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Stock data 

Ticker  VZRZ, 
VZRZP 

M.Cap, $ mn 861 

Shares Ords   23,748,694 Free Float, % 40%    
Shares Prefs 1,294,505 Free Float, $ mn 345 
Bid Ords, $ 36.6 Offer Ords, $ 37.6 
Bid Prefs, $ 13.0 Offer Prefs, $ 18.0 

 
Market performance 

  1 month 6 months 

Absolute Ords -19.4% -44.7% 
Relative to RTSI Ords -6.6% -24.1% 
Price range, $    
High Ords 47.9 65.5 
Low Ords 35.0 35.0  

 
Financials, 2008Е 

Assets, $  mn 6,352 ROE  21 
Book Value, $  mn 620 P/E 7.5 
Net income, $  mn 117 P/BV 1.4 

 
 
 
 

Vozrochdenie – RTS relative performance 

 
Source: RTS, MICEX  
 
 

• On August 28 Vozrozhdenie bank published its IFRS results for 
1H08. Net profit  increased 2.3-times against 1H07 and exceeded our 
estimates by 13%. Despite the challenging conditions on global  
financial  markets the bank has managed to gradually improve its 
profitability and efficiency indicators.  

• In 2Q08 the growth  of the bank’s loan portfolio , primary income and 
revenue increased considerably. The bank succeeded in boosting 
customers’ funds (by 15.3%), with corporate deposits accounting for the 
main part  of incoming fun ds. This allowed the bank to increase its loan 
portfolio  by 14.9% (against 1Q08) and to practically overcome its recent 
tendency of lagging behind the industry averages.  
• In spite of  the generally higher rates on both loans and deposits, in 
1H08 the bank managed to increase its interest margin due to a number 
of factors. The growth of the share of corporate deposits (which are, as a 
rule, short-term and less expensive) in the structure of customers’ funds 
allowed the bank to reduce its funding costs while credit rates generally 
rose higher.  About 40% of the bank’s customers’ funds fall in current 
and settlement accounts, which cost the bank almost nothing. The bank 
expects that  in 2H08 its margins will remain (at worst) unchanged 
despite the recent increase in retail deposit  rates.  
•   Another  positive feature of the report is the reduction in  expenses 
(Cost/ Income fell from  65.3% in 1H07 to 57.5% in 1H08 and from 61% 
in 1Q08 to 54.7% in 2Q08).  We note that the bank’s efficiency ratios 
have improved with the  growth of the bank’s office network.   

• The priorities  in the bank’s loan portfolio  structure  have changed – 
the growth  in retail  loans has eased, although there was a significant 
increase in loans to major clients , whose share in the portfolio 
increased to over 25%.  This increased concentration might potentially 
result in higher loan risks, however, currently,  this group is the most 
reliable debtor group of the bank. In the retail  segment, the bank is 
focusing on the rapid  growth of its short-term and more profitable  
consumer loans, whil st mortgage loans, making up 50% of its retail 
loan portfolio , are seeing slight  or no increase since the first quarter . 
Considering the current market conditions , the shift to short -term 
lending with higher margin s looks quite appropriate.  

• Vozhrozhdenie’s business model is extremely conservative, which is 
very important  taking into  account the increasing lack of financial 
stability  in the markets in general: the quality of the bank’s loan 
portfolio remains high. One of the bank’s key priorities is maintaining 
a satisfactory liquidity level  and ensuring that loans are fully covered 
by customers’ deposits (the Loans/Deposits ratio  is 93%). This allows 
the bank to maintain stability despite  the negative conditions prevalent 
on global capital market s. At the same time, the bank has shown 
considerable flexibility  in reacting to the changing market conditions  
and in adapting its strategy in order to take full advantage of any new 
opportunities that arise.   

• We  reiterate our  target price  of  $66.7 per ordinary share , 
offering potential upside of 84% and maintain our BUY 
recommendation .  
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On August 28 Vozrozhdenie published its 1H08 IFRS results. The bank’s net profit rose to RUR 1,559 mn (+131% 
against 1H07), which is 13% higher than our estimations and 10% higher than the consensus forecast. Nonetheless, in 
terms of primary income and expenses the figures are within 5% of our forecasts. Despite the challenging conditions 
prevalent on global financial markets , the bank has gradually improved its profitability and efficiency indicators. Thus, 
ROE in 1H08 amounted to 24.7%, which is higher than in 1Q08 (22.3%), 1H07 (20.5%) and its 2007 average (21%).   
 
 

Table  1. Income statement , RUR mn  
  

1H08 
(actual) 

1H08 (our 
forecast) 

1H08 
(consensus-

forecast) 
1H07 

1H08 / 
1H07 

Difference 
from our 
forecast 

1Q08 1Q07 
1Q08

/ 
1Q07 

2Q08 2Q07 
2Q08/ 
2Q07 

Interest income 6,201 6,321  4,350 43% -1.9% 2,860 1,994 43% 3,341 2,356 42% 

Interest expenses -2,556 -2,550  -1,896 35% 0.2% -1,205 -882 37% -1,351 -1,014 33% 

Net interest income 3,645 3,777 3,579 2,454 49% -3.5% 1,655 1,112 49% 1,990 1,342 48% 

Net fee and 
commission income 

1,840 1,758  1,291 43% 4.7% 803 601 34% 1,037 690 50% 

Operating income 5,395 5,138 5,310 3,459 56% 5.0% 2,480 1,569 58% 2,915 1,890 54% 

Operating expenses 
-3,351 -3,319  -2,572 30% 1.0% -1,589 

-
1,194 

33% -1,762 -1,378 28% 

PBT 2,044 1,820  887 130% 12% 891 375 138% 1,153 512 125% 

Net profit 1,559 1,383 1,414 674 131% 13% 681 275 148% 878 399 120% 

       

Source: Company data, Sovlink estimates   

 

Table  2. Balance sheet summary , RUR mn  

 

  

As of 
30.06.08 
(actual) 

As of 
30.06.2008 

(our 
forecast) 

На 
30.06.2008 -
consensus 

Difference 
from our 
forecast 

As of 
31.03.08 

As of 
31.12.07 

Changes 
since early 
in the year, 

% 

Changes 
1Q08, % 

Changes 
2Q08, % 

Changes  
YTD  (bank 
sector ), % 

           
Assets 132,319 132,097 130,128 0.2% 116,925 111,404 18.8% 5.0% 13.2% 14.6% 
Loan portfolio (gross) 96,669 98,726  -2.1% 84,237 80,951 19.4% 4.1% 14.8% 20.8% 
Loan portfolio (net) 93,449 95,271 92,806 -1.9% 81,317 78,149 19.6% 4.1% 14.9% 20.8% 
Loans as % in assets 71% 72% 71% -2.1% 70% 73%     
Retail loans 18,347    17,078 16,765 9.4% 1.9% 7.4% 20.8% 
Share in loan portfolio 19%    20% 21%     
SME loans 52,238    48,017 46,539 12.2% 3.2% 8.8%  
Share in loan portfolio 54.0%    57.0% 57.5%     
Retail deposits 54,262 54,214  0.1% 50,312 49,796 9.0% 1.0% 7.9% 11.9% 
As a share in customer 
accounts 

54%    57% 61%     

Equity 13,433 13,387   12,571 11,890 13.0% 5.7% 6.9% 11.7% 

Source: Company data, Sovlink estimates   
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Table  3. Performance indicators  

 

  
1H08 1H07 2Q08 1Q08 

Asset yield 12.0% 12.0% 12.8% 12.1% 

Funding costs -4.7% -5.1% -4.9% -4.8% 

Net interest spread 7.3% 6.9% 8.0% 7.3% 

Net interest margin 7.1% 6.8% 7.6% 7.0% 

ROE 24.7% 20.5% 27.0% 22.3% 
ROA 2.6% 1.7% 2.8% 2.4% 
Cost / Income 57.5% 65.3% 54.7% 61.0% 

Source: Company data, Sovlink estimates   

 

Please note that  in  4Q07 and 1Q08 the growth in the bank’s loan portfolio slowed significantly, due to a weak inflow of 
customers’ funds, unfavourable borrowing conditions on  capital markets and the management’s strategy of focusing on 
increasing the bank’s liquidity cushion. However , in  2Q08 the bank succeeded in boosting customers’ funds (by 
15.3%), with corporate customer funds accounting for most of the incoming capital. This allowed the bank to increase 
its loan portfolio  by 14.9% (against 1Q08) and to practically overcome its recent tendency of lagging behind the 
industry  averages. 
 
In spite of the general rise of rates on both loans and deposits, in 1H08 the bank managed to increase its interest 
margin due to a number of factors. First of all, until  now the rates on loans have been growing faster than the cost of 
deposits. Secondly, the increase of the share of corporate deposits – which are, as a rule, short-term and less expensive 
– in customers’ funds allowed the bank to reduce its funding costs.  And finally, about 40% of customers’ funds fall in 
current and settlement accounts, which cost the bank almost nothing.  At the same time this could result in a liquidity 
risk  (in  case longer-term loans are funded from  short-term sources). However, the bank has been careful to avoid 
liquidity  risks – the share of high-liqui dity  assets (cash funds + obligatory reserves + investments in government 
securities + loans to banks) is maintained at a high level (22%), 70% of retail deposits are reinvested, and the terms for 
household deposits are growing.  Thus, the share of retail  deposits with terms  of over one year increased from  11.4% in 
early 2008 to 15.6% as of July 1. At the same time, the bank prefers short-term assets (and liabilities) , which allow it to 
react to the changing market rates and quality of loans with greater flexibility .  
 
The increase in bank’s loans (32% YoY) and in its interest margin has allowed the bank to maintain its  high net interest 
profit growth rates (48% against 1H07). The stable rise in operating income (+56%) has also been ensured by a high 
share of non-interest (fee and commission) income as compared to the Russian banking sector in general; the bank’s 
net fee and commission income increased by 43%. 
 
Another positive feature concerns the reduction in expenses (Cost/Income fell from 65.3% in 1H07 to 57.5% in 1H08 
and from 61% in 1Q08 to 54.7% in 2Q08). Over the mid-term the bank plans to maintain this  indicator within 55 -58%. 
In 2Q08 operating expenses grew by only 11% and labor costs by 5% (versus 1Q08) .  We note that the bank’s efficiency 
ratios have improved despite the expansion of the bank’s office network.  
 
The structure of the bank’s loan portfolio has also changed - the growth in retail loans, whose share in the bank’s loan 
portfolio had  gradually increased over the last few years, slowed considerably.  In 1H08 the share of such loans in the 
bank’s loan portfolio fell  from 20.7% to 19%, with the share of mortgages falling (4% growth since early in the year) 
and the share of consumer loans (currently, the most attractive loans due to short loan terms and high margin s) rising. 
Last September the bank started reducing its mortgage lending programs, as they consist of long term loans (whereas 
it is now difficult to find  long-term funding) with  relatively low profit margins . The share of small and mid-scale 
companies – Vozrozhdenie bank’s key borrowers – also diminished slightly  (from  57.5% to 54.0%).  On the other hand, 
there was a significant growth  in loans to major clients (by 54.6% since early in the year), which resulted in greater 
loan concentration with their  share in the bank’s loan portfolio rising from  19.4% to 25.1%. The bank explains this by 
arguing that  it seized the opportunity to increase the number of loans to its trusted borrowers, which had traditionally 
taken out loans from larger banks, and after the onset of the crisis on global financial markets faced limited funding 
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offers from  these banks due to these banks having switched to providing loans to major borrowers, isolated from 
external financial market  condition s.    
 
The increase in the share of major  corporate borrowers to over 25% (from a minimum  share of 16.5% in 1Q07) is 
slightly worrying in terms of the possible growth of loan risks due to higher loan concentration. However , at the 
moment , precisely these borrowers are the most reliable debtors.  The bank does not intend to increase their share 
above 25%.  
 
The level of loan risks is slightly lower  in comparison to the level in late 2007 (the proportion  of past due loans in the 
portfolio  increased from 1.9% in the beginning of the year to 2.55% in 4Q07, and to 2.33% in late July ). This is a fairly 
safe level, indicative  of the bank’s conservative strategy of including past due loans in its financi al statements. Unlike 
the majority  of banks, when facing a loan overdue of at least 1 day, Vozrozhdenie shows the whole sum of the debt as 
past due and increases the provisioning for it. The bank manages to gain back a considerable part  of such past due 
loans by selling collateral. The bank slightly reduced its provisions level (from  3.5% of the loan portfolio in the 
beginning of the year to 3.3%), yet the level of bad loans provisions is still high (143%). The bank has intentionally  
limit ed the share of construction, development and retail loans (the higher risk  loan categories) in its portfolio.  
 
On July 31, the bank raised a subordinated loan of $50 mn over a 10-year term with  an option to prepay after five 
years, allowing it to increase its capital adequacy by about 1%. 

Recently, the bank decided not to place a bond, whose registration period ends on September 3.  The offering was 
registered by the CBR a year earlier . The bank does not in tend to place the bonds before the year-end and is 
considering the possibility of attracting syndicated loans in case the interest cost is acceptable. It also plans to attract  
funds through  bilateral loans. Before the year-end, the bank intends to raise such a loan for  at least $30-50 mn for a 
term of up to 10 years. Corporate and retail deposits as well as the funds from  the state’s reserves, such as the public 
housing and utilities funds and the money from administrative authorities will remain the bank’s core sources of 
funding. According  to the deputy chairman of the bank, Alexander Dolgopolov, (currently)  the bank has sufficient 
capital. Taking into  account the subordinated loan, the current  level of the bank’s capital adequacy amounts to 13-15%, 
and this year the bank will not expand its GDR program. (Later  on the bank may increase it by 5%.)  
 
Tatyana Gavrilkina , deputy chairwoman of the bank, stated that  the bank is maintaining  its 2008 net profit  forecast of 
approximately RUR 2.5 bn, however she expects profit s to exceed this level. Our conservative forecast on the bank’s 
net profit is RUR 2.8 bn. Management expects its loan portfolio to grow by at least 30-35% (our forecast is 32%) and 
expects the bank’s main indicators  (profitability , efficiency, interest  margin ) to remain unchanged or to improve before 
the year-end. Management believes 4Q08 will be a profitable quarter for the bank due  to an expected seasonal upturn 
in liquidity in November-December.  Based on its results in  July-August, the bank expects a heavier inflow of retail 
deposits and a generally positive trend  regarding an increase in customer’s funds and its loan portfolio in 3Q08. 

 

Vozhrozhdenie’s business model is extremely conservative, which is very important taking into account the general ly 
higher financial instability: the bank’s loan portfolio quality remains high . One of its key priorities is maintaining a 
satisfactory liquidity level and ensuring that loans are fully covered by customers’ deposits (the Loans/Deposits ratio  
is 93%). This allows the bank to maintain its stability despite  the negative conditions prevalent on global capital 
markets. At the same time, the bank has shown considerable flexibility in reacting to the changing market conditions 
and in adapting its strategy to take full advantage of any opportunities that arise.  Despite the challenging conditions, 
the bank has managed to develop successfully.  

 
W e reiterate our  target price  of  $66.7 per ordinary share , offering potential upside of 84% and 
maintain our BUY recommendation . 
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