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LED and foreign markets should drive growth

Company Analysis

m LUG S.A. is a family-owned business, which was founded in 1989 by the

Overview Wtorkowski family. Today, the company is the leading producer of high-
'(’:‘dust“y: Lighting Eq“iFf’"l‘e”dt quality lighting fittings in Poland, with strongly growing export sales that in
ountry: olan

ISIN: PLLUG0000010 2013 amounted to 56.0% of total yearly revenues. The focus on
Reuters: LUG.WA technologically-advanced, quality products that are developed by the in-
Bloomberg: LUG PW 5 . . . .
Website: www.lug.com.pl house design team, is what differentiates the company from most of its local

competitors.

Last price: 3.70 L
P High Low M Over the last years, LUG has proven that on the one hand it is able to
Price 52 weeks: 3.77 2.88 continuously innovate and grow its business, but on the other remain
Market cap. (PLN 26.63 . i . - .
N:gfzhcaizs((m)m) o profitable and cash flow positive, even if market conditions are difficult.
Average volume (shares) 2,996 Today, the company offers >600 different lighting fittings for industrial,
commercial and retail customers, who are located in Europe, Asia, the
Shareholders Middle and East and South America. The company continues to expand into
v zard Wiorkowski 57 1000 foreign markets, where it is able to benefit from (a) its attractive pricing and
yszar orkowsKki .10% L. i .
OPERA TH SA. 18.34% (b) good growth prospects. In our opinion, alongside the entry into the c.
lwona Wtorkowska 15.56% USD 55bn LED segment (2011 estimate by McKinsey), this should drive its
Bio-Med Investors S.A. 5.50% ) )
Free float 23.50% growth in the coming years.
m In 2013, LUG generated total revenues of PLN 102.8m, which corresponded
Performance . .
to a 0.8% increase y-0-y. As some larger projects had been postponed to
4 weeks 12.46% 2014, but associated costs already incurred in 2013, both EBIT (-9.8% to
13 k 5.71% - -
S o o0 PLN 2.6m) and net income (-50.4% to PLN 1.5m) declined y-o-y. Between
52 weeks 25.00% January and December 2013, LUG generated an operating cash flow of PLN
0, .
Yo 14.20% 5.6m and a FCF yield of 8.3%.
Dividend m We initiate coverage of LUG with a 12-months price target of PLN 5.20
Jo16 ‘”g;g‘ O(i)';://" (80% DCF, 20% peer group), which corresponds to an upside of 40.5% at
] . . (]

s 2011 0.00 0.00% current level. During our recent company visit we have confirmed our view
=) 2012 001 0.27% that LUG is a very solid business, with a management that has a clear vision.
) 2013E 0.01 0.27% o . -

A In addition, based on our conservative estimates the stock currently trades at
= very attractive multiples. The main risks, which we see, are (1) costs relating

Fury to the new production facility in Nowy Kisielin and (2) weaker than
=3 expected development of the economy and the construction sector.
=

|

in PLNm 2011 2012 2013 2014E  2015E 2016E
Net sales 94.53 101.96 102.76 108.92 118.18 134.73
EBITDA 9.16 6.17 5.76 5.99 6.74 9.70
EBIT 594 2.89 2.61 2.51 2.95 5.39
Net income 3.67 3.05 1.51 1.38 1.78 4.26
EPS 0.02 0.42 0.21 0.19 0.25 0.59
Tangible BVPS 0.20 5.31 5.52 5.71 5.96 6.37

Analysts
) ) RoE 10.44% 8.11% 3.88% 3.40%  4.24% 9.60%
Adrian Kowollik EBIT margin 6.28% 2.84% 2.54% 230%  2.50% 4.00%
Email: ak@kalliwoda.com PIE 185.00x 8.74x 17.62x  19.36x  14.95x 6.25x
Dr. Norbert Kalliwoda P/Tangible BVPS 18.35x 0.70x 0.67x 0.65x 0.62x 0.58x
EV/EBITDA 4.23x 6.29x 6.73x 6.47x 5.76x 4.00x

Email: nk@kalliwoda.com
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1 Company profile

394 employees (31 December 2013).

2 SWOT Analysis

Leading provider of high-quality lighting fittings in Poland;

Focus on latest technology and sophisticated design

allows to generate higher margins

Most of LUG's clients are from the sectors infrastructure,

industrial and public; in most countries, where LUG

operates, the need for modernisation is high in these areas

Strong and quickly expanding export sales; LUG currently

sells its products to 50 countries in Europe, Asia, North

Africa, Middle East and South America; has local offices

in Germany, Ukraine, UAE, UK, France and Brasil

- LUG has been profitable in 7 of the last 8 years; since
2005, it has always generated positive operating cash flows;
at the same time sales CAGR equaled 16.5%

- LUG is a family-owned business with the Wtorkowski
family currently owning 52.7% of the shares

- Location in an special economic zone saves LUG PLN
14m in taxes until 2014

- Investor Relations is one of the best in the NewConnect
segment

- Despite high investments, net gearing totalled 30.6% at

the end of December 2013

Higher production capacity after completion of new
production facility in 2015

New products, especially components targeting the LED
segment, which according to McKinsey is forecast to
reach EUR 83bn by 2020 (2011: EUR 55bn)

Solid growth in Poland due to recovering economy, still
high need for modernisation and steady inflow of EU funds
Expansion into new markets, where LUG can either

win due to its attractive pricing or growth prospects are
highly interesting due to booming construction sectors

and high need for modernisation

Change to the more liquid main market of the Warsaw
Stock Exchange, which would bring the stock on the radar
of more institutional investors

After 2015, yearly dividend payout ratios of c. 30%

should be possible in our opinion (KRe)

Strengths Weaknesses

Opportunities

LUG S.A. | Initiating Coverage | February 2014

LUG S.A., which is based in Zielona Gora (c. 180 km from the German border), develops and
manufactures lighting fittings for the public, industrial, infrastructure and commercial sector as well as
retail clients. The company offers >600 different products, which are developed in-house. LUG has
been listed in the NewConnect segment of the Warsaw Stock Exchange since 2007 and currently has

- Compared to its major international competitors Philips
and Zumtobel, LUG is a small company with limited
financial capabilities

- Listing in the NewConnect segment of the WSE, which
is illiquid and intransparent

- High CAPEX until 2015 relating to the new production
facility in Nowy Kisielin

- LUG has missed its primary guidance in the last two years

- Intensifying competiton

- Risks relating to the economic cycle and the condition of
the construction sector, on which LUG's business depends

- Loss of key employees

- Currency risks as LUG generates c. 50% of its sales
abroad however are reduced through hedging and material
purchases abroad

- Risks relating to global expansion e.g. wrong estimation
of market potential

- Risks relating to seasonality, with Q3 and Q4 usually
being the best in terms of sales

Dr. Kalliwoda Research GmbH | Primary Research
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3 Valuation

In order to account for current market valuations, we have valued LUG by using a weighted average of
our DCF model (80%) and peer group (20%). Our 12-months price target for LUG’s stock equals PLN
5.20, which implies an upside of 40.5% at present.

Discounted Cash Flow method (DCF)

Discounted Cash Flow Model (Basis 02/2014)

Phase 1
in PLNm 2014E 2015E 2016E 2017E 2018E 2019E 2020E 2021E 2022E
Net sales 108.92 118.18 134.73 145.51 155.69 165.03 173.28 180.22 185.62
(y-0-y change) 6.0% 8.5% 14.0% 8.0% 7.0% 6.0% 5.0% 4.0% 3.0%
Operating profit 251 2.95 5.39 6.98 8.72 9.07 9.34 9.52 9.62
(operating margin) 2.3% 2.5% 4.0% 4.8% 5.6% 5.5% 5.4% 5.3% 5.2%
NOPLAT 251 2.95 5.39 6.98 7.06 7.35 7.57 7.71 7.79
+ Depreciation & Amortization 3.49 378 431 4.66 4.98 5.28 5.55 5.77 5.94
= Net operating cash flow 5.99 6.74 9.70 11.64 12.04 12.63 13.11 13.48 13.73
- Total investments (Capex and WC) -7.36 731 -8.40 -7.48 -7.69 -7.89 -7.93 -7.87 771
Capital expenditures -6.06 -5.10 -4.62 -4.89 -5.21 -5.50 -5.75 -5.95 -6.11
Working capital -1.30 -2.22 -3.78 -2.59 -2.48 -2.39 -2.18 -1.92 -1.60
= Free cash flow (FCF) -1.37 -0.58 1.30 4.16 4.35 473 5.18 5.61 6.02
PV of FCF's -1.25 -0.47 0.96 2.76 2.59 253 2.49 2.42 2.34
PV of FCFs in explicit period 14.36
PV of FCFs in terminal period 30.91
Enterprise value (EV) 45.27
+ Net cash / - net debt (31 December 2013) -12.14
Shareholder value 33.13
Number of shares outstanding (m) 7.20
WACC 11.3%
Cost of equity 13.9% | 23% 3.3% 4.3% 5.3% 6.3% 7.3% 8.3%
Debt costs before tax 8.0% 8.3%| 3.61 5.85 8.09 10.32 12.56 14.80 17.03
Tax rate 19.0% 9.3%| 2.82 455 6.29 8.02 9.76 11.49 13.23
Debt costs after tax 6.5% § 10.3%| 2.22 3.61 4.99 6.37 7.75 9.13 10.51
Equity ratio 65.0% H 11.3%| 176 2.88 4.00 6.24 7.36 8.49
Debt ratio 35.0% 12.3%| 1.38 2.31 3.23 416 5.08 6.00 6.93
Fair value per share in PLN 4.60 13.3%|  1.07 1.84 261 3.38 4.16 4.93 5.70
Fair value per share in PLN (in 12 months) 5.12

Source: Dr. Kalliwoda Research GmbH

Peer Group Analysis

In our peer group analysis, we have used two kinds of peers: first, Zumtobel AG and OSRAM Licht
AG, LUG’s two main international competitors, and second, its Polish competitors ES-System S.A. and
Lena Lighting S.A. In case of the Polish peers, we have only been able to use multiples based on
historical 2012 figures as for both companies there are no current analyst’ estimates available.

(1) Zumtobel AG: Zumtobel, which is based in Dornbirn/Austria, is an Austrian company engaged in
the provision of lighting solutions, luminaries, light management systems and lighting components
for interior and exterior applications. Its Lighting segment provides luminaries, lighting
management and lighting solutions for indoor and outdoor applications, and comprises the brands
Zumtobel and Thorn, as well as original equipment manufacturer (OEM) brand Reiss. On the other
hand, the Components segment is focused primarily on the development and marketing of control
gear for conventional lighting components, light-emitting diodes (LED) converters and

Dr. Kalliwoda Research GmbH | Primary Research
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LED/organic light-emitting diode (OLED) modules, lighting management systems and connection
technology under the Tridonic brand. In fiscal-year 2012/13, Zumtobel had revenues of EUR
1.2bn.

OSRAM Licht AG: OSRAM, which is based in Munich/Germany, is a former label of Siemens AG.
The company develops and manufactures lamps, lighting systems, electronic control gears, as well
as complete luminaries, light management systems and lighting solutions. It offers various types of
products, including Light Emitting Diodes (LED) and halogen technologies dedicated to both
indoor and outdoor environments. In 2012/13, Osram generated revenues of EUR 5.3bn.

Company Analysis

ES-System S.A.: Es-System SA, which is based in Krakow, is a Polish company that designs,
manufactures and distributes lighting systems and luminaries. It products are used for illuminating
offices, commercial, public and industrial facilities, open spaces, railways, streets and parks. In
2012, ES-System generated sales of PLN 169.3m.

(4) Lena Lighting S.A.: Lena Lighting SA, which is based in Sroda Wielkopolska, is a Polish
manufacturer of lighting fittings. The company’s offering comprises interior, machine, portable and
exterior lighting, floodlighting as well as electro-technical articles, such as electronic transformers
and extension leads. In addition, offers design software, Prometheus 3.0, which is used to design
lighting in closed rooms. In 2012, Lena Lighting generated revenues of PLN 102.8m.

EV/EBITDA EV/EBIT P/E P/BVPS EBITDA margin Net gearing
Company 2014E 2015E 2014E 2015E 2014E 2015E Latest 2013 Latest
Zumtobel AG (EUR) 8.16 7.49 16.10 14.39 21.33 17.42 2.26 7.99% 36.80%
OSRAM Licht AG (EUR) 6.14 5.77 n.a. 9.75 16.66 15.09 233 11.54% -10.96%
Median 7.15 6.63 16.10 12.07 18.99 16.26 2.29 9.76% 12.92%
LUG S.A. (PLN) 6.47 5.76 15.48 13.12 19.36 14.95 0.67 5.60% 30.55%
Premium/Discount -9.49%  -13.15% -3.84% 8.74% 1.92% -8.02% -70.74%
Fair value LUG (PLN) 3.94

EV/EBITDA EV/EBIT P/E P/BVPS EBITDA margin Net gearing

Company 2012 2012 2012 Latest 2012 Latest
Lena Lighting S.A. (PLN) 7.42 10.41 13.86 1.42 15.06% -8.66%
ES-System S.A. (PLN) 10.07 0.65 36.46 1.03 8.11% -10.90%
Median 8.75 5.53 25.16 1.23 11.59% -9.78%
LUG S.A. (PLN) 6.29 13.40 8.74 0.67 6.05% 30.55%
Premium/Discount -28.15% 142.47% -65.27% -45.32%

Fair value LUG (PLN) 5.94

Source: Dr. Kalliwoda Research GmbH, Thomson Reuters Knowledge

Similar to the DCF model, our peer group analysis indicates a significant undervaluation of LUG at
present. The average peer group based fair value equals PLN 4.94.
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Price target calculation

Valuation method Fair value Weight
DCF model 4.60 80%
Peer group analysis 4.94 20%
Weighted average (presentvalue) 4.67

In 12-months (PV * (1+WACC)) 5.20

Source: Dr. Kalliwoda Research GmbH

Company Analysis

4 Fiscal-year 2013 results and outlook

Revenues

In 2013, LUG generated net sales of PLN 102.8m, which were 0.8% higher y-0-y and in-line with the
revised guidance. While due to weak economic growth and project postponements of PLN 5m domestic
sales went down by 11.2% y-0-y to PLN 45.5m, export revenues grew by 12.8% to PLN 57.3m.

2013 results compared to guidance and previous year

2013 results vs. guidance and previous year

2013 vs. 2013 vs.
in PLNm 2013 2013 guid. 2012 2013 guid. 2012
Net sales 102.76 103.10 101.96 -0.3% 0.8%
EBITDA 5.76 5.76 6.17 0.0% -6.7%
EBITDA margin 5.6% 5.6% 6.0%
EBIT 2.61 2.59 2.89 1.0% -9.8%
EBIT margin 2.5% 2.5% 2.8%
Net income 1.51 1.40 3.05 8.0% -50.4%
Net margin 1.5% 1.4% 3.0%

Source: Company information, Dr. Kalliwoda Research GmbH
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Profitability

Share in total sales 2013 vs. 2012

70.00% - 66.78% 69:11%

60.00%

50.00%

40.00%

30.00%

20.00%

10.00% 8.79%

3.06% 3.21%

0.13% 0.24%

0.00%
CoGS (excl. D&A) Distribution Administration Depreciation Other operating
costs costs expenses
H2013 m2012

Source: Company information, Dr. Kalliwoda Research GmbH

In 2013, LUG’s EBIT and net income went down y-0-y, but were higher than company guidance. The
operating income decreased by 9.8% to PLN 2.6m, which resulted from a higher share of distribution
and administration costs associated with new projects that had been postponed to 2014. Net income,
which went down by 50.4% to PLN 1.5m, was additionally negatively affected by much higher interest
expenses (PLN -1.1m vs. PLN 18k in 2012).

Balance Sheet and Cash Flow

As of 31 December 2013, LUG had equity of PLN 39.7m, which corresponded to a ratio of 47.8%. In
2013, total assets increased from PLN 77.5m last year to PLN 83.1m, which in our opinion mainly
stemmed from (1) higher inventories (PLN 24.9m vs. PLN 21.5m) (2) a loan for the 100% subsidiary in
Brasil of PLN 1.2m and (3) higher long-term financial debt (PLN 7.6m vs. PLN 2.9m in 2012).

At the end of December 2013, LUG had interest-bearing debt of PLN 15.8m, thereof 52% short-term.
With liquid funds of PLN 3.6m, net debt equaled PLN 12.1m and the net gearing 30.6%.

In 2013, LUG generated an operating cash flow of PLN 5.6m compared to PLN 3.9m last year. The
reason was a cash inflow from working capital of PLN 1.1m (2012: cash outflow of PLN 2.7m). Due to
investments into the Brasilian and the new UK subsidiary cash flow from investing increased from PLN
-2.1mto PLN -3.6m. In total, LUG’s cash position grew by PLN 2.4m since January 2013.

Dr. Kalliwoda Research GmbH | Primary Research
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Outlook

In our opinion, LUG is currently one of the most interesting companies in the NewConnect segment of
the WSE. We believe that it is a “deep value play” as it combines both an attractive valuation and solid
financials. We have valued LUG with a DCF model and an average of two peer groups, an international
and a Polish one. Our weighted average of both methods (80% DCF, 20% peer group) derives a 12-
months price target for the stock of PLN 5.20, which implies an upside of 40.5% at present. Based on
our estimates, LUG is currently valued with an EV/EBITDA 2014E of 6.5x and P/Tangible BVPS of
just 0.7x.

Company Analysis

We have based our valuation model of LUG on two assumption: (1) in 2014 and 2015 results will likely
be impacted by costs associated with the investments in the new production facility in Nowy Kisielin,
which should generate first revenues in 2016 and (2) an increasing share of export sales, especially to
markets such as Russia, Brasil, the Middle East and East Asia, where the construction sector is growing
quickly and there is high need for modernization of lighting equipment. In terms of LUG’s local market
Poland, we believe that this and the next year business conditions will improve for the company as the
economy recovers and so does the construction sector. Also, given the inflow of EU money we expect
that there will be more infrastructure projects announced in the next years and with its high-end
products LUG should be in a good position to win the respective tenders.

Our growth estimate for the top line are 6-8.5% in 2014 & 2015 and 14% in 2016 (CAGR 13-16E of
9.4% vs. company guidance of 11-14%) as the new plant starts production. The export share should
increase from 51% in 2013 to 75% in the long run. In terms of EBIT margins, we expect that in 2014
and 2015 they will amount to 2.3-2.5%, but in the longer term increase to >5% due to sophisticated
LED-related products and more efficient production and distribution. Due to the investments in the new
plant we believe that the free cash flow will be negative only in 2014 and 2015, but positive afterwards,
which should allow LUG to pay out 30% of its yearly net income to its shareholders on a regular basis
(company plans to pay out 5% of its average yearly market cap in the long run).

Our forecasts

in PLNm 2014E 2015E 2016E
Net sales 108.92 118.18 134.73
EBITDA 5.99 6.74 9.70

EBITDA margin 5.5% 5.7% 7.2%

EBIT 2.51 2.95 5.39

EBIT margin 2.3% 2.5% 4.0%

Net income 1.38 1.78 4.26

Net margin 1.3% 1.5% 3.2%

Source: Dr. Kalliwoda Research GmbH
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Quarterly results and estimates 2011-Q1/14E

in PLNm Q1/11 Q2/11 Q3/11 Q4/11 2011 Ql/12 Q2/12 Q3/12 Q4/12 2012
Net sales 20.88 21.16 22.78 29.71 94.53 19.21 24.45 26.81 31.50 101.96
y-o-y change n.a n.a n.a n.a 21.2% -8.0% 15.6% 17.7% 6.0% 7.9%
EBITDA 130 1.57 2.84 3.45 9.16 137 1.68 2.00 1.13 6.17
EBITDA margin 6.2% 7.4% 12.4% 11.6% 9.7% 7.1% 6.9% 7.4% 3.6% 6.0%
EBIT 0.46 0.81 2.09 2,58 5.94 0.50 0.92 117 0.31 2.89
EBIT margin 2.2% 3.8% 9.2% 8.7% 6.3% 2.6% 3.7% 4.4% 1.0% 2.8%
Net income 0.20 0.60 1.55 131 3.67 0.30 0.84 1.55 0.35 3.05
Net margin 1.0% 2.9% 6.8% 4.4% 3.9% 1.6% 3.4% 5.8% 1.1% 3.0%

in PLNm Q1/13 Q2/13 Q3/13 Q4/13 2013 Ql/14E
Net sales 22.25 23.74 25.93 30.85 102.76 23.20
y-o0-y change 15.8% -2.9% -3.3% -2.1% 0.8% 4.3%

Company Analysis

EBITDA 1.44 1.04 1.68 1.61 5.76 1.60
EBITDA margin 6.5% 4.4% 6.5% 5.2% 5.6% 6.9%
EBIT 0.66 0.30 0.85 0.80 2.61 0.80
EBIT margin 3.0% 1.2% 3.3% 2.6% 2.5% 3.4%
Net income 0.33 0.23 0.58 0.37 1.51 0.50
Net margin 1.5% 1.0% 2.2% 1.2% 1.5% 2.2%

Source: Company information, Dr. Kalliwoda Research GmbH

5 Business model

LUG S.A., which is based in Zielona Gora, was founded in 1989 by its current CEO and largest
shareholder Mr Ryszard Wtorkowski and his wife lwona, who now heads the Supervisory Board.
Today, the company offers more than 600 professional lighting fittings, which are developed by the in-
house design team and sold to ¢. 50 countries worldwide. With its sophisticated products, which meet
highest technological and ecological standards, LUG targets the premium segment of its market, which
makes it unique in Poland. In the last years, the company has been gradually increasing its sales
activities outside Poland in order to fully exploit its cost advantage compared to large international
players such as Zumtobel, OSRAM, Philips or General Electric. Its primary distribution channels are
own sales offices and specialized electro wholesalers.

LUG, which was originally a partnership, changed its legal status to a joint-stock company in 2007 and
was listed in the same year in the NewConnect segment of the Warsaw Stock Exchange. We believe that
as soon as it fulfills the requirements (e.g. market cap of at least EUR 12m), the company will change to
the more liquid main market of the WSE. At the end of December 2013, LUG had 394 employees.
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Company structure

LUG Light Factory LUG GmbH TOW LUG Ukraina;
Sp. z.0.0; 100% 100% 100%; not operat.
LUG S.A.
LUG do Brasil Ltda. LUG Lighting
65% UK Ltd.; 100%

Source: Company information, Dr. Kalliwoda Research GmbH

Products
LUG offers state-of-the-art professional luminaries and interior lighting systems, which are
characterized by high energy efficiency. The company conducts all the R&D work itself (KRe: share of

R&D expenses equals c. 7% of yearly sales) and manufacturers the products in its own plant in Western
Poland.

Below are examples of LUG’s products:

LED luminaires Decorative luminaires

Spotlights Downlight luminaires
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Glass and plaster luminaires

Louver & recessed luminaires

Quick assembly lines

’7./}91'1,%7
[

Plafonds
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Indirect light luminaires

o

Clean room lighting

Industrial luminaires

Emergency lighting

™
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Floodlights Street and area lighting

.'S. d

y Analy

4

Compan

]

Outdoor architectonic luminaires Design brand FlashDQ

Design brand FlashDQ

4
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Projects
In the last years, LUG has realized a large number of projects for different private and public clients
from around the world. Below are project examples from different areas:

Catholic University Nijmegen Web Lizing Moscow

1 o383 - —_—

Fiat Production Facility

Bielsko-Biala
- == ~a .-—i?f.-‘.___. 5 . _' . o . o

A ¥

6 Market environment

According to for example McKinsey, the segments for lighting fitting, sources and controls are mainly
driven by new installations, which are directly correlated with investment activity and GDP growth. The
growth triggers for these segments are in our view: expanding construction markets, growing efficiency
and investments in latest technology.

GDP growth and development of construction spending

In the last years, the economy in the EU has been impacted by the global financial crisis and the debt
crisis, which has particularly hit countries such as Greece, Spain, Portugal and Italy. Due to its
implications on unemployment and the bank’s loans policy this has had a profound negative effect on
the construction industry, which in the EU has been declining since 2009. During this time, Poland
performed much better, however both GDP growth and construction spending have been declining since
2012, which in our opinion has mostly stemmed from the expiration of a government support scheme
for families, which want to buy a property for themselves (“Rodzina na Swoim”).
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We believe that in the coming years construction spending both in the EU and in Poland will develop
better than in the recent past. In the whole EU, we think that a positive factor will be an economic
recovery, while the construction sector in Poland should benefit from a still large need for investments
into modern housing and infrastructure, which should additionally be positively impacted by a steady
inflow of EU funds.

GDP growth in Poland and EU, 2009-2013
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Construction spending in EU and Poland, 2009-2013
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The lighting sector

According to McKinsey, the general lighting market, which makes up >75% of the total sector, was
worth more than EUR 55bn in 2011. By 2016, the market is expected to grow to EUR 72bn and by 2020
to EUR 83hn, the reason being the fast transition to LED, which is supported by massive price declines
and government regulations in favor of more energy-efficient light sources. The share of LED is
forecast to grow from 1% (light sources) and 4% (luminaires) in 2011 to 52% respectively 63% in 2020.
Asia will likely be the leader when it comes to adoption of LED technology and by 2020 is expected to
account for ¢. 45% of the global lighting market.

Company Analysis

Based on data from LUG’ competitor ES-System for 2011, we believe that the market for lighting
fittings in Poland is worth c. PLN 2.1bn, or 60% of the total lighting market (PLN 3.5bn). While there
are several hundred small players, which target private households, LUG operates in the much smaller
segment for professional lighting technology. The companies from this area do not just produce lighting
fittings, but also plan and prepare complete projects.
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7 Profit and loss statement

W
o
'i'.:--. Profit and loss statement - LUG
E Fiscal year
e
__"‘ in PLNm 2011 2012 2013 2014E 2015E 2016E
E-' Revenues 94.53 101.96 102.76 108.92 118.18 134.73
=] Cost of goods sold -63.63 -70.47 -68.62 -72.87 -79.01 -88.31
i Y
E Gross profit 30.90 31.50 34.14 36.05 39.18 46.41
r :: Other operating income 0.83 0.86 0.77 0.78 0.80 0.81
el Distribution costs -13.77 -16.98 -18.41 -19.41 -20.94 -23.74
Administration costs -8.38 -8.96 -10.60 -11.13 -11.95 -13.49
Other operating expenses -0.42 -0.25 -0.14 -0.31 -0.34 -0.30
EBITDA 9.16 6.17 5.76 5.99 6.74 9.70
Depreciation -3.23 -3.28 -3.15 -3.49 -3.78 -4.31
Operating income 5.94 2.89 2.61 251 2.95 5.39
Net financial result -2.12 0.02 -1.10 -1.15 -1.20 -1.19
EBT 3.82 291 151 1.36 1.75 4.20
Income taxes -0.15 0.09 0.00 0.00 0.00 0.00
Netincome/loss 3.67 3.05 151 1.38 1.78 4.26
EPS 0.02 0.42 0.21 0.19 0.25 0.59
DPS 0.00 0.01 0.01 0.01 0.01 0.18
Change y-0-y
Revenues na 7.87% 0.78% 6.00% 8.50% 14.00%
Cost of goods sold na 10.75% -2.63% 6.20% 8.42% 11.78%
Gross profit na 1.93% 8.39% 5.60% 8.66% 18.47%
Other operating income na 3.11% -10.71% 2.00% 2.00% 2.00%
Distribution costs na 23.25% 8.47% 5.41% 7.89% 13.36%
Administration costs na 6.97% 18.25% 4.97% 7.44% 12.87%
Other operating expenses na -40.76% -44.41% 124.14% 11.14% -13.82%
EBITDA na -32.66% -6.67% 4.05% 12.45% 44.00%
Depreciation na 1.56% -3.94% 10.79% 8.50% 14.00%
Operating income na -51.25% -9.76% -4.06% 17.93% 82.40%
Net financial result na -100.85% -6229.54% 4.55% 4.35% -0.83%
EBT na -23.68% -48.08% -10.33% 29.46% 139.30%
Income taxes na na -100.00% na na na
Netincome /loss na -16.91% -50.40% -8.99% 29.46% 139.30%
EPS na 2017.03% -50.40% -8.99% 29.46% 139.30%
Share in total sales
Revenues 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
Cost of goods sold -67.31 % -69.11 % -66.78 % -66.90 % -66.85 % -65.55 %
Gross profit 32.69 % 30.89 % 33.22% 33.10 % 33.15% 34.45 %
Other operating income 0.88 % 0.84 % 0.75 % 0.72% 0.68 % 0.60 %
Distribution costs -14.57 % -16.65 % -17.92 % -17.82 % -17.72% -17.62 %
Administration costs -8.87 % -8.79 % -10.32 % -10.22 % -10.12 % -10.02 %
Other operating expenses -0.44 % -0.24 % -0.13 % -0.28 % -0.29 % -0.22 %
‘.._j EBITDA 9.69 % 6.05 % 5.60 % 5.50 % 5.70 % 7.20%
= Depreciation -3.41% -3.21% -3.06 % -3.20% -3.20 % -3.20 %
..::-' Operating income 6.28 % 2.84% 254 % 2.30% 2.50 % 4.00 %
* E Net financial result -2.24% 0.02 % -1.07 % -1.06 % -1.02 % -0.88 %
- EBT 4.04 % 2.86 % 147 % 124 % 1.48 % 3.12%
= Income taxes -0.16 % 0.09 % 0.00 % 0.00 % 0.00 % 0.00 %
Netincome /loss 3.88% 2.99 % 147 % 1.26 % 151 % 3.16 %
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8 Balance sheet

Balance sheet - LUG

L
Al
=
E Fiscal year
et
‘:-'-: in PLNm 2011 2012 2013 2014E 2015E 2016E
——
= Assets
—| SSef
=
E Cash and equivalents 1.10 1.32 3.64 4.37 1.54 0.34
=] Short-term financial assets 1.27 0.00 0.00 0.00 0.00 0.00
LJ Inventories 18.38 21.46 24.90 25.84 27.37 29.87
Trade accounts and notes receivables 21.40 21.44 18.86 19.99 21.69 24.73
Other current assets 117 2.96 4.54 4.82 5.23 5.96
Current assets, total 43.32 47.20 51.94 55.02 55.82 60.90
Property, plant and equipment 29.42 28.56 28.47 30.97 32.17 32.27
Other intangible assets 1.26 1.50 1.29 1.37 1.49 1.70
Goodwill 0.00 0.00 0.00 0.00 0.00 0.00
Other long-term assets 0.00 0.00 1.23 0.00 0.00 0.00
Deferred tax assets 0.44 0.20 0.14 0.00 0.00 0.00
Non-current assets, total 31.12 30.26 31.13 32.34 33.66 33.96
Total assets 74.45 77.46 83.07 87.36 89.48 94.86
Liabilities
Trade payables 19.00 20.17 22.66 23.27 24.36 26.26
Other short-term liabilities 291 3.06 2.86 3.27 3.55 4.04
Short-term financial debt 9.01 11.24 7.97 7.77 7.57 7.37
Pension provision 0.16 0.16 0.23 0.00 0.00 0.00
Provisions 0.18 0.72 1.23 131 1.42 1.62
Current liabilities, total 31.26 35.35 34.95 35.61 36.89 39.29
Long-term financial debt 473 291 7.58 10.00 9.00 8.90
Pension provision 0.05 0.07 0.00 0.08 0.09 0.10
Other long-term liabilities 0.95 0.75 0.53 0.57 0.61 0.70
Deferred tax liabilities 0.48 0.15 0.28 0.00 0.00 0.00
Long-term liabilities, total 6.21 3.89 8.39 10.64 9.70 9.70
Total liabilities 37.48 39.23 43.34 46.26 46.59 48.99
Shareholders equity, total 36.97 38.22 39.73 4111 42.89 45.87
Minority interests 0.00 0.00 0.00 0.00 0.00 0.00
Total liabilities and equity 74.45 77.46 83.07 87.36 89.48 94.86
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Cash flow statement - LUG

Fiscal year
in PLNm 2011 2012 2013 2014E 2015E 2016E
Netincome / loss 3.67 3.05 151 1.38 1.78 4.26
Depreciation 3.23 3.28 3.15 3.49 3.78 431
Change of working capital -6.79 -2.74 1.08 -1.30 -2.22 -3.78
Others 2.00 -0.02 0.47 0.02 0.12 0.21
Net operating cash flow 2.11 3.85 5.58 3.58 3.46 5.00
Cash flow from investing -0.74 -2.09 -3.55 -6.06 -5.10 -4.62
Free cash flow 1.37 1.76 2.03 -2.48 -1.63 0.38
Cash flow from financing -2.62 -1.54 0.38 3.21 -1.20 -1.58
Change of cash -1.25 0.22 2.40 0.73 -2.83 -1.20
Cash at the beginning of the period 1.35 1.10 1.24 3.64 4.37 154
Cash at the end of the period 1.10 1.32 3.64 4.37 154 0.34
Dr. Kalliwoda | Research © 2014

10 Financial ratios

Fiscal year 2011 2012 2013 2014E 2015E 2016E 2017E 2018E
Gross margin 32.69% 30.89% 54.50% 46.50% 33.15% 34.45% 35.05%  35.65%
EBITDA margin 9.69% 6.05% 5.60% 5.50% 5.70% 7.20% 8.00% 8.80%
EBIT margin 6.28% 2.84% 2.54% 2.30% 2.50% 4.00% 4.80% 5.60%
Net margin 3.88% 2.99% 1.47% 1.26% 1.51% 3.16% 4.05% 4.00%
Return on equity (ROE) 10.44% 8.11% 3.88% 3.40% 4.24% 9.60% 12.29%  11.94%
Return on assets (ROA) 7.78% 3.91% 3.14% 2.89% 3.33% 5.75% 7.13% 7.12%
Return on capital employed (ROCE) 13.22% 7.09% 5.43% 4.84% 5.62% 9.70% 11.89%  11.25%
Net debt (in PLNm) 11.58 13.06 12.14 13.47 15.11 16.02 14.59 12.82
Net gearing 31.31% 34.18%  30.55% 32.78%  35.24% 34.93% 29.19%  23.59%
Equity ratio 49.66% 49.35% 47.83% 47.05% 47.93% 48.36% 50.45%  52.32%
Current ratio 1.39 1.34 1.49 1.55 1.51 1.55 1.61 1.69
Quick ratio 0.76 0.64 0.64 0.68 0.63 0.64 0.68 0.74
Net interest cover 2.80 -161.30 2.37 2.18 2.46 4.53 5.92 7.45
Net debt/EBITDA 1.26 2.12 2.11 2.25 2.24 1.65 1.25 0.94
Tangible BVPS 0.20 5.31 5.52 5.71 5.96 6.37 6.95 7.55
CAPEX/Sales 2.36% 2.60% 2.77% 5.57% 4.31% 3.43% 3.36% 3.35%
Working capital/Sales 19.14% 21.47%  21.65% 21.62% 21.80% 21.93% 22.08%  22.23%
EV/Sales 0.41 0.38 0.38 0.36 0.33 0.29 0.27 0.25
EV/EBITDA 4.23 6.29 6.73 6.47 5.76 4.00 3.33 2.83
EV/EBIT 6.53 13.40 14.85 15.48 13.12 7.19 5.55 4.45
P/Tangible BVPS 18.35 0.70 0.67 0.65 0.62 0.58 0.53 0.49
P/E 185.00 8.74 17.62 19.36 14.95 6.25 4.52 4.28
P/FCF 19.41 15.17 13.14 -10.73 -16.30 69.72 8.31 7.31

Source: Company information, Dr. Kalliwoda Research GmbH
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KAUFEN: Based on our estimates the stock price will increase by at least BUY
10% over the next 12 months

10% over the next 12 months

AKKUMULIEREN: Based on our estimates the stock price will increase by 5% to ACCUMULATE

HALTEN: Based on our estimates the stock’s performance will be between HOLD
-5% and 5% over the next 12 months

REDUZIEREN: Based on our estimates the stock price will decrease by 5% to REDUCE
10% over the next 12 months

VERKAUFEN: Based on our estimates the stock price will decrease by at least SELL

10% over the next 12 months

Additional Disclosure/Erklarung

DR.KALLIWODA |RESEARCH GmbH hat diese Analyse auf der Grundlage von allgemein
zuganglichen Quellen, die als zuverlassig gelten, gefertigt. Wir arbeiten so exakt wie moglich.
Wir kénnen aber fiir die Ausgewogenheit, Genauigkeit, Richtigkeit und Vollstandigkeit der
Informationen und Meinungen keine Gewahrleistung ibernehmen.

Diese Studie ersetzt nicht die perstnliche Beratung. Diese Studie gilt nicht als Aufforderung
zum Kauf oder Verkauf der in dieser Studie angesprochenen Anlageinstrumente. Daher rat
DR.KALLIWODA | RESEARCH GmbH, sich vor einer Wertpapierdisposition an lhren
Bankberater oder Vermdgensverwalter zu wenden.

Diese Studie ist in GroRRbritannien nur zur Verteilung an Personen bestimmt, die in Art. 11 (3)
des Financial Services Act 1986 (Investments Advertisements) (Exemptions) Order 1996 ( in
der jeweils geltenden Fassung) beschrieben sind. Diese Studie darf weder direkt noch indirekt
an einen anderen Kreis von Personen weitergeleitet werden. Die Verteilung dieser Studie in
andere internationale Gerichtsbarkeiten kann durch Gesetz beschrénkt sein und Personen, in
deren Besitz diese Studie gelangt, sollten sich Uber gegebenenfalls vorhandene
Beschrankungen informieren und diese einhalten.

DR.KALLIWODA | RESEARCH GmbH sowie Mitarbeiter kbnnen Positionen in irgendwelchen
in dieser Studie erwahnten Wertpapieren oder in damit zusammenhangenden Investments
halten und kénnen diese Wertpapiere oder damit zusammenhangende Investments jeweils
aufstocken oder veraufRern.

Mogliche Interessenskonflikte

Weder DR.KALLIWODA | RESEARCH GmbH noch ein mit ihr verbundenes Unternehmen

a) hélt in Wertpapieren, die Gegenstand dieser Studie sind, 1% oder mehr des
Grundkapitals;

b) war an einer Emission von Wertpapieren, die Gegenstand dieser Studie sind, beteiligt;

C) halt an den Aktien des analysierten Unternehmens eine Netto-Verkaufsposition in H6he
von mindestens 1% des Grundkapitals;

d) hat die analysierten Wertpapiere auf Grund eines mit dem Emittenten abgeschlossenen

Vertrages an der Bérse oder am Markt betreut.
Durch die Annahme dieses Dokumentes akzeptiert der Leser/Empféanger die Verbindlichkeit
dieses Disclaimers.
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DISCLAIMER

The information and opinions in this analysis were prepared by DR. KALLIWODA |
RESEARCH GmbH. The information herein is believed by DR. KALLIWODA | RESEARCH
GmbH to be reliable and has been obtained from public sources believed to be reliable. With
the exception of information about DR. KALLIWODA | RESEARCH GmbH, DR. KALLIWODA |
RESEARCH GmbH makes no representation as to the accuracy or completeness of such
information.

Opinions, estimates and projections in this report constitute the current judgement of the
author as of the date of this analysis. They do not necessarily reflect the opinions, projection,
forecast or estimate set forth herein, changes or subsequently becomes inaccurate, except if
research on the subject company is withdrawn. Prices and availability of financial instruments
also are subject to change without notice. This report is provided for informational purposes
only. It is not to be construed as an offer to buy or sell or a solicitation of an offer to buy or sell
any financial instruments or to participate in any particular trading strategy in any jurisdiction.
The financial instruments discussed in this report may not be suitable for all investors and
investors must make their own investment decision using their own independent advisors as
they believe necessary and based upon their specific financial situations and investment
objectives. If a financial instrument is denominated in a currency other than an investor's
currency, a change in exchange rates may adversely affect the price or value of, or the income
derived from, the financial instrument, and such investor effectively assumes currency risk. In
addition, income from an investment may fluctuate and the price or value of financial
instruments described in this report, either directly or indirectly, may rise or fall. Furthermore,
past performance is not necessarily indicative of future results.

This report may not be reproduced, distributed or published by any person for any purpose
without DR. KALLIWODA | RESEARCH GmbH’s prior written consent. Please cite source
when quoting.
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