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Barlinek's East Time

After taking into account the Company's current
production capacity and pending investments we arrived
at Barlinek's 12M EFV of PLN 15.3 per share, which
creates a 17% upside to the current market price.
We strongly believe that the next investment project
currently considered by Barlinek's management, namely
a floor panel plant, will materialize sooner or later.
It would give additional PLN 8.8 per share. Although
we do not factor it in when calculating 12M EFV due
to the uncertainties over this project, it supports our
view that it is worth ACCUMULATING Barlinek shares.

Barlinek is one of the largest hardwood floor
producers in the world and the only one to launch
production on Eastern European markets shortly.
Locating plants in this region will bring Barlinek into
closer proximity with the most prospective markets
and will enable the Company to benefit from cheaper
wood material and lower labour cost.

As a result of new investments in the Ukraine and
Russia, the Company's capacity will be increased
by 67%, to 10 million sq m p.a. in 2010, vs. 6 million
at the end of 2006.

We forecast that in 2008 Barlinek's consolidated sales
will double over the 2005 figure, with the EBIT margin
growing to 17.3% in 2008, from 11.4% in 2005.
We expect the Company's consolidated net profit to
rise from PLN 29.3 million in 2005 to PLN 47.9 million
in 2006 and PLN 108.8 million in 2008.

In our opinion, the EUR 40 million tax exemption
in the Kostrzynsko-Slubicka Special Economic Zone,
combined with tax optimization in the Ukraine
and Russia, should secure the average effective tax
rate of 6% in the forecast period.

We recommend a benchmark-neutral stance
in Barlinek, expecting 2H06 results slightly above
the consensus, however below the Company
management's forecasts.
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Source: Bloomberg
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1. Investment Summary

Ø Further Barlinek's expansion will be possible thanks to investments
in Eastern Europe and the increase in production capacity for Barlinecka
board from 6 million sq m to 10 million in 2010 (up by 67%).

Ø We forecast Barlinek's sales to rise from PLN 306 million in 2005 to
PLN 814 million in 2010, which sets sales CAGR at 21.6%.

Ø In our opinion profitability ought to improve: the EBIT margin should rise
from 11.4% in 2005 to 19.2% in 2010E, with net profit moving up from
PLN 29.3 million in 2005 to PLN 155.5 million in 2010E.

Ø Our DCF valuation sets 12M EFV at PLN 15.3, which creates 17% upside
to the current market price. We strongly believe that the next investment
project currently considered by Barlinek's management, namely a floor
panel plant, will materialize sooner or later. It would give additional
PLN 8.8 per share. Although, due to the uncertainties over this project we
do not include it into our 12M EFV, it supports our view that it is worth
ACCUMULATING Barlinek's shares.

Barlinek is a mid-cap fast growing company, successfully implementing its strategy.
In the last three years, its sales� CAGR reached 64%, while the production capacity
of hardwood floor went up from 880 thousand sq m in 2002 to 3.8 million sq m in
2005. Barlinek enjoys a leading position as a hardwood floor producer in Poland,
with a 65% market share in 2005. Globally, Barlinek ranks third in hardwood floor
production, after Tarkett Sommer and Nybron.

In our opinion, the Company should maintain its strong position as Barlinek is
to expand its production capacity for Barlinecka board by 67% in the next 4 years.
Barlinek is currently building a new plant in Ukraine and plans to construct yet
another plant, in Russia; each of these new plants will have a production capacity
of 2 million sq m p.a. The Company also intends to build pellet and hardwood
veneer production plants in Poland.

Barlinek wants to allocate the higher production volumes to Eastern European
markets, as this region�s markets enjoy prospects for a stronger growth in comparison
with saturated Western European hardwood floor market. Because of the leading
position on the Polish market we do not expect any major improvements in domestic
sales. We expect that in 2010, when the capacity stabilises at 10 million sq m p.a.,
only 14% of sales will be derived from the Polish market. We forecast sales to rise
from PLN 306 million in 2005 to PLN 814 million in 2010, which sets sales CAGR
at 21.6%.

We expect the EBIT margin to increase from 11.4% in 2005 to 18.6% in 2009. It will
be attainable thanks to lower wood material prices and smaller labor costs in Eastern
Europe in comparison with Poland.

As a result of operating in the Kostrzynsko-Slubicka SEZ, Barlinek has EUR 40 million
tax exemption (50% of the value of the investment projects completed in the Zone).
We expect that the Company will pay its first 19% corporate income tax in Poland
in 2013. We estimate that the planned tax optimization in Ukraine and Russia
should set effective average CIT rate during the forecast period
at 6%.

Capacity of 3.8
million sq m in 2005
jumped to 6 million
in 2006

Only 14% of sales
located at domestic
market in 2010E

Profitability
improvement
expected

Lower effective tax
rate



4

CDM Pekao SA Barlinek

The Company�s main shareholder is Mr Michal Solowow, with a 68% interest (both
direct and indirect holdings). Barlinek did not announce its dividend policy yet as it
is a rapidly growing Company and ploughs back profits to further enhance
its shareholder value. In our opinion, first dividend payout is possible in 2012, when
all investments are completed.

Our DCF valuation sets 12M EFV at PLN 15.3, which creates 17% upside to the current
market price. We strongly believe that considered by Barlinek's management next
investment project - floor panel plant - will sooner or later materialize. It would
give additional PLN 8.8 per share. Although, due to the uncertainties over this project
we do not include it into our 12M EFV, it supports our view that it is worth
ACCUMULATING Barlinek's shares.

Entering the panel floor market, which we perceive as a fast growing both in Poland
and CEE, will enable Barlinek: i) to gain synergy affects (the same distribution
channels), ii) scale affects (unproportional growth of administration, marketing and
management costs compared to sales increase), and iii) expand current customer
base (it will be possible to posses new customers associated previously with different
brands; panel floor will be accessible for people, who cannot afford to buy Barlinecka
board).

Main shareholder
with strong vision
of the Company

Accumulate
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2. Valuation

Ø A DCF valuation gives Barlinek�s 12M EFV at PLN 15.3 per share.

Ø Comparative valuation with Polish peers indicates the stock price
of PLN 9.9 per share. As Barlinek, with the efficient sales team
and management, grows faster than its peers, it should be given a premium
in our view.

2.1 DCF Valuation
We assumed unleveraged equity beta at 0.9. Although the Company�s growth rate
will be strongly related to its expansion in Eastern European countries, where
operating risks are higher, we believe that thanks to the efficient sales team the
Company will be able to successfully market its products. We assumed the average
weighted cost of capital to drop in the residual period to 9.1% in 2017E, from 9.5%
in 2006E.

Assumed equity beta
at 0.9

Figure 1. Cost of Capital

Source: CDM estimates
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Figure 2. Free Cash Flow

Source: CDM estimates
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Capex is to grow in 2006E and 2007E in connection with the construction of two
plants in Ukraine and in Russia. When the projects are completed, Capex will shrink
to core outlays necessary to maintain the production plants.

We set the FCFF terminal growth rate at 2%, which is equal to the forecast CPI
growth. This assumption is based on the fixed production capacity in the residual
period combined with price pressures created by inflation.

The valuation�s sensitivity to the residual assumptions (WACC�s and FCFF�s growth rates)
shows changes in Barlinek�s 12M EFV in the range of PLN 13.9 to PLN 17.3 per share.

FCFF terminal
growth rate at 2%
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2.2 Comparative Valuation
Comparative valuation against Polish mid caps operating in the construction
materials sector produces lower values than the DCF model. The comparison with
Polish peers suggests Barlinek's price of PLN 9.9 per share. As Barlinek, with the
efficient sales team and management, grows faster than its peers, it should be given
a large premium in our view. We do not present comparative valuation with foreign
peers as main international competitors � Tarkett Sommer, Nybron � are unlisted.

Figure 3. Valuation

Source: CDM estimates
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Figure 4. Sensitivity of DCF Valuation (PLN per share)

Source: CDM estimates
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3. Hardwood Floor and Veneer Markets

Ø We expect the hardwood floor market to grow over the GDP growth
in CEE vs. 1% in Western Europe.

Ø The hardwood floor market in Poland is estimated at 1.7 million sq m
p.a., with further growth expected to follow GDP growth.

Ø The Polish hardwood veneer market�s average yoy growth was at 8.5%
in the last six years, and the trend is expected to remain stable.

3.1 Market Description
Polish market
The hardwood floor market in Poland is estimated at 1.7 million sq m p.a., with the
average annual growth of 6.5% in the last three years. We expect the market growth
to follow GDP growth. The main Polish producers of hardwood floor are: Barlinek
(with a 65% market share), Baltic Wood SA, Stolarka Wolomin and Wielkopolskie
Tartaki WITAR.

Hardwood veneer is a key component used by the furniture industry to produce
front and pasted panels. The Polish market of hardwood veneer is estimated
at 54 million sq m p.a., with an average annual growth of 8.5% in the last three
years. It is divided between seven companies which in aggregate control almost
80% of the overall hardwood veneer production. The key players are Bracia Mrozik
with 14 million sq m of sales p.a., and Barlinek with its 12 million sq m. Together,
the two companies have nearly 50% of the Polish market of hardwood veneer.
As a result of further market consolidation, we expect that only the largest players
with competitive advantages will be able to maintain their positions.

Barlinek � the
hardwood floor
market leader

Only two big players
on the Polish market
of hardwood veneer

Figure 6. Hardwood Veneer Production in Poland

Source: CSO, CDM estimates
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The Western European hardwood floor market is saturated and its growth has
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strong competition from many international players, such as Barlinek, Tarkett
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Sommer, Nybron, DLH Group or Hamberger Industriewerke, there is little room
for price movements as products are quite homogeneous.

Figure 7. Market volume of hardwood floors forecast in CEE vs. Western Europe

Source: CSO, CDM estimates

Eastern European market
On a per-capita basis, the Eastern European market of hardwood floor is much
smaller when compared with the developed western markets. Thus it enjoys better
expansion prospects. The hardwood floor market in Ukraine is estimated at 600-
700 thousand sq m p.a. with a potential for 100 thousand sq m growth yoy. In three
years, the market�s volume should reach 1 million sq m. The Russian market is
estimated at 5 million sq m p.a., with a potential for 10% yoy growth. The market
in Kazakhstan is estimated at 300-400 thousand sq m p.a. and demonstrates growth
rates comparable to the Ukrainian and Russian markets.
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3.2 Growth Factors
Demand for Barlinek�s products is correlated mainly with changes in the construction
sector. Below we discuss market growth factors which are crucial for the CEE region
as it has the best prospects for improvement. The Western European market is
saturated and some triggers presented below may have a very limited effect on
market changes in this region.
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Macroeconomic growth
Macroeconomic forecasts for Poland show stable, long term growth. The long lasting
GDP growth of 4% should result in raising wealth of Poles. It ought to fuel consumer
spending and purchases of consumer goods, such as hardwood floors.

Figure 9. Macroeconomic Forecasts

Source: Bank Pekao SA
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Dwellings deficit and refurbishment needs
Demand for hardwood floor depends on the expected growth of the housing market,
affected by the dwellings deficit and refurbishment needs of the existing houses.
Based on the data provided by CSO, there has been a stable growth trend in new
flats built in Poland. The trend has been observed for at least six years, with the
average growth rate of 5.6% yoy.

According to the Royal Institution of Charted Surveyors, Poland has about 12 million
dwellings and a shortage of another 1.5 million units. Moreover, 60% of the existing
stock (7.5 million dwellings) needs significant repair, while 10% requires major
renovation. All these factors positively drive the demand on the hardwood floor
market.

60% of current
dwellings stock need
significant repair

Figure 10. New Flats in Poland

* The 2003 increase resulted from legislation changes, which permitted registering the existing houses built previo-
usly without relevant permits.
Source: CSO
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Structure of the population
Changes of the demographic structure will be a positive factor, fueling the real
estate market�s expansion. The forecast 5.1% growth of the population aged
between 15 and 39 years in 2004-2009E will only increase the residential and
refurbishment needs. As a result of the relatively young current profile of Poland�s
population, household numbers are expected to grow over the next decade.

Potential customer
group to increase
by 5.1%

Figure 11. Population Aged 15 � 39 in Poland

Source: CSO, CDM estimates

Mortgage lending
Cheaper and more widely accessible mortgage loans, combined with the growing
competition between banks, will encourage more people to use this form of financing.
According to the Royal Institution of Charted Surveyors, only 25% of all transactions
in 2005 were supported with a mortgage loan. We expect that decreasing interest
rates will operate as a trigger accelerating the process of mortgage lending.
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disproportion reaches 1 to 17.5. This follows from the much lower wealth of the
society. We expect that in the future the structure of the Polish floor market will
converge towards the structure seen on the developed markets.

Wooden furniture production output
The growth of hardwood veneer production is correlated with the production
of furniture. We expect that the market should grow stable as furniture output
continues to increase.

Figure 13. Wooden Furniture Production in Poland

Source: CSO, CDM estimates

0

2 000

4 000

6 000

8 000

10 000

12 000

14 000

16 000

2002 2003 2004 2005 2006E 2007E

Wooden kitchen furniture (in elements)

Wooden kitchen furniture (not in elements)

Wooden furniture for badroom

Wooden furniture for living and dining room



12

CDM Pekao SA Barlinek

4. Group Environment

Ø The Company�s shareholder structure after the new issue is still dominated
by Mr. Michal Solowow, who holds 68% of the shares. The free float is 32%.

Ø Barlinek�s sales structure is dominated by one product � Barlinecka board,
which accounts for c. 80% of consolidated Company�s sales.

Ø Barlinek had a 65% market share in Poland�s hardwood floor market in 2005.

Ø Barlinek exported nearly 60% of its production in 2005.

4.1 Shareholder Structure
Barlinek was founded in 1946 as Zaklady Drzewne Lasow Panstwowych, a state-
owned enterprise. In 1975, the Company was transformed into �Barlineckie

Figure 14. Shareholder Structure Before the New Stock Issue

Source: Company data

Figure 15. Shareholder Structure After the New Stock Issue

Source: CDM estimates
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Free float � 32%

Seven companies
in the Group

Figure 16. Group�s Structure

Source: Company data
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Przedsiebiorstwo Przemyslu Drzewnego,� and finally privatised in 1999. Mr Michal
Solowow was a direct strategic investor, who increased the Company�s equity and
commenced a development programme.

The Company�s shareholder structure after the new issue is still dominated
by Mr. Michal Solowow, who holds 68% of the shares. The free float is 32%.

4.2 Group�s Structure
The Barlinek Group consists of seven entities: Barlinek, Barlinek Inwestycje, Barlinek
Ukraina, Barlinek Innowacje, Barlinek Invest, Barlinek Luxembourg and Barlinek
Cyprus. Barlinek SA is the parent company.

4.3 Sales structure
Barlinek�s sales structure is dominated by one product � Barlinecka board, which
generated 78% of consolidated Company�s sales in 2005, and the share will rise
to 80% in 2006. Sales of hardwood veneer stabilised at 12-13 million sq m, had
a 10.5% share in the Company�s total 2005 sales. Pellet is a by-product,
the production process requires cabbage which cannot be utilised in a different
way. Sales of pellet reached 4% of Company�s consolidated 2005 sales.

Over 60% of 2005 sales were derived from exports. The key export markets are
Scandinavia and Western Europe, but the significance of the Eastern European
market will be growing, as it expands faster than other markets.

Dominating share
of Barlinecka board
in sales structure

Major revenues
generated abroad
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Dynamic capacity
expansion

Barlinecka Board
Barlinek�s main product � Barlinecka board - is compound from three layers
of different wood species. The wood material used in the production process
is not modified, which results in high quality parameters of the final
product.

In the past, the only problem which limited the sales of Barlinecka board was the
capacity of Barlinek�s production plants. The growth of sales was so strong
that Barlinek had to build a new factory every two years, thus increasing the
production by 2 million sq m with each new plant launched. At the end of June
2006, the Company opened a new production plant in Barlinek, which expanded
the production capacity from 4 million to 6 million sq m p.a.

Barlinecka board is sold chiefly on foreign markets, and the gap between domestic
and export sales continues to widen.

Figure 17. Barlinek�s Sales Structure in 2006E

Source: CDM estimates

Figure 18. Barlinek�s Geographical Sales Structure in 2005

Source: Company data
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Figure 19. Barlinecka Board Sales

Source: Company data, CDM estimates
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Hardwood Veneer
In comparison with Barlinecka board, hardwood veneer is produced mostly for the
domestic market. The production capacity of hardwood veneer has gradually
increased, from 8 million sq m p.a. in 2002 to 13 million sq m p.a. in 2006. Barlinek
has a 20% share in the Polish market of hardwood veneer.

Stable hardwood
floor sales growth

Figure 20. Hardwood Veneer Output

Source: Company data, CSO, CDM estimates

0

2 000

4 000

6 000

8 000

10 000

12 000

14 000

16 000

2002 2003 2004 2005E 2006E 2007E 2008E

th
o

u
sa

n
d

 s
q

 m

0.185

0.19

0.195

0.2

0.205

0.21

0.215

0.22

0.225
Production of hardwood veneer

Market share

Parquet
Production of parquet is a secondary activity for Barlinek as demand for this product
is not particularly strong with the profitability from parquet production lower than
margins possible to achieve on Barlinecka board sales. Barlinek�s nominal capacity
is 99.2 thousand sq m p.a. Parquet production is to be marginalized.

Pellet
Pellet is a fuel granulate produced from cabbage biomass. In the production process,
the Company uses dry scobs, which remain from the production of other goods,
particularly Barlinecka board. The current capacity of 60 thousand tonnes should
increase to 81 thousand tonnes when the output of Barlinecka board reaches
10 million sq m p.a.  More than 90% of total pellet production is exported, mainly
to Western Europe.

Parquet production
to be marginalised

Ecological fuel
wallet friendly
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Figure 21. Calorifc Value vs. Prices of Different Energy Raw Materials

Source: www.zielonaenergia.pl, www.mpec.lom.pl
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5. Strategy

Ø Barlinek�s strategy is to offer high quality products at competitive prices.
It creates pressure on cost reduction. The Company plans to implement
its strategy by commencing the new investment programme in Eastern
Europe.

Ø The plant in Ukraine, with 2 million sq m capacity, will be launched
by September 2007.

Ø The sawmill and the Barlinecka board plant in Russia will be completed
by June 2008.

Ø A pellet production plant will be opened in Kostrzynsko-Slubicka SEZ
in 2007.

Barlinek�s strategy is to offer high quality products at competitive prices. It creates
cost-reduction pressures. The Company plans to pursue its strategy by launching
the new investment programme in Eastern Europe and benefit from lower
operational and wood material costs. The Company�s largest competitors, as Tarkett
Sommer and Nybron, have no presence in this region. Barlinek�s projects in Eastern
Europe include:

Ø Investment in Ukraine

A new plant in Ukraine (Capex of PLN 140 million) should be launched between
June and September 2007. Its capacity will be 2 million sq m p.a. The Company
assumes that in 6 months from the start-up, the plant will reach 100% of its
target performance. The sawmill, which already operates in Ukraine and produces
wood material for the Polish plant, will be switched to supply the raw material
to the Ukrainian facility.

Barlinek Ukraina owns the land on which the plant is built. Barlinek Invest
is responsible for execution of the investment process. The European Bank
of Reconstruction and Development extended a loan to finance the construction
project and holds a 15% interest in Barlinek Invest, though with the dividend
right excluded. We view the EBRD�s involvement in the investment process as a
positive factor in terms of macroeconomic risk.

The output of the Ukrainian plant will be sold in Ukraine and Russia. Any surplus
will be exported to Western European countries and Kazakhstan.

Ø Russian Plant

The Russian plant�s capacity will be 2 million sq m p.a. The plant is to commence
operations in June 2008. The Capex value is to the order of PLN 130 million, and
Barlinek is interested in inviting the EBRD to participate in the financing of the
plant. The requirements that must be met by projects financed by the EBRD in
Russia are much more stringent compared with those applicable to projects in
Ukraine. The Company must provide at least 50% equity financing for the project.
During the most recent stock offering in July 2006, Barlinek raised PLN 102.7
million; the proceeds will be assigned for this greenfield project. Wood may be
sourced through a joint-venture company.

EBRD involvement
lends credibility
to the project

Ukrainian plant
will be completed
by September 2007

Russian plant will
start to run from
June 2008
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The management intends to build a pellet production plant in Kostrzynsko-Slubicka
SEZ as its last investment in Poland. The Company estimates the cost of constructing
the plant at PLN 10-12 million. It will let Barlinek expand its production by absorbing
wet scobs, which have a major share in the waste output. The project is expected
to increase the pellet production by an additional 40 thousand tonnes p.a. Because
of the lack of free space in the zone and the higher operating costs in Poland
vs. Eastern Europe, all further investments will be located abroad.

Barlinek focuses on organic growth, though opportunistic acquisitions of interesting
hardwood floor producers in the CEE region have not been ruled out. Barlinek
is interested in companies with capacities from 500 thousand to 1.5 million sq m
p.a. as there are no larger producers in the region.

The Company searches for new ways of increasing sales. We expect that in not-so-a-
distant future Barlinek will extend its product mix. One of the possibilities could be
production of panel floors.

Ø Floor Panel Production Plant Under Way?

Barlinek is looking for new possibilities of expanding its product range. One
of the ideas is to build a Floor Panel production plant. The Company is not fully
convinced to this idea, though it views this option as a serious alternative.

Such a project would not be comparable with the plants which are to be built
in Eastern Europe. Barlinek estimates the total cost at EUR 120 million. The plant�s
capacity would be 32 million sq m p.a. If the Company decides to proceed with
the project, the plant will be located abroad though Barlinek has not disclosed
what locations are being considered.

Building of a Floor Panel production plant is not accounted for in our DCF
valuation. If executed, the project could add even PLN 8.8 per share.

Organic growth may
be supported by
acquisition

Last Polish
investments

New products under
consideration

Figure 23. Valuation

Source: CDM estimates
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Figure 22. Free Cash Flow
)mNLP( E7002 E8002 E9002 E0102 E1102 E2102 E3102 E4102 E5102 E6102 E7102

selaS - 8.851 3.423 2.694 1.605 3.615 6.625 1.735 9.745 9.745 9.745

TIBE - 9.7 6.84 4.48 0.68 8.78 5.98 3.19 1.39 1.39 1.39

TALPON - 4.6 4.93 3.86 7.96 1.17 5.27 0.47 4.57 4.57 4.57

A&D - 0.84 0.94 0.94 0.94 1.15 1.15 3.35 3.35 3.35 8.06

RCW - 6.74- 6.94- 6.15- 0.3- 0.3- 1.3- 2.3- 2.3- 6.1- 8.0-

xepaC 0.084- 8.4- 9.4- 9.4- 9.4- 3.51- 3.51- 7.62- 7.62- 7.62- 8.36-

FFCF - 0.2 8.33 8.06 8.011 8.301 2.501 5.79 9.89 5.001 6.17

Source: CDM estimates
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6. Financials

Ø Barlinek�s consolidated sales in 1H06 increased by 8.7% yoy, to PLN 155.3
million, EBIT fell by 16.8% yoy to PLN 15 million, while net profit stayed
flat at PLN 14 million.

Ø In our opinion, FY2006 results will be below Company�s forecasts � sales
at PLN 397.8 million and net profit at PLN 47.9 vs. PLN 406.3 and PLN 51.9,
respectively, announced by the Company.

Ø We forecast that Barlinek�s consolidated sales in 2008 should double over
the 2005 top line, with the EBIT margin rising to 17.3% in 2008E, from
11.4% in 2005.

6.1 YTD Results
Barlinek�s sales in 1H06 increased by 8.7% yoy and reached PLN 155.3 million, while
EBIT fell by 16.8%, to PLN 15 million yoy. Profitability�s deterioration in 1H06 yoy
was caused by higher material and management cost. However, Barlinek succeeded
in maintaining its net profit unchanged at PLN 14 million. After completing the
new factory in June 2006, the Company should accelerate sales in 2H06 and get
closer to its FY2006 management forecasts.

2H06 results should
accelerate to get
closer to Company�s
FY2006 forecasts

Figure 24. Barlinek: 1H06 Results (unaudited)

Source: Company data, CDM estimates

detadilosnoc,SRFI gnhcyoy YFehtfonoitazilaer
H1niserugif

)mNLP( 60H1 50H1 E6002 5002

selaS 3.551 9.241 %7.8 %0.93 %7.64

ADTIBE 2.32 0.62 %7.01- %6.92 %3.94

nigramADTIBE %9.41 %2.81 - - -

TIBE 0.51 0.81 %8.61- %4.82 %7.15

nigramTIBE %6.9 %6.21 - - -

tiforpxat-erP 8.41 7.51 %6.5- %8.03 %3.55

nigramxat-erP %5.9 %0.11 - - -

tiforpteN 0.41 1.41 %7.0- %2.92 %1.84

nigramteN %0.9 %9.9 - - -

The Company�s forecast revision, from PLN 102 million EBITDA to PLN 80 million
EBITDA in 2006, was caused by two reasons: i) change in depreciation rates
due to the conversion into IFRS standards; ii) different from previously assumed FX.

In 2H06, we expect sales growth accelerate, as the Company opened its new
production plant of Barlinecka board and added 2 million sq m to its capacity.
A new production plant of Barlinecka board opened in June 2006 increased
effectiveness of production as a part of fixed costs has been calculated in the previous
production volume. Overall, we expect that FY2006 results will be slightly
below the Company�s forecasts � sales at PLN 397.8 million in comparison with
PLN 406 million, and net profit at PLN 47.9 million vs. PLN 51.9 million announced
by the Company.

Historically, Company�s quarterly financials did not show any fixed trend. It has
been a result of the rapid capacity expansion. Barlinek�s best-selling period begins

Disturbed
seasonality figures

Our FY2006E
forecasts below
Company�s
expectations
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6.2 Sales Forecast
Our sales forecast accounts for both: the current capacity of the production plants
and for the planned investments. We assumed 10 million sq m of Barlinecka board,
17.5 million sq m of hardwood veneer and 81 thousand tonnes of pellet as target
volumes.

We forecast that Barlinek�s sales in 2008 should double over 2005. We expect the
volume of Barlinecka board sold in 2006 to reach 4.9 million sq m, and to further
rise to 6.8 million in 2007. This should lead to a sales increment on this product
from PLN 319.7 million in 2006E to 450.5 million in 2007E. We assumed that Barlinek
should reach full capacity utilization at its new production plants in 18 months
from the launch. The current successful performance of the sales team provides
stable grounds for this assumption.

Figure 25. Quarterly Seasonality

Source: Company data, CDM estimates
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Figure 26. Barlinek�s Production Output

Source: Company data, CDM estimates
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in June/July and continues until mid November. Upon completion of the planned
investment projects, seasonality patterns should be clearly visible.
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6.3 Profitability
Barlinek will benefit from the first mover�s advantage � by allocating production
plants in Eastern Europe � and will be able to achieve the highest margins among
its competitors. In our opinion, the Company�s profitability should improve
as a result of:

Ø Lower labor costs

The new factories in Ukraine and Russia will help reduce labor costs. The costs
in Ukraine are 40% below the costs in Poland and in Russia to 10% lower.

Ø Material cost to decrease

Cost of conifer lumber in Russia is up to 50% lower than in Poland. Prices
of deciduous lumber are comparable to the prices in Poland. On the other hand,
in Ukraine cost of conifer lumber is similar to the cost in Poland, but cost
of deciduous lumber is up to 20% lower compared with Polish prices. Overall,
cost of materials should decrease in the Group by 7%.

Figure 27. Barlinek�s Margins

Source: Company data, CDM estimates

As a result of the expansion in Eastern European markets, we expect the margins
to grow. We forecasts the EBIT margin to grow from 11.4% in 2005 to 17.3% in 2008E.
Long-term, Barlinek should be able to sustain the EBIT margin above 20% as long
as its competitors do not allocate their production plants in low cost countries.

Other important financial factors which may have a bearing on the Company�s
performance include:

Ø Tax optimization

As a result of operating in the Kostrzynsko-Slubicka SEZ, Barlinek has
EUR 40 million tax exemption (50% of the value of the investment projects
completed in the Zone). We expect that the Company will pay its first 19%
corporate income tax in Poland in 2013. We estimate that the planned tax
optimization in Ukraine and Russia should set effective average tax rate during
the forecast period at 6%.
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Ø Risk of margin squeeze

The management is considering a possibility of selling Barlinek�s products under
brands of different distributors, especially in Western Europe, to avoid high
marketing and promotion expenses. It may force Barlinek to share its margins
with distributors by reducing prices.

Ø Dividend payout

In our opinion, Barlinek may start to pay dividend after completion of its
investment programme and utilizing the EUR 40 million tax exemption.

Ø Financial costs

The assumed long-term financial costs should decrease as the Company will end
its investment programme and will generate more cash from the new production
plants.

Ø FX exposure

Barlinek�s high FX exposure is a result of the geographical sales structure. Before
the opening of the new production plants abroad, almost all costs are
denominated in PLN. The Company has hedged up to EUR 27.5 million in 2006.
Barlinek also used hedging in the past. If Barlinek did not use hedging, an average
+/-5% change in the EUR/PLN exchange rate in 2006 could create +/-12% change
in the Company�s 2006E net profit.

Company hedges
its FX position

Figure 28. Barlinek�s 2005 FX Exposure (by revenues)

Source: CDM estimates

We expect the Company's consolidated net profit to rise from PLN 29.3 million in
2005 to PLN 47.9 million in 2006 and PLN 108.8 million in 2008.
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7. Financial Statements (IFRS, consolidated)

Figure 29. Balance Sheet

Source: Company data, CDM estimates

)mNLP( 4002 5002 E6002 E7002 E8002 E9002 E0102 E1102 E2102 E3102 E4102

stessadexiF 7.502 4.492 1.753 6.544 2.524 7.304 8.383 7.283 8.863 3.553 9.143

stessadexiflaicnaniF 0.1 0.01 1.31 6.71 8.12 4.52 7.62 3.72 6.72 9.72 2.82

stessaedarttnerruC 7.641 2.491 3.962 0.003 9.473 8.314 8.455 6.227 0.178 3.510,1 6.541,1

yrotnevni- 8.65 3.87 5.101 3.921 7.151 3.951 2.161 2.051 0.741 6.931 3.141

selbavieceredartten- 3.85 2.78 4.311 8.251 4.981 7.912 5.822 4.032 2.822 8.422 2.722

stnelaviuqednahsac- 5.13 6.82 5.45 9.71 8.33 8.43 1.561 9.143 9.594 9.056 2.777

slaurccA 2.1 5.2 2.3 3.4 4.5 2.6 6.6 7.6 8.6 9.6 9.6

stessA 6.453 1.105 7.246 5.767 2.728 1.948 9.179 3.931,1 2.472,1 3.504,1 6.225,1

sdnuf'sredloherahS 6.921 0.012 7.753 6.234 4.145 8.876 3.438 8.200,1 8.431,1 7.462,1 5.183,1

ytiuqe- 0.08 0.88 8.69 8.69 8.69 8.69 8.69 8.69 8.69 8.69 8.69

latipacevreser- 2.12 7.29 0.312 9.062 8.533 7.444 0.285 5.737 5.558 2.389 5.211,1

emocniten- 4.82 3.92 9.74 0.57 8.801 4.731 5.551 5.861 5.281 7.481 2.271

sevreseR 6.7 7.2 4.2 6.2 1.3 5.3 6.3 7.3 8.3 6.4 6.4

seitilibaiL 4.712 4.882 6.282 3.233 7.282 8.661 0.431 8.231 6.531 0.631 5.631

tbedgniraebtseretni- 1.461 0.302 0.002 0.532 8.661 1.04 0.0 0.0 0.0 0.0 0.0

seitilibailedart- 2.23 4.33 3.65 3.07 7.78 4.79 3.401 8.201 3.501 7.301 0.401

slaurccA 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

seitilibaildnaytiuqesredloherahS 6.453 1.105 7.246 5.767 2.728 1.948 9.179 3.931,1 2.472,1 3.504,1 6.225,1

:soitaR

ytiuqE/tbeD 3.1 0.1 6.0 5.0 3.0 1.0 0.0 0.0 0.0 0.0 0.0

stessalatoT/CWteN 2.0 2.0 2.0 2.0 3.0 3.0 3.0 2.0 2.0 2.0 2.0

oitartnerruC 1.1 1.1 4.1 3.1 7.1 3.3 1.4 4.5 4.6 5.7 4.8

oitarkciuQ 7.0 6.0 9.0 7.0 0.1 0.2 9.2 3.4 3.5 4.6 4.7

stessalatoT/selaS 9.0 7.0 7.0 8.0 8.0 9.0 9.0 8.0 7.0 6.0 6.0

CWteN/selaS 1.5 3.4 7.3 4.3 2.3 2.3 2.3 3.3 5.3 6.3 7.3

)syad(revonrutyrotnevnI 08 19 59 39 39 09 98 58 18 77 57

)syad(revonrutelbavieceregarevA 67 78 29 19 49 69 001 101 99 79 69

)syad(doirepelbayapstnuoccaegarevA 26 65 95 56 66 07 17 47 27 47 37

)syad(elcycnoisrevnochsaC 39 221 821 811 121 711 911 211 801 101 89

AOR %8.01 %9.6 %4.8 %6.01 %6.31 %4.61 %1.71 %0.61 %1.51 %8.31 %8.11

EOR %5.82 %3.71 %9.61 %0.91 %3.22 %5.22 %6.02 %3.81 %1.71 %4.51 %0.31
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Figure 30. Income Statement

Source: Company data, CDM estimates

)mNLP( 4002 5002 E6002 E7002 E8002 E9002 E0102 E1102 E2102 E3102 E4102

selasteN 0.532 1.603 8.793 3.635 5.466 8.477 9.318 3.338 9.148 6.058 4.958

seitivitcagnitarepofostsoC 6.191- 8.172- 0.543- 4.454- 5.945- 0.136- 6.756- 8.866- 6.766- 7.676- 4.976-

selasnotiforP 4.34 3.43 8.25 8.18 1.511 8.341 3.651 5.461 3.471 8.371 0.081

seitivitcagnitareporehtonotluseR 2.2- 6.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

ADTIBE 1.94 6.25 4.87 5.321 2.661 7.791 1.602 2.302 1.902 7.702 6.312

TIBE 2.14 8.43 8.25 8.18 1.511 8.341 3.651 5.461 3.471 8.371 0.081

emocnilaicnaniF 0.5 9.9 9.0 0.0 3.0 3.0 2.4 5.9 1.41 8.81 6.22

stsoclaicnaniF 9.01- 4.61- 6.5- 0.6- 7.3- 3.2- 0.0 0.0 0.0 0.0 0.0

emocnissorG 2.53 3.82 1.84 8.57 7.111 9.141 5.061 0.471 4.881 6.291 6.202

smetiyranidroartxE 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

tiforpxat-erP 2.53 3.82 1.84 8.57 7.111 9.141 5.061 0.471 4.881 6.291 6.202

xatemocnI 8.6- 0.1 2.0- 9.0- 9.2- 5.4- 1.5- 5.5- 9.5- 9.7- 4.03-

emocniteN 4.82 3.92 9.74 0.57 8.801 4.731 5.551 5.861 5.281 7.481 2.271

:snigraM

nigramssorG %5.81 %2.11 %3.31 %3.51 %3.71 %6.81 %2.91 %7.91 %7.02 %4.02 %9.02

ADTIBE %9.02 %2.71 %7.91 %0.32 %0.52 %5.52 %3.52 %4.42 %8.42 %4.42 %9.42

nigramTIBE %5.71 %4.11 %3.31 %3.51 %3.71 %6.81 %2.91 %7.91 %7.02 %4.02 %9.02

nigramxat-erP %0.51 %3.9 %1.21 %1.41 %8.61 %3.81 %7.91 %9.02 %4.22 %6.22 %6.32

nigramteN %1.21 %6.9 %0.21 %0.41 %4.61 %7.71 %1.91 %2.02 %7.12 %7.12 %0.02

:htworglanimoN

selaS %3.85 %3.03 %0.03 %8.43 %9.32 %6.61 %0.5 %4.2 %0.1 %0.1 %0.1

selasnotiforP %3.58 %0.12- %0.45 %1.55 %6.04 %0.52 %7.8 %2.5 %0.6 %3.0- %5.3

ADTIBE %3.95 %2.7 %9.84 %6.75 %6.43 %9.81 %3.4 %4.1- %9.2 %7.0- %9.2

TIBE %7.77 %4.51- %5.15 %1.55 %6.04 %0.52 %7.8 %2.5 %0.6 %3.0- %5.3

tiforpxat-erP %5.17 %6.91- %9.96 %6.75 %3.74 %0.72 %2.31 %4.8 %3.8 %2.2 %2.5

tiforpteN %8.08 %2.3 %4.36 %4.65 %2.54 %2.62 %2.31 %4.8 %3.8 %2.1 %8.6-

Figure 31. Cash Flow

Source: Company data, CDM estimates
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wolfhsacgnitarepO 5.91 9.9 7.42 6.46 3.811 9.161 1.691 9.402 3.112 3.112 3.971

emocniteN 4.82 3.92 9.74 0.57 8.801 4.731 5.551 5.861 5.281 7.481 2.271

noitaicerpeD 9.7 8.71 6.52 7.14 2.15 8.35 7.94 7.83 8.43 8.33 6.33
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rehtO 2.0 2.0 9.0 0.0 3.0 3.0 2.4 5.9 1.41 8.81 6.22

seitivitcalaicnanifmorfsdnufteN 9.421 2.38 6.88 0.92 0.27- 9.821- 1.04- 0.0 6.05- 7.45- 4.55-

eussiserahsmorfemocnI 0.03 3.55 8.99 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

tbedniegnahcteN 1.101 3.73 6.5- 0.53 3.86- 6.621- 1.04- 0.0 0.0 0.0 0.0

diapsdnediviD 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 6.05- 7.45- 4.55-

rehtO 2.6- 3.9- 6.5- 0.6- 7.3- 3.2- 0.0 0.0 0.0 0.0 0.0

hsacniegnahC 9.91 0.3- 9.52 6.63- 9.51 0.1 3.031 8.671 9.351 0.551 3.621



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.

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.

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.
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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: Barlinek

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

Sylwia Ja�kiewicz (Industrials) +48 22 856 17 50 sylwia.jaskiewicz@cdmpekao.com.pl

Micha³ Sobolewski (Banks) +48 22 856 18 26 michal.sobolewski@cdmpekao.com.pl

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

Wo³oska 18

02-675 Warsaw, Poland

Fax: (48 22) 640 28 00; (48 22) 640 26 00

Copyright © 2006 by CDM PEKAO S.A. Securities
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