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Financials, $ mln and valuation: 

  Sales EBITDA 
Net 

Income 
EBITDA 
margin 

Net Income 
margin EV/S EV/EBITDA P/E 

2009 480 154 95 32.0% 19.8% 1.3 4.2 6.3 

2010E 613 184 119 30.0% 19.5% 1.0 3.3 5.0 

2011F 789 229 153 29.0% 19.4% 0.8 2.7 3.9 
 

MOTOR SICH: THE SKY IS NOT THE LIMIT 

 Target price upgrade. We maintain our BUY recommendation for Motor Sich stock and 
increase the 12-month target price to take into account the revised top-line projection 
for 2010-11. Our forecast is supported by strong mid-year financial results and new 
company guidance for 2010 and 2011. In particular, helicopter engine segment propelled 
Motor Sich’s revenue growth to $251 mln in 1H2010 (+55.9% y/y or 5% q/q) laying 
ground for outstanding 2010 results. At the same time, the net income of the company 
grew to $53.7 mln (+67.1% y/y or 6.3% q/q).  In addition to strong operational results, 
the improving balance sheet is one of the key reasons the company maintains a net 
income margin of 21% as of 1H2010. Motor Sich directed almost 29% of its $95 mln net 
income in 2009 to pay off ST and LT debt, improving its balance sheet. By 1H2010 the net 
debt decreased by $10 mln as ST debt declined by 14.5% and LT debt fell by 15.7%.  

 

 Short-term sales are driven by helicopter engine demand. In 2009-2010, the growth of 
production at Motor Sich was largely driven by the helicopter segment. This year the 
company forecasts a 25% increase in the helicopter engine production, which is 
supported in part by an expected 9% production growth at the Helicopters of Russia. 
Based on our estimates, Motor Sich covers up to 80% of Russia’s demand for helicopter 
engines, which provides a short-term support for the company’s sales. In the midterm, 
we anticipate the Russia’s import replacement program to take effect, lowering the share 
of Motor Sich helicopter engines to 21% of Russia’s total demand. 

 

 Sales of Antonov aircraft to support long-term growth. Besides the fast-growing 
helicopter segment, MSICH also supplies engines for most of Antonov aircraft, including 
the new An-148 medium-range passenger jet, the total demand for which can exceed 
300 units. The production of An-148 is planned at 7-9 units this year, 16 in 2011 and up 
to 24 units thereafter. Among cargo airplanes, the demand for Motor Sich engines will be 
supported by Russia’s interest in An-70 and An-124 planes. Russia’s Defense ministry has 
expressed interest in up to 40 An-70’s to replace its aging An-12 fleet and also plans to 
invest in reviving the production of the An-124 cargo airplane. The demand for An-124 is 
also supported by leasing companies, such as Volga-Dnepr, which is interested in up to 
40 new An-124 airplanes. 

 

 Russian import-replacement program. The Russian government has decided on the site 
for its future helicopter engine program – the Klimov Bureau in St. Petersburg. It is 
expected that full-scale production will start at the end of 2013. Helicopter engine 
production at Klimov is just one of the import-replacement programs that can reduce the 
share of Motor Sich engines in the Russian market. Other initiatives include the idea of 
replacing D-436-148 engines with SaM-146, made by Saturn and Snecma, equipping Ka-
226T helicopter with Turbomeca’s Arrius 2G2 and involving Boeing in modernizing An-
124, which will entail using American engines as well. We analyze the sales of Motor Sich 
subject to varying degrees of import replacement in Russia. 

 

 Valuation. We expect the top line to grow by 11% over the next 5 years, and the bottom 
line to show a stable 10% growth. We expect the EBITDA margin to shrink from the 
extraordinary 32% in 2009 to 30% in 2010 and down to 27% in 2014. Based on our DCF 
analysis, using 15.4% WACC, we estimate a fair value of $539. Our relative valuation (RV) 
shows that MSICH trades at a discount of 85% by the 2010E EV/EBITDA, which has a 50% 
share in our RV calculation, while EV/S accounts for 20% and P/E covers 30%. The 
resulting RV fair value is equal to $569. Using the DCF and RV equally shows a 12m target 
of $554 for the company stock. 

  

Recommendation BUY 
Upside 93% 
12m target (up from $439) $554 
Current price* $287 
    
Ticker UX MSICH 
   
Shares Outstanding, mn 2.078 
Enterprise value, $ mn 632 
Market capitalization, $ mn 596 
  
52-week performance, % 204% 
52-week high, $ 353 
52-week low, $ 99 
Change from 52-week high, % -19% 
Change from 52-week low, % 190% 
1M Change -0.1% 
3M Change -0.6% 
   
Free float, % 24% 
Free float, $ mn 143 
Main shareholder                           V. Boguslaev 
Main shareholder’s share 14.99% 

 
* all prices are given as of August 21, 2010 

 
Stock performance, YTD 
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Revenue forecast 
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Investment case 

 

 Motor Sich is the largest engine maker in the CIS region, covering up to 80% of 
Russia’s helicopter engine demand, and producing engines for the world’s 
largest cargo airplanes.  

 It built its experience on a history of innovation and ground-breaking research 
in aviation as the Soviet Union pushed its way up in the list of the world’s most 
advanced aviation powers. After the collapse of the Soviet Union, Motor Sich 
remains among the few aviation companies that retained its human resource 
and technology potentials due to its close collaboration with one of the most 
prominent design bureaus in the USSR – Ivchenko Progress Bureau in 
Zaporizhzhya.  

 Today the company boasts a large product line that features unique and 
internationally acclaimed engine models. In total, Motor Sich produced 55 
engine designs for 61 airplanes and helicopters. 

 Motor Sich withstood the turbulent times after Ukraine’s independence was 
established in 1991 and proved resilient to the most recent crisis of 2009. 
While most manufacturing companies in Ukraine shrank their output, Motor 
Sich stood tall raising revenues by 24% in 2009 and boosting the net income 
margin to a record 20%. 

 In 2010, the company continues to show strong performance, beating 
expectations. Halfway to its best year ever, it boosted the revenues by 56% 
and the net income by 67% YoY as its helicopter engine business continues to 
thrive. 

 Going forward, in the short run, the company will enjoy strong growth on the 
back of a nearly monopoly position in engines made for Russian helicopters. In 
the long run, it will benefit from the renewed cooperation between Ukraine 
and Russia in aviation industry. 

 The revenue growth potential and improved profitability, which the company 
continues to sustain in 2010, have not been fully priced in by the market, 
which appears to weigh too heavily on the prospects of losing market share 
due to Russian import-replacement program and discounting the potential 
benefits from the aviation cooperation. Our analysis shows this threat is 
overplayed. 

 Our valuation is based on a combination of DCF and relative valuation methods 
and shows an upside of 93% in the next 12 months. The valuation is supported 
by the regression analysis of EV/S of Motor Sich’s peers, and the historical 
levels of the company’s P/E. 

 In addition to the fundamental strength of the stock, it is also among the most 
liquid on the Ukrainian exchange, covering up to 5.5% of its entire liquidity. 

  

Financial and operational out look 
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2010 is proving to be the best year ever for Motor Sich 
 
After a 24% revenue growth in 2009, Motor Sich continues its strong 
performance in 2010. Due to the improving balance sheet, the company 
keeps its net income margin high at 21%. Motor Sich finished 1H2010 
with a 56% revenue gain and 67% net income gain YoY, and we expect 
the company to have an even stronger 2H2010. Motor Sich revenues 
are traditionally larger in the second half of the year as the two last 
quarters historically contribute over 57% of the annual revenue, 
adjusted for growth. In 2010, we anticipate Motor Sich’s net revenues 
to grow by 28% and reach $613 mln before the end of the year. We 
anticipate EBITDA to grow to $184 mln, and net income to climb to 
$119 mln (+25% YoY). Below we show the company’s historical 
quarterly financial results along with 2010 projection, highlighting the 
stronger end of the year. 
 
Quarterly sales, $ mln and profitability measures 
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Motor Sich’s revenue projection 
 

The financial results of 2009 – 1H2010 as well as the forecast for 2010-
11 will lay down a significant foundation for Motor Sich’s short-term 
growth. Helicopter engines will remain the main driver of growth in the 
next two-years, slowly giving way to An-148 sales. The import 
replacement program of the Russian government should limit Motor 
Sich’s revenue in the mid-term until the production of cargo air planes 
picks up. In the long-run, we will see a shift in the distribution of sales 
away from helicopter engines and toward D-436, D-18 and D-27. 
 

Below we show the distribution of Motor Sich’s aviation segment 
revenues ($ mln) by product. The main products include TV3-117 
modifications for helicopter engines, D-436-148 for An-148/158 
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regional jets, D-27 for cargo airplane An-70, and D-18T for An-124 
Ruslan large cargo airplane. For a detailed description of all products 
made by Motor Sich and their prospects, see the Product line section 
below. 
 
Sources of revenue projection, 2010-2019 

0

100

200

300

400

500

600

700

800

900

1000

2010F 2011F 2012F 2013F 2014F 2015F 2016F 2017F 2018F 2019F

TV3-117/VK-2500 TV3-117VMA-SBM1V D-136 AI-25TLK

AI-222-25 AI-222-25F AI-20D D-436-148

D-436TP D-27 D-18T
 

Source: Company data, ART-CAPITAL calculations 

 
In the short-term, the sales of Motor Sich’s helicopter engines will 
gradually decline as Russian design bureau Klimov extends its output. 
However, just as today, a lion’s share of parts for the VK-2500 and TV3-
117 engines produced at Klimov will be supplied by Motor Sich. The end 
of 2013 is currently the target date when Klimov starts to produce the 
gas turbine locally, but until then the engine’s core will be brought from 
Ukraine.  
 
MSICH’s share of engines produced for Russian helicopters 
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Source: Company data, ART-CAPITAL calculations 
Engines produced at Klimov from mostly Ukrainian parts not included. 

 
The mainstream aircraft engine sector will retain its dominant position 
in Motor Sich’s revenues over time. As engine orders increase, Motor 
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Sich will continue building up its engine repair revenues. We also 
foresee non-aviation revenues to gain a momentum in the midterm as 
the company extends its product diversification. There is a substantial 
potential in the oil & gas machinery sector for Motor Sich, which we did 
not build into our model as the competition in the sector is reasonably 
high, with Sumy Frunze taking up a third of the market. However, the 
details of Ukraine’s GTS modernization will be unveiled in the next year 
and, based on the early reports, Motor Sich is one of the companies 
considered to take part in the modernization. Our next chart shows the 
projection of engine repair revenues and non-aviation revenues of 
Motor Sich. 
 
Secondary revenue segment projection, 2010-2019 
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Source: Company data, ART-CAPITAL calculations 

 
 
Outstanding profitability will lower with time 
 

There are several factors which will affect Motor Sich’s profitability in 
the next few years. In the short-run, increasing metal prices can 
contribute to a decrease in the margins. In 2007, right before the peak 
in the price levels, metal covered up to 75% of an engine’s value. Today 
the prices fell more than twice and material costs altogether comprise 
51% of the company’s cost structure.  
 
In the midterm, the increased competition in the Russian market is 
likely to force Motor Sich to run at lower gross profit margins over time. 
Even today, Vyacheslav Boguslaev, the head of directors of Motor Sich, 
considers the talks regarding the switch of the D-436-148 engine on An-
148 an attempt to force the company to lower its prices. In the long-run 
we see the risk of increasing SG&A due to the pressure to keep up the 
salaries as Ukraine’s standards of living increase. As a result we will see 
a downward sloping trend in all three profitability measures: gross 
margin, EBITDA margin and net income margin. 
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Profitability outlook 
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Source: Company data, ART-CAPITAL calculations 

 
Capital expenditures will remain high 
 

Motor Sich spends millions of dollars to remain competitive and stay 
ahead of the market for certain engine models. In 2010 the company 
plans to spend $36 million in capital expenditures, a 34% YoY. The funds 
will be split between new equipment purchases of $23 mln, production 
line reconstruction of $10.5 mln, and modernization of $2.5 mln. In 
addition to capital expenditures, Motor Sich will spend $13.5 mln on 
R&D, up from $6 mln last year. 
 
Over time, we forecast CapEx/Sales ratio to drop from the high 6% 
levels the company is running now, to around 4% by 2019, owing to 
economies of scale in its mainstream production. However CapEx will 
exceed D&A within the projection period. For the terminal value 
calculation, we assume the company’s CapEx will match its D&A in the 
long-run. 
 
Capital Expenditures vs. Depreciation & Amortization, $ mln 
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Source: Company data, ART-CAPITAL calculations 
 
 
 
 

Valu ation
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DCF Valuation 

DCF analysis implies a fair value of $539 
 

Using our cash flow forecast, we constructed a DCF model spanning 2010-
19. The table below shows cash flow projection along with the fair value 
calculation with a target date of August 2011. We conservatively assign a 
3% terminal growth rate even though Ukraine’s aircraft industry is likely to 
outperform the economy average in the long run as it strengthens its 
position among the world leaders.  

  

 

 
 

 
 
The DCF fair value shows higher sensitivity to WACC than to perpetuity 
growth rate supporting our choice of the latter. 
 

 

  

 



 

 
 WWW.ART-CAPITAL.COM.UA   10 
 

ART-CAPITAL 27.08.2010 

 

RELATIVE VALUATION 

  

MOTOR SICH 

 

Relative valuation 

Relative valuation confirms the DCF analysis 
 

There are very few peer companies for Motor Sich due to high technology 
requirements. Among them Motor Sich is one of the leaders covering 
more than 80% of Russia’s total helicopter demand. Due to the lack of 
large publicly trading peers in the Russian market, we focus more on the 
international peers, some of which directly compete with Motor Sich, 
primarily in the helicopter engine market. The two Russian peers are given 
a weight of 20%, with the rest assigned to the international peers. The 
table below summarized our relative valuation. 
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Motor Sich trades at a discount based on EV/EBITDA and P/E multipliers and 
a slight premium based on EV/S multiplier. The premium is more than 
justified by higher operational profitability margins of Motor Sich. To 
properly account for the company’s profitability we give EV/EBITDA a 
weight of 50% in our relative valuation, leaving 20% for EV/S and 30% for 
P/E. We also note that peer EV/EBITDA multiple FY2011 is close to our DCF-
implied exit multiple of 6.2, showing the consistency of our valuation. 
 
Since 2004, Motor Sich traded closely to its peers based on log P/E ratio. 
The two paths diverged in 2008, when Motor Sich suffered losses on hryvna 
devaluation, which caused a one-time earnings drop below $1 mln. Right 
now the company trades below the P/E of its peers and below its historical 
P/E over the last eight years, which has an upward sloping trend. The 
historical P/E analysis confirms our positive outlook for the company’s stock 
as the stock is significantly undervalued. 
 
Historical P/E trend 
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Source: Bloomberg, ART-CAPITAL calculations 
* Historical P/E is calculated using end-of-year earnings and the stock price 1Q after, to capture the 
effect of the earnings announcement. 
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Regression a nalysis 

 

Regression analysis complements the traditional relative 
valuation approach 
 
The low valuation of $230-250 per share based on EV/S multiple can be 
more than justified by the company’s high operational profitability, which 
significantly exceeds that of its peers. The diagram below shows the 
distribution of EV/S of Motor Sich peers versus each company’s EBITDA 
margin. The size of the circle reflects the expected long-term EPS growth.  
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Source: Bloomberg, ART-CAPITAL calculations  
 
To evaluate the effect of Motor Sich’s high operational profitability on its 
EV/S valuation, we carried out a regression analysis based on two 
fundamental drivers of EV/S value: operational margin (proxied by EBITDA 
margin) and long-term earnings growth. The regression analysis determines 
the impact of EBITDA margin and long-term growth on EV/S value using the 
peer group data. Our estimates show that 1 p.p. of EBITDA margin on 
average increases EV/S valuation by 0.08, while 1 p.p. of LT growth 
increases EV/S by 0.01.  
 
EV/S regression approach coefficients: 

  Impact on EV/S 

EBITDA margin 0,079 

LT growth 0,011 

 
 
As a result, the fair valuation of Motor Sich’s 2010 EV/S given its 9% 
estimated growth in 2010-19 and 27.3% average 2010-11 EBITDA margin is 
1.94, implying a fair price of $564, consistent with our DCF valuation and 
the traditional relative valuation. 
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Computation of regression-implied fair value of MSICH 

 

 
 
Source: Bloomberg, ART-CAPITAL calculations  
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Valuation summa ry  

MSICH stock has a 93% upside in the next 12 months 
 
Motor Sich shares are underpriced based on both the relative valuation 
approach and the DCF method. We also note that we have been 
conservative in a number of projections, such as omitting the value for 
Motor Sich of the potential engine production of such aircraft as An-140, An-
74, Mi-2 and Ansat. Our revenue forecast incorporates the effects of Russia’s 
import replacement program and includes a sizeable chance Motor Sich will 
lose its An-148 market.  We do find that the company’s stock is undervalued 
even if production of both D-436-148 and TV3-117 halts as Russian 
producers are given an advantage. 
 
Below we show the summary of our valuations in USD based on DCF and 
peer analysis. 
 
Summary of fair prices by approach 
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Source: ART-CAPITAL calculations 

 

The resulting 12-month target price for Motor Sich stock based on 50% DCF 
and 50% relative valuation is $554, which implies a 93% upside from the 
current levels. 
 
Target-price weighting 
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Risks 

Russia’s import replacement program poses high risk 
 
Russia’s helicopter engine efforts 
 
Russia has long stated it plans to reduce the reliance on Ukrainian engines 
in its aviation industry. Currently Motor Sich helicopter engines cover up 
to 80% of the Russian demand, and the Russian government worked out 
an import-replacement program aimed at reducing the dependence. 
Under the program, the government will invest into a new plant for 
helicopter engine production, and just recently it once again chose a new 
site for the future facility – Klimov Bureau in St. Petersburg. According to 
the plan, the site will be fully operational by the end of 2013, when the 
Russian engine producer designs and puts into a large scale production its 
own gas turbine, currently made in Ukraine. At the moment around 100 
engines are produced at Klimov using up to 70% of Ukrainian parts, but 
there is capacity for up to 300 with proper capital expenditures. When full-
scale production unfolds in 2014, Motor Sich can lose a large portion of 
the market. Its sales of helicopter engines by then will cover the 
contractors outside of Russia, who prefer Motor Sich engines even today, 
even though Klimov can produce them in limited quantities in St. 
Petersburg. We also anticipate that by then Motor Sich’s efforts in 
promoting its new upgrade of TV3-117 series (ТVЗ-117VMA-SBM1) will 
gain a momentum and a portion of Mi-8/17 and Ka-32 helicopters will be 
modernized using the new engine. Currently Motor Sich is getting ready to 
open a new production line for ТVЗ-117VMA-SBM1 in Gatchin, near St. 
Petersburg, financed by the Russian Ministry of Defense. 
 
As a check of the robustness of our valuation with respect to Motor Sich’s 
helicopter engine sales, we performed a valuation of the company 
assuming Motor Sich will be completely pushed out of the Russian 
helicopter engine market with the end of production line construction at 
Klimov. That is we assume the ТVЗ-117VMA-SBM1 engine will not go past 
the Ministry of Defense orders and all new production of Russian 
helicopters using TV3-117 modifications will be done at Klimov. Our DCF 
value for Motor Sich shares in that unlikely scenario is $485, showing the 
market has overplayed that risk. 
 

An-148 engine replacement ideas 
 
In addition to the helicopter engines, Russia’s producers are lobbying for 
the change of engines on An-148 regional jet, currently produced with D-
436-148 engines.  The engine was built based on the popular D-36 design, 
which was used at the Soviet Union’s popular Yak-42. Today the success of 
An-148 has drawn attention of Russian engine producers, who propose 
their own engine version for the Ukrainian jet. SaM146 designed by a joint 
venture of Russian NPO Saturn and French Snecma for Superjet-100 is now 
considered as a replacement for D-436-148. The issue has political 
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underpinnings as Russia and Ukraine discuss organizing a joint venture of 
their aviation industries and the choice of engines could be used as a 
bargaining tool. We view the switch of the engine as unlikely for the 
following reasons: First, there are questions of feasibility and cost related 
to the replacement, which depend on the engine characteristics, based on 
which D-436-148 looks more attractive to potential airplane buyers. D-
436-148 consumes 1.4% less fuel, weighs 300 kg less, and in its base 
modification for short-range liners has 4.5% more thrust. Besides, of the 
two SaM146 is the more expensive engine. Second, there is an agreement 
between Motor Sich and Antonov, which postulates that the first 50 An-
148 airplanes are to be equipped with D-436-148 engines to cover the cost 
of their development. Third, with the change of power in Ukraine, 
Bogulsaev supported the candidature of Dmitry Kiva as the head of 
Antonov Corporation, and in addition, Motor Sich and Antonov plant have 
a long history of collaboration, starting with the “union of wings and 
blades” between Antonov and Ivchenko. Finally, Boguslaev is one of the 
more active and influential members of the Regions Party, and he quite 
likely has his own strings he can pull within the ruling party, which can 
sway the outcome of the negotiations. In the end, it is up to Antonov plant 
to make the decision, and we see a multitude of strong arguments to 
counteract the lobbying of the Russian engine-makers. 
 
Despite all the strong reasons to keep D-436-148 on An-148, we allow for 
the possibility of the switch with probability of 30%. This probability can 
also be viewed as the expected share of An-148 equipped with a different 
engine. After all, it is common to have two versions of an airplane with 
different engines, and the SaM146 version could find its customers in 
Europe, should An-148 penetrate that market. We believe our 30% 
probability of the switch to be a conservative estimate, but we also 
calculate the sensitivity to the switch of An-148 engines as well as the 
replacement from the helicopter engine market. The analysis shows a DCF 
valuation of $455 if Motor Sich has a 60% chance to lose the An-148 
project after its contract runs out and retains only a 5% share of the TV3-
117 market in Russia, not counting the Defense Ministry orders of ТVЗ-
117VMA-SBM1. 
 

 
Source: ART-CAPITAL calculations 
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An-124 made in USA 
 
One of the ideas for An-124 modernization revolves around bringing in 
Boeing to help finance the project, and the American side has already 
expressed its interest. As a consequence of such collaboration between 
the Russian United Aircraft Corporation (UAC) and Boeing, the engines will 
be likely made in the US as well. The loss of the market for D-18T, which 
powers An-124, will significantly lower Motor Sich’s revenues in the long 
run. However, we consider the risk to be moderate as Antonov, who owns 
the rights for An-124, will end up in the same boat as Motor Sich as 
production is moved to the USA, and it is strongly opposed to such 
collaboration. There is a viable alternative in our view, which can satisfy 
the interests of both Antonov and UAC, which involves large-scale 
production at Ulyanovsk using some of Antonov’s parts and Ukrainian 
engines. The only stumbling block is financing. However, given there is 
strong interest in the airplane by the Russian and Ukrainian governments 
as well as a number of countries, including USA itself, and private leasing 
firms, such as Volga-Dnepr, we do not doubt the project will be brought 
back to life. Until then D-18T repairs will contribute to revenues of both 
Motor Sich and Ivchenko-Progress Bureau. 
 



 

 
 WWW.ART-CAPITAL.COM.UA   18 
 

ART-CAPITAL 27.08.2010 

 

STOCK PERFORMANCE 

  

MOTOR SICH 

 

 

Stock performance  

Motor Sich shares are among most traded on the UX 
 
The company’s stock has rebounded significantly in 2010, along with the 
Ukrainian market as a whole. The stock is up almost 33% YTD, compared 
to the 34% market-wide. 
 
In the long-run, MSICH has outperformed the Ukrainian market by a 
significant margin. Since 2007, the stock returned 40% compared to 2% for 
the Ukrainian market, both measured in USD. 
 
MSICH stock vs. Ukrainian index 
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Source: Bloomberg, ART-CAPITAL calculations 
 
Between January and August 2010, the trade volume in MSICH shares 
increased by 33%, while turnover rose by 71% on the share price 
appreciation. The daily number of trades also gained 35%. Thus in 2010, 
MSICH stock is one of the most liquid stocks in UX, providing on average 
5.5% of the exchange’s liquidity. It is also the stock with the highest free 
float of 24% among the index basket stocks. Due to its high liquidity, free 
float and market capitalization, MSICH stock accounts for 15% of the UX 
index basket. 
 
MSICH trading volume 
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Industry overview 

Helicopter engines 
 

Motor Sich currently covers almost 80% of Russia’s helicopter engine demand, 
produces engines for regional passenger jets, such as An-140-, An-74, An-148 and 
An-158, supplies engines for large cargo airplanes, such as An-70 and An-124, and 
produces engines for Russian cruise missiles. 
 
In the helicopter industry, Russia has set an ambitious goal to gain a 15% market 
share by 2015. In order to meet the goal, it needs to produce up to 500 
helicopters by 2015, which given its recent annual production increases of 8-9% 
appears not quite feasible. At the current growth rate, Russian Helicopters will 
output just over 300 units a year by 2015, resulting in a 9% market share. 
 
Among the competitors of Motor Sich in the helicopter engine sector, the only 
real player in Russia is the Klimov bureau. Historically large-scale production was 
done in Ukraine, while Klimov designed the helicopter engines. Based on Russia’s 
import-replacement program, its government is planning to set up a production 
line at Klimov in St. Petersburg by the end of 2013, which will lower the country’s 
dependence on engines made by Motor Sich. Other alternative sites for the 
production line, which were discussed in the past years, were Permskie engines, 
Ufimskiy engines and Chernyshev machinery plant in Moscow. Of all the options, 
Klimov appears as the most suitable since it has a strong design bureau, which 
created the engines currently in use on most Russian helicopters. 
 
Overseas, Motor Sich faces competition of Rolls-Royce, Pratt-Whitney and 
Turbomeca, which have installed their engines on Russian helicopters in the past. 
Thus the first Ansat version had a Pratt-Whitney engine; however, American 
restrictions on the use of its aviation technology in certain markets have likely 
caused Kazan Helicopter Plant, which produces Ansat, to consider other 
alternatives. Turbomeca has a growing presence in the Russian market, and its 
engine models have been proposed for such helicopters as Ka-62, Ka-115, Mi-
34C2, and Ka-226T. Nonetheless, the share of these helicopters is not going to 
exceed 10% in the next few years. 
 

 

Regional jets and turboprops 
 

The market for regional jets in CIS countries is in a dire need of new airliners as 
the aging fleet of An-24, Yak-42 and Tu-154 has long become obsolete. There are 
a few candidates that differ by size and cost: Superjet 100, in development by 
Sukhoi, Tu-334, An-74, An-148 and An-158. Of these alternatives, An-140 and An-
148 are the only ones that are already operated by airlines not related to aircraft 
manufacturers. The total market for An-148 is estimated at 300 units. The need 
for a longer version of An-158 is estimated at 200 units, but its parameters make 
it a direct competitor to Superjet 100, which has a strong support of the Russian 
government. The competition with Superjet 100 puts production of An-158 in 
Russia at risk, and moving the production to Ukraine will automatically apply a 
20% import duty to the jet, making it less attractive to Russia’s regional airlines. 
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The producers of jet engines for regional aircraft in Russia include NPO Saturn, 
which recently partnered with French Snecma to produce a new SaM146 for 
Superjet 100. This engine is now also considered as a replacement for An-148 
airplane. Another prominent Russian engine maker is Salyut, which partnered 
with Motor Sich to create AI-222-25 and D-436TP. 
 
Foreign producers of regional aircraft include Canadian Bombardier, Brazilian 
Embrayer, and Italian-French ATR, which together dominate the market of new 
airplanes. Total demand for regional jets in the next 20 years is estimated at 
6,000, of which the new comers, such as Superjet 100 hope to capture up to 15%. 
 
The demand for regional turboprops, such as An-140, is estimated as half of that 
of regional jets. Thus in the next 10 years, an estimated 1250 new turboprops will 
be built. 
 
 

Cargo airplane engines 
 

Current cargo airplane makers include Boeing, Airbus, Lockheed Martin, Illushin, 
Tupolev and Antonov. The Ukrainian aviation giant Antonov produced the 
world’s largest cargo airplanes An-225 Mriya and An-124 Ruslan, which are still 
used to perform transportation of unusually large cargo loads. A total of 58 An-
124 airplanes were built to date, and the total demand for new planes is 
estimated at 70 units. 
 
The cargo airplane market has experienced a revival with the entrance of 
turboprop models, such as Hercules C-130, made by Lockheed. Antonov is 
planning to release a new generation An-70 turboprop, which will compete with 
Airbus’s A400M for international orders. 
 
The demand for cargo airplanes will be determined by fuel prices, which, coupled 
with low industrial activity, have resulted in a cargo traffic reduction for the first 
time in 2008. Over time, it is expected that passenger aircraft role in air freight 
will decrease as traffic volume triples over the next 20 years. According to Airbus’ 
projections, 80% of air cargo traffic will be long-range, intercontinental and hub-
to-hub. Of the 3,600 cargo airplanes projected by 2023, 20% will be covered by 
new aircraft, while two-thirds are estimated to be conversions from used 
passenger versions. Most conversions will be done in the small cargo aircraft 
sector, while new cargo airplanes will account of up to 50% of the entire large 
freighters. The total demand for new large aircraft is estimated at 400 units in 
the next 13 years, of which An-124 and An-70 can have a significant portion. 
 
Engines for cargo air planes are produced by world’s largest manufacturers, 
including American Pratt-Whitney, Europrop International, which united MTU 
Aero Engines, Snecma, Rolls-Royce, and Industria de Turbo Propulsores, and 
Ukrainian Motor Sich. 
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Company description 

Motor Sich is the largest aviation engine maker in the CIS region 
 
Motor Sich was established in 1907 as a producer of agricultural machinery. 
By 1953, the company was reoriented to jet engine manufacturing and started 
a new gas turbine engine era in the former Soviet Union. The new generation 
of engines was represented by AI-20 (1957) and AI-24 (1962) turboprops 
designed by A.G. Ivchenko. Different modifications of these engines are in 
service till the present time. At the end of the last century, Motor Sich engines 
powered the regional airplane fleet of the former Soviet Union, consisting of 
Yak-40, Yak-42, and An-24 among others, as well as most of the Soviet 
helicopters. Today the company manufactures engines for helicopters, 
airplanes and cruise missiles. Among the company’s products, there are 
engines powering the largest cargo airplane in the world, Mriya, and the 
engine for the cargo-weight record-breaker helicopter Mi-26T.  

 
Strategic partnership with Ivchenko-Progress Bureau 
 
Ivchenko-Progress Bureau has been a long-time partner of Motor Sich. The 
Bureau was established to design engines that were put in large-scale 
production at Motor Sich. Today the two enterprises continue their 
collaboration. The strategic partnership with Ivchenko-Progress Bureau 
provides Motor Sich with an invaluable edge over its competitors giving it 
access to the half-century long experience of Progress engineers who created 
the world’s most amazing aircraft engines, such as D-36, D-27 and D-18T. 
 

Ties with the Russian aviation industry 
 
Historically the Ukrainian aviation industry was closely tied with the Russian 
aviation enterprises. Most of the engines produced by Motor Sich today use 
parts made in more than a dozen of Russian aviation factories. The TV3-117 
engines equipped in 95% of all Russian helicopters were designed by the 
Klimov bureau of St. Petersburg and were produced by Motor Sich. Today the 
partnership of the two aviation industries is enjoying a revival as Russia and 
Ukraine became closer after the last presidential election in Ukraine. Motor 
Sich continues to collaborate with its Russian partners; however, the strategic 
cooperation of the Soviet Union era was replaced by a purely commercial 
partnership. The economic interests of the Russian Federation involve 
reducing the dependence on imports from Ukraine and promoting their own 
engines in the world markets. At the same time, the high quality of Ukrainian 
engines has helped propel a number of Russian aircraft to world success in the 
past, and even today Russia continues to produce new aircraft models, which 
were designed in Ukraine and are powered by Ukrainian engines. While the 
result of the changing relationship with Russia in aviation industry could cost 
Motor Sich a portion of the helicopter engine market and perhaps some of 
the regional jet engine market, in the longer run, it will help the company 
promote its unique cargo airplane engines and new generation helicopter 
engines. 
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Rotorcraft 
 

TV3-117 – the father of all Soviet helicopter engines 
 
Helicopter engines account for up to 40% of Motor Sich’s net revenues 
in 2010. The company is the main producer of TV3-117 modifications, 
including VK-2500, which are equipped in 95% of all Mi and Ka 
helicopter models, operating in 110 countries. In addition to TV3-117 
modifications, Motor Sich also produces engines for the world’s largest 
cargo helicopter, which holds the current cargo-weight record – Mi-
26T. Among the small helicopters, whose sales are gaining momentum 
in Russia, Motor Sich targets Ansat and Mi-2. Kasan Helicopters, the 
maker of Ansat, is considering to put MS-500V on its helicopter instead 
of PW-207K, however, the project is facing fierce opposition from 
Russia’s engine giant ODK, which promotes Klimov’s VK-800 for Ansat. 
In addition, Motor Sich is negotiating to modernize Mi-2 with its AI-450 
engine, designed by Ivchenko Progress Bureau; however, the success of 
this project is also uncertain at the moment due to the competition 
from Polish-made Mi-2 modification. For our top-line projection, we 
did not include MS-500V and AI-450 because of the risk that the two 
projects fall apart due to competition in Russia and Poland. 
 
In the mid-term, we forecast Motor Sich’s share of engines made for 
Russian helicopters to drop from roughly 80% today (not including the 
engines produced at Klimov using up to 70% of Ukrainian parts) to 21% 
in 2014, when Klimov opens its full-scale production line. We anticipate 
that by 2014, the two models, which Russia intends to produce at 
Klimov (various TV3-117 modifications, including VK-2500) will become 
underpowered and will be gradually replaced by Motor Sich’s ТVЗ-
117VMA-SBM1, a 15% performance upgrade for Mi and Ka helicopters. 
Motor Sich has already received support of the Russian Ministry of 
Defense to open a new production line in Gatchin by St. Petersburg for 
up to 100 engines a year and has orders for 40 engines in the next two 
years. However, the success of the engine will depend on its 
commercial use on Mi and Ka modifications, such as Mi-171, which we 
view as likely in the long-term as VK-2500 fails to meet the growing 
performance requirements for new helicopters. 
 
In the short-term, the sales of Motor Sich’s helicopter engines will 
gradually decline as Klimov extends its output. However, just as today, 
a lion’s share of parts for the VK-2500 and TV3-117 engines produced 
at Klimov will be supplied by Motor Sich. The end of 2013 is currently 
the target date, when Klimov starts to produce the gas turbine locally, 
but until then the engine’s core will be brought from Ukraine. 
 

 

  
 
 
TV3-117 is used on Mi and Ka helicopters 
in 110 countries 

 
Mi-26T carries up to 25 tons of cargo 

 
 
Motor Sich’s D-136 engine powers the 
world’s largest cargo helicopter 

 
 
MC-500V is one of the candidates for 
Ansat 
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Passenger Airplanes 
 

An-148 – a success story 
 
Motor Sich, which has a long history of supplying engines for the Soviet 
Union’s regional jets, such as Yak-40, Yak-42 and An-24, continues the 
tradition by designing an engine for Antonov’s new passenger model – 
An-148. The airplane is proving to be a success for Ukrainian aircraft 
engineers.  The current order book for An-148, which is produced both 
in Kiev and Voronezh, has reached 143 units. Another 20 orders were 
made for a longer modification, An-158, at Farnborough air show, and 
40 more orders are expected by the end of 2011. The total demand for 
An-148 exceeds 300 units, and the plane has received orders in Russia 
and Asia already, including 18 ordered for Indian airlines last March. In 
2010, Motor Sich will produce 36 D-436-148 engines for An-148, and 
next year the number of engines will go up to 60. 

 
 
An-140 and An-74 – a hidden potential 
 
An-140 was designed as a replacement for An-24 and can be produced 
in Ukraine, Russia and Iran. It can carry around 50 passengers and is 
best suited for small airlines in the former CIS countries and Asia. 
Yakutia airline currently uses four An-140 planes and can increase its 
fleet to 12, but there are hurdles on the way. Kharkiv plant HGAPP is in 
severe financial distress and requires government aid to start a full-
scale production of An-140. The Ukrainian government has taken steps 
to help the ailing plant by paying its VAT arrears and helping to 
restructure its debt and pay the salaries, but the future of the plant 
remains uncertain.  
 
Aviacor in Samara (Russia) is plagued with its own problems. The head 
of the aviation plant faces charges for not paying the salaries to the 
labor force. Besides it was Aviacor who carried out the maintenance of 
the infamous Tu-154 airplane, which took the life of Poland’s president 
Kachinski. Nonetheless Aviacor remains the best bet for An-140 
production in the short run, as Vladimir Putin urges Aeroflot to buy 
airplanes made in Russia, and the country’s largest airline is currently 
negotiating with Aviacor for a purchase of 25 An-140 airplanes on 
behalf of its subsidiaries. An-140 itself has a bad history, which started 
with a crash in Iran, killing some of Ukraine’s aviation elite in 2002. All 
in all, while the prospects of An-140 remain uncertain we do not 
include the proceeds from TVЗ-117VMA-SBM1 equipped on An-140 in 
our Motor Sich’s top line analysis. There is certainly a market for these 
airplanes in Russia, which will not be completely covered by An-148 
and Superjet 100, but a significant success of An-140 will cannibalize 
some of An-148 sales, limiting its impact on Motor Sich’s revenues. An 
immediate increase in An-140 sales can, however, speed up the 
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company’s short-term growth. 
 
An-74 is another small regional airplane produced at Kharkiv’s HGAPP. 
Similarly, its fate is shrouded by both financial hardship at HGAPP and 
the promotion of An-148. However, the airplane can find its niche at 
the airlines operating in the polar regions and far parts of the CIS 
countries, where the need for a larger airplane is not justified. Besides, 
high placement of the engines makes An-74 a perfect plane for rough 
airstrip conditions. The plane is powered by two modified D-36 
engines, an older version of which was used on Yak-42. 
 
As with An-140, we leave An-74 sales intentionally blank in Motor 
Sich’s top line projection since there is a high risk the sales of the 
airplane will not resume for a while as HGAPP recovers from its 
financial distress. 
 
 
 
 
 

Training airplanes 
 

Yak-130 provides stable demand for AI-222-25 
 
In the training airplane segment, Russian Salyut designed AI-222-25 
engine used on Yak-130. The engine is now produced jointly by Motor 
Sich and Salyut with a roughly 50% share of each plant. The lack of 
financing is the only factor stopping Motor Sich from producing up to 
60 of AI-222-25 engines a year. Currently the company outputs around 
20 planning to raise production to 60 by 2012. The total need for Yak-
130 is estimated at 150 jets, which can be met within the next 6-7 
years. 
 

Chinese alternative – L-15 
Chinese have built their own supersonic training aircraft L-15 and 
would like to create their own engines for it using AI-222-25. Motor 
Sich created a boosted version of the engine for L-15, but is not willing 
to sell the license to the Chinese fearing to lose the technology. The 
sales of AI-222-25F could significantly strengthen Motor Sich’s position 
in China, and already now Chinese L-15 producer notified that it started 
small-scale production of L-15 with Motor Sich engines. We expect AI-
222-25F to bring up to $30 mln to Motor Sich’s top line by 2014. 
 

L-39 Albatros and K-8 
L-39 Albatros was developed in the 1960’s in Czechoslovakia and was 
equipped with a single AI-25TL engine. Later the engine was 
modernized to AI-25-TLK, which is now produced as a replacement to 
the older versions. K-8 is the Chinese version which training jet, which 
is also modernized using the AI-25-TLK as part of an ongoing 

 
An-74 can be easily land on rough 
airstrips 

 
 
 
An-74 is powered by two D-36 engines 

 
 
 
 
 
Yak-130 is coded by NATO as Mitten 
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Engines for Chinese L-15 training jet can 
prove a major driver of Motor Sich’s 
revenues 
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agreement with Hongdu. 
 
Altogether, the engines for training jets are expected to increase Motor 
Sich’s revenues by as much as $50 mln by 2012, with production 
eventually shifting toward the boosted AI-222-25F version. 
 

 
 
Cargo airplanes 
 

An-124 "Ruslan" – in high demand around the globe 
 
An-124 is a strategic airlift jet airplane whose upgraded version is 
capable of lifting up to 150 tons of cargo. Its production is currently 
stopped at Antonov production facility Aviant; however, huge interest 
in the plane will likely bring it back to life. Russia’s president Dmitry 
Medvedev has ordered to resume construction of Ruslan in 2009, and 
currently Russia and Ukraine are negotiating the re-launch of the 
project. Ruslan could be produced either in Kiev or more likely in 
Ulyanovsk in Russia. Motor Sich made a powerful D-18T engine, four of 
which are equipped at An-124. Currently, the modernization of the 
engines provides revenues both to Motor Sich and Ivchenko Progress 
Bureau – the designer of the engine. With the re-launch of An-124, the 
sales of D-18T are expected to reach 25 units in the next 10 years, 
providing up to 16% of Motor Sich’s top line by 2019.  
 
Restarting the production can prove a lengthy process, and we 
anticipate that it will not resume until 2013. However, the warming of 
the relations between Russia and Ukraine, and the creation of the joint 
venture between Antonov and Russian United Aircraft Corporation 
(UAC) can speed up the process.  It is estimated that $1 bn is needed to 
launch Ruslan’s production, while a single airplane can bring up to $200 
mln in revenues. The total need for new An-124 is estimated at 70 
units, and Volga-Dnepr leasing company is willing to purchase up to 40 
units when the production is launched again. 
 
 

An-70 – perhaps the best cargo airplane made by Antonov 
 
An-70 is a next-generation four-engine medium-range transport 
aircraft powered by propfan engines D-27. The aircraft is designed to 
replace the obsolete An-12 cargo fleet. In August 2009, Russia and 
Ukraine agreed to restart the work on the airplane. The leaders of both 
countries have pledged support for the airplane, whose flight 
characteristics are unmatched in the world. The combination of price 
and quality of the airplane was acknowledged in South Africa this year 
as its Ministry of Defense broke an earlier agreement to buy eight 
A400M cargo airplanes since the Ukrainian aircraft is 60% cheaper. The 

L-39 and K-8 are modernized with 
Motor-Sich’s AI-25TL modifications 

 
 
 

 
An-124 is a likely driver of Motor Sich’s 
sales in the long run 

 
 
 
An-124 is powered by four D-18T engines 
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Four D-27 power An-70 aircraft 
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An-70 program can take up to $1.5 bln within the next 2-3 years, and 
the first airplane is expected by 2011 unless the lack of financing 
causes delays again. The Russian Ministry of Defense has expressed 
interest in forty An-70 airplanes to replace An-12, and we expect at 
least 34 of them to be produced within the next ten years, driven by 
the demand in Russia, Ukraine and Africa. 

 
An-178 – the cargo version of Antonov’s pride 
 
Antonov is currently designing a cargo version of its An-148 airplane, 
which has already sparked interest in India. The cargo version can also 
be used to replace some of the outdated An-12 fleet and is a direct 
competitor to medium-size Lockheed C-130 Hercules. An-158 can 
attract its potential buyers with a low price tag of just $20-25 mln 
compared to up to $60 mln for C-130. 
 
Since An-178 only exists on paper at the moment, we did not forecast 
its potential contribution to Motor Sich’s revenues, but we note that it 
lends support to the demand for D-436-148 engine, which is currently 
used on An-148 and An-158. 
 
 

An-32 – a short-term growth driver for Motor Sich 
 
A short-term demand for An-32 airplanes in India and Iraq will generate 
over $100 mln in revenues for Motor Sich in the next 3 years, but 
additional orders of this airplane are unlikely. An-32 is a modification of 
An-26 with new engines AI-20D produced by Motor Sich. 
 
Altogether, the cargo airplane segment will provide a significant long-
term support for Motor Sich’s top line, generating up to 28% by 2019. 
 
 

Strong demand for R-95 engines for Russian cruise missiles 
 
Besides helicopters, passenger, training and cargo airplanes, Motor 
Sich produces engines for Russian cruise missiles H-35, H-55 and H-59. 
The engine is installed in over 10,000 cruise missiles of these types, and 
recently the demand for the engines has increased – from 75-90 to 
300. To meet the demand for the cruise missile engines, Motor Sich is 
planning to open a production line in Dubna, near Moscow, by the end 
of 2010. We expect the demand to continue to grow in the next five 
years, but forecast the revenues from this sector to eventually subside 
as the H-59 missiles are replaced by newer versions. 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
An-32 supports short-term revenue 
growth for Motor Sich 
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Gas turbines and gas compression units – a potential product 
line expansion 
 
Motor Sich has used its experience in aircraft engines to create its gas 
turbines based on the D-36 engine, which are already successfully 
installed and serviced in Central Asia and Turkey. The gas turbine 
equipment currently contributes around 4% to the company’s top line, 
and we anticipate that the segment will experience a sizeable CAGR of 
17% over the next 5 years. The growth can be attributed to the small 
starting base and the company’s efforts to diversify its product line and 
put to use the engines that exceeded their life as an aircraft unit, but 
can still be successfully operated on the ground.  
 
2009 marked the development of Motor Sich’s own gas compressor 
units (GCU), two of which were sent to Kazan for testing. The 
development of this sector could prove crucial before the anticipated 
modernization of Ukraine’s gas transportation system (GTS).  
 
 

Consumer goods account for just over 2% of the revenues 
 
The chain saw Druzhba designed by Ivchenko-Progress has become a 
proper noun in Romania. It was a popular tool created in 1950’s that is 
still used in some backyards around the former Soviet bloc countries. 
The tradition of making engine-powered consumer goods lives on in 
Zaporizhzhya, and today Motor Sich produces upgraded models of the 
chain saw, lawn mowers, boat and tractor engines, various motorized 
agricultural tools and kitchen utensils. Altogether this segment 
accounts for just over 2% of the company’s revenue. 
 
 

 
 
 
 
GCU 5.5A made by Motor Sich 

 

 
 
 
 
 
 
 
 
 
 
Chain saw produced by Motor Sich 
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Glossary  

 
CAGR – compound annual growth rate, which corresponds to a geometric average of annual growth rates over a 
period of time. 

Capacity – the maximum level of output of goods and/or services that a given system can potentially produce over a 
set period of time. In most cases, it is unlikely that any system will operate at full capacity for prolonged periods, 
because natural inefficiencies and other factors decrease potential output. 

Capitalization – the total dollar market value of all of a company's outstanding shares. Market capitalization is 
calculated by multiplying a company's shares outstanding by the current market price of one share. 

Earnings (E) – the amount of profit that a company produces during a specific period, which is usually defined as a 
quarter or a year. 

Earnings before Interest & Tax (EBIT) – an indicator of a company's profitability, calculated as revenue minus 
expenses, excluding tax and interest. EBIT is also referred to as "operating earnings", "operating profit" and "operating 
income". 

Earnings before Interest, Taxes, Depreciation and Amortization (EBITDA) – an indicator of a company's financial 
performance. Is essentially Net Income with interest, taxes, depreciation, and amortization added back to it. 

Enterprise Value (EV) – a measure of a company's value, often used as an alternative to straightforward market 
capitalization. Enterprise value is calculated as market cap plus debt, minority interest and preferred shares, minus 
total cash and cash equivalents. 

Free-Float (FF) – the total number of shares publicly owned and available for trading. The float is calculated by 
subtracting restricted shares from outstanding shares. 

Net Sales (S) – the amount of sales generated by a company after the deduction of returns, allowances for damaged or 
missing goods and any discounts allowed. The sales number reported on a company's financial statements is a net 
sales number reflecting these deductions. 

Gross margin – a profitability ratio of gross profit to net sales. Gross profit is determined as net sales less cost of goods 
sold. 

Return On Equity (ROE) – the amount of net income returned as a percentage of shareholders equity. Return on 
equity measures a corporation's profitability by revealing how much profit a company generates with the money 
shareholders have invested. 

Target Price – projected price level as stated by an investment analyst or advisor. 

UX – Index of the Ukrainian Exchange. 

Volume – the number of shares or contracts traded in a security or an entire market during a given period of time. It is 
simply the amount of shares that trade hands from sellers to buyers as a measure of activity. 

YOY – Year over Year. A method of evaluating two or more measured events that compares the results of a 
measurement at one time period with those from same period a year earlier. Year-over-year comparisons are a 
popular way to evaluate the performance of investments and company performance to avoid the effect of seasonality. 

CapEx – Capital expenditure that a company spends to buy new equipment and structures or upgrade its existing 
equipment. 

Daily turnover – the money value of the trade volume in a given day, measured in dollars or in any other currency. 

Regression analysis – in probability and statistics theory it is a method to determine the relationship between the 
mean value of the dependent variable and one or more independent variables. 
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Methodology  

Valuation Methodology 

When assessing the company’s value, we adopt two approaches, i.e. discounted cash flow (DCF analysis) and benchmarking analysis. 

In the company’s valuation applying DCF method all analysts of CJSC IFC ART-CAPITAL use a standardized model (and its varieties 

which make allowance for the specific character of separate sectors) worked out and tested by the research department for the 

purpose of facilitating quality control of the analysis. The verification and control tools integrated directly in the model itself help 

prevent logic forecasting errors. For example, an analyst will not be able to include into his/her forecasts the profit which does not fit 

the consistent profitability ratio figures. The model also contains a set of indicators warning of possible logic errors in the analyst’s 

forecasts. For instance, the analyst will be warned that the forecasted change in this or that figure of the company is inconsistent with 

historic trends or has significant volatility on the forecasted horizon. In the process of investment valuation, ART-CAPITAL analysts 

carry out a fundamental and comprehensive analysis of the company. The analysts accumulate research results as regards industries 

and separate issuers and use this experience for determining the company’s strengths and weaknesses, assessing various risks of 

investing in the company, forecasting future cash flows and constructing the DCF-model. With the help of the model the analyst 

determines the fair value of the company’s shares and then his/her immediate supervisor assesses the quality of the analysis carried 

out and the estimates obtained. The supervisor may require that the analyst support his/her view and vindicate the results obtained. 

At any point of the research the supervisor may instruct the analyst to review all the calculations. All the data used for determining 

the fair price of companies’ shares is public and unrestricted. If the information used by the analyst is of private and subjective nature 

(for example, opinion of the management of the analyzed company), the text of the research shall obligatorily contain a reference 

thereto. 

 

Discount Rate 

As cash flow discount rate, analysts of CJSC IFC ART-CAPITAL use the value of the company’s weighted average cost of capital (WACC), 

which consists of the cost of equity added to the cost of debt. In order to calculate the expected return on equity, ART-CAPITAL 

analysts use the CAPM model, which enables them to define the beta coefficient reflecting non-systematic risks of investing in the 

stocks of the company under analysis. The design beta coefficient takes into account the size of the financial leverage which, with 

other factors being equal, increases the risks of investment in the company’s shares. For illiquid stocks, industry beta coefficients are 

used, these being median values of beta coefficients for the closest liquid peer issuers. Risk-free rate of return is calculated based on 

the coupon yield of a 5-year hryvnia state bond, the NBU’s discount rate and the rate of return on bonds of Oshchadbank. The cost of 

borrowed capital is calculated on the basis of the information on debt securities issued by the company and loans taken out. Besides, 

calculation of the discount rate includes a premium for the risk of investing in the stock market of Ukraine, which makes allowance 

for the Ukrainian nation-level risks. The benchmarking analysis makes use of three groups of peers: companies from developing 

countries, companies from developed countries, and Ukrainian peers. Peers are selected by analysts according to the size of the 

company, type of activity and characteristics of their products.  

 

Investment Rating Assessment Principle  

An investment rating reflects expectations of ART-CAPITAL analysts concerning the future growth of the value of the issuer’s shares. If 

the upside potential is, according to the valuation carried out, more than 20%, the stock is given a BUY rating. The upside potential of 

5-20% corresponds to our HOLD recommendation, and that of less than 5% means SELL. All the assessed stocks are ranged in 

accordance with these ratings by the results of the valuation carried out or revised. The expected upside potential may vary 

depending on price movements and market volatility. Such oscillations are possible and will result in the change of recommendations 

for the stocks under consideration. In addition, we use a suspense recommendation called SPECULATIVE PURCHASE, given to 

increased-risk issuers. Under increased risk factors we understand a possibility of a sudden deterioration of the issuer’s financial 

state, significant discrepancy between different estimations of the issuer’s value and low expertise rating determined by the analyst 

in charge.  



 
 

 

 

 


