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ING Bank Slaski SA (SLAS.WA)

Going Neutral on Costly Stadiums, Clicks, Bricks and Cash Loans

Downgrading to Neutral — We appreciate the direction in which ING BSK's
business model is evolving and make small increases to our EPS estimates (+2% in
2012, +4% in 2013 and +7% in 2014) driven by lower staff cost forecasts — these
however are not enough to off-set the negative impact of a lower expected long-
term growth rate; we lower our long term expected growth rate when valuing all
Polish banks to 4.5% from 5.0%. This prompts us to reduce our target price to ZI
88.2 and downgrade the stock to Neutral from Buy.

Cost of Stadiums — In 2Q12 the bank’s financial results were negatively affected
by ZI 80m provisions on exposure to PBG (the construction company struggling with
unprofitable contracts to build roads and stadiums). In our opinion rising
provisioning is an inevitable trend, caused by the increased share of loans in total
assets, rather than a one-off event.

Cost of Clicks — Fee income is under pressure not only due to sector-wide
negative dynamics related to weak capital markets but also due to migrating clients
to less expensive on-line channels. But this trend looks unavoidable and it is better
for ING BSK to be the leader in this trend, rather than a laggard who loses not only
fee revenues but also clients.

Cost of Bricks — The bank’s cost-to-income ratio of 58% is relatively high (e.g.
similar-sized BRE has a cost-to-income ratio of 44%) but we expect the bank to
address this issue in the coming quarters.

Cost of Cash Loans — We appreciate the bank’s plan to enter the consumer
finance market more aggressively and we like the bank’s idea do it through
standarised ZI 5,000 cash loans. However, we do not expect the positive effects of
the project to be visible immediately.
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Year to 31 Dec 2010A 2011A 2012E 2013E 2014E
Net Income (ZLM) 753.1 880.1 805.4 684.6 1,101.4
Diluted EPS (ZL) 579 6.76 6.19 5.26 8.47
Diluted EPS (Old) (ZL) 579 6.76 6.09 5.04 7.92
PE (x) 143 12.3 134 15.8 9.8
P/BV () 1.9 1.7 15 14 13
DPS (zL) 1.50 0.00 248 2.10 5.08
Net Div Yield (%) 1.8 0.0 3.0 25 6.1
ROE (%) 14.3 14.6 11.7 9.1 13.6
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Fiscal year end 31-Dec 2010 2011 2012E 2013E 2014E
Valuation Ratios
P/E adjusted (x) 14.3 12.3 134 15.8 9.8
P/E reported (x) 14.3 12.3 13.4 15.8 9.8
PBV (x) 1.9 1.7 15 1.4 1.3
P/Adjusted BV diluted (x) 1.9 1.7 15 1.4 1.3
Dividend yield (%) 1.8 0.0 3.0 25 6.1
Per Share Data (ZL)
EPS adjusted 5.79 6.76 6.19 5.26 8.47
EPS reported 5.79 6.76 6.19 5.26 8.47
BVPS 43.43 49.30 56.46 59.24 65.60
Tangible BVPS 40.80 46.52 53.51 56.12 62.29
Adjusted BVPS diluted 4343 49.30 56.46 59.24 65.60
DPS 1.50 0.00 248 2.10 5.08
Profit & Loss (ZLm)
Net interest income 1,628 1,852 2,045 2,165 2,401
Fees and commissions 987 1,021 1,010 1,028 1,115
Other operating Income 65 40 143 88 100
Total operating income 2,679 2,913 3,198 3,281 3,616
Total operating expenses -1,583 -1,664 -1,811 -1,899 -1,957
Oper. profit bef. provisions 1,097 1,249 1,387 1,382 1,659
Bad debt provisions -204 -172 -450 -583 -348
Non-operating/exceptionals 0 0 0 0 0
Pre-tax profit 893 1,076 937 799 1,312
Tax -181 -237 -172 -161 -258
Extraord./Min. Int./Pref. Div. 41 41 41 46 48
Attributable profit 753 880 805 685 1,101
Adjusted earnings 753 880 805 685 1,101
Growth Rates (%)
EPS adjusted 26.6 16.9 8.5 -15.0 60.9
Oper. profit bef. prov. 10.7 13.9 11.1 -0.4 20.1
Balance Sheet (ZLm)
Total assets 64,518 69,783 73,395 79,445 87,200
Avg interest earning assets 60,769 70,213 69,988 74,703 81,450
Customer loans 35,594 43,444 52,295 56,638 62,270
Gross NPLs 1,508 1,553 2,510 2,832 2,491
Liab. & shar. funds 64,518 69,783 73,395 79,445 87,200
Total customer deposits 47,400 52,932 56,345 60,990 66,017
Reserve for loan losses 1,085 1,114 1,350 1,493 1,400
Shareholders' equity 5,651 6,414 7,345 7,707 8,535
Profitability/Solvency Ratios (%)
ROE adjusted 14.3 14.6 1.7 9.1 13.6
For further data queries on Citi's full coverage universe Net interest margin 2.68 2.64 292 290 295
please contact Citi Research Data Services at Cost/income ratio 59.1 57.1 56.6 57.9 541
CitiRsch.DataServices.Global@citi.com Cash cost/average assets 25 25 25 25 23
NPLs/customer loans 42 3.6 48 5.0 4.0
Reserve for loan losses/NPLs 72.0 .7 53.8 52.7 56.2
Bad debt prov./avg. cust. loans 0.6 0.4 0.9 1.1 0.6
\ Loans/deposit ratio 75.1 82.1 928 929 94.3
@datacentra| Tier 1 capital ratio 131 1.5 13.0 12.7 13.8
Total capital ratio 131 12.3 13.0 12.7 13.8
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The changing structure of interest
income — more dependent on income
from clients (read 'loans’) - to lead to
higher cost of risk

Clients are migrating to the Internet

Citi Research

ING Bank Slaski in Snapshots

Figure 1. ING BSK - Structure of Nll, 1Q07-2Q12 (Polish Zloty in million)
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Figure 2. ING BSK - Retail Accounts, 1Q08-2Q12 (in thousand/Polish Zloty in million)
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We set a target price of ZI 88.2

Citi Research

Downgrading to Neutral

We maintain our assumptions that ING BSK can sustain an ROE of 13.5% and that
cost of equity amounts to 10.5%. For all Polish banks we lower our expected growth
rate (to 4.5% from 5.0%) due to lowered expectations of market growth. This,
coupled with, on average, a 4% per annum upgrade to our 2012E-14E EPS
forecasts leads us to decrease our warranted equity valuation (VEW) to ZI 88.2 from
Z1 89.0. As in the case of other Polish banks, we set our target price using a WEV.
Following recent share price performance and the reduction to our target price we
downgrade our rating on the stock to Neutral from Buy.

Figure 3. ING BSK - Summary of Valuations (Polish Zloty)

EVA 106.8
Warranted Equity Valuation 88.2
Average 97.5
Price Target 88.2
Current share price 83.0
Upside / (Downside) 6.3%
DPS (2012E) 248
Dividend yield (%) 3.0%
Expected Total Return 9.3%

Source: Citi Research

Figure 4. ING BSK- Warranted Equity Valuation Model (Polish Zloty)

Sustainable ROE 13.5%
2014E COE 10.5%
Growth 4.5%
Target P/BV multiple 1.50
2014E BVPS 65.6
2014E Target Value Per Share 98.4
Months to Discount to Aug 2013 16
Discounted 86.1
2013E DPS 21
Months to Discount to Aug 2013 10
Discounted 2.0
Value per share 88.2
Upside / (Downside) 6.3%

Source: Citi Research

Figure 5. Polish Banks - Valuation Table (Prices in Polish Zloty)

Current Price Rating Target Price PIE PIBV ROE

2012E  2013E  2014E  2012E  2013E  2014E  2012E  2013E  2014E
PKO BP 35.24 1 40.7 11.7 12.7 9.8 1.8 1.6 15  158%  135%  16.0%
BZ WBK 233.0 1 264.0 13.2 14.4 12.1 20 20 19 165% 141%  16.2%
BANK MILLENNIUM 37 1 39 10.6 14.0 74 0.9 0.9 0.8 8.9% 64%  11.3%
Getin Noble Bank 1.59 1 20 7.2 6.3 5.9 0.8 0.7 06 119% 11.6% 11.2%
KREDYT BANK 15.03 1H 18.4 31.9 98.9 18.5 1.3 1.2 1.2 4.1% 1.3% 6.6%
PEKAO 152.6 2 152.0 14.4 14.6 11.8 1.8 1.7 16 126% 11.9%  142%
ING BSK 83.0 2 88.2 134 15.8 9.8 1.5 1.4 1.3 11.7% 91%  13.6%
BGZ 71.6 2 72.5 213 23.0 9.9 1.1 1.0 0.9 5.3% 47%  10.1%
BRE 312.60 3 273.0 11.7 138 10.4 14 1.3 12 13.0% 98%  12.1%
Source: Powered by dataCentral (Prices as of August 27)




ING Bank Slaski SA (SLAS.WA) .
28 August 2012 Citi Research

Let’s Talk About Costs

Figure 6. ING BSK - Reported Net Profit and ROE, 1Q07-2Q12 (Polish Figure 7. ING BSK - Forecast Net Profit and ROE, 3Q12E-4Q13E (Polish
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Increased Cost of Risk: The Cost of Growth

In 2Q12 net provisioning reached ZI 131m In 2Q12 net provisioning materially increased and reached ZI 131m (109bp,

(109bp) including ZI c32m provisions on bonds) vs. ZI 64m (57bp) in 1Q12 and ZI 38 in
2Q11 (42bp), negatively affected by provisions on loans to PBG Group. But in our
opinion, the problem lies not in the bank’s exposure to the one client or to the one
industry. Even if ING BSK had managed to avoid losses the PBG Group, we
estimate that the cost of risk will grow significantly in 2012 due to combination of
two factors:

B An ongoing change in the structure of ING BSK's assets, and

B The economic slowdown in Poland.

Figure 8. ING BSK - Structure of Interest Earning Assets, 4Q07-2Q12 Figure 9. ING BSK - Structure of Nll, 1Q07-2Q12 (Polish Zloty in million)
(Polish Zloty in million)
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We expect higher lending...

Citi Research

In the last five years ING BSK’s asset structure and, therefore its structure of

interest income, has changed dramatically, leading to a material increase in balance
sheet risk: the share of loans (excluding debt securities classified as loans)
increased from 27% in 4Q06 to 52% in 4Q11 and (due to acquisition and
consolidation of leasing and factoring subsidiaries of ING) to 61% in 2Q12. The
loan-to-deposit ratio thus rose to 90% in 2Q12 from 77% in 2Q11 (but according to
the bank, the loan-to-deposit ratio excluding ING Lease funding from ING Group is

80% in 2Q12).

...to lead to higher provisioning

Increased lending has led to higher NIM but the cost of risk has remained low,

leading to a relatively high net interest margin (NIM) adjusted for cost of risk,
calculated on the base of interest earning assets (2.5% in 1Q12 vs. for example
1.8% in BRE). In 2011 low provisioning (cost of risk on average loans was 45bp)
was caused by very low provisioning on corporate loans due to declining NPLs and
several recoveries. Given maturing loans and the expected slowdown in the
economy (Citi expects GDP growth in Poland to decline from 4.3% in 2011 to 2.6%
in 2012 and 2.2% in 2014) an increase in provisioning seems inevitable.

Figure 10. ING BSK — NIM and Cost or Risk (on Interest Earning
Assets), 1Q08-2Q12 (Percentage)

3.50%
3.00%
2.50%
2.00%
1.50%
1.00%
0.50%

0.00%

0500

A00% 1 - - -
NIM adjusted for cost of risk — NIM — Cost of risk

Source: Company reports, Citi Research

Figure 11. Polish Banks - NIM Less Cost Of Risk, 1Q08-2Q12
(Percentage)
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Figure 12. ING BSK - Retail and Corporate NPL Ratios, 1Q08-2Q12
(Percentage)
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Figure 13. ING BSK - Retail and Corporate Cost of Risk, 1Q08-2Q12
(Percentage)
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Cost of Client Migration to the Internet

Net fees affected by migrating its clients Another issue is the negative impact of client migration to less expensive on-line

to Internet services (illustrated on Fig. 2) on net fees, namely retail fees. Coupled with the
sector-wide negative trend in investment fund and brokerage fees it leads to flat net
fees, despite positive performance of lending fees and FX commissions. But the
trend is unavoidable and we think it is better for ING to be the leader in this trend,
rather than the laggard facing the loss of not just fee revenues but also clients.

Figure 14. ING BSK - Breakdown of Fee Income, 1Q08-2Q12 (Polish Figure 15. ING BSK - Net Fees by Division, 1Q08-2Q12 (Polish Zloty in
Zloty in million) million)
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High Administrative Costs

Relatively high cost-to-income ratio Due to the uncertain global economic situation and its unknown impact on the

(58%) Polish economy in 2H12-2013, there is little visibility in earnings growth. Given the
limited ability to impact 2013 revenues we believe banks should focus on reducing
administrative costs. Lower cost-to-income makes banks less leveraged to changes
in revenues. ING BSK’s cost-to-income ratio hasn’t improved over previous years
and at 58% (2Q12) is one of the highest (worst) in our universe of 9 Polish banks.
We note that the yoy growth in opex in 1H12 was affected by the acquisition and

We expect the management to focus on consolidation of leasing and factoring companies (the administrative costs of

costs in 2013 acquired companies was ZI 35m in 1H12). Adjusted for these acquisitions,
administrative costs grew 9% yoy in 1Q12 and 5% yoy in 2Q12 (vs. revenues rising
12% yoy and 2% yoy, respectively). General costs were affected by a project to
refurbish retail and corporate branches (completion is planned in 2014). We view
the increase in costs as relatively high, both versus revenues dynamics and vs.
peers, but we note management’s intention to focus on cost cutting.
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Figure 16. ING BSK - Revenues vs. Administrative Costs, 1Q07-2Q12 Figure 17. ING BSK - Revenues vs. Administrative Costs*, 1Q07-2Q12
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The bank increased sale of cash loans by
24% yoy...

...to improve its NIM

The Cost of Cash Loans

Focus on Cash Loans

ING BSK is focusing more energy on consumer lending and launched a marketing
campaign of Z| 5,000 standardised cash loan. In 1H12 the new production of cash
loans increased to ZI 555m (+24% yoy).

We appreciate why the bank is interested in this segment — to improve its net
interest margin. ING BSK's market share in retail loans (3%) remains much lower
than the bank’s share in other products (e.g. 7% in retail deposits and 8% in
corporate loans). Continued high growth in mortgage lending will gradually lead to a
closing of the gap but the rising share of low-margin mortgages in total loans may
negatively affect NIM and ROE. On the other hand, due to the combination of high
yields and declining provisioning, the profitability of consumer lending improves.
Currently the share of consumer loans to total loans is small (5.3%) and by
increasing this share the bank hopes to increase its NIM and revenues. But how
risky is it to enter the cash loans market more aggressively?
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Figure 18. ING BSK - Market Share, 1Q07-2Q12 (Percentage)
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Figure 20. ING BSK - Structure of Loans, 1Q07-2Q12 (Polish Zloty in
million)
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Figure 19. Polish Banks - Profitability of Consumer Lending, Dec 08 -
Jan 12
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Figure 21. ING BSK - Structure of Loans, 1Q07-2Q12 (Percentage)
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Figure 22. ING BSK - Spread on Loans, 1Q07-2Q12 (Percentage)
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Figure 23. ING BSK -
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ING BSK - Spread on Deposits, 1Q07-2Q12
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Rising sales of large consumer loans
could signal deterioration in consumer
loan quality going forward

Improving asset quality

Better asset quality in banks focused on
consumer loans than in universal banks

Highly profitable product unless...

...you suffer from adverse client
selection...

...or you lend to non-standard clients

Citi Research

Changes in Consumer Lending Market

According to BIK (Credit Bureau), in 1Q12 the value of new consumer loans grew
by ¢5% yoy while the number of loans granted declined by c20%, implying a c30%
yoy growth in the average size of consumer loans. BIK noted that the number of
loans granted was reduced mainly, but not predominantly, by banks specialized in
consumer finance that decreased activity in granting small loans. On the other hand
other banks increased lending in the "big ticket" segment (loans above ZI 100,000
are the only part of the market with growth in the number of new loans). According
to BIK, large consumer loans may be used to fund business activity or be used by
clients to co-fund flat/house purchases (given the reduced availability of high Loan-
to-Value mortgage loans). Interestingly, in the past the asset quality of large
consumer loans was worse than average and thus the move to big ticket consumer
loans may suggest we will see deterioration in consumer loan asset quality in the
future.

Typically it becomes clear what the NPL ratio will be for a given vintage of consumer
loan production 30-35 months after granting (for the majority of these products it is
the maximum maturity). According to BIK, for loans granted in 2010 the share of 90
days overdue is 5.8% after 26 months since granting and given that in the last 9
months the share of overdue loans looks unlikely to rise by more than 1pp and the
final share of NPLs will probably not exceed 7% (vs. 9.57% for loans granted in
2007, 11.96% for loans granted in 2008 and 11.46% for 2009 production). Taking
into account that, to date, the 2011 and 2012 vintages perform in line with the 2010
vintage, we think it is probably safe to assume that 7% of these loans will also
become 90 days overdue loans. Asset quality of consumer loans granted in
consecutive quarters after 2Q09 gradually improved but in our opinion there is a risk
that the shift to big ticket consumer loans may change this trend.

We note the material change in asset quality of consumer loans granted by banks
specialized in consumer finance and universal banks: The quality of loans
(measured by 30 days overdue loans 3 and 6 months after granting the loan)
granted in 2008 and 2009 was much worse in specialized vs. universal banks while
those granted in 2010 and 2011 were nearly the same (or being more precise, it
was slightly better in specialized consumer banks than in universal ones).

Standardized Cash Loan — A Compelling Product

Consumer loans are highly profitable products as long as you lend to clients that
behave in line with your scoring models. Thus we see two biggest risks of ING
BSK's expansion into the cash loan market:

B adverse selection of clients (in our opinion in the past this was a reason for
GNB’s problems with profitability of cash loans — see Getin Noble Bank
(GNB.WA) - Two Steps Ahead, One Step Back — Initiating With a Buy);

® high share of non-standard clients, e.g.

— over-leveraged clients (according to Credit Bureau, 73% of clients that have
more than 10 consumer loans have overdue loans);

— big ticket loans — according to Credit Bureau, the quality of big ticket loans is
worse than for smaller ones and we see a risk that recently popular large cash
loans used for business purposes or for flat/house purchase co-funding may
bear higher risk than that estimated by scoring models).
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Good product but not meaningful in the
short-term

BRE’s costs grew in line with ING BSK
but BRE managed to increase revenues
more — in our opinion due to higher client
acquisitions and cross-sell of consumer
loans to them

Citi Research

In our opinion ING BSK addressed both issues by focusing on a standardized,
relatively small ZI 5,000 loan (available to new clients as well but due to a defined
size and strict lending criteria the risk that it will attract the most risky clients is
limited). Thus we think that expected growth in provisioning will be materially offset
by the increase in interest income. Even so the positive impact on earnings is not
expected to be material before 2014.

Benchmarking to BRE

A comparison of ING BSK to BRE, a bank of similar size and, to some extent, with a
similar business model, shows that in terms of administrative costs and 1Q07-2H12
dynamics both banks are nearly the same. However, they differ significantly in terms
of revenues: in 1Q07-2Q12 BRE increased total revenues by 84% while ING BSK
increased revenues by just 43%. BRE outperformed ING BSK mainly due to higher
growth in net interest income (49% vs. 18%) and net fees (53% vs. 13%). We
attribute BRE’s success to higher acquisition of new clients (but we note that since
2009 ING BSK has started to close the gap to BRE in terms of number of total
clients, mainly due to the launch of the ING Direct service) and higher growth in
consumer loans (driving interest income and insurance fees).

Figure 24. ING BSK vs. BRE - Revenues, 1Q07-
2Q12 (Polish Zloty in million)
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Figure 25. ING BSK vs. BRE — Administrative Figure 26. ING BSK vs. BRE - NII, 1Q07-2Q12
Costs, 1Q07-2Q12 (Polish Zloty in million) (Polish Zloty in million)
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Figure 27. ING BSK vs. BRE — Net Fee, 1Q07-
2Q12 (Polish Zloty in million)
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Figure 28. ING BSK vs. BRE — Consumer Figure 29. ING BSK vs. BRE - Clients, 1Q07-
Loans, 1Q07-2Q12 (Polish Zloty in million) 2Q12 (in thousand)
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We increase our EPS estimate by 2% in
2012, 4% in 2013 and 7% in 2014

Citi Research

Upgrading EPS by 2-7%

Taking into account 2Q12 results, the bank’s guidance and the market trends, we

make the following changes to our earning estimates:

S

Given the declining stock of Treasury bonds held by the bank and the promising
start of the cash loan campaign, we increased NIM estimates to 2.9% from 2.8%
in 2013 and to 2.95% from 2.8% in 2014 but due to lowered projections of
interest earning assets we reduced net interest income forecast by 2% this year,
and by 1% the next year but increased by 1% in 2014;

Taking into account the continuing weakness of capital market-related fees
(investment fund fee declined 36% yoy in 2Q12 while brokerage fee by 38% yoy)
we reduced net fee estimates by 1% in 2012, 2% in 2013 and 2% in 2014.

Due to lower gog administrative costs in 2Q12 and management’s indication of
stricter cost control we reduce our forecasts of staff costs by 6% this year, 6% the
next year and 7% in 2014 — this leads us to decrease administrative costs
estimates by 3%, 3% and 4%, from 2012-2014 respectively.

Summing up, our EPS estimates rise by 2% in 2012, 4% in 2013 and 7% in
2014.

ummary of Changes in Estimates

Figure 30. ING BSK - Changes in Income Statement, 2012-2014E (Polish Zloty in million)

GROUP

Net Interest Income
Net Fee & Commission Income
Financial Income
Other Income

Total Revenue
Labour Costs
General Costs
Depreciation
Operating Expenses
Operating Profit
Provision Charge

Share of Profits (Losses) of Companies
Consolidated by Equity Accounting

Minorities

Profit Before Tax

Tax

Net Profit

EPS (1)

DPS (1)

Average Diluted Number of Shares (m)

Source: Citi Research

2012E 2013E 2014E

oLD NEW Chg. oLD NEW Chg. oLD NEW Chg.
2,076.8 2,044.8 1.5% 2,187.6 2,165.3 1.0% 2,384.1 2,401.1 0.7%
1,021.0 1,010.4 1.0% 1,043.3 1,027.5 A1.5% 11323 1115.2 1.5%
122.5 120.2 1.9% 64.0 64.0 0.0% 76.0 76.0 0.0%
23.0 224 -2.6% 24,0 24,0 0.0% 24.0 24.0 0.0%
3,243.3 3,197.8 1.4% 3,318.9 3,280.9 1.1% 3,616.4 3,616.4 0.0%
-048.9 -895.4 -5.6% -981.1 -918.4 64% 10251 -950.7 7.3%
7819 7767 0.7% -835.1 -835.3 0.0% -857.6 -855.3 -0.3%
-136.4 1387 1.7% -142.0 1452 2.3% 1477 1511 2.3%
41,8673  -1,810.8 3.0%  -1,9582  -1,898.8 3.0%  -2,0304 1,957 -3.6%
1,376.0 1,387.0 0.8% 1,360.7 1,382.1 1.6% 1,586.0 1,659.3 4.6%
-447.8 -450.4 0.6% -586.4 -583.2 -0.5% -349.7 -347.8 -0.5%
326 407 25.1% 35.6 46.9 31.8% 37.0 488 31.8%
0.3 0.2 -33.3% 0.4 0.4 0.0% 0.4 0.4 0.0%
960.8 977.3 1.7% 809.9 845.7 4.0% 1,273.3 1,360.3 6.8%
-168.3 AT17 2.0% -153.9 -160.7 4.4% 2419 -258.5 6.8%
7922 805.4 1.7% 655.6 684.6 4.0% 1,031.0 1,101.4 6.8%
6.1 6.2 1.7% 5.0 53 449 7.9 85 6.8%

37 25 -32.2% 3.0 2.1 -30.4% 48 5.1 6.8%
130.1 130.1 0.0% 130.1 130.1 0.0% 130.1 130.1 0.0%
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Annual Financials

Figure 31. ING BSK - Income Statement, 2007-2014E (Polish Zloty in million)

GROUP 2007 2008 chg 2009 chg 2010 chg 2011 chg 2012E chg 2013E chg 2014E chg
Net Interest Income 1,048 1,152 9.9% 1,442 252% 1,628 129% 1,852 13.8% 2,045 104% 2,165 59% 2401 10.9%
Net Fee & Commission Income 899 890 -1.0% 900 11% 987 97% 1,021 34% 1010 -11% 1,028 17% 1,115 85%
Financial Income 62 19 -69.8% 147 683.0% 80 -45.6% 56 -29.4% 132 134.1% 80 -39.3% 80 0.0%
Other Income 12 27 119.6% -10 na -3 -68.6% 18 na 22 27.3% 24 71% 24 0.0%
Total Revenue 2,021 2,087 33% 2478 18.7% 2679 81% 2913 87% 3,198 9.8% 3,281 26% 3,616 10.2%
Labour Costs -700  -783 11.7%  -717 -84%  -822 14.6% -844 27% -895 6.1% 918 26% -951 3.5%
General Costs 525 591 124% 647 95% 640 -1.0% 688 75% -777 129% -835 75% -855 24%
Depreciation -155 134 -136% 124 -74% 121 -24% 133 9.6% 139 46% -145 46% -151 41%
Operating Expenses -1,381 1,507 9.1% -1,488 -1.3% -1,583 6.4% -1664 51% -1,811 8.8% -1,899 49% -1,957 3.1%
Operating Profit 640 580 -9.3% 991 70.7% 1,097 10.7% 1,249 13.9% 1,387 11.1% 1,382 -04% 1,659 20.1%
Provision Charge 103 -66 na -304 364.1% -204 -331%  -172 -153%  -450 1612%  -583 29.5%  -348 -40.4%
Extraordinary Profit/(Loss) na na na na na na na na na na na na na na na
Associate Income 44 48 10.6% 52 8.0% 41 -20.8% 41 -01% 41 1.1% 47 15.0% 49 41%
Minorities -6 0 -99.9% 0 180.0% 0 178.6% 0 na 0 na 0 100.0% 0 0.0%
Profit Before Tax 787 563 -285% 738 31.1% 934 265% 1,118 19.6% 977 -125% 846 -13.5% 1,360 60.8%
Tax -150 118 -21.7% 143 218%  -181 26.3%  -237 312% -172 -27.7% -161 -64% -258 60.8%
Net Profit 631 445 -294% 595 33.6% 753 26.6% 8380 16.9% 805 -85% 685 -15.0% 1,101 60.9%
EPS (Z1) 4.8 34 -29.4% 46 33.6% 58 26.6% 6.8 16.9% 6.2 -85% 5.3 -15.0% 85 60.9%
DPS (ZI) 1.2 0.0 na 0.0 na 15 na 0.0 na 25 na 2.1 -15.0% 5.1 141.3%

Average Diluted Number of Shares (m) 1301 1301 0.0% 1301 0.0% 1301 0.0% 1301 0.0% 1301 0.0% 1301 0.0% 1301 0.0%

Source: Company reports, Citi Research

Figure 32. ING BSK - Balance Sheet, 2007-2014E (Polish Zloty in million)

GROUP 2007 2008 chg 2009 chg 2010 chg 2011 chg 2012E chg 2013E chg 2014E  chg
Cash and NBP Balances 1,842 1370 -256% 2,657 93.9% 2394 -99% 1493 -376% 1613 80% 1742 80% 1881 8.0%
Interbank placements 15,184 7,787 -48.7% 1,184 -84.8% 1,181 -0.3% 1,025 -132% 1,045 20% 1,066 2.0% 1,087 2.0%
Financial Assets & Securities 17,300 33,377 92.9% 24,091 -27.8% 24,930 35% 23,382 -6.2% 18,143 -224% 19,707 8.6% 21,403 8.6%
Net client lending 16,379 25,743 57.2% 30,593 18.8% 34,509 12.8% 42,330 22.7% 50,945 20.4% 55,145 8.2% 60,870 10.4%
Fixed assets 533 544 21% 549 09% 544 -08% 575 57% 610 6.0% 646 6.0% 685 6.0%
Other assets 773 790 22% 810 25% 959 184% 978 20% 1,040 62% 1,139 9.6% 1,274 11.9%
Total Assets 52,011 69,610 33.8% 59,883 -14.0% 64,518 7.7% 69,783 8.2% 73,395 52% 79,445 8.2% 87,200 9.8%
Interbank borrowing 1,810 11,993 562.5% 3,974 -66.9% 4,039 1.6% 4,962 22.8% 3225 -35.0% 3,451 7.0% 4314 25.0%
Client deposits 44502 47,067 58% 47585 1.1% 47,400 -04% 52,932 11.7% 56,345 6.4% 60,990 82% 66,017 82%
Other liabilities 1,858 6,326 2404% 3,438 -45.6% 7425 116.0% 5473 -26.3% 6478 18.3% 7,294 126% 8331 14.2%
Minorities 2 2 337% 2 06% 2 17% 2 -24% 3 89% 3 16.0% 3 13.8%
Equity (ex Minorities) 3,839 4222 10.0% 4,884 157% 5651 157% 6414 135% 72345 145% 7,707 49% 8535 10.7%
Total liabilities & Equity 52,011 69,610 33.8% 59,883 -14.0% 64,518 7.7% 69,783 82% 73,395 52% 79,445 82% 87,200 9.8%
Interest Earning Assets 50,705 68,276 34.7% 58,525 -14.3% 63,014 7.7% 68,230 8.3% 71,746 52% 77,660 8.2% 85241 9.8%
BVPS (ZI) 30 32 10.0% 38 15.7% 43 15.7% 49 13.5% 56 14.5% 59  4.9% 66 10.7%

Source: Company reports, Citi Research
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Figure 33. ING BSK - Key Ratios, 2007-2014E (Percentage)

GROUP 2007 2008 2009 2010 2011 2012E 2013E 2014E
NIM on AIEA 2.14% 1.94% 2.27% 2.68% 2.64% 2.92% 2.90% 2.95%
NIM on Total Ave. Assets 2.09% 1.89% 2.23% 2.62% 2.76% 2.86% 2.83% 2.88%
Net Fee & Commission Income/Total Income 44.5% 42.6% 36.3% 36.8% 35.1% 31.6% 31.3% 30.8%
Net Fee & Commission Income/Deposits 2.0% 1.9% 1.9% 2.1% 1.9% 1.8% 1.7% 1.7%
Cost/Income 68.3% 72.2% 60.0% 59.1% 57.1% 56.6% 57.9% 54.1%
Cost/Avg. Assets 2.7% 2.5% 2.3% 2.5% 2.5% 2.5% 2.5% 2.3%
Effective tax rate 19.1% 20.9% 19.4% 19.4% 21.2% 17.6% 19.0% 19.0%
Dividend Payout Ratio 24.1% 0.0% 0.0% 25.9% 0.0% 40.0% 40.0% 60.0%
Provisions/Avg Net Loans 0.71% 0.31% 1.08% 0.63% 0.45% 0.97% 1.10% 0.60%
Equity/Assets 74% 6.1% 8.2% 8.8% 9.2% 10.0% 9.7% 9.8%
Loans/Deposits 36.8% 54.7% 64.3% 72.8% 80.0% 90.4% 90.4% 92.2%
Loans/Total Assets 31.5% 37.0% 51.1% 53.5% 60.7% 69.4% 69.4% 69.8%
ROE 16.6% 11.1% 13.1% 14.3% 14.6% 1.7% 9.1% 13.6%
ROA 1.26% 0.73% 0.92% 1.21% 1.31% 1.13% 0.90% 1.32%
NPLs/Total Loans 3.0% 1.9% 3.7% 4.2% 3.6% 4.8% 5.0% 4.0%
Provision Coverage of NPLs 110.8% 100.0% 75.7% 72.0% 71.7% 53.8% 52.7% 56.2%
RWA/Total Assets 43.7% 52.7% 58.2% 57.1% 64.0% 64.0% 64.0% 64.0%
CAR 13.1% 10.4% 12.0% 13.1% 12.3% 13.0% 12.7% 13.8%
Group Employees 8,074 8,577 8,291 8,472 8,409 8,712 8,712 8,712

Source: Company reports, Citi Research
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Appendix A-1

Analyst Certification

Citi Research

ING Bank Slaski SA

Company description

ING Bank Slaski is Poland's fourth-largest bank by assets, with a market share of
about 6%. It is a universal bank and has been operating since 1989. The bank is
particularly strong in southern Poland, but is present nationwide. ING Bank NV
holds a 75% stake in ING Bank Slaski. The bank cooperates closely with ING
Group's investment management, life insurance and pension fund businesses in
Poland.

Investment strategy

With the lowest loan-to-deposit ratio in Citi Research’s CEEMEA universe and the
third-largest retail deposit base in the sector, the bank has been particularly well
positioned to benefit from the current environment where most banks were more
focused on liquidity rather than on growing balance sheets. We believe though, that
the bank's competitive advantages are already reflected in its share price and we
rate the stock Neutral.

Valuation

Our Standard Warranted Equity Valuation of ZI 88.2 per share is based on the
formula: Price / Book value = (Sustainable RoE - growth) / (Cost of equity - growth).
Given higher regulatory charges, we set our assumption of sustainable ROE at
13.5% and use a cost of equity of 10.5% and a sustainable growth rate of 4.5%. Our
Economic Value Added Valuation of ZI 106.8 per share is equal to the sum of the
net present value of the bank's future economic value-added (earnings adjusted for
excess equity, less a capital charge reflecting the opportunity cost of capital). Similar
to other Polish banks, we set our target price using the short-term approach at ZI
88.2.

Risks

The following risk factors might cause the share price to deviate from our target
price. The macro economy may perform better or worse than anticipated and lead
to higher or lower provisioning and slower or higher loan growth than anticipated.
Specifically for ING Bank Slaski, we highlight: (1) that despite the bank's strong
liquidity its net interest margin may be more negatively affected by increased
competition for deposits than we expect; and (2) despite focus on mortgage lending
and lending to municipalities, the cost of risk may surprise negatively.

The research analyst(s) primarily responsible for the preparation and content of this research report are named in bold text in the author block at
the front of the product except for those sections where an analyst's name appears in bold alongside content which is attributable to that analyst.
Each of these analyst(s) certify, with respect to the section(s) of the report for which they are responsible, that the views expressed therein
accurately reflect their personal views about each issuer and security referenced and were prepared in an independent manner, including with
respect to Citigroup Global Markets Inc and its affiliates. No part of the research analyst's compensation was, is, or will be, directly or indirectly,
related to the specific recommendation(s) or view(s) expressed by that research analyst in this report.
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DMBH rating distribution versus Investment Banking service provision in the past 12 months as at 30th June 2012 is as follows: Buy (1) representing 51% of
the DMBH coverage 0% of which are IB clients,Hold (2) representing 41% of the DMBH coverage 0% of which are IB clients,Sell (3) representing 8% of the
DMBH coverage 0% of which are IB clients. DMBH is a market maker in the publicly traded equity securities of BRE Bank SA.

DMBH has received compensation from Bank Zachodni WBK for providing market maker services in the past 12 months. DMBH is a market maker in the
publicly traded equity securities of Bank Zachodni WBK. DMBH rating distribution versus Investment Banking service provision in the past 12 months as at
30th June 2012 is as follows: Buy (1) representing 51% of the DMBH coverage 0% of which are IB clients,Hold (2) representing 41% of the DMBH coverage
0% of which are B clients,Sell (3) representing 8% of the DMBH coverage 0% of which are IB clients.
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BGZ, Bank Zachodni WBK.
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revenues.
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thus, not derive an ETR. Analysts may place covered stocks "Under Review" in response to exceptional circumstances (e.g. lack of information critical to the
analyst's thesis) affecting the company and / or trading in the company's securities (e.g. trading suspension). As soon as practically possible, the analyst will
publish a note re-establishing a rating and investment thesis. To satisfy regulatory requirements, we correspond Under Review and Neutral to Hold in our
ratings distribution table for our 12-month fundamental rating system. However, we reiterate that we do not consider Under Review to be a recommendation.
Relative three-month ratings: Citi Research may also assign a three-month relative call (or rating) to a stock to highlight expected out-performance (most
preferred) or under-performance (least preferred) versus the geographic and industry sector over a 3 month period. The relative call may highlight a specific
near-term catalyst or event impacting the company or the market that is anticipated to have a short-term price impact on the equity securities of the
company. Absent any specific catalyst the analyst(s) will indicate the most and least preferred stocks in the universe of stocks under consideration,
explaining the basis for this short-term view. This three-month view may be different from and does not affect a stock's fundamental equity rating, which
reflects a longer-term total absolute return expectation. For purposes of NASD/NYSE ratings-distribution-disclosure rules, most preferred calls correspond to
a buy recommendation and least preferred calls correspond to a sell recommendation. Any stock not assigned to a most preferred or least preferred call is
considered non-relative-rated (NRR). For purposes of NASD/NYSE ratings-distribution-disclosure rules we correspond NRR to Hold in our ratings
distribution table for our 3-month relative rating system. However, we reiterate that we do not consider NRR to be a recommendation.

Prior to October 8, 2011, the firm's stock recommendation system included a risk rating and an investment rating. Risk ratings, which took into account both
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function of the Citi Research expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and risk rating. Additionally,
analysts could have placed covered stocks "Under Review" in response to exceptional circumstances (e.g. lack of information critical to the analyst's thesis)
affecting the company and/or trading in the company's securities (e.g. trading suspension). Stocks placed "Under Review" were monitored daily by
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review by Research Management. Your decision to buy or sell a security should be based upon your personal investment objectives and should be made
only after evaluating the stock's expected performance and risk.

NON-US RESEARCH ANALYST DISCLOSURES
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completeness of the disclosures made in the Important Disclosures section of the Product. The Firm's research department has received assistance from
the subject company(ies) referred to in this Product including, but not limited to, discussions with management of the subject company(ies). Firm policy
prohibits research analysts from sending draft research to subject companies. However, it should be presumed that the author of the Product has had
discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and estimates constitute the judgment of the
author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without notice. Prices and
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discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi Research does not set a
predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citi Research to provide research coverage of
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https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures.

Compensation of equity research analysts is determined by equity research management and Citigroup's senior management and is not linked to specific
transactions or recommendations.
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market-wide, sector specific, long term, short-term etc.), the size and scope of the overall client relationship with Citi and legal and regulatory constraints.
Citi Research product may source data from dataCentral. dataCentral is a Citi Research proprietary database, which includes Citi estimates, data from
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