Fitch Affirms Novosibirsk Region at 'BB+'; Outlook Stable

Fitch Ratings-London/Moscow-29 April 2013: Fitch Ratings has affirmed the Novosibirsk Region's Long-term foreign and local currency ratings at 'BB+', with Stable Outlooks, and its Short-term foreign currency rating at 'B'. The agency also affirmed the region's National Long-term rating at 'AA(rus)' with Stable Outlook.

KEY RATING DRIVERS

The affirmation reflects sound operating performance of the region, its low, albeit increasing direct risk, negligible contingent liabilities and high self-financing capex capacity. The ratings also factor in robust economic performance and the short-term profile of the region's direct debt.

Fitch expects consolidation of the region's sound operating performance with an operating margin at about 15% in 2013-2015. This will be supported by further extension of the regional tax base. In 2012, the operating balance accounted for 14.6% of operating revenue, demonstrating continuous stability of the region's budgetary performance. Fitch expects the region will record a moderate deficit in 2013-2014, driven by high capex. 

Fitch expects the region will continue to maintain a high level of capex in the medium term, which will be offset by its strong self-financing capacity.The region's capex remained high in 2012, accounting for 27% of total expenditure. The region's current balance covered 46% of capex in 2012 reflecting the region's high self-financing capacity on its capital outlays. Capital transfers from the federal budget funded another 39% of capex while the residual amount was covered by new debt. 

Fitch projects maintenance of low indebtedness in the region in the medium term. In 2012, direct risk accounted for 12.7% of current revenue, and will be close to this level in 2013-2015. Almost half the direct risk is composed of subsidised loans from the federal budget, while another part is represented by short-term bank loans. The region plans to issue RUB3bn domestic bonds in 2013 with maturity of five years, which will lengthen the overall maturity profile of the region's debt.

The region's contingent liabilities are limited to RUB0.6bn of provided guarantees while the companies of the broader public sector were free of debt as of the beginning of 2013. According to its budget law, the region could provide up to RUB0.5bn of new guarantees in 2013. However, even considering this amount the contingent liabilities will account for only 1% of projected operating revenue in 2013.

The regional economy is well-diversified across sectors and large number of companies. In 2012, GRP increased by 4.1% which outpaced the national average growth of 3.7%. The administration expects the economy will grow by average 5%-6% in 2013-2015 fuelled by increasing domestic demand and growing transit and logistic services due to the region's beneficial location.

Novosibirsk region is in the southern part of the West Siberian Plain, with Kazakhstan on its southwest border. Its population accounted for 1.9% of the national total while its GRP represented 1.3% of the national GDP. 

RATING SENSITIVITIES 

Consolidation of sound budgetary performance would be positive. The region's ratings could be positively affected by consolidation of sound budgetary performance with operating margin at about 15% accompanied by maintenance of moderate debt level.

Worsened debt ratios would be negative. A downgrade or revision of the Outlook to Negative could occur as a result of deterioration of the debt coverage ratio (direct risk to current balance) above average debt maturity caused by either weaker operating performance or increasing debt.
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Applicable criteria, 'Tax-Supported Rating Criteria', dated 14 August 2012, and 'International Local and Regional Governments Rating Criteria outside United States', dated 9 April 2013, are available on www.fitchratings.com. 
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