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] Surprisingly strong 9SMO07 results

Analyst: Olga Belenkaya « On 10 December, the VIB Group released its preliminary
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on 21 December 2007. The Group’s net profit of $1,051 mn for
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« The Bank managed to considerably improve its ROE (12.4% vs.
Market performance 10.3% in 1Ho7) and ROA (2.3% vs. 1.7% in 1Ho07) figures.
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fastest, (with their share in the bank’s assets portfolio rising to 12.1%
vs. 8.4% at the beginning of the year), corporate loans made an even
greater contribution to the expansion of the bank’s loan portfolio in

3Qo7.

« The Group expects to increase its assets by 55-60%, its loan
~2400  portfolio by 75-80% and net profit by 10-15% by year-end (in
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sale of Novosibirskvneshtorgbank.
Source: RTS, MICEX » We believe that these reports and the new ambitious assessment of

the bank’s 2007 performance may result in the revaluation of the
bank’s target price on the market. Our fair value price, based on
market multipliers values the bank’s shares at about 14 kopecks
($0.0056) per share.
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On 10 December, the VIB Group released its preliminary consolidated 9Mo7 IFRS report. The final results will be
published on 21 December 2007. The Group’s net profit of $1,051 mn for gMo7 was 28.8% higher than for gMo06 —
much higher than our estimates ($812 mn) and the consensus forecast ($814 mn).

Thus, management’s forecasts of positive results in 3Qo07 have turned out to be accurate. It was the first this year
when the VTB Group’s financial results showed significant improvement in its financial results in comparison to the
previous year, which had been significantly boosted by non-recurring income from securities trading. Net profit
growth excluding non-recurring income ($172 mn for gMo6 and $137 mn for gMo7) increased by 41.9%. The Group
reported proceeds from the sale of Novosibirskvneshtorgbank ($62 mn), the sale of an associated company ($18 mn)
and the depository fee in relation to its IPO ($57 mn) as non-recurring income for gMo7. The bank managed to
considerably improve its ROE (12.4% vs. 10.3% in 1H07) and ROA (2.3% vs. 1.7% in 1Ho7) figures.

Net interest income reached $1,732 mn (+46.2% on a y-o-y basis) having beaten our expectations of 6.4% and the
consensus forecast of 5.4%. The bank’s interest margin in comparison to 1H07 rose due to a higher proportion of
retail and SME loans in its loan portfolio, higher interest rates on its corporate loans, and the weak impact (to date) of
the global financial crisis on VTB’s borrowing costs.

In 3Qo07, VIB’s expenses grew significantly, as a result of allocations to loan impairment provisions with an almost
threefold increase in comparison to 1Qo7 and 2Qo07 — due to the sharp rise of its loan portfolio. However, given the
lower loan impairment allowance (from 3% as of 30 June to 2.8% of the bank’s loan portfolio), which we expected, but
which the market appears to have overlooked — the bank’s net interest income after provisions grew by 69.6% on a
y-0-y basis, which exceeded our forecast by 1.8%. Net fee and commission income amounted to $414 mn (a 56.8%
increase on a y-o-y basis), meeting the consensus forecast and exceeding our estimate by 1.2% — excluding non-
recurring fee and commission income, it grew by 35.2%. Operating income grew by 41.9% and reached $2,570 mn
having exceeded our forecasts by 7.8%. However, the figure was moderately lower than the consensus forecast. We
expected to see a larger proportion of core income items (net interest income after provisions and fee and commission
income) in the bank’s operating income. However their contribution contracted to 67.5% as compared to 73% in
6Mo7 as a result of non-recurring currency and securities’ transactions in 3Q07.

Thus, despite excellent net interest and fee and commission income, as well as decreasing provisions for loan
impairment, the Group’s operating income came in slightly behind consensus. The main reason for the remarkable
growth of the bank’s net profits is explained primarily by the lower than expected growth of its non-interest expenses
— even though for gMo7 they grew faster than operating income as a result of the active expansion of the bank’s retail
network (46% vs. 41.9%), such growth was 2% lower than our forecast and 3% lower than the consensus. In 3Q07, the
bank’s operating expenses grew by only 8% against 2Q07 on a q-o-q basis. At the moment, it is difficult to assess the
sustainability of such a slowdown, since the Group’s aggressive development strategy envisages a noticeable increase
in its payroll costs as a result of opening new branches and the development of an investment banking unit from
scratch. In addition, the Group managed to reduce its effective tax rate to 16.5% in 3Q07 as compared to 25.9% in
2Qo7. This is due to revenues from currency transactions being exempt from taxation.

VTB’s growth rates continue to outperform the market (Table 4). Regarding the bank’s balance sheet figures, we note
that the growth of its assets, loan portfolio and corporate deposits exceeded our forecasts (Table 2) — even though our
forecast was more optimistic than the consensus forecast. The bank’s loan portfolio grew at an impressive 25.9% over
the quarter and for the first time ever its loans as a percentage of assets exceeded 60%. Furthermore, the bank
improved the quality of its loan portfolio, with the proportion of troubled loans declining to 1.5% from 2.1% at the
beginning of the year and 1.8% at the end of 1H07. Although retail loans grew the fastest, (with their share in the
bank’s assets portfolio rising to 12.1% vs. 8.4% at the beginning of the year), corporate loans made an even greater
contribution to the expansion of the bank’s loan portfolio in 3Q07.

The Group’s funding structure continues to improve. Customer accounts as a proportion of the bank’s total liabilities
remains above 49% vs. 44% at the beginning of the year, with quarterly growth of deposit accounts equalling 15.3%.
The bank has significantly narrowed the gap in its corporate deposits by increasing the share of corporate deposits by
19% in 3Qo07 and by 52% since the beginning of the year. At the same time, the volume of bank deposits and other
borrowings jumped by 60.7% in 3Qo07, which compensated for the lower volume of securities issued. In
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August-September, VTB raised two bridge loans, which in October were replaced with new issues of Eurobonds. The
loan of RUR 17 bn granted by the central bank and approved by VIB’s Supervisory Board was almost fully utilized
during 4Qo7. The bank aims to reduce its dependence on foreign borrowings by prioritising the expansion of its
corporate deposit portfolio (which is preferred over the more expensive retail deposits).

We positively value the Group’s gMo7 results. However, we note that such impressive net profit figures are not only
due to the bank’s core activities, but also to non-recurring factors such as a lower loan impairment allowance,
noticeable reduction in the growth of operating costs, lower effective tax rate, one-off gains from currency and
securities’ transactions, and the sale of Novosibirskvneshtorgbank.

VTB’s management has confirmed its intention to sell its non-core assets (a 5% stake in EADS, a 10.5% stake in Alrosa
and other assets valued at about $100 mn). Its stake in EADS and Alrosa could be sold by the year-end. The bank
plans to sell its stake in EADS to the United Aircraft Corporation (UAC), with VEB arranging the deal. We positively
view management’s plans to dispose of the bank’s non-core assets, although, in our opinion, it will not significantly
impact the Group’s value. According to Nikolai Tsekhomsky, member of VIB’s board, the proceeds from the sale of
these assets will not exceed $300 mn.

During a teleconference, VIB’s CFO, Tsekhomsky reported:

1. The Group expects to increase its assets by 55-60%, its loan portfolio by 75-80% and net profit by 10-15% by
the year-end. The figures are much higher than our preliminary estimates. Yet, given the strong results for
9Mo7 and the aggressive expansion strategy pursued by the Group during the year, they appear to be
attainable. These ambitious plans may lead to a revaluation of the bank’s target price by the market.

2. VTB is considering a 4.5% interest margin ratio and a cost/income ratio of 50% as its mid-term target.
According to Mr. Tsekhomsky, the unusually high (for VIB) interest margin achieved by the bank in 3Qo7
(4.9% according to VT B’s data vs. 4.7% forecast by us) cannot be sustained.

3. VTB is planning to further reduce its loan impairment provisions, and considers a provision equal to 1% of its
loan portfolio to be adequate.

4. The VTB Group has every chance to consolidate its 95% stake in VIB North-West — an offer to minority
shareholders remains valid until 14 December. In theory, this could be followed by a compulsory buyout of the
remaining minority shareholders. However, for the bank, the legal procedure applicable to consolidation, after
the forthcoming amendments to the laws on joint-stock companies, remains a priority. Given the current
market price of over 11.6 kopecks for VIB’s shares, the share swap offer is more profitable for VIB North-
West’s minority shareholders than the buyout offer.
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Table 1 — Financial performance, $ mn

Difference Difference
Our from our from
9MO07 forecast Consensus forecast consensus 9M06 9MO07 / 9MO06, % 3Q07 3Q06 3Q07 / 3Q06, %
Interest income 3,643 3,577 3,588 1.9% 1.5% 2,580 41.2% 1,408 942 49.5%
Interest expenses (1,911) (1,948) (1,945) -1.9% -1.8% (1,395) 37.0% (680) (551) 23.4%
Net interest income 1,732 1,628 1,643 6.4% 5.4% 1,185 46.2% 728 391 86.2%
Net interest income
after provision for
loan impairment 1,377 1,353 1.8% 812 69.6% 513 203 152.7%
Net fee and
commission income 414 409 414 1.2% -0.1% 264 56.8% 147 103 42.7%
Operating income 2,570 2,383 2,592 7.8% -0.9% 1,811 41.9% 1,093 518 111.0%
Operating costs (1,289) (1,315) (1,329) -2.0% -3.0% (883) 46.0% (480) (306) 56.9%
Profit before tax 1,314 1,068 1,088 23.0% 20.7% 934 40.7% 655 251 161.0%
Net profit 1,051 812 814 29.5% 29.2% 816 28.8% 547 240 127.9%
Source: Company data, SOVLINK estimates
Table 2 — Balance sheet summary, $ mn
Change Change Change
As of for for for
01.10. Difference Difference At the 3Q07 2Q07 1Q07
2007 Our Consens from our from As of beginningof  Change for  (g-0-q), (g-0-q), (g-0-q),
(actual) forecast us forecast consensus 01.07.07 2007 9MO07, % % % %
Assets 74,255 73,431 71,797 1.1% 3.4% 66,223 52,403 41.7% 12.1% 17.9% 72%
Loans to
customers
(gross) 46,345 44,573 43,036 4.0% 7.7% 36,811 30,235 53.3% 25.9% 12.5% 8.3%
Loans as % of
assets 60.6% 59.0% 58.4% 2.8% 3.9% 53.9% 55.8% 8.6%
Retail loans 5,617 5,705 5,220 -1.5% 7.6% 4,106 2,533 121.8% 36.8% 35.6% 19.5%
As % in loan
portfolio 12.1% 12.8% 12.1% -5.3% -0.1% 11.2% 8.4%
Customer
accounts 28,923 28,075 27,884 3.0% 3.7% 25,083 19,988 44.7%
Retail deposits 9,630 9,787 9,953 -1.6% -32% 8,876 7,326 31.4% 8.5% 12.1% 8.1%
Corporate
deposits 19,293 18,289 18,214 5.5% 5.9% 16,207 12,662 52.4% 19.0% 4.8% 22.1%

Source: Company data, SOVLINK estimates
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Table 3 — Profitability indicators, %

9mo7 9M06 1HO7 1H06 1Q07 1Q06
Asset yield 9.0% 9.3% 8.7% 9.3% 9.3%
Cost of liabilities 5.1% 5.1% 5.2% -4.9% -5.0%
Net interest spread 3.9%* 4.2% 3.5% 4.4% 4.3% 4.0%
Net interest margin 4.3%* 4.3% 3.9% 4.5% 4.2% 4.1%
Net operating income after provisions
| Net operating income 53.6% 44.8% 58.5% 47.1% 62.9% 38.3%
Net fee and commission income / Net
operating income 13.9% 14.6% 14.8% 12.5% 13.6% 12.3%
ROE 12.4% 19.0% 10.4% 20.8% 13.1% 24.6%
ROA 2.3% 2.5% 1.7% 2.8% 1.7% 34%
Cost / Income 44.1% 40.4% 50.0% 39.0% 49.6% 35.2%

Source: Company data, SOVLINK estimates
*According to our estimates, according to VIB — 4.1% and 4.4%, respectively

Table 4 — VIB and banking sector growth in oMo~

Banking
Growth from the sector in
beginning of the year, % general VTB
Assets 37.0% 41.7%
Equity 56.0% 127.3%
Loans to customers 28.1% 53.9%
Retail loans 48.7% 121.8%
Retail deposits 28.6% 31.4%
Corporate deposits 42.6% 52.4%

Source: Company data, SOVLINK estimates
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Recommendations for securities

STRONG BUY: Upside over 25%; confidence level — high /
upside over 100%; confidence level - low

BUY: Upside between 15 and 25%; confidence level — high / upside between 25% and
100%; confidence level — low

HOLD: Upside of less than 15%; confidence level — high / upside of less than 25%;
confidence level — low

SELL: Fair value at or below current price levels

SOVLINK LLC
Tel.: +7 495 967 1300
Fax: +7 495 967 1311
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Moscow 119019, Russia
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responsibility for any actions taken on the basis of the Information. The enclosed Report does not contain an offer or an invitation to make an offer to buy or sell
any securities or any options, futures or other derivatives related to such securities.

This Report does not have regard to any specific investment objectives, financial situation and the particular needs of any specific person who may receive this
Information. Investors should seek financial advice regarding the appropriateness of investing in any securities mentioned and should understand that statements
regarding future prospects may not be realized. Investors should note that income from such securities, if any, may fluctuate and that each security’s price or value
may rise or fall. Accordingly, investors may earn less than originally invested. Past performance is not necessarily a guide for future performance. Foreign currency
exchange rates may adversely affect the value, price or income of any security mentioned in the Report. Please bear in mind that investment activity in emerging
markets is very risky, and investors should conduct their own due diligence prior to making an investment decision.

The individual(s) responsible for the preparation of this Report (the Author(s)), or SOVLINK LLC may hold short and long-term positions in any of the securities
mentioned in the Report, and may take part in investment activities with companies mentioned in the Report.

When preparing this Report, the Author(s) assumed that the issuers mentioned in the Report disclose information in the amount and under the procedure
stipulated by the securities legislation of the Russian Federation for issuers who publicly place securities.

This Report and the Information is based exclusively on publicly available information, which is deemed to be reliable, however SOVLINK LLC makes no
representation that this Information is accurate or comprehensive, and it should not be relied upon as such. SOVLINK LLC makes no representation that this
Report has been released to all readers simultaneously, nor that SOVLINK LLC will update this material on a regular basis, or that it will correct inaccuracies
contained in this Report.
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