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Research Update:

Russian City of Novosibirsk Outlook Now
Negative On Higher Short-Term Debt, Weaker
Financials; Affirmed At 'BB-/ruAA-'

Rationale

On April 15, 2009, Standard & Poor's Ratings Services revised its outlook on
the City of Novosibirsk, the third-largest city in the Russian Federation
(foreign currency BBB/ Negative/ A-3; local currency BBB+/ Negative/A-2; Russia
nati onal scale rating 'ruAAA’) to negative fromstable. At the sane tine, the
"BB-' long-termissuer and 'ruAA-' Russian national scale ratings were

af firmed.

The outl ook revision reflects Novosibirsk's increased short-term debt and
weaker sel f-financing capacity.

The ratings are constrained by the city's low financial flexibility and
predictability, downside pressures on budgetary performance, and pressure on
l[iquidity due primarily to a recent accunulation of short-term debt.

These constraints are nitigated by noderate debt, rather sophisticated
debt managerment, limted contingent liabilities, and a relatively diversified
econony.

Li ke other Russian |ocal and regional governnents, Novosibirsk's
financial predictability and flexibility is linmted because the central
government regul ates tax rates and shares, distribution of responsibilities of
different |ayers of governnment, and their reshuffling, and this system
continues to evolve. Novosibirsk's budget flexibility was additionally
stressed by the macroeconom ¢ downturn and accel erated capital expenditures,
both of which started 2008.

The city's revenue growh had sl owed by the end of |ast year, and this
negative trend will continue in 2009 due to the contraction of trade and rea
estate operations, which are anong Novosi bi rsk's bi ggest tax-generating
sectors. W believe operating revenues will grow only noderately (in nom nal
terms) in 2009-2010. Novosi birsk econony and revenue base is rather
diversified overall, so the inpact of nacroeconom ¢ downturn will be |ess
harnful than for many of its Russian peers with highly concentrated tax bases.

The city adm nistration is focused on controlling expenditures to avoid
financial performance slippage and to keep debt nobderate or | ow. Managenent
plans to cut capital expenditures and keep operating expenditures at 2008
| evel s.

In this context, we forecast the operating performance to remain at | east
breakeven on average in 2009-2010, and the deficit after capital expenditures
at less than 5% of total revenues in the nmediumterm

At 16% of operating revenues as of year-end 2008, Novosi birsk's debt
burden remains low in the international context. Despite anticipated new debt
accumul ation in 2009, it should remain below 20%in the mediumterm The city
has no guarantees, and doesn't plan to issue any in the near future.
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Novosi birsk's location as a transport and | ogistics hub, and its role as

an academic center, will buoy economic growmh in the mediumterm The city's
wealth levels are average for Russia, but |low by international standards. The
average salary grew by 15.2%in real terms in 2008, but will likely stay at

that | evel in 20009.

Liquidity
We consider Novosibirsk's liquidity to be nodest. As of April 1, 2009, the
city's cash on accounts stood at Russian ruble (RUR) 1.4 billion (about $41.7

mllion), which covered from2 to 3 weeks of average 2009 pl anned nonthly
operating expenditures. However, 90.5%of this cash was transferred fromthe
upper budgets and is earnarked.

The share of short-termdebt (including the share of |ong-term debt
maturing during the year) has increased to a high 72.2%in 2009. Debt
repaynment due in 2009 anmpunts to RUR2.7 billion, and consists of a RUR500
mllion bond issue and RUR2.2 billion in bank [ oans. This will bring debt
service to 13.6% of operating revenues in 2009.

The city plans to refinance this debt with new bank | oans, npbst of them
with maturities of nore than one year. An agreenent with Sberbank has al ready
been reached for a RURL.1 billion |loan. Although the city has no conmitted
credit lines, JSC VIB Bank and several regional banks have expressed their
intention to participate in the city auctions for borrowings this year

We expect that Novosibirsk will obtain the necessary refinancing in tine.
Qur expectations are based on the city's successful nmanagenent of its debt, as
it obtained financing on better-than-average ternms in 2008-2009 and earlier

Outlook

The outl ook is negative because of Novosibirsk's higher liquidity risks
foll owi ng short-termdebt accunulation in 2008 and its weakeni ng
sel f-financing capacity.

A downgrade is possible if the econom ¢ downturn persistently |owers
Novosi birsk's revenue growh, leading to structurally weaker self-financing
capacity, and to persistently high dependence on short-term debt.

We could revise the outlook to stable if the city nanages both to curb
expenditure growth and returns to its strong self-financing capacity in line
wi th 2007 |l evels, and succeeds in reducing the share of short-term debt,
gradual 'y reduci ng debt service to | ess than 10% of operating revenues.
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then Ratings in the left navigation bar, followd by Find a Rating.
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