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Executive summary 

Generous dividend payer no more 
During the last three years, Centrenergo earned the reputation of a 
generous dividend payer, as its dividend yield ranged between 4.5% and 
23% in 2017-2019. However, it now looks like its dividend story is over: 

• Its average achieved power price started falling fast since March 2019, 
eventually below the company’s costs in 2Q19. 

• In 3Q19-1Q20, Centrenergo’s achieved power price is unlikely to be 
higher than in 2Q19. 

• The company’s 3Q19 results will likely be even more disappointing than 
in 2Q19. 

 

Ihor Kolomoisky has gained control over the company’s management, 
which may result in continuous pressure on the company’s power rates for 
the mid-term: 

• In September, Kolomoisky’s firms reportedly have become the biggest 
buyers of Centrenergo’s electricity at prices far below those the 
company achieved in 2Q19. 

The planned privatization of Centrenergo, which could have become a 
value catalyst for the company, is unlikely to happen soon. 

• Kolomoisky commented last week that it’s not a good time to privatize 
Centrenergo. 

 

Weakening achieved electricity prices and likely deepening losses, as well 
as foggy privatization prospects, make Centrenergo’s value growth 
prospects unclear. 

• We recommend minority shareholders to use the seasonal opportunity 
to quit their CEEN shares by voting against certain items at the next 
AGM (March-April 2020). Meanwhile, we expect prices for such an exit 
will likely be weaker next year than they have been in 2019 (close to 
UAH 15/share). 

 

 
 

 * Yields are based on share prices as of Feb. 25 of respective year 
Source: Centrenergo, Bloomberg, Ukrainian Exchange, Concorde Capital research 
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EBITDA falling after 2016, net of one-offs 

* Sum of profit from operations and D&A, from the company’s P&L.** Estimated gain from higher than the market electricity prices for March-June 2017.  
Source: Centrenergo, Energy Ministry, State Company Energorynok, Concorde Capital research 

Centrenergo has reached record EBITDA of about USD 80 mln in 2016, gaining from the 
introduction of the Rotterdam Plus pricing approach on the electricity market:  

• Since May 2016, Ukrainian thermal power plants got prices for their power to cover 
the costs of burning coal as if the coal was imported from Rotterdam (API2 Index 
plus coal delivery costs); 

• In 2016, coal input prices (most coal was supplied from domestic mines) were 
significantly below the Rotterdam Plus levels.  

 
Since 2017, coal prices have been gradually increasing in Ukraine, which resulted in 
Centrenergo’s reduced profitability. 
 

A bright spot in this profit-declining trend was the period of March-July 2017, when the 
company temporarily benefited from the emergency on the domestic power market:  

• A sharp decline of anthracite supplies from the occupied regions of Ukraine resulted 
in a coal deficit and forced anthracite-burning thermal power plants to work in 
extraordinary mode. This work was generously compensated with high power prices 
(see next slide for more details). 

• Two out of Centrenergo’s three thermal power plants were designed to burn 
anthracite coal. 

 
In 2Q19, the company generated negative EBITDA due to weak power rates, and in 
3Q19 its losses from operations are likely to increase. 
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Net revenue 6,864 10,696 10,919 14,509 7,529 
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% of sales 6% 19% 13% 3% -3% 
Net profit 22 387 1,891 499 -1,197 
% of sales 0% 4% 17% 3% -16% 
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Good times of high power rates for Centrenergo fading? 

* For Jan. 2016 – June 2019 – average price of electricity sold to wholesale market; for July-September 2019 – average price on day-ahead market and intraday market 
Source: Centrenergo, State Company Energorynok, State Company Market Operator, Concorde Capital research 

Achieved price for electricity, UAH/kWh Power prices are not growing any more in 2019 
The two periods when Centrenergo generated high profits in the last three years 
were periods of high power prices: 

• 2Q16-3Q18, after the introduction of the so-called Rotterdam Plus approach 
on the wholesale market, which resulted in higher achieved electricity prices 
for all thermal power plants in Ukraine. 

• March-June 2017, when Ukraine’s electricity sector was working in 
emergency mode due to the deficit of anthracite coal (sharp decline of 
supplies due to the introduced embargo on coal deliveries from occupied 
Donbas). 

 
Since 4Q18, power prices for thermal power plants have stopped growing. 

• Since the API2 coal index stopped growing in October 2018, there were few 
reasons for Ukraine thermal power plants’ electricity prices to grow in 2019. 

• In 2Q19, the price on the wholesale market reached a level that did not cover 
Centrenergo’s production costs. 

 

In 3Q19-1Q20, prices are unlikely to be higher for Centrenergo than in 2Q19: 

• On the new “liberalized’ market introduced in July, prices in the most 
transparent segments (day-ahead and intraday markets) are capped at about 
UAH 1.70/kWh, which should result in an average achieved price for 
Centrenergo’s electricity in this period at a level not higher than 2Q19 (about 
UAH 1.66/kWh). This should keep Centrenergo’s profit weak till 1Q20, unless 
a radical cost reduction is achieved. 

• With the new market’s introduction, Centrenergo (as well as other market 
players) was allowed to sell its electricity based on bilateral contracts with 
consumers. Most electricity has been sold by Centrenergo by bilateral 
contracts since 3Q19. As fragmented data from the market suggest, 
Centrenergo’s achieved prices in this segment are even weaker than on the 
day-ahead market (see next slide for more details). 
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New market + new corporate issues = weak Centrenergo fundamentals 

Source: State Company Energorynok, State Company Market Operator, media, Concorde Capital research 

Kolomoisky has taken control over the company’s operations, 
“working to reduce power prices” 

Ukrainian media reported in July that people loyal to Ihor 
Kolomoisky replaced those loyal to former power brokers in 
Centrenergo.  

• Kolomoisky confirmed such rumors in his interview with the 
BiznesCensor news site published in late August, stating that 
“professional and understandable to us people” entered the 
company, mentioning Volodymyr Potapenko, who was 
appointed acting CEO by the supervisory board on June 26. 

The new Centrenergo CEO has reportedly concluded electricity sale 
contracts with Kolomoisky’s enterprises. 

• In his interview to the liga.net news site in September, 
Kolomoisky confirmed that his enterprises are the biggest 
consumers of electricity supplied by Centrenergo. 

The average sale price of Centrenergo by bilateral contracts have 
been set at UAH 1.29/kWh in September (or 22% below the price 
achieved by the company in the weak 2Q19), local media reported, 
citing the results of tenders completed by Centrenergo in late 
August. 

• In the August interview, Kolomoisky stated that the key goal of 
President Zelensky is to lower electricity prices, adding that 
Centrenergo’s acting CEO Potapenko “is working to fulfill this 
goal.” 

 
The key takeaway from such developments is Centrenergo is 
unlikely to generate any significant profit as long as Kolomoisky is 
in charge. 
 

 
On the new electricity market 
Before the introduction of the power market reform in 2019, Ukrainian thermal power plants 
(TPPs) were selling all their produced electricity to a single wholesale market operator. TPPs’ 
achieved prices were mostly uniform across the sector, while some of TPPs were being paid 
additional premiums for capacity, reserves and for working in changeable mode. 
 
Since July 2019, a new electricity market model was introduced in Ukraine, based on which 
TPPs are able to sell electricity in various ways: 
 

On a day-ahead market and intraday market 
 
 
 
 
 
 
 

On a balancing market and market of additional services 
 
 
 
 

By bilateral contracts with consumers 
 
 
 
 

 
If the information above is correct, the average price of Centrenergo’s electricity would be less 
than UAH 1.40/kWh in September, which is not enough to cover the company’s costs (at least 
UAH 1.65/kWh, we estimate).  

 

Prices  
For 3Q19-1Q20, prices in this segment are capped at UAH 
0.96/MWh for off peak times and UAH 2.05/kWh for peak times. 
On average, in July and August, prices in these segments amounted 
to UAH 1.65/kWh and UAH 1.67/kWh, respectively, or close to the 
average level seen for TPPs in weak 2Q19 (UAH 1.60/kWh).  
  
 
Prices 
For 3Q19-1Q20, prices are capped at the level of 115% of the day-
ahead market rates.  
 
 
Prices 
There is only fragmented information about prices in this segment. 
Based on media reports, Centrenergo has contracted to sell 
electricity in September for an average price of UAH 1.29/kWh.  
 

Volumes 
In this segment, TPPs sold 
just 20% of the electricity 
they produced in August, 
we calculate based on 
segment operator data. 
 
 

Volumes 
Less than 5% of electricity 
generated, we estimate. 
 
 

Volumes 
Over 75% of electricity 
produced by TPPs. 
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Privatization prospects: now unclear 

Centrenergo was on the short list of companies that had been prepared for privatization in 
2015-2019. It’s possible that the company will drop off this list for 2020 and on. 

• Centrenergo was closest to being privatized in December 2018, when the state announced a 
tender to sell its 78.3% stake for a starting price of UAH 5.98 bln (or UAH 20.7 per share). 
However, the announced tender failed to occur as the State Property Fund disqualified the 
only likely bidder, a company related to Vitaliy Kropachev (who allegedly controlled 
Centrenergo’s operations at that time). 

• Another privatization tender at that starting price is unlikely to occur as: 

• Kropachev lost his control over the company and apparently his interest in it as well.  

• No one else expressed his interest in buying the company at that price in 2018. 

• The starting price, as determined by an EY evaluation, is only valid for 12 months, 
and this term should expire in October. To announce the next tender, a new 
valuation should be made. 

 

• Moreover, given that Kolomoisky has taken control over the company, its privatization is not 
likely in the mid-term: 

• Kolomoisky told the liga.net news site last week that he does not view a soon 
privatization of Centrenergo as a good idea. 

• Kolomoisky is reportedly “milking” the company on both the cost side (by supplying 
it coal, as Kropachev reportedly used to do) and the revenue side (by purchasing its 
electricity for his ferroalloy plants, what Kropachev did not do). 

• Therefore, for as long as Kolomoisky is interested in electricity supplied by 
Centrenergo, and as long as he has some influence on Ukrainian power brokers, the 
privatization of Centrenergo is unlikely. 

 

• One can argue that new Ukrainian government is not always listening to Kolomoisky, which is 
true. However, in our view, Kolomoisky’s influence is high in many areas of the Ukrainian 
economy, and Centrenergo looks to be one of them. Recent proof for that is the Cabinet's 
Sept. 18 decision to confirm the candidacy of Volodymyr Potapenko (the person 
“understandable “ to Kolomoisky) as acting CEO of Centrenergo. 
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Disclaimer 

  
THIS REPORT HAS BEEN PREPARED BY CONCORDE CAPITAL INVESTMENT BANK INDEPENDENTLY OF THE RESPECTIVE COMPANIES MENTIONED HEREIN FOR INFORMATIONAL PURPOSES ONLY. CONCORDE CAPITAL DOES 
AND SEEKS TO DO BUSINESS WITH COMPANIES COVERED IN ITS RESEARCH REPORTS. AS A RESULT, INVESTORS SHOULD BE AWARE THAT CONCORDE CAPITAL MIGHT HAVE A CONFLICT OF INTEREST THAT COULD AFFECT 
THE OBJECTIVITY OF THIS REPORT. 
  
THE INFORMATION GIVEN AND OPINIONS EXPRESSED IN THIS DOCUMENT ARE SOLELY THOSE OF CONCORDE CAPITAL AS PART OF ITS INTERNAL RESEARCH COVERAGE. THIS DOCUMENT DOES NOT CONSTITUTE OR 
CONTAIN AN OFFER OF OR AN INVITATION TO SUBSCRIBE FOR OR ACQUIRE ANY SECURITIES. THIS DOCUMENT IS CONFIDENTIAL TO CLIENTS OF CONCORDE CAPITAL AND IS NOT TO BE REPRODUCED OR DISTRIBUTED OR 
GIVEN TO ANY OTHER PERSON.  
  
CONCORDE CAPITAL, ITS DIRECTORS AND EMPLOYEES OR CLIENTS MIGHT HAVE OR HAVE HAD INTERESTS OR LONG/SHORT POSITIONS IN THE SECURITIES REFERRED TO HEREIN, AND MIGHT AT ANY TIME MAKE 
PURCHASES AND/OR SALES IN THEM AS A PRINCIPAL OR AN AGENT. CONCORDE CAPITAL MIGHT ACT OR HAS ACTED AS A MARKET-MAKER IN THE SECURITIES DISCUSSED IN THIS REPORT. THE RESEARCH ANALYSTS 
AND/OR CORPORATE BANKING ASSOCIATES PRINCIPALLY RESPONSIBLE FOR THE PREPARATION OF THIS REPORT RECEIVE COMPENSATION BASED UPON VARIOUS FACTORS, INCLUDING QUALITY OF RESEARCH, 
INVESTOR/CLIENT FEEDBACK, STOCK PICKING, COMPETITIVE FACTORS, FIRM REVENUES AND INVESTMENT BANKING REVENUES. 
  
PRICES OF LISTED SECURITIES REFERRED TO IN THIS REPORT ARE DENOTED IN THE CURRENCY OF THE RESPECTIVE EXCHANGES. INVESTORS IN FINANCIAL INSTRUMENTS SUCH AS DEPOSITORY RECEIPTS, THE VALUES OR 
PRICES OF WHICH ARE INFLUENCED BY CURRENCY VOLATILITY, EFFECTIVELY ASSUME CURRENCY RISK. 
  
DUE TO THE TIMELY NATURE OF THIS REPORT, THE INFORMATION CONTAINED MIGHT NOT HAVE BEEN VERIFIED AND IS BASED ON THE OPINION OF THE ANALYST. WE DO NOT PURPORT THIS DOCUMENT TO BE ENTIRELY 
ACCURATE AND DO NOT GUARANTEE IT TO BE A COMPLETE STATEMENT OR SUMMARY OF AVAILABLE DATA. ANY OPINIONS EXPRESSED HEREIN ARE STATEMENTS OF OUR JUDGMENTS AS OF THE DATE OF PUBLICATION 
AND ARE SUBJECT TO CHANGE WITHOUT NOTICE. REPRODUCTION OF THIS DOCUMENT IN WHOLE OR IN PART WITHOUT PRIOR PERMISSION IS PROHIBITED.  
  
NEITHER THIS DOCUMENT NOR ANY COPY HEREOF MAY BE TAKEN OR TRANSMITTED INTO THE UNITED STATES OR DISTRIBUTED IN THE UNITED STATES OR TO ANY U.S. PERSON (WITHIN THE MEANING OF REGULATION S 
UNDER THE U.S. SECURITIES ACT OF 1933, AS AMENDED (THE “SECURITIES ACT”)), OTHER THAN TO A LIMITED NUMBER OF “QUALIFIED INSTITUTIONAL BUYERS” (AS DEFINED IN RULE 144A UNDER THE SECURITIES ACT) 
SELECTED BY CONCORDE CAPITAL.  
  
THIS DOCUMENT MAY ONLY BE DELIVERED WITHIN THE UNITED KINGDOM TO PERSONS WHO ARE AUTHORIZED OR EXEMPT WITHIN THE MEANING OF THE FINANCIAL SERVICES AND MARKETS ACT 2000 (“FSMA”) OR TO 
PERSONS WHO ARE OTHERWISE ENTITLED TO RECEIVE THIS DOCUMENT UNDER THE FINANCIAL SERVICES AND MARKETS ACT 2000 (FINANCIAL PROMOTION) ORDER 2005, OR ANY OTHER ORDER MADE UNDER THE FSMA. 
  
©2019 CONCORDE CAPITAL 
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Contacts 

2 Mechnikova Street, 16th Floor 
Parus Business Centre 
Kyiv 01601, Ukraine 
Tel.: +380 44 391 5577 
Fax: +380 44 391 5571 
www.concorde.ua 
Bloomberg: TYPE CONR <GO> 

CEO 
Igor Mazepa  im@concorde.com.ua 
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