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Top story 

1. Usmanov seeks to sell 15.5mn shares 
(or 29% of its stake) in Mail.ru in the market 

VTB Capital

News: Alisher Usmanov, who owns a 
25% economic stake in Mail.ru Group (via 
his USM Holdings Ltd), is looking to sell 
15.5mn shares in the company (which 
represents 29% of his shareholding) to the 
market, reports Bloomberg, quoting the 
term sheet. According to the newswire, 
the selling price is set in the range of 
USD 34.25-36 per share, which suggest 
a discount of 4-8% to yesterday’s closing 
price of USD 37.4. Thus the total amount of 
transaction might reach USD 531-558mn. 
If the transaction is completed, Mail.ru 
Group's free float would increase 7.4pp 
to 43% (from current 36%). USM will be 

unable to sell Mail.ru shares for six months, 
according to the statement. There is, as yet, 
no information on how Usmanov would use 
the proceeds of the sale.

Our View: Mail.ru’s strong numbers, 
released on Tuesday, and special 
dividends announcement (USD 4.3 per 
share, suggesting a hefty dividend yield 
of 11.5%) suggest that there might be 
good momentum in the stock. Mail.ru 
Group's special dividends record date is 
set for 20 March 2013 and this might also 
facilitate the placement. After the sale, 
Usmanov would remain one of the two key 

shareholders in Mail.ru Group (along with 
Naspers) with an economic stake of 17.9%. 
?The stock trades at 11.2x 2013F EBITDA 
pre-dividends, and 13.4x post-dividends, vs. 
about 15x for Yandex, its key Russian peer 
and Tencent, its key Chinese peer. Mail.
ru has a similar growth pattern to Yandex: 
25-28% top line growth, as guided by 
management for 2013, vs. 28-32% guided 
by Yandex. We remind investors that Mail.ru 
has historically outperformed guidance and 
that its 54.4% EBITDA margin last year was 
higher than the 43% posted by Yandex. 

Anastasia Obukhova 
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2. Yandex, Mail.ru 
and Utkonos made 
top three positions 
in Forbes’ list of 
Russia’s leading 
Internet companies

3. Investigators 
probe Skolkovo Fund 
RUB3.5bn deposit

4. Hounded Russian 
Blogger Moves 
to Prague

bne

bne

RIA Novosti

Forbes published the list of Russia’s 30 
leading Internet companies in revenues on 
Thursday. Yandex, Mail.ru and Utkonos took 
the top three positions in the ranking. All 30 
companies from the list gross more than 
$5bn in 2012.

Search engine Yandex did $947m 
in turnover last year, outpaced Channel One 
in terms of the size of its audience and has 
consistently maintained market-share 
superiority over Google.

Mail.ru made $682m in 2012. Revenue 
comes primarily from advertisements 
and apps. The company has a huge 
audience for its mail services, the social 
networks VKontakte and Odnoklassniki 
and the job portal Headhunter.ru.

Utkonos did $300m in turnover last year. 
It started in 2000 as a catalog order 
company with more than 200 outlets, where 

customers could come and place orders 
and pick up goods, but it also had an online 
service. Management decided to go 
completely virtual and is closing the last 
49 outlets this year. The company now has 
40,000 square meters of warehouse space, 
5,000 employees and a fleet of delivery 
vehicles.

Three leaders are followed by online airline 
ticket saler AnywayAnyday, which did $189m 
in 2012, and Ozon.ru ($184m in 2012).

Forbes’ list didn’t include B2B companies, 
local subsidiaries of international players 
like Google and Groupon, companies that 
get less than half of their revenue from the 
Internet and Web-based banking firms.  

Russia’s Investigative Committee is 
reviewing the Federal Security Service’s 
data on a deposit of RUB3.5bn allocated 
to the Skolkovo Fund with a bank affiliated 
with the fund’s President Viktor Vekselberg, 
committee spokesman Vladimir Markin 
said, Prime reported.

The funds, given by the government for 
the development of the high-tech cluster 
Skolkovo, in the Moscow Region, were 
deposited with Metkombank. Markin also 
said that investigators are looking into a 
money transfer of a RUB400m grant by 
the Skolkovo Fund to a firm, which is not a 
resident of the cluster.

A leading opposition blogger hounded by 
allegations of child abuse said he moved from 
Moscow to Prague, though he denied the 
move has anything to do with the accusations.

Rustem Adagamov, who tops Livejournal’s 
rating of most influential Russian bloggers with 
his blog Drugoi.livejournal.com, reported the 
move on his Twitter and Facebook on Thursday
.

Earlier, investigators opened criminal cases 
against Kirill Lugovtsev, former director 
of the fund’s financial department, and 
Vladimir Khokhlov, general director of 
customs and financial firm TFK Skolkovo, 
for embezzling RUB24m on renting real 
estate.  

“I’m glad everything’s so close at hand. 
I want to travel around, tell more about 
Europe,” Adagamov wrote in a Facebook 
post he later deleted without explanation.

“My move to Prague has nothing to 
do with this crazy story. I want to do 
photojournalism in Europe, I’ve proposals 
for my blog,” he tweeted, referring to the 
accusations against him.

Adagamov’s ex-wife said in December 
that the 51-year-old blogger, who sits on 
the Coordination Counil of the Russian 
opposition, sexually abused an unidentified 
Norwegian girl for six years when the 
couple lived in Norway in the 2000's.

The Norwegian authorities have not 
reported any official investigation into 
the incident, while Russia’s Investigative 
Committee launched a preliminary check, 
which is ongoing. Adagamov refused 
to comment on the allegations, saying 
attacking his former wife would have been 
“unmanly.” Russia has no extradition 
agreement with the Czech Republic, whose 
courts review Russian extradition requests 
on a case-to-case basis. In October, the 
Czech Constitutional Court reversed a ruling 
to extradite a Russian fraud suspect, saying 
he was not guaranteed a fair trial in Russia.

Adagamov’s blog, which has a readership 
of some 80,000, combines picturesque 
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photographic reports about a wide variety 
of topics with liberal-minded invectives 
against the Kremlin’s policies.

Three other members of the Coordination 
Council, including opposition leaders 
Alexei Navalny and Sergei Udaltsov, 
currently face criminal cases on various 

RIA Novosti 

5. Kremlin Statement 
Lands on Russian 
Extremist List

Russian justice officials seem to have 
displayed too much zeal this month, tossing 
a Kremlin statement into the state registry 
of extremist materials and stirring up 
criticism that some of the government’s 
anti-extremism efforts are misguided and 
ineffective.

The text in question is an August 2011 
news release from the Russian president’s 
official website, reporting a military 
honor conferred by then President Dmitry 
Medvedev on a special forces brigade in 
southern Russia.

The news item was reprinted, almost 
verbatim, by a newspaper called 
Radikalnaya Politika in its September 
2011 issue, which was ruled extremist by 

a Siberian court last fall, according to the 
Federal List of Extremist Materials posted 
on the Justice Ministry’s website.

The Kremlin reprint, entitled 
“Congratulations from the President,” was 
specifically named among the articles in 
the offending issue, added to the Justice 
Ministry’s list on February 19, according to 
Sova, a Moscow-based nongovernmental 
watchdog group that monitors extremism 
and xenophobia.

Other materials in the issue included 
headlines from major news agencies, a 
political flyer from the historic Russian coup 
attempt of August 1991 and a smattering 
of articles from Russia's famous Ogonyok 
magazine.

Theoretically, this means that all online 
outlets displaying these materials must 
remove them. In the case of the Medvedev 
news item, this would include the Russian 
president’s official website, Kremlin.ru, and 
the ruling United Russia party’s website. 
Otherwise, Russia's telecoms watchdog, 

charges. All have claimed their cases 
were fabricated by the Kremlin in 
retribution for their activism.  

Roskomnadzor, could demand the sites 
be shut down.

“The Radikalnaya Politika example shows 
that the Justice Ministry’s list is being 
compiled in an absolutely half-baked way,” 
Sova analyst Natalia Yudina told Russia’s 
Noviye Izvestia newspaper.

The Justice Ministry declined to comment 
on the effectiveness of its list of extremist 
materials when contacted by RIA Novosti on 
Thursday. The ministry said in a statement 
that it was “obliged” to include materials 
deemed extremist by courts in the list.

A spokesperson for Roskomnadzor had 
not responded to a query as to whether the 
Kremlin.ru or United Russia websites would 
be ordered to remove Medvedev’s speech as 
of late Thursday afternoon.

The editor of the Radikalnaya Politika paper, 
Boris Stomakhin, was arrested late last 
year and charged with publishing extremist 
material, including calls for terrorist acts. 
He is currently awaiting trial.  

News
6. Rostelecom: Bellared Holdings buys 

Marshall Capital's 10.7% stake 

VTB Capital

News: Rostelecom yesterday announced that Bellared Holdings 
Limited has agreed to acquire Marshall Capital's 10.7% 
common share stake in the company. The new shareholder's 
representatives, Arkady Rotenberg, Nikolai Sabitov and Artem 
Obolenskiy, will be nominated to the board, the composition of 
which is to be elected at the AGM in June. Rotenberg paid RUB 
150/share for the stake, according to Vedomosti.

Our View: We believe that investors would welcome Malofeev's exit 
from Rostelecom. Rotenberg did not have exposure to telecoms 

previously. The price reflected in the Vedomosti article suggests 
Rotenberg thinks the Rostelecom stock is undervalued, which 
is positive, in our view. It remains to be seen whether there is a 
change in strategy, but so far Rotenberg has commented that he 
supports the existing one. Another question is whether there will 
be management change following Marshall Capital’s departure and 
how soon it happens. Under the blue sky scenario, Rostelecom i) 
could significantly increase its dividend pay-out (from some 30% 
last year to 60-70%) and ii) enter into a JV with Tele2 in the mobile 
business, which would make the economics of the latter much 
better than in standalone development, in our view.

Ivan Kim
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7. Patriarch Against Electronic Orthodox 

Encyclopedia

RIA Novosti 

The head of the Russian Orthodox Church Patriarch Kirill has spoken 
out against spending money on an electronic version of the Orthodox 
Encyclopedia series this week, saying it would be unprofitable.

The Orthodox Encyclopedia was launched in 2000 to collect data 
about history and religion. Some 30 volumes have been published 
already and many more are still being compiled.

The idea of making an electronic version of the printed 
encyclopedia has been proposed by the Culture Ministry, but the 
patriarch rejected the idea as unprofitable.

“If we switch to the digital version we will lose real income,” Kirill 
said during a meeting of the Encyclopedia’s supervisory board on 
Thursday. The money from the print version is needed to finance 
next volumes of the project, he said.

The printed articles of the encyclopedia are available online, the 
Patriarch added.

 

8. Poland busts online fraud group 

with Russian links

RIA Novosti   

Poland’s Internal Security Agency said on Wednesday it had completed 
an investigation against a group suspected of luring money from 
Internet users and transferring a part of its profit to accounts in Russia.

The agency said a group of 12 people, based in the city of Radom 
in central Poland, used the phishing technique to lure money from 
unsuspecting users.

“The money they received during such activities has been 
transferred to recipients, including in Russia, via a chain of bank 
accounts,” the Internal Security Agency said in a statement.

The group made about 800 transfers, totaling at least $230,000.

The suspects, whose names were not disclosed, admitted their 
guilt in full.

 

9. Russia to Aim for 15% of 

Global Space Market – Medvedev

RIA Novosti   

Russia plans to increase its share of the global space market from 
the current 10 percent to 15 percent, Russian Prime Minister 
Dmitry Medvedev said in an interview published on Saturday.

The plan was first outlined in Russia’s state program for the space 
industry, published in January.

“We want to be not just a leading scientific power, a space 
researcher country, but also a player on the space service market,” 
Medvedev said during a trip to Cuba.

He did not give a timeframe for increasing the market share. 
The state program published in January has 2020 as its planning 
horizon.

“We were the first in space, and we believe it’s our competitive 
advantage. But it’s impossible not to invest in space. If we just pride 
ourselves on the launch of the first satellite and Gagarin’s flight, 
we’ll simply lag behind,” Medvedev told Cuban media.

Russia's prime goals in the field include bringing more satellites 
into orbit and participating in international launches, Medvedev 
was cited as saying.

Russian space industry has been plagued in recent years by a 
string of failed launches, the latest coming on February 1, when a 
Zenit 3SL rocket carrying an Intelsat-27 (IS-27) telecoms satellite 
crashed into the Pacific Ocean 50 seconds after launch. Space 
industry sources blamed the incident on a malfunctioning power 
source.

A revamp of Russia’s space industry is in the works, aiming to unite 
its dozens of enterprises into five to seven major state-controlled 
holdings.

The government has earmarked 2.1 trillion rubles ($69 billion) 
on the space program through 2020, though part of the sum is 
supposed to come from private investment.

Diversifying the economy through developing hi-tech industries is 
among the main economic priorities for Russia, Medvedev said. 
The country currently gets 50 percent of its budget revenues from 
petroleum exports, he said.

Improving living standards, especially for the underpaid state 
employees, is another economic priority, Medvedev added.

 

10. Russian Children Visit Porn, 

Gambling Sites - Ombudsman

RIA Novosti    

Over half of Russian minors using the Internet visit websites 
with harmful content, including pornography, children rights 
ombudsman Pavel Astakhov said on Wednesday.

“About 40 percent of those aged under 14 visit porn sites,” 
Astakhov said, in a report to an international conference on 
information safety for children.

According to Astakhov’s report, Russian children make 18 percent 
of all country’s active Internet users, or around 10 million people.
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Astakhov also said 19 percent of minors visit sites with violent 
material, 16 percent gamble online, 14 percent visit sites related to 
illegal drugs and 11 percent visit extremist websites.

Russian minors often use mobile phones to open harmful websites, 
because they consider them to offer more privacy and protection, 
Astakhov added.

Other news
11. AFK Sistema: SSTL the only company 

to bid for frequencies in India 

UralSib   

Auction could be postponed. AFK Sistema’s (SSA LI – Buy) Indian 
mobile subsidiary, SSTL, was the only company to apply for 
participation in an auction for the distribution of mobile license 
frequencies, Bloomberg reported yesterday. As a result, the Indian 
government could postpone the auction or improve its terms. 
However, it is unclear whether this would affect the auctions for 
800 MHz frequencies (for which SSTL applied) or just the auction 
for the 900/1,800 MHz spectrum, which is suitable for GSM 
networks and for which there were no applications.

Exposure in India being reduced ... Last week SSTL announced 
that it would stop operations in 10 out of the 22 circles in which it 
operates, following the cancellation of licenses by an Indian court 
last year.

However, its participation in the auction to regain frequencies 
for mobile networks in the rest of the country implies that it will 
incur additional licensing costs and cover expenses related to the 
development of business until (if ever) it breaks even in terms of 
cash flows.

… but remains a strong negative factor for the stock. If the 
licensing terms for SSTL were improved it would slightly reduce 
Sistema’s fundamental risks in the country. However, the absence 
of bidders for frequencies in India (apart from SSTL) illustrates the 
unattractiveness of the local market for operators and reinforces 
our negative view on Sistema’s presence in the Indian mobile 
market, which also creates negative market sentiment for the 
name. Nonetheless, at the current levels, Sistema is strongly 
undervalued, with its current market value being roughly the same 
as the value of either its stake in MTS (MBT US – Hold) or its stake 
in Bashneft (BANE RX – Buy). We therefore reiterate our Buy 
recommendation on the stock, offering 78% upside potential to our 
12-month target price of $35/GDR.

Konstantin Chernyshev, PhD
Konstantin Belov

12. Mats Granryd: Tele2 sale possible 

VTB Capital

News: Mats Granryd, the CEO of Tele2 Group, last Friday said 
that the sale of Russian operations is not Tele2’s first option for 
development in Russia, but a possible scenario, according to 
Vedomosti. Granryd referred to sale as a last resort scenario; 
however, Vedomosti reports that it was the first time Granryd had 
acknowledged a sale as being possible.

Our View: It is our view that a sale is indeed possible – although 
Tele2 would like to avoid it, we believe. We see three scenarios for 
Tele2’s development: i) to sell to a consortium of the Big Three, ii) 
to create a JV with Rostelecom and iii) to develop as is. The first 
scenario is the most beneficial for the Big Three, the second is net 
negative, but impact should be muted, and the third is neutral, as 
we would not expect much of competitive pressure from Tele2 in 
this case.

Ivan Kim

13. Rostelecom: Dvorkovich speaks – 

CEO changeover on the agenda

VTB Capital

News: Interfax reports that Arakady Dvorkovich, the deputy prime 
minister, yesterday said that the Russian government is continuing 
discussions about the potential dismissal of Rostelecom CEO 
Alexander Provotorov.

Our View: The Ministry of Communications wanted to change the 
Rostelecom CEO last year; however, the Presidential administration 
blocked that attempt (it has final say the position). It remains to be 
seen whether a management change will happen in the short term. 
We believe that the market would respond positively if Marshall 
Capital sold its 10.5% stake in Rostelecom; however, there is little 
visibility on that issue, either.

Ivan Kim
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M&A

Sector snapshots

14. Sistema to spin off SG-Trading from 

SG-Trans 

VTB Capital

News: Sistema plans to spin off SG-Trading, which would get 12 
gas storage facilities and 64 retail gas stations, from SG-Trans, 
according to Kommersant. SG-Trans would become a pure rail 
company. Sistema is looking to attract strategic investors into 
SG-Trading. Sistema has had preliminary talks with Gazprom, 
according to the article.

Our View: We think the divestment of SG-Trading is awaited by 
the market. Investors would like to see non-core assets divested. 
Management estimates the potential value of the non-core assets 
of SG-Trans at USD 100-150mn.

Ivan Kim

16. Sistema still in talk over  

Argos Group purchase 

bne

Russian conglomerate Sistema is still in talks over the acquisition 
of Argos Group, the largest independent group in the western 
European downstream oil market, Sistema's owner Vladimir 
Yevtushenkov said, wires reported.

17. Russian Mobiles - So who is the 

fastest?

VTB Capital

In order to find out who is the fastest, we conducted a 3G speed 
test on the MegaFon, MTS and VimpelCom networks in Moscow. 
The latter makes up 35% of Russian mobile revenue, on our 
estimates, so is an important market for all players. We found that 
MegaFon’s download speeds were the highest, while VimpelCom’s 

15. VimpelCom CEO Lunder on Algeria 

and Canada 

VTB Capital

News: VimpelCom CEO Jo Lunder was quoted by Bloomberg 
yesterday as saying that the company might consider acquisitions 
to expand in Canada. Separately, Lunder said VimpelCom was 
“optimistic” about resolving its long-running dispute with the 
Algerian government regarding the ownership of Djezzy. Lunder said 
they asked for operational control of the company, for the ability to 
consolidate, and for a fair valuation, according to the newswire.

Our View: Were VimpelCom to carry out acquisitions in Canada, it 
could be a cause for concern for investors, as it would likely result 
in a cash outflow and questionable value accretion. Indeed, we think 
investors would rather welcome the sale of Canadian operations, 
especially after the foreign ownership rules for telecom companies 
in Canada were eased at the end of last year. As for the Algerian 
situation, the uncertainty drags on. We think the potential transaction 
could become an important de-leveraging catalyst for VimpelCom.

Ivan Kim

The companies are discussing the valuation of the asset between 
¤100mn and ¤150mn, he added.

Sistema offered to buy 100% of the oil trading group last October. 
They entered into a non-binding agreement, but the deal has not 
been closed yet.

were the lowest. We think VimpelCom will have to make a 
significant catch-up on investment.

Test conditions. We used an Android-based Samsung Galaxy S2 
smartphone for the test (Android smartphones accounted for 75% 
of smartphone unit sales in 3Q12, according to IDC). The phone 
costs RUB 14,790 (USD 490) in Euroset, Svyaznoy, and the MTS 
retail chain (equals 32% of average monthly wage in Moscow). 
Speedtest.net was the application of choice based on user reviews. 
We measured speeds in Moscow in 20 locations, near metro 
stations and mostly within the Third Ring Road (please see map 
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inside). We do not pretend to have received the most robust results, 
but we think these are reflective of the customer experience while 
using the data network in Moscow.

Test results. Our test shows that MegaFon has the highest 
download speed, more than 2.5x faster than VimpelCom and 1.8x 
MTS. We found that the median download speed on MegaFon’s 
network was 2.2 Mbps, on MTS’ network 1.5 Mbps and on 
VimpelCom’s network 0.8 Mbps. The median upload speeds were 
0.8 Mbps on MegaFon’s network, 0.1 Mbps on MTS’ network and 
on 0.7 Mbps on VimpelCom’s network.

Capex gap. Last Thursday (21 February), VimpelCom Russia’s CEO 
Anton Kudryashov was interviewed in Kommersant, where network 
development was one of the key topics. Kudryashov acknowledges 
that the capex gap against competition is USD 2bn; however, he 
wants to spend a third of this amount (c.USD 700mn) to catch 
up, as i) equipment prices have gone down and ii) the company 
undertakes selective investment (nine regions generate 60% of 
EBITDA). In 2013, VimpelCom’s 3G network is set to grow 30% in 
Russia from 17.6k base stations at YE12 and double in Moscow, 
while the number of base stations connected with fibre is to 
increase 1.5-2x, according to Kudryashov.

FCF generation. Our 3G speed test results show that VimpelCom 
provides an inferior customer experience in Moscow vs. 
competition. It is a no brainer that an operator’s capex must be 
channelled primarily to areas where it gets most of its EBITDA, in 
our view, and MegaFon and MTS follow a similar path. We think the 
network remains VimpelCom’s key issue, and its FCF in Russia is 
set to remain inferior to MegaFon and MTS over the next couple of 
years, as it has to spend more on network investment. MTS made 
a significant catch-up on network investment during 2012, while 
MegaFon retains the strongest 3G network, in our view. The latter 
has a good chance of generating the highest FCF in Russia over 
2013-14, in our view.

Ivan Kim

18. Russian internet estimates for 

January — penetration rises to 70% 

VTB Capital

News: TNS Gallup has released its estimates for January.

Our View: We note that in the January report, TNS-Gallup widened 
the observed population to include 55-64 year olds, accounting for 
approximately 8% of the internet population. Hence, the following 
MoM and YoY numbers use different bases, and are for comparison 
only.?Russian monthly internet penetration rose 3pp MoM to 
reach 70%, according to TNS-Gallup estimates. Both monthly 
and weekly internet audience figures reflected positive dynamics, 
increasing 3% and 5% MoM, respectively. This translated into a 
weekly audience of 41.4mn vs. a monthly reach of 43.4mn. On a 
YoY basis, the internet population rose 10% (22% compared with 

the previous estimates for 12-54 year olds).?The 22% YoY pick-up 
was in line with Yandex.ru but above the increases at Mail.ru and 
Odnoklassniki.ru, which were up 15% and 20%, respectively. 

Mail.ru Group’s combined monthly audience for 31 projects was 
37.2mn users (69% reach, here and thereafter - among 12-64 
year-olds). Yandex’s combined audience for 35 projects increased 
to 37.1mn users (69% reach), growing in line with the market. RBC 
Group’s combined monthly audience for 26 projects was almost flat 
MoM at 20mn.

Anastasia Obukhova
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Company results
19. CTC Media posts WoW drop in 

combined audience share in the  

week of 11 – 17 February 

VTB Capital

News: TNS-Gallup has released its audience share estimates for 
the top 20 Russian free-to-air broadcasters for the 4+ audience in 
the week 11 – 17 February.

Our View: CTC Media’s combined audience share dropped to 10.4% 
(a decrease of 1.5ppYoY), down from 10.9% recorded last week and 
10.6% two weeks ago.?

The share of CTC channel returned to the value it had two weeks 
ago (6.3%, down from 6.5% last week). We notice that the audience 
remains secured by the viewers of two key original Russian 
series, The Eighties and The Kitchen, aired weekdays at 7 and 
8pm respectively - though their positions fell insignificantly after 
a boost last week. The content structure remained the same 
YoY - interestingly, in February 2012 it was also dominated by two 
Russian series (with one of them being The Eighties, by the way). 
We notice that the audience decreased by 1.4 p.p YoY, which, in 
our view, reflects relative inability of the channel to implement a 
structural change towards content with higher GRPs.?Other CTC 
Media Channels, Domashny and Peretz, showed mixed dynamics. 

The audience of Domashny fell to the lowest value since the New 
Year holidays (2.0%, down from 2.4%, flat YoY). While in long-term, 
positions of the channel are governed by the targeted audience 
(women and the elderly), the lack of strong content (apart from 
Magnificent Century series and several shows), triggers its share in 
short-term. The audience of Peretz reached the highest value since 
December 2012 (2.1%, up from 2.0% last week and adding 0.3 p.p. 
YoY). This week, a new series of +100500 (Russian comedy show) 
was the main contributor to the uprise (with a share of 3.3%).

Anastasia Obukhova

20. EPAM publishes 4Q12 US GAAP 

figures 

VTB Capital

News: Yesterday, EPAM released its 4Q12 US GAAP numbers.

Our View: While the top line of USD 126mn (up 32% YoY) beat 
consensus by 8%, the EBITDA (up 27% YoY to USD 22mn) appears 
to be behind expectations in 4Q12 (there was no separate 4Q12 
consensus figure, so we subtracted 9mo12 from the FY12 
Bloomberg estimates).?The key disappointment was the EBITDA 
margin, which weakened 0.7pp YoY to 17.4% and came behind the 
18-21% profitability expected by consensus. The fourth quarter 

is normally the weakest in terms of profitability, but in 4Q12 the 
dilution might also have been the result of structural changes 
in the company, with EPAM starting to hire less from low labour 
cost markets like Belarus and instead focusing on transferring 
some of its low cost programmers onshore. Other factors that 
might have weighed on the stock in recent months are the already 
hefty valuation (which implied a single-digit discount to Indian 
peers) and the rumours about a potential SPO.?Based on current 
expectations, EPAM (pre-4Q12 numbers) trades at 7.7x 2013F 
EBITDA, which suggests an 18-21% discount to Indian peers 
(Wipro, Infosys, Tata). However, the possibility of a potential SPO 
as well as the risk of margins deteriorating further, might still 
pressure the stock. We are reiterating our neutral view on EPAM.

Anastasia Obukhova

21. Mail.ru Group - FY12 IFRS;  

hefty margins and dividends 

VTB Capital

Mail.ru Group has released strong unaudited 2H12 numbers. 
Revenue and EBITDA came in 2% and 6% above consensus, 
respectively. FY12 numbers were in line with our projections on the 
top line and 3% higher on the EBITDA level. Given Mail.ru Group’s 
FY13 guidance, the company trades at about 13.4x 2013F EV/
EBITDA (post-dividends) vs. the 16.4x of its closest peer, Tencent, 
and the 15.7x of its main Russian peer, Yandex. Mail.ru Group’s 
growth story is intact throughout its internet universe, and its 
stable-to-rising market positions across internet-related themes 
(IVAS, MMOG) in 2012 give rise to a strong growth outlook for 2013. 
Our 12-month Target Price of USD 38 implies 7% upside potential.

4Q12 and FY12 top line: up 28% YoY (in rouble terms). This came 
on the back of: i) online advertising (+9% YoY), driven by display 
ad (+0.4% YoY) 4Q12 growth in Russian banner ad (+4% YoY), and 
context ad (+39% YoY vs. the 38% YoY expansion of the Russian 
context ad market); ii) MMO games were up 28% YoY supported 
by robust operational statistics and the success of relatively new 
games such as Warface; for FY12, MMOG ARPU increased 11% 
YoY (in rouble terms) to RUB 1,500 (USD 49) and average monthly 
paying users were up 12% YoY; and iii) 53% YoY growth in internet 
value added services (IVAS), which contributed almost half of 4Q12 
incremental revenue growth, while for FY12, community IVAS rose 
almost 80% YoY driven by 64% YoY growth in average monthly 
paying users at Mail.ru’s SNSs (mainly Odnoklassniki).

FY12 EBITDA margin reached 54.5%; 0.6pp YoY dilution. Mail.ru 
Group’s 2H12 EBITDA increased 40% YoY, translating into a 2H12 
EBITDA margin of 54.5% (vs. 56% a year ago). For FY12, EBITDA 
grew 38% YoY to RUB 11.5bn (USD 371mn) and net income soared 
37% YoY to RUB 8.5bn (USD 273mn). The key cost items pressuring 
margins were rental expenses (+45% YoY), agent/partners fees 
(+55% YoY) and other costs items (+123%). Their impact was 
partly offset by the strict control of labour costs (+30% YoY), 
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which accounted for almost half of total above-EBITDA costs and 
marketing expenses (+27% YoY).

FY13 guidance bodes well for our assumptions. In a press release, 
Mail.ru Group provided both top line growth and profitability 
guidance for FY13. The company expects FY13 revenue growth of 
25-28% (vs. 26% YoY in our model), with a FY13 margin in the low 
50s, vs. our current projection of 52%. Guidance therefore implies 
that revenues are set to increase to about RUB 26.4-27.1bn (USD 
813-832mn) vs. our estimate of RUB 26.8bn.

Hefty dividend yield of 12% on dividends of USD 4.30 per share. 
In the press release, Mail.ru Group announced a special dividend 
of USD 4.30 per share, which implies a 12% dividend yield at 
yesterday’s closing price. The record date is set for 20 March. 
The total payment is therefore set to amount to USD 899mn. The 
company’s net cash position as of year-end 2012 was RUB 28.8bn 
(USD 947mn).

Anastasia Obukhova 

22. MegaFon - Robust performance

VTB Capital

MegaFon was the first of the Russian Big Three telcos to report 
4Q12 numbers. This set of results is important, as it is the first 
since the IPO. The company surprised on the upside in terms of 
profitability. This was mainly driven by a higher gross margin and 
lower distribution expenses. The low capex last year (RUB 44bn 
vs. consensus expectations of RUB 50bn) suggests there will be 
a dividend of USD 2.1/GDR based on a 70% FCF pay-out, on our 
estimates. MegaFon remains one of our top picks in our coverage 
universe.

Top-line growth robust. Russian mobile service revenues were 
strong, with only a 1% QoQ decline in rouble-terms ARPU in 
seasonally weaker 4Q. An increase in data revenues and stable 
voice pricing accompanied by higher services consumption (higher 
MoU) were key drivers. Fixed-line revenue was broadly in line with 
our estimates. Handset sales kept rising (up 47% YoY) on the back 
of monobrand retail expansion.

Surprise on profitability. EBITDA margin was much stronger than 
the consensus forecast, driven by i) a higher gross margin (likely 
aided by lower interconnect costs as MegaFon stimulates on-net 
traffic and a higher contribution from data), ii) lower distribution 
expenses (commissions to dealers were down 62% YoY in 4Q12, 
while commissions for cash collection were down 31% YoY in 
4Q12), and iii) G&A optimization (the sum of office maintenance, 
professional services, vehicle costs, materials and supplies and 
insurance was down 20% YoY in 4Q12).

Dividends. 2012 capex was low, at RUB 44bn, vs. our and 
consensus expectations of some RUB 50bn. We calculate the base 
for dividend payment as 70% of RUB 50bn. This is USD 2.1/GDR 
at a RUB/USD FX rate of 30 for the 565mn shares outstanding. 
Another component of the dividend policy is the debt capacity 
clause (optimal debt capacity of 1.2-1.5x net debt/adjusted 
EBITDA). After the dividend, net debt/adjusted EBITDA would be 
1.7x, but it does not account for the cash generated in 2013. It is 

unclear whether MegaFon will increase leverage or not. Therefore, 
the minimum dividend is USD 2.1/GDR, on our estimates, but we 
believe that MegaFon could increase its leverage slightly to pay 
USD 2.3-2.4/GDR.

Guidance. MegaFon expects high single digit top-line growth 
in 2013 (our and the consensus forecast is 8%, so the revenue 
guidance is in line). MegaFon sees its 2013 EBITDA margin at the 
levels of 2011 and 2012 (41.6-43%). This is in line with the current 
consensus forecast of 42.7%. Overall, 2013 guidance is in line with 
our and consensus expectations. 4Q12 profitability was strong but 
unlikely to lead to significant street upgrades for the stock, given 
the guidance.

Conference call will be held by management today at 9am EST/2pm 
London/6pm Moscow. Dial-in numbers are 8 10 8002 4902044 
(Russia)/+44 (0) 20 3003 2666 (International)/0808 109 0700 (UK 
Toll Free)/1 866 966 5335 (US Toll Free). Access Code: 9768473. 
Password: MegaFon.

Ivan Kim

23. Yandex - Weekly search share

Renaissance Capital    

Weekly share of Russia internet search data released. Today (25 
February), LiveInternet released its Russian internet search engine 
market share statistics for 18-24 February. During the week under 
review, the search shares of Yandex, Google (not covered) and Mail.
ru (BUY, TP $41.6, current price $33.8) were 61.8%, 25.9% and 
8.6%, respectively.

Yandex’s overall search share solid. Yandex’s share of total search 
was slightly below its four-week average of 61.9% but above its 
three-month average of 60.9%. Google’s share was below both 
its four-week and three-month averages of 26.1% and 26.3% 
respectively. Mail.ru’s share was ahead of both its four-week 
average of 8.3% and its three-month average of 8.5%.

Yandex maintains leadership on Chrome browsers. Yandex’s share 
on Chrome-based browsers for the period reached 52.2%, ahead of 
its three-month average of 50.5%. At the same time, Google held a 
34.4% share, below its three-month average of 35.3%. On Google’s 
own Google Chrome browser, Yandex’s share stood at 47.0%, ahead 
of its three-month average of 45.7%, while Google’s share of search 
on its own browser stood at 41.2%, below its three-month average 
of 41.7%. On mobile, Yandex’s share of search on the Android 
platform stood at 34.4%, ahead of its three-month average of 
34.2%, while Google’s share, at 63.2%, remained below its three-
month average of 63.4%. In Turkey, Yandex’s share is now over 2%, 
vs less than 1% in September 2012.

Our preference remains with Mail.ru into tomorrow’s update. 
Following the release of Yandex’s 4Q12 results last Tuesday (19 
February), the stock closed the week 8% down, as while the FY12 
results came out broadly in line with our and Bloomberg consensus 
forecasts, management’s FY13 top-line guidance of 28-32% growth 
was slightly below pre-announcement consensus of 33% (although 
in line with our 30% forecast). In contrast, we see scope for Mail’s 
FY12 trading update, due tomorrow (26 February), to surprise to 
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the upside, particularly at the EBITDA margin level (vs our forecast 
53% margin). Furthermore, we think consensus FY13 expectations 
for Mail are relatively conservative (c. 25% YoY top-line growth) 
and we see further upside potential over the course of the year. 
This, combined with the expectation of a further special dividend 
in 2013 – which we think could be announced as early as tomorrow 
– means we continue to prefer Mail over Yandex and would expect 

tomorrow’s numbers to act as a catalyst for the discount on which 
Mail is currently trading to narrow. Yandex is currently trading on 
12.7x and 11.3x 2013E and 2014E EV/EBITDA, respectively, vs Mail’s 
11.1x and 9.5x on the same metrics.

David Ferguson 
Nick Robinson
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