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Metinvest Eurobonds 

 
Restructuring terms imply fair value of 100 

February 2, 2017 
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Summary 

Source: Bloomberg, company data, Concorde Capital research 

Yield map, Feb. 02 Metinvest is on the verge of completing a long-awaited debt restructuring in the coming 
weeks, with most of the restructuring parameters not having changed much since their 
initial announcement in May 2016. We expect the majority of bondholders will approve 
the restructuring next week. 
 
Metinvest’s new Eurobonds have a complicated coupon structure and amortization that 
is linked to the holding’s future free cash flows. They are no longer a classical fixed 
income instrument, which complicates their valuation.  
 
To value Metinvest bonds, we model three possible repayment scenarios: 
 

• Under the most pessimistic case, only minimum payments under the notes will be 
made, with a maximum possible delay. 
 

• The fixed coupon case (also pessimistic) assumes the holding will pay all the coupon 
payments in full and on time, but won’t repay any principal until maturity. 

 

The above cases are easy to model, but they only point at the floor price of the bonds. 
 

• The base case models coupon and principal payments by Metinvest as a function of its 
future free cash flows. 

 
Our base case valuation suggests that Metinvest bonds have room for a price increase 
(implied NPV is 100% of par, assuming  an 11% discount rate). In the worst case (much 
less realistic) the NPV of payments under the notes is 96% of par value. 
 
Our conclusion is the bonds’ fair value should close to par, so we reiterate our positive 
view on METINV.   
 

maturity 

2 February Custody Instruction Deadline, Record Date 

3 February Voting Instruction Deadline 

6 February Notes Scheme Meeting, PXF Scheme Meeting 

8 February 
Scheme Sanction Hearing, Anticipated Scheme 
Effective Date 

About 28 February Anticipated Scheme Settlement Date 

Expected timetable of events: 

YTM 
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Restructuring terms: repayments 

* The rate is 4.16% plus highest to 1-month LIBOR (which is 0.8% now) and 1%. For simplicity, we assume It will always be 5.16% rate; **30% of accrued interest;  
*** 70% of accrued interest. Source: Company data, Concorde Capital research 

All Eurobonds will be combined into a single instrument with an expected total amount 
outstanding of USD 1.180 bln (and maximum possible amount of USD 1.225 bln). 
 

The ultimate Eurobonds maturity is 31 Dec. 2021.   (For PFX facility: 30 June 2021). 
 

Their payment will be quarterly between May 18, 2017 and Nov. 18, 2021, with an additional 
payment upon maturity date.  
 

All the payments will be made based on a cash sweep. Namely, all the payments (except 
guaranteed amounts) will be made only from excess cash (the amount of average cash for a quarter 
that exceeds USD 180 mln). The cash sweep amount is distributed between PXF lenders and the 
holders of Eurobonds proportional  to debt amounts outstanding (or interest accrued). 
 

The order of payments is as follows: 

For Eurobonds, quarterly in  
May’17-Nov.’18: 
 
• 2.7930%  in cash coupon 
 
 
• 6.5795%  in PIYC coupon 
 
 
• Repayment of outstanding PIK 

notes (if any outstanding) 
 
 
 
• 1.5025% in catch-up coupon 
 
This totals a 10.875% maximum 
coupon rate 
 

 
 

• Repayment of notes 
outstanding 
 
 
 

 
 
Paid in any case: 
 
Paid if there is cash for 
distribution (otherwise, capitalized 
via issue of PIK notes): 
 

 

Paid from remaining cash for 
distribution (if any): 

 
 
 
Paid from remaining cash for 
distribution (if any): 
 
 
 
 
 
Paid from remaining cash for 
distribution (if any): 
 

For Eurobonds, quarterly 
since Feb’19  
 
• 10.875%  in cash coupon 

 
 
 

 
 
• Repayment of 

outstanding PIK notes (if 
any outstanding) 
 
 
 

 
 
 
 
 
 
• Repayment of notes 

outstanding 
 
 

For PXF loans (interest rate 5.16% *)  
in 2017-2018: 
 
• 1.548% cash interest (paid 

monthly)** 
 
• 3.612% in PIYC PFX interest (paid 

quarterly) 
 
• Repayment of outstanding PIK 

interest (quarterly, if any 
outstanding) 

 
 
• Catch-up PXF repayment 

(quarterly). Equal to a quarter of 
(10.875% less 5.160%*) 

This equates PXF payments  and the 
maximum coupons on Eurobonds 

 
 

• Repayment of PXF outstanding 
 

There is no quarterly payment cap for the debt, while 
there is a floor, which amounts to 2.79% annual interest 
for 2017-2019 and 10.88% annual interest for 2019-
2021. 

For PXF loans (interest rate 5.16% *)  
in 2019-2021: 
 
• 5.16% cash interest (paid 

monthly) 
 
 
 
 
• Repayment of outstanding PIK 

interest (quarterly, if  any 
outstanding) 

 
 

 
 
 
 
 
 

 
• Repayment of PXF outstanding 
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Restructuring terms: repayments (example) 

Let’s assume that there are USD 1,180 mln in Eurobonds outstanding and USD 1,071 mln in 
PFX outstanding just after the restructuring. 
 
 
Let’s assume that in the first quarter, cash for distribution to debt holders is USD 20 mln. 
This amount will only be enough to pay:  
- cash interest (total amount of USD 12.4 mln) and  
- the remaining USD 7.6 mln to pay 26% of accrued PIYC interest for each debt instrument. 

The rest of accrued PIYC interest (totaling USD 21.5 mln) will be capitalized as PIK 
instruments. 

 
 
 
 
Let’s assume that in the second quarter, cash for distribution to debt holders is USD 90 mln. 
This amount will be enough to pay:  
- cash interest totaling USD 12.5 mln, 
- all accrued PIYC interest (USD 29.4 mln), 
- repay the earlier capitalized PIK interest (USD 21.5 mln), 
- pay catch-up interest on Eurobonds (USD 4.5 mln), and make catch-up repayment on PXF 

(USD 8.3 mln), 
- and use the remaining USD 13.9 mln to partially repay the outstanding debt, each 

instrument by 0.615%.  
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Source: Company data, Concorde Capital research 
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Restructuring terms: other 

Restructuring fees and other payments to be made on about Feb. 28:  

• 0.75% in restructuring fee to be paid to all noteholders  

• 0.08% to 0.26% in cash interest for February 

• 0 to 2.146% in partial (or full) repayment of outstanding capitalized interest since Jan. 2016. 

Total amount to be paid is between 0.83% and 3.16% of notes currently outstanding. 
 

• Also, a 1.50% fee will be paid to the bondholders who signed a “lock up agreement” before 
the Jan. 16 deadline. 

 

Limit on CapEx, USD mln: 

2017: 636 (+ up to 100, in case all accrued interest was fully paid in cash in 2017) 

2018: 651 (+100, in case all accrued interest was fully paid in cash in 2017) 

2019: 775 (+100, in case all accrued interest was fully paid in cash in 2018) 

2020: 836 (+100, in case all accrued interest was fully paid in cash in 2019) 

2021: 888 (+100, in case all accrued interest was fully paid in cash in 2020) 

 

Limits on payment of dividends to Metinvest shareholders: 

Dividends can be distributed only when: 

• The aggregate principal amount of the bonds and PXF Loans outstanding is equal to or less 
than 45% of their principal amount as of the effective date (Feb. 8, 2017). 

• No default has occurred. 

• The dividend amount should be 40% of the amount in excess of USD 250 mln in average 
cash balance for a quarter. 

• The maximum amount of dividends shall not exceed USD 300 mln p.a. 

 

 

 

With such commitments made, Metinvest 
won’t be able to explain the absence of cash 
flow for distribution to debt holders by making 
excessive CapEx or dividends. On the other 
hand, the holding will always have an 
opportunity to limit amounts distributable to 
debt holders via investing into working capital.  

Source: Company data, Concorde Capital research 
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Bond valuation: implied value is 96-100 of par 

We are considering three scenarios for the repayment schedule starting 
May 2017: 
 

Worst case :  
Only  required amounts of cash coupons are paid: 
• In 2017-2018, only a cash coupon of 2.793% p.a. is paid. The PIYC coupon 

of 6.5795% is capitalized and repaid at maturity. 
• In 2019-2021, the cash coupon of 10.875% p.a. is paid. 
The principal is redeemed in one installment at the end of 2021. 
 

 

Worst case + :  
Coupons paid in full, redeemed at maturity: 
• Coupon is paid at the rate of 10.875% p.a. all the time . 
The principal is redeemed in one installment at the end of 2021. 
 
 

Base case : 
The holding allocates payments between Eurobond holders and PXF 
lenders based on a cash sweep. The cash available for distribution among 
debt holders is estimated on slide 7. Annual cash for distribution is paid in 
equal amounts in each quarter of a respective year.  
 
Also, we assume bondholders will receive in late February 2017:    
• a 0.83% restructuring fee, and coupons for February in  the worst case. 
• a 3.16% restructuring fee, coupons for February and full repayment of 

earlier capitalized interest, in other cases. 
 

Discount rate applied: 11% 
We derive the discount rate in calculating the implied price of Metinvest 
Eurobonds based on related issuers’ yield curve. SCM, Metinvest’s key 
shareholder, has two other companies that issued Eurobonds: First Ukrainian 
International Bank (PUMBUZ) and DTEK (DTEKUA). Their bonds mature in 
Dec.  2018 and Dec. 2024, respectively. Simply placing Metinvest’s designed 
maturity on  the PUMBUZ–DTEKUA yield curve, we derive an expected YTM 
of Metinvest’s bond at 11.0%. That looks a bit conservative as Metinvest is 
not exposed to local currency risk and its business is not subject to any sector 
regulations, unlike DTEK and the bank. 
 

Sov’n 
curve 

DTEK 
bond 

PUMB 
bond 

8.0%

8.5%

9.0%

9.5%

10.0%

10.5%

11.0%

11.5%

12.0%

2017 2019 2021 2023 2025

Metinvest 

“SCM curve” 

0.0

1.0

2.0

3.0

4.0

fe
b

`1
7

au
g'

1
7

fe
b

'1
8

au
g'

1
8

fe
b

'1
9

au
g'

1
9

fe
b

'2
0

au
g'

2
0

fe
b

`2
1

au
g'

2
1

d
ec

'2
1

Coupon/Fees Principal

112.1 

0.0

1.0

2.0

3.0

4.0

5.0

6.0

7.0

8.0

9.0

10.0

11.0

fe
b

`1
7

au
g'

1
7

fe
b

'1
8

au
g'

1
8

fe
b

'1
9

au
g'

1
9

fe
b

'2
0

au
g'

2
0

fe
b

`2
1

au
g'

2
1

d
ec

'2
1

0.0

1.0

2.0

3.0

4.0

fe
b

`1
7

au
g'

1
7

fe
b

'1
8

au
g'

1
8

fe
b

'1
9

au
g'

1
9

fe
b

'2
0

au
g'

2
0

fe
b

`2
1

au
g'

2
1

d
ec

'2
1

Coupon/Fees Principal 97.9 

Implied YTM of Metinvest bonds:  ~11%              Worst case: Cash flow on bonds,  
                                                                                        % of current par 

Worst case + : cash flow on bonds,                        Base case: cash flow (interest and principal)  
% of current par                                                           % of current par 

NPV =  
96.4% of par  

NPV = 99.1% of par  

NPV = 100.0% of par  

Source: Company data, Concorde Capital research 

scheduled maturity 

YTM 
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Modeling the base case 

Key assumptions: 
 
Sales volume is unchanged in 2017-2021: 
• Pig iron: 1.50 mmt (+10% compared to 2016E); 
• Slabs: 0.75 mmt (+7% compared to 2016E); 
• Square billets: 0.30 mmt (flat compared to 2016E); 
• Flat steel products: 7.27 mmt (+4% compared to 2016E); 
• Long steel products: 2.19 mmt (+8% compared to 2016E); 
• Iron ore products: 15.22 mmt (flat compared to 2016E). 
 
Prices: 
• Average blended prices for steel products will be 17% higher in 2017-2021 than in 

2016E in dollar terms (about USD 390/t); 
• Iron ore prices will be USD 60/t in 2017-2021 (+3% compared to 2016E). 
 
The holding’s EBITDA is USD 1.35 bln in 2016, and is increasing in 2017 as cost inflation 
(15% on average in UAH terms) will lag to hryvnia devaluation (8% vs. USD, on average) 
and increase in dollar prices of steel products.  
 
• Working capital is 12% of Metinvest’s revenue in 2017, and grows to 15% of 

revenue by 2020. 
• Effective tax rate will be 13% of EBITDA since 2017. 
• CapEx is made in line with Metinvest’s maximum limit (see slide 5). 
• USD 200 mln p.a. is reserved for other cash costs in 2017-2018 and USD 450 mln 

are reserved for 2019-2021, for the sake of conservatism. That may include war-
affected costs (like the recent case of Avdiyivka),  excessive investments into 
working capital, other unpredictable outflows, as well as dividend payments which 
would be posible since 2019. 

 
All the free cash flow after the above-mentioned allocations are available for 
distribution among bondholders and PFX lenders. 
 
 
 
 

  2014 2015 2016E 2017F 2018F 2019F 2020F 2021F 

Revenue 10,565 6,832 5,795 6,811 6,811 6,811 6,811 6,811 

EBITDA 2,762 804 1,350 2,219 2,199 2,181 2,159 2,135 

Tax paid -353 -39 11 -288 -286 -284 -281 -278 

CapEx -559 -237 -301 -736 -751 -875 -936 -988 

Change in WC -974 1,013 241 -353 -68 -68 -68 0 

Free cash flow 876 1,541 1,301 841 1,094 955 874 869 

Other cash costs -200 -200 -450 -450 -450 

Cash for distribution among debt holders 641 894 505 424 419 

Bond interest 99 85 48 23 3 

PXF interest & catch up repayment 81 74 19 9 1 

Debt repayment, including: 461 735 438 392 136 

 - Bond repayment 255 396 240 215 75 

 - PXF repayment 206 339 198 178 62 

Total payments on bonds, % of current  
amount outstanding  

30% 41% 24% 20% 7% 

Bond outstanding, eoy 1,179 925 529 289 75 0 

PXF outstanding, eoy 1,070 810 437 239 62 0 

Cash flow estimates, USD mln 

Source: Company data, Concorde Capital research 
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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 REGULATIONS 
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. 
  
©2017 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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Marina Martirosyan mm@concorde.com.ua 
Yuri Tovstenko  ytovstenko@concorde.com.ua 
Alisa Tykhomirova at@concorde.com.ua 
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Basic Materials   
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Consumer 
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