
February 22, 2013 

 
 

 

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

 
TOP STORY STOCKS 
1. Euroclearability for equity moved up by six months to January 2014  
2. Russia’s KupiVIP Seeking $125m in 2014 IPO 
3. Kazakhstan joins growing list of state pension grabs 
4. Polish telecom Netia promises cash handouts to try to stem share price losses 
5. Russian Dividend season approaching 
6. Russia’s Prokhorov sells his 37.8% stake in Polyus Gold for $3.6bn 
7. Tomb to the Unknown Shareholder 
8. Turkey to merge ISE with gold and derivative exchanges 
NEWS STOCKS 
9. Fund flows: Investors still frozen on Russia  
10. GEM Fund Flows Weekly: Constant inflows - a new normal?  
11. NefteTransService may sell $200m stake to RDIF 
12. Rostelecom: Rosimushetvo unhappy with valuation - RUB 138/share  
13. Russian government risks losing control over Rosneft 
14. Sistema wants to buy back 25% stake in Detsky Mir  
15. US investors get rid of Russian stocks in their portfolios 
16. What if Russian pension fund managers invested like those in Hungary, Chile or 
the USA? 
OTHER NEWS STOCKS 
17. Globaltrans' shares have been pledged by its Chairman of the Board  
18. Government picks Goldman Sachs to lead 7% sale in ALROSA 
19. Inter RAO might spend proceeds from IRGZ deal to execute VEB option   
20. InterRAO refuses to invest cash from selling 40% stake in Irkutsk into Kirgiziya 
capex  
21. Malofeev might sell stake in Rostelecom to Prokhorov  
22. Mosenergo, Quadra: Gazprom affiliate may sign binding agreement on Quadra 
purchase  
23. PhosAgro announces squeeze out of Apatit minorities  
24. Rosneftegaz could buy 40% stake in Irkutskenergo in 1H13 
IPO, SPO, ADRs, GDRs, PLACEMENT 
25. MRSK South may SPO for RUB 5bn  
26. Russia’s biggest private rail company UCL Rail to IPO  
BUY BACKS, SHARE ISSUES 
27. Armada might consider partial buy-back in 2Q13  
28. Pharmstandard announces plans for a buyback in 2013 – RUB 8bn in total  
DIVDENDS 
29. TransContainer’s board of directors approved a decision to increase dividend 
payout ratio to 25% 
BANKS shares 
30. Russian Consumer Lenders 



31. VTB Maintain a Safe Distance  
FUNDS, PRODUCTS 
32. OTI Greentech successfully completes expansion funding with Green Gateway 
Fund as lead investor 
EXCHANGES, REGULATIONS 
33. ETFs will be able to operate on Moscow Stock Exchange 
34. NSD to Complete Securities Transfer to CSD by 29 March 
UKRAINE STOCKS 
35. EBRD exits Cadogan 
BELARUS STOCKS 
36. Belarus insists on $1bn price for 51% of MTS Belarus 
EURASIAN STOCKS 
37. FMG Mongolia Fund lost 1.4% January 
38. ResCap Announces Mongolia’s First Revers Takeover: Eurofeu Asia 
SE STOCKS 
39. Akcansa's 2012 financials confirm generous valuation  
40. Alacer Gold - Scaling back targets  
41. Domestic investors snap up Halk REIT IPO  
42. Emlak Konut REIT raises revenue guarantee  
43. Erdemir posted a net profit of TRY 67mn  
44. Erste raises recommendation on Sisecam  
45. Standard portfolio channels attracted a bulky $2.1bn in Turkish inflows last week  
46. Turkcell - Great set of 4Q12 results  
47. Turkish political and market risk persists 
CE STOCKS 
48. Asseco Poland - Don't byte off more than you can chew  
49. CEZ and PGE - Buy CEZ, Sell PGE re-confirmed  
50. Czech "anti-corruption coalition" pushes regulation of bearer shares through 
lower house 
51. Lazarus liquidates PannErgy shares 
52. PannErgy: Negative interview with CEO of Lazarus (chairman of PannErgy)   
53. “Pro-corruption coalition" sinks Czech bill on anonymous shares 
 

TOP STORY STOCKS 
1. Euroclearability for equity moved up by six months to January 2014  
VTB Capital 
February 19, 2013 
 
With the launch of Euroclear operations with OTC settlement in the local RUB 
government bond market and its plans to expand settlement operations in corporate 
and municipal bonds as well as exchange-traded OFZ in the coming months, the 
progress for equities could be the next major push towards a Russian financial 
market infrastructure reform agenda. That said, last week, the Deputy Head of the 
Federal Financial Markets Service (FFMS) confirmed 1 July 2014 as the target for 
settling all outstanding issues with the infrastructure to make equities Euroclearable. 
 
However, later in the week, Anton Siluanov, the Minister of Finance, said in an 
interview with Bloomberg that, “in his personal opinion” access to Russian local 
equities for Euroclear/Clearstream will be opened from 1 January 2014, i.e. six 
months ahead of the 1 July 2014 date specified in last year’s FFMS directive. 
Siluanov specifically stated that this was an important step to take in light of the 
forthcoming privatisations. 



 
This confirms our expectation that as MinFin and the CBR are taking over the capital 
markets’ regulatory agenda and the liberalisation of financial markets, the latter is 
likely to accelerate. In light of Euroclear already clearing OFZs and progressing 
rapidly with the handling of corporate bonds, technically everything is ready for 
equities to be added within the timeframe proffered by Siluanov. 
 
Meanwhile, the locals/DRs discount, having tightened materially since July-
September wides (caused by the delays in the launch of the Central Depository and 
the aforementioned directive), are still significantly wider than the levels of some 5% 
attained briefly in summer 2011 after the then President, Dmitry Medvedev, 
suggested the removal of DR limits. Siluanov’s statement establishes a well-defined 
timing for the fungibility of DRs. With the equally weighted index of MBT, MGNT and 
AFKS standing at a 14.3% discount, the potential excess return for those willing to 
hold local stock is 16.7% over roughly a year. Even with the best intentions, the 
practicalities are more likely to be completed after the New Year holiday season, in 
our view – although in light of the recent rhetoric a more expedited outcome is a 
possibility. 
 
2. Russia’s KupiVIP Seeking $125m in 2014 IPO 
bne 
February 18, 2013 
 
One of Russia’s leading online fashion e-stores, KupiVIP, hopes to raise $125m in an 
IPO next to raise investment capital to build out its distribution system.  
 
Russia’s e-commerce is booming and has reached the same stage traditional retail 
arrived at a few years ago – the race is on to grab as much market share as possible 
while so much virgin territory is up for grabs. This means the leading companies are 
rushing to raise money from IPOs, debt and private equity funds to expand as widely 
as they can, as in a few years time the only new customers on offer will belong to 
your competitors.  
 
KupiVIP has been one of the fast growing of the new breed of online stores selling 
top quality brand names at discount prices, fonder Oskar Hartmann told bne in <a 
href="http://www.bne.eu/archive_story.php?id=4393"> an interview at the end of 
last year </a>. 
 
While sales are booming, like most online stores the biggest problem they face is 
how to get the goods to their punters once an order is placed. Courier services 
operating in Russia are prohibitively expensive for most e-shopper and the Russian 
postal system is still too slow, although Pochta Rossii is just starting to invest and 
reform. In the meantime most companies, like KupiVIP, have set up their own 
distribution services. Indeed, the rise on e-commerce has already <a 
href="http://www.bne.eu/archive_story.php?id=4493"> impacted Russia’s 
warehouse market</a>, driving up prices.  
 
The firm has hired Goldman Sachs and Jefferies & Co. to advice on the issue, reports 
Bloomberg, and hopes to list on the New York Stock Exchange, although no mandate 
has been awarded yet.  
 
Total turnover of Russia’s e-commerce reached $12bn in 2012, accounting for 1.9% 
of total retail sales, according to a report from Morgan Stanley. Online sales are 



expected to grow 35% a year through 2015 as Russia catches up with western 
Europe in penetration, the bank said.  
 
3. Kazakhstan joins growing list of state pension grabs 
Clare Nuttall in Astana, Ben Aris in Moscow  
February 22, 2013 
 
Cash-strapped governments across Central and Eastern Europe and the 
Commonwealth of Independent States (CEE/CIS) are resorting to the desperate 
measure of raiding the pension piggy bank, which may plug budget deficits now but 
could leave their OAPs impoverished in a decade's time.  
 
Kazakhstan is the latest culprit, seizing the country's private pension funds at the 
start of this year. Previously considered to have one of the best organised and run 
pension systems in the former Soviet Union, the state has effectively nationalised the 
entire $20bn of assets under management and intends to hand them over the 
National Bank of Kazakhstan to spend "as it sees fit."  
 
Russia made a similar, if slightly less dramatic move in January, when the Kremlin 
order the contribution to the investable part of pensioned cut from 6% to 2% of the 
total, with the difference used to pay current pensions. Russia's private pension 
sector is still in its infancy after the initial attempts to reform the sector in 2002 were 
botched, but recently private pension funds have been growing quickly as the 
emerging middle class wake up to the need to provide for their old age themselves.  
 
Russian private pension fund managers were outraged by the decision, doubly galling 
as the Kremlin has pushed capital reforms to the top of the political agenda and is 
making good progress on modernising the stock market. "It's a question of jam 
today, but gruel tomorrow," says one manager who didn't want to be named 
criticising the financial authorities. "This was a total short-sighted decision; if the 
government doesn't start building up resources now, it will not be able to cover its 
social obligations to retirees in the next couple of decades."  
 
And Hungary is well ahead of everyone else both in stupidity and bluntness. In 2010, 
the state issued its citizens an ultimatum: move your private pension to the state 
system or lose it. The grab saw some $14.6bn of privately managed money pour into 
state coffers that was used to plug a budget deficit hole or invested into public 
works. "This is effectively a nationalisation of private pension funds," David Nemeth, 
an economist at ING in Budapest, said in an interview at the time. "It's the 
nightmare scenario."  
 
In both Hungary and Kazakhstan the appropriations undo more than a decade of 
work to move citizens into private funds and so wind down the state's obligations to 
its elderly. In Russia, where the reforms have yet to really start, the Kremlin is 
strangling the goose while it is still a gosling.  
 
Kazakh pension system crosses the Styx  
 
Kazakhstan's revanchement is maybe the most disappointing, as of all the countries 
in the former Soviet Union it was a standout success when it came to putting into 
place sensible and successful financial reforms.  
 



The Kazakh government is planning to scrap the country's existing pensions system, 
considered the most advanced in the CIS region, and merge the 10 private and one 
state funds into a single state-controlled fund. This will allow Astana to tap the 
$20bn worth of pensions assets to maintain economic growth at its targeted 7% and 
finance infrastructure projects. But this could also be the kiss of death for the 
country's capital markets.  
 
The idea was first broached by President Nursultan Nazarbayev on January 25. 
Nazarbayev criticised the use of money from the National Fund, where windfall oil 
profits are accumulated, in Kazakhstan's recent anti-crisis programmes, saying that 
there had been "no pay-off" for the $10bn spent. "The pensions and insurance 
sectors combined hold $3.5bn. Why isn't the money put to use?" Nazarbayev told 
government officials.  
 
Deputy Prime Minister Kairat Kelimbetov confirmed on February 6 that all pensions 
savings accumulated in Kazakhstan should be merged into a single national pension 
fund by July 1, 2013. The fund will be set up on the basis of the existing State 
National Pension Fund (GNPF), which is owned by the central bank, and holds around 
19.3% of Kazakhstan's total pensions assets.  
 
With just four months to go, government officials are still considering how to push 
through the merger. Kelimbetov indicated in an interview with Interfax in mid-
February that the government may attempt to kill two birds with one stone by linking 
its pensions grab to offloading its holdings in BTA Bank and other commercial banks 
that are being put up for sale.  
 
Astana wants to start the process by getting the sovereign wealth fund Samruk-
Kazyna to buy out the three largest pension funds – Ular Umit, which is owned by 
BTA, Kazkommertsbank's (KKB) Grantum Pension Fund and Halyk Bank 
Accumulative Pension Fund (Halyk APF). Astana is considering offering the state's 
shares in BTA and KKB to the banks in exchange for shares in the pension funds, 
Kelimbetov told Interfax.  
 
According to Kelimbetov, the government is "very close" to a decision on purchasing 
shares in the three funds, which together with the GNPF, account for 75% of 
pensions assets in Kazakhstan.  
 
Merging the GNPF and Ular Umit is an "internal matter" for the government since the 
GNPF is already under the control of the central bank, and following BTA's second 
round of debt restructuring in 2012, BTA is 97.26% owned by Samruk-Kazyna. 
Meanwhile, KKB's shareholders would be able to buy back the 21.26% stake in the 
bank owned by Samruk-Kazyna, in return for handing over Grantum shares, 
Kelimbetov told Interfax. The government might also propose to Halyk that the bank 
takes shares in struggling BTA in return for the Halyk APK pension fund – an idea 
that is unlikely to be welcomed by Halyk.  
 
Halyk responded to the reports on February 19 with a statement saying that no 
request had yet been received and it will consider selling or exchanging shares in its 
pension fund only in the event of a formal proposal. "Halyk Bank has always 
regarded Pension Fund as a strategic asset of Halyk Group," the statement added.  
 
Growth pains  
 



The decision to raid the pensions pot comes as Kazakhstan's GDP growth slipped to 
around 5% in 2012, well below the medium-term target of at least 7% a year set by 
Nazarbayev. With the National Fund strictly reserved for a rainy day (such as the 
previous crisis), the government has had to look for alternative financing sources. 
Astana has various ideas including plans for a KZT150bn ($996m) sovereign 
Eurobond – the first for 13 years – announced by Finance Minister Bolat Zhamishev 
on January 29. However, these are unlikely to be sufficient for all the government's 
ambitious investment plans.  
 
Kazakhstan's government and state-owned companies also have massive fund-
raising needs for the coming years. Astana's existing infrastructure construction 
projects run into billions of dollars, and more are set to be announced when the 
government launches a new industrialisation programme after the 2010-14 
programme is completed. State oil and gas company KazMunaiGas needs to finance 
projects including pipeline construction, and its needs will increase when the next 
phases of development at Kazakhstan's mega-fields Karaghaganak, Kashagan and 
Tengiz are agreed.  
 
But although the government is adamant the merger does not amount to 
nationalisation of Kazakhstani pensions, it appears to be a U-turn on the business-
friendly reforms of recent years.  
 
Almaty-based investment bank Visor Capital describes the merger as "a step 
backwards for Kazakhstan." The brokerage warns in a statement that, "we believe 
the pension funds reform will have a very negative impact on the development of 
capital markets in Kazakhstan. Most private pension funds will be closed or in a best 
case will lose most of their assets under management, and a large number of other 
professional participants in the market (ie. about 30 active brokerage and asset 
management companies) will shut down. And the remaining market participants will 
– we believe – reduce their staff significantly."  
 
Since the switch to a mainly funded system in 1998, Kazakhstan's pensions system 
has gained a reputation as the best in the former Soviet Union. Kazakhstan now has 
total pensions savings of $20.7bn, around 10% of GDP, putting the country well 
ahead of Turkey (2.3%), Russia (3.0%), and even the Czech Republic (6.3%), and 
only slightly behind Poland (on 15.6%).  
 
The impact of switching from a mainly private to a state pension system does not 
necessarily mean a worse outcome for Kazakhstan's future pensioners, as it remains 
to be seen what the return on investment will be from the planned infrastructure 
investments. Workers will, however, lose the freedom they currently have to choose 
between 11 funds, which acted as an incentive for fund managers to perform.  
 
Renaissance Capital analyst Gennadiy Babenko says the new system may not 
represent as big a change as feared, since the funds already invest primarily into 
Kazakhstani government bonds. "The idea behind Kazakhstan's pensions system was 
perfect, but they ended up with pension funds mainly invested into state-issued 
bonds, which didn't yield much," Babenko tells bne. "In effect, the pension funds are 
already financing the local government and getting quite low returns."  
 
The biggest losers from the new regime are Kazakhstan's brokers. Since pension 
funds are the single largest investors on the local market, their merger into a single 



state fund is set to devastate the domestic capital market, and cut off one of the 
most attractive avenues for private Kazakhstani companies to raise finance.  
 
The process has already stated with the introduction of new rules banning pension 
funds from investing into all but a handful of instruments. Many brokers say this will 
force them to shut up shop even before the funds are merged. This is an apparent U-
turn for Astana, where until 2012 officials were talking about broadening the range 
of instruments pension funds could invest into in an attempt to increase their 
potential returns and boost activity on the Kazakhstan Stock Exchange (KASE). "Pre-
merger, the pension funds have already been instructed not to invest into any other 
instrument than government or quasi-government securities, which has already 
translated into missed opportunities for local companies," says Jean-Christophe 
Lermuisaux, head of research at Visor Capital. "Successful emerging markets 
countries usually have a powerful local stock exchange, but if non-Government 
related Kazakhstani companies want to raise money they will have to do it 
somewhere else."  
 
Had the new rules come into effect in late 2012, they would have prevented the IPO 
of Kcell, one of the most successful in Kazakhstan's history, from taking place. The 
mobile operator carried out a dual listing in London and Almaty in December 2012, 
raising $525m. Kazakhstani companies are required to place at least part of their 
offering on the KASE when listing abroad, but Kcell would not have been able to do 
so under the new rules.  
 
4. Polish telecom Netia promises cash handouts to try to stem share price 
losses 
bne 
February 21,2013 
 
Announcing a loss in 2012, in an apparent bid to shore up its dwindling stock price, 
Polish telecoms group Netia said it plans to spend PLN128m on a share buyback 
programme this year, and is mulling a plan to offer shareholders a further 145m in 
2014. 
 
Poland's second biggest telecom, which has been expanding through acquisitions, 
said on February 21 that it swung to a loss of PLN88m last year, from a profit of 
PLN249m in 2011, on impairment and acquisition costs, reports Reuters. 
 
Netia has not paid dividends in recent years, preferring to use its funds to buy 
smaller rivals as part of efforts to better compete with market leader TPSA, a unit of 
France Telecom, and cable TV providers. 
 
CEO Miroslaw Godlewski said in a statement the payout plans reflect the confidence 
of the group's management that its performance would stabilise during 2013. He 
said the possible 2014 payout would be in the form of further buybacks, dividends, 
or capital redemptions, and worth 0.4 zlotys per share. This year's planned buyback 
would involve the purchase of 4.2% of the company's equity and would equate to 
around 0.35 zlotys per share. 
 
Netia has already bought back 8.3% of its shares as it has watched its shares lose 
34% over the last year. The WIG index gained 9% over the same period. After a 
battle for residential internet users that has weighed on its results, Netia said it 



expects its business segment to be its main growth engine and it would focus on 
developing services for corporate customers. 
5. Russian Dividend season approaching 
VTB Capital 
February 19, 2013 
 
On markets. The RTS Index has had a strong run since November, delivering a 20% 
return, but has halted around the 1,600 mark due to downbeat dataflow from 4Q12 
and some indicators in January. Nevertheless, global economic surprise indices have 
been turning north since the start of February, reinforcing the more constructive 
outlook for the global backdrop in 2013 – this is supportive for cyclical trades. 
Sector-wise, EM Materials and Energy underperformed Banks, which was mimicked 
by the rally in Sberbank of 14% YTD. We see this as premature: the easing cycle is 
yet to be launched, pushing the domestic economy’s recovery into 2H13 (January IP 
at -0.8% YoY was the weakest since 2009) and leaving little footing for domestics to 
find a better support. 
 
On policy. Our economists have been calling for the CBR to make its first easing 
move as early as in March-April. Following the regulator’s comment on the monetary 
policy decision last week, we think the easing cycle will be launched as soon as 
moderating CPI comes in (likely to be visible in March). 
 
We expect the first easing move to happen in April. 
 
On dividends. For this dividend season, we summarise a list of companies with the 
most attractive dividend yields. In the Russia/CIS space, the most credible attractive 
dividend payers are: Bashneft prefs (16.6%) and ords (11.8 %), Tatneft prefs 
(7.6%), local (6.9%) and the ADR lines of MTS (+5.9%), MegaFon (6.9%), 
SurgutNG prefs (6.4%), Gazprom Neft (5.7%), Aeroflot (5.3%), Gazprom (5.3%) 
and Sberbank prefs (4.2%). 
 
On Euroclearability. Euroclear has already started clearing OFZs and is rapidly 
progressing with the handling of corporate bonds. Last week, Finance Minister Anton 
Siluanov, expressed his “personal opinion” that access to Russian local equities for 
Euroclear/Clearstream will be opened from 1 January 2014, 6 months ahead of the 
officially targeted deadline. Meanwhile, the locals/DRs discount has tightened 
materially since last July-September. 
 
On companies. At the bottom-up level, our energy team toned down its longstanding 
bullishness on Russian Oils, given signs of more visible cost inflation and potentially 
more acquisitive behaviour. Lukoil and Gazprom Neft are among the most solid Buys 
in our Russia/CIS coverage. Otherwise, Petropavlovsk saw a 13% TP cut on the 
hedging programme announcement. 
 
Sector and stock preferences. As Russia’s domestic growth is set to falter further in 
1H13, we retain our preference towards exporters. However, in light of the less 
unequivocally positive stance on Oils, Steels now come first in the pecking order. 
Following the strong outperformance of SurgutNG ords, we are substituting it in our 
Most Preferred stocks list with its prefs, as the latter have been enhanced by a 
higher cash dividend. In the Least Preferred space, we remove underperformer FSK 
and add RusHydro. 
 



 
 

 
6. Russia’s Prokhorov sells his 37.8% stake in Polyus Gold for $3.6bn 



bne 
February 22, 2013 
 
Russian oligarch has closed a deal to sell his entire 37.8% stake in Russia's leading 
gold producer Polyus Gold International for a total of $3.6bn, his Onexim Group said 
Friday February  22.  
 
Onexim sold 18.5% in Polyus Gold to Lizarazu Limited, an affiliate of lawmaker and 
businessman Zelimkhan Mutsoyev, for $1.77bn, and 19.28% to Receza Limited, 
controlled by Gavriil Yushvayev, former co-owner of dairy and juice maker Wimm-
Bill-Dann Foods (WBD), for $1.846bn. 
 
7. Tomb to the Unknown Shareholder 
James de Candole 
February 22, 2013 
 
The lower house of the Czech parliament put in place the foundation stone for the 
Tomb to the Unknown Shareholder last night, approving by a strong majority the 
draft law on anonymous shares.  
 
The proposal seeks to disadvantage hidden owners: It does not set out to expose 
them. It would oblige all firms, including those chasing public contracts, to deposit 
their bearer shares in paper form in the Central Depository or in a bank -so making 
them visible, at least to the authorities. If they did not do so, the bearer shares 
would be changed into registered shares -so making them visible to all as of January 
1st 2014 .  
 
Let us assume that the upper house approves the draft law, which seems likely 
enough. What would happen next? Would the hidden owners be revealed?  
 
They would not. The firms they own secretly would most likely abandon further 
attempts to win public contracts, in order to preserve the anonymity of their owners, 
and, in many cases, their freedom as well. Or they would change their owners. The 
real risk posed by the new law is to those firms, with conflicted hidden owners, 
currently servicing public contracts. 
 
It is inconceivable that today's political elite would ever enact a law that obliged 
hidden owners to reveal themselves. This would be far, far too dangerous, given the 
scale and depth of the problem.  
 
The exposure of so many conflicts of interests at the highest levels would cripple the 
political system. And it would cripple the legal system as well, as the victims of so 
much fraud set about recovering their losses. It might even bankrupt some state-
owned companies.  
 
Such exposure would require an amnesty vastly more sweeping than the one just 
granted by Vaclav Klaus. And that would cause a revolution. 
 
The government bill on anonymous shares is far from revolutionary: It is a cautious 
step in the right direction. It seeks to impose a business disadvantage on the 
corrupt. If conflicted hidden owners walk away from public contracts in future, they 
will not be much troubled by the new law. It is not as if the banks into which the 
bearer shares will be deposited would make them public. But it would allow 



authorities to trace ultimate beneficiaries when needed - for instance when 
investigating companies applying for public procurement contracts. 
 
The same principle was applied in the so-called lustration law from the early 1990s. 
If you sought a public position, you ran the risk of being exposed as a Communist 
agent. But if you stuck to the private sector, your past would remain private as well. 
 
Time will tell whether the new law will be as ineffective as the lustration law has 
been in raising standards of good governance and in keeping criminals with a 
Communist past out of public life.  
 
Nevertheless, it is the 'velvet' nature of the government proposal that exposed so 
vividly the revanchist nature of the proposal by ODS MP Pavel Suchanek, who 
himself is connected to a firm with anonymous owners.  
 
Suchanek wanted to exempt existing owners of bearer shares from the new law, thus 
removing the advantage that the government intends to give to firms with 
transparent ownership structures.  
 
Suchanek's proposal was protectionist. It hoped to secure for a little longer the 
unfairly earned market share of incumbent hidden owners.  
 
Under his proposal, politicians and managers of 'private' firms in which the state 
holds a majority, would continue to serve up contracts to each other, secure in the 
knowledge that their criminal conflicts of interest would have remained hidden.  
 
The government bill on anonymous shares weakens that feeling of immunity by 
obliging the holder of bearer shares to leave a paper trail of their assets.  
 
It will no longer be possible for Czech government ministers to claim, or for them 
plausibly to feign, ignorance when asked who the true owners are of companies like 
Skoda Power, Skoda Transportation, I&C Energo and CEEI. (That's my shortlist, 
what's yours?) 
 
Who will forget the response by then trade & industry minister Kocarnik (who, I read 
somewhere, is now an employee of Merit Government Relations, a lobbying firm 
allegedly owned by the country's 'top competition lawyer', Radek Pokorny), when 
asked if he was aware of who owned one of CEZ's favourite suppliers, said: "I am not 
a detective agency." Under the new law, he would have to reply: "Hang on a second, 
let me check for you in the Central Depository."  
 
When the tomb of the unknown shareholder is finally erected, I suggest in Plzen, the 
origin of so many beneficial owners, it might be appropriate to place the name of 
Pavel Suchanek and the seventeen ODS MPs who voted for him, on the tomb.  
 
The citation could read as follows:  
 
Walter Barto_ + Radim Jirout + Václav Mencl + Franti_ek Sivera + Igor Svoják + Jan 
Vidím + Jan Florián + Jan Bauer + Franti_ek D_di_ + Jaroslav Krupka + Boris 
__astn_ + Pavel Bém + Pavel Drobil + Ale_ Rádl + Pavel Suchánek + Ji_í _ulc + 
Pavel Svoboda + Tomá_ Úlehla. 
 



They laid down their political lives so that shareholders could remain unknown. We 
shall forget them. 
 
8. Turkey to merge ISE with gold and derivative exchanges 
bne 
February 20, 2013 
 
The next step in Ankara's drive to turn Istanbul into a global financial centre, the 
Istanbul Stock Exchange is to merge with the country's gold and derivatives 
exchanges ahead of a plan to privatize the bourse, said an ISE official on February 
19. 
 
The merger of the stock market with Turkey's Gold Exchange and Derivatives 
Exchange will formally take effect in June, announced Mustafa Kemal Yilmaz, deputy 
chairman of the Istanbul Stock Exchange, according to Reuters. New financial 
products and markets will also be launched, he added. 
 
The move will create a combined entity called Bourse Istanbul, but the separate 
entities will start trading under a single management two months earlier. Istanbul 
Stock Exchange introduced single stock futures in December. The bourse plans to 
introduce index options in the second quarter of 2013 and foreign exchange options 
will start trading in 2013, Yilmaz said. 
 

NEWS STOCKS 
9. 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  
 
10. GEM Fund Flows Weekly: Constant inflows - a new normal?  
Renaissance Capital 
February 22, 2013 
 
 EM funds follow the path they started at the beginning of the year. EM funds 
recorded a further decrease in inflows, to $2.2bn, over the week to 20 February. ETF 
funds recovered, with inflows increasing to almost $600mn.  
 
 EMEA continues to disappoint. Inflows into GEM funds were down to $1.7bn. Inflows 
into Asia (ex. Japan) did not follow the trend, as inflows increased to marginally 
below $500mn. We continued to see strong inflows into Asia (ex. Japan) regional and 
South Korean funds, of $260mn and $200mn, respectively, while sizeable inflows 
into China, of more than $230mn, emerged over the week to 20 February. Inflows 
into Latin American funds stayed marginal, at $130mn. EMEA fund flows remained 
negative, although outflows decreased to $120mn. Turkey recorded the highest 
outflows within the region, of $80mn. Russian funds returned to negative territory, 
with outflows of $30mn. We note the emergence of large outflows from Middle East 
regional funds, of $22mn, representing more than 2.3% of assets under 
management.  
 
 EMEA equity-only funds impregnable. These funds showed very strong resistance to 
overall trends, losing inflows at a relatively slow pace. SA equity-only funds were the 
champion of the week, with inflows of $130mn. Russian equity-only funds reported 
the second-largest inflows within the region, of $100mn.Turkish equity-only funds 
were hit by a significant market slide during the past week, with outflows (of $20mn) 
for the first time since mid-October. Flows to Nigerian and Kenyan equity-only funds 
were positive, at $3mn and $0.7mn, respectively.  
 
 Gold shines brighter, as inflows rose to more than $20mn, despite a 4.8% decrease 
in gold prices over the week to 20 February, to $1,564.6/oz.  
 
 EM indices - a correction? Only the MSCI Turkey Index recorded growth over the 
week to 20 February, adding 0.7%. The other indices under our observation were 
down, with the MSCI Hungary (-2.1%), MSCI Egypt (-1.9%) and MSCI Czech 
Republic (-1.8%) leading the pack.  
 
11. NefteTransService may sell $200m stake to RDIF 
bne  
February 21, 2013  
 
Russian freight rail operator NefteTransService is involved in negotiations to sell a 
minor stake to Russian Direct Investment Fund (RDIF) for around $200m, business 
daily Kommersant reported, citing unnamed sources. 
 



NefteTransService started negotiations with the fund, which could attract several 
foreign funds as co-investors, in 2012, a company source said, adding that it is too 
early to speak about any agreements and details.  
 
In January, NefteTransService announced its plans to offer 25% of its shares via IPO 
in early February on the London Stock Exchange, but postponed it at least until April 
due to unfavorable market conditions. 
 
The source said that "IPO plans and a dialog with the fund are independent, and one 
does not affect the other," the daily reported. 
 
12. Rostelecom: Rosimushetvo unhappy with valuation - RUB 138/share  
February 22, 2013 
VTB Capital 
 
News: The State Property Fund (Rosimushestvo) has disagreed with the valuation of 
Rostelecom and Svyazinvest for merger purposes, according to Vedomosti. Ernst and 
Young valued Rostelecom at RUB 138/share, according to the article. Rosimushestvo 
deems this valuation as unjustifiably high, and wants to hire a new appraiser to 
conduct new appraisal, the paper reports. 
 
Our View: Rosimushestvo’s position is likely driven by the fact that the lower the 
valuation of Rostelecom, the higher the state’s stake in the reorganised company. If 
Rosimushestvo does indeed push through the hiring of new appraiser, the 
reorganisation might be delayed several months, likely into 2014, as the company 
currently plans to complete restructuring in October 2013.?The valuation of RUB 
138/share is 17% lower than the valuation for the Sky Link deal that Ernst and 
Young did in mid-2012. We are surprised that i) Rostelecom's valuation has dropped 
so much over such a short timeframe and ii) Rosimushestvo is unhappy with even 
this low valuation. For the common stock, we think sentiment will be negative. 
Theoretically, minorities could block the reorganisation if the valuation is completely 
unfavourable: reorganisation requires a 75% vote, with the state controlling 55% of 
common shares in Rostelecom, while 5% are in treasury and 10.5% are at Marshall 
Capital. 
 
?For the preferred stock, we think the news is negative as i) the buy-out for those 
who abstain from voting or vote against is delayed and ii) there is much more 
uncertainty now over the buy-out price than before, although we still think it might 
provide an upside for prefs. 
 
Ivan Kim 
 
13. Russian government risks losing control over Rosneft 
bne  
February 19, 2013 
 
Russia's Federal State Property Management Agency has no shareholder agreement 
with its wholly-owned Rosneftegaz on the management of a 75.2% stake in oil major 
Rosneft and a 10.74% stake in natural gas giant Gazprom, business daily Vedomosti 
reported. 
 



The newspaper learned this information from several sources close to the boards of 
directors of Rosneft and Gazprom. Deputy Prime Minister Arkady Dvorkovich 
confirmed this information via his representative. 
 
Such an agreement should exist, because the government has direct control of 
neither Rosneft nor Gazprom, an unnamed federal government official said. 
 
At present, the agency owns one share in Rosneft and a 38.4% stake in Gazprom, 
the agency holds a qualified majority of Rosneftegaz oil company stakes and a 
controlling stake in the Rosneftegaz gas giant. 
 
14. Sistema wants to buy back 25% stake in Detsky Mir  
VTB Capital 
February 18, 2013  
 
News: Sistema wants to buy back the 25% stake in Detsky Mir from Sberbank earlier 
than planned, according to Kommersant. To recap, Sberbank bought Detsky Mir's 
stake in 2010 for USD 100mn. At the end of 2013, the option agreement comes into 
force, which requires Sberbank to sell the stake in Detsky Mir, based on one of the 
two following valuations: a 5% yearly return on the price paid or its equity value. 
Sistema held similar negotiations with Sberbank last summer, when the equity value 
was estimated at RUB 23bn. Today the estimates are much lower, with Detsky Mir's 
equity value estimated at RUB 15bn, according to Kommersant. 
 
Our View: We think the exit price for Sberbank is positive for Sistema, as it does not 
provide much of a return to the bank. It is not clear why Sistema wants to buy the 
25% stake in Detsky Mir earlier than planned. This could be related to a potential 
sale of Detsky Mir or a stake in Detsky Mir to a strategic investor. We think that the 
sale of assets and dividend payments would be one of the important drivers for 
Sistema's stock, which trades at a wide discount to NAV. 
 
Ivan Kim 
 
15. US investors get rid of Russian stocks in their portfolios 
bne  
February 21, 2013 
 
Value of Russian stocks in portfolios of US institutional investors fell to one fourth as 
compared with all-time high in 2008 - it amounted to $25bn, FT reports. 
 
"It can be rather difficult" to make Americans invest in Russian companies for 
"people who do not invest in Russia, the country has a negative image", Chris 
Osborn, Head of Sberbank CIB USA, mentioned in his interview. It seems that 
American funds do not see Russian market, says a representative of one of state-
owned banks. Since early 2008 the MICEX Index fell by 20.1% while American S&P 
500 added 3.5%. 
 
American investors' interest to Russia fell several years ago and remains rather low, 
Vyacheslav Smolyaninov, Strategist at Uralsib Capital, said, cited by Vedomosti. 
According to him, political situation in the country exerts serious pressure on British 
and American investors as compared, for example, with European investors. 
Moreover, they consider information available in the mass media. Although, in 



London the situation is easier, "Russian corporations, investment banks are seducing 
local investors that is why certain opinion is created", Vyacheslav Smolyaninov says. 
 
Nevertheless, many large portfolios of Russian shares belong to American funds. 
Thus, on February 19, 2013, at 9.00 p.m. Moscow time Russian shares in 
Oppenheimer Developing Markets fund's portfolio amounted to $1.8bn. American 
EuroPacific has the same amount. GMO (Grantham, Mayo, Van Otterloo & Co.) 
Emerging Markets also has a huge amount of Russian shares in its portfolio ($1.2bn 
on December 31). 
 
16. What if Russian pension fund managers invested like those in Hungary, 
Chile or the USA? 
Ivan Tchakarov, Ph.D?Chief Economist, Russia & CIS, Renaissance Capital 
February 18, 2013 
 
There is some new information on the issue this morning.  As argued below, the 
lifting on the restriction on making negative yearly returns will be coupled with an 
insurance scheme that will guarantee at least zero return by the time of retirement. 
Today Vedomosti, FT’s sister paper in Russia,  reports that the law on pension 
insurance should be presented to the Duma already in March, i.e. there seems to be 
a real momentum behind this, which should see as an end result NPFs allocating 
more money to equities.  I take a crack below at how much money we could be 
talking about by assuming that Russia pension managers invested just like their 
counterparts in the OECD economies (Figures 1 and 2 key). 
 
Lifting the restriction on NPFs on making negative yearly returns should allow 
pension managers to allocate more money to equities. One key reason why Russian 
pension funds allocate only about 3% of overall assets under management (AUM 
about USD90bn, 4.3% of 2012 GDP) to equities is the requirement that pension 
managers are not to record yearly negative returns from management of pension 
assets. Understandably, this encourages risk-averse behavior, resulting in asset 
allocations that are hugely dominated by fixed income securities. While there is still 
no formal decision to lift this restriction, there is an informal recognition that the 
government has made up its mind to do away with it and that the decision will come 
sooner rather than later. This will be allegedly coupled with an insurance scheme 
that will still guarantee zero return by the time of retirement (but not in any single 
year). The change of the approach should invite more risk-loving approach to 
pension asset management and, correspondingly, higher allocations to equities. 
 
What does it imply for the possible flows into the stock market? We use a very 
simple analytical approach to estimate the possible magnitude of the equity flows. 
First, Figure 1 shows pension fund asset allocation for a wide variety of EM and DM 
countries (share in equities in red). Figure 2 then calculates how much money 
Russian pension funds would allocate to equities if Russian pension managers 
invested just like those in the respective countries (we simply multiply USD90bn 
accumulated so far by the respective country equity share). One would not expect 
Russian pension fund managers to become as aggressive as those in the US, but if 
they are as brave as, let say, the Hungarians it could mean USD12.bn flows into the 
stock markets (or USD39.5bn if they invested like the Chileans, but almost nothing if 
they behave like the Czechs). The average for the countries depicted is USD18.4bn. 
 



 
 

 
OTHER NEWS STOCKS 

17. Globaltrans' shares have been pledged by its Chairman of the Board  
VTB Capital 
February 21, 2013 
 
News: According to Globaltrans, Litten Investments Limited (which has a 2% share 
in the company and is owned by Chairman of the Board and Non-executive Director 
of Globaltrans Alexander Eliseev), has pledged 1.96% of shares as security. No other 
details on the terms of pledge have been disclosed. 
 
Our View: Whether or not the news is of concern, due to a possible margin call, 
depends on the as yet undisclosed terms, so we see some risk of a shares overhang. 
Were the stake to be channelled to the market, that would represent on average 5x 
1mo-ATDV. While this is far from being enormous, as the company has sufficient 
free-float, we believe that a possible sale would add negative sentiment from the 
standpoint of shareholders' commitment. Amid the challenging market environment 
in the rail industry, we remain cautious about the name and are reiterating our Hold 
recommendation for the stock. 



 
18. Government picks Goldman Sachs to lead 7% sale in ALROSA 
bne  
February 22, 2013  
 
Russia's Economic Development Ministry has chosen Goldman Sachs as the organizer 
of the sale of 7% in Russian diamond mining giant ALROSA, the ministry said, Prime 
reported. 
 
Goldman Sachs' offer, which included the lowest reward for the organization and 
implementation of the deal, will be recommended to the government. 
 
The ministry also recommended Goldman Sachs to include at least one Russian bank 
in its future consortium for the implementation of the deal. 
 
On February 18, the ministry shortlisted JPMorgan, Morgan Stanley, and Goldman 
Sachs to lead the privatization of a 7% stake in ALROSA. 
 
The Federal State Property Management Agency currently holds a 51% stake in 
ALROSA. The government of the republic of Sakha (Yakutia) - where the company 
operates - holds a 32% stake, while the republic's municipalities hold an 8% stake. 
 
The free float accounts for about 10%. 
 
19. Inter RAO might spend proceeds from IRGZ deal to execute VEB option   
February 22, 2013 
VTB Capital 
 
News: MinEnergo has suggested that Inter RAO spend the proceeds from the IRGZ 
deal to execute the VEB put option on 5.07% of the company’s equity capital, 
Vedomosti reports. However, the spent liquidity has to be returned to the company 
by the end of 2015 and used to finance the Kyrgyz project. The suggestion could be 
considered by the Commission headed by Arkady Dvorkovich in early March. 
 
Our View: The execution of the VEB put option might cost the company ca. 
RUB 27bn, which is more than double the current market price and roughly half the 
potential proceeds from the IRGZ deal. In our view, such a step looks logical in the 
current circumstances: i) according to our calculations, we see no deficit in the 
company’s medium-term capex programme and ii) financing of the Kyrgyz project is 
to start in 2015. Besides, the shares bought back could be used as collateral within 
future loans to finance the Kyrgyz project. ?Meanwhile, the new scheme for 
redistributing proceeds does not amend the principal condition (that the liquidity 
raised has to be spent on financing the Kyrgyz project). We see the economics of the 
project as highly doubtful, as it does not create any addition value for IRAO 
minorities. We are maintaining our Sell recommendation on the name. 
 
Mikhail Rasstrigin  
Alexander Seleznev 
 
20. InterRAO refuses to invest cash from selling 40% stake in Irkutsk into 
Kirgiziya capex  
VTB Capital 



February 18, 2013  
 
News: Inter RAO said on Friday that it would not follow the government decree to 
invest cash from the sale of the 40% stake in Irkutskenergo into constructing the 
hydro power plant in Kyrgyzstan. The genco has said that it sees the project as value 
destructive for its shareholders and suggested that the money needed to be spent on 
capex projects in Russia (constructing new capacity under the capacity delivery 
contracts (DPM). 
 
Our View: We welcome the fact that management is trying to protect Inter RAO and 
its shareholders from value destructive projects. However, since Inter RAO remains a 
state-controlled utility, the shape of its capex programme is defined by the 
Supervisory Board. Directors on the Board are set by the state and have to vote in 
accordance with the state directive. The latter is to be prepared by the State 
Property Fund and then coordinated with the Presidential Administration, at which 
stage the final decision will likely be taken. ?According to Minister of Energy 
Alexander Novak, Inter RAO’s capex programme in Russia is well balanced (a view 
that matches our own calculations). At the same time, the Kyrgyz hydro project was 
signed at the inter-government level and remains a priority for the Russian state. 
Therefore, at this stage we see the risk of the Kyrgyzstan investments being made 
as material. ?We do not exclude that, as a compromise, Inter RAO might ask the 
state to compensate for the low IRR as a condition for proceeding with Kyrgyz 
investments. 
 
Mikhail Rasstrigin  
Alexander Seleznev 
 
21. Malofeev might sell stake in Rostelecom to Prokhorov  
VTB Capital  
February 20, 2013 
 
News: The holder of a 10.5% common share stake in Rostelecom, Konstantin 
Malofeev, is negotiating with Mikhail Prokhorov's Onexim to sell his stake in the 
company, according to Vedomosti. Prokhorov's interest is financial rather than 
strategic, according to the article. Malofeev wants to sell his stake at RUB 167/sh, 
while Prokhorov wants an unspecified lower price, the paper reports. Rostelecom 
closed at RUB 119.6/sh yesterday. 
 
Our View: Since the UK court lifted the arrest from Malofeev's stake in Rostelecom in 
early February, we have thought it is quite probable that Malofeev would sell his 
shares. Suleiman Kerimov made a successful investment in Rostelecom in 2011, 
when he bought shares from former CEO Evgeny Yurchenko and subsequently sold 
the stock to Rostelecom in a buyback at RUB 167/sh. However, the market price is 
much lower than in 2011. Prokhorov could buy the stock to place it via an SPO, but 
the purchase price would be important. We do not think it would be possible to have 
a positive return on a purchase price of RUB 167/sh. Overall, we think the market 
would take the Malofeev's potential exit positively. 
 
Ivan Kim 
 
22. Mosenergo, Quadra: Gazprom affiliate may sign binding agreement on 
Quadra purchase  
UralSib   



February 22, 2013 
 
Deal may be finalized by the end of the month. A Gazprom (GAZP RX – Hold) affiliate 
may sign a binding agreement to purchase a 50.3% stake in Quadra (TGKD RX – Not 
Rated) before the end of the month, Interfax reported yesterday. Previously, 
Mosenergo (MSNG RX – Buy) was reported to have been interested in acquiring a 
stake in Quadra. 
 
Onexim could get option for a stake in Gazprom Energoholding. We have a positive 
outlook on developments in the heat market and see good growth prospects for heat 
generating companies as soon as the long-term regulation is implemented. We think 
Onexim might be interested in obtaining a stake in Gazprom Energoholding via cash 
payment and options to capture the potential growth in the sector. 
 
Bet on heat-business development. We believe that cash-rich Mosenergo could buy a 
stake in Quadra to improve its position on the promising heat market. The 
attractiveness of the deal depends on asset valuation and the deal structure. At the 
current market price, Quadra is valued 24% above Mosenergo on 2013E EV/EBITDA, 
which might put some short-term pressure on Mosenergo. However, at the current 
market price, the deal is worth $185 mln, which is only 29% of Mosenergo’s cash 
position; we do not expect substantial value destruction from the potential 
transaction. 
 
Matvey Taits 
Kristina Kornich  
 
23. PhosAgro announces squeeze out of Apatit minorities  
VTB Capital 
February 21, 2013 
 
News: PhosAgro has announced that, having accumulated over 95% of Apatit shares 
together with affiliate entities, it will proceed with the squeeze out of minorities. 
 
Our View: The squeeze out concerns both ordinary and preferred Apatit shares. It 
was fully expected given PhosAgro's aim to consolidate, in fine, full control in its 
subsidiaries. The price of the buyout has not been disclosed, but in November 2012 
Apatit's shares were appraised for the mandatory buyout that followed the company 
exceeding the 75% threshold. So, we believe that the squeeze out will be near the 
mandatory buyout price (RUB 6,680/ord, RUB 5,344/pref) and estimate that 
PhosAgro is to spend around USD 45mn on it, with the funds secured by a RUB 
7.8bn (USD 259mn) loan. We are maintaining our Buy recommendation with 23% 
upside potential to our 12-month Target Price of USD 17/GDR. 
 
Elena Sakhnova  
Kevin Whyte  
Sergey Komaev 
 
24. Rosneftegaz could buy 40% stake in Irkutskenergo in 1H13 
Sberbank CIB 
February 19, 2013 
 
Prime Minister Dmitri Medvedev has signed an order instructing InterRAO UES to sell 
a 40% stake in Irkutskenergo to Rosneftegaz, according to documents published on 



the official government site on Friday. The valuation should be no less than the 
current market price and be prepared by an independent appraiser. The funds 
received by InterRAO UES are planned to be used to finance the construction of 
Kambaratinsk GES-1 in Kyrgyzstan. 
 
A final proposal on the target asset structure (including a possible further transfer of 
the Irkutskenergo stake to RusHydro) in the electricity sector should be considered 
this week at a meeting headed by Deputy Prime Minister Arkady Dvorkovich, Interfax 
cited Energy Minister Alexander Novak as saying. 
 
The deal may be completed in 1H13 after the appraisal of the stake is updated, 
Interfax cited Dvorkovich as saying. The key question is the valuation: it will 
probably have to be updated, which would require a month or two, he added. 
 
InterRAO UES stated on Friday that it has the right to decide whether to sell the 
stake at the determined terms. It plans to spend the proceeds to build new capacity 
in Russia (within its capacity supply contracts; Russian abbreviation DPM). 
 
Our view: InterRAO UES earlier indicated that the Irkutskenergo stake would likely 
be sold to Rosneftegaz, so this is no surprise. The impact on InterRAO UES’ stock will 
depend on the valuation. The 40% stake was earlier valued at circa R50.0bn, while 
the current market value is R30.5bn. The updated valuation could be below R50bn, 
we believe. If so, it would be somewhat negative for our valuation of InterRAO UES. 
Should the company receive cash from Rosneftegaz at a premium to the current 
market price, it would be taken positively. We would welcome InterRAO UES 
spending the cash proceeds on its DPM projects rather than on the Kyrgyz hydro 
project, as it would likely create more value. 
 
It is still unclear whether Rosneftegaz will contribute the stake to RusHydro’s capital. 
 
Alexander-Kotikov  
 

IPO, SPO, ADRs, GDRs, PLACEMENT 
25. MRSK South may SPO for RUB 5bn  
VTB Capital 
February 19, 2013 
 
News: Astrakhan governor Alexander Zhilkin was quoted by Interfax yesterday as 
saying that MRSK South might conduct an SPO for RUB 4.5-5bn to cover its capex 
deficit. 
 
Our View: We warned of the RUB 5bn SPO risk for MRSK South in our Paradigm Shift 
report of 14 June. The gridco is in our view unlikely to be able to service its debt and 
proceed with its planned investments without an external cash injection. We believe 
that an SPO would be a long awaited step toward restructuring in the company and 
we therefore welcome this news. Our financial model includes a RUB 5bn SPO. We 
leave our USD 0.018/share Target Price and Hold recommendation intact. 
 
Mikhail Rasstrigin  
Alexander Seleznev 
 
26. Russia’s biggest private rail company UCL Rail to IPO  



bne 
February 18, 2013 
 
Russia’s biggest private rail operator UCL Rail says it plans to IPO in the next few 
months.  
 
Owned by steel tycoon and formerly Russia’s richest man Vladimir Lisin, UCL Rail is 
formed out of a merger between his rail assets that provide his steel mine NLSK and 
First Cargo Company, which Lisin bought last year.  
 
No details were given on the size of stake on offer, the valuation or the market on 
which the stake will be sold.  
 
The IPO was first mentioned in May 2012 by Oleg Bukin, head of UCL Rail’s 
subsidiary First Cargo Company. By the end of 2012, First Cargo Company’s board 
had decided to conduct the placement in the first half of 2013, the Moscow Times 
reports. Previously the First Cargo Company was valued at RUB180bn ($6bn) by 
Russian Railways. Independent Shipping Company, another subsidiary in UCL rail, 
was valued at RUB210bn by Mikhail Burmistrov, head of the Infoline Analytics 
research firm reports the Moscow Times.  
 

BUY BACKS, SHARE ISSUES 
27. Armada might consider partial buy-back in 2Q13  
VTB Capital 
February 21, 2013 
 
News: Alexey Kuzovkin, the Chairman of Armada, said in a press release that the 
company might consider a partial buy-back of shares following its 1Q13 results. ?In 
the same press release, Armada posted its preliminary estimate of 4Q12 and FY12 
revenues, which it said had increased 22% YoY and 19% YoY, respectively. 
 
Our View: According to the press-release, FY12 revenues were RUB 5.5bn (USD 
176mn), in line with our FY12 forecast of RUB 5,477, to which we downwardly 
revised in autumn. We estimate that the Russian IT market grew 17% last year, 
though there are no public estimates from research agencies available. ?4Q12 
revenues were RUB 3.2bn, having accounted for a record-high contribution of 58% of 
Armada’s annual top-line. Russian IT market seasonality is highly skewed toward the 
4Q, into which over 50% of IT spend falls.?The 19% YoY annual growth rate bodes 
well for the company's 18-20% YoY growth expectations, which it downgraded early 
autumn. ?Despite its cheapness, we reiterate our cautious view on the stock (Hold), 
due deteriorating corporate governance, a downbeat growth profile, and a lack of 
high-margin acquisitions the company had planned to come up with during the SPO 
in June 2011. 
 
Anastasia Obukhova 
 
28. Pharmstandard announces plans for a buyback in 2013 – RUB 8bn in 
total  
VTB Capital 
February 18, 2013  
 



News: On Friday, Pharmstandard issued a press release announcing its intention to 
do a buy-back of its local shares and/or GDRs for a total of up to RUB 8bn in 2013. 
The price range and broker for the buy-back are to be announced, with details 
coming right before the launch. The reported reason for the buy-back is that the 
stock is undervalued while treasury shares might be used for M&A or sold in the 
market to finance operating activities. The stock is to be acquired by Pharmstandard-
Leksredstva, a wholly owned subsidiary of Pharmstandard. 
 
Our View: This would be the fourth buy-back since the beginning of 2011 and the 
first time the company has considered buying GDRs (locals trade at a 16% discount). 
Pharmstandard acquired 1.825mn shares in February 2011 (at RUB 3,000/share, 
spending RUB 5.5bn), 0.77mn shares in June 2012 (at RUB 1,500/share, spending 
RUB 1.1bn) and another 0.6mn in September 2012 (also at RUB 1,500/share, 
spending RUB 0.9bn). Thus, the company has acquired 3.2mn local shares, with the 
combined free float declining from 47% to 37%. Now, only 3.7mn shares (9.7%) are 
still traded locally; 14.1mn (27.6%) are traded on LSE, combined free float now is 
14.1mn shares, 37.2%. If bought at current prices (RUB 2,100/local share) the 
company would be able to acquire all the remaining liquidity on the local exchanges 
for RUB 7.8bn and nearly 0.1mn shares from the LSE (at USD 21/GDR, 0.36mn 
GDRs), thus reducing the free float to 27%.?Although the company’s agenda is not 
clear to us at the moment, the announcement sends a strong message that there is 
solid demand for the company’s stock, which could extend the recent momentum (up 
20% YTD and 37% in three months). Since the GDRs are close to our 12-month 
Target Price, buying them back would be neutral for our stance (USD 19/GDR, Hold), 
while the continued buy-back of locals would be marginally value accretive (RUB 
2,600/share, Buy). 
 
Ivan Kushch  
Maria Kolbina  
Nikolay Kovalev 
 

DIVDENDS 
29. TransContainer’s board of directors approved a decision to increase 
dividend payout ratio to 25% 
Metropol 
February 22, 2013 
 
TransContainer’s board of directors approved a new dividend policy, setting new 
dividend payout ratio at 25% of RAS net income, compared to 10% of RAS net 
income previously. The increase in the payout ratio means TransContainer’s dividend 
policy now complies with the Russian government’s requirement for state owned 
companies to pay at least 25% of RAS net income as dividends. 
 
We believe the increased dividend payout will make the stock more attractive to 
investors. However, Russian Railways (RZD) is preliminary scheduled to privatize its 
stake in the company, or to transfer the stake to a JV sometime in 2013. Following 
this change, we believe the improvement in the dividend policy may not materialize. 
 
Given the approved increase in the dividend policy and RUB 4.81bn posted as net 
income under RAS for 2012, we estimate TransContainer’s dividend will remain flat 
y-o-y at RUB 8.7 per GDR for 2012, suggesting a 2% dividend yield at the current 
market price. 



 
Andrey Rozhkov  
 

BANKS shares 
30. Russian Consumer Lenders 
Alfa Bank 
February 21, 2013 
 
We initiate coverage of six Russian consumer lenders, whose rapid growth has left 
both investors and the CBR concerned about overheating. We believe increasing 
regulatory and competitive pressure will reduce asset yields slowly, moderate growth 
and prevent a hard landing. We also believe that low portfolio concentration provides 
investors with better transparency and lower risks than the sector’s high yields 
appear to imply, and are thus positive on the segment overall. 
 
Investment Case We expect no hard landing: Risks have increased with a rising 
concentration of consumer loans, which account for 61% of retail loans, up from 
49% at YE09. While we expect slower growth than the 50%-plus CAGR of 2011-12, 
we do not expect a dangerously abrupt halt to growth. We consider overall 
household debt burdens to be manageable with only a ~13% retail loans/GDP ratio. 
 
Despite high provisioning expense, loan quality risks limited: Consumer lending in 
Russia typically leads to annual risk charges exceeding 5% of loans, well above the 
levels for corporate lending. 
 
Yet, the low portfolio concentration of consumer finance provides for better 
predictability of loan losses. Furthermore, risks for creditors due to fraudulent 
lending practices seem much less likely when banks give out almost exclusively small 
loans. 
 
Strong loss absorption capacity: With exceptionally strong margins generated by 
gross asset yields including interest and fee income typically exceeding 25%, 
consumer banks can post strong profitability even with high provisions. Furthermore, 
most of the consumer lenders have high capital adequacy ratios. Despite their rapid 
loan growth, all six covered banks posted 2012E increases in their domestic N1 
ratios, which were boosted by strong profits, subordinated debt issuance and in 
some cases, equity injections. 
 
Top picks: For RUB investors, we believe the yield-versus-risk combinations are 
particularly attractive for the March 2014 bonds of OTP, the April 2014 bonds of CEB, 
the April 2015 bonds of HCFB and the OEB issue with next put in December 2014. 
For USD investors, we note the potential for substantial spread compression of the 
2015 senior and 2018 subordinated TCS bonds, which we expect as the market 
becomes increasingly familiar with the bank and its management. Please see 
summary analyses on page 3, with ratings and other data on pages 38-39. 
 
Risks: The Russian retail banking sector poses substantial risks given its short track 
record and its heavy concentration of consumer lending with high interest rates. 
Yields for bonds in this segment have been compressed quickly with the 
improvement in global bond markets, which is a trend that could easily be reversed if 
global or domestic macroeconomic conditions worsen. 
 



31. VTB Maintain a Safe Distance  
Alfa Bank 
February 22, 2013 
 
With VTB expected to sell $2-3bn of new share capital in 2Q, market participants 
have been taking widely varied views and positions in the GDRs. In the near term, 
we take no strong view and recommend that investors do the same. While we have 
fundamental concerns relating to capital and funding constraints, those issues are 
mitigated by the expected SPO and by CBR funding policy, respectively. Similarly, 
while we have concerns about share supply overhang, we also note the possibility of 
short-squeeze rallies on slightly positive news stories. It is a dangerous game to 
invest in either direction, in our view.  
 
Investment Summary 
 
SPO likely to follow YE12 results in late April. While VTB has not provided any specific 
timetable for an SPO or its YE12 IFRS results, we note that it published results last 
year on April 25. Assuming similar timing this year, we might expect the bank to 
begin its SPO process shortly thereafter, with completion likely within a few weeks of 
results. While we certainly understand the logic of shorting the GDRs ahead of the 
offering, we still consider it too early, and might even be wary of such a strategy in 
April given the potential for short squeezes. Bloomberg data notably show that seven 
of VTB’s past eight quarterly IFRS results produced positive EPS surprises.  
 
Short-sellers facing the squeeze. Two recent minor news items caused significant 
surges in the otherwise underperforming GDRs. On October 24 VTB announced that 
it “approved a state-backed programme aimed at disposing some of the bank's 
assets”, which was followed by a 4% rise over two days during which SBER fell by 
more than 1%. The announcement, which was later backed up by the sale of a 
Metalloinvest stake in December, appeared to invoke a commonly held belief that the 
state would support VTB, particularly ahead of a planned SPO. Then last week, 
speculation in the press suggesting that Qatar’s SWF might invest $3-3.5bn into VTB 
shares and sub debt led to a 6% surge on a day when SBER was nearly flat. The 
story was vaguely denied yesterday by a government official, leading to 
underperformance on a generally negative day in the markets. Nonetheless, the 
sharp rise on the back of the initial rumor appears to have been at least partially the 
result of short covering, in our view, which underlines the risk associated with such 
strategies.  
 
With higher capital, lower EPS offset by lower COE. In a case of a $2.5bn issue at 
$3.5/GDR, we estimate a dilution of 14% with a reduction in EPS of 11%, which 
could be reasonably closely offset by a 100bp reduction in COE assumptions. Please 
see our analysis page 2.  
 
Valuation & Risks  
We maintain our E/W rating and TP of $4.11/GDR: Compared to SBER, VTB is 41% 
cheaper based on its 2013E P/TBV of 1.1x and 1% cheaper based on 2013E P/E of 
6.2x, which is appropriate, in our view, due to VTB’s higher risk profile. We consider 
VTB as reasonably fairly valued, which further supports our view that the best 
strategy might be to avoid overweight/long as well as underweight/short positions. 
High capital and funding risks: We believe the shares have a poor balance of risk and 
reward due to governance, funding and capital concerns. We do not recommend 



shorting the shares in the near term, as the bank and/or the state could attempt to 
drive the share price ahead of an SPO.  
 

FUNDS, PRODUCTS 
32. OTI Greentech successfully completes expansion funding with Green 
Gateway Fund as lead investor 
Wermuth Asset Management 
February 21, 2013 
 
§ OTI Greentech raises c. CHF 4 million (EUR 3.4 million) for long-term expansion 
§ Green Gateway Fund has committed total funding of CHF 7.2 million (EUR 6 
million), second tranche planned to invest later this year 
§ Funds will be used to expand business mainly in North America, the Middle East 
and Russia 
§ Green Gateway to appoint a Non-Executive Director to the OTI Greentech Board of 
Directors 
 
Greentech Group AG, a leading provider of sustainable cleantech solutions 
successfully closed a round of expansion financing, raising a total of CHF 4 million 
(EUR 3.3 million). The funding was led by Wermuth Asset Management’s Green 
Gateway Fund, which invests in best-in-class energy and resource efficiency growth 
companies throughout Europe. The funding marks a solid base for the long-term 
expansion plans of the company. In total, the financial commitment of Green 
Gateway Fund is CHF 7.2 million. The second tranche is expected in 2013 
 
With the cleaning of tanks and ships, the remediation of oil-contaminated land or the 
separation and recycling of oil from waste streams, OTI Greentech covers a broad 
range of next generation applications for oil-related contamination and waste. OTI 
Greentech’s awarded and patented EcoSOLUT™ products have been used by various 
international shipping, oil service and waste management companies. EcoSOLUT™ 
products are high-performance “green” chemicals, which reduce cleaning cycles and 
meet more advanced health, safety and environmental standards than traditional 
chemicals used in the industry. Demand for the products has increased significantly, 
requiring the company to expand its international distribution network as a matter of 
priority. The funds will be used to expand the business mainly in North America, the 
Middle East and Russia and to strengthen the company’s intellectual property 
portfolio.  
 
“We have seen strong interest from international investors in general. Completing 
the expansion funding was an important milestone for OTI Greentech. We are 
redefining standards in the industry in regards to efficiency, safety and sustainability. 
In the Oil and Energy sector our products show unique characteristics in treating 
waste streams from oil production, particularly with unconventional oil reservoirs 
such as oil sands and heavy oil”, stated Stephan Rind, President of OTI Greentech 
AG. “We are also pleased by our new Lead Investor, the Green Gateway Fund. The 
fund’s principals have vast experience in the energy and resource efficiency sector 
and a powerful network to support our business growth.” The Green Gateway Fund 
will appoint one non-executive member to the Board of Directors of OTI Greentech 
Group. 
 
Green Gateway Fund Partner Casper Heijsteeg said: “We are delighted to have 
completed our investment in OTI Greentech. We see substantial potential for the 



company’s continued growth, and we believe we can support its expansion by 
investing new capital into the business, as well as by leveraging our own expertise 
and networks in this field and helping the company to access new growth markets, 
including Russia.” 
 
Mountain Partners AG advised OTI Greentech in respect of this funding round. 
 
About OTI Greentech AG 
OTI Greentech is an internationally leading cleantech engineering group based in 
Switzerland. The company provides environmentally friendly solutions and a 
patented technology for cleaning, recovery and disposal of oil in a wide variety of 
applications. This includes the cleaning of tanks, ships and industrial machinery, oil 
recovery from sludge, soil remediation and the processing and extraction of oil from 
conventional and unconventional deposits. 
 
About the Green Gateway Fund 
The Green Gateway Fund was launched in the presence of Germany’s Chancellor 
Angela Merkel and Russia’s then President Dmitry Medvedev as the Europe Tatarstan 
Cleantech Fund (“ETCF LP”). The aim of the Green Gateway Fund is to invest in 
international best-in-class energy and resource efficiency growth companies, with an 
additional unique selling point of actively helping portfolio companies to access the 
fast-growing Russian and CIS markets through the gateway of Tatarstan, where fund 
adviser Wermuth Asset Management has more than a decade of successful 
experience investing and doing business. The fund is operational, has hard 
commitments of €110m and is targeting a final closing size of €250m. 
 
About Wermuth Asset Management 
Wermuth Asset Management GmbH, founded in the late 1990’s, is a German family 
investment firm that acts as an adviser on alternative and sustainable investments in 
Europe. WAM headquarters are located in Mainz, Germany with additional offices in 
Amsterdam, Moscow and Wiesbaden. WAM is the exclusive investment adviser to 
several funds and SPVs whose investors include high net worth individuals, family 
offices, funds of funds, banks, pension funds, endowments and sovereign wealth 
funds. WAM has attracted over $1bn into the Russian economy since it began 
operating in the region. 
 

EXCHANGES, REGULATIONS 
33. ETFs will be able to operate on Moscow Stock Exchange 
bne  
February 20, 2013 
 
Moscow Stock Exchange will admit overseas tracker funds - ETF to trading in Russia, 
Alexander Arefyev, Deputy head of Federal Financial Markets Service, said, RBC daily 
reported. 
 
If ETFs are able to operate on Russian market, it can improve situation with liquidity: 
in 2012 total turnover on the secondary market on Moscow Stock Exchange shrank 
by 44.4% to RUB10.8tn. 
 
Meanwhile, discussions about creation of Russian equivalents of exchange traded 
funds have been in progress for at least three years already. ETF quotes can be 
tracked in real-time mode as compared with common tracker funds and besides, 



other stocks can be used to pay for their shares. In July 2012 the State Duma has 
passed some amendments to the law "About Investment Funds" and defined 
functions of the mutual funds. However, due to many other legal restrictions, only 
Sberbank Asset Management managed to carry out such project - in 2010 it 
launched Index fund "Troika Dialog - RTS Standard". It now amounts to RUB727m. 
 
Foreign ETFs are much larger. For example, Market Vectors Russia ETF (RSX) that 
invests in Russian assets amounts to $1.6bn. Vanguard Total Stock Market ETF is the 
largest fund of the kind; it amounts to $225bn. As Mr.Arefyev considers, before the 
year is out some ETFs should be opened in Russia when the funds together with the 
Finance Ministry works out their model rules. Current mutual funds due to constant 
re-balancing of their portfolios in accordance with the law, cannot carefully follow 
indices, he admits. ETF on Russian indices should solve those problems, says a 
representative of FFMS. "They can serve as an alternative to future contracts on 
indices that have limited time of performance," Alexander Arefyev thinks. 
 
Anton Rakhmanov, General Director of Sberbank Asset Management, considers that 
overseas ETF will hardly trade on Moscow Stock Exchange - Russian institutional 
investors cannot buy them and there are not many active retail investors here. 
"Thus, another pair of shoes - Russian ETFs, their shares will be available on Moscow 
Stock Exchange for Russian and overseas investors through Euroclear and 
Clearstream," a financier said to RBC Daily. 
 
34. NSD to Complete Securities Transfer to CSD by 29 March 
NSD 
February 19, 2013 
 
MOSCOW - National Settlement Depository (NSD), Russia’s central securities 
depository, reports that after consultation with custodians and registrars it has 
approved a road map for mass transfer of assets from registers to the central 
securities depository (CSD) for safekeeping. The road map is focused on completion 
of assets’ transfer to CSD’s accounts in 1Q 2013 to support forthcoming placements 
of securities of privatized Russian companies on Moscow Exchange. 
 
The company plans to complete securities transfers from registers to NSD in March 
2013. This will be done in order to provide high quality and comfortable services to 
NSD’s clients. Another argument for transfers is the fact that foreign investors 
consider NSD as eligible securities depository in compliance with the SEC Rule 17f-7. 
 
On the basis of an outcome of discussions with custodians, the company plans to 
simplify transfers using Speedy Settlement Scheme (SSS) through existing “bridges” 
between NSD and custodians (ING Bank, Citibank, J.P. Morgan International, VTB 
Bank and Sberbank of Russia. To provide comfortable regime and to minimize 
operating risks during the period of mass transfers of assets from custodians’ 
accounts to NSD, the company made decision to allow using “bridges” in the 
weekends (on 2, 10 and 16 March). 
 
During the period of mass transfer of assets via SSS, the reduced tariffs will be 
applicable. The three fold decrease of tariffs is planned. The clients will be able to 
use SSS up to 18 March; after this date SSS will be canceled in compliance with the 
law.? 
Moreover, after discussing the issue with custodians and registrars, NSD made 
decision on a single step requalification and opening nominee holder – central 



depository (NHCD) accounts in 1Q 2013. On 26 March, NSD will send the appropriate 
instructions to registrars for completion of these processes by 29 March. Starting 1 
April, interactions with registrars regarding NHCD accounts will be conducted by 
means of counter instructions, using reconciliation procedures on each transaction 
and indicating names of securities’ owners. 
 
Transfers of assets to NSD may be held from 19 to 29 March through registers in 
previous regime. However, due to the planned mass requalification of NSD accounts 
in registers from 26 to 29 March, execution of instructions for transfer sent to 
registrars after 25 March may be delayed. NSD recommends the clients to send 
instructions for transfer of assets to registrars in sufficient time in advance. 
 
On 20 March, NSD will publish a final list of securities issuers with NHCD accounts 
opened in 1Q 2013. The current list is available at the company’s web site (in 
Russian). According to preliminary estimates, NSD will open approximately 1,200 
NHCD accounts in the first three months of 2013. 
 

UKRAINE STOCKS 
35. EBRD exits Cadogan 
Concorde Capital 
February 20, 2013 
 
The European Bank for Reconstruction and Development (EBRD) pulled out of its 
equity investment in Cadogan Petroleum (CAD LN), selling 11.6 mln of the 
company’s shares at the end of January, Cadogan reported in a Feb. 18 regulatory 
filing. The EBRD owned a 5.2% stake in the company since Feb. 2007, stating then 
that it was considering boosting its holding to 10%. 
 

BELARUS STOCKS 
36. Belarus insists on $1bn price for 51% of MTS Belarus 
bne  
February 19, 2013  
 
Belarus still insists on selling its 51% stake in mobile operator MTS Belarus for $1bn, 
RIA Novosti reported Tuesday, citing Georgy Kuznetsov, chairman of the State 
Committee on Property. 
 
"The price has not been changed. If you want to buy, come to negotiations and we 
will resolve the matter immediately," Kuznetsov said. 
 
Major Russian mobile operator MTS, which owns the remaining 49% stake in MTS 
Belarus and has repeatedly expressed the desire to gain control over the company, 
has said that the price was too high. 
 
In November 2012, Belarus' Prime Minister Mikhail Myasnikovich said that the 
government had offered the stake to Kazakh companies, but they rejected the 
proposal last December due to the excessive price. 
 
Some analysts have valued the stake at about $700m. 
 

EURASIAN STOCKS 
37. FMG Mongolia Fund lost 1.4% January 



Cover Mongolia  
February 20, 2013 
 
The Mongolian equity market has been under some pressure due to the stalemate 
between Rio Tinto and their Oyu Tolgoi (OT) operations which is among the world’s 
largest copper and gold mine operation and the Mongolian government’s 
disagreement over share ownership of the mine. Talks over renegotiating the 
investment agreement in terms of seeking a higher stake in OT and potentially 
higher taxes are ongoing. On the last day of the month, OT produced its first copper 
and gold concentrate, and is soon to be in commercial production. 
 
The currency, Tugrig, has remained stable against the US dollar the last three 
months and trades around 1380 to one US dollar. GDP per capita is forecast to be 
$4300 per person this year versus $3575 last year. The central bank reduced its 
policy rate, the first time in almost five years. Inflation has also become more 
subdued. Bank of China, one of the world’s top 21 banks, opened a branch in the 
capital, Ulaanbaatar (UB). 
 
GDP is forecasted to grow 10% this year, down from 12.3% in 2012. However, 
should OT’s production go into full speed, the GDP number may hit 17% for the year. 
 
FMG Mongolia Fund gained 7.4% in December 
2012 was a difficult year for Mongolian equities with the Mongolian Stock Exchange 
(MSE) Top 20 Index finishing the year down 18.81%, versus the FMG Mongolia Fund 
which was down 16.9%. Much of the weakness in Mongolian shares was attributed to 
concerns of slackened demand from China and concerns amongst investors about the 
risk from talk of resource nationalism. There were also high-profile mining projects 
such as Tavan Tolgoi and Oyu Tolgoi which saw delays in mining production. After 
hitting a 12 month low early in December, market sentiment has turned positive on 
the back of six consecutive up-weeks in equity prices. 
 
Last year Mongolia exported over 21 million tons of coal to China; about half of its 
annual output. Mongolia’s coal exports are likely to grow following the construction of 
new railways and increases in production at some of the country largest mines, 
including from Tavan Tolgoi. Given the stronger growth path of China going forward, 
China’s coal imports should increase this year. 
 
The seminal USD 1.5 billion government bond released in November demonstrated 
investor’s interest in Mongolia. Given the low trading volume on the MSE since the 
summer, we have allocated cash to two large mining companies with significant 
resources in Mongolia, which trade offshore. Both investments were up significantly 
in December. Given our continued bullish stance on China, we remain optimistic for 
the prospects of Mongolian equities this year. 
 
Link 
 
38. ResCap Announces Mongolia’s First Revers Takeover: Eurofeu Asia 
ResCap 
February 16  
 
ResCap Securities is pleased to announce that it has recently completed the first ever 
Reverse Takeover (RTO) on the Mongolian Stock Exchange.  This RTO has proven to 
be a milestone for Eurofeu Asia JSC (MSE:SOI) and its international partners and 



shareholders – Eurofeu France and DEF International, along with ResCap Securities 
as exclusive advisor and broker. 
 
Trading commenced on Thursday, February 14, 2013 on the MSE. 
 
Company Background 
Eurofeu Asia JSC is Mongolia’s market leader in full service fire safety, supplying 
quality fire safety products including EU certified fire extinguishers and the only 
company in Mongolia providing full service safety risk assessments, risk 
management plans, fire safety product maintenance, and regulated disposal of 
dangerous fire extinguishers.  Eurofeu has a 10-year track record in Mongolia lead by 
CEO/Founder Sebastien Marneur, a former member of the French fire and police and 
fire brigades. 
 
Valuation 
Eurofeu has been brought to market at a very attractive entry price for 
investors.  Based on Eurofeu’s projected 2013E net income between $200-300k 
forecasted, the current valuation is 6.1-9.1x 2013E P/E.  The average MSE listed 
non-resource company trades at 17.3x PE.  The current market cap of just under $2 
million allows significant upside both in terms of re-rating of company size and PE 
multiple; (excluding any company potential improvements or contracts secured for 
new business). 
 

SE STOCKS 
39. Akcansa's 2012 financials confirm generous valuation  
VTB Capital 
February 19, 2013 
 
Akcansa's 2012 financial results came in below our forecasts and reinforce our view 
that the stock remains overpriced at current levels. We are reiterating our Sell 
recommendation on Akcansa, as our projected dividend yield of 6% hardly 
compensates for the 20% downside to our Target Price of TRY 8.70.  
 
Results below forecasts. Following Akcansa's relatively weak 3Q12 results we 
highlighted downside risks to our FY projections, which have now materialised. 
Akcansa's 2012 revenues increased 5% YoY to TRY 1,056mn and came in 4% below 
our forecast. EBITDA rose 12% to TRY 215mn, but was 9% below our projection. 
The EBITDA margin improved 1.4pp to 20.4%, but was still 1.3pp short of our 
estimate. Net profit improved 20% YoY to TRY 120mn, but came in 11% below our 
projections. Lower than projected financials as well as increased working capital 
requirements resulted in higher net debt of TRY 211mn vs. out forecast of TRY 
135mn at the end of 2012. Still, Alcansa's leverage remains low with 2012 net 
debt/EBITDA of just 1.0x.  
 
Akcansa still looks overvalued. Even though Akcansa has gone down 11% since its 
late January peak, we continue to believe that the stock is overvalued at current 
levels, as it offers a 15% negative USD return on a 12-month horizon, according to 
our estimates. This consists of 20% downside to our Target Price of TRY 8.70, a 
projected 6% dividend yield and a 1% negative return from the projected TRY 
depreciation. Akcansa's 2013-14F EV/EBITDA multiples of 8.2x and 7.8x still imply 
an over 10% premium to its Turkish peer group, which itself does not look that 



cheap. Moreover, the company's weaker 2012 numbers reinforce our cautious view 
on the stock at current levels.  
 
Continue to prefer Cimsa on a relative basis. In our view, Cimsa (Buy, TP TRY 10.80) 
still presents a more defensive exposure to the Turkish cement industry due to its 
less demanding valuation (2013-14F EV/EBITDA multiples of 5.9x and 5.5x imply 
over 30% discounts to Turkish peers) and a 6% projected dividend yield.    
 
40. Alacer Gold - Scaling back targets  
VTB Capital 
February 19, 2013 
 
Alacer Gold has announced its strategic review. However, it did not provide an 
answer to the key question: how and when exactly will it develop the Çöpler sulphide 
reserves that are crucial to the company's value? Meanwhile, the company is 
continuing to suffer from significant cost pressure across its assets. Based on 2013 
guidance and the new long-term forecasts, we are cutting our 12-month Target Price 
for Alacer 21% to CAD 4.1 and reiterating our Hold recommendation for the stock.  
 
Copper Sulphide expansion delayed in favour of oxide volumes boost. The company 
has decided to commission a full-scale 5Mtpa oxide CIL plant at Çöpler for USD 
300mn, which is set to work in parallel with heap leaching pads in 2015-17. This will 
likely frontload the oxide ore volumes and partially provide the equipment needed for 
sulphide expansion, which is now to start afterwards, in 2018 (or even later if Alacer 
finds more oxide ore reserves).  
 
Less risk and less growth/value. Although the new staged approach implies lower 
execution risk, in our view, the oxide expansion project is less lucrative than the 
sulphide project. On our numbers, in the new configuration Çöpler is to produce 
83koz, 162koz and 214koz more in 2015, 2016 and 2017 (and then less profitable 
heap leaching volumes re-treatment), which produces only limited value under capex 
of USD 300mn. Total production numbers for Alacer are now expected to stay at 
375-400koz in the next 5-7 years, compared with the company's initial plan of 700-
800koz (by 2015).      
 
Australian business will likely retain low margins. HGO are projected to have a cash 
cost of USD 1,200/oz, even on the back of higher grades and cost optimisation (and 
still significant maintenance capex), while SKO operations have almost no value after 
the company sold its 49% stake in Frog's Leg mine (the sale price of USD 141mn, 
however, was fair, we think). Hence, as our base case, Australian business is not 
expected to produce any meaningful cash flow generation improvements in the next 
several years.  
 
The new strategy has not improved visibility. The announced strategic review 
concerns general goals mostly, while in terms of more exact numbers, the company 
has yet to publish the approved feasibility studies for oxide and sulphide projects at 
Çöpler (with sulphide expansion becoming even more vague and distant). For almost 
all assets, production plans are mostly preliminary estimates and thus Alacer's future 
production pipeline implies numerous risks related to planning, execution and 
exploration.    
 
Cutting 12mo TP 21% to CAD 4.1, Hold recommendation reaffirmed. On the back of 
the materially downgraded financial forecast due to the more conservative 2013 cost 



guidance and changes to the production/capex pipeline, and also reducing target 
P/NPV to 1.2x, we are cutting our 12-month Target Price for Alacer to CAD 4.1. This 
implies only 14% upside, and hence we are reiterating our cautious view and Hold 
recommendation.  
 
Risks. The major risks to our recommendations are the actual gold price behaviour, 
FX rates and the execution of the growth profile by the company.  
 
41. Domestic investors snap up Halk REIT IPO  
Erste 
February 18, 2013 
 
Halk REIT IPO was completed on Friday. In the IPO, 185.5mn shares (28% of the 
share capital) were offered to public at TRY1.35 per share, implying a market 
capitalization of TRY894mn for the company. The IPO was 1.94x oversubscribed and 
in terms of allocation, 72% of the IPO was allocated to domestic retail investors, 
19% to domestic institutional investors and the rest to foreign institutional investors.  
 
42. Emlak Konut REIT raises revenue guarantee  
Erste 
February 20, 2013 
 
Emlak Konut REIT raised the minimum guaranteed revenues of Sarphan Finanspark 
project to TRY147.1mn from TRY61.5mn, which adds ca.1% to our NAV. Separately, 
Emlak Konut REIT finalized the tender associated with the preparation of the master 
plan regarding the new city that will be built on the northern part of Istanbul and the 
consortium formed by HOK International, Dome Mimarlık ve Buro Happold won the 
tender.  
 
43. Erdemir posted a net profit of TRY 67mn  
Erste 
February 20, 2013 
 
Erdemir posted a net profit of TRY 67mn (down by 56% q/q and 61% y/y) in its 
4Q12 financials, significantly lower than the CNBC-e consensus estimate of a TRY 
167mn net profit. Thus, the company's FY12 net income figure stood at TRY 424mn 
down by 58% y/y. Although the company managed to increase its revenues on a y/y 
and q/q basis, EBITDA and bottom-line lagged behind the estimates, mainly 
attributable to;  
 
i. low margin product mix (higher level long products in total sales: 25% in 
4Q12 versus 23% in 3Q12 and 20% in 4Q11)  
 
ii. lower average sales prices on both q/q (down by 6-8% )and y/y (down by 13-
16%) comparison  
 
iii. sharp increase in company's deferred tax expenses in 4Q12 which resulted in 
57% effective tax rate for the underlying quarter and 29.5% for FY12  
 
Although announced figures are in line with the management guidance (Sales 
volume of 7.4mn tons, EBITDA margin of 10-12% and a net margin of 4-6% for 



FY12), since the operational results are lower than the market expectations, we 
expect a pressure on share price in the short run.  
 
44. Erste raises recommendation on Sisecam  
Erste 
February 21, 2013 
 
We raise our recommendation for Sisecam to Hold with a 12M target price of TRY 
3.06, which represents 6% upside. Following Sisecam's Pasabahce IPO news, 
lessening pressure from energy costs and the share price's recent 5.5% 
underperformance in the last month, we upgrade our recommendation to Hold (from 
Reduce). We expect Sisecam's revenues to increase 10% to TRY 5.9bn and its 
EBITDA margin to post a slight increase, reaching 19.6% in 2013, from 18.5% in 
2012, mainly thanks to lessening pressure from energy costs. 
 
However, we think that short-term weakness in the flat glass segment and mid-term 
threats, especially increasing competition in the glass packaging and chemicals 
segment, are still on the horizon for Sisecam. Pasabahce's IPO and simplifying cross-
ownerships between group companies are the main upside risks. Sisecam 
management plans to hold an IPO for Pasabahce, the flagship company of the 
glassware segment and the third largest global producer in 2013. Although we 
believe that most of these positives are priced in, a higher IPO sales price and 
simplifying cross-ownerships between group companies before the IPO may bring 
new short-term catalysts to Sisecam and its group companies. 
 
45. Standard portfolio channels attracted a bulky $2.1bn in Turkish inflows 
last week  
Erste 
February 22, 2013 
 
Inflows through the standard portfolio channels accelerated again last week, more 
than recovering the previous week's sizeable outflows. According to the CBT data, 
there were USD 2.1bn inflows last week, driven by the bond market.  
 
Foreign investors added an eye-catching USD 2.4bn into the local bond market 
during the week of February 15, more than recovering the previous week's USD 
1.1bn outflows. Accordingly, cumulative inflows have surged to USD 4.0bn so far this 
year in the bond market.  
 
On the other hand, the equity market continued to suffer outflows a third week in a 
row. Foreign investors were net sellers of USD 155mn during the week of February 
15. Y-t-d there have been USD 74mn in net outflows from the equity market.  
 
Meanwhile, the Eurobonds saw a tiny USD 60mn in outflows during last week, which 
carried the y-t-d inflow figure to USD 0.4bn.  
 
46. Turkcell - Great set of 4Q12 results  
VTB Capital 
February 22, 2013 
 
Turkcell's 4Q12 results were strong, in our view. The key reason for the 
outperformance was robust Turkish mobile operations. The Turkish mobile market 



remains on a repair trajectory, primarily benefiting Turkcell. The company saw 
acceleration of revenue growth to 13% YoY in 4Q12 vs. 7% YoY in 9M12. 2013 
EBITDA guidance looks conservative to us. We reiterate our Buy recommendation.  
 
Much stronger than consensus. Turkcell has delivered strong 4Q12 results. The 
consolidated top-line was 6% ahead of consensus and 3% ahead of us. Consolidated 
EBITDA was 9% ahead of consensus and 5% ahead of us. Net income was impacted 
by one-offs of over TRY 100mn. Net income excluding one-offs was 11% ahead of 
our estimate.  
 
Continued improvement in Turkey. The major reason for the outperformance was 
strong Turkish mobile operations, which is a big positive, in our view. The Turkish 
mobile market remains on a repair path, and Turkcell is the major beneficiary of this 
trend. Blended mobile ARPU was flat QoQ in 4Q12 in lira terms, and was ahead of 
our forecast by 4%. This led to significant revenue acceleration to 13% YoY in 4Q12 
vs. 7% YoY in 9M12. The reasons were i) a 3% sequential increase in voice APPM as 
the pricing environment was benign and ii) an 2pp uptick in smartphone penetration 
QoQ to 19% and strong data revenue growth (up 48% YoY in 4Q12 vs. 42% in 
9M12). These are better dynamics than Vodafone Turkey and Avea, which showed 
some 4pp revenue growth acceleration in 4Q12. Turkcell Turkey's EBITDA margin 
came in 0.8pp higher than our forecast at 30.8% Postpaid share on the rise. Postpaid 
ARPU was continuously impacted by the switch from prepaid tariffs. The share of 
postpaid subscribers increased another 1pp QoQ, which is a long-term benefit for 
blended ARPU. In the prepaid segment ARPU was strong, driven by higher package 
penetration, as well as rise in voice and data usage.  
 
Subsidiaries and conference call. Superonline's top-line growth and profitability were 
in line with our estimates. The EBITDA margin went down 1.7pp QoQ to 20.6% due 
to increased marketing activity in 4Q12. In Ukraine, Astelit results were weaker than 
our estimates, but do not have much of an impact on Turkcell's consolidated 
financials. The management will host a conference call today at 3.30pm UK / 5.30pm 
Istanbul / 10.30am EST. Dial-in numbers are +44 208 515 2301 / +1 480 629 9692.  
 
2013 guidance. Turkcell guided for revenue of TRY 11.2-11.4bn, EBITDA of TRY 3.3-
3.5bn and capex-to-sales of some 15%. Revenue guidance is 1-3% ahead of the 
Bloomberg consensus. EBITDA guidance is conservative, in our view: Turkcell meets 
the Bloomberg consensus at the top end of the guidance. We believe that Turkcell is 
capable of delivering towards the top end of the guidance range, if not beating the 
estimate, given the ongoing improvement in the market. Capex is slightly lower than 
the street forecast.  
 
47. Turkish political and market risk persists 
Tim Ash (Standard Bank) 
February 21, 2013 
 
I visited Istanbul and Ankara on 18-20 February, meeting with various government 
officials, attending the latest CBRT meeting with economists and meeting a number 
of diplomats, journalists, analysts and bankers. 
 
Summary view.                                          
Markets have discounted political risk, but the ongoing pressure for constitutional 
reform could create hurdles on the way, and prospects of a looming referendum 
creates the risk of policy mis-steps ahead. Regional political risks are also set to 



continue to fester, creating contingent risks which cannot be entirely ignored from a 
market perspective. 
 
Watch out for an FATF ruling next week which might still spring surprises and could 
still cause difficulties for the domestic banking sector. The CBRT remains confident of 
the growth/recovery story and is indicating a willingness to continue to tighter policy 
through the use of macro prudential tools. We are less convinced over the success of 
efforts to stem hot money inflows, and with the current account deficit set to re-
expand in 2013, we think the risks of an exchange rate correction are significant. 
Indeed, we have revised up our exchange rate forecast for year-end, to TRY1.9 to 
the US dollar. The risks are now biased to the downside, and with local currency debt 
only yielding 5.75% or thereabouts, simply put, investors are not being paid for the 
risks. With growth recovering and with prospects of the lira cheapening, it probably 
makes sense to move out of bonds into equities, which also benefit still from the 
very positive longer-term story on Turkey. 
 
Political risk.                                               
Markets have long discounted political risk in Turkey, and the debate during our visit 
surrounded what, if any, of the political issues/challenges facing the country could 
have any market/marked impact. 
 
Domestic politics - constitutional reform, and the Kurdish reform agenda 
The domestic political scene is currently being dominated by discussions over plans 
for constitutional reform. Currently, a parliamentary constitutional reform 
commission is trying to win cross party support for a single document, to replace the 
80s era constitution borne out of a military coup, and which has only been partially 
reformed/updated since. The consensus is that prime minister Recep Tayip Erdogan 
is pushing for the creation of an executive presidency as part of that process. A key 
driver herein seems to be the self imposed internal AK party rule which sets a three-
term limit on members serving in parliament. This would mean that Erdogan and 
many within the current party leadership (including Deputy prime minister Ali 
Babacan, alongside former speaker Bulent Arinc) will have to find new 
positions/roles. The consensus seems to be that, after 11 years in senior cabinet 
roles, Babacan favours a move on from politics. He would seem an ideal candidate to 
serve in a high level on one of the IFIs (World Bank, IMF, et al). Erdogan, by 
contrast, appears in no mood to step down from his front line leadership role, and 
given his assumed desire to leave a lasting legacy on Turkey, the assumption has 
always been that his final move would be to the Pink Palace (a.k.a. the presidency). 
Erdogan's road appears though to be currently blocked by unease in the opposition 
and, indeed, elements from within his own party that he is concentrating too much 
power already, and a move to an executive presidency would be a step too far. 
 
To push constitutional reform through parliament requires a three-fifths majority, or 
367 deputies, or a lower threshold of 330 deputies is required to force a referendum 
on constitutional reform. The AK party current has 324 deputies in parliament, i.e. 
short of the 330-seat threshold. As a result, in recent months, Erdogan and his 
supporters have appeared to be looking to sidle up to elements in the opposition, 
first the nationalist MHP, and lately the ethnic Kurdish BDP which has 30 seats in 
parliament (albeit four deputies are currently in jail and in effect barred from voting).  
 
Erdogan and his supporters currently thus appear to be looking to win backing from 
the BDP and its supporters to ensure a constitutional reform majority in parliament, 
which would then force a constitutional reform referendum. Winning support from 



the BDP is though in itself difficult, given that the price of such reforms will likely be 
further Kurdish rights reforms, possibly extending even to an amnesty's for jailed 
BDP and PKK members, and even a relaxation in PKK leader Abdullah Ocalan's 
current prison conditions. Opinion polls suggest that this would be unpopular with 
the wider Turkish public, and also with AK party supporters. Thus, while BDP support 
might ensure enough votes in parliament to push a new constitution to a 
referendum, winning such a vote amongst the wider public might be difficult in 
practice. Note that the general consensus amongst those that we meet was that 
ultimately Erdogan's strong personal following was still likely to be enough to carry a 
referendum vote, albeit it could be a close call. We heard one view that suggested 
that AK party officials close to Erdogan, have recently begun to back off from 
pushing the executive presidency idea, perhaps mindful that such a vote would be 
difficult to win in practice and potentially could prove very destabilising to the current 
political order in which the ruling AK party still dominates.  
 
Government officials have indicated a desire to finish the constitutional reform 
consultation process in parliament by April, which might enable holding a referendum 
perhaps as early as September. Local elections are due in Turkey in 2014, 
parliamentary elections the year after followed by presidential elections by 2016. We 
also heard talk that the constitutional reform referendum might be delayed until 
2014, but that Erdogan would want the issue resolved before the next scheduled 
parliamentary election. 
 
Clearly, Turkey is entering an extended electoral cycle now, with three years of 
important ballots. We would also highlight that local/municipal elections are 
increasingly being seen as important in Turkey, as the AK party is eager to dominate 
both the local and national scene, with looming key battles in important cities such 
as Izmir and Istanbul. The obvious concern is that government policy will turn more 
populist in the run up to the votes, and more pressure will be placed on institutions, 
such as the CBRT to deliver on a growth oriented agenda. There is already some 
evidence that fiscal policy is loosening. 
 
Foreign relations 
On the external front, Turkey also faces numerous challenges and particularly with 
its neighbours, Iraq, Iran and Syria. Indeed, relations with governments in all three 
countries appear to be at something of a recent low point - the contrast is stark, with 
Turkey's stated aim only 2-3 years ago of having a policy of zero problems with its 
neighbours. 
 
Turkey is still struggling to determine an appropriate response to the conflict in 
Syria. At times, it has appeared eager to encourage/lead greater foreign intervention 
against the Assad regime and to bring a speedy end to the conflict. However, as one 
western diplomat quipped it was not entirely clear specifically what Ankara has in 
mind herein. Turkey itself appears wary of committing ground troops to any conflict, 
even as part of a broader international intervention. This reluctance probably relates 
to recognition of the complex situation on the ground in Syria and recognition that 
any such intervention could prove protracted and costly in terms of the possible loss 
of life. There is perhaps also recognition that Turkey's own military capacity has been 
significantly eroded by the recent Ergenekon and Sledgehammer cases which have 
seen the imprisonment of hundreds of Turkey's officer corps. The long-running 
conflict with the PKK also continues to stretch Turkey's military capability, and there 
appears to be a reluctance to do anything, e.g. with respect to an intervention in 



Syria, which could further undermine the efforts to counter the PKK, which remains 
Turkey's number priority still for Turkey's military and security services. 
 
There seems to be recognition that the conflict in Syria will continue to drag on, and 
in Turkey there is much discussion as to what this means for Turkey itself. There is 
certainly fear of an escalation in unrest/conflict across the border - affirmed in recent 
weeks by a number of cross border bombings. There is also concern that Syria's own 
armed Kurdish groups could infiltrate the border and further complicate Turkey's own 
Kurdish issues - there is much talk that both the Iranian and Syrian governments 
might have an interest in promoting such activity to improve their geopolitical 
position with respect to Turkey. In terms of the economic impact of the crisis in 
Syria, it does seem to be disrupting trade flows to important markets in the Middle 
East, as Syria is an important overland route, particularly to the GCC. The direct 
costs though appear manageable - Turkey has learned to live/trade in a difficult 
region for centuries, and sometimes has prospered on the back of such disruptions. 
That said, we think that the crisis in Syria, and regional risks with respect to Iran and 
Syria, are impacting on broader consumer confidence in Turkey itself, along with 
uncertainty over the Kurdish rights/reform issue and constitutional reform process. 
We would argue that has played no small part in the slowing of domestic demand in 
Turkey itself.  
 
Relations with the Maliki government in Baghdad continue to deteriorate, partially a 
reflection of the latter administration's strengthening association with Iran, and 
tensions over the position of ethnic-Turkomen in northern Iraq. And, in a remarkable 
turnaround from the position maintained through the "coalition" invasion of Iraq in 
2003, and given domestic tensions in Turkey over the Kurdish issue, Ankara seems 
to be strengthening ties with the Kurdish Regional Government (KRG) in northern 
Iraq. This seems to reflect the political and strategic realities on the ground, and 
strengthening business links with the region, plus recognition that with Shia-Sunni 
and Kurdish tensions on the rise, the KRG perhaps offers the best hope of protection 
of Turkomen and Turkish interests in the region. 
 
Similarly, and following the recent departure of US/coalition troops, the KRG seems 
to be increasingly looking to Turkey for protection and business/trade, including 
importantly for the export of oil/energy. Clearly, the latter opportunities dove-tail 
quite nicely with Turkey's number one longer-term economic/strategic objective of 
diversifying energy supply sources. 
 
Turkey-Iran relations are similarly complicated - the two are rivals for 
power/influence in the region, the Shia-Sunni divide is another bone of contention, 
especially given that the conflict in Syria is increasingly evolving along sectarian 
lines, and then Ankara suspects that Tehran has been supporting various Kurdish 
military groups against Turkey. That said, the two are important trade partners, with 
Turkey significantly reliant on Iran for energy supplies, and Iran itself historically 
being an important market for Turkish manufactured goods. Trade ties have recently 
been further complicated by Western-driven sanctions against Iran, straining 
relations between Turkey and Iran, and also between Turkey and the West. Over the 
past year, the focus has been placed on a boom in gold exports, the consensus of 
which is that these relate to attempts by Iran to circumvent the sanctions regime. 
The numbers have not been insignificant, with a USD10-11bn increase in Turkish 
gold exports in 2012 - mostly to the UAE, and Switzerland.  
 



The rise of the "Iranian" gold trade has itself placed greater scrutiny on Turkey's 
broader anti-money laundering legislation, e.g. compliance with FATF rules. As 
background for over a year now Turkey has been at risk of being placed on the FATF 
"black list" alongside North Korea and Iran, which would force FATF members to 
apply countermeasures on Turkey as a result of non-FATF compliant 
legislation/practice. In July, the FATF appeared to give Turkey a stay of execution, 
giving it until February 2013 to make its legislation FATF compliant or risk 
suspension from the FATF. It is still unclear whether this might also mean FATF 
black-listing - we assume it will fall short of such a move. That said, the implications 
for Turkish banks could still be quite significant in terms of the potential for 
disruption to international business/ties. 
 
The Turkish government/parliament have recently responded by passing new 
legislation aimed at making Turkey FATF compliant. Doubts remain though as to 
whether this legislation goes far enough, with a number of other FATF members 
appearing critical of the legislative changes. One prominent foreign diplomat we met 
indicated that while he would not bet on the FATF suspending Turkey's membership, 
he thought that the risks of such an outcome were not insignificant. He did, however, 
note that there was also reluctance amongst Turkey's allies to take such a forthright 
step, when it was agreed that Turkey was generally deemed "de-facto compliant" 
with FATF rules, if not "de-Jure compliant". Indeed, it was accepted that in general 
Turkish banks are now working hard to comply with international best practice with 
respect to anti money laundering, a reflection perhaps of their desire to improve 
their access to international capital markets - exampled by the recent flurry in 
Eurobond issues by Turkish banks. 
 
Relations with the West.                             
Relations with the US appear to have improved in recent months, a reflection 
perhaps of greater alignment in policies towards and cooperation over Syria and 
Iran. That said the poor state of Turkish relations with Israel, and the AK party 
government's continued support for Hamas remain points of contention. Similar 
perhaps to views within the EU, there is also some concern in the US over 
backtracking by the Erdogan administration on the democratic reform front. 
 
At face value, Turkey's bid for EU accession received something of a boost in the 
past few weeks with news that France is unblocking one further chapter of EU law, 
albeit a further four remain blocked by France, and seven by Cyprus. Encouragingly 
though, PM Erdogan also recently spoke of not giving up on the EU project. That 
said, also in recent foreign visits to Central Europe, Erdogan again spoke out over 
what he saw as EU double standards when it comes to Turkey's EU accession bid. 
Nevertheless, the consensus we met was the view that the process will remain long 
and winding, with the outcome uncertain still, but that neither side appears yet to 
want to break that process. Both sides still want to remain engaged. 
 
The economy 
 
CBRT meeting - looks what's cooking   
While in Ankara, we attended the CBRT's now regular meeting with economists, 
which came the day after the MPC's monthly sitting at which the bank cut its lending 
and borrowing rates each by 25 bps and hiked reserve ratios on FX and TRY 
deposits. This provides a useful backdrop for a discussion of the economy and the 
economic policy-setting. 
 



The CBRT gave a general overview of how it sees the economy as context for the 
latest policy move. The bank noted that the past month has seen some surprising 
data releases, with inflation coming in ahead of expectations and the current account 
deficit and industrial output coming in below expectations. On the IP print, the bank 
argued that this went against its previous line that the economy would begin to show 
signs of recovery in late 2012 and into 2013. However, the bank argued that the 
surprisingly weak IP print was likely a one-off, as the series is volatile and historically 
hard to predict and driven more by exports than domestic demand. Indeed, the bank 
argued a range of other indicators still suggested recovery in domestic demand, 
including consumer confidence indicators, while it expected investment still to pick 
up steam over the next few months. It suggested that part of the explanation for the 
weak IP print could be de-stocking, and once this is out of the way, IP grow could 
accelerate. The bank highlighted recent strength in credit extension, as also being 
growth supportive, and held to its view that real GDP grow "would be at least 4%" in 
2013.  
 
The bank argued that the current account deficit adjustment lower had been more 
prolonged than it expected, but that it was expected to re-expand from February 
onwards, albeit moderately.  
 
Inflation had surprised on the upside in January but, according to the CBRT at least, 
this was due to administered price hikes and tax increases, plus unprocessed food 
prices which are inherently volatile. It noted that core inflation measures remained 
relatively well behaved, and hence was not yet at the point of adjusting its inflation 
forecasts for the year. 
 
Credit growth has shown signs of rapid acceleration in recent weeks, which the bank 
was keen to highlight explained the CBRT's decision to hike reserve ratios - note that 
credit growth which the CBRT has indicated is sustainable around the 15% YOY 
growth level, has pushed up to 20% in recent months. The bank explained the 
upturn in credit growth to rising consumer confidence plus perhaps the fact that low 
yields on TRY government debt are forcing banks again to lend to the real economy.  
 
The bank was keen to argue that the market should take its monetary policy actions 
on 19 February as tightening, with the hikes in reserve requirements therein being 
key. 
 
The bank explained the cuts in the bottom end of the corridor as being driven by the 
desire to stall hot money inflows - which it says are continuing apace - and to 
prevent the resultant over-appreciation of the lira, which has been approaching the 
120 level on a real effective exchange rate basis at which point the bank has 
previously indicated it would react. 
 
In terms of the move in the upper end of the interest rate corridor, the borrowing 
rate, the line was given that this is becoming less important for banks in pricing 
commercial loans, and the bank is keen to narrow the corridor more generally. Still it 
did not really give a convincing argument as to why this was needed at this point in 
time, and why one would not construe this as easing - going against the bank's line 
that it is still tightening policy. Arguably, originally the bank introduced the wide 
corridor to give it flexibility on the interest rate front and  the high borrowing rate 
acted to influence on the top side the rate (worst case cost of borrowing from the 
CBRT) at which it banks priced commercial loans. Narrowing the corridor presumably 
sends a message that the crisis conditions, which had forced the widening of the 



corridor in early 2012, are moderating, which could put downward pressure as a 
result on rates of commercial lending - or at least that is my take. Suffice to say that 
this move was still somewhat confusing.  
 
In terms of the success of the policy mix of keeping policy rates low so as to stall hot 
money inflows, the obvious question is how come 2012 saw record net portfolio 
inflows of close to USD40bn i.e. double the previous record annual level. Perhaps the 
CBRT might argue that without the CBRT response inflows would have been even 
higher. Still, comparatively speaking, Turkey has seen much higher inflows than 
other EMs, at least in 2012, i.e. the equivalent of 4-5% of GDP. The CBRT argued 
that this was partly driven by ratings upgrades and expectations of more to come, 
plus the wall of money into EM. The CBRT did not really answer the question that the 
bank's policy of aggressively managing the lira over the period since late 2010 might 
have partly been to blame, as the reduced FX volatility that has resulted has served 
to encourage even more inflows counteracting the CBRT's response of cutting the 
lending rate. 
 
Of particular note, the CBRT argued that the lira would be much less vulnerable this 
time around to the potential withdrawal of hot money flows. It argued that some of 
these inflows are equity related (small in my view relative to bonds) and that the 
introduction of the Reserve Operations Mechanism (ROM) gave much more scope for 
banks and indeed the CBRT to manage FX liquidity - the idea is that banks have 
flexibility to switch between TRY, FX and gold in RRRs, depending on liquidity 
conditions. I have to say that I did not find this answer very convincing, given the 
sheer weight of net portfolio flows received in 2012, and the record stock of portfolio 
monies invested in Turkey, combined with the low carry now on TRY instruments. 
Sure, the CBRT now has the ROM, but it is untested, and the stock of portfolio 
holdings is so much larger than for the period 2011 to mid-2012 when it really 
struggled to fight depreciation pressures. Gross reserve levels are also very modest 
still by international standards and relative to external financing needs. I guess the 
CBRT would hope that its actions over the past couple of years, i.e. showing the 
market that it cares and even targets the exchange rate, and are willing to be 
proactive and take the market on, will counter the risks of a wholesale exit. 
 
While the CBRT is obviously institutionally strong - amongst the best globally - and 
no doubt has some very clever individuals, I fear that they are still perhaps trying to 
do too much. 
 
I, for one, could not quite understand why they made any changes in policy at the 
last MPC meetings, given the data flow was decidedly mixed. Surely a traditional 
central bank approach would have been to do nothing, let previous actions further 
take effect and wait for better data flow. Indeed, I did not see anything pressing and 
compelling on the data front that drove the latest policy responses. 
 
This does then leave one with the impression that this is a central bank that loves to 
tweak its policy tools (and it has a bigger tool kit than most) and likes to play around 
with them to see what will work here and there. Indeed, it is incredible that the bank 
does feel that its various tools have such very specific impact, i.e. lowering the 
lending rate to cap hot money inflows, and hiking RRRs to slow credit growth, and to 
target such a specific rate in this latter respect. The obvious concern is that it still 
has too many objectives and too many policy tools. The most obvious metaphor is of 
a chef (maybe even Michelin star) trying to bake in an oven and having to figure out 
the right temperature, how long to leave the oven on and on what shelf to place the 



baking tins. Now this might be fine when baking a single cake, but in this instance it 
seems to be trying to bake a soufflé (financial stability, hot money and its impact on 
the exchange rate) and perhaps a date and walnut cake (inflation). Now either the 
cakes might not rise, or might burn, but it will take a chef of great skill and expertise 
to pull this one off. Keeping to the cooking theme, surely this central bank has 
thrown out all the cooking books in its move to a very unorthodox, "cooking by 
hand" approach to monetary policy. It needs to peer through the oven door 
constantly, and perhaps make subtle adjustments all the time. 
 
Titbits from the trip 
Beyond the CBRT meeting, discussion was very much focused on the state of the 
economic recovery, with views very much divided therein. There was though a sense 
of surprise even from the Turkey growth bulls (including yours truly, and the CBRT if 
the meeting with economists was anything to go by) at the lack of clear evidence of 
a pick up in the pace of growth. Drags on growth remain:  
 
* CBRT policy, if the central bank is to be believed; the weak European and global 
growth outlook;                                        
 
* heightened domestic political uncertainty over the constitutional reform process 
plus concern over regional risks/conflicts in Iraq, Syria and Iran. 
 
* De-stocking 
 
Interestingly though, the latest CBRT expectations survey indicated that participants 
still predict 4% or so real GDP growth for 2013, so bang on the CBRT's forecast. That 
said, the survey was conducted before the latest IP print. 
 
In the context of the debate over growth, recent government interventions against 
the central bank policy were interesting, in particular comments by the minister of 
economy, Zafer Caglayan, that policy rates need to go lower if the economy is to 
meet government targets of making Turkey a top-10 global economy over the next 
decade or so. This has created concern over the independence of the CBRT - not that 
the bank appeared overly concerned by this. There are though concerns that in the 
run-up to a referendum vote on a new constitution and, as the country heads into 
election season, that fiscal policy will be loosened. Already herein, in the first few 
budget data prints for the year, there is evidence of a marked pick-up in non interest 
spending, albeit the headline deficit is contained by strong revenue growth, helped 
by hikes in consumption taxes, and one off revenues from privatisation. Still this 
does need watching and especially in the context of a still vulnerable current account 
position. 
 
On the balance of payments front, there was recognition that some rebalancing has 
occurred, but that the improvement in 2012 flattered to deceive somewhat by one 
off items such as gold sales, presumably by agents of Iran. Thus, while the headline 
current account deficit moderated from USD77bn in 2011 to USD46-48bn (depending 
on adjustment higher in tourism revenues) in 2012, the deficit is likely to re-expand 
to perhaps in excess of USD60bn this year. 
 
The key vulnerability though remains the quality of financing of the current account 
deficit. Also, the huge weight of net portfolio flows - ~ USD40bn in 2012 - still leaves 
Turkey very vulnerable to a reversal of current liquid global market conditions. 
Further, net FDI flows disappointed in 2012 at only around USD8bn, and herein the 



government needs perhaps to provide more clarity on the future of big ticket sales in 
the energy and transport sectors. 
 
Strategy 
The trip has made me view my broader recommendation on Turkey, in particular, the 
outlook for the exchange rate. The consensus seems to be that aggressive CBRT 
management will hold the lira broadly unchanged around current levels. 
Increasingly, I struggle with this view: 
 
First, the CBRT has openly stated that it wants the currency weaker, or at least 
wants to prevent further appreciation and is prepared to act; be careful what you 
wish for. 
 
Second, both the flow and stock levels of portfolio investment are at record highs, 
and in my mind, what goes in can easily go out, and especially if we see a reversal of 
global risk appetite, perhaps with an out of consensus growth/recovery in the US and 
China which could force USTs to further adjust higher.  
 
Third, market rates are low (benchmark TRY bond now at 5.75% with inflation at 
7.1%) and offer very little carry protection for portfolio investors.  
 
Fourth, we expect the current account deficit will re-accelerate into 2013 if the 
CBRT's current upbeat growth assumptions come to pass. This will mean an 
increased external financing requirement to fill.  
 
Fifth, we are giving up hope of near-term ratings upgrades by either S&P or Moody's. 
We continue to believe that Turkey is deserving of full investment grade (strength of 
public finances plus proven willingness to pay are key herein), and that the ratings 
agencies are behind the curve, but both Moody's and S&P appear to put too high a 
weight on external financing risks. Hence, we think they will delay any upgrade, 
especially given our expecting that the current account deficit will re-expand in 2013. 
We would argue that if the current account is not financeable, the lira will adjust 
weaker but, that, given the low level of external leverage still throughout the 
economy, this should not impinge on the sovereign's ability to pay. That said, with 
the current account deficit expected to re-widen this year, and given the weight of 
portfolio investment financing, we simply think that both the latter two agencies 
have missed the opportunity to right the injustice (on Turkey) of the past, as did 
Fitch. Thus, given that they have not moved yet, they at unlikely to, in our view, for 
some time yet. 
 
Conclusion 
We thus think that the risks of a sizeable currency adjustment this year are not 
insignificant. And, indeed, our base case is that the lira will be back at around the 
TRY1.90 level against the USD by year-end. From the CBRT's perspective, arguably 
this would be good news, as it would release them from having to manage a wall of 
inflows, it would create a more competitive currency, and further help with the 
current account adjustment. Increased FX volatility would also help counter further 
hot money inflows, making the management of monetary policy that much easier 
going forward. We do think that the Turkish economy will be able to live with a 
weaker currency, without this creating broader systemic risks. This will just be a 
healthy FX correction, albeit the CBRT might be forced to move to tighten policy by 
hiking policy rates in a more orthodox fashion. It could thus mark the end of the 
bank's unorthodox policy dalliance. 



 
CE STOCKS 

48. Asseco Poland - Don't byte off more than you can chew  
VTB Capital 
February 20, 2013 
 
Asseco Poland is a leading CEE IT and software solutions provider in Europe, Israel 
and the US, with the lion's share of sales coming from Poland and Israel. The 
challenging macro backdrop in its core regions of presence mean that our organic 
growth expectations are reserved, while more M&A could be expensive and dilute 
management's focus. At 6.0x 2013F EV/EBITDA, the stock does not look cheap to us 
in the absence of solid international development strategy and muted expectations 
for major improvements in growth or profitability trends. We are initiating Asseco 
Poland with a Hold recommendation and a 12-month Target Price of PLN 47.  
 
Macro environment is not benign. The European Union keeps muddling through the 
debt crisis, which is hampering the region's business environment: demand for IT 
and software solutions is shrinking and price competition is intense. The growth 
outlook for the core market of Asseco's business interest, Poland, remains subdued, 
and it will not be fully compensated for by the relatively better backdrop in Israel.  
 
Accelerated growth is clouded. Our view on the growth outlook in the longer term is 
instructed by the IT market to GDP ratio, which is reasonably mature for its two 
anchor markets, Poland (1.7%) and Israel (2.5%). This caps any medium- to long-
term accelerated growth rates for the markets (we nevertheless forecast a 6% 
annual growth rate for Poland and 5% per annum for Israel), making the company's 
earnings growth a function of efficiency gains on the costs side and strategic 
initiatives to unlock synergies from its international presence. We forecast a 
downbeat EPS growth profile in 2013-15, which is only gradually improving beyond 
2015.  
 
Organic ITS and software growth priced in. The company's business model stems 
from its i) strong positions in the Polish and Israeli IT markets, driven by leading 
expertise in software solutions; ii) increasing focus on higher-margin ITS; and iii) 
leading market share in CEE countries backed by a number of acquisitions in recent 
years. While Asseco Poland is well positioned to capture the technological upgrade in 
its countries of presence, we believe, its development potential requires a more 
pronounced product strategy. This has yet to be addressed by management.  
 
State orders might cushion top line. We see Asseco Poland SA enjoying the Polish 
government's continuing emphasis on IT, as its business model is focused on 
developing domestic software and providing IT services for Polish state agencies, 
which accounted for 23% of Poland's IT spend in 2011.  
 
Valuations. In our DCF valuation, we use WACC of 11.1% for Asseco Poland and a 
terminal growth rate of 2%. Asseco Poland currently trades at 6.0x 2013F EBITDA, 
suggesting an 8% premium to European ITS peers.  
 
Key risks. Downside risks to our valuations come from weaker than expected 
demand for IT services on the back of slower economic growth and tightening labour 
markets, while lesser salaries inflation and low competition among developers are 
the key upside risks.  



 
49. CEZ and PGE - Buy CEZ, Sell PGE re-confirmed  
VTB Capital 
February 20, 2013 
 
2012 is to be the second year in a row that PGE has surprised with one-off write-offs. 
We calculated that the PLN 1.5bn write-off removes 30% from EPS and puts FY12 
expected DPS under risk. We continue to see PGE's capex being a medium-term drag 
on gencos' FCF and ability to sustain the DPS expected by the consensus. CEZ is our 
preferred name in the region. The revocation of its licence in Bulgaria affects the 
company's reputation more than its value, in our view, as Bulgarian operations 
account for only 1% of NAV. CEZ's nearly pure exposure to power and better FCF 
and DPS visibility support our view.  
 
PGE to recognise PLN 1.5bn (30% of FY12 earnings) net write-offs. PGE stated 
yesterday that the one-offs would cut FY12 EBITDA by PLN 1.5bn. The one-off items 
are non-cash and include write-offs at Dolna Odra TPP and provisions for re-
cultivation costs, partly offset by paper gains on LTC.  
 
No major impact on DCF but DY for 2012 is at risk. Given the non-cash and one-off 
nature of the recognised losses, we see them as being immaterial for our DCF 
valuation. However, recognised write-offs are to cut FY12 EPS almost 30% to PLN 
1.6, which is likely to put pressure on the dividend stream. The company's dividend 
policy stipulates 40-50% of net income being spent on dividends, which translates 
into a modest 4% dividend yield (vs. the initially expected 6%) DY for 2012. We 
believe that in the current market environment, disappointment on the dividend 
might trigger a correction in the company's share price.  
 
DPS predictability remains cloudy. It is the second year in the row in which PGE has 
recognised PLN 1bn+ of write-offs, which we believe poses a sizeable risk of similar 
one-offs taking place in future. The latter affects EPS predictability and thus the 
dividend stream. Furthermore, PGE received a positive court ruling on the USD 3bn 
Opole project, which makes its implementation more likely: we see the project as 
NPV negative to the tune of PLN 2.3bn (PLN 1.2/share). This will likely put extra 
pressure on FCF (the company is to turn FCF negative in 2013) and EPS (financial 
costs growth).  
 
Buy CEZ, Sell PGE trade remains in place. We are reiterating our Sell 
recommendation on PGE, with a 12-month Target Price of PLN 16; the stock trades 
at a 2013-14F P/E of 11x, almost a 10% premium to its DM peers, and with a 3.9% 
FY12 DY (at a 40%payout) vs. 5.4% DY for DM peers. This is accentuated by low FCF 
predictability (risk of loss-making and politically motivated projects) and the risk of a 
share overhang (the sale of the state's 11.9% stake). In these circumstances, CEZ 
remains our most preferred name in the CEE space, given its better exposure to 
potential power price recovery, and more attractive and predictable DY (7.0% for 
2013-14). Most recently CEZ stock was hurt by the risk of licence withdrawal in 
Bulgaria, losing 10% YTD. This, however, adds reputational risks rather than 
materially affecting the stock's value, since Bulgarian operations account for only 1% 
of CEZ's NAV. We are maintaining our Buy CEZ-Sell PGE trade idea initiated in our 
Buy CEZ, Sell PGE of 11 December.  
 
50. Czech "anti-corruption coalition" pushes regulation of bearer shares 
through lower house 



bne 
February 20, 2013 
 
Convening an "anti-corruption coalition" capable of pushing the legislation through at 
last, the Czech parliament passed a bill introducing regulation of anonymous "bearer" 
shares on February 19, pushing aside attempts to scupper it from a group of MPs 
from the ruling ODS party.  
 
Halting the use of the anonymous ownership shares has been discussed for years. 
The new legislation will force companies to enter bearer shares into a central 
depository or deposit them as bearer shares in paper form in a bank. That should 
allow authorities to trace ultimate beneficiaries when needed - for instance when 
investigating companies applying for public procurement contracts. Should 
companies fail to follow the new regulations, bearer shares will be converted into 
registered shares. 
 
The bill was supported by 160 of the 162 deputies present in the 200-seat chamber, 
CTK reports. The coalition government led by ODS has a majority of just 105, 
including several independents, and 18 MPs from ODS voted against the bill, which 
will now pass to the senate for approval.  
 
As bne <A 
HREF="http://www.bne.eu/story4565/Procorruption_coalition_sinks_Czech_bill_on_a
nonymous_shares">reported</A>, a group of deputies from senior coalition partner 
ODS blocked a vote on the bill on February 13, with budget committee chairman 
Pavel Suchanek seeking an amendment excusing existing bearer shares from the 
regulation. Such a change would clearly make the bill toothless, and the government 
swiftly pulled the vote. 
 
Martin Fadrny from Environmental Law Service suggested to Radio Praha at the time 
that he wouldn't be surprised to see a coalition formed to prevent the legislation 
making it through parliament. "We will see whether a big pro-corruption coalition will 
form now. We have seen this situation happen before in other deliberations, when 
left and right-wing MPs found reasons not to support anti-corruption legislation."  
 
However, led by Prime Minister Petr Necas, the government and opposition CSSD 
was able to put an anti-corruption coalition together to push the legislation through. 
It has been suggested for years that it's almost impossible to push through such a 
bill in a parliament filled with MPs who potentially benefit from non-transparent 
public contracts.  
 
ODS leadership voiced support for the government's version ahead of the vote, 
which was finally supported by a majority of party deputies. Necas said he is 
convinced that the government's bill is a step in the right direction, although he 
admitted it is far from the perfect solution. "I think this path, which enables the 
preservation of this type of shares but clearly says where the information on them is 
deposited, and which also enables access to it by the authorised institutions in case a 
suspicion of crime emerged, is an appropriate compromise," the PM told CTK. 
 
However, the CSSD - which has also managed to allow the Czech Republic to remain 
one of only three states in the world (the tiny Pacific islands of Marshall and Nauru 
being the others) to continue using bearer shares during its stints in power - 
complains that it does not do enough to uncover the identity of company owners 



should they really want to remain anonymous. "If the owner wants to stay 
anonymous, he will found a firm in the Cayman Islands and the Czech law will not 
apply to him," said CSSD deputy Jan Chvojka. 
 
51. Lazarus liquidates PannErgy shares 
Erste 
February 19, 2013 
 
PannErgy main shareholder Lazarus (which is related to the chairman of the 
company) liquidated 5,000 PannErgy shares on February 15, as Lazarus did not have 
proper financial power to keep the shares. After the transaction, it has 2,021,500 
shares and a forward contract for 615,000 shares. Overall, it has 12.52% ownership 
in the company, which means 14.38% influence. 
 
52. PannErgy: Negative interview with CEO of Lazarus (chairman of 
PannErgy)   
Erste 
February 20, 2013 
 
The Chairman of PannErgy and CEO of Lazarus gave an interview to economic portal 
Portfolio (Lazarus is a main owner of PannErgy with a 9.5% stake). The main points 
of the interview are as follows. (1) He said that shareholders of Lazarus will most 
likely not increase the capital; therefore, it likely will apply for Chapter 11, as it is 
not able to keep the loan-financed positions after the huge fall of the stock. (2) The 
project at Miskolc will be ready to launch heating services, most likely by the end of 
March. This means that it will generate CF only from 2H13. (3) The investment 
period was 34 months at Miskolc. Same-size projects will take some 26-28-month 
investment periods in the future, so just a limited decrease in the roll-out period is 
expected. (4) PannErgy still intends to sell its stake in Synergon (worth some HUF 
440mn at the present share price), but in the present market situation, PannErgy 
does not plan to sell its treasury shares or purchase own shares. It is keeping its 
cash for CAPEX. (The company received overall an HUF 920mn non-refundable grant 
from the state and EU just at the end of last year.) (5) Due to the lack of financing, 
development programs will be slower, as it is likely that they will not be able to use 
loans, but only own equity for new project developments. He added that PannErgy is 
the biggest and will remain the biggest geothermal energy company in the region for 
the next 1-10 years.  
 
The interview is clearly negative, mainly regarding the lack of financing. The 
bankruptcy of Lazarus further threatens the price development of PannErgy shares, 
but we suppose that the ~10% stake in PannErgy will most probably be sold in a 
private placement, instead of simply sold on the market. We put the stock under 
review.  
 
53. “Pro-corruption coalition" sinks Czech bill on anonymous shares 
Tim Gosling in Prague  
February 18, 2013 
 
Czech Prime Minister Petr Necas pledged on February 17 to support draft legislation 
to outlaw anonymous shareholdings against attempts to scupper it from inside his 
own party. A real test of will for politicians of all stripes in the fight against 
corruption is now set as the bill heads back to parliament on February 19.  



 
A major anti-corruption initiative that has been discussed for years, the legislation to 
prevent the use of bearer shares was stalled in the lower house by a group of MPs 
from the Civic Democrats (ODS) – the senior coalition party – on February 13. The 
proposed bill has been on the cards for some time, but progress has been extremely 
slow. The cabinet approved the draft on May 30 and it was then sent to parliament in 
November, since when little has been heard of it until now.  
 
When the bill did finally make it into parliament, it was quickly blocked. Influential 
ODS MP Pavel Suchanek tacked on an amendment proposing that the law should 
apply only to newly issued shares – allowing existing anonymous owners to remain 
nameless and out of reach of the law, reports Radio Praha. The original draft 
legislation would require beneficial owners to register their shares with the stock 
exchange or financial offices, thus revealing their identity.  
 
Clearly, such an amendment would make the legislation practically redundant in a 
country in which over half of joint-stock companies use the shady practice. 
Suchanek&#39;s personal financial affairs have come under some scrutiny in the 
past.  
 
If you want to read the rest of this article <a 
href="http://www.bne.eu/storyf4565/Procorruption_coalition_sinks_Czech_bill_on_a
nonymous_shares">click here</a> 
 
 


