This analysis was prepared by mBank at the request of the WSE as
part of the Exchange's Analytical Coverage Support Programme

Friday, August 16, 2019 | special comment

Cognor – Q2’19 Results
Rating: hold | target price: PLN 1.84 | current price: PLN 1.68
COG PW; COGP.WA | Metals, Poland
Analyst: Jakub Szkopek +48 22 438 24 03
Cognor Group reports surprisingly good Q2’19 results.
Sales rose on the previous year in terms of volume
despite a weakened steel industry environment in
Europe. In addition, in Q2’19, the Group recognised
PLN 14m in compensation for higher energy costs for
the whole H1’19. In our opinion, the compensation is
to be treated as a one-off event (the reimbursement
will be paid only for H1’19 and will later be replaced by
a less favourable support scheme), yet its impact on
Cognor will be worth approx. PLN 0.11 per share.
Excluding the compensation, the results would have
been close to our expectations. Moreover, the group
reported strong operating cash flows and a decrease in
net debt.

▪ Adjusted EBITDA stood at PLN 36m in Q2’19 and was
significantly higher than we had forecast. In addition, in
Q2’19, the company recognised PLN 14m in compensation
for higher energy costs. The parliament decided to
reimburse the industry for higher energy costs in H1’19
and to offer energy-intensive sectors a less favourable
support scheme in the following periods. The PLN 14m
received as compensation reduced the Group’s costs in
Q2’19, which had a positive effect on its result (we had not
considered this effect in our forecasts). Excluding the
compensation, EBITDA would have amounted to PLN 22m
and would have been only slightly better than we had
forecast.
▪ Cognor changed the method of accounting for
modernisations in Q2’19. Before the change, it
recognised modernisation provisions in each quarter of the
year (with modernisations usually taking place in Q3 and
Q4). From now on, the company will incur these costs at
the time of recognising investment expenses. The change
added PLN 5m to Q2’19 EBITDA. This amount is included in
the above-mentioned adjusted EBITDA.
▪ Net profit stood at PLN 16.1m in Q2’19 or PLN 13.9m
adjusted for one-off events. Analysts had expected
PLN 4.1-9.8m.
▪ Operating cash flows amounted to P LN 81m in Q2’19
improving considerably on the same period last year (up
from PLN 39m). As a consequence, net debt decreased by
PLN 46m to PLN 286m over the quarter (1.9x EBITDA).
Excluding the accounting changes under IFRS16, net debt
would have amounted to PLN 233m (1.6x EBITDA) at the
end of Q2’19.

▪ Sales amounted to PLN 516m in Q2’19, exceeding our
forecast by 6%. Analysts had expected Q2 sales to be
between PLN 487m and PLN 492m. It is worth stressing
that Cognor Group managed to improve last year’s sales
volumes despite a high base for comparison and an
unfavourable steel industry environment in H1’19 with
European steelworks cutting production.
▪ The Group reported a year-on-year decrease in spreads
on steel billets (semi-products) in both Ferrostal and
Huta Stali Jakościowych steelworks. Spreads on products
increased on the same period last year in Ferrostal, but
went down in Huta Stali Jakościowych.
▪ In Q2’19, the company recognised a negative impact of
FIFO inventory valuation of P LN -9.5m (compared with
PLN -0.7m in Q2’18). The figure was close to our
expectations.
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16.1

16.0
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73.4%

EBITDA margin

Source: Cognor, E - estimates by Dom Maklerski mBanku

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
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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basis of the present report.
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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
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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
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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 w hich is the employer of the research analyst(s) w ho 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. brokerdealer, 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, communications 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 interpretations 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 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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