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COMPLAINT AND DEMAND FOR JURY TRIAL

1. INTRODUCTION

1. The Plaintiffs Forum Financial Group, Limited Liability Company
(“Forum”), a mutual fund administrative services provider, and John Y. Keffer (“Keffer”),
Forum’s owner, bring this action against the Defendants Presideilt and Fellows of Harvard
College (“Harvard™), Jonathan R. Hay (“Hay”) and Andrei N. Shieifer (“Shleifer”) for
common law fraud, tortious interference and negligeﬁce. In 1992 and 1995, the United
States government, via the United States Agency for International Development
(“USAID”), entered into two contracts to pay Harvard Sixty Million ($60,000,000)
Dollars to provide the Russian Federation (“Russia”) with advice and technical assistance

for privatization, legal reform and the creation of capital markets. Harvard employed
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a direct result of Harvard’s abdication of its oversight responsibilities, Shieifer and Hay
fraudulently induced Forum and Keffer to create a specialized depository in Russia which
Shleifer, Hay and their co-conspirators misappropriated for their own benefit. As a result
of Hay’s and Shleifer’s actions and Harvard’s negligence, Plaintiffs have suffered
significant harm.

II. PARTIES

4. Plaintiff Forum is a Delaware limited liability company with a principal
place of business at Two Portland Square, Portland, Maine.

5. Plaintiff Keffer is an individual residing in Cumberland, Maine. Keffer
owns Forum.

6. Defgndant Harvard is a corporation incorporated under the laws of the
Commonwealth of Massachusetts with a principal place of business in Cambridge,
Massachusetts. Harvard conducted business in Russia as the Harvard Institute for
International Development, otherwise known as “HIID”.

7. Defendant Hay is a United States citizen currently residing in Moscow,
Russia. He received a bachelor of arts degree from Williams College in 1984. He also
holds both a law degree and doctorate in economics from Harvard. At all times relevant to
this Complaint Hay was an employee and agent of Harvard.

8. Defendant Shleifer is an individual residing at 38 Bracebridge Road,
Newton, Massachusetts. Shle;ifer is a tenured Professor in Harvard’s Department of
Economics. He holds an undergraduate degree from Harvard as well as a doctorate from
the Massachusetts Institute of Technology. Shieifer has also held teaching positions at

Princeton University, Columbia University, and the University of Chicago. At all times
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technical support to Russia to assist its development of a legal and economic infrastructure
based upon the capitalist model.

12.  In October 1992, the United States Congress enacted the Freedom for
Russia and the Emerging Eurasian Democracies and Open Market Support Act of 1992. 22
U.S.C. §§ 5801 et seq. This Act authorized a program, to be implemented primarily by
USAID, to help the states of the former Soviet Union carry out political and economic
reform in support of open markets, including “establishment of transparency in regulatory
and other governmental decision making.” 22 U.S.C. § 5811(6)(B). USAID sought to
accomplish the task, in part, through two Cooperative Agreements with Harvard.

13.  In 1992, USAID awarded Harvard Cooperative Agreement Number CCN-
005-A-00-3023-10 (hereinafter the “1992 Agreement”), in the initial amount of Two
Million One Hundred Thousand ($2,100,000) Dollars. The 1992 Agreement was amended
nine times between its initial award and September, 1995, which increased its funding to a
total of Forty Million Four Hundred Thousand ($40,400,000) Dollars. Pursuant to the
terms of the 1992 Agreement, Harvard was to develop “the legal and regulatory
framework that sets out the procedures for . . . institutions to ensure competition,
transparency, and fair play,” including specifically “the development of a Securities and
Exchange Commission and its early regulatory and enforcement activities . . . and private
sector self-regulatory initiatives”. The 1992 Agreement stated that “HIID’s role in the
project is unique in that it . . . operate[s] ina supervisory and regulatory capacity to the
overall project.”

14. In 1995, USAID awarded Harvard Cooperative Agreement Number EPE-

A-95-5122-02 (hereinafter the “1995 Agreement”), in the initial amount of Seventeen
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areas of privatization and capital market development. These contractors included Arthur
Andersen, PricewaterhouseCoopers LLP, BSMG Worldwide and the International Finance
Corporation. These entities’ contracts in the aggregate were worth in excess of Three
Hundred and Fifty Million ($350,000,000) Dollars. Asa result of the USAID Agreements
as well as its coordination responsibilities for the other USAID contractors, Harvard
exercised effective control and authority over the United States’ economic reform
initiatives in Russia.

17.  The USAID Agreements included express language specifically prohibiting
Harvard and its representatives from having any financial interest in Russia. The USAID
Agreements provided that “no [Harvard] employee shall engage directly or indirectly,
either in the individual’s own name Of through the agency of another person, in any
business, profession, or occupation in the foreign country to which the individual is
assigned, nor shall the individual make loans or investments to or in any business,
profession, or occupation in the foreign country to which the individual is assigned”. The
USAID Agreements also provided that any violation of the policy had to be reported by
Harvard to USAID.

18.  In addition, the Cooperative Agreements incorporated 22 C.F.R. § 226.42
or its similar predecessor provision. 22 C.F.R. § 226.42 provides:

[T]he recipient shall maintain a code of standards of conduct that shall

govern the performance of its officers, employees or agents in the

awarding and administration of contracts using AID funds. Conflict of

interest situations involving employees, officers or agents or their

immediate families shall be avoided. The recipients’ officers, employees

or agents shall neither solicit nor accept gratuities, favors or anything of

monetary value from contractors or potential contractors.

19.  Harvard had similar express policies against financial conflicts of interest.
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A Conflict of Interest Statement included in Harvard’s technical proposal for the 1995
Agreement set forth Harvard’s commitment “to maintaining an objective and unbiased role
in advising the officials of foreign governments”. In addition, Article XIV of Harvard’s
own Administrative Manual: Overseas Activities dated July 1, 1992 and entitled “Conflicts
of Interest and Illegal Transactions”, similarly restricted the activities of Harvard
employees and their family members within a project country.

20.  In or about 1993, Harvard appointed Shleifer as Home Office
Coordinator/Principal Investigator of its Russia Program, giving him the authority to act on
Harvard’s behalf concerning the Russia Program. Shieifer had the authority and primary
responsibility for creating, overseeing and managing Harvard’s Russia Program and
insuring adherence to all of Harvard’s obligations under the USAID Agreements.

21. In 1993, Harvard hired Hay, Shleifer’s former student, to work with
Shleifer as Harvard’s Field Associate in Russia. Soon thereafter, Harvard, at Shleifer’s
recommendation, promoted Hay to General Director/Field Coordinato£ of the Russia
Program. Hay reported directly to Shieifer and the two of them shared responsibility for
management and control over Harvard’s performance under the USAID Agreements.
Their control included: determining how the United States funds would be spent in Russia;
identifying policy objectives; identifying and retaining subcontractors; controlling the other
USAID contractors; hiring and firing employees; and setting employee compensation,
benefits and housing allowances. Shleifer and Hay also had authority, and were expected,
on behalf of Harvard to advise Russian government officials on issues of economic policy
and reform.

22 Harvard at all times held out Shieifer and Hay as competent and qualified to
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direct all aspects of its Russia Program in a fair, honest and unbiased manner and in
accordance with all USAID and Harvard policies and procedures, including, but not
limited to, those governing conflicts of interest.

23.  Shieifer’s and Hay’s employment and executive positions with Harvard and
the Russia Program, including their authority over the USAID initiative in Russia, allowed
them to have relationships of influence, trust and reliance with high ranking Russian
government officials.

24. Harvard failed to establish a competent system to administer, audit, oversee,
supervise and/or control Shieifer’s and Hay’s exercise of their duties, responsibilities,
authority and influence in Russia.

25.  As a direct and proximate result of Harvard’s lack of supervision and
oversight, Hay and Shileifer were able to use USAID funds to improperly influence Russian
government officials. For instance, Hay and Shieifer provided Russian government
officials and/or their families and friends with cash, no-show jobs, exorbitant and
unjustified compensation and benefits, and exorbitant and unjustified housing allowances.
These monetary payments were frequently deposited into foreign bank accounts to evade
the imposition of Russian taxes.

26. As part of their efforts to gain influence with Russian officials, in or about
1995, Shieifer and Hay used United States funds to established a Russian non-profit
corporation, the Institute for Law-Based Economy (“ILBE”). They then caused Harvard
to execute a subcontract with ILBE. Pursuant to this subcontract, between 1995 and 1997,
ILBE spent almost all of the remaining funds from the USAID Agreements, approximately

Seventeen Million ($17,000,000) Dollars. ILBE had inadequate financial and
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administrative controls and was formed as a vehicle for creating and funding, among other
things, the no-show jobs and exorbitant salaries. Harvard knew, or had reason to know,
that ILBE did not have in place the necessary financial and administrative controls to
protect against such misuse of United States funds by Shleifer and Hay.

27 Harvard mismanaged and failed to supervise properly the Russia Program,
and failed to safeguard the USAID funds entrusted to Harvard. Harvard was paid by
USAID specifically to provide this type of administrative oversight, but failed in its
obligation to do so properly. Instead, Harvard administrators were aware of abuses and
allowed them to continue. For example, the HIID Assistant Director for Contract
Administration was aware of and repeatedly objected to the high salaries and perks given to
certain Russia Program staff members with USAID funds. She complained that some of the
payments were “double-dipping” and wrote to Shieifer, “I can’t imagine that you will do
anything about this, but I believe that it is not right all around and does not show good faith
on anyone’s part.” On another occasion, this Contract Administrator also warned that she
would “rue the day” for Harvard and HIID that these “salaries and add-ons” became
known to USAID.

28.  Harvard financial administrators and/or staff were also aware that numerous
employees on the USAID funded payroll at Harvard’s subcontractor, ILBE, were hired for
improper reasons, were unqualified and/or did not show up for work on a regular basis
other than to collect their pay.

29.  As a direct and proximate result of Harvard’s lack of supervision and
oversight, from in or about 1994 through 1997, Shieifer and Hay made investments in

Russia in violation of the USAID Agreements, Harvard policy and Federal regulation.
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These investments included, but were not limited to, investments in Russian stocks and
Russian government debt. USAID funded staff and offices were used to set up and operate
a Russian trading company to facilitate their investments.

30.  Over time, some Harvard employees in Russia became concerned about the
propriety of Hay’s use of USAID funds and his conflicts of interest. Among the persons
whose salaries and benefits Harvard employees were objecting to were those involved in
assisting Hay and Shleifer with their various private businesses and investments. When
some of these Harvard employees confronted Hay and Shieifer about Hay’s conduct they
were subsequently terminated or demoted by Hay or Shleifer. This was allowed to occur
because Harvard failed to establish and administer a structure to supervise Hay’s and
Shleifer’s operation of Harvard’s Russia Program.

B. Shleifer’s and Hay’s Influence Over the Russian SEC

31.  The USAID Agreements required Harvard to provide advice and USAID
funding for the creation of Russian capital markets, including the creation and operation of
a Russian securities commission. Shleifer and Hay developed a relationship of trust and
reliance with officials of the newly created Russian Federation Commission on Securities
and the Capital Market (the “Russian SEC”), including its Chairman, Dimitri Vasiliev
(“Vasiliev™), an appointee of Russian President Boris Yeltsin, and Albert Sokin (“Sokin™),
Vasiliev’s political advisor who had close ties to the Yeltsin Administration.

32.  Shleifer and Hay improperly influenced Sokin by employing him as a
Harvard Project Associate and by paying him an exorbitant salary funded with USAID
funds. Payments to Sokin were made by Harvard to a foreign bank account to evade the

imposition of Russian taxes. Sokin was also provided with an unjustifiable housing
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allowance and car service. High paying Harvard jobs and similar illegal payment
arrangements also were provided to some of Sokin’s associates.

33.  Shleifer and Hay, in their capacities as agents of Harvard, controlled all of
the technical assistance provided to the Russian SEC by Harvard and the other USAID
contractors. Shieifer and Hay created and staffed the Resource Secretariat, a think tank for
the Russian SEC, and through it, coordinated the work of the other USAID contractors in
advising the Russian SEC. Shleifer and Hay, through their influence over the Resource
Secretariat, directed the other USAID contractors to hire specific employees and dictated
their work plans.

C. Shleifer’s and Hay’s Conspiracy to Own and/or Control the First Russian
Specialized Deposito

34.  In the summer of 1995, Russian President Yeltsin issued a presidential
decree establishing a Russian mutual fund industry in order to stimulate investment in
newly privatized Russian companies. The Yeltsin administration heralded the creation of a
government regulated mutual fund industry as an important step to resolving the ponzi
scheme scandals that had plagued the Russian economy in the early 1990’s. The creation
of a regulated Russian mutual fund industry providing investor protection became a highly
politicized subject and indeed was a primary objective of the political platform of the
Yeltsin Administration.

35.  In October, 1995, during the time Shleifer and Hay were advising Vasiliev
and the Russian SEC, the Russian SEC adopted regulations which required that mutual
fund administrative and custody functions be performed by so-called “specialized

depositories” licensed by the Russian SEC. By regulation, these specialized depositories
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had to be under ownership separate from the mutual funds they administered, purportedly
to obviate conflicts of interest and to protect Russian investors. Consequently, no mutual
fund could be started unless it had a service contract with a licensed specialized depository.
To the extent few or no additional licenses were issued, the first licensed Russian
specialized depository would have a virtual monopoly and would profit grandly from its
sole authority to hold and control mutual fund assets and serve as the administrator,
custodian, registrar, transfer agent and fund accountant for all mutual funds in Russia.
Beginning in late 1995 or early 1996, Hay, Hebert, Shleifer, Zimmerman and Zagachin
put together a plan to launch the first Russian mutual fund and the first Russian
specialized depository.

36. Hebert had experience as a mutual fund manager from her employment with
Flemings (CIS) Limited but had no experience in fund administration. Similarly, neither
Shleifer, Hay, Hebert nor Zagachin had the requisite expertise, technology or capital
resources to create the specialized depository or to supply its fund administration, custody,
accounting and transfer agency services. The developmem of these functions would
require large investments in computer hardware, software, operational procedures, trained
staff and the institutional credibility to obtain a license.

37. Throughout 1995 and into 1996, numerous international banking and mutual
fund companies, including Credit Suisse First Boston (“Credit Suisse”) and Pioneer Group,
Inc. (“Pioneer”™), were reQuesting permission from Vasiliev and the Russian SEC to
operate mutual funds and specialized depositories in Russia. Due to their international
financial experience and expertise, these financial institutions had the immediate ability to
operate and administer mutual funds in Russia. Notwithstanding this fact, the Russian SEC
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failed to act on their license applications despite public statements that a Russian mutual
fund industry was imminent. The reason for Vasiliev’s inaction was that Shleifer and Hay
had convinced Vasiliev not to grant other requests, thereby giving Shieifer and Hay time to
complete their goal of securing for themselves and their co-conspirators the first licenses
for é specialized depository and a mutual fund.

38.  Shleifer, Hay, Zimmerman, Hebert and Zagachin agreed and conspired .
together to misappropriate the first Russian specialized depository from Keffer and
Forum. To accomplish their ends, Shleifer, Hay and their co-conspirators used Shleifer’s
and Hay’s Harvard positions to fraudulently induce Keffer and Forum to come to Russia
and use their resources to create the specialized depository by falsely promising that
Forum would own and manage it.

D. The Defrauding of Forum

39.  Forum is in the business of the administration and operation of mutual funds
in the United States, Poland, Bermuda and Malta. Its expertise includes the technical end
of operations management using portable technology, i.e. personal computers, with a
particular expertise in the operation and administration of mutual funds in foreign
countries. In fact, by 1996, Forum had developed the technical, management and
operations support necessary to administer mutual funds in Poland, which had proved to be
a lucrative market. Forum was the first company to provide independent third-party fund
administrative services in Poland. Shleifer and Hay were aware of the financial success of
the first Polish mutual fund and were aware that Forum was successful in providing third-
party fund administrative services to mutual funds in Poland.

40. Hay and Shieifer knew that Forum had the resources and experience in the
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financial services industry to develop in Russia a specialized depository framework,
capitalize the specialized depository, review and draft government regulations and secure
the requisite license. They knew that given its operations in the United States and
Poland, Forum had the credibility needed to secure the license.

41. In furtherance of the conspiracy, Hebert telephoned Keffer at Forum’s
offices in Maine in February, 1996, and advised him that she and Zagachin planned to
launch a mutual fund in Russia. Hebert further informed Keffer that they were considering
Forum as their fund administrator and she invited him to travel to Russia to meet with
them.

42.  Shortly thereafter, on or about February 28, 1996, Hebert sent a letter by
facsimile to Keffer at Forum’s offices in Maine asking about Forum’s interest in creating a
mutual fund administrative services company in Russia and requesting an opportunity for
Hebert and Zagachin to visit Forum’s Poland operations. Hebert in her correspondence
related that she had been in contact with the Russian SEC the previous day and had been
informed that it would prefer to have fund administrative services performed in Russia
rather than in another location such as Poland or the United States. Specifically, Hebert
stated: “For your information, the Russian SEC indicated to me yesterday that they have a
‘strong preference’ for the administration to be done in Russia and that this may be
expressed in the regulations in the future”. Hebert sent a second letter by facsimile to
Keffer at Forum’s offices in Maine on February 28, 1996, with more information about
her and Zagachin’s plans for mutual fund administration. Copies of Hebert’s February 28,
1996 correspondence are attached hereto as Exhibits “A™ and “B”.

43.  On February 29, 1996, Hebert sent another letter by facsimile to Keffer at
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Forum’s offices in Maine with more information about their plans. A copy of Hebert’s
February 29, 1996 correspondence is attached hereto as Exhibit “C”.

44. Only four days later, on March 5, 1996, Keffer received at Forum’s offices
in Maine, via facsimile, a letter from Vasiliev, drafted by Hay encouraging Keffer and
Forum to establish “a company in Russia that would supply fund administration services to
the large number of mutual funds that are being launched in Russia™. The letter further
stated: “The Federal Russian SEC would work closely with you to support the
establishment of a successful operation for fund administration in Russia,” and asked
Keffer to allow Vasiliev’s advisor, Hay, to visit Forum’s offices in Poland on March 7"
and 8" to acquaint himself with Forum’s operations. Vasiliev also informed Keffer that:
“The Federal Russian SEC planned to support one or more efforts to establish fund
administration units in Russia. It is likely that technical assistance funds would be used for
this purpose... . The Federal Russian SEC is interested in seeing the administrative
function established as an independent business in order to ensure that these services were
available to multiple funds and to ensure that there were no conflicts of interest with
individual fund management companies”. He concluded his letter by stating: “The rapid
expansion of fund management requires that problems of fund administration receive
immediate attention. I invite you to travel to Russia in the coming weeks to meet with
myself, staff and advisors to consider your proposals and explore possible forms of
cooperation”. A copy of Vasiliev’s March 5, 1996 letter is attached hereto as Exhibit
“D”.

45. On March 6, 1996, Keffer responded by letter to Vasiliev’s March 5, 1996
letter and indicated Keffer’s and Forum’s interest in establishing a mutual fund

{K0212382.3}
16



administration company in Russia but noting that they would need technical assistance
funds and would need them on a timely basis.

46.  Hay did not visit Forum’s Poland offices on March 7 and 8, 1996.
Significantly, however, two of his co-conspirators, Hebert and Zagachin, did appear and
were provided with a tour of Forum’s Polish operations.

47.  On March 18, 1996, Keffer traveled to Russia to meet with Hay and
Vasiliev. Keffer first met with Hay. During this meeting, Hay identified himself as
working for Harvard, and explained that he was using USAID grant money to assist the
Russian government on the capital market project. Hay gave Keffer his Harvard business
card, which clearly identified his Harvard affiliation. A copy of that business card 1s
attached hereto as Exhibit “E”. Hay stated that he and Vasiliev wanted Forum to create
a specialized depository in Russia immediately. In order to induce Keffer and Forum to
commit substantial resources to Russia, Hay represented to Keffer that his position with
Harvard gave him the responsibility and authority for devising and implementing the
agenda for capital market reform in Russia on behalf of the United States government.
Hay stated that the cornerstone of the United States’ reform efforts for the capital
markets was the creation of a mutual fund industry with a specialized depository which
would be specially licensed by the Russian SEC to provide fund administrative services
to all of the Russian mutual funds. Hay stated to Keffer that creation of the specialized
depository was vital both to the interests of Russia and the United States. Hay further
represented that Keffer and Forum would have management control and a substantial
ownership interest in the specialized depository. Hay also stated that the Russian SEC
had technical assistance funds available, through USAID or the World Bank, to hire a
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consultant such as Forum to develop an operational and regulatory framework for a
Russian specialized depository (the “Consulting Contract”). Hay indicated that the
Consulting Contract was an opportunity for Forum to earn revenues which would support
at least a portion of the start-up costs associated with Forum maintaining a high-level
staff in Russia to create and operate a specialized depository. At the time Hay made his
representations about Keffer’s and Forum’s ownership and management control of the
specialized depository, and Forum being paid under the Consulting Contract, he knew
they were false.

48.  Following this initial meeting, Hay took Keffer to meet Vasiliev. Vasiliev
told Keffer that Hay was in charge of creating the first Russian specialized depository on
behalf of the Russian SEC (the “Specialized Depository Project”) and that Keffer should
follow Hay’s instructions and directives. Vasiliev and Hay stressed to Keffer that time
was of the essence. They told Keffer that Vasiliev was under orders from the Russian
government to have a mutual fund industry, including a specialized depository,
operational before the July, 1996 Presidential elections. They further explained that
Vasiliev was already behind schedule since the original plan had been to have the
industry operational by January 1996. Keffer responded that Forum had the resources
and ability to create an operational specialized depository within sixty (60) days, but that
he had concerns about investing the time of Forum’s senior management and technical
staff, and a significant portion of Keffer’s and Forum’s capital, to an untested venture.
Keffer informed Hay and Vasiliev that Keffer and Forum would not create the specialized
depository without the support of technical assistance funds. Vasiliev stated that the
Russian SEC would provide what Forum needed and that Keffer should give Hay a list of
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everything Forum required. Vasiliev also reiterated that Hay represented Vasiliev and
the Russian SEC in all respects concerning the Specialized Depository Project.

49. In subsequent meetings between Hay and Keffer, Keffer told Hay that
Forum would not make the enormous investment of its senior management and
technology staff in Russia and incur all of the attendant expense unless Keffer and Forum
had ownership and management control of the specialized depository. In response, Hay
told Keffer that forthcoming Russian SEC regulations would likely require that Forum
relinquish fifty-one percent ownership to Russian owners, but promised that Keffer and
Forum would retain management control of the specialized depository. Hay knew when
he made these representations that they were false and were made to induce Keffer and
Forum to send its senior management and technical staff from Maine to Russia and create
a specialized depository which Hay, Shleifer and their co-conspirators would then
appropriate for themselves. Hay asked Keffer to send Hay a proposal to contract with
the Russian SEC for providing the necessary consulting services to revise the Russian
SEC regulations and create the internal operational procedures, computer technology,
staff training and other necessary functions of a specialized depository.

50. On March 22, 1996, Hay faxed correspondence to Keffer at Forum’s
offices in Maine which instructed Keffer to direct all future correspondence to Hay in
Russia in care of HIID. Hay’s correspondence states: “Hope to hear from you soon.

We are working as fast as possible on this.” A copy of Hay’s facsimile is attached hereto
as Exhibit “F”.
51.  In or about March of 1996, Zagachin, in furtherance of the conspiracy,

visited Forum’s office in Maine to meet with Keffer and observe Forum’s operations in
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order to assist Hay in determining whether Forum was capable of creating the specialized
depository in Russia.

52. On March 24, 1996, Forum sent from its offices in Maine to Hay at HIID
in Moscow an initial proposal to contract with the Russian SEC to consult on the
Specialized Depository Project. On April 12, 1996, Shleifer and Hay caused Vasiliev to
fax to Forum in Maine a Terms of Reference for the Specialized Depository Project asking
Forum to submit another proposal for the Specialized Depository Project in response to the
Terms of Reference. The Terms of Reference stated that the Consulting Contract would be
funded by the World Bank up to Two Million Five Hundred Thousand ($2,500,000)
Dollars. On April 25, 1996, Forum submitted its proposal for the Specialized Depository
Project pursuant to the Terms of Reference sent by Vasiliev on April 12, 1996.

53.  During this same period of time, Hay instructed Harvard Russia Program
employees to develop a proposal to present to the World Bank to support the World Bank’s
funding of the Specialized Depository Project. Unknown to Keffer and Forum, Harvard’s
Moscow employees, including the Deputy Director of the Resource Secretariat (“Deputy
Director”) openly disagreed with Hay concerning the propriety of this plan. They objected
to having Russia borrow from the World Bank to establish a privately owned specialized
depository. The Deputy Director argued that World Bank loan proceeds should not be
used to fund commercial ventures such as the creation of a privately owned specialized
depository, particularly when other entities, such as Credit Suisse and Pioneer were willing
and abundantly qualified to create depositories with their own resources. When the Deputy
Director asked Hay about who would own the specialized depository, Hay responded

«“California investors”. The concerned Harvard employees, however, had no avenue to
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pursue these serious misgivings due to Harvard’s lack of oversight. In fact, when the
Deputy Director later traveled to Cambridge, Massachusetts to confront Shleifer about
Hay’s conduct, she was promptly demoted and ultimately terminated.

54.  As a result of Shleifer and Hay’s influence, on May 13, 1996, the Russian
SEC mailed to Forum in Maine written notification, on Russian SEC stationery signed by
a Harvard employee, that Forum’s proposal had been selected by the Russian SEC.
Forum was requested to begin negotiating the terms of the Consulting Contract with the
Russian SEC.

55 After Forum received notice of the Russian SEC’s selection of its proposal,
Hay requested Forum to immediately begin work on the services to be provided under the
Consulting Contract based upon its importance to the interests of Russia and the United
States. Hay assured Keffer and Forum that Forum would be paid for its services after the
Consulting Contract was committed to writing and signed. Hay reiterated Vasiliev’s
instructions to Keffer that Hay was in charge of the Specialized Depository Project on
behalf of the Russian SEC. In reliance on Hay’s position with Harvard, his promises of
payment under the Consulting Contract, and his promises of Keffer’s and Forum’s
ownership and management control of the specialized depository, Keffer and Forum sent
Forum’s senior management and technology personnel from Maine to Moscow where they
began the work of reviewing and revising Russian SEC regulations, creating operating
procedures for a specialized depository and forming a specialized depository company to
seek a license from the Russian SEC. In furtherance of the conspiracy, Shleifer and Hay
planned to influence the Russian SEC to withhold payments due Forum under the
Consulting Contract so that they could use the resulting financial pressure on Forum as
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leverage to force Forum to relinquish ownership and control of the specialized depository
to them and their co-conspirators after Forum had obtained the license.

56.  Hay and his co-conspirators immediately sought to profit from Keffer’s
and Forum’s forthcoming creation of the specialized depository by offering it and the
first Russian mutual fund for sale to American investors. Unknown to Keffer and
Forum, and contrary to all of his prior representations to Keffer and Forum, Hay, with
the approval of Shleifer and Zimmerman, tried to convince Zimmerman’s business
partner to buy the specialized depository and first Russian mutual fund. On May 14,
1996, (one day after Forum was notified that its proposal was selected by the Russian
SEC), Hay sent an offering memorandum (“Hay’s Memorandum™) to Thomas F. Steyer,
Senior Managing Member, of Farallon Capital Management, LLC (“Farallon Capital™)
(based in California), offering to sell ownership of the first Russian specialized
depository and the first Russian mutual fund for an investment of One Million Two
Hundred Thousand ($1,200,000) Dollars. Steyer, through Farallon Capital, was part
owner with Zimmerman in Farallon Fixed Income Associates Limited Partnership. A
copy of Hay’s Memorandum is attached hereto as Exhibit “G”.

57.  Unknown to Keffer and Forum, Hebert was also actively marketing to
American investors ownership of both the first Russian mutual fund and specialized
depository for an investment of Three Million Five Hundred Thousand ($3,500,000)
Dollars. Hebert’s business plan predicted Twenty-Eight Million ($28,000,000) Dollars in
pre-tax profits in the first five years of operations. Hebert described the “management
team” as Hebert as Chief Executive Officer and Zagachin as Chief Operating Officer.
Hebert based her profit predictions on her management team’s position of trust with the
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Russian SEC and the hiring of ILBE as a consultant.

58.  Keffer and Forum were unaware that Shleifer and Zimmerman were also
marketing the sale of the first Russian mutual fund and specialized depository to American
investors. Shleifer attended two meetings with Zimmerman and representatives of Aldrich,
Eastman & Waltch and/or it affiliates (“AEW”) to discuss Zimmerman and AEW’s
potential investment in the first Russian mutual fund and specialized depository. Shleifer
and Zimmerman traveled to Moscow to meet with Zagachin, Hebert and Hay concerning
their investments in the first Russian mutual fund and specialized depository. On May 1,
1996, Zimmerman proposed to Hebert and Zagachin that Zimmerman’s “investor group”
acquire forty-nine percent of the specialized depository in exchange for $600,000 in equity
investment and twenty percent of the mutual fund in exchange for $600,000 in equity
investment. Keffer and Forum were not aware of any of these activities.

59. In or about May, 1996, Hebert formed Pallada Asset Management
(“Pallada”) for the purpose of obtaining the first Russian mutual fund license. At the same
time, Hebert also formed Boston Capital Management Group LLC, a holding company to
own Pallada. (“Boston Capital Management Group LLC” and “Pallada” are herein
collectively referred to as “Pallada”.)

60. In order to accomplish the goals of the conspiracy, Shleifer and Hay
wrongfully used USAID funds to facilitate Hebert’s creation of Pallada and to generate
business for Pallada. Hebert and Pallada were provided with the services of Harvard
employees, office equipment and office space, all financed with USAID funds. Hebert
and Pallada received free legal and accounting advice from Harvard and ILBE

professionals as well as from other USAID contractors, all at the direction of Hay. Hay,

{K0212382.3}

23



Hebert and Sokin traveled by airplane to the Urals, Russia’s industrial heartland, to
generate investment interest in Pallada. The promotional trips for Pallada were paid for
with United States funds.

61. From on or about May 14, 1996 to July 25, 1996, Hay intentionally
delayed and prolonged negotiations of the written Consulting Contract in order to
increase Keffer’s and Forum’s financial exposure through its ongoing commitment of its
senior management, technical staff, and mounting expenses, prior to execution of the
written Consulting Contract. Hay achieved this end by continually changing the form of
the Consulting Contract as negotiations neared completion. For example, Hay initially
provided a lump sum contract and then changed it to a time and materials contract.
Subsequently, Hay insisted on a different form of time and materials contract. During
this period of time, May 14, 1996 to July 25, 1996, Hay continually promised Keffer and
Forum that Forum would be paid for the time and expenses Keffer and Forum were
incurring in performing work under the unexecuted Consulting Contract. Hay also
instructed Forum to delay the work of revising Russian SEC regulations and to work on
creating the operational procedures necessary to create and license the specialized
depository. Hay stressed that Vasiliev wanted the specialized depository licensed and
operational as soon as possible and instructed Forum to perform work on only those
portions of the Consulting Contract. Hay also directed Forum to postpone work on the
portions involving the creation of the mutual fund infrastructure, including the regulatory
framework for a mutual fund industry. Hay continually represented to Forum that the
creation of the specialized depository was an important privatization priority of Russia
and also vital to the interests of the United States.
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62. Keffer and Forum created Forum Financial Group Russia, LLC (“Forum
Russia”) as the holding company for Keffer’s and Forum’s anticipated ownership interest
and management control of the specialized depository. The specialized depository was
organized by Keffer and Forum as a subsidiary under the laws of the Russian Federation
under the name The First Russian Specialized Depository, a limited liability company
(the “FRSD”). Keffer and Forum provided all of the resources needed to create and
operate the FRSD. Keffer and Forum also created Forum Financial Group Consulting,
LLC (“Forum Consulting”) to provide consulting services under the Consulting Contract.
Keffer and Forum provided all of the employees for Forum Consulting and paid all of the
operating expenses incurred by Forum Consulting. Keffer owned ninety-nine percent of
Forum Russia and ninety-nine percent of Forum Consulting. Another Forum entity,
Forum Financial Holding, Inc., owned the remaining one percent of Forum Russia and
Forum Consulting. Forum Financial Holdings, Inc. has assigned all of its rights and
claims against the Defendants to Forum.

63. From May 14, 1996 through June, 1996, Keffer and Forum proposed
prospective Russian investors to own fifty-one percent of the FRSD. During this time
period, Forum also proposed ownership structures that would give Forum Russia
management control and forty-nine percent ownership of the FRSD. Hay rejected these
proposals and stated emphatically that Zagachin was the only person qualified to have a
substantial ownership interest in the FRSD and to have a role in management. Hay said
that the Russian SEC wanfed Zagachin to be co-owner of the FRSD with Keffer. Keffer
expressed concerns to Hay about giving Zagachin majority ownership and management
authority over the FRSD, because Zagachin did not bave the qualifications to operate a
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specialized depository. However, as a result of Hay’s insistence, the Plaintiffs eventually
agreed to employ Zagachin at the FRSD, but stipulated that she would not have
management control and reserved the FRSD’s right to terminate her.

64. Bythe beginning of July, even though Hay and Keffer had not yet agreed to
an ownership structure for the FRSD, Hay instructed Keffer and Forum to have the FRSD
apply for a specialized depository license with Forum Russia as oneé hundred percent
owner. Hay gave this instruction because he and his co-conspirators had to get the FRSD
licensed quickly so it could serve as Pallada’s specialized depository and thereby position
Pallada to receive the first Russian mutual fund license. Pallada needed to have an
agreement with a specialized depository to conduct its mutual fund administration in order
to be eligible for a Russian mutual fund license.

65. A prerequisite for obtaining a specialized depository license required Keffer
and Forum to capitalize the FRSD by depositing Four Hundred Thousand ($400,000)
Dollars in a cash custody account in Russia. The Russian SEC regulations required that
the Four Hundred Thousand ($400,000) Dollars were to be held in a custody account until
the Russian SEC issued the specialized depository license, at which time the funds were t0
be transferred to the FRSD’s operating account.

66. In further reliance on Hay’s representations, on July 5, 1996, Keffer and
Forum deposited Four Hundred Thousand ($400,000) Dollars into a cash custody account
at Citibank’s Moscow branch, to “capitalize” the FRSD. A copy of the Cash Custody
Agreement is attached hereto as Exhibit “H”.

67. Onluly 25, 1996, Forum Consulting and the Russian SEC finally executed
the Consulting Contract. The Consulting Contract provided for a Four Hundred Fifty
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Thousand ($450,000) Dollar initial payment to Forum Consulting within ten days.

68. On or about August 1, 1996, the Russian SEC granted the FRSD, owned
one-hundred percent by Forum Russia, the first license to operate a specialized
depository.

69.  On August 1, 1996, Forum Consulting made a written request that the
Four Hundred Fifty Thousand ($450,000) Dollar advance payment under the Consulting
Contract be paid to Forum Consulting within ten days of July 25, 1996 as required by the
terms of the Consulting Contract.

70. On August 8, 1996, Pallada received the first Russian mutual fund license
from the Russian SEC. Pallada’s license application described the FRSD as its
specialized depository. However, Shleifer and Hay needed the FRSD to commence its
fund administration services to Pallada before Pallada could sell shares to investors. Hay
requested that the FRSD commence fund administration services to Pallada. Keffer and
Forum were not willing to allow the FRSD to begin administering Pallada’s mutual fund
until the drafting and revising of the necessary Russian government regulations was
completed and Pallada had a prospectus that disclosed its operating procedures.

71.  In furtherance of the conspiracy, to put maximum financial strain on the
Plaintiffs, Hay informed Keffer that Forum Consulting would not be paid under the
Consulting Contract unless: (i) Zagachin owned fifty-one percent of the FRSD; (ii)
Zagachin had management control of the FRSD; and (iii) the FRSD began administering
Pallada’s mutual fund by September 2, 1996. Hay further informed Keffer that Forum’s
role in the FRSD would be limited to providing capital and technology. Keffer told Hay
that these demands were unacceptable.
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72.  Hay then proposed a meeting with Keffer and Forum to resolve these
issues. He recommended that Michael Butler, Esquire (hereinafter “Butler™) act as a
neutral mediator. This was done in furtherance of the conspiracy, because Butler was not
neutral but was hired by Harvard pursuant to Shleifer’s request. Butler at the time
worked directly with Hay and Shleifer on Harvard’s Russia Program and, more
specifically, represented Harvard, Shleifer and Hay in a Federal investigation concerning
the administration of the Harvard Russia Program. Hay intentionally failed to disclose to
Forum and Keffer his and Harvard’s relationship to Butler and that Hay’s and Shleifer’s
administration of Harvard’s Russia Program was the subject of a Federal investigation.

73.  On August 19, 1996, Keffer, Forum staff members, Hebert and Hay met
with Butler. Unknown to Keffer and Forum, Shleifer and Zimmerman had arrived in
Moscow that same day and had had a private meeting with Zagachin, Hay and Hebert.
At the meeting with Butler, Keffer and his staff made full disclosure to Butler about how
Hay’s conduct was preventing Forum Consulting from completing the necessary
recommendations for revisions to the Russian SEC regulations and how Forum
Consulting was not being paid for its work. They also informed Butler that Hay insisted
that Zagachin have ownership and management control and that Zagachin was not
qualified to manage the FRSD. Keffer and his staff further informed Butler of Hay’s
insistence that the FRSD administer Pallada’s mutual fund when the Russian SEC
regulations had not been revised and Pallada did not have an adequate prospectus.

74. After meeting with Butler, Hay sent Keffer a term sheet entitled “Mike’s
[Butler’s] Proposal”. A copy of that term sheet is attached hereto as Exhibit “I”. Hay
and Butler proposed that Keffer sell both Forum Consulting and Forum Russia (owner of
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the FRSD) to Zagachin for Four Hundred Thousand ($400,000) Dollars (an amount equal
to the capital Keffer and Forum had already deposited in the Citibank custody account).
Hay and Butler further proposed that Zagachin, despite her patent lack of qualifications,
continue to perform the obligations set forth in the Consulting Contract, under Forum
Coﬁsulting’s name, and be paid by the World Bank. Finally, Hay and Butler proposed
that Forum perform “precisely defined” services as a “subcontractor” and in particular,
“Forum would process for the first fund to go live on September 2, 1996”.

75. On August 20, 1996, Hay took preemptive action to effectuate the
conspiracy by attempting to misappropriate Keffer’s and Forum’s capital investment.
Zagachin, under Hay’s direction, went to Citibank and instructed Citibank employees to
transfer the Four Hundred Thousand ($400,000) Dollars from the cash custody account
into the operating account of the FRSD. This was done to enable Hay through Zagachin
to have access to the funds. However, Citibank notified Forum of this attempt and
Forum immediately told Citibank that Zagachin did not have the authority to transfer the
funds, and Citibank consequently refused to conduct the transaction.

76.  Still unaware of Hay’s improper influence over Vasiliev and the Russian
SEC, Keffer sent a letter to Vasiliev on August 23, 1996, requesting a meeting with him
to discuss Keffer’s grave concerns about Hay’s insistence that the FRSD administer live
operations for Pallada’s mutual fund on September 2, 1996. Keffer informed Vasiliev
that such an undertaking “is both commercially premature and damaging to the prospects
of long term development of a stable mutual fund industry”. A copy of Keffer's August
23, 1996 correspondence is attached hereto as Exhibit “J”.

77.  Vasiliev quickly responded with a terse one page fax on Resource
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Secretariat letterhead which ignored all of Keffer’s concerns and demanded a “work
plan.” Keffer sent Vasiliev another letter on August 23, 1996, reiterating Keffer’s
concerns, including the commercial immaturity of the mutual fund infrastructure and
Keffer’s position that the FRSD would not administer a live mutual fund on September 2,
1996. A copy of Keffer’s additional August 23, 1996 correspondence is attached hereto
as Exhibit “K”.

78. On August 27, 1996, Vasiliev responded in writing to Keffer’s August 23,
1996 letters and took a position which was inconsistent with the terms of the Consulting
Contract. Vasiliev disregarded Keffer’s warnings that the critical legal and institutional
infrastructures for the specialized depository specified in the Consulting Contract and
referenced in Vasiliev’s March 5, 1996 letter, had not been completed. VaSiliev simply
repeated Hay’s demand that Keffer and Forum have the specialized depository working
pursuant to an “aggressive time line,” stating that “the World Bank contract which you
signed on July 25, 1996 calls for the creation of a specialized depository”. Vasiliev
ignored the other prerequisites of the Consulting Contract, including those provisions
specifying the creation of the legal and institutional infrastructure necessary to protect the
Russian investors, about which Hay had instructed Forum to postpone completion in
order to focus all attention on creating the FRSD. Vasiliev rejected Keffer’s idea of a
demonstration rather than an actual mutual fund administration as inconsistent with the
terms of the Consulting Contract and unacceptable to the Russian SEC. Vasiliev
requested that Keffer provide the Russian SEC with a proposal for altering the ownership
of the FRSD. Vasiliev promised to work with Forum on its problems with the

Consulting Contract once ownership of the FRSD was “stabilized”. A copy of Vasiliev’s
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August 27, 1996 letter is attached hereto as Exhibit “L”.

79. It now became clear to the Plaintiffs that Vasiliev was controlled by Hay
and the representations that Hay had made to them about the ownership and control of the
FRSD and receiving payment under the Consulting Contract were false. The Plaintiffs
consequently concluded that they had no choice but to stem their mounting financial
losses by selling Forum Russia, including Forum Russia’s ownership of the FRSD, to
Zagachin, as requested in the proposal from Hay and Butler for Four Hundred Thousand
($400,000) Dollars. Hay and Hebert then proceeded to negotiate with Keffer the terms -
of the sale to Zagach/in and to arrange financing for the sale. Copies of Hebert’s letter
setting forth the terms of the sale and financing is attached hereto as Exhibit “M”.

80. On September 3, 1996, with financing provided by Hay, Oasis Financial
Services, LLC (“Oasis”) purchased Forum Russia, including the FRSD, from Keffer and
Forum Financial Holdings, Inc., for Four Hundred and Eight Thousand ($408,000)
Dollars. Zagachin was the record owner of 99% of Oasis anq also the record owner of
* Sage Capital, which owned the remaining 1% of Oasis. Zagachin’s ownership was for
her benefit and the benefit of Hay, Shieifer and Hebert.

81. Hay and Shleifer and their co-conspirators had now completed the goal of
their conspiracy with the sale of Forum Russia and the FRSD to Oasis.

82. The acts committed in furtherance of the conspiracy include, but are not
limited to, the acts described above in paragraphs 41 through 80.

83. By letter dated May 20, 1997, USAID suspended the USAID Agreements
based upon findings by its Inspector General of misconduct by Shleifer and Hay in
Russia. A copy of USAID’s letter suspending the Agreement and a related press release
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are attached hereto as Exhibit “N.” The letter stated, inter alia, as follows:

Activities for individual gain by personnel placed in a position of trust in Russia and
financed under these USAID cooperative agreements is not in the national interest of the
United States. Through these cooperative agreements, the General Director in Moscow
and the Project Director have gained influence over nascent Russian capital markets.
They have abused the trust of the United States Government by using personal
relationships, on occasion, for private gain. USAID has been trying to explain to key
Russian Government counterparts the value of open and transparent processes, and the
importance of avoiding conflicts of interest, as ways to increase investor confidence in the
Russian capital markets. These were some of the key objectives of the subject
cooperative agreements. The private activity of the General Director in Moscow and the
Project Director, supported by staff and equipment paid for with U.S. Government funds,
conveys exactly the wrong message to the Russians.

84.  On May 23, 1997, Harvard removed Shleifer and Hay from their positions
with HIID and Harvard’s Russia Program. A copy of Harvard’s letter to this effect is
attached hereto as Exhibit “O”.

85.  On August 1, 1997, USAID terminated Harvard’s USAID Agreements. A
copy of USAID’s letter taking this action is attached hereto as Exhibit “P”.

86.  On or about February 7, 2000, Harvard disbanded HIID.

87. On September 26, 2000, the United States filed a civil action in the United
States District Court, District of Massachusetts, against Harvard, Shleifer, Hay,
Zimmerman and Hebert alleging against them inter alia, claims for violations of the False
Claims Act (31 U.S.C. §3729), and for fraud and civil conspiracy arising from their
activities in Russia, including their conspiracy to launch the first Russian mutual fund
management company and the first Russian specialized depository.

V. CAUSES OF ACTION
COUNT I
The Plaintiffs v. Hay
(Fraudulent Misrepresentation)

88.  The Plaintiffs repeat and reallege paragraphs 1 through 87 as if each were

fully set forth herein.
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89.  Hay made false representations to the Plaintiffs of certain material facts,
including, but not limited to, that Plaintiffs would own and have management control of
the Specialized Depository.

90.  Hay knew that those representations were false or he made them with
reckless disregard of whether they were true or false.

91.  Hay made the false representations for the purpose of inducing the
Plaintiffs to act in reliance on them by creating the FRSD.

92.  The Plaintiffs justifiably relied upon Hay's false representations as true
and acted upon them to their detriment, by among other things, creating the FRSD which
Hay and Shleifer then usurped for their own gain.

93.  Hay's false representations have caused the Plaintiffs to suffer damages.

94.  Hay is liable for the damages the Plaintiffs have suffered, which are the
profits and value of the FRSD, and the financial benefit the Plaintiffs would have
received from an increase in their international business.

COUNT I

The Plaintiffs v. Shileifer
(Aiding and Abetting Fraudulent Misrepresentation)

95.  The Plaintiffs repeat and reallege paragraphs 1 through 94 as if each were
fully set forth herein.

96.  Hay made false representations to the Plaintiffs of certain material facts,
including, but not limited to, that Plaintiffs would own and have management control of
the FRSD.

97.  Hay knew that those representations were false or he made them with
reckless disregard of whether they were true or false.
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98.  Hay made the false representations for the purpose of inducing the
Plaintiffs to act in reliance on them by creating the FRSD.

99.  The Plaintiffs justifiably relied upon Hay's false representations as true
and acted upon them to their detriment, by creating the FRSD which Hay and Shieifer
then usurped for their own gain.

100. Hay's false representations have caused the Plaintiffs to suffer damages.

101. Shleifer knew that Hay made fraudulent misrepresentations to the Plaintiffs
and gave substantial assistance and encouragement to Hay to make such fraudulent
misrepresentations.

102.  Shleifer committed these tortious acts in concert with Hay’s fraudulent
misrepresentations and pursuant to a common design with Hay.

103. The Plaintiffs suffered damages as a result of Shieifer’s conduct.

104. Shleifer is liable for the damages the Plaintiffs have suffered, which are
the profits and value of the FRSD and the financial benefit the Plaintiffs would have
received from an increase in their international business.

COUNT III
The Plaintiffs v. Hay
(Negligent Misrepresentation)

105. The Plaintiffs repeat and reallege paragraphs 1 through 104 as if each were
fully set forth herein.

106. Hay in the course of his business, profession or employment, provided
false information to the Plaintiffs to guide them in their business transactions.

107. Hay owed a duty to the Plaintiffs to exercise reasonable care or
competence in obtaining or communicating the information to the Plaintiffs.
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108. Hay breached his duty of care by failing to exercise reasonable care or
competence in obtaining or communicating the information to the Plaintiffs and thereby
caused harm to the Plaintiffs.

109. The Plaintiffs justifiably relied upon Hay’s false information.

110. Hay is liable for the damages the Plaintiffs have suffered, which are the
profits and value of the FRSD and the financial benefit the Plaintiffs would have received
from an increase in their international business.

COUNT IV

The Plaintiffs v. Shleifer
(Aiding and Abetting Negligent Misrepresentation)

111. The Plaintiffs repeat and reallege paragraphs 1 through 110 as if each were
fully set forth herein.

112. Hay in the course of his business, profession or employment, provided
false information to the Plaintiffs to guide them in their business transactions.

113. Hay owed a duty to the Plaintiffs to exercise reasonable care or
competence in obtaining or communicating the information to the Plaintiffs.

114. Hay breached his duty of care by failing to exercise reasonable care or
competence in obtaining or communicating the information to the Plaintiffs and thereby
caused harm to the Plaintiffs.

115. The Plaintiffs justifiably relied upon Hay’s false information.

116. Shleifer knew that Hay provided false information to the Plaintiffs and
Shleifer gave substantial assistance and encouragement to Hay to provide that false

information to the Plaintiffs.
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117. Shleifer committed these tortious acts in concert with Hay’s negligent
misrepresentations and pursuant to a common design with Hay.

118. The Plaintiffs suffered damages as a result of Shleifer’s conduct.

119. Shleifer is liable for the damages the Plaintiffs have suffered, which are
the profits and value of the FRSD and the financial benefit the Plaintiffs would have
received from an increase in their international business.

COUNT V
The Plaintiffs v. Hay
(Tortious Interference with Prospective Economic Advantage)

120. The Plaintiffs repeat and reallege paragraphs 1 through 119 as if each were
fully set forth herein.

121. The Plaintiffs had a prospective economic advantage to own and manage
the first licensed specialized depository in Russia, namely the FRSD.

122. Hay, through fraud and intimidation, interfered with the Plaintiffs’
prospective economic advantage.

123. Hay's wrongful interference caused the Plaintiffs to suffer damages.

124. Hay is liable for the damageé the Plaintiffs have suffered, which are the

profits and value of the FRSD and the financial benefit the Plaintiffs would have received

from an increase in their international business.
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COUNT VI
The Plaintiffs v. Shleifer
(Aiding and Abetting Tortious Interference
with Prospective Economic Advantage)
125. The Plaintiffs repeat and reallege paragraphs 1 through 124 as if each were

fully set forth herein.

126. The Plaintiffs had a prospective economic advantage to own and manage
the first licensed specialized depository in Russia, namely the FRSD.

127. Hay, through fraud and intimidation, interfered with the Plaintiffs’
prospective economic advantage.

128. Hay's wrongful interference caused the Plaintiffs to suffer damages.

129. Shleifer knew that Hay's conduct constituted wrongful interference with
the Plaintiffs’ prospective economic advantage, and gave substantial assistance and
encouragement to Hay to engage in such conduct.

130. Shleifer committed these tortious acts in concert with Hay’s wrongful
interference and pursuant to a common design with Hay.

131. The Plaintiffs suffered damages as a result of Shleifer's conduct.

132.  Shleifer is liable for the damages the Plaintiffs have suffered, which are
the profits and value of the FRSD and the financial benefit the Plaintiffs would have
received from an increase in their international business.

COUNT VII
The Plaintiffs v. Harvard
(Vicarious Liability)

133. The Plaintiffs repeat and reallege paragraphs 1 through 132 as if each were

fully set forth herein.

134. At all relevant times Hay and Shleifer were agents of Harvard.
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135. At all relevant times Shieifer and Hay purported to act or speak on behalf
of Harvard.

136. At all relevant times Hay and Shleifer engaged in their tortious conduct
while acting within the scope of their apparent authority from Harvard.

137. The Plaintiffs’ relied upon Shleifer’s and Hay’s apparent authority.

138. Hay and Shleifer were aided in accomplishing their tortious conduct by the
existence of their agency relationship with Harvard.

139. Harvard is liable for the damages caused by the tortious conduct of Hay
and Shleifer as stated in Counts I-VI, which are the profits and value of the FRSD and
the financial benefit the Plaintiffs would have received from an increase in their
international business.

COUNT VIII
The Plaintiffs v. Harvard
(Vicarious Liability)

140. The Plaintiffs repeat and reallege paragraphs 1 through 139 as if each were
fully set forth herein.

141. At all relevant times Hay and Shleifer were employees of Harvard.

142. At all relevant times Hay and Shleifer acted within the scope of their
employment.

143. Harvard is liable for the damages caused by the tortious conduct of Hay
and Shleifer as stated in Counts I-VI, which are the profits and value of the FRSD and
the financial benefit the Plaintiffs would have received from an increase in their

international business.
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COUNT IX
The Plaintiffs v. Harvard
(Negligence)

144. The Plaintiffs repeat and reallege paragraphs 1 through 143 as if each were

fully set forth herein.

145. Harvard owed a duty to the Plaintiffs to supervise, oversee and manage
Shleifer’s and Hay’s operation of its Russia Program, including the Specialized
Depository Project, with reasonable care, including the duty to retain and supervise its
agents and employees in a reasonable manner.

146. Harvard breached its duty of care by failing to act reasonably in its
supervision, oversight and management of Shleifer’s and Hay’s operation of its Russia
Program, including the Specialized Depository Project, and in its retention and
supervision of its agents and employees.

147. As a direct, proximate and foreseeable result of Harvard’s breach of its
duty, Shileifer and Hay engaged in tortious conduct which caused harm to the Plaintiffs.

148. Harvard is liable for the damages the Plaintiffs have suffered, which are
the profits and value of the FRSD and the financial benefit the Plaintiffs would have
received from an increase in their international business.

COUNT X

The Plaintiffs v. Hay, Shleifer, and Harvard
(Punitive Damages)

149. The Plaintiffs repeat and reallege paragraphs 1 through 148 as if each were

fully set forth herein.
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150.

At all relevant times Hay and Shleifer were employed by Harvard in

management positions and they committed the acts alleged herein while acting within the

scope of their employment.

151.

Hay’s and Shleifer’s conduct towards the Plaintiffs was motivated by ill

will against them and was so outrageous that it constituted malice.

152.

153.

154.

The Defendants’ conduct justifies the imposition of punitive damages.
The Defendants are liable to the Plaintiffs for punitive damages.

V1. REQUEST FOR RELIEF
THEREFORE, the Plaintiffs ask this court to:
a. enter judgment in their favor on all counts;
b. award them damages, including compensatory, special and
consequential damages, plus interest and costs as to each count;
C. award them punitive damages; and
d. grant them such other and further relief as this court deems
just and proper.

VII. JURY CLAIM

The Plaintiffs demand a trial by jury on all of the Counts alleged herein.

{K0212382.3}
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Dated: October Q; ﬂ - 2000

{K0212382.3)

Respectfully submitted,

JOHN Y. KEFFER AND
FORUM FINANCIAL GROUP, LLC

%(QQ&WJ%

By their attorneys,

Stephen R. Delmsky

Michael P. Flammia

Peter F. Carr, 11

ECKERT, SEAMANS, CHERIN & MELLOTT, LLC
One International Place, 18" Floor

Boston, MA 02110

617.342.6800

617.342.6899 (FAX)

@@m/

Peter J. DeTroy

Daniel L. Cummings

NoOrRMAN, HANSON & DETROY, LLC
P.O. Box 4600

415 Congress Street

Portland, ME 04112

207.774.7000

207.775.0806 (FAX)
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FLEMINGS

FLEMINGS (CT3) Limited
Moccaw Aceredited Roprescatative Offiee .
Soite 4, 1/5 Ulius Pushkindaps, Motcaw 103009, Russia

Td ; #7-503 {or -095) §569100, Pax : £7-503 (or -095) 9561500
EMAL: CUSIZ, ASOVAMAL, O-CIISTOMERS, ONFRIC MOS

28th February 1836

John Y. Keffer
President

Forum Financal Group
Two Portland Square
Portland, ME 04101

By Facsimile 207 879 1900

Dear John,

It was a pleasure speaking with you yestarday. Your Insighis gave Jufia and |
grealer clanty on what it is we are trying to accomplish and how o do it.

We would very much like to progrese the discussions with you as quicky as possible
so that we can dedide upon which route to take and with whom lo work,
Unfortunately, | will not be in the US this week as | had planned. Perhape the next

step should be:

(i) for us to describe how we cunently envisags the operalions and to get some
feedback from you. For this purposa | attach soma work flows. | would appraciate it
i you would review the attached graphs and comment on (i) any important steps we
have missed, (")anyadd'ﬂona!cotmlsmatshoddbchplace and (W) the
efficiency of the proposed work flows. -

(¥) for you to design 3 modet administration bureau providing detaits on number and
type of employeeas; office space; telecommunication requirements; computer
hacdware and software requirments; other offica equipment requicements and other
significant cost fems. The Russian-specific tems we will be abla to provide cost
ostimates.

(i) for us to view yowadmhlstrauon In Poland. Wa would be prepared to do this
next week.

(V) we need to clanfy the costs/benefits of performing the sdministration all in Rusela
or having only the front end in Russia and the processing off-shore (in Poland). For
your information, the Securities Commieaion indicated to me yesterday that they
have a “strong preference” for the administration to be done in Russia andttat this

may be expressad in the reguiations in the future.
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(v) if we decide to proceed to Create 3 full bureau service in Russia how we can work
together to do this on a cosl-efficient basts. What sort of skifls would we hope to
bring in from a Russian partner (computer technology/programming)? How would it
be fimanced? Who would market the servicas lo third party chents? How long would
i take to establich a full bureau service (if this ks deemed to ba the right way to go).

Please contad! elther myself or Julla Zagachin as soon as possible in Moscow at 7-
503-856-9100 or by fax 7-095-956-1800. i

General Manager
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FLEMINGS

FLEMINGS (CIS) Limited
Meascow Accredited Represcentative Officx
Suite 1. 7/5 Ulitsa Pushbingkays, Moscow 103009, Russin

"I'el < #7-5U5 (or 095) 9869100, Fax : ¥7-503 (or a95) 956 1R0Q
PMAIL : C:USKR, A FMOYMAN- O:CUSTOMERS, UNIHUC MOS

To . Jobhn Kcffer
Forum Finaucial Group

From Beth Hebert
Oate 2%th February 1996
Re : Moutu:al Fund Administration

1. Numbcr of Accounts first month: 8,000
. Averagg size of initial amount: $2,500
Number of new accounts per month: 1350
. Average sice of new accounts: $1,000
5. growth $%/mouth
6.7
© 68%/S0%/A0%/30% y-o-y inflation
1996 4500 - 5500 -- thereafler adjust with inflation.
. [L.abor costs:

a) epecialised degrec in econontic/Grance ($1.000/ month with no expericnce)

b) University graduates (3800/month)

¢) processors ($300/month)

d) customer service personuel ($800/month)
The above figures are aet of taxes. Taxes will 2dd anothes 100% to the cost of labor. There
will be ways to structure the compasy to reduce jabor costs.
10. Space Costs $450-750/sq fVyear
1}. telccommynications costs

a) Comutar telephonc charges: Moscow to UK =35 ).72/minutc
b) hook up to Comstar = $500/insiall a finc plus $150/month

i2. cusioms duty on hardware = 20% VAT 4-20% impont duties + 10% excise
1t might be possible to avoid the full load of dutics and tsxes by, for example, registering for
accreditation.
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jotur Kefler

To
From Beth Hebert
Date 29th February 1996
Pages - 1of3
P T e —
Julia took 2 crack at designing her own registrar. Will you s€¢ attached and let us know
e rcasonable assumptions?

hink we have mad
ant creation

whether you !
a entry clerks given the following acw accl

umed we need 10 dat

She has as$
schedule:
month 1 month 2+3 month 4 on
8.000 3,000 500
We have not made any assumptions about Tumover (redemptions) pet unit account as there 18
here to draw from. What bas cxpenence peen in Potand?

no relevant cxperience

VRN .
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Mutual Fund Registrar

ISy e
e _Mar M2 L dun ot _Sep Nov | Dec | Y1 ve_ | Y3 i =
e g70 12920, 12920¢ 12,620, fa.fo 15,910 5 310, 180,500 180,5 550! 180,600] 180,500
St Cp TTUEIN0 e i N ) I e e X
Rent o 5833 3833 ECCEE I . 35, m 5,832, 38 70,000, _70.000 70,000( 10,000
Telocom reo0 15e0 , _ f m.ao ;8_ 15,000 16,00 1¢,000
Audit SR o 30,000
\nsurance S
supplies MOQE A

Total ?n.._,mx

No. n 2 unnocam

Cost pef wnnocz_ L
\l\\k

d 3
3 .::,c.. .m& i



Monthi

Head
Position Count y per
head

~* Accountant 1
:1 Oneraling Officer 1
- anagefr 1
a Entry Operators-Mail clark 10 300
| service manager 1
ninstrative Assislant 1

5

sumplions.

_.mted tsunch AprilfFull taunch Sep.

Yala entry operators will work in severa! shifts,
10 Data entry oparalors are sdded in Cctober.
~ient service manages/creates unils/destroys units.

*,500
24.,0G0
15,600
36,000

9,600

3,600
90,300

Russian Staff Cosls

Apr Mar tay Jun Jul Aug Sep Oct Nov

1,500

Y3

15,000
20,000
13,000
36,000

8,000

3,000
95,000

Y4 Y$
15,000 15,000
20,000 20,000
13,000 13,000
36,000 36,000

8,000 8,000
3.000 3,000
5,000 95.000
85,500 85,500
A I LR I



Equipment

[Start Up Costs i

Hem |Description |Amount

Costperunt !

Computer |
Prnter

[ttt delius S

Xerox
Server

Mlsc o i' 1]
Desks ‘ T 15\
Chalrs

Cabn]ezs_. 40

Telecom '1;Cdr?\'s‘£é} ' ‘I 77710

i g e

15 EEESERTI

USSP S

|Fex o S 4

PBX T

So’tware (Quasar) I )

Total |

1. Comstar $150 per. month p_er ine.
2 uasar maintanace 18% of GBP 60, po0 |

l j T |
Recurring Equipment Costs T
’ 1,500

10,800

Page 1
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March 5, 1996

Mr. John Y. Keffer
President

Two Portland Square
Portland, Maine 04101
USA

Fax: 207 - 879 - 6050

Dear Mr. Keffer,

I am writing to you to encourage you to consider the establishment of
a company in Russia that would supply fund administration services to the
large number of mutual funds that are being launched in Russia.

One of my advisors, Mr. Jonathan Hay, will be in Poland on Thursday,
March 7 and Friday, March 8. [ understand that you have a fund -
administration business in Poland, and I would appreciate if you could
acquaint Mr. Hay with its operation. T will be looking forward to his report.

The Federal Commission plans to support one or more efforts to
establish fund administration units in Russia. It is likely that technical
assistance funds will be used for this purpose. A number of foreign and
Russian organizations have already made their interest known and have
submitted informal proposals that we are considering.



The Federal Commission is interested in seeing the administrative
function established as an independent business in order (0 ensure that these
services are available to multiple funds and to easure that there are ng

administrative procedures been put in place.

M 1L E ‘ D ]
ederal Commission for Securities and the Capital Market of Y
Russian chcration—]

TOTAL P.@3
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Jonathan HAy Oucat Place. St Flooe
o | e o
HUO / Moscow Telephore: 956 6622

- Yelefar 956 3837
o -7~

fnside CIS code 095
KPR Owsie s ot 503
i ¢ €-mal: fayCyglas.apc.org

-

Harvard knpslifate
Jor Intematonal Developrnent

ICY I s o wwey oo o

E-mail bhcber@ficmingsamskora
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March 22, 1996

To: Mr. John v, Keffer
'Fax: 207 . 879 _gqs0

From: Jonathaq Hay
You caa send me cmail z¢ Ruy@lrp.ghs.apc.org.
Fedex oc DHL should be sent lo:

Mr. Jonathan Hay, Harvard
Ducat Place, stk Floor
8/10 UL Gasheka

125047 Moscow, Russia
Tet: 01 1-7095-258-35.70

Hope 0 hear from You very soon. We are working as (ast 25 possible oa this,

TOTAL P.O1
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May 16, 1996 M 2WW
C@; To: Tom Steyer.
(/ - Re: Specxzhzed Dcposxtory ’[5\/1_ U@UJO@

©RA /#Q’N"’)’T 0 Introduction. As you know, we are secking USD 12 imillion to create a fund T
' mansgement company and a fund administrator/custodian (*Specialized Depository”) in
Russia. | understand from Nancy fuat you wish to have some more information on the W
specialized dcposxtory This note explains a) the function of & specialized depository, b)
why the Specialized Depository that we create is Iikely to be succedsful, c) our assumptions g[' J_qg
about profitability, d) our competition, and ¢) the link with the proposed Fund Management _

A m Company.
c.;; 2.0  Function of Specialized Depository. Under recently issued mutual fund regulations
.obj\s-’ (which were drafted by the Russian legal team that I manage), fund management companies
V must sign a contract with an independent Specialized Depository. Under the regulations, the
= Specialized Depasitory provides custodial services and is responsible for the compliance of
fund management companies with certain parts of the regulations (¢.g. restrictions on the

Y

investment portfolio). In practce, the Specialized Depository will also be responsible for
W’ a) maintaining a registry of unit holders (including issuing and:cancelling units), b) the
j} P(— accounting for fund assets and transactions, and c) pricing of assets (on a daily basis in the
case of open mutual funds). The Annex to this note describes in more detail the function of

the Specialized Dcposnory

Why we expect our Specialized Depository to succced" The reasons have to do with
a) regulation, b) management, c) fust mover advantage, d) usurcd client base, ¢) presence
\./ S/ &_S%ﬁs of a Juategic partner and ¢) the availability of subsidy. These reasons are discussed below.

0 . . :

3 au @/Clé,(,{,%‘ys:l Rcgulation. Both invesunent fund managers and specializcd depositories must be
. Jicensed. The regulatory requirements for getting a fund management license are relatively

400 E light. The regulation of fund managers is mostly delegated to the market, to the choices
of investors. The Federal Commission for Securities and the Capital Market (c.g. the

mo Russian SEC) recognizes that it should not be i the business of choosing fund managers for

. investors. On the other hand, the regulatory requirements for specialized depositories are

Q—@ (. severe. Before issuing any licenses to potential specialized depositories, the Federal
—— Commission will ensure the integrity of systems for processing flows of units and finance

between investors and the fund, b) the proper maintenance of the registrar of investors, c)
the adequacy of accounting for assets, and d) the safekeeping of assets. Regulations provide

-~ many mandatory procedural and processing requirements for specialized depositories. The
o {Oﬂhrcqmrcmcms wﬂl be made more deteiled on the basis of thé Federal Commission's

———— T ——expericnce with:our Specialized Depository. Specialized Dcposxtoncs will be audited

™M) . Yoo 2 Postm s & o kore sann % =

(L=

T v @ freasqumie o E
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frcqucmly by thc Federal Commission. The Federal Commxssxon expects to issue few
licenses to specdhzed depositories which means that a) the mzrk-ét for these services will
be divided betwden few organizations (in the short to medium tesm we expect to capture
most of the maxkct) and b) pricing is likely to be less than pcrfcctfy competitive.

Our project stands to benefit more than any other from the Federal Commission's
approach to regulation. This is for three rcasons. First, we have the best probability of
receiving a licenise. Our project is the flzship Specialized Dcposnoxy of the Federal
Commission dcslgned to set the standard for the market place and to be used to define the
operational and pmceduml thresholds that must be met by others to enter the business.
Every decision wc make about design, systems and procedums will be taken in close
cooperation with the Federal Commission. Our project will be cs;nbhshed with the active
involvement of the Russian legal team that the Federal Coxmmssxon catrusted with the
drafting of the original mutual fund regulatons. Second, we are likely to get a license
before anyone clse which will give a significant first mover advanta,gc (discussed below).
Third, our project will set the market standard. Given this project's relationship to the
Federal Commission, any other atiernpts by definition will be in a catch up mode.

3.2 Management. We have the best management team. The ability of management is
proven in Russia and has an exceptional reputation for honesty and competence which is
unique in the Russian market place. The president, Julia Zagachin, is one of a few
professionals who have successfully built large mﬁastmctmt operations, eamed the
confidence of the Federal Commission, every major western institbtional investor active in
the Russian eqaity markets, the Russian brokerage and bankn:g community. She is
completely bi-lingual and bi-cultural. The futurc head of operations, Nadezhda Masenkova
is currently Chiéf Operating Officer of the DCC. She developed procedures and controls
currently in use’by the DCC. The strategic partmer (discussed below) brings a first rate
management team with similar western expertise that will be mvolved in the set up of the
Specialised Dcposnory .

3.3  First mover advantage. The economics of the Specialised Depository business give
the advantage to the first group that gets established and attracts clieats. * In Russia, we are
that group. In the early phase while no one elsc is set up we can be profitable with lower
volumes of processing and high margins. As the business progresses, we can lower
margins and maintain profitability with higher volumcs of processinig.  Any other competitor
that wishes to beat our prices must be able to immediately get the higher volumes that make
it possible to live with the lower margins. The need for high volumgs for-profitability should
be a significant Barrier to entry for new competitors. This is also the case in the West where
this business tealis to be concentrated with a very few providers sqch as State Street/DST in
thc United Staks or Hexagon and Premier Trust in the United ngdom In the short to

2
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raedium term our advantage comes from the fact that the regulator wants us to be tirs: |n
the future we can keep our dominant position through a quality service at low prices where
profitability is maintaincd by the fact that we built up higher volumes in the carly years.

3.4 Assured chient base. We have an assured client base for two reasons. First, we are
establishing the Specialised Depository simultaneously with the establishment of a fund
management company. The fund management company will be managed by Elizabeth
Hebert who has managed the best performing fund publically traded Russia fund for the last
two years. Her cormmittment to use the Specialised Depository will be an important signal
to other potential clients. When Elizabeth chose to use the DCC as her custodian in Russia
(at that time managed by Julia Zagachin), other market participants followed. We expect that
the similar pattern will occur with the Specialised Depository.  Second, the Federal
Comumission will direct potential fund managers to use the Specialised Depository that we
are establishing. This is niatural since the Federal Commission has an interest in ensuring
that its flagship project sets the standard for the market place, and it has an interest in
ensuring that fund managers that are licensed use the Specialised Depository that best meets
regulatory standards. .

3.5  Presence of strategic parmer. Forum Financial is the strategic partner. The company
is a Portland, Maine based fund administrator/distributor for commercial banks managing
funds in the US but restricted by banking regulations from distributing funds directly to the
public. Forum currently provides fund administration, transfer agency and valuation services
to clicnts with $14 billion under management. They also have a start-up operation in Poland.
Forum won a tender conducted by the World Bank and the Russian Commission to establish
the procedures and design the systems to be used by the model-depository. Forum will
contribute technical know-how of operations and systems. They will also contribute senior
management expertise and systems specialists to shadow the local management team. The
presence of a strategic partner should ensure that we are protected from making mistakes in
the selection of systems and the development of procedures.

3.6 Subsidy from World Bank Funds. The Federal Commission has awarded Forum
Financial $2.5 million to develop systems and procedures for a model Specialised
Depository. The Federal Commission has indicated that the Specialized Depository that we
propose to create will be the Russian beneficiary of this work. This moncy will be used to
pay consultancy fees, rent, translation of software, systems development, write procedures,
and advise the Commission on regulatory issues. We also expect that the proposed
Specialized Depository will be hired by Forum Financial as a sub-contractor, and that, asa
result, the company will immediately generate revenue with should fund some of the start
up costs. As a result the investment is significantly reduced, as opcrations of this type tend
to require a high up froot investment. .

3
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4.0 Assumptions About Profitability. The key variablc§ that dczmnin; profitability of
the Sp=cialized Depository are a) the fixed cost of establishing t.hc Specialized Depository,
b) the marginal cost of processing a client account, ) the price that can be charged for
g a client account, and d) the number of clicot accounts that the Specialized

p-ocessin e :
Depository will process. The assumptions that we bave made are illustrated in the table

entitled "Administration Bureau.”

While we believe that we have all the pieces in place to-make the Specialized
Depositary successful, we ncver established such a business and do have some uncertainty
about the precision of the numbers reflected in the business plan.  For example, while we
have the advantage that many of the fixed costs will be covered by the technical assistance
funds, we are uncertin about the fixed costs associated with the establishrnent of a custodial
service. Like many other issues, the issue of whether or not it is necessary to establish a
custodial service (or whether for some assets we can oi should use services provided by
others) is one that will have to be addressed with our strategic parmer in the implementation

of this project.

Due to such uncertaintics, we have used very conservative figures in the business
plan. The business plan shows that the Specialized Depository will charge between $15 and
$12 per year per client accoum per year (i.¢ berween 1% and 1.5% on an average investment
of S 1000). We have been told that a comparative figure in the United States or the United
Kingdom is $30. The low price reflects i) our lack of knowledge about the number of
transactions per account per year, and ii) sensible caution about the ability to charge
monopoly prices. Even if we are the dominant player in the market, we think it is possible
that there would be pressure from regulators to keep prices down. Our foreigh ownership
and management structure also makes us reluctant to assume that we can “"charge through
the nose™ for our services. QOur assumptions about pricc and cost are illustrated below:

Year of 1996 1997 1998 1999 2000
operation

Price s12 s12 S12 $12 S12
charged for
processing a
single client
account

CONFIDENTIAL ; F 01169
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Cost of 39 $8.8 $6.5 $5.5 $5.0
processing a
single client
account

Profit per $3 $3.2 $5.5 $6.5 $70
account

The falling marginal cost relates primarily to the efficienCy of operators in processing
accounts. We assume that operators reach a2 western level of efficiency (2000 accounts per

operator) only in the year 2000. In our assumptions, in the first 18 months of operation

operators process accounts at only 40% the cfficiency of their western counterparts.

The key variable that is likely to determine the success of the venuure is the number
of client accounts. Here again we want to be conservative in our representations to you and

Nancy. We assume that we go from processing 31,000 accounts in the beginning of1826 | Ly,

to 238,000 accounts in the beginning of the year 2000. Under these assumptions, the
Specialized Depository becomes cash flow positive in the third qitanter of its operanon and
gives profit net of Russian tax of about $600,000 after 3.5 years of operation. Of course, if
we were to assume that this Specialized Depository has a large market share and that it were
to process millions of accounts, it would be an extremely profitable operadon! We are
certainly well positioned to achieve such success if Yeltsin wins the election and the mutual
fund industry booms in Russia (and we expect both of these things to bappen). However,
the only scenario that we wish to preseat to you and Nancy is the conservative scenario that
has been presented to vou in the original business plan and that is summarized in the table
above.

5.0  Our competition. There are two potential sources of competition 1o this project. They
are i) Russian banks and ii) Credit Suisse. We do not think that Russian banks are serious
competitors because they are not trusted by the market place. Domestic banks, have a
reputation for unbridied opportunism particularly where inside information is available.
They also are extremely slow to develop anything new in the way of services. We think that
they will watch and wait. Credit Suisse is a more serious threat since it bas indicated that
it would be interested in this fund administration business and because it is the furthest
advanced in custody of any insitution in Russia. We think our position is superior to that of
Credit Suisse for the following reasons. First, Credit Suise will not offer clients the registrar
(wansfer agent) service. Instead they will farm out their custorners’ register of unitholders
to a Russian holder of corporate registers. The company that they have chosen has a dubious
reputation in the market place and very Russian concept of client service and confidentiality.

1196
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Second, Credit Suisse has explicitly stated that they will not offer the service to clients untl
they have launched their own fund in order to create/maintain a barrier to entry (remember
without a depository a fund can't be licensed). The Federal Commission will resist anyv
aitempt by a fund manager to block entry of competing funds in this way (Pioneer in Poland
is a perfect example of what the Federal Commission intends not to happen in Russia).
Finally, Credit Suisse will not have access to the technical assistance nor to the inside track
afforded by the technical assistance to the Federal Commission.

6.0 Connection with the Fund Management Company. You have received a business plan
from Elizabeth Hebert for investment in 2 fund management company. The Specialised
Depository and the Fund Management Company are being offered to you as a package. We
are not interested in your investment in the Specialised Depository unless this is helpful to
raise the funds nceded to start the Fund Management Company. This is for several reasons.
First, the success of the Specialised Depository will be increased if we have a lead respected
client to start things off. A fund managed by Elizabeth Hebert would have this effect as
discussed above. Second, the Federal Commission will not license the Specialised
Depository except as a package with its first client. For this reason we think that it is
important to have control over the first client to ensure that there are no problems or friction
in the set up stage. Third, we frankly want to start both of these things at the same time and
are tying our futures to this strategy. We would like our backers 1o do the same with their
investment. '

7.0 | hope that this is 2 helpful summary of the Specialized Depository project. This
work is on a short fuse. If vou are interested in participating in the initial investment, it is
important to block out some time to focus on this project. The Specialized Depository
already has financing in place. If worse comes to worse it can be financed by the strategic
parmer. He has already indicated his willingness to do so (under this scepario we would still
get 51% of it).  If you are willing to participate in the financing of the Fund Management
Company (even on a modest scale), we are ready to offer you an opportunity to invest in the
Specialized Depository.

8.0 | look forward to talking with you about the proposal.
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Annex 1: Functions of the Specialized Depository

Under the current regulations the Specialized Depository plays both a traditional custodial
role and a compliance function.

Custody -
As the custodian of the mutual fund the specialized depository’s functions include:

holding of assets and accompanying ownership records

cash control accounting, where scparate payment and disbursement accounts are maintained
by the specialized depository on behalf of the fumd and reconciled on a regular basis with
fund accountng

recording and accounting for capital and income received by the fund through investment
of fund assets g

. processing corporatc actions notifications from investee issuers and acting on the
instructions of the fund manager with regard to such actions

documenting authorisations on fund transactions :

receipt of payments from subscriptions and payment for unit redemptions upon appropriate
instructions

payment for fund expenses at the direction of the fund manager

. settling all securities transactions with the market

Soecialised Registrar and Unitholder administration

The specialised registrar functon requires; the specialised depository to control vanous
aspects of the relationship between the unit holder and the fund manager including:

maintaining the register of unitholders,

processing unit purchases and redemptions, order verification and data entry, processing,
verification and reconciliation of transactions of unit sales and redemptions as reported,

documenting all changes to the register unrelated to creation or cancellation of units (i.c.
change of address),

responding to customer service inquiries,

. mailing informational materials upon instruction of the fund manager.

Ty counti nd Valuation

CONFIDENTIAL F 0117
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ository would also hope be offer the following (in fact this requires

The Specialized Dep
0 existing regs, but we expect this to be achievable):

certain modificaton t
securities valuation, wkich must be conducted daily using price quotcs obtained from
reputable sources (e.g., The Russian Trading System),
processing of corporate actions, including stock splits and dividend payments, which can
cffect the total value of thc funds assets,
accounting and accruing of Fund expenses and income in compliance with the applicable

regulations,

calculation of the net assct value (NAV) of the fund based on daily reports received.

In addition to the traditional role of a fund administrator the current regulations require that
the the specialiséd depository assumes 8 regulatory function on behalf of the Commission
and is responsible for reporting all improprieties of the fund manager to the Comurnission.

TOTR. P07
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CASH CUSTODY AGREEMENT

CASH CUSTODY AGREEMENT dated Juty Sth, 1936 ictween Forum Financial
Group Russia, Limited Usbitty Company, @ Dolawars Emited fobilty company, ("Party A% and
Citidank T/O., 2 Ruscian commercial bank with its legal address et it Gashoka 6-10, 125047
Moscow, Russian Fedemtion (the *Agen().

Erefiminacy Statement

WHEREAS Paty A ks a founding shareholder of The ‘st Russian Speciakzed
Depasitory, 8 Russian hritod Labilty Company organlzid ko registradan i tha
Russian Federation (Party 8); and

WHEREAS pursugat o the Charter of Party B, Pacty A s o ligated to contribute USD
400,000 a1 pact of ks obligaton o the charter capllal of Part 8; and

WHEREAS Pacy B has applisd for a Central Bank of Fussia kcaace in order 1o
recaive coatrbutions of charter caphal la haro currency pe rsuaat (o the taws of the
"Russian Fedecation: and

WHEREAS Pacty A deakes foc Agent 10 hold USD 400.00) as charter contribution
untl Pacty 8 recerves the requisita Central Bank kicanse;

NOW, THEREFORE, the parties heceto agree a1 folows:

Saction 1. Estapdenmeant of Account. Pecty A will dekvec to the Agent at Cibank T/O
Moscow AKC J606T4TS ot Citbank Now York Four Hundred Thouss wd US Oollars ($400,000)
as the "Propecty”. The Proporty stisll be held, agministaced and ot possd of by the Agent In
sccordance with the teans and conditions hereinatter set forth,

Section 3. Intanat o4 Account Fund: Distribufion of indercg. (a) The Agent shall act
83 cusiodien of he Property and Propecty shell eam Intoreet st 0% p 5.

(b) Any interest accrued on the Property shall becoms part of the Pr porty.

Section 3. Beleasa of the Pmoady, (dﬂwwd‘dneascmﬁvpedyouw
paction thereof o .

() Pacty B upon prosentimont of the Central Bank Kcense iss ed In the name of Pacty 8
0 recoive charter capial in hard currency and delver to

* the USO sccourt opened in e name of Pacty 8 on tha Boc ks of the Agent; oc

(@) Pacty A upoa presenimont of a Central Bank fetter rejer ling the appicetion for @
fconse 0 recetve charter capial i herd curency o Panty’s A bank 8 xourt opened st

« Aflantic Genk NA,
100 Foden Rasd

South Portend
Ualne 04106 z
s _Y06-0L 450"

1 effect payment 10 Party 8 by conversion of kunds end remdlance “Q/
heough T account oponed a1 6 name of Paty A,

P
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(&) the tenms of 8n order, judgment oc decree ordering the r daasae of the Property o
any portion thereof, eccomaanied by e legal oplalon of counsel of tie paty requasting such
(claasa satisfactary (o the Agent to the effect that such order, judgme o or decree represents a
3l adjudication of the rights of the parties by a count of competant purisdiction, and that the
fime foc appeal lrom such order, judgmaent of dacree has expired \ #thout 8n 8pPea having
been pedectod.

(b) Prompty upon recalpt of tha onginal Goanse of letlac referred o in Sectoa HaXi) and
Ya)Xd) above, oc the order. judgment o docrae and opinion <4 counsal rafucred to in
Sectan HaX) above (and n 6o cvent fatac than two business days folowing any such
teceipl), the Agant shal reteasa the Propecty In accordance there vith.

{c) This Agreement will teminals upon the release of the entire { Yoperly pursuaat ta this
Section J.
Sectioa 4. Languagg Concrming thm Agent To induce tha Agerk ta act hereunder, K
is fuaner agreed by the Undersigned thet

(3) The Agent shat act bo under ay duty 10 gtve the Property eld by U thereunder any

geeater degree of caca than K gives ks own simidar property 3nd shal nol be requiced

to invest sny funds held hereunder except 88 duweclec in this Cash Custody

Agreement e

This Cash Custody Agreament expressly sets forth af the dutiss of the Agent with

tespect %0 any and al matiars heceta. No tmplied duties ac abligations shall be read

onto this agrooment aginst the Agent. The Agent shall not be bound by the
provisions of any sgrecment Mong the other pacdas herets :xcept this Cash Custody

Agroament.

(c) The Agent shall nat be Eadle, exoept for s own gross heghig tnce o wilttul misconduct
that ece succosstully assariad against the Agent, the other -sacties herelo shat jolatty
and severally indemnlfy and hold heamiass the Agent (8nd a Ty successor Ageng koot
and agsiast say and 82 losses, kablities, claima, eclions, demages and expenses.
ncluding reasonatie attomey’s foos and cisbursements adsing ot of end In
connecton with this Cash Custody Agresment. VWihout [ miing the foregoing, tha. -
Agoat shol In 0o evot be Kabls ln connectien with iis Inve dmoeat or reinvestment of
any cash held by R hereunder tn good (i, In accordar @ with the tefms heroof,
Including withowt Gmitalion any Rebiity for sy delsys (no resuling fom s groes
nogligencs or wirtd misconduct) In the krvostmend oc reirve sme of the Propexty, oc
any loce of intecest incident 1o any such dolays. .

(d) The Agent shel be entited 10 foly upon any ordec, judgm «f, certifcabon, demand,
notice, lnstrument or other wriing defvered 1o il hereunder without being required ta
delommina the authontclly o¢ v comectniess of sny fact sta od therein or the propodty .

_ or veldity or the sevice thereol. The Agont may act in refl noe ypon say lnstrument
or gigaature bekeved by K 10 be gorwsine 3ad may sssumne | 1M any pacson puparting
ta give receiptl or sdvice Of Make ey statement of @ xeculs 3y document in
connecton with the provisions hereof het baen duly suthoriz #d to do ta.

(c) The Agent mey act pursuart 10 the advice of et th pect ©0 8y matloc
rclatng 10 this Cach Custody Agreement and shat not be &1 3a for sny action taken o¢ -
omvtled In 5CONTenca wits such edvice.

(0 The Agent does not heve sy interest in the Propedy o posited hereunder but &s .-
serving ®1 escrow holdor only 8nd having oaly passession hereol Pedy A shal pay -
of reiTburce the Agent Upon fequest for sy transter taxer oc other taxes fetadng (o
e Propedy incurred in connecton horewich and shell lnd-smnify and hold banmices
the Agent from gy amounts thal & i obkgatad 52 pay (n th 2 way of such taxes. Ay
peymenis of income kom this Accoutt chatl be subject o w thiwidng reguiatons dven
n force with respoct 1 Rutelan Fodoration taxes. The par les hereta will provide the
Agent wiln appropate tix rogistration carificales for retid ets. K & understood that
the Agert shell be reepansibls for income reporting only witt- racpact to iMerest samaed
~—— s Oumaan. sad la "t rasrnneliie v anv Ofhar canci ina  This cersorach snd /

(v)

—
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paragaaph (c} shal survive not withstanding any teaninaton of this Cash Custody
Agreamaent of tha recigaation of the Agent.

() The Agent makes no repressntation ac W the vabddy, vue. geauinenass or tha
collectabitiy of any sacurky oc other dacument or Instrument held by or dofivered to &

(h} TMAgeMuhalno(becalodwmhm«enypc«ytathevdsdomonsoﬂngu
retaining oc taking oc refrainlng from any action with raspec 10 any securities oc othor
propecty deposited hareundar,

() The Agent (and any successor Agend) may at eny tma re: gn as such by delivering
the Proparly 1o any successor Agant jointly designated by he othar partas hereto in
witing, or %0 3ny cout of competant Jurtsdiction, where 1pon the Agent shall ba
discharged of end from any and all Axther obligations acs vg in coanection with tig
Cash Custody Agreement. The resignation of the Agent wil take offect on the sarsar
of (3) the appointment of a successor (lnckuding & court of competent furisdiction,
whereupon the Agent will take effoct on the earker of a) the sppomtmant of a
suoocssof}uﬁsd\cdcn)or(b)mdayd\ld\islodcysu««(heda(eo(dedvefyo(ks
writlan notices of resignaton ta the other pacties hareto. 1 : ¢ that time the Agaent has
not received 8 doeigaaton of 3 cuacessor Ageat, the Agen 's sole responsdilty alter
that ime shall be to safekoep the Property untl receipt of ¢ desigaation of successoc
Agent or 2 ol written disposition lnstruction by the othet pacties herefo or a Final
Order of @ Court of competant jurtedaction.

(i) The Agent shat have no responsdility for the contents of ar y writing of the actirators
«wMMW&dW”Ierﬂovedlsmsmdmrﬂy
without sy Kabllty upoa the contoats thaceof.

(K] in the event of any dieagreament batween the other parties [ erelo resulting in adversa
daica o demands telng madae in connection with the Prcerty, oc in the event that
the Agent in good (aith s ln doutt &2 W0 what action K 5t 0wl taka heceunder, the
Agent ¢had be eatitlod 0 rataln the Property untll the Ag(nl shell have received ()
inal non-appastabla order of 2 Court of competent jurtsdictk a1 drecling dekvery of the
Property or (\} 3 written agceoment erecuted by the otw r parties hereto dicecting
defivery of the  Propadly, in which event the Agent shall fisburcs the  Property in
CCONGANCO With SUCh ander o agreement.  Any ourt onder Shakt be accompanied by
8 legal opinton by counsel for the preseating pacty sefisla Story 1o the Agent ta. the
effect that sekd ardex is inal and pon-eppestable. Tha Age v shall act on such cowt
o(0ar 80d lagal 0PNonRs WRHOU Kather QUeston.

(1 Agent shall be compendsiad fur the services & be randere ( by the Agent hereunder
tvouph free «3a of Propoty while held in custody. hov ever, pay A sgrees 1
rolmbucsa the Agert fuc sl reasonable expenses, distx rsements and edvances
ncurred or made by tha Agent on paforrance of s d es hareunder (ncluding
regsonzbie feed, sxpenses of 1he Agont or ks councel whicl acs at pad as provided
fo¢ herein] may be takon fom eny propey held by the Agent hereunder, K i
w«muuwsmmuwmm.uwnmwh
teq curent guidelnes.

{m) The perties egroe thet all disputas aricing from and In conne clion with this Agreemant
shell be resalved by the PerGes by wey of negotiations. ¥ (v pocGes fel 1o reach Bn
agreoment within 15 days of receipt of notice fom ane pa by 10 snother reganding a
dpute or controvecsy, then off such dpules 8ad controv irsies ectsing out of oc In
connection with this Agreement shal be considerad, withau fpcourse 10 the common
courts, by e trwarnatonal Cout for Commercial Acbilcatk nt & the RF Chamber of
Commwrce and Industry in eccordencs with the Rutes of Pro xeduce of wt Court.

{(n} Aay commuaicstion, noGos, equest, inquiry or othes Infanma lon In connection with thie
Agreoment shel be sont 10 the Parties at the folowing addre xex:

The Agect Custody Account Administration. ul. Gashek § 8-10, 125047, Russian
Fedoreton

Paty A Forum Financiel Group Russia, Two Partian { Square, Portiand, Malne W
04101
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Paay 8: The First Russian Speciafized Depositary, 8 26, ul. Chayenova,
Moscow, 125047, Russian Federation

(0) No pdated or othet matter in any language (indudng witho A kmitation prospaciuses,
nolicas, ropocts and promotianal matadal) which mentions the Bank’s name o¢ the
rights, powers. or duties of tha Agent shal be issued by lire other parties herato oc on
such padtios” bahalfl unless the Bank shail first have given | s specific writtea consenat
thecelo.

(P} This Cash Custody Agreeement shal be binding upon and lns ure solely 10 the beneftt of
the padies herels and thelr respectiva successors and ass gns, heirs, sdmintsiratocs
endrepmm»ﬁveaandu\alnotbombrte&blabyorhmlatmbeoeﬂo(any
third party except as provided ln paragraph (1) with respe ¢ to 2 resigaation by the

Agent No pady m3y gasign eny of #s rights oc obligatons undar this Cash Custody

Agreamant without the wrilten consent of the other pad »s. This Cash Custody

Agreement shal ba constructed In aecordance with and ga «emed by the taws of the

Rusalan Fedenation (without reforenca to Its rule ae 1o coaflic 3 of law). .

This Cash Custody Agreemant may only be modified by a 1 riting signed by all of the

parties herelo, 8ad o waiver hareunder shall be effective ur'ess ln 1 writag signad by

the party 1o ba charged.

(r) This Agreemen( shall be executad Ia both Russian aad Enc ish versions and shall be
govemed by, end construed ln accordsnce with, the (aws ¢ * the Russian Federation.
in case of doutt 88 to the proper Interpretation of coastru stoa thereol, tha English
verson shafl prevaid.

-

(q

Agreed and Accoptad:

P
oae: § Vi, 3L
CITIBAN h%
AGENT

a. .
e LR Saog -
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l. ConuolofForwnCouuldngmdFonmRmsinunnxﬁ:m:mtcompuydcsi@xmdby
c.g. Juli;r'bign.chin. Name {;fFomm Russia is changod immediataly. The name of
Forum ¢oawlting will remsin only for the nominal purpose of submitting invoiced to the

= Fedcral|Commission for thy durstion of the cantract A Wiy would be found to ensurc

the fuill protection of the Horum name. ' '

: 2. Jon Keffer and all associatdd persoas end eatities would indcmni'ﬁcd;m iting for any
L harm dbae and would be rdcssed from all obligations promiscs- ta the
j. Poderal Cotamission or ang othec party rolatod ta the jon. At the end of this

transaction! Forun shauld be protacted from afl lisbilities that might have from its
relatiofship with [LBE aad the Poderal Commission. : '

3. Forum jreceives $400,000 iumsh(forinvcaunuminFmtRmdm ! i
Dcpomtory‘)plusmunouqtincuhwbcoqualtoout-otlpockct es incurred on this

projecdto date. Fodoral Cdmmission will also considerjcompeassting tamediately for

expenses iscurred for tha ies of outsids coosultants —such es Gennadi from Seward

& Kisgel. Forum will mco:dsoftbaaotpcmc:susooauponfiblc Other
cgitinjsitc expenscy will be agreed and paid over the duration of the contract.
) 4. closing costs.
I 5. tractor Forum will continua jo proform ther be preciscly
otm will process for the first Fundbgo[ivcz y
- | cess unti] the First Spocialized Dopasié od ta new
o 803 of processing. Forum will advise @ ?ofuoﬁm
. : going forward. Tt will pro bedi péy in sdvance
31 : 4 out procedures so that the dalay work done and
?& ) _ t% very short. THe ides of advance payment i3 being discy 4 with the Warld
M -

TOTAL P.&2
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Dmitry Valerievich Vasiliev

Chairman

Federal Commission on the Capital Market

Gazetny Pereulok 5

Moscow, Russia , August 23, 1996

Dear Dmitry Valerievich,

As you are probably aware, there have been some developments receatly in connection with the
Specialized Depository Project which have caused some concern among all the interested parties.
In light of those developments I believe it would be very useful to meet with you, together with
your advisors if you so wish, to clarify our Tespective positions on some key project issues at
your earliest convenience.

In anticipation of such a meeting, I have attached a memorandum which outlines our
understanding of the current situation and some of the questions which have arisen from our side.
We will also present at the meeting a proposed scope of services and work plan, which we
believe will address the Commission’s most immediate concems. Iunderstand that there may be
some differing pomts of view with regard to these issues and I would welcome your perspective
on them.

I'will call your office later today to confirm your availability and to make arrangements. Please
feel free to contact me at any time at the Tverskaya Hotel at 258-30-00.

Respectfully,

John Keffe
President
Forum Fmancial Group

CC: A Sokin
J. Hay v



ialized De i u

I. Commercial Viability

Bank Contract. Forum has been asked to concentrate solely on the SD demonstration and to
delay implementation of deliverables whose stable, efficient and predictable functioning must

parties.
3. Resulting Difficulties
As a result of the above, Forum now finds itself faced with the following uncomfortable realities:

A)  Our investment in the SD ($400,000) has been Placed in jeopardy due to the
extraordinarily high risk associated with operating a full-fledged comercial specialized
depository in an underdeveloped, sometimes contradictory regulatory eavironment and
in the absence of critical legal and institutional infrastructure,

B) Our out-of-pocket outlays (approximately 3300,000) have gone un-reimbursed due to
delays and disputes over disbursemeat of an advance Paymeat stipulated in the World
Bank Contract.

C) Cooperative spirit and communications among the parties have deteriorated, making
negotiation and problem-solving extremely difficult and casting grave doubts on the
viability of future working relatioas.



4. Need for Revision of Scope of Services and Work Plan

Given the qualitative change in priorities, the FCCM’s Iepresentatives from the ILBE have
mstructed Forum, and Forum has agreed, to Prepare a revised scope of services and work plan.
Toward that ead, Forum has discussed the issues with representatives of the ILBE and has created
a proposed plan which redefines Forum’s role and assists the Commission in carrying out its
agenda. Key issues include:

. ownership of the SD;

. liability;

. scope of work;

. basic services;

. supplementary services;
. reporting structure; and

. tax liability.






Dmitry Valerievich Vasiliev August 23, 1996
Chairman

Federal Commission on the Capital Market

Gazetny Pereulok 5

Moscow, Russia

Dear Dmitry Valerievich,

Thank you for your fax which I received earlier today. I understand that the Russian language
version of our memorandum may have improperly conveyed the intended meaning of paragraph
2, which described perceived problems in implementing the World Bank Contract. Hence, 1
would like to take this opporfunhy to reiterate my strong personal and professional support for
your vision for building an international standard capital market in Russia. Specialized
depositories can play a significant role in guarding against fraud and the Specialized Depository
Project clearly demonstrates your commitment to protect the individual shareholder in an
uncertain economic environment. If these sentiments have not been adequatcly convcycd up to
now, please allow me to correct that oversight with this letter.

With regard to some of the other issues raised by my memorandum of August 23, 1996, please

consider the following:

1. Having reviewed the World Bank Contract referred to in your fax, it is my understanding
that a work plan is not required beyond what is already set forth within the Description
of Services section, a view that has been previously communicated to Jonathan Hay of
ILBE. '

2. The Forum team has been instructed by your represeatatives to focus all resources on
the September 2 ‘demonstration to the exclusion of all other World Bank Contract
deliverables, thereby requiring, at the very least, an adjustment to the timetable.

3. Forum has continued to perform work along the fines instructed by your representatives,
Le., preparing for and facilitating an SD demonstration with a “live” fund on September
2. 1am proud to say that we have made great strides in this area, particularly given the
tightness of the timetable. Specifically, our efforts have included the following:

. Forum’s chief technical experts are working in Moscow full time installing
specialized registrar and fund accounting sysicms in Engfich and Russian. We
would be pleased to provide you and your colleagues with a preliminary
demonstration of our installations at any time.



. Forum’s senior mutual find accountant and head of training is also working in
Moscow adapting U.S. find accounting operations to the Russian eavironment.

. We have purchased computer hardware, and have provided temporary office
space since mid-June pendmg ILBE’s sclection of a permanent facility,

. Forum’s legal and operations experts have produced a substantial body of
operational rules and procedures which have been submitted to the ILBE for
review. : V

Given the new set of circumstances described in our previous memorandum, Forum believes that
2 high-level discussion and agreement regarding the scope of services to be performed by Forum
must take place before a meaningful work plan can be prepared.

We have attached a proposed scope of services, which reflects the position we have
commmmicated to ILBE and your representatives We have offered to discuss this at the highest
levels, with a view toward continuing to assist the Federal Commission on thie Capital Market in
meeting its objectives. :

Sincerely,

d:f:{.‘jcffcr

President
Forum Financial Group

CC. A. Sokin
J. Hay:



 Facilitate the September 2nd demonstration, to be performed with a ‘five” fund, provided
Forum no loager owns the SD. In case the sale of the SD does not take place prior to
September 2, 1996, Forum will facilitate a demonstration but will not cater mto

commercial contracts required for a fund to be “%ive” because such contracts will expose
. Forum to an unacceptably high level of business risk and Liability.

Re-work the World Bank Contract such that Forum will continue to provide certain
services to the SD for a specified time after the September 2nd demonstration. The most
basic of these services will inchude oversight of the SD’s systems processing (ie.
processing the inputs and producing the necessary outputs), surveying and proposimg
alternative systems from among those currently ‘available in the marketplace and
oversecmng implementation of the selected systems, mcluding installation, traming and
conversion from the systcrﬁs and software iitially installed by Forum. Forum agrees to
provide these services for a fixed period of time during which the replacement Systems are
. selected and implemented. -

Payment/performance terms of the contrad, as re-worked, will be as follows: it will be
strictly a “time and materials/best efforts” contract. Billing and payment will be made in
short mtervals and termination clauses will enable each party to end the contract with 10
days’ notice. '

Re-worked contract will contain changes in the personnel assigned, sub-consultants used
and the reporting structure. The reporting structure change will require that the project
manager be a third party (Bert Lewis has been Proposed) and that the SD management
agree to cooperate and not interfere with the work of Forum’s consultants, In addition,
the IL BE will continue to provide resource support and the project team will continue to
have direct access to D. Vasiliev.

Should Forum be asked to perform certain services beyond overseeing the SD’s current
systems processing, recommending alternative software and arranging for a smooth
transition betweea the two, Forum is prepared to negotiate the provision of a broader
range of services, which may include rules development, procedure writing and other -
deliverables from the original World Bank Contract. -



()

(i)

(1)

()

™

d d i rum Wil r

Thic SD will be purchased from Forum for the price of capital invested (3400,000)
plus cost of formation and cost of sale (appr. $10,000-15,000) for cash or cash
cquivalent.

Forum will be paid the $450,000 advance due under the World Bank Coantract.

Forum will be absolved of any past liabilities (in writing) and agreements will be
signed indemmifying and holding John Keffer and his affiliates harmless for
cvcxything that has transpired to date. Such agreements will be executed by the:
FCCM, ILBE and the buyer(s) of the SD.

The World Bank Contract will be re-worked, as agreed between the parties, to
provide for a change in:

. deliverables

. dates

. third party administration

. freedom to use sub-contractors as needed and approved by the third party

administrator

. freedom to substitute personnel as needed and approved by the third party
administrator

. termination clauses

. time and materials/best efforts basis

FCCM agrees to accept responsibility and pay at the time of billing for any
Russian tax Liability or withholdings.
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August 27, 1996

Mr. John Keffer
President

Forum Financial

Dear Mr. Kcffer,

1 am writing in responsc {0 your letter of Aupust 23, 1996, Thank you for making clecar
your positionon a number of matters. Allow me to respond to several of the issues

raised in your letter.

The World Bank contract which you signed on July 25, 1996 calls for the creation of a
specialized depnsitbry. Section 6 of the contract requires that you provide a plan for the
implementation of the specialized depository 1o 1L.BE and the Federal Commission.
This plan forms the basis of un agreed strategy for implcmenting the specialized
depository. Although there have been many discussions to date no final plan has been
provided. Your idea of a demonstration project is not consistent with the contract nor
acceptable to the Federul Commission as a result of this project.

I'he Federal Commission has asked you to focus your resources on the implementation
af = specinlized depogitory within tho aggressive timeline required by tha contracL Thic
is consistent with the lctter und spirit of the contract between Farum Financiat and
Federnl Commission. ‘The Federal Commission needs a working specialized depository
to taunch the Russian mutual fund tndustry in a fashlon that protects that rights of
tnvestors.

o
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AT 1600 FLEMINGS (CIS) LTD f-a33 P—od1 28.08. 95
To : John Keffer
Gnnn‘mroomdwormlmﬂoormbbylla -~ N
Tverskaya Hotd ! /
\
—— . . A
cc Julia Zaguchin
from : Beth Hebert
- Date : 28th Angus 1996
Rs : SD

1 undersznd you are tntereseed to nolonrdboldmim::utinthc First Roctign
Spedialised Depository {<SD"). Ihave atrempted 1o identify a source of fnandag o ke
yououtoftheSDmda.‘;uchncwhich,boL':xo best of my kpowledge, ts repable o
the relevant parties.

The Trarsactiar.

Thbe transaction is the sale of Foram Finzndal Group Russia (F¥R), ¢ Delzware limited
lishiility compaay which owns the Fizst Rusyian Spedalised DepostieTy, 2 CQTPanyY
rcswzedjn-&psia to ancther Dclaware um#sd liability campany, Oy Siraacizl
Servicet. ' .

The sele will not affiect the owaocrshlp of the SD ~— only ownexkdp of FFR, although 1
ammepnﬁawthcummz‘.ioawquldhtmdwchmgctbcnm:aﬁheDdzm

Company- - i ) - -~ -
Txe Scller. ‘ N
mugwnedbyl'omml"m_zhddadjoha&:ﬁ:: It is understood that FFR isa
;pcdﬂpmpwempanyvmdlw(otm:dt’ormcsolc of holding the shares

of fhe Fiest Boxixn Spedialised Deposttocy # Eas 0o podidossd Kebilines The
@mmummamwhmdwmamm
sdupmddoabgcomdthnSD(esﬁmzhdmbc 3 s TOSS
'wudadyonmdmdmudmwmmﬁwdhwu

Te Bryer.
w.%nwomdmwuowwm;mpmymd
Ommomhsdtbmdm,owand&efum‘ingof&eloakin
W(Imw\dthudxepmazdsc:nbcmavcdmdtylfm:banﬁngde:ﬁsanb:
wocked oug. ) -
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The Structure.
1 proposc that you coasider one of the two structures:

. 1}:.ucwashcns:adyacooumundcrlhecomrolofomhopcn:dfa:d:epumoecox'
muaking the coatrbutioa o the charter capital of the SOU. Forum withdraws the $400,005
from the origical cash custody accouat. Foram selis the compuay to Oasls. Tassame

that this strucoure is simpler a3 the company cua then be wansferred for 2 kopek and
legai costs will be minimised. Citibank has net come back to me yet with feedback an
this stroctirre. ‘ : ’ :

2} 21 exrow account is opea by Gitiback and an escrow agreemeat ic signed between
Oasis, Citibank and FF: The $£400,000 is deposted in the escrow accouat 2ad is
transferred to FF as soon as £hares are transforred to Qasds. This structore is likely (o be
more costly, time consuming £ad complicuted.

Next Syt
- Qasis to meet with Citibenk ta wotk out detzils of cash castody account, ete.;JZaguckin

-Iwndesmnd we need to mmplctzthcregimdondtthDh&dcrw‘&dlin& e -
wansaction fram Citibark’s point of view=Sergey Shishkin and Gennady Khereyn.

@:—_‘ porchzse-sals tgreement for the chell company FFR-Geaaady

o e ——

————

- sign parchase-sale tgrcamcntanddnngeofowncnhxp
-J@Kﬁam/wﬂh&wﬁm&&dm&e%mkm
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Address: 19723 Novinsky Bulvar
]
l‘i Moscow 121099, Russia

May 20, 1997

Mr. Jeffrey Sachs

Duector

Harvard lnstitute for International Developmeant
One Elliot Street

Cambridge, MA 02138

Sent to fax no. 617-495-0527

Subject: Coot;eguivc Agreement Nos. CCN-0005-A-00-3023-10 and EPE-A-00-95-00122-02
Dear Mr: Sachs: -

The program description of Agreemeat No. CCN-005-A-00-3023-10 includes 2 componeat to
develop “the legal and regulatory framework that scts out the procedures foc ... institutions to
ensure competition, transpareacy and fair play.’ including “the development of a Securities and
Exchange Comimission and its early regulatory and eaforcement activities .. and private sectoc
self-regulatocy initiatives.® HIID used funds provided under this agreement for several
activities; including to establish the Instinute for a Law Based Economy (LBE) and to finance
equipment as well as American and Russian staff foc [LBE. USAID also has provided
assistance directly to ILBE. .. o

The program description for Agreement EPE-A-00-95-00122-02 is entitled “Tmpartial Oversight )
and Strategic Guidance for Privatization and Market Reform Programs ia Russia in support of
the Russian Privatization Cester and states: “The recipient [HILD] shall provide unbiased input
to, and overall day-to-day mansgement, ceview and evaluation of, the privatization and market
reform programs. The recipicat must dcvelop the complete confidence and trust of the host
govemment and also the arTay of donor ageacies and implementing ocganinations.® A Conflict
of Interest Statement included as part of HIID's techaical proposal for this program states
HIID's commitment “to maintaining an objective and unbiased role i advising the officials of
foreign governments.’ "
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USAID funded these programs through HITD in ocder to engage the expertise and statuce of
HIID 1nd the resources svailable to itina crucial undertaking to which the United States
attaches major imporunce. Tbe subject agreements require HUD to use USAID-funded assets
solely for authorized purposes. These agreements also state with respect 0 non-Russian
employees. *Other than work  be performed under this grant for which an employee is
wssigned by the grantee, no employee shall engage directly or indirectly, cither in the individual'y
own name or in the pame or through the agency of another perton, in any business, profession, |
of vccupation in the foreign countries 0 which the individual is assigned, nor shall the :
ndividual make Joans or investments to of in any business. profession or occupation in the
foreign countries to which the individual is assigned.® Aricle XV1, entitled “Conflict of
Interest and lllegal Transactions®, of HID's own - -

" dated 1 huly 1992, coptains even more restrictive limitations of the
activity of HIID employees and members of their families within the project country.

As you know, USAID's Office of the Inspector General (OIG) bas been investigating the
activities of certain key HIID personael associated with the subject USAID-financed cooperative
agreemeants. While the investigation is not complete 10d may continue for some time, the O1(
was sufficieatly concemed about the activities of two HTID officials that the investigators bave
shared with USALD/Russia certain secious findings about activities of those officials ia Russia.

The investigation bas revealed that HIID's Geaeral Director in Moscow has used resources \
financed by USAID to support the private investment activities of the spouse of the HIID

Project Director in Carmbridge, with the knowledge aad participation of the Project Disector. \
More specifically. the investigators bave documeatary evideace or sutements of HIID suffin
‘Moscow 1o coafirm that the General Director ia Moscow dirccted HIID and [LBE stail to take
cerain actions on behalf of the Project Director’s spouse cnncemming various investmeats the
spouse has made in Russia. Thosc sctions included buying and selling Rusuian bonds, tracking
depasits 1nd withdrawals from the investmenty' Russian bank accouats, wnsulting sbout tax
aspects of the investments and possible additiooal invesuneat oppoctunities The resources
finaaced by USAID used for these purpoies iaclude office equipment and valuable staff time of
Russian and American personnel of HIID and ILBE. The iavestigators also have evidence, :
recently confirmed by the Genenl Diroctor ia Moscow, that hix persoaal funds were invested in -
Russian Government boads during his assignment ia Moscow, ad beaefitted (rom those
tnvestments- :

Activities for individual gaia by persopnel placed in 2 positioa of trust ia Russia and financed
under these USAID cooperative agrecments is not in the national interest of the United States.
Through these coopentive agreements, the General Director in Moscow and the Project Director
have gained influence over nascent Russian capital markets. They have abused the trust of the
United States Government by using persopal relatioaships, oa occasion, for private gain.

USAID has been trying to explain to key Russian Government counterparts the value of open

sad transparent processes, and the imporunce of avoiding coaflicts of interest, as ways o
increase investor confidence in the Russiag capital markets. These wete some of the key
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objectives of the subject cooperative ;grccménu. The private activity of the Genenal Director in

Mascow 1ad the Project Director, supported by staff and equipment paid for with U. S.
Government fuads, conveys exactly the wrong message to the Russians.

In view of the foregoing and pursuant to 22 CFR 226.61(a)(3), which gives USAID the authority
to suspend awards when further assistance would not be in the national intetest, I am hereby
notifying HIID that USAID is suspending further paymeats under the subject cooperative
agreemeats, with immediate effect, uatil further notice. Ata minimum, [ would expect staff
changes in accordance with HIID's policies and greater day-to-day ovenight responsibility for
USAID/Russia, to reduce the risk that such private activities might occur in the future. The
damage to the United States in Russit caused by HIID's General Director in Moscow and
Project Director is strious, and we cannot allow this to happen again. Turge you to act swiflly
to minimize damage to the program. You can reach me ia Moscow by fax at 7-095-956-7091 or
by phone at 7-095-956-4121.

As you know, the OIG investigation is ongoing, and you will be notified if there are additional
maters that require resolution under the terms of USAID's agreements with HIID.

Orion Yeandel '
Agre'cm'cnyfﬁccr

erely.

¢c: Douglas Amold, Controlter, USAID/Russia
Randall Draper, HIID
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HARVARD INSTITUTE FOR INTERNATIONAL DEVELOPMENT ‘r‘: €1 4954112
One Blot Street, Cambridge. Mestachuseas (2138 FAX: (817) 4964885
Seftrey D. Sache, Oreator Bachsgr aves.aay

May 23, 1997

Mr. Orion Yeandel
Agreement Officer
USAID/Moscow

Subject: Cooperative Agreements Nos. CCN-0005-A-00-3023-10 and EPE-0005-A-00-5122-00

!

Dear Mr. Yeandel:

In response to your letter of May 20, I would like to inform you that, cffective immediately,
Andrei Shleifer and Jonathan Hay have been removed from their positions as Principal
Investigator and General Director, respectively, of the projects funded by the cooperative
agreements referenced above.  These personnel changes do not represent an endorsement of the
allegations noted in your lemter. Rather, they reflect HITD's zero tolerance for conflicts of
interest, whether actual or perceived, as well as our rigorous enforccment of the Institute's well-
established internal policy in these areas. HIID will continue to cooperate fully with USAID in
the ongoing investigation. ' _ S

With respect to-the projects in question, I propose that HIID [nstitute Fellow Glenn Jenkins
serve as Acting. Principal Investigator and that formes HIID Director Lester Gordon assume,
also on an acting basis, oversight of the field operations of these two projects. Both are senior,
long-term HIID professionals with many years of ficld ¢xperience in the areas most relevant 1o
these projects. 1 will follow up next week by sending materials outlining their qualifications
and experience. A

I am eager to discuss the status of these projects with you and your colleagues. We are grateful
for your support and look forward to the resumption of a fruitful collaboration.

cc: Ms. Janct Ballantyne
cc: Mr. Donald Pressley

HARVARD UNIVERSITY

s .~ R . . _
. TOTAL P.22
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E§ Local USAID/Mouscow U.S. Mailing USAIDMOs ow

IXxXxxrxxl Address: 1923 Novinsky Bubvar Address: PSC 1/
Al l | | 3¢ ' Moscaw 121099 Russiu APO. AL 09721

June 6, 1997

M:. Jefliey Nachs W, , ]
Directon ‘ . : - i

Harvard Institute for International Development

One Elliot Sueet

Cambidee. MA 021K

sent ta fax na. 017-495-0827
Subject Cooperative Agreement Nos CON-0005-A-00-3023-10 and LP1--A-00-95-00122-02
Dear M Sachs

Thank you for your letter of May 23, 1997 USALD appreciates the ellon and commment
represcnted by yout decision USATD subsequently has consulied with the Gavernment ol the
Russian Federation and with you concerning continuation of assistance under the subjeat
apreeients Duning these discussions, DSANY and VHarvard Institute for International
Development (D) have agreed to terminate these agreements pursuant to 22 CFR

220 612 Accoudingly, USALD will tesminate the assistance undes the subject cooperative
aproements according 1o the following schedule

| CON-G005-A-00-3023-10  This coaperative agreement will terminate ax of August 1,
197 I the interim, HO is to take immediate and reasonable steps to close out all
vneoing activitics, [Mease submit a comprehensive close out plan for this coopet ative
agreement no fater than July 1, 1997 The close out plan mist include, amany othes
itcns, sehedules for dispoxition of propalty financed under the couperative agreement
aud releasing employees No further costs should be incurtcd under this agreemient afier
July 34, 1097 ' )

31 PE A-00-95-00122-02  Thix coopaative agreement is partially tcrminated as of
Atigust 1, 1997 All activities except tax reform are included in this termination W the
intecin, foe all activities excopt tax reforme, 1L i to take incdiate and reasonable

N



Mr. Jefirey Sachs
June 6, 1997 \ | Page 2

steps to close out all oagoing activities. Please submit a comprehensive close out plan
for all activities except tax reform activities under this cooperative agreement no later
than July 1, 1997. ‘The close out plan must include, among other items, schedules for
disposition of property financed under the cooperative agrecment and relcasing
employecs. Except for tax reform activities, no further costs should be incurred under
this agreement after July 31, 1997.

Tax reform activities will be terminated as of January I, 1998, to allow USAID tine to
conduct full and open competition for an organization to manage the ovenall tax rcforn
program. The suspension is lifted for tax reform activities with immediate effect. A
comprehensive closc out plan for the tax reform activities will be rcquested at a later
date.

HI1ID's cooperative agreements in the environment sector are not affected by these terminations.

Please feel free to contact the undersigned for further clarification ol these instructions. Thank
you for your continucd cooperation.

Sincerely,

ML (W~ J /(:{"'"“’ ' ji) A )%" (S

[}
Orion Yeaadel
Agreement OfTicer



