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TOP STORY STOCKS 
1. AAR gets Russian on BP again with $13.6bn court claim, FAS to check 
shareholder agreement 
 bne 
 5 June 2012 
  
 Things have gotten ugly again in the TNK, BP divorce. The couple were always 
uncomfortable under the same roof for years, but the love was lost very quickly 
following their 2003 marriage. Following BP’s announcement on Friday June 1 that it 
had been approached by a buyer the story that looked like it might end in an 
amicable separation, but things took a right turn on Tuesday after a Siberian court 
overturned a previous decision that could make BP liable to $13.6bn in claims from 
their Russian partners in the Access-Alfa-Renova (AAR) consortium. 
  
 Rosneft asks FAS to check shareholder agreement between BP and AAR. Yesterday 
Vedomosti reported that Rosneft has asked the Federal Antimonopoly Service (FAS) 
to check TNK-BP Holding’s (TNBP RX – Buy) shareholder agreement between AAR 
and BP for compliance with the principles of healthy competition. Rosneft believes 
that the agreement interferes with the development of the Russian energy industry. 
  
 The claim was brought by AAR in the wake of BP’s attempt to do a deal with state-
owned oil major Rosneft last year behind its Russian partners’ backs, in 
contravention of the TNK-BP joint venture’s shareholder’s agreement. AAR claims 
that they are entitle to the money as compensation for BP’s failure to close the share 
swap deal - a deal that AAR played no small part in bringing down. 
  
 The current run in started last month when its Russian chief executive Mikhail 
Fridman resigned after saying the firm had become unmanageable because of its 
disputes in a move widely seen as an attempt to force BP out of the joint venture. 
  
 Russian oligarchs are past masters at churning regional court decisions and can 
produce them at will. This one suggests that the members of AAR are once again 
very upset and intend to make life as difficult as possible for BP if it tries to exit. 
  
 The claim was actually brought by a group of no-name shareholders that own a 
fraction of 1% of TNK-BP, yet feel they have suffered so much from BP’s poor deal 
making ability they are entitled to severalbns of dollars in compensation. A judge in 
the Siberian district of Tyumen dropped the case in November and the shareholders' 
appeal had been turned down earlier this year - but hey presto: here it is again at an 
extremely sensitive time for BP. 
  
 Thebnaire tycoons behind AAR have denied any connection with these minority 
shareholders or their claims. 
  
 Whatever the motive of the court, this week’s Siberian court decision is in effect a 
gun that AAR can hold to BP’s head and make it impossible for the British oil major 
to sell to anyone other than AAR. The Russian consortium said earlier this week that 
it was interested in buying BP out of its 50% share of the joint venture, while both 
Rosneft and Gazprom have publicly said they were not interested in the stake, 
despite media speculation to the contrary. 
  



 The Federal West-Siberian Commercial Court ruled on Monday a repeal of previous 
rulings, which dismissed as unfounded the claims by TNK-BP minority shareholders 
that their interests were infringed by BP's failed Arctic shelf development deal with 
Rosneft, as TNK-BP could have participated in the projects. 
  
 BP has denied causing any damage to AAR and said the court decision could be the 
result of “corporate news,” Kommersant business paper reported on Tuesday. BP 
lawyer Konstantin Lukoyanov said the court’s latest decision could damage Russia’s 
investment climate. “Today’s judgment - casts doubt on the ability of the domestic 
judicial system to create a predictable and effective legal environment,” he said. 
  
 Dmitry Chepurenko, a lawyer representing the interests of TNK-BP minority 
shareholders, said he was satisfied with the court’s decision, as “the case has been 
sent for a new hearing.” 
  
 Fridman, said last week that the 50/50 partnership with BP is no longer viable. On 
Friday, BP announced that it received an unsolicited bid for its stake in TNK-BP, 
leading to speculation in the media that the bidder might be a state Russian 
company, such as Rosneft, Rosneftegas or Gazprom. However, representatives of 
these companies denied having made the bid. This week, AAR announced that the 
shareholder agreement between the two parties does not allow it to be viewed by a 
third party, which prevents any shareholder deals with third parties. 
  
 Due to the lack of transparency and high uncertainty, it is hard to predict a precise 
scenario, as there are too many potential variants. 
  
 Negative for the name, but risks for TNK-BP Holding are limited. We think that if 
AAR were to take over control of TNK-BP, the risk of a change in the dividend policy 
and management in TNK-BP Holding for minority shareholders is limited, thanks to 
the incentives to redistribute cash via dividends to the parent company, TNK-BP 
International. If another company takes over control, the risks would be higher, but 
not as much as the market has priced in for the risk of accelerated investments in 
Russian refineries or other projects. We have a Buy recommendation on TNK-BP 
Holding with a target price of $4.0/share. 
  
 Alexei Kokin 
  
  
2. PCM files suit with FSFM complaining Bashkirenergo’s buyback price is 
too low 
 Alfa Bank 
 4 June 2012 
  
 According to various media sources, Prosperity Capital Management (PCM) filed a 
complaint with the Federal Service for Financial Markets that the buyback price 
offered to minorities of Bashkirenergo is too low. 
  
 To recap, Bashkirenergo has tendered a mandatory buyback to the minorities who 
voted against its restructuring with prices of RUB33.42 and RUB25.39 per common 
and preferred share, respectively. Inter RAO has simultaneously offered RUB26.25 
per preferred share within the framework of a voluntary buyback. 
  
 The voluntary buyback price for common shares has not yet been announced. 



  
 PCM believes that the common share buyback price should be at least RUB49/share 
based on the deal between Sistema and Inter RAO in which the latter gained control 
of 10.5% of Bashkirenergo in exchange for Sistema taking a 75% stake in Bashkir 
Grid Company that was spun off from Bashkirenergo. 
  
 We are reluctant to assess the chances of PCM successfully arguing for a change in 
the buyback prices since this will perhaps be subject to legal proceedings. It is clear 
that Bashkirenergo’s minorities would benefit from higher buyback prices while Inter 
RAO would be forced to spend more for the buyback if the regulators agree with 
PCM’s complaint. However, the chances of the buyback prices being changed are 
very uncertain, and we treat the news as NEUTRAL for both Inter RAO and 
Bashkirenergo. 
  
 Alexander Kornilov 
  
3. RDIF and CIC Launch Russia-China Investment Fund 
Press release 
5 June 2012 
 
In a signing ceremony in Beijing, Russian President Vladimir Putin and Chinese 
President Hu Jintao today witnessed the launch of the Russia-China Investment Fund 
(RCIF). The $2-4bn fund, established jointly by the Russian Direct Investment Fund 
(RDIF) and China Investment Corp (CIC), aims to generate strong returns from 
equity investments in projects that take advantage of the increasingly robust 
economic relationship between Russia and China. 
 
Kirill Dmitriev, CEO of RDIF, and Lou Jiwei, Chairman and CEO of CIC signed a 
Memorandum of Understanding on completing the establishment of the joint fund 
and outlining the key principles for managing and investing the fund. In remarks 
following the signing, Dmitriev and Lou emphasized that the fund’s focus is on 
delivering competitive returns for its investors: 
“We are pleased to have the RCIF fully up and running. Our primary focus now is on 
making investments that deliver strong risk-adjusted returns. We are fortunate in 
that Russia and China are both big, rapidly growing markets that offer a wealth of 
investment opportunities across a variety of sectors,” Dmitriev said, adding that he 
expects the fund’s first investments to focus on sectors like engineering, agriculture, 
forestry, transportation, and logistics to be announced still this year. “Creation of the 
this fund underscores the transition in Russia-China relations from a trade 
partnership to an investment-technology-trade partnership." 
Lou Jiwei said: “We are delighted to work with RDIF. Together, we will seek to tap 
investment opportunities through the new fund, in the quest for good returns and 
win-win solutions.” 
More than 70 percent of the fund’s capital will be invested in businesses and projects 
across Russia and other Commonwealth of Independent States, and up to 30 percent 
will focus on Chinese businesses and projects with Russian involvement. 
 
RDIF was set up by the Russian government last year as a $10bn private equity fund 
that co-invests with leading global investors in primarily Russian companies. The 
fund has successfully attracted co-investment commitments from leading global 
private equity players and sovereign wealth funds. 
 



$1bn will be committed to the fund by CIC and its related parties. Another $1bn shall 
be committed to the fund by RDIF. The fund will seek to raise $1-2bn of additional 
commitments from third-party investors. 
 
* * * 
Russia-China Investment Fund (RCIF), a private equity fund established by the 
Russian Direct Investment Fund and China Investment Corporation, seeks to 
maximize investment returns for its investors. RCIF will focus its activities on 
advancing bilateral economic, trade and investment relations between Russia and 
China. 
 
Russian Direct Investment Fund (RDIF), established in June 2011, is to be capitalized 
with $10bn in Russian government funds to make equity investments that generate 
strong returns. In each investment it makes, RDIF is mandated to secure co-
investment that as a minimum matches its commitment, thus acting as a catalyst for 
direct investment into the Russian economy. Additional information is available at 
www.rdif.ru. 
 
China Investment Corporation (CIC), founded in September 2007, is a state-owned 
company incorporated in accordance with China’s Company Law. Headquartered in 
Beijing, CIC is established as an investment vehicle to diversify China’s foreign 
exchange holdings to achieve higher risk-adjusted financial returns. It invests 
globally on a commercial basis across a diversified range of asset classes including 
equities, fixed income, property, private equity and commodities. Additional 
information is available at www.china-inv.cn 
 
4. Investors cash out and seek safer havens as global economic problems 
mount 
EPFR Global Fund Data News Release 
Jun 6, 2012 
 
Investors continued their search for safer places to park their money going into June 
as Spain struggled to avoid becoming the latest Eurozone market to require bailing 
out and economic data in the US continues to disappoint. Flows into EPFR Global-
tracked US Money Market Funds during the week ending May 30 jumped to a 25 
week high while US Bond Funds took in over $1.5bn for the 24th week in a row and 
Gold Funds recorded their biggest inflow since late January while Europe and 
Emerging Market Equity Funds extended their current outflow streaks. 
 
While the Eurozone crisis remains the biggest short-term concern for investors, the 
dearth of yield and uncertainty about the true state of China’s economy are also 
shaping fund flows with Mortgage Backed Bond Funds posting inflows for the 64th 
straight week and China Equity Funds having their worst week year-to-date. 
 
Despite the souring mood in global financial markets, Equity Funds managed to post 
net inflows of $6.2bn. But this was all due to flows into US Equity Funds and half of 
the total inflows were into a single S&P 500 index fund. While Monday inflows were 
strong, flows into the equity funds were dissipating at midweek. Bond Fund inflows 
amounted to $1.5bn while Money Market Funds took in a net $2.2bn as the flows 
into US funds were largely offset by redemptions from Europe Money Market Funds 
that hit an eight week high of $7.6bn. 
 



"Redemptions still haven’t hit the levels seen last August," noted EPFR Global 
Research Director Cameron Brandt. "That may be due in part to the fact that flows 
are currently dominated by institutional investors. The retail investors who fled 
during 3Q11 have stayed away." 
 
EPFR clients received the data on which this summary was based on May 30 
To access fund data samples or inquire about subscribing to EPFR products, click 
here 
 
5. Altimo has its say on Telenor/Weather Investments transaction 
Troika Dialog 
6 June 2012 
 
VimpelCom Ltd announced yesterday that Altimo sent it a letter claiming that Telenor 
and Weather Investments violated the company’s bylaws by not conducting a 
mandatory buyout offer following the transaction with preferred shares. Altimo 
claims that the two companies formed a group that owned more than a 50% of 
voting interest in VimpelCom Ltd. Hence, Altimo has requested that the company 
take immediate steps to investigate this matter and that the supervisory board 
utilize its powers in accordance with the bylaws, which would allow the board to 
suspend voting rights of shares for a definite or indefinite period and determine that 
these shares will not have rights to any dividend payments. 
 
Telenor responded by saying that Altimo’s claim that it and Weather Investments 
formed a group was unfounded, Interfax reported. Telenor believes that it is another 
attempt to pressure VimpelCom Ltd’s share price ahead of the conversion (starting 
October 15) or prior to the expiration of the lockup period, after which Altimo can 
increase its stake (on June 11). 
 
Troika’s view: We think Altimo’s request complicates the situation further, and there 
must be some underlying reason. We think more is likely to follow. Altimo also needs 
to somehow prove its allegations. 
 
Altimo can convert its prefs into commons starting in October at the market price, 
and we assume that it is pressuring the share price ahead of the conversion. What 
strikes us as odd in this request is that there were already several court injunctions 
that prohibit Telenor and Weather Investments from voting on the composition of the 
supervisory board, the AGM has been postponed to December and dividends were 
deferred. 
 
We are doubtful that Altimo intends to buy VimpelCom Ltd stock on the open market, 
as this would drive the share price up ahead of the conversion, which is not in the 
company’s interest. It would also drain some free float, which is again not in the 
interest of Altimo, as it will eventually be interested in increasing the company’s 
market cap, which would require sufficient liquidity. 
 
Anna_Lepetukhina 
 
6. Bank of Georgia included in the FTSE 250 Index 
Renaissance Capital 
7 June 2012 
 



Event: Yesterday (6 June), the FTSE committee announced that Bank of Georgia has 
been included in the FTSE 250 Index. 
 
Action: Positive for the stock, in our view. 
 
Rationale: We had thought that there was a chance but not an expectation that the 
bank would join the FTSE 250 index in this window, while also joining the FTSE All 
Share Index, given its listing is so fresh (1Q12). We expect tracker money will flow 
to the stock, although not all in one go, while the name should receive a much 
higher profile in the FTSE-dedicated investor community, given its FTSE 250 status. 
Kirill Rogachev 
 
7. Highland Gold Mining acquisition from affiliated party looks expensive, 
creates negative impression 
UralSib 
4 June 2012 
 
HGM announces acquisition of greenfield project. On Friday, Highland Gold Mining 
(HGM LN – Hold) announced the acquisition of the Klen gold deposit and the 
surrounding Verkhe-Krichalskaya property located in Chukotka in Russia for $69mln 
in cash (net of loans), which will be funded by the company’s cash resources. The 
Klen gold deposit will be mined by the open pit method, with production scheduled to 
commence in 2015. The deposit’s JORC resources amount to 0.51 moz of indicated 
and 0.04 moz of inferred resources at an average ore grade of 5.14 g/t. 
 
Deposit purchased from affiliated party; price looks expensive. 
 
The seller of the Klen deposit, LLC Klen, is affiliated with Primerod Int, HGM’s main 
shareholder (owns 32%). The resource base is the only disclosed parameter; we 
value the project at an EV/reserves & resources multiple of $125/oz, which implies a 
45% premium to the average price of $486/oz of Russian gold companies. Our 
average multiple includes Polymetal Int, the most expensive Russian gold name, 
which is traded at $181/oz EV/reserves & resources; we note that the resource base 
of all public Russian gold names includes the resources of operating facilities. Based 
on our estimation, Highland itself is traded at an EV/reserves & resources multiple of 
$31/oz and therefore the acquisition of a greenfield deposit at an EV/reserves & 
resources multiple of $125/oz appears to be expensive. 
 
Negative implication for minorities. As we consider the acquisition expensive, and 
given it was purchased from a party affiliated to the main shareholder company, we 
remain cautious on the corporate governance at Highland Gold Mining, and, based on 
the information disclosed by the company, we consider the deal to be dilutive for 
minorities,. As we are not very optimistic on HGM’s operating prospects, we also 
reiterate that despite the fundamental upside we see in Highland, it is a relatively 
risky investment. 
 
In our view, the latest acquisition has justifiably raised investors’ concern on the 
company’s strategy and future value. 
 
Valentina Bogomolova 
 
8. VTB in talks to buy 19% of insurer Ingosstrakh 
bne 



7 June 2012 
 
Russia’s state-owned VTB bank is in talks to buy a 19% stake in one of Russia’s 
biggest insurance companies, Ingosstrakh reports wires. 
 
However, the deal can only go ahead if stake holder Italian insurance company 
Generali’s CEO Mario Greco agrees. 
 
VTB wants to buy the state belonging to Czech's PPF Group, PPF co-owner Irzhi 
Schmeits said on Wednesday. PPF has been in a long dispute with Oleg Deripaska 
that owns 60% of Ingosstrakh. 
 
"The deal was agreed, but it is now the new general director of Generali who must 
make a decision, because this is not just a deal between PPF Investments and VTB 
Bank. It is a trilateral agreement in which Generali is also participating," Schmeits 
told reporters. 
 
"It's a good deal. I would be surprised if the new general director of Generali 
rejected the talks." 
 
 

NEWS STOCKS 
9. Fund Flows - Continued bleak sentiment on EMs 
UralSib 
8 June 2012 
 
Seventh consecutive week of outflows from Russia funds. Russia dedicated funds 
recorded outflows of $48m, or 0.4% of AuM, in the week through to Wednesday. 
Outflows were almost entirely attributable to investors taking money out of the 
traditional funds category, which, in total, amounted to $44m. The ETF category 
accounted for only $4m of outflows. This is the seventh week in a row of outflows 
from Russia dedicated funds. 
 
GEM funds take in negligible amount, all regional and country funds suffer from mild 
outflows. Practically each and every country and regional fund category reported 
outflows this week. The only exception was the GEM balanced funds that took in 
$213m of net cash, which is still negligible given that it represents only 0.07% of 
total AuM. The mild inflows in the GEM funds were not enough to offset outflows 
from country and regional funds. Outflows from other regions in total were fairly 
balanced, with Asia funds losing 0.4% of AuM ($924m), EMEA funds down by 0.51% 
of AuM ($172m) and LatAm in a slightly less favorable position with 0.99% of AuM 
($365m). AuM of funds in the emerging Europe (EE) regional category lost $57.5m, 
the seventeenth consecutive week of outflows from EE funds since early February. 
 
European issues pressure EM sentiment, Russia remains on the sidelines for now. 
European concerns, weakness in the regional banking system and the bleak 
macroeconomic outlook, with roughly half of eurozone countries in recession, 
continue to be the driving force behind investor fund flows. As the AuM of European 
funds has remained under pressure for a number of months, investors are 
apparently skeptical on the prospects of emerging markets as an asset class, which 
is also reflected in the data. Impressively, as we expected, outflows from Russia 
funds in the week through Wednesday did not intensify despite the substantial 



pressure on the oil price and the ruble. Thus, we continue to believe that the 
remaining investors in Russia dedicated funds are in for the long haul. This should 
provide some support for the market in the coming months. 
 
Slava Smolyaninov 
 

 
 
10. Rosneft denies approach to BP over TNK-BP stake  
RIA Novosti  
June 4, 2012   
 
Rosneft denied having ever given consideration to buying out BP’s 50 percent stake 
in its TNK-BP joint venture in Russia, Rosneft President Igor Sechin said on 
Friday.  “We never thought about that. This is a new situation developing on the 
market. It seems there might be a reaction to this statement on the market,” Sechin 
said, adding the news should be studied first before a final decision was made.  “It 
[the market] should at first formulate definite proposals. This is a very unforgiving 
business to make predictions, when the situation has not developed in full. We 
should wait for a while,” Sechin said. BP announced on Friday in a statement on its 
website that it had received unsolicited interest regarding the potential acquisition of 
its shareholding in TNK-BP, and that it was looking to move forward in response.  “In 
light of these unsolicited approaches and consistent with its commitment to 
maximizing shareholder value, and its obligations under the Shareholder Agreement, 
BP has notified Alfa Access Renova of its intention to pursue a potential sale.”  The 
announcement brings one step closer the breakup of the 50-50 partnership between 
BP and Alfa Access Renova, which saw TNK-BP formed in 2003 BP’s Russian oil and 
gas assets and the oil and gas assets of Alfa Access Renova.  Vyacheslav Bunkov, 
head of oil and gas at Aton investment group, said the BP stake would be worth as 
much as the price was being floated in early 2011, when BP considered buying out 
AAR.  “I think $30-35bn price is what we are looking at, same as it was when buyout 
talk has circulated earlier," he said.  The partnership has been beset by strategic 
management issues in recent years, with former TNK-BP CEO Robert Dudley forced 
out of Russia in 2007, before subsequently becoming CEO of BP. The aftermath of 
the dispute, which involved claims that BP was running TNK-BP as a subsidiary and 
that it was refusing to allow TNK-BP to compete in international markets, was a 



revised shareholder agreement, flagging a commitment to an IPO over the longer 
term, and greater international presence for TNK-BP.  In January 2011 a proposed 
joint venture between BP and Rosneft to develop Russian Arctic energy interests, and 
a proposed share swap between BP and Rosneft, was ultimately abandoned after 
AAR took BP through arbitration claiming that the TNK-BP shareholder agreement 
gave TNK-BP the first right of refusal on any proposed BP projects in Russia - a 
position, which was ultimately upheld.  The BP announcement comes after TNK-BP 
CEO Mikhail Fridman announced his resignation earlier this week, with AAR CEO Stan 
Polovets saying that the time had come for a review of the 50-50 ownership 
structure of TNK-BP. In addition to its Russian assets TNK-BP has production assets 
in Ukraine, Brazil, Venezuela and Vietnam.  Russian experts polled by RIA Novosti 
said the price of BP's stake was likely to be the main stumbling block during possible 
talks between the two shareholders.  "It is known that AAR and BP are not satisfied 
with the size of their stakes and [the disputes] have retarded the company's 
operational activities. BP values its stake highly and will not sell it at a cheap price," 
Troika Dialog investment company analyst Valery Nesterov said. "The price question 
has been always one the most important," VTB Capital analyst Alexander Kirevnin 
said. "TNK-BP generates considerable income for BP. If BP sells this asset, this step 
could considerably worsen the company's operational results and it would be very 
difficult to reinvest the funds [gained from the stake sale] in other projects with 
comparable yield," he added.  
 
11. Rosneftegaz may buy stakes in 5–7 companies  
bne 
June 1, 2012    
 
Russian state-owned company Rosneftegaz may acquire stakes in five-seven 
companies and later sell them after increasing their capitalization, Rosneft's 
President Igor Sechin said, as cited by RIA Novosti.  Rosneftegaz currently owns a 
75.16% stake in Rosneft.   
 
12. Russia 2H12 Investment Outlook - On the edge of a precipice 
UralSib 
6 June 2012 
 
MACRO 
 
External shocks exert growing pressure on Russian economy ... Since last autumn 
the Russian economy is increasingly under pressure from external shocks, the most 
significant of which are expensive oil, intensified capital flight, and economic 
weakness in Europe. To a large extent, expensive oil and capital outflows offset each 
other, so in many aspects changes to our 2012 macro outlook are cosmetic. Higher 
oil and strong credit growth help the economy, so we have slightly raised our GDP 
and industry growth forecasts, and expect a somewhat stronger ruble. Massive 
capital outflows depress investment growth, which we have sharply downgraded by 
almost 2 ppt. We continue to expect a sharp deceleration in the Russian economy, 
primarily due to negative external conditions. 
 
… while domestic policy has a limited impact on the overall macro picture. Domestic 
factors, including a social security tax cut at the start of the year and increased 
protest activity following the 2011-12 election cycle, have so far had a fairly limited 
effect on Russia’s economic performance. Contrary to expectations, the social 



security tax cut at the start of the year did not boost entrepreneurial incomes (down 
13.2% YoY in March 2012), largely due to the massive capital flight. We also see 
additional risks following the hike in regulated tariffs this summer, which will push up 
inflation and further depress economic activity. 
 
EQUITY 
 
V-shaped market in 2012, if growth accelerates in 4Q12. We have revised down our 
year-end RTS index target by 12% to 1,760, which implies 38% upside from the 
current level. We see good prospects for a Vshaped market recovery by the end of 
the year if the growth momentum resumes in 4Q12. Our macro team now expects 
the slowdown to bottom out at 2.3% growth in 3Q12. A bottom-up analysis indicates 
that the RTS index is likely to retest 2012 highs, while the top-down view suggests a 
cautionary outlook for now, due to uncertainty as to the extent of the global 
economic slowdown. 
 
No major shocks, but risk premiums remain high. We have raised our year-end 
target ERP for the Russian market to 7.5% from 6%, while the current implied ERP is 
estimated at 10.8%. Elevated premiums for risk assets are likely to remain in place 
at least until the year-end. In our basecase scenario we do not expect any major 
shocks to financial markets that would lead to a deeper recession – a major risk for 
equities. 
 
FIXED INCOME 
 
Spread of external debt unjustifiably wide. The spread of Russian Sovereign papers 
has again widened due to growth in the risk premium; however, this is not related to 
the condition of the Russian economy. At the end of the year, we expect the spread 
of Russia’30 to US10Y at about 125 bps, and we see corporate spreads returning to 
last year’s levels. 
 
Ruble bonds clearly cheap. Although the yield in dollars and euros is at an absolute 
low, ruble rates are significantly higher than they were before the crisis, despite the 
fact that inflation in Russia has never been lower than now. 
 
Russian Investment Case to Worsen Before it Improves 
 
V-shaped market in 2012, if growth accelerates in 4Q12. We have revised down our 
year-end RTS index target by 12% to 1,760, which implies 38% upside from the 
current level. We see good prospects for a V-shaped market recovery by the end of 
the year if the growth momentum resumes in 4Q12. Our macro team now expects 
the slowdown to bottom out at 2.3% growth in 3Q12. A bottom-up analysis indicates 
that the RTS index is likely to retest 2012 highs, while the top-down view suggests a 
cautionary outlook for now, due to uncertainty as to the extent of the global 
economic slowdown. 
 
No major shocks, but risk premiums remain high. We have raised our year-end 
target ERP for the Russian market to 7.5% from 6%, while the current implied ERP is 
estimated at 10.8%. Elevated premiums for risk assets are likely to remain in place 
at least until the year end. In our basecase scenario we do not expect any major 
shocks to financial markets that would lead to a deeper recession – a major risk for 
equities. 
 



Year-end RTS target revised down to 1,760 with 38% upside. Our year-end target 
for the RTS index now stands at 1,760, implying 38% upside to the closing level on 
25 May when valuations were fixed. This forecast is based on our macro team’s 
expectations, which sees 3.3% GDP growth this year; we expect growth to gain 
moment in 4Q12 after a slowdown to 2.3% YoY in 3Q12 (discussed in detail in the 
macro section). We have set the year-end target for the MICEX index at 1,650, 
which offers 29% upside to the closing level on 25 May, and is based on our year-
end expected ruble exchange rate of RUB29.94/$. We have used a bottom-up 
approach as we weighed the respective index constituents' upsides for target prices 
by their weights in the respective indices. The bottom-up assessment calls for large 
gains primarily in 4Q12, as discussed in detail in the section devoted to valuations. 
Essentially, this fundamental approach sees the RTS index retesting its 2012 highs 
by year-end, while a top-down view suggests a cautionary outlook on Russian 
equities for now, due to uncertainty over the extent of the looming global economic 
slowdown. 
 
Healthy corporate earnings lead to record EPS for the RTS index in 2012. We 
estimate the RTS index’s 2012 P/E at 6.3, which should contract to 5.5 in 2013 as 
our analysts forecast 3.8% EPS growth this year and 14.6% growth next year. In 
terms of earnings expectations, the changes introduced in this report are effectively 
upgrades of the forecasts last December, primarily thanks to relatively high 
commodity prices, including oil, higher credit expansion in the economy and the 
resulting slight upward revision of our GDP forecast for this year to 3.2%, which still 
remains at the lower end of the consensus range. However, we expect the RTS 
index’s EPS to set a record high in 2012. Our estimates contrast with the consensus, 
which expects virtually no growth in 2012 and a more moderate 5.6% increase in 
2013. 
 
Higher growth beyond commodity names. Commodity-producing companies remain 
the main drag on the expected earnings growth rate on the Russian market. Based 
on our estimates, the RTS index, excluding the oil and gas sector, is currently traded 
at 2012-13E earnings multiples of 8.1 and 6.3, respectively. This suggests that, on 
top of the expected 5.2% EPS growth this year, the non-oil related part of the 
market can be expected to generate impressive earnings growth of 27.7% in 2013. 
EBITDA is also expected to rise 22.8% next year, which implies continued healthy 
cash generation at the largest Russian non-oil-extracting companies. We believe that 
the key to the Russia investment story as an emerging market clearly lies with non-
commodityproducing companies, which is also reflected in our top-picks. 
 
Discounts to other markets have widened. According to our estimates, the discount 
of the RTS index’s constituents on a weighted basis has seriously widened recently to 
roughly 35%, based on this and next year’s earnings estimates. The 2012E 
EV/EBITDA discount currently stands at 25-26% for both this and next year’s 
estimates. Thus, the discounts based on 2012E financials have widened further from 
20% based on P/E and 10% based on EV/EBITDA. Discounts to developed markets 
are lower than those to emerging markets, as the recent sell-off has affected 
European markets more than developing countries. We estimate that the discount 
based on 2012E P/E stands at 28%, while in terms of 2012E EV/EBITDA there is a 
13% premium to DMs. This is explained by the fact that some DMs are already in a 
recession, such as Southern European countries, and as a result, depressed 
valuations – European banks are a good example with their extraordinarily low 
multiples. However, these discounts are again wider than at the end of last year. 
Russia then traded at only a 4% discount based on P/E and was at a 20% premium 



on EV/EBITDA. The reason for the premium clearly remains unchanged – cheap 
valuations for global oil majors. The 2012E EV/EBITDA for global oil majors is 
currently 3.5. 
 
Higher volatility through 2012 due to economic slowdown. Our new macroeconomic 
forecast calls for a further slowdown in the Russian economy with the lowest growth 
(2.3% YoY) expected in 3Q12 due to a marked decline in economic activity in 
Europe. Macroeconomic uncertainty has resulted in elevated market premiums for 
most risky assets, which we believe should remain in place at least until year-end. 
 
Hence, we have raised our year-end target ERP for the Russian market to 7.5%, 
while the currently implied ERP is estimated at 10.8%. We do not expect an 
expansion in multiples on the equity market until there are signs of sustained 
growth. Therefore, we remain cautious on Russian equities over the next few 
months. Importantly, our base case assumes no major shocks to financial markets, 
such as a disorderly sovereign default or the collapse of a large financial institution. 
Those events are fully capable of dragging economic growth down even further if the 
contagion spreads to other markets and countries, leading to a deeper recession, 
which is a major risk for equities. 
 
Raising ERP to 7.5% for the year-end ... We have raised our year-end target ERP for 
the Russian market to 7.5%, as our previous forecast of 6% appears to be overly 
optimistic, primarily due to disappointing economic growth in major world economies 
and the resulting high volatility. We currently estimate the implied ERP for Russia at 
10.8% with the RTS index’s close of 1,273 on 25 May. That is well above the long-
term average of 5% and our previous target of 6%. We continue to believe that ERP 
is not sustainable at such a high level in the long term, and either growth rates need 
to come down more significantly than we currently estimate or a strong rally will 
take place in the medium term. 
 
… as the slowdown should continue through to 3Q12. Furthermore, it appears that 
the expected trajectory of valuation multiples has changed since our last 
comprehensive forecast update in December. The main negative driver is the more 
pronounced slump in economic activity in Europe, which is now expected to last 
longer than that which expected just a few months ago. This will lead to a severe 
economic slowdown in adjacent economies, including Russia, with the pace of growth 
expected to bottom out in 3Q12. European economic troubles have also resulted in 
signs of slowing economic growth expectations in other major economies, including 
China, leading to a contraction in equity multiples in many parts of the world, and 
Russia in particular. 
 
However, multiples may be slow to respond. We expect an improvement in the 
economic situation to be the main driver for equity markets. We believe the recovery 
will take place primarily in 4Q12. This rests on the assumption that the European 
economic slowdown will bottom out by end-3Q12, which is now seen as the nadir in 
terms of the economic contraction rate. 
 
Recent macro statistics continue to disappoint and it is debatable whether the 
current assumptions are too optimistic. 
 
Nevertheless, we do not foresee a rally in equities before then and expect Russia’s 
implied ERP to contract further to an ominous 13% this year before returning to our 
7.5% year-end target. Given the low macro visibility and mounting political 



uncertainty not only in Europe but also potentially in China and the US, we 
acknowledge the risk of not achieving our ERP target by end- 2012. However, as we 
have said for some time, such an eventuality would correspond to a potentially more 
serious economic downturn, as persistently high implied risk premiums in the 
valuation of many assets correspond to strains in the financial system, which, unless 
removed, will provoke further deleveraging, thus slowing economic activity even 
further. In any case, we continue to believe that, barring a major recession, 
investing in equities at the current levels will lead to strong gains in the medium to 
long term. 
 
Fund flow data suggests that the remaining players can withstand further market 
weakness. Despite the 27% fall of the RTS index since its 2012 high on 15 March, 
international portfolio investors have not been very active in pulling money out of 
Russia dedicated funds. This could be attributed to the fact that most of the hot 
money that usually leaves the market during prolonged periods of macro-driven 
concerns left it during the 8-month period of outflows in May–December 2011. 
According to data from the EPFR, 30.6% of AuM, or $ 4.7bn, was taken out from 
Russian funds in that period. During the rally at the beginning of the year, Russia 
funds received only $ 1.4bn of new money, or 9.4% of AuM, before outflows started 
again. In late April-May 2012, Russia funds recorded outflows of 2.7% of AuM, or $ 
384m, which still leaves them with inflows of $970m YtD. Thus, total outflows, from 
the point where they started in May last year until now, have reached 24% of AuM, 
or $3.7bn. This corresponds to the usual percentage of hot money that leaves the 
Russian market in volatile periods. Outflows from Russia funds stopped at roughly a 
quarter of all AuM in the past two prominent cases of prolonged periods of outflows. 
In July 2008–March 2009, cumulative outflows reached 27.3% of AuM, or $1.3bn, 
while in 2000-01, Russia funds were down 24.5% of AuM before inflows resumed. 
This leaves us with the impression that the largest outflows, at least out of Russia 
funds, are already behind us, which should serve as a supporting factor for Russia’s 
equity market in the medium term. 
 
Commodity price assumptions: no major changes, we like precious metals. Our key 
commodity price assumptions have been slightly changed, which is more of a 
reflection of the price dynamics since the start of the year. Our current assumptions 
are presented in the table below. Under our base-case scenario, risky commodities 
will suffer as a result of the general risk-off environment and weakness in demand. 
However, prices are not expected to fall dramatically. As noted in the sector outlook 
section of this report, the currently low prices for industrial metals, for instance, may 
force less efficient production capacity to halt later this year, which will positively 
impact the supply/demand balance as we approach the end of the year. We believe 
that the gold price may show the strongest gains if the macro environment keeps 
deteriorating, while global monetary authorities again follow an expansionary policy 
by launching additional easing measures. 
 
13. Cyprus firm buys 6.85% in Acron fertilizer maker  
bne  
June 5, 2012    
 
Cyprus-registered company Agroberry Ventures Limited has acquired 6.85% of 
voting shares in Russian fertilizer producer Acron from Questar Holdings Limited and 
Refco Holdings Limited for an undisclosed sum, Acron said in a statement.  Agroberry 
Ventures was not among Acron's shareholders before.   
 



14. Acron ready to pay RUB25bn for 20% in Apatit  
bne  
June 5, 2012    
 
The board of directors of Russian fertilizer manufacturer Acron has decided that the 
company could spend a maximum of RUB25bn to acquire the state's 20% stake in 
apatite producer Apatit, Acron said in a statement.  BNP Paribas, which is organizing 
the sale, set the starting price at RUB10.5bn.  Rival producer UralChem has said it 
could spend up to RUB20bn to acquire the shares.  PhosAgro is also a potential 
buyer, but it is unclear how much the company is ready to spend on the purchase.   
 
15. Africa Israel Investments increases its stake in AFI Development 
Troika Dialog 
7 June 2012 
 
AFI Development has disclosed that parent company Africa Israel Investments 
increased its stake in the company to 64.9%. Africa Israel Investments purchased 
3.2m GDRs (ticker: AFID LI) and 9.1m B shares (ticker: AFRB LN) for a total of 
12.3m shares, representing a 1.2% stake. The purchase price was $0.50 per share 
for each line of traded shares, for a total of $6.1m. 
 
Troika’s view: Africa Israel Investments has been active in consolidating stakes in its 
subsidiaries as part of its program to put its accumulated (albeit small) investment 
capital to work. A deep 73% discount to the reported NAV of $1.85 per share (as of 
March 31) is a good incentive for the parent company to purchase shares in one of 
its best assets, as well as a sign of Africa Israel Investments’ commitment to the 
Russian real estate business. We doubt the purchase is related to the potential 
acquisition of the Noviye Veshki project, as Africa Israel Investments will not be 
voting on this transaction. 
 
Africa Israel Investments might further increase its stake in AFI Development in the 
longer term. For now, its purchase supported the share price during the recent 
market correction, and the absence of a large buyer on the market may provoke a 
correction in a weak market environment. 
 
Julia_Gordeyeva 
 
16. FAS delays decision on Acron’s application to buy Apatit stake  
Alfa Bank  
June 4, 2012   
 
FAS delays decision on Acron’s application to buy Apatit stake; moderately POSITIVE 
for PhosAgro  On Friday, the Federal Antimonopoly Service delayed its decision on 
Acron’s application to buy 26.7% of ordinary shares in Apatit. The application will be 
considered during the next two months.  The news is moderately POSITIVE for 
PhosAgro (O/W) as it decreases the chances Acron will participate in the Apatit stake 
auction. To acquire the Apatit stake, companies must receive approval from the FAS. 
PhosAgro and UralChem have already received approval from the FAS. The auction 
will take place on June 14. 
 
17. Oiled by WTI, Russian assets are fair value 
 Renaissance Capital 



 6 June 2012 
  
 The Russian stock market may look cheap when compared with Brent. The usual 
close link between Russian stock market performance and Brent oil prices started to 
break down in early 2011, with stock indices underperforming Brent. Even though oil 
prices dropped significantly in May, so did the RTS, preserving the disconnect 
between the two. Some have pointed to the discrepancy as a possible sign of stock 
undervaluation. 
  
 However, the stock market now seems to follow WTI prices much more closely, 
suggesting to us that the RTS is fair value. Intriguingly, the RTS seems to have 
locked step with the WTI oil price. This increased co-movement has gained 
momentum since 2010/early 2011. On that measure, the RTS looks fair value to us – 
neither cheap nor expensive. 
  
 Similarly, the rouble exchange rate is also much more strongly linked with the WTI. 
The above relationship does not apply only to the stock market. Interestingly, the 
rouble also seems to have decoupled from Brent at roughly the same time 
suggesting that, on this measure, the currency is oversold. However, the rouble has 
started to move closely in tandem with the WTI since end-2010, suggesting that the 
rouble is fair value when measured against the WTI. This holds for the currency 
basket as well. The higher explanatory power of WTI may reflect a risk premium 
related to the Arab Spring. The coupling of key Russian assets to WTI oil prices may 
be just a spurious correlation, which leaves aside many relevant factors, and we do 
not have a perfect explanation for it. First of all, the relationship does not hold for 
the Urals oil price, which moves along with Brent rather than WTI. In addition, WTI 
prices have been distorted by logistical problems at Cushing, Oklahoma. Another 
explanation could be that the disconnect between Brent and WTI is due to the risk 
premium factored into the former because of the Arab Spring. One could have 
argued that Russian assets would benefit from that, but the market may just have 
shrugged this off – either because it did not think the risk premium was permanent 
or simply because it views Russia as a global rather than a regional play. 
  
 In any case, on that admittedly simplistic measure, the stock market and the rouble 
seem fair value. We would treat this relationship with lots of caution, but note that 
the risk premium explanation may be also supported by the fact that Middle East 
supply fears have broadly failed to materialise, possibly leading the market to 
discount potential stock-market and rouble gains in the aftermath of the Arab 
Spring. On the WTI measure, the RTS and rouble look fair value to us. 
  
  
18. Seventh consecutive week of outflows from Russia funds 
UralSib 
June 8, 2012 
Russia dedicated funds recorded outflows of $48m, or 0.4% of AuM, in the week 
through to Wednesday. Outflows were almost entirely attributable to investors taking 
money out of the traditional funds category, which, in total, amounted to $44m. The 
ETF category ac- counted for only $4m of outflows. This is the seventh week in a row 
of outflows from Russia dedicated funds. 
 
GEM funds take in negligible amount, all regional and country funds suffer from mild 
outflows. Practically each and every country and regional fund category reported 
outflows this week. The only exception was the GEM balanced funds that took in 



$213m of net cash, which is still negligible given that it represents only 0.07% of 
total AuM. The mild inflows in the GEM funds were not enough to offset outflows 
from country and regional funds. Outflows from other regions in total were fairly 
balanced, with Asia funds losing 0.4% of AuM ($924m), EMEA funds down by 0.51% 
of AuM ($172m) and LatAm in a slightly less favorable position with 0.99% of AuM 
($365m). AuM of funds in the emerging Europe (EE) regional category lost $57.5m, 
the seventeenth consecutive week of outflows from EE funds since early February. 
 
European issues pressure EM sentiment, Russia remains on the sidelines for now. 
European concerns, weakness in the regional banking system and the bleak 
macroeconomic outlook, with roughly half of eurozone countries in recession, 
continue to be the driving force behind investor fund flows. As the AuM of European 
funds has remained under pressure for a number of months, investors are 
apparently skeptical on the prospects of emerging markets as an asset class, which 
is also reflected in the data. Impressively, as we expected, outflows from Russia 
funds in the week through Wednesday did not intensify despite the sub- stantial 
pressure on the oil price and the ruble. Thus, we continue to believe that the 
remaining investors in Russia dedicated funds are in for the long haul. This should 
provide some support for the market in the coming months. 
 
 

OTHER NEWS STOCKS 
19. Synterra's ex-CEO takes post at state invest fund  
bne  
June 8, 2012    
 
Vitaly Slizen, former CEO of wireline operator Synterra, has been appointed as an 
adviser to state-owned $10bn Russian Direct Investment Fund (RDIF), Kommersant 
reported.  Slizen will advise the fund on innovative projects in the IT sector.   
 
20. Acron suggests to shift Apatit privatization until after September 1; 
Alfa Bank 
7 June 2012 
 
Acron has suggested that the Apatit privatization tender be delayed until after 
September 1. Acron also filed a lawsuit in the Moscow Arbitration Court suggesting 
that Apatit tender terms be recognized as invalid. Acron’s application to participate in 
privatization has not been approved by FAS yet and will be considered during the 
next two months, while the privatization tender will be held on June 14. 
 
Acron wants to participate in the tender and wants to delay the tender by filing a 
lawsuit to get FAS approval before the tender. We think that if the tender is delayed 
until September, Acron’s interest in Apatit would decrease as its own phosphate 
mine, Oleniy Ruchey, is expected to be launched by that time. 
 
However, it is unclear at this stage whether Rosimuschestvo (the federal agency 
holding the privatization) will consider Acron’s claim and delay the tender. For 
PhosAgro, this means they might wait another several months for the privatization of 
the Apatit stake. 
 
Maria Bovykina 
 



21. CEE equity valuations low, but growth outlook becoming bigger question 
Erste 
June 5, 2012 
 
It goes without saying that Greece et al not only remain in the spotlight, but keep 
dragging markets down. There seems to be little hope of a meaningful change in the 
market trend before the Greeks cast their ballots. Lately, risk aversion stemming 
from sovereign risk has received "support" from once again intensified concerns on 
growth. For the region, we stick to our view of a weak start and some recovery over 
the rest of the year. Weakness, however might last a bit longer. 1Q GDP figures 
nicely documented the diversity of the region, with Hungary and Croatia reporting 
y/y declines, while Romania and (particularly) Poland posted y/y growth. 
 
Equity risk premia have been increasing strongly, with markets now asking for extra 
700bps for equity investments in the region, which is not so far from peaks of 
900bps. While valuation remains at levels that one would usually call inviting, the 
corresponding growth outlook has started to weaken. The consensus 12M forward 
P/E for the region comes in at 8.5; Poland ranges at the higher end (9.4), while 
Romania marks the low end (6.1), and even Turkey currently trades at a meager P/E 
of 8.4. Growth for the same period, however, shrank to 8% for the region, which put 
the PEG (1.1) for the region above its long-term average of 0.8. The only 
outstanding exception to the rule is Turkey, which puts a consensus 12M forward 
growth of 18% against its current valuation. While concerns on outlook have 
obviously spilled over into the real economy, 1Q reporting has still been rather 
supportive, with 43% of our universe reporting above expectations, 16% below and 
only 10% of companies providing a worse guidance. 
 
Liquidity remains an unpleasant issue. While turnover on regional stock exchanges is 
down by another 30% y/y, flows for dedicated emerging market equity funds also 
continued to deteriorate. The only fund category still showing inflows was GEM, but 
at much lower levels than those seen earlier this year. Contrary to various sentiment 
indicators around the globe, the latest ZEW CEE indicator has posted some 
improvements. While the view on the current situation has deteriorated slightly, the 
expectations component improved for the region - particularly for Austria and 
Poland, but also nicely for Romania and Hungary. Consequently, stock market 
expectations also increased significantly. However, the question remains as to what 
the trigger for performance could be. 
 
We reiterate our strong call on Turkey, while Russia is seen as worth lowering any 
exposure to, due to the weakening oil price. Among our top ten picks, we have 
replaced Lenzing, RBI and Petrom with KTC, Immofinanz and Krka, also to reflect a 
more defensive stance this time. Among expected underperformers, we removed 
Ferrexpo, after its pronounced underperformance, as well as PM CR. Instead, we 
added UNIQA, which we have already disliked for a while, and BIM, which might be a 
bit risky as a negative call. We also changed CEZ to overweight, alongside Palfinger. 
Our view on CME and Ford Otosan changed to negative, while we have added 
Transelectrica and Selcuk to our top picks list. 
 
22. CEO: Russia’s Gazprom makes no offers to buy BP stake in TNK-BP  
bne  
June 4, 2012   
 



Gazprom has not made an offer to oil giant BP to acquire the latter's stake in its 
Russian joint venture TNK-BP, CEO Alexei Miller said, cited by Prime.  "That is the 
first time I hear about it," Miller told reporters, when asked whether Gazprom has 
suggested the purchase.   
 
23. Sistema Fundamental Upside Supported by Buyback 
Alfa Bank 
6 June 2012 
 
We have revised our model for Sistema following the release of 1Q12 and 2011 
numbers. We have updated our 2012 estimates for revenues, EBITDA and net debt 
for all companies comprising the holding. Valuing Sistema using a net asset value 
(NAV) approach on the basis of revised 2012 forecasts, we have arrived at a new 
target price of $28.00 per GDR, which is 2% higher than our previous target of 
$27.43. Sistema currently trades at about a 50% discount to its NAV, offering 
significant upside potential. The attractiveness of the holding’s investment case is 
further supported by a recently announced $300m buyback program, which will start 
on June 6. The strong fundamental upside potential coupled with the initiation of the 
buyback program fully support our O/W rating on the stock. 
Investment Case 
Model updated: We have revised our 2012 forecasts for Sistema, mainly 
incorporating actual 2011 and 1Q12 figures for each business in the holding. We 
have also adjusted the numbers to take into account businesses that had been sold 
or acquired as of the end of 1Q12. Our net debt estimates for each business have 
been updated as well. All revisions are summarized in Figures 1 and 2. 
 
Holding discount of 50% is too high: On a mark-to-market valuation, Sistema 
currently trades at about a 50% discount to its conservatively assessed NAV. 
Although the market has always undervalued management’s abilities, we think that 
assets such as MTS, Bashneft and Bashkirenergo as well as other rapidly developing 
businesses such as Medsi and Binnopharm offered at half price and accompanied by 
a dividend stream and buyback program make the stock very appealing. 
 
$300m buyback will provide support: Last week, Sistema announced a $300m 
buyback program starting on June 6, 2012 for both GDRs and common shares. As 
per the holding’s management, it is considering cancelling the purchased stock in the 
future if it obtains the necessary approvals. We believe this program will provide 
substantial support for the stock price amid the currently volatile and nervous 
markets, thus giving additional comfort to investors. 
Valuation & Risks 
Valuation: Our target valuation based of an NAV approach indicates that Sistema has 
upside in the form of both underlying assets (over 50%) and a reduction in the 
holding discount (about 20%). 
 
Risks: The key risks facing the holding are 1) tough competition in all sectors in 
which it is present and management’s ability to mitigate risk and 2) management’s 
expertise and ability to make appropriate investment decisions and execute its 
strategy. 
 
24. Troika Dialog takes 12 places in Institutional Investor’s All-Russia 
Research rankings 
Troika Dialog 
5 June 2012 



 
Troika Dialog, one of the leading investment companies in the CIS, is pleased to 
announce the success of its team of analysts who were awarded 12 team rankings in 
the esteemed Institutional Investor All-Russia Analyst rankings 2012. In addition, 
Troika Dialog was named second overall in the All-Russia Research Team rankings. 
Separately, Oleg Maximov, Senior Oil & Gas Analyst seized best in field in the 
Emerging Markets Equity & Fixed-Income Research Awards 2012 for his individual 
sector research offering. ??Five of Troika Dialog’s equity research analysts recorded 
leadership positions in their individual industry or macro fields in the All-Russia 
Research awards: Evgeny Gavrilenkov in Economics, Alexey Bulgakov was 
recognised in the Corporate Debt field, Mikhail Stiskin in Metals & Mining, Oleg 
Maximov in Oil & Gas and Alexander Kotikov in Utilities. In addition, Troika’s analysts 
covering Industrials, Real Estate and Fixed Income Strategy finished in second place 
in their respective categories. Weighted by market capitalisation, Troika Dialog 
achieved the overall top ranking in Russian Equity Research (first place in Russia’s 
sectors that represent almost 75% of the market) and came second overall in the 
wider EMEA survey across Fixed Income Research.??In this survey, clients of the firm 
complimented Troika Dialog for its research team’s level of industry knowledge, local 
market expertise, quality of service and professionalism offered to both Russian and 
international investors. 
 
“In comparison with 2011 we noticeably strengthened our positions in the 
Institutional Investor rankings: this year five of Troika’s analysts occupied leading 
places,” commented Paolo Zaniboni, Head of Research at Troika. He added: “It is 
clear that today our analytical products are highly popular on the market, especially 
taking into account the new scale of business in light of the Sberbank deal and the 
markets that are opening for us in connection with it. We are continuing to actively 
work on strengthening our positions and develop our product line”. 
 
Andy Smith, Head of Equity Research at Troika Dialog, commented, “We are always 
pleased when Troika Dialog receives the endorsement of our clients through these 
awards, which recognise the valuable insights we provide to help guide their 
investment decisions. In a year in which Troika Dialog’s merger with Sberbank was 
approved to create Russia’s largest universal banking player, these results represent 
a strong foundation on which we can continue to build and enhance our leading 
franchise.” “It’s good to know that you are part of one of the best research teams on 
the market and one that provides leading coverage of an area as extensive as 
EMEA,” remarked Alexander Kudrin, Managing Director and Head of Fixed Income 
Research at Troika Dialog. “Despite the current turbulent atmosphere on the financial 
markets, our products continue to be in demand. At the same time, currently a 
number of our clients are initially considering more conservative debt market 
instruments as investment priorities and we are happy to provide them with our 
expertise, which they highly value.” Institutional Investor's ninth annual All-Russia 
Research Team was selected by more than 465 buy-side analysts and portfolio 
managers at some 315 money management firms worldwide overseeing an 
estimated $200bn in Russian assets. 
 
 

IPO, SPO, ADRs, GDRs, PLACEMENT 
25. Aeroflot mulls listing on LSE 
 bne 
 June 6, 2012 



  
 Aeroflot is considering several options to increase its capitalization, including a 
proposal to sell at least a 13.4% stake in the company on the LSE, Vedomosti 
reported citing sources from the company. 
  
 Shamil Kurmashov, Aeroflot's deputy CEO for finance and investments, proposed to 
sell the 9.3% stake in the airline owned by the National Reserve Bank (NRB) and 
Aeroflot's treasury shares. Rostekhnologii's 3.5% stake might be put up for sale as 
well, he added. 
  
 If the NRB's stake and treasuries are sold, the free float will increase to 34.6% from 
21.2%, with the value of the deal at $238.7m assuming current quotes. 
  
  
 VTB said in a note: “As the most preferred option was mentioned listing on LSE with 
placement of treasury shares (6%), shares of National Reserve Corporation and 
possibly Rostekhnologii (3.5%). If approved, the placement could happen in 2H12 or 
2013.” 
  
 “At the time when one of the shareholders (NRC) continues to gradually dispose of it 
shares, placement on LSE would be a welcomed step allowing the company to 
provide access to its shares to a wider range of investors. While the exact stake of 
NRC is not disclosed, the latest share was mentioned at 4.9% (as of 20 April). 
Among positive sides are better liquidity (the company estimates that free-float 
might rise to 34.6% from 21.2% and the deal could be valued at $238.7mn at the 
current prices) as well as stricter disclosure requirements. At the same time, it 
implies more stock overhang in the near term were treasury shares and 
Rostekhnologii's stake placed. However, the current market turbulence puts a 
serious risk on the possibility of placement this year, we believe. All in all, we do not 
expect the stock to react sharply on the news with more important drivers remaining 
easing oil price and domestic market growth.” 
  
  
  
26. Abrau-Durso to sell 25-30% stake at IPO in 203 years  
bne  
June 7, 2012    
 
Russian sparkling wine producer Abrau-Durso plans to sell a 25-30% stake through 
an IPO within 2-3 years, a banking source familiar with the company's plans sais, 
Prime reported.  "As far as trading floors are concerned, the firm is considering the 
MICEX, Hong Kong stock exchange, and Warsaw stock exchange," the source said. 
  "If the placement takes place on the Russian exchange, the company plans to place 
depositary receipts on foreign trading floors."  
 
27. Zhivoy Ofis plans IPO on RTS-MICEX in September-November  
bne  
June 7, 2012    
 
St. Petersburg-based office supplies retailer Zhivoy Ofis plans to hold its IPO on the 
merged RTS-MICEX stock market in September-November, CEO Elvira Pikaleva 
said.  She said that the company is currently preparing the report under the IFRS 
adding that analysts evaluate the company at RUB350m-900m.   



 
28. Novatek terminates GDR listing on LSE  
bne  
June 8, 2012    
 
Novatek has terminated its GDR listing placed under the 144-P rule on the LSE but 
continues to sell its securities under the milder Reg S rule, the company said in a 
statement.  Rule 144-P says the GDRs can only be purchased by qualified 
institutional buyers, while no such restriction exists under the Reg S regime.  
 
29. MegaFon holders to choose IPO underwriters on July 9  
bne  
June 4, 2012    
 
The shareholders of major Russian mobile operator MegaFon plan to choose 
underwriters for the operator's proposed IPO at an absentee vote scheduled for July 
9, MegaFon said in a statement.  The register of shareholders was closed on June 1, 
MegaFon said.  MegaFon's may offer up to 20% of its shares for $4bn on the LSE as 
early as September-November 2012.   
 
 

BUY BACKS, SHARE ISSUES 
30. RusPetro shareholders may buy back 10% from market  
bne  
June 7, 2012    
 
Shareholders of independent Russian oil company RusPetro have decided to buy back 
10% of the company's shares from the market where it held an IPO in January, the 
company said.  The company raised about $260m in an IPO on the LSE where it 
floated 59% of its capital.  RusPetro said it would spend the funds on drilling 
activities, the development of infrastructure, and debt repayment.  
 
31. Dixy could buy back stock from minority shareholders who vote against 
a proposed new syndicated loan of RUB18bn 
Metropol 
June 6, 2012 
 
According to press reports, following the June 28 AGM Dixy could buy back stock 
from minority shareholders who vote against a proposed new syndicated loan of RUB 
18bn. The repurchase price is expected to be RUB 338.9 per share, a 12% premium 
over the current market price. Given the premium, we believe that most minority 
shareholders would be eager to participate. 
 
However, according to Russian law a company undertaking a transaction valued in 
excess of 25% total assets (Dixy’s RUB 18mn loan qualifies) may spend no more 
than 10% of net asset value (NAV) to repurchase stock. Consequently, Dixy can 
legally repurchase no more than 5.8mn shares. 
 
Assuming that all minority shareholders owned their stock as of the May 14 record 
date and vote against the proposed loan, 44mn shares in total would be potentially 
eligible. However, given the legally imposed limit on the buyback, only 13.1% of the 



outstanding minority shares can be repurchased in this case, leading to an effective 
yield of 1.5% for shareholders taking advantage of the offer. 
 
32. East Capital Explorer completes mandatory €5.4m buy out of minorities 
in Russia’s Melon Fashion Group 
East Capital 
8 June 2012 
 
As previously announced, a subsidiary of East Capital Explorer launched a mandatory 
offer during the first quarter of 2012 to buy out the remaining shares in Melon 
Fashion Group (MFG) from its non-affiliates. The mandatory takeover offer is now 
complete and the number of shares tendered was limited corresponding to a total 
purchase price of EUR 5.4m. 1,781 shares were tendered in the offer representing 
5.5% of the shares of MFG and the mandatory offer took place at the same price 
level as the Swedfund transaction announced in July 2011. 
 
East Capital Explorer's holding in MFG was revalued as of 31 May 2012 due to strong 
increase in sales ahead of budget during the first four month of 2012. 
 
The logistical problems that the company experienced in 2011 have also been solved 
which has increased the profitability of the company. As a result, the fair value of the 
company's shares increased by 48%. 
 
Mia Jurke, CEO of East Capital Explorer AB says: "We are very pleased to see that 
the company is performing well. MFG remains one of the most exciting retail 
companies in our investment universe and the company has potential to benefit 
further from strong domestic demand in Russia." 
 
MFG is the Company's largest direct investment. An initial investment of EUR 10m 
was made in 2008 and an additional investment of EUR 13m was made during 2011. 
Following the revaluation, the value of East Capital Explorer's holding in MFG 
amounted to EUR 34.4m, including the shares tendered during the offer. The 
increase in value had a positive contribution to East Capital Explorer's Net Asset 
Value with 3%. 
 
33. NOVATEK announced $600m buyback programme 
VTB Capital 
June 8, 2012 
 
News: According to a NOVATEK press release, the company’s Board approved a 
buyback programme yesterday for a total amount of up to $600m. The purchases 
can be made within twelve months of the approval date. The buyback concerns both 
shares and GDRs. Acquired shares and GDRs will retain all rights, including the right 
to receive dividends. The acquired shares are to be utilised in the company's 
previously announced compensation and incentive programme for management and 
key employees, as well as for financing the company's operations. 
Our View: Given NOVATEK’s free float of 29.95% ($9.7bn), the buyback amount is 
around 5.5% of the free float, or about six times the average daily trading volume. 
In our view, the news is positive for the company’s shares, both in the short term 
and in the longer term, which we expect to calm investors despite the highly volatile 
markets. However, the short-term upside has mostly been played out, in our 
view.?Implications for NOVATEK’s weight in MSCI?If implemented at the current 
market price, the buyback would bring NOVATEK’s free float below the 25% 



threshold. According to MSCI methodology, in this case the foreign inclusion factor 
(FIF, effectively the free float for Russian companies) would be rounded up to the 
nearest 5%, i.e. to 0.25 (vs. 0.3 currently). We note, however, the actual number of 
shares that will be bought out is unclear. Consequently, the free float might stay 
above 25% in which case the MSCI would not consider cutting the FIF. Additionally, 
we note that NOVATEK’s intention not to cancel the bought back shares means that 
MSCI’s number of shares (NOS) estimate will remain the same. Thus, although 
NOVATEK’s weight in MSCI Russia might be cut, that remains a distant prospect. 
 
34. Uralkali provides update on share buyback program 
 bne 
 7 June 2012 
  
 Last week Uralkali bought back its shares and GDRs for $138m, the report of the 
company reads. 
  
 Since October 2011 the company spent for buy-back program about $675m. 
  
 VTB Capital said in a note: “Yesterday, Uralkali provided an update on its $2.5bn 
buyback program, which was announced in October and is effective until October 6, 
2012. During the week from May 28 through June 1, Uralkali bought 9.5m ordinary 
shares at an average price of $6.91 and 2.1m GDRs at an average price of $34.46 
for a total of $138m. Since the beginning of the program, Uralkali has purchased a 
total of $675m worth of its shares and GDRs.” 
  
 “Since the start of the buyback program in October 2011, the average buyback price 
for ordinary shares is $7.1 and for GDRs it is $35.23. The total amount of the 
buyback is $2.5bn; to date, the company has completed 27% of the program. We 
think the news is NEUTRAL for the stock. We see that the company is committed to 
buying its shares if the price declines. Thus, the buyback program should be 
supportive for the share price at the levels indicated by the announced price.” 
  
  
  
 

DIVDENDS 
35. UralChem to pay RUB2.5bn in dividends for January-March  
bne  
June 5, 2012    
 
Fertilizer maker UralChem will pay a total of RUB2.5bn in dividends for January-
March, or RUB5 per common share, the company said in a statement.  The board of 
directors earlier recommended paying no dividends for 2011. The company did not 
pay dividends for the previous three years.   
 
36. Valenta Pharmaceuticals decides against dividends for 2011  
bne  
June 4, 2012    
 
Shareholders of Valenta Pharmaceuticals declined the option to pay dividends for 
2011 at an AGM, the company said in a statement Monday.  The company did not 
pay dividends for 2009 or 2010.  Valenta Pharmaceuticals has not provided its 



financial results for 2011.  As of mid-2011, Otechestvennye Lekarstva held a 96.13% 
stake in Valenta.   
 
37. RAO ES Vostoka decides against dividends for 2011  
bne  
June 6, 2012    
 
An annual general meeting of shareholders of Russian power utility RAO ES Vostoka 
has approved paying no dividends for 2011, the company said in a statement.  The 
company, which is 69.3% controlled by top hydropower company RusHydro, posted 
a net loss of RUB6.121bn in 2011 against a net profit of RUB10.277bn in 2010.   
 
38. Aeroexpress may pay 40% of net profit in 2011 dividends  
bne   
June 7, 2012    
 
The board of directors of Russia's Aeroexpress, a firm that provides railway services 
between Moscow and its three main airports, has recommended paying 
RUB288.376m in dividends for 2011, about 40% of the company's net profit as 
calculated under RAS, it said in a statement.  The board also approved paying 
RUB9.117m in annual bonuses to its members.  
 
39. Transmasholding may raise 2011 dividends 52% to RUB2.3bn  
bne  
June 7, 2012    
 
The board of directors of the Russian railway equipment maker Transmashholding 
recommended raising the dividends for 2011 by 52% to RUB2,049 per share or a 
total of RUB2.285bn, the company said.  Hollandese Breakers Investments fully owns 
Transmashholding. Hollandese Breakers, in turn, is 25% owned by France's Alstom 
and 25% by Russian Railways, while tycoons Andrei Bokarev and Iskander 
Makhmudov and TransGroup transportation company hold the remaining minority 
stakes.   
 
40. Gazprom Neft raises 2011 dividends 65% to RUB34.6bn  
bne  
June 8, 2012    
 
The shareholders of Gazprom Neft voted to increase dividends for 2011 by 65% to 
RUB34.61bn or RUB7.3 per share, a company representative said, Prime 
reported.  The net profit of Gazprom Neft calculated under GAAP grew 70.6% in 
2011 to $5.347bn.  
 
41. AvtoVAZ board recommended against paying dividends for 2011  
bne  
June 4, 2012    
 
The board of directors of AvtoVAZ recommended against paying dividends for 2011, 
as it needs money to develop the facilities and continue upgrades to production, a 
company's representative said, Prime reported.  AvtoVAZ paid no dividends in 2010 
and 2009.  
 



42. Bank of Moscow approves paying RUB5bn in 2011 dividends  
bne   
 
June 8, 2012   The shareholders of Bank of Moscow approved paying about RUB5bn 
in dividends for 2011, or RUB18.40 per common share, according to the company's 
statement.  Dividends represent almost all its net profit allocated for the distribution 
of RUB5.107bn.   
 
43. GAZ Board recommends no dividends for FY11 
Renaissance Capital 
7 June 2012 
 
Event: According to Prime-Tass yesterday, the Board of Directors (BoD) of GAZ 
Group recommended no dividends for FY11. 
 
Action: Neutral, we think. 
 
Rationale: This decision was widely expected, in our view. It was reported in 
Kommersant recently that the BoD chairman would suggest a distribution of 
dividends after a very strong FY11 financial year, and we were concerned that the 
BoD would find this suggestion reasonable. While dividends would have been 
positively viewed by investors, the automaker has a two-year (2012-2013) intensive 
capex programme (about RUB10bn pa vs RUBb13bn of EBITDA in FY11) aimed at 
supporting its market competitiveness. Although measures have been put in place to 
reduce working capital and improve returns, and while there will be a grace period 
for debt repayment during these years, we think the company would do well to delay 
dividend payments until the investment cycle is over. None of the automakers in 
Russia has declared dividends for FY11. 
Alexandra Serova 
 
44. Metafrax raises 2011 dividends 43% to RUB163.7m  
bne  
June 4, 2012   
 
Methanol producer Metafrax has decided to pay RUB163.69m, or RUB0.5 per 
common share, in dividends for 2011, the company said.  Dividends for 2011 
amount to 13.1% of the company's net profit, while the remaining 86.9% of the 
profit, or RUB1.085bn, will be allocated to current operations, capital investments, 
and social expenses.   
 
45. PIK Group did not approve dividends for 2011 
VTB Capital 
June 8, 2012 
 
News: PIK Group has announced the results of its AGM held on 7 June in London. 
The agenda of the meeting was to ratify the annual report, the annual accounting 
statements, profit and loss distribution according to the FY11 results, the payment of 
dividends and the election of the Board of Directors.?The board did not approve 
dividends for FY11. Nine board members were elected, with Roman Nagaev from VTB 
Capital replacing Alexander Gubarev from Galahard Advisors Ltd. 
 



Our View: We view the results of AGM as technical. VTB Capital's presence on the 
board increased to two seats on the back of VTB expanding its share in the company 
from 5.4% to 8.84%, according to Vedomosti. 
 
46. Russian Sea shareholders vote against paying 2011 dividends  
bne  
June 4, 2012    
 
Shareholders of the seafood company Russian Sea declined the option to pay 
dividends for 2011 at an AGM, the company said.  However, shareholders agreed to 
allocate 5% of 2011's net profit to a reserve fund and keep the remainder for the 
company's operations. The company did not pay dividends for 2009 or 2010.  In 
2011, Russian Sea's net profit fell 92.3% on the year to RUB7.13m, as calculated 
under the RAS.  
 
47. Sberbank raises 2011 dividend by 127%  
bne  
June 4, 2012   
 
The shareholders of Sberbank voted to pay dividends for 2011 worth of total 
RUB47.5bn ($1.408bn), a 127.3% increase on the previous year, the bank said in a 
statement.  The bank will pay dividends for last year at RUB2.08 per ordinary share 
compared with RUB0.92 in 2010 and RUB2.59 per preferred share, up from RUB1.15 
rubles in 2010. The yield for ordinary shares will amount to 2.05%, while the yield 
for preferred shares will be 3.36%.  Sberbank's 2011 dividend payment volume 
equals to 15% of its $10.9bn net profit to IFRS for last year. The bank plans to raise 
the payment to 20% of net profit in 2013. 
 
 

BANKS shares 
48. Banks Watch May 2012: EU Headwinds Erase YTD Gains 
VTB Capital 
6 June 2012 
 
The Eurozone-crisis-driven market correction (MSCI World banks down 12.2%) 
erased YTD banking sector gains: the VTB Capital Banks index lost 23.4% in May 
(down 1.6% YTD), pulled down by Sberbank, VTB and NOMOS (down 23.7%, 25.5% 
and 17.6% respectively), underperforming Brazilian and Turkish peers by 14% and 
9%. 
 
1Q12 reporting season kicks off. Banks reported decent operating results (lead by 
Sberbank with 28% ROE), with core income affected by seasonal factors. NPLs and 
NIM are again key topics. The Russian branches of RBI and OTP Bank also posted 
strong results, with ROE at 24% and 30%, respectively. 
 
Sberbank in the spotlight again. At the bank’s AGM on 1 June, management 
announced that it did not plan either an immediate prefs conversion or a share 
buyback. Together with the renewed bid for DenizBank, this hardly helps investor 
confidence. Meanwhile, the new list of BoD members does not include people from 
the government (as required by the presidential decree). Privatisation is likely to be 
delayed until the autumn, as the CBR reiterated its view that the SPO was subject to 



market conditions (currently the stock trades at 20% below the targeted price of 
RUB 100). 
 
Sector data watch. Loan growth momentum in Russia remained intact (loan book up 
28.2% YoY), pushed by the expansion in the retail segment (42% YoY). We saw the 
credit cycle in Kazakhstan restart, with retail lending accelerating, and muted growth 
in Georgia amid a 2% appreciation in GEL. 
 
Top picks reiterated. We see value in Sberbank with its ords trading at 2012F P/E of 
5.3x, a 35% discount to GEM peers. After management’s 1 June statement that no 
immediate conversion or buyback of prefs was seen, their discount to ords widened 
to 28% from 26% as of end of May. NOMOS is trading on 2012F P/E of 5.1x, a 38% 
discount to GEMs, with ROE of 18% and outperforming Sberbank 6% in May. 
 
Halyk is trading on 2012F P/E of 5.1x, a 29% discount to KKB. 
 
49. Sberbank - Uninspiring but not unexpected comments from CEO 
UralSib 
4 June 2012 
 
No buyback or pref conversion, but new capital may be needed in the medium term. 
On Friday, during Sberbank’s (SBER RX – Buy) AGM, CEO German Gref stated that 
he does not rule out that sooner or later the bank will have to raise capital on the 
market given the rapid growth in assets, though he sees capital being adequate for 
the next two years. He also said there will be no buybacks apart from a potential 
mechanism to support the stock in case of a closed privatization. 
 
In addition, there are no plans for the conversion of preferred shares into commons 
in the near future. 
 
So far, we do not see a big risk of raising capital … Sberbank had a rather 
comfortable Tier-1 CAR of 11.8% in 1Q12, with pressure from the Volksbank (VBI) 
acquisition outweighed by outstanding 28% ROAE. A deal with Denizbank could to be 
announced in the near future, which could contribute around 7% to Sberbank’s 
assets. We see a negative 100-150 bps effect on Sberbank’s 2012E Tier-1 CAR from 
this acquisition, depending on the price (which is likely to fall to a P/BV of 1-1.5 in 
our view). However, seeing 2012E ROAE of around 23% and above RWA growth in 
2013-14, we believe Sberbank to hold Tier-1 CAR at close to 11%, which is quite 
comfortable. 
 
… but the CEO’s comments may weigh on the stock regardless. At the same time, 
after these comments, the risk of an additional share issue and possible dilution are 
likely to persist for the bank. Additional pressure may emerge if talks renew over the 
timing of the privatization, and we expect investors to pay more attention to market 
sentiment than the bank’s strong fundamentals, while global sentiment remains 
cautious with little conviction. 
 
Leonid Slipchenko 
 
 

EXCHANGES, REGULATIONS 
50. Foreign depositories may enter Russian market in 2012-2013  



bne   
June 7, 2012    
 
International depositories Euroclear and Clearstream will be given access to Russia's 
government securities market in 2012 and corporate securities market in 2013, Pyotr 
Kazakevich, deputy department director at the Finance Ministry, said, cited by 
Prime.  The foreign depositories will be admitted to the government securities 
market in the next several months after the registration of the Russian central 
depository. "We should not put "iron curtain" between Russia and the rest of the 
world," he said.  Kazakevich added that there were no reasons to fear a liquidity 
outflow as a result of foreign depositories' activities. "If we talk about foreign 
investors in the Russian market, there are many speculators who make use of the 
infrastructure's imperfections. I think that if we create a simple, comfortable market 
we will attract conservative investors making long-term purchases and there will be 
no significant volatility increase," he said.   
 
51. MICEX-RTS will be ready to list foreign companies by the end of 2012 
bne 
June 8, 2012 
 
To adapt Russian listing regulation to international standards is one of MICEX-RTS’ 
current priorities, said Pavel Popov, the head of sales Equity Capital Markets 
Department at the exchange, speaking at III Russian IPO Forum. 
 
“By the end of 2012, the listing rules on MICEX-RTS will meet all international 
standards,” Popov said. 
 
“This summer, foreign companies will be able to list their shares at our stock 
exchange. The companies doing IPO also will be listed immediately, and right after 
IPO they will be able to attract money from pension funds and sovereign funds. 
That's what investors are going for to Warsaw stock exchange now," he added.? 
 
Another innovation is a special segment of the exchange – “New Market” – made by 
the example of Brazilian exchange’s “Novo Mercado”. It will issue its own set of 
listing rules, Popov said. If the company wants to be listed in the new segment it can 
adopt rules in addition to the ones required by law, including the requirement to 
disclose all information both in Russian and English languages. 
 
Popov also promised that eventually “there will be no limitation for GDR placement” 
and that “there will be no need for foreign investors to adjust to Russian regulation.” 
 
According to MICEX-RTS’ development strategy, the exchange will create a 
mechanism to convert GDR’s into local shares by the end of 2013. 
 
MICEX-RTS will also continue to develop a local investor base and local share 
placement, Popov said. 
 
“Government's privatization program is a potential growth driver for Russian financial 
market,” he said. "We expect that all privatization deals will be done in Russia."? 
 
52. MSCI announces a FIF cut to 0.12 from 0.15: weight in MSCI Russia cut 
from 5.29% to 4.23%  
VTB Capital  



June 4, 2012   
 
Rosneft: MSCI announces a FIF cut to 0.12 from 0.15 - weight in MSCI Russia cut 
from 5.29% to 4.23% - potential passive outflows of 0.4x ADTV, active outflows of 
1.9xADTV  News: MSCI Barra issued an announcement on Friday after the markets 
closed indicating that, following Rosneft’s buyback, the stock’s foreign inclusion 
factor assumption (FIF – effectively free float for Russian companies) would be cut 
from the current 0.15 to 0.12 effective from the close of business on 6 June. 
 
 
  Our View: As a result, Rosneft’s pro-forma weight in MSCI Russia is likely to 
decrease from 5.29% to 4.23%. We expect net passive outflows from MSCI Index 
trackers of $106mn (0.4x ADTV) and potential outflows from actively managed 
mutual funds of up to $476mn (1.9x ADTV). 
  We note that we (and the market) were expecting a new FIF of 0.13. Thus, the 
weighing cut is 1.5x sharper than expected. Thus, ceteris paribus, Rosneft might 
underperform towards Wednesday, although the effect is unlikely to be that 
substantial. 
 

KAZAKH STOCKS 
53. Dragon Oil announces $200m share buyback program; POSITIVE 
VTB Capital 
7 June 2012 
 
Dragon Oil plans to purchase up to 5% of its total issued share capital in a $200m 
share buyback program. The program commenced yesterday and will run until the 
requisite number of shares has been acquired and no later than December 31, 2012. 
We remind that according to its latest reports, Dragon Oil’s cash balance stood at 
around $1.7bn, thus providing the company with a solid means to fund the buyback. 
We welcome management’s decision and treat the buyback as a POSITIVE 
development for the company. This once again proves Dragon Oil’s inclination to 
return value to shareholders and confirms our bullish stance on the name. 
 
In other news, the company announced the completion of two new development 
wells – one dual and one single well – with initial production of 2,072kbpd and 
1,976kbpd, respectively. Dragon Oil also released an update on the results for the 
28/169 well in the Dzheitune (Lam), which was retested and shown to yield an 
additional 300kbpd. 
 
54. Samruk_Kazyna raises prospect of cash redistribution out of KMG EP 
Troika Dialog 
7 June 2012 
 
The deputy head of Samruk_Kazyna, a Kazakh national wealth fund and owner of NC 
KazMunaiGas (NC KMG; which in turn has around a 60% stake in the publicly traded 
KazMunaiGas EP (KMG EP)), said yesterday that Samruk_Kazyna will consider 
allowing transfers of “idle cash” from some of its holdings to others. 
 
Troika’s view: We believe the official’s comments were taken out of context. It is 
worth remembering that only NC KMG can possibly extract cash from KMG EP. One 
way to do so would be to borrow money from KMG EP (this could be done by the 
national company itself or any of the government_owned subsidiaries). The last time 



this happened, the stock tanked in London trading. We believe all parties involved 
realize that doing this again could hurt the investment climate, especially ahead of 
the planned IPOs of other NC KMG subsidiaries. That said, this scenario cannot be 
ruled out. 
 
KMG EP is lobbying NC KMG to sell it assets (some already agreed for sale back in 
2010), and this remains the most logical and likely way that the cash from KMG EP 
will be directed to the NC KMG level. Such an outcome would be positive for KMG EP, 
assuming the assets are priced fairly. 
 
The only other way to legally transfer cash from KMG EP is to get the company to 
pay a high dividend (which would be welcomed by minority shareholders, as well). 
 
There is no other legal way. If Samruk_Kazyna does attempt to take cash from KMG 
EP in favor of its other subsidiaries, we would strongly advise investors in the 
London_listed stock to seek legal advice. We would also expect the several 
independent directors of KMG EP to resist any deal that may be deemed 
expropriatory, including, possibly, the parent company further borrowing from KMG 
EP. 
 
Oleg_Maximov 
 
 

UKRAINE STOCKS 
55. KDM shipping to place 35% of additional shares at IPO on WSE  
bne  
June 6, 2012   
 
KDM Shipping Public Ltd (Cyprus), the holding company of Capital Shipping 
Company, is intending to place up to 35% of its additionally issued shares (3.5m 
shares) on the Warsaw Stock Exchange, Interfax-Ukraine reported.  KDM Shipping 
plans to use the funds raised to finance its development strategy for 2012-2014, 
which particularly foresees the expansion of its "river-sea" bulk fleet to 17 units, 
which will allow the company to increase its total deadweight to 70,000 tonnes. The 
company plans at the first stage to purchase five pre-owned vessels with 
deadweights of 4,000-5,000 tonnes each.   
 
 

EURASIAN STOCKS 
56. Azerbaijan: CS and stock markets decline 65% and 43% 
APA-Economics 
June 4, 2012 
 
The total volume of transactions for the period of January-May, 2012 for all securities 
traded in Baku Stock Exchange was AZN 4.764bn, up 48.2% from year earlier. 
 
According to BSE, corporative securities market decreased 64.8% to AZN 94.232m 
during the same period. Primary market of corporate bonds market dropped 2.5 
times to AZN 25.798m, secondary market – 4.1 times to AZ 36.274m. Generally, 
corporate bonds market decreased 3.4 times. 
 



About stock market, volume of deals registered on this type of securities made AZN 
32.160m, down 43.1% from a year earlier. Primary market of shares dropped 
43.7%, secondary market – 36%. 
 
CB notes rose 58.5% during 5 months. Primary market of notes rose by 29.8%, 
secondary market – 2.3 times. At the same time, repo operations soared 73.4% to 
AZN 4.146bn. No deals were closed in GB market. Generally, GS market rose 58.5% 
to AZN 4.670bn. 
 

 
 

 
 
 
57. Bank of Georgia Holdings to be Included in FTSE-250 and All-Share 
Indices 
VTB Capital 
6 June 2012 
 
FTSE is to review its index family as of close of trading on Wednesday 6 June. The 
cut-off for the data was Friday 1 June close. The index changes will be effective as of 
15 June close. We expect Bank of Georgia Holdings to be included in FTSE-250 with 
a weight of 0.16% and FTSE All-Share with a weight of 0.02%. 
 
Potential for substantial inflows: If the funds, tracking the FTSE Index family opt to 
match their portfolio with the FTSE Index, this is likely to trigger $17mn or up to 
22xADTV of inflows. However, we note that the funds are more likely to gradually 
adjust their holdings, so we expect the inflows to be realised through time. 



 
Background: Bank of Georgia Holdings’ free float share (91% after FTSE rounds it up 
to the nearest 1%) and liquidity (0.21% of the free float daily traded median volume 
vs. 0.035% required by FTSE) by far exceed FTSE’s requirements. 
 
In order to be included into the FTSE-250 Index, a UK-listed company has to be 
among the top-325 by market capitalization in FTSE’s UK monitoring list. Bank of 
Georgia comes in at number 332. Subtracting Royal Dutch Shell PLC, Schroders PLC 
and BH Macro Ltd, who have two types of stock in the list (FTSE only counts unique 
names in this calculation), Bank of Georgia Holdings ranks at 329 – still not enough 
for inclusion into FTSE-250. However, there are 11 current FTSE-250 constituents 
that qualify for exclusion from the index and according to FTSE methodology, the 
agency will maintain the number of index constituents constant and include 
additional companies into FTSE- 250 to match the exclusions. Bank of Georgia is 
ranked as the top stock among non FTSE-250 constituents out of the top-325 by 
market cap and thus is poised for inclusion in the FTSE-250. 
 
Other changes: To recap, as we highlighted in Polymetal, ENRC and Evraz Weights in 
FTSE-100 to be Cut, of 30 May, Polymetal International PLC and ENRC PLC will face 
substantial outflows due to a change of FTSE free float methodology and a 
consequent weight change for these names in FTSE-100. 
 
58. Mongolia: TT valued at $10bn by government of Mongolia 
Frontier Securities 
June 5, 2012 
 
According to official website of Government of Mongolia on May 30, 2012 
(http://open-government.mn/read-1457-.html) cabinet meeting determined nominal 
price of a unit of share of Erdenes Tavantolgoi. 
 
“Within framework of organizing work of selling and purchasing shares of Erdenes 
Tavantolgoi Joint Stock Company between citizens and enterprises it has been 
resolved by Cabinet meeting that 1072 shares of the company are to be equal to 1m 
MNT and nominal price of a share is to be 933 MNT. To validate ownership of the 
shares record is to be made in Human Development Recordbooks of citizens. Prime 
Minister noted that principle of fair distribution of natural resources has been 
determined and the foundation laid.” 
 
“Onem MNT has been started being issued to 363 thousand senior and 
developmentally challenged citizens through Human Development Fund since last 
week. Work is in full progress to successful completion. Work is being done to 
complete issuance of cash within June.” 
 
“Government implemented promise of share and bounty of 1,5m MNT that was 
included in its action promise.” 
 
“Prime Minister noted that opportunity is opening for enterprises to purchase shares 
at the price specified by cash.” 
 
On 1/4/2011 representatives of Government taskforce, State Property Committee 
and Erdenes MGL LLC on joint media briefing about TT progress have said that 
Erdenes Tavan Tolgoi(TT) LLC, subsidiary of Erdenes MGL LLC that possesses of TT 
licenses, has 15bn shares. 



 
Therefore, nominal price of Erdenes Tavantolgoi Joint Stock Company as determined 
by Government of Mongolia is 13.995 trillion MNT. Using today’s Bank of Mongolia 
reference exchange rate of 1315.84 the price is 10.63bn USD. 
 
Helen Lau, Senior Analyst /Metals and Mining) of UOB Kay Hian (Hong Kong) 
Research commented to Frontier Securities: 
 
" That puts ETT value at US$5.4/tonne of reserve, in line with MMC's US$5.9/tonne 
of reserve. I think the valuation of US$10bn is reasonable. But if it is to IPO this 
year, investors may ask for lower valuation as market sentiment is poor...investors 
may want to price in a lower coal price assumption, hence lower valuation of ETT. " 
 
We view valuation by Government in context of elections and Government fulfilling 
its election promises. 
 
TT SHARES PRIMARY MARKET BEGINS 
 
According to major Mongolian daily “Udriin Sonin” on May 31,2012 General Taxation 
Agency of Mongolia informed that ETT shares are for sale to tax payer enterprises 
starting June 1,2012. Top amount of shares for sale per one enterprise is 36240 
shares and price is 933MNT. After placing funds in Central Depository for Securities 
Payments and Settlements enterprises can buy the shares. Enterprises are informed 
that until secondary trading begins enterprises cannot sell shares to others. Only 
Government can buy shares from enterprises on the primary market. 
 
TT IPO AND LAW ON REGULATION OF FOREIGN INVESTMENT IN ENTITIES 
OPERATING IN STRATEGIC SECTORS 
 
We understand that according to copy of Law on the Regulation of Foreign 
Investment in Entities operating in Strategic Sectors provided by Ministry of Foreign 
Affairs and Trade of Mongolia on May 24,2012 
(http://dl.dropbox.com/u/42174832/filaw.pdf) and approved by Parliament of 
Mongolia on May 17,2012 
 
·    “Making an investment” applies to the purchase and transfer of shares of foreign 
registered companies of an entity operating in the strategic sector.Therefore, as ETT 
operates in strategic sector making investment into foreign registered company of 
ETT would be covered by the Law 
·    Any foreign state owned investor such China Investment Corporation, GIC, 
Temasek and so on and investors with foreign state participation would have to get 
permission to invest through Mongolian registered enterprise 
·    Government will resolve issue of issue of investment in the amount more than 
100bn MNT(76m $– Frontier Securities) 
·    Furthermore, investors desiring certain transactions with ETT would have to get 
permission from the Government such as acquiring one third or more shares, 
appointing management and the board, management decision making, reducing 
amount of shares and others 
 
Dale Choi 
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59. Bulgarian Monbat sees stronger profit in Q1 
 Elana 
 June 4, 2012 
  
 ∑ The quarterly revenues of Monbat were unchanged in the last consolidated report 
despite the solid decline of average lead price on yearly basis. The producer prices of 
lead-acid car batteries depend mostly on the quotes of lead, which were 20% down 
from last yearís peak. 
  
 ∑ The first quarter is seasonally stronger in terms of profits but the falling lead 
prices had negative impact on financial results this year. The decline of net profit was 
20% and was influenced by rising depreciation and interest expenses along with the 
lower profits from foreign exchange rates during the period. EBITDA margin fell to 
16.5% 
  
 ∑ The weakness of revenues early this year proved to be temporarily. Monbat did 
not disclose the reasons for the declining sales to Germany, Turkey and Holland. 
Nevertheless, this was compensated by the solid increase to Greece and France. 
Revenues abroad represented 82.24% of total. 
  
 ∑ The production in Serbia declined during the quarter to BGN 2.2m from BGN 
3.7m. This was offset by the huge improvement of production in Romania that 
jumped from BGN 2.9m to BGN 13.5m for a year and posted BGN 1m of profit for 
the quarter. 
 The company did not disclose the reasons for the declining production in Serbia. 
  
 ∑ Receivables fell last quarter following the lower revenues. Monbat is not facing 
problems with its trading partners and clients. Receivables were 20% of assets, 
which is close to the average for the last three years. The company debt-to-equity 
ratio was down from 0.4 to 0.33. Bank loans declined. Most of the debt had 
shortterm maturity but we donít expect any difficulties in the rollover. The companyís 
policy is to increase the leverage, while decreasing the number of shares outstanding 
via buy-back. 
  
 ∑ Shares of Monbat fell substantially in May as liquidation of portfolios took place on 
the market. The buy-back was 13% of volumes traded during the month, which is 
significantly lower than the usual levels and was due to the large block deal in mid-
May. The quick decline afterwards was in very low volumes. It suggests that bottom 
could be near BGN 4.00. The market was a bit disappointed by the worsening 
quarterly results, although the management expects improvement during the second 
quarter. 
  
60. Eurohold Bulgaria posts sales growth 
 Elana 
 June 5, 2012 
  
 Eurohold Bulgaria posted 35% consolidated sales growth to BGN103m as of March 
31. The improvement of revenues from services (mainly insurance) increased by 
72% on yearly basis to BGN80m. The sales of goods (automobiles) increased by 
10% y-o-y. The profit of the holding decreased by 71% on yearly basis to 
BGN291,000. The position is among the most traded on BSE but lost 11.6% since 
the beginning of the year. 
  



61. Turkcell calls for AGM on 29 June. Is shareholders’ dispute over? 
Renaissance Capital 
4 June 2012 
 
Turkcell announced on Friday (1 June) that it will hold an AGM on 29 June. Among 
other things, shareholders will discuss earnings and dividends from 2010 and 2011, 
as well as changes to the board structure. 
 
Action: Potentially positive for Turkcell, we think. 
 
Rationale: Under CMB requirements, Turkcell needs a board of directors with one-
third comprising independent members, which would require changes to the Articles 
of Association in order to increase the size of the board. Further delays in approval of 
the new board could result in a breach of regulator deadlines, as well as delays to 
important corporate decisions. Should the new board be approved during the 29 
June AGM without any dispute, this would be a positive for Turkcell, in our view. Still, 
success of the AGM would remain of concern until the results, we think, given the 
recent shareholder disagreement (with the lack of agreement on the process of 
nominating independent BoD members). The shareholder dispute last year and the 
consequent CMB requirement to change the board structure have prevented Turkcell 
from paying out dividends. Should the AGM succeed in passing the necessary 
resolutions, we expect the total dividend yield for FY10 and FY11 could reach c. 16%. 
In addition, as announced during the 1Q12 conference call, following the AGM the 
company may consider a buyback, which would be supportive for the stock, in our 
view. 
Ivan Kim 
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62. Baltika sales grew by 8% in May 
Swedbank 
June 4, 2012 
 
On Friday, June 1, Baltika Group published its May 2012 sales figures, which were up 
by 8.3% YoY. May sales totalled EUR 4.54m, and retail sales effi- ciency (sales per 
sqm) improved by 14%. 
 
Retail sales increased by 5.1% to EUR 4.24m thanks to the strong perform- ance in 
Baltic region, where revenues grew by 12% (Estonia +13%, Latvia +20%, and 
Lithuania +3%) yoy. The region countries retail trade has shown exceptional growth 
in the first half of 2012. In April, retail trade turnover in specialized clothes stores 
increased by 4% in Estonia, 16.8% in Latvia, and 18.7% in Lithuania. 
 
Eastern Europe region is also continuing to show improvements, like-for-like shop 
sales in Russia were up by 8% in Euros, while sales in Ukraine grew by 1% in euro 
terms. In local currencies Russian sales increased by 6%, and Ukrainian decreased 
9%. As the CFO has mentioned earlier, strong im- provements in Russian sales 
efficiency is the direct result of the reorganiza- tions made in local organization in 
2011. 
 
Although the company closed one store in Tyumen, it reopened another one in 
Tallinn, which means that overall store number has stayed on April level, and 



compared to last year, it is around 7% smaller. Therefore retail seg- ments sales 
efficiency has improved 14% during the first five months of 2012. 
 
As the company is beating our sales expectations, and the restructurings made last 
year are improving the sales efficiency, we expect EBITDA to turn positive from the 
second quarter of the year. We calculate current year _s P/S multiple to be around 
0.25, and therefore reiterate our target price of EUR 0.44 and Buy recommendation 
for the share. 
 
63. E-Star reduces BoD team 
Equilor 
June 4, 2012 
 
Parallel to the strict cost control, that has been introduced this year, E-Star reduces 
its BoD from 7 to 5 members in order to narrow expenses. Therefore, Lantos and 
Wetzker will resign from the Board. The company will call an EGM which could 
approve the changes. In addition, E-Star will continue to cut operating costs by at 
least 20% in the current year, in line with our expectations. 
 
64. Emperia - fundamental value not priced in 
Erste 
June 6, 2012 
 
We have adjusted our 12M target price by PLN 56.41 DPS (to be paid on June 14); 
nevertheless, after a share price drop - in our opinion an overdone dividend mark 
down - we upgrade our recommendation to Buy. 
 
We see Emperia's retail part growing by approx. 10% y/y on top line in 2012, 
followed by decrease of margins due to reduction of inventories. 
 
We maintain our valuation of retail at PLN 700m and expect improvement in results 
in coming fiscal years. 
 
Emperia's plans to dispose of real estate not included in our forecasts - could be 
potential trigger for valuation growth. 
 
65. E-Star releases details of the game-changing loan from Poland 
Equilor 
June 6, 2012 
 
E-Star released the details of the loan offer, which Polish BZ WBK offered to the 
company. Therefore, E-Star will be eligible for a PLN 36mn loan ($10mn), which will 
carry a 1M WIBOR+300bps rate (currently at 7.9%) and will be paid back on a 
monthly basis in the next 5 years. The only problem is that it carries a balloon 
payment; therefore the principal will be paid back in one huge amount at the end of 
the contract, which poses additional risk for the company in the long term. 
 
Regarding the company, the main issues have been liquidity and financing, mainly 
because the company faces redemptions about HUF 1.5 bn ($6.5mn) in October and 
several other coupon and principal payments in the upcoming years (up to a total of 
HUF10bn, $42mn). 
 



The company is far from being rock solid when it comes to financials, but the recent 
headcount reductions and abolishment of several cash burning activities will let the 
company to focus on earnings accretive acquisitions and operations even this year. 
 
In our view, the current Polish loan is a game changer, therefore we expect 
additional rebound in the share price, but for a generous jump, the company needs 
to convince investors with the cash flow figures. 
 
66. Lithuania's City Service reports excellent Q1 results, increasing margins 
Swedbank 
June 4, 2012 
 
City Service announced its Q1 results. Net sales growth mostly was influenced by the 
growth of 22% in revenues from administration services. There were no revenues 
from the heating infrastructure renovation and extra works but this lack was totally 
offset by the growth in administration services segment. Q1 revenues were 5% less 
than our expectations. We were more optimistic on revenues from resale of utility 
services while revenues from administration services were above our forecasts. 
Margins were influenced by lower costs on services of subcontractors and materials 
used which decreased by 4% and higher foreign currency exchange gain which grew 
four times. 
 
Because of Heat Sector law of Lithuania City Service has to sell 100% of its shares in 
the subsidiary City Service LT which is acting in commercial real estate management 
and maintenance activities in Lithuania segments and also controls Lithuanian 
subsidiaries which administrate residential facilities and maintain inside engineering 
systems. This fact will negatively influence company's revenues. We lowered our 
revenues estimates for 2012. 
 
The company plans to strengthen its position in waste management segment and is 
looking for abilities in Armenia, Moldova and Ukraine markets. Plans to acquire more 
companies which administrate apartment buildings in Russian Federation also will 
have positive effect on revenues. We think that now stocks in the market are 
strongly undervalued. Our target price for the company is EUR 3.3 with "Strong Buy" 
recommendation. City Service is trading at historically low multiples: 2012 P/E is 
6.9x and EV/EBITDA is 4.6x. For 2012 we forecast LTL 27.2m net profit and LTL 
44.9m EBITDA. 
 
67. MTel faces tax bill HUF2bn below expectations in 2012 
Equilor 
June 5, 2012 
 
Magyar Telekom's new telecom tax duty is expected to be HUF 8bn in H2 this year, 
according to the latest version. The Company expects HUF 20bn for next year, which 
is in-line with our forecast. We anticipate no dividend hike next year from HUF 50 
per share, nevertheless free cash flow would let MTel to pay HUF 60 even with 
telephone tax. 
 
68. New World Resources - We move to Hold after the share price plunged 
KB 
June 5, 2012 
 



Investment case 3-6M: NWR shares fell 26% in May and 35% in total since we 
issued our Sell recommendation in January. This was caused not only by the sell-off 
of European equities but also by company-specific news. For example, NWR said in 
mid- April that Q2 12 coking coal prices would go down 8% qoq and announced in 
mid-May that Q1 12 operating profit plunged 71% yoy. Nevertheless, our valuation 
model shows the bad news should already be priced in, and our fair value estimate 
offers a decent upside potential to the current share price. Therefore, we upgraded 
our recommendation from Sell to Hold. However, the negative news flow may 
continue this year, and NWR could struggle to achieve net profit in 2012. Under 
these circumstances, NWR shares would have little support, which makes the short-
term development of the share price hardly predictable. Should the markets remain 
in risk-off mode for the next couple of months and global commodity prices continue 
to decline, we can't exclude the possibility that NWR shares will test their record lows 
again (NWR closed at CZK 61 per share in November 2008 and touched this level 
again in March 2009). 
 
Fact/Impact: We reduced our estimates of NWR _s financial results for several 
reasons. Firstly, the Q1 12 results were slightly below our estimates on the operating 
level. Secondly, the economic outlook has further deteriorated since the last update 
of our analysis in January. The coking coal and coke prices contracted for Q2 12 
(announced in April) confirmed that the market environment is getting tougher. 
Finally, NWR recently made several announcements about Debiensko, and we now 
expect a delay of this key project. It is reasonable to expect that total capital 
expenditures on the Debiensko project will increase, which also had a negative 
impact on our valuation. For all of these reasons, we cut our target price 24%. 
 
12M target price: We decreased our target price from CZK 136 to CZK 103 per 
share, based on DCF fair value and adjustments for the attractiveness of the whole 
sector as well as the company. Combined with an expected 1.2% dividend yield, our 
updated target price offers an expected total shareholder return of 14% over the 
next 12 months, and we thus increase our recommendation to Hold. 
 
Next events: NWR should announce Q3 12 coking coal and coke prices in mid-July. 
Q2 12 results will be announced 23 August. 
 
69. Silvano FG _s AGM proposes €0.25 dividend 
Swedbank 
June 7, 2012 
 
On Wednesday, June 6, Silvano Fashion Group published its agenda and proposals 
for the annual general meeting of shareholders, which will be held on June 30, 2012. 
The supervisory board of Silvano FG are proposing a dividend payment of EUR 0.25 
per share from 2011 profits, exactly what we had expected, and yielding 7.6% (from 
Wednesday close). The payout ratio is 45.9%. 
 
The shareholders entitled to dividends are the ones in the shareholders _ reg- istry 
on July 13, 2012, and the dividends are payable the latest by July 20, 2012. The 
total dividend expense for the company is roughly EUR 9.85m. Due to the taxes paid 
in Belarus, there are no additional taxes charged on dividends. 
 
The supervisory board made additional proposal to cancel 100,000 own shares, 
which were acquired during the share buy-back program, adopted according to the 
shareholders _ resolution from June 30, 2011. There is no proposal for a new buy-



back program in the agenda, as the management has referred to EU regulations that 
make it difficult to acquire reasonable quantity of shares. 
 
As we forecast Silvano Fashion Group to keep its operations expanding and sales 
growing, we regard EUR 0.25 per share dividend payment as good in the current 
growth phase and volatile economic situation. The company has stressed the goal to 
become a stable dividend payer which we regard as reasonable scenario for the 
investors. In 2012, we forecast the company to earn around EUR 35.5m in EBITDA, 
and calculate 2012 P/E around 6.1x. We reiterate our Strong Buy recommendation 
and target price of EUR 4.88. 
 
70. Tallink - steady growth continues in May 
Erste 
June 5, 2012 
 
Tallink released May passenger and cargo volumes today, showing an increase of 
4.8% from last year in total passenger volumes. Deducting the discontinued Finland- 
Germany line, growth rate would have been 5.9%. Tallink's most profitable route, 
Estonia-Finland, grew passenger volumes by 8.3% in May, bringing the first five 
months growth rate to 5.2%. Port of Tallinn in its figures for the whole market, 
includ- ing Tallink's competitors, reported 5% growth for the Estonia-Finland route 
during the first five months, meaning stable market share for Tallink. 
 
Tallink's second most profitable route, Sweden-Finland, increased the number of 
passengers by 2.1% YoY, despite M/S Silja Europa, the largest of the five ferries op- 
erating on the line, being under regular maintenance for 11 days in May. In May last 
year, M/S Galaxy on the same route was under maintenance for a week. 
 
Deducting the discontinued Germany-Finland route, cargo volumes grew by 1.7% 
YoY. The Estonia-Finland cargo volumes reached 12.7 thousand trucks and trailers in 
May, which is the best ever monthly result for the company according to our esti- 
mates. For the first five months, cargo volumes on the route have grown by 26%. 
Volumes on all other lines are declining though, with Estonia-Sweden cargo volumes 
declining the most. The 17% decrease in May compares to the average decline of 
19% for the past eight months. According to Statistics Estonia, trade volumes be- 
tween Estonia and Sweden started to decline strongly in October last year. 
 
In general, the monthly figures were rather good in our view, and we adjust our esti- 
mates slightly upwards, mainly due to the strength of Estonia-Finland route. We 
keep our target price of EUR 0.85 unchanged and reiterate our "Strong Buy" 
recommenda- tion on the stock. The company continues to grow volumes from a 
record high base, growth in total number of passenger increased by 1.5% for the 
first five months. As- suming a 2012 net profit of EUR 36 m, the 2012 P/E of 11.4 
and P/B of 0.6 are still one of the lowest among the company's closest peer group 
according to our esti- mates. 
 
71. Tallinna vesi gets favorable court ruling in tariffs dispute 
Swedbank 
June 6, 2012 
 
Tallinna Vesi yesterday announced that the Tallinn District Court or the second court 
instance had decided on May 31st that the tariffs part of the Services Agreement is a 
public law agreement, not a civil law agreement as the Estonian Competition 



Authority claimed. Thereby, besides the law, the Services Agreement which was part 
of the privatization agreements in 2001, also regulates the tariffs charged by Tallinna 
Vesi AS. According to the company's announcement, unilateral changes to the 
administrative agreements may only happen if this is absolutely necessary to avoid 
severe damage to a predominant public interest. 
 
We understand that it is now up to the Tallinn Administrative Court or the first court 
instance to assess whether the Services Agreement was or was not against a 
predominant public interest, meaning whether the Services Agreement is or is not 
binding on the Competition Authority. We understand that it is now up to the CA to 
prove that it indeed was necessary to unilaterally change the Services Agreement. 
The CA has until June 15th to appeal the District Court's ruling and according to the 
local press, the CA plans to use the opportunity to appeal. 
 
Also, the company announced today that the District Court has declared the judicial 
proceedings to be closed after accepting the CA's application and thereby the 
company cannot publish any materials that are related to the court dispute. 
 
We consider the announcement from yesterday to have increased the company's 
chances to win the court disputes against the CA, and therefore we now include the 
probability into our models. Still, we keep the chance of CA's success in the models 
as well. We therefore increase our previous revenue and profit estimates and also 
increase our expected dividend payout ratio for next year. We now expect the 
company to pay EUR 0.72 in dividends next year, yielding roughly 10% according to 
our estimates. We raise our target price from EUR 7.35 to EUR 9.1 and change our 
investment recommendation from "Reduce" to "Buy". 
 
72. TeliaSonera launches cash offer for the outstanding shares in TEO LT 
Press release 
June 5, 2012 
 
TeliaSonera today launched a voluntary takeover bid to acquire the outstanding 
shares in TEO LT for the price of EUR 0.637 per share in cash. Including open market 
transactions since May 8, TeliaSonera now holds 84.6 percent of TEO LT. 
 
The total value of the offer amounts to EUR 76m. The takeover bid is not conditional 
and has no minimum threshold of shares acquired. 
 
"We are consistent in our promises and all shareholders now have equal 
opportunities to sell their shares in TEO LT at the same price as East Capital did on 
May 7," says Per-Arne Blomquist, Executive Vice President and CFO of TeliaSonera.  
The subscription period starts today, June 5, 2012. Investors who would like to sell 
their shares are requested to deliver their acceptance via bank or broker by no later 
than June 29, 2012, 3 P.M. local time. TeliaSonera will unconditionally accept all sell 
orders received by that date and the settlement will take place on July 4, 2012. 
 
The offer prospectus is available at the website of NASDAQ OMX Vilnius Stock 
Exchange  (www.nasdaqomxbaltic.com) and TEO LT's website (www.teo.lt). 
 
"The period for assessing the offer is relatively short, but it is fairly enough time for 
all shareholders to take advantage of this attractive window of opportunity," 
continues Per-Arne Blomquist. 
 



TeliaSonera will also continue buying TEO LT shares in the open market at the same 
price of EUR 0.637 per share during the takeover bid period. 
 
"We will consider all options when the offer will be finalized, but we intend to keep 
TEO LT listed as long as there is a reasonable free float," concludes Per-Arne 
Blomquist. 
 
73. Vistula Group - sales growth balancing negative inflow of PLN 
depreciation 
Erste 
June 5, 2012 
 
We expect the negative inflow of PLN depreciation in 2012 to be balanced by healthy 
growth of sales in both the clothing and jewelry segments. 
 
The company is still concentrating on generating operating cash flow and the 
disposal of non-operating assets to lower its substantial net debt position. 
 
The new share issue (which we do not assume) will allow an increased pace of 
growth in the jewelry segment. 
 
PLN appreciation in the coming fiscal years should translate into strong improvement 
of margins. 
 
We issue a Buy recommendation with a 12M target price of PLN 1.2 as we see the 
negative scenario already priced in. 
 
 


