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Recommendations 
  Price* Mkt. cap P/E (x) EV/DACF (x) Fair Upside 

  (local) (US$ m) 2010F 2011F 2010F 2011F value (%) 

Gazprom Buy (maintained) US$ 6.03 143,935 5.8 4.6 4.2 3.6 US$ 7.78 29.0% 

Rosneft Hold (upgraded) US$ 7.78 83,726 7.4 6.0 7.1 5.8 US$ 8.10 4.2% 

Lukoil Buy (maintained) US$ 53.6 46,994 5.5 4.7 4.7 4.0 US$ 68.0 26.9% 

Gazprom Neft Hold (maintained) US$ 5.02 23,756 7.2 5.9 5.6 4.7 US$ 5.04 0.4% 

Novatek Hold (upgraded) US$ 72.4 18,611 18.5 14.0 15.9 12.2 US$ 68.7 -5.1% 

Source: Bloomberg, KBC Securities *Calculated on 27 January 2010 closing prices 
 
 

Russian oils have surged 97.1% in the past twelve mo nths in US$ terms (RTSOG$ Index), driven by the 
swing in the price of crude, wide-scale tax allowan ces and investors’ rising confidence in Russia. 
However, the uptrend in the price of crude was broke n in January and we doubt there is significant 
headroom in 2010. We expect the rise of consensus e arnings estimates to slow down in the months 
ahead, putting valuations once again in the limelig ht. The sector now trades at an average 2010F P/E o f 
8.9x, 21.9% higher than six months ago and 8.5% abo ve the historical average of 8.2x. We believe this 
is broadly fair given further expected increases in  earnings on the back of the expected recovery of g as 
prices and volumes in 2011. We still see some value  in stocks such as Gazprom (Buy, 29.0% upside) 
and Lukoil (Buy, 26.9% upside) but consider Rosneft (Hold, 4.2% upside), Novatek (Hold, 5.1% 
downside) and Gazprom Neft (Hold, 0.4% upside) as f ully valued. 

 

Valuation update 

• European gas demand recovers:  Russian crude oil production rose 1.5% in 2009, whilst gas output fell 16% 
due to subdued demand. However, we expect Russian gas production to jump 8.5% in 2010, as European 
demand recovers. Gas exports have already shown a 19% y/y increase in 4Q09, which suggests a 
turnaround and shows that a large part of the demand slump in 1H09 was due to speculation that prices 
would move lower in 2H09. 

• Tax exemptions:  In a long-awaited move, the Russian government exempted 13 oil fields in Eastern Siberia 
from export duty as of December 2009. The duration is unclear, but the market expects the exemptions to last 
three to five years as this would allow firms to secure returns on capital intensive greenfield projects. In late 
January, however, the government suspended the tax allowance, citing formal problems with the claims. This 
has sparked speculation about the Kremlin’s commitment to the regime due to budget problems. 

• Rising cost inflation:  After a substantial decrease in unit production costs in 2009, we expect cost inflation to 
accelerate further in the years ahead on the back of rising energy prices, increasing transportation costs, and 
the expected strengthening of the Russian rouble against the US dollar. We forecast the Russian oil sector’s 
operating costs (including operating expenses, transportation and general costs) to rise 9.5% to US$ 17.3/bbl 
in 2010 but to slow down thereafter (CAGR of 7.6% between 2010-2012). 

• Sector fairly valued: Our Russian oil and gas universe trades at an average 2010F P/E of 8.9x, or a 37.2% 
discount to international peers on 14.2x. After an average discount of 25-30% in the past four years, we 
believe a moderately higher multiple is justified given the improving risk profile of the Russian oils sector. Our 
valuation models imply an average 14.4% upside for the sector. 
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Oil & Gas  Current price* US$ 6.03 Buy
Russia  Fair value US$ 7.78 Rating maintained

Performance over 1M 3M 12M

Absolute -2% -2% 80%

Rel. to MSCI Oil&Gas 3% 1% 58%

12M Lo/Hi  US$ 4.03/6.88

Reuters GAZP.RTS

Bloomberg GAZP RU

Market cap US$ 143.9bn

Free float 43.2% 

Next corporate event 
3Q09 results at February 2010 

 

FY/e 31.12 2008A 2009F 2010F 2011F 

Sales (US$ bn) 141.49 99.74 124.01 142.46 

EBITDA (US$ bn) 58.51 37.14 42.74 50.07 

EBIT (US$ bn) 50.67 30.45 34.68 39.90 

Net profit (US$ bn) 29.87 21.88 24.73 30.78 

EPS (US$) 1.3 0.9 1.0 1.3 

DPS (US$) 0.0 0.1 0.1 0.2 

P/E (x) * 4.8 6.5 5.8 4.6 

Yield (%) 0.4 1.6 2.3 3.5 

EV/EBITDA (x)*  3.3 5.0 4.4 3.7 

Source: KBC Securities * Priced at COB 27 January 2010 

 
 

We maintain our Buy rating on Gazprom due to expecta tions for a rebound in gas exports in 2010-2011. 
Implementing our new oil and currency macro scenari o into our Gazprom model has lowered our net 
income estimate by 1.5% to US$ 24.7bn (+13.0% y/y) f or 2010 but lifted by 5.1% to US$ 30.8bn 
(+24.5% y/y) for 2011. Meanwhile, we have cut our c apital expenditure forecasts as we expect the 
management to trim out the least rational projects.  Factoring-in our lifted earnings estimates but 
lowered capital expenditure forecasts and a decreas e in the Russian risk-free rate, our fair value 
estimate has jumped 28.0% to US$ 7.78 per share, whi ch implies 29.0% upside. 

 

Buy rating maintained 

• Gas demand on the rise:  Despite a decline of almost 16% in 2009, Gazprom’s gas production is expected to 
jump 8.5% in 2010 as European demand recovers. The decline in gas production had already stopped on a 
year-on-year basis in 4Q09, which suggests a turnaround and shows that a big part of the demand slump in 
1H09 was due to speculation on lower prices in 2H09. 

• Capex rationalization:  Gazprom’s preliminary capital expenditure program aims to spend RUB 800bn in 
2010 versus our original forecast of RUB 990bn. Although the details are still unknown, we believe the firm 
has rationalized earlier investment plans by delaying/trimming the least rational projects. 

• Russian gas market liberalization:  Domestic gas tariffs in Russia are currently well below international 
levels and are expected to increase to the level of exports netback by 2015. Despite common concerns, the 
government is sticking to its tariff hike plans, which represents significant upside for Gazprom’s earnings. 

• Favourable business model: Combining its various businesses into a holding, Gazprom has a relatively 
decent risk profile compared to pure oil and gas companies. Earnings diversification helps to smooth out the 
seasonality of cash-flow while the nine-month time lag in the calculation of export gas price provides sufficient 
time for the firm to react to market challenges. 

• Attractive valuation: On a 2010F EV/DACF of 5.5x Gazprom trades at a 18.6% discount to Russian and 
international upstream oils. Given Gazprom’s promising medium-term earnings growth potential and relatively 
safe business model, we believe the discount should narrow in the years ahead. 
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Oil & Gas  Current price* US$ 7.78 Hold
Russia  Fair value US$ 8.10 Rating upgraded

Performance over 1M 3M 12M

Absolute -8% -2% 132%

Rel. to MSCI Oil & Gas -4% 1% 105%

12M Lo/Hi  US$ 4.80/9.25 

Reuters ROSN.RTS

Bloomberg ROSN RU

Market cap US$ 83.7bn

Free float 6.2%

Next corporate event 
4Q09 results in 1Q10 

 

FY/e 31.12 2008A 2009F 2010F 2011F 

Sales (US$ m) 68,991 45,458 62,723 73,141 

EBITDA (US$ m) 16,988 12,850 18,347 21,611 

EBIT (US$ m) 13,005 8,667 13,951 16,938 

Net profit (US$ m) 11,120 6,316 10,077 12,427 

EPS (US$) 1.2 0.7 1.0 1.3 

DPS (US$) 0.1 0.1 0.3 0.4 

P/E (x) * 6.7 11.7 7.4 6.0 

Yield (%) 2.0 1.6 3.4 5.0 

EV/EBITDA (x)* 6.2 8.3 5.6 4.6 

Source: KBC Securities * Priced at COB 27 January 2010 

 
 

We upgrade Rosneft to Hold after tax reductions for remote regions substantially improved the profit 
outlook for Rosneft’s Vankor field in the years ahea d. Implementing our new oil and currency macro 
scenario into our Rosneft model and lowering our min ing tax forecasts our net income estimate has 
risen 42.3% to US$ 10.08bn (+59.5% y/y) for 2010 and  33.4% to US$ 12.43bn (+23.3% y/y) for 2011. 
Factoring-in our lifted earnings estimates but lowe red capital expenditure forecasts and a decrease in  
the Russian risk-free rate, our fair value estimate  has jumped 90.5% to US$ 8.10 per share, which 
implies 4.2% upside. 

 

Rating upgraded to Hold 

• Zero export duty for Vankor boosts value: Rosneft’s management expects export duty on East Siberian 
crude to remain at zero for between three and five years. We have cautiously included in our forecast a three-
year tax holiday, which should save the firm around US$ 23bn or US$ 2.4 per share in 2010-2012. The recent 
– probably temporary – suspension of the export duty waiver represents a risk to our forecasts and valuation. 

• Ex-Vankor production declines:  Production at Yuganskneftegaz, the unit responsible for more than 55% of 
Rosneft’s total hydrocarbon production, is set to decline from 2010 onwards as a result of intensive production 
in the past and a lack of investments. As a result, we expect average annual growth of hydrocarbon 
production to slow down to 1.0% in the period 2010-2013 from 3.5% in 2007-2010. 

• Operating costs under pressure:  Double-digit growth of electricity prices as well as rouble inflation should 
lead to higher production costs in 2010. Crude transportation tariffs are set to rise by 15.9% in 2010 versus 
our original expectation of 12.0%. As a result of these factors and rising mining/export taxes, we have lifted 
our operating cost forecast by 17.4% for 2010. 

• Best crude oil play among Russian oils: We regard Rosneft as the best upstream play among Russian oils 
due to high earnings exposure to crude production. While crude oil sales account for almost 90% of EBIT, the 
high level of fixed costs and CAPEX further increase the sensitivity of cash flow to changes in the crude price. 

• Fairly valued:  On a 2010F EV/DACF of 7.1x Rosneft trades at a premium of 4.0% to the median of Russian 
and international peers. We believe the valuation premium is fair given the impressive earnings growth 
Rosneft is expected to show in 2010-2012 on the back of tax allowances. However, we see better value in 
Lukoil, which has a more attractive valuation and a better risk profile. 
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Oil & Gas  Current price* US$ 53.6 Buy
Russia  Fair value US$ 68.0 Rating maintained

Performance over 1M 3M 12M

Absolute -6% -11% 57%

Rel. to MSCI Oil & Gas -1% -8% 38%

12M Lo/Hi  US$ 40.2/67.2

Reuters LKOH.RTS

Bloomberg LKOH RU

Market cap US$ 47.0bn

Free float 13.16%

Next corporate event 
4Q09 results in 1Q10 

 

FY/e 31.12 2008A 2009F 2010F 2011F 

Sales (US$ m) 107,680 78,372 97,894 109,890 

EBIT (US$ m) 16,667 13,739 15,267 17,380 

Pre-tax (US$ m) 13,709 9,839 11,113 12,924 

Net profit (US$ m) 9,144 7,431 8,286 9,688 

EPS (US$) 10.8 8.7 9.7 11.4 

DPS (US$) 1.6 1.3 1.9 2.8 

P/E (x) * 5.0 6.1 5.5 4.7 

Yield (%) 4.6 2.3 3.6 5.3 

EV/EBITDA (x)*  3.3 4.0 3.5 3.0 

Source: KBC Securities *Priced at COB 27 January 2010 

 
 

We reiterate our Buy rating on Lukoil after seeing n ew potential for the company, primarily the recentl y 
acquired West Quarna 2 exploration project in Iraq.  Implementing our new oil and currency macro 
scenarios has pushed up our net income estimates by  1.2% to US$ 8.29bn (+11.5% y/y) for 2010 and 
8.4% to US$ 9.69bn (+16.9% y/y) for 2011. Incorporat ing our new earnings forecasts and a lower 
Russian risk-free rate into our valuation model, our  fair value estimate has increased by 9.3% to 
US$ 68.0 per share, which offers 26.9% upside. 

 

Buy rating maintained 

• High potential in Iraq:  Lukoil won an 85% stake in the West Quarna 2 exploration licence in southern Iraq, 
which has an estimated reserve base of 12.9bn barrels. The company offered to pay a fee of US$ 1.15 per 
barrel produced and aims to reach a production plateau of 1.8 MMbbl/d. This will allow Lukoil to nearly double 
its current production level, improve well economics and margins and diversify exploration risks. We do not yet 
include the project in our valuation due to uncertainties related to timing and capital expenditures, but it does 
offer significant potential for Lukoil, which has excellent geographical knowledge of the region. 

• Crude price leverage strengthened:  Lukoil plans to invest US$ 4.5bn in developing the West Quarna 2 field 
in the next five years which leaves the stock more leveraged to the crude price. As our crude price estimates 
are above the market for the years ahead, we expect Lukoil to deliver some positive earnings surprises. 

• Low-risk business profile:  We like Lukoil’s strong vertical integration in Russia and sizeable international 
asset portfolio, as these provide a more balanced earnings structure compared to local peers. 

• Exposure to the downstream cycle:  Thanks to refinery acquisitions in the last 10 years, Lukoil has a 
significant exposure to the downstream cycle. In view of the expected margin improvement in 2010-2011, we 
expect Lukoil’s international refinery portfolio to start to deliver sizeable profits. 

• Strong balance sheet: Lukoil had a gearing ratio of 16.4% at the end of 3Q09, one of the lowest in our 
EMEA oils universe. Although gearing will certainly increase in the years ahead due to capital expenditures 
related to West Quarna 2, we see ample room for the planned hike of the dividend pay-out ratio to 30%. 

• Our top pick in the Russian oil and gas sector:  Trading on a 2010F EV/DACF of 4.7x puts Lukoil at a 
19.6% discount to Russian upstream oils and an even larger 31.2% discount to international peers. Given the 
firm’s low-risk business model, we believe a valuation premium to Russian oils is warranted. 
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Oil & Gas  Current price* US$ 72.4 Hold
Russia  Fair value US$ 68.7 Rating upgraded

Performance over 1M 3M 12M

Absolute 10% 43% 214%

Rel. to MSCI Oil&Gas 15% 47% 177%

12M Lo/Hi  US$ 19.7/75.8

Reuters NVTK.MM

Bloomberg NOTK RM

Market Cap US$ 18.6bn

Free float 41.1%

Next corporate event 
4Q09 results in 1Q10 

 

FY/e 31.12 2008A 2009F 2010F 2011F 

Sales (US$ m) 3,187 2,702 3,762 4,690 

EBITDA (US$ m) 1,471 1,151 1,800 2,328 

EBIT (US$ m) 1,291 967 1,560 2,049 

Net profit (US$ m) 921 733 1,188 1,575 

EPS (US$) 3.0 2.4 3.9 5.2 

DPS (US$) 1.0 0.7 1.2 2.1 

P/E (x) * 21.8 27.4 16.9 12.7 

Yield (%) 5.3 1.1 1.6 2.9 

EV/EBITDA (x)*  15.6 19.6 12.5 9.7 

Source: KBC Securities * Priced at COB 27 January 2009 

 
 

We upgrade Novatek from Sell to Hold after implementi ng our new oil and currency macro scenarios 
but adjusting our gas production forecasts for the firm downwards. We have cut our net income 
estimates by 7.4% to US$ 1.19bn (+62.2% y/y) for 20 10 but increased by 0.8% to US$ 1.58bn 
(+32.6% y/y) for 2011. Our longer term estimates, h owever, have increased substantially due to our 
lifted condensate and gas price forecasts. Factorin g-in our new earnings estimates, a significant cut in 
our capital expenditure forecast and a decrease in the Russian risk-free rate has boosted our fair valu e 
estimate by 107.4% to US$ 68.7 per share, which impl ies 5.1% downside. 

 

Rating upgraded to Hold 

• Decent volume growth in 2009, but slowdown expected in 2010: Novatek posted gas production growth 
at 6.6% in 2009, a modest decline from 7.7% in 2008. It implies for us that Novatek managed to sell its new 
volumes despite a contraction in domestic gas demand. However, we expect gas production growth to show a 
further slow down to 4.3% in 2010 as Russia faces a growing gas oversupply on the back of subdued 
industrial demand and weak export opportunities. Also, it remains to be seen how Gazprom, 20% owner of 
Novatek, will react to Novatek’s growing production figures after its own figures fell 16% in 2009. 

• Gains on 2010 domestic gas price hike:  The Russian Federal Tariff Service approved a 15.0% increase in 
domestic gas prices for 2010, while the permitted rise in Gazprom’s transportation fees for independent gas 
producers was only 12.3%. This extra profit will push up Novatek’s EBITDA by 1.6% for 2010. 

• Lower transportation distance improves netback:  Thanks to optimization measures, Novatek lowered the 
aggregate delivery distance to customers by some 15% in 2009 which significantly reduced transportation 
costs. We see little room for further improvement in the years ahead as Novatek’s gas production is expected 
to increase more rapidly than demand in the neighbouring areas. 

• Impressive earnings growth profile: Novatek offers an impressive net earnings CAGR of 32.3% in the 
period 2009 and 2014, the highest in our CEE and Russian oils universe. The strong growth should be fuelled 
by accelerating production from 2011 onwards and projected hikes in domestic gas tariffs. 

• Fairly valued: On a 2010F EV/DACF of 15.9x Novatek trades at a 100%+ premium to Russian and 
international peers. The valuation premium is fully justified by Novatek’s impressive earnings growth 
prospects: 3Y-CAGR of EBITDA is forecast at 34.0% for 2009-2012 versus the sector average at 15.8%. 
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Oil & Gas  Current price* US$ 5.02 Hold
Russia  Fair value US$ 5.04 Rating maintained

Performance over 1M 3M 12M

Absolute 4% 4% 196%

Rel. to MSCI Oil & Gas 9% 6% 161%

12M Hi/Lo US$ 6.00/2.75

Reuters SIBN.RTS

Bloomberg SIBN RU

Market cap US$ 23.8bn

Free float 4.3%

Next corporate event 
4Q09 results in 1Q10 

 

FY/e 31.12 2008A 2009F 2010F 2011F 

Sales (US$ m) 33,075 22,839 26,178 30,656 

EBITDA (US$ m) 7,558 4,682 5,841 6,621 

EBIT (US$ m) 6,249 3,170 4,239 4,891 

Net profit (US$ m) 4,658 3,005 3,320 4,022 

EPS (US$) 1.0 0.6 0.7 0.8 

DPS (US$) 0.2 0.2 0.2 0.3 

P/E (x) * 5.1 7.9 7.2 5.9 

Yield (%) 12.0 2.9 3.5 5.1 

EV/EBITDA (x)*  3.2 5.8 4.4 3.7 

Source: KBC Securities *priced at COB 27 January 2009 

 
 

We maintain our Hold rating on Gazprom Neft after imp lementing our new oil and currency macro 
assumptions. We have also adjusted our crude produc tion estimates upwards to reflect the addition of 
new wells in 2009. Our net income estimates have ri sen 18.8% to US$ 3.32bn (+10.5% y/y) for 2010 and 
5.7% to US$ 4.02bn (+21.1% y/y) for 2011. Incorporat ing our new earnings forecasts, lower upstream-
related capital expenditures and a decrease in the Russian risk-free rate, we have increased our fair 
value estimate by 73.1% to US$ 5.04 per share, which  implies 0.4% upside. 

 

Hold rating maintained 

• Crude production still under pressure:  The firm’s crude production dropped 2.0% in 2009, according to 
CDU-TEK. Production recovered somewhat from lows in April 2009 on the back of additions at the Priobskoye 
and Vyngayakhinskoye fields but continued to stagnate in 2H09. In our view, the company’s maturing fields in 
Western Siberia will require very significant CAPEX to keep output stable. We do not expect Gazprom Neft to 
invest in new reservoir management technologies when return is questionable, thus we estimate hydrocarbon 
production at 0.93 MMboe/d in 2010, 9.7% below the company’s target of 1.03 MMboe/d. 

• Turnaround at NIS:  Gazprom Neft expects its NIS refinery in Serbia to deliver US$ 130m profit in 2010 
versus a US$ 45m loss in 2009 due to restructuring projects, investments in debottlenecking and unit 
upgrades. Improved earnings at NIS represent a significant part of Gazprom Neft’s profit addition in 2010. 

• Rising chances of an SPO:  If majority owner Gazprom approves the plan, Gazprom Neft will sell new shares 
on the market in 2010. Although we have no information on the size of the potential deal, it will certainly lead 
to a share overhang given the mere 5% float of the stock. On top of this, it remains unclear where 
Gazprom Neft will direct the proceeds. 

• Strategy crossroads:  We believe Gazprom Neft is now at a crossroads. The parallel development of 
upstream and downstream segments will require significant external funds, thus the company must decide 
either to reduce its capital expenditures or go for fresh funds. 

• Fairly valued:  On a 2010F EV/DACF of 5.6x Gazprom Neft trades at a discount of 17.6% to the median of
Russian and international peers, which we believe is fair. Compared to peers, the firm offers a more risky 
business profile and a murky strategy. However, Gazprom’s intention to put Gazprom  Neft at the forefront of 
potential M&A deals fully compensates for this. 
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Important notice 

This publication has been prepared by KBC Securities N.V.’s Polish Branch, KBC Securities Hungarian Branch Office, KBC Securities 
Romania SA and Patria Finance a.s. (Czech Republic) and is distributed through KBC Securities NV or one of its subsidiaries (collectively 
“KBC Securities”).  

 
KBC Securities Hungarian Branch Office’s registered seat is 1051 Budapest, Roosevelt tér 7/8, Hungary.  
KBC Securities Hungarian Branch Office is supervised by the Hungarian Financial Supervisory Authority (HFSA).   
 
This investment recommendation has been prepared for Hungarian clients but it can be made available to other people as well. No part of 
this publication may be reproduced in any manner without the prior written consent of KBC Securities or KBC Securities Hungarian Branch 
Office  
 
This publication shall be made public immediately after it has been prepared, on the date indicated on page 1.  
The date of the closing rate indicated in the publication is the day directly preceding the date of publication of this publication/report.  

 
The definitions of terms applied in the publication: 
EBITDA = EBIT + amortization and depreciation 

EPS = Net profit / No of shares outstanding 

DPS = Dividend per Share 

NBV per share = Net Book Value / No of shares outstanding 

EBITDA margin = EBITDA / Revenue 

EBIT margin = EBIT / Revenue 

CFPS = Cash flow / No of shares outstanding 

Net Financial Debt = Financial debt – Cash equivalents 

ROE = Net profit / Average Equity 

EV = Market Capitalization + Net Financial Debt 

P/E = Stock Price / EPS 

P/CF = Stock Price / (Net Profit + amortization and depreciation) 

P/BV = Stock Price / NBV per share 

P/S = Market Capitalization / Revenue 

Gross Dividend Yield = Dividend per share / Stock 

 

List of recommendations concerning Gazprom issued b y KBC Securities in Hungary during the last 12 mont hs 

 Valuation (US$) Market price (US$) Recommendation D ate of issue 

Gazprom 7.54 2.90 Buy 29 Oct. 2008 

Gazprom 6.26 3.15 Buy 11 Feb. 2009 

Gazprom 6.08 4.66 Buy 09 Jul. 2009 

Gazprom 7.78 6.03 Buy 01 Feb. 2010 

 

List of recommendations concerning Rosneft issued b y KBC Securities in Hungary during the last 12 mont hs 

 Valuation (US$) Market price (US$) Recommendation D ate of issue 

Rosneft 4.91 2.70 Buy 29 Oct. 2008 

Rosneft 4.19 3.02 Buy 11 Feb. 2009 

Rosneft 4.25 5.27 Sell 09 Jul. 2009 

Rosneft 8.10 7.78 Sell 01 Feb. 2010 

 

List of recommendations concerning Lukoil issued by  KBC Securities in Hungary during the last 12 month s 

 Valuation (US$) Market price (US$) Recommendation D ate of issue 

Lukoil 74.1 24.9 Buy 29 Oct. 2008 

Lukoil 66.1 31.1 Buy 11 Feb. 2009 

Lukoil 62.2 42.9 Buy 09 Jul. 2009 

Lukoil 68.0 53.6 Buy 01 Feb. 2010 
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List of recommendations concerning Gazprom Neft iss ued by KBC Securities in Hungary during the last 12  months 

 Valuation (US$) Market price (US$) Recommendation D ate of issue 

Gazprom Neft 3.07 1.50 Buy 29 Oct. 2008 

Gazprom Neft 2.72 1.94 Buy 11 Feb. 2009 

Gazprom Neft 2.91 2.93 Hold 09 Jul. 2009 

Gazprom Neft 5.04 5.02 Hold 01 Feb. 2010 

 

List of recommendations concerning Novatek issued b y KBC Securities in Hungary during the last 12 mont hs 

 Valuation (US$) Market price (US$) Recommendation D ate of issue 

Novatek 42.6 28.1 Buy 29 Oct. 2008 

Novatek 33.7 26.0 Buy 11 Feb. 2009 

Novatek 33.1 43.0 Sell 09 Jul. 2009 

Novatek 68.7 72.4 Hold 01 Feb. 2010 

 
The recommendations and estimates relating to market values published by KBC Securities Hungarian Branch Office shall be valid for 12 
months or until modified. We intend to update the recommendations quarterly.  
 
KBC Securities Hungarian Branch Office applied the following assessment methods to compile this investment recommendation: discounted 
cash-flow (DCF), sector comparison and summary of parts (SOTP). An advantage of using DCF is that future financial profits are also 
calculated, on the other hand, it is a disadvantage of the model that predictions relating to future financial performance are greatly 
influenced by the analyst’s opinion. Sector comparison is more independent of the analyst’s opinion but it is usually based on current 
financial results that might differ from future performance. Analysis based on the summary of parts (SOTP) is advantageous inasmuch as it 
can be used to compare assessments in cases when a company to be assessed has significant fixed assets and reserves; on the other 
hand, the method will not take into consideration either the short term or long term growth potential.  
 

KBC Securities uses an absolute rating system including terms such as Buy, Accumulate, Hold, Reduce and Sell (see definitions below). 
Until 27-04-2006, KBC Securities ratings for Belgian, French and Dutch financial instruments were based on a relative rating system 
including terms such as Outperform (the stock is projected to outperform the analyst’s coverage universe over the next 12 months), Neutral 
(the stock is projected to perform approximately in line with the analyst’s coverage universe over the next 12 months) and Underperform 
(the stock is projected to underperform the analyst’s coverage universe over the next 12 months). 

 

Stock rating Definition 

Buy Expected total return (including dividends) of 10% or more over a 6-month period 

Hold Expected total return (including dividends) of between -5% and +5% over a 6-month period 

Sell Expected total return (including dividends) of -10% or worse over a 6-month period 

 
(*) Only used for Belgian, French and Dutch financial instruments 
(**) Expected total return (including dividends) of between -10% and +10% over a 6-month period for financial instruments in emerging 
markets 
 
Due to external factors and in exceptional cases, KBC Securities allows the use of ratings such as Accept the Offer, Black Out, No 
Recommendation or Suspended. 
Our analysts assign one of those ratings based on their investment outlook and valuation for the concerned stock. The valuation can be 
based on different methodologies such as DCF (discounted cash flow), absolute multiples, peer group multiples, sum-of-parts or NAV (Net 
Asset Value). The valuation is reflected in a 6-month target price. Occasionally, the expected total return may fall outside of these ranges 
because of price movement and/or volatility. Such deviations will be permitted but will be closely monitored. Investors should carefully read 
the definitions of all ratings used in each research report. In addition, since the report contains more complete information concerning the 
analyst’s view, investors should carefully read the entire report and not infer its contents from the rating alone. KBC Securities discloses the 
recommendations of its reports to the issuers before their dissemination. In case the recommendation has been amended following this 
disclosure, such amendments will be indicated in the concerned report. 

 
Stock rating % of covered universe % of covered uni verse with investment banking relationship during l ast year 

Buy 50.00% 0.00% 

Hold 29.55% 0.00% 

Sell 20.45% 0.00% 
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With respect to making an objective judgement on this investment recommendation, the analyst who prepared it has no legal 
relationship - such as financial interest in the financial assets in this investment recommendation - that would have influenced him in the 
preparation of this publication and he has no legal dispute with the Issuer.  
The analyst preparing this publication has no ownership or other financial interest in the Issuer and has no ownership in the market of 
the financial assets indicated in the publication. The analyst had not obtained any of the securities issued by the Issuer before they were 
publicly offered.  
 
KBC Securities Hungarian Branch Office. had no contractual relationship with the Issuer with respect to the provision/use of investment 
services for 12 months prior to releasing this investment recommendation, and it had no contractual relationship with Issuer with respect 
to the preparation of an investment recommendation when this investment recommendation was prepared. The Issuer has not been 
informed about this investment recommendation. 
 
In the 12 months prior to releasing this investment recommendation, KBC Securities Hungarian Branch Office did not manage or co-
manage the public offering of the Issuer’s financial assets and it has no ownership in Issuer exceeding 5% of the Issuer’s registered 
capital.  
 
The analyst receives compensation based on various factors including the total income of his/her employer, part of which is generated 
by the investment activities of the employer, but he/she is not compensated for drawing up the specific investment recommendations 
included in this report. The compensation of the analyst involved in drawing up the investment recommendation is not linked to KBC 
Securities Hungarian Branch Office ‘s transactions performed for its own account.  
 
The analysts have acted with reasonable care upon drawing up this investment recommendation. This analysis of the relevant 
companies and securities is based on the analysts’ personal opinions of those companies and securities. The opinions, predictions and 
estimations published in this report reflect the analysts’ personal conviction at the time when this publication was drawn up.  
 
This offer has been drawn up in accordance with the principles of methodological accuracy and objectivity, based on public information 
considered reliable by KBC Securities Hungarian Branch Office. The information used was publicly available.  
 
This publication is provided solely for the information of and use by professional investors who are expected to make their own 
investment decisions without undue reliance on this publication. Investors must decide themselves about the appropriateness of an 
investment in any of the securities referred to herein, based on the advantages and risks involved, based on their own investment 
strategy, and based on their legal, fiscal and financial position. The authors and issuers of the investment recommendation assume no 
liability for any risk factors influencing the content of the investment recommendation, particularly for the operating risks associated with 
the companies included, for political risks, exchange rate risks or risks related to the reliability of information.  
 
KBC Securities Hungarian Branch Office’s operations are governed by internal regulations approved by HFSA that ensure, with respect 
to investment recommendations, the prevention of conflicts of interests, the separation of organisational units in charge of different 
activities and the control of the flow of confidential information including the limitation of access to information, and proper work 
conditions for the analysts who prepare investment recommendations.  
 
The Polish branch of KBC Securities N.V., Kredyt Ba nk S.A., KBC Securities Hungarian Branch Office, Pa tria Finance a.s., KBC 
Securities and employees of any of the above entiti es assume no liability for the accuracy of this rec ommendation, for its 
completeness, or for any investment decision made o n the basis of the recommendation, or for any damag e incurred as a 
result of any investment decision made based on thi s offer.  
 

Copyright: © 2010 KBC Securities Hungarian Branch Office 
 



 
 

This publication has been prepared by KBC Securities N.V. Polish Branch, KBC Securities Hungarian Branch Office and Patria Finance a.s. (Czech 
Republic) and is distributed through KBC Securities NV or one of its subsidiaries (together “KBC Securities”). This publication is provided for informational 
purposes only and is not intended to be an offer, or the solicitation of any offer, to buy or sell the securities referred to herein. No part of this publication may 
be reproduced in any manner without the prior written consent of KBC Securities. The information herein has been obtained from, and any opinions herein 
are based upon, sources believed reliable, but neither KBC Securities N.V. Polish Branch Kredyt Bank S.A., KBC Securities Hungarian Branch Office., 
Patria Finance a.s., KBC Securities nor its affiliates represent that it is accurate or complete, and it should not be relied upon as such. All opinions, 
forecasts, and estimates herein reflect our judgement on the date of this publication and are subject to change without notice. From time to time, KBC 
Securities N.V. Polish Branch Kredyt Bank S.A., KBC Securities Hungarian Branch Office., Patria Finance a.s. or KBC Securities, their principals or 
employees may have a position in the securities referred to herein or hold options, warrants or rights with respect thereto or other securities of such issuers 
and may make a market or otherwise act as principal in transactions in any of these securities. Any such persons may have purchased securities referred 
to herein for their own account in advance of the release of this publication. KBC Securities N.V. Polish Branch Kredyt Bank S.A., KBC Securities 
Hungarian Branch Office., Patria Finance a.s. or KBC Securities and their principals or employees may from time to time provide investment banking or 
consulting services to, or serve as a director of a company being reported on herein. This publication is provided solely for the information and use of 
professional investors who are expected to make their own investment decisions without undue reliance on this publication. Investors must make their own 
determination of the appropriateness of an investment in any securities referred to herein based on the merits and risks involved, their own investment 
strategy and their legal, fiscal and financial position. Past performance is no guarantee for future results. By virtue of this publication, none of KBC 
Securities N.V. Polish Branch Kredyt Bank S.A., KBC Securities Hungarian Branch Office., Patria Finance a.s. or KBC Securities nor any of their 
employees shall be responsible for any investment decision. 

In the United States this publication is being distributed to U.S. Persons by KBC Financial Products USA, Inc., which accepts responsibility for its contents. 
Orders in any securities referred to herein by any U.S. investor should be placed with KBC Financial Products USA, Inc. and not with any of its foreign 
affiliates. KBC FP USA Inc. and/or its affiliates may own 1% or more of the subject company's common equity securities. KBCFP USA Inc. or its affiliates 
may have managed or co-managed a public offering of the subject company's securities in the past 12 months, or received compensation for investment 
banking services from the subject company in the past 12 months, or expect to receive or intend to seek compensation for investment banking services 
from the subject company in the next three months. Any U.S. recipient of this report that is not a bank or broker-dealer and that wishes to receive further 
information regarding, or to effect any transaction in, any security discussed in this report, should contact and place orders with KBC Financial Products 
USA Inc. This report is being distributed in the United States solely to investors that are (i) "major U.S. institutional investors" (within the meaning of SEC 
Rule 15a-6 and applicable interpretations relating thereto) that are also "qualified institutional buyers" (QIBs) within the meaning of SEC Rule 144A 
promulgated by the United States Securities and Exchange Commission pursuant to the Securities Act of 1933, as amended (the "Securities Act") or (ii) 
investors that are not "U.S. Persons" within the meaning of Regulation S under the Securities Act and applicable interpretations relating thereto. The offer 
or sale of certain securities in the United States may be made to QIBs in reliance on Rule 144A. Such securities may include those offered and sold outside 
the United States in transactions intended to be exempt from registration pursuant to Regulation S. This report does not constitute in any way an offer or a 
solicitation of interest in any securities to be offered or sold pursuant to Regulation S. Any such securities may not be offered or sold to U.S. Persons at this 
time and may be resold to U.S. Persons only if such securities are registered under the Securities Act of 1933, as amended, and applicable state securities 
laws, or pursuant to an exemption from registration. The products sold by KBC Financial Products USA, Inc or any affiliate thereof, including KBC Securities 
or KBC Financial Products UK Limited, are not insured by the FDIC, are not obligations of or guaranteed by KBC Bank NV or its affiliates, and are subject 
to investment risks, including possible loss of the entire amount invested. 

This publication is for distribution in or from the United Kingdom only to persons who are authorised persons or exempted persons within the meaning of the 
Financial Services and Markets Act 2000 of the United Kingdom or any order made thereunder or to investment professionals as defined in Section 19 of 
the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 and is not intended to be distributed or passed on, directly or indirectly, to 
any other class of persons.  

This publication is for distribution in Canada only to pension funds, mutual funds, banks, asset managers and insurance companies. The distribution of this 
publication in other jurisdictions may be restricted by law, and persons into whose possession this publication comes should inform themselves about, and 
observe, any such restrictions.   
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