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Following their recent rally and high volatility, the GenCos' 
current heights present investors with a fork in the road – 
grab the bull by the horns and ride onward into thinner air, 
or cash out for an enticing profit. As Centrenergo, 
Dniproenergo, Kyivenergo and Zakhidenergo are trading 
close to our 12M target, we take the moderate route and 
downgrade them to HOLD. We re-iterate a BUY 
recommendation for Donbasenergo as it still boasts an 
upside potential. 

 
 
Price rally to end?  
Following a slight correction in early March, GenCos broke February’s 
record prices last week. Reaching a historical high EV/Capacity 
multiple of USD 270/kW, GenCos reduced their discount to Russian 
OGKs by EV/Capacity from 70% in January to 54%. We believe that 
given the high price volatility observed during the last two months, 
the number of investors willing to cash out (ytd performance of 50%-
180%) is very likely to grow. 
 
 
Profitability of GenCos to decrease for the next quarter 
According to an announcement by the Minister of the Coal Industry 
two weeks ago, local prices for energy coal will grow 19% starting 
April 1, and by a further 13% since May 1. This is very likely to cause 
a temporary decrease in profitability for thermal power generation 
companies, and electricity tariffs are unlikely to adjust 
correspondingly: the National Electricity Regulatory Commission 
forecasts growth of wholesale electricity tariffs in April to be only 
1.6% (the same growth as a month ago, when no significant growth 
in coal prices was observed). The negative effect on GenCos’ margins 
will be temporal, and their profitability is very likely to be restored in 
3Q07. We do not change our sales and profit forecasts for 2007. 
 
 
Kyivenergo: The time of truth is coming 
During the last two months, no information on the future of 
Kyivenergo's lease of the city's assets has appeared. We still keep in 
mind two announcements: the management’s expectation that a 
tender for the lease of the city of Kyiv's assets might be held in May 
2007 (from Oct. 2006); and a political declaration by the Kyiv City 
Council Head (in Jan. 2007) that Kyivenergo’s lease will not be 
prolonged. Since the major players that pushed for an end to 
Kyivenergo's lease now seem to have too many other problems in the 
political sphere to worry about the city's infrastructure, and in the 
absence of fresh news, we now speculate whether a new tender will 
take place at all, leaving operating control of the city's power 
generators to Kyivenergo.   

 
 

 
Market                                             Relative performance                      GenCos vs OGKs indices* 

 
 
 
 
 
 
  
Source: PFTS, RTS, Bloomberg, Concorde Capital calculations 
* Four GenCos and five OGKs, MCap-weighted

  Price 
12M 

target Upside Rec. 
CEEN 3.3 3.2 -2% HOLD 
DNEN 350.0 382.9 9% HOLD 
DOEN 21.1 27.6 31% BUY 
ZAEN 87.1 94.3 8% HOLD 
KIEN 4.6 4.0 -13% HOLD 

 
 
  MCap EV/S 

EV/ 
EBITDA 

EV/ 
Capacity 

CEEN 1,219 2.14 23.5 294 
DNEN 1,373 2.12 19.3 252 
DOEN 499 1.76 22.0 220 
ZAEN 1,114 1.56 20.8 259 
KIEN 500 0.72 5.8 502 

 
 

               Installed 
                capacity, GW 

  Output,  
   TWh 

  Total Coal-fueled 07E 08E 
CEEN 7.55 4.55 14.8 15.6 
DNEN 8.16 5.76 15.6 16.1 
DOEN 2.71 2.71 7.7 8.3 
ZAEN 4.60 4.60 15.9 16.3 
KIEN 1.20  - 5.7 6.3 
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Weekly candle charts (52 weeks): Market volumes (shares) vs. market prices (USD)  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 Source: Bloomberg, PFTS 
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I, Alexander Paraschiy, hereby certify that the views expressed in this research report accurately 
reflect my personal views about the subject securities and issuers. I 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 research report. 

 
Date

Closing Target Closing Target Closing Target Closing Target Closing Target

13-May-05 0.79 0.76 75 88 4.2 6.8 27.7 29.0 1.62 1.80

30-May-05 27.7 30.5

4-Jul-05 4.4 6.0

19-Jul-05 24.0 30.5

15-Aug-05 1.40 1.70

15-Sep-05 1.50 1.70

26-Sep-05 0.80 0.82 67 99 4.2 6.6 26.0 34.0

3-Jan-06 0.54 0.82

7-Apr-06 1.50 2.25

26-Jun-06 0.79 0.91 76 123 5.2 7.4 26.5 34.0

4-Aug-06 1.51 1.74

25-Sep-06 32.0 34.0

26-Sep-06 7.2 7.4

6-Oct-06 1.04 1.74

12-Oct-06 1.41 1.74

15-Nov-06 1.17 1.06 109 131 7.8 9.6 40.0 35.4

28-Nov-06 1.18 1.06 109 131 8.0 9.6 41.0 35.4

22-Dec-06 1.35 1.40 126 134 8.7 11.3 52.8 41.2

23-Jan-07 2.32 4.00

21-Mar-07 2.80 3.20 288 383 17.1 27.6 73.4 94.3

2-Apr-07 3.30 3.20 347 383 21.0 27.6 87.1 94.3 4.63 4.00

CEEN price, USD    DNEN price, USD     DOEN price, USD     ZAEN price, USD    KIEN price, USD
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