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We expect Sygnity’s financial performance to pick up after a weak first quarter, with Q2 2010 earnings fully reflecting 
the positive effects of downsizing and centralized purchasing. Revenues are expected to increase going forward 
thanks to more successful contract acquisition and comparable base adjustments for divested operations. The 
second and third quarters will probably still see small operating losses totaling PLN 8m, but the fourth quarter should 
bring a turnaround in EBIT. Sygnity has been keeping its debt low (PLN 16m at mid-May), and its cash balance high, 
for an unexpectedly long period of time, easing concerns over liquidity. We are reiterating a buy rating on Sygnity. 

 

Seasonally Weak First Quarter 
As expected, Sygnity reported weak earnings results for the first quarter of 2010. We were most disappointed by the weak 
revenues and gross profit margin. The gross margin was weighed down by a changed approach to accounting for payroll 
expenses that cannot be attributed to any particular project – recognized before under SG&A expenses, they were charged 
against the gross margin for the first time in Q1 2010. Adjusted for the PLN 8.9m reclassification from SG&A to COGS, the 
gross margin figures to 19.3% vs. our forecast of PLN 19.0%. 
 
At PLN 104.2m, first-quarter revenues missed our estimate by 13.5%,and displayed a 25.8% shrinkage vs. the Q109 figure, 
indicating that the company performed few contracts in the period. Sygnity typically records high sales of proprietary services 
and products at the beginning of the year, representing 84.7% of Q1 2010 revenues (compared to 87.2% in the same period a 
year ago). Given that the current order backlog is comparable to last year’s (at PLN 366.0m vs. PLN 296m), we expect the 
company to catch up with deliveries in subsequent quarters. 

The first-quarter gross margin before adjustment for the reclassified expenses referred to above amounted to 13.0%.  
SG&A expenses totaled PLN 31.5m, less than our expected PLN 41.0m, (even after adjustment for the PLN 6.5m reclassified 
to COGS). “Other” operations produced a gain of PLN 3.9m (vs. our estimate of PLN 2m), resulting in an operating profit of 
PLN 17.5m (we predicted PLN 17.6m). Financial expenses were lower than expected at PLN 1.7m (vs. PLN 3.0m), thanks to 
lower interest expenses incurred on low net debt. Sygnity received a higher-than-anticipated tax refund (PLN 2.2m vs.  
PLN 1.0m) in the first quarter, producing a bottom-line loss of PLN 17.1m, lower than our PLN -19.6m forecast. 

 
Order Backlog Status 
Sygnity has accumulated an order backlog worth about PLN 500m, slightly more than the PLN 496m reported at the same 
time a year ago. The value of orders scheduled for delivery in 2010 is PLN 366.6m, marking a decrease from last year’s  
PLN 396.3m, but the value of orders with deadlines in future years is approximately PLN 134m, compared to PLN 100m in 
May 2009. 
 

2010 Outlook 
Sygnity’s Management expect 2010 revenues to remain steady at last year’s level, and anticipates an EBIT loss not exceeding 
PLN 15.0m. Between September and December of 2009, the company captured only PLN 83m-worth of new business, and 
we expect the hit rate to improve this year, and make up for the slight year-on-year decline in the current backlog. These 
expectations lead us to conclude that Sygnity will beat our cautious revenue estimate for 2010, and report a sales increase by 
at least several percent. 

BRE Bank Securities does not rule out offering brokerage services to an issuer of securities being the subject of a recommendation. Information concerning a conflict of interest arising in 
connection with issuing a recommendation (should such a conflict exist) is located on the final page of this report. 

 

Current Price: PLN 14.2; Target price: PLN 18.2 
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Can It Keep Its Position in the Downturn? 
Seasonally Weak First Quarter 

Buy 

Reported vs. forecasted Q1 2010 results 

(PLN m) 1Q2010 1Q2009 change 1Q2010F differ. 
consenus  

estimates 
differ. 

Revenues 104.2 140.4 -25.8% 120.4 -13.5% 110.0 -5.3% 

EBITDA -10.0 -6.3 - -9.6 - -8.7 - 

margin -9.6% -4.5% - -8.0% - -7.9% - 

EBIT -17.5 -16.1 - -17.6 - -17.6 - 

Pre-tax income -19.3 -18.0 - -20.6 - - - 

Net income -17.1 -17.2 - -19.6 - -19.6 - 

Source: Sygnity, F - forecasts by BRE Bank Securities, Consensus estimates by PAP 
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Y/Y changes in order backlog (by type of customer) 

  15 May 2009 17 May 2010 change 

Banking industry 133.6 110.0 -17.7% 

Public sector 114.1 148.3 30.0% 

Industrial customers and telecoms 83.0 52.2 -37.1% 

Utilities 65.7 56.4 -14.1% 

Other 0.0 -0.2 n/a 

Total 396.3 366.6 -7.5% 

Source: Sygnity 
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List of abbreviations and ratios contained in the report. 
EV – net debt + market value (EV – economic value) 
EBIT – Earnings Before Interest and Taxes 
EBITDA – EBIT + Depreciation and Amortisation 
PBA – Profit on Banking Activity 
P/CE – price to earnings with amortisation  
MC/S – market capitalisation to sales 
EBIT/EV – operating profit to economic value  
P/E – (Price/Earnings) – price divided by annual net profit per share 
ROE – (Return on Equity) – annual net profit divided by average equity 
P/BV – (Price/Book Value) – price divided by book value per share 
Net debt – credits + debt papers + interest bearing loans – cash and cash equivalents  
EBITDA margin – EBITDA/Sales 
 

Recommendations of BRE Bank Securities S.A. 
A recommendation is valid for a period of 6-9 months, unless a subsequent recommendation is issued within this period. Expected 
returns from individual recommendations are as follows: 
BUY – we expect that the rate of return from an investment will be at least 15% 
ACCUMULATE – we expect that the rate of return from an investment will range from 5% to 15% 
HOLD – we expect that the rate of return from an investment will range from –5% to +5% 
REDUCE – we expect that the rate of return from an investment will range from -5% to -15% 
SELL – we expect that an investment will bear a loss greater than 15% 
Recommendations are updated at least once every nine months. 
 

The present report expresses the knowledge as well as opinions of the authors on day the report was prepared. The opinions and 
estimates contained herein constitute our best judgement at this date and time, and are subject to change without notice. The pre-
sent report was prepared with due care and attention, observing principles of methodological correctness and objectivity, on the 
basis of sources available to the public, which BRE Bank Securities S.A. considers reliable, including information published by issu-
ers, shares of which are subject to recommendations. However, BRE Bank Securities S.A., in no case, guarantees the accuracy and 
completeness of the report, in particular should sources on the basis of which the report was prepared prove to be inaccurate, in-
complete or not fully consistent with the facts. 
 

This document does not constitute an offer or invitation to subscribe for or purchase any financial instruments and neither this docu-
ment nor anything contained herein shall form the basis of any contract or commitment whatsoever. It is being furnished to you 
solely for your information and may not be reproduced or redistributed to any other person. This document  nor any copy hereof is 
not to be distributed directly or indirectly in the United States, Australia, Canada or Japan. 
 

Recommendations are based on essential data from the entire history of a company being the subject of a recommendation, with 
particular emphasis on the period since the previous recommendation.  
 

Investing in shares is connected with a number of risks including, but not limited to, the macroeconomic situation of the country, 
changes in legal regulations as well as changes on commodity markets. Full elimination of  these risks is virtually impossible. 
BRE Bank Securities S.A. bears no responsibility for investment decisions taken on the basis of the present report or for any dam-
ages incurred as a result of investment decisions taken on the basis of the present report. 
 

It is possible that BRE Bank Securities S.A. renders, will render or in the past has rendered services for companies and other enti-
ties mentioned in the present report.  
 

BRE Bank Securities S.A., its shareholders and employees may hold long or short positions in the issuers’ shares or other financial 
instruments related to the issuers’ shares. BRE Bank Securities S.A., its affiliates and/or clients may conduct or may have con-
ducted transactions for their own account or for account of another with respect to the financial instruments mentioned in this report 
or related investments before the recipient has received this report.  
 

Copying or publishing the present report, in full or in part, or disseminating in any way information contained in the present report 
requires the prior written agreement of BRE Bank Securities S.A. Recommendations are addressed to all Clients of BRE Bank Se-
curities S.A. 
The activity of BRE Bank Securities S.A. is subject to the supervision of the Polish Financial Supervision Commission. 
 

BRE Bank Securities S.A. serves as animator in relation to the shares of the following companies: Certyfikaty Skarbiec Nieruchomo-
ści, Erbud, Es-System, LW Bogdanka, Macrologic, Magellan, Mieszko, Mondi, Nepentes, Neuca, Pemug, Polimex-Mostostal. 
BRE Bank Securities S.A. receives remuneration from issuers for services rendered to the following companies: Agora, Ambra, 
Arkus,  Bakalland, BRE Bank, Deutsche Bank, DZ Bank Polska, Elektrobudowa, Elzab, Enea, Energoaparatura, EnergomontaŜ 
Północ, Erbud, Es-System, Farmacol,  Ferrum, Fortis Bank, GTC, Intergroclin Auto, Koelner, Komputronik, LW Bogdanka, Magellan, 
Mennica, Mercor, Mieszko, Mostostal Warszawa, Nepentes, Neuca, Odratrans, Pemug, PGF, PGNiG, Polimex-Mostostal, Polmos 
Lublin, Polnord, Prokom Software, Seco Warwick, Sfinks, Sokołów, Sygnity, Techmex, Unibep, WSiP, ZA Puławy. 
In the last 12 months BRE Bank Securities S.A. has been an offering agent of the issuer’s shares in a public offering for the follow-
ing companies: Centrum Klima, LW Bogdanka.  
Asseco Poland provides IT services to BRE Bank Securities.  
BRE Bank Securities S.A. acts as domestic co-bookrunner for Tauron Polska Energia S.A. 
 

Individuals who did not participate in the preparation of recommendations, but had or could have had access to recommendations 
prior to their publication, are employees of BRE Bank Securities S.A. authorised to access the premises in which recommendations 
are prepared, other than the analysts mentioned as the authors of the present recommendations. 
 

Strong and weak points of valuation methods used in recommendations: 
DCF – acknowledged as the most methodologically correct method of valuation; it consists in discounting financial flows generated 
by a company; its weak point is the significant susceptibility to a change of forecast assumptions in the model. 
Comparative – based on a comparison of valuation multipliers of companies from a given sector; simple in construction, reflects the 
current state of the market better than DCF; weak points include substantial variability (fluctuations together with market indices) as 
well as difficulty in the selection of the group of comparable companies. 


