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Summary
•Leading positions on the market. LenSpecSMU has 15.8% share of 

the new-build housing market in the City of St. Petersburg, whose economic 
and social weight makes it the second most important region in Russia (after 
Moscow). 

•Attractiveness of the market. Focus of Group activities in St. Petersburg 
gives special advantages, since the St. Petersburg property market is less 
concentrated and politicized, while benefiting from a large regional economy, 
favourable geography and developed infrastructure. 

•Portfolio of projects. Since its inception the Group has completed more 
than 70 projects, constructing more than 1.5 mln m2 of residential and 
commercial property (by floor space). The project portfolio for 2007-2010 
consists of more than 50 residential and commercial buildings with total floor 
space of 1.7 mln m2.

•Vertically integrated structure. LenSpecSMU is a holding with more 
than 30 firms encompassing all stages of the investment and construction 
process from securing rights to land plots to sale of residential property and its 
subsequent exploitation. 

•Main operating units. The main firms in the Group are: 
CJSC SSMO LenSpecSMU and CJSC SPb MFTC (builders and contractors); 
CJSC CUN (financing and sales agent); and CJSC AKTIV (owner of the Group’s 
fixed assets).

•Main strategic goals of LenSpecSMU for achievement by 2009: annual 
growth rate of 20-40%; USD 400 mln income in the general contracting and 
construction business; sale of 300-400,000 m2 of real estate each year; net 
margin of 20%.

•Diversification of geography and products. LenSpecSMU intends to 
increase the share of its projects outside St. Petersburg to 40% by 2009. The 
share of commercial property in the project portfolio should rise to 40%, also 
by 2009. 

•International credit rating. In December 2006 Standard&Poor’s rating 
agency assigned LenSpecSMU long-term international credit ratings of 
B/ Stable/ on its international scale and ruA- on its national scale. 

•Transparency. The Group has prepares consolidated audited financial 
accounts to IFRS standards annually since 2003 and semiannually since 2007. 
LenSpecSMU’s auditor is Horwath ICLC. 

•Conservative accounting. Unlike most Russian construction companies, 
LenSpecSMU uses IAS 18, which takes account of risks that arise from the time 
when financing is raised until the time when ownership rights are transferred 
to the customer. 

•Commitment to traded debt. As of 3Q 2006 the Group’s financial debt was 
USD 95.9 mln, of which 87% consisted of two rouble bond issues. 

• Consolidated IFRS income for 9M 2006 was USD 112 mln, assets were 
USD 559 mln, and EBITDA was USD 18 mln. Own funds of the Group were 
USD 37.1 mln and debt with interest payable was USD 95.9 mln. 

•The proceeds from CLN issue will be mainly used for financing new 
projects and partial refinancing of current debt.

Table 1. Main financial indicators of LenSpecSMU 
Group, 2005-2009E, IFRS, USD mln

Chart 1. New-build completions by LenSpecSMU (by 
floor area), 2001-2006, thousands of m2

Source: LenSpecSMU, Rosbank

Source: LenSpecSMU, Rosbank

Chart 2. Projects under construction, 2004-2007, 
thousands of m2

Source: LenSpecSMU, Rosbank

Standard & Poor’s B / Stable / B
 2005 9Ì2006 2006E 2007F 2008F 2009F 
Assets 339.0 558.9 449.9 753.1 1057.9 1363.6
Debt 54.5 95.9 96.4 305.1 358.9 306.8
Net debt 46.1 18.0 20.7 295.8 261.6 48.8
Equity 22.7 37.1 39.3 80.7 162.3 356.3
Revenue 199.0 112.9 234.0 299.3 452.8 807.9
Gross profit 11.8 20.7 39.4 99.7 152.7 357.2
EBITDA 19.0 17.7 28.6 84.8 122.6 312.9
Net profit 10.7 11.5 15.2 42.6 58.1 195.1
Debt/Revenue 0.27 - 0.41 1.02 0.79 0.38
Debt/Assets 0.16 0.17 0.21 0.41 0.34 0.22
Debt/Equity 2.40 2.58 2.45 3.78 2.21 0.86
Debt/EBITDA 2.87 5.42 3.37 3.60 2.93 0.98
Gross margin 6% 18% 17% 33% 34% 44%
EBITDA margin 10% 16% 12% 28% 27% 39%
Net margin 5% 10% 6% 14% 13% 24%
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LenSpecSMU Group of Companies: Overview
LenSpecSMU Group of Companies currently holds 15.8% share of the new-build 
residential property market in the City of St. Petersburg, whose economic and social 
weight makes it the second most important region in Russia (after Moscow).  

The Company’s home market currently looks very attractive compared with other 
Russian regions. The St. Petersburg residential housing market has a lower level of 
concentration and a less politicized environment, while benefiting from a very large 
regional economy, favourable geographical location and developed infrastructure. 

The average price per m2 of residential property in St. Petersburg is now about USD 
2,240, which is only half of the figure for Moscow. Analysts predict annual 10-15% 
growth of the new-build residential market in St. Petersburg over the next 3 years.

The Group emerged in the 1990s from the Leningrad Specialized Maintenance and 
Construction Sub-division of the USSR Ministry for the Electronics Industry. LenSpecSMU 
now employs about 4,000 people, and its top managers have extensive experience in the 
construction industry, finance, marketing, law, economics and project management.

Since its foundation the Company has completed more than 70 residential and commercial 
buildings with total floor space of  over 1.5 mln m2, and more than 50 residential and 
commercial buildings are currently in the process of design or construction.  The project 
portfolio of the Group for 2007-2010 totals 1.7 mln. m2 of floor space. Most of new 
buildings completed by the Company each year are brick-monolith (reinforced concrete 
with brick facing). 

LenSpecSMU is a vertically integrated structure, consisting of 30 enterprises, which 
encompass all stages of the investment and construction cycle from securing rights to 
land plots and preparation of design and planning documentation to sale and exploitation 
of completed property.

The main companies in the Group, as regards functionality and scale of business, 
are: CJSC Etalon-LenSpecSMU (the Group’s management company); CJSC SSMO 
LenSpecSMU (the Group’s consolidation center and main builder and contractor), CJSC 
SPb MFTC (second builder and contractor in the Group), CJSC CUN (an agent, sourcing 
project pre-financing and selling completed buildings) and CJSC AKTIV (owner of the 
Group’s fixed assets).  

The Company completes 230,000-360,000 m2 of new housing each year, measured by 
floor space, putting it among the three leaders of the residential new-build segment in 
Russia’s second biggest economic region (St. Petersburg). About 4,500 people each 
year purchase homes built by LenSpecSMU.   

The Group’s development strategy aims to increase business capitalization by 
continuing organic growth, strengthening vertical integration, achieving target levels for 
efficiency of construction and investment projects, and consistently broadening access 
to development financing on the best possible terms. 

Key strategic goals of LenSpecSMU Group for achievement by 2009 are as follows: to 
maintain average annual growth of turnover at 20-40%; to increase annual income from 
general contracting and construction business to USD 400 mln, to complete 300,000-
400,000 m2 of new-build each year (by floor space), to attract annual financing volumes 
equal to annual income, and to increase Group margins to at least 20%. 

LenSpecSMU Group attaches great importance to consistently raising levels of 
transparency and improving its corporate culture. In order to improve accounting 

Leading positions in the industry

20 years on the market

70 projects completed –
total space more than 1.5 mln m2

(residential & commercial)

Specialised in brick-monolith 
construction

Vertically integrated structure

Sound strategy
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practice, the core group of companies in the Group started to use a system of annual 
audited IFRS consolidated accounts since 2003.  

Audited IFRS financial accounts for 2003, 2004 and 2005 are now available for scrutiny 
by investors, and publication of audited IFRS consolidated figures for 2006 is expected 
no later than May 2007. Starting from 2007 LenSpecSMU also has prepared interim 
IFRS accounts on a semiannual basis. The Group’s international auditor is Horwath (a 
member of Horwarh International). All Group companies also has prepared their own 
quarterly financial accounts to Russian Accounting Standards.  

Consolidated income of LenSpecSMU Group in 2005 under IFRS was USD 199 mln and 
EBITDA was USD 19 mln. Group assets at the end of the period were USD 339 mln, own 
funds were USD 22.7 mln and debt with interest payable was USD 54.5 mln.  

IFRS consolidated income for 9M 2006 was USD 112 mln and EBITDA was USD 18 mln. 
Assets at the end of the period were USD 559 mln, equity was USD 37.1 mln and debt 
with interest payable was USD 95.9 mln.  

Taking into consideration the fact that the biggest share of annual income occurs in 
the fourth quarter, the Group expects 2006 IFRS consolidated income of USD 234 mln, 
which is 17% more than in 2005. Forecasts for other key financial indicators in 2006 are 
as follows: assets – USD 450 mln; EBITDA – USD 29 mln (50% more than in 2005); own 
funds – USD 37.1 mln;  debt with interest payable – USD 96.4 mln. 

Group targets for 2007 include increase of income to USD 300 mln (28% more than in 
2006), of EBITDA to USD 85 mln (double the figure in 2006), of assets to USD 753 mln 
(67% more than in 2006) and of equity to USD 81 mln.   

As a growing business the Group seeks most of its financing externally. At present 87% 
of financial debt consists of tradable bonds, nominated in roubles. In 1H 2007 the Group 
plans to issue USD 100 mln of credit notes and a syndicated loan is scheduled by the 
end of the year, raising the level of financial debt to USD 305 mln.  

The Group has a successful history of cooperation with various institutions in the credit 
sphere, and has developed mortgage schemes and other banking services in partnership 
with leading Russian and foreign banks. Institutions, with which the Group currently has 
projects, include Sberbank, Impexbank, Alfa Bank, Amsterdam Trade Bank, Baltic Bank, 
Baltinvestbank, MDM, Bank Absolut, Uniastrum, Bank of Moscow and others.  

High transparency level

2006 expected:
– Revenue: USD 234 mln

– EBITDA: USD 29 mln
– Equity: USD 37.1 mln
– Debt: USD 96.4 mln

– Assets: USD 450 mln
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The new-build housing market in Russia
Construction has recently emerged as one of the leading sectors in the Russian economy 
by investment levels. Total volume of work by construction organizations inside Russia 
during 2006 was about 2247 bln roubles (USD 81 bln), which is 15.7% more than in 
2005 (in comparable prices). 

The Russian property market has been expanding rapidly over the last five years as 
increase of personal incomes have fuelled demand, a mortgage market has taken shape 
and the government has lent its support. Construction companies completed 31.75 mln 
m2 of new housing in 2001 (measured by floor space), rising to 43.6 mln m2 in 2005. The 
estimated level in 2006 is 50.2 mln m2, representing 15.2% growth y-o-y. 

The government has made creation of a strong housing market with affordable prices 
into a key priority of Russia’s near-term social and economic development. Government 
forecasts predict that new housing completions will rise to 70-80 mln m2 by 2010 and 
most of the growth is expected to be outside Moscow.
Chart 3. Volumes of housing construction in Russia, 2001-2010, mln m2

`10F`09F`08F`07F`06`05`04`03`02`01

80.0

70.6

63.1
56.3

50.2

43.641.0
36.433.8

31.7

Source: Russian Statistics Agency, Rosbank estimates 

Despite rapid growth of construction in recent years, Russia remains behind most 
developed and developing countries in terms of housing provision. There are currently 
21 m2 of residential floor space per person in Russia compared with a range of 40-60 m2 

in Europe. The Industry and Energy Ministry estimates that the housing deficit currently 
stands at 1.6 bln m2.

Russian housing is highly depreciated. The share of housing in a poor or dangerous state 
of repair is 3%. About 9% of all Russia’s housing is in urgent need of reconstruction and 
more than 60% was built more than 30 years ago. 

Residential property prices are currently growing because rates of new housing 
completion, although on the rise, cannot keep pace with demand. Development of the 
mortgage market is an additional spur to demand and to prices. Data of the Russian 
Statistics Agency show that prices for new housing rose by average 20.5% per year in 
2001-2005. 

Market growth continued

Further upside potential due to 
the  modest saturation

Mortgage development –
not fully realized growth driver
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Chart 4. Price growth on the new housing market in Russia, 2001-2005, %
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22.5%

25.1%

Source: Russian Statistics Agency 

Living space shortages are particularly serious in regions away from Moscow and 
apartment prices in the regions are much lower than in the capital. The biggest potential 
for increase in new construction and price levels is therefore outside Moscow.

The new-build housing market in St. Petersburg 

Construction is one of the biggest sectors of the economy in St. Petersburg, and the city 
is in fourth place among Russia’s 87 administrative regions by levels of new residential 
building (the cities of Moscow and St. Petersburg each count as a “region” to themselves 
in Russia’s administrative structure). There has been particularly rapid development in 
the last three years. According to data of the Russian Statistics Agency, 2.27 mln m2 of 
new housing (measured by floor space) was completed in the city in 2005, representing 
a rise of 13% from 2004 (the y-o-y growth rate in 2004 was 14.5%). The rapid increase 
is explained by economic growth and growth of personal incomes in the city as well as 
expansion of the mortgage system.

There was a 4.5% y-o-y increase in new housing completions in 2006 to 2.38 mln m2. 
Completions in the coming five years are expected to be between 2.3 and 2.5 mln m2, 
supported by growth of personal incomes and further development of the mortgage 

market.
Chart 5. New housing completions in St. Petersburg, 2001-2006, thousands of m2 

`06`05`04`03`02`01
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2 012

1 758

1 214
1 118

Source: Russian Statistics Agency

Increase in supply has not halted price growth in St. Petersburg, both on the market for 
new-build and for established housing. A modest slow-down in 2005 was followed by a 
jump in prices during 2006. Prices for apartments in apartment blocks under construction 

St. Petersburg market:
more opportunities in regional 

property

2006: Growth
in volume – 4.5%,
in prices – 114%
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rose by 114% on average during the first eight months of the year and increase in prices 
has continued since then at a rate of 1.5-2% monthly.  Higher living standards and 
increased prosperity has broadened the range of potential buyers, including those who 
could not previously afford to buy their own home.
Table 2. Average prices for new-build housing in St. Petersburg by construction types, USD/ m2

 Jan.03 Jan.04 04/03, 
%

Jan.05 05/04, 
%

Jan.06 06/05, 
%

Jan.07 07/06, 
%

Brick-Monolith (reinforced 
concrete with brick facing)

549 839 52.8% 1084 29.2% 1136 4.8% 2380 109.5%

Brick 547 807 47.5% 1200 48.7% 1195 -0.4% 2384 99.5%

Prefabricated panel 492 742 50.8% 944 27.2% 945 0.1% 2246 137.7%

Source: LenSpecSMU, Rosbank

Other important factors stimulating demand are development of mortgage credits and 
launch of various government projects in the real-estate sector, such as the high-priority 
national project “Affordable, quality housing for citizens”. Relocation of several large 
Russian companies to St. Petersburg (Vneshtorgbank, Transnefteproduct, Transaero, 
Rostelecom, Sovcomflot, Gazpromneft, SIBUR, Gazromregiongaz, etc.) is also having 
an effect on the property market.  
Chart 6. Price trends for new-build housing in St. Petersburg and average prices of LenSpecSMU, 2002-2006, USD/ 
m2

Average prices in St.Petersburg

Change, %

`06`05`04`03`02
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35.2%

50.4%

 

Average prices of LenSpecSMU

Change, %

`06`05`04`03`02

2 699

1 1371 137

890

550

137.4%

0.0%

27.8%

61.8%

Source: LenSpecSMU, Rosbank

Experts predict continued strong demand on the property market in the coming two 
years thanks to growth of business, real personal incomes and the mortgage market. 

Main players on St. Petersburg’s new housing market

Unlike Moscow, where the three biggest developers have about 60% of the new housing 
market, the level of concentration in St. Petersburg is low. The share of the 15 biggest 
developers and builders has not exceeded 50% of the market in recent years. 

LenSpecSMU has maintained a leading position on the new housing market in St. 
Petersburg in recent years. The Company’s market share in 2006 was 10.1%, ahead of 
LEK and Stroimontazh. 

Low market concentration

Key growth drivers:
– modest saturation

– mortgage development
– growing demand from large 

corporations
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Chart 7. Main players on the new housing market in St. Petersburg
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Peterburgstroy-Skanska
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LenSpecSMU
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Source: LenSpecSMU, Rosbank

Table 3. LenSpecSMU market share in St. Petersburg, thousands of m2 unless otherwise indicated

 2000 2001 2002 2003 2004 2005 2006

LenSpecSMU 111 123 142 168 223 360 240

St. Petersburg 1 081 1 118 1 214 1 758 2 032 2 273 2 378

Market share of LenSpecSMU 10.2% 11.0% 11.7% 9.6% 11.0% 15.8% 10.1%

Source: LenSpecSMU, Rosbank

LenSpecSMU – largest player 
of residential primary market 

in St. Petersburg
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Corporate Strategy
The mission of LenSpecSMU is to provide a broad range of services in construction and 
operation of various types of property, ensuring maximum satisfaction of the needs of 
customers who invest in and use that property.  

Principal corporate values of LenSpecSMU are:

•Responsibility to its customers;

•Responsibility to its employees;

•A lasting and consistent professional reputation;

•Social responsibility;

•High-quality products and services;

•Professionalism, efficiency and achievement of the highest standards .

The Group’s development strategy is based on continued organic growth, greater 
vertical integration of Group enterprises, more efficiency in investment and construction 
projects, and consistent broadening of access to resources for Group development on 
the best possible terms.
Chart 8. Main aspects of LenSpecSMU development strategy

Profitability
& Stability

(financial value)

Organic
Growth

Vertical Integration
(efficiency)

Resources
(independence)

Source: LenSpecSMU

The main strategic tasks for LenSpecSMU up to 2009 are: maintaining average rates of turnover 
growth at 20-40%, increasing income of the general contracting and construction business to 
USD 400 mln, completing 300-400,000 m2 of new-build per year (measured by floor space), 
annual borrowings no less than annual income, and raising of Group margin to at least 20%.      

After state monopolization of construction came to an end, the Company used its long 
experience and connections in the construction sector to begin vertical integration. 
Having begun operations as an independent sub-contractor, the parent Company of 
the Group – CJSC SSMO LenSpecSMU – gradually span off its specialized subdivisions 
(general contracting, production of construction materials and special works, realtor 
business, property management, asset management , etc.) as separate legal entities.  

Creation of separate legal entities within the Group in 2000-2001 naturally led to formation of a 
vertically-integrated production structure including all stages of the investment and construction 
cycle. CJSC Etalon-LenSpecSMU was set up in 2001 in order to optimize management 
processes. Simultaneously with functional separation of specialized legal entities and creation of 
a management company, procedures for obtaining new plots for construction were formalized, 
standardized and centralized, as were marketing and project  management functions.  

Key pillars of strategic 
development:

– organic growth
– diversification

– increase in profitability
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Main strategic goals of the Group:

•More diversified product. The group plans to increase the share of commercial 
property projects to 40% of its total project portfolio by 2009 in order to diversify its 
product. Historically, the Company has operated on the new-build residential and 
commercial market in St. Petersburg. 

•Increasing geographical diversification. The Group plans to diversify its 
geography by increasing the share of projects in Russian regions outside St. Petersburg 
to 40% of the overall portfolio by 2009. Until 2005 the Group’s business was entirely 
focused in St. Petersburg and the North West Federal District. However, LenSpecSMU  
is entering markets in other Russian regions. The Group is also considering entry to 
new-build residential and commercial property markets in Europe.

•Raising margins. Improvement of margins will be achieved by greater economies of 
scale as the Group expands its business and also by increasing the share of high-margin 
projects (with IRR above 30%) in the Group portfolio. The aim is to achieve overall 
business margin of 20% by 2009 and 15% margin in general contracting projects. 
Annual increase of turnover should be at least 20-40% up to 2009, annual floor-space 
completions should be 300,000 -400,000 m2, annual income from general contracting 
should be no less than USD 400 mln and attraction of financing should be at least equal 
to annual turnover.  

•Expanding the portfolio of building plots. Standardized procedures for obtaining 
building plots will help to increase the Company’s project portfolio. 

•Additional (non-core) segments. The Company plans to obtain additional value-
added by providing extra services to its customers (individual planning and decoration 
of apartments, housing services, etc). 

•Image formation and reinforcement is an integral part of corporate strategy 
and helps to attract new customers. LenSpecSMU plans to use its 20-year history to 
strengthen the Company’s brand on its home market (St. Petersburg) and to raise 
its profile and positive perception in new segments by providing quality services and 
carrying out marketing campaigns.

•Optimizing payment schemes and price policy. The Company works consistently 
to make its payment arrangements more convenient for customers and corrects its price 
policy to match the state of (various segments of) the market. Mortgage financing is 
an important instrument for stimulating demand, and the Company has successfully 
designed and implemented mortgage programmes with Rosbank, Impexbank, Sberbank, 
MDM, Uniastrum and St. Petersburg Bank.  

•Availability of cash and other resources for development. LenSpecSMU has 
sufficient cash and other resources for further successful development. Strong financials 
and the rising market ensure access to significant financing volumes. 

The Company has its own fleet of construction and transport machinery (more than 350 
machines) as well as other construction equipment (including more than 30,000 m2 of 
concrete moulds). LenSpecSMU’s headquarters (10,000 m2 of fully IT-equipped floor 
space) is in Company ownership.   

Important competitive advantages of LenSpecSMU include high brand recognition 
(more than 42% in St. Petersburg), strong links with more than 200 suppliers and 
partners, as well as with the regional administration and federal government. Industrial 
strengths include a unique patent portfolio, in-house design & research and marketing 
sub-divisions, as well as a full range of required operating licenses.
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Corporate structure and management 
The main company in the group, CJSC SSMO LenSpecSMU, initially owned all assets. 
But it was then decided to spin off specialized companies into independent legal 
entities. Today LenSpecSMU Group is a vertically integrated company consisting of 
a number of divisions: Construction, Production of Building Materials, Real Estate 
Operations, Property Management, and Other Operations. CJSC Management Company 
Construction Holding Etalon-LenSpecSMU is responsible for strategic, operating and 
financial planning, as well as legal operations, public and investor relations and HR 
management. 
Chart 9. Organization and ownership structure of LenSpecSMU Group (key entities)

CJSC Etalon-LenSpecSMU

CJSC ZSM Etalon
25% 20% 15%40% 88.04% 11.96%

OJSC SMU
Elektronstroy 

CJSC CUN

60% 40%
CJSC CUN

40%

CJSC AKTIV
100%

Asset Manager

98.5% 1.5%

CJSC SSMO
LenSpecSMU 

61% 1%29%

CJSC Spb MFTC 
25% 20%55%

CJSC LSSMU-
Rekonstruktsia

CJSC LSO
20% 32%48%

20% 20% 20%

LLC
ORGTEHREMSTROY 

40%

70%

CJSC EK Teplogarant 
30%

Construction

Production of
construction materials

Real Estate

Property management

Other

Heat Energy

Bricks Armed concrete, foam-concrete

Developers General Contractors Contractors

CJSC MC CH Etalon-LenSpecSMU

Board members

Others

Source: LenSpecSMU

This structure helps companies in the Group to work together efficiently in realization 
of projects and development of the business, simplifies decision making and optimizes 
information flows, thus reducing risks and expenses and, ultimately, cost of the finished 
product. 

Current structure of the Group also enables centralized management of the whole 
investment and construction process (judgements on efficiency of investments and 
initiatives, cash flow planning, analysis and management of risk, market development 
forecasts, and design of strategy).

Strong management

Private transparent business
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Chart 10. Operating cycle of LenSpecSMU Group
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Source: LenSpecSMU

Most top managers of LenSpecSMU Group have been with the Company since its 
foundation and have many years of experience in the construction industry, finance, 
marketing, law, economics and project management. Areas of responsibility are clearly 
and efficiently defined, which simplifies management of the Group.
Table 4. Top managers of LenSpecSMU Group

Position 
(area of responsibility)

President (BoD Chairman)

Name Vyacheslav Zarenkov

Education PhD

Professional experience 38 years in the construction industry;

28 years of management experience

Length of time with the 
Company

Company founder

Position 
(area of responsibility)

First Vice-president (Property Management)

Name Dmitry Zarenkov

Education PhD

Professional experience 11 years in real estate and construction;

10 years of management experience

Length of time with the 
Company

Since 1998 

Position 
(area of responsibility)

Vice-president (Legal, Security)

Name Kirill Vyazovsky

Education PhD

Professional experience 10 years work as a lawyer;

8 years of management experience

Length of time with the 
Company

Since 1996 

Position 
(area of responsibility)

Vice-president (Finance, Sales & Marketing)

Name Anton Evdokimov
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Education MBA degree

Professional experience 15 years in finance;

16 years of management experience

Length of time with the 
Company

Since 1998 

Position 
(area of responsibility)

Vice-president (Administration)

Name Mikhail Ivanov

Education PhD

Professional experience 27 years in real estate and construction;

14 years of management experience

Length of time with the 
Company

Since 1994 

Position 
(area of responsibility)

CEO of CJSC SSMO LenSpecSMU

Name Gennady Sherbina

Education PhD 

Professional experience 4 years in the construction industry;

7 years of management experience

Length of time with the 
Company

Since 2003 

Position 
(area of responsibility)

CEO of CJSC SPb MFTC

Name Petr Mayorov

Education PhD

Professional experience 14 years in the construction industry;

24 years of management experience

Length of time with the 
Company

Since 2001 

Position 
(area of responsibility)

CFO of LenSpecSMU Group

Name Valeriy Borzilov

Education MBA degree

Professional experience 13 years in finance;

13 years of management experience

Length of time with the 
Company

Since 2002

Position 
(area of responsibility)

Economics Director (LenSpecSMU)

Name Valentina Chulgaeva

Education PhD

Professional experience 30 years in the construction industry, winner of a government award for services to the 
industry;

24 years of management experience

Length of time with the 
Company

Since 1995

Source: LenSpecSMU 
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Operating activity
Group business model and operating structure 

LenSpecSMU has an integrated business model encompassing all stages of the 
investment and construction cycle. Group operating structure includes enterprises in 
all segments of the value chain, from securing of rights to land plots and preparation 
of project documentation to sale of residential property and its subsequent exploitation 
(Chart 11).
Chart 11. Operating structure of LenSpecSMU Group

CJSC Etalon-LenSpecSMU

CJSC USR Nulevok LLC LenSpecSMU-Komfort

CJSC SPb MFTC

CJSC LSO

LLC ORGTEHREMSTROY

CJSC EtalonStroy-RIO

CJSC SMU Electronstroy CJSC ZSM Etalon

CJSC Electronstroy-1

CJSC CUN

CJSC Remont & Expluatacia

General Contractors, Developers

General Contractors Property Holder

Sub-Contractors

Ñonstruction Materials Production 

Pre-financing & Sales

Maintenance & Municipal services

Design

Management Company

CJSC AKTIV

CJSC SSMO-LenSpecSMU

CJSC EtalonProekt

CJSC Slavyansky StroitelCJSC 
LenSpecSMU-Rekonstrukstia CJSC Novator

Source: LenSpecSMU, Rosbank

LenSpecSMU Group carries out its operations via 30 firms with about 4,000 
employees.

The Group’s agent for raising of finance from individuals and organizations and for sale 
of ready property is CJSC Central Property Directorate (Russian acronym – CJSC CUN), 
which also carries out property market research and executes marketing policy for the 
Group. 

The Group has two companies, which act as general contractors and builders: CJSC 
SSMO LenSpecSMU and CJSC SPb MFTC. These companies obtain land for construction 
projects, prepare planning applications, manage construction projects and coordinate 
work by other firms in the Group.  

CJSC EtalonProect is the Group’s project research entity with responsibility for 
engineering, architectural and technology aspects of construction projects implemented 
by other Group companies.

CJSC LenSpecSMU Reconstructsia, CJSC Novator and CJSC Slavyansky Stroitel are 
general contractors.

The main sub-contracting companies in the Group are CJSC PSO, CJSC USR Nulevik, 
CJSC LenSpecSMU Comfort. CJSC Electronstroy-1 and CJSC ElectronStroy-RIO.

Companies, which provide utility services and services in exploitation of property, are 
OJSC Orgtehremstroi and CJSC Remont & Expluatacia. 

The Group also has its own manufacturers of building materials: CJSC ZSM and OJSC 
Electronstroy. These companies produce 90% of all the building materials, which the 
Group uses (mainly bricks and reinforced concrete products).

Business model includes 
all stages of investment & 

construction cycle

30 entities
4,000  employees

Key operating companies:
– CJSC CUN

– CJSC SSMO LenSpecSMU
– CJSC SPb MFTC

– CJSC AKTIV
account for 95% of Revenue & 

Assets of the Group

Own production of 90% 
resources
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CJSC AKTIV owns and manages the Group’s fixed assets (mainly its office building, 350 
construction and transport machines, and special equipment such as concrete moulds, 
etc.).  

Geography of Group business

The Group’s operations have been focused in St. Petersburg for more than 20 years. 
The city has the second biggest economy of any region in Russia (after Moscow) with 
annual GRP of 140 bln roubles (about USD 5.34 bln). St. Petersburg also has the second 
largest real estate market in Russia.
Chart 12. LenSpecSMU principal area of operations 

Moscow

St. Petersburg

North-Western
Federal District

Source: LenSpecSMU, Rosbank

The St. Petersburg market traditionally offers several advantages for construction and 
development business. In particular, these are: 

•Large growth potential. The city combines well-established infrastructure and a 
favourable geographical position with residential property prices per m2 that are only 
half of the level in Moscow.

•A relatively low level of concentration. Half of construction work and completions 
each year in St Petersburg are divided between 15 main players, while in Moscow 60% 
of the market is taken by just three players.

•Less dependence on political factors. Location of the federal government in 
Moscow and the special status of land plots in the city, which are in federal ownership, 
adds to the problem of market concentration and entails very high levels of competition 
for building plots.

•Relatively low volatility. The share of property demand in St. Petersburg, which is 
investment-oriented, is only 15-20% compared with 50-60% in Moscow. 

•More standardized conditions for obtaining development rights. Investment 
obligations to the St. Petersburg city authorities as part of the procedure for obtaining 
building plots are mainly in the form of monetary payments. The authorities then use this 
money to meet social commitments, develop infrastructure, and carry out necessary works 
on the territory around new buildings. On the Moscow market building plots are offered in 
return for a complex set of non-monetary commitments by the developer: resettlement of 
people from depreciated housing; transfer of a significant share of newly built apartments to 
the city authorities; infrastructure development; and construction of social infrastructure. 

St. Petersburg is the second 
important region of Russia 

politically & economically

Obvious market advantages
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• Transfer of land ownership. In St. Petersburg developers can obtain ownership 
rights to building plots, enabling more through development of the site and increasing 
value added, as well as giving additional stability to balance sheets. In Moscow developers 
and builders do not obtain ownership rights to land, but only long-term leases, entailing 
additional risks.

Companies in the Group commission 230,000-360,000 m2 of new housing each year, 
making LenSpecSMU the leader on the new-build residential market in St. Petersburg. 
The Group’s market share over the last seven years has been 10-15% (Chart 13).  
Chart 13. Commissioning of new housing in St. Petersburg (thousands of m2) and market share of LenSpecSMU, 2001-
2006.

Others

LenSpecSMU
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2376
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2012

1758

12141118

10.1%15.8%11.0%9.6%11.7%11.0%

Source: LenSpecSMU, Rosbank

Project portfolio

Over the last 19 years Group companies have built more than 70 buildings with overall 
floor space in excess of 1.5 mln m2. The Group portfolio currently contains over 50 
residential and commercial buildings at various stages of development, with completion 
dates from 2007 to 2010.

Annual sales volume 
230-360 thousand m2

Market share in 2000-2006:
10-15%
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Chart 14. Geography of LenSpecSMU construction projects in St. Petersburg

Source: LenSpecSMU, Rosbank

The Group portfolio includes a number of new residential quarters, comprising several 
apartment blocks. In such projects, Group companies carry out several sub-projects 
on different parts of a single territory, adding complexity and variety to the overall 
development. 
Chart 15. Factual and planned commissioning of new buildings by LenSpecSMU, thousands of m2 

à. Historical volumes    b. Project portfolio 2007-2010
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36.4%
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85.8%

Source: LenSpecSMU, Rosbank

Project portfolio 2007-2010:
over 50 projects in residential & 

commercial space
(total area 1.7 mln m2)
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LenSpecSMU companies commissioned 230`000 m2 of residential and commercial 
new build in 2006, which is less than in 2005. The decline is explained by some 
overachievement of targets in 2005 (the Group took  advantage of the extremely 
favourable state of the market in 2005 to complete the Lansky Quarter, which totaled 
135,000 m2 of living space) as well as Company efforts to smooth income growth.  

The Group’s project portfolio for 2007-2010 contains 1,680,000 m2 of new build, of 
which 90% will be residential. LenSpecSMU plans to commission 236,000 m2 in 2007 
and to more than double commissionings by 2009, when the target is 439,000 m2. A 
detailed list of projects in LenSpecSMU’s portfolio is given in the table below. 
Table 5. LenSpecSMU construction schedule (Project portfolio for 2007-2010), residential projects 

Area, m2 Start of 
project

Commissioning Cost, 
c.u.*

Income 
target,c.u.*

Petrogradsky Etalon 39 479 2Q 2005 2Q 2008 38,743 86,798
98 Oktyabrskaya Embankment 21 093 3Q 2004 3Q 2007 19,486 33,333
Raduga Residential Complex, Stage 1 35 144 1Q 2005 4Q 2008 42,173 63,259
Raduga Residential Complex, Stage 2 40 424 1Q 2005 4Q 2008 49,317 72,763
Raduga Residential Complex, Stage 3 67 556 1Q 2005 4Q 2008 87,823 121,601
Avangardnaya House 25 540 3Q 2004 1Q 2007 20,151 25,788
Avangardnaya House, garages 85 3Q 2004 1Q 2007 1,120 1,201
Bryantsev House 23 108 3Q 2004 3Q 2007 18,427 29,832
Polezhayevskiye Apartment Blocks 19 644 4Q 2004 3Q 2008 25,537 39,441
Polezhayevskiye Apartment Blocks, garages 11 735 4Q 2004 3Q 2008 5,865 6,452
New Universe Residential Quarter, Stage 1 46 619 4Q 2004 1Q 2010 40,736 59,020
New Universe Residential Quarter, Stage 2 31 320 4Q 2004 1Q 2010 27,843 61,325
New Universe Residential Quarter, Stage 3 39 407 4Q 2004 1Q 2010 36,018 77,632
New Universe Residential Quarter,  underground 
garage

15 352 4Q 2004 1Q 2010 8,025 8,828

Living Spring Residential Complex 58 977 2Q 2005 1Q 2009 59,733 110,074
House on Rudnev Street 11 299 1Q 2005 4Q 2007 14,237 24,426
Golden Harbour, Building 2 29 898 3Q 2004 3Q 2007 24,217 31,037
Golden Harbour, Building 2 garage 4 800 3Q 2004 3Q 2007 2,344 2,384
Golden Harbour, Building 3 18 221 1Q 2005 1Q 2007 15,014 21,543
Golden Harbour, Building 3 garage 1 320 1Q 2005 1Q 2007 792 903
Golden Harbour, Building 4 29 944 3Q 2005 3Q 2008 25,482 37,300

Golden Harbour, Building 4 garage 1 290 3Q 2005 3Q 2008 796 1,098

Golden Harbour, Building 5.1 33 294 1Q 2006 3Q 2008 27,101 51,340

Golden Harbour, Building 5.1 garage 4 710 1Q 2006 3Q 2008 2,198 2,225

Golden Harbour, Building 5.2 27 133 1Q 2006 3Q 2008 22,222 43,873

Golden Harbour, Building 5.2 garage 3 720 1Q 2006 3Q 2008 1,736 1,773

Golden Harbour, Building 5.3 43 885 1Q 2006 3Q 2008 38,224 102,708

Golden Harbour, Building 5.3 garage 5 880 1Q 2006 3Q 2008 3,136 3,292

Grazhdanka City, Stage 1 22 866 3Q 2004 2Q 2007 18,636 28,854

Grazhdanka City, Stage 2 22 156 3Q 2004 2Q 2007 18,478 23,890

Grazhdanka City, garages 3 660 3Q 2004 2Q 2007 2,257 2,562

2 Grazhdanka City 43 704 2Q 2004 2Q 2008 40,055 80,339

Shuvalovsky Quarter, Building 1 52 008 2Q 2007 4Q 2009 67,596 93,599

Shuvalovsky Quarter, Building 1, garage 6 908 2Q 2007 4Q 2009 3,827 4,035

Shuvalovsky Quarter, Building 2 62 207 1Q 2007 3Q 2009 80,877 111,981

Shuvalovsky Quarter, Building 2, garage 8 400 1Q 2007 3Q 2009 5,096 5,376

Shuvalovsky Quarter, Building 3 47 838 3Q 2007 4Q 2009 66,963 90,882

Shuvalovsky Quarter, Building 3, garage 6 540 3Q 2007 4Q 2009 4,011 4,229

Shuvalovsky Quarter, Building 4 23 873 4Q 2006 4Q 2008 29,841 40,584

Residential space:
90% of portfolio

Commercial space:
10% of portfolio

The project portfolio is 
highly diversified
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Area, m2 Start of 
project

Commissioning Cost, 
c.u.*

Income 
target, c.u.*

Shuvalovsky Quarter, Building 4 23 873 4Q 2006 4Q 2008 29,841 40,584

Shuvalovsky Quarter, Building 4, garage 7 701 4Q 2006 4Q 2008 4,743 5,014

Shuvalovsky Quarter, Building 5 27 352 2Q 2007 2Q 2009 35,556 49,232

Shuvalovsky Quarter, Building 5, garage 3 716 2Q 2007 2Q 2009 2,340 2,470

Shuvalovsky Quarter, Building 6 27 269 3Q 2007 3Q 2009 38,180 51,815

Shuvalovsky Quarter, Building 6, garage 4 065 3Q 2007 3Q 2009 2,475 2,611

Shuvalovsky Quarter, Building 24 45 811 2Q 2007 2Q 2009 57,260 77,874

Shuvalovsky Quarter, Building 24, garage 6 500 2Q 2007 2Q 2009 3,906 4,123

Shuvalovsky Quarter, Building 25 62 195 1Q 2008 4Q 2010 93,293 118,171

Shuvalovsky Quarter, Building 25, garage 10 800 1Q 2008 4Q 2010 6,804 7,144

Shuvalovsky Quarter, Building 28 31 108 3Q 2007 3Q 2009 40,440 59,105

Shuvalovsky Quarter, Building 28, garage 4 050 3Q 2007 3Q 2009 2,471 4,253

Shuvalovsky Quarter, Building 29 30 905 1Q 2008 1Q 2010 46,358 58720

Shuvalovsky Quarter, Building 29, garage 9 000 1Q 2008 1Q 2010 5,490 5,765

Shuvalovsky Quarter, Building 30 30 853 3Q 2008 3Q 2010 47,822 61,706

Shuvalovsky Quarter, Building 30, garage 9 000 3Q 2008 3Q 2010 5,580 5,859

Shuvalovsky Quarter, Building 31-32 82 103 3Q 2007 3Q 2010 114,944 160,101

Shuvalovsky Quarter, Building 31-32, garage 13 500 3Q 2007 3Q 2010 8,235 8,647

76, Vasilievsky Island, 15th Line 17,000 4Q 2007 2Q 2010 31,200 43,860

24 Sedov Street 16,000 2Q 2007 2Q 2010 27,600 36,800

82 Babushkin Street (“Star”) 109,000 4Q 2007 4Q 2010 190,000 250,700

10a Peterhof Street, Petrodvorets 11,300 2Q 2007 2Q 2009 15,800 20,000

29a Gzhdatskaya street; 17 Nauka Prospect, 
Building 3; Grazhdanka City 3 

190,000 4Q 2007 2Q 2011 342,000 475,000

* c.u. = 29.95 rubles

Source: LenSpecSMU, Rosbank

Table 6. LenSpecSMU construction schedule (Project portfolio for 2007-2010) commercial property

 Area, m2 Start of 
project

Commissioning Cost, 
c.u.*

Income target, 
c.u.*

Raduga Fitness Club 5,969 1Q 2005 1Q 2009 10,140 16,110
Smolenka 15,549 3Q 2005 2Q 2008 29,500 46,650
Exchange, Stage 1 23,556  2Q 2008 45,800 60,050
Exchange, Stage 2 23,556  1Q.2009 42,900 77,700
Pakhta Trade and Exhibition Center 16,200 3Q 2004 3Q 2007 31,500 41,900
Business Centre, 1-3 Bogatyrsky Prospect  8,000 2Q 2008 2Q 2010 16,200 20,500
Primorsky Region,  21 Savushkin Street 20,000 4Q 2007 4Q 2010 30,400 45,800
Technopark, Primorsky Region, Kolomyazhsky 
Prospect, Quarter 8A 

49,885 2Q 2007 2Q 2010 95,000 140,000

33 Bakunin Prospect 6,850 4Q 2007 2Q 2009 12,500 19,100
* c.u. = 29.95 rubles

Source: LenSpecSMU, Rosbank
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Credit rating
On 22 December 2006 the international rating agency Standard & Poor’s awarded long-
term and short-term credit ratings to CJSC SSMO LenSpecSMU. Both ratings are at 
level B with stable outlook. 

Standard & Poor’s also awarded a ruA- rating to CJSC SSMO LenSpecSMU on the 
national scale. Senior unsecured rouble bonds, issued earlier by the LenSpecSMU 
subsidiary, CJSC CUN, were given a ruA- rating.

Standard & Poor’s commented that the ratings awarded to CJSC SSMO LenSpecSMU 
reflect favourable economic and industry dynamics, in the context of which LenSpecSMU 
implements its vertically integrated, competitive business model, as well as sizable 
market position, established operating track record, and management’s effectiveness 
in controlling costs and maintaining effective administrative relationships. Standard & 
Poor’s also noted that a moderate debt burden and adequate liquidity have positive 
impact on the Company’s competitiveness.

Factors cited by the Agency as constraining the rating level included aggressive growth 
by CJSC SSMO LenSpecSMU, the evolving and fairly complex environment, in which 
the Company operates, lack of administrative transparency and predictability in Russia, 
and the Company’s limited diversification and size. Standard & Poor’s also referred 
to the cyclical nature of the construction and development industry, which is exposed 
to fluctuating economic dynamics and uncertainty regarding the political, legal and 
business climate in Russia. 

Standard & Poor’s representatives expressed the opinion that LenSpecSMU ratings 
could rise, assuming further improvement of financial and operating indicators, which 
would require carefullty expansion and diversification of its operations with persisting 
commitment to a prudent financial policy. Improvement of financials and operating 
performance would need to occur on the background of favourable development 
dynamics in the industry and positive changes in the regulatory and administrative 

environment. 

Standard & Poor’s Rating:
B/Stable/B
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LenSpecSMU Group financial condition
LenSpecSMU Group has prepared financial accounts to international standards since 
2003. The Group’s IFRS accounts for 2003-2005 are now available to the investment 
community, as are unaudited accounts for 9M 2006. The main business of the Group 
is construction, so attention should be paid to a number of specific features of its 
accounts.

The Group uses a conservative approach to revenue recognition applying the IAS 18 
Revenue Standard. Revenue is recognized in profit & loss only after full transfer of risks 
to the buyer, i.e. after a new building has been submitted to the state commission (which 
checks that it meets certain standards) and ownership rights have been transferred to 
apartment buyers. Cash received from sale of property in early stages of a construction 
project are not reflected in profit & loss until the building has been submitted to a state 
commission.

Sale of new housing is effected through co-investment agreements with future owners 
of dwellings (co-investors), or through preliminary sale contracts. Pre-financing cash, 
which is received from customers before construction is completed (before the building 
is submitted to the state commission), is entered in accounts under short-term accounts 
payable (advances received under preliminary sale contracts) or as long-term liabilities 
for purpose financing (tied financing). As construction work moves towards completion 
co-investors’ cash is gradually reclassified as deferred income. 

Construction costs (incurred previously to submission of the building to a state 
commission) are recognised, in accordance with the IAS 2 Reserves Standard, in the 
section “Construction in progress” at the lowest of two values  – cost of sales or probable 
net sale price. Cost of sales are reflected at the same time as revenue when the building 
is submitted to the state commission. 

Rates of business growth have been impressive, despite such conservative accounting 
principles. Revenue more than tripled in 2004, a slight decline in 2005 was mainly due to 
technical reasons (a large number of buildings were submitted to the state commission 
at the end of 2004), and revenue in 9M 2006 was USD 112.9 mln, representing an 
increase of 61% from the same period in 2005. Management expects full-year 2006 

revenue growth of 18% y-o-y to USD 234 mln.
Table 7. Main financial indicators of LenSpecSMU Group, 2004-2009, IFRS, USD mln

 2004 2005 9Ì2005 9Ì2006 2006E 2007F 2008F 2009F

Assets 240.9 339.0 - 558.9 449.9 753.1 1 057.9 1 363.6

Interest-bearing debt 9.6 54.5 - 95.9 96.4 305.1 358.9 306.8

Net debt 8.4 46.1 - 18.0 20.7 295.8 261.6 48.8

Equity (incl. minority interest) 12.1 22.7 - 37.1 39.3 80.7 162.3 356.3

Revenue 213.3 199.0 70.2 112.9 234.0 299.3 452.8 807.9

Gross profit 9.2 11.8 7.4 20.7 39.4 99.7 152.7 357.2

EBITDA 6.5 19.0 8.2 17.7 28.6 84.8 122.6 312.9

EBIT 4.8 17.5 7.1 16.7 26.9 82.4 119.8 309.4

Net profit 3.6 10.7 3.2 11.5 15.2 42.6 58.1 195.1

Source: LenSpecSMU, Rosbank

Because of the special features of treatment and recognition of earnings in the Company’s 
accounts, we believe that overall payments to Company accounts by customers and co-
investors (pre-financing) are a more representative indicator for estimating business 
growth. Growth of such payments was 57% in 2004 and 7.8% in 2005. The slower 
growth in 2005 is explained by a period of price stagnation on the St. Petersburg 

IFRS accounts available since 
2003

Conservative revenue recognition

Steady growth rates
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property market. The Group adjusted its sales policy to suit the state of the market.
Chart 16.  Cash paid to accounts of LenSpecSMU companies, 2002-2006, USD mln
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Explosive growth of housing prices and increase in construction volumes led to near 
doubling of cash payments by customers and co-investors in 2006.

Cost of building one m2 of residential floor space grew by 18% per year on average 
between 2002 and 2006. The average sale price per m2 grew by a comparable amount 
(22% per year) until 2005 and market factors caused a growth spurt of 137.4% annualized 
in 2006. We therefore expect the Group to show a major increase of profitability in 2007 
(specifics of revenue and cost recognition cause a time lag of 1-1.5 years before effects 
are seen in the P&L). 

Structure of cost of sales has changed little in recent years: about 70% represents actual 
construction of buildings (costs of building materials and work) and 9% represents cost 
of land plots and infrastructure.
Chart 17. Structure of cost of sales per m2 (current projects)
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Source: LenSpecSMU, Rosbank

Profitability of LenSpecSMU Group in 2004-2005 was fairly modest, with EBITDA margins 
of around 10%. This was partly due to the Group’s conservative accounting policy, and 
partly to relatively low prices on the property market in St.Petersburg at that time. We 
expect the new price environment in 2006 (average prices rose by 2.2 times to USD 
2,600 per m2) to start having an impact on Group profitability in 2007. If prices remain at 
current levels EBITDA margin of the Group should be 35-40% in the next few years.
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Chart 18. Profitability of the Group, 2004-2009, %
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Balance sheet analysis

Consolidated assets of the Group increased by more 2.3 times in the period from 2004 
to 9M 2006 and stood at USD 559 mln at the end of the third quarter last year. Growth 
of Group business and increase of construction volumes are clearly reflected in growth 
of the “Inventories” line, which shows money spent on construction before that money 
is transferred to cost of sales. This line grew by 102% from 2004 to the third quarter of 
2006 to reach USD 322 mln (58% of assets on the balance sheet). The other main asset 
items on LenSpecSMU’s consolidated balance sheet are receivables, which were about 
17% of assets on 01.10.06, and cash and equivalents, which were 14%. Own funds are 
about 5% of the balance sheet.
Chart 19. LenSpecSMU asset structure, 2004-9M 2006, `000` USD 
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Source: LenSpecSMU, Rosbank

Liabilities structure is defined by special features of the Group’s accounting practice. 
The main part of liabilities are funds received from customers for purchase of, or 
co-investment in, new buildings. Customer funds received under preliminary sale 
agreements are reflected as advances and customer funds received under co-investment 
agreements are reflected as long-term liabilities for purpose financing (tied liabilities), 
which are transferred to deferred income as buildings approach completion. Growth of 
sales from 2004 to the third quarter of 2006 can be seen from overall growth of these 
liability items by 90% to USD 354.2 mln (as of 01.10.06)  
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Chart 8. Funds from customers for purchase of apartments and other real estate, USD mln

 2004 2005 9Ì2006

Total funds from customers 186.3 201.7 354.2

Advances (under preliminary sale agreements) 7.1 1 115.9

Fund received under co-investment agreements 179.2 200.7 238.3

Deferred income 67.3 107.8 133.7

Long-term liabilities for purpose financing (tied liabilities) 111.9 92.8 104.6

Source: LenSpecSMU, Rosbank

Other significant items among liabilities are own funds, representing 7% of liabilities, 
financial debt (17%) and payables (12%). Relatively low capitalization of LenSpecSMU 
(capital is 7% of assets) is partly due to the Group’s accounting policy. We expect 
further growth of own funds as the business becomes more profitable.
Chart 20. LenSpecSMU liabilities structure, 2004-9M 2006, `000` USD
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Debt levels

The current debt burden of the Group is conservative in terms of the development and 
construction business. Financial debt consists of a USD 12 mln credit extended by 
Amsterdam Trade Bank and two bond issues with total value of USD 84 mln (including 
interest). Total debt as of 01.10.06 was thus USD 96 mln. Setting this against the 
Group’s cash position, net debt is about USD 18 mln. LenSpecSMU aims to keep the 
ratio of interest-bearing debt to EBITDA below 4x and the ratio of EBITDA to interest 
payable above 2.5x. 
Table 9. LenSpecSMU debt ratios, 2004-2006

 2004 2005 2006E

Interest-bearing debt/EBITDA 1.48 2.86 3.37

Net debt/EBITDA 1.29 2.42 0.72

EBITDA/Interest payable 33.70 14.26 4.88

Interest-bearing debt/Equity 0.80 2.40 2.45

Source: LenSpecSMU, Rosbank

Pre-financing –
the core of liabilities

Relatively low leverage
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Comparative valuation
For foreign peer comparison we have chosen several large European companies, 
specialized in housing and office construction. Among Russian peers we have selected 
MIRAX GROUP, whose business is concentrated in Moscow. MIRAX borrowed USD 100 
mln via a CLN placement in 2006 and is planning a further USD 100 mln CLN placement 
in March 2007.

The foreign companies used for comparison are M.J. Gleeson Group and Kier Group 
Plc (UK), Strabag AG (Germany), Sacyr Vallehermoso SA (Spain), Eiffage (France) è 
Skanska AB-B SHS (Sweden).

The companies are in the same climate belt as LenSpecSMU and their operations also 
have seasonal aspects, with less favorable conditions for building in the winter period 
(this is less true for Spain, France and the UK, and more so for Sweden and Russia)

The financial year ends on 30 June for M.J. Gleeson Group and Kier Group Plc, and 
coincides with the calendar year for the other companies. In order to achieve a proper 
comparison for 2005 we used combined financial results for the UK companies in two 
halves of 2005. Results of Russian companies, expressed in roubles in their accounts, 
are re-expressed in USD at  average annual exchange rate of 28.28 roubles/USD and 
end-of-year rate of 28.78 roubles/USD. 

Main financial indicators of LenSpecSMU and comparables are presented in Table 
10. In comparing indicators of LenSpecSU with those of other companies investors 
should be aware of more conservative revenue and cost recognition practices, used 
by LenSpecSMU under IFRS, compared with GAAP standards used by some other 
companies
Table 10. Main financial indicators of construction companies in 2005 (USD mln)

LenSpecSMU MIRAX 
GROUP

M.J. 
Gleeson 
Group

Kier 
Group 
Plc.

Strabag 
AG

Sacyr 
Vallehermoso 
SA

Eiffage Skanska 
AB-B 
SHS

IFRS US GAAP US GAAP US GAAP IFRS IFRS IFRS IFRS

Assets 339.0 498.5 695.2 1,549.2 1,885.0 16,929.1 8,848.7 8,970.3

Cash&Eqs 8.4 42.7 0.1 202.5 114.6 481.1 550.2 1,720.6

Equity 21.3 60.4 269.0 95.2 314.4 2,342.6 1,659.0 2,338.1

Debt 54.5 141.0 109.0 51.9 108.2 11,016.4 937.2 440.8

Sales 199.1 166.2 969.8 2,996.4 1,377.7 5,190.2 10,558.3 16,602.6

EBITDA 19.1 43.8 (33.2) 120.3 83.6 1,062.4 741.8 778.6

Interest Payable 1.3 10.1* 9.7 7.9 18.3 454.3 47.2 18.3

Net Profit 10.7 31.1 (18.2) 71.0 23.7 513.3 375.3 518.9

* Including capitalized interest payments

Source: LenSpecSMU, Bloomberg, Rosbank

EBITDA margin of LenSpecSMU in 2005 was relatively high at 9.6%. The high margin 
shown by Sacyr Vallehermoso SA is due to the large share of luxury housing, hotels and 
entertainment complexes in its portfolio, and location of its projects in one of the world’s 
most popular resort zones – the Mediterranean coast of Spain.   

High indicators of MIRAX GROUP are mainly due to the less conservative to revenue 
recognition under GAAP. Business of LenSpecSMU is mainly concentrated in St. 
Petersburg, where rapid price growth only began in 2006 (prices per m2 of residential 
area in Moscow rose by 25% in 2005 and 80% in 2006, while the respective figures in 
St. Petersburg were 1.5% and 114%). Rapid growth of prices on LenSpecSMU’s main 
market was one cause of increase in EBITDA margin during 9M 2006.

Attractive in comparison to peers
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Chart 21. EBITDA margin of LenSpecSMU and peers in 2005 

LenSpecSMU
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SA
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20.5%

9.6%
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* EBITDA expectation for 2006 – USD 28.6 mln

Source: LenSpecSMU, Rosbank 

LenSpecSMU’s net margin of 5.4% is surpassed only by companies with major 
geographical advantages, which enable them to charge particularly high prices for their 
buildings. Net margin of LenSpecSMU more than doubled y-o-y in 9M 2006 (from 4.5% 
in 9M 2005) due to the property price boom in St Petersburg. 

LenSpecSMU had USD 141 mln debt at the end of 2005, with a debt to EBITDA ratio of 
2.8x and debt to own capital ratio of 2.6x. Relatively high debt levels are usual for fast-
growing companies on attractive markets. The Company’s debt level declined in nine 
months of 2006, despite placement of a second rouble bond with value of 1,500 mln 
roubles (USD 54 mln).
Chart 22. Debt/EBITDA of LenSpecSMU and peers in 2005

LenSpecSMU(`9Ì06)Sacyr 
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SA

LenSpecSMUMIRAX
GROUP

EiffageKier
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3.2

1.3

0.4

1.3
0.6

Source: LenSpecSMU, Bloomberg, Rosbank 

Interest payment coverage at LenSpecSMU is on a level with established European 
companies. The particularly high level shown by Skanska AB-B SHS is due to extremely 
low debt relative to scale of its business. Coverage levels at LenSpecSMU are superior 
to those of several companies with higher profitability and high ratios of debt to own 
funds and to EBITDA. It should be noted that the calculation for MIRAX GROUP uses 
actual interest payments by the company, although MIRAX capitalizes more than half 
of these and the interest payments line in P&L shows less than half of what is actually 
paid.
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Chart 23.Ratio of EBITDA to interest payments at LenSpecSMU and peers in 2005  
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Table 11. Consolidated Balance Sheet at end of period, IFRS, `000` USD*

   2004 2005 9Ì2006

ASSETS

Cash and cash equivalents 1 257 8 414 77 927

Available-for-sale  financial investments (AFS) (short-term) 9 827 1 18 257

Loans given 1 029 643 1 024

Accounts receivable (short-term) 24 911 47 600 91 862

VAT on purchases 674 822 193

Inventories 159 247 240 309 321 881

including work in process housing, construction objects and 141 118 171 094 255 198

garage building objects - 29 057 9 516

 Other current assets 4 016 1 335 6 053

Total, current assets 200 961 299 124 517 198

Accounts receivable (long-term)  - 4 487 1 391

Fixed assets, construction in progress objects and intangible assets 7 817 22 254 26 184

 including Property, plant and equipment and construction in progress 7 798 22 236 26 160

Intangible assets 19 18 24

Property for lease 7 174 6 640 7 174

Long-term investments - - 163

Investments in associated companies 745 344 616

Available-for-sale financial assets (AFS) (long-term) 20 981 254 1 887

Loans given 580 1 096 921

Deferred tax assets 2 376 4 652 3 358

Other non-current assets 269 114 -

Total, non-current assets 39 942 39 841 41 695

Total, assets 240 904 338 965 558 892

EQUITY AND LIABILITIES

Short-term borrowings 9 572 1 328 -

Accounts payable (short-term) 36 989 39 076 136 469

Deferred income 67 287 107 807 133 722

Other short-term liabilities 74 17 021 48 285

Total, short-term liabilities 113 922 165 232 318 475

Long-term borrowings 74 53 171 95 949

Long-term liabilities for purpose financing 111 949 92 844 104 566

Accounts payable (long-term) 2 442 1 715 -

Net deferred tax liabilities 385 3 294 2 836

Total, long-term liabilities 114 850 151 024 203 351

Total, liabilities 228 772 316 256 521 826

Minority interest 345 1 457 2 375

Share capital, total 7 7 7

Share premium 2 608 2 504 2 696

Retained earnings 4 107 13 858 26 729

Other equity 5 065 4 884 5 258

Total, equity 11 787 21 253 34 691

Total, equity and liabilities 240 904 338 965 558 892

* Exchange rate, USD: 2004 - 27.75 rub., 2005 - 28.78 rub., 9Ì2006 - 26.73 rub.
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Table 12. Consolidated Profit & Loss Statement, IFRS, `000` USD*

2004 2005 9Ì2005 9Ì2006

Revenue 213 300 199 037 70 178 112 901

Cost of sales (Cost of goods sold) -204 127 -187 221 -62 745 -92 210

Gross profit  9 173 11 816 7 432 20 691

Selling expenses -4 094 -1 280 -521 -218

General and administration expenses  -1 213 -882 -455 -984

Taxes, other than income tax  -483 -291 -42 -139

Other operating income / (expenses)  1 453 8 097 671 -2 646

Operational profit 4 836 17 460 7 086 16 705

Share in the results of activity of associated companies  598 125 92 273

Net financial income/ (expenses) (156) (681) (512) 36

Profit before profits tax, minority interest (Pre tax profit)  5 278 16 904 6 666 17 014

Income tax -1 402 -5 048 -2 492 -4 701

Profit before minority interest and extraordinary profits/losses (Net Profit after Tax) 3 876 11 857 4 174 12 313

Minority interest -237 -1 141 -1 006 -788

Net profit 3 639 10 716 3 169 11 525

Dividends -226 -1 414 - -

Unappropriated profits (Net income, Net Earnings) 3 414 10 567 - -

 * Exchange rate, USD: 2004 - 28.81 rub., 2005 - 28.28 rub., 9Ì2005 - 28.14 rub., 9Ì2006 - 27.39 rub.
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Table 13. Cash Flow Statement, 2004-2005, ‘000’ USD*

2004 2005
Cash flows from (used in) operating activities 5 716 -54 328
Profit before income tax and minority interest 5 278 16 904
Adjustments for net profit 964 -120
Changes in Accounts receivable -10 281 -25 985
Changes in Inventories -15 769 -88 661
Net growth of equipment purchased for leasing -5 768 -386
Changes in Other assets -3 291 3 102
Changes in Accounts payable 33 921 41 411
Changes in Other liabilities 663 -593
Net cash flows from (used in) financing activities 3 399 -1 439
Loans and borrowings receipt 6 219 2 638
Loans and borrowings repayment -6 219 -2 638
Assets received from shares allocation (shares sale) 3 575 0
Dividend paid to shareholders -176 -1 439
Net cash flows from (used in) investment activity -10 580 63 681
Intangible assets, Property, plant & equipment purchase and investments in construction in progress -12 910 -18 549
Long-term investments purchase, sale -4 427 67 318
Proceeds from borrowings 4 791 93 376
Repayment of borrowings -2 384 -59 625
Loans given -2 541 -15 784
Repayment of loans given 2 081 15 200
Interest received 5 38
Dividends received/paid 37 -2 908
Currency exchange rate change influence on cash and cash equivalents -4 -585
Net increase/(decrease) in cash and cash equivalents -1 469 7 328
Cash and cash  equivalents  at the beginning of the period 2 622 1 257
Cash and cash  equivalents  at the end of the period 1 153 8 586

Table 13. Cash Flow Statement, 9M2005-9M2006, ‘000’ USD

9Ì2005 9Ì2006
Profit before income tax and minority interest 6 666 17 014
Adjustment for net profit
Depreciation 1 116 1 023
Foreign exchange (gain)/loss 324 (1 158)
Interest income (529) (1 346)
Interest expense 717 2 468
Other income and expenses 586 1 316
Operating profit before changes in working capital 8 881 19 316
(Increase)/decrease in Accounts receivables (28 846) (29 160)
(Increase)/decrease in Inventories (65 111) (61 624)
Net growth of equipmet purchased for leasing (26) (265)
(Increase)/decrease in Other assets 2 901 (4 385)
(Increase)/decrease in Accounts payable 77 189 147 059
(Increase)/decrease in Other liabilities 18 246 (2 989)
Cash flows from operating activities 13 232 67 951
Income tax paid (2 090) (7 054)
Net cash from operating activity 11 143 60 897
Amounts borrowed 95 877 77 030
Repayment of amounts borrowed (46 648) (42 089)
Amounts received from sale of investments 1 020 98 882
Investments purchase (36 946) (121 092)
Dividends paid to shareholders (1 421)
Interest Paid (1 135) (4 131)
Net cash from financial activity 10 747 8 600
Purchase of property, plant and equipment, intangible assets and construction in progress (15 788) (2 550)
Acquisition of property, plant and equipment, intangible assets and construction in progress 938 32
Proceeds from investment borrowings (14 973) (1 430)
Repayment of investment borrowings 14 688 650
Interest income receivable 446 1 018
Net cash from investment activity (14 690) (2 280)
Net increase/(decrease) in cash and cash equivalents 7 199 67 217
Cash and cash equivalents at the beginning of the period 1 257 8 414
Cash and cash equivalents at the end of the period 8 457 75 631

 * Exchange rate, USD: 2004 - 28.81 rub., 2005 - 28.28 rub., 9Ì2005 - 28.14 rub., 9Ì2006 - 27.39 rub.
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