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Metinvest

Deal announced — negotiations to begin

On March 19, Metinvest announced a refinancing and restructuring deal
that allows METINV'21 noteholders to receive 105.25% of par (and part of
the coupon) for their notes by the end of April. This buyback price is within
our 104.9-109.1% fair value range, and therefore we are discontinuing our
Speculative Buy recommendation. Nevertheless, we recommend that
investors negotiate a higher price, close to 109.1%, during Metinvest’s
upcoming road show. The investors who supported Metinvest through
thick and thin are entitled to realizing the full value of their notes, and
their hand looks strong.

Metinvest’s move: a deal was announced

Deal announcement. In a March 19 release, Metinvest announced a
cash tender offer to purchase the METINV'21 Eurobond and its intention
to issue new Eurobonds, simultaneously asking noteholders to consent
to the restructuring of the METINV'21 Eurobond.

Refinancing. Metinvest has invited the holders of its METINV'21
Eurobond to tender their notes for purchase for a cash consideration of
100.5% of par by the final deadline of Apr. 19. The holders who meet the
early tender deadline of Apr. 3 in contacting the tender and information
agent will receive an additional early tender payment of 3.75% of par.

Restructuring. Additionally, Metinvest is seeking consent of 75% or more
of noteholders for a substantial amendment and restatement of the
conditions of the currently outstanding METINV'21 Eurobond to align
them with the conditions of the new Eurobonds. In particular, this will
include the removal of the cash sweep mechanism. The noteholders are
also asked to consent to the release of certain guarantors and the
common security, as well as to the issue of the new Eurobonds. The
consent deadline is Apr. 3, and the consent fee is 1.0% of par.

The deal’s announced purposes. According to Metinvest, the purpose of
the tender offer and the consent solicitation, together with a separate
proposal for the amendment and restatement of the existing PXF facility,
is to proactively manage and extend Metinvest’s debt maturity profile,
and to take advantage of favorable market conditions to refinance the
Notes so as to (i) lower Metinvest’s blended cost of funding and provide
for a more stable and longer term capital structure with a lower
refinancing risk; (ii) release common recourse security that was put in
place as part of the restructuring and (iii) conform the conditions to
market standard terms.
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Bloomberg METINV Corp
Price, % of par 104.9%
Amount outstanding,
USD min 1,187
Price as of Mar. 21, 2018
Expected deal timeline
Early tender deadline Apr. 3
Electronic consent deadline Apr. 3
Announcement of results of

Apr. 4

consent solicitation
Pricing of the new Eurobonds Apr. 4

Announcement of new rate of  ASAP after

interest on METINV'21 Apr. 4
Final deadline Apr. 19
Offer results announcement Apr. 20
Settlement date Apr. 23

Payments to METINV’21 noteholders
Purchase price (if

0,
tendered in by Apr. 19) 100.50%
Early tender payment (if o
tendered by Apr. 3) 3.75%
Consent fee (if consented 1.00%

by Apr. 3)
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e S&P rates new Eurobonds B-. Following Metinvest’s announcement, S&P
Global Ratings announced on March 19 that it has assigned its B- issue rating to
the new Eurobonds. The rating agency also revealed that, in relation to the
existing USD 1.1 bln PXF facility, Metinvest intends to repay 20% on the
settlement date and to swap up to USD 300 min for the new Eurobonds, on a
noncash basis. The final maturity will be extended by 14 months to October
2022.

e Dividends: a deal outcome crucial for Metinvest? Importantly, Metinvest will
be able to pay up to 50% of net income in dividends, without limitation on the
total amount, once 35% of the PXF is repaid, according to S&P.

e New Eurobonds: two tranches. Regarding the new Eurobonds, S&P revealed
that two tranches will be proposed, with five- (METINV'23) and eight-year
(METINV'26) maturities. The proceeds will be used to refinance existing debt.

o New rate of interest on METINV'21: in line with new Eurobond. Metinvest
revealed in its announcement that the METINV'21 Eurobond outstanding after
the transaction will become a vanilla, bullet-redemption note, and that the rate
on this Eurobond will be reset according to a formula that the holders are asked
to consent to as well. The formula is adjusted for duration roughly as follows:
the rate achieved for the METINV'23 less 0.385 percentage points per year of
duration. For example, if the METINV'23 Eurobond matures on Apr. 23, 2023,
then the rate on METINV'21 will be reset to 0.5 pp lower than the METINV'23
placement rate.

e  Fitch: new Eurobonds earn B rating, deal will moderate refinancing risks. Fitch
revised Metinvest’s outlook to Positive on March 19 and confirmed its long-
term issuer default rating for Metinvest at B in anticipation of a successful
completion of the deal. The expected spreading of debt maturities and
moderation of refinancing risks is the reason for the change in its outlook on
Metinvest, the rating agency noted. Fitch emphasized that, following the deal,
all of Metinvest’s Eurobonds will be plain vanilla instruments without
meaningful protection for noteholders.

e Road show to commence on March 21. In a March 19 news piece, Bloomberg
reported that the deal’s road show will commence on March 21.

e The deal’s timeline. The pricing of the new Eurobonds and the announcement
of consent solicitation results are expected on Apr. 4, and the rate of interest on
the METINV'21 Eurobond will be revealed soon thereafter. The announcement
of the results is expected on Apr. 20, and the settlement date for the deal is
expected to be Apr. 23.

e No catch up interest will be paid on METINV'21. Metinvest intends to pay only
the cash pay and pay-if-you-can (PIYC) parts of the coupon, the total of
9.3725%, from Feb. 18 (the cash pay part, 2.7930%) and March 18 (PIYC,
6.5795%) until the settlement date.
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Next move: noteholders need to negotiate

This is just the beginning. This initial offer by Metinvest allows for noteholders
to achieve a total of 105.25% of par by tendering in the METINV'21 Eurobond
and consenting to the restructuring, all by Apr. 3. We think that the market
should respond with a counteroffer and demand a higher price. Our idea of the
fair price is close to the 109.1% upper bound of the buyback price range, 104.9-
109.1% (as mentioned in our March 1 report).

Noteholders have to negotiate to avoid loss of value. We think that agreeing
to the 105.25% consent & buyback price will result in a substantial loss of value
for the noteholders, because they will lose both the enhanced surety of the
METINV'21 Eurobond and the value this instrument would provide should its
redemption schedule be extended due to Metinvest’ lower profitability during
2018-2021, as described in our March 1 report.

Favorable market conditions: payback for legacy investors. The very fact that
Metinvest stated that the conditions in the financial markets are currently
favorable to the borrower means that the investors who supported Metinvest
through thick and thin should be entitled to realizing the full value of their
notes. As we suggested in our March 1 report, the value of the METINV'21
Eurobond has increased substantially since Metinvest’s 2017 restructuring, and
currently falls into the 104.9-109.1% range depending on the scenarios for
Metinvest’s future profitability.

Metinvest might be open to negotiating, amending its offer. In the past,
Metinvest was open to making a second offer during a liability management
deal. Namely, in late 2014, Metinvest increased the cash consideration of an
exchange offer for its METINV'15 Eurobond to 25% from 20%, enhancing the
value it offered to the noteholders.

Noteholders’ hand in negotiations looks strong. We think that Metinvest went
for the deal in order to be able to pay its dividends to SCM, its majority owner,
ASAP, identifying this as the purpose of conforming the Eurobond’s conditions
to market standard terms. This Metinvest desire might stem from SCM’s
possible need of being able to pay as much as USD 821 min in an award in
relation to a legal dispute over SCM’s acquisition of Ukrtelecom. The London
Court of International Arbitrage will reportedly hold a hearing on this case on
Apr. 23. SCM’s possible loss will trigger the need to collect from its assets,
including Metinvest, the total sum for paying the award. Because of the
potential urgency for Metinvest to be able to pay its dividends, the market's
hand is strong in reaching a reasonable Eurobond buyback price.

It's up to noteholders now. We discontinue our Speculative Buy
recommendation on the METINV'21 Eurobond, which we issued on
expectations of a deal, because the deal is shaping up to take place and the
buyback price is within our 104.9-109.1% fair value range, albeit very close to
the range’s lower bound. Nevertheless, we are not overwhelmed by
Metinvest’s offer, and recommend that noteholders negotiate with Metinvest
and push the buyback price higher.
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APPENDICES

Analyst certification

I, Dmytro Khoroshun, hereby certify that the views expressed in this research
report accurately reflect my personal views about the subject securities and
issuers. | 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.
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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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