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TOP STORY INVESTMENT 
1. CORRUPTION WATCH round up – Russian crack down escalates 
dramatically  
bne 
February 22, 2013 
 
The Kremlin’s drive to crack down on corruption in the government has escalated 
dramatically in the last week and moved into a new phase. In addition to several 
high profile investigations into both government departments and large state-owned 
companies, senior officials have come out in recent days to indicate that the 
machinery of finance and the tax authorities are about to pressed into service to help 
catch grafters and <a href="http://www.bne.eu/storyf4466/"> snollygosters</a>.  
 
Central Bank governor Sergei Ignatiev waded into the fight this week, claiming “one 
group” was responsible for half of some $50bn that left the country illegally – a 
shockingly high number that represents some 60% of all 2012 capital flight. 
Although Ignatiev didn’t name the group, it was clearly a thinly veiled allusion to 
government officials. 
 
Two more heavy hitters joined the campaign on Thursday February 22. The Kremlin’s 
chief-of-staff and one of Russian President Vladimir Putin’s closest confidents Sergei 
Ivanov said that the Investigation Committee that is spearheading the drive should 
work more closely with the tax authorities in its fight against “terrorism.”  
 



He then broadened out and said: “I have to emphasize that we do not have 
untouchables,” at a meeting of Russia’s Investigative Committee Board. 
 
Like Ignatiev, who referred to “drugs and arms trading” before specifically including 
“bribes to officials”, Ivanov avoided specifically saying the problem was in the 
government – but the allusions were as thinly veiled as is possible. “We must act 
decisively and pay no regard to posts and ranks,” Ivanov said to the Investigation 
Committee. 
 
Clearly the Kremlin is drilling down on official corruption. Prime Minister Dmitry 
Medvedev said in February that some 50,000 corruption cases are currently being 
investigated in Russia. And the Yuri Chaika, Russia’s top policeman and General 
Prosecutor was also out in front of the camera’s this week after his office joined with 
the Investigation Committee on several cases.  
 
Putin has moved fast since his state of the nation speech, where he told deputies 
that they can no longer have foreign bank accounts or assets abroad. Putin quickly 
followed through and introduced a bill into the Duma to the same affect on February 
12. <i>bne</i> believes this speech was Putin’s <a 
href="http://www.bne.eu/archive_story.php?id=4363">second oligarch 
meeting</a>: he offered the collected governmental elite the same deal that he 
offered the collected heads of business in 2000 after he first took office: "keep what 
you have, but stop the stealing." 
 
The campaign kicked off on November 6 with the sacking of Russian Defence Minister 
Anatoly Serdyukov as part of a $100m property scandal connected to his ministry.  
 
Serdyukov has not been charged and refused to answer questions at a meeting with 
representatives of the Investigation Committee this week. But the investigation into 
the case is expanding rapidly. Authorities are now investigating about 25 separate 
instances of fraud in Oboronservis, the arms trading agency under the Defence 
Ministry, involving the illegal sale of the Russian Defence Ministry’s property, Chaika 
said on Wednesday. 
 
“Some 25 separate criminal cases have been opened and combined into one probe,” 
Chaika said at a meeting with Russian lawmakers. “The damage from these frauds 
adds up to about RUB5bn ($166m),” he said, adding the total damages from 
corruption cost the state budget RUB21bn ($690m) last year alone. 
 
Several people have been charged and arrested in the case so far, including the 
former head of the Defense Ministry’s property department Yevgenia Vasilyeva and 
reportedly Serdyukov’s lover. Yekaterina Smetanova, a former executive at 
Oboronservis and key suspect in that investigation, was detained on fraud charges in 
October last year and signed a pretrial plea bargain agreement shortly after her 
arrest. She has been recently released from custody with travel restrictions after 
cooperating fully with the investigation. 
 
At the same time the investigation into an embezzlement scam at state-owned 
power company RusHydro is gathering pace. The company forged documents to 
create a fictional construction project but dragged its heels when ordered by the 
Kremlin to investigate. However, this week the management submitted the results 
from an internal investigation that show up the scam and was demanded by the 



authorities as the first step into opening a criminal investigation – one that should 
lead to the jailing of some of the company’s management.  
 
Below the radar there were several other investigations. Police raided 12 shipping 
companies accusing them of running a cartel. And the head of Russia’s fisheries 
ministry was also called in for questioning this week, again over forged documents 
used to scam extra pay for top level bureaucrats. .  
 
In general the investigations are becoming a lot more systematic. Chaika also said 
the number of investigations into corruption against officials is also gathering 
momentum. In 2012, Russian authorities prosecuted 889 officials, including 244 city 
mayors and 114 lawmakers of various levels, and 1,159 law enforcement officials on 
corruption charges. 
 
Medvedev said there were 50,000 corruption cases in 2012, but the IC investigated 
about 200,000 crimes (not just corruption) last year, with 89,000 cases completed 
and sent to court, according to the committee’s chief Alexander Bastrykin 
commenting earlier this week. 
 
Putin submitted a draft bill to the State Duma last week prohibiting Russian officials 
from holding bank accounts abroad or owning foreign-issued shares and bonds, while 
the presidential anti-corruption council proposed additional sanctions against corrupt 
state officials. 
 
And before this draft has been voted into law it has already claimed its first victim 
this week. The head of the Duma’s ethics committee and one of the founders of the 
ruling United Russia party Vladimir Pekhtin gave up his seat on February 20 following 
the publication of documents by opposition lead Alexei Navalny proving he owned 
$2m of luxury properties in Florida that he failed to declare.  
 
This noose will only tighten. Ivanov’s and Igantiev’s comments this week are clearly 
designed as a message to officials that not only is the government going to look at 
their books, but they are also going to look at their bank accounts for suspicious 
transactions and the tax authorities (who are good at this bit) will also be pressed 
into service.  
 
And it wont stop there. Talk has begun about remaking the whole anti-corruption 
apparatus as it is scaled up to take on a further reaching fight. Russia's Security 
Council head and former FSB head Nikolai Patrushev said on Tuesday February 19 
state security and law enforcement agencies, including the Investigation Committee, 
will retain their investigative functions for now, but a presidential decree is being 
drafted, that will redistribute investigative functions as part of a comprehensive law 
enforcement reform package, he said.  
 
The reforms aim to make crime investigations more effective and boost the clear-up 
rate, improve professional training and make investigations more objective and 
independent. 
 
Patrushev also said the Investigative Committee’s functions will be expanded to 
include investigating crimes that are currently handled by the Interior Ministry and 
the Federal Drug Control Service. 
 
2. Russian Agriculture: the next oil, gas and diamonds 



AIMC, bne 
February 21, 2013 
 
bne: find the top to a report from our friends at AIMC, an agro fund, on Russia’s 
agricultural potential, which we believe will replace oil eventually as Russia’s greatest 
(and renewable) natural resource in the decades to come. You can also find a link at 
the bottom to the whole report. ENDs 
 
The year of 2012 was generally positive for the Russian agricultural segment. 
Despite a decrease in crops, the financial results of Russian farmers were stronger 
than that in 2011 due to a significant price growth for wheat and other major agro 
commodities.  
 
It is expected that the grain prices will remain at high levels in 2013 and beyond and 
therefore we believe that the Russian agricultural sector will be flourishing with 
strong projected investments into modern technologies, equipment, fertilizers and 
agricultural lands.  
 
That will lead to significant growth of the efficiency and yields and we expect that the 
Russian annual grain crops will increase from the current 60-90 million tons to 120-
150 million tons in the next 3-5 years.  
 
The Russian production of meat, poultry, milks and eggs is in much worse situation 
facing strong competition with imports and growing costs. However, we see positive 
movements in this sector e.g. market concentration and emergence of vertically 
integrated holdings, which are gaining market share and improving productivity. 
These companies will dominate the domestic food sector in the next 5 years.  
 
The Russian market for agricultural land is not mature and not very popular among 
foreign and domestic investors. However, we expect a real boom in this market as at 
the moment the Russian high quality land are 3-4 times cheaper than its analogues 
in Western and Eastern Europe. 
 
About AIMC: 
 
Agriculture Infrastructure Management & Consultancy (AIMC) funds and manages 
the development of agriculture infrastructure in Russia. AIMC also consults and 
advices many small and large farm holdings throughout Russia. The broad spectrum 
of professional services to farmers and investors in agriculture include consultancy, 
business and project management, land acquisition and disposal, valuation and 
personnel training.  
 
The firm also specializes in providing commercial loan restructuring and 
recapitalization services as well as assisting farmers in getting government subsidies 
and grants. Our expertise includes arranging equity for individual transactions. 
<a href="http://www.bne.eu/docBox/RusAgroAIMCbne.pdf">here</a> 
 
3. Belarus Sends Confusing Messages To Investors 
<a href="http://belarusdigest.com/story/belarus-sends-confusing-messages-
investors-13046">Belarus Digest</a> 
February 19, 2013 
 



Last year net foreign direct investments into the real sector of Belarusian economy 
dropped by 75 per cent compared to 2011, according to recently release figures of 
the Belarusian Statistics Committee. 
 
The pretext for sentimental patriots to moan is another reason for state authorities 
to rack their brains. They have eased tax burden, extended territories with privileged 
regimes, and achieved impressive results in the World Bank's Doing Business 
ranking. 
 
But investors ignore the country with qualified, quite cheap and hard-working 
employees with opens access to the Russia-Belarus-Kazakhstan Customs Union with 
its market of 170 mln people.  Big foreign businesses may secure unique privileges 
and cordial greeting, but then expose themselves to significant risks. 
 
Small enterprises risk less, but are to go through all thickets of Belarusian 
bureaucracy, which is often unbearable even for local dwellers. Bad image in the 
Western media and political unpredictability also add to investors' unwillingness to 
invest. 
 
Still, these factors can hardly explain the 75 per cent fall of net foreign investments.  
 
<b>Picky Underperformer</b> 
 
Belarus’ underperformance at attraction of foreign investments is no news.  Even 
compared to other states of the Commonwealth of Independent States its 
achievements are poor. 
 
With this gloomy background, the 75 per cent fall of net foreign direct investments 
within a single year surprises even more.   
More specific figures help to ease the astonishment.  The $3,974 mln of net foreign 
direct investments in 2011 were unprecedented for Belarus and mainly appeared 
from one big deal. 
 
Russian giant Gazprom purchased Beltransgaz’s stock for $2,500 mln. Without this 
transaction, the index’ decrease would be more modest. 
 
In 2012 Belarus failed to privatise any big state company.  Or, perhaps, it did not 
really need it. As Belarusian economist, Leanid Zaika, explained to Deutche Welle, 
“the use of grey schemes in “solvents business” has brought to Minsk about $ 2,500 
m, which has fully replaced foreign investments”. 
 
Thanks to the solvents scheme, Belarus could continue behaving like a picky girl, or 
sooner Lukashenka – acting like her austere father. To please him foreign investors 
should bring significant resources, latest technologies, and welcome state’s 
representatives at their company’s Advisory Board. But such investors are rare, if not 
unreal.  
However pleasant the process of being choosy can be, Lukashenka will probably have 
to give up this privilege. In 2013, Belarus is supposed to say goodbye to another $3 
bn for covering its external debt. 
 
The solvents business has stopped. Chances for cheap foreign credits for the debt’s 
covering have lowered. The need for investments is growing. 
 



Read the rest of this piece <a href="http://belarusdigest.com/story/belarus-sends-
confusing-messages-investors-13046">here</a> 
 

 
 

 
4. Bulgaria leaves the door ajar for CEZ 
bne 
February 20, 2013 
 
Stepping back from the government announcement that it would strip the Czech 
power giant of its operating licence for one of the country's three grids, Bulgaria on 
February 20 ordered CEZ to fix all violations by April 16. The move comes as Czech 
officials expressed outrage at the threat to the state-controlled investor.  
 



Launching a a licence revocation procedure against CEZ Bulgaria, the State 
Commission for Energy and Water Regulation (DKEVR) said it has identified 21 
violations, including evasion of public procurement laws, reports Bloomberg. 
Spokeswoman Ralitsa Stoyanova said the Czech company has seven days to 
comment and set a deadline to repair the breaches. DKEVR will hold a new sitting to 
examine the potential revocation of license in slightly under two months, by which 
time the Czech company must have fixed all the issues. 
 
"The process has only started, and if the commission is convinced the breaches are 
reparable and CEZ agrees to comply with regulations, [it] may also not be revoked," 
Andon Rokov of DKEVR said at a news conference, according to Reuters. "[The 
licence], however, will be revoked if the breaches cannot be repaired." 
 
The announcement comes a day after Prime Minister Boyko Borissov pledged to 
cancel the licence in the midst of mass protests in Bulgaria against electricity prices. 
However, the PM's attempt to deflect the pressure onto CEZ and fellow foreign 
operators of the country's three distribution grids - Austria's EVN AG and Czech 
Energo-Pro - was not enough, and the government resigned on the morning of 
February 20. 
 
Responding to DKEVR's statements, CEZ flatly refuted all accusations. "We have now 
received some twenty comments from the Bulgarian regulator; however, they do not 
confirm any significant malpractice on the part of CEZ," said CEZ board member 
Tomas Pleskac, in a statement. "Therefore, they cannot constitute a ground for 
license revocation." The Czech company blames raised electricity bills on a cold 
winter. 
 
The apparent back pedaling in Sofia follows the predictable backlash the threat to 
the state-controlled company has provoked in Prague. Calling the issue of Bulgarian 
power prices "politicized," Prime Minister Petr Necas said in a statement that he 
would demand the Sofia explain the "unprecedented step."   
 
Industry and Trade Minister Martin Kuba said he would bring the matter in front of 
the European Commission. "The Bulgarian Prime Minister has announced that licence 
would be withdrawn from CEZ, but it is necessary to realise that in the EU, a 
withdrawal of licence is not a political decision. It is a decision that can be made by 
an independent regulator. The regulator can do so only at a moment when 
somebody points to some gross errors, enables the other party to protest against 
such accusation, and if it is proven, the process of licence withdrawal can start," the 
minister told Czech Television. 
 
Still CEZ has form in the Balkans, as well as elsewhere. It was stripped of its licence 
to operate Albania's power grid in January following a long fight with Tirana over 
tariffs and investment levels. It is also negotiating the disposal of assets at home in 
order to close an EU anti-monopoly charge, and admitted this week that Czech anti-
corruption police are probing four recent transactions - including the Albanian 
investment. 
 
Bulgaria's State Financial Inspection Agency started a probe into CEZ Bulgaria in 
2012, and reported the public procurement violation in early February. The country's 
Energy Minister Delyan Dobrev accused the Czech company of fulfilling up to 80% of 
its orders without holding tenders or signing contracts. CEZ Bulgaria assigned orders 



to companies linked to its parent to the tune of BGN35m (€18m) in 2011, according 
to CTK. 
 
Meanwhile, following the resignation of the government, DKEVR is also reported to 
be backpedaling on promises to lower electric power prices, reports Novinite. 
Borissov pledged on February 18 to slash prices by 8% by the end of the month, but 
the regulator says it has received no official request and therefore cannot act. It also 
added that it has been advised by its legal department that existing regulations 
stipulate that price changes must be carried out once a year, on July 1.  
5. Growth in Russian foreign trade slowed substantially in 2012 
Bank of Finland 
February 22, 2013 
 
The value of goods exports increased last year slightly over 1% and the value of 
goods imports grew just under 4%. Year earlier, the value of goods imports and 
exports each rose about 30%. In 2012, the value of goods exports was $530bn and 
the value of goods imports was $340bn. The trade surplus contracted slightly from 
2011, but still amounted to around 9% of GDP.  
 
The slow growth in exports largely reflected flat growth in oil prices. The price of 
Urals blend averaged $110 a barrel last year, just a dollar more than in 2011. While 
the export volumes of certain basic commodities such as crude oil and natural gas 
contracted on year, crude oil, petroleum products and natural gas continued to 
account for about two thirds of the total value of Russia’s exports. Most other big 
exports were also commodities. Among these, the value of metal exports declined 
mainly due to lower world prices. In contrast, the value of agricultural exports rose 
visibly.  
 
The slowdown in import growth reflected largely weak investment demand as about 
half of imports consist of machinery, equipment and transport vehicles. Chemical 
products and foodstuffs each represent approximately 15%. As expected, the first 
few months of Russia’s WTO membership have not had visible effect on Russia’s total 
imports. Membership caused some immediate reductions in import tariffs, which 
might have boosted imports of particular goods towards the end of the year. In 
contrast, the level of passenger car imports dropped precipitously in the last four 
months of 2012, which has been associated to the new recycling fee imposed on 
imported cars. However, the impacts of the various factors are difficult to assess 
over the short term given the large monthly variations.  
 
China is still Russia’s largest trading partner, accounting for over 10% of Russia’s 
foreign trade. Imports from China last year accounted for nearly 17% of imports. 
Russia’s largest export market was the Netherlands (15%). About 7% of Russia’s 
total trade was conducted with its customs union partners Belarus and Kazakhstan. 
Trade with Belarus contracted substantially, while trade with Kazakhstan soared, led 
by rapidly growing imports. 
 
6. Naftogaz denies report on Stockholm court's obliging it to supply 13.1 
bcm of gas to Italy's IUGAS 
bne 
February 22, 2013 
 



Naftogaz Ukrainy denied reports that the Stockholm Arbitration Court had obliged 
the state holding to deliver 13.1 bcd of natural gas to Italy's Italia Ukraina Gas S.p.a. 
(IUGAS), Interfax-Ukraine reported. 
 
It was reported earlier that the court ruled that Naftogaz must honor its 2003 
contract with Italia Ukraina Gas to supply it with 13.1bn bcm of natural gas at $110 
per 1,000 cu m, even though the current price is $416. The Ukrainian company could 
lose $3.9bn by this decision. 
 
According to the holding's press service, the Stockholm court acknowledged that 
prior to September 1, 2008 Naftogaz was not responsible for a failure to supply 
natural gas to the Italian company, as IUGAS had not filed applications for its 
delivery. 
 
The court decided to fine Naftogaz $12.7m for the non-fulfillment of contractual 
obligations in the period from September 1, 2008 until December 31, 2010. 
 
According to the press release, the court also decided that in 2011-2012 Naftogaz 
was not responsible for a failure to supply natural gas due to the existence of 
circumstances that were beyond the control of the company. In addition, the 
Stockholm Arbitration Court has not made rulings regarding gas supplies during the 
final year of the contract - in 2013. 
7. Russia Relaxes Foreign Ownership Rules in Small Business 
RIA Novosti 
February 18, 2013 
 
The Russian government has approved amendments to a law lifting restrictions on 
foreign stakes in some domestic small and medium businesses, the government 
press office reported on Monday. 
 
The bill envisages lifting restrictions on foreigners’ stakes in small and medium 
businesses established by Russian autonomous scientific and educational 
establishments. Foreigners can currently hold only 25% in the capital of these 
entities. 
 
The restrictions will be lifted for small and medium businesses included in the list of 
entities to be approved by the Russian government. 
 
“This regulation aims to grant the status of small or medium enterprises to 
businesses created by companies referred to as development institutions, which will 
help provide them with additional financial or material support,” the press office said. 
 
The amendments were discussed at a government meeting on Wednesday. 
 
8. Russia pushes to cement energy ties to China 
Ben Aris in Moscow  
February 21, 2013 
 
Marriages are founded on love, but bilateral relations between would-be superpowers 
are based on energy supplies. Russia's biggest oil company Rosneft is looking to 
cement the Kremlin's desire to tie the knot with Beijing by opening talks to raise oil 
supplies to China.  
 



Rosneft CEO Igor Sechin met with Chinese Vice Premier Wang Qishan in the Chinese 
capital at the weekend and opened talks with state oil companies Sinopec and CNPC 
to increase crude exports, Rosneft announced on February 18. Rosneft also said that 
it was toying with the idea of inviting CNPC to participate in upstream projects. "The 
sides discussed a wide range of issues about increasing oil supplies to the People's 
Republic of China as well as participation of the companies in mutual work in 
upstream and downstream sectors, both in Russia and China," Rosneft said in a 
statement.  
 
Rosneft said it is also in discussion with Chinese offshore oil and gas specialist 
CNOOC about the possibility of participation in joint projects to tap offshore deposits. 
After selling off its last large identified oilfields in December, Russia is entering a new 
phase where the emphasis will be on exploration as it searches for new deposits to 
supply the world with energy over the long term. The main thrust of this effort will 
focus firstly on the country's continental shelves.  
 
On the table is the potential to double crude exports – currently 300,000 barrels per 
day - to China. Everyone is wooing Beijing, thanks to its rapid development and 
1.1bn population. Given that relations with the US are bad and getting worse, 
Moscow has committed itself to competing with Washington for China's attention. 
Playing the oil card was always the trump in Moscow's hand, and now it is coming 
out.  
 
Russia has fewer options than the US, as it is much more exposed to the Chinese 
economy than most other countries in the world. That dependence will only increase 
as trade between Asia and Europe - the fastest growing route on the planet 
according to report by Goldman Sach's last year - increases over the next two 
decades.  
 
The bid to boost crude exports is also a Russian bid to tap into China's biggest 
resource - cash. Moscow is reportedly in talks to secure $30bn in oil-for-loans. The 
Russian economy is slowing, and the make or break of the economy this year will be 
the Kremlin's success in boosting soggy investment, which is currently sagging to 
around 7% of GDP. For long-term sustainable growth, Russia needs capital 
investment growth of at least 25% a year.  
 
If the deal to double the volume of oil sold to China goes ahead, it would become 
Russia's biggest customer in the world, and account for around 20% of all exports. It 
would also cause problems for Europe, as it would divert supplies away to the east. 
Given its dwindling production levels, Russia can't supply both.  
 
In yet another bid to finally increase energy tis between the pair, Rosneft also says it 
has offered to study a possible partnership with China in developing liquefied natural 
gas (LNG). The state-controlled company agreed last week to consider a project to 
build an LNG plant on the Pacific island of Sakhalin with US giant Exxon Mobil. 
 
9. US sanctions start to bite on Turkish gold exports 
bne 
February 18, 2013 
 
Raised Turkish gold exports, which have contributed significantly to Ankara's success 
in quashing its current account deficit, are dwindling suggest bankers, as a second 



round of US sanctions against Iran clamp down on the gas-for-gold trade. However, 
that may just push the flow of cash from Turkey to Iran further underground. 
 
Raised restrictions are now strangling the system by which Iran has been 
circumventing the sanctions by using Turkish lira payments for gas to buy gold, 
which it then exports via courier. The target of the sanctions is state-controlled 
Halkbank, according to unnamed bankers speaking to Reuters, which holds the initial 
Turkish lira payments. It has also been processing Indian payments for Iranian oil. 
 
A provision of the latest US sanctions, made law last summer and implemented 
starting February 6, effectively tightens control on sales of precious metals to Iran 
and prevents Halkbank from processing oil payments by other countries back to 
Tehran, the sources told the newswire. 
 
The level of gold exports from Turkey to Iran had already been falling as banks 
backed off under US pressure. However, the new rules look to be pressing Halkbank 
to jump into line also, but insisting that the cash can only be used to purchase 
certain items. Gold is not on the approved shopping list.  
 
"Halkbank can only accept payments for Turkish oil and gas purchases and Iran is 
only allowed to buy food, medicine and industrial products with that money," one 
senior Turkish banker said. "The gas for gold trade is very difficult after the second 
round of sanctions. Iranians cannot just withdraw the cash and buy whatever they 
want. They have to prove what they are buying ... so gold exports will definitely fall." 
 
Energy hungary Turkey has been resisting the sanctions against its biggest gas 
supplier. Despite admitting last week that the trade has been dropping, Economy 
Minister Zafer Caglayan reiterated that Turkey will not be swayed by US pressure to 
halt gold exports to Iran. That resistance is driven by the fact that gold exports 
helped to drop Turkey's current account deficit to around 6% by the end of 2012, 
from over 10% a year earlier. Energy imports are the single biggest contributor to 
the imbalance, which in turn heavily exposes the country to potential shocks in the 
European banking system and holds back the country's international ratings.  
 
However, the leverage on the banks may make Ankara's objections irrelevant, say 
the sources. "You could say that the United States has achieved its aim," said a 
western diplomat. "If Turkey is going to continue energy imports from Iran, there is 
no other way to go than trading sanction-free goods." 
 
Turkey was a net gold importer in 2011, but swung to being a net exporter last year. 
Gold exports to Iran rose to $6.5bn in 2012, more than ten times the level of 2011, 
while exports to the United Arab Emirates - much of it for onward shipment to Iran 
or conversion to hard currency - rose to $4.6bn from $280m. Overall Turkish bullion 
exports fell to 10.5 tonnes in December from 15.2 tonnes in November. 
 
Turkey, with its rapidly growing economy, has traditionally been defiant about its 
right to continue buying Iranian gas, arguing that it cannot simply replace 30% of its 
daily supply elsewhere. However, Tehran may look for other customers if it can't get 
at its payments. "With so many restrictions, Iran's cash may accumulate in Halkbank 
accounts … they may have difficulty getting some of that money out of Turkey," 
another Turkish banker said. 
 



However, while funds flowing through the likes of Halkbank are relatively easy to 
check, there is a growing number of smaller targets looking to duck below the radar, 
reports Trend. To that end, Iranian backed companies have been opening en masse 
over the past two years, the Azeri newswire reports.  
 
According to a report released by the Turkish Union of Chambers and Commodity 
Exchanges (TOBB) on February 15, 28 Iranian-funded foreign companies were 
established in Turkey in January, ranking them just behind German investors. A 
TOBB report published in September stated that 651 Iranian-funded foreign 
companies were established in Turkey in the first nine months of 2012 and a total of 
2,140 companies funded by Iran in 2011. 
 
10. Ukraine Won’t Raise Gas Price for Households, Yanukovych  
Tim Ash, Standard Bank 
February 22, 2013 
 
Wonder if this is Yanukovych's "read my lips moment", i.e no gas price hikes for 
households. Raising gas and utility prices is likely to be a key prior action demanded 
by the IMF for any new financing programme. 
 
The near universal view in the investor community is that a) Ukraine's fundamentals 
are horrible (twin deficits, weak policy environment, low growth/recession, 
unsustainable FX regime, dodgy politics) but when push comes to shove they will be 
forced either to cut a deal with the IMF or the Russians to secure a bail-out. On this 
assumption, and despite recognition of very weak fundamentals, they have been 
willing to lend to the sovereign, closing their eyes (holding their noses) and just 
taking the carry. 
 
The general assumption was/is that the government would probably prefer to do a 
deal with the IMF as political strings attached are likely to be lower. And, I guess 
there was the assumption that gas price hikes could be delayed until the current 
heating season ends in April, i.e. limiting the immediate impact on the population 
from higher utility bills. The hope is I guess that the friendly foreign investor 
community will be happy to continue to fund Ukraine in the interim - assuming Mssrs 
Draghi and Bernanke keep pumping liquidity into the global economy. 
 
Now the Yanukovych administration has hinted in recent weeks that some gas prices, 
for better off consumers might be increased, perhaps opening the way for a broader 
series of gas price hikes. I guess now they are even backtracking on this strategy, 
mindful perhaps of the political backlash from utility consumers rippling across the 
region, and most recently which saw street protests in Bulgaria, which ultimately 
appears to have brought down the Borisov government. For an unpopular regime 
such as that of Yanukovych, and with recent memories of the Orange revolution, I 
guess Yanukovych does not want to take any chances there. So Yanukovych now 
seems to be closing the door on gas price hikes, and an IMF agreement, and moving 
back towards trying to cut a deal with Russia. 
 
Now I guess Russia could offer discounted gas prices, and a pass on that USD7bn 
gas bill presented by Gazprom some weeks ago for slack in the gas take or pay deal 
from 2009. Russia might also be willing to provide some cheap loans, possibly thru 
its state owned banks. The problem is that strings attached are likely to be high, i.e. 
Ukraine will have to sign up to the CIS Customs Union, in effect waving bye-bye to 
the FTA with the EU, it will also have to surrender control of gas pipelines, and while 



it is asking, Russia will also probably want to get access to key assets in any looming 
privatisations. I also wonder what Russia's take will be on recent oil shale deals 
signed between Ukraine and foreign oil majors - maybe Russia will also want a bit of 
the action therein as well. Net-net, Moscow will likely play very hardball now with 
Ukraine, extracting maximum concessions from an administration which appears 
cornered. Many Ukrainians will see this as Yanukovych selling the country down the 
river, and it culd also prove to be a politically divisive move. Yanukovych will no 
doubt hope to sell this by arguing that he managed to secure a discount in energy 
bills for consumers - which seems to be an electoral strategy now panning out across 
the region, in Hungary and Bulgaria. 
 
11. Ukraine refuses to pay Gazprom $7bn penalty 
RAPSI 
February 22, 2013 
 
Ukraine has refused to pay Gazprom a $7bn fine under its 2009 "take-or-pay" gas 
supply contract, Ukrainian President Viktor Yanukovych said on the Dialogue With the 
Country TV show. 
 
Gazprom has charged Ukraine for failing to use the contracted gas volume last year. 
 
In January, Gazprom reportedly presented a $7bn bill to Naftogaz Ukraine for failing 
to use the agreed upon gas volume under its take-or-pay contract. Naftogaz, which 
has repeatedly asked Gazprom to cut its annual supply volume to 27bn cubic meters, 
believes that it has fulfilled its contractual obligations. 
 
According to Gazprom, Ukraine's contracted gas volume for 2012 was 52bn cubic 
meters, and the country must pay for at least 41.6bn cubic meters as it failed to use 
the entire volume based on the agreement. 
 
"We have refused to pay and are now in negotiations," Yanukovych said. 
 
Ukrainian Energy and Coal Industry Minister Eduard Stavytsky said earlier this month 
that Ukraine has honored its contract and sees no reason to pay Gazprom's $7bn bill. 
 
Ukraine and Russia are currently negotiating the establishment of a bilateral 
consortium for managing the Ukrainian GTS (Gas Transport System) and reducing 
gas prices which are unfair in Ukraine’s opinion. 
 
Yanukovych said that Ukraine will look for any ways to diversify gas supplies. He 
recalled that Ukraine has been receiving gas from the German company RWE since 
2012. Also there is hope for the resumption of supplies from Turkmenistan, he 
added. 
 

NEWS INVESTMENT 
12. Analyst: Gazprom controls Turkmen gas 
bne 
February 19, 2013  
 
The newest gas delivery deal entered upon by Turkmenistan and Ukraine last week 
cannot be realized due to Gazprom control of Turkmen supplies, a market analyst, 
cited by United Press International, said. 



 
“All the gas that Turkmenistan can supply to Ukraine is already contracted to 
Russia,” market analyst Valentyn Zemlianski said. “Gazprom has not been fulfilling 
these contracts in full recently, but they exist.” 
 
Turkmenistan also supplies billions of cubic meters of gas to China. 
 
Last week, Ukrainian President Viktor Yanukovych visited the Turkmen capital 
Ashgabat, where he openly expressed his desire to restart imports of Turkmen gas, 
suspended in 2006. “I have reiterated Ukraine’s interest in resuming natural gas 
imports from Turkmenistan, as well as our readiness to deepen cooperation in this 
sphere,” Yanukovych said. 
 
13. CEE convergence 2.0 depends on developing knowledge-based economy  
Erste 
February 20, 2013 
 
Since the fall of Communism, Central and Eastern Europe has become a textbook 
example of economic convergence. However, the financial crisis has put this process 
partially on hold. We thus investigate the growth model and ask whether the drivers 
of growth are intact. CEE will have to move from a classical catching up by imitation 
to a knowledge-based system in the next decade. The potential benefits to be reaped 
from education and innovation are large.  
 
For Central and Eastern Europe, the crisis has not only meant austerity and slowing 
growth, but also some doubts about the sustainability of its growth model. Was it all 
simply an economic boom driven by capital inflows and over- consumption, where, 
behind the high headline growth figures, economies did not invest and become more 
productive? Looking at actual growth figures, it looks like economic convergence is 
taking a break.  
 
First, we dig deep into the characteristics of the CEE growth model, which is 
essentially an industrial one. CEE countries have used the re-integration of Europe to 
their own economic benefit and foreign investors have discovered the region as a 
place in which to invest. And they did so in more and more sophisticated branches of 
the economy, which brought enormous productivity gains. Productivity levels are still 
lower than in Western European countries, but this is compensated for by low labor 
costs. The countries of the region have thus used their relative cost advantage to 
modernize their industry with foreign technologies. High stocks of FDI and a high 
share of exports to GDP are testimony to this success and have survived the financial 
crisis well.  
 
So the recipe for success is intact, but pure cost competitiveness is not enough when 
countries are approaching the technological frontier. The key to further catching up 
will be to replace the importing of knowledge by innovative and new products 
generated in the countries. And this is only possible with highly educated people and 
a significant increase in expenditure on R&D. The aim is to become a knowledge 
economy which relies on knowledge as the key engine of economic growth. Investing 
in education and innovation can help CEE countries to restart the convergence 
machine in difficult times and at the same time prepare the way for joining the high-
tech league of countries.  
 



Among our sample of CEE countries, the Czech Republic, Slovakia and Poland are the 
frontrunners in terms of competitiveness and knowledge, with Hungary falling behind 
this group of countries. Romania and Serbia are on their way, but can still exploit 
more efficiency reserves before becoming innovating economies. Croatia must 
become more competitive to preserve its relatively high income level, whereas 
Turkey still has to move towards a knowledge economy.  
 
Finally, we ask how CEE will fare in terms of growth of potential output, i.e. whether 
the catching-up story will continue. Major forecasts say that CEE will maintain its 
growth advantage over Western peers in the short- and long-run.  
 

 
14. CORRUPTION WATCH: Russia loses up to RUB1 trillion from ephemeral 
companies  
bne 
February 22, 2013 
 
The Russian state is losing RUB1 trillion ($33bn) a year from “fly-by-night” 
companies firms that pay no taxes, First Deputy Prime Minister Igor Shuvalov said 
Thursday, February 21.  
 
These are companies set up that accumulate tax liabilities but are bankrupted just 
before they are due to pay their taxes – a favourite dodge of unscrupulous 
businessmen. These “Mayfly companies” have been a problem for years.  
 



“Social payments are not made, meaning there will be problems with pension 
payments and high-quality medical services in the future,” Shuvalov said reports 
PRIME.  
 
Shuvalov also highlighted there are black and grey imports, in comments that are a 
sideways swipe at the customers, which is in the process of being reformed. The 
state ordered changes at the end of last year as part of its “roadmap” reforms, which 
the service simply ignored. However, it has since announced it will make changes 
this year.  
 
“All those who take part in these schemes have competitive advantages on the 
market, while abiding entrepreneurs face problems. There are public officials who 
exert pressure on them, and there are businesses which have struck deals with the 
authorities,” Shuvalov said. 
 
15. CORRUPTION WATCH: Cost of Oboronservis Fraud Now at $433m Say 
Investigators 
RIA Novosti 
February 22, 2013 
 
The estimated cost of fraud from the illegal sale of Russian Defense Ministry property 
in the Oboronservis case has risen to over 13bn rubles ($433m), Investigative 
Committee head Alexander Bastrykin said on Thursday. 
 
“The damage was originally assessed at 3bn rubles and now it is already 13bn, while 
the area affected by [the fraud] is broadening and new instances [of fraud] and more 
suspects are emerging,” Bastrykin told reporters in Moscow. 
 
Embezzlement has become deeply rooted at the Defense Ministry due to inefficient 
control over spending on the part of the ministry’s financial bodies, he said. 
 
Bastrykin said it could take a year to wrap up the investigation into the Oboronservis 
case, which led to the sacking of Defense Minister Anatoly Serdyukov last November. 
 
While Serdyukov is still considered a witness in the case, his status may change to 
that of “a suspect” if enough evidence indicates he was involved in the fraud, he 
said. 
 
“We must come to court with solid and convincing evidence, especially when it 
concerns the [former] defense minister and his aides,” Bastrykin said. 
 
“We have also ordered an independent financial assessment in each instance to 
make sure that the charges are correct,” he added. 
 
Several people have been charged and arrested in the case so far, including the 
former head of the Defense Ministry’s property department Yevgenia Vasilyeva. 
 
Yekaterina Smetanova, a former executive at Oboronservis and key suspect in that 
investigation, was detained on fraud charges in October last year and signed a 
pretrial plea bargain agreement shortly after her arrest. 
 
She has been recently released from custody with travel restrictions after 
cooperating fully with the investigation. 



 
Oboronservis carries out a variety of services relating to Defense Ministry property, 
including repair and maintenance of equipment and real estate. 
 
16. Fund flows: Investors still frozen on Russia  
UralSib  
February 22, 2013 
 
Investors continue to withdraw money from Russia. Russia funds recorded outflows 
of $26 mln, or 0.17% of AuM, in the week to Wednesday, fully offsetting the 
previous week’s marginal inflows and keeping Russia flows negative YtD. Traditional 
funds lost $20.3 mln, while ETFs were responsible for the remaining $5.4 mln. Russia 
funds on a net basis have attracted new money on only four of the last 20 weeks, 
making October2012 – February 2013 one of the weakest periods since the 2008 
crisis, with $778 mln, or 5.8% of AuM, lost. 
 
Hence, the weakness in Russia fund flows that started in May 2011 continues, with 
total net outflows over this period now at $4.3 bln, or 29% of AuM, which is more 
than Russia funds lost during the July 2008 – March 2009 market turmoil (27.3% of 
AuM). 
 
EMEA stays behind other EMs. EMEA regional funds were again the weakest regional 
category, cumulatively losing $116 mln in the period, while LatAm took in $134 mln, 
and Asia funds – the undisputed leader since mid-2012– attracted $497 mln of fresh 
capital. On a country basis, China ($235 mln) and South Korea ($197 mln), followed 
by Brazil ($59 mln), Colombia ($50 mln), and Mexico ($40 mln), were last week’s 
winners. The biggest net losers of portfolio money were India ($109 mln), Taiwan 
($93 mln), and Turkey ($79 mln). Turkey funds, which were the EMEA darlings of 
the past three months, are coming under more serious pressure, which may lead to 
more reallocation of funds into the Eastern Europe and Russia equities. Inflows into 
GEM funds have abated to $1.7 bln, the lowest figure YtD. 
 
Russia falls victim to abating GEM inflows and lower oil. The Russian equity market 
had been running higher since mid-November thanks primarily to huge inflows into 
GEM funds. Abating inflows into GEM funds, exacerbated by oil-price weakness, 
present a major risk to Russian equities. Unfortunately for the Russian stock market, 
this scenario has materialized in the second half of February, creating further short-
term downside for the Russian market. 
 
Slava Smolyaninov  
 
17. Lithuania reopens tender on LNG terminal link 
bne 
February 19, 2013  
 
Apparently bidding to avoid a delay in launching its key energy project, Lithuania has 
reopened a tender to build a gas pipeline linking its planned LNG terminal to its 
distribution network following an objection from a German contractor to the previous 
award of the contract to a local consortium. 
 
State-controlled energy terminal operator Klaipedos Nafta had previously said it was 
ready to fight a threatened legal challenge to the award of the contract from 
Germany's PPS Pipeline Systems, who complained that the tender was not run 



transparently. However, it now says it has been ordered to re-run the final stage of 
the competition by procurement authorities.  
 
The consortium of Kauno Dujotiekio Statyba and Siauliu Dujotiekio Statyba, which 
was announced the winner of the tender on December 27 with a bid of LTL138m, has 
now had its agreement annulled. It has been invited, alongside PPS, to present new 
offers to build the 20km pipeline within two weeks, Klaipedos Nafta CEO Rokas 
Masiulis told Bloomberg on February 19. "We're repeating the last step at initial 
tender terms, as instructed by procurement authorities, in order to ensure total 
fairness and transparency," he said.  
 
Klaipedos Nafta insisted on January 17 that it would fight the threatened lawsuit, 
claiming that the tender to build a 20-kilometer pipeline linking the floating 
regasification unit by October 1, 2014 had been fair and transparent. 
 
However, it was ordered by Lithuania's Public Procurement Office on January 25 to 
delay signing a contract with the local consortium while the regulator looked into the 
situation.  
 
The company expressed concern at the time that the move could delay the strategic 
project, which is designed to break the country's total dependence on Russian 
imports for gas consumption. Should the Public Procurement Office "evaluate them in 
the urgent manner," a company statement said at the time, then the issue "should 
not have an impact on the timely implementation of the liquefied natural gas 
terminal project."  
 
The 2-3bn cubic metre per year terminal is planned to go into operation by the end 
of next year. It seems likely that Vilnius has decided a re-run of the tender offers 
less risk to the timetable than a potentially drawn out legal battle. The delay caused 
by reopening the tender "shouldn't impact" the schedule, Masiulis insisted.  
18. Mongolia Scorecard in most international ratings 
Mongolia Today Blog 
February 18, 13 
 
Global indices seem to be gaining in popularity, at least they appear more and more 
often in the press. This seems to be motivated by a desire to communicate some 
characteristics of countries, cities, companies, university, and brands on a common 
scale. 
 
Naturally, Mongolia is included in most indices that rank countries on some aspect of 
their performance. Mongolia’s ranking rarely makes the headlines except for when it 
makes a significant move up or down in a ranking. 
 
Having grown curious about these rankings, we are now attempting to trace 
Mongolia’s performance in these rankings and will add overtime performance in the 
future. 
 
Below, we list the name of relevant indices, Mongolia’s score, Mongolia’s ranking and 
comments (if any) about the methodology or other noteworthy information. 
 
Transparency International: Corruption Perception Index 
2012 Rank 94 (of 174) | 2011 Rank 120 
2012 Score 36 (of 100) 



Notes: Still unclear on methodology or explanation for the year-on-year jump for 
Mongolia  
Source: http://www.transparency.org/country#MNG 
 
World Bank: Ease of Doing Business 
2013 Rank 76 (of 185) | 2012 Rank 88 
Notes: Mongolia handicapped by land-locked geography  
Source: http://www.doingbusiness.org/data/exploreeconomies/mongolia 
 
World Justice Project: Rule of Law Index 
2012 Rank 38 to 93rd (of 97) on different subindicators 
Source: http://worldjusticeproject.org/country/mongolia 
 
Bertelsmann Stiftung: Transformation Index 
2012 Rank 39 (Democracy), 71 (Market Economy), 51 (Status) (of 128) 
Source: http://www.bti-project.org/countryreports/pse/mng/ 
 
Forbes: Best Countries for Doing Business 
2012 Rank 64 (of 141) 
Source: http://www.forbes.com/places/mongolia/ 
 
Heritage Foundation: Index of Economic Freedom 
2013 Rank 75 (of 177) | 2012 Rank 81 
2013 Score 61.7 | 2012 61.5 
Source: http://www.heritage.org/index/country/mongolia 
 
Freedom House: Freedom in the World  
2013 Score “Free” Civil Liberties 2, Political Rights 1 | 2012 Score “Free” (2.0), Civil 
Liberties 2, Political Rights 2 
Source: http://www.freedomhouse.org/report/freedom-world/freedom-world-2013 
 
UNDP: Human Development Report 
2011 Rank 110 (of 187) 
2011 HDI 0.653  
Source: http://hdrstats.undp.org/en/countries/profiles/MNG.html 
 
World Economic Forum: Global Competitiveness Index 
2012-13 Rank 93 (of 144) | 2011-12 Rank 96 
2012-13 Score 3.87 (1-7) 
Source: http://www.weforum.org/issues/global-competitiveness 
 
Fraser Institute: Economic Freedom in the World 
2010 Rank 69 (of 144) 
2010 Score 7.01 (of 10) 
Source: http://www.freetheworld.com/index.php 
 
Reporters without Borders: Press Freedom Index 
2013 Rank 98 (of 179) | 2011-12 Rank 100 (0f 179) 
2013 Score 29.93 | 2011-12 Score 35.75 
Source: http://en.rsf.org/press-freedom-index-2013,1054.html 
 
Maplcroft: Global Political Risk Atlas 
2013 Rank 101 (of 197) 



2013 Score medium 
Source: http://maplecroft.com/about/news/pra_2013.html 
Link to article 
 
19. National market should be a priority for Gazprom – Putin 
Itar-Tass 
February 21  
 
Russian President Vladimir Putin said on Thursday that domestic Russian market 
should always be a priority for Gazprom. It called on the gas monopoly to build up 
the pace of Russia’s gasification. 
 
In his speech at an event devoted to Gazprom’s 20th anniversary, Putin said 
uninterrupted gas exports were not the only task for Gazprom. 
 
“I would like to remind you that our consumers, our domestic Russian consumers 
also pay a proportionate price for gas. They have the right to count on reliable gas 
supply. The internal national market should always be a number one priority for you. 
The same is true of the interests of our citizens, industrialists and business,” Putin 
stressed in his speech. 
 
He added that in recent years Gazprom had provided gas supply to 3,000 villages 
and settlements. He called on the company to build up gasification of Russian 
regions. 
 
“Naturally, a considerable part of this work lies on Russian regions. But this work and 
its end result largely determine the quality of life in each part of Russia, just 
everywhere on its vast territory,” the president emphasized. 
 
He explained that today working for the benefit of Russia meant more than 
contributions to the state budget for solving strategic development tasks. 
 
“Your mission is much broader,” the president stressed. 
 
“Gazprom has many future projects that are supposed to change the disposition of 
forces on the global energy market. They include the exploration of Yamal and the 
Arctic shelf. You should also expand Russia’s presence in external trade grounds,” 
Putin said. 
 
He noted that the company’s short-term plans included the construction of the 
Siberian Force cross-country gas pipeline from Yakutia and the creation of a unified 
gas supply system in the east of Russia. 
 
“The solution of these tasks will require the organization of new production capacities 
and the introduction of advanced technologies and innovative equipment. That 
should lead to the creation of new modern jobs and organization of small and mid-
size enterprises, including in the production sector. It means that people will get new 
opportunities to work and create their own business,” Putin said. 
 
Putin also remembered Viktor Chernomyrdin and Victor Vyakhirev, who were 
Gazprom’s founding fathers. 
 



“I am sure that Gazprom will exert every effort to increase its global 
competitiveness, fulfill the assigned tasks and successfully implement its projects,” 
Putin said. 
 
The president also announced that a large group of Gazprom employees would 
receive state awards and honorary titles at a reception in the Kremlin on Friday. 
 
20. Tatarstan boasts one of Russia’s best regional results in 2012 
Tatarstan 
February 18, 2013 
 
“We can call results of 2012 successful,” declared the President of the Republic of 
Tatarstan Rustam Minnikhanov leading economic results of 2012. 
 
Thus, the gross regional product grew by 5.5%, exceeding the growth of Russia's 
GDP (3.4%), and amounted to 1.415 trillion rubles. Minnikhanov set the task to get 
the GRP 2 trillion rubles in 2016. The volume of investment in fixed assets in 2012 
amounted to 465 billion rubles. Interregional turnover of Tatarstan in 2012 grew by 
19% and amounted to 540 billion rubles. The foreign trade turnover of Tatarstan 
increased by 2.4% and amounted to 26.5 billion dollars. 
 
Deputy Minister of Industry and Trade of the Russian Federation Gleb Nikitin 
congratulated the leadership of Tatarstan with impressive successes in the 
development of industrial production. "Many regions of Russia should attain to you," 
- declared the deputy minister. 
 
It is necessary to note the high places of Tatarstan in the Russian rankings. Republic 
occupies the fifth place in the GRP, the sixth for industrial production, the fourth for 
the volume of investment in fixed assets, the third for the volume of agriculture. 
 
The site of the International Summit KAZANSUMMIT allows the whole world to 
witness the economic potential of Tatarstan and other regions of Russia. Deputy 
Secretary General of OIC Hameed Opeloyeru, who participated in KAZANSUMMIT 
2012, named Tatarstan a real hub center, also noting the partnership advantages of 
Tatarstan and experience of a productive dialogue with the Islamic world. 
 
21. Trade among Customs Union member-states up by almost 9% in 2012 
 
Itar-Tass 
February 20, 2013  
 
Last year’s trade turnover among member-countries of the Customs Union – Belarus, 
Kazakhstan and Russia – reached $68.6 billion, up by 8.7 percent as against 2011, 
the press service of the Eurasian Economic Commission said. 
 
Bilateral trade between Russia and Belarus increased by 9.6 percent to $43.9 billion, 
between Russia and Kazakhstan – by 6.8 percent to $23.8 billion and between 
Belarus and Kazakhstan – by 15.1 percent to $0.9 billion. 
 
Mutual trade flows among member-states of the Customs Union were distributed in 
this way: Russia-Belarus – 64 percent, Russia-Kazakhstan – 34.7 percent and 
Belarus-Kazakhstan – 1.3 percent. 
 



In 2012 the foreign trade of member-states of the Customs Union with third 
countries totaled $939.3 billion, including export of $600.1 billion and import of 
$339.2 billion. The foreign trade increased by 3.2 percent or by $28.7 billion as 
against 2011, the press service said. 
 
22. Trade growth within Russia-Belarus-Kazakhstan customs union up 
slightly more than for other trading partners 
Bank of Finland 
February 22, 2013 
 
Some 10 % of the total exports of the Russia Belarus Kazakhstan customs union last 
year went to other members, and 17 % of total imports originated from the customs 
union. Intra-union trade is most important for Belarus, whose customs union 
partners account for about 37 % of Belarus exports and 60 % of imports. Some 7 % 
of Kazakhstan’s exports and 40 % of imports were exchanged within the union. The 
comparable shares for Russia were 8 % of total imports and 7 % of total exports. 
Russia dominates trade within the customs union, accounting for 65 % of the total 
value of trade. Kazakhstan had 25 % and Belarus 10 %.  
 
When the customs union was launched in 2010, import duties for members were 
abolished, and the members imposed uniform import duties on products entering the 
union. Most of these duties were identical to Russian customs duties. Because the 
countries have different economic structures and their tariff systems were different, 
the impact of the new customs regime has been different on the trade flows of each 
member.  
 
Generally speaking, trade flows within the customs union have increased in particular 
due to reduced nontariff barriers to trade such as the elimination of customs 
inspections and simplification of import and payment procedures. A number of 
nontariff barriers to trade still remain, however, e.g. technical, health and safety 
standards, as well as certification requirements. There is an effort to eventually 
harmonise these, too.  
 
Before the creation of the customs union, Kazakhstan had lower import duties than 
the others. Membership forced it to hike about half of its import duties. For this 
reason, imports from inside the customs union have been able to substitute to some 
extent imports to Kazakhstan from outside the customs union. Kazakhstan has 
traditionally imported considerable amounts of food and consumer goods from China. 
Russia now suspects that significant amounts of Chinese products not declared to 
customs moved through Kazakhstan into Russia last year.  
 
Over the past two years, Russia and Belarus have been in a squabble over exports of 
refined petroleum products. The countries agreed in 2010 that from the start of 
2011, Belarus would be permitted to export crude oil imported from Russia exempt 
from export duties in the form of refined products to third countries. In exchange, 
Belarus would transfer to Russia all export duties that it collects on those refined 
products. According to the agreement, only refined energy products such as fuels are 
subject to export duties, leaving other products such as solvents and lubricants 
outside. As a result, exports of solvents and lubricants from Belarus skyrocketed in 
2011, and continued to rise last year. It turned out that Belarus actually exported 
energy products such as gasoline under the classification of solvents and lubricants. 
At the end of 2012, Russia posted Belarus a $1.5 billion bill for unpaid duties. Russia 
also cut crude oil supplies to Belarus.  



 
Russia and Belarus have also been at odds over agricultural exports from Belarus to 
Russia, which have significantly exceeded the agreed annual quotas. Russia suspects 
that Belarus is dumping dairy products and that some meat imported from Belarus 
has a third-country origin. The Eurasian Economic Commission, the custom union’s 
highest body, has discussed the possibility of coordinating the agricultural policies of 
member countries even by production quotas. 
 

OTHER NEWS INVESTMENT 
23. Deputy Minister of Energy Mikhail Kurbatov comments on strategic 
issues in the sector 
VTB Capital 
February 21, 2013 
 
News: Interfax has interviewed Deputy Minister of Energy Mikhail Kurbatov. The key 
takeaways are as follows. 
 
- Russian Grids strategy: the goal is to keep investments attractive by i) developing 
tariff regulation (primarily RAB); ii) ensuring opex and capex efficiency via 
benchmarking; iii) consolidating TSOs; and iv) focusing on service quality. 
 
- FSK and MRKH: i) An SPO in FSK is possible to finance capex; ii) no extended 
privatisation in FSK; iii) investments in grids need to double to renovate assets; and 
iv) gradual move in MRKH financing to dividends from regionals. 
 
- HYDR and VRAO: i) no SPO expected; ii) project IRR in Russian Far East to be 
below that in European part; iii) HYDR might be involved in developing ambitious 
‘electricity storage’ project; iv) one or two projects in water pipes might be run by 
HYDR. 
 
- DRSK deal: several options are considered – purchase by i)Russian Grids and 
financed with cash from MRSKs privatisation ii) FSK and paid with IRAO shares 
(might be sold later on). 
 
- 25% payout: i) to be paid from NI secured by cash flow; ii) applied to subsidiaries; 
iii) capex is an excuse to avoid the rule. 
 
- Heat market: i) the pilot ‘alternative boiler’ project is to be launched this year; ii) 
full switch to take 8-12 years given social importance of heat tariffs. 
 
Our View: We welcome MinEnergo’s focus on the investment credibility of the sector 
and getting to grips with existing low opex and capex efficiency so as to secure 
equity value in the sector. Meanwhile, Kurbatov’s interview reveals several risks: i) 
new, ambitious capex projects for HYDR, FSK and MRKH; ii) value destructive (for 
MRKH minorities) reinvestment (TSOs, DRSK and etc) of proceeds from privatising 
MRSKs; iii) 25% dividend payout remains a long-term target with no immediate 
implementation; and iv) growth in tariffs is a ‘last resort’ measure which poses the 
risk of additional pressure on tariffs. 
 
Mikhail Rasstrigin  
Alexander Seleznev 
 



24. European defence industry - strategic independence before 
competiteveness   
European Parliament 
February 21, 2013 
 
The European defence industry's role in ensuring the EU's strategic independence 
must come before competitiveness, said security and defence MEPs in their debate 
on Wednesday with Commissioner Michel Barnier. Mr Barnier called for a new 
impetus for European defence policy.  
 
The defence industry "is not an industrial sector like others. Its strategic nature 
makes it a special case and must be taken into account," insisted Arnaud Danjean 
(EPP, FR), chair of Parliament's security and defence subcommittee.__ 
 
Mr Danjean also stressed the importance of the European summit in December, 
when member states will discuss security and defence issues, pointing to the 
responsibility of member states to make it a success.__"If the will to develop 
European defence is there we must be ready," said Mr Barnier, when he presented 
the work of the Commission's task force on the defence industry and markets to 
MEPs.__ 
 
He singled out the need to make defence markets more open; support SMEs; 
develop dual civil-military capacities, research, and trade in defence equipment; and 
explore the role the EU could play in providing European exporters with access to 
defence markets outside the EU, particularly in the US.__ 
 
MEPs highlighted the need for a competitive industrial base in Europe to ensure that 
the EU's Common Security and Defence Policy can continue to deliver despite the 
current budget constraints.__ 
 
"In the security and defence industries, no-one else will do what the Europeans do 
not do for themselves," said Commissioner Barnier.  
 
25. MEPs discuss plan to boost competition to save EU railways 
European Parliament 
February 20, 2013 
 
The European Commission is proposing to open domestic rail passenger markets to 
competition by 2019 to complete the European railway market. Views differ amongst 
transport committee MEPs, with fears that unprofitable lines will be closed down. 
 
The transport commissioner, Siim Kallas, presented the Fourth Railway Package to 
the transport and tourism committee on Tuesday. The six draft laws are intended to 
complete the "Single European Railway Area" by harmonising technical provisions 
and giving all operators access to national rail networks. 
 
Mr Kallas said this last stage of liberalisation was vital in order to halt the decline of 
Europe's railways "unless we want rail transport to become a luxury toy for rich 
countries." He assured MEPs that the Commission's "pragmatic" approach would take 
account of regional conditions, existing company structures and "national 
prerogatives in defining public service obligations." 
 



MEPs unanimously supported the Commission's plan to boost the role of the 
European Rail Agency in certifying rolling stock. This would make it possible to create 
a large rail network with common technical and safety standards. However, 
Dominique Riquet (EPP, FR) did ask "Where will the money come from?" 
 
Financing: MEPs slam member states' hypocrisy 
 
"We have all wanted more efficient railways for years but the member states are 
failing to transpose certain rules. As for the funding, I have serious doubts, given the 
new multi-annual budget framework," said Mathieu Grosch (EPP, BE). 
 
Vilja Savisaar (ALDE, ET) wondered: "What incentive is the Commission providing in 
order to stimulate investment in infrastructure?" while Ramon Tramosa (ALDE, ES) 
called for more European money to fund the transeuropean core network. Faced with 
budget cuts, "I wonder what our true ambition is," said Karim Zéribi (Greens/EFA, 
FR), "if it is not liberalisation at any price." 
 
Public service and railway staff 
 
"Combining freedom of access to the market with public service contracts risks 
creating 'cherry picking', that is concentrating services on profitable lines," warned 
Said El Khadraoui (S&D, BE), "but for passengers, the only thing that counts is a 
reliable service, even on less heavily-used lines." Ayala Sender (S&D, ES) pointed to 
the "major challenge of finding an acceptable solution for railway workers." 
 
Next steps 
 
The discussions in Parliament will continue once the rapporteurs are appointed, with 
a public hearing to be held in May or June. The member states will debate the 
Commission's proposal on 11 March. 
 
26. Offshore oil and gas operations - financial liability for all operators 
European Parliament 
February 21, 2013 
 
A provisional deal on proposed legislation for the safety of offshore oil and gas 
operations was struck by MEPs and Council negotiators on Thursday. Before oil and 
gas firms could get a licence to drill, the directive would require them to submit 
major hazard reports and emergency response plans and prove their ability to 
remedy any environmental damage caused. 
 
"Europe learned its lessons from the Deepwater Horizon catastrophe and wants to 
reduce the risks of offshore oil and gas drilling to a minimum. Especially now that 
several member states are exploring new drilling operations, we need an efficient 
legislative framework. The previous directive is nearly 20 years old and does not 
guarantee the safety of offshore drilling operations in an adequate manner", said Ivo 
Belet (EPP, BE), who led the negotiations. 
 
This agreement ensures an EU legal framework that will help us to prevent offshore 
accidents in our seas and ensure rapid intervention which will limit potential 
damage", said Energy Committee Chair Amalia Sartori (EPP, IT). 
 
Financial ability to remedy all damage caused 



 
All operators would need to ensure they have access to "sufficient physical, human 
and financial resources to minimise and rectify the impact of a major accident". No 
licence would be granted unless the applicant has provided evidence that "adequate 
provision has been or will be made to cover liabilities potentially deriving from its 
offshore oil and gas operations". 
 
In particular, when assessing the applicant's technical and financial capability, due 
account would be taken of their ability, including any financial security, to cover 
liabilities. These would include "liability for potential economic damage where such 
liability is provided for by national law". 
 
Major hazards report and major accident policy 
 
Drilling companies would be required to submit to the national authorities a special 
report, describing the drilling installation, potential major hazards and special 
arrangements to protect workers, before starting operations. EU Member states 
would require operators to prepare a document setting out their "corporate major 
accident prevention policy" which would guarantee inter alia an open reporting 
culture for incidents, consultation with elected safety representatives and protection 
for whistleblowers. 
 
Internal and external emergency response plans 
 
Companies would also have to provide an internal emergency plan, giving a full 
description of the equipment and resources available, action to be taken in the event 
of an accident and all arrangements made to limit risks and give the authorities early 
warning. 
 
At the same time, EU member states would have to prepare external emergency 
response plans covering all offshore drilling installations within their jurisdiction. 
These plans would specify the role and financial obligations of drilling companies as 
well as the roles of relevant authorities and emergency response teams. 
 
Why a directive? 
 
Although the Commission's initial proposal referred to a "regulation" (which would be 
directly binding upon all member states), negotiators for Parliament and the Council 
agreed to recommend adopting a directive (which lays down ends, but leaves means 
to member states) instead, in order to avoid redrafting existing equivalent national 
laws. 
 
Application and transposition 
 
Member states with offshore waters that have no offshore oil and gas operations 
under their jurisdiction, and landlocked countries with companies registered in their 
territories would need to apply only a limited number of this directive's provisions. 
Member states would have two years to transpose the directive into their national 
laws. 
 
Next steps 
 



The provisionally agreed text which still needs to be adopted formally by COREPER 
will be put to an Energy Committee vote, probably in March, and then a plenary one 
in May (provisional timetable). 
 
27. Polish flag carrier to slash workforce by 25% 
bne 
February 22, 2013 
 
LOT Polish Airlines is set to cut its workforce by 25%, a government official 
announced on February 21, as it battles to reduce losses. 
 
The state-controlled flag carrier will cut up to one quarter of jobs, said Deputy 
Treasury Minister Rafal Baniak. "We expect the mass layoff process to affect about 
500 people," Baniak said, according to PAP, without specifying when the cuts will 
take place. The official said another 130 staff agreed to be part of a voluntary 
redundancy programme in January. 
 
The airline employed 2,063 people at the end of 2012, according to AFP, but was 
forced to ask Warsaw for yet another in a series of bailouts at the end of the year 
due to operating losses of PLN115m. Having forecast it would finally see profit, the 
company's CEO was fired as the government handed over PLN400m. It's thought 
that could rise to PLN1bn. 
 
The EU is currently mulling the subsidy. Last year, a demand from Brussels to 
Hungarian flag carrier Malev that it hand back state support grounded the airline. 
 
Meanwhile, LOT reported earlier this week that its two grounded Boeing 787 
Dreamliner's are costing it $50,000 per day, further complicating its restructuring 
efforts. The new jets, grounded worldwide by battery problems, were to be used to 
improve efficiency and open up new long haul routes for the Polish airline, which was 
the first in Europe to fly them. 
 
However, in a February 20 statement, Baniak admitted that the Dreamliner has 
turned into a bit of a nightmare for the restructuring scheme. "The original 
turnaround plan had to be modified because of problems with the 787," he said in a 
statement.   
 
28. Russia Expects Bilateral Trade with Brazil to Reach $10bn 
RIA Novosti 
February 21, 2013 
 
Russia and Brazil are capable of raising bilateral trade to $10bn in the future, 
Russian Prime Minister Dmitry Medvedev said on Wednesday during a visit to Brazil. 
 
According to Russia’s Federal Customs Service, Russian-Brazilian trade stood at 
$6.5bn in 2011. 
 
“It is very important that we outlined new projects [and] coordinated our positions 
on various dimensions of trade and economic cooperation. I think our target of 
reaching trade turnover of about $10bn annually is absolutely realistic, taking into 
account the potential of our economies, and I hope that it would be reached within 
the next few years,” Medvedev said. 
 



The Russian premier said Russia would like to run joint projects in industry, 
agriculture, space and power generation, including nuclear energy. A source in the 
Russian delegation earlier told RIA Novosti that Russia hopes to participate in a 
tender for the construction of four nuclear power plants in Brazil until 2030. 
 
Medvedev has arrived in Brazil’s capital Brasilia on Wednesday morning Moscow 
time. On the first day of the visit, the two countries have resolved a dispute on pork 
exports to Russia. Russia’s federal food safety agency warned the United States, 
Canada, Mexico and Brazil in late 2012 that their meat imports could be halted 
should the shipments contain the additive ractopamine. 
 
“We’ve discussed the problem of pork exports to Russia. Russian and Brazilian 
agricultural services have reached an agreement on the issue, and we have 
overcome all differences,” Brazilian vice president Michel Temer said. “We can say 
that we have reached very positive results.” 
 
Brazilian authorities have also expressed their interest in buying about 1m metric 
tons of Russian wheat annually, Russian agriculture minister Nikolai Fyodorov told 
journalists. The two countries have also agreed on a list of sanitary and quality 
requirements for imported wheat. 
 
During the second day of his visit to Brazil, Medvedev will meet with have a working 
breakfast with Russian and Brazilian businessmen and will then head to Cuba. 
 
29. Ukraine Will Probably Lease Its Pipelines, Yanukovych Says 
Tim Ash, Standard Bank 
February 22, 2013 
 
There you go....an obvious attempt to reach out to Moscow, which in effect signals a 
move away from cutting a deal with the IMF. Yanukovych is preparing to surrender 
control of pipelines to Moscow, which will be a hugely controversial move 
domestically. 
 

SECTOR Gas 
30. Russia to work out position on LNG export liberalization by April 
bne  
February 15, 2013  
 
The Russian government will elaborate a consolidated position on the liberalization of 
liquefied natural gas (LNG) exports by the end of March, Deputy Prime Minister 
Arkady Dvorkovich said. 
 
At present, state-controlled natural gas Gazprom enjoys an exclusive right to export 
natural gas. 
 
"I think that the matter will be tackled in a month or a month and a half, considering 
that the main issue set by the president is to ensure the competitiveness on the 
same markets between LNG and the traditional gas sold by Gazprom," Dvorkovich 
said, cited by Prime. 
 
31. Energy Ministry releases new gas MET proposal 
Sberbank CIB 



February 19, 2013 
 
The Energy Ministry has offered its version of MET proposals on gas, in reply to the 
Finance Ministry’s proposal from October, according to a report from Finmarket.ru 
(an Interfax site) this morning. 
 
Our view: The Energy Ministry’s version would imply significant discounts for so-
called “wet gas” (gas with a condensate component), which constitutes around 70% 
of Novatek’s output. There is no single MET number put forward; rather, the proposal 
introduces a formula that factors in the type of gas, the region of production, the 
estimated lifting costs and the average price at which the gas is sold (including for 
export). This last part remains tentative and could be revised. 
 
However, the way the formula is presented, Novatek would be paying, by our 
estimates, about R370/mcm in 2014 and R530/mcm in 2015. This is about 20% and 
5%, respectively, less than what the Finance Ministry had proposed and what we 
have in our models. Hence, Novatek would save $160m in 2014 and a more modest 
$40m in 2015 versus our current estimates (this is less than 1% of EBITDA in 2015). 
 
In turn, Gazprom would be paying more, but it is not clear by how much, although 
the report suggests the total bill for the company would rise by R33bn ($1bn) 
compared with the Finance Ministry proposal. 
 
The bottom line is that there is no evidence that anyone wants to raise the METs on 
Novatek, despite some market belief to the contrary. While the proposal does not 
say anything about condensate taxation, we understand from discussions that the 
combined METs on gas and condensate will not exceed what is currently in our 
models, and may in fact come in at a lower overall burden. Meanwhile, we are likely 
to see more proposals and counterproposals on gas taxation before the 2014 
implementation. 
 
Oleg-Maximov  
 
32. Gazprom board approves building Vladivostok LNG 
bne  
February 21, 2013  
 
The board of directors of Russian gas giant Gazprom has approved the feasibility 
study of a liquefied natural gas (LNG) plant in Vladivostok, the gas holding said. 
 
The plant will comprise three facilities, each with a 5m tonne capacity. The first line 
will be launched in 2018. 
 
Gazprom had earlier considered inviting a consortium of Japanese companies into 
the project. The consortium comprised Cieco, Inpex, Itochu, Japex, and Marubeni. 
According to unofficial data, the parties estimated the investments into the project at 
$7bn, with the payback period at seven-eight years. 
 
33. Gazprom in talks with Eni over take-or-pay rule 
VTB Capital 
February 21, 2013 
 



News: According to Vedomosti, Eni and Gazprom have started a new round of 
negotiations over gas contract terms. Eni intends to remove the take-or-pay rule 
from the contract, speculates the paper. Vedomosti recaps that Eni has already 
received discounts from Gazprom totalling USD 1.3bn. 
 
Our View: The fact that talks between Eni and Gazprom about the gas contract have 
begun again, having just been completed last year, confirms our long standing view 
that the Russian gas monopoly is losing its bargaining power on the European 
markets. We believe Gazprom is unlikely to remove the take-or-pay rule, which has 
historically been the key point of its contracts. However, the sentiment is negative 
for the monopoly. 
 
Despite the discounts, Gazprom's prices are still above competitive levels and sales 
in Europe dropped 8% last year (in volume terms), while overall gas imports to the 
region decreased just 6%. Given the continuing deterioration in Gazprom's position 
on the European market, and the lack of any improvement domestically, we are 
reiterating our cautious view on the stock. 
 
In our view, the market might react negatively to the news, especially on the back of 
the recent relatively strong performance of Gazprom's shares. We note, however, 
that dividends with an estimated 5-6% yield are set to support the stock in the near 
term (record date is 13 May). 
 
34. Novatek increased its SEC reserves 32% in 2012  
February 22, 2013 
VTB Capital 
 
News: According to a Novatek press release, the company’s proved reserves 
increased 32% YoY to 12.4bnboe (including subsidiaries). The company added 
3.4bnboe of proved reserves under the SEC reserves reporting standards. As a 
result, the company’s reserve to production ratio (R/P) increased from 25 years in 
2011 to 31 years. Under the PRMS reserves reporting methodology, the company’s 
total proved reserves increased 38% to 15.6bnboe. Total proved plus probable 
reserves increased 45% to 22.4bnboe. 
 
Our View: We see the news as positive for Novatek. We believe that the company is 
capable of monetising its reserves. To recap, Novatek’s customer base has been 
rapidly expanding, and the company has managed to increase its domestic market 
share from less than 7% in 2007 to 13% in 2012. While we still continue to prefer oil 
names to gas, among gas we relatively favour Novatek more. We reiterate our Buy 
recommendation for the company’s shares. 
 
Ekaterina Rodina  
Elena Kopylova  
Mikhail Zarkhi  
Dmitry Loukashov, CFA  
Alexander Kirevnin 
 
35. Novatek registered LNG trading company in Singapore  
February 22, 2013 
VTB Capital 
 



News: According to Vedomosti, Yamal LNG company (owned by Novatek) has 
registered an LNG trading subsidiary in Singapore. 
 
Our View: We do not expect any market reaction to the news. We believe that 
Novatek is preparing the necessary organisational moves to start LNG exports when 
it is permitted by the government. Southeast Asia is one of the major centres of LNG 
consumption; therefore, registering a trading company in Singapore seems a logical 
move to us. We continue to question the financial justification of the Yamal LNG 
project, as we consider the pipeline exports from the region as more efficient and 
cheaper now. However, we reiterate our view that liberalisation of LNG exports would 
be positive for Novatek and negative for Gazprom. To recap, just recently President 
Putin requested that all relevant authorities think over the possibility of providing 
independent gas producers direct access to LNG export. 
 
Ekaterina Rodina  
Elena Kopylova  
Mikhail Zarkhi  
Dmitry Loukashov, CFA  
Alexander Kirevnin 
 
36. Rosneft plans to expand in the LNG sector 
OSW 
February 22, 2013 
 
On 13 February, representatives of the Russian company Rosneft and the US 
company ExxonMobil signed an agreement extending the scope of bilateral 
cooperation agreements which they agreed to in August 2011 and April 2012.The 
new agreement provides for a six-fold increase in the Russian shelf space designated 
for joint exploitation; Rosneft’s participation in extraction projects in Alaskan 
deposits owned by ExxonMobil; and a joint feasibility assessment concerning projects 
related to the production of liquefied natural gas (LNG) terminals in the Russian Far 
East (mainly in the Sakhalin-1 deposit). On the same day, a meeting of the 
presidential Commission for Strategic Development of the Fuel and Energy Sector 
and Environmental Security was held, in which Rosneft’s chairman, Igor Sechin, for 
the first time publicly supported the demand to restrict Gazprom’s export monopoly 
with respect to LNG. In addition, on 17-19 February a Rosneft delegation visited 
China, South Korea and Japan, during which representatives of the Russian company 
offered to include Chinese companies in LNG projects being undertaken in 
Russia.? ? ? 
 
Commentary 
 
Rosneft’s recent actions testify to its determination to expand into the LNG sector. 
The largest state-owned oil company has become involved in energy projects on the 
Russian continental shelf, and a large proportion of the licenses it has acquired 
(which currently total 43) concern the operation of gas or oil & gas fields. 
 
The implementation of LNG projects, especially those in the Russian Arctic 
continental shelf, will be impossible without the participation of foreign partners who 
can provide both appropriate technologies and investment capital. A new agreement 
between Rosneft and ExxonMobil is intended to help this process (7 out of the 12 
new licenses Rosneft acquired on 31 January will be operated in conjunction with 
ExxonMobil). Meanwhile the attempts to attract Asian partners (especially from 



China) is intended to help with obtaining the funds necessary to finance costly 
projects. Furthermore, China, South Korea and Japan are seen as potential markets 
for the LNG to be produced in the future. 
 
Rosneft’s determination to gain a significant position in the LNG sector is also 
demonstrated by the support it has given to those independent gas producers 
(especially Novatek) which have called for a limitation on Gazprom’s export 
monopoly. Sechin’s position could have an influence on the attitude of Vladimir Putin, 
who at a meeting of the presidential commission acknowledged the need to consider 
the gradual liberalisation of the export of Russian LNG. This statement effectively 
defines the limit to Gazprom’s legal privileges, by introducing exemptions for other 
companies (in terms of selected projects or export directions). This proposed change 
will be crucial for the prospects of Russian LNG projects. 
 
Rosneft’s activation in the LNG sector could have a significant impact on the 
dynamics of change in the Russian energy sector. Its consequences could include a 
further weakening of Gazprom, and the increasing influence of Rosneft and 
independent gas producers (mainly Novatek). 
 

SECTOR Oil 
37. Alliance Oil 4Q12 financial results review  
February 22, 2013 
VTB Capital 
 
News: Alliance Oil Company has reported its 4Q12 and FY12 IFRS results. Revenues 
were flat QoQ at USD 909mn (3% above us and consensus). Adjusted EBITDA came 
at USD 164mn (3% lower than us and consensus). Adjusted net income was USD 
71mn (18% and 5% below us and consensus). 
 
Our View: Adjusted EBITDA fell 21% QoQ due to higher than expected cost inflation 
of 8% (driven by refining opex) and despite flat net revenues. Net income was 
almost flat QoQ, reported at USD 130mn, due to a USD 58.7mn positive one-off 
item: the reversal of the impairment of assets. Adjusted for this, net income came in 
18% below us at USD 71mn (mainly due to higher than expected minority 
interest).?Capex reached USD 218mn in 4Q12, which led to a negative USD 75mn 
FCF for the period. FY12 FCF was minus USD 160mn. The company guided for 2013 
capex of USD 680-780mn and we see a risk that FCF will remain negative in 2013.? 
 
During the conference call, Alliance confirmed that the Khabarovsk modernisation 
was on track. The company expects to launch a new hydro-processing complex for 
test operations in 3Q13. Alliance has also started constructing a connection from the 
ESPO pipeline to the Khabarovsk refinery, which we see as positive. The first crude 
oil supplies are scheduled for 2014 (we continue to assume first supplies from 2015). 
The pipeline connection would make it possible to improve refining margins by 
saving on transportation costs (estimated at USD 5-7/bbl).?While the results 
(adjusted for one-offs) were weaker than we and consensus expected, the stock was 
up 8.9%. We view this as a short-term recovery, as it sold off ahead of the results. 
We are reiterating our Hold recommendation and 12-month Target Price of USD 9.8. 
 
Dmitry Loukashov, CFA  
Alexander Kirevnin  
Ekaterina Rodina  



Elena Kopylova  
Mikhail Zarkhi 
 
38. EIA data – Crude oil inventory reaches seven-month high 
VTB Capital 
February 22, 2013 
 
This week’s EIA data, released a day later than usual due to the Presidents Day 
holiday, had a 4.1mmbbl crude oil inventory build WoW, double market expectations. 
 
At 376.4mmbbl, crude inventory levels are at their highest since July 2012 and 
comfortably above the top of the seasonal range (Figure 1). 
 
A 0.2mmb/d (+2.3%) WoW increase in crude imports contributed to the inventory 
gain, as did a 0.1mmb/d (-0.9%) WoW fall in refinery throughput. Refinery 
utilisation fell more than expected, down 0.9% WoW, to 82.9% utilisation as more 
refineries are being placed into maintenance. 
 
US crude oil production grew 54kb/d (+0.76%) WoW, taking production above the 
7.1mmb/d mark (Figure 2). The growth rate since the beginning of the year implies 
full year average crude oil production of 7.5mmb/d, or YoY growth of 1.1mmb/d 
(+16.6%). 
 
That is markedly higher than both the IEA’s and the EIA’s YoY growth forecast 
(0.72mmb/d and 0.86mmb/d, respectively). 
 
A counter-seasonal 0.6mmb/d (-3.3%) WoW fall in implied all product demand 
erased much of last week’s gain, taking demand to 18.4mmb/d and back to the 
bottom of the seasonal range. That weakness in demand came from all of the 
product categories except gasoline, which saw a marginal increase in demand of 
33kb/d. On a 52-week YoY average basis, however, all product demand improved to 
-0.7%, from -0.9% last week. 
 
Crude oil prices have dropped relatively sharply recently. A number of reasons have 
been attributed to this fall in prices, including hedge fund selling in an overbought 
market, concerns that QE3, the Fed’s asset buying programme, could end earlier 
than expected and even possible positive developments on Iran. None of these are 
particularly convincing, in our view. However, while the market appears tighter than 
previously thought, it is oversupplied, even at current low OPEC production levels. 
 
Should OPEC production stabilise, or even pick up prospectively into seasonally 
weaker second quarter demand, we would expect that to result in further pressure 
on current price levels. 
 



 
39. Lukoil to start geological exploration in Yakutsk region  
VTB Capital 
February 21, 2013 
 
News: According to Kommersant, Lukoil intends to start geological exploration of the 
Yakutsk region shore, in the Khatanga Gulf. CEO Vagit Alekperov announced that 
the cost of one exploration well could reach USD 200mn. 
 
Our View: Due to the risky nature of the project, lack of existing infrastructure and 
the region’s remote location, the initial market reaction to the announcement is likely 
to be negative. However, the news is generally in line with Lukoil’s strategy, 
announced in March 2011, according to which total exploration capex in 2012-21 is 
planned at USD 28.4bn (although the exact breakdown of the projects was not 
announced).?We believe that the project would be subject to the new taxation 
scheme, which guarantees oil companies an IRR of 16.3% (although it has not yet 
been legally approved). Given that we estimate Lukoil’s WACC at 11.9%, we believe 
the project would be value accretive for the company were the new taxation scheme 
to be applied. 
 
Dmitry Loukashov, CFA  
Alexander Kirevnin  
Ekaterina Rodina  
Elena Kopylova  
Mikhail Zarkhi 
 
40. Rosneft board approves RUB5.72bn gas deals with Itera 
bne  
February 21, 2013  
 
The board of directors of Russian oil company Rosneft has approved RUB5.72bn of 
deals to buy and sell gas with gas producer Itera, Rosneft said. 
 
The board approved selling 1.33 bcd of gas for RUB2.624bn to Itera and buying 1.50 
bcd of gas for RUB3.096bn from the company. 
 
41. TNK-BP to increase international exposure  
VTB Capital 



February 21, 2013 
 
News: According to Vedomosti, TNK-BP plans to increase its international exposure 
from 2% in 2012 to 10% in 2020. Capex for international projects in 2013 is planned 
to stay at the 2012 level of USD 300mn. 
 
Our View: We believe that new international projects would be undertaken by TNK-
BP International (the parent non-listed entity) rather than TNK-BP Holding. However, 
we see the idea as negative for the company as international projects are generally 
not the strong side of Russian oils’ business. We believe there is a high risk that new 
projects could turn value destructive for the company. In our view, it would be better 
for the company to focus on new greenfields and bluefields in Russia (TNK-BP won 
an auction for the Lodochnoye field at the end of 2012). However, we do not expect 
any immediate market reaction to the news. 
 
Dmitry Loukashov, CFA  
Alexander Kirevnin  
Ekaterina Rodina  
Elena Kopylova  
Mikhail Zarkhi 
 
42. Tatneft guides for RAS 2012 pre-tax profit of USD 2.8bn  
VTB Capital 
February 19, 2013 
 
News: According to Interfax, Tatneft has announced that its pre-tax profit for 2012 
under RAS accounting is to reach RUB 87bn (USD 2.8bn), which is 15.8% higher 
than in 2011. 
 
Our View: RAS net income is used as the basis for calculating Tatneft’s dividends, 
with the payout ratio standing at 30%. Assuming that net income increases in line 
with profits before tax, the dividends for 2012 might reach RUB 8.2/share (USD 
0.27/share), implying a dividend yield of 3.8% on ordinary shares and 7.4% on 
preferred shares. The numbers are in line with our expectations. However, we 
believe that the news could support preferred shares, as they provide quite an 
attractive dividend yield. 
 
Dmitry Loukashov, CFA  
Alexander Kirevnin  
Ekaterina Rodina  
Elena Kopylova  
Mikhail Zarkhi 
 

SECTOR Metals and Natural Resources 
43. Centerra Gold FY12 US GAAP; fairly strong numbers  
February 22, 2013 
VTB Capital 
 
News: Centerra Gold has released its 4Q12 financial results. The fairly strong 
numbers exceeded our and consensus estimates on the EBITDA level, but were 
moderately below on the bottom line. 
 



Our View: In 4Q12, Centerra produced 219koz of gold and sold it at USD 1,711/oz, 
generating revenues of USD 368mn (up five times QoQ and 49% YoY), or slightly 
behind our forecast on lower gold sales. TCC in 4Q12 declined 40% QoQ to USD 
360/oz (2% above our estimate), while USD 219mn EBITDA (up 100% YoY, adjusted 
for Kumtor’s abnormal costs) was 5% above our estimates on lower SG&A. The 
company published a USD 181mn impairment, resulting in a USD 68mn loss for 
4Q12 (or USD 122mn profit on an adjusted basis, 10% below our expectations 
mostly on higher than expected DD&A).?Centerra has reiterated its 2013 production 
guidance of 605-660koz (output at Kumtor again skewed to 4Q13 when the company 
is expected to produce 50% of its annual output).  
 
The operating cash cost this year is confirmed at USD 406-443/oz, while the all-in 
cash cost was confirmed at USD 1,067-1,164/oz. Sustaining capex is to be USD 
75mn, while growth capital is planned at USD 32mn. Exploration expenditures are 
scheduled at USD 45mn. ?On 27 February, the parliament might finally vote on the 
new decree, according to which the state will have to annul the current operational 
agreement if Centerra refuses to accept higher taxation. ?Given the ongoing negative 
newsflow, we would expect more negative pressure on the share price. However, 
based on our calculations, having fallen more than 60% from its highs, even 
assuming the new taxation, the stock looks cheap, trading at 1.0x P/NPV (vs. 1.5-
1.7x historically). We are reiterating our Buy recommendation and CAD 12 TP, which 
currently implies 58% upside (already based on higher potential taxation). 
 
Nikolay Sosnovskiy  
Victor Drozdov 
 
44. Metals & Mining Strategy-Currency/Trade Wars and Russian Metals 
Alfa Bank 
February 20, 2013 
 
Will currency and trade wars adversely impact Russian metals producers? We 
analyzed the earnings sensitivity to the ruble rate under several probable scenarios. 
Rusal and Mechel are the most impacted. A US/European free trade agreement (FTA) 
is unlikely to divert exports away from Russian steel producers unless Ukraine – 
where producers are competitive with Russian steel – joins the FTA. While this is 
unlikely due to Ukraine’s alignment with Russia, it is possible that Ukraine will 
threaten to join in order to force Russia to remove protectionist measures. This 
represents a threat to the Russian steel industry, in our view, through the lower 
domestic volumes and margins that would result.  
 
Ruble stronger than expected: Efforts to weaken major currencies have put upward 
pressure on smaller currencies, such as the ruble, in countries where the economic 
fundamentals are considered relatively strong. The ruble has traded flat against the 
euro and dollar over the past four years despite inflation of 8% p.a. over this period. 
It trades comfortably in the middle of the narrow band set by the Central Bank of 
Russia. Assuming oil remains high, the ruble may remain strong or even gain further.  
 
Losers from stronger ruble: We show the impact on 2013E EBITDA and margins at a 
RUB/USD rate of 30.0 vs. the forecast of 31.4 that we use in our sector models. The 
lowest margin producers Rusal and Mechel have the greatest sensitivity to the ruble 
followed by the steel producers. Norilsk is the least sensitive.  
 



Not only currency, but trade frictions in sight: Trade policy can also be employed to 
confer a competitive advantage to domestic industry. Recent discussions of a 
Europe-North America FTA have raised this as an issue in investors’ minds.  
 
Free trade agreement not a threat…: Academic studies found minimal evidence of 
trade being diverted away from non-member countries as a result of NAFTA. 
Common sense suggests that neither European nor North American steel can win 
market share from Russian steel producers.  
 
…unless Ukraine gets involved: Ukraine represents a competitive steel exporter 
operating with ample spare capacity. If Ukraine were to join the free trade 
agreement, it could gain enough advantage to win share away from Russia. 
Exporters SVST, EVR and NLMK (a special case because it exports semi-fabricated 
slab) could be the most affected.  
 
Leverage to tear down Russian barriers: Russia protects its domestic steel industry, 
without which volumes and margins would be lower. By threatening to join the FTA, 
Ukraine could gain leverage to open up the Russian market. This is the greater threat 
to Russian steel, in our opinion.  
 
Steel and pipe affected: EVR, MMK and TMK would be most negatively impacted if 
tariffs and Ukraine-specific measures are removed.  
 
No changes to forecasts and recommendations: We make no changes to our 
forecasts and recommendations, reiterating our E/W sector view, but stressing there 
is downside to earnings forecasts due to the continued strength of the ruble.  
 

 
Barry Ehrlich, CFA, CMT  
Andrey Lobazov  
Oleg Iuzefovych, CFA 
 



45. Norilsk CEO comments – longer term budgeting to provide more 
visibility on development plans 
VTB Capital 
February 18, 2013  
 
News: On Friday, Interfax quoted Norilsk CEO Vladimir Potanin’s comments on the 
company’s plans to introduce long-term budgeting. Also, according to Potanin, 
neither Norilsk nor Interros are involved in talks over the Udokan license acquisition 
and Norilsk is not in negotiations with the government on the decrease of export 
duties. 
 
Our View: Though Potanin’s comments are fairly neutral, the new management is 
taking a more strategic attitude, in our view, which is positive after the prolonged 
corporate conflict. In particular, the introduction of the 2014/15 budget is set to 
provide more clarity on Norilsk's investment plans, and possible M&A (given that 
news on Udokan has appeared yet again). Nevertheless, the company lacks an 
execution track record, and we would take a more cautious approach towards 
potential longer term guidance at this point, including capex cuts (i.e. the company 
is still set to spend c.USD 2.5bn in 2013, which is not a significant drop). We 
welcome the company's intentions to concentrate on operation expansion-related 
investments, rather than auxiliary activities. We also reiterate our view that the 
Udokan acquisition is only likely to bring value in the long run, and is not necessarily 
well-substantiated at this point, which we think makes the CEO's comment positive 
for sentiment. 
 
46. Petropavlovsk – losing leverage to gold price 
VTB Capital 
February 18, 2013  
 
News: We have published Petropavlovsk – losing leverage to gold price; cutting our 
12-month TP 13% to GBp 480. Excerpts from the report's front page are given 
below. 
 
Our View: Last week, Petropavlovsk announced that it had entered into financing 
contracts to sell a total of 399koz of gold over a period of 14 months ending in March 
2014 at an average price of USD 1,663/oz. These sales volumes are approximately 
50% of the planned production for 2013 (740-780koz) and 46% of forecasted 
production for the period until March 2014.? 
 
The announced USD 1,663/oz price is below both our 2013 gold price forecast of 
USD 1,850/oz and the current market consensus of USD 1,790/oz. It is also below 
our 2014 gold price forecast of USD 1,900/oz. Hence, we are cutting our 2013 
revenue forecast 6% to USD 1,391mn and our EBITDA forecast 15% to USD 472mn. 
For 2014, our downward revisions are 2% and 6%, to USD 1,419mn and USD 
498mn, respectively. 
 
?With production costs for Petropavlovsk nearing USD 1,000/oz and a substantial net 
debt close to its Mcap size, the stock provides good leverage to potential gold price 
increases. If prices recover/continue to rise further, with this substantial hedge 
volume Petropavlovsk would partially lose its leverage to gold price growth. The last 
hedge of 170koz made by the company in 1H12 resulted in a USD 9mn loss.?Based 
on the calculated changes to the financial forecasts and the decreasing leverage to 
the gold price, we are reducing our 12-month Target Price for Petropavlovsk 13% to 



GBp 480. We would also not rule out the possibility of further hedged sales volumes. 
Although the current share price looks inexpensive, the announcement might put 
further negative pressure on the name, in our view. We still see some upside in 
Petropavlovsk, but do not expect it to outperform the industry in the near term, with 
drivers (production growth and POX plant construction execution) largely lying in 
2H13. 
 
Nikolay Sosnovskiy  
Vadim Astapovich  
Victor Drozdov 
 
47. RUSAL - Economic sentiment is everything 
Renaissance Capital 
February 22, 2013 
 
Reaching the lowest point in 2012. On our estimates, we expect RUSAL to generate 
only $885mn FY12E EBITDA, reflecting an 8% EBITDA margin. We think the weak 
performance was driven by a more-than-15% YoY drop of the spot aluminium price 
last year, combined with 5% YoY CoGS growth. In addition, bauxite production fell 
8% YoY due to production interruptions at the Friguia alumina refinery in Guinea. 
RUSAL’s smelters in European Russia and Urals were still operating at a fairly high 
utilisation rate diluting RUSAL’s cash flows in 2012. Net debt of $11bn continues to 
put pressure on the company’s bottom line through interest payments of $576mn in 
FY12E, according to our model. 
 
2013 aluminium market outlook. We are not concerned about the global aluminium 
demand growth that could be driven by the automotive, construction and aerospace 
sectors. RUSAL and Alcoa forecast global primary aluminium consumption growth of 
6% YoY and 7% YoY, respectively, to approximately 50mnt in 2013. RUSAL expects 
China to remain the largest growing market with 9.5% YoY consumption growth. As 
in many other commodity sectors, China is the key driving force on the aluminium 
market. China boosted its output from 2.6mnt in 1999 to 18.1mnt in 2011. 
According to a report by China’s Ministry of Industry, the country had 27.7mnt of 
aluminium capacity at the end of 2012, with utilisation rates at only 72%. By how 
much China ramps up production is still an open question, but the oversupply risk 
obviously weighs on the market keeping the aluminium price under pressure. We 
expect further production cuts in and outside China before the aluminium market 
comes into balance. Another crucial factor for aluminium producers is premiums, 
which buyers pay on top of LME prices to get supplies of the metal straight away. 
The premium more than doubled to $217/t from the start of 2012 driven by physical 
metal shortages in warehouses, according to Metal Bulletin. The market expects 
premiums to remain at or near current levels in 2013 while RUSAL switched more 
than half of its contracts to floating premiums starting from this year. For primary 
producers, record high premiums have become the difference between profit and 
loss. 
 
Upgrade to BUY. We increase our TP from HKD4.5/share to HKD5.5/share on recent 
corporate developments and production and price assumption changes and upgrade 
our rating from Hold to BUY. We expect significant (42% YoY) EBITDA growth from 
the low base in FY12E. According to Metal Bulletin, 2Q13 will likely see good 
aluminium demand on the spot market. We note that RUSAL currently trades at a 
negative equity value when excluding the Norilsk Nickel stake (c. 27.7% following 
the 9.69% treasury share cancellation on 29 January 2013). We think this valuation 



may be a bit too aggressive. The dividend flow from Norilsk Nickel may bring 
$556mn to RUSAL on a gross basis this year. As we have mentioned previously, 
Norilsk Nickel dividends don’t resolve RUSAL’s debt problems even on a mid-term 
horizon as the company’s net debt/EBITDA drops below 3x only in FY18E (12.5x in 
FY12E) in our model. However, the dividends obviously strengthen RUSAL’s cash 
flows and financial position. We are not bullish on aluminium market prospects over 
the next two-to-three years due to a visible oversupply in the sector. RUSAL is also 
unlikely to develop a high value-added product portfolio and to demonstrate any 
significant improvements on the cost side being ranked in the middle of the global 
cost curve by CRU. However, our moderate implied 22% upside potential to RUSAL’s 
current share price may be realised on improved economic sentiment particularly in 
the Asia Pacific region in 1H13 whereas the stock may be an attractive high beta play 
under this scenario. On a longer-term horizon, China would remain a significant net 
importer of bauxites, and the bauxite supply may be limited by high regulatory and 
political risks in major production regions similar to what we have seen in Indonesia 
and Guinea recently. The aluminium market may face a cost push on the bauxite 
front later this decade, in our view. 
 
Boris Krasnojenov 
Vasiliy Kuligin 
 
48. Severstal restarts production at Vorkutinskaya mine  
VTB Capital 
February 18, 2013  
 
News: According to a company press release, Severstal has restarted production at 
the Vorkutinskaya mine after last week’s methane blast. Only the damaged area will 
remain out of action for 90 days. 
 
Our View: This is a positive development for Severstal, although we had expected it. 
As we had assumed, there was no fire following the blast and ventilation is 
operational. That significantly lowers the scale of the damage and implies only a 
marginal impact on production at the division. With production at the damaged area 
remaining suspended for 90 days, we think inventory levels at the coal beneficiation 
plant and own steel plant will be sufficient to cover the period of partial suspension. 
 
Igor Lebedinets  
Victor Drozdov 
 
49. Severstal: 2013 capex estimate broadly in line with our model  
UralSib  
February 21, 2013 
 
Management expects capex at $1.3bln in 2013. Yesterday Severstal (SVST LI – Buy) 
published management’s guidance for 2013 capex and its breakdown by division. 
Total capex of $1.3 bln has been budgeted for 2013, including $500 mln in 
maintenance investments. 
 
Severstal also plans to invest about $570 mln on development projects in the steel 
division (primarily, its Russian steel facilities) and $250 mln in Severstal’s mining 
division. 
 



Guidance in line with our model. In our current model, we assume capex of $1.5 bln 
in 2012 and $1.1 bln in 2013, while Severstal’s CFO, Alexey Kulichenko, said that 
2012 capex was expected at $1.4 bln. Assuming $100 mln from our assumption for 
2012 will be transferred to 2013 cash flow, we consider the new capex guidance to 
be just 7% more than our model forecast. Management still plans to invest $210 mln 
in the mining division for constructing the previously planned development of 
Vorkutaugol, including the inclined shaft at the Zapolyarnaya mine and increasing 
production capacity at the Pechorskaya Preparation Plant. We understand this capex 
estimate does not include the potential investment in the reconstruction of the face 
harmed by the explosion last week, which, in any case, will be insignificant. 
 
Market environment can affect the final budget. This week is the first working week 
after the Chinese Lunar New Year holiday, and the market is closely watching market 
activity in China and Chinese steel producers’ demand for raw materials used in steel 
production. We would not be surprised if Severstal reduced its capex plan in case of 
unfavorable market conditions. For the moment, we consider the news as neutral for 
the company. 
 
Valentina Bogomolova  
 

SECTOR Power 
50. RusHydro initiates internal anticorruption probe  
VTB Capital 
February 19, 2013 
 
News: The management of RusHydro has initiated an internal anticorruption probe to 
“detect the existing problems and set up a transparent mechanism to finance the 
company’s construction activity”, Interfax quoted Evgeny Dod, the company’s CEO, 
as saying during the yesterday’s meeting at Zagorskaya PSHPP-2. As a part of the 
campaign, the company would revise its relations with existing contractors: a 
request to cut costs by 10-15%, as well as to disclose the entire chain of 
subcontractors has been already sent. 
 
Our View: The internal anticorruption campaign and attempt to make the relations 
with subcontractors more transparent follows on logically from the strong criticism 
from President Vladimir Putin last week that the company’s management has not 
been actively investigating potential corruption. We welcome RusHydro focussing on 
further optimisation of capex, and potentially opex structure, which might create 
additional value for the company’s minority shareholders – albeit likely on 3-4 year 
horizon. ?As for potential optimisation in capex spending, at the moment the 
company’s annual capex stands at RUB60-80bn, and even a 5% cut (rather realistic 
case, in our view) could save the company up to RUB3-4bn per year, which is equal 
to 10 % of the company’s net income. If this was paid in dividends to minorities, it 
would translate into an extra 1.7% dividend yield. 
 
Mikhail Rasstrigin  
Alexander Seleznev 
 
51. Deputy Minister of Energy Mikhail Kurbatov comments on strategic 
issues in the sector 
VTB Capital 
February 21, 2013 



 
News: Interfax has interviewed Deputy Minister of Energy Mikhail Kurbatov. The key 
takeaways are as follows. 
 
- Russian Grids strategy: the goal is to keep investments attractive by i) developing 
tariff regulation (primarily RAB); ii) ensuring opex and capex efficiency via 
benchmarking; iii) consolidating TSOs; and iv) focusing on service quality. 
 
- FSK and MRKH: i) An SPO in FSK is possible to finance capex; ii) no extended 
privatisation in FSK; iii) investments in grids need to double to renovate assets; and 
iv) gradual move in MRKH financing to dividends from regionals. 
 
- HYDR and VRAO: i) no SPO expected; ii) project IRR in Russian Far East to be 
below that in European part; iii) HYDR might be involved in developing ambitious 
‘electricity storage’ project; iv) one or two projects in water pipes might be run by 
HYDR. 
 
- DRSK deal: several options are considered – purchase by i)Russian Grids and 
financed with cash from MRSKs privatisation ii) FSK and paid with IRAO shares 
(might be sold later on). 
 
- 25% payout: i) to be paid from NI secured by cash flow; ii) applied to subsidiaries; 
iii) capex is an excuse to avoid the rule. 
 
- Heat market: i) the pilot ‘alternative boiler’ project is to be launched this year; ii) 
full switch to take 8-12 years given social importance of heat tariffs. 
 
Our View: We welcome MinEnergo’s focus on the investment credibility of the sector 
and getting to grips with existing low opex and capex efficiency so as to secure 
equity value in the sector. Meanwhile, Kurbatov’s interview reveals several risks: i) 
new, ambitious capex projects for HYDR, FSK and MRKH; ii) value destructive (for 
MRKH minorities) reinvestment (TSOs, DRSK and etc) of proceeds from privatising 
MRSKs; iii) 25% dividend payout remains a long-term target with no immediate 
implementation; and iv) growth in tariffs is a ‘last resort’ measure which poses the 
risk of additional pressure on tariffs. 
 
Mikhail Rasstrigin  
Alexander Seleznev 
 
52. Irkutskenergo to boost 2013 investments 39% to RUB6bn 
bne  
February 21, 2013  
 
Russian power utility Irkutskenergo will extend its investment program for 2013 by 
39% to RUB5.9bn, the company said. 
 
The company will spend about RUB3bn on improving equipment improvement, 
RUB2.1bn on raising the efficiency of projects, while other investments will amount 
to RUB600m. 
 
Output in 2013 will fall 5.1% to 59.3bn kilowatts per hour due to the launch of new 
generating assets at the Boguchanskaya hydropower plant which will lead to a 
productivity fall at the heat power plant 



53. Ministry of Internal Affairs unveils RUB1bn embezzlement at 
construction of Zagorskaya PSHPP-2 run by RusHydro  
VTB Capital 
February 18, 2013  
 
News: Interfax reported last Friday, quoting the Ministry of Internal Affairs, that 
during an external audit of RusHydro, the state body registered a number of 
violations in the financing of the construction of Zagorskaya PSHPP-2, which resulted 
in RUB1 bn of economic damage to the company. According to the body, one of the 
key obstacles at the moment is that RusHydro has not declared its legal rights as the 
damaged party. 
 
Our View: The external audit of RusHydro by the Ministry of Internal Affairs follows 
on from the criticism voiced by President Vladimir Putin that the company’s 
management has not actively been investigating potential corruption in the 
company. At the moment, we do not see any direct implications for the company’s 
market cap or fundamental value. Nevertheless, we believe the anticorruption 
campaign initiated last year will likely result in further optimisation of the capex 
programme and better allocation of the resources owned by the company.  
 
Mikhail Rasstrigin  
Alexander Seleznev 
 
54. Utilities Watch  
VTB Capital 
February 18, 2013  
 
News: Today we published our Utilities Watch: Introducing new features. 
 
Our View: Stock performances. YTD top performers were Russian Utilities, which 
returned 6% on average vs. a return of some 3% for Turkish names and a 6% 
decline for CEE. The top performers of the month were GEH’s subsidiaries: they 
spiked more than 15%, which seems to be a correction after strong 
underperformance in 2012.? 
 
Electricity prices. CEE one-year forward prices remain soft and lost another 4-10% 
MoM, primarily driven by weak pricing in CIF ARA and all-time lows on the carbon 
market. Such an environment is primarily negative for gencos with fixed costs (CEZ), 
or costs secured with own fuel bases (PGE). Russian spot prices were down 5% MoM 
(both in Europe and Siberia) and were mostly affected by the January Holidays. 
Turkey’s spot is relatively flat MoM. 
 
?New features. With this report, we introduce new features to our monthly product: 
most/least preferred stocks and model portfolio mapping for both the Russian and 
EM Europe parts of our coverage universe. These features are designed to highlight 
our tactical stock preferences in the utilities sector against utilities constituents in the 
MSCI-based benchmarks. We believe that this part of the monthly will help investors 
assign weights to utilities positions in the respective portfolios (see pages 3-5). 
 
?Most/least preferred stocks. Our most preferred names in the sector remain E.On 
Russia, MRKP and CEZ in CEE space, for which we suggest an overweight position vs. 
HYDR, IRAO and FEES in Russia and PGE in CEE space. We reiterate our Hold 
recommendation on Turkish names. 



 
Mikhail Rasstrigin  
Alexander Seleznev 
 

SECTOR Retail, FMCG 
55. January vodka production fell 30% y/y 
Alfa Bank 
February 19, 2013 
 
According to Kommersant citing Rosstat, vodka production in January declined 30% 
y/y as producers built inventory in 4Q12 ahead of the 33% ethanol excise tax hike 
from January 2013. In particular, Synergy’s plants decreased production 
considerably vs. January 2012: Tradicii Kachestva by 95%, Mariinsky by 50% and 
Uralalco by 57%. 
 
We think the news is moderately NEGATIVE for Synergy. The more important 
indicator will be January vodka sales volumes, which will reflect consumer demand at 
the new price level. 
 
Maria Bovykina 
 
56. Dixy Group Model revision: TP raised, Buy reiterated – recovery play; 
appealing earnings profile 
UralSib   
February 18, 2013  
 
Taking advantage of scale, corporate optimization. We have revised our Dixy (DIXY 
RX – Buy) model to reflect recent operating trends and management guidance, and 
adjusted our capex forecasts in line with company guidance. As a result, our target 
price is raised from $15 to $20/share, now implying 30% upside potential. Dixy is to 
continue capitalizing on the benefits of integrating Victoria’s operations via gross-
margin expansion and opex optimization. The company is also expected to take 
advantage of the recent corporate restructuring, which was intended to reduce the 
number of legal entities and the effective tax rate. We see Dixy as an attractive 
operationalrecovery play, and reiterate our Buy recommendation. 
 
Attractive on multiples, PEG ratio – remains our top pick. As a result of sound top-
line growth and margin appreciation, we expect Dixy to deliver a 60% EPS CAGR 
between 2012 and 2015, the highest figure among its domestic peers. Our new 
forecasts have Dixy trading at 2013E EV/EBITDA of 7.2, suggesting a 44% discount 
to its international EM food retail peers and Magnit and a 10% premium to X5. It is 
trading at a PEG ratio of 0.45, less than half of Magnit’s 0.93 and less than a third of 
its international food retail peers (1.63 for EM and 1.52 for DM). We retain Dixy as 
our top pick in the Russian food retail universe. 
 
57. McDonalds to open 150 restaurants in Russia over 3 years 
bne  
February 21, 2013  
 
McDonalds plans to expand its Russian chain by at least 150 restaurants in the next 
three years, Khamzat Khasbulatov, the company’s president for Russia and Eastern 
Europe, said, Prime reported. 



 
“In the next three years, we plan to open at least 150 restaurants,” Khasbulatov 
said, adding that the figure does not include franchise prospects. 
 
In 2012, the company opened 46 new restaurants in Russia, expanding its chain to 
357 outlets in over 85 cities. 
 
58. Rosinter posts weak 4Q12 trading update  
VTB Capital 
February 19, 2013 
 
News: Yesterday, Rosinter released its 4Q12 trading update. Revenues were flat YoY 
at RUB 2.6bn, while LFL sales dropped 3.6% YoY, reflecting a 0.9% YoY ticket 
contraction and 2.7% traffic outflow. Rosinter saw six net closures in 4Q12. During 
the conference call, the company gave the following FY13 guidance: sales in excess 
of RUB 11bn, an EBITDA margin of 6-7%, 32 gross store openings and capex of RUB 
700m. 
 
Our View: The results are weak. In FY12, the top line reached RUB 10.1bn, up 2.6% 
and 1.6% behind our forecast. LFL revenues declined 1.8% on a similar YoY traffic 
loss (3.3% in 2012 vs. 3.0% in 2011) and much worse ticket dynamics (1.5% and 
6.1%, respectively). Following its strategy revision in August 2012, Rosinter took a 
more cautious stance on new openings: there were six net closures in 4Q12 and for 
2012 the restaurant base contracted by two locations, significantly below the 20 net 
openings in 2011. Management is currently testing new concept restaurants and 
does not see the roll out picking up until 2H13-1Q14.?While the sales and EBITDA 
margin guidance are broadly in line with our forecast (RUB 11.4bn and 7.2%, 
respectively), the key downside risk comes from the openings guidance, where the 
company sees 32 gross openings (16 corporate outlets, 16 franchise) and has 
already planned 9 closures. We factor in 37 net openings across all formats for 
2013.? 
 
The trading update further supports our cautious outlook on Rosinter’s investment 
case. Given that the new concept restaurants would be in test mode through 2013, 
we expect additional net closures and no signs of a turnaround in the coming 
months. Although the stock trades on 4.0x 2013F EV/EBITDA (a 65% discount to EM 
peers) and 11x P/E (60% discount), the valuations are not appealing to us on the 
continuous customers outflow and no clarity on a turnaround. We are reiterating our 
Sell recommendation with a 12-month TP of RUB 130.  
 
Maria Kolbina  
Ivan Kushch  
Nikolay Kovalev 
 
59. Synergy Group: tax hikes will eat into volume growth  
February 19, 2013  
Alfa Bank 
 
We remain E/W on Synergy while lowering our TP by 8% to RUB540/share on the 
back of low earnings visibility in the next 2-3 years because of rapid increases in the 
ethanol excise tax by 20-30% pa. As a result of the higher excise tax and hence 
vodka retail price, we expect Synergy’s vodka volume growth to decelerate from 
19% y/y in 2011 to 0% in 2015E. We also anticipate pressure on the SG&A side from 



consolidation of the Russian food retail sector and related higher discounts paid by 
the company to key retailers. However, we believe that after the phase of rapid 
excise tax growth ends, Synergy may become an attractive acquisition target for 
global spirits producers.  
 
Further ethanol excise tax increases: Starting from January 1, 2013 the excise tax 
was raised by another 33% to RUB400/L of ethanol. It will be increased further to 
RUB500/L from 2014 and RUB600/L from 2015. This will likely drive growth in the 
retail vodka price from the current ~RUB200 per 0.5L bottle to ~RUB300 in 2016E. 
 
Lower vodka volumes: We expect Synergy’s sales volume growth to slow from 19% 
in 2011 to 0% in 2015E on the back of Russia’s slumping vodka market (2011-2017E 
CAGR of -2%). In 4Q12 Synergy’s volumes increased 2% y/y ahead of the next 
excise tax hike from January 2013, but volumes dropped 7% y/y in 3Q12 due to the 
increasing retail vodka price. 
 
Potential acquisition target: Assuming that following the phase of rapid ethanol 
excise tax growth in 2013-2015, the tax regime becomes more accountable again, 
Synergy may become an attractive acquisition target for global spirits producers 
such as Diageo and Pernod-Ricard. While we do not assess the likelihood of Synergy 
being acquired in the foreseeable future and do not incorporate any deal upside into 
our valuation, it is worth noting that in all recent M&As in the industry, implied 
valuation multiples were above Synergy’s current multiples. 
 
Catalysts: While we remain E/W on the stock, the following catalysts may affect our 
stance: 1) FY12 financial results (expected in April 2013), which will show the level 
of SG&A and whether Synergy succeeded in keeping SG&A below the 28% of sales 
reported for 1H12; 2) 1Q13 trading update expected in April 2013 and 3) a decrease 
in the share of illegal vodka due to effective government policy. 
 
Valuation: Synergy trades at a 12M forward EV/EBITDA of 5.7x based on Bloomberg 
estimates, which is an 8% premium to its average historical multiple of 5.3x. Based 
on our updated forecasts, Synergy trades at 5.0x 2013E EV/EBITDA, which is a 65% 
discount to its DM peers. 
 
Risks: We see excise tax hikes as the major risk for Synergy in 2013E- 2015E 
(+33% from January 1, 2013, +25% from 2014E and +20% from 2015E), as they 
could reduce vodka volumes and put pressure on margins. 
 
There is also a risk of a larger-than-expected excise tax increase, stricter alcohol 
market regulation and the potential for a government monopoly to enter the market. 
 
Maria Bovykina  
 



 
SECTOR Agriculture 

60. Russia’s grain harvest may not reach 95m tonnes due to weather 
bne  
February 21, 2013  
 
Russia’s 2013 grain harvest could fall short of the 95m tonnes forecasted by the 
government if the weather worsens, Minister Nikolai Fyodorov said. 
 
“We are doing everything, including increasing spring sowing financing, to attain the 
95 million tonnes,” Fyodorov said, cited by Prime. “At present, the weather is good, 
but it could worsen tomorrow, despite a fine forecast by the Federal Service for 
Hydrometeorology and Environmental Monitoring.” 
 
In 2012, Russia’s grain harvest fell 25% to 70.7m tonnes due to drought. 
 

SECTOR Automotive 
61. Russia might apply scrappage fees to domestic auto producers  
February 22, 2013 
VTB Capital 
 
News: Russia is likely to make all auto producers in Russia pay the same scrappage 
fees as those currently paid by importers, Minister for Economic Development Andrei 
Belousov was quoted by Interfax as saying. He added that the government was now 
working on mechanisms to compensate those producers which would suffer as a 
result of their investment project economics deteriorating because of these 
payments, including foreign assembly in Russia, according to the newswire. 
 



Our View: Scrappage fees for imported vehicles were introduced from September 
2012 to compensate for the reduction of import duties on vehicles after Russia's 
accession to WTO. All importers pay the fee upfront at customs, while domestic 
producers (including foreign assembly in Russia) just provide guarantees that their 
vehicles will be scrapped when their useful life expires. In our view, the decision to 
change this system is driven by the desire to avoid further criticism from WTO 
members, primarily the EU.   ?At the same time, we believe that the government will 
remain committed to protecting the domestic auto industry and will offer 
compensation mechanisms which mean the current level of protection is maintained. 
Given these considerations (which were indirectly confirmed by Belousov's 
comments), the fact that no final decision has been taken and many details are still 
missing, we would treat this statement as neutral for domestic auto producers at this 
stage. The final decision could potentially affect profitability levels and the 
competitive positions of domestic producers. 
 
Vladimir Bespalov 
 
62. Russian cars, gearing up for success higher incomes and economic 
growth to drive demand 
Uralsib 
February 19, 2013 
 
Solid long-term growth. The unsaturated car and commercial vehicle markets are 
fundamentally attractive and set to enjoy solid growth in demand (CAGR of 5% for 
2013-18 volumes) driven by growing disposable incomes and road cargo turnover – 
the catalyst being the obsolete fleet. Moreover, the state supports and encourages 
domestic production and cross-border alliances. The slowdown that emerged in the 
auto market at the end of 2012 is just temporary and, in our view, things should 
improve in 2H13 driven by improvements to the economy. 
 
Buy Sollers, GAZ and Kamaz. Russian automakers are significantly undervalued (50-
70% discount on P/E 2013E) relative to foreign peers, despite their solid growth 
profile and expectations of a 14% CAGR for the sector’s EBITDA over the next five 
years. We have assigned Buy ratings to Sollers, GAZ and Kamaz with respective 
target prices of $34, $69 and $1.9/share. On Avtovaz, we have a Hold rating and a 
target price of $0.54/share. 
 
Income growth to drive demand. Demand will grow at a 2013-18 CAGR of 5%; 
fastest in the mid-price and premium segments. 
 
Competition rising on foreign appetite for Russian market. The growing market is 
attracting the attention of global majors. 
 
Advanced industry model. Alliances bring new technology, while localization of global 
component production upgrades supply chain. 
 
Active government support. Government stimulus supports domestic players, while 
the recycling fee will hit cheap imports. 
 
Domestic companies well positioned. GAZ and Kamaz lead in all commercial 
segments. 
 



Strong drivers. Road freight turnover growth and the largely obsolete fleet suggest 
support for long-term demand. 
 
Government grants support to the industry. The recycling fee and state purchases 
support demand for commercial vehicles. 
 
Sollers. A bet on alliances with global leaders, strong negotiating ability and a flexible 
business model. 
 
GAZ. Well-positioned to maintain leadership in the light commercial vehicles and bus 
segments. 
 
Kamaz. HDT segment leader, with potential to improve further, driven by its 
advanced business model and alliance with Daimler. 
 
Avtovaz. Renault-Nissan will gain control of Avtovaz by 2014. This gives the 
company a base on which to expand and improve efficiency. 
 

 
SECTOR Aviation, shipbuilding and defence 

63. Cuba to Buy $650m Worth of Aircraft from Russia 
RIA Novosti 
February 22, 2013 
 
Cuba will buy aircraft worth $650m from Russia, the Russian industry and trade 
minister said Friday. 
 
“Overall, aircraft deliveries will be worth $650m,” Denis Manturov told journalists. 
 
Russian company Ilyushin Finance and the Cuban Aviation Corporation signed an 
option agreement on the delivery of three Antonov An-158 passenger aircraft and a 
number of other agreements in the presence of Russian Prime Minister Dmitry 
Medvedev and Cuban leader Raul Castro following talks. 
 
Earlier Cuba confirmed that it was interested in buying three Ilyushin Il-96-400 
airliners capable of carrying 350 people from Ilyushin Finance. 
 
A deal on the delivery of Il-96-400s was also signed in Havana. 
 
Medvedev arrived in Cuba on Thursday following a visit to Brazil. 
 



64. Russia Rolls Out Last Soviet-Era Tu-154 Airliner 
RIA 
February 19, 2013 
 
SAMARA, February 19 (RIA Novosti) – Russia's Aviakor aircraft factory in Samara will 
deliver the final Tupolev Tu-154 airliner to the Defense Ministry on Tuesday, 
concluding the longest serial production run for a Soviet-era passenger jet, an 
Aviakor spokeswoman said. 
 
“Serial production is coming to an end. Repairs on airliners that are still operational 
will carry on for several years from now. The last serial airliner will be transferred to 
the customer, the Defense Ministry of Russia,” the spokeswoman said. 
 
The official handover ceremony will be attended by representatives of the Defense 
Ministry, the Tupolev aircraft design bureau and the Aviakor aviation plant, she said. 
 
The Tu-154, a medium-haul trijet airliner (NATO reporting name Careless) was 
designed in the mid-1960's and entered service in 1970. Around 1,000 were built 
over four decades. 
 
The design has been the workhorse of Soviet and Russian airlines, carrying around 
half of Aeroflot's passengers during the Soviet era. 
 
The aircraft was sold to and operated by about 17 non-Russian airlines. 
 
With a cruising speed of 975 km/h (620 mph), the Tu-154 was one of the fastest 
civilian aircraft in operation and had a range of 5,280 km (3,340 miles). 
 
With a service life of 45,000 hours, but capable of 80,000 with upgrades, the aircraft 
was expected to last until 2016, although noise restrictions have seen services to 
Western Europe and other areas banned in recent years for all but modified variants 
on certain routes. 
 
65. 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 Chemicals, Fertliser 
66. Chemical Producers Union seeks removal of fertilizer import duties in 
some countries 
Alfa Bank 
February 18, 2013  



 
Vedomosti reported today that the Russia Chemical Producers Union sent the Russian 
Ministry of Economic Development a list of import duties in some countries that 
should be removed for Russian products as they may contradict WTO rules. The list 
of products includes resins, polymers and fertilizers. For example (Vedomosti cites 
PhosAgro), there are import duties in Argentina and Brazil for DAP effective since 
2010; the EU also plans to increase its import duty for Russian fertilizers from 3% to 
6.5% starting from 2014. 
 
We think the news is NEUTRAL for Russian fertilizer producers at this stage, as we 
believe this is a long process and the economy ministry will likely need several 
months to study the proposal. 
 
Maria Bovykina 
 

SECTOR Pharmaceutical 
67. Russia’s pharmaceutical drugs production shrinks 5.5% on year in 
January 
bne  
February 20, 2013  
 
Russia’s output of pharmaceutical drugs decreased 5.5% on the year and 30.9% on 
the month in January, the Federal State Statistics Service said in a report seen by 
Prime. 
 
Packaged antibiotics manufacturing increased 16.8% on the year to 7.4m packs. The 
manufacturing of antibiotics in vials rose 8.4% on the year to 29.1m units. 
 
The manufacturing of packaged medicines for treating cardiovascular diseases grew 
4.0% on the year to 24.2m units, while the production of the same drugs in vials fell 
0.7% on the year to 17.2m units. 
 
The output of packaged cancer-treating drugs fell 27.3% on the year to 458,000 
units in January, and to 93,000 vials from about 465,000 vials in January 2012. 
 
The output of packaged blood substitutes edged down 2.5% on the year to 3.5m 
units, while in vials it decreased 66.6% on the year to 1.4m units. 
 
The output of packaged tuberculosis treating drugs jumped 34.3% on the year to 
963,000 units in January, while in vials it rose 11.0% on the year to 494,000 units in 
the same period. 
 
The manufacturing of packaged drugs for diabetes fell 22.0% on the year to 379,000 
units. In vials, it soared 77.4% on the year to 55,000 units. 
 
The output of packaged vitamins rose 27.0% on the year to 18.8m units in January, 
while the output of vitamins in vials fell 16.9% on the year to 17.8m units. 
 

GOVT REFORMS, REGULATIONS, ECONOMICS, REGIONS 
68. Lukoil asks government for support in gasoline additives market 
regulation  
VTB Capital  



February 20, 2013 
 
News: According to Kommersant, Lukoil has asked the government to lift the import 
duty and introduce export duty for the widely-used gasoline additive methyl tert-
butyl ether (MTBE), which increases the octane number of gasoline. The company, 
which is the main importer of MTBE, claimed that increasing demand for gasoline and 
the planned ban of Euro-3 and Euro-4 standards might result in a deficit of MTBE in 
2013-2015 and a corresponding increase in gasoline prices. The request is also 
supported by other oil companies, particularly Rosneft, according to the paper. 
However, the government is not set to make a decision before 4Q13. 
 
Our View: We believe that the share of additives is not sizable and cannot alone 
boost gasoline prices in Russia. We reiterate our view that the main driving forces 
behind the increase in gasoline prices are high domestic demand and the lack of new 
refining capacities. Both issues are unlikely to change in the near term, and we 
expect gasoline retail prices to increase 10% in 2013. The almost monopolistic 
position of Sibur as the main producer of MTBE does not help either, however. Were 
the government to support the oil companies in additives regulations, it would hardly 
be substantially beneficial for Russian oils, in our view, as most probably an increase 
in the additives price would be a direct pass-through to gasoline consumers. At the 
moment, we do not expect any market reaction as no decision has been made yet. 
 
Dmitry Loukashov, CFA  
Alexander Kirevnin  
Ekaterina Rodina  
Elena Kopylova  
Mikhail Zarkhi 
 

UKRAINE INVESTMENT 
69. Ukraine's 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. 
70. Ukraine Must Pay $7bn for Unused Gas - Gazprom CEO 
RIA Novosti 
February 17, 2013 
 



Ukraine must pay $7bn for using less gas than it was contracted to buy, Gazprom 
Deputy CEO Alexander Medvedev said on Friday. 
 
“I can’t imagine even in my wildest dreams Ukraine will refuse to fulfil its obligations. 
The 'take or pay' principle means you have to pay even if you don’t want to,” 
Medvedev said in an interview with The Financial Times. 
 
The penalties Gazprom has demanded from Ukraine are considerably less than 
stipulated in the 2009 gas deal between the two countries, Medvedev said. 
 
Under that deal, Ukrainian national energy company Naftogaz must buy at least 
42.5bn cubic meters of gas annually, but the company bought only 24.9bn cubic 
meters, or about 60% of the contracted volume, Medvedev said. 
 
Naftogaz says it warned Gazprom in advance that it intended to buy less than the 
contracted amount of gas, but that has no significance, Medvedev said. 
 
Gazprom presented Naftogaz Ukraina with a $7bn bill for unused gas in January 
2013, a move rejected by Ukraine as “unjustified.” 
 
Ukraine has long sought to alter the terms of the 2009 gas deal. The deal ties the 
price of gas to that of oil, which has risen sharply since 2009, boosting Ukraine's gas 
bill. Kiev insists the price and volume of its gas imports should be reduced. 
 
Ukraine has begun diversifying its gas supplies, including buying gas from Europe, in 
a bid to lessen reliance on Russian deliveries. It is also trying to restore direct 
imports from Turkmenistan, from which it formerly bought gas until 2006. 
 
71. Azarov: Ukraine has enough shale gas deposits to satisfy its needs  
bne 
February 18, 2013 
 
Ukraine has enough deposits of shale gas to satisfy its demand for this type of fuel, 
Ukrainian Prime Minister Mykola Azarov has said. 
 
"We have enough deposits of shale gas to satisfy Ukraine's demand for this kind of 
fuel. What we are doing now involves a lot of hard work, which should bring about 
practical results in some five to seven years," Azarov wrote on his page on Facebook 
on Friday. "Perhaps I will not be prime minister by that time. But the main goal of 
any government is always to make not only short-term decisions but also decisions 
that have long-term effects for the country," he said. 
 
Ukraine in 2012 conducted three tenders to sign production sharing agreements 
(PSA) for Yuzovske (Kharkiv and Donetsk regions), Oleske (Lviv and Ivano-Frankivsk 
regions) and Skyfske (the deep shelf of the Black Sea) deposits. 
 
Chevron won the tender for the development of the Oleske deposit, Shell for the 
Yuzovske deposit, and a consortium comprised of ExxonMobil (40%), Shell (35%), 
Petrom, a Romanian subsidiary of Austria's OMV (15%) and Nadra Ukrainy (10%) for 
the Skyfske deposit. 
 
72. Bogdan Motors won a large contract in Poland 
Art Capital 



February 22, 2013 
 
Bogdan Motors, together with Polish partners URSUS S.A., won a tender to supply 38 
trolleybuses to Lublin, Poland. The trolleybuses will be 12 meters in length with a low 
floor. The assembly will be carried out by URSUS in Poland. 
 
Oleksiy Andriychenko: The news is POSITIVE for Bogdan Motors, which won a 
significant contract to supply trolleybuses to the European Union. It is not the first 
attempt to enter the market. In 2010 Bogdan partnered with Czech partner Cegelec, 
which supplies electric equipment for its trolleybuses, and planned to deliver 130 
units to the European Union in 2010-11. Apparently, no contracts were won at the 
time, which makes the Polish tender the first real success for Bogdan Motors in 
Europe. The estimated amount of the order is EUR 11 mn. In a previous agreement 
with Cegelec, the Czech partner carried out assembly and supplied electric stuffing, 
while Bogdan Motors supplied the body frames. The terms of the current cooperation 
with the Polish partner are not yet known, but the Ukrainian side is likely to receive a 
larger portion of the proceeds. 
73. DTEK’s new oblenergos report record high profits in 2012 
Concorde Capital 
February 21, 2013 
 
DTEK’s (DTEKUA) newly acquired grid companies – Dniprooblenergo (DNON UK) and 
Dontestkoblenergo (DOON UK) – reported on Feb. 19 record high profits for FY2012. 
 
Dniprooblenergo, Ukraine’s largest power grid company, increased profit 4x yoy to 
UAH 172 mln (USD 21.5 mln). The company’s reported EBITDA for the year was UAH 
758 mln (USD 95 mln, 2.1x more yoy) and exceeded the UAH 660 mln payment that 
DTEK made for its 50% stake in April 2012. 
 
Donetskoblenergo posted UAH 81.3 mln in profit for the year (vs. UAH 0.06 mln a 
year before). Its 2012 EBITDA amounted to UAH 861 mln (USD 108 mln, 4.5x more 
yoy) and exceeded the UAH 468 mln payment that DTEK made for its 40% stake in 
January 2012. 
 
Based on these results, DNON trades at 3.1x P/E 2012, while DOON trades at 7.5x 
P/E 2012 (on offer prices). 
74. Donbasenergo reports FY12 profit, may pay dividends 
Concorde Capital 
February 19, 2013 
 
Power GenCo Donbasenergo (DOEN UK) posted preliminary profit of UAH 30.98 mln 
in 2012, based on an AGM announcement on Feb. 15. The company will hold an AGM 
on Mar. 20, with profit distribution and approval of significant deals being among the 
agenda items. 
\ 
Alexander Paraschiy: The company’s full-year bottom line suggests it generated a 
UAH 274 mln loss in 4Q12 (after UAH 145 mln profit in 3Q12 and UAH 305 mln profit 
in 9M12). These losses have no fundamental explanation – we see that management 
is not willing to get rid of cash that its parent NAK ECU will demand as dividends. The 
state energy holding NAK ECU applies a standard 30% dividend payout policy to all 
its controlled companies, while the management of these companies usually 
considers it as essentially a hidden tax on profit. 
 



The relatively small profit for the year suggests the company will agree to pay the 
dividends (which did not happen before). The DPS will likely be UAH 0.39 that yields 
1.8% at the current market price. 
 
Given the company’s AGM agenda contains approval of significant deals, there will be 
an opportunity for minority shareholders (who will vote against the deals) to sell 
their shares back to the issuer at UAH 22.16/share, or 2.7% above Friday’s close. 
75. EU poultry and egg markets open to Ukrainian producers as of Feb. 20 
Concorde Capital 
February 21, 2013 
 
The European Commission adopted regulations allowing Ukrainian companies to 
supply poultry and eggs to the EU, Interfax reported on Feb. 20. In early December, 
the European Commission’s Food and Animal Health Committee voted to include 
Ukraine in a list of countries eligible to supply poultry meat and other poultry 
products to the EU. At that time, Ukraine’s Veterinary Service estimated the EU 
market would be open to Ukrainian producers in two to three months. 
 
Alexander Paraschiy: While the news itself contains no surprise, we believe it will 
encourage international investors to turn more attention to Ukraine’s publicly traded 
producers of chicken and eggs, namely MHP (MHPC LI), Avangard (AVGR LI) and 
Ovostar (OVO PW). Recall, each of these three producers has ambitious capacity and 
production expansion plans for 2013. The newly opened market for their products 
will serve to slightly ease oversupply of chicken and eggs in Ukraine. We do not 
expect significant sales of poultry products to the EU market this year, but we 
believe it could become critical for the companies’ further capacity and sales 
expansion strategies. 
76. Kharkivoblenergo reports 14% bottom line growth in 2012 
Concorde Capital 
February 21, 2013 
 
State-controlled power DisCo Kharkivoblenergo (HAON UK) reported UAH 28.7 mln 
profit for 2012, the company disclosed on Feb. 19 in its preliminary results. The 
company’s revenue increased 14% yoy to UAH 3.4 bln and EBITDA improved 7% yoy 
to UAH 448 mln. Kharkivoblenergo also announced its AGM is scheduled for March 
21, with income distribution being one of the agenda items. 
 
Alexander Paraschiy: The company’s full-year bottom line looks like a 
disappointment, given that it showed UAH 191 mln profit for 9M12. Though, it is line 
with the general trend of state-controlled electricity companies killing their full-year 
incomes to avoid heavy cash outflow in the form of dividends (refer to our earlier 
news on DOEN and CEEN). The two items that allowed the company to kill profit in 
4Q12 were: 1) an enormous increase in D&A charges (to UAH 326 mln in 12M from 
UAH 149 mln in 9M) and UAH 102 mln in financial costs that were zero in 9M12 
(most likely one-off costs related to receivables restructuring).  
 
The company is very likely to pay 30% of its income in the form of dividends, with 
DPS of UAH 0.0336 and a dividend yield of 2.6%. 
77. Kulczyk Oil finds no gas in NM-2 well 
Concorde Capital 
February 20, 2013 
 



KUB-Gas, a 70% subsidiary of Kulczyk Oil Ventures (KOV), did not find any 
prospective zones in its NM-2 well, the company reported on Feb. 19. The well, 
spudded in early December, was drilled to a depth of 3150 m. 
 
Roman Dmytrenko: This is the second consecutive failure in KUB-Gas‚Äô North-
Makeevskoye license, which casts doubt on the field‚Äôs resource base. The delay in 
its update on the NM-2 well (which should have been drilled to its target depth a 
month ago) was a clear sign that something went wrong (refer to our news from 
Feb. 4), so the news is not a big surprise for us. At the same time, the result does 
not look too negative for KOV investors since it will not trigger a reserves reduction: 
the North-Makeevskoye license deposit has yet to be included in the company‚Äôs 3P 
reserves. 
78. Kyivenergo reports record 2012 profit on generous heating subsidies 
Concorde Capital 
February 21, 2013 
 
Kyiv’s power utility holding Kyivenergo (KIEN UK) reported UAH 2.34 bln income for 
2012, according to its Feb. 20 filing. The annual profit exceeded the capitalization at 
which DTEK bought the company in December 2011 (UAH 1.8 bln, or UAH 450 mln 
for a  25% stake) and is 2.8x higher than KIEN’s current MCap. 
 
Kyivenergo’s 2012 revenue grew 43% yoy to UAH 16.41 bln and EBITDA improved to 
UAH 3.07 bln (vs. UAH -0.57 bln a year before). In 2011, the company posted a UAH 
1.2 bln loss. 
 
Alexander Paraschiy: The company’s spectacular result is explained by an estimated 
UAH 3.38 bln in payments from the Kyiv city budget (which was granted by the state 
budget). The payments compensated the accumulated difference between 
Kyivenergo’s heating production costs and heating tariffs. Without these subsidies, 
Kyivenergo’s 2012 financials would have looked not better than a year before. Out of 
the paid compensation, only UAH 1.14 bln covered the 2012 tariff differences, with 
the rest compensating losses generated before 2012. 
 
Given DTEK’s success in lobbying compensation for tariff differences from the state 
budget, there is a high chance that Kyivenergo will remain marginally profitable in 
2013 as well. Despite such enormous profit, we do not believe the company will pay 
dividends any time soon, since it has to invest much of it into rehabilitating Kyiv’s 
outdated heating and electricity infrastructure. 
 
Interestingly, the initial compensation for Kyivenergo was approved by the 
government at UAH 2.23 bln in June 2012 and was raised a couple of times since. 
Another interesting fact is that compensation from the state budget to Kyivenergo 
amounted to 6.7% of Ukraine’s 2012 fiscal gap. 
79. London High Court unlocks $21m for Cadogan 
Concorde Capital 
February 19, 2013 
 
The High Court in London issued a ruling on Feb. 15 in favor of Cadogan Petroleum 
(CAD LN) in the sum of USD 21 mln in its lawsuit filed in 2009 against Global Process 
Systems (GPS), the company reported. GPS' counterclaim for USD 7.5 mln was 
dismissed. The amount must be paid by Mar. 4, 2013. The Court adjourned a 
decision on further damages against GPS estimated at USD 10.5 mln pending the 
sale of Cadogan’s natural gas processing plants. In the meantime, Cadogan will 



continue to retain legal title to the plants and will allow GPS to continue marketing 
them on a non-exclusive basis. 
 
Roman Dmytrenko: The ruling sent Cadogan shares soaring 18.3% last Friday. But 
even with this rally, the company’s MCap is just 5% above its end-August net cash 
(USD 46.9 mln), implying the market prices the company’s operations and 2.6 
MMboe reserves at just USD 2.4 mln. With an additional USD 21 mln to be gained 
from the ruling and another possible judgment in the pipeline, the company’s cash 
position will grow very fast in the coming months. So the rally in the company’s 
stock is far from over. 
80. Motor Sich and Antonov tap “rogue” markets 
Art Capital  
February 18, 2013 
 
Antonov recently made significant progress in promoting its civil airplanes in so 
called rogue states, which face trade restrictions in aviation due to their political 
stance. In addition to Iran, which has been a long time partner of Ukraine in 
aviation, Antonov now supplies airplanes to North Korea and is getting ready to sign 
contracts with Sudan and Cuba.  North Korea already received one An-148 in 
February and put in orders for two more airplanes. Sudan, which uses a fleet of 
outdated Antonov airplanes, plans to order 5 more, including 3 An-148/158 and 2 
An-74. Sudan wants to receive first airplanes already in 2013. Finally Cuba firmed a 
contract with Antonov for 3 An-158, with an option for 3 more. First airplane will be 
delivered to Cuba this year. 
 
Oleksiy Andriychenko: The news is POSITIVE for Motor Sich, which is a sole supplier 
of engines for An-148, An-158, and An-74. Sanctions against North Korea, Sudan, 
and Cuba were imposed either by a UN resolution or unilaterally by the United 
States, which makes sure the rogue states do not receive American aviation 
technology in any way, either through aircraft deliveries or through parts. UN 
resolutions affect only the supplies of military aircraft, which does not preclude 
Antonov from selling civil airplanes to these countries. Such contracts promote 
Antonov’s reputation as one of the suppliers of aircraft to rogue states around the 
world and can hurt its chances for cooperation with other aviation companies in the 
future. Nonetheless, at the moment, it is a risk Antonov is willing to take given its 
airplanes do not find demand in Europe for efficiency reasons and face an uphill 
battle against a state-supported competitor SSJ-100 in Russia. The combined value 
of all potential contracts for Motor Sich can top $70 mn in terms of D-436-148, D-36, 
and AI-450-MS sales, which amounts to 7% of its annual revenue. We reiterate our 
BUY rating on MSICH stock with a $700 target. 
 
81. Regal commences drilling on new SV-59 well, yet to update on SV-53 
Concorde Capital 
February 22, 2013  
 
Regal Petroleum (RPT LN) commenced drilling its new SV-59 well, the company 
announced on Feb. 21. The drilling is expected to take about ten months to reach a 
target depth of 5,470 meters. Should it test successfully, the well will be tied-in for 
commercial production in 1Q14. 
 
Roman Dmytrenko: The spud of new well looks encouraging for Regal, but we are 
looking forward to hear more news, specifically on the commercial flow rate from its 



SV-53 well. Recall, Regal tested its SV-53 well at 1,187 boepd in November and 
revealed a plan to hook it up to its natural gas processing facility in February. 
82. Sadovaya reports minimum sales in January, plans to sell 25 kt in March 
Concorde Capital 
February 20, 2013 
 
Sadovaya Group (SGR PW) reported coal sales of 1 kt in January (11x lower mom). 
The company gave no update on coal production during the month, which leads us to 
presume that its mining subsidiaries are still in idling mode. Sadovaya expects to sell 
5 kt of coal in February and 25-30 kt in March. 
 
Roman Topolyuk: The company continues to struggle in tough market conditions, 
with very slow destocking of products. We estimate its stock of finished products will 
fall to 75 kt by the end of February. With 31-36 kt reportedly planned for sale in 
1Q13 (about 1.5x down qoq, 6x down yoy), Sadovaya will have its worst quarter in 
terms of earnings since 2009, which would also imply a second consecutive quarter 
of losses. 
83. Ukraine and Russia in talks on lowering gas price, not on bilateral 
consortium  
bne  
February 22, 2013 
 
Ukrainian Environment and Natural Resources Minister Eduard Stavytsky has 
confirmed that Ukraine is in talks with Russia on reducing the gas price, but not on 
creating a bilateral consortium to manage Ukraine's gas transport system (GTS). 
 
"We are holding negotiations not from the point of view of creating a consortium, but 
from the point of view of reducing the gas price. We are holding negotiations not 
only with our Russian colleagues, but also with our European colleagues," Stavytsky 
said, cited by Interfax-Ukraine. 
 
Asked about talks on establishing a consortium, he said, "Ukraine is open to 
suggestions. The question of bilateral, trilateral consortiums will be considered in the 
near future." 
 
84. Ukraine government ignores certain EU demands 
Concorde Capital  
February 18, 2013 
 
Ukraine’s Cabinet of Ministers posted on its website on February 15 its euro-
integration plan (approved two days earlier), which reportedly differs from the 
recommendations that had been suggested a week earlier by Stefan Fule, the 
European Commissioner for Enlargement. He submitted to Ukraine’s Foreign Ministry 
a list of 19 indicators that the EU leadership would be using to judge Ukraine’s 
readiness to sign the Association Agreement. Fule didn’t make them public. 
 
The government’s plan adopts 10 of the 19 indicators, reported the Kommersant-
Ukrayina newspaper on Feb. 18. They include cooperation with Brussels and the 
opposition, as well as some of the demands to conduct structural reforms, including 
preparations for the Ukrainian economy to join the Free Trade Area. The plan 
overlooks demands to improve the police force, conduct constitutional reforms, free 
opposition leaders, adopt an Election Code and measures to improve the investment 



climate, the newspaper reported. State officials said many of these matters aren’t 
within the Cabinet’s authority. While the EU requested weekly updates on progress, 
the Cabinet plan calls for monthly reports. 
 
Zenon Zawada of Concorde Capital said in a note: “We’re witnessing an old Ukrainian 
strategy that was the trademark of former President Leonid Kuchma, who played the 
Russian Federation against the West in his geopolitical strategy. In its own version of 
that game, the administration of President Viktor Yanukovych is aiming to gain the 
maximum benefit by playing the two sides against each other.” 
 
“Ignoring close to half of the EU benchmarks, as reported by Kommersant, is a 
standard tactic for the Yanukovych administration, which uses bazaar-style 
bargaining as a tool with everyone it deals with – its opposition forces, Russia and 
the West. In theory, these maneuvers could go on endlessly, except that both the 
Russian and EU governments have grown tired of the games. The EU wants an 
Association Agreement by November, while Russia wants full Customs Union 
membership by 2015.” 
 
“It’s apparent that the Yanukovych administration will try to pull off an Association 
Agreement by giving the EU the minimum concessions without sacrificing its 
monopoly on power. It’s also clear that the EU’s patience will be stretched to the 
maximum should its leadership decide to sign the Association Agreement. It’s 
possible, however, that this patience will snap altogether.” 
 
85. Ukraine’s Coal Energy mining falls 2.5% mom in January 
Concorde Capital  
February 19, 2013 
 
Coal Energy’s mining fell 2.5% mom to 139 kt in January (+3.3% yoy), with coking 
coal representing the steepest monthly decline (17% mom) to 15 kt. Coal recovery 
from waste reprocessing improved 17% mom to 8.5 kt amidst the ongoing ramp up 
of its enrichment facility, launched in October 2012. In 7MFY13, total coal mining 
was 15% higher yoy at 1.06 mmt and waste reprocessing grew 6% yoy to 150 kt. 
 
Roman Topolyuk: The continuing slide of steam coal mining by Coal Energy reflects 
the weakness of both domestic and export markets, while it’s worth noting that the 
company outperformed the mining industry in January: coal supplies from Ukrainian 
mines declined 11.4% mom (and supplies to power plants declined 10.2% mom) last 
month. Some destocking of steam coal, which occurred in January (by 8% from end-
December to 5.2 mmt) might draw increased demand, though not too quickly. There 
is also slight improvement in coking coal prices in February (+2-3% mom) in Ukraine 
that may be a result of a strong rebound in steel production in January. We expect 
the steel market recovery will be reflected in improved supplies of Coal Energy’s 
coking and dual-purpose coal. 
 
86. Zaporizhiaoblenergo raises profit 26% in 2012 
Concorde Capital 
February 22, 2013  
 
The nation’s third largest power GenCo Zaporizhiaobenergo (ZAON UK) reported a 
26% yoy increase in 2012 net income to UAH 28.4 mln. The company’s top line 
advanced 8% yoy to UAH 5.44 bln, while EBITDA fell 66% yoy to UAH 37.4 mln. 
 



Alexander Paraschiy: The result clearly contrasts with the company’s 9M12 reporting 
in which it posted UAH 190 mln EBITDA and UAH 93 mln net income. However, it 
was predictable given the practice of profit killing widely employed by state-
controlled electricity companies. 
 
As we wrote before, the companies don’t report a high full-year bottom line in order 
to avoid cash outflow in the form of dividends (as its holding company typically 
practices a standard 30% payout policy). All in all, the financial result is slightly 
better than we initially expected. 
 
The reported bottom line suggests the company should pay UAH  0.47/share in 
dividends in 2013, which implies a dividend yield of 3.5% (vs. our initial expectation 
of 3.0%). 
 

KAZAKH INVESTMENT 
87. Japan to work with Kazakhstan on nuclear power plants  
bne 
February 20, 2013  
 
Two Japanese companies have signed an agreement to support Kazakhstan’s plans 
to develop its nuclear power sector.  
 
Japan Atomic Power Co. and an affiliate of Marubeni Corp. signed an agreement with 
Kazakhstan’s National Nuclear Center, on February 18.  
 
The two Japanese companies agreed to support the development of nuclear power 
plants in Kazakhstan, and eventually hope to export power plants to the Central 
Asian country.  
 
They will initially provide support in areas such as training and locational surveys.  
 
The Kazakhstani government is planning to build independent Kazakhstan's first 
nuclear power plant. Plans are currently being drawn up, and are due to be 
submitted to government officials for consideration in March 2013.  
 
88. Kazakhstan looks for new partners after Statoil pullout  
bne 
February 22, 2013  
 
Kazakhstan is looking for new partners to develop the offshore Abai oilfield after 
Norway’s Statoil decided it was quitting the project.  
 
A spokesman for the Norwegian company confirmed its plans to withdraw on 
February 21.  
 
"[A]s part of a global prioritisation process and the overall commercial and technical 
evaluations related to the Abay project, we have decided not to pursue negotiations 
on Abay," the spokesman told Trend newswire.  
 
According to Oil and Gas Minister Sauat Mynbayev, Astana is currently considering 
the issue after Statoil was reported to be pulling out in mid February.  
 



"KazMunaiGas will consider the issue of developing the Abay block with other 
partners... I cannot name this partner yet,” Mynbayev told journalists.  
 
Statoil has officially informed the Kazakhstani government of its plans to quit the 
development of the Abai field, which is estimated to hold at least two billion barrels 
of oil, Mynbayev said.  
 
The Norwegian company has been in Kazakhstan since 2004. Statoil signed an 
agreement of principle with Kazakhstan’s KazMunaiGas on the field in 2011, under 
which they agreed to work together on developing the field.  
 

CENTRAL ASIA INVESTMENT 
89. Kyrgyz parliament sets three-month deadline for Kumtor talks  
bne 
February 22, 2013  
 
Centerra Gold will have to reach agreement with Kyrgyzstani government officials 
over the future of the Kumtor gold mine within three weeks or risk having its existing 
agreement thrown out unilaterally.  
 
At a parliament session on February 21, MPs passed a resolution stating that a the 
government and Centerra must come to a new agreement on Kumtor, the largest 
privately owned gold mine in the CIS region.  
 
The resolution stakes that if the two sides fail to reach agreement within three 
months, the current agreement, signed in 2009, will be terminated by the 
parliament. During this three month period, the mine, which accounts for around 
12% of Kyrgyzstan’s GDP, must continue its operations.  
 
The resolution follows a report from Kyrgyzstan’s State Commission on Kumtor, 
submitted to the parliament in January. The Commission’s report concludes that the 
existing agreement between the government and Centerra is not in Kyrgyzstan’s 
interests.  
 
Economy Minister Temir Sariev told the parliament that “The 2009 agreement is not 
in the interests of our state.”   
 
“We want to cancel it all and return to the legal framework. No one is talking about 
nationalization. If the other side disagrees, it’s free to appeal to an international 
court,” the Kyrgyz press quotes Sariev as saying.  
 
Both Kyrgyzstan’s three-party ruling coalition and the two opposition parties 
represented in parliament are in favour of changing the agreement, signed under 
former President Kurmanbek Bakiyev in 2009. However, MPs disagreed over whether 
Bishkek should continue negotiations with Toronto-listed Kumtor or denounce the 
agreement unilaterally.  
 
84 of the parliament’s 120 MPs voted in favour of the resolution on February 21, and 
the issue is due to be discussed again at a plenary session on February 27, 24.kg 
reports.  
 



The Kumtor Operating Company, a subsidiary of Centerra, has also been hit by a 
$315m claim from Kyrgyzstan’s State Agency for Environmental Protection and 
Forestry for alleged environmental damage. The claim follows five smaller claims 
issued in December 2012 totalling $152m. 
 
Visor Capital writes in an analyst note that, “We believe the decree recommending 
revision of the agreement is largely in line with market expectations, however, the 
sizable additional environmental claim of US$315m was not expected by us or we 
believe the market.” 
 
“The worst case scenario for Centerra remains termination of the Kumtor agreement 
(which currently represents 76% of our DCF valuation and 91% of our 2013F 
revenue projections).  We believe however that this scenario is unlikely to occur, and 
would result in international arbitration in our view,” the note says.  
 
90. Bishkek should take Centerra to court over Kumtor - Deputy PM  
bne 
February 21, 2013  
 
The Kyrgyz government should take Centerra Gold, the owner of the country’s 
largest mine Kumtor, to court, Deputy Prime Minister Djoomart Otorbaev told a 
parliament session to debate the future of Kumtor, on February 21.  
 
MPs are considering a report from the State Commission on Kumtor that 
recommends that the government open talks with Toronto-listed Centerra, with the 
aim of revising the 2009 agreement on Kumtor.  
 
"We need to go to court and deal with Centerra Gold Inc.” Otorbaev told MPs. 
 
"If you approve the report of the State Commission, we will announce a tender and 
hire a good law firm to work for us," he added, Knews reported.  
 
Kyrgyzstan's Prime Minister Zhantoro Satybaldiyev said in January 2013, shortly 
after the release of the commission's report, that the existing agreement, signed 
under former President Kurmanbek Bakiyev, is not in Kyrgyzstan's best interests. 
"[T]he agreement was concluded in the interests of specific groups, but not the 
country," Satybaldiyev said.  
 
All three parties of Kyrgyzstan's ruling coalition, as well as the two opposition parties 
in parliament, have backed the commission's recommendation to reconsider the 
agreement. However, the government is expected to stop short of nationalising the 
mine, an alternative that was rejected by the parliament in a vote in June 2012.  
 
Visor Capital writes in an analyst note that Centerra and the Kyrgyz government are 
likely to find a compromise solution.  
 
"We note that in September 2012, the stability of the Kumtor agreement was 
reassured by the Kyrgyz Republic at the highest level, by both the President and the 
Prime Minister. We also note that Kumtor Agreement envisages international 
arbitration in cases, when disputes cannot be solved," Visor Capital says. "We believe 
Centerra and Kyrgyz Government would find a compromise to solve the situation 
without termination of the Agreement (more negative for Centerra) or involving 



international arbitration (more negative for Kyrgyz Republic). However, such 
compromise is not likely to keep the Kumtor Agreement unchanged, in our view." 
 
Kumtor is a highly political issue in Kyrgyzstan, where the mine's output accounts for 
around 12% of annual GDP. A fall in production at the mine for technical reasons in 
the first half of 2012 was the main cause of Kyrgyzstan's poor economic performance 
last year, adding to the pressure for the agreement to be revised. With resource 
nationalism on the increase in Kyrgyzstan, popular opposition to foreign ownership of 
the country's largest gold mine is growing. 
 
91. Capital investments fall in Tajikistan  
bne 
February 20, 2013  
 
Tajikistan saw a drop in capital investment of 24.2% January 2013, compared to 
January 2011, according to the Statistics Agency.  
 
Slightly over TJS168.3m ($35m) was invested in January 2013, with the energy 
sector accounting for 18% of the total, Avesta reports.  
 
A total of TJS31.7m was invested in the energy sector, of which just 1.9% was from 
foreign investors. TJS23.5m was spent on construction work at Roghun, where a 
major new hydropower plant is planned.  
 
Tajikistan also saw investments of TJS23.2m in the transport and communications 
sectors, and TJS79.8m in production facilities.  
 
92. Eurasian Development Bank to finance Tajik concrete plant  
bne 
February 21, 2013  
 
The Eurasian Development Bank (EDB) plans to invest $48m in the construction of a 
concrete plant in Tajikistan. The Kazakh-Tajik direct investment fund is also 
supporting the project. The EDB is looking at other projects in the energy, 
agriculture and processing, transport and infrastructure sectors in Tajikistan. 
 
93. Gazprom may acquire Kyrgyzgaz by March 2013  
bne 
February 20, 2013  
 
Kyrgyzstani government officials are close to a deal on the sale of national gas 
distribution company Kyrgyzgaz to Russia’s Gazprom. The sale may be agreed during 
a planned inter-governmental meeting in March 2013, as Kyrgyzgaz’ growing debts 
to Kazakhstan put pressure on Bishkek to close the deal.  
 
The sale of a controlling stake in Kyrgyzgaz was one of the issues discussed during a 
round of Russian-Kyrgyz talks in Moscow on February 18 and 19. State news agency 
Kabar reports that Kyrgyzstan’s First Deputy Prime Minister Djoomart Otorbaev 
discussed the sale of the company with Gazprom deputy chairman Valery Golubev.  
 
In 2012, Gazprom offered to buy a 75% stake in heavily indebted Kyrgyzgas for $1. 
The Russian company also planned invest into rehabilitating Kyrgyzgaz’ dilapidated 



infrastructure, and pay off the company’s gas import debts, which amounted to 
around $40m.  
 
Kyrgyzstan’s Prime Minister Zhantoro Satybaldiyev told journalists in Bishkek on 
February 15 that “if we agree [to the sale] almost $500m will be allocated for the 
development of the industry.”  
 
“With all the debts, to outline the cost of Kyrgyzgaz would be purely 
symbolic,”Satybaldiyev added.  
 
Critically, there are hopes that selling Kyrgyzgas to Gazprom will resolve the chronic 
gas shortages in Kyrgyzstan, which cause discomfort for the population, hamper 
industry and result in considerable political pressure on the government. 
Satybaldiyev told journalists that Gazprom had promised an uninterrupted supply of 
gas once the acquisition goes ahead.  
 
Kyrgyzstan has seen several interruptions to its gas supplies in the last year. In April 
2012, the eternal flame on Bishkek's Victory Square was temporarily extinguished 
after the city failed to pay its gas bill.  
 
Most of north Kyrgyzstan has its gas supplies cut off in December 2012, when a cold 
snap in the region led to gas shortages across Central Asia. At the time, Kyrgyzgaz 
had debt arrears to the Kazakh and Uzbek gas transportation companies. The power 
crisis increased political pressure on the government to tackle the crisis as 
temperatures plunged below -15C,  
 
In late December supplies resumed, and Kyrgyzstan’s President Almazbek 
Atamabaev announced that Bishkek had informed Kazakhstan that outstanding gas 
debts would be paid after the acquisiton by Gazprom. “Our Kazakhstan partners have 
been notified that these debts will be paid off by Gazprom... Both the president and 
prime minister of Kazakhstan know it,” Atamabaev said.  
 
However, in February 2013, Kazakhstan's gas transmission company KazTransGas 
again threatened to suspend gas exports to Kyrgyzstan over the country's unpaid 
debts.  
 
94. Hydropower plant construction to employ 10,000 in Kyrgyzstan  
bne 
February 20, 2013  
 
Two major hydropower construction projects in Kyrgyzstan are expected to provide 
employment for around 10,000 people. 2,000 people will be employed during the 
construction of the Upper Naryn Cascade, and up to 8,000 to build the Kambarata 
hydropower plant, Energy and Industry Minister Avtandil Kalmambetov told a 
parliamentary hearing on February 19. Both projects are being funded by Russia.  
 
95. Kyrgyzstan funds reconstruction of regional airports 
bne 
February 19, 2013  
 
Bishkek has allocated KGS286m ($6m) to rebuild three airports in south Kyrgyzstan. 
KGS124m will be spend on the reconstruction of Batken airport, in the extreme 
southwest of the country with KGS81m each allocated to the airports in Isfana and 



Jalal-Abad, according to a statement on the Ministry of Transport and 
Communications website. Most of the funding will be used to rebuild runways at the 
three airports.  
 
96. New cement plant opens in Turkmenistan  
bne 
February 22, 2013  
 
Turkey’s Polimeks Insaat Taahhüt has opened a new cement plant in Turkmenistan 
to supply the country’s growing construction boom.  
 
The Lebap Cement Factory has capacity to produce 1 million tonnes of cement a 
year, including 3,000 tonnes per day of clinker, ICR reports.  
 
Its location near Turkmenistan’s borders with Afghanistan and Uzbekistan means it 
may also be able to produce cement for export.  
 
The plant is Polimeks’ second in Turkmenistan, where in 2011 it opened a plant in 
the western Balkan region. 
 
97. World Bank gives cautiously positive interim assessment of Roghun  
bne 
February 22, 2013  
 
Initial studies organised by the World Bank into the impact of the planned Roghun 
Dam in Tajikistan give a generally favourable assessment of the project.  
 
In an interview published on the World Bank’s website on February 21, the bank’s 
regional director for Central Asia, Saroj Kumar Jha said the dam would not threaten 
security in the region, and that based on interim data, there was “reason to assume 
that the considered type of dam and stability of slopes of river seem to be 
acceptable”.  
 
The World Bank has launched a comprehensive study of the planned dam, which 
would be Tajikistan’s largest, and its potential impact on the Central Asian region.  
 
The project is fiercely opposed by Uzbekistan, which lies downstream from Tajikistan 
in the Amu Darya river basin, and relies on the river to irrigate its cotton fields. 
Dushanbe has agreed not to start building the dam until the World Bank’s 
assessment has been completed, but Tashkent has several times accused Tajikistan 
of secretly starting construction work.  
 
Two interim reports recently completed by World Bank and independent experts, 
examine issues including water management and dam safety.  
 
“The interim findings from the presentations, reports and feedback from the Panels 
of Experts are that the dam type under consideration and stability of the slopes 
appear to be acceptable,” Jha says.  
 
On the issue of water management, he commented that, “ the interim finding... is 
that hydrologic data needed for project design and risk assessment is of adequate 
quality, and that the estimated Probable Maximum Flood (PMF) is based on 



international good practice (i.e., ICOLD standards) and is appropriately conservative 
for the benefit of dam and public safety.” 
 
Additional research including simulation modelling of the planned Vakhsh River 
Cascade still has to be carried out. This will give more insight into the consequences 
of building the dam, and its optimal height.  
 
“It is important to clarify that these assessment studies will decide neither whether 
the proposed Rogun dam will be built, nor the final design, should a project proceed. 
They will serve as an input to decision-making,” Jha added.  
 
“A variety of other factors such as international agreements and financing would 
need to be considered before the future of the proposed Rogun project is decided. 
The World Bank has made no financial commitment to support construction of the 
proposed dam. Our role is to help establish objective, independent, and 
comprehensive facts for all stakeholders.” 
 
The World Bank is also looking at additional measures to support Tajikistan, where 
according to a recent report around 70% of the population have inadequate 
electricity supplies. “Tajikistan’s electricity situation is dire and getting worse,” Jha 
says.  
 
Options include improving energy efficiency, including at the Tajikistan Aluminium 
Company (TALCO) plant, investing more in thermal power supply and rehabilitating 
aging hydropower assets. However, according to Jha, “We showed it is possible, with 
concerted effort, to close the gap by 2020 with these measures. But the costs are 
significant - US$3.4 billion over the next 8 years.” 
 

BELARUS Investment 
98. Belarus-Czech trade hits record high in 2012 
bne 
February 22, 2013 
 
In 2012 Belarus and the Czech Republic had a record high trade interaction for all 
years of bilateral cooperation, Ambassador Extraordinary and Plenipotentiary of 
Belarus to the Czech Republic Vasily Markovich said in a meeting with Jaroslav 
Kurfurst, General Director of Europe Section at the Czech Ministry of Foreign Affairs, 
BelTA reported citing Belarusian Foreign Ministry. 
 
The parties considered the current status and prospects of the Belarusian-Czech 
relations and agreed to continue the exchange of views on matters of mutual interest 
 
99. Minsk to sell Druzba pipeline  
Bne 
February 20, 2013 
 
The Belarusian government is ready to sell the Belarusian section of the Druzhba 
pipeline. 
 
This statement was said by head of the State Property Committee Heorhy 
Kuznyatsou, Interfax news agency reports. 
 



“I think everything lying in ground must work at full capacity. We must have good 
transit and the state must gain a profit,” Kuznyatsou said Tuesday at a press 
conference in Minsk. 
 
As for the possible sale of the Belarusian section of the Dzruzhba oil pipeline, the 
State Property Committee head said: “If I were an investor, I would say the pipeline 
could be sold. Of course, you may write that Kuznyatsou proposes to sell oil 
pipelines. But I don't propose. On the other hand, everything must have returns. 
What is sense in dead iron?” 
 

EURASIA INVESTMENT 
100. Air Caucasus selects Tbilisi Lochini for hub  
bne 
February 18, 2013  
 
Georgia-based start-up Air Caucasus has selected Tbilisi Lochini (TBS) airport as its 
hub.  
 
The airline will initially launch flights to Baku Heydar Aliev International (GYD), 
Yerevan Zvartnots (EVN), Istanbul several destinations in Russia, Ch-Aviation 
reports. It is also planning to operate on the domestic route between Tbilisi and 
Kutaisi’s Kopitnari airport.  
 
The airline will be competing against Georgian Airways and Fly Georgia, both of 
which operate out of Lochini.  
 
101. Azerbaijan expects rapid growth of ICT sector  
bne 
February 20, 2013  
 
Azerbaijan’s information communications and technology (ICT) sector could be worth 
up to $9bn by 2020 if the current rate of growth continues.  
 
Communications and Information Technologies Minister Ali Abbasov said February 19 
that the sector is “developing rapidly” with revenues growing 18% in 2012 to reach 
$1.7bn, Trend reports.  
 
Baku aims to maintain growth of the sector, one of the fastest-growing in Azerbaijan, 
at around 20% a year for the next eight years, Abbasov said in a speech at the Baku 
High Oil School. This would bring the sector’s revenues to $8-9bn by 2020.  
 
Abbasov also pointed out that broadband internet is being rolled out rapidly across 
Azerbaijan, through a $450m project with support from the State Oil Fund. The 
project is intended to increase internet penetration from 70% to 85% of the 
population.  
 
102. Azeri companies interested in Libya’s petrochemicals sector  
bne 
February 19, 2013  
 
Azerbaijani companies are interested in building petrochemicals plants in Libya, 
according to Azerbaijan’s ambassador to Libya, Agaselim Shukurov.  



 
A delegation of Azeri companies is due to visit Libya in the near future, Shukurov 
said at a meeting with Libya’s Oil and Gas Minister Abdel Bari Ali Al-Arousi, a 
statement on the Libyan National Oil Company's website says.  
 
Azeri companies are interested in both building new plants and upgrading Libya’s 
existing petrochemicals plants, Shukorov said.  
 
Al-Arousi is reported to have said that Libya welcomes investments from Azerbaijani 
investors in Libyan energy sector, and that cooperation between the two countries n 
the hydrocarbons sector would be mutually beneficial.  
 
103. Azeribaijan's first satellite to start commercial operations in May 2013  
bne 
February 21, 2013  
 
Azerbaijan’s first telecoms satellite, Azerspace-1, reached its orbital position on 
February 19, and is set to start bringing in revenues from May 1. The satellite is 
expected to generate revenues of between $500m and $600m in 15 years.  
 
According to a statement from the Communications and Information Technology 
Ministry, satellite trials will take place until early March, Today.az reports.  
 
The satellite will be used for projects including ensuring the security of the Baku-
Tbilisi-Ceyhan (BTC) pipeline and other pipelines in the Caucasus.  
 
It has only two competitors in the region: Turkey’s Turksat and France’s Hotbird, ICT 
Minister Ali Abbasov told journalists.  
 
Azerbaijan plans to launch two more satellites in 2015 and 2016.  
 
104. Tata may invest in $600m hydroelectric power plant in Georgia  
bne 
February 20, 2013 
 
India’s Tata Group may invest in a hydroelectric power project in Georgia after 
meetings with the Black Sea country’s billionaire Prime Minister Bidzina Ivanishvili, 
including in Davos, Switzerland, Bloomberg reported. 
 
“Tata expressed its interest and wish to invest here after a meeting with the prime 
minister in Davos and a prior visit to Georgia,” Mariam Valishvili, Georgia’s deputy 
energy and natural resources minister, said. 
 
The International Finance Corp. and Oslo-based Clean Energy Invest agreed in 2011 
to help build the Adjaristskali plant, planned for the mountainous region of Adjara, 
Valishvili said. The project will probably cost more than $600m and have a capacity 
as much as 400 megawatts, she said. 
 
105. Azerbaijan’s Sofaz provides $430m for Georgian section of BTK  
bne 
February 19, 2013  
 



Azerbaijan’s sovereign wealth fund has allocated over $430m to finance the Georgian 
section of the Baku-Tbilisi-Kars (BTK) railway.  
 
A statement from the State Oil Fund of Azerbaijan (Sofaz) says that the fund has 
allocated almost $431.3m as of January 1, 2013, including $151.5m in 2012.  
 
The funding is part of a $775m loan Azerbaijan has agreed to provide for the 
construction of the Georgian section of the line.  
 
The railway is being built under an inter-governmental agreement between the 
governments of Azerbaijan, Georgia and Turkey.  
 
Officials from Azerbaijan and Georgia agreed on January 31 to speed up construction 
of  a new segment of railway line within Georgia, as well as work on the Akhalkalak-
Tbilisi-Marabda railway.  
 
The BTK railway will provide a direct rail link between Azerbaijan, Georgia and 
Turkey, replacing the Kars-Gyumri-Tbilisi railway, which runs through Armenia and 
was shut down in 1993 after Turkey closed its border with Armenia.  
 
BTK was originally due to be operational in 2010, but the completion date has been 
put back several times, with construction now expected to be finished later in 2013.  
 

SOUTHEAST INVESTMENT 
106. Azeri firm to sell fuel to tankers in Ceyhan 
Hurriyet Daily News 
February 21, 2013 
 
Azerbaijani state-run oil company Socar is set to sell sea fuel in Ceyhan in 
cooperation with independent storage firm Delta Rubis. 
 
Socar Turkey Oil Energy Distribution, Socar Turkey's distribution company, and Delta 
Rubis have signed a sea fuel storage and supply service agreement for five years, 
according to a statement from Socar Turkey. 
 
The companies expect sales to reach 2 million tons in five years.  
 
Ceyhan is a strategically critical region for Socar, said Mutluay Do_an, Socar Turkey 
Oil Energy Distribution's director. "This region is the departure point of Azerbaijani oil 
to global markets and Socar is one of the users of this line." 
 
The director said the company had taken the first step toward turning Ceyhan into 
an important sea fuel supply region. Turkey's first comprehensive sea sales will be 
done by Socar, as the company starts to sell fuel to crude oil carrier tankers coming 
to region.  
 
Socar chose to work with Delta Rubis since it is the largest storage firm at the 
Mediterranean, Do_an said, adding that the two companies' experience in their fields 
will create added value for the sector also. Delta Rubis has sped up the additional 
investments at Ceyhan terminal due to increasing trade volume and investment 
projects, said Sami Habbab, Delta Rubis' director.  
 



Socar operates in oil and energy distribution as well as fuel, aviation fuel and sea 
fuel sales. 
 
107. BIM to inject TRY 30mn into Moroccan subsidiary  
Erste 
February 21, 2013 
 
Bim will participate in the paid-in capital increase of Bim Stores SARL, its 100% 
subsidiary operating in Morocco, via a rights issue. Bim Stores SARL will raise its 
paid-in capital through a MAD 150mn (~TRY 30mn) cash injection to MAD 400mn.  
 
There will be a ~TRY 30mn cash outflow from Bim, vs. its net cash position of TRY 
310mn as of end-September 2012. Certain market players could perceive the news 
as positive, with the argument that the capital increase signals Bim's higher growth 
plans in Morocco. However, considering the size of the Moroccan operations (i.e. 120 
stores at end-2012 vs. 3,655 in Turkey), we do not expect to see any material or 
meaningful contribution to the consolidated results in the foreseeable future. Thus, 
we perceive the news as neutral. Please note that Bim has invested ~TRY 75-80mn 
in its Moroccan operations so far since 2009 and management expects to reach 
bottom line break-even in 2015.  
 
108. Bidding deadline due for Kartal-Kaynarca subway project  
Erste 
February 18, 2013 
 
Alarko Holding (ALARK TI, Buy) - The bidding deadline for the Kartal-Kaynarca 
subway project is today. The total project value is around EUR 200mn and Alsim 
Alarko, a 100% subsidiary of Alarko Holding, will bid for the tender without a 
partner. There are five companies interested in the tender namely; 1. Alsim Alarko 2. 
Gulermak; 3. Makyol Insaat ;4. Yapi Merkezi; 5. Turkerler Insaat.  
 
The company's latest backlog is USD 1,374mn as of February 7, 2013 and if Alarko 
wins, it will serve as a positive catalyst for the stock.  
 
109. Emlak Konut REIC sees poor demand at plot tender  
Erste 
February 21, 2013 
 
Emlak Konut REIC held the tender yesterday for its plot in Avcilar in the western part 
of Istanbul and received only one bid, which is based on an estimate revenue of TRY 
380mn+VAT with a 12% revenue share ratio, implying minimum guaranteed 
revenues of TRY 45.6mn+VAT for Emlak Konut REIC. The plot has an area of 88,800 
m2 and the appraisal value was TRY 77.7mn. Separately, Emlak Konut REIC signed a 
protocol with TOKI (Mass Housing Administration of Turkey) to hold a revenue share 
based tender for the plot in Osmangazi/Bursa with an area of 62,000 m2. The plot is 
currently owned by the Savings Deposit Insurance Fund and will be transferred to 
TOKI after receiving the necessary approvals after which Emlak Konut REIC will hold 
the tender within 60 days. According to the protocol, TOKI will receive 90% of the 
project's revenues to subsequently pay to the SDIF and 85% of the remaining 10% 
of the revenues will be received by Emlak Konut REIC and the rest will be received 
by TOKI.  
 



110. Investigation launched into Turkish spirits producer 
Hurriyet Daily News 
February 19, 2013 
 
Turkey's Competition Board opened an investigation yesterday into Diageo's Turkish 
spirits group Mey Ickion the grounds that it breached competition principles by 
preventing the sale of competitors' products in stores. 
 
The Competition Board announced on its official website that they had launched a 
preliminary investigation after receiving complaints alleging Mey Ickihad violated the 
law on Protection of Competition by hindering the sales of its competitors' products 
in stores, applying exclusivity for its own products and obstructing its competitors' 
activities. 
 
The board will carry an investigation to determine if Mey Ickicaused exclusivity in 
stores and abused its dominated status in the market by externalizing its rivals. 
 
Mey Ickisaid the preliminary investigation opened by the Competition Board did not 
mean the company violated the competition laws or that it was or would be 
sentenced, in a statement released to the press yesterday. It stressed that 
preliminary investigations had been opened before due to rival companies' claims, 
but the Competition Board confirmed that Mey _çki's activities were in line with the 
laws and competition rules. It will work in cooperation with the board during the 
investigation in order to get results as soon as possible, it added. 
 
Diageo PLC bought Mey Ickifrom TPG Capital LP and local private equity group Actera 
in 2011 for $2.1 billion. 
 
111. Istanbul is done, invest in developing cities, minister urges 
construction companies 
Hurriyet Daily News 
February 20, 2013 
 
As the housing supply has surpassed the demand in Istanbul, construction 
companies should go and invest in developing cities like _zmir, Bursa or Diyarbakır, 
the environment minister has said 
 
Istanbul's time to raise money is over, said Turkish Environment Minister Erdo_an 
Bayraktar urging construction firms to invest in _zmir, Bursa and Diyarbakır instead 
of Istanbul. 
 
"Contractors need to go to developing cities," the minister said. "Those cities promise 
more earnings, because contractors can make more money from their work as the 
cities develop more." 
 
The minister pointed to _zmir as the first target for construction firms to make 
investments in. The region comprising _zmir and two developed Aegean cities, 
Manisa and Aydın, carries a huge potential to cultivate construction projects, he said.  
 
His second proposal was to turn toward Bursa, since the city will coalesce with 
Istanbul as the gulf passage project that will bypass the _zmit gulf with a bridge to 
directly connect Istanbul to Bursa and _zmir is put into effect. The minister also 
suggested Gaziantep or Diyarbakır would be feasible choices for establishing 



construction projects since these cities are going through a development process 
also.  
 
Two new cities  
 
In his remarks about the urban housing sector, the minister also shared the details 
of one of the two new urban areas set to be established within Istanbul.  
 
One of these areas, for which project studies have been completed, will be located 
on the European side of Istanbul in the area where a third airport will be built. The 
Housing Development Administration (TOK_) has completed 20,000 houses already, 
he announced. 
 
The minister said this settlement area would be an ecological site where every 
income group could live comfortably. 
 
"As the construction of public transportation and alternative linking roads in the area 
are completed, it will be a glorious world city that will boost Turkey's and Istanbul's 
brand value."  
 
Growing housing stocks in Istanbul 
 
The construction sector has been building more houses than Istanbul really needs. 
As Istanbul's population increases, prompting housing demand to surge, the housing 
supply increases more. 
 
Istanbul's population is 13.8 million according to the latest data provided by the 
Turkish Statistical Institute. Meanwhile, there are approximately 4 million houses, 
showing one house for every three people. Approximately 130,000 houses are built 
every year, but around 83,000 of them are sold. 
 
112. Istanbul real-estate market ranked fourth best in Europe 
Hurriyet Daily News 
February 22, 2013 
 
Istanbul ranked fourth out of 27 European cities based on property market 
performance last year, dropping down the list after coming top in two recent years, 
according to a report released by Pricewaterhousecoopers (PwC) and the Urban Land 
Institute (ULI) on Feb. 20. 
 
"As the survey's rankings of cities' investment prospects reveal, markets such as 
Munich and Berlin have overtaken 'non-core' locations such as Istanbul, a two-time 
winner in recent years," said the Emerging Trends in Real Estate Europe 2013 report. 
Munich ranked first, followed by Berlin and London. Fifth-placed Hamburg followed 
Istanbul in a top five dominated by German cities. 
 
"It is no surprise that a German city tops the bill for 2013, knocking two-time winner 
Istanbul off the top spot," the report stated, stressing that investors hunted for 
dependable cities in economies that can "shoulder headwinds."  
 
Munich and London rate highly for their ability to withstand the ongoing financial 
crisis, according to the report. "Munich has the lowest unemployment rate in 



Germany and its job market is growing as biotechnology, environmental sciences, 
media, and genetic engineering expand," it said. 
 
Istanbul tops in 'opportunities' 
 
Istanbul ranked top in "development prospects," obtaining 3.46 points out of 5 in 
2012, as it did in a year earlier.  
 
"It's Berlin and London for the core, but it's Istanbul for opportunities. It is Istanbul's 
exciting economic and demographic potential that keeps it popular with 
interviewees," the report said. Turkey's Association of Real Estate Investment 
Companies (GYODER) estimates the change will boost investment in real estate by 
$5 billion a year. However, the report warned that a fragmented market and lack of 
institutional-quality assets in Istanbul made deals hard to secure.  
 
Meanwhile, Istanbul's real-estate sales number reached 24,244 in the fourth quarter 
of last year with a 24.8 percent increase from the third quarter, according to figures 
revealed by the state-run statistics body TÜ_K yesterday. Istanbul took its place in 
the top five once again, ranking second in new property acquisitions performance 
last year. It was the leader in 2011.  
 
"Global companies such as Nestlé and Microsoft, as well as newcomers from banking 
and insurance, are establishing bases, drawn by the proximity to cities in Russia and 
the Middle East," TÜ_K said.  
 
Istanbul's young population, with half of its 75 million people under the age of 29, is 
also an important factor for its economic growth, it added. 
 
113. Izmir construction contractors guarding opportunity 
Hurriyet Daily News 
February 21, 2013 
 
The Turkish environment minister's recent call for Istanbul's giant construction 
companies to turn an eye to potential in "developing cities" like Izmir has drawn 
anger from contractors in the Aegean province. 
 
"Only Izmir companies should earn the benefits of Izmir's business potential," said 
the head of the Contractors Federation, Necip Nasır. "We [local companies] will work 
to keep the value added created in the city within the city by [taking advantage of 
our local know-how]." 
 
Istanbul's time to raise money is over so contractors need to go to developing 
provinces like Izmir, Bursa and Diyarbakır, Turkish Environment Minister Erdo_an 
Bayraktar said Feb. 18. The minister pointed to Izmir as the first target for 
construction firms to make investments since the region, comprising Izmir and two 
developed Aegean provinces, Manisa and Aydın, possess a huge potential for 
construction projects. 
 
The Turkish government will ease regulations for such companies, the minister also 
said yesterday.  
 



The businessman said there had been companies from Ankara and Istanbul eyeing 
investment in Izmir through the formation of consortiums, but added that local 
players were at a better advantage. 
 
"Of course, there is free trade, but there are many architecture and construction 
companies capable of handling the potential demand," Izmir Commercial Chamber 
representative Akın Kazanço_lu said. 
 
Still, the minister was correct in saying Izmir will be a city greatly affected by urban 
transformation since 85 percent of the city will be transformed, representing a huge 
potential for construction firms, Nasır said. 
 
114. Libyan government to pay half of $20bn debt to Turkish contractors  
Hurriyet Daily News 
February 21, 2013 
 
Libya has promised to pay the first half of its government debt to Turkish 
contractors, but demanded more time to make the other half of the payment, visiting 
Libyan Prime Minister Ali Zeidan said. 
 
"As Turkish companies come back to Libya to conduct businesses the payments will 
be done, but I request Turkish businessmen to see the issue in terms of the long-
term benefits of Libya-Turkey relationships," Zeidan said at a dinner given by Turkish 
Economy Minister Zafer Ça_layan in honor of the Libyan prime minister on Feb. 19. 
 
Around 100 Turkish contractors are owed some $20 billion in back payments and 
compensation for their losses in the Libyan civil war aroused in 2011. 
 
The prime minister reasserted that Libya is aware of the importance of the 
payments, but as they have other obligatory priorities the entire payment due, which 
will be given in two parts, requires some patience. 
 
Zeidan invited Turkish businessmen to reinvest in Libya.  
 
115. Research completed for nuke power plant 
Hurriyet Daily News 
February 18, 2013 
 
The seismic research for Turkey's first nuclear power plant, which is slated to be built 
in Akkuyu in the southern province of Mersin, have been completed, according to the 
constructor firm, Russian Rosatom. 
 
Rosatom Deputy Manager Kirill Komarov said the company had completed all the 
engineering works in the region, including seismic research. He said they planned to 
obtain an electricity generation permit this year, stressing that their works were 
proceeding on schedule.  
 
Rosatom applied for an exploration license of stone quarry for the Akkuyu nuclear 
power plant. "After we obtain all necessary permits, we will present a draft to 
Turkish officials that will evaluate it until mid-2015. Then start up works will be 
launched," he said, adding that electricity generation would begin physically in 2019 
but that they aimed to officially open a nuclear power plant by 2020.  
 



Turkey and Russia signed the deal to build the first nucleur power plant at Akkuyu in 
2010. 
 
116. Turkey enters key week in Kurdish solution bid 
Hurriyet Daily News 
February 18, 2013 
 
Turkey is entering one of its most crucial weeks in its efforts to solve the Kurdish 
question amid expectations surrounding new judicial reforms and visits to the 
Kurdistan Workers' Party (PKK) leader, but the premier has warned against possible 
sabotage.  
 
The significance of this week is due in part to expectations that the government is 
expected to complete its deliberations on the fourth judicial package before 
submitting it to Parliament, which could result in the releases of many jailed Kurdish 
politicians, as well as anticipation of a second meeting between a Peace and 
Democracy Party (BDP) delegation and Abdullah Öcalan, the imprisoned leader of the 
PKK. Prime Minister Recep Tayyip Erdo_an was set to decide on the names of the 
BDP delegation late yesterday.  
 
"A very big atmosphere of hope has developed across all of Turkey. Believe me, this 
crowd today is voicing hope the way [the Black Sea province of] Rize is voicing it. 
Istanbul and Ankara are as hopeful as you are. Let's not waste this hope. Let's not 
allow those who would kill this process [to succeed]," Erdo_an said yesterday during 
an address to voters in the southeastern province of Mardin. 
 
Erdo_an spent the weekend in the province, where he attended the opening 
ceremonies of numerous projects accompanied by several ministers, including his 
new interior minister, Muammer Güler, who is from the area. 
 
Following days of uncertainty as to the date of the BDP's second visit to _mralı 
island, where Öcalan is serving a life sentence, Justice Minister Sadullah Ergin 
announced that it could occur this week after he receives an official application from 
the BDP. Erdo_an said yesterday morning that the names had been provided to the 
government and that they would provide a decision later in the day. The peace 
process is being coordinated by the National Intelligence Organization (M_T), which 
has been in constant talks with Öcalan since December 2012. 
 
Kurdish lawmakers Ahmet Türk and Ayla Akat Ata conducted the first visit to 
Erdo_an on Jan. 3, but Erdo_an vetoed Türk for the second visit because he 
subsequently criticized military strikes in the southeast. The BDP has pressed for the 
delegation to include one of the party's co-chairpersons, Selahattin Demirta_ or 
Gültan Kı_anak, but the latter is said to have no chance of going after being 
photographed embracing militants last summer. Alongside Demirta_, BDP deputy 
Pervin Buldan is in the running to join the delegation.  
 
Equally important is that the government completes the necessary procedures on the 
fourth judicial package, which could effect the release of many Kurdish politicians 
who have been arrested as part of the Kurdistan Communities' Union (KCK) case. It 
is believed that a great majority of KCK suspects will be released pending trial as a 
result of the fourth judicial package. Ergin confirmed that KCK detainees would 
benefit from the package as it amends an anti-terror law in accordance with 



European Court of Human Rights norms. There are 5,000 to 6,000 KCK suspects 
behind bars.  
 
No Turkishness or Kurdishness 
 
In his rallies in Mardin over the weekend, Erdo_an reiterated that he was against all 
sorts of nationalism, saying: "We are into the solution process. No one should come 
to us with Kurdishness or Turkishness in this process. We are a government that 
disregards all sorts of nationalism. Those who claims that his or her race is superior 
than others is in the footprints of evil."  
 
The ruling Justice and Development Party (AKP), in contrast, is patriotic, rather than 
nationalist, he said. 
 
"The Turkish Republic is one nation on this soil," Erdo_an said. "That one nation 
includes everyone. Whoever pursues ethnic nationalism is of ill-intent. No one should 
come to us regarding being Turks or being Kurds. We have no separatism or 
divisions. Our nationalism is about patriotism and about humanism," Erdo_an said.  
 
Speaking on the issue of terrorism in the region, Erdo_an mentioned a new form of 
"national unity and brotherhood" project that called for the end of guns and violence 
and the triumph of the political will. "We have started a process to allow an 
opportunity for politics. The south will have the same rights as the west. The solution 
to the problem involves providing the same rights for everyone." 
 
Deputy Prime Minister Bekir Bozda_ also responded to criticisms that his government 
was acting slowly on the peace process given that no visits to _mralı had been 
conducted for several weeks and that a second had yet to be definitively scheduled. 
 
"There is no timetable for the solution process," he said in an interview with private 
channel Kanal 7 yesterday.  
 
"What is essential is that we obtain a result from this process. The right thing to do 
is to advance in a way to get a result from this process and not to move speedily," 
Bozda_ said. "People tell us to stop the terror. 'End this how no matter how you do 
it, end bloodshed;' they tell us. They don't impose on us a certain method." 
 
117. Turkey eyes Qatari gas 
Hurriyet Daily News 
February 20, 2013 
 
Turkey looks to sign a long-term contract with Qatar to buy natural gas, if they agree 
that the consensus over prices will be maintained. 
 
Negotiations between Qatar and Turkey, facilitated by BOTA_, continue over the 
price of the gas and the process is expected to be finalized during an upcoming visit 
by a Qatari delegation. 
 
The Turkish energy minister had said last month that Turkey would welcome any 
attractive offers from any country and that Qatar was not the only option, though 
Turkey would appreciate an order from Qatar. 
 



The contract with Qatar should be for 10 years at least but with a reasonable price in 
order for Turkey to agree on a long-term contract, the minister said.  
 
The minister also revealed that Qatari investors preferred to partner with existing 
facilities like Alia_a or Marmara Ere_li. He said that the Alia_a facility operated with 2 
BCM in 2012, whereas its capacity is actually 6 BCM. "The targeted production 
amount is 6 BCM and Turkey will prioritize using the gas produced there," he said. 
 
118. Turkey holds its breath for shale gas and syngas 
Hurriyet Daily News 
February 21, 2013 
 
Turkey's anticipation to be freed of soaring import dependency due to rising energy 
consumption feels more realizable as shale gas reserve searches and synthetic gas 
production continue 
 
New findings are spurring hopes in Turkey's search for new energy resources, 
following the energy minister's recent announcement that indications of possible 
shale gas resources had been found in the Central Anatolian provinces of Ankara, 
Konya and Kır_ehir.  
 
Both the rising domestic gas consumption forcing import dependency and Turkey's 
geographic location linking it as a supplier to international markets suggest that the 
discovery of major reserves could be a great relief for the Turkish economy. 
 
Turkey has been anticipating the normalization of world energy markets, which have 
recently seen significant price divergences. However, in the meantime it is also 
seeking to benefit from the reserve potentials in its southeastern, eastern and 
western regions, Energy Minister Taner Yıldız said during Turkey's International 
Shale Oil and Gas Conference held in Ankara. 
 
Shell has been drilling around the southeastern city of Diyarbakir for shale gas, but 
Turkey has also accelerated its operations in Central Anatolia. 
 
Yıldız said recently that shale gas potential had been indicated in Ankara, Konya and 
Kır_ehir as a result of seismic drillings conducted by the Turkish Petroleum Company 
(TPAO) and the Mineral Research and Exploration Institute (MTA).He added that they 
did not yet have any concrete assumptions about how much of Turkey's energy 
needs would be satisfied by these indications. 
 
Synthetic gas 
 
More good energy news came from the Aegean region yesterday, with officials 
announcing that another substantial energy source would be synthetic gas by the 
gasification of lignite coal, as they eye the obtainment of 1-1.5 billion cubic meters 
per year, equal to almost one ninth of Turkey's entire natural gas needs. 
 
Synthetic gas production, started two months ago in the Tav_anlı district of the 
Aegean city of Kütahya, is anticipated to be conducted in a new facility to be 
established in another Aegean city, Manisa. There are coal basins worth a total of 13 
billion tons in Turkey.  
 



Meanwhile, Turkish Merty Energy have announced that it has discovered natural gas 
reserves in Istanbul's northern district of Silivri, and that the company has started 
extensive testing to determine the reserve potential of the well.  
 
Energy Minister Yıldız confirmed the discovery, but advised waiting for the 
examinations to be completed before forming a precise opinion about the importance 
of the well for Turkey. Turkey's spendings on energy exploration has reached 13-
time more in 10 years, he added. 
 
119. Turkish PM's bid to join EU summit blocked 
Hurriyet Daily News 
February 18, 2013 
 
It remains unlikely that Prime Minister Recep Tayyip Erdogan will be invited to a EU 
summit and take his place in the traditional "family picture" with leaders in the 
immediate future due to opposition from members such as France and Germany, 
according to Ankara sources.  
 
"We have made clear to the EU about our demand to attend EU summits in a bid to 
enhance our institutional strategic dialogue. But we have not observed such an 
intention from the EU," a senior Turkish diplomat recently told the Hürriyet Daily 
News.  
 
Although the individual with the authority to invite candidate countries is the 
president of the European Council, Herman Van Rompuy, the diplomat believes the 
real powers behind this exclusionary decision are France and Germany, or in other 
words the so-called "deep Europe."  
 
Although Van Rompuy's invitation to Erdogan to visit Brussels, the government is 
pressing for a higher-profile visit for the Turkish prime minister.  
 
With EU leaders gathering in Brussels for an EU Council meeting on March 14 and 15, 
Ankara has been insisting on a formula that would bring Erdogan to Brussels on the 
same dates. 
 
"What we have told them is that we don't necessarily expect to join the EU summits, 
but it would be good if we were to take our place in the family picture," the diplomat 
said. 
 
It is not known whether Erdogan would still go to Brussels just to meet Van Rompuy 
if he was not invited to make a higher-profile appearance in the EU capital.  
 
"EU countries refer to Van Rompuy's decision to hold council meetings without the 
presence of candidate countries, but this is not the only reason," the Ankara 
diplomat said.  
 
Single, solitary chapter 
 
However, EU diplomats reject Ankara's claims that France and Germany might be 
behind the situation, citing Van Rompuy's decision not to invite candidate countries 
to the summits.  
 



"The EU is passing through historical moments. The very existence of the union is 
under discussion. There are so many things EU leaders are debating and the best 
platform to do so is the council meetings," an EU diplomat told the Daily News.  
 
The Turkish government is equally frustrated with the French decision to remove its 
block on just one negotiation chapter. "This decision means that Paris will keep its 
unilateral political block on four chapters. We were expecting a strong statement 
from Paris on the removal of its block on all chapters," the Turkish diplomat said, 
adding that this impediment was a political one and had nothing to do with the EU 
criteria.  
 
"The opening of negotiation chapters requires certain conditions. The French removal 
of the block will not cause the opening of these chapters right away. However, it 
would boost Turkey's and the Turkish government's aspirations to join the EU," he 
said. 
 
French Foreign Minister Laurent Fabius announced that Paris had decided to remove 
its block on the regional policies chapter after a meeting with Foreign Minister Ahmet 
Davuto_lu in Paris last week. This will be the first chapter to be opened in the last 
three years. 
 
120. Turkish coal faces a revival 
David O'Byrne in Istanbul  
February 18, 2013 
 
The recent announcement by Turkish economy minister Ali Babacan that Turkey's 
investment incentive scheme is to be expanded to include investment in power plant 
burning locally produced lignite has re-ignited interest, both foreign and domestic, in 
Turkey's sizeable but underused domestic coal reserves.  
 
Despite reserves of 11.8bn tonnes of lignite and 1.3bn tonnes of hard coal – with 
new reserves still being discovered, development of coal fired power plant in Turkey 
has been slow with private developers opting to develop quick to cheaper plants that 
burn gas.  
 
Now with Turkey's gas demand expected to exceed its 51.8bn cubic metres a year 
(cm/y) gas import portfolio within the next couple of years, Turkey is keen to reverse 
the trend and make more use of its domestic reserves. Not just because dependence 
on gas for power generation last year reached a worrying 42%, but also because 
energy imports are the single biggest contributor to Turkey's increasingly 
problematic trade and current account deficits, the main issue which continues to 
hold down Turkey's international ratings. "We have no gas and no oil, so it makes 
sense to develop the coal reserves we have," says Ankara-based energy analyst 
Haluk Direskeneli, explaining that while most of Turkey's coal is poor quality it is still 
cheaper to burn than imported alternatives.  
 
"The quality of Turkish coal is low," echoes Mustafa Karahan head of Turkey's Energy 
Traders Association. "But the incentives the government plans to issue will help cut 
investment costs."  
 
The black stuff  
 



The past year has seen a slate of new initiatives aimed at making the most of these 
reserves, with Babacan's announcement of new incentives following closely on the 
heels of new legislation allowing for the privatisation of the state-owned coalfields 
along with the 6.7 gigawatts (GW) of plant they supply, and a slate of new tenders 
for the development of unexploited coal reserves.  
 
Together this has spawned a surge of interest in new coal plant development, which 
promises eventually to help re-balance Turkey's power generating portfolio with 19 
plants totalling close to 7 GW already licensed and under development and more 
projects set to follow.  
 
Already announced is a plan to develop as much as 8 GW of new capacity burning 
lignite from the massive Afsin-Elbistan field in southeast Turkey.  
Abu Dhabi power giant Taqa and Turkey's state power generation company EUAS 
signed an memorandum of understadning in late December that will see the pair 
work together on projects to renovate an existing 1.4-GW plant burning coal from 
the Afsin field and build a new 1.4-GW plant alongside.  
 
A contract for this first phase is expected to be signed in the next few months, after 
which work will begin on detailed plans for the remaining 6.6 GW taking the total 
investment to close on $12bn.  
 
With reserves of 4.4bn tonnes, Afsin Elbistan holds a third of Turkey's known coal 
reserves, while the planned 8-GW development makes it the biggest power project in 
the country's history, dwarfing even the 5-GW nuclear plant being developed by 
Russia's Rosatom.  
 
Other state-owned coalfields are also up for development, with state lignite extractor 
TKI late last year opening tenders for the development of two fields and the 
construction and operation of two new coal-fired plant totalling 570 MW.  
 
More tenders are expected to follow with Energy Minister Taner Yildiz recently 
announcing the discovery of a 1.8bn tonne lignite field near Konya in central Turkey 
capable of supporting up to 5-GW of coal fired plant, and that plans are underway to 
open a tender for the development of a separate 510m tonne field in Turkey's 
European province of Thrace.  
 
No less significant was the announcement in early February by Turkey's Hattat 
holding that it is talks with Chinese and South Korean companies to develop a 1.32-
GW plant burning coal from the group's mines at Amasra in northern Turkey. Hattat 
plans to sign a deal on the $3.5bn investment by June with construction work slated 
to begin by the end of the year.  
 
International Coal Opportunity  
 
Turkey's dash for coal is not limited to domestic reserves. Despite no incentives 
being offered, interest in constructing plant burning imported coal is high thanks to 
falling international coal prices. "The discovery of shale gas in major coal exporting 
countries such as the US, Australia and South Africa means that international coal 
prices have fallen," explains Mustafa Karahan.  
 



A slate of license applications have been made for new plant including one from a 
consortium led by France's GDF-Suez for a 1.32-GW plant to be built at Yumurtalik 
on Turkey's East Mediterranean coast.  
 
Another consortium led by Turkey's Bilgin Enerji is planning to build a plant of similar 
size in the same area while Turkey's Alarko group is planning to build a 1.32-GW 
plant at Biga on the coast of the Sea of Marmara. 
 
121. Turkish shale gas hopes attract foreign interest 
Hurriyet Daily News 
February 20, 2013 
 
Turkey's anticipation to explore shale gas, spurred by the recent deal with 
international oil company Shell who drills in the southeastern Turkey, draws 
attention of companies from UK, US and Canada 
 
Turkey is hoping to find shale gas reserves big enough to help reduce its energy 
import dependency and is in talks with foreign firms about widening exploration after 
encouraging early signs, industry officials said. 
 
The government is hoping that major shale gas reserves lie in basins in its 
southeast, east and western Thrace regions and officials say several firms, including 
smaller players already looking for conventional oil and gas, are keen to explore. 
 
With domestic gas consumption rising and its geographic location meaning it is also 
well-placed to supply international markets, major exploitable reserves could be a 
game changer for Turkey's economy and highly lucrative for whoever finds them. 
 
"We are keen to exploit this method and we must make economic use of shale gas," 
Energy Minister Taner Yildiz told Reuters, saying it would be a priority for the near 
future. 
 
Shell is drilling for shale gas in the region around the southeastern city of Diyarbakir, 
while Canadian firmTransAtlantic Petroleum is also active in the region. 
 
"Companies from the UK, U.S. and Canada are keen on shale gas production in 
Turkey," said one senior energy ministry official, declining to be named because talks 
with potential partners were ongoing. 
 
"These firms are in close contact with Turkish companies to obtain licences and to 
collaborate with them. They are also talking to state firms and are drawing up 
projections on possible sites and what can be done in the near future." 
 
At least one foreign company was expected to sign an agreement for shale gas 
exploration this year, officials said. 
 
Reserve estimations 
 
Estimates of how big Turkey's shale gas reserves might be vary wildly. 
 
One senior energy official said data from some international bodies suggested Turkey 
could have a massive 20 trillion cubic metres (cbm) of total reserves. Another 
industry expert said proven reserves so far stood at just 6-7 billion cbm. 



 
That compares to an estimated 1.2 trillion cbm (42 trillion cubic feet), according to 
the U.S. Energy Information Administration, in Ukraine, where Shell signed a 
landmark $10 billion shale gas deal last month. 
 
"At present it is not possible to predict (Turkey's) shale gas reserves," Shell's 
Upstream International Director Andy Brown told Reuters in Ankara last Thursday, 
adding Shell would complete its exploration in Diyarbakir by the end of the year. 
 
"We will be able to make an assessment only after we complete the first well, and 
then we'll be able to see the full picture," he said. 
 
122. Turks drink less raki, more champagne 
Hurriyet Daily News 
February 19, 2013 
 
Turks drank less of their traditional alcoholic drinks like rakı and wine, but indulged 
more in champagne in 2012 compared to last year while the country's overall 
alcoholic drink consumption increased by 6.3 percent. 
 
Sales of alcoholic drinks, including those imported from other countries, increase by 
67 million liters last year, reaching to 1.1 billion liters, according to data provided by 
the state's Tobacco and Alcohol Market Regulatory Authority. 
 
The overall increase was mainly due to beer sales, which were 998.9 million, 
although champagne sales also saw a huge jump with a 91.1 rise to hit 826,770 
liters.  
 
Beer has been the alcoholic beverage drunk most in Turkey for years.  
 
Meanwhile, the import of overall alcoholic beverages fell by 3.3 percent, which seems 
moderate compared to the 26.4 percent plummet of beer imports, a number that 
suggests domestic beers were favored most last year. Champagne also attracts 
attention in the import list as it surged by 89 percent.  
 
The losers of 2012 were beverages once thought of as traditional Turkish 
preferences, as rakı consumption retreated to 44.6 million liters with an 8.6 percent 
plunge. Turks also consumed 56.4 million liters wine, 3.8 percent less than they 
sipped in 2011.  
 
Alcoholic beverage export also fell by 11 percent to 11.2 million liter due to decrease 
of vodka and liquor exports. Vodka exports faced a huge plunge to 16,500 liter from 
56,000 while liquor exports were only 774 liter. Turkey exported 6,100 liter liqor in 
2011. Beer, rakı and wine exports have surged during the same period. 
 
According to figures from the last five years, rakı consumption remained relatively 
the same while whisky consumption was boosted by 169.5 percent. Vodka drinking 
rose by 71.5 percent, wine drinking by 48.8 percent and beer consumption increased 
by a moderate 7.9 percent. 
 
123. US sanctions start to bite on Turkish gold exports 
bne 
February 18, 2013 



 
Raised Turkish gold exports, which have contributed significantly to Ankara's success 
in quashing its current account deficit, are dwindling suggest bankers, as a second 
round of US sanctions against Iran clamp down on the gas-for-gold trade. However, 
that may just push the flow of cash from Turkey to Iran further underground. 
 
Raised restrictions are now strangling the system by which Iran has been 
circumventing the sanctions by using Turkish lira payments for gas to buy gold, 
which it then exports via courier. The target of the sanctions is state-controlled 
Halkbank, according to unnamed bankers speaking to Reuters, which holds the initial 
Turkish lira payments. It has also been processing Indian payments for Iranian oil. 
 
A provision of the latest US sanctions, made law last summer and implemented 
starting February 6, effectively tightens control on sales of precious metals to Iran 
and prevents Halkbank from processing oil payments by other countries back to 
Tehran, the sources told the newswire. 
 
The level of gold exports from Turkey to Iran had already been falling as banks 
backed off under US pressure. However, the new rules look to be pressing Halkbank 
to jump into line also, but insisting that the cash can only be used to purchase 
certain items. Gold is not on the approved shopping list.  
 
"Halkbank can only accept payments for Turkish oil and gas purchases and Iran is 
only allowed to buy food, medicine and industrial products with that money," one 
senior Turkish banker said. "The gas for gold trade is very difficult after the second 
round of sanctions. Iranians cannot just withdraw the cash and buy whatever they 
want. They have to prove what they are buying ... so gold exports will definitely fall." 
 
Energy hungary Turkey has been resisting the sanctions against its biggest gas 
supplier. Despite admitting last week that the trade has been dropping, Economy 
Minister Zafer Caglayan reiterated that Turkey will not be swayed by US pressure to 
halt gold exports to Iran. That resistance is driven by the fact that gold exports 
helped to drop Turkey's current account deficit to around 6% by the end of 2012, 
from over 10% a year earlier. Energy imports are the single biggest contributor to 
the imbalance, which in turn heavily exposes the country to potential shocks in the 
European banking system and holds back the country's international ratings.  
 
However, the leverage on the banks may make Ankara's objections irrelevant, say 
the sources. "You could say that the United States has achieved its aim," said a 
western diplomat. "If Turkey is going to continue energy imports from Iran, there is 
no other way to go than trading sanction-free goods." 
 
Turkey was a net gold importer in 2011, but swung to being a net exporter last year. 
Gold exports to Iran rose to $6.5bn in 2012, more than ten times the level of 2011, 
while exports to the United Arab Emirates - much of it for onward shipment to Iran 
or conversion to hard currency - rose to $4.6bn from $280m. Overall Turkish bullion 
exports fell to 10.5 tonnes in December from 15.2 tonnes in November. 
 
Turkey, with its rapidly growing economy, has traditionally been defiant about its 
right to continue buying Iranian gas, arguing that it cannot simply replace 30% of its 
daily supply elsewhere. However, Tehran may look for other customers if it can't get 
at its payments. "With so many restrictions, Iran's cash may accumulate in Halkbank 



accounts … they may have difficulty getting some of that money out of Turkey," 
another Turkish banker said. 
 
However, while funds flowing through the likes of Halkbank are relatively easy to 
check, there is a growing number of smaller targets looking to duck below the radar, 
reports Trend. To that end, Iranian backed companies have been opening en masse 
over the past two years, the Azeri newswire reports.  
 
According to a report released by the Turkish Union of Chambers and Commodity 
Exchanges (TOBB) on February 15, 28 Iranian-funded foreign companies were 
established in Turkey in January, ranking them just behind German investors. A 
TOBB report published in September stated that 651 Iranian-funded foreign 
companies were established in Turkey in the first nine months of 2012 and a total of 
2,140 companies funded by Iran in 2011. 
 

CENTRAL EUROPE INVESTMENT 
124. ABB wins $110 million power order to interconnect Lithuania and 
Poland  
Press release 
February 17, 2013 
 
ABB, the leading power and automation technology group, has won an order worth 
about $110 million from Litgrid AB, the state owned electricity transmission system 
operator to supply and install a high-voltage direct current (HVDC) converter station 
in Lithuania.  
 
The 500 megawatt (MW) back-to-back HVDC converter station will help connect the 
330 kilovolt (kV) Lithuanian grid to the 400 kV Polish grid, thereby integrating the 
electricity networks of the Baltic states with the continental European power grid and 
contribute to the development of an EU electricity market. At present, the Lithuanian 
electricity system is connected only with the grids of Latvia, Estonia and the 
countries to the east. The new link will also bolster the NordBalt HVDC connection 
with Sweden, currently under construction by ABB.  
 
"In addition to facilitating energy trading between Poland and Lithuania, this link will 
strengthen grid stability and security of power supply in the region," said Brice Koch, 
head of ABB's Power Systems division. "Our leading global track record in HVDC 
technology was pivotal in winning this order." ABB will design, engineer, supply and 
install the converter station including high-voltage equipment, such as power 
transformers and thyristor valves. The station will be built near the city of Alytus in 
Lithuania and is expected to be operational in 2015. A 160 kilometre-long 400 kV 
alternating current (AC) overhead line will link the HVDC station in Alytus with a 
substation close to the city of Elk in Poland.  
 
ABB pioneered HVDC technology almost 60 years ago and remains the world leader 
in this highly-efficient technology, having completed around 90 HVDC projects 
around the world with a total transmission capacity of more than 95,000 MW.  
 
ABB (www.abb.com) is a leader in power and automation technologies that enable 
utility and industry customers to improve performance while lowering environmental 
impact. The ABB Group of companies operates in around 100 countries and employs 
about 145,000 people.  



 
125. CEZ, Czech Coal reportedly close to signing contract   
Erste 
February 22, 2013 
 
CEZ and Czech Coal (CC) are reportedly close to signing a contract, which will be 
valid until the Vrsany mine is exhausted in 2060. The coal will be priced initially at 
CZK 39 per GJ (up 20%) and will later be tied to the ARA black-coal price. (HN) 
 
Such an agreement between CEZ and Czech Coal would be slightly positive for our 
short-term and long- term estimates. We estimated an approx. 40% price increase 
for brown coal from Czech Coal and the closure of the Pocerady plant in seven years 
in our model.  
 
126. Crisis favoured small and flexible companies, says Estonian central 
bank head  
Bank of Estonia 
February 21, 2013 
 
In his talk at today's Gasell Kongress, organised by the newspaper Äripäev, Eesti 
Pank deputy-governor Madis Müller said that Estonia's competitiveness held up well 
during the years of the economic crisis and that exports grew fast with demand from 
target markets.  
 
Müller highlighted the strong position of Estonian exports, which have survived even 
during the difficult years. "Estonian exports have seen growth continue in recent 
years in most types of products, and although the circumstances vary in different 
target countries, the outlook for the future is promising. Confidence has returned to 
an extent in Estonia's main trading partners and an acceleration in economic growth 
is forecast in various regions of the world" he said. He added that the areas with 
fastest growth are far from Estonia, and that companies looking for rapid growth in 
demand in the next few years should look beyond Europe.  
 
The financial crisis is clearly not yet over and the readiness of companies for change 
will be very important in planning for the future. The Estonian economic environment 
is very open to foreign trade, and this means that all changes impact on companies 
here very quickly. "Estonian companies are small in international terms, which 
means they can be flexible and can adapt quickly to changing circumstances. Given 
the great importance of foreign trade in our economy, there really is no alternative 
to adapting rapidly. Estonia's experience of the crisis shows clearly that it is possible 
to gain market share even in the toughest times", Müller said, underlining the 
strength of Estonian companies.  
 
He emphasised that a changing environment favours companies that have low fixed 
costs. "Companies that are starting up and rapidly growing are able to take particular 
advantage of their low fixed costs. It is inevitable that wages will continue to rise, 
given the shortage of labour in Estonia, but it is important to make sure that wages 
do not increase faster than productivity. This means that we need to be able to 
develop our small workforce and make it as efficient as possible".  
 
127. Czech industry minister opposes permanent guarantees for Temelin  
Erste 



February 19, 2013 
 
Minister of Industry, Mr. Kuba said yesterday, that he personally disagrees with 
permanent guarantee for purchase electricity prices of the planned new blocks at 
Temelin. However, the Ministry of Industry would be willing to set some short term 
system whereby CEZ is receiving some fees from state in the case of lower market 
prices than agreed. 
 
128. Czech ministers back price guarantees for Temelin 
Equilor 
February 18, 2013 
 
Expanding CEZ's Temelin nuclear power station makes long-terms strategic sense, 
Prime Minister Petr Necas said, but he himself feels uncomfortable about proposal to 
give CEZ power-price guarantees for new reactors. In contrary to most Czech cabinet 
ministers dealing with economy support price guarantees for expansion. We expect 
any further details in the next few days. 
 
129. EBRD lends Energa PLN800m to support grid development 
EBRD 
February 18, 2013 
 
The EBRD is considering providing a loan of up to PLN 800 million to the Polish 
electricity utility ENERGA (the "Company") along with the European Investment 
Bank. The debt financing will support the PLN 5.2 billion investment programme (the 
"Project") of Company's distribution business, ENERGA Operator, in the period 2012-
2015. 
 
The investment programme will implement smart grid solutions, strengthen the 
distribution network of ENERGA Operator ("DSO"), allowing for substantial energy 
efficiency improvements, and will enable the distribution grid to connect new 
renewable energy producers. 
 
The transaction is the Bank's second operation with ENERGA. 
 
Transition Impact 
 
The extensive Investment Programme upgrading ENERGA's distribution network will 
not only lead to significant improvements in the network reliability and efficiency but 
will also implement smart grid solutions. Additionally the implementation of 
intelligent bi-directional metering systems Advanced Metering Infrastructure ("AMI") 
will act as a first step towards optimisation of the DSOs operations and demand side 
management solutions. 
 
ENERGA's Smart Grid Strategy, aims at 100% deployment of smart meters in the 
region of its operations which will help Poland meet the EU requirement of 80% of 
country coverage by 2020. This in turn will send a strong demonstration signal, that 
smart grid investments in the electricity distribution sector are viable investment 
strategy in Poland, leading to significant energy efficiency improvements. 
 
In total, in the years 2012-2015, ENERGA plans to connect ca. 434 MW of new 
renewable energy sources. This is intended to have a positive effect on the 
expansion of the renewable energy market by increasing grid connection capacity. 



 
The Client 
 
ENERGA is one of the four large Polish vertically-integrated energy groups, with its 
operations concentrated in North-Central Poland.  
 
ENERGA is incorporated under the Polish Law, headquartered in Gda_sk and is 
84.18% owned by the Polish State Treasury. 
 
ENERGA Operator is the distribution system operator and a 99.75% owned 
subsidiary of ENERGA. 
 
EBRD Finance 
 
Maximum of PLN 800 million senior unsecured long-term (up to 15 years) corporate 
loan to ENERGA, to finance the investment programme of ENERGA Operator. EBRD 
financing is expected to be partly syndicated. 
 
ENERGA is also in discussions with the European Investment Bank on potential 
parallel financing for the Project. 
 
Project Cost 
 
PLN 5.2 billion (EUR 1.2 billion) 
 
130. Estonia claims first nationwide network of fast electric car chargers 
bne 
February 21, 2013  
 
Estonia launched what it billed as the world's first nationwide network of fast electric 
car chargers on February 20.  
 
Pushing its reputation as one of the most wired-up countries in Europe, Estonia has 
installed 165 chargers, capable of filling a car battery within 30 minutes, across the 
country. The hope is that by implementing the network, Estonia will simply push past 
the chicken and egg issue facing electric cars, with a lack of refueling options 
deterring drivers from adapting the technology, and vice versa. 
 
The Estonian chargers were produced and installed by engineering group ABB, and 
construction was financed from the government's sale of 10m surplus CO2 emission 
permits to Mitsubishi Corporation. The Japanese company also provided the 
government with more that 500 electric cars and the financing of a subsidiary 
system for people to purchase electric cars. Estonia's population of 1.2m currently 
runs 619 electric cars, including those from Mitsuibishi, which are used by public 
authorities. 
 
"Now is the time to really press the pedal and move forward in electrical mobility. We 
have proved that there is a real possibility to set up a network in a country, and 
there are no technical barriers," Jarmo Tuisk, who heads the project, told Reuters.  
 
131. European Commission opens in-depth inquiry into state measures in 
favour of Estonian Air 
European Commission 



February 20, 2013 
 
The European Commission has opened an in-depth investigation into a number of 
public support measures granted by Estonia in favour of its flag carrier airline 
Estonian Air. At this stage, the Commission has doubts whether these measures are 
in line with EU state aid rules. The opening of an in-depth investigation gives 
interested third parties an opportunity to comment on the measures under 
assessment. It does not prejudge the outcome of the investigation. 
 
Estonian Air has registered significant losses since 2006. In December 2012, Estonia 
notified to the Commission its plan to grant a rescue loan of €8.3 million to Estonian 
Air. The Commission has doubts that the rescue loan for Estonian Air is in line with 
the provisions of the EU guidelines on aid for the rescue and restructuring of 
companies. According to these rules, companies in difficulty can receive rescue aid 
only once over a period of ten years (according to the so-called "one time last time" 
principle). 
 
Indeed, Estonian Air already benefitted from three capital injections of €7.3 million 
(in 2009), €19.9 million (in 2010) and €30 million (in 2011-2012) respectively. 
These measures were not notified to the Commission. While private shareholders 
participated in the 2009 and 2010 capital injections, the 2011-2012 injection was 
carried out exclusively by the State. Moreover, the sale in 2009 of Estonian Air's 
groundhandling business to the State-owned Tallinn Airport may have involved state 
aid to Estonian Air. 
 
At this stage, the Commission has doubts that these four previous measures were 
carried out on terms that a private player operating under market conditions would 
have accepted. If they were not, they would involve state aid in the meaning of EU 
rules. The Commission will now investigate to either confirm or infirm these doubts. 
Should it be confirmed that one or more of the previous measures involve state aid, 
the Commission will then examine whether the aid can be found compatible with EU 
rules, in particular with the rules applying to the airline industry and to companies in 
difficulty. 
 
Background 
 
Estonian Air is the flag carrier airline of Estonia, based in Tallinn Airport. While 
initially it was owned at 66% by private investors, in 2010 the State increased its 
stake to 90% and in 2012 it reached 97.34%. 
 
The Commission has recently opened other investigations into public support 
measures granted to national flag carriers, namely Air Baltic (see IP/12/1245) and 
Adria Airways (see IP/12/1246). The Commission also recently adopted decisions 
concerning Air Malta (see IP/12/702), Czech Airlines (see IP/12/981), and LOT (see 
IP/12/1243). 
 
Public interventions in companies that carry out economic activities can be 
considered free of state aid in the meaning of the EU rules when they are made on 
terms that a private player operating under market conditions would have accepted 
(according to the so-called "market economy investor principle" - MEIP). If the MEIP 
is not respected, the public intervention constitutes state aid in the meaning of the 
EU rules (Article 107 of the Treaty on the Functioning of the European Union - TFEU), 
because it procured an economic advantage to the beneficiary that its competitors 



did not have. The Commission will then proceed to assess, whether such aid can be 
found compatible with the common EU rules that allow certain categories of aid. 
 
Under the EU guidelines on rescue and restructuring aid, companies in difficulty may 
receive state aid under certain conditions. Rescue aid has a high potential of 
distorting competition in the EU internal market, as it artificially keeps companies 
alive that would have exited the market without such aid. It may therefore be 
granted only over a short period of time and in a transparent manner. Moreover, any 
one company may receive rescue aid only once over a period of ten years (according 
to the so-called "one time last time" principle). 
 
132. European Commission refers Austria, Finland and Poland to ECJ for 
failing to apply EU working time rules to self-employed drivers 
European Commission 
February 21, 2013 
 
The European Commission has decided today to take Austria, Finland and Poland to 
the European Court of Justice for failing to apply EU working time rules to self-
employed drivers (Directive 2002/15/EC). More than two years have passed since 
the Commission requested the authorities of all Member States to inform the 
Commission on the actions undertaken to ensure full compliance with the legislation 
in force. These three Member States still have not notified their national transposing 
measures giving full effect to the Directive. 
 
The EU rules 
The Working Time Directive (2002/15/EC) introduced minimum requirements in 
relation to the organisation of working time to enhance health and safety of persons 
performing mobile road transport activities, to improve road safety and to align 
conditions of competition. According to this Directive the average maximum weekly 
working time is 48 hours over 4 months (extendable to 6 months by collective 
agreements) and the absolute maximum weekly working time is 60 hours. The 
working time includes the driving time, which according to Regulation (EC) No 
561/2006 is limited at a maximum of 56 hours a week and 90 hours in any two 
weeks). 
 
The Directive is an important instrument for ensuring that professional drivers are 
protected against adverse effects to their health and safety caused by excessively 
long working hours, inadequate rest or disruptive working patterns. 
 
Since March 2009, due to the rejection by the European Parliament of the 
Commission proposal to amend the current Directive by excluding permanently self-
employed drivers from its scope, its unchanged provisions also fully cover them. 
 
The reasons for action 
In July 2010 the Commission sent letters to the Member States enquiring about the 
adopted national measures in order to implement the obligation to apply the working 
time rules to self-employed drivers. 
 
Due to the lack of the requested notifications of transposition in September and 
October 2011 the Commission sent letters of formal notice to several Member States, 
including Austria, Finland and Poland. 
 



These were followed by reasoned opinions that were sent in April 2012. Despite 
these proceedings, full transposition of the Directive is still pending in Austria, 
Finland and Poland. The Commission has therefore decided to continue with the 
infringement procedure and to refer these three countries to the European Court of 
Justice for having failed to take all the necessary measure to comply with EU law 
(article 258 TFEU - Treaty on the Functioning of the European Union). 
 
133. European Commission refers Hungary to Court over tax exemption of 
pálinka 
European Commission 
February 21, 2013 
 
Today, the European Commission has decided to refer Hungary to the European 
Court of Justice for granting an exemption from excise duty to the production of fruit 
distillates (pálinka). 
 
Hungary exempts pálinka from excise duty when it is produced by households or 
distilleries for personal use, up to a maximum of 50 litres a year. 
 
Excise duties for alcohol are harmonised under EU legislation in order to avoid 
distortions of competition in the internal market (Directive 92/83/EEC). Under that 
Directive, Hungary is allowed to grant a 50% reduction of the normal excise rate to 
pálinka produced by distilleries, for personal use, up to 50 litres a year. The 
exemption applied by Hungary to the production of pálinka therefore goes beyond 
what is allowed under EU legislation. 
 
The referral to the EU Court of Justice is the last step in the infringement procedure. 
 
Background 
The European Commission sent a reasoned opinion to Hungary on 21 June 2012 
(IP/12/674). Since Hungary has not withdrawn the contested measures the 
European Commission has decided to refer the case to the Court of Justice. 
 
134. European Commission takes Poland to Court over water legislation 
European Commission 
February 21, 2013 
 
The European Commission is referring Poland to the EU Court of Justice for failing to 
transpose European water legislation correctly. Polish water legislation has 
shortcomings in a number of areas, including the transposition of some definitions 
provided by the Directive and gaps in transposition of the Directive's Annexes. The 
Commission is particularly concerned about the absence of Annex II, which outlines 
the characterisation system for surface waters and groundwaters, and about 
omissions in the transposition of Annex III, which should provide specifications and 
reference points for river basin district analysis, reviews of the environmental impact 
of human activities on water, and the economic analysis of water use. The 
monitoring of water status is also a cause for concern. Despite a number of 
reminders no satisfactory reply has been forthcoming. On the recommendation of 
Environment Commissioner Janez Poto_nik, the Commission is therefore calling 
Poland before the European Court of Justice. 
 
The Water Framework Directive is Europe's key tool for protecting its waters. Article 
5 obliges Member States to prepare an analysis of river basin district, review the 



environmental impact of human activities on water, and analyse economic aspects of 
water use. This analysis is an indispensable step that provides the basis for many 
other requirements in the Directive. According to the Commission, an incomplete or 
inadequate transposition of the Annexes is likely to lead to a faulty analysis, and 
river basin management plans may also be affected, with potentially negative 
consequences for human health, water quantity and water quality. 
 
The Commission first sent Poland a letter of formal notice on this matter in June 
2008. As Poland's reply and corrective actions did not cover all of the Commission's 
concerns, the letter was followed by a reasoned opinion in June 2010. Poland then 
revised its water legislation in March 2011 and also adopted a number of regulations 
in November 2011, but as some of the issues identified in June 2010 are still 
unresolved, the Commission is summoning Poland before the Court. Poland received 
a similar summons last month over nitrates and water pollution. 
 
Background 
The Water Framework Directive, which came into force in 2000, provides a 
framework for Member States to manage water resources in an integrated way in 
river basin districts across the European Union. All Member States have undertaken 
the commitment to protect and restore all bodies of ground water and surface water 
(rivers, lakes, canals and coastal water) so that all river basin districts achieve "good 
status" by 2015 at the latest. 
 
The monitoring of surface waters covers the chemical composition of water, a 
number of key biological elements, and the physical shape of water bodies, in order 
to provide a comprehensive overview of the health of Europe's waters. Groundwater 
monitoring programmes cover water quality and water quantity. 
 
135. Hitachi Capital set to launch Polish representative office 
Press release 
February 20, 2013 
 
We are pleased to inform you that Hitachi Capital Corporation (President & CEO: 
Kazuya Miura, "the Company") obtained an approval to set up an office from Ministry 
of Economy of the Republic of Poland ("Poland") on February 1, 2013 and will 
establish a representative office in Poland on March 1, 2013. 
 
The Company considers overseas business as a pillar of our growth strategy and has 
been expanding business in our base region such as Europe and North America as 
well as in the growing region such as Asian countries. In Europe, we have been 
focusing on enhancement of the business base mainly in the UK where we started 
our business in 1982, and we will establish a representative office in Poland in order 
to ensure further growth by expanding business on the European Continent. 
 
Drawing on factors such as high-quality labor power, Poland has been receiving a 
large amount of direct investment from all over the world including Japan and also 
has the consumer market with the growth potential, making Poland a promising 
market for stable economic growth. We intend to conduct research on the 
compatibility with our business and verify the potential of Polish market in our 
growth strategy. 
 
136. MOL provides update on Iraqi Kurdistan 
Erste 



February 20, 2013 
 
MOL published an update on its Iraqi Kurdistan exploration and production. - The 
company said that its Bakrman-1 exploration well showed some 2,616 bbl crude oil 
and 5.86 MMScfd (1,070 boepd) gas flow. The crude has an API of 32-35, which is 
significantly lighter than the previous Bijell discovery. The company plans five further 
tests by April on the well.  
 
- The Gulak-1 well, however, showed no significant oil or gas, so the well will be 
suspended. - MOL continues the appraisal of the Bijell-1 discovery. The Bijell-3 
appraisal well was suspended, on low hydrocarbon presence, but this was the most 
risky appraisal well. MOL will continue the appraisal program by spudding four 
further appraisal wells until end-3Q13, alongside 490 km2 3D seismic. - Shaikan-1 
production development is also close to being finished. The facility is designed to 
produce some 20,000 kbpd. This is the second discovery in the Akri-Bijeel block, 
even though this is smaller than the first discovery, which had some 3200 bpd of oil 
equivalent with associated gas rates of 933 000 cf/d. The good news is that the oil is 
lighter than the first discovery, which was heavy 13 API. We believe that the market 
had high expectations regarding the Kurdistan discovery, which have not been met, 
but we see no upside from this news.  
 
137. PGE sees appeal against Opole project dismissed  
Erste 
February 20, 2013 
 
The Provincial Administrative Court in Warsaw (PAC) dismissed the appeal from 
environmental groups regarding the environmental conditions for the construction of 
units 5 and 6 at the Opole hard coal power plant. The verdict is not final and can be 
appealed at the Supreme Administrative Court.  
 
The re-examination of the PAC decision was successful for PGE, as could have been 
expected (based on past experience in such cases in Poland). Note that the 
construction of units 5 and 6 in Opole (1800 MW) is included in our valuation of PGE, 
with a slightly negative NPV, as the ROIC of hard coal projects does not reach PGE's 
WACC at present. We do not expect any market reaction to the news.  
 
In separate news, PGE and Energa acquired DONG Energy's wind farm portfolio in 
Poland for PLN 1.0bn. PGE will acquire 60.5 MW operating capacity and 555 MW 
planned projects, while Energa will acquire 51 MW operating capacity and 220 MW 
planned projects. The transaction should be finalized within a few months.  
 
The transaction fits in with PGE's strategy to increase the share of renewables in its 
portfolio. The price paid is comparable e.g. to the price CEZ paid for Eco-wind at the 
beginning of 2012 (some PLN 0.2-0.25mn for projected MW after adjustment for 
finished capacities). Although prices of green certificates are currently low in Poland, 
we see wind energy as a good hedge against the potentially negative impact from 
the planned new RES law on biomass co-firing. The new law should keep the support 
for on-shore wind at a reasonable level.  
 
138. PGNiG to push for end to gas tariffs for commercial customers 
Erste 
February 21, 2013 
 



PGNiG will file a motion with Poland's energy market regulator URE for releasing the 
firm from the obligation to submit a wholesale gas tariff for approval, after URE 
introduced such a possibility on Tuesday.  
 
PGNiG expects that freeing natural gas prices for industry will be URE's next step, 
CEO Grazyna Piotrowska-Oliwa said. Poland may free natural gas prices for industry 
already in July 2013. URE's president will strive to free gas prices as soon as 
possible, but 'there are too many uncertainties' to make definitive declarations, a 
URE spokesperson commented. 
 
139. Poland set to ease regulations on shale gas exploration 
bne 
February 18, 2013  
 
Much of Europe may have halted fracking whilst health concerns are considered, but 
Warsaw is set to ease regulations in a bid to speed up its shale gas hunt, the 
environment minister says. 
 
"Our goal is to start shale gas production as soon as possible and that requires 
regulation that will be friendly for investors," Environment Minister Marcin Korolec 
told Bloomberg on February 15. "The new rules will be very attractive, probably the 
best one can find."  
 
Poland has been scrambling to put together regulation and a tax system to cover 
shale gas, for which it has given out over 100 licences over the past couple of years. 
Warsaw is pushing hard to develop its sizable reserves in a bid to reduce its reliance 
on imported Russian gas. 
 
The government is now looking to ease regulations that the official says have slowed 
exploration and boosted costs for investors. A number of rules will be clarified, while 
environment impact assessment reports will be required only for a drilling site rather 
than the whole acreage of a license, the environment ministry added in a statement. 
About 25% fewer exploration wells were completed last year than forecast by the 
ministry as some projects were delayed.  
 
Under the new rules, investors will be able to drill as deep as 5,000m during 
exploration without all the environmental permits needed under current rules, 
Korolec said. The permits will be required during production however, he noted.  
 
140. Tauron plans investment of PLN4bn for 2013 
Erste 
February 19, 2013 
 
Tauron is planning CAPEX of PLN >4bn for 2013. Outlays for the Jaworzno power 
block construction may hit PLN 250mn this year. The company dividend 
recommendation this year may depend on the potential engagement of Poland's 
investment SPV in financing the group's investment program. Tauron paid a PLN 
543mn dividend from 2011 profit, which constituted 50% of net profit, vs. the 30% 
that management had proposed. Tauron could issue bonds worth PLN 1.5bn in 2H 
and PLN 0.5bn in 2014, as well as launch a Eurobond program of EUR 500mn next 
year, according to the CFO. The PLN bond issue will likely take place in 2H, as 
preparing the documentation will likely take 2-3 months. Tauron is also seeking 
financing from state investment vehicle Polskie Inwestycje Rozwojowe or support 



from state bank BGK, according to the CFO. Tauron would prefer to avoid granting 
the Jaworzno contract to China's CNEEC, as it is afraid that a conflict between CNEEC 
and Alstom concerning licensing issues for boilers could bring the investment to a 
halt. Tauron turned down a lower bid by CNEEC, citing formal concerns, and selected 
a more expensive bid by Rafako and Mostostal Warszawa. CNEEC appealed against 
the decision to public procurement appeal body KIO.  
 
 


