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Kernel: buy (reiterated)
KER PW; KER.WA | Agricultural Producers, Ukraine

A Cash Flow Powerhouse Ahead of Strong Earnings

Kernel reported strong volumes for the second quarter of fiscal
2020/21, ended 31 December 2020, indicating that the quarterly
EBITDA might top our original estimate by 9% at $550m, with net
profit likely coming 23% ahead at a projected $277m. Furthermore,
after the latest rally in grain markets, we see Kernel as upgrading its
FY2020/21 full-year guidance for the grain export business,
represented among others by the Avere trading unit. An upgraded
outlook might also be issued for the farming business considering
how much grain prices have gone up since September 2020, when
Kernel had still not hedged between 20% and 25% of its future
sales. Kernel is due to complete a five-year investment program this
year, and with more free cash we see the Company as exceeding its
FY2020/21 EBITDA target of $495m. Thanks to lower CAPEX, higher
cash flow (with FCF/EV Yield upwards of 15% expected in the next
two years), and relatively low debt (2.1xEBITDA at year-end
FY2020/21E), Kernel's dividend capacity is about to increase
substantially. Meanwhile on our 2021-2023 estimates KER stock is
currently trading at discounts of no less than 30% to average sector
P/E and EV/EBITDA multiples. We raise our target price for Kernel
from PLN 57.39 to PLN 62.93 and we maintain our buy call on the
stock.

Anticipating Strong FY2020/21 Q2 Results

Kernel grew sales volumes across all business lines in the second quarter of
fiscal 2020/21 despite a reduced grain supply after a weak harvest in
Ukraine. Based on the quarterly volumes, we expect EBITDA to show a 15%
rebound from the same period a year earlier and we see net profit as
approximating $125m after increasing 57% on the year. By operating
segment, we anticipate stable results from sunflower oil against soaring
profits from export terminals and farming. Avere Commodities most likely
contributed positively to the second-quarter results.

Higher Dividends Likely

Kernel is expected to end FY2020/21 with net debt of $1.15bn, but after
factoring out $0.3bn obligations under farmland leases the figure will be
closer to $850m (1.5x EBITDA). With normalized capital investment, we see
free cash flow in the next two years as reaching $300-350m a year, which
would be equivalent to FCF/EV vyield greater than 15%. With these
resources, Kernel can allocate money to consolidate the Ukrainian oilseed
crushing capacity and acquire farmland after the current sale ban is lifted,
and at the same time the Company can increase the size of dividends to
shareholders. We see dividend yield as reaching 9% in the coming years
without affecting the net debt/ EBITDA ratio.

(US$ m) 18/19 19/20 20/21E 21/22E 22/23E
Revenue 3,992.1 4,106.8 6,013.9 5,244.4 5,396.3
EBITDA 345.5 443.0 550.1 494.4 481.8

EBITDA margin 8.7% 10.8% 9.1% 9.4% 8.9%
EBIT 269.2 337.3 442.5 374.8 360.4
Net profit 189.5 117.9 276.5 211.4 201.0
P/E 6.4 10.4 4.4 5.8 6.1
P/CE 4.5 5.5 3.2 3.7 3.8
P/BV 0.9 0.8 0.7 0.7 0.6
EV/EBITDA 5.5 5.1 4.3 4.5 4.4
DPS (US$) 0.25 0.25 0.42 0.80 1.01
DYield 1.7% 1.7% 2.9% 5.5% 6.9%

mBank.pl

Current Price PLN 54.50
Target Price PLN 62.93
MCap PLN 4.6bn
Free Float PLN 2.8bn
ADTV (3M) PLN 9.4m
Ownership

Namsen Ltd 39.16%
Others 60.84%
About

Kernel is a grain trader and sunflower oil producer
based in Ukraine. The Company operates a chain of
grain silos and owns shipment terminals in Ukraine
and Russia. Kernel generates over 90% of revenues
in US dollars. It grows crops on approximately
510,000 hectares of leasehold farmland.
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Kernel 62.93 57.39 buy buy
Company Current Price Target Price Upside
Kernel 54.50 62.93 +15.5%
EBITDA 8.7% 7.0% 0.4%
Net Profit 23.0% 18.4% -7.4%
Margin, Oilseeds -2.7% 19.8% -13.8%
Margin, Terminals 4.8% 0.3% 1.2%
Margin, Farming 14.5% 2.6% 10.2%
Oilseed Crush Volume 0.0% 0.0% 0.0%
Grain Production 0.0% 0.0% 0.0%
Terminal Volumes 0.0% 0.0% 0.0%
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Valuation

Using DCF analysis and relative valuation, we set our nine-
month per-share price target for Kernel at PLN 62.93.

Relative Valuation

We compared the P/E and EV/EBITDA multiples of Kernel
with those of a group of comparable global agricultural
producers.

Relative Valuation

(PLN) weight price
Relative Valuation 50% 67.78
DCF Analysis 50% 44.18
price 55.98

9M target price 62.93

We attached a 40% discount to Kernel's valuation to reflect
heightened investment risk associated with companies
based in Ukraine.

P/E EV/EBITDA

Country 2021E 2022E 2023E 2021E 2022E 2023E
ANDERSONS INC/THE USA 18.3 - - 7.8 - -
ARCHER-DANIELS-MIDLAND CO USA 14.5 14.0 13.5 9.8 9.3 9.0
ASTARTA HOLDING NV Ukraine 4.8 4.5 4.2 3.0 2.7 2.8
BUNGE LTD USA 12.5 12.1 11.8 8.7 9.7 -
FELDA GLOBAL VENTURES Malaysia 29.5 22.8 - 6.4 7.7 -
GOLDEN AGRI-RESOURCES LTD Singapore 12.8 14.1 - 6.4 6.1 -
GRAINCORP LTD-A Australia 14.6 17.4 21.8 6.0 6.2 6.3
INDUSTRIAL MILK CO Ukraine 11.7 - - 6.6 - -
MHP SA -GDR REG S Ukraine 12.6 6.5 4.7 4.6 4.0 3.6
NISSHIN OILLIO GROUP LTD/THE Japan 12.2 11.9 11.2 7.3 6.8 6.4
WILMAR INTERNATIONAL LTD USA 17.4 16.2 - 14.5 13.8 -
Maximum 29.5 22.8 21.8 14.5 13.8 9.0
Minimum 4.8 4.5 4.2 3.0 2.7 2.8
Median 12.8 14.0 11.5 6.6 6.8 6.3
Kernel Holding 4.4 5.8 6.1 4.3 4.5 4.4
Premium / discount -65.5% -58.7% -47.2% -34.7% -34.5% -30.1%
Implied Valuation
Median 12.8 14.0 11.5 6.6 6.8 6.3
Premium / discount -40% -40% -40% -40% -40% -40%
Multiple weight 50% 50%
Year weight 33% 33% 33% 33% 33% 33%
Equity value per share (USD) 18.8
Equity value per share (PLN) 67.8
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DCF Valuation

Assumptions: = Beta = 1.0. and the risk premium used in equity
= The risk-free rate for Ukraine (representing yields on calculations is 5%.
Ukrainian 10Y Treasury bonds) is 13%, reflecting = Net debt is as of year-end 2019/20.
heightened economic risk. = Future cash flow is discounted to present value as of the

= FCF growth after 2030 = 2.0%. end of January 2021.

Macroeconomic Assumptions
UAH/USD 26.61 27.28 28.00 27.00 26.00 25.00 24.00
Y/Y pct. change 1.5% 2.5% 2.6% -3.6% -3.7% -3.8% -4.0%
Price of sunflower seeds (USD) 414 395 439 650 500 500 500
Price of sunflower seeds (UAH) 11,026 10,776 12,287 17,550 13,000 12,500 12,000
Price of sunflower oil (USD) 846 774 900 1,255 980 985 980
Price of sunflower oil (UAH) 22,499 21,129 25,188 33,885 25,480 24,625 23,520
Price of sunflower meal (USD) 181 211 186 200 200 200 200
Price of sunflower meal (UAH) 4,808 5,747 5,221 5,400 5,200 5,000 4,800
Model margin (USD/t)* 85 82 90 72 79 81 79
Model margin (UAH/t)* 2,265 2,232 2,523 1,944 2,047 2,022 1,890
Price of wheat (USD/t) 189 217 194 230 195 195 195
Price of wheat (UAH/t) 5,035 5,908 5,429 6,210 5,070 4,875 4,680
Price of barley (USD/t) 194 218 191 200 190 190 190
Price of barley (UAH/t) 5,167 5,937 5,352 5,400 4,940 4,750 4,560
Price of corn (USD/t) 180 170 192 230 190 190 190
Price of corn (UAH/t) 4,795 4,638 5,380 6,210 4,940 4,750 4,560
Price of soybeans (USD/t) 439 365 408 604 465 465 465
Price of soybeans (UAH/t) 11,672 9,968 11,424 16,317 12,087 11,622 11,157
Price or rapeseed (USD/t) 446 447 415 615 473 473 473
Price or rapeseed (UAH/t) 11,857 12,186 11,623 16,601 12,297 11,824 11,351
Export terminal throughput (1,000t) 6,065 6,013 6,666 8,966 9,466 9,655 9,200
Silo usage (1,000t) 2,136 7,150 7,902 9,402 9,902 10,100 10,302
Crop harvest (1,000t) 2,510 3,294 3,283 2,709 3,020 2,971 2,938
Grain trading volumes (1,000t) 2,136 7,150 7,902 9,402 9,902 10,100 10,302
Sales of bottled oil (million liters) 119 131 137 139 141 143 145
Sales of bulk oil (1,000t) 1,301 1,496 1,381 1,423 1,494 1,583 1,607
Sunflower seed crush volume (1,000t) 3,136 3,164 3,436 3,500 3,700 3,900 3,950
* model margin = - sunflower price / 1.2 + 0.43 * price of sunflower oil + 0.37 * price of sunflower meal

Source: mBank

Receivable VAT projection
(USD m) 17/18 18/19 19/20 20/21P 21/22P 22/23P 23/24P

VAT reclaimed 265.0 331.7 392.2 445.9 362.6 382.2 387.1
VAT receivable 114.7 117.9 132.7 141.8 149.2 157.0 164.9
VAT credit accumulated in the period 244.5 334.9 407.1 455.0 370.0 390.0 395.0
Reclaimed/Accumulated VAT 108.4% 99.0% 96.3% 98.0% 98.0% 98.0% 98.0%

Source: mBank
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DCF Model
(USD m) 20/21P 21/22P 22/23P 23/24P 24/25P 25/26P 26/27P 27/28P 28/29P
Revenue 6,013.9 5,244.4 5,396.3 5,461.8 5,552.9 5,624.8 5,685.6 5,749.0 5,809.8 5,821.3 5,840.6
change 46.4% -12.8% 2.9% 1.2% 1.7% 1.3% 1.1% 1.1% 1.1% 0.2% 0.3%
EBITDA 550.1 494.4 481.8 446.8 451.5 437.6 427.9 421.4 411.2 407.6  405.9
EBITDA margin 9.1% 9.4% 8.9% 8.2% 8.1% 7.8% 7.5% 7.3% 7.1% 7.0% 6.9%
D&A expenses 107.6 119.6 121.4 123.4 125.6 127.8 130.5 132.9 135.5 138.0 137.8
EBIT 442.5 374.8 360.4 323.4 325.9 309.8 297.4 288.5 275.8 269.6 268.0
EBIT margin 7.4% 7.1% 6.7% 5.9% 5.9% 5.5% 5.2% 5.0% 4.7% 4.6% 4.6%
Tax on EBIT 22.7 17.5 16.7 13.9 14.1 12.9 12.0 11.4 10.4 9.9 9.8
NOPLAT 419.7 357.3 343.7 309.4 311.7 296.8 285.4 277.1 265.3 259.6 258.2
CAPEX -322.0 -106.0 -120.0 -122.4 -124.8 -127.3 -129.9 -132.5 -135.1 -137.8 -137.8
Working capital -129.7 -23.8 -28.3 -20.6 -22.2 -21.2 -19.8 -18.1 -18.0 -14.6 -15.3
-57.47% 359.10% -8.71% -8.52%  0.17% -4.88% -3.63% -2.53% -4.54% -1.00% -0.91%
FCF 75.6 347.0 316.8 289.8 290.3 276.2 266.2 259.4 247.6 245.2 242.9
WACC 15.1% 15.3% 15.5% 15.5% 15.6% 15.6% 15.6% 15.6% 15.6% 15.6% 15.6%
discount factor 1.06 0.92 0.80 0.69 0.60 0.51 0.44 0.38 0.33 0.29 0.25
PV FCF 80.2 319.4 252.3 199.6 172.8 142.0 118.4 99.7 82.4 70.5 60.3
WACC 15.1% 15.3% 15.5%  15.5% 15.6% 15.6% 15.6% 15.6% 15.6% 15.6% 15.6%
Cost of debt 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% 13.0%
Risk-free rate 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% 13.0%
Risk premium 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Effective tax rate 7.5% 7.5% 7.5% 7.5% 7.5% 7.5% 7.5% 7.5% 7.5% 7.5% 7.5%
Net debt / EV 48.5% 44.8% 42.5% 41.3% 40.4% 39.9% 39.8% 39.7% 39.8% 39.8% 39.5%
Cost of equity 18.0% 18.0% 18.0% 18.0% 18.0% 18.0% 18.0% 18.0% 18.0% 18.0% 18.0%
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 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0
FCF growth after the forecast period 2.0%  Sensitivity Analysis
Terminal value 1,780.7 FCF growth in perpetuity
Present value of terminal value 512.3 0.0% 1.0% 2.0% 3.0% 5.0%
Present value of FCF in the forecast period 1,537.3 WACC +1.0 p.p. 52.7 54.1 55.8 57.7 62.6
Enterprise value 2,049.6 WACC +0.5 p.p. 55.1 56.7 58.5 60.7 66.1
Net debt 1,016.8  WACC 57.6 59.4 63.8 69.9
Other noncore assets 0.0 WACC -0.5 p.p. 60.3 62.3 64.6 67.2 74.1
Minority interests 1.5 WACC -1.0 p.p. 63.2 65.4 67.9 70.9 78.7
Equity value 1,031.3
Shares outstanding (millions) 84.0
Equity value per share (USD) 12.3
9M cost of equity 12.4%
9M Target Price (USD) 13.8
Target price (PLN) 49.7
EV/EBITDA (FY20/21) at target price 4.2
P/E (FY20/21) at target price 4.2
TV / EV 25.0%
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Earnings History and Future Projections
(USD m) 17/18 18/19 19/20 20/21P 21/22P 22/23P 23/24P

Revenue 2,403.0 3,992.1 4,106.8 6,013.9 5,244.4 5,396.3 5,461.8
change 10.8% 66.1% 2.9% 46.4% -12.8% 2.9% 1.2%
Oilseed Processing 1,393.5 1,493.0 1,547.0 2,226.7 1,882.2 1,995.6 2,016.1
Infrastructure & Trade 1,076.8 3,197.0 3,426.0 4,111.9 3,708.4 3,772.6 3,831.0
Farming 470.5 602.0 604.0 865.2 772.3 762.8 754.0
Other -537.7 -1,300.0 -1,471.0 -1,189.9 -1,118.5 -1,134.8 -1,139.3
COGS 2,107.7 3,337.1 3,281.6 5,002.8 4,274.2 4,427.5 4,528.0
Administrative expenses 80.0 106.5 131.7 135.7 139.8 143.9 148.3
Selling expenses 153.6 307.5 363.2 412.6 435.2 443.9 441.6
Other operating activity (net) 59.1 28.2 7.0 20.3 20.4 20.5 20.6
of which fair value adjustment on biological assets 0.0 0.0 0.0 0.0 0.0 0.0 0.0
EBITDA, Oilseed Processing 76.7 109.0 151.8 132.7 174.5 181.8 168.7
EBITDA, Infrastructure & Trading 100.8 105.0 215.8 248.7 236.9 236.8 230.5
EBITDA, Farming 88.7 182.0 134.2 220.2 126.6 104.1 85.5
EBITDA, Other Ops -43.7 -50.5 -58.8 -51.6 -43.6 -40.9 -37.9
EBIT 139.6 269.2 337.3 442.5 374.8 360.4 323.4
change -47.3% 92.9% 25.3% 31.2% -15.3% -3.8% -10.3%
EBIT margin 5.8% 6.7% 8.2% 7.4% 7.1% 6.7% 5.9%
Net financing gains/losses -90.7 -77.8 -198.8 -139.2 -140.9 -137.7 -137.5
Extraordinary gains/losses 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Pre-tax profit 50.1 190.4 144.8 303.2 234.0 222.7 185.9
Tax -5.9 11.9 22.1 22.7 17.5 16.7 13.9
Minority interests -3.8 11.0 -4.9 -4.0 -5.0 -5.0 -5.0
Net profit 52.1 189.5 117.9 276.5 211.4 201.0 167.0
change -70.4% 263.4% -37.8% 134.6% -23.5% -4.9% -16.9%
margin 2.2% 4.7% 2.9% 4.6% 4.0% 3.7% 3.1%
D&A expenses 83.0 76.3 105.7 107.6 119.6 121.4 123.4
EBITDA 222.5 345.5 443.0 550.1 494.4 481.8 446.8
change -30.3% 55.3% 28.2% 24.2% -10.1% -2.5% -7.3%
EBITDA margin 9.3% 8.7% 10.8% 9.1% 9.4% 8.9% 8.2%
Shares outstanding at eop (millions) 82.7 82.9 84.0 84.0 84.0 84.0 84.0
EPS 0.63 2.29 1.40 3.29 2.52 2.39 1.99
CEPS 1.63 3.21 2.66 4.57 3.94 3.84 3.46
ROAE 4.5% 14.0% 7.9% 15.9% 11.3% 10.1% 8.1%
ROAA 2.4% 7.7% 3.7% 8.0% 6.0% 5.6% 4.6%




H m Biuro maklerskie

Balance Sheet

(USD m) 17/18 18/19 19/20 20/21P 21/22P 22/23P 23/24P
ASSETS 2,210.5 2,463.6 3,164.7 3,475.7 3,521.5 3,597.5 3,668.1
Fixed assets 1,006.2 1,207.2 1,633.7 1,851.3 1,842.0 1,846.0 1,851.7
Intangible assets 104.5 114.9 68.1 90.3 91.9 95.9 101.1
Property, plant and equipment 588.1 764.7 1,331.7 1,527.1 1,516.1 1,516.2 1,516.6
Equity value 103.7 107.7 123.5 123.5 123.5 123.5 123.5
Noncurrent receivables 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Noncurrent investments 186.8 207.0 101.3 101.3 101.3 101.3 101.3
Noncurrent prepayments 23.2 12.8 9.2 9.2 9.2 9.2 9.2
Current assets 1,204.3 1,256.4 1,531.0 1,624.4 1,679.6 1,751.5 1,816.4
Inventory 368.5 357.6 303.4 371.1 402.5 414.1 420.0
Current receivables 205.7 313.0 364.2 537.0 473.6 492.1 503.0
Trade debtors 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Current investments 94.0 81.4 109.4 109.4 109.4 109.4 109.4
Cash 132.0 76.8 369.1 185.2 294.9 332.1 375.1
Current prepayments 114.7 118.6 132.7 141.8 149.2 157.0 164.9
(USD m) 17/18 18/19 19/20 20/21P 21/22P 22/23P 23/24P
EQUITY & LIABILITIES 2,210.5 2,463.6 3,164.7 3,475.7 3,521.5 3,597.5 3,668.1
Equity 1,170.7 1,350.9 1,492.7 1,733.9 1,878.1 1,994.5 2,061.0
Share capital 2.2 2.2 2.2 2.2 2.2 2.2 2.2
Supplementary capital 521.8 521.8 540.3 540.3 540.3 540.3 540.3
Retained earnings 1,318.9 1,490.0 1,584.3 1,825.5 1,969.7 2,086.2 2,152.6
Minority interest 6.9 -4.9 1.5 1.5 1.5 1.5 1.5
Non-current liabilities 601.1 668.5 1,258.0 1,258.0 1,258.0 1,258.0 1,258.0
Debt 497.6 559.7 1,231.3 1,231.3 1,231.3 1,231.3 1,231.3
Current liabilities 431.8 449.1 412.6 482.4 384.0 343.6 347.7
Trade payables 178.5 241.0 257.9 377.7 329.4 338.9 343.1
Debt 253.2 208.1 154.7 104.7 54.7 4.7 4.7
Provisions for liabilities 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Debt 750.9 767.8 1,386.0 1,336.0 1,286.0 1,236.0 1,236.0
Net debt 618.8 691.0 1,016.8 1,150.8 991.0 903.9 860.9
Net Debt / Equity 52.9% 51.2% 68.1% 66.4% 52.8% 45.3% 41.8%
Net Debt/ EBITDA 2.8 2.0 2.3 2.1 2.0 1.9 1.9
BVPS 14.2 16.3 17.8 20.6 22.3 23.7 24.5
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Cash Flow
(USD m) 17/18 18/19 19/20 20/21P 21/22pP 22/23P 23/24P
Cash flow from operating activities 82.5 320.2 269.4 309.5 418.8 374.4 348.4
Net profit 52.1 189.5 117.9 276.5 211.4 201.0 167.0
D&A expenses 83.0 76.3 105.7 107.6 119.6 121.4 123.4
Working capital -63.1 -173.3 -70.6 -129.7 -23.8 -28.3 -20.6
Other 10.5 227.7 116.3 55.1 111.6 80.3 78.6
Cash flow from investing activities -155.7 -241.4 -202.7 -322.0 -106.0 -120.0 -122.4
CAPEX -179.0 -233.8 -172.6 -322.0 -106.0 -120.0 -122.4
Equity investments 23.3 -7.6 -30.1 0.0 0.0 0.0 0.0
Cash flow from financing activities 76.1 29.1 224.1 -169.5 -203.1 -217.3 -183.0
Debt 97.6 61.3 273.7 -50.0 -50.0 -50.0 0.0
Dividends/Buyback -20.5 -20.5 -21.0 -35.3 -67.2 -84.6 -100.5
Interest expenses 0.0 0.0 0.0 -87.0 -88.3 -85.9 -86.0
Other 0.0 -11.1 -1.0 2.8 2.4 3.1 3.5
Change in cash 2.9 107.9 290.8 -182.0 109.7 37.1 43.0
Cash at eop 90.1 197.9 367.2 185.2 294.9 332.1 375.1
DPS (PLN) 0.25 0.25 0.25 0.42 0.80 1.01 1.20
FCF -13.7 -73.4 177.7 75.6 347.0 316.8 289.8
CAPEX/Sales -7.4% -5.9% -4.2% -5.4% -2.0% -2.2% -2.2%
Trading Multiples
P/E 23.0 6.4 10.4 4.4 5.8 6.1 7.3
P/CE 8.9 4.5 5.5 3.2 3.7 3.8 4.2
P/B 1.0 0.9 0.8 0.7 0.7 0.6 0.6
P/(BV-goodwill) 1.1 1.0 0.9 0.8 0.7 0.7 0.6
P/S 0.5 0.3 0.3 0.2 0.2 0.2 0.2
FCF/EV -0.8% -3.9% 7.9% 3.2% 15.7% 14.9% 13.9%
EV/EBITDA 8.2 5.5 5.1 4.3 4.5 4.4 4.7
EV/EBIT 13.1 7.0 6.6 5.4 5.9 5.9 6.4
EV/S 0.8 0.5 0.5 0.4 0.4 0.4 0.4
OCF/EBITDA 37.1% 92.7% 60.8% 56.3% 84.7% 77.7% 78.0%
Dividend Yield 1.7% 1.7% 1.7% 2.9% 5.5% 6.9% 8.2%
Price (USD) 14.53 14.53 14.53 14.53 14.53 14.53 14.53
Shares at eop (millions) 82.7 82.9 84.0 84.0 84.0 84.0 84.0
MC (USD m) 1,201.3 1,204.6 1,221.3 1,221.3 1,221.3 1,221.3 1,221.3
Minority interest (USD m) 6.9 -4.9 1.5 1.5 1.5 1.5 1.5
EV (USD m) 1,827.0 1,890.7 2,239.6 2,373.5 2,213.8 2,126.6 2,083.6
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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 Biuro maklerskie mBanku:

A recommendation is valid for a period of 9 months, unless a subsequent recommendation is issued in 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 Prosta 18 renders brokerage services via a dedicated organisational unit, the Brokerag Bureau, which uses the Polish name Biuro maklerskie 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,
Sygnity, 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 remuneration
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 Biuro maklerskie 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 Biuro maklerskie mBanku considers reliable, including information published by issuers, shares
of which are subject to recommendations. However, Biuro maklerskie 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, Sygnity, 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 January 27, 2021, 8:10 AM.
This recommendation was first disseminated on January 27, 2021, 8:20 AM.

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 Biuro maklerskie 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 Biuro maklerskie 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 in 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 Biuro maklerskie 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, 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.

issued the ing investment recommendations for Kernel in the 12 months prior to this publication
Kernel
recommendation buy buy buy hold hold
issued on 2020-12-08 2020-11-05 2020-09-23 2020-06-03 2020-02-05
target price (PLN) 57.39 53.66 56.35 44.58 47.25
price at date issued 46.75 39.00 39.90 43.80 47.20
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