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PGS Software (Buy; PLN 15,0)

Return of demand for software development services globally

PGS Software

PLNm 4018 1Q19 2Q19 3Q19 4Q19 1Q20 2Q20 3Q20 4Q20E|
Revenues 34,9 35,0 36,1 38,5 35,2 39,5 31,3 33,2 36,7
EBITDA 7,6 7,7 7,5 9,1 3,5 6,3 4,7 5,9 8,5
EBIT 7,1 7,2 7,0 8,6 3,0 5,8 4,3 55 8,0
Net profit 6,0 5,3 6,8 6,8 7,9 3,1 5,5 4,8 7,4
P/E12M trailing 17,1 16,1 14,4 14,8 13,7 14,9 15,7 17,2 17,6
EV/EBITDA 12M trailing 12,9 11,5 11,5 10,8 12,0 12,6 13,5 16,2 12,9
revenue yly 37% 30% 19% 20% 1% 13% -13% -14% 4%
EBITDA margin 21,7% 21,9% 20,8% 23,7% 9,8% 159% 152% 17,9% 23,1%
EBIT margin (%) 20,4% 20,6% 195% 22,4% 8,4% 14,6% 13,7% 16,6% 21,9%
net margin (%) 17,0% 153% 18,8% 17,8% 225% 7,8% 17,6% 145% 20,3%
Net debt -11 -16 -16 -25 -35 -36 -48 -36 -39

Balance sheet (PLNm) 2020E
Fixed assets 4.2 53 53 5.2 57 6,5
Current assets 30,1 34,7 60,7 67,1 71,2 75,6
Inventory 0,0 0,0 0,0 0,0 0,0 0,0
Trade receivables 15,4 20,3 19,2 19,3 21,5 25,1
Cash 14,1 11,5 35,2 39,8 41,6 42,3
Assets 34,3 40,1 67,6 72,2 76,9 82,0
Equity 23,5 27,5 54,3 59,3 62,6 65,9
Minority capital 0,0 0,0 0,0 0,0 0,0 0,0
Long-term liabilities 0,7 0,9 0,5 0,5 0,5 0,5
Interest-bearing liabilities 0,0 0,0 0,5 0,5 0,5 0,5
Short-term liabilities 8,9 10,5 11,4 11,0 12,2 13,8
Interest-bearing liabilities 0,5 0,7 0,2 0,2 0,2 0,2
Trade liabilities 4,2 53 7,3 7,1 7,1 7,1
Liabilities 34,3 40,1 67,6 72,2 76,9 82,0
Net debt adj. -13,7 -10,8 -34,5 -39,1 -41,0 -41,6
ND/EBITDA (x) -0,6 -0,4 -1,2 -1,5 -1,5 -1,3
ROE (%) 171,3% 84,5% 65,6% 36,8% 38,9% 40,9%
CCC (days) 41 39 34 31 31 34

Income statement (PLNm) 2017 2018 2019 2020E 2021E 2022E
Revenues 99,1 124,0 144,7 140,6 156,1 176,3
COGS 77,6 98,1 118,8 116,9 130,5 147,5
Gross profit 21,5 25,9 25,9 23,7 25,6 28,9
Sales expenses 0,0 0,0 0,0 0,0 0,0 0,0
Management costs 0,0 0,0 0,0 0,0 0,0 0,0
Profit fromsales 21,5 25,9 25,9 23,7 25,6 28,9
Result on other operating activity -0,1 0,1 0,0 -0,1 0,0 -0,2
EBITDA 23,0 27,7 27,7 25,4 27,5 30,9
EBITDA adj. 23,0 27,7 27,7 25,4 27,5 30,9
Amortization 1,5 1,7 1,9 1,9 1,9 2,2
EBIT 21,4 26,0 25,8 23,6 25,6 28,7
Financial net 3,5 0,4 3,3 -1,2 0,2 0,2
Gross profit 24,9 26,3 29,0 22,4 25,8 28,9
Income tax 4,8 4,8 2,2 15 2,1 2,6
Minority interest 0,0 0,0 0,0 0,0 0,0 0,0
Net profit 20,1 215 26,8 20,9 23,7 26,3
Net profit adj. 20,1 21,5 26,8 20,9 23,7 26,3
gross margin (%) 21,7% 20,9% 17,9% 16,9% 16,4% 16,4%
EBITDA adj. margin (%) 23,2% 22,4% 19,2% 18,1% 17,6% 17,5%
EBIT margin (%) 21,6% 21,0% 17,9% 16,8% 16,4% 16,3%
net margin (%) 20,3% 17,4% 18,6% 14,9% 15,2% 14,9%
Indicators 2017 2018 2019 2020E 2021E 2022E
P/E (x) 18,3 17,1 13,7 17,6 15,5 14,0
EV/EBITDA (x) 15,4 12,9 12,0 12,9 11,9 10,6
EV/EBITDA adj. (x) 15,4 12,9 12,0 12,9 11,9 10,6
P/BV (x) 15,7 13,4 6,8 6,2 5,9 5,6
COMPANY DATA PSW vs. WIG
Ticker PSW
Sector IT
Price (PLN) 13,00 16 —
52 week min/max (PLN) 7,45/ 15,1
No. of shares (mln) 28,3 11 1
Market cap (PLNm) 367 r
EV (PLNm) 328 .
Free-float 35,3% 3 él é é é é é é é él é é
Avg. turnover 3M (PLNm) 0,09 g g E ‘g 5(; 2% 53 §’ § g g
Price change 1M 3M 1Y PSW WIG rebased
*  BUY e SELL
11,7% -12,5% 31,6% e HOLD °  SUSPENDED

Cash Flow (PLNm)

2020E

Cash flows from operating activiti 18,7 18,4 25,4 22,3 24,8 26,5
Net profit (loss) 20,1 215 26,8 20,9 23,7 26,3
Amortization 15 17 19 1,9 1,9 2,2
Cash flows from investment activi -1,8 -2,0 -2,4 -1,8 -2,5 -2,9
CAPEX -2,5 -2,5 -2,1 -1,8 -2,4 -2,8
Cash flows from financial activities -15,5 -17,9 -0,5 -15,9 -20,4 -23,0
Dividend -15,2 -17,5 0,0 -14,1 -18,8 -21,3
Net cash flow's 14 -1,5 22,5 4,6 1,9 0,6
Cash opening balance 10,9 14,1 11,5 35,2 39,8 41,6
Closing balance of cash 14,1 11,5 35,2 39,8 41,6 42,3
FCF 16,2 16,0 23,3 20,5 22,4 23,6
FCF Yield (%) 4,4% 4,3% 6,3% 5,6% 6,1% 6,4%
DPS 0,54 0,62 0,00 0,50 0,67 0,76
DY (%) 4,1% 4,8% 0,0% 3,8% 5,1% 5,8%
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PGS SOFTWARE (BUY, PLN 15.0)

- We maintain our Buy recommendation and increase our target price from PLN 13.6 to PLN
15.0.

- Global leaders comparable to PGS Software see a significant rebound in demand for
software development services (Epam, Globant) in 3Q20 and the last months of the year.
Epam, which recruited 1-2k new employees a quarter in the past, has returned to 1.5k in
3Q20 after a decline in 2Q20, and is expected to recruit over 2k employees in the last
quarter (the most the Company has recruited so far). Despite the expected increase in
employment, Epam’s Management Board expects it will take several quarters to adjust the
supply of workers to the demand.

- We assume an increased demand for PGS Software services to be seen again at the end
of 2020 and the beginning of 2021. The lack of qualified staff on the market may prove to
be a barrier to growth, but given that the largest competitors are in a similar situation, we
believe that the Company will be able to increase prices of services and compensate for the
growing staff costs.

- The bench cut at the end of 3Q20 combined with the return of demand should result in an
improvement in g/q results. We raise our net profit forecast from PLN 18m to PLN 21m in
2020 and from PLN 21m to PLN 24m for 2021. We model revenue growth of 11% in 2021
(there is a risk of cooling if the current rebound is due to a desire to consume 2020
budgets, but we assume that the current rebound is not only short-term).

- Risk factors: demand for outsourced IT specialists in Western Europe, FX changes, cost
inflation, reputation risk.
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Change of forecasts 2020E 2021E 20226 2020E 2021E 20226 2020€ 2021E 20226
New Old New Od New Oid New Old New Old New Oid New Old New Old New Old
|PGS Sotware PSwW | 14 138 156 153 176 171 | 25,4 2.0 P 253 30,9 282 | 20,9 182 23,7 A0 6.3 234 |
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Trigon Dom Maklerski S.A.

Plac Unii, Budynek B, ul. Putawska 2
02-566 Warszawa
T: +48 2211 11 | F: +48 2211 12
http://www.trigon.pl | E: recepcja@trigon.pl
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Disclaimer
General information

The document has been drafted by Trigon Dom Maklerski S.A (“Dom Maklerski”). Dom Maklerski is subject to the supervision of the Polish Financial Supervision Authority (KNF).

The Document is addressed primarily to clients chosen by Dom Maklerski for the purposes of providing analysis and drafting recommendations of general character regarding transactions in financial instruments. As from the day indicated herein, the
Document may be distributed to a wide audience (on the website of Dom Maklerski or by making it available to entities authorised to cite it in media to an extent of their choice, or in another way) as a recommendation within the meaning of the
Regulation (EU) No 596/2014 of the European Parliament and of the Council 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 (“Market Abuse Regulation”) and in the Commission Delegated Regulation (EU) 2016/958 of 9 March 2016 supplementing Regulation (EU) No 596/2014 of the European Parliament and of the Council with regard to
regulatory technical standards for the technical arrangements for objective presentation of investment recommendations or other information recommending or suggesting an investment strategy and for disclosure of particular interests or indications of
conflicts of interest (“Regulation on recommendations”).

Explanations of technical terms used in the Document:

capitalisation — product of multiplication of the market price and the number of shares issued by a company

free float (%) — portion of the number of shares in the hands of shareholders that own below 5% of the total number of shares less the treasury stock owned by the company
min/max 52 weeks — minimum/maximum market share price from the past 52 weeks

average volume — average volume of trading in shares in the past month

EBIT — operating profit

EBITDA — operating profit plus D&A

adjusted profit — net profit adjusted for one-off transactions
CF — cash flow

CAPEX - sum of investment expenditure on fixed assets

ROA - rate of return on total assets

ROE - rate of return on equity

gross profit on sales margin — gross profit on sales divided by net revenues from sales

EBITDA margin — earnings before interest, taxes, depreciation and amortization divided by net revenues from sales
EBIT margin — earnings before interest and taxes divided by net revenues from sales

net margin — net profit divided by net revenues from sales

EPS — net earnings per share

DPS — dividend per share

P/E — market price divided by net profit per share

P/BV — market price divided by the book value of one share
EV/EBITDA — EV divided by EBITDA of a company

EV — sum of present capitalisation and net debt of a company

DY - dividend yield, i.e. ratio of the dividend paid to the stock price

Recommendations issued by Dom Maklerski

BUY - in the opinion of Dom Maklerski, the financial instrument’s upside equals at least 10%

HOLD - Dom Maklerski expects relatively stable quotations of a financial instrument, or possibly a maximum increase of 10%

SELL - in the opinion of Dom Maklerski, there is a potential for a decrease in a financial instrument of more than -0%

Recommendations issued by Dom Maklerski are treated as applicable for 12 months following the distribution date (indicated in the preface of the document) or until the materialisation of the target price of a financial instrument.
Dom Maklerski can update its recommendation at any time, depending on current market conditions or an assessment by persons preparing the recommendation.

Short-term recommendations (including those particularly marked as speculative) can be marked with a shorter duration. Short-term recommendations marked as speculative are related to an increased investment risk.

The document was prepared by: Grzegorz Kujawski, Maciej Marcinowski, Dominik Niszcz, Michat Kozak, tukasz Rudnik, Kacper Kopron, David Sharma, Katarzyna Kosiorek, Marta Artemiuk, Michat Literski
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Applied valuation methods

In general, Dom Maklerski uses two valuation methods: the DCF (discounted cash flow) model and the market multiples valuation method, which involves comparing the core market multiples of a company with those of its peer companies. Alternatively,
the dividend discount model may be used.

On the negative side, the methods based on discounted flows are highly sensitive to the adopted assumptions. On the positive side, these methods are not dependent on the current market valuation of a company. In turn, the CCA method is flawed by
the risk that the market valuation of peer companies at a given point in time may inadequately reflect their actual value. On the plus side, it shows the market valuation of a company generated on the basis of market valuations of peer companies.

Disclaimer, risk reservations

In the opinion of Dom Maklerski, this Document has been drafted with due diligence and any impact of a potential conflict of interests is excluded. Nevertheless, Dom Maklerski shall not be liable for any possible inconsistencies between the information
contained in this Document and the facts and/or for its incorrect assessments. In particular, Dom Maklerski shall not be responsible for any damages incurred as a result of decisions made on the basis of information contained in this Document.

This Document does not take into account the individual needs and situation of a given investor, nor does it indicate that any investment is suitable in the individual situation of a given investor for whom the conclusions arising from this Document may
prove to be not relevant.

Dom Maklerski shall not be liable for the way the information provided in this Document is used. The presented historical figures relate to the past and the results achieved in the past do not guarantee that the same results will be achieved in the future.
The presented data relating to the future may turn out to be incorrect, reflect assessments made by persons formulating opinions on behalf of a reported entity, or result from one's own assessment on the part of Dom Maklerski.

When using the information and/or conclusions presented in the Document, it is important also to: conduct an independent assessment of the information provided and consider other information apart from that provided; carry out one's own verification
of the data provided and conduct a risk assessment as regards making decisions on the basis of this Document and consider using services of an independent analyst, an investment advisor or other people with the required expertise.

Unless the document indicates otherwise, the information contained therein should not be treated as authorised or approved by the entity to which it relates and the applications and opinion contained therein are only the opinions and applications of
Trigon Dom Maklerski S.A.

Subject to the disclosures indicated below, there is no conflict of interests between Dom Maklerski and/or those taking part in the preparation of this document or having access to the document prior to its publication: employees, service providers and
other related persons and the Issuer. As of the date of the Document, Dom Maklerski holds no shares of the Issuer. Among the people who took part in drafting the recommendation, as well as those who did not participate in this process, but had or
could have an access to it, there are no persons holding Issuer’s shares representing at least 5% of the share capital or financial instruments whose value is materially related to the value of financial instruments issued by the Issuer. In the past 12
months, Dom Maklerski received no dividend from the Issuer. Neither members of the Issuer’s governing bodies nor their relatives are members of the governing bodies of Trigon Dom Maklerski S.A. None of the persons involved in the preparation of
report performs functions in the Issuer’s governing bodies, holds any managerial position, or is a relative to any member of the Issuer’s governing bodies. Moreover, none of the above or their relatives are party to any agreement with the Issuer, which
would be concluded on terms and conditions different from other agreements to which the Issuer and consumers are a party. Dom Maklerski shall not provide the Issuer with services concerning the financial instruments covered by this Document such
as: (i) offering financial instruments in primary trading or IPO within 12 months preceding the publication of the Document, (ii) buying and selling financial instruments on its own account in order to perform tasks related to the organisation of a regulated
market, and (iii) buying or selling financial instruments on its own account in order to perform investment underwriting or service agreements. The salaries of persons involved in drawing up this Document do not depend on the financial results achieved
by Dom Maklerski from transactions related to the Issuer’s financial instruments, which Dom Maklerski has executed. Dom Maklerski is not party to any agreement with the Issuer on the drafting of recommendations. There are no other circumstances
related to the potential conflict of interests which have to be reported under the Regulation on recommendations.

Dom Maklerski provides to selected Issuers a brokerage service for purchase or sale of financial instruments on one’s own account in order to fulfil tasks related to the regulated market organisation, for consideration payable by the Issuer (it acts as
issuer’s market maker with regard to the Issuer’s financial instruments in accordance with the Rules of Procedure of the Warsaw Stock Exchange), the current list of entities based on which Dom Maklerski provides its brokerage service of purchase or
sale of financial instruments on one’s own account in order to fulfil tasks related to the regulated market organisation can be found on the website https://www.gpw.pl/animatorzy_emitenta

There are no other circumstances related to the potential conflict of interests which have to be reported under the Regulation on recommendations.

Dom Maklerski manages current and/or potential conflicts of interests by adopting measures provided for in the Regulation on recommendations and by implementing the general policy on managing conflicts of interests of Dom Maklerski. In the opinion
of Dom Maklerski, this Document has been drafted excluding any impact of a potential conflict of interests. The employees of Dom Maklerski taking part in the preparation of recommendations: (i) do not receive remuneration directly linked to
transactions regarding the services of Dom Maklerski described in sections A and B of Annex | to Directive 2014/65/EU or to other kind of transactions carried by Dom Maklerski or any other legal person being a part of the same capital group as Dom
Maklerski, nor to the fees for such transactions received by Dom Maklerski or any other legal person being a part of the same group as Dom Maklerski, (ii) do not receive and do not buy the issuer’s shares before the public offering.

Details of the policy on managing conflicts of interests can be found at www.trigon.pl

In addition, Dom Maklerski may — at any time — offer its services to the Issuer or start providing such services. Dom Maklerski or other entities associated with it may take part in transactions related to the Issuer’s financing and provide services for the
Issuer or liaise in the provision of services for the Issuer, as well as have the possibility of executing or execute financial instrument transactions issued by the Issuer or entities associated with the Issuer, also prior to the presentation of the Document to
those for whom it has been drafted.
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Dom Maklerski pays close attention to numerous risk factors related to investment in financial instruments. Investing in financial instruments entails a high risk of losing some or all of the invested funds.

The date indicated on the first page of this Document is the date of its completion and notification to the audience. Trademarks, services designations and the logo contained in this Document constitute trademarks, services designations and the logo of
Trigon Dom Maklerski S.A. Dom Maklerski is the owner of the copyright to this Document and its contents. Publication, dissemination, copying, using the Document (or its part) or making it (or its part) available to third parties in any form other than the
one permissible under applicable law requires the consent of Dom Maklerski.

Due to the formal restrictions resulting from the legal provisions, the Document may not be directly or indirectly transferred, made available or published in jurisdictions in which its dissemination may be subject to local legal restrictions. Persons making
the Document available or disseminating it are required to be aware of the above-mentioned restrictions and to observe them at all times.

It is assumed that any person (organisational entity) who downloads or accepts this Document or consents to transferring this Document to them thereby:

- agrees to observe any and all of the above-mentioned stipulations;

- confirms that they have read the Rules of Procedure concerning the drafting of Analyses and Recommendations applicable at Trigon Dom Maklerski S.A. (available at: www.doakcji.trigon.pl, www.trigon.pl, hereinafter referred to as “the Rules of
Procedure”) and accepts the provisions of the Rules of Procedure;

- agrees to the one-off (within the scope of the Document) provision of analysis and recommendation transfer service by Dom Maklerski through making the Document available. In line with the provisions of the Rules of Procedure and taking into
account the reservations contained in the Document and published together with it: (1) the object of the service is limited to making the Document available to the recipient free of charge and to its subsequent use by the recipient, (2) the agreement for
the provision of this service is binding on the Parties only during the period in which it is being used by the recipient.

This Document does not constitute: an offer within the meaning of Article 66 of the Civil Code or a basis for the conclusion of another agreement or the establishment of another liability.

Reservations regarding the financial instruments referred to in this Document for which no recommendation has been issued.

This document is of a promotional nature, has been drafted by the team of analysts of Trigon Dom Maklerski S.A. exclusively for information purposes and does not constitute a recommendation within the meaning of the Regulation of the Minister of
Finance of 19 October 2005 on information constituting recommendations concerning financial instruments, their issuers or drawers (Dz. U. [Journal of Laws] of 2005, No 206, item 1715).

In the opinion of Dom Maklerski, this Document has been drafted with due diligence and any impact of a potential conflict of interests is excluded. There is no conflict of interests between Dom Maklerski and/or those taking part in the preparation of this
document or having access to the document prior to its publication: employees, service providers and other related persons and the Issuer companies indicated in the Document. Among the people who took part in drafting the document, as well as
those who did not participate in this process, but had or could have an access to it, there are no persons holding shares of the Issuer companies (“Issuers”) indicated in the Document, representing at least 5% of the share capital or financial instruments
whose value is materially related to the value of financial instruments issued by the Issuer companies. Neither members of the Issuer companies’ governing bodies nor their relatives are members of the governing bodies of Trigon Dom Maklerski S.A.
None of the persons involved in the preparation of report performs functions in the Issuer companies’ governing bodies, holds any managerial position, or is a relative to any member of the Issuer companies’ governing bodies. Moreover, none of the
above or their relatives are party to any agreement with the Issuer companies, which would be concluded on terms and conditions different from other agreements to which a given Issuer and consumers are a party. The presented historical data refer to
the past.

The historical figures presented in the Document relate to the past and the results achieved in the past do not guarantee that the same results will be achieved in the future. The presented data relating to the future may turn out to be incorrect, reflect
assessments made by persons formulating opinions on behalf of a reported entity, or result from one's own assessment on the part of Dom Maklerski. Before making an investment decision, the investor should understand the risk related to the Issuer’s
activity profile and the nature of the market on which the Issuer operates. Unless the document indicates otherwise, the information contained therein should not be treated as authorised or approved by the entity to which it relates and the applications
and opinion contained therein are only the opinions and applications of Trigon Dom Maklerski S.A.

Dom Maklerski provided or provides against payment in the past as well as on the date of drafting the Document financial consulting and investment banking services and other brokerage services to selected Issuer companies indicated in the
Document, in return for a fee whose amount may depend on the stock price of the financial instruments described in the Document. Dom Maklerski manages current and/or potential conflicts of interests by adopting measures provided for in the policy
on managing conflicts of interests of Dom Maklerski. The salaries of persons involved in drawing up this Document do not depend on the financial results achieved by Dom Maklerski from services provided to the Issuers’ companies. In the opinion of
Dom Maklerski, this Document has been drafted excluding any impact of a potential conflict of interests.

This Document does not take into account the individual needs and situation of a given investor, nor does it indicate that any investment is suitable in the individual situation of a given investor for whom the conclusions arising from this Document may
prove to be not relevant. Dom Maklerski is liable neither for investment decisions made on the basis of this Document nor for damages incurred as a result of these investment decisions; it also does not guarantee the accuracy and completeness of this
Document and does not provide any assurance that any statements made herein with respect to the future will prove to be true.

Investing in financial instruments entails a high risk of losing some or all of the invested funds. Trademarks, services designations and the logo contained in this Document constitute trademarks, services designations and the logo of Trigon Dom
Maklerski S.A. Dom Maklerski is the owner of the copyright to this Document and its contents. Publication, dissemination, copying, using the Document (or its part) or making it (or its part) available to third parties in any form other than the one
permissible under applicable law requires the consent of Dom Maklerski.

Date of preparation: 10 December 2020

Date of first distribution: 10 Decemberr 2020, 13:00
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