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Ciech is one of Poland's largest non-organic chemicals
trading companies, with core activities including
production of soda ash, fertilizers, evaporated
salt and phosphorus compounds. We believe that
Ciech's strategy of focusing on the core-business
and acquisitions may enhance the Company's shareholder
value. We initiate our coverage of Ciech with
an ACCUMULATE recommendation and 12-month EFV
of PLN 76.1 per share after accounting for synergies from
pending acquisitions.

After taking into account the Company's current
business development and pending acquisitions, our
12M EFV of PLN 76.1 indicates a significant upside
to the current share price. Even assuming that the
acquisitions are not value accretive or will not
materialize, our 12M EFV of the stock is PLN 60.3.

Despite having a significant upside to our valuation
suggesting a fundamental buy rating, we rate Ciech
only an ACCUMULATE with a market-relative neutral
bias. This is because we do not see many positive
triggers in the mid- or short-term horizon to spark
a positive reaction among the investors.

We find the multiples of Ciech (2006E P/E ratio of 10
and 2006E EV/EBITDA of 7.2) appealing. We believe
that the dire straits of Police and Pulawy, perceived
as close peers of Ciech and suffering due to low prices
of fertilizers and steadily increasing natural gas costs,
as a short-term threat for the Ciech stock price.
However, since Ciech's cost structure suggests limited
dependence on gas, we would use the possible
weakness of Ciech's price to accumulate the stock.
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1. Investment Case

Ciech�s strategy
envisages focus on
strengthening its
core-business
competences

Ø Ciech is one of Poland�s largest chemicals trading companies, with core
activities including production of soda ash, fertilizers, evaporated salt and
phosphorus compounds.

Ø The Company�s strategy envisages growth through acquisitions. The
increase of sales in the agrochemical division is connected with acquisition
of ZCh Organika-Sarzyna and growth of revenues in the organic division
is a result of the ZCh Zachem take-over. The soda division will most likely
see expansion by adding Romanian Govora. We assumed that acquired
companies will be consolidated in 2007.

Ø Our preferred valuation method (DCF) suggests a significant upside to the
market price depending upon scenario. We see very limited downside risk
to Ciech�s share price since we believe that the completion of acquisitions
is more probable than their failure. Even if accounted for no acquisitions,
our 12M EFV for Ciech is PLN 60.3 per share, constituting 29% to the current
market price. If accounted for the acquisitions the 12M EFV per share
goes up to PLN 76.1.

Ciech is one of Poland�s largest non-organic chemicals trading companies, with core
activities including production of soda ash, fertilizers, evaporated salt and
phosphorus compounds. It enjoys a leading market position in soda ash (95% market
share), evaporated salt (80%) and chloride calcium (80%). It also holds the third
largest share in Europe�s soda ash market.

Ciech�s strategy envisages focusing upon strengthening its core-business
competences. The Company plans to develop and strengthen the position of its
soda ash division, glass products, fertilizers and the organic division. Ciech�s evolution
from being a simple, low-margin trading company into a producer with a focus on
three to four main business areas continues. Pending acquisitions of ZCh Organika-
Sarzyna, a domestic crop protection chemicals producer, and ZCh Zachem, a plastics
producer, will strengthen Ciech�s position in the Polish chemicals market and allow
the Company to reduce by 2016 the share of trading revenues in total sales to
5-15%, down from the current 30%.

Our DCF model without acquisitions suggests Ciech�s price per share at PLN 60.3.
We view the acquisitions of ZCh Zachem, ZCh Organika Sarzyna and Govora
as positive and value-accretive. Furthermore, we quantified the effects of acquisitions
of ZCh Zachem, ZCh Organika Sarzyna and Govora in Romania. We estimate that,
once completed, the acquisitions will move the valuation of Ciech to PLN 76.1 per
share. This, however, is conditional upon several factors.

As far as current business is concerned we see opportunities in the soda ash and
glassware division. The Company is now leveraging opportunities offered by the
very fast expansion in the construction industry which is the main consumer of flat
glass and glassware products. We expect this trend to uphold. On the other hand,
there may be some slowdown in the agrochemical division. The purchasing power
of Polish farmers is not going to grow dynamically in the near future. Furthermore,
we see some negative factors affecting the profitability, such as growing gas
prices.

We view the acquisitions
of ZCh Zachem, ZCh
Organika Sarzyna and
Govora as positive and
value-accretive
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Our financial forecast for FY2006 is in line with the management�s reviewed
projections. Net profit is expected at PLN 130.8 million. However we anticipate
stronger revenue performance. We estimate the revenues to reach PLN 2.055 billion,
while the management�s projections are to the order of PLN 1.969 billion.
The Company plans to pay out 20% of net profit as dividend.

Despite having a material upside to our valuation suggesting a fundamental buy
rating, we rate Ciech only an ACCUMULATE. This is because we do not see many
positive triggers in the mid- or short- term. We believe that the acquisitions of ZCh
Zachem and ZCh Organika-Szarzyna have already been discounted by the market.
We find the current multiples of Ciech very appealing at 2006E P/E ratio of 10 and
2006E EV/EBITDA of 7.2. We believe that the dire straits of Police and Pulawy,
perceived as close peers of Ciech and suffering due to low prices of fertilizers and
steadily increasing natural gas costs, as a short-term threat for the Ciech stock price.
However, since Ciech�s cost structure suggests limited dependence on gas, we would
use the possible weakness of Ciech�s price to accumulate the stock.

We regard the latest
downtrend of Polish
chemical companies
as buing
opportunity of
Ciech�s stock
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2. Valuation

Ø Our preferred DCF model suggests Ciech�s valuation at PLN 76.1 per share.
Base valuation of the Company (without M&As� effects) stands at PLN 60.3.

Ø Our peer comparison suggests valuation of PLN 65.2 per share. Please note
that we give higher weight to foreign peer companies, as their core
activities are closer to Ciech�s.

2.1 DCF Valuation
We prepared two DCF models. The first one (base-case scenario) incorporates the
effects of prospective acquisitions. The other one values only Ciech�s current business.

We assumed that acquisitions of ZCh Zachem, ZCh Organika-Sarzyna and Govora
will be completed by the end of 2006 (for details on these transactions, see the
Strategy section of this report).

For the purpose of the DCF valuation, we assumed all equity beta at 0.9, since other
chemical commodity producers also enjoy beta below 1.  However, in the base-case
scenario we assumed beta of 1.1 since there are some risks concerning restructuring
activities to be carried out at the target companies. In both scenarios we set residual
growth at 0%.

In the base-case scenario (including acquisitions), we see 12M EFV of Ciech�s share
price at PLN 76.1, which implies fundamental undervaluation of the Company shares.
For the current business, our 12M EFV stands at PLN 60.3, that is still below the
market price.

2.2 Comparative Valuation
We cross checked our DCF findings by running comparative valuation. We selected
peers operating on European markets.

We prefer DCF to comparative valuation as positive effects of acquisitions will appear
beyond the forecasted period in comparative valuation. Simply it does not take
into account the effect of acquisitions, therefore the valuation is lower. Furthermore,
we selected only foreign comparable companies, as we do not see any appropriate
domestic peers. Domestic fertilizer producers are facing forecast downgrades due
to the rising gas prices, which makes the use of their current earnings multiples
limited. The price and earnings multiples of Dwory, a producer of synthetic rubber,
plastics and paints components, are reflecting the likely acquisition and numerous
synergies with Kaucuk of Kralupy.

For the valuation of current business, the difference between DCF and relative
valuation is insignificant. It only confirms our hypothesis that positive effects of the
M&As will be seen in more distant future.

DCF yields Ciech
(after acquisitions)
at PLN 76.1 per
share�

�while the value
of current business
stands at PLN 60.3
per share

Relative valuation
yields Ciech at
PLN 65.2 per share
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Figure 2. DCF Valuation (sensitivity)
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3. Market

Ø Almost 50% of soda ash production is consumed by the glass industry,
25% by the chemical sector and 15% by detergents producers.

Ø Decline of fertilisers consumption in EU15 countries will adversely affect
the standing of Polish producers, since 29% of production is exported.

Ø The demand for evaporated salt and plastics is rather rigid.

Ø Very fast expansion of the construction industry will trigger increase
in demand for glass blocks

3.1 Soda Ash
Soda ash (known as sodium carbonate Na

2
CO

3
) is a raw material in the glass-making

industry (mostly flat glass and glass packaging). It also has applications in the chemical
industry, mineral fertilisers sector and detergents industry. The US Geological Survey
estimates the global production of soda ash at 41m tonnes in 2005.

The rate of growth of the soda ash market ranges from 1% to 2%, depending on
the current condition of the economy. It is an important industrial compound used
to produce chemicals, glass, pulp and paper, soap and detergents. Demand for soda
ash follows performance of the glass and chemicals sectors.

We anticipate a low single-digit rate of growth of the market. Our forecast
assumes that production will be increasing by 1%-1.5% annually and will reach
46.5m tonnes in 2016. It is slightly above the world�s current production
capacity.

World production
of soda ash is
estimated at 41m
tonnes

Figure 4.World soda ash production (m tonnes)

Source: US Geological Survey, CDM estimates

Poland is the fifth largest producer of soda ash, with a 3.7% share in the global
market. Production of soda ash increased from 1.018m tonnes in 2000 to 1.5m tonnes
in 2004 (CAGR of 10.1%). We believe the growth was connected with the
improvement of the economy,  especially the construction industry (the main
consumer of flat glass). We do not extrapolate this trend as there is no sufficient
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production capacity to maintain this rate of growth. Our forecast suggests that
production in Poland will be increasing at world�s pace.

Figure 5. Estimated soda ash production by country

Source: US Geological Survey

3.2 Fertilisers
Agriculture is the main buyer of phosphate and compound fertilisers. Sales
of fertilisers are very cyclical � an effect of vegetation phases of the cultivated plants.
Demand is usually stronger in the first half of the year, followed by a slowdown
in the second half.

Figure 6. Production and usage of phosphatic fertilisers in Poland (m tonnes)

Source: GUS

According to the Statistics Office, the overall production of phosphatic fertilisers
increased from 323 ths tonnes in 2001 to 453 ths tonnes in 2004. This rapid growth
was caused by stronger exports. The usage of phosphatic fertilisers in the same
period rose from 319 ths tonnes to 324 ths tonnes. The largest producer of phosphatic
and compound fertilisers in Poland is Zaklady Chemiczne Police SA, with an estimated
market share of 48%. The other leading producers are Ciech�s subsidiary GZNF Fosfory
(24.4% market share) and ZCh Lubon (15.7%).

Consumption of
phosphatic fertilisers
in the same period rose
from 319 ths tonnes
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Figure 8. Production of evaporated salt in Poland (ths tonnes)

Source: GUS

Figure 7. Usage of phosphatic fertilisers per square km in Poland (kg)

Source: GUS

We do not view this trend as stable and do not extrapolate it in the future. According
to the European Fertilisers Manufacturers Association, usage of phosphatic fertilisers
in EU15 countries will decrease by 9.9% by 2015. It may be different in new EU10
countries, by this will not change the overall downtrend. We expect the rate
of growth of phosphate usage to slow down from 2.1% to 1%. We think that
both the gap between the usage in Poland and Western European countries and
the so-called �nitrogenous act�, which puts limits on usage of nitrogenous fertilisers,
will not trigger faster increase of production.

3.3 Evaporated Salt
Salt exists in two forms: rock salt and evaporated salt. It is consumed by the chemical
industry, food industry and households. As evaporated salt features higher quality,
West European countries ceased rock salt production.

Domestic salt
market is estimated
at 1.3-1.35m tonnes

CAGR  2.1%
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of evaporated salt varies from 700 ths tonnes to 760 ths tonnes (CAGR of 1% in
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2001-2004) and is dominated by Ciech, which enjoys an 80% market share. Growth
prospects for the market are considered stable, as demand is mainly driven by road
maintenance and food industries. We anticipate consumption of salt to remain
at current levels.

3.3 Phosphorus Compounds
There are two main products in this segment, namely phosphoric acid and sodium
tripolyphosphate (TPFS). Demand for phosphorus compounds comes from the
chemical and food industries. Phosphoric acid is used as an ingredient in fertilisers
production while sodium tripolyphosphate is used by the detergents industry.
As said above, we anticipate slow growth of the fertilisers market. Moreover,
producers of washing powders withdraw from using TPFS. As a result, we forecast
no change in the volume of the production in Poland.

3.4 Plastics
Isocyanate (TDI)
Isocyanate is mainly applied for production of polyurethane foams which are used
in production of furniture, for outfitting motor vehicles and for underlays in floor
coverings.

The Polish market of TDI is estimated at 30 ths tonnes. In Poland, TDI is produced
only by Zaklady Chemiczne Zachem. We anticipate the TDI market to grow at a rate
similar to the overall economy.

Epichlorohydrin
Epichlorohydrin is a major raw material for production of epoxy and phenoxy resins
(used in the manufacturing of coatings and structural parts for the automotive
and aerospace industries). It is also used as a solvent and in the synthesis of glycerol
(used by the food and pharmaceutical industries).

Zaklady Chemiczne Zachem of Bydgoszcz is the only producer of epichlorohydrin in
Poland, with an annual capacity of 30 ths tonnes. Most of the production is exported.
We believe that the market will grow in line with Poland�s GDP.

Polyvinyl Chloride
Most of the production of polyvinyl chloride is consumed by the pipes and fitting
sector. It is also used for production of window frames and rigid foils. According to
the Statistics Office, production of polyvinyl chloride fell from 273 ths tonnes in 2001
to 268 ths tonnes in 2004.

Caprolactam
The primary industrial use of caprolactam is as a monomer in the production of nylon.
Polish production is concentrated in two plants: Zaklady Azotowe Pulawy
and Zaklady Azotowe Tarnow. According to the Statistics Office, production
of caprolactam increased from 146 ths tonnes in 2001 to 149 ths tonnes in 2004.
We expect the market to mount up at the annual rate of 1%.

We believe that the
plastics market will
grow at the pace
of overall economy

We expect the
caprolactam market
to mount up at the
annual rate of 1%
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Figure 9. Production of polyvinyl chloride in Poland (tonnes)

Source: GUS

Figure 10. Production of Caprolactam in Poland (tonnes)

Source: GUS

3.5 Glassware
Glass for grave candles and lanterns
Poland�s glass packaging market is dominated by producers of grave candles and
lanterns. According to the Company, the domestic market amounted to 200m pieces.
We do not expect any significant change on the market. The annual rate of growth
will not exceed 2.5%.

Glass blocks
The domestic market of glass blocks was estimated at 2.9m pieces. Demand for
glass blocks is mainly driven by the construction industry. We expect the market to
expand at the pace exceeding the economy�s rate of growth.
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4. Company�s Background

Ø The Company was founded in 1947 as a private limited-liability company.
In 1995, it was transformed into a joint-stock company.

Ø On 10 February 2005, Ciech�s shares were first quoted on the Warsaw Stock
Exchange. The issue price was set at PLN 24 per share, that is 13.8% lower
than the book value. During the first session, the share price gained 17%
and closed at PLN 28.10.

Ciech was founded on 17 September 1947 as �Importowo-Eksportowo Centrala
Chemikalii i Aparatury Chemicznej� sp. z o.o. On 16 April 1948, the General
Shareholders Meeting changed the Company�s name into Ciech � Centrala
Importowo-Eksportowa Chemikalli i Aparatury Chemicznej sp. z o.o. On 30 May
1995, Ciech was transformed into a joint-stock company.

Ciech has always enjoyed a strong position in Poland. In 1976, approximately 95%
of chemicals traded internationally by Poland where sold under the Ciech brand.

Ciech�s shares were
first quoted on the
stock exchange
in February 2005

Figure 11. Shareholder structure of Ciech

Source: Company

After 1989, Ciech started to evolve into a group comprising Polish chemical
companies. It acquired Vitrosillicon, GZNF Fosfory, Polifarb and Petrochemia
Blachownia. The most important were the acquisitions of soda ash producers,
that is ZCh Soda Matwy SA and Janikowskie Zaklady Sodowe Janikosoda SA. Ciech
became a significant player on the European soda market and was a monopolist
on the Polish market.

The Company has representatives in over 30 countries all over the world.

Ciech was founded
on 17 September
1947
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5.  Ciech�s Products and Market Position

Ø Soda ash sales generate 32% of all revenues. We anticipate the share
of soda ash sales to decrease until year 2016

Ø We anticipate a growing importance of the glassware division in the near
future.

Ciech operates on six main segments: soda ash, agrochemical, organic, inorganic,
glassware and pharmaceutical. Almost 60% of the sales revenue was generated
by the soda ash and agrochemical divisions.

Figure 12. Ciech�s sales structure

Source: Company

Figure 13. Ciech�s revenue by segments

Source: Company
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5.1 Soda Ash Division
Ciech enjoys a leading position on the Polish soda ash market, with a 95% market
share. It produces 1.108m tonnes annually, with a capacity of 1.2m tonnes. Ciech
also operates on the European market, where its share is 2.6%.

The importance
of the soda ash
division will fall
if the planned
acquisitions are
completed

Profitability of the
soda ash production
depends mainly
on energy prices

Figure 14. Soda ash sales in total revenues

Source: CDM estimates

Soda ash sales in total revenues increased from 20% in 4Q04 to 32% in 1Q06.
The change was caused by the sale of Petrochemia Blachownia in 1Q06 (starting
from 1Q06 it is not consolidated by Ciech) as well as by stronger increased sales.
We anticipate that the soda ash division�s revenues are to be one of the key drivers
of Company�s financial performance.

As said earlier, we expect the market to mount up at annual pace of 1%-2% and
Ciech to maintain its market share. Under these assumptions, the contribution
of soda ash sales to total revenues will diminish.

The profitability of soda ash production depends on energy, brime and limestone
prices, which account for almost 55% of all costs (energy amounts to 40%).
The energy is bought from EC Kujawy, which is indirectly controlled by Ciech, thus
the energy price impact might be limited.

The key factor with a bearing on the soda ash market is the condition of the glass
industry, the segments of glass packaging and flat glass. Demand from the glass
packaging sector is fairly stable. We anticipate that it may decline in a more distant
future, as plastic containers and new lightweight bottles displace glass. Demand
for flat glass is driven by the construction and automotive industries. The annual
rate of production growth should be faster that the growth of glass packaging
manufacturing. However, we do not see any factors that would influence production
to such an extent that the annual growth rate could exceed 1998-2004 CAGR of 3.5%.

We took into account the potential acquisition of Govora � a Romanian soda ash
plant with the available capacity of 400 ths tonnes. This take over should have
a positive effect on the Company�s future financial performance.

It is not profitable to sell soda ash in distant areas as transport costs grow with
distance.  Govora is not a direct competitor to Ciech. The acquisition should help
Ciech enter new markets without competing with its own products. Furthermore,
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the capacity utilisation in the soda ash division exceeded 90% and we think it will
be approaching 100%, so a capacity extension is needed.

5.2 Agrochemical Division
Ciech�s subsidiary, GZNF Fosfory, is concentrated on phosphatic and compound
fertilisers production. The domestic production of phosphatic and compound
fertilisers is estimated at 1.9m tonnes, of which 1.2m is consumed domestically.
GZNF Fosfory has a 24.4% market share. The leading position is held by ZCh Police,
with a 48.8% market share. The other producers are: ZCh Luboñ, ZCh Siarkopol
and Fosfan.

Demand for fertilisers depends on the financial situation in agriculture and trends
prevailing on the European market. According to the Company�s financial statements,
the main factor influencing revenues of GZNF Fosfory is the situation on the Polish
market, as exports� share in total sales amounts to c. 5%.

GZNF Fosfory has
a 24.4% share in
the phosphatic and
compound fertilisers
market

The share of phosphatic
fertilisers in overall
consumption of fertilisers
increased form 4.7%
to 6.1%

Figure 15. Consumption of fertilisers by fertiliser group

Source: GUS

The structure of fertilisers consumption in Poland has not changed significantly.
Demand for nitrogenous fertilisers fell from 64% in 2000 to 63% in 2004 of overall
consumption. In the same period, spending on compound fertilisers stayed flat,
while spending on phosphatic fertilisers rose from 4.7% to 6.1%.

The overall consumption of phosphatic fertilisers was growing from 1995 to 2004
at an annual rate of 0.8%. We think that the positive impact of Poland�s accession
to the European Union (direct subsidies to agriculture) may increase the growth
rate to 1%. Based on a European Fertilisers Manufacturers Association industry
report, we anticipate downward trend in the exports� share in total revenues form
fertiliser sales.

Profitability of fertilisers production depends on material costs. We anticipate a rise
in phosphate prices, driven by the growing demand in China. According to our
estimates, profit margin in Ciech�s agrochemical segment is to decrease. Moreover,
the share of fertiliser sales in total revenues will substantially increase following
the acquisition of ZCh Organika-Sarzyna.
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5.3 Evaporated Salt
Ciech is the largest producer of evaporated salt in Poland, with an 80% market
share. Its production is estimated at 510 ths tonnes. Salt is manufactured in the
soda ash division by Janikowo SA and Soda Matwy SA.

Demand for evaporated salt is driven by road maintenance and food industries. It is
rather rigid and we do not expect any significant change. In our forecast we assumed
that volume of evaporated salt production will stay flat.

According to our estimates, the share of evaporated salt in total revenues
is to range from 4.3% to 4.6%.

5.4 Phosphorus Compounds
The domestic sodium tripolyphosphate market is estimated at 30 ths tonnes
and the phosphoric acid market � at 8-9 ths tonnes. Ciech enjoys a leading position
on the phosphorus compounds market, with a 70% share. There is only one domestic
competitor, that is ZCh Wizów. The share of imports is not meaningful.

According to our forecast, the volume of phosphorus compounds production is not
going to change. There are no determinants that may affect production either
positively or negatively.

5.5 Plastics
Ciech is only trades in plastics, though this will change upon acquisition of ZCh
Zachem, a plastics producer. We see numerous synergies that can be derived from
the acquisition and we believe that impact of this take over should be positive.

The Polish TDI market is estimated at 30 ths tonnes, with ZCh Zachem being the
only producer. Ciech is a middle-man handling exports. It has a 2% share in the
European TDI market.

The Polish EPI market is estimated at 30 ths tonnes, and ZCh Zachem controls 100%
of the market. Ciech exports 80% of ZCh Zachem�s production.

Some 300-330 ths tonnes of PVC are produced in Poland annually. Ciech acts as an
intermediary in PVC exports to European markets.

Polish production of caprolactam is concentrated in two plants: ZA Pulawy and ZA
Tarnow. Domestic production stands at 152 ths tonnes. Ciech has a 5% share
in caprolactam exports.

We reckon on an upward trend in plastics production except for caprolactam.
The share of plastics sales in total revenues amounts to 5.5% and we expect it to
decrease in the future.

5.6 Glassware
Ciech is a leader on the candles and lanterns market, with a 32% market share.
Demand seems to be stabilising and we do not expect any significant changes
in this respect. We anticipate the glass blocks market to expand at a fast rate,

Evaporated salt
is a part of the soda
ash division

At present, Ciech
is only a trading
company on the
plastics market.
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with the construction industry as the main buyer. Ciech is the only manufacturer of
glass blocks in Poland with a 34% market share.
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6. Strategy

Ø The Company�s strategy is focused on concentrating on core competencies
and disposal of non-core subsidiaries.

Ø Ciech plans to concentrate on production. The share of trading revenues
is to be limited to 5%-15%.

6.1 Planned Acquisitions
Ciech�s strategy focuses on trading in goods manufactured by Company�s subsidiaries.
The management�s aim is to reduce the share of revenues of trading in goods and
materials in total sales to 5%-15% from the current 30%. We think it is manageable,
but not on the basis of the current business. Ciech is going to acquire ZCh Zachem,
ZCh Organika-Sarzyna and Romanian soda ash producer Govora. Only then will
it be possible to increase revenues from sales of products.

The above-mentioned acquisitions have not been completed. The Anti-Trust and
Consumer Protection Authority (UOKiK) has cleared the acquisitions of ZCh Zachem
and ZCh Organika-Sarzyna. The decision on acquisition of Govora will be made by 4Q06.

6.2 Impact of Acquisitions on the Products Portfolio
and Valuation

Following the acquisitions, the share of revenues from sales of products will increase
significantly. Moreover, the importance of the soda ash division will fall, giving way
to the agrochemical and organic divisions.

Anti-Trust and
Consumer Protection
Authority cleared
acquisitions of ZCh
Zachem and ZCh
Organika-Sarzyna

Figure 16. Ciech�s revenues by segments in 2007, following acquisitions

Source: CDM estimates

According to our estimates, the role of the soda ash division will lessen. The increase
of sales in the agrochemical division is connected with acquisition of ZCha Organika-
Sarzyna, while the growth of revenues in the organic division is a result of the ZCh
Zachem take-over. We assumed that the acquired companies will be consolidated
as of 2007.

In our second scenario
we assumed that the
acquired companies
will be consolidated
starting from 2007
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These acquisitions and upgrade of the plants are to be financed in some part with
debt. We do not view this as a negative factor, as we do not expect the Interest-
bearing Debt/EBITDA ratio to exceed 1.8.

Based on the information provided by the Company, acquisition of ZCh Zachem
is going to cost PLN 60m, while that of ZCh Sarzyna � PLN 240m. Ciech intends
to invest approximately PLN 550m until 2010. We have estimated that Govora is worth
PLN 50-75m. All these companies need re-engineering, as their margins are very
low or even adverse. We think that it would create value for shareholders
and increase Company�s profitability in a longer term (for financial forecasts for
�new Ciech,� see the Financials section of this report).

With respect to the disposals of Alwernia, Cheman and Ciech Polfa, we believe it
can have a positive impact on the Company�s financial performance in a longer
term. Alwernia is a producer of technological and food sodium tripolyphosphate,
phosphoric acid, sodium pyrophosphate and chromic oxide. Cheman is Ciech�s trading
and services subsidiary. The company�s scope of activities includes distribution
of chemicals, chemical raw materials and plastics, as well as provision of storage
and dispatching services. Ciech Polfa is dealing in ready-made medicines,
pharmaceuticals and medical equipment.

All acquired companies
need re-engineering,
since their margins are
very low or even
adverse
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7.Financials

Ø There are no significant seasonal factors affecting profitability or sales.

Ø Management�s financial forecast for FY2006 is in line with our estimates.

7.1 Seasonality
The strongest seasonality is present in Ciech�s agrochemical products. It is connected
with vegetation phases of the cultivated plants. Sales are higher in the first half of
the year. There is also seasonality in soda ash production as a result of the 2-year
cycle of plant�s modernization. Production is stopped for approximately 2 weeks
but it does not adversely affect the financial performance.

7.2 Management Forecast
Recently, Ciech�s management has published its upgraded forecast of consolidated
figures for FY2006. Revenues are expected to amount to PLN 1.969bn (PLN 1.984bn
previously) and net profit is anticipated at PLN 133.9m (15.3% up on the previous
forecast). According to the management, the upward revision stems from higher
margins in the soda ash division and a higher-than-anticipated increase in soda ash
product prices (4% vs. 2%). Moreover, the management released its estimates
of the 1H06 financial results. Revenues amounted to PLN 982m (9% down y-o-y),
and net profit � to PLN 91m (63% up y-o-y). The omprovement in profitability
followed from the disposal of Petrochemia Blachownia to Borsodchem, which added
PLN 26m to the bottom line.

There is seasonality
 in soda ash production
as a result of the 2-year
cycle of plant�s
modernization

Revenues are
expected to amount
to PLN 1.969bn
and net profit
is anticipated
at PLN 133.9m

tnemeganaME6002 MDCE6002

seuneveR 0.969,1 4.550,2

TIBE 2.841 2.331

tiforpteN 9.331 8.031

Figure 17. 2006 Management forecast

Source: Company, CDM estimates

7.3 Revenues
The Company�s revenues are a derivative of the production volume and prices of
goods sold.

We expect the production volume to rise along with the overall market. Prices of
goods sold will increase at the inflation rate.

Ciech has a currency exposure, but currency effects are difficult to predict
long-term. Export accounts for c. 30% of revenues and is denominated chiefly
in the euro.

We expect the share of soda ash sales in total revenue to decrease after the
acquisitions, from 43% to 32%. The contribution of the agrochemical and organic
divisions will significantly rise, from 23.1% to 32.1% and from 8.1% to 27.8%,
respectively. These three segments represent the Company�s core activities.
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According to our estimates, following consolidation of ZCh Zachem, ZCh Organika-
Sarzyna and Govora, sales revenue will increase from PLN 2.055bn to PLN 3.016bn.
In 2005, revenues of ZCh Zachem amounted to c. PLN 800m, ZCh Organika Sarzyna�s
to c. PLN 400m, and Govora�s � to EUR 29m. We added less than PLN 1000m, due
to consolidation adjustments (Ciech, Zachem and Organika-Sarzyna are business
partners).

Figure 18. Revenues from sales of products by business divisions

Source: CDM estimates

Figure 19. Gross margin on sales of ZCh Zachem, ZCh Organika-Sarzyna

Source: CDM estimates
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The all three target companies need restructuring as they operate on very low or even
adverse margins. We anticipate the margin in ZCh Zachem to grow faster than in ZCh
Organika-Sarzyna, since Ciech already operates on the plastics market and we see
more cost savings potential.

Approximately 50% of ZCh Zachem�s revenue is derived from TDI (Isocyanate) sales.
The rest is comes from EPI sales (12%) and PCW sales (10%). We see some
opportunities in EPI production, as it may be made from glycerine which is a waste
in ester production. Ester is a component in biodiesel production which is expected
to develop in Poland in the near future.
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Figure 20. Ciech�s revenues under the two scenarios

Source: CDM estimates
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At ZCh Organika-Sarzyna, the share of plant protection chemicals sales in total
revenue amounts to 50%. The other 50% is derived from sales of resins (mostly
epoxy resins).

We expect revenues to grow in 2007-2016 at the CAGR of 3.8% (including M&As)
and at 3.2% (excluding M&As). One must remember that the share of revenues
from sales of products will increase significantly. Ciech�s role as a trading company
will be diminishing.

7.4 Profitability
We expect the profitability to slightly deteriorate in 2007-2010, as the target
companies operate on low margins, and Ciech is planning a substantial CAPEX
programme. Our estimates of EBIT for 2006-2016 suggest that there will be no
significant rise in the initial years after the M&As. The Company�s ability to generate
cash flow will increase significantly in 2009, i.e. in the middle of execution of the
CAPEX plan at the acquired companies.
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Figure 21. Balance Sheet

Source: Company data, CDM estimates
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stessAdexiF 3.587 8.718 8.248 3.848 8.848 7.848 4.748 1.548 6.148 8.638 5.038

selbignatnI 6.51 3.22 8.22 1.32 3.32 5.32 6.32 8.32 0.42 1.42 3.42

stessAdexiFelbignaT 3.486 5.407 1.927 4.437 7.437 3.437 9.237 4.037 7.627 8.127 3.517

stnemtsevnITL 4.07 0.55 0.55 0.55 0.55 0.55 0.55 0.55 0.55 0.55 0.55

selbavieceRTL 8.52 8.52 8.52 8.52 8.52 8.52 8.52 8.52 8.52 8.52

stessAderrefeDTL 0.51 3.01 1.01 1.01 1.01 1.01 1.01 1.01 1.01 1.01 1.01

stessAtnerruC 6.496 3.718 3.877 9.908 5.229 1.330,1 1.931,1 4.572,1 8.524,1 6.685,1 8.447,1

seirotnevnI 7.731 5.231 7.021 6.121 5.621 8.031 6.531 8.931 3.541 8.941 9.551

selbavieceRTS 1.515 9.894 1.464 1.484 2.894 0.515 5.335 9.055 3.865 3.685 0.506

stnemtsevnITS 3.73 3.0 5.981 1.002 5.392 9.283 5.564 0.085 4.707 4.548 7.879

stnelaviuqe&hsaC 1.63 2.101 5.981 1.002 5.392 9.283 5.564 0.085 4.707 4.548 7.879

stessAderrefeDTS 5.4 5.48 0.4 1.4 3.4 4.4 6.4 7.4 9.4 0.5 2.5

stessAlatoT 9.974,1 1.536,1 3.126,1 4.856,1 5.177,1 0.288,1 7.689,1 7.021,2 6.762,2 5.324,2 4.575,2

ytiuqE 4.155 6.969 7.999 9.531,1 4.162,1 9.793,1 9.145,1 6.796,1 2.058,1 5.410,2 8.371,2

lliwdooGevitageN 8.13 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

sevreseRdnaseitilibaiL 6.308 0.616 1.565 1.664 6.354 6.724 4.883 7.663 0.163 6.253 2.543

sevreseR 4.18 7.96 8.56 1.86 7.96 6.17 7.37 6.57 6.77 6.97 8.18

seitilibaiLTL 0.25 9.07 6.17 6.18 6.17 0.05 0.51 0.0 0.0 0.0 0.0

gniraeB-tseretnI-noN 0.0 6.12 6.12 6.12 6.12 0.0 0.0 0.0 0.0 0.0 0.0

gniraeB-tseretnI 0.25 3.94 0.05 0.06 0.05 0.05 0.51 0.0 0.0 0.0 0.0

seitilibaiLTS 6.116 3.574 7.573 1.262 5.652 3.842 9.932 3.922 7.912 2.702 6.591

gniraeB-tseretnI-noN 7.01 2.833 7.572 1.262 5.652 3.842 9.932 3.922 7.912 2.702 6.591

gniraeB-tseretnI 9.006 2.731 0.001 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

seitilibaiLderrefeD 6.85 0.0 0.25 3.45 9.55 7.75 8.95 8.16 7.36 7.56 8.76

tseretnIytironiM 1.39 5.94 4.65 4.65 4.65 4.65 4.65 4.65 4.65 4.65 4.65

ytiuqEdnaseitilibaiLlatoT 9.974,1 1.536,1 3.126,1 4.856,1 5.177,1 0.288,1 7.689,1 7.021,2 6.762,2 5.324,2 4.575,2

8. Financial Statements
(2004 PAS, consolidated, from 2005 onwards � IFRS)
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Figure 22. Income Statement

Source: Company data, CDM estimates
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Figure 23. Cash Flow

Source: Company data, CDM estimates
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Figure 24. Ratios

Source: Company data, CDM estimates
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Figure 25. Income Statement (Pro-Forma, including impact of future M&As)

Source: Company data, CDM estimates
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BASIC DEFINITIONS
A/R turnover (in days) = 365/(sales/average A/R))
Inventory turnover (in days) = 365/(COGS/average inventory))
A/P turnover (in days) = 365/(COGS/average A/P))
Current ratio = ((current assets - ST deferred assets)/current liabilities)
Quick ratio = ((current assets - ST deferred assets - inventory)/current liabilities)
Interest coverage = (pre-tax profit before extraordinary items + interest payable/interest payable)
Gross margin = gross profit on sales/sales
EBITDA margin = EBITDA/sales
EBIT margin = EBIT/sales
Pre-tax margin = pre-tax profit/sales
Net margin = net profit/sales
ROE = net profit/average equity
ROA = (net income + interest payable)/average assets
EV = market capitalization + interest bearing debt - cash and equivalents
EPS = net profit/ no. of shares outstanding
CE = net profit + depreciation
Dividend yield (gross) = pre-tax DPS/stock market price
Cash sales = accrual sales corrected for the change in A/R
Cash operating expenses = accrual operating expenses corrected for the changes in inventories and A/P, depreciation, cash taxes and changes in the deferred taxes

CDM Pekao SA values the covered non bank companies via two methods: comparative method and DCF method (discounted cash flows). The advantage of the former is the fact
that it incorporates the current market assessment of the value of the company�s peers. The weakness of the comparative method is the risk that the valuation benchmark may be
mispriced. The advantage of the DCF method is its independence from the current market valuation of the comparable companies. The weakness of this method is its high sensitivity
to undertaken assumptions, especially those related to the residual value calculation.

Banks
Net Interest Margin (NIM) = net interest income/average assets
NIM Adjusted = (net interest income adjusted for SWAPs)/average assets
Non interest income = fees&commissions + result on financial operations (trading gains) + FX gains
Interest Spread = (interest income/average interest earning assets)/ (interest cost/average interest bearing liabilities)
Cost/Income = (general costs + depreciation + other operating costs)/ (profit on banking activity + other operating income)
ROE = net profit/average equity
ROA = net income/average assets
Non performing loans (NPL) = loans in �substandard�, �doubtful� and �lost� categories
NPL coverrage ratio = loan loss provisions/NPL
Net provision charge = provisions created - provisions released

CDM Pekao SA values the covered banks via two methods: comparative method and modified DDM method (discounted dividend model). The advantage of the former is the fact
that it incorporates the current market assessment of the value of the company�s peers. The weakness of the comparative method is the risk that the valuation benchmark may be
mispriced. The advantage of the modified DDM method is its independence of the current market valuation of the comparable companies. The weakness of this method is its high
sensitivity to undertaken assumptions, especially those related to the residual value calculation.

Assumptions used in valuation can change, influencing thereby the level of the valuation. Among the most important assumptions are: GDP growth, forecasted level of inflation,
changes in interest rates and currency prices, employment level and change in wages, demand on the analysed company products, raw material prices, competition, standing of the
main customers and suppliers, legislation changes, etc.

Changes in the environment of the analysed company are monitored by analysts involved in the preparation of the recommendation, estimated, incorporated in valuation and
published in the recommendation whenever needed.

This report is for information purposes only. Neither the information nor the opinions expressed in the report constitute a solicitation or an offer to buy or sell any securities referred
herein. The opinions expressed in the report reflect independent, current judgement of CDM Pekao S.A. Securities. This report was prepared with due diligence and scrutiny. The information
used in the report is based on all public sources such as press and branch publications, company's financial statements, current and periodic reports, as well as meetings and telephone
conversations with company's representatives. We believe the above mentioned sources of information to be reliable, however we do not guarantee their accuracy and completeness.
All estimates and opinions included in the report represent our judgment as of the date of the issue. The legal entity supervising CDM Pekao SA is Securities and Exchange Commission
in Warsaw. CDM does not take any responsibility for decisions taken on the basis of this report and opinions stated in it. Investors bear all responsibility for investment decisions taken on
the basis of the contents of this report. The report is intended exclusively for private use of investors - customers of CDM. No part or excerpt of the report may be redistributed,
reproduced or conveyed in any manner or form written or oral without the prior written consent of CDM. This report is released to customers the moment it is issued and the whole
report is made avaible to the public one month after the issuance.

The analyst(s) responsible for covering the securities in this report receives compensation based upon the overall profitability of CDM which includes profits derived from investment
banking activities, although the analyst compensation is not directly related thereto.

CDM Pekao signed an agreement with Ciech concerning preparation of management options programme.
Apart from mentioned above, there are no ties of any kind between CDM Pekao SA, the analysts involved in the preparation of the report and his/her relatives and the companies
analyzed in this publication, especially in the form of: i) offering of financial instruments in the primary market or/and Initial Public Offer within 12 months preceding the issue of this
report, ii) purchasing and selling of financial instruments for own account due to tasks connected with organization of the regulated market, iii) purchasing and selling of financial
instruments due to underwriting agreements and iv) the role of a market maker for securities analysed by CDM. The analysed company does not possess CDM Pekao SA shares.
CDM Pekao is wholly owned by Bank Pekao SA. Furthermore, CDM has not signed with the company any contracts for recommendation writing. Investors should assume that CDM Pekao SA
is seeking or will seek business relationships with the company described in this report. The report was not shown to the analysed company before the distribution of the report to clients.



Key to Investment Rankings

This is a guide to expected price performance in absolute terms over the next 12 months:
Buy � expected to appreciate in absolute terms by 15 or more percentage points;
Accumulate � expected to appreciate in absolute terms by 5-15 percentage points;
Hold � expected to remain within a 5 percentage point range of the current price;
Reduce � expected to fall in absolute terms by 5-15 percentage points;
Sell � expected to fall in absolute terms by more than 15 percentage points.

This is a guide to expected relative price performance:
Overweight � expected to perform better than the benchmark over the next quarter in relative terms
Neutral � expected to perform in line with the benchmark over the next quarter in relative terms
Underweight � expected to perform worse than the benchmark over the next quarter in relative terms

Note: Recommendation system changed on 2nd June 2003.

Recommendation tracker: Ciech

The recommendation tracker presents the performance of Pekao Securities� recommendations expiring after December 31, 2001. A recommendation expires on the day it is altered or on
the day 12 months after its issuance, whichever comes first. Relative performance compares the rate of return on a given recommended stock in the period of the recommendation�s
validity (i.e. from the date of issuance to the date of alteration or � in case of maintained recommendations � from the date of issuance to the current date) in a relation to the rate
of return on the benchmark in this time period. The WIG/WIG20 index constitutes the benchmark for recommendations issued before/ after December 31, 2001. For recommendations
that expire by an alteration or are maintained, the ending values used to calculate their absolute and relative performance are: the stock closing price on the day the recommendation
expires/ is maintained and the closing value of the benchmark on that date. For recommendations that expire via a passage of time, the ending values used to calculate their absolute and
relative performance are: the average of the stock closing prices for the day the recommendation elapses and four directly preceding sessions and the average of the benchmark�s closing
values for the day the recommendation expires and four directly preceding sessions.

Research Department:

Director Sobies³aw Paj¹k, CFA (IT, Media) +48 22 821 87 22 sobieslaw.pajak@cdmpekao.com.pl
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Maciej Wewiórski (Industrials, Real Estate) +48 22 856 17 18 maciej.wewiorski@cdmpekao.com.pl

Rafa³ Lerski (Investment advisor) +48 22 856 18 26 rafal.lerski@cdmpekao.com.pl

Institutional Sales +48 22 821 87 75
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