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Can It Keep Its Position in the Downturn? 
Q3 2009 Results  

 

Q3 2009 results 

ES-System’s sales slowed their decline in Q3 2009 to a year-on-year rate of 8.1%, compared to a 16.8% drop in  
H1 2009. Domestic sales fell 13.3% compared to the same period a year ago, while international sales increased 
12.8%. Weaker demand from the construction industry was partly offset with increased sales through wholesale 
channels. The Q309 EBIT margin shrunk to 11.8% from 12.5% in Q3 2008 because of lower retail sales and higher 
wholesale sales which generate weaker returns. EBITDA was 7.7% lower than in the same period a year ago, while the 
EBITDA margin was slightly higher thanks to a 23.1% y/y increase in depreciation charges. In spite of a stagnant 
market, ES-System has managed to build an order backlog for Q4 2009 that will generate revenues similar to last 
year’s figure. After a dismal first half of 2009, the third-quarter results indicate that the worst is over for the company. 

Q1-Q3 results 
ES-System’s revenues for the first three quarters of 2009 amounted to PLN 109.6m, which was 13.6% less than in the same 
period a year ago. After a 16.8 y/y drop in H1 2009, in Q309, sales slowed down their decline to 8.1%. The improvement was 
owed to stronger exports (+12.8% y/y) and a deceleration in the downward trend of domestic sales which decreased 13.3% 
relative to Q3 2008, compared to a 16.0% drop in H1 2009. Today, ES-Systems Polish and international markets are 
stabilizing, and halted construction projects are gradually resumed. 
 

Domestic sales 
ES-System is noticing a return of confidence among construction companies whose increasing optimism about the future is 
expected to fuel orders for lighting systems. ES-System managed to mitigate the shortage of orders from Polish construction-
industry customers by increasing sales to wholesale customers. Like in past periods, ES-System is under competitive pressure 
from cheaper producers from China and India as Polish buyers seek cheap lighting solutions. 
 

Exports 
ES-System recorded an increase in sales to fifteen of its export markets, and a slump in twenty markets in Q309. Even so, the 
overall export revenue in the period was 12.8% higher than last year. Further, the volume of orders received in Q309 from 
international customers surged 40% from Q209, nearing the record level recorded in Q3 2008. The company entered four new 
markets in the third quarter (Australia, Greece, Ireland, and Uruguay), and currently focuses its marketing efforts on markets 
with the greatest growth potential (Bulgaria, Ukraine, Lithuania, Austria, Kuwait, Denmark, Croatia, New Zealand). 

(PLN m) 2008 1-3Q2008 1-3Q2009 change 3Q2008 3Q2009 change 

Revenue 175.4 126.9 109.6 -13.6% 46.1 42.3 -8.1% 

Domestic sales 137.2 98.9 84.1 -15.0% 36.8 31.9 -13.3% 

   as percentage of total sales 78.2% 73.3% 80.0%  - 78.8% 76.7% -  
Exports 38.2 27.9 25.5 -8.7% 9.3 10.5 12.8% 

   as percentage of total sales 21.8% 26.7% 20.0%  - 21.2% 23.3% -  

EBIT 18.0 13.2 8.3 -36.8% 5.8 5.0 -13.3% 

   EBIT margin 10.3% 10.4% 7.6%  - 12.5% 11.8% -  

EBITDA 23.0 16.8 12.8 -24.0% 7.1 6.5 -7.7% 

   EBITDA margin 13.1% 13.2% 11.7%  - 15.3% 15.4% -  
Net income 14.2 10.4 6.1 -41.2% 4.7 3.8 -19.6% 

ES-System's accumulated operating profit for the first three quarters of 2009 amounted to PLN 8.3m after a 36.8% drop from 
the same period a year ago. The EBIT margin fell from 10.4% generated in the period from January through September 2008 
to 7.6% for the same period of 2009. One reason behind the margin contraction was weaker demand (fixed costs), and 
another reason were increased low-margin sales through wholesale channels. Margins on export sales matched those earned 
on domestic sales, largely thanks to increased sales of customized solutions with higher added value. In the near term, we 
expect operating margins to stay below their historical averages. An improvement will be triggered by a turnaround in the 
construction industry, which generates demand for high-margin tailor-made lighting solutions. 
 
The 3Q09 EBIT margin was much higher than the accumulated margin for the three quarters (11.8% vs. 7.6%), but lower than 
the figure reported in Q308 (12.5%). This was an effect of high contributions to total revenues of high-margin products 
developed for the construction industry – if their sales  fall, so does the consolidated EBIT margin. 
 

Source: ES-System, BRE Bank Securities 



BRE Bank Securities 
 

10 November 2009 

 

Special comment 
BRE Bank Securities 

The Q309 EBITDA margin was higher than in Q308 (15.3%) at 15.4%, thanks to a 23.1% y/y increase in depreciation (in 2008, 
ES-System recorded high capital expenses of PLN 22.3m). 
The bottom-line profit for the first three quarters came in at PLN 6.1m after a 41.2% drop below the year-ago figure. The 
reasons for this decrease included a 36.8% lower EBIT, and a deferred-tax charge of PLN 0.8m stemming from differences 
between depreciation expenses calculated for book and tax purposes. Finance gains amounted to PLN 0.4m. The bottom-line 
profit for the third quarter of 2009 figured to PLN 3.8m after a 19.6% decrease vs. Q3 2008. 
 

Business Segments 
The three core business segments that are responsible for 86% of ES-Systems sales experienced a rebound in Q3 2009 
relative to the first half of the year. The segment of Outdoor Lighting was the most successful, recording a 9% y/y increase in 
revenue (during the first two quarters, the sales generated by this segment fell by no more than 13%). The segment of 
Industrial Lighting has been the one most affected by the economic downturn, reporting a 2% y/y decrease in revenues in 
Q309 (in the first two quarters, the segment’s sales dropped by more than 20% as manufacturers postponed lighting and other 
upgrades). The segment of Architectural Lighting was the least successful, recording a 13% y/y sales shrinkage in Q309. As 
part of the Architectural Lighting business, ES-System currently focuses on marketing energy-saving lighting solutions that are 
compliant with the European Union's energy-consumption policies. Such energy-efficient systems will gradually replace old, 
wasteful lighting technology. A regulation laying down the requirements for tertiary-sector lighting products, aimed at reducing 
energy usage within the EU by 15%, entered into force on 13 April 2009 across all EU member states.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

Operating Cash Flows 
ES-System generated positive operating cash flows in the amount of PLN 15.8m during the period from January through 
September 2009. The company reduced its receivables turnover days to 86.6 from 93.9 a year ago, and the accounts payable 
days from 83.8 to 67.0. Inventories increased by PLN 0.5m. 
Amid a weak economy, ES-System applies very strict rules when granting trade credit to its partners, and insures its export 
receivables with the Export Credit Insurance Corporation (KUKE). Further, the company keeps a close watch on payment-due 
dates and takes measures to effectively collect any outstanding accounts. 
 

CAPEX 
Due to slumping demand, ES-System had to reduce its original 2009 CAPEX budget of PLN 10m. The company is not seeking 
acquisition targets at the moment, but the Management admits that a low debt (20.9%) and high liquidity ratios (current ratio at 
3.45; quick ratio at 2.44) create acquisition potential. 
In future, ES-System is going to invest in new subsidiary ‘ES-System NT,’ established to produce cutting-edge electronic 
components for lighting systems, and to address the renewable energy market. By locating the new operations in the Krakow 
Special Economic Zone, ES-System can count on tax credits and easier access to credit. The Management is reluctant to 
speak about the costs of the investment. All we now is that the three land lots earmarked for the production facilities cost  
PLN 1.9m. The new operations are scheduled for a launch in September 2010. 
 

 

Q1-Q3 2009 revenue growth by business segment 

Source: BRE Bank Securities 
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List of abbreviations and ratios contained in the report. 
EV – net debt + market value (EV – economic value) 
EBIT – Earnings Before Interest and Taxes 
EBITDA – EBIT + Depreciation and Amortisation 
PBA – Profit on Banking Activity 
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 
 

Recommendations of BRE Bank Securities S.A. 
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. 
 

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 judgement at this date and time, and are subject to change without notice. The pre-
sent 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 BRE Bank Securities S.A. considers reliable, including information published by issu-
ers, shares of which are subject to recommendations. However, BRE Bank Securities 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, in-
complete or not fully consistent with the facts. 
 

This document does not constitute an offer or invitation to subscribe for or purchase any financial instruments and neither this docu-
ment 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. 
BRE Bank Securities S.A. bears no responsibility for investment decisions taken on the basis of the present report or for any dam-
ages incurred as a result of investment decisions taken on the basis of the present report. 
 

It is possible that BRE Bank Securities S.A. renders, will render or in the past has rendered services for companies and other enti-
ties mentioned in the present report.  
 

BRE Bank Securities S.A., its shareholders and employees may hold long or short positions in the issuers’ shares or other financial 
instruments related to the issuers’ shares. BRE Bank Securities S.A., its affiliates and/or clients may conduct or may have con-
ducted transactions for their own account or for account of another with respect to the financial instruments mentioned in this report 
or related investments before the recipient has received this report.  
 
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 agreement of BRE Bank Securities S.A. Recommendations are addressed to all Clients of BRE Bank Se-
curities S.A. 
The activity of BRE Bank Securities S.A. is subject to the supervision of the Polish Financial Supervision Commission. 
 

BRE Bank Securities S.A. serves as animator in relation to the shares of the following companies: Certyfikaty Skarbiec Nieruchomo-
ści, Erbud, Es-System, LW Bogdanka, Macrologic, Magellan, Mieszko, Mondi, Nepentes, Optopol, Pemug, Polimex-Mostostal, Tor-
farm. 
BRE Bank Securities S.A. receives remuneration from issuers for services rendered to the following companies: 05 NFI, Agora, 
Ambra, Arkus, ASPA, Bakalland, BIAFORM, BRE Bank, Cegielnie Bydgoskie, Centromor, Computerland, Deutsche Bank, DZ Bank 
Polska, Elektrobudowa, Elzab, Energoaparatura, Erbud, ERGIS-EUROFILMS, Es-System, Farmacol, FAT, Ferrum, GTC, Intergroc-
lin Auto, Izo-Erg, Komputronik, LW Bogdanka, Magellan, Mennica, Mercor, Mieszko, Mostostal Warszawa, Nepentes, Odlewnia 
Żeliwa, Odratrans, Pemug, PGE, PGF, PGNiG, Polimex-Mostostal, Polmos Lublin, Polnord, Prokom Software, Przedsiębiorstwo 
Robót Kolejowych 7, Rolimpex, RYFAMA, Seco Warwick, Sokołów, Sygnity, Techmex, Torfarm, Unibep, WAN, ZA Puławy, ZUGIL. 
In the last 12 months BRE Bank Securities S.A. has been an offering agent of the issuer’s shares in a public offering for the follow-
ing companies: Centrum Klima, LW Bogdanka. 
Asseco Poland provides IT services to BRE Bank Securities.  
 
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 BRE Bank Securities S.A. authorised to access the premises in which recommendations 
are prepared, 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. 
Comparative – 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. 


