Fitch Revises Novosibirsk's Outlook to Positive; Affirms 'BB'

Fitch Ratings-London/Moscow-13 May 2011: Fitch Ratings has revised the Russian region of Novosibirsk's rating Outlook to Positive from Stable and affirmed the region's Long-term foreign and local currency ratings at 'BB'. The agency has also affirmed the region's National Long-term rating at 'AA-(rus)' and Short-term foreign currency rating at 'B'.
The Outlook revision reflects Novosibirsk's sound budgetary performance, the rebound of its economy, which triggered a recovery in taxes, as well as Fitch's expectation of continued improvement in the region's operating performance in 2011-2013 and debt remaining at a manageable level. However, the ratings also factor in the increased rigidity of the region's operating expenditure in 2010 and a level of capex that lags its peers in the 'BB' rating category. Fitch notes that an upgrade to 'BB+' would be subject to sustained operating margins in line with projections and maintenance of debt below 15% of current revenue in the medium term.
The region's tax base was positively affected by the rebound of the local economy, which expanded by 6.3% yoy in 2010 after a decrease of 10.6% yoy in 2009. The restored taxation and optimised operating expenditure led to a sound operating margin of 11.3% in 2010 (2009: 10.1%). Fitch expects that the region's track record of prudent fiscal policy will continue in 2011-2013, leading to a further improvement in budgetary performance, with margins of about 12%-14%.
Fitch expects the region's direct risk to remain relatively low by international standards, at less than 10% of current revenue in 2011 and below 15% in the medium term. Novosibirsk's direct risk increased slightly in 2010, up to RUB4.5bn or 6% of current revenue from 4.6% in 2009, while its payback ratio stabilised at about six months of current balance in 2009-2010. Federal budget loans contracted in 2009-2010 as the replacement of domestic bonds effectively smoothed the debt profile, increasing maturities up to 2015. The region repaid in full its outstanding short-term bank loans of RUB1.8bn in April 2011, significantly reducing its refinancing risk. Novosibirsk's minor contingent liabilities comprise the low, self-serviced debt of its public companies.
The Novosibirsk region is located in Russia's Siberian federal district. The region's well diversified and service-oriented economy supports it above the median Russian region wealth indicators. The region accounted for 1.3% of national GDP and 1.9% of the Russian population in 2009.
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Applicable criteria, 'Tax-Supported Rating Criteria', dated 16 August 2010, and 'International Local and Regional Governments Rating Criteria outside United States', dated 19 April 2011, are available on www.fitchratings.com.
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