Fitch Revises Novosibirsk Region's Outlook to Stable; Affirms at 'BB'
Fitch Ratings-London/Moscow-23 April 2010: Fitch Ratings has today revised the Outlook on Russia's Novosibirsk Region to Stable from Negative and affirmed its Long-term foreign and local currency ratings at 'BB' respectively. Fitch has affirmed the region's Short-term foreign currency rating at 'B', and its National Long-term rating at 'AA-(rus)'. The Outlook on the National Long-term rating is also revised to Stable from Negative. The rating action affects RUB1.4bn of the region's outstanding bonds.

The Outlook revision reflects the Novosibirsk Region's decreased direct debt, low contingent liabilities and better than expected budgetary performance in 2009. It also considers Fitch's expectation that Novosibirsk will be able to restore its budgetary performance in 2010 in line with the level of margins recorded in 2006-2008. The ratings factor in the region's short-term debt profile and potential increase in guarantees, and also reflect the region's prudent fiscal management and above-the-national-average socio-economic profile. 

The region's budgetary performance was sound with an operating margin of 10.1% in 2009. However, Novosibirsk's budget balance before debt variation turned negative in 2009 with a deficit at 2.8% of total revenue compared with the surplus of 6.8% recorded in 2008. Prudent fiscal management, particularly the region's curtailment of operating expenditure and increased federal transfers, supported the budgetary performance in 2009. Fitch expects the region's operating margin to return to the 2006-2008 level of about 14% on the back of the growing economy. A weaker-than-expected operating performance in the medium term would be negative for the ratings.

The direct debt of the region decreased to RUB2.3bn in 2009 (2008: RUB3.3bn), while the debt payback period stabilised at less then five months of the current balance in 2008-2009. The region's outstanding domestic bonds and bank loans will mature in 2010, and although refinancing risk is moderate accumulated cash reserves of RUB4.2bn as of end-Q110 could be depleted this year. The region's contingent liabilities are immaterial, self-servicing and strictly controlled, although the Novosibirsk Region has announced a potential increase in guarantees of up to RUB2bn in 2010.

The Novosibirsk region is located in the west Siberian plain of the Russian Federation. The region accounted for 1.4% of the Russian Federation's GDP and 1.9% of the national population in 2007. The region's well-diversified and service-oriented economy is expected to expand by 4%-6% y-o-y in 2010, supporting an expected improvement of tax revenue.

Applicable criteria, "Tax-Supported Rating Criteria", dated 21 December 2009, and "International Rating Methodology for Local and Regional Governments outside United States", dated 17 March 2010, are available at www.fitchratings.com.
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Note to Editors: Fitch's National ratings provide a relative measure of creditworthiness for rated entities in countries with relatively low international sovereign ratings and where there is demand for such ratings. The best risk within a country is rated 'AAA' and other credits are rated only relative to this risk. National ratings are designed for use mainly by local investors in local markets and are signified by the addition of an identifier for the country concerned, such as 'AAA(rus)' for National ratings in Russia. Specific letter grades are not therefore internationally comparable. 

Additional information is available at www.fitchratings.com.
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