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Cognor: hold (downgraded)

COG PW; COGP.WA | Steel, Poland

FY2019 Outlook Hurt By Dismal Third-Quarter Results Current Price PLN 1.52

Target Price PLN 1.55
Cognor reported much worse-than-expected results for Q3 2019 led

by weak sales after longer-than-expected plant closures for LI R PLN 266m
maintenance. As a result, we are compelled to cut our F2019 EBITDA Free Float PLN 62m
estimate for the Company from PLN 123m to PLN 110m, with the net ADTV (3M) PLN 0.3m

profit forecast lowered from PLN 45m to PLN 36m. Cognor has
changed its accounting approach to maintenance expenses this year, Ownership
and this, combined with negative FIFO accounting effects and
persistent falls in scrap and end-product metal prices will probably
continue weighing on EBITDA growth in Q4 2019. With the ex-
dividend date now behind us, we see no upside potential in COG at Others 25.10%
this time. Investors who took our advice to accumulate the stock,

issued at PLN 1.65 per share, given PLN 0.28 DPS (paid out on 21 Business Profile

October), would have earned a return of 9% on Cognor. Today we Cognor is a Polish steel producer with a share of 6%
downgrade our call to hold with the target price reduce from overall in the domestic market and a 15% share in

PLN 2.00 to PLN 1.55 per share. EAF steelmaking. The company owns two steel
mills: ‘Ferrostal tabedy’ focuses on the production of

R . round and square billets in electric arc furnaces, and

2019 Q3 earnings miss ‘Huta Stali Jakos$ciowych’ produces billets and ingots
Cognor's quarterly revenue missed our forecast by 22% at PLN 400m, down from quality steel. Cognor's total production capacity

27% year over year. This on a disappointingly low volume, which at 132,000 is 636,000 tonnes, set to increase to 850,000 in

PS HoldCo Sp.z 0.0 74.90%

tonnes was 19% lower than expected and 23% lower than in Q3 2018. 2020. Cognor operates its own scrap buying centers
Cognor blames the weak sales on longer maintenance downtime on its which cover about 50% of its steel scrap needs.
production facilities, in particular the rolling mill of the HSJ steel smelter. COG vs. WIG

EBITDA came in at PLN 16.9m in Q3, a miss of 30% relative to our estimate
and a figure 70% lower than in the comparable year-ago period. Recurring
EBITDA approximated PLN 12.9m vs. PLN 52.6m in Q3’18, showing a  2:2°
dramatic miss relative to Cognor's PLN 25-30m guidance range. PLN

Cost advantage of EAF over BOF steelmaking 2:00

Recycled-steel electric arc furnaces (EAF) of the kind used by Cognor
currently have a significant cost advantage over basic oxygen furnaces
(BOF), owing to falling costs of steel scrap. In a soft steel market, this is 1.75
reducing the downward pressure on the profit margins for EAF producers.
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Cognor 1.52 1.55 +1.9%
(PLN m) 2017 2018  2019E  2020E  2021E Forecast Update 2019E  2020E  2021E
Revenue 1,789.3 2,081.8 1,919.8 1,798.0 2,019.4
Revenue -4.2% -5.4% -3.2%
EBITDA adj. 145.7 200.0 110.4 99.1 95.8
EBITDA -9.8% -0.7% -9.9%
EBITDA margin adj. 8.1% 9.6% 5.8% 5.5% 4.7% " 1 50 510 2456
Net it -21.5% -2.1% -24.5%
EBIT adj. 104.4 156.2 63.6 48.9 46.4 il 0 0 i
Net profit adj. 31.9 93.7 35.5 26.4 26.4 sales volume 0% 52%  -3.4%
P/E adj. 8.3 58 75 10.1 10.1 Sales prices -0.9% -1.5% -0.8%
P/CE 3.0 2.4 3.1 3.5 3.5 Costs of scrap +1.0% -3.6% 0.0%
P/BV 1.2 1.0 0.9 0.9 0.9
EV/EBITDA adj. 4.4 2.6 4.8 5.2 5.2 Analyst:
DPS 0.00 0.07 0.21 0.13 0.11
. Jakub Szkopek
DYield 0.0% 6.6% 13.5% 8.7% 6.9% +48 22 438 24 03
*2018-2021E ratios assuming full dilution jakub.szkopek@mbank.pl
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Valuation
We used two valuation methods to determine the value of (PLN) weight price
Cognor: the Discounted Cash Flow method, indicating a ; )
! Relative Valuat 50% 1.35
per-share valuation of PLN 1.54, and the Relative Valuation cenve a'ua on °
method, yielding a value of PLN 1.35 per share. DCF Analysis 50% 1.54
price 1.45
9M target price 1.55

Relative Valuation

We compared Cognor's trading multiples with the multiples
of comparable international steel producers and
distributors. The peer group also includes the Polish
aluminum producer Alumetal which also uses recycled
metal as its feedstock material. We applied a 20% discount
to Cognor's valuation vs. the peer group to reflect
convertible bonds and the volatility of the Company's
earnings depending on the performance of steel scrap and
metal markets.

Multiples Comparison

EV/EBITDA
Country 2020E
AK STEEL HOLDING CORP USA 7.8 17.6 9.7 6.7 7.8 6.4
ALUMETAL Poland 10.8 9.4 8.4 7.6 6.8 6.1
ARCELORMITTAL Luxembourg 23.6 8.6 5.8 5.2 4.3 3.6
BAOSHAN IRON & STEEL CO-A China 9.9 9.3 8.5 4.6 4.0 3.7
COMMERCIAL METALS CO USA 9.8 8.8 9.9 6.4 5.3 5.4
HESTEEL CO LTD-A China 11.9 11.5 11.5 - - -
HITACHI METALS LTD Japan 15.6 114.4 17.0 7.3 8.7 6.6
HYUNDAI STEEL CO South Korea 19.8 11.3 9.2 6.6 6.1 5.6
JFE HOLDINGS INC Japan 4.9 9.3 7.9 6.0 7.2 6.5
JSW STEEL LTD India 7.8 14.5 11.4 5.6 8.2 7.0
KLOECKNER & CO SE Germany - 383.9 35.8 7.0 5.7 4.8
METALURGICA GERDAU SA-PREF Brazil 9.2 7.4 7.0 - - -
NIPPON YAKIN KOGYO CO LTD Japan 4.7 - - - - -
NUCOR CORP USA 12.5 14.0 14.3 7.3 8.0 7.9
OLYMPIC STEEL INC USA 34.7 15.0 16.4 9.3 7.7 7.9
OUTOKUMPU 0OYJ Finland - 18.5 8.4 9.1 6.3 5.0
POSCO South Korea 7.8 7.3 6.7 4.1 3.9 3.6
SALZGITTER AG Germany 9.3 9.0 6.8 3.4 2.7 3.1
SSAB AB-A SHARES Sweden 12.1 11.1 9.1 4.9 4.6 3.9
STEEL AUTHORITY OF INDIA India 6.6 9.0 6.0 6.7 7.1 6.4
STEEL DYNAMICS INC USA 10.4 12.1 12.4 6.1 7.3 7.5
TATA STEEL LTD India 5.3 8.7 6.9 5.3 6.1 5.6
THYSSENKRUPP AG Germany - 19.1 10.8 7.5 5.8 4.8
UNITED STATES STEEL CORP USA 56.2 - 19.1 6.2 7.7 5.9
VOESTALPINE AG Austria 9.8 16.1 11.1 5.2 6.5 5.6
Maximum 56.2 383.9 35.8 9.3 8.7 7.9
Minimum 4.7 7.3 5.8 3.4 2.7 3.1
Median 9.9 11.3 9.4 6.3 6.4 5.6
Cognor 7.5 10.1 10.1 4.8 5.2 5.2
premium / discount -24.2% -11.0% 6.6% -23.1% -19.2% -7.0%

Implied Valuation

Median 9.9 11.3 9.4 6.3 6.4 5.6
Discount 20% 20% 20% 20% 20% 20%
Multiple weight 50% 50%

Year weight 33% 33% 33% 33% 33% 33%
Value per share (PLN) 1.35
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Additional Assumptions

Historical sales and margins of Huta Ferrostal steelmaking

Sales volumes (1,000t)

unit and future projections

Billet 169,904
Plain bars 35,715
Flat bars 64,240
Squares 13,710
Rebar 41,642
Angles 30,107
Other 1,159
Avg. spread (PLN/t) 2014
Billet 869
Plain bars 1,081
Flat bars 1,084
Squares 1,068
Rebar 880
Angles 1,122
Other 1,732

2016 2017

104,113 85,337 119,211
32,331 29,304 29,999
60,155 61,409 48,053
11,029 7,726 6,534
82,461 188,134 202,100
32,171 24,895 17,484
6,346 6,627 3,073
2015 2016 2017
803 718 878
1,088 1,121 1,069
1,110 1,158 1,075
1,083 1,131 1,048
772 823 937
1,092 1,170 1,050
1,323 1,421 1,117

2018 2019P 2020P 2021P  2022P
81,775 83,411 76,738 118,943 130,838
30,268 28,149 25,897 29,005 31,905
44,051 40,967 37,690 42,213 46,434
8,329 7,746 7,126 7,981 8,780
213,681 198,723 182,825 204,765 225,241
22,254 20,696 19,041 21,325 23,458
1,100 1,023 941 1,054 1,160
2018 2019P  2020P 2021P  2022P
1,046 985 1,032 1,050 1,064
1,365 1,287 1,323 1,347 1,363
1,386 1,307 1,342 1,367 1,382
1,342 1,266 1,302 1,326 1,341
1,151 1,084 1,128 1,148 1,162
1,397 1,318 1,352 1,377 1,393
1,892 1,787 1,804 1,838 1,857

Source: Dom Maklerski mBanku

Historical sales and margins of HSJ steelmaking

unit and future

projections

Sales volumes (1,000t)

Billet 18,149
Bars 144,605
Thick sheet 5,787
Thin sheet 865
Other 531
Avg. spread (PLN/t) 2014
Billet 1,873
Bars 1,746
Thick sheet 1,912
Thin sheet 10,049
Other 23,149

2015 2016 2017
28,148 40,482 66,213
150,311 153,736 156,519
16,362 5,696 7,699
1,069 638 536
655 638 328
2015 2016 2017
1,341 979 1,176
1,687 1,553 1,709
1,530 1,885 1,742
9,922 10,284 9,897
22,629 20,891 24,078

2018 2019P 2020P 2021P  2022P
58,675 52,808 63,369 74,142 75,625
175,617 158,055 165,958 174,256 177,741
1,593 1,434 1,505 1,581 1,612
701 666 699 734 749
490 466 489 513 523
2018 2019P  2020P 2021P  2022P
1,486 1,433 1,470 1,497 1,514
2,192 2,103 2,115 2,154 2,175
3,446 3,293 3,260 3,322 3,351
10,307 9,803 9,526 9,711 9,782
22,173 21,061 20,364 20,760 20,904

Source: Dom Maklerski mBanku
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Steel Market Assumptions
2014 2015 2016 2017 2018 2019P 2020P 2021P 2022P

Price of rolled sheet steel (PLN/t) 2,142 1,960 1,919 2,417 2,588 2,400 2,362 2,409 2,424
Price of HEB sections (PLN/t) 2,336 2,204 2,240 2,282 2,614 2,550 2,489 2,536 2,552
Price of rebar (PLN/t) 2,328 2,200 2,170 2,139 2,439 2,300 2,128 2,171 2,187
Steel production in Poland (mmt) 8.6 9.1 8.9 10.3 10.3 9.5 9.3 9.8 10.0
Cognor's market share 6.1% 5.8% 6.8% 6.4% 6.2% 6.3% 6.3% 6.9% 7.3%
USD/PLN 3.15 3.74 3.94 3.78 3.61 3.75 3.59 3.60 3.60
Coke price (US$/t) 126 102 119 179 193 160 155 165 165
Iron ore price (US$/t) 98 57 59 72 70 90 80 75 75
Scrap price (US$/t) 333 216 215 282 343 293 270 275 275
BOF (US$/t) 302 198 212 282 299 302 278 277 277
EAF (US$/t) 371 241 239 315 383 327 301 307 307
BOF-EAF (US$/t) -69 -44 -28 -33 -83 -25 -23 -30 -30
BOF (PLN/t) 951 740 835 1,066 1,081 1,131 997 996 996
EAF (PLN/t) 1,168 903 944 1,190 1,381 1,225 1,081 1,104 1,104
Scrap price (PLN/t) 1,048 810 847 1,067 1,238 1,099 969 990 990

Source: Dom Maklerski mBanku

Historical and projected debt of Cognor

(PLN m) 2019P 2020P 2021P 2022P
Factored accounts receivable (excluded

) 0.0 55.6 110.7 110.7 110.7 110.7 110.7 110.7 110.7
from fin. statements)
Factored accounts receivable 33.4 20.7 21.7 21.7 21.7 21.7 21.7 21.7 21.7
Bonds 423.1 382.2 384.2 338.6 215.0 212.5 212.5 212.5 212.5
Reverse factoring 56.3 9.8 10.5 20.0 20.0 20.0 20.0 20.0 20.0
Pre-financing of scrap 0.0 14.3 12.3 15.0 15.0 15.0 15.0 15.0 15.0
Other debt 80.2 69.0 87.8 80.0 160.0 85.0 35.0 0.0 0.0
Debt resulting from conversion 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Interest expenses 51.3 49.0 45.9 47.2 37.3 19.8 16.3 13.8 13.8
% 9.2% 10.3% 9.3% 10.4% 9.1% 6.0% 5.8% 5.6% 5.6%
Banking and transaction charges 4.4 6.0 5.7 4.8 7.1 0.0 0.0 0.0 0.0
EUR/PLN (eop) 4.26 4.26 4.42 4.18 4.30 4.25 4.25 4.25 4.25

Source: Dom Maklerski mBanku


https://www.mbank.pl/

-111:14d Dom Maklerski

DCF Valuation

Assumptions:

= Beta = 1.2. The higher value is related to the high
cyclicality of activity conducted by Cognor. In addition,
higher discount is a result of a large overhang of the
supply of shares after the conversion of warrants into
shares by creditors.

= Future cash flows are discounted to as of early
November 2019.

= Net debt is as at year-end 2018 plus 2019 dividends
(PLN 0.28 per share).

DCF Model
(PLN m) 2019P 2020P 2021P 2022P 2023P 2024P 2025P 2026P 2027P 2028P +
Revenue 1,919.8 1,798.0 2,019.4 2,137.3 2,215.0 2,285.7 2,336.9 2,388.4 2,404.5 2,420.8 2,437.1
change -7.8% -6.3% 12.3% 5.8% 3.6% 3.2% 2.2% 2.2% 0.7% 0.7% 0.7%
EBITDA 110.4 99.1 95.8 83.1 79.2 76.1 75.0 72.7 73.4 75.6 77.6
EBITDA margin 5.8% 5.5% 4.7% 3.9% 3.6% 3.3% 3.2% 3.0% 3.1% 3.1% 3.2%
D&A expenses 46.8 50.3 49.3 47.4 46.2 45.6 45.6 46.2 47.4 48.0 48.0
EBIT 63.6 48.9 46.4 35.6 33.0 30.5 29.4 26.5 25.9 27.7 29.6
EBIT margin 3.3% 2.7% 2.3% 1.7% 1.5% 1.3% 1.3% 1.1% 1.1% 1.1% 1.2%
Tax on EBIT 7.8 6.2 6.2 4.2 3.9 3.7 3.8 3.3 3.2 3.6 3.9
NOPLAT 55.9 42.7 40.2 31.5 29.1 26.8 25.7 23.2 22.7 24.1 25.7
CAPEX -50.0 -50.0 -34.6 -36.4 -37.3 -38.6 -40.3 -42.5 -46.2 -46.6 -47.1
Working capital 21.3 18.2 -8.1 -4.6 -6.0 -5.4 -3.9 -3.9 -1.2 -1.2 -1.3
Other 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 1.0 2.0
FCF 74.0 61.2 46.9 37.9 32.1 28.4 27.1 22.9 22.7 25.3 27.3
WACC 7.5% 7.5% 7.6% 7.6% 7.7% 7.7% 7.8% 7.8% 7.8% 7.8% 7.8%
discount factor 0.99 0.92 0.85 0.79 0.73 0.68 0.63 0.59 0.54 0.50 0.46
PV FCF 73.1 56.2 40.0 30.1 23.6 19.4 17.1 13.4 12.3 12.7 12.7
WACC 7.5% 7.5% 7.6% 7.6% 7.7% 7.7% 7.8% 7.8% 7.8% 7.8% 7.8%
Cost of debt 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0%
Risk-free rate 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5%
Risk premium 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5%
Effective tax rate 17.7% 19.0% 19.0% 19.0% 19.0% 19.0% 19.0% 19.0% 19.0% 19.0% 19.0%
Net debt / EV 44.9% 42.4% 40.6% 40.0% 39.1% 38.5% 37.7% 37.4% 36.9% 36.2% 35.7%
Cost of equity 9.5% 9.5% 9.5% 9.5% 9.5% 9.5% 9.5% 9.5% 9.5% 9.5% 9.5%
Risk premium 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0%
Beta 1.2 1.2 1.2 1.2 1.2 1.2 1.2 1.2 1.2 1.2 1.2
FCF growth after the forecast period 2.0% Sensitivity Analysis
Terminal value 467.8 FCF growth in perpetuity
Present value of terminal value 234.6 1.0% 2.0% 3.0%
Present value of FCF in the forecast period 297.7 WACC +1.0 p.p. 1.0 1.1 1.3 1.5 2.2
Enterprise value 532.3 WACC +0.5 p.p. 1.2 1.3 1.5 1.7 2.6
Net Debt 245.4 WACC 1.3 14 | 1o 3.2
Minority interests 17.7 WACC -0.5 p.p. 1.4 1.6 1.9 2.3 4.0
Equity value 269.2 WACC -1.0 p.p. 1.6 1.8 2.1 2.6 5.2
Shares outstanding (millions) 175.0
Equity value per share (PLN) 1.5
9M cost of equity 7.0%
Target Price (PLN) 1.6
EV/EBITDA ('19) at target price 4.7
EV/EBITDA ('19) at target price 7.5
TV /EV 44.1%
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Earnings History and Future Projections
(PLN m) 2014 2015 2016 2017 2018 2019P 2020P 2021P 2022P

Revenue 1,422.5 1,364.8 1,352.4 1,789.3 2,081.8 1,919.8 1,798.0 2,019.4 2,137.3

change 9.9% -4.1% -0.9% 32.3% 16.4% -7.8% -6.3% 12.3% 5.8%
Ferrostal 695.5 586.2 678.4 838.8 916.6 823.7 729.5 898.7 995.1
HSJ 442.7 455.2 400.2 471.8 623.7 533.5 539.3 577.3 592.8
Ztomrex Metal 100.1 119.0 95.0 130.9 172.8 176.2 179.7 183.3 187.0
Other 190.2 223.3 202.3 323.4 393.0 372.8 358.5 365.5 368.0
D&A expenses 34.8 35.3 37.9 41.3 43.9 46.0 49.4 48.5 46.6
Materials & utilities 895.9 799.4 747.2 1,129.9 1,364.5 1,246.3 1,135.8 1,303.5 1,395.5

of which scrap metal 590.1 510.5 527.3 761.9 807.6 709.8 615.4 728.8 779.1

of which electricity 114.8 124.3 126.0 130.2 144.5 156.1 174.3 203.5 219.1
Third-party services 200.4 203.4 228.4 152.5 170.6 167.8 170.2 193.3 207.2
Taxes and fees 11.8 15.0 9.2 10.8 11.9 11.7 11.7 11.2 10.9
Payroll 109.0 128.1 136.2 161.3 183.6 185.6 191.6 221.7 245.4
Other costs 4.9 4.8 4.3 4.7 6.2 5.1 5.3 5.5 5.3
Cost of goods sold 158.9 158.1 148.8 201.8 227.2 223.7 215.1 219.3 220.8
Change in inventories 58.4 -7.2 14.4 13.0 79.5 30.0 30.0 30.0 30.0
COGM 1,275.9 1,269.0 1,209.7 1,573.0 1,805.5 1,856.1 1,749.2 1,973.0 2,101.7
Selling expenses 43.0 47.8 50.0 65.8 76.7 75.5 76.5 86.9 93.2
Administrative expenses 38.5 34.6 37.9 50.5 46.0 47.0 47.9 48.9 49.8
Other operating gains/losses 0.9 -0.2 1.7 -0.7 2.6 0.0 0.0 0.0 0.0
One-time events 1.0 2.4 3.4 -5.2 0.0 0.0 0.0 0.0 0.0
EBIT 65.4 13.1 56.5 99.2 156.2 63.6 48.9 46.4 35.6

change 132.6% -79.9% 329.9% 75.5% 57.5% -59.3% -23.2% -4.9% -23.2%

EBIT margin 4.6% 1.0% 4.2% 5.5% 7.5% 3.3% 2.7% 2.3% 1.7%
EBIT (adj.) 64.4 10.8 53.1 104.4 156.2 63.6 48.9 46.4 35.6
EBITDA (adj.) 99.5 46.6 91.2 145.7 200.0 110.4 99.1 95.8 83.1
Net financing gains/losses -67.3 -30.3 -63.0 -31.2 -62.8 -16.7 -16.3 -13.8 -13.8
Interest expenses 55.7 55.0 45.9 52.0 38.3 19.8 16.3 13.8 13.8

Income from bond repurchase

) -10.6 26.7 -10.5 20.8 -25.1 3.1 0.0 0.0 0.0

FX gains / losses
Pre-tax profit 3.3 -17.3 -6.4 68.1 92.8 46.9 32.6 32.6 21.8
Tax -6.4 3.3 7.9 18.1 20.7 8.3 6.2 6.2 4.2
Minority interests 0.0 0.9 0.1 2.3 3.5 0.0 0.0 0.0 0.0
Net income 5.7 -14.8 1.5 47.6 68.5 38.6 26.4 26.4 17.7
change -111.7% -361.8% -110.3% 3019.5% 44.0% -43.7% -31.6% 0.2% -33.1%
margin 0.4% -1.1% 0.1% 2.7% 3.3% 2.0% 1.5% 1.3% 0.8%
Net profit (adj.) 15.3 -43.9 8.6 31.9 93.7 35.5 26.4 26.4 17.7
D&A expenses 35.1 35.9 38.1 41.3 43.9 46.8 50.3 49.3 47.4
EBITDA 100.5 49.0 94.6 140.5 200.1 110.4 99.1 95.8 83.1
change 54.1% -51.2% 93.0% 48.6% 42.4% -44.8% -10.2% -3.4% -13.3%
EBITDA margin 7.1% 3.6% 7.0% 7.9% 9.6% 5.8% 5.5% 4.7% 3.9%
Shares outstanding at eop (millions) 66.2 69.9 75.3 175.0 175.0 175.0 175.0 175.0 175.0
EPS 0.1 -0.2 0.0 0.3 0.4 0.2 0.2 0.2 0.1
CEPS 0.6 0.3 0.5 0.5 0.6 0.5 0.4 0.4 0.4
ROAE 3.4% -10.1% 1.1% 21.1% 24.6% 13.7% 9.3% 9.1% 6.1%
ROAA 0.6% -1.8% 0.2% 5.0% 6.8% 3.8% 2.8% 2.7% 1.8%
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Balance Sheet

(PLN m) 2014 2015 2016 2017 2018 2019P 2020P 2021P 2022P
ASSETS 940.5 846.3 895.3 950.7 1,001.4 1,020.5 951.2 965.2 986.2
Fixed assets 422.7 408.5 424.9 398.5 379.3 401.4 393.1 370.4 355.9
Intangible assets 11.3 10.8 11.9 13.0 18.0 22.7 27.4 30.6 34.0
Property, plant and equipment 289.6 278.0 292.8 285.9 284.6 310.9 306.8 289.8 276.3
Goodwill 15.3 15.2 15.2 15.2 8.9 8.9 8.9 8.9 8.9
Noncurrent receivables 22.8 20.9 20.1 26.0 23.3 23.3 23.3 23.3 23.3
Noncurrent investments 17.0 16.7 8.1 3.4 2.8 2.8 2.8 2.8 2.8
Noncurrent prepayments 81.9 82.0 92.1 70.2 50.6 41.7 32.8 23.9 19.5
Current assets 517.9 437.8 470.4 552.2 622.1 619.1 558.0 594.8 630.4
Inventory 283.1 263.5 297.7 277.5 377.0 347.6 325.6 365.7 387.0
Current receivables 187.4 127.4 137.0 171.9 168.0 154.9 145.1 162.9 172.5
Current investments 11.7 9.7 8.7 0.0 0.0 0.0 0.0 0.0 0.0
Cash 35.6 36.9 25.0 102.0 76.5 115.9 86.8 65.5 70.2
Current prepayments 0.0 0.3 1.9 0.8 0.7 0.6 0.6 0.6 0.7
(PLN m) 2014 2015 2016 2017 2018 2019P 2020P 2021P 2022P
EQUITY & LIABILITIES 940.5 846.3 895.3 950.7 1,001.4 1,020.5 951.2 965.2 986.2
Equity 166.0 147.1 142.1 225.3 278.2 280.7 284.0 291.9 291.1
Share capital 132.4 139.7 150.5 177.9 180.6 180.6 180.6 180.6 180.6
Supplementary capital 202.2 194.9 184.6 221.0 86.7 86.7 86.7 86.7 86.7
Retained earnings -168.1 -187.5 -193.1 -173.6 10.8 13.3 16.6 24.6 23.7
Minority interest 21.3 21.6 13.8 16.5 17.7 17.7 17.7 17.7 17.7
Non-current liabilities 452.8 433.0 410.7 388.8 258.4 241.7 241.7 241.7 241.7
Debt 408.9 386.4 376.4 358.0 229.2 212.5 212.5 212.5 212.5
Current liabilities 282.7 234.4 319.3 316.6 435.9 469.6 397.5 402.8 424.3
Trade payables 188.3 169.6 223.7 247.4 379.2 349.6 327.5 367.8 389.3
Debt 94.4 64.7 95.6 69.1 56.7 120.0 70.0 35.0 35.0
Provisions for liabilities 6.5 3.7 3.1 3.4 4.4 4.4 4.4 4.4 4.4
Other 11.2 6.5 6.3 0.1 6.8 6.3 5.9 6.6 7.0
Debt 503.3 451.2 472.0 427.1 285.9 332.5 282.5 247.5 247.5
Net Debt 455.9 414.2 447.0 325.1 209.4 216.6 195.7 182.0 177.3
Net debt / Equity 274.6% 281.6% 314.5% 144.3% 75.3% 77.1% 68.9% 62.3% 60.9%
Net debt/ EBITDA 4.5 8.5 4.7 2.3 1.0 2.0 2.0 1.9 2.1
Net debt EBITDA (adj.) 4.6 8.9 4.9 2.2 1.0 2.0 2.0 1.9 2.1
Factoring 56.3 9.8 10.5 20.0 20.0 20.0 20.0 20.0 20.0
Ef;tt:;f:n?sc)counts receivable (excluded from fin. 0.0 55.6  110.7 1107  110.7  110.7 1107 110.7  110.7
Pre-financing of scrap 0.0 14.3 12.3 15.0 15.0 15.0 15.0 15.0 15.0
(adj.) Net debt / EV EBITDA 5.2 10.6 6.4 3.2 1.8 3.3 3.4 3.4 3.9
BVPS 2.5 2.1 1.9 1.3 1.6 1.6 1.6 1.7 1.7
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Cash Flow*

mBank.pl

(PLN m) 2014 2015 2016 2017 2018 2019P 2020P 2021P 2022P
Cash flow from operating activities 51.8 101.3 91.6 145.4 232.2 98.7 110.3 80.6 73.4

Net income 5.7 -14.8 1.5 47.6 68.5 38.6 26.4 26.4 17.7

D&A expenses 35.1 35.9 38.1 41.3 43.9 46.8 50.3 49.3 47.4

Working capital -0.3 63.1 6.3 10.8 43.6 21.3 18.2 -8.1 -4.6

Other 11.3 17.1 45.7 45.7 76.2 -8.0 15.4 12.9 12.9
Cash flow from investing activities 0.6 =3)l -27.1 -15.4 -37.6 -50.0 -50.0 -34.6 -36.4
CAPEX -7.8 -5.6 -29.0 -15.9 -37.8 -50.0 -50.0 -34.6 -36.4
Equity investments 8.5 2.5 1.9 0.5 0.2 0.0 0.0 0.0 0.0
Cash flow from financing activities -38.5 -105.8 -83.8 -52.6 -195.6 -9.2 -89.4 -67.3 -32.3
Debt 6.2 -64.6 -28.2 -36.0 -113.2 46.6 -50.0 -35.0 0.0
Dividends/Buyback 0.0 0.0 0.0 0.0 -11.9 -36.0 -23.1 -18.5 -18.5
Share issue 0.0 0.0 0.0 39.8 -1.1 0.0 0.0 0.0 0.0
Interest on convertible bonds -2.6 -5.3 -5.3 0.0 0.0 0.0 0.0 0.0 0.0
Interest expenses -41.7 -35.5 -39.7 -52.0 -68.2 -19.8 -16.3 -13.8 -13.8
Other -0.5 -0.4 -10.6 -4.4 -1.3 0.0 0.0 0.0 0.0
Change in cash 13.9 -7.6 -19.3 77.4 -1.0 39.5 -29.1 -21.3 4.7
Cash at eop 28.7 21.1 1.8 79.3 76.5 115.9 86.8 65.5 70.2
DPS (PLN) 0.00 0.00 0.00 0.00 0.07 0.21 0.13 0.11 0.11
FCF 92.3 106.5 71.9 122.9 179.5 74.0 61.2 46.9 37.9
CAPEX/Sales -0.6% -0.4% -2.1% -0.9% -1.8% -2.6% -2.8% -1.7% -1.7%

*Assuming full dilution

2016 2017 2018 2019P 2020P 2021P 2022P
P/E 17.8 -7.2 75.0 5.6 3.9 6.9 10.1 10.1 15.0
P/E (adj.) 6.6 -2.4 13.3 8.3 2.8 7.5 10.1 10.1 15.0
P/CE 2.5 5.0 2.9 3.0 2.4 3.1 3.5 3.5 4.1
P/B 0.6 0.7 0.8 1.2 1.0 0.9 0.9 0.9 0.9
P/S 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
FCF/EV 16.6% 20.5% 12.8% 20.8% 37.8% 15.3% 13.2% 10.5% 8.6%
EV/EBITDA 5.8 11.1 6.1 4.3 2.5 4.5 4.8 4.9 5.5
(adj.) EV/EBITDA 12.1 6.6 4.4 2.6 4.8 5.2 5.2 6.0
EV/EBIT 8.8 41.2 10.2 6.1 3.2 7.9 9.8 10.0 12.9
EV/S 0.4 0.4 0.4 0.3 0.2 0.3 0.3 0.2 0.2
OCF/EBITDA 52% 207% 97% 103% 116% 89% 111% 84% 88%
CFO/EBITDA (adj.) 52% 217% 100% 100% 116% 89% 111% 84% 88%
Dividend yield 0.0% 0.0% 0.0% 0.0% 6.6% 13.5% 8.7% 6.9% 7.0%
Price (PLN) 1.52 1.52 1.52 1.52 1.52 1.52 1.52 1.52 1.52
Shares at eop (millions) 66.2 69.9 75.3 175.0 175.0 175.0 175.0 175.0 175.0
MC (PLN m) 100.7 106.2 114.4 266.0 266.0 266.0 266.0 266.0 266.0
Minority interest (PLN m) 21.3 21.6 13.8 16.5 17.7 17.7 17.7 17.7 17.7
EV (PLN m) 577.8 542.0 575.2 607.5 493.1 500.2 479.4 465.7 461.0

*Assuming full dilution
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Dom Maklerski

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 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.

mBank S.A. as part of the Exchange's Analytical Coverage Support Programme (“Programme”, https://www.gpw.pl/eacsp) prepares analytical reports for the following companies: Cognor Holding,
Comarch, VRG. These documents are prepared at the request of Gietda Papieréw Wartosciowych w Warszawie S.A. (‘WSE’), which is entitled to copyrights to these materials. mBank S.A. receives remu-
neration from the WSE for the preparation of the reports. All documents prepared for the Programme are available at:
https://www.mdm.pl/ui-pub/site/market_and_analysis/analysis_and_recommendations/analytical_coverage_support_programme

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 considers reliable, including information published by issuers, shares
of which are subject to recommendations. However, Dom Maklerski mBanku, 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 does not constitute investment, legal,
accounting or other advice, and mBank is not liable for damages resulting from or related to the use of data provided in the documents. This document may not be copied, duplicated and/or be directly or
indirectly distributed in the United States, Canada, Australia or Japan, nor transferred to citizens or residents of a state where its distribution may be legally restricted, which does not limit the possibility
of publishing materials prepared for the Programme on Cognor Holding, Comarch, VRG, mBank or WSE websites. Persons who disseminate this document should be aware of the need to comply with such
restrictions.

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.

The production of this recommendation was completed on November 4, 2019, 8:37 AM.
This recommendation was first disseminated on November 4, 2019, 8:37 AM.

This document is an extract from a recommendation produced by Dom Maklerski mBanku.

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.

All investment recommendations and strategies issued by mBank S.A. over the last 12 months are available at:
http://www.mdm.pl/ui-pub/site/market_and_analysis/analysis_and_recommendations/fundamental_analysis/recommendations?recent_filter_active=true&lang=en

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.

This publication constitutes investment research within the meaning of Art. 36.1 of Commission Delegated Regulation (EU) 2017/565.

The compensation of the research analysts responsible for preparing investment research is determined independently of and without regard to the compensation of or revenue generated by any other
employee of the Bank, including but not limited to any employee whose business interests may reasonably be considered to conflict with the interests of the persons to whom the investment research
prepared by the Research Department of Dom Maklerski mBanku is disseminated. With that being said, since one of the factors taken into consideration when determining the compensation of research
analysts is the degree of fulfillment of annual financial targets by customer service functions, there is a risk that the adequacy of compensation offered to persons preparing investment research will be
questioned by a competent oversight body.

For U.S. persons only: This research report is a product of mBank SA which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s) preparing the
research report is/are resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S.
broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among other things, communica-
tions with a subject company, public appearances and trading securities held by a research analyst account.

This report is intended for distribution by mBank SA only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpre-
tations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it should not
act upon this report and return the same to the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain business with Major Institutional Investors,
mBank SA has entered into an agreement with a U.S. registered broker-dealer, Cabrera Capital Markets. ("Cabrera"). Transactions in securities discussed in this research report should be effected through
Cabrera or another U.S. registered broker dealer.

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 substan-
tial 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.

issued the following investment recommendations for Cognor in the 12 months prior to this publication
Rating accumulate hold e e overweight neutral underweight neutral
Rating date 2019-09-05 2019-07-25 2019-07-03 2019-06-14 2019-06-03 2019-05-09 2019-03-05 2018-12-05
Target price (PLN) 2.00 1.84 1.84 1.79 - - - -
Price on rating day 1.65 1.75 1.77 1.64 1.60 1.59 1.94 1.80
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