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Ukraine Economy: a touch of reasonable optimism for 2016

Ukraine: key facts
Area, GDP, Population, Human Capital

Agribusiness

•
•
•
•
•
•
•

Largest country within Europe (603k square km)
GDP (PPP) in 2014: USD 371 bln (top-46 economy globally)
Population: 43 mln people
70% urban-based
4th most educated nation in the World (99.7% literacy rate)
70% have a secondary or higher education
Average salary: USD 170 per month, significantly below
regional peers
• Ukraine rose 56 positions since 2012 in Ease of Doing
Business Ranking (World Bank)

• 33% of world’s black earth soil, considered the
most fertile and productive land
• Over 70% of Ukraine is agriculture land
• #1 in sunflower oil export globally
• #2 in world grain export after the US
• #3 in corn export globally

Information Technology

Infrastructure

• #1 IT engineering force in CEE
• #3 globally in number of freelance professionals
• IT services account for 40% of all exports to US
(#1 trade category)
• 100+ global companies operate software R&D labs
in Ukraine
• 130k engineering graduates annually

• #12 globally by railways length and #29 by roadways
length
• Over 20 passenger airports
• Ports – 13 along mainland of Ukraine
• 4 of 10 European transport corridors run through
Ukraine
• Thousand of kilometers of gas, oil and refined products
pipelines
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The economy is returning to growth
• Last year, Ukraine implemented a number of critical reforms,
even though the effects of many were not immediately visible:
i) the cleanup of the banking sector; ii) abolishment of
hundreds of burdensome bureaucratic regulations by The
Economy Ministry; iii) procurement reform has already
resulted in more transparent tenders and hundreds of million
hryvnia saved; iv) the Infrastructure Ministry launched a largescale overhaul of corporate governance at state-owned
enterprises.

Ukraine’s quarterly real GDP, chg. yoy

• Following a more than 10% decline in 2015, Ukraine’s economy
is set to return to growth in 2016 (we forecast 1.5% yoy GDP
growth) before a pickup in 2017. The structure of the economy
underwent major changes due to the loss of industrialized
areas, and long-term growth drivers (hopefully SMEs) are still
to be found. The key factors restricting a more rapid short-term
recovery: i) elevated inflation continues to weigh on household
income; ii) newly imposed a full embargo on food and agri
imports by Russia, and revoked a free trade agreement.

CPI and PPI, yoy

• Consumer inflation is set to slow to 15% by end-2016, down
from 43% at end-2015 and a peak at 61% in April 2015. The
lion’s share of structural adjustments have already taken hold
(through the hryvnia depreciation and a revision of regulated
utility tariffs) and now consumer prices are poised to moderate
considerably.
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2015-end C/A deficit the smallest in over a decade
• Ukraine closed out 2015 with a C/A deficit of c. USD 1 bln, the
smallest gap in over a decade, as a strong adjustment in
imports (-34% yoy) outweighed the contraction in exports (32% yoy).
• Export was hit by loss of export-oriented production in the
east, a slump in commodity prices, and trade tensions with
Russia. Import hurt by a drastic hryvnia depreciation in 4Q141Q15 and drop in real household incomes.
• Maintaining the C/A nearly balanced in 2016 seems near
impossible as depreciation-driven adjustments in imports have
already largely taken place, while exports are at further risk, for
two reasons: i) additional downside risk in commodities prices;
ii) Russia has imposed an embargo on Ukrainian food and agro
imports and suspended an FTA in place since 2011. Russia’s
11M15 share in Ukraine’s goods exports fell 6 ppts yoy to 12%
(and from 25% in more rosy times).
• We expect the C/A deficit will widen to USD 2.5-3.0 bln, equal
to 3.2% of 2016E GDP.
• The hryvnia will remain under some pressure throughout 2016
and a 10-15% depreciation may be needed to prevent a
widening of external account misbalances in 2016. We
currently see the FX rate at UAH 27-29/USD at end-2016 vs.
the current NBU rate of UAH 23.5/USD and a cash rate of UAH
26/USD.

Monthly balance of payments, USD bln
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Cooperation with IFIs remains key to financial stability
• The NBU’s gross international reserves at end-2015 of USD
13.1 bln are likely to be replenished by USD 3-5 bln. Needless
to say, economic and financial stability will remain critically
dependent on Ukraine’s ability to maintain constructive
relations with official creditors.
• Cooperation with the IMF was halted by delays in the adoption
of fiscal legislation. The 2016 budget law was still passed in the
last days of 2015 and seems broadly compliant with the fiscal
targets agreed on with the IMF. We therefore expect the IMF
EFF program will return to normal functioning in February. The
renewal of the IMF program would unlock credit from other
IFIs and foreign governments (USD 1 bln from US government
and over EUR 1 bln from the EU).
• The budget plan for 2016 (eventually based on the
government’s proposal rather than the populist budget
committee’s draft) looks realistic even despite a material
reduction in a key social tax rate (22% in 2016 vs. more than
40% previously). The declared target deficit of 3.7% (UAH 84
bln) is a challenge but can be achieved if there are no populist
unscheduled social aid increases.

NBU gross international reserves, USD bln
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Odesa Region Overview

Odesa region: key facts
• Odesa region – located in southwestern part of Ukraine on the
shore of the Black Sea.
• The region is the largest by its area and top-5 by population in
Ukraine (2.4 mln people).
• Odesa – administrative center of the region and 3rd largest city
in Ukraine (1.0 mln people).
• The region is the main sea gate and export-import hub of
Ukrainian economy.
• Major sectors of regional economy: agriculture, transport
infrastructure, retail trade, tourism.
• USD 1.4 bln of FDI in 1H15 (3% of Ukrainian total) – near the
level of cumulative FDI for the past 20 years.
Dynamics of FDI into Odesa region, USD mln
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Odesa region: top-5 regional economy
• Top-5 most economically developed region in Ukraine (based
on GRP as of 2013, out of total 27 administrative units).
• Lowest unemployment rate comparing to other regions (6.7%
vs. 9.3% average for Ukraine).
• #3 by per capita expense after Kyiv city and Kharkiv region,
although #7 by per capita income.
• #3 in transport and warehouse sector (by output).
• #4 in retain trade.
• #4 in hospitality and catering sector.
• #9 in agriculture sector.
• #5 in export of goods and services.
• Major exported items - agriculture products, chemicals,
fertilizers, oil and refining products – account for 75% of total
exports.
• Ukraine, and Odesa region in particular, possesses the most
powerful port potential among all countries of the Black Sea
region.
• 7 ports out of 13 located in Odesa region and account for
about 75% of the entire cargo turnover in Ukrainian merchant
seaports.
• Odesa ports handle over 65 mln tons of cargo annually.
• The most important ports are Odesa, Illichivsk and Yuzhnyi
seaports – over 55% of cargo turnover of domestic seaports.
The major container terminals are also located in this three
ports.

Share of each region in total Gross Regional Product
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Odesa region: cheap and highly skilled human capital
•
•
•
•
•
•

Population of Odesa region: 2.4 mln people.
Population of Odesa city: 1.0 mln people.
67% urban-based.
Life expectancy is 70 years.
Over 55% of population in economic active ages of 16-65 years.
The region in top-3 most attractive for migrants, after Kyiv and
Kharkiv region.
• Odesa is educational hub, along with other largest Ukrainian
cities such as Kyiv, Kharkiv, Dnipropetrovsk and Lviv.
• #5 city by number of students per ten thousand of people
• The city has 39 institutions of higher education with over
30,000 graduates annually.
Change in population due to migration, ths people
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Key reasons to invest in Odesa region
1. Ground floor opportunity
• pro-Western and pro-business
• focused on implementing reforms
• challenges create momentum
• Ukraine is well positioned to become a future economic turnaround success story, with Odesa
region as a locomotive of changes
2. Low-cost but highly skilled human recourses
• low average salary of USD 1.3 per hour, highly below peers - USD 8.3 in Poland, USD 2.1 in
China
• 4th most educated nation
3. Proximity to key markets
• delivery of goods in days to European hubs rather than ship traveling from Asia for weeks
• robust infrastructure
4. Attractive entry valuations
• bank financing virtually closed, as banks are primarily focused on improving their balance
sheets (interest rates in local currency is over 20%)
• severe 60% local currency devaluation in 4Q14-1Q15 squeezed margins and pushed
companies to look for export opportunities
• increasing demand for capital from companies who seek money to finance its working capital
needs, to finance growth, develop exports or modernize production.
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Investment Opportunities

Ukrkava | Coffee processing | Illichivsk
Project status: initial phase.
Funding required: $16-27m.
Allocation planned:
• $16-18m CAPEX for construction of coffee sublimate (up to 1
kt p.a.) production plant.
• $3-9m working capital replenishment to expand output of
coffee products at existing production facilities.
Company snapshot:
• Ukrkava LLC owns and operates Ukraine’s only plant designed
and built as a coffee factory: it uses modern technology of
agglomeration in production of instant coffee.
• Commissioned in 2011, strategically located, ISO certificated.
• Broad coffee product range (25+ items), own brand Lacomba.
• Output capacity at 10.8 ths. t monthly, utilization is ~10%
currently.
Project funding breakdown
Debt
100%
$16-27m

Source: Company
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Kyiv
Illichivsk

Current ownership structure

Investment parameters

Two
individuals,
4%

Total investment required
- including Debt
- including Equity
Estimated IRR
Estimated NPV
Projected Sales (80% capacity load), p.a.
Projected EBITDA (80% capacity load)

Kolberh
Projects (UK),
32%

East-West
Telecom
(EU), 50%

HIMax Mgmt
Corp (BVI),
14%

Source: Company

Odesa

$16-27m
100%
n/a
n/a
$45.7m
22.3%

Asol | Cement production| Odesa
Project status: initial phase.
Funding required: €45m (8-year debt)
Allocation planned:
• CAPEX for construction and launch of an energy efficient and
environment friendly modern export-oriented cement factory
in proximity to the raw material deposit that will ensure
cement production of grades 500 to 800.
Project snapshot:
• Asol PE has access to high-quality limestone deposit in Odessa
region and plans to build a cement factory close to it.
• Laboratory analysis of the deposit conducted by LORIS BERLIN
showed that the limestone can be used to produce cement of
grades 400 to 700-800 and higher.
• The plant will produce 300 kt p.a. of high-grade cement for
exports and will have direct access to rail road.
Project funding breakdown

Current ownership structure

Debt
100%
€45m

Source: Company

Boris
Khersonsky,
100%
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Kyiv
Odesa
Odesa

Investment parameters
Total investment required
- including Debt
- including Equity
Estimated IRR
Estimated NPV (@ 10% discount rate)
Estimated payback period
Projected Net Sales, p.a.
Source: Company

€45m
€45m
18.5%
€25m
7 years
€22.7m

Sonant | Polystyrene insulation products| Avangard
Project status: pre-construction phase.
Funding required: €6.5m (5-year debt)
Allocation planned:
• CAPEX for construction and launch of a polystyrene insulation
sheets factory in Avangard town (Odessa region).
Project snapshot:
• Founded in 1994 Sonant is nowadays Ukraine’s second largest
producer of polystyrene insulation sheets.
• The Company operates 4 separate plants all over Ukraine at
full capacity and thus plans to build additional capacities.
• Construction of the new plant will allow Sonant squeeze out
smaller producers of polystyrene sheets and increase its share
to 20% of polystyrene insulation market in Ukraine.
• Planned capacity: 80 ths. m3 of sheets per month
• Landplot and infrastructure for the plant have been developed.
Project funding breakdown
Debt
100%

Current ownership structure
Volodymyr
Politi, 8%

€6.5m

Evklid Avgitov,
46%

Source: Company

Georgiy
Politi, 46%
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Kyiv
Avangard
Odesa

Investment parameters
Total investment required
- including Debt
- including Equity
Estimated IRR
Estimated NPV (@ 10% discount rate)
Estimated payback period
Projected Net Sales, p.a.
Source: Company

€6.5m
€6.5m
30.5%
€3.9m
4 years
€17.7m

Mayachnyi | Private clinic| Odesa
Project status: initial phase.
Funding required: €16.5m
Allocation planned:
• Opening of a private clinic (incl. reconstruction of the building)
employing ~100 qualified doctors providing therapeutic
(including ambulatory) and surgical (surgery, resuscitation)
services.
Project snapshot:
• Mayachnyi LLC plans to open a private clinic in the recreation
area of Odesa (~1 km from the beach).
• The clinic will provide consultations, treatment, diagnostics,
obstetrics, surgery and hospital stay services.
• The 3-storey (3,209 sqm) clinic will include modernly equipped
four surgery rooms, X-ray cabinet, tomography, laboratory and
treatment rooms. Negotiations on reconstruction of the
building are in process.
Project funding breakdown

Current ownership structure

Equity
33%

€16.5m
Debt
67%

Source: Company

V. Artemenko,
100%
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Kyiv
Odesa
Odesa

Investment parameters
Total investment required
- including Debt
- including Equity
Estimated IRR
Estimated NPV
Estimated payback period
Projected Net Sales, p.a.
Source: Company

€16.5m
€11.0m
€5.5m
19.0%
€6.1m
6.5 years
€6.2m

IAIC | Greenhouse agriculture| Odesa
Project status: initial phase.
Funding required: €10m (5-year debt)
Allocation planned:
• Construction and launch of a greenhouse complex in Odessa
region.
Project snapshot:
• IAIC Group, which combines 4 agricultural entities, plans
construction of a greenhouse complex for production of
vegetables, salads and herbs in Odessa region.
• The project will establish high quality, environmentally friendly
agricultural production and its distribution in Ukraine.
• It will introduce innovative production, energy saving
technologies and processes, and will lead to substitution of
imported agricultural products in Ukraine.

Project funding breakdown

Current ownership structure

Debt
100%

€10m

Source: Company

Arslanali
Abdulzhanov,
100%
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Kyiv
Odesa
Odesa

Investment parameters
Total investment required
- including Debt
- including Equity
Estimated IRR
Estimated NPV
Estimated payback period
ROE
Source: Company

€10m
€10m
29.0%
n/a
4.5 years
21.3%

Grain processing plant | Agriculture| Izmail
Project status: initial phase.
Funding required: $173m.
Allocation planned:
• Construction and launch of a plant for grains deep processing.
Project snapshot:
• Izmail concrete products plant LLC plans construction of a
plant for deep processing of grains on basis of its land,
premises (12 ths. sqm) and infrastructure.
• Planned capacity: 360 kt p.a. (including 100 kt of ethanol, 120
kt of fodder, 20.7 kt of meat and 1.7 kt of milk).
• The Company targets domestic and export markets. Current
law requires biofuels content at least at 5% (vs. 30% in EU) of
motor fuel in Ukraine. Ukraine produces low volumes of
biofuels. Given the expected gradual growth of crop volumes
and in general cheaper labor in Ukraine, the Company expects
its produce to be competitive on export markets as well.
Project funding breakdown

Current ownership structure

Debt
100%
$173m

Source: Company

Izmail concrete
products plant,
100%
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Kyiv
Odesa

Izmail

Investment parameters
Total investment required
- including Debt
- including Equity
Estimated IRR
Estimated NPV
Estimated payback period
Projected Net Sales, p.a.
Source: Company

$173m
$173m
n/a
n/a
4.2 years
n/a

Oniks-K | Vegetable warehousing| Izmail
Project status: initial phase.
Funding required: $10m.
Allocation planned:
• Launch of a vegetable warehouse with a production capacity of
2.5 kt of processing, storage and packaging of vegetables and
root crops (potatoes, table beets, carrots, cabbage, onions).
Project snapshot:
• Oniks-K plans to launch a vegetable warehouse on the basis of
its buildings and infrastructure following their reconstruction
and refurbishment.
• The Company plans distribution of vegetables and root crops
(potato, beet, carrot, cabbage, onion) to vegetable wholesalers
and supermarket chains in Ukraine.

Project funding breakdown

Current ownership structure

Equity
10%

Oniks-K,
100%

$10m
Debt
90%

Source: Company
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Kyiv
Odesa

Izmail

Investment parameters
Total investment required
- including Debt
- including Equity
Estimated IRR
Estimated NPV
Estimated payback period
Projected Net Sales, p.a.
Source: Company

$10m
$9m
$1m
n/a
n/a
4.5 years
n/a

Kirichevskyi | Fuel pellets production| Nagirne village
Project status: initial phase.
Funding required: $376 ths.
Allocation planned:
• Launch of production of fuel pellets and briquettes of wood
and straw with the production capacity of 6.0-12.0 kt p.a.
Project snapshot:
• Kirichevskyi PE plans to launch a wood and straw
pellet/briquette production plant in Odessa region.
• Planned annual output capacity is 6.0 kt for 2016-2018 and
12.0 kt thereafter.
• The Company targets to export 80% of its products to EU and
sell the rest to domestic wholesalers.
• To date the average price of fuel pellets is €90-110/t in Ukraine
and ~€180-220/t in the EU.
• Given the above, the Company intends to export pellets at
€100/t and sell pellets to domestic market at €80/t.
Project funding breakdown

Current ownership structure
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Kyiv
Odesa

Nagirne

Investment parameters

Debt
70%

Total investment required
- including Debt
- including Equity
Estimated IRR
Estimated NPV
Estimated payback period
Projected Net Sales, p.a.

Source: Company

Source: Company

Equity
30%

$376 ths.

Kirichevskyi PE,
100%

$376 ths.
$263 ths.
$113 ths.
n/a
n/a
3.6 years
n/a

Illichivsk Commercial Sea Port | Ports| Illichivsk
Project status: initial phase.
Funding required: negotiable (through public private partnership:
concession treaties, joint ventures, lease agreements, other
PPP schemes).
Company snapshot:
• Founded in 1958, the state-owned Illichivsk Commercial Sea
Port is one of Ukraine’s largest ports. The port is capable to
accommodate vessels with the draft of up to 13 meters and
having a length of up to 300 meters. Open storage yards cover
575 ths. sqm, sheltered warehouses — 27 ths. sqm.
• The port has facilities enabling it to handle more than 32 Mt of
cargo a year. The port specializes in handling of ore, sulfur,
grain, containers, and storage and handling of liquid vegetable
oil. Grain terminal storage capacity is 4 Mt, its ore bulk cargo
storage capacity is 3 Mt, and sulfur bulk cargo — 2 Mt.
• The port holds a monopolist position in handling cargos which
arrive on Ro-Ro vessels on the country level (the Ro-Ro cargo
handling complex of the port of Illichivsk is one of the largest
in the Black Sea region).
Operating summary
Cargo Turnover (Mt)
- Grains and Vegetable oil
- Ores (nickel and iron)
- Sulfur
- Other (containers, coal, etc.)
Source: MEDTU

Project funding breakdown

2014
10.5
2.7
2.4
1.1
4.3
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Kyiv
Illichivsk

Odesa

Investment areas at Illichivsk Commercial Sea Port:
• Sea terminals infrastructure development:
(1) grains and vegetable oil transshipment capacity increase
projects.
(2) ores and coal transshipment capacity increase projects.
(3) sulfur transshipment capacity increase projects.
(4) containers transshipment capacity increase projects.
• Motor road infrastructure development.
• Railroad infrastructure development.
• Energy efficiency improvement projects.
• Dredging - increase port capacity to serve larger (e.g. capesize)
vessels.

UkrLandFarming | Transshipment complex | Odesa
Project status: initial phase.
Funding required: $415 mln
Allocation planned:
• Construction of a multipurpose transshipment complex on its
owned 133ha land plot at the deep sea port of Yuzhnyy (Odesa
region)
Project snapshot:
• The two-stage project has all required licenses and
permissions and assumes launch of a grain export terminal and
potentially launch of an oilseeds complex (crushing plant, oil
export terminal), container terminal and feed mill by 2018.
• UkrLandFarming (ULF) produces ~4 million tons of own crops
annually and is ready to give a 10-year guarantee of exporting
its produce exclusively through the project’s terminal at
preferential dollar-denominated rates. Free capacities of the
complex will be loaded by other producers/traders on market
terms at dollar-denominated rates.
• ULF’s foreign shareholders (Cargill) and major creditors
consider co-investing into the project.
Project funding breakdown
Current ownership structure
Equity
40%

$415m
Debt
60%
Source: Company

Project funding breakdown

ULF, 100%
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Kyiv
Odesa
Odesa

Investment parameters
Total investment*
- including Equity
- including Debt
Estimated IRR

$415m
40%
60%
33%

Estimated NPV

$122m

Discounted payback period

WACC

12.5 years
26%

Note: * including the cost of the land plot

Project parameters
Grains transshipment capacity
Rail unloading rate
Trucks unloading rate
Storage capacity
Vessel loading rate
Veg. oil transshipment capacity

10m t/y
3k t/h
1.5k t/h
940k m3
6k t/h
264k t/y

Levada | Frozen foods production | Odesa
Project status: operating business.
Funding required: negotiable.
Allocation planned:
• Levada shareholders are looking for a strategic financial
partner to deliver on a strategy of domestic market
consolidation and export growth and ultimately seeking a full
exit from the business.
Company snapshot:
• Ukraine’s #1 frozen foods producer (located in Odessa) with a
20%+ domestic market share and growing exports.
• 23+ product groups (meat dumplings, pancakes, vareniks,
ravioli, dough, pastry and other semi-finished frozen products.
• Strong portfolio of well-known trademarks, good private label
contracts (Auchan, ATB, other food retailers and Hercules).
• Production capacity: 54+ ths. tons of various products
annually.
• Production volumes 27.8 ths. tons in 2014 (vs. 26.3 ths. tons in
2013).
• Modern production facilities (high-end automated equipment
certified to ISO 9001 and HASSP).
• Highly qualified and experienced staff (600+ people).
• Exports at ~7% of 2015 net sales (flat y-o-y).
• Debt portfolio stands at about UAH 86 million. The portfolio
consists entirely of loans in local currency.
• The company targets to reach full production capacity and
become the region’s leading producer of frozen foods by 2020.
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Kyiv
Odesa
Odesa

Key financials, USD mln
Net Sales
Gross profit
Gross margin
EBITDA
EBITDA margin
Source: Company

Project funding breakdown

2011

2012

2013

2014

2015E

28.0
10.0
36%
1.9
7%

32.9
13.5
41%
3.4
10%

40.5
19.0
47%
6.3
15%

31.2
12.8
41%
2.9
9%

28.9
12.6
44%
4.9
17%

SP Advisors at a Glance
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SP Advisors is a full-service investment house with operations in Ukraine and Eastern Europe established in 2011. Our team has
successful experience in closing equity and debt capital raising as well as M&A transactions, debt and corporate restructurings,
corporate brokerage and investor relations for Ukrainian and Georgian companies.
Selected transactions:

Equity and Debt Capital Raising
Over 10 years of experience financing
corporates via IPOs, private placements,
Eurobonds, private debt and bank agreements,
IFIs (EBRD, IFC, OPIC).
Corporate Finance Advisory
M&A and debt restructuring services as part of
strategic advisory through the development of
long-term financial strategies for our clients
Securities Brokerage
Sales and trading for institutional and retail
investors with Direct Market Access on all
leading global exchanges, market-making and
corporate brokerage for public companies, and
investor relations services.
Risk Management
Commodities and currency risk analysis,
development and execution of risk management
strategies, including via hedging with market
instruments.
Research
Ukraine’s best analysts (Thomson Extel Surveys)
provide extensive reporting services, including
regular macro reports.

Corporate Brokerage
Investor Relations

US$ 1,700,000
Private Placement of a
Minority Equity Stake

GEL 25,000,000
13.5% Coupon 2-Year
Local Bonds

US$ 46,200,000
Initial Public Offering
Warsaw Stock Exchange

Sole Advisor

Placement Agent
Bookrunner

Lead Manager
Bookrunner

Lead Manager
Bookrunner

2014

April 2011

December 2009

June 2011

US$ 12,900,000
Private Placement of a
17.2% Equity Stake

EUR 27,000,000
Debt restructuring

Sole Placement Agent
Bookrunner

Sole Financial Advisor

October 2009

June 2012

US$ 30,400,000
Initial Public Offering
US$ 25,000,000
Debt capital raising
US$ 36,000,000
EBRD loan facility
2010- 2012

