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EURUSD 12674 12778 -00104 practically inevitable that in coming days S&P will also downgrade
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NDF 6M outright 9.1 917 007 Europe’s problems, on Friday Greece’s private creditors
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Local interest rates It would be reasonable to expect a massive sell-off of

KievPrime, O/N % 1.31 137 006 European sovereign bonds in coming days/weeks primarily
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Wide interbank rate, % movement” to get higher prices for their bonds; second, a large

(UKIRAWIR) , 161 161 000 pymber of fund investments will have to be brought in line with

1 OVDP, YTM % (bic) 1675 1850 175 relevant investment declarations. The EUR/USD exchange rate

VAT bonds, YTM % (bid) 1850 1875 035 || continue falling: on the anticipation of the S&P announcement
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"Change over the last 7 calendar days “Flight to quality” will intensify leaving the frontier markets like
USDUAH Spot Ukraine with virtually no chances to raise market debt, at least,

during 1H 2012 and, most likely, beyond this period. There was
announcement two weeks ago that Moody’s is going to
downgrade Ukraine’s rating by two notches. That means
Ukraine’s “B2” rating will be moved to the “Caa” category.

In addition, the specter of a significant increase in instability
in the Middle East, primarily in Syria and, what is most
importantly, in Iran has been looming even large. A potential
military conflict, even if initially not a large-scale one, will bring
about a surge of oil prices and then a significant increase in oil
product prices in the Mediterranean that determine the price for
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Source: NBU natural gas supplied to Naftogaz by Gazprom.
OVDP Secondary Market The negotiations between Russia and Ukraine are to resume on
2% ——ra01201280 January 17. Meanwhile, the Ukrainian authorities announced that
B L ST Naftogaz was going to buy only 27 bn m3 of natural gas from
} mrareo Russia in 2012. This announcement caused a kind of irritation in
8%t -2812.0011m8K //V‘ T Russia as the existing natural gas contract provides for Naftogaz’
16% droeee o purchase of 41.6 bn m3 annually with a possibility to agree (with a
o } // 6-month notice) on a minimum of 33.3 bn m3.
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Although these developments bode ill for the success of the gas
negotiations and decrease its probability, we do not yet change
our base case scenario that an agreement will be reached.
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NBU reserves decrease by just USD0.6bn

The NBU'’s reserves decreased in December by just USDO0.6bn to
USD31.8bn. The drop in the NBU’s reserves is surprisingly
low given that

e Ukraine redeemed USD600mn Eurobond in December

e currency revaluation effects were negative in December

The latest data published by the NBU indicate that December
was an unexpectedly calm month for the national currency:

o the NBU sold just USD456mn and bought the equivalent
of USD626mn on the interbank market, resulting in
positive net FX interventions in December

e net FX purchases by households decreased to
USD740mn vs. USD1370mn in November

We attribute positive FX interventions and decrease in purchases

of foreign currencies by households to several factors, among
them:

¢ unstable banking liquidity conditions during December

e a conscious decision by the NBU to intervene less,
allowing the USD/UAH exchange rate to increase (it was
reported that the interbank exchange rate reached as
high as 8.06 without the NBU’s support)

o “December UAH purchases” effects produced by both
businesses and households, coupled with a possible
decrease in real income of households

NBU reserves
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Source: NBU, IMF

The government is planning an ambitious privatisation
program for 2012-2014

Ukraine’s Parliament adopted a privatisaton program for 2012-
2014 that provides for UAH50-70bn in revenues over the three
coming years. If accomplished (and chances for that are high), the
program will transfer a significant amount (as selling prices are
not likely to be especially high in coming years) of state-owned
property to private hands. Although some of the coming
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privatisations are likely to be not transparent enough, the
government’s determination to sell state-owned assets
should ultimately bring about increase in productivity at the
companies to be sold, as there will be a large-scale
substitution of asset-stripping by profit maximizing
incentives.

In 2011 the privatisation revenues totalled UAH11.5bn (vs.
UAH10bn planned). It is reported that the privatisation revenues in
2012 have already reached UAH2.4bn coming from sale of

e 40% in Kievenergo (producer and supplier of heat and
electricity in the city of Kiev) for UAH468mn, and

e 45% in Zakhidenergo (electricity generating company with
4.8GWt installed capacity) for UAH1.932bn

The State Property Fund has ambitious plans for 2012. The
largest companies slated for privatisations are:

e Odessa By-Port Plant (probably, Ukraine’s best asset
among nitrogen fertiliser producers)

e Turboatom (producer of electric machinery)

o state-owned electricity generation and distribution
companies
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Primary OVDP market

The Ministry of Finance published the updated schedule for primary local
bond auctions in January 2012. Investor interest should grow towards
the end of the month so as the financing needs of the MinFin. The
MinFin has to pay to OVDP holders UAHO0.6bn, UAH6.1bn and

UAH®6.2bn in January, February and March, accordingly.

Primary auctions schedule for January 2012

Thursdays (12, 19 and 26 January) and Tuesdays (17, 24 and 31 Jan

uary)
12.01.2012 | 17.01.2012 19.01.2012 24.01.2012 26.01.2012 31.01.2012
3M, 6M, 9M and 3M, 6M and 3M, 6M and
12M 12M 12M 12M 12M 12Mc
2Y and 3Y 2Y 2Y and 3Y 2Y 2Y and 3Y 2Y
USD-linked USD-linked USD-linked USD-linked USD-linked
1.5Y and 3Y 1.5Y and 3Y 1.5Y and 3Y 1.5Y and 3Y 1.5Y and 3Y
USD bonds USD bonds USD bonds
3y ] 3y 3Y

Source: MinFin. Note: on January 17 the MinFin is also auctioning 3Y UAH OVDPs

The Ministry of Finance arranged three auctions on January 12: for 1Y, 2Y
and 3Y “plain vanilla” UAH-denominated OVDPs. It received a total of
UAH170mn in bids. The MinFin decided not to accept bids at 14-15% for
1Y OVDPs and 20% for 2Y and 3Y OVDPs.

Secondary OVDP market

Secondary market yields have been declining in the first two weeks of
2012, especially in the shorter end of the curve (see chart on the first
page). This is caused by an abundance of liquidity at commercial banks.
Market expectations are that a drop in the secondary market yields is
temporary, the banking liquidity will start falling in late January after a
seasonal spike at the beginning of the year, and the secondary market
yields will adjust accordingly

Money market

O/N rates have decreased to lower than 1% on the back of increased
banking liquidity. 1M rates plunged to 9-13% over the last week. We expect
that this decline in money market rates will not be long-lived as banking
liquidity normally starts declining in late January and may get low (down to

UAH15bn or less) again in February because of a seasonal increase in tax
payments.

Banking liquidity Money market
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The NBU allowed the interbank USD/UAH exchange rate to increase last
week: from the weighted average of 8.0342 on January 6 to 8.0403 on
January 13. Nevertheless, the NBU reportedly intervened heavily on the
market.

NDFs have been trading sideways: uncertainty over the timing of a
devaluation remains.

NDF outright rates

NDF implied yields
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Source: Bloomberg
Corporate bonds: Borispol International Airport

Borispol International Airport accepted loan conditions offered by
Ukrgazbank. It will take out a USD50mn loan. According to our estimates,
Borispol Airport has sufficient cash and expected cash flows to redeem its
UAH500mn bonds and complete the construction of “D” terminal to host
Euro-2012 soccer events.
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Map of Ukrainian Eurobonds
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OVDP redemptions in 1Q 2012 (principal + interest), UAH mn
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OVDP in circulation structure, UAH bn

OVDPs change in holdings (to Jan-4), UAH bn
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Banking liquidity, UAH bn

OVDP principal and interest payments, UAH bn
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Key macroeconomic indicators

Base case scenario

2009 2010 2011E 2012F 2013F
Business Cycle
Real GDP growth (%) -15,1% 4,2% 5,0% 3,8% 4,0%
Nominal GDP (UAH bn) 913 1095 1288 1484 1697
Nominal GDP ($bn) 117 138 161 183 179
GDP per Capita (at F/X rate; $) 2538 2998 3519 4017 3944
Real Industrial Output (% yly) -21,9% 11,2% 7,7% 3,5% 4,0%
Prices
GDP Deflator 113,0% 115,0% 112,0% 111,0% 110,0%
CPI 112,3% 109,1% 104,6% 109,9% 115,0%
PPI 114,3% 118,7% 116,4% 111,5% 108,0%
Public Finance
Revenues 210 241 322 345 372
Expenditures 242 304 341 370 400
Budget balance (% of GDP) -4% -6% -1,5% -1,7% -1,6%
Budget deficit (UAH bn, "-" is deficit) -33 64,3 -19,0 -24,7 -27,8
Total Public Debt (USD bn) 40 54 61 63 66
Total Public Debt (% of GDP) 34% 39% 38% 34% 37%
Gross External Debt (USD bn), e-o-p 103 117 127 132 140
Gross External Debt (% of GDP) 88% 85% 79% 72% 78%
External Balances
Exports (USD bn) 40,4 52,2 72,2 73,6 77,2
Imports (USD bn) 4.7 60,6 86,9 87 82,5
Merchandise trade balance 4,3 8,4 -14,7 -13,5 5,3
Services Trade Balance (USD bn) 24 4,4 3,9 3,7 3,7
Current Account Balance (USD bn) 1,7 2,9 -9,4 -8,2 0,8
Current Account Balance (% of GDP) -1,5% -21% -5,8% 4,5% 0,4%
Capital and Financial Accounts Balance (USD bn) 9,9 7,9 41 51 8,0
Net FDI Inflow (USD bn) 47 58 59 6,0 9,0
Net FDI Inflow per Capita ($) 101 125 129 132 199
Gross F/X Reserves (USD bn) 26,5 34,6 30,1 21,7 22,4
FX
UAH:USD (rate; eop) 7,99 797 8,02 8,40 9,80
UAH:USD (avg.) 7,79 7,94 7,99 8,10 9,50

Ukrsibbank

Source: UkrSibbank
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This research is prepared by the analysts of JSC “UkrSibbank” for information purposes only and should not
be construed as the offer to buy or sell any financial instruments. Any information in this report is based on the
data obtained from sources considered to be reliable by JSC “UkrSibbank” but no responsibilities are borne by
the Bank with regard to accuracy and completeness of the data. This matter is aimed at distribution amid
professional participants of the security market and institutional investors. Opinions, estimates and
recommendations contained herein may not be relied on as the only ground to effect any transaction in the
security market. Every investor should make his own judgments to invest by using this research solely as one
of the sources conducive for decision-making. Opinions, estimates and recommendations contained in this
matter are considerations of JSC “UkrSibbank” analysts. Opinion of JSC “UkrSibbank” may differ from the
analysts’ opinions expressed in this review. JSC “UkrSibbank” has no responsibility for third parties’ operations
including but not limited to any other action and/or failure to act of such third parties together with positive
and/or negative results of such operations carried out on the grounds of opinions, estimates and
recommendations expressed herein. Any reprinting, copying, duplicating and spreading to third parties of this
review without written permission of JSC “UkrSibbank” is strictly prohibited.
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