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Stock data
Ticker skzb M.Cap, $ mn 7874
Shares Ords 3,499,429,535  Free Float, % 45
Bid Ords, $ 0.22  Offer Ords, $ 0.23
Key financials
2007E 2008E 2009E
Sales, $ mn 352.0 449.8 582.4
EBITDA, $ mn 123.2 160.6 212.2
Net profit, § mn 704 94.0 127.0
EBITDA margin, % 35.0% 35.7% 36.4%
Net income margin, % 20.0% 20.9% 21.8%
Comparative multiples, 2007E
PIS PIE EV/EBITDA
Southern Kuzbass 2.57 60.28 18.89
Kuzbassrazrezugol 2.06 36.57 13.43
Developed Markets 2.81 23.75 8.82
Developing Markets 5.18 3219 9.12
Russian Market 2.68 28.70 11.95
SUEK-Kuzbass 1.92 9.59 5.76
Peer comparison, 2007E
Sales, $ mn Income, $ mn
Southern Kuzbass 720.00 30.70
Kuzbassrazrezugol 1,072.52 60.39
SUEK-Kuzbass 351.97 70.39

Source: Company data, Sovlink estimates
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SUEK unlikely to enforce buy out

« In our last report we described the company’ business and its
development plans. Investors, interested in the company, are wary of the
95.5% stake of the majority shareholder (SUEK), which would enable it
to squeeze out minority investors. In this context, we have studied the
legal issues involved and have outlined them below.

« Chapter XI of the Federal Law N 208-®3 dated 26.12.1995 (updated as
of 24.07.2007) on joint-stock companies states that the purchaser of
more than 95% of a company’s shares is obliged to purchase the
remaining shares from minority shareholders (if the minority
shareholders exercise their right to sell); alternatively, the purchaser also
has the right to buy out the remaining shares. (In order to exercise its
buy out right, the purchaser must submit an application (within 35 days
of achieving the 95% threshold) stating that it has the right to buy out
the remaining shareholders: on expiry of this 35 day period, the majority
shareholder is entitled to exercise its buy out right within a period of 6
months.) Taking into consideration that the company was formed in May
2007, this term will not expire before January 2008. However, article 8
of section 84.2 of this law states that the requirements of this section are
not applicable when shares are purchased during the formation or
reorganisation of a public corporation. Therefore, SUEK is not legally
entitled to enforce the minority shareholders to sell and vice versa.

« Nevertheless, the law can be circumvented, and the possible
enforcement of a squeeze out by SUEK depends on its future plans and
its desire to have friendly investor relations prior to a possible IPO in the
near future.

« For minority investors, one of the ways in which SUEK can enforce a
squeeze out is by selling and later buying back part of its stake from
(indirectly) affiliated companies. In this way, the formal requirement of
acquiring a majority stake of over 95% (partly through buying in the
market) would be met, and the majority shareholder would have the
right to squeeze out minority shareholders.

« After analysing the situation, we have concluded that SUEK is not likely
to use such schemes and will develop a policy, which treats minority
investors fairly. Accordingly, as we consider it unlikely that SUEK will
exercise its right to buy out minority shareholders, we issue a BUY
recommendation on SUEK-Kuzbass® ordinary shares and reiterate our
target price of $0.41, which offers potential upside of 82% to the current
mid-market price of $0.225.
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STOCK RATING POLICY

STRONG BUY: Upside over 25%; confidence level — high /
upside over 100%; confidence level - low

BUY: Upside between 15 and 25%; confidence level — high / upside between 25%
and 100%; confidence level — low

HOLD: Upside of less than 15%; confidence level — high / upside of less than 25%;
confidence level — low

SELL: Fair value at or below current price levels
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©2007 Sovlink LLC. The information in the enclosed Report (the “Information”) is not an advertisement for any security or particular issuer and should not be
interpreted as such. The Information is intended solely for the personal use of Sovlink LLC’s clients or other parties pre-agreed to with Sovlink LLC. The Information
is not intended for use by citizens of the USA or legal entities registered in the USA. Nothing contained in the Information is, or should be interpreted as being
information intended for an undetermined audience.

The Information is exclusively of an informational/analytical nature, and should not be interpreted as a recommendation to take any particular investment action. The
Information should not be relied upon as a justification for the execution of any transactions, and should not be referred to as such. Sovlink LLC takes no
responsibility for any actions taken on the basis of the Information. The enclosed Report does not contain an offer or an invitation to make an offer to buy or sell any
securities or any options, futures or other derivatives related to such securities.

This Report does not have regard to any specific investment objectives, financial situation and the particular needs of any specific person who may receive this
Information. Investors should seek financial advice regarding the appropriateness of investing in any securities mentioned and should understand that statements
regarding future prospects may not be realized. Investors should note that income from such securities, if any, may fluctuate and that each security’s price or value may
rise or fall. Accordingly, investors may earn less than originally invested. Past performance is not necessarily a guide for future performance. Foreign currency
exchange rates may adversely affect the value, price or income of any security mentioned in the Report. Please bear in mind that investment activity in emerging
markets is very risky, and investors should conduct their own due-diligence prior to making an investment decision.

The individual(s) responsible for the preparation of this Report (the Author(s)), or Sovlink LLC may hold short-and long-term positions in any of the securities
mentioned in the Report, and may take part in investment activities with companies mentioned in the Report.

In preparing this Report, the Author(s) assumed that the issuers mentioned in the Report disclose information in the amount and under the procedure stipulated by the
securities legislation of the Russian Federation for issuers who publicly place securities.

This Report and the Information is based exclusively on publicly-available information, which is deemed to be reliable, however Sovlink LLC makes no representation
that this Information is accurate or comprehensive, and it should not be relied upon as such. Sovlink LLC makes no representation that this Report has been released
to all readers simultaneously, nor that Sovlink LLC will update this material on a regular basis, or that it will correct inaccuracies contained in this Report.
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