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Morning comment

RUSSIA AND CIS DEBT MARKET
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Rouble liquidity available at banks, overnight
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Profit tax payments in Russia
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Tuesday, November 28, 2006

MARKET COLOR

® Eurobonds: Russian Eurobonds are gradually widening their spreads over UST, but
still performing better than the rest of Emerging Markets. Corporate segment remains
quiet with no major price moves. In the primary market VTB 24 (A2/BBB+/BBB+), a
retail arm of VTB, has announced price-talk on its 3-year FRN at 3mL+80-85bp. This
looks fair given that the much shorter VTB 08 FRN is currently trading around L+53bp.

" Rouble bonds: Despite still high overnight rates the market looks relatively firm.
Investors understand that the end-of-month tax payments this week will likely be the
last challenge before the long-awaited improvement in the market sentiment in
December. To remind, there is over 1 trillion of delayed budget expenditure that is due
to flush into the banking system before the end of the year. Cheap rouble liquidity is
likely to trigger a mini-rally in the rouble bonds.

NEWS AND COMMENTS

" Brief: Financial Corporation Uralsib will increase its stake in Kopeyka (B- S&P)
retail chain from 50% to 100% before the end of this year. The financial group, which
among other assets controls Bank Uralsib (Ba3/B/B) — one of Russia’s top ten largest
banks — will buy the 50% from the current management of Kopeyka. We view the deal
as credit-positive for Kopeyka since it will increase the likelihood of support that retail
chain will receive from Uralsib in case it faces financial difficulties. We think that
Kopeyka's 3-year rouble issue (YTM 9.50%) is trading too wide over X5 yield curve. We
think that the spread should tighten from 130bp now to around 70-80bp.

Brief: Svyazinvest plans to reduce its involvement in the operating management of
its subsidiaries in response to criticism from minorities that the state-owned holding
forced its regional telecoms to get involved in unreasonable capex projects. The move
doesn't make much sense to us, but we treat the news as credit-neutral for regional
telecoms. They have passed peaks in their investment cycles and now show strong
improvements in profitability on the back of job cuts and tariff changes.

" Brief: Lenenergo (NR), an electricity distribution utility servicing St.Petersburg
(Baa2/BBB-/BBB-), has received a new tariff for interconnects, which is likely to
significantly boost revenues. The tariff has been approved by the administration of St.
Petersburg. The city administration intends to support Lenenergo and increase control
over the company by purchasing the new share issue planned for next year. Lenenergo
is currently hardly breaking even and facing huge capex needs. However, we think that
these weaknesses are offset by the strategic importance to and implied support from
St.Petersburg and Lenenergo’s controlling shareholder — RAO UES group (B+ S&P).

KEY MARKET INDICATORS

Change
Close 1 day 1 week 1 year
UST 10 Year Yield, % 453 -0.02 0.14 +0.14
EMBI+ Spread, bp 201 +5 +14 -44
EMBI+ Russia Spread, bp 119 +2 +9 +1
Russia 30 Yield, % 5.70 +0.01 -0.07 +0.16
OFZ 46018 Yield, % 6.62 0 +0.04 -0.12
Cash accounts at CBR, bin RUR 315.7 -23.8 -24.6 -174.5
Deposits at CBR, bin RUR 60.5 +5.2 6.8 -54.2
Due from (to) CBR, bin RUR -23.3 - - -
Overnight RUR, % 75 +1.70 - -
RUR/BI-currency basket 29.66 -0.01 -0.01 -1.21
Crude oil (Brent), USD/barrel 60.4 +0.4 0.7 +2.3
RTSI 1727 +4 +100 +605

Sources: DataStream, Bloomberg, MDM, company data
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This report is being distributed in the Russian Federation by OAO MDM Bank (the “Bank”), which accepts responsibility for its contents. This report is for your private
information, and we are not soliciting any action based upon it. This report is not to be construed as an offer to sell or the solicitation of an offer to buy any security and
is specifically not a recommendation to purchase or sell any securities. The information herein has been obtained from, and any opinions herein are based upon,
sources believed to be reliable, but we do not represent that it is accurate or complete and it should not be relied upon as such. We accept no liability in relation to the
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appearing on this report only and are subject to change without notice. We make no representation that we will update the information discussed in this report on a
regular basis, or correct any inaccuracies contained herein. We and our affiliates and employees may, from time to time, have long or short positions in, and buy, sell,
make a market or otherwise act as principal in transactions in the securities, or derivatives thereof, of companies mentioned herein. Investors should assume that the
Bank does, or seeks to do, investment banking business with any of the companies mentioned in this report.

This report was prepared by the Bank and may be used by investors in the Russian Federation subject to the laws of the Russian Federation. The Bank is not
registered as a broker or dealer with the SEC or NASD in the United States and this report may be distributed in the United States only to persons who by the
acceptance hereof confirm that they are a “major U.S. institutional investor” as defined in Regulation 15a-16 of the Securities Exchange Act of 1934. The Bank is not
registered with the FSA in the United Kingdom and this report may not be distributed in the United Kingdom to private clients. This report may be distributed to foreign
investors in other jurisdictions only to institutional investors to subject to the laws of their home jurisdiction.

This report is confidential and may not be distributed or reproduced, in whole or part, without the express written permission of the Bank.




