[image: image1.png]



[image: image2.png]global witness




Parliamentary Inquiry into Austrian Banks

RZB and the RUE affair: The unanswered questions

Global Witness, the international anti-corruption watchdog, welcomes the parliamentary inquiry in Austria concerning the Bawag scandal and the Austrian banking regulatory system. The focus of the inquiry on Austrian banks’ “Eastern Businesses” (“Ostgeschaefte”) is of particular interest to Global Witness, which highlighted the involvement of Raiffeisen Bank (RZB) in the Ukrainian-Russian-Turkmen gas trade in the report “It’s a Gas”, published in April 2006. 

In the interests of transparency and financial stability it is essential that the inquiry seeks answers to the questions below. The inquiry must get to the bottom of the “Eastern Businesses” and establish whether any Austrian banks have violated financial regulations and/or whether new regulations need to be put in place to prevent financial crime. Failing to do so would be a missed opportunity to improve the image of Austrian financial institutions globally and would throw the entire purpose of the inquiry into doubt. 

The story: In July 2004, RZB’s subsidiary Raiffeisen Investment (RIAG) and two of its employees founded RosUkrEnergo (RUE). RUE was contracted to arrange the transportation and sale of natural gas from Central Asia through Russia to Ukraine. Shortly after the foundation of RUE, half of its shares were transferred to a holding company owned by Gazprombank, a bank owned by Gazprom. The other half were transferred to another holding company called Centragas AG. RIAG held the shares of Centragas on behalf of their beneficial owners, but declined to disclose the identities of these individuals, citing confidentiality issues.
RUE, which made a reported net profit of US$780 million in 2005, has been controversial because it supplanted the Ukrainian state oil and gas company, Naftohaz Ukrainy, in the gas trade from Central Asia. Neither Russia nor Ukraine has convincingly explained why RUE plays this vital role or what services it provides that Naftohaz Ukrainy or Gazprom cannot.

Shortly after the publication of “It’s a gas” a Wall Street Journal article of 21st April 2006 reported that the organised crime division of the US Department of Justice was investigating RUE.
The Wall Street Journal then reported in December 2006 that the US authorities are investigating the possible involvement of organised crime figures in the Russia-Ukraine gas trade. RUE has repeatedly denied any links to alleged crime figures.
In April 26th 2006, the Russian newspaper Izhvestia revealed that Dmytro Firtash, a Ukrainian businessman, beneficially owned 45 per cent of the RUE.

Several questions arise from the relationship between RIAG and Centragas:
1. As noted above, RIAG founded RUE, but the extent of RZB’s relationships with RUE, the Russian energy giant Gazprom and Dmytro Firtash has not been widely reported. 
· Why did RIAG agree to take part in this partnership between Gazprom, a state-run company, and private businessman Firtash? What was the purpose of founding this company? 

2. According to one of RIAG’s executive directors Wolfgang Putschek, RIAG withdrew from holding Centragas’ share on behalf of Firtash in November 2006. However, according to Putschek RIAG still acts as an advisor to Firtash’s company.

· What exactly was the nature of the relationship between RZB/RIAG and Firtash and of what nature is it today?

3. RZB has not disclosed the full history of its connections with Firtash. Three points indicate some of this history.
A) RUE’s predecessor in the Russian-Ukrainian gas trade, Eural Trans Gas, was owned by Firtash. When GW According to a document seen by Global Witness, Eural Trans Gas held a bank account at a Budapest branch of RZB. 
B) In 2003, RIAG invested in the chemical factory ‘JSC Rivneazot’. Investigations by Global Witness indicate that two executives of Rivneazot work as managers at another chemical factory, of which Firtash is chairman. When Global Witness asked Putschek whether RIAG purchased shares in JSC Rivneazot on behalf of Firtash, he said, “I am not at liberty to comment.” RIAG sold the shares in 2005. 
C) RZB’s Ukrainian subsidiary ‘JSCB Raiffeisenbank Ukraine’ lent more than US$110m (95.83m Euro) to the Ukrainian gas company UkrGazEnergo. UkrGazEnergo is 50% owned by RUE. 

The above seems to suggest an extensive, long-standing and ongoing relationship between RZB and Firtash and companies controlled by him.
· How long has Firtash been a client of RZB?

· Does RZB or RIAG currently hold in trust any shares in other companies for Firtash?

4. In an interview with The Financial Times (13/7/06), Firtash stated that RZB had commissioned a report from a private investigator. This report proved that Firtash did not have direct ties to an alleged major Russian organized crime figure through a company named Highrock.
· What proof does RZB have that Firtash had not been involved with the alleged organized crime figure through Highrock?

· Have Austrian financial regulators seen the investigator’s report?

· Is there any chance that the report can be made available to the public?

· Prior to this reported private investigation into RUE and Firtash, what due diligence measures did RZB employ to ‘know its customer’ Dmytro Firtash and his companies?

5. When asked, RIAG has on numerous occasions failed to explain why senior Ukrainian state officials Yuri Boiko and Ihor Voronin sat on the coordination committee of RUE at the nomination of Firtash.
A document seen by Global Witness states that these men, then chairman and deputy chairman of state energy company Naftohaz Ukrainy, concurrently sat for a time on RUE’s coordination committee. The document clearly states that both Voronin and Boiko were nominated to the coordination committee by Centragas, the private company holding 50% of RUE. However, both men have reportedly stated to journalists that they were appointed to the board at the behest of Naftohaz Ukrainy. When RIAG’s Wolfgang Putschek was asked by Global Witness about the apparent nomination of state officials to the key strategic committee of a private company, he replied, “No comment.” 

According to Austrian and international law, banks are obliged to use special measures to control their relationships with public officials. 

· What due diligence measures did RZB and RIAG use to determine whether Ukrainian and Russian public officials were involved in RUE?

· What due diligence measures do RZB and RIAG use to ascertain whether Firtash is a close associate of Ukrainian and Russian public officials?

6. Global Witness notes that RZB subscribes to the Austrian Corporate Governance Code. This code falls short of the voluntary best practice code for banks, the “Wolfsberg Anti-Money-laundering Principles”, to which key global banks subscribe.  Most global banks also subscribe voluntarily to the UN’s Global Compact, which has specific provisions against corruption.

· Is RZB considering joining the Wolfsberg Group and the Global Compact? 

· Considering that RZB operates in emerging markets/countries where the risk of corruption and other financial crime is comparatively high, is RZB considering implementing additional corporate responsibility measures to counter this risk, particularly with regard to combating corruption? 

Global Witness hopes that as a result of the inquiry, all Austrian banks will apply best international practices in their business dealings in Eastern Europe, in order to promote transparency and prevent corruption. Such a development would also improve the standing of Austria’s financial sector and ensure future financial stability and promote good governance in Eastern Europe. 
For more information please contact Tom Mayne on +44 (0)20 7561 6397 or +44 (0)7843 058756

