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KGL summary of report neutral

plastic packaging previous recommendation: neutral

Current price: 11.7

Target price: 12.0
The company is catching its breath

KGL's results in the second quarter positively surprised us and the company Share price vs index
improved its EBIT yly for the first time since 2020 (PLN 5.1 million vs. PLN 4.8 price vo

million a year earlier and our expectation of PLN 1.9 million). We believe that the Bus

company is starting to benefit from renegotiated contracts and the beginning of L —e rel WIG
a downward trend in commodity prices. It is possible that the worst for the 16
company is over, but the rising energy costs will be a challenge. KGL had a net

debt of PLN 128.4 million at the end of June 2022, which was 3.9x EBITDA for the 14
last four quarters. Debt remains a significant problem, but has recently remained 12
stable. Due to the rebound in margins, we are slightly raising our earnings 10
forecasts for this year and, more clearly, for the coming years. We are increasing 8
our valuation of 1 KGL share from PLN 9.3 to PLN 12.0. At the same time, with
the current price of PLN 11.7 per share, we maintain our neutral B Y e
recommendation. 8 3 % % P i % E E 3 (;“‘ %
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Our valuation and recommendation assume an improvement in margins in the coming
quarters. In the past, the company has improved its results when raw material (plastic)
prices have fallen, which has been happening in recent months. The price of
polypropylene in PLN has already dropped by 32% compared to the peak in April, and
the price of PET has fallen by 17% from the peak in July. This means that the very )
. L. . . Max/min 52 weeks (PLN) 17.4/9.7
strong pressure on margins visible in the previous quarters should decrease
significantly (which was visible in Q2). KGL in the first half of the year renegotiated Shares issued (m) 7.2
contracts with product recipients, which was also supposed to improve profitability. On Market cap. (m PLN) 84
the other hand, the renegotiations were supposed to result in a faster adjustment of EV (mPLN) 206
product prices to changes in the prices of raw materials. This may mean that the fall in Fres float (m PLN) 20
plastic prices will not expand margins, as was the case in the past. An additional risk is ~ /AYerage tumover (m PLN) 0.1
the strong increases in energy costs. If they are not fully transferred to customers, the Main shareholders Krzysztof
annual result may be reduced by several or several dozen million PLN. Gromkowski,
Ireneusz
The Management Board of KGL made a decision on the possible reclassification of the E;Z?;C;g!(’
real estate owned and the change of the financing model for selected assets. The aim
is to optimize the use of owned assets from the point of view of operational processes,
to improve the costs of financing the business and the asset financing model. The % of shares, % of votes 19.06%, 21.19%
Management Board will consider potential scenarios in terms of possible directions of i im 12m
use of the real estate, not excluding the sale of selected assets and a change in the Price change 64%  20.1% -25.5%
formula of their use. We believe that the management board's decision stems from the Change rel. WIG 14.9%  345% 9,3%
difficult financial situation, especially high debt. The company may be looking for ways
to debt relief by selling real estate, although this is probably not the best time to look
for a buyer. It is also possible to increase the debt secured on real estate and reduce
the share of leasing, which is more expensive. Possible decisions may result from Marcin Palenik, CFA
pressure from banks. 22598 26 71
marcin.palenik@millenniumdm.pl
Profit
Sales EBIT EBITDA bt::))(re pr;'lc?:it EPS CEPS BVPS P/IE P/BV DY (%) /EEBVIT /EBEI1YDA T:Zl)z

2021 575,8 11,5 37,2 7,0 5,2 0,73 4,33 18,7 16,0 0,6 3,0 17,9 55 4,0

2022p 6922 134 388 04 03 005 35 188 2549 06 00 153 53 02
2023p 7748 197 435 78 63 089 422 197 132 06 00 105 47 47
2024p 7993 222 447 133 108 150 465 212 78 06 00 93 46 76

p - forecasts BM Bank Millennium, mn PLN

The report was prepared by Millennium Dom Maklerski S.A. on the order of the Warsaw Stock Exchange S.A. within the Program of Analytical Coverage Support Information regarding the links between
Millennium Dom Maklerski S.A. with the company being the subject of this report and other required information were placed on the last page of the report.



Risk factors:

The most important risk factors that may affect the operations of KGL company include:

a

Regulatory risks. The EU ftries to influence the limitation of the use of plastic
and increase the share of its recycling through restrictions and taxes. The impact
of these regulations on the company is difficult to determine at the moment
without knowing the details of the regulations being implemented. The fact that
plastic is negatively perceived by lawmakers is certainly a threat to the industry.

Risk of exchange rates and commodity prices. A significant part of goods and
materials is purchased in foreign currencies (mainly EUR). Due to higher
liabilities in EUR than receivables in EUR, the unrealized negative exchange rate
differences with a 1% increase in EUR / PLN would amount to approx. PLN 0.67
million (sensitivity at the end of 2021). The prices of raw materials depend to a
large extent on oil prices. As a result of the increase in oil prices, the company's
revenues and costs are rising, but at the same time the margin decreases and
the net effect is negative.

The risk of rising remuneration costs and shortage of employees. The
share of employee costs in total costs was growing systematically (from 19.3% in
2015 to 22.6% in 2021) as a result of employee shortages and growing wage
pressure.

The risk of a conflict of interest. In the company, four long-term managers and
founders hold a total of 84.5% of votes at the company's AGM. Additionally, four
members of the supervisory board have family ties to them. In such a situation,
there is a risk of a conflict of interest at the expense of minority shareholders
(mitigated by two independent members of the supervisory board).

Risk of over-indebtedness. After 4 years of intensive investments, the
company significantly increased its interest debt reaching the level of 3.3x
adjusted EBITDA, with simultaneous significant financing by suppliers.

The risks that we consider to be high include regulatory issues (political decisions are quite
unpredictable and have a large impact on the company), indebtedness and the risk of
commodity prices.
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Important information

This report has been prepared with diligence on the basis of facts considered to be reliable, however Biuro Maklerskie Banku Millennium S.A. does not guarantee that they are completely accurate and complete. The basis for the preparation
of the report was all information about the companies that were publicly available and known to the author up to the date of its preparation. The forecasts presented are based solely on the analysis carried out by Biuro Maklerskie Banku
Millennium S.A. without agreements with the companies being the subject of the report or with other entities, and based on a number of assumptions that may turn out to be inaccurate in the future. Biuro Maklerskie Banku Millennium S.A.
does not give any assurance that the given forecasts will be accurate. Investing in the shares of the companies listed in this analysis is connected with a number of risks related to, among others, the macroeconomic situation, changes in
legal regulations, changes in the commodity markets, interest rate risk, the elimination of which is practically impossible. The content of the report regarding the description of the company was made available to the company being the
subject of the report in order to verify the factual information provided. Bank Millennium S.A. is not liable for damages incurred as a result of decisions taken on the basis of the information contained in this analytical report. The person or
persons indicated in the lower right corner of the first page of this report prepared the analysis, information about the positions of the authors is included in the upper part of the last page of this publication. The remuneration received by the
persons preparing the report is not directly dependent on the financial results obtained by Biuro Maklerskie Banku Millennium S.A. as part of investment banking transactions or services regarding financial instruments of issuers covered by
this report.

This report is an investment study and does not constitute advertising or offering securities, it can also be distributed via mass media, based on a decision of the Director of the Research Department. Dissemination or reproduction of this
material in whole or in part without the written consent of Bank Millennium S.A. is forbidden. This document, or a copy thereof, may not be directly or indirectly transferred or issued to persons in the USA, Australia, Canada or Japan.
Supervision over Bank Millennium S.A. the Polish Financial Supervision Authority

of the professi i gy used in the report
EV - market valuation of the company + net interest debt
EBIT - operating profit
EBITDA - operating profit + depreciation
P/CE - ratio of the share price to net profit per share plus depreciation per share
P/E - ratio of the share price to the net profit per share
P/BV - ratio of the share price to the book value per share
ROE - return on equity
ROA - return on assets
EPS - net profit per share
CEPS - net profit and depreciation per share
BVPS - book value per share
DPS - dividend per share

The scale of recommendation used in Biuro Maklerskie Banku Millennium S.A.

BUY - we believe that the company's shares have more than 20% upside potential

ACCUMULATE - we believe that the company's shares have more than 10% upside potential

NEUTRALALLY - we believe that the price of the company's shares will remain stable (+/- 10%)

REDUCE - we think that the company's shares are overvalued by 10-20%

SELL - we believe that the company's shares are overvalued by over 20%

Recommendations issued by Biuro Maklerskie Banku Millennium S.A. are valid for 6 months from the date of issue, unless they are previously updated. Biuro Maklerskie Banku Millennium S.A. updates the issued recommendations depend-
ing on the market situation and the analyst's assessment.

Valuation methods used

The recommendations are based on the following valuation methods (selected 2 out of 3):DCF method (discounted cash flow model) - the method considered the most suitable for the valuation of enterprises. The disadvantage of the DCF
method is the sensitivity of the valuation obtained in this way to the adopted assumptions concerning both the company itself and its macroeconomic environment. Comparable companies method (comparison of relevant market indicators,
where a company with a similar ratios for other companies in the same industry or related industries is listed) - better than the DCF method reflects the perception of the industry in which the company operates, by investors. The disad-
vantage of the comparable companies method is the sensitivity to the selection of the adopted comparative group and the indicators being compared, as well as the high variability of the valuation depending on the market situation. ROE-P /
BV method (a model that makes the right P / BV ratio dependent on the company's profitability) - the method considered the most suitable for the valuation of banks. The disadvantage of this method is the sensitivity of the valuation obtained
in this way to the adopted assumptions regarding both the company itself (profitability, effectiveness) and its macroeconomic environment.

of Millennium Dom i S.A. with the companies being the subject of this report.

It is possible that Biuro Maklerskie Banku Millennium S.A. as part of its brokerage activity, will provide or in the past has provided services to companies and other entities listed in this report. Biuro Maklerskie Banku Millennium S.A. does not
exclude the offer of brokerage services from submitting an offer to an issuer of securities being the subject of the report. Information on the conflict of interests arising in connection with the preparation of the report (if any) is provided below.
Biuro Maklerskie Banku Millennium S.A. is the issuer's market maker for the following companies: Wielton, Selena FM, Eurotel, Dekpol, Lokum Developer, Zamet Industry and Gremi Media, from which it was paid. Millennium Dom Maklerski
S.A. acts as market maker for the following companies: Wielton, Selena FM, KGHM, PZU, Eurotel, Dekpol, Lokum Developer, Zamet Industry, Gremi Media. Millennium Dom Maklerski S.A. in the last 12 months did not perform the function of
offering during the public offering for shares of companies described in the report. Biuro Maklerskie Banku Millennium S.A. in the last 12 months, did not conclude investment banking agreements with the companies described in this report.
The companies being the subject of the report may be clients of the Banku Millennium S.A. There are no other links between Biuro Maklerskie Banku Millennium S.A. and the companies being the subject of this report, as referred to in the
Commission Delegated Regulation (EU) 2016/958 of 9 March 2016 supplementing Regulation (EU) No 596 of the European Parliament and of the Council 2014 with respect to regulatory technical standards regarding technical means for the
purpose of objectively presenting investment recommendations or other information recommending or suggesting an investment strategy and disclosing particular interests or indications of conflicts of interest that would be known to the
author of this report. Biuro Maklerskie Banku Millennium S.A. as part of the Pilot Program of Analytical Coverage Support, prepares analytical materials for companies: Agora, Ambra, KGL, Mostostal Zabrze. Bank Millennium S.A. within the
next 12 months will receive remuneration for the preparation of this report from the Warsaw Stock Exchange, which is entitied to copyrights to this report.

Or izati i It to prevent conflicts of interest:

Rules for managing conflicts of interest in Biuro Maklerskie Banku Millennium S.A.were included in the Conflicts of Interest Management Policy at Biuro Maklerskie Banku Millennium S.A. The organizational solutions adopted for the preven-
tion of conflicts of interest are defined, inter alia, by the Organizational Regulations of the Biuro Maklerskie Banku Millennium S.A., which provides for: (a) supervision over persons whose main functions include conducting activities on behalf
of or providing services to clients whose interests may be contradictory or which they represent different conflicting interests, including the interests of the Brokerage House; (b) measures preventing or limiting the influence of a third party on
the manner in which an authorized person performs activities within the scope of services provided by the Brokerage House (c) organizational separation of persons (teams) involved in carrying out activities that involve risk the occurrence of
a conflict of interest, (d) ensuring that each organizational unit of the Brokerage House and its employees is independent in so far as it concerns the interests of the clients for which such entity performs certain activities. The solution adopted
for the prevention of conflicts of interest determines also remuneration regulations, which ensures that there are no connections between the amount of remuneration of employees of various organizational units or the amount of revenues
achieved by different organizational units, if they perform activities that involve the risk of a conflict of interests. Restrictions on the flow of information to prevent conflicts of interest, including confidential and professional secrets, are set out in
the Rules for the protection of the flow of confidential and professional information in Biuro Maklerskie Banku Millennium S.A.

The work related to the preparation of the report was completed on October 3, 2022 at 8:00 am, the date of the first dissemination of the report is the date of the report, October 3, 2022 at 9.00 am.
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BM Bank Millennium S.A. recommendations for the last 12 month

Market price on the

Date of the day of
Company Recommendation recommendation recom_mendation Target price Author
issue
KGL Neutral 2021-10-13 15,0 15,6 Marcin Palenik
Selvita Neutral 2021-12-14 86,0 78,2 Marcin Palenik
Agora Buy 2021-12-20 6,66 16,2 Adam Zajler
Ambra Buy 2022-03-08 21,00 28,5 Marcin Palenik
Mostostal Zabrze Buy 2022-03-31 1,56 3,50 Adam Zajler
Selvita Neutral 2022-04-27 78,1 77,0 Marcin Palenik
KGL Neutral 2022-05-16 9,9 9,3 Marcin Palenik
Agora Buy 2022-06-10 5,6 10,4 Adam Zajler
Mostostal Zabrze Buy 2022-09-12 1,8 3.2 Adam Zajler
Ambra Buy 2022-09-20 20,4 25,6 Marcin Palenik

Source: BM Bank Millennium S.A., recommendations issued by BM Bank Millennium are valid for 6 months from the date of issue, unless updated earlier.

Ambra, Agora, KGL and Mostostal Zabrze participate in the WSE Program of Analytical Coverage Support, for which BM Bank Millennium receives remuneration.

Structure of BM Bank Millennium S.A. recommendations for the last 12 months

Number of recommendat % share
Buy 6 60%
Accmulate 0 0%
Neutrally 4 40%
Reduce 0 0%
Sell 0 0%

Structure of BM Banku Millennium DM recommendations for companies for which
Millennium DM S.A. provided investment banking services*

No recommendation was issued for companies for which Millennium DM S.A. provided
investment banking services *

*last 12 months, including companies for which BMBM S.A. is a market maker

KGL



