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After Crimea: Calculating gains & losses
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CE Central European countries - Poland, Hungary, Czech Republic, Slovakia, Slovenia

SEE South East European countries - Albania, Bosnia and Herzegovina, Bulgaria, Croatia, Romania, Serbia

Cls European CIS (Commonwealth of Independent States) countries - Russia, Ukraine, Belarus

CEE Central and Eastern Europe (CE + SEE + CIS)

BRIC Brazil, Russia, India, China

Abbreviations

Currencies and Countries Economic abbreviations Stock Exchange Indices

ALL Albanian lek %-chg Percentage change BELEX15 Serbian stock index

BAM Bosnian marka (not in percentage points) BET Romanian stock index

BGN Bulgarian lev avg average BUX Hungarian stock index

BYR Belarusian roubel bp basis points CROBEX10 Croatian stock index

CNY Chinese yuan BoP Balance of Payments PX Czech stock index

CzZK Czech koruna C/A Current Account MICEX Russian stock index

EKK Estonian kroon CPI Consumer Price Index SASX-10 Bosnian stock index

HUF Hungarian forint FDI Foreign Direct Investments WIG 20 Polish stock index

HRK Croatian kuna FX Foreign Exchange

ITL Lithuanian litas GDP Gross Domestic Product

78 Latvian lats LCY Local Currency

PLN Polish zloty mmav month moving average Equity related

RON Romanian leu mom month on month DY Dividend yield

RSD Serbian dinar pp percentage points EG Earnings growth

RUB Russian rouble PPI Producer Price Index i) Long term (earnings) growth

SIT Slovenian folar qoq quarter on quarter P/E Price earnings ratio

SKK Slovak koruna T/B Trade Balance

TRY Turkish lira uic Unit Labour Costs

UAH Ukrainian hryvnia yoy year on year RS Recommendation suspended

UR Under Revision
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After Crimea: Calculating gains & losses

Crimea and Ukraine were the most influential factors shaping Russian foreign pol-
itics, the economy and financial markets in recent months. While the (first) peak of
the crisis seems to have passed — and thus hard economic sanctions by the West
on Russia have somewhat diminished — Russian political risk and uncertainty have
shot up. It is still too early to fully assess the various implications of the events in re-
cent months, but one might state that Russian policymakers are ready to go for a
more confrontational stance towards the West, even if the economic costs are po-
tentially high. Also, with a situation in Ukraine sfill in flux, tail risks with regard to
tougher economic sanctions by the West remain.

From more than 4% during 2010 and 2011, GDP growth fell to 1.3% in 2013,
pointing to the limits of the commodity export focused growth model and vari-
ous structural rigidities. Together with the political fallout from the stand-off with
the West, these limitations might result in near stagnation or even a slight decline
in growth this year. Investment activity is expected to contract, and household de-
mand — the main pillar of Russian growth — is set to slow down. Monetary and fis-
cal policy are unlikely sources of economic stimulus: inferest rates had to be hiked
by a total of 200bp earlier this year in emergency moves to shield the rouble.
Budget expenditures will most likely be kept in check as the fiscal rule will be fol-
lowed. Additional spending from non-budgetary fiscal funds for investment projects
will not change this picture very much. For lack of convincing internal or external
growth drivers and given the absence of meaningful structural reforms, a return to
high growth rates seems unlikely. We do not expect a strong recovery in 2015.
The Russian rouble — like other Russian financial assets — benefited from the recent
easing in political tensions in May and recouped most of the earlier losses. How-
ever, the currency is still more than 10% weaker than in early 2013 and we ex-
pect a moderate depreciation trend to prevail in the medium run. As a side effect,
the weaker rouble increased FX-denominated state budget revenues, offsetting
expected losses in non-oil revenues. If inflation falls sufficiently from the currently
high levels between 7% and 8%, monetary authorities might begin to reverse the
emergency key interest rate hikes towards the end of the year. In the banking sec-
tor, lending growth will drift lower due to the economic slump and surging interest
rates. With the markets having a rather short memory, it has to be seen how long
international funding conditions will suffer for Russian issuers.

Andreas Schwabe, CFA

Key economic figures and forecasts

2011 2012 2013 2014e 2015f
Nominal GDP (EUR bn) 1,340 1,540 1,580 1,480 1,540
Real GDP (% yoy) 4.3 3.4 1.3 0.3 1.0
Industrial output (% yoy) 4.7 2.6 0.3 0.0 0.5
Unemployment rate (avg, %) 6.6 57 5.6 58 58
Nominal gross wages (% yoy) 11.5 13.9 10.0 11.5 8.0
Producer prices (avg, % yoy) 12.0 5.1 &7/ 85 8.5
Consumer prices (avg, % yoy) 8.5 5.1 6.8 6.7 5.3
Consumer prices (eop, % yoy) 6.1 6.6 6.2 6.0 57
Gen. government balance (% of GDP) 1.6 0.4 -1.0 0.5 0.4
Public debt (% of GDP) 9.8 10.5 11.3 11.5 12.0
Current account balance (% of GDP) 5.2 3.6 1.6 2.3 2.0
Gross FX reserves w/o gold (EUR bn) 350 369 343 338 338
Gross foreign debt (% of GDP) 31.1 31.4 34.1 39.0 39.3
EUR/RUB (avg) 40.9 39.9 423 47.7 48.6
USD/RUB (avg) 29.4 31.1 31.9 35.6 37.7
BASKET/RUB (avg) 34.6 35.1 36.6 41.0 42.6
Brent (USD/barrel) 112 112 109 112 120

Source: Thomson Reuters, Rosstat, CBR, Ministry of Finance, Raiffeisen RESEARCH
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Strategy (Horizon Dec-2014)

Rouble to basket: negative

OFZ: Sell all maturities

Corporate EB:

Buy LUKOIL 6.125% due 2020

Buy ALFARU 7.875% due 2017
MICEX: positive®

Equity market picks 6m (buy):
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Novatek, Tatneft, MegaFon, Rostele-
com, E.On Russia,
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* development of 2014 real GDP growth forecast, % yoy
Source: Consensus economics, Raiffeisen RESEARCH

Consensus

Russia sovereign ratings

S&P Moody's Fitch
Foreign currency

Long-term BBB- Baal BBB
Shortterm A3 - -
Outlook neg watchneg  neg
Local currency

Long-term BBB Baal BBB
Shortterm A2 P-2 -
Outlook neg watchneg  neg

Mar-14  Mar-14

Latest change
Source: Bloomberg
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Russian economy at crossroads

Putin's popularity is back
90

85

80
75 1
70 1
65 1

60 T T T
2000 2004 2008 2012

Popularity of Putin (3 month average)
Source: levada Center, Raiffeisen RESEARCH

Retail sales and real wages (% yoy)

20%
15%
10% -

5% +——

CMA’\?\KZH
0% A

L
o \/
-10%

-15%

08 09 10 11 12 13 14
Retail sales

Source: Rosstat, Raiffeisen RESEARCH

Real wages

Real sector indicators (% yoy)
20%

10% o

[T
0% // . . NS
0% \\/
20% 4—-=
-30%
09 10 11 12 13 14
Industrial Production
Investments

Construction
Source: Rosstat, Raiffeisen RESEARCH

Peak of political tensions with West might be over, but uncertainty remains high

Russian economy hurt by fears of Western sanctions - long-term FDI likely to suffer most

Weaker consumption and the “Ukrainian factor” are the new risks for the economy

Prudent stance in fiscal expenditures accompanied by extra revenues from weaker rouble and higher oil price

The accession of Crimea to Russia on 18 March and subsequent developments in
Ukraine resulted in a strong deterioration in relations with the West. The USA and
EU enforced asset freezes and travel bans on selected individuals and a few com-
panies, but backed off from meaningful trade or financial sanctions (“sectoral
sanctions”). Nevertheless, the Russian economy has been indirectly hurt by the
threat of sanctions (see box next page). On the other hand, at home, the foreign
policies proved to be highly popular — boosting the rating of President Vladimir
Putin to a multi-year high. Other recent events included the signing of a landmark
gas supply contract with China and the foundation of the Eurasian Economic Un-
ion with Belarus and Kazakhstan starting from 2015, underlining Russia’s efforts
for political and economic sovereignty (albeit these developments will not have a
strong or immediate economic impact]. At time of writing, the worst of the inter-
national tensions might be over. However, with the situation in Ukraine still pretty
much in flux, the foreign political outlook is highly uncertain. Given our bleak ex-
pectations for the economy, the recent domestic euphoria might vanish sooner
rather than later, while parliamentary and presidential elections are still far away
in 2016 and 2018.

Financial analyst: Andreas Schwabe, CFA

The weak economic data in Q1 2014 only confirmed our concerns about rising
risks for the Russian economy. GDP growth continues to slow down. The data sug-
gest that economic growth decelerated by more than half in Q1 2014, slipping
to 0.9% yoy vs. 2% yoy in Q4 2013. According to our estimates seasonally ad-
justed GDP contracted in Q1 2014 by more than 1% qoq and there could be
more contraction in Q2 2014, which technically would qualify as a recession. The
most disappointing results are being seen in capital investments and industrial pro-
duction. Although infrastructure projects financed by part of the National Welfare
Fund are expected in H2 2014, we do not expect this to be significant enough to
change the downward trend in investments this year. After a long period of stabil-
ity, the manufacturing PMI started on a downtrend and reached the lowest level
since the 2008-2009 crisis. Among industries with pronounced negative dynam-
ics, we would highlight metallurgy and production of machinery and equipment.
Moreover, the deceleration of household consumption has become an additional
risk. After a long favourable period, economic stagnation and decreasing internal
demand should start to negatively affect the labour market. Despite the fact that
unemployment will remain rather low, we see risks of a considerable slowdown in
real wages in Q2-Q4 2014, resulting in a significant deceleration of retail sales.
A spike in the spring was temporary in nature, mostly explained by rouble depre-
ciation and the willingness of households to hedge their savings via purchases of
durables. Accelerating inflation (headline CPI already reached 7.6% yoy, mark-
ing an annual high) and higher costs of borrowing are also weighing on consump-
tion and investments. We believe that rouble depreciation is more likely to pro-
long the investment pause, rather than fo support investment activity. Even if seri-
ous sanctions against Russia are not implemented, a long period of geopolitical

Please note the risk nofifications and explanations at the end of this document
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uncertainty could lead to a freeze in the investment programmes of the leading Budget balance (% of GDP)

real sector companies. All of these factors have prompted us to revise GDP fore- 6
cast for 2014 downwards to -0.3% vs. +1% previously. g
3 4
There should have been no significant fundamental changes in the budget struc- 6
ture this year. The Russian Federal budget is expected to receive significant ad- 9 1
ditional revenues, which allows for expectations of a balanced budget or even :i 1

small surplus this year (0.5% of GDP vs. initial -0.5% of GDP, according to Min-

58322235 %
fin estimates). Given that a major part of revenues is denominated in USD (stem- S8 2838 ¢R% 8 S S 3

ming From. c.luhes on exF?orte.d oil and gas), the' sharp RUB depreciation this year mNon-oi deficit = Federal budget deicit
and a sufficiently high oil price could translate into additional unplanned net reve-
nues of about RUB 700 bn in 2014. However, even with these extra budget reve-

nues, a budget surplus should not be taken for granted, given the current unstable

Source: Ministry of Finance, Raiffeisen RESEARCH

situation. Provided there is no drop in the oil price, it seems that Minfin may even

have the opportunity to replenish Reserve fund this year. GDP dynamics and forecasts (% yoy)

This year's budget has an additional obligation to support infrastructure and so- 10% Forecas

cial spending in the Crimea and Sevastopol regions. In 2014 it means up to RUB 6% |

300 bn in extra expenditures, which however would be covered by the special re- -

serve of the budget. Despite the additional revenues, Minfin demonstrates strong 2%

adherence to fiscal prudence: increases in expenditures are being avoided, all 2% |

the technical shortfalls are covered and the fiscal rule is not breached.

Taking into account additional budget revenues, sovereign demand for borrow- 6% 1

ing in 2014 may be rather low. The main increase will be represented by issuing 0,

state guarantees. With the strong position of authorities on fiscal tightening (de- S ’g ggcc-oexz2
AN AN AN AN AN N N N N N

spite economic stimuli and funds to support new ex-Ukrainian regions required),
we do not expect any significant rise in public debt to-GDP ratio in real terms and
only forecast it at 11.5% in 2014 (vs. 11.3% in 2013).

Financial analyst: Maria Pomelnikova , Raiffeisenbank ZAO, Moscow, Russia

Focus on: Russia heavily exposed to sanctions = but costly for EU as well

After Crimea joined the Russian Federation, Western states imposed symbolic and light economic sanction on Russian individuals and
several companies (asset freezes and travel bans). The direct impact of these on the economy is low. However, the indirect impact via
monetary policy tightening and the uncertainty with regard to more sanctions has probably been more relevant. In this report, we as-
sume that substantial further economic sanctions (a third round of sanctions; i.e. “sectoral sanctions” covering entire industries) will not
be imposed on Russia. At the same time, the muted growth outlook for Russia is rooted in fundamental and cyclical factors preceding the
Ukraine crisis, but these have been aggravated by the uncertainty in recent months (especially for investment dynamics).
In general, Russia is quite vulnerable to European trade sanctions. While trade with the USA is limited (2% of Russian exports and 5%
of imports), trade with Europe accounts for 60% of exports and 40% of imports (especially machinery and consumer goods). Russia is
highly dependent on energy exports to Europe and revenues would be hurt severely if exports were reduced. Oil and gas account for
two thirds of Russian exports and half of the central state budget revenues. From a European perspective, the shares are far smaller,
which at first sight implies some asymmetry in the degree of dependency: Russia accounts just for 5% of extra-euro area exports and 8%
of extra-euro area imports. However, the exposure of European countries to imports from Russia is concentrated both geographically
and product wise, making it more difficult to substitute imports in a timely manner: for example, Germany receives around 35-40% of its
oil and 40% of its gas supplies from Russia, and in some cases CEE countries draw close to 100% of their gas from Russia. In the case
of Germany, Russia takes 11th place in trade turnover (4% of total). Thus, there is a sufficiently strong mutual inter-dependency, which
also explains the reluctance of Europeans and in particular Germany to go for harder sanctions.
Russia has also become increasingly exposed on the financial side as well, given the rising global financial integration of banks and
companies. Russia’s external financial position shows financial assets — both publicly and privately owned - of almost USD 1,400 bn
(incl. USD 500 bn in FX reserves). Liabilities and financial investments from abroad amount to USD 1,200 bn. Russia’s gross external
debt has risen from USD 460 bn in 2010 to USD 730 bn as of early 2014. 70% of equities on the local Moscow stock exchange and
around 25% of local government bonds are held by foreigners.

Financial analyst: Andreas Schwabe, CFA

For more information, see p. 8 of this report and our special report “Crimea stand-off and the threat of sanctions: Impact on Russia”, 12 March 2014

Please note the risk notifications and explanations at the end of this document
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Emergency tightening reversed only in late 2014

Inflation dynamics (% yoy)
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Key rate & money market outlook

curr*  Sep-14
Key rate  7.50 7.5 7.0
1 month 9.21 9.7 8.9
3 months  9.61 9.8 9.3
6 months  9.82 10.0 9.5

*16 June 2014, 5:00 p.m. CET

1 month: 5 year high 11.0, low 3.2.

3 month: 5 year high 12.3, low 3.7.

6 month: 5 year high 13.2, low 4.1.
Source: Bloomberg, Raiffeisen RESEARCH
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CBR’s policy is skewed towards tightening

RUB depreciation and the “Ukrainian factor” raise inflationary risks in 2014
Food price shocks add to inflationary pressures

Rate cuts only towards end of 2014 possible

Monetary policy in H1 2014 has been strongly affected by the external tensions.
During the escalation of the Ukrainian situation in early March, the Central Bank
of Russia (CBR) sharply increased the key rate by 150bp to 7%, in order to avoid
associated inflationary risks and threats to financial stability. After one month,
these risks did not disappear. Moreover, apart from RUB depreciation, other new
inflationary factors have appeared. Despite market expectations, which consid-
ered the CBR's monetary tightening as a risk to economic growth, the CBR con-
sidered its first key rate hike insufficient to prevent further inflationary pressure
and in late April the regulator unexpectedly raised the key rate by another 50bp,
bringing the current rate to 7.5%. Since then inflationary risks have not weak-
ened. Therefore, we do not anticipate any quick easing of monetary policy.

Annual inflation has continued to rise since the beginning of the year. There is a
significant risk that CPI inflation could reach 7.8% in June. In recent months, lo-
cal supply shortages for particular food products were one of the key reasons
for CPI acceleration. This was more acute in the fruits and vegetables segment,
as well as in milk and milk products. However, at the moment, the role of that
inflationary pressure has faded and we see another risk coming. Since the end
of March, the acceleration of food inflation was mainly explained by a surge in
meat prices (pork, in particular): pork prices have increased by 10% while price
growth for other meat products remains limited. The weighting of meat products
in the CPl exceeds 9%, and we note that pork imports account for around 30%
of meat consumption in Russia, with the EU being the key supplier. Taking info ac-
count that the Federal Veterinary and Phytosanitary Monitoring Service imposed
a ban on pork imports from EU on 30 January 2014 and global pork prices are
also rapidly rising, we expect inflationary pressure from this factor to continue.

There is a certain risk that if the situation does not improve the CPIl could exceed
6% in 2014 (which is the new target level of the CBR). We note that — unlike in
the USA - the core inflation index in Russia covers all food products, excluding
food and vegetables but including meat products. This explains the fact that the
pace of core inflation matches the rise in headline CPI. Despite the described
risks, we hope that in its decisions on the rate the CBR will also take into account
the deceleration of price growth in several food segments (fruits and vegetables,
milk, fish, etc.) and will refrain from any further key rate hikes. However, even
provided that current inflationary factors are mainly non-monetary in nature, the
CBR may consider that they possibly generate extra inflationary expectations.
Therefore, we see no room for any rate cuts until Q4 2014 at the earliest.

Financial analyst: Maria Pomelnikova, Raiffeisenbank ZAO, Moscow, Russia

Please note the risk nofifications and explanations at the end of this document




x Raiffeisen
RESEARCH

Rouble stabilising, but still vulnerable

Rouble returns towards the middle of its trading band against the basket
Uncertainties in relation to Ukraine as the biggest threat for RUB
CBR continues to cut interventions as a step towards higher medium-term flexibility

Falling current account surplus underpins our expectation of RUB depreciation

Rising tensions in Ukraine, the threats of economic sanctions against Russia by ~ Rouble in its target range*

Western powers and the economic slowdown all contributed to RUB weakening
in the first quarter of 2014. Subsequently, however, hopes for de-escalation in 42
Ukraine as well as quick measures by the Central Bank of Russia helped stabi- 40
lise the rouble. The CBR reduced the depreciation pressure by increasing inter- 22
est rates and adjusting the movement of the FX band. The increase in the cumu- 34

lative volume needed to change the RUB trading band by 5 kopecks was moved 32 A
30

09 10 11 12 13 14
——RUB basket
Lower target range

to USD 1.5 bn, thereby limiting shortterm depreciation potential. The recent pos-
itive correction of the rouble was expected, given the lack of negative news-flow,
but any deterioration in the political situation could trigger renewed RUB depre-
ciation. In the meantime, the central bank’s foreign exchange reserves remain

large and are adequate to prevent any extreme RUB movements even in rough * Basket is composed of 55% USD and 45% EUR
Source: CBR, Raiffeisen RESEARCH

Upper target range

times.

After having used considerable volumes for interventions during the past months,

the central bank has now scaled back the intervention volume considerably. On

22 May, the regulator significantly decreased the amount of FX interventions ~ Balance of Payments (USD bn)

within the operational band, which itself remains unchanged (7 RUB). Since 160 A
22 May the daily amount of interventions within each sub-band has decreased ]gg

to USD 100 mn (with the exception of technical and neutral sub-bands with zero 40
interventions). Moreover, while the RUB rate is below the upper boundary of the 0

FX band, the CBR also purchases FX on the open market for MinFin (for transfer 28 I
to the Reserve Fund). With the current FX rate these purchases amount to USD 120

100 mn per day. We note that this move by the regulator is not unexpected given - 160

0405060708092 101112 1314e
mmmm Current account surplus/deficit
ing within the zero-interventions sub-band. Should there be another round of RUB Capital inflow/outflow

—— Interventions
Source: CBR, Raiffeisen RESEARCH

its determination to shift to a floating FX regime by 2015 and RUB currently trad-

depreciation, the CBR's support would be weaker within the band but not at its
border where the interventions become unlimited and the upward shift occurs af-
ter the sale of USD 1.5 bn. Despite the goal to move towards a floating currency
in 2015 we would expect to see a longer transition phase with continued, but
smaller interventions. Any escalation in Ukraine that would put renewed pressure
on RUB could, however, lead to a postponement of the floating strategy by 2015.

Fundamentally, we anticipate less intensive capital flight for the rest of 2014 Exchange rate outlook

then seen in Q1 (where it was ~USD 64 bn) and a large enough current account curr* Sep-14 Dec-14 Mar-15

surplus in H2 2014 to limit the depreciation pressure on RUB. For the first four EUR/RUB 470 479 48.1 487

months 2014 we have seen the foreign trade surplus increasing by 10.9% yoy to USD/RUB N

USD 69 bn. Such an improvement was mainly driven by a visible decrease in im- FUR/USD 156 192 139 139
RUB basket 40.1 41.5 42.0 425

ports (-7.3% yoy). As we do not project an improvement in investment dynamics 2013 2014e 2015f 2016f

this year, weaker imports should be supportive for a continured current account EUR/RUB (avg) 42.3 47.7 487 49.8
surplus (provided stable exports). Nevertheless, we project the current account USD/RUB [avg) 31.9 356 377 383

surplus to remain comparably low in 2015 and 2016, underpinning our expec- EUR/USD (avg) 1.33 1.34 129 1.30
tation of a moderate RUB depreciation during these years. Additionally, the de- ~ RUB basket 36.6 410 426 435
coupling of the rouble and the oil price witnessed since mid-2013 should con- U;;;;&Z?y’:(;j;gig:éi,l low 27,1543
tinue, underpinning the changed environment for RUB. EUR/RUB: 5 year high 51.1095, low 37.2149
. . RUB basket: 5 year high 43.2254, low 32.8939
Financial CmO/ySfS! WO/fgC'ng Ernsf, CEFA; Source: Bloomberg, Raiffeisen RESEARCH

Maria Pomelnikova, Raiffeisenbank ZAO, Moscow, Russia

Please note the risk notifications and explanations at the end of this document 7
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Banking market potential challenged by growing risks

Loans and deposit trends
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Cross-border claims Europ. banks*
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* BIS-reporting Western European banks, Dec 2007=100,
latest data Q4 2013; Source: BIS, Raiffeisen RESEARCH

Shares cross-border claims Russia®

United Kingdom 7.09%
Austria 8.75%
Germany 9.36%
ltaly 12.15%
United States 12.39%
France 20.85%
Western European banks 74.25%

* Q4 2013 BIS data and company data

Source: BIS, company data, Raiffeisen RESEARCH

Lending growth to drift lower due to economic slump and surging interest rates

Profitability under pressure from more challenging monetary environment, risk to asset quality
Implemented and threatened sanctions weigh on funding opportunities

Certain degree of resilience should support dexent profitability in non-escalation scenario

H2 2014 is likely to see an end to the traditionally high growth rates in lending.
While loan growth (17% yoy) still outpaced the rest of CEE region at year-end
2013, the development in 2014 and beyond remains subdued. Despite a pick-
up in overall loan growth to around 20% yoy in Q1 2014, we expect the rate
to drift back down towards low double-digit or high single-digit levels in 2014.
The major constraining factors are the slowdown in economic growth, and - to @
great extent — FX and inferest rate fluctuations, triggered by the escalation of po-
litical risks. The latter two factors may also weigh on banking sector profitability
through tighter margins and weakening of borrowers’ financial standing. The im-
pact of these factors may be partially offset by an increase in demand for RUB-
denominated loans from export-related sectors and from borrowers for whom ex-
ternal financing may not appear to be an option for political reasons or due to
market conditions/pricing. On the profitability side, with RoE at 15% and RoA at
1.7% in 2013, Russia kept its position among the most profitable CEE banking
markets. The results of 2014 are expected to be notably worse, but still at decent
levels. RoE of around 10% might still be in reach given the resilience of the Rus-
sian banking system. Credit risk indicators have remained at fairly low levels so
far, with the NPL ratio varying around 4.5% in the first months of 2014. Still, as
asset quality issues usually appear with a lag, the major impact of the RU-UA cri-
sis in ferms of impaired banking assets should be expected in H2 2014, leading
to our year-end NPL estimate of about 6%.
In addition to asset quality pressure, vulnerable money pricing and significant ex-
ternal funding constraints will be the main factors that determine banks’ 2014
profitability and financial standing. Western sanctions against Russia (imple-
mented and potentially pending) have already put constraints on Russia’s cor-
porate and banking debt markets, affecting bonds, syndicated loans and credit
lines. In this context, it must be stressed that the Russian market usually shows the
highest volatility in external funding to the banking sector compared to other CEE
markets. Moreover, external funding conditions had already grown tighter for the
Russian banking sector later in H2 2013, i.e. well before the recent round of es-
calation of geopolitical tensions. A major downside risks for the Russian bank-
ing sector would be an overly harsh stance by the US in terms of (financial sec-
tor) sanctions against Russia. In the banking and financial sector, the US has a
position which is more on par with Europe. At the individual country level, the
United States has a Russia exposure comparable to that of France, which is the
European country with the largest Russia exposure. Moreover, for the American
banking sector Russian involvement is relatively seen at about the same level as
for European banks, at about one percent of international engagements. The
rather prominent position of the USA in the financial sector reflects two impor-
tant aspects. On the one hand, Citibank is a major player in Russian banking lo-
cally (i.e. on-shore), and on the other hand, major US banks (Citibank, Goldman
Sachs, JP Morgan) are major players in the international banking, capital mar-
kets and off-shore business.

Financial analysts: Gunter Deuber, Elena Romanova

Please note the risk nofifications and explanations at the end of this document
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Cautious view on Russian debt

Local currency bonds

Russian assets, especially RUB papers, reacted positively to the decrease of po-
litical tensions in May and outperformed other GEM. When writing this report
at the end of May, the rouble had appreciated by approximately 5% since the
beginning of May, while the Ukrainian risk premium in Russian sovereign Eu-
robonds had dropped considerably (e.g. spread Russia 42 — Brazil 41 plunged
from 100bp to 30bp). Driven mainly by RUB appreciation, foreign investors
switched from risk-off to risk-on with regard to OFZs, despite the relatively high
consumer price inflation (with a peak only expected in June-July). The yield on
10y OFZs shiffed down 58bp to 8.85% in May, corresponding to a 135bp
spread over REPO rates. These spread levels mark historical lows: before the
CBR’s emergency rate hikes the spread was 240bp.

Apart from the improving sentiment on RUB assets, another reason for the recent
gains and the flattening of the yield curve — the 10y-2y spread was just 50bp in
mid-May compared to the average of 110bp seen in 2013 - is the very limited
supply of new paper by the Ministry of Finance. It is not selling more than inves-
tors are ready to buy without granting them an elevated premium. In addition, in
May Russian debt managers almost halved their official borrowing programme
for this year from RUB 825 bn to RUB 435 bn as revenues of the federal budget
were revised upwards thanks to the combination of a weaker rouble and higher
oil prices. The budget surplus is now estimated at 0.5% of GDP, but we doubt that
the federal budget will end this year with a surplus, given the still looming eco-
nomic risks on the downside. However, net borrowing amounts to RUB 119 bn
which is rather moderate compared to RUB 316 bn maturing OFZs this year. To
recap, net borrowing in 2013 was RUB 358 bn. We note that due to the escala-
tion of the Ukraine conflict in Q1 2014 MinFin only managed to borrow RUB 8
bn in net terms on the local market. Several OFZ auctions were cancelled due to
the additional risk premium investors demanded. According to the new borrow-
ing programme, in contrast to recent years, in 2014 the OFZ market is becom-
ing a source of rouble liquidity (MinFin is expected to raise RUB 120 bn and to
pay out RUB 272 bn in coupons). Accordingly, we think that OFZ pricing is quite
expensive at the moment and expect that another round of RUB depreciation —
which will likely be seen in H2 2014 in our opinion — will trigger a correction
on the OFZ market. Against this backdrop (and the adverse inflationary environ-
ment), the likelihood that the central bank could reverse parts of its emergency
rate hikes later this year declined. In comparison, Turkey was able to roll-back the
crisis-induced emergency rate hikes on the improved risk perception of TRY mar-
kets. In any case, both countries” debt markets should not be able to benefit from
possibly looser MP in the longer run due to rising pressure from US rates, so un-
der current market conditions we consider shortterm non-sovereign tier-1 bonds
a better alternative compared to OFZs.

Financial analysts: Denis Poryvay, Stephan Imre

Improving sentiment towards OFZ market driven by RUB recovery and de-escalation of Ukraine crisis

Despite considerably lowered borrowing plan for 2014 bearish view on LCY debt especially on longer tenors

Russia’s long-term Sovereign Eurobond outlook to remain negative but short-term tactical marketweight is recommended
Corporate Eurobonds: we suggest focusing on shorter maturities with low refinancing risks and low exposure to Ukraine

OFZ curve shifted upwards®
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OFZ curve Sep. 2013
OFZ curve May 2014

*x-axis: term to maturity (years); y-axis: yield-to-maturity (%)
Source: Russian Ministry of Finance

Yield curve steepness (bp)*

250

-50
Jan-13

Jun-13 Nov-13  Apr-14

RU TR PL
* 10y minus 2y yield

RU: 5y high 276, 5y low 36

TR: Sy high 171, 5y low -152

PL: 5y high 168, 5y low35

Source: Bloomberg, Raiffeisen RESEARCH

OFZ market outlook (%)

current* Sep-14 Dec-14 Mar-15

2y 82 83 8 8
5y 83 85 82 86
10y 85 89 88 94

* as of 16 June 2014, 11.30 a.m. CET
Source: Bloomberg, Raiffeisen RESEARCH

Please note the risk notifications and explanations at the end of this document
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Russia rating spread”
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Sovereign Eurobonds

The Russia-Ukraine conflict led to a significant deterioration of the investment
outlook for RU. To illustrate, since the UA crisis unfolded in February 2014 RU’s
EMBIG index has underperformed the broader composite measure by 4% and
posted a 6% net loss compared to its maximum. Although we do not see the risk
of broader sanctions against RU as being very high, the worsening investment
outlook and a looming economic recession prompted all three of the major rating
agencies to downgrade their outlook from stable fo negative (BBB-/Baa1/BBB by
S&P/Moody's/Fitch). Moreover, the market takes a pretty negative view of the
situation as evidenced by CDS-implied rating trading one notch below the invest-
ment grade at BB+ and the EMBIG spread being firmly anchored to the BB rat-
ing bracket. S&P already downgraded RU to BBB- in April, and we see a higher
chance that Moody’s and Fitch to follow suit. Despite the strong external liquid-
ity and fiscal position, RU’s investment outlook is clouded, and the stagnant econ-
omy will reduce the government room for manoeuvre. Also, the private sector’s
large shortterm external debt might result in additional stress and lead to further
depletion of international reserves. As a result, we see the long-ferm risk being
skewed to the downside while over the short term we expect RU Eurobonds to
level up, after the earlier sell-off created technically more attractive entry levels.
Therefore, we recommend only a tactical market-weight for the next three months
at best. In terms of relative value, we find RU remaining comparatively attractive
vs. Brazil and Turkey, while we expect a wider spread in favour of Hungary and
Romania due to their stronger medium-term upgrade pattern.

Financial analyst: Gintaras Shlizhyus

Corporate Eurobonds
Global EM corporate index (JPMorgan CEMBI Broad Index) returned 4.6% ytd in
2014 and outperformed its Russian segment (-0.5% ytd) by a wide margin. Clearly
Russian-Ukraine stand-off remains the key driver of Russia’s 2014 performance.
Also, the CIS primary market corporate activity was hit by Russian-Ukrainian
stand-off with USD 6.3 bn issued ytd compared to USD 37 bn year ago. The sig-
nificant decrease is attributable mainly to lower issuance from Russia which came
mainly from quasi sovereign issuers (98% of country’s total). We have seen sev-
eral planned deals being postponed including a sub deal from Tinkoff Credit Sys-
tems Bank and a senior Eurobond from Lukoil. Currently the limited market ac-
cess is forcing Russian corporates to test their relationships with commercial banks
and possibly turning to more exotic markets with Gazprom'’s dim sum bond (USD
300 mn equivalent) being in the pipeline. Despite currently closed primary mar-
ket we think any new deal announcements will come with interesting primary mar-
ket premiums. We suggest waiting until more clarity is gained with regards to fur-
ther sanctions imposed on Russia. On the secondary market, we recommend tem-
porarily avoiding Russian consumer lenders due to a more challenging operating
and regulatory environment. In oil and gas sector we prefer privately owned en-
tities (Lukoil, Novatek) to state owned as according to the US/EU rhetoric these
are less likely a target of the economic sanctions should these be implemented.
We suggest focusing on shorter maturities of credits with low refinancing risks
and low exposure to Ukraine as the best strategy in the current situation. We are
standing by our buy recommendations on GPBRU 6.5% due 2015, SBERRU 5.4%
due in 2017 and ALFARU 7.875% due 2017. We assess these banks’ shortterm
refinancing risk as modest. We are also maintaining our buy calls on LUKOIL
6.125% due 2020 and NVTKRM 6.604% due 2021.

Financial analysts: Martin Kutny, Lubica Sikova, CFA

Please note the risk nofifications and explanations at the end of this document
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Depression following political wobbles

Geopolitical conflict over Ukraine at the centre of attention
Further escalation between the West and Russia is not anticipated
MICEX earnings growth dampened by energy sector

Traditional valuation discount to other EM increased

With a market capitalization of EUR 474 bn at the end of March 2014 the Mos-  Market capitalisation
cow Exchange is by far the largest stock market in CEE/CIS. With regards to li- 350

quidity, the MOEX was also one of the most active with an average daily trad-
ing turnover of EUR 1 bn in the first quarter. It must be noted, however, that trad-
ing turnover increased especially due to tensions in Ukraine (calculated in roubles,
by around 42% yoy over Q1 2013). Energy companies are in the majority within 140

the MICEX benchmark at 55%, which reflects the dominance of oil and gas sector 20
within the Russian economy.

With respect to future performance of the CEE stock markets we are generally opti- 2005 2008 2011 2014

mm Capitalisation at year-end in USD bn (r.h. s.)
West and Russia will materialize and if there will be any further escalation. In our 4 Number of ll listed companies at yearend

mistic. The key issue remains fo what extent the threats and sanctions between the

baseline scenario, we do not expect any serious escalation, but do believe that the ggggflfec":‘lfo"d Federation of Exchanges, Raiffeisen
situation will remain tense in the coming months. It is not likely that a quick solution

will be found and waves of uncertainty could hit the markets at any time again.

Generally, the crisis poses a risk not only to the Russian economy through sanctions

but also to the stability of the local financial market through capital outflows. Due to

the international nature of the Moscow Stock Exchange with non-residents holding ~ Valuation comparison

70% of free-float traded shares on MOEX, the volatility of capital flows will remain 20 3

high; in the first quarter investors pulled out USD 70 bn, which was more than the 15
USD 63 bn outflows in all of last year. 2
Obviously, a stabilization of the situation in Ukraine is necessary in order to avoid 101 :
further risk-selling of Russian shares. Nonetheless, the market is gradually adapting 5 1 |
to the situation and we observe a familiarization effect of investors who retreated 0 - L o
from eagerly focusing the situation. According to the latest information from the MICEX  Sensex MSCI EM WIG 20
OSCE, Russian President Vladimir Putin supports mediation efforts, which is obvi- 30 UsD

. . . . . . mP/E 2014e
ously a positive sign and should contribute to further calming of the situation. DY 201 4e
However, even excluding the Ukrainian crisis, conditions for investments in Rus- ®P/B 2014e (r.h. scale)

sia are not very advantageous. The economic outlook is bleak and is dampening :g;lrECAeRC :’00’”*’6’9' Thomson - Reuters, - Roiffeisen
earnings growth. Following a drop in corporate profits by nearly 9% last year) we
expect corporate earnings of MICEX constituents to grow by 8.3% in 2014. Profit

growth will especially be brought down by the heavily weighted energy stocks, MICEX index sector weightings
which we expect to deliver profits for this year lower by 7.6%. On the other hand, Eneray 5481%
the MICEX's extremely attractive valuation (P/E ratio 2014e: 5.6), which has been Materials 13.34%
lower only six months out of the past ten years, does offer support to the overall Banks 12.50%
market. To provide some context, the MSCI Emerging Markets Index is currently ~ Telecommunications 9.19%
trading with a P/E ratio greater than 13.3. The MICEX's dividend return is also Food & Drug Retailing AL
. .. ° .. Utilities 3.74%

quite positive at 4.6% (aggregate of the entire index). o

Al in | | . ‘ f he MICEX h Diversified Financials 0.69%
in all, we expect largely positive performance rrom the over the next Refailing 0.65%
twelve months. Political tensions have likely already peaked and as the economy  'i5nsportation 0.30%
once again finds its floor capital outflows should turn around. As such, in our opin- Consumer Durables 0.28%
ion the positive factors outweigh the shortterm (political) risks. However, due to the Pharma & Biotechnology 0.23%
still weak economic growth we assume that upside is limited in the year to come. Capital Goods 0.15%
Automobiles 0.10%

. . Source: Thomson Reuters, Raiffeisen RESEARCH
Financial analyst: Aaron Alber, CIIA

Please note the risk notifications and explanations at the end of this document
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Stock picking in Moscow

LUKoil vs MICEX Index
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Source: Thomson Reuters, Raiffeisen RESEARCH

Yandex vs MICEX Index
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E.On Russia vs MICEX Index
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LUKoil (Buy, RUB 2,499)
LUKoil has long-term potential on the back of its promising greenfields, better-than-
average refineries in Russia and a high dividend yield, while the stock is still one
of the most attractive on multiples. LUKoil has displayed lower volatility among
Russian stocks during Ukrainian crisis. But it still trades at a discount to its Russian
peers and with a significant gap to its infernational peers, while it offers one of
the highest dividend yields in the sector. We believe that LUKoil’s dividend policy
could become a new mid-+erm trigger for the stock. LUKoil could compensate its
shareholders for the RUB depreciation and dividends for 2014 should rise by 15%
yoy in USD terms, with a yield of almost 7%. Moreover, for the investors focused
on dividend stories it is an aftractive opportunity to receive 6.3% (or 10.9% annual-
ized) yield in the next 7 months, thanks to LUKoil’s high interim dividend:s.
Financial analyst: Andrey Polischuk, Raiffeisenbank ZAO, Moscow, Russia

Yandex (Buy, USD 31)
Yandex's share price suffered a significant pressure resulting from the relatively
weak Q1 2014 results and more cautious outlook, amplified by the president Pu-
tin's call for more Internet regulation and respective comments on Yandex specifi-
cally. This was accompanied by the Russia sovereign rating downgrade and the
correction of global tech stocks, multiplying the anxiety towards the stock. We ar-
gue that, emotions aside, the proposed measures impose little risk on Yandex's core
contextual advertising business, which still enables it to grow by 25-30% pa even
despite the economic slowdown. Yandex has a strong balance sheet with cash pile
of USD 1.4 bn, around 15% of market cap, buyback programme in place and fur-
ther potential for cash distribution. Although the share price has already bounced
from the drought, we believe that there is more upside potential in the event of the
general market recovery, as Yandex belongs to the high-beta Internet sector.
Financial analyst: Sergey Libin, Raiffeisenbank ZAO, Moscow, Russia

E.On Russia (BUY, TP: RUB 3.11)
E.On Russia is the highest yielding dividend stock on the Russian market among the
large- and mid-caps. The board of directors proposed to pay RUB 0.38 per share
which translates in a 14% dividend yield. We expect the dividend to drop signif-
icantly in 2014e following the deterioration of EBITDA this year. Nonetheless we
treat this drop in profit as a run up before the jump as in 2015e the company is ex-
pected fo post healthy growth in EBITDA and bottom line on the back of the newly-
launched CSA-contracted unit at Berezovskaya TPP. The company is free cash flow
positive and the fact that the management does not see interesting opportunities in
Russia apart from small scale distributed generation projects makes us believe that
there is high probability that E.On Russia is likely to continue sharing these cash
flows with minority shareholders.

Financial analyst: Fedor Kornachev, Raiffeisenbank ZAO, Moscow, Russia

Please note the risk nofifications and explanations at the end of this document
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Evraz (Buy, GBP 116.0)
In FY 14e Evraz is well-positioned to demonstrate improvements in its financial per-
formance, which should be due to several reasons. A) We expect Evraz to increase
production of high-quality rails after the modernization of Novokuznetsk rail mill
was completed. The company already announced its targets to increase sales of
rails not only in Russia but also on the export markets in CIS and EU. B) Focus on
cost saving measures (introduction of the PCl technology at its core steel-making
operations) should help Evraz to realize better margins. At its Investor Day which
will take place on June 11 Evraz should make first announcements related to posi-
tive achievements on the operational cost side. C) Potential sale of Evraz Highveld
Steel and Vanadium, which should be completed in 2014 and solid operations
in the USA should help to improve profitability. Evraz's current cheap valuation on
FY 14e EV/EBITDA multiple makes the company attractive on the current levels.
Financial analyst: Irina Trygub-Kainz, Raiffeisenbank Centrobank, Vienna

Magnit (Buy, RUB 10,034)
We like Magnit's common shares, which we see as more attractive for investors
than the GDRs. Despite the rapid rebound from 12 months low level reached in
late-April, explained by the sell-off of the Russian equities on ongoing Ukraine po-
litical tensions, we still see an attractive upside potential for the stock. The 13% dis-
count in the price of Magnit's local shares to its GDRs implies an opportunity to
play on the narrowing of this discount. Aside from the technical factors, we con-
firm our positive view on Magnit for fundamental reasons. Russian food retail mar-
ket demonstrates relatively low market concentration ratio and still provides attrac-
tive growth opportunities. We like the retailer’s aggressive organic growth strat-
egy, which should enable it to double the selling space, adding up to 3 mn sqm by
2018. Meanwhile, starting from 2014 we expect Magnit to generate enough op-
erating cash flow to cover its capex program (in FY14e Magnit plans to invest USD
1.7-1.8 bn), which implies that the retailer’s Net Debt/EBITDA ratio will remain be-
low 1x, indicating financial stability of the company.

Financial analyst: Natalya Kolupaeva, Raiffeisenbank ZAO, Moscow, Russia

PhosAgro (Buy, TP: U.R.)
We stick to our Buy call on PhosAgro as it is the best pick to enter fertilizer story,
which grounds on cogent fundamentals, i.e. population growth, reduction of ara-
ble land per capita and increase of human wealth in EM and related changes in
diet preferences. The company has flexible production lines that enable it to switch
from one product to another at short notice to mitigate seasonality and constantly
seek for the best available price netbacks. Even in tough times for phosphate mar-
ket, when Chinese flooded global arena with large quantities of DAP, while the big-
gest importer India suffered from rupee weakness and reduction of state subsidy for
farmers, PhosAgro was able to operate at 100% capacity utilization, while the in-
dustry average was below 70%. Recently the company reported upbeat 1Q 2014
financials driven by sales growth, massive price recovery and RUB devaluation,
which support our view on the name. We also highlight that PhosAgro is cheap on
multiples with 5.3x EV/EBITDA 2014e vs. average industry of 10.0x.

Financial analyst: Konstantin Yuminov, Raiffeisenbank ZAO, Moscow, Russia

Evraz vs MICEX Index
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Source: Thomson Reuters, Raiffeisen RESEARCH

Magnit vs MICEX Index
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PhosAgro vs MICEX Index
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Real GDP (% yoy)

Countries 2012 2013
Poland 1.9 1.6
Hungary 1.7 1.1
Czech Rep. 0.9 0.9
Slovakia 1.8 0.9
Slovenia 2.5 1.1
CE 0.6 0.8
Croatia 2.2 0.9
Bulgaria 0.6 0.9
Romania 0.6 3.5
Serbia -1.5 2.5
Bosnia a. H. 1.1 1.9
Albania 1.6 0.4
Kosovo 2.5 3.0
SEE -0.1 2.2
Russia 3.4 1.3
Ukraine 0.2 0.0
Belarus 1.7 0.9
CIs 3.1 1.2
CEE 2.1 1.2
Turkey 2.1 4.1
Austria 0.9 0.3
Germany 0.9 0.5
Euro area -0.6 -0.4

2014e Consensus

3.3 3.1
2.7 2.5
2.6 2.1
2.7 2.3
1.0 0.2
2.9 2.6
0.8 0.3
2.0 1.7
3.5 3.0
0.0 1.1
0.0 1.7
2.0 1.8
3.0 n.a.
2.0 2.0
0.3 0.3
7.0 4.2
0.5 1.3
-0.8 0.0
0.5 0.9
3.5 2.4
1.3 1.4
1.8 2.0
1.2 1.1

2015f

2.0

Source: Thomson Reuters, Bloomberg, Consensus Economics, Bloomberg, Raiffeisen RESEARCH

General budget balance (% of GDP)

Current account balance (% of GDP)

Countries 2012 2013 2014e 2015f
Poland 3.5 1.3 -1.1 2.1
Hungary 1.8 3.0 34 3.5
Czech Rep. 1.3 1.4 04 0.3
Slovakia 22 22 17 1.4
Slovenia 33 65 64 5.0
CE -1.5 0.0 0.4 -0.3
Croatia 0.1 1.3 1.2 0.7
Bulgaria 08 19 07 0.5
Romania 44 1.1 20 2.5
Serbia -10.7 49 53 6.2
Bosnia a. H. 98 59 81 -11.1
Albania 93 -104 -10.3 -11.0
Kosovo 80 70 7.7 7.8
SEE -4.4 -4 2.2 2.9
Russia 3.6 1.6 23 2.0
Ukraine 85 91 30 3.1
Belarus 29 102 55 6.1
CIs 2.5 0.4 1.7 1.4
CEE 0.7 0.1 0.9 0.4
Turkey 6.2 7.8 -63 -6.0
Austria 2.4 27 25 2.3
Germany 7.4 75 70 6.5
Euro area 1.3 23 1.9 1.5
Source: Thomson Reuters, Raiffeisen RESEARCH
Gross foreign debt (% of GDP)
Countries 2012 2013 2014e 2015f
Poland 727 70.8 692 68.0
Hungary 131.1 123.5 118.2 112.6
CzechRep. 509 542 556 53.9
Slovakia 715 827 846 867
Slovenia 1156 113.3 114.0 1153
CE 77.7 77.6 76.5 74.8
Croatia 103.1 105.8 106.6 104.2
Bulgaria 943 935 891 824
Romania 757 675 628 613
Serbia 86.9 789 796 787
Bosniaa. H.  63.3 622 63.5 625
Albania 258 282 289 308
Kosovo 148 144 139 134
SEE 80.6 757 727 704
Russia 31.4 341 390 393
Ukraine 744 789 106.8 98.0
Belarus 51.9 527 56.1 540
CIs 35.4 38.1 43.8 43.7
CEE 51.3 52.4 56.2 55.5
Turkey 42.0 450 525 484
Austria n.v. n.v. n.v. n.v.
Germany n.v. n.v. n.v. n.v.
Euro area n.v. n.v. n.v. n.v.

Source: Thomson Reuters, Raiffeisen RESEARCH

Countries 2012
Poland 3.9
Hungary -1.9
Czech Rep. -4.2
Slovakia 4.4
Slovenia 3.8
CE 3.7
Croatia 5.0
Bulgaria 0.4
Romania -3.0
Serbia 6.4
Bosnia a. H. 2.0
Albania 3.4
Kosovo 2.7
SEE 3.3
Russia 0.4
Ukraine 5.5
Belarus 0.5
CIs 0.0
CEE -1.4
Turkey 2.4
Austria 2.6
Germany 0.1
Euro area 3.7

Consensus

2013 2014e
4.3 -3.3
23 2.8
1.5 1.5
28 26
70 50
34 29
49 4.8
1.9 -1.8
23 25
4.8 7.2
1.5 1.5
6.0 6.6
2.7 2.0
-3.0 3.4
1.0 -0.5
6.5 7.0
0.2 0.0
-1.4 -1.0
-2.1 -1.7
22 25
1.5 26
0.0 0.0
-3.0 2.6

Source: Thomson Reuters, Raiffeisen RESEARCH

Exchange rate EUR/LCY (avg)

Countries 2012

Poland 4.18
Hungary 289
Czech Rep. 25.1
Slovakia euro
Slovenia euro
Croatia 7.52
Bulgaria 1.96
Romania 4.46
Serbia 113
Bosnia a. H. 1.96
Albania 139
Kosovo euro
Russia 39.9
Ukraine 10.4
Belarus 10,748
Turkey 2.31
Austria euro
Germany euro
USA 1.29

2013
4.20
297
26.0
euro
euro

7.58
1.96
4.42
113
1.96
140

euro

42.3
10.8
11,828

2.53
euro
euro
1.33

2014e
4.16
308
27.3
euro
euro

7.63
1.96
4.45
116
1.96
140

euro

47.7
14.7
14,107

2.85
euro
euro
1.34

2015f
4.04
319
27.1
euro
euro

7.65
1.96
4.44
119
1.96
140
euro
48.6
14.8
15,899

2.70
euro
euro
1.29

Source: Thomson Reuters, Raiffeisen RESEARCH
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Consumer prices (avg, % yoy)

Countries
Poland
Hungary
Czech Rep.
Slovakia
Slovenia
CE
Croatia
Bulgaria
Romania
Serbia
Bosnia a. H.
Albania
Kosovo
SEE
Russia
Ukraine
Belarus
CIs

CEE
Turkey
Austria
Germany
Euro area

2013 2014e
0.9 0.4
1.7 0.7
1.4 0.8
1.4 0.1
1.8 1.8
1.2 0.6
2.2 0.6
0.9 1.1
4.0 1.9
7.8 5,5
-0.1 -0.3
1.9 2.3
1.8 1.0
3.4 1.9
6.8 6.7

02 113

183 21.0
6.6 75
4.9 5.1
7.5 8.5
2.1 1.5
1.6 1.0
1.4 0.8

2015f

Source: Thomson Reuters, Raiffeisen RESEARCH

Public debt (% of GDP)

Countries
Poland
Hungary
Czech Rep.
Slovakia
Slovenia
CE
Croatia
Bulgaria
Romania
Serbia
Bosnia a. H.
Albania
Kosovo
SEE
Russia
Ukraine
Belarus
CIs

CEE
Turkey
Austria
Germany
Euro area

2012
55.6
80.2
46.2
52.2
54.0
56.5
56.2
18.5
38.0
59.9

2013 2014e
57.0 507
792 815
46.0 457
554 552
73.0 750
583 553
67.4 70.8
19.0 22.0
38.4 385
61.0 67.1
41.5 425
68.0 720
20.0 22.0
435 454
11.3 115
40.3 54.0
32.5 344
14.1 15.4
28.9 29.1
39.4 0.0
74.5 79.4
784 773
926 93.6

Source: Thomson Reuters, Raiffeisen RESEARCH

Ratings'

Countries
Poland
Hungary
Czech Rep.
Slovakia
Slovenia

Croatia
Bulgaria
Romania
Serbia
Bosnia a. H.
Albania

Kosovo

Russia
Ukraine
Belarus

Turkey
Austria
Germany

S&P  Moody's
A A2
BB Bal

AA- Al
A A2
A Bal
BB Bal

BBB- Baa2

BBB- Baa3
BB- B1

B B3
B B1
not rated not rated

BBB- Baal

CCC Caa3
B- B3
BB+ Baa3
AA+ Aaa
AAA Aaa

! for FCY, long-term debt
Source: Bloomberg, Raiffeisen RESEARCH

Fitch

BB+
BBB-
BBB-
B+
not rated
not rated
not rated

BBB
ccE

not rated

BBB-
AAA
AAA
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Risk notifications and explanations

Warnings

B Figures on performance refer to the past. Past performance is not a reliable indicator of the future results and develop-
ment of a financial instrument, a financial index or a securities service. This is particularly true in cases when the finan-
cial instrument, financial index or securities service has been offered for less than 12 months. In particular, this very short
comparison period is not a reliable indicator for future results.

B Performance is reduced by commissions, fees and other charges, which depend on the individual circumstances of the
investor.

B The return on an investment can rise or fall due to exchange rate fluctuations.

B Forecasts of future performance are based purely on estimates and assumptions. Actual future performance may devi-
ate from the forecast. Consequently, forecasts are not a reliable indicator for the future results and development of a fi-
nancial instrument, a financial index or a securities service.

A description of the concepts and methods which are used in the preparation of financial analyses can be found at:
www.raiffeisenresearch.at/conceptsandmethods

Detailed information on sensitivity analyses (procedure for checking the stability of the assumptions made in this document)
can be found at: www.raiffeisenresearch.at/sensitivityanalysis

NLMK Recommendation history
C L Date Rating Target Price Prev. day's close Upside
5y high: USD 51 (04/01/2011) 23.05.2014 Buy 17.20 14.00 22.9%
5y low: USD 10.75 (14/03/2014) 05.03.2014 Hold 14.90 12.74 17.0%
. 31.01.2014 Buy 18.10 14.75 22.7%
Start of Coverage: 21/12/2009 23.10.2013 Hold 18.10 18.10 0.0%
25.07.2013 Hold 17.04 15.06 13.1%
23.05.2013 Hold 17.40 15.80 10.1%
27.03.2013 Hold 17.84 15.56 14.7%
21.02.2013 Hold 23.70 19.96 18.7%
27.11.2012 Hold 22.48 20.01 12.3%
25.06.2012 Hold 19.24 16.45 17.0%
Source: Raiffeisen Centrobank, rounding differences may occur
PhOSAgI‘O Recommendation history
5Y hlgh UsbD 14.77 (08/04/20] 3) Date Rating Target Price Prev. day's close Upside
02.04.2013 Buy 18.20 14.10 29.1%
Sy low: USD 8.1 (05/01/2012) 23.11.2012 Buy 18.45 14.05 31.3%
Start of Coveroge: 11/10/2011 Source: Raiffeisen Centrobank, rounding differences may occur
Severstal Recommendation history
P Date Rating Target Price Prev. day's close Upside
5y high: USD 20.17(06/04/2011), 12.05.2014 Buy 9.70 7.95 22.1%
5y low: USD 4.25 (13/07/2009) 17.03.2014 Buy 8.80 6.14 43.4%
Start of Coverage: 16/06/2010 12.02.2014 Buy 10.30 8.42 22.3%
31.01.2014 Buy 10.30 8.31 23.9%
16.05.2013 Buy 10.30 8.34 23.6%
13.03.2013 Hold 12.60 10.82 16.5%
21.02.2013 Hold 14.30 12.00 19.2%
06.09.2012 Buy 14.20 11.42 24.3%
Source: Raiffeisen Centrobank, rounding differences may occur
LUKoil Recommendation history
c . Date Rating Target Price Prev. day's close Upside
Sy high: RUB 2136 (15/10/2013) 16.05.2014 Buy 2,499.00 1,890.00 32.2%
Sy low: RUB 1304.99 (10/07/2009) 13.03.2013 Buy 2,555.00 2,014.90 26.8%
Start of Coverage: 01 /02/2002 02.07.2012 Hold 1,870.00 1,801.70 3.8%
Source: Raiffeisen Centrobank, rounding differences may occur
Novatek Recommendation history
C Date Rating Target Price Prev. day's close Upside
Sy high: RUB 420 (26/02/2014) 24.03.2014 Buy 499.00 328.00 52.1%
5y low: RUB 114.9 (27/08/2009) 11.12.2013 Buy 493.00 410.75 20.0%
Start of Coverage: 16/10/2012 13.03.2013 Buy 446.00 308.05 44.8%
16.10.2012 Buy 443.00 352.01 25.8%

Source: Raiffeisen Centrobank, rounding differences may occur
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Tatneft

5y high: RUB 225.62 (20/09/2013)
5y low: RUB 96.3 (10/07/2009)
Start of Coverage: 20/07/2007

MegaFon

5y high: USD 38.5 (22/10/2013)
5y low: USD 19.6 (28/11/2012)
Start of Coverage: 07/02/2013

Rostelecom

5y high: RUB 217.36 (17/06/2011)
5y low: RUB 73.61 (25/04/2014)
Start of Coverage: 23/01/2012

E.On Russia

Sy high: RUB 3.305 (06/12/2010)
5y low: RUB 0.94 (10/07/2009)
Start of Coverage: 02/07/2012

Yandex

5y high: USD 44.22 (09/01/2014)
5y low: USD 16.66 (14/06/2012)
Start of Coverage: 07/10/2013

MICEX

5y high: 1865.25 (06/04/2011)
5y low: 852.41 (13/07,/2009)

Recommendation history

Date Rating Target Price
27.03.2014 Buy 237.00
13.03.2013 Reduce 198.00
02.07.2012 Hold 183.00

Source: Raiffeisen Centrobank, rounding differences may occur

Recommendation history

Date Rating Target Price
17.03.2014 Buy 31.00
27.02.2014 Hold 31.30
17.07.2013 Reduce 31.00
07.02.2013 Hold 29.00

Source: Raiffeisen Centrobank, rounding differences may occur

Recommendation history

Date Rating Target Price
25.03.2014 Buy 118.60
17.03.2014 Buy 116.00
17.07.2013 Hold 121.20
25.03.2013 Buy 146.80
23.10.2012 Hold 140.00
25.07.2012 Buy 142.70

Source: Raiffeisen Centrobank, rounding differences may occur

Recommendation history

Date Rating Target Price
19.05.2014 Buy 3.11
28.10.2013 Buy 3.34
10.04.2013 Buy 3.54
12.02.2013 Buy 4.18
02.07.2012 Buy 3.11

Source: Raiffeisen Centrobank, rounding differences may occur

Recommendation history

Date Rating Target Price
30.04.2014 Buy 31.00
17.03.2014 Buy 38.60
17.02.2014 Hold 40.70
07.10.2013 Hold 40.00

Source: Raiffeisen Centrobank, rounding differences may occur

Coverage universe recommendation overview

Empty buy hold
Universe 51 57
Universe % 36% 41%
Investment banking services 11 12
Investment banking services % 38% 41%

Source: Raiffeisen Centrobank, rounding differences may occur

reduce
10
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X

Prev. day's close
195.79
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180.20
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24.77
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82.25
78.00
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5
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Upside

21.0%
8.1%
1.6%
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25.2%
53%
9.7%
3.6%
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44.2%
48.7%
7.0%
22.1%
4.3%
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32.3%

Upside

21.1%

27.0%
1.0%
4.3%

UR
4%

7%

Please note the risk nofifications and explanations at the end of this document




x Raiffeisen
RESEARCH

Disclaimer

Publisher: Raiffeisen Bank International AG
Supervisory authority: Austrian Financial Market Authority (FMA)

This document is for information purposes and may not be reproduced or distributed to other persons. This document constitutes neither a solicitation of an offer nor a prospectus in the sense of the
Austrian Capital Market Act (KMG) or the Stock Exchange Act or any other comparable foreign law. An investment decision in respect of a security, financial product or investment must be made on the
basis of an approved, published prospectus or the complete documentation for the security, financial product or investment in question, and not on the basis of this document.

This document does not constitute a personal recommendation to buy or sell financial instruments in the sense of the Securities Supervision Act. Neither this document nor any of its components shall
form the basis for any kind of contract or commitment whatsoever. This document is not a substitute for the necessary advice on the purchase or sale of a security, investment or other financial product.
In respect of the sale or purchase of securities, investments or financial products, your banking advisor can provide individualised advice which is suitable for investments and financial products.

This analysis is fundamentally based on generally available information and not on confidential information which the party preparing the analysis has obtained exclusively on the basis of his/her
client relationship with a person.

Unless otherwise expressly stated in this publication, RBI deems all of the information to be reliable, but does not make any assurances regarding its accuracy and completeness.

In emerging markets, there may be higher settlement and custody risk as compared to markets with established infrastructure. The liquidity of stocks/financial instruments can be influenced by the number
of market makers. Both of these circumstances can result in elevated risk in relation to the safety of investments made on the basis of the information contained in this document.

The information in this publication is current, up to the creation date of the document. It may be outdated by future developments, without the publication being changed.

Unless otherwise expressly stated (http://www.raiffeisenresearch.at/spezialvergiitung), the analysts employed by Raiffeisen Bank International AG are not compensated for specific investment banking
transactions. Compensation of the author or authors of this report is based ([amongst other things) on the overall profitability of RBI, which includes, inter alia, earnings from investment banking and other
transactions of RBI. In general, RBI forbids its analysts and persons reporting to the analysts from acquiring securities or other financial instruments of any enterprise which is covered by the analysts,
unless such acquisition is authorised in advance by RBI’s Compliance Department.

RBI has put in place the following organisational and administrative agreements, including information barriers, to impede or prevent conflicts of interest in relation to recommendations: RBI has des-
ignated fundamentally binding confidentiality zones. Confidentiality zones are typically units within credit institutions, which are delimited vis-f-vis other units by organisational measures covering the
exchange of information, because compliance-relevant information is continuously or temporarily handled there. Compliance-relevant information may fundamentally not leave a confidentiality zone
and is to be treated as strictly confidential in internal business operations, including interaction with other units. This does not apply to the transfer of information necessary for usual business operations.
Such transfer of information is limited, however, to what is absolutely necessary (need-o-know principle). The exchange of compliance-relevant information between two confidentiality zones may only
occur with the involvement of the Compliance Officer.

SPECIAL REGULATIONS FOR THE UNITED KINGDOM OF GREAT BRITAIN AND NORTHERN IRELAND (UK) AND JERSEY (CHANNEL ISLANDS): This publication has been approved or issued by
Raiffeisen Bank International AG (RBI) in order to promote its investment business. RBI London Branch is authorised by the Austrian Financial Market Authority (FMA) and subject to limited regulation by
the Financial Services Authority (FSA). Details on the extent of the London branch’s regulation by the Financial Services Authority are available on request. This publication is not intended for investors
who are retail customers within the meaning of the FSA regulations and should therefore not be distributed to them. Neither the information contained in this document nor the opinions expressed herein
constitute or are to be construed as an offer or a solicitation to purchase (or sell) investments. RBI may have effected own-account transactions within the meaning of the FSA regulations in any investment
mentioned herein or related investments and may thus have a position or holding in such investments as a result. RBI may act or have acted as the manager or co-manager of a public offering of any
security mentioned in this report or any related security. The RBI Jersey marketing representative office is not regulated by the Jersey Financial Services Commission as it does not perform any financial
services in Jersey as defined by the Financial Services (Jersey) Law 1998 (FSJL).

SPECIFIC RESTRICTIONS FOR THE UNITED STATES OF AMERICA AND CANADA: This document may not be transmitted to, or distributed within, the United States of America or Canada or their
respective ferritories or possessions, nor may it be distributed to any U.S. person or any person resident in Canada, unless it is provided directly through RB International Markets (USA) LLC, a U.S.
registered broker-dealer (‘RBIM’), and subject fo the terms set forth below.

SPECIFIC INFORMATION FOR THE UNITED STATES OF AMERICA AND CANADA: This research document is intended only for institutional investors and is not subject to all of the independence and
disclosure standards that may be applicable to research documents prepared for retail investors. This report was provided to you by RB International Markets (USA) LLC, a U.S. registered broker-dealer
('RBIM'), but was prepared by our non-U.S. affiliate, Raiffeisen Bank International AG (RBI). Any order for the purchase or sale of securities covered by this report must be placed with RBIM. You can
reach RBIM at 1133 Avenue of the Americas, 16th Floor, New York, NY 10036, 212-600-2588. This document was prepared outside the United States by one or more analysts who may not have been
subject to rules regarding the preparation of reports and the independence of research analysts comparable to those in effect in the United States. The analyst or analysts who prepared this research
(i) are not registered or qualified as research analysts with the Financial Industry Regulatory Authority (FINRA) in the United States, and (i) are not allowed to be associated persons of RBIM and are
therefore not subject to FINRA regulations, including regulations related to the conduct or independence of research analysts.

The opinions, estimates and projections contained in this report are those of RBI only as of the date of this report and are subject to change without notice. The information contained in this report has
been compiled from sources believed to be reliable by RBI, but no representation or warranty, express or implied, is made by RBI or its affiliated companies or any other person as to the report’s accu-
racy, completeness or correctness. Securities which are not registered in the United States may not be offered or sold, directly or indirectly, within the United States or to U.S. persons (within the meaning
of Regulation S under the Securities Act of 1933 [the ‘Securities Act]), except pursuant to an exemption under the Securities Act. This report does not constitute an offer with respect to the purchase or
sale of any security within the meaning of Section 5 of the Securities Act and neither shall this report nor anything contained herein form the basis of, or be relied upon in connection with, any contract
or commitment whatsoever. This report provides general information only. In Canada it may only be distributed to persons who are resident in Canada and who, by virtue of their exemption from the
prospectus requirements of the applicable provincial or ferritorial securities laws, are entitled to conduct trades in the securities described herein.

If any term of this Disclaimer is found to be illegal, invalid or unenforceable under any applicable law, such term shall, insofar as it is severable from the remaining terms, be deemed omitted from this
Disclaimer; it shall in no way affect the legality, validity or enforceability of the remaining terms.
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