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Historically high crops prices have allowed Ukrainian
agricultural companies to achieve EBITDA margins of over 40%
and actively expand their land banks. We are initiating coverage
of MCB Agricole, which controls more than 82 ths ha of land
bank and plans to expand it to 400 ths ha. The company is
currently traded at $3,250/planted area (54% discount to peers),
while has the ability to acquire land at a price ranging $200-
800/ha and cultivate it with CapEx of $1,400-1,600/ha, thereby,
multiplying returns on investment.

We put BUY recommendation on Agricole with an upside of 76%.

Growing demand for oil substitutes and global deficit of cereals
pushed crops prices to historical maximums. Ukraine, former bread
basket of USSR, currently reveals this role in Europe. Ukrainian
producers are also boosting the output of rape seed, the key input for
biodiesel, which is in high demand in EU.

Favorable price background allowed Agricole to reach EBITDA
margin of 38% in 2007 (45% expected in 2008) and expand the land
bank three times to 82 ths ha since 2007. We expect Agricole to
control land bank of 300 ths ha by 2012 and achieve long-run EBITDA
margin of 35%.

High profitability margins allow reinvestments into land expansion
projects, which create great opportunities for investors. Currently,
MCB Agricole is traded at $3,250/ha planted (versus $4,000/ha market
average), while it can acquire and farm every new hectare of land with
CapExes of $1,400-1,500

Available resources to expand the land plot and production
capacity. At the beginning of 2008 Agricole private placed 24% stake
and raised $56 min.

Fundamentally and technically underpriced.Agricole is traded at
$3,250/ha of planted land and $1,130/ ha of controlled land in 2008E,
which is 42% and 49% less than that of peers average, respectively.
DCF based 12m target equity value is $680 min (+194% potential
upside). Moreover, technical upside of 10-15% exists as Agricole was
listed on Frankfurt stock exchange during the global recession of 1H
2008, and Mcap has not followed its fundamental value.
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Buy. Upside 76%

Outperform

Company Agricole
Exchange FSE
Symbol 4AWG1
Price, $ per share 134
12-m price target, $ 23.6
Implied return 76%

Dividend per share, $

52-week price range, $ 13.9-13.4
Shares out (min) 17.2
Market Cap (min) 231
Free Float (%) 24%
Value of float ($min) 55.4

Company profile

MCB Agricole is a large-scale agricultural
company founded in 1999. The company
coordinates 17 agricultural enterprises in 10
regions of Ukraine, focusing on the
accumulation of agricultural land and the
production of cereals and rapeseed. It
keeps 82.4 ths ha of land under lease
contracts up to 10 years with a pre-emptive
right to purchase.
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MCB Agricole. Key financials

Fiscal year end 31-Dec 2007 2008E 2009F 2010F 2011F 2012F 2013F 2014F 2015F
FINANCIAL SUMMARY

EPS ($) 0.33 110 232 3.77 342 3.78 432 4.88 5.51
BVPS ($) 1.11 519 7.51 11.28 1469 1847 2279 27.67 33.18
Shares, weighted average (min) 13.0 172 172 172 17.2 17.2 17.2 17.2 17.2
Mcap, end of year ($ min) 265 265 265 265 265 265 265 265 265
Enterprise value ($ min) 280 280 303 435 548 551 498 424 342
VALUATION METRICS

EV/Sales 17.9x 43x 2.2x 1.8x 1.6x 1.4x 1.2x 1.0x 0.8x
EV/EBITDA 46.6x 9.7x 5.4x  4.6x 4.4x 3.9x 3.4x 2.8x 2.2x
P/E 61.9x 14.0x 6.6x 4.1x 4.5x 4.1x 3.6x 3.2x 2.8x
P/BV 18.4x 3.0x 2.1x 1.4x 1.0x 0.8x 0.7x 0.6x 0.5x
INCOME STATEMENT, $ min

Net revenues 16 65 138 240 335 404 422 434 447
Gross profit 7 30 58 97 129 143 150 154 159
EBITDA 6 29 56 95 126 141 147 151 156
Depreciation @ 5) (10) (14) (15) (16) (16) (15) 14)
Profit before tax 4 19 40 65 78 87 99 112 126
Income tax expense - - - - (20) (22) (25) (28) (32)
Net profit 4 19 40 65 59 65 74 84 95
CASH FLOW, $ mIn

Cash flow from operations (5) (40) 52 14 6 33 72 90 97
CapEx (4) (40) (51) (146) (118) (35) (19) (16) (15)
Net inc/(dec) in borrowings 16 25 1 135 115 5 (52) (74) (81)
Equity financing 10 56 - - - - - - -
Net change in cash 0 1 2 3 2 2 0 0 0
Unlevered Free Cash Flow 7y (75) 8 (116) (80) 35 85 99 97
Change in working capital (20) (64) 2 (64) (68) (49) (18) (8) (12)
BALANCE SHEET, $ min

Current Assets 23 93 100 177 257 315 335 345 359
Cash & Equivalents 0 2 3 6 8 10 11 11 11
Fixed Assets 9 44 85 217 321 340 343 345 346
Total assets 32 136 184 394 577 655 678 690 705
Interest bearing debt 16 41 42 176 291 296 244 170 89
Other liabilities 2 6 13 23 33 41 43 44 45
Total liabilities 18 47 55 200 325 337 286 214 134
Total shareholders' equity 14 89 129 194 253 318 392 476 571
Net debt 16 39 38 170 283 286 233 159 77
KEY COMPANY METRICS

Sales growth 52% 312% 114% 74% 39% 21% 4% 3% 3%
EPS growth 152% 343% 110% 63% -9% 10% 14% 13% 13%
EBITDA Margin 38% 45% 41% 39% 38% 35% 35%  35% 35%
Net Margin 27% 29% 29% 27% 18%  16%  18% 19%  21%
Total Asset Turnover 49% 47% T75% 61% 58% 62% 62%  63% 63%
ROA 13% 14% 22% 16% 10% 10% 11% 12% 13%
ROE 30% 21% 31% 33% 23% 20% 19% 18% 17%
CapEx/sales 24% 61% 37% 61% 35% 9% 4% 4% 3%
Capex/depreciation 5.3x 84x 5.2x 10.8x 8.0x 2.2x 1.2x 1.1x 1.1x
Net debt/EBITDA 26x 14x 0.7x 1.8x 2.2x 2.0x 1.6x 1.1x 0.5x

Source: Company data, Phoenix Capital estimates
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Agricultural market snapshot

Crops prices boosted...

éand profits
companies increased

Ukraine is to benefit

o

Crop prices have risen dramatically due to growing demand for oil substitutes
and undersupply of cereals since 2003. FAPRI* predicts prices to stay at high
levels: meeting the demand for food crops takes time and the need for
alternative energy sources is growing.

Global commodities prices dynamics
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Against this background, agricultural companies (mostly unprofitable
previously and subsidized by governments) have considerably increased their
profits despite increased costs of production.

As a result, land price has also inflated significantly.
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Ukraine can surely benefit from global trends in the agricultural sector due to
33 min ha of highly fertile land and its favorable geographic position at the
heart of Europe. Ukraine historically played the role of the bread basket of the
Soviet Union and can currently revive this role for Europe.

Wheat net exporters

Ukraine
4%

Source: FAPRI

*Food and agricultural policy research institute
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Riding the wave of capital
raising

Further fund raising by land
holders is expected

The favorable price background has motivated Ukrainian agricultural
companies to expand cultivated areas and finance productivity increases with
both private and public placements. Over the last two years, eight Ukrainian
agricultural companies made private and public placements abroad of total
canitalization $1.115 min. or 51% of total $2.205 placements in 2007-2008.

Company Date Stake Fu_nds Stock
sold raised exchange
Sintal 08.2008 15% 35 FSE
Mriya Agro 06.2008 20% 90 FSE
MHP 04.2008 22% 500 LSE
MCB Agricole 03.2008 24% 56 FSE
Kernel 11.2007 36% 221 WSE
Land West 11.2007 20% 43 FSE
Landkom 11.2007 55% 111 LSE AIM
Creativ 10.2007 24% 28 FSE
Astarta 08.2006 19% 31 WSE
Total 1,115

1Q 2008 was associated with a sharp drop of global stock indices. UAgro
Index (Phoenix Capital Ukraine Agriculture Index) has shown 10% drop
compared to 24% decline of the Euronext 100 Index. We have updated
Equity Risk Premium on discussed stocks by 2.5% on average due to
increased cost of capital, however, we believe that these stocks have not
lived up to their fundamental value over the last 6 months. This proposes
additional technical upside above required rate of return.
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In total, eight leading public land owners control only 3% of all the arable
land in Ukraine: 112 ths ha on average. Against a background of high
cost of debt capital and funds needed by agricultural companies to
finance the land expansion, we expect further private and public
placements in this segment.

Land bank distribution

Top-8 public
companies
Others 3%
97%

Source: Companies data,
Phoenix Capital estimates
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Large and fast growing
fertile |l and b

Less concentrated land
bank: advantages outweigh
disadvantages

Agricole is one of the leading agricultural producers in Ukraine. The
company cultivates wheat, rapeseed, sunflower, barley, corn and rye. It
keeps 82.4 ths ha of land (compared to 24.4 ths ha in 2006) under lease
contracts of up to 10 years with a pre-emptive right to purchase. The
company plans to achieve 400 ths ha of land bank through 2010.

The companyo6s current | asadle farmg infld
regions of Ukraine, selected based upon land soil content: an approximate
share of black soils equals 88% of total land plot under control of Agricole.

MCB Agricolebs | andb

While geographic diversification of the land bank has disadvantages in
machinery logistics, MCB Agricole benefits from regional land diversification
due to so called cluster system, which improves efficiency, decreases risks
and allow the company to outperform peers:

3 Low machinery use. Sown and harvesting campaigns do not match
in different climate zones, which allow farming the land with the same
machines and time lag. This outweighs an effect of larger distances
for machines to cover.

3 Political and social risks reduction. The company depends less on
specific local governments. In addition, land owners have less
bargaining power when negotiating land lease agreements, as far as
they are dispersed and hardly can create large-scale price collusion.

3 Reduction of effect of unfavorable weather conditions. Local bad
weather conditions, such as hail, drought or flood affect company’s
yields much less due to dispersed land bank.




