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Top story

1. AeroSvit grounds most flights  
and prepares for bankruptcy
bne

AeroSvit, Ukraine's largest airline, will seek protection from its 
creditors in court this week after grounding most of its flights, 
Reuters reported.

AeroSvit, which operates 28 planes and serviced 2.8m passengers 
in 2011, had debt of UAH4.27bn as of the end of last year, which 
was almost three times its assets.

The Kiev-based company said the court procedure was part of a 
reorganisation plan aimed "to restore its operating efficiency and 
increase revenue inflows". The hearings are due to start on January 23.

"We expect a (court) ruling that will launch the process of recovery 
in the company," an AeroSvit spokesman said cited by Reuters.

The company filed for bankruptcy late last December. As a result, 
more than a thousand passengers in cities from Bangkok to 
Stockholm were unable to get on return flights to Ukraine in time, 
forcing the Ukrainian government to intervene and arrange their 
return.  
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2. Aeroflot – 
Former Soviet 
airline now soaring

The days when stepping onto an Aeroflot plane was a risk to 
your life are long gone. The aviation giant of the former Soviet 
Union has transformed into one of the most modern and 
profitable airlines in the world, positioned to tap into growth both 
internationally and domestically.

In the Soviet era, Aeroflot was the national carrier and at one 
point in time the largest airline in the world. Following the 
collapse of the Soviet Union, Aeroflot - which was founded in 1923 
- was split into 300 regional airlines. Some now carry the flag of 
countries that broke away from the Soviet Union, like Uzbekistan 
Airways, Air Moldova and Lithuanian Airlines. The part that was 
taken over by the Russian state retained the name Aeroflot. But 
that is probably where the similarities end. 

Aeroflot has gone through enormous changes over the past 
decade. Soviet-built aircrafts have been replaced with Western-
made jets, flight routes have been extensively restructured and 
the entire company has been modernised – and made effective. 
Today, Aeroflot is one of the most profitable airlines in the world, 
not least thanks to its fuel-efficient aircraft fleet, which is the 
newest in Europe.

”I believe we are doing a very good job in terms of cost structure. 
Aeroflot is the most efficient operator in terms of both total 
operating costs, and fuel and staff cost on a stand-alone basis,” 
said Giorgio Callegari, the former director of Alitalia that stepped 
in as head of strategy of Aeroflot’s management team in 2011. He 
was talking to East Capital’s investors in Moscow late last year.

East Capital is the third largest owner of Aeroflot after the state, 
which still controls 51% of the shares, and Russian billionaire 
Alexander Lebedev. It's not only low costs that sparked East 
Capital's investment in Aeroflot, but its growth prospects, both in 
Russia and abroad.

“During ten months in 2012, over ten months of 2011, Aeroflot 
grew the number of carried passengers by 25.9 percent. We are 
not only growing, but we are also growing efficiently,” Callegari 
said.

East Capital

”Russia still has a low number of fliers compared to other 
countries. Trips per capita in Russia was 0.3 in 2010, compared 
to 1.1 in Europe - where there are also very competitive services 
offered by high-speed trains - and 3.0 in the US,” he said. “The 
forecasted CAGR  for 2008-2017 is around 8 percent. That is an 
amazing growth rate and it is also amazing because it has been 
able to withstand slowdowns.”

That domestic growth, in addition to the potential for international 
growth offer Aeroflot the opportunity to put its name among the 
world's major airlines again.

”The geographical position of Moscow means that planes from 
New York do not need to go down to, for example, Frankfurt and 
then up again to reach India,” he said.

“Compared to Air France and Turkish Airlines we can offer a 
shorter travel time and hence also a lower cost. This is true not 
only for the traffic between New York and India, but also for the 
traffic between Europe and Asia,” he said. “That is extremely 
important because it means that in the long term, our competitive 
advantage is driven by geography, which nobody can take away.”

Moreover, Callegari does not see any competitor with a business 
model to rival Aeroflot, which had 37 percent of the Russian 
passenger traffic in 2012. 

“Our closest competitor Transaero (14.3 percent of the market) 
serves close to 140 destinations with a fleet of around 80 aircrafts 
and can’t offer good service, while UTair (11.9 percent) is growing 
quite fast but lacks access to the international market.”

But where does Aeroflot stand on welcoming more foreign airlines 
into Russian airspace?

“We are not concerned about it. Our CEO met President 
Vladimir Putin recently and said that we are actually in favour of 
opening up the market because it provides Aeroflot with more 
opportunities for growth rather than more challenges from 
competition,” Callegari said.  

Emil Holmström
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3. Turkey's Foreign investors 'banging 
at the door' for third airport bid

A local airport builder says the tender for the country's largest 
airport may be launched this month. Foreigners are showing a 
great interest, the firm says

Turkey is expected to outline terms for the construction of a 
third airport in Istanbul in the coming weeks and the planned 
tender is already generating high interest, the head of Turkish 
infrastructure group Limak Yatırım Holding said.

Passenger traffic through Istanbul has risen sharply in recent 
years as flag carrier Turkish Airlines, one of the world's fastest 
growing carriers, has expanded routes around the world using 
the city as its hub.

The third Istanbul airport is planned to have an initial capacity for 
90 million passengers a year, extending eventually to 150 million 
passengers, and three runways.

Investors looking for local partners 
"We expect the tender terms to be released this month. There 
is big interest from international and domestic players in the 
process," Limak Yatırım chairwoman Ebru Özdemir told Reuters, 
adding it might consider entering a bid.

"Especially foreign firms are knocking at our door for partnering 
for the tender," she said, but declined to give details on which 
companies might be interested.

Özdemir said Istanbul's second airport, Sabiha Gokcen, in which 
Limak holds a 40 percent operating stake, would see passenger 
numbers rise more than 20 percent this year.

Hurriyet Daily News

Sabiha Gökçen, in which India's GMR Infrastructure and Malaysia 
Airports Holding also have operating stakes, is expected to handle 
around 18 million passengers in 2013, up from 14.9 million last 
year, she said.

Turkish Airlines, which serves 217 destinations, is expected to 
shift some of its international flights to Sabiha Gökçen, which 
is located on the Asian side of Istanbul, from the main Atatürk 
Airport on the European side of the Bosphorus strait.

Limak Yatırım planned to bid at a tender expected this year for a 
second runway at Sabiha Gökçen, which could boost passenger 
numbers to 70-80 million and is expected to be operational in 
2016, Özdemir said.

Sabiha Gökçen has hired Bank of America Merrill Lynch, RBS and 
UniCredit for a debut Eurobond, sources told IFR and Reuters 
on Wednesday. In December, it won approval from the Capital 
Markets Board to issue bonds worth up to 500 million euros or 
the equivalent in U.S. dollars. 

Özdemir's statements came only days after Prime Minister Recep 
Tayyip Erdo_an's remarks that a tender for a separate large 
project, Istanbul Canal, would probably held in the first quarter  
of the year. 

Publicly known as the "crazy project," the 45 to 50 kilometers 
canal will link Turkey's will link the inner Marmara Sea to the 
Black Sea, creating a big island on Istanbul's European side.  

4. Government to spend $8.9bn  
on Moscow infrastructure

The federal government plans to spend about RUB270bn 
on transportation infrastructure in Moscow and the surrounding 
region over the next three years, Transportation Minister Maxim 
Sokolov said, Vedomosti reported Friday.

At a meeting with Sokolov, Prime Minister Dmitry Medvedev 
called for speeding up the construction of the Central Ring Road, 
a highway to encircle the capital and alleviate traffic on the 
Moscow Ring Road. Currently, land is being allocated for a 

bne

section of the road, while its construction is scheduled to begin 
in 2014, acting Moscow region Governor Andrei Vorobyov said.
This year, the federal government plans to spend RUB93bn 
on transportation in Moscow and RUB12bn on railroad 
crossings in the Moscow region, Vorobyov added. According to 
him, the government might attract private investors to finance 
the construction of such crossings. For instance, a railroad 
crossing project in the city of Pavlovsky Posad is expected to cost 
RUB3bn, he said.  
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5. Hungary 
reportedly eyeing 
rail infrastructure 
stake

Continuing a drive to raise state ownership in "strategic" sectors, 
the Hungarian government is mulling a bid to buy a majority 
stake in the local railway maintenance arm of Canadian-German 
machinery maker Bombardier, according to local media.

Citing unnamed sources, Nepszabadsag reported on January 11 
that state-owned asset management company MNV is preparing 
to acquire 65% ownership from Bombardier in Bombardier 
Transportation MAV. Hungarian state-owned railway firm MAV 
owns the remaining 25% stake in the maintenance firm, reports 
Dow Jones. 

bne

Despite a precarious fiscal position, Prime Minister Viktor Orban's 
government has been busy since 2010 looking for acquisition 
targets to boost the state's role in important economic sectors. It 
has bought, or looked into purchases, in banking, auto, telecoms 
and energy distribution in the past two years. 

The latest acquisition, of the local gas storage and distribution 
assets of German giant E.ON, was supported by new legislation 
requiring state control of Hungarian gas depots, which was passed 
by the Fidesz-dominated parliament in the fourth quarter.  

6. Mechel Sells Vanino Pacific Port

“In line with the conditions for the financing of the acquisition 
of 55% (73.33% of common shares) of Vanino Sea Trade Port's 
share capital, Mecheltrans [Mechel subsidiary] sold a part of the 
port’s common shares to Russian and foreign investors, retaining 
some 1.5% of the enterprise’s common shares,” Mechel said in a 
statement.

Mechel won the tender for the Vanino port in early December, 
offering 15.5bn rubles ($508m) for the state package compared 
with the starting price of 1.5bn rubles.

Mechel CEO Yevgeny Mikhel later said the company had set up a 
consortium of Russian and foreign companies to participate in 
the tender but declined to specify the firms.

If Mechel had retained the controlling package, it would have 
had to make a tender offer to the port’s minority shareholders, 
the largest of which is En+ Group owned by Russianbnaire Oleg 
Deripaska. En+ was one of the bidders for the state package.

“Investors are not interested in transshipping their products 
through Port Vanino, which will enable Mechel to use the port’s 
entire capacity in the company’s interests,” Mechel said.

RIA Novosti

Mechel previously said the Vanino deal was in line with the 
company’s strategy of developing its mining division in a bid to 
expand its export capacities and reduce transport costs in line 
with planned increases in coal mining volumes.

Vanino is located in the Strait of Tartary, between the Pacific 
Ocean’s Sea of Okhotsk and Sea of Japan. Vanino is the largest 
transport hub in the Khabarovsk Region and one of Russia’s ten 
largest ports. It handled some 6m tons of cargo in 2012.

Vanino handles cargo bound for Russia’s north-east, Japan, 
South Korea, China, Australia, the United States and other Pacific 
countries. Navigation at the port is open all year round.

“Port Vanino has already begun shipping Mechel’s cargo. The first 
vessel carrying 30,000 tons of Yakutugol Holding Company’s coal 
products has left the port. Today another vessel, which will carry 
40,000 tons of Yakutian coals, is being loaded at the port,” Mechel 
said.  
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7. Moscow ready to spend additional 
$2bn to battle jams
The Moscow government will spend an additional $2.2bn in 
2013 to ease traffic congestion, city transportation chief Maxim 
Liksutov said, cited by The Moscow Times.

Unveiling City Hall’s plans for the this year, Liksutov said 
authorities would spend RUB367bn for developing new roads, 
buying new public transportation and building new commuter 
parking lots in the city.

The allocated budget is an increase from the RUB300bn spent 
last year, Liksutov said. “Plans for 2012 were fulfilled, and 

compared with the situation at the beginning of the year, progress 
regarding key indicators of effectiveness is visible,” Liksutov said.

Liksutov said the city is planning to build 180 more commuter 
parking lots in 2013. During 2012, the city created only 11 such 
lots last year, according to figures provided by the minister.
  
He added that this year the city would also be able to maintain 100 
percent control over transportation using the Glonass system, a 
Russian version of the U.S. Global Positioning System.  

8. Poland mulls 
new scheme to 
give LOT its wings

In a new twist in the protracted story of the Polish government's 
attempts to save troubled flag carrier LOT Polish Airlines, the 
cabinet is reportedly set to discuss a new rescue plan on January 
22, under which all the airline's assets will be transferred to 
subsidiary Eurolot. However, it's questionable that will buy LOT 
the time it needs to find a saviour. 

The assets that are reportedly going to be transferred from 
LOT to Eurolot are the rights to the LOT brand and logo and its 
slots – take off and touch down times – that the airlines holds at 
major international airports such as Paris, London and Frankfurt, 
reports Rzeczpospolita. Moving the assets to Eurolot – formerly a 
wholly owned subsidiary that is now 62% owned by the state after 
being spun out of LOT in 2011 – would save the brand name while 
shedding the company's debt burden, the newspaper writes. 

LOT reported a loss of PLN145m (¤34m) in 2011, following a loss 
of PLN163m in 2010. Full data for 2012 has yet to be released, 
but the airline asked the government for yet another bailout in 
December. As part of an initial rescue plan that the government 
made public earlier in January, Eurolot was set to take over the 
domestic and European flights, with LOT retaining flights to the 
US and Asia. However, under the latest scheme, Eurolot would 
take over all assets and activities. Meanwhile, a government 
agency is reportedly in the process of negotiating the purchase of 
the remaining 38% of Eurolot that is currently owned by LOT. "The 
possibility of Eurolot taking over all of LOT's assets in one step 
is one of the options considered – some at the treasury ministry 
(which holds and manages Polish state assets) – are pushing very 

Wojciech Kosc in Warsaw

strongly for it," an unnamed source was quoted by Dow Jonesas 
saying. "Details are being fine-tuned now." 

However, Zbigniew Salek, an aviation analyst and board member 
of the International Association of Airport Executives (IAAE), warns 
that if the government goes for the latest scheme, it would require 
perfect execution to make it work; that's something he doubts the 
politicians are capable of carrying out. "For more than 10 years 
now, LOT has been taken care of by subsequent governments and 
it still has not managed to get out of trouble. There are no premises 
to think that this time it's going to be different," Salek warns. 

With the airline having been loss-making since 2008, Salek suggests 
it is now too late to save LOT, as the company has only been sinking 
deeper into financial trouble and the assets on offer are no longer 
exciting. "The logo and the slots aren't very good assets. While the 
logo may have a sentimental value to older generations, younger 
passengers want good service, good prices and good connections," 
he insists. "The slots could be a problem as well, because shifting 
them to Eurolot will also shift all the expenditure that Eurolot would 
need to find to make use of the slots." 

Brussels troubles 
Quite apart from the fiscal challenge of supporting the airline, 
the government is wary of EU regulators and their interpretation 
governing bailouts. A demand from Brussels to Hungarian flag 
carrier Malev in early 2012 that it pay back ¤130m granted in 
various forms of state aid in 2007-2010 precipitated a collapse in 
that airline. 
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In a bid to circumvent that risk, Warsaw has been masking 
its handouts to LOT as loans rather than public help. Early in 
January, the government transferred PLN400m to the airline, 
with Prime Minister Donald Tusk insisting it was "a loan that the 
company will have to pay back." 

Salek says: "Logic dictates that if there's a plan, it's to avoid 
getting in trouble with the EU over public help to companies," 
but he says that without details, it's tricky to tell how the latest 
restructuring plan on the table will achieve that. 

Other officials have been careful to make the right noises, with 
talks ongoing with Brussels over the loans/bailout and their 
effect on competition. "If the state is to help, then that help must 
make sense," Deputy Treasury Minister Pawel Tamborski told the 
IAR news agency last month. "The restructuring programme is 
supposed to lead to the airline paying its own way – without that 
there is no sense in using public funds." 

However, that self-reliance looks no closer for LOT, despite 
several years of shedding assets and attempts to restructure. 
On top of the funds it has handed out, Warsaw has had to act as 
a guarantor in other ways. In 2011, for instance, state-owned 

insurer PZU acquired LOT's Warsaw head office for in excess of 
PLN100m after the asset failed to attract any other bidders. 

Salek suggests that at this point, the latest rescue should be the 
last, and the company now left to sink or swim. "What should have 
been done to save LOT years ago was never done, for example 
renewal of the fleet or protecting it against the influx of cheaper 
carriers in late 1990s and early 2000s," he points out. 

While Warsaw is clearly hoping that it can come up with a plan that 
will buy LOT enough time to finally find a buyer after years of trying 
to offload it, the government has also hinted in recent weeks that 
it could soon be ready to unplug the flag carrier from life support. 
"Even if this is going to prove unpopular, I think it's high time to 
end the doctrine that LOT is a company that must be rescued at all 
costs, no matter what the reality is," Tusk said on January 3. 

With European airlines falling like nine pins in 2012, Warsaw 
spent much of the year smugly anticipating that it would finally 
offload LOT, with Turkish Airlines – one of a handful of growing 
operators from the east looking for a European hub – in detailed 
talks. However, that deal broke down in June. And with little sign of 
interest from any other suitor since, time is clearly running out.   

9. Russian government may sell 
Aeroflot stake to strategic investor

10. Sberbank CIB closes $200m 
deal to refinance the debt of JSC 
Sheremetyevo International Airport

The Russian government may sell its 51% stake in national flag 
carrier Aeroflot to a strategic investor, Bloomberg reported, citing 
First Deputy Prime Minister Igor Shuvalov.

"During the privatization, Aeroflot must go to a strategic investor 
who will develop the company. (We must ensure that) that the 
investor will not kill off Aeroflot as a competitor," he said.

Sberbank CIB and JSC Sheremetyevo International Airport have 
reached a deal to refinance the latter’s debt to HSH Nordbank 
(Germany), a $200m syndicated loan issued in 2007 for the 
purpose of constructing terminal E at Sheremetyevo airport. The 

bne

Sberbank CIB

Aeroflot's CEO Vitaly Savelyev said earlier that the government 
should retain a stake in the company and sell the rest to another 
air carrier.

The government plans to sell a stake in Aeroflot by 2016, 
according to the broad privatization programme.  

structure of the new deal has allowed the borrower to optimize its 
debt burden and flexibly manage its liquidity.

Alexander Oleynik, Deputy Director General of Economics and 
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Finance at JSC Sheremetyevo International Airport, emphasized 
that “this agreement once again confirms Sheremetyevo’s 
reputation as a first-class borrower and Sberbank’s important 
role in the airport’s investment, operation, and financial 
operations.

The deal allowed the two sides to strengthen their cooperation in 
the area of financing and facilitated Sberbank CIB’s expansion of 
its structured product offering.

“We value the cooperation between JSC Sheremetyevo 
International Airport and Sberbank CIB and are pleased to 

once again demonstrate Sberbank’s leading role in financing 
economically effective and nationally significant projects. We look 
forward to continuing our mutually beneficial collaboration by 
offering JSC Sheremetyevo International Airport a wide range 
of services, from financing to investment banking services,” 
commented Alexander Bazarov, member of the Management 
Board of Sberbank of Russia, Senior Vice President, Director of the 
Department of Corporate Clients, and Co-head of Sberbank CIB.  

11. Wizz Air could revise prices for 
flights to London and Budapest after 
introduction of free baggage allowance

Wizz Air, the largest low-cost air carrier in Central and Eastern 
Europe, could revise ticket prices for flights on the Kyiv-Budapest 
and Kyiv-London routes in connection with Ukraine's introducing 
the obligation for airlines to provide passengers with the possibility 
of transporting 23 kg of baggage free of charge.

bne

"This will not affect tariffs on the routes operated by Wizz Air 
Ukraine because we do not charge for baggage weighing up to 32 
kg, but after introduction of this norm we will have to review tariffs 
for flights to London and Budapest," Wizz Air Group Executive Vice 
President John Stephenson told Interfax-Ukraine..  

Russia infrastructure news
12. Aeroflot agreement with 
SIA is likely to be revised

Alfa Bank

According to Kommersant, the Federal Antimonopoly Service (FAS) 
believes the agreement signed between Aeroflot and Sheremetyevo 
International Airport (SIA) in October 2012 violates the competition 
and limiting rights of other airlines operating at SIA. We remind 
that under the agreement Aeroflot together with its subsidiaries 
and Sky Team partners receive a preference right to operate the 
airport’s main terminals.

The FAS insists that the agreement between Aeroflot and SIA should 
be revised; otherwise both companies would be fined 0.3%-15% of 
their respective revenues. This could reach as much as RUB1.7bn for 
SIA and RUB24bn for Aeroflot, according to the newspaper.
We view the news as slightly NEGATIVE for Aeroflot. We believe that 
the maximum fine is an unlikely outcome given the rare application 
of that rule, especially for a state-owned company. We expect that 
Aeroflot and the FAS will reach an amicable agreement, which, 
however, is likely to be less beneficial for Aeroflot in terms of using 
SIA’s terminals than the previous one, thus putting some hurdles in 
front of Aeroflot’s aggressive growth plans.

Vladimir Dorogov, CFA 
?Andrei Nikitin

January 29, 2012 Page 8



bne:infrastructure

13. Gloria Jeans to build RUB2bn 
logistics complex

bne 

Russia's textiles, footwear, and accessories producer and retailer 
Gloria Jeans will build a RUB2bn logistics complex at an industrial 
and logistics park in Novosibirsk, the regional Investment 
Development Agency said, Prime reported.

The complex will measure 30,000 square meters and will reach the 
projected capacity by 2015.

The logistics park is connected to the M-51 Baikal Highway, Trans-
Siberian Railway and is located near Tolmachevo airport.

14. Low cost airlines can capture 
30-35% of Russian market

bne 

The market share of low cost airlines may reach 30-35% in Russia, 
Federal Antimonopoly Service Deputy Director Anatoly Golomzin 
said, Prime reported.

"In Europe, for example, low cost firms occupy a 30-35% share. 
The same share is achievable in Russia in the next 50 years, which 
means higher traffic for passengers who would use the services of 
airline companies," he said.

Golomzin confirmed previous reports by the media that the 
government has discussed amendments to the current legislation 
so that low cost airlines could operate in the country.

15. Russia Plans to Revive 
Shipbuilding on Black Sea Coast

RIA Novosti

Russia is planning to construct shipbuilding and ship-repair 
facilities on the Black Sea coast to ensure proper maintenance of 
its civilian and military fleets in the region, Deputy Prime Minister 
Dmitry Rogozin said on Friday.

Addressing a conference on the development of Russia’s 
shipbuilding capability in the Black Sea region, Rogozin said that 
following the collapse of the Soviet Union in the 1990s Russia has 
lost the bulk of its shipbuilding assets that were primarily located in 
Ukraine.

Most of the shipbuilding industry is currently concentrated in 
northern Russia and in Russia’s Far East, which makes the 

maintenance of the ships based on the Black Sea, especially the 
warships of the Black Sea Fleet, a difficult task.

“The situation is unbearable,” Rogozin, who oversees the Russian 
defense industry, said.

“We must determine our priorities in this [Black Sea] region as 
soon as possible,” Rogozin said, adding that the efforts should be 
focused on facilities in Novorossiisk, Sochi and other ports along 
the Russian Black Sea coast.

“It's important to immediately start the construction of facilities 
that would ensure proper maintenance of the Black Sea Fleet and 
the defense of our southern borders,” the deputy prime minister 
said.

The bulk of the Russian Black Sea Fleet is stationed at the port 
of Sevastopol in Crimea under a lease agreement with Ukraine. 
Moscow and Kiev signed the so-called Kharkiv Agreements on April 
21, 2010, extending the fleet's lease on the base for another 25 
years after the current lease expires in 2017.

However, Russia desperately needs a reliable network of 
shipbuilding and ship-repair facilities in the region, as the Black 
Sea Fleet is expected to receive a total of 15 new frigates and 
diesel-electric submarines by 2020.

16. Russia to invest pension 
funds in infrastructure projects

bne 

The Russian authorities will invest part of their pension savings in 
long-term investment projects, primarily, to develop infrastructure, 
the Prime Minister Dmitry Medvedev said, Prime reported.

"Yesterday we made a decision to start investing part of the 
accumulated pension reserves to finance long-term economically 
viable projects, primarily infrastructure projects," he said.

According to Medvedev, the government needs to create a 
mechanism to guarantee the safety of these investments and will 
do that in the near future.

17. TransContainer's BoD 
approves strategy through 2020 

VTB Capital

News: TransContainer's Board of Directors has approved the 
strategy through 2020.

Our View: The net income forecast is close to our expectations, 
although on weaker volumes, as the company expects broadly flat 
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volumes this year. We note that amid the current market turmoil, 
volumes could end up below last year’s levels, bringing downside 
risks to both our and the company's expectations. In the long 
term, the company is more upbeat than we are, assuming a more 
aggressive growth in volumes (a CAGR of 7.8% in 2013-20 vs. our 
forecast of 6.6%). Capex is also seen 40% above of our estimates 
over 2013-20. On the dividend side, the company assumes a 20-
21% payout ratio (vs. 25% from RAS approved for state-owned 
companies).?

All in all, we see limited upside potential for the stock, which 
trades on high valuations (while the downside is also limited due 
to the stake pledged by Summa) and we are reiterating our Hold 
recommendation for the stock.

Elena Sakhnova, Olga Doronina, Sergey Komaev

18. UCL Rail concludes deal  
for acquiring a 25% stake in 
Freight One

Press Release 

Independent Transportation Company LLC (NTK, a part of UCL Rail) 
has successfully concluded a deal to acquire from Russian Railways 
OJSC 25% plus one share in Freight One OJSC, and has thereby 
consolidated 100% of the shares of the operator.

In order to finance the deal, besides putting forward its own funds, 
the company obtained a RUB 42 bln syndicated loan. The deal was 
organised by Sberbank CIB[[1]] and VTB Capital. Financing was 
provided as part of the second tranche of a syndicated credit line 
extended to the company last year in order to fund its acquisition 
of a stake in Freight One OJSC of 75% minus two shares. The total 
amount of financing (including the first tranche) equalled RUB 
117 bln, which means that this is the largest rouble-denominated 
syndicated deal.

“The new shareholding structure will allow us to significantly cut 
the time required to make strategic decisions. This will help the 
company to achieve sustainable development and rapidly react 
to any challenges posed by the market,” commented Oleg Bukin, 
General Director of Freight One.

This finalisation of the integration of Freight One and Independent 
Transportation Company is a key part of the programme for 
developing UCL Rail’s railway assets. It is expected that as a result 
of the integration, a synergy effect will be reached from combining 
and employing the expertise and best business practices of both 
companies.

“All this will allow us to create a national leader, not only in terms of 
size of operations and amount of rolling stock, but also with regard 
to quality of services and effective management. The emergence 
of an entirely private railway operator of such size will give a new 
impetus to the development of the railway transportation market 
on the whole,” added Oleg Bukin with certainty.

Information for editors:

Freight One OJSC
Freight One OJSC is the largest rail freight operator in Russia. 
The company provides a complete spectrum of freight transport 
services. Freight One possesses over 180,000 units of rolling stock, 
including open wagons, tank cars, flat wagons and other types of 
wagons. The company's regional network is made up of branches 
in 14 Russian cities. Its international network includes branches in 
Ukraine and a joint venture in Finland.

Freight One is part of UCL Rail, the railway division of the 
international transport group Universal Cargo Logistics Holding 
(UCL Holding). The Group unites several major railway transport 
operators with a branch network covering all of Russia, stevedoring 
companies in north-western and southern Russia, and also Volga, 
North-Western and Western Shipping Companies, and a number of 
other shipping and logistics assets.

UCL Rail also includes Independent Transportation Company LLC 
(owned by Freight One OJSC), NTC-Wagon LLC, as well as the 
railway car repair depot “Gryazi” – a joint venture with Russian 
Railways OJSC. UCL Rail possesses a fleet of around 210,000 units 
of rolling stock, including 112,000 open wagons and over 55,000 
tank cars.

19. VTB closes St Petersburg 
Western High Speed Diameter 
toll road project 

VTB

The closing of the St. Petersburg’s Western High Speed Diameter 
(WHSD) project was marked at the signing ceremony in Moscow 
today. With this signing, the Public Private Partnership Agreement 
(PPPA) on the construction and operation of the WHSD toll road , 
the world's largest PPP toll road project, came into effect. During 
the signing ceremony, several key project agreements were signed, 
including the revised version of the direct agreement between the 
WHSD grantors and the lenders and the EPC contract with the 
project’s contractor, IC-Astaldi, the Turkish and Italian construction 
joint venture.
 
The direct agreements and the financial close Act under the 
PPPA were signed by Georgy Poltavchenko, Governor of Saint 
Petersburg; Andrey Kostin, VTB Bank President and Chairman of 
the Management Board; and Igor Lukyanov, CEO of OJSC Western 
High Speed Diameter.
 
The signing of these documents completes the preparatory phase 
of the project and also recognises that all parties have met the pre-
conditions of the PPPA.
 
VTB Capital is a co-investor (sponsor), financial adviser and one 
of the lending banks of the WHSD project. VTB Group is a majority 
shareholder of the LLC Northern Capital Highway, which on the 9th 
August 2011 was named the preferred bidder in the tender for the 
right to build the central part and further operation of the WHSD.
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Russia infrastructure 
finance & statistics

 
The Western High Speed Diameter is the Russia's first urban toll 
road. The highway will stretch for 46 kilometer and consists of 
three sections connecting St. Petersburg’s northern, central and 
southern areas. Investments in the project will amount to RUB 
206 bn (about USD6.4 bn), including more than RUB 120 bn during 
2012-2015 financed under the PPPA.
 

20. Report: Russia can save 
$30bn of infrastructure 
spendings annually   

bne

Russia could save more than $30bn a year out of the $1.5tn it has 
earmarked for infrastructure spending by 2030 through simple 
efficiencies and a more discriminating choice of projects, according 
toMcKinsey Global Institute's report.

The findings come as part of a larger report that recommends 
massive global spending on transportation, energy, housing and 
other infrastructure to keep the world economy growing.

The purpose of WHSD is to reduce traffic congestion on urban 
highways and roads by redirecting traffic flows. It will redirect 
cargo traffic from the Seaport of St. Petersburg to the federal 
highways, as well as improve connections with the downtown 
and Pulkovo airport. The project incorporates some of the most 
advanced technologies available and introduces advanced traffic 
management and control systems.

Published last week, the report looked at infrastructure investment 
in 84 countries over 18 years to give an overview of worldwide 
spending on the sector.

Researchers found that about 3.8$ of global gross domestic 
product is spent on infrastructure investment annually, and 
estimated that the world will have to spend at least $57tn by 2030 if 
it is to maintain an average economic growth rate of 3.3% per year. 
That represents a 60% increase on the $36tn spent in the previous 
18 years.

For Russia, a 40% saving would mean shaving $600bn off the 1.5tn 
the government has earmarked for infrastructure up to 2030, 
equivalent to about $33bn a year.

The report’s authors singled out Russia, Indonesia, India and 
Brazil as major economies sorely in need of massive infrastructure 
investment if they are to continue growing.

Russia roads
21. St. Petersburg's first toll road 
sells RUB32.3bn extra bonds

bne 

Western High-Speed Diameter, the first toll highway in  
St. Petersburg, has sold RUB32.3bn of additional bonds  
under private subscription, the company said.

The identity of the buyer of the bonds was not disclosed.
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Russia trains
22. Aeroexpress' traffic rises 
24% to 17.4m people in 2012 

bne 

Russian railway operator Aeroexpress increased its passenger 
traffic by 24% in 2012 to over 17.4m people, the company said.

Aeroexpress carried 14.9m people to Moscow's airports, a 20.4% 
increase. Traffic to Domodedovo Airport rose by 17.3% to 7m 
people, Sheremetyevo by 24.4% to over 5.7m people, and Vnukovo 
by 20.2% to 2.1m people.

23. Federal Cargo Company 
raises traffic 9% to 6.4m tones 
in December

bne 

Russia’s Federal Cargo Company, formerly known as Second 
Cargo Company, boosted the traffic of its own cars 9% on the 
month to 6.4m tonnes in December, the company said in a 
statement on Monday.

The average daily cargo load grew 4% to 3,226 cars.

Cargo turnover increased to 13.5bn tonne-kilometers from 11.5bn 
tonne-kilometers.

24. Globaltrans – 
After an eventful year

Renaissance Capital

2012 was an acquisitive year for Globaltrans (GLTR): the company 
increased its fleet by more than 20,000 railcars, through the 
acquisition of 10,000 new open gondolas and the purchase of two 
captive operators (MIT and MMK-Trans). We conclude that the 
new railcars were bought at favourable prices, the MIT acquisition 
was value-accretive, and that MMK-Trans, while strategically 
positive, remains value-neutral at best. We think 2013 may offer 
further opportunities for consolidation in the Russian railfreight 
sector, both through the purchase of distressed fleets and 
companies, and through cementing a presence among key clients 
by acquiring the rights to guaranteed volumes. Recent trends, 
showing a decline in new railcar production and a fall in the lease 
rates for open gondolas, suggest to us that many of Russia’s 

c.1,800 railcar owners (only nine operators with more than 10,000 
own railcars, according to RZhD) may not be in business by YE13.

Subdued outlook. The metals market continues to experience 
weak demand from Europe and the Far East; and while domestic 
supplies remain robust, more infrastructure construction tenders 
and improved global demand for raw materials will be necessary 
to reduce pressure on railcar tariffs. We are less concerned about 
volumes for GLTR: the company has consistently outperformed 
the market, due to its strong customer ties, relatively young and 
reliable fleet, and now with guaranteed volumes covering nearly 
75% of its gondola fleet. We see tariffs softening for gondolas; and 
although, for oil tank cars, we forecast a tariff increase in line with 
infrastructure tariff hikes, we expect the average price per trip to 
drop 3.2% YoY in 2013. With the bulk of GLTR’s business now tied 
to Metalloinvest and MMK, we see it as somewhat hedged against 
spot tariff fluctuations: the MIT contract runs through to May 2013 
at the same tariffs set in May 2012. The MMK contract is also long 
term, and we assume the tariff set in December 2012 will be valid 
through 2013; we suspect, however, that the tariff has been set 
based on market realities at the time. Finally, the winning of the 
MMK contract implies a need to deploy more fleet to service the 
contract, which we would expect GLTR to do via redeployment of 
fleet from less profitable cargos (eg coal) – also reducing the risks 
of a sharp price correction. We note that the unification of empty-
run costs has changed the market dynamics with possible increase 
in annual trips per car, albeit at the expense of higher empty run.

View on financials. We incorporate GLTR’s acquisitions, a lower 
RUB/$ FX forecast, lower top-line growth (in roubles) and a 1-ppt 
lower EBITDA margin, resulting in a forecast 16% YoY increase in 
rouble EBITDA in 2013E (10% YoY in dollar terms). While this does 
not sound bad at all: 1) the growth comes from a fleet increase, 
not tariffs, and 2) our new forecasts are some 13% lower than 
the previous ones on EPS for 2013; but adjusting for the MMK 
acquisition, they are 25% lower – the main culprit being lower 
tariffs.

Valuation. We believe N-Trans’s breaking of the lock-up 
agreement on selling GLTR shares after the July 2012 SPO, and 
the unconvincing explanation for this, have negatively affected 
perceptions of corporate governance at the company. However, 
we think management’s subsequent move to explain itself and 
face investors marks a positive step in the Russian corporate 
context; and we believe the breaking of the lock-up was a one-off 
action. GLTR stock sold-off heavily as a result, and only recovered 
somewhat more recently, although it dropped sharply again last 
week on the back of weak transport volumes released by RZhD 
for December 2012. Our DCF and multiple valuation (we use 6x 
forward EBITDA and 9.5x forward EPS multiple) gives us a new 
YE13E TP of $21.3/GDR (prev. $22.7/GDR), $0.6/GDR of which 
is accounted for by our dividend forecast. We maintain our BUY 
rating, although we see few potential catalysts for the stock over 
the next two months.

Alex Kazbegi 
Alexandra Serova 
Tatiana Kormiltseva
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25. Railway Cargo Turnover – 
December; Gloomy expectations 
confirmed

VTB

December railway transfer data embodied industry participants’ 
most downbeat expectations for late 2012: rail cargo volumes 
fell 4% YoY, the first drop since 2009, with FY12 figures ultimately 
delivering only a 2.4% YoY increase, undershooting our 3% 
forecast. RZhD guided for a 1.5-2% decrease in December and is 
now expecting a 7% drop in January. We cannot help but agree: 
oil and oil products, which were one of two cargos with positive 
dynamics in December, will go into contraction due to the launch 
of the ESPO-2 pipeline, in our view. The recent trends herald 
downside risks to our 1.7% FY13 volumes growth forecast, which 
is below that of the Street.

2012 ends badly as volumes fall. Although RZhD raised 
eyebrows in the market when it guided for 1.5-2.0% YoY volume 
deterioration in December, actual performance was even worse, 
as rail freight volumes fell 4% YoY last month. The harsh winter 
explains part of this weakness, with the average December 
temperature of minus 14ºC being nearly 7ºC colder YoY; however, 
the downward trend might worsen, given RZhD’s expectations of a 
7% decline in January.

Oil and oil products still resilient, other segments in the red. Coal, 
which was the anchor throughout most of 2012, finally lost steam 
in December, expanding only 0.7% YoY. Oil and oil products was 
the strongest cargo, climbing 5.0% YoY; however, the segment 
might suffer in coming months due to the launch of ESPO-2 on 
25 December, which could grab up to 15mnt of crude transported 
annually on the Skovorodino-Kozmino rail link (some 5% of 
volumes). The main disappointment came from the weakness 
in domestically-driven cargos, such as building materials and 
cement, which lost 6.7% and 10% YoY, respectively. Metals dipped 
2% on average, while chemicals and fertilisers slid 5%. The losses 
in the timber and grain segments, on the other hand, were not so 
modest, plunging 13% and 38%, respectively. Preliminary data on 
container haulage suggests flat volumes YoY in December.

Stock implications. The data reveals further economic weakness 
and a gloomy near-term outlook for the rail market. While 
Globaltrans’ volumes are secured by contracts signed with 
acquired captive operators, we expect a difficult sector backdrop 
and a surplus of gondola cars to pressure tariffs. The lack of 
quality data on excessive fleet levels makes it difficult to predict at 
what price level tariffs will eventually stabilise. Meanwhile, RZhD 
has recently decreased the rate at which it rents the Freight Two 
fleet by 22%, from RUB 900 to RUB 700 per railcar per day. While 
absolute figures are not relevant as the rate is always the lowest 
in the market, the trend is indicative, and we highlight downside 
risks to our current assumption of a 2% rouble-terms YoY tariff 
decline for 2013. We also flag that a weakening economy might 
ultimately lead to high container market vulnerability and risks for 
Global Ports, TransContainer and FESCO.

26. Russian Railways 2013 
invests in Sakhalin railway 
upgrade up 13%

bne 

State-owned Russian Railways will invest RUB1.7bn in the 
modernization of the railway network on Sakhalin Island, compared 
to over RUB1.5bn spent in 2012, Sergei Dashchinsky, spokesman 
for the company's branch in the Far East, told RIA Novosti.

Dashchinsky said that the upgrade program includes laying 50 
kilometers of railways and the construction of 10 bridges, among 
others. The island's railway will handle 2m tonnes of cargo in 
2013, he said.

At present, the insular branch of Russian Railways is re-spiking a 
narrow gauge track to meet Russian standards. The value of the 
project, launched in 2003, is about RUB15.5bn. As of January 1, 
the branch modernized 443.3 kilometers out of 806.0 kilometers.

27. Russian Railways expects 
weak start to year 

UaralSib   

Freight volumes to drop 7.1% YoY this month. According to Interfax, 
Russian Railways expects a weak operating trend in January, 
with average daily rail freight volumes declining 7.1% YoY. A 2.7% 
YoY increase is expected only in average daily transshipments of 
thermal coal, while other types of cargo are expected to decline 
dramatically. Russian Railways expects oil and oil products to 
decline 4.2% YoY, construction materials by 19% YoY, ferrous 
metals by 11.7% YoY, containers by 6% YoY, and grain by 61.7% YoY.

December’s negative trend to continue in January. Russian 
Railways expects the negative trend observed last month to 
continue in January, while the sharpest decline is expected in 
grain and construction materials. Besides the overall macro 
trend, the slowdown in January could be explained by the high 
base in January 2012, when Russian Railways’ freight turnover 
grew 11.5% YoY and freight volumes grew 4.8% YoY, driven by 
robust performance in grain and construction materials.

Negative for Globaltrans and NCSP Group, neutral for Global 
Ports. We expect the trend in rail cargo turnover to improve later 
in 1H13, but consider the news as negative for NCSP Group 
(NCSP LI – Hold) mostly due to a weak trend in grain. The news is 
also negative for Globaltrans (GLTR LI – Buy), although given its 
small market share (5%), the company’s operating performance 
is driven more by rolling stock additions than overall industry 
trends, while long-term contracts with a premium client base are 
supportive for its volumes. We reiterate our Buy recommendation 
for Globaltrans and see the expected weakness in its share price 
as a buying opportunity.

Denis Vorchik
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28. Russian Railways leases cars 
from president nephew’s firm

bne 

Russian Railways leased 10,000 low-sided cars in 2012 from 
private firm RT Operator, controlled by Kirill Amosov, a nephew 
of the monopoly's President Vladimir Yakunin, business daily 
Kommersant reported, citing market sources.

Russian Railways confirmed that it had leased the cars at 
RUB1,003 per day under a contract with RT Operator that was 
valid from October to December 31.

RT Operator declined to comment. An RT Operator source said 
that Russian Railways leased its cars, including the cars RT 
Operator had leased from Russian Railways' affiliate FGK.

In 2012, Russian Railways also leased cars from FGK and offered 
leases to other private firms, but they rejected the offers due 
to their low price. However, the situation with low-sided cars 
deteriorated at the end of the year, and the 1,003 ruble per day 
price seemed more attractive.

"The fact that in autumn the Federal Tariff Service opened a 
corridor for Russian Railways - the monopoly could even lease 
cars at 900 rubles a day and the lower band was pushed down 
to as low as 700 rubles in 2013 is a different matter," a market 
source said.

29. Russian Railways to 
spend RUB1.4bn on Kazan 
infrastructure in 2013

bne 

Russian Railways will invest RUB1.4bn to complete the construction 
of rail infrastructure for the upcoming 2013 Summer Universiade 
(or World Student Games) in Kazan, the company said.

"The project for the preparation and development of the rail 
infrastructure for the Summer World Student Games in Kazan 
is about to be completed… In 2013, the project's implementation 
costs will amount to RUB1.4bn, including RUB1.004bn for 
intermodal shipments and RUB343m for the improvement of the 
Gorkovsky railroad," the company said.

Russian Railways has invested RUB9.8bn in the project since 
2011.

30. Russian Railways unit cargo 
traffic soars to 3.3m onnes in 2012

bne 

The cargo traffic of RZD Logistics, a unit of state-owned Russian 
Railways, amounted to 3.3m tonnes in 2012, compared to about 
1.5m tonnes in 2011, the unit said.

RZD Logistics organized the handling of cargo in Europe and Asia 
and cooperated with more than 450 companies, including Carbo 
Ceramics, Gefco, Inter Logistics Group.

31. Russian antitrust clears 
Globaltrans to acquire MMK-
Trans fully

bne 

Federal Antimonopoly Service (FAS) has cleared domestic rail 
freight carrier Globaltrans to acquire 100% in the charter capital 
of MMK-Trans, the transportation branch of Magnitogorsk Iron 
and Steel Works (MMK), the antitrust service said.

MMK-Trans could be consolidated by Globaltrans Investment PLC.

In late December 2012, Globaltrans said that it would acquire 
MMK-Trans for $225m.

32. TransContainer's 2012 
operating results 

VTB Capital

News: TransContainer increased its rail-based container 
transportation 8.9% YoY in FY12 and 5.4% YoY in 4Q12. FY12 
volumes lag our forecasts (by 1.6%), but more importantly, rail-
based containers (clients' containers and own loaded containers) 
were in line with our expectations, increasing 9.8% YoY.

Our View: As revenue-based containers were generally in line with 
our expectations, FY12 dynamics are not particularly important. The 
recent slowdown on the container market when volumes were flat 
YoY in December, and the even more drastic decline in ton-based 
volumes during the first 13 days of January (-24.5%), is the key risk 
to our 2013 forecasts. After the stock performed strongly last year, 
it trades close to our current valuation, with the risks now on the 
downside due turmoil on the rail market. At the same time, the fact 
that Summa pledged 20.3% in TransContainer to secure its loan for 
the FESCO acquisition might provide downside protection to the share 
price. All in all, we are maintaining our cautious stance on the stock.
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Russia planes

33. TransContainer's BoD 
approves strategy through 2020 

VTB Capital

News: TransContainer's Board of Directors has approved the 
strategy through 2020.

Our View: The net income forecast is close to our expectations, 
although on weaker volumes, as the company expects broadly flat 
volumes this year. We note that amid the current market turmoil, 
volumes could end up below last year’s levels, bringing downside 

34. Audit Chamber to Look into 
Aeroflot Prices

RIA Novosti      

The Russian Audit Chamber will inspect the pricing policy of 
Russia’s largest air carrier Aeroflot, the head of the financial 
control body Sergei Stepashin said on Tuesday.

“We are planning not only to inspect Aeroflot, but also to look into 
its pricing policies. We will analyze the competitive environment 
and the reasons why foreign companies are unable to enter [the 
Russian domestic market],” he was quoted as saying by the Prime 
news agency. “I think that a serious inspection like this will provide 
an opportunity for our citizens and authorities to take a closer 
look at this company’s pricing policies.” As an example, Stepashin 
cited prices for the company’s flights to Russia’s Black Sea resort 
of Sochi, saying that few people can afford such tickets. According 
to the air carrier’s official website, the price of a one-way Aeroflot 
ticket from Moscow to Sochi for the nearest dates ranges between 
4,700 and 23,600 rubles ($156-$785) for economy class and 
between 23,600 and 29,200 rubles ($785-$967) for business class.

A source in Aeroflot told Prime that the company establishes its 
prices in full accordance with market dynamics.

“We have adequate market prices. However, one should keep 
in mind that Aeroflot’s expenses are bigger than those of other 
companies because it has to operate and maintain a modern 
fleet. The company is also the largest taxpayer among all 
companies, and invests a lot in service. All these factors should 
be taken into account,” the source said.

The inspection will coincide with the large-scale monitoring of air 
ticket prices in Russia conducted by the Federal Anti-Monopoly 
Service, an executive body that controls and supervises market 
competition in Russia. The service said it would take action 
against air carriers that drive up domestic flight prices.

risks to both our and the company's expectations. In the long 
term, the company is more upbeat than we are, assuming a more 
aggressive growth in volumes (a CAGR of 7.8% in 2013-20 vs. our 
forecast of 6.6%). Capex is also seen 40% above of our estimates 
over 2013-20. On the dividend side, the company assumes a 20-
21% payout ratio (vs. 25% from RAS approved for state-owned 
companies).

All in all, we see limited upside potential for the stock, which 
trades on high valuations (while the downside is also limited due 
to the stake pledged by Summa) and we are reiterating our Hold 
recommendation for the stock.

Elena Sakhnova, Olga Doronina, Sergey Komaev

Established in 1923, Aeroflot is one of the world’s oldest airlines. 
Through its hub at Moscow’s Sheremetyevo Airport, the Russian 
flagship air carrier operates flights to 115 destinations in 52 
countries, including 33 destinations in Russia. As of December 
2012 the Aeroflot fleet includes 128 foreign and Russian-made 
aircraft with an average age of 5.6 years.

The company’s largest shareholder is the Federal Agency for 
State Property Management (Rosimushchestvo), which holds a 
51.17-percent stake.

  

35. Aeroflot and Sheremetyevo 
may pay RUB22bn antitrust fine

bne 

Aeroflot and Sheremetyevo International Airport may pay a 
fine amounting to 0.3% to 15.0% of 2011's revenue for violating 
antimonopoly legislation, Denis Stukanov, a department head in the 
Moscow Region's branch of the Federal Antimonopoly Service, said, 
according to Prime.

Aeroflot, whose revenue amounted to RUB135.8bn in 2011, could 
pay RUB407.4m to RUB20.37bn, while Sheremetyevo, whose 
revenue was at RUB9.146bn in 2011, could pay RUB27.4m to 
RUB1.37bn. The maximum combined fine may reach RUB21.74bn.

36. Aeroflot's passenger traffic rises 
25.3% on year in January-November

bne 
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The passenger traffic of Russia's flagship air carrier Aeroflot rose 
25.3% on the year to 16.263m passengers in January-November 
2012, the company said.

In November, the company transported 1.413m passengers, up 
19.7% on the year.

37. BasEl Aero airport's 
passenger traffic rises 2% in 2012

bne 

The passenger traffic through Russia’s BasEl Aero airports 
increased 2% to 5.5m people in 2012, the company said.

Domestic traffic lost 1% to 4.6m people, while international traffic 
amounted to over 936,000 people, a 21% increase.

Over 85% of passengers run through its flagship airports located 
in the southern cities of Krasnodar and Sochi, around 2.6m 
people and over 2.1m people, respectively.

38. Domodedovo's traffic up 9.6% 
to 28m passengers in 2012

bne 

The passenger traffic of Moscow's Domodedovo airport went up 
9.6% to 28.2m people in 2012, the airport operator said.

The passenger turnover rose 13.6% on domestic lines to 11.6m 
people and 6.9% on international lines to 16.6m passengers.

The cargo traffic of Domodedovo rose 4.3% to 196.984 tonnes.

In December, the passenger traffic advanced 12.9% on the year to 
2.1m passengers. Cargo traffic reached 19,719 tonnes, up 6.5%.

39. Gazprom Neft's fuel complex 
starts operating at Sheremetyevo

bne 

An alternative filling complex of Russian oil major Gazprom Neft 
has started operating at Moscow's Sheremetyevo International 
Airport, the company said.

"The technological equipment of the complex is fully automated 
and corresponds to Russian and international standards," the 
company said.

40. Irkutsk airport traffic up 12% 
to 1.4m passengers in 2012

bne 

The passenger traffic of Russia's Irkutsk airport rose about 12% 
in 2012 to 1.4m passengers, the operator reported.

According to the operator, 278,000 passengers chose flights to 
or from Moscow, making it the most popular route, while 32,000 
passengers flew to Beijing.

41. Khabarovsk Airport's 
passenger traffic rises 18% in 2012

bne 

The passenger traffic of Russia's Khabarovsk International Airport 
increased 18% on the year to more than 1.5m passengers in 2012, 
the airport said in a statement late Thursday, RIA Novosti reported.

Domestic passenger traffic grew 16% in 2012 to over 1.5m people, 
while international traffic increased 28% on the year to 346,500 
people in the same period.

The airport's cargo handling grew 17% on the year to 26,900 tonnes.

42. Main shareholder may buy up 
to 9.5% in Russia’s Rostov airport

bne 

The main shareholder of Russia’s Rostov-on-Don airport, Primary 
Don, part of tobacco producer Agrocom Group, has sent a buyout 
offer to minority holders that own about 9.5% in the airport, the 
airport operator said.

The buyout price was set at RUB160 per common stock and 
RUB130 per preferred stock. The bids will be submitted within 71 
days from Monday.

43. Rossiya Airlines’ 2012 traffic 
rises 19% to 4.2m passengers

bne 

The passenger traffic of Russian state-owned company Rossiya 
Airlines increased 19% to 4.2m people in 2012, the company said, 
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as cited by RIA Novosti.

Passenger traffic on international and domestic routes amounted 
to 2.13 million people and 2.07m people, respectively.

44. Rostov-on-Don's airport 
traffic up 9.2% in 2012

bne 

The passenger traffic of Russia’s Rostov-on-Don airport grew 
9.2% to about 1.874m people in 2012, the airport operator said.

The traffic on domestic routes grew 2.2% to 1.046m people, 
while the traffic on international routes went up 19.5% to 827,981 
passengers.

Cargo and mail handling went up 16.4% to 6,204 tonnes.

45. Russia to spend RUB2.3bn 
on Ufa airport runway repair

bne 

Russia's Federal Air Transport Agency will allocate RUB2.3bn 
to repair Ufa's airport service facilities, including a runway, taxi 
strips and lighting devices in 2013-2014, the local authorities said 
in a statement on Tuesday, according to RIA Novosti.

According to previous reports, the upgrade of the entire airport 
will cost RUB22bn, and the funds will be drawn through a private-
public partnership.

46. Russia's Red Wings may lose 
license after plane crash

bne 

The Russia's Federal Air Transport Agency has initiated an 
investigation into air carrier Red Wings after one of its passenger 
planes crashed at Vnukovo airport, which may lead to the company 
losing its license, Vedomosti business newspaper reported citing 
sources from the market and the Dagestan republic government.

The accident happened on December 29. A Tu-204 plane with 
eight crew members on board taxied beyond the landing strip and 
caught fire. Four people died.

One of the sources said that the investigation has already been 
completed, and the watchdog will likely suspend the license until 
the company eliminates all flaws in its activities.

The owner of Red Wings Alexander Lebedev said that the 
company will stop operations if the regulator suspends flights 
because it will go bankrupt.

47. Sberbank CIB refinances 
$200m Sheremetyevo debt

bne 

Sberbank’s subsidiary Sberbank CIB has closed a deal to 
refinance Moscow’s Sheremetyevo International Airport’s debt of 
$200m, the bank said, Prime reported.

“The structure of the new deal has allowed the borrower to 
optimize its debt burden and flexibly manage its liquidity,” the 
bank said.

Sheremetyevo took out a $200m loan from Germany’s HSH 
Nordbank in 2007 in order to finance the construction of terminal 
E with a capacity of 7m passengers per year.

48. Sheremetyevo's passenger 
traffic rises 16% in 2012

bne 

The passenger traffic of state-controlled Sheremetyevo 
International Airport rose 16.1% to 26.188m passengers in 2012, 
the airport said.

Passenger traffic on international routes increased 18.4% to 
17.178m people in 2012, while domestic passenger traffic gained 
12.0% to 9.100m people.

In December, passenger traffic amounted to 1.894m people, a 9.3% 
increase. International passengers increased by 8.2% to 1.165m, 
while domestic passengers increased by 11.2% to 729,000.

49. Tolmachevo airport's 
passenger traffic grows 18% 
in 2012

bne 

The passenger traffic of Tolmachevo airport in the Russian city of 
Novosibirsk rose 18.1% to 3.267m people in 2012, the airport said.

Traffic on international routes went up 25.9% to 1.251m 
passengers while domestic route traffic grew 13.7% to 2.016m 
passengers.
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The airport handled 28 tonnes of cargo and mail throughout the 
year, up 29%.

Tolmachevo launched 11 new destinations: Minsk, Istanbul, 
Dusseldorf, Sharjah, Kulob, Munich, Hong Kong, Fergana, Ganja, 
Omsk, and Blagoveshchensk.

The airport is currently in talks over launching flights to Helsinki, 
Tel-Aviv, Seoul, Kaliningrad, and Tyumen.

"We forecast a passenger turnover of 3.7m people and cargo 
turnover of more than 35,000 tonnes in 2013," the airport said.

50. Transaero's passenger 
traffic rises 22% in 2012

bne 

The passenger traffic of major Russian airline Transaero 
increased by 22% to 10.327m people in 2012, the company said.

Domestic passenger traffic rose 35% last year, while international 
traffic added 19%. Passenger transportation rose by 23.6% to 
41.004bn passenger-kilometers in this period.

The company handled 65,874 tonnes of cargo, up 28.3% on the 
year, while cargo transportation grew by 24.1% to 4.072bn tonne-
kilometers in 2012.

In 2011, Transaero increased its passenger traffic by 27.0% to 
8.500m people.

51. UK’s easyJet to launch 
Moscow-London flights from 
March 18

bne 

The U.K.’s low-cost airline easyJet will launch regular flights 
linking London with Moscow on March 18, the airline said.

The airline will initially carry out one daily flight between Moscow 
and London. A second flight will be added starting from April 15.

The ticket price will be less than 100 British pounds, or RUB4,884.

52. UTair's growth slows in 4Q12

Aton

UTair reported its FY12 and 4Q12 operating results yesterday 
(15 Jan). In 4Q12 the company recorded 12% YoY growth in 
passenger turnover, which fell short of the industry average 
(+18%). According to our calculations, the difference was caused 
by a contraction in UTair’s domestic turnover (-3% YoY). In any 
case, we believe a slowdown could have been expected following 
the record growth in the segment seen in 9M12 (+20% YoY).??The 
helicopter segment also showed a deceleration in growth, 
although not as pronounced as in the airlines segment. Flight 
hours in 4Q12 increased 12% YoY vs 22% in 9M12. This slowdown 
is mainly linked to a decline in international services (primarily 
UN contracts).?

Bottom line?While 4Q12 may seem weak in comparison to 
the first three quarters of 2012, the earlier growth rates were 
unsustainable in the longer term, in our view. In any cas e, we 
think UTair should be primarily aiming to improve its financial 
performance and transparency. We rate the 4Q12 results as 
neutral for the company’s shares.

Mikhail Pak
Nikita Melnikov

53. Vladivostok airport's traffic 
up 11% to 1.6m people in 2012

bne 

The passenger traffic of Russia's Vladivostok airport grew 11% to 
1.624m people in 2012, the airport said.

The domestic lines' traffic was 1.196m passengers, up 6%. The 
passenger traffic on international routes grew 31% to 428,000 
passengers.
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54. Cargo handling at Greater 
Port of St. Petersburg falls 
4% in 2012

bne 

Stevedore companies operating at the Greater Port of St. 
Petersburg handled 57.814m tonnes of cargo in 2012, a 4% 
decrease, port said, RIA Novosti reported.

Oil product handling fell 11% to 13.99m tonnes in this period, 
while the handling of containers rose 5% to 23.039m tonnes.

General cargo handling was flat at 13.913m tonnes, while the 
handling of bulk cargoes decreased 23% to 5.525m tonnes.

The Greater Seaport of Saint Petersburg is the largest maritime 
port located in the northwest of Russia, where 28 stevedoring 
companies operate.

55. Gulftainer to buy stake
in Ust-Luga port

bne

Gulftainer, the United Arab Emirates’ second-largest port 
operator, is close to acquiring a 25% stake in Russia’s Baltic port 
of Ust-Luga, Kommersant reported, citing a port source.

Last year, Gulftainer set up a $500m fund with Russian partners 
as it was positioning itself for acquisitions in Russia, the Persian 
Gulf and Asia.

The source at the port said the acquisition is set to close in 
March. Financial details were not disclosed. 

56. Mechel sells c.71.8% of 
Vanino Port – to "Russian and 
foreign investors" 

VTB Capital

News: According to a Mechel press release, the company is 
selling c.71.8% of Vanino Port’s common shares to "Russian 
and foreign investors" in line with the conditions to finance the 
acquisition.

Our View: We see it more as technical news that was expected 
given the terms of the Vanino Port deal. As Mechel did not pay for 
the Vanino Port stake, it apparently has to transfer ownership to the 
group of investors mentioned in the deal, which effectively means 
the deal was neutral in a cash movement perspective for Mechel. 
Moreover, the company highlighted in its press release that investors 
are not interested in transhipping their products through Vanino 
port, which will enable Mechel to use the port’s entire capacity.

Igor Lebedinets, Victor Drozdov

57. NCSP's CEO gives interview 
to Vedomosti 

VTB Capital

News: The CEO of NCSP, Rado Antolovich, has given an interview 
to Vedomosti. The key takeaways are as follows.

- There was not much detail on the privatisation, with the CEO 
only saying that the company is working on it.

- Antolovich reiterated the long-term expansion plan based on the 
earlier approved master plan. In particular, he stressed the focus 
on rapidly growing segments such as containers (along with grain 
and dry bulk) and the company expanding its container capacity in 
Novorossiysk.

- On the resolution over rail link to Primorsk, the timing is still unclear.

- The CEO also pointed out the importance of tariff deregulation in 
Russian ports, although the effect has yet to be seen and depends 
on the type of cargo.

Our View: Altogether, the interview did not bring anything 
groundbreaking, mostly reiterating earlier known facts and 
confirming the company's plans to stick to its ambitious 
expansion programme. We believe the most important driver 
(still) for the stock is the privatisation of the state-owned stake 
(on which the CEO did not shed any light). This might prevent the 
share price from any significant moves until more clarity appears.

Elena Sakhnova, Olga Doronina, Sergey Komaev

58. NCSP's cargo traffic rises 
1.2% to 159m tones in 2012

bne 

The cargo traffic of Novorossiysk Commercial Sea Port (NCSP) 
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increased 1.2% to 158.9m tonnes in 2012, the company said.

The handling of bulk cargo edged up 0.5% to 131.1m tonnes, 
including 110.8m tonnes of crude oil, a 2.3% increase, and 19.4m 
tonnes of oil products, a 17.4% increase.

The handling of grain increased 37.9% to 7.9m tonnes, while the 
handling of mineral fertilizers halved to 871,200 tonnes.

NCSP's Container traffic amounted to 623,700 twenty-foot 
equivalent units in 2012, a 4.4% increase.

59. Nakhodka port cargo handling 
up 11% to 60m tonnes in 2012

bne 

The cargo traffic in sea ports of the Russian city of Nakhodka 
grew 11% to 59.7m tonnes in 2012, the city's government said, 
Prime reported.

The authorities said that about 92% of the transshipments 
were made by the largest companies, Vostochny Port, Kozmino 
Port, Evraz Nakhodka Commercial Sea Port, and RN-
Nakhodkanefteprodukt.

According to the local government, the cargo traffic in ports 
continued to grow despite infrastructure upgrades and the launch 
of terminals.

60. Russian Railways can get 
stake in Vanino port

bne 

State-owned Russian Railways could receive a stake in Vanino 
Commercial Seaport, as metals and mining group Mechel had 
sold almost all of its shares in the port after buying a 73.33% 
voting stake from the government, business daily Kommersant 
reported.

Several sources told the newspaper that one of the structures 
affiliated with Russian Railways could be a Russian partner of 
Mechel. The monopoly could also later become a shareholder of 
Vanino.

A source told Kommersant that Russian Railways and Mechel 
are currently involved in talks over the development of railway 
infrastructure of the eastern stretch of the Baikal-Amur Mainline, 
known as BAM.

Mechel needs to increase the port's handling capacity up to 12m 
tonnes to develop the Elginskoye coal site in the republic of Sakha 
(Yakutia). Russian Railways could invest RUB40bn into the project, 
whose payback period is expected to be 20 years.

61. Russian Railways mulls joint 
management companies with 
Vanino port

bne 

Russian Railways is interested in establishing joint administration 
companies with Vanino Commercial Seaport, CEO Vladimir 
Yakunin said, Prime reported.

The government sold a 73.33% stake in Vanino port to metals and 
mining group Mechel in January. Media sources said that Russian 
Railways may acquire a stake in the port at a later date.

"I am interested in creating joint management structures rather 
than holding the port's assets. Ports nowadays do not have 
liabilities to efficiently interact with the railway… We mentioned 
this in our talks with Mechel's Chairman Igor Zyuzin and we'll see 
how it develops," Yakunin said.

62. Russian seaport throughput 
rose 5.6% y/y in 2012

Alfa Bank

Russian seaport cargo throughput in 2012 increased 5.6% y/y, 
according to the Association of Commercial Seaports. The growth 
rate in December dropped to 2.0% y/y from 9.0% in September-
November, driven down by grain volumes. Volumes adjusted for 
grain increased 6.0% y/y in December.

In terms of product mix, growth was driven by strong oil, 
petroleum products and coal volumes. In December oil and 
petroleum products volumes increased 10.4% and 13.6% y/y, 
respectively. Coal volumes were also strong, rising 18.8% y/y.

Containers disappointed with the growth rate sliding to only 3% 
y/y in December from 12% in November despite the expected 
uptick ahead of the New Year season. The growth in FY12 
amounted to 8.4% y/y, slightly below our 8.9% forecast.

We view the news as NEUTRAL for NCSP and Global Ports. 
Although overall growth in port throughput was weaker in 
December than in previous months, it was mainly affected by 
low grain exports. Moreover, the statistics did not show a drop in 
loadings as was the case with December rail statistics. Therefore, 
the main focus now is port throughput growth in 2013E, which we 
nevertheless expect to slow down to 3.0% y/y.

Vladimir Dorogov, CFA 
Andrei Nikitin
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63. Seaport of Saint Petersburg 
cargo traffic rises 18% to 8.7m 
tonnes in 2012

bne 

The cargo traffic of the Seaport of Saint Petersburg increased 
18% in 2012 to 8.7 million tonnes, the port said.

The transshipment of general cargo rose 6% in 2012 to 6.9m tonnes.

The port handled 65.5 units of vehicles in 2012, up 35% on the year.

64. Sovcomflot and USC to team 
up in building ships

bne 

Russian shipping company Sovcomflot and the United Shipbuilding 
Corporation (USC) have agreed to cooperate in the construction of 
ice-class replenishment ships, RIA Novosti reported.

65. USC launches South 
shipbuilding center in 
Astrakhan Reg

bne 

Russia's United Shipbuilding Corporation (USC) has signed an 
agreement on the creation of the Southern shipbuilding center in 

67. AeroSvit opens anti-
crisis center two weeks after 
bankruptcy

bne

Kyiv-based AeroSvit airline, which launched bankruptcy 
proceedings at the end of last year, has set up a crisis 

the Astrakhan Region, Natalya Moskvitina, director of the region's 
property department, said, as cited by RIA Novosti.

The center will comprise a whole group of shipbuilding companies 
under the USC umbrella, which are located in various Southern 
regions. The project will regulate the loading of enterprises and 
distribute orders between berths.

Moskvitina said that the center joined the Kriushinsky, 
Novorossiisky, and Tuapsinsky yards, as well as two Astrakhan-
based plants.

"They entered the center with both federal and the Astrakhan 
Region's stakes. All the legal procedures are completed," she said.

66. Vladivostok Commercial 
Seaport's cargo handling up 
4.5% in 2012

bne 

The cargo traffic of Vladivostok Commercial Seaport rose 4.5% to 
6.668 million tonnes in 2012, the stevedoring company said.

"There were no radical changes in the types of cargo: they 
included metals, cars and other vehicles, container cargo, oil 
products, heavy cargo, construction materials, metal structures, 
metal scrap, and coke," the port said.

General cargo handling excluding container cargo and imported 
cars amounted to 2.989m tonnes.

management center to provide the temporary schedule of flights 
and timely inform passengers about the changes in the flight 
schedule, Interfax-Ukraine reported.

A procedure of money refund for unused tickets will be developed 
soon. Passengers of the cancelled flight will be able to apply for 
the refund online at the company's Web site.

In addition to providing a temporary flight schedule, the center 
intends to organize additional flights to transport the company's 
passengers and inform them about the changes in the flight schedule 
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on AeroSvit's Web site, its Facebook page and by phone lines.

On January 11, AeroSvit declared that from January 11 to 
January 14, 2013 it will fly only in Ukraine and five long-haul and 
five medium-haul routes abroad, explaining the decision by the 
program of its operation restructuring.

As reported, on December 29, 2012 AeroSvit filed an application 
to the economic court of Kyiv region asking to open a bankruptcy 
case intending to commence a readjustment procedure, restore its 
solvency and ensure the fulfillment of liabilities to creditors in full.

The case will be heard on January 23, 2013.

68. AeroSvit's debt to Ukrtatnafta 
exceeds UAH1bn

bne

The debt of AeroSvit to PJSC Ukrtatnafta exceeds UAH1bn, an 
authorized representative of the airline said, Interfax-Ukraine 
reported.

According to him, at present the number of AeroSvit's creditors is 
about 300.

At the same time, company property manager Leonid Talan failed 
to provide information on whether the airline's accounts at banks 
had been unblocked or not.

It was reported earlier that AeroSvit had total debt of UAH4.27bn 
as of the end of last year.

The press service of the air carrier said that the funds of AeroSvit 
on all accounts at Ukrainian banks were arrested on January 22, 
2013 according to a decision of the state executive service of the 
chief justice department in Kyiv region, which the airline claimed 
was adopted in conflict with the law.

69. Dniproavia stops flights, 
ticket sales

bne

Dnipropetrovsk-based Dniproavia, which is a part of the Ukrainian 
Aviation Group, which also includes AeroSvit and Donbassaero, 
has stopped all of its flights, the company said.

"Dniproavia Airlines is stopping its flights and closed tickets sale 
on its Web site starting from January 8, 2013. For all questions 
please contact our call center," reads company's statement.

At the same time, the Aviadnipro Air Carrier Ltd. based in the 
village of Stari Kodaky, Dnipropetrovsk region, was registered in 
Ukraine on December 20, 2012, according to the state enterprise 

Information Resource Centre.

According to the Information Resource Center, Aviadnipro is 
headed by Serhiy Tkachenko, who is the head of Dniproavia.

70. KDM revenue slides 
5.5% yoy in 2012

Concorde Capital

KDM Shipping (KDM PW) reported a 5.5% decline in revenue in 2012 
to USD 21.6 mln, according to its trading update from Jan. 24. The 
tonnage of cargo transported in the year fell 3.9% to 640 kt. KDM 
Shipping attributed the decrease in dry bulk shipping volume to the 
early 2012 freezing of the Azov Sea, one of its key areas of operation.

71. UIA launches 10 international 
routes earlier occupied by 
AeroSvit

bne

Ukraine International Airlines (UIA) announced the start of sales 
of tickets for the period starting from the summer navigation 
schedule of 2013 for some new international routes for the airline, 
which until recently were operated by AeroSvit Airline.

According to a report of UIA, from March 31, 2013, new daily 
flights from Kyiv to Warsaw, Kaliningrad, Vilnius and Prague will 
be launched.

From April 1, 2013, flights to Stockholm, and from April 2, 
2013 flights to Copenhagen will be launched, and they will be 
performed five times a week. UIA will fly to Athens from April 1, 
2013 four times a week.

The airline from April 27, 2013 will fly on Saturdays on the 
Kyiv-Thessaloniki-Kyiv route and three times a week to Batumi, 
while from May 21, 2013 the carrier will perform flights to 
Nizhnevartovsk three times a week.

72. Ukraine to build new highways, 
high-speed railways in 2013

bne 

Ukraine should speed up the development of its transport sector 
in 2013, Prime Minister Mykola Azarov said, Interfax-Ukraine 
reported.

January 29, 2012 Page 22



bne:infrastructure

Eurasia infrastructure

"There is much to be done to accelerate the development of 
the transport sector to improve the quality and efficiency of 
passenger and freight traffic in Ukraine in 2013," he said.

Azarov said that they planned the construction of motorways and 
high-speed railways and renew fleets with domestically produced 
vehicles in 2013.

"This task is assigned to Infrastructure Minister [Volodymyr] 
Kozak," the prime minister said.

73. Wizz Air could revise prices 
for flights to London and 
Budapest after introduction 
of free baggage allowance

bne

Wizz Air, the largest low-cost air carrier in Central and Eastern 
Europe, could revise ticket prices for flights on the Kyiv-Budapest 
and Kyiv-London routes in connection with Ukraine's introducing 
the obligation for airlines to provide passengers with the 
possibility of transporting 23 kg of baggage free of charge.

75. Tbilisi divided over 
re-opening Russia-Armenia 
rail link 

bne

A new dispute has broken out between Georgian President 
Mikheil Saakashvili and Prime Minister Bidzina Ivanishvili over 
the proposed re-opening of a rail link from Russia to Armenia via 
Georgia. 

At a press conference in Yerevan on January 17, Ivanishvili 
proposed re-opening the railway, which has been closed since the 
August 2008 war between Russia and Georgia. 

However, Saakhasvili responded to the proposal with a statement that 
opening the railway would be a “criminal, anti-state, anti-Georgian” 
act, Civil.ge reports. Saakashvili added that when the Baku-Tbilisi-
Kars railway is completed, giving Georgian an alternative route to 
Europe, there will be no need for the link to Russia. 

"This will not affect tariffs on the routes operated by Wizz Air 
Ukraine because we do not charge for baggage weighing up to 
32 kg, but after introduction of this norm we will have to review 
tariffs for flights to London and Budapest," Wizz Air Group 
Executive Vice President John Stephenson told Interfax-Ukraine.

74. Yanukovych labels Hyundai 
trains purchase as serious mistake

bne 

A decision to purchase Korea's Hyundai high-speed trains was a 
serious mistake, Ukrainian President Viktor Yanukovych has said.

"... A serious mistake was made during the preparations (for the Euro 
2012 European Football Championship). I mean the infamous Hyundai 
trains. While they coped with their tasks in summer, they showed their 
complete unpreparedness to the Ukrainian winter," Yanukovych said in 
an interview with the Komsomolskaya Pravda v Ukraine newspaper.

According to the president, those responsible for this transport 
project should draw conclusions.

"After all, Ukraine had its own model of a high-speed train. We 
needed to invest into their serial production, and not into the 
purchase of imported equipment," Yanukovych said.

The issue is further complicated by the fact that the railway runs 
through the separatist Georgian republic of Abkhazia, which has 
been recognised as independent by Russia and a handful of other 
countries since the war. Ivanishvili acknowledged the problem 
at his press conference, referring to “uneasy relations with our 
Abkhaz brothers. 

Ivanishvili’s proposal was welcomed in Yerevan, where Armenian 
Prime Minister Tigran Sargsyan expressed support for the 
plan, which will restore Armenia’s direct rail link to Russia, its 
largest trading partner. Yerevan’s hostile relations with two of its 
neighbours, Azerbaijan and Turkey, and the international sanctions 
against Iran, mean that Armenia’s main link to the outside world 
is through Georgia. “We discussed this in out meeting. Armenia 
is interested in settlement of the issue,” Sargsyan said following a 
meeting with Ivanishvili, News.am reported. 

However, Russia’s position on the issue is also unclear. “You know that 
there are no problems in relationships between Georgia and Armenia,” 
Ivanishvili told journalists. “But we have huge problems in relationship 
with Russia. The problems were huge and they unfortunately still 
remain. We try it to restore and mend ties with Russia. The profound 
and most problematic issue is about Georgia’s territorial integrity.”
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76. Conflicting reports on 
Hungarian e-road toll tender 

Equilor

The deadline has expired to sign a contract with the winner 
of the electronic road toll tender. Unlike earlier speculation, it 
seems that the winner, Getronics will sign the tender despite its 
main subcontractor backing out of the project, according to the 
Hungarian press. Although there were no official announcements, 
the Ministry will probably explain the delay to usual transfer time. 
However another important news portal said that no solution was 
found to the case, thus a new tender should be submitted. 

If Getronics launches the project it would be negative for MTELEKOM 
as it seemed earlier that its IT subsidiary, T-Systems would have 
taken the implementation of the road toll for HUF 55bn. If it is so, 
the Development Ministry might try to compensate MTELEKOM by 
allocating the electronic coach ticket tender to its subsidiary. This 
project would amount to HUF 30bn, which is comparable to the value 
of the road-toll tender. Yet, the situation is very unclear, but some 
negative effect is possible on MTELEKOM shares. 
 

77. Fitch Rates PKP Intercity 
'BBB-'; Stable Outlook

Fitch

Fitch Ratings has assigned PKP Intercity S.A. (PKP IC), Poland's 
largest long-distance train operator, a Long-term foreign currency 
Issuer Default Rating (IDR) of 'BBB-', Long-term local currency 
IDR of 'BBB' and a National Long-term rating of 'A(pol)' with 
Stable Outlooks.

Fitch assesses PKP IC's ratings as three notches below Poland's 
Long-term foreign and local currency IDRs ('A-'/Stable and 'A'/
Stable) due to the strong legal links and the involvement of the 
company's shareholder, the state treasury, in PKP IC's financial 
and operational functions.

KEY DRIVERS

State Ownership and Guarantees
The state owns a 65.7% stake in PKP IC. The remaining stake is 
owned by fully state-owned Polish railways company Polskie Koleje 
Panstwowe S.A. (foreign and local currency IDRs of 'BBB'/Stable 
and 'BBB+'/Stable). At end-September 2012, 37% of PKP IC's debt 
was guaranteed by the state. Fitch expects that the share of state-
guaranteed debt will increase to well above 50% by end-2014 as 
the company raises new state-guaranteed loans for investments in 
rolling stock and related assets.

Strategy and Capex Plan
The government exerts significant influence over PKP IC's 
operations, for example, by preparing the long-term strategy for 
the railway sector and approving the company's capex and funding 
plans. PKP IC's large capex plan of PLN4.1bn for 2013-2015 is 
supported by the government within a broader plan of modernising 
the Polish railway sector using a combination of available EU funds, 
external funding and own sources. The government considers 
infrastructure investments, including investments in the railway 
system and rolling stock, a strategic priority.

Public Service Contracts
PKP IC generates about 50% of its revenue (53% in 2011) and the 
majority of its passenger transport volumes (78% in 2011) from 
two long-term public service contracts (PSC) signed with the 
Ministry of Transport, Construction and Maritime Economy. The 
government pays compensation for unprofitable interregional and 
international trains operated within these two PSCs. Fitch notes 
that despite an improvement in the compensation mechanism 
in 2011 due to the addition of a reasonable profit, compensation 
received within the PSCs is insufficient to fully cover costs and 
provide adequate remuneration for PKP IC.

'B' Category Standalone Rating
Fitch considers PKP IC's standalone financial profile as 
commensurate with ratings in the 'B' category. This is due to the 
large, partly debt-funded capex plan resulting in a substantial 
weakening of expected leverage and interest coverage ratios in 
2013-2015. In addition, the funding structure of the company's 
largest ongoing investment project, the purchase of 20 high-speed 
trains and related assets for PLN2.1bn (the ETR 610 project), 
has not yet been finalised as discussions with the European 
Commission about the share of EU funding for the project have 
not concluded. By 2015, most of the company's debt is likely to 
be euro-denominated while revenues are denominated mainly in 
Polish zlotys, which exposes PKP IC to currency risk.

Rising Share of Encumbered Assets
Fitch also notes that at end-December 2011, 16% of the 
company's property, plant and equipment was encumbered as 
security for external debt or as security for the state treasury for 
state guarantees granted to the company. The agency expects the 
share of encumbered property, plant and equipment to increase 
by 2015 as the company raises additional debt, most of which will 
be state-guaranteed, resulting in additional security on PKP IC's 
assets for the state treasury.

EBITDA and FFO Fluctuations
Fitch expects PKP IC to report much weaker EBITDA and funds 
from operations (FFO) in 2013 compared with 2012 partly because 
increased costs will not be fully covered by PSC subsidies for 
2013 (based on the level set in August 2012). Higher costs in 2013 
will stem from a large increase in both the cost of access to the 
railway infrastructure and the cost of rolling stock modernisation, 
while the PSC subsidies only rise marginally. The agency projects 
PKP IC's EBITDA will recover in 2014 due to higher PSC subsidies 
and the commissioning of the high-speed ETR 610 trains.
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Funding from EIB
The European Investment Bank (EIB) is PKP IC's main lender. As of 
end-September 2012, a EUR50m loan from EIB, guaranteed by the 
state, accounted for 37% of total debt. In 2011, EIB granted PKP IC 
a EUR224m loan to co-fund the ETR 610 project. This loan will be 
guaranteed at the time of initial drawing. The state will guarantee 
80% of the loan amount and related interest on a commercial basis, 
while the remaining 20% will be guaranteed by a bank.

Fitch's Assumptions
The ratings are based on Fitch's assumptions that PKP IC will 
successfully close the funding for the ETR 610 project in a timely 
manner, if needed, by increasing the amount of the EIB loan for 
the project following conclusion of discussions with the European 
Commission. The agency expects that based on the current level 
of PSC subsidies for 2013, the company may not be able to meet 
its financial covenants at end-December 2013 defined in the bond 
issue agreements with banks. Fitch assumes that the company 
would be able to agree waivers or renegotiate the covenants, 
perhaps with the government's assistance as EIB loans include 
cross default clauses.

Adequate Liquidity
At end-September 2012, PKP IC had PLN132m cash and PLN80m 
unused committed short-term bank lines against short-term debt 
of PLN132m. The company's debt maturity profile is well spread 
over the next 13 years. Negative FCF in 2013-2015 due to large 
investments will be covered with bank loans, mainly from EIB, and 
EU funds.

RATING SENSITIVITY GUIDANCE:

Positive: Future developments that could lead to positive rating 
action include:
- An upgrade of Poland's sovereign rating.
- Improved cost recovery and remuneration under the PSC 
agreements.
- Stronger links with the state, for instance tangible support in the 
form of a large equity increase.

Negative: Future developments that could lead to negative rating 
action include:
- A downgrade of Poland's sovereign rating.
- A substantial increase in the share of PKP IC's unguaranteed debt.
- Evidence of reduced state support.
- Failure to close the funding for the ETR 610 project in a timely 
manner.
- Failure to receive planned EU funds for any of the large capex 
projects, unless the company decides to cancel any of them.

78. Hungary reportedly eyeing 
rail infrastructure stake

bne

Continuing a drive to raise state ownership in "strategic" sectors, 
the Hungarian government is mulling a bid to buy a majority 
stake in the local railway maintenance arm of Canadian-German 
machinery maker Bombardier, according to local media.

Citing unnamed sources, Nepszabadsag reported on January 11 
that state-owned asset management company MNV is preparing 
to acquire 65% ownership from Bombardier in Bombardier 
Transportation MAV. Hungarian state-owned railway firm MAV 
owns the remaining 25% stake in the maintenance firm, reports 
Dow Jones. 

Despite a precarious fiscal position, Prime Minister Viktor Orban's 
government has been busy since 2010 looking for acquisition 
targets to boost the state's role in important economic sectors. It 
has bought, or looked into purchases, in banking, auto, telecoms 
and energy distribution in the past two years. 

The latest acquisition, of the local gas storage and distribution 
assets of German giant E.ON, was supported by new legislation 
requiring state control of Hungarian gas depots, which was passed 
by the Fidesz-dominated parliament in the fourth quarter. 

79. Poland's LOT eyes 
compensation cash from Boeing

bne

Struggling Polish flag carrier LOT may have been thrown a bit 
of a lifeline by the drama surrounding Boeing's 787 Dreamliner 
passenger jet. The national airline announced on January 17 that it 
will seek compensation from the US aerospace giant after most of 
the new planes were grounded due to battery-related problems.

"We are analysing our contract with Boeing from the perspective 
of our possibilities of filing for compensation," deputy CEO Tomasz 
Balcerzak told a news conference, according to Reuters. "All 
elements and irregularities that generate cost mean that we will 
file for compensation in due time."

LOT, the sole European airline currently operating the 787, added 
two of the planes to its fleet late last year - seen at the time as a 
sign of a new era for the loss-making airline. The addition to its 
fleet is part of a plan to open up longer-distance routes to North 
America and Asia. They are now out of action, as Europe, Japan 
and India joined the United States in grounding the Dreamliners.

When asked about the costs of keeping the jets in air sheds, 
Balcerzak said they were "huge." LOT has three more Dreamliners 
to be delivered by end of March.

"The schedule is still in force. Our third Dreamliner was due to 
arrive by the end of January," Balcerzak said. "We will condition 
Dreamliner deliveries on the removal of the technical blips and 
eventual dangers."

Despite shelling out for the new aircraft, having seen talks over 
a privatization to Turkish Airlines fall through last year, LOT has 
been forced to fall back on a government bailout yet again this 
year. It has already received PLN400m out of planned help to the 
tune of PLN1bn in 2013, but is hoping that the move will not be 
scuppered by the EU. Last year, a demand from Brussels to Malev 
to pay back state aid forcing the Hungarian flag carrier from the 
skies.
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SE infrastructure
80. Akfen Holding's IDO exits 
from bus transportation 

Erste

According to local dailies, IDO (Istanbul Fast Ferries), a 50% 
subsidiary of Akfen Holding, will exit from bus transportation 
services staring from March 1, 2013. Recall that IDO was providing 
integrated transportation services providing passengers travelling 
on its fast ferries with a single bus ticket. 

We think the decision will not hurt IDO's financials as we believe 
the bus services contribution is negligible. Therefore, we deem the 
news' impact on Akfen shares to be neutral. 

 

81. Details on third airport 
in Istanbul revealed

Erste

Binali Yildirim, Minister of Transportation, held a press conference 
this morning and provided details about the planned third airport 
in Istanbul. 

Below please find our key takeaways from his speech: - The 
tender announcement will be published tomorrow (January 24) 
and the tender will be held on May 3, 2013. 

- The construction of the airport will be in four phases and once 
all the phases are complete, the airport will have an annual 
passenger capacity of 150mn. 

- The tender will be a build-operate-transfer (BOT) model and 
the concession period, which will start once the first phase of 
the airport is finished, will be 25 years. The remaining three 
construction phases of the airport are expected to be completed 
within the concession period. 

- The bidder, which will promise to pay the largest rental payment 
to the Authority for 25 years, will be the winning party on May 3. 

- Once the winning party in the tender on May 3 is decided, 
and the relevant paper work is finalized, the project site will be 
submitted to the winning party for initiation of construction works. 
A maximum 48 months will be allowed for the winning party to 
finalize the first phase of the airport. However, Minister Yildirim 
indicated that they expect the first phase to be finalized in 42 
months. 

- Based on our understanding, the first phase of the new airport, 
expected to serve 90mn number of passengers per year, will 
become operational in 1Q17 at the earliest and 3Q17 at the latest. 

- What we understand from the minister's comments is that 
the winning party should begin construction in six months after 
the authority fulfils its obligations. The winner would receive no 
additional time to investigate external financing sources and will be 
obliged to initiate construction with at least 20% equity financing. 

The anticipated cost of the new airport's construction, excluding 
financing expenses, will exceed ~EUR7bn. 

- There will be minimum passenger volume guarantee by the 
Authority for a certain period of time (i.e. not for 25 years, but for 
the first 12 years and limited to 342mn passengers). That is, if the 
actual number of passengers remains lower than a pre-specified 
figure, the Authority will make a payment for the operator covering 
the difference (i.e. pre-specified number of passengers minus 
actual number of passengers). 

Technical details of the airport 
o The airport will be constructed on a total area of 77m m2 and all 
necessary infrastructure studies have already been finalized, while 
the 'Environmental Impact Assessment' report is being prepared. 

o The necessary transportation infrastructure (i.e.connecting 
railways from the city as well as roads) to reach the airport will 
also begin concurrently with the airport's construction. 

o Annual passenger capacity: 150mn 

o Total parking capacity: 500 aircraft 

o Number of terminal buildings: 4 

o Number of bridges: 165 

o Number of runways: 6 

o Expected number of employees: 120K 

Construction Timetable 
- 1st Phase: 90mn annual passenger capacity; main terminal 
building (680K m2), second terminal building (170K m2), three 
runways, 4mn m2 apron 

- 2nd Phase: One runway 

- 3rd Phase: 30mn annual passenger capacity, third terminal 
building (500K m2), apron, one runway 

- 4th Phase:30mn annual passenger capacity, fourth terminal 
building (340K m2), one runway 

Future of Istanbul Ataturk Airport 
In response to a question, Minister Yildirim said that Istanbul 
Ataturk will continue to handle general aviation services, the cargo 
business, and maintenance and overhaul services after the new 
airport becomes operational. 

It is our understanding that by emphasizing "general aviation 
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services" Minister Yildirim indicates non-commercial flights (e.g. 
personal uses of aircraft such as private jets). 

What about TAV? 
Recall that TAV has the right to operate Istanbul Ataturk Airport, 
currently the only international airport on Istanbul's European side 
until January 2, 2021. At the time TAV bid and was awarded the 
contract for Istanbul Ataturk, it was expecting to be the sole airport 
terminal operator on the European side until 2021. Moreover, the 
launch of the new airport will cease the use of Istanbul Ataturk for 
commercial purposes. Thus, it has been uncertain if and how TAV's 
losses will be compensated by the government. 

Today, Minister Yildirim said that Turkey is a constitutional state 
and they have to and will consider TAV's losses. Yesterday, within 
this context, TAV announced that they had received a letter from 
the State Airports Authority indicating that the State Airports 
Authority would compensate them for their losses due to the third 
airport, in line with the minister's comments today. 

Thus, in order to protect TAV's rights and make sure that it does not 
incur any losses due to the government's decision to construct a 
new airport, the State Airports Authority will reimburse TAV's losses 
for the overlapping periods (i.e. if the airport becomes operational 
in say 2018, then State Airports Authority will compensate TAV for 
expected losses for the period of 2018-2021). State Airports Authority 
may receive consulting advice from independent third party sources 
to determine the compensation amount. 

Our view 
We support the government's intention to compensate TAV even 
though it is uncertain how TAV's actual losses will be calculated 
(including foregone revenues from service companies). We are 
also unsure as to whether or not the compensation would be 
enough to cover the loss of revenues had the airport been the sole 
operator during the overlapping period. 

On top-of prevailing uncertainties regarding the company's 
compensation package, we also argue that the upcoming tender 
will be a challenging one for which several parties (e.g. Koc 
Holding, Sabanci Holding, Alarko Holding, Limak Holding, IC 
Holding, Fraport, Celebi) have already pronounced their interest, 
and TAV's determination to win the tender in such an environment 
implicitly incorporates the risk of the acceptance of low IRRs. 

Having said that, the market is likely to overlook such risks and 
negatives and would enjoy the recovery in the share price as it 
has underperformed the index for the last few quarters. Thus, the 
current news flow would be regarded as positive for the stock. 

A more detailed analysis may be made after further analysing the 
tender details tomorrow. 

82. EBRD to fund Izmir Ferry 
Project 

EBRD

 The Izmir Metropolitan Municipality('Izmir or the City') is 

negotiating a loan from the European Bank for Reconstruction 
and Development the 'Bank' and intends using its proceeds 
for a project to procure, the acquisition of vehicle ferries, the 
construction of up to four new wharves and the construction of a 
repair facility. 

The proposed project, which has a total estimated cost of EUR 160 
million equivalent, will require the procurement of the following 
works, goods and consultancy services: · Contract for the supply 
of car ferries;

· Contract for the construction of wharves;

· Contract for construction of a repair facility;

· Contract for the supervision of works contracts 

Tendering for the above contracts is expected to begin in the first 
quarter of 2013 

 

83. Failure in wage negotiations 
at Turkish Airlines 

Erste

Turkish Airlines announced that they could not reach a conclusion 
with Hava Is (related workers' union) in collective bargaining 
negotiations covering the 2013- 2014 periods and going forward 
the talks will be supervised by an official negotiator appointed by 
the State. Reportedly, based on news portal airporthaber.com, 
Turkish Airlines offered a 3% y/y wage increase for 1H13 followed 
by another 3% in 2H13, 1H14 and 2H14. However, Hava-Is did not 
accept the offer. 

The failure in negotiations between Turkish Airlines and Hava-Is is 
nothing new as the last four-five talks were also dead locked. Recall 
that employees' wage negotiations covering the 2011-2012 period 
were only resolved after the Superior Council of Arbitrators took over 
to mitigate a solution and we believe that a similar process could 
take place this time as well. Thus, we perceive the news as neutral 
for Turkish Airlines' share performance for the time being. 

 

84. Foreign investors clear decks 
for new Istanbul airport

Hurriyet Daily News

Foreign companies have begun to take note of Istanbul's third 
airport project as the Schiphol Group, which operates Amsterdam 
Airport, expresses its interest, daily Milliyet reported today. 

A tender for a third airport in Istanbul with an estimated 
annual passenger capacity of 150 million will be held May. 3, 
Transportation Minister Binali Yıldırım announced on Jan. 23 as he 
explained the project in a press conference.

January 29, 2012 Page 27



bne:infrastructure

As details emerged, the curiosity of local and foreign companies 
rapidly increased, with Dutch airport operator Schipol Group as 
the frontrunner among the foreign names. 

TAV Airports, who operate Istanbul Atatürk airport, partnering 
with Aeroports de Paris (ADP) and Limak, operator of the second 
Istanbul airport, Sabiha Gökçen, are among the companies that 
have expressed interest in operation rights to the new airport. 

AIC Group, which owns Turkish airline company Atlasjet, has also 
been clearing the decks to bid for the project with a consortium 
including Italian design company One Works and investment firm 
TRKMW. 

"The duration of the operation lease will be 25 years and 
companies will bid over the amount they will pay for the lease for 
25-year operation," Yıldırım had announced.

The project will be conducted using a Build-Operate-Transfer 
arrangement with the cooperation of the private and public sector. 
The state will guarantee the amount of passengers and tariff 
levels for a certain amount of time. 

The call for tender
The announcement for the new airport's tender was published in 
national newspapers today. 

The tender's price specifications are set at 100,000 Turkish liras 
and the amount of the bid bond will be 40 million euro, according 
to the announcement.

85. Foreign investors 'banging at 
the door' for third airport bid

Hurriyet Daily News

A local airport builder says the tender for the country's largest 
airport may be launched this month. Foreigners are showing a 
great interest, the firm says

Turkey is expected to outline terms for the construction of a 
third airport in Istanbul in the coming weeks and the planned 
tender is already generating high interest, the head of Turkish 
infrastructure group Limak Yatırım Holding said.

Passenger traffic through Istanbul has risen sharply in recent 
years as flag carrier Turkish Airlines, one of the world's fastest 
growing carriers, has expanded routes around the world using the 
city as its hub.

The third Istanbul airport is planned to have an initial capacity for 
90 million passengers a year, extending eventually to 150 million 
passengers, and three runways.

Investors looking for local partners 
"We expect the tender terms to be released this month. There 
is big interest from international and domestic players in the 
process," Limak Yatırım chairwoman Ebru Özdemir told Reuters, 
adding it might consider entering a bid.

"Especially foreign firms are knocking at our door for partnering 
for the tender," she said, but declined to give details on which 
companies might be interested.

Özdemir said Istanbul's second airport, Sabiha Gokcen, in which 
Limak holds a 40 percent operating stake, would see passenger 
numbers rise more than 20 percent this year.

Sabiha Gökçen, in which India's GMR Infrastructure and Malaysia 
Airports Holding also have operating stakes, is expected to handle 
around 18 million passengers in 2013, up from 14.9 million last 
year, she said.

Turkish Airlines, which serves 217 destinations, is expected to 
shift some of its international flights to Sabiha Gökçen, which 
is located on the Asian side of Istanbul, from the main Atatürk 
Airport on the European side of the Bosphorus strait.

Limak Yatırım planned to bid at a tender expected this year for a 
second runway at Sabiha Gökçen, which could boost passenger 
numbers to 70-80 million and is expected to be operational in 
2016, Özdemir said.

Sabiha Gökçen has hired Bank of America Merrill Lynch, RBS and 
UniCredit for a debut Eurobond, sources told IFR and Reuters 
on Wednesday. In December, it won approval from the Capital 
Markets Board to issue bonds worth up to 500 million euros or the 
equivalent in U.S. dollars. 

Özdemir's statements came only days after Prime Minister Recep 
Tayyip Erdo_an's remarks that a tender for a separate large 
project, Istanbul Canal, would probably held in the first quarter of 
the year. 

Publicly known as the "crazy project," the 45 to 50 kilometers 
canal will link Turkey's will link the inner Marmara Sea to the 
Black Sea, creating a big island on Istanbul's European side.

86. Government clears deck for 
"crazy" road project

Hurriyet Daily News

The tender for the construction of a large canal, publicly known 
as the "crazy project," set to create a big island on the European 
side of Istanbul, will be held soon, Prime Minister Recep Tayyip 
Erdo_an has said. The preparations for the tender are continuing, 
and the goal is to hold it in the first quarter of the year, Erdo_an 
said during an Istanbul meeting on Jan. 12 with businessmen from 
Anatolia. 

A new tunnel under Istanbul"s Bosphorus, a little toward the 
southern part, was also among the government"s 2015 plans, 
daily Hürriyet quoted the prime minister as saying yesterday.

"We will finish the third bridge [over the Bosphorus] the same 
year," he said. "We will also finish the third Istanbul airport with 
an annual capacity of 100 million." 
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The "crazy project," a part of Erdo_an"s election campaign in 2011, 
involves opening a 45 to 50 kilometer canal that will link the inner 
Marmara Sea to the Black Sea. This will also help cut the risky 
tanker traffic through the Bosphorus, according to officials. The 
canal will be 25 meters deep and up to 150 meters wide. 

Separately, the first phase of another large project, the Gebze-_
zmir highway, which also includes a 1,700-meter bridge across 
_zmit Bay, will be finished by 2015 according to the plan, Transport 
Minister Binali Yıldırım told Anatolia news agency. Once finished, 
the new highway will cut travel time from Istanbul to _zmir, the 
third largest city in the country, to 3.5 hours from the current 9.

87. TAV eyes LaGuardia

Hurriyet Daily News

TAV Airports has announced its interest in operating the $3.6 
billion Central Terminal Building of New York's LaGuardia Airport. 

The major Turkish airport developer and operator is set to file a joint 
application with Aéroports de Paris (ADP), who own a 38 percent 
stake in TAV, for prequalification for operating rights to LaGuardia 
Airport, TAV Chief Executive Sani _ener announced on Jan. 16.

"Together with our shareholder ADP, we will apply for qualification for 
operating rights to LaGuardia airport," Sener told Reuters during a visit 
from a French business delegation led by Trade Minister Nicole Bricq. 

The existing central terminal of LaGuardia, which serves only 
domestic flights, opened to the public in 1964 and was designed to 
handle 8 million passengers a year. However, it soon became too 
small for the amount of air traffic it faced, accommodating 24.1 
million passengers in 2011.

The aging, congested central terminal has long been projected 
to be replaced by a new and wider one, particularly after Delta 
Airlines announced plans to open a new domestic hub at the 
airport in 2011.

The Port Authority of New York and New Jersey (PANYNJ), the bi-
state port district authority running the airport, issued a Request 
for Qualifications in October last year, for the construction and 
operation of the planned new central terminal. The $3.6 billion 
project is to be the biggest public-private partnership in the 
history of the Port Authority.

The deadline for responses to PANYNJ's request is Jan. 25. After 
this date, the authority will issue a Request for Proposals (RFP), 
Airports Council International Magazine reported.

"After the qualification, we will have the RFP and understand the 
economics of the project," a spokesperson for TAV told the magazine. 
After the announcement, TAV's shares surged to 10.06 Turkish Liras.

As the leading airport operator in Turkey, TAV operates Istanbul 
Atatürk, Ankara, Izmir and Antalya Airports in Turkey, as well as 
others in Saudi Arabia, Tunisia, Macedonia, Georgia and Latvia.

Aeroports de Paris (ADP) bought a 38 percent stake in TAV last year. 

At the time of the acquisition, both companies signaled their 
intention to adopt a collaborative investing agenda regarding 
international airports.

88. Tender on Istanbul's third 
airport set for take off

bne

Ankara is set to kick off the tender process on Istanbul's third 
airport - which it claims will be the world's largest - within a 
week, an official said on January 17.

The groundwork for the project is complete and the government will 
start advertising it in preparation for the bidding process, Transport 
Minister Binali Yildirim said, according to the state-run Anatolia 
news agency. "I think we will announce [the tender] in one week," the 
minister said at an Istanbul meeting according to Reuters. The project 
will be Turkey’s largest public-private sector operation, he noted. 

The country’s economy administration is working on fine tuning 
the project, and an announcement in the Official Gazette may be 
published by the middle of the next week, sources told Reuters. 
Yildirim has said that the first phase of the third airport will 
open in 2016, and that it will have an eventual capacity of 150m 
passengers per year.

The new facility is desperately needed to ease a capacity crunch 
in the rapidly developing country. Turkey more than tripled the 
number of passengers in its airports to more than 130m in the 
past decade, Dow Jones reports. Meanwhile, Istanbul's first 
airport - Ataturk, hub for the world's fastest growing carrier 
Turkish Airlines - is already over capacity and suffers from chronic 
delays just a decade or so after operator TAV Airports expanded it. 

Foreign firms are looking for local partners for the eagerly 
anticipated tender, separate sources had earlier said. TAV - which 
sold a 38% stake to France's Aeroports de Paris for $874m in May 
- has said that it will bid for the project. Other companies to have 
expressed interest include Limak Holding, which operates Istanbul's 
second airport Sabiha Gokcen, and Alarko Holding among others. 

However, the market believes there's only one likely winner of the 
tender. Yildirim's words drove the shares of TAV to their highest for 
over five years on January 17, reports Bloomberg, rising 1.5% to 
TRY10.20 by the close in Istanbul.

89. Third Istanbul airport tender 
specifications to be announced today 

Erste

 Ministry of Transportation, Binali Yildirim, is expected to held 
a press conference today to provide detailed information about 
the long awaited third airport tender. According to local daily 
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Sabah, PM Erdogan said that they expect the third airport to 
become operational in three to four years. In the first phase of 
construction, annual passenger capacity will initially be 70mn and 
then increase to 90mn, finally reaching 150mn at the final stage. 
The tender specifications will be announced tomorrow, while the 
tender is expected to take place in April 2013. 

Meanwhile, TAV announced that they had received a letter from the 
State Airports Authority indicating that the State Airports Authority 
would compensate them for their losses due to the third airport. 
The State Airports Authority may receive consulting advice from 
independent third party sources to determine the compensation 
amount. 

As we have indicated several times earlier, we very much 
welcome reports that we are approaching the end of the third 
airport discussions as prevailing uncertainties about the timing 
and the content of the tender will disappear. We are especially 
looking forward to hearing the minister's comments about TAV's 
compensation package regarding TAV's expected losses as still 
have our reservations about how TAV's actual losses can 'fully' be 
reimbursed by the State. That said, we expect the news to have a 
positive impact on TAV's share performance. 
 

90. Turkey offers update on big 
ticket contracting projects 

Erste

Prime Minister Recep Tayyip Erdogan said that the Canal Istanbul 
Project studies are continuing and a tender is planned in the first 
quarter of the year. As it is already known, the "Canal Istanbul 
Project" is an artificial sea-level waterway on the European side 
of Turkey, connecting the Black Sea to the Sea of Marmara. The 
new waterway would bypass the Bosporus and would minimize 
shipping traffic in the Bosphorus. Erdogan also added that they 
are planning to open Marmaray (a rail transport project in Istanbul 
which consists of the construction of an undersea rail tunnel under 
the Bosphorus in addition to the modernization of suburban rail 
lines) on October 29, 2013, while they are planning to complete a 
"second metro tunnel" under the Bosporus, a third bridge across 
the Bosporus and a third airport with a 100mn pax capacity in 2015. 

Any positive developments regarding these projects would be a 
positive catalyst for listed contractors. 

91. Turkey's Polimex to build 
airport serving Turkmen capital

bne

Turkey's Polimex Construction has won a $2bn-plus contract to 
build a new airport serving the Turkmen capital, an Ashgabat 
official announced on January 12, as Ankara continues to build 
ties with the isolated but energy rich Central Asian country.   

The Turkmen government official, who requested anonymity, gave 
no further details, reports Reuters. The construction of the airport 
should begin this month and be completed in August 2016, the 
official Neitralny Turkmenistan newspaper reported earlier. It will 
have a capacity to serve 1,600 passengers per hour. 

Polimex has already built a modern airport near the Caspian Sea 
port of Turkmenbashi in western Turkmenistan and completed a 
number of other projects in the nearby resort area of Avaza and in 
the capital Ashgabat. 

Energy hungry Turkey has recently revived long-standing 
attempts to boost relations with Turkmenistan as part of a wider 
strategy to secure influence - and hydrocarbons - in its extended 
neighborhood. For its part, Turkmenistan is keen for foreign 
expertise to help it develop a range of large infrastructure projects 
as it seeks to use its growing energy revenues to build the country, 
including boosting its export capacities and options.

A September visit to Ashgabat by Turkish Energy Minister 
Taner Yildiz saw Ankara reveal an ambitious plan to include 
Turkmenistan in the planned TANAP gas pipeline, which will 
carry Azeri gas to Europe. However, Azerbaijan, which holds a 
controlling interest quickly blasted the suggestion, while getting 
Turkmen gas across the Caspian Sea would require a resolution 
of the long-standing log-jam in agreements from the five littoral 
states: Russia, Kazakhstan, Turkmenistan, Iran and Azerbaijan.

Ankara has been pushing to become a key importer of Turkmen 
gas for some time, especially given the ongoing arguments with 
Russia - its largest supplier - over prices. Meanwhile, Turkey faces 
several challenges elsewhere in the region, with US sanctions 
suppressing trade with Iran, intra-regional difficulties blighting 
Iraqi relations, and the Syrian crisis. 

At the same time, Turkmenistan is keen to diversify its export 
routes. Until 2009 it was totally reliant on Russian infrastructure, 
which saw it sell its gas at low prices to Gazprom, only for Moscow 
to pass it on to European customers at hugely increased prices. It 
is now plugged into China via a Central Asian route, but still needs 
further options to leverage its huge reserves, which are estimated 
to be the fourth largest in the world. It is even pushing a plan to 
route a pipeline through Afghanistan to supply India and Pakistan.

92. Turkish Airlines to buy over 
100 new planes 

Erste

 Turkish Airlines Chairman Hamdi Topcu said that they are 
planning to order more than 100 new generation narrow body 
aircraft in 1Q13 and are considering the Airbus NEO and Boeing 
MAX models. Exactly when these new additions will join the 
Turkish Airlines fleet is uncertain for the time being. Topcu also 
reiterated the airline's long-term goal of reaching a fleet size of 
350 aircraft by 2023. Lastly, Topcu said that they are currently 
working on issuing bonds to finance their fleet acquisitions. 

We welcome THY's management's growth oriented business policy 
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and consider the latest plan to expand the airline's narrow body 
aircraft portfolio within that context. On the other hand, the current 
low interest rate environment might probably have triggered THY 
management's desire to issue bonds as an alternative to the 
aircraft leasing option to finance new aircraft additions. We do 
not expect Topcu's comments to have a material impact on share 
performance as they are a repetition of broadly known facts. 

93. Turkish Airlines – Chairman 
and GM signal strong 4Q12 results 

Erste

According to news portal airporthaber.com, Turkish Airlines 
General Manager Temel Kotil said that they ended 2012 with 
USD9bn in revenues and target to reach USD19bn by 2020e and 
USD40bn in the next 10-15 years. Kotil also said that they are 
expecting to be granted the 5-star airline status in 2013e. On the 
other hand, Turkish Airlines Chairman Hamdi Topcu also said that 
they registered a USD9bn top-line in 2012e, while their net profit 
exceeded USD1bn. 

We are unsure whether the top management's comments refer 
to IFRS results since they can also be referring to tax-purpose 
financials. However, USD9mn in revenues with more than USD1bn 
bottom-line figures are still signalling better than expected 
4Q12 results. The market consensus based on Bloomberg data 
indicates a USD8.5bn top-line and USD0.5bn bottom-line, while 
we expect a USD8.4bn top-line and a 0.7bn bottom-line. 

94. Turkish Airlines: December 
Traffic Results - Looking ahead 
for 2013 

Erste

Turkish Airlines has announced its December 2012 traffic results. 
The company's full year traffic results are broadly in line with our 
estimates and do not incorporate any major surprises. 

The y/y improvement in the company's load factor continues to 
be strong. However, while we expect the improvement to prevail 
in the coming months, we expect it to slow down as a result of: 
(i) gradually surfacing high base effect and (ii) expected higher 
capacity introduction in 2013. 

The company carried 3.1mn passengers in December and 
39.0mn in 2012 as w hole, which both imply 20% y/y growth. 
At the beginning of 2012, the company was guiding for 38.2mn 
passengers, thus it exceeded its targets. Transfer passengers 
were the main driver of total growth as intl-to-intl transfer 
passenger traffic was up 44% y/y in 2012, while high margin 
business passengers for international routes grew by 34% in the 
same period. 

In terms of regional performance, Turkish Airlines registered the 
largest y/y growth in passenger traffic in South America thanks 
to the launch of Buenos Aires flights and the low base effect. On 
the other hand, the 28% higher than consolidated average growth 
recorded in Europe, the company's main market, in 2012 was 
also worth mentioning. The most important aspect of the regional 
figures is that all the sub-regions, both on a monthly basis and 
a y-t-d basis, recorded positive growth, which is a clear sign of 
Turkish Airlines' success in the execution of its hub & spoke model. 

As we left 2012 behind, we are now looking forward to Turkish 
Airlines operational figures in 2013. Management foresees 15% y/y 
growth in the number of passengers in 2013, while their capacity 
and growth expectations translate into a 110bps improvement in the 
load factor. Although our passenger number expectation is broadly 
in line with the estimate, due mainly to our conservative stance, we 
anticipate a lower load factor recording from the company. 

In light of the announced results and management's 2013 
guidance, we will examine our model assumptions and our 
current 12M target price of TRY 6.35. An upward revision to our 
target price is likely. 

95. Turkish Aviation Sector: 
Limak Chairwoman's comments 

Erste

Limak, one of the members of the consortium running Sabiha 
Gokcen, Istanbul's second airport, is expecting the tender 
specification for the long-awaited third airport in Istanbul this 
month. They have indicated that they have been receiving offers 
from various groups intent on partnering to participate in the 
tender. Additionally, Limak Chairwoman Ebru Ozdemir said 
that for Sabiha Gokcen they are targeting 22% y/y passenger 
growth in 2013 to reach 18.2mn passengers. Ozdemir added 
that the expected second runway construction in Sabiha Gokcen 
will be finalized by 2016, which will increase the airport's 
annual passenger capacity to 70-80mn. Ozdemir shared 
Limak's expectation that Turkish Airlines will divert some of its 
international flights to Sabiha Gokcen due to capacity problems at 
Istanbul Ataturk. 

Among listed aviation companies, Celebi Ground Handling will 
benefit most from the growth trend in Sabiha Gokcen as the 
company has the highest exposure in the airport. Since Istanbul 
Ataturk will continue to run its operations close to capacity, we 
expect the growth in Sabiha Gokcen to have no material impact 
on Istanbul Ataturk, or TAV, Istanbul Ataturk's current terminal 
operator. Finally, although we would be more happier if Turkish 
Airlines would have utilized a single airport as its main hub, it 
seems to be a necessity for the company to divert some of its 
domestic/international flights in the short- term (especially origin 
to destination traffic or those mainly feeding domestic routes 
i.e. Turkish ethnic traffic from Turkey-Germany). Therefore, the 
diligent execution of such a strategy is quite important for the 
company's long-term growth. On the other hand, we expect no 
material impact of the said comments on shares' performances. 
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