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Tarczynski — 2017 Q3 Earnings Conference Highlights

Rating: overweight (upgraded) | current price: PLN 11.00

TAR PW; TAR.WA | Food Producers, Poland
Analyst: Jakub Szkopek +48 22 438 24 03

Tarczynski revealed during the third-quarter earnings
conference that, by taking a range of streamlining
initiatives in the period, including the discontinuation
of loss-making products, a greater focus on production
efficiency, improved purchasing processes, and
reduced costs of transportation, it has grown the
average revenue per kilogram of meat product. The
effects of these initiatives will continue to support
sales revenues in the quarters ahead.

In spite of an expected increase in costs next year,
driven by higher marketing expenses (likely to rise to
PLN 7.0m from PLN 1.4m this year) and upward
pressure on employee salaries, on our 2018E
estimates, Tarczynski is currently trading at 7.8x P/E
and 5.1x EV/EBITDA. With that in mind, even though
the Company is not ready to declare dividends for
2018 (we assume 4.5% DYield at PLN 0.50 per share
and 2.8x 2018E net debt/EBITDA), in anticipation of a
strong rebound in the earnings results for Q4 2017,
after revising our expectations for FY2017- 2018, we
are upgrading TAR from neutral to overweight.

m Tarczynski posted an 11.9% vyear-over-year increase in
revenue in Q3 2017, driven by 8.8% expansion in revenue
per kilogram owed to changes in the sales mix, specifically
the discontinuation of unprofitable products. Moreover, at
the beginning of the third quarter Tarczynski terminated
relationships with customers who refused to accept revised
pricing.

m Exports made further gains as a revenue driver in Q3,
reaching 20% of total sales and accounting for 52% of the
total sales growth, as well as generating higher profit
margins than domestic sales.

Historical and projected trading multiples of Tarczynski

2011 2012 2013
Price 11.00 11.00 11.00
P/E 21.5 6.5 13.4
EV/EBITDA 7.4 4.8 6.8
DY 0.0% 6.5% 1.0%
Net debt / EBITDA 3.4 2.7 3.0
P/B 0.9 1.1 1.1

m Aside from dropping loss-making products, Tarczynski
undertook a number of other streamlining initiatives during
Q3, including efforts to reduce transportation costs,
negotiations with suppliers to extend payment terms and
find areas for savings, and continued measures to improve
the efficiency of production (automation, longer runs).

m Tarczynski observes that its chain customers have
increased the frequency of 'limited-time-only' flash sales,
which in one case already exceed the level of regular sales.
Sales generated from such 'In & Out'-type campaigns are
less predictable, but they allow suppliers like Tarczynski to
use more flexible pricing and adjust prices during periods
of increased cost volatility.

m Tarczynski ran virtually no advertising in the year through
September, resulting in marginal ad expenses of PLN 0.3m
in Q3, but in 2018 it is planning a big three-part marketing
campaign.

m CAPEX next vyear will exceed D&A expenses at
PLN 30+ million as the Company works to eliminate
bottlenecks in storage and sorting, and as it invests in
further growing export sales.

m Tarczynski says it will consider paying dividends in 2018
depending on resources remaining after all planned
investment is covered without affecting the balance sheet.

m When it comes to the outlook for the fourth quarter of
2017, thanks to falling costs of fresh meat, coupled with
the streamlining effects and low advertising expenses, on a
revenue of PLN 189.6m (up 3.4% vy/y), we expect
Tarczynski to deliver EBITDA growth of 48% to a projected
PLN 14.3m, and increase net profit by a staggering 855%
to PLN 4.4m.

2014 2015 2016 2017P 2018P
11.00 11.00 11.00 11.00 11.00
10.7 6.2 12.7 6.8 7.8
6.4 5.0 6.1 4.7 5.1
0.0% 0.0% 5.9% 5.9% 4.5%
3.4 2.7 3.4 2.6 2.8
1.0 0.9 0.8 0.8 0.7

Source: Tarczynski, P - projections by Dom Maklerski mBanku


http://www.mdm.pl/
https://www.mbank.pl/

1114 Dom Maklerski

Historical financials and updated 2017-2018 projections

(PLN m) 2011 2012 2013 2014 2015 2016 2017P 2018P
Revenue 378.8 386.7 448.4 494.4 542.0 648.2 734.0 770.0
Y/Y change 2.1% 15.9% 10.3% 9.6% 19.6% 13.3% 4.9%
Gross profit 67.2 77.2 85.9 105.8 121.2 123.6 139.0 143.1
margin 17.7% 20.0% 19.2% 21.4% 22.4% 19.1% 18.9% 18.6%
Selling expenses 48.1 45.3 56.4 63.9 79.1 85.5 88.3 95.5
Administrative expenses 11.2 11.5 14.3 17.8 14.9 18.3 22.1 22.8
Other operating gains/losses 1.8 0.9 2.1 -2.5 5.2 -0.1 1.8 1.8
EBIT 9.6 21.2 17.3 21.6 32.2 19.7 30.4 26.6
margin 2.5% 5.5% 3.9% 4.4% 5.9% 3.0% 4.1% 3.5%
EBITDA 20.8 33.3 32.9 41.8 54.7 45.5 59.0 55.4
margin 5.5% 8.6% 7.3% 8.5% 10.1% 7.0% 8.0% 7.2%
Pre-tax income 4.7 14.1 11.9 15.0 25.0 12.6 23.2 20.0
Net income 3.9 10.8 9.3 11.7 20.0 9.9 18.5 16.0
margin 1.0% 2.8% 2.1% 2.4% 3.7% 1.5% 2.5% 2.1%
Sales volume ('000 tonnes) 27.1 24.3 26.3 26.9 28.6 35.2 37.7 38.9
Y/Y change -10.3% 8.1% 2.3% 6.6% 23.0% 7.1% 3.0%
Avg. sales price (PLN/kg) 14.0 15.9 17.1 18.4 18.9 18.4 19.4 19.8
Y/Y change 13.8% 7.2% 7.8% 2.8% -2.7% 5.7% 1.9%
Margin (gross profit + D&A) 2.9 3.7 3.9 a.7 5.0 4.2 4.4 4.4
per kilogram

Advertising expenses (PLN m) n/a n/a n/a 6.3 9.7 6.5 1.4 7.0
Shares outstanding (millions) 7.6 6.3 11.3 11.3 11.3 11.3 11.3 11.3
Capitalization (PLN m) 83.1 69.8 124.8 124.8 124.8 124.8 124.8 124.8
Net debt (PLN m) 71.1 90.6 98.5 140.8 149.8 152.8 154.8 156.1
BV (PLN m) 91.3 65.1 115.4 127.1 146.4 148.9 160.0 170.3
Dividends (PLN m) - 4.5 1.3 0.0 0.0 7.4 7.4 5.7

Source: Tarczynski, P - projections by Dom Maklerski mBanku
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List of abbreviations and ratios contained in the report:

EV - net debt + market value

EBIT - Earnings Before Interest and Taxes

EBITDA - EBIT + Depreciation and Amortisation

P/CE - price to earnings with amortisation

MC/S - market capitalisation to sales

EBIT/EV - operating profit to economic value

P/E - (Price/Earnings) - price divided by annual net profit per share
ROE - (Return on Equity) - annual net profit divided by average equity
P/BV - (Price/Book Value) - price divided by book value per share
Net debt - credits + debt papers + interest bearing loans - cash and cash equivalents
EBITDA margin - EBITDA/Sales

OVERWEIGHT (OW) - a rating which indicates that we expect a stock to outperform the broad market
NEUTRAL (N) - a rating which indicates that we expect the stock to perform in line with the broad market
UNDERWEIGHT (UW) - a rating which indicates that we expect the stock to underperform the broad market

Recommendations of Dom Maklerski mBanku:

A recommendation is valid for a period of 6-9 months, unless a subsequent recommendation is issued within this period. Expected returns from individual
recommendations are as follows:

BUY - we expect that the rate of return from an investment will be at least 15%

ACCUMULATE - we expect that the rate of return from an investment will range from 5% to 15%

HOLD - we expect that the rate of return from an investment will range from -5% to +5%

REDUCE - we expect that the rate of return from an investment will range from -5% to -15%

SELL - we expect that an investment will bear a loss greater than 15%

Recommendations are updated at least once every nine months.

mBank S.A. with its registered office in Warsaw at Senatorska 18 renders brokerage services in the form of derived organisational unit - Brokerage Office which uses
name Dom Maklerski mBanku.

This document has been created and published by Dom Maklerski mBanku. The present report expresses the knowledge as well as opinions of the authors on day the
report was prepared. The opinions and estimates contained herein constitute our best judgment at this date and time, and are subject to change without notice. The
present report was prepared with due care and attention, observing principles of methodological correctness and objectivity, on the basis of sources available to the
public, which Dom Maklerski mBanku S.A. considers reliable, including information published by issuers, shares of which are subject to recommendations. However, Dom
Maklerski mBanku S.A., in no case, guarantees the accuracy and completeness of the report, in particular should sources on the basis of which the report was prepared
prove to be inaccurate, incomplete or not fully consistent with the facts. mBank S.A. bears no responsibility for investment decisions taken on the basis of the present
report or for any damages incurred as a result of investment decisions taken on the basis of the present report.

This document does not constitute an offer or invitation to subscribe for or purchase any financial instruments and neither this document nor anything contained herein
shall form the basis of any contract or commitment whatsoever. It is being furnished to you solely for your information and may not be reproduced or redistributed to
any other person. This document nor any copy hereof is not to be distributed directly or indirectly in the United States, Australia, Canada or Japan.

Recommendations are based on essential data from the entire history of a company being the subject of a recommendation, with particular emphasis on the period since
the previous recommendation. Investing in shares is connected with a number of risks including, but not limited to, the macroeconomic situation of the country, changes
in legal regulations as well as changes on commodity markets. Full elimination of these risks is virtually impossible.

It is possible that mBank S.A. in its brokerage activity renders, will render or in the past has rendered services for companies and other entities mentioned in the present
report.

mBank S.A. does not rule out offering brokerage services to an issuer of securities being the subject of a recommendation. Information concerning a conflict of interest
arising in connection with issuing a recommendation (should such a conflict exist) is located below.

The present report was not transferred to the issuer prior to its publication.

mBank S.A. acts as market animator for the Issuer.
mBank S.A. acts as market maker for the Issuer.

mBank S.A. received compensation for services provided to the Issuer in the last 12 months.

The production of this recommendation was completed on November 20, 2017, 3:14 PM.
This recommendation was first disseminated on November 20, 2017, 3:14 PM.

mBank S.A., its shareholders and employees may hold long or short positions in the issuer's shares or other financial instruments related to the issuer's shares.

Copying or publishing the present report, in full or in part, or disseminating in any way information contained in the present report requires the prior written consent of
mBank S.A.

Recommendations are addressed to all Clients of Dom Maklerski mBanku.
The activity of mBank S.A. is subject to the supervision of the Polish Financial Supervision Commission.

Individuals who did not participate in the preparation of recommendations, but had or could have had access to recommendations prior to their publication, are
employees of Dom Maklerski mBanku authorised to access the premises in which recommendations are prepared and/or individuals having to access to recommendations
based on their corporate roles, other than the analysts mentioned as the authors of the present recommendations.

Strong and weak points of valuation methods used in recommendations:

DCF - acknowledged as the most methodologically correct method of valuation; it consists in discounting financial flows generated by a company; its weak point is the
significant susceptibility to a change of forecast assumptions in the model.

Relative - based on a comparison of valuation multipliers of companies from a given sector; simple in construction, reflects the current state of the market better than
DCF; weak points include substantial variability (fluctuations together with market indices) as well as difficulty in the selection of the group of comparable companies.
Economic profits - discounting of future economic profits; the weak point is high sensitivity to changes in the assumptions made in the valuation model.

Discounted Dividends (DDM) - discounting of future dividends; the weak point is high sensitivity to changes in the assumptions as to future dividends made in the
valuation model.

NAV - valuation based on equity value, one of the most frequently used method in case of developing companies; the weak point of the method is that it does not factor
in future changes in revenue/profits of a company.

mBank issued the following investment recommendations for Company in the 12 months prior to this publication

Rating Neutral
Rating date 2017-05-31
Price on rating day 11.20

WIG on rating day 60,344.58
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