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Summary: Chinese Internet Data Center issuer, 21Vianet Group (VNET), released mixed 3Q21 earnings. Both revenue 
and EBITDA were above guidance, yet FCF burn increased. Revenue was up 4% q/q due to cabinet additions and 
higher retail IDC monthly pricing, maintaining a stable utilization ratio. EBITDA was up 6% q/q in line with revenue 
and opex improvements, expanding the EBITDA margin to 29%. FCF burn was US$246 mm driven by high capex and 
investments, as VNET is on track to deliver 25k cabinet expansion this year. The annualized net leverage increased to 
4.5x. The issuer mentioned power tariffs haven’t increased but are expected to increase next year. As well as limited 
impacts from the power control measures placed by the Govt. as they are focused primarily on thermal coal supply 
and pricing. After the quarter, VNET redeemed the US$300 mm 21s and initially planned to issue a new US$300 mm 
bond. The offering was shelved due to higher investor caution towards PRC high-yield debt, in part related to the 
property sector aftermath. Yet, during the conf. call, VNET mentioned having secured most of the resources needed 
to deliver 25k cabinets in 2022 – a point to follow-up on.  

VNET is currently trading at 11x EV/EBITDA, well below the peer group trading at 27x. Assuming VNET recovers to a 
more normalized 20x, coupled with reduced delisting risk and higher growth, VNET stock looks cheap relative to its 
peers. We see a sound 157% equity upside, yet insufficient to reach the convert strike and as such the convert would 
remain busted. The convert fair value would be 92c at a 750-bps credit spread. As a straight bond, VNET 26s are 
trading at a very attractive 10.7% YTW with a “free” equity option and 4.5x net leverage. As such, we maintain VNET 
26s as a “Positive-Outright”.  

Description Coupon Maturity Amt Out (US$ 
MM) Mid Price Mid YTW Conv. Price VNET Price 

VNET 0.00% 2/1/2026 600 79.75 10.72% $ 54.47 $ 11.07 

* Prices sourced from BBG as of November  
 

3Q21 Earnings:  
• 3Q21 Revenue increased by 4% q/q to US$241 mm, increasing by 34% on a y/y basis 

o Total cabinets increased by 4% to 65.3k, with the combined utilization rate at 60%  

o The retail IDC monthly revenue per cabinet was up 3% q/q  

• EBITDA increased by 6% q/q to US$70 mm, increasing by 31% y/y as well  
o Q/Q EBITDA growth was in line with higher revenue coupled with SG&A improvements  

o EBITDA margin expanded to 29%, vs 28% last quarter  
• FCF burn was US$246 mm, driven by the high capex and investments and WK expansion from higher A/R 
• Total debt increased to US$1,892 mm, with cash decreasing to US$628 mm  

o Total debt including US$525 mm in lease liabilities  
• The annualized gross and net leverage ratios increased to 6.8x and 4.5x, respectively 
• 4Q21 Guidance is a mid-point US$271 mm revenue and US$71 mm EBITDA 
• Recent Highlights: 

o In November 2021, the issuer stopped plans for its US$300 mm bond offering  
 Attributed to higher investor caution towards Chinese high-yield debt, in part related to 

the property sector aftermath  
o In October 2021, VNET amortized the US$300 mm 21s straight bond   

 
 



Thoughts on Convert:  

• VNET mentioned its 2022 target is adding 25k cabinets, an implied 38% expansion vs the current 65k 

cabinets  

o The projected capex continues to exceed EBITDA  

o As such, net leverage may increase in the short-term given FCF burn prospects  

• For reference, KIONET is a Mexican data-center issuer with negative recurrent FCF, trading at 720 bps 
spread to US treasuries  

o As such, we use a 750-bps credit spread and cap the volatility at 50% for the VNET 26s converts  

• The current peer group GDS, CONE and EQIX are trading at 27.4x EV / EBITDA  
o Vs VNET currently trading at a much lower 10.6x 

• Assuming VNETs EV multiple recovers to a more normalized 20x multiple 
o When compared to peers – VNET has lower margins due to its client structure 

 Yet it has lower leverage and higher growth, though leverage should increase in the 

short-term  

o The ADS could trade at US$28.4 per share based on 3Q21 annualized EBITDA  

o An implied 157% equity upside – yet falling short of the US$54.5 conversion price  

o As such the convert would remain “busted”  

• Our estimated bond fair value is 92c with an 83c bond floor  

o The converts trading at 80c are trading below the bond floor with a “free” equity option 

o Trading at 10.7% YTW as a straight bond 

 
VNET (US$ MM) 3Q21 2Q21 3Q20 q/q y/y 
Total Revenue 241 232 180 4%  34%  
EBITDA 70 66 53 6%  31%  
EBITDA margin 29% 28% 30% - - 
            
VNET (US$ MM) 3Q21 2Q21 3Q20 q/q y/y 
Total Debt (incl. leases) 1,892 1,745 1,115 8%  70%  
Cash & Equivalents 628 797 837 (21%) (25%) 
Net Debt 1,264 948 278 33%  355%  
Total Debt / LQA EBITDA 6.8x 6.6x 5.2x 0.2x 1.6x 
Net Debt / LQA EBITDA 4.5x 3.6x 1.3x 0.9x 3.2x 
            
VNET (US$ MM) 3Q21 2Q21 3Q20 q/q y/y 
EBITDA 70  66  53  6%  31%  
Interest expense (34) (51) (34) 34%  1%  
Capex (102) (69) (115) (47%) 11%  
Net investments (129) (12) (17) (1,016%) (649%) 
Working capital (47) (20) (18) (142%) (169%) 
Tax expense (4) (5) (4) 2%  (23%) 
FCF (246) (90) (134) (174%) (84%) 
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DISCLOSURE APPENDIX 
  
REGULATION AC - ANALYST CERTIFICATION 
  
We, Arturo Galindo and 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. 
  
“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. 
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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 
  
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 
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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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