
 
 

United Wagon Company 
Rolling through the cycle   
 
 We initiate coverage of United Wagon Company (UWC), a 

Russian producer of the modern rolling stock. The combination of 

new capacities and innovative products make the company a leader in the railcar 
market in Russia. UWC offers a wide range of railcars with 25-tf axle load and 
plans to launch 27-tf bogie railcars, which provide better economics, a longer fleet 
life, and cheaper servicing for fleet operators. UWC has gradually diversified its 
product mix from gondolas towards hoppers, tanks, flatcars, covered cars and 
special car modifications. Annual production exceeded 19,100 units in 2017 and 
is planned at 18,000-20,000 in the medium term. There are several revenue 
drivers in the medium term: freight turnover growth driven by coal, fertilizer, 
materials, and grain exports; the potential launch of 27-tf railcars; the write-off and 
replacement of old railcars in Russia; and export expansion. The integration of 
the Production and Lease segments should reduce revenue volatility during 
business cycles in the longer-term. The company completes its investment cycle 
in 2018. We expect lower capex needs and an upgraded product range to drive 
cash flow generation ability and balance sheet deleveraging in the medium term. 
The company targets a Net debt/EBITDA ratio of 3.0-4.0x over a four- to five-year 
horizon, and an investor-friendly profile that results in a sustainable valuation for 
the business. We think this looks achievable if the market continues its current 
trend. The stock trades at 9.1x EV/EBITDA’20 and 12.3x P/E’20. Our valuation 
range for the stock is RUB539-843 per share, based on a DCF valuation 
(RUB62.5-97.8bn) adjusted for RUB8.2bn buyback provision amount, and 
RUB610-915 in case no new borrowings required.  

 The rail transportation market. The Russian rail transportation market 

recovered well in 2017 and over the first seven months of 2018. Driven by 
favorable global prices, export volumes of coal, fertilizers and metals, among 
other products, have tended to grow. Rail freight turnover rose by 6.4% in 2017. 
Freight dispatched to seaports in January-May 2018 amounted to 128mt, up 5% 
YoY. The forecast for freight turnover growth is 2%-4.5% per year for the next five 
to six years, based on current capacity expansion plans in coal, materials and 
other sectors.  

 There are risks related to the business cycle and UWC’s high 
debt levels. The company has been boosting production capacity using 80% 

debt financing. Its Net debt/EBITDA was high at 8.2x at end-2017, and it has a 
75% loan portfolio (ex-bonds) exposure to largest lender Otkritie Group. The 
UWGN stock has low liquidity on MOEX. We see deleveraging as the key factor 
for the stock to appreciate.  
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Description:  

United Wagon Company is the leading Russian 
producer of the modern rolling stock. The 
company supplies innovative gondolas, hoppers, 
tanks and other railcars to Russian customers and 
to exports. The company’s capacity is 22,000 
railcars per year. The Russian market share of 
UWC reached 33% in 2017. 

 

Figure 1: Industrials – YTD share price performance   Figure 2: Industrials – 1 year share price performance 

  
Source: Thomson Reuters  Source: Thomson Reuters, as of 21-August-2018 
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The Research and Production Corporation “United Wagon Company” (UWC) is the largest railcar 

manufacturer in Russia. It was founded in 2011 as a result of the consolidation of newly built 

production facilities in Tikhvin, Leningrad region, and leasing company RAIL1520, controlled by 

Alexander Nesis’s ICT Group. Total investments amount to over $1.8bn since 2008 to develop the 

production site and upgrade facilities to offer the most innovative product range in the Russian freight 

transportation market. Currently, the Group has several production plants, a utility company, a leasing 

company and other assets. The company went public in 2015, and the free float is 27% now. The 

major strategic shareholders are Otkritie Bank (24.3%), Sever Asset Management (19.2%), Otkritie 

Holding (7.9%) and ICT Group (9.5%).  

Since its foundation, UWC has focused on the production of the freight railcars using Barber bogies, 

which have an axle load of 25-tf (ton-force). This Standard Car Truck-designed bogie has helped 

UWC to develop an innovative product range, including gondola cars, tanks, flatcars, box cars and 

hoppers. These have offered a timely solution for a Russian railcar market experiencing a write-

off/replacement period. The peak of freight fleet write-offs was in 2015-2016, when over 200,000 

railcars out of 1.2mn Russian railcars were set taken out of operation. UWC’s innovative railcars 

helped rail operators get boost efficiency and the life of their fleets. As a result, UWC’s production 

increased from expected 10-12,000 railcars a year to 19,100 in 2017. The company expanded its 

facilities to reach a 22,000 railcar capacity in 2016 from 15,000 cars in 2015. The order book for over 

25,000 cars (as of March 2018) will help to maintain a 19-20,000 production level for 2018-2019, while 

further diversification of the product range from gondolas to more specialized hoppers, tanks, covered 

cars and flatcars, as well as export growth, should contribute to achieving a stable production level, 

even during the business cycle downturns.  

Russian rolling stock producers saw a period of market transformation when the competition from 

Ukrainian railcar producers was eliminated following the political tensions between Russia and 

Ukraine in 2014. The write-off of the freight rolling stock in Russia and growth of freight turnover have 

played an important role in the manufacturing sector recovery from 2016. The economic recovery in 

2016-2017 allowed railcar suppliers to invest in production capacity, modernizing facilities and 

improving their offering of innovative rolling stock to their major customers, including coal industry, 

fertilizer, chemicals, building materials, timber and cement producers. The current expansion of 

production and exports of coal, fertilizers, ore and metals, and chemical production, is driving up 

freight turnover, supporting demand for freight cars.  

The investment case for UWC is based on its leading position as a manufacturer of innovative rolling 

stock. The new 27-tf axle load railcar should support revenue generation and the current production 

level of 18,000-20,000 cars a year. There are several revenue drivers for the medium term: 

diversification of the order book, the launch of 27-tf railcar production, the expansion of exports, and 

an increase in the average realized price due to changes in the product mix. UWC completes its long 

investment cycle this year, cutting capex to RUB2bn per year from 2019. The high leverage 

accumulated during the investment phase should drop steadily given a more stable operating cash 

flow in medium term. The deleveraging strategy includes on-schedule repayment of debt and a 

gradual reduction in the Net debt/EBITDA ratio from 8.2x as of end-2017 to 3.0-4.0x over four- to five-

year horizon. Deleveraging will be the main factor behind any share value appreciation, in our view. 

Our valuation model for UWC is based on an 11.2% WACC and 3% terminal growth rate. We value 

the stock at RUB610-915 per share in case no provision for buyback is made and RUB539-843 in 

case the court decides in favour of the shareholder group, which require buyback. The repurchased 

stock may be either placed on the market or cancelled by the company, affecting the stock in short-

term. The stock trades at 9.1x EV/EBITDA’20 and 12.3x P/E’20. The reduction of the debt burden 

may improve the stock’s relative attractiveness. Global peers, mostly US-based, all operate in very 

competitive and stable markets, while UWC is establishing a leadership position in the growing CIS 

region. UWC (MOEX:UWGN) trades on the Moscow Exchange and is part of the RTS Index and 

MOEX Russia index.  

 

 

Executive summary 
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Risks 

- The company started as a greenfield project, and its development was financed mostly with 

loans. The total debt amounted to RUB112.6bn and Net debt/EBITDA was 8.2x at end-2017. 

There is a risk of debt repayment delays and covenant breaches.  

- The Group’s largest lender is Otkritie Group (75% of the loan portfolio excluding bonds at 

end-2017). Otkritie Bank’s Chairman Mikhail Zadornov recently stated that the bank sees 

UWC as a healthy business, and there are plans to update the conditions of the debt and 

develop a new maturity schedule. Otkritie Bank also controls 24.3% of UWC shares, and its 

interests are thus aligned with other shareholders. 

- The Group is exposed to the business cycle in Russia, particularly in such sectors as coal, 

fertilizers and chemicals, timber and construction materials. Any decline in export volumes 

and production in those industries, or a decrease in domestic construction volumes might 

negatively affect the freight turnover and the transport operators who are UWC’s major 

customers. 

- The company has still limited share liquidity on MOEX. The equity story was negatively 

affected by the economic downturn as well as the high indebtedness of the company. Debt 

reduction will be a key factor in terms of the stock’s attractiveness for the wider investor 

base. 

- The Group may meet a risk of share buyback following the claim of the Safmar-related group 

of shareholders. The total buyback amount may reach RUB8.2bn. 

 

Figure 3. Industrial producers peer comparison (Thomson Reuters consensus estimates) 

Company Name MktCap, 
$ mn 

EV, $mn P/E Fwd 
1Y 

P/E 
Fwd 
2Y 

P/E 
Fwd 
3Y 

EV/ 
EBITDA 
1Y fwd 

EV/ 
EBITDA 
2Y fwd 

EV/ 
EBITDA 

3 fwd 

EV/ 
Sales 
1y fwd 

EV/ 
Sales 
2y fwd 

EV/ 
Sales 
3y fwd 

United Wagon Company 
              

985    
           

2,500    -31.7  57.1  12.3   12.2   11.2  9.1   2.4   2.4   2.2  

Greenbrier Companies 
           

1,856    
           

1,888    
             

13.7    
             

14.0    
             

14.4    
               

5.7    
               

6.0    
               

5.8    
               

0.8    
               

0.8    
               

0.8    
Construcciones Y Auxiliar 
De Ferrocarriles 

           
1,511    

           
1,757    

             
28.4    

             
15.8    

             
14.7    

               
8.7    

               
7.2    

               
7.0    

               
0.8    

               
0.8    

               
0.7    

CRRC 
         

33,082    
         

39,226    
             

19.2    
             

16.1    
             

13.5    
             

10.9    
               

9.5    
               

8.3    
               

1.2    
               

1.0    
               

0.9    
Randon SA Implementos e 
Participacoes 

              
526    

              
853    

             
16.6    

             
12.1    

               
9.7    

               
6.8    

               
6.1    

               
5.2    

               
0.9    

               
0.7    

               
0.7    

American Railcar Industries  
              

898    
           

1,327    
             

21.4    
             

17.1     NaN  
               

9.5    
               

8.8     NaN  
               

2.9    
               

2.4     NaN  

Trinity Industries Inc 
           

5,414    
           

8,379    
             

22.6    
             

18.8    
             

14.0    
             

10.4    
               

9.8    
               

8.9    
               

2.2    
               

2.0    
               

1.8    

Alstom 
           

9,493    
         

10,135    
             

17.8    
             

18.8    
             

16.8    
             

12.1    
             

11.2    
             

10.8    
               

1.1    
               

1.0    
               

1.0    

Talgo SA 
              

733    
              

814    
             

19.4    
             

11.4    
               

9.4    
             

11.0    
               

7.5    
               

6.5    
               

2.1    
               

1.4    
               

1.2    

Ansaldo STS 
           

2,946    
           

2,600    
             

30.9    
             

28.0    
             

23.6     NaN  
             

15.1     NaN   NaN  
               

1.5     NaN  

Wabtec Corp 
         

10,624    
         

12,280    
             

28.3    
             

24.3    
             

21.4    
             

18.3    
             

16.6    
             

14.4    
               

2.9    
               

2.7    
               

2.6    

Source: Thomson Reuters, Hypothesis Research estimates 
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Figure 4. Industrial producers price performance in traded currency since Jun 2015 

 

Source: Thomson Reuters 

Figure 5. RTS Index (RH axis) vs UWC share price (LH Axis)  

 

Source: Thomson Reuters 
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Russia railway transportation outlook 

The Russian railway transportation sector services an essential part of the economy. It is the second 

largest in the world by size of its railcar and locomotive fleet. The railways connecting Russia’s distant 

regions from Eurasia to Europe via the Trans-Siberian railway and European rail network play a major 

role in industrial freight transportation. The railway transported over 87% of total Russian cargo in 

2017, excluding the pipeline transportation. The major sectors contributing to rail transportation 

volumes are coal, oil and petroleum products, ore and metals, construction materials and cement, and 

timber. In 2017, total freight turnover rose 5.4% YoY to 5,476.7bn t-km, including 2,614.9bn t-km 

transported via pipelines. Freight turnover growth was reported at 6.5% YoY for rail transportation, 

1.2% for road transportation, 6.4% for sea transportation, 15.5% for air transportation and 5.1% for 

pipeline transportation in 2017. There was a 4% YoY decline in internal water transportation in 2017.   

Figure 6. Russian freight by transport, ex-pipelines, 2017 Figure 7. Freight on RZD network by sector in 2017, mt/% 

 

 

Source: Federal State Statistics Service Source: Federal State Statistics Service 
 

Russian Railways (RZD), the major rail network operator in Russia, has published optimistic forecasts 

for freight transportation. RZD’s long-term development program assumes an increase in loading of 

35% to 1.7bn tones in 2025 compared to 2017, with turnover growth of 42% to 3.54trn t-km in 2025 

from 2.49trn t-km in 2017. That translates into average growth in freight transportation of 3.8% and in 

freight turnover of 4.5% pa. The RZD forecast assumes expansion of coal production in the Kuzbass 

region. RZD’s coal loading forecast is based on 4.3% weighted average growth per year to 500.5mt in 

2025 and freight turnover growth of 5% pa to 1.58trn t-km. By 2025, it expects the share of coal in 

total freight to grow from 28.4% in 2017 to 29.3% and freight turnover to grow from 43.1% to 44.8% in 

2025. We assume more conservative freight transportation and turnover growth of 2% pa, in line with 

our GDP growth rate estimate. 

Figure 8. Russian freight rail transportation, t Figure 9. Russian rail transportation turnover, bn t-km 

  

Source: Federal State Statistics Service, Hypothesis Research Source: Federal State Statistics Service, Hypothesis Research 
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Main industrial transportation trends  

The major industries transporting goods via railroad are coal, mineral fertilizers and chemicals, oil and 

oil products, cement, and timber. Production trends in those sectors during the past two years have 

created a favourable environment for rolling stock producers to expand production and modernize 

capacities.  

Figure 10. Coal production in Russia, mt  Figure 11. Coal rail transportation, mt 

  

Source: Federal State Statistics Service Source: Federal State Statistics Service 

 

Production expansion projects in the metals, mining and chemical industries will further support freight 

transportation in 2018-2025. For example, the launch of three new projects at the Verkhne-Kamskoye 

potash deposit will add at least 6-8 mt of cargo volumes from Uralkali, EuroChem and Acron to be 

delivered from the Perm region to the main export ports. Fertilizer producers launching new capacity 

will likely boost export volume growth in 2018-2024 and should drive demand for specialty hopper 

railcars for the mineral fertilizer industry. Production of coal in Russia grew 5.7% YoY in 2017 to 

408.9mt, while exports reached 181.41mt. Coal production in Russia could increase by 11mt to 420mt 

in 2018, of which c.200mt will have been exported, according to Deputy Minister of Energy Anatoly 

Yanovsky.  

 

Figure 12. Grain production in Russia, mt Figure 13. Grain and mill products rail transportation, mt 

  

Source: Federal State Statistics Service Source: Federal State Statistics Service 

 

 

 

 

 



22 August 2018  Industrials Hypothesis Research 

 

 
 
 
 
 
 
 

 
8 

 

Figure 14. Cement production in Russia, mt Figure 15. Cement rail transportation, mt 

  

Source: Federal State Statistics Service Source: Federal State Statistics Service 

Freight volumes on the Russian Railways network increased 3.8% YoY to 1278mt in 2017. The 

growth was driven mostly by the coal industry (volumes up 9% YoY), ferrous metals (+6.3%), and 

fertilizers (+7.5%). The expansion of production in the coal sector and in ores and fertilizers due to 

favourable export prices has driven freight turnover to historically high levels.  

The statistics remain supportive in 2018. Russian Railways reported an increase in loading at 

seaports of 5% YoY to 128.9mt in January-May 2018. The loading of coal increased by 4% YoY, 

ferrous metals by 6% YoY, fertilizers by 12.8%, grain by 65.9%, paper by 7% and timber by 17.1%. 

The export structure comprises 45.7% coal, 26.7% oil, 9% ferrous metals, 6.9% fertilizers and 4.2% 

grain. The favorable margins of Russian coal and materials producers will support freight 

transportation turnover in the short term. 

Figure 16. Monthly coal rail transportation volumes, mt Figure 17. Monthly ore rail transportation volumes, mt 

  

Source: Federal State Statistics Service Source: Federal State Statistics Service 

Figure 18. Monthly fertilisers rail transportation volumes, mt Figure 19. Monthly ferrous metals transportation volumes, 

mt 

  

Source: Federal State Statistics Service Source: Federal State Statistics Service 
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Railcar production trends 

Over the last ten years, the railcar manufacturing sector in Russia has been transformed in terms of 

competition, product range, and demand. Russian railcar manufacturers’ main competitors, Ukrainian 

railcar producers, left the Russian market following the political turmoil between Russian and Ukraine. 

The production decline in 2013-2015 resulted in low industrial interest in railcar innovation, but 

regulations that forced rolling stock operators to write off old railcars helped Russian rail equipment 

manufacturers to survive and expand and modernize capacity. There were two major trends that 

determined demand for new railcar fleets in 2015-2017: 

1) The writing off of railcars older than 22 years, a regulatory requirement; 

2) Growth of production and export volumes in the economy. 

The first trend was a major driver of demand for new railcars in 2015-2016, when peak write-offs, 

affecting over 200k freight railcars, hit transportation operators. The second trend played an important 

role in 2016-2017, when demand for new railcars was driven by the recovery in industrial production. 

The railcar fleet traditionally used by Russian railway operators included railcars with the 23.5-tf bogie, 

which is designed to carry up to 71 t of weight per railcar. The new innovative railcars offered 25-tf 

bogies and loads of up to 75-77t, which allowed transportation companies not only replace their old 

fleets but to improve the economics of the fleets. According to INFOLine, the cargo railcar write-off 

process exceeds 300,000 railcars in 2018-2027, while exports of railcars from Russia will exceed 

70,000. The dynamics of the write-offs and the demand for new efficient railcars are presented in the 

figure below. 

Figure 20. Purchases, write-offs and fleet of freight railcars on the Russian market, 000 units 

 

Source: INFOLine 

Gondola railcars are mostly used by the coal industry. The gondola fleet experienced a major write-

off/replacement phase in 2015-2016, which supported new orders for railcars, particularly innovative 

ones with better economic characteristics, including larger loading and longer effective life of the fleet. 

Another 92,000 railcars will be replaced in 2018-2027. Exports of gondola railcars are estimated at 
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30,000 in 2018-2027. The more innovative railcars will likely dominate the order books, reaching 47% 

of the total gondola fleet in Russia by 2028. Some rail car suppliers started to produce standard 

railcars due to limited availability of innovative railcar capacities. 

Figure 21. Gondola fleet changes, 000 units Figure 22. Grain hoppers fleet changes, 000 units 

  

Source: INFOLine Source: INFOLine 

Hoppers that are specialized for the fertilizer industry, the grain industry, cement transportation and 

other specific transportation needs represent a potentially stable segment of the railcar market for 

manufacturers. Sizable write-offs are expected in 2019-2020 that may generate additional demand for 

hoppers. The launch of new mines in the Verkhne-Kamskoye deposit in the Perm region will likely 

drive demand among potash producers for mineral fertilizer hoppers in 2022-2024. 

Figure 23. Fertiliser hoppers fleet changes, 000 units Figure 24. Cement hoppers fleet changes, 000 units 

  

Source: INFOLine Source: INFOLine 

Chemicals and oil tanks represent another attractive segment for railcar manufacturers. The expected 

write-off in 2018-2027 is estimated at 11.7k railcars, including 2.4k for methanol, 2.3k for sulphuric 

acid, and 1.4k for ammonia. The share of innovative railcars may account for over 53% by end-2027 

compared to 6.6% in October 2017. According to INFOLine’s forecast, the oil tank fleet will decrease 

from 182k railcars in 2017 to 141k railcars in 2027 due to write offs of more than 48k tanks. The 
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covered railcar and timber platform segments will likely demonstrate stable demand. INFOLine 

estimates the write off in the segment of covered railcars at 26.5k and 37k for platforms in 2018-2027.  

Figure 25. Chemicals tanks fleet changes, 000 units Figure 26. Covered railcars fleet changes, 000 units 

  

Source: INFOLine Source: INFOLine 

Railcar replacement and organic fleet growth will allow railcar manufacturers to supply up to 66k 

freight railcars a year to domestic customers in 2018, while deliveries are forecast to go down to 51k 

railcars in 2020 and 45k in 2021. The export potential of innovative railcars is high - up to 7k units per 

year by 2023, according to INFOLine. Current orders received from customers in Kazakhstan, 

Uzbekistan and Turkmenistan confirm the export potential. Russian manufacturers may win some 

market share in CIS, Europe and other export markets thanks to the robust characteristics of their 

innovative railcars.  

Railcar prices  

Prices for leasing freight railcars and for railcars themselves were relatively low in 2013-2015 at 

c.RUB500-600 per day for leasing a standard gondola railcar and RUB1.6-1.7m to buy a gondola car. 

The write-offs in 2015-2016 and the growth of coal, grain and fertilizer transportation volumes resulted 

in the leasing spot rate rising from RUB1,100 to RUB1,800 per day for a standard gondola car in 

2017, and the operating yield per railcar reached c.RUB2,100 per day in 2017, up from RUB1,400 in 

2016. A deficit of gondola railcars is forecasted by INFOLine until end-2018, supporting prices for new 

railcars. 

Figure 27. Prices for leasing of gondola cars, RUB 000 Figure 28. Prices for leasing of grain hopper, RUB 000 

  

Source: INFOLine Source: INFOLine 
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Figure 29. Prices for gondola railcars, RUB mn Figure 30. Prices for grain hopper railcars, RUB mn 

  

Source: INFOLine Source: INFOLine 

The Russian Railways tariff is regulated by the authorities, including the Federal Antimonopoly 

Service (FAS). The new regulation proposed by FAS in May assumes growth in the Russian Railways 

tariff of 2% for the seven years until 2025. The additional funds will be spent on infrastructure repairs 

and maintenance. The addition tariff of 1.5% for three years starting from 2018 will compensate for 

the tax. The FAS proposal also sets rules on how Russian Railways provides discounts to clients, 

which will become mandatory if the client has reasonable grounds to claim a discount. The proposed 

change will affect the transportation of cheap cargo, supporting the operating margin of materials 

transportation.  

Prices for used railcars demonstrate similar dynamics to the prices of new railcars, with some 

correction. Large fleet operators may consider the sale of railcars from their fleet to improve margins 

on the high market. UWC sold off part of its leasing fleet amid strong demand and higher prices for 

secondary railcars in 2017-2018. 

Major railcar market operators 

Traditionally, demand for railcars comes from industrial producers, which operate their own fleets; 

large transportation and logistics operators; and leasing companies. The largest freight railcar 

operator in Russia is the Federal Freight Company, which is controlled by state-owned Russian 

Railways. The company’s rolling stock comprised 196k railcars at end-2017. Among the independent 

freight operators, which are second by number of freight railcars, Freight One Company has the 

largest fleet, at 121k railcars. Among the leasing companies, the State Transport Leasing Company 

(STLC) has the leading position in new business development within the rail transportation segment.  

Figure 31. Top-10 Russian leasing companies in terms 

of their leasing portfolio, as of end 2017, RUB bn 

Figure 32. Share in the new business size in the rail 

leasing market segment 

 

 

Source: STLC Source: STLC 
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Figure 33. Largest railcar operators in Russia, 000 

units 

Figure 34. STLC's railcar fleet structure, 000 

units 

 

 

Source: INFOLine, Vedomosti Source: STLC 

 

STLC currently operates one of the largest fleets of innovative cars, with 28k gondolas. The company 

has one of the largest contracts for railcar deliveries with UWC. Signed in the beginning 2018 contract 

will see over 8k innovative railcars delivered by end-2018.  
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United Wagon Company 

Business overview 

Public Joint Stock Company “Research Production Corporation “United Wagon Company” (PJSC 

RPC UWC, or UWC) is the leading Russian producer of railcars. The Group has subsidiaries in the 

British Virgin Islands, Cyprus and Russia, with its main activities being the production of railway cars 

in the Leningrad region, spare parts, the financing and operating lease of railway cars, rail 

transportation and repair services.  

Figure 35. UWC main assets 

 

Source: Company data 

 

UWC was founded in 2011, integrating the leasing business RAIL 1520 with the newly built production 

site in the Leningrad region, Tikhvin Freight Car Building Plant (TVSZ). Alexander Nesis’s ICT Group 

was the production site’s developer and became a controlling shareholder of the group. In 2011, 

Tikhvin Freight Car Building Plant shipped its first consignment of hoppers to Freight One Company. 

In 2013, it launched railcar production using Barber bogies, while UWC and Wabtec Corporation 

(USA) established a JV (49% owned by UWC) to produce innovative components for freight rolling 

stock, and a large contract to supply up to 6,000 innovative railcars was signed with Siberian Coal 

Energy Company (SUEK). In 2014, UWC and Timken (USA) established a JV (49% owned by UWC) 

to produce Timken AP-2 TM integrated bearings for innovative railcars. UWC acquired 100% of LLC 

NPC Springs from Rusnano and Izhevsk Machine-Building plant, and it established an R&D 

subsidiary and the transportation company Vostok 1520 in 2014. In 2015, the group started exports of 

railcar foundry products under a contract with Wabtec Corporation, it established tank car producer 

TikhvinChemMash, and it acquired 100% of Transmashenergo, a gas piston thermal power plant, for 

RUB6bn. The acquisition of utility company TM-Energo and SZIPK is explained by the group’s 
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position as a major developer of the industrial site where those assets were built and used for the 

group’s needs, among other things. In 2016, the group acquired a 100% stake in JSC TAP Titran 

Express, a repair and modernization plant with annual capacity of 3,500 freight cars per year. UWC 

has a 50% stake in JV MRC 1520.  

The agreement signed with Wabtec Corporation provided ICT Group with the exclusive intellectual 

ownership of Barber S-2-R bogie, the core product for the Group. The 25-ton per axle load bogie 

model has been specifically adapted by Wabtec Corporation and UWC engineers jointly for freight 

railcar operations on 1520 mm gauge tracks in Russia and other CIS countries. The agreement with 

Amsted Rail (www.amstedrail.com) allowed UWC to receive full intellectual property rights for 

Amsted’s Motion Control 18-9836 bogie design.  

Some USD1.5bn was invested in the creation and launch of production facilities in 2008-2012. Since 

2011, the group has invested RUB21bn ($365.06mn) in the expansion of capacity and the product 

range. The group’s long-term investment program will be completed in 2018, ending the investment 

phase of the company’s development. In 2018, the group plans to end contracts for the supply of 

equipment and adopt a maintenance capex level of RUB2bn a year.  

Products 

UWC is the major producer of innovative railcars in Russia. The Barber bogie used in UWC railcars 

allows a 25-tf axle load compared to 23.5-tf for standard gondola cars. This translates into higher 

carrying capacity of 75-77t for these innovative railcars compared to 69-71t for standard gondola cars. 

The operating advantages include a decrease in the freight charge per ton of cargo of 10-5%. The 

innovative railcar has decreased the frequency of fleet renovation and lowered maintenance cost 

compared to the standard railcar. As a result, the innovative car provides 67% lower lifecycle costs 

compared to the standard car. 

Figure 36. Comparison of innovative and standard railcars 

Parameter Standard gondola 
(18-100 bogie) 

UWC innovative 
gondola 

Economic effect 

Axle load, tf 23,5 25 Decrease in freight charge per ton of 
cargo by 10-5% Carrying capacity, t 69-71 75-77 

Railway bed impact ratio 1 0,97 Special tariff plan for empty runs: 
savings of up to 30% 

Service life, years 22 32 Decrease frequency of fleet 
renovation 

Maintenance and repair 
frequency 

27,4 3,1 Decrease in maintenance costs 

Repair interval 
   

Before first depot repair, years 3 8 67% decrease in life cycle costs 

Before overhaul, years 11 16 

Between depot repairs, years 2 8 

Before replacement of wheel 
sets, years 

5 to 7 10 to 12 

Source: Company data 

 

http://www.amstedrail.com/
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Gondola car on a 25-tf bogies is UWC’s main 

product. The company is the major supplier of 

innovative gondola cars to major rail operators in 

Russian and to several export destinations. 

In 2016, UWC presented a prototype of a gondola 

car on 27-tf bogies that will be first delivered in 

2018 if the company gets all the regulatory 

permissions. The use of 27-tf bogies will allow for 

an increase in the traffic capacity of the network 

and ports by c.20%, which will result in the growth 

of exports without extra infrastructure costs.  

 

Hopper car is used to transport mineral fertilizers, 

grain, and cement. The company has special type 

of car for each product.  

Modifications of hoppers include 76-77t payload 

capacity and up to 100-126m3 body space for 

grain and mineral fertilisers. 

Cement hoppers have 79t payload capacity and 

up to 72m3 body space.  

 

Tank car can be used to transport chemical 

freight, LPG and petroleum products. 

Tanks and thermally insulated tank cars for 

transportation of chemically active substances 

have a 60-77t payload capacity and 44-93.7m3 of 

boiler space. Currently, the company focuses on 

chemical cars only.  

 

Flatcars are used in various forms to transport 

timber, containers and multi-purpose cargo. 

Platforms for the transportation of large-capacity 

containers have a 74.5-80t payload capacity and 

can transport large capacity containers with a 

gross weight of up to 36t.  

Timber cars have 72.5 payload capacity, 

telescopic racks and 18,850mm loading length. 

 

Boxcar is used to transport a wide range of 

freight. 

One of the group’s new products is a boxcar with 

a 73t payload capacity and 175-m3 of body space.  
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The company has completed the design and certification of railcars with a 27-tf axle load. These will 

replace the previous version of the 25-tf bogie, where possible. Currently, the 25-tf gondola car is 

produced by UWC and its competitor UralVagonZavod. Altayvagongavod focuses on standard 

railcars. Some specialized railcars with a 25-tf body are produced by Ruzkhimmash and Zavod 

Metallokonstruktsii. A new railcar with 27-tf bogies will likely be launched by UWC for serial production 

once all regulatory permissions are received in 2018.  

UWC has designed and implemented the “Quality Gates” system for its enterprises, which regulates 

the development and launch of new railcars. The system aims to ensure that the safety, reliability, 

quality and cost-effectiveness requirements of a product are met. The system includes several stages: 

development of the concept and technical and economical parameters of the product; development of 

the technological requirements; development of the conceptual design; development of the terms of 

reference and detailed design; development of the working design documentation and engineering 

design; production of a prototype and testing; preparation of production; production of the pilot batch; 

and testing and controlled operations.  

Regulation  

UWC has its own research and development entity to ensure the products meet all regulatory 

requirements and are of high quality. It also provides a customization service to clients who require a 

specific modification of a railcar. The Ministry of Industry and Trade and the Ministry of Transportation 

are in charge of setting standards and requirements for the industry. Russian Railway standards must 

be met to operate a fleet on the Russian rail network.  

Government support for the company includes preferential financing for TikhvinChemMash and 

TikhvinSpetsMash. The group is developing industrial sites in the Leningrad region and benefits from 

tax breaks from the local government there. It also receives subsidies for its innovative railcars once 

the cars are purchased for the own fleet. 

Strategy 

The company’s management highlights several important initiatives. 

- The development of innovative railcars with high value added remains the focus of the 

group, which is expanding its range of railcars and refining existing models. Currently, the 

company produces c.95% of the main types of railcars and designs specific customer-

tailored models.  

- The diversification of the customer base via a wider product offering is another important 

element of the strategy. New types of railcars can be designed to customers’ requirements in 

major transporting industries.  

- Expansion to export markets is the new priority of the group, which already has significant 

market share in Russia. According to management, the group plans in the long term to boost 

the share of export sales to 20% of total output, which translates into c.4,000 railcars. UWC’s 

major export markets include Middle East, Africa, USA and Europe, as well as Kazakhstan, 

Uzbekistan and Turkmenistan. In February 2018, the group announced the establishment of 

a German subsidiary, United Wagon Europe GMBH.  

- Operating efficiency, cost control and high productivity are key KPIs for the group, 

which is still on the track to improve its financial position and deleverage.  

- The group’s network of service centers is part of the customer offering. The group had 32 

centers in operation in 2014, rising to 58 by end-2016 and 66 by end-2017. Innovative 

railcars have a 32-year lifespan compared to the 22 years of standard railcars, and the 

average downtime for innovative railcars is 11% less than for 18-100 railcars.  
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- The group completes its capacity expansion and modernization program in 2018. 

Starting from 2019, capital expenditure will stay at c.RUB2bn per year, down from the 

c.RUB4bn planned for 2018. A capacity of 22,000 railcars a year will allow the group to 

maintain an annual production volume of 19,000-20,000 railcars per year, focusing on the 

main modifications of the innovative gondola, tank and hopper railcars.  

- Deleveraging is a priority, but given the cyclical nature of the business, the group plans to 

repay the debt in line with the schedule in the longer term, prolonging the main credit lines 

and bonds in the near term. Lower capex requirements will help in the deleveraging phase, 

with the group targeting a net debt/EBITDA ratio of 3.0-4.0x over a four- to five-year horizon.  

 

Production and capacities 

Several demand and supply factors determine the UWC’s production plan for the next few years. 

1. Full production capacity is planned at 22,000 railcars a year if all manufacturing lines 

produce a single product. Currently, UWC plans to maintain production at 18,000-20,000 per 

year, including at least 10,000 gondola cars and a range of tanks, flatcars, covered cars, 

hoppers and some specialized railcar models.  

2. There are two major demand drivers over the next five to ten years that should keep 

production stable: 1) growing freight turnover due to increasing exports of coal, fertilizers, 

chemicals and other products and 2) write-offs of old railcars. 

3. The launch of the 27-tf railcar should support average prices and demand among customers, 

as it will meet government targets to increase efficiency and turnover as well as provide 

better economics for the customer. 

4. The change in UWC’s product mix should reflect more diversified demand for railcars once 

the massive write-off is over. 

5. Demand for chemical tank cars increased at least two-fold in 2018. UWC is going to increase 

production from c.700 chemical tank cars in 2017 to 1,000-1,500 units in 2018. New 

chemical facilities commissioned in 2017-2018 and the replacement old cars support the 

demand for tank cars. Production of tank cars in Russia reached over 4,000 units in 2015, 

doubled in 2016 and increased by another 15% YoY in 2017. 

6. The export of railcars is a growing part of UWC’s business. An office in the US and one in 

Europe support the future export order book, allowing UWC to participate in local tenders. 

The share of exports was 1% of total revenues in 2016, 3% in 2017 and is targeted at 20% in 

the longer term. The company signed export contracts for over 6,000 railcars and delivered 

600 railcars in 2017, mainly to African and Middle Eastern clients. UWC supplies 

components and raw materials to US and EU clients.  

7. The order book comprised over 25,000 railcars for 2018-2019 as of March, and the company 

is now fully contracted until end-2019. The company has c.70 clients, with c.20 clients at the 

leasing business RAIL1520. UWC’s major customer is the State Transport Leasing 

Company, which ordered over 15,000 units for RUB50bn.The leasing business client list 

includes SUEK, First Heavy Haul Company, Neftetransservice and chemical companies, 

among others. The leasing portfolio balances the UWC production plan and may provide a 

cushion during downturn cycles. In 2017, following the market recovery, UWC sold some 

7,000 cars from its leasing fleet to Federal Freight Company and to RusAgroTrans, and it 

replaced part of its leasing fleet with new railcars.  
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UWC produced 19,100 railcars in 2017, an increase of 20% YoY. In 2018, the product mix shifted 

from gondolas towards a more diversified range, including more tanks, covered cars, flatcars and 

hoppers, with total production expected to exceed 19,000 railcars.   

Figure 37. UWC quarterly production dynamics, 000 

units 

Figure 38. UWC quarterly lease fleet dynamics 

  

Source: Company data Source: Company data 

The company’s current goal is to transfer one production line to manufacturing 27-tf bogies. UWC is 

close to the end of this four-year project, with a total cost of RUB7bn for modernizing its facilities to 

launch 27-tf production. Currently, the 27-tf railcars are being used in the experimental part of the 

Kachkanar-Smychka railroad in the Sverdlovsk region, and they will be launched for series production 

after getting positive test results and upon receival of all regulatory approvals in 2018. The 

government plans to use 27-tf railcars on all main routes and increase turnover by 40% by 2025 as a 

result of the heavier loading. UWC has signed no contracts for 27-tf railcars yet, but they are 20% 

more efficient compared to the 23.5-tf railcars, which will boost freight turnover for transport operators, 

providing us with confidence in their potential. In Russia, where freight is transported distances of over 

6,000km, railcars weighing above 30t would require modernization of the railroad infrastructure. 

Railcars heavier than 27-tf are used in the US (32.4t) and Australia (37.5-45t), but they cannot be 

used in Russia.   

In 2017, the key customer of group’s production segment was GTLK, which accounted for 56% of 

external sales. In 2016, two key customers were GTLK and VM-Trans, which accounted for 29% and 

31% of production segment sales respectively. 

Figure 39. UWC key customers in Production segment Figure 40. UWC key customers in Lease segment 

  

Source: Company data Source: Company data 
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Financial forecast 

The group reports its consolidated financial results under IFRS standards twice a year. The FY2017 

report came with auditor’s notes that there were breaches of financial and non-financial covenants 

stipulated by loan agreements for some of UWC subsidiaries. However, the group has confirmed that 

all agreements with creditors are in force without complaints and that the loan portfolio is being 

managed properly according to the schedule. The auditor confirmed that all documents were signed 

and that creditors have no intention and/or further legal right to demand early repayment of the loans 

and borrowings with breached covenants.  

Management’s outlook for 2018 foresees production of 19-20,000 railcars. Stable demand for 

innovative railcars has already resulted in preliminary agreements with customers at higher prices. 

2019 production may stay at 18,000-20,000 units, driven by higher demand for tanks, flatcars, and 

other railcars.  

Our financial forecast is based on the company’s guidance for railcar production in the medium term 

and the potential development of railcar demand based on industrial forecasts (INFOLine). 

The macroeconomic environment in Russia is stable. Over the next two to three years, consumer 

inflation is expected at 3-4% and GDP growth at 1.5-2%, with a stable ruble exchange rate. Industrial 

transportation volumes are driven by export trends among major Russian industrial exports, including 

oil, oil products, metals, fertilizers and chemicals, grain, as well as production trends in such industries 

as timber and cement.  

Figure 41. Macroeconomic forecast  
2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 

GDP, % 3,7% 1,8% 0,7% -2,5% -0,2% 1,5% 1,8% 2,2% 2,2% 2,2% 2,0% 2,0% 

Industrial 
production, % 

3,4% 0,4% 1,7% -3,4% 1,3% 1,0% 1,8% 2,0% 2,0% 2,0% 2,0% 2,0% 

CPI, % EOP 6,6% 6,5% 11,4% 12,9% 5,4% 2,5% 2,0% 3,0% 3,8% 3,8% 3,5% 3,5% 

PPI, % 5,1% 3,7% 6,3% 12,1% 7,5% 8,4% 5,0% 4,0% 4,0% 4,5% 3,5% 3,5% 

Source: State Federal Statistics Bureau, Ministry of Economic Development, CBR, Hypothesis Research estimates 

Revenue  

The group reports financial results for two main segments – Production and Lease. The group’s 

revenue recognition policies assume revenue recognition when the essential risks and benefits of 

ownership pass to the buyer of the product. There have been several essential changes that may 

affect the company’s reporting in 2018 and thereafter: 

- Revenue recognition may lag delivery. Already produced and fully paid railcars shall be 

delivered before the company may recognise the revenue. The auditor mentioned that 

revenue received from the sale of 2,312 innovative railcars to the State Transport Leasing 

Company shall be recognized after the Russian Antimonopoly Service approved the sale.  

- The company sold over 7,800 cars for RUB14bn from its leasing portfolio in 2017 and 

replaced them with c.4,000 new innovative railcars with a carrying value of RUB12bn from its 

production program in 2017. The sale of railcars from the leasing portfolio is driven by the 

market conditions. 

Our production forecast for the Production segment is based on a few main assumptions: 1) the 

company can maintain output at 18-19,000 cars per year in the medium term and fully contracted for 

2018-2019; 2) the company keeps its gondola output at least c.10,000 a year to occupy one 

production line and changes the product mix to boost tank and hopper output; 3) during the decline in 

demand forecast for 2020-2022, the company may maintain production levels by supplying railcars to 

its leasing company or selling 27-tf cars. Competition risk is high, as major competitors have also 
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started to produce innovative cars. However, the economic advantage of Barber bogies and new 

products provides some upside to the company for the next five to seven years. 

Figure 42. Russian and UWC freight car production (000 

units) and UWC market share (RH Axis, %) 

Figure 43. UWC production by railcar type, 000 units 

  

Source: Company data, Hypothesis Research estimates Source: Company data, Hypothesis Research estimates 

The company’s average realized price by product, based on the product mix structure, shows a 

deviation of just 2-4% from the prices reported by INFOLine for 2015-2017. We use INFOLine’s price 

forecast (Figure 27-30) by type of railcar to estimate UWC’s revenues. Revenue from the Production 

segment represented 89% of total revenues in 2017, while Lease segment revenue accounted for 

10%.   

Figure 44. UWC revenue forecast, RUB mn Figure 45. UWC cost of sales forecast, RUB mn 

  

Source: Company data, Hypothesis Research estimates Source: Company data, Hypothesis Research estimates 

 

Operating costs and balance sheet items 

UWC’s cost structure includes three major items: raw materials, payroll and social contributions and 

depreciation and amortization. Raw material costs are driven by metal price changes and depend on 

the product mix, which will shift in favor of hoppers and tanks. However, we assume that the cost per 

railcar will grow in line with industrial inflation. Should materials inflation accelerate, the company is 

likely to increase prices. 

The Lease segment accounts for c.10% of the group’s revenues. The business model whereby the 

Production segment is the main cash generator during cycle expansion and Lease segment acts as a 
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stabilizer during cycle contraction creates more stability and helps eliminate volatility in the group’s 

financials during market declines. The leasing cushion, whereby a car producer accumulates part of 

its produced fleet to expand its leasing operations and reduces the leasing fleet on the high market, is 

used by many global players, including Greenbrier and CRRC. The comparison of the lease 

economics for the breakeven point, which we estimate at the rate of RUB1,300 per day, and the 

current lease economics is presented below. 

Figure 46. Breakeven lease economics as of 2017 (lease rate 

RUB1290/day), RUB/year 

Figure 47. Actual lease economics based on 2017 figures 

(lease rate RUB2100/day), RUB/year 

  

Source: Company data, Hypothesis Research estimates Source: Company data, Hypothesis Research estimates 

 

However, UWC’s large accumulated debt makes it reasonable to reduce part of the fleet to repay 

debt.  

The group acquired TM–energo and TAP Titran-Express in 2015 and reported recognized goodwill of 

RUB7.9bn as of end-2017.   

The share of SG&A in revenues was 4.3% in 2016 and 4.2% in 2017. The largest SG&A items are 

payroll, information and consulting services and leases. We expect this share to stay stable as a 

percentage of revenue.  

Financial cost and financial income are two large categories in the company’s income statement. 

UWC received financial income in 2015-2016 from a bank deposit. The RUB5bn deposit was 

withdrawn in 1H2018 and spent on operating activities.  

Long-term loans receivable amount to RUB12.5bn and are mostly loans to related parties, including a 

RUB2.5bn loan to SZIZhK at 11% and RUB6bn to NitroChemProm at 10%. NitroChemProm is 

controlled by PTK, the owner of First Heavy Haul Company and acquirer of the Vostok 1520 assets. 

The loans to SZIZhK and SZIPK were granted for local residential development and infrastructure 

respectively and will unlikely mature before 8-10 years.  

The company sold lease management company Vostok 1520 for a consideration of RUB1.3bn, 

supported by an independent valuation from GFK Reka, and it exchanged this amount for a 19.98% 

stake in the First Heavy Haul Company, which was then sold for RUB1.77bn in 1H2018. UWC plans 

to complete the acquisition of SZIPK in 2018 for RUB3.2bn in total, paying RUB1.2bn in 2018 in 

addition to the RUB2bn already paid last year. 
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Debt 

The company had RUB112.6bn of total debt at end-2017. In 2016-2017, the group refinanced part of 

its borrowings in order to set a floating interest rate for the largest part of its portfolio. The floating 

interest rate depends on the Russian central bank’s key rate and repo rate or the Mosprime rate. The 

group’s bonds have variable rates. The reduction of the central bank rate in the last two years has 

resulted in a decrease in the effective interest rate on the group’s loan portfolio. Management expects 

an effective rate of 10% in 2018, which will lead to a decrease in interest expenses of RUB1.0-1.5bn 

in 2018. 

The company has two outstanding bonds of c.RUB15bn each, with maturity in Nov 2021 (6.7%) and 

Sept 2019 (12%). The company plans to extend or refinance the bond issues with market securities in 

2019 and then in 2021. 

Otkritie Bank fell under a central bank management and rehabilitation program in 2017. Since then, 

the new management team, headed by ex-head of VTB-24 and ex-Minister of Finance Mikhail 

Zadornov, is working to restructure the bank’s loan portfolio. In an interview, Zadornov said that his 

team considers UWC a “healthy business” and plans to keep its loans on the balance sheet of the 

bank. Otkritie Bank and the central bank plan to create a “bad debt fund” under the platform of the 

National Bank Trust, which was under the rehabilitation program before.  

According to UWC’s management plans, UWC and Otkritie Bank might develop a new debt portfolio 

management program, under which UWC debt will be refinanced with a new set of covenants and a 

new repayment schedule. The review of the debt portfolio and update of covenants and new 

repayment schedule will be beneficial for both parties, as it will improve the company’s portfolio 

management and the bank’s reserve situation. Otkritie Bank held 75% of the UWC loan portfolio 

excluding bonds. 

The current debt position of the Group is shown in figures 48-49. UWC has two bond issues with 

maturity in 2019 and 2021. Management plans to extend or refinance those bonds to gain a smoother 

repayment schedule. 

Figure 48. UWC debt maturity profile as of end 2017, RUB 

mn 

Figure 49. UWC total debt (RUB mn) and Debt/EBITDA 

forecast 

  

Source: Company data Source: Company data, Hypothesis Research estimates 

The level of debt among global railcar manufacturers is presented in figure 58. Net debt/EBITDA is 

generally in the range of 2-3x. Our financial forecast is presented below. 

 

 

https://www.rbc.ru/finances/25/05/2018/5b080cb69a794715052304c1
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Figure 50. UWC Income statement 

RUB mn 2015 2016 2017 2018 2019 2020 2021 2022 2023 

Revenue 36856 48505 62020 67486 68868 74376 75684 75116 81725 

Cost of sales -32804 -38580 -52073 -56468 -56487 -58473 -59369 -58989 -63625 

Gross profit 4052 9925 9947 11019 12381 15903 16315 16127 18100 

Gross margin 11% 20% 16% 16% 18% 21% 22% 21% 22% 

SG&A -2751 -2085 -2625 -2691 -2776 -2882 -2995 -3100 -3209 

Share of profit of associates 188 -113 370 0 0 0 0 0 0 

Other operating income, net 260 215 38 0 0 0 0 0 0 

Impairment of PPE -32 -195 0 0 0 0 0 0 0 

Operating profit 1717 7747 7730 8328 9605 13021 13319 13027 14891 

Operating margin 5% 16% 12% 12% 14% 18% 18% 17% 18% 

Finance income 1446 1137 2449 1181 793 646 511 486 462 

Finance costs -10090 -12589 -13675 -11513 -8953 -6943 -5965 -4977 -3615 
Foreign exchange (loss) / 
gain, net -3180 1226 -154 0 0 0 0 0 0 
Profit/Loss before income 
tax -10108 -2479 -3650 -2004 1445 6724 7865 8536 11738 

Income tax expense 470 1726 -875 -78 -289 -1345 -1573 -1707 -2348 
Profit/Loss and total 
comprehensive loss from 
continuing operations for 
the period -9638 -753 -4525 -2082 1156 5379 6292 6828 9390 
Weighted average number 
of shares, mn 104 110 115 115 115 115 115 115 115 
EPS from continuing 
operations, RUB -93 -7 -39 -18 10 47 55 59 82 

EBITDA 7444 13474 12721 13319 14596 18012 18310 18018 19882 

EBITDA margin 20% 28% 21% 20% 21% 24% 24% 24% 24% 

Source: Company data, Hypothesis Research estimates 
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Figure 51. UWC Balance sheet 

RUB mn, eop 2015 2016 2017 2018 2019 2020 2021 2022 2023 

Property, plant and equipment 72591 83630 80237 76462 70567 65003 59736 54747 50009 

Prepayments for PPE 1029 895 156 211 0 0 0 0 0 

Intangible assets 5022 5853 6732 6732 6732 6732 6732 6732 6732 

Goodwill 8042 8042 8042 8042 8042 8042 8042 8042 8042 

Deferred tax assets 2644 3688 2949 2359 1887 1510 1208 966 773 

Investments in associates and joint ventures 753 1288 1175 1175 1175 1175 1175 1175 1175 

Loans receivable 1354 10877 12503 11878 11284 10720 10184 9675 9191 

Prepayment for subsidiary acquisition 0 0 2000 0 0 0 0 0 0 
Long-term trade receivables from sale of 
railcars 0 0 565 565 0 0 0 0 0 

Finance lease receivables 244 224 201 201 201 201 201 201 201 

Restricted cash 1782 1923 0 0 0 0 0 0 0 

Other non-current assets 0 203 672 672 672 672 672 672 672 

Total non-current assets 93459 116622 115232 108296 100560 94055 87950 82210 76795 

Inventories 8525 10960 12118 13141 12681 12646 12352 11788 12191 

Trade and other receivables 4003 1702 3510 3819 3898 4209 4283 4251 4625 

Finance lease receivables 17 20 23 28 26 26 25 25 27 

VAT receivable 4150 4245 6847 7266 7226 7600 7526 7264 7679 

Prepayments to suppliers and other assets 1566 3893 4036 4377 4378 4532 4601 4572 4931 

Investment in PTK-Holding 0 0 1773 0 0 0 0 0 0 

Loans receivable 5188 3000 56 53 51 48 46 43 41 

Restricted cash 0 0 807 0 0 0 0 0 0 

Short-term bank deposits 0 5000 5038 0 0 0 0 0 0 

Cash and cash equivalents 3207 2648 3799 8097 2328 3817 5150 7154 8368 

Total current assets 26657 31467 38007 36780 30588 32879 33983 35098 37863 

Total assets 120116 148089 153239 145077 131147 126934 121933 117308 114658 

Total equity 1620 16399 13701 11619 12659 17500 23163 29309 37760 

Long-term loans and borrowings 55835 59489 75215 64793 53707 37325 36781 15000 16000 

Bonds 15000 29869 29799 14799 24799 10000 10000 10000 10000 

Long-term finance lease liabilities 2 6 156 187 179 179 170 171 180 

Deferred tax liabilities 1148 2423 479 0 0 0 0 0 0 
Accrued expenses for employees 
remuneration 0 0 156 0 0 0 0 0 0 

Payables for acquisition of subsidiaries 0 4104 0 0 0 0 0 0 0 

Other payables 189 0 0 0 0 0 0 0 0 

Total non-current liabilities 72174 95891 105805 79779 78685 47504 46951 25171 26180 

Short-term loans and borrowings 15286 12609 6962 10422 11086 16382 5544 31781 2000 

Bonds 14104 768 671 15000 0 14799 15000 0 15000 

Trade and other payables 12697 8879 5393 5848 5850 6056 6149 6109 6589 
Advances received and other current 
liabilities 4232 13536 20558 22370 22828 24654 25087 24899 27090 

Short-term finance lease liabilities 3 7 39 39 39 39 39 39 39 

Total current liabilities 46322 35799 33623 53679 39803 61929 51819 62828 50718 

Total liabilities 118496 131691 139428 133458 118488 109434 98770 87999 76898 

Total equity and liabilities 120115 148089 153129 145077 131147 126934 121933 117308 114658 

Source: Company data, Hypothesis Research estimates 
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Figure 52. UWC cash flow statement 

 2015 2016 2017 2018 2019 2020 2021 2022 2023 

Operating activities          

Profit/loss for the period -9676 569 -4525 -2082 1156 5379 6292 6828 9390 

Adjustments for          

Income tax expense -463 -1552 875 78 289 1345 1573 1707 2348 

Depreciation and amortisation 5321 5728 4990 4675 4297 3939 3599 3276 2969 
Gain from sale of railcars as part of the 
railcar fleet replacement program 0 0 -1976 0 0 0 0 0 0 

Finance cost 10091 12589 13675 11513 8953 6943 5965 4977 3615 

Finance income -1442 -1137 -2449 -1181 -793 -646 -511 -486 -462 

Other 3653 -1033 87 0 0 0 0 0 0 
Operating profit before changes in 
working capital 7484 15164 10677 13003 13901 16960 16918 16303 17860 
(Increase)/decrease in trade and other 
receivables 3920 2306 -2435 -309 -78 -312 -74 32 -374 
Increase in prepayments to suppliers and 
other current assets -611 -3150 706 -341 -2 -154 -69 29 -359 

increase in VAT receivable -2324 -1105 -2603 -419 40 -374 74 262 -415 

increase in inventories -2914 -3066 -1498 -1023 460 35 294 564 -403 

Increase in trade and other payables -96 2092 -2633 455 2 206 93 -39 480 
Increase in advances received and other 
current liabilities 2603 9584 7181 1812 458 1826 434 -188 2191 

Cash flows from operating activities 8061 21825 9395 13179 14781 18187 17669 16963 18979 

Cash paid for purchase of railcars 0 0 -9556 0 0 0 0 0 0 

Cash received from sale of railcars 0 0 14088 0 0 0 0 0 0 

Income tax paid -370 -811 -2169 401 -289 -1345 -1573 -1707 -2348 

Finance costs paid -10095 -12101 -15258 -11513 -8953 -6943 -5965 -4977 -3615 
Net cash (used in) / generated from 
operating activities -2405 8913 -3500 2066 5539 9898 10131 10279 13016 

Investing activities          

Net cash used in investing activities 928 -18257 -8271 2948 887 636 393 272 153 

Financing activities          

Net cash from financing activities 2996 8943 12871 -716 -12195 -9045 -9191 -8546 -11956 
Net increase/ (decrease) in cash and 
cash equivalents 1520 -401 1100 4298 -5769 1489 1332 2005 1214 

Effect of foreign exchange changes -699 -158 51 0 0 0 0 0 0 

Source: Company data, Hypothesis Research estimates 

 

Valuation 

We use the DCF method and comparable multiples to value UWC’s shares. Our estimated WACC is 

11.2%, based on a 4.9% risk-free rate for Russia and an 11% cost of debt for the company. The 

company’s beta is estimated at 0.2 by Thomson Reuters based on two-year data, but we use 0.8 for 

our estimates as a more appropriate figure for a manufacturing company, supported by peer data. We 

assume a 3% terminal growth rate given the economic growth projections. We conduct a sensitivity 

analysis for WACCs of 9-14% and terminal growth rates of 0-4.5%. 

Our DCF-based 12-month equity value for the company is within the range RUB62.5-97.8bn, given 

the risk of new borrowing to finance buyback up to RUB8.2bn. The stock trades at a premium to its 

international peers based on P/E’18 and EV/EBITDA’18, but there is a 5-20% discount based on 2020 

multiples. 
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Figure 53. UWC DCF valuation and WACC estimates 

RUB mn 2018 2019 2020 2021 2022 2023 

EBIT  8328 9605 13021 13319 13027 14891 

Less taxation -78 -289 -1345 -1573 -1707 -2348 

Tax adjusted EBIT 8250 9316 11676 11746 11320 12544 

Depreciation 4675 4297 3939 3599 3276 2969 

Less: Capex -3900 -2200 -2288 -2391 -2475 -2561 

Change in working capital  171 881 1227 752 660 1117 

Unleveraged free cash flow 9196 12293 14554 13706 12782 14069 

WACC calculation       

Beta 0.80      

Relative equity risk premium 8.0%      

Cost of equity 15.3%      

Cost of debt 11.0%      

WACC calculation 11.2%      

Source: Hypothesis Research estimates 

The sensitivity analysis of the equity value to WACC and terminal growth rate is presented in the table 

below. We assume the reduction of the interest rate in Russia and sustainable growth of the 

company’s cash flows of at least 3% pa in longer term. We estimate the company’s equity value at 

RUB70.8-106.2bn or RUB610-915 per share, if the court decision decides in favor of the company. If 

the company has to buyback minority shares for amount up to RUB8.2bn, the potential debt increase 

may draw down a value in short terms and our conservative valuation range is RUB62.5-97.8bn that 

translates to RUB539-843 per share. The current price of RUB553 per share reflects the most 

conservative scenario, in our view.  

Figure 54. Sensitivity of the UWC equity value to WACC and terminal growth rate, RUB mn 
Terminal growth rate, % WACC rate, % 

 9.2% 10.2% 11.2% 12.2% 13.2% 14.2% 

0% 78636 63524 51072 40627 31736 24070 

0.50% 85343 68807 55322 44106 34624 26498 

1% 92865 74662 59986 47892 37746 29108 

1.50% 101363 81187 65127 52029 41133 31921 

2% 111040 88506 70825 56568 44819 34961 

2.50% 122162 96774 77176 61573 48847 38259 

3% 135080 106189 84298 67120 53267 41849 

3.50% 150271 117011 92344 73301 58140 45772 

4% 168394 129580 101508 80235 63540 50076 

4.5% 190394 144361 112039 88067 69559 54822 

5.0% 217665 161994 124272 96987 76310 60081 

 

Source: Hypothesis Research estimates 

 

 

 

Competitive landscape 

The company has limited competition in the domestic market. There are only a few producers offering 

25-tf railcars. UralVagonZavod is the only producer with a fully licensed 25-tf car, while smaller 

manufacturers AltaiVagonZavod, Ruzkhimmash and Zavod Metallokonstruktsii used a licence. 

AltaiVagonZavod has stated that it will focus on standard cars only due to a revision of its licence 

agreement with UralVazonZavod.  
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Figure 55. Sales of railcars by Russian competitors, 000 

units 2016-2017  

Figure 56. Largest global producers of rolling stock, 000 

units 2017 

  

Source: Companies data, Industrial Cargos Source: Companies data, INFOLine 

 

The global competitive landscape is more sophisticated, with several large producers competing for 

orders in major export markets. These participate in tenders, including the largest Chinese producer 

CRRC, Greenbrier (US), Transnet (South Africa) and Tatravagonka (Slovakia). Companies usually 

have a more diversified revenue structure, focusing not only on railcar production and leasing. CRRC, 

the largest global rolling stock producer, also has large locomotive production facilities. Greenbrier 

has railcar production facilities, fleet management and leasing, as well as marine vessel business. 

Trinity Industries involved in energy equipment and marine product output apart from railcar 

production and leasing. Wabtec Corporation involved in rail products including locomotives, freight 

cars and passenger vehicles, electronic train-control equipment; electronic systems for vehicles, heat-

exchange equipment for rail, marine, power generation and other segments. 

Figure 57. Revenue and EBITDA of the largest railcar 

producers in 2017, $mn 

Figure 58. Net debt/EBITDA, Capex/EBITDA of railcar 

producers in 2017, $mn 

  

Source: Companies data Source: Companies data 

 

 

 

 

 



22 August 2018 Industrials Hypothesis Research 

 

 

 
29 

Figure 59. EV/EBITDA’17 and EBITDA margin of railcar 

producers in 2017, $mn 

Figure 60. Turnover ratios for railcar producers, 2017, days 

  

Source: Companies data Source: Companies data 

 

 

Corporate governance and social responsibility 

As a newly created company, UWC adopted modern principles of corporate governance. It has seven 

board members, including four independent directors and two non-executive directors.  

The board has established two committees: the Audit committee and the Remuneration & Nomination 

committee. Both comprise four independent directors. 

Figure 61. UWC BoD members  

Andrey Motovilov Mr Motovilov is the Chairman of the Board of Directors, an independent director 

and the member of the Audit committee, and Remuneration and Nomination 

Committee. Mr Motovilov is the Vice-President of Eastern Mining Company 

since 2017, before he served as Deputy Plenipotentiary Representative of the 

President of the Russian Federation in the Far Eastern Federal District in 2014-

2017, and as a Senior VP of Uralkali in 2009-2013. Mr Motoviov graduated 

from Sverdlovsk Mining Institute and Perm State University. 

Roman Savushkin Mr Savushkin is the CEO of UWC and executive director of the Board. Mr 

Savushkin joint the company in 2012. Mr Savushkin graduated from the 

St.Petersburg State Transport University and from the University of Antwerp 

Management School.  

Alexander Pleshakov Mr Pleshakov is an independent director, and the member of the audit and 

remuneration and nomination committee. Mr Preshakov is the President of the 

Guild of Financial Managers. He held various positions in Novikombank in 

2007-2008, Gazenergoprombank in 2004-200, and in the Federal Securities 

Market Commission in 2000-2004. Mr Pleshakov graduated from the 

Mozhaisky Military Space Academy. 

Yuri Yarov Mr Yarov is an independent director, and the member of the audit and 

remuneration and nomination committee. Mr Yarov is a BoD member of 

Kaliningradskoye enterprise ETA and RPA Hydraulic Machinery. He held the 

advisor position in Eurasian Development Bank in 2008-2015, was a President 

of the United Shipbuilding Corporation in 2007-2008, and the head of 

Severnoye Design Bureau in 2004-2008. Mr Yarov graduated from the 
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Leningrad Institute of Technology.  

Ulya Yuzhanov Mr Yuzhanov is an independent director, and the member of the audit and 

remuneration and nomination committee. Mr Yuzhanov is the Chairman of the 

Board of Polyus Gold. He served as a Chairman of the Supervisory Board of 

Alrosa in 2011-2015, the member and the Chairman of the Supervisory Board 

of NOMOS Bank in 2004-2013, and the member of Board of a number of 

companies including RAO UES of Russia, Uralkali, Novatek, Kirovsky Zavod, 

Polymetal and MRSK Holding between 2000 and 2011. Mr Yuzhanov 

graduated from the Leningrad State University.  

Artem Kirillov Mr Kirillov is non-executive director and the representative of Otkritie Bank. Mr 

Kirillov worked at MDM Bank in 2007-2014. He also worked at PwC, BSG, and 

McKinsey& Company, and was a co-founder of Nort Group. Mr Kirillov 

graduated from St. Petersburg State University and holds ACCA qualification. 

Yury Adamovich  Mr Adamovich is non-executive director and the representative of Otkritie Bank 

in UWC Board. He was a co-founder and CEO of the private investment 

company Nort Group. Before, he worked as an advisor to the BoD of the EBRD 

in 2007-2014 and worked in the Ministry of Finance of the Republic of Latvia in 

2003-2007. Mr Adamovich graduated from University of Latvia and the London 

Business School.  

Source: Company data 

 

Shareholder structure and dividend policy 

UWC is registered in Russia. It has 115,996,689 common shares. In 2015, it placed 12.22% of its 

shares on the Moscow Exchange, raising RUB9.028bn via an IPO. The company was valued at 

RUB73.89bn at a price of RUB700 per share. The company sold 5.26% of the primary shares, and a 

6.95% stake was sold via IPO by ICT Group.  

The company’s stock trades on the Moscow Exchange and is a part of the RTS index. The free float 

accounts for 27% of the outstanding stock. Top management owns 0.9% of the stock. The strategic 

investor, ICT Group, reduced its stake to 9.5% as of 27 June 2018. Otkritie Bank owns 24.3% of the 

shares.  

As UWC’s major creditor and shareholder, Otkritie Bank will likely play an active role in the company’s 

management. It has two representatives on the UWC Board. The sale of a UWC stake by Bank 

Otkritie is likely in the long term only. 

The group has contested two court cases from shareholders, IQG AM and Upravlenie Investitsiyami 

(MC Investment Management), representing Safmar Pension Funds, and Doverie Pension Fund 

(NPF), which requested a buyback of 12.1m common shares at RUB767.19/share for a total of 

RUB9.9bn. The claim is on the grounds that shareholders who did not vote to approve material deals 

at the general shareholder meeting have the right to ask for a share buyback. On the other hand, 

UWC’s management claims that the deals did not have to be approved by EGM but rather by the 

CEO, according to the law, so there are no rights to claim a buyback, which could amount to 10% of 

the company’s assets if all non-voting shares are counted. In the company’s defense, UWC CEO 

Roman Savushkin stated in court that the decisions of the EGM were invalid. The CEO’s claim was 

rejected by the court of the first instance, however the fate of claims has not decided yet. UWC 

outlines that the court decision was formal, without considering the merits of the CEO claim. The court 

while considering the material transaction parameters, did not consider the qualitative attribute of 

material transaction but only its size. That may provide the Group’s CEO Mr Savushkin grounds for 

the appellation. The next court regarding this deal will take place in September 2018. The claim raises 
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the concern that up to 10% of net asset value or up to RUB8.2bn maximum might have to be spent on 

buybacks if the shareholders succeed.  

According to the group’s dividend policy, dividend payments are based on net income under Russian 

accounting standards. The group has not paid dividends since its foundation.   

Figure 62. UWC shareholder structure        

 

Source: Company data 
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Analysts certification and disclaimer 

This report has been prepared and issued by Hypothesis Research Limited (“Hypothesis”) in 
accordance with Hypothesis policies for managing conflicts of interest arising as a result of publication 
and distribution of investment research. Hypothesis is authorised and regulated by the Financial 
Conduct Authority (“FCA”). This report has been prepared by the analyst whose name appears on the 
front page of this report. 
The information contained within the report is intended for use by professional clients and eligible 
counterparties as defined in section 3 of the FCA Conduct of Business rules. Our research must not 
be acted on or relied upon by persons in the UK who would be categorised as retail clients. 
The report must not be distributed in any other jurisdictions where its distribution may be restricted by 
law. Persons into whose possession this report comes into should inform themselves about, and 
observe, any such restrictions. 
All information used in the publication of this report has been compiled from publicly available sources 
that are believed to be reliable, however we do not guarantee the accuracy or completeness of this 
report. Opinions contained in this report represent those of Hypothesis and the analyst at the time of 
publication.  
Hypothesis does not offer or provide personalised advice. The information provided is not intended to 
be, and should not be construed in any manner whatsoever as, personalised advice as it does not 
have regard to the specific investment objectives, financial situation and particular needs of any 
specific person who may receive this report. The information provided by us should not be construed 
by any subscriber or prospective subscriber as Hypothesis’ solicitation or inducement to buy, sell, 
subscribe, or underwrite any securities mentioned in this report. Investors should make their own 
investment decisions based upon their own financial objective and resources. 
Hypothesis has a restrictive policy relating to personal dealing. Hypothesis, its respective directors, 
officers, employees and contractors do not hold any positions in the securities mentioned in this 
report. Hypothesis may perform services or solicit business from any of the companies mentioned in 
this report.  
The value of securities mentioned in this report can fall as well as rise and may be subject to large 
and sudden swings. In addition, it may be difficult or not possible to buy, sell or obtain accurate 
information about the value of securities mentioned in this report. Past performance is not necessarily 
a guide to future performance. Forward-looking information or statements in this report contain 
information that is based on assumptions, forecasts of future results, estimates of amounts not yet 
determinable, and therefore involve known and unknown risks, uncertainties and other factors which 
may cause the actual results, performance or achievements of their subject matter to be materially 
different from current expectations.  
To the maximum extent permitted by law, Hypothesis, its affiliates and contractors, and their 
respective directors, officers and employees will not be liable for any loss or damage arising as a 
result of reliance being placed on any of the information contained in this report and do not guarantee 
the returns on investments in the products discussed in this publication. 

Please find further information and disclaimer on http://www.hypothesisresearch.co.uk/disclaimer. 
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