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Current price USD 0.58
Target price USD 0.42

SELL

This week, Transmashholding bought a 76% stake in
Luhanskteplovoz from the state and returned to the rudder after a
half-year absence. Noticeably, this time the price paid was 10%
cheaper in USD terms. We welcome Transmasholding’s return but
note that risk of legal battles is high and that locomotive market
recovery is yet to come. Our peer valuation suggests that the stock
should be valued a 0.42 USD per share, a downside of 27%. SELL

Transhmasholding: Back to the rudder

This week, the State Property Fund (SPF) auctioned its 76% stake in
Luhanskteplovoz. Bryansk Machinery, part of Russian railway
machinery giant Transmashholding, bought the stake for UAH 410
min (UAH 2.46 per share), a tiny 2.5% premium to the starting price.
Transmashholding returned to the rudder of Luhanskteplovoz after
being absent for a half a year.

Luhanskteplovoz privatization bidders

Bidder Affiliation Bid
Bryansk Machinery Transhmashholding UAH 410 min
Sumy Frunze Energy Standard Group UAH 400 min

Mantara Holding Ltd  Privat”

*According to media reports
Source: Interfax

Not allowed to participate

Legal disputes are likely again

One day before the auction, the SPF declined to allow Mantara
Holding to participate in the auction reportedly due to a non-
submission of two required documents. We see a risk of legal actions
initiated by Mantara Holding as high. Mantara is believed to be
affiliated with Privat group, which was behind court battles over
Luhanskteplovoz that resulted in the cancellation of previous
privatization results. In March 2007, the SPF sold its stake to Bryansk
Heavy Machinery, but the auction was ruled illegal by the Economic
Court of Luhansk in September 2009 and shares were returned to the
SPF in early November for re-privatization.

Recovery in locomotive market to lag railcar segment

Orders for Luhanskteplovoz locomotives mainly come from state-
owned Russian Railways and Ukrainian Railways. Both monopolies
lack funds for modernization due to uneconomically low tariffs for coal
and iron ore shipping and to subsidization of passenger
transportation. We argue that demand for locomotives will lag the
currently observed recovery in demand for railcars, as the latter is
driven by a flow of orders from private fleet stock operators.

Though we believe that Transmashholding, 25%-is owned by Russian
Railways, is able to load currently idle Luhanskteplovoz’s capacities by
orders from Russian Railways, the timing and amount remain
uncertain.
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LTPL 12M trailing sales, quarterly data, USD min
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Valuation

We value LTPL on EV/EBITDA 11E metric, using its global peer
median of 6.9. We contend that the company’s 2009 and 2010
multiples are meaningless for valuation purposes, as the locomotive
maker was operating with only 5-10% capacity load starting from
2009.

We estimate that with the return of Transmashholding as the owner,
Luhanskteplvoz will be able to record a top line of c. USD 200 min in
2011, growing production to 2008 level. Furthermore, we assume
that Transmashholding will be able to improve Luhanskteplovoz's
EBITDA margin from 6.5% in 2008 to 9% in 2011 thanks to improved
cost efficiency. Still, our target price of USD 0.42 per share implies
27% downside. SELL.

Peer multiples

EV/S EV/EBITDA

2010E 2011E 2010E 2011E
Luhanskteplovoz 1.6 0.8 16.5 8.7
Global peers
Alstom (FR) 0.6 0.6 5.7 5.7
Downer EDI (NZ) 0.3 0.3 4.4 3.8
Kinki Sharyo (JP) 0.5 0.5 n/a n/a
Siemens (DE) 1.1 1.0 8.2 7.5
Vossloh (DE) 0.9 0.9 7.0 6.7
American Railcar Ind (US) 0.9 0.7 16.3 7.0
Wabtec Corp (US) 1.5 1.4 9.2 8.3
Median 0.9 0.7 7.6 6.9
Implied price by median 0.29 0.49 0.19 _
Upside -49% -15% -67% -27%
Local peers
Stakhaniv Railcar 0.6 0.5 5.8 5.0
Kryukiw Wagon 1.0 0.8 7.6 5.1
Median 0.8 0.6 6.7 5.0
Implied price by median 0.23 0.45 0.15 0.27
Upside -61% -21% -74% -53%

Source: Company data, Bloomberg, Concorde Capital
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Income Statement Summary, USD min

2005 2006 2007 2008 2009 2010E 2011E
Net Revenues 77.6 87.6 105.5 237.6 67.1 100.0 200.0
Change y-o-y 0.9% 12.9% 20.5% 125.3% -71.8% 49.0% 100.0%
Cost Of Sales (62.4) (70.7) (85.5) (200.0) (62.4) (82.3) (164.7)
Gross Profit 15.2 16.9 19.9 37.7 6.2 17.7 35.3
Gross Margin, % 19.6% 19.3% 18.9% 15.9% 9.2% 17.7% 17.7%
Other Operating Income/Costs, net (2) (1) (1) 4) (4) (4) 4)
SG&A (8.8) (10.1) (13.9) (19.3) (9.4) (10.4) (13.5)
EBITDA 4.9 5.7 4.9 14.8 (7.1) 3.5 18.0
EBITDA margin, % 6.3% 6.5% 4.7% 6.2% -10.6% 3.5% 9.0%
Depreciation (2.1) (2.4) (2.6) (2.7) (1.4) (1.5) (1.8)
EBIT 2.8 3.3 2.4 12.1 (8.5) 2.0 16.2
EBIT margin, % 3.6% 3.8% 2.2% 5.1% -12.7% 2.0% 8.1%
Interest Expense (2.1) (2.3) (2.9) (6.8) (3.3) (3.3) (4.9)
Financial income/(expense) 0.2 0.2 0.1 0.0 0.0 - -
Other income/(expense) 0.4 (3.0) (3.1) (0.8) (7.2) - -
PBT 1.2 (1.8) (3.5) 4.5 (18.9) (1.3) 11.3
Tax (1.2) (1.2) - (4.3) (1.2) - (2.8)
Effective tax rate 101.1% -67.3% 0.0% 96.0% 6.5% 25.0% 25.0%
Net Income (0.0) (3.1) (3.5) 0.2 (20.2) (1.3) 8.5
Net Margin, % -0.1% -3.6% -3.4% 0.1% -30.1% -1.3% 4.2%
Balance Sheet Summary, USD min
2005 2006 2007 2008 2009 2010 2011
Current Assets 49.1 43.4 80.1 70.8 32.1 39.1 70.2
Cash & Equivalents 0.2 0.2 3.7 1.5 0.5 0.4 0.7
Trade Receivables 2.8 5.6 6.5 3.2 0.7 2.4 4.7
Inventories 34.4 31.6 46.0 36.6 19.3 22.9 45.8
Other current assets 11.7 6.1 24.0 29.5 11.7 13.5 18.9
Fixed Assets 36.7 34.5 41.7 25.4 23.1 28.1 43.1
PP&E, net 32.0 29.9 29.0 20.6 19.6 24.6 39.6
Other Fixed Assets 4.8 4.7 12.7 4.8 3.5 3.5 3.5
Total Assets 85.8 78.0 121.9 96.3 55.2 67.2 113.3
Shareholders' Equity 30.7 28.1 27.8 18.3 (2.0) (3.3) 5.2
Share Capital 10.9 10.9 10.9 7.1 6.9 6.9 6.9
Reserves and Other 31.3 28.6 26.1 17.1 16.6 16.6 16.6
Retained Earnings (11.5) (11.3) (9.2) (5.9) (25.5) (26.8) (18.3)
Current Liabilities 46.8 31.5 86.5 71.5 52.4 55.6 73.2
ST Interest Bearing Debt 15.6 12.0 18.8 23.2 11.0 11.0 11.0
Trade Payables 13.6 5.1 4.3 31.0 12.7 17.6 35.2
Accrued Wages 1.1 1.5 2.3 1.5 3.3 1.6 1.6
Accrued Taxes 0.1 0.2 5.6 0.2 0.5 0.5 0.5
Other Current Liabilities 16.4 12.8 55.5 15.5 24.9 24.9 24.9
LT Liabilities 8.3 18.4 7.6 5.0 4.8 14.8 34.8
LT Interest Bearing Debt - 8.8 - - - 10.0 30.0
Other LT 8.3 9.6 7.6 5.0 4.8 4.8 4.8
Total Liabilities & Equity 85.8 78.0 121.9 94.8 55.2 67.2 113.3

Source: Company data, Concorde Capital
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Analyst certification

I, Yegor Samusenko, 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.

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.
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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.
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