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Company Update
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Poland

Boost to subsidies: Upgrade to BUY

2002 2003 2004E 2005E 2006E
Revenues (PLNm) 406.4 449.1 550.9 632.9 7314
EBIT (PLNm) 24.4 25.7 (19.9) 36.1 443
Net profit (PLNm) M5 22.0 (19.1) 29.0 362
EPS (PLN) 3.35 1.87 (1.22) 1.93 2.41
CEPS (PLN) 5.03 3.54 0.16 345 398
BVPS (PLN) 8.7 158 13.0 14.9 16.9
PIE (x) 3.7 6.7 (10.3) 6.5 5.2
PIGE (x) 25 35 79.5 36 3.4
P/BV (x) 1.4 0.8 1.0 0.8 0.7
EV/Sales (x) 0.33 0.10 0.19 0.15 0.10
EV/EBITDA (x) 3.3 1.0 64.9 16 11
Dividend yleld (%) 8.1 3.0 0.0 3.4 3.9

Shareholder structure: Grzegorz Dzik 33.5%, Jozef Biegaj 25.3%

The government recently approved further changes in state subsidies to companies
employing disabled people. Overall the new government directive is positive for the
company, as the level of subsidies is likely to increase to PLN 60.7m from PLN 45.8m in
2004, while the net loss should narrow to PLN 19m.

The new level of subsides will allow Impel to post a positive result in 2005. Given the
recent regulatory changes and declining probability that the government will introduce further
less favourable amendments to the law next year, we anticipate that subsidies will rise to PLN
52m in 2005 instead of the previously expected PLN 20m. However, beyond 2005 we may
expect further changes in the law in the form of a parliamentary bill, which will
probably be implemented in 2006.

As a result of the higher subsidies, we expect the 2004 net loss to narrow to PLN 19m
from PLN 33.9m, while in 2005 we expect a nice net profit of PLN 29m. This is primarily
the result of higher subsidies. However, our concern is that in 2006 the level of subsidies
could be lower than in 2005 if the new parliamentary bill is less favourable than the current
legislation.

Our DCF-valuation of the stock increased to PLN 17.5/share from PLN 12/share, as a
consequence of higher subsidies and benefits coming from internal restructuring. We
have upgraded our rating to BUY as the stock offers an upside of 40%. Given our 2005
forecast the company is traded at a P/E ratio of 6.5x.

Please note that the information at the back forms an integral part of this report.

Member of HVB Group
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Impel proves ability to restructure

During 3Q Impel made significant progress in terms of internal restructuring, primarily in
headcount:

e Cuts in workforce amounted to 3,434 people, or 16%, down to 18,626 at the end of
September. Concurrently the number of disabled people was reduced by 2,539 or
28%. Overall headcount costs were reduced to 70.9% of the total revenues in 3Q
from 74.1% in 2Q. Total cost savings are estimated at PLN 6.7m quarterly or PLN
27m annually from 2005.

e In addition the company also improved its flexibility in terms of employment, as a
higher number of people are employed on a part-time basis. In 3Q flexible
employment costs accounted for 21% of the total headcount costs vs. 14% in 2Q.

o The total restructuring costs are estimated at PLN 10m in 2004. Impel! still expects
some PLN 4m of additional restructuring costs in 4Q.

In 2004 the company decided to fully amortise its goodwill. The total non-cash costs
related to the write-off amount of PLN 14.7m, while in 4Q the company will bear the cost
of PLN 6.4m. The net profit adjusted to the goodwill write-off stands at minus PLN 4.4m in
2004.

Impel maintained its strong growth trend as total revenues improved by 34.3% YoY. In FY
2004 the company expects total revenues at PLN 557m, which implies growth of 24%
while organic growth is estimated at 13.5% YoY. Going forward we expect revenue growth
to be maintained at 15% CAGR.

Regulatory environment still unstable

Over the past nine months the regulations related to subsidies for companies employing
disabled people were modified three times.

e in May the state subsidies were cut by approx. 90% to PLN 2.7m quarterly,
¢ then in September they were raised to PLN 9.0m quarterly and,

o in December the new regulation raised the level of subsidies to approx. PLN 14m
quarterly in 2004.

Consequently the current level of subsidies stands at PLN 56m annually and most likely it
will be slightly lower at PLN 52m through 2005 due the lower number of disabled people.
However, the Polish parliament is working on further changes in the law, which will be
effective most likely from 2006 and we cannot rule out the possibility that a new
regulation will be introduced in mid-2005, which will be less favourable than the current
one. Overall in our model we have conservatively assumed that the subsidies in 2006 will
be lower at PLN 45m,
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New earnings forecast

Table 1: Earnings forecast

2004 2005 2006
PLNm old new old new old new
Revenues 550.9 550.9 630.9 632.9 724.6 7311
Gross margin 159 15.5 36.9 629 66.6 826
SG&A 774 774 66.1 711 70.0 744
EBIT excluding subsidies (82.3) (80.6) (36.9) (15.9) (12.2) (0.7)
Subsidies 459 60.8 20.0 52.0 20.0 45.0
EBIT (36.4) (19.9) (16.9) 36.1 7.8 443
Net profit (33.9) (19.1) (15.9) 29.0 85 36.2

Source: CA 1B estimates

We have maintained our revenue growth forecast at the previous level. We continue
to expect revenue growth of 156% CAGR.

In terms of gross margin we expect significant improvement on the back of a 16% cut
in the workforce. Consequently in 2005 the gross margin is expected to reach a level
of some 10%. However, we expect less significant decline in SG&A costs as Impel will
have to keep some incentives for management to maintain strong revenue growth and
further efficiency improvement.

Nevertheless EBIT excluding subsidies will be much stronger than previously
expected and the company should reach break-even in 2006. In the meantime
subsidies are expected to be significantly higher than in the previous forecast.

Overall in 2005 we expect a solid net profit of PLN 29m and PLN 36m in 2006 unless
we witness another unfavourable change in the law.
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Financials
Table 2: Profit & loss statement (PAS, consolidated)
PLNm 2002 2003 2004E 2005E 2006E
Net revenue 406.4 449.1 550.9 632.9 731.1
COGS (405.4) (454.9) (535.4) (570.0) (648.5)
Gross profit 11 (5.8) 15.5 62.9 826
SGEA (48.4) (59.5) (77.4) (71.1) (74.4)
Other operaling items 7.7 91.0 42.0 44.2 36.0
EBITDA 40.5 44.7 1.7 59.0 67.8
Depreciation (16.2) (19.0) (21.5) (22.9) (23.6)
EBIT 244 25.7 (19.9) 36.1 443
Net financials (4.0) 2.3) 28 2.2 29
Pre-tax profit 20.1 231 (17.1) 38.3 47.2
Minorities (0.1) (0.8) 0.0 0.0 0.0
Tax 14.5 (0.3) 2.0) (9.3) (11.0)
Net profit 4.2 21.8 (19.1) 29.0 36.2
Source: Impel, CA I8 estimates
Table 3: Cash flow (PAS, consolidated)
PLNm 2002 2003 2004E 2005E 2006E
Net profit 345 22.0 (19.1) 29.0 36.2
Depreciation 16.2 19.0 215 229 236
Other non-cash 1.2 0.8 0.0 0.0 0.0
Cash eamings 51.8 418 25 51.9 59.8
Change in WC (2.1) (2.8) (8.4) (13.0) (8.0)
Capex (20.1) (18.9) (28.0) (25.0) (25.0)
Free cash flow 29.6 20.1 (34.0) 139 26.8
Dividends 0.0 (10.4) (5.6) 0.0 (5.8)
New capital/(share buyback) (15.2) 154.8 (37.0) 0.0 0.0
Change in liquid funds 14 165 (77) 14 21
Source: Impel, CA IB estimates
Table 4: Balance sheet (PAS, consolidated)
PLNm 2002 2003 2004E 2005E 2006E
Fixed Assels 90.3 90.2 96.6 98.7 100.2
Working capital 139 16.8 252 38.2 46.2
Capital employed 1154 118.1 133.0 148.1 157.5
Shareholders equity 89.7 256.9 195.3 224.2 254.7
Net deb/(cash) 7.0 (157.5) (80.9) (94.8) (115.8)
Other liabilities 18.2 18.2 182 18.2 18.2
Total assels 235.1 401.6 353.2 379.6 426.9
Sourca: Impel, CA IB estimates
Table 5: Ratios
2002 2003 2004E 2005E 2006E
EBITDA margin (%) 10.0 100 0.3 9.3 9.3
EBIT margin (%) 6.0 5.7 (3.6) 57 6.1
Net debt (cash)equity (%) 7.8 (61.3) {41.5) (42.3) (45.5)
Current ratio (x) 1.2 25 1.8 21 21
Debtors tumover (x) 4.7 4.3 4.5 4.4 44
ROE (%) 474 127 (8.4) 13.8 15.1
ROCE (%) 23.3 16.1 (12.8) 20.8 23.5

Source: Impel, CA IB estimates



Distribution of CA IB’s current stock ratings

Coverage Universe Investment Banking Cllents #
Buy " Hold ¥ Sell ¥ Buy ! Hold @ Sell ¥
Count 44 38 15 Count 12 11 4
% of total 45.4 39.2 15.5 % of total 44.4 40.7 14.8

1) Includes Strong Buy and Buy

2) Includes Hold and Restricted stocks (in order to comply with applicable regulations)

3) Includes Reduce and Sell

4) Investment Banking Clients are companies from whom CA IB International Markets Lid. or CA 1B Corporate Finance Lid. or an
affiliate has received investment banking compensation within the last 12 months.

Please note that CA IB's stock ralings have to b interpreted individually by each investor in the context of their investment policy,
the existing portfolio and risk considerations.
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Other regulatory disclosures
1 2 3 4 5 6
Impel Yes Yes
Legend:
1)  CA IB Intemal Markets Lid. or an affiliate was a manager or co-manager of a public offering of securities of this company
within the last five years.
2)  CAIB Intemalional Markels Ltd. or an affiliate has received compensation for investment-banking services within the past 12
months.
3)  CAIB Intemational Markels acls as a slabilising manager, markel maker or designated sponsor of the analysed securities on
the stock exchange.

4)  CAIB Intemnational Markets and/or an affiliate together own at least 1% of the equity sacurities of the company.
5)  The analyst owns sacurities in the company they cover in this report.
6) The analystis on the supervisory/management board of the company they cover.
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The analysts certify that their views regarding the companies and the securities in this report are truly
expressed and that they have not received nor will receive direct or indirect compensation in exchange for
publishing specific views or recommendations in this report.

This decument is intended for the sole use of the person to whom it is addressed. It must not be transmitted further without the written
pemission of CA IB Intemational Markets Limited or one of its assodated companies (logether and individually referred to as "CA IB”).

This document is provided as a service to market professionals, institutional, ordinary business and accredited investors, clients or
customers only; it must not be passed lo private or retail clients in any teritory. It has been prepared and issued by CA IB on the basls of
publidly available information, intemally developed data and other sources believed to be reliable. All reasonable care has been laken to
ensure the facts staled are accurate and opinions given are fair and reasonable, bul no guaranlee, warmmanly or representation
expressed or implied is given; all opinions and estimates included constitule our good-faith judgement at this date, but are subject to
change without notice; neither CA IB ner its directors, officers or employees shall in any way be responsible for its contents. CA IB, or its
clients or cuslomers, may trade as market maker or spedialist in the investments or securities that are the subjed of this document, or in
related investments, and may have acted upon, bought for their own account or used the information contained in this document or the
research or analysis on which it is based, before its publcation. CA 1B, its shareholders, direclors, officers or employees may have a
long or short position or be otherwise interested in the investments or securities referred to in this document, or in oplions on such
investmeanis or securities, or in related investments (including other securities of the same Issuer). This document is published for private
reference purposes only and ks not an offer or solicitation to buy or sel the investments or securities referred to. CA IB have, or may
seek (o have, an investment banking relationship with any of the companies mentioned in this document. Within the past three years CA
1B may have acted as manager or co-manager in the most recent registered public offerings, or in private placements of some of the
companies or securities mentioned in this document. Unlass otharwise noled, sources for all information in charts and lables are CA IB
estimates.

The prices or values of the securities and any income generated therefrom may go down as well as up and can fiuctuate and fall against
the investor. There may be no income at all or it may be paid from capital. The securilies or investments may cause the inveslor lo lose
the amount invesled, as in addition past performance is not necessarily a guide to fulure performance. Changes in exchange rates may
have an adverse effect on the value, price or income of the securities or investments. If laxation is referenced, the levels, basis for and
refief from taxation may change. Any investment or security refemred to in this document may not be suitable for every investor who
receives it, and if in doubt the investor must seek advice from their investment adviser. Investors should be aware of the additional and
special risks associated wilh securities and investments in emerging or developing markets. The securities or investments referred (o in
this document may be difficult lo sell or realise, and information about them or the risks to which they are exposed may be unreliable or
difficult to obtain. Inveslors should make themselves aware of any local laws goveming such securities or investments.

CA IB uses a variety of valuation methods including but not limited to peer group comparisons of eamings, cash fiow and book value
multiples and methods based on discounted cash flows. Although the defintion and application of these methods are based on generally
accepled induslry practices and models developed in the financial economics Rerature, please note that there is a range of reasonable
variations within these models. The application of models typically depends on forecasts of a range of economic variables, which may
include, but not limited to, interest rates, exchange rates, eamings, cash flows and risk factors that are subject to uncertainty and alkso
may change over time. Any valuation is dependent upon inputs that are based on the subjedive opinion of the analysts carrying out this
valuation. Investors and other readers to whom the research is addressed may request further information and delails with resped to the
valuation models or assumplions applied to the models.

This document may not be passed on to any person in the United Kingdom (i) who is a private customer (@) unless that person or entity
qualifies as an authorised or exempled person within the meaning of the UK Finandial Services and Markets Act 2000 (the “Act’), as
supplemented or amended, or 1o other persons of a kind described in the Finandal Services and Markels Ad 2000 (Finandial
Promotion) Order 2001, or to persons who can be treated as “intermediate customers® for the purposss of the Conduct of Business
Rules of the Financial Servicas Authority. Certain securities or investments mentioned in this decument may not have baen and may not
be registered in the US under The Securities Act 1933 ("1933 Adt”) or The Investment Company At 1940 ("1840 Act") and, as such, will
not and may not be offered for sale or sold generally to the public in the US, its terilories, possessions or proteciorates under its
jurisdiction, or lo any citizen, resident, corporation, partnership or other entity formed or present therein other than under certain
exsmptions available to accredited or sophisticated institutional investors under the 1933 or 1940 Ads. Failure to comply with these
restricions may constitute a violation of UK & US Securities laws, and in any olher jurisdictions where reslrictions apply.

This document is communicated in the UK by CA IB Intemational Markets Limited of 80 Cheapside, London EC2V 6EE. Tel: +44 20
7309 7888; Fax: +44 20 7309 7887. CA IB Intemational Markels Limited is authorised and regulated by the Financial Services Authority.
Any qualifying person or instituion receiving this document in the UK requiring information or seeking to effect a transaction in the
securities or investments should contact CA IB Intemational Markets Limited, attention Head of Sales.

This document ks released under restriction in the US by HVB Capital Markels Inc, Member of NASD, 150 East 42nd Street, New York
NY 10017. Tel: + 1 212 672 6140; Fax: + 1 212 672 6154. Any qualifying person or institution receiving this document in the US
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