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INTRODUCTION

The first half of 2019 was marked by
a boom in the M&A market compared to
the previous period.

Most transactions in the analysed period
were made between Polish entities. This
was driven by, inter alia, trends towards the
consolidation of Polish businesses resulting
from, on the one hand, the so-called
"problem of succession" in family
businesses and, on the other hand,
continuing globalisation increasing
competitive pressure.

Particular attention should be paid to the
"problem of succession" becoming
increasingly noticeable in the market, since
only 8.1% of successors consider taking
over a family business.

The increased activity of British and U.S.
investors was also noticeable, which may
result from Brexit, with Great Britain
seeking to secure its interests on the
continent to the widest possible extent,

as well as from a looming world trade war
resulting from economic tensions between
the United States and the European Union
or China.

Furthermore, global economic powers are
becoming increasingly involved in the
economy of Central and Eastern Europe

which also affects our local market
situation, with the Polish economy
outstanding in size against the
region.

The structure of the M&A market is
also determined by the approaching
digital revolution, making sectors
vulnerable to digital transformation,
such as the transport or financial
sector, increasingly attractive to
investors.

Please also note that most
transactions on the buyer's side
involved professional investors, with
only 15% of transactions being made
by investment funds. This is also
reflected in acquired shareholdings,
most of which were majority
shareholdings.

Below please find the report on the
M&A market in the first half of 2019.
The study aims to identify trends in
the Polish M&A market and entities
operating there**.

*Succession Barometer — Next Generation career
paths in Polish family businesses

**The report includes transactions that meet K&P
materiality criteria.



Value and number of transactions made in sectors

analysed

In the first half of 2019, the value of
M&A deals in the Polish market

amounted to over EUR 4 billion in total.

The number of transactions in the
analysed period was 61, which is 13
more than in the corresponding period
last year.

This 27.1% increase shows that the
strong economic climate, including in
the M&A sector, continues to be
conducive to investment.

Particular attention should be paid to
activity in the transport, financial and
real estate sectors.

Their share in the total value of the
analysed transactions is respectively
33.57%, 24.17% and 14.75%.

The transport market in the first half of
2019 was dominated by DCT Gdansk's
acquisition by the State Development
Fund and two foreign investors: PSA
International and IFM Investors.

Investors' involvement in the financial
sector seems particularly interesting
due to high added value generated by
the sector for the economy and its
vulnerability to digital transformation.

Investors find the Polish financial sector
extremely attractive also due to
favourable regulations resulting, inter
alia, in the KNF regulatory sandbox and
exceptional stability compared to other
EU Member States as confirmed by e.g.
stress tests carried out in the banking
sector.
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,Developed economies are
undergoing the fourth industrial
revolution, whose main premise is to
digitize and network the activity of
market players, enabling them to
experience a surge in productivity,
thus increasing their global
competitive edge.

This is evident in the transport sector.
The evolution of transport towards
digitized traffic management systems
will revolutionize the economy,
making it more competitive.

Digital transport solutions have given
rise to a new product, i.e.
autonomous vehicles. In turn, the
financial sector is undergoing banking
repolonisation which is important
given the special role of the financial
sector in the so-called economy 4.0.”

Adrian Grzegorzewski, Analyst,
Transaction Advisory and Analysis
Practice, Kochanski & Partners
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Transaction value across selected sectors
(EUR '000 000)

,Strong and long-term economic growth
results from the development of all economic
sectors.

Economic policy should foster the development
of key areas, with particular emphasis on
sectors generating high added value for the
economy, including the financial, online and B Construction M Entertainmen M Finance M Real estate ® Transport M Other
health care sectors.

As a handful of sectors are now beginning to Analysing the number of transactions carried out, it is worth noting
dominate the entire economic system, the that there is no clear dominance among the sectors, thus indicating
national economic climate in the country may the positive attitude of investors to the entire Polish economy.

become dependent on several areas of the
economy. Transaction volumes across selected sectors

Having analysed the number of transactions
made in the first half of 2019, it can be noted
that there has been activity in all economic
sectors in question which demonstrates the
strong foundations of economic growth in
Poland.”

Szymon Balcerzak, Head of the Transaction
Advisory and Analysis Practice, Kochanski

& Partners.
B Construction M Services
B Entertainment B Online services
B Other consumer products W Medicine
M Industry M Finance
B Food consumer products B Other



Origin of capital

In the analysed period, over half of the
value of capital in M&A transactions came
from domestic entities, thus indicating the
strong consolidation of Polish businesses as
well as their drive for internationalisation
and competition with international entities.

It is expected that the consolidation of
Polish businesses will boost their
technological capacity, i.e. the ability to
perform any significant technical functions
or activities, which helps them more
effectively develop new products and
processes. Polish market players will thus
increase their global competitive edge.

,For some time, we have witnessed an
increase in the value and number of M&A
deals made by Polish businesses and
holdings. One common example of the
consolidation of Polish businesses is the
acquisition of assets and entities operating
in various market segments.

Such transactions allow for effective cost
reduction while increasing the scale of
operations. This effect is particularly evident
in mergers of entities operating in the same
(national) territorial market.

The main driver for these transactions is
market and business expansion to new
market areas and segments.
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M&A transactions exert a great
influence on shaping the market
position of Polish businesses and are
often used for this purpose. Tax issues
are no longer an important incentive for
such transactions following a tax
evasion clause being introduced into
the Polish legal system.

Despite this, the correct transaction
structure still requires a detailed tax
analysis to determine tax consequences
of the transactions.”

Says Pawet Mardas, Advocate, Partner,
Head of the M&A Practice at K&P

It is also worth noting the high activity

of U.S. and British investors, accounting
respectively for 16.71% and 12.33% of
the transaction value.

This is particularly important in terms
of digitization, as both countries are
among the world leaders in the
economy's digital transformation.

Such large capital involvement from the
countries indicated may lead to a future
surge in the productivity and
competitiveness of businesses due to
modern digital tools being employed by
other market players.



kochanskKi g
& partners s

Transaction value by businesses from selected countries

An analysis of the number of the
transactions also confirms the above
conclusions.

Most transactions were carried out by

Polish companies, accounting for 50.72%

of all transactions made in the first half of EPoland M GreatBritain B Mexico ®U.S. Other
2019, being followed by British and U.S.

businesses accounting respectively for

8.7% and 4.35%

of transactions. . Transaction volume by selected country
17
6
4
— - | ]
Poland Great Britain France Germany u.s. Not specified Other



Supply side of the market

Having analysed the supply side
of the market, i.e. the "origin"
of businesses selling shares in
Polish enterprises, it can be
concluded that Polish
businesses were the most
active and accounted for
56.76% of transactions.
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Transaction number by selected country
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Referring the data above to the very high activity of Polish acquiring businesses, we can
assume that there is strong consolidation which may result from domestic businesses
increasingly facing the problem of succession and from their planned internationalisation.
Such conclusion seems to be confirmed by the positive balance of trade of Polish
businesses increasing since 2015.



Professional
investors and
capital funds

M&A transactions in the Polish
market were carried out by
both professional businesses
and investment funds,
however, when analysing both
the value and number of
transactions, it can be noted
that professional investors
were much more active,
accounting for 80.62% and
80.33% respectively of the
value and number of
transactions.
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Transaction value by professional and capital investors

B Professional M Fund Not specified

Transaction volume by professional and capital
investors

M Professional ® Fund Not specified



Acquired
shareholdings

Analysing acquired
shareholdings allows us to
determine what drives
investors deciding to make
a transaction. Acquiring a total
or majority shareholding
demonstrates an investor's
willingness to take an active
part in business growth, and
place their trust in national
regulations.

However, acquiring a minority
shareholding may suggest a
more passive investor attitude.

In the first half of 2019, the
value and number of total
shareholdings acquired in the
Polish market accounted
respectively for 65.08% and
59.02% of transactions.
Majority shareholdings
acquired accounted for 18.75%
and 19.67% respectively of the
value and number of
transactions. These results
indicate the dominance of long-
term investments made in the
analysed period.
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Transaction value by type

B Total shareholdings B Majority shareholdings
acquired acquired

B Minority shareholdings Not specified
acquired

Transaction volume by type

B Total shareholdings B Majority shareholdings
acquired acquired

B Minority shareholdings Not specified
acquired
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Economic situation in the Euro zone

Since the financial crisis of 2007, EU
Member States, in particular those in the
Euro zone, have faced stagnation or very
slow economic growth. Over the past five
years, the Euro zone has seen GDP growth
of ca. 0.5%.

Various economic schemes are therefore
being implemented in the EU to mobilise
EU businesses and boost their
competitiveness, including by digitizing
their activities through the "Digital Single
Market" scheme. The higher activity of
European businesses may lead to
increased activity in the Polish M&A
market.

Potential global trade war

An unfolding trade conflict between two
economic powers, i.e. the U.S. and China,
is causing major disturbances in the global
economy which is also influenced by trade
tensions between the U.S. and the EU,
with the U.S. willing to impose duties on
EU products recognised as a threat to

U.S. interests.

In turn, France is considering the
introduction of a digital tax that will
directly restrict the interests of large
U.S. IT corporations.

Uncertainty about actions planned by
Washington and their final outcome may
result in increased activity among
businesses seeking to secure their
interests both on the continent and in
the U.S.
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EU policy on large M&A transactions

The European Commission has recently
blocked the merger of Siemens
(Germany) and Alstom (France) which
could distort competition in the railway
markets.

The ban provoked an immediate reaction
from the German government demanding
that EU law be changed to allow the rise
of "European champions" capable of
competing with U.S. and Chinese
corporations.

However, it is worth noting that, following
this year's European Parliament elections,
the direction of changes in EU regulations
is uncertain, including in the context of
permits for mergers. Depending on the
final shape of the implemented
regulations, the planned reforms may
lead to both increased and decreased
activity in the Polish and European M&A
market.

Iran

Escalating political tensions between the
U.S. and Iran, and the risk of armed
aggression are causing uncertainty in the
region, intensified by both parties’
expectations for the EU to engage in

the conflict by both imposing economic
sanctions and declaring its readiness

to provide military support. Prolonged
strained relations or even an armed
conflict may lead to disruption of the
European M&A market.
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BREXIT

Brexit procedures initiated in 2016, with no
clear conditions for further economic
cooperation between Great Britain and the
UE, significantly impede economic cooperation
between European and British businesses.
Uncertainty about Brexit, or Brexit itself is
encouraging businesses to take preventive
actions in order to secure their interests in the

This report was prepared by the
Kochanski and Partners Transaction
Advisory and Analysis Team.

We specialise in conducting
transaction processes, sourcing

EU and UK. funding and preparing all necessary
documentation, such as valuations,
investment memoranda and business

Political and legal stability is the foundation for
economic growth and also one of the main
factors encouraging activity among investors in
the M&A market. Some of these result from
actions taken by local authorities, while others
are global.

Global political events are exogenous and thus
cannot be influenced by Polish market players.
Nevertheless, an awareness of the specific
possible scenarios of global events is extremely
important when it comes to, inter alia, risk
management.

Although Polish market players can mostly
remain passive regarding global events, when
referring to the local level, all decision-makers
should make every effort to ensure that
organisational changes in the state are gradual
and evolutionary, thus encouraging greater
economic activity in the region.

Piotr Piechota, CEO
Kochanski & Partners

plans.

As part of transaction advisory and
business development, we offer:

* sourcing funding — PE / VC, debt

financing, obtaining tax reliefs,
analysing investment plans,
preparing business plans and
feasibility studies;

* business matching — identifying

potential investment
prospectuses;

* transaction structuring —
developing asset purchase
structures, M&A transaction
advisory and support;

* conducting strategic and financial

analyses for M&A transactions;

* market entry strategies —

developing analyses and models

for enterprises entering new
markets.

CONTACT

Szymon Balcerzak
Head of the Transaction
Advisory and Analysis Practice
+48 602 672 947
s.balcerzak@kochanski.pl

Adrian Grzegorzewski
Analyst | Transaction Advisory
and Analysis Practice
+48 883 323 451
a.grzegorzewski@kochanski.pl

www.kochanski.pl



