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Bank Vozrozhdenie-TP
revision

We updated the target price for Bank Vozrozhdenie (VZRZ), taking
into consideration 9M11 IFRS results and management outlook from
the conference call.

Key changes include — 1) higher cost of risk in 4Q11 and 2012; 2)
stronger NIM outlook in 2011 and marginally tighter NIM in 2012 due
to rising cost of funds; 3) stronger F&C income; 4) lower terminal ROE
(16% vs 18% in previous model)

The bank's liquidity position and FX exposure are well-balanced,
provisioning policy is prudent and conservative. However, expected
worsening in market liquidity situation, risks of assets’ quality
deterioration and weaker credit demand may pressure bank’s ROE in
2012. We expect the situation to improve in 2013.

Lowering the target price of Bank Vozrozhdenie from $32 to $28
we notice that 29% upside to current market price imply a
recommendation “Buy”. However, we reiterate the “"Hold"
recommendation, as we think that investments in the bank's shares
may become more relevant after uncertainty about economy and
banking sector forecasts diminishes.

The bank now trades at 0.9 BV 2011E, however one-digit ROE limits
the attractiveness of shares. We suppose that in mid-term ROE may
return to 15-20% - in favorable economy conditions, which will lead
to higher valuation. However as we consider a moderately
unfavorable scenario, bank Yozrozhdenie’s ROE in next 2 years is
expected to remain lower than the sector average.

Among the possible market price catalysts we can mention upside
risks for macro environment, success in cost optimization process,
possible bank SPO in 2H12 and M&A news.
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We updated the target price for Bank Vozrozhdenie (VZRZ), taking into
consideration 9M11 IFRS results and management outlook from the
conference call.

Key changes in the model

.

Loan book. We slightly lowered our 2011 loan growth
forecast from 23% to 21%, taking into account modest credit
growth in 3Q11 and bank’s forecast of large loans repayments
in 4Q. As we expect moderate worsening of macro conditions,
we expect slower loan book growth in 2012 — 15%
(unchanged, corresponds to management’s upper estimate in
the baseline scenario) and in 2013 - to 18% (previous forecast
19%).

Net interest margin. In 3Q11 (IFRS) bank managed to raise
NIM to 5.4% (by bank's methodology — to 4.6% to average
assets) due to the minimal cost of funding. Therefore we are
increasing NIM outlook for 2011 from 4.9% to 5.0%. However
in 4Q the deposit rates markedly increased - bank twice raised
interest rates on retail deposits (150-200 bp for ruble deposits,
100 basis points - the currency). The bank mentions that it will
affect P&L only since Feb 12. The supportive factors for NIM are
— more effective assets mix and aturn in rates on loans which
began to rise since August. However, the market liquidity
situation continues to deteriorate and banks now have to
compete for funds which implies that liabilities may be
reprised more rapidly than assets, and NIM may come under
pressure. Deputy chairman of the bank A. Shalimov said that
NIM may decrease by 20-30 bps in TH12.

We take into account the risks of higher funding costs in 2012
and expect NIM in 2012 to stay flat to 2011 — around 5.0%,
which is 40 bps below 3Q11 level. The NIM on average assets
will lower from current 4.6% to 4.5% in 2012, however, it will
be higher than on average in 2011 (4.2%). We remain
convinced of further moderate NIM increase to 5.1% in 2013
(4.7% on average assets).

Provisions. The bank significantly increased cost of risk in
3Q11-10 2.1% (OM11 1.7%), explaining it with rising
uncertainty. Management assumes a seasonal decline in 4Q
charges in provisions due to the expected large repayments of
loans. In 2012, the bank does not exclude some (non-
significant) deterioration in asset quality, cost of risk is not
expected to exceed 2% in the baseline scenario - close to the
average levelin 2011 (1.7-1.8%).

In accordance with the rising credit risks and the bank’s
conservative provisioning policy, we are increasing the
forecast for cost of risk: 2011 —to 1,7% (prev. 1.5%), 2012 - to
1.8% (prev. 1.4%), while lowering the 2013 CoR outlook to
1.5% (prev. 1.7%).

. research@sovlink.ru « http://www.sovlink.ru 2



G5 sovLink

Tel.: +7 495 967-1300 « Fax: +7 495 967-1311

01 December
2011

4. Net fees&commissions. Taking into account strong growth
of F&Cin 9M11 (21%), driven by cash collection, currency
commissions and cash transactions, we are increasing our
outlook for 2011 from 18% to 21%, in 2012 —from 15% to
17%. Bank's F&C share in operating income (37%) is the
highest among Russian banks, providing support even in case
of tighter NIM.

5. Operating costs. We like the success in cost control in 3Q11,
and decline of FY11 growth forecast from 20% to 17%. In
2012 management expects continued progress as a result of
the project cost optimization in collaboration with PwC —
however the results will be seen mainly since 3Q12. We
suppose that the expenses growth will slow down in 2012 to
around 14%, but expect significant improvement in
Cost/Income ratio only since 2013. This forecast imply upside
risks in case the bank will achieve more success in the costs
optimization.

6. Asaresult of the changes in our model, we marginally cut our
net income forecast in 2011 by 1% (to 1509 min Rub), while
forecast for 2012 is lowered by 8% and for 2013 - raised by

10%.
old New

forecast, forecast,

min Rub min Rub Chg, %
2011F 1,531 1,509 -1%
2012F 2,061 1,887 -8%
2013F 2,484 2,726 10%

Valuation

We estimate the fair value of Vozrozhdenie shares based on the modified
Gordon model (target P/BV) (P/BV= (ROE-g) / (r-g)). We continue to assume
a 6% terminal growth rate (g) but we are lowering the terminal ROE rate
from 18% to 16%, as expected ROE-13 is about 13%. The discount rate is left
at 15%.
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2007 2008 2009 2010 2011F 2012F 2013F

Shareholders’ capital, $min 484 513 539 553 583 617 726
Net income, $ min 74 126 38 19 52 59 85
Cost of equity, % 15.0% 15.0%

Thus, when applying the Gordon model we obtain a target P/BV-2013 of 1.1. Taking the forecast BV-2013 of $726 mIn, we
assign to Bank "Vozrozhdenie” a fair value at the end of 2013 at P-2013=5$806 min.

Terminal ROE 16%
Terminal growth rate 6,0%
Target P/BV-2013 1.1
Fair MCap (P-2013), $ min. 806
Discount rate 15%
Fair MCap at the end of 2011, Smin 610
Ordinary shares, min 237
Preffered shares, min 13

Fair value of 1 ordinary share at the end of 2011, $ 24.3

Fair value of 1 ordinary share in 12M, $ 27.7

Fair value of 1 ordinary share in 12M, $: 27.7

Market price of 1 ordinary share (30.11.2011.) 214

Upside, % 29%
Recommendation Hold

We are lowering the target price of Bank Vozrozhdenie
from $32to $28 and 29% upside to current market price imply
a recommendation “Buy”. However, we think that investments in
the bank’s shares may become more relevant after uncertainty
about economy and banking sector forecasts diminishes. The
bank now trades at 0.9 BV 2011E, however the one-digit ROE
limits the attractiveness of shares. We suppose that in mid-term
ROE may return to 15-20% - in favorable economy conditions,
which will lead to higher valuation. However as we consider a
moderately unfavorable scenario, bank Vozrozhdenie’s ROE in
next 2 years is expected to remain lower than the sector average,
therefore we assign recommendation «Hold».
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Projected financial position, min Rub

Balance, min Rub 2008 2009 2010 2011F 2012F 2013F
Cash and equivalents 28,490 34,101 32,151 27,042 24,013 22,713
Mandatory reserves 155 868 1,072 1,983 2,201 2,498
Securities 11,401 11,068 15,869 16,766 18,010 18,170
Loans to banks 2,032 6,363 5,860 901 4,002 4,543
Loans and advances to customers 94,575 85,205 104,046 126,448 144,715 170,953
Premises and equipment 3,234 3,102 3,132 3,065 3,202 3,407
Other assets 1,324 4,896 4,028 4,076 3,969 4,844
Total assets 141,211 145,603 166,158 180,281 200,112 227,128
Due to banks 21,360 4,368 7,772 8,096 8634 8,780
Retail deposits 51,837 68,564 85,251 88,661 100,187 118,221
Corporate customers funds 38,499 44,565 45,083 51,395 56,534 62,753
Debt instruments in issue 5913 6,364 5,794 6,086 8,095 8,372
Other borrowed funds

Subordinated loans 4,464 4,578 4,293 4,228 4,228 4,228
Syndicated loans 3,337 - - - - -

Other liabilities 736 878 1,105 3,460 2,207 1,835
Total liabilities 126,146 129,317 149,298 161,926 179,885 204,189
Shareholders’ equity 15,065 16,286 16,860 18,355 20,227 22,939

Projected income statement, min Rub

2007 2008 2009 2010  2011F 2012F  2013F
Interest income 9,745 14,511 16,954 14,138 13,953 17,411 20,697
Interest expenses -4,175 -6,017 -8,628 -8,109 -6,706 -3940  -10,633
Net interest income 5,570 8,494 8,326 3,075 7,247 8,471 10,064
Provisions charges for loans impairment -885  -2199 4752  -1872 2206  -2,683 -2,673
Net interest income after provision charges 4,685 6,295 3,574 1,203 5,041 5,788 7,392
Net fee&commission income 3,011 4,128 3,729 3,935 4,747 5,548 6,525
Operating income 8,262 11,131 8,244 8,027 10,287 11,935 14,517
Operating expenses -5,732 -7,029 -6,325 -7,180 -8,401 9577  -11,109
Pre-tax profit 2,530 4,102 1,919 726 1,887 2,359 3,408
Income tax expense -626 -965 -702 -145 -377 -472 -682
Net income 1,904 3,137 1,217 581 1,509 1,887 2,726
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Asset yield

Cost of funding
Net interest spread
Net interest margin
ROE

ROA

Cost/Income

P/E

P/BV

2007
12.2%
-5.0%
7.2%
7.0%
21.9%
2.1%
62.7%
8.2
1.3

2008
13.9%
-5.4%
8.5%
8.1%
23.3%
2.5%
52.7%
54
1.2

2009
15.1%
-6.9%
8.2%
7.4%
7.8%
0.8%
48.7%
16.1
1.1

2010
4.9%
-5.9%
-0.9%
2.5%
3.5%
0.4%
72.5%
32.3
1.1

2011F
9.5%
-4.4%
5.2%
5.0%
8.6%
0.9%
67.2%
10.1
0.9

2012F
10.2%
-5.3%
4.9%
5.0%
9.8%
1.0%
65.5%
8.9
0.8

2013F
10.5%
-5.6%
4.9%
5.1%
12.6%
1.3%
55.5%
6.2
0.7

Sources: company data, Sovlink
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Stock recommendations

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: Target price at or below current price levels

SOVLINK LLC
Tel.: +7 495 967-1300
Fax: +7495967-1311

Kremlin embankment 1. bld. 2.
Moscow. 119019. Russia
www.sovlink.ru
research@sovlink.ru

©2011r., SOVLINK LLC. The information in the enclosed Report (the "Information") is not an advertisement for any security or particular issuer and should not be
interpreted as such. The Information is intended solely for the personal use of SOVLINK LLC's clients or other parties pre-agreed to with SOVLINK LLC. The Information is
not intended for use by citizens of the USA or legal entities registered in the USA. Nothing contained in the Information is, or should be interpreted as being information
intended for an undetermined audience.

The Information is exclusively of an informational/analytical nature, and should not be interpreted as a recommendation to take any particular investment action. The
Information should not be relied upon as a justification for the execution of any transactions, and should not be referred to as such. SOVLINK LLC takes no 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 from SOVLINK LLC, regarding the appropriateness of investing in any securities mentioned and should understand
that statements regarding future prospects of the issuers 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.

In 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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