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Yesterday Fitch Ratings upgraded Naftogaz’s senior unsecured rating 
to ‘BB-’ and removed it from Rating Watch Negative. This upgrade to 
the sovereign ceiling was a reaction to government guarantees for 
Naftogaz’s external debt adopted as part of the 2008 State Budget 
Law. With the current spread of Naftogaz ’09 over Ukraine ’11 at 364 
bps, the market has not fully priced in sovereign protection. We see a 
tightening potential by up to 200 bps. 
 
 
New Budget Law secures external debt investors in Naftogaz  
The State Budget Law for 2008 includes USD 2.4 bln in government 
guarantees, which covers all of Naftogaz's external debt and provides for a 
special procedure that protects investors in Naftogaz:  
 

1. All operating proceeds from Naftogaz and its subsidiaries will go into a 
special account in the State Treasury of Ukraine 

2. The government will monitor the account to ensure sufficient funds 
are present to fully satisfy the company's debt obligations 

3. In the event of shortfall, stopgap funding will be allocated from the 
state budget 

 
The government is also committed to subsidize Naftogaz from the special fund 
of the state budget for supplying gas to municipal heating enterprises at prices 
below cost.  
 
Another waiver is expected 
We share the view expressed by Fitch Ratings that, after introduction of the 
guarantees, bond investors will again waive a technical default after the 
company failed to publish FY06 IFRS statements by December 31, 2007. As a 
reminder, after Naftogaz did not release its financials by August 31, 
bondholders waived the default and extended the deadline to December 31. 
 
UAS financials add optimism 
According to 9M07 financials prepared in accordance with Ukrainian Accounting 
Standards, Naftogaz was in a solid financial position: it had net revenues of 
USD 2.6 bln (vs USD 3.1 bln in 9M06), net income of USD 295 mln (vs USD 62 
mln loss in 9M06); the company posted a 22.0% EBITDA margin and 11.4% 
net margin - its highest in five years; Debt to Equity stood at 0.73, 
EBITDA/interest at 3.55. UAS financials do not always adequately reflect 
reality. Certainty will come only with publication of IFRS statements.  
 
How big is the risk for the guarantees in 2009? 
Theoretically, the Ukrainian Parliament can vote not to prolong the 
guarantees in the 2009 State Budget Law. We believe that the risk is quite 
low, especially if Yulia Tymoshenko remains at the head of the coalition 
and government. Anyway, this risk can justify no more than 150-200 bps 
spread over Ukraine ’11 in our view. 
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Ticker 
Bloomberg NAFTO 
ISIN XS0202078688 
 
Ratings 
Moody's Ba3/*- 
Fitch BB- 
  
Issue details 
Amt of issue USD 500 mln 
Coupon 8.125% 
Maturity date Sept. 30, 2009 
  
NAFTO Market implied ratings 
 Rating Gap** 
Bond-implied B2 -2 
CDS-implied B3 -3 
*Notches versus Moody's Senior Unsec. Rating
Source: Moody’s 

 
NAFTO '09 spread over Ukraine '11 
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Total public debt is only 13% of 
GDP, 54% of FX reserves 
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Disclaimer  
 
This report has been prepared by Concorde Capital investment bank 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. 
 
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 without 
prior permission is prohibited. © 2008 Concorde Capital 


