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This week Rada prolonged bankruptcy shield of energy companies to 
Jan. 1, 2011. As a result, Donetskoblenergo has two more years to 
restructure its UAH 4.3 bln debt to Energorynok. Now that  mid-term 
bankruptcy risk for Donetskoblenergo is minor, we restore DOON 
coverage by issuing BUY recommendation.  
 
 
 
 
 
INVESTMENT CASE 
 

• With prolongation of the moratorium on bankrupting energy companies 
until the end of 2010 (law #2711), risk of bankruptcy, which used to 
prevent DOON price growth, has dwindled. We believe the company will 
succeed in restructuring its outstanding payables over the next two years 

• DOON has small share of industrial consumers (less than 25%) – this 
makes the company’s sales relatively insensitive to the expected decrease 
in demand for power from industrial sector  

• Progress in decreasing commercial power losses; as a result - 9M08 net 
income is UAH 120 mln (vs UAH 53 mln net losses for 9M07) 

• A likely acquisition target by DTEK 

 
 
 
 
Donetsk region on Ukrainian map      DOON consumer structure, 2007 
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KEY FACTS ABOUT DONETSKOBLENERGO 
 

• One of the three electricity distribution companies in Donetsk region; the 
least concentrated on industrial consumers among regional peers 

• Total length of gridlines: 71.6 ths km, the largest in Ukraine 

• Total transformer capacity: 11.6 GVA, the largest in Ukraine 
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Tickers 
Bloomberg DOON UZ 
 
Market information 

Market price, USD 1.0 
MCap, USD mln 65.5 

  
No of shares, mln 65.52 
  
Free float  6.3% 
Free float, USD mln 4.1 
 
  
Corporate Governance 
Concorde Rating* P 
  
* The rating is based on Concorde Capital's 
corporate governance survey. Q denotes 
quality corporate governance standards, AA - 
above average standards, A - average, BA - 
below average and P – poor. 
  
Shareholders 
NC ECU (State) 65.1% 
DTEK  28.6% 
Other 6.3% 
  
 
 
Key financials and ratios 

  
Sales, 

USD mln 
EBITDA 
margin 

Net 
 margin 

2007 465.3 -9.7% -12.6% 
2008E 491.0 8.2% 5.2% 
2009E 466.5 8.2% 5.3% 
    
  EV/S EV/EBITDA P/E 
2008E 0.1 1.5 2.6 
2009E 0.1 1.6 2.7 

 
 
    

Market price, UAH 
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Bottom line turns positive 
 
Following the decade of loss-making work, Donestkoblenergo started 
reporting positive bottom line in 2008. The company managed to 
solve its problem of high commercial losses: current level of losses 
allows the company generating operating profit. We expect further 
increase of profits in 2009 thanks to continuing decline of commercial 
losses. 
 

Commercial power losses, % of electricity input           EBITDA and net income, USD mln 
  
 
 
  
 
 
 
 
 
 
 
 

Source: Company data, Energobiznes 

 
 
 

Debt: two more years to restructure 
 
With prolongation of the law protecting energy companies from 
bankruptcy, Donetskoblenergo, the most indebted electricity 
distribution company, has two more years to solve its problem of high 
outstanding payables. We see two possible ways of solving: signing 
restructuring agreement with Energorynok (the most probable 
scenario); or privatization of the company with investor’s obligation to 
cover Donetskoblenergo’s debt. 
 
Oblenergos’ payables (Oct. 1 ’08) to 9M08 sales 
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Source: company data 

 
The most realistic option is restructuring Donetskoblenergo’s 
outstanding payables (UAH 4.2 mln) for 10 years (as is allowed by 
the law #2711) in late 2010, with even repayment since 2011. We 
consider two scenarios of repayment, with equal probability: 1) 
repayment from special surcharge to the company’s tariff; 2) from 
Donetskoblenergo’s operating profit. 
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Valuation 
 
For valuation purpose, we calculate two net debt measures which 
correspond to the two most probable scenarios of outstanding debt 
repayment, described above. Under the first scenario, we calculate 
net debt as net interest-bearing liabilities. Under the second scenario, 
we adjust net debt by adding UAH 1.6 bln (PV of restructured 
payables, assuming 15% discount rate).  
 

Peer valuation 
       EV/S    EV/EBITDA   P/E EV/Capacity 
 Peer multiples   2008 2009 2008 2009 2008 2009  USD/VA 
EMASZ HU 0.7 0.7 4.8 5.1 6.4 7.1 0.12 
ELMU HU 0.6 0.6 4.4 4.6 6.1 6.0 0.10 
Prazska Energetika CZ 1.5 1.5 6.3 6.3 9.9 9.7 0.19 
Horizon Energy NZ 3.9 4.2 8.3 8.9 15.0 14.5 0.28 
Cegedel LU 3.1 2.7 10.7 9.3 17.9 17.5 0.23 
Elia BE 5.3 5.2 12.4 12.2 16.1 15.8 n/a 
Terna IT 5.9 6.2 8.1 8.3 14.2 13.9 0.09 
Central MRSK RU 0.4 0.4 2.1 1.6 6.6 3.3 0.01 
Ural MRSK RU 0.3 0.2 2.2 1.5 2.9 2.5 n/a 
Peer average   2.4 2.4 6.6 6.4 10.6 10.0 0.15 
Peer median   1.5 1.5 6.3 6.3 9.9 9.7 0.12 

DOON multiples 
        

@ net int.-bearing debt 0.1 0.1 1.5 1.6 2.6 2.7 0.01 
@ adjusted net debt  0.7 0.7 8.1 8.5 2.6 2.7 0.03 

Implied DOON price, by peer median, USD     
@ net int.-bearing debt 11.0 10.4 4.0 3.7 3.8 3.6 19.2 
@ adjusted net debt 6.9 6.4 neg. neg. 3.8 3.6 15.1 
Source: Bloomberg, company data, Concorde Capital estimates 

 
Implied price of DOON based on EV-related multiples is sensitive to 
assumption of net debt. To remain conservative and to ignore the 
effect of net debt assumption, we set 12M target price for DOON 
based on P/E multiple (USD 3.6).  
 
Our target suggests a 260% upside to current mid-market price. 
Upside effective (adjusted for a 6-month spread, refer to our strategy 
note of Nov. 24, 2008) is 43%. We restore DOON coverage with a 
BUY recommendation.   
 
 



 
Donetskoblenergo Note   December 19, 2008 

 

 
4 

 

CONCORDE CAPITAL 

Disclosures 
 
Investment Ratings 
 
The time horizon for target prices in Concorde Capital's research is 12 months unless otherwise 
stated. Concorde Capital employs three basic investment ratings: Buy, Hold and Sell. Typically, 
Buy recommendation is associated with an upside of 15% or more from the current market 
price; Sell is prompted by downside from the current market price (upside <0%); Hold 
recommendation is generally for limited upside within 15%. Though investment ratings are 
generally induced by the magnitude of upside, they are not derived on this basis alone. In 
certain cases, an analyst may have reasons to establish a recommendation where the associated 
range given above does not correspond. Temporary discrepancies between an investment rating 
and its upside at a specific point in time due to price movement and/or volatility will be 
permitted; Concorde Capital may revise an investment rating at its discretion. A 
recommendation and/or target price might be placed Under Review when impelled by corporate 
events, changes in finances or operations. Investors should base decisions to Buy, Hold or Sell a 
stock on the complete information regarding the analyst's views in the research report and on 
their individual investment objectives and circumstances.  
 

Concorde Capital ratings distribution  Investment banking clients* 
Buy 57 47%  Buy 7 100% 
Hold 47 39%  Hold 0 0% 
Sell 11 9%  Sell 0 0% 

Under Review 6 5%  Under Review 0 0% 
Total 121 100%  Total 7 100% 

*Within the last twelve month period, Concorde 
Capital has obtained compensation from these 
companies. 



 
Donetskoblenergo Note   December 19, 2008 

 

 
5 

 

CONCORDE CAPITAL 

 
 

Concorde Capital, Head office  
2 Mechnikova Street, 21st Floor 
Parus Business Centre 
Kyiv 01601, Ukraine 
Tel.: +380 44 391 5577 
Fax: +380 44 391 5571 
 
www.concorde.ua 
 
 

 

Concorde Capital 
4 Fourth Lesnoy Pereulok, 5th Floor 
Capital Plaza 
Moscow 125047, Russia 
Tel.: +7 495 642 87 15 
Fax: +7 495 225 85 00 
 
office@concorde.com.ua 
 

RESEARCH  
 
 

CEO 
Igor Mazepa 
 
 
Head of Sales & Trading 
Roman Nasirov 
 

im@concorde.com.ua 
 
 
 
 

rn@concorde.com.ua 
 

International Sales & Trading 
Anastasiya Nazarenko 
Marina Martirosyan 
Andriy Supranonok 
 
Domestic Sales & Trading 
Yuriy Pilipenko  
Alisa Tikhomirova 
 
 
Director of Research 
Konstantin Fisun, CFA 
 

an@concorde.com.ua 
mm@concorde.com.ua 
sap@concorde.com.ua 

 
 

up@concorde.com.ua 
at@concorde.com.ua 

 
 
 

kf@concorde.com.ua 

 

Strategy 
Konstantin Fisun  
Oleksandr Klymchuk 
 
Metals & Mining 
Eugene Cherviachenko 
Andriy Gerus 
 
Utilities (Telecom, Energy) 
Alexander Paraschiy 
 
Oil & Gas, Chemicals, 
Pharmaceuticals 
Vladimir Nesterenko 
 
Real Estate/Construction 
Andriy Gostik, CFA 
Alexander Romanov 
 
Consumer-related 
Anna Dudchenko 
 
Machinery 
Alexander Paraschiy 
Alexander Romanov 
Eugene Cherviachenko 
 
Financial Services, Retail 
Alexander Viktorov 
 
Economics 
Andrii Parkhomenko 
 
Fixed Income 
Oleksandr Klymchuk 
 
Editor 
Brad Wells 

 
kf@concorde.com.ua 
ok@concorde.com.ua 

 
 

ec@concorde.com.ua 
ga@concorde.com.ua 

 
 

ap@concorde.com.ua 
 
 
 

vn@concorde.com.ua 
 
 

ag@concorde.com.ua 
ar@concorde.com.ua 

 
 

ad@concorde.com.ua 
 
 

ap@concorde.com.ua 
ar@concorde.com.ua 
ec@concorde.com.ua 

 
 

av@concorde.com.ua 
 
 

pav@concorde.com.ua 
 
 

ok@concorde.com.ua 
 
 

bw@concorde.com.ua 
 

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. 
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