UralSib manages
mergers to become
a "federal local bank”

Ben Aris
i Moseow

Russin, a handful of commencial

banks stepped up (o become market
leaders simply because their lurger
competitors collapsed. Not UralSib, Tt
emerged several vears later as the result
of a serfes of unprecedented merngers
to become Russia's bigpest commicrcial
bank and marked a change in the way
that banking iz done in Russin.

| n the wake of the 1998 crisis i

UralSib has heen largely insuluted from
the brouhahn on the internagond credil
markets. Being a big Russian retuil bank
in a world suffering from the fulloul from
the sub-prime fiasoo has been n boon

for UralSib, as it can fund 90% of its
operations using its deposic base. “The

Eursbond and syndicated loun market in
Ruzein has sloveed dovn amd Lhose Bus-
sian metimtinne rhat are dependent on
Inrm_pr-n e roi ng huhive sl some dif
ficulty in financing their further growth,”
Ay Danskikh. " owever, UralSib hos
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never relied heavily on international
financing and laans from intermational
financial instirerions make up only 199
of our labilities, For us, the crisis in the
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U5 is opening up npportunities, ool dan
FOrs, A5 DEW CUstomers come 1o us from
orher banks that can no longer provide
them with the finances that they necd. In
Russin this is nat a crists bul o squecee.”

Sl since the starr of the crises UralSib
hias Bien able mo raise $1.10m boetween
August and December 2007 - mainly
trade financing deals, some bilaterml
deals and a small syndivated Joan. And
as the bank had no repaymenis Lo make
in che last six manths these has bocn

no need o refinanoe existimg borrow
ing. "50 we have been ihle 1w raise (resh
money to conrinuing fund kending vo our
COFparate customer biase, such as the
small and medivm-sized enterprises thar
accouint for most af this business,” says
Denskikh. “The overnll cost of borrow
ing has not been affected. The marging
that banks charge hove goire ug, but the
Libor rate has fallen and so the clfective
cost of money remains alsout the same.”

Multiple mergers

Few boee arrempied bank mergees in
Russia becanse they are so hard to dio,
The Central Bank of Hussin has been
promising for yenrs to sinplily the

riles, b snill hasn't got rownd o i By
contrast, ar the gtart of 2005 the UralSib
group was made up of 12 banks, five of
which were restructured and merged
{nto UralSih bank. Bringing all these
banks together has bewn no casy feat
pat Is the work entirely complete, but
the merger of 8o many banks inte ope
entity i unprecedented in Russia, "At
the time, [the 2005 merger] was the
biggest single banking merger deal in all
of Eastern Humpe,” claims Donskikh.

The second stage of the consolldation of

the group's assets sturted in 2007 when
anather member of the group, Stroiven
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hank, and five mare banks bocame

part of the UralSib group. Today, there
are thres main entites in the group:
UralSih Bank, Uiralsth Yuy (Soath) bank



and Stralvestbank. However, there are

a number of other subsidiuries in the
group that deal with speafic business
lines such as UralSib Assct Munagement,
UralSib Investment Bank, UralSib Less-
ing Company and others. UralSib is now
present in one form or ancther in almaost
all of Russia's B4 regions,

"From the start, our plan was to

become a 'Tederal local bank’ that is
focnsed more on regional business than
Moscow, We moved into the reglons
through acquisition, but now the focus
hat changed to crganic growih. That is
nat to say we are not still eycing some
possible acquisitions, but the main
thrust of developing the business is mw
organic growth,” says Donskikh.

v k= an obwious strategy, os Russia's
regions are where most of the growth

is today. According o a poll held by the
Romir Agency in March, in cilics with

a papulation of 100,000 to Lm people
the number of people intending to take
ot A mortgage is twice as high os that

in the rural areas - but interestingly it

is also twice as high as in the 11 biggest
mitllionki cithes - those with a population
of mare than 1m people, which Moscow
hanks target first when moving oul of
the capital. This suggests the big city
martEags miarkets are already app vaih-
ing saturation and the retail banking is
srarring ro penetrate more deeply into the
11 rime zones of the Russian hinterkind.

T caprure this fast growing market,
LiralSih has already opened 45 now
hranches in 2007 and plans to open s
rewrnl of 1,000 new offices over Lhe next
five years, These new branches are birst
rrgering the most attractive and dynam-
i of the increasingly vibrant regional
marker of the Volga region, Western Sibe-
rim, the Far East and the South of Russia,
including the Black Sea resort town and
hast of the 2014 Olympics Sochi.

Corporaie banking

Most of Russia’s leading banks have been
margeting the retail banking business,
because thar's where the growth is. But
corporare hanking remains the bread

and burrer of the business, becouse (hat's
where the profits are, However, here toso
the trick hat been to go downmaorket rom

rhe handinil of massive Russian bluc-chips
fo rarget the SMEs. “The developiment

of the carporate banking sector hus two
main ohjectives,” says Donskikh. "The

firsr 6 to diversify the client base by the
developing the small- and medium-sieed
enterprise sector, In 2007, we cxtended
the maet laans 1o the SME soctor in terms
af harh volome and number. So we ane
eonstantly developing products that ullow
clienrs to borrow faster with less med mipe.”

"The second 15 vo cater to the wop
echelon of medium-sized and magor
eorporarions. Part of this is to develop
imvesrment banking services, We are
already one of the arganisers of {ixed
income products in Russia and we are
expanding the options for the corpa-
rare clients to give them access (o debt
and equity products. We don’t just sell
maney, hut services,” says Donskikl.

‘I'he growing retail client base of 3.5m
individual and 200,000 corporate deps-
itors is the foundation on which the
enrporate business ks being buill, AL the
same time, the growing number of SME
and medium-sized companics sprcads
the risk: the 20 major bormowers account
for less than 20% of the bank’s liabilitics.

Andl the hank ks growing with its cus-
tomers, which are beconliing cvermon
sophisricared in their demand for
services. UralSib has been developing
its brokerage tervices o meet the dual
wonl of diversification of both the prod-
uet lines and the clients

As part af the expansion, the UralSib
brokerage apened a London office in
2006 and more recently hired several
well-known analysts, which have raised
the bank’s profile amongst interma-
tional investors, Traditionally the bank
has catered o domestic investors bul
the proporrion of foreign investors had
rizeT oo 40% by the end of 2007,

“The investment banking division has
brought in new clients and we are
providing more services for clients,
However, the goal is not just to bring in
more international clients but to be ina
better position to offer corporate
banking service: ro Russian clients,”
suvs Daonskikh, o
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