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Today’s news

Benchmark yields

%ch

Last (DoD)
Russgn Transngft and .Rosneft secure US$?5bn loan from China UST 10Y (US$) 2654 -0.154
According to newswires, China Development Bank will lend US$10bn to Transneft and Russia 10Y (RUB) 9.440  0.000
: } ; ; ; Russia 10Y (US$) 7.447  -0.001
U§$159n to Rgsneft in exchange for future long-term oil supplies from Rus.sm. No Russia 30 (US$) 0654 0244
official information on the agreement has been released, although the media have Ukraine '16 (US$) 26.198  0.417
reported terms of about 20 years for the loans and interest rates under 6%.
Russia: Government revises its GDP growth forecast down to -2.2% Currencies
for 2009 %ch
January data showed a sharp rise in wage arrears. Last  (DoD)
. o . RUB/US$ 36.31 3.04
Ukraine: Market comment: the NBU said it still has tools to defend the KZT/USS$ 149.30 -0.08
hryvnia UAH/US$ 8.20 1.22
The FX market closed yesterday with a small decline of 1.2% DoD to 8.2/US.
Ukraine: NBU officially stuck to refinancing rate in its monetary policy Money market rates
Refinancing rates and mobilisation rates for 14-day terms will guide the monetary %ch
policy of the National Bank. However, we believe these rates will have little influence. Last (DoD)
3 months RUB 2476 -0.25
3 months KZT 13.00 0.00
3 months UAH 23.60 0.93
Companies in this issue
Company Currency YTW (%) Rec Previously Since
Transneft'12 (6.10%) uUsbD 125 Buy Outperform 18/02/09
Transneft'13 uUsD 13.8 Buy Outperform 18/02/09
Transneft'14 UsD 134 Buy Outperform 18/02/09
Transneft'18 UsD 13.2 Buy Outperform 18/02/09
Source: ING

SEE THE DISCLOSURES APPENDIX FOR IMPORTANT DISCLOSURES AND ANALYST CERTIFICATION
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Russia

Russian Transneft and Rosneft secure US$25bn loan
from China

According to newswires, China Development Bank will lend US$10bn to Transneft!"
and US$15bn to Rosneft®! in exchange for future long-term oil supplies from Russia.
No official information on the agreement have been released, although the media have
reported terms of about 20 years for the loans and interest rates under 6%.

Although we do not know the full details of the agreement, the short- to mid-tem
implications of the deal look positive for the credits of the two Russian companies. The
significant volume of the loan makes the deal also positive for Russian macroeconomic
fundamentals. We see the following major consequences:

e The loans attracted should fully cover the financing needs of both Transneft
and Rosneft for the next year or two. As a result, the companies may restrain
themselves from potentially expensive and problematic borrowings during the
current turbulence in the capital markets and banking sector.

e For Transneft in particular, the long-term loan of US$10bn should cover its
US$5.5-7.3bn capex in 2009, as well as help to finance a significant part of its
future mid-term investments, including around US$10bn for the second stage
of the ESPO pipeline and US$3.6bn to be spent on the Baltic pipeline system.
According to our estimates, the new long-term loan should fully cover
Transneft's needs for new financing given that the company will retain access
to a RBL145bn (US$5.3bn) revolving credit facility from Sberbank!™ available
up to 2014.

e The interest rate of presumably less than 6% for the 20-year loan is relatively
cheap funding in the current environment. The 10-year sovereign CDS on
Russia is currently at 700bp, while the yields on Transneft's 3-9 year
Eurobonds are currently above 12%.

e The US$25bn loan is also significant at Russia’s macroeconomic level as it is
equivalent to 6.6% of country’s FX reserves and will cover more than 40% of
corporate non-bank FX debt due in 2009.

We see short-term positive implications from the USD$25bn loan deal not only for the
credits of Rosneft and Transneft, but also to Russia’s BoP. Taking into account that
the new loan fully meets mid-term financing needs of Transneft we change our
recommendation on its Eurobonds from Outperform to Buy.

Stanislav Ponomarenko, Moscow (7 495) 755 5480

Government revises its GDP growth forecast down to -
2.2% for 2009

January data showed a sharp rise in wage arrears.

According to Deputy Minister Andrei Klepach (quoted by Reuters), the Ministry for
Economic Development has cut its forecast for economic growth from -0.2% to -2.2%
in 2009. The Ministry also now expects industrial production to drop by 7.4%, sharper
than the previous 5.5%. The Ministry did not change its underlying oil price and
currency forecasts — it still sees Urals at an average price of US$41/bbl and an
average RUB at 35/USD in 2009.

The State Statistics Office added to the doom and gloom by publishing depressing wage
arrears data. According to its data, wage arrears amounted to RUB7bn or US$194m on 1
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February, a jump of RUB 4.7bn compared to the level of 1 January. However, they were
still lower than the RUB7.8bn recorded as of 1 December. The development of wage
arrears is likely affected by seasonal factors — during the 1990s when the arrears problem
was acute, they would normally drop in December when companies closed their books for
the year and tried to repay debts including to their employees, and then rise again in
January.

Earlier this week, the Statistics Office also published very poor January output data (a
16% YoY drop in industrial production, and 24% YoY fall in manufacturing output in
particular). The flood of negative news evidently affected the markets: Russia’s two
bourses, MICEX and RTS, had to suspend trading for an hour yesterday after their
indices plunged by more than 5%. In the last two days, the rouble has lost nearly all its
gains vs the bi-currency basket and ended the trading session at above 40.5 vs the bi-
currency basket.

We are about to publish our CIS Quarterly with a set of updated forecasts for Russia.
The recent economic data points at a high probability of a recession this year, with a
sharply negative growth reading in 1Q. The stream of negative news will likely
continue to affect the markets in the near term.

Tatiana Orlova, Moscow (7 495) 755 5489
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Ukraine

Market comment: the NBU said it still has tools to

defend the hryvnia

The FX market closed yesterday with a small decline of 1.2% DoD to 8.2/USD, which
was even lower than the officially provided rates of the majority of market transactions
(7.9-8.1/USD). As the NBU is highly concerned about maintaining the stability of the
exchange rate in the market, the rate has remained quite stable since last week. The
NBU sold US$82m via interventions yesterday while traders noted that it did not satisfy
all bids. We believe the main reason for the decline in the volume of interventions is
the scarcity of reserves available for interventions due to the limitations on the volume
of FX reserves until the end of March.

NBU Deputy Head Savchenko said on Monday that the NBU still has tools to
strengthen the hryvnia to 7.0/USD. In particular he mentioned the necessity to create
hryvnia reserves under foreign-currency loans and limitations on short and long
currency positions. We believe these measures will be rather effective in the short term
as they will force the banks to sell their currency positions and will replenish the
demand for foreign currency on the FX market. At the same time, these measures
would have a one-off effect and may theoretically send the hryvnia back to 7.0/USD.
However, they would not reduce devaluation pressure significantly in the medium term
as they will be unable to provide constant additional foreign currency demand. From
the other side, these measures may stabilise the FX market until Ukraine receives
another IMF tranche or until the end of March, when the NBU has to fulfill certain
obligations to maintain its level of FX reserves.

Poroshenko, Head of the NBU Council, revealed the IMF’s forecast for the minimum
average UAH/USD exchange rate for this year is 8.6/USD. The rate is quite close to
our forecast of 8.45/USD. In our forecasts we expect further hryvnia devaluation until
the middle of the year with a slight recovery to 9.0/USD at the end of 2009.

Alexander Pecherytsyn, Kyiv (38 044) 230 3017

NBU officially stuck to refinancing rate in its monetary
policy

Refinancing rates and mobilisation rates for 14-day terms will guide the monetary
policy of the National Bank. However, we believe these rates will have little influence.

In its recent letter to commercial banks the National Bank indirectly recognised that the
discount rate is not an influential tool for guiding monetary policy in the country. Thus it
stuck to refinancing and mobilisation rates for terms of 14 days. This decision
corresponds to reality as the discount rate has been more an indicator than an
influential tool of monetary policy already for several years as almost no deals on
money market are tied to it. In contrast, the refinancing rate was a more influential tool
at least until the middle of last year when banks could relatively easily obtain short-
term financing from the NBU.

We believe the IMF might guide the NBU to change its approach to the key rate such
that it should have a more significant impact on monetary policy. However interest rate
policy may only be effective if market participants have equal and unrestricted access
to financing. We believe current domestic monetary policy (as well as exchange rate
policy) lack efficient market tools. Thus the NBU uses administrative tools rather than
market instruments. In fact, a decline in refinancing rates in December 2008 might
push the banks to apply for UAH funding from the NBU more actively. However,
fearing that the excessive refinancing of banks will dry up the supply of foreign
currency on FX market, the NBU imposed additional administrative restrictions on the
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ability of banks to obtain refinancing loans. The decision of the government to approve
any refinancing loans for terms of more than 14 days additionally restricts free access
by banks to refinancing loans. The current level of refinancing rates (17.0% O/N) is
behind the inflation level and might reflect loose monetary policy. However the broad
gap between the refinancing rate and MM O/N rate (2300bp) reflects a tight monetary
policy which none of the NBU rates reflect.

Figl The gap between market MM rate and refinancing rate widened sharply in early 2009
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The decision to define the refinancing rate as a major tool of monetary policy will
theoretically positively influence the predictability of monetary policy. However as a
lot of administrative restrictions on refinancing loans are in force, we believe this
decision will have a neutral effect on the money market and credit policy of banks in
the short to medium term. In fact, the current level of refinancing rate indicates loose
monetary policy while it is very tight now as indicated by the hryvnia liquidity deficit
and high MM rates.

Alexander Pecherytsyn, Kyiv (38 044) 230 3017

State Statistics Committee to publish quarterly data on
GDP

According to Interfax, the State Statistics Committee will no longer publish GDP growth
data on a monthly basis but will switch to quarterly data instead. The officials explain
this as a move towards international standards. At the same time, the statistics office
will continue to provide monthly data on the performance of major economic sectors.

We believe that a switch to quarterly GDP data this year will allow state officials to
avoid having to explain the worsening economic performance on a monthly basis.
Furthermore, as the 1Q GDP figure should be published somewhere in May-June, the
government will have 4-5 months this year after the first official figures of GDP growth
will be available. At the same time, based on the performance of the major economic
sectors, we estimate that the GDP growth figure will be the worst in January due to
interruptions in production for several sectors after shortages with gas supplies over
the first half of January. We estimate January GDP declined 26.7% based on the
performance of its major sectors. From the other side, alternative data on economic
growth, ie, electricity production shows just a 15.2% YoY decline in January. However
we should adjust this figure downward due to the relatively cold winter in 2009
compared with a year ago.

Alexander Pecherytsyn, Kyiv (38 044) 230 3017
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Industrial production bottomed in January due to the
interruption in gas supplies

Industrial production declined by 34.1% YoY in January. Low demand domestically
and externally as well as the interruption in gas supplies drove the trend. We expect a
smaller decline in February.

The State Statistics Committee reported a 34.1% YoY decline in industrial production
in January. It was significantly worse than consensus forecasts (-27.3%) and below our
estimates (-30.5%). However we need to mention that such a disappointing figure does
not 100% reflect a continuation of the crisis and squeeze in demand both domestically
and externally. It partially reflects a forced decline in production in the first half of the
January after Russia cut-off Ukraine’s gas supplies. This was reflected in the
performance of the chemicals sector (-49.6% YoY) which uses natural gas extensively
as a major input for the production of nitrogenous fertilisers while the reduction in gas
supplies threatened to stop production.

Although the majority of industrial sectors saw dramatic drops in their performance, some
benefited from the cuts in gas supplies. In particular, coke and oil refining showed its first
YoY growth (2.4% in January) over the last eight months due to consumers being forced to
switch to fuel oil and coke. Power utilities also showed a rather moderate rate of decline (-
15.2%) due to growth in consumption because of the cold winter in January and
interruptions with gas supplies.

Food processing was rather defensive and showed one of the smallest declines in
January (-14.3% YoY) due to low elasticity of demand for a good portion of products.
Although the steel sector recorded a 46.0% YoY drop, the MoM decline was rather
small at 4.5% due to a small revival in global demand as foreign consumers
replenished their stocks.

We believe industrial production in January will be the worst results of this crisis. Thus
we expect lower rates of decline in February as gas supplies were restored in January.
Furthermore, another rise in gas prices this year will maintain a declining trend in gas
consumption while industries that supplied alternative energy sources (coke and oil
refining, electricity) will benefit further. At the same time, we expect a recovery in
industrial production no earlier than in 4Q09 after export-oriented sectors see a revival
in global demand for their products. We reiterate our 2009 forecast for industrial
production to decline 8.9%.

Fig 2 All major sectors showed significant declines in January
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The data on industrial production are quite disappointing although they were partially
affected by an external shock, the cessation of gas supplies from Russia. The release
will have an even more dramatic effect on forecasts after the State Statistics
Committee stopped providing GDP figures on a monthly basis.

Alexander Pecherytsyn, Kyiv (38 044) 230 3017



Russia's rouble corporate debt universe
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Russia's rouble utilities debt universe

yield (%)
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Russia's rouble financial debt universe
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Russian corporates - USD Credit Curve
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Ukraine’'s domestic tradable bond universe
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Kazakhstani corporates - USD Credit Curve
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Mexico City ING Grupo Financiero (Mexico) S.A. de C.V., Bosques de Alisos 45-B, Piso 4, Bosques de Las Lomas, 05120, Mexico City, Mexico.
Comision Nacional Bancaria y de Valores

Milan ING Bank N.V. Milano, Via Paleocapa, 5, Milano, Italy, 20121. Commissione Nazionale per le Societa e la Borsa

Moscow ING Bank (Eurasia) ZAO, 36, Krasnoproletarskaya ulitsa, 127473 Moscow, Russia. Federal Financial Markets Service

Mumbai ING Vysya Bank Limited, A Wing, Shivsagar Estate, 2nd Floor, South Wing, Dr. Annie Besant Road, Worli, Mumbai, 400 018. India
Securities and Exchange Board of India

New York ING Financial Markets LLC, 1325 Avenue of the Americas, New York, United States,10019. Securities and Exchange Commission

Paris ING Belgium S.A., Succursale en France, Coeur Défense, Tour A, La Défense 4, 110 Esplanade du Général de Gaulle, Paris La
Défense Cedex, 92931. I'Autorité des Marchés Financiers

Prague ING Bank N.V. Prague Branch, Nadrazni 25, 150 00 Prague 5, Czech Republic. Czech National Bank

Sao Paulo ING Bank N.V. Sao Paulo, Av. Brigadeiro Faria Lima n. 3.400, 11th Floor, Sao Paulo, Brazil 04538-132. Securities and Exchange
Commission of Brazil

Singapore  ING Bank N.V. Singapore Branch, 19/F Republic Plaza, 9 Raffles Place, #19-02, Singapore, 048619. Monetary Authority of Singapore
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Disclaimer

This report has been prepared on behalf of ING (being for this purpose the wholesale and investment banking business of ING Bank NV and certain of its subsidiary
companies) solely for the information of its clients. ING forms part of ING Group (being for this purpose ING Groep NV and its subsidiary and affiliated companies). It is not
investment advice or an offer or solicitation for the purchase or sale of any financial instrument. While reasonable care has been taken to ensure that the information
contained herein is not untrue or misleading at the time of publication, ING makes no representation that it is accurate or complete. The information contained herein is
subject to change without notice. ING Group and any of its officers, employees, related and discretionary accounts may, to the extent not disclosed above and to the
extent permitted by law, have long or short positions or may otherwise be interested in any transactions or investments (including derivatives) referred to in this report. In
addition, ING Group may provide banking, insurance or asset management services for, or solicit such business from, any company referred to in this report. Neither ING
Group nor any of its officers or employees accepts any liability for any direct or consequential loss arising from any use of this report or its contents. Copyright and
database rights protection exists in this report and it may not be reproduced, distributed or published by any person for any purpose without the prior express consent of
ING. All rights are reserved. Any investments referred to herein may involve significant risk, are not necessarily available in all jurisdictions, may be illiquid and may not be
suitable for all investors. The value of, or income from, any investments referred to herein may fluctuate and/or be affected by changes in exchange rates. Past
performance is not indicative of future results. Investors should make their own investigations and investment decisions without relying on this report. Only investors with
sufficient knowledge and experience in financial matters to evaluate the merits and risks should consider an investment in any issuer or market discussed herein and other
persons should not take any action on the basis of this report. This report is issued: 1) in the United Kingdom only to persons described in Articles 19, 47 and 49 of the
Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 and is not intended to be distributed, directly or indirectly, to any other class of persons
(including private investors); 2) in Italy only to persons described in Article No. 31 of Consob Regulation No. 11522/98. Clients should contact analysts at, and execute
transactions through, an ING entity in their home jurisdiction unless governing law permits otherwise. ING Bank N.V. London Branch is authorised by the Dutch Central
Bank. It is incorporated in the Netherlands and its London Branch is registered in the UK (number BR0O00341) at 60 London Wall, London EC2M 5TQ. ING Financial
Markets LLC, which is a member of the NYSE, NASD and SIPC and part of ING, has accepted responsibility for the distribution of this report in the United States under
applicable requirements. ING Vysya Bank Ltd is responsible for the distribution of this report in India.
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