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TOP STORY INVESTMENT 
1. Ukraine and Gazprom go head to head 
Tim Ash, Standard Bank 
January 28, 2013 
 
News that Gazprom has dispatched a $7bn bill to Naftogas for its failure to take gas 
under the 2009 gas agreement between the two sides is a huge blow to Ukraine.  
 
As the FT article over the weekend indicated, the Ukrainian economy is in a 
somewhat precarious state and this claim risks breaking both Naftogas and state 
finances. It will also put considerable pressure on the balance of payments which is 
already straining under a wide current account deficit (~7% of GDP) and much 
diminished FX reserves (<$25bn). 
 
The claim comes out of the blue, as relations between the two sides has been 
reasonably constructive in recent years, and Gazprom had appeared somewhat 
understanding/flexible in terms of Ukraine's failure to meet the terms of the 2009 
take or pay agreement. Before Christmas the two sides had appeared to be 
negotiating hard over a new gas pricing agreement, with Kiev appearing confident 
over securing a pricing discount from the approximate $440 per 1,000 cu metres 
paid at present. 
 
What appears to have changed in just a matter of weeks is that Moscow seems to 
have been angered by Ukraine's reluctance to accept its terms for the revision to the 
gas pricing agreement - in particular Ukraine's membership of the CIS Customs 
Union, and joint control of gas sector assets. The final straw for Moscow appears to 
have been the recent agreement between Ukraine and a foreign energy major over 
investment in shale gas development in Ukraine. Specifically all the talk of this 
investment breaking the energy dependency on Russia, seems to have brought 
Moscow to the conclusion that the regime in Kiev was no longer a trusted long term 
partner. From Moscow's position the dispatch of a bill for $7bn is a crystal clear sign 
that the gloves are once again off in terms of the energy relationship with Ukraine.  
 
The big advantage of the 2009 gas price agreement reached between Russia and 
Ukraine was seemingly that it put the gas supply/transit relationship between Russia 



and Ukraine on a firmer market/contractual basis, and has been working pretty well 
since. That is, the agreement has thus far assured undisrupted supply of gas from 
Russia to Ukraine and on to Europe - remember prior to the agreement that a 
perennial problem had emerged around the New Year of price disagreements and 
subsequent disruptions in supply which proved costly to the European economy. The 
pricing formula and the supply volumes were clearly set in the contract, with 
payment by Ukraine due by the seventh of the month after the delivery of gas - 
typically Ukraine has been paying $700-800m per month for gas over the past yer or 
so. Thus far Ukraine has been paying religiously, and the frequent past occurrence of 
payment delays and arrears in payment has been avoided. Importantly, the 2009 
gas price agreement is subject to international arbitration in the Stockholm courts. 
 
Back in 2009 the agreement was generally viewed as a reasonable deal by both 
sides. In 2009 gas prices were on the rise, and supply was constrained. By this deal 
Ukraine secured assured supplies of gas for its economy, and the link to market 
prices was viewed as braking the dependency ratio between Ukraine and Russia, 
assuring Ukraine's sovereignty. Subsequently, with the advent of shale gas and 
downward pressure on gas prices, plus the desire for the diversification of gas 
supplies the 2009 agreement is no longer viewed in such a favourable light. 
 
The key problem for Ukraine is the "take or pay" nature of the agreement. Herein 
Ukraine is contractually obliged to buy 42 bcm of gas annually - it has the ability to 
buy 52 bcm. The problem in recent years is that higher gas prices, and reduced 
domestic consumption, has reduced Ukraine's appetite for imported gas. In 2012, for 
example, Ukraine is thought to have imported just 32 bcm, in theory leaving Russia 
with a claim for the outstanding 10bcm, and hence the latest $7bn claim, albeit it is 
unclear how with a $440 per 1,000 cu metres gas prices Gazprom ends up with a 
$7bn outstanding bill for Ukraine - perhaps this reflects accumulated debts since 
2009 on below contract take up of gas. 
 
Where do we to from here? 
 
First, Ukraine is likely to dispute the $7bn claim from Moscow, and all this is likely to 
end up in the courts. That is unless some compromise agreement can be reached in 
the interim. I would put the probability of such an event as quite low, given that this 
was a very confrontational move by Moscow - a sign of the low point now in Russo-
Ukrainian relations. Hence Kiev would now be forced into a humiliating about turn, 
likely forced to accept all of Moscow's conditions as the price for any agreement. 
Politically this would likely to impossible for a Ukrainian politician to accept, and 
especially with the incumbent, Yanukovych, lagging in opinion polls and facing 
presidential elections in 2015. I would also add that there is a not insignificant 
chance that this results in a broader deterioration in relations between Ukraine and 
Russia, akin to that which occurred in 2005 after the Orange Revolution, where a 
mini trade war broke out between the two states with a significantly negative impact 
on the Ukrainian economy in that year - Russia proved it still has a significant ability 
to disrupt the Ukrainian economy. 
 
Second, all this comes as Ukraine is due to start negotiations with the IMF this week 
over a new financing arrangement. Perhaps Ukraine's return to the table with the 
IMF had also served to anger Moscow. Negotiations with the IMF over a new 
financing arrangement are however also likely to be difficult, a reflection of both foot 
dragging in the past by the Yanukovych administration on the reform front, and the 
fact that with key opposition leaders still languishing in jail, key Western IMF 



shareholders are unlikely this time around to be willing to lobby in Ukraine's favour 
for IMF conditionality to be relaxed. The IMF will likely demand tough fiscal austerity, 
gas price hikes/liberalisation and FX market liberalisation as the minimum price for 
any deal - any programme will also be long on prior actions and short of front loaded 
cash disbursements. Ukraine's room for negotiation has suddenly shrunk quite 
considerably. Presumably, the Yanukovych administration will try and sell the need 
for going to the IMF, and implementing tough conditionality as being required 
because of the aggressive and confrontational stance of Moscow. Nevertheless, this 
will mark a turnaround in the policies of the Yanukovych administration. There is also 
the question mark as to whether Ukraine's desire/need now to reorient towards the 
West will require political concessions from Kiev, including the freeing of key 
opposition leaders, including Yulia Tymoshenko.  
 
I would argue that risks are again rising with respect to Ukraine, and for the 
Ukrainian economy, and its isolation both from Russia and more recently the West 
leaves it exposed. If the Yanukovych regime is to negotiate through this crisis it will 
have to make a stark choice between the West and Russia, but either choice brings 
with it risks. 
 
Ukraine won‚Äôt pay fine to Gazprom, willing to raise gas tariffs 
 
The Ukrainian government is ready to lift residential gas tariffs to remove the main 
impediment to a deal with the IMF, Foreign Affairs Minister Leonid Kozhara told the 
Wall Street Journal in an interview published on Jan. 30. Earlier last month, PM 
Mykola Azarov suggested that might happen in comments to international 
businessmen. 
 
Kozhara also said the Ukrainian government isn‚Äôt going to pay a USD 7 bln natural 
gas bill that Gazpron is demanding for allegedly breaching a 2012 take-or-pay 
agreement in 2012. Meanwhile, state gas producer and trader Naftogaz (NAFTO) was 
less straightforward on Jan. 31, stating on its website that it will consider 
Gazprom‚Äôs claim in due time, has sent a reply, and is going ‚Äúto solve all the 
issues related to the contract in accordance with its clauses.‚Äù Gazprom has yet to 
respond. 
 
Alexander Paraschiy: So far, Ukraine‚Äôs officials are speaking about boosting gas 
tariffs only when addressing an international audience. It will take a little time before 
they start to treat this option seriously and address it with Ukrainian citizens. Our 
argument is the Ukrainian government has no option but to deal with the IMF, which 
implies its officials will make concrete commitments that include a household gas 
tariff hike by mid-spring. 
 
The state‚Äôs reaction to Gazprom‚Äôs fine looks a bit puzzle-headed and we are 
likely to see the conflict will develop in the coming days. 
2. Ukraine's gas deal with Shell is unlikely to boost country's economy 
bne  
January 25, 2013 
 
A production sharing agreement between Shell and Nadra Yuzovska LLC for the 
development of Yuzovska shale gas deposit was signed in Davos on Thursday, wires 
reports. 
 



Yuzovska field located in Kharkiv and Donetsk regions is 7,886 square meters. By 
some estimates, the field could hold 4,054bcm of various types of natural gas and 
coalbed methane. Should the geological reserves be confirmed, Ukraine would fully 
resolve its gas deficit. Shell has already invested $400m in exploration. The whole 
project would require at least $10bn in investment. 
 
President Victor Yanukovych presents the agreement as game changer for Ukraine's 
investment climate and promises it will provide funds for social needs and boost the 
economy in general. But whether Ukraine gets all the money depends on the 
Yuzovsky field's reserves and production cost that is yet to be estimated. Shell 
expects to produce as much as 20bcmpa. The pessimistic scenario assumes 
production of only 7-8bcmpa.  
 
Uzivskyi site won't start operations in the coming few years, although in the longer-
term it will provide diversification to Ukraine’s gas balance. The deal could also help 
Ukraine to bargain for a better gas price for its imports from Gazprom. However, 
some experts doubt it as Ukraine's potential for increasing domestic gas production, 
and hence lessening its dependence on Russian gas, is very vague. "Nevertheless, it 
once again signals that Ukraine is doing its best to force Gazprom to lower the price, 
consequently reducing the chance that these high export prices will be sustained in 
the long run," Alfa Bank analysts say. 
 
Energy independence from Russia could lead to desired integration with EU but 
recent escalation of Yilia Tymoshenko's prosecution makes rapprochement with the 
West, where imprisonment seen as politically motivated, remote. The letter of 
support sent to Tymosheko on Tuesday by US Secretary of State, Hilary Clinton, 
means US and Europe will continue lobbying for her release. It also proves that 
Ukraine seen as politically unstable and corrupted country. To change that 
investment image it will take more than $10bn deal. 
 
3. PSA brakes Slovak car production further 
bne 
January 29, 2013 
 
Increasing worries over a sharp and sudden slowdown in the Slovak economy as 
auto exports drop, struggling French carmaker PSA Peugeot Citroen halted 
production at its Trnava plant on January 28, and penciled in another four idle days 
at the factory in February, blaming a continued drop in demand in European 
markets. 
 
"Demand for new cars in Europe is continuously falling. Decreasing trends in sales 
transform into production cuts by several carmakers," PSA Slovakia said in a 
statement. T company added that it still expects overall output at its Slovak unit - 
which has an annual capacity of 300,000 cars - to beat at 215,000 units in 2013. 
 
The French manufacturer is suffering even more than most European carmakers 
through the crisis, and last year announced thousands of layoffs in its home market 
as it pares back production. Thanks to its modern facilities, and the budget Peugeot 
207 and Citroen C3 Picasso models it turns out, the Slovak plant has escaped such a 
drastic fate, but it is still the weak link amongst the plants based in the country. 
 
While PSA announced in October it was to close the plant for 21 days due to 
decreased demand in European markets, the additional exposure of the Slovak 



plants of Volkswagen and Kia to developing markets outside the EU helped them 
both to record-high output in 2012. With domestic demand on the floor due to 
persistent unemployment, and other sectors struggling to contribute, that pair 
largely led Slovakia to better-than-expected growth of around 2.6% of GDP last 
year. 
 
However, recent data reveals a sharp slowdown in auto sector output in the final 
quarter of 2012. Falling production at the plants has slammed the brakes on the 
country's industrial output, and has most forecasters anticipating growth will slow to 
as low as 1% this year, although the finance ministry is still pushing a scenario in 
which it manages to pull itself to 2.1% expansion.  
 
4. Polish economy at risk as EU freezes road funds 
bne 
January 30, 2013 
 
Just a day after Warsaw announced it's ready to kick off its new infrastructure fund - 
designed to help ward off the sharp slowdown blighting  the economy - the EU said 
on January 30 that it has frozen close to €850m in financing for Polish roadbuilding 
due to suspicions that the country's contractors have been running a cartel. 
 
Polish officials have reacted with ire to an announcement from the European 
Commission that it has suspended around PLN3.5bn (€837m) in EU aid due to an 
alleged cartel amongst contractors bidding in tenders for three road-building projects 
that were co-funded by Brussels.  
 
"The commission has prudently interrupted payments until the situation is cleared 
and the scope of the problem is established," said Shirin Wheeler, European 
Commission spokeswoman. "We would like to see the payments resumed as soon as 
possible and are hopeful that this will be the case," she said in a statement to 
Reuters.  
 
However, Polish officials expressed outrage, in particular pointing to the fact that the 
move is prompted by Warsaw's own investigation and legal action over the issue. 
Polish prosecutors have already charged eleven as part of the case, including 
executives at the country's largest construction companies, as well as a director at 
state road agency GDDKiA. 
 
Minister of Regional Development Elzbieta Bienkowska told Polskie Radio: "The Polish 
system of selecting projects and contractors is running efficiently. Poland is the 
aggrieved party in this matter, as it was Polish law enforcement agencies that 
detected that perhaps there was some price-fixing between contractors." 
 
However, the European Commission statement concluded: "If these allegations are 
confirmed they will constitute a violation of the provisions of the directives on public 
procurement in the EU and will testify to potentially serious weaknesses in the 
management and control system." 
 
The projects at the centre of the case are two sections of the S8 express road, which 
links central and north-eastern Poland and the A4 motorway between Radymno and 
Korczowa. 
 
Bad timing 



 
Insisting Poland should not be penalized, somewhat discouragingly, Bienkowska 
claimed "you would have to assign a policeman to every contractor," to assure that 
there was no risk of any foul play. The timing of the news, highlighting the 
corruption in the Polish infrastructure sector, could hardly be worse.  
 
On the one hand, chronic financial pressure at many of the country's major 
construction groups in the wake of the state-driven build out of infrastructure ahead 
of the Euro 2012 football championships, is already helping to sink the economy into 
the mire of the Eurozone crisis, with the resultant job losses depressing domestic 
demand - the country's saviour until last year, and leaving it highly exposed to weak 
export demand in the Eurozone.  
 
On the other, the news arrived just a day after Deputy Treasury Minister Pawel 
Tamborski announced that Polskie Inwestycje Rozwojowe - Warsaw's flagship 
infrastructure fund unveiled by Prime Minister Donald Tusk in October and paraded 
as the government's key strategy to stimulate economic recovery and growth - will 
kick off in the second quarter. Aiming to leverage state assets of PLN40bn to raise 
international investment, mostly for road and power projects, PIR is central to 
Warsaw's target of securing PLN500bn for infrastructure to 2020.  
 
Finally, the raised profile of the scandal will do little to help the cause of the EU's 
biggest recipient of EU funds in its fight over the next long-term EU budget. Poland is 
leading a group of - mostly CEE - states that opposes net contributor states trying to 
quash the level of funding from 2014 - 2020. That quarrel is set to be reopened 
ahead of the next EU summit on February 7. 
5. PwC: 66% of Russian CEOs foresee increase in profit in 2013 
bne  
January 25, 2013 
 
Only 36% of global CEOs expect an increase in profit in 2013 versus 66% in Russia, 
according to PwC's Annual Global CEO Survey "Moving toward Stabilization". 
 
The proportion of optimistic CEOs has decreased from 40% to 36% in the world on 
average, but increased from 48% to 66% in Russia. 
 
Among the main risks considered by Russian CEOs is the shortage of skilled 
personnel. 
 
The investment priorities named by companies operating in various regions differ 
significantly. Two of three priorities are standard and common for all. They are 
expanding the client base and improving efficiency. In Russia, production capacity is 
important, too. Innovations are the priority in the other BRIC countries. M&As are to 
be expected in the USA while Western Europe intends to improve services. 
 
6. Record tender for Turkish roads and bridges may be canceled 
Hurriyet Daily News 
February 3, 2013 
 
The privatization of Turkey's toll roads and bridges with a record bid of $5.72 billion 
may be canceled by the government. "We will review the privatization offers, for 
example for the highways or bridges. We have much bigger expectations," Prime 



Minister Recep Tayyip Erdo_an said in an interview broadcasted live the evening of 
Feb. 1.  
 
The tender was the second highest privatization tender in Turkish history.Erdo_an 
added that he believed Turkey could see significant funds introduced into the 
country. 
 
A consortium of Koç Holding, Gözde Giri_im and Malaysia's UEM Group Berhad had 
won the tender. The tender, which was for a concession period of 25 years, included 
the Edirne-Istanbul-Ankara highway and the Bosphorus and Fatih Sultan Mehmet 
bridges linking the European and Asian sides of Istanbul. 
Official data from the country's highways agency showed that the toll roads and 
bridges generated revenue of 740 million Turkish Liras in the first 11 months of the 
year.  
 
Koç and Gözde Giri_im hold 40 percent and 20 percent in the consortium 
respectively, while UEM Group holds a 40 percent equity stake. Gözde Giri_im is 
owned by members of the Ülker family, who control the food giant Yıldız Holding. 
 
Daily Hürriyet's economy columnist Erdal Sa_lam reported that officials from the 
general directorate claimed during a meeting on the privatization process that the 
tender could be worth "20 billion dollars." Erdo_an, who did not participate in the 
meeting, was informed of the content. Erdo_an was highly influenced by the officials' 
opinion and had told his inner circle that the tender was "way too cheap," according 
to Sa_lam. It is likely that the Privatization Board of Turkey will organize a special 
meeting in the coming days and announce a new tender, Sa_lam wrote. 
 
7. Russia Must Tap Investment Potential – Putin 
RIA Novosti 
February 1, 2013 
 
The Russian government must turn the country’s enormous investment potential into 
a real flow of foreign capital, President Vladimir Putin said on Thursday. 
 
Putin was addressing a government meeting discussing Russia’s economic 
development to 2018, including measures to boost the country’s economic growth 
and reduce its dependence on raw material exports. 
 
Russia has fundamental advantages as one of the largest markets in Europe and 
globally, with experts ranking it among the world’s top five most attractive countries 
for investment, Putin said. 
 
“Our task is to turn this potential into a real inflow of investment and the creation of 
new jobs,” he said. 
 
The government should have a clear idea of how to work with investors, Putin said. 
 
“It is not enough to create conditions for investment, it is necessary to learn how to 
present this and sell it to investors, to persuade them to channel their capital toward 
our country,” Putin said. 
 



The Russian government announced on Monday it had hired US banking giant 
Goldman Sachs to polish the image of the country’s investment potential abroad and 
lure foreign cash. 
 
Under a memorandum signed with the Economic Development Ministry and the 
Russian Direct Investment Fund, Goldman Sachs will promote Russia’s contacts with 
international rating agencies, help organize roadshows, and bring together Russian 
officials with investors to improve the perception abroad of Russia's investment 
climate. 
 
That image-polishing effort will not merely be a substitute for measures to improve 
Russia’s investment climate, as these processes should go hand in hand, Deputy 
Economics Minister Sergei Belyakov said on Monday. 
 
Measures to improve the business climate, and remove administrative and corruption 
hurdles are at the top of the Russian government’s economic agenda, Putin said, 
adding he was concerned over slowing economic growth in Russia. 
 
“If we want to be competitive and solve social tasks successfully, the Russian 
economy should develop faster than the global economy. In the past two quarters, 
however, we have seen a slowdown in the domestic economy. In particular, 
industrial production growth has slowed to below 2% in recent months and fixed 
capital investment declined,” Putin said. 
 
A return to the growth model that existed before the global financial and economic 
crisis of 2008-2009 is impossible, the president said. 
 
“It is obvious that the return to the pre-crisis growth model is impossible, which 
relates both to Russia and the world as a whole,” Putin said, without explaining why. 
 
Before the crisis, the Russian economy showed robust growth based on the rising 
price of oil, the country’s key export commodity. Heavily reliant on raw material 
exports, primarily oil and gas, Russia has been attempting to achieve economic 
diversification for decades, with varying degrees of success. 
 
Developed countries are trying to use nonstandard monetary policy measures and 
are printing money, Putin said, warning of the disastrous consequences of these 
policies. 
 
The Russian government’s economic policies should take into account changes in the 
global economic environment, with the emergence of new regional markets, the 
shale gas revolution and technological changes, he said. 
 
“We have no right to go with the stream and wait passively to see how global 
economic processes will develop. We need to work actively and seek new 
approaches,” he said. 
 
8. Shelf Licenses to Bring Russia $5bn in 2013 – Dvorkovich 
RIA Novosti 
January 29, 2013 
 



Russia’s budget will receive an additional 100-150bn rubles ($3-5bn) in 2013 from 
payments for licenses to develop continental shelf and other deposits, Deputy Prime 
Minister Arkady Dvorkovich said on Monday. 
 
“This year, we will receive additional revenues of 100-150bn rubles that could be 
used to finance priority budget programs,” Dvorkovich said at a meeting with Prime 
Minister Dmitry Medvedev. 
 
Of this sum, about 54bn rubles will come from one-off payments by energy giants 
Gazprom and Rosneft for deposits granted to them on the continental shelf, 
Dvorkovich said. 
 
Rosneft will receive licenses for 12 offshore deposits in the coming days, Dvorkovich 
said. 
 
“All approvals for twelve sites requested by Rosneft have been completed. I expect 
the company will receive these licenses in the coming days,” Dvorkovich said. 
 
Russia considers its continental shelf, with recoverable hydrocarbon resources 
estimated at 98.7bn tons of oil and gas in fuel equivalent, a strategic asset. 
 
Existing legislation allows only Russian companies with over 50% state ownership 
and a minimum of five years’ experience in marine exploration to develop the 
country’s continental shelf. 
 
Only Rosneft and gas giant Gazprom currently meet these requirements, although 
they have the option of involving other companies in shelf development through joint 
ventures. 
 
Dvorkovich also said that around 100bn rubles will also be secured from auctions for 
onshore hydrocarbon deposits in 2013. 
 
In late 2012, Russia held auctions to sell the last three major Soviet-era oilfields - 
Lodochnoye, Imilor and Shpilman. 
 
The sums paid for the deposits considerably exceeded the selling price while the 
federal budget received over 100bn rubles in revenues, Dvorkovich said. 
 
“This is a good result, and competition among the bidders shows that the deposit 
development terms are acceptable, and our plans to improve the tax legislation are 
also perceived as positive,” Dvorkovich said. 
 
TNK-BP won the auction for the Lodochnoye oil deposit in East Siberia’s Krasnoyarsk 
Territory, which boasts about 43m metric tons (315m barrels) in recoverable oil 
reserves and around 70bn cubic meters in recoverable gas reserves. 
 
The Severo-Rogozhnikovskoye (Shpilman) oilfield in the Khanty-Mansi Autonomous 
Area in West Siberia, with 32.947m tons of C1 recoverable reserves, 57.432m tons 
of C2 recoverable reserves and 7.196m tons of C3 recoverable reserves, went to the 
Surgutneftegaz private oil company. 
 
The auction for the Imilor oilfield in the Khanty-Mansi Autonomous Area in West 
Siberia with 66.278m tons of C1 recoverable reserves, and 127.404m tons of C2 



recoverable reserves was won by Russia’s largest independent crude producer 
LUkoil. 
 
9. Turkey dumps pricey gas for power generation  
bne 
January 29, 2013 
 
France's GDF-Suez is leading a consortium which plans to build a 1.32GW coal-fired 
power plant in Turkey, as the big push to develop energy hungry Turkey's generation 
capacity turns back to coal in the face of continued high gas prices. 
 
The Ada Enerji consortium - consisting of GDF Suez, International Power and Mimag 
Enerji - has applied to energy regulator EPDK for a licence to develop the plant at 
Yumurtalik on Turkey's east Mediterranean coast, an EPDK spokesman told Platts on 
January 28. The spokesman confirmed that the planned plant will burn imported 
hard coal.  
 
The application represents the second such plan. Last week, Turkey's Bilgin Enerji 
Yatirim Holding confirmed that it has applied for a licence to develop a 1.37GW plant 
at Yumurtalik burning imported coal, through subsidiary Suba Enerji Uretim. 
 
The two planned coal-fired plants are part of a growing trend in the development of 
the Turkish power market, which has seen annual investment totaling 4GW over the 
past five years. EPDK President Hasan Koktas noted the same day, according to 
Hurriyet Daily News. 
 
Struggling to convince major supplier Russia to lower gas prices, and facing 
difficulties in tapping sufficient sources in its strife-ridden neighbourhood, Turkey's 
gas bill is provoking the current account deficit. With that imbalance noted as the 
country's major macro-economic risk - in particular because it exposes it to any 
potential shocks in the precarious Eurozone banking sector - the government has 
launched a strategy to divert investment into power generation away from gas and 
back to coal. 
 
Tactics including last year's cancelation of incentives of 20% or so for investors in 
gas-fired plants, the planned introduction of new incentives to encourage 
development of coal-fired capacity, liberalization of the country's coal fields, and a 
push to exploit overseas resources appear to be working. Applications for 
construction of gas-burning plants have decreased, while those for local and 
imported coal power plants have risen, the EPDK says. New applications for 
developing gas-fired plants - which had constituted the largest number of planned 
projects - have fallen, while investors are withdrawing and canceling current 
applications, the regulator reports. 
 
"Using local resources to lower the production costs, as well as the energy ministry's 
new model that opened up coal reserves to exploitation by the private sector, 
contributes to creating considerable added value, which helps balance the current 
account deficit," EPDK said. 
10. Turkey starts up state-run  mobile operator 
Hurriyet Daily News 
January 30, 2013 
 



PTTcell, Turkey's fourth mobile operator, founded by the General Directorate of Post 
and Telegraph Organization (PTT), has been established, claiming to provide cheaper 
service. 
 
The new operator will be the cheapest in Turkey, the general director of PTT, Osman 
Tural, said yesterday during a publicity meeting. "PTT has tossed its hat into the ring 
in this business with 4,500 PTT points at which citizens can benefit from this mobile 
service. One of PTT's 'T's' - referring to 'telephone' - was lost in 1995 with the name 
change, but now we are bringing the telephone back to the PTT structure with the 
introduction of this system," Tural said. 
 
Transport Minister Binali Yıldırım lauded the service and said the scope of the 
network would be expanded to cover the rural areas of the country within two years.  
He said the project was not for-profit, but rather was a public service project that 
was initiated through the Universal Service Fund. 
 
Avea, the mobile operator also run by state, is the provider of technical 
infrastructure and the mobile network for the new server. 
 
The operator eyes reaching 1.5 million subscribers in the first year, multiplying to 5 
million by the end of the second year. 
 
11. Turkey to explore Black Sea with Shell 
Hurriyet Daily News 
January 28, 2013 
 
Turkey's state-run oil researcher TPAO prepares to search for oil in the Black Sea 
with the Anglo-Dutch Shell, after failed attempts by international energy companies, 
according to sources. 
 
The ministerial sources said TPAO and the Holland-United Kingdom-based Shell have 
been in contact for an oil exploration partnership in the Black Sea. The contract date 
has been determined to be Feb. 14, when the two companies will reveal their search 
and production deal to the public, sources said. 
 
Furthermore, TPAO, which has carried out oil and natural gas exploration by itself, 
has received a proposal from Shell to work together in the Gulf of Mersin, alongside 
the other companies' proposals, sources say. TPAO might strike a deal with Shell or 
another company for a partnership in Mersin, as it had talks with 13 companies for 
exploring in the _skenderun-Mersin Gulf last year.  
 
However, Energy Minister Taner Yıldız has stated that TPAO would make a deal with 
"a giant company" in the next two or three weeks for oil exploration in the Black Sea, 
but did not give a company's name. He also said in November 2012 that a company 
that has not made oil explorations in the Black Sea yet applied for oil exploration 
there. The world's leading companies, such as Petrobas, Chevron and ExxonMobil, 
have drilled in the Black Sea.  
 
On the other hand, the Shell CEO said the company was working on the other side of 
Black Sea, but they would like to also work on the Turkish side, during his meeting 
with Yıldız and Prime Minister Recep Tayyip Erdo_an in September 2012. Moreover, 
Shell Turkey's CEO recently stressed their interest in the Black Sea. 



Shell has been conducting gas and oil exploration with TPAO in Turkey in the 
southeastern provinces of Batman and Diyarbakır, the central Anatolian province of 
Sivas as well as off the Mediterranean shore. 
 
A renewed Turkey in energy sector 
Yıldız stated Turkey should urgently renew its aging power stations and grids, adding 
that electricity meters that have operated for ten years will be renewed and the cost 
will not be reflected on consumers, Anatolia news agency reported yesterday. 
 
"We cannot allow Turkey to have stations and grids used for 30 or 35 years in 2023. 
Turkey should be renewed completely in the energy sector in 2023," he said. 
 
Meanwhile, Yıldız stated that TPAO would continue its work in Libya despite the 
country's rising internal disorder. TPAO applied for new search fields during its visit 
to Libya two weeks ago. 
 
12. UC Rusal life after the peace treaty 
Sberbank CIB 
January 31, 2013 
 
The signed shareholder agreement at Norilsk Nickel has restored the balance of 
power between Interros and UC RUSAL and secured access for the latter to Norilsk 
Nickel’s cash flows, which will be generously distributed via dividends. We estimate 
total proceeds related to Norilsk Nickel at $2.9bn over 2013_15, which should allow 
the company to start reducing its net debt of $11bn. 
 
? No more buybacks. The shareholder agreement secured UC RUSAL access to 
Norilsk Nickel’s cash distribution, stipulating a transparent and generous dividend 
policy instead of buybacks. 
 
? Dividends to total $2.3bn in 2013_15. Under the new dividend policy, overall 
payments are fixed at $9bn for 2013_15 and 50% of Norilsk Nickel’s EBITDA going 
forward, ensuring high dividend visibility (which is crucial for cash strapped UC 
RUSAL) and solid yields (6_13% in 2013_15 and 8_10% by 2020). This should allow 
the company to fully cover its interest expenses ($600m a year) and reduce its 
mammoth net debt of $10.7bn (as of end 3Q12) to at least $7.8bn by end 2015 
(excluding cash flows from the core business). 
 
? UC RUSAL – firmly a mid_cost producer. With production cash costs at 
$1,950/tonne FOB, UC RUSAL remains in the middle of the global cost curve. 
 
Inflationary pressures at its legacy assets will be offset by the replacement of 
outdated, high_cost capacity. The company is expected to increase its overall 
production from 4.16m tonnes in 2012 to 4.4m tonnes (attributable) by 2016. The 
BEMO smelter should be commissioned this year, and Taishet is expected to come on 
stream in 2016 (roughly 20 months after the re_launch of construction works). 
 
? Slow deleveraging. At our long_term aluminum price assumption of $2,500/tonne, 
we expect UC RUSAL to generate $2.7bn in EBITDA, translating into $900m in FCF 
($1.6bn, including the dividend from Norilsk Nickel). The company could thus reduce 
its net debt from $11.0bn as of end 2012 to $6.1bn as of end 2015. 
 



? Hidden problems. Decision_making at Norilsk Nickel will require unanimous support 
from both Interros and UC RUSAL, and there is no mechanism to resolve any 
potential deadlock. Furthermore, the signed agreement stipulates a five_year lockup 
period for all three core shareholders, reducing the already low chance of UC RUSAL 
monetizing the stake if it decides to do so. 
 
? Valuation. The market continues to value UC RUSAL’s core business at $1.1bn, 
ignoring the company’s improved cash flow profile (supported by dividends from 
Norilsk Nickel) and the recent growth in aluminum prices, up $90/tonne over the last 
three months. We see this as unjustified and adjust our target price from HKD5.60 
($0.72) to HKD5.83 ($0.75) and leave our BUY recommendation on the stock 
unchanged. 
 

NEWS INVESTMENT 
13. CEE failing to fight defence corruption 
bne  
January 29, 2013 
 
A survey by Transparency International says that more than two-thirds of countries, 
including many of the world's largest arms traders, have inadequate safeguards to 
prevent corruption in their defence sectors. Most CEE countries are ranked in the 
bottom half of the table, indicating moderate to high risk of corruption.  
 
Rating governments by criteria such as the strength of parliamentary oversight of 
defence policy and the standards expected of defence firms, the survey found that 
only Germany and Australia out of 82 countries surveyed had strong anti-corruption 
mechanisms, while 57, almost 70%, had poor controls against corruption.  
 
The 82 countries surveyed account for 94% of global military expenditure in 2011, 
worth $1.6 trillion, while the global cost of corruption in the defence sector is 
estimated to be at least $20bn a year, the watchdog said.  
 
CEE has been blighted by a series of defence-related scandals over the years. 
Slovenian Prime Minister Janez Jansa has been charged with bribery over a now-
abandoned 2006 deal to buy armoured vehicles. He has denied wrongdoing. In the 
Czech Republic, former defense minister Vlasta Parkanova had her parliamentary 
immunity stripped and is being investigated over a suspicious purchase of four CASA 
transport aircraft by the Czech military that took place when she was defense 
minister between 2007 and 2009.  
 
The majority of CEE countries found themselves in the "moderate risk" category: 
Bulgaria, Croatia, Czech Republic, Hungary, Latvia, Poland and Slovakia. Russia and 
Turkey, two of the region's biggest arms exporters, were considered to be at "high 
risk" of corruption in their defence sectors. They are joined by Belarus, Kazakhstan, 
Bosnia-Herzegovina, Serbia and Ukraine.  
 
Above that category is "very high risk" and "critical risk", the latter including Algeria, 
Angola, Cameroon, Democratic Republic of Congo, Egypt, Eritrea, Libya, Syria and 
Yemen.  
 
14. European Commission adopts proposals for a Fourth Railway Package 
European Commission 



January 30, 2013 
 
The European Commission today announced a comprehensive package of measures 
to deliver better quality and more choice in railway services in Europe. Rail is a vital 
part of EU transport, with a key role in addressing rising traffic demand, congestion, 
fuel security and decarbonisation. But many European rail markets are currently 
facing stagnation or decline. 
 
Faced with this reality, the Commission is proposing far reaching measures to 
encourage more innovation in EU railways by opening EU domestic passenger 
markets to competition, as well as substantial accompanying technical and structural 
reforms. 
 
Vice President Siim Kallas, European Commission Vice President responsible for 
Transport said: "Europe's railways are approaching a very important junction. Faced 
with stagnation or decline in rail in many markets across Europe, we have a simple 
choice. We can take the tough decisions now that are needed to restructure Europe's 
railway market to encourage innovation and the provision of better services. Rail will 
be able to grow again to the benefit of citizens, business and the environment. Or we 
can take the other track. We can accept an irreversible slide down the slippery slope 
to a Europe where railways are a luxury toy for a few rich countries and are 
unaffordable for most in the face of scarce public money." 
 
The proposals focus on four key areas: 
 
Standards and approvals that work 
The Commission wants to cut the administrative costs of rail companies and facilitate 
the entrance of new operators into the market. 
 
Under the new proposals, the European Rail Agency will become a "one stop shop." 
issuing EU wide vehicle authorisations for placing on the market as well as EU wide 
safety certificates for operators. Currently rail authorisations and safety certificates 
are issued by each Member State. 
 
The proposed measures would allow a 20% reduction in the time to market for new 
railway undertakings and a 20% reduction in the cost and duration of the 
authorisation of rolling stock. Overall, this should lead to a saving for companies of 
€500 million by 2025. 
 
Better quality and more choice through allowing new players to run rail services 
To encourage innovation, efficiency and better value for money, the Commission is 
proposing that domestic passenger railways should be opened up to new entrants 
and services from December 2019. 
 
Companies will be able to offer domestic rail passenger services across the EU: 
either by offering competing commercial services or through bidding for public 
service rail contracts, which account for a majority (over 90%) of EU rail journeys 
and will become subject to mandatory tendering. 
 
The proposals would bring clear benefits to passengers in terms of improved 
services, increasing choice. Combined with structural reforms, it could produce more 
than €40 billion of financial benefits for citizens and companies involved by 2035 and 



would allow provision of up to about 16 billion additional passenger-km according to 
Commission estimates. 
 
National domestic passenger markets remain largely closed. Only Sweden and the 
UK have fully opened their markets, with Germany, Austria, Italy, Czech Republic 
and the Netherlands having opened theirs to a limited extent. 
 
Experience in these open markets, has shown improvements in quality and 
availability of services with passenger satisfaction rises year on year and passenger 
growth in some cases of over 50% over 10 years. In other liberalised markets, 
tendering of public service contracts has shown savings of 20-30% for a given level 
of service which can be re-invested to improve services. 
 
A structure that delivers 
To ensure fair access for all to the railway, independent track ("infrastructure") 
managers must run networks in an efficient and non-discriminatory manner and 
coordinate at EU-level to underpin the development of a truly European network. 
 
To ensure that the network is developed in the interests of all players, and to 
maximise operational efficiencies, the Commission is proposing to strengthen 
infrastructure managers so that they control all the functions at the heart of the rail 
network - including infrastructure investment planning, day-to-day operations and 
maintenance, as well as timetabling. 
 
Faced with numerous complaints from users, the Commission considers that the 
infrastructure managers must have operational and financial independence from any 
transport operator running the trains. This is essential to remove potential conflicts 
of interest and give all companies access to tracks in a non-discriminatory way. 
 
As a general rule, the proposal confirms institutional separation as the simplest and 
most transparent way to achieve this. Rail undertakings independent of 
infrastructure managers will have immediate access to the internal passenger market 
in 2019. 
 
However, the Commission can accept that a vertically integrated or "holding 
structure" may also deliver the necessary independence, with strict "Chinese walls" 
to ensure the necessary, legal, financial and operational separation (see MEMO for 
details). 
 
Compliance Verification Clause: To safeguard this independence, in view of full 
passenger market opening in 2019, rail undertakings forming part of a vertically 
integrated structure could be prevented from operating in other Member States if 
they have not first satisfied the Commission that all safeguards are in place to 
ensure a level playing field in practice, and a fair competition is possible in their 
home market. 
 
A skilled workforce 
A vibrant rail sector depends on a skilled and motivated workforce. Over the next 10 
years, rail will face the combined challenges of attracting new staff to replace the 
third of its workforce which will retire, while responding to a new and more 
competitive environment. 
 



Experience in Member States which have opened their markets shows this should 
lead to new and better jobs. Under the EU regulatory framework, Member States will 
have the possibility to protect workers by requiring new contractors to take them on 
when public service contracts are transferred, going beyond the general EU 
requirements on transfers of undertakings. 
 
Next steps 
The Commission's proposals must be approved by the European Parliament and 
Member State Governments, before being adopted. 
 
15. Government provides RUB1m for each young doctor ready to work in 
rural areas 
bne 
January 27, 2013 
 
A total of 8,000 doctors in Russia became ruble millionaires over the last two years, 
as the government seeks to attract young specialists to rural areas to upgrade the 
quality of medical services, Health Minister Veronika Skvortsova said Friday, cited by 
The Moscow Times. 
 
The government provided RUB1m ($33,300) in financial support to each of the 
young specialists, who had agreed to move to the countryside in 2011 and 2012 to 
work in local hospitals, she said at a news conference after the Cabinet meeting. 
 
“One million is big money. They also get housing and a high social status,” 
Skvortsova said. 
 
An average doctor’s salary reached RUB32,700 a month last year after increasing 
13% from 2011, Skvortsova said at a meeting with President Vladimir Putin last 
week. The salary of nursing personnel reached RUB19,000, up 17% from the year 
before, she said. 
 
Recent measures to upgrade the health care system in the regions have borne fruit, 
Skvortsova said. 
 
Increasing the quality of medical services allowed for a significant reduction of 
mortality rates, which decreased 6.3% over the last two years to reach 13.3 people 
per every 1,000 residents, she said at the Cabinet meeting. 
 
The overall spending on modernizing health care in the regions over the last two 
years reached RUB700bn, Prime Minister Dmitry Medvedev said at the Cabinet 
meeting. 
 
16. Medvedev Criticizes EU Over Energy Market 
RIA Novosti 
January 24, 2013 
 
Russian Prime Minister Dmitry Medvedev accused EU countries on Wednesday of 
creating obstacles on the energy market. 
 
“On critically important markets, primarily the energy market, unnecessary obstacles 
to effective work are being erected. This is especially lamentable because the 
existing rules of the game are being retroactively changed. We see the actual seizure 



of previously created assets and the breach of previous accords,” Medvedev said at 
the World Economic Forum at Davos, apparently referring to the EU Third Energy 
Package. 
 
The EU Third Package for Electricity and Gas markets aims to separate production 
and supply from transmission networks, facilitate cross-border trade in energy, 
increase the effectiveness of national regulators, and promote cross-border 
collaboration and investment, greater market transparency on network operation and 
supply, as well as increased solidarity among the EU countries. 
 
The package, if implemented, would have implications for vertically-integrated state 
energy companies like Russia's Gazprom. 
 
Russia is not against change, but it is important the result is beneficial for all parties 
concerned, Medvedev said. 
 
“Moreover, we ourselves are interested in such changes but unilateral actions lead to 
other consequences and this is unacceptable for Russia,” Medvedev said, adding 
Russia would continue dialog with the EU on this issue. 
 
17. Oil Giant Rosneft Expands Stake in Venezuela Project 
RIA Novosti 
January 28, 2013 
 
Russia’s largest oil company Rosneft has signed a deal to acquire private oil firm 
Surgutneftegaz’s stake in the National Oil Consortium developing the giant Junin-6 
oil field in Venezuela, Rosneft said. 
 
The deal was signed during a meeting between Rosneft CEO Igor Sechin and 
Surgutneftegas head Vladimir Bogdanov in Moscow on January 25. 
 
“The Russian Government has approved the deal. This transaction is now complete,” 
Rosneft said in a statement. 
 
Before the deal, the National Oil Consortium comprised Russia's large oil companies 
Gazprom Neft, Rosneft, TNK-BP, Surgutneftegas and LUKoil, each holding equal 
stakes. 
 
Surgutneftegaz announced in November 2012 that it planned to sell its stake in the 
consortium. There were reports that TNK-BP might also quit the project. 
 
The National Oil Consortium holds a 40% interest in the Junin-6 project while 
Venezuela’s state oil and gas company PDSVA owns 60%. 
 
The 447.85 square kilometer Junin-6 block is located in the Orinoco Belt, and has 
geological reserves of 52.6bn barrels of oil, with 10.96bn barrels of recoverable 
reserves. 
 
Total development costs for Junin-6 are estimated at nearly $25bn. At peak 
production, the field is expected to produce up to 450 thousand barrels per day 
(about 22.5m tons of oil per year), according to information on the Gazprom Neft 
website. 
 



18. Russia's USC May Build 4 LNG Carriers for Arctic Project 
RIA Novosti 
January 28, 2013 
 
Russia's United Shipbuilding Corporation is to build at least four Arctic class LNG 
carriers for the Pechora liquefied natural gas project in northern Russia, its 
developer, the Alltech group, said on Friday. 
 
“We are in talks with Russia’s United Shipbuilding Corporation and we have signed 
several preliminary agreements on the issue…We are talking about four ships with a 
deadweight of about 170,000 metric tons each,” Alltech President Dmitry Bosov said. 
 
The Pechora project includes development of the Kumzhinskoye and Korovinskoye 
fields in the Nenets Autonomous District, with construction of an LNG production 
plant, a gas treatment plant, and logistics infrastructure. 
 
According to Alltech, the LNG plant will be launched in the fourth quarter of 2018 if 
the design phase goes ahead in the first quarter of 2013. 
 
Capital investment in the project is estimated at $4.5bn-$12bn depending on output, 
which could range from 2.6 to 8m metric tons per year. 
 
19. Russians’ salaries to double by 2030  
RIA Novosti   
January 30, 2013 
 
Russians’ salaries will at least double by 2030, according to a forecast of Russia’s 
long-term social and economic development until 2030 published by the Social and 
Economic Development Ministry on Tuesday. 
 
In line with the forecast, pensions will more than triple by 2030. 
 
As of late 2012, Russia’s average monthly wage amounted to some 26,500 rubles 
($882) and the country’s average pension totaled about 9,100 rubles ($303). 
 
Inflation in Russia will remain higher than in developed countries until 2022-2023, 
the forecast says. In 2012, inflation was 6.6 percent. 
 

OTHER NEWS INVESTMENT 
20. Official: Moscow gets better for starting business 
bne 
January 31, 2013 
 
Moscow made significant progress over the past year in easing conditions for doing 
business, a result that is expected to upgrade Russia in the World Bank's rankings of 
countries' attractiveness to investors, Deputy Mayor Andrei Sharonov said, The 
Moscow Times reported. 
 
Sharonov, who oversees the city's economic policy, said the role of Moscow is critical 
to upgrading the country in the rankings, as they are based primarily on the situation 
in the capitals of the countries measured. 
 



The World Bank upgraded Russia in its Doing Business ranking from the 120th place 
to 112th last year, a position the Kremlin hopes to dramatically improve over the 
next few years. 
 
Sharonov said Moscow had improved in some of those parameters in 2012. He said 
the reduction in the amount of time needed to get an electricity connection was the 
most impressive result. 
 
"We managed to significantly cut the time for getting a 15-kilowatt electricity 
connection," he said. "Previously, this process was rather nontransparent and took 
three to six months. Now, the figure in almost all cases is 15 days. This figure is 
important for us also because the World Bank experts compiling the Doing Business 
rankings look at it." 
 
City Hall is also working to ease the procedure for people who need a connection of 
up to 150 kilowatts. 
 
Sharonov said that the two biggest obstacles facing local entrepreneurs are getting 
electricity connections and obtaining construction permits and that resolving those 
issues remains a priority for City Hall this year.   
 
Municipal authorities will also work to facilitate registration of property and new 
firms. 
 
"There's a chance to achieve progress in simplifying company registration this year, 
and I hope we'll see it in the rankings," Sharonov said. 
21. Renova owner to invest funds from TNK-BP sale in Russia 
bne  
January 25, 2013 
 
The owner of multi-industry holding Renova group, Viktor Vekselberg, said Thursday 
that the bulk of the funds raised from the sale of a stake in oil firm TNK-BP to state-
controlled Rosneft will be invested in Russia in line with the wishes of President 
Vladimir Putin.  
 
Renova is part of a four-member consortium, which has recently sold its half of TNK-
BP for $28bn. Apart from Vekselberg's Renova, the consortium's members include 
Len Blavatnik's Access Industries, Mikhail Fridman's Alfa Group, and German Khan. 
 
"We are a Russian group and Russian businessmen… Russian investments will 
dominate," Vekselberg said in an interview with the Rossiya 24 television channel. 
 
"The deal has not been closed and the funds have yet to be received. If we get them, 
we have a long-term investment program." 
 
It remains unclear how much Renova will receive from the sale. 
 
Vekselberg said he plans to quit the raw materials business gradually to invest in 
alternative energy, machine building, and medicine. 
 
22. RusHydro intends to bring under its management the entire Russian 
water supply system  
VTB Capital 



January 31, 2013 
 
the sector is strongly underinvested, requiring an estimated USD 100-500bn capex – 
risk of new mostly socially oriented and likely value destructive projects 
 
News: RusHydro, the core operator of HPPs in Russia, might be interested into 
bringing under its management almost the entire water supply system of Russia 
(almost 84% of the whole system is currently under the control of local authorities), 
Kommersant reports. For that purpose, RusHydro is to set up a national corporation 
called Russian Water, in which the controlling stake would belong to the genco. 
 
Our View: The water supply business is currently fully regulated and remains low 
marginal (or even loss making). The operated assets are heavily depleted, needing 
capex of USD 100-500bn, according to the paper. Despite the fact RusHydro does 
not intend to move all (or a part of) the aforementioned assets onto its book, and 
instead focus solely on management, it poses another sizable risk of new socially 
oriented, low marginal and likely value-destructive capex projects (as might take 
place in the Russian Far East) that might end up being subsidised by the high 
marginality of the company’s core business (HPP production). We are reiterating our 
negative stance on RusHydro and believe that at the moment the company would be 
better to focus on improving capex and operating cost efficiency. 
 

SECTOR Gas 
23. Crude Times - Gazprom to lose export monopoly?  
Renaissance Capital 
January 28, 2013 
 
- Medvedev on Gazprom. On Tuesday (22 January), at the World Economic Forum in 
Davos, Switzerland, Russian Prime Minister Dmitry Medvedev said Gazprom could 
potentially lose its monopoly on natural gas exports to Europe; although he added 
that this should not lead to lower revenue for the country. We think it is important to 
try to differentiate between rhetoric and the real intentions of the government. We 
would be surprised if Gazprom’s monopoly were to be ended in the near term 
without broader reform of the company, and the whole Russian gas sector, which is, 
in many ways, outdated and resembles the Soviet-era planned economy. A state-
owned company having exclusive rights to exports is a Soviet-style arrangement that 
we believe has to change in the long term…but only as part of a wider overhaul of 
the sector. In our view, the price differential between Russian domestic gas tariffs 
and European prices is one of the conflicts that needs to be addressed here; the 
other being Gazprom’s sole ownership of the transportation network, with subsidised 
transportation tariffs. The export rent Gazprom earns is partially used to finance the 
maintenance of domestic pipelines, which in theory should be financed through 
tariffs artificially boosting returns at independent producers. An independently run 
transportation network, like in the Russian oil sector, would send more positive 
economic signals to market participants. At the same time, we think removing the 
gas subsidy from the domestic economy by gradually liberalising the domestic 
market would close the gap between export and domestic prices. Once this is done 
(and we do not expect it to happen for another two years), the government could 
consider liberalising exports, in our view; otherwise, it will face only lost export 
revenue (which appears to be a concern for the state). 
 



- Market performance: Russian oil & gas stocks were up 1.6% on average during the 
week to 24 January, outperforming the market by 0.4% and global majors by 0.8%. 
The top-performing stocks in the Russian oil & gas space were Rosneft (up 5%), 
Surgutneftegas common and preferred shares, Novatek, Transneft, Tatneft and TNK-
BP (all up 2%). KMG EP stock was the worst performer in the group (down 0.8%) 
over the period. 
 
- Events ahead: Shell is due to report 4Q12 and full-year results on 31 January, 
opening the reporting season for the global oil & gas majors. Exxon Mobil and 
Chevron are set to follow on 1 February. Lukoil will participate in a tender for 
Lebanese offshore licences on 1 February, with shortlisted contenders announced on 
31 March. On 4 February, Rosneft is expected to report FY12 results, and Russian oil 
& gas production data for January 2013 will be released. 
 
Ildar Davletshin  
Artem Kvas 
 
24. Gazprom: cost of South Corridor might reach $17bn  
VTB Capital 
January 29, 2013 
 
News: According to Interfax, Gazprom has estimated the cost of the South Corridor 
project (the system of pipelines connecting the company’s gas fields with South 
Stream) at RUB 509.6bn (USD 17bn). 
 
Our View: We are reiterating our cautious view about the substantial capex for the 
South Stream project and corresponding infrastructure. We estimate that the 
combined cost of constructing South Corridor and the offshore part of South Stream 
(where Gazprom is to finance 15% directly) might reach a substantial USD 20.4bn 
(another USD 20bn is expected to be financed by other partners in the South Stream 
consortium and debt financing). Given weak European demand and the unclear 
status of South Stream (under the Third Energy Project), coupled with the uncertain 
strategy of the state monopoly on the domestic market, we believe that such huge 
capex imposes additional risks on Gazprom’s cash flows and adds negative 
sentiment. We are maintaining our generally sceptical view on the company’s 
investment case and reiterating our Hold recommendation. 
 
Dmitry Loukashov, CFA 
 
Alexander Kirevnin  
Elena Kopylova  
 
Ekaterina Rodina 
Mikhail Zarkhi 
 
25. Gazprom: price for domestic customers to not depend on consumption 
pattern  
VTB Capital 
January 30, 2013 
 
News: According to Kommersant, the government has revoked its decision to 
introduce differentiated gas prices for Gazprom’s non-household customers 
depending on their consumption patterns. The planned scheme assumed discounts 



for customers with stable gas consumption during the year and premiums for those 
with a volatile consumption structure. However, it turned out that the most volatile 
consumers were social important ones. 
 
Our View: We believe that the issue will not have a notable impact on Gazprom’s 
financials, particularly given that the planned regulations never came into force. We 
see the news as neutral for Gazprom’s shares and do not expect the market to react. 
 
Dmitry Loukashov, CFA  
Alexander Kirevnin  
Ekaterina Rodina  
Elena Kopylova  
Mikhail Zarkhi 
 

SECTOR Oil 
26. Alliance Oil announces its capex plan for 2013  
VTB Capital 
January 30, 2013 
 
News: Alliance Oil announced its guidance for 2013 capex of USD 680-780mn in 
total, with c. USD 250-290mn to be spent on upstream and USD 430-490mn 
reserved for refining. 
 
Our View: Upstream capex is in line with 2012 numbers. Downstream capex is to be 
mostly spent on connecting the company’s Khabarovsk refinery to Transneft’s ESPO 
pipeline (30km + compressor station), we believe. The company expects to finalise 
all the works in 2013, with the first 2mnt of oil (40% of Khabarovsk plant needs) to 
be delivered via the pipeline as early as 2014. We conservatively assume that the 
refinery is to be fully supplied with pipeline oil starting from 2015. We are keeping 
our forecasts unchanged for the moment. The announced number is slightly higher 
than the company guided at the end of 2012 (USD 680-700mn), which essentially 
means that 2013 capex might exceed that of 2012. This could affect the company’s 
FCF for the period and does not give any positive signals to the market. 
 
Dmitry Loukashov, CFA  
Alexander Kirevnin  
Ekaterina Rodina  
Elena Kopylova  
Mikhail Zarkhi 
 
27. Alliance Oil completes setup of joint venture with Repsol  
VTB Capital 
January 29, 2013 
 
News: According to an Alliance Oil press release, the company has completed the 
formation of Joint Venture AROG with Repsol. The latter has contributed its Eurotek 
subsidiary and paid USD 81mn in cash to the JV, while Alliance Oil has contributed its 
Tatnefteotdacha subsidiary. The total cash payment to Alliance Oil amounted to USD 
117mn, with AROG’s asset base at USD 885mn. 
 
Our View: This completes the deal announced in December 2011 and partially 
executed in August 2012. The parameters are in line with expectations and our 



forecast. We believe that the deal was fully expected and priced in by the market, 
and so will not trigger any reaction in Alliance Oil’s share price. Fundamentally, we 
see the deal as slightly positive for Alliance Oil’s balance sheet. 
 
Dmitry Loukashov, CFA 
 
Alexander Kirevnin  
Elena Kopylova  
 
Ekaterina Rodina 
Mikhail Zarkhi 
 
28. Bashneft: 2012 reserve replacement rate 123%  
UralSib  
January 29, 2013 
 
Proven reserves increase 1.2%, probable reserves increase 25.7%. Bashneft (BANE 
RX – Buy) announced the results of an independent oil reserves audit conducted as 
of 31 December 2012 by Miller and Lents Ltd under the PRMS classification, which 
showed proven reserves grew 1.2% to 2,007 mln bbl, probable reserves increased 
25.7% to 528 mln bbl and possible reserves increased 12.9% to 657 mln bbl. Thus, 
the replacement ratio in 2012 is 123.4%. 
 
Probable reserves rose as a result of the hidden potential of traditional regions. In 
2012, proven reserves grew by approximately the same amount as in 2011, 
reflecting stable reserve replacement despite mature fields. Interestingly, probable 
reserves soared 25%, causing 2P reserves to grow 5.5% YoY. This confirms 
management’s view stated in the autumn that Bashkiria’s resources are highly 
underexplored with hidden potential (compared to the adjacent regions – Samara, 
Orenburg and Tatarstan). 
 
Positive sentiment; we continue to like Bashneft. We see the audit results 
culminating in positive sentiment for Bashneft. They confirm our optimistic view on 
the stabilization of production in traditional regions, thanks to state-of-the-art 
technologies and Bashkiria’s underexplored fields. We continue to like Bashneft as it 
has stable ongoing cash generation, substantial growth potential, impressive 
corporate governance, reliable upstream expertise and a potential placement which 
will expand the investor base. 
 
We have a Buy recommendation on Bashneft. 
 
Alexei Kokin 
Stanislav Kondratiev  
 
29. C.A.T. oil announces upbeat 2013 order book  
VTB Capital 
January 31, 2013 
 
News: C.A.T. oil has announced that its 2013 order book stood at EUR 392mn as of 
30 January 2013. 
 
Our View: This represents an increase of 47% compared with the same period last 
year and also includes orders for traditional drilling. We understand that a third of 



the increase was due to one of its customers switching from the internal 
procurement of proppant to outsourcing to C.A.T. oil, which similarly inflates 
revenues and expenses. On our estimates, a quarter of the increase was due to the 
full-scale operations of the traditional drilling division, while 20% of the rise was 
likely due to an organic increase. ?In our view, the updated order backlog creates 
upside risks to our and consensus’ expectations, although the recent 30% run YTD 
indicates that the share price already reflects this risk, in our view. 
 
Colin Smith  
Marc Jacouris, CFA  
Dmitry Loukashov, CFA  
Alexander Kirevnin  
Ekaterina Rodina  
Elena Kopylova 
Mikhail Zarkhi 
 
30. EIA data – Substantial crude oil inventory build 
VTB Capital 
January 31, 2013 
 
This week’s EIA data saw crude inventory build 5.9mmbbl, more than double market 
expectations. Crude inventory levels have been high since April 2012, remaining 
above the top of the seasonal range in absolute terms, and now by some margin 
(Figure 1), while in terms of Days Forward Cover (DFC), crude inventory levels have 
been comfortable since mid-2012, despite high refinery utilisation. The surprisingly 
strong build in crude inventory came on the back of a 0.3mmb/d pick-up in crude 
imports but also a 0.3mmb/d increase in refinery throughput. Domestic crude oil 
production was largely flat WoW, meaning that roughly 2mmbbl of the inventory 
build remains unaccounted for. 
 
Gasoline inventory levels look much more normal following two successive 
unexpected and counter-seasonal draws which have taken the spread over the 
seasonal average from 13.5mmbbl to just 4.4mmbbl. After a significantly stronger 
than expected draw, distillate inventory remains comparatively low, even though 
inventory had re-built somewhat in November and December of last year. On a total 
crude and products basis, the inventory build in the week to 25 January broadly 
matched expectations. 
 
Implied all product demand was roughly flat WoW at 18.7mmb/d, after a 0.3mmbb/d 
WoW improvement in distillate demand was negated by reduced demand for residual 
fuel oil and the ‘other oil products’ category. While 18.7mmb/d is some distance from 
the seasonal average, it is 5.5% higher YoY for that week in the year. 
 
The recent expansion of the Seaway pipeline, from 150kb/d to 400kb/d, has in our 
view, contributed to the narrowing of the WTI discount to Brent on the advent of 
increased takeaway capacity from Cushing (Figure 2). That narrowing of the discount 
has come in spite of record, and rising, inventory levels at Cushing and recent 
operational hiccups which have lately restricted Seaway capacity back to 175kb/d. 
 
Oil prices have risen lately, with Brent even trading intraday above the USD 115/bbl 
mark, likely on the back of growing geopolitical concerns over the MENA region and 
mixed, but arguably positive, economic data and an increase in risk appetite. 
 



However, supply/demand fundamentals remain negative, in our view, and while not 
as soft as previously expected, we continue to see downside risk to oil prices. 
 

 
31. Iran potential to drive oil price up weakening 
VTB Capital 
January 30, 2013 
 
In our view, Iran was a key driver behind the strength of oil prices during 2012 (see 
Oil & Gas Price View – 2012 wrap, 2013 heads up of 9 January). We expect that the 
Iran factor will probably have less potency in terms of its impact on oil prices this 
year because Iranian production has slumped, but now appears to be stabilising 
(Figure 1), global oil inventories have rebuilt significantly (see IEA Data – January 
report; cut in OPEC production of 21 January) and global spare capacity appears 
likely to increase. 
 
According to the IEA, by the end of 2012, Iranian crude production had fallen from 
3.45mmb/d in December 2011 to 2.70mmb/d by December 2012 with crude exports 
down to just 1.2mmb/d. It would therefore probably require markets to be much 
more certain that the threat of military action against Iran was going to turn into a 
reality in order to make the Iranian nuclear issue a significant positive driver to the 
oil price than was the case last year, given the easing in oil market fundamentals 
and the lessening of Iran’s importance to global oil exports. 
 
We also believe that it is worthwhile paying attention as to how the nuclear issue 
might develop since the terms of the negotiations appear to us to be shifting. In 
particular, rhetoric from Iran’s leadership now clearly recognises that the impact 
from sanctions, and hence the pressure on Iran, is significant, as is also reflected in 
the collapse in the currency (Figure 2). While the outcome of the US Presidential 



election raises the possibility that the US will be more open to a negotiated 
settlement with Iran and the outcome of the Israeli elections might have weakened 
Prime Minister Netanyahu’s ability to keep the risk of the Iranian nuclear threat to 
the fore. Moreover, should as yet unsubstantiated reports of a substantial explosion 
at Iran’s Fordow nuclear enrichment site prove well founded, we would expect that to 
lessen tension over the nuclear issue, as it might represent a delay, perhaps a 
significant delay, in the nuclear progress Iran has been making. Finally, Iran is 
scheduled to hold Presidential elections in June and while President Ahmadinejad has 
already largely been side-lined by the Supreme Leader, and is not in any case 
eligible to stand for President again, the whole process might give clues as to the 
thinking of Iran’s leadership. 
 
IAEA discussions with Iran including over the ‘modalities’ of how to resolve the 
outstanding issues related to Iran’s past weaponisation activities appear quite active 
with a further meeting set for 13 February. There will also likely be a further IAEA 
nuclear inspection report toward the end of February, ahead of the Board of 
Governors meeting scheduled for early March. That and the confirmation of Chuck 
Hagel as the new Secretary of Defence for the US, seen as less supportive of Israel’s 
positions on Iran by many (assuming he is confirmed), could provide clearer 
indicators of whether the stand-off between the P5+1 and Iran might just be 
showing signs of movement. 
 
32. Klepach: Average oil price may exceed $100 per barrel in 2013 
bne  
January 29, 2013 
 
The annual average price for oil may exceed $100 per barrel in 2013, Russian 
Deputy Economic Development Minister Andrei Klepach said, cited by Prime. 
 
The ministry's official forecast for the average oil price is at $97 per barrel. 
 
"It could be about $100, or a bit more," Klepach told reporters. 
 
33. Lukoil negotiating launch of Odesa oil refinery with Ukrainian 
government  
bne 
January 28, 2013 
 
The Russian oil company Lukoil is holding negotiations with the Ukrainian 
government to remove technical obstacles preventing the start of the Odesa oil 
refinery belonging to the company, Lukoil President Vagit Alekperov told Interfax-
Ukraine on the sidelines of the World Economic Forum in Davos. 
 
"The fact that the pipe is filled with Azeri oil causes questions. That is, technological 
issues that we are discussing with the Ukrainian government need to be resolved. 
And the plant will be launched if these issues are resolved," Alekperov said. 
 
Ukrainian Deputy Prime Minister Yuriy Boiko told Interfax-Ukraine that the Ukrainian 
government is interested in launching the oil refinery. 
 
"We will facilitate this and will provide all conditions for the domestic oil refinery 
industry to start working. Practical steps toward this will be taken in the near future," 
he said without specifying details. 



 
34. Oil Giant Rosneft Expands Stake in Venezuela Project 
RIA Novosti 
January 28, 2013 
 
Russia’s largest oil company Rosneft has signed a deal to acquire private oil firm 
Surgutneftegaz’s stake in the National Oil Consortium developing the giant Junin-6 
oil field in Venezuela, Rosneft said. 
 
The deal was signed during a meeting between Rosneft CEO Igor Sechin and 
Surgutneftegas head Vladimir Bogdanov in Moscow on January 25. 
 
“The Russian Government has approved the deal. This transaction is now complete,” 
Rosneft said in a statement. 
 
Before the deal, the National Oil Consortium comprised Russia's large oil companies 
Gazprom Neft, Rosneft, TNK-BP, Surgutneftegas and LUKoil, each holding equal 
stakes. 
 
Surgutneftegaz announced in November 2012 that it planned to sell its stake in the 
consortium. There were reports that TNK-BP might also quit the project. 
 
The National Oil Consortium holds a 40% interest in the Junin-6 project while 
Venezuela’s state oil and gas company PDSVA owns 60%. 
 
The 447.85 square kilometer Junin-6 block is located in the Orinoco Belt, and has 
geological reserves of 52.6bn barrels of oil, with 10.96bn barrels of recoverable 
reserves. 
 
Total development costs for Junin-6 are estimated at nearly $25bn. At peak 
production, the field is expected to produce up to 450 thousand barrels per day 
(about 22.5m tons of oil per year), according to information on the Gazprom Neft 
website. 
 
35. Rosneft and Gazprom oppose offshore exploration by private companies  
VTB Capital 
January 31, 2013 
 
News: According to Kommersant, Rosneft and Gazprom have opposed the suggestion 
of the Ministry of Natural Resources to grant non-state owned companies the right to 
conduct geological exploration in offshore projects. In particular, the suggestion 
assumed that private companies could sell the results of that exploration. Any 
increase in the amount of exploration of the Russian offshore might substantially 
affect the price of licences in the future. The state companies claimed that such right 
would not bring any economic or geological benefits. 
 
Our View: We see the news as a continuation of the long-lasting dispute between 
state companies and the government over the terms of access to offshore projects. 
We continue to believe that liberalisation of offshore projects, were it to materialise 
(which we see as highly unlikely), would be positive for non-state owned companies 
and the sector in general. However, we do not expect any market reaction to the 
news, as no decision has been made yet. 
 



Colin Smith  
Marc Jacouris, CFA  
Dmitry Loukashov, CFA  
Alexander Kirevnin  
Ekaterina Rodina  
Elena Kopylova 
Mikhail Zarkhi 
 
36. Rosneft purchases 20% stake in Junin-6 consortium from 
Surgutneftegas  
VTB Capital 
January 28, 2013 
 
News: According to Kommersant, Rosneft has closed the acquisition of a 20% stake 
in the National Oil Consortium (which is exploring the Junin-6 block in Venezuela) 
from Surgutneftegas. The paper speculates that the deal was valued at around USD 
200mn. Kommersant also says that Rosneft’s CEO Igor Sechin has started a visit to 
Venezuela. 
 
Our View: We maintain our generally sceptical view on the plans of Russian oils, 
including Rosneft, to expand in the international projects. In particular, we believe 
that Junin-6 has a high risk of becoming a value-destructive project for its Russian 
participants. We also believe that projects in Venezuela have some degree of political 
risk, adding negative sentiment to the deal. 
 
Dmitry Loukashov, CFA  
Alexander Kirevnin  
Ekaterina Rodina  
Elena Kopylova  
Mikhail Zarkhi 
 
37. Rosneft sees total 2013 production at 215mt 
Alfa Bank 
January 31, 2013 
 
According to Interfax, Rosneft estimates that its total oil production in 2013, 
including its share in TNK-BP, will be 215mt. Rosneft's own production is expected to 
increase 1.3% to 127mt, while the TNK-BP share is expected to add around 1%, 
rising to 88mt. The production guidance is in line with both Rosneft and TNK-BP's 
strategies. 
 
Alexander Kornilov, Ph.D., CFA  
?Ekaterina Malkova 
 
38. Rosneft to supply oil to Glencore and Vitol  
VTB Capital 
February 1, 2013  
 
News: According to Vedomosti and RBC-Daily, Glencore and Vitol have agreed to 
purchase 67mmt of crude oil from Rosneft over five years. The contract value is 
estimated at USD 50-55bn, with prepayment of USD 10bn. Glencore is to purchase 
the oil with a premium of USD 0.7/bbl. The deal is to be closed in 1H13. 



 
Our View: Such a low cost funding would be positive for Rosneft. However, it is not 
clear from the news which base would be used to calculate the premium. We believe 
there is a low probability that Glencore would purchase oil from Rosneft at a 
premium to the Urals market price. 
 
Dmitry Loukashov, CFA  
Alexander Kirevnin  
Ekaterina Rodina  
Elena Kopylova  
Mikhail Zarkhi  
Colin Smith 
Marc Jacouris, CFA 
 
39. Russian oil output to reach 512–517m tones by 2030 
bne  
January 30, 2013 
 
Russia’s annual oil production may reach 512–517m tonnes by 2030, as follows from 
the innovation scenario released by the Economic Development Ministry. 
 
The ministry has developed 3 scenarios depending on oil prices. 
 
Under the basic scenario, Urals crude will cost around $127 per barrel in 2021–2025, 
and $151 in 2026–2030. Other two scenarios suggest that the price for Urals will 
float within $96–106 per barrel and $195–226, respectively. 
 
Except for cheap oil scenario, Russia is expected to gradually reduce its dependence 
on European oil consumers. The share of non-CIS oil exports is projected at 82%. 
 
The upgrading of export capacities on the eastern route will help Russia increase its 
exports to 252m tonnes by 2020 from 244m tonnes in 2011. Russian oil exports are 
expected to stabilize at 247m tonnes by 2030. 
 
According to the basic scenario, capital investments in oil development will reach 
RUB19tn in 2012–2030, the document said. 
 
40. Russian oils: dispute over oil product price regulatory issues – technical 
issue  
VTB Capital 
January 29, 2013 
 
News: According to Vedomosti, the CEOs of Rosneft, Lukoil and Gazprom Neft have 
asked Prime Minister Dmitry Medvedev to resolve the regulatory issues over oil 
products prices. The oil companies claim that, at the moment, when the Federal 
Anti-Monopoly Service (FAS) requests them to reduce prices, the Federal Tax Service 
(FTS) might impose fines for illegally reducing their tax base. The oil companies 
suggested that the prices set by FAS were not disputed by the FTS. 
 
Our View: Although this issue poses some difficulties for Russian oils at the moment, 
it is technical and likely to be resolved positively, in our view. We do not see any 
risks to the sector’s investment case and are keeping our forecasts unchanged. 
 



Dmitry Loukashov, CFA 
Alexander Kirevnin  
Elena Kopylova  
Ekaterina Rodina 
Mikhail Zarkhi 
 

SECTOR High Tech 
41. Dow, Rusnano to Develop Composites in Russia 
RIA Novosti 
January 28, 2013 
 
The Dow Chemical Company, DowAksa Advanced Composites Holdings B.V., 
Rusnano, and Holding Company Composite (HCC) signed a memorandum of intent 
(MOI) on Friday to develop a strategy to launch production of carbon fiber 
intermediates, composite materials, and solutions in Russia, Rusnano said. 
 
“The parties have agreed to explore opportunities in the areas of aerospace, 
infrastructure, energy, oil and gas, and transportation, and to explore supplying both 
the Russian domestic and global markets,” the company said. 
 
The MOI was signed at the World Economic Forum in Davos, Switzerland. 
 
“The signing of the MOI on potential manufacturing of carbon fiber intermediates in 
Russia marks a significant step forward in Dow’s innovation and growth strategy, and 
strengthens our commitment to addressing the needs of growing emerging 
geographies such as Russia,” Dow’s Chairman and Chief Executive Officer Andrew N. 
Liveris said. 
 
Rusnano CEO and Chairman of Executive Board Anatoly Chubais said the agreement 
opens “a pathway to our portfolio companies for business and technological 
partnership with Dow Chemical - the acknowledged leader in innovations in the 
chemical industry.” 
 
HCC CEO Leonid Melamed said he expected a strategic agreement will be reached 
later this year “on DowAksa’s investment in our project and set up the partnership 
that will promote our products in Russia, the CIS, and international markets.” 
 
42. Moscow Plays Down Kazakhstan Space Port Row 
RIA Novosti 
January 27, 2013 
 
Russian Foreign Minister Sergei Lavrov attempted to play down a dispute between 
Russia and Kazakhstan over terms for use of the Baikonur space center on Friday, 
after Russian media reports the previous day claimed the two states were on the 
verge of breaking off joint cooperation at the site. 
 
Russian media reports on Thursday claimed Russia and Kazakhstan might cease 
cooperation on joint space projects due to a limitation imposed by Kazakhstan on the 
number of Russian launches from Baikonur. 
 
The reports cited diplomatic notes between the two states, which Lavrov said were 
an attempt by the media to "make a mountain out of a molehill.” 



 
"A note was published in the media - I don't know who published it. We use notes, 
it's a normal form of diplomatic relations," he said following talks with his 
Kazakhstan counterpart Erlan Idrisov. 
 
Idrisov also attempted to play down the situation, claiming “there is no conflict” over 
Baikonur. 
 
Kazakhstan stopped Russia launching several rockets from Baikonur in May 2012 in a 
dispute over a drop-zone for falling debris from launches. Kazakhstan insisted this 
must be covered by a supplement to the main rent agreement on use of the site. 
Kazakhstan agreed in June to let launches go ahead, following talks with Prime 
Minister Dmitry Medvedev and his Kazakhstan counterpart Karim Massimov. 
 
Russia is doing everything to address Kazakhstan’s environmental concerns over 
space launches, Lavrov said on Friday, adding its Russian Proton carrier rockets have 
been modernized and the number of launches is agreed every year. The Kazakhstan 
government previously approved 12 Russian launches in 2013 (14 in 2012) whereas 
Russia had planned to make 17. 
 
“The presidents understand the need for addressing the situation and a decision has 
already been made to set up a special intergovernmental commission on the 
Baikonur complex,” Lavrov said 
The issue of control over Baikonur and the rent Russia pays Kazakhstan to use the 
facility have been the subject of ongoing dispute between the two nations ever since 
Kazakhstan gained independence from the USSR. 
 
The two sides signed an agreement in Astana on January 9, 2004, extending Russia's 
use of the space center's facilities until 2050. Russia pays an annual fee of 
approximately $115m to use the space center, which currently has the world's 
busiest launch schedule, as well as $50m annually for maintenance. 
 
Kazakhstan ratified the deal in 2004, after Russia's threatened to suspend other 
space projects with Kazakhstan if it did not do so. 
 
Baikonur has 15 launch pads for launching both manned and unmanned space 
vehicles and supports several generations of Russian spacecraft including the Soyuz, 
Proton, Tsyklon, Dnepr and Zenit. It was the site of the first launch into orbit of a 
spacecraft in 1957, when Sputnik was launched, and also Yury Gagarin's first 
manned space flight in 1961. 
 
Russia and Kazakhstan are working to build a new space launch facility at Baikonur, 
called Baiterek, to launch Angara carrier rockets capable of delivering 26 metric tons 
of payload to low-Earth orbits. The project is being implemented on a parity basis 
and enjoys tax and customs privileges. The two countries have reportedly each 
allocated $223m to build Baiterek under a 2004 agreement. 
 
Russia intends to eventually leave Baikonur and conduct its launches from the 
Plesetsk Cosmodrome in the Arkhangelsk Region and the Vostochny space center in 
the Far East. 
 
43. Sistema: Sitronics 2 on the agenda  
VTB Capital 



January 25, 2013 
 
News: Sistema plans to split RTI into a defence business and high-tech business, 
according to Kommersant quoting major Sistema shareholder Vladimir 
Yevtushenkov. The new tech company could get Sitronics R&D centre, ZTE R&D 
centre in China and Intracom Telecom. The holding has not decided yet whether 
more assets will go to the new tech company. The new tech company could then be 
further developed or sold, according to the article. 
 
Our View: We think carving out the RTI business is logical, as it is a defence business 
focused on government contracts. As for the high-tech business, we think the best 
case would be if Sistema were to sell the business. If Sistema decides to revive the 
IT business, investor sentiment would be negative, in our view, given the track 
record with Sitronics. Having said that, in terms of Sistema's gross NAV, the changes 
there would likely be negligible, unless the holding decides to carry out M&A in the 
space. 
 
Ivan Kim 
 

SECTOR Metals and Natural Resources 
44. Ferrexpo releases 3Q12 earnings  
VTB Capital 
January 31, 2013 
 
News: Ferrexpo has announced its 9mo12 interim financials ahead of the anticipated 
USD-denominated bond issue. The road show is set to start today, although the 
targeted deal size is as yet undisclosed. In 9mo12, EBITDA amounted to USD 
326mn, implying a 30% margin. 
 
Our View: We are not entirely clear on the reason for placing the bond, given the 
USD 674mn cash pile (in 3Q12) and the light debt repayments in the coming two 
years. Reducing reliance on secured lending is apparently one of the reasons, 
however the trade off is not obvious as this is likely to increase the interest rate 
given a PXF floating rate at a 225 margin over LIBOR. In our view, this has been 
shaped by the company taking a more conservative view on the development of the 
commodity market, while the debt markets look attractive at the moment for 
securing longer term liquidity. We note that the company has taken a similar step 
before. Our fixed income research team expects the deal to be at least of a 
benchmark size (USD 500mn). ?The 9mo12 earnings support our FY12 forecasts, 
and thus are neutral in our view. The implied 3Q12 EBITDA was reported at USD 
87mn, indicating a 25% margin. Even though that looks weak compared with 1H12 
profitability (a 33% EBITDA margin), we consider it to be reasonable and driven by 
the average 3Q12 iron ore price (62% Fe China CFR) at USD 112/t compared with 
USD 141/t in 1H12 (a 21% decline). The 4Q12 price averaged USD 121/t (up 8% 
QoQ) which is set to improve the 4Q12 financials, since costs peaked in 2Q12. That 
makes our FY12 EBITDA forecast of USD 423mn reasonable, in our view. 
 
Igor Lebedinets  
Victor Drozdov 
 
45. Highland Gold releases its 4Q12 operating results  
VTB Capital 



January 31, 2013 
 
News: Highland Gold has released its FY12 results, posting gold production of 217koz 
(up 18% YoY), exceeding the upper boundary of its FY12 production target of 200-
215koz by just 1%. 
 
Our View: This came in line with our expectations that the company would be able to 
surpass its guidance for 2012. Specifically, recoveries at the MNV processing plant 
improved substantially on the back of technical upgrades being implemented 
throughout the year. Highland managed to obtain this result, despite postponing the 
start of production at Belaya Gora to April 2013.?The company gave 2013 production 
guidance of 225-240koz. On Belaya Gora volumes, we assumed only 50% of the 
annual 80koz capacity in 2013. We estimate MNV to contribute 140koz (vs. 148koz 
in 2012), with NOVO adding another 75koz (vs. 64koz in 2012). This makes 250koz 
of expected production for 2013 in our model. We see some moderate downside for 
our NOVO projection, as well as a slower ramp-up at Belaya Gora, but overall the 
2013 guidance looks reasonably conservative. We note that the company was 
previously more upbeat on the prospects for 2013, seeing production at 260-
270koz.?The stock is likely to continue to benefit from the fairly good results in the 
medium term, in our view, but the production outlook is now more conservative. 
Moreover, it remains to be seen if speculation about the potential pricy acquisition of 
the Kekura deposit materialises and negatively affects the valuation, as it could 
substantially change Highland’s debt leverage profile and overload the company with 
capex requirements. Assuming no risk from Kekura, the stock looks inexpensive and 
has good upside, otherwise (if the deal happens at a price of USD 300-400mn) it 
appears to be fairly valued at the current level. Despite this uncertainty, we are 
reiterating our Buy recommendation for Highland, but stress that there are above-
average risks in the name. 
 
Nikolay Sosnovskiy  
Vadim Astapovich  
Victor Drozdov 
 
46. MMK 4Q12 operating results  
VTB Capital 
February 1, 2013  
 
News: MMK has released its 4Q12 operating results, posting consolidated crude steel 
production down 12% QoQ to 3mnt and finished steel products down 9% QoQ to 
2.8mnt. 
 
Our View: The results are neutral, having been negatively affected by seasonality 
and company-specific factors. At the same time, there have been some positive 
developments which might partially offset the unfavourable impact. 
 
?In 4Q12, seasonality drove MMK’s production and sales volumes down, on the back 
of lower activity in the domestic construction sector (with HRC sales volumes 
decreasing 9% QoQ). In addition, the domestic share of total sales was down 
slightly, from 78% last quarter to 76%. At the same time, the company managed to 
improve its product mix with the share of high value added (HVA) products up 4pp 
QoQ to 44%, driven primarily by increasing sales volumes of high margin galvanised 
steel. On the negative side, MMK-Metalurji’s production volumes were down 
significantly as the production of crude steel and low margin HRC at the plant was 



halted in November. ?As for the annual results, we highlight that MMK reallocated 
volumes previously shipped to Iran (which was a significant part of its total exports) 
to other markets, in light of the international sanctions imposed on the Islamic 
Republic. That meant that annual finished steel production increased 7% YoY.?We 
expect the 4Q12 operating, and financial, numbers for MMK to be largely neutral for 
market sentiment as the focus is shifting to the company’s sensitivity (vulnerability) 
to the spike in iron ore prices. 
 
Igor Lebedinets  
Victor Drozdov 
 
47. NLMK 4Q12 trading update  
VTB Capital 
January 31, 2013 
 
News: NLMK has released its 4Q12 trading update, with total steel products sales 
volumes down 3% QoQ to 3.70mnt. 4Q12 revenues have been guided to decline 8% 
QoQ. 
 
Our View: The results are neutral, being shaped by a solid production run rate but 
deteriorating product mix, which is largely driven by seasonality. Importantly, the 
4Q12 revenue guidance points to an 8% QoQ decline, which implies the FY12 top line 
at USD 12.1bn (in line with our full year forecast).?The company nearly met its 
15mnt production target for FY12, but total sales were ahead of that, at 15.2mn. 
NLMK’s capacity utilisation rate on a consolidated level remained high in 4Q12, at 
93%, primarily due to the Lipetsk site running at over 97%. The latter was higher 
than its peers, primarily supported by additional off-take from the European rolling 
division. Nevertheless, seasonality hit the product mix with the share of slabs in total 
sales up 7pp to 58%. The international division showed a further decline in capacity 
utilisation, down 10pp QoQ to 67% (after dropping 12pp QoQ in 3Q12) as the weak 
market backdrop coupled with seasonal factors. Nevertheless, the division managed 
to improve the product mix, which we think will offset part of the cost inflation 
related to lower capacity. We view the operating numbers as supportive for our 
earnings expectations.  
 
Igor Lebedinets  
Victor Drozdov 
 
48. Norilsk Nickel - A play on stability 
Renaissance Capital 
January 28, 2013 
 
- Shareholders agree new targets. The four-year dispute between Norilsk Nickel’s 
controlling shareholders appeared to have discouraged investors, but the recent 
resolution of the conflict has meant a return of investor interest in the story. The 
shareholder agreement envisages the cancellation of a 17% treasury stake in 1Q13 
and the payment of dividends for 2012, 2013 and 2014 amounting to $2bn, $3bn 
and $3bn, respectively. Norilsk Nickel targets a payout ratio of 50% of EBITDA in 
subsequent years. Taking into account the cancellation of the treasury shares, we 
estimate FY12E dividends could reach $1.32/GDR, reflecting a 6.5% dividend yield, 
with FY13E and FY14E dividends at c. $1.9/GDR pa, reflecting a 9.5% yield. We note 
that the new shareholder structure includes the most powerful Russian oligarchs, 
with solid experience in the metals & mining (M&M) sector, with the state excluded 



from the ownership structure. We think all those involved in the deal are likely to 
focus on maximising the company’s cash flows and dividend payments, as well as 
achieving social stability at the major production sites. Should this happen, we 
believe it would be an unprecedented approach in Russian corporate history. 
 
- Capex an unknown quantity. We expect Norilsk Nickel’s capex to be c. $3-3.5bn pa 
over the medium term. We understand previous management considered cutting 
capex by 10-15% while trying not to damage the growth profile, whereas 
shareholders might expect more aggressive capex reductions of 40-50%. This report 
includes sensitivity analysis based on a 50% EBITDA payout ratio and a valuation of 
Norilsk Nickel under four commodity price scenarios: 1) our in-house price 
assumptions; 2) +10% vs our assumptions; 3) -10% vs our assumptions; and 4) a 
stress test based on 1H09 commodity price averages applied to FY13-14E. We also 
apply the capex levels ($1.75bn, $2.5bn and $3bn pa) for each scenario. Our 
sensitivity analysis indicates that the company could maintain a 50% EBITDA payout 
ratio and below 2x net debt/EBITDA in the event of a 10-15% capex reduction and a 
10-15% drop in metal prices from current levels. Reducing capex to $2.5bn pa may 
be realistic, as we do not believe Norilsk Nickel is significantly underinvested, but 
cutting capex by 50% could damage the company’s growth profile, in our view. 
 
- Late-cycle commodity play. Norilsk Nickel’s 1H12 revenue came from four key 
commodities – nickel (50%), copper (24%), platinum (10%) and palladium (16%). 
We believe Norilsk Nickel’s metals basket provides an attractive mix of exposure to 
late-cycle commodities and platinum group metals (PGM). Stainless steel accounts 
for nearly 70% of global nickel supplies, and Asia (incl. China) currently consumes c. 
70% of global stainless steel output, thereby supporting nickel prices. We are aware 
of the widespread market view that China’s 1mnt copper inventories and potential 
supply growth may put pressure on copper prices in 2013. However, China may 
decide not to disburse copper inventories, and the timetable for bringing new mines 
on line may slip. Copper prices could average above $8,000/t in FY13E, in our view. 
With regard to PGM metals, a Reuter’s poll expects palladium prices to set a record 
average high this year. Palladium and platinum prices are supported by growing auto 
production and reduced palladium sales from Russian state stocks. 
 
- Solid combination of strength and catalysts. We upgrade our Norilsk Nickel TP to 
$23/GDR (from $19/GDR), on our revised capex estimates and price assumptions, 
and reiterate our BUY rating on the stock. We believe Norilsk Nickel’s investment 
case is supported by an attractive combination of strengths and catalysts, including a 
robust balance sheet, an attractive product portfolio, ultimate leadership on the cost 
curve, a diversified shareholder structure (securing strong government relations, 
with zero state involvement in the ownership structure) and a solid dividend policy. 
We also note relative political stability in Russia. We position Norilsk Nickel as a 
dividend play rather than a growth play in the M&M sector, and political stability 
remains a crucial success factor for dividend-focused stocks, in our view. 
 
Boris Krasnojenov  
Vasiliy Kuligin 
 
49. Norilsk Nickel 4Q12 trading update  
VTB Capital 
February 1, 2013  
 



News: Norilsk Nickel reported its operating numbers yesterday: FY12 nickel 
production amounted to 300kt; copper production totalled 364kt of, palladium came 
in at 2,735Koz and platinum was 683Koz. The company guides 2013 nickel output at 
275-285kt, copper production at 360-365kt, and PGMs production at 2,625-2,640Koz 
and 655-670Koz of palladium and platinum, respectively. On a separate note, 
Interfax reported that Norilsk Nickel is considering the options to either shut down or 
sell its Lake Johnston project in Australia. Operations might be suspended in April. 
 
Our View: As usual, Norilsk’s operating results did not bring any surprises: 
operational leverage allowed the company to firmly meet its guidance issued in early 
2012, despite the QoQ volatility on the back of seasonal factors in the Norilsk 
industrial region. A small YoY production increase came from foreign assets with low 
profitability, which will not equally translate into cash flow expansion. However, the 
company apparently sees weaker operating results in 2013, particularly in nickel. We 
assume 302kt of nickel will be produced in 2013, but note that lower production 
would only have a marginal negative impact on our earnings estimates, with the 
effect on 2013F EBITDA limited to only 2%. Furthermore, YoY operating weakness is 
not surprising, as it reflects the main challenge faced by the company - ongoing slow 
rich ore depletion in the Norilsk region. This is slowly putting pressure on the 
company's efficiency and requires the company to invest in both mining and 
processing. We do not believe the increased dividend payouts are sustainable in the 
medium term given that the company needs to maintain its investment programme. 
We regard the sale of the high-cost Lake Johnston as potentially positive, although 
chances of a meaningful price are limited due to the distressed condition of the 
asset.  
 
Nikolay Sosnovskiy  
Vadim Astapovich 
 
50. Norilsk Nickel recieves response on export duty lift request – taxation 
preferences will not be provided 
VTB Capital 
January 29, 2013 
 
News: According to Interfax, Russian Deputy Prime Minister Arkady Dvorkovich has 
replied to the request from Norilsk Nickel’s CEO Vladimir Potanin, asking to lift the 
export duty for the company. Dvorkovich said that Russian legislation provided no 
grounds for such a change. 
 
Our View: Even though lifting the export duty would have been positive for Norilsk 
Nickel (providing some USD 500mn of potential savings in 2013, on our numbers), 
we had expected opposition from the government, given that there is limited 
opportunity to increase the budget income at the moment and base metals prices are 
above the constraint levels of 2009 (when Norilsk Nickel was provided with some 
taxation preferences). At the same time, we consider any potential positive impact 
on Norilsk’s earnings, of about 10% of 2013F EBITDA, to be an attempt to simplify 
financing for the company’s projected expenditures (i.e. its capex programme and 
dividend payments).?As for the short term, we see think it will still be possible to 
keep large dividend payments by reducing capex and raising debt. However, that 
might be not enough in the medium term, leading to cuts in the payout ratio.? 
 
All in all, we are reiterating our Hold recommendation as Norilsk Nickel is currently 
trading at a premium of more than 10% to peers on 2013F EV/EBITDA. 



 
51. Polymetal International 4Q12 operating results  
VTB Capital 
January 31, 2013 
 
News: Polymetal has released a strong 4Q12 and FY12 trading update. In 4Q12, the 
company produced 137koz of gold (down 30% QoQ and up 1% YoY), while silver 
output declined to 5.9mnoz (down 13% QoQ and 8% YoY).  
 
Our View: As a result, FY12 gold equivalent production came in at 1,063koz, up an 
impressive 31% YoY. That is 1% above the increased 1,050koz guidance and 6% 
above the initial plan of 1,000koz. Polymetal reported gold revenues of USD 
1,855mn, in line with our estimate of USD 1,846mn.?The company has reiterated its 
2013 production guidance of 1,200koz, but highlighted a potential 5% (60koz) risk 
on the back of the Amursk POX plant experiencing ramp up complications. The plant 
was working with full throughput as early as November, but faced technological 
problems with high chlorine content. Currently, the plant is working at 60% of its 
design capacity and recovery rates of 70%. On our calculations, this increases TCC 
at POX from USD 600-650/oz to USD 850/oz. Mayskoye is progressing on track, with 
first production expected in April 2013.?Polymetal has guided for total cash costs in 
2013 of USD 700-725/oz and capex of USD 300mn (we model USD 250mn). We see 
only a slight downside risk to our 2013 forecasts, as the company intends to 
compensate the potential output losses at POX with resumed concentrate sales to 
China.?We continue to like the story and believe the execution of existing growth 
projects, as well as the upcoming new generation of projects, are likely to help the 
company extend its production from 1.4mnoz next year to 1.7-1.8mnoz by 2017-
18.?Despite the somewhat mixed sentiment of the announcement and the 
challenging start to 2013, we believe that resource/production growth, gradual 
improvements at the POX plant and higher gold prices will help the name to climb 
higher in 2013, and are reiterating our positive views on the name. 
 
Nikolay Sosnovskiy  
Vadim Astapovich  
Victor Drozdov 
 
52. Polyus Gold International - 2012 production target beaten 
VTB Capital 
January 29, 2013 
 
This morning, Polyus Gold disclosed strong 4Q12 and FY12 operational numbers. The 
company managed to beat its production targets, even despite the challenging 3Q12, 
which saw power supply disruptions at the Olimpiada mine. We are revising our 2012 
forecasts upwards and increasing our 12mo TP 4% to GBp 300 on the back of the 
announced numbers. We view the stock as attractive considering the good 
operational results and outlook for 2013 as well as the potential changes to the 
shareholding structure of the company. 
 
2012 target surpassed by 5%. After producing 1,200koz for the first nine months of 
2012, Polyus’ gold output came to 478koz in 4Q12 (flat QoQ and up 20% YoY) 
thanks to improvements at the Olimpiada mine (recoveries rose to 74%, output 
increased 51% QoQ to 201koz accounting for third-party concentrate sales), 
improved production at Verninskoye (up 33% QoQ to 16koz, but still below the 
planned level of >40koz) and higher output at Kuranakh. However, there was a 



slight QoQ output decline at Titimukhta and Blagodatnoye, even though they were 
both up in YoY terms. The company produced 1,678koz for the full year, up 12% YoY 
and gold sales are estimated at USD 2.8bn, up 22% YoY. 
 
2013 target slightly increased. According to the announced guidance, in 2013 the 
company expects output to reach 1.7-1.8mnoz (and 1.59-1.68mnoz considering the 
agreed KazakhGold sale), which will likely enable further growth this year of 5-6% 
YoY. This is a slight improvement from the earlier number of just 1.7mnoz (1.6mnoz 
ex Kazakh mines). With work at Olimpiada relatively stable now, we see this as 
generally achievable. 
 
Natalka timeline reaffirmed, but spent capex figures are still low. In 2012, Polyus 
spent USD 700-750mn (including USD 100-120mn of maintenance capex), which is 
somewhat below the initial plan of USD 1bn. The company spent USD 300-350 on 
the construction of the Natalka mine, which is below the initially planned USD 
600mn; however, the company has reiterated its plan to start producing in 
December 2013. For 2013, Polyus plans to spend USD 1.5-1.6bn, including USD 1.1-
1.2bn for Natalka. Meanwhile, Natalka’s total capex has increased to USD 1.7-1.8bn. 
 
Positive view reiterated, TP raised 4% to GBp 300. We see the announced numbers 
as positive given the strong ending to the year and positive 2013 guidance. Under-
spending and capital cost growth at Natalka might indicate an increased risk of delay 
at the mine (but still affecting 2014-15F mostly). At the same time, Blagodatnoye 
and Verninskoye expansion plans, which we like more in terms of risk/reward 
profiles, are progressing well (Blagodatnoye FS has been finalised, Verninskoye’s is 
set to be reviewed by the board this summer). We believe the update will likely be 
taken positively by the market, especially considering the renewed interest to the 
name on the back of potential shareholder changes. Having made slightly positive 
changes to our 2012 forecasts and almost no changes to 2013, we are reiterating 
our Buy recommendation for Polyus with a TP of GBp 300. 
 
Alexander Pukhaev 
Nikolay Sosnovskiy 
 
53. Polyus has put for sale four deposits for $2.2bn  
VTB Capital 
January 31, 2013 
 
News: According to RIA News, Polyus Gold has put for sale four deposits, which are 
apprised as being worth USD 2.2bn in total. The news agency names the four as 
being the Kuranakh deposit (1.7mnoz JORC reserves, 132koz production in 2012), 
Nezhdaninskoye (up to 20mnoz of GKZ resources), Degdekan (3.0mnoz of GKZ 
resources) and Bamskoye (3.5mnoz of GKZ resources). Total Russian GKZ resources 
for these four licenses stand at 28mnoz of gold, implying a USD 80/oz potential 
selling price. No other details were provided. The company did not comment. 
 
Our View: In our view, the potential divestment of early staged exploration projects 
(like cited Nezhdaninskoye, Bamskoye, Degdekan) could be a positive move for 
Polyus, considering the projects are unlikely to appear in the construction pipeline 
during the next 4-5 years and therefore have little value assigned to them by the 
market. However, we stress that the mentioned USD 2.2bn price looks exceptionally 
high for this pack of assets, given that only one of them is in the operational stage 
(and moreover, with close to USD 1,000/oz TCC Kuranakh is the highest cost asset 



in Polyus portfolio), while the others are very early staged greenfields. In our Polyus 
model we value these assets at USD 650mn in total or USD 23/oz of GKZ resources, 
which corresponds to recent transactions, with USD 30-40/oz of JORC 
resources cost. ?The sale of these assets at the mentioned price could become a 
major positive event for Polyus, but we believe the chances of actually getting such a 
price are slim. Therefore, we do not think this news should be considered a strong 
driver for the stock. Despite this view, we see upside in Polyus Gold, driven by 
operational improvements and potential corporate changes and reiterate our positive 
view on the name. 
 
Alexander Pukhaev  
Nikolay Sosnovskiy 
 
54. Severstal 4Q12 operating results – weak numbers 
VTB Capital 
January 30, 2013 
 
News: Severstal has released its 4Q12 operating results, posting total crude steel 
production down 5% QoQ at 3.58mnt and total steel products sales down 14% QoQ 
at 3.3mnt. 
 
Our View: We view 4Q12 operating numbers as generally weak, but to a large extent 
attributable to non-company specific factors and therefore they have smoothed 
implications for the ongoing quarter and the 2013 outlook. ?What stood out the most 
was the 14% QoQ drop in sales volumes for the Russian division (1.8mntpq), which 
was partially attributable to disrupted operations at the St. Petersburg sea port, a 
seasonal decline in offtake and the halt of one of the EAFs (1mntpa capacity) due to 
an unfavourable scrap/slab differential, which appeared in October as competing 
volumes out of China pressured semis’ Russia FOB prices. Production for the division 
was down just 4% QoQ, which indicates an inventory increase will likely be required 
ahead of the March-April seasonal pick-up in demand (usual seasonal pattern). 
?Sales at the North America Division were down 10% QoQ (970ktpq), reflecting 
lower production at Dearborn due to the disruption of electricity supplies and the 
continued decline in local market activity along the utilisation rates. ?The mining 
division showed flat volumes in coking coal sales, while thermal coal volumes showed 
significant 37% QoQ growth on the back of seasonality in Russia and the spike at 
PBS, as the division managed to re-stock partially after weak 3Q12 sales. ?Sales 
prices were generally in line with the market; however, LDP prices are in the 
spotlight following a 14% QoQ jump. As well as the strong drop earlier in 2012, such 
a price movement is likely attributable to the product mix change. 
 
Igor Lebedinets  
Victor Drozdov 
 
55. TMK reports reasonably strong 4Q12 operating results and commented 
on 2013 outlook 
VTB Capital 
January 30, 2013 
 
News: TMK has reported its 4Q12 operating results. 
 
Our View: TMK has reported reasonably strong 4Q12 operating results, which came 
3% higher both YoY and QoQ and also showed a noticeable mix improvement 



towards higher-margin seamless pipes. The outlook for 2013 is cautiously positive 
and the company expects a slight increase in volumes even though their US sales 
will likely to continue to be depressed in 1H13. ?In our view, the operating results 
and 2013 outlook supports current consensus expectations for 2012 and 2013, which 
implies a broadly flattish EBITDA pattern in both 2012 and 2013. In the absence of 
noticeable growth for four years, TMK’s investment case comes down to whether the 
company can turn into a deleveraging story with a quick contraction of P/E and 
ample dividends. However, this would only be visible closer to end-2013: TMK is 
finalising its grand investment programme this year and is now having internal 
debates on the best way to allocate the money. Our tactical preference is for EDC for 
2013.?TMK’s net debt/EBITDA is forecasted to come down from 3.4x as of end-3Q12 
to 3.2x as of end-2012. Refinancing needs for 2013 are estimated at USD 516mn of 
loans and bonds as well as USD 413mn in a convertible bond, which could be 
presented to the company under the put option on 11 February. The company had 
earlier announced two acquisitions, slightly below USD 200mn altogether, which 
could also require some additional financing in 2013. Unutilised borrowing facilities 
amounted to USD 1,273mn as of end 3Q12 and TMK feels quite comfortable in 
managing its debt. 
 
Olga Danilenko 
 
56. UC Rusal to refurbish or shut down Nadvoitsk and Volhovsk smelters  
VTB Capital 
January 28, 2013 
 
News: According to Vedomosti, UC Rusal is considering refurbishing or shutting down 
the Nodvoitsk and Volhovsk aluminiumm smelters. 
 
Our View: Among UC RUSAL's assets, the Nadvoitsk and Volhovsk smelters are some 
of the major loss-making smelters, with total production cash costs nearing USD 
2,500/t. However, given the social importance of the assets, the company has yet to 
decide whether to shut production down or to refurbish the smelters. We note, 
though, that the company recently included them in the list of assets to be shut 
down, in line with its strategy on loss-making production sites.?As a significant share 
of the production cash cost at these smelters is attributable to electricity prices and it 
is not possible to guarantee lower tariffs, we consider the step to be logical. 
 
Nikolay Sosnovskiy  
Vadim Astapovich  
Victor Drozdov 
 

SECTOR Power 
57. German E.ON has disclosed its 2013 outlook for the group — including 
the Russian division  
VTB Capital 
January 31, 2013 
 
News: The key highlights from E.ON’s 2013 outlook for the Russian market are as 
follows. 
 
- The 2013 EBITDA guidance is “in line with 2012”.  
 



- E.ON expects lower margins on the power market in Russia in 2013 (in line with 
our view).  
 
- For 2012, EBITDA is EUR 0.7bn (RUB 28bn), in line with the expectations released 
recently by E.ON Russia (and our forecast).  
 
- No additional new-build projects are planned, with minimum maintenance through 
2015 (from EUR 0.3bn on 2011-14 to EUR 0.1bn in 2015). Keep a leading position in 
the Russian generation market in terms of operational performance. 
 
- E.ON announced that during its transformation phase it would focus its 
investments, which on balance are set to decline, even more strictly on its growth 
businesses. These include distributed generation (a business E.ON intends to expand 
rapidly), renewables and markets outside Europe, such as Russia and Turkey.  
 
- As a group, E.ON is to focus on EPS and cash flow, and return to a dividend policy 
with an annual payout ratio of 50-60%.  
 
- E.ON’s title on the slide describing its Russian business was ‘From growth driver to 
cash provider’. 
 
Our View: We now expect the Russian unit to present its strategy update for 2013 
(initially planned for 1Q13) and see E.ON Russia announcing some small to mid-size 
capex projects in distributed generation as well as sending a signal on the potential 
increase in dividend payouts. In late April or early May, we expect E.ON Russia’s BoD 
to decide on dividends for 2012.?Assuming the 2012 net income forecast of RUB 
18.5bn and a 50% payout, EONR trades at a 5% 2012 dividend yield and 9.6x 2012 
P/E. We expect net income to stay flat in 2013 and increase 20% in 2014 (after the 
Berezovskaya coal unit is launched). We believe that a further increase in the payout 
is possible and that there is upside to our net income forecasts. We believe that 
EONR is the highest quality story among Russian utilities and are reiterating our Buy 
recommendation for the name. 
 
Mikhail Rasstrigin  
Alexander Seleznev 
 
58. MOESK has disclosed preliminary FY12 results  
VTB Capital 
January 30, 2013 
 
News: Yesterday, MOESK held a press-conference with journalists and shared its 
view on the preliminary FY12 results and some strategic issues. The key highlights 
were: 
 
- FY12 Revenues are expected at RUB 118bn (down 7% YoY), EBITDA at RUB 40.9bn 
(up 3%YoY) and net income at RUB 17.1bn (flat YoY) 
 
- MOESK is currently in talks with the Moscow Government over acquiring Unified 
Energy Company (UEC), the second largest gridco in Moscow. No particular details 
were provided.  
 
Our View: The released preliminary FY12 figures (despite being strong by nature, as 
EBITDA implies 9% and 5% upside to both our forecasts and consensus estimates) 



are likely to be neutrally perceived by the market, as they fully match the company’s 
recent guidance disclosed at the end of the last year.?As for the potential acquisition 
of UEC (the potential merger of two companies was largely discussed in 2008-09), it 
is difficult to judge if it will be accretive or destructive for MOESK minorities, given 
there are no specific details about the counterparties’ valuations. However, we 
believe that a risk is likely to emerge that MOESK will be valued unfavourably, and 
an SPO will take place, despite the company’s relatively low net debt/EBITDA ratio of 
some 1x. We believe that the Moscow Government might try to return to the initial 
idea of owning not less than 25% of the unified company (its current stake in MOESK 
is 8%). 
 
Mikhail Rasstrigin  
Alexander Seleznev 
 
59. Mosenergo electricity production down 5.1% y/y 
Alfa Bank 
January 29, 2013 
 
Last night Mosenergo released its 2012 operating results, which were weak but 
largely anticipated by the market. Electricity production in 4Q12 decreased 3.5% 
y/y, causing production in 2012 to fall 5.1% on a y/y basis to 61.3bn kWh. The 
company explained the weak dynamics by the increase of net capacity inflow to the 
Moscow free-capacity-flow zone. The result was mostly expected by the market 
because in 9M12 Mosenergo demonstrated a 5.8% production decline, and it recently 
forecast annual production to be down 5.6% y/y. On the positive side, we note a 3% 
increase in heat production in 2012 (+10% y/y in 4Q12), which generated 43% of 
the company’s revenues a year earlier. 
 
We view the results as NEUTRAL to slightly NEGATIVE. Mosenergo is an interesting 
speculative idea at this time, as the company is in negotiations to acquire MOEK, 
which will allow it to increase the utilization rate of heat assets and cut heat 
transportation costs. At the same time, the influence of the Quadra acquisition on 
the company’s shares is currently unclear and will largely depend on the valuation. 
 
Elina Kulieva, Ph.D.  
?Dmitry Doronin 
 
60. OGK 5 records 5% YoY production growth in 2012  
VTB Capital 
January 31, 2013 
 
News: OGK 5 net power sales grew 5% to 44.5bn kWh in 2012 from 42.4bn kWh in 
2011. Sredneuralskaya (+21%) and Nevinnomysskaya (+11%) GRESes recorded the 
highest increase in production due to the launch of new units in 2H11. Konakovskaya 
recorded an 11% drop in production due to the high base effect of 2011. 
 
Our View: We welcome the positive operation results for 2012; however, we see do 
not expect them to have a substantial impact on the stock price. FY12 results, due 
out on 11 March, and the 2013-17 business plan presentation, scheduled for 26 
March, will likely shed some light on the dividend outlook for the stock, which in our 
view would be the key trigger for the share price. The stock trades at 6.8x P/E on 
2013 and 5.5x P/E on 2014 earnings. Should the genco’s board of directors decide to 
pay 50% of net income for 2012/13 it would put the stock at a 6/7% dividend yield. 



 
Mikhail Rasstrigin  
Alexander Seleznev 
 
61. Regulatory-Risk Decline A Sector Trigger but still capex pressure  
Uralsib  
January 28, 2013 
 
Regulation improves, but state control poses threat. Regulatory risks in the sector 
are declining with the end of the election period and the approval of new RAB 
regulations for discos as well as recent adjustments to long-term regulated tariffs. 
This protects shareholders’ interests and signals gradual transition for the heating 
business from annual to long-term tariffs. However, state-controlled companies 
retain their massive capex and reorganization processes, creating risks to minority 
shareholders. 
 
Top picks in second tier. E.On Russia (EONR RX – Buy) and Enel-OGK-5 (OGKE RX – 
Buy), the most efficient privately controlled gencos, have the best FCF-generation 
prospects. We also favor the MRSK Holding’s subsidiaries, given their strong financial 
performances following the recently finalized revision of the RAB tariff system and 
the privatization prospects for the sector in 2013-14. We particularly like MRSK 
Center & Volga (MRKP RX – Buy) and MRSK Volga (MRKV RX – Buy). Among liquid 
names, we currently prefer Federal Grid (FEES RX – Buy) and Inter RAO (IRAO RX – 
Buy), which offer better short-term opportunities. 
 
State to compensate losses from tariff revision. President Vladimir Putin has signed 
an amendment to the Russian energy law allowing companies to receive state 
compensation if previously-approved long-term tariffs are revised. If the tariffs are 
revised as a result of local government initiative, the compensation is to be provided 
by local governments. However, if the tariff revision is initiated at the federal level, 
then the federal budget is to compensate losses from such revisions. We expect this 
move to help return investor interest to the electricity-distribution sector. The 
reliability of investment in the sector was undermined significantly following the 
government’s decision to revise long-term tariffs at the beginning of 2011 ahead of 
the 2011-12 election campaign.  
Long-term heating regulation by 2016. The amendments signed by Putin also 
stipulate a gradual move from annual tariff revisions for the heating business 
towards a long-term regulation system. While details of a long-term regulation 
system for heating remain unclear, we see this move as positive for co-generation 
companies such as TGK-1 and Mosenergo, which would make additional profit on the 
back of cost-cutting programs in heating. Any cost cutting means lower revenues in 
the next regulatory period under the current annually revised cost-plus tariffs, while 
it could generate additional profit for companies once the regulatory period is three-
five years and companies are allowed to keep additional profit from cost cutting. 
Long-term regulation will also help to attract additional financing for the renovation 
of heat assets, as it will add clarity for investment planning. Improvements to 
heating notwithstanding, the main issue remains cash collection for heating, as heat 
customers are less organized, as it is much more complicated to limit heat supply 
than electricity supply. 
 
Distributors receive new long-term tariff regulation. The new parameters for RAB 
regulation were approved last autumn by regional energy commissions and the 
Federal Tariff Service. Tariffs were revised, as some regions experienced sharp 25-



30% surges in distribution tariffs in 2011. Such high tariff growth was unacceptable 
in the pre-election period, as it contributed substantially to the final electricity price: 
distribution tariffs amount to as much as 40% of the final average electricity price. 
As a result of the revision, the RAB base was downgraded by 29%, and several 
regions were switched from the RAB system to long-term tariff indexation, which is 
less attractive for companies, as it does not take the return on invested capital into 
account. However, the revision and approval of long-term tariffs for discos is a 
positive move, as it should support their stable performances. (See our report 
Distribution Companies – Changes to RAB Regulation Nearly Complete, from 1 
November 2012). 
 
Tariff growth to slow. While the approved RAB tariffs should result in lower tariff 
growth for 2013-14 (10% versus the previously approved 17%), we believe that the 
market has overreacted to the tariff revision. The discount to EM peers on P/E and 
EV/EBITDA expanded from 23% and 35% to 50% and 68% following the tariff 
decision. The 60% decline in distribution stocks was not only irrational, but also an 
overreaction by investors, as the entire concept of long-term regulation was violated 
by the government, which decided to revise tariffs that had been approved only a 
few months before. With the last amendments (at the end of 2012), the government 
is trying to regain the trust of investors, looking to compensate any losses caused by 
the revision of long-term tariffs. The new tariffs have maximum growth of 10%, 
which looks realistic from a socio-economic point of view and makes the new 
scenario more reliable for investors. 
 
Tariffs increased starting from 2H12. With the presidential elections in March, tariff 
growth was postponed from January until July. Once the elections were over, the 
1.5-year tariff freeze came to an end, and distribution tariffs were raised 10%, gas 
prices increased 15%, and wholesale electricity prices for 2H12 up 15% YoY in 
European Russia and 13% YoY in Siberia. With the next election scheduled for 2017-
18, it is reasonable to expect a relatively stable tariff environment for Russian 
utilities over the next few years.  
Government limits electricity-price growth in 2011-12. Electricity and heat tariffs 
were used as tools to achieve political goals during the elections. The government 
managed to revise tariffs for discos, change tariffs for gencos operating in so called 
‘force mode’ (providing capacity necessary for stable system operation), and cancel 
the investment component for RusHydro and Rosenergoatom. The government used 
its administrative resources to influence unregulated wholesale electricity prices, 
which were also under pressure in 2011-12. 
 
0113_Russia_power_electricity_prices_elections 
 
62. RusHydro 4Q12 operating results bring welcome surprise 
Alfa Bank 
January 29, 2013 
 
Yesterday RusHydro published very strong operating results for 4Q12 and FY12. 
Production in 4Q12 (ex. RAO ES of the East) surged 26.7% y/y to 31.3bn kWh. The 
main contributors were Far Eastern HPPs (+35.3% y/y) due to flash floods in the 
basins of the Zeyskiy and Bureiskiy reservoirs in August-September 2012 and the 
Central Federal District (+34.6%) from heavy rainfall and flooding in the Volga-Kama 
cascade. As a result, production volume for 2012 showed a healthy 5.4% y/y 
increase, reaching 112.7bn kWh compared to 6.5% growth the previous year. Annual 



production at Sayano-Shushenskaya HPP fell by only 3.6% y/y, which is also quite 
positive after its 33% plunge in 3Q12. 
 
Despite the fact that the impressive results were due to high water levels in 
reservoirs, which is a volatile measure, we believe the figures will be taken 
POSITIVELY by the market. We recommend RusHydro as an interesting speculative 
idea, as the stock still trades at a 21% discount to the upcoming share issue 
(RUB1.0/share) and implies almost 30% upside potential to our 12M TP of 
RUB1.03/share. 
 
Elina Kulieva, Ph.D.  
?Dmitry Doronin 
 
63. Russia's electric power output to grow 51% to 1.6tn kWh by 2030 
bne  
January 30, 2013  
 
Russia's electric power output is projected to grow by 50.6% to 1.589tn kilowatt-
hours (kWh) by 2030, RIA Novosti reported late on Tuesday, citing a forecast for 
Russia's socioeconomic development until 2030 prepared by the Economic 
Development Ministry. 
 
By 2020, power production in Russia could grow by 24.5% to 1.313tn kWh, if the 
country were to develop in accordance with an innovative scenario. 
 
In accordance with a conservative scenario, Russia's electric power output will 
increase by 47.6% to 1.557tn kWh by 2030 and by 22.1% to 1.288tn kWh by 2020. 
 
The innovative scenario also envisages that the share of nuclear plants in Russia's 
total power production will increase to 18.0%-19.0% by 2020 and 22.0%-23.0% by 
2030 from 16.8% in 2011. Under the conservative scenario, this share will grow to 
19.0% by 2020 and 23.3% by 2030. 
 
The share of hydropower plants will decrease to 15% by 2020 and 14%-15% by 
2030 from 15.6% in 2011, while the share of thermal plants will decrease to 60%-
61% by 2030 from 67.9% in 2011. Under the conservative scenario, the share of 
hydropower plants will be 15.2% in 2020 and 13.8% in 2030. 
 
Under the innovative scenario, Russia will increase electric power exports to 63-64bn 
kWh in 2020 and 100bn kWh in 2030 from 22.6 billion kWh in 2011. Under the 
conservative scenario, power exports will grow to 53-54bn kWh by 2020 and 100bn 
kWh by 2030 mainly due to higher exports to China. 
 
64. TGK-1 reports strong operating results for 2012 
Alfa Bank 
February 1, 2013  
 
Yesterday, TGK-1 released strong operating results for 2012. In the fourth quarter, 
electricity production advanced by 15% y/y, with production at low-cost HPPs edging 
up by a hefty 21.5% due to high water levels. As a result, full-year electricity 
production rose by 7.1% y/y to 30.4 GWh compared to our forecast of 6.3%. 
Production at the new steam-gas units increased from 3.3 GWh to 4.6 GWh, 



comprising 15% of total production. Heat production edged up 1.5% to reach 26.4 
Gcal/h. We view the results as POSITIVE for the stock. 
 
As the peak of the company’s investment spending is now past, TGK-1 is able to 
increase dividend payments. If the payout ratio is set at 25% for 2012, as Gazprom 
targeted during the last investor day, it would give a solid 4% dividend yield. We 
recommend TGK-1 as a buying idea, with target price of RUB0.0097 and 23% upside 
potential. 
 
Elina Kulieva, Ph.D.  
?Dmitry Doronin 
 
65. TGK1 might be forced to cut 50% electricity tariffs to Rusal’s smelters  
VTB Capital 
January 28, 2013 
 
News: According to Vedomosti, as one of the measures to support Rusal’s smelters 
in North-Western Russia (Nadvoitsk and Volhovsk), the Government might force 
TGK1 (one of the key electricity suppliers in the region) to cut its electricity tariff in 
favour of Rusal by almost 50%. The paper, citing an undisclosed source close to 
Gazprom, claims that the monopoly sees a further decline in electricity tariffs as 
unjustified and would try to oppose such a decision. 
 
Our View: We estimate that such a cut in the electricity tariff in favour of Rusal might 
cost TGK1 up to RUB0.7bn, which is less than 5% of the company’s FY13 EBITDA. 
However, despite the marginal impact on the company’s fundamentals, the news 
might be treated as negative by the market, and, on the back of the 32% spike over 
the last month (outperforming RTS by 28%), it could be a signal for a potential 
consolidation/price correction in the name. All in all, we still see TGK 1 as being one 
of the top picks for 2013, as outlined in our 2013 outlook: U/W big names; Buy 
TGKA, EONR, MRKP as of 21 December. A potential correction (if occurs) might be 
used as an opportunity to build a position in the name at lower stock price level. 
 
Mikhail Rasstrigin  
Alexander Seleznev 
 
66. Utilities Government does not object to closing Rusal smelters 
UralSib 
January 30, 2013 
 
Smelters would be inefficient even at subsidized electricity price. Deputy Prime 
Minister Arkady Dvorkovich has instructued ministries and the Federal Tariff Service 
to look at possibly shutting down production at Rusal’s Nadvoitsky and Volkhovsky 
aluminum smelters, according to Vedomosti. These facilities were due to be shut 
down in 2012, based on Rusal’s program to improve efficiency as a result of high 
electricity tariffs in their region of operation. 
 
Avoiding subsidies is a pro-market development. We saw the plans to supply the 
Rusal smelters with cheap electricity from nuclear plants in order support the 
operations (the company is the primary employer in Nadvoitsky and Volkhov) as 
non-liberal interference with the economy. Thus, shutting down inefficient facilities 
appears to be a more liberal approach and will not affect honest competition on the 
electricity market. 



 
We like the government’s liberal rhetoric. In our view, the liberal pro-reform agenda 
and investor-friendly actions taken by the government should restore investor 
confidence in the continuation of reforms in the utilities sector. 
 
Matvey Taits  
 

SECTOR Retail, FMCG 
67. Russian food retailers flourish on healthy demand and new regulations 
bne 
January 25, 2013 
 
This week several Russian food retailers posted their financials for 4Q12. Most of the 
companies showed above-consensus results supported by positive statistics. Real 
disposable income jumped to 6.7% YoY in November from 3.5% YoY a month before, 
retail trade accelerated to 4.4% YoY from 4% YoY in October. The sector 
outperformed the main indices, proving to be robust in volatile macro environment. 
 
Magnit, one of Russia's leading household goods retailers, doubled its IFRS net profit 
year-on-year in 2012 to RUB24.995bn ($803.87m). The company posted a 34% rise 
in annual revenue to RUB448.66bn. It ended the year with a 10.6% EBITDA margin 
and 5.6% net margin for FY12.  
 
Analysts expect Magnit to remain the champion of the sector. The company revealed 
aggressive expansion plans: the number of corner shops to be opened in 2013 was 
revised recently from 800-1000 to 1100. Additionally, there will be more than 60 
new hypermarkets and family stores, and 250 cosmetics stores, four distribution 
centers and at least 1,200 new trucks this year. 
 
Magnit also plans to launch its own electricity retail company to decrease utilities 
expenses. The economics of electricity retail company should be significant, 
considering huge number of Magnit‚Äôs stores. 
 
Dixy‚Äôs revenues in December totaled RUB15.6bn, implying 19.3% YoY growth. In 
FY12, revenues increased 20.8% YoY. In 4Q12, LFL sales added 4%, reflecting 8.3% 
ticket growth and 4% traffic outflow. 
 
The company had 101 net openings in December, a record-high figure. The annual 
roll-out reached 380 locations, beating management guidance of 350. That brought 
the retail base to 1,499 stores. The company is set to see strong openings 
momentum in 2013 and has announced a further 400 stores.  
 
Experts attribute Dixy‚Äôs strong results to organic growth and active acquisitions of 
rival chains. According to Alfa Bank analysts, 2013 may become a breakthrough year 
for the retailer. ‚ÄúWe highlight the acceleration of the new store openings 
(translating into 25% y/y top-line growth) in tandem with the ongoing consolidation 
of the Victoria chain (driving the gross margin above 29%) and corporate 
restructuring (reducing the effective tax rate to 35%) as key value drivers in 2013. 
An ease-off of fixed-cost pressure due to the integration of 150 ‚ÄúDeshevo‚Äù and 
‚ÄúKopilka‚Äù stores will likely boost EBITDA margin close to 7%‚Äù, analysts say. 
 



X5 posted modest 4Q12 trading results spoiling the optimistic picture. The sales 
grew only 8.6% YoY. After the report, the stock was down 5% YTD and 15% in the 
last three months, making X5 one of the cheapest name among the Russian food 
retailers. Recent management reshuffle weakened the company and also had an 
impact on the stock price. 
 
X5 managed a 14% YoY selling space increase and 330 openings: 284 soft 
discounters, 24 convenience stores, 20 supermarkets, and two hypermarkets. Rapid 
expansion of discounters seems unreasonable as this format performed poorly in 
2012 ‚Äì customer outflow in the soft discounters stood at 5% in 4Q after 1.5% in 3Q 
and 0.2% in 2Q. This year, however, the company may regain clients‚Äô loyalty. The 
retailer will be an official partner of the 2014 Olympic Games in Sochi. The company 
will be able to sell promotional products such as apparel, toys and food across all 
three formats with possible royalty of 10-20% of retail sales.  
 
While Magnit is going to strengthen its position during 2013 X5, will remain a sector 
underperformer, experts say. In general they expect another successful year for the 
food retailers due to strong consumer demand and regulatory changes. RenCap 
analysts warn that in 1Q13 companies may experience margin pressure from 
operating cost inflation and LFL pressure from slowing consumer expenditure (due to 
additional requirements on banks when issuing new consumer loans, which should 
cool consumer spending) but overall remain positive on the sector. According to their 
estimates, ban of beer and tobacco sales in kiosks should benefit both modern and 
traditional (but non-kiosk) retailers by adding 8.6% to their sales. 
 
‚ÄúFood inflation expected at 7.3% in 2013E vs. 4.4% in 2012, strengthening gross 
margins due to rising scale advantages and potentially supportive regulatory changes 
(partial revision of the 25% market share cap and tax exemption for shrinkages) 
bode well for another good year in 2013 for well-run grocers‚Äù, Alfa Bank analysts 
say.  
 

 
 



 
68. Auchan to launch 10 new malls in Russia in 2013 
bne  
January 30, 2013  
 
The French retailer Auchan will launch 10 new malls in Russia in 2013, the company 
said, Prime reported. 
 
The company set up eight new malls in Rostov-on-Don, Ryazan, Ulyanovsk, Nizhny 
Novgorod, Samara, St Petersburg, Yaroslavl and Kostroma in 2012, expanding its 
chain to 56 malls. 
 
Investments in business development in Russia stood at RUB7.5bn in 2012. 
 
In 2013 Auchan will also close a deal to buy 16 malls under brand Real from Metro 
Group, the company said. 
 
69. Mark Kaufman, the CEDC second largest shareholder, files a court order  
VTB Capital 
January 30, 2013 
 
News: On 28 January, Mark Kaufman, the second largest shareholder (9.4% stake) 
of CEDC, filed a court order to force an annual general meeting of CEDC shareholders 
within 45 days. Given that the previous AGM took place on 19 May 2011, the date 
can be set by a court filing of any shareholder or director of CEDC. 
 
Our View: Kommersant reports that Kaufman sees the BoD as intentionally 
postponing the process until the terms of debt restructuring are set. In that case, 
several BoD members have a greater chance to maintain their position and 
respective privileges.?It is worth noting that CEDC violated NASDAQ listing rules by 
not holding an AGM during the annual reporting period in 2012. The exchange 
reported this on 11 January and is set to make its final decision on March 21. 



Although we see delisting as an unlikely scenario, the rising conflict between one of 
the largest shareholders and the BoD is a negative development sentiment-wise, 
further diverting attention from core CEDC operations. 
 
Ivan Kushch  
Maria Kolbina  
Nikolay Kovalev 
 

SECTOR Telecom, Internet 
70. National Satellite Company revenue grows 43% in 2012 
bnee  
January 30, 2013  
 
The revenue of Russian satellite TV operator National Satellite Company, known by 
the Tricolor TV brand, rose by 43% to RUB6.3bn in 2012, the company's CEO 
Alexander Makarov said, Prime reported. 
 
The accounting standards used were not provided. 
 
Makarov said that the operator increased its subscriber base by 2.3m users in 2012. 
 
The average revenue per user (ARPU) amounted to 726 rubles in 2012, up from 
RUB629 a year earlier, Makarov said. 
 
"We expect to boost the ARPU by at least 15% in 2013 due to the inclusion of HD 
(high definition) television channels into our packages," Makarov said. 
 
He also said that National Satellite Company expects to increase its subscriber base 
by 2.5 users in 2012 and boost the revenue by RUB2.2bn. 
 
71. Russian communications operators to invest RUB8.2tn by 2030 
bne  
January 30, 2013  
 
The combined investments of Russian communications operators will amount to 
around RUB8.2tn in 2012–2030, the Economic Development Ministry said in its long-
term forecast for the country’s economy development until 2030. 
 
According to the ministry, the combined revenue from communications services will 
amount to RUB3.477tn by 2030, under a conservative scenario; while under the 
innovative scenario, revenue could reach RUB4.080tn by 2030, compared to 
RUB1.458tn in 2011. 
 
The ministry said that the revenue from mobile and document communication 
services will continue to grow, while revenues from long-distance, intrazonal, local 
and international telephone services will steadily decrease. 
 
The ministry also said that the combined revenue from IT-services will reach 
RUB4.100tn by 2030 under the conservative scenario, and under the innovative 
scenario, IT-companies will earn a total of RUB5.640tn. 
 

SECTOR Agriculture 



72. Subsidies to Russian farmers may double to RUB30bn in 2013 
bne 
February 1, 2013  
 
The Russian authorities are considering raising the amount of subsidies per hectare 
to Russian farmers RUBto 28.2-30.2bn in 2013, the Deputy Economic Minister Andrei 
Klepach said. 
 
"We are considering possibilities to make additional financing in 2013, but we have 
not decided yet. The Agriculture Ministry suggests that we need to add RUB15bn, but 
we suggest an extra RUB13bn," Klepach said, cited by Prime. 
 
According to the government's previous plan, farmers will receive subventions 
calculated per hectare of their land plots from 2013 instead of earlier subventions for 
fuel and fertilizers. 
 
73. Avangard 2012 trading update in line with our estimates 
Alfa Bank 
January 30, 2013 
 
Yesterday Avangard published its 2012 trading update, which was broadly in line 
with our estimates and demonstrated price and volume growth in the shell egg 
segment. 
 
In the shell egg segment, sales volumes grew 7% y/y due to the increase in the 
number of laying hens, which was expected. The company increased its exports of 
shell eggs by 75% y/y to 516m eggs (vs. 295m in 2011). The USD-denominated 
price rose 8% y/y during 2012 thanks to the higher share of exports (16% in 2012 
vs. 11% in 2011) and price inflation in selling channels, while we expected a flat 
price. 
 
In the egg product segment, production volumes were up 2% y/y; the egg 
processing plant was working at 100% capacity. At the moment, the company is 
implementing a 2x processing capacity increase at its egg processing plant from 3m 
to 6m eggs per day. The USD-denominated price increased 0.7% y/y in 2012 
compared to our expectation for 1.3% growth. 
 
Maria Bovykina 
 
74. Cherkizovo releases 4Q12 trading update showing 20% q/q decline in 
pork price 
Alfa Bank 
February 1, 2013 
 
Yesterday Cherkizovo published its FY12 and 4Q12 trading update, which 
demonstrated a 20% q/q decline in the pork price. In other segments the results 
were nearly in line with our expectations. 
 
In our model we assume a pork price of RUB75.7/kg in 2013E; however, it is 
currently below RUB65/kg despite the expectations of market experts and pork 
producers that it will return to RUB70-75/kg in 2013. 
 



We also anticipate pressure on Cherkizovo’s margins in 1Q13 and 2Q13 from high 
grain prices. For example, wheat prices have increased from RUB9,000/t in autumn 
to around RUB12,000/t. Without government intervention, meat producers will have 
to come to the market and buy at high prices. However, it is expected that the 
government will start interventions soon to limit further grain price growth. 
 
Overall, we think the results are NEGATIVE for Cherkizovo and expect pressure on 
the stock price in the coming months until we see: 1) a recovery in the pork price to 
RUB70-75/kg, 2) massive grain interventions and 3) new grain harvest projections. 
 

 
75. Russia needs to raise grain harvest 34% in 2013 
bne  
January 31, 2013 
 
Russia needs to increase the volume of grain harvested by at least 34% in 2013 to 
95m tonnes, Pyotr Chekmaryov, a department director of the Agriculture Ministry, 
said. 
 
“We need to get at least 95 tonnes this year,” he said, cited by Prime. 
 
Chekmaryov said that Russia has to ensure that the potential of grain exports will 
amount to 15m–20m tonnes the next agricultural year, lasting from July 2013 
through June 2014. 
 
“Exports potential should be 15m, or even 20m tonnes. Otherwise, we will be forced 
out of all foreign markets,” Chekmaryov said. 
 
76. Russia to spend RUB466bn to boost horticulture by 2020 
bne  
January 25, 2013  
 
Russia’s Agriculture Ministry plans to spend RUB466bn until 2020 to support 
horticulture, but will provide some of the funds based on the number and quality of 
hectares held by farmers instead of blanket subsidizing, Deputy Minister Dmitry 
Yuryev said, Prime reported. 
 
“Starting from 2013, we are imposing subsidies for farmers per hectare of crops 
depending on the intensity of use of those areas in a region and on the quality of the 



soil. We’ve allocated RUB15.2bn in 2013 for these types of subsidies, with a further 
increase to RUB37.6bn by 2020,” Yuryev said. 
 
Russia will spend a total of RUB40.1bn on horticulture in 2013. 
 
Yuryev said farmers will get 2013 spring sowing subsidies in late February– early 
March, after the Justice Ministry registers the corresponding rulings. 
 
77. Russian grain harvest may yield 127–141m tones by 2030 
bne  
January 31, 2013  
 
Russia’s annual grain harvest may grow to 127–141m metric tonnes by 2030, 
compared with the 70.7m metric tonnes harvested in 2012, the Economic 
Development Ministry announced. 
 
Under the program, grain exports may jump to 46m metric tonnes by 2030 
compared with the near 14m metric tonnes projected for this season. 
 
“Grain production will grow to 81.3m metric tonnes from 72.2m metric tonnes 
(including 46m metric tonnes of feed grain) due to increased domestic consumption, 
in addition to the foreign demand for Russian grain, which increased to 46m metric 
tonnes from 27.2m metric tonnes on the year,” the document said. 
 
The agriculture ministry plans to increase the harvest by enlarging the crop area to 
46.7m hectares from the current 43–45m hectares, as well as by upgrading 
infrastructure. 
 
78. US ‘Deeply Concerned’ Over Russia Meat Ban 
RIA Novosti 
February 1, 2013 
 
bne: what this story is missing is the fact that regulatory authorities in 80 countries, 
including the EU, have banned ractopamine, which is also not considered safe for use 
in humans if taken directly. However, 27 countries, including Japan, South Korea, 
Mexico and Canada have approved the use, but even in most of these the use is 
limited to finishing animals and restricted. The US response that there is “no 
scientific evidence” to show it not safe is a bit disingenuous as there is evidence 
enough for the majority of countries in the WTO to forbid the drug’s use. END 
 
The United States is “deeply concerned” by Russia’s decision this week to ban US 
beef and pork imports containing the feed additive ractopamine, a move Washington 
believes could undermine bilateral ties, a spokeswoman for the White House’s chief 
trade adviser said Thursday. 
 
“These actions threaten to undermine our bilateral trade relationship,” Andrea Mead, 
a spokeswoman for the office of US Trade Representative (USTR) Ron Kirk, told RIA 
Novosti on Thursday. 
 
Russia’s federal food safety agency announced Wednesday that it will institute a 
temporary ban on US beef and pork imports beginning Feb. 11, saying its American 
counterpart, the US Food Safety and Inspection Service, failed to guarantee that 
these shipments would be free of the additive, which promotes growth in livestock. 



 
The Russian agency had warned the United States, Canada, Mexico and Brazil that 
their meat imports could be halted should the shipments contain ractopamine. 
 
The US government and meat industry lobby groups in the United States insist that 
ractopamine is safe at acceptable levels established by the international community, 
including the United Nations’ main food safety body. 
 
“To date, the United States has not seen any scientific evidence that would justify 
Russia’s measures on ractopamine residues,” Mead told RIA Novosti. 
 
She said the ban may put Russia in violation of its World Trade Organization (WTO) 
obligations and that the United States may seek recourse through the global trade 
body. 
 
“We are currently exploring all options, including tools available through the World 
Trade Organization, regarding shipments of beef and pork products to Russia,” Mead 
said. 
 
The dispute comes at a time of increasingly strained relations between the United 
States and Russia over human rights and international adoptions. 
 
Washington angered the Russian government last year by introducing the so-called 
Magnitsky Act, a law imposing sanctions against Russian officials suspected of human 
rights abuses. The law was named after Sergei Magnitsky, a whistleblowing lawyer 
who died in a Moscow jail in 2009. 
 
Russia responded by banning US citizens from adopting Russian children and 
prohibiting politically active Russian nongovernmental organizations from accepting 
financing from the United States. 
 

SECTOR Automotive 
79. Daewoo cars ranked as cheapest on Russian market in 2012 
bne  
January 30, 2013  
 
Daewoo cars became the cheapest on the Russian market in 2012 with the lowest 
price standing at $9,500, according to Autostat analytic agency's research seen by 
Prime. 
 
The minimal price for a car manufactured by AvtoVAZ stood at $10,800, the agency 
said. 
 
The average weighted price for light commercial vehicles increased 6.5% in 2012 to 
$27,300. 
 
Mercedes-Benz had the highest price range with an average price of $109,800. 
Prices for Lexus, Land Rover, BMW, Audi and Volvo varied within $59,700 and 
$98,400. 
 



Toyota posted the highest 2012 revenue of $7.24bn, or 25% more than in 2011. 
Sales of Nissan increased 8% to $5.17bn, while Volkswagen and KIA made $5.11bn 
and $4.77m, respectively, up 36% and 23% on the year. 
 
80. EU Car Sales May Not Fully Recover Before End of Decade  
Fitch 
January 30, 2013 
 
A recovery in new car sales in Europe back to pre-crisis levels could take until the 
end of the decade, if it can be achieved at all, Fitch Ratings says. Our current base 
case assumes new vehicle sales to decline by approximately 3% in western Europe in 
2013 following an 8.1% decrease to 11.8 million units in 2012. This would mean a 
23% fall since 2007.  
 
Structural factors and anecdotal evidence make it uncertain that sales will return to 
the 1999 peak of 15.1 million units. They suggest that European recovery will be 
slow at best and could follow the path of Japan, where vehicle sales have fluctuated 
since 1998 at 25% to 45% below their peak in 1990.  
 
Owners are keeping vehicles, which are increasingly reliable and robust, for longer 
and are driving shorter distances. At the same time, the total cost of vehicle 
ownership has increased and several large cities or countries have taken measures 
to limit or deter car usage. Periodic surveys have also shown a declining interest in 
cars from the younger generation. Cyclical factors, including weak consumer and 
corporate confidence, high unemployment and tighter credit conditions are making 
matters worse.  
 
Manufacturers of small vehicles suited to urban conditions and with fuel efficient 
engines are best placed to outperform. These vehicles should be well positioned to 
take advantage of people moving to suburbs not well connected by public transport 
and of the overall trend towards downsized vehicles and engines.  
 
Nonetheless, the economy and new vehicle sales can rebound more strongly than 
expected. For instance, auto sales in the US recovered to 14.4 million units in 2012, 
up 13.4% from 2011 and 39% from 2009. This was in contrast to previous market 
assumptions and forecasts pointing to long-lasting depressed conditions.  
 
The expected outperformance of central and eastern European markets as they catch 
up with more developed European markets in terms of car density is likely to offset 
persistent weakness in western Europe and offer better prospects than in Japan. 
Government intervention could also support sales at higher levels than underlying 
and fundamental demand, given the industry's importance to employment and in 
light of support given in the past.  
 
As well as the gross number of vehicles sold, it will be even more important to 
monitor the product mix as customers increasingly decide to keep a car but opt for a 
smaller or cheaper model. This is in line with our view of how the market is 
polarising towards high-end brands on the one side and entry-level marques on the 
other.  
 
81. Pirelli Launches 2nd Tire Facility in Southwest Russia 
RIA Novosti 
January 30, 2013 



 
Italian tire manufacturing giant has launched its second tire production line at its 
Voronezh facility in southwest Russia, the company said on Wednesday. 
 
The production line will operate in a test mode until March when it will start 
producing rubber mixtures for premium-class tires. 
 
“We’ll focus our attention on hi-tech tires, especially winter tires and tires for off-
road vehicles,” Pirelli Tire Russia Director Carlo Costa said at the launch ceremony. 
 
Pirelli operates in Russia in a joint venture with Russian Technologies hi-tech 
corporation, which was established in 2011 and comprises the Kirov Tire Plant in 
central Russia and the Voronezh Tire Plant. 
 
Pirelli’s investment in the Voronezh Tire Plant will total 100m euros by 2014, with 
56m euros previously invested before 2012. Another 100m euros will be invested in 
the Kirov Tire Plant. 
 
Pirelli expects to boost production at its Voronezh and Kirov facilities to 10.5m tires 
annually by 2015. Currently, the Voronezh Plant's first production line has an annual 
capacity of 2m tires, which will be doubled by 2014. 
 
“We expect to complete full modernization of the plants by 2015,” Pirelli head Marco 
Tronchetti said. 
 
The joint venture also intends to sell part of its output to the EU countries. 
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producing rubber mixtures for premium-class tires. 
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road vehicles,” Pirelli Tire Russia Director Carlo Costa said at the launch ceremony. 
 
Pirelli operates in Russia in a joint venture with Russian Technologies hi-tech 
corporation, which was established in 2011 and comprises the Kirov Tire Plant in 
central Russia and the Voronezh Tire Plant. 
 
Pirelli’s investment in the Voronezh Tire Plant will total 100m euros by 2014, with 
56m euros previously invested before 2012. Another 100m euros will be invested in 
the Kirov Tire Plant. 
 
Pirelli expects to boost production at its Voronezh and Kirov facilities to 10.5m tires 
annually by 2015. Currently, the Voronezh Plant's first production line has an annual 
capacity of 2m tires, which will be doubled by 2014. 
 



“We expect to complete full modernization of the plants by 2015,” Pirelli head Marco 
Tronchetti said. 
 
The joint venture also intends to sell part of its output to the EU countries. 
 

SECTOR Aviation, shipbuilding and defence 
82. IL-476 Airlifter Makes First Long Test Flight 
RIA Novosti 
January 30, 2013 
 
A prototype Ilyushin Il-76MD-90A (also known as the Il-476) heavy-lift transport 
plane completed its first prolonged test flight on Tuesday, its manufacturer Aviastar 
said. 
 
The flight, which lasted four hours and 25 minutes at altitudes of up to 10,000 
meters (33,000 feet), was designed to assess the performance of its onboard 
avionics, engines, automated control system, and other characteristics, Ulyanovsk-
based Aviastar said. 
 
The prototype will soon be sent to the Zhukovsky flight test center near Moscow for 
further trials. 
 
The Il-76MD-90A is an extensively modernized version of the forty-year-old Il-76 
military transport aircraft, fitted with a new wing, fuel-efficient high-bypass 
Aviadvigatel PS-90A turbofans, and a modernized cockpit with so-called "glass 
cockpit" displays, allowing the flight crew to be reduced to three people. 
 
Russia's Defense Ministry signed a contract last October for delivery of 39 Il-76MD-
90As, to be built before 2018. 
 
Aviastar hopes to build up to 100 such aircraft by 2020 for Russian state customers, 
the company has previously said. 
 

SECTOR Engineering 
83. HMS 4Q12 trading update – uninspiring  
VTB Capital 
January 30, 2013 
 
News: HMS reported an order backlog of RUB 6.9bn in 4Q12. 
 
Our View: In the absence of big contracts in 4Q12, HMS reported a seemingly 
uninspiring order backlog of RUB 6.9bn during the quarter. ?The heavy machinery 
business is dependent on the tendering cycle of its clients, with noticeable volatility 
in between the quarters. Despite the slow order intake, we expect the 4Q12 financial 
results to be exceptionally strong, reflecting the order intake of the preceding 
quarters. We believe expectations are already too low for HMS (2012 consensus 
coming below the lower boundary of the company’s guidance) and the stock will 
likely rerate in 2013. The outlook for 2013 and onwards is constructive, with its 
biggest customers, Transneft and Rosneft, having budgeted a capex ramp-up.? 
 
We expect HMS’s net debt to EBITDA to go down from 3.0x as of end-3Q12 to 2.5x 
as of end-2012. Debt repayments are estimated at 2.7bn RUB for 2013. The 



company has around RUB 3.0bn of undrawn credit lines and RUB 1.2bn of cash, fully 
covering 2013 debt repayments. 
 
Olga Danilenko 
 

SECTOR Coal 
84. Mechel 4Q12 and FY12 operating results  
VTB Capital 
February 1, 2013  
 
News: Mechel has released its 4Q12 and FY12 operating results, reporting external 
sales of coking coal concentrate at 8.9mnt and of 8.5mnt of rolled steel produced. 
 
Our View: Even though hit by seasonality, the results came mostly in line with our 
FY12 projections. We therefore think the numbers are neutral and do not affect our 
FY12 earnings expectations. ?In 4Q12, external sales volumes of coking coal and 
thermal coal decreased 12% QoQ and 18% QoQ, respectively, hit by seasonal factors 
and the partial suspension of mining at several facilities at Bluestone in October in 
order to improve cost efficiency (Mechel has recently announced that it is to resume 
production at Bluestone). At the same time, we highlight that PCI/Anthracites 
volumes stayed flat QoQ, leading to a significant increase in the share of HVA 
products in Mechel’s coal sales mix. ?As for the steel division, total crude steel 
production slid 16% QoQ while long products sales volumes decreased 14%. Aside 
from the expectedly low consumption (seasonal factor), this can be attributed to 
production being halted at DEMZ and the Romania-based steel plants in November. 
 
Igor Lebedinets  
Victor Drozdov 
 

SECTOR Chemicals, Fertliser 
85. Metafrax to build new urea unit  
VTB Capital 
January 25, 2013 
 
News: Metafrax is to build a new ammonia and urea unit in the Perm region, the 
company’s Chairman of the Board Armen Garlyan was quoted by Interfax as saying. 
According to him, the feasibility study for the project is to be ready in 3Q13. Total 
capacity will be between 400,000 tonnes and 600,000 tonnes, while construction will 
take about five years. He added that the company was also working with banks on 
attracting financing for the project and did not rule out that the project could be 
implemented in the form of a joint venture with a partner. 
 
Our View: Apart from expanding the business and securing supplies (companies in 
the Metafrax Group consume some 250,000 tonnes of urea, while the remaining 
output is expected to be sold externally), we believe that the liquidity action might 
become a key advantage for equity investors, as the company has previously 
mentioned that the need to raise financing for the project might trigger an IPO. 
?However, the high costs of the construction (Metafrax has already indicated that 
building a 600,000-tonne unit might cost up to USD 800mn) might create excessive 
credit risks, given that our estimated annual free cash flows of about USD 60-70mn, 
along with net cash of USD 94mn at the end of 2012E (under RAS), would not suffice 
to finance such a large-scale project. For this reason, we believe that finding a 



partner would be a preferable option so as to avoid excessive borrowings.?Given the 
many remaining uncertainties, we are not building the project into our model at this 
stage. Meanwhile, with 63% upside potential to our 12-month Target Price of USD 
1.6, we are reiterating our Buy recommendation on Metafrax. 
 
Vladimir Bespalov 
 
86. PhosAgro announces higher capex for new ammonia unit 
Alfa Bank 
January 31, 2013 
 
Yesterday there were a number of reports from Interfax stating that PhosAgro has 
increased the capex projections for its ammonia unit from $600m to $785m. 
However, the new figure includes infrastructure construction. 
 
In other news, Interfax also reports that PhosAgro plans to use the proceeds from 
Eurobonds to refinance the part of its debt portfolio as well as for consolidating 
Apatit. The company’s road show in Europe and the US starts tomorrow. Yesterday 
the company announced that Fitch has assigned the company a long-term foreign 
currency rating of BB+ with stable outlook; the company was also assigned a Baa3 
rating from Moody’s. 
 
We think the news of higher capex for the ammonia unit is slightly negative. We do 
not include this project in our financial model yet, as no finalized financial 
information for the project is yet available, and we note it is a long-term project (to 
be completed in 2016-2017). That said, we believe that an increase in capex is 
generally perceived as a negative development in most cases. 
 
Maria Bovykina 
 
87. PhosAgro considering building new NPK line 
Alfa Bank 
February 1, 2013  
 
In the Eurobond prospectus published on PhosAgro’s website, the company 
announced its plans to build a new NPK plant with an annual capacity of 450kt in 
Balakovo, Saratov Region by 2016. PhosAgro plans to increase phosphoric acid 
capacity in Balakovo from the current 760kt to 850kt. Total capex is estimated at 
RUB8.8bn. 
 
We think the news is NEUTRAL at this stage, as the new NPK line is included in the 
company’s strategy and is at the conceptual stage at this time, but a final decision to 
build has yet to be made. However, we understand the company intends to utilize 
more phosphate rock internally to increase final product output, especially taking 
into account the ~700kt of phosphate rock that PhosAgro will stop supplying Acron 
starting this year and will be able either to export or use in fertilizer production. 
 
Maria Bovykina 
 
88. Uralkali CEO Vladislav Baumgertner expects higher volumes in May  
VTB Capital 
January 31, 2013 



 
News: Uralkali CEO Vladislav Baumgertner gave an interview to Vedomosti. The key 
points are: 
 
- On the potash market, he sees that the sector is fairly defended in the coming five-
six years from additional new capacities and believes that the potash price will need 
to be USD 600/t to compensate for greenfield projects. 
 
- He expects the company to fully utilise its capacity in May due to sustainably high 
crop prices and the signing of contracts with India. He thinks the new season in the 
US will likely trigger a recovery. 
 
- He estimates the synergy effect from the merger with Silvinit to exceed 
USD 300mn vs. the USD 100mn estimated earlier. 
 
- On the buyback programme, he also confirmed that the bought-out shares will be 
ultimately cancelled and the company does not plan to sell them on the market. 
 
- The company does not plan to diversify into other products such as nitrogen and 
phosphorous fertilizers due to the high correlation with potash. 
 
Our View: As the potash market recovery is one of the most important topics for 
Uralkali’s share price, we agree with the CEO and expect a strong demand recovery 
across markets this year, as the low price with China (at USD 400/t) is set to unlock 
demand. The Indian contract is the next one coming up and we expect it to be 
signed at USD 420/t. We reiterate that considering the buyback, Uralkali is a good 
buying opportunity at USD 37/GDR. 
 
Elena Sakhnova  
Kevin Whyte 
 

UKRAINE INVESTMENT 
89. Kiev Intent on Direct Gas Supplies From Turkmenistan 
RIA Novosti 
January 24, 2013 
 
Ukrainian Foreign Minister Leonid Kozhara reiterated on Wednesday that his country 
is eager to resume direct natural gas supplies from Turkmenistan, which had been 
the status quo until 2003. 
 
In recent years Ukraine has consistently sought to alter the terms of the 
controversial gas deal it signed with Russia in 2009, pushing for both price and 
volume cuts. Since these attempts have so far failed to deliver real results, the ex-
Soviet republic is looking for alternative gas supply options to cut its mounting 
energy bill. 
 
Kozhara said that resuming direct supplies of Turkmen gas to Ukraine is now a more 
realistic prospect, since Kiev ratified an agreement on the free trade zone with the 
Commonwealth of Independent States (CIS) last July. 
 
“It is obvious that there is definite competition, but first of all there must be laws in 
force on free access, the free market and fairness, meaning equal access for 



producers, transit-countries and consumers to all possible sources,” the minister 
said. 
 
The Moscow-initiated agreement on the CIS free trade zone was ratified by Russia 
and Ukraine, but not by Turkmenistan, which holds the world’s fourth-largest gas 
reserves. 
 
The issue of resuming direct gas supplies from Turkmenistan was raised by Ukrainian 
President Viktor Yanukovych during his visit to Ashgabat in 2011 and again during 
Gurbanguly Berdymukhammedov's return visit to Kiev last year. Neither visit 
produced any inked agreements on this issue. 
 
90. ATB-Market expands network to 700 stores 
bne 
January 30, 2013 
 
ATB-Market LLC (Dnipropetrovsk), which owns a chain of discount stores in Ukraine, 
on January 30 opened a shop in Donetsk, which became the 700th trade outlet of 
the network, the company said, Interfax-Ukraine reported. 
 
The trade area of the store located at 151V, the 50th anniversary of the USSR Street 
is 376.9 square meters. The two-storey store has eight checkout desks. 
 
As reported, the company plans in 2013 to open more than 150 stores, with the 
most active development in the southern and northern regions of Ukraine.  
 
In 2012 the retailer opened 156 stores, in 2011 – 91, 2010 – 71, in 2009 – 83, in 
2008 – 75, and in 2007- 52. ATB-Market in 2012 saw its turnover exceeding 
UAH26bn (including VAT), which is 44% up from 2011. 
 
91. Avangard raises egg output 6% YoY in 2012 
Art Capital 
January 30, 2013 
 
Avangardco Investments Public Limited, Ukraine’s largest egg producer, reported its 
key operating results for 4Q12 and the full fiscal year. Shell egg production volume 
rose by 3% YoY to almost 1.6bn pieces in 4Q12 and 6% to 6.3bn in 2012 due mainly 
to an 11% YoY increase in year-end total flock of laying hens. The average egg price 
declined 7% YoY in 4Q12 while rising 9% YoY to UAH 0.70/egg in the full year. 
Exports of shell eggs soared 75% YoY in 2012; the share of export rose to 8.2% 
from 6.4% of total sales. In the egg product segment, production volumes edged up 
2% YoY in 2012 as processing facility has run at full capacity. The average price of 
egg products remained relatively stable at $8.1/kg. 
 
Andriy Patiota: the news is NEUTRAL for the stock. The shell egg sales in 2012 
slightly missed our estimates due to lower-than-expected export figures. However, 
average selling price remained high, matching our full-year projections. No surprises 
came from the egg product segment figures either. According to operating figures, 
we are expecting the company to post a revenue of $620-630mn (down from our 
forecast of $660mn made in April) and EBITDA in a range of $265mn to $280mn 
(down from $290mn). For the current year, however, we keep our modeling 
assumptions unchanged due chiefly to timely launches of Avangard’s new facilities at 
Avis and Chornobaivske complexes and to new export opportunities. We 



keep  unchanged our SPECULATIVE BUY recommendation for the stock with a target 
price of $19.5/GDR. 
 
92. Bogdan Motors is looking for a strategic investor into Cherkassy Car 
Plant 
Art Capital 
January 29, 2013 
 
Bogdan Motors is looking for a strategic investor into Cherkassy Car Plant. The owner 
of the plant is willing to give up a share in the company in exchange for an 
investment, which would allow the company to renew its product line. 
 
Oleksiy Andriychenko: The news is NEGATIVE for Bogdan Motors, since it 
underscores the dire situation of the car maker. In 2012 Bogdan Motors cut its car 
output by 41% due to the enactment of a utilization tax in Russia and a decline in 
the demand for locally made cars in Ukraine. Bogdan Motors has an outdated 
product line, including a remake of VAZ-2110, first produced in 1985, its MPV version 
VAZ-2111 as well as older versions of Hyundai Tucson and Hyundai Elantra. In 
Russia the utilization tax made Bogdan-2110 more expensive than a number of 
newer VAZ versions, including Samara (2115), Kalina (2118) and Granta (2190), all 
made locally and free from the tax. In Ukraine Bogdan cars also lost attractiveness 
due to old design and availability of newer cars with a low price tag, such as Geely 
CK2. At this point, we do not anticipate entrance of a new strategic investor in the 
Ukrainian market due to low local demand and barriers to entry to Russian and 
European markets. The situation can change if the parliament enacts a Ukrainian 
version of the utilization tax, protecting local car manufacturers from imports, which 
reached 80% market share in 2012. Both the need to secure the government 
protection and attract a strategic investor can result in shareholder changes for 
Bogdan Motors in the future. 
 
93. Bogdan Motors to post a $40m net loss for 2012 
Art Capital 
January 30, 2013 
 
Bogdan Motors will post a $40 mn net loss for 2012, according to a preliminary 
report. The data implies the loss grew 55 times over the last year. The company also 
reported its cumulative budget payments went down 1.5 times to $27 mn. 
 
Oleksiy Andriychenko: The news is NEGATIVE for Bogdan Motors, which continues to 
generate losses despite consolidating profits from Hyundai imports. In 2011 the 
company was close to breaking even after three years of stagnation, but 2012 
completely derailed the recovery. In 4Q, when the company worked two out of three 
months, the net loss went up by $8 mn. Most of the loss was generated in 
September, when the company lost $23 mn after it was forced to stop production as 
a result of the utilization tax enforced in Russia. In addition to the utilization tax, 
Bogdan Motors blames the lack of a clear government strategy to support domestic 
car makers. 
 
94. Ukraine's government to receive 31-60% of hydrocarbons extracted on 
Yuzovska field, according to draft PSA 
bne  
January 29, 2013 



 
The share of the state in the distribution of profitable hydrocarbon products 
extracted under a product sharing agreement with Shell and Nadra Yuzovska on the 
Yuzovska field (Kharkiv and Donetsk regions) will amount to 31-60%, according to a 
draft agreement published by the lawmaker of Kharkiv City Council from the 
Batkivschyna party, Ivan Varchenko. 
 
According to the document, the share of the state will vary depending on the 
expenses on the extraction of hydrocarbons in future periods. 
 
A bonus of $25m will be sent to the state for the signing of the PSA with Shell and 
Nadra Yuzovska, another $50m with the start of exploration, another $25m when the 
first gas is obtained and $100m when the peak production level is reached. 
 
The investors will pay $4m for receiving a permit for the field and $5m for 
information on the field sections. 
 
In addition, investors are to annually make social investment of $2m and after the 
start of the first exploration - $3m or 0.5% of the annual budget. 
 
Shell and Nadra Yuzovska are to send $1.2m for training of employees engaged in 
drilling every year and sponsor targeted research programs at one of the Ukrainian 
universities for $300,000. Within three years the investors will allocate $2m each 
year to create the Ukrainian Institute of Alternative Gas. 
 
Shell will pay an approximately $400m bonus to the country's state budget, 
Ukrainian Environment and Natural Resources Minister Eduard Stavytsky earlier said, 
according to Interfax-Ukraine. 
 
95. Naftogaz Ukrainy to ignore Gazprom’s take-or-pay rule 
bne  
January 29, 2013 
 
The Ukrainian gas holding Naftogaz Ukrainy will not pay a $7bn bill for the gas it did 
not purchase from Russian gas giant Gazprom in 2012, despite the take-or-pay 
condition, Kommersant-Ukraine reported citing a source from the company. 
 
"We consider this to be a means of pressure in our continuous negotiations over the 
creation of the gas transportation consortium and gas price cuts for Ukraine," a 
source from the company said. 
 
Ukraine reduced gas imports from Russia 26.48% to 32.93 billion cubic meters in 
2012, the local energy authority said. 
 
The Financial Times earlier reported that Gazprom set an additional bill of $7bn for 
the gas which was contracted but not actually bought. According to the source, 
Ukraine did not exceed the minimum amount of gas not purchased when the take-
or-pay rule is applied, or 33.3 billion cubic meters. Kiev initially contracted 52 billion 
cubic meters for 2012. 
 
96. Outgoing EBRD head says ‘time is now’ for Ukraine to change  
Kyiv Post 
February 1, 2013 



 
If the European Bank for Reconstruction and Development is the way for many 
companies to access bank financing and capital markets, then it’s been Andre 
Kuusvek’s job since August 2008 to keep the path well-traveled. 
 
Arriving to take over as EBRD’s country director as the world financial crisis started 
to hit, Kuusvek has overseen more debt and equity investments in the past four 
years than what the bank put into Ukraine in the previous 15 years since opening in 
1993.   
 
In 2012 alone, EBRD invested $1.2 billion, 71 percent of which in the private sector, 
with a focus on municipal energy efficiency projects, including solar, wind and small 
hydropower plants.  
 
“Things looked gloomy in the beginning,” Kuusvek told the Kyiv Post in his office on 
Jan. 23. By 2010, however, with President Viktor Yanukovych taking power, Kuusvek 
noticed a “little bit of hope as things started to pick up, in the agricultural sector, in 
particular – it’s one of the markets to look at.” 
 
But “2012 was very difficult, hardly anyone invested, things in the eurozone went 
from bad to worse…Ukraine’s prospect within the peer group lost a lot of credibility, 
which is unfortunate,” said Kuusvek.  
 
Although EBRD loans aren’t that much cheaper than local interest rates, their 
advantage is longer-term financing rather than short-term loans. The international 
bank is noted for conducting thorough due diligence with strict governance and 
operating standards as lending criteria.  
 
And because of its international status, companies have protection from a potential 
raider attack or hostile takeover with EBRD as an investor.  “It helps to have EBRD 
as a partner, but let’s face it. We’ve never been in a court case. So it’s an untested 
territory even for us, so I hope we never have to do that,” he said.  
 
Still, Kuusvek, 45, doesn’t divide companies into good or bad categories. He said he 
sees a pool of firms located in what he refers to as the “gray area” – those that 
should improve their standards and broaden their financing options. 
 
To read the full story <A 
HREF="http://www.kyivpost.com/content/business/outgoing-ebrd-head-says-time-
is-now-for-ukraine-to-change-319644.html">click here</A> 
 
97. Rolled steel exports fell 7% YoY in 2012 
Art Capital 
January 30, 2013 
 
In 2012, Ukrainian steel makers cut exports of metals by 7% YoY to 22.439 mnt, 
semis by 6.4% YoY to 10.1 mnt, flat rolled steel by 13% YoY to 6.6 mnt, long steel 
0.4% YoY to 5.7 mnt, reads UGMK.info. 
 
Dmytro Lenda: The news is NEUTRAL for Ukraine’s metal makers. Rolled steel 
exports fell by about the same extent as steel output (-6.6% YoY). The gaps among 
the rates of decline of various commodity groups come from disparities in demand. 
Pipe and machinery companies, which consume flat-rolled steel, cut back on 



production due to the global economic recession. Construction, a major long steel 
consumer, cut consumption by less as developers finished the final stages of 
construction projects in spite of the recession. We expect exports to grow 1-3% YoY 
in 2013 as steel demand recovers after the recovery of developed economies. 
98. Ukraine's thermal coal stockpiles at historical high in January 
Concorde Capital 
January 25, 2013 
 
Stockpiles of steam coal at Ukrainian thermal power plants experienced a minor 
decline of 1.4% mom at the start of January to 5.7 mmt, according to Energobiznes 
data published on Jan. 22. 
 
Roman Topolyuk: The current level of coal stockpiles, which can sustain electricity 
production in Ukraine for almost two months, remained at historically high levels at 
the start of January compared to 3.9 mmt a year ago. High capacity loads at nuclear 
power plants at the year‚Äôs end contributed to the high stockpiles. They were also 
triggered by growth in steam coal mining in 2012 (+7.3% yoy) that outpaced an 
electricity production increase (+4.9% yoy), while exports significantly dwindled 
(66% yoy). Only severe frosts for the rest of the winter could play into a better 
demand outlook for the Warsaw-listed coal miners, Coal Energy (CLE PW) and 
Sadovaya Group (SGR PW). 
99. Ukraine, EU leaders plan to sign Association pact in November 
Concorde Capital 
January 25, 2013 
 
Ukrainian President Viktor Yanukovych told reporters in Davos on Jan. 24 that he 
plans to sign the Ukraine-EU Association Agreement at the Eastern Partnership 
summit in Vilnius in November. Meanwhile, the next Ukraine-EU summit will be held 
on Feb. 25 in Brussels, he said after meeting with Martin Schulz, the president of the 
European Parliament. Meanwhile, EU Commissioner for Enlargement Stefan Fule said 
he will visit Kyiv on Feb. 7-8 to negotiate the key conditions to enable the 
Association Agreement‚Äôs signing, including the release from prison of former Prime 
Minister Yulia Tymoshenko and former Internal Affairs Minister Yuriy Lutsenko. 
100. Ukrainian IT market grew 6% in 2012  
bne 
January 30, 2013 
 
The growth indicators of the Ukrainian IT market in 2012 are tentatively within 0-
6%, and in 2013 they will remain at the level of 2012, Board Chairman of DiaWest 
Kompiuterny Svit, Anatoliy Baliuk, said at a press conference in Kyiv on Tuesday. 
 
"The year was very difficult. It was more difficult than 2008. The IT market managed 
to post a zero, up from negative figures. 2013 will also be hard. Maybe the whole 
market will show a downward trend," he said, cited by Interfax-Ukraine. 
 
Commenting on the IT market's segments, he said that in 2012, a new favorite 
strengthened its positions of the mobile PC market – the tablet PC. 
Baliuk said that in 2013, tablets would hit a record, boosting their sales share and 
cutting the share of notebooks and netbooks. In 2012, the ratio between sales of 
tablets to netbook sales came to 71%, to notebooks – 15%. In 2012, the share of 
tablet PCs was 9.3%. 
 



Speaking about the forecasts for 2013, he said that despite the fact that the 
Ukrainian IT market has a large potential for long-term growth, its further 
development would be slow. "The saturation with PCs in the country does not exceed 
20%, that is the number of PCs per 100 people," he said, cited by Interfax-Ukraine. 
 
In 2013, a global trend for tablet PCs will be seen. Their sales will grow thanks to the 
fall in demand on notebooks and ultra-books. In 2013, the Windows 8 OS 
introduction will increase the opportunity to choose various models of table PCs for 
buyers. 
 
101. Ukrainian airlines sees 8% rise in passenger transportation in 2012 
bne 
January 29, 2013 
 
Ukrainian airlines in 2012 carried 8.1m passengers, which is 8% up on 2011, the 
press service of the Infrastructure Ministry has reported, cited by Interfax-Ukraine. 
 
The press service said that growth in the passenger transportation volume in 2012 
was first linked to the development of international and domestic flights. 
 
Ukrainian airlines carried 122,600 tonnes of freight and mail in 2012, which is almost 
one third up on 2011. 
 
In 2012, Ukrainian airlines started operating eight new international lines to Bagdad, 
Karagandy, Murmansk, Rostov-on-Don, Sochi and Yekaterinburg from Boryspil and 
to St.Petersburg and Yekaterinburg from Simferopol. 
 
Some 26 Ukrainian airports and airfields serviced commercial flights of Ukrainian and 
foreign airlines. In 2012, their passenger flow grew by 13.2% compared to 2011, to 
14.1m and freight and mail flows fell by 4.7%, to 45,000 tonnes. 
 
102. Watchdog includes Ukraine in group of countries with high level of 
corruption in defense sector 
bne  
January 30, 2013 
 
The British branch of the international organization on combating corruption, 
Transparency International, included Ukraine in the group of countries with high 
levels of corruption in the defense sector. 
 
According to Transparency International's report released on Tuesday, the level of 
corruption in the global defense sector is estimated by at $20bn per year. 
 
The report was compiled for two years on the basis of interviews with 
representatives of defense companies in 82 countries, which accounted for 94% of 
the global arms market in 2011, or about $1.6tn. 
 
In the study the countries are split into seven groups from A (very low risks of 
corruption) to F (critical levels). Fifty-seven countries (70% of the countries 
surveyed) were included in Groups D, E and F with a high risk of corruption. 
 



Group D includes Ukraine (as well as Bosnia and Herzegovina, Kenya, Cyprus, 
Kuwait, India, Israel, Lebanon, Mexico, Nepal, UAE, Serbia, Singapore, Thailand, and 
South Africa). 
 
Russia, according to Transparency International, was included in Group D - 
(countries with a high risk of corruption), sharing places with Bangladesh, China, 
Ethiopia, Georgia, Ghana, Jordan, Kazakhstan, Malaysia, the Palestinian Authority, 
Rwanda, Tanzania, Turkey, Belarus and Pakistan.  
 
Britain, South Korea, Sweden and the United States are among countries considered 
to be at “low risk”, while France, Poland, Italy and Spain are moderate-risk states. 
Australia and Germany are the only countries listed in the index as states with 
“strong anti-corruption mechanisms.” 
 
103. ZAZ to raise sales by 15-17%, share by 1pp in Ukraine in 2013 
Art Capital 
January 28, 2013 
 
ZAZ plans to increase sales by 15-17% in 2013, raising the share by 1pp to 9% in 
Ukraine. In 2012 Ukravto sold 17.47 ths ZAZ cars (-7% YoY), taking second spot 
with 8% of the market and featuring four car models: ZAZ Sens (+19% YoY), ZAZ 
Lanos (-51% YoY), ZAZ Forza (+27% YoY), and ZAZ Vida (new with 1% market 
share). In 2013 the company bets on ZAZ Vida, which will also feature a pick-up 
version and a facelift of the sedan. 
 
Oleksiy Andriychenko: The news is POSITIVE for Ukravto. The management of 
AVTOZAZ-service, a subsidiary of Ukravto, expects the market to grow by only 3%, 
but at the same time expects ZAZ cars to add 15-17% in sales. While the reasons for 
such growth, given by the management, include such standard measures as 
production modernization, quality control, client-oriented approach, dealership 
renovation, and prudent price policy, such optimism likely reflects a bet on the 
implementation of trade barriers to imports. In 2012 the government considered two 
types of barriers: additional import duties up to 15% and a utilization tax identical to 
the one introduced in Russia. Ukravto, whose owner, Tariel Vasadze, is the biggest 
lobbyist of local car manufacturing in the parliament, would be one of the 
beneficiaries of the utilization tax, which was passed in first reading in 2012 but 
stalled in the new parliament. After the elections, in which another prominent car 
lobbyist, Petr Poroshenko, a beneficiary of Bogdan Motors, traded a ministerial seat 
for a seat in the parliament, it might be harder to enact the utilization tax in its old 
form, which bars the benefits to SKD manufacturers. However, given the 
deteriorating trade balance and in light of a new program to support domestic 
producers in 2013-14 developed by the new Cabinet on, we believe a utilization tax 
will be implemented in some form aimed at reducing the share of imports, which 
reached 80% of car sales in 2012. 
 

KAZAKH INVESTMENT 
104. EBRD loan to fund green bus purchases in Almaty  
bne 
February 1, 2013  
 



The European Bank for Reconstruction and Development (EBRD) has agreed to 
provide a $39.3m loan to the Almaty city authorities to fund the purchase of new 
CNG (compressed natural gas) buses. 
 
Almaty is investing into new buses that run on CNG as part of its reforms to the city 
transport system, to improve bus, tram and trolleybus services and  reduce the 
chronic air pollution problems in the city.  
 
Transport company Almatyelectrotrans has also agreed to take on and train enough 
women bus drivers to operate one bus route, which will create at least 40-45 new 
jobs for women.  
 
“The EBRD and the city of Almaty share a vision: we believe in greener, safer and 
more modern transport for this ambitious city”, said Thomas Maier, EBRD managing 
director for infrastructure.  
 
“Since the city first shared its vision with the Bank in 2009 and the two became 
strategic partners, passenger numbers served by Almatyelectrotrans have surged 
from 15 million to 48 million per year. This new project we are signing today will 
further help Almaty become a faster-moving and cleaner city”. 
 
105. Kazakhstan Seeks Russia Oil Product Import Cut 
RIA Novosti 
January 30, 2013 
 
Kazakhstan may slash its imports of oil products from Russia, following a row 
between the two Customs Union members over the details of a crude-for-fuel deal 
agreed last year, Kommersant business paper reported on Wednesday. 
 
Kazakhstan has been short of oil products after closing its three major refineries for 
modernization until 2016. Last year, Russia exported 1.3m tons of gasoline and 
diesel products worth 40bn rubles ($1.33bn) export-tariff free to Kazakhstan, which 
is required to compensate for these deliveries with crude oil supplies, under a 
bilateral intergovernmental agreement. 
 
The formula for calculating the amount of crude oil has not been confirmed, meaning 
Kazakhstan is losing out by supplying the oil to Russia, because it has to supply it at 
prices below the price for which it exports oil, Kazakhstan's Oil and Gas Minister 
Sauat Mynbayev said at a government meeting on Monday. 
 
The Kazakhstan government has in response decided to cut fuel dependence on 
Russia and boost tolling operations with neighboring China, under which Kazakhstan 
will pump crude oil to Chinese refineries and bring back refined oil products, he said. 
 
The Kazakhstan government is considering building an oil product pipeline at the 
border with China to boost refining under tolling contracts, Mynbayev also said on 
Monday. 
 
The pipeline will operate until modernization of the republic’s refineries is completed, 
he said. 
 
“This means it will operate until we are fully able to reach self-sufficiency [in oil 
product provision], which will be achieved by the end of 2015,” he said. 



 
Kazakhstan intends to refine about 500,000 tons of crude in China this year, 
Mynbayev said previously. 
 
If Kazakhstan does cut its imports, it would primarily affect Russia's Gazprom Neft, 
which has around 40 filling stations in that country, the paper says. 
 
Russia's Deputy Prime Minister Igor Shuvalov is due to hold talks in Moscow on 
Wednesday with Kazakhstan's Deputy Prime Minister Kairat Kalimbetov, including 
energy issues, Shuvalov's administration told Kommersant. 
 
In a separate dispute which broke out late last year, Astana and Moscow have 
argued about control of the Baikonur space center in Kazakhstan, Russia's main 
rocket launch center, with Astana seeking a return to local jurisdiction. 
 
The issue of control over Baikonur and the rent Russia pays Kazakhstan to use the 
facility have been the subject of ongoing dispute between the two nations ever since 
Kazakhstan gained independence from the USSR in 1991. 
 
106. PetroAsian Energy signs MoU with Kazakhstan oil company 
bne 
February 1, 2013  
 
PetroAsian Energy has announced that it has entered a non-binding memorandum of 
understanding (MOU) with a Kazakhstan-based oil and natural gas exploration and 
production company. 
 
The Hong Kong listed company disclosed January 30 that the term of the agreement 
with the unnamed company was from January 30, 2013 to July 1, 2013. 
 
"The purpose of the MOU is to establish a collaborative working relationship and 
timeline between PetroAsian Energy and the target company for the purpose of 
agreeing to the final terms of a possible acquisition," PetroAsian’s statement said.  
 
107. Refinery modernisation must start in 2013 - Kazakhstani PM  
bne 
January 29, 2013  
 
Kazakhstan’s Prime Minister Serik Akhmetov has told officials to start the 
modernisation of two of the country’s three main oil refineries at Pavlodar and 
Shymkent in 2013.  
 
Modernisation of the Atyrau refinery is already underway, as Kazakhstan plans to 
increase the country’s oil refining capacity and bring production into line with Euro 
standard.  
 
State oil company KazMunaiGas plans to invest $6bn into modernisation of the 
refineries between 2013 and 2015, the company’s chairman Lyazzat Kiinov said in 
October 2012.  
 
"The President has repeatedly noted the need to ensure the domestic market with 
domestic oil products, the quality of which must comply with the new environmental 



standards,” Akhmetov said at a government session on January 28, Kazinform 
reported.  
 
“Today, the minister [of oil and gas] in his report drew attention to this, but all the 
issues related to the reconstruction and modernization of refineries break the 
implementation schedule." 
 
Akhmetov also set an April 2013 deadline for the launch of the Aktau bitumen plant, 
which was scheduled to start production in December 2012.  
 
108. Wind farm planned in east Kazakhstan  
bne 
January 29, 2013  
 
The Pavlodar Civic-Entrepreneurial Corporation (CEC) is planning to invest KZT15bn 
($100,000) in a wind farm 100 kilometres from Ekibastuz, where several of 
Kazakhstan’s largest thermal power plants are located.  
 
The plant will have capacity of 50-MW, Pavlodar CEC’s CEO Almas Madiyev said 
January 28, Interfax Kazakhstan reported.  
 
According to Madiyev the company is in discussions with Chinese partner companies 
to import equipment for the farm, and has signed a memorandum on a long-term 
lease.  
 

CENTRAL ASIA INVESTMENT 
109. Bishkek ready for talks with Centerra - Prime Minister 
bne 
January 29, 2013  
 
Kyrgyzstan’s Prime Minister Zhantoro Satybaldiyev said January 29 that Bishkek is 
ready for “constructive talks” with Centerra Gold, as the Kyrgyz government 
prepares to change the conditions under which Centerra operates the country’s 
largest gold mine, Kumtor.  
 
MPs from Kyrgyzstan’s ruling coalition have backed plans to renegotiate the 
investment agreement with Canada-listed Centerra and to change the tax regime for 
the company.  
 
At a meeting on January 25, MPs endorsed a report by the State Commission for the 
Inspection of Kumtor, which concluded that the existing agreement, signed under 
former President Kurmanbek Bakiyev in 2009, was not in Kyrgyzstan's interests.  
 
Back in 2009, the Kyrgyz state took a 33% stake in Centerra, the owner of the 
Kumtor gold mine. Government officials also agreed a special tax regime for the 
company.  
 
However, MPs from several parties have sought to amend the agreement, although 
the parliament rejected a proposal to natioanlise the mine in mid 2012.  
 
"Cooperation with investors within the framework of our legislation will ensure the 
stable operation of both mining companies and their shareholders, including Centerra 



Gold Inc. A common approach will be applied to all investors in the mining industry 
in the framework of legislation of the country. All investors need to work in the same 
conditions,” Satybaldiyev said at a meeting with officials from the Asian Development 
Bank and the World Bank, Kabar reported.  
 
“Why all does the question of Kumtor keep being raised? Because the agreement 
was concluded in the interests of specific groups, but not the country,” Satybaldiyev 
added. 
 
Centerra issued a statement on January 25, saying that the company "expects to 
continue discussions with the Government of the Kyrgyz Republic, with the objective 
of resolving matters through constructive dialogue. There can be no assurance, 
however, that this will be the case."  
 
Kumtor is a highly political issue in Kyrgyzstan, where the mine's output accounts for 
around 12% of annual GDP. With resource nationalism on the increase in 
Kyrgyzstan, popular opposition to foreign ownership of the country's largest gold 
mine is growing.  
 
110. Dragon Oil signs final contract for Iraqi exploration block 
Visor Capital  
January 29, 2013 
 
Impact: NEUTRAL 
 
Facts/News. Dragon yesterday announced that together with its consortium partner, 
Kuwait Energy, it signed final service contract with the Iraqi Ministry of Oil and the 
Tender Committee for the exploration, development and production for Block 9 in 
Iraq.  Kuwait Energy will be an operator of the block with 70% stake, and Dragon 
holds remaining 30% of contractor share. 900km2  Block 9 is located in Basra 
province. Contract provides for five year exploration with potential two two-year 
extensions, with a 20 year development phase for any discovery, with the potential 
of five more years extension to it. 
 
Analysis.  The contract was initially agreed following a bidding process back in July 
2012.  We believe the formal signature is of limited impact. 
 
Valuation/Conclusion.  We do not expect significant share impact from the 
news.  Dragon is traded on US$4.6/bbl of 2P reserves, which is higher than its peers 
average multiple of US$3.8/ bbl. 
 
Zhanar Nazkhanova 
Dominic Lewenz 
 
111. Dushanbe to announce Kalon Konimansur developer in 2013 
bne 
January 29, 2013  
 
The result of a tender to develop Tajikistan’s largest silver deposit, Konimansuri 
Kalon, is expected to be decided in 2013 - almost four years after the tender process 
was announced.  
 



At a press conference on January 28, the chairman of Tajikistan’s Committee for 
Investments and State-owned Property Management (GosKomInvest), Davlatali 
Saidov, said the decision was due to be made this year.  
 
“The project is very complex and between $3.5bn and US$4bn are needed for 
implementation of this project,” Saidov told journalist, Asia Plus reported.  
 
An international tender to develop Konimansuri Kalon deposit was announced in 
November 2009. Four contenders were shortlisted the following March: BHP Billion, 
two Chinese companies - Ziti Mining and  Sichuan Group, and a consortium 
comprising Kazakhstan’s Kazzinc and its parent company Glenmore International, 
Kazakhstani Konimansur and Tajikistan’s Adrasman ore refinery.  
 
Both Chinese companies later pulled out, and were followed by BHP Billiton in July 
2012, leaving just the Kazakh-Tajik consortium still in the running.  
 
Kalon Konimansur, in north Tajikistan, contains around 1m tonnes of ore, and 
estimated silver reserves of around 70,000 tonnes. 
 
Developing the massive deposit would be transformative for the Tajik economy, the 
poorest in Central Asia. The developer is expected to employ around 10,000 people 
during the construction phase and 2,000 once the mine starts operation.  
 
112. Tajik government considers Talco restructuring plans  
bne 
January 29, 2013  
 
Plans for the restructuring of Tajikistan’s largest company the Tajik Aluminum 
Company (Talco) have been submitted to the government for consideration.  
 
Several ministries and government agencies are working with Talco’s management 
on the plans to restructure the aluminium company, the chairman of the State 
Committee on Investments and State Property Management of Tajikistan, Davlatali 
Seyidov, told journalists, Trend reports.  
 
Talco’s management have proposed separating Talco’s aluminium production from 
other activities and setting up new companies to manage its non-core functions.  
 

EURASIA INVESTMENT 
113. Azerbaijan attracts over $140bn in investment 
bne 
January 31, 2013  
 
A total of over $140bn has been invested in the Azerbaijani economy since 
independence in 1991, according to Economic Development Minister Shahin 
Mustafayev.  
 
This included $22.1bn invested in 2012, including $13.3bn from domestic sources 
and $8.8bn in foreign investment.  
 



In an article in Azerbaijan newspaper, Mustafayev wrote that the rapid development 
of the Azeri economy has created good conditions for domestic companies to invest 
abroad.  
 
"Currently, state and private Azerbaijani companies are involved in petrochemical, 
gas, transport and other projects in other countries... There is a positive trend in the 
dynamics of investments made abroad,” Mustafayev wrote.  
 
114. Azerbaijan extends Shah Deniz agreement to 2036 
bne 
January 28, 2013  
 
Azerbaijan has extended the production sharing agreement (PSA) for the Shah Deniz 
gas project for five years, until 2036.  
 
The agreement to extend the PSA for Azerbaijan’s largest offshore gas field is 
apparently a sign of better relations between Baku and BP, the operator of the field.  
 
"We have agreed to extend the Shah Deniz PSA from 2031 to 2036, and the Shah 
Deniz partners will now proceed with phase 2," Elshad Nassirov, vice president of the 
State Oil Company of the Azerbaijan Republic (Socar), said in an interview with 
Reuters. 
 
Discussions between Azeri officials and BP on the extension of the Azeri- Chirag-
Guneshli (ACG) PSA are also underway, according to Nassirov.  
 
A dispute erupted between Azerbaijan and BP in 2012, when President Ilham Aliyev 
blamed the company’s low level of oil production for the fall in Azerbaijan’s GDP 
growth. BP’s chief executive Bob Dudley visited Azerbaijan in December 2012 in an 
attempt to resolve the situation.  
 
Production started at Shah Deniz in 2006, and the field is currently producing 8 
billion cubic metres a year. The second phase production, which will raise output by 
16 bcm, is due to begin in 2018.  
 
The Shah Deniz consortium, which includes BP, Statoil, Total and SOCAR, is currently 
considering its options for transporting gas from the field to Europe when second 
phase production begins.  
 
The consortium has already announced it will use the Tanap pipeline to transport gas 
across Azerbaijan and Turkey. From the Turkish border, the gas will either be 
transported to Europe through the  Nabucco-West pipeline to Austria or the Trans-
Adriatic pipeline (TAP) to Italy. A decision is due to be made in 2013.  
 
115. Georgia to speed up construction of Baku-Tbilisi-Kars railway 
bne 
February 1, 2013  
 
Georgia plans to speed up construction of its section of the Baku-Tbilisi-Kars railway. 
 
At a meeting in Tbilisi on January 31, officials from Georgia and Azerbaijan agreed to 
accelerate construction of a new segment of railway line within Georgia, as well as 



the reconstruction of the well as work on the Akhalkalak-Tbilisi-Marabda railway, APA 
reported.  
 
The BTK railway, which links Azerbaijan, Georgia and Turkey, was originally due to 
be operational in 2010, but the completion date has been put back several times, 
with construction now expected to be finished in 2013.  
 
When completed, the line will create a direct rail link between the three countries, 
and is expected to benefit the economies of the region as well as providing a new 
route connecting Europe and the Middle East via the Caucasus.  
 
It will replace the the Kars–Gyumri–Tbilisi railway, which runs through Armenia and 
was shut down in 1993 when Turkey closed its border with Armenia to show 
solidarity with Azerbaijan.  
 
An agreement between the three countries was signed back in 2005, with 
construction starting two years later. The outbreak of war between Russia and 
Georgia over South Ossetia in August 2008 was a setback for the project, but 
construction was later resumed.  
 
116. Indian authorities give go ahead to OVL’s Azerbaijan deal  
bne 
February 1, 2013  
 
India’s Cabinet Committee on Economic Affairs has approved the acquisition of a 
stake in the Caspian offshore Azeri-Chirag-Guneshli (ACG) field by ONGC Videsh 
Ltd’s (OVL), the overseas arm of state oil and gas company ONGC.  
 
OVL agreed in September 2012 to buy out US energy company Hess’ 2.72% in ACG 
and its 2.36% stake in the Baku-Tbilisi-Ceyhan pipeline in a $1bn deal, subject to 
regulatory approval.  
 
The cabinet committee gave its approval for the deal on January 31, paving the way 
for OVL’s entry to the Azerbaijani oil sector to go ahead.  
 
The deal is one of several international investments by OVL, including its 
investments into fellow CIS countries Russia and Kazakhstan. Under ONGCs 
Perspective Plan  2030, the company plans to increase OVLs oil and gas production 
from its current level of 8.75 million tones oil equivalent (MMTOE) to 60 MMTOE by 
2030.  
 
In September 2013, ONGC said in a statement that the deal will “mark ONGC 
Videshs entry into oil rich Azerbaijan and is consistent with its stated strategic 
objective of adding high quality international assets to its existing E&P portfolio.” The 
deal “bears significant strategic importance to India in terms of contributing towards 
India’s energy security.” 
 
117. Investors fear impact of Mongolia's new mining law 
Clare Nuttall in Astana  
January 25, 2013 
 
The new mining law currently under consideration in Mongolia has alarmed foreign 
investors, who fear it will not only deter investment in the mining sector, but have 



knock-on effects in other parts of the economy. With parliament due to consider the 
law in April, just two months before Mongolia's presidential elections, the 
government has been accused of taking a populist stance to appeal to rising 
nationalism among the population.  
 
The Mongolian Business Council has written to President Tsakhia Elbegdorj warning 
of the possible consequences of the draft law for the mining industry – and foreign 
investment in general – should it be adopted in its current form. Adopting the law is 
"likely to damage Mongolia's brand as an investment destination," says the letter 
from the council, which numbers Rio Tinto, General Electric, Mitsubishi and other 
international firms among its 250 members.  
 
"The impact of the draft law on the minerals industry will be to halt current minerals 
exploration and development in Mongolia and greatly discourage any future 
investment," says the letter, which was leaked to the Financial Times. "Collateral 
damage is likely to include all other sectors of supply, including but not limited to the 
construction and real estate sectors, imposing a significant chain-reaction burden on 
the banking and financial institutions which they may not be able to withstand and 
leading to a deepening crisis." Measures of particular concern in the draft law include 
a provision allowing local communities to decide whether exploration work can go 
ahead in their area.  
 
Investors have pointed out that Mongolia's law on foreign investment, adopted in 
2011, has already had a negative effect on the investment climate. The law restricts 
foreign investment in sectors deemed to be strategic, which include the mining 
sector. The earlier legislation also sparked accusations of populism since it was 
passed shortly before the June parliamentary elections.  
 
A report published by the US embassy in Ulaan Baatar on January 15 warns that the 
draft mining law is already impeding investments, as government officials are waiting 
to find out the new lay-of-the-land before making any decisions. "Officials are 
reluctant to issue licenses and permits that might eventually become invalid or 
require alteration. In certain cases, investors report that officials have threatened to 
revoke valid licenses because they might be illegal under the pending legislation," 
says the US report.  
 
The report also criticises the 2012 foreign investment law, noting that "both foreign 
and domestic investors consider Mongolia a riskier place to invest than it once was; 
and perhaps riskier than similar emerging markets."  
 
Disconnect  
 
Mongolian government officials argue that the proposed mining law will benefit both 
the economy and the environment. "It is necessary to understand the reality of 
Mongolia. We need to understand each other well on such issues such as the 
geopolitics and location, fragile ecology, small population. It is necessary to look at 
the reality and examine the draft from many angles," presidential adviser Puntsag 
Tsagaan told a briefing on January 18, Bloomberg reports.  
 
While acknowledging this position, Origo Partners' senior associate Dale Choi warns 
of a "disconnect" between government and business. "We appreciate the sincerity of 
the intent of the draft Law to try to solve challenges posed by development of 
minerals sector, protect the interests of Mongolia and its people from a higher 



national interests' point of view," Choi writes. "However, we note a significant 
"disconnect" and misunderstanding between the positions, beliefs and convictions of 
the taskforce and Mongolian authorities and that of the exploration/mining industry 
and investors."  
 
At the briefing, Tsagaan also denied any connection with the looming election, but 
given the timing of the bill there are widespread suspicions that it's a populist move. 
Foreign exploitation of the country's mineral wealth is a theme that antagonizes 
many Mongolians, and tapping into these grievances could help Elbegdorj in his bid 
for re-election. Vidur Jain, an analyst at local brokerage Monet Capital, says the 
speculation that this is just an election manoeuver is only strengthened by 
comments from Tsagaan about how "there is no hurry to approve it (the law) before 
presidential elections".  
 
Another potentially populist move by an MP and member of Elbegdorj's Democratic 
Party, Jalbasuren Batzandan, was to introduce a draft anti-corruption law on January 
15 to the parliament that targets Mongolia's 100 or so high-ranking state officials.  
 
Striking a balance between attracting foreign investment to develop Mongolia's 
massive natural resources and maintaining social harmony by ensuring the resulting 
wealth is distributed to the population and helps preserve the environment has been 
a steadily growing problem for the Mongolian government.  
 
For several years, Mongolia was the world's fastest growing economy, with the rapid 
expansion driven by the country's nascent mining boom and the multi-billion dollar 
investments into major projects, in particular the Oyu Tolgoi copper-gold deposit. 
However, the benefits of this boom have not trickled down to the whole population. 
Those left behind include the millions of migrants living in gers on the hills 
surrounding Ulaan Baatar, whose population has more than tripled in the last 20 
years. The extreme cold of the 2009-2010 winter, known locally as a "Dzud", 
accelerated this trend, as millions of livestock died, forcing more former nomads to 
move to urban areas. The increasingly obvious difference between the haves and 
have-nots has caused a rise in nationalism, with foreign mining investments being an 
obvious political target.  
 
MPs have, for example, tried several times to amend the terms of the Oyu Tolgoi 
investment agreement. In the most recent attempt in September 2011, a group of 
backbenchers called on the government to enforce a parliamentary resolution to 
increase the state's share in the project from 34% to a majority. Meanwhile, the 
world's largest aluminium producer Aluminium Corp of China abandoned an attempt 
to acquire SouthGobi Resources, after the adoption of the 2011 law on foreign 
investment introduced new restrictions on foreign ownership of strategic assets.  
 
There have also been signs recently that the boom of the late 2000s will not continue 
indefinitely, despite the country's undoubted mineral wealth. Falling global coal 
prices and a slowdown in the Chinese economy caused exports of coal and other 
minerals to drop in 2012, resulting in a decline in the growth rate – albeit to a still-
healthy 12.3%.  
 
118. Mongolia's giant coalmine Tavan Tolgoi risks burnout 
Terrence Edwards in Ulaanbaatar  
January 29, 2013 
 



Mongolia's enormous Tavan Tolgoi coking coalmine, a vital organ that has kept the 
Mongolian economy vibrant and healthy, is failing due to poor market conditions and 
a government intent on taking away the operating capital needed to keep pumping 
out coal to China.  
 
"E-TT is facing... financial difficulties," Yachil Batsuuri, chief executive of the state-
owned company that operates at the mine, tells bne, referring to Erdenes Tavan 
Tolgoi, the operator of the mine. "That's why we stopped our coal transportation and 
export."  
 
The Tavan Tolgoi deposit, which holds 7.5bn-tonne of coal reserves, helped propel 
coal into the becoming Mongolia's largest export, most of which ended up in 
resource-hungry China. The Tavan Tolgoi coalfields lie just some 200 kilometres 
away from the Chinese-Mongolian border.  
 
And "financial difficulties" may be an understatement, as the Mongolian government 
has been taking away most of its operating capital in order to restock its Human 
Development Fund. Though this fund was introduced as a means to drive the 
development of Mongolia's human resources, in practice it has been used as a cash 
pool to distribute to the general populace. The 2008 parliamentary election in 
Mongolia was characterised by politicians trying to outdo each other over how much 
money they planned to give citizens.  
 
Batsuuri's predecessor, recently retired Baasangombo Enebish, said in August last 
year that the Mongolian government had taken from the company MNT937bn 
($669m). Then in January, it was announced that the transport company responsible 
for the export of Tavan Tolgoi's coal would discontinue its services, as the state-
owned miner had fallen behind on its payments. "We asked for $500m to bail out our 
debts and finance our operations before we start our infrastructure, wash plant 
structure, water-supply project," says Batsuuri, later adding that Mongolian Prime 
Minister Norov Altankhuyag had agreed to provide $350m.  
 
Other debts incurred include the $350m advance payment made by Aluminum 
Corporation of China, or Chalco as it's commonly called, for coal. The government 
has since said it wants to renegotiate that payment and end the contract in an 
attempt to diversify its customer base, even though Prime Minister Altankhuyag 
admitted that would incur a $50m penalty.  
 
Batsuuri says that Tavan Tolgoi has already delivered $170m worth of coal to Chalco, 
but now would like to pay the remaining $180m of the contract in cash. . "The 
government has also said that it will have multiple buyers, not only a single buyer. It 
decided to sell its coal at the world market price," says Batsuuri.  
 
Though Mongolia depends on China to buy over 90% of the minerals it produces, it 
has always had a tense relationship with its neighbour to the south. Mongolia fears 
Chinese dominance over its prized resources. In 2012, when Chinese state-owned 
Chalco tried to buy Ivanhoe Mines' controlling stake in Mongolian-focused coalminer 
SouthGobi Resources, the Mongolian government immediately went on the defensive 
with the passage of legislation called the "Strategic Entities Foreign Investment Law" 
last May. That law eventually killed Chalco's $938m deal.  
 
Analysts warn that Tavan Tolgoi's decision now to back out of this coal-trade 
agreement could further strain an already tenuous relationship. "This move could 



potentially make things much more difficult for Mongolia in the long term," says 
Vidur Jain, an analyst at Monet Capital Investment Bank. "If Chalco does not want to 
renegotiate the existing agreement, it could sour the relationship with their biggest 
customer, already fragile from last year's episode with the SouthGobi takeover bid."  
 
"This could make it more difficult for Mongolia to acquire finance through pre-sale 
contracts in the future," Jain adds.  
 
Batsuuri says all these problems have conspired to push back yet again the triple 
listing of Tavan Tolgoi on the stock exchanges of Ulaanbaatar, London and Hong 
Kong. "Not this year," Batsuuri says. "You see the world market situation. We 
decided to wait until the market recovers, the price of coal increases, and until E-TT 
starts regular construction of its wash plant, plus increase our export."  
 
Also necessary is a new financial securities law currently before Mongolia's 
parliament. Representatives of Mongolia's Financial Regulatory Committee have said 
the law was written to reflect Hong Kong's listing requirements, to ensure a more 
streamlined listing process for Mongolia's firms there.  
 
Last year, the Hong Kong Stock Exchange took a strategic approach to target more 
commodity-based companies. Mongolia Mining Corporation, whose Ukha Khudag 
mine lies within the same area as Tavan Tolgoi, is one company already listed there. 
 
119. Rio Tinto denies plans to halt Oyu-Tolgoi work 
bne 
January 31, 2013  
 
Rio Tinto has denied that it plans to suspend work at the Oyu-Tolgoi copper gold 
project, in response to demands from the Mongolian government for a larger share 
in profits from the mine.  
 
The mining company said January 30 that the Oyu Tolgoi project in Mongolia is on 
track to reach commercial production in the first half of this year.  
 
The statement followed reports that Rio Tinto was considering suspending work at 
the mine. Shares in Toronto-listed Turquoise Hill Resources, which is 51% owned by 
Rio Tinto, and owns 66% percent of Oyu Tolgoi, fell by 10% after the news was 
broken.  
 
However, Rio Tinto spokesman Illtud Harri said that production was on schedule at 
the site, Reuters reported. "The power is secured, first ore produced and the 
concentrator switched on... We are on schedule for first commercial production in the 
first half of the year,” Reuters quotes Harri as saying.  
 
Rio Tinto and Turquoise Hill signed an investment agreement with the Mongolian 
government on Oyu Tolgoi, one of the world’s largest copper gold projects, in 2009. 
After tense negotiations, the two companies resisted an attempt by the Mongolian 
government to renegotiate the deal in October 2012.  
120. UAE’s Rasia signs agreement on $3bn infrastructure projects in 
Armenia 
bne 
January 28, 2013  
 



Dubai-based Rasia FZE has signed an agreement with the Armenian government and 
South Caucasus Railway on plans to build a new railway in Armenia as part of 
planned infrastructure investments worth $3bn. A memorandum of understanding on 
the Southern Armenia Railway was signed by Rasia, South Caucasus Railway and 
Armenia’s Ministry of Transport and Communication on  January 24.  
 
The 316 kilometre railway will run from Gavar near Lake Sevan to Armenia’s border 
with Iran at Meghri. The line will be integrated with both Armenia’s existing railway 
system, which is operated by South Caucasus Railway, and the Iranian rail network.  
 
The second project is the Southern Armenia High Speed Road, a 110 kilometre 
highway in the southern Syunik region, which will connect the town of Sisian to 
Meghri. 
 
The Armenian government signed concession agreements with Rasia for both 
projects in 2012, under which Rasia will build and operate the road and railway on a 
Public-Private Partnership basis.  
 
Under the concession agreements, Rasia will design and build the two projects, and 
after construction is completed will operate the road and railway for 30 yearss, which 
is renewable for an additional 20 years. Rasia will have the right to freely establish 
freight rates and tolls, according to a statement from the investment company.  
 
Both the projects are part of the International North-South Transport Corridor, 
intended to improve regional transport links and cut transportation times between 
the Black Sea ports and the Persian Gulf.  
 
“As the key missing link in the International North-South Transport Corridor, the 
projects have attracted significant regional interest from both strategic and financial 
partners waiting to participate in their development,” said Rasia’s chairman and CEO 
Joseph Borkowski in a statement.  
 
Rasia has already started preliminary work on the two projects, and has signed 
framework and commercial agreements with China Communications Construction 
Company Ltd, to become the lead member of the development consortium.  Work on 
feasibility studies started in December 2012. 
 

SOUTHEAST INVESTMENT 
121. France vows to rekindle Turkey's frozen EU bid 
Hurriyet Daily News 
January 31, 2013 
 
Turkey may soon come in from the cold in terms of its EU bid as its biggest skeptic, 
France, vows to lift blocks on its accession chapters 
 
France is expected to submit new proposals to accelerate Turkey's accession talks 
with the union as Paris sends strong signals that it is prepared to lift its block on at 
least one accession chapter during Ireland's current bloc term presidency.  
 
French Foreign Minister Laurent Fabius is expected to make the statement during a 
meeting with Foreign Minister Ahmet Davuto_lu this weekend in Munich, where both 
men will attend an annual security conference, diplomatic sources told the Hürriyet 



Daily News yesterday. "Fabius will voice new proposals and will provide information 
on Paris' intention to lift its block on the chapter on economic and monetary policy," 
a source speaking on condition of anonymity said.  
 
Five chapters were unilaterally blocked by France during former President Nicholas 
Sarkozy's rule. But following the election of François Hollande last year, Paris 
softened its position on Turkey's accession process.  
 
Amid the new thaw, expectations are growing that the process will act as a catalyst 
for Turkey's accession talks with the union.  
 
Reviving long-stalled EU accession talks will top the ministers' agenda, and the pair 
are expected to discuss a road map that would aid their cooperation to this end.  
 
Elections in Greek Cyprus could also create a better climate between Turkey and the 
EU, according to sources. However, European diplomats have questioned Prime 
Minister Recep Tayyip Erdo_an's recent statements that Turkey could join the 
Shanghai Cooperation Organization if the EU drags its feet on Turkish membership.  
 
Paris to explain Mali  
 
Davuto_lu and Fabius are also expected to discuss the developments in Mali. France 
launched a heavy military campaign against fundamentalist groups in northern Mali 
after the central government demanded help from France on Jan. 10. Turkey was 
among the opponents of the French offensive and publicly expressed its unease with 
the move. Fabius wanted to meet Davuto_lu in Davos but the two could only 
communicate through a phone call by the Turkish minister late Jan. 26.  
 
According to sources, Fabius told Davuto_lu that French troops launched the 
operation following an official Malian request that armed fundamentalist groups were 
advancing toward the capital, Bamoko.  
 
The French plan is to stop the militant groups and to protect the territorial integrity 
of Mali, sources said, adding that it would completely withdraw from the country 
after a political agreement is reached through political consultations.  
 
Fabius also asked for Turkish help to this end but did not receive a concrete answer 
form Davuto_lu, sources said. The two ministers will further discuss ongoing 
developments in Syria and the international community's failure to establish a strong 
and common front against the government of President Bashar al-Assad. 
 
122. Serbia govt's anti-graft drive set to run 
Dejan Kozul in Belgrade and Nicholas Watson in Prague  
January 28, 2013 
 
Since winning the election last year, the Serbian Progressive Party and its coalition 
partners have embarked on a wide-ranging anti-corruption drive that has already 
snared the country's richest man, tycoon Miroslav Miskovic. Will the leader of the 
main opposition party and the mayor of Belgrade, Dragan Djilas, be next?  
 
The new government's campaign taps into a rich vein of discontent among the 
population about the rampant corruption in the country and has boosted the 
Progressives' standing in the polls. Research by the Anti-corruption Agency of Serbia 



last year showed that almost 80% of the population considered corruption as the 
country's biggest problem. In its latest Corruption Perceptions Index, Transparency 
International ranked Serbia down at 80th out of 179 countries. According to the 
latest polls, Vucic and the Progressives right would win more than 40% of votes in a 
new election, up from the 24% they won at the one in May, and allow them to dump 
their Socialist Party partner and govern on their own.  
 
The anti-corruption drive is being spearheaded by the leader of the Progressives, 
Deputy PM Aleksandar Vucic, a former nationalist firebrand and today's most popular 
politician, who like his party has transformed himself into a pro-EU neoliberal intent 
on remaking Serbia into a modern, western democratic state. The anti-graft 
campaign is a key element in this, with the arrest of Miskovic, who together with his 
son and some associates, was remanded in custody on December 14. This, say 
analysts, is a bold statement by Vucic that no one is untouchable.  
 
That has the Serbian press abuzz with news about who will be next. With the 
Belgrade Police investigating the scandal over the awarding of an untransparent, 
legally flawed and questionable tender to introduce and run a new ticketing system 
for Belgrade public transport, called BusPlus, speculation has been growing that 
Belgrade mayor and the new leader of the opposition Democratic Party, Dragan 
Djilas, is in the government's sights.  
 
Taken for a ride  
 
In September 2010, Belgrade's mayor sold the rights to install a new ticketing 
system for Belgrade's public transport to Apex Solution Technology, a shady 
company with precious little history. The company is thought to be a phantom 
company, possibly orchestrated and run by the mayor himself, local media alleges.  
 
According to a citizens group called "We are 99%", there were many irregularities 
surrounding the tender, as related in a fine investigative piece by the Centre for 
Investigative Journalism in Serbia (CINS) and the Balkan Investigative Reporting 
Network (BIRN). The group notes that when Apex took on the BusPlus project, it had 
only one employee and €500 in capital. The group says the tender was organised 
and run by Veljko Vlahovic, cousin of Aleksandar Vlahovic, a former minister in the 
Serbian government and a high-ranking person in the Democratic Party. As a board 
member of Erste Bank Serbia, the group claims that Aleksandar Vlahovic helped his 
cousin with a €2.5m loan from his bank even though Apex only had that €500 in 
capital.  
 
The terms of the contract to run BusPlus are also highly disadvantageous to Belgrade 
City. Apex gets the right to keep 8.53% of the total amount that passengers pay for 
tickets, which is a bad deal for the city. Collecting ticket fares currently generates 
around €4.6m a month, so the consortium can expect to earn just under €400,000 a 
month from ticket sales alone.  
 
Not that many Belgraders got to hear of this. There was little fuss about the issue 
during the previous government of Djilas' Democratic Party, unsurprisingly. And even 
now the story is confined mostly to the tabloid Kurir, which was influenced by Djilas 
during the former government's time in office, but which since last year's elections 
has been backing Vucic and the Progressives, claiming now that Djilas had in fact 
really orchestrated this BusPlus business. Kurir is the place where Belgraders can 



find information about the next possible arrests, which usually then happen a few 
days after they were reported.  
 
Suspicions about Djilas don't end with BusPlus, and government sources say the 
simmering scandal and rising public anger over it offers a way for Vucic and the 
government to launch a wider investigation into Djilas' business interests without 
making it look too nakedly political.  
 
Djilas made his fortune as a player in the media market since the 1990s. During his 
time as Belgrade mayor, much of it while his party enjoyed both the presidency and 
the government, sources say he has enriched himself by funneling media contracts, 
especially advertising, to companies he owns, including Direct Media, a media firm 
that sells advertising space in various Serbian electronic media outlets.  
 
The State Audit Institution has also filed criminal charges against Djilas's 
administration over the audited budget year of 2010 on suspicion that some 
activities conducted by the charged persons used budget funds for the purposes 
other than those that had been stipulated.  
 
Together with the dodgy public transport tender, government sources say the 
Progressive believe they now have more than enough to engineer Djilas' downfall. 
And with the Democratic Party also set to suffer in the wake of that, sources say the 
likelihood is that the Progressives will strike while the iron is hot and hold a snap 
election before the year is out.  
 
123. Turkey and KRG close to secret oil & gas agreement, claims opposition 
Hurriyet Daily News 
January 29, 2013 
 
A main opposition lawmaker insists that Turkey and the Iraqi Kurdistan Regional 
Government (KRG) secretly signed a "framework agreement" last year that outlined 
transportation and marketing of oil and gas sources in northern Iraq to the global 
market by excluding the central government in Baghdad.  
 
The secret deal has not yet been finalized and the parties are discussing a critical 
article, Republican People's Party (CHP) deputy Aytun Çıray told the Hürriyet Daily 
News yesterday. He said he had unconfirmed information about the details of the 
critical article, thus he would not elaborate on what that article consists of for now.  
 
Iraq's central government in Baghdad and the Arbil-based KRG are locked in a 
widening dispute over control of oil revenues, oilfields and territory that is fraying the 
country's uneasy federal union. The feud between Baghdad and the Arbil-based KRG 
enclave, which has run its own regional administration and armed forces since 1991, 
has escalated since the KRG began signing oil deals last year with major companies 
Exxon Mobil and Chevron to develop fields. 
 
Baghdad insists the central government has the sole constitutional right to export oil, 
while the KRG says its right to grant contracts to foreign oil firms is enshrined in the 
Iraqi Constitution, which was drawn up following the 2003 invasion that ousted 
dictator Saddam Hussein. 
 
The KRG began exporting its own very light oil, or condensate, independently to 
world markets in October 2012 via truck to a Turkish port, where it was sold through 



an intermediary. The central government describes the transaction as "oil-
smuggling." 
 
Iraq's central government entitles the KRG to 17 percent of oil products refined in 
Iraq, but the secret deal between Turkey and the KRG aims to transfer all northern 
oil revenue to Arbil, Çıray said. 
 
The recent political crisis between the Baghdad government and Arbil administration 
is an outcome of the secret agreement, Çıray also claimed. "These developments 
could lead to very dangerous results. Divisions within Iraq as well as Turkey could 
occur. The [Turkish] government is playing a very dangerous game." The 
government's recent talks with the outlawed Kurdistan Workers' Party (PKK) leader 
Abdullah Öcalan to find a peaceful resolution to the conflict between the PKK and 
security forces had actually been launched to secure "appropriate conditions" for the 
deal, Çıray also claimed. 
 
The CHP lawmaker issued a parliamentary question to Foreign Minister Ahmet 
Davuto_lu about the alleged secret deal. 
 
Arguing that an offshore company was founded by Turkey as part of the secret 
agreement, Çıray asked Davuto_lu whether companies whose owners are close to 
the Turkish government would be shareholders in the offshore company. 
 
"If aforementioned deals come into force, a de-facto dissolution within Iraq will be 
inevitable. Has Turkey's foreign policy, which advocates the integrity of Iraq, 
changed?" Çıray asked. 
 
124. Turkey buys new vessel for oil search 
Hurriyet Daily News 
January 31, 2013 
 
Turkey's state-run oil researcher TPAO has bought a seismic vessel to conduct two 
and three dimensional seismic surveys in Turkish seas, Energy and Natural 
Resources Minister Taner Yıldız announced on Jan. 30. 
 
After seven months of talks between the two sides, the TPAO paid around $130 
million to Norwegian Polarcus company for the seismic vessel, which is 84 meters 
long and 17 meters width, as well as a Skorsky helicopter landing strip. 
 
The seismic vessel, which Yıldız said had proved its success in the international arena 
in two and three dimensional seismic surveys, will accelerate the search for oil and 
natural gas in the seas.  
 
Yıldız said the vessel would conduct searches in the Black Sea and then in the 
Mediterranean Sea.  
 
Energy-hungary Turkey is bidding for finding oil and gas both in the Black Sea and 
the Mediterranean.  
 
The vessel constructed in 2011 is able to make automatic predictions of direction and 
position due to satellite communications.  
 



The vessel, named "Barbaros Hayrettin Pa_a," will be introduced to the public in an 
upcoming ceremony organized in Istanbul's Be_ikta_ Pier.  
 
It passed through Dardanelles Strait yesterday to arrive Istanbul. 
 
The vessel will be painted red and white, which are the colors of Turkey's flag, after 
customs and harbor registration is completed. 
 
125. Turkey starts up state-run  mobile operator 
Hurriyet Daily News 
January 30, 2013 
 
PTTcell, Turkey's fourth mobile operator, founded by the General Directorate of Post 
and Telegraph Organization (PTT), has been established, claiming to provide cheaper 
service. 
 
The new operator will be the cheapest in Turkey, the general director of PTT, Osman 
Tural, said yesterday during a publicity meeting. "PTT has tossed its hat into the ring 
in this business with 4,500 PTT points at which citizens can benefit from this mobile 
service. One of PTT's 'T's' - referring to 'telephone' - was lost in 1995 with the name 
change, but now we are bringing the telephone back to the PTT structure with the 
introduction of this system," Tural said. 
 
Transport Minister Binali Yıldırım lauded the service and said the scope of the 
network would be expanded to cover the rural areas of the country within two years.  
He said the project was not for-profit, but rather was a public service project that 
was initiated through the Universal Service Fund. 
 
Avea, the mobile operator also run by state, is the provider of technical 
infrastructure and the mobile network for the new server. 
 
The operator eyes reaching 1.5 million subscribers in the first year, multiplying to 5 
million by the end of the second year. 
 
126. Turkey working on new legislation for the retail sector 
Erste 
January 28, 2013 
 
According to news portal perakende.org, Hayati Yazici, Customs and Trade Minister, 
said that they were currently working on new retail legislation including 
arrangements about shopping malls and reviewing global experiences and are being 
supplied information from embassies abroad regarding global practices. Reportedly, 
Yazici said that the results of their studies will be complete in 1H13 and they will 
share their findings with sector representatives.  
 
Officals have been saying that there needs to be a retail law since the beginning of 
the 2000s especially with the boom in the number of shopping centers. Although we 
agree on the need for specific legislation for the retail sector, we do not expect that 
the passage of such a law in the near term would harm organized players.  
 
127. Turkish Airlines to launch scheduled flights to Gazipasa Airport  
Erste 



January 29, 2013 
 
According to news portal airporthaber.com, Turkish Airlines has been granted the 
necessary approvals and will finalize procedures to initiate scheduled flights to 
Gazipasa Airport. Reportedly, scheduled flights are expected to commence this year, 
while no specific date has been set as of yet.  
 
Gazipasa Airport, located near Alanya/Antalya, a well-known tourist destination in 
the south coast of Turkey, is run by TAV Airports Holding and the company has a 
concession till the end of 2032. Although it is a small airport which has a capacity of 
less than 1mn and its contribution to consolidated figures are at immaterial levels, 
we still welcome Turkish Airlines' decision to initiate scheduled flights after Pegasus 
and some European airlines had already started chartering some flights to the 
airport. Such moves will eventually lead to the enlargement of the airport and yield 
positive long-term results. Yet, we do not expect this news to have any material 
impact on share performance.  
 
128. Turkish airports to see 11% passager growth in 2013, forecasts official 
Erste 
January 28, 2013 
 
Orhan Birdal, GM of the State Airport Authority, said that they expect 10.8% y/y 
growth in the total number of passengers carried in 2013e. Birdal reiterated Minister 
Yildirim's comments last week that Istanbul Ataturk Airport will stop serving 
scheduled flights for commercial airliners, but that rest of its activities will continue 
once the planned third airport becomes operational. Birdal once again said that 
Turkey is a constitutional state and they have to and will consider TAV's losses due 
to the planned third airport. Lastly, in response to a question, Birdal indicated that 
whether Turkish Airlines will have a seperate terminal in the new airport is an issue 
that will be resolved between the airport terminal operator and Turkish Airlines. 
 
In line with Birdal's comments, we also expect low-teens passenger growth in 2013 
for the whole sector. On the other hand, Birdal's comments about planned third 
airport and Istanbul Ataturk are broadly a reiteration of Minister Yildirim's comments 
last week and come as no surprise. We expect the comments to have a limited 
impact on listed aviation stocks. 
 
129. Turkish population crosses 75m mark 
Hurriyet Daily News 
January 28, 2013 
 
Turkey now has 75.627.384 people residing in the country, according to official 
numbers revealed by the Turkish Statistical Institute.  
 
A 903.1115 increase was seen over the previous year, with male population nearing 
50.2 pct., and female population coming around to a 49.8 pct. The population's 
overall increase rate was 12 thousandths, slower that last year's 13.5.  
 
18 pct. of the country's population resides in Istanbul, which sees over 13.800.000 
people living within.  
The average age of the country increased up to 30, with the working age group also 
increasing in 
 



CENTRAL EUROPE INVESTMENT 
130. CEZ mulling extending the life of coal-fired power plants 
Erste 
February 1, 2013 
 
Czech power giant CEZ is considering extending the life of some of its coal-fired 
plants due to the low cost of carbon credits. CEZ said it would be logical to invest in 
power plants close to mines. 
 
There is basically only the 1.0GW Pocerady power plant, which fits in this definition 
(close to a mine and not retrofitted yet). In case CEZ would extend its lifetime to 
more than currently planned 5-7 years (and agreed with Czech Coal on long-term 
coal supplies), we would see it positive. 
 
131. Czech Coal reportedly agrees to supply CEZ at reasonable price 
Erste 
January 29, 2013 
 
Czech Coal will reportedly agree to supply 5.5m tons of coal per year from the 
Vrsany mine to CEZ for CZK 38-39/GJ, far below the CZK 60 price CC had sought. A 
source suggested that part of the deal will be an option for CC to buy the Pocerady 
power plant in two or eight years.  
 
The speculated price is well below the previous assumptions and it would increase 
the current prices only mildly. The impact of the option will depend on the 
conditions, which are unknown yet. At first sight it looks positive; nevertheless we 
have to wait for official confirmation.  
 
132. Czech government hunts stake in oil refiner 
bne  
January 24, 2013 
 
Polish-owned oil and fuels group Unipetrol insisted on January 23 that it has no 
intention of selling control of the Czech Republic's major refiner Ceska Rafinerska. 
The statement came a day after Czech Industry Minister Martin Kuba said the 
government is preparing a plan to take over the company, confirming long-standing 
market speculation.  
 
The move is prompted by the government's desire to bolster energy security, Kuba 
told Reuters in an interview. To that end, an expert group has been formed to study 
the plan, which aims to combine the refiner with state-held crude and oil products 
pipeline operators Mero and Cepro with the country's refiner. "If we want to bring the 
segment together, we have to go back and seek a stake in Ceska Rafinerska," he 
said.  
 
The government should make a decision on how to proceed before the end of the 
first quarter, Kuba added. However, he refused to discuss details of how the plan 
might work and whether it could involve the purchase of shares in Rafinerska or 
some form of share swap between Rafinerska's owner and the pipeline companies. 
When asked whether there was willingness on the part of some shareholders to sell, 
he said: "Let's say we have indications."  
 



Polish state-controlled refiner PKN Orlen, which bought Unipetrol in 2004, last 
refuted ongoing speculation that it could sell the company to the state in late 
November. That came following a mini-crisis for the Czechs in October when they 
were cut off from crude supplies for a couple of weeks, and Ceska Rafinerska was 
forced to shut down one of the country's two refineries at Kralupy.  
 
That crisis, driven by dropping volumes of crude from Russia as it adopts new export 
routes, saw Prague spring into action. The next month, Mero completed the purchase 
of a 5% stake in the TAL pipeline - the only alternative oil import route to the rapidly 
drying Druzhba from the east - in order to ensure capacity.  
 
"It is a strategic interest of the Czech Republic to return to... playing an important 
role in the central European region and having decisive participation on what is 
happening in the Czech petrochemical industry," Kuba said. Prague was critical of 
Unipetrol management for allowing the cut off to develop. "It was shown clearly that 
PKN does not have all issues contractually covered," Kuba noted.  
 
While PKN continues to insist it's not interested in selling its Czech assets, it appears 
to have several decent motivations to do so should the price be right. The Polish 
giant has been struggling under a hefty debt load in recent years, and on top of 
Ceska Rafinerska - which Unipetrol said on January 23 was largely behind the 
CZK3.1bn operating loss it announced for the last quarter of 2012 - is stuck with a 
refinery in Lithuania that also impacts its bottom line negatively due to Russian 
export policy and overcapacity in European refining.  
 
"There is huge overcapacity in [regional] refining. This sector is in huge problems." 
Unipetrol vice-chairman Piotr Wielowieyski said, according to Dow Jones, as he also 
revealed that the results included a CZK4.39bn impairment, mostly due to a 
downward revaluation of Ceska Rafinerska. The thriving Czech black market and a 
recession in the country will keep its earnings under pressure, he added.  
 
At the same time, like several of its state-controlled peers, PKN is being pushed by 
Warsaw to invest heavily in a drive for greater energy independence for Poland, and 
has been roped into prospecting for shale gas and building new generation capacity. 
The company said in December that it will invest PLN22.5bn (€5.4bn) on projects in 
the two segments up to 2017.  
 
On top of that, the Polish treasury is applying pressure for large dividends from state 
companies to help with fiscal consolidation. That has seen PKN announce it will make 
its first payout in five years in 2013.  
 
However, PKN is unlikely to be keen to do Prague many favours, given its complaints 
over the behavior of Mero. Unipetrol is forced to pay "uncompetitive pipeline tariffs" 
to the crude pipeline operator, Unipetrol CFO Mariusz Kedra said on January 23. "Our 
expectation is that tariffs will decrease" in the new contract negotiation round, he 
added. Wielowieyski reiterated at the same meeting that Ceska Rafinerska is a 
strategic company and that Unipetrol has no intention of selling. 
 
133. EBRD launches procurement for automated fare collection system for 
Budapest 
EBRD 
February 1, 2013 
 



Budapesti Közlekedési Központ (BKK) intends using the proceeds of a €54.2 million 
loan, currently under negotianion, from the European Bank for Reconstruction and 
Development [the Bank] for a project to develop, supply, operate and maintain a 
server-centric open loop automated fare collection system for Budapest. The 
proposed project contract, which has a total estimated cost of €68 million equivalent, 
is anticipated to require the procurement of the following goods, works and services:  
 
· validation equipment for 2100 buses, trams and trolley buses  
 
· validation equipment for 64 suburban rail stations  
 
· access gates and validation equipment for 55 metro and suburban rail stations  
 
· a total of 9000 ISO 14443-compliant smartcard readers  
 
· supply of 3 million ISO 14443-compliant smartcards  
 
· supply of 700 hand-held checking devices  
 
· supply of ticket retailing, customer support and management information 
applications  
 
· supply of a back-office for all the above  
 
· integration with existing BKK systems  
 
· supply of fixed and wireless telecommunication services · operation and 
maintenance of the system for a period of 10 years  
 
Tendering for the above contract is expected to begin in the second quarter of 2013.  
 
This contract, to be financed with the proceeds of a loan from the Bank, will be 
subject to the Bank's Procurement Policies and Rules and will be open to firms from 
any country. The proceeds of the Bank's loan will not be used for the purpose of any 
payment to persons or entities, or for any import of goods, if such payment or 
import is prohibited by a decision of the United Nations Security Council taken under 
Chapter VII of the Charter of the United Nations or under a law of official regulation 
of the Purchaser's country.  
 
134. Hungarian government preparing further tariff cuts 
bne 
January 30, 2013 
 
The Hungarian government announced on Janaury 29 that it's preparing further cuts 
in household utility prices following the 10% cut in gas and electricity tariffs initiated 
from the start of the year.  
 
"At today's meeting the government has discussed the possibility of a further 
reduction in utility costs," it said in a statement, according to Reuters. Late last year, 
following a demand from Prime Minister Viktor Orban that utilities serving household 
customers should be "non-profit" organizations, his Fidesz administration pushed a 
10% cut in domestic tariffs.  
 



Budapest was also careful to insist that the cost of the discount must remain with the 
distribution utilities, which like the banks and telecoms companies hit hard by tax 
increases since Fidesz came to power in 2010, are mostly foreign owned. Analysts 
suggest that the impact on MOL - a major supplier of gas to Hungarian utilities 
alongside the state-owned MVM - will be minimal. 
 
The government statement tried to preempt any such concern in its statement. "The 
government will not pay attention to 'the lobby of energy providers', their profits or 
ultimatums, but will aim to provide affordable public services to the people, 
moreover, it is preparing further price reductions," it added.  
 
Magyar Hirlap reported that Hungarian power distributors would offer to sell their 
networks to the state should Budapest push for further cuts, according to Dow Jones. 
The paper also claimed that the government has dropped plans to cut electricity 
prices further this year, noting that the statement did not specifically mention 
electricity. State secretary Janos Fonagy told newswire MTI that the development 
ministry is preparing new utility tariff cuts to reduce water, sewage, communal waste 
collection, and chimney inspection fees. 
 
In a statement accompanying its latest interest rate cut on January 29, the Magyar 
Nemzeti Bank agreed that government-mandated price cuts should help with efforts 
to reduce inflation, which pushed on above 5% throughout 2012 despite the 
recession. However, Governor Andras Simor - a staunch opponent of Orban - warned 
that companies could still try to pass on any rises in production costs to clients. 
 
With parliamentary elections coming up in 2014, a cut to utility prices is clearly a 
plus for the government. More crucially, the planned effect on inflation makes it 
easier to push through the ongoing easing cycle at the central bank.  
 
135. Hungary to lower gas and electricity prices by 30%, claims official 
Erste 
February 1, 2013 
 
According to Janos Lazar, the PM's chief of staff, the Hungarian government may cut 
electricity and gas prices by 30% by mid-2014. The government is also working to 
lower the price of other household payments like water and sewage fees.  
 
This is a clear threat for the energy providers including MOL. The company is 
involved in natural gas production and transmission business. The government also 
announced it is set to buy E.ON's natural gas storage and trading business. 
 
136. Polish bribes grow as they become less common 
bne 
January 30, 2013 
 
Backhanders are getting rarer in Poland, but those that are still paid are much larger, 
according to a new report, which points the finger at public officials and the 
healthcare sector as the worst offenders.   
 
According to statistics from National Police Headquarters (KGP), instances of bribery 
dropped 11.4% year on year in 2012. Overall 10,805 cases were confirmed through 
the year, almost 1,400 less than in 2011. However, those deals saw a lot more cash 



changing hands, with PLN15.63m (€3.7m) stuffed into envelopes compared with the 
PLN6.39m the previous year. 
 
The dropping number of cases, but with a concurrent rise in cash value, suggests 
that crooked officials and others see the likelihood of getting caught as much higher, 
and are demanding higher sums in order to risk the consequences.   
 
The report also notes that the vast majority of bribery is petty and still takes place in 
the sphere of healthcare, as well as across the web of officialdom. "Most cases are 
connected with doctors taking bribes, not only for treatment, but also for the issuing 
of sick leave, or references for those applying for pensions," said Andrzej Gaska, 
spokesman for the regional police in Katowice, according to Polskie Radio.  
 
The report stresses however that small PLN20 bribes for sick leave are not the most 
pressing problem, noting that the bribery of other public officials concerns heavy 
sums. However, it also claims that Poles are more sensitive to the matter today and 
that anonymous informants are reporting alleged instances of bribery more 
frequently, even concerning minor sums.  
137. Westinghouse CEO Commits to Czech Steel for Temelín and Europe 
Plants 
Press release 
January 29, 2013 
 
Westinghouse Electric Company today announced its commitment to source a 
majority of its steel needs through Czech companies as part of its ongoing 
localization efforts in preparation for the potential construction of Westinghouse 
AP1000 nuclear power plants in the Czech Republic and regionally. 
 
To illustrate this commitment, Westinghouse and Toshiba Corporation signed 
Memoranda of Understandings (MOUs) with Excon Steel a.s. and MODRANY Power 
a.s. which will cover both the raw production and fabricated steel products utilized in 
the AP1000 nuclear power plants.  
 
Westinghouse organized a Czech AP1000 steel event in cooperation with Toshiba, 
Metrostav a.s., the Czech Machinery Cluster and the Czech Steel Federation and 
Constructional Steelwork Associations on January 29. 
 
Speaking at the event, in the presence of numerous Czech steel company 
representatives, Danny Roderick, Westinghouse president and CEO, announced that 
after evaluation of the capabilities, quality and cost, "Westinghouse, Toshiba and our 
Czech partners are committed to sourcing a significant portion of all steel 
requirements for the Temelin AP1000s through Czech firms. There are several 
countries from which we could source these substantial steel requirements but we 
believe the Czech steel industry is highly competitive and are partners for the long-
term."    
 
Westinghouse will source (supply and fabrication) nearly 80,000 Metric tons of steel 
through Czech companies for its two planned AP1000 plants at Temelín if selected. 
The amount of steel to be sourced in the Czech Republic is the equivalent of three 
Eiffel Towers.  
 
A majority of the raw production and fabricated steel products utilized in the AP1000 
will be sourced through Westinghouse's Czech partners Metrostav and Vítkovice a.s. 



Westinghouse already has a number of long-standing agreements with these firms 
since the beginning of 2012. These two well-respected Czech construction firms 
would be responsible for procuring the structural building steel, reinforcing steel bar 
(rebar), as well as the steel needed for AP1000 structural and mechanical modules. 
 
In placing this commitment to Czech firms, Westinghouse will work closely with the 
industry to qualify companies which will be contracted to manufacture high grade 
steel components to meet stringent nuclear requirements.  This effort will bring 
additional competitive capabilities to these firms in worldwide markets. MODRANY 
Power could potentially provide a majority of the Temelín AP1000 piping needs, 
which will require the firm to be qualified by the American Society of Mechanical 
Engineers (ASME). With the necessary ASME qualification, MODRANY Power will then 
be able to compete in more specialized markets outside the Czech Republic.      
 
Westinghouse has decided that Czech steel capabilities put them in a position to be 
the supplier of choice for other AP1000 opportunities in the European region. 
Westinghouse has undertaken sector analysis and several facility reviews over the 
past months both in the Czech Republic and around Europe. The conclusion of 
centering its AP1000 steel production in the Czech Republic will result in thousands 
of jobs through the following decade and place Czech steel producers and 
manufacturers in a leadership position in Europe. "Following our supply chain 
management process to ensure the highest quality, safety and competitive cost, we 
can then shortly expect many more announcements of Czech company participation 
in the potential Temelín AP1000 project and across Europe," Roderick said. 
 
 


