Interview

Riding out the
Russian storm

Stephen Polakoff is general counsel to
one of Russia’s newest energy players
— Integra Group. He tells Jeffrey
Forbes that his company and others
in Russia have had to take some hard
structural decisions in the current
financial crisis — but deals are still

being done

he financial crisis has
arguably been more
of a rollercoaster ride
in Russia than in any

other European jurisdiction. In

the early part of autumn last

year, it looked like the Bear

was awakening from the global

recession and beginning

to take on a more

bullish aspect. But

by November, the

economy was on

the slide again,

specifically in the

manufacturing

sector.

Nonetheless,

the one area on

which experts

have been

pinning their

hopes is the

commodity

sector and more

specifically

Russia’s massive

energy industry.

Hammering

home the

point,

Elena Titova, president and
chairwoman of the executive
board at the Moscow office
of bankers Morgan Stanley,
commented in early December:
‘The [economic] downturn
clearly demonstrated the
Russian economy still hinges
on commodity markets. As
economists forecast a rosy future
for a range of commodities, the
prediction would apply to Russia
as well.” Indeed, she predicted
that commodities-backed growth
would see the Russian GDP ‘up
by 4.2 per cent as early as 2010’".
Being in the energy game is
therefore to be in prime position
in Russia, and as a recent entrant
in the sector, Integra Group
has been growing rapidly since
its launch nearly six years ago.
It now has more than 17,000
employees at sites that originally
stretched across western and
eastern Siberia, Ural, Komi
Republic, Southern Russia,
Uzbekistan, Azerbaijan
and Kazakhstan as
well as Mauritania,
India, Brazil,
Venezuela and
the US. And
two years ago,
the company
launched an
expansion plan
that saw it move
into Ukraine and
Turkmenistan.
Despite
adopting that
aggressive approach
- even as the credit
crunch began to
morph into the wider
global recession —
Integra has felt the pain
of the financial crisis. The
company’s nine-month
figures released at the end of
2009 showed a near 47 per cent
drop in sales — to $620 million
- relative to the same period in
2008. And its figure for adjusted
earnings before interest,
taxes, depreciation
and amortization
plummeted by
nearly 54 per
cent to $89.5
million.
Integra’s

operating figures also tell a tale
of contraction during 2009 — for
example, the company drilled
141,000 metres during the nine-
month period to the end of last
year, compared with more than
300,000 metres over the same
period in 2008.

It is a business environment
that has made for a hectic 18
months for Integra’s in-house
legal team and its general counsel,
Stephen Polakoff. He joined in
February 2007 having previously
been head of the legal department
at the Moscow office of Deutsche
Bank and before that a senior
associate at the New York and
Moscow offices of English magic
circle law firm Clifford Chance.

How has the financial crisis in
Russia affected the internal
legal function in your
company? Have you cut your
budget or made any staff
redundant?

After the Lehman blow up in the
US and the onset of the global
crisis, my boss called me in to his
office and said I had to reduce
my headcount by more than

30 per cent in dollar terms. He
said: ‘You know your department
better than I do, but I don’t want
to cut salaries, because I think
that approach only creates more
problems than it seeks to solve.

I would rather you just get as
lean as possible.” The decrease

in staff forced me to re-examine
each of our processes in the legal
department and find efficiencies
where I did not know they could
possibly exist.

How did you implement these
reductions?

I had to make really tough
choices. We had four
departments within the legal
department - oil field services,
manufacturing, corporate
governance, and strategic
transactions (mergers and
acquisitions and corporate
finance). When you enter a
crisis you realise that you are
not going to do much corporate
finance or M&A, so I folded
that department into corporate
governance, which means I had
to let some people go and have
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others take on new positions. Above: Moscow

This was not an easy home of
transition for some, but I stressed  Integra (left);
that the move represented an exploration

opportunity to broaden their
skill set. I tried to assist all the
people I had to let go by giving
letters of recommendation

and helping with individual
situations. I think I maintained
very good relationships with all
of them and I believe that those
who remained in the company
have adjusted very well.

equipment at a
Russian oil field

In hindsight, was there more
fat in your department than
you realised at the time or
did you simply realise you
could be creative and do more

with less? P .. 1
Our legal department re-Crisis, a
was large and companies and
inefficient due to the 1 f in Russi
way our company was W IITIS 111 KUSS1d
formed back in 2004  had some fat to
and then grew. Unlike hed b
many companies she egause...

the Russian legal
market between
2006 and 2008

in Russia, Integra
originated from little
went a bit insane’

more than a concept
and some seed capital.
In four years, Integra
grew from being a
handful of people in a
small Moscow office to
a large London Stock Exchange-
listed company with more than
20,000 people pre-crisis.

For this reason, initially the
legal department was quite
large because we had more than
80 legal entities spread from
Moscow to Siberia to Kazakhstan
in our structure when I joined
in February 2007. Each of these
acquired entities came with its
own lawyers, accountants and
corporate culture and was not
operating as an efficient holding
structure.

Pre-crisis, all companies and
law firms in Russia had some fat
to shed because, in my view, the
Russian legal market between

2006 and 2008 went a bit insane.

Every lawyer was suddenly in
demand and could practically
name his price. If people weren’t
happy with their jobs they left
after three months for a higher
paying job. Law firms were, in
my mind, erring on the side
of over-staffing their offices.
But once the crisis hit, lawyers
quickly realised that a job is not
an entitlement and they began
to work more efficiently.

I put certain processes in
place [at Integra] that helped
push a lot of the mechanical
and technical work down to the
lawyers in the regions whom I
did not slim down at all during
the crisis, because there were very
few to begin with. The corporate
headquarters in Moscow is where
the methodology and control

comes from and that has been
very effective.

In March 2009 your company
obtained $250 million
from the European Bank
for Reconstruction and
Development (EBRD) at a
time when few non-rated
companies were raising debt.
What kind of challenges
did you have to overcome to
achieve this?
The time line was very short for
such a complex transaction. We
had all the banks - including,
among others, ABN AMRO (now
RBS), Alfa Bank, BNP Paribas,
ING, Morgan Stanley and VTB —
finally lined up, but in addition to
the general deal concerns, we also
had additional stress stemming
from the concern that any one of
the banks could have troubles of
its own due to the crisis.

We also had more than 10
of our Russian subsidiaries
providing guarantees,
assignments of receivables and
pledges over moveable assets. I
had to utilise the assistance of
all my lawyers in the regions
to co-ordinate this effort with
the Moscow team. It was a truly
difficult process.

The hard work did not
end with the draw down of
financing. As one would expect,
the covenant package in the
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