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Hryvnia devaluation damages 3Q14, but will spur recovery further
Kernel (KER PW) reported its 3QFY14 financials on May 30 together wth a 32%  Rroman Topolyuk
EBITDA guidance downgrade for FY2014 to USD 170 min. A 27% hryvnia rt@concorde.ua
devaluation during the quarter caused a one-off ForEx loss, while its underlying
business demonstrated robust performance. Yet the deep local currency  Bloomberg KER PW
devaluation has set the stage for gradual improvement of Kernel’s financials in  Surrentprice, PLN 29.29
FY2015. In our base-case scenario, assuming no plunge in grain prices, favorable Common shares outstanding, min 29.7
weather and solid capacity load, Kernel will double its EBITDA in the next  nicap, USD min 770.4
financial year. Based on its forward-looking multiple, the stock trades cheaply and Free float, % 61.77%
may be set for a turnaround after more than two years of decline. Free float, USD min 475.9
Net Debt FY14E, USD min 630
EV, USD min 1400.4
Weak 3QFY14 reported. Kernel reported EBITDA of USD 30 min in 3QFY14 (Jan-Mar | . "cornany data, Bloomberg
2014), which is 31% lower yoy and 48% lower qoq. Its net loss came in at USD 25 miIn
compared to a USD 3.4 min loss a year ago. The key drivers for the weak financials were
USD 45 min in currency exchange losses from the revaluation of VAT receivables and Ownership structure
USD 22 min in losses from 1AS-41 revaluation in its farming segment. EBITDA in Kernel’s ~ NamsenLTD 38.23%
core business segment, bulk oil, grew 37% yoy and 3% qoq to USD 50 min. A positive Other 61.77%
one-off stemmed from its grain segment, in which EBITDA jumped 8.6x qoq and 6.8x yoy  'Urce: Company data, Bloomberg
to USD 33 miIn due to export VAT reimbursement from grain exports in force in January-
March. The segment generated a record-high USD 25/t EBITDA compared to the average Price performance, PLN
of USD 9/t in the two previous years. KER PW WIG20 Index
Weaker FY2014 guidance, but strong FY2015 outlook. In 9MFY14, Kernel earned WIGUKR Index
EBITDA of USD 91 mln, 55% lower yoy. The company downgraded its 2014 EBITDA 80
guidance to USD 170 min (-41% yoy) from USD 250 mln, citing ForEx losses and a
weaker-than-expected performance of its farming segment. At its conference call, 60
Kernel’s management cited several expectations that make for a rather optimistic 20
outlook for 2015. The positive effect from hryvnia devaluation may add USD 70-80 min
to EBITDA next year. Following improvements in farming practices, Kernel also expects 20
to generate USD 180-200/t EBITDA per ha (i.e., up to USD 70 min totally), which is also
subject to stable market prices and favorable weather conditions. The company expects 0 « : : r
its margin in oilseed crushing to remain strong barring a low sunflower harvest in May-13 Sep-13 Jan-14 May-14
Ukraine (as in the beginning of the current financial year). The company expects to limit
its CapEx to USD 50 mln, including maintenance in FY15 (in 9MFY14, the company Source: Bloomberg
reported USD 40 min), with no immediate M&A seen.
Turnaround in 2015 possible. Having declined 67% from its historical peak in February
2011 of PLN 88/share, Kernel shares may be set for a strong recovery next financial
year. The normal operations of all its segments (including 75% capacity load of crushing
with a margin at USD 170/t of oil) supported by the positive effect from hryvnia
devaluation will generate USD 354 min of EBITDA in 2015 (+108% yoy), according to our
projections, which is close to the USD 344 min consensus expectation (+102%). The
performance of its farming segment close to management expectations will serve as an
additional driver for EBITDA. Kernel trades pretty cheaply on its 2015 EV/EBITDA
multiple: 4.0x compared to its historical average of 6.3x.
Selected financials and multiples of Kernel
3QFY13  3QFY14E yoy 9MFY13  9MFY13 yoy FY2013  FY2014E  FY2015E
Revenue, USD min 598 675  13% 2066 1813 -12% 2797 2378 2604
EBITDA, USD min 45 30 -33% 201 91 -55% 288 170 354
EBITDA margin, % 7.5% 4.4% -3.1pp 10% 5% -Spp 10% 7% 14%
Net income, USD min 3.4 -25 - 66.3 68 -203% 105 23 179
Forward EV/EBITDA 8.2x 4.0x
Historical average forward EV/EBITDA 7.1x 6.3x

Source: Company data, Bloomberg, Concorde Capital research
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DISCLAIMER

THIS REPORT HAS BEEN PREPARED BY CONCORDE CAPITAL INVESTMENT BANK INDEPENDENTLY OF THE RESPECTIVE COMPANIES MENTIONED HEREIN FOR INFORMATIONAL PURPOSES ONLY. CONCORDE CAPITAL DOES AND SEEKS TO DO
BUSINESS WITH COMPANIES COVERED IN ITS RESEARCH REPORTS. AS A RESULT, INVESTORS SHOULD BE AWARE THAT CONCORDE CAPITAL MIGHT HAVE A CONFLICT OF INTEREST THAT COULD AFFECT THE OBJECTIVITY OF THIS REPORT.

THE INFORMATION GIVEN AND OPINIONS EXPRESSED IN THIS DOCUMENT ARE SOLELY THOSE OF CONCORDE CAPITAL AS PART OF ITS INTERNAL RESEARCH COVERAGE. THIS DOCUMENT DOES NOT CONSTITUTE OR CONTAIN AN OFFER OF
OR AN INVITATION TO SUBSCRIBE FOR OR ACQUIRE ANY SECURITIES. THIS DOCUMENT IS CONFIDENTIAL TO CLIENTS OF CONCORDE CAPITAL AND IS NOT TO BE REPRODUCED OR DISTRIBUTED OR GIVEN TO ANY OTHER PERSON.

CONCORDE CAPITAL, ITS DIRECTORS AND EMPLOYEES OR CLIENTS MIGHT HAVE OR HAVE HAD INTERESTS OR LONG/SHORT POSITIONS IN THE SECURITIES REFERRED TO HEREIN, AND MIGHT AT ANY TIME MAKE PURCHASES AND/OR
SALES IN THEM AS A PRINCIPAL OR AN AGENT. CONCORDE CAPITAL MIGHT ACT OR HAS ACTED AS A MARKET-MAKER IN THE SECURITIES DISCUSSED IN THIS REPORT. THE RESEARCH ANALYSTS AND/OR CORPORATE BANKING ASSOCIATES
PRINCIPALLY RESPONSIBLE FOR THE PREPARATION OF THIS REPORT RECEIVE COMPENSATION BASED UPON VARIOUS FACTORS, INCLUDING QUALITY OF RESEARCH, INVESTOR/CLIENT FEEDBACK, STOCK PICKING, COMPETITIVE FACTORS,
FIRM REVENUES AND INVESTMENT BANKING REVENUES.

PRICES OF LISTED SECURITIES REFERRED TO IN THIS REPORT ARE DENOTED IN THE CURRENCY OF THE RESPECTIVE EXCHANGES. INVESTORS IN FINANCIAL INSTRUMENTS SUCH AS DEPOSITORY RECEIPTS, THE VALUES OR PRICES OF WHICH
ARE INFLUENCED BY CURRENCY VOLATILITY, EFFECTIVELY ASSUME CURRENCY RISK.

DUE TO THE TIMELY NATURE OF THIS REPORT, THE INFORMATION CONTAINED MIGHT NOT HAVE BEEN VERIFIED AND IS BASED ON THE OPINION OF THE ANALYST. WE DO NOT PURPORT THIS DOCUMENT TO BE ENTIRELY ACCURATE AND
DO NOT GUARANTEE IT TO BE A COMPLETE STATEMENT OR SUMMARY OF AVAILABLE DATA. ANY OPINIONS EXPRESSED HEREIN ARE STATEMENTS OF OUR JUDGMENTS AS OF THE DATE OF PUBLICATION AND ARE SUBJECT TO CHANGE
WITHOUT NOTICE. REPRODUCTION OF THIS DOCUMENT IN WHOLE OR IN PART WITHOUT PRIOR PERMISSION IS PROHIBITED.

NEITHER THIS DOCUMENT NOR ANY COPY HEREOF MAY BE TAKEN OR TRANSMITTED INTO THE UNITED STATES OR DISTRIBUTED IN THE UNITED STATES OR TO ANY U.S. PERSON (WITHIN THE MEANING OF REGULATION S UNDER THE U.S.
SECURITIES ACT OF 1933, AS AMENDED (THE “SECURITIES ACT”)), OTHER THAN TO A LIMITED NUMBER OF “QUALIFIED INSTITUTIONAL BUYERS” (AS DEFINED IN RULE 144A UNDER THE SECURITIES ACT) SELECTED BY CONCORDE CAPITAL.

THIS DOCUMENT MAY ONLY BE DELIVERED WITHIN THE UNITED KINGDOM TO PERSONS WHO ARE AUTHORIZED OR EXEMPT WITHIN THE MEANING OF THE FINANCIAL SERVICES AND MARKETS ACT 2000 (“FSMA”) OR TO PERSONS WHO
ARE OTHERWISE ENTITLED TO RECEIVE THIS DOCUMENT UNDER THE FINANCIAL SERVICES AND MARKETS ACT 2000 (FINANCIAL PROMOTION) ORDER 2005, OR ANY OTHER ORDER MADE UNDER THE FSMA.
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