monitors the reaching of main
objectives and parameters of strategic
development, controls the performing of main
business objectives and the implementing
of strategic initiatives, makes it possible to
identify the factors of strategic risk inside
and outside Obuv Rossii Group and to take
prompt measures in order to mitigate their
impact on the business.

STRATEGY RISK
Risk of OR PJSC losses resulting from errors
(drawbacks) made in the making of decisions
that determine the strategy of activity
and development of OR PJSC (strategic
management) and expressed as a lack of
account or insufficient account of possible
hazards that can threaten the activity of
OR PJSC, wrong or insufficiently substantiated
determination of future directions of activity
in which OR PJSC can have an advantage
over its competitors, absence or insufficient
provision of required resources (financial,
material-and-technical, human) and

RISKS RELATED TO THE ACTIVITY OF OR PJSC
Risks peculiar to OR PJSC or related
to the main financial-and-economic
activity performed by OR PJSC:
Risks related to the activity of OR PJSC are
typical of most entities of entrepreneurial
activity working on the territory of the Russian
Federation and can be considered as
countrywide.
Risks related to the ongoing court
proceedings in which OR PJSC takes
part:
Since there are no court proceedings in
which OR PJSC is a defendant, there are no
such risks.

Risks related to the inability to extend
the license of OR PJSC for a certain
type of activity or for the use of objects
whose turnover is limited (including
natural resources):
There is no such risk, since the main activity
of OR PJSC is not subject to licensing,
and OR PJSC does not use objects, whose
turnover is limited, in its activity.
Risks related to the possible liability
of OR PJSC for the debts of the third
parties, including subsidiary companies
of OR PJSC:
There is a risk related to the liability of
OR PJSC for the obligations issued on
behalf of the third parties as security,
including those for the debts of subsidiary
companies. The factors that can result
in the non-performance or the improper

performance of such secured obligations
were not present at the moment such
obligations were issued; according to
OR PJSC, there are no such risks as of
the current date. Obligations are performed
by the third parties and subsidiary companies
in a timely manner and to the full extent.
Risks related to the possibility to lose
customers, with which the turnover is
at least 10 percent of the total revenue
from the sale of products (works,
services) of OR PJSC:
Risks related to the possibility to lose
customers, which the turnover is at least
10 percent of the total revenue from the sale
of products (works, services) of OR PJSC, are
estimated by OR PJSC as insignificant.
There are no other risks related to the activity
of OR PJSC, according to OR PJSC.

BANK RISKS
No information is provided, since OR PJSC is not a credit organization.

Annual Report 2017

Obuv Rossii Group

31

