rﬂ Dom Maklerski

Friday, May 08, 2015 | special comment

mDomMaklerski.pl

Netia — Netia Acquires TK Telekom
Rating: hold | target price: PLN 5.80 | current price: PLN 6.04

NET PW; NET.WA | Telecoms, Poland
Analyst: Pawel Szpigiel +48 22 438 24 06

On May 8th 2015 Netia agreed to acquire a 100%
stake in TK Telekom, the telecommunications arm of
the Polish Railways (PKP), for PLN 22im. The
Company is financing the deal using available credit.
The takeover is subject to the approval of the anti-
trust office UOKIiK and of PKP shareholders.

The acquisition is a good move on Nertia's part in our
view. Its value is equal to 5.2x EV/EBITDA - a multiple
slightly higher than Netia's excluding expected cost
synergies. Netia has not quantified its synergy
projections yet, nor has it provided TK Telekom's
financial statements for 2014. In our opinion the main
source of synergies will be payroll savings: Netia,
which generates revenue of PLN 1.6bn, employs 1600
people, and TK Telekom, whose revenues approximate
PLN 200m, employs ca. 400 people. Note that any
potential downsizing is likely to initially entail extra
costs stemming from severance pays etc. Further there
is potential for synergies in SG&A (IT, office
maintenance, etc.), rental costs, and network
maintenance. Assuming ca. PLN 40m cost synergies
the deal has a good value at <4.1x EV/EBITDA.

As for revenue generation, by acquiring TK Telekom
Netia will gain access to a major customer, PKP, which
accounts for about. 40% of TK's revenues (we assume
the telecom has a long-term deal with its current
owner). Further, TK's key contribution is 7,400
kilometers of fiber-optic network which Netia can
capitalize on as an infrastructure operator and a major

provider of B2B telecommunications services in
Poland (Netia mentions in the press release that the
acquisition has boosted its business scale by over
28% in the business clients segment). Last but not
least by taking over TK Netia will become one of the
leading providers of leased line services to mobile
operators (especially Cyfrowy Polsat and Play), and as
such it can mitigate the downward price trends in this
submarket.

According to our estimates the expected cost
synergies can add PLN 160m to Netia's equity value
(5.0 x PLN 40m - restructuring costs), increasing the
per-share value by some PLN 0.5. The other benefits
of the acquisition include slower revenue erosion, as
well as positioning Netia as a prime acquisition target
for telecom market players like Cyfrowy Polsat.

As for the impact of the acquisition on dividends, an
issue of interest to Netia's minority shareholders,
given the PLN 0.42 DPS recommended by the
Management Board (making for a total 2015
distribution of PLN 146m), after the acquisition and
dividends Netia's pro-forma 2014 net debt/EBITDA
ratio figures roughly to 0.4x - a relatively low level
which should not affect dividends.

We will provide a more in-depth financial analysis for
the post-merger Netia after the acquisition is finalized
and after TK Telekom makes public its financial
statements.
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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

Recommendations of Dom Maklerski mBanku S.A.:

A recommendation is valid for a period of 6-9 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.

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 S.A. considers reliable, including information
published by issuers, shares of which are subject to recommendations. However, Dom Maklerski mBanku S.A., 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.

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 nor any copy hereof is not to be distributed directly or indirectly in the United States, Australia, Canada or Japan.

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.

Dom Maklerski mBanku 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.

It is possible that Dom Maklerski mBanku S.A. renders, will render or in the past has rendered services for companies and other entities mentioned in the present report.

Dom Maklerski mBanku 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 on the final page of this report.

This Special Comment was not transferred to the issuer prior to its publication.

Dom Maklerski mBanku S.A., its shareholders and employees may hold long or short positions in the issuers’ shares or other financial instruments related to the issuers’
shares. Dom Maklerski mBanku S.A., its affiliates and/or clients may conduct or may have conducted transactions for their own account or for account of another with respect
to the financial instruments mentioned in this report or related investments before the recipient has received this report.

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 agreement of Dom
Maklerski mBanku S.A. Recommendations are addressed to all Clients of Dom Maklerski mBanku S.A.

The activity of Dom Maklerski mBanku S.A. is subject to the supervision of the Polish Financial Supervision Commission.

Dom Maklerski mBanku S.A. serves as underwriter for the following issuers: Asseco Business Solutions, Bakalland, BOS, Capital Park, Energa, Erbud, Es-System, Indata
Software, Kruk, Magellan, Mieszko, Neuca, Oponeo, Pemug, Polimex Mostostal, Polna, Solar, Tarczynski, Vistal, ZUE.

Dom Maklerski mBanku S.A. serves as market maker for the following issuers: Asseco Business Solutions, Bakalland, BOS, Capital Park, Erbud, Es-System, KGHM, Kruk, LW
Bogdanka, Magellan, Mieszko, Neuca, Oponeo, PGE, Pekao, PKN Orlen, PKO BP, Polimex Mostostal, Polna, Polwax, PZU, Solar, Tarczynski, Vistal, ZUE.

Dom Maklerski mBanku S.A. receives remuneration from issuers for services rendered to the following companies: AB, Agora, Alior Bank, Alchemia, Ambra, Bakalland, BNP
Paribas, Boryszew, BPH, mBank, BZ WBK, Deutsche Bank, Elemental, Elzab, Enea, Energoaparatura, Erbud, Erste Bank, Es-System, Farmacol, Ferrum, Getin Holding, Grupa
02, Handlowy, Impexmetal, Indata Software, ING BSK, Intergroclin Auto, Ipopema, Kety, Koelner, Kruk, LW Bogdanka, Magellan, Mennica, Mercor, Mieszko, Millennium,
Mostostal Warszawa, Netia, Neuca, Odratrans, Oponeo, Orbis, OTP Bank, Paged, PA Nova, Pekao, Pemug, PGE, PGNiG, PKO BP, Polimex-Mostostal, Polnord, Prochem,
Projprzem, PZU, RBI, Robyg, Rubikon Partners NFI, Seco Warwick, Sokotéw, Solar, Sygnity, Tarczynski, Techmex, Unibep, Vistal, Work Service, ZUE.

In the last 12 months Dom Maklerski mBanku S.A. has been an offering agent of the issuer’s shares in a public offering for the following companies: Polwax.
Asseco Poland provides IT services to Dom Maklerski mBanku S.A.
Dom Maklerski mBanku S.A. has a cash service agreement in place with Pekao and a phone subscription agreement in place with Orange Polska S.A.

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 S.A. 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.

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.
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