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TOP STORY INVESTMENT 
1. Poland to link LNG hub across region bne February 14, 2013 
  Pushing to develop itself into a CEE gas hub, Poland is set to invest €1.1bn - 
around one third of it to come from EU funding - in a gas pipeline network linking its 
planned LNG terminal on the Baltic coast to neighboring Czech Republic and 
Slovakia, and on into Ukraine, it announced on February 13.  "In five years we want 
to build 940km of natural gas pipelines to transfer gas from Swinoujscie up to the 
Czech, Slovak and Ukrainian borders," a spokesperson for state-owned pipeline 
operator Gaz-System said, according to AFP. "The investment is worth PLN4.5bn 
(€1.1bn)" she added.   "The new north-south network will allow the Czech Republic, 
Slovakia and Ukraine to use gas delivered to Swinoujscie." European Union funding 
will co-finance about a third of the project, the spokesperson said.   Gaz-System 
hopes to launch Poland's first LNG platform at Swinoujscie in summer 2014. It plans 
to complete a five-year project to build 1,000km of pipelines which will link it to the 
Czech and German gas transmission systems that same year. Poland is also planning 
to link the platform to Lithuania, which aims to launch its own LNG platform the 
same year.  The expanded pipeline plan is part of a growing Polish push to turn itself 
into a gas hub for the region as an alternative to Russia, which currently dominates 
supply. Warsaw's enthusiasm to develop the country's shale gas reserves is another 
part of that scheme.   In November, project company Polskie LNG said it was 
launching a review of CEE demand with a view to expanding the Swinoujscie facility. 
"We expect our terminal to play an important role not only on the energy map of 
Poland but also in the entire region of Central and Eastern Europe, offering the 
clients a wide range of business opportunities," Polskie LNG CEO Rafal Wardzinski 



said at the time.  The move to offer Ukraine alternative supply is likely to go down 
particularly badly in Moscow however. The Kremlin is hardly happy with interference 
in markets like Lithuania, where it currently supplies 100% of gas. Ukraine - with its 
mainline gas pipelines towards European markets - is a strategic lynchpin for its 
entire geo-political outlook however.   Russia is currently leveraging an ongoing gas 
price dispute with Kyiv to try to force it to join the Customs Union it recently set up 
alongside Belarus and Kazakhstan. The EU and US meanwhile are still attempting to 
pull Ukraine into their own orbit.   Following in the footsteps of several other 
European customers, Poland finally won a gas price discount from Gazprom late last 
year. Warsaw has since upped its rhetoric in a bid to push home the advantage, as 
the RUssian state giant is buffeted by the effect of LNG and US shale gas on the one 
hand, as well as the economic downturn in Europe. The start of operations at the 
region's first LNG terminal will allow Poland to tap global gas prices, which are 
significantly lower than those in the long-term oil-linked contracts Gazprom uses in 
Europe.  Poland currently consumes 14.38bn cm of gas per year, but produces no 
more than 2.97 bcm/y, a recent study showed. That leaves the country relying on 
Russian imports for 63% of consumption. Financing for the Swinoujscie terminal was 
completed in October, when the EBRD committed to lend Gaz-System PLN300m 
(€75m). The rest of the €660m funding will come from the European Commission via 
grants, the European Investment Bank and Polskie LNG's own finances.    
2. Foreign investments fall in Turkey, says minister 
Hurriyet Daily News 
February 15, 2013 
 
Turkey's direct foreign investments fell to $12.4 billion last year, a 20 percent 
decrease, says Economy Minister Ça_layan. He adds that Turkey should boost trade 
with Asia-Pacific countries 
 
Turkey drew direct foreign investments worth $12.4 billion last year, a 20 percent 
decrease, said Economy Minister Zafer Ça_layan at a meeting in Ankara yesterday. 
 
Direct foreign investments showed a 20 percent decrease in 2012 from a year 
earlier, Ça_layan said during the second meeting of Asia-Pacific Regional Commercial 
Advisers. Also the international cumulative direct capital entrance to Turkey is worth 
$123.7 billion, he said. Ça_layan noted that direct capital flow tended to decrease in 
the world.  
 
He said direct foreign investments from Asia-Pacific countries to Turkey were worth 
$2.25 billion last year, but none of them had investments above $1 billion. Japan 
made investments worth a total of $787 billion and Malaysia invested $515 billion; 
they both had investments worth more than $500 million in Turkey. 
 
Motor of economic growth 
 
Ça_layan said the Asia-Pacific region was important as the motor of the world's 
economic growth, while these countries made 30 percent of the world's gross 
product at $20.6 trillion, had 55 percent of the world's population with 3.8 billion 
people and conducted 30 percent of the world's good and service exports with $7.8 
trillion. 
 
Turkey's exports to the region rose to $6.6 billion, a 30 percent increase, in 2010, as 
it reached 47.7 billion, a 17 percent increase, in 2011, he said. "The exports rate 
remained the same last year," he added. 



 
However he pointed out the disparity that while the region does 30 percent of the 
world's exports, Turkey's export share in the region is just 0.13 percent. Also, 
Turkey's exports to the region make only 5.5 percent of the country's total exports. 
Turkey should compensate this loss, he said. 
Meanwhile, Ça_layan remarked that Turkey's exports to six members of the 
Shanghai Cooperation Organization increased from $1.6 billion to $11.8 billion 
between 2002 and 2012. Also, the imports from these countries rose from $5.6 
billion to $51 billion during the same period, he added. Turkey should develop its 
economic relationship with these countries, which make up 16 percent of its foreign 
trade volume, he said. 
 
3. Gazprom to introduce ship-or-pay rule for independent producers  
VTB Capital 
February 13, 2013  
 
News: According to Kommersant and Vedomosti, Gazprom intends to introduce a 
ship-or-pay rule into gas transit contracts with independent producers. The papers 
also speculate that Gazprom might ask independent producers to enforce the take-
or-pay condition for commercial consumers of gas. The gas giant notes that 
consumers often purchase less gas than they have requested, which results in an 
oversupply of gas in the transport system. The regulatory amendment might come 
into effect from 2015, writes Vedomosti. However, all the relevant ministries have 
yet to consider Gazprom's request. 
 
Our View: We see the news as a sign of Gazprom’s intention to strengthen its 
position on the domestic market. Were the new regulations to materialise, they 
might be slightly positive for the company, although we do not expect such effect to 
be material. We see the news as neutral for Gazprom at the moment.?However, the 
news is negative for sentiment on Novatek and other independent producers, which 
might have to become less flexible in their gas deliveries. At the same time, were the 
regulatory amendments to be approved, we believe that independent producers 
would try to pass through potential additional costs to gas consumers, thus avoiding 
the negative financial impact. As a result, the news would hardly have any negative 
effect on independents in the long term. In the short term, however, we think the 
market might treat the news as negative for Novatek. 
 
Dmitry Loukashov, CFA  
Alexander Kirevnin  
Ekaterina Rodina  
Elena Kopylova  
Mikhail Zarkhi 
 
4. Polish LOT Dreamliners grounded until November bne February 14, 2013 
  LOT Polish Airlines said on February 14 that its two current Boeing 787 Dreamliners 
will remain grounded until November, after the US supplier said last week that 
delivery of three more has been suspended. The news is a further blow to the 
struggling flag carrier's attempts to restructure.  LOT president Sebastian Mikosz said 
he could not schedule the 787s for summer season flights as long as the cause of the 
technical problems has not been determined and the U.S. aviation authorities' order 
to keep them grounded remains in force. The decision will force LOT to extend the 
lease on three Boeings 767 that it currently uses, and seek to lease two more 767s 
for the summer season, spokesman Marek Klucinski told The Associated Press.  The 



national airline was the first in Europe to fly the new jet, adding the fuel efficient 
planes to fly its long haul routes as part of its bid to cut costs as it struggles to 
reduce losses. Continued financial underperformance forced it to ask the state for yet 
another handout late last year.   However, the Dreamliner has been grounded across 
the globe after some developed battery problems. Boeing is working to eliminate the 
potential safety threat. It has suspended delivery of three more 787's to LOT that 
were planned for this year.  The addition of the new passenger plane to the LOT fleet 
was also part of a plan to open up longer-distance routes to North America and Asia. 
LOT deputy CEO Tomasz Balcerzak said last month that the costs of keeping the two 
planes in sheds - one remains in Chicago, one in Warsaw, despite a claim from 
Klucinski that both are safe to fly - are "huge." The official said the airline plans to 
seek compensation from Boeing.  Balcerzak had also claimed in January that LOT still 
expected to receive three more Dreamliners by end of March. "The schedule is still in 
force," he said at the time. Lease extensions such as LOT is planning for its 767s 
would require an airline to operate the asset for at least one additional year, analysts 
told Bloomberg earlier this week. 
5. Putin wants to end Soviet secrecy over mineral resources  
bne 
February 14, 2013 
 
Russian President Vladimir Putin called for an end to the long Soviet-era habit of 
classifying geological data as a state secret. As part of the new look Russia-can-do 
Inc, that he hopes will bring in more investment, the president said the information 
on the size and location of the country’s natural resource made public.  
 
The Soviets were always very secretive about its wealth-in-the-ground making life 
difficult for would-be international miners wanting to invest and exploit deposits.  
 
Indeed, even today the city of Norilsk in Russia’s far north and home to the counties 
nickel and PGM deposits remains a closed city – you need to apply to the FSB to get 
permission to visit the frozen city in the middle of nowhere.  
 
But since taking office Putin has launched the biggest and most resolute campaign to 
finally do something about Russia’s international investment image and that includes 
becoming a little more transparent.  
 
"It is time to consider abolishing the 'classified' status for the balance of our 
reserves," Putin said at a meeting of the fuel and energy commission on February 
13.  
 
The "classified" status is an anachronism, as international companies have been 
operating in the country for some time, and an international audit is being held, 
Putin said. 
 
"We need to elaborate a new classification of reserves, similar to what is used 
internationally," the president said reports Ria Novosti.  
 
Mineral Resources Agency's Director Alexander Popov said on Wednesday that "a 
new classification of reserves may be introduced in Russia by the end of 2013. This 
would enable Russia to climb from eighth to third place by proved reserves," he said. 
 
Popov said that the new system will stipulate not only the quantity but also the 
quality of reserves, as well as other economic parameters. The abolition of the 



"classified" status is necessary as companies run international audits and the 
classification is only valid in Russia, he said. 
 
6. Rosneft, ExxonMobil Sign Alaska Gas Field Deal 
RIA Novosti 
February 14, 2013 
 
Russia’s largest oil company Rosneft signed a deal with ExxonMobil on Wednesday, 
giving the US energy giant access to explore Russia's Arctic shelf in return for the 
ability to acquire a stake in the Alaska gas field. 
 
The agreement “provides Rosneft (or its affiliate) an opportunity to acquire a 25% 
interest in the Point Thomson Unit, which covers development of a remote natural 
gas and condensate field on Alaska’s North Slope,” the companies said in a joint 
statement on Wednesday. 
 
As part of the deal, which was signed by Rosneft President Igor Sechin and 
ExxonMobil's Deputy Chief Executive Stephen Greenlee, ExxonMobil will add seven 
more licenses to develop hydrocarbon resources on Russia's Arctic shelf to the three 
it acquired from Rosneft in 2011. 
 
These seven out of Rosneft’s new twelve licenses, which the Russian oil giant 
secured last month, will cover approximately 600,000 square kilometers (150m 
acres) in the Chukchi, Laptev and Kara seas. 
 
The two companies are also studying the possibility of building a liquefied natural gas 
facility in Russia's Far East near the Sakhalin fields. The viability study of the LNG 
project is expected to start in the coming weeks. 
 
Earlier on Wednesday Russian President Vladimir Putin stressed the need for Russia 
“to consider the possible step-by-step liberalization of the export of LNG.” The 
president made the statement at a session of the Commission for Strategic 
Development of the Fuel and Energy Sector and Environmental Security. 
 
“The agreements signed today take the unprecedented Rosneft and ExxonMobil 
partnership to a completely new level. The acreage in the Russian Arctic subject to 
geological exploration and subsequent development increased nearly six-fold,” 
Sechin said. 
 
Commenting on the agreement, Greenlee said: “This expansion is an illustration of 
the strength of the partnership that exists between ExxonMobil and Rosneft. We look 
forward to working together on these new projects.” 
 
The agreement is the latest development since the two oil giants announced their 
broad cooperation in the field of energy exploration in 2011. 
 
7. Russian investment growth dived into the red on lower fiscal spending 
VTB Capital 
February 13, 2013 
 
December’s -0.7% year-on-year investment growth is the lowest reading since 
January 2011 and can be partly explained by the acceleration in investment growth 
in late-2011 on the back of a spike in the annual growth of budgetary spending in 



December 2011 (around 20% year-on-year) before the presidential elections. The 
last month of 2012, showed just 5.3% year-on-year growth in federal spending, 
while November was even negative. At the same time, trend growth in investments 
rebounded in December and the pickup in non-CIS imports of investment goods 
early this year support the view that December’s contraction was mostly technical. 
 
In December, corporate credit growth slid to 12.7%, the lowest level since December 
2010, from 13.5% year-on-year in the previous month. The rebalancing of the 
banking system (slower lending and stronger deposit growth) and weak demand for 
loans is to blame, in our view.  
 
8. Ukraine to buy gas from Turkmenistan, first time since 2009 
Concorde Capital  
February 14, 2013 
 
Officials with Naftogaz Ukrayina (NAFTO), the state natural gas monopoly, signed a 
cooperation memorandum on Feb. 13 with its Turkmen counterpart, Turkmengaz, to 
purchase gas from the Turkmen government and allow Ukrainian firms to participate 
in its extraction. Ukraine stopped importing Turkmen gas in 2009 after consistently 
purchasing it in the years before, the Kommersant-Ukrayina newspaper reported on 
Feb. 14. 
 
An anonymous source in Ukraine’s Energy Ministry told Kommersant the 
memorandum is aimed at influencing current negotiations between the Russian and 
Ukrainian governments to create a bilateral gas consortium. 
 
Specifically, Ukrainian officials hope the threat of buying cheaper Turkmen gas will 
convince Gazprom to reduce Ukraine’s price to $280 bcm from $430 bcm currently. 
If Gazprom opts not to transport Ukraine’s Turkmen gas, the Ukrainian government 
would in turn decline to form the consortium, the anonymous source said. The 
Turkmen gas could be resold to the EU, the source said. 
 
9. Uzbekistan looks to become Central Asia's first oil shale producer 
Clare Nuttall in Astana  
February 15, 2013 
 
Uzbekistan could become the first Central Asian country to start mining oil shale as 
early as 2013 as part of plans by the government to address dwindling oil production 
and domestic fuel shortages. However, Tashkent is exploring other options too, 
including construction of a $4bn gas-to-liquids plant and smaller scale investments 
into renewables.  
 
Preliminary studies on mining oil shale – rock that contains a solid organic compound 
known as kerogen, which is something between crude oil and bitumen – have 
already been carried out by companies from Japan, Russia and South Korea. State oil 
and gas company Uzbekneftegaz is now planning a $600m oil shale project with the 
aim of launching production. If the project goes ahead, it will be the first attempt to 
produce non-conventional hydrocarbons in oil and gas rich Central Asia.  
 
Back in 2010, Uzbekistan's Uzbekneftegas and Uzbek government agencies signed 
several agreements with Japanese companies to develop the country's oil shale 
reserves - estimated at around 47 billion tonnes. The Japan Oil, Gas & Metals 
National Corp (JOGMEC) signed an agreement with Uzbekneftegaz and Uzbek 



government agencies to explore two oil shale deposits. Two other Japanese 
companies, JGS and Technopian, announced plans to evaluate the feasibility of shale 
deposits.  
 
Matthew Shaw, analyst at consultancy Wood Mackenzie, points out that the industry 
has known about the existence of oil shale in Uzbekistan for many years, but little 
was done to develop the resource "because this is a country where nothing happens 
quickly", rather than any doubts about the strengthen of the fundamentals of 
investing into oil shale. "There is some oil production, but the volume is falling quite 
rapidly. Production of oil shale would reduce their dependence on imports of oil 
products from Kazakhstan, which has its own shortages and relies on imports from 
Russia," Shaw tells bne .  
 
Decline and fall  
 
Uzbekistan's oil production has been in steady decline for more than a decade, falling 
from 171,000 barrels per day (b/d) in 2001, to 125,000 b/d in 2006 and dropping to 
just 86,000 b/d by 2011, according to the "BP Statistical Review of World Energy, 
2012". Meanwhile, oil consumption was up by 0.7% in 2011 to 91,000 b/d. Natural 
gas production has fluctuated between 52bn and 63bn cubic metres (cm) for the last 
decade, with 57bn cm produced in 2011, of which 49.1bn cm was consumed 
domestically.  
 
A 2011 report from Tashkent-based think-tank the Center for Economic Research 
(CER) forecast that at current consumption rates, Uzbekistan's oil is expected to run 
out in just over a decade unless significant new finds are made. Uzbekistan will have 
enough gas for the next 28-30 years – less if exports to China increase as planned. 
There are concerns that the Uzbek government is prioritising gas exports, a source of 
hard currency, over the needs of the population – a fear that has grown since 
Uzbekistan started exporting gas to China in mid-2012.  
 
In addition to dwindling reserves, Uzbekistan also lacks refining capacity and has 
seen periodic shortages of gasoline and other oil products, with drivers forced to 
queue for several hours at petrol stations, and occasional cutbacks to public 
transport services.  
 
Tashkent jealously guards its foreign currency reserves, and the authorities are not 
keen to use them to pay for increases in the imports of oil products. Oil products can 
also be difficult to obtain for Uzbekistan and the other countries of southern Central 
Asia. While Central Asia has a large amount of oil and gas, the region's processing 
capacity is low, and many of the refined products consumed are imported from 
Russia via Kazakhstan, which suffers its own shortages.  
 
While planning oil shale investments, Tashkent is also looking at other options, the 
most ambitious of which is the planned $4bn gas-to-liquids (GTL) plant to covert 
some of Uzbekistan's gas into liquid fuels. State-owned Uzbekneftegaz has set up a 
joint venture with Malaysia's Petronas and Sasol, which has built similar facilities in 
Qatar and Nigeria. The three companies are currently in the final planning stages for 
the plant, and a final decision is expected in the second half of 2013.  
 
If the project goes ahead, the plant will resolve many of Uzbekistan's fuel shortages. 
It is expected to have processing capacity of 38,000 b/d, and produce diesel, 
naphtha and kerosene. However, Sasol points out in a 2012 statement that, 



"Uzbekistan is one of only two double-landlocked countries in the world and was not 
an obvious prospect for an industry which held the belief that GTL projects were only 
commercially viable with export access to the sea."  
 
Wood Mackenzie's Shaw says construction of the GTL plant would require a bigger 
upfront investment than mining oil shale, but could be transformational if it goes 
ahead. "However, there are a lot of challenges to overcome, including the high cost 
of bringing equipment into Uzbekistan," he says.  
 
Meanwhile, Tashkent has not lost hope of reviving conventional oil production with a 
new find, and both Uzbekneftegas and international oil companies have announced 
plans to step up exploration work. Companies expected to carry out drilling work in 
2013 comprise Petronas, Petrovietnam, South Korea's KNOC and KOGAS, and the 
Aral Sea consortium, which includes Uzbekneftegaz, CNPC, LUKOIL, KNOC and 
POSCO. Lukoil alone is planning to invest $678.5m in Uzbekistan in 2013. 
 

NEWS INVESTMENT 
10. CEZ's problems in Albania and Bulgaria  
OSW 
February 15, 2013 
 
On 7 February the Czech energy company CEZ entered into arbitration against 
Albania with regard to the fact that Albania revoked the distribution license of CEZ 
Shperndarje (76% of shares held by CEZ, 24% held by the Albanian state), which is 
the exclusive electricity distributor, and took over control of the company on 21 
January.The management of CEZ has accused the Albanian government of trying to 
shift the high costs of electricity imports onto them and of charging excessive taxes. 
Albania argues that CEZ has not fulfilled conditions of the agreement and its 
irresponsible actions have caused losses to the Albanian budget worth US$ 1 billion. 
The conflict escalated when CEZ decided to cut power to all the state-owned 
waterworks in Albania which were in arrears with electricity payments. In response 
the Albanian police arrested six CEZ employees and forced the company to resume 
supplies through a court verdict. The Czech prime minister, Petr Necas, has given his 
full support for the management of CEZ and in this context he challenged the 
credibility of Albanian efforts to integrate with the EU. CEZ also has problems with its 
assets in Bulgaria where the company controls one third of electricity distribution. 
High electricity prices have caused mass demonstrations in Bulgaria in recent days.  
 
Commentary  
 
CEZ has had problems in Albania and Bulgaria from the very beginning of its 
investments there and they are linked with the theft of electricity, increasing debts of 
electricity recipients and conflicts with price regulators. CEZ's difficulties in these 
countries have led to poorer financial results for the company and have cast doubt 
on the future of the Czech economy's flagship investment - the construction of new 
nuclear blocs in the Temelin power station. Nevertheless, the losses in Albania - 
estimated at 200 million euros - even should CEZ lose the arbitration, will not affect 
the decision to continue the Czech nuclear project.  
 
The Albanian government's response to CEZ was dictated by mounting social 
discontent with corruption scandals and economic stagnation. The government 



feared that the fact that CEZ cut electricity to institutions who were in arrears with 
payments would lead to the defeat of the ruling centre right in the June election.  
 
The conflict between CEZ and the Albanian government has a direct impact on 
Czech-Albanian relations and on Albania's reputation in the EU. The Czech 
government, which owns over 70% of CEZ's shares, will unequivocally support the 
company's measures and will probably be more critical in its review of Tirana's steps 
towards integration with the EU. The dispute between CEZ and Albania will also 
affect Albania's image among foreign investors. And the involvement of foreign 
investors is currently crucial to the country's further economic development.  
 
CEZ's difficulties in Bulgaria are not as serious as in Albania. The socialists opposition 
are stirring up social discontent against energy distributors and are demanding that 
the state buy these companies. This scenario is, however, rather unlikely. The ruling 
centre right has announced electricity bills will be controlled and it cannot be ruled 
out that it will decide to change its policy towards energy companies before the July 
parliamentary election. This may also affect CEZ's interests.  
 
11. CORRUPTION WATCH: Russia’s Rosagroleasing files RUB14.7bn suits on 
embezzlement bne  February 11, 2013   Russian state-controlled 
agricultural leasing company Rosagroleasing has submitted lawsuits 
totaling RUB14.7bn to arbitration courts seeking to return funds stolen 
under the previous management, the company's General Director Valery 
Nazarov said, Prime reported.  Nazarov said that the company had also 
submitted criminal suits exceeding RUB12bn. "Criminal cases are opened, 
the investigation is well under way. Some people have already been 
arrested and placed under house arrest," he said.  "The process of returning 
funds is continuing. We expect RUB87m to be returned as a result of 
criminal cases in the Lipetsk Region," Nazarov said, cited by Prime.  In 
December 2012, a Rossiya 1 television channel documentary said that 
Yelena Skrynnik, who was the agriculture minister from March 2009 to May 
2012, and several other officials might be involved in the theft of RUB39bn 
worth of state funds disbursed for Rosagroleasing in 2001-2009.  
12. Russia's capital investment growth turns negative  
UralSib 
February 13, 2013 
 
Minus 0.7% YoY contraction in December after 1.2% YoY growth in November (6.7% 
YoY in 2012)  
 
Investment slows due to lack of own financial resources in enterprises which account 
for 60% of capital investment Investment growth is likely to remain negative over 
the next few months due to weak economic growth in 1H13 ? We expect capital 
investment to grow 5.2% in 2013 We expect a strong rebound in investment activity 
in 2H13 due to the overall economic uptick  
 
Capital Investment Growth Turns Negative Capital investment growth, % YoY -
5%0%5%10%15%20%Jan-12Feb-12Mar-12Apr-12May-12Jun-12Jul-12Aug-12Sep-
12Oct-12Nov-12Dec-12Capital investment, % YoY 
 
13. EBRD lends Gestamp €150m to upgrade auto-parts plants in Russia, 
Hungary, Poland and Turkey 
EBRD 



February 11, 2013 
 
An EBRD long-term loan of EUR 150 million will back the investments of Gestamp 
Automocion SA, one of the world's leading manufacturers of auto parts. It is aimed 
at upgrading its Russian, Polish, Hungarian and Turkish plants which supply 
assembly lines set up by major international car manufacturers in these four 
markets.  
 
Gestamp, a Spanish-registered and family-controlled group, plans to invest EUR 255 
million in capital expenditure up to 2016. This will enable the company to move 
closer to its key customers in these countries, a key goal to increasing its 
competitiveness and part of a strategy to foster long-term relationships with such 
major clients on a global scale. 
 
Highlighting the EBRD's role in advancing the long-term funding such industrial 
investments require, the package includes a EUR 50 million loan which will provide 
for a bullet repayment at the end of seven years as well as a seven-year A loan of 
EUR 60 million with a two-year grace period under an EBRD A/B loan structure. 
 
The remaining EUR 40 million has been syndicated to three international banks under 
a five-year EBRD B loan with UniCredit Bank Austria AG taking a EUR 20 million 
participation, the Spanish subsidiary of France's Société Générale group taking EUR 
13 million and Spain's Banco Bilbao Vizcaya Argentaria SA taking EUR 7 million. 
 
The Bank remains the lender of record for the full EUR 150 million. The EBRD's 
participation was crucial for extending the average maturity of this funding beyond 
five years. 
 
This transaction will facilitate the transfer of state-of-the-art technology and skills to 
the domestic supply chain in these countries, as well as promote the localisation of 
passenger car assembly by the world's leading automakers, said Alain Pilloux, EBRD 
Managing Director for Industry, Commerce and Agribusiness. 
 
Gestamp is a global leader in the design and manufacture of metal components for 
automakers. Its clients in the four countries concerned include Audi, Fiat, Ford, GM, 
Hyundai, Mitsubishi, PSA, Renault-Nissan and VW. The group employs over 25,000 
people in 19 countries. 
 
Over 80 per cent of this EUR 150 million EBRD funding is earmarked for investments 
in Russia and Turkey. Russia is Europe's second-largest auto market after Germany 
while Turkey is increasingly becoming a producer of cars for export. 
 
In Russia, where Gestamp has plants in Kaluga, St Petersburg and Togliatti, it will 
invest further in robotics, laser equipment and other advanced technologies. The 
project should also provide an incentive to Russian steel producers to specialise in 
the high-quality steel necessary to meet carmakers' specifications. 
 
In Turkey, where the company operates two plants in Bursa and one in Gebze, it will 
invest in new hot stamping lines, new presses and welding robots for the Renault 
Clio and Ford Transit projects, as well as a new assembly line for the Ford Fiesta. 
 
14. EU27 energy dependence rate at 54% in 2011; Energy consumption 
down by 6% between 2008 and 2011 



Eurostat 
February 13, 2013 
 
The economic slowdown observed in the EU since the beginning of the financial crisis 
is also visible in the evolution of energy consumption. Gross inland energy 
consumption in the EU27 fell from a level of 1 800 million tonnes of oil equivalent 
(toe) in 2008, to 1 700 mn toe in 2009, increased to 1 760 mn toe in 2010 and then 
fell again to 1 700 mn toe in 2011. Between 2008 and 2011, energy consumption in 
the EU27 has decreased by 6%.  
 
The energy dependence rate, defined as net imports divided by gross consumption, 
and which shows the extent to which a country is dependent on energy imports, was 
54% in the EU27 in 2011, nearly stable since 2008.  
 
These figures are issued by Eurostat, the statistical office of the European Union.  
 
Denmark, Estonia, Romania and the Czech Republic - least dependent on energy 
imports  
The five largest energy consumers in 2011 in the EU27 were Germany (316 mn toe, 
-7.7% compared with 2008), France (260 mn toe, -4.6%), the United Kingdom (199 
mn toe, -9.4%), Italy (173 mn toe, -4.8%) and Spain (129 mn toe, -9.4%), which 
together accounted for nearly two thirds of total EU27 consumption.  
 
Twenty-three Member States registered decreases in their energy consumption 
between 2008 and 2011, and four increases. The largest falls were recorded in 
Lithuania (-24.5%), Ireland and Greece (both -12.3%), Romania (-10.2%), Spain 
and the United Kingdom (both -9.4%), and the highest increases in Malta (+16.9%) 
and Estonia (+4.8%).  
 
In 2011, the Member States the least dependent on energy imports were Estonia 
(12%), Romania (21%), the Czech Republic (29%), the Netherlands (30%), Poland 
(34%) and the United Kingdom (36%). Denmark (-9%) was a net exporter of energy 
and therefore had a negative dependence rate. The highest energy dependence rates 
were registered in Malta (101%), Luxembourg (97%), Cyprus (93%) and Ireland 
(89%).  
 
15. Finance Ministry proposes cutting 90% gasoline export duty as of 2017 
Alfa Bank 
February 15, 2013  
 
Interfax reports that the Finance Ministry has proposed reducing the gasoline export 
duty from 90% to 66%, which is the rate for other light products, as of the beginning 
of 2017. This proposal was made in a letter written by Deputy Finance Minister 
Sergei Shatalov for the Government Energy Committee meeting held on Monday. 
The ministry believes that the currently high gasoline export duty undermines 
incentives for oil companies to invest in catalytic cracking facilities at refineries 
(needed for gasoline production), but it is not realistically possible to change this 
duty prior to 2017, as the budget would experience losses. After 2017 the losses 
from a lower gasoline export duty would be compensated by the 100% rate for fuel 
oil (66% currently), which will be introduced as of 2015. 
 
We welcome the news that the Finance Ministry realizes the current taxation regime 
is hostile toward investments in refineries aimed at boosting gasoline production. We 



remind that the largest Russian oil companies (except Rosneft) sent a letter earlier 
this week to Prime Minister Dmitry Medvedev asking for a reduction in the gasoline 
export duty rate, but the Government Energy Committee did not make a decision at 
its meeting on Monday. We think the news is only mildly POSITIVE for Russian oil 
companies because, first of all, this is only a proposal and it has yet to be discussed 
by the government, and second, the lowering of tax rate would only occur several 
years from now. We therefore expect the market reaction to be rather muted. 
 
Alexander Kornilov, Ph.D., CFA  
?Ekaterina Malkova 
 
16. Fund Flows: Oil brings marginal inflows  
UralSib  
February 15, 2013  
 
Marginal inflows return to Russian traditional funds and ETFs. Russia-dedicated funds 
for the week through to Wednesday recorded inflows of $24 mln, or 0.16% of assets 
under management (AuM). Small inflows were reported by both categories of funds – 
traditional funds received $10 mln, while ETFs took in $13 mln. This is the fourth 
week of inflows in past 19 and the first with inflows to both traditional funds and 
ETFs. 
 
Russia fares well, as Turkey loses its shine. EMEA regional funds were among the 
least attractive to investors for the reporting period, as they lost a total of $144 mln, 
driven by outflows from emerging European ($84 mln) and Turkish ($29 mln) funds. 
Remarkably, this was the second week in a row of outflows from Turkish funds after 
10 consecutive weeks of inflows, as investors have clearly started to question 
whether Turkey has become an overheated markets and its economic recovery lies in 
its stocks prices. Turkey remains one of Russia’s most prominent competitors on 
EMEA balanced funds. From the BRIC perspective, last week’s inflows, despite being 
very small, put Russia in second place after China ($79 mln), as Brazil’s inflows ($8 
mln) practically stalled and Indian funds lost $102 mln, making it the biggest loser 
for the week. GEM funds meanwhile managed to attract another $2.1 bln, marking 
13 consecutive weeks of inflows to this category. 
 
Oil has been supportive, as GEM fund flows are still in the driving seat. In our view, a 
steadily rising oil price was the main reason behind improving sentiment for Russia in 
recent weeks. Brent had an outstanding period of gains from 17 January, as it rose 
8.3% and was up 17 days out of the past 20 through to Wednesday. However, the 
price has stabilized in the past few sessions and our macro team believes that 
further gains will again put pressure on the pace of the global economic recovery, 
making a positive case for equities more difficult. Investors have few reasons to 
become very optimistic on Russia except the oil price for the time being. Hence, the 
Russian stock market will continue to be driven by flows into global EM funds, while a 
correction in the oil price may lead to marginal outflows from Russia funds. 
 
Slava Smolyaninov 
Natalia Berezina  
 
17. KPI Rating of Russian Regions Due This Year 
RIA Novosti 
February 14, 2013 
 



The Russian Ministry of Economic Development plans to unveil the first annual key 
performance indicator (KPI) rating of business and investment climate in Russia’s 83 
regions in 2013, the Prime news agency reported on Wednesday citing Deputy 
Economic Development Minister Sergei Belyakov. 
 
The rating will be compiled on the basis of interviews with regional businessmen and 
data from Russia’s Federal State Statistics Service (Rosstat), Federal Tariff Service, 
Energy Ministry, Central Bank, Federal Highway Agency (Rosavtodor) and Agency for 
Strategic Initiatives. 
 
“A permanent monitoring of this kind will help to gain a clear understanding of the 
situation…, of how the business community perceives the effectiveness of measures 
that are being implemented,” Belyakov said. 
 
The criteria to evaluate the effectiveness of governors’ work to improve business 
climate until 2018 were approved last fall. 
 
The ministry has laid down a set of 21 criteria to evaluate the performance of 
governors, including how entrepreneurs estimate the region’s general business 
climate, workforce productivity, salary growth, the quality and accessibility of roads 
and other transport infrastructure objects, yearly direct investment growth, costs 
and accessibility of power lines and so on. 
 
“We are now preparing proposals to determine target indices which a region’s head 
should achieve year by year. This issue is quite complicated and requires a serious 
re-assessment of performance by regional heads and ministries,” Belyakov said. 
 
Russian President Vladimir Putin said in early 2012 that Russia must join the group 
of the world’s top twenty countries offering the most convenient conditions for 
business compared with Russia’s current 120th place. He also called for a KPI system 
to be introduced “to assess personally each head of ministries and departments.”  
 
18. Russian Deputy energy minister resigns 
Timothy Ash 
February 14, 2013 
 
Reuters are reporting that Pavel Fyodorov, the deputy minister of energy has 
resigned....interesting, few, very few people walk away from the Putin administration 
unless the boss (sorry, Putin, not Medvedev) gives the nod....the only recent 
departure was Alexei Kudrin over his own spat with former President Dimitry 
Medvedev, but even then I sensed that the departure kind of suited Putin, pre-
election, as it gave Putin the option to bring Kudrin back as a potential replacement 
for Medvedev at some point in the future if: a) opposition demos around elections 
reached a pressure point, or b) the Medvedev government failed to gain any traction 
with the economy. Point a) failed to come to pass, but point or perhaps "plan B" 
might well come to fruition. Lets see what the "spin" is over Fyodorov's departure. 
 
19. Russian business travel market to grow over next few years 
bne 
February 15, 2013 
  



Domestic and foreign companies operating in Russia say their executives will travel 
for business more as part of their firms' expansion plans, according to Ernst & 
Young survey seen by The Moscow Times. 
 
The survey found that 87% of senior executives at Russian and international 
companies consider expenses for organizing meetings with business partners "an 
investment in business development and an important condition for the company's 
future success." 
 
51% said they expect that their employees will travel more for business over 
the next five years.  
 
The consulting company conducted the survey in December among chief executives 
and financial directors at more than 50 Russian and foreign companies, each with 
an annual revenue exceeding $1bn. The study was commissioned by American 
Express, which claims to be a  leader in managing corporate costs and hopes 
to capitalize on Russia's growing market for corporate travel. 
 
Overall spending on business travel in the country accounted for approximately $7bn 
last year, Vladimir Salakhutdinov, head of American Express in Russia, said, cited by 
The Moscow Times. Although the lion's share of those expenses is managed by the 
companies themselves, a growing number of them are expected to hire firms 
to manage business travel costs, he added.  
American Express is targeting companies that spend at least $500m a year 
on business travel, he said, adding that companies usually allocate up to half their 
spending for business travel within the country. 
 
Business travel still accounts for a small percentage of the total number of Russians' 
trips abroad. The figure reached 904,236 during the first nine months of last year, 
down 15% from the same period a year earlier, according to State Statistics Service 
data. A total of 37.3m of Russians traveled abroad during that period. 
  
20. Tatarstan government to launch industrial cluster by April 2014 bne 
 February 14, 2013   The industrial cluster Sinergia will be launched in 
Russia's Tatarstan Republic by April 2014, and investments will make 
RUB1bn, the Economic Development Ministry said, Prime reported.  The 
cluster will provide facilities for companies whose core business is 
processing raw materials, polymer production, computer chips assembly, or 
production of medicines and other pharmaceutical products. The cluster 
operator is currently holding talks with car component producers.     
21. Turkey looks to lure carmakers bne February 15, 2013  Turkey unveiled 
a set of measures aimed at reviving investment in the auto sector on 
February 15, as it tries to shake up a sector that has become a vital 
contributor to exports in recent years.  The scheme was published in the 
government's Official Gazette, detailing incentives for car parts producers 
investing TRY20m (€?????) or more through to carmakers putting TRY300m 
on the table in Turkey.   According to an unnamed industry official speaking 
to Reuters the previous day, tax breaks of up to 60% and incentives 
including deductions on employee costs are also available under the 
scheme, which is an extension of the wide-ranging investment incentives 
program launched last year. Under that plan, investment in the country's 
less developed regions is given particular emphasis.  However, Ankara 
continues to fight the current account deficit which is the largest risk to the 



economy. While figures this week revealed that it managed to bring the 
imbalance in to an equivalent of just above 6% of GDP from around 10% a 
year earlier, the Central Bank of Turkey has noted that consumer credit is 
taking off once again.   While the central bank is trying to implement policy 
to avert the danger of a revival of the huge import demand that provoked 
the risk of overheating in 2011, Ankara is also hoping to offer momentum to 
the growth in exports seen in 2012. Serving the rapidly developing domestic 
economy and the evolving region, as well as leveraging cheap labour costs 
to serve European markets, carmakers have been keen to set up in Turkey 
in recent years to make it a key export sector.  However, like its peers in 
countries across Europe, the Turkish auto sector has been hit hard by the 
Eurozone crisis. Sales fell 10% to 818,000 units in 2012, according to 
Reuters, with exports sagging 8%. "We regard the incentive program as 
highly supportive for the automotive sector," write analysts at Erste, who 
anticipate that the measures "will induce new investments to the 
sector."  Incentives in the lowest bands under the scheme will include VAT 
and customs rebates, employee cost contributions and subsidies on land 
purchases, Reuters reports. Manufacturers already in Turkey, including Ford 
Otosan, Oyak Renault, Tofas, Hyundai and Toyota could all benefit from the 
government scheme, the source claims.  
 

OTHER NEWS INVESTMENT 
22. CORRUPTION WATCH: Russia’s Rosagroleasing files RUB14.7bn suits on 
embezzlement bne  February 11, 2013   Russian state-controlled 
agricultural leasing company Rosagroleasing has submitted lawsuits 
totaling RUB14.7bn to arbitration courts seeking to return funds stolen 
under the previous management, the company's General Director Valery 
Nazarov said, Prime reported.  Nazarov said that the company had also 
submitted criminal suits exceeding RUB12bn. "Criminal cases are opened, 
the investigation is well under way. Some people have already been 
arrested and placed under house arrest," he said.  "The process of returning 
funds is continuing. We expect RUB87m to be returned as a result of 
criminal cases in the Lipetsk Region," Nazarov said, cited by Prime.  In 
December 2012, a Rossiya 1 television channel documentary said that 
Yelena Skrynnik, who was the agriculture minister from March 2009 to May 
2012, and several other officials might be involved in the theft of RUB39bn 
worth of state funds disbursed for Rosagroleasing in 2001-2009.  
23. Europe Woes Push Big Pharma More Towards Emerging Markets  
Fitch 
February 14, 2013 
 
Reports of bid interest in Brazilian drug company Ache Laboratorios Farmaceuticos 
reinforce our expectation that major European pharmaceutical companies will aim for 
even greater emerging market diversification to boost growth, Fitch Ratings says.  
 
The shift in focus is a response to structural problems in the European market, which 
is suffering from mid-single-digit price declines. This led to European sales at 
constant exchange rates falling for all the five big European pharmaceuticals 
companies that have reported so far, and GlaxoSmithKline to announce a 
restructuring plan intended to reduce the size of its business in Europe.  
 



We expect emerging markets to remain a key region for pharma M&A activity 
because of good growth expectations - although at the cost of lower profit margins. 
The focus is likely to be on small to medium-sized acquisitions that are unlikely to 
harm companies' credit profiles. GlaxoSmithKline is one of several companies that 
could be interested in Ache Laboratorios, according to recent press reports that said 
the Brazilian company has hired Lazard to investigate a possible sale.  
 
We do not expect larger debt-financed acquisitions that could have an impact on 
ratings. If larger acquisitions were to be pursued, AstraZeneca would be the most 
likely to aim for them as it is under the most operational pressure but has 
considerable resources.__Among European pharma companies, AstraZeneca 
reported a 19% drop in European sales at constant exchange rates, followed by 
Sanofi with a 9% fall, GlaxoSmithKline (7%), Novartis (5%) and Roche (2%).  
 

SECTOR Gas 
24. Gazprom Investor Day highlights – company sticks to its policy  
VTB Capital 
February 11, 2013  
 
News: On Friday 8 February, Gazprom held its Investor Day in Moscow. 
 
Our View: Gazprom is to stick to its strategy on the European market, which left the 
company with lower prices and lower export volumes last year. We note that the gas 
giant accounted for more than 12bcm of the estimated 16bcm decline in European 
gas imports in 2012, which is an abnormal 75%.  Despite the record 18bcm slump in 
domestic gas sales to around 263bcm in 2012, Gazprom continues to rely on natural 
growth in domestic gas consumption. On the domestic market, the company 
operates in a regulatory environment, but we believe that it can at least try to 
preserve its power subsidiaries.  At this point, the company includes just USD 2bn in 
its Eastern gas programme capex plans for 2013-14. However, this only accounts for 
the Sakhalin development. We have yet to see any numbers on Chayanda and 
Kovykta (including the gas refining complex facility) as well as on pipeline and 
Vladivostok LNG plant construction. The company previously estimated spending of 
at least USD 40bn. We believe that the preliminary estimates will most likely be 
revised upward, damping the ability to generate positive FCF in the next several 
years.  Gazprom confirmed its dividend payout of 25% of RAS for this year, which 
implies RUB 7-8/share. This provides investors with a 5-5.8% dividend yield, which 
is not bad given Gazprom's liquidity, but is priced in, we believe. However, we expect 
the dividends to provide some support for the share price until the record day (13 
May). The company might potentially move to an IFRS dividends base in 
2014.?Given no positive surprises during the investor day, we keep our overall 
negative view on the company. We acknowledge that Gazprom's shares offer the 
cheapest liquid exposure on the Russian Energy sector trading at 2.8x and 3.4x 
2013F EV/EBITDA and P/E, but we believe this is to remain so in the near future as 
we see no signs of the company altering its attitude in the changed environment. 
 
Dmitry Loukashov, CFA  
Alexander Kirevnin  
Ekaterina Rodina  
Elena Kopylova  
Mikhail Zarkhi 
 



25. Gazprom guides higher capex, lower output 
Sberbank CIB 
February 13, 2013 
 
Our view: The company now says it will spend more this year and has reduced its 
output guidance. Some of the highlights are as follows. 
 
? Capex. Gazprom has raised its capex projection for 2013 to $40bn, from about 
$35_36bn just a month ago. As a reminder, capex in 2012 eventually rose 35% 
above the original guidance, to $44bn. This is the single most important, and most 
disappointing, takeaway from the presentation. We were modeling $40bn for 2013, 
but now believe our estimates may be too low. According to our estimates, assuming 
$110/bbl oil prices this year, Gazprom’s capex cannot rise above $41bn this year for 
it to be able to afford its circa $6.5bn dividend commitment. It seems increasingly 
likely that expenditures will surpass that level this year. 
 
? Dividends. The company’s DPS was guided down to R7_8 per share for 2012 and 
R8_9 per share for 2013. At the start of last year, the company said DPS for 2012 
would come to R8.36. The exact size will be announced with the RAS earnings that 
are due in late March. Gazprom said it is proud to be paying out 25% of the 
unconsolidated RAS net income. It did not say anything about starting to pay 
dividends based on consolidated (higher) IFRS earnings. 
 
? Output. The company has sensibly downgraded its 2013 gas production guidance 
to 496 bcm, down from earlier forecasts of 508 bcm. Output in 2012 was 479 bcm. 
We expect only a modest rebound to 482 bcm. Gazprom’s outlook for 2014_15, at 
518 bcm, is still too rosy; based on demand and supply patterns in both Russia and 
Europe, we expect a short_lived and modest production bounce this year followed by 
further reductions all the way to 2018, as gains from independent producers on the 
supply side and sclerotic growth in European and Russian demand put a squeeze on 
Gazprom. This would mean that the 2013 dividend estimate is also too high (see our 
previous point). 
 
? Exports. Non_FSU exports are set to increase to 152 bcm this year from 139 bcm 
in 2012. This is probably going to be downgraded as well. We tentatively target a 
rebound to 147 bcm on the back of declining indigenous output in Europe itself. 
However, it is worth noting that the utilities economics that have increasingly been 
pricing gas out of the market in Europe have not abated – indeed, quite the 
opposite. Therefore, both our and Gazprom’s export projections for this year may yet 
prove too high. 
 
Oleg_Maximov  
 
26. Gazprom says independents will not grow in 2014-15; we beg to differ 
Sberbank CIB 
February 13, 2013 
 
Gazprom said yesterday that independents’ gas production will remain at 2013 levels 
in 2014 and 2015, “based on their plans”. 
 
Our view: We project gas output growth from independents of 15% in 2014 and 13% 
in 2015, or by roughly 15 bcm each year. We think Gazprom is either counting 
differently than us, or significantly underestimating the potential for independent gas 



producers. We are inclined to believe in the former, as the gas giant is perhaps not 
considering Nortgas or, more importantly, SeverEnergia as “independent” gas 
producers, given that it has a stake in both. In any case, the two outfits should 
account for 64% and 58% of the growth by independent producers in 2014 and 
2015, respectively. We maintain our strong view that Gazprom’s production will 
continue sliding toward 450-460 bcm in the next three years. 
 
27. Gazprom: Shtokman to be launched after 2019  
VTB Capital 
February 11, 2013  
 
News: According to a Gazprom presentation, the launch of the Shtokman project is 
to be delayed until at least 2019. 
 
Our View: The news is in line with our expectations that the Shtokman project will 
not be launched in the foreseeable future. In our view, the project is not 
economically justified if developed under the current tax regime with no tax reliefs. 
We do not account for the project in our model and do not believe the news will 
trigger any reaction in Gazprom’s share price, as the Shtokman story is already 
priced in by the market. 
 
Dmitry Loukashov, CFA  
Alexander Kirevnin  
Ekaterina Rodina  
Elena Kopylova  
Mikhail Zarkhi 
 
28. Gazprom’s export volumes declined 8% in 2012  
VTB Capital 
February 15, 2013  
 
News: According to Gazprom’s 4Q12 report, export volumes in 2012 decreased 8.1% 
YoY to 203.2bcm. Exports to Europe decreased 7.5% to 138.8bcm. In particular, 
supplies to Germany declined to 33.16bcm (-2.4%), exports to Italy and France fell 
15bcm and 8bcm (-11.7% and -15.3%, respectively). Exports to Turkey increased 
3.9% to 27bcm (however, 4Q12 showed an 11.7% decrease QoQ). Supplies to the 
CIS declined 9.5% to 64.4bcm. Exports to Ukraine fell 18% to 32.9bcm. Exports to 
Belorussia amounted to 32.9bcm (flat YoY). Overall, gas consumption in Europe fell 
2.4% to 542.9bcm (imports fell 6%), while supplies from Norway increased 14% to 
107.6bcm. The report highlights that Gazprom continues to forecast its European 
exports in 2013 at 151.8bcm. 
 
Our View: While the total export volume had already been announced, the report 
published by the company provides a more detailed breakdown of Gazprom’s exports 
in 2012. We do not expect an immediate market reaction to the news; however, we 
reiterate our generally negative view on the position of the state monopoly on the 
European gas markets. We believe that Gazprom’s pricing policy coupled with overall 
weak demand for gas in Europe has resulted in a substantial loss of the Russian 
company’s bargaining power. Gazprom is beginning to lose its market share to other 
European producers (i.e. Norway) even despite recent discounts and retroactive 
payments to European customers. Our forecast for Gazprom export volumes for 
2013 is 142.3bcm, which is well below the company's own guidance of 151.8bcm. 
 



Dmitry Loukashov, CFA  
Alexander Kirevnin  
Ekaterina Rodina  
Elena Kopylova  
Mikhail Zarkhi 
 
29. Greece closing DEPA and DESFA data room tomorrow 
Alfa Bank 
February 12, 2013  
 
According to Kommersant, tomorrow Greece will close the data room that was 
organized for the bidders of its two assets ready for sale: DEPA and DESFA (the 
former is a gas trader, the latter the national gas pipeline operator). Greece has 
chosen the final list of bidders: Russia's Sintez Group (bidding for both assets and 
submitted the highest price of EUR1.8-1.9bn for both); Gazprom and Greece's M&M 
Gasco (bid for DEPA only); while Azerbaijan's GNKAR and Greece’s GEK Terna bid 
only for DESFA. We remind that Gazprom is not allowed to bid for DESFA because of 
antitrust limitations – Gazprom supplies 90% of Greece’s gas. Greece is selling both 
assets as part of its mandatory privatization in 2013 required by European 
authorities. 
 
If Gazprom wins the tender, it could reinforce its position on the Greek market while 
potentially acquiring the asset at a distressed price (though this is an uncertainty 
given the extensive list of bidders). However, this deal is massively affected by the 
political interests of Greece and more broadly the European Union, which might be 
tempted to limit Gazprom’s presence in Greece. 
 
Alexander Kornilov, Ph.D., CFA  
?Ekaterina Malkova 
 
30. Russia loses billions of rubles due to gas export fall in 2012 bne 
 February 13, 2013   Russia's budget has failed to receive several dozens of 
billion rubles in 2012 due to a fall in natural gas exports, President Vladimir 
Putin said, as cited by RIA Novosti.  Putin said that experts expect a rise in 
global demand for gas over the coming years, in particular in Asian 
countries.  According to earlier reports, Ukraine reduced gas imports from 
Russia by 26.48% to 32.93 bcd in 2012. In response, Russian natural gas 
giant Gazprom issued an additional bill of $7bn for the gas which was 
contracted but not actually bought.  Ukraine said it had not exceeded the 
minimum amount of gas when the take-or-pay rule was applied, or 33.3 
bcd. Kiev initially contracted 52 bcm for 2012.  Disappointed by not 
receiving long-sought discounts on the gas price, Kiev will cut imports from 
Russia to 20 billion cubic meters in 2013, Ukrainian gas company Naftogaz 
Ukrainy's Deputy Chairman Vadim Chuprun said in November 2012.   
31. Russia-run Yamal LNG holding talks to sell 50% of its LNG output bne 
 February 14, 2013   Russian-controlled Yamal LNG, the operator 
constructing a liquefied natural gas (LNG) plant on the Yamal Peninsula, is 
holding talks with five European firms to sell 50% of LNG produced by the 
plant, Christophe Thomas, senior advisor at France’s Total, said, Prime 
reported.  Total owns 20% in Yamal-LNG, while Russia’s largest private 
natural gas producer Novatek holds a 51% stake in the operator. Novatek’s 
affiliate, Novatek North-West, has 29%.  Thomas said that it is not 
necessary that all the volumes offered will be transferred to Europe. Part of 



them will go to the international market, he said.  The contracts will be 
concluded starting from 2016. Among the countries involved in the 
negotiations are France and Spain.  Thomas said that a final investment 
decision on the project is planned to be made in 2013.  
32. Russian oil and gas companies — takeaways from Presidential 
Committee meeting  
VTB Capital 
February 14, 2013 
 
News: According to Interfax, the Presidential Committee for the energy sector held a 
meeting on Wednesday. President Vladimir Putin suggested gradually liberalising 
LNG exports. He also ordered the Ministry of Natural Resources to develop a new 
classification of reserves, similar to international standards. In addition, Putin 
requested the government to disclose the amount of Russia’s hydrocarbon reserves. 
 
Our View: Putin’s decision to liberalise LNG exports gradually, rather than at once, 
might be supportive for Gazprom’s shares as some investors might have expected 
the liberalisation to be more rapid. In this case, it could easily take up to several 
years. ?We also believe that the suggestion to disclose reserves is beneficial for the 
sector, as any increase in transparency is positive for Russian oils.?At the same time, 
it is difficult to say if the suggestion to introduce a new classification is a positive 
development or not. A new reserves classification might bring the risk of the law 
providing MET relief for depleted fields being amended (the base for calculating the 
depletion are reserves under Russian classification as of 1 January 2006) which 
would be strongly negative for all oil companies, in our view. ?Given the lack of 
details and timeline, we do not believe there will be any market reaction to the 
reserves news at the moment. 
 
Dmitry Loukashov, CFA  
Alexander Kirevnin  
Ekaterina Rodina  
Elena Kopylova  
Mikhail Zarkhi 
 

SECTOR Oil 
33. Alliance Oil launches gas production in Tomsk region  
VTB Capital 
February 14, 2013 
 
News: According to a company press release, Alliance Oil has completed its 
infrastructure development and launched gas production in the Tomsk region. The 
company has started delivering gas via a 43-kilometre pipeline from the field to the 
Gazprom trunk pipeline. All the necessary infrastructure were constructed: a gas 
treatment unit, the 43-kilometre pipeline, a custody metering station and a number 
of supplemental units such as a power station, a helicopter pad, a water inlet system 
and residential blocks. Five production wells were drilled and three have been put 
into operation. Initial daily gas production amounts to approximately 700kcm. 
 
Our View: To recap, Alliance Oil has a contract with Gazprom for the latter to buy all 
the gas from Alliance. The price was guided at an attractive level, with a discount of 
some 20% to the FTS tariff. The company expects gas to account for 20% of total 
output in the medium term, which is some 0.5bcm per year. However, we believe it 



will be no more than 16% in 2013, unless Kolvinskoye disappoints further. As a 
result, we expect margins to be healthy and for this to be seen already in the 1Q13 
results. ?We do not model gas production by Alliance at this point (accounting for 
SNGD on an equity basis) due to the lack of operational details, so we see some 
upside risk to our financial forecasts for the company for 2013 and beyond. 
 
Dmitry Loukashov, CFA  
Alexander Kirevnin  
Ekaterina Rodina 
Elena Kopylova  
Mikhail Zarkhi 
 
34. Alliance Oil publishes its operating update for January  
VTB Capital 
February 12, 2013  
 
News: Alliance Oil Company has published its operating update for January. 
 
- Average daily production overall increased 0.6% MoM.  
 
- Kolvinskoye showed a 3.8% MoM production decline in January.  
 
- Ex-Kolvinskoye, production increased 1.8% MoM.  
 
- In total, crude oil sales decreased 1.7% MoM. 
 
- Refining grew 2% in January. 
 
Oil product sales decreased 13.2% MoM but were up 14.2% YoY. 
 
Our View: We treat the results as weak, with Kolvinskoye down. Excluding 
Kolvinskoye, production actually showed a substantial increase of 1.8% MoM, 
outperforming the industry’s -0.1% MoM. Despite the fact that the decline in 
Kolvinskoye production was more or less already in the consensus estimates, in our 
view, the market is still particularly sensitive to this newsflow. After the weak 
operating data was released, the stock moved down 1.6%, substantially 
underperforming the Russian stock market. ?The next events to watch are the 4Q12 
and FY12 financial results (due on 21 February) and the operating update for 
February (11 March). 
 
Ekaterina Rodina  
Elena Kopylova  
Mikhail Zarkhi  
Dmitry Loukashov, CFA  
Alexander Kirevnin  
Colin Smith 
Marc Jacouris, CFA 
 
35. Gazprom Neft 4Q12 IFRS highlights 
VTB Capital 
February 11, 2013  
 



News: Gazprom Neft partially disclosed its unaudited 4Q12 financial results under 
IFRS on Friday. The top line came in at USD 12,652mn, while EBITDA was reported 
at USD 1,958mn and net income totalled USD 1,351mn. The full set of results is set 
to be published after 20 February. 
 
Our View: Top and bottom lines meet expectations, miss on EBITDA. Gazprom Neft 
reported an around 1% QoQ increase in revenue on the back of similar growth in 
Urals for the same period. EBITDA dropped 11%, likely owing to the lack of support 
from an export duty lag and lower refining throughput. While revenue and net 
income were reported broadly in line with our expectations, the company missed our 
forecast on the EBITDA level on the back of higher than we expected operational 
expenses (by some 11%) and other expenses, which almost doubled QoQ, for which 
we have no explanation at this point. ? 
 
Strategy reiterated. Gazprom Neft reiterated plans to expand its core business 
segments (see our When facts change we change our minds of 8 February for 
details). The company’s plans to expand into Latin America, West Africa and other 
international markets look the most alarming to us, as the historical track record 
indicates that Russian oil companies are rarely successful when it comes to 
international M&A.? 
 
Dividend payout confirmed at 22% of IFRS. This would deliver a healthy dividend 
yield of c.5.6% to investors this year. The company might consider a move to a 
payout of 25% of IFRS, if its core shareholder, Gazprom, changes its dividend policy 
accordingly (which might happen in 2014).  
 
Dmitry Loukashov, CFA  
Alexander Kirevnin  
Ekaterina Rodina  
Elena Kopylova  
Mikhail Zarkhi 
 
36. Gazprom Neft again posts high oil and gas reserve replacement  
 Sberbank CIB 
 February 13, 2013 
  
 Gazprom Neft on Friday released its annual update on its hydrocarbon reserve 
estimates under PRMS standards conducted by international auditor DeGolyer and 
MacNaughton. 
  
 At end 2012, total proven reserves for Gazprom Neft’s consolidated subsidiaries 
increased 4.1% to 5,904m boe. The score looks still more impressive when 
accounting for Gazprom Neft’s equity participation in affiliates and JVs, combined 
proven PRMS reserves for the group reaching 8,873m boe (up 6.7% y-o-y). 
  
 Our view: The audit highlights an expansion of the company’s reserve base for the 
fourth year in a row through exploration, revisions and asset acquisitions. The high 
reserve replacement in the company’s core production area (173%) favorably 
compares with earlier comparable reports from Rosneft and especially LUKoil. 
  
 Furthermore, the company achieved this high reserve replacement despite an only 
moderate increase in drilling, which still remains 6% under the 2010 figure. Even 



when factoring in the parent company’s ongoing production growth, reserve life did 
not change significantly y-o-y at some 19 years. 
  
 The reserve growth at Gazprom Neft’s affiliates and JVs is even more impressive. 
The group as a whole saw a whopping 217% proven reserve replacement rate (and 
an overwhelming 438% inorganic spike reported when in 2P reserves and 230% not 
accounting for asset acquisitions). Proven reserve life exceeds 20 years. The main 
contributor to this success is SeverEnergia, whose proven reserves (mainly gas) 
spiked as a result of expanding exploration approximately 250% since 2010. In 
contrast, Tomskneft reported a noticeable reserve decline. According to the 
company, the main factors supporting reserve growth in 2012 were new license 
areas in Orenburg Region and the acquisition of Gazprom Neft Novy Port, which 
holds the license to the Novoportovskoye field. However, we think that the quality of 
Gazprom Neft’s reserves continued deteriorating last year, translating into lower well 
flow rates at Noyabrskneftegaz and most of the company’s other brownfields. 
  
 Lastly, Gazprom Neft did not disclose proven gas reserve figures, although it did 
relay a substantial (29% y-o-y) growth to 581 bcm in combined proven and probable 
gas reserves for the group, which implies an increase in the share of gas in relevant 
total reserves from 18.4% in 2011 to 21.6% last year. Thus, gas reserve 
monetization is becoming a much more urgent area of focus for the company. 
  
  
  
37. Gazprom Neft: Good opportunity to buy value name  
UralSib  
February 13, 2013  
 
Target price raised 5%; Buy reiterated. We have raised our target price on Gazprom 
Neft (SIBN RX – Buy) by 5% to $6.3/share, which now offers 34% upside to the 
current market price. We reiterate our Buy recommendation and the stock remains 
on our list of top picks. 
 
The upgrade comes on the back of strong 4Q12 IFRS results and aggressive 
upstream growth plans for 2014-20, made possible by lower taxes for its East 
Siberian projects. We note that the stock’s recent weak performance relative to the 
Russian market and peers is unjustified by fundamentals. Gazprom Neft is now 
trading at a discount to most Russian peers, despite its superior growth prospects 
and dividend yield in 2013-15. We see the acquisition of Prirazlomnoye and 
Dolginskoye from Gazprom, the extension of export-duty benefits to the Yamalo-
Nenets greenfields, and lower MET rates for tight oil to serve as key catalysts for the 
stock in 1H13. 
 
Alexei Kokin 
Stanislav Kondratiev 
 
38. Lukoil starts Volgograd refinery upgrade  
VTB Capital 
February 15, 2013  
 
News: According to a Lukoil press release, the company has launched the Vacuum 
Gasoil (VGO) Deep Conversion Complex construction project at the Volgograd 
refinery. The total cost of the project is estimated at USD 1.4bn. The project is 



scheduled to be completed in 2015. The complex is set to have total capacity of 
3.5mntpa and would allow the refinery to increase the output of Euro-5 diesel fuel by 
1.8mntpa. 
 
Our View: Lukoil announced the construction of the VGO conversion complex at the 
Volgograd refinery in its strategy presentation in March 2012. We note that the 
announced capex is lower than the USD 1.8bn initially stated in the strategy 
presentation. We believe that the decrease in estimated capex is fairly upbeat. 
However, even under capex of USD 1.8bn we estimate the upgrade to yield 35% 
IRR, adding around USD 2bn to the company’s value (see our Lukoil Holding: The 
True Nature of Capex note of 2 October 2012 for details). We believe that the 
company’s commitment to refinery upgrades announced in March and intention to 
decrease capex will be positively treated by the market. 
 
Dmitry Loukashov, CFA  
Alexander Kirevnin  
Ekaterina Rodina  
Elena Kopylova  
Mikhail Zarkhi 
 
39. Rosneft and ExxonMobil to expand strategic cooperation  
VTB Capital 
February 14, 2013 
 
News: According to Kommersant and Interfax, Rosneft and ExxonMobil have signed 
an agreement to expand their strategic cooperation. In particular, the companies 
have agreed to add seven Arctic licence areas in the Chukchi, Laptev and Kara seas, 
with prospective resources of 10bnt of oil and 7.1tcm of gas, to the joint venture. 
Rosneft is also being provided with an option to acquire a 25% stake in the Point 
Thomson natural gas and condensate project in Alaska, operated by ExxonMobil. The 
project’s reserves are estimated at 400mnt of oil and 3tcm of gas. Furthermore, the 
companies have agreed to consider the potential construction of an LNG plant in 
Russia’s Far East. 
 
Our View: We see the news as continuation of the Rosneft-Exxon cooperation which 
started in April 2012. To recap, a huge portion of the risks in these joint projects in 
Russia is taken by ExxonMobil; therefore, we see the expansion of the joint 
operations in Russia as neutral to slightly positive for Rosneft. We believe that 
Rosneft’s intention to enter the Point Thomson project would not have any sizable 
impact on the company’s financials, as we do not expect the required investments to 
be large. In our view, Rosneft will benefit from gaining experience in working in the 
harsh climatic conditions of the Arctic project. However, we could see some negative 
sentiment if sizable capex figures for the projects are announced. Overall, at the 
moment we see the news as neutral for Rosneft. 
 
Dmitry Loukashov, CFA  
Alexander Kirevnin  
Ekaterina Rodina 
Elena Kopylova  
Mikhail Zarkhi 
 
40. Rosneft might increase oil supplies to China  
VTB Capital 



February 14, 2013 
 
News: According to Vedomosti, Rosneft is in talks with China to increase oil supplies, 
possibly twofold, according to the paper. China, in turn, might provide a loan of USD 
30bn to Rosneft. Rosneft’s management is to visit China next week, says Vedomosti. 
 
Our View: We note that, according to the paper, talks have not finished yet. We do 
not believe the news will have an impact on the shares until there is further 
information. However, were oil supplies to double, the effect on Rosneft would 
depend on the price conditions.?To recap, Rosneft currently supplies 9mnt of oil per 
annum to CNPC at a netback price with a USD 1.5 discount. We note that it is not 
completely clear for which purposes the company might use any additional financing 
provided by China, especially given that Rosneft has substantially increased its 
leverage recently. We expect further newsflow on the issue. 
 
Dmitry Loukashov, CFA  
Alexander Kirevnin  
Ekaterina Rodina 
Elena Kopylova  
Mikhail Zarkhi 
 
41. Rosneft to pay $2.6bn to enter JV in Venezuela  
VTB Capital 
February 14, 2013 
 
News: According to Bloomberg, Rosneft has agreed to pay a USD 1.1 bonus and 
provide additional financing of USD 1.5bn to enter a Petrovictoria project. Production 
at the project might reach 400kb/d. The newswire also notes that Rosneft is buying a 
17% stake in Venezuela's Petromonagas heavy oil upgrader from TNK-BP and is 
participating in another Orinoco joint venture with PDVSA called Petromiranda. 
 
Our View: We are reiterating our generally cautious view on Rosneft’s expansion 
outside Russia, particularly in Venezuela, which is associated with a high political 
risk. We see no operational or financial reasoning for the company to expand its 
operations abroad, while it has a substantial package of Russian bluefields, 
accompanied by the newly acquired Yamal greenfields. Given the size of the 
upcoming bonus payment, the additional financing (some 15% of its annual capex 
programme) and the level of risk, we see this as negative for the company, were it 
to materialise. 
 
Dmitry Loukashov, CFA  
Alexander Kirevnin  
Ekaterina Rodina 
Elena Kopylova  
Mikhail Zarkhi 
 
42. Russia needs to focus on 5 promising areas to up oil reserves bne 
 February 13, 2013  Russia needs to invest RUB65bn into five promising 
areas to ensure a growth in oil reserves and production, the Mineral 
Resources Agency's Director Alexander Popov said, as cited by RIA 
Novosti.  "We consider it essential to focus on five perspective zones, 
including three located in West Siberia, one in East Siberia, and one in the 
Caspian Sea region," Popov said.  Popov said that Russia currently uses 



reserves explored in the 1960-1970s. If the situation does not change, 
Russia's output may fall to 360m tonnes annually by 2030.  In 2012, 
Russia's oil and gas condensate output rose by 1.3% on the year to 518m 
tonnes, the Central Dispatching Department of the Fuel and Energy Complex 
said earlier.   
43. Single scheme for greenfield export duty relief suggested – in line with 
previous initiative  
VTB Capital 
February 13, 2013  
 
News: According to Vedomosti, the President’s Committee for the Energy Sector has 
suggested a rule for greenfield export duty reliefs. Relief would be granted to 
greenfields located in the republic of Yakutsk, Krasnoyarsk region, Yamal-Nenets 
Autonomous District and the Caspian Sea. The depletion must be less than 5% and 
reserves more than 10mmt. The rule would allow those projects affected to receive 
16.3% IRR. The suggestions might be passed to the government within the next few 
days. 
 
Our View: This is in line with the previous government initiatives, which were aimed 
at incentivising oil companies to develop greenfields in and support the country’s oil 
production. We are reiterating our long-term view that all of Russian oils’ new 
projects are granted the necessary tax reliefs anyway. However, we believe that 
guaranteeing a 16.3% IRR for new projects might result in oil companies focusing 
less on efficiency, thus affecting their ability to generate positive FCF, in line with our 
new moderated view on the sector’s investment. At the same time, we believe that 
the positive sentiment from the news has already been priced in by the market and 
so will not trigger any market reaction now. 
 
Dmitry Loukashov, CFA  
Alexander Kirevnin  
Ekaterina Rodina  
Elena Kopylova  
Mikhail Zarkhi 
 
44. Transneft may lose RUB5.5bn on supplies through 
Kazakhstan bne February 12, 2013  Russian oil pipeline monopoly Transneft 
may lose RUB5.5bn from Rosneft’s oil deliveries to China via Kazakhstan, 
CEO Nikolai Tokarev said in an interview with Kommersant business daily 
published Monday.  In June 2012, Russian-Chinese talks concluded that 
Transneft would increase oil supplies via the Kozmino port, the end point of 
the East Siberia–Pacific Ocean (ESPO) pipeline, the second stage of which 
was launched in December. Rosneft then suggested increasing oil deliveries 
via Kazakhstan.  “If we take 5–7m tonnes and pump it to China via 
Kazakhstan, we should withdraw from somewhere else. We cannot take it 
from our plants – it means we would have to withdraw it from exports. It 
means losses: it would cost Transneft RUB5.5bn, because the transportation 
will be carried out via a shorter route. As a result, the budget will lose 
RUB1.5bn,” Tokarev said.  
45. Transneft revenues guided to have increased 9% in 2012  
VTB Capital 
February 14, 2013 
 



News: In its corporate magazine, Transneft CEO Nikolay Tokarev guided that the 
company’s IFRS revenues for 2012 totalled about RUB 733bn. 
 
Our View: This is marginally above our expectations of RUB 729bn for full-year 2012. 
No details on the profit lines were revealed, except that it was mentioned in the 
comment that they were higher than in the previous year. We estimate Transneft’s 
EBITDA to increase 13% to RUB 328bn in 2012. All eyes are set to be on the 
dynamics of operating expenses and FCF in the upcoming financials. 
 
Olga Danilenko 
 
46. Transneft sends letter expressing discontent with NCSP's management  
VTB Capital 
February 11, 2013  
 
News: According to Kommersant, Transneft has sent a letter to NCSP’s management 
expressing its discontent with the latter for not taking its position into account 
(compared with the position of Summa), and proposing to change the CEO and 
appoint new members to the Board of Directors. The main bone of contention arose 
over the appointment of BoD members in certain subsidiaries of NCSP and the 
investment programme for oil terminals. A Kommersant source in the Ministry of 
Transport says that Transneft's proposal will not be accepted. 
 
Our View: While replacing BoD members in subsidiaries is an issue that can be 
resolved, increased investment into oil terminals requires more details on the plans 
to expand oil supplies, which have yet to be provided by Transneft. These issues 
between shareholders add to the uncertainty over the company’s strategy, so we 
believe that the fundamental upside in the stock will only be unlocked after this and 
the privatisation issues have been resolved. 
 
Elena Sakhnova  
Sergey Komaev 
 

SECTOR Metals and Natural Resources 
47. Centerra Gold Reserves & Resources report  
VTB Capital 
February 11, 2013  
 
News: Centerra Gold has released its Reserves & Resources technical report, 
including information about the Oksut exploration project. 
 
Our View: Given that the company had released an updated Reserves & Resources 
technical report in September 2012, there is nothing groundbreaking in the current 
document. Even though reserves at Centerra’s major asset, the Kumtor mine, 
increased 52% YoY, that has all been covered in the September update. This time, 
the technical report includes additional information on Oksut, the Turkey-based 
exploration stage asset (Centerra recently acquired the remaining 30% in Oksut 
from its joint venture partner Stratex). The numbers on Oksut include no reserves, 
only M&I resources of 682koz at 1.4g/t grade.?We see the news as being only 
marginally positive for Centerra Gold. At the same time, we highlight our positive 
stance on the story, expecting 50% production recovery in 2013, while the stock 
looks cheap even with potential negative changes in taxation (which the company, in 



our view, still has a good chance of avoiding). Hence, we are reiterating Buy 
recommendation. 
 
Nikolay Sosnovskiy  
Vadim Astapovich 
 
48. Eurasia Drilling volumes up 13% y/y in January 
Alfa Bank 
February 15, 2013  
 
Eurasia Drilling published its monthly drilling results for January on its website. The 
number came out strong, with drilling volume up 12.8% y/y to 464,386 meters. This 
is a solid figure given that normally 1Q and 4Q are seasonally quiet for OFS 
companies. We expect a slightly POSITIVE market reaction, as the volume of meters 
drilled is an important top-line driver for Eurasia Drilling and the OFS sector in 
general. 
 
Alexander Kornilov, Ph.D., CFA  
?Ekaterina Malkova 
 
49. KTK 4Q12 and FY12 trading update  
VTB Capital 
February 14, 2013 
 
News: KTK has published its 4Q12 and FY12 operating results, posting annual 
production volumes at 8.71mnt (flat YoY) and annual sales volumes of 10.2mnt 
(down 4% YoY). KTK is due to report its FY12 IFRS results on 4 April. 
 
Our View: The company's FY12 results are decent, even though the outlook for 2013 
is dimmed. ?Production of 8.71mnt, almost flat YoY, met the company's guidance for 
2012. Moreover, there were some positive shifts in product mix. The share of 
processed coals continued to increase (75% vs. 72% in 2011) as the coal enrichment 
plant was working at 100% capacity utilisation rate. The regional distribution of sales 
volumes was in line with the company’s voiced intention to enhance its domestic 
market share, with export sales volumes decreasing 8% YoY and contracting to 58% 
of total volumes sold (vs. 60% in 2011).?At this stage, with low visibility on global 
thermal coal pricing and still high stock levels throughout the seaborne supply chain, 
the company’s FY13 production guidance remains in the spotlight, creating a risk for 
our 2013 projections. However, KTK has officially launched production at Kaskad-2 
washing plant, significantly enhancing the company’s product mix and providing 
support for an EBITDA margin expansion in 2013. Nevertheless, the Bloomberg 
consensus of USD 132mn for 2013F EBITDA looks somewhat aggressive to us. 
 
Igor Lebedinets  
Victor Drozdov 
 
50. Nord Gold: Target price decreased on lower production forecast  
UralSib  
February 14, 2013 
 
TP downgraded on lower production guidance. We have reduced our target price for 
Nord Gold (NORD LI – Buy) by 20% to $5.6/share, incorporating a lower production 



forecast for 2013 and 2014. We expect the company to produce 840 koz in 2013, 
which is close to the upper range of the latest management guidance, and become a 
million-ounce producer by 2015. We have also incorporated an increase in Nord 
Gold’s stake in High River Gold (HRG CN – Not Rated) from 75% to 100%, as well as 
Nord Gold’s higher number of total shares outstanding (378 mln) as a result of the 
share exchange with HRG minorities. As Nord Gold plans to delist High River Gold, 
we have dropped coverage of the latter. 
 
Buy reiterated. We retain our Buy recommendation for Nord Gold, as our reduced 
target price implies 35% upside. The stock remains undervalued compared to peers, 
trading at a 2013E EV/EBITDA of 3.8 – a 10% discount to the Russian average and a 
37% discount to Russian gold majors: Polymetal International (POLY LN – Buy) and 
Polyus Gold International (PGIL LN – Buy). Poor liquidity remains a major drawback 
for Nord Gold. Thus, for now Polyus Gold International and Polymetal International 
remain our preferred choices for exposure to the Russian gold sector, taking into 
account the activity in both names following the sale of Prokhorov’s stake in Polyus 
Gold International and a possible M&A deal with Polymetal International. 
 
51. Norilsk could buy Udokan license  
VTB Capital 
February 14, 2013 
 
News: Kommersant reports that Interros and En+ are in talks with Metalloinvest 
over the acquisition of the Udokan copper deposit license by Norilsk Nickel. The 
purchase might be financed with Norilsk Nickel shares. 
 
Our View: Udokan is the largest greenfield copper deposit in Russia and one of the 
largest globally. It bears some 1.4bnt of ore, with an average grade of 1.45%; it has 
P&P reserves (B+C1 per Russian classification) of 14kt of copper. The deposit is 
complex for development, lacks infrastructure (located in a remote area in the 
Zabaikalsky region) and requires complex mining and processing techniques. Total 
required capex exceeds USD 8bn, according to earlier media reports (stipulates 
36mnt/a plant, 474kt/a of copper).?The transaction is early-staged at this point, and 
it is premature to estimate the impact on Norilsk's valuation; nevertheless, a share 
issue in exchange for the license is the preferable means, given the upside risks for 
Norilsk's financial leverage. This would be a cornerstone resource base acquisition for 
Norilsk, allowing it to secure production sustainability upon Norilsk resource base 
quality deterioration – although we are not getting too excited about its development 
prospects and its impact on Norilsk's production base expansion or cash flows. We 
also note the particular condition the company is in now: Norilsk spends some USD 
2.5bn on capex annually (with radical cuts and reorientation onto Udokan 
impossible), and is taking up debt to finance the dividend agreement between its 
core shareholders (USD 2bn, USD 4bn and USD 3bn paid in 2013F, 2014F and 2015F 
respectively). In these conditions, the development of the project is only possible 
after 2017/18F, in our view. We also note that Norilsk has its own portfolio: the Chita 
assets are higher-staged and require a further USD 2bn of capex in 2013/16F, while 
Maslovskoye steps in this year and requires USD 2bn until 2021F. We therefore do 
not see potential for the acquisition to bring value any time soon. 
 
Nikolay Sosnovskiy  
Vadim Astapovich  
Victor Drozdov 
 



52. Rostekhnadzor suspends operations at Severstal’s Vorkutinskaya mine 
for 90 days 
Alfa Bank 
February 15, 2013  
 
Russia’s Technical Supervision Service (Rostekhnadzor) has suspended operations at 
the Vorkutinskaya mine for 90 days (effective from February 12) after the blast on 
February 11 in which 18 people were killed. The service also found several violations 
of production safety rules and initiated several administrative proceedings. 
 
We believe the news is NEUTRAL at this stage. Due to there being many casualties 
from the blast, it had not been expected that production would recommence quickly. 
Assuming that production at the mine restarts in 90 days, Severstal’s direct losses 
would be 250kt of coking coal concentrate or approximately $10m of EBITDA. Two 
uncertainties remain: 1) the size of penalties and social compensation Severstal will 
have to pay for violating production safety rules, and 2) restoration costs. 
 
Taking the Raspadskaya mine as an example, where over 80% of restoration costs 
were expensed rather than capitalized (attributed to the other operating expenses 
line in the P&L) and affected EBITDA, we preliminarily estimate that the company 
would lose $30-40m of EBITDA, or 1-2% of forecasted full-year EBITDA. 
 
Barry Ehrlich, CFA  
?Andrey Lobazov 
 
53. Severstal’s coal mine hit by methane blast  
VTB Capital 
February 12, 2013  
 
News: Interfax reports a methane blast at Severstal’s Vorkutinskaya coking coal 
mine (part of VorkutaUgol). 
 
Our View: The Vorkutinskaya mine produces 1.8mnt of ROM coking coal per year, or 
less than 15% of VorkutaUgol’s total output. Our understanding is that, although a 
number of people were killed by the blast, it was not followed by a fire in the mine 
and so we would expect the recovery period to be limited. The data which is 
available implies that there will not be any serious negative impact on the division’s 
production.?We thus think the inventory level at the coal beneficiation plant and own 
steel plant will be sufficient to cover the period of mine recovery. If not, we see the 
company limiting external coal sales and thus securing shipments for its internal 
needs. 
 
Igor Lebedinets  
Victor Drozdov 
 
54. UC RUSAL 4Q12 trading update  
VTB Capital 
February 11, 2013  
 
News: UC RUSAL published its 4Q12 operating results on Friday, which came in line 
with our expectations. Aluminium production amounted to 1,038kt (4,173kt in FY12, 



+1% YoY) and alumina production totalled 1,805kt and 7,477kt in 4Q12 and FY12, 
respectively. 
 
Our View: The FY12 production increase can primarily be attributed to the restart of 
the Sayanogorsk smelter (+8% YoY), where production was affected by the collapse 
of a railway bridge in 2011. Alumina production was down YoY due to the suspension 
of Friguia operations last April and a production decline at the Nikolaev refinery (-
11% YoY to 1,429kt in 2012).?The company expects global aluminium demand to 
grow 6% YoY in 2013, driven by increasing demand in China and the US. Spot 
premiums are expected to post another YoY increase. As the sustainability of such 
levels is questionable, we currently incorporate a 5% YoY decrease of the avg. 
realised premium to USD 190/t for 2013F (and thus see some upside to our numbers 
if the company’s scenario is realised). Longer term, we see excess capacity 
continuing to plague the aluminium industry: 2-3mntpa capacity is set to come on 
stream in China, which has already seen domestic stocks increase last year; we still 
see aluminium underperforming the other base metals given the ongoing support 
mechanism for production driving higher premiums, providing a lifeline for an 
otherwise uneconomic capacity. 
 
Meanwhile, UC RUSAL is on our preferred list in base metals. The company is a 
primary beneficiary of corporate developments in Norilsk, allowing it to exercise 
more control and receive USD 2.5bn in dividends over the next three years. We 
expect the aluminium price to average USD 2,150/t in 2013F and see a good chance 
that UC RUSAL will outperform the rest of the base metals universe. Our 12-month 
Target Price for UC RUSAL is HKD 6.3, which implies 39% upside potential. We are 
reiterating our Buy recommendation.   
 
Nikolay Sosnovskiy  
Vadim Astapovich 
 

SECTOR Power 
55. Debts for electric power in Russia rise over 60% in 2012 bne  February 
13, 2013  The volume of debts for electric power supplies in Russia jumped 
over 60% in 2012, President Vladimir Putin said, RIA Novosti 
reported.  Putin named power sales holding EnergoStream among the 
largest power debtors and said that a number of criminal cases have been 
opened against the company. He also said that problems with the payments 
for power supplies were continuing at North Caucasus Interregional 
Distribution Grid Company (North Caucasus IDGC).  The problem of non-
payments for electric power is the most acute in southern Russia. North 
Caucasus IDGC said earlier that power sales companies and territorial grid 
organizations owed RUB4bn for power transmission services as of late 
August 2012.   
56. Gazpromenergoholding Investor Day 
Alfa Bank 
February 11, 2013  
 
Gazprom held its annual Investor Day last Friday. The main utilities takeaways: 
 
The head of GEH, Denis Fedorov, confirmed negotiations with Quadra and MOEK 
without providing any details due to confidentiality. 
 



The zero bottom line of TGK-1 in 4Q12 (despite EBITDA of RUB2.2bn) is due to high 
interest payments as the company has been approaching the peak of its debt burden 
(RUB 35.2bn as of 3Q12). Management said that it expects dividends for 2012 at no 
less than the previous year’s level (2% payout ratio), but did not mention the 25% 
target payout ratio. TGK-1’s priority in 2013-2014 is deleveraging, as its current 
debt/EBITDA 2012 of 2.4x is viewed as excessive. 
 
In 2012 OGK-2 carried out a cost-optimization program of RUB2.9bn, but according 
to previous statements by GEH, RUB2.1bn of it accounts for the restoration of 
Troitskaya GRES. In 2013 the cost-cutting program is set at RUB1bn, including 
RUB600m in fuel and RUB400m in headcount. 
 
GEH does not plan to increase capital spending in 2013-14 above previously 
announced plans. It will consider participating in capacity modernization projects if 
they provide IRR of no less than 14% (the level for DPM projects). 
 
GEH plans to hold an IPO in 2016 when its obligatory investment program is over. 
 
There was little new information provided at the meeting. TGK-1’s results could 
disappointment the market somewhat, as there is now little chance of a 25% payout 
for 2012. Nevertheless, TGK-1 has almost completed its investment program and 
does not plan new acquisitions, and its fundamentals provide the best opportunities 
for investors, we believe. OGK-2 showed a substantial improvement in 2012, but we 
remain cautious on the name as its high investment needs in 2013-2015 do not rule 
out a new share issue. 
 
Elina Kulieva, Ph.D.  
Dmitry Doronin 
 
57. RusHydro and OGK 2 criticised by President VLadimir Putin during TEK 
meeting  
VTB Capital 
February 14, 2013 
 
News: President Vladimir Putin yesterday chaired a meeting of the Presidential 
Energy Commission during which he criticised Evgeny Dod, RusHydro’s CEO, for the 
non-transparent nature of RUB 12bn of capital investments when constructing 
Zagorskaya PSH and the slow investigation of this issue. He also criticised OGK 2 for 
manipulating sales tariffs, as well as for the generally worsening situation with 
payment discipline for electricity (primarily due to EnergoStream and North Caucasus 
retail companies). 
 
Our View: Putin first commented on corruption in the utilities sector more than a 
year ago. The complexity of implementing changes is now apparent. ?As we wrote in 
our Paradigm Shift of 14 June, the top line growth story in the utilities sector is over. 
EPS growth could come from efficiency gains, but this is difficult to achieve and will 
probably take more time, in our view. Privatisation targets for state utilities are 
2015-17, and this is the time we expect to see material changes in the companies. 
So far, when valuing the utilities companies, we suggest focusing on FCF, EPS and 
DPS. Current quotes are still far above our fundamentals-based valuations, and we 
therefore expect the downturn trend that we have seen over the last ten months in 
Russian utilities to continue this year. We are less upbeat on big utilities names 



HYDR (Sell), IRAO (Sell), FEES (Sell) and MRKH (Hold), while our top picks in the 
Russian utilities universe are EONR (Buy), TGKA (Hold) and MRKP (Buy). 
 
Mikhail Rasstrigin  
Alexander Seleznev 
 

SECTOR Retail, FMCG 
58. Auchan to open electronics stores near each hypermarket in Russia bne 
 February 13, 2013  French retailer Auchan may open consumer electronics 
store, called Elektrodiscount, nearby each of its hypermarkets in Russia, 
Elektrodiskont CEO Ludovic Hasquette said, Prime reported.  The first 1,570 
square meter Elektrodiskont was opened in Moscow in September 
2012.  Auchan will take a year to observe the first store and if the format 
succeeds, in the future, the company may open such stores nearby each 
Auchan in Russia, Hasquette said.  The company also intends to develop its 
online sales: so far the delivery is available only in Moscow and the Moscow 
Region but Elektrodiskont seeks expanding the geography.   
59. Dixy announces January trading update  
VTB Capital 
February 14, 2013 
 
News: Dixy has reported its January trading update. Revenues reached RUB 13.2bn, 
implying a 22.1% YoY increase. The company closed four stores (net), bringing the 
retail footprint to 1,495 locations. Total selling space stood at 513,000sqm, up 26% 
YoY. 
 
Our View: The strong trading update saw revenue growth accelerating from the 
previous months (19.3% in December and 17.5% in November). The reported trends 
are largely driven by ex-Victoria stores maturing (54 reformatted in November and 
144 in FY12) and the positive impact of the ongoing legal restructuring. The pick-up 
in food inflation was also supportive: it stood at 8.6% in January after 7.5% in 
December and 7.3% in November. We anticipate further upbeat trends in the pace of 
revenue growth and see 28.7% YoY for 2013.?The company is not concerned about 
the four closures (net) in January, following the scheduled termination of five 
convenience stores. Management expects a similar situation in February, with roll 
outs starting to pick up materially from March. The target of 400 net store openings 
is intact for FY13 and is viewed as the lower end of the range.? 
 
Dixy does not see any downbeat trends in alcohol sales after regulations governing 
stores close to socially important places were tightened. To recap, regional 
governments were granted the power to decide individually on proximity rules, which 
brought certain concerns to the retail industry.?The stock is up 12% YTD and 43% in 
three months. In addition to upbeat sales dynamics, market expectations about an 
improving tax rate and profitability have added to sentiment. We note that 
management has been guiding for such positive changes for quite a while and so we 
are reiterating our Hold recommendation, at least until we have seen the first signs 
of a turnaround in the 1Q13 IFRS results (scheduled for 5-7 June). 
 
Maria Kolbina  
Ivan Kushch  
Nikolay Kovalev 
 



60. KFC to open 70 restaurants in Russia and CIS in 2013, 450 by 2015 bne 
 February 12, 2013   YUM! Restaurants International Russia & CIS, a 
subsidiary of Yum! Brands, plans to double the rate of its expansion in the 
CIS and in Russia in 2013, opening 60-70 new KFC fast food restaurants, 
CEO Oleg Pisklov told Prime.  In 2012, the company launched 35 restaurants 
in Russia and the CIS, to increase the chain to 216 restaurants.  "I hope this 
year we'll succeed in doubling the number. We plan to open 60-70 
restaurants," Pisklov said.  YUM! Restaurants International Russia & CIS 
also plans to open 450 restaurants by 2015, while previously it expected to 
open only 300.  By 2014-2015, the number of newly-opened restaurants per 
year will reach around 80.  The company has not disclosed the investments. 
The launch of one franchise restaurant requires around $0.5-1.5m 
depending on its size.  The company is not disclosing its 2012 revenue 
either, but it forecasts the 2015 revenue at $1bn. Pisklov said that 2012 
revenue rose 46% on the year, while like-for-like sales added 60%.  "Our 
average check has significantly increased. Two years ago it amounted to 
RUB200 and now it amounts to RUB240," he said.  YUM! Restaurants 
International Russia & CIS has 29 franchise partners in Russia and the CIS 
and it plans to attract 3-5 new partners by the end of the year. The 
structure will remain the same: 30% of corporate restaurants, 70% 
franchise restaurants.  
61. Magnit posts January trading update – revenues up 32.6% YoY 
VTB Capital 
February 11, 2013  
 
News: Magnit has announced its January trading results. Revenues reached RUB 
41.3bn, implying a 32.6% YoY advance. The company had 37 net store openings 
during the month and brought its retail base to 6,921 locations. Total selling space 
was reported at 2.56mn sqm, up 29.2% YoY. 
 
Our View: The solid results unveiled an expansion pace comparable to January 2012 
(32.4% YoY) and slightly below FY12 aggregated (33.6% YoY). The pick-up in food 
inflation (8.6% in January vs. 7.5% in December) was supportive for the growth; 
however, the company sees a less aggressive CPI environment than that reported by 
Goskomstat. We view management’s current growth guidance of 27-29% as a 
realistic scenario given the forecasted slowdown on the increasing comparison base 
and a drag of some 3% on February sales due to the previous leap year.?The roll-out 
figure is identical to January 2012 results, but implies a switch to the convenience 
format (34 in January 2013 vs. 23 a year ago) from cosmetics (two vs. 14, 
respectively). The reverse of dynamics did not come as a surprise, as a stronger 
focus on the convenience format was guided by Sergey Galitskiy, Magnit’s CEO, 
during the 4Q12 IFRS conference call. This change can be explained by the fact that 
Magnit targets higher profitability in the cosmetics business compared with 
convenience stores and believes that it will not be able to achieve this with 500 
openings in 2013. In future, the number of cosmetics openings is set to be 
increased.?The company trades at 14.5x on 2013F EV/EBITDA (a 30% premium to 
its EM peers and Turkey) and 26.3x 2013F P/E (15% premium and 6% discount, 
respectively). We see all positives as having been priced-in, and are reiterating our 
Hold recommendation for GDRs and Buy for Locals. 
 
Maria Kolbina  
Ivan Kushch  
Nikolay Kovalev 



 
62. Pharmacy Chain 36.6: 2012 retail sales below expectations 
UralSib   
February 15, 2013  
 
Pharmacy sales up by 3% YoY. Pharmacy Chain 36.6 (APTK RX – Buy) has reported 
fairly weak 2012 retail-segment headline results. Net retail sales rose 3% YoY to 
RUB14.9bln ($480 mln), with Moscow ones up 8% YoY and regional ones down 1% 
YoY. The figure was significantly below our estimates (by 17%) and the consensuses 
(18%). The reduction was driven largely by a net closure of 163 retail outlets. 
 
Optimizing chain, product offering. The total stores count declined 16% YoY to 842, 
with the company closing 212 loss-making stores and opening 49 stores. The share 
of private-label products increased 5 ppt YoY to 18%. Private label SKUs totaled 
2,983. The company reports that it stopped customer traffic outflow in 4Q12, 
indicating improving customer value proposition. 
 
Remains out of favor. Optimization of the retail chain via the closure of ineffective 
stores suggests that the company is moving in the right direction. This should 
support profit margins and, therefore, be viewed positively by investors. However, 
high leverage remains the main drag on the company’s performance. We expect the 
stock to remain out of favor until 36.6 deleverages its balance sheet through asset 
sales or a new equity offering. 
 
63. Protek reports strong 4Q12 trading update  
VTB Capital 
February 13, 2013  
 
News: Protek has reported its 4Q12 trading update, with QoQ revenue growth 
accelerating across all segments: distribution revenues were up 17% to RUB 33.1bn, 
retail revenues gained 23% to RUB 4.8bn and production revenues rose 12% to RUB 
2.0bn. The consolidated top line was up 19% QoQ to RUB 38.3bn, while for FY12 it 
gained 17% YoY to RUB 125.5bn (3% above our estimates). The Bloomberg 
consensus suggests FY12 median revenues of RUB 118bn, so the actual numbers 
(especially for 4Q12) beat market expectations. ?During the call, management said 
that it had not yet decided on the buy-back parameters (or even whether to do it at 
all). In any case, management said it did not intend to take the company private 
or/and to reduce the free float and stock liquidity significantly. Vadim Muzyaev 
mentioned that the company might do a buy-back in order to launch a stock option 
programme for key management. He also said that the profitability of the distribution 
business in 2H12 would not disappoint investors. Although the market remains tight, 
with mark-ups going down, Protek continues to cut costs, which is enabling it to gain 
market share through more competitive pricing but not at the expense of margins. 
However, there is still a significant potential to cut costs, with the increase in scale 
helping a lot. 
 
Our View: The 4Q12 sales numbers are strong and support our positive view on the 
story. The fundamental messages from management are positive, but the mess with 
the potential buy-back offer might cool market interest in the story in the short run. 
We note that Protek filed an application for a voluntary offer to the FFMS last 
December (no details were revealed), but there has been no movement since. 
Anticipation on the market recently concerning this potential development has fuelled 



the price in our view. We continue to see fundamental upside in the story and are 
reiterating our Buy recommendation. 
 
Ivan Kushch  
Maria Kolbina  
Nikolay Kovalev 
 

SECTOR Telecom, Internet 
64. Russian Communications Ministry to clean up LTE spectrum  
VTB Capital 
February 11, 2013  
 
News: According to Deputy Minister of Communications Denis Sverdlov, the Ministry 
will work out a way to clean up the LTE spectrum that operators got in mid-2012 
over the next six months, Vedomosti writes. Sverdlov said that the Ministry would 
most likely clean up the spectrum itself, and operators would compensate the 
expenses. One of the ways to finance the clean-up is to increase the spectrum fees 
paid by operators, according to the paper. 
 
Our View: As we expected, the process of cleaning up frequencies is not 
straightforward and might take quite some time. Unless operators were charged 
excessive compensation, we would view the news as neutral. 
 
Ivan Kim 
 

SECTOR Transport 
65. Globaltrans - Travel notes 
Renaissance Capital 
February 11, 2013  
 
Takeaways from our meeting with top executives of Russia’s three largest private rail 
operators: UCL Rail (not listed), Globaltrans (GLTR) and Neftetransservice (NTS, not 
listed). 
 
Prices. All three players confirm that the pricing situation in the open gondola market 
remains challenging and that the pressure has continued in January-February. Exact 
figures are difficult to confirm, but we reckon prices could have been down by as 
much as 10-15% for coal transportation and by the low-single-digits for metals. As 
these prices are renegotiated on a quarterly basis, we expect the next data point in 
March 2013. The increase in prices for oil and oil product transportation, on the other 
hand, has almost matched the 7% increase in the infrastructure tariff; these prices 
are usually set for a year. 
 
Volumes. All agreed that in the past two-to-three months, construction and grain 
have been seasonally weak, coal and iron ore have grown in the low-single digits and 
metals have declined slightly but with a view to recover from 2Q13. The executives 
anticipate FY13 growth to range from zero to 1-3% in various categories. In oil 
transportation, the ESPO-2 launch did not prompt the anticipated release of c. 8,000 
oil railtank cars into the market. Instead, the impact seems to have been softer, with 
roughly half that number of cars affected. Possible reasons mentioned by companies 
have included larger supplies of heavy fuel and launch of production at 
Karachaganak in Kazakhstan. 



 
Old railcars. Of the three operators, GLTR appears to benefit most from the 
introduction of a ban on using old railcars; if the ban were strict enough to limit all 
railcars just to their useful lives, probably no fewer than 35k open gondolas will have 
to be retired every year (c. 7% of the total gondola park pa), which would quickly 
bring the supply side to levels that would support higher prices for cargo 
transportation. In fact, even those companies facing potential retirement of their 
cars may be better off – the NPV of replacing an old car with a new one in a higher-
price environment (caused by a reduction in the overall number of railcars) may be 
higher than the NPV of repairing railcars in a lower-price market. The ultimate 
decision is only partially influenced by railcar owners and operators, as there are also 
railcar manufacturers lobbying for an outright ban, railcar maintenance companies 
that are interested in life prolongations, and Russian Railways executives hoping to 
avoid accidents and increase network speeds. Regardless of what each company 
executive considers best for his company, we believe it is more likely that 
prolongation will be limited to one overhaul – possibly extending a railcar’s lifespan 
for a longer period (e.g. 10-11 years instead of the current 5-6 years), but also for a 
larger sum (i.e. RUB700-800 instead of the current RUB250-300). Whatever the 
decision, it will be a Ministry of Transport ruling that does not require any legislative 
changes and thus can be implemented quickly; if our assumptions are correct, about 
25k open gondolas will be retired in each of the next three years (c. 5% of the total 
gondola park pa). 
 
Consolidation. These executives confirmed that new open gondola prices are already 
at the RUB1.7-1.8mn level; small railcar owners offer to sell their fleets at a 
discount, but none of these players currently plan to buy either new or old cars. Still, 
they anticipate significant M&A opportunities in 2013. 
 
Our take. We anticipate small but positive changes in the market over the next two-
to-three months, due to improved demand, the introduction of some restrictions on 
using old railcars and a reduction in the number of players through M&A. We 
maintain our BUY rating and TP of $21.3/GDR for GLTR. 
 
Alex Kazbegi  
Alexandra Serova  
Tatiana Kormiltseva 
 
66. Russian Railways and Knorr-Bremse to build brake plant by mid-
2014 bne  February 12, 2013   Russian Railways and German industrial 
producer Knorr-Bremse will launch a RUB1bn brake plant in the Tver Region 
in mid-2014, as follows from documents seen by Prime.  Russian Railways 
and Knorr-Bremse will respectively hold 40% and 60% in the new plant 
operator.  The plant will reach its projected capacity by the end of 2015. It 
will earn a net profit of RUB500m and earnings of RUB700m before interest, 
taxes, depreciation, and amortization by 2019.  
67. Sea Ports: Solid cargo turnover in January  
UralSib   
February 13, 2013  
 
Turnover at Russian seaports grows 6.2% YoY in January. The Association of Trade 
Sea Ports (ASOP) has reported that throughput at Russian ports increased 6.2% YoY 
to 45 mln tons in January. Oil turnover increased 5.7% YoY to 16.7 mln tons, while 
oil-product turnover declined 1.2% YoY to 9 mln tons; ferrous metals also declined, 



3.2% YoY to 2.2 mln tons, but coal increased 23.1% YoY to 7.5 mln tons, containers 
increased 4.5% YoY to 3.2 mln tons and mineral fertilizers grew 30% to 0.9 mln 
tons. Novorossiysk port’s turnover declined 4% YoY to 9.1 mln tons, Primorsk port’s 
turnover dropped 12.5% YoY to 6.1 mln tons, while Ust Luga port’s turnover almost 
doubled to 4.3 mln tons. 
 
Growth driven by coal and crude oil. ASOP’s figures indicate solid cargo-turnover 
growth in January, driven mainly by rising coal and crude-oil turnover. Having grown 
a solid 14% YoY last year, coal turnover accelerated further in January. Russian 
ports’ non-coal turnover grew 3% YoY. There was weakness in grain-handling 
volumes, which fell roughly 70% YoY. The numbers indicate that the Novorossiysk 
and Primorsk ports, where NCSP Group’s (NCSP LI – Hold) terminals are located, 
underperformed the Russian port sector last month. 
 
Port industry in good shape. The numbers indicate that the seaport industry remains 
in good shape, and we see them as marginally negative for NCSP Group and neutral 
for Global Ports (GLPR LI – Buy). 
 
Denis Vorchik  
 

SECTOR Agriculture 
68. Government may set zero grain import duty by April bne February 12, 
2013  The Russian government may reduce import duty for grain to zero 
from the current 5% by April, the Deputy Prime Minister Arkady Dvorkovich 
said, Prime reported.  In January, sources in the Agriculture Ministry said 
the abolishment of the duty was considered as a means to keep down the 
prices that were climbing due to a low harvest in 2012. 
69. Russia’s poultry output up 10% to 292,000 tones in January bne 
 February 15, 2013   Russia’s poultry output increased 9.7% on the year to 
292,000 tonnes in January, the Federal State Statistics Service 
reported.  Production of other types of meat rose 22.9% to 109,000 tonnes, 
the output of sausage products increased by 0.9% to 117,000 tonnes, meat 
products by 8.3% to 119,000 tonnes. Canned meat increased by 41% to 
28.8m standard cans.  The output of fish and fish products, including canned 
fish, edged up 8% to 287,000 tonnes.  Milk output increased 3.6% to 
458,000 tonnes, while the output of bread and bakery products fell 2.2% to 
510,000 tonnes in this period. Wheat and rye flour production increased 
8.3% to 676,000 tonnes.  
70. Siberian Agrarian Group to build RUB5.5bn pig complex bne  February 
15, 2013   Russian agricultural company Siberian Agrarian Group will start 
building a RUB5.5bn pig complex in March in the Krasnoyarsk Region, 
General Director Andrei Tyutyushev said, as cited by RIA Novosti.  Earlier on 
Friday, the company signed an agreement to borrow RUB4.386bn for eight 
years from the country's largest bank, Sberbank.  The production capacity of 
the full cycle plant will reach 216,000 pigs, 18,200 tonnes of pork in carcass 
weight, and 24.800 tonnes of pork in live weight.  "I hope that we will reach 
the projected capacity in 2.5 years...The Krasnoyarsk Region is a 
prospective area for animal breeding, they traditionally grow feed grain 
there," Tyutyushev said.  
 

SECTOR Automotive 



71. GAZ Group to keep 63-65% bus market share by 2018 bne  February 11, 
2013   Russian car producer GAZ Group will look to retain its share of the 
bus market at 63-65% by 2018, Nikolai Odintsov, the bus division director, 
said, according to Prime.  The bus division of the company will raise the 
share of exported buses in the total output to 25% by that time, he 
said.  Odintsov separately said that sales in 2013 are expected to grow 4% 
to 14,500 buses.  GAZ Group invested RUB200m in the production of buses 
for the 2014 Sochi Winter Olympic Games, Odintsov said.  He said that the 
manufacturer will make 700 units at a price of RUB6bn by the end of this 
year.  Odintsov separately said that the group will start producing electric 
buses from October 2013. The initial output will be at 250 units annually. 
Investments in the production amounted to RUB80m.  "The bus market will 
increase while the trolleybus market, which is an obstacle now, will decline. 
And when it falls, it will happen within the next 2-3 years, we will start 
selling electric buses," Odintsov said, cited by Prime.  
72. MAN to launch truck production facility in St. Petersburg by July bne 
 February 14, 2013   German truck producer MAN will launch a facility in St. 
Petersburg by the end of June, Man Truck and Bus Production Rus CEO 
Thomas Schneiderheinze said.  "We are on the finish line and we are 
acquiring the license for carrying out dangerous production. This year we 
will launch it for certain. I suppose that this will happen by the end of June, 
and we will start extending our capacities then," he said, cited by Prime.  
73. Russia's car sales up 5% YoY in January — misleading headline number  
VTB Capital 
February 11, 2013  
 
News: Russia’s car and LCV sales increased 5% YoY in January, according to the 
Association of European Businesses. Among Russian producers, Sollers’ sales were 
up 8% YoY, while Ford sales (carried out through Ford Sollers JV) decreased 3% YoY. 
GAZ's LCV sales rose 4% YoY, while AvtoVAZ showed a 3% YoY growth, with both 
producers underperforming the market. 
 
Our View: While the January headline number looks positive compared with the 
growth of just 1% in December and 0% in November, we note that January is not 
that representative due to seasonality and various promotional actions. We think 
there will be a better view of the trend by the end of 1Q13. Moreover, according to 
our macro team, on an SA basis car sales growth slowed to almost zero on the back 
of weaker activity at Lada and in GAZ’s LCVs, as well as some premium segments, 
such as BMW and Mercedes-Benz (vs. previous month). Hence, the overall picture on 
car sales remains muted, which supports our view that demand is constrained amid 
lower wages growth and cooling lending. Meanwhile, lower MoM SA growth coincides 
with the data on non-CIS car imports (which saw volumes contract YoY in 
January).?In February, we see a fair chance of car sales declining as the favourable 
base effect in January is set to change into an unfavourable one. We also expect a 
flattish performance from the market in the coming months. ?Among Russian auto 
stocks, we continue to see value in SVAV (BUY, TP USD 32.00) and GAZA (ords: 
BUY, TP USD 81; prefs: BUY, TP USD 39.00), but remain negative on AVAZ (ords: 
Sell, TP USD 0.52; prefs: Sell, TP USD 0.15) at this stage. 
 
Vladimir Bespalov  
Maxim Oreshkin  
Daria Isakova 
 



SECTOR Aviation, shipbuilding and defence 
74. Russia Delivers First SSJ-100 to Laos Company 
RIA Novosti 
February 17, 2013 
 
The first of three Russian-made Sukhoi Superjet 100 regional aircrafts was handed 
over to the Lao Central air carrier in Laos, the manufacturer said on Friday. 
 
Sukhoi Civil Aircraft, the civil aviation department of the Sukhoi Design Bureau, said 
the plane “has arrived from Ulianovsk to the Wattay International Airport in Laos.” 
 
The company signed a deal with the privately owned Lao Central air carrier in 2011 
to buy three SSJ-100. The plane will be used for domestic and international flights, 
including to Bangkok, Hanoi, Singapore and others. 
 
The SSJ-100 was developed by Sukhoi in cooperation with US and European aviation 
corporations, including Boeing, Honeywell, Liebherr Aerospace, Messier Dowty, 
Snecma and Thales. It is capable of carrying up to 100 passengers for 4,500 
kilometers (2,850 miles). 
 
Russian flagship air carrier Aeroflot is the largest SSJ-100 customer with a total 
order for 30 airliners. Armenia’s Armavia was the first airline to start commercial 
operations with the SSJ-100 in April 2011. 
 
75. Russia Signs Record $17.6bn in Arms Contracts in 2012 
RIA Novosti 
February 14, 2013 
 
Russia signed a total of 1,309 arms contracts with 65 countries worth $17.6bn in 
2012, the head of state-run arms dealer Rosoboronexport Anatoly Isaikin said on 
Wednesday. 
 
This is 150% more than in 2011 in terms of monetary value, he said. 
 
During his comprehensive news conference, Isaikin provided details on Russia’s 
cooperation in the defense and technology sector with Syria, India, China, Iraq, Iran, 
Afghanistan and other countries. 
 

SECTOR Infrastructure, Construction & Real Estate 
76. Etalon receives urban development plan for Etalon-City  
VTB Capital 
February 12, 2013  
 
News: Etalon Group has obtained urban development plans for the Etalon-City 
project. The estate is one of the company’s largest in the Moscow Metropolitan Area, 
accounting for 364,000sqm of net sellable area. 
 
Our View: The news is positive for sentiment, after pre-sales of Etalon-City were 
deferred from autumn 2012 to 2013. Based on the common development process, 
we anticipate the master plan being approved in mid-summer and pre-sales starting 
in September-October 2013. The estate represents 10% of the company’s portfolio 
as of YE12 and is a major driver for new sales contracts in the medium term. 
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SECTOR Chemicals, Fertliser 
77. EuroChem to start producing phosphates in Kazakhstan in 2013 bne 
 February 11, 2013  Russia's largest fertilizer producer EuroChem will start 
producing its own phosphate raw material in Kazakhstan in 2013, the 
company's Financial Director Andrei Ilyin said.  "We expect to reach the 
level of full self-provision with this raw material starting from 2015," Ilyin 
said, cited by Prime.  The company plans to produce 1.5m tonnes of 
phosphates with 30% of phosphorous oxide at the first stage in 2014-
2015.  In 2012, EuroChem's sales in the phosphorous segment rose 3% to 
2.455 million tonnes of fertilizers.  
78. Fertilizer Sector Update: Volumes Recovery, Lower Prices  
Alfa Bank 
February 13, 2013  
 
While fertilizer prices slid in 2H12 and remain muted due to lack of demand, we 
expect volumes to recover during 2013 on potash contracts signed with China and 
India and the anticipated seasonal increase of activity in Latin America in 2Q-3Q13. 
However, we are conservative in the medium and long term, as we see oversupply 
and under-utilization in the potash industry, while in the phosphate and nitrogen 
segments new and planned capacities may hold back prices. We have revised our 
forecasts for the sector and maintain our E/W recommendation on Uralkali, lowering 
our TP by 11% to $39.0/GDR, as well as PhosAgro, reducing our TP by 11% to 
$15.0/GDR. We reiterate our O/W on Acron, leaving our TP almost unchanged at 
RUB1,660/share, which still implies 15% upside potential, and believe that potential 
economies from the company mining its own resource base are not fully realized by 
the market.  
 
Uralkali: We maintain our E/W recommendation and lower our TP by 11% to 
$39.0/GDR on the back of under-utilization in the potash industry, y/y price declines 
in 2013 with limited room for increasing potash prices, as well as the absence of 
strong short-term triggers for the stock. In the medium to long term we see sector 
risks related to key potash consumers (India, China) potentially acquiring stakes in 
potash companies (Uralkali, Belaruskali), which may disrupt the industry’s “price-
over-volume” strategy and bring potash prices down. We believe the ongoing share 
buyback will support the stock price at $37/GDR.  
 
PhosAgro: We expect PhosAgro to maintain stable sales volumes in 2013. However, 
fertilizer prices will be lower this year due to a number of external factors, including 
demand in India and China. Thus we maintain our E/W rating, while also highlighting 
holders of PhosAgro shares in 2012 enjoyed a decent 5% dividend yield, which we 
expect to be sustained. We updated our financial forecasts for the company in line 
with the current fertilizer market environment as well as management guidance, 
which resulted in our 12M TP decreasing by 11% from $16.9/GDR to $15.0/GDR. 
Further in this report we outline a number of catalysts for 2013 that could make the 
stock attractive for potential investors.  
 
Acron: Since our upgrade to O/W in November, Acron shares have gained 15% (vs. 
10% for MICEX). Our current 12M TP of RUB1,660/share still implies 15% upside 



potential. We maintain our O/W on Acron as we believe that the integration into its 
own resource base (phosphate already in place and potash from 2017) will likely 
compensate for the natural gas tariff increase of 15% pa. We also think that 
domestic price liberalization for potash and phosphate rock is positive for Acron in 
the medium term, as it will be able to sell part of the mined products, earning 
additional profit. These factors together with an expected dividend yield of 8% in 
2012 make Acron our top pick in the fertilizer space.  
 
Maria Bovykina 
 

 

 



 
79. India may cut fertilizer subsidies for new season by at least 15% 
Alfa Bank 
February 11, 2013  
 
On Friday (February 8) Reuters reported that India may cut fertilizer subsidies for 
the new season by at least 15% vs. the previous year to narrow the fiscal deficit. If 
approved, the development would be NEGATIVE for fertilizer producers, as India is a 
major market for final products. 
 
This year the Indian government will announce the size of the new season’s subsidy 
between February 28 and March 29. 
 
Last year the government decreased the nutrient-based subsidy to farmers for the 
season from April 1, 2012 through March 31, 2013. The phosphate fertilizer subsidy 
was reduced the most – by 27-29% y/y for DAP/MAP. For NPK (15-15-15 grade), the 
reduction was 19%, and for potash it totaled 10%. The decline in subsidies together 
with rupee depreciation (15% on average in 2012 vs. 2011) increased effective 
fertilizer farm gate prices for Indian consumers and affected total consumption. 
 
We think that the price for MAP/DAP and NPK contracts will depend on the new 
subsidies; hence, lower subsidies in the new 2013/14 season would be negative for 
fertilizer producers (namely PhosAgro and Uralkali). 
 
Maria Bovykina 
 

SECTOR Pharmaceutical 
80. CTC Media posts WoW audience share decrease for 28 January-3 
February  
VTB Capital 
February 14, 2013 
 



News: TNS-Gallup released its audience share estimates for the top 20 Russian free-
to-air broadcasters to the 4+ audience for the week 28 January-3 February. 
 
Our View: According to the release, CTC Media’s combined audience share decreased 
to 10.6%, down from 11.3% the week before, almost returning to the 10.5% it 
recorded two weeks ago. In our view, this performance was mainly driven by the 
initial overreaction of the audience to the launch of a new series of The Kitchen (an 
original Russian sitcom), aired weekdays on CTC at 7pm. Its share declined to 8.4% 
from 9.4% the week before. At the same time, The Eighties (an original Russian 
series aired weekdays at 8pm) continued to demonstrate success, with a stable 
share of some 17%. The YTD audience share remained stable at 10.8%, still lagging 
behind the 12.6% posted in 1Q12. 
 
Anastasia Obukhova 
 
81. DSM Group publishes 2012 data – market value up 11.8% YoY  
VTB Capital 
February 11, 2013  
 
News: DSM Group has published its 2012 research statistics. The total value of the 
pharmaceutical market reached RUB 921.8bn, implying growth of 11.8% YoY. 
Aggregated volumes dropped 0.4% YoY to 5.5bn unit cases. The commercial 
segment totalled RUB 536.6bn (up 14.7% YoY) while parapharmaceuticals stood at 
RUB 148.6bn (up 14.2% YoY). Government purchases accounted for RUB 237bn, 
posting a YoY advance of 4.4%. 
 
Our View: The results came in line with our forecasts, showing the least deviation on 
the aggregated value figure (0.1%) and the largest on parapharmaceuticals (5.5%). 
The healthy pace of expansion was largely underpinned by the government stimulus 
provided to low-income budget employees in the pre-election period as well as the 
6% depreciation in the rouble in FY12, increasing the value equivalent of imported 
drugs (c. 75% of the total market value). Solid market growth is a supportive factor 
in light of the upcoming trading updates of Protek (February 12) and Pharmstandard 
(February 13). 
 
Ivan Kushch  
Maria Kolbina  
Nikolay Kovalev 
 
82. Pharmacy Chain 36.6 to up share of own brand sales to 30% bne 
 February 15, 2013   Russia's Pharmacy Chain 36.6, one of the country's 
largest pharmaceutical retailers, will raise the share of sales under its own 
brand to 30% of the total sales by 2016 from 18% as of the end of 2012, 
the company said, Prime reported.  The company started developing sales 
under its own brand in 2006. The average annual growth in the sales in this 
segment has reached 73% over the last five years.  The sales of products 
under the company's own brand jumped 48% in 2012 to RUB2.98bn. The 
total number of company-branded products in the active portfolio was at 
2,983 units as of the end of 2012.   
83. Pharmstandard reports strong 4Q12 trading update  
VTB Capital 
February 14, 2013 
 



News: Pharmstandard reported a 22% pick up in organic revenues in 4Q12, on 10% 
growth in the OTC segment (including 48% growth in Arbidol), a 39% increase in Rx 
and sales of medical equipment doubling. TPP revenues grew 25%, contributing 65% 
to the consolidated top line. On a FY basis, the company posted 7% growth in 
organic revenues (OTC - 5%, prescription +32%, medical equipment +74%). 
Pentalgin, Codeac and Terpincod posted declines of 25% YoY, mostly due to the 70% 
decline in Terpincod, while the company managed to increase Pentalgin sales 2%, 
despite unfavourable legislative changes.?During the conference call, CEO Igor 
Krylov said that the company increased promotional activity in 2013 because of 
pressure from competitors, including international companies; media inflation exists 
but is not significant. Pharmstandard is undertaking due diligence of two potential 
deals, one of which includes acquiring an OTC brand while the other is to purchase a 
company producing Rx drugs. One of the deals is for around USD 150mn, the other 
was not disclosed. 
 
Our View: The results are strong, although we would not over-exaggerate the growth 
contributed by Arbidol in 4Q12 (35% of incremental organic sales growth) as sales of 
it were unequally redistributed between quarters in 2011 and 2012; on a FY basis, it 
declined 1% in 2012. The key positive takeaway is that Arbidol seems to have found 
firm ground in an environment not distorted by an epidemic, while Pentalgin, Codelac 
and Terpincod are close to finding a new base line as well. In other words, visibility 
on revenues from these products has improved, while a lack of clarity capped the 
stock's growth throughout 2012. Nevertheless, we see this positive surprise priced in 
by the market after the stock’s 20% YTD rise and are reiterating our Hold 
recommendation for Pharmstandard GDRs with a TP of USD 19 (although rating the 
local shares a Buy). 
 
Maria Kolbina  
Ivan Kushch  
Nikolay Kovalev 
 
84. Pharmsyntez to build RUB90m drugs plant by 2017 bne  February 15, 
2013   St. Petersburg-based pharmaceuticals company Pharmsyntez will 
construct a RUB90m plant to produce finished dosage forms in 2015–2017 
to reduce spending on the manufacture of finished dosage forms, the 
company said, Prime reported.  The plant’s capacity is 2m capsules or 15m 
pills annually.  Pharmsyntez lacks its own plant to produce finished dosage 
forms. The company operates an advanced complex to make pharmaceutical 
substances and places orders to produce medications with leading domestic 
firms under a contractual basis.  
 

UKRAINE INVESTMENT 
85. FDI falls 9.4% in 2012 Concorde Capital February 15, 2013  FDI inflow 
to Ukraine in 2012 declined 9.4% to USD 4.13 bln from USD 4.56 bln in 
2011, according an Ukrstat report released on Feb. 14. Cyprus remained the 
top source of investment to Ukraine with its share being close to 74% in 
2012.   Alexander Paraschiy: The investment decline reflects the 
deteriorating economic conditions and business environment in the country. 
Ukraine badly needs high quality investments to the country to improve its 
competitiveness and solve its fundamental structural problems. However, 
due to poor property right protections, selective law enforcement and a 
weak judicial system, investors do not consider Ukraine very attractive, 



especially in view of many alternatives (like Turkey) in the region. As a 
result, FDI inflow to the country is too low and the quality of the 
investments is traditionally poor: 86% of 2012 FDI came from Cyprus, 
Netherlands and British Virgin Islands, the vast majority of which is 
Ukraine’s capital returning to the country. 
86. Ukraine may get hefty gas discount, let Gazprom manage its 
pipeline Concorde Capital February 12, 2013  Ukrainian government and 
Gazprom officials are in talks to create a bilateral natural gas transit 
consortium, reported the Kommersant-Ukrayina newspaper on Feb. 8. 
Previously, consortium proposals involved the European Union (EU). The 
Ukrainian government has reportedly shelved that idea because the EBRD 
tightened loan criteria for modernization projects, according to an 
anonymous source in the Energy and Coal Production Ministry, who also 
cited difficulties in getting alternative gas supplies from the EU. The 
Ukrainian side, represented by Vice Prime Minister Yuriy Boyko, proposes 
that the consortium manage Ukraine’s transit system, with ownership 
remaining with the Ukrainian government. By letting Gazrpom in, Ukraine 
could gain a price of USD 280/tcm of gas, compared to USD 430/tcm 
currently.   Alexander Paraschiy: The possible deal rules out Ukraine 
importing gas from the EU since it will be the consortium that will determine 
the pipeline’s direction, which will certainly be westward if Gazprom has 
any say. The discussed discount for Russian gas looks like a good reward for 
that, at least at first glance. If the deal is done and Ukraine gains the 
discount, Ukrainian independent gas producers like Regal (RPT LN), Kulczyk 
Oil (KOV PW) and JKX (JKX LN) will be the primary victims, since their 
selling gas prices to Ukrainian buyers are tied by state regulations to 
Gazprom’s import price. 
87. Centerenergo reports UAH234m profit, may pay dividends yielding 
3.2% Concorde Capital February 14, 2013  The most liquid power GenCo 
Centerenergo (CEEN UK) reported a preliminary 2012 bottom line of UAH 
234 mln (USD 29.2 mln), which is a 6.6x improvement yoy, according to the 
company’s AGM announcement on Feb 12. Centerenergo plans the AGM on 
Apr. 6, with one of the agenda items being the preliminary approval of 
significant deals.   Alexander Paraschiy: The full-year result looks 
disappointing as the company posted 9M12 income of UAH 468 mln (USD 
57.2 mln). While the 4Q usually brings losses and we estimated a UAH 118 
mln loss for 4Q12, the reality turned out to be even more damaging at a 
UAH 224 mln loss. However, we are not drawing any long-term implications 
from this result before seeing the losses’ nature. We believe the company 
has good prospects in mid-term, given that bills for energy sector are 
currently registered in parliament (refer to our news from Nov. 21, 2012).  
 The “significant deals” item in the AGM agenda opens up a speculative 
opportunity for minorities: by law, those who vote against this item at the 
AGM will receive an option to sell their shares back to Centerenergo at a 
price of about UAH 6.08/share (2.1% above yesterday’s close). Refer to our 
note from Mar. 21, 2012 for more details on this opportunity. While this kind 
of arbitrage can be an interesting option, especially if the stock will 
continue falling, we do not think there will be much interest for that, as 
Centerenergo is one of the few local value stocks with visible growth 
prospects for the mid-term.   The company is pursuing a dividend payout 
policy that’s standard for state-controlled utilities: 30% of income. Based on 
this, we estimate the company would pay UAH 0.19/share in dividends 
yielding 3.2% (based on the Feb. 12 closing price). 



88. Grain stocks in Ukraine 34% down from last year as of February 
1 bne February 15, 2013  Grain stocks at Ukrainian agribusinesses (apart 
from small farms) and grain storage and processing companies totaled 
15.6m tonnes as of February 1, 2013, which was 34% down compared to 
stocks on the same date in 2012, the State Statistics Service 
reported.  According to the source, wheat stocks were 4.7m tonnes, barley 
1.5m tonnes, maize 8.2m tonnes, and rye 300,000 tonnes.  Grain stocks at 
agribusinesses alone amounted to 7.4m tonnes as of February 1, 2013, 
which was 34% down year-over-year. There were 2m tonnes of wheat, 
1.1m tonnes of barley, 3.5m tonnes of corn, and 100,000 tonnes of rye.  The 
statistics service said that the stocks of sunflower seeds as of February 1, 
2013 were 3.4m tonnes, which was 18% down year-over-year. Stocks at 
agricultural enterprises alone were estimated at 1.6m tonnes (20% 
down).  Domestic grain consumption is estimated at 28.7m tonnes per year. 
89. Izvestia in Ukraine newspaper closes due to unprofitability 
bne 
February 12, 2013 
 
The last issue of the Izvestia in Ukraine newspaper was released on February 11 and 
by the end of February the newspaper will close. 
 
"It's no secret that the global market for print media cannot get out of the protracted 
crisis, and Ukraine is no exception," reads a statement by Director General of the 
Izvestia in Ukraine Oleh Boyarchuk posted on the newspaper's Web site. 
 
"We have been trying for a long time to find a format that will make the publication 
profitable, but we haven't achieved all the desired parameters. Nevertheless, we are 
grateful to all those who have worked [for the newspaper], and I want to assure that 
we will end our relations in a civilized manner - in compliance with the current labor 
laws," he said. 
 
90. Kryukiv Railcar freight car output down 2x yoy in January Concorde 
Capital February 12, 2013  Kryukiv (KVBZ UK) freight railcar production 
dropped 47% yoy to 532 cars in January (also down 1.8% mom), Interfax 
reported on Feb. 8. The company did not produce passenger railcars in 
January.   Roman Dmytrenko: Kryukiv’s tiny January output is of little 
surprise as the company’s key market, the Russian Federation, is effectively 
closed and can’t be substituted by other supply destinations in the CIS as all 
the other markets are jointly 5x smaller. Russia effectively banned Kyukiv’s 
freight railcar exports, suspending quality certification on bogie frames 
(castings) produced by Kremenchuk Steel Casting, Kyukiv’s only bogie 
castings supplier. So far, we see no signs that the certification will be 
reinstated soon, which implies that the company’s output can decline even 
further in the coming months. 
91. Kulczyk Oil to start Brunei drilling in early April Concorde 
Capital February 14, 2013  Kulczyk Oil Ventures (KOV PW) signed a contract 
with PT Energi Tata Persada to launch the second phase of its Brunei Block L 
drilling campaign, Kulczyk announced on Feb. 13. The first 2,900-meter 
exploration well to evaluate the Lukut Updip prospect will be spud in early 
April, followed by a planned 3,500-meter well to explore the Luba prospect. 
The company said it signed all the major contracts for services and 
operational staff to execute the drilling program. Overall, Kulczyk expects to 
invest USD 20 mln in its Brunei operations in 2013.   Roman Dmytrenko: The 



drilling, if successful, would unlock significant value for Kulczyk‚Äôs 
shareholders by boosting reserves. According to the company‚Äôs most 
recent update, its net 2P reserves after royalties stood at 5.6 MMboe. RPS 
Energy Consultants, an independent engineering firm, reported a best 
estimate of 30 MMboe for unrisked prospective resources at Lukut Updip 
and 36 MMboe for Luba. 
92. Kyivstar cut staff by 18% in 2010-2011  
bne 
February 13, 2013 
 
JSC Kyivstar in 2010-2011 as part of its merger with Beeline Ukraine reduced the 
number of employees at the united company by 18%, HR Director Olena 
Kropivianska said, Interfax-Ukraine reported. 
 
According to her, nine months prior to the merger of the two companies the 
expansion of the staff was frozen, and the main criterion for optimization was the 
principle of keeping competence in the company. 
 
The transaction on the merger of OAO Vimpelcom with Ukraine's CJSC Kyivstar into a 
single holding company, Vimpelcom Ltd., was completed in April 2010. From autumn 
2010, the gradual unification of the companies' networks, subscriber base and 
personnel started. 
 
One of the merger stages was the optimization of staff. Kyivstar planned to reduce 
the number of employees from 6,500 to 5,300 people, according to Interfax-Ukraine. 
 
93. Naftogaz and Turkmengaz draft cooperation agreement 
bne 
February 13, 2013 
 
Ukrainian oil and gas concern Naftogaz Ukrainy and Turkmenistan's Turkmengaz plan 
to sign a memorandum of cooperation during Ukrainian President Viktor 
Yanukovych's visit to Ashgabat. 
 
"Cooperation between Turkmengaz and Naftogaz is necessary today in order to 
jointly work on new technologies," Ukrainian Ambassador to Turkmenistan and 
Afghanistan Valentyn Shevaliov said, Interfax-Ukraine reported. 
 
Yanukovych is making a state visit to Turkmenistan on February 12-14. 
Turkmenistan has the world's fourth largest gas reserves, Shevaliov said. "Today this 
gas not only needs to be extracted, but research must be conducted. Today there 
are a number of new technologies for stripping gas," he said. 
 
94. Northern Iron Ore pellet production drops by a third yoy in 
January Concorde Capital February 14, 2013  Northern Iron Ore (SGOK UK) 
produced 33.5% yoy fewer pellets in January, or 618 kt (+35% mom), 
while iron ore concentrate output slid 0.3% yoy to 1.3 mln tonnes (+11% 
mom). Another Metinvest iron ore producing subsidiary, Central Iron Ore 
(CGOK UK), improved pellet production 1% yoy (-7% mom) and 
concentrate output 9.4% yoy to 584 kt (+6.5% mom).   Roman Topolyuk: 
The steep yoy decline in pellet production can be explained by regular 
repairs at one of SGOK’s pelletizing machines, which the company runs 
approximately once a year for more than a month. We assume SGOK 



finalized these repairs in January and will restore pellet production in 
February. The next enterprise to reduce monthly pellet production to 
conduct repairs may be CGOK, subject to availability of funding approval 
from its parent company, Metinvest (METINV). Both iron ore producers have 
been aiming to sell more of their products beyond Metinvest in order to 
maintain flat output in the following quarters. 
95. Power plant coal stockpiles decline 9% mom in January Concorde 
Capital February 12, 2013  Coal stockpiles at Ukrainian thermal power 
plants fell 9% yoy to 5.21 mmt though remained 53% higher yoy as of end-
January, Interfax reported on Feb 12. The biggest decline occurred in the 
coffers of power plants that burn anthracite coal: -12% mom to 2.77 mmt 
(still 46% above year-ago levels).   Alexander Paraschiy: We see these 
statistics as slightly encouraging for Sadovaya Group (SGR PW), which 
produces anthracite coal and has had trouble supplying it to power plants 
since mid-autumn. With destocking in January and the relatively cold 
February, we see that demand for steam coal can recover this month to the 
benefit of small non-integrated miners like Sadovaya and Coal Energy (CLE 
PW). 
96. Ukraine Seeks Restoration of Direct Turkmen Gas Supplies 
RIA Novosti 
February 14, 2013 
 
Ukraine wants to restart direct natural gas deliveries from Turkmenistan, Ukrainian 
President Viktor Yanukovych said on Wednesday after talks with his Turkmen 
counterpart Gurbanguly Berdymukhamedov and signing of a memorandum of 
understanding to broaden oil and gas cooperation. 
 
Ukraine could join Turkmenistan in developing alternative gas supply routes both for 
domestic Ukrainian consumption and export to Europe, Yanukovych said. 
 
“I confirmed Ukraine’s interest in resuming natural gas supplies from Turkmenistan 
and readiness for closer cooperation in this field,” Yanukovych was quoted as saying 
by the Ukrainian UNIAN news agency. 
 
Ukrainian Energy and Coal Industry Minister Eduard Stavitsky, who was present at 
the talks in Ashgabat, said the agreement signed on Wednesday would help 
implement projects to deliver Turkmen gas to Europe. 
 
Turkmen gas could be delivered to Ukraine through a gas pipeline in northern 
Turkmenistan, Stavitsky said. 
 
Turkmenistan, which holds the world's fourth-largest gas reserves, supplied Ukraine 
with 36bn cubic meters of natural gas annually until 2006. Ukraine paid for that gas 
with cash and bartered for goods. Turkmenistan halted gas deliveries to Ukraine 
after a spat between the two ex-Soviet republics over gas prices and Ukraine’s 
failure to pay for Turkmen gas on time. 
 
Kiev has recently been trying to diversify its gas supply sources away from Russia 
because of a dispute with Moscow over pricing. Ukraine has in particular sought to 
alter the terms of a controversial gas deal it signed with Russia in 2009, which 
includes a "take-or-pay" clause committing it to buying set amounts of gas, and has 
pushed for both price and contracted volume cuts. 
 



Turkmenistan currently supplies the bulk of its gas to Russia's Gazprom, which sells 
it on to third parties, under a 25-year deal signed in 2003. In December 2009, 
Gazprom Export and Turkmengaz signed amendments to that long-term gas 
purchase and sale contract. The price Gazprom paid Ashgabat for its gas was set by 
the same amendment, and since January 1, 2010 the gas price has been calculated 
under a formula linked to gasoline product prices, according to Gazprom. 
 
A new arrangement with Kiev would allow Ukraine to buy spare Turkmen gas 
resulting from falling demand from Gazprom, which has in turn recently experienced 
falling demand from its main European customers. 
 
97. Ukraine steel production surges 9% mom in January, up 1% 
yoy Concorde Capital February 12, 2013  Ukrainian steel makers 
manufactured 2.8 mmt of steel in January, which is 1% higher yoy and a 
9% jump mom. Among the strongest advancers were Alchevsk Steel (ALMK 
UK), increasing steel output 22.9% yoy and 8% mom to 399 kt. Production 
at Azovstal (AZST UK) rebounded 15% mom to 390 kt (-1% yoy). Steel 
output by Yenakiieve Steel (ENMZ UK) surged 34% mom (-1% yoy) to 244 
kt. The January operating results for Illich Steel (MMKI UK) improved 6% 
mom to 436 kt (-5% yoy). The sector intends to smelt 2.54 mmt of steel in 
February (-8% mom in monthly, -1% mom in daily terms), according to 
preliminary plans announced by the Metallurgprom industry association in 
mid-January.   Roman Topolyuk: Steel output in January came in 3% more 
than the industry association had previously forecasted, and much better 
than our conservative expectations. Thus, Ukrainian producers improved 
their steelmaking capacity load to 76% in January from 70% in December. 
The industry performance would have been even better if the non-listed 
Donetsk Electrometallurgical Steel Works, a subsidiary of Russian company 
Mechel, didn’t remain idle in January (2% of Ukraine’s total production in 
2012) due to problems with raw material supplies and finished product 
sales.   The construction finished steel market subsegment got worse by the 
year’s end, partly reflected in a price correction that we estimate was 
seasonal (average rebar prices in December slid 2% mom to USD 585/t). 
ArcelorMittal Kryvy Rih, the largest Ukrainian steelmaking enterprise that 
also produces construction steel, underwent a 2% mom production decline 
as well. The bright exception in the subsegment was Yenakiieve Steel, 
which spent December with a rare low capacity utilization, but recovered its 
output in January.   On the contrary, prices for slabs (semi-product for flat 
steel) surged 10% mom in December to USD 493/t and prices for hot rolled 
coil rose 2% mom to USD 522/t. This helped flat steel producers – including 
Azovstal, Alchevsk Steel and Illich Steel – to declare a 10-23% mom 
increase in sales, triggering production growth. 
98. Ukraine to create incentives for development of IT sector 
bne 
February 13, 2013 
 
The Ukrainian government will create incentives for the development of the IT 
sector, Ukrainian Prime Minister Mykola Azarov said at a meeting with 
representatives of Ukrainian IT companies. 
 
A corresponding draft law has been registered in parliament. 
 



"I think that after its adoption, companies that operate in this area will have very 
serious incentives to legalize all their volumes and actually give up using shadow 
schemes," Azarov said, cited by Interfax-Ukraine. 
 
99. Ukraine ups beer exports by 15.3% in January, imports by 16.7% 
bne 
February 11, 2013 
 
Ukraine in January 2013 exported 1.58m deciliters of beer, which is 15.3% up on 
January 2012, according to the State Customs Service of Ukraine, Interfax-Ukraine 
reported. 
 
According to the service, in monetary terms, beer exports last year grew from 
$4.22m in January 2012 to $4.86m. 
 
In January 2013, Ukraine imported 210,000 deciliters of beer, which is 16.7% up on 
January 2012. In monetary terms, beer imports last year grew by 44.25%, to 
$1.74m. 
 
According to the State Customs Service, Ukraine in 2012 exported 31.5m decaliters 
of beer, which is 12.7% up on 2011. In 2012, Ukraine imported 5m dal of beer, 
which is 9.2% up on 2011. 
 
100. Ukrnafta reports 9% yoy oil output decline in January Concorde 
Capital February 14, 2013  Ukrnafta’s (UNAF UK) oil output fell 9% yoy to 
156.1 kt in January 2013, Interfax reported on Feb. 13. The company’s 
natural gas production fell 5.8% yoy to 163 mcm in January, while gas 
condensate output declined 4.2% yoy to 16.9 kt for the period.   Roman 
Dmytrenko: Despite the overall multiyear trend in the company’s declining 
output, we note that it might be reversing: the company’s average daily oil 
output slid only 1.7% mom in January vs. a 6.7% mom drop in December, 
while average daily gas production grew 4.6% last month vs. a 12.7% mom 
decline in December. Nevertheless, we still do not expect Ukrnafta to ramp 
up its production in the foreseeable future due to a lack of high-quality new 
oil wells. But we believe fracking – which boosted the company’s daily oil 
output to its two-year high in September – might allow Ukrnafta to achieve 
flat yoy oil output in 2013. 
101. Ukrtransnafta posts UAH142.6m in net profit in 2012 under IFRS 
bne 
February 12, 2013 
 
Public joint-stock company Ukrtransnafta, a monopolist in oil transportation in the 
country, in 2012 saw UAH142.615m in net profit under IFRS, company reported 
according to Interfax-Ukraine. 
 
The net revenue over the period reached UAH2.237bn and gross profit stood at 
UAH429.517m. 
 
In the fourth quarter of 2012, Ukrtransnafta saw UAH80.475m in net loss under 
IFRS, its net revenue came to UAH658.365m and gross profit totaled UAH114.76m. 
 
According to the report, in 2012, the company cut oil pumping by 31.7% or 7.994m 
tonnes compared to 2011, to 17.208m tonnes. Oil transit last year shrank by 18.1% 



or 2.314m, to 14.557m tonnes, and oil shipments to Ukrainian oil refineries was 
down by 64.3% or 4.78m tonnes, to 2.651m tonnes. 
 
102. Volyn-Cement's net profit plunges 4.6 times in 2012 bne February 15, 
2013  Volyn-Cement, part of Dyckerhoff AG (Germany), in 2012 cut its net 
profit by 4.6 times on 2011, to UAH4.02m, reads a company report, cited by 
Interfax-Ukraine.  The report says that its assets were up by 4.9% in 2012, 
to UAH1.23bn.  Its undistributed profit rose by 1%, to UAH390,000, its 
short-term liabilities climbed by 31.9%, to UAH170m, and its long-term 
liabilities grew by 2.3%, to UAH640m.  Its total bills receivable narrowed by 
41.6%, to UAH94.6m.  The number of employees contracted from 825 in 
late 2011 to 796 in late 2012.  
 

KAZAKH INVESTMENT 
103. Kazakhstan adopts $20bn agriculture development programme  
bne 
February 13, 2013 
 
The Kazakh government has backed plans for a KZT3.1trn ($20bn) programme to 
develop the agricultural sector between 2013 and 2020.  
 
The plan was approved at a cabinet meeting on February 12. In addition to the 
government’s planned spending of KZT3.1trn, carrying out the programme will 
require over KZT10trn in private funding.  
 
Of the total funding, 75% will be used to improve the availability of agricultural 
goods and services, 14% to develop agricultural production and 10% on financial 
tools, Interfax Kazakhstan reports.  
 
The financial aspect will include the introduction of tools such as loan guarantee and 
insurance, investment subsidy schemes, subsidized loans and lease schemes and 
funding through Kazakhstan’s commercial banks.  
 
The programme is aimed at boosting Kazakhstan’s agricultural production to 1.5 
times its current level, and increasing export revenues by 20%. Astana also wants to 
increase food security within Kazakhstan, by enabling domestic food producers to 
supply 80% of total demand.  
 
Kazakhstan’s agricultural production slumped in the 1990s, but has since steadily 
recovered, with a record wheat harvest achieved in 2011. Investments have also 
been made into other areas including heated greenhouses to grow fruit and 
vegetables in winter, and imports of breeding cattle and other livestock.  
 
104. Kazakhstan increases car production  
bne 
February 14, 2013  
 
Several new car assembly and production lines have been opened in Kazakhstan in 
recent years. The market has the potential to triple in size to 300,000 cars a year, 
Kazakhstan’s Minister of Industry and New Technologies Asset Isekeshev said 
February 13. 
 



Within the last three years, firms mainly in Ust-Kamenogorsk and Kostanai have 
launched production of more than 50 car models. Other companies have started 
producing buses and other vehicles, Isekeshev told a press conference after signing 
a memorandum of understanding between the Kazakh government and Toyota Motor 
Corporation.  
 
The Japanese company plans to start assembly of Toyota Fortuner off-road cars at 
SaryarkaAvtoProm in Kostanai, northwest Kazakhstan.  
 
"Overall, last year Kazakhstan sold about 100,000 new cars, 20% of which were 
assembled in Kazakhstan. The future potential of the car market is estimated at 
300,000 per year," Interfax Kazakhstan quotes Isekeshev as saying. 
 
"The Kazakh government is making an effort to attract large automobile 
manufacturers with the most advanced technology and management to help create 
new production lines in Kazakhstan and train local personnel,” Isekeshev added.  
 
105. Kazakhstan to invest $3.7bn in Karachaganak gas processing plant 
bne 
February 13, 2013  
 
Kazakhstan is to invest $3.7bn into a gas processing plant at the Karachaganak gas 
condensate field, close to Kazakhstan’s border with Russia.  
 
State oil and gas company KazmunaiGas announced the plans several months after 
buying a 10% stake in Karachaganak Petroleum Operating B.V. (KPO), the 
consortium developing the field, in 2012.  
 
“Kazakhstan plans to invest $3.7 billion into the gas processing plant in 
Karachaganak field that is being developed by the consortium operated by British BG 
Group. The country strives to provide fuel for its domestic market,” KMG told 
Bloomberg.  
 
“The plant will work to meet the needs of the country’s capital, Astana, and the 
northern regions starting from 2017.” 
 
By 2012, the plant may increase as much as 5 billion cubic metre of gas - more than 
half the amount consumed in the whole of Kazakhstan in 2011.  
 
106. Kazakhstan to set up grain holding company 
bne 
February 15, 2013  
 
The Kazakh government has announced plans to set up a centralised grain holding 
company.  
 
The new company will be based at the premises of Food Contract Corporation, which 
is part of the KazAgro state agricultural holding company, Deputy Agriculture 
Minister Muslim Umiryaev announced February 14.  
 
"At the request of the head of state, the Ministry has developed the concept of 
creating a single grain holding on the site of Food Corporation. The concept will be 



reviewed at the State Commission for Economic Modernization tomorrow," Umiryaev 
told a parliament session, Interfax Kazakhstan reports.  
 
The holding company’s role will be to consolidate grain producers and small and 
media farming companies, according to the ministry.  
 
107. Max Petroleum spuds at Zhana Makat 
Visor Capital  
February 11, 2013  
 
Impact: NEUTRAL 
 
Facts/News. Last Friday (8 February), Max Petroleum announced the commencement 
of drilling a ZMA-A20 development well in the Zhana Makat Field. The total planned 
depth of the well is 918m. The Company drilling using Zhanros Drilling's ZJ-20 rig. 
 
Analysis. The development drilling is in line with previous drilling schedule 
announced by the Company. 
 
Valuation/Conclusion. We do not expect any share impact from the news. Max is 
traded on US$0.2/bbl of P50 risked resources, which is below its peers average 
multiple of US$1.1/bbl. We maintain our BUY rating following the recent successful 
debt restructuring and based on the value of the shallow portfolio. 
 
Zhanar Nazkhanova 
Dominic Lewenz 
 
108. Roxi Petroleum secures first tranche of the US$40m equity funding 
Visor Capital  
February 12, 2013  
 
Impact: POSITIVE 
 
Facts/News. Under the US$40m equity funding announcement on 15 January 2013, 
Roxi announced that the first US$10m was granted to the Company by Mr. Kairat 
Satylganov in exchange for 84m new (GBp7.4/sh) Roxi shares. the shares will be 
admitted to the  trading on AIM on 18 February. Following completion of the share 
issue, Mr. Satylganov will hold 12% of the enlarged share base. 
 
Roxi also announced that Mr. Satylganov was appointed as the Company CFO. 
 
Analysis. The first tranche of US$10m was expected by 31 January, whilst as the 
share issue price is significantly at premium to the current share price, we could 
expect some temporary share volatility. If Mr. Satylganov to issue in full remaining 
US$30m funding in exchange for shares, he would hold up to 36% of the total 
enlarged share base. 
 
Valuation/Conclusion. While the funding was expected, the issue of new shares at a 
55% premium would have a positive share impact. Roxi is traded on US$1.2/bbl of 
P50 risked resources, which is slightly above of its peers’ average of US$1.0/bbl. We 
maintain our SELL rating since we are not confident in the Company’s ability to 
achieve commerciality of its assets. 
 



Zhanar Nazkhanova 
Dominic Lewenz 
 
109. Statoil abandons its Kazakh offshore project 
Visor Capital  
February 14, 2013  
 
Impact: NEUTRAL 
 
Earlier this week, NC KazMunaiGas announced that a month ago, Statoil, its strategic 
partner in the Abai project, has made the decision to leave the Kazakh offshore block 
in the Caspian Sea. Initial negotiations to start exploration began in 2006. The Abai 
deposit was estimated to have 387m tonnes (2.9bn bbls) of resources. We believe 
that the news has no significant impact on the sector; however, losing a big oil 
partner could delay the development of this block, in our view. 
 
Gaukhar Zaitbekova 
Dominic Lewenz  
 

CENTRAL ASIA INVESTMENT 
110. Korean consortium to modernise Uzbekistan’s Talimarjan power plant  
bne 
February 14, 2013  
 
A South Korean consortium comprising Daewoo International and Hyundai E&C has 
won the tender to modernise Talimarjan, one of Uzbekistan’s largest power plant.  
 
Tashkent is planning a $1.28bn modernisation of the gas-fired power station, to be 
funded from the state owned Fund for Reconstruction and Development of 
Uzbekistan and international financial institutions.  
 
The new project will see the installation of two additional combined cycle gas turbine 
(CCGT) units, adding around 800MW of generation capacity to the existing plant, and 
creating the first CCGT power plant in Central Asia. The new power plant will 
considerably cut wastage of Uzbekistan’s natural gas.  
 
Modernisation of the power plant will help Uzbekistan improve energy security. The 
power plant is located in the Kashkardarya region. In addition to other businesses 
and households in the region, it is the supplier of power to the Navoi free industrial 
zone, a flagship project of the Uzbek government, and Navoi international airport, 
which is being developed as a cargo transit hub.  
 
Tashkent also wants to produce additional electricity for export to other countries in 
the region, in particular Afghanistan.  
 
Plans to modernise and expand the Talimarjan power plant were first developed 
while Uzbekistan was part of the Soviet era. They were put on hold in the early years 
of independence but revived in the 2000s with the support from international 
financial institutions.  
 
The Asian Development Bank is planning to provide $350m to support the project, 
with a further $300m from the Japan International Cooperation Agency (JICA) and 



$200m from the Fund for Reconstruction and Development of Uzbekistan, Trend 
reports.  
 
The winning consortium was among six bidders shortlisted to modernise the plant. 
Other firms on the shortlist included a consortium comprising the construction 
division of Samsung Construction and Trading  and Japan’s Mitsui, a second 
consortium of Lotte E&C and Japan’s Sumitomo Corporation and three Spanish 
consortiums, according to MK Business News.  
 
111. Ukraine, Turkmenistan launch joint infrastructure projects  
bne 
February 15, 2013  
 
Several infrastructure projects being carried out by Ukrainian construction companies 
in Turkemnistan were launched on February 14, the day after the presidents of the 
two countries reached a tentative agreement on resuming exports of Turkmen 
natural gas to Ukraine.  
 
Ukraine’s President Viktor Yanukovych who was on a three day visit to Turkmenistan, 
and his Turkmen counterpart Gurbanguly Berdimuhamedov attended a ceremony to 
launch the construction of new road and rail bridges across the Amu Darya river in 
the Turkmenabat region. Both bridges are being built by Ukraine's Altcom Road 
Construction.  
 
The Ukrainian company has already completed construction of another road bridge 
across the Amu Darya between the towns of Atamurat and Kerkichi, which was 
formally opened on February 14. Altcom started building the 1.4 kilometre long 
bridge in 2010.  
 
Yanukovych said that the infrastructure being built by Ukrainian companies in 
Turkmenistan will “last for generations”, the Ukrainian presidential press service 
reports. Although Ukraine is profiting from the projects, they will give Turkmenistan 
new facilities that will last for a long time, Yanukovych said at a meeting with 
Berdymukahmedov.  
 
On February 13, the two presidents reached agreement on the resumption of natural 
gas exports to Turkmenistan, which - if they go ahead - will help Ukraine to diversify 
its energy imports and reduce dependence on Russia.  
 
Turkmenistan was exporting 36 billion cubic metres of gas to Ukraine a year until 
2006, receiving both cash and goods in return, Kyiv Post reports.  
 
However, for exports to restart, approval from two transit states, Kazakhstan and 
Russia, will be required. While Kazakhstani approval is expected, Kyiv may fund it 
more difficult to get approval from Russia.  
 
112. China to Build Uzbekistan Pharmaceutical Plants 
RIA Novosti 
February 11, 2013  
 
Uzbekistan’s State Joint Stock Concern Uzfarmprom has signed deals with Chinese 
companies to build pharmaceutical enterprises in the Tashkent region worth a total 
$26.8 million, an Uzfarmprom representative said on Friday. 



 
Huaian Rich International will build an ethanol manufacturing factory with capacity of 
500,000 decaliters a year, as well as a bottle-cap making facility. Investment will 
total $12.8 million. 
 
Kunmin Pharmaceutical will build a bronchopulmonary medication factory with 
capacity of 2 million doses, with investment of $14 million. 
 
All the enterprises will be located in the Angren special industrial zone, set up last 
year, which has a special customs and tax regime. 
 
113. EDB to fund infrastructure investments in Tajikistan  
bne 
February 13, 2013 
 
The Eurasian Development Bank (EDB) is planning several investments in Tajikistan, 
including some through a partnership with the Kazakh-Tajik direct investment fund.  
 
The bank will provide $130m soft loan to Tajikistan to fund infrastructure projects in 
the Central Asian country. The loan was agreed during EDB chairman Igor 
Finogenov’s visit to Dushanbe at a meeting with Tajik President Emomali Rahmon on 
February 12.  
 
The EDB may also finance projects in the energy, agriculture and processing, 
construction and tourism sectors in Tajikistan.  
 
The EDB has signed a memorandum of understanding and cooperation with the 
Kazakh-Tajik direct investment fund, set up by the governments of the two 
countries. The EDB and the KTDIF plan to launch a strategic partnership to jointly 
carry out effective projects in Tajikistan.  
 
In particular, they are interested in cofinancing a cement plant in Khujend, with 
capacity of 500 tonnes of cement a year, Avesta reports. "Joint implementation of 
this project will meet the demand for high-quality Portland cement, the most popular 
in the domestic market of Tajikistan. In the event the Bank's decision to participate 
in this project, the amount of investment EDB could be worth $48m," said , EDB 
deputy chairman Kanat Dosmukametov after the signing ceremony.  
114. India gives GAIL go ahead to invest in TAPI pipeline project 
bne 
February 11, 2013  
 
The Indian cabinet has voted to allow state owned oil and gas company GAIL to 
invest in the planned Turkmenistan-Afghanistan-Pakistan-India gas pipeline.  
 
GAIL India will make an initial investment of $5m into the special purpose vehicle set 
up to carry out the project, which will carry gas from Turkmenistan to southern Asia, 
according to reports in the Indian press.  
 
In September 2012, the four governments agreed to a Turkmen proposal to set up 
the company with shared capital of $20m to carry out a feasibility study and design 
the pipeline.  
 



The four TAPI participating states are aiming to start construction of the pipeline, 
which was first proposed in 2006, by the end of this year. Ashgabat says that the 
Turkmen section of the pipeline can be completed by three years.  
 
Agreements have already been signed on the volume and pricing of gas to be 
exported. Turkmenistan will supply a total of 33 billion cubic metres (bcm) of natural 
gas through TAPI, of which India and Pakistan will each receive 14 bcm and 
Afghanistan the remaining 5 bcm. 
 
In January 2013, government officials from Turkmenistan and India agreed to "fast 
track" the project to ensure that construction of the pipeline goes ahead quickly. The 
participants home to commission the pipeline by 2018, to help meet the growing 
demand for energy in India and Pakistan, although the security situation in 
Afghanistan is a continuing obstacle to starting construction.   Part of the pipeline's 
cost - estimated at up to $12bn - will be footed by the four participating countries 
and the Asian Development Bank (ADB). A series of roadshows were launched in 
autumn 2012 to raise finance for the project, with Turkmen officials saying that 
international companies including Chevron, Exxon Mobil, BP, BG Group, RWE and 
Petronas had expressed an interest.   
115. Kyrgyzstan to launch single window for mining investors  
bne 
February 15, 2013  
 
Kyrgyzstan’s State Agency for Geology and Mineral Resources has announced plans 
to launch a “single window” service for foreign investors to obtain mining permits.  
 
The agency’s head Ishimbay Chunuev said February 14 that foreign investors should 
be able to obtain all necessary permits from a single agency.  
 
"Implementation of this project was planned in 2008, but has not been 
implemented," state news agency Kabar quotes Chunuev as saying. 
 
116. New private airline to launch in Tajikistan  
bne 
February 15, 2013  
 
A new private carrier is expected to be launched in Tajikistan, where two private 
players - Somon Air and East Air - currently compete with state-owned Tajik Air.  
 
Asian Express Airline is expected to be set up in spring 2013, according to the 
Ministry of Transport’s main civil aviation department, Asia Plus reports.  
 
The airline is being set up by a group of Tajik and foreign citizens. The company 
Asian Express Airline was founded in 2007 and has been registered with the 
Internatinal civil Aviation Organisation (ICAO).  
 
It has already invested in AVRO BAe RJ85 and RJ 100 for flights within Tajikistan and 
to neighbouring countries, as well as Airbus A320s for longer-haul flights to Russia, 
Europe and the UAE. 
  
Tajikistan's national carrier Tajik Air appears to be feeling the pinch since the 
country's aviation market was opened up to private competitors. The state carrier 



announced in January 2013 that it has suspended unprofitable international flights 
and plans a large-scale restructuring which will see around 30% of its stall laid off.   
 

EURASIA INVESTMENT 
117. Trans-Caspian pipeline not technically difficult - Socar VP  
bne 
February 13, 2013  
 
Construction of a gas pipeline under the Caspian Sea will not be technically difficult, 
a high level executive at the State Oil Company of the Azerbaijan Republic (Socar) 
said February 12. Construction of the pipeline could go ahead as soon as 
Turkmenistan and the EU reach agreement on gas deliveries.  
 
Socar vice president Elshad Nasirov told a European parliament committee that 
Azerbaijan’s Caspian fleet can build around 100 kilometres of the 300 kilometre 
pipeline linking Azerbaijan and Turkmenistan within a year.  
 
For construction to go ahead, Turkmenistan and the EU would have to sign a gas 
sales contract, and both Russia and Iran - two Caspian littoral countries opposed to 
the project - will also have to give their approval.  
 
"Implementation of this project will make Azerbaijan not only a supplier of gas, but a 
transit country. This is a very ambitious project for the EU," Nasirov told journalists.  
 
Earlier in February, Azerbaijan’s Industry and Energy Minister Natik Aliyev said that 
the pipeline could cost between $1bn and $1.2bn.  
 
118. Armenia boosts power production  
bne 
February 15, 2013  
 
Armenia increased electricity production by 8.1% year-on-year in 2012, producing a 
total of 8bln kWh during the year, according to the national statistical service.  
 
The increase was due to higher electricity generation at thermal power plants, which 
produced a total of 3.4 billion kWh, 42.3% higher than in 2011, Arka reported.  
 
Meanwhile, hydropower generation was down 6.4% to 2.3 billion kWh, and electricity 
generated by nuclear power fell 9.3% to 2.3 billion kWh.  
 
As of 2012, Armenia generated 41.9% of its electricity from thermal power plants, 
29.2% from hydropower and 28.7% from nuclear power. Armenia also generated 2.1 
million kWh of wind power, down 30% year-on-year.  
 
119. Azerbaijan launches first communications satellite  
bne 
February 11, 2013  
 
Azerbaijan’s first telecommunications satellite, Azerspace-1, was launched on 
February 8. The head of Azerbaijan’s state border service, Elchin Guliyev, announced 
February 9 that the launch had been successful. Azerspace-1 was launched from 



Kuru airport by French Arianespace, from the rocket launcher Ariane-5ECA, News.Az 
reports.  
120. Azerbaijan’s Socar close to financing deal for Turkish refinery  
bne 
February 15, 2013  
 
The State Oil Company of the Republic of Azerbaijan (Socar) is close to signing a 
financing deal for its refinery at Aliaga in western Turkey.  
 
Socar is expected to sign a preliminary deal with a banking consortium to raise 
money for the refinery within one month, the chairman of Socar’s Turkish subsidiary 
Kenan Yavuz said in an interview with Reuters.  
 
"Excluding financing costs, the total cost of the refinery financing will be $4 billion. 
Of that we will provide $1.9 billion from our own equity," Yavuz told the newswire.  
 
In 2013, Socar plans to provide $800m for the refinery, where it has already 
invested $200m from its own resources.  
  
121. Azeri minister appears to endorse TAP as route for Shah Deniz gas  
bne 
February 15, 2013  
 
Azerbaijan hopes the Trans Adriatic Pipeline (TAP) will make “strong and competitive 
enough” case to be selected as the route to transport gas from the Shah Deniz field 
from Turkey to Europe, Azerbaijan’s Deputy Industry and Energy Minister 
Gulmammad Javadov has said. 
 
TAP is competing with the Nabucco West pipeline to transport gas from the Turkish 
border to Europe when the second phase development of Shah Deniz begins. A 
decision on which of the two planned pipelines will be used is due to be made in mid 
2013.  
 
An inter-governmental agreement on the TAP project was signed by ministers from 
Albania, Greece and Italy in Athens on February 13.  
 
The proposed TAP pipeline will run from the Turkish border via Greece and Albania to 
Italy. It is being developed by Statoil, EON Ruhrgas and EGL.  
 
After the agreement was signed, Javadov that he hoped TAP’s proposal, due to be 
submitted to members of the international consortium developing Shah Deniz would 
be “strong and competitive enough”, Bloomberg reported.  
 
“TAP was always technically good, financially robust and feasible and today’s 
agreement gives a strong political and legal foundation to TAP and a good chance to 
be part of the southern gas corridor project,” Javadov said. 
 
122. Mongolia News Update - No update on Rio vs. Government issue, Orix 
participation in Mongolia could be more significant than appears.  
Monet Capital  
February 15, 2013  
 



As business resumes after the Lunar new year holidays (Tsagaan Sar), there has not 
been much in terms of resolution on the conflict between Rio and the government. 
Investors are still waiting with baited breath to see which way the issue will swing 
once talks begin. 
 
With Orix announcing participation in Mongolia based private equity fund “The 
Mongolia Opportunities Fund”, shows the Japanese based financial giant is 
undeterred by the recent spate of negative news coming out of Mongolia. They are 
reported to be investing approximately USD 50 million, which being a relatively small 
investment for the finance giant, could mean they are just testing the waters at the 
moment. 
 
It is also said that they are intending to acquire shares in one of the big 4 banks in 
Mongolia. The banking sector is classed as a strategic sector and investors would be 
interested to see how this deal gets executed as it could lay down the path for 
further investments in the strategic sector. 
 
Vidor Jain  
 

SOUTHEAST INVESTMENT 
123. France ready to remove veto on one Turkish EU accession chapter  
Erste 
February 13, 2013 
 
France is ready to remove its veto on one of the five chapters that it had blocked 
during Turkey's accession talks with the EU. Turkey must open and close 35 chapters 
to be entitled for EU membership and Turkey, although initiating the negotiations in 
2005, has completed only one chapter to date. France vetoed five chapters during 
Sarkozy's presidency, yet his successor Hollande softened the bad blood by signaling 
that political and economic criteria would determine Turkey's membership rather 
than completely resisting Turkey's membership on ideological grounds. Turkey, 
meanwhile, has been showing sympathy to other multinational organizations due to 
the fizzling EU accession process. In June 2012, the Shanghai Cooperation 
Organization (SOC) approved Turkey's Dialogue Partner status, which was followed 
by PM Erdogan's idea to join the SOC and forget about the EU. This was perceived as 
a threat to the EU community to accelerate the membership process.  
 
124. Fuel oil and drug smuggling doubles in 2012: Turkish minister 
Hurriyet Daily News 
February 11, 2013 
 
The amount of smuggled fuel oil and drugs that state officials seized in 2012 surged 
2.5 times compared to the previous year, Customs and Trade Minister Hayati Yazıcı 
has said. 
 
"Some 60.6 million Turkish Liras worth of drugs were seized in 2011 while the 
amount rose to 151.7 million liras in 2012. Likewise, smuggled fuel oil that was 
seized increased from 53.8 million liras to 113 million liras," the minister said. 
 
Smuggling cases totaling 743.7 million liras were revealed last year, with 151.7 
million liras of them drug smuggling and the remaining 592 million liras the 
smuggling of commercial goods including fuel oil, electronic products and textiles. 



 
Yazıcı said that the increase in the number of confiscated smuggled products was 
due to the state's updated methods in combating smuggling. It moved away from 
physical checks, which are a waste of time, money and human resources, and 
adapted more scientific methods instead, he explained. "We set up vehicle and 
container surveillance systems, nuclear goods detectors, satellite tracking systems, 
flexible boats and plate identification systems. We will also enhance gate security 
soon."  
 
While the technological developments have eased the detection and inspection of 
smuggling for the state, the amount of smuggled electronic products have increased 
from previous years, with 1.8 million electronic goods amounting to 105.2 million 
liras confiscated last year, Yazıcı said. 
 
The value of smuggled textiles also rose in 2012, hitting 66.6 million liras, cigarettes 
rose to 26 million liras and alcoholic beverages to 5 million liras. 
 
Some 700 vehicles, including ships, trailer trucks and cars, worth 52.6 million liras 
that were used for smuggling have been also seized in the operations. 
 
125. German DIY chain Praktiker shutting up shop in Turkey bne February 
12, 2013 
  Investors in sectors like banking may be clamoring to grab a slice of the rapidly 
growing Turkish economy, but German do-it-yourself chain Praktiker is shutting up 
shop and withdrawing from the country, it announced on February 11.   After failing 
to offload the nine stores it operates in Turkey, the company said that local unit 
Praktiker Yapi Marketleri has filed an application for managed insolvency 
proceedings.  "We cannot afford a persistent loss-maker like Turkey. We made 
intensive efforts to sell our Turkish subsidiary but could not reach an agreement that 
was economically acceptable for us. That is why we now have to take this route to 
end this loss-making commitment in the interest of securing the continued existence 
of the Group as a whole," said CEO Armin Burger in a statement.  Assuming the 
court accepts the application, the store portfolio is to be divested wholly or in part to 
a third party according to a restructuring plan, and the inventories are to be sold off. 
The management of Praktiker's Turkish subsidiary will implement the plan under 
state supervision.  "In the course of the winding down of business, Praktiker in 
Turkey will try to find the best possible individual solutions for suppliers and lessors 
and seek to avoid job losses for the employees wherever possible, or handle them in 
a socially acceptable way," the statement promised.  Germany's biggest DIY store 
operator entered the Turkish market in 1997, building its chain to total 10 outlets in 
cities including Istanbul, Ankara, Izmir, and Adana.  
Burger insists that Praktiker should manage to improve profitability in all other 
countries in which it runs stores by adjusting structures and processes and by further 
curbing costs. 
126. Mayor promises cable car over Istanbul's Bosphorus 
Hurriyet Daily News 
February 14, 2013 
 
A cable car across the Bosphorus main soon may become a reality as part of a plan 
to extend Istanbul's public transportation network throughout the city 
 
The Istanbul mayor has revealed an assertive transportation plan that includes an 
exceptional cable car line over Istanbul's Bosphorus. In addition to the new cable 



car, passengers will be able to pass onto "metrobus" stations that run between the 
two sides of Istanbul, forming a huge net of land transportation.  
 
The plan also includes a 16-station subway line from Üsküdar to Sancaktepe on the 
Asian side of the city.  
 
Mayor Kadir Topba_ told journalists on Feb. 12 that the line would then connect to 
Mecidiyeköy on the European side through a cable car line.  
 
Construction work on the Üsküdar-Sancaktepe subway line began Feb. 12 with a 
ceremony attended by Topba_. A special team aims to dig a record 22 meters daily, 
before the line opens to public use in 38 months. The line is expected to be used by 
58,000 people hourly, and around 700,000 daily.  
 
New subway line 
 
The line will constitute the second subway line on the Asian side, complementing the 
Kadıköy-Kartal line that was completed in 45 months. If the planned 38 month target 
is achieved, the municipality will be breaking another record, Topba_ said.  
 
After the work is completed it is predicted that a trip from Ümraniye to Taksim will 
take 44 minutes, while it will take 71 minutes to reach Atatürk Airport.  
 
Topba_ previously described the project, which is officially calculated to cost 564 
million euros, as "history in the making."  
 
"There are no other municipalities in the world that build their own subway lines," 
Topba_ said. "We are building our own. By 2016, 7 million people will be using the 
railways, which the Üsküdar-Çekmeköy line will be a part of." The second part of the 
project, the cable car line, will stretch from Altunizade to Mecidiyeköy. Details of the 
project remain unknown, though it set to start once a certain stage is reached in the 
building of the subway line.  
 
Topba_ said the cable car line would carry touristic value as well as pragmatic value.  
 
"Someone coming from Çekmeköy will be able to cross over to Mecidiyeköy through 
this tramway line," Topba_ said. "These aren't dreams."  
 
However, the plans for the Bosphorus cable car project are still in the early stages 
and no concrete plans have yet been generated, the municipality's press advisor 
Selçuk Fıçıcı told the Daily News on the phone yesterday. "These are just preliminary 
ideas," Fıçıcı said. "We will start working on them." 
 
127. Romania unblocks shale gas exploration 
OSW 
February 15, 2013 
 
In recent weeks the Romanian government sent signals announcing changes in its 
approach to the exploration and extraction of unconventional gas deposits. Prime 
Minister Victor Ponta has begun to talk in positive terms about shale gas in the press 
and in his government's agenda—the exploration for shale gas deposits has been 
recognised as a priority of energy policy.The ruling Social Liberal Union (USL) has not 
either returned to the idea of a moratorium on the exploration for shale gas which it 



declared on coming to power in May 2012, nor did it decide to prolong the 
moratorium after it expired in December.?Preparations for explorations have also 
been resumed. Towards the end of January the Vaslui (north-eastern Romania) local 
government granted a license to the American company Chevron, enabling it to 
begin work in the  area covered by its licence. The Vaslui local government had thus 
far refused to grant administrative permits to Chevron, explaining that it was 
because there was a moratorium in force. Besides Chevron more than ten other 
companies which have licenses for exploring for hydrocarbons in Romania, including 
Romgaz, MOL, East-West Petroleum and Zeta Petroleum, have expressed their 
interest in shale gas.? ?  
 
Commentary 
 
The discussion within USL about whether the moratorium was well-founded began 
immediately after it was declared since the parliamentary majority did not decide to 
introduce the moratorium into legislation (it came into force de facto, not de iure). 
The withdrawal from the moratorium was postponed until the parliamentary election 
in December 2012 as the USL's objective was to obtain a constitutional majority in 
parliament. It therefore avoided raising controversial issues in the public sphere. The 
willingness to improve relations with the US may also have had an impact on the 
change in the government's position to shale gas. These relations became tense due 
to the crisis over the president's impeachment in summer 2012 (the US criticised the 
Ponta government for a controversial attempt to remove the president from power). 
The active involvement of representatives of the mining industry was probably an 
additional factor—these started appearing in the media with positive statements 
about shale gas immediately after the introduction of the moratorium. 
 
The shift in the government's position on shale gas also results from the low level of 
interest which society expresses in this issue and a growing lobbying from energy 
companies for the exploration and extraction of unconventional gas deposits. Local 
referendums held in parallel with the parliamentary election in the districts where 
demonstrations against shale gas exploration were organised turned out to be a 
failure due to poor turnout. 
 
Despite the government's declarations as to the priority importance of shale gas, it 
should not be expected that investors will now suddenly be arriving in the country in 
droves. Romania still does not have reliable estimates of the volume of the deposits 
and the regulations in force are seen as being insufficiently transparent, and 
unstable. Furthermore, the Ponta government introduced additional taxes for the 
energy industry from the beginning of February, including increased taxes for gas 
producers. The government has also announced a review of the conditions of the 
exploration and extraction licenses, which has led to uncertainty among investors. 
Romania's return to shale gas is important political signal as it is the second country 
after the UK which has shed its initial doubts over shale gas. 
 
128. Tofas to launch production of two new cars 
Erste 
February 11, 2013 
 
According to the local media, Tofas CEO Kamil Basaran said that they are planning to 
produce two new passenger cars in Turkey, of which one will be positioned in the B 
segment and the other in the C segment. 
 



Projects are expected to be approved until July and following the approval, 
production capacity will increase to 400,000 units. The vehicles will be produced 
based on the production platform of Viaggio and are expected to be on the roads in 
2015. As had been the case for the Doblo and Minicargo projects, Tofas will have the 
intellectual property rights for these vehicles. 
 
129. Turkey Statistics Revisions Improve Tourism Income by $6 Billion 
Tim Ash, Standard Bank 
February 14, 2013 
 
Every little helps, as they say, with Turkstat indicating that this could cut USD2.2bn 
from the current account deficit in 2012, i.e. reducing it to USD46.6bn. 
 
Maybe I am missing something though, as tourism debits only increase marginally, 
so the net benefit is USD5.5bn, and this reduces errors and ommissions, 
presumably, which were only USD4bn anyway in 2012, falling from USD11.6bn the 
year earlier. 
 
Fitch confirms this is unlikely to have much of an impact on the rating. 
 
130. Turkey asks Georgia to lift trade obstacles 
Hurriyet Daily News 
February 15, 2013 
 
A meeting between Turkish Parliamentary Speaker Cemil Çiçek and Georgian Prime 
Minister Bidzina Ivanishvili offered a chance to the former to voice his unease over 
difficulties faced by Turkish businesspeople in Georgia. 
 
"We have deep historical and cultural ties with you and we attribute importance to 
this. Additionally, a lot of our businesspeople are serving as a bridge for welfare and 
improvement of Georgia," Çiçek said Feb. 14 during a meeting with a visiting 
delegation led by Ivanishvili. 
 
"We know our businesspeople have been encountering a lot of difficulties. Therefore, 
if these obstacles are lifted under your administration it will also be in your favor," 
Çiçek told the Georgian prime minister w, without elaborating on what those 
difficulties were exactly.  
 
While recalling that trade volume between the two countries was around $1.5 billion 
with Turkey being Georgia's number one commercial partner, Ivanishvili tried to 
soothe Çiçek's concerns. "I will do my best to encourage Turkish businesspeople to 
invest [in Georgia]," he said. 
 
131. Turkey signs off on Black Sea deal with Shell 
bne 
February 15, 2013 
 
Turkey's TPAO signed off on a deal with oil major Shell on February 14 which will see 
the pair explore the western Black Sea for oil. The move is part of Ankara's drive to 
overcome the challenges it's facing in securing the necessary energy supplies via 
import routes. 
 



The two companies envisage drilling at least one well under the deal, with Shell 
executive Andy Brown telling Reuters that the cost of drilling it would be around 
$150-200m. 
 
A deal that has been in the pipeline for a number of months, TPAO and Shell finally 
signed off at a ceremony attended by Turkish Energy & Natural Resources Minister 
Taner Yildiz, who had said earlier that the agreement is worth $350m million USD. 
 
It sees the international oil major deepening ties with TPAo, following an agreement 
sealed in November 2011 to partner on hydrocarbon exploration and production in 
the Mediterranean and southeast of the country. Recent bids by the Turkish company 
to partner with international energy companies in the Mediterranean have flopped 
due to its controversial role in exploration off the northern coast of Cyprus.  
 
Following the launch of work by Greek Cyprus on development of the shelf, Turkey 
together with the unrecognized Turkish Republic of Northern Cyprus, began exploring 
for oil and gas around the divided island. TPAO said in September it would press on 
with exploring the Gulf of Mersin on its own, after failing to find a partner. 
"Companies are concerned about stability in the region," an energy ministry official 
admitted last year.  
 
For its part, Shell has been stepping up its activity in the region. Last week, it signed 
off on a deal to explore for shale gas in Ukraine, which sits on the opposite side of 
the Black Sea. Meanwhile, Turkey has little option but to try to raise domestic 
production. Its rapidly expanding economy is increasingly energy hungry, but it faces 
several challenges to securing the imports it needs. 
 
A February 1 report by the US Energy Information Administration (EIA) indicated the 
country's dependency on imports is growing, with its energy use expected to double 
over the next decade. In 2011, Turkey imported more than 90% of its total liquid 
fuels consumption, and imports are expected to double over the next decade.  
 
Yet several issues threaten to bottleneck supply. Ankara is fighting pressure from US 
sanctions over its purchases of Iranian crude - its biggest supplier. The central 
government in Iraq - which provides the second-largest volume of oil exports to 
Turkey - is furious over Ankara's attempts to deal directly with the semi-autonomous 
Kurdistan region in the north of the country. Add in frequent interruptions to flows 
due to terror attacks on infrastructure carrying imports, civil war next-door in Syria, 
and the general instability and sensitivity in the eastern Mediterranean and Middle 
East, and Turkey's security of supply is clearly compromised.  
 
On top of that, the vast import bill for these imports provokes the country's chronic 
current account deficit - an issue which has played havoc with its credit ratings and 
exposes it heavily to risk in the Eurozone banking sector. Energy imports totaled 
$60.1bn last year.  
 
132. Turkey to launch deforested land sales  
Erste 
February 11, 2013 
 
Finance Minister Simsek said that the government will start the sale process of the 
deforested lands, which are known as the 2B lands on February 13. Meanwhile, the 
deadline for the application is set as February 28. The government expects TRY 



4.8bn in revenues related to 2B land sales in 2013, while total proceeds are 
projected to reach TRY 9.8 in the coming years. The government plans to spend 15% 
of the 2B land sale proceeds towards urban transformation projects.  
 
133. Turkish Airlines stops serving alcohol on domestic flights 
Hurriyet Daily News 
February 12, 2013 
 
Turkish Airlines (THY) will stop serving alcoholic beverages in business class during 
domestic flights except when flying to six specific destination points, claiming the 
demand was too low.  
 
After surveying the preferences of passengers over the last year, Turkish Airlines has 
decided to remove alcoholic drinks from the service menu except during flights to 
_stanbul, _zmir, Bodrum, Dalaman, Antalya and Ankara. 
 
Alcoholic beverages used to be served to business class passengers aboard domestic 
flights up until last week. Planes flying domestic routes will now not stock alcoholic 
beverages on board as part of austerity measures regarding service goods.  
 
Recently, THY aroused public criticism with several passengers having reported that 
when they asked for alcoholic drinks the cabin crew denied their requests, saying 
that alcohol had been forgotten to be loaded with the plane's cargo.  
 
Turkish Airlines currently offers alcoholic drinks to both economic and business class 
passengers on international flights except en route to Iran and some Arab countries 
as demand is low.  
 
134. US views Turkey as bridge to Iraqi energy 
Hurriyet Daily News 
February 13, 2013 
 
The United States considers Turkey a bridge to Iraq's energy and sees that very 
positively, Francis Ricciardone, the U.S. ambassador to Ankara, said yesterday 
during the U.S.-Turkey Smart Grid Workshop in Istanbul. 
 
"Energy has always led our economic relationship. We are beginning to describe 
Turkey as bridge to Iraq's energy. We're very optimistic about that," Anatolia news 
agency quoted him as saying at the workshop. 
 
He said conducting joint energy projects was important in his speech and added that 
such relations have been much more vivid compared to the past. The relationship 
will continue to rise with the fresh energy that comes with U.S. President Barack 
Obama's second term in office, he said. 
 
The ambassador's statements came amid rising tensions between Baghdad and 
Ankara over the latter's assertive energy ties with the Kurdish Regional Government 
(KRG) in Iraq. These ties have aroused objections from the U.S. as well. Baghdad 
has been saying it alone has the authority to control exports of the world's fourth-
largest oil reserves and deals outside of its authority are illegal. 
 
Strategic location 
 



Ricciardone praised Turkey's progress in the energy field and its strategic 
geographical location, which enables implementing critically important projects for 
both Turkish and European markets. The Smart Grid project of Turkey, funded by 
the U.S. Trade and Development Agency to provide a cheaper and safer electricity 
network, is only applicable because of Turkey's strategic importance, he said. 
 
"In the 1990s when I was here, we were working on carrying Hazar energy and the 
Baku-Tiflis-Ceylan (BTC) oil pipeline. Now here, we're discussing really important 
energy alternatives prompted by Turkey's strategic geographical location for both 
Turkey's and European markets."  
 
The transmission and development of smart grids will not contribute just to bilateral 
trade and gear up investments but will also provide employment for Turkey and 
bring Turks and Americans together, he added. 
 
Ricciardone said the attack on the U.S. Embassy in Ankara would not be able to spoil 
the good relations of the two countries. Turkey and the U.S. will continue to enhance 
their bilateral trade relations as a response, he said.  
 
Turkey's exports to the U.S. have surged 72 percent, while the U.S.' to Turkey 
surged by 65 percent between 2009 and 2012, elevating Turkey-U.S. trade volume 
to over $20 billion in 2012, he said, referring to the figures. 
 

CENTRAL EUROPE INVESTMENT 
135. Budapest Office Q4 2012 High demand and vacancy rate  
DTZ 
February 15, 2013 
 
Two office schemes were completed in the last quarter of 2012, both located in the 
Váci út corridor sub-market, totalling 20,600 sq m. With these completions the 
annual new supply in 2012 was the lowest ever in the history of the Budapest office 
market.  
 
_ The annual take-up level remained high, totalling 345,000 sq m, 13% below the 
2011 level, but the second highest in the history of the Budapest office market.  
 
_ The overall vacancy rate decreased slightly in Q4 2012, but stands at 21%, 
showing a 180 basis point increase compared to previous year.  
 
_Central locations had to face the highest increase in vacancy during the last 5 
years, while South Pest managed to decrease vacancy from 48% to 20%.  
 
_Headline rental levels remained largely unchanged, but higher incentives and 
flexible lease conditions caused a significant decrease in effective rents, as tenants 
are still in a strong negotiating position.  
 
136. Bulgarian protestors call for re-nationalisation of power assets 
Erste 
February 12, 2013 
 



Bulgarians demonstrated in several cities yesterday against high electricity prices 
and called for the nationalization of the assets of CEZ and EVN of Austria. People also 
want the contract with electricity companies to be released (HN). 
 
CEZ owns 67% share in three distribution companies (the companies were bought at 
CZK 9bn) and one power plant in Varna (at CZK 6bn). According to the Bulgarian 
energy minister, the significant increase in bills resulted also from the number of 
days that were billed, from 30 to 40 days, due to the holidays. 
 
137. CEZ, Czech Coal reportedly close to signing contract  
Erste 
February 11, 2013 
 
CEZ and Czech Coal (CC) are reportedly close to signing a contract that calls for CEZ 
to pay CZK 39 per GJ (up 20%) for coal from the Vrsany mine. After 2020 and until 
the Vrsany mine is exhausted in 2060, the price would be linked to the ARA black-
coal price. CEZ would invest CZK 2bn by 2016 so that the Pocerady plant meets the 
strict emissions restrictions through about 2024, at which time CEZ would either 
extend its contract with CC or sell the plant to CC.  
 
The price for next year will grow 25% y/y to CZK 39/GJ. Then the price will grow 
gradually up to 2/3 of the coal price, which now would be CZK 54/GJ. This will have 
a neutral impact on our 2013 and 2014 financials, as we have the price increase 
already included in our model. The agreement is generally positive news, as it 
reduces the uncertainty, while the price increase is more or less in line with our 
estimates. Separately, Pavel Cyrani announced that CEZ will not sign a contract for 
Temelin unless the state guarantees the electricity price. According to Mr. Cyrani, the 
negotiations with the state have only started. 
 
138. Czech steel production sank 10% in 2012 
Erste 
February 13, 2013 
 
Steel production sank by 10% from 5.5Mt to 5.07Mt in the Czech Republic in 2012 
according to Jaroslav Raab, chairman of steel federation. He also said that 
production is unlikely to to revive, but Steel makers believe that output will not fall 
below 5Mt (CTK).  
 
The news confirms weak local steel market due to subdued demand from the EU. 
Steel demand has been falling by double digits since 2Q 12 and we expect 
stabilization at low levels in 1H 2013. Such outlook does not provide much support 
especially for lower qualities of coking coal. 
 
139. Fiat reportedly ready to offer Polish auto sector a rare 
boost bne February 11, 2013 
 
In a rare bit of potentially good news for Poland's struggling auto sector, 
unconfirmed reports claims that Fiat plans to make its Tychy plant the single global 
production site for the next generation of Fiat 500 mini car.  Under the plan, the 
Italian carmaker will switch output for the North American market to Poland from its 
current plant for the region in Mexico. The Polish plant is due to start turning out the 
new 500 in 2015, reports Automotive News Europe, citing unnamed sources.  Should 



the plan go forawrd, Fiat will increase capacity at its Tychy plant, and free capacity 
for core products of sister marque Chrysler in Toluca. The Italian automaker 
previously invested €300m for the launch of the European 500 and $550m to 
increase capacity to 120,000 units annually for the North American variant in Toluca. 
  If approved, the plan will be a hugely welcome boost for the Polish auto sector, 
which is largely dependent on manufacturers from western Europe that have been hit 
hard by the drop in demand through the Eurozone crisis. In contrast, modern plants 
in next door Slovakia operated by Germany's Volkswagen and South Korea's Kia 
have been powering better-than-expected economic growth for the country - 
although that trend tailed off in the last quarter of 2012.  The Italian carmaker 
dropped a bomb in December when it announced to cut 1,500 jobs - around a third 
of its workforce - in Poland. The first eight months of 2012 saw a 22% fall in Polish 
auto production, a trend that continued through the rest of the year and antagonized 
the sudden and sharp slowdown in the overall economy.   The Tychy plant 
manufactured 605,797 units in 2009, but expected only 300,000 units in 2012. 
Following the cutbacks, production is expected to fall to 250,000 units this year.  
140. KGHM's 2013 budget for Poland conservative as usual   
JPMorgan 
February 15, 2013 
 
KGHM published 2013 unconsolidated budget for KGHM SA (operations in Poland) 
with 13 Net Profit estimate 21% below JPME and 23% below BBG cons. We view the 
budget as conservative as usual - the first budget release for last year was 26% 
below our 12E estimate. Planned volumes indicate 2% lower silver production and 
3% lower copper production vs. previous year's plan driven by smelter maintenance 
work.  
 
_ Budget unconsolidated 13E Net Profit 21% below JPME. KGHM is known for its 
conservative first budget releases which are typically revised upwards at a later 
stage; but we believe the key takeaway is the planned volumes decrease driven by 
maintenance works. The budget is for unconsolidated results only, which do not 
include the results of Polish subsidiaries and KGHM International (former Quadra 
FNX).  
 
_ The budget indicates 2% yoy lower silver production and 3% lower own copper 
production vs. last year's plan, driven by smelter maintenance work. We would 
compare the volumes from this budget with the first budget issued for 2012 - as we 
believe volumes forecast also contains an element of conservatism. In 2012 we 
estimate KGHM produced 16% more silver than first budget plan, and 1.4% more 
own copper production. We assumed maintenance would drive 14% lower silver 
production in 13E with own copper volumes unchanged. We think the read is broadly 
neutral, as the lower planned silver production decrease is positive, but some 
decrease in planned own copper volumes is slightly negative.  
 
_ Key takeaways from other operational targets: Unit costs are below our estimate 
which we believe is driven by lower copper price assumption = lower tax on copper, 
capex is 10% above our number but we believe this is a conservative assumption, 
M&A budget is small which suggests KGHM is not planning any deals at this stage.  
 
141. New projects in the Baltic retail real estate pipeline  
DTZ 
February 14, 2013 
 



Consumer confidence strengthened and household consumption expanded during 
2012. The turnover of retail trade is expected to continue its growth also in 2013.  
 
_ Most of the development projects completed in 2012 were medium-scale (mainly 
hyper- and supermarkets); several large-scale retail projects are in the pipeline for 
the upcoming years, but only a few of them have the construction process already 
initiated.  
 
_ Vacancy rate is close to 0% in the shopping centres with successful management. 
However, shopping centres with ineffective organisation or less favourable locations 
still struggle over their occupancy rates.  
 
_ Improving retail trade turnover and increased occupancy has upward pressure on 
rents in prime shopping schemes. There are no notable rental rate changes in 
secondary cities and secondary locations in capital cities.  
 
_ The retail investment market saw an increased interest from foreign property 
investors. Several investment transactions in retail segment were in process in 2012, 
with two of them being closed by the end of the year (Gedimino 9 SC in Vilnius and 
Mustika SC in Tallinn). Retail investment prospects for 2013 are also promising.  
 
142. Official confirms Hungarian target of 30% cut in household energy 
prices 
Equilor 
February 11, 2013 
 
Governing party member Lazar confirmed in an interview that 30% cut in household 
(water, garbage, gas, electricity, chimney sweeping) prices will take place until mid-
2014 compared to the level of Dec 2012.  
 
Until now, an average of 10% cut has been implemented, therefore an additional 
22% decline may come in one/several steps. This is important indirectly for MOL due 
to its interest in gas transmission, but is a minor figure regarding group numbers 
(less than 1% of total figures). 
 
143. PGNiG capex seen at PLN5bn 
Erste 
February 12, 2013 
 
PGNiG is to carry out 13 drillings in 2013. CAPEX is seen at PLN 5bn (USD 1.6bn), 
according to the deputy CEO. Half of the CAPEX is to be spent on exploration and 
extraction. The LMG oil field is to boost the 1Q13 results significantly, according to 
the CFO. LMG produces 1k of crude oil a day. The company is to select advisors for 
the IPO of PGNiG Technologie within a few weeks. Both IPOs will take place in 2013 
unless the market conditions are adverse, according to the deputy CEO. The 
company has hired Citibank, DM PKO and DM BZ WBK as the advisors regarding 
PGNiG Exalo. 
 
144. Polish small retail formats - focus on convenience  
DTZ 
February 14, 2013 
 



Small retail formats are showing a great deal of development potential. Such 
schemes are becoming increasingly popular among cost-conscious consumers and 
tenants looking to save on rent as well as, developers seeking to lower their capital 
expenditures and shorten the letting process.  
 
_ The supply of small retail formats located in cities with a population between 50-
100 thousand people amounts to approximately 173,000 sqm and accounts for over 
15% of the total retail supply (including schemes over 5,000 sqm of GLA) in those 
cities.  
 
_ Over the next few years, we can expect an increase in activity by developers 
specialising in smaller retail schemes with concepts such as Atut, Czerwona Torebka, 
Dekada, Family Point, Multibox, STOP.SHOP or Vis a Vis.  
 
_ Considering supply until 2014 and inhabitants' purchasing power, Pruszków, 
Wo_omin, Ostro_e_ka and Legionowo have growth potential in retail.  
 
145. Solvay to build a new silica plant in Poland 
PAIiZ 
February 15, 2013 
 
Solvay announced that will invest EUR 75 million in the construction of a new plant in 
W_oc_awek with an annual production capacity of 85,000 tons of Highly Dispersible 
Silica (HDS). The project was conducted by the Polish Information and Foreign 
Investment Agency. 
 
The company will produce HDS, including Zeosil, PREMIUM the latest generation 
Highly Dispersible Silica, used in the automotive industry for the production of 
energy-efficient tires. PREMIUM is a unique, patented Highly Dispersible Silica, that 
allows to reduce fuel consumption up to 7%, while improving other properties of 
tires. 
 
The plant will be located in the W_oc_awek subzone of Pomeranian Special Economic 
Zone, on the Anwil industrial complex, a subsidiary of Polish oil and energy company 
PKN Orlen. The end of construction is planned for the third quarter of 2014. The new 
plant, located in central Poland, close to main energy hubs and new highway 
Warsaw-Gda_sk, will offer logistical advantages to customers in Eastern Europe and 
Russia. 
 
New investment and expansion of the plant in Qingdao (China), will increase by 30% 
the total capacity of Solvay to produce high dispersion silica. 
 
 


