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MARKET INFORMATION

Bid/Ask, USD 0.31/0.63
52 Wk H/L USD 0.63/0.38
Avg M Tr Vol 6M, USD min 0.02
MCap*, USD min 58.6
Free float 12.3%
FF MCap, USD min 7.2
Ticker (UX, PFTS) PREN
No of shares, min 103.6

Par Value, UAH 0.25
* At UAH 4.48 per share, our bid ceiling price

MARKET MULTIPLES*

2009 2010E 2011E

EV/EBITDA 4.2 4.9 3.7
EV/RAB 0.28
EV/kWh transm. 27.9 26.8 25.5
* At UAH 4.48 per share, our bid ceiling price

KEY FINANCIALS, USD min
2009 2010E 2011E

Net revenues 74.5 88.3 107.8
EBITDA 14.2 12.2 15.8
EBITDA mgn 19% 14% 15%
Net debt 0.5 0.5 0.5

STOCK OWNERSHIP
Surkis

State Property Fund
Other

63%
25%
12%

Target price: UAH 6.7 /USD 0.85

The privatization of a 25% stake in Prykarpatoblenergo, Ukraine’s
most profitable electricity distribution company, is scheduled for
August 17. We recommend participating in the auction for
incremental blocks and suggest a bid ceiling of UAH 4.5 per share,
which suggests 50% upside to our target price of UAH 6.7.

Sale via incremental blocks on August 17

On August 17, the State Property Fund will offer a 25% stake in
Prykarpatoblenergo, likely in one percent increments. The starting
price, which we expect to be low enough to allow 50% upside to our
target price, should be announced on August 12.

Ukraine’s most profitable electricity distributor

e Most profitable of 29 Ukrainian Oblenergos with a 2009 EBITDA
margin of 19% vs. median of 10%

e Second highest commercial gain (derived from reduction in power
loss during distribution) among distributors, resulting in UAH 24 min
in savings (20% of EBITDA) in 2009

e High share of household customers suggests higher LT output
growth. From 2004-2009, household consumption increased at 7%
CAGR compared to flat consumption for the country as a whole

e Conflict between major shareholders was resolved last December,
with control now consolidated in the hands of Grigoriy Surkis

o Negotiated industry’s second largest investment program (fully
financed through tariffs) in 2010, or UAH 29 per kWh vs. median of
UAH 18

e Major customer Lukor is expected to restart production in 2H10,
which should increase demand by 15% yoy in 2H10-1H11

Defensive industry with reform to stimulate earnings growth
Migration to RAB regulation, which we anticipate in 2011-2014 as part
of announced sector reforms, should boost distributor profitability
sectorwide by 2-4 times, according to our estimates. Meanwhile, the
current cost-plus tariff methodology guarantees profit at a specified
level (median EBITDA margin of 10% in 2009).

Valuation and ceiling price for participating in auctions

Using multiples-based valuation, we derived a target price of UAH 6.7
implied by the Russian peer median 2011E EV/EBITDA of 4.8x and
EV/RAB of 0.47x. Given inherent uncertainty regarding the
privatization sale price, we recommend a bid ceiling of UAH 4.5 per
share at the auction, assuming 50% required upside. We expect the
SPF to set a starting price in the UAH 3.5-4.5 range, based on the
results of the Poltavaoblenergo and Sumyoblenergo auctions in July
(adjusted for relative size). Although PREN is traded, it is extremely
illiquid (average monthly trading volumes over the last six months
was USD 20 ths).
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Implied PREN prices, UAH per share

10

EV/EBITDA EV/RAB Target

Multiples-based comparative
valuation

We calculated our target price for Prykarpatoblenergo as the average
priced implied by the median 2011E EV/EBITDA of 4.8x and the
2011E EV/RAB of 0.47x for Russian peers. We rely on Russian peers
as we believe anticipated reforms in Ukraine will mirror similar
sweeping changes made in the Russian power sector in 2009-10.

While short-term value is captured by 2011E EV/EBITDA, we believe
the fundamental value of distribution companies will be unlocked by
the transition to RAB regulation, which we expect in 2011-2014 as
part of a broader palette of reforms across the energy sector.

“11E “11E price We conservatively estimate approved RAB value based on available
Source: Bloomberg, Concorde Capital 2006 data provided by the NERC, assuming no change in prices.
As in Russia, we expect NOPAT returns to be below the cost of
capital. We assume the current median EV/RAB for Russian peers of
0.47 fairly estimates the discount that should be applied to RAB
values for Oblenergos.
With the inherent uncertainty in privatization sale prices, we
recommend setting a ceiling for bids. We believe 50% upside to our
calculated target price is an adequate return given the slow pace of
sector reform, which suggests a bid ceiling of UAH 4.5 per share.
Peer multiples
MCap EV EV/S EV/EBITDA EV/RAB EV/Electricity EV/lines
USD min_ USD min _ 2010E 2011E 2010E 2011E 2011E USD per kWh  USD per m
PREN 59% 59%  0.67*  0.55*% 4.9% 3.7* 0.28* 27.9% 2.3%
Russian peers
MOESK 4,038 4,463 0.97 0.86 6.9 5.2 0.73 54.5 33.8
MRSK of Center 1,463 1,614 0.87 0.73 3.9 2.8 0.40 25.8 4.4
MRSK of Siberia 796 1,014 0.73 0.55 8.9 4.5 0.37 9.1 3.9
Lenenergo 676 1,616 1.74 1.61 5.7 5.9 0.61 50.0 30.5
MRSK of Center and Volga 755 1,206 0.87 0.72 8.2 5.3 0.47 19.7 4.8
MRSK of Urals 718 1,172 0.73 0.61 4.5 3.6 0.51 12.9 8.0
MRSK of North-West 651 806 0.85 0.74 6.5 5.4 0.48 17.7 4.8
MRSK of Volga 591 1,202 1.02 0.90 7.2 5.1 0.73 19.1 5.5
MRSK of South 274 701 1.09 0.88 5.4 4.1 0.42 13.3 4.5
MRSK of North Caucasus 135 203 0.56 0.48 5.5 3.5 0.15 11.8 1.5
Mean 0.94 0.81 6.2 4.5 0.49 23.4 10.2
Median 0.87 0.74 6.1 4.8 0.47 18.4 4.8
PREN

Implied price, USD per share
Implied price, UAH per share
Upside to starting price

* At UAH 4.48 per share, our bid ceiling price
Source: Company data, NERC, Bloomberg, Concorde Capital

0.74 0.76 0.71 0.37 1.19
5.83 6.00 5.60 2.94 9.41
30% 34% 25% -34% 111%
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Key financial and operating data

Sales EBITDA Net debt RAB Electricity Grid length
distributed
USD min USD min USD min USD min

2010E 2011E 2010E 2011E 2010E 2011E min kWh ths km

PREN 88 108 12 16 1 212 2,119 26
Russian peers

MOESK 4,445 5,062 689 895 399 6,156 81,855 132

MRSK of Center 1,815 2,311 370 554 185 4,012 62,494 370

MRSK of Siberia 1,298 1,435 149 126 185 2,771 110,961 261

Lenenergo 824 912 236 235 712 2,671 32,354 53

MRSK of Center and Volga 1,662 2,108 203 311 539 2,581 61,122 253

MRSK of Urals 1,577 2,059 244 298 454 2,282 90,614 146

MRSK of North-West 910 1,119 118 159 155 1,676 45,499 169

MRSK of Volga 948 1,097 134 143 448 1,652 62,808 218

MRSK of South 572 679 117 154 384 1,673 52,607 156

MRSK of North Caucasus 361 431 33 51 102 1,321 17,206 136

Source: Company data, NERC, Bloomberg, Concorde Capital

Summary of PREN key operating indicators

Electricity Sub- High- Low-
distributed Grid station  Estimated voltage voltage Covered  Population  Population
in 2009  length capacity RAB  customers customers territory of territory density
ths sq person
min kWh  ths km MVA USD min 2009 2009 km min per sq km
PREN 2,119 26.0 2,747 212 23% 77% 13.9 1.4 101

Source: Company data, NERC

PREN'’s place in the electricity value chain

generation transmission distribution supply

2.1 TWh distributed Regulated tariffs,
competition for
26 ths km lines commercial customers to

be introduced
2.7 GVA of total installed

transformer capacity 21% of revenue
Regulated tariffs, to be Regional monopoly for
changed to RAB in the mid- household segment,
term limited competition in

commercial segment (to
79% of revenue be increased)

Regional monopoly
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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.

©2010 CONCORDE CAPITAL
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