Russia Privatizations: Planning A Golden Future

· Preliminary reports say that the state's revised privatization plan aims to raise at least $120 bln over a five year period according to media reports. 

· An important part of the revised programme is that the state plans to sell all of its equity in some companies that are part of the existing privatization programme, e.g. in Rosneft and RusHydro, retaining only a Golden Share veto.

· Other, already listed companies to be added to the revised privatization programme and which the state may sell all of its equity include Aeroflot, INTER RAO, MRSK Holding and Rostelecom. 

· The sheer volume of planned State sales will present a considerable challenge. But it also raises hopes that the government will continue to aggressively pursue improvements in the financial infrastructure and efforts to improve the perception of Russia risk by foreign portfolio and strategic investors. Otherwise such an ambitious programme will hardly be successful.

· Such an aggressive plan will make it more difficult for private issuers to raise money.

· Despite the overhang of new issuance, the programme is a potential major positive for the market because state companies will be under pressure to make themselves more attractive to investors in the coming years.

· Sberbank is expected to be the next company in which the state sells equity, probably in the autumn, and Rosneft may be the big issue in 2012

Details leaked but full plan in coming days. Moscow media has cited the head of the Economy Ministry's property department as saying that a revised privatization plan has now been sent to the President for approval. President Medvedev had ordered a new, and greatly expanded, plan to be drafted by August 1st. That plan should be made public in the coming days with full details of planned equity sales and timelines. Listed stocks which are added to the list and others which will see a more extensive privatization than previously indicated, will likely get a short term stock price boost. 

Positive stock valuation driver. Longer term, inclusion on the privatization list should be a major positive for the individual stock valuations as, despite the potential overhang, management will be under pressure to improve the investment credentials and share valuation to facilitate the sale. 

From blocking to golden shares. Apart from the expected greatly expanded plan, the other big difference between the previous and this revised plan is that the state is ready to give up control, or sell outright, in most state companies in exchange for retaining a so-called ‘golden share” veto. That is a very big change in government strategy and suggests that the Law on Investing in Strategic Industries is also about to be radically changed. That is another big step in the proposed reform agenda.

Management will be more accountable. Cutting the state's position below a controlling stake is, in general, also a big positive for valuations as management will be accountable to a wider base of shareholders.

State may crowd out private issuers. Several of the equity blocks to be sold will be placed as IPOs or SPOs with portfolio investors and that could cause a problem for private companies hoping to raise cash via IPOs, especially if market conditions remain as difficult as they have been in recent years. 

State wants to bring in strategic investors. But, apart from raising cash for the federal budget, the other aim of the privatization programme is to increase the involvement of established international companies as partners to Russian industry. Many of the big state controlled companies have hardly changed much since the Soviet-era and most lag international peers in terms of efficiency, etc. Selling a strategic stake, or, in some instances, full control, to a foreign company will (it is hoped) create partnership that can accelerate growth in the Russia enterprise. There is a very positive precedent in the auto sector with Renault’s involvement with AvtoVaz. The hope is to replicate that elsewhere. 

Current plan has been slow. The current plan, agreed this time last year, is for the sale of some equity in ten named state companies (below) with the aim of raising approximately $30 bln over the three year period 2011-2013. Difficult market conditions have meant a slow start to that programme and, to date, only $3.3 bln has been raised from the sale of a 10% stake in VTB during February. 

Current (2011-2013) Programme

Enterprise

Current State %
Proposed Sale %

Federal Grid

        79.1%

          4.1%

RosAgrobank

         100%

           49%

Rosneft


      75.16%

       24.16%

Rospirtrom  (Beverages)         100%

        not specified

RosAgroLeasing
         99.9%

         49.9% (less 1 share)

RusHydro

         57.9%

           7.9% (less 1 share)

Sberbank

       57.58%

        7.58% (less 1 share(

Sovcomflot

          100%

           25%

United Grain Company
          100%
                      100%

VTB


         85.5%

           20%*

*a 10% block was sold in February 2011

Going for it. Far from being discouraged by the difficult VTB sale, the state is taking the optimistic view about global market conditions and investor demand for Russian assets. The revised plan is expected to;

· greatly increase the number of state companies in which equity will be sold; 

· propose selling all but a golden share in many of the companies; 

· significantly increase the total value of the sales. 

Targeting $120 bln. The revised programme is expected to target an annual sale value of approximately $15 -$20 bln with an ambition to raise a total of approximately $120 bln between 2012 and 2017.

State will have to improve investor perceptions. Whether this proves to be a realistic monetary target or not, it is clear that the revised plan is a lot more ambitious than the existing programme. To be successful, the government will have to succeed in changing the currently poor investment climate and equally poor foreign strategic investor perception of Russia. WTO membership, for example, is a minimum condition. Otherwise, selling additional equity will remain as difficult as the VTB sale earlier this year. 

Companies expected to be fully privatized;

Amongst those to be fully privatized. Reports suggest that the state may try to see a 15% equity stake in Rosneft in 2012 and to sell outright by 2017. Reports also suggest that the state will sell its full stake in the following companies i.e. retaining only a golden share. 

· Aeroflot

· ALROSA 


· INTER RAO  

· MRSK Holding

· RosAgroLeasing  (existing list)

· Rosneft (existing list)

· Rostelecom

· RusHydro  (on existing list)

· Sheremetyevo Airport

· Sovcomflot  (on existing list)

· State Transport Leasing

· Svyazinvest  

· Transneft

· United Grain Company (existing list)

· Uralvagowzavod
 

· Zarubezhneft

In addition, the reports suggest that the state may cut its stake in the following companies to 50% in the five year period;

· United Aircraft Co

· United Shipbuilding Co

The state is likely to retain a 50%+1 share in Sberbank, i.e. as it has in Gazprom, albeit that may change when the final plan is published in the coming days. 

