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Summary: In 1Q21, Chinese Internet Data Center (IDC) 21Vianet Group Inc (“VNET”) issued a zero-coupon US$600mm 
convertible bond that matures in 2026 and is puttable at par in 2024. Based on trading levels of the 2021 7.875% 
note and our view on the credit, we estimate credit spread of 450 bps for the 2026 convert. Accordingly, priced to the 
2024 put, the convert is trading below our estimated bond floor (88c).  With a sound balance sheet and prospects for 
future growth, we see the convert as an attractive HY credit offering free equity optionality.  
 

China’s carbon emission goal is more focused on power sources instead of uses, and we expect IDC sector’s power 
supply and long-term earnings potential to be less impacted than other high-pollution sectors like steelmaking. 
Overall, we see industry potential compares favorably against regulatory risk. We note EBITDA consensus points for 
a strong recovery in 2021 and 2022. Assuming VNET ADS recovers to the price levels before March, we calculate 111c 
value and 22% cheapness for VNET 2026. Even if equity recovers only by half, we see fair value at 101c. Comparing 
VNET with its global peers, VNET achieved similar growth in earnings with lower leverage, but TEV/LTM EBITDA is 
significantly lower, especially when comparing with its local peer GDS. Assuming that VNET ADS trades with the same 
multiples with its peers, we calculate 127c value and 31% cheapness for 26s, although we note VNET has historically 
traded lower. Overall, we see significant upside potential for VNET 2026 convert and upgrade the convert to ‘Positive-
Outright’. 

   
  Ranking Amt Out (US$ mm) Ratings (M/SP/F) Mid PX Mid YTM (%) 

VNET 7.875% 15/10/2021 Sr Unsecured 300 B2/B/B+ 100.93 4.98   

 
* Source: Equity information sourced from Bloomberg. Convertible pricing as of June 11th 2021. 

          

Convertible Bond  Ranking Amt Out (US$ mm) Ratings (M/SP/F) Mid PX Mid YTC (%) Cheapness Delta Conv. Price VNET ADS Price 

VNET 0 2/1/2026 Sr Unsecured 600 -/-/- 88 5.28 6.49% 35.40% $54.47 $22.01 

* Source: Equity information sourced from Bloomberg. Convertible pricing as of June 11th 2021. 

 
1Q21 Quarterly (US$ mm) VNET GDS CONE EQIX 

Country of Risk China China Americas, Europe Global 

Gross Margin 23% 23% 53% 49% 

EBITDA margin 30% 48% 47% 47% 

Revenue q/q Growth 3% 5% 11% 2% 

EBITDA q/q Growth 7% 8% 3% 9% 

LTM gross leverage 6.9x 8.3x 7.2x 5.2x 

LTM net leverage 2.1x 3.2x 6.7x 4.6x 

Bond VNET 0% 2/1/2026 Convert 
GDSHDG 2% 01/06/2025 

Convert 
CONE 5% 03/15/2024 EQIX 1.45% 5/15/2026 

Bond YTW 5.28% - 1.02% 1.26% 
      

TEV (Bloomberg) 2,903  16,241  13,470  85,739  

LTM EBITDA 219  434  545  2,852  

TEV/LTM EBITDA 13.2x 37.4x 24.7x 30.1x 

    

* Source: Equity information sourced from Bloomberg. Convertible pricing as of June 11th 2021. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 

 

 

Peer Comparison: 

• In early March, China released a detailed plan of its carbon emission goals during “Two Sessions”  

• VNET ADS price plunged after the announcement by 48% for fear that the plan would result in less Energy 

Quota (see Industry Background) in urban areas therefore less growth potential for IDC industry.  

▪ Local peer GDS stock price declined by 32% following the announcement. 

• Per our view, the best way for Chinese government to achieve the goals is to replace coal-fueled power 

plants with renewable sources, while maintaining stable power supply across the country and capping 

data centers’ PUE at a reasonable level. Additionally, IDC sector is expected to receive favorable 

treatment from the government compared with traditional sectors (steel, cement, glass etc). 

• As a result, we think there is room for the equity to recover. 

• Comparing VNET with three peers (see table above), VNET achieved similar growth with lower leverage, 

while ADS price and valuation multiples underperformed 

  

Industry Background 

• Internet Data Center (IDC) industry is included in China’s post-pandemic stimulus plan, aka “new 

infrastructure”. Twenty provincial governments have announced their five-year (2021-2025) investment 

plans in IDC sector as of April. 

• High energy efficiency, measured by the ratio of all energy consumed by the data center to energy 

consumed by the IT load (Power Usage Effectiveness, PUE), is usually required by local governments when 

IDCs apply for Energy Quota in urban areas. Low PUE indicates high energy efficiency.  

o In 2018, Beijing required PUE of all IDCs to be lower 1.4; Shanghai required PUE under 1.3 for 

newly built data centers and under 1.4 for converted ones.  

o VNET sets PUE target every year and has lowered the ratio by 2% in 2020. 

• Chinese central government announced carbon emission goals in late 2020 and a detailed plan in early 

March 2021, aiming to control carbon emission across sectors, but Energy Quota restriction should have 

more impact on power supply to traditional sectors like steelmaking, while maintaining stable power 

supply to high tech sectors like IDC.  

o 2.6% of the VNET’s electricity consumption came from renewable sources. 

• Higher market demand for cloud services from the booming internet industry is driving IDC sector 

performance and will likely prevent harsh restriction from regulators in our view. Local peers like GDS, 

Sinnet and three state-owned telecoms’ IDC sector have achieved significant growth in last few years.  

 

 

 

 

 

 

 

 



 

 

 

 

Convertible Bond and Valuation 

  

Convertible Bond 
 

Equity  

Ticker VNET Ticker VNET US 

Coupon Rate 0% ADS Price $22.01 

Maturity 2/1/2026 Shares Outstanding (mm) 138 

Put 2/1/2024 Market Cap (US$ mm) 3,035 

Rank Sr. Unsecured 
  

Amt Out (US$ mm) 600 BCP Valuation 
 

  
BCP Credit Spread Estimate (bps) 450 

Mid Price 87.24c Volatility 50.00% 

Bond YTW 5.28% 
  

  
Fair Value 93.29c 

Conversion Ratio 18.36 (Rich)/Cheap % 6.49% 

Conversion Price $54.47 
  

  
Bond Floor 88.08c 

Parity 40.40c 
  

Premium 46.83c 
  

 *Source: Equity information sourced from Bloomberg as of close June 11th 2021. 
 

• Per 2021 guidance, large capex far exceeds EBITDA. Net leverage may increase from a low base in coming 

periods.  

• We use the 330 bps spread over US Treasuries on VNET 21s pricing and estimating additional 120 bps for 

2024 put. 

• Capping volatility at 50%, with current market price of VNET ADS, we calculated 93c fair value and 6% 

cheapness. 

• If VNET ADS price recovers, we see significant upside for VNET 2026s:  

o The bonds currently trade at 87c, practically in line with the bond’s floor, offering a free equity 

optionality 

o We note EBITDA consensus is for a 26% growth in 2021 vs LTM level and 41% increase in 2022 

o Assuming VNET ADS price recovers to the levels before March (US$42), we calculate a fair value 

of 111c for VNET 2026 and 22% cheapness 

o Assuming the equity recovers to a mid-way between March and today’s level, we calculate a fair 

value of 101c 

o Per 2021 guidance on EBITDA and using peers’ 30x TEV/LTM EBITDA multiple, we calculate 

US$8bn TEV, US$55 per ADS, 127c for VNET 2026 and 31% cheapness  

▪ We note VNET has historically traded below peers. 

 

Conversion 

• Bondholder may choose to convert the convertible note to 18.3574 ADS under the following four 

circumstances (simplified):  

o ADS price ≥ 130% conversion price 

o VNET 26s price < 98% ADS price *conversion rate 

o Tax redemption or optional redemption by the issuer 

o Corporate events (specific share issuance, fundamental change, after Aug 1, 2025) 

• Per our calculation, no conversion condition has been satisfied, and VNET 26s is currently priced close to a 

bullet bond since current ADS price (US$22) is low compared with 130% conversion price (US$71). 



 

 

 

 

  

1Q21 Financials 

• Revenue increased 5% q/q to US$214mm.  

o Number of cabinets increased 4% q/q. Utilization rate improved q/q to 62%. 

• Reported EBITDA increased 9% q/q to US$64mm.  

o Previous guidance was US$61~64mm. 

• Gross and EBITDA margin both increased q/q to 23% and 30% respectively, driven by lower SG&A relative 

to revenue and higher MRR.  

o SG&A / Revenue decreased q/q from 22% to 18%. 

o Monthly Recurring Revenue (MRR) per cabinet increased 2% q/q to US$1,410 (+0.1% in CNY). 

• FCF remained negative, but the burn rate narrowed 78% q/q to US$75mm on less investment.  

o Investment created US$9mm inflow, compared with US$230mm outflow last quarter for 

acquiring a data center. 

• Gross debt increased 84% q/q to US$1,532mm after issuing a US$600mm zero-coupon convertible bond 

in January. 

• Total cash more than doubled q/q to US$1,098mm, equal to 2.8x STD (1.3x last quarter). 

• Net debt increased 28% q/q to US$464mm. 

• LTM gross and net leverage both increased q/q to 6.1x and 1.8x, respectively. 

  

Guidance 

• 2Q21:  

o US$230~233mm revenue, representing ~7% q/q growth. 

o US$63~66mm EBITDA, flat q/q.  

o Implied EBITDA margin is ~28.0%, compared with average 28.8% in last four quarters. 

• 2021:  

o US$263~278mm EBITDA, 31% growth. 

o US$769~923mm capex, representing 39% growth. 

o Based on 2021 guidance, we estimate negative US$660mm FCF pre WK, indicating 4.2x net 

leverage if no equity financing is done. 

• Bloomberg consensus:  

o US$276mm and US$390mm EBITDA for 2021 and 2022.  

 

 

 

 

 

 

 

 

 

 



 

 

 

 

Income Statement (US$ mm) 1Q21 4Q20 1Q20 y/y q/q 

Revenue 214  204  156  37% 5% 

Reported EBITDA 64  59  37  72% 9% 

Gross margin 23% 22% 21% 185 bps 148 bps 

Reported EBITDA margin 30% 29% 24% 615 bps 102 bps 
      
FCF (US$ mm) 1Q21 4Q20 1Q20 y/y q/q 

Reported EBITDA 64  59  37  72% 9% 

WK investment (26) (11) (10) 160% 128% 

Capex (105) (118) (62) 69% (10%) 

Investment 9  (230) 27  (65%) (104%) 

Interest expense (12) (11) (13) (9%) 7% 

Tax benefit (expense) (6) (6) (3) 79% (8%) 

Equity financing/(repurchase) - (20) - - (100%) 

FCF (75) (338) (25) 206% (78%)       
Debt (US$ mm) 1Q21 4Q20 1Q20 y/y q/q 

Gross debt 1,562  864  896  74% 81% 

  - STD 393  392  205  92% 0% 

  - LTD 1,168  471  690  69% 148% 

Total cash 1,098  500  482  128% 119% 

  - Cash 1,050  415  404  160% 153% 

  - ST investment 24  44  32  (26%) (45%) 

  - Restricted cash 24  41  46  (48%) (43%) 

Net debt 464  363  413  12% 28% 

LQA gross leverage 6.1x 3.7x 6.0x 0.1x 2.4x 

LQA net leverage 1.8x 1.5x 2.8x (1.0x) 0.3x 

Total Cash / STD 2.8x 1.3x 2.3x 0.4x 1.5x 

 *Source: Equity information sourced from Bloomberg as of close June 11th 2021. 
 
 
 
 

 
 

Want to read more of BCP Securities' Convertible Research? Click Here 
 

 
DISCLOSURE APPENDIX 

REGULATION AC - ANALYST CERTIFICATION 

Matias Castagnino, CFA, certify that all of the views expressed in this report accurately reflect our personal views about the subject securities 

and issuers. We also certify that no part of our compensation was, is, or will be, directly or indirectly, related to the specific recommendations 

or views expressed by us in this report. 

 COMPANY SPECIFIC DISCLOSURES 

This report may not be independent of BCP’s propriety interests.  BCP does business, and seeks to do business, with companies covered in BCP 

research. As a result, investors should be aware that BCP may have a conflict of interest that could affect the objectivity of this report.  Further, 

BCP may trade the securities (or related derivatives) that are the subject of this research report for its own account and for certain customers, 

and may from time to maintain long or short positions in the securities (or in related derivatives) of the companies mentioned in this report.  Such 

financial and trading interests may be contrary to any recommendation in the report.   

 BCP’s salespeople, traders and other professionals may provide oral or written market commentary or trading strategies to our clients and our 

proprietary trading desks that reflect opinions that are contrary to the opinions expressed in this research.   

 MEANINGS OF RATINGS 

 Top Picks Universe 

“Market Outperform” – The bond’s total return is expected to exceed the total return of the J.P. Morgan Corporate Emerging Markets Bond Index 

series (“CEMBI”) Broad Diversified High-Yield Index over the next 3 – 6 months. 
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 “Market Perform” – The bond’s total return is expected to be in line with the total return of the CEMBI Broad Diversified High-Yield Index over 

the next 3 – 6 months. 

  

“Market Underperform” – The bond’s total return is expected to be below the total return of the CEMBI Broad Diversified High-Yield Index over 

the next 3 – 6 months. 

 “Not Rated” or no comment – Currently, the analyst does not have adequate conviction about the bond’s total return relative to the CEMBI 

Broad Diversified High-Yield Index over the next 3 – 6 months. 

Quasi Sovereign Universe 

“Market Overweight” – The spread of the bond to its similarly duration sovereign controller bond is expected to decrease over the next 3 – 6 

months. 

“Market Weight” – The spread of the bond to its similarly duration sovereign controller bond is expected to remain unchanged over the next 3 – 

6 months. 

 “Market Underweight” – The spread of the bond to its similarly duration sovereign controller bond is expected to increase over the next 3 – 6 

months. 

 “Not Rated” or no comment – Currently, the analyst does not have adequate conviction about the bond’s spread to its similarly duration 

sovereign controller bond over the next 3 – 6 months. 

High Octane Universe 

“Speculative Buy” – Bonds that in our view have an equity investment risk profile and we think risk/return is significantly skewed to the upside  

“Positive” – Bonds that in our view have an equity investment risk profile and we think risk/return is skewed to the upside  

“Neutral” – Bonds that in our view have an equity investment risk profile and we think risk/return is balanced 

“Negative” – Bonds that in our view have an equity investment risk profile and we think risk/return is skewed to the downside 

“Speculative Sell” – Bonds that in our view have an equity investment risk profile and we think risk/return is significantly skewed to the downside 

Convertible Universe 

“Outright” – Convertible bonds that, in our view, present risk/return significantly skewed to the upside (3x upside v. 1x downside) 

“Swap” – Convertible bonds that, in our view, offer attractive volatility differential between implied volatility of the convertible bond option 

call  v. the 100D realized volatility and listed calls in the option market for the corresponding equity 

“Busted” – Convertible bonds trading with out-of-the-money option calls that, in our view, offer an attractive yield to maturity, relative to 

risk/return 

GENERAL RESEARCH DISCLOSURES AND DISCLAIMERS 

 This report is intended only for institutional investors, and should not be redistributed to retail investors.  BCP research is not a solicitation or 

offer to buy or sell any security or financial instrument or to participate in any trading strategy.  The products mentioned in this report may not 

be eligible for sale in some states or countries. 

 The analysts principally responsible for the preparation of BCP research receive compensation based upon various factors, including quality, 

accuracy and value of research, firm profitability or revenues (including overall investment banking revenues), client feedback and competitive 

factors.  The compensation of BCP analysts is not linked to specific investment banking or capital markets transactions by BCP.  Analysts employed 

by non-U.S. affiliates may not be registered with FINRA, may not be associated persons of BCP, and may not be subject to FINRA regulations 

regarding research related activities.   

 BCP research is based on public information.  BCP makes every effort to use reliable, comprehensive information, but makes no representation 

that the information is accurate or complete.  Facts and views presented in BCP research have not been reviewed by, and may not reflect 

information known to, professionals in other BCP business areas, including investment banking personnel.  BCP analysts may interact with sales 

and trading desk personnel in connection with their research, including to ascertain pricing and liquidity in the fixed income markets. 

 This report has been prepared independently of any issuer of securities mentioned herein and not in connection with any proposed offering of 

securities or as agent of any issuer of any securities.  BCP has no authority to make any representation or warranty on behalf of the issuers.  BCP 



 

 

 

 

policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by an issuer prior to 

the publication of a research report containing such rating, recommendation or investment thesis.   

  

BCP may update its research reports and ratings as it deems appropriate, but has no obligation to do so.  BCP has no obligation to inform clients 

of any changes in facts, assumptions, opinions, estimates, or ratings.  Certain outstanding reports may contain discussions and/or investment 

options relating to securities, financial instruments and/or issuers that are no longer current.  Neither BCP nor any officer or employee of BCP 

accepts any liability whatsoever for any direct, indirect or consequently damages or losses arising from any use of this report or its contents. 

 BCP research and ratings should not be used or relied upon as investment advice.  BCP research does not provide individually tailored investment 

advice.  BCP research has been prepared without regard to the circumstances and objectives of those who receive it.  BCP recommends that 

investors independently evaluate particular investments and strategies, and encourages investors to seek the advice of a financial 

adviser.  Investors should consider this report as only a single factor in making their investment decisions.  The appropriateness of an investment 

or strategy will depend on an investor’s circumstances and objectives.  The securities, instruments, or strategies discussed in BCP research may 

not be suitable for all investors, and certain investors may not be eligible to purchase or participate in some or all of them.  Securities discussed 

in this report may be rated below investment grade and should therefore only be considered for inclusion in accounts qualified for speculative 

investment. 

 The value of and income from your investments may vary because of changes in interest rates, foreign exchange rates, default rates, prepayment 

rates, prices, market indexes, operational or financial conditions of companies or other factors.  Past performance is not necessarily a guide to 

future performance.  Estimates of future performance are based on assumptions that may not be realized.  Investors may experience a loss of 

their original capital investment in such securities. 

 International investing entails greater risk, as well as greater potential rewards compared to U.S. investing. These risks include political and 

economic uncertainties of foreign countries as well as the risk of currency fluctuations. These risks are magnified in countries with emerging 

markets, since these countries may have relatively unstable governments and less established markets and economies. 

 Bonds are subject to interest rate risk. When interest rates rise, bond prices fall; generally, the longer a bond's maturity, the more sensitive it is 

to this risk. Bonds may also be subject to call risk, which is the risk that the issuer will redeem the debt at its option, fully or partially, before the 

scheduled maturity date. The market value of debt instruments may fluctuate, and proceeds from sales prior to maturity may be more or less 

than the amount originally invested or the maturity value due to changes in market conditions or changes in the credit quality of the issuer. Bonds 

are subject to the credit risk of the issuer. This is the risk that the issuer might be unable to make interest and/or principal payments on a timely 

basis. Bonds are also subject to reinvestment risk, which is the risk that principal and/or interest payments from a given investment may be 

reinvested at a lower interest rate.  Bonds rated below investment grade may have speculative characteristics and present significant risks beyond 

those of other securities, including greater credit risk and price volatility in the secondary market.  

 INTERNATIONAL DISCLOSURES 

 Singapore: This report is distributed in Singapore by BCP Securities Asia Pte Ltd to accredited investors, expert investors or institutional investors 

only (as defined in the applicable Singapore laws and regulations and is not intended to be distributed directly or indirectly to any other class of 

person). Recipients of this report in Singapore are to contact BCP Securities Asia Pte Ltd in respect of any matters arising from, or in connection 

with, this report. BCP Securities Asia Pte Ltd is registered with the Accounting and Corporate Regulatory Authority. 

 Spain: The report is distributed in Spain by BCP European Agencia de Valores, S.A., supervised by the Spanish Securities Markets Commission 

(CNMV), and is written and distributed in accordance with rules of conduct for financial research under Spanish regulations.  This report is only 

intended for persons who are Eligible Counterparties or Professional Clients within the meaning of Article 78bis and Article 78ter of the Spanish 

Securities Market Act.  It is not intended to be distributed or passed on, directly or indirectly, to any other class of persons. There is no obligation 

to register or file any report and any supplemental documentation or information with the CNMV. Neither verification nor authorization or 

compliance revision by the CNMV regarding this document and related documentation or information needs to be fulfilled in accordance with 

the Spanish Securities Market Act. 

 Brazil: This report is distributed in Brazil by BCP Securities Brazil (RJ) in accordance with applicable regulations. No approval is required for 

publication or distribution of this report in Brazil.  The views expressed above accurately reflect personal views of the authors about the subject 

companies and their securities. The compensation of the equity research analyst(s) is indirectly affected by revenues deriving from the business 

and financial transactions of BCP.  Where a Brazil based analyst has taken part in the preparation of this research report, the Brazil based analyst 

whose name appears first assumes primary responsibility for its content from a Brazilian regulatory perspective and for its compliance with CVM 

Instruction 483. 
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