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Russia Has No Choice But to Change Oﬁ URALSIB | CAPITAL

» Era of oil funded growth is ending

............. Russia earned approximately $1.5 trillion from oil & gas exports since 2000

............. today, the budget needs over $90 p/bbl to balance

» Investment will have to lead next decade’s growth

............. $90 p/bbl leaves little room for investment spending

............. Russia needs both foreign capital and, especially, foreign expertise to maintain

» Evolution is consistent with Putin’s vision of development

............. Putin has been very consistent with his view that Russia should develop in stages

............. Putin’s presidency focused on “preparation” — now its about “investment”

» Major obstacles, domestic and international, to be overcome

............. international investor perception of Russia is poor

............. Corruption, bureaucracy, poorly drafted legislation, demographics are major obstacles



The Stakes Are High and Clear Oﬁ URALSIB | CAPITAL

» Period of crisis has created new sense of reality

............. 10 years of rising oil revenues led to complacency

............. and fostered the illusion that the economy had broken its dependency on oil

» Priorities are infrastructure and rebuilding “lost” industries

............. the August ‘09 Dam explosion provided the “wake up call”

............. reducing import dependency in food and medicines are now priority projects

» Investment and expertise will have to be imported
............. PPP Schemes and JV projects

............. Efforts to increase Russian investment abroad will also increase

............ Being admitted to WTO in 2011 is part of that process

» Low investment = low growth = social instability = political risk

............. people’s expectations are much higher today than in 2000

............. The March 2018 succession will be less predictable if economic growth remains low



No reforms = Low Long-term growth O“N URALSIB | CAPITAL

» Average 3.0% annual growth without major new investment
» Demographic deterioration will have to be compensated with
higher investment

URALSIB long-term forecast, % YoY
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

GDP 4.0 4.6 4.4 2.7 3.1 2.7 2.5 2.7 2.8 3.1 3.5
Industrial production 8.2 5.1 3.8 2.7 3.2 2.8 2.9 3.1 3.3 3.6 3.9
Retail sales 5.8 6.5 6.7 59 55 5.0 4.5 4.6 4.6 4.8 5.0
Real incomes 55 4.2 53 4.8 5.4 4.7 4.8 53 5.8 6.9 7.7
CPI 8.5 9.5 10.9 10.2 8.0 6.9 6.8 6.6 6.5 6.5 6.4
Federal budget deficit, % GDP (2.4) 0.7 3.6 4.2 4.7 5.0 4.7 4.5 4.2 4.0 3.7
RUB/$ (average) 29.9 29.4 29.5 30.3 311 32.2 33.4 347 36.0 37.3 385
Urals (average), $/bbl 77.2 83.1 84.0 83.2 84.0 84.2 84.5 84.9 85.7 87.2 89.7

Source: URALSIB estimates



Russia Has Been An Oil Story For Investors Oﬁ URALSIB | CAPITAL

» Economic growth and the price of assets have been very
closely linked to the oil price since 2000
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Pre-Crisis Growth Was Broadly Based Oﬁ URALSIB | CAPITAL

» Manufacturing, Consumer, Construction were drivers of

growth

2007 2008 2009 2010
GDP 8,5 5.2 7.9 4,0
Manufacturing 6,8 0,6 -9,3 8,2
Textiles 0,5 -5,4 -16,2 12,1
Wood processing 7.9 -0,1 -20,7 11,4
Machinery and equipment 26,7 -0,5 -315 12,2
Chemicals 6,6 -4,6 -6,9 14,6
Leather and shoes 2,3 -0,3 -0,1 18,7
Metallurgy 4,5 -2,2 -14,7 12,4
Food 7,3 19 -0,6 5,4

Pertochemicals and coke 2.8 28 -0,6 5,0

*estimate



But, Oil Revenues Support the Budget Oﬁ URALSIB | CAPITAL

» Economic Growth is not Directly Oil linked — but Federal

Budget Revenues are

Oil & Gas in GDP =25% in 2010 from 14%
pre crisis.

Oil & Gas in Budget =40% in 2010 from 60%

Rising demand in developing
economies provides long-term support
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Russia is Vulnerable to External Shocks
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Russia Macro Forecasts: 2010 -11 Oﬁ URALSIB | CAPITAL

» Revised Macro Forecasts

2009 2010E: 2011E:

GDP, YoY, % -19 40* 46

» 2010 growth lowered due to the industrial production, YoY, % 108 82 51
effects of summer drought Fixed investmert, YoY, % 17 60" 1,7

. . . . Retall sales, YoY, % 55 44 65

» Fixed investment spending is | ealinoomes Yo, % 23 . "
expected to be much stronger in EioyTEr, i pecpe 604 508 -
2011 —driving GDP growth CPLYoY. % 8 8 05

> Inflation is the key domestic threat ~ BPosshn O o4
Imports, $bin 1918 243 8 2871

» Budget deficit in 2011 will be half Qurtent accourt, $bin e e 522
the government forecast and is Federal budget defic, % GOP 59 39 15
forecast to be in surplus in 2012 RUBYS (average) 317 204 204

Uals arude (average), $bbl 613 782 &1

* Esimate



Finance Ministry 3-Yr Forecast 0“& URALSIB | CAPITAL

» Finance Ministry is Deliberately Conservative

Budget Deficit to Average 3% of GDP
Main budget parameters

» Finance Minister says that budget 2011E 201 N13E

needs over $90 p/bbl to balance.

In fact, the budget balances just Revenues, RUB th 88 95 104
below $80 p/bbl Spending, RUB th 107 112 12
> Finance Minister forecasts that Defict, RUB th 18 17 18
the current Debt to GDP ratio of GDP, RUB thn 504 56,0 619

10.5% will rise to 11.0% by year

Revenues % of GDP 176 17.0 16.8
end and reach 16.3% by end 2013. 0
_ Spending, % of GDP 212 201 19.7
» That will depend on the average Defc, % f GDP 15 1 g

oil price and success in the

privatization process Urals, $/bb 75 8 79
Source: Finance Ministry



Investor’s View Russia as a “ Trade” Oﬁ URALSIB | CAPITAL

» Stock Market investors have ‘played” Russia as an oil proxy

............. investor participation in Russia has been dictated by the price of oil

............. but, when oil is “high enough” and reform optimism increases, the pool of
investors increases

» Strategic investors have concentrated in extractive industries

............. most of the headline deals have been in extractive industries

............. BP raised its investment in Russia as Wal-Mart exited

» Bulk of F.D.I. is either Russian money or for extractive
Industries
............. Cyprus is Russia’s biggest FDI contributor
............. core FDI is only about 1.5% of GDP
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» Russia weighting in GEM funds has halved in 30 months

GEM fund investors have preferred Brazil

Emerging Europe fund investors have preferred Turkey

GEM Portdolio Investors Are Neutral
Russias Weight S4ll Lagging in GEM Funds
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Russia: High Beta Global & EM Theme O“NURALSB | CAPITAL

» Russia’s performance history makes investors nervous

............. highest event risk amongst the major emerging markets

............. that keeps the risk premium higher than the EM average

MSCI Russia, GEM, S&P — 10 yrs
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Oil Impact - Currency O“& URALSIB | CAPITAL

» Ruble is particularly sensitive to oil price volatility

» Higher economic risk perception in Russia has also held back Ruble

performance
Oil and Ruble-US$ Rate
60E ﬁ Rub-USs$s (RHS, inverted bl E o
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Greater Pragmatism o“@um._sm | CAPITAL

» Crisis has led to greater urgency and pragmatism

............. there were almost no mechanisms in place to support Medvedev’s plan in 2008

............. only as a result of the long crisis — and its revelations — have attitudes changed

» Government is more focused on efforts to attract investors
............. much more aware of the PR disasters of the last decade
............. WTO entry is now a high priority

............. Russia needs foreign management expertise

» Progress is slow but following a clearer path

............. don’t expect any major changes until after the next government is formed

............. legislation and bureaucracy still need to be changed

» For the next administration it should be a case of “one-step
forward and two or three sideways”. Better than the “one-step
forward and four or five sideways” of the last decade.



Putin Development Plan O“‘IVURALSIB | CAPITAL

» Putin has been consistent about his vision for Russia

Inherited a country in chaos
Believes in a step-by-step orderly development

recognises that Russia needs both international capital and expertise

» Fix problems, then attract investors

15t term priority was regaining political control

2nd term priority was establishing control over strategic industries and setting investment
rules

Medvedev’s presidency was to mark the start of the ‘investment” phase
this step-by-step progress has slowed pace of change up to now
» Legacy problems hard to shake off
high profile negative publicity. YUKOS is far from over
investment concentration is still on oil & gas

a lack of consensus at the top of government over key economic and investment priorities



Investment Themes - Strategic 0“& URALSIB | CAPITAL

» Key investment priorities over the medium term include;

1. Moving up the value chain in raw material industries — refineries, petro-chemicals, LNG,
smelters, timber processing plants, etc

2. Investment in basic infrastructure — electricity, gas, communications, transport
3. Event driven projects, e.g.

1. Asean Forum - 2012

2. Kazan University Games - 2013

3. Sochi Winter Olympics and Grand Prix — 2014

4. World Cup - 2018

4. Import substitution, e.g. agriculture, pharmaceuticals, food processing and basic
technologies

5. Financial market/services
6. Health care and education

7. Leisure industries —including Sochi



Considerable Problems to Overcome G“N URALSIB | CAPITAL
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Corruption
Cumbersome bureaucratic procedures
Poor legal protection and redress

Skilled workers have been lost and education standards have
fallen

Federal revenues are critically dependent on oil & gas
Poor “PR” in western markets

Deteriorating demographics

Role of SMEs in economy is too small

Middle class sector is increasing but still small

vV V V VYV VY V

Wealth gap remains very high



Corruption is Getting Worse OﬁURALSIB | cAPITAL

Corruption Perception Index
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Russia’s Demographics' Disaster Okunm_sm | cAPITAL

» Economically active population keeps shrinking
......... a more than 10% decline is expected in 2010-2010
......... that can destroy between 1.0% and 1.5% of GDP in the 2013-2018 period

» Government can no longer afford to ignore demographics

......... a likely increase in retirement age
......... a more flexible migration policy

......... possible pension cuts

» Next government will have to make unpopular decisions

......... after the current election cycle and new government takes office

......... but very early in the life of the next government



Russian population is ageing Okunm_sm | cAPITAL

Economically active population and growth dynamics

——GDP growth, YoY,% (LHS) Population growth, YoY, % (RHS)
10 — 1,5
8 _
—+ 1,0
6 _
—
4 _
+ 0,5
2 _
0 _ ‘(\l ‘00 \q_ ‘LD \@ \'\ ‘(D \m\ \Lu \Lu \Lu \Lu \Lu \Lu \Lu \Lu \Lu \Lu 0,0
S 8 s 8 8 8 38 8lglg =2 9§ 9 3 839 5 8 3 K
(2) | S s I8 &8 8 8 ] &8 &8 8 8 8 X%
— 0,5
(4) -
6 ]
(6) \/ 1 10
(8)

—~
[EEN
o

~

\
\
\

-1,5



Macro Trends Oﬁ URALSIB | CAPITAL

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011F
UralSib  Govt

GDP $ bin 251 312 355 433 580 764 989 1,289 1,671 1,231 1,526 1,729
YoY, % 10.0 51 47 1.3 7.1 6.4 7.4 8.1 5.6 -7.9 4.0 4.6 4.2
Federal budget Surp/Deft, % of GDP 1.4 24 14 17 4.3 7.5 7.4 54 3.7 -5.9 -3.9 -15 3.6
Industrial prod. % YoY 111 4.9 40 73 6.4 4.0 6.3 6.3 21 -10.8 8.2 5.1 3.3
Capital investment, % YoY 17.7 8.7 26 125 11.7 10.7 135 211 9.1 -17.0 6.5 11.7 8.8
Current account, $ bin 46.3 348 29.8 358 60.0 84.2 945 76.6 98.9 49.0 72.6 52.2 25.0
Trade balance, $ bin 60.7 49.6 46.6 60.4 87.0 118.0 139.2 146.4 180.2 114.2 149 120 107
FDI, $ bin 4.4 4.0 40 6.8 9.4 13.1 137 27.8 27.0 15.9
Retails sales, % YoY 9.0 110 93 88 13.3 128 130 15.2 13.0 -5.5 5.8 6.5 45
Ruble/$1 rate, year-end 281 301 318 295 27.7 281 263 24.55 29.39 30.19 28.1
Ruble/$1 rate, average 28.1 29.2 314 30.7 28.8 283 272 25.58 24.85 31.7 30.4 28.3 29.4 27.8
CPI, % change YoY 20.2 186 15.0 12.0 11.7 11.0 9.0 11.9 13.3 8.8 8.8 7.0 9.5 7.0
CBR reserves, $ bin 28.0 36.6 47.7 76.9 1245 182.0 303.7 476 427 439
Foreign debt, $ bin 144 135 122 112 98 85 52 48.9 40.5 423

% of GDP 57.1 434 344 259 16.9 111 5.3 3.8 24 3.4
QOil Price - Brent $/bbl 289 247 252 288 38.2 55.0 65.0 72.7 97.0 63.0
-Urals $/bbl 265 229 230 272 34.2 515 61.0 69.8 94.7 61.3 78.2 83.1 76.0
-Population min 1455 1453 1452 1447 1435 143.0 1425 141.7 141.9 1411 140.9 140.9

GDP per capita US$ 1,725 2,140 2,445 2992 4,042 5314 6,912 9,097 11,776 8,724 10,830 12,271



Oh URALSIB | CAPITAL

URALSIB dbumu_sm | CAPITAL AusreacH (GRAYSON

FINANCIAL CORPORATION

URALSIB Securities Ltd URALSIB Capital LLC Auerbach Grayson & Co.
Tower 42, 25 Old Broad St., London EC2N 1HQ, UK 8 Efremova Street, Moscow, Russia 119048 25 West 45th Street, 16th Fl., New York,
Telephone: +44 (0)20 7562 8000 Telephone: + 7 (495) 788 0888 New York 10036

Fax +44 (0)20 7562 8099 Fax: + 7 (495) 705 7010 Tel: 212-557-4444, Fax: 212-557-9066

Authorised and Regulated by FSA
Member Firm London Stock Exchange

Disclaimer
The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s) about the subject. The lead analyst(s) has not and will not receive any
compensation for providing a specific recommendation or view in this report. Opinions, estimates and projections in this report constitute the present judgment of the undersigned
lead analyst(s) as at the date of the report. They do not necessarily reflect the opinions of URALSIB and are subject to change without notice. Name of lead analyst: Chris Weafer.
This report is provided for informational purposes only. Under no circumstances is it to be used or considered as an offer or a solicitation of an offer to buy or sell securities.
Information and opinions contained in this report have been compiled by URALSIB from sources believed to be reliable and while all reasonable care has been taken in the
preparation of this report, URALSIB makes no representation or warranty, express or implied, to its accuracy or completeness. Neither URALSIB nor its principals, employees,
agents or affiliates accept any liability for any direct or consequential loss arising from any use of this report or its contents. Investors should make their own investment decisions
using their own independent advisors, as they believe necessary and based upon their specific financial situations and investment objectives when investing. The information is the
exclusive property of “URALSIB Capital LLC” and may not be reproduced or distributed without prior written permission.
URALSIB, their principals, employees, agents or affiliates may have positions or effect transactions in the securities referred to in this report and may engage in securities
transactions with respect to securities covered by this report. They may also sell to or buy from customers on a principal basis and may serve as a director of issuers of such
securities. Disclosures of conflicts of interest, if any, are listed below.
Investing in Russia and Russian securities may not be suitable for all investors and involves a high degree of risk. Investors should perform their own due diligence before
investing, having due regard to their investment objectives and financial situation. Exchange rate fluctuations may affect the value of, and/or income from, securities denominated in
currencies other than an investor’s currency. Past performance is not an indication of future results necessarily. Prices of securities, income from an investment, liquidity and
availability of securities are subject to change without notice. URALSIB has no obligation to modify, amend or update this report, nor to otherwise notify a reader of this report
should any opinion, projection, forecast, estimate or other matter change or subsequently becomes inaccurate or if research coverage of the company by URALSIB ceases.
This report is not intended for the use of Private Customers as that term is defined under the Financial Services and Markets Act 2000. This report has been approved for
publication in the United Kingdom by URALSIB Securities Limited, authorised and regulated by the Financial Services Authority and a member firm of the London Stock Exchange.
Additional information available upon request.
© URALSIB Capital 2010
This report has been prepared by the correspondent of Auerbach Grayson & Company Incorporated nhamed above on the date listed above. We are distributing the report in the
U.S. and accept responsibility for its content subject to the terms as set within the report. Any U.S. person receiving this report and wishing to effect transactions in any security
discussed herein should do so only with a representative of Auerbach Grayson & Company Incorporated. Additional information on recommended securities is available on request.



	ASSOCIATION OF EUROPEAN BUSINESSES �IN THE RUSSIAN FEDERATION

