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PGS Software proven Y

Target price: 13.6 PLN
Upside: 27%

Recovery following the sudden slowdown

PGS Software has been relatively hard hit by the slowdown caused by the = FACT SHEET

pandemic, however, a significant improvement in annual revenue dynamics  Tcke PSW
should already be visible in 4Q20, with a marginal y/y decline as compared to ~ >°°" ™T
-13% and -15% in 2Q20 and 3Q20, respectively. Given the above :;::E :;:,L (PLN) 745/1?’57?
improvement in the dynamics and taking into account the strong stock price Number of share (m ) ’ 28:3
correction in September, we see the current levels as attractive to take a Market Cap (mPLN) 302
position in anticipation of a rebound in 2021-2022. Long-term trends remain Free-float 35,3%
favourable for the Company — we assume that Poland will maintain a strong Avg Vol 3M (mPLN) 0,10
position on the market for outsourcing advanced IT services and that PGS Price performance m 3m 1Y
will be one of the beneficiaries of this scenario. We believe that the Company -236% -134% 11,5%

will return to the growth path and that in 2H21 it will already generate results
comparable to the record-high results in 2018-2019, while focusing on
increasing sales, although in the initial phase this may result in lower N
profitability compared to the previous years.

RELATIVE SHARE PRICE PERFORMANCE

2Q20 results: Q2 revenues fell 13% y/y and 21% q/q to PLN 31.3m, while
operating profit was down 39% y/y and 26% q/q. Net profit was down 19% yly
(+78% a/q) to PLN 5.5m. Gross profit on sales was PLN 2.7m, down from PLN
8.0m in 1Q20. After a good April, the Company booked a slight loss on sales in
May and June. Sales and marketing costs remained unchanged at PLN 2.3m,
which confirms our focus on growth in the medium term.
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Prospects for the coming months: Until September, the Company had cut costs
substantially, and the total number of employees was cut by about 100 compared

to the peak in autumn 2019, that is over 15% of the workforce. Revenues have - giyv e
been recovering gradually and sales in Q4 should increase by 5% aq/q, while T e * Suspended
expenditures on development and attracting new customers may weigh on the Recommendation history Date  Price
results. We believe that the Company will only restore its results closer to the Buy 20.07.2020 14,0
2H21, depending on the rate of growth of its customers’ spending and its ability to Buy 08.06.2020 149
attract new customers. Currently, the bench is very short and the teams are being ~ H 27.04.2020 123
supplemented (the number of job ads on the Company’s website has exceeded 70 :Ey ?2'13'221: 12’?
compared to about 40 in August). Taking into account revenue growth vs Q2, cost Bui 17092019 172
reductions and the end of the discount period, we assume that the H2 sales result Buy 18.07.2019 1916
will be similar to H1 (11m), and this year’s net profit will be down by 1/3 to 18m. Buy 16.07.2019 19,6
For the next year we assume an increase in orders from existing customers, but
still slow attraction of new ones (still limited travel). Relations with customers Shareholders Share %
acquired in 2Q20 and 3Q20 were established even before the pandemic. At the Presto FIZ AN 31,9%
same time, we assume that net profit will increase 11% y/y in 2021 and 12% yly in Infinitas FIZ AN 31,9%
2022. NN OFE 7,4%
Valuation: We value PGS Software based on the DCF method (100% weighting at
the target price PLN 13.6, 3% below the previous price of PLN 14.0). Important dates
Quarterly results 27.11.2020
Analyst
Dominik Niszcz
m PLN 2017 2018 2019 2020F 2022F 2022F +48 (22) 4338 390
Sales 99,1 124,0 144,7 138,2 153,0 1714  dominik niszcz@trigon.pl
EBITDA 23,0 27,7 27,7 23,0 25,3 28,2
EBIT 21,4 26,0 25,8 21,1 23,2 25,8
Net profit 20,1 21,5 26,8 18,2 21,0 23,4
EPS (PLN) 0,71 0,76 0,95 0,65 0,74 0,83
P/E (x) 15,0 14,1 11,3 16,6 14,4 12,9
EV/EBITDA (x) 12,6 10,5 9,7 11,6 10,4 9,4
P/BV (x) 12,9 11,0 5,6 53 5,1 4,8
DY (%) 5,0% 5,8% 0,0% 4,7% 5,4% 6,3%

Source: data of the conpany, Trigon DM
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PGSSOFT T T T
Bloomberg ticker PSWPW b adi. (x) 14,1 11,3 16,6 14,4 12,9
. P/BV (x) 11,0 5,6 5,3 5,1 4,8
Recommendation Buy
Target Price (PLN) 13,6 EV/EBITDA (x) 10,5 9,7 11,6 10,4 9,4
EV/EBITDA adi. (x) 10,5 9,7 11,6 10,4 9,4
Current Price (PLN) 10,7 EV/Sales (x) 2,4 1,9 1,9 1,7 1,6
Upside 27%  FCF Yield (%) 5,3% 7.7% 6,0% 6,5% 6,9%
, ) DY (%) 5,8% 0,0% 47% 5,4% 6,3%
Previous Recommendation Buy
Previous Upside (PLN) IR RATIOS 2018 2019 2020P 2021P 2022P
EPS (PLN) 0,8 0,9 0,6 0,7 0,8
Number of shares (m) 283 Eps adj. (PLN) 0,8 0,9 0,6 0,7 0,8
Market Cap (mPLN) 302 ppg (PLN) 0,6 0,0 05 0,6 0,7
EV (m PLN) 268 BVPS (PLN) 1,0 1,9 2,0 2,1 2,2
Dominik Niszcz Number of shares (m) 28,3 28,3 28,3 28,3 28,3
+48 (22) 4338 390 Market Cap (mPLN) 302 302 302 302 302
dominik.niszcz@trigon.pl EV (mPLN) 202 268 266 264 264
P&L (MPLN) 2018 2019 2020P  2021P  2022P
Sales 124 145 138 153 171
100% coGs 98 119 117 130 145
90% NS— Gross profit 26 26 21 23 26
80% EBITDA 28 28 23 25 28
70% EBITDA adj. 28 28 23 25 28
D&A 2 2 2 2 2
60% v EBIT 26 26 21 23 26
50% Gross profit 26 29 20 23 26
40% Minority interest 0 0 0 0 0
30% Net profit 22 27 18 21 23
20% Net profit adj. 22 27 18 21 23
10%
0% Cash flow from operations
2012 2014 2016 2018 2020P 2022P
Cash flow from investing -2 -2 -2 -3 -3
= EBITDA/OCF e EBI TDA/FCF CAPEX 2 2 -2 -3 -3
Cash flow from financing -18 0 -16 -18 -21
EBITDAand EBITDAmargin Dividend -18 0 -14 -16 -19
10000 40%
FCF 16 23 18 20 21
35% Net cash flow -2 22 2 2 0
8000 A A
W I\ Ul BALANCE SHEET (mPLN 2018 2019 2020P 2021P 2022P
6000 ,/1 s, PSSETS
N % PPE 4 4 4 4 5
’“’I |} 29 Goodwil 0 0 0 0 0
4000 Intangible assets 0 0 0 0 0
N 15% Cash and equivalents 11 35 37 39 39
2000 10% EQUITY AND LIABILITIES 40 68 69 74 78
. | o Equity 27 54 57 60 62
Lt et e T ° Minority shareholders capital 0
1Q12 1Q13 1Q14 1Q15 1Q16 1Q17 1Q18 1Q 19 1Q20 Interest-bearing liabilities 0 1 1 1 1
mmm quarterly EBITDA EBITDA margin Net debt 11 35 37 38 39
Net working capital 15 12 12 14 17
OPERATING INDICATORS 2018 2019 2020P  2021P  2022P
40000 70% Sales growth (%) 25% 17% -5% 11% 12%
EPS adj. growth (%) 7% 25% -32% 15% 1%
35000 60%
\ 50% Gross profit margin (%) 20,9% 17,9% 15,4% 15,3% 15,1%
30000 \ . EBITDA adj. margin (%) 22,4%  192%  16,6%  16,6%  16,4%
25000 4% Operating profit margin (%) 21,0%  17,9%  15.2% 15,2% 15,0%
20000 ‘ 30%  Net profit adj. margin (%) 17,4% 18,6% 13,2% 13,7% 13,6%
15000 %VI— |||l ®*  RroE (%) 84,5%  656%  505%  47,5%  44,9%
10%  ROA (%) 57,9%  49,9%  382%  36,9%  355%
10000 1l 0s  CAPEX/Sales (%) 2,0% 1,5% 1,3% 1,7% 1,7%
5000 05, CAPEXDBA (x) 15 1.1 0,9 1,2 1,2
” ”” Net debt/Equity -0,4 -0,6 -0,6 -0,6 -0,6
0 " -20%  Net debt/EBITDA (x) -0,4 1,2 -1,6 -1,5 1,4
1Q121Q‘|31Q141Q151Q161Q171Q181Q191Q20
Cash conversion cycle (days) 35 31 27 29 32
fm— Quarterly revenues vly Inventory turnover (days) 0 0 0 0 0
Receivables turnover (days) 53 50 49 49 51
Liabilities turnover (days) 18 19 22 20 19

Source: Conpany, Trigon DM
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Valuation

DCF valuation assumptions:

Risk-free rate 1,8%, market premium 6,0%; Unlevered beta at 1,1x z due to
high exposure of results to macroeconomic slowdown, terminal value growth
rate at 1,5%; We assume IP box savings in the forecast period, but 19% tax
rate in the terminal value; Our target price is fully based on DCF valuation.

PGS Software: DCF valuation

2020P 2021P 2022P 2023P 2024P 2025P 2026P 2027P 2028P 2029P Terminal
EBIT 21 23 26 27 29 31 31 32 33 33
Tax rate 8% 10% 10% 10% 10% 10% 10% 10% 10% 10%
NOPLAT 19 21 23 25 26 27 28 29 29 29 27
D&A 1,9 21 2,4 2,7 3,0 3,3 3,6 3,9 4,3 55
CAPEX -1,8 -2,6 -3,0 -3,3 -3,6 -4,0 -4,4 -4,7 -5,1 -5,5
wcC -0,3 -0,9 -1,9 -1,0 -1,3 -1,4 -1,4 -1,5 -1,5 -1,6
FCF 19 20 21 23 24 25 26 27 27 28 25
ND / Equity 0%
RFR 1,8%
MRP 6,0%
Beta unlevered 1,1
Debt costs after tax (%) 3,2%
CoE (%) 8,4%
WACC (%) 8,4%
Sum PV FCF 2019-28 153
Terminal growth rate > '28 1,5%
Discounted TV 162
Net debt -35
Minorities 0
Nonoperating assets 0
Equity (PLN, m) 351
# of shares (m) 28,3
Value per share (PLN, 1/1/2019) 12,4
Target Price (12m) | 13.6'
Source: Trigon DM
Peer group valuation
Spotka MC EV/EBITDA P/E

[m EUR] 2020E 2021E 2022E 2020E 2021E 2022E

GLOBANT SA 6195 47,7 35,3 28,0 80,3 60,6 49,3
ENDAVA PLC- SPON ADR 3044 38,9 31,8 25,1 53,7 50,4 39,5
EPAM SYSTEMS INC 15813 38,7 29,8 24,4 56,0 46,2 374
Median: foreign peers 38,9 31,8 25,1 56,0 50,4 39,5
PSW 0 11,6 10,4 9,4 16,6 14,4 12,9
Valuation per share 32,9 29,8 26,3 36,1 37,5 32,7
Average valuation for multipliers 29,7 35,4

Source: Bloomberg, Trigon DM

Risk factors: 1) Currency risk due to exposure to foreign markets (over 90%
of revenues not in PLN), 2) Increase in wages that could not be transferred
onto clients, 3) Problems with recruiting employees, 4) Level of spending on
IT by major clients may quickly translate into revenue change (PGS operators
on the basis of short term contracts), 5) Legal risks (in countries where the
company offers its services related to off-shoring, in Poland concerning labour
law and B2B services taxation).
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Disclaimer

General information

The Document has been prepared by Trigon Dom Maklerski S.A. (the “Brokerage House”), for renumeration, on behalf of Warsaw Stock Exchange S.A. (the "WSE"), based on agreement for the
provision of services for the preparation of analytical reports (the "Agreement"), which is supervised by the Polish Financial Supervision Authority.

In the first place, the Document is addressed to selected clients of the Brokerage House who use its services in the area of research and recommendations. It may, however, be distributed to a wider
public from the date specified therein (by posting it on the Brokerage House website, providing it to entities that may quote it in media, in whole or in parts as they see fit, or otherwise) as a
recommendation within the meaning of the Regulation (EU) No 596/2014 of the European Parliament and of the Council of 16 April 2014 on market abuse (market abuse regulation) and repealing
Directive 2003/6/EC of the European Parliament and of the Council and Commission Directives 2003/124/EC, 2003/125/EC and 2004/72/EC Text with EEA relevance (“Regulation”).

Definitions

capitalisation — market price multiplied by the number of a company’s shares

free float (%) — a percentage of a company’s shares held by shareholders with less than 5% shareholding reduced by treasury shares held by the company
min/max 52 wks — minimum/maximum share price within the last 52 weeks

average turnover — average volume of share trading within the last month

EBIT - operating profit

EBITDA — operating profit increased by depreciation and amortisation
adjusted profit — net profit adjusted for one-off items

CF — cash flow

capex — sum of investment expenditures on fixed assets

ROA - rate of return on assets

ROE - rate of return on equity

gross profit margin — a ratio of gross profit to net revenue

EBITDA margin — a ratio of sum of operating profit and depreciation/amortisation to net revenue
EBIT margin — a ratio of operating profit to net revenue

net margin — a ratio of net profit to net revenue

EPS — earnings per share

DPS - dividends per share

P/E - a ratio of market price to earnings per share

P/BV - a ratio of market price to book value per share
EV/EBITDA — a company’s EV to EBITDA ratio

EV — sum of a company’s current capitalisation and net debt
DY - dividend yield, dividend paid to share price ratio
ISSUER - PGS Software S.A.

Recommendations of the Brokerage House
BUY — we expect that the rate of return on an investment will be at least 10%
NEUTRAL — we expect the price of an investment to be relatively stable, optionally it will increase no greater than 10%
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SELL — we expect that an investment will make a loss greater than 0%
Recommendation prepared by: Dominik Niszcz

Recommendations are valid for a period of 12 months from the date of issuance (the date specified at the beginning of the document) or until the price target of the financial instrument is achieved.

The Brokerage House may update its recommendation at any time, depending on current market conditions or assessment of persons preparing the recommendation.

Short-term recommendations (particularly those designated as speculative) may be valid for a shorter period of time. Short-term recommendations designated as speculative involve a higher
investment risk.

Valuation methods used

The Brokerage House customarily applies two methods — discounted cash flow (DCF) and multiples methods (a comparison of a company’s trading multiples with the metrics of comparable
companies). Alternatively, a discounted dividend model may also be used. The key disadvantage of methods based on discounted cash flows is high sensitivity to adopted assumptions, whereas their
advantage is a lack of relation to a company’s current market price. On the other hand, the main disadvantage of the multiples method is a risk that at a given point in time the market prices of
comparable companies might not reflect their true value, whereas its advantage lies in the fact that it shows a company’s market value obtained based on the market values of comparable companies.

As basis valuation methodology and the adopted assumptions used to assess the financial instrument or issuer or to determine the target price of the financial instrument DCF valuation was adopted .
The valuation, valuation methodology or adopted assumptions did not change from the date of preparation and the first dissemination of the Document.

The Document was not presented to the issuer and then changed. The document did not change from the date of its preparation and the first dissemination.

Detailed information on the valuation or methodology and assumptions, as well as information on previous recommendations on the Issuer's financial instruments, published in the last 12 months prior
to the date of this recommendation, is available on the website of Brokerage House www.trigon.pl.

Legal disclaimers, disclaimers related to risks

In the opinion of the Brokerage House, the Document has been prepared objective, with due care and attention and with the avoidance of potential conflicts of interest. The Brokerage House bears no
responsibility for any inaccuracies, incompleteness or inconsistency with the facts in the Document. In particular, the Brokerage House bears no responsibility for any damage suffered as a result of
investment decisions made on the basis of information contained in the Document

The Document does not take into account the individual needs and circumstances of any investor nor is it an indication that any investment is suitable for a given investor. Accordingly, the conclusions
drawn based on the Document may prove inappropriate for a given investor.

The Brokerage House bears no responsibility for the way in which the information contained in the Document is used. Historical data presented in the Document relate to the past and past performance
is no guarantee of similar results in the future. The information relating to the future may prove wrong, as it expresses opinions of persons representing the entity described or represents independent
assessment of the Brokerage House.

The information and opinions contained in the Document are not intended to be the sole basis upon which decisions are made. It is therefore advisable for the recipient(s) to make its/their own
judgment and assessment of the information, consider information other than that presented in the Document, verify the presented information themselves, asses the risks related to decision-making
based on the Document, and consider consulting an independent analyst, investment advisor or other persons with relevant expertise.

Unless specifically stated, the information contained in the Document should not be treated as authorized or approved by the entity described therein. The conclusions and opinions expressed in the
Document are conclusions and opinions of the Brokerage House.

There are no conflicts of interest between the Brokerage House and/or persons taking part in the preparation of the Document or having access to the Document before its publication (employees,
service providers and other associated persons) and the Issuer. As of the date of preparation of the Document, the Brokerage House does not hold any shares in the Issuer, subject to the following
information.

There are no persons among those who took part in the preparation of the Document, or those who did not take part in its preparation but had or could have had access to the Document, who would
hold shares in the Issuer representing 5% or more of its share capital or financial instruments whose value is materially linked to the value of financial instruments issued by the Issuer. The Brokerage
House has not received any dividend from the Issuer in the last 12 months. No members of the governing bodies of the Issuer or their relatives are members of the governing bodies of Trigon Dom
Maklerski S.A. None of the persons engaged in the preparation of the Document serves in the governing bodies of the Issuer, holds a managerial position in, or is a close person of any member of the
governing bodies of the Issuer. Moreover, none of those persons or their relatives is a party to any agreement with the Issuer that would be executed on terms and conditions other than those of other
agreements executed by the Issuer and customers.

Between The Brokerage House and / or participating in the preparation of this Document or having access to the Document prior to its publication: employees, contractors and other services related
parties and the Issuer there is no conflict of interest. At the date of preparation of the Document The Brokerage House does not hold shares of the Issuer. As of the date on which this Document is
prepared The Brokerage House performs orders to buy or sell financial instruments in its own name but on behalf of the Issuer for the purposes of performance of tasks connected with market maker
services or buying or selling financial instruments on its own account for the purposes of performing the investment underwriting agreement or service underwriting agreement. The Brokerage House
act as a market maker. Remuneration for persons participating in drawing up this Document is not directly based on financial results achieved by the Brokerage House in connection with transactions in
Issuer financial instruments performed by the Brokerage House. Among those who participated in preparation of this Document, as well as those who did not participate in its preparation, but had or
could have had access to the Document, there are not people who hold shares of the Issuer in the amount of at least 5% of the share capital or hold other financial instruments whose value is
essentially linked to the value of financial instruments issued by the Issuer. The Brokerage House in the past 12 months has not received from the Issuer dividend. Directors of the Issuer or their
relatives are not directors of The Brokerage House. None of the persons involved in the preparation of this Document, does not take a management position or is close to the members of governing
bodies of Issuer and none of these persons, as well as their relatives are not part of any agreement with the Issuer, which would be concluded on different terms than other agreements entered into by
the Issuer and consumers.

There are no other circumstances as regards potential conflict of interest which could be the subject to disclosure on the ground of the regulation on the recommendation.

Additionally, at any time The Brokerage House can perform a function of mandator or mandatary in relation to more than one party, perform long or short stock, perform transactions on its own account
or on the client’s account regarding financial instruments issued by the Issuer. In the future The Brokerage House is likely to have investment connections within the framework of fiduciary activity as
well as other connections with the parties other than the Issuer or Issuer’s shareholders.

The Brokerage House manages its actual and potential conflicts of interest by means of measures provided for in the Regulation on Recommendations and by implementing the Brokerage House’s
general policy for the management of conflicts of interest. In the Brokerage House’s opinion, the Document has been prepared in a manner eliminating the effect of any potential conflicts of interest.

The Brokerage House employees participating in the preparing this Document: i) do not receive remuneration directly related to transactions related to the services of the Brokerage House specified in
Sections A and B of Annex | to Directive 2014/65 / EU or any other type of transaction that is carried out by the Brokerage House or any other person legal being part of the same capital group as the
Brokerage House, nor with fees for such transactions that are received by the Brokerage House or any other legal entity that is part of the same group as the Brokerage House, ii) do not receive or buy
shares of the Issuer before the public offer.

Detailed information about the conflict of interest management policy can be found at www.trigon.pl.

The Brokerage House pays careful attention to numerous risks related to investments in financial instruments. Investing in financial instruments carries a high degree of risk of losing some or all funds
invested.

The date presented on the first page of the Document is a date of its preparation and delivery to the recipients. Trigon Dom Maklerski S.A. is the owner of the trademarks, service marks and logo
presented in the Document. The GPW owns copyrights to the Document and the content of the Document. The Brokerage House based on the Agreement is authorize to redistributing the Document to
its clients. Any publication, dissemination, copying, use or provision of the Document (or any part thereof) to any third party in any manner other than its legally sanctioned use, requires the consent of
the WSE.

Due to certain legal limitations, the Document may not be directly or indirectly presented, made available or issued in jurisdictions where its dissemination may be subject to local legal limitations.
Persons presenting or disseminating the Document are obligated to be familiar with and observe such limitations. It is assumed that each person (organisational entity) who receives, accepts or
consents to receive the Document, by doing so:

- accepts every reservation mentioned above;

- confirms that he/she has read the Trigon Dom Maklerski S.A. Terms and Conditions of research and recommendations (available on websites: www.doakcji.trigon.pl, www.trigon.pl, referred to as the
“Terms & Conditions”) and accepts them;

- gives his/her consent to be provided with a one-time service of research and recommendation provision by the Brokerage House through receiving access to the Document. The provision is covered
by the Terms & Conditions together with reservations contained in and related to the Document. Additionally, (1) the service is limited to free of charge provision of the Document and use of the
Document by the addressee, (2) the service is valid only for the time of using the Document by the addressee.

The Document is not an offer within the meaning of Art. 66 of the Polish Civil Code, nor is the basis for entering into any other agreement or creating any other obligation.

Date of preparation: 15 October 2020
Date of first distribution: 15 October 2020 08:15 AM
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