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Welcome to our fourth annual KPMG survey on HR budgets and plans!

The primary goal of this survey is to identify and analyse the main actions
the HR departments of different companies are currently taking. We

are thus providing an overview of the market as a whole and of trends in
different segments.

This year's findings are more optimistic than the last two years' results.
Overall, there are many positive HR trends: companies are trying to retain
personnel, engage them, and are working to create attractive HR brands.
This year, more respondents than in previous years reported their intention f,
to increase headcount, salaries and HR budgets. ’fﬁ.

The results of our survey suggest that, generally speaking, most
companies have adapted to the new economic conditions in which we are
living.

company management, HR directors, compensation and benefits

specialists, and more widely for all HR department employees, who will

be able to use our findings to draw up effective action plans and draft their

own measures to support and develop their businesses. .

We hope that this survey will serve as a relevant and useful tool for %

Alevtina Borisova

Partner, People Services, Tax and Legal *9

© 2017 KPMG. All rights reserved.
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P . Timeframe
Data were collected between 30 January and 15 February 2017

Participants

In total, 134 Russian and foreign companies from various industries
took part in the survey. We analysed the entire sample, and each
industry separately. Where there were sufficient data, we were
able to identify significant industry trends. This was possible for the
following sectors: telecommunications and IT, banking and finance,
FMCG, pharmaceuticals and healthcare, retail, construction, and
real estate.

More detailed information about the respondents, broken
down by sector, numbers and other factors, can be found in the
‘Respondents’ section.

Methodology

Information was collected through an on-line questionnaire. The
information in this final report represents a statistical summary.
This report does not contain the individual data on how a specific
respondent answered.

The results were compared with the “HR Budgets and Plans for
2015" and “HR Budgets and Plans for 2016" surveys.

© 2017 KPMG. All rights reserved.
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As in previous years, improving personnel
efficiency remains the top HR management Compared to

Optimising HR costs, traditionally a top three
priority, lost ground in 2017, having been
overtaken by measures to improve personnel
engagement and retention.

25% in 2016).

HR budgets and plans 2017 | 5

last year, the

priority for most companies. percentage of companies planning
to increase headcount has grown
(41% in 2017 compared to only

~

For the second year in a row,

we can see a positive trend
towards increasing HR budgets.
Most companies are planning to
increase their budgets by 6-10%.

A

77% of respondents have
already indexed or are
planning to index wages.

Out of these, the majority
(73%) have indexed or are
planning indexation by 6-10%.

S

55% of respondents have a Approximately half of the

positive outlook on the current respondents are planning to keep
year. This is different from their current bonus plans and pay
previous years, when participants out bonuses to their employees.
either found it difficult to make a However, approximately a quarter
forecast or were pessimistic. intend to review KPlIs for their top

management, and about a third are
planning to implement or review KPls
for non-management staff, middle
management, and sales staff.

© 2017 KPMG. All rights reserved.
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Personnel efficiency #

Our survey results show that, for Improving

the fourth year in a row, improving personnel

pgrspnnel efficiency remains th_e top efficiency ﬁ
priority for most companies. This . h

was singled out as most important by rema'['s t e

both Russian and foreign companies top priority for most
working across a broad spectrum of companies.

industries. Half of the participants
also plan to review their organisational
structures and analyse their business
processes to optimise costs.
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Personnel engagement o Se Personnel costs optimisation QJ
For the second year in a row, personnel engagement Optimising personnel costs is still a priority for HR

is attracting attention. As last year, this measure came management, though compared with last year its

second on the list of priorities, selected by 68% of the importance has decreased. In 2016, 72% of participants
general sample, though by 92% in Pharmaceutical, 79% marked this as a priority; in 2017, this fell to only 62%.

in Retail, and 75% in FMCQG. It is likely that interest in However, for the Automotive (82%) and Pharmaceutical
personnel engagement will continue to grow, as personnel (83%) industries, as well as for smaller companies with less
engagement influences efficiency and motivation, and than 500 employees (62 %), the optimisation of personnel
these have a significant impact on the overall efficiency costs rated as a higher priority than personnel

and profitability of a company. engagement and retention.

LY

@ Talent management

Personnel retention 5*_) Talent management is an important issue for many

companies: 61% of participants are planning to create or
Compared with last year, more companies are paying implement talent pools, with 52% reporting that the creation
attention to personnel retention (63%), which comes third or implementation of leadership programmes is a priority.
on the list of priorities. Personnel retention is especially Talent management ranked as particularly important in
important in the IT (83%), FMCG (75%), and Banking/ Pharmaceutical companies: 92% of respondents intend to
Financial Services (71%) industries. create or implement a leadership programme, while 83%

will create /implement talent pools.

Changes in HR priorities in 2017 compared with 2016

90%

Personnel efficiency improvement

Personnel engagement improvement
Personnel retention
Personnel costs optimisation

Creation/implementation of a talent pool

Development/implementation of HR IT systems

(58]

2

o~
(8]
N M
S~ R

HR brand management 26%

Creation/implementation of leadership programmes

Business processes reingeneering and/or analysis aimed at cost optimisation

. 52%
Review of company structure and/or headcount ?,ng
(']

HR analytics development 259
23%

HR functions outsourcing/Creation of a shared services centre 12%
(]

16%
10%

Implementation of professional standards

Management of staff belonging to different age groups 8°)3%
0

The 2016 priorities displayed in the diagram are actual priorities @ Priorities for 2017 @ Priorities for 2016
for the previous year, as reported by 2017 participants

Source: KPMG analysis.

© 2017 KPMG. All rights reserved.
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Personnel recruitment

The IT and Pharmaceutical sectors also mention recruitment
as one of their top three priorities (75% and 83%,
respectively). Companies in these industries report plans to
increase headcount more often than in other sectors.

Compared with 2016, the popularity of HR analytics has
doubled. Specifically, FMCG (67 %) and Pharmaceutical
(75%) respondents placed HR analytics in their top three
priorities for 2017,

HR analytics development

HR brand management

The attention paid to HR brand management has also
doubled since last year. 75% of participants in the
Pharmaceutical industry selected this as a priority.

Development/implementation
of HRIT systems

55% of survey respondents reported that implementing

or developing new HR IT software has increased as a
priority in 2017 In 2016, only 32% selected this option. The
development and implementation of software is especially
relevant for respondents in the Banking/Financial Services
(71%) and Retail (64 %) industries.

Implementation of professional 4
V]
standards

Itis alegal requirement’ that companies implement
professional standards for some roles. We thus forecast
that this measure is going to increase in popularity over the
next few years. At present, 16% of participants are already
reporting this is a priority for them.

" Article 195.3 of the Labour Code of the Russian Federation, Decree of
the Government of the Russian Federation of 27 June 2016, No. 584.

© 2017 KPMG. All rights reserved.
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of companies are
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% planning to increase W

their headcounts.
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Our survey displayed a positive trend towards
companies increasing their headcounts. More
companies are planning to increase their
headcount compared with last year (41% in
2017 but only 25% in 2016), although only by
6-10%.

Logically, the percentage of companies
intending to reduce headcount is decreasing
(18% in 2017 from 29% in 2016).

41 % of participants had no plans to change
their headcount.

Plans to increase headcount are more
common among medium and large companies
employing 1000-20,000 people. IT companies
and Pharmaceutical companies are most active
in increasing headcount (50% of participants in
these sectors).

Headcount change plans in 2017
compared with 2016

18%

41%

41%

@ Increase
@ Remain unchanged
@ Decrease

Source: KPMG analysis.

© 2017 KPMG. All rights reserved.




INDUSTRY TRENDS:

b=

FMCG: decrease in headcount
(42%)

Banking/Financial Services:
— no headcount changes (50%);
— increase in headcount (39%).

&)

Automotive industry: no
headcount change (64%).

© 2017 KPMG. All rights reserved.

Headcount decreases are being
considered more among FMCG
companies: 42% are planning to
decrease employee numbers by
6-10%. While most Banking/Financial
Service sector respondents planned to
cut staff numbers in 2016, their outlook
for 2017 is more optimistic, with the
majority planning either headcount
increases (39%) or no changes

(50%). 64 % of Automotive industry
participants have no plans for changes.

Russian companies reported plans
to increase headcount more often
than foreign ones: 57% of Russian
companies that participated in the
survey predicted an increase in the
number of their employees in 2017;
while half of foreign companies are
planning to leave their headcount
unchanged.

HR budgets and plans 2017 | 11

Replacement of ‘inefficient’
employees has fallen as a priority: only
37% of participants plan this in 2017,
compared to 43% last year.

The percentage of respondents
planning to freeze recruitment
continues to decrease: this year, only
10% planned a freeze, down from 31%
in 2015 and 16% in 2016.

The Automotive sector had the
highest percentage of firms planning a
recruitment freeze at 36%. In addition,
foreign companies are planning this
more than Russian ones (16 % of
foreign firms against 6% of Russian).
Interestingly, 50% of firms in the IT
sector are allowing staff to perform
distance work, and 33% are reducing
the numbers of staff they recruit in
Moscow, finding people for the same
positions in other regions.

Planned activities regaring personnel in 2017

Company

Recruit only to replace the employees who have left the

Replace inefficient employees

Actively recruit new staff

Freeze recruitment of new staff

Decrease staff numbers in Moscow and recruit for the same
positions in other regions

Transfer staff to distance work

Transfer staff to part-time work

Temporarily suspend operations and send staff

on unpaid leave

Percentages may exceed 100% as multiple answers were

allowed to this question.

Source: KPMG analysis.
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of participants are planning
to increase their payroll
funds.
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The results of the survey suggest that,
for the third year in a row, payroll funds
are increasing. 72 % of participants
stated that they are planning to
increase their payroll funds this year,
while only 8% are planning to reduce
them.

Respondent plans regarding payroll
funds in 2015-2017

20%
8%
72%
25%
58%
17%
24%
51%

25%

@ Increase
@ Decrease
@ Remain unchanged

Source: KPMG analysis.

© 2017 KPMG. All rights reserved.
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Companies in the Retail
(86%), Pharmaceutical (83%),
and Banking/Financial
Services (79%) industries are
most likely to increase their
salary budgets.

Wage indexation plans in 2017

@ Planning to index wages according to
remuneration policy

@ Already indexed
@ Not planning to index wages

Source: KPMG analysis.

© 2017 KPMG. All rights reserved.

Companies in the Retail (86%),
Pharmaceutical (83%), and Banking/
Financial Services (79%) industries
are most likely to increase their salary
budgets.

Among other factors, payroll fund
increases are linked to wage indexation
plans. 77% of participants reported
that they have already indexed wages,
or are soon intending to. Compared
with last year, the percentage of
companies not intending to index
wages decreased from 29% t0 23%.

HR budgets and plans 2017 | 13

Itis important to note that a
significantly larger percentage of
Russian companies than foreign ones
are not intending to index wages (39%
and 6%, respectively). The percentage
of companies planning indexations in
the Banking/Financial Services sector
is also below average: over a third

of participants in this industry (39%)
reported that they do not intend to
index wages.

Wage indexation amount (%) in 2017

/3%

0%

As in previous years, most (73%)
of the participants who have
already indexed or are planning
to index wages according to
their current remuneration
policy have done, or are
planning to do so, by 6-10%.

0%

Less than 5% 6-10%

11-20%

Source: KPMG analysis.
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Around half of respondents
have no plans to change
their bonus policies .
and intend to pay
out bonuses to
their employees.

S,

Around half of respondents have no
plans to change their bonus policies
and intend to pay out bonuses to
their employees. Approximately a
quarter of respondents are planning
reviews of KPIs for top management,
and about a third are considering

the implementation or review of

KPI systems for non-management
staff, middle management, and sales
staff. The survey highlighted retail
companies as most likely to review
their approaches to bonus payment —
only 25% stated that they have no
plans to review bonuses.

Some respondents indicated that

they are considering increases to

the variable portion of salary when
reviewing their remuneration systems.
This mostly applies to sales staff,
according to the 16% of companies
that have sales departments. In terms
of industry differences, IT companies
are more likely to be considering
increases to the variable portion of
salary: 42% are planning changes for
their non-management staff, and about
a quarter are considering changes for
sales staff and middle management.

INDUSTRY TRENDS:

IT companies are more
likely to be considering
increases to the variable
portion of salary.

Russian companies are more likely
than foreign to be reviewing the
structure of their remuneration
systems to increase the variable
portion. Almost a quarter are planning
changes for their sales staff, and
between 10% and 16% are planning
changes for other staff categories.

The implementation or review of
long-term incentive plans has taken a
backseat: only a few respondents are
considering changes in this area for
some of their staff categories.

rights reserved.
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M There is a trend towards increasing
HR budgets this year.

In comparison with the previous year, there is a trend towards
increasing HR budgets: for the first time in the last three years,
the percentage of companies ready to increase their budgets has
exceeded the percentage of companies cutting their HR expenses
(39% against 19%, respectively). As in 2016, more than 40% of
respondents have no plans to change their HR budgets.

Comparing plans to change HR budgets in 2015-2017

58%

2015 2016 2017

@ Decrease
® Increase
@ Remain unchanged

Source: KPMG analysis.

The majority of companies are considering budget changes within
a 10% range.

It is worth noting that, in 2017, Russian companies appear more
likely (62%) to increase their HR expenses than foreign ones (30%).

© 2017 KPMG. All rights reserved.
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Plans for HR budget changes in different industries

37% 45% 43%
o o)
18%

0
v

Automotive Banking/Financial Services

36% . 57%  50%
g
o o
7%

v v v

Retail FMCG Pharmaceutical

@ Increase @ Decrease @ Remain unchanged

Source: KPMG analysis.

© 2017 KPMG. All rights reserved.



The top three priorities for increasing

HR budgets are:

— 31% of respondents plan to
increase their external training
expenses

— 25% intend to increase their
budgets for implementing HR IT
systems

— 25% plan to increase internal
training expenses.

Changes in HR budget items in 2017

INCREASE ¢m ‘ m) DECREASE

HR budgets and plans 2017 | 17

However, when it comes to external
training, there is no consensus. 31% of
companies are considering increasing
their external learning budgets, while
23% of respondents indicated that,

as in previous years, expenses for
external training are decreasing. This
division is also visible for recruitment
expenses in 2017

2% I ;1

5% I 25%

.@ Expenses for HR IT systems implementation and automation

- 2% I 25
J. Expenses for personnnel recruitment
= 7% [ N 17

3% |

D=
%gww

S

3

33% of IT companies are
considering significant
increases to their
recruitment expenses.

© 2017 KPMG. All rights reserved.

Russian companies are planning
increases in their recruitment
expenses, according to 26% of
respondents.

Even though general trends are

quite similar within industries, some
differences still exist. 33% of IT
companies are considering significant
increases to their recruitment
expenses: this makes sense, as

50% of respondents in the IT

sector are planning to increase their

Source: KPMG analysis.

headcount in 2017 Moreover, 33%

of respondents in Pharmaceuticals,
and 27% of companies in the
Automotive industries, are considering
increasing their personnel assessment
expenses. Retail companies are most
likely to increase their spending on
implementing HR IT systems (71%),
while respondents in the Banking/
Financial Services sector are least likely
to do this (14%).
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of respondents are
considering new HR
automation software.

Most companies in the IT (83%) and
Retail (71%) sectors are planning

to automate HR-processes. It is
worth noting that, in 2017 Russian
companies (70%) are more likely than
foreign ones (53%) to automate. This
is a change to 2016's results, when
automation plans between Russian
and foreign companies were fairly
similar. Companies with headcounts
between 1000 and 5000 employees
are most likely to automate their HR
functions this year, according to the
survey results.

AR DIOCESSES

Most companies today have already
automated their payroll calculations,
staff records, and timesheets.
However, HR analytics and self-
service functions (e.g. employee
personal accounts on the company's
corporate website) show lower levels
of automation: currently, only 19%
of respondents have automated

HR analytics, and only 15% have
automated self-service functions,
while 47% of respondents have no
plans at all to consider self-service
automation. There is a trend in
companies paying more attention to
HR analytics each year, with 34% of
respondents considering automating
these processes in 2017 Other popular
automation programmes for 2017
include measuring staff performance
indicators (23%) and recruitment
(20%).

Popular automation
functions for 2017:

— HR analytics

— measuring staff
performance indicators

— recruitment

Plans to implement and/or develop new software for automating HR processes in 2017

40%

60%

Source: KPMG analysis.

Yes

© 2017 KPMG. All rights reserved.
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Most companies have no
intention to create an HR
shared services centre (SSC),
and no plans to PS [ )
outsource their M
HR functions. —r-“L

© 2017 KPMG. All rights reserved.
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Our survey revealed that most
companies have no intention to create
an HR shared services centre (SSC)
(76%), and no plans to outsource their
HR functions or processes this year
(83%). However, 14% of respondents
already have an SSC, and 10% are
planning to create one. Among this
10%, 64 % have already created or are
planning to create an HR SSC to keep
staff records, 39% plan an SSC for
payroll calculation, and 21 % desire an
SSC for recruitment and compensation
and benefits.

Outsourcing tends to be less popular
this year: 14% of respondents have
already outsourced all or some of their
HR functions, while 3% have plans

to do this. The top three outsourced
functions are staff records, salary
calculations, personnel selection,

and migration support for foreign
employees.

HR budgets and plans 2017 | 19
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Plans for outsourcing HR functions
or creating a shared services centre

(SSC)
14%

10%

76%

@ Ve already have one

@ Planning to create one over the next
few years

@ Not planning to create one

14%

3%
Outsource

)
4-'-»
¥

83%

@ Already outsourcing somef/all functions

@ Planning to outsource some/all functions
over the next few years

@ Not planning to outsource any functions

Source: KPMG analysis.
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The majority Participant outlooks for 2017

of respondents
are optimistic l
about 2017.
00 0%
Company forecasts for 2017 differ 0 0

significantly from previous years.
The majority of respondents are
optimistic about 2017. In 2016, only
22% of respondents were positive;

this year, the number stands at 55%. o . .
Optimistic Pessimistic Difficult to say

The number of companies giving
pessimistic forecasts has also
significantly decreased: only 8% of
respondents are pessimistic about
2017; last year, that number stood
at 38%.

Source: KPMG analysis.

Meanwhile, the number of
respondents assessing no

significant positive or negative
change remains the same as 2016,
at 37%.

As in the previous year, Russian
companies are more likely to be
positive about 2017 than foreign
companies. Foreign firms generally
remain neither pessimistic nor
optimistic in their forecasts. When
comparing different industries,
Retail companies are most likely to
be optimistic about the upcoming
year (79%).

© 2017 KPMG. All rights reserved.
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Capital structure
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Source: KPMG analysis.

Government Mixed

Revenue in 2016

9% More than RUB 100 billion

42% 25%

Russian Foreign

Headcount

6% More than 20,000

12% 36% Less than 500

Between 5000 and 20,000

30% 16%

Between 1000 and 5000 Between 500 and 1000
Source: KPMG analysis.

T e A

© 2017 KPMG. All rights reserved.

Between RUB 10 and Less than RUB 1 billion

100 billion

24%
Between RUB 1 and 10 billion

Source: KPMG analysis.
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Participants by industry

()
e

Retail

FMCG

IT
Automotive
Production
-ollo'
Logistics
Oil & Gas
Media
Services
E Wholesale
l... n
b
Other

Banking/Financial Services

Pharmaceuticals

© 2017 KPMG. All rights reserved.



HR budgets and plans 2017 | 23

‘!!'Lﬁﬁh

!




(ontacts

Alevtina Borisova
Partner, Head of People Services
T: +7 495937 4477

F: +7 495937 4499
E: aborisova@kpmg.ru

Dina Dyakova
People Services
Manager

T: +7 495937 4477

F: +7 495937 4499
E: ddyakova@kpmg.ru

kpmg.ru

The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or
entity. Although we endeavor to provide accurate and timely information, there can be no guarantee that such information is accurate as
of the date it is received or that it will continue to be accurate in the future. No one should act on such information without appropriate
professional advice after a thorough examination of the particular situation.

© 2017 KPMG. KPMG refers JSC “KPMG", “KPMG Tax and Advisory” LLC, companies incorporated under the Laws of the Russian
Federation, and KPMG Limited, a company incorporated under The Companies (Guernsey) Law, as amended in 2008. All rights
reserved.

The KPMG name and logo are registered trademarks or trademarks of KPMG International.

kpmg.com/app

# Available on the

¢ App Store



