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Vertical integration postponed; still Under Review

March 22 EGM: strictly procedural issues

The critical issues on Ukrnafta’s March 22 EGM agenda - consideration of
creation of a vertically integrated oil company, listing on a western stock
exchange and an additional share capital increase - were all postponed.
Instead, the meeting focused on technical issues such as rearranging into a
public joint stock company, as required by 2009 law on Joint Stock
Companies. Shareholders also approved of converting shares into non-
documentary form (dematerialization), which implies temporary suspension
of trading, but no exact timeframe was specified.

25 % additional share capital could pop up again

The proposed 25% equity capital increase via an additional share issue, in
our view, will turn up at a future EGM under similar terms as a mechanism
for the state to facilitate its vertical integration plans. We believe it is likely
that instead of cash, Ukrnafta’s two major shareholders, Naftogaz (50%+1)
and Privat (which we estimate to have accumulated 45% of shares),
contribute their stakes in the refinery Ukrtatnafta (Naftogaz - 43% stake and
Privat Group - 47%. However, in this scenario, we note the risk for minority
shareholders of overvaluing Ukrtatnafta. Our rough estimate for the refinery
based on EV/Sales multiple is USD 500-700 mIn, compared to the USD 1.4
bln in additional capital to be raised via the additional share issue. In 2010,
Ukrtatnafta’s sales were reported at USD 612 min, EBITDA at USD 47.2 min,
and net income at USD 47.5 min.

Valuation: Under Review

We keep Ukrnafta under review until further details of its plans for vertical
integration are clarified. We believe the major shareholders are continuing
negotiations and will bring the issue up for discussion at an upcoming, as yet
unscheduled, EGM within the next six months.

Ukrnafta key financial results, 2008-2010

USD ths 2008 2009 2010
Net sales 1,783,769 1,280,990 2,523,380
EBITDA 490,887 170,615 557,980
Net income 272,871 48,624 333,706
EBITDA margin 28% 13% 22%
Depreciation 118,568 84,311 85,406
Net margin 15% 4% 13%

Source: Company data
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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
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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.

©2011 CONCORDE CAPITAL

Page 2


http://www.extelsurveys.com/

