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Research Update:

Outlook On Russian City Of Novosibirsk
Revised To Positive On Stronger-Than-Expected
Revenues; 'BB/ruAA' Ratings Affirme

Overview

e Russian City of Novosibirsk has enjoyed stronger revenue growh than we
expected in our base-case scenario, thanks to econonic recovery and
stronger support from Novosi birsk bl ast.

« Managenent's prudent policies have hel ped extend the debt profile.

* W are revising our outlook on the city of Novosibirsk to positive from
stable and affirming the 'BB/ruAA" ratings on the city.

» The positive outlook reflects a nore that 30% i kel i hood of an upgrade
shoul d Novosi birsk's budgetary performance exceed our existing base-case
assunptions for 2011-2012 thanks to stronger-than-expected revenue
grow h. A stronger performance m ght al so have a positive effect on the
city's borrowi ng needs and result in a | ower debt burden

Rating Action

On Nov. 11, 2011, Standard & Poor's Ratings Services revised its outl ook on
the City of Novosibirsk to positive fromstable. At the sane tine, we affirned
the "BB'" long-termissuer credit rating and the 'ruAA" Russia national scale
rating on the city.

Rationale

The outl ook revision reflects stronger revenues stenm ng from hi gher tax
recei pts and solid grants from Novosi birsk Cblast (not rated), which could
result in better budgetary performance for 2011-2012 than we previously
expected. W al so recognize that the city's continuation of prudent debt
policies has translated into further extension of its debt profile.

The ratings on Novosibirsk are constrained by what we see as linmted financial
flexibility and predictability, and | ow econom ¢ productivity. These
constraints are mitigated by Novosibirsk's noderate debt, favorable debt
profile, inproved revenue growth, reasonable cost controls that stinulate
noderate financial performance, and a relatively diverse econony.

Novosi bi rsk has enjoyed faster revenue growh in 2011 than we expected, which
will likely result in better budgetary perfornmance that we envi saged in our
base-case scenario for 2011-2012. Stronger revenues stenmed from solid tax
revenue grow h due to economnic recovery and increased operating and capita
grants from Novosi bi rsk bl ast. Should this support continue through 2012, in
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our view Novosibirsk will probably be able to wi thstand spendi ng pressures
triggered by a pre-election hike in public salaries and naterial capita
needs, as well as delivering operating surpluses over 5% of operating
revenues.

Capital support fromthe oblast and federal budgets via subsidies and | oans
will likely help the city maintain capital spending at 23% 25% of total
expendi tures. Recovering property nmarkets will also contribute positively to
capital revenues in 2011-2012. Because of these factors, we think Novosibirsk
wi Il have only noderate deficits, if any, after capital accounts in 2011-2012

W take note of nanagenment's continued prudent policies to extend

Novosi birsk's debt profile. By Cct. 31, 2011, the city had managed to secure
several five-year committed bank facilities, which further suppressed debt
servi ce and extended the average debt maturity to 3.5 years (from2.7 years a
year ago). Now nore than 50% of the city's direct debt repaynent needs fal
beyond three years, conpared with only about 13%in | ate 2010.

By year-end 2011, tax-supported debt will likely conprise roughly 30% of
consol i dat ed operating revenues, which we see as nodest by internationa
standards. New | oans fromthe federal budget, which are | ess predictable, but
cheap and long-term mght slightly increase debt |evels, yet our base-case
scenario does not anticipate that the city's debt burden will exceed a
noder at e 35% of consolidated operating revenues in the nediumterm

As with other Russian |ocal and regional governnments, Novosibirsk's financial
predictability and flexibility is severely limted because the federa
governnent regulates tax rates and shares and the distribution of
responsibilities to different |layers of governnent. We still regard Russia's
institutional frameworks as "devel opi ng and unbal anced" (see "The System For
Russia's Regions |s Devel opi ng And Unbal anced"”, published Oct. 21, 2011, on
RatingsDirect on the Aobal Credit Portal).

Novosi bi rsk' s economy continues to recover. However, wealth levels are stil
only slightly above the Russian average. The city econony suffers fromlow
productivity, especially in the industrial sector, and the poor state of
nmuni ci pal infrastructure, with a nunber of bottleneck issues such as obsol ete
transport, utilities, and housing. These constraints are mitigated by the
city's role as a regional economc center, with inportant service, transport,
and research and devel opnment sectors, which in our view help support the
city's econonic potenti al

Liquidity

We see Novosibirsk's liquidity position as "neutral". As of m d-QOctober 2011
the city's free cash confortably covered its debt service over the next 12
nonths. The city's earliest principal debt payment is scheduled in April-My
2012 and consists of mnor bank | oans.

The city's cash on average has historically been | ow and volatile, which we
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factor in as a credit concern. Moreover, despite currently high cash reserves
(i ncluding earmarked funds fromregional and federal governments), it is
expected to remain volatile in the absence of a nore prudent and established
cash policy. However, this is mtigated by the city's access to a w de range
of bank facilities. In July-Cctober 2011 Novosi birsk obtai ned severa
comitted bank lines. As of |ate Cctober 2011, about 40% of the avail able
total was not wi thdrawn.

The ternms of Novosibirsk's access to bank | ending are nore favorabl e than
those for many higher-rated entities, with a nunmber of |ocal and federal banks
reserving internal lending limts for the city. Neverthel ess, according to our
nmet hodol ogy, we qualify Novosibirsk's access to financial markets as "limted"
by international standards because of what we see as a weak donestic bank
systemand the linmted devel opnent of Russia's capital nmarket.

Outlook

The positive outlook reflects a nore that 30% i keli hood of an upgrade shoul d
Novosi bi rsk' s budgetary performance exceed our existing base-case assunptions
for 2011-2012 thanks to stronger-than-expected revenue growth. Under this
scenario, the city's operating surplus would exceed 5% of operating revenues,
whereas its deficit after capital accounts would stay bel ow 4% 5% of tota
revenues. A stronger performance mnight also have a positive effect on the
city's borrowi ng needs and result in a | ower debt burden

We woul d consider a positive rating action if the city's financial perfornmance
reaches our upside-case indicators in 2011-2012, which would also likely
result in a somewhat | ower debt burden. Positive actions would al so depend on
the city's ability and willingness to institutionalize its cash and liquidity
policies, ensuring a structurally stronger and | ess volatile cash bal ance.

Qur scenario for revising the outlook to stable assunmes that the pace of
operating spending growth would offset the currently observed revenue growh
and | ead to the budgetary performance envisaged in our base-case scenario and
the stabilization of the debt burden at the existing |evel.

Related Criteria And Research

 Public Finance System Overview. The System For Russia's Regions Is
Devel opi ng And Unbal anced, Cct. 21, 2011

 Met hodol ogy For Rating International Local And Regi onal Governnents,
Sept. 20, 2010
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Russi a National Scal e Rating r uAA

Additional Contact:
International Public Finance Ratings Europe;PublicFinanceEurope@standardandpoors.com

Conplete ratings information is avail able to subscribers of RatingsDirect on
the G obal Credit Portal at www gl obal creditportal.com All ratings affected
by this rating action can be found on Standard & Poor's public Wb site at
www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press O fice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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