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Boldly navigating tough times
Outperform maintained, TP down to PLN45.8
We are reiterating Outperform recommendation with TP at PLN45.8 vs. prior Recommendation Outperform

PLN55.7 reflecting company’s FY23 guidance pointing at higher capex, new
cost of capital assumptions and new weights between DCF and multiple
valuation (now at 30%/70%). We are increasing our FY22/23 sales and EBITDA

forecast by 1.0%/8.5% and 2.5%/1.5%, respectively. We see company’s delivery  "7ic€ (PLN, 07 November 2022) 35.2
in FY22 (year-to-Sep) as strong as it was achieved in highly unsupportive  Target price (Dec’23, PLN) 45.8
surroundings, namely supply chain crunch and inflation of costs outbreak.  Market cap. (PLNmn) 20,010
Pepco as a variety discounter focusing on keeping low prices could have Free float (%) 211
answered only through better costs management and it seems it managed the Number of shares (mn) 575
impossible, namely delivered only a modest EBITDA margin erosion (-20bps Average daily turnover 3M (mn) 15.1
y/y) in FY22E. We see company’s FY23 guidance as solid and achievable. Our  gyrp N 4.70

FY23E forecast reflects it. In this light, we see valuation at FY23 EV/EBITDA of
7.6x as attractive.

Strong results expected in 2H22E. As it was guided by Pepco during an
announcement of 2H22 trading statement, we expect a solid end of the company's

fiscal year (year-to-Sep) with EBITDA at EUR397m. Besides, we expect sales growth ~ 60 'l r

at 14.4% y/y to EUR2,432m in 2H22E. We view Pepco’s Group results as strong as 55 - WIG Relative
they were achieved in unsupportive circumstances. Please note that the company  s5p

is seeing high inflationary pressure on costs similar to other retailers starting from o |[ = AW VWi

logistics (albeit recently pressure is easing) through labour ending on energy bills, = Lvrr™" = V" Ay

and keeps its ASP as low as possible to attract new market share. Note that our

FY22E adj. EBITDA forecast (EUR744m) is exactly the same as our IPO’s forecast B

(EUR745m), which should be seen positively as many have changed to the negative 30

side (supply chain crunch, inflation outbreak, fx headwinds and war in Ukraine). 25 TP FEFETET SO PP A A
Pepco managed to deliver forecast mainly thanks to new market share resulted YAYIIFITIIYIFIYIYYIY D
from (1) higher traffic in its stores, (2) operating excellence in managing store costs, 3223628 =¢2s¢%2 s 2 22860

(3) strong execution in procurement (rising importance of PGS) in Group deliveries.

Guidance indicating market share growth. During the Investor Day, the company
presented FY23 guidance (summarized in fig. 2). Our forecast points at sales growth
by 16.6% y/y to EUR5.6bn, EBITDA growth by 15.0% y/y to EUR831m (margin at
14.8%, -20bps y/y) and net profit at EUR270m (+14.0% y/y). Our forecast reflects
company's plans as we think Pepco is capable to deliver profitable market share
gains in all geographies. We think that Pepco should benefit from its price
competitive advantage and attract even more customers driving its LFL, which, along
with operating excellence in costs management and new savings initiatives (ongoing
store remodelling in CEE), should support the company to mitigate inflationary costs
pressures. We also think that new, more effective store format decreases the risk of
unprofitable stores rollout recently increased to 560 stores (vs. prior forecast of 400
stores).

Valuation and risk. We are lowering our TP to PLN45.8 mainly due to a higher
multiple valuation at PLN41.2 (+14%; 70% weight) and DCF valuation at PLN56.5 (-
25%; 30% weight). We see (1) a risk of potential share overhang from the parent
company, (2) consumption slowdown, (3) resurgence of the COVID-19 pandemic, (4)
further growth of the online competition, (5) increased competition from other
discounters, and (6) costs pressure and logistics disruption as the main risks for our
rating.

Pepco: Financial summary*
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- Under Review / Suspended

The chart measures performance against the WIG index.

What has changed

e TP cuttoPLN45.8 from PLN 55.7 on lower DCF due
to higher cost of capital assumptions;
e FY22-23E EBITDA (ex. IFRS16) went up 8.5% and

1.5%, respectively.

Main shareholders

% of votes

IBEX Retail Investments

78.9

Source: GPW

Company description

Pepco is the CEE variety discounter leader with rising

footprint in Western Europe.

& Santander Biuro Maklerskie

Disclosure statements provided in the last section of this report are an integral part of this document.

| . EURmMN (year to Sep) 2020 2021 2022E  2023E  2024E  2025E
(D Sales 3,518 4,122 4,804 5,600 6,409 7,274
U Adj. EBITDA 442 647 744 831 956 1086
C Adj. EBITDA (ex. IFRS16) 242 424 506 569 671 780
c Adj. net profit 15 169 255 270 326 389 Analyst
o P/E (x) n.a. 36.1 16.9 15.9 13.2 1.1 K
(== EV/EBITDA (x) na. 144 8.5 7.5 6.3 53  romaszSokolowski
(OB (CF Vield na.  4.9%  44%  23%  43% 729  CouityAnalyst
U) Dividend Yield n.a. 0.0% 0.0% 0.0% 0.0% 0.0% +48 22 586 82 36 tomasz.sokolowski@santander.pl
4 Source: Company data, Santander Brokerage Poland estimates ,* 2020-2021 ratios calculated on
historical annual share price average
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Forecast change

Fig. 1. Pepco: Forecast change

& Santander

FY22E FY23E FY24E
EURmMn new old chng. new old chng. new old chng.
Sales 4,804 4,756 1.0% 5,600 5,462 2.5% 6,409 6,209 3.2%
Adj. EBITDA (ex. IFRS16) 506 466 8.5% 569 561 1.5% 671 667 0.7%
Adj. net profit 255 225 13.4% 270 281 -3.9% 326 355 -8.1%
EBITDA margin 10.5% 9.8% 73 10.2% 10.3% -10 10.5% 10.7% -27
net profit margin 5.3% 4.7% 58 4.8% 5.2% -33 5.1% 5.7% -63

Source: Company data, Santander Brokerage Poland estimates

Fig.

—
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2. Pepco: FY2023 guidance

Net new stores

¥ Accelerated store roll out
¥ >550 new stores of which »500 will be under the PERCO banner

Revenue Growth

¥ LFL growth tick up of existing estate, supported by stare enhancement programme.
¥ Mid to high teens total revenue growth given accelerated store roll out & LFL uptick

EBITDA Margin

+ On track to deliver historical EBITDA growth notwithstanding any significant macro
deterioration

¥ EBITDA margin remains under pressure in the short term reflecting the price focused
strategy

¥ Capex anticipated to be ¢.£350-€400m reflecting;

¥ A tick up in store roll out;

¥ Initiation of Pepco New Look and a tick up in the Poundland refit programme, and;
¥ Anincreased focus in Western Europe

Capital Allocation

¥ Maintain a prudent approach with net debt / EBITDA ratio of up to 2.5x {IFRS 16
basis)

¥ Management focus remains on growth opportunities at market leading returns

¥ The initiation of a dividend remains under review whilst investment led growth
opportunities are fully explored

Source: Company data
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Fig. 3. Pepco: Key assumptions

EURmMnN 1H21 2H21 2021 1H22 2H22E | 2022E | 1H23E 2H23E | 2023E | 1H24E 2H24E | 2024E
Pepco 1,017 1,150 2,166 1,282 1,411 2,693 1,595 1,754 3,349 1,925 2,078 4,003
chng. 9.5% 42.0% 24.6% 26.1% 22.8% 24.3% 24.4% 24.3% 24.4% 20.7% 18.4% 19.5%
LFL -1.2% 23.5% 11.9% 7.2% 6.5% 6.8% 7.6% 8.0% 7.8% 5.0% 5.0% 5.0%
Stores 2,229 2,464 2,464 2,666 2,910 2,910 3,130 3,430 3,430 3,650 3,950 3,950
new (q/q) 129 235 202 244 446 220 300 520 220 300 520
new (y/y) 299 364 364 437 446 446 464 520 520 520 520 520
% chng 15.5% 17.3% 17.3% 19.6% 18.1% 18.1% 17.4% 17.9% 17.9% 16.6% 15.2% 15.2%
floor (k sqm) 1,003 1,109 1,109 1,200 1,310 1,310 1,409 1,544 1,544 1,643 1,778 1,778
avg, store size 450 450 450 450 450 450 450 450 450 450 450 450
P/D 979 977 1,956 1,090 1,021 2,111 1,156 1,095 2,251 1,233 1,173 2,406
chng. -0.5% 22.7% 9.9% 11.4% 4.5% 7.9% 6.1% 7.2% 6.6% 6.7% 7.1% 6.9%
LFL -2.9% 10.9% 4.0% 3.3% 3.6% 3.4% 3.5% 4.0% 3.7% 3.5% 4.0% 3.7%
Stores 1017 1040 1,040 1,030 1,051 1,051 1,061 1,091 1,091 1,101 1,131 1,131
new (q/q) 96 23 -10 21 11 10 30 40 10 30 40
new (y/y) 103 119 119 13 11 1 31 40 40 40 40 40
% chng 11.3% 12.9% 12.9% 1.3% 1.1% 1.1% 3.0% 3.8% 3.8% 3.8% 3.7% 3.7%
floor (k sqm) 712 728 728 721 736 736 743 764 764 771 792 792
avg, store size 700 700 700 700 700 700 700 700 700 700 700 700
Sales 1,995 2,127 4,122 2,372 2,432 4,804 2,751 2,849 5,600 3,158 3,251 6,409
chng. 4.4% 32.4% 17.2% 18.9% 14.4% 16.6% 16.0% 17.1% 16.6% 14.8% 14.1% 14.4%
LFL -2.0% 17.7% 8.1% 5.4% 5.3% 5.3% 5.9% 6.5% 6.2% 4.4% 4.6% 4.5%
Stores 3,246 3,504 3,504 3,696 3,961 3,961 4,191 4,521 4,521 4,751 5,081 5,081
chng. 13.9% 13.0% 13.0% 13.4% 14.1% 14.1% 13.4% 12.4% 12.4%
new 450 457 457 495 560 560 560 560 560
EBITDA 317 333 651 326 397 723 367 464 831 424 532 956
chng 15% 109% 50% 3% 19% 1% 13% 17% 15% 15% 15% 15%
margin 15.9% 15.7% 15.8% 13.7% 16.3% 15.0% 13.3% 16.3% 14.8% 13.4% 16.4% 14.9%
Pepco 208 248 455 234 305 539 271 365 636 322 426 747
chng 15% 110% 52% 13% 23% 18% 16% 20% 18% 19% 17% 18%
margin 20.4% 21.5% 21.0% 18.3% 21.6% 20.0% 17.0% 20.8% 19.0% 16.7% 20.5% 18.7%
P/D 107 80 188 95 92 187 96 99 195 102 106 208
chng 1% 105% 39% -12% 15% 0% 1% 7% 4% 7% 7% 7%
margin 10.9% 8.2% 9.6% 8.7% 9.0% 8.8% 8.3% 9.0% 8.7% 8.3% 9.0% 8.7%
other 3 5 8 -3 0 -3 0 0 0 0 0 0
Adj. EBITDA 324 323 647 347 397 744 367 464 831 424 532 956
chng 46.3% 7.3% 23.0% 15.1% 5.7% 16.8% 11.6% 15.5% 14.7% 15.0%
margin 15.7% 14.6% 16.3% 15.5% 13.3% 16.3% 14.8% 13.4% 16.4% 14.9%
Pepco 215 242 457 240 305 545 271 365 636 322 426 747
chng 52.8% 11.5% 26.1% 19.2% 13.1% 19.7% 16.8% 18.6% 16.7% 17.5%
margin 21.2% 21.0% 21.1% 18.7% 21.6% 20.2% 17.0% 20.8% 19.0% 16.7% 20.5% 18.7%
P/D 108 87 195 106 92 198 96 99 195 102 106 208
chng 37.3% -1.9% 6.2% 1.7% 9.7% 7.2% -1.8% 6.7% 7.1% 6.9%
margin 11.1% 8.9% 10.0% 9.7% 9.0% 9.4% 8.3% 9.0% 8.7% 8.3% 9.0% 8.7%
Other 0 -6 -5 1 0 1 0 0 0 0 0 0

Source: Company data, Santander Brokerage Poland estimates
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Valuation

Fig. 4. Pepco: Valuation summary*
PLN/shr New Previous Change
DCF valuation 56.5 75.1 -25%
SOTP 41.2 36.2 14%
Target Price 45.8 55.7 -18%

Source: Santander Brokerage Poland estimates, * we changed valuation weights to 70% SOTP and
30% to DCF from 50%/50% to focus more on mid-term perspectives and market valuation multiples,
which we see fair for the company (please see discussion below)

Fig. 5. Pepco: SOTP valuation *

EURmMn Multiple  EBITDA

Pepco
We are leaving our target EV/EBITDA for Pepco unchanged at 11.0x NTM
EBITDA (ex. IFRS16). This implies 10% premium to LPP (target EV/EBITDA
employed in our TP is 10.0x). We think it is justified as (1) Pepco has a
more proven variety discount business in Western Europe (break even
reached already in Italy) than LPP (already starting rollout in
Italy/Greece, of which outcome is still uncertain) and (2) is 100% variety
discounter (differentiating factor to LPP, where Sinsay accounts for only
38% of sales). We also think that Pepco might be gradually more

11.0x 461 . ) S .

compared to DM Variety Discount segment, which is valued at higher
EV/EBITDA (avg. 12.8x) than fast fashion (6.0x). Projected growth
comparison between Pepco and DM Variety sector and LPP provide
another rationale behind premium for Pepco. Pepco with its 3Y CAGR of
sales/EBITDA ex. IFRS16 at 16%/17% is better than DM Variety
Discounters (3Y CAGR of sales/EBITDA ex. IFRS16 at 9%/8% and in line
with LPP’s 16%/16% growth rates (excl. Russia impact).

EV 5,074

P/D

5 4x 53 P/D's EV calculation at EUR289mn assumes 15% discount to 2023E
’ EV/EBITDA of Tesco at 6.4x.

EV 289

Total 5,363

(-) net debt (cash) 320

Equity Value (EURmMnN) 5,043

EURPLN 4.7

Equity Value (PLNmn) 23,702

no. of shares 575

Target Price (Dec’23, PLN) 41.2

Source: Santander Brokerage Poland estimates, * EBITDA (ex. IFRS16, NTM)

Fig. 6. Pepco: Variety Discounters multiples

Cap. P/E EV/EBITDA FCF'23E
Name Cccy Price (USD) 2022E 2023E 2024E 2022E 2023E 2024E yield
DOLLAR GENERAL usb 249.7 56,321 211 19.5 17.6 14.2 13.4 12.5 4.7%
FIVE BELOW usb 143.0 7,936 32.3 25.8 20.5 17.8 14.5 11.7 1.6%
DOLLARAMA CAD 79.7 16,820 29.7 25.1 211 18.1 16.4 14.8 2.0%
B&M EUROPEAN GBp 343.9 3,953 9.8 10.5 9.1 7.1 6.8 7.0 9.7%
Median 254 22.3 19.0 16.0 14.0 121 3.4%
Average 23.2 20.2 171 14.3 12.8 11.5 4.5%

Source: Bloomberg, Santander Brokerage Poland estimates

4 & Santander Biuro Maklerskie
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Fig. 7. Pepco: Variety Discounters industry growth ratios

& Santander

Sales EBITDA Net profit
CAGR'21/24E CAGR'21/24E CAGR'21/24E
DOLLAR GENERAL 7.9% 8.4% 7.9%
FIVE BELOW 14.1% 12.0% 11.7%
DOLLARAMA 9.5% 12.6% 14.6%
B&M EUROPEAN 4.7% -1.4% -2.3%
Median 8.7% 10.2% 9.8%
Average 9.0% 7.9% 7.9%
Source: Bloomberg, Santander Brokerage Poland estimates
Fig. 8. Pepco: DCF valuation
PLNmn 2023E 2024E 2025E 2026E 2027E  2028E TV
Revenue 5,600 6,409 7,274 8,141 9,036 9,993
EBITDA (ex. IFRS16) 569 671 780 890 1,003 1,096
EBIT 400 472 550 626 705 763
tax 80 94 110 125 141 153
NOPAT 320 378 440 501 564 610
D&A 170 199 231 263 297 333
wC 10 9 8 6 5 14
CAPEX -350 -350 -319 -249 -257 -339
FCF 150 235 360 522 610 619 640
WACC 13.5% 11.7% 11.7%
PV FCF 2023-28E 1,961
Terminal growth 3.5%
Terminal Value (TV) 7,841
PV TV 4,044
Total EV 6,005
Net debt -81
Equity Value 6,086
Equity Value (year end) 6,910
EURPLN 4.7
Equity Value (PLN) 32,477
Number of shares (m) 575
YE target price (PLN) 56.5
DPS 0
YE TP (ex-div, PLN) 56.5

Source: Company data, Santander Brokerage Poland estimates

Fig. 9. Pepco: WACC *

With this report we increase rfr to 7%/5% from 6%/4% before; ERP to 7.2% from 5.0% before; and

terminal growth to 3.5% from 2.5%.

23/25E fcst 26/28E + TV
Risk free rate (10-year Polish T-bond yield) 7.0% 5.0%
Unlevered beta 1.0 1.0
Levered beta 1.4 1.4
Equity risk premium 7.2% 7.2%
Cost of equity 17.4% 15.4%
Risk free rate (10-year Polish T-bond yield) 7.0% 5.0%
Debt risk premium 1.0% 1.0%
Tax rate 19% 19%
After tax cost of Debt 6.5% 4.9%
%D 35% 35%
%E 65% 65%
WACC 13.5% 11.7%

Source: Company data, Santander Brokerage Poland estimates,
5 & Santander Biuro Maklerskie
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Financial forecasts

Fig. 10. Pepco: P&L forecast

& Santander

EURmMnN 2020 2021 2022E 2023E 2024E 2025E
Sales 3,518 4,122 4,804 5,600 6,409 7,274
chng. 3% 17% 17% 17% 14% 13%
Pepco 1,738 2,166 2,693 3,349 4,003 4,704
chng. 7% 25% 24% 24% 20% 18%
P/D 1,780 1,956 2,111 2,251 2,406 2,570
chng. 0% 10% 8% 7% 7% 7%
Gross profit 1,433 1,769 2,005 2,345 2,689 3,056
chng. -1% 23% 13% 17% 15% 14%
margin 40.7% 42.9% 41.7% 41.9% 42.0% 42.0%
Opex 1,301 1,465 1,659 1,945 2,217 2,507
chng. 9% 13% 13% 17% 14% 13%
Profit on sales 132 304 347 400 472 550
chng. -47% 130% 14% 15% 18% 16%
margin 3.8% 7.4% 7.2% 7.1% 7.4% 7.6%
other op. costs 12 21 0 0 0 0
EBIT 120 282 347 400 472 550
chng. -53% 135% 23% 15% 18% 16%
margin 3.4% 6.9% 7.2% 7.1% 7.4% 7.6%
D&A 290 326 376 431 484 536
EBITDA 423 629 723 831 956 1,086
chng. n.a. 49% 15% 15% 15% 14%
margin 12.0% 15.3% 15.0% 14.8% 14.9% 14.9%
Adj. EBITDA 442 647 744 831 956 1,086
chng. 33% 46% 15% 12% 15% 14%
margin 12.6% 15.7% 15.5% 14.8% 14.9% 14.9%
Pepco 299 457 545 636 747 864
chng. n.a. 53% 19% 17% 18% 16%
margin 17.2% 21.1% 20.2% 19.0% 18.7% 18.4%
P/D 142 195 198 195 208 222
chng. n.a. 37% 2% -2% 7% 7%
margin 8.0% 10.0% 9.4% 8.7% 8.7% 8.7%
other 1 -5 1 0 0 0
Adj. EBITDA (ex. IFRS16) 242 424 506 569 671 780
chng. n.a. 75% 19% 13% 18% 16%
margin 6.9% 10.3% 10.5% 10.2% 10.5% 10.7%
Financial income 4 1 2 3 4 5
Financial costs 106 87 47 65 68 68
PBT 18 196 302 338 408 487
chng. n.a. 1013% 54% 12% 21% 19%
margin 0.5% 4.8% 6.3% 6.0% 6.4% 6.7%
tax 17 41 64 68 82 97
X/0 1 0 0 0 0 0
Net profit -1 155 238 270 326 389
chng. n.a. n.a. 54% 14% 21% 19%
margin n.a. 3.8% 5.0% 4.8% 5.1% 5.4%
Adj. net profit 15 169 255 270 326 389
chng. n.a. 1014% 51% 6% 21% 19%
margin 0.4% 4.1% 5.3% 4.8% 5.1% 5.4%
Adj. EPS 0.0 0.3 0.4 0.5 0.6 0.7
chng. 1014% 51% 6% 21% 19%

Source: Company data, Santander Brokerage Poland estimates

<& Santander Biuro Maklerskie
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Fig. 11. Pepco Group: Balance sheet forecasts

EURmMnN 2020 2021 2022E 2023E 2024E 2025E
Current assets 1,020 1,232 1,536 1,770 2,091 2,548
cash and equivalents 400 508 697 798 982 1,291
other short term investments 0 0 0 0 0 0
accounts receivable 49 61 72 83 95 108
inventories 567 597 701 823 948 1,083
prepaid expenses 4 66 66 66 66 66
Fixed assets 2,050 2,349 2,407 2,587 2,738 2,826
PPE 379 440 479 641 774 843
long-term investments 0 0 0 0 0 0
intangibles 810 890 908 926 944 963
goodwill 0 0 0 0 0 0
long-term receivables 3 3 3 3 3 3
right-of-use asset 807 957 957 957 957 957
other 51 60 60 60 60 60
Long-term deferred charges 0 0 0 0 0 0
Total assets 3,070 3,582 3,943 4,357 4,829 5,375
Current liabilities 883 1,114 1,237 1,381 1,527 1,683
bank debt 10 71 71 71 71 71
accounts payable 611 744 867 1,011 1,157 1,313
lease liabilities 247 260 260 260 260 260
Deferred income 15 39 39 39 39 39
Long-term liabilities 1,434 1,460 1,460 1,460 1,460 1,460
bank debt 707 545 545 545 545 545
lease liabilities 672 839 839 839 839 839
Provisions 55 76 76 76 76 76
Equity 754 1,008 1,245 1,516 1,842 2,231
share capital 6 6 6 6 6 6
capital reserves 748 847 1,002 1,240 1,510 1,836
net income -1 155 238 270 326 389
Minority Interest 0 0 0 0 0 0
Total liabilities and equity 3,070 3,582 3,943 4,357 4,829 5,375
Bank debt 717 616 616 616 616 616
lease liabilities 919 1,099 1,099 1,099 1,099 1,099
Net debt (ex. IFRS16) 317 109 -81 -182 -365 -675
Net debt/EBITDA (ex. IFRS16) 1.3 0.3 -0.2 -0.3 -0.5 -0.9
Net debt/EBITDA 2.9 1.9 1.4 1.1 0.8 0.4

Source: Company data, Santander Brokerage Poland estimates

7 & Santander Biuro Maklerskie
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Fig. 12. Pepco Group: Cash flow statement forecasts

EURmMn 2020 2021 2022E 2023E 2024E 2025E
Cash flow from operations 580 702 623 712 819 934
Net profit -1 155 238 270 326 389
Provisions -12 29 0 0 0 0
Depreciation and amortisation 91 103 138 170 199 231
, of which: right-of-use asset amo. 200 222 238 261 285 306
Changes in WC, o/w 207 101 9 10 9 8

inventories -51 -19 -104 -122 -125 -135

receivables 20 -21 -10 -12 -12 -13

payables 238 141 123 144 146 156
Other, net 94 92 0 0 0 0
Cash flow from investment -165 -184 -195 -350 -350 -319
Additions to PPE and intangibles -163 -181 -195 -350 -350 -319
Change in long-term investments -2 -3 0 0 0 0
Other, net 0 0 0 0 0 0
Cash flow from financing -261 -411 -238 -261 -285 -306
Change in long-term borrowing 0 -129 0 0 0 0
Change in short-term borrowing 0 0 0 0 0 0
Change in equity 0 0 0 0 0 0
Dividends paid 0 0 0 0 0 0
Other, net* -261 -283 -238 -261 -285 -306
Net change in cash and equivalents 153 108 190 100 184 309
FCF 217 300 190 100 184 309

Source: Company data, Santander Brokerage Poland estimates

8 & Santander Biuro Maklerskie
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DISCLOSURES

All of the views expressed in this report accurately reflect the personal views of the Analyst of Equity Research Team in Santander Brokerage Poland which is a separate
organizational unit of Santander Bank Polska S.A. (“Santander Bank Polska”), who is the author of this report.
Santander Brokerage Poland emphasizes that this document is going to be updated at least once a year.

Over the previous 12 months, Santander Bank Polska has been lead or co-lead manager in a publicly disclosed offer of or on financial instruments of: Pepco Group NV.

Santander Brokerage Poland acts as a market maker / liquidity provider, on principles specified in the Regulations of the Warsaw Stock Exchange (WSE), for the shares of
Pepco Group NV and therefore holds financial instruments issued by this issuer / these issuers.

Over the last 12 months Santander Bank Polska has received remuneration for providing investment banking services for: Pepco Group NV.

The issuer / issuers this report relates to, may hold shares of Santander Bank Polska in the amount of less than 5% of the total issued capital.

Santander Bank Polska Group, its affiliates, representatives or employees may occasionally undertake transactions or may be interested in acquiring securities of companies
directly or indirectly related to those being analysed.

Santander Bank Polska or its affiliates may, from time to time, to the extent permitted by law, participate or invest in financing transactions with issuer / issuers this report
relates to, perform services for or solicit business from such issuers and/or have a position or effect transactions in the financial instruments issued by these issuers(especially in
relation to the services provided by PTE Santander Allianz SA), ad as a result Santander Bank Polska may be indirectly connected with these issuers.

Santander Bank Polska does not rule out that in the period of preparing this report any Affiliate of Santander Bank Polska might purchase shares of the Issuer or any
financial instruments being the subject of this report which may cause reaching at least 0,5% of the share capital.

Subject to the above, the Issuer is not bound by any contractual relationship with Santander Bank Polska, which might influence the objectivity of the recommendations
contained in this report.

However, it cannot be ruled out that, in the period in which this report is in force, Santander Bank Polska will submit an offer to provide services for the issuer / issuers this
report relates to, or will purchase or dispose of financial instruments issued by these issuers or whose value depends on the value of financial instruments issued by these
issuers.

With the exception of remuneration from the Santander Brokerage Poland Analysts do not receive any other form of compensation for recommendations made. Remuneration
received by the persons who prepare this report may be dependent, in an indirect way, from financial results gained from investment banking transactions, related to financial
instruments issued by the Issuer, made by Santander Brokerage Poland or its Affiliates.

Global statistics presenting the rating of the covered companies and the share of companies provided with investment banking in the past 12M are available at:
https://www.santander.pl/inwestor/global-statistics

Alist of all recommendations on any financial instrument or issuer that were disseminated by Santander Brokerage Poland during the preceding 12 month period can be
found on: http://centruminformacji.santander.pl/_fileserver/item/1501616

LIMITATION OF LIABILITY

This report was produced by Santander Brokerage Poland which is a separate organizational unit of Santander Bank Polska S.A. (Santander Bank Polska) with its registered
office in Warsaw. Santander Brokerage Poland and brokerage activity conducted by Santander Brokerage Poland is subject to the supervision of the Financial Supervision
Commission with its headquarters in Warsaw.

Santander Brokerage Poland is subject to the regulations of the Act on Trading in Financial Instruments dated July 29th 2005 (Journal of Laws of 2018, item 2286 - consolidated
text, further amended), Act on Public Offering, Conditions Governing the Introduction of Financial Instruments to Organised Trading, and Public Companies dated July 29th
2005 (Journal of Laws of 2019 item 623 - consolidated text, further amended), Act on Capital Market Supervision dated July 29th 2005 (Journal of Laws of 2019, item 1871 -
consolidated text, further amended). This report is addressed to qualified investors and professional clients as defined under the above indicated regulations and to Clients
of Santander Brokerage Poland entitled to gain research reports based on the brokerage services agreements.

Santander Brokerage Poland may not have taken any steps to ensure that the securities referred to in this report are suitable for any particular investor. The investments and
services contained or referred to in this report may not be suitable for particular investor and it is recommended to consult an independent investment advisor in case of doubts
about such investments or investment services. Nothing in this report constitutes investment, legal, accounting or tax advice, or a representation that any investment or strategy is
suitable or appropriate to investor's individual circumstances, or otherwise constitutes a personal recommendation to particular investor.

Affiliates of Santander Bank Polska may, from time to time, to the extent permitted by law, participate or invest in financing transactions with the issuer / issuers this report
relates to, perform services for or solicit business from such issuers and/or have a position or effect transactions in the financial instruments issued by these issuers. Santander
Brokerage Poland may, to the extent permitted by applicable Polish law, UK law and other applicable law or regulation, effect transactions in the Financial instruments before

this report is published to recipients.

Santander Brokerage Poland may have issued, and may in the future issue, other research reports that may be inconsistent with, and reach different conclusions from, the
information presented in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared them and Santander Brokerage
Poland is under no obligation to ensure that such other reports are brought to the attention of any recipient of this report.

Santander Brokerage Poland informs that success in past recommendations is not a guarantee of success in future ones.

Information and opinions contained herein have been compiled or gathered, with due care and diligence, by Santander Brokerage Poland from sources believed to be reliable,
however Santander Brokerage Poland cannot ensure their accuracy or completeness. Investor shall be responsible for conducting their own investigation and analysis of the
information contained or referred to in this report and of evaluating the merits and risks involved in the Financial instruments forming the subject matter of this report. The
information and opinions contained herein are subject to change without any notice.

Santander Brokerage Poland is not responsible for any losses incurred by Investors which were result of investment decisions based on recommendations issued by
Santander Brokerage Poland, on condition that they were prepared with due care and diligence.

This report does not constitute an offer or invitation to subscribe for or purchase or carry out transactions in any financial instruments and shall not be considered as an offer
to sell or to buy any securities. This report is furnished and presented to you solely for your information and shall not be reproduced or redistributed to any other person.
This report nor any copy hereof shall not be disseminated, published or distributed directly or indirectly in the United States of America, Canada, Australia or Japan.
Disseminating, publishing or distributing of this report directly or indirectly in the above countries or to any citizen or resident of these countries may be considered breach
of the law or regulations related to the financial instruments in force in these countries. Dissemination, publishing or distribution of this report may be restricted by law in
other countries. Persons who distribute this report shall make themselves aware of and adhere to any such restrictions. This report may be distributed in the United Kingdom
to persons who have professional knowledge about investing in accordance with relevant regulations.

Opinions in this report must not be relied upon as having been authorised or approved by issuer. Santander Brokerage Poland informs that investing assets in financial
instruments implies the risk of losing part or all the invested assets.

Santander Brokerage Poland indicates that the price of the financial instruments is influenced by lots of different factors, which are not or cannot be dependent from issuer
and its business results. These are factors such as changing economical, law, political or tax condition. More information on financial instruments and risk connected with
them can be found on www.santander.pl/inwestor section disclaimers and risk.

The decision to purchase any of the financial instruments should be made only on the basis of the prospectus, offering circular or other documents and materials which are
published on general release on the basis of polish law.

Ratings definitions:

Outperform - Total return 10% above benchmark. Upside of approximately >15%.

Neutral - Total return 0%-10% above benchmark. Upside of approximately 5%-15%.

Underperform - Total return below benchmark. Upside of approximately <5%.

NOTE: The relevant benchmark for European Equities (including CEE Equities) is the 1Y German Bund rate +ERP (5.5%).
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The definition of ratings are indicative. Recommendations may differ from these guidelines when justified due to the market factors, industry trends, company specific event,
etc. In such cases, a pertinent clarification for the discrepancy is included in the report.
Target prices set from January to June are for December 31st of the current year. Target prices set from July to December are for December 31st of the following year.
Periodicity: our recommendations/ target prices for each issuer are going to be reviewed at least once a year and whenever market events so warrant.

& Santander

In the Technical Analysis reports (TA reports), Santander Brokerage Poland does not apply direct investment ratings, and all opinions and elements of analysts' assessment
are included in a descriptive form in the study itself.

The period of validity of the TA report is a maximum of 30 days, while the publication of a new TA report for a given financial instrument means that the previously published
study is no longer valid.

Due to the short time horizon of the Technical Analysis reports, Santander Brokerage Poland is not going to update them on a regular basis.

In preparing this report Santander Brokerage Poland applied at least one of the following valuation methods: discounted cash flows (DCF), comparative, mid-cycle, dividend
discount model (DDM), residual income, warranted equity method (WEV), SOTP valuation, liquidation value.

The discounted cash flows (DCF) valuation method is based on expected future discounted cash flows. One advantage of the DCF valuation method is that it takes into
account all cash streams reaching Issuer and the cost of money over time. Some disadvantages of the DCF valuation method are that a large number of parameters and
assumptions need to be estimated; and the valuation is sensitive to changes in those parameters.

The comparative valuation method is based on the economic rule of "one price". Some advantages of the comparative valuation method are that the analyst need only
estimate a small number of parameters; the valuation is based on current market conditions; the relatively large accessibility of indicators for companies being compared;
and that there is an extensive knowledge of the comparative method among investors. Some disadvantages of valuation by the comparative method are the considerable
sensitivity of the results of the valuation on the choice of companies to the comparative group; the method can lead to a simplification of the picture of the company which in
turn can lead to omitting certain important factors (e.g. growth dynamics, extra-operational assets, corporate governance, the repeatability of results, differences in applied
accounting standards); and the uncertainty of the effectiveness of a market valuation of companies being compared.

The mid-cycle multiple valuation is based on long-term average valuation multiples of a sector or a peer group. The methodology aims to calculate a fair, through the
cycle value of the company. Among its shortfalls is that at peaks and/or troughs of the cycle, the implied fair value may deviate substantially from the market's value of an
analysed stock as well as the methods’ reliance on the quality of external data (we usually use Bloomberg or Damodaran databases). Simplicity and average through-cycle
value allowing to capture over- as well as under-valuation of a given stock are the main advantages of this methodology.

The dividend discount model (DDM) valuation is based on the net present value of the future dividends that are expected to be paid out by the company. Some advantages
of the DDM valuation method are that it takes into account real cash flows to equity-owners and that the methodology is used in respect to companies with long dividend
payout history. Main disadvantage of the DDM valuation method is that dividend payouts are based on a large number of parameters and assumptions, including dividend
payout ratio.

Residual income method is conceptually close to the discounted cash flows method (DCF) for non-financial stocks, the difference being that it is based on expected residual
income (returns over COE) rather than expected future cash flows. One advantage of this valuation method is that it captures the excess of profit potentially available to
shareholders and the cost of money over time. Main disadvantage of the valuation method is that a large number of parameters and assumptions need to be estimated; and
the valuation is sensitive to changes in those parameters.

The warranted equity method (WEV) is based on the formula P/BV = (two year forward ROE less sustainable growth rate)/(Cost of equity less sustainable growth rate) which
allows estimating a fair value (FV) of a given stock in two years' time. Subsequently the FV is discounted back to today. The main advantage of the WEV method is that it is a
transparent one and based on relatively short term forecasts, hence substantially reducing the margin of forecasting error. The main disadvantage in our view is that the
model is based on the principle that stock price should converge towards its fair value implied by company’s ROE and COE.

SOTP valuation - different assets of a company are being valued according to different valuation methods, and the sum of these valuations represents the final valuation of
the company. SOTP valuation advantages / disadvantages are identical to advantages and disadvantages of the specific valuation methods used.

Liquidation value method - liquidation value is the estimated amount of money that an asset or company could be quickly sold for, such as if it were to go out of business.
Then, the estimated assets value is adjusted for liabilities and liquidation expenses. One advantage of this valuation method is its simplicity. This method does not account
for intangible assets as goodwill, which is the main disadvantage.

In the opinion of Santander Brokerage Poland, this report has been prepared with all due diligence and excludes any conflict of interests which could influence its content. In
Santander Bank Polska there are implemented internal regulations, which are designed to prevent conflicts of interest concerning recommendations. Physical and logic
barriers are established, and the principles of documentation adequate to the type of Santander Bank Polska operations are implemented. Additionally, Santander Bank
Polska introduced a number of obligations and restrictions relating to the protection of confidential information flow between organizational units.

The date and time on the first page of this report indicates the date of the production of the recommendation, and the dissemination of the recommendation takes place on
the same day before the start of the session.

ANY PERSON WHO ACCEPTS THIS REPORT AGREES TO BE BOUND BY THE FOREGOING DISCLAIMER AND LIMITATIONS.

2022 © Santander Bank Polska. All Rights Reserved.
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