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Removed from Pan-Europe Sell List

Norilsk Nickel (NKELyq.L)

Equity Research

Fundamental challenges unchanged, dividends cover lack of growth

What happened

Investment Profile

In December 2012 the conflict between the largest shareholders of Norilsk Lo High
Nickel was settled. As a result we upgrade the stock from Sell to Neutral Growth O Growth
reflecting an incrementally more positive stance on corporate ::::I':; —:m. :ne::.r:;
developments at Norilsk and an attractive dividend yield offered by a - ! o N
miner (2013E 6.7%) which in our view are balanced by our still cautious Percentile 20th  40th  60th  8Oth  100th
outlook for its metals basket (specifically Ni and PGMs) and the stock’s I Norilsk Nickel (NKELya.L)

valuation (at 5.9x/6.2x 2013/14E EV/EBITDA vs. its average of 6.1x since © Suage Al e Sup e

2010). Since we added the stock to our Sell List on October 24, 2011, the

share price has fallen 11.7% vs. MSCI Russia up 2.0%.

* Returns = Return on Capital For a complete description of the

investment profile measures please refer to

the disclosure section of this document.

= Key data Current

current view Price ($) 19.00
We believe that the shareholder conflict resolution should bring greater 12 month price target ($) 20.30
- . . R Upside/(downside) (%) 7
stability to the corporate situation at Norilsk and allow management to Market cap ($ mn) 30,064.7
33,451.5

concentrate on business development. The stock performance thus should _Entererise value ($ mn)

12/11

12/12E 12/13E 12/14E

be driven by the performance of its commodities basket and potential Revenue ($ mn) New 141220 11,7990 12,2803  12,305.1
dat fits d | t strat h ill be | ki ifi I t Revenue revision (%) 0.0 0.0 0.0 0.0
updates of its development strategy, where will be looking specifically a EBIT ($ mn] New GEE0  GRR OCH0  AGER
the capital allocations decisions from the company and their impact on the EBIT revision (%) 0.0 a5 o o
. EPS ($) New 2.08 2.00 21 2.07

growth/returns profile. EPS ($) Old 2.08 1.95 2.10 2.07
EV/EBITDA (X) 6.1 6.1 5.9 6.2

Our 12-month price target increases to US$20.3 (up from US$15.0) per E/E 20 i (5 1;; 2; 3-0 2(2)
. . . ividend yield (%! i b b/ 10.

GDR, which is based on a target EV/EBITDA of 6.0x applied to our 2013/14  FcF yield (%) 6.2 7.1 5.6 43
CROCI (%) 20.1 14.7 13.9 12.9

estimates. We revised our target multiple up from 4.5x to 6.0x to reflect a
stock re-rating on the back of improving corporate developments and to
better capture its PGMs business component (PGMs miners historically

Price performance chart

1,000
trade at a premium to other miners). Our updated valuation implies upside 1 450
potential of 7%, and we rate the shares Neutral. 900
. . . . . . . + 850
Risks to our view and price target include: volatility of commodity prices o ann
and FX rates moves, cost performance, adjustments to the capex budget, T 50
as well as regulatory/fiscal requirements of further investments into -
social/environmental projects which in turn may cap dividends. Upside 14 : : : 650
risks are represented by extraordinary dividends possible on the back of Jan-12 Apr-12 Jul-12 Oct-12
assets dlvestments. —— Norilsk Nickel (L) — — MSCI Russia (R)
INVESTMENT LIST MEMBERSHIP
NeUtraI Share price performance (%) 3 month 6 month 12 month
Absolute 18.9 16.5 25.4
Rel. to MSCI Russia 17.7 4.2 17.4

Coverage View: Attractive

Source: Company data, Goldman Sachs Research estimates, FactSet. Price as of 1/08/2013 close.
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Norilsk Nickel: Summary Financials

Norilsk Nickel (NKELyq.L)

Profit model ($ mn) 12/11 12/12E 12/13E 12/14E Balance sheet ($ mn) 12/11 12/12E 12/13E 12/14E
Total revenue 14,122.0 11,799.0 12,280.3 12,305.1 Cash & equivalents 1,627.0 995.0 995.0 995.0
Operating costs (6,742.0) (6,496.5) (6,760.3) (6,777.3) Accounts receivable 1,032.0 1,097.0 1,145.1 1,155.6
R&D - - - -- Inventory 2,623.0 2,180.6 2,276.3 2,297.0
Lease payments 0.0 0.0 0.0 0.0 Other current assets 1,287.0 1,286.0 1,286.0 1,286.0
Other operating profit/(expense) (418.0) (161.3) (151.2) (151.5) Total current assets 6,569.0 5,658.5 5,702.5 5,733.6
EBITDA 6,962.0 5,141.2 5,368.8 5,376.3 Net PP&E 9,585.0 11,017.0 12,552.7 14,501.9
Depreciation & amortisation (727.0) (740.0) (807.0) (897.1) Net intangibles 92.0 89.0 89.0 89.0
EBIT 6,235.0 4,401.2 4,561.8 4,479.2 Total investments 2,425.0 1,942.0 1,942.0 1,942.0
Net interest income/(expense) (151.0) (245.3) (174.9) (191.9) Other long-term assets 241.0 281.0 281.0 281.0
Associates (33.0) (17.0) 0.0 0.0 Total assets 18,912.0 18,887.5 20,567.1 22,5475
Profit/(loss) on disposals 0.0 0.0 0.0 0.0
Others (recurring) (405.0) 90.9 25.8 25.8 Accounts payable 543.0 647.5 675.9 682.1
Pretax profits 5,646.0 4,229.8 4,412.7 4,313.1 Short-term debt 2,741.0 1,617.0 1,617.0 1,617.0
Income tax (1,460.0) (1,085.6) (1,068.7) (1,044.6) Other current liabilities 546.0 641.0 641.0 641.0
Tax rate (%) 25.9 25.7 24.2 24.2 Total current liabilities 3,830.0 2,905.5 2,933.9 2,940.1
Minorities (22.0) 23.0 0.0 0.0 Long-term debt 2,400.0 1,873.8 2,181.0 3,886.7
Preferred dividends 0.0 0.0 0.0 0.0 Other long-term liabilities 1,460.0 1,379.0 1,379.0 1,379.0
Net income (pre-exceptionals) 4,164.0 3,167.2 3,344.0 3,268.5 Total long-term liabilities 3,860.0 3,252.8 3,560.0 5,265.7
Other non-recurring items post tax (560.0) 0.0 0.0 0.0 Total liabilities 7.690.0 6,158.3 6,493.9 8,205.8
Net income 3,604.0 3,167.2 3,344.0 3,268.5
EPS (underlying) ($) 2.40 2.00 211 2.07 Preferred shares 0.0 0.0 0.0 0.0
EPS (basic, reported) ($) 2.08 2.00 2.11 2.07 Total common equity 11,102.0 12,622.2 13,966.2 14,234.7
Weighted shares outstanding (mn) 1,731.7 1,682.4 1,682.4 1,682.4 Minority interest 120.0 107.0 107.0 107.0
Common dividends declared 1,152.4 958.0 2,000.0 3,000.0 Total liabilities & equity 18,912.0 18,887.5 20,567.1 22,5475
DPS ($) 0.66 0.61 1.26 1.90 Capitalised leases 0.0 0.0 0.0 0.0
Dividend payout ratio (%) 27.6 30.2 59.8 91.8 Capital employed 16,363.0 16,220.0 17,871.2 19,845.4
Dividend cover (X) 3.6 3.3 1.7 1.1
Growth & margins (%) 12/11 12/12E 12/13E 12/14E Adj for unfunded pensions & GW 0.0 0.0 0.0 0.0
Revenue growth 10.5 (16.4) 4.1 0.2 Adj capital employed 16,363.0 16,220.0 17,871.2 19,845.4
EBITDA growth (2.8) (26.2) 44 0.1 Gross cash invested 28,576.0 29,558.0 32,016.2 34,887.6
EBIT growth (4.8) (29.4) 3.6 (1.8)
Net income growth 9.3 (12.1) 5.6 (2.3) Ratios 12/11 12/12E 12/13E 12/14E
EPS growth (22.5) (16.8) 5.6 (2.3) CROCI (%) 20.1 14.7 13.9 12.9
DPS growth (4.2) (8.9) 108.8 50.0 CROCI/WACC (X) - - - -
EBITDA margin 49.3 43.6 437 43.7 ROIC (%) 28.0 233 23.0 20.2
EBIT margin 44.2 37.3 371 36.4 ROIC/WACC (X) - - - -
ROA (%) 20.1 17.6 17.6 15.8
Cash flow ($ mn) 12/11 12/12E 12/13E 12/14E WACC (%) - - - -
Net income 4,164.0 3,167.2 3,344.0 3,268.5 Inventory days 62.9 74.3 66.2 67.8
D&A add-back (incl. ESO) 1,005.0 739.0 807.0 897.1 Asset turnover (X) 15 1.1 1.0 0.9
Minority interest add-back 22.0 (23.0) 0.0 0.0 Net debt/equity (%) 31.3 19.6 19.9 314
Net (inc)/dec working capital (631.0) 415.0 (115.5) (25.0) EBITDA interest cover (X) 46.1 21.0 30.7 28.0
Other operating cash flow 142.0 202.0 0.0 0.0
Cash flow from operations 4,702.0 4,500.2 4,035.5 4,140.6 Valuation 12/11 12/12E 12/13E 12/14E
EV/sales (X) 3.0 2.7 2.6 2.7
Capital expenditures (2,201.0) (2,355.0) (2,342.7) (2,846.4) EV/EBITDAR (X) 6.1 6.1 5.9 6.2
Acquisitions (806.0) (71.0) 0.0 0.0 EV/EBITDA (X) 6.1 6.1 5.9 6.2
Divestitures 738.0 24.0 0.0 0.0 EV/EBIT (X) 6.8 7.2 7.0 7.5
Others 393.0 (123.0) 0.0 0.0 P/E (X) 9.7 9.5 9.0 9.2
Cash flow from investing (1,876.0) (2,525.0) (2,342.7) (2,846.4) Dividend yield (%) 2.9 3.2 6.7 10.0
FCF yield (%) 6.2 7.1 5.6 4.3
Dividends paid (common & pref) (1,238.0) (958.0) (2,000.0) (3,000.0) EV/GCI (X) 1.6 1.1 1.1 1.0
Inc/(dec) in debt 2,343.0 (1,655.2) 307.2 1,705.7 EV/adj. capital employed (X) 3.0 2.2 2.0 1.9
Other financing cash flows (7,749.0) 0.0 0.0 0.0 Price/book (X) 2.4 2.3 2.2 2.1
Cash flow from financing (6,644.0) (2,613.2) (1,692.8) (1,294.3)
Total cash flow (3,778.0) (632.0) 0.0 0.0 Note: Ratios are adjusted for leases where appropriate. Only separately disclosed where significant and ongoing.
Capex/D&A (%) 219.0 318.7 290.3 317.3
Reinvestment rate (%) 41.3 57.6 56.4 68.3
Cash flow cover of dividends (X) 4.6 4.3 2.1 1.4 Note: Last actual year may include reported and estimated data.
Free cash flow cover of dividends (X) 2.2 2.2 0.8 0.4 Source: Company data, Goldman Sachs Research estimates.
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Dividends/capex covered at minor leverage uplift, up to Neutral

We updated our estimates for the latest announcements from Norilsk Nickel
shareholders with respect to potential dividend distributions from the company and
currently estimate the dividend yield at 6.7% for 2013. We also performed capex
program review for the company and currently expect that capex will amount to
US$8.7 bn over 2013-15. We find that although Norilsk remains one of the miners
demonstrating robust free-cash flow generation (average FCF yield of 5% over 2013-
15E) this won’t cover both capex and dividends, and as a result the company may
have to raise additional debt. We are not concerned regarding credit however as net
debt/EBITDA under our base case assumption would rise to 1.0x (at spot prices to
1.8x) in 2015, thus the company would retain one of the strongest balance sheets in
our coverage. We have increased our 12-month target to US$20.3 (from US$15.0) on
the back of an increase in our target multiple. Our 12-month price target currently
implies 7% upside potential, and we rate the shares Neutral.

Shareholder agreements should result in higher dividends ...

Shareholder agreements reached in December 2012 closed the long-lasting dispute
between Interros and Rusal with the intermediation of Millhouse Group. Post the
agreement Rusal issued a statement stating that dividend payments should amount to
US$2.0 bn in 2013 and US$3.0 in 2014 and 2015. From 2016 dividends should amount to
50% of Norilsk Nickel’s EBITDA reported for the previous year (in line with statements
made by Mr. Potanin). The implied dividend yield for Norilsk is 6.7%/10%/10.2% for
2013/14/15, which means Norilsk Nickel is at the top of dividend payers in terms of yield
both in Goldman Sachs’ global metals and mining coverage and the overall covered
CEEMEA universe. The average payout ratio over 2013-17 is forecast to be 82% of net
income. Our dividend discount model implies an equity value per GDR of US$19.8/share
vs. last close of US$19, suggesting that the dividends are mostly priced in and going
forward the stock price will be moved by either commodities prices, and/or strategy-
related announcements addressing operational efficiency (opex) or capital allocation
decisions.

... that compensates for lower near-term growth vs. peers

The analysis performed by our GS SUSTAIN team (based on our estimates) earlier last
year (for more details refer to GS SUSTAIN: Growing pains, May 7, 2012) highlights that
Norilsk Nickel isn't expected to offer volume growth over 2010-15 in Cu equivalent terms
vs. its diversified and base metals mining peers. We expect the company’s portfolio of
projects (Maslovskoye, Chita, etc.) to result in volume uplift from 2016-18, however given
overall commodities volatility, we believe that the market is currently unlikely to assign
high value to forecasted long-dated volume growth and thinks that the company may
miss an attractive commodities pricing environment. We therefore believe that high
dividend payments could compensate for the lack of near-term volume growth.

Fundamental challenges remain unchanged: Capex, opex

Our analysis indicates that over 2004-11 Norilsk’s operations were affected by declining
grades, however we expect the grades will normalize and currently expect only minor
further deterioration. Also miners globally invested significant amounts in asset
developments and our analysis suggests that when we benchmark Norilsk vs. its peers in
two groups (diversified miners and pure base metals miners), it has massively
underinvested. We further believe that the challenging environmental situation in the city
of Norilsk will put pressure on the company to invest further in reduction of SO2
emissions. As a result of this analysis we expect that total capex for Norilsk from 2013-15E

Goldman Sachs Global Investment Research 4
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Norilsk Nickel (NKELyq.L)

will amount to US$8.7 bn and its annual investment budget will grow from US$2.3 bn in
2012 to US$3.5 bn in 2015.

We find the company is fairly valued

Our updated 12-month price target is US$20.3 (up from US$15.0) per GDR, implying
upside potential of 7%. We revised our target multiple up from 4.5x to 6.0x to better
capture its PGMs business component and expect the re-rating post improvements in
corporate developments to be sustained and do not expect the stock to de-rate to its
median multiple of 4.5x since 2005.The stock currently trades at 2013/14E EV/EBITDA of
5.9x/6.2x vs. our target multiple of 6.0x and vs. diversified peers average of 5.7x/5.6x.
Therefore we now find it fairly valued, hence our Neutral rating.

Shareholder agreements should result in higher dividends ...

Millhouse facilitated Rusal/Interros conflict resolution

In December 2012 an important milestone was achieved for Norilsk Nickel. The two
largest shareholders of the company, Interros Holding (beneficial owner Vladimir Potanin)
and UC Rusal (Oleg Deripaska) closed the long-lasting dispute with the intermediation of
Millhouse Group (Roman Abramovich). According to the joint press-release of Rusal,
Interros and Millhouse, they signed an agreement aimed at settling the shareholder
conflict in Norilsk Nickel on December 11, 2012. The key highlights of the agreement are:

e All of the treasury shares held by Norilsk Nickel are to be redeemed by the
company.

¢ Rusal and Interros will sell to Millhouse 3,873,537 and 5,420,464 shares of Norilsk
Nickel owned by them, respectively, at US$160 per share in cash. Post the
transaction and redemption of 16.99% of treasury shares, Rusal, Interros and
Millhouse will hold 27.8%, 30.3% and 5.87%, respectively, in Norilsk Nickel. The
other large shareholder Metalloinvest will continue to maintain its stake of 4.8%
as a result of the changes in the capital structure and shares cancellation.

e Norilsk Nickel’s BoD (13 members) will be composed of: 4 directors nominated by
Rusal, 4 by Interros and 1 by Millhouse, as well as 3 independent directors, each
being nominated by Rusal, Interros and Millhouse. The 13th member of the BoD
is to be elected by the minority shareholders of Norilsk Nickel.

Goldman Sachs Global Investment Research 5
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Exhibit 1: Shareholder structure prior to the settlement
Metalloin
, 4%

Treasury
shares, 17%

Rusal, 25%

Interros, 28%

Exhibit 2: Shareholder structure post the settlement

Millhouse pjeta1i0invi
, 6% 5%

Rusal, 28%

Interros, 30%

Source: Company data, Goldman Sachs Research.

Source: Company data, Goldman Sachs Research.

Announcements suggest Norilsk payout ratio to reach ¢.82%

The first Board of directors meeting held on December 17, 2012 after the announcement
put the agreement into the execution stage. The BoD appointed Mr. Potanin as the new
CEO of the company and called an EGM for January 29, 2013 to vote on cancellation of
the first tranche of 9.7% treasury shares held by NN Investments. Further, UC Rusal
issued a clarifying statement regarding agreements between the largest shareholders,
implying that subject to the satisfaction of certain conditions (not disclosed) dividend
payments should amount to US$2.0 bn in 2013 and US$3.0 bn in 2014 and 2015. Further
2016 dividends should be equal to 50% of Norilsk Nickel’s EBITDA reported for the
previous year (which is also fully inline with statements made by the new CEQ after being
appointed). Lastly an extraordinary US$1.0 bn dividend is to be paid if international

and/or non-core assets are sold.

We update our estimates to incorporate the dividend distribution schedules highlighted
by the major shareholders. As a result on our estimates the payout ratio for 2012 results
should amount to 63% of net income and the average payout ratio over 2012-17 should be
82% (Exhibit 3 summarizes the announcements made and our estimates).

Exhibit 3: Latest communications from Norilsk Nickel shareholders implies on average a
¢.82% payout ratio for Norilsk over 2013-17
Highlights of the Norilsk Nickel dividends profile

Dividends

9 -
US$ bn % of Y-1 EBITDA | 70 Of Y-1 Net
Income

2013 2.0
2014 3.0
2015 3.0
2016 3.3
2017 3.7

Announced dividend policy

39% 63%
56% 90%
56% 92%
50% 81%
50% 82%

GS estimates

Source: Company data, Goldman Sachs Research estimates.
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Norilsk shifts up to one of the highest dividend payers

Norilsk Nickel (NKELyq.L)

The new dividend outlook for Norilsk results in one of the highest yields in our CEEMEA
metals and mining coverage and moves Norilsk up both among global metals and mining

companies and our overall CEEMEA covered universe. The implied dividend yield for

Norilsk on the back of dividend payments expected in 2013/14/15 as at last close stand at
6.7%%/10.0%/10.2%. Exhibits 4-7 highlight the relative positioning on dividend yield and

dividend payout ratio vs. other stocks in Goldman Sachs’ coverage; we excluded

preferred shares from this list to keep the comparison consistent.

Exhibit 4: Top-10 dividend payers in GS global metals

and mining coverage
2013E dividend yield

8.0%

7.0%

Excl. pref
stocks

Norilsk Nickel

Kumba

Cliffs

6.0%
5.0%
4.0%
3.0%
2.0%
1.0%
0.0%

KGHM
Dongkuk
Acerinox

Baoshan

Banpu

Exhibit 5: Top-10 dividend payers in GS CEEMEA

coverage
2013E dividend yield

20% -
18% -
16% -
14%
12%

TNK-BP
Telefonica 02
TurkTelekom
Telecom Egypt
Doha Bank
Kazmunaigaz

MCAP>US$2.0bn,
excl pref stocks

Ford Otosan

TP Group

Saudi Kayan

10%
8% -
6% -
a% -
2%
0%

Arab Potash

Norilsk Nickel

Source: Goldman Sachs Research estimates.

Source: Goldman Sachs Research estimates.

Exhibit 6: Dividend payout ratio for Top-10 payers in 2013

in GS global metals and mining coverage
% of Y-1 net income

120% -

100%

80%

Kumba

Excl. pref
stocks

Cliffs

60%
40%
20%

0%

ITMG

NetLoss

Baoshan
Banpu
KGHM

Dongkuk
Acerinox

Norilsk Nickel

Exhibit 7: Dividend payout ratio for Top-10 payers in GS

CEEMEA coverage
% of Y-1 net income

160% -
140%
120%
100% |
80% -
60%
40%
20%

0%

TP Group
Telefonica 02
Arab Potash
TurkTelekom
Telecom Egypt
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MCAP>US$2.0bn,
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NetLoss|

Saudi Kayan

Source: Goldman Sachs Research estimates.
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Dividend discount model suggests dividends are priced in

We ran a discount dividend model for Norilsk Nickel which implies that the equity value
per GDR of Norilsk Nickel stands at US$19.8 (vs. US$18.9 close as at January 7, 2013) and
therefore suggests that the latest run-up in the shares was likely driven by markets taking
into account the dividend profile post settlement of the shareholder conflict. Exhibit 8
provides details of our dividend discount model.

Exhibit 8: We find that dividends are mostly priced in, as Norilsk Nickel’s share price increased 20% since Dec 1, 2012

Dividend model

2010 2011 2012 2013E 2014E 2015E 2016E 2017E
[Dividends paid US$ mn 1,217 1,151 958 2,000 3,000 3,000 3,345 3,686]
Net Income US$ mn 3,298 3,604 3,167 3,344 3,268 4,120 4,482 4,211
% dividends 35% 27% 63% 90% 92% 81% 82%
EBITDA US$ mn 7,159 6,962 5,141 5,369 5,376 6,690 7,372 7,216
% dividends 16% 14% 39% 56% 56% 50% 50%
Net debt US$ mn -1,722 4,266 3,280 3,587 5,293 7,015 8,736 10,106
ND/EBITDA -0.24x 0.61x 0.64x 0.67x 0.98x 1.05x 1.19x 1.40x
Discount factor 0.89 0.80 0.71 0.63 0.56
[PV (Div) US$ mn 1783 2385 2127 2114 2078]
Equity calculation
Terminal Dividends 3,686
Growth 2%
TV (Div) 37,041
PV of TV (Div) 20,878
PV (DiV) 31,365
Equity value per share
US$/share 19.8
Up/(down)side to close 5%

Source: Company data, Goldman Sachs Research estimates.

We thus believe that the dividends are mostly priced in and that share price performance
going forward should be driven by the following factors:

¢ Adjustments to the dividends policy: Upside risks include the potential non-core
and/or international assets in the company’s portfolio that we currently do not include
into our forecasts due to low visibility; downside risks include the undisclosed
conditions of the dividends payments outlined by UC Rusal, as the limited visibility of
those may create overhang risk;

¢ Commodity price dynamics: The company’s revenue stream is driven by the
dynamics of its metals basket performance, where we remain cautious on Ni and
PGMs, whereas Cu remains the only bright spot in the Norilsk Nickel basket over the
next 12 months, which we expect to turn around in 2014 on the back of reversal of the
China construction cycle;

¢ Operational performance: Execution of opex improvement initiatives (supporting
the stability of operating margins in the environment of declining grades and
depleting legacy mines);

¢ Capital allocation decisions: We believe that the company is due to perform its
development strategy update, after completion of the shareholder agreement, that
should provide an updated list of investment projects and their implications for the
longer-term returns profile of Norilsk. We will only be able to quantify these after the
relevant disclosure is made by the company.

Goldman Sachs Global Investment Research 8
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... that should compensate for the lack of near-term growth

We believe that in the current market environment where uncertainty with respect to
performance of cyclical commodities is likely to persist, equity investors are likely to
prefer companies that: (1) either have already invested in growth expansion and thus
commodities price volatility would be somewhat smoothed by immediate volume growth
effect; or (2) those that, given their industrial positioning (high quality mining assets),
would be able to remunerate shareholders through cash returns either via share buy-
backs or dividends distributions (that should be sustainable).

The analysis performed earlier this year by our GS SUSTAIN team shows that in GS
mining universe Norilsk Nickel doesn’t screen well on volume growth metrics. On a
corporate equivalent basis its output declines marginally over 2010-15E vs. other miners
in our global coverage for which it grows.

Norilsk Nickel’s strategy envisages execution of several new mining projects
(Maslovskoye, Chita, etc.) that should bring volume growth, which according to our
current expectations is likely to be the most pronounced over 2016-18. We believe that
given overall volatility in commodity prices the markets are currently unlikely to assign
high value to long-dated (i.e. 3 years from today) volume growth as returns on this
growth would be subject to even greater uncertainty related to long-term economic
growth prospects affecting commodity prices.

On those grounds we believe that higher dividend payments from Norilsk Nickel are likely
to be perceived by the market as a “natural” way to compensate for the lack of near-term
volume growth.

Exhibit 9: Norilsk Nickel doesn’t offer Cu equivalent growth among GS covered mining universe
GS SUSTAIN, for additional information please refer to: Growing pains, published May 7, 2012

CROCI Product Market Consolidation Cash Cost Position UracHying margin con trac.tlon Access to Growth
from operating cost inflation
Company

2012-14E change vs 2009- Weighted average consolidation in 2010A EBIDA Margin 2014E EBIDA Margin assuming Copper equivalent volume growth

11 in ppts end markets (shr of top 3) 2010A Macro (2010-2015E)

Norilsk Nickel 14% -6% 46% 44% 31% -1.3%
BHP Billiton Plc 19% 6% 39% 34% 38% 5%

Rio Tinto plc 13% -1% 44% 34% 23% 6.0%
Anglo American plc 13% 1% 42% 29% 25% 4.6%
Vale 16% 2% 54% 47% 43% 7%

ENRC 14% 5% 40% 35% 39% 11.5%
average diversified 15% 3% 44% 36% 34% 6.7%
KGHM Polska Miedz S.A. 16% -14% 26% 33% 25% 5.0%
Kazakhmys 6% -3% 25% 39% 36% 1.5%
Freeport-McMoRan Copper & Gold Inc. 18% -9% 29% 38% 30% 3.3%
Vedanta Resources 12% 1% 30% 25% 18% 6.6%
First Quantum Minerals 19% 3% 28% 35% 44% 13.0%
average base metals 14% 5% 27% 34% 31% 5.9%

Estimates as of May 7, 2012

Source: Company data, Goldman Sachs Research estimates.
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Fundamental challenges for Norilsk remain the same

We revisit the fundamentals of the Norilsk Nickel investment case and find that such
positives as its exposure to Cu, our structurally preferred metal (¢.25% of top line), is
more than balanced by Ni and PGMs. We further highlight that unique legacy assets
in Russia should continue to generate stable cash flows, yet would require the
company to address operating issues of declining metal grades and under-
investment in the existing fixed asset base (we estimate total capex of US$8.7 bn
over 2013-15). Lastly, the post capex free-cash flow yield is estimated to average
¢.5% over 2013-15 vs. an average dividend yield of 9% over the same period,
implying the company would have to accumulate additional debt. We estimate that
net debt/EBITDA will rise from 0.7x at end-2012 to 1.0x at end-2015, and therefore
the company should retain one of the strongest balance sheets in our coverage.

Falling grades contributed to margins moderation

Our analysis of the operating statistics disclosed by Norilsk Nickel highlight that the
performance of its Russian mining operations was affected by declining grades over 2004-
11. Notably the amounts of ore mined have been rising at a CAGR of 3% over that period,
which didn't lead to volume growth with (Exhibit 10) an Ni volume CAGR of -0.4% and Cu
of -3.0% while PGMs showed similar trends. We believe that the grades will normalize
and currently expect only minor further deterioration, as we expect that Norilsk will
further optimize its mining plans and introduce new development areas of its Russian
mining asset base that should translate to grade normalization.

Exhibit 10: Grade declines translating to lower Cu and Ni Exhibit 11: Margin peaked in 2007 in the previous bull-
volumes

Norilsk operating statistics in Russia over 2004-11

500 -

2004

cycle; now on downward trend
Norilsk returns/margins over 2004-11, average Ni prices in
circles

> - 25,000 "
_________ Nickel
OreCAGR+3.0%  man T Price 75%
55%
CuCAGR-3.0% . 20,000
60%
45%
15,000
45%
35% -
NiCAGR-0.4%
- 10,000 30%
25% |
5,000
15% | 15%
T ) 5% - 0%
2005 2006 2007 2008 2009 2010 2011 2004 2005 2006 2007 2008 2009 2010 2011
Ore mined, K tonnes (RHS) Ni, K tonnes mCu, K tonnes

mmCROCI, (LHS) -O-EBITDA margin, (RHS)

Data for Polar division and Kola MMC

Source: Company data, Goldman Sachs Research estimates.

Source: FactSet, Datastream, Company data, Goldman Sachs Research
estimates.

Norilsk underinvested vs. peers

We find that the trend of declining grades that in turn leads to returns deterioration is
typical for the mining industry overall and was observed over the last decade where the
quality of legacy ore bodies deteriorated. This in our view pushed miners into additional
capex for asset maintenance and development (an additional factor that miners were
trying to capture through higher capex was the need to increase supply to catch-up with
growing demand from emerging market consumers and China specifically).

Also miners globally were investing significant amounts in asset developments (on
average 55% of annual EBITDA over 2003-11) and our analysis suggests that when we

Goldman Sachs Global Investment Research 10
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benchmark Norilsk vs. its peers in two groups (diversified miners and pure base metals
miners), it has massively underinvested. We used different metrics to track the
investment rates of global miners and on all of them Norilsk lags behind the benchmarks:
capex as percent of EBITDA shows the greatest diversion, which in our view provides for
the risk that capex would have to rise at a higher rate in the future.

Exhibit 12: Norilsk underinvested vs. its mining peers (diversified and base metals) over
2003-11
Investment rates for Norilsk Nickel and global miners in GS coverage

Capex as % of revenue

30%
25% sesett
20%
15%
10%

5%

0%

=

2003 2004 2005 2006 2007 2008 2009 2010 2011

== Norilsk Nickel <<:<-- Diversified Base metals

Capex per CU equiv production, US$/t Cu eq. production

2.00
1.50
1.00 ...,..... esssssecane
0.50 ‘"“"."_.,...........--" /
e ee——
0.00
2003 2004 2005 2006 2007 2008 2009 2010 2011
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Capex as % of PPE gross
15%
12% ....,. Tl PAN ...,'.. e
9% JRPPTTIL A °
6% _
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0%
2003 2004 2005 2006 2007 2008 2009 2010 2011
e Norilsk Nickel ------ Diversified Base metals
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100%
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60% "--.,“‘..'.""." o veenen, ".,.' e, ...
40%
20% \/\/\
0%
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e Norilsk Nickel ------ Diversified Base metals

Source: Company data, Goldman Sachs Research estimates.
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Environmental footprint creates additional pressure

The environmental situation in the city of Norilsk remains challenging. According to the
Russian Bureau of Statistics Norilsk remains the most polluted city in Russia (air
pollution) and Norilsk Nickel accounts for 99% of the air adverse effects.

Exhibit 13: City of Norilsk accounts for ¢.10% of overall Exhibit 14: Air discharges reduced by 9% from 2000 to
air pollution in Russia, remaining the most polluted city 2011; CAGR of -1%
in Russia Air pollution in Kt of pollutants from stationary sources

Air pollution in Kt of pollutants from stationary sources

Top-5 polluted cities, 2011 14% 1 [ 2500
12% 2000
Air pollution, kt Share 10% |
City 8% - 1500
|Norilsk 1,955 10% &% | 1000
Novokuznetsk 311 2% 4%
- 500
Magnitogorsk 231 1% 2% -
Krasnoyarsk 140 1% 0% - 0
§ 8 8 % 5 g8 5 g8 8 g £
Bratsk 118 1% ? 2 % & ] &% R’ R’ R’ R’ R
R . 19,200 100% mm Norilsk as % of Russia —O-Norilsk, Kt
ussia i °

Source: Rosstat.

Goldman Sachs Global Investment Research

Source: Rosstat.

As a result of the activities of the company in the sphere of social responsibility and
environmental protection, it remains under scrutiny from the Russian regulator and
attracts significant attention from senior leadership of the country. In the summer of 2010
Mr. Putin (Prime Minister of Russia at that time) visited Norilsk and commented that
Norilsk Nickel would either invest in its asset base and reduce environmental pollution or
pay emissions charges.

According to the latest data disclosed by the company, the total level of investment in the
reduction of its environmental footprint amounted to US$2.4 bn over 2007-11, achieving
an air pollution reduction of 2%. The company is working on development of further plans
to improve the environmental situation in Norilsk and its primary objective is to
concentrate on sculpture treatment technologies that should result in the further gradual
reduction of SO2 emissions. The announced capex budget devoted to a complex of
environmental projects is US$2.0 bn to be invested over 2013-16.

Our analysis of the development program approved by the city of Norilsk highlights that
the city administrators envisage c.US$1.2 bn of spending on socioeconomic development
over 2013-15, which, according to the public budget, should be financed by companies in
the region. The environmental programs account for ¢.81% of total spending. Exhibit 16
summarizes the budgeted development program financing schedule.
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Exhibit 15: Norilsk Nickel investments in environmental
protection improvement amounted to US$2.4 bn

Air pollution in Kt of pollutants

Exhibit 16: Development program of Norilsk city financed
by companies (excl. construction projects)
Norilsk city approved socioeconomic development program

from stationary sources

up to 2020

800 3,000
Environmental
600 - programs % of total

- s 2,000
400 - 2013 7,044 231 70%

600
200 =0 1000 2014 16,336 536 88%
ol o 2015 13,056 428 86%
2007 2008 2009 2010 20m "
i US$ mn (LHS) -o~Air pollution, Kt (RHS) RUB/USD 30.5052

Source: Company data, Rosstat.

Source: Norilsk-city.ru.

We expect total capex of US$8.7 bn over 2013-15

We updated our capex schedule for Norilsk Nickel on the back of the available information
on its mining projects (Maslovskoye, Chita), environmental protection (see above),
investments into infrastructure (logistics, utilities, energy), as well as maintenance capex.
In our annual capex estimates we attribute US$1.0 bn to maintenance capex, which is
equivalent to capex levels by the company over 2009 (the latest economic downturn)
when it shrunk its investment budget to only business critical investment activities.

For the remaining capex that we include: we made adjustments to announced budgets to
incorporate for inflation and FX rate changes since their announcement (in some
instances early 2011) and also performed an analysis of what projects the company
announced and schedule them in order of being critical for the continuation of business
(e.g. energy and gas projects are critical for energy self-sufficiency and sustainability of
the company operations, we thus believe that the company will invest in those first and
then move to other auxiliary infrastructure development projects).

As a result of this analysis we expect that the total capex spent over 2013-15 will be
US$8.7 bn and its annual investment budget will grow from US$2.3 bn in 2012 to US$3.5
bn in 2015.

Exhibit 17: Norilsk Nickel capex program

Budget,

Exhibit 18: Total capex spent by Norilsk over 2013-15E
will amount to US$8.7 bn

Period of Implied CAPEX

4.50
US$ bn investment pa*, US$ bn
Maintenance 1.00 annually 1.00 4.00
Projects 3.50 - -
Chita 1.50 2013-16 0.38 3.00 <... HOtherInfrastructure
Maslovskoye 2.00 2012-20 0.22 " — )
Environment 2.00 2012-16 0.40 2.50 Maintenance
Infrastructure 15.00 2012-25 1.07 ] Energy/Utilities
including Energy 6.10 0.44 2.00 - )
u Environmnetal
Average implied CAPEX pa 3.07 150 -
Chita
* -the announced CAPEX dividend by the number years in period of investment; 1.00 - - B Maslovskoye
** - Average CAPEX pa - sum of implied CAPEX pa, which may fluctuate yoy due to changes in projects schedules 0.50 |
2013E 2014E 2015E 2016E

Source: Company data, Goldman Sachs Research estimates.

Source: Company data, Goldman Sachs Research estimates.
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Financial leverage would rise yet BS strength to persist

When we combine our expected capex for the company with dividend payments guided
by its largest shareholders we find that the company’s free-cash flow over 2013-15E does
not appear sufficient to cover the dividends (Exhibit 19) and estimate that additional debt

will be required to cover both (capex and dividends). As a result, we expect net debt to
rise from US$3.3 bn for 2012 to US$7.0 bn in 2015. Yet financial leverage in our view
should remain healthy over that period with net debt/EBITDA only at ¢.1.0x in 2015

(Exhibit 20).

Exhibit 19: Norilsk’s free cash flow expected to be lower
than dividends over 2013-15

4,000 -
3,000 -
2,000 -

1,000 -

-1,000 -

-2,000

1,693

EmFCF, US$ mn

Exhibit 20: We expect net debt/EBITDA to rise to 1.0x

from 0.7x
12,000
1.0x
1.0x
3,000 3,000 10,000
2,000 8,000
0.7x 6,690
1,294 1,278
6,000 5,369 5,376
4,000 3,528
E 2014E 2015E 2,846
2,343

2,000
0

Dividends, US$mn -O-Shortage of internal funds, US$ mn

2013E
EmEBITDA, US$ mn (LHS)

2014E
CAPEX, US$ mn (LHS)

2015E
-0-ND/EBITDA (RHS)

0.8x

0.6x

r 0.4x

r 0.2x

0.0x

Source: Goldman Sachs Research estimates.
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Source: Goldman Sachs Research estimates.

The average net debt/EBITDA for our CEEMEA metals and mining coverage in 2012E
equals 2.6x, falling to 1.2x in 2015E, implying Norilsk Nickel maintaining a relatively

strong balance sheet.

Lower margins at spot prices, yet limited concerns over leverage

We performed a scenario analysis of our estimates for Norilsk Nickel applying current
spot prices instead of Goldman Sachs base-case commodity price assumptions. We found
that under current spot prices, the highest downside to our forecasted revenue streams is
from Cu and Pd. Further, our average EBITDA margin forecast would fall from c.44% over
2013-15 to ¢.40% and the amount of debt required to fund both capex and dividends
would rise. As a result net debt/EBITDA would reach 1.8x by end-2015E vs. our base case
of 1.0x currently.
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Exhibit 21: In our spot price scenario Norilsk margins would decline and required
leverage would rise

GS base case and spot commodity prices case summary estimates of Norilsk Nickel

2008 2009 2010 2011 2012F 2013F 2014F 2015 § |

Bench K dities prices Spot prices (% vs. GS'13)
Nickel US$/it 21,129 14,661 21,841 22,893 17,826 17,000 17,236 19,605 17,015 0%
Copper ussn 6,957 5,164 7,551 8,823 8,023 8,458 7,017 7,622 7,797 -8%
Palladium US$/oz 351 263 527 734 655 781 925 1,000 685 -12%
Platinum US$/oz 1,571 1,203 1,610 1,723 1,568 1,544 1,681 1,625 1,539 0%

Key financials

Base case
Revenue mn US$ 13,980 10,155 12,775 14,122 11,799 12,280 12,305 13,675
EBITDA mn US$ 5,807 4,416 7,159 6,962 5141 5,369 5,376 6,690

margin 42% 43% 56% 49% 44% 44% 44% 49%
Net profit mn US$ (449) 2,747 3,298 3,604 3,167 3,344 3,268 4,120
margin -3% 27% 26% 26% 27% 27% 27% 30%
Capex mn US$ (2,360) (1,061) (1,728) (2,201) (2,355) (2,343) (2,846) (3,528)
ROE % -42%  201%  19.0% 325%  25.1% 239% 23.0%  26.8%
ND/EBITDA X 0.9x 0.5x -0.2x 0.6x 0.6x 0.7x 1.0x 1.0x

Spot price scenario
Revenue mn US$ 13,980 10,155 12,775 14,122 11,799 11,766 11,838 12,026
EBITDA mn US$ 5,807 4,416 7,159 6,962 5,141 4,724 4,731 4,973

margin 42% 43% 56% 49% 44% 40% 40% 41%
Net profit mn US$ (449) 2,747 3,298 3,604 3,167 2,853 2,762 2,783
margin -3% 27% 26% 26% 27% 24% 23% 23%
Capex mn US$ (2,360) (1,061) (1,728) (2,201) (2,355) (2,343) (2,846) (3,528)
ROE % -4.2%  20.1% 19.0%  325%  25.1%  21.2%  20.9%  21.4%
ND/EBITDA X 0.9x 0.5x -0.2x 0.6x 0.6x 0.8x 1.3x 1.8x

Effect of spot 2012 prices on key metrics
Revenue -4% -4% -12%

EBITDA -12% -12% -26%
Net profit -15% -15% -32%

Source: Goldman Sachs Research estimates.

Stable returns are fairly valued, 12-month price target to US$20.3,
Neutral

We set our updated 12-month price target at US$20.3 (up from US$15.0) per GDR,
implying upside potential of 7%. Our equity valuation is based on a target
EV/EBITDA of 6.0x applied to our 2013/14 estimates. We have revised our target
multiple up from 4.5x to 6.0x to reflect corporate improvements and to better
capture its PGMs business component (PGM miners historically trade at a premium
to other miners). We believe that the latest re-rating of the stock on the back of
positive corporate developments will not be reversed as Norilsk Nickel screens
strongly vs. its mining peers on both absolute levels of margins and returns and on
its progression (demonstrates the strong stability). We re-iterate that company
returns are expected to significantly dilute, shifting from 1st quartile for our
CEEMEA metals coverage in 2011 to 3rd quartile in 2013E from historical levels.

Our analysis of Norilsk Nickel margins and returns generation capabilities vs. its global
mining peers highlights that the company suffered from industry wide returns dilution
(driven by both commodity price declines and increased opex/capex pressures). When we
look at company performance going forward we expect Norilsk to exert greater
margins/returns stability with EBITDA margins remaining stable at c.45% over 2013-15
and CROCI at ¢.14%.

Goldman Sachs Global Investment Research 15
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Exhibit 22: Norilsk Nickel vs. diversified miners and base metals on EBITDA margin, CROCI, FCF yield and EV/EBITDA

EBITDA margin screen 2007 2008 2009 2010 2011E 2012E 2013E 2014E 2015E 07-11 av. 12-15 av. Progression
Norilsk Nickel 49% 40% 45% 56% 49% 44% 44% 44% 49%  48% 45% -6%

BHP Billiton Plc 50% 46% 45% 49% 49% 44% 44% 45% 41%  48% 44% -8%

Rio Tinto plc 42% 49% 33% 43% 43% 35% 37% 37% 31% 42% 35% -16%
Anglo American plc 30% 33% 26% 37% 37% 26% 27% 24% 20% 33% 24% -25%
Vale 48% 47% 38% 55% 55% 32% 49% 51% 49% 44% -10%
ENRC 42% 61% 44% 47% 44% 30% 32% 30% 29%  48% 30% -36%
Average diversified miners 42% 47% 37% 46% 46% 34% 38% 37% 30%

KGHM Polska Miedz S.A. 42% 36% 33% 39% 1% 37% 35% 30% 26% 44% 32% -28%
Kazakhmys 44% 32% 33% 53% 50% 37% 39% 28% 32% 42% 34% -19%
Freeport-McMoRan Copper & Gold Inc. 46% -61% 50% 53% 49% 39% 44% 37% 27% 40% a47%
Vedanta Resources 38% 28% 28% 31% 29% 36% 39% 36% 35% 31% 36% 18%
First Quantum Minerals 61% 42% 58% 56% 55% 45% 56% 55% 60% 54% 54% 1%
Average base metals 46% 15% 40% 46% 51% 39% 42% 37% 38%

CROCI screen 2007 2008 2009 2010 2011E 2012E 2013E 2014E 2015E 07-11 av. 12-15 av. Progression
Norilsk Nickel 29.8% 13.2% 14.0% 23.5% 20.1% 14.7% 13.9% 12.9% 14.5% 20% 14% -30%
BHP Billiton Plc 22.1% 27.7% 24.8% 16.8% 15.1% 14.4% 120% 25% 15% -41%

Rio Tinto plc 17.1% 7.5% 15.9% 15.8% 9.7% 9.8% 10.1% 74%  14% 9% -34%
Anglo American plc 15.1% 18.1% 10.1% 12.3% 13.4% 7.6% 8.4% 7.0% 5.2% 14% 7% -49%
Vale 15.3% 27.8% 6.5% 21.5% 25.5% 11.7% 13.2% 12.6% 19% 12% -35%
ENRC 43.2% 13.7% 23.9% 18.9% 8.2% 8.0% 7.3% 6.8% 25% 8% -70%
Average diversified miners 15.2% 26.5% 12.0% 20.3% 19.7% 10.8% 10.9% 10.3% 7.9%

KGHM Polska Miedz S.A. 27.6% 22.4% 15.9% 29.3% 45.6% 20.2% 17.6% 12.6% 10.2%  28% 15% -46%
Kazakhmys 22.6% 15.5% 10.9% 11.8% 6.1% 6.6% 6.3% 3.3% 47%  13% 5% -61%
Freeport-McMoRan Copper & Gold Inc. 25.3% 16.9% 24.0% 30.4% 27.2% 17.7% 19.8% 13.3% 25% 17% -31%
Vedanta Resources 54.2% 15.3% 17.0% 11.4% 2.3% 9.6% 13.8% 12.6% 124%  20% 12% -40%
First Quantum Minerals 41.8% 26.7% 12.7% 31.6% 1.2% 1.5% 19.4% 18.5% 25.9%  23% 16% -28%
Average base metals 34.3% 19.3% 16.1% 22.9% 16.5% 11.1% 15.4% 12.1% 13.3%

FCF yield screen 2007 2008 2009 2010 2011E 2012E 2013E 2014E 2015E 07-11 av. 12-15 av. Progression
Norilsk Nickel 14.0% 5.4% 13.0% 12.1% 6.2% 7.2% 5.7% 4.3% 4.3% 10% 5% -47%
BHP Billiton Plc 5.2% 6.3% 8.4% 6.4% 0.5% 1.2% 3.5% 3.2% 7% 2% -68%
Rio Tinto plc 4.3% 9.0% 5.3% 12.4% 7.7% -4.7% 0.9% 4.4% 2.2% 8% 1% -91%
Anglo American plc 4.6% 7.9% -5.2% 4.6% 8.3% 0.5% 2.8% 2.3% 2.5% 4% 2% -50%
Vale 3.2% 4.0% -4.2% 3.8% 6.9% -2.3% 2.3% 4.3% 3% 1% -48%
ENRC 0.3% 6.1% 2.1% 5.3% 0.1% -10.0% -7.9% -2.5% 4.0% 3% -4% -248%
Average diversified miners 3.1% 6.4% 0.9% 6.9% 5.9% -3.2% -0.1% 2.4% 3.0%

KGHM Polska Miedz S.A. 16.3% 10.2% 8.8% 18.6% 21.7% 6.8% 10.5% 8.5% 52% 15% 8% -49%
Kazakhmys 5.8% 4.1% 7.6% 4.6% 6.4% -8.1% -5.4% -10.5% -4.3% 6% -7% -224%
Freeport-McMoRan Copper & Gold Inc. 15.3% 2.1% 11.5% 12.3% 8.5% 0.5% 6.2% 4.0% 10% 4% -64%
Vedanta Resources 3.6% -3.9% -6.1% -3.0% -3.2% 6.2% 15.6% 17.0% 19.8% -3% 15% 0%
First Quantum Minerals 22.8% 36.0% 4.9% 6.3% -6.2% -8.3% 1.2% 6.6% 107% 13% 3% -80%
Average base metals 12.8% 9.7% 5.3% 7.8% 5.4% -0.6% 5.6% 5.1% 7.8%

EV/EBITDA 2007 2008 2009 2010 2011E 2012E 2013E 2014E 2015E 07-11 av. 12-15 av. Progression
Norilsk Nickel 5.6 7.7 3.8 3.8 6.1 6.1 5.9 6.2 5.2 5.40 5.85 8%
BHP Billiton Plc 6.6 6.7 6.0 6.0 5.9 6.1 6.5 6.2 6.9 6.22 6.41 3%
Rio Tinto plc 9.1 4.6 5.3 4.8 5.1 7.6 6.6 5.9 7.8 5.77 6.98 21%
Anglo American plc 8.0 6.7 7.5 5.0 45 6.4 5.3 6.2 7.7 6.34 6.41 1%
Vale 9.1 8.2 13.5 7.0 5.2 8.7 4.9 4.6 8.61 6.06 -30%
ENRC 6.7 4.6 7.8 6.1 5.0 5.8 5.2 5.2 5.3 6.06 5.38 -11%
Average diversified miners 7.9 6.2 8.0 5.8 5.1 6.9 5.7 5.6 6.9

KGHM Polska Miedz S.A. 4.2 44 4.7 4.1 1.7 3.9 3.3 4.4 5.1 3.81 4.20 10%
Kazakhmys 4.9 7.6 6.0 6.9 6.3 6.6 6.3 11.0 7.8 6.34 7.92 25%
Freeport-McMoRan Copper & Gold Inc. 5.0 41 4.0 4.6 5.2 3.5 4.8 4.42 4.47 1%
Vedanta Resources 4.2 7.0 6.4 6.0 7.2 5.0 3.6 3.6 3.1 6.15 3.83 -38%
First Quantum Minerals 1.5 1.8 3.0 4.2 7.3 8.0 4.9 4.4 25 3.59 4.91 37%
Average base metals 4.0 5.2 4.8 5.0 5.4 5.7 4.3 5.6 4.6

Source: Company data, Goldman Sachs Research estimates, Quantum database.

This margins/returns profile in our view should be supportive for the company’s valuation

range going forward and we expect that the re-rating post improvements in the corporate

situation should be sustained and do not expect the stock to de-rate to its median multiple

of 4.5x since 2005.
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Exhibit 23: We expect Norilsk to trade above its median

of 4.5x since 2005

12-month forward EV/EBITDA
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Exhibit 24: Norilsk trades close to diversified peers on
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Source: FactSet, Goldman Sachs Research estimates.

We further highlight that Norilsk Nickel’s trading pattern has lately showed greater
similarities to the trading pattern of PGM stocks. We attribute this to the scarcity value
available equity instruments to get liquid PGMs exposure, and as we expect the

of

contribution of PGMs to the results of Norilsk Nickel to increase over time (given our price

outlook and the company’s mining profile) we believe this may be an additional argum
for the sustainability of a higher multiple for Norilsk Nickel.

ent

Exhibit 25: PGMs account for ¢.30% in consolidated

revenue

Consolidated revenue split by commodities

the same EV/EBITDA dynamics since January 2012
12-month forward EV/EBITDA

Exhibit 26: Norilsk Nickel and PGM stocks demonstrated
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Source: Company data, Goldman Sachs Research estimates. Source: FactSet, Goldman Sachs Research estimates.
We update our valuation for Norilsk Nickel by shifting our target multiple to 6.0x
(reflecting the median trading range over 2010-12) to capture the stock re-rating on
positive corporate developments and greater PGMs impact to the earnings we expect
going forward. We set our 12-month target price at US$20.3, which currently implies
upside potential of 7%. The stock currently trades at 2013/14E EV/EBITDA of 5.9x/6.2x vs.
our target multiple of 6.0x and vs. the diversified peer average of 5.7x/5.6x. We find it
fairly valued, and rate the shares Neutral.
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Exhibit 27: We set our 12-month target price at US$20.3 per GDR

in mn US$, unless otherwise stated
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Source: Goldman Sachs Research estimates.

Summary estimates changes

We only marginally update our expectations with respect to the underlying operating

dynamics of Norilsk Nickel that and therefore our revenue, EBITDA and net income (EPS)
estimates are largely unchanged. We have incorporated the profile of dividend payments
provided by the largest shareholders and our updated view on capex post our analysis of
the latest available investor presentation from the company.

Exhibit 28: Norilsk Nickel summary estimates changes

2012E Change 2013E Change 2014E Change
Financials
Revenue
New USD mn 11,799 12,280 12,305
! 0% ! 0% ! 0%
Old USD mn 11,799 12,280 12,305
EBITDA
New USD mn 5,141 5,369 5,376
! 2% ! 0% ! 0%
Old USD mn 5,036 5,367 5,376
EPS
New USD per GDR 2.00 2.1 2.07
3% 1% 0%
Olid USD per GDR 1.95 % 2.10 % 2.07 %
DPS*
New USD per GDR 1.26 1.90 1.90
159% 261% 266%
Old USD per GDR 0.49 & 0.53 % 0.52 %
Capex
New USD mn 2,355 2,343 2,846
! 0% ! -6% ! 14%
Old USD mn 2,355 % 2,500 % 2,500 %
* - Dividends paid next year on the back of previous year result
Source: Company data, Goldman Sachs Research estimates.
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Exhibit 29: Price performance of Norilsk Nickel vs. peer group
Prices as of the close on January 8, 2013

GermpEny Ticker Primary analyst Price Price as of Jan  Price performance 3 month price 6 month price 12 month price
currency 8,2013  since Oct 24, 2011 performance performance performance|
Europe Mining Peer Group
Norilsk Nickel NKELyq.L Yulia Chekunaeva $ 19.00 -11.7% 18.9% 16.5% 25.4%)
Anglo American Platinum AMSJ.J Eugene King R 465.00 -14.8% 15.4% 7.2% -14.2%
AngloGold Ashanti ANGJ.J Eugene King R 251.00 -24.9% -17.2% -9.4% -30.3%
ChelPipe CHEP.MM Yulia Chekunaeva Rubl 42.42 -44.2% 23.0% 46.3% -27.7%
ENRC ENRC.L Yulia Chekunaeva p 306.90 -55.2% -5.8% -26.9% -56.4%
Erdemir EREGL.IS Yulia Chekunaeva YTL 2.54 1.1% 16.5% 23.9% 9.6%
Evraz Plc EVRE.L Yulia Chekunaeva p 271.90 NA 11.1% 10.4% -29.5%
Ferrexpo Plc FXPO.L Yulia Chekunaeva p 273.00 -12.0% 32.2% 24.3% -1.7%
Gold Fields GFIJ.J Eugene King R 101.88 -19.8% -6.5% 0.4% -21.0%
Harmony Gold HARJ.J Eugene King R 66.82 -30.8% -3.9% -12.5% -32.3%
Impala Platinum Holdings Ltd. IMPJ.J Eugene King R 166.00 -4.3% 15.4% 28.4% -4.1%
IRC Ltd 1029.HK Yulia Chekunaeva HK$ 1.21 6.1% 112.3% 36.0% 13.1%
Israel Chemicals ICL.TA Dzhuni Astor NIS 45.81 3.2% -6.5% 7.1% 13.8%
Jastrzebska Spolka Weglowa S.A. JSW.WA Yulia Chekunaeva PLN 93.50 0.8% 0.8% -5.3% 5.1%
Kenmare Resources JEV.L Fawzi Hanano p 32.81 -18.0% -17.2% -14.1% -30.9%
KGHM Polska Miedz S.A. KGH.WA Yulia Chekunaeva PLN 193.10 28.8% 23.5% 28.6% 69.4%
Koza Gold KOZAL.IS Yulia Chekunaeva YTL 43.70 97.7% 14.1% 17.8% 84.4%
Magnitogorsk Steel MAGNg.L Yulia Chekunaeva $ 4.50 -32.0% -6.1% 20.1% -13.1%
Mechel MTL Yulia Chekunaeva $ 7.06 -45.8% 1.1% 13.5% -22.0%
Mechel (Pref) MTL_p Yulia Chekunaeva $ 2.15 -54.4% -17.3% -14.7% -40.9%
New World Resources Plc NWRR.L Yulia Chekunaeva p 308.80 -41.2% 14.4% -13.7% -32.3%
Novolipetsk Steel NLMKg.L Yulia Chekunaeva $ 21.69 -23.2% 7.5% 30.5% 1.4%
Petropavlovsk PLC POG.L Yulia Chekunaeva p 364.60 -52.5% -15.4% -20.5% -45.7%
Polymetal International Plc POLYP.L Yulia Chekunaeva p 1147.00 NA -0.3% 32.7% 1.9%
Polyus Gold International PGIL.L Yulia Chekunaeva p 200.00 NA -9.6% -2.4% NA
Raspadskaya RASP.MM Yulia Chekunaeva Rubl 60.55 -35.0% -20.3% -26.2% -40.2%
Severstal CHMFq.L Yulia Chekunaeva $ 12.83 -6.1% 1.1% 11.4% 1.7%
Sierra Rutile SRXR.L Fawzi Hanano p 57.50 88.5% -21.2% -24.6% 11.1%
TMK TRMKg.L Yulia Chekunaeva $ 15.74 22.0% 1.1% 23.8% 49.9%
United Company Rusal 0486.HK Yulia Chekunaeva HK$ 4.99 -27.0% 12.4% 14.4% 7.5%
Uralkali URKAq.L Dzhuni Astor $ 38.40 -7.8% -6.4% -2.7% 6.7%
MSCI Russia 815.83 2.0% 1.0% 11.8% 6.8%

Note: Prices as of most recent available close, which could vary from the price date indicated above
This table shows movement in absolute share price and not total shareholder return. Results presented should not and cannot be viewed as an indicator of future performance.

Goldman Sachs & Co., and/or one of its affiliates is a connected advisor to Polyus Gold International for the purposes of The Takeover Code.

Source: Quantum database, FactSet.
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Disclosure Appendix

Reg AC

I, Yulia Chekunaeva, hereby certify that all of the views expressed in this report accurately reflect my personal views about the subject company or
companies and its or their securities. | also certify that no part of my compensation was, is or will be, directly or indirectly, related to the specific
recommendations or views expressed in this report.

Investment Profile

The Goldman Sachs Investment Profile provides investment context for a security by comparing key attributes of that security to its peer group and
market. The four key attributes depicted are: growth, returns, multiple and volatility. Growth, returns and multiple are indexed based on composites
of several methodologies to determine the stocks percentile ranking within the region's coverage universe.

The precise calculation of each metric may vary depending on the fiscal year, industry and region but the standard approach is as follows:

Growth is a composite of next year's estimate over current year's estimate, e.g. EPS, EBITDA, Revenue. Return is a year one prospective
aggregate of various return on capital measures, e.g. CROCI, ROACE, and ROE. Multiple is a composite of one-year forward valuation ratios, e.g.
P/E, dividend yield, EV/FCF, EV/EBITDA, EV/DACF, Price/Book. Volatility is measured as trailing twelve-month volatility adjusted for dividends.

Quantum

Quantum is Goldman Sachs' proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for
in-depth analysis of a single company, or to make comparisons between companies in different sectors and markets.

GS SUSTAIN

GS SUSTAIN is a global investment strategy aimed at long-term, long-only performance with a low turnover of ideas. The GS SUSTAIN focus list
includes leaders our analysis shows to be well positioned to deliver long term outperformance through sustained competitive advantage and
superior returns on capital relative to their global industry peers. Leaders are identified based on quantifiable analysis of three aspects of corporate
performance: cash return on cash invested, industry positioning and management quality (the effectiveness of companies' management of the
environmental, social and governance issues facing their industry).

Disclosures

Coverage group(s) of stocks by primary analyst(s)

Yulia Chekunaeva: EMEA Mining, EMEA Steel.

EMEA Mining: Anglo American Platinum, AngloGold Ashanti, ENRC, Ferrexpo Plc, Gold Fields, Harmony Gold, IRC Ltd, Impala Platinum Holdings
Ltd., Israel Chemicals, Jastrzebska Spolka Weglowa S.A., KGHM Polska Miedz S.A., Kenmare Resources, Koza Gold, Mechel, Mechel (Pref), New
World Resources Plc, Norilsk Nickel, Petropavlovsk PLC, Polymetal International Plc, Polyus Gold International, Raspadskaya, Sierra Rutile, United
Company Rusal, Uralkali.

EMEA Steel: ChelPipe, Erdemir, Evraz Plc, Magnitogorsk Steel, Novolipetsk Steel, Severstal, TMK.

Company-specific regulatory disclosures

The following disclosures relate to relationships between The Goldman Sachs Group, Inc. (with its affiliates, "Goldman Sachs") and companies
covered by the Global Investment Research Division of Goldman Sachs and referred to in this research.

Goldman Sachs expects to receive or intends to seek compensation for investment banking services in the next 3 months: Norilsk Nickel ($19.00)
Goldman Sachs had an investment banking services client relationship during the past 12 months with: Norilsk Nickel ($19.00)

Goldman Sachs had a non-investment banking securities-related services client relationship during the past 12 months with: Norilsk Nickel ($19.00)
Goldman Sachs had a non-securities services client relationship during the past 12 months with: Norilsk Nickel ($19.00)

Distribution of ratings/investment banking relationships

Goldman Sachs Investment Research global coverage universe
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Rating Distribution Investment Banking Relationships
Buy Hold Sell Buy Hold Sell
Global 1% | B5% | 14% 49% 42% 35%

As of October 1, 2012, Goldman Sachs Global Investment Research had investment ratings on 3,442 equity securities. Goldman Sachs assigns
stocks as Buys and Sells on various regional Investment Lists; stocks not so assigned are deemed Neutral. Such assignments equate to Buy, Hold
and Sell for the purposes of the above disclosure required by NASD/NYSE rules. See 'Ratings, Coverage groups and views and related definitions'
below.

Price target and rating history chart(s)

Norilsk Nickel (NKELyq.L) Stock Price Currency : U.S. Dollar
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The price targets show n should be considered i the context of all prior published Goldman Sachs research, w hich may or
may not have included price targets, as weell as developments relating to the company, its industry and financial markets.

Regulatory disclosures

Disclosures required by United States laws and regulations

See company-specific regulatory disclosures above for any of the following disclosures required as to companies referred to in this report: manager
or co-manager in a pending transaction; 1% or other ownership; compensation for certain services; types of client relationships; managed/co-
managed public offerings in prior periods; directorships; for equity securities, market making and/or specialist role. Goldman Sachs usually makes a
market in fixed income securities of issuers discussed in this report and usually deals as a principal in these securities.

The following are additional required disclosures: Ownership and material conflicts of interest: Goldman Sachs policy prohibits its analysts,
professionals reporting to analysts and members of their households from owning securities of any company in the analyst's area of

coverage. Analyst compensation: Analysts are paid in part based on the profitability of Goldman Sachs, which includes investment banking
revenues. Analyst as officer or director: Goldman Sachs policy prohibits its analysts, persons reporting to analysts or members of their
households from serving as an officer, director, advisory board member or employee of any company in the analyst's area of coverage. Non-U.S.
Analysts: Non-U.S. analysts may not be associated persons of Goldman, Sachs & Co. and therefore may not be subject to NASD Rule 2711/NYSE
Rules 472 restrictions on communications with subject company, public appearances and trading securities held by the analysts.

Distribution of ratings: See the distribution of ratings disclosure above. Price chart: See the price chart, with changes of ratings and price targets
in prior periods, above, or, if electronic format or if with respect to multiple companies which are the subject of this report, on the Goldman Sachs
website at http://www.gs.com/research/hedge.html.

Additional disclosures required under the laws and regulations of jurisdictions other than the United
States

The following disclosures are those required by the jurisdiction indicated, except to the extent already made above pursuant to United States laws
and regulations. Australia: Goldman Sachs Australia Pty Ltd and its affiliates are not authorised deposit-taking institutions (as that term is defined
in the Banking Act 1959 (Cth)) in Australia and do not provide banking services, nor carry on a banking business, in Australia. This research, and any
access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act, unless otherwise agreed by Goldman
Sachs. Brazil: Disclosure information in relation to CVM Instruction 483 is available at http://www.gs.com/worldwide/brazil/area/gir/index.html.
Where applicable, the Brazil-registered analyst primarily responsible for the content of this research report, as defined in Article 16 of CVM
Instruction 483, is the first author named at the beginning of this report, unless indicated otherwise at the end of the text. Canada: Goldman, Sachs
& Co. has approved of, and agreed to take responsibility for, this research in Canada if and to the extent it relates to equity securities of Canadian
issuers. Analysts may conduct site visits but are prohibited from accepting payment or reimbursement by the company of travel expenses for such
visits. Hong Kong: Further information on the securities of covered companies referred to in this research may be obtained on request from
Goldman Sachs (Asia) L.L.C. India: Further information on the subject company or companies referred to in this research may be obtained from
Goldman Sachs (India) Securities Private Limited; Japan: See below. Korea: Further information on the subject company or companies referred to
in this research may be obtained from Goldman Sachs (Asia) L.L.C., Seoul Branch. New Zealand: Goldman Sachs New Zealand Limited and its
affiliates are neither "registered banks" nor "deposit takers" (as defined in the Reserve Bank of New Zealand Act 1989) in New Zealand. This research,
and any access to it, is intended for "wholesale clients" (as defined in the Financial Advisers Act 2008) unless otherwise agreed by Goldman

Sachs. Russia: Research reports distributed in the Russian Federation are not advertising as defined in the Russian legislation, but are information
and analysis not having product promotion as their main purpose and do not provide appraisal within the meaning of the Russian legislation on
appraisal activity. Singapore: Further information on the covered companies referred to in this research may be obtained from Goldman Sachs
(Singapore) Pte. (Company Number: 198602165W). Taiwan: This material is for reference only and must not be reprinted without permission.
Investors should carefully consider their own investment risk. Investment results are the responsibility of the individual investor. United

Kingdom: Persons who would be categorized as retail clients in the United Kingdom, as such term is defined in the rules of the Financial Services
Authority, should read this research in conjunction with prior Goldman Sachs research on the covered companies referred to herein and should
refer to the risk warnings that have been sent to them by Goldman Sachs International. A copy of these risks warnings, and a glossary of certain
financial terms used in this report, are available from Goldman Sachs International on request.
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European Union: Disclosure information in relation to Article 4 (1) (d) and Article 6 (2) of the European Commission Directive 2003/126/EC is
available at http://www.gs.com/disclosures/europeanpolicy.html which states the European Policy for Managing Conflicts of Interest in Connection
with Investment Research.

Japan: Goldman Sachs Japan Co., Ltd. is a Financial Instrument Dealer under the Financial Instrument and Exchange Law, registered with the
Kanto Financial Bureau (Registration No. 69), and is a member of Japan Securities Dealers Association (JSDA) and Financial Futures Association of
Japan (FFAJ). Sales and purchase of equities are subject to commission pre-determined with clients plus consumption tax. See company-specific
disclosures as to any applicable disclosures required by Japanese stock exchanges, the Japanese Securities Dealers Association or the Japanese
Securities Finance Company.

Ratings, coverage groups and views and related definitions

Buy (B), Neutral (N), Sell (S) -Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy
or Sell on an Investment List is determined by a stock's return potential relative to its coverage group as described below. Any stock not assigned
as a Buy or a Sell on an Investment List is deemed Neutral. Each regional Investment Review Committee manages various regional Investment
Lists to a global guideline of 25%-35% of stocks as Buy and 10%-15% of stocks as Sell; however, the distribution of Buys and Sells in any particular
coverage group may vary as determined by the regional Investment Review Committee. Regional Conviction Buy and Sell lists represent
investment recommendations focused on either the size of the potential return or the likelihood of the realization of the return.

Return potential represents the price differential between the current share price and the price target expected during the time horizon associated
with the price target. Price targets are required for all covered stocks. The return potential, price target and associated time horizon are stated in
each report adding or reiterating an Investment List membership.

Coverage groups and views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at
http://www.gs.com/research/hedge.html. The analyst assigns one of the following coverage views which represents the analyst's investment
outlook on the coverage group relative to the group's historical fundamentals and/or valuation. Attractive (A). The investment outlook over the
following 12 months is favorable relative to the coverage group's historical fundamentals and/or valuation. Neutral (N). The investment outlook
over the following 12 months is neutral relative to the coverage group's historical fundamentals and/or valuation. Cautious (C). The investment
outlook over the following 12 months is unfavorable relative to the coverage group's historical fundamentals and/or valuation.

Not Rated (NR). The investment rating and target price have been removed pursuant to Goldman Sachs policy when Goldman Sachs is acting in
an advisory capacity in a merger or strategic transaction involving this company and in certain other circumstances. Rating

Suspended (RS). Goldman Sachs Research has suspended the investment rating and price target for this stock, because there is not a sufficient
fundamental basis for determining, or there are legal, regulatory or policy constraints around publishing, an investment rating or target. The
previous investment rating and price target, if any, are no longer in effect for this stock and should not be relied upon. Coverage

Suspended (CS). Goldman Sachs has suspended coverage of this company. Not Covered (NC). Goldman Sachs does not cover this

company. Not Available or Not Applicable (NA). The information is not available for display or is not applicable. Not Meaningful (NM). The
information is not meaningful and is therefore excluded.

Global product; distributing entities

The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs on a global
basis. Analysts based in Goldman Sachs offices around the world produce equity research on industries and companies, and research on
macroeconomics, currencies, commodities and portfolio strategy. This research is disseminated in Australia by Goldman Sachs Australia Pty Ltd
(ABN 21 006 797 897); in Brazil by Goldman Sachs do Brasil Corretora de Titulos e Valores Mobiliarios S.A.; in Canada by Goldman, Sachs & Co.
regarding Canadian equities and by Goldman, Sachs & Co. (all other research); in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman
Sachs (India) Securities Private Ltd.; in Japan by Goldman Sachs Japan Co., Ltd.; in the Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul
Branch; in New Zealand by Goldman Sachs New Zealand Limited; in Russia by OO0 Goldman Sachs; in Singapore by Goldman Sachs (Singapore)
Pte. (Company Number: 198602165W); and in the United States of America by Goldman, Sachs & Co. Goldman Sachs International has approved
this research in connection with its distribution in the United Kingdom and European Union.

European Union: Goldman Sachs International, authorized and regulated by the Financial Services Authority, has approved this research in
connection with its distribution in the European Union and United Kingdom; Goldman Sachs AG, regulated by the Bundesanstalt flr
Finanzdienstleistungsaufsicht, may also distribute research in Germany.

General disclosures

This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we
consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to update our research as
appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis, the large
majority of reports are published at irregular intervals as appropriate in the analyst's judgment.

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have
investment banking and other business relationships with a substantial percentage of the companies covered by our Global Investment Research
Division. Goldman, Sachs & Co., the United States broker dealer, is a member of SIPC (http://www.sipc.org).

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and our
proprietary trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management area, our
proprietary trading desks and investing businesses may make investment decisions that are inconsistent with the recommendations or views
expressed in this research.

The analysts named in this report may have from time to time discussed with our clients, including Goldman Sachs salespersons and traders, or
may discuss in this report, trading strategies that reference catalysts or events that may have a near-term impact on the market price of the equity
securities discussed in this report, which impact may be directionally counter to the analysts' published price target expectations for such stocks.
Any such trading strategies are distinct from and do not affect the analysts' fundamental equity rating for such stocks, which rating reflects a stock's
return potential relative to its coverage group as described herein.

We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in,
act as principal in, and buy or sell, the securities or derivatives, if any, referred to in this research.

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of

individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and,
if appropriate, seek professional advice, including tax advice. The price and value of investments referred to in this research and the income from
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them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may
occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments.

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all
investors. Investors should review current options disclosure documents which are available from Goldman Sachs sales representatives or at
http://www.theocc.com/about/publications/character-risks.jsp. Transaction costs may be significant in option strategies calling for multiple purchase
and sales of options such as spreads. Supporting documentation will be supplied upon request.

In producing research reports, members of the Global Investment Research Division of Goldman Sachs Australia may attend site visits and other
meetings hosted by the issuers the subject of its research reports. In some instances the costs of such site visits or meetings may be met in part or
in whole by the issuers concerned if Goldman Sachs Australia considers it is appropriate and reasonable in the specific circumstances relating to
the site visit or meeting.

All research reports are disseminated and available to all clients simultaneously through electronic publication to our internal client websites. Not
all research content is redistributed to our clients or available to third-party aggregators, nor is Goldman Sachs responsible for the redistribution of
our research by third party aggregators. For all research available on a particular stock, please contact your sales representative or go to
http://360.gs.com.

Disclosure information is also available at http://www.gs.com/research/hedge.html or from Research Compliance, 200 West Street, New York, NY
10282.

© 2013 Goldman Sachs.

No part of this material may be (i) copied, photocopied or duplicated in any form by any means or (ii) redistributed without the
prior written consent of The Goldman Sachs Group, Inc.
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