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This document is confidential and has been prepared by MRSK-Holding (the “Company”) solely for use at the conference and may not be reproduced, 
retransmitted or further distributed to any other person or published, in whole or in part, for any other purpose. THIS DOCUMENT MAY NOT BE 
DISTRIBUTED IN OR INTO THE UNITED STATES OR TO A RESIDENT, NATIONAL OR CITITZEN OF THE UNITED STATES.

This document does not constitute or form part of any advertisement of securities, any offer or invitation to sell or issue or any solicitation of any offer to purchase or 
subscribe for, any securities of the Company in any jurisdiction, nor shall it or any part of it nor the fact of its presentation, communication or distribution form the basis of, or 
be relied on in connection with, any contract or investment decision.

 
These written materials are not an offer of securities for sale in the United States. Securities may not be offered or sold in the United States absent registration or an 
exemption from registration under the U.S. Securities act of 1933, as amended. Any public offer or distribution of securities to

 

be made in the United States will be made in 
accordance with a prospectus that may be obtained from the issuer or selling security holder and that will contain detailed information about the company and management, 
as well as financial statements. The Company has not registered and does not intend to register any portion of any offering in the United States or conduct a public offering of 
any securities in the United States.

This presentation is only addressed to and directed at persons in member states of the European Economic Area who are "qualified

 

investors" within the meaning of Article 
2(1)(e) of the Prospectus Directive (Directive 2003/71/EC) ("Qualified Investors"). In addition, in the United Kingdom, this presentation is being distributed only to, and is 
directed only at, (i) Qualified Investors who have professional experience in matters relating to investments who fall within Article 19(5) of the Financial Services and Markets 
Act 2000 (Financial Promotion) Order 2005, as amended (the "Order") and Qualified Investors falling within Article 49(2)(a) to (d) of the Order, and (ii) Qualified Investors to 
whom it may otherwise lawfully be communicated (all such persons

 

together being referred to as "relevant persons").  This presentation must not be acted on or relied on (i) 
in the United Kingdom, by persons who are not relevant persons, and (ii) in any member state of the European Economic Area other

 

than the United Kingdom, by persons 
who are not Qualified Investors.  Any investment or investment activity to which this presentation relates is available only to (i) in the United Kingdom, relevant persons, and 
(ii) in any member state of the European Economic Area other than the United Kingdom, Qualified Investors, and will be engaged in only with such persons.

The distribution of this presentation in other jurisdictions may

 

be restricted by law and persons into whose possession this presentation comes should inform themselves 
about, and observe, any such restrictions.  

No reliance may be placed for any purpose whatsoever on the information contained in this document or on assumptions made as to its completeness.  No representation or 
warranty, express or implied, is given by the Company, its subsidiaries or any of their respective advisers, officers, employees

 

or agents, as to the accuracy of the information 
or opinions or for any loss howsoever arising, directly or indirectly, from any use of this presentation or its contents.

This document may include forward-looking statements. These forward-looking statements include matters that are not historical facts

 

or statements and reflect the 
Company’s intentions, beliefs or current expectations concerning, among other things, the Company’s results of operations, financial condition, liquidity, performance, 
prospects, growth, strategies, and the industry in which the Company operates. By their nature, forwarding-looking statements involve risks and uncertainties because they 
relate to events and depend on circumstances that may or may not

 

occur in the future. The Company cautions you that forward-looking statements are not guarantees of 
future performance and that the actual results of operations, financial condition and liquidity of the Company and the development of the industry in which the Company 
operates may differ materially from those made in or suggested by the forward-looking statements contained in this document.

 

In addition, even if the Company’s results of 
operations, financial condition and liquidity and the development of the industry in which the Company operates are consistent with the forward-looking statements contained 
in this document, those results or developments may not be indicative of results or developments in future periods.  The Company

 

does not undertake any obligation to 
review or confirm expectations or estimates or to update any forward-looking statements to reflect events that occur or circumstances

 

that arise after the date of this 
presentation.  

By attending this presentation, you agree to be bound by the foregoing limitations.

Disclaimer
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►

 

FGC is

 

the natural monopoly in electric energy 
transmission in Russia, it owns and operates 
national electricity grid UNEG (220kV and 
above) 

►

 

The company revenue is regulated. The 
average share of tariff for electric energy 
transmission in the ultimate energy tariff 
comprises 8%

►

 

Principal shareholders: government –

 

77.6%, 
private investors –

 

22.4%

►

 

Beginning on July 2008 FGC UES shares [FEES]

 are listed on the Russian stock exchanges 
MICEX and RTS. Market capitalization comprises 
$1 bln.*

►

 

Beginning on July 2008 GDR

 

are available for 
the foreign investors. 

Main facts

FGC: Backbone grid complex

* Anticipations data on RAS,

 

exchange rate RUR 26

 

/ 1 USD

UNEG map

* As of 24.10.2008

Regions of FGC coverage

Financial results of FGC*, 2008
Total revenue, $bln 2.5
EBITDA, $bln 1
Net debt at the year end, $bln -3
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MRSK: Distribution grid complex 

MRSK 
Centre

MRSK 
North- 
West

Lenenergo

Tyumenenergo

MRSK 
Siberia

MRSK 
South

MRSK 
Northern 
Caucasia

MRSK 
Volga

MRSK 
Ural

MRSK Centre 
and Volga 
region

MOESK

MRSK mapSector review

* Expected aggregated data on RAS  for all MSKs, exchange rate

 

RUR 26

 

/ 1 USD

►

 

11 Interregional distribution grid companies (MRSKs) 
are

 

operating companies. They own and operate 
distribution grids (110 kV and below) 

51%+ in each MRSK belong to MRSK Holding

Total capitalization of 10 MRSK* - $4.7 bln**

Lenenergo issued GDR in October 2008.

►

 

MRSK Holding is a management company

53% of the authorized capital in MRSK Holding 
belong to the government

Beginning on July 2008 is listed on RTS 
exchange***, capitalization comprises $0.7 bln**

GDR will be issued in December 2008.

►

 

MRSK revenue is regulated. The average share of 
tariff for electric energy distribution in the ultimate 
energy tariff comprises

 

30% 

* Tyumenenergo

 

is not listed, 100% of management company belong to MRSK Holding 
** As of 24.10.2008
*** Shares are traded at RTS

 

Board over-the-counter market

Financial results of MRSK*, 2008
Total revenue, $bln 16
EBITDA on electric energy transmission,

 

$bln 1.8
Net debt at the year end, $bln 5.3
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Fundamental 
value is 

becoming clear

Growth 
prospects

Regulation system was changed in 2008 and nowadays it corresponds to the best 
world practice: normative base is adopted, pilot projects have started

Regulator guarantees fair-market return for the invested capital + additional profit 
option from the operating and financial improvements 

Implementation of investment programs will enable to double RAB by 2015.

Stable EBITDA from electric energy transmission will be increased in 4 times in 
2011 relative to 2008.

Growth of tariffs is linked with investments: Government has approved the 
average annual growth of ultimate energy tariffs by 23% for the period of 2009-
2011.

The companies are being traded with multiplier EV / Target Initial RAB = 0.3x.
Target Initial RAB* is confirmed by the regulator in pilot regions.

Liquidity will be increased due to consolidation of the distribution grid complex 
and issue of GDR for FGC, MRSK Holding, Lenenergo

Sector is 
essentially 

undervalued

Grid complex – investment idea No.1 in the 
electric power industry of Russia

* According to expectations of MRSK management
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Key event 2008 – change in regulation system

Control mechanism provided in the laws corresponds to the best world 
practice :

5 years. The first transitional period – not less than 3 yearsPeriod of regulation

Initial RAB

RAB amortization period

Return on RAB

Independent expenditures

Net working capital

Controllable expenditures

Motivation scheme

Annual adjustment 

Using asset replacement cost as a base after deduction of ageing 
and inefficiency (Optimized DRC). 

From 4% to 8% from the preceding year revenue

35 years for all assets, regularly

WACC for the new investments comprises 12% in rubles after 
taxes. Capital structure: debt - 30%, joint stock capital – 70%. 
Reduced return to Initial RAB: 2009 - 6%, 2010 - 9%, 2011 - 12%

Will be recovered against the fact, including cost of electric energy 
used to compensate losses

Will be adjusted according to CPI - index of change in servicing 
zone. Х-factor of cost saving from 1% to 2.5%

Actual rate of inflation, real volume of electric energy 
transmission, actual investment level

Effect of reduction in controllable OPEX will be preserved within 5 
years, notwithstanding period of regulation
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Tasks of the distribution grid complex 
– JSC MRSK Holding 
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Task No.1: transfer to new regulation system

RAB transfer plan is being 
executed:

Objectives on the initial base*

* Calculated Initial RAB beginning of 2009. Hereinafter exchange rate RUR 26 / 1 USD

Total base in MRSK comprises $30 bln.

►

 

4 regions have turned to RAB

 

in September 
–

 

October of 2008

►

 

Regulator has accepted Initial RAB

 suggested by MRSK management. 
In the average IRAB is in 2.8 times more 
than the balance sheet value of assets

►

 

Up to 10 regions will turn beginning in 
2009. Priority for

 

major territories: Moscow, 
St. Petersburg, Ural

►

 

The rest regions will turn beginning in 2010. 
The problem regions -

 

beginning in

 

2011
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Tariffs grow owing to EBITDA growth 

Sources of capital return are 
changing, but not the size of 
investment programs:
►

 

Tariff on transmission (through RAB), 
becomes the major source for 
investments, other than payment for 
technical connection 

►

 

MRSK do not take market risks: 
unredeemed part of investments made 
against future payment for technical 
connection, will be included into

 

RAB

EBITDA and MRSK EBITDA margin*

*

 

Aggregated for all MRSK in accordance with the management expectations

Structure of companies 
revenues changes cardinally:

►

 

In 2006-2008

 

tariffs have increased by 20-

 25% per annum as a consequence of 
operating expenses (OPEX)

 

growth

►

 

Starting from

 

2009

 

tariffs will be increased 
by 20-25%

 

per annum in RAB system 
owing to EBITDA

11%

25%

38%
41% 40% 36% 36%

39%37%
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Low debt helps to pass through the world 
financial crisis
In 2009 there are no critical 
debt obligations :

Level of borrowed capital as of beginning of
2009 will achieve $5.3 bln, which comprises 
17% of Target Initial RAB

Payment of principal amount of debt falls on 
2010-2011

In 2009 we plan re-credit of current debt 
totaling $1 bln in banks with state 
participation

On worst case scenario up to 30% of 
investment program will be deferred to 2010

Debt loan of MRSK
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MRSK Tasks for 2009-2010

Risks decrease

Efficiency 
objectives 

Transfer to RAB of companies in developing territories: higher priority companies -
MOESK, Lenenergo, MRSK Ural

Involvement of pension funds in financing of debt and joint-stock capital in 
MRSK/FGC will decrease risks of private investors 

Approval of motivation scheme for the management to achieve the target IRR on 
joint-stock capital of 18-20% at 2009 year-end

Objective – liquidation of discount for the equity value : EV/ Target RAB from 0.3x 
to 1.0x by the early 2010

Development and approval by the government of the dividend policy in 2009 will 
support capitalization during the world economic crisis.

Capitalization 
growth
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Tasks of the backbone grid complex               
of JSC FGC UES
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MRSK business model will be applied in FGC UES 
starting from 2010

In 2009 FGC investments are  
covered by the sources

Investment program comprises $9 bln

By the early 2009 Net Debt (-) $3 bln:

−

 

Debt $2.4 bln

−

 

Monetary means, bills, shares 
(conservative estimate) $5.4 bln

Government is to complete payment of 
additional issues in the amount of $2 bln

Tariff revenue of 2009 - $1.7 bln

Debt requirements - $2.3 bln

Starting from 2010 FGC UES 
will aggressively raise debt 

Starting from 2010 FGC UES will take RAB-
regulation

Parameters (Initial RAB, return) will be 
represented in April-May of 2009

Annual investments of FGC

FGC indebtedness
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Summary 

Government supports the electric grid complex, as investment financing and
liquidation of infrastructure restrictions is considered to be strategic objective 
of the government.

Moreover, government welcomes private capital to participate in joint 
investments, for which it changes the system of tariff regulation. Electric grids 
are the first among infrastructure industries to take RAB.

There are no substantive liquidity problems in 2009.

The electric grid complex is the best investment idea in 2009: low 
risks, substantial under-value.
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?

Q&A 
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