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Motor Sich’s sales increased by 51% to $87.4 min in 1Q08,
in line with our expectations for 2008 revenue growth. After
the company changes its sales recognition practices,
profitability should recover for the medium term,
supporting our BUY recommendation on the stock with a
12-month target price of $355/share, implying 42% upside.

Strong sales growth: Motor Sich’'s 1Q08 financials show a 51%
increase in sales to $87.4 min, only 1.5 ppts lower than 1Q07 sales
growth. These results support our annual sales growth forecast of 50%
and dispel concerns of a possible sharp decline in orders from Russia
on the back of Ukraine’s NATO accession plans.

Lower profitability: Net income dropped to $3.9 min (-56.3% y-0-y) in
1Q08 and EBITDA declined to $10.6 min from $14.8 min in 1Q07. The
decrease in profitability stems from the accelerated growth in input
prices (COGS growth reached 72% y-0-y) compared with output
prices, as contracts for engine supplies are being renegotiated much
more slowly. Currently, Motor Sich delivers engines at 20-30% below
market price.

New payment plans: MSICH's TTM revenues reached $376 min
(+8.5% growth vs. 2007), and we expect company revenues and
profitability growth to accelerate as the company plans to switch from a
“per engine” to “per hour of operation” payment scheme. The move will
prevent faster growth in costs and will facilitate the process of
renegotiating selling prices.

Growth upside: Motor Sich's trailing 12M P/E of 14.4x (2008E of 5.7x)
and EV/EBITDA of 7.8x (2008E of 3.4x) leave room for stock growth,
with an upside of 42% to our target price of $355/share.

We maintain our BUY recommendation for the stock in the wake of
its 26.4% YTD correction.

Financial data 2006 2007 2008E 2009E
Revenues, $ min 231 347 520 615
EBITDA, $ min 44 79 173 205
Net income, $ min 13 41 91 108
EV/EBITDA, x 6.7 7.8 34 29
P/E, x 17.5 13.8 57 4.8
P/S, x 1 1.6 1.0 0.8
ROE, % 5% 12% 20% 20%
Gross margin, % 33% 44% 46% 46%
Net margin, % 6% 12% 18% 18%
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Share data

Bloomberg ticker MSICH Uz
Closing Price $250
Free Float 25%
52 Week Range $76 - $350
Shares outstanding, min 2.077
Market Cap, min $518
12 M Target Price $355
Upside 42%
Recommendation BUY

Source: Alfa Capital Research
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