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Research Update:

Poland-Based Soda Ash Producer Ciech Upgraded
To 'B+' On Strong Performance And EBITDA
Growth; Outlook Stable

Overview

« W anticipate that Pol and-based soda ash producer C ech S.A will
continue to report strong results in 2015 and beyond, benefiting from
anong ot her things, favorable soda ash prices.

* W also anticipate that Ciech will nanage its liquidity prudently during
a period of increased capital expenditure.

* W are therefore raising our long-termcorporate credit rating on G ech
and our issue rating on Ciech's senior secured notes to 'B+ from'B'.

» The stable outlook reflects our view that C ech will naintain adequate
liquidity and that its |leverage will remain within an adjusted debt to
EBI TDA rati o range of 3.5x-4.0x.

Rating Action

On Nov. 17, 2014, Standard & Poor's Ratings Services raised its long-term
corporate credit rating on Pol and-based soda ash producer C ech to 'B+ from
'"B'. The outl ook is stable.

At the same time, we raised our issue ratings on Ciech's existing €245 mllion
seni or secured notes to 'B+ from'B'.

Rationale

The rating actions reflect our viewthat Cech will continue to report strong
results in 2015 and beyond, and that its performance will benefit from
favorabl e soda ash prices, capacity expansions, and the increasing
contribution fromits crop protection business, Organi ka Sarzyna.

Qur upward assessnent of Ciech's business risk profile to "fair" from "weak"
reflects Ciech's track record of increasing EBITDA and nargins, and our view
of its inherently stronger business, follow ng the disposals conpleted in 2013
and the inplenentation of cost-saving neasures. These actions, conbined with
favorabl e conditions in the soda ash industry and G ech's | ow cash cost
position, led to a significant inprovenment in the conpany's perfornmance in
2014, which we anticipate will continue in 2015 and beyond. Under our
base-case scenario, we forecast C ech's EBITDA of about Polish zloty (PLN) 470
mllion in 2014 and PLN510 million in 2015, with stable margins of about

15% 16%
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That said, the conpany's strategy remains focused on growing its soda ash

busi ness and the Organi ka Sarzyna crop protection business. Key growh
projects currently underway include soda ash capacity expansions in Poland by
200 kil otons per annum (ktpa) and in Romani a by 60ktpa, optim zing the product
portfolio in the salt business, and investnments into further establishing

C ech's market share in the crop protection business in Poland. In addition

C ech's non-growth investnents include environnental projects in relation to

I ndustrial Emissions Directive conpliance. According to managenent, the
capital expenditure (capex) related to these projects will anount to

approxi nately PLN450 million over 2015 and 2016.

Further factors supporting our assessnent of Ci ech's business risk profile
include its | eading nmarket positions in the soda ash market in Central and
Eastern Europe, reflected in its 98% market share in Poland and No. 2 position
in Europe, after market-|eader Solvay S.A. Ciech's close proximty to

wel | - establ i shed group of custoners is another positive. W also see Cech's
soda ash activities as less cyclical than the chemical industry as a whol e,
because about 60% of its end-market demand comes from gl ass applications.

Factors constraining our assessnent of the business risk profile include the
conpany's hi gh exposure to the cyclical packaging and construction industries,
which are G ech's key end-nmarkets; its limted product diversity through its
core soda ash production; and its reliance on a small nunber of suppliers for
key raw materials such as brine and |inmestone. However, we recogni ze that
there is some backward integration, notably of the conpany's Polish operations
into steam production and electricity, and its German operations into

i mestone and brine, and also into steamand electricity. Qur assessnent takes
i nto account ongoi ng conpetitive threats to C ech's narket position (despite
its landl ocked | ocation), in particular fromnew capacity additions such as

| ow- cost natural soda ash in Turkey, potentially by 2018.

Qur assessnent of Ciech's financial risk profile as "aggressive" factors in

t he conpany's focus on grow h and the consequent high capital expenditure

pl ans for 2015 and 2016. These plans will lead to significant negative free
operating cash flow (FOCF) under our base-case scenario. Consequently, we
forecast that Ciech's adjusted debt to EBITDA will increase to about 3.3x-3.5x
at year-end 2015 from about 3x at year-end 2014.

The current rating incorporates our view that Cech will nmanage its

i nvestments prudently, while maintaining adequate |iquidity and headroom under
financial covenants. For exanple, we understand from nanagenent that about
PLN180 million of the planned capex is flexible and could be postponed or cut
if needed. In addition, while we do not assune sharehol der support from new
owner Kl Chenistry, we take confort fromthe presence of the Supervisory
Board, which oversees the conpany's operating performance and liquidity.
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Other Modifiers

We nodify GCiech's anchor of 'bb-' downward by one notch because of our
negative conparative rating assessnent on the conmpany. W base our assessnent
on Ciech's negative FOCF and increasing | everage under our base case.

Fol | owi ng our discussion with the new owner Kl Chenistry, we no |onger nodify
t he anchor downward by one notch due to our negative financial policy
assessnment. This reflects the greater clarity we now have about Kl Chemnistry's
strategy for Ciech and its dividend and financial policies, which we view as
rating neutral.

Liquidity

We assess Ciech's liquidity as "adequate" under our criteria. W estinate that
[iquidity sources should cover liquidity uses by nmore than 1.2x over the next
12-18 nonths. W also anticipate that Ciech will conply with covenants
incorporated in its revolving credit facility (RCF) docunentation despite a
reduction in headroom under our base-case scenario, as the covenant steps down
substantially in 2015.

We estimate the following |iquidity sources:

e About PLN310 million of funds from operations under our base case;

e PLN10O nmillion long-termcomritted RCF due 2016, which was fully
avai |l abl e on Sept. 30, 2014; and

e About PLN63 nillion of cash on Sept. 30, 2014.

We estimate the following liquidity uses:

e PLNAOO million-PLNA50 million of capex in 2015, which we understand is
partly flexible;

e PLN6O nmillion of dividends; and

* No material short- to nmediumtermdebt nmaturities: the series 02 PLN160
mllion domestic notes mature in 2017 and the €245 nillion notes nmature
in 2019.

Structural Subordination

The issue rating on the €245 nmillion senior secured notes issued by G ech
Group Financing ABis "B+, inline with the corporate credit rating. W
consi der that the structural subordination of the notes is not material, and
is effectively mtigated by an extensive security package.

In terms of the insolvency jurisdiction, any insolvency proceedi ngs agai nst

C ech would nost likely originate in Poland. Al though we have assigned an
issue rating to the €245 nmillion notes, we have not assigned a recovery rating
because our review of Poland' s insolvency reginme is not conplete.

For detailed structural subordination analysis, please see
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Pol and- Headquar t ered Soda Ash Producer Ciech Assigned 'B Rating; Qutl ook
Stabl e," published on Dec. 18, 2012, on RatingsDirect.

Outlook

The stable outlook reflects our view that Cech will continue to deliver
strong operating results over the short to mediumterm W anticipate that
Ciech will benefit fromfavorable soda ash prices and capacity expansions, as
wel |l as the increasing contribution fromits crop protection business O gani ka
Sarzyna. W al so assunme that the conpany will nanage "adequate" liquidity and
headr oom under financial covenants during the high capex period. W view an
adjusted ratio of debt to EBITDA of 3.5x-4.0x as conmensurate with 'B+'

rating.

Downside scenario

Downward rating pressure could build if the conpany's investnents lead to
negative FOCF that is significantly nore than we currently anticipate, putting
pressure on liquidity and | eading to | everage higher than 4x.

Upside scenario

Rating upside is currently unlikely, reflecting our forecast of ongoing
negative FOCF in 2015 and 2016. However, upside potential could arise over the
longer term if, for exanmple, Ciech reports stronger-than-anticipated EBI TDA
grow h, while maintaining "adequate" liquidity and a sustai nabl e adjusted
rati o of debt to EBITDA of about 3. 0x-3.5x.

Related Criteria And Research

e Met hodol ogy And Assunptions: Liquidity Descriptors For d obal Corporate
| ssuers, Jan. 2, 2014

e Key Credit Factors For The Commodity Chemicals Industry, Dec. 31, 2013

e Corporate Methodol ogy, Nov. 19, 2013

e Corporate Methodol ogy: Ratios And Adjustnments, Nov. 19, 2013

e Group Rating Methodol ogy, Nov. 19, 2013

» Met hodol ogy: Managenent And Governance Credit Factors For Corporate
Entities And Insurers, Nov. 13, 2012

e 2008 Corporate Criteria: Rating Each |Issue, April 15, 2008

Ratings List
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Seni or Secur ed* B+ B

*Q@uar anteed by Ciech SA.

Additional Contact:
Industrial Ratings Europe; Corporate_Admin_London@standardandpoors.com

Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal credi tportal.comand at spcapitalig.com Al ratings affected by
this rating action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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