
February 11, 2013 

 
 

 

 
 
This is bne's Eastern Europe equity capital markets weekly newsletter, a list of the 
top stories in region last week. You can receive the list as a plain text or html email 
or as a pdf file. Manage your delivery options here: 
http://businessneweurope.eu/users/subs.php 

 
TOP STORY STOCKS 
1. Sberbank CIB launches Ivanov index to play on Russian consumer theme 
2. Putin’s plan to privatize state’s companies on domestic exchange won’t fly 
3. Turkish Equities Outlook - Risk of a reversal of 2012 
4. Cukurova hunting $2bn loan as it pushes to recover Turkcell stake 
5. EM equity fund flows surge but ETF are loosing their appeal  
6. Russia's Micex sells itself as more than just a stock exchange 
7. NBK to manage united pension fund in Kazakhstan  
8. Russia's private pension fund contracts rise 24% in 2012 
9. Russia’s secular equity growth stories more attractive than most exporters 
10. Suspicion of insider trading raises regulation concerns in Turkey 
NEWS STOCKS 
11. Fund flows: Picture for Russia remains bleak with more outflows 
12. Abramovich buys 23% of UK’s Truphone for 70m pounds 
13. BP to Get $700m Less for 50% TNK-BP Stake 
14. EBRD may buy 5% stake in Russian Railways 
15. Rostelecom: Arrest of 10.5% stake in Rostelecom lifted – sale possible 
16. Sberbank closes DR programme — having reached the 25% limit  
17. Strong month for Eastern European equities 
18. VEB's pension savings invests yield 9.21% in 2012 
OTHER NEWS STOCKS 
19. BNY Mellon stops issuing Sberbank's ADRs 
20. Government to secure decision-making role in FSK 
21. Lukoil to increase stake in Kama Oil to 100%  
22. Mostotrest's BoD approves acquisition of 25.9% in TSM and exit from ETS  
23. Pricing in modest recovery, secular growth stories more attractive than most 
exporters  
IPO, SPO, ADRs, GDRs, PLACEMENT 
24. MICEX sets the date 
25. Russia’s Orient Express Bank hopes to raise $500m in IPO  
BUY BACKS, SHARE ISSUES 
26. In January, VTB Capital Banks added 17% — MSCI EM Banks up 5% 
27. Nomos announces results of tender offer 
28. Orient Express Bank buys back shares for RUB1.18bn 
29. RGI International: Buyback offer to shareholders 
30. UMMC may announce a buyout offer for KZRU minorities at $0.65/share 
31. WBD buys back 12.75% shares from affiliate 
FUNDS, PRODUCTS 
32. ORIX Announces Capital Participation in Mongolia’s First PE Fund 
33. Renaissance unit to sell 4 mutual funds to Alfa Capital 
EXCHANGES, REGULATIONS 



34. NSD to Begin Functioning as Repository 
KAZAKH STOCKS 
35. Kazakhmys in talks over sale of Ekibastuz-1 GRES  
UKRAINE STOCKS 
36. Ukraine few steps away from signing association agreement with EU - Azarov 
SE STOCKS 
37. Akbank reports another strong quarter  
38. Celebi Ground Handling seals JV with Actera Group  
39. Erste holds neutral stance on Turkish equities  
40. Foreign fund flows to Turkey lose momentum  
41. Foreign investors widened Turkish bond portfolios, but sold equities and 
Eurobonds 
42. TOFAS 4Q12 bottom-line in line with estimates  
43. Teknosa GM offers hints on 2012 results  
44. Turk Telecom to distribute cash dividend 
45. TurkTelekom 4Q12 earnings conference call take-aways 
46. TurkTelekom - Weaker in fixed, strong in mobile  
47. Turkey's rollercoaster month 
48. Turkish Banks - 2013 could disappoint  
49. Vodafone Turkey offers positive read-across for Turkcell 
CE STOCKS 
50. BRE Bank announces 33% dividend  
51. Changes to Orco capital and BoD passed   
52. Czech Coal baulks at CEZ demand 
53. Czech equities monthly 
54. Dana Gas to sell 1.675mn MOL shares via accelerated book-building 
55. Erste confirms "buy" on Richter Gedeon 
56. Hungarian earnings preview - still no feeling of revival  
57. Hungarian equities monthly 
58. Philip Morris shipments continue to decline in the CR  
59. Poland raises €57m from PHN float 
60. Polish equities monthly  
61. Polish shale gas hunt pushes PGNiG to accelerate IPO of exploration unit  
62. Richter Q4 - kill pill 
63. Sygnity 1Q13 profitability better than expected  
64. TVN - cost cutting already priced in  
 

TOP STORY STOCKS 
1. Sberbank CIB launches Ivanov index to play on Russian consumer theme 
bne 
February 5, 2013 
 
Sberbank CIB held a press conference on February 5 to announce something that 
(without wanting to be facetious) everyone knew already: Russian consumer stocks 
have not only outperformed the rest of the market, but have outperformed all 
emerging market indices for most of the last decade.  
 
The difference is that the guys at Sberbank have done their homework – a lot of 
homework – and put some real meat on the conceptual bones of investing into the 
Russian consumer story.  
 



Plus they have set up an index based on the 24 best names with major exposure to 
the “consumer” story that is now listed on Bloomberg under the ticker “IvanovCIB” 
so fund managers can measure just how well this story is doing.  
 
“The Russian story is not one about oil, gas and metals, but it is a consumer story,” 
says Andy Smith, Sberbank’s head of research. “The consumer companies have been 
outperforming yet two thirds of the companies listed on the exchange are raw 
materials producers.”  
 
That is why I put quotes around the word consumer as the not enough companies 
directly catering to the consumer like supermarkets on the exchange to set up an 
index that is a pure consumer play. Instead the index includes some names that 
benefit from the growth of consumer demand with two degrees of separation like 
fertilizer company Uralkali, which is growing because agriculture is growing, which is 
growing because people are buying food. Likewise, financial services are usually 
classed as “financial services” but in this case are lumped into the consumer bracket. 
Indeed there are even a few names on in there that are not Russian at all, like 
Ukraine’s chicken farmer MHP.  
 
Still, lets not quibble as the basic idea is solid. Russia’s emerging middle class has 
already emerged quiet a long way and now accounts for 55% of the population 
(defined as Russians with an income of between $6,000 and $15,000 a month). Their 
spending has taken over from oil and gas as the main economic driver.  
 
One of the more controversial claims Sberbank is making is that the increase in per 
capita GDP will not slow down. Currently it is clearly the fastest growing of all the 
BRICs, but Smith says that Russia will go from 45th in the world in terms of per 
capita GDP to 4th or 5th by 2050. Although countries like China and India are 
growing faster Russia’s demographics works to its advantage on this score and will 
concentrate the wealth in few hands pushing up the overall number in the next 
decades – which in turn will drive the consumer sector only faster.  
 
Here the research kicks in as Smith showed that oil and gas have continued 
materially little to Russia’s super-strong growth pre-crisis, with almost all the gains 
coming from retail and services since about 2000. Oil obviously does play a role as it 
accounts for two thirds of exports and a bit less than half of the government’s tax 
revenue. “Its the fuel,” says Smith. “But the producers, retailers and processors are 
the engine of this growth.”  
 
The index is investable and will be updated and rebalanced bi-monthly based on the 
bank’s on-going consumer research and survey with partner Euromonitor.  
 
The report titled “Consumer Speed Kings: Team Russia Leads the World” (that 
includes a cartoon on the cover – the trademark image of Troika Dialog, which was 
merged into Sberbank last year), compares Russia with other emerging markets, 
including Brazil, India, China, South Africa and Turkey, as well as the Eurozone and 
the US. It combines a top-down domestic consumption growth mega-theme analysis 
with a bottom-up assessment of individual equity investment opportunities to play on 
the theme that have gone into the index.  
 
“Domestic consumption (not the extractive industries) has delivered 80% of Russia’s 
economic growth since 2004: the consumer-linked industries have driven almost all 
of this growth,” the report says. “Russia is set to become the biggest consumer 



market in Europe and the world’s fourth largest by 2020; Russia’s annual total 
consumer sector activity may climb to $3 trillion by 2025,” up from $670bn in 2012.  
 
“All of Russia’s retail companies are hugely undervalued,” Smith told bne. “Even 
[supermarket chain] Magnit, if you compare it with its peers in the west. There 
companies are expensive but they are priced fro growth that they are clearly not 
going to achieve. CEOs at multinationals will be forced to look at Russia which is 
growing at above trend, yet the valuations are still very cheap.”  
 
As <i>bne</i> consistently for several years now, Russia comes out very favourably 
from most BRIC comparisons and already has by far the biggest proportion of middle 
class among the BRIC countries with a GDP per capita that will take more than 10 
years for Brazil, India and China to catch-up with, according to Smith.  
 
Indeed, while many observers believe that many of the retail companies are reaching 
maturity, Sberbank’s research suggest that actually, “the Russian consumer market 
is still early-cycle relative to the other BRIC economies and continues to benefit from 
pricing resilience and low levels of penetration.”  
 
For example, while Magnit trades at a price to earnings multiple of around 30, which 
is extremely high for a Russian company, it still commands less than 10% of the 
market and is planning to roll out 1,000 new stories this year alone. That’s Smith’s 
point: the multiple is meaningless as in the next few years the size of companies like 
Magnit and its cousins is going to increase by orders of magnitude and valuations 
between then and now will make little sense.  
 
On the flip side, even the current valuations are depressed, thanks to Russia’s poor 
investment image and perceived “oil risk image”.  
 
“Russia’s implied equity risk premium is trading at a near 10y high,” says Smith and 
Russian the equity market has missed out in the recent return of funds to the 
emerging markets as normalcy slowly reasserts itself. “The aggregate Russian 
consumer sector is trading at a 25-50% valuation discount versus Brazil, India, 
China, Turkey and South Africa, while expanding its aggregate earnings materially 
faster. We forecast Russia’s listed retail sector revenues will grow by circa 23% in 
2013.” 
 
This growth should attract more investment and feed an expansion of mergers and 
acquisitions. Sberbank expects mergers and strategic alliances across the wider 
Russian consumer-sectors to pick up and list the most like candidates in their report.  
 
But perhaps the most useful part of the index and its associated research will be the 
surveys done to predict where the retail trends are headed. The inaugural survey 
threw up some interesting indicators.  
 
• While 2012 was challenging in terms of personal income and concerns over the 
direction of the Russian economy, most consumers are now more optimistic and 
expect an improvement in their personal situation in 2013. 
 
• But, while optimistic, the majority is still not yet confident enough to make major 
purchases. Most people are holding back from big-ticket purchases, while waiting for 
evidence of better economic growth. 
 



• Within the big-ticket category, a surprising 42% of people still plan to change their 
car within the next two years. 
 
• A majority of people own their existing home (only 11% rent) but approximately 
half plan to upgrade to a newer home in the near term. 
 
• Customers are increasingly price sensitive: 37% of respondents consider price 
attractiveness as a key factor in whether, and where, they buy. 
 
• In selecting a supermarket, price and the quality of goods are significantly greater 
considerations for food shoppers than interior layout or service. 
 
• Inflation and unemployment are key areas of concern for most of the population, 
although there is healthy optimism: 44% say they expect an improvement in their 
personal wealth in 2013 compared with 2012. 
 
• Most people see the high level of corruption as one of the main reasons holding 
back economic development in Russia. They see the fight against corruption as one 
of the government’s key priorities. 
 
• The number of people who say they would be prepared to emigrate, as they 
consider economic and lifestyle prospects to be better elsewhere, is still extremely 
high at 38%. 
 
• Stock-specific findings reinforce our positive stance on multiple Russian equities, 
including Magnit, Dixy Group, Yandex, MegaFon, MTS, LSR Group, Etalon Group, 
Sollers and Aeroflot. 
 

 
2. Putin’s plan to privatize state’s companies on domestic exchange won’t 
fly 
bne 



February 7, 2013 
 
Last week Russian President Vladimir Putin said that he wants the state-owned 
companies on the privatization list to float on the domestic exchange, rather than in 
London. But experts say the plan wont work as the supply of stock will significantly 
exceed demand – MICEX isn’t ready to handle the volume of stock that needs to be 
sold. Russia doesn’t have enough investors to absorb that amount to new shares and 
foreign investors are not investing in Russia at the moment.  
 
The Russian government has been struggling to sell off its shares in major 
companies as part of its plan to get out of the economy. It did manage to get the 
SPO of Sberbank away last year worth several billion dollars – but only after many 
delays. The companies coming to market this year are just as big but not half as 
attractive. The state will struggle to get any of the big issues way on the London or 
New York exchanges. 
 
So Putin says let’s sell them at home. In principle it is a good idea as it will help 
develop the domestic capital market, which is clearly high on the Kremlin’s list of 
“things to do.”  
 
The trouble is that the goal of these reforms is to create vibrant domestic 
institutional investors and mutual funds that Russia badly needs. But therein lies the 
Catch-22 problem: Russia needs to sell these shares to create domestic institutional 
investors, but without these domestic institutional investors there are not enough 
investors to buy the shares.  
 
There are at least three big companies on the docket for sale this year: VTB Bank 
CEO Andrei Kostin has already said that his bank will sell its next 10%-25% on 
MICEX this year; diamond monopolist Alrosa is slated to sell 7%-14%; and global 
shipping giant Sovkomflot is due to sell 25%-50% of its shares.  
 
However, 10% of VTB alone will cost around $3bn, which is a hell of a lot of money 
for the Russian exchange. Foreign investors could take up some of the slack, but 
Russia has barely attracted any foreign portfolio funds this year, despite the reviving 
interest in emerging markets amongst international investors.  
 
VTB will probably be the test case as the bank needs to sell shares to shore up its 
capital adequacy, which fell last year on the back of strong increases in lending.  
 
Like baking bread, the dough will have to rest while the market absorbs this dollop of 
new stocks so that Alrosa and Sovkomflot will probably be offered in the second half 
of the year, when analysts hope the international interest in Russian stocks will have 
revived somewhat.  
 
The problem – and hence the reform drive – is that despite the 1m people registered 
to trade on MICEX only about 70,000 of them are active and the majority of those 
are day traders. The biggest domestic investors are mostly Russia’s banks and they 
have very short horizons, which makes the index unstable and sensitive to external 
shocks. Compare this to the Warsaw Stock Exchange where 90% of the demand for 
domestic IPOs comes from domestic pension funds – in Russia domestic private 
pension funds are all but absent from the market. And the state controlled State 
Pension Fund and National Welfare Fund are not allowed to invest into domestic 
shares (although there is a plan to lift this restriction for the National Welfare Fund). 



Moreover, the government’s decision last year to reduce the allocation from the 
funded part of pensions from 6% to 2% has only reduced the amount of funds 
available further.  
 
Russia’s stock market is shallow and narrow. The investor are concentrated into 
Russian financial institutions and foreign hedge funds that are little more than 
speculators with short time horizons. Together these factors will make a privatization 
programme that will run into the tens of billions of dollars extremely difficult to pull 
off.  
 
3. Turkish Equities Outlook - Risk of a reversal of 2012 
VTB Capital 
February 6, 2013 
 
Turkish equities were the star performers of 2012, in stark contrast to the negative 
sentiment at the start of the year, which was seemingly overly bearish with lots of 
room for positive surprises on both the interest rate and valuation fronts. At the 
beginning of 2013, we see almost the exact opposite of this picture, leaving a lot of 
headroom for negative surprises. We remain cautious on Turkish equities even under 
our benign macro case for 2013, with a lot more risks on the downside due to the 
positive macro drivers of 2012 reversing throughout the year. 
 
2013 year-end outlook might look worse than now. The performance of the Turkish 
market in 2013 will more likely be driven by what the market is talking about 
towards the end of the year rather than current themes. When we try to simulate 
this, we foresee a rise in inflation, interest rates and the CA deficit, a central bank 
with a tightening bias, downward bank earnings momentum, upcoming elections in 
2014, a potentially more problematic geopolitical outlook, and, most importantly, the 
possibility of the end of global QE on the horizon, indicating an almost complete 
reversal of the positive arguments that drove Turkish markets to record highs in 
2012. When we compare this possible year-end scenario with current valuations, we 
see a negative risk-reward outlook for Turkey in 2013. 
 
The peak might have been reached. The strong momentum spilling over from 2012 
pushed equities 10% higher in January, but the market, touching its upward trend-
line at 85-86K levels, made a sharp U-turn and has erased some of its gains year to 
date. Turkey, trading at 11x forward earnings, is close to the top of its 5-12x P/E 
range, while MSCI EMEA and EM indices are still 30-40% below their historical peaks. 
 
Fundamental outlook to worsen in 2H13, but likely taking profits now. We think 
market expectations will turn more negative in 2H13, but we would reduce exposure 
to Turkey now, given limited fundamental upside and the possible risk of a sharp 
reversal of last year’s momentum, as might be evidenced by the sell-off at the end of 
January. Our year-end index target, which is based on the continuation of a benign 
macro outlook, is 70,000, 13% below current levels. This is based on market 
consensus earnings estimates and the current long-term risk free rate of around 
6.8%, with room for disappointment in both. A 1% change in Rf changes the year-
end index target by approximately 10,000 points. 
 
Prefer dividend plays and non-financials over financials. 2013 is likely to be a 
reversal of 2012 in terms of growth vs. the interest rate cycle, which largely 
benefited banks in 2012. Thus, we expect non-financials to benefit more from the 
anticipated economic recovery in 2013. We favour high dividend yield sectors such 



as telcos, autos and oil & gas. Turkcell and Turk Telekom are among our favourite 
names, along with Cimsa, Yapi Kredi and Vakifbank. The key investment theme for 
Turkish banks in 2013, in our view, is low dependence on securities and higher asset 
quality risk, which bodes well for Yapi Kredi and Vakifbank. 
 
Akin Tuzun 
 

 
4. Cukurova hunting $2bn loan as it pushes to recover Turkcell stake 
bne 
February 6, 2013 
 
Following a UK court ruling handing it the right to buy its stake in Turkish mobile 
operator Turkcell seized by Russia's Altimo, Cukurova is scouting for a $2bn loan to 
power a deal, unnamed sources claimed on February 5, although the two sides are 
pushing for prices at least $600m apart. 
 
Apparently determined to take the stake back, Cukurova is now negotiating with 
more than one lender for the cash, according to sources cited by Reuters. Cukurova 
owner Mehmet Emin Karamehmet could pledge holdings in oil firm Genel Energy or 
steel maker Noksel Celik Boru as collateral, they claim. 
 
Cukurova has been tussling with Altimo - the telecoms arm of rapacious oligarch 
Mikhail Fridman's Alfa Group - over the 13.8% Turkcell stake ever since the Russian 
company seized it in 2005 after the Turkish stakeholder defaulted on a $1.35bn loan. 
In a final ruling, the UK Privy Council said on January 30 that Cukurova should have 
the option to buy back the shares - which offer Altimo a controlling stake.  
 
Whilst the court ordered the Turkish holding be given the opportunity of recovering 
the stake "on appropriate conditions," it said it needs more information from the two 
sides before it can make a final decision on "the basis and terms of such relief." 
Unsurprisingly, sources claim that there is some distance between the two sides. 
"Cukurova argues that the amount of debt has to be escalated by global borrowing 
rates, which will end up around $1.8-1.9bn," one said. "Altimo reckons it should be 
escalated by default rates, bringing the amount up to $2.5bn." 
 
However, with the price of Turkcell shares having been held back for years by the 
dispute, as well as clear determination in Ankara that control of the country's biggest 
mobile operator should not end up in Russian hands, Karamehmet is reportedly 



ready to do whatever he must to reclaim the shares. "Cukurova would not want to 
lose control over Turkcell so it will pay whatever amount the Privy Council sets," a 
second source said, pointing out the upside potential of Turkcell shares once the 
shareholder dispute is resolved.  
5. EM equity fund flows surge but ETF are loosing their appeal  
Sberbank CIB 
February 8, 2013 
 
EM funds attracted $3.4bn last week to extend the uninterrupted run of net inflows 
to the asset class to 22 weeks. A total $27.8bn has been added YTD. Russia retail 
funds again reported net outflow, $79m, to bring the total YTD loss to $145m. 
However, Russian equities are benefiting from GEM fund allocations, and last week 
that meant an aggregate $89m. Turkey funds had a rare down week, losing $79m, 
as the Turkish equity market fell sharply the previous week.  
 
Most money is still allocated to GEM balanced funds. The weekly fund flow report 
from EPFR Global showed that investors’ appetite for EM assets remains 
undiminished. A total of $3.4bn (0.4% of AUM) was added in the week to 
Wednesday, only marginally less than the $3.6bn added the previous week. Most of 
the money is still directed to the relative safety of GEM balanced funds rather than to 
specific country funds. The GEM funds attracted $2.8bn (0.6% of AUM) last week 
and have netted $18.9bn YTD (68% of total EM allocations). China funds are the only 
country fund to attract any meaningful flows, totaling $654m (0.3% of AUM) last 
week and $3.8bn YTD. Most other country funds have seen outflows.  
 
ETF share has fallen sharply. One noticeable trend this year is that EM investors are 
returning to traditional managed funds rather than to ETFs. In 2012, 72% of all EM 
allocations came in via ETFs, reaching almost 80% at one point. Year to date, only 
42% of EM flows are via ETFs, while in the most recent week only 7% of net inflow 
was ETF-sourced. The big EM move last week was the withdrawal of $671m from 
Korea funds, with $649m of that via ETF redemptions.  
 
6. Russia's Micex sells itself as more than just a stock exchange 
Ben Aris in Moscow  
February 7, 2013 
 
The management of Russia's Micex arrived in London this week on a roadshow ahead 
of its IPO on February 15. What they are selling is not just a stock exchange, but a 
diversified business that is in many ways unique.  
 
Widely seen as Russia's leading stock exchange, Micex is actually an unusually 
diversified business for an exchange, which means it has managed to earn steadily 
increasing profits that have been largely unaffected by the 2008 crisis, let alone the 
notorious volatility that plagues portfolio investment in Russian stocks.  
 
Trading stocks and bonds made up only 34% of Micex's operating income in the first 
nine months of 2012. The biggest single business on the exchange is foreign 
currency trading, which accounts for 80% of the aggregated trading volumes by 
value and, at just under a third, was the single biggest contributor to the operating 
income in the same period. 
 



To read the full story <A HREF=" 
http://www.bne.eu/storyf4519/Russias_Micex_sells_itself_as_more_than_just_a_sto
ck_exchange ">click here</A> 
 
7. NBK to manage united pension fund in Kazakhstan  
VTB Capital 
February 7, 2013 
 
government to finish merger by 1 July 2013 — no further details — we see downside 
risks to our earnings forecasts — that are largely priced in 
 
News: Yesterday, Deputy Prime Minister of Kazakhstan Kairat Kelimbetov said that 
the government would merge all pension funds into the state-owned fund by 1 July 
2013. NBK is to manage the fund in accordance with the investment strategy 
adopted by the board. President Nursultan Nazarbayev is to approve the members of 
this board. Chairman of the NBK Grigory Marchenko has said that the board will 
include two representatives from each of the government, the NBK and private 
management companies, as well as three independent members. There were no 
further details on the terms of the merger. 
 
Our View: Even though the government provided the timeline, there is still no clarity 
on how the state is to manage the merger or what the potential impact on owners of 
private pension funds might be. We see downside risks to our 2013-14F earnings 
estimates for Halyk bank should it not receive fees for managing its pension fund. 
 
However, with the stock currently down 8% on the announcement of the pension 
reform, we see those risks being priced in. 
 
Mikhail Shlemov  
 
8. Russia's private pension fund contracts rise 24% in 2012 
bne 
February 7, 2013 
 
The number of contracts to send pension savings to private funds increased 24% in 
2012 to 6.9m in Russia with Rosgosstrakh being the leader for the second year in a 
row with 881,300 contracts, business daily Kommersant reported, citing preliminary 
information of the Pension Fund. 
 
Last year the government decided to reduce the savings component of the pension 
to 2% from 6% for individuals who fail to join private funds to pick an investment 
portfolio of state-controlled Vnesheconombank (VEB), the state manager of pension 
savings 
 
KIT Finance struck 757,800 contracts last year; Sberbank 533,000 contracts; Lukoil-
Garant 489,000 contracts; and VTB Pension Fund 437,500 contracts. 
 
According to the newspaper, about 6.2m people chose non-state funds in 2012, 
while the total number of clients of private funds reached 21m, or 25% of insured 
people. 
 
Sergei Okolesnov, vice-president of the Electric Power Non-State Pension Fund, 
expects that 50% of all insured people will become clients of private funds by 2014. 



 
9. Russia’s secular equity growth stories more attractive than most 
exporters 
UralSib 
February 4, 2013 
 
Modest earnings recovery ahead. Markets are clearly pricing in a modest profit 
recovery over the next couple of years after the poor economic and profit trends of 
2012 that were clearly evident on the highly-cyclical Russian market. However, the 
pace of recovery is not expected to be spectacular; we expect the reacceleration in 
GDP growth to be just 3.5% YoY in 2H13. Therefore, any earnings increase is not 
expected to be particularly impressive. While we see double-digit upside for Russian 
stocks, we do not believe the rally will be very powerful, especially taking into 
account the weak growth profile of the oil & gas heavyweights. 
 
Strong demand for secular growth stories set to continue. We expect higher 
valuations for good cashflow generation and profit-growth stories that are less 
dependent on the economic cycle. The consumer, telecoms, construction/real estate, 
and transportation sectors should remain in healthy demand. 
 
Exporters not among the most-attractive sectors. Exporters are not among the most 
attractively priced sectors on the Russian market. Oils’ growth is set to remain at 
virtually zero notwithstanding a major positive oil shock. Steel and coal companies’ 
profits are set to increase the most, recovering from the 2012 trough, though 
valuations are far higher than historic lows. 
 
Norilsk Nickel and Uralkali are trading at premiums to their global peers. PhosAgro is 
the only good fertilizer bargain. 
 
Banks offer largest discounts … Russian banks remain the most attractively valued 
sector, as they are set to retain high profitability this year, yet offer huge discounts 
to their peers. Russian banks have lagged the outstanding rally in global financials, 
and are set to re-rate further. Ongoing ruble strength should lead to upgrades, 
supporting sentiment towards the sector. 
 
… while utilities’ valuations also remain suppressed. This year should mark a major 
turnaround for utilities, as regulatory risks decline after two years of low 
transparency and tariff decisions that were unfavorable for the sector. The more 
profitable and transparent genco and disco stocks’ valuations present good bargains. 
 
Liquidity still very serious constraint for valuations. Liquidity remains a major drag 
on second and third tier stocks, with many investors unprepared to take longer-term 
views on the back of elevated macro and political risks. This is especially evident in 
the valuations of smaller sectors such as interregional grids, small integrated 
utilities, and coal companies. 
 
Valuations based on P/E and expected earnings growth 
 
Banks, utilities, and cheap oils stand out. The coming two years promise profit 
recovery from the cyclically low 2012 for key Russian stocks. The massively 
overrepresented oil & gas sector is one of the least exciting on the growth side, with 
earnings expected to remain roughly unchanged for two years. This trend is in line 
with the global one, as oil is among the world’s least impressive potential-growth 



sectors, while EM oils are expected to see more impressive growth, driven by 
expanding operations. This is a key factor behind the notorious ‘Russia discount’. 
Meanwhile, banks and certain utility stocks offer more impressive growth potential, 
and are valued at significant discounts to their EM and DM peers. Steels are expected 
to show the best profit trends, albeit from a very low 2012 base. Food retailers, while 
expensive in Russia in absolute terms, are more attractive and faster growing than 
most of their EM sector peers. We prefer domestic secular growth stories in this 
environment, though the high-beta commodity names should also do well if the 
generally anticipated cyclical profit recovery comes to pass. 
 
Profit expected to recover in most sectors in 2013-14. Oil & gas is again the 
cheapest sector in the world, which is reflected in the sector’s valuations on the 
Russian market. Oils are valued generally in line with their DM peers based on 
expected EBITDA trends, which largely explains why overall Russian-market 
valuations remain suppressed. Utilities appear the most attractively priced sector; 
Russian stocks’ valuations were under pressure from the regulatory risk during the 
election cycle, and remain suppressed. However, we consider the improving 
regulatory visibility a major potential positive driver for the sector. Oils are not 
particularly attractive compared to other Russian market sector opportunities.  
 



 
10. Suspicion of insider trading raises regulation concerns in Turkey 
bne 
February 6, 2013 
 
Raising concern over share trading regulation in one of the hottest markets around, 
the owners and managers of Turkish food processor Mango Gida Sanayi & Ticaret are 
reported to have sold 34% of the company on the Istanbul Stock Exchange ahead of 
announcing creditor demands that sent the stock tumbling by close to half its value. 
 



Mango's Chairman Ayhan Karak and Vice Chairman Mehmet Yayla sold 13.3m shares 
between October 1 and January 28, Bloomberg reports. The final divestment came 
just two days before the company announced in a statement to the Istanbul Stock 
Exchange that it is facing creditor demands against its assets. The news sent the 
stock plunging 47%. 
 
Turkey's Capital Markets Board refused to comment on individual companies, a 
spokesman told the newswire. However, an insider trading scandal would do little to 
help keep the momentum going in Turkey, especially should revived sentiment over 
the Eurozone crisis accelerate the early trend which is seeing the high liquidity in the 
West pulled back. Draining liquidity is likely to stem the current hunt for yield. 
Meanwhile, the rally also faces country specific challenges. 
 
Buoyed by rapid economic growth of 8.5% in 2011, and the following "soft landing" 
engineered by Ankara last year, the Turkish equities market has been one of the 
best performing in the world over the past couple of years. Growing optimism since 
Fitch gave the country its first investment grade in October only extended the strong 
sentiment, and the Istanbul Stock Exchange has continued setting new record highs, 
in stark contrast to many CEE markets.  
 
It soared by more than 50% in 2012. Analysts have regularly discussed the 
possibility of a reversal throughout, but the rally has continued unabated.  
 
As VTB Capital wrote in a February 6 note: "The performance of the Turkish market 
in 2013 will more likely be driven by what the market is talking about towards the 
end of the year rather than current themes … we foresee a rise in inflation, interest 
rates and the current account deficit, a central bank with a tightening bias, 
downward bank earnings momentum, upcoming elections in 2014, a potentially more 
problematic geopolitical outlook, and, most importantly, the possibility of the end of 
global QE on the horizon, indicating an almost complete reversal of the positive 
arguments that drove Turkish markets to record highs in 2012." 
 
Overall, the sales dropped Karak and Yayla's combined holdings in Mango from 20% 
at the end of 2011 to just 3.4%, according to the January 30 stock exchange filing 
and data compiled by Bloomberg. The shares were sold for around TRY10.5m 
($5.9m) all told. 
 
That same statement said the company is seeking to sell assets, meet potential 
buyers, cut its workforce and stop packaging activities after creditors sent the 
company seizure and payment orders totaling TRY38.3m. The Istanbul-based 
company's market capitalisation was TRY12.7m on February 6.  
 
Karak claims that the shares were sold in order to loan the proceeds back to the 
company to help it through its difficulties. "There currently is no new development 
that we haven't announced through the Istanbul Stock Exchange," he told Bloomberg 
on February 5. "We were selling our shares, but then using the proceeds to lend to 
the company. Talks are ongoing" to resolve the company's financial difficulties, he 
said.  
 
The two partners are now owed TRY7-8m by the company, he said, making them 
effectively "creditors". However, that will likely come as little solace to the buyers of 
the shares, who are not identified by the report. The case is also unlikely to help 
Ankara's professed ambition to develop Istanbul into a global financial centre. 



 
NEWS STOCKS 

11. Fund flows: Picture for Russia remains bleak with more outflows 
UralSib   
February 8, 2013  
 
Russia returns to outflows. In the week through to Wednesday, 6 February, investors 
withdrew $79 mln (0.54% of assets under management) from Russia-dedicated 
funds. This followed last week’s modest inflows, which were attributed to a single 
fund. So far this year Russia funds have posted four weeks of outflows out of six 
weeks. The withdrawals have come from traditional funds, while ETFs recorded $21 
mln of inflows. 
 
Inflows to GEM not subsiding as previously feared ... GEM funds reported $2.8 bln of 
inflows, better than the $1.9 bln reported for the previous week, and for now putting 
off concerns that inflows are slowing down in global EM funds. Asia funds continued 
to accumulate more than $1 bln of new money for the week, with China remaining a 
large contributor ($546 mln of inflows). Among other BRICs, Brazil and India 
continued with minor outflows of $8 mln and $10 mln, respectively, thus leaving 
Russia as the worst performer. LatAm funds returned to inflows of $108 mln, while 
EMEA funds reversed to net outflows of $272 mln. 
 
… and also help sustain the Russian market. As we noted last week, it is too early to 
speak about a reversal in sentiment towards Russia and continuing outflows prove 
that the trend remains rather worrying. However, Russia continues to benefit from 
inflows into GEM funds, which have yet to diminish, and this remains the main driver 
for the market. 
 
Slava Smolyaninov 
Natalia Berezina 
 

 



12. Abramovich buys 23% of UK’s Truphone for 70m pounds 
bne  
February 5, 2013  
 
Russian tycoon Roman Abramovich's investment vehicle Minden has bought a 23.3% 
stake in U.K. mobile operator Truphone for 70m British pounds, the Financial Times 
reported late on February 1. 
 
This deal, which was a part of a 75m pound round of investment in Truphone, values 
the British operator at 300m pounds, the newspaper said. 
 
An additional 5m British pounds has been raised by Truphone from another, 
undisclosed investor, the Financial Times reported. 
 
Abramovich was introduced to the company by Alexander Abramov, his partner in 
U.K.-based mining giant Evraz Group, who remains the majority shareholder of 
Truphone, the operator's CEO Steve Robertson said, as cited by the Financial Times. 
 
Russian business daily Vedomosti said that before the deal Abramov owned about 
80% of Truphone, as he invested in the company at the early stage. However, after 
Truphone offered an additional share issue, Abramov's stake decreased to around 
60%, Mark Pinnes, a representative of Truphone said. 
 
Established in 2006, Truphone provides an international calling service allowing a 
single SIM card to be assigned multiple local numbers, such as a U.S., U.K., and 
Australia number, charged at local rates. This avoids high roaming charges for voice 
and data services. 
 
Over the past six years Truphone has managed to attract 36m British pounds from 
Straub Ventures, Burda Digital Ventures, and Independent News & Media, Web site 
TechCrunch said. 
 
According to Robertson, Truphone plans to pass the milestone of 1m users in five 
years, the Financial Times said. 
 
13. BP to Get $700m Less for 50% TNK-BP Stake 
RIA Novosti 
February 6, 2013 
 
British oil major BP will get $700m less for selling its 50% stake in TNK-BP to state-
owned Rosneft, in consideration of dividends paid to BP in December last year, BP’s 
fourth quarter and full year 2012 statement said on Tuesday. 
 
BP signed a deal with Rosneft in November 2012 to sell its 50% stake in the TNK-BP 
joint venture for $17.1bn in cash and 12.84% of Rosneft’s stock. 
 
The parties agreed BP would use $4.8bn of that cash to acquire a further 5.66% 
stake in Rosneft from the Russian government at a price of $8 per share. 
 
After the transaction was completed, BP was expected to acquire a total 18.5% stake 
in Rosneft and net $12.3bn in cash, with BP's holding rising to 19.75% of Rosneft 
stock, when aggregated with BP’s 1.25% current stake already held in the Russian 
oil giant. 



 
BP’s report says, however, the British oil major was paid a $700m dividend by TNK-
BP, which reduced the cash consideration for the TNK-BP deal to $11.6bn. 
 
The deal to sell BP's TNK-BP state to Rosneft is expected to be closed in the first half 
of 2013. 
 
14. EBRD may buy 5% stake in Russian Railways 
bne  
February 4, 2013  
 
EBRD may lead the way in the privatization of Russian Railways as the government is 
discussing selling the bank a 5% stake in the monopoly, Vedomosti reported, quoting 
sources. 
 
Russian Railways' President Vladimir Yakunin has said that selling a stake to the 
EBRD will help the company prepare for a possible share flotation in 2016. 
 
"It is too early to say that Russian Railways' privatization has already started. The 
authorities must first take the necessary steps to reform the railroad legislation and 
then we can talk about privatization," a government source said. 
 
A Russian Railways source said that the creation of a system to set long-term prices, 
to support passenger traffic, which is now loss-making, and to manage cars are the 
main outstanding issues for the government. 
 
15. Rostelecom: Arrest of 10.5% stake in Rostelecom lifted – sale possible 
February 6, 2013 
VTB Capital 
 
News: A London court has lifted the arrest from Marshall Capital's economic stake in 
the Universal Telecom Investment Strategies fund, which owns a 10.5% stake in 
Rostelecom and is run by Gazprombank, according to Vedomosti. The article 
suggests that Marshall Capital had previously been seeking buyers for its stake, 
having talked to Alfa Group and Leonard Blavatnik. 
 
Our View: We think Marshall Capital might try to sell its exposure to Rostelecom. 
One option is to sell to a strategic investor, another is to sell the stake via an SPO. 
The latter is less likely, in our view. We note that while the Rostelecom stake is a 
charged asset, it might be hard to strike a deal. 
 
Ivan Kim 
 
16. Sberbank closes DR programme — having reached the 25% limit  
VTB Capital 
February 7, 2013 
 
News: Yesterday, it was announced that Sberbank’s DR programme had reached the 
legal limit of 25% and, thus, been closed. 
 
Our View: The closure of the programme is likely to create a discount of the local line 
to ADRs, which we currently see limited at roughly 3%. Sberbank remains a proxy 



on Russia and in the near term we see it benefiting from GEM funds going 
overweight on Russia, as well as switching TR/RU. 
 
Mikhail Shlemov  
Svetlana Aslanova 
 
17. Strong month for Eastern European equities 
East Capital 
February 8, 2013 
 
Most equity markets in Eastern Europe got off to a very good start this year. All but 
two markets ended January in positive territory on the back of an increasing appetite 
for risk globally and supportive fundamentals domestically.  
 
The small frontier markets in Southeastern Europe, which started to perform towards 
the end of last year, continued to be strong and closed the month with double-digit 
returns. Bulgaria gained 18.7 per cent, Serbia 15.2 per cent, Croatia 10.8 per cent 
and Romania 10.5 per cent, and were among the best markets in the world in 
January.  
 
The Baltic markets also continued to deliver, with Lithuania and Estonia gaining 8 per 
cent and 7.7 per cent respectively. Russia and Hungary were the strongest of the 
larger markets gaining 8.7 per cent and 6.2 per cent respectively, whereas Turkey 
gained a more modest 1.8 per cent after a sharp sell-off towards the end of the 
month.  
 
The most notable underperformers were the Polish market, which dropped 3.9 per 
cent and the Czech market which fell 1.2 per cent. A deteriorating macro outlook and 
relatively weak market fundamentals explain the underperformance in Warsaw. Most 
currencies strengthened against the USD but weakened or stayed flat against the 
EUR. 
 
18. VEB's pension savings invests yield 9.21% in 2012 
bne  
February 7, 2013 
 
The yield received by Russia's state-owned Vnesheconombank (VEB) from investing 
pension savings rose to 9.21% in 2012 from 5.47% in 2011, Alexander Popov, a 
trust management department director, said, Prime reported. 
 
In 2012, Russia's inflation amounted to 6.6%. 
 
VEB manages the pension savings of those individuals who do not choose a private 
management company or a private pension fund for these purposes. 
 

OTHER NEWS STOCKS 
19. BNY Mellon stops issuing Sberbank's ADRs 
bne  
February 6, 2013  
 



Bank of New York Mellon has stopped issuing the ADRs of Russia's biggest lender 
Sberbank as its program has reached its limit of 25%, the U.S. depositary bank said, 
Prime reported. 
 
BNY Mellon said that it was monitoring Russian authorities' restrictions of the amount 
of stakes held by foreign organizations. 
 
Sberbank Deputy Chairman Bella Zlatkis said that she hoped that the restriction will 
be lifted when the central depository starts full-fledged operations. 
 
20. Government to secure decision-making role in FSK 
VTB Capital 
February 5, 2013 
 
News: Today’s Vedomosti provides details on the draft shareholders’ agreement 
between the newly established Russian Grids and the Russian Property Agency over 
the running of FSK. According to the agreement, despite the transfer of the 
controlling stake to Russian Grids, FSK is set to remain on the short list of state 
companies where the main decisions (BoD nomination, management team, approval 
of large transactions, dividends, AGM and EGM agendas and etc) are set to be 
approved directly by the government, President or Russian Property Agency. 
 
Our View: The state bodies’ intention to secure direct control over decision-making 
activity in FSK looks fairly reasonable to us given the strategic character of the 
company’s activity (FSK runs trunk grids across the entire of Russia) and the scale of 
the business (de facto FSK would account for the bulk of Russian Grid Holding). All in 
all, we reiterate our negative strategic stance on FSK, as based on the 2013F P/E 
multiple the company trades at 9.8x, which in our view looks generous assuming 
negative FCF until at least 2016-17 and a DY below 3% over 2013-14 (even under 
an unrealistic 25% payout ratio). 
 
Mikhail Rasstrigin  
Alexander Seleznev 
 
21. Lukoil to increase stake in Kama Oil to 100%  
VTB Capital 
February 5, 2013 
 
News: According to Vedomosti, Lukoil intends to purchase a 50% stake in Kama Oil 
from Madura Holding. Lukoil currently owns 50% in the company, and so would take 
full control after the deal. C1+C2 reserves are estimated at 23.8mnt of oil in the 
Perm region. 
 
Our View: Lukoil continues to strengthen its production profile, attempting to deliver 
on its promises not only to stabilise production but also to show growth already in 
2013. The company has guided for an increase in crude oil production of some 1.5% 
YoY. That would support the company’s shares were management to be able to 
deliver. However, in this particular case the profitability of the deal would strongly 
depend on the deal price, which has not been announced yet. The asset is located in 
a region with relatively high netback and could potentially be subject to MET relief. 
At this stage, we see the news as neutral. 
 
Colin Smith  



Marc Jacouris, CFA  
Dmitry Loukashov, CFA  
Alexander Kirevnin  
Ekaterina Rodina  
Elena Kopylova 
Mikhail Zarkhi 
 
22. Mostotrest's BoD approves acquisition of 25.9% in TSM and exit from 
ETS  
VTB Capital 
February 5, 2013 
 
News: On 31 January, Mostotrest’s BOD of approved the acquisition of 25.9% in 
Transstroymekhanisatsiya (TSM), which is set to increase the company’s stake to 
76%, and its exit from Engtransstroy Corporation (ETS), where is owns 51%. The 
value of the 25.9% share in TSM is estimated at RUB 125.8mn, higher than the 
value of its 51% share in ETS. The respective values of the stakes were not 
disclosed. According to Vedomosti, the deal is set to be closed within the next two 
months. Controlling interests in both companies were acquired in 2010. 
 
Our View: We see the step as positive, as it will likely improve the consolidated 
financials of the Group. TSM and Mostotrest are set to increase the volume of 
subcontractor works, which enjoy high margins of 10-20%, while ETS usually acts as 
a general contractor getting lower single-digit margins. 
 
Elena Sakhnova  
Kevin Whyte 
 
23. Pricing in modest recovery, secular growth stories more attractive than 
most exporters  
UralSib 
February 5, 2013 
 
Modest earnings recovery ahead. Markets are clearly pricing in a modest profit 
recovery over the next couple of years after the poor economic and profit trends of 
2012 that were clearly evident on the highly-cyclical Russian market. However, the 
pace of recovery is not expected to be spectacular; we expect the reacceleration in 
GDP growth to be just 3.5% YoY in 2H13. Therefore, any earnings increase is not 
expected to be particularly impressive. While we see double-digit upside for Russian 
stocks, we do not believe the rally will be very powerful, especially taking into 
account the weak growth profile of the oil & gas heavyweights. 
 
Strong demand for secular growth stories set to continue. We expect higher 
valuations for good cashflow generation and profit-growth stories that are less 
dependent on the economic cycle. The consumer, telecoms, construction/real estate, 
and transportation sectors should remain in healthy demand. 
 
Exporters not among the most-attractive sectors. Exporters are not among the most 
attractively priced sectors on the Russian market. Oils’ growth is set to remain at 
virtually zero notwithstanding a major positive oil shock. Steel and coal companies’ 
profits are set to increase the most, recovering from the 2012 trough, though 
valuations are far higher than historic lows. 
 



Norilsk Nickel and Uralkali are trading at premiums to their global peers. PhosAgro is 
the only good fertilizer bargain. 
 
Banks offer largest discounts … Russian banks remain the most attractively valued 
sector, as they are set to retain high profitability this year, yet offer huge discounts 
to their peers. Russian banks have lagged the outstanding rally in global financials, 
and are set to re-rate further. Ongoing ruble strength should lead to upgrades, 
supporting sentiment towards the sector. 
 
… while utilities’ valuations also remain suppressed. This year should mark a major 
turnaround for utilities, as regulatory risks decline after two years of low 
transparency and tariff decisions that were unfavorable for the sector. The more 
profitable and transparent genco and disco stocks’ valuations present good bargains. 
 
Liquidity still very serious constraint for valuations. Liquidity remains a major drag 
on second and third tier stocks, with many investors unprepared to take longer-term 
views on the back of elevated macro and political risks. This is especially evident in 
the valuations of smaller sectors such as interregional grids, small integrated 
utilities, and coal companies. 
 



 
IPO, SPO, ADRs, GDRs, PLACEMENT 

24. MICEX sets the date 
bne 
February 4, 2013 
 
Russia’s biggest stock exchange Micex has set the date for its IPO, February 15, and 
has been valued at $4.6bn, the exchange said in a statement.  
 
The floatation of the exchange is the next stage in Russia’s capital markets reform 
and is designed to improve the transparency and liquidity of Russia’s domestic 
capital market further.  



 
MICEX will float on its own exchange as part of a wider Kremlin strategy to use its 
own exchange more. Russian President Vladimir Putin said at a meeting a week ago 
that the state’s privatisation programme will also move back on shore; assets 
planned for sale this year will be offered on the MICEX change rather than trying to 
sell them overseas. The depressed international markets and the lack of enthusiasm 
for Russian stocks in general due to its poor image have meant selling Russian 
companies to overseas investors has been heavy going. The Kremlin is also hoping 
the listing of some of Russia’s biggest and most attractive companies at home will 
help the development of the domestic pension industry, which is simply absent at the 
moment, partly because there are only a few big liquid shares that suit a pension 
fund profile to invest into.  
 
The Kremlin is hoping to offer investors a sweet deal and the exchange has already 
promised to ramp up dividend payments to draw more investors in. Perhaps on 
purpose, bids will be accepted until Valentine’s Day on February 14 in what it is 
hoped will turn into a sweetheart deal.  
 
Current shareholders of the exchange, willing to sell their stakes during the IPO, 
have already submitted their applications over the weekend so that the bourse could 
assess the volume of the offer, a shareholder told PRIME late on February 1. 
 
Existing minorities have been offered a price of RUB55-RUB63 per share, but can 
also offer their shares at any price during the offering.  
 
Currently the price guidance gives a valuation range of $4.7bn to $5bn for the 
exchange - the biggest in emerging Europe. The exchange is hoping to raise $300m 
from the offering and starts a road show today February 4 in Moscow before going 
abroad later this week.  
 
Shareholders of the RTS trading floor, which last year merged with the MICEX 
exchange to form the Moscow Exchange, will have a priority right to sell the shares 
and have already done very well out of the merger. However, some players, like 
Aton and Alor, holding 1.7% and 0.5% stakes respectively, say they will hang on to 
their stakes. The Central Bank of Russia (CBR) is the biggest shareholder with 
22.474% and will also not participate in the IPO.  
 
The bulk of the offering will be by MICEX-Finance, which holds 10.054%, after which 
MICEX shareholders will have a chance to offer their stakes, if the issue is 
oversubscribed.  
 
The bourse’s capital is split into 2.378 billion shares, which impliues an offer price 
range of $1.68-$1.93 per share. 
 
25. Russia’s Orient Express Bank hopes to raise $500m in IPO  
bne 
February 4, 2013 
 
One of Russia’s fastest growing banks that specialises catering to the needs of 
customers in Russia’s smaller regional towns hopes to raise RUB15bn ($500m) in an 
IPO  in 2015 – or earlier.  
 



Orient Express Bank has eschewed the traditional route of setting up in Russia’s 
biggest cities and instead has chosen to build from the ground up, by targeting 
Russia’s under-banked small towns and cities where its only competition is the retail 
behemoth Sberbank.  
 
However, catering to smaller client bases is expensive, but given the lack of 
competition the bank has concentrated on efficiency as well as charging a higher 
margin than many of its rivals. However, the strategy has been working a treat and, 
as bne reported in a recent interview with the CEO, it is currently once of Russia’s 
fastest growing banks.  
 
The bank has been seeking funding to maintain its fast rate of growth. In October 
private equity firm Russia Partners purchased half of an additional share issue worth 
RUB4.6bn equivalent to 7% of the bank's shares, to boost its capital.  
 
The bank has also issued a number of bonds in the last five month and says on 
February 7, it will start building a book for RUB4.5bn ruble subordinated bonds to be 
redeemed with IPO funds. 
 
The EBRD (which is also a stake holder) lent the bank RUB2bn in December to fund 
further expansion. The bank’s chairman Sergei Vlasov estimates that the bank has 
another 2-3 years of fast growth until its niche begins to mature.  
 
The IPO is only the latest way of funding that growth, raise capital and also to 
provide some its shareholders an exit – for example the EBRD has exited several of 
its more profitable investments recently as these companies reach maturity.  
 
Baring Vostok Capital Partners fund holds 30% in the bank, the IFC holds 13.9%, 
businessman Igor Kim holds 13.4%, Vlasov owns 11.7%, board of directors' member 
Andrei Bekarev holds 6.9%, Russia Partners III fund also owns 6.9%, and another 
board member Alexander Taranov owns 6.2%. 
 

BUY BACKS, SHARE ISSUES 
26. In January, VTB Capital Banks added 17% — MSCI EM Banks up 5% 
VTB Capital 
February 5, 2013 
 
Our View: Risk-on mode benefited financials’ stocks: VTB Capital Banks added 17%, 
above the market (MSCI Russia up 6%) and MSCI EM Banks (up 5%); Sberbank 
gained 19.0% (the rally is likely to continue amid further rotation to RU from TR). 
VTB Capital FSU added 10%, supported by KKB and BGEO (up 43% and 19%).? 
 
In 2012, loan growth in Russia decelerated. The portfolio was up 19% YoY vs. 28% 
YoY in 2011, amid weaker demand in the corporate sector (up 13% YoY vs. 26% YoY 
in 2011). In 2013, we expect a slowdown, with retail growing 26% YoY and 
corporate adding 10% YoY. Lending rates likely peaked in December (up 10bp MoM), 
putting pressure on the CBR to cut rates.? 
 
Markets’ risk-on mood to continue, in our view, providing additional support to 
banking stocks. However, in Russia’s case, we see it driven by re-pricing risks 
(sovereign rating), rather than earnings upgrades. Sberbank is set to benefit from 
GEM funds going overweight Russia and the RU/TR trade. ? 



 
Our focus in the FSU space is shifting to Georgia, as we see larger growth potential 
for BGEO compared with Halyk Bank. We see downside risks for the latter’s earnings 
following the announcement of pension fund reform in Kazakhstan. 
 
Mikhail Shlemov  
Svetlana Aslanova 
 
27. Nomos announces results of tender offer 
Alfa Bank 
February 7, 2013 
 
Yesterday Nomos Bank announced the completion and results of the tender offer by 
Otkritie FC. By the expiration time approximately 30m GDRs were tendered by 
Nomos Bank minority shareholders, representing ~16% of the bank’s existing share 
capital. 
 
Following the completion of the tender offer, Otkritie FC can now start to consolidate 
Nomos shares. According to our estimates, Otkritie now owns or has agreed to 
purchase ~95% of Nomos share capital. After Otkritie completes the consolidation of 
this 95%, according to the law it has the right to make a mandatory buyout of the 
remaining shares, which have not participated in the recent tender offer. The price of 
the mandatory buyout offer must be no less than the price Otkritie already paid 
purchasing 95% of the shares. According to Kommersant, the mandatory buyout 
offer will be announced by the end of 2013, and the process of delisting Nomos 
shares will be completed in the beginning of 2014. 
 
Jason Hurwitz  
?Marina Karapetyan 
 
28. Orient Express Bank buys back shares for RUB1.18bn 
bne  
February 4, 2013  
 
Russia's Orient Express Bank, one of the country's 50 largest banks, has bought back 
RUB1.18bn of its shares, or 3.7bn shares, it said. 
 
In December 2012, the bank's board of directors decided to buy back 4.5bn common 
shares at RUB0.318 apiece. 
 
Orient Express Bank, also known as Vostochny Express Bank, is based in the city of 
Blagoveshchensk in Russia's Far East. 
 
29. RGI International: Buyback offer to shareholders 
UralSib  
February 4, 2013  
 
Minorities offered $2.1/share. RGI International (RGI LN – Not Rated) has issued an 
unconditional mandatory cash offer to its shareholders of $2.1/share. The offer 
expires at 15.00 Moscow time on 22 February. DES Commercial Holdings, RGI’s main 
shareholder controlling 40.22% shares, sold its stake in early January to Direct 
Finance for $137 mln, or $2.1/share; Direct Finance is a JV between VEB-controlled 



Globex Bank and Maxim Sterlyagov. The new investors also made a buyout offer to 
the minorities of $2.1/share, which expired on 25 January. 
 
Delisting likely to follow. The company has not said what its plans are after the 
buyback, though we posit a delisting from the LSE. Positive development for 
minorities. We view the offer as a good opportunity to take profit in RGI; otherwise, 
minorities risk having a very illiquid asset on their hands. We thus recommend that 
shareholders accept the offer. 
 
Marat Ibragimov  
 
30. UMMC may announce a buyout offer for KZRU minorities at $0.65/share 
Alfa Bank 
February 8, 2013  
 
According to press reports citing people familiar with the case, UMMC may announce 
a mandatory buyout offer for Kuzbassrazrezugol shareholders that values the 
company at $4bn. This would translate into $0.65/share. 
 
Kuzbassrazrezugol’s current price is $0.62/share (last transaction as of January 31) 
and the market capitalization stands at $3.8bn. Therefore, the offer would imply a 
5.5% premium to the current price. We believe the news is slightly POSITIVE for 
KZRU minority shareholders. 
 
According to Russian corporate law, a company has to make a mandatory buyout 
offer to remaining shareholders if it consolidates over 30%, 50% or 75% in a 
company. The price of the offer cannot be lower than the 6M average (KZRU’s 6M 
average is $0.49/share) or the last highest price at which the company acquired the 
shares. 
 
Barry Ehrlich, CFA  
?Andrey Lobazov 
 
31. WBD buys back 12.75% shares from affiliate 
bne  
February 4, 2013  
 
Russian dairy and juice maker Wimm-Bill-Dann Foods (WBD), a unit of PepsiCo, 
acquired 12.75% of its shares from its affiliate, OAO Wimm-Bill-Dann, having 
increased its ownership to 99.04%, according to the company's data seen by Prime. 
 
The stake was bought on the basis of a voluntary offer as of November 19, 2012. 
WBD submitted an offer to acquire a 13.04% stake, or 57,614 shares, for 
RUB263,000 per share. The offer expired on January 28. 
 

FUNDS, PRODUCTS 
32. ORIX Announces Capital Participation in Mongolia’s First PE Fund 
Press release  
February 6, 2013 
 
ORIX Corporation (TSE: 8591; NYSE: IX), a leading integrated financial services 
group, today announced its capital participation in the private equity fund "The 



Mongolia Opportunities Fund I," established by the Mongolian investment firm 
Mongolia Opportunities Partners as the first private equity fund in Mongolia. ORIX 
aims to use this fund as a vehicle to make its first investment in Mongolia. 
 
The Mongolia Opportunities Fund I is a private equity fund established in June 2011 
with the aim of investing in high-growth sectors of the Mongolian economy such as 
mining, infrastructure and export-related areas. Mongolia Opportunities Partners, the 
fund operator, is comprised of staff with a wealth of experience in M&A, investment 
and asset management at international financial institutions and major foreign 
capital consulting firms. This staff will fulfill the role of bringing foreign investors to 
the Mongolian economy. ORIX is participating as an investor in the expansion of the 
fund. 
 
Mongolian industry primarily consists of mining, herding and agriculture. Mongolia 
leads the globe in growth, with a 17.51% actual growth rate in 2011 and 12.67% 
forecasted for 2012*. Many regions in Mongolia have mineral deposits such as 
copper and coal, and the mining industry is predicted to become a future industrial 
pillar along with large scale expansion expected in infrastructure investment and 
related service industries. 
 
ORIX is aggressively pursuing investment in growth areas in the high-growth Asian 
market. Through this investment, ORIX aims to create a local network and contribute 
to the development of the Mongolian economy by capitalizing on its financial services 
know-how and client base accumulated in Japan. 
 
* Source: IMF - World Economic Outlook Database (October 2012). 
 
The Mongolia Opportunities Fund I Overview 
Name : The Mongolia Opportunities Fund I?Fund Amount : Approx. USD50 
million?Management Company : Mongolia Opportunities Partners?Term : 8 
years?Investment Target : Mining, infrastructure, high value-added export products 
related industries in Mongolia?Main Investors : 12 companies consisting of financial 
institutions and investment firms?Website : http://www.mongolfund.com/ 
About ORIX 
ORIX Corporation (TSE: 8591; NYSE: IX) is an integrated financial services group 
based in Tokyo, Japan, providing innovative value-added products and services to 
both corporate and retail customers. With operations in 28 countries and regions 
worldwide, ORIX’s activities include corporate financial services, such as leases and 
loans, as well as automobile operations, rental operations, real estate, life insurance, 
banking and loan servicing. For more details, please visit our website at: 
http://www.orix.co.jp/grp/en/ 
 
33. Renaissance unit to sell 4 mutual funds to Alfa Capital 
bne  
February 6, 2013  
 
Renaissance Asset Managers, a unit of banking group Renaissance, will sell four 
mutual funds to Russia's Alfa Capital, an affiliate of Alfa Group controlled by 
businessman Mikhail Fridman, Renaissance Asset Managers said in a statement seen 
by Prime. 
 
The mutual funds' assets total RIB650m. 
 



EXCHANGES, REGULATIONS 
34. NSD to Begin Functioning as Repository 
NSD 
February 7, 2013 
 
MOSCOW - National Settlement Depository (NSD), Russia’s central securities 
depository, reports that since 6 February, after publication of its intention to 
maintain a register of contracts at the web site of Russia’s Federal Financial Markets 
Service (FFMS), it begins functioning as a repository and maintaining the register of 
contracts concluded on the basis of the general agreement (integrated agreement), 
repo and currency swap contracts. 
 
NSD’s Executive Board has established a promotional period until 31 March; during 
this period, the repository’s monthly commission per one client will be limited (it 
should not exceed RUB100,000). Moreover, in accordance with the current tariffs, 
the clients will not pay for servicing their quarterly reports on transactions with less 
than 4 days completion period (excluding repos). 
 
NSD’s Committee of Users of Repository Services (the participants of derivative 
market) works on formation of the efficient tariff model for the repository. If the 
development of the tariff model takes more time than expected, NSD’s Executive 
Board will consider an issue of extending the promotional period. 
 
To conclude the Agreement on repository services, the clients should submit the 
documents included in the following List (in Russian). The model Agreement and the 
Terms of provision of repository services are available at NSD’s web site (in 
Russian). 
 
More information about issues connected with conclusion of the Agreement on 
repository services is available in the Department of Conclusion and Maintenance of 
Agreements (tel. +7 495 956 2789). Other questions related to repository services 
should be sent to Yekaterina Vysokikh (Vysokikh@nsd.ru, tel. +7 495 234 9960) or 
to account managers or regional representatives of NSD. 
 

KAZAKH STOCKS 
35. Kazakhmys in talks over sale of Ekibastuz-1 GRES  
VTB Capital  
February 8, 2013  
 
News: Kazakhmys acknowledged yesterday that it is in talks over the sale of its 50% 
stake in the Ekibastuz-1 power plant. 
 
Our View: Kazakhmys acquired Ekibastuz power station in 2008 for USD 1.3bn, with 
the sovereign fund Samruk-Kazyna purchasing 50% control in the asset for USD 
681mn. The plant is undergoing an extensive refurbishment programme. The 
company recently increased the station's capacity form 2,500MW to 3,000MW, 
planning to further grow capacity by 1,000MW by 2017F, on our numbers. Although 
no details of the potential transaction have been revealed yet, we highlight its 
importance for the company. We currently attribute c.19% of the company's total 
NAV to its electricity operations (c.USD 1.7bn). Divesting from it would allow 
Kazakhmys to deleverage (we see net debt/EBITDA exceeding 2.5x as of YE13 and 
growing further given the intensive capex programme stipulating investments of USD 



2bn and USD 1.7bn in 2013F and 2014F, respectively) and to concentrate on the 
development of core operations, which we see as a positive strategic move. 
 
Nikolay Sosnovskiy  
Vadim Astapovich 
 

UKRAINE STOCKS 
36. Ukraine few steps away from signing association agreement with EU - 
Azarov 
bne  
February 8, 2013 
 
Kyiv is a few steps away from the signing of the Association Agreement with the 
European Union, Ukrainian Prime Minister Mykola Azarov has said, Interfax-Ukraine 
reported. 
 
"Today we are a few steps away from the signing [of the Association Agreement] - 
these are last and really important steps. We all know these steps, they were the 
subject of a difficult compromise between the EU member states, which was 
supported by the EU Foreign Affairs Council on December 10, 2012," the premier 
said at a meeting with EU Commissioner for Enlargement and European 
Neighborhood Policy Stefan Fule in Kyiv on Thursday. 
 
Azarov said Ukraine proves its commitment to European choice by carrying out 
reforms "particularly in spheres that require much attention, according to our 
European partners." 
 

SE STOCKS 
37. Akbank reports another strong quarter  
Erste 
February 8, 2013 
 
Akbank reported its 4Q12 bank-only net earnings as TRY 1,080mn, indicating a 39% 
q/q and 96% y-o-y increase. The reported bottom-line exceeded our TRY 1,009mn 
estimate by 7% and the TRY 920mn market consensus by 17%. The core activities 
were in line with our expectations, but the higher than expected TRY 364mn in 
trading gains were a positive surprise. Based on these results, we maintain our HOLD 
rating for Akbank with a TRY 9.20 target price. As of yesterday, the bank trades at 
1.4x P/BV and 10.9x P/E multiples for 2013E The key takeaways of the results were 
as follows:  
 
1. Loans: In 4Q12, loans grew by 2.7% q/q on the back of TL loans. In local currency 
lending, Akbank focused on retail loans, namely SME, mortgage and general purpose 
loans, which grew by 8%, 9.6% and 8.3% q/q, respectively. After attaining a strong 
34% y-t-d growth as of 9M12, Akbank intentionally decelerated its growth in credit 
card receivables to 1.8% q/q in 4Q12. Also, the bank reduced its exposure to low-
margin TL corporate lending. That said, , FX loans remained flat q/q. Regarding loan 
yields, TRY loan yields declined by 36bp, while FX loan yields remained flat in q/q 
terms.  
 
2. Funding: Akbank continued to diversify its funding base by tapping into the 
corporate bond market and in 4Q12, the bank increased its corporate bond exposure 



by 110bp q/q to 4.1% of its total assets, mainly thanks to USD1 bn in Eurobond 
issuances. Deposits almost remained flat q/q.TL deposits grew by 3% q/q and FX 
deposits declined by 2% q/q in USD terms as the bank replaced some FX deposits 
with the proceeds of the Eurobond issuance. In tandem with declining interest rates, 
blended TL deposit costs fell by 127bp q/q, while the FX deposit cost was down by 
64bp q/q. Coupled with the diversification effect, Akbank_s total funding costs 
declined by 80bp q/q to 4.8% in 4Q12.  
 
3. Margins: Despite the slightly negative impact associated with CPI-linker yields in 
4Q12, as Akbank booked an interest income of TRY407mn in 4Q12 vs. TRY420mn in 
3Q12, Akbank managed to register a 23bp q/q improvement in its NIM, reaching 
4.5%, on the back of improving loan- deposit spreads. For the full yearAkbank_s NIM 
stood at 4.1% vs. 3.7% in 2011. Separately,its asset spread improved by 41bp q/q 
to 3.8%.  
 
4. Fee income: In 4Q12, fee income growth accelerated to 15.6% y/y from 12.5% 
y/y in 3Q12, on the back of higher commissions earned from payment systems 
(+23% y/y). In addition, a higher utilization of the bank channel in bancassurance 
(+39% y/y) also contributed to fee income growth. On an annual basis, Akbank 
registered 10% y/y growth in its fee income. 
 
5. Operating expenses: Akbank registered 22% y/y growth in its operating expenses 
as HR costs surged by 24% y/y and non-HR costs grew 20% y/y. In its full year 
results, operating expenses rose by 13% y/y in 2012. 
 
6. Provisions: In 4Q12, Akbank sold TRY500mn of its NPL portfolio and coupled with 
loan growth, the NPL ratio declined by 37bp q/q to 1.3% and the NPL coverage ratio 
stood at 91.7%, down by 170bp q/q, at the end of 2012. The total gross cost of risk 
rose by 38bp q/q to 155bp, while the specific cost of risk increased by 43bp q/q to 
116bp. In 2012, Akbank released its total cost of risk as 131bp vs. 96bp in 2011. 
 
7. Non-recurring items: In 4Q12, trading gains were also a positive surprise as they 
were much higher than our expectations as Akbank registered higher capital markets 
gain of TRY 364mn vs. TRY 168mn. In addition, NPL writebacks remained almost flat 
at TRY71mn in 4Q12 vs. TRY68mn in 3Q12 and Akbank booked TRY 95mn in income 
from the NPL sale, under other income. 
 
2013 GUIDANCE: Management remains upbeat regarding loan growth and expects 
20% y/y loan growth in 2013. Management also guides a flat NIM, however, after 
including the swaps, management estimates a 30bp NIM improvement. Management 
also expects fee income growth to remain intact within an 18-20% range as the bank 
capitalizes further on its credit card franchise, utilizes the bancassurance channel 
more and exploits cross- selling opportunities that may arise from lending activities. 
Regarding operating expenses, management_s guidance is 14% y/y growth, which 
includes 40 new branch opening and the full-year impact of the increase in the 
workforce that has been recruited in 2012. As for the credit quality, management 
foresees an NPL ratio of 1.5%. Lastly, ROA and ROE guidances were 2.0% and 16%, 
respectively. 
 
38. Celebi Ground Handling seals JV with Actera Group  
Erste 
February 6, 2013 
 



The on-going JV talks between the Celebioglu family and the Actera Group were 
finalized recently. Accordingly, 22.63% of Celebi Ground Handling shares owned by 
the Celebioglu family have been transferred to Celebi Aviation Holding for a total 
price of TRY90mn and simultaneously, 50% of Celebi Aviation Holding shares have 
been sold to the Actera Group in exchange for ~TRY253mn. There will be no 
mandatory tender offer for minorities due to the aforementioned deal and no cash 
injection into Celebi Ground Handling.  
 
Since the wording of the announcement does not fully allow us to understand the 
actual sale price of listed Celebi Ground Handling shares, we refrain from arriving at 
broad conclusions prior to talks with the management. However, if we assume that 
Celebi Aviation Holding's full value is derived from Celebi Ground Handling and we 
based our valuation on the total amount of money that the Celebioglu family 
received, then we calculate a TRY36.4/share transaction price for Celebi Ground 
Handling. Having said that, the market could also perceive the announcement as 
negative by solely focusing on the TRY90mn paid for 22.63% of Celebi Ground 
Handling shares, implying a mere TRY16.4/share transaction price. Yet, we attach 
higher probability to the first sceanorio (i.e. TRY36.4/share transaction price based 
on certain assumptions) and we expect the share price to be positively impacted.  
 
39. Erste holds neutral stance on Turkish equities  
Erste 
February 4, 2013 
 
After its stellar performance in 2012, the ISE continued its rally in the first three 
weeks of January by delivering a 7% return (as of January 25) in EUR terms, 
outperforming the major emerging markets once again. Investors' heightened 
enthusiasm for Turkish equities can be explained by the favorable macroeconomic 
outlook expected for 2013 and companies' strong fundamentals.  
 
As we move into February, we expect to receive slightly negative signals on the 
macroeconomic front. First, we expect January inflation to creep up to 7%, which 
may cause investors to question the recent disinflationary trend. That said, we think 
that such an increase will only be temporary as the tax hike in tobacco products at 
the beginning of January has pulled up the CPI and should not derail the inflation 
outlook for the rest of the year. The second important event to watch will be the 
December industrial production figure (out on February 8), which will provide us with 
a solid indication for 4Q12 GDP growth and therefore 2012 GDP growth. We expect 
to see weak IP growth, which may prompt us to trim our 2012E GDP growth forecast 
to below 3%. These figures sound a bit negative and the survey-based leading 
indicators like the Real Sector Confidence or the Capacity Utilization Rate do not 
provide encouraging signals either for the pace of economic recovery. Nevertheless, 
the growth outlook remains quite mixed due to some contradictory evidence from 
the credit growth figures, which lead us to infer that demand is picking up in a 
healthy manner. So far, the good news is that on the back of the weaker-than-
expected growth performance in 2012, the C/A deficit may prove more benign.  
 
On the equities front, we think that the risk-reward ratio does not look compelling as 
the ISE trades at its two standard deviation, higher than its long-term average of its 
12-month forward looking P/E multiple and is almost at par with the MSCI EM index. 
As we have discussed earlier, we see the scope for upward EPS revisions as relatively 
limited and also envisage that the valuations in 2013 will not be pushed up due to 
the declining bond yields. In addition, February will be the month that Turkish 



companies release their 4Q financials. We do not expect these financials to have a 
major impact on the market however; there may still be some stock-specific moves 
in certain small and mid-cap stocks. Separately, 4Q412 results may have a positive 
impact on expectations associated with high dividend yielding stocks and also the 
management guidance for 2013 may spur additional interest from the investment 
community.  
 
With regards to the portfolio composition, we prefer to attain a more defensive 
stance for the market as the risk-reward ratio does not justify a high beta exposure. 
Hence, we are removing Isbank, Tofas and Akfen Holding from our model portfolio 
and including Turkcell and Alarko Holding. We also keep our exposure to Halkbank, 
Emlak Konut REIT, Torunlar REIT and Migros.  
 

 
40. Foreign fund flows to Turkey lose momentum  
Erste 
February 4, 2013 
 
There was no major foreign fund flows through the standard portfolio channels 
during the week of January 25, with inflows to Eurobonds being offset by outflows 
from the bond market.  
 
Foreign investors were net sellers of USD 252mn in the local bond market during the 
week of January 25. This was the first outflow since December 21. Accordingly, y-t-d 
inflows have declined to USD 1.7bn in the bond market.  
 
The inflows to the equity market lost pace and there was a net inflow of a small USD 
28mn during the week of January 25. There have been USD 494mn in inflows into 
the equity market so far this year.  
 



Meanwhile, Eurobonds also encountered a net inflow of USD 233mn during the week 
of January 25. This has brought y-t-d net inflows to USD 483mn into this market.  
 
41. Foreign investors widened Turkish bond portfolios, but sold equities and 
Eurobonds 
Erste 
February 8, 2013 
 
Thanks to foreign investors' purchases in the bond market, overall foreign fund 
inflows via the standard portfolio channels strengthened to USD 792mn during the 
week of February 1, from USD 10mn in the preceding week. 
 
Foreign investors were net buyers of an eye-catching USD 1.2bn in the local bond 
market during the week of February 1. Accordingly, cumulative inflows have reached 
USD 2.8bn so far this year in the bond market. 
 
The equity market, however, suffered the most sizeable weekly outflow since 
October 2011. Foreign investors were net sellers of USD 279mn during the week of 
February 1. Y- t-d inflows have declined to USD 0.2bn. 
 
There was also USD 79mn in foreign fund outflows form Eurobonds, which carried 
the y- t-d inflow figure to USD 404mn. 
 
42. TOFAS 4Q12 bottom-line in line with estimates  
Erste 
February 7, 2013 
 
Tofas posted a net earnings figure of TRY 126mn, which was in line with our TRY 
127mn estimate and the TRY 124mn consensus estimate. In 4Q12, revenues grew 
by 15% q/q and remained flat in y/y terms, while the gross and EBITDA margins 
improved by 150bp y/y and 280bp y/y, respectively to 13.2% and 12.8%. Despite 
the fact that Tofas halted its production by fourteen days in 4Q12, we attribute the 
gross margin improvement mainly to the higher contribution from the take-or-pay 
agreements. Moreover, as operating expenses declined by 12% y/y and improved by 
70bp y/y, as a percentage of revenues in 4Q12, the EBITDA margin improved by 
280bp y/y to 12.8%. The net debt position improved to TRY648mn in 4Q12 from 
TRY804mn in 3Q12. Since the reported EBITDA and bottom-line figures were in line 
with expectations, we do not anticipate any major impact of the reported financials 
on the share price. Based on yesterday closing prices, Tofas trades at 10.2x of its 
2013E earnings and 2013E EV/EBITDA of 6.5x.  
 
43. Teknosa GM offers hints on 2012 results  
Erste 
February 7, 2013 
 
Teknosa GM Mehmet Nane shared his views about the company's 2012e results and 
2013e expectations with the media. Since the company's audited 2012e results have 
not been announced yet, Nane's comments provide an early hint about the results. 
Nane said that they finished 2012 with a top-line of TRY2.3bn (i.e. 40% y/y growth) 
and a bottom-line of TRY50mn. Please note that our current estimates point to 37% 
top-line growth with a bottom-line of TRY47mn. Nane expects the company's 
revenues and net profit to register an annual growth of 15%-20% in 2013e, while 



their web-based sales are expected to triple in the same period. On the other hand, 
Haluk Dincer, Retail Group Head at Sabanci Holding announced that they are ready 
to conclude any promising merger alternatives both in Turkey and abroad.  
 
We welcome GM Nane's comments about Teknosa's 2012e and 2013e results. The 
implied figures for 2012e are better than our expectations, while the 2013e guidance 
is broadly in line with our estimates. Although it is too early to make detailed 
comments as there is no solid development, we will not welcome any store-based 
acquisitions in foreign markets given the company's previous failed attempt in 
Romania. On the other hand, we believe the acquisition of already established strong 
on-line retailing companies both in Turkey and abroad would be a better approach 
for the company. We expect these comments to have a limited positive impact on 
Teknosa's share performance today.  
 
44. Turk Telecom to distribute cash dividend 
Erste 
February 7, 2013 
 
Turk Telekom announced that its BoD will propose to AGM to distribute TRY 2,413mn 
in gross cash dividends (a 91.50% payout ratio, TRY 0.6895085 per share) from its 
2012 earnings on May 29, 2013 implying a 9.3% dividend yield. 
 
45. TurkTelekom 4Q12 earnings conference call take-aways 
VTB Capital 
February 8, 2013 
 
News: TurkTelekom's management team held an earnings conference call yesterday.  
 
Our View: There were two key take-aways: i) EBITDA guidance of TRY 5.1-5.3bn 
meets our forecast at the low end and consensus at the high end; and ii) there is a 
continued improvement in mobile competition, which primarily benefits Turkcell.  
 
Guidance for 2013: 5-7% revenue growth, EBITDA of TRY 5.1-5.3bn, capex of 
around TRY 2.2bn. The revenues growth guidance seems aggressive, as we expect 
3% and consensus sees 3.5% (while in 2012 revenues, ex IFRIC 12 revenues, grew 
5% YoY). The capex guidance is in line with consensus and TRY 0.2bn above our 
estimate. We think the EBITDA guidance is key here: we are towards the bottom end 
of the guidance range, while consensus is at the top end. Management expects the 
EBITDA margin at 37.5-40%, vs. 40% in 2012.  
 
Mobile market: CEO Kanafani said there was some indication of rationalisation, but 
did not see that as a trend yet. We think there are positive signs of continued market 
improvement, primarily benefiting Turkcell.  
 
Fixed broadband subscriber base dynamics. It seems a major challenge for 
management to return to growth in 2013.  
 
PSTN subscribers decline. TurkTelekom had 950k net disconnections in 2012 
(including naked DSL), and wants to have less in 2013.  
 
Smartphone penetration on Avea network keeps rising. By YE12, it had reached 
24%, up from 16% at YE11. Smartphone penetration is higher on Avea's network vs. 



competition, because Avea i) has a higher share of postpaid and ii) ran 20 campaigns 
for smartphone promotion in 2012 (12 exclusively launched by Avea).  
 
The contribution of construction revenues in 2013 will be less than in 2012, 
according to Kanafani.  
 
46. TurkTelekom - Weaker in fixed, strong in mobile  
VTB Capital 
February 7, 2013 
 
In a nutshell, TurkTelekom underdelivered in its core fixed-line business, especially 
on profitability. However, the performance in the mobile business was strong, on 
both the top line and the margins, which we see as a positive read-across for 
Turkcell (reports  
21 February).  
 
Core fixed-line weaker. In the fixed-line business, revenues were ahead on the back 
of high IFRIC 12 revenues (low margin construction revenues related to fibre roll-
out). 4Q12 IFRIC 12 revenues accounted for 37% of the 2012 total. Importantly, 
both PSTN and the fixed broadband business underperformed our estimates. PSTN 
revenues were lower, mainly as ARPU was up only 1% YoY in 4Q12, although it was 
positively influenced by a mid-year price rise (3Q12 PSTN ARPU was up 3% YoY). In 
fixed broadband, TurkTelekom is struggling to grow the subscriber base, which is a 
concern, with competitive pressures and affordability likely the main headwinds. The 
6% price increase in December 2012 did not help broadband revenues much.  
 
Fixed-line margin under pressure. The fixed-line EBITDA margin was recorded at a 
low 44.1% in 4Q12 vs. 48.4% in 4Q11 and 48.5% in 3Q12. As we highlighted in our 
January initiation report, the change in the revenue mix has an impact on 
profitability. During the conference call, we await management's explanation for the 
margin pressure and also whether there were any one-offs.  
 
Avea numbers strong. Avea showed strong ARPU dynamics (almost flat QoQ) in 
4Q12, while subscriber numbers were largely in line. The strong ARPU performance 
helped to increase revenues 15% YoY in 4Q12, which is an acceleration from the 
12% growth in 9mo12. We think this is evidence of further market rationalisation 
and a positive read-across for Turkcell which is set to report on 21 February. Avea's 
EBITDA margin was also strong, at 17% on an adjusted basis (21% reported, 
excluding one-offs related to a change in doubtful receivables), and ahead of our 
14.5% estimate. This is the highest quarterly margin since 2008. Again, this is a 
positive read-across for Turkcell.  
 
Forecast revision. We are revising our EBITDA margin forecasts down slightly, and in 
terms of EBITDA we are below consensus. TurkTelekom's board has proposed a TRY 
2.4bn dividend (TRY 0.69/share), which is largely in line with our estimate and 
translates into a 9.3% yield at yesterday's closing price. TurkTelekom's 2012 capex 
was in line with guidance and market expectations, at TRY 2.4bn. We do not foresee 
any deviation from our current capex forecast.  
 
Valuation and catalysts. We use a combination of DCF and multiples to come up with 
the 12-month Target Price for TurkTelekom. The valuation range is TRY 6.6-
8.0/share. We keep our TRY 7.5/share price target and Hold recommendation, given 
the 7% total return (9% dividend yield vs. 4% lira devaluation expectations against 



the dollar). The sale of 6.7% government stake via an SPO with unclear timing 
remains an overhang risk.  
 
47. Turkey's rollercoaster month 
East Capital 
February 8, 2013 
 
The Turkish stock market had a volatile month in January. Early on, the Istanbul 
Stock Exchange's benchmark index leapt to an all-time high, thanks to a lot of 
foreign interest and positive momentum, particularly in the banking sector. However, 
in the last week of the month there were some notable daily declines, as the market 
lost about 8% in only four days. Although the market managed to end the month 
with a modest 1.8% gain, the recent volatility raises a lot of questions about last 
year's standout market. 
 
We consider this sharp decline a market correction since we believe that, in the 
absence of any major news flow that would change the big picture, some short-term 
investors may have been encouraged to cash in. 
 
That and the fact that Moody's disappointingly left Turkey's credit rating unchanged. 
Indeed, following Fitch's credit rating upgrade in November, the market had gained 
additional momentum as hopes grew that Turkey's credit rating would be upgraded 
by Moody's as well in the coming months. However,  despite not ruling out a rating 
upgrade for Turkey, Moody's comments indicate that an upgrade in not imminent. 
 
The other news which coincided with the market's rollercoaster month and 
subsequent decline came from Turkey's Prime Minister Recep Tayyip Erdogan. He 
told reporters that Turkey is looking for alternative options to EU membership due to 
lack of progress in EU accession talks. 
 
Erdogan added that the government is looking into the possibility of applying to 
become members of the Shanghai Cooperation Organisation (SCO). Although Turkish 
policy makers may indeed be looking for new opportunities to improve the county's 
foreign relations, we do not think at this stage that Turkey has a firm strategy to 
give up on its long standing aspirations to become a member of the EU. 
 
48. Turkish Banks - 2013 could disappoint  
VTB Capital 
February 5, 2013 
 
Turkish Banks were the star performers of Emerging Market equities in 2012, 
delivering average USD returns of 70%. This was mostly driven by the sharp decline 
in interest rates, from 11.5% to around 6%, improving both NIM and COE. We 
believe we have seen the best in both NIM and COE as of 4Q12; throughout 2013, 
we expect the former to come under pressure and COE to rise gradually. With an 
unfavorable risk-reward outlook for 2013, we believe Turkish banks are set to 
underperform their peers this year.  
 
Turkish banks too upbeat on NIM and ROE. The early guidance of Turkish banks for 
2013 NIM and earnings growth looks too aggressive to us and, in addition, also 
seems to be priced in by the market as well, leaving much headroom for 
disappointment, especially in the second half of the year. We expect NIM to contract 



on average 30bp to 3.7% by end-2013, from 4.0% in 2012E, while banks in general 
are looking for flat or higher NIM.  
 
NIM to peak in 4Q12 and decline throughout 2013. The rapid retreat in interest rates 
since May 2012 has led Turkish banks to lower the cost of deposits considerably, 
especially in 4Q12, and this is likely to prevail throughout 2013. However, asset re-
pricing is set to take its toll from 1Q13 onwards and, especially due to the re-pricing 
of securities, Turkish banks' NIM are to come under pressure, even though we 
expect core loan-deposit spreads to improve slightly in 2013 from 2012. Banks with 
higher securities exposures normally feel this pressure more than their peers.  
 
Loan growth to be capped by BRSA and CBT. The government and the Central Bank 
are aiming to control excessive credit expansion, seeing 15% loan growth as optimal 
for Turkey. This is even lower than last year's 16% loan growth. Turkish banks need 
much higher loan growth to compensate for the low spread environment. Even 
though we expect 20% loan growth in 2013, we still see NII flattish versus 2012.  
 
Our preference is for low securities and high asset quality exposure. The major drag 
on 2013 earnings will likely be the lack of substantial securities interest income and 
trading gains, while we see the cost of risk gradually improving with the anticipated 
economic recovery. Therefore, we prefer banks with limited exposure to securities 
(YKBNK) and higher NPL sensitivity (VAKBN and YKBNK). These two are our most 
preferred names.  
 
Valuations still look rich. Turkish banks trade at 10.5x 2013F P/E and 1.41x P/BV, at 
23% and 11% premiums to EMEA, compared with the historical discounts of 15-
30%. While the recent sell-off of 10% from peaks improved valuations, the risk-
reward is still not attractive, considering the upside risk in the cost of equity towards 
end-2013. We are downgrading AKBNK and GARAN to Sell from Hold and VAKBN to 
Hold from Buy, while upgrading YKBNK to Hold from Sell.  
 
Risks. A sharp rise in nominal and real interest rates, substantive RRR hikes, 
potential fines on banks by the Competition Board are among the key risks.    
 
49. Vodafone Turkey offers positive read-across for Turkcell 
VTB Capital 
February 8, 2013 
 
News: Vodafone reported financials for 3Q13 yesterday (financial YE is in March, so 
their 3Q13 coincides with calendar 4Q12 - we use a calendar timeline below so that 
the numbers are comparable to those of Turkcell and Avea). The segment EBITDA 
margin is reported on a half-yearly basis, and so the EBITDA margin was not 
reported in these results. 
 
Our View: We think that Vodafone Turkey's results are a positive read-across for 
Turkcell. Like Avea, Vodafone showed an acceleration of growth in 4Q12 in lira 
terms: mobile service revenue growth accelerated to 15.5% YoY vs. 11.5% YoY in 
9M12. Voice revenue growth was one driver (+12% YoY in 4Q12 vs. +11% YoY in 
9M12), as the market seems to be stable in terms of pricing. Another was mobile 
data growth, which was supported by rising smartphone penetration: up 1.4pp for 
the quarter to 18.9%, compared with the total 0.4pp increase in penetration over the 
last two quarters. Customers continued to migrate to postpaid product: postpaid as a 



share of the total subscriber base has reached 35%, vs. 30% at end-calendar 2011 - 
a trend we will likely see in Turkcell numbers as well. 
In Italy, Vodafone's mobile service revenue was down 14% YoY in 4Q12, same as in 
3Q12, impacted by the mid-year MTR cut. Vodafone claims the strong price 
competition in Italy continued. We think the situation has not changed much 
compared to 3Q12, so this is a largely neutral read-across for VIP: Wind Italy has 
likely continued to gain market share, but the market is challenging. 
 

CE STOCKS 
50. BRE Bank announces 33% dividend  
Equilor 
February 8, 2013 
 
BRE Bank says sees dividend pay-out at around 33% of 2012 profit. The market 
expects PLN 1.142bn net income in 2012. This means about PLN 9 per share 
dividend payment (2.76% dividend yield) contrary to most of analysts' expected 
dividend pay-out.   
 
51. Changes to Orco capital and BoD passed   
Erste 
February 5, 2013 
 
Orco's GM approved a decrease of corporate capital from EUR 442.1mn to EUR 
215.7mn without cancellation of shares, by decreasing the accounting par value of 
the existing shares from EUR 4.10 to EUR 2 per share. The proposed resolutions 
concerning the authorized capital and the possibility to limit shareholders' 
preferential subscription rights were not passed. The GM also elected (by a vote of 
97.2% of the votes cast) six new members of the BoD from companies Kingstown 
Capital, Alchemy and Crestline Ventures. Orco's major shareholder Mr. Vitek is now 
one of the BoD members.  
 
As a result, the company can now issue new shares at a price lower than the original 
par value. It seems that Orco's founder and CEO Ott agreed with the new major 
shareholder Mr. Vitek on cooperation. Mr. Vitek earlier indicated that another round 
of capital increases is planned. We are afraid that Mr. Vitek might take over Orco this 
way at the expense of minority shareholders. We thus do not see much potential in 
Orco shares at present.  
 
52. Czech Coal baulks at CEZ demand 
Erste 
February 4, 2013 
 
A Czech newspaper reported that negotiations between CEZ and Czech Coal about 
the new 40-year contract for supplies of brown coal have stopped, due to CEZ's 
request that Czech Coal not attack CEZ (through arbitration, etc.) during the 
duration of the contract.  
 
Separately, CEZ's CFO said in a Bloomberg interview that the current low electricity 
prices will have an impact on CEZ's future earnings. CEZ still has to sell half of its 
production for 2014, while production for 2013 is more or less hedged. The collapse 
in CO2 prices hurts earnings at utilities with sizable zero-emission power production, 
such as CEZ.  



 
He also sees stagnation, rather than potential for significant growth in electricity 
prices.  
 
The comments are in line with the recent development of electricity prices and CEZ's 
share price, and we do not see any surprising news in the interview. Note that we 
are going to cut our estimate for CEZ's 2014 EPS by high single digits, due to low 
CO2 prices, while our estimate for 2013 could go slightly higher in case there is a 
fast departure from Albania and an agreement with Czech Coal.  
 
53. Czech equities monthly 
Erste 
February 4, 2013 
 
The PX index has declined by approx. 4% since our last strategy report and did not 
follow the still growing developed markets. The PX also underperformed its peers in 
Hungary, Poland and Austria. The first reason for the weak performance is the high 
share of utilities and mining sectors in the index. Shares of coking coal miner NWR 
fell by double digits due to a weak trading statement and falling prices of thermal 
coal. Electric utility CEZ followed NWR, mainly due to plunging CO2 allowances and 
electricity prices. The second reason was the continued verbal interventions of the 
central bank against the CZK (the CZK is down 2.2% YTD to EUR). A weaker CZK is 
fundamentally positive for CEZ, NWR and negative for CME, but the effects will 
appear only later on. Third, Czech blue chips reacted negatively to talks about 
possible special taxes on telecoms, banks and energy companies in the event that 
the Social Democrats win the next elections (see below).  
 
Looking at the technical analysis, the PX is still comfortably above the 200 MA. 
Fundamentally, forward P/E is around 11.5x, which means a single-digit premium to 
the longer-term average. We do not see much upside in the index at current levels 
due to the still weak real economy and believe that the Czech market is mainly a 
dividend play. The 4Q12 earnings season (starts with the results of Komercni banka 
on February 13) should confirm the bleak situation in the energy and mining sectors 
and we expect cautious comments also from Komercni banka or from broadcaster 
CME (earlier cut its 4Q EBITDA guidance by ~20%). A positive surprise might come 
from Telefonica CR, where we bet on a stable dividend policy, while the share price 
has plunged significantly in recent months. While the auction of frequencies is still a 
threat, the final prices may not be as high as the market fears. TCR also took several 
steps in the last few months to make the expected entry of a fourth mobile operator 
more difficult. Good results should also come from sports betting boutique Fortuna, 
thanks to problems for its competitors in Poland. We are still positive on nonwovens 
producer Pegas, whose 4Q12 results will be boosted by the ramp-up of production 
line no. 9 in the Czech Republic.  
 
Special taxes on table in Czech Republic?  
 
Shadow Finance Minister Jan Mladek of the Social Democrats (CSSD), the leading 
opposition party, said that the CSSD would raise taxes on financial, energy and 
telecommunications companies to 30%, from 19%, while others would pay 21%. 
This is the first time that a top active Czech politician spoke in favor of special high 
taxes directed at particular parts of the corporate sector. Such changes would mainly 
impact Komercni banka, Telefonica CR, CEZ.  
 



The CSSD is the strongest opposition party and currently leads opinion polls with 
24% to 31% voter support (depending on the poll used). The communists, a possible 
coalition partner (or more likely a supporter of the CSSD's future minority 
government), enjoy some 15% voter support, while parties from the current 
government coalition have only some 28% voter support. There are two smaller 
parties, the Christian Democrats (centrist party) and the SPOZ (left-wing party 
founded by the new Czech president), which have a chance of getting into the 
Parliament and are more likely to support the CSSD than the current government 
coalition.  
 
It seems that the CSSD is likely to become a leading government power after the 
next parliamentary elections, either in coalition with (I) the communists or (II) 
smaller center-left parties or (III) in a minority government supported by the 
communists. The first and third option would, in our view, mean quite a high 
possibility of the introduction of special taxes, as the communists are always eager 
to tax corporations. However, there are still 16 months to go before the regular 
parliamentary elections and we would expect the right-wing parties to attain a better 
result by then.  
 
The main threat is thus the possibility of early elections. Newly-elected President 
Zeman said, immediately after his victory on January 27, that he would prefer early 
elections and triggered a sell-off on shares of Komercni banka, CEZ and Telefo_nica 
CR on Monday, January 28. However, he has no legal power to push through early 
elections. We see the current government coalition integrity as very high for a simple 
reason: the smallest government party (LIDEM) has no chance of getting into the 
Parliament again and the two bigger parties (ODS, TOP 09) desperately need to 
improve their poll performance before the elections. We thus believe that the 
situation will gradually cool down. We also tend to believe that the CSSD will soften 
its pre-election rhetoric and come up with much softer tax increases if it takes power 
in 2014. The CSSD is, in our view, less controversial than, e.g. Orban's government 
in Hungary, and has behaved as a standard left-wing party to date.  
 
Local top picks and expected underperformers  
We add Telefonica CR to expected outperformers for February. We rate Telefonica CR 
as overweight, as it is increasingly likely to sustain the CZK 40 dividend and continue 
share buybacks. Spectrum purchases should be financed by debt. The amount of 
CAPEX for spectrum purchases should therefore not influence the level of the 
dividend. We estimate that the company could pay a CZK 40 (of which CZK 18 from 
capital reduction) dividend and carry out another 2% share buyback in 2013.  
 
We keep Pegas as an expected outperformer. The production capacity of Pegas 
should again be fully sold out (including the new production line in Egypt) in 2013, 
despite negative news from Kimberly-Clark (plans to stop selling Huggies diapers in 
most of Europe). We thus remain positive on Pegas Nonwovens, mainly due to the 
planned substantial increase in its production, high dividend yield and the defensive, 
non-cyclical, character of its business. Pegas Nonwovens also offers a relatively high 
and regularly increasing dividend. We expect that the company will continue with its 
progressive dividend policy and estimate a dividend increase by 5.4% CAGR in 2011-
17. We add Fortuna as an expected outperformer. Fortuna is ahead of reporting 
relatively strong 4Q12 results. The CEO announced that the FY12 results could have 
been at the upper range of estimates (EUR 21-22mn on the EBITDA level). It seems 
that Fortuna improved its EBITDA by more than 30% y/y in 4Q12. Fortuna also 
probably significantly reduced its losses in the lottery project and most likely grabbed 



market share on the Polish market (due to Totolotek's licensing problems). Fortuna is 
now traded with a 6.2% dividend yield (more than 8.5% y/y without lottery).  
 
We keep NWR as underweight as its outlook for 2013 is very weak due to a 
meltdown on spot thermal coal markets in the region, while declining car production 
in Europe weighs on prices of coke and does not allow coking coal prices to fully 
follow improving trends seen lately in Asia. NWR is traded above its peers and the 
high share of semi-soft and PCI coals in its mix warrants only slow recovery.  
 
We keep Philip Morris CR as underweight. The European Commission is to propose 
larger health warnings on cigarette packets and a total ban on flavorings such as 
menthol. The health warnings must cover at least 75% of cigarette packets. The 
proposed rules will reduce already dwindling European sales, including CR and 
Slovakia, the core markets for PM CR. A widening budget gap and cooling economy 
threatens higher excise taxes in future years. PM CR is traded with a dividend yield 
of approx. 7.5%, which is still slightly above the peer group median. However, PM 
CR's historical dividend yield was significantly higher (more than 10%). The dividend 
is a critical factor for the share price of the company. Third underweight 
recommendation is for broadcaster CME. CME added more than 20% from its 
December lows and is ahead of reporting weak 4Q12 results (frail ad markets and 
higher investment into programming will weigh negatively on the headline figures). 
Moreover, we can imagine further goodwill impairment (partly in Bulgaria and also in 
the Czech Republic). CME is now traded at a 20-30% premium to its peers on 
EV/EBITDA2012, which is not justified, in our view. The market is betting on the next 
round of assistance from TW, which is expected to come in May 2013 (at the 
earliest). In the meantime, we can foresee quite volatile trading.  
 
54. Dana Gas to sell 1.675mn MOL shares via accelerated book-building 
Erste 
February 8, 2013 
 
According to Bloomberg, Dana Gas is selling 1.675mn MOL shares via accelerated 
book-building with the help of two international investment banks. Dana has agreed 
to a three-month lock up for the remaining stake.  
 
Dana has a 3% stake in MOL or some 3.1mn shares. Besides Dana, Crescent also 
has a 3% stake in MOL. The two entities have the same owner from UAE. MOL is 
investing in Iraqi Kurdistan gas projects together with Dana Gas and Crescent, as 
MOL has a 10% stake in Pearl Petroleum. Last year, Dana Gas had financial 
problems, but eventually it was able to sell bonds, which helped the company avoid 
bankruptcy. We believe that the key reason for them to sell their MOL stake is 
financial. The sale is not likely to change the relationship between MOL and Dana 
Gas. 
 
55. Erste confirms "buy" on Richter Gedeon 
Erste 
February 5, 2013 
 
Richter is expected to announce its 4Q12 results around February 7. We forecast 
4Q12 net profit of HUF 11,538mn (up 27.3% y/y) on sales of HUF 84,933mn (down 
5.2% y/y; all figures consolidated and according to IFRS standards).  
 



The most important changes to our forecasts for 2013 and beyond include the 
following: 1) the more robust than earlier envisaged Russia/CIS sales; 2) weaker 
than earlier projected forint; 3) no time restrictions on R&D-based relief to OEP 
payments; 4) milestone payment from Forest boost to the 2013 result; 5) higher 
effective tax rate.  
 
With the negative impact of the Hungarian rating downgrade largely offset by 
benefits from the weaker than earlier envisaged forint, our revised DCF-derived 12- 
month target price arrives at HUF 50,460, only marginally changed from the previous 
HUF 50,200.  
 
We believe that Richter's investment case remains convincing. The company is still 
the only CEE-based player with a real chance to introduce (in cooperation with its US 
partner Forest Laboratories) an original drug to the market. It is well positioned in 
the women's healthcare niche and Russia/CIS market, both areas with above-
average growth prospects. With the share price offering 37.1% upside potential to 
our revised target price, we confirm our Buy call on the stock. 
 
56. Hungarian earnings preview - still no feeling of revival  
Erste 
February 6, 2013 
 
It seems that the last three months of 2012 still failed to see a breakthrough in 
terms of the profit of Hungarian listed companies. Looking at the overall profit trend, 
an improvement is still visible. In 4Q11, the overall result was deeply in the red, with 
a loss of HUF 86bn, as almost all blue chips - except pharmaceuticals - provided 
measurable losses, mainly on one-offs. 4Q12 was most likely better; all major 
companies are expected to be in the black, but the overall profit will lag behind that 
of 3Q12 by some 36%. The main reasons were the seasonally weaker quarter for 
MOL and the decreasing profit at OTP q/q (usual at the end of the year).  
 
In the case of MOL, the declining refinery margins from mid-October hit the 
upstream profit q/q, but this was still better than a year ago. At the same time, 
upstream produced around the same result q/q and y/y, thanks to the sustained 
relatively high crude prices. The gas business was negatively affected in Croatia. As 
no real special item is expected, it seems that a significant profit improvement will 
be visible on the bottom line y/y, while in a q/q comparison, a seasonal decline 
should be visible.  
 
In the banking sector, OTP expects to report a significant improvement y/y, while 
FHB most likely remained in the deep red category. While the NPL ratio most likely 
saw no more than a slight increase in the banking system in 4Q12, the NPL coverage 
increased at both banks. Therefore, provisioning remained at a high level. In 
addition, as is usual at the end of the year, operating costs increased, on incentive 
payments.  
 
MTel was weighted down by significant one-offs in 4Q11, which just partially 
returned in the last three quarters of 2012. Sales managed to grow on the low-
margin new businesses, but the clean EBITDA margin deteriorated further.  
 
At first sight, pharmaceuticals are the bright spot in the sky, as bottom lines most 
likely increased at Richter and Egis. A closer look shows that the picture is not so 
rosy, however, as operating profit is almost stagnant or has even decreased, 



indicating that the improvement has mainly come from financials. The Hungarian 
market remained under pressure from the blind licit system. This pressure may ease 
from this year, as the authorities adjust the system and exclude producers that are 
not able to supply proper quantities. This means that less price competition will be 
visible in the future.  
 
Smaller names also failed to present any positive surprises. Allami Nyomda had a 
better quarter than a year ago, but deteriorated on a quarterly basis, due to the 
numerous off-days related to public holidays in the country. PannErgy was not able 
to launch its 'big' project on time; therefore, it had only minor cash flow from the 
two small existing renewable projects. The accelerated work at Miskolc brought 
higher expenses, while financials also did not help in 4Q12.  
 
57. Hungarian equities monthly 
Erste 
February 4, 2013 
 
The BUX index experienced a spectacular rally at the beginning of the year, seeing 
an almost 7% increase. This is equal to the whole annual increase in 2012. The 
reason behind the good performance is the decreasing risk premium, which arose 
from two sources. One is the overall increase of risk appetite worldwide, while the 
other is the additional positive effect coming from the Hungarian risk decrease 
related to the expected slower NPL formation of banks. Therefore, OTP was the 
overperformer of BUX components, with more than a 12% increase YTD.  
 
International sentiment had improved by the end of last year and the appetite for 
risk followed at the beginning of this year. The Hungarian government became 
braver and the GDMA (Government Debt Management Agency) started a so-called 
non-deal road show in the US and Europe. We believe that, after the end of the RS, 
GDMA will issue EUR 1-2bn government bonds. The value and return to the market 
after more than a year depends on market conditions. This possible movement 
shows that the government has focused less attention on agreement with the IMF on 
a stand-by loan. On the other hand, it is concentrating on the Excessive Deficit 
Process (EDP) from the EC.  
 
In January, the IMF made the usual twice-yearly visit to Hungary, arising from the 
loan taken out by Hungary at the beginning of the crisis in November 2008. The 
report made after the visit paints an unfavorable picture of the Hungarian economy. 
The IMF sees sluggish GDP growth and a budget deficit over 3% in the coming years. 
This most probably will coincide with the EC opinion and result in the continuation of 
the EDP against Hungary. An important factor which may aid the government in 
achieving the end of the EDP is that some additional measures may be taken and 
these may have an estimated value of some 0.5% of GDP, but this strongly depends 
on the final budget numbers of 2012, which will be released later on. It cannot 
therefore be ruled out that some additional restrictive steps will be taken by the 
government in the near future and it also cannot be ruled out that any step(s) will 
have an effect on some listed companies. This will be an ongoing potential risk over 
the coming months.  
 
An additional worry has kept investors on the Hungarian market agitated over the 
last couple of weeks, but mainly only in FX trading. The present president of the 
Hungarian central bank will step down at the beginning of March. The market is 
waiting to see who the replacement will be and fears any unconventional steps that 



might be taken after the changeover, e.g. that the NBH would print money via 
purchasing government bonds on the secondary market and change excess 
government funds into EUR to pay back FX loans. This would burn up FX reserves. Of 
course that step would depreciate the Hungarian currency. The market has run with 
this possibility over the last couple of weeks. However, speculation has somewhat 
been halted by the recent statement of the monetary committee, out of which four 
members out of seven are close to the government. After the last rate- setting 
meeting, the committee said unanimously that 'the Monetary Council emphasizes 
that the monetary policy instruments currently available allow enough room for 
maneuver to maintain a monetary policy stance consistent with the current outlook 
for inflation and the real economy, and that under domestic circumstances expanding 
the range of unconventional policy tools may provide effective support only during 
times of acute financial market stress.' This explicit statement ameliorated market 
concerns, but these will likely only be completely stilled with the nomination of the a 
reliable candidate for the position.  
 
Looking at the market valuation, the EPS trend is still declining, while the market 
experienced a significant increase over a couple of weeks at the beginning of the 
year. As a consequence, the P/E valuation is coming closer to the fifteen-year 
average and now shows some 10-15% upside from that level. This means that the 
risk appetite increase has clearly pushed the Hungarian equity index higher. More 
information will be attained in the reporting season, as some data from OTP and FHB 
will be revealed about the NPL formation or, in the case of Richter, performance data 
on the new drug, Esmya, will be released.  
 
Pharmaceutical companies remained on our buy list for different reasons. In the case 
of Richter, some news related to a New Drug Application in the US is expected, along 
with a milestone payment of some HUF 2bn from its partner, Forest. The new drug 
for the treatment of uterine fibroids will also hopefully show good numbers, as the 
company is to disclose its figures for the first time. After the hit to its share price 
when it was excluded from MSCI indices, the stock has started to appreciate, but it 
will take time for it to overcome some technical obstacles. The share price should go 
over the 200-day average and also the huge gap at around HUF 39.500 at the next 
issue. Egis is still undervalued compared to its PEERs, which is not justified, as it has 
accelerated the renewal of its drug portfolio and started to use state-of-the-art 
generics. Another issue is Celtrion's biosimilar drug, which will be marketed as of this 
year, with expected steady profit and no associated risk.  
 
The level of risk in the Hungarian banking system is expected to decrease further. 
On the one hand, the increased risk appetite abroad is positive for Hungary, 
especially for banks. The CHF has started to depreciate against euro. Ceteris paribus, 
this could be positive for Hungarian households having FX loans of around CHF 15bn. 
On the other hand, up to now it has been only slightly reflected in the CHF/HUF FX 
rate, as worries surrounding the potential new head of the central bank and any 
possible unorthodox steps had a strongly negative effect on Hungarian currency. The 
other factor is that households are entitled to lock their monthly installment at the 
exchange rate of CHF/HUF 180 for five years upon entering the FX barrier system. 
NPL formation is therefore expected to stagnate for now at the elevated level of 
around 19-20%. This could decrease provisioning needs substantially. This could 
sooner or later be very positive for OTP, while in the case of FHB, the pressure on 
margins still could be an issue, as it has attained additional, most probably 
expensive, unsecured, subordinated Tier 1 capital in 4Q12 in order to increase its 
capital adequacy ratio.  



 
58. Philip Morris shipments continue to decline in the CR  
Erste 
February 8, 2013 
 
According to Philip Morris International (PM CR's parent company, which reported its 
4Q 12 results) the total cigarette market in CR was down by 2.8% to 20.5 billion 
units in 2012, mainly reflecting the impact of excise tax-driven price increases. PMI's 
shipments in the CR were down by 7.4% in 2012 and by 5.7% in the fourth quarter. 
Market share was down by 2.1 points in 2012, principally reflecting continued share 
declines for lower- margin local brands (Bloomberg).  
 
It seems that never ending story of the falling market share and shipments in Czech 
& Slovakia continued. We expect the LT downward trend to continue with negative 
implications on the dividend payout in coming years. We keep our negative stance on 
the company at current levelswith our Reduce recommendation.  
 
59. Poland raises €57m from PHN float 
bne 
February 5, 2013 
 
Warsaw closed books on the IPO of real estate holding PHN on February 4 after 
pricing the 25% stake towards the bottom of its announced range. At PLN22 per 
share, the float will earn the treasury just PLN239m (€57m).  
 
The ministry had set an original pricing range of PLN20-26 for the 10.8m shares, 
according to PAP in January. The sale was Poland's third attempt to list a stake in the 
collection of state real estate assets - hastily assembled in 2011 and of erratic 
quality - following two false starts in the second half of 2012.  
 
Those failures helped the treasury fall around 10% short of its PLN10bn privatisation 
target for the year, planned to help the government with its fiscal consolidation 
targets. The ministry's goal for 2013 is only half as much as last year, but could 
prove a challenge.  
 
Sales of stakes in blue chips PGE and PKO raised well over half of the 2012 revenue; 
this year, such stakes are being handed to state bank BGK to sell as it raises funds 
for Polskie Inwestycje Rozwojowe - Warsaw's flagship infrastructure fund paraded as 
the government's key strategy to stimulate economic recovery and growth. An 
accelerated book build for a 12% stake in PKO last month raised PLN5.2bn. 
 
The pricing on the PHN float suggests a value of PLN956m for the entire loss-making 
group, points out Reuters, noting that the banks running the offer were originally 
hoping to raise as much as PLN1.7bn. PHN sasid last year that its assets were worth 
PLN2.5bn. 
 
Warsaw now plans to sell a controlling stake in the holding. Grupa Radius is 
reportedly the frontrunner to take it on, but other interested parties have been 
mentioned in the local press. Forced to chop the holding into bite-sized chunks to get 
the sale away, the treasury has said it intends to retain a 25% stake in PHN.  
 
60. Polish equities monthly  



Erste 
February 4, 2013 
 
4Q12 GDP growth reached 2.0% y/y (vs. the expected +2.1% y/y), which shows 
that growth of the Polish economy has slowed to its lowest level in recent years. 
Investors are now betting on whether a rebound in the pace of growth will come in 
2H13, following improvement in Western Europe.  
 
Investor appreciation of the promising fundamentals and attractive valuations of 
Polish small and mid caps led to the outperformance of the small and mid caps index 
vs. the blue chips index in January. Recent SPOs, PKO and Pekao contributed to the 
correction of the blue chips index, as investors anticipate further offers, especially in 
the short-term on PGE, KGHM and PZU. We still suggest overweighting companies 
with strong balance sheets and stable cash flows, which offer sustainable dividend 
yields on attractive levels compared to long- term government bonds and expect 
small and mid caps to outperform blue chips due to their attractive valuation and 
play for a rebound of the economy in 2H13.  
 
After the correction in January, we are still positive on KGHM, based on an attractive 
div yield of 8% and the rising price of copper triggered by the rebound of the 
economy in China. The div yield is also attractive for PZU (exp. 7.5%), the share 
price of which followed the correction of Polish bonds at the beginning of January. 
Falling energy prices and substantial CAPEX in the years to come makes us negative 
on PGE and Tauron, bearing in mind the probable supply of shares coming in the 
short-term from PGE. TP SA and Synthos shares were relatively strong in January, 
but we see their valuation as rather demanding and expect underperformance in 
future months. The rebound of refining margins in PKN and Lotos in 2H13 is already 
priced in and we anticipate rather negative surprises in margins. We also do not 
expect any significant rebound in the case of Asseco Poland's share price, as the 
deteriorating client portfolio (including the loss of PZU and problems with Social 
Security) will probably have a negative impact on the financial results in the long 
term. We are also skeptical about its expansion into the Russian market.  
 
At current market prices, we prefer CCC to LPP, as we see the improvement of LPP 
results as already priced in, whereas CCC may surprise investors with margins due to 
the appreciation of the EURUSD. Jeronimo Martins is, in our opinion, traded at an 
unjustified 20% premium to Eurocash, especially bearing in mind expansion plans in 
Colombia. The recent strong growth of IT and electronic equipment distributors 
(Action and AB) will, in our opinion, be continued in the long term due to their cheap 
fundamental valuation and still double-digit growth of results. The strong CAPEX and 
negative like-for-likes will put pressure on margins in Amrest, which is why we stick 
to a Hold recommendation on the stock and do not expect any positive surprises in 
future quarters. The share buyback strongly supported ACE share prices in January, 
but we are still positive on the company due to the possible automotive market 
rebound in 2H13 and 2014.  
 
We expect that the positive macro environment and analyst upgrades will support 
the performance of Azoty Tarnow. Continuing high crop prices mean the good 
affordability of fertilizers, which, associated with supply limitations of urea, supports 
the prices of nitrogen fertilizers. In addition, the expected synergies from the 
ongoing merger with Zaklady Azotowe Pulawy will, in our view, be visible in analyst 
forecasts and recommendations. In the case of Pulawy, we expect that Tarnow will 
call the subsequent tender for the remaining 16% stake and, although we notice that 



the company's valuation is far from being stretched, the price upside is capped by 
the 6M average price on the WSE (some PLN 130), which will constitute a benchmark 
for the new bid price of Azoty. In the case of Ciech, we expect that the market price 
will be somewhat affected by the expected high net loss of 4Q12e, which will, 
however, be more due to restructuring one-offs than the underlying macro 
environment. In the case of Synthos, the continued weakening of SBR spreads and 
lower butadiene prices, which undermine the company's competitiveness, will, in our 
view, eventually start undermining the share price performance. In our opinion, the 
stock price is currently being held up by high expected dividend (yield 9%), which is 
however unsustainable in the medium term, in our view.  
 
61. Polish shale gas hunt pushes PGNiG to accelerate IPO of exploration unit  
bne 
February 5, 2013 
 
Charged with leading Poland's push to pour billions into developing its shale gas 
deposits, gas monopoly PGNiG confirmed on February 5 that it plans to float 
exploration unit PGNiG Poszukiwania on the Warsaw bourse by the middle of the 
year. 
 
"The company has to be ready for an IPO by the end of the first half of the year," 
CEO Grazyna Piotrowska-Oliwa told reporters, according to Parkiet. "I hope the 
market conditions will be good enough for a share issue." Polish press reports in 
January said PGNiG had launched the process of selecting financial and legal advisors 
to help PGNiG Poszukiwania raise capital. 
 
Not long after the subsidiary was formed in June, PGNiG said last year that it plans 
to float it in order to raise investment funds, in a sale that will feature both existing 
and newly-issued shares. Given its mandate from Warsaw, the state-controlled gas 
giant will clearly maintain control over the unit. PGNiG Vice President Radoslaw 
Dudzinski told PAP last year that the exploration arm has capital needs of up to 
PLN1.2bn to fund its hunt for the unconventional energy. The company is reportedly 
now probing the market in a bid to sell licences in Pakistan, Egypt and Libya to raise 
some of the funds it needs for the hunt. 
 
Poland has been pushing the prospects of its shale gas deposits for the past couple 
of years, in a bid to reduce its heavy reliance on gas imported from Russia. The EIA 
suggested in 2010 that the country may have as much as 5.3 trillion cubic metres 
(CM) in recoverable reserves. That saw over 100 licences issued, many to US 
companies hoping to repeat the same trick in Europe that has proved a game 
changer in their domestic market.  
 
However, last year a Polish survey reduced estimated reserves to 786bn cm. While 
that may not be enough to change the European gas map, it would still cover Polish 
demand for decades. However, matched with disappointing initial drilling results, the 
enthusiasm of foreign investors waned throughout 2012, with sentiment reaching a 
recent nadir when Exxon Mobil announced it was quitting the country.  
 
That has seen Warsaw turn to its state-controlled companies. PGNiG committed to 
drill at least 10 new test wells in 2013, while it is to be joined by a host of state-
controlled utility companies, oil refiners and even copper miner KGHM, a major 
consumer in its shale gas hunt. The government says it expects up to 270 wells to be 
drilled by the end of the decade. 



 
However, PGNiG is also leading criticism of the tax plans for shale gas producers 
announced by the government late last year. Despite suggestions from analysts that 
the regime looks relatively benign for investors, PGNiG complains that it would force 
the closure of some of its conventional gasfields. 
 
Grazyna Piotrowska-Oliwa said in December that PGNiG will use "every single zloty" 
it has in its investment drive. That leaves it heavily exposed to policy changes in 
Warsaw, a risk that saw Standard & Poor's move its rating outlook to negative, and 
Moody's Investors Service to downgrade it a notch. The latter referred to changes in 
PGNiGs risk profile, "resulting from higher spending on upstream operations an 
unregulated segment which may be additionally subject to planned taxation of oil 
and gas in Poland."  
62. Richter Q4 - kill pill 
Equilor 
February 7, 2013 
 
SALES: NOT JUST THE HUF 
Domestic figures were supported by expanded tax holiday after R&D expenses, but 
sales were under pressure due to blind bidding system and cuts in healthcare 
budget. 
HUF appreciation (7% vs. Euro, 3% vs. Roubles) weighed on export revenues 
despite the recent product expansion in CIS, while US sales eroded further driven by 
contractual facts. EU sales were supported by Esmya's debut in Europe, but the 
figures were slightly disappointing. (total Esmya sales were EUR 3.6mn in 2012). 
 
OPEX STILL CONSERVATIVE 
Richter kept opex under its targets, therefore sales/marketing expenses were flat at 
28% (planned: 28-29%), while R&D's proportion was at 11.9% (below 12%) during 
the quarter. Hence, EBIT-margin was 15.4% in the period, within the targeted 15-
16% range.  
 
NET INCOME LOST IMPORTANCE 
Net income was supported by a one-off item in Q4. Due a write-down in Esmya-
related intangible assets (by HUF 5.5bn) deferred tax also decreased by a similar 
figure, resulting in a generous boost in after-tax profit figures. In addition, goodwill 
didn't change much due to these steps.  
 
OUR VIEW FOR TRADING 
Investors positioned themselves for a slight better report. Considering Richter's 
exclusion from the MSCI indices late last November and the recent disappointment 
from Forest, expectations could have been biased to a negative outcome. Therefore 
we reckon with a rebound in the share price in the trading. 
 
MANAGEMENT GUIDANCE 
Richter holds press conference after 9am CET (8am London time) and conference call 
at 4pm CET (3pm London time) where we expect an outlook for 2013. 
 
DPS COULD BE HUF 680 
Considering full-year figures, we anticipate a HUF 680 dividend on FY 2012 results; 
this would mean a 1.8% dividend yield. AGM approval is due in April, payment could 
come in late May. 
 



63. Sygnity 1Q13 profitability better than expected  
Erste 
February 4, 2013 
 
• Top line suffered from leaving out hardware contracts in December  
 
quarter  
 
• Profitability better than expected, due in part to sacrificing of hardware deals  
 
• Backlog at PLN 166mn is stable y/y, but with lower revenues in December 
quarter, we expect FY revenues to be lower y/y  
 
Sygnity aims for PLN 15mn, which is the level needed to release the MSOP. The 
share price has already been discounted a lot, giving them too much credit, in our 
view. We will slightly lift our estimates for FY13 (September) and expect the share 
price to remain volatile in the coming months. After the latest share price 
development, there might even be some profit taking today.  
 
64. TVN - cost cutting already priced in  
Erste 
February 5, 2013 
 
- Recommendation change: TVN kicked off a cost- cutting program in 3Q12. As 
a consequence, we have increased our 12M target price from PLN 7.5 to PLN 9.0, 
while downgrading our recommendation from Hold to Reduce.  
 
- MBC building purchase: TVN agreed to buy the MBC building for EUR 45mn 
(PLN 185mn), which will improve the EBITDA line by some PLN 20mn as of 2014.  
 
- Cost-cutting program: 4Q12 cost cutting could reach up to PLN 50mn, which 
will almost offset the falling revenues (down some PLN 55mn).  
 
- WIG 20 changes: We expect that, after annual revision of the WIG20 Index, 
TVN will be excluded, which could bring ST selling pressure (the revision will take 
place on March 15 on the basis of the ranking from the session on January 31).  
 
- Ad market: We expect the Polish ad market to be down 6.9% y/y in 2012 (-
7.5% y/y in 4Q12), followed by a 4.8% y/y decrease in 2013, with risks on the 
downside.  
 
- Asset disposals: TVN finalized the sale of a majority stake in Onet.pl for PLN 
956mn by the end of 4Q12 as well as the merger of Cyfra+/n Platform. Proceeds 
from the sale of Onet.pl will decrease leverage (net debt/EBITDA2012) to 3.7, from 
the previous 4.1.  
 
 


