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Cyfrowy Polsat: reduce (downgraded)
CPS PW; CPS.WA | TMT, Poland
Undeserved premium to peer group

Current Price

Over the last 5 months the shares of Cyfrowy Polsat climbed by
more than 15%, outpacing the market by nearly 19 percentage
points. At the same time, the company announced a dividend payout,
which is positive news (in fact, we had been expecting it for a long
time). On the other hand, (1) its current DivYield at 3.6% is low in
comparison with the peer group (DivYield’19 median for peer group
stands at 5.4%) and with the rival PLY PW (DivYield’19 = 5.8%). (2)
Moreover, net of the impact of Netia’s consolidation and IFRS 16,
EBITDA shrank by 6.0% YoY, which came as a disappointment.
Despite the above, the company is trading on EV/EBITDA’19 = 6.6x
at an over 10% premium to the peer group, which we find
undeserved. We estimate EBITDA to stand at PLN 3.75 billion under
IAS 17, down by 2.4% compared with the 2018 pro forma figure.
This makes Cyfrowy Polsat the only of the three major Polish
telecoms to see its earnings drop (vs PLY +7.1%, OPL +2.4%). The
decline is attributable not only to Netia but also to the sluggish
advertising market (in Q1 2019, spending on TV advertising and
sponsorship in Poland fell by 3.1%). Consequently, we updated our
forecasts (among others, with the impact of IFRS 16) to arrive at a
revised target price of PLN 24.60, which implies that the share price
may potentially slide by more than 5%. In our opinion, Play is a
more attractive choice in the sector.

Q1 2019 performance
The Q1 2019 results reported by Cyfrowy Polsat match expectations. Our
interpretation of KPIs is positive. The strong growth in the number of mobile
subscribers continued (+107 thousand in Q1 2019) with ARPU up by 1.2%
YoY. Churn rate hit a record low at 7.2%, while RGU per customer was on
the rise (2.53 in Q1 2019 compared with 2.40 a year earlier). Excluding the
impact of Netia’s consolidation, revenues under IAS 17 rose by more than
5%. On the other hand, however, higher operating costs and unfavourable
situation on the bad debt market (affecting all MVNOs in Poland) pushed
EBITDA down to PLN 836 million, i.e. by 5.7% YoY (under IAS 17, excluding
Netia). The result is hardly optimistic, especially when compared with the
adjusted EBITDA growth rate reported by Play in Q1 2019 (over 11.0%) and
the stable EBITDaL generated by Orange Polska (net of profit from real
estate sale).
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57.34%

Others
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Business Profile
Cyfrowy Polsat is a leading Polish media group
consisting of a satellite television platform, which is
the largest in Poland and the fourth largest in
Europe (3.9m users) and the commercial TV
broadcaster Polsat which in Q3 2018 had an
audience share of 24.4%. In 2014 Cyfrowy took
over the mobile telecom Polkomtel, one of the
leaders in Poland with coverage reaching 96% of
Polish households (the company has >7.2 RGUs
from mobile).
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In Q1 2019, the TV advertising market shrank by more than 3% YoY.
Against this background, Cyfrowy Polsat performed quite well with revenues
from advertising and sponsorship up by 0.5% YoY. EBITDA in the TV
segment grew by 4.0% YoY in Q1 2019 (excluding the impact of IFRS 16),
which in our opinion resulted largely from the sale of broadcasting rights to
UEFA Champions League matches to the individual and business clients
segment. Without an evident improvement in its market environment,
Cyfrowy Polsat will keep struggling to boost its profit from TV advertising,
which may dampen investor sentiment towards the company. In the basecase scenario, we assume the TV ads market to bounce back in H2 2019.
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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 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.
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This document is an extract from a recommendation produced by Dom Maklerski mBanku.
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:
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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
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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.
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