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Market data

Ticker UNAF UK
Last price, USD per share 35.8
# of shares, min 54.229
MCap, USD bn 1.9
FF 8%
FF MCap, USD min 155.3
Source: UX, Concorde Capital

Ownership structure

Naftogaz 50%+1
Privat 42%
Other 8%

Source: Smida

Ukraine 7/ Oil & Gas

Ukrnafta
Attractive blue chip dividend play

BUY

The ex-dividend date for Ukrnafta’s UAH 44.48 min 2006 dividend
payout is this Friday, July 30. At the current price, the dividend
yield is an attractive 15.7%. Given drastic improvements in
Ukrnafta’s financials in 1H10, we recommend the stock as a BUY,
with a TP of USD 60. Upside 65%b.

Current price: UAH 283 /7 USD 35.8
Target price: UAH 470 / USD 60

AGM approved dividend of UAH 44.5 in January

Ukrnafta shareholders convened for an AGM meeting on January 26,
2010 for the first time since May 2007, approving a dividend payout
for 2006-2008.

Ukrnafta 2006-2008 dividend schedule

Dividend period Volume Per share Payment timeline
2006 UAH 2.4 bin UAH 44.48 August 1, 2010-August 1, 2011
2007 UAH 1.2 bin UAH 22.82  January 29, 2010-August 1, 2011
2008 UAH 1.4 bin UAH 26.54 January 29, 2010-August 1, 2010

Source: Company data

Historically, dividend payments with a required price correction have
tended to generate arbitrage potential. In January, subsequent to the
ex-dividend date for the 2007 and 2008 dividend payouts (total
dividends of UAH 49.36 per share), the stock dropped nearly UAH 20.

Drastic improvement in profitability margins in 1H10

Today Ukrnafta posted unexpectedly strong financials for 1H10:
EBITDA skyrocketed to USD 261.7 min (EBITDA margin of 28%) from
negative USD 13.9 in 1H09; net income was USD 193.3 min (vs. a
net loss of UAH 64.3 in 1H09). We attribute the stronger figures to
improved financial disclosure and increased accuracy in reporting
based on pressure from the new government, the beneficial owner of
a 50% plus one share stake.

in USD min 1H09 1H10 2009 2010E
Sales 356.9 933.1 1,123.7 1,613.3
EBITDA (13.9) 261.7 182.6 511.7
margin, % neg 28.0% 16.2% 29.2%
Net income (64.3) 193.3 88.6 284.8
margin, % neg 20.7% 7.9% 17.7%
Source: Company data, Concorde Capital

We forecast that 2010 sales will grow by 43.5% to USD1.6 bin.
EBITDA should rise by 2.8x to USD 511 min., while net income is
anticipated to more than triple to USD 284.8 miIn. Our forecasts are
based on the company’s 1H10 results reported today and assume full
financial disclosure going forward. We expect strong financial
performance will the main driver for stock price appreciation over the
next 12 months.

12M target: USD 57 per share, upside 60%o

Ukrnafta now trades at 6.9x 2010E P/E, for a 49% discount to global
peers. A comparative valuation indicates 36%-106% upside. We
recommend the stock as a BUY, with a target of USD 60 (UAH 470)
per share, an average of the 2010E P/E and EV/EBITDA multiples.
Ukrnafta remains one of the most liquid stocks on the UX, with daily
trading volumes around USD 1 min.
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Comparative valuation

Peer multiples

EV/EBITDA P/E

2009 2010E 2009 2010E
Ukrnafta 11.1 4.0 21.9 6.8
Global peers
ROSNEFT OIL COMPANY 7,1 5,0 5,7 7,2
OIL & NATURAL GAS CORP 7,5 5,0 14,8 11,1
LUKOIL OAO-CLS 3,5 3,5 5,0 5,6
NOVATEK OAO-CLS 19,5 11,8 29,5 16,9
TULLOW OIL PLC 23,5 26,9 173,0 124,3
MOL HUNGARIAN OIL&GAS 5,4 6,0 6,9 12,4
OMV AG 3,2 2,9 4,6 6,6
OMV PETROM SA 4,3 6,3 8,8 12,1
PREMIER OIL PLC 8,3 6,6 71,4 17,9
SOCO INTERNATIONAL PLC 523,2 17,7 69,2 37,2
DANA PETROLEUM PLC 6,4 5,2 19,5 15,3
LUNDIN PETROLEUM AB 4,7 3,5 12,4 7,4
ZHAIKMUNAI LP-GDR REG S 28,5 9,1 37,5 18,1
AFREN PLC -38,3 3,7 -33,1 13,4
SALAMANDER ENERGY PLC 18,2 3,8 120,1 11,0
MELROSE RESOURCES PLC 15,2 5,5 -8,7 27,1
PETRONEFT RESOURCES -66,6 17,7 -70,3 49,0
Median 7.1 5.5 12.4 13.4
Implied price by median 22.5 48.61 20.31 70.61
Upside -37% 36% -43% 97%

Source: Company data, Bloomberg, Concorde Capital




“ONCORDE . S
/ SO ORI Ukrnafta: Attarctive blue chip dividend play July 28, 2010

Income statement summary, USD min

1Q09 2Q09 3Q09 2009 1Q10 20Q10
Net Revenues 153,0 356,9 787,8 1123,7 413,7 933.1
Change y-o0-y -30,8%  -56,6% -47,7%  -38,4%  170,4%
Cost Of Sales (142,2) (328,6) (657,1) (846,2) (925,1)
Gross Profit 10,8 28,3 130,7 277,5 148,3
Gross Margin, % 7,1% 7,9% 16,6% 24,7% 35,9%
Other Operating Income/Costs, net (0,1) 12,2 14,2 12,7 3,1
SG&A (25,6) (54,4) (103,3) (107,6) (33,7)
EBITDA (14,9 (13,9 41,6 182,6 117,8 261.7
EBITDA margin, % -9,7% -3,9% 5,3% 16,2% 28,5%  28.0%
Depreciation (20,6) (42,1) (64,4) (63,9) (20,7)
EBIT (35,5) (6,1) (22,8) 118,6 97,1
EBIT margin, % -23,2% -15,7% -2,9% 10,6% 23,5%
Interest Expense (4,0) (6,9) (9,2) (6,0) -
Financial income/(expense) 0,5 4,6 7,7 8,8 5,2
Other income/(expense) (0,6) (5,8) (10,6) (13,8) (9,0)
PBT (39,6) (64,1) (34,9 107,6 97,2
Tax - - (1,2) (21,3) (25,2)
Effective tax rate 0,0% 0,0% -3,6% 19,8% 26,0%
Net Income (39,7) (64,3) (35,6) 88,6 74,9 193.3
Net Margin, % -25,9% -18,0% -4,5% 7,9% 18,1% 20.7%
Balance sheet summary, USD min
1Q09 2009 3Q09 2009 1Q10
Current Assets 679,6 894,5 1095,1 1382,9 1522,1
Cash & Equivalents 143,4 73,7 69,6 102,0 39,4
Trade Receivables 43,4 60,7 128,7 168,0 173,5
Inventories 285,1 320,4 320,6 335,6 356,9
Other current assets 207,6 439,8 576,3 777,2 952,2
Fixed Assets 1022,4 1029,8 978,7 986,8 984,8
PP&E, net 836,0 845,8 792,4 816,4 802,3
Other Fixed Assets 186,4 184,0 186,3 170,4 182,5
Total Assets 1702,0 1924,3 2073,8 2 369,7 2506,8
Shareholders® Equity 1306,9 1297,3 1262,4 1351,8 789,8
Share Capital 1,8 1,8 1,7 1,7 1,7
Reserves and Other 181,1 185,7 176,8 177,6 178,1
Retained Earnings 1124,0 1109,8 1083,9 1172,5 610,0
Current Liabilities 390,0 572,8 756,7 948,8 1 648,0
ST Interest Bearing Debt 145,0 14,7 - - -
Trade Payables 22,1 18,4 22,5 29,4 59,3
Accrued Wages 5,9 5,6 5,3 5,8 6,5
Accrued Taxes 44,3 48,9 45,3 45,1 86,2
Other Current Liabilities 172,6 485,2 683,7 868,5 1496,1
LT Liabilities 51 54,3 54,7 69,0 69,1
LT Interest Bearing Debt - 49,2 49,8 44,9 44,8
Other LT 51 5,1 4,8 24,1 24,2
Total Liabilities & Equity 1701,9 1924,3 2073,8 2 369,7 2506,8

Source: Company data, Concorde Capital
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Analyst certification

I, Andriy Gerus, 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.

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.
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