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 Polish Financials 
 Time To Turn Negative  
 

 Slowdown is Coming — All major economic indicators (PMI, Pengab, 
unemployment, industrial production, retail sales, etc.) show that the Polish 
economy is slowing, comparable to the decline in 2009 when GDP decelerated to 
1.6% from 5.1% in 2008 and banking sector results dropped 39% yoy.  

 Lower Sales — We expect that the slowdown will lead to lower demand for loans, 
insurance and investment products and lower activity of clients (negative for all 
financial companies, but most for financial intermediaries and less for insurers). 

 Higher Provisions — Weak GDP growth usually means more defaulted loans and 
more provisions for banks. To a lower extent it also negatively affects insurers via 
higher insurance claims. 

 Lower Rates and Weaker Zloty — Lower short-term rates are negative for interest 
income (negative for banks and, to a lesser extent, for insurers). A weaker Zloty 
may put further pressure on banks’ funding cost due to increased competition for 
deposits from banks with FX-denominated assets funded by Zloty deposits. 

 Consensus Downside Risk — Despite these headwinds the Street still forecasts 
earnings growth of c +3% for Pekao and +2%% for PKO BP next year (I/B/E/S). 
This looks optimistic in our view; we are 7% and 12% below consensus on these 
two stocks. 

 Reduce Financials — Polish banks appear expensive vs. GEM peers on a 2013E 
P/BV vs. Real ROE basis (see Fig. 61 and 62). Trading at an average 2013E P/E of 
13x, the coming slowdown doesn't appear priced in. We thus turn negative on 
financial stocks. As it is more insulated from the weakening macro outlook, we 
prefer the insurer PZU to banks (out of which we most like PKO BP and least 
Millennium). For details of changes in ratings, target prices and estimates see the 
table below. 
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All major economic indicators are showing that the Polish economy is slowing: 

 In September PMI was below 50 points for the sixth month in the row ; 

 Pengab (the banking confidence index) declined to 19.1 points in September (vs. 
its recent peak in September 2011 at 34.2 points) and reached its lowest level 
since August 2009; 

 Consumer confidence slightly improved recently but is at one of its lowest 
readings since 1H09; 

 Seasonally adjusted unemployment is at its highest point since March 2007; 

 growth in industry production in September was close to zero (+0.5%) – the 
lowest reading since October 2009; 

 wide-defined retail sales (sale in all shops, in contrast to GUS-reported sales in 
shops employing more than 9 persons) has been close to zero since May 2011. 

Figure 1. Poland – PMI, Jan00-Aug12  Figure 2. Poland – Pengab, Jan04-Sep12  Figure 3. Poland – Consumer’s confidence 
indexes, Jan07-Aug12 

35

40

45

50

55

60

65

Jan-00 Jul-01 Jan-03 Jul-04 Jan-06 Jul-07 Jan-09 Jul-10 Jan-12

 

 

0
5

10
15
20
25
30
35
40
45
50

Jan-
04

Oct-
04

Jul-
05

Apr-
06

Jan-
07

Oct-
07

Jul-
08

Apr-
09

Jan-
10

Oct-
10

Jul-
11

Apr-
12

 

 

-45

-40

-35

-30

-25

-20

-15

-10

-5

0

5

01.2007 11.2007 09.2008 07.2009 05.2010 03.2011 01.2012

WWUK BWUK ECIFCOH  
Source: Reuters, Citi Research  Source: ZBP, TNS, Citi Research  Source: GUS, Citi Research 

Figure 4. Poland – Unemployment Rate (%), 
Jan00-Aug12 (Percentage) 

 Figure 5. Poland – Industrial Production Yoy 
Growth, Jan00-Aug12 (Percentage) 

 Figure 6. Poland -- Retail Sales Yoy Growth 
(broad definition)*, Jan00-Aug12 (Percentage) 
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Time to Turn Negative 
All major economic indicators are 

showing that the Polish economy is 

slowing down 
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Figure 7. Poland – Selected Macro Data, 2007 – 2013E   

 2007 2008 2009 2010 2011 2012E 2013E 
GDP growth (%, yoy) 6.8% 5.1% 1.6% 3.9% 4.3% 2.4% 2.2% 
Export (%, yoy) 9.1% 7.1% -6.8% 12.1% 7.5% 2.0% 2.3% 
Import (%, yoy) 13.7% 8.0% -12.4% 13.9% 5.8% -1.3% 0.1% 
Unemployment rate (%) 11.2% 9.5% 11.9% 12.2% 12.5% 13.1% 13.5% 
CPI (%, yoy) 3.9% 3.4% 3.7% 3.2% 4.6% 2.9% 2.8% 
Reference rate (%) 5.00% 5.00% 3.50% 3.50% 4.50% 4.25% 3.75% 
USD/PLN 2.45 3.00 2.87 2.96 3.41 3.31 3.51 
EUR/PLN 3.58 4.17 4.11 3.96 4.41 4.20 4.18  

Source: GUS, NBP, Citi Research 

 

The decline seems comparable to the decline in 2009 when GDP decelerated to 
+1.6% from +5.1% in 2008 but then rebounded to +3.9% the following year. 
Banking sector results followed GDP, dropping 39% yoy in 2009 and rising 42% in 
2010. However, it may be like the deceleration in early 2000's when GDP growth 
was below +2% for two years (+1.2% in 2001 and +1.4% in 2002) and net profit of 
the banking sector, with a year delay, halved in 2002 and remained at that level in 
2003, before rebounding 223% in 2004. 

Lower Sale — We expect that economical slowdown will lead to lower demand for loans, insurance and investment products and lower activity of clients (negative for all financial companies, most for financial intermediaries, less for insurers). Higher Provisions — Weak GDP growth usually means more defaulted loans and more provisions for banks. To lower extend it affects also insurers (higher insurance claims in financial insurance). Lower Rates — Lower short-term rates are negative for interest income (negative for banks and to lower extend for insurers). On the other hand, potentially higher yields on T-bonds are negative in short term and positive in long term for investment results (impacting more insurers than banks). Downside Risk for Consensus — Consensus looks for growth of banks EPS in 2013 (e.g. +% in Pekao and +%% in PKO BP according to XXX). Given macro headwinds we see material downside risk to these forecasts (we are % and % below consensus for these two names). Reduce Financials — At average 2013PE of X, we see the coming slowdown not priced-in and thus we turn negative on financial stocks. Due to lower exposure to weaken macro, we prefer insurer PZU to banks (out of which we most like PKO BP and least XXX) and other financials. For details of changes in recommendations look the figure below. 

Figure 8. Poland – GDP Growth vs. Banking Sector Earnings, 2001-2013E (Percentage/Polish 
Zloty in million) 
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Weak Economy = Lower Sales 

We expect that the slowdown will lead to lower demand and lower sale of financial 
products, including loans, insurance and investment products.  

In 2009, when GDP declined to +1.6% 

from +5.1% in the pervious year, banks 

earnings dropped 39% 
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Hard Landing in Mortgage Lending 

The Pengab banking confidence index appears to predict a severe decline in new 
production of mortgages. We fully agree: Mortgage production was weak in 1H12 
but we expect it to decline even more in 2013. 

Figure 9. Polish Banks – Pengab Mortgage Sub-index vs. Actual Mortgage Production, Mar 
2006-Sep 2012 (Points/Polish Zloty in million)   
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State of Affairs 

Figure 10. Polish Banks – Number of New Mortgage Loans, 1Q03-2Q12 
(Polish Zloty in billion) 

 Figure 11. Polish Banks – Value of New Mortgage Loans, 1Q03-2Q12 
(Polish Zloty in billion) 
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The “Pengab” banking confidence index 

predicts a severe decline in mortgage 

production 



Polish Financials 
17 October 2012 Citi Research

 

 
 
6 

Figure 12. Polish Banks – Average Value of Mortgages (New Lending), 
1Q03-2Q12 (Polish Zloty in thousands) 

 Figure 13. Polish Banks – Volume and Growth of Mortgage Loans, 
Jan98-Jul12 (Polish Zloty in million) 
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Source: ZBP, Citi Research  Source: NBP, Citi Research 

 
In 2Q12 the value of granted loans declined 25% yoy to Zl 10.0bn. Since 1Q06 
quarterly sales of mortgages has been lower only three times: in 1Q09 (Zl 7.6bn), 
2Q09 (Zl 9.4bn) and 1Q10 (Zl 9.8bn).  

An even higher decline was observed in subsidised loans granted within the 
”Rodzina na swoim” programme (-42% yoy in 2Q12), negatively affected by 
changes in regulations that came into force in September 2011. The most significant 
change implemented in the subsidised mortgage programme was a reduction in the 
price-cost limit coefficient from 1.4 (for all markets) to 1.0 for primary market 
properties and to 0.8 for secondary market properties. As a result of the new limits, 
in 3Q12 the square meter price available within the programme declined in Warsaw 
to Zl 5,904 from Zl 9,816 prior the change for primary market properties and to Zl 
4,723 for secondary market properties. We remind that the programme will be 
terminated at the end of 2012 (the deadline for new loan applications is at year-end 
2012 and the last loans will be paid out at the beginning of 2013). It will be replaced 
but the new program targeting young families with children but the new programme 
will be implemented not sooner than in mid 2013. 

In 2Q12 the value of granted mortgage 

loans declined 25% yoy to Zl 10bn…  

…and an even higher decline was 

observed in subsidized loans granted 

within the ”Rodzina na swoim” 

programme (-42% yoy in 2Q12), 
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Figure 14. Polish Banks – Value and Number of Subsidized Mortgage Loans (“Rodzina na 
Swoim” Programme), 1Q10-2Q12 (Polish Zloty in billion)   
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Source: ZBP, Citi Research 

 
Outlook for the Market 

The mortgage market is negatively affected by several factors: 

 Macro headwinds (rising unemployment, low growth in the wage bill, low 
confidence); 

 Low availability of loans due to: 

– High cost of loans because cheap FX loans are practically not available while 
the average interest on new Zloty mortgages is about 7.1% (WIBOR of 5.1% 
and relatively high lending spread of about 2% vs. the lowest about 1.2% in 
December 2007 reflecting the banks’ high cost of funding and the expected 
increase in cost of risk);  

– A tightening of under-writing standards by banks, partly driven by the 
regulator’s recommendations and partly the banks’ own decision to limit 
activity due to funding and capital constrains and low profitability of the 
segment; 

 Negative equity of the majority of FX mortgage loans taken in 2007-2008, which 
has shrunk the pool of potential clients; 

 The uncertain outlook of the real estate market (apartment prices in Warsaw are 
5% lower yoy and 16% lower than the peak price reached in 1Q2008, but 
potential buyers may wait for the further declines). 

Unsupportive macro data, low availability 

of loans and uncertain real estate outlook 

negatively influence the mortgage 

market. 
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Figure 15. Polish Banks – Interest Rate on Zloty-Denominated Mortgage 
Loans (New Lending), Jan05-Jul12 (%) 

 Figure 16. Polish Banks – Interest Rate on Zloty-Denominated Mortgage 
Loans (Outstanding Lending), Jan05-Jul12 
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Source: NBP, Citi Research  Source: NBP, Citi Research 

Figure 17. Polish Banks – Interest Rate on EUR-Denominated Mortgage 
Loans (New Lending), Jan07-Jul12 (%) 

 Figure 18. Polish Banks – Interest Rate on CHF-Denominated Mortgage 
Loans (Outstanding Lending), Jan07-Jul12 (%) 
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Source: NBP, Citi Research  Source: NBP, Citi Research 

 
 
We view the high number of households with negative equity on their mortgage 
loans as one of the main headwinds for the Polish mortgage market. According to a 
KNF (Polish FSA) survey among banks, about 252,900 of loans (c16% of total) 
have a loan-to-value (LTV) ratio above 100% (out of which 39,200 are Zloty-
denominated and 213,800 are FX-denominated loans). For 181,100 loans (12,000 
Zloty and 169,200 FX-denominated) the LTV ratio exceeds 110%. The main driver 
of this has been Zloty weakness against CHF and EUR (vs. 2008 peak levels), but 
the decline in flat prices has also negatively affected the ratio. 

Imprisoned in Your Own House 
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Figure 19. Polish Banks – Loan-to-Value Structure (by Number of 
Loans), 2011 (in thousand) 

 Figure 20. Polish Banks – Average Loan-to-Value by the Quarter of 
Origination (Percentage) 
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Figure 21. Poland – Accumulated Decline in Flat Prices (Primary 
Market), 1Q08-1Q12 (Percentage) 

 Figure 22. Poland – Accumulated Decline in Flat Prices (Secondary 
Market), 3Q07-1Q12 (Percentage)   
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The average value of a FX loan with a LTV above 100% is about Zl 400,000. This 
means that for households that have 10% negative equity will owe c Zl 40,000 more 
than the value of their house. In our opinion many of households that are in such a 
situation cannot afford to pay that amount to move houses. It means that even if 
such a household's financial situation could afford to make payments on a larger 
mortgage to buy a new bigger flat/house, they have to stay in the old flat/house 
because they cannot get rid of the old real estate investment with negative equity. 

Even clients with a LTV below 100% may be reluctant to exchange their flat/house 
for a new one because the transaction would mean cashing an FX loss on the FX 
mortgage taken to fund the purchase (we note that due to lack of the offer of new 
FX mortgages clients are not able to roll-over their FX short position through taking 
a new FX loan). On average we estimate that clients looking to upgrade their 
housing would have to cash in an FX loss of between Zl c30,000 (on loans granted 
in 2005) to c Zl150,000 (on loans granted in 2008); this may be difficult from a 
psychological perspective for many households (the average loss is about twice 
higher than the average savings per household). 

Negative equity on more than 250,000  

mortgage loans is a key headwind for the 

Polish mortgage market 
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Thus we believe between 181,000 (the number of mortgage loans with a LTV above 
110%) and 712,000 (the total number of FX loans) of households are effectively 
shut out of the mortgage market because they have negative equity and/or the 
necessity to realize losses on their FX debt.   

Citi economists expect interest rates to be cut by 100bp over the next 9 months. If 
our economists are right and if the lower rates lead to a commensurate reduction in 
WIBOR, i.e. are passed on to clients, and assuming no change to lending spreads, 
lower rates should provide some relief to local currency mortgage borrowers (the 
vast majority of local currency mortgages are floating rate). We estimate that a 
100bp cut would lead to a Zl 120 (c9%) lower monthly installment on a Zl 200,000 
25 year maturity mortgage loan. This is positive but it will only partially off-set the 
end of the “Rodzina na swoim programme” (which reduces the monthly installment 
by Zl c400 in the first 8 years and by Zl c120 in the next 17 years on a Zl 200,000 
loan), the decelerating economy, and weak sentiment. Lower rates will thus not 
completely resolve the problem of losses on FX loans in our view. 

We note that historically growth in mortgage loans was highly correlated with GDP 
dynamics. 

Figure 23. Poland – GDP growth(quarterly) and Mortgage Loans Yoy Growth, Jan98-July12 
(Percentage) 
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Source: GUS, NBP, Citi Research 

Summing up, we think that deceleration in mortgage lending will continue and that 
the stock of mortgage loans will post c mid-single digit growth (excluding FX 
fluctuations) in 2013. 

Headwinds for Corporate Lending 

Following the rapid increase in corporate lending in 2H11 (partly driven by 
leveraged M&As, e.g. Polkomtel Zl 18.1bn and Tradis Zl 1.1bn deals), the stock of 
corporate loans has practically not risen in 2012 (just +2% ytd). We see low 
chances that this will change in the foreseeable future due to lower business activity 
(leading to lower needs for operational loans) and declining investments (lower 
demand for investment loans). Historically the growth in corporate loans lagged 
GDP dynamics. We expect the stock of corporate loans to rise by mid-single digits 
next year.   

Lower Interest rates should help, but will 

only partly offset the end of mortgage 

subsidy programme 

Next year we expect stock of corporate 

loans to rise mid-single digit 
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Figure 24. Polish Banks – Corporate Loans, Jan 98 – Jul 12 (Polish Zloty in million) 
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Figure 25. Poland – GDP Growth (quarterly) and Corporate Loans Yoy Growth, Jan98-July12 
(Percentage) 
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Consumer Lending - Looking For a Bottom 

We expect some support to loan growth from consumer loans. The trend in broadly 
defined consumer loans (all non-mortgage loans to households) is still decelerating 
(+0.9% yoy growth in July 2012 vs. +1.6% yoy in June 2012 and +2.8% yoy 
December 2011), negatively affected by declining narrowly defined consumer loans 
(i.e. excluding loans to private entrepreneurs and farmers) that declined -2.8% yoy 
in July (vs. -2.2% in June 2012 and -1.7% in December 2011) and decelerating 
loans to private entrepreneurs (+8.3% yoy vs. +9.5% yoy and +14.3% yoy, 
respectively).  

We expect that consumer loans may start 

to post low-single digit growth next year  
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Figure 26. Polish Banks – Consumer And Other Non-Mortgage Loans, Jan 98 – Jul 12 (Polish 
Zloty in million) 
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Figure 27. Polish Banks – Consumer Loans, Jan 98 – Jul 12 (Polish 
Zloty in million) 

 Figure 28. Polish Banks – Loans to Private Entrepreneurs, Jan 98 – Jul 
12 (Polish Zloty in million) 
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We note that historically dynamics in consumer loans materially lagged GDP 
growth: Consumer lending remained high during periods of economic slowdown and 
bottomed in the first stage of the economic recovery, driven by deterioration in asset 
quality. This time we enter the slowdown with close to zero growth in consumer 
loans, which makes forecasting especially difficult, but given improving quality of 
new consumer lending and the regulator’s declaration to ease regulation of 
consumer finance (recommendation T), we think that narrowly defined consumer 
loans may start to rise by low single digits next year. 

Historically dynamics in consumer loans 

materially lagged GDP growth  
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Figure 29. Poland – GDP growth (quarterly) and Consumer Loans Yoy Growth, Jan98-July12 
(Percentage) 
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Factoring and Leasing  

Lower economic growth should also affect dynamics in other financial products like 
factoring and leasing but the impact will be much different: 

 Factoring is more resistant to the macro situation: volumes are, of course, 
affected by the dynamics in total turnover in the economy but, on the other hand, 
during a slowdown demand for factoring products often increases because it 
provides liquidity. And given its lower risk it is an attractive substitute of bank 
loans; 

 Leasing, being the preferred way of funding investments by SMEs, is early 
cyclical and declines first (as demonstrated by the -1% decline in sector leasing 
volumes seen in 2008, when GDP still grew 5.1% yoy). 

In 2013 we expect factoring turnover to increase 10% yoy and new leasing to 
decline about 20%. 
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Figure 30. Poland – Turnover of Factoring Companies, 2000-9M12 
(Polish Zloty in million)    

 Figure 31. Poland – Turnover of Leasing Companies, 2003-9M12 (Polish 
Zloty in million)   
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Insurance Premium  

Insurance premium growth, especially in non-life products, but to some extent also 
in non-life segments, is driven by GDP dynamics. We note, however, that: 

 In non-life insurance the real (inflation-adjusted) growth in premium hasn’t 
exceeded 10% since 1998 and since 2003 has never been negative, thus 
fluctuations in GDP growth in a range of 0-10% has a relatively low impact on 
profitability of insurers; 

 Premium in PZU’s main cash cow business line (group and continued life 
insurance) is much more stable than total life premium (nominal growth in group 
life premium varied in a range of between 3% and 7% while in continued 
insurance between 1% and 4%) and is not correlated with GDP growth (it 
depends more on the wage bill than on growth in GDP). 

Figure 32. Polish Non-Life Insurers – Premium vs. GDP Growth, 1991-
2011 (Percentage)  

 Figure 33. Polish Life Insurers – Premium vs. GDP Growth, 1991-2011 
(Percentage) 
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Source: KNF, GUS, Citi Research  Source: KNF, GUS, Citi Research 

 

GDP growth is less of a driver of 

insurance premium growth 
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Figure 34. PZU – Group and Continued Life Premium vs. GDP Growth, 2008-2011 (percentage) 
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Growth in motor insurance premium (especially in own damage insurance) is 
negatively affected by declining sales of new car. 

Figure 35. Poland – New Passenger Cars Registrations, Jan03-Sep12 
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Lower Activity of Clients 

Lower economic growth may also negatively affect revenues of financial companies: 

 Lower business activity may lead to lower volume of transfers and lower demand 
for guarantees and other trade finance products; 

Lower GDP growth leads to lower 

demand for trade finance,… 
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 Negative dynamics in wage bill may further reduce clients’ demand on 
investment fund and other investment products that even now remains sluggish  
due to risk-aversion mood;  

 Retail clients, looking for savings, may close unused accounts and change 
accounts for cheaper ones, e.g. for internet accounts or promoted products 
(within the same institution or changing the bank); 

 Lower retail sales may negatively affect card usage – in 2Q12 the growth in 
number of card transaction was still relatively high at +11% yoy but decelerated 
significantly from +15% yoy in 1Q12 while value of card transactions grew just 
+5.4% yoy – lower growth was only reported in 2Q10 (+5.0% yoy) since the 
beginning of the card market in Poland. 

Figure 36. Poland – Export and Import Yoy Change, Jan01-Jul12 (Percentage) 
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…for investment products,… 

…and lower current account …. 

…and card usage 
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Figure 37. Polish Banks – Banking Card: Stock and Transactions, 1Q00-2Q12 
(Thousand/Percentage) 
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Open Finance Most Exposed 

We believe the lower flow of transactions is negative for all financial companies, 
mostly for financial intermediaries (living mostly from transactional fees), less for 
banks (which earn interest on the stock of existing loans that is impacted by new 
sales but the impact is lower in mortgage and long-term investment loans than in 
short-term consumer and operational corporate loans) and least for insurers (due to 
the long-term nature of life insurance contracts and the obligation to buy Third Party 
Liability (TPL) motor insurance, the influence of lower new sale on the balance 
sheet is lower than in banks). 

Higher Provisions  

Weak GDP growth usually means more bankruptcies and higher unemployment, 
which leads to more loan defaults and more provisions for banks. This time is no 
different. The first signs of the economic slowdown in 1H12 also came with an 
increase in the number of bankruptcies (including high profile bankruptcies in the 
construction sector) and an increase in the NPL ratio, driven by corporate NPLs. 

The economic slowdown has already led 

to an increase in the number of 

bankruptcies and higher corporate NPLs  
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Figure 38. Polish Banks – GDP Growth vs. NPL Ratio (Reversed Axis), 1Q96-4Q15E 
(Percentage)  
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Figure 39. Polish Banks – Number of Bankruptcies vs. Corporate NPL Ratio, 1Q02-2Q12 
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Figure 40. Polish Banks – NPL Ratios, Mar 09 – Jul 12 (Percentage)   Figure 41. Polish Banks – Increase in Stock of Impaired Loans by 
Category, Mar 10 – Jul 12 (Percentage) 
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We note that in the last slowdown the cost of risk in corporate loans peaked first (in 
4Q09, 3 quarters after the bottom in GDP growth), followed by consumer loans 
(2Q10, 5 quarters after the bottom in the economy) and Mid-Size Enterprises 
(3Q10, 6 quarters after the bottom). 

Figure 42. Polish Banks -- Cost of Risk, 4Q08-1Q12 (Percentage) 
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Decelerating macro to some extend also affects insurers. Claims may rise in 
financial insurance (e.g. in credit insurance, unemployment insurance or insurance 
of the value of the real estate as well as in guarantees) but these products are 
relatively small portion of the total market (7% in terms of 2011 premium). Tougher 
economical environment may also lead to higher claim frequency in motor 
insurance (in boom time more clients pay for small losses on their own to not lose 
bonuses for lack of registered claims) and the increase in frauds. Weaker Zloty 
causes the growth in cost of EUR-denominated spare parts. 

Decelerating macro to some extend also 

affects insurers 
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Figure 43. Polish Insurers – Structure of Non-Life Premium, 2011 
(Polish Zloty in million) 

 Figure 44. Polish Insurers – Claim Frequency in Motor Insurance, 1Q07-
1Q12 (Percentage) 
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Lower Rates and Weaker Zloty 

Lower Short-Term Rates  

Decelerating GDP is expected to lead the Monetary Policy Council (MPC) to cut 
interest rates. Citi economists anticipate a 100bp in cuts over the next 9 months. 
The first interest rate cut was expected to happen in October but the MPC decided 
to keep rates unchanged so we expect first 25bp reduction in November 2012. 
Lower short-term rates puts pressure on interest income, thus negatively impacting 
primarily banks but lower rates also negatively impact insurers.  

Estimating the impact of lower interest rates on banks’ NIM, net interest income and 
net income we grouped assets and liabilities into five groups: 

 Re-pricing in less than 3 months (no assets, saving accounts and half of 
corporate current accounts on the liability side of the balance sheet); 

 Re-pricing between 3 and 12 months (business loans and mortgage loans plus 
lending to banks on assets side and two thirds of term deposits and other debt); 

 Re-pricing between 12 and 24 months (half of consumer loans and half of other 
interest-earning assets and one third of term deposits);  

 Re-pricing in more than 2 years (half of consumer loans and half of other 
interest-earning assets),  

 Not re-pricing at all (no assets, retail current accounts, half of corporate current 
accounts and equity). 

 

 

 

Lower short-term interest rates are 

negative for interest income  
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Looking at the impact of lower rates on net interest income (NII) in 12+ months 
perspective we find that BRE and Pekao the most exposed (due to the relatively low 
share of consumer loans in assets and the high share of current retail deposits at 
BRE's and strong capitalization in the case of Pekao). On the other hand, Kredyt 
Bank and Getin Noble Bank seems the least exposed to the risk of low interest 
rates, mainly due to the low share of retail current accounts and equity plus the 
relatively high share of consumer loans in assets. Near term (3 to 12 months) the 
most exposed are Millennium and BRE (due to the high share of mortgages) and 
the least exposed are Kredyt Bank and ING BSK, benefiting from the high share of 
savings accounts in liabilities and the high share of fixed rate consumer loans (in 
case of Kredyt Bank) and bonds (in case of ING BSK). 

Figure 45. Polish Banks – Structure of Interest Earnings Assets, 2Q12 
(Percentage) 

 Figure 46. Polish Banks – Interest Bearing Liabilities as % of Interest 
Earnings Assets, 2Q12 (Percentage) 
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Figure 47. Polish Banks – Impact of 100bp Interest Cut on Net Interest 
Income, 2012 (Percentage) 

 Figure 48. Polish Banks – Impact of 100bp Interest Cut on Net Income, 
2012 (Percentage) 
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Higher Bond Yields  

Potentially higher yields on T-bonds are negative in the short term and positive in 
long term for investment results. In previous years, due to rising lending, the share 
of bonds in total assets of Polish banks declined materially. The share of bonds in 
the trading book shrank even more and thus the impact of declining valuation of 
bonds on banks’ profits should not be significant.  

In longer term we find BRE and Pekao 

the most exposed to risk of lower interest 

rates and Kredyt Bank and Getin Noble 

Bank the least exposed  

Higher yields on T-bonds are negative in 

short term and positive in long term 
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Figure 49. Polish Financials – Share of Fixed-income Securities* in 
Balance Sheet, 2005-1H12 (Percentage) 

 Figure 50. Polish Financials – Share of Fixed-income Securities* in 
Trading and FVO Book in Balance Sheet, 2005-1H12 (Percentage) 
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Bond valuation is much more important for the insurer PZU. Out of Zl 1,524m 
investment gains in 1H12 about Zl 256m (17%) came from gains on valuation of 
debt instruments while Zl 1,030m from interest income. 

Weaker Zloty 

Citi economists expects the slowdown in the Polish economy to lead to a weaker 
Zloty (Poland Macro View - PLN – And what after the rally?). A depreciating Zloty 
pushes banks with FX-denominated loans (namely CHF-denominated mortgages) 
funded by Zloty-denominated deposits to increase deposit collection because they 
need to offset the growth in FX assets with a respective increase in deposits. 
Deposits are an extremely price-sensitive product so they increase the rate on 
deposits. This leads to rising cost of funding also for banks without material 
exposure to FX mortgages as they compete to maintain their deposit base.  

Weakening Zloty pushes banks with FX 

loans to increase deposits  

https://ir.citi.com/i7CXbcGnY4L4RsmnFV8fgle0Ve9J%2bHHEZECKU0ZzPaaFhUsbsYLB%2fzRAC40DPIK3HF8Uo0JS4bU%3d�
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Figure 51. Polish Banks – Getin Noble Bank, Millennium and WIG Banks index vs. CHF/PLN 
rate, May07-Sep12 
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We Don’t Expect A Repetition of the 2009 NIM Drop 

It is difficult to precisely estimate the impact of a weaker Zloty on banks’ NIM but we 
remind that the material drop in NIM in 2009 was caused by four factors: 

 The closing of wholesale funding markets post the bankruptcy of Lehman; 

 Zloty depreciation and increased deposit collection by banks with FX assets, 
triggering a “deposit war” in the sector; 

 The material increase in the cost of FX swaps/CIRS; 

 The sharp decline in interest rates (WIBOR dropped more than 250bp in less 
than 6 months). 

The huge drop in NIM in 2009 was caused 

by the coincidence of four factors 
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Figure 52. Polish Banks – Deposit and Lending Spread vs. Wibor, Jan 05-Jul 12 (Percentage) 
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Source: NBP, Citi Research 

 
There are several material differences between now and the end of 2008. Firstly, 
the starting point is different. In 2008:  

 deposit spreads were high (above 300bp vs. about 140bp now); 

 wholesale funding was cheap and plentiful; 

 FX swaps and CIRS were practically free (vs. about 100bp cost in 1H12); 

 interest rates were high (WIBOR was close to 6.8% vs. about 5% now) so there 
was significant room for interest rate cuts. 

Figure 53. Basis Swap PLNEUR 2Y, Jul08-Jul12 
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We see several material differences 

between now and end 2008 
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Over recent years the banks have learned to live in a much different environment. 
Not only are deposits more expensive, wholesale funding less available, the Zloty 
weaker and interest rates lower but banks are also run with a further deterioration in 
the operating environment in mind. Indeed, the banks operate under the assumption 
that the Zloty may depreciate further, that funding cost may increase further and that 
it may become difficult (or very expensive) to roll-over FX swaps. As such they keep 
higher liquidity buffers and have emergency plans ready to implement if the market 
environment deteriorates.  

On the other hand, we now have another factor negatively affecting competition for 
deposits – a withdrawal of funding by foreign owners of Polish banks. The best 
example of that process and the destructive impact this can have on the bank’s 
profitability is Kredyt Bank. Over the last 3 quarters Kredyt Bank replaced part of its 
funding from its parent, KBC, with local deposits. Its loan-to-deposit ratio declined 
from 110% in 3Q11 to 99% in 2Q12 but net interest margin dropped from 2.7% to 
1.7%, respectively. 

The Burden of Pre-Crisis Loans 

The large stock of FX-denominated loans undermines monetary policy. For the 
majority of mortgage clients lower Zloty rates don’t mean lower monthly instalments 
but actually gives rise to a risk of higher instalments as lower rates may lead to a 
weaker Zloty and a higher monthly instalment in Zloty terms on FX denominated 
loans. It is also destructive for the sector as the negative equity on FX mortgages 
practically excludes a big group of individuals from the housing and mortgage 
markets as upgrading housing would effectively require these individuals to cash in 
a FX loss on their existing property. Furthermore, the necessity to manage liquidity 
risk arising from the stock of FX mortgages forces many banks to keep extensive 
liquidity buffers and leads to increased cost of funding for all banks. As such we 
view FX mortgage loans as a significant burden for those banks that have them on 
their balance sheet. 

We view all pre-crisis (i.e. granted before end of 2008) low-margin mortgage loans 
as a burden for banks. The average spread on FX mortgage granted during boom 
times (2006-2008) was about 120-170bp and currently it barely covers the cost of 
funding (FX swaps cost about 60-100bp recently, cost of wholesale Euro funding for 
the biggest and safest bank PKO BP was 185bp over midswaps in 2010 and 2.75% 
for BRE in 2012) and cost of risk (about 40-50bp). FX lending was a driver of banks’ 
profits in the short term as banks booked a significant FX spread in the moment of 
the loan granting (the loan is nominated in FX but was paid out in Zloty) but the 
regulator has forced banks to stop FX new lending so this source of earnings has 
evaporated. All that coupled with increased risk weight for FX mortgages (100% 
starting from June 2012) makes FX mortgage lending unprofitable business.  

In our opinion pre-Lehman Zloty mortgages may also pose a problem for banks as 
the average spread on them is quite low at slightly above 100bp. However, due to 
lower funding cost (no need to use FX swaps or CIRS) and lower risk weight they 
remain the profitable products.   

The banks have adapted to an 

environment of expensive deposits, less 

available wholesale funding and a weaker 

Zloty 

Pre-crisis FX mortgage loans are the 

biggest burden for balance sheets… 

…but pre-Lehman Zloty mortgages are 

also a problem for banks 
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Figure 54. Polish Banks – Spread on New CHF Mortgages, Jan 07 – Dec 
10 (Percentage) 

 Figure 55. Polish Banks – Spread on New Zloty Mortgages, Jan 05 – Jul 
12 (Percentage) 
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After the merger of BZ WBK with Kredyt Bank there will be two banks with a small 
share of pre-crisis low-margin loans in their total loans (ING BSK and Pekao), three 
banks with medium share (BRE, PKO BP and new BZ WBK) and two banks with 
material exposure to the problem (Getin Noble bank and Millennium). 

Figure 56. Polish Banks – Pre-crisis* Low Margin Loans as % of Total Loans, 2Q12 (Percentage) 
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Consensus Too Bullish 

Consensus forecast still assume growth in earnings in 2013 (e.g. +2.5% in Pekao 
and +2.2% in PKO BP according to I/B/E/S). Given the macro headwinds we see 
material downside risk to these forecasts (we are 6% and 12% below consensus for 
these two key stocks). 

 

We see downside risk to 2013 consensus 

forecasts… 
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Figure 57. Polish Banks – Citi vs. Consensus Net Profit Estimates, 2012-2013 (Polish Zloty in million/Percentage)  

 Consensus Citi Citi vs. consensus Growth vs. consensus Growth vs. Citi 
 2012E 2013E 2012E 2013E 2012E 2013E 2012E 2013E 2012E 2013E 
PKO BP 3,879 3,965 3,762 3,479 -3% -12% 2% 2% -1% -8% 
Pekao 2,864 2,938 2,787 2,739 -3% -7% -1% 3% -4% -2% 
BZ WBK 1,292 1,402 1,312 1,215 2% -13% 9% 9% 11% -7% 
Millennium 440 439 419 318 -5% -28% -6% 0% -10% -24% 
Kredyt Bank 216 271 211 41 -2% -85% -34% 25% -36% -81% 
ING BSK 873 910 805 685 -8% -25% -1% 4% -8% -15% 
BRE 1,107 1,096 1,123 953 1% -13% -2% -1% -1% -15% 
Getin Noble Bank 395 449 409 496 4% 11% 66% 14% 72% 21% 
           
Total 11,066 11,469 10,828 9,926 -2% -13% 1% 4% -1% -8%  

Source: IBES, Citi Research 

 

Given faster than expected deceleration of the economy in 2Q12 and 3Q12 and 
unsupportive monetary policy (e.g. no interest rate cut in October 2012) we also see 
downside risk to our macro forecasts.  

We note that GDP growth in 2013 should be negatively affected by lower yoy 
absorption of EU funds. According to studies of Instytut Badan Strukturalnych EU 
funds will contribute to 0.2% GDP growth in 2013 vs. 1.2% in 2012. Citi economists 
expect GDP to decelerate by 0.2pp (from 2.4% in 2012 to 2.2% in 2013) – it means 
that to offset the lower impact of EU funds absorption “ex-EU funds” GDP growth 
has to increase by 0.8pp.   

Figure 58. Poland – GDP Real Growth, 2004-2013E (Percentage) 
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Devil’s Advocate 

Contrasting the bearish view presented above, we try to find reasons to be more 
optimistic. 

…partly due to potentially 

underestimation of the lower impact of 

EU funds 

But maybe we are wrong… 
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 Firstly, we may be to pessimistic on the economy growth. Macroeconomic 
forecasts may not take into account the positive impact of microeconomic trends, 
namely: 

– The growing export of industry leaders, taking advantage of competitors 
weakness, price competiveness and improved quality (for example recently 
the Polish company PESA signed a contract to deliver up to 470 diesel trains 
worth up to Zl 5bn Deutsche Bahn); 

– The decisions of international groups to move production to Polish units (for 
example in September 2012 Volvo announced plans to close a Swedish 
factory and transfer production to a Polish factory) or look for local Polish 
suppliers (according to Rzeczpospolita daily the export of aviation companies 
located in Southeastern Poland in the so called ”aviation valley” reached USD 
1.5bn in 2011 while European retailers increase the export of Polish goods to 
its foreign shops, e.g. in 2011 Lidl increased exports by 40% to Zl 1bn while 
Tesco, on average, supplies its UK business with Polish goods worth Zl 1.5bn 
annually). 

 Secondly, we may overestimate the impact of the economic slowdown on 
corporate lending.  

– The Polish economy enters a stage of consolidation and a crisis creates 
attractive M&A opportunities for market leaders. Deals or parts of deals can be 
funded or co-funded by bank loans or issuance of debt securities that might 
also be acquired by banks; 

– Corporate lending may be positively affected by planned investments in the 
power sector (Zl 60bn out to 2020) and shale gas (up to Zl 55bn out to 2016) 
and the Prime Minister's recently announced plan to further invest in highways 
(Zl 43bn by 2015) and railways (Zl 30bn by 2015); 

– Given budget constraints, the government and municipalities are going to 
structure many new projects as Public Private Partnerships (PPP) (in the most 
popular structure the public investment is funded, completed and operated for 
some time by the private investor and later is transferred to the public partner). 
If PPP projects finally kick-off, it will be another boost for bank lending; 

– After closing the “Rodzina na swoim” programme at the end of 2012, the 
government announced its intention to launch a new program to support 
mortgage lending to young families with children (to be launched in mid-2013 
or in 2014). 

– Declining prices of flats and rising rents may encourage investors to purchase 
flats and let them (real-estate investments seem be the best shelter for 
potential global hyperinflation).  

 Impact of the slowdown on the economy may be lower than we anticipate. 

– Credit Bureau data shows that the quality of consumer loans materially 
improved in the past two years, indicating that more conservative lending 
practices have had a significant positive impact on asset quality. The same 
process of improvement in risk assessment could take place in corporate and 
SMEs lending.  

…and Polish exporters may benefit more 

than expected from contractor focus on 

costs and development of technology … 

…and international groups may shift 

production to low-cost Polish 

subsidiaries… 

…while demand for loans may be driven 

by debt-funded acquisitions,… 

…government and government-

stimulated investments and,… 

…PPP projects …,  

…as well as investments in flats 

encouraged by improved rental yields… 

…while quality of loans may deteriorate 

less than we expect due to recent 

tightening in lending and… 
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Figure 59. Polish Banks – Share of 30-Day Overdue Cash Loans 3 and 6 Months After Loans 
Were Granted in Total Consumer Loans, Jul 07 – Mar 12 (Percentage)  

Source: Kredyt Trendy (www.bik.pl) 

 
– Comparing asset quality with production volume, both in specific banks or 

products, we find a strict, and intuitive, relation: lower lending means better 
lending. Lower growth rates in consumer and corporate loans in the last three 
years bode well for future quality of these loans. 

 The decline in NIM may be lower than we think. 

– Given constitutional limits on the budget deficit the supply of government 
bonds is effectively capped. Thus Polish government bonds may remain 
attractive for investors and this time the slowing economy may not lead to 
Zloty depreciation. If this is the case, declining rates may be less negative for 
banks margin's than currently anticipated as a stable to rising Zloty could lower 
the need of banks to maintain high liquidity buffers. 

– Lower growth in lending could lead to lower funding needs while client risk 
aversion may cause that savings will be flowing to deposits rather than to 
investment funds or other higher risk products. 

 The banks may implement new innovative products and, in that way, offset macro 
headwind. In the last 10 years innovation in the banking industry predominantly 
involved regulation arbitrage but really innovative ideas are also possible. We 
present below a few projects, still in the initial stage but looking promising: 

– Puls Biznesu reports that in mid-January 2013 PKO BP will launch its new 
mobile payment system. Due to its opened architecture (for PKO BP clients it 
will be linked to their current accounts but on a pre-paid basis it will be 
available also for non-clients, being a application-centric solution it will be 
available for clients of all mobile operators) it may be a game changing 
innovation for Polish mobile payments (although we note that other banks also 
work on mobile payment projects). For PKO BP it may become an effective 
tool to acquire both retail and SMEs clients.  

…NIM may decline less than we think due 

to potentially lower competition for 

deposits 

Simultaneously mobile payments…  

http://www.bik.pl/�


Polish Financials 
17 October 2012 Citi Research

 

 
 
30 

– Successful implementation of Idea Bank concept to offer SME clients tax and 
accountant advice (firstly to bind them with the bank and secondly to reduce 
risk by lending to well-know clients) may increase the bank’s revenues and 
decrease provisioning. 

 Banks may off-set lower revenues by reducing administrative costs. Currently we 
expect administrative costs, excluding the impact of the expected introduction of 
the banking levy, to rise by 2% in 2013 but we think that banks may decide on 
cots cutting. We see four areas were costs may be reduced mostly: 

– rents and other real-estate costs – given lower sale of retail products banks 
may close some branches, reduce size of others and shorten the opening 
time; 

– staff costs – reduced distribution network (in terms of number of branches, 
branch size and time of opening) will reduce the demand for workforce so 
further (on top of already announced by some banks restructurisation plans) 
headcount cuts or average salary reductions (due to lower overtime 
remuneration and lower sale-related bonuses) should be expected; 

– IT, telecommunication and other acquired services or goods – the banks may 
negotiate lower prices utilizing its purchasing power and taking advantage of 
suppliers weakness; 

– Cash handling optimizing (lower cash in branches, less frequent cash 
transport to branches, etc).   

Reduce Polish Financials  

Nevertheless, despite the above mentioned potential positive surprises, we stick to 
our pessimistic view. Additionally we note that in the recent 10 years the Pengab 
banking sector confidence index was a good leading indicator of changes in trends 
in the banking sector and in the performance of banks stocks (measured by the 
WIG-Banks subindex). Thus we think that the recent divergence (rising banking 
stocks vs. declining Pengab) is temporary. Given the slowing macro environment 
we see a higher risk that a convergence of these two indices will be driven by a 
decline in banks share prices rather than by a rebound in the banking sentiment 
index. 

…and innovative approach to SME 

lending…  

…plus reduced administrative costs may 

offset the decline in other revenues 

In the past Pengab index (currently at the 

lowest level since 2009) was a good 

indicator of performance of banks stocks  
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Figure 60. Polish Banks – Pengab vs. Wig- Banks, Mar 99 – Sep 12 
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In a GEM context, Polish banks appear fairly valued on a 2012E P/BV compared 
with real (inflation-adjusted) ROE but are expensively valued on the same metric on 
2013 forecasts. This is largely driven by the fact that we expect median ROE for 
Polish banks to decline to 9.4% in 2013 from 12.2% in 2012 and real ROE to fall to 
6.8% from 8.3%, respectively.  

Figure 61. GEM Banks – Real P/BV and Real ROE*, 2012E 
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Polish banks look fairly valued on 2012E 

P/BV vs. ROE vis-à-vis global EM peers, 

but expensive on 2013E forecasts 
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Figure 62. GEM Banks – P/BV and Real ROE*, 2013E 
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Polish financials look expensive trading at an average 2013E PE of 13.3x (for 11 
financials under our coverage – excluding Kredyt Bank, BGZ and TU Europa). We 
thus don't think the coming slowdown is priced-in and thus turn negative on Polish 
financial stocks.  

Due to its lower exposure to macro headwinds, we prefer insurer PZU to banks (out 
of which we most like PKO BP and prefer least Bank Millennium) and other 
financials (but still rate Open Finance Buy/High Risk due to management efforts to 
better monetize the company’s position as the leading financial advisor in the 
country). 

PZU Remains Top Pick Among Financials 

We prefer the insurer PZU (Buy, TP Zl 421) to the Polish banks due to its high 
dividend yield (we expect 6.9% from 2012 and 9% from 2013 earnings), which is a 
result of high returns achieved due to the firm's strong market position, especially in 
high-margin group life insurance (for details see PZU (PZU.WA) - Steady As She 
Goes – Maintaining Buy). 

Polish banks trade at an average 2013E 

PE of 13x  

Given its lower exposure to macro, we 

prefer the insurer PZU to banks 

PZU (Buy, TP Zl 421) 

https://ir.citi.com/g3kXm2duuD5Xe57jPjtLYj2twZ08AMrzRTLWUB9JbWLKWdNCsgZvo9bvYfkMqpL64nPr%2bGIzLUA%3d�
https://ir.citi.com/g3kXm2duuD5Xe57jPjtLYj2twZ08AMrzRTLWUB9JbWLKWdNCsgZvo9bvYfkMqpL64nPr%2bGIzLUA%3d�
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PKO BP Preferred Bank 

Figure 63. Polish Banks – P/BV and ROE*, 2013E 
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PKO BP (Buy, TP Zl 40.7) remains our top pick among Polish banks due to the 
stock's relatively attractive valuation (2012E P/E of 12.1x) and good positioning 
against expected slowdown thanks to high net interest margin, low cost-to-income 
ratio and, in our opinion, more conservative provisioning vs. its closest peer, Pekao. 
Trading at a P/BV of 1.6x in 2013E P/BV we find the bank more attractively valued 
than Pekao, which trades at a 2013E P/BV of 1.8x vs. a 14% ROE in 2011 and 13% 
expected in 2012E. (see PKO BP (PKOB.WA) - Sense and Sensitivity - Maintaining 
Buy)  

We continue to attribute BZ WBK’s (Buy, TP Zl 263) high ROE (16.5% in 2012E vs. 
15.8% in PKO BP and 12.6% in Pekao) to management's ability to, on the one 
hand, to exploit fully market opportunities and, on the other hand, its diversified 
business. We expect the bank to remain one of the most attractive investment in 
Poland after the merger with Kredyt Bank (see Bank Zachodni WBK (BZWB.WA) - 
Good, Better, BZ WBK – Maintaining Buy). We recommend taking a position in the 
new bank via Kredyt Bank (Buy/High Risk, TP Zl 18.3) as it trades at a discount to 
the valuation implied by the merger (Zl 15 vs Zl 16.4). 

We see little chance that Pekao (Neutral, TP Zl 152 ) will utilize its surplus capital 
(c.Zl 8-9bn assuming normalized capital at a Tier 1 of 10%) for extra dividends, 
accelerated organic growth or acquisitions and thus we view the stock as being 
fairly valued (2012E PE 14.7, P/B 1.8 vs. expected ROE 15.8%). (See Bank Pekao 
SA (BAPE.WA) - Surplus Capital Conundrum: Downgrading to Neutral). 

We like ING BSK’s (Neutral, TP Zl 88.2) long-term business model but we think 
higher than expected provisioning (a consequence of higher lending in 2008-2012 
and macro slowdown expected in 2H12-2013) may be a negative surprise for the 
market (ING Bank Slaski SA (SLAS.WA) - Going Neutral on Costly Stadiums, 
Clicks, Bricks and Cash Loans). 

PKO BP (Buy, TP Zl 40.7)  

BZ WBK (Buy, TP Zl 263)  

 

 

Kredyt Bank (Buy/High Risk, TP Zl 18.3) 

Pekao (Neutral, TP Zl 152) 

ING BSK (Neutral, TP Zl 88.2) 

https://ir.citi.com/DjqgfVP5dmD5KbdHBfI%2fyuz32QI386w0Z8W%2bW5R%2bhu54vxNGEowPnkv0DcuZ%2fi%2bzFVOwk8hlgxE%3d�
https://ir.citi.com/DjqgfVP5dmD5KbdHBfI%2fyuz32QI386w0Z8W%2bW5R%2bhu54vxNGEowPnkv0DcuZ%2fi%2bzFVOwk8hlgxE%3d�
https://ir.citi.com/a%2bPTkX7ajaSDVmmVEyRYWU9SyYs%2fW826EUWkdoBgTmRGSDkWzTJOvk8BDMyxY3IfM6d51UmpqdI%3d�
https://ir.citi.com/a%2bPTkX7ajaSDVmmVEyRYWU9SyYs%2fW826EUWkdoBgTmRGSDkWzTJOvk8BDMyxY3IfM6d51UmpqdI%3d�
https://ir.citi.com/G%2flUbHykeNmhDckduwWnbTiy3zyU%2fWnAqcfPs7tSklAXigTFkcuoNLBpZTZBEbW%2fRH8CNPkuN%2bo%3d�
https://ir.citi.com/G%2flUbHykeNmhDckduwWnbTiy3zyU%2fWnAqcfPs7tSklAXigTFkcuoNLBpZTZBEbW%2fRH8CNPkuN%2bo%3d�
https://ir.citi.com/MMAyZFXIyLd6e0rSws8PfP9kGoe6%2bkuUHI8yhllsE0CwFkL%2bd3wDI%2b2FdCTsIThREg8EKcPYFCQ%3d�
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Getin Noble Bank is the cheapest bank in our universe of Polish banks (2012E 
P/BV 1.0) but not without reason: its cost of risk, despite a recent material decline 
(2.38% in 2Q12 vs. 3.57% in 2Q11), remains high (mainly due to weak quality of FX 
mortgages) and NIM is under pressure due to the need to build a liquidity buffer 
against a potential material Zloty depreciation. We view the bank as a good play for 
a “Risk-on” scenario and Zloty strengthening but it isn’t our main scenario (in fact 
we expect Zloty to weaken). Given macro headwinds we remain cautious and rate it 
Neutral (Getin Noble Bank (GNB.WA) - Back to the Future – Downgrading to 
Neutral). 

In our opinion BRE (Sell, TP Zl 273) is a well run bank with a relatively weak 
balance sheet (high share of FX mortgage loans). Paradoxically, its current 
business advantage (lack of expensive branches) may become a relative 
disadvantage in the future vs. peers that will be able to reduce costs through branch 
network optimisation. But the main reason why we rate the bank Sell is that 
valuation remains unattractive (2012E P/BV 1.4) vs. the management 2015 ROE 
target (>12.2%) (BRE Bank SA (BREP.WA) - “One Bank”, Many Questions – 
Downgrading to Sell).  

The balance sheet of Millennium (Sell, TP Zl 3.85), like at Getin Noble Bank, is 
burdened by the high share of FX mortgages and therefore we think that Millennium 
will not improve its ROE materially in the coming years. It thus deserves to trade at 
a discount to BV (currently 2012E P/BV is 1.0), in our view (Bank Millennium SA 
(BIGW.WA) - Too Cheap to Ignore: Upgrading to Buy). Given the recent strong 
share performance we downgrade the stock to Sell from Buy (TP unchanged at Zl 
3.85)  

 

Getin Noble Bank (Neutral, TP Zl 1.82) 

BRE (Sell, TP Zl 273) 

Millennium (Sell, TP Zl 3.85) 

https://ir.citi.com/rlZCO9lPQHvNuPeDGVwwfmn7Z0gXj6PTBml9sqPiGOZJntgji%2b%2b3%2fZfs9wQdK8rJzEsvu7CWfKg%3d�
https://ir.citi.com/rlZCO9lPQHvNuPeDGVwwfmn7Z0gXj6PTBml9sqPiGOZJntgji%2b%2b3%2fZfs9wQdK8rJzEsvu7CWfKg%3d�
https://ir.citi.com/w0WqELDECAKnS04POkX7idyXiM7l18hJNKgxHY1A37Q%2bNMwkS2254%2fJI6jHz4I3t7aFpkDTgOQk%3d�
https://ir.citi.com/w0WqELDECAKnS04POkX7idyXiM7l18hJNKgxHY1A37Q%2bNMwkS2254%2fJI6jHz4I3t7aFpkDTgOQk%3d�
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https://ir.citi.com/9qnkA%2fgXsnGBHTRHt3w7fRKu2OPzxprE%2bKQ6lpheveTAVjIMYopQaigFujx3ToSwSQFVQEJVODk%3d�
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Figure 64. CEEMEA Banks – Valuation Table, 2011-2013E (Prices as of October 15, 2012)  

Company Share Price Rating/Risk Mkt Cap  P/E (x)  P/BV (x) ROE 
   USD (M) 2011 2012E 2013E 2011 2012E 2013E 2011 2012E 2013E 
Central Europe Banks            
BGZ PLN 71.90 2 1,164 24.21  21.38  23.10  1.18  1.11  1.05  4.99% 5.33% 4.67% 
Komercni Banka CZK 4,145.00 1 8,188 16.63  11.10  11.72  1.99  1.74  1.66  12.31% 16.74% 14.50% 
BRE PLN 306.50 3 4,087 11.03  11.49  13.54  1.60  1.39  1.26  15.64% 12.96% 9.78% 
ING Bank Slaski PLN 84.50 2 3,479 12.49  13.65  16.06  1.71  1.50  1.43  14.59% 11.71% 9.10% 
Bank Zachodni PLN 236.80 1 5,593 14.70  13.41  14.63  2.35  2.07  2.03  16.95% 16.49% 14.06% 
Getin Noble PLN 1.68 2 1,271 4.51  10.89  8.97  0.38  0.93  0.84  25.27% 9.06% 9.83% 
Getin Hld PLN 2.29 2H 531 1.65  3.00  16.03  0.30  0.89  0.84  19.90% 14.82% 5.40% 
Intl Prsnl Fin GBP 3.20 1 1,300 10.81  12.20  9.78  2.51  2.35  2.02  24.03% 18.71% 21.96% 
Kredyt Bank PLN 15.00 1H 1,290 12.45  19.31  NM 1.33  1.22  1.21  11.10% 6.59% 1.21% 
Bank Millennium PLN 4.28 3 1,643 11.13  12.38  16.33  1.13  1.07  1.03  10.75% 8.89% 6.44% 
Nova Kreditna Bk EUR 1.38 1 70 7.60  2.52  1.55  0.11  0.10  0.10  1.27% 4.16% 6.47% 
OTP Bank HUF 4,293.00 2H 5,618 13.76  9.05  6.77  0.81  0.76  0.70  6.12% 8.65% 10.73% 
Bank Pekao PLN 152.00 2 12,622 13.76  14.31  14.57  1.87  1.74  1.71  13.99% 12.63% 11.86% 
PKO BP PLN 36.11 1 14,284 11.86  12.00  12.97  1.98  1.82  1.68  17.23% 15.79% 13.48% 
PZU PLN 380.00 1 10,384 16.92  11.35  11.64  2.57  2.36  2.23  18.34% 22.80% 20.08% 
Austria Banks             
Erste Bank EUR 18.85 1 9,631 -8.27  20.17  9.00  0.69  0.69  0.65  -8.43% 3.36% 7.40% 
Raiffeisen Bank Intl EUR 31.49 2 7,972 8.04  5.91  7.95  0.84  0.78  0.73  10.82% 13.70% 9.46% 
CIS Banks             
Bank Georgia GBP 11.82 1 633 7.53  6.11  5.25  1.22  1.14  0.95  18.45% 22.46% 21.65% 
Bank St Petersburg RUB 64.50 1 626 4.42  19.38  5.71  0.49  0.47  0.52  15.02% 3.01% 9.59% 
Halyk Bank USD 7.00 1 1,909 10.02  5.97  4.96  1.22  1.03  0.88  12.32% 18.73% 19.10% 
Kazkommertsbank USD 2.27 2H 884 6.26  5.79  3.05  0.35  0.33  0.30  5.71% 5.88% 10.35% 
Nomos-Bank USD 13.03 2 2,409 7.25  5.09  5.59  1.20  0.97  0.83  18.34% 21.08% 15.98% 
Sberbank RUB 91.28 1 65,697 6.25  5.52  5.44  1.56  1.25  1.05  28.15% 25.20% 20.96% 
Bank VTB USD 3.42 1 17,668 6.20  7.96  5.55  0.92  0.84  0.74  15.44% 11.00% 14.20% 
Bank Vozrozhdenie RUB 598.00 1 458 8.92  5.73  4.81  0.77  0.68  0.60  9.02% 12.60% 13.19% 
Israel Banks             
Israel Discount ILS 5.26 2 1,446 6.54  8.46  8.49  0.50  0.48  0.45  8.13% 5.76% 5.45% 
Bank Leumi ILS 12.49 2 4,799 9.73  12.12  12.40  0.79  0.73  0.69  8.11% 6.21% 5.72% 
Bank Hapoalim ILS 15.70 1 5,405 7.12  9.07  9.70  0.87  0.80  0.75  12.77% 9.32% 8.09% 
Turkey Banks             
Bank Asya TRY 1.97 1 979 7.99  8.50  6.53  0.83  0.75  0.67  10.60% 9.31% 10.86% 
Garanti TRY 8.34 1 19,336 10.53  9.91  8.89  1.99  1.72  1.49  18.03% 17.08% 16.54% 
Halkbank TRY 15.05 2 10,385 9.28  9.11  8.22  2.18  1.79  1.51  25.43% 21.81% 20.25% 
Isbank TRY 5.84 3 14,507 11.57  11.23  10.96  1.47  1.31  1.17  15.27% 13.06% 12.28% 
Vakifbank TRY 4.11 3 5,672 7.88  8.65  7.40  1.11  0.98  0.87  13.74% 11.69% 11.77% 
Yapi Kredi TRY 4.52 2 10,847 8.60 8.66  7.75  1.68  1.43  1.23  16.87% 14.97% 14.57% 
South Africa Banks             
African Bank ZAR 30.33 1 2,772 9.87  8.17  7.05  1.79  1.62  1.44  18.85% 20.80% 21.64% 
ABSA Grp ZAR 137.40 1 11,216 10.18  10.19  7.92  1.58  1.47  1.34  16.31% 14.77% 17.84% 
FirstRand ZAR 27.01 1 17,307 13.32  10.96  9.29  2.47  2.20  1.92  19.84% 21.13% 21.95% 
Investec GBP 3.58 1 5,084 11.00  10.35  8.37  0.93  0.91  0.86  7.81% 8.77% 10.90% 
Nedbank Ltd ZAR 178.60 2 10,302 13.33  10.76  8.89  1.66  1.51  1.37  13.31% 15.03% 16.46% 
Standard Bank ZAR 105.25 2 19,203 12.35  11.28  9.75  1.63  1.53  1.41  13.45% 14.07% 15.14%  

Source: Citi Research 

 
 
 
 
 
 
 
 
 



Polish Financials 
17 October 2012 Citi Research

 

 
 
36 

Open Finance Preferred Among Other Financials 

Mortgage sales, being the main source of income, is decelerating (-17% yoy in 
1Q12 and -25% yoy in 2Q12). Demand for investment products is negatively 
affected by low growth in wage bills, global uncertainty, and weak historical 
performance. There are also regulatory headwinds: The KNF (Polish FSA) is 
considering implementing regulation of certain investment products like 
bancansurance and structured products. Thus environment for financial 
intermediaries is tough. Despite that we remain positive on Open Finance because 
the company has reacted quickly to the market challenges. In 2011 it started to 
change its business model and build a holding group consisting of Home Broker 
(the acquired financial advisor and real-estate agent), Open Life (the established life 
insurer) and Open TFI (fund manager to be launched in 2H12). Management 
continues to work on increasing revenues of the parent, Open Finance, through 
enhancing the work of advisors, stimulating them to sell more and to maintain 
relationships with clients. In our opinion, in the short term management efforts will 
only partly reduce the negative impact of the unfavorable market, but longer term 
they should allow Open Finance to strengthen the position of the industry leader 
and thus we maintain a Buy/High Risk rating (TP of Zl 22.1) (Open Finance 
(OPF.WA) - Litmus Test for Management: Maintaining Buy/High Risk).  

Post spin-off of Getin Holding is an investment company specialised in investing in 
start-ups and high-growth financial companies operating in Poland and other 
Central and Eastern Europe countries. Most of Getin Holding's value is in Idea Bank 
Poland, the start-up bank focused on SMEs and their owners. We like its unique 
business model of acquiring and retaining SME clients by offering them accounting 
and tax advisory services. But recent results were disappointing and there is little 
evidence that this strategy is working. We still think the bank will start to deliver 
improved profits in 2013 and 2014, but execution risk is mounting. At the same time, 
we note increased funding constraints on growth in the Ukraine. The shares now 
trade at a 23% discount to our assessment of the fair value of Getin Holding’s 
investments (Zl 2.98 per share). We rate the stock Neutral/High Risk (TP 3.06), as 
we see insufficient upside potential to justify a Buy rating given the risks (Getin 
Holding (GTN.WA) - Good ‘Idea’, Time to Deliver – Downgrading to Neutral/High 
Risk).  

GPW is traded at a premium to Western European exchanges (25%) and at 
discount to GEM peers (42% at 2013E PE). Given higher growth potential than in 
Western Europe on one hand and higher regulatory risk than in non-EU countries 
on the other hand, we view that valuation as justified. We expect weak 2012 
earnings (-15 % yoy; in September YTD cash equity and derivatives turnover was 
respectively -26% and -29% lower yoy) and highlight, that despite consolidation of 
Polish Power Exchange, still half of the company’s revenues comes from cash 
equity and derivatives trading. This brings risk, that ongoing uncertainty on global 
markets and high risk aversion may result in lower than expected growth in turnover 
and in the company’s earnings in 2013 (we forecast net profit to increase +11% 
yoy). We believe though, that the risk is reflected in the price and thus rate the stock 
Neutral/High Risk (GPW (GPW.WA) - Volume Analysis – September 2012: 
Rebounding Derivatives; Downgrade to Neutral on Strong Price Performance) (see 
also GPW (GPW.WA) - Upgrading Warsaw Stock Exchange to Buy Due to Lower 
Competition Pressure).  
 

Open Finance (Buy/High Risk rating, TP 

Zl 22.1) 

Getin Holding (Neutral/High Risk, TP 

3.06) 

GPW (Neutral/High Risk, TP Zl 42.1) 

https://ir.citi.com/hec0XOuGCjLePlOkWJCH8PEe38ozlOKNIlgFgtGomyT2vPR9ILGtRdC7ZvHlps5ss383OUqGmC8%3d�
https://ir.citi.com/hec0XOuGCjLePlOkWJCH8PEe38ozlOKNIlgFgtGomyT2vPR9ILGtRdC7ZvHlps5ss383OUqGmC8%3d�
https://ir.citi.com/EAQMxENiS2Nxqu6HaY0%2fapBlTmddMg93U6vXsDv8yD%2bocwm%2f5QlH3MeyMaen7T2Ei7Gov8N6ggk%3d�
https://ir.citi.com/EAQMxENiS2Nxqu6HaY0%2fapBlTmddMg93U6vXsDv8yD%2bocwm%2f5QlH3MeyMaen7T2Ei7Gov8N6ggk%3d�
https://ir.citi.com/EAQMxENiS2Nxqu6HaY0%2fapBlTmddMg93U6vXsDv8yD%2bocwm%2f5QlH3MeyMaen7T2Ei7Gov8N6ggk%3d�
https://ir.citi.com/in3jJnWoPKYZKox5Vvyq6eAy4xgFpqgZBmZx6f0MzhLJVNqeVKXzYRRVmM8FPG%2fhYONEn9fMlkY%3d�
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PZU (PZU.WA) 
 Perpetual Dividend - Buy 
 
 Buy PZU — Despite strong stock performance we remain buyers of PZU stock 

(TP Zl 421) due to the company's impressive profitability (ROE of 23% in 2012E) 
and its strong capital position (Zl 3bn surplus capital or Zl 35 per share) which 
leads us to expect a sustainable high dividend yield (at least 7% expected for 
2012). 

 EPS Dynamics — We think that insurer’s earnings will be more resistant to 
economical slowdown than banks profits and we expect EPS to increase 30% in 
2012 (driven by low claims in non-life insurance and rebounded investment 
profits in life insurance) and decline only 6% in 2013. We are, respectively, +7.5% 
and -0.3% vs. consensus (according to IBES). 

 Upside Risks — Change in the company’s dividend policy and payment of 
dividend higher than 2012 stand-alone may allow PZU to pay up to Zl 33 dividend 
per share (vs. our estimate of Zl 24 assuming unchanged dividend policy).  

 Downside Risks — The company's M&A strategy is the biggest risk to owning 
PZU. But as long as the value of an acquisition does not exceed Zl 3bn new 
investments should not threaten the dividend and have a relatively low impact on 
the company’s earnings.  

 What's Next — The State Treasury plans to reduce its stake in PZU from 35% to 
25% by the end of 2013 and may do so via an accelerated offering any day. PZU 
will publish 3Q12 earnings on November 14.  

 Recent Research — In our recent note (PZU (PZU.WA) - Steady As She Goes – 
Maintaining Buy) we analyzed the structure of PZU investment profits and 
provided an update on the company's M&A plans, while in our previous note 
(PZU (PZU.WA) - Dividend Story Intact – Maintaining Buy) we made (an 
unsuccessful) attempt to find growth drivers. 

 

 

 

Company Focus 

 

Buy 1
Price (15 Oct 12) ZL380.00
Target price ZL421.00
Expected share price return 10.8%
Expected dividend yield 6.3%
Expected total return 17.1%
Market Cap ZL32,814M
  US$10,384M

 

Price Performance 
(RIC: PZU.WA, BB: PZU PW) 

 

 

PZU (PLN) 
      

Year to 31 Dec 2010A 2011A 2012E 2013E 2014E 

Profit Before Tax (ZLM)  2,509.2  2,501.5   3,626.7  3,514.0   3,563.6 

Diluted EPS (ZL)  22.22  22.46   33.47  32.65   33.22 

Diluted EPS (Old) (ZL)  22.22  22.46   33.47  32.65   33.22 

PE (x)  17.1  16.9   11.4  11.6   11.4 

DPS (ZL)  26.00  22.43   24.00  31.00   31.00 

Net Div Yield (%)  6.8  5.9   6.3  8.2   8.2 

Embedded Value Per Share (ZL)  294.00  297.81   309.82  320.36   324.27 

Price /  EVPS (x)  1.3  1.3   1.2  1.2   1.2 

 Company Update 

 

 │  
  

https://ir.citi.com/2WazYfzNCNwlQ2kX%2bExxa3RgRRAaXnsf9dRW93n1OW5%2ftb8tZWTLSMdrRI5tB0v84%2ft%2fRdqacrg%3d�
https://ir.citi.com/2WazYfzNCNwlQ2kX%2bExxa3RgRRAaXnsf9dRW93n1OW5%2ftb8tZWTLSMdrRI5tB0v84%2ft%2fRdqacrg%3d�
https://ir.citi.com/2WazYfzNCNzpYcrXWsohE0IIhgPBupAWVTzEZ4etWPwNnTRcsibHexQe%2b2wVr%2bxpYgCmWne9Gqo%3d�


Polish Financials 
17 October 2012 Citi Research

 

 
 
38 

 
        Fiscal year end 31-Dec 

 
2010 2011 2012E 2013E 2014E 

        Valuation Ratios     

        P/E adjusted (x) 17.1 16.9 11.4 11.6 11.4 
        P/E reported (x) 13.5 14.0 10.8 11.4 11.4 
        P/BV (x) 2.6 2.6 2.4 2.2 2.2 
        P/BV adjusted (x) 2.6 2.6 2.4 2.2 2.2 
        Dividend yield (%) 6.8 5.9 6.3 8.2 8.2 
        P/Embedded Value (x) 1.3 1.3 1.2 1.2 1.2 
        Per Share Data (ZL)     
        EPS adjusted 22.22 22.46 33.47 32.65 33.22 
        EPS reported 28.25 27.16 35.21 33.22 33.22 
        BVPS 148.23 148.03 160.81 170.04 172.26 
        BVPS adjusted 148.23 148.03 160.81 170.04 172.26 
        DPS 26.00 22.43 24.00 31.00 31.00 
        Embedded Value per share 294.00 297.81 309.82 320.36 324.27 

        Profit & Loss (ZLM)     

        Pre-tax profit 3,029 2,908 3,777 3,564 3,564 
        Tax -590 -564 -736 -695 -695 
        Extraord./Min. int./Pref. div. 0 1 0 0 0 
        Reported net income 2,439 2,345 3,040 2,869 2,869 
        Adjusted earnings 1,919 1,939 2,890 2,819 2,869 
        Growth Rates (%)     
        Pre-tax profit -33.6 -4.0 29.9 -5.6 0.0 
        EPS adjusted -20.8 1.1 49.0 -2.5 1.8 
        Dividend -83.6 -13.7 7.0 29.2 0.0 

        Balance Sheet (ZLM)     

        Total assets 50,534 52,129 54,208 55,047 58,041 
        Investments 47,384 49,044 50,942 51,651 54,509 
        Goodwill/intangibles 109 166 183 201 221 
        Other Assets 3,041 2,919 3,084 3,195 3,311 
        Separate Account Assets 0 0 0 0 0 
        Total liabilities 37,734 39,260 40,236 40,277 43,080 
        Life policy reserves 16,867 16,895 17,547 18,264 19,031 
        Non-life policy reserves 14,616 15,628 16,051 16,505 17,012 
        Total Debt 0 0 10 10 10 
        Other Liabilities 6,251 6,737 6,627 5,498 7,026 
        Separate Account Liabilities 0 0 0 0 0 
        Shareholders' funds 12,800 12,870 13,973 14,769 14,961 

        Profitability/Solvency Ratios (%)     

        ROE adjusted 15.9 15.2 21.7 19.7 19.4 
        ROA adjusted 3.7 3.8 5.4 5.2 5.1 
        Total debt to capital 0.0 0.0 0.1 0.1 0.1 
        Total debt to equity 0.0 0.0 0.1 0.1 0.1 

        
      

For further data queries on Citi's full coverage universe 
please contact Citi Research Data Services at 
CitiRsch.DataServices.Global@citi.com 
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PKO BP (PKO.WA) 
 Prepared for Tough Times - Buy  
 
 Buy PKO — We think it still makes sense to buy PKO BP despite the 

decelerating economy. First, this is because we think the deteriorating macro 
picture is already reflected in the stock price. Second, the bank’s management 
seems to have prepared PKO BP for tough times by reducing lending, increasing 
provisioning and looking for alternative business opportunities. The bank's strong 
retail franchise, economies of scale, and adequate capitalization lead us to 
expect the bank to sustain a 16% ROE (vs. 17% in 2011 and Citi's forecast of 
16% this year).  

 EPS Dynamics — We expect broadly flat earnings in 2012 (-1% yoy) followed by 
a more significant decline in 2013 (-8% yoy), driven by lower NIM (due to lower 
interest rates and lower share of consumer loans), declining net fees (partly due 
to lower interchange fee), higher administrative costs (affected by banking levy) 
and rising provisioning. We are, respectively, 1% and 8% below consensus. 

 Upside Risks — More aggressive cost containment than expected (currently we 
forecast cost growth, excluding the bank levy, of 2.6% yoy in 2013) may be a 
source of positive earnings surprises. Another would be a significant success of 
the bank's new mobile payment system. 

 Downside Risks — Larger than expected pressure on NIM, lower net fees and, 
above all, higher cost of risk are the main risk factors. In contrast to many 
investors, we don’t see a risk that bank will make a foreign acquisition.  

 What's Next — PKO BP will publish 3Q12 results on 12 November. The lock-up 
period on State Treasury shares ends in January 2013. 

 Recent Research — In our recent note (PKO BP (PKOB.WA) - Sense and 
Sensitivity - Maintaining Buy) we discuss the bank’s preparations for the 
deteriorating macro environment while in our previous note (Bank Pekao SA 
(BAPE.WA) - Second Among Titans – Maintaining Buy) we compared PKO BP to 
its closest peer, Bank Pekao. 
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Buy 1
Price (15 Oct 12) ZL36.11
Target price ZL40.70
Expected share price return 12.7%
Expected dividend yield 3.5%
Expected total return 16.2%
Market Cap ZL45,138M
  US$14,284M

 

Price Performance 
(RIC: PKO.WA, BB: PKO PW) 

 

 

PKO BP (PLN) 
       

Year to 31 Dec 
 

2010A 2011A 2012E 2013E 2014E 

Net Income (ZLM)  3,216.9  3,807.2  3,762.5  3,479.2  4,483.3 

Diluted EPS (ZL)  2.57  3.05  3.01  2.78  3.59 

Diluted EPS (Old) (ZL)  2.57  3.05  3.01  2.78  3.59 

PE (x)  14.0  11.9  12.0  13.0  10.1 

P/BV (x)  2.1  2.0  1.8  1.7  1.5 

DPS (ZL)  1.98  1.27  1.20  1.67  2.15 

Net Div Yield (%)  5.5  3.5  3.3  4.6  6.0 

ROE (%)  15.4  17.2  15.8  13.5  16.0 

 Company Update 

 

 │  
  

https://ir.citi.com/37pVMXNIhIDJQFharnbZiyXKd1YqShqnQfuuEzk7%2be1KVThirUJ%2fggLkL4ywtI3sgdZGW3ObDVU%3d�
https://ir.citi.com/37pVMXNIhIDJQFharnbZiyXKd1YqShqnQfuuEzk7%2be1KVThirUJ%2fggLkL4ywtI3sgdZGW3ObDVU%3d�
https://ir.citi.com/koJ0%2bgewqrSsXzoTjJASlmRxyKRvRXxhc%2frlhri9xUUTGaKm5kaaXKVLjEoq9iJC%2fqR3pGaFNEY%3d�
https://ir.citi.com/koJ0%2bgewqrSsXzoTjJASlmRxyKRvRXxhc%2frlhri9xUUTGaKm5kaaXKVLjEoq9iJC%2fqR3pGaFNEY%3d�
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        Fiscal year end 31-Dec 

 
2010 2011 2012E 2013E 2014E 

        Valuation Ratios     

        P/E adjusted (x) 14.0 11.9 12.0 13.0 10.1 
        P/E reported (x) 14.0 11.9 12.0 13.0 10.1 
        P/BV (x) 2.1 2.0 1.8 1.7 1.5 
        P/Adjusted BV diluted (x) 2.1 2.0 1.8 1.7 1.5 
        Dividend yield (%) 5.5 3.5 3.3 4.6 6.0 
        Per Share Data (ZL)     
        EPS adjusted 2.57 3.05 3.01 2.78 3.59 
        EPS reported 2.57 3.05 3.01 2.78 3.59 
        BVPS 17.09 18.26 19.86 21.43 23.35 
        Tangible BVPS 15.64 16.82 18.27 19.69 21.43 
        Adjusted BVPS diluted 17.09 18.26 19.86 21.43 23.35 
        DPS 1.98 1.27 1.20 1.67 2.15 
        Profit & Loss (ZLm)     

        Net interest income 6,516 7,609 7,999 8,142 8,670 
        Fees and commissions 3,143 3,101 3,029 2,986 3,216 
        Other operating Income 539 432 491 457 484 
        Total operating income 10,198 11,142 11,519 11,585 12,370 
        Total operating expenses -4,249 -4,411 -4,570 -4,820 -4,975 
        Oper. profit bef. provisions 5,948 6,731 6,949 6,765 7,395 
        Bad debt provisions -1,868 -1,930 -2,249 -2,400 -1,769 
        Non-operating/exceptionals 0 0 0 0 0 
        Pre-tax profit 4,080 4,801 4,700 4,365 5,626 
        Tax -866 -976 -948 -874 -1,126 
        Extraord./Min. Int./Pref. Div. 3 -17 10 -12 -16 
        Attributable profit 3,217 3,807 3,762 3,479 4,483 
        Adjusted earnings 3,217 3,807 3,762 3,479 4,483 
        Growth Rates (%)     
        EPS adjusted 24.1 18.4 -1.2 -7.5 28.9 
        Oper. profit bef. prov. 28.6 13.2 3.2 -2.6 9.3 
        Balance Sheet (ZLm) 

 
    

        Total assets 169,661 190,748 195,304 206,365 221,439 
        Avg interest earning assets 156,802 173,884 186,486 193,903 206,520 
        Customer loans  135,525 147,293 152,202 162,071 174,972 
        Gross NPLs 10,887 11,797 13,698 15,397 15,747 
        Liab. & shar. funds 169,661 190,748 195,304 206,365 221,439 
        Total customer deposits 132,981 146,474 149,941 159,134 172,252 
        Reserve for loan losses 4,857 5,658 6,599 7,533 7,695 
        Shareholders' equity 21,358 22,823 24,819 26,793 29,189 
        Profitability/Solvency Ratios (%)     

        ROE adjusted 15.4 17.2 15.8 13.5 16.0 
        Net interest margin 4.16 4.38 4.29 4.20 4.20 
        Cost/income ratio 41.7 39.6 39.7 41.6 40.2 
        Cash cost/average assets 2.6 2.4 2.4 2.4 2.3 
        NPLs/customer loans 8.0 8.0 9.0 9.5 9.0 
        Reserve for loan losses/NPLs 44.6 48.0 48.2 48.9 48.9 
        Bad debt prov./avg. cust. loans 1.5 1.4 1.5 1.5 1.0 
        Loans/deposit ratio 101.9 100.6 101.5 101.8 101.6 
        Tier 1 capital ratio 11.3 11.2 11.6 11.9 12.1 
        Total capital ratio 12.5 12.4 12.6 12.8 12.9 
        
      

For further data queries on Citi's full coverage universe 
please contact Citi Research Data Services at 
CitiRsch.DataServices.Global@citi.com 
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Bank Pekao SA (PEO.WA) 
 Waiting For Godot - Neutral 
 
 Neutral Pekao — Given the significant difference between valuing the bank 

using reported capital and normalised capital the key question remains will the 
bank ever be able to deploy or return surplus capital? We do not expect the 
regulator to consent to Pekao paying extra dividends but we are more optimistic 
that the capital may be deployed via M&A . However, most potential acquisition 
targets have significant FX exposure. Will Pekao take such risk? We assume a 
40% probability that surplus capital is deployed and set our target price at Zl 152. 

 Earnings Dynamics — We expect earnings to decline 4% in 2012 and 2% in 
2013 (-8% yoy), driven by higher provisioning while we expect that the potential 
weakness in revenues will be off-set by administrative cost control. We are, 
respectively, 4% and 2% below consensus. 

 Upside Risks — An acquisition of Polish medium size bank at a reasonable 
price (valuation based on assumption that surplus capital is efficiently deployed 
implies a potential target price of Zl 174).  

 Downside Risks — We expect cost of risk to increase from 64bp in 2011 to 
79bp in 2012 and 90bp in 2013, but due to historically lower provisioning than the 
sector, this remains below the average of our Polish banks universe (135bp) 
Higher than anticipated cost of risk may negatively affect not only the bank’s 
earnings but also its reputation as a conservatively-run institution, this has been a 
justification of Pekao’s valuation premium to local peers and would be in 
jeopardy. 

 What's Next — Pekao will publish 3Q12 results on 13 November. The potential 
rumors on the talks to acquire medium-size Polish banks may a catalyst for the 
stock price to rise. 

 Recent Research — In our recent note (Bank Pekao SA (BAPE.WA) - Surplus 
Capital Conundrum: Downgrading to Neutral) we discussed the ways the bank 
may deploy surplus capital and analyzed the bank's credit quality while in our 
previous note (Bank Pekao SA (BAPE.WA) - Second Among Titans – Maintaining 
Buy) we compared Pekao to its closest peer, PKO BP. 

 

 

 

Company Focus 

 

Neutral 2
Price (15 Oct 12) ZL152.00
Target price ZL152.00
Expected share price return 0.0%
Expected dividend yield 5.7%
Expected total return 5.7%
Market Cap ZL39,885M
  US$12,622M

 

Price Performance 
(RIC: PEO.WA, BB: PEO PW) 

 

 

Bank Pekao SA (PLN) 
       

Year to 31 Dec 
 

2010A 2011A 2012E 2013E 2014E 

Net Income (ZLM)  2,525.6  2,899.4  2,786.9  2,739.0  3,395.0 

Diluted EPS (ZL)  9.63  11.05  10.62  10.44  12.94 

Diluted EPS (Old) (ZL)  9.63  11.05  10.62  10.44  12.94 

PE (x)  15.8  13.8  14.3  14.6  11.8 

P/BV (x)  2.0  1.9  1.7  1.7  1.6 

DPS (ZL)  6.80  5.38  8.60  8.60  10.00 

Net Div Yield (%)  4.5  3.5  5.7  5.7  6.6 

ROE (%)  13.1  14.0  12.6  11.9  14.2 

 Company Update 

 

 │  
  

https://ir.citi.com/XwCA7Ue1MFHVzc%2f0LrT95FU%2fzf%2fKXHih4D3q4GgYAEYvLA0oIEo3p2I97T8z62h29qGdd3WBgbk%3d�
https://ir.citi.com/XwCA7Ue1MFHVzc%2f0LrT95FU%2fzf%2fKXHih4D3q4GgYAEYvLA0oIEo3p2I97T8z62h29qGdd3WBgbk%3d�
https://ir.citi.com/7tpRaFcW8MZsgshDRCoPiBtl%2bEbRI4qZFc59wk0OhLTdTxVYNJ0Dwa8DhR4UBzl4fyZbYNu9oMM%3d�
https://ir.citi.com/7tpRaFcW8MZsgshDRCoPiBtl%2bEbRI4qZFc59wk0OhLTdTxVYNJ0Dwa8DhR4UBzl4fyZbYNu9oMM%3d�
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        Fiscal year end 31-Dec 

 
2010 2011 2012E 2013E 2014E 

        Valuation Ratios     

        P/E adjusted (x) 15.8 13.8 14.3 14.6 11.8 
        P/E reported (x) 15.8 13.8 14.3 14.6 11.8 
        P/BV (x) 2.0 1.9 1.7 1.7 1.6 
        P/Adjusted BV diluted (x) 2.0 1.9 1.7 1.7 1.6 
        Dividend yield (%) 4.5 3.5 5.7 5.7 6.6 
        Per Share Data (ZL)     
        EPS adjusted 9.63 11.05 10.62 10.44 12.94 
        EPS reported 9.63 11.05 10.62 10.44 12.94 
        BVPS 76.89 81.07 87.12 88.96 93.30 
        Tangible BVPS 74.24 78.39 84.36 86.11 90.37 
        Adjusted BVPS diluted 76.86 81.05 87.09 88.93 93.27 
        DPS 6.80 5.38 8.60 8.60 10.00 
        Profit & Loss (ZLm)     

        Net interest income 4,104 4,558 4,809 5,015 5,431 
        Fees and commissions 2,368 2,449 2,320 2,349 2,525 
        Other operating Income 807 739 758 803 849 
        Total operating income 7,279 7,746 7,887 8,167 8,804 
        Total operating expenses -3,656 -3,679 -3,731 -3,931 -4,025 
        Oper. profit bef. provisions 3,622 4,067 4,156 4,236 4,779 
        Bad debt provisions -589 -544 -750 -908 -655 
        Non-operating/exceptionals 0 0 0 0 0 
        Pre-tax profit 3,034 3,523 3,406 3,329 4,124 
        Tax -571 -684 -663 -645 -799 
        Extraord./Min. Int./Pref. Div. 63 60 44 56 70 
        Attributable profit 2,525 2,899 2,787 2,739 3,395 
        Adjusted earnings 2,526 2,899 2,787 2,739 3,395 
        Growth Rates (%)     
        EPS adjusted 4.7 14.7 -3.9 -1.7 24.0 
        Oper. profit bef. prov. 4.3 12.3 2.2 1.9 12.8 
        Balance Sheet (ZLm) 

 
    

        Total assets 134,090 146,590 152,792 162,742 173,970 
        Avg interest earning assets 126,246 132,477 141,848 149,732 159,782 
        Customer loans  84,859 99,961 102,223 110,328 119,253 
        Gross NPLs 5,714 6,320 7,462 8,275 7,751 
        Liab. & shar. funds 134,090 146,590 152,792 162,742 173,970 
        Total customer deposits 99,807 108,437 111,065 119,042 127,592 
        Reserve for loan losses 4,052 4,423 4,892 5,490 5,774 
        Shareholders' equity 20,174 21,271 22,858 23,341 24,479 
        Profitability/Solvency Ratios (%)     

        ROE adjusted 13.1 14.0 12.6 11.9 14.2 
        Net interest margin 3.25 3.44 3.39 3.35 3.40 
        Cost/income ratio 50.2 47.5 47.3 48.1 45.7 
        Cash cost/average assets 2.8 2.6 2.5 2.5 2.4 
        NPLs/customer loans 6.7 6.3 7.3 7.5 6.5 
        Reserve for loan losses/NPLs 70.9 70.0 65.6 66.3 74.5 
        Bad debt prov./avg. cust. loans 0.7 0.6 0.8 0.9 0.6 
        Loans/deposit ratio 85.0 92.2 92.0 92.7 93.5 
        Tier 1 capital ratio 17.6 17.0 19.0 18.3 18.1 
        Total capital ratio 17.6 17.0 19.0 18.3 18.1 
        
      

For further data queries on Citi's full coverage universe 
please contact Citi Research Data Services at 
CitiRsch.DataServices.Global@citi.com 
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Bank Zachodni WBK (BZW.WA) 
 Looking At Spain - Buy 
 
 Buy BZ WBK — We think BZ WBK's shares fully reflect the stand alone value of 

the bank's high quality franchise (Zl 219). But, as we see little risk that the merger 
with Kredyt Bank will not go ahead, we set our target price based on the 
valuation of the merged entity. We slightly reduce our TP to Zl 263 from Zl 264 
previously due to lowered (in line with assumption for other banks) long-term 
growth assumption to 4.5% from 5% previously and maintain our Buy rating. 

 Earnings Dynamics — We expect BZ WBK earnings to rise 11% yoy in 2012 
(positively affected by lower administrative costs) and to decline 7% yoy in 2013 
(driven by higher provisioning). We are, respectively, +2% and -13% vs. 
consensus. 

 Upside Risks — Lower than expected increase in cost of risk is the main short-
term upside risk while in longer term the main positive surprise might be higher 
than expected merger synergies (e.g. we are expecting Zl 50m revenue 
synergies annually vs. Santander’s forecast of Zl 114m). 

 Downside Risks — We think that the only reason why the deal may be rejected 
by the KNF (Polish FSA) is a collapse in the Spanish banking system 
undermining Santander’s stability. This is not expected and thus we expect the 
merger to be approved this year, but a material delay or a rejection of the 
acquisition are the main risk factors of buying the shares. 

 What's Next — According to Puls Biznesu daily the decision on the merger will 
be granted in December 2012. BZ WBK will publish 3Q12 results on October 25. 

 Recent Research — In our recent note (Bank Zachodni WBK (BZWB.WA) - 
Good, Better, BZ WBK – Maintaining Buy) we discussed the drivers of the above-
average profitability of the bank, while in our previous note (BZ WBK and Kredyt 
Bank - A Good Marriage: Upgrading BZ WBK and Kredyt Bank to Buy) we 
assessed potential synergies coming from the merger of BZ WBK with Kredyt 
Bank. 

 

 

 

 
  

Company Focus 

 

Buy 1
Price (15 Oct 12) ZL236.80
Target price ZL263.00

from ZL264.00   
Expected share price return 11.1%
Expected dividend yield 5.9%
Expected total return 17.0%
Market Cap ZL17,674M
  US$5,593M

 

Price Performance 
(RIC: BZW.WA, BB: BZW PW) 

 

 

Bank Zachodni WBK (PLN) 
       

Year to 31 Dec 
 

2010A 2011A 2012E 2013E 2014E 

Net Income (ZLM)  974.2  1,184.3  1,311.6  1,214.9  1,448.1 

Diluted EPS (ZL)  13.25  16.11  17.66  16.19  19.30 

Diluted EPS (Old) (ZL)  13.25  16.11  17.66  16.19  19.30 

PE (x)  17.9  14.7  13.4  14.6  12.3 

P/BV (x)  2.6  2.4  2.1  2.0  1.9 

DPS (ZL)  8.00  8.00  14.06  13.02  15.52 

Net Div Yield (%)  3.4  3.4  5.9  5.5  6.6 

ROE (%)  15.5  16.9  16.5  14.1  16.2 

 Company Update 
 Target Price Change 

 

 │  
  

https://ir.citi.com/qdVMNqOSFCXpm8nhYMfc4Kvayvd3EcxwOwJTWIl4WlxqBKRBRam6KqVMa7mAiPuPvrWYqKoKr%2fM%3d�
https://ir.citi.com/qdVMNqOSFCXpm8nhYMfc4Kvayvd3EcxwOwJTWIl4WlxqBKRBRam6KqVMa7mAiPuPvrWYqKoKr%2fM%3d�
https://ir.citi.com/aJB9RcHDpHN3Rb0VvHKGY3fblmjceZOs4YoBBg8JeFL7Pd9qe%2fMTLt7eDTbf%2fohcvcldW3fiTUQ%3d�
https://ir.citi.com/aJB9RcHDpHN3Rb0VvHKGY3fblmjceZOs4YoBBg8JeFL7Pd9qe%2fMTLt7eDTbf%2fohcvcldW3fiTUQ%3d�
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Figure 65. BZ WBK – Kredyt Bank – Pro Forma Income Statement, 2010-2015E (Polish Zloty in million) 

 2010 2011 Yoy 2012E Yoy 2013E Yoy 2014E Yoy 2015E Yoy 
Net Interest Income 2,950 3,219 9.1% 3,095 -3.8% 3,222 4.1% 3,635 12.8% 3,630 -0.1% 
Net Fee & Commission Income 1,675 1,673 -0.1% 1,715 2.5% 1,725 0.6% 1,867 8.3% 1,964 5.2% 
Financial Income -338 324 na 424 30.7% 335 -20.9% 318 -5.0% 505 58.6% 
Other Income 848 183 -78.4% 211 15.2% 181 -14.3% 188 3.8% 205 9.2% 
Total Revenue 5,134 5,399 5.1% 5,444 0.8% 5,463 0.3% 5,907 8.1% 6,304 6.7% 
Labour Costs -1,376 -1,420 3.2% -1,425 0.3% -1,387 -2.7% -1,363 -1.7% -1,362 -0.1% 
General Costs -1,052 -1,149 9.2% -1,143 -0.5% -1,217 6.4% -1,200 -1.3% -1,159 -3.4% 
Depreciation -230 -306 33.0% -214 -30.0% -319 49.1% -208 -34.8% -205 -1.5% 
Operating Expenses -2,657 -2,875 8.2% -2,782 -3.2% -2,923 5.0% -2,771 -5.2% -2,726 -1.6% 
Operating Profit 2,477 2,524 1.9% 2,662 5.5% 2,540 -4.6% 3,135 23.4% 3,577 14.1% 
Provision Charge -893 -566 -36.6% -691 22.2% -1,003 45.1% -732 -27.0% -811 10.8% 
Associate Income 8 15 96.4% 12 -22.9% 9 -24.8% 9 0.0% 10 14.3% 
Profit Before Tax 1,592 1,974 24.0% 1,983 0.5% 1,546 -22.0% 2,412 56.0% 2,776 15.1% 
Minorities -66 -43 -35.9% -28 -35.3% -34 23.6% -50 47.1% -54 8.1% 
Tax -365 -419 14.8% -432 3.1% -315 -27.1% -490 55.4% -531 8.4% 
Net Profit 1,160 1,512 30.3% 1,523 0.7% 1,196 -21.4% 1,872 56.5% 2,190 17.0% 
EPS (Zl) 12.6 16.4 30.4% 16.2 -0.9% 12.7 -21.4% 19.9 56.5% 23.3 17.0% 
DPS (Zl) 0.00 0.00 na 13.02 na 10.23 -21.4% 16.01 56.5% 18.73 17.0%  

Source: Company reports, Citi Research 

 

Figure 66. BZ WBK – Kredyt Bank – Pro Forma Balance Sheet, 2010-2015E (Polish Zloty in million) 

GROUP 2010 2011 Yoy 2012E Yoy 2013E Yoy 2014E Yoy 2015E Yoy 
Cash and NBP Balances 4,478 2,210 -50.6% 2,384 7.9% 2,348 -1.5% 2,983 27.1% 2,975 -0.3% 
Interbank placements 2,171 2,432 12.0% 2,594 6.7% 2,772 6.8% 2,967 7.0% 3,179 7.1% 
Financial Assets & Securities 27,299 27,577 1.0% 27,911 1.2% 28,878 3.5% 29,861 3.4% 31,996 7.2% 
Net client lending 60,033 67,103 11.8% 69,535 3.6% 71,431 2.7% 75,050 5.1% 80,504 7.3% 
Fixed assets 838 760 -9.4% 820 8.0% 887 8.2% 961 8.3% 1,032 7.4% 
Other assets 1,709 1,794 5.0% 1,566 -12.7% 1,616 3.2% 1,668 3.2% 1,789 7.3% 
Total Assets 96,528 101,876 5.5% 104,812 2.9% 107,931 3.0% 113,490 5.1% 121,476 7.0% 
Interbank borrowing 14,905 11,043 -25.9% 10,621 -3.8% 7,976 -24.9% 6,288 -21.2% 5,911 -6.0% 
Client deposits 67,631 74,873 10.7% 76,341 2.0% 82,633 8.2% 89,945 8.8% 97,873 8.8% 
Other liabilities 4,390 5,412 23.3% 5,863 8.3% 5,323 -9.2% 4,068 -23.6% 3,952 -2.8% 
Minorities 151 127 -15.4% 92 -27.5% 126 36.8% 176 39.6% 230 30.7% 
Equity (ex Minorities) 9,451 10,421 10.3% 11,894 14.1% 11,872 -0.2% 13,012 9.6% 13,509 3.8% 
Total liabilities & Equity 96,528 101,876 5.5% 104,812 2.9% 107,931 3.0% 113,490 5.1% 121,476 7.0% 
BVPS (Zl) 104 114 9.9% 128 11.7% 130 2.0% 138 6.3% 146 5.9%  

Source: Company reports, Citi Research 
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Figure 67. BZ WBK – Kredyt Bank – Pro Forma Key Ratios, 2010-2015E (Percentage) 

GROUP 2010 2011 2012E 2013E 2014E 2015E 
NIM on AIEA 3.30% 3.31% 3.09% 3.13% 3.37% 3.14% 
NIM on Total Ave. Assets 3.11% 3.24% 2.99% 3.03% 3.28% 3.09% 
Net Fee & Commission Income/Total Income 32.6% 31.0% 31.5% 31.6% 31.6% 31.2% 
Net Fee & Commission Income/Deposits 2.5% 2.2% 2.2% 2.1% 2.1% 2.0% 
Cost/Income 51.8% 53.2% 51.1% 53.5% 46.9% 43.2% 
Cost/Avg. Assets 2.8% 2.9% 2.7% 2.7% 2.5% 2.3% 
Effective tax rate 23.0% 21.3% 21.8% 20.4% 20.3% 19.1% 
Dividend Payout Ratio 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 
Provisions/Avg Net Loans 1.48% 0.89% 1.01% 1.42% 1.00% 1.04% 
Equity/Assets 9.8% 10.2% 11.3% 11.0% 11.5% 11.1% 
Loans/Deposits 88.8% 89.6% 91.1% 86.4% 83.4% 82.3% 
Loans/Total Assets 62.2% 65.9% 66.3% 66.2% 66.1% 66.3% 
ROE 12.9% 15.2% 13.6% 10.1% 15.0% 16.5% 
ROA 1.22% 1.52% 1.47% 1.12% 1.69% 1.86% 
NPLs/Total Loans 8.1% 6.7% 7.0% 7.0% 6.1% 5.9% 
Provision Coverage of NPLs  64.4% 60.2% 57.8% 57.5% 59.3% 59.5% 
RWA/Total Assets 41.0% 45.4% 48.6% 50.4% 51.3% 51.7% 
CAR 14.4% 14.1% 14.8% 14.6% 14.6% 13.4%  

Source: Company reports, Citi Research 
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Kredyt Bank SA (KRB.WA) 
 Counting Down Time to the Merger -- Buy 
 
 Buy Kredyt Bank — Despite weak underlying earnings in 2Q12 (the bottom line 

was positively affected by a Zl 64m change in provision calculation and a Zl 17m 
gain from selling the stake in KBC TFI but recurring net profit was about Zl 20m) 
we maintain our Buy/High Risk rating as we still see little risk that the merger with 
BZ WBK will not go ahead and we set our target price based on the valuation of 
the merged entity. We slightly reduce our TP to Zl 18.3 from Zl 18.4 previously 
due to lowered (in line with assumption for other banks) long-term growth 
assumption to 4.5% from 5% previously. 

 Earnings Estimate — Taking into account 2Q12 results and lower than expected 
net interest income, higher than projected non-interest income and higher than 
expected positive impact of changes in provisioning methodology on cost of risk, 
we increased EPS estimates by 65% this year and reduced by 2% the next year 
(for details see the next page). 

 Upside Risks — Lower than expected increase in cost of risk (in BZ WBK and 
Kredyt Bank) is the main short-term upside risk while in longer term the main 
positive surprise might be higher than expected merger synergies (e.g. we are 
expecting Zl 50m revenue synergies annually vs. Santander’s forecast of Zl 
114m). 

 Downside Risks — We think that the only reason why the deal may be rejected 
by the KNF (Polish FSA) is a collapse in the Spanish banking system 
undermining Santander’s stability. This is not expected and thus we expect the 
merger to be approved this year, but a material delay or a rejection of the 
acquisition are the main risk factors of buying the shares. 

 What's Next — According to Puls Biznesu daily the decision on the merger will 
be granted in December 2012. Kredyt Bank will publish 3Q12 results on 
November 8. 

 Recent Research — In our recent note (BZ WBK and Kredyt Bank - A Good 
Marriage: Upgrading BZ WBK and Kredyt Bank to Buy) we assessed potential 
synergies coming from the merger of BZ WBK with Kredyt Bank. 
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Buy/High Risk 1H
Price (15 Oct 12) ZL15.00
Target price ZL18.30

from ZL18.40   
Expected share price return 22.0%
Expected dividend yield 0.0%
Expected total return 22.0%
Market Cap ZL4,075M
  US$1,290M

 

Price Performance 
(RIC: KRB.WA, BB: KRB PW) 

 

 

Kredyt Bank SA (PLN) 
       

Year to 31 Dec 
 

2010A 2011A 2012E 2013E 2014E 

Net Income (ZLM)  185.9  327.2  211.1  40.6  242.7 

Diluted EPS (ZL)  0.68  1.20  0.78  0.15  0.89 

Diluted EPS (Old) (ZL)  0.68  1.20  0.47  0.15  0.81 

PE (x)  21.9  12.5  19.3  100.4  16.8 

P/BV (x)  1.4  1.3  1.2  1.2  1.1 

DPS (ZL)  0.37  0.00  0.00  0.00  0.00 

Net Div Yield (%)  2.5  0.0  0.0  0.0  0.0 

ROE (%)  6.9  11.1  6.6  1.2  6.9 

 Company Update 
 Target Price Change 
 Estimate Change 
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Taking into account 2Q12 results and lower than expected net interest income, 
higher than projected non-interest income and higher than expected positive impact 
of changes in provisioning methodology on cost of risk, we increased EPS 
estimates by 65% this year and reduced by 2% the next year. 

Figure 68. Kredyt Bank – Changes in Income Statement Estimates, 2012E – 2014E (Polish Zloty in million) 

 2012E 2013E 2014E 
GROUP OLD NEW Chg. OLD NEW Chg. OLD NEW Chg. 
Net Interest Income 922.9 789.6 -14.4% 966.9 831.0 -14.1% 1,039.9 923.6 -11.2% 
Net Fee & Commission Income 327.7 340.3 3.8% 335.3 335.3 0.0% 362.9 362.9 0.0% 
Financial Income 158.1 255.8 61.8% 128.1 240.1 87.4% 126.3 238.3 88.7% 
Other Income 109.2 115.1 5.4% 115.9 95.9 -17.3% 117.7 97.7 -17.0% 
Total Revenue 1,518.0 1,500.7 -1.1% 1,546.2 1,502.3 -2.8% 1,646.8 1,622.5 -1.5% 
Labour Costs -457.3 -465.6 1.8% -459.3 -464.7 1.2% -461.4 -465.6 0.9% 
General Costs -465.6 -446.5 -4.1% -507.8 -473.9 -6.7% -517.3 -482.8 -6.7% 
Depreciation -74.9 -75.8 1.3% -77.9 -79.2 1.7% -81.1 -82.5 1.7% 
Operating Expenses -997.8 -988.0 -1.0% -1,045.0 -1,017.8 -2.6% -1,059.9 -1,030.9 -2.7% 
Operating Profit 520.2 512.7 -1.4% 501.2 484.5 -3.3% 587.0 591.6 0.8% 
Provision Charge -357.1 -216.4 -39.4% -452.9 -434.5 -4.1% -314.2 -289.7 -7.8% 
Share of Profits (Losses) of Companies 
Consolidated by Equity Accounting 

3.3 1.4 -58.0% 3.3 0.8 -77.4% 3.3 0.8 -77.4% 

Profit Before Tax 166.4 297.7 78.9% 51.6 50.7 -1.7% 276.1 302.6 9.6% 
Minorities and discontinued operations 0.0 0.0 na 0.0 0.0 na 0.0 0.0 na 
Tax -38.2 -86.6 126.9% -10.3 -10.1 -1.7% -55.2 -59.9 8.5% 
Net Profit 128.2 211.1 64.7% 41.3 40.6 -1.7% 220.9 242.7 9.9% 
EPS (Zl) 0.5 0.8 64.7% 0.2 0.1 -1.7% 0.8 0.9 9.9% 
DPS (Zl) 0.0 0.0 na 0.1 0.0 na 0.3 0.0 na 
Average Diluted Number of Shares (m) 271.7 271.7 0.0% 271.7 271.7 0.0% 271.7 271.7 0.0%  

Source: Citi Research 

 

Figure 69. Kredyt Bank – Changes in Balance Sheet Estimates, 2012E – 2014E (Polish Zloty in million) 

Balance Sheet 2012E 2013E 2014E 
GROUP OLD NEW Chg. OLD NEW Chg. OLD NEW Chg. 
Cash and NBP Balances 800 800 0.0% 817 817 0.0% 833 833 0.0% 
Interbank placements 1,212 1,212 0.0% 1,236 1,236 0.0% 1,261 1,261 0.0% 
Financial Assets & Securities 10,980 11,635 6.0% 11,467 12,149 5.9% 11,975 12,684 5.9% 
Net client lending 29,599 28,968 -2.1% 30,801 28,968 -5.9% 32,051 28,968 -9.6% 
Fixed assets 265 265 0.0% 270 270 0.0% 276 276 0.0% 
Other assets 756 590 -22.0% 793 596 -24.8% 830 602 -27.5% 
Total Assets 43,613 43,471 -0.3% 45,384 44,036 -3.0% 47,227 44,624 -5.5% 
Interbank borrowing 7,553 7,553 0.0% 6,571 6,571 0.0% 5,454 5,454 0.0% 
Client deposits 30,249 29,923 -1.1% 32,742 32,389 -1.1% 35,441 35,059 -1.1% 
Other liabilities 2,583 2,658 2.9% 2,801 1,698 -39.4% 2,858 494 -82.7% 
Minorities 0 0 na 0 0 na 0 0 na 
Equity (ex Minorities) 3,228 3,337 3.4% 3,269 3,378 3.3% 3,473 3,618 4.2% 
Total liabilities & Equity 43,613 43,471 -0.3% 45,384 44,036 -3.0% 47,227 44,624 -5.5% 
Risk Weighted Assets 31,401 31,299 -0.3% 32,676 31,706 -3.0% 34,003 32,130 -5.5% 
BVPS (Zl) 11.88 12.28 3.4% 12.03 12.43 3.3% 12.79 13.32 4.2%  

Source: Citi Research 
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Figure 70. Kredyt Bank – Changes in Key Ratios Estimates, 2012E – 2014E (Percentage) 

 2012E 2013E 2014E 
GROUP OLD NEW OLD NEW OLD NEW 
NIM on AIEA 2.21% 1.89% 2.23% 1.94% 2.30% 2.13% 
NIM on Total Ave. Assets 2.16% 1.85% 2.17% 1.90% 2.25% 2.08% 
Net Fee & Commission Income/Total Income 21.6% 22.7% 21.7% 22.3% 22.0% 22.4% 
Net Fee & Commission Income/Deposits 1.1% 1.1% 1.0% 1.0% 1.0% 1.0% 
Cost/Income 65.7% 65.8% 67.6% 67.7% 64.4% 63.5% 
Cost/Avg. Assets 2.3% 2.3% 2.3% 2.3% 2.3% 2.3% 
Effective tax rate 23.0% 29.1% 20.0% 20.0% 20.0% 19.8% 
Dividend Payout Ratio 0.0% 0.0% 40.0% 0.0% 40.0% 0.0% 
Provisions/Avg Net Loans 1.2% 0.7% 1.5% 1.5% 1.0% 1.0% 
Equity/Assets 7.4% 7.7% 7.2% 7.7% 7.4% 8.1% 
Loans/Deposits 97.9% 96.8% 94.1% 89.4% 90.4% 82.6% 
Loans/Total Assets 67.9% 66.6% 67.9% 65.8% 67.9% 64.9% 
ROE 4.1% 6.6% 1.3% 1.2% 6.6% 6.9% 
ROA 0.30% 0.49% 0.09% 0.09% 0.48% 0.55% 
NPLs/Total Loans 8.7% 8.7% 8.7% 8.7% 8.0% 8.0% 
Provision Coverage of NPLs  57.7% 53.9% 54.0% 51.5% 51.7% 49.7% 
RWA/Total Assets 72.0% 72.0% 72.0% 72.0% 72.0% 72.0% 
CAR 12.5% 12.9% 12.1% 12.8% 12.2% 13.4% 
Group Employees 4,741 4,795 4,647 4,606 4,555 4,514  

Source: Citi Research 
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BRE Bank SA (BREP.WA) 
 Strong Management, Weak Balance Sheet - Sell 
 
 Sell BRE — We think BRE is one of Poland's best managed banks. We like 

management's focus on tight cost management, its low exposure to the most 
troubled construction companies, and mBank’s business model of consumer 
finance (based on lending to current clients). But these positives are offset by the 
high share of low-margin but capital-intensive FX mortgage loans in the balance 
sheet that we expect will be a continuous drag on future ROE (we assume a 
sustainable ROE of 12%). We rate the bank Sell (TP Zl 273). 

 Earnings Dynamics — We expect net profit to decline 4% yoy 2012 and 15% 
yoy 2013 due to 69% yoy and 35% yoy, respectively, higher provisioning. We are, 
correspondingly, +1% and -15% vs. consensus.  

 Upside Risks — Increased cross-sell of consumer finance and other products to 
mBank clients due to utilization of Multibank branches, lower than anticipated 
cost of risk and exceptionally successful launch of renewed mBank’s internet 
banking are the key upside risks to our negative view. 

 Downside Risks — Changes in management board and higher than expected 
growth in costs of funding would be the main downside risks. 

 What's Next — BRE Bank will publish 3Q12 results on October 30. 

 Recent Research — In our recent note (BRE Bank SA (BREP.WA) - “One Bank”, 
Many Questions – Downgrading to Sell) we discussed the new strategy of BRE 
based on replacing the three existing brands with one (mBank) and branch 
network unification.  

 

 

 

Company Focus 

 

Sell 3
Price (15 Oct 12) ZL306.50
Target price ZL273.00
Expected share price return -10.9%
Expected dividend yield 0.0%
Expected total return -10.9%
Market Cap ZL12,915M
  US$4,087M

 

Price Performance 
(RIC: BREP.WA, BB: BRE PW) 

 

 

BRE Bank SA (PLN) 
       

Year to 31 Dec 
 

2010A 2011A 2012E 2013E 2014E 

Net Income (ZLM)  641.6  1,169.7  1,122.8  953.4  1,266.0 

Diluted EPS (ZL)  16.95  27.79  26.67  22.64  30.07 

Diluted EPS (Old) (ZL)  16.95  27.79  26.67  22.64  30.07 

PE (x)  18.1  11.0  11.5  13.5  10.2 

P/BV (x)  1.9  1.6  1.4  1.3  1.2 

DPS (ZL)  0.00  0.00  0.00  18.12  24.06 

Net Div Yield (%)  0.0  0.0  0.0  5.9  7.8 

ROE (%)  11.6  15.6  13.0  9.8  12.1 

 Company Update 
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        Fiscal year end 31-Dec 

 
2010 2011 2012E 2013E 2014E 

        Valuation Ratios     

        P/E adjusted (x) 18.1 11.0 11.5 13.5 10.2 
        P/E reported (x) 18.1 11.0 11.5 13.5 10.2 
        P/BV (x) 1.9 1.6 1.4 1.3 1.2 
        P/Adjusted BV diluted (x) 1.9 1.6 1.4 1.3 1.2 
        Dividend yield (%) 0.0 0.0 0.0 5.9 7.8 
        Per Share Data (ZL)     
        EPS adjusted 16.95 27.79 26.67 22.64 30.07 
        EPS reported 16.95 27.79 26.67 22.64 30.07 
        BVPS 164.20 191.17 220.23 242.88 254.83 
        Tangible BVPS 154.04 180.80 208.82 230.32 241.02 
        Adjusted BVPS diluted 164.20 191.17 220.23 242.88 254.83 
        DPS 0.00 0.00 0.00 18.12 24.06 
        Profit & Loss (ZLm)     

        Net interest income 1,811 2,168 2,250 2,352 2,475 
        Fees and commissions 746 840 914 951 1,017 
        Other operating Income 568 590 556 511 578 
        Total operating income 3,125 3,598 3,720 3,814 4,071 
        Total operating expenses -1,617 -1,723 -1,678 -1,763 -1,801 
        Oper. profit bef. provisions 1,507 1,875 2,043 2,051 2,270 
        Bad debt provisions -635 -373 -632 -854 -682 
        Non-operating/exceptionals 0 0 0 0 0 
        Pre-tax profit 873 1,502 1,410 1,197 1,587 
        Tax -212 -323 -286 -239 -317 
        Extraord./Min. Int./Pref. Div. -19 -9 -2 -4 -4 
        Attributable profit 642 1,170 1,123 953 1,266 
        Adjusted earnings 642 1,170 1,123 953 1,266 
        Growth Rates (%)     
        EPS adjusted 342.1 64.0 -4.0 -15.1 32.8 
        Oper. profit bef. prov. 15.4 24.4 8.9 0.4 10.7 
        Balance Sheet (ZLm) 

 
    

        Total assets 90,051 98,876 97,465 102,059 107,716 
        Avg interest earning assets 83,031 92,032 95,615 97,031 102,016 
        Customer loans  61,820 70,240 71,856 76,371 81,688 
        Gross NPLs 3,285 3,287 3,808 4,200 4,084 
        Liab. & shar. funds 90,051 98,876 97,465 102,059 107,716 
        Total customer deposits 47,420 54,244 54,831 61,113 67,448 
        Reserve for loan losses 2,450 2,388 2,602 2,871 2,909 
        Shareholders' equity 6,909 8,049 9,272 10,226 10,729 
        Profitability/Solvency Ratios (%)     

        ROE adjusted 11.6 15.6 13.0 9.8 12.1 
        Net interest margin 2.18 2.36 2.35 2.42 2.43 
        Cost/income ratio 51.8 47.9 45.1 46.2 44.2 
        Cash cost/average assets 1.9 1.8 1.7 1.8 1.7 
        NPLs/customer loans 5.3 4.7 5.3 5.5 5.0 
        Reserve for loan losses/NPLs 74.6 72.7 68.3 68.3 71.2 
        Bad debt prov./avg. cust. loans 1.1 0.6 0.9 1.2 0.9 
        Loans/deposit ratio 130.4 129.5 131.1 125.0 121.1 
        Tier 1 capital ratio 10.4 9.6 9.9 10.7 10.7 
        Total capital ratio 15.9 15.0 14.6 14.3 13.3 
        
      

For further data queries on Citi's full coverage universe 
please contact Citi Research Data Services at 
CitiRsch.DataServices.Global@citi.com 
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ING Bank Slaski SA (BSK.WA) 
 Ups and Downs of New Lending - Neutral  
 
 Neutral ING BSK — We appreciate the direction in which ING BSK's business 

model is evolving but everything has its price: We expect that increased lending 
in 2009-2011 and recently launched projects to boost cash lending will lead to 
higher cost of risk while promotion of ING Direct will cause further decline in net 
fee income. We await cost cutting initiatives following client migration to low cost 
Internet banking platforms and to bring down the bank’s cost-to-income ratio from 
58% towards the industry standard of c 50%. We rate the stock Neutral (TP Zl 
88.2). 

 Earnings Dynamics — Similar to other banks, we expect ING BSK’s net profit to 
decline 8% in 2012 and 15% in 2013, driven by higher provisioning (+161% and 
29%, respectively). We are 8% and 25% below consensus, correspondingly.  

 Upside Risks — Lower than expected increase in cost of risk and more radical 
cost cuts are the main short-term upside risks while the success in cash lending 
might boost earnings in medium term. 

 Downside Risks — More pronounced margin pressure (potentially driven by the 
increased pricing of saving accounts and deposits due to the bank's deteriorating 
loan-to-deposit ratio relative to its history) and weaker than anticipated net fee 
income (affected by faster than we expected migration to inexpensive on-line 
banking platforms) and higher than projected administrative costs are the main 
downside risks. 

 What's Next — ING BSK will publish 3Q12 results on November 7. 

 Recent Research — In our recent note (ING Bank Slaski SA (SLAS.WA) - Going 
Neutral on Costly Stadiums, Clicks, Bricks and Cash Loans) we analysed the 
trends in the bank’s cost of risk, fees and administrative costs   
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Neutral 2
Price (15 Oct 12) ZL84.50
Target price ZL88.20
Expected share price return 4.4%
Expected dividend yield 2.9%
Expected total return 7.3%
Market Cap ZL10,993M
  US$3,479M

 

Price Performance 
(RIC: BSK.WA, BB: BSK PW) 

 

 

ING Bank Slaski SA (PLN) 
       

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)  5.79  6.76  6.19  5.26  8.47 

Diluted EPS (Old) (ZL)  5.79  6.76  6.19  5.26  8.47 

PE (x)  14.6  12.5  13.6  16.1  10.0 

P/BV (x)  1.9  1.7  1.5  1.4  1.3 

DPS (ZL)  1.50  0.00  2.48  2.10  5.08 

Net Div Yield (%)  1.8  0.0  2.9  2.5  6.0 

ROE (%)  14.3  14.6  11.7  9.1  13.6 

 Company Update 
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        Fiscal year end 31-Dec 

 
2010 2011 2012E 2013E 2014E 

        Valuation Ratios     

        P/E adjusted (x) 14.6 12.5 13.6 16.1 10.0 
        P/E reported (x) 14.6 12.5 13.6 16.1 10.0 
        P/BV (x) 1.9 1.7 1.5 1.4 1.3 
        P/Adjusted BV diluted (x) 1.9 1.7 1.5 1.4 1.3 
        Dividend yield (%) 1.8 0.0 2.9 2.5 6.0 
        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 43.43 49.30 56.46 59.24 65.60 
        DPS 1.50 0.00 2.48 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 11.7 9.1 13.6 
        Net interest margin 2.68 2.64 2.92 2.90 2.95 
        Cost/income ratio 59.1 57.1 56.6 57.9 54.1 
        Cash cost/average assets 2.5 2.5 2.5 2.5 2.3 
        NPLs/customer loans 4.2 3.6 4.8 5.0 4.0 
        Reserve for loan losses/NPLs 72.0 71.7 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 92.8 92.9 94.3 
        Tier 1 capital ratio 13.1 11.5 13.0 12.7 13.8 
        Total capital ratio 13.1 12.3 13.0 12.7 13.8 
        
      

For further data queries on Citi's full coverage universe 
please contact Citi Research Data Services at 
CitiRsch.DataServices.Global@citi.com 
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Bank Millennium SA (MILP.WA) 
 Balance Sheet Full of Low-Margin Loans – Downgrading to Sell  
 
 Sell Millennium — Given the high burden of pre-Lehman, low-margin, mortgage 

loans (about 55% of total loans) we remain sceptical of the bank’s ability to 
improve profitability. We maintain our assumption of sustainable ROE at 11% (vs. 
our forecast of 11.3% in 2014 and 11.2% in 2015) and cost of equity at 11.5%. In 
our opinion the bank should be traded with a discount to BV and we maintain Zl 
3.85 TP. Given the recent strong share performance we downgrade the stock to 
Sell from Buy previously.   

 Earnings Dynamics — We expect net profit to decline 10% yoy in 2012 and 
24% yoy in 2013, negatively affected by provisions rising 73% yoy and 47%, 
respectively. We are 5% and 28% below consensus, correspondingly.  

 Upside Risks — Lower provisioning (the management's risk cost guidance for 
2012 is 55bp vs. our forecast 72bp) is the main upside risk. We think it is unlikely 
that speculation that BCP will again try to sell the bank will be a positive catalyst 
for the shares. This is because it is highly unlikely that the purchase price will be 
acceptable to BCP. Note that PKO BP’s CEO recently indicated that he would 
consider buying Millennium but only at a price lower than expected by BCP in 
2011.   

 Downside Risks — Millennium’s quality of mortgage loans (constituting 68% of 
total loans) remains better than the industry average (2Q12 NPL ratio 1.1% and 
2.6%, respectively). Any sign of a material deterioration in mortgage asset quality 
and/or cost of risk (potentially driven by rising unemployment in big cities, where 
most of Millennium’s clients live or Zloty weakness against the Swiss Franc) 
remains the main risk factor.  

 What's Next — Bank Millennium will publish 3Q12 results on October 29. 

 Recent Research — In our recent note (Bank Millennium SA (BIGW.WA) - Too 
Cheap to Ignore: Upgrading to Buy) we discussed drivers of Millennium earnings 
and explained why we are sceptical of the bank’s ability to improve profitability. 
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Sell 3
from Buy   

Price (15 Oct 12) ZL4.28
Target price ZL3.85
Expected share price return -10.0%
Expected dividend yield 2.8%
Expected total return -7.2%
Market Cap ZL5,192M
  US$1,643M

 

Price Performance 
(RIC: MILP.WA, BB: MIL PW) 

 

 

Bank Millennium SA (PLN) 
       

Year to 31 Dec 
 

2010A 2011A 2012E 2013E 2014E 

Net Income (ZLM)  326.0  466.5  419.4  318.0  599.7 

Diluted EPS (ZL)  0.30  0.38  0.35  0.26  0.49 

Diluted EPS (Old) (ZL)  0.30  0.38  0.35  0.26  0.49 

PE (x)  14.3  11.1  12.4  16.3  8.7 

P/BV (x)  1.3  1.1  1.1  1.0  0.9 

DPS (ZL)  0.10  0.00  0.12  0.13  0.25 

Net Div Yield (%)  2.3  0.0  2.8  3.1  5.8 

ROE (%)  9.5  10.8  8.9  6.4  11.3 

 Company Update 
 Rating Change 
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        Fiscal year end 31-Dec 

 
2010 2011 2012E 2013E 2014E 

        Valuation Ratios     

        P/E adjusted (x) 14.3 11.1 12.4 16.3 8.7 
        P/E reported (x) 14.3 11.1 12.4 16.3 8.7 
        P/BV (x) 1.3 1.1 1.1 1.0 0.9 
        P/Adjusted BV diluted (x) 1.3 1.1 1.1 1.0 0.9 
        Dividend yield (%) 2.3 0.0 2.8 3.1 5.8 
        Per Share Data (ZL)     
        EPS adjusted 0.30 0.38 0.35 0.26 0.49 
        EPS reported 0.30 0.38 0.35 0.26 0.49 
        BVPS 3.37 3.78 4.00 4.14 4.64 
        Tangible BVPS 3.35 3.75 3.97 4.11 4.61 
        Adjusted BVPS diluted 3.37 3.78 4.00 4.14 4.64 
        DPS 0.10 0.00 0.12 0.13 0.25 
        Profit & Loss (ZLm)     

        Net interest income 927 1,142 1,196 1,212 1,429 
        Fees and commissions 565 562 561 550 594 
        Other operating Income 224 186 191 248 263 
        Total operating income 1,716 1,889 1,948 2,010 2,286 
        Total operating expenses -1,063 -1,105 -1,105 -1,152 -1,186 
        Oper. profit bef. provisions 654 784 843 858 1,100 
        Bad debt provisions -227 -174 -301 -443 -332 
        Non-operating/exceptionals -19 -19 -19 -19 -19 
        Pre-tax profit 408 591 523 396 748 
        Tax -82 -125 -108 -79 -150 
        Extraord./Min. Int./Pref. Div. 0 0 4 1 1 
        Attributable profit 326 466 419 318 600 
        Adjusted earnings 326 466 419 318 600 
        Growth Rates (%)     
        EPS adjusted nm 28.5 -10.1 -24.2 88.6 
        Oper. profit bef. prov. 44.0 19.9 7.6 1.7 28.2 
        Balance Sheet (ZLm) 

 
    

        Total assets 46,984 50,838 53,392 56,920 60,689 
        Avg interest earning assets 45,251 48,178 51,300 54,331 57,926 
        Customer loans  37,926 42,550 44,065 47,491 51,017 
        Gross NPLs 2,195 2,104 2,380 2,660 2,653 
        Liab. & shar. funds 46,984 50,838 53,392 56,920 60,689 
        Total customer deposits 35,395 37,428 41,499 44,920 48,623 
        Reserve for loan losses 1,187 1,217 1,142 1,485 1,707 
        Shareholders' equity 4,091 4,586 4,854 5,025 5,625 
        Profitability/Solvency Ratios (%)     

        ROE adjusted 9.5 10.8 8.9 6.4 11.3 
        Net interest margin 2.05 2.37 2.33 2.23 2.47 
        Cost/income ratio 61.9 58.5 56.7 57.3 51.9 
        Cash cost/average assets 2.3 2.3 2.1 2.1 2.0 
        NPLs/customer loans 5.8 4.9 5.4 5.6 5.2 
        Reserve for loan losses/NPLs 54.1 57.9 48.0 55.8 64.4 
        Bad debt prov./avg. cust. loans 0.6 0.4 0.7 1.0 0.7 
        Loans/deposit ratio 107.1 113.7 106.2 105.7 104.9 
        Tier 1 capital ratio 12.3 11.4 10.9 10.6 11.2 
        Total capital ratio 14.4 13.2 11.5 11.2 11.7 
        
      

For further data queries on Citi's full coverage universe 
please contact Citi Research Data Services at 
CitiRsch.DataServices.Global@citi.com 
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Getin Noble Bank (GNB.WA) 
 Back to the Future – Neutral  
 
 Neutral — We view positively the strategic changes that have led Getin Noble 

Bank (GNB) to provide fewer mortgages, grant more cash loans and improve its 
funding mix. But we don’t expect the bank to be able to maintain its current 
momentum. We maintain our view that the bank's sustainable ROE (11%) will 
remain below its cost of equity (11.5%). After recent strong share performance, at 
1x P/BV 2012E we view the stock as fairly valued and rate it Neutral. 

 Earnings Dynamics — We expect net profit (excluding gains on disinvestments) 
to rise 6% yoy in 2012 (mainly due to 19% yoy lower provisioning) and increase 
53% yoy in 2013 (driven by improved NIM leading to 17% higher NII). We are 4% 
and 11% above consensus, respectively. 

 Upside Risks —The stronger Zloty may positively impact NIM as this would 
likely lead the bank to reduce the size of its liquidity buffer and will be positive for 
the cost of risk (it will be easier for clients to pay back FX-denominated mortgage 
loans). 

 Downside Risks — Zloty depreciation against Swiss Franc (due to Zloty 
weakening vs. Euro or Swiss Franc appreciating against Euro) is the main 
business risk.  

 What's Next — Getin Noble Bank will publish 3Q12 results on November 14. 

 Recent Research — In our recent note (Getin Noble Bank (GNB.WA) - Back to 
the Future – Downgrading to Neutral) we analysed the bank’s progress in its 
main initiatives scheduled for 2012, including a capital increase, lowering cost of 
risk, changing business model (for the deep description of the bank see initiation 
note (Getin Noble Bank (GNB.WA) - Two Steps Ahead, One Step Back — 
Initiating With a Buy). 

 

 

 

Company Focus 

 

Neutral 2
Price (15 Oct 12) ZL1.68
Target price ZL1.82
Expected share price return 8.3%
Expected dividend yield 0.0%
Expected total return 8.3%
Market Cap ZL4,015M
  US$1,271M

 

Price Performance 
(RIC: GNB.WA, BB: GNB PW) 

 

 

Getin Noble Bank (PLN) 
       

Year to 31 Dec 
 

2010A 2011A 2012E 2013E 2014E 

Net Income (ZLM)  450.1  950.1  408.8  496.3  623.9 

Diluted EPS (ZL)  0.18  0.37  0.15  0.19  0.24 

Diluted EPS (Old) (ZL)  0.18  0.37  0.15  0.19  0.24 

PE (x)  9.2  4.5  10.9  9.0  7.1 

P/BV (x)  0.5  0.4  0.9  0.8  0.8 

DPS (ZL)  0.00  0.00  0.00  0.00  0.16 

Net Div Yield (%)  0.0  0.0  0.0  0.0  9.8 

ROE (%)  14.6  25.3  9.1  9.8  11.1 

 Company Update 

 

 │  
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        Fiscal year end 31-Dec 

 
2010 2011 2012E 2013E 2014E 

        Valuation Ratios     

        P/E adjusted (x) 9.2 4.5 10.9 9.0 7.1 
        P/E reported (x) 9.2 4.5 10.9 9.0 7.1 
        P/BV (x) 0.5 0.4 0.9 0.8 0.8 
        P/Adjusted BV diluted (x) 1.3 1.1 0.9 0.8 0.8 
        Dividend yield (%) 0.0 0.0 0.0 0.0 9.8 
        Per Share Data (ZL)     
        EPS adjusted 0.18 0.37 0.15 0.19 0.24 
        EPS reported 0.18 0.37 0.15 0.19 0.24 
        BVPS 3.45 4.43 1.81 2.00 2.23 
        Tangible BVPS 3.22 4.29 1.76 1.95 2.18 
        Adjusted BVPS diluted 1.34 1.59 1.81 2.00 2.23 
        DPS 0.00 0.00 0.00 0.00 0.16 
        Profit & Loss (ZLm)     

        Net interest income 1,052 1,344 1,340 1,563 1,770 
        Fees and commissions 962 869 853 898 938 
        Other operating Income 145 202 87 103 100 
        Total operating income 2,159 2,415 2,281 2,564 2,807 
        Total operating expenses -733 -833 -875 -935 -966 
        Oper. profit bef. provisions 1,426 1,582 1,406 1,629 1,841 
        Bad debt provisions -1,057 -1,208 -980 -1,009 -1,062 
        Non-operating/exceptionals 0 0 0 0 0 
        Pre-tax profit 369 374 426 620 780 
        Tax 12 -66 -87 -124 -156 
        Extraord./Min. Int./Pref. Div. 69 643 69 0 0 
        Attributable profit 450 950 409 496 624 
        Adjusted earnings 450 950 409 496 624 
        Growth Rates (%)     
        EPS adjusted 36.9 102.9 -58.6 21.4 25.7 
        Oper. profit bef. prov. 28.9 10.9 -11.1 15.9 13.1 
        Balance Sheet (ZLm) 

 
    

        Total assets 42,798 54,488 57,356 60,220 62,665 
        Avg interest earning assets 37,023 47,231 54,186 56,953 59,525 
        Customer loans  36,033 44,733 46,833 50,240 52,547 
        Gross NPLs 3,676 5,495 5,386 5,778 6,043 
        Liab. & shar. funds 42,798 54,488 57,356 60,220 62,665 
        Total customer deposits 37,026 47,059 48,964 50,443 51,457 
        Reserve for loan losses 2,579 3,678 4,142 4,771 5,232 
        Shareholders' equity 3,294 4,225 4,800 5,296 5,920 
        Profitability/Solvency Ratios (%)     

        ROE adjusted 14.6 25.3 9.1 9.8 11.1 
        Net interest margin 2.84 2.85 2.47 2.74 2.97 
        Cost/income ratio 33.9 34.5 38.4 36.5 34.4 
        Cash cost/average assets 1.9 1.7 1.6 1.6 1.6 
        NPLs/customer loans 10.2 12.3 11.5 11.5 11.5 
        Reserve for loan losses/NPLs 70.2 66.9 76.9 82.6 86.6 
        Bad debt prov./avg. cust. loans 3.3 3.0 2.1 2.1 2.1 
        Loans/deposit ratio 97.3 95.1 95.6 99.6 102.1 
        Tier 1 capital ratio 9.9 9.6 9.9 10.1 10.9 
        Total capital ratio 9.9 10.1 12.1 12.2 12.8 
        
      

For further data queries on Citi's full coverage universe 
please contact Citi Research Data Services at 
CitiRsch.DataServices.Global@citi.com 
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Open Finance (OPF.WA) 
 Leaders Will Survive – Buy/High Risk 
 
 Buy Open Finance — Declining sales of new mortgages and difficult market 

conditions, negatively impacting sales of investment products, make life difficult 
for financial advisors. A restructuring of the business model started in 2011 
should alleviate some, but not all, the impact of negative market trends 
Nevertheless, at 2012E P/E of 8.1x and 14% discount to European peers, we 
view the pressure on earnings fully priced-in and maintain our Buy/High Risk 
rating.     

 Earnings Dynamics — We forecast Open Finance earnings to rise 10% in 2012 
(driven by acquisition of Home Broker and the growth in Open Life) and to 
decline 5% in 2013 due to negative sector trend leading to 25% yoy lower 
revenues from mortgage sale and 11% yoy from real estate agency, partly offset 
by the company’s new initiatives including restructuring of the sale process (we 
expect revenues from sale of investment products to increase 19% yoy) and 
launching fund manager (we are looking for Zl 11m revenues from asset 
management in 2013). 

 Upside Risks — Lower than expected decline in mortgage sales is the main 
sector-wide upside risk while faster than we anticipate growth in the asset 
management business (we assume Zl 500m AUM at the end of 2013 vs. the 
company’s plan of about Zl 700-800m) is the main company-specific upside risk.. 

 Downside Risks — Given weak sale of savings plans in 3Q12 (Zl 28m vs. our 
forecast of Zl 37m) it may turn out that we are being too optimistic in our 
forecasts of revenues from investment products. 

 What's Next — Open Finance will publish 3Q12 results on November 14. 
Recently published volume data suggest earnings lower qoq and yoy in the 
range of Zl 20m.  

 Recent Research — In our recent note (Open Finance (OPF.WA) - Litmus Test 
for Management: Maintaining Buy/High Risk) we analysed the impact of weaker 
mortgage growth at the Open Finance business and commented on the initiatives 
of company’s management to alleviate the macro headwinds. We looked also at 
the HomeBroker acquisition and tried to estimate what will be the final price for 
the acquisition (for other details of the HomeBroker acquisition see Open 
Finance (OPFP.WA) - Diamonds and Ashes: Maintaining Buy). 

 

Company Focus 

 

Buy/High Risk 1H
Price (15 Oct 12) ZL16.25
Target price ZL22.10
Expected share price return 36.0%
Expected dividend yield 6.2%
Expected total return 42.2%
Market Cap ZL882M
  US$279M

 

Price Performance 
(RIC: OPF.WA, BB: OPF PW) 

 

 

Open Finance (PLN) 
       

Year to 31 Dec 
 

2010A 2011A 2012E 2013E 2014E 

Net Income (ZLM)  77.6  90.1  108.2  102.8  110.8 

Diluted EPS (ZL)  1.55  1.73  1.99  1.89  2.04 

Diluted EPS (Old) (ZL)  1.55  1.73  1.99  1.89  2.04 

PE (x)  10.5  9.4  8.1  8.6  8.0 

P/BV (x)  9.2  3.4  2.5  2.2  1.9 

DPS (ZL)  0.00  0.27  1.00  0.95  1.02 

Net Div Yield (%)  0.0  1.7  6.1  5.8  6.3 

ROE (%)  101.0  52.1  35.5  27.3  25.7 

 Company Update 

 

 │  
  

https://ir.citi.com/CpkhlgwVd3Mx2UCjRGrwNlI2yHEydS8o8wwVijn91bt1o%2faGkhe3aUg5jxCmM0ss30JSO%2fJuOoc%3d�
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        Fiscal year end 31-Dec 

 
2010 2011 2012E 2013E 2014E 

        Valuation Ratios     

        P/E adjusted (x) 10.5 9.4 8.1 8.6 8.0 
        P/E reported (x) 10.5 9.4 8.1 8.6 8.0 
        P/BV (x) 9.2 3.4 2.5 2.2 1.9 
        P/Adjusted BV diluted (x) na na na na na 
        Dividend yield (%) 0.0 1.7 6.1 5.8 6.3 
        Per Share Data (ZL)     
        EPS adjusted 1.55 1.73 1.99 1.89 2.04 
        EPS reported 1.55 1.73 1.99 1.89 2.04 
        BVPS 1.76 4.75 6.49 7.38 8.48 
        Tangible BVPS 1.70 -2.03 1.79 2.68 3.78 
        Adjusted BVPS diluted na na na na na 
        DPS 0.00 0.27 1.00 0.95 1.02 
        Profit & Loss (ZLm)     

        Net interest income na na na na na 
        Fees and commissions na na na na na 
        Other operating Income na na na na na 
        Total operating income na na na na na 
        Total operating expenses na na na na na 
        Oper. profit bef. provisions na na na na na 
        Bad debt provisions na na na na na 
        Non-operating/exceptionals na na na na na 
        Pre-tax profit 96 113 133 128 137 
        Tax -19 -23 -25 -26 -26 
        Extraord./Min. Int./Pref. Div. na na na na na 
        Attributable profit na na na na na 
        Adjusted earnings 78 90 108 103 111 
        Growth Rates (%)     
        EPS adjusted 19.5 11.4 15.4 -5.1 7.8 
        Oper. profit bef. prov. na na na na na 
        Balance Sheet (ZLm) 

 
    

        Total assets 135 599 588 612 735 
        Avg interest earning assets na na na na na 
        Customer loans  na na na na na 
        Gross NPLs na na na na na 
        Liab. & shar. funds 135 599 588 612 735 
        Total customer deposits na na na na na 
        Reserve for loan losses na na na na na 
        Shareholders' equity 88 258 352 401 460 
        Profitability/Solvency Ratios (%)     

        ROE adjusted 101.0 52.1 35.5 27.3 25.7 
        Net interest margin na na na na na 
        Cost/income ratio na na na na na 
        Cash cost/average assets na na na na na 
        NPLs/customer loans na na na na na 
        Reserve for loan losses/NPLs na na na na na 
        Bad debt prov./avg. cust. loans na na na na na 
        Loans/deposit ratio na na na na na 
        Tier 1 capital ratio na na na na na 
        Total capital ratio na na na na na 
        
      

For further data queries on Citi's full coverage universe 
please contact Citi Research Data Services at 
CitiRsch.DataServices.Global@citi.com 
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Getin Holding (GTN.WA) 
 Idea Is Not Enough – Neutral/High Risk 
 
 Neutral/High Risk — Following recent strong performance (+43%) since the 

beginning of September, the share price is now equivalent to stand-alone BVPS 
(Zl 2.49 as end of 2Q12) and close to our estimate of NAV (Zl 2.70). The shares 
now trade at a 19% discount to our assessment of the fair value of Getin 
Holding’s investments (Zl 2.98 per share). At the same time, we note increased 
execution risk in the Polish business and funding constraints on growth in the 
Ukraine and thus we rate the stock Neutral/High Risk (TP Zl 3.06). 

 Earning Dynamics — We forecast net profit (excluding Zl 359m gain on TU 
Europa sale and Zl 113m earnings on discontinued activity) at Zl 87m in 2012, 
followed by Zl 105m in 2013 but given the early stage of Idea Bank project we 
view current earnings as relatively irrelevant for the Getin Holding valuation. 

 Upside Risks — Capitalising on Idea Bank's (Poland) business model of close 
cooperation with tax and accountant company (to bind clients and reduce credit 
risk) and improved macro stability in Ukraine and Belarus are the main upside 
risks (we note that currently we value Belarusian Sombelbank at zero). 

 Downside Risks — The failure of Idea Bank's business concept (e.g. lack of 
advantages from cooperation with TaxCare or the potential problem of Taxcare 
with quality of service), increased economic and political turbulences in Ukraine, 
Belarus and Russia or poor usage of net cash (Zl 164m at the end of 3Q12E) are 
the main downside risks. 

 What's Next — Getin Holding will publish 3Q12 results on November 14. 

 Recent Research — In our recent note (Getin Holding (GTN.WA) - Good ‘Idea’, 
Time to Deliver – Downgrading to Neutral/High Risk) we presented our forecasts 
and valuations of the main investments of the holding, including Idea Bank 
Poland, Idea Bank Ukraine and Carcade (Russia). 

 

 

 

Company Focus 

 

Neutral/High Risk 2H
Price (15 Oct 12) ZL2.29
Target price ZL3.06
Expected share price return 33.6%
Expected dividend yield 0.0%
Expected total return 33.6%
Market Cap ZL1,677M
  US$531M

 

Price Performance 
(RIC: GTN.WA, BB: GTN PW) 

 

 

Getin Holding (PLN) 
       

Year to 31 Dec 
 

2010A 2011A 2012E 2013E 2014E 

Net Income (ZLM)  421.1  1,004.8  559.9  104.9  173.3 

Diluted EPS (ZL)  0.59  1.39  0.76  0.14  0.24 

Diluted EPS (Old) (ZL)  0.59  1.39  0.76  0.14  0.24 

PE (x)  3.9  1.6  3.0  16.0  9.7 

P/BV (x)  0.4  0.3  0.9  0.8  0.8 

DPS (ZL)  0.00  0.00  0.00  0.00  0.00 

Net Div Yield (%)  0.0  0.0  0.0  0.0  0.0 

ROE (%)  10.2  19.9  14.8  5.4  8.3 

 Company Update 

 

 │  
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        Fiscal year end 31-Dec 

 
2010 2011 2012E 2013E 2014E 

        Valuation Ratios     

        P/E adjusted (x) 3.9 1.6 3.0 16.0 9.7 
        P/E reported (x) 3.9 1.6 3.0 16.0 9.7 
        P/BV (x) 0.4 0.3 0.9 0.8 0.8 
        P/Adjusted BV diluted (x) 0.4 0.3 0.9 0.8 0.8 
        Dividend yield (%) 0.0 0.0 0.0 0.0 0.0 
        Per Share Data (ZL)     
        EPS adjusted 0.59 1.39 0.76 0.14 0.24 
        EPS reported 0.59 1.39 0.76 0.14 0.24 
        BVPS 6.21 7.74 2.58 2.72 2.95 
        Tangible BVPS 4.63 6.24 1.90 1.97 2.13 
        Adjusted BVPS diluted 6.21 7.74 2.58 2.72 2.95 
        DPS 0.00 0.00 0.00 0.00 0.00 
        Profit & Loss (ZLm)     

        Net interest income 1,273 1,712 392 466 549 
        Fees and commissions 556 627 252 353 441 
        Other operating Income 613 722 40 54 74 
        Total operating income 2,443 3,061 684 873 1,064 
        Total operating expenses -917 -1,223 -495 -580 -666 
        Oper. profit bef. provisions 1,526 1,838 189 292 399 
        Bad debt provisions -1,055 -1,249 -58 -135 -157 
        Non-operating/exceptionals -17 -24 -12 -10 0 
        Pre-tax profit 455 565 119 147 241 
        Tax -9 -102 -27 -28 -46 
        Extraord./Min. Int./Pref. Div. -24 542 468 -14 -22 
        Attributable profit 421 1,005 560 105 173 
        Adjusted earnings 421 1,005 560 105 173 
        Growth Rates (%)     
        EPS adjusted 52.3 135.4 -45.0 -81.3 64.9 
        Oper. profit bef. prov. 26.8 20.4 -89.7 54.4 36.4 
        Balance Sheet (ZLm) 

 
    

        Total assets 46,854 61,804 9,006 10,581 12,047 
        Avg interest earning assets 38,881 51,248 8,010 8,325 9,981 
        Customer loans  36,138 45,042 3,964 5,199 6,331 
        Gross NPLs 3,744 5,475 238 312 380 
        Liab. & shar. funds 46,854 61,804 9,006 10,581 12,047 
        Total customer deposits 37,459 50,019 4,944 5,834 6,418 
        Reserve for loan losses 2,631 3,490 174 272 419 
        Shareholders' equity 4,433 5,663 1,891 1,996 2,169 
        Profitability/Solvency Ratios (%)     

        ROE adjusted 10.2 19.9 14.8 5.4 8.3 
        Net interest margin 3.28 3.34 4.89 5.60 5.50 
        Cost/income ratio 37.5 40.0 72.3 66.5 62.5 
        Cash cost/average assets 2.2 2.3 1.4 5.9 5.9 
        NPLs/customer loans 10.4 12.2 6.0 6.0 6.0 
        Reserve for loan losses/NPLs 70.3 63.7 73.3 87.2 110.3 
        Bad debt prov./avg. cust. loans 3.3 3.1 0.2 2.9 2.7 
        Loans/deposit ratio 96.5 90.0 80.2 89.1 98.7 
        Tier 1 capital ratio na na na na na 
        Total capital ratio na na na na na 
        
      

For further data queries on Citi's full coverage universe 
please contact Citi Research Data Services at 
CitiRsch.DataServices.Global@citi.com 
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GPW (GPW.WA) 
 Downside Risk to Forecasts – Neutral/High Risk 
 
 Neutral/High Risk GPW — GPW is traded at a premium to Western European 

exchanges (25%) and at discount to GEM peers (42% at 2013E PE). Given 
higher growth potential than in Western Europe on one hand and higher 
regulatory risk than in non-EU countries on the other hand, we view that 
valuation as justified and we rate the stock Neutral/High Risk. 

 Earning Dynamics — We expect that lower revenues from cash derivative (as of 
September 2012 YTD turnover was respectively 26% and 29% lower yoy) will be 
only partly offset by consolidation of recently acquired TGE (Energy Exchange) 
and we forecast 2012 earning to decline 15% yoy. In 2013, on the back of 
rebounding turnover and higher trading revenues, we expect earnings to 
increase +11% yoy. In 2012 and 2013 we are respectively +1% and +6% above 
consensus.  

 Upside Risks — Recovering turnover driven by improving economies and rising 
risk appetite would be a positive surprise. 

 Downside Risks — Ongoing uncertainty relating to global macro situation 
resulting in declining turnover is the biggest downside risk to our forecasts. In 
longer term as risk factors we see also regulatory changes in the energy trading 
business as well as competition from Multilateral Trading Facilities (MTFs) putting 
pressure on fees. 

 What's Next — GPW will publish 3Q12 results on November 12. We expect 
3Q12 earnings to be supported by higher cash equity revenues (cash equity 
turnover increased +21% qoq) that will more than offset declining derivatives 
trading income (trading volumes decreased -17% qoq). As operating expenses 
are expected to remain broadly flat qoq, we estimate that net profit will reach a 
range of Zl 27-30m (vs. Zl 26m in 2Q12 and Zl 38m in 3Q11).  

 Recent Research — In our recent note (GPW (GPW.WA) - Volume Analysis – 
September 2012: Rebounding Derivatives; Downgrade to Neutral on Strong Price 
Performance) we analysed turnover on the Warsaw Stock Exchange in the last 
month of 3Q12, while in our previous note (GPW (GPW.WA) - Upgrading Warsaw 
Stock Exchange to Buy Due to Lower Competition Pressure) we analyzed the 
potential impact of a new trading platform (UTP) on the company’s revenues. 

Company Focus 

 

Neutral/High Risk 2H
Price (15 Oct 12) ZL36.56
Target price ZL42.10
Expected share price return 15.2%
Expected dividend yield 3.7%
Expected total return 18.8%
Market Cap ZL1,534M
  US$486M

 

Price Performance 
(RIC: GPW.WA, BB: GPW PW) 

 

 

GPW (PLN) 
       

Year to 31 Dec 
 

2010A 2011A 2012E 2013E 2014E 

Net Income (ZLM)  94.7  133.7  113.7  125.8  131.0 

Diluted EPS (ZL)  2.26  3.19  2.71  3.00  3.12 

Diluted EPS (Old) (ZL)  2.26  3.19  2.71  3.00  3.12 

PE (x)  16.2  11.5  13.5  12.2  11.7 

P/BV (x)  2.9  2.9  3.0  2.6  2.4 

DPS (ZL)  3.21  1.44  1.35  1.62  1.77 

Net Div Yield (%)  8.8  3.9  3.7  4.4  4.8 

ROE (%)  18.1  25.5  22.0  23.0  21.4 

 Company Update 

 

 │  
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GPW.WA: Fiscal year end 31-Dec Price: ZL36.56;  TP: ZL42.10;  Market Cap: ZL1,534m;  Recomm: Neutral/High Risk 
Profit & Loss (ZLm) 2010 2011 2012E 2013E 2014E Valuation ratios 2010 2011 2012E 2013E 2014E

Sales revenue 226 269 285 325 333 PE (x) 16.2 11.5 13.5 12.2 11.7
Cost of sales -132 -134 -161 -178 -186 PB (x) 2.9 2.9 3.0 2.6 2.4

Gross profit 93 135 124 147 147 EV/EBITDA (x) 9.9 7.4 8.5 8.0 7.6

   Gross Margin (%) 41.3 50.2 43.5 45.2 44.2 FCF yield (%) 3.5 6.8 0.4 7.0 7.2

EBITDA (Adj) 123 165 159 184 185 Dividend yield (%) 8.8 3.9 3.7 4.4 4.8

   EBITDA Margin (Adj) (%) 54.3 61.3 55.7 56.6 55.7 Payout ratio (%) 142 45 50 54 57

Depreciation -13 -14 -12 -13 -14 ROE (%) 18.1 25.5 22.0 23.0 21.4

Amortisation -4 -2 -4 -10 -11 Cashflow (ZLm) 2010 2011 2012E 2013E 2014E
EBIT (Adj) 92 134 131 146 146 EBITDA 108 149 146 169 170

   EBIT Margin (Adj) (%) 40.7 49.7 45.9 45.0 44.0 Working capital -58 55 -65 0 0

Net interest 9 14 -3 -4 -2 Other 40 -74 17 -30 -28

Associates 14 15 12 15 15 Operating cashflow 90 130 99 139 143

Non-op/Except 0 0 0 0 0 Capex -37 -25 -92 -32 -32

Pre-tax profit 115 163 140 156 159 Net acq/disposals 0 0 -69 0 0

Tax -21 -29 -25 -30 -28 Other 167 44 0 0 0

Extraord./Min.Int./Pref.div. 0 0 -2 -1 -1 Investing cashflow 130 19 -161 -32 -32

Reported net profit 95 134 114 126 131 Dividends paid -597 -135 -60 -57 -68

   Net Margin (%) 42.0 49.8 39.9 38.8 39.4 Financing cashflow -597 35 27 -73 -85

Core NPAT 95 134 114 126 131 Net change in cash -377 183 -36 34 26

Per share data 2010 2011 2012E 2013E 2014E Free cashflow to s/holders 53 105 6 107 111

Reported EPS (ZL) 2.26 3.19 2.71 3.00 3.12 Revenues (ZLm) 2010 2011 2012E 2013E 2014E
Core EPS (ZL) 2.26 3.19 2.71 3.00 3.12 Listing 20.2 23.4 21.5 23.5 22.5

DPS (ZL) 3.21 1.44 1.35 1.62 1.77 Equities Trading 115.4 143.1 109.9 119.5 109.6

CFPS (ZL) 2.15 3.10 2.35 3.32 3.40 Fixed Income Trading 8.6 13.5 15.7 19.0 20.9

FCFPS (ZL) 1.27 2.49 0.15 2.56 2.64 Derivatives Trading 40.1 40.3 29.2 37.7 44.8

BVPS (ZL) 12.48 12.47 12.20 13.84 15.35 Other Trading 4.6 6.1 7.1 7.1 7.1

Wtd avg ord shares (m) 42.0 42.0 42.0 42.0 42.0 Information Services 32.6 36.6 37.0 36.9 41.0

Wtd avg diluted shares (m) 42.0 42.0 42.0 42.0 42.0 Other 4.1 5.9 64.2 81.0 86.8

Growth rates 2010 2011 2012E 2013E 2014E Total revenues 225.6 268.8 284.8 324.6 332.6
Sales revenue (%) 13.1 19.1 5.9 14.0 2.5  

EBIT (Adj) (%) 15.4 45.7 -2.1 11.6 0.2 Expenses (ZLm) 2010 2011 2012E 2013E 2014E

Core NPAT (%) -6.0 41.2 -15.0 10.6 4.1 Staff costs -43.9 -51.8 -60.2 -61.1 -63.0

Core EPS (%) -6.0 41.2 -15.0 10.6 4.1 External services -42.1 -36.2 -43.8 -50.6 -53.1

Balance Sheet (ZLm) 2010 2011 2012E 2013E 2014E Rent and other maintenance -6.3 -6.9 -9.9 -10.9 -11.4
Cash & cash equiv. 138 348 324 373 417 Fees and taxes -16.0 -15.7 -20.2 -19.0 -20.0

Accounts receivables 81 30 96 96 96 Other operating expenses -7.3 -7.7 -9.2 -10.4 -10.9

Inventory 0 0 0 0 0 Depreciation and amorization -16.7 -15.6 -17.6 -25.8 -27.1

Net fixed & other tangibles 120 129 193 205 217 Total expenses -132.3 -134.0 -160.9 -177.8 -185.5

Goodwill & intangibles 60 61 223 217 210  

Financial & other assets 159 166 174 189 203 Equity Turnover (ZLm) 2010 2011 2012E 2013E 2014E

Total assets 559 733 1,010 1,080 1,144 Total, of which: 234,288 285,087 218,520 285,892 304,376

Accounts payable 17 28 21 21 21 EOB 206,857 250,589 188,520 255,892 274,376

Short-term debt 11 4 217 217 217  

Long-term debt 0 170 245 245 245 Derivatives Turnover (m) 2010 2011 2012E 2013E 2014E

Provisions & other liab 5 5 7 7 7 Total, of which: 15.3 17.4 12.3 15.0 17.2

Total liabilities 34 208 490 490 490 WIG20 futures 13.1 13.7 9.4 11.7 13.4

Shareholders' equity 524 523 512 581 644  

Minority interests 1 1 8 9 10  

Total equity 525 524 520 590 654  

Net debt -127 -173 138 89 45  

Net debt to equity (%) -24.2 -33.0 26.6 15.2 6.9  
  
For further data queries on Citi's full coverage universe please contact Citi Research Data Services at CitiRsch.DataServices.Global@citi.com 
For definitions of the items in this table, please click here. 
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PZU 
 
Company description 

PZU is Poland's biggest insurance group by gross written premiums and one of the 
biggest insurers in the CEE region. In 2011, 56% of premiums (according to IFRS, 
i.e. excluding revenues from investment contracts without insurance protection) 
came from P&C insurance and 44% from life. In non-life insurance the main product 
is motor insurance (62% of non-life premium and 35% of total premium in 2011), 
while in life insurance the main product is employee protection group insurance 
(group life insurance, predominantly employee protection products plus insurance 
individually continued by former employees of insured enterprises, constituted 92% 
of life premium and 40% of total premium in 2011). 
 
Investment strategy 

In the long term, we expect PZU to benefit from rising Polish insurance premium 
income and its leading position in the domestic insurance market. In the medium 
term, the company's profitability should be driven by re-pricing in motor insurance, 
more than offsetting the negative impact of lower release of reserves in life group 
insurance. Short-term results may be negatively impacted by weak investment 
gains due to the declining equity markets, but the company should still be able to 
pay attractive dividends. We rate the company Buy. 
 
Valuation 

For valuation purposes we use Standard Warranted Equity Valuation (WEV) based 
on normalised capital as well as WEV based on reported equity. Conservatively we 
set our target price at Zl 421, at the lower value from these two valuation methods.  

Our Standard Warranted Equity Valuation of Zl 421 per share is based upon the 
formula: Price / Book value = (Sustainable ROE - growth) / (Cost of equity - growth). 
We assume a sustainable return on equity of 20% and use a cost of equity of 10.5% 
and a sustainable growth rate of 4.5%. 

In a Warranted Equity Valuation based on normalised equity we assume normalised 
capital at 250% of the consolidated solvency margin, and calculate an adjusted 
return on capital (deducting the investment gain on estimated surplus capital from 
the reporting earnings) and separately value the insurance business (assuming a 
24.5% ROE vs. our estimate of 24.6% ROE in 2014) and surplus capital (at 
P/BV=1). This method arrives at a valuation of Zl 445 per share.  
 
Risks 

PZU is exposed to industry- and company-specific risk factors. The main downside 
risks that could prevent the shares from reaching our target price relate to (1) 
weather and catastrophe losses, (2) return to price competition in motor insurance, 
(3) reserving in life insurance and (4) investment yield achieved on investments held 
on own risk, mainly Polish T-bonds and listed equities. 
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PKO BP 
 
Company description 

PKO BP is Poland's largest bank, with c1,250 branches. It has about 12% market 
share of total banking assets and is dominant in retail banking with c.27% retail 
deposit market share and c35% mortgage lending market share. PKO BP is 44% 
owned (directly and through state-controlled bank BGK) by the Polish state. 
 
Investment strategy 

We like the bank's strategy to base the growth of the business on growing lending 
coupled with its strong retail franchise, giving it the access to relatively cheap and 
stable funding. We note, however, that in the short term the aggressive lending 
strategy may lead to high provisioning but we view that risk as more than priced in. 
We rate the stock Buy. 
 
Valuation 

Our Standard Warranted Equity Valuation of Zl 40.7 per share is based on the 
formula: Price / Book value = (Sustainable RoE - growth) / (Cost of equity - growth). 
Our sustainable ROE estimate is 16%. We use a cost of equity of 10.5% and a 
sustainable growth rate of 4.5%. Our Economic Value Added Valuation of Zl 45.6 
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). We set our target price at Zl 40.7 using the more 
conservative short-term approach. 
 
Risks 

The following risk factors might impede the share price from reaching 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. 
Specific to the bank: 1) state ownership may constrain management's ability to 
restructure the business, particularly its ability to decrease employee levels, and 
impact the bank's capitalisation; 2) the bank was active in extending FX-
denominated loans to retail customers, who could face repayment difficulties; and 3) 
margin developments have been volatile recently and future margin development 
could be better or worse than we expect. 
   

Bank Pekao SA 
 
Company description 

Bank Pekao is Poland's second-largest bank, 59.4% owned by UniCredit. The bank 
has c.12% asset market share, 1,058 outlets, and serves c.5m customers. 
 
Investment strategy 

Given Pekao's overcapitalization (Core Tier 1 of 18.5% in 2Q12) the crucial question 
is if and when Pekao’s surplus capital (c.Zl 8-9bn assuming normalized capital at 
Tier 1 equals 10%) is utilized and how it will be used. Given the slowdown in the 
economy, we doubt that the bank will be able to achieve significant loan growth. 
Taking into account global uncertainties, we see also a low likelihood of the 
regulator allowing high dividends. More likely, in our view, is Pekao taking 
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advantage of M&A opportunities, if they appear. Hence we maintain our assumption 
of a 40% probability that surplus capital will be used. Given that we see this as 
already reflected in the price, we rate the stock Neutral. 
 
Valuation 

Our Standard Warranted Equity Valuation of Zl 137 per share is based on the 
formula: Price / Book value = (Sustainable ROE - growth) / (Cost of equity - growth). 
We assume sustainable return on equity of 14.0%, a sustainable growth rate of 
4.5% and a cost of equity of 10.5%. Given the bank's overcapitalization (Tier 1 at 
18%), we value the bank also on the capital-adjusted base and, assuming capital 
normalised ROE of 21%, arrive at fair value of Zl 174 per share on this basis. Our 
Economic Value Added Valuation of Zl 184 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). We 
set our target price at Zl 152 using a weighted average of our standard Warranted 
Equity Valuations based on reported (60% weight) and capital-normalised (40% 
weight) ROE. 
 
Risks 

The following risk factors could cause the share price to deviate significantly from 
our target price: 1) the bank's conservative risk and capital management may lead 
to lower lending growth and dividend payment than we anticipate and 2) 
provisioning, low in the last slowdown (2009), could surprise negatively in the next 
slowdown/recession period due to a lower buffer of over-provisioning. 
   

Bank Zachodni WBK 
 
Company description 

Bank Zachodni WBK SA is Poland's fifth-largest bank by assets, with a market 
share of 5%. It has historically focused on servicing medium-sized companies and 
retail clients. In 2011 Allied Irish Banks PLC sold its 70.5% strategic stake in Bank 
Zachodni WBK to Santander. 

In February 2012 Santander and KBC announced plans to merge their Polish 
subsidiaries, BZ WBK and Kredyt Bank to create the third biggest in assets bank in 
Poland. The merger is expected at the end of 2012-beginning of 2013. 
 
Investment strategy 

We like BZ WBK's income diversification but note the bank's continued weakness in 
investment fund business, in the past being one of the core businesses for the 
bank. However, as we expect the upcoming merger with Kredyt Bank may bring 
significant synergies (mainly on cost side) we rate the stock Buy. 
 
Valuation 

Our Standard Warranted Equity Valuation of Zl 219 per share is based upon the 
formula: Price / Book value = (Sustainable RoE - growth) / (Cost of equity - growth). 
We set our assumption of sustainable ROE at 16% and use a cost of equity of 
10.5% and a sustainable growth rate of 4.5%. Our Economic Value Added Valuation 
of Zl 283 per share is equal to the sum of the net present value of the bank's future 
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economic value-added (earnings adjusted for excess equity, less a capital charge 
reflecting the opportunity cost of capital).  

Due to the announced merger of BZ WBK with Kredyt Bank, our target price of Zl 
263 per BZ WBK share is based on the parity and our valuation of the merged bank 
(assuming sustainable ROE at 17%, cost of equity at 10.5% and sustainable growth 
rate at 4.5%). 
 
Risks 

Risks to the Polish banking market include: (1) the possibility of adverse 
movements in interest rates and bond yields, which could affect earnings; and (2) 
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 Bank Zachodni WBK, we highlight risks that may affect the 
achievement of our target price: (1) the bank's large exposure to the real estate and 
construction sectors; (2) that earnings are sensitive to mutual fund inflows/outflows 
and the financial results of the bank may be better or worse than our forecasts 
depending on the development of the bank's mutual fund business. Additionally, the 
achievement of our target price depends on successful completion of the merger 
process and achieving expected synergies. If the impact on the company from any 
of these factors proves to be less/more negative than we anticipate, the stock could 
materially outperform/underperform our target price. 
   

Kredyt Bank SA 
 
Company description 

Kredyt Bank, 80% owned by KBC Group, is Poland's ninth-largest bank by assets. 
In February 2012 Santander and KBC announced plans to merge their Polish 
subsidiaries, BZ WBK and Kredyt Bank to create the third biggest in assets bank in 
Poland. 
 
Investment strategy 

Currently Kredyt Bank's main weakness is its balance sheet structure (high share of 
low-margin pre-crisis FX mortgage loans funded by funding from the parent) and 
low number of clients in the close banking relation, generating recurring fee income. 
But we believe the upcoming merger with BZ WBK, one of the best managed banks 
in Poland, creates significant upside potential and therefore we rate the stock 
Buy/High Risk. We rate the stock High Risk as we see the achievement of the TP 
depends significantly on the achievement of forecast merger synergies. 
 
Valuation 

Our Standard Warranted Equity Valuation of Zl 7.5 per share is based upon the 
formula: Price / Book value = (Sustainable RoE - growth) / (Cost of equity - growth). 
We assume sustainable return on equity of 9.0% and use a cost of equity of 11.5% 
and a sustainable growth rate of 4.5%. Our Economic Value Added Valuation of Zl 
7.1 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).  
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Due to the announced merger at an exchange ratio 6.96 BZ WBK shares for 100 
Kredyt Bank shares, our target price of Zl 18.3 per Kredyt Bank share is based on 
the parity and our valuation of the merged bank. 
 
Risks 

Risks relating to the Polish banking market include: (1) the Polish banking market is 
rather fragmented and increased competition could put more pressure on margins 
and earnings than we currently expect. (2) The macro economy may perform better 
or worse than anticipated and lead to higher or lower provisioning and slower or 
faster loan growth than anticipated. Specific to the bank we outline that: (1) 
historically profitability was lower than its peer group; (2) due to its lower market 
share, there is a risk that Kredyt Bank will be more affected by rising competition 
than peers; (3) the bank is heavily dependent on KBC support. Additionally, the 
achievement of our target price depends on successful completion of the merger 
process and achieving expected synergies. 
   

BRE Bank SA 
 
Company description 

BRE Bank (70% owned by Commerzbank) is the third-largest Polish bank, with a 
market share of approximately 8% of banking assets. Historically, it has focused on 
commercial banking, although since 2001 it has been expanding its retail business, 
from 8% of its lending in 2000 to 50% in 2008. 
 
Investment strategy 

What we like in the bank is the focus on tight cost management, its low exposure to 
the most troubled construction companies and mBank’s business model of 
consumer finance (based on lending to current clients). However, these positives 
are offset by the high share of low-margin but capital-intensive FX mortgage loans 
in the balance sheet that we expect will be a continuous drag on future ROE. We 
perceive the market price as too high and rate the stock Sell. 
 
Valuation 

Our Standard Warranted Equity Valuation of Zl 273 per share is based upon the 
formula: Price / Book value = (Sustainable RoE - growth) / (Cost of equity - growth). 
We assume a sustainable return on equity of 12.0%, a cost of equity of 11% and a 
sustainable growth rate of 4.5%. Our Economic Value Added Valuation of Zl 289 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, assuming no capital increase) and the proposed 
value of capital increase. In line with the approach we adopt for the rest of our 
coverage universe, our target price is based upon the shorter-term approach, and is 
set at Zl 273. 
 
Risks 

The following risk factors might cause the share price to deviate from our target 
price. The macro economy may perform worse or better than anticipated and lead 
to higher/lower provisioning and slower/faster loan growth than anticipated. 
Specifically for BRE Bank, we highlight that: 1) the bank's loan book is heavily 
weighted towards FX mortgage loans and a weaker zloty could negatively impact 
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asset quality; and 2) the bank remains highly dependent on funding from parent 
Commerzbank, which could constrain the bank's growth outlook unless the 
operating environment improves dramatically. If the impact on the company from 
any of these factors proves to be more negative than we anticipate, the stock will 
likely have difficulty achieving our financial and price targets. Likewise, if any of 
these factors proves to have less of an effect than we anticipate, the stock could 
materially outperform our target. 
   

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 Zl 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 Zl 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 Zl 
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. 
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Bank Millennium SA 
 
Company description 

Bank Millennium, majority owned by Banco Comercial Portugues, is a medium-
sized Polish bank with over 1 million customers and a strong market position in 
retail mortgage loans, credit cards and leasing services. 
 
Investment strategy 

Over the past several years, Bank Millennium has built a strong position in CHF-
denominated mortgage lending, increased the sale of consumer finance products 
and developed a successful customer deposit collection franchise. In 4Q08, 
Millennium's CHF mortgage business model collapsed as a result of decreased 
availability of FX swaps and significantly rising FX swap costs. As a result, we 
anticipate that the profitability of the bank (we assume 11% sustainable ROE) will 
remain below the bank's cost or risk (11.5%) and thus we rate the stock Sell. 
 
Valuation 

Our Standard Warranted Equity Valuation of Zl 3.85 per share is based upon the 
formula: Price / Book value = (Sustainable RoE - growth) / (Cost of equity - growth). 
We assume a sustainable ROE of 11.0% and use a cost of equity of 11.5% and a 
sustainable growth rate of 4.5%. Our Economic Value Added Valuation of Zl 4.95 
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). In line with the approach we adopt for the rest of our 
coverage universe, our target price is based upon the shorter-term approach at Zl 
3.85. 
 
Risks 

The economy may perform better or worse than anticipated and lead to higher or 
lower provisioning and slower or higher loan growth than anticipated. Additionally, 
the Polish banking market is rather fragmented and increased competition could put 
more pressure on margins and earnings than currently expected. Specifically for 
Bank Millennium: (1) it is more dependent on short-term retail funding than its Polish 
peers, leaving it exposed to higher funding costs; and (2) the bank is the most 
exposed in our Polish banking coverage universe to CHF-denominated mortgages 
and thus vulnerable to continued zloty weakness. If the impact on the company from 
any of these factors proves to be less/more negative than we anticipate, the stock 
could materially outperform/underperform our target price. 
   

Getin Noble Bank 
 
Company description 

In 2011 Getin Noble Bank was the 7th biggest Polish bank by assets, 5th by loans 
and 5th by deposits. GNB specialises in retail lending (namely mortgage, car and 
cash loans), and was the parent company for the group consisting of an asset 
manager, brokerage and leasing company as well as owner of a 48.85% stake in 
financial intermediary Open Finance.  

 



Polish Financials 
17 October 2012 Citi Research

 

 
 
70 

In June 2012 Getin Noble Bank was merged with the parent company, Get Bank 
(former Allianz Bank, acquired by Getin Holding in 2011). From a legal point of view 
the new bank is the successor of Get Bank but it was re-named as Getin Nobel 
Bank and continues the business of the former Getin Noble Bank (prior to the 
merger Get Bank practically hadn't conducted any banking activity). 
 
Investment strategy 

We view positively the strategic changes that have led Getin Noble Bank (GNB) to 
provide fewer mortgages, grant more cash loans and improve its funding mix. But 
we don't expect the bank will be able to maintain its current momentum; indeed, 
recent positive results are not unprecedented and performance has just returned to 
where it was in the past. We maintain our view that the bank's sustainable ROE 
(11%) will remain below its cost of equity. After the recent strong share performance, 
we view the stock as fairly valued and thus we rate GNB Neutral. 
 
Valuation 

We value Getin Noble Bank using a Standard Warranted Equity Valuation and an 
Economic Value Added Valuation. These are standard methods that we use when 
valuing our coverage universe of listed Polish banks.  

Our Standard Warranted Equity Valuation model is based upon the formula: Price / 
Book value = (Sustainable RoE - growth) / (Cost of equity - growth). Our WEV 
approach suggests a valuation of Zl 1.82 per share. When valuing Getin Noble 
Bank we assume a sustainable ROE of 11.0% close to our estimate of 2014 ROE 
(11.1%). We assume a cost of equity of 11.5% (in line with our methodology of 
setting cost of equity for Polish banks within a range of 10.5% to 11.5%, depending 
on the bank's exposure to CHF lending) and a sustainable growth rate of 4%. Based 
on these inputs, we arrive at a valuation of Zl 1.82 per share for Getin Noble Bank.  

Our Economic Value Added (EVA) model arrives at a valuation by adding 
discounted EVA flows (adjusted profits minus required capital charges) to adjusted 
starting book value. A terminal value is calculated using a standard perpetuity 
formula using forecast EVA flows to 2015 and an assumption of discount rate and a 
perpetual growth rate. Assuming a discount rate of 11.5% and perpetual growth at 
4.5%, we arrive at a valuation of Zl 2.03 per share.  

As with other Polish banks, we set our target price of Zl 1.82 on the basis of the 
more conservative Standard Warranted Equity Valuation. 
 
Risks 

The following risk factors might cause the share price to deviate from our target 
price. The macro economy may perform worse or better than anticipated and lead 
to higher/lower provisioning and slower/faster loan growth than anticipated. 
Specifically for Getin Noble Bank, we highlight that: 1) the bank's loan book is 
heavily weighted towards FX mortgage loans such that a weaker zloty could 
negatively impact asset quality; 2) the bank remains highly dependent on revenues 
from selling insurance products which could be affected by the potential regulation 
of the bancassurance market; 3) the bank remains highly dependent on revenues 
from selling insurance products of TU Europa, which could be affected by the 
potential regulation of the bancassurance market; 4) due to the importance of 
mortgage loans within its business mix (mortgages consist about 74% of Getin 
Noble Bank's loans), the bank carries above-average exposure to property price 
risks in Poland. If the impact on the company from any of these factors proves to be 
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more negative than we anticipate, the stock will likely have difficulty achieving our 
financial and price targets. Conversely, if any of these factors proves to have less of 
an effect than we anticipate, the stock could materially outperform our target price. 
   

Open Finance 
 
Company description 

Open Finance is the leading financial advisor in Poland. It is the biggest mortgage 
broker (with 41% market share in 2011) and an active distributor of investment 
products. Its distribution network consists of 114 outlets: 64 branches located mainly 
on high streets and 50 Open Direct branches, which are offices for mobile advisors. 
The company has 1337 advisors (including 390 from Home Broker). 
 
Investment strategy 

We rate Open Finance Buy/High Risk. We have liked the simplicity of the 
company's business model to date (based on up-front fees from the sale of third-
party financial products) and the fact that it is not 'a balance sheet company'. The 
lack of on-balance-sheet risk, coupled with the lack of leverage needs, leads to no 
capital requirements (regulatory or market-driven). Given that its branches are not 
highly capital-intensive, almost all of its net profit can be distributed to shareholders. 
The recent changes in the company's strategy (acquisitions of a life insurer and 
financial and real-estate market intermediary Home Broker) may be positive in the 
long term, but could negatively affect dividends and increase operational risk short 
term. Nevertheless, with the stock trading at a discount to its domestic and 
European peers, its valuation appeal outweighs these risks, in our view. 
 
Valuation 

We value Open Finance using a three-stage Discounted Cash Flow (DCF) model 
and complement this with a comparative multiple analysis (comparison of P/E and 
P/BV multiples).  

In our DCF model, we take 2012-15 free cash flows (FCF) from our medium-term 
earnings model. For 2016-20 our FCF forecasts are based on an abbreviated model 
of key line items including revenues, costs, net other operating income, depreciation 
and capex growth (we assume 6%, 6%, 3%, 4% and 4%, respectively). We use a 
sustainable perpetual growth rate in FCF of 0% and a cost of equity of 10.5%. Our 
DCF model implies a valuation of Zl 22.1 per share. 

Comparative valuation indicates, that Open Finance trades at P/E discounts of 17%, 
14% and 9% to its European peers for 2012E, 2013E and 2014E, respectively. On 
P/BV, it trades at a respectively 2%, 3% and 2% premium, which we consider 
justified in light of its superior ROE  

We set our target price in line with our DCF valuation of Zl 22.1 per share. 
 
Risks 

We rate Open Finance High Risk based on our assessment of industry- and 
company-specific risk factors. The following risk factors might cause the share price 
to deviate from our target price. The macro economy may perform worse or better 
than anticipated and lead to higher/lower demand for mortgage loans and 
investment products. Specifically for Open Finance, we highlight that: 1) the 
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company is highly dependent on the sale of Getin Noble Bank products; 2) its 
revenues depend on factors that are outside its control (e.g. banks' appetite for risk 
and clients' demand for lending and investment products); and 3) planned changes 
in the company's business model could bring risk to its profitability. If the impact on 
the company from any of these factors proves to be more negative than we 
anticipate, the stock will likely have difficulty achieving our financial and price 
targets. Conversely, if any of these factors proves to have less of an effect than we 
anticipate, the stock could materially outperform our target. 
   

Getin Holding 
 
Company description 

Getin Holding is a financial group conducting banking, insurance and other financial 
services in Poland, Ukraine, Russia and Belarus. The group is controlled by Mr. 
Leszek Czarnecki, holding 55.56% of the shares in Getin Holding. In terms of 
contributions to the consolidated P&L and balance sheet, the main companies of 
Getin Group are Idea Bank (Poland), Idea Bank (Ukraine), Carcade and 
Sombelbank. 
 
Investment strategy 

We rate Getin holding Neutral/High Risk. After the completion of the spin-off process 
Getin Holding returned to its roots and is a group specialized in creating value 
through acquiring or founding financial companies and helping them to grow - hence 
it will be ‘bank maker' rather than just ‘bank'. Given Getin’s track record in creating 
new companies we like that business idea. In particular, we like Polish Idea Bank, a 
start-up bank focused on SMEs and their owners, basing its strategy on close 
cooperation with an accounting company, Tax Care.  

The shares now trade at a 19% discount to our assessment of the fair value of 
Getin Holding’s investments (Zl 3.10 per share). At the same time, we note 
increased execution risk at the Polish business and funding constraints on growth in 
the Ukraine. 
 
Valuation 

We value Getin Holding based on a Sum of the Parts (SOP) Valuation and a 
Standard Warranted Equity Valuation (WEV). 

Our Sum of the Parts Valuation implies a fair value of Zl 3.06 per share and values 
TU Europa at the price offered in the public tender; Getin Noble Bank at the price 
implied by our TP for the stock; MW Trade at market; Idea Bank (Poland), Idea 
Bank (Ukraine) and Carcade according to a Standard Weighted Equity method 
based on our models for these banks; and other subsidiaries, including 
Sommelbank, at Zl 0. From our current fair value estimate for the holding's 
investments we deduct a holding company discount (based on a multiple of 10x 
applied to our estimated holding annual operation cost of Zl 20m) and then derive a 
12-month forward target price (based on an 11.5% cost of equity assumption).  

Our Standard Warranted Equity Valuation of Zl 1.98 per share is based upon the 
formula: Price / Book value = (Sustainable RoE - growth) / (Cost of equity - growth). 
We assume a sustainable return on equity of 10%, a cost of equity of 11.5% and a 
sustainable growth rate of 5.0%.  
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We set our target price in line with our Sum of the Parts Valuation because, in our 
opinion, this valuation method better reflects Getin Holding's business model (an 
investment holding company rather than an integrated financial group).  
 
Risks 

We rate Getin Holding High Risk based on our assessment of industry- and 
company-specific risk factors. The following risk factors might cause the share price 
to deviate from our target price. The macro economy may perform worse or better 
than anticipated and lead to higher/lower provisioning and slower/faster loan growth 
than anticipated. Specifically for Getin Holding, we highlight that: 1) Getin Holding is 
exposed to start-up risk through Idea Bank and 2) due to its investments in Poland, 
Ukraine, Belarus and Russia, the company is exposed to material geopolitical risks. 
If the impact on the company from any of these factors proves to be more negative 
than we anticipate, the stock will likely have difficulty achieving our financial and 
price targets. Conversely, if any of these factors proves to have less of an effect 
than we anticipate, the stock could materially outperform our target. 
   

GPW 
 
Company description 

GPW (the Warsaw Stock Exchange, WSE) is Central Europe's largest exchange by 
market capitalisation and by turnover in cash equities and derivatives. Till 2011 
GPW's main business activities comprised: a) listing (9% of the exchange's 
revenues in 2011); b) trading of equities (53%); c) derivatives trading (15%); d) fixed 
income trading (5%); and e) information services (14%). As in February 2012 GPW 
purchased 80% stake in Polish Power Exchange, its revenues are now supported 
by commodity revenues (that in 2Q12 constituted 25% of total revenues). GPW has 
also a 33% stake in domestic central clearing, settlement and depository entity 
KDPW. 
 
Investment strategy 

We expect GPW to benefit from rising Polish equity market capitalisation and 
increasing turnover velocity. We also expect the company to take advantage of 
internalisation process and growth in derivative and fixed income markets. We also 
see growth potential in newly acquired Towarowa Gielda Energii (Polish Power 
Exchange) and believe that implementation of a new trading system (UTP) will 
support turnover. We think also that low volumes of trading observed in 1H12 and 
expected in 2H12 will imply lower risk of new entrants (MTFs) underminig 
monopolistic position of GPW. That said, we think the stock is fully valued and have 
a Neutral/High Risk (2H) rating. 
 
Valuation 

Our target price of Zl 42.1 is based on a comparative trading multiple valuation 
approach (P/E), cross-checked against a DCF valuation. These are standard 
methods for valuing exchanges. Our valuation based on the comparative approach 
is Zl 42.1 per share (based on Global Exchanges' average P/E for 2012E, 2013E 
and 2014E, with weights of 30%, 50% and 20% respectively), while our DCF model 
implies a slightly lower valuation of Zl 40.6 per share (WACC 10.5%, terminal 
growth rate 3%). As DCF valuation is very sensitive depending on assumed terminal 
growth rate and cash equity fees, our target price is based on the comparative 
approach. 
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Risks 

GPW is exposed to industry- and company-specific risk factors. The main risks to 
our target price relate to (1) GPW's high dependence on cash equities for revenues 
and its strong correlation with the domestic economic cycle, (2) competition from 
Multilateral Trading Facilities and (3) regulatory risk. Additional risks include (4) cost 
pressures, (5) the high degree of concentration in the Polish market, and (6) 
corporate governance (State Treasury retains 51% of voting rights). The acquisition 
of TGE brings additional risk (7) as energy trading business is strongly dependent 
on the regulator. Additionally, further potential purchases (increasing stake in 
KDPW) may result in lower dividend payout.  

Thus we set a High risk rating. If the impact from any of these factors proves to be 
more negative than we anticipate, the stock will likely have difficulty achieving our 
financial and price targets. However, if any of these factors proves to have less of 
an effect than we anticipate, the stock could materially outperform our target. 
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Covered since March 15 2011
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* Indicates change Rating/target price changes above reflect Eastern Standard Time
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Date Rating Target Price Closing Price
1 7-Oct-11 Stock rating system changed

2 23-Nov-11 *2H *3.86 2.86

Date Rating Target Price Closing Price
3 13-Jan-12 2H *2.50 2.30

4 8-May-12 *1H *3.45 2.24

Date Rating Target Price Closing Price
5 11-Oct-12 *2H *3.06 2.35

Date Rating Target Price Closing Price
1 7-Oct-11 Stock rating system changed

2 23-Nov-11 *2H *3.86 2.86

Date Rating Target Price Closing Price
3 13-Jan-12 2H *2.50 2.30

4 8-May-12 *1H *3.45 2.24

Date Rating Target Price Closing Price
5 11-Oct-12 *2H *3.06 2.35

Getin Holding (GTN.WA)
Ratings and Target Price History
Fundamental Research
Analyst: Andrzej Powierza
Covered since November 24 2011

PLN

* Indicates change Rating/target price changes above reflect Eastern Standard Time

Covered
Not covered
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Best Ideas Research
Relative Call (3 Month)
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Date Rating Target Price Closing Price
1 19-Nov-09 *2M *12.80 11.50

2 7-Apr-10 *3M *15.60 14.80

3 27-May-10 3M *16.00 15.92

4 20-Aug-10 3M *15.10 15.00

5 18-Nov-10 3M *16.00 15.40

Date Rating Target Price Closing Price
6 23-Mar-11 3M *16.40 17.01

7 3-Jun-11 3M *16.10 17.78

8 30-Sep-11 3M *12.00 12.50

9 7-Oct-11 Stock rating system changed

10 7-Oct-11 *3 12.00 13.20

Date Rating Target Price Closing Price
11 9-Dec-11 3 *9.20 10.19

12 3-Apr-12 *1H *18.80 13.90

13 6-Jun-12 1H *18.40 12.66

Date Rating Target Price Closing Price
1 19-Nov-09 *2M *12.80 11.50

2 7-Apr-10 *3M *15.60 14.80

3 27-May-10 3M *16.00 15.92

4 20-Aug-10 3M *15.10 15.00

5 18-Nov-10 3M *16.00 15.40

Date Rating Target Price Closing Price
6 23-Mar-11 3M *16.40 17.01

7 3-Jun-11 3M *16.10 17.78

8 30-Sep-11 3M *12.00 12.50

9 7-Oct-11 Stock rating system changed

10 7-Oct-11 *3 12.00 13.20

Date Rating Target Price Closing Price
11 9-Dec-11 3 *9.20 10.19

12 3-Apr-12 *1H *18.80 13.90

13 6-Jun-12 1H *18.40 12.66

Kredyt Bank SA (KRB.WA)
Ratings and Target Price History
Fundamental Research
Analyst: Andrzej Powierza
Covered since March 2 2011

PLN

* Indicates change Rating/target price changes above reflect Eastern Standard Time

Covered
Not covered
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Date Rating Target Price Closing Price
1 13-Jul-11 *ADD LP - 18.30

Date Rating Target Price Closing Price
2 18-Oct-11 *REM LP - 14.29

Date Rating Target Price Closing Price
1 13-Jul-11 *ADD LP - 18.30

Date Rating Target Price Closing Price
2 18-Oct-11 *REM LP - 14.29

Kredyt Bank SA (KRB.WA)
Ratings and Target Price History
Best Ideas Research
Relative Call (3 Month)
Analyst: Andrzej Powierza
Covered since March 2 2011

PLN

* Indicates change Rating/target price changes above reflect Eastern Standard Time

Covered
Not covered
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Date Rating Target Price Closing Price
1 19-Nov-09 3M *3.61 3.60

2 25-Jan-10 3M *3.89 4.28

3 7-Apr-10 3M *4.40 4.44

4 27-May-10 3M *4.70 4.69

5 2-Aug-10 3M *4.65 4.69

6 18-Nov-10 3M *5.14 5.11

Date Rating Target Price Closing Price
7 23-Mar-11 3M *5.49 5.60

8 3-Jun-11 3M *5.67 5.46

9 8-Aug-11 3M *5.00 4.14

10 30-Sep-11 3M *4.53 4.60

11 7-Oct-11 Stock rating system changed

12 7-Oct-11 *2 4.53 4.39

Date Rating Target Price Closing Price
13 9-Dec-11 2 *3.80 3.69

14 5-Mar-12 *3 *4.10 4.33

15 6-Jun-12 *2 *3.82 3.24

16 27-Jul-12 *1 *3.85 3.40

Date Rating Target Price Closing Price
1 19-Nov-09 3M *3.61 3.60

2 25-Jan-10 3M *3.89 4.28

3 7-Apr-10 3M *4.40 4.44

4 27-May-10 3M *4.70 4.69

5 2-Aug-10 3M *4.65 4.69

6 18-Nov-10 3M *5.14 5.11

Date Rating Target Price Closing Price
7 23-Mar-11 3M *5.49 5.60

8 3-Jun-11 3M *5.67 5.46

9 8-Aug-11 3M *5.00 4.14

10 30-Sep-11 3M *4.53 4.60

11 7-Oct-11 Stock rating system changed

12 7-Oct-11 *2 4.53 4.39

Date Rating Target Price Closing Price
13 9-Dec-11 2 *3.80 3.69

14 5-Mar-12 *3 *4.10 4.33

15 6-Jun-12 *2 *3.82 3.24

16 27-Jul-12 *1 *3.85 3.40

Bank Millennium SA (MILP.WA)
Ratings and Target Price History
Fundamental Research
Analyst: Andrzej Powierza
Covered since March 2 2011

PLN

* Indicates change Rating/target price changes above reflect Eastern Standard Time

Covered
Not covered
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Bank Millennium SA (MILP.WA)
Ratings and Target Price History
Best Ideas Research
Relative Call (3 Month)
Analyst: Andrzej Powierza
Covered since March 2 2011
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* Indicates change Rating/target price changes above reflect Eastern Standard Time
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Date Rating Target Price Closing Price
1 7-Oct-11 Stock rating system changed

2 24-Nov-11 *1H *18.40 10.54

Date Rating Target Price Closing Price
3 8-May-12 1H *19.60 14.39

4 11-Oct-12 1H *22.10 16.10

Date Rating Target Price Closing Price
1 7-Oct-11 Stock rating system changed

2 24-Nov-11 *1H *18.40 10.54

Date Rating Target Price Closing Price
3 8-May-12 1H *19.60 14.39

4 11-Oct-12 1H *22.10 16.10

Open Finance (OPF.WA)
Ratings and Target Price History
Fundamental Research
Analyst: Andrzej Powierza
Covered since November 24 2011

PLN

* Indicates change Rating/target price changes above reflect Eastern Standard Time

Covered
Not covered
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Open Finance (OPF.WA)
Ratings and Target Price History
Best Ideas Research
Relative Call (3 Month)
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Date Rating Target Price Closing Price
1 19-Nov-09 2L *190.00 176.40

2 7-Apr-10 2L *192.00 172.90

3 27-May-10 *1L *179.50 161.60

4 16-Aug-10 1L *183.00 166.90

5 13-Oct-10 *2L 183.00 188.00

Date Rating Target Price Closing Price
6 18-Nov-10 2L *201.00 185.00

7 23-Mar-11 *1L *195.30 166.50

8 3-Jun-11 1L *186.00 168.00

9 19-Aug-11 1L *190.00 129.60

10 30-Sep-11 1L *171.00 134.20

Date Rating Target Price Closing Price
11 7-Oct-11 Stock rating system changed

12 7-Oct-11 *1 171.00 140.00

13 27-Mar-12 1 *173.00 156.60

14 6-Jun-12 1 *157.00 139.00

15 21-Aug-12 *2 *152.00 157.00

Date Rating Target Price Closing Price
1 19-Nov-09 2L *190.00 176.40

2 7-Apr-10 2L *192.00 172.90

3 27-May-10 *1L *179.50 161.60

4 16-Aug-10 1L *183.00 166.90

5 13-Oct-10 *2L 183.00 188.00

Date Rating Target Price Closing Price
6 18-Nov-10 2L *201.00 185.00

7 23-Mar-11 *1L *195.30 166.50

8 3-Jun-11 1L *186.00 168.00

9 19-Aug-11 1L *190.00 129.60

10 30-Sep-11 1L *171.00 134.20

Date Rating Target Price Closing Price
11 7-Oct-11 Stock rating system changed

12 7-Oct-11 *1 171.00 140.00

13 27-Mar-12 1 *173.00 156.60

14 6-Jun-12 1 *157.00 139.00

15 21-Aug-12 *2 *152.00 157.00

Bank Pekao SA (PEO.WA)
Ratings and Target Price History
Fundamental Research
Analyst: Andrzej Powierza
Covered since March 2 2011

PLN

* Indicates change Rating/target price changes above reflect Eastern Standard Time

Covered
Not covered
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Bank Pekao SA (PEO.WA)
Ratings and Target Price History
Best Ideas Research
Relative Call (3 Month)
Analyst: Andrzej Powierza
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Date Rating Target Price Closing Price
1 19-Nov-09 *1M *46.00 36.40

2 7-Apr-10 *1L *48.40 42.50

3 27-May-10 1L *49.00 40.00

4 20-Aug-10 1L *54.00 38.98

5 9-Nov-10 1L *55.00 45.76

6 18-Nov-10 1L *60.00 44.19

Date Rating Target Price Closing Price
7 23-Mar-11 1L *55.50 42.40

8 12-May-11 *2L *47.70 43.35

9 25-Aug-11 *1L *42.90 35.90

10 29-Sep-11 1L *41.00 33.32

11 7-Oct-11 Stock rating system changed

12 7-Oct-11 *1 41.00 33.20

Date Rating Target Price Closing Price
13 9-Dec-11 1 *41.80 33.15

14 7-Mar-12 1 *42.70 33.52

15 6-Jun-12 1 *39.70 32.70

16 24-Aug-12 1 *40.70 34.99

Date Rating Target Price Closing Price
1 19-Nov-09 *1M *46.00 36.40

2 7-Apr-10 *1L *48.40 42.50

3 27-May-10 1L *49.00 40.00

4 20-Aug-10 1L *54.00 38.98

5 9-Nov-10 1L *55.00 45.76

6 18-Nov-10 1L *60.00 44.19

Date Rating Target Price Closing Price
7 23-Mar-11 1L *55.50 42.40

8 12-May-11 *2L *47.70 43.35

9 25-Aug-11 *1L *42.90 35.90

10 29-Sep-11 1L *41.00 33.32

11 7-Oct-11 Stock rating system changed

12 7-Oct-11 *1 41.00 33.20

Date Rating Target Price Closing Price
13 9-Dec-11 1 *41.80 33.15

14 7-Mar-12 1 *42.70 33.52

15 6-Jun-12 1 *39.70 32.70

16 24-Aug-12 1 *40.70 34.99

PKO BP (PKO.WA)
Ratings and Target Price History
Fundamental Research
Analyst: Andrzej Powierza
Covered since March 2 2011

PLN

* Indicates change Rating/target price changes above reflect Eastern Standard Time

Covered
Not covered

 



Polish Financials 
17 October 2012 Citi Research
 

 
 

83 

25

30

35

40

45

N D J
2010

F M A M J J A S O N D J
2011

F M A M J J A S O N D J
2012

F M A M J J A S O

PKO BP (PKO.WA)
Ratings and Target Price History
Best Ideas Research
Relative Call (3 Month)
Analyst: Andrzej Powierza
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DMBH is a market maker in the publicly traded equity securities of PZU. DMBH Analyst, holds a long position in the securities of PZU. DMBH rating 
distribution versus Investment Banking service provision in the past 12 months as at 30th September 2012 is as follows: Buy (1) representing 59% of the 
DMBH coverage 0% of which are IB clients, Hold (2) representing 24% of the DMBH coverage 0% of which are IB clients, Sell (3) representing 17% of the 
DMBH coverage 0% of which are IB clients. Michal Fidelus,Assistant,holds a long position in the shares of Powszechny Zaklad Ubezpieczen SA. 

DMBH rating distribution versus Investment Banking service provision in the past 12 months as at 30th September 2012 is as follows: Buy (1) representing 
59% of the DMBH coverage 0% of which are IB clients, Hold (2) representing 24% of the DMBH coverage 0% of which are IB clients, Sell (3) representing 
17% of the DMBH coverage 0% of which are IB clients. 

DMBH rating distribution versus Investment Banking service provision in the past 12 months as at 30th September 2012 is as follows: Buy (1) representing 
59% of the DMBH coverage 0% of which are IB clients, Hold (2) representing 24% of the DMBH coverage 0% of which are IB clients, Sell (3) representing 
17% 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 rating distribution versus Investment Banking service provision in the past 12 months as at 30th September 2012 is as follows: Buy (1) representing 
59% of the DMBH coverage 0% of which are IB clients, Hold (2) representing 24% of the DMBH coverage 0% of which are IB clients, Sell (3) representing 
17% of the DMBH coverage 0% of which are IB clients. 

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 September 2012 is as follows: Buy (1) representing 59% of the DMBH coverage 0% of which are IB clients, Hold (2) representing 24% of the DMBH 
coverage 0% of which are IB clients, Sell (3) representing 17% of the DMBH coverage 0% of which are IB clients. 

DMBH rating distribution versus Investment Banking service provision in the past 12 months as at 30th September 2012 is as follows: Buy (1) representing 
59% of the DMBH coverage 0% of which are IB clients, Hold (2) representing 24% of the DMBH coverage 0% of which are IB clients, Sell (3) representing 
17% of the DMBH coverage 0% of which are IB clients. 

DMBH rating distribution versus Investment Banking service provision in the past 12 months as at 30th September 2012 is as follows: Buy (1) representing 
59% of the DMBH coverage 0% of which are IB clients, Hold (2) representing 24% of the DMBH coverage 0% of which are IB clients, Sell (3) representing 
17% of the DMBH coverage 0% of which are IB clients. 

DMBH rating distribution versus Investment Banking service provision in the past 12 months as at 30th September 2012 is as follows: Buy (1) representing 
59% of the DMBH coverage 0% of which are IB clients, Hold (2) representing 24% of the DMBH coverage 0% of which are IB clients, Sell (3) representing 
17% of the DMBH coverage 0% of which are IB clients. 

DMBH rating distribution versus Investment Banking service provision in the past 12 months as at 30th September 2012 is as follows: Buy (1) representing 
59% of the DMBH coverage 0% of which are IB clients, Hold (2) representing 24% of the DMBH coverage 0% of which are IB clients, Sell (3) representing 
17% of the DMBH coverage 0% of which are IB clients. 

DMBH rating distribution versus Investment Banking service provision in the past 12 months as at 30th September 2012 is as follows: Buy (1) representing 
59% of the DMBH coverage 0% of which are IB clients, Hold (2) representing 24% of the DMBH coverage 0% of which are IB clients, Sell (3) representing 
17% of the DMBH coverage 0% of which are IB clients. 

DMBH rating distribution versus Investment Banking service provision in the past 12 months as at 30th September 2012 is as follows: Buy (1) representing 
59% of the DMBH coverage 0% of which are IB clients, Hold (2) representing 24% of the DMBH coverage 0% of which are IB clients, Sell (3) representing 
17% of the DMBH coverage 0% of which are IB clients. 

DMBH is a market maker in the publicly traded equity securities of Bank Pekao SA. DMBH rating distribution versus Investment Banking service provision in 
the past 12 months as at 30th September 2012 is as follows: Buy (1) representing 59% of the DMBH coverage 0% of which are IB clients, Hold (2) 
representing 24% of the DMBH coverage 0% of which are IB clients, Sell (3) representing 17% of the DMBH coverage 0% of which are IB clients. 

DMBH is a market maker in the publicly traded equity securities of PKO BP. A member of the household of DMBH Analyst, holds a long position in the 
securities of PKO BP. DMBH rating distribution versus Investment Banking service provision in the past 12 months as at 30th September 2012 is as follows: 
Buy (1) representing 59% of the DMBH coverage 0% of which are IB clients, Hold (2) representing 24% of the DMBH coverage 0% of which are IB clients, 
Sell (3) representing 17% of the DMBH coverage 0% of which are IB clients. 
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Cornette Van Zyl, Analyst, holds a long position in the securities of Standard Bank Group. 

A member of the household of Andrzej Powierza, Analyst, holds a long position in the securities of PKO BP. 

Within the past 12 months, Citigroup Global Markets Inc. or its affiliates has acted as manager or co-manager of an offering of securities of ABSA Group 
Limited, BGZ, Bank Zachodni WBK, Garanti Bank, Halkbank, NOMOS-BANK OAO, OTP Bank Plc, Bank Pekao SA, Raiffeisen Bank Intl, Banco Santander, 
Bank VTB, Yapi Kredi Bank. 

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from PZU, 
ABSA Group Limited, BGZ, Komercni Banka as, BRE Bank SA, ING Bank Slaski SA, Bank Zachodni WBK, Israel Discount Bank, Erste Bank, FirstRand 
Limited, Garanti Bank, GPW, Halkbank, Halyk Bank, Investec PLC, International Personal Finance Plc, Isbank, Kredyt Bank SA, Bank Leumi, Bank 
Millennium SA, Nedbank Ltd, Nova Kreditna Banka Maribor, NOMOS-BANK OAO, Open Finance, OTP Bank Plc, Bank Pekao SA, PKO BP, Bank Hapoalim 
BM, Raiffeisen Bank Intl, Banco Santander, Standard Bank Group, Vakifbank, Bank VTB, Yapi Kredi Bank. 

Citigroup Global Markets Inc. or its affiliates expects to receive or intends to seek, within the next three months, compensation for investment banking 
services from PZU, BRE Bank SA, ING Bank Slaski SA, Bank Zachodni WBK, Garanti Bank, Getin Noble Bank, GPW, Halkbank, International Personal 
Finance Plc, Isbank, Kredyt Bank SA, Bank Millennium SA, Open Finance, PKO BP, Banco Santander, Vakifbank, Bank VTB. 

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from PZU, African Bank 
Investments Limited, ABSA Group Limited, Bank Asya, BGZ, Komercni Banka as, BRE Bank SA, ING Bank Slaski SA, Bank Zachodni WBK, Israel Discount 
Bank, Erste Bank, FirstRand Limited, Garanti Bank, Getin Noble Bank, GPW, Getin Holding, Halkbank, Halyk Bank, Investec PLC, International Personal 
Finance Plc, Isbank, Kazkommertsbank, Kredyt Bank SA, Bank Leumi, Bank Millennium SA, Nedbank Ltd, Nova Kreditna Banka Maribor, NOMOS-BANK 
OAO, Open Finance, OTP Bank Plc, Bank Pekao SA, PKO BP, Bank Hapoalim BM, Raiffeisen Bank Intl, Banco Santander, Standard Bank Group, 
Vakifbank, Bank VTB, Bank Vozrozhdenie, Yapi Kredi Bank in the past 12 months. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as investment banking client(s): Nova Kreditna Banka Maribor, 
Bank VTB, Raiffeisen Bank Intl, PZU, ABSA Group Limited, BGZ, Komercni Banka as, BRE Bank SA, ING Bank Slaski SA, Bank Zachodni WBK, Israel 
Discount Bank, Erste Bank, FirstRand Limited, Garanti Bank, Getin Noble Bank, GPW, Halkbank, Halyk Bank, Investec PLC, International Personal Finance 
Plc, Isbank, Kredyt Bank SA, Bank Leumi, Bank Millennium SA, Nedbank Ltd, NOMOS-BANK OAO, Open Finance, OTP Bank Plc, Bank Pekao SA, PKO 
BP, Bank Hapoalim BM, Banco Santander, Standard Bank Group, Vakifbank, Yapi Kredi Bank. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-
banking, securities-related: PZU, African Bank Investments Limited, ABSA Group Limited, Bank Asya, BGZ, Komercni Banka as, BRE Bank SA, ING Bank 
Slaski SA, Bank Zachodni WBK, Israel Discount Bank, Erste Bank, FirstRand Limited, Garanti Bank, Getin Noble Bank, GPW, Halkbank, Halyk Bank, 
Investec PLC, International Personal Finance Plc, Isbank, Kazkommertsbank, Kredyt Bank SA, Bank Leumi, Bank Millennium SA, Nedbank Ltd, Nova 
Kreditna Banka Maribor, NOMOS-BANK OAO, Open Finance, OTP Bank Plc, Bank Pekao SA, PKO BP, Bank Hapoalim BM, Raiffeisen Bank Intl, Banco 
Santander, Standard Bank Group, Vakifbank, Bank VTB, Bank Vozrozhdenie, Yapi Kredi Bank. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-
banking, non-securities-related: PZU, African Bank Investments Limited, ABSA Group Limited, Bank Asya, BGZ, Komercni Banka as, BRE Bank SA, ING 
Bank Slaski SA, Bank Zachodni WBK, Israel Discount Bank, Erste Bank, FirstRand Limited, Garanti Bank, Getin Noble Bank, GPW, Getin Holding, 
Halkbank, Halyk Bank, Investec PLC, International Personal Finance Plc, Isbank, Kazkommertsbank, Kredyt Bank SA, Bank Leumi, Bank Millennium SA, 
Nedbank Ltd, Nova Kreditna Banka Maribor, NOMOS-BANK OAO, Open Finance, OTP Bank Plc, Bank Pekao SA, PKO BP, Bank Hapoalim BM, Raiffeisen 
Bank Intl, Banco Santander, Standard Bank Group, Vakifbank, Bank VTB, Bank Vozrozhdenie, Yapi Kredi Bank. 

Citigroup Global Markets Inc. or an affiliate received compensation in the past 12 months from Nova Kreditna Banka Maribor, Bank VTB. 

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its 
affiliates ("the Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking 
revenues. 

The Firm is a market maker in the publicly traded equity securities of ABSA Group Limited, Erste Bank, Garanti Bank, International Personal Finance Plc, 
Nedbank Ltd, Banco Santander, Vakifbank. 

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Research product ("the 
Product"), please contact Citi Research, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: Legal/Compliance [E6WYB6412478]. In 
addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's 
disclosure website at https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures.   Valuation and Risk assessments can be found in the text of the 
most recent research note/report regarding the subject company. Historical disclosures (for up to the past three years) will be provided upon request. 

Citi Research Ratings Distribution       
 12 Month Rating Relative Rating 
Data current as of 4 Oct 2012 Buy Hold Sell Buy Hold Sell
Citi Research Global Fundamental Coverage 51% 38% 11% 7% 85% 7%

% of companies in each rating category that are investment banking clients 50% 47% 45% 59% 47% 50%
Guide to Citi Research Fundamental Research Investment Ratings: 
Citi Research stock recommendations include an investment rating and an optional risk rating to highlight high risk stocks. 
Risk rating takes into account both price volatility and fundamental criteria. Stocks will either have no risk rating or a High risk rating assigned. 
Investment Ratings: Citi Research investment ratings are Buy, Neutral and Sell. Our ratings are a function of analyst expectations of expected total return 
("ETR") and risk. ETR is the sum of the forecast price appreciation (or depreciation) plus the dividend yield for a stock within the next 12 months.  The 
Investment rating definitions are: Buy (1) ETR of 15% or more or 25% or more for High risk stocks; and Sell (3) for negative ETR. Any covered stock not 
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assigned a Buy or a Sell is a Neutral (2). For stocks rated Neutral (2), if an analyst believes that there are insufficient valuation drivers and/or investment 
catalysts to derive a positive or negative investment view, they may elect with the approval of Citi Research management not to assign a target price and, 
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 
price volatility and fundamental criteria, were: Low (L), Medium (M), High (H), and Speculative (S). Investment Ratings of Buy, Hold and Sell were a 
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 
management and as practically possible, the analyst published a note re-establishing a rating and investment thesis. For securities in developed markets 
(US, UK, Europe, Japan, and Australia/New Zealand), investment ratings were:Buy (1) (expected total return of 10% or more for Low-Risk stocks, 15% or 
more for Medium-Risk stocks, 20% or more for High-Risk stocks, and 35% or more for Speculative stocks); Hold (2) (0%-10% for Low-Risk stocks, 0%-15% 
for Medium-Risk stocks, 0%-20% for High-Risk stocks, and 0%-35% for Speculative stocks); and Sell (3) (negative total return). For securities in emerging 
markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings were:Buy (1) (expected total return of 15% or more for 
Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for 
Low-Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-
Risk stocks, 10% or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks). 

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change 
in target price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price 
movements and/or other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to 
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 
Non-US research analysts who have prepared this report (i.e., all research analysts listed below other than those identified as employed by Citigroup Global 
Markets Inc.) are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member 
organization and therefore may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject company, public 
appearances and trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below: 

Dom Maklerski Banku Handlowego SA Andrzej Powierza 
Citigroup Global Markets Ltd Simon Nellis; Emre Izgi, CFA; Stefan Nedialkov; Ronit Ghose 
Citigroup Global Markets (Pty) Ltd Henry Hall; Cornette Van Zyl 
Citibank NA Michael Klahr 
ZAO Citibank Maria Semikhatova, CFA 

OTHER DISCLOSURES 

The subject company's share price set out on the front page of this Product is quoted as at 15 October 2012 04:30 PM on the issuer's primary market. 

Citigroup Global Markets Inc. and/or its affiliates has a significant financial interest in relation to Garanti Bank, International Personal Finance Plc, OTP Bank 
Plc, PKO BP, Standard Bank Group, Bank VTB, Yapi Kredi Bank. (For an explanation of the determination of significant financial interest, please refer to the 
policy for managing conflicts of interest which can be found at www.citiVelocity.com.) 

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and 
may act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been 
recommended in the Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities 
transactions in a manner inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal 
basis. 

Citigroup Global Markets Inc. or its affiliates acts as a corporate broker to International Personal Finance Plc, Bank VTB. 

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other 
obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal 
amount invested. Although information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its 
accuracy and it may be incomplete and condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and 
completeness of the disclosures made in the Important Disclosures section of the Product. The Firm's research department has received assistance from 
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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 
availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the companies 
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 
the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The 
Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase 
securities mentioned in the Product must take into account existing public information on such security or any registered prospectus. 

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the 
reporting requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign 
companies are generally not subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of 
some foreign companies may be less liquid and their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate 
movements may have an adverse effect on the value of an investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net 
dividends to ADR investors are estimated, using withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for 
exact dividend computations. Investors who have received the Product from the Firm may be prohibited in certain states or other jurisdictions from 
purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details. Citigroup Global Markets Inc. 
takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product may be placed 
only through Citigroup Global Markets Inc. 

Important Disclosures for Morgan Stanley Smith Barney LLC Customers: Morgan Stanley & Co. LLC (Morgan Stanley) research reports may be 
available about the companies that are the subject of this Citi Research research report. Ask your Financial Advisor or use smithbarney.com to view any 
available Morgan Stanley research reports in addition to Citi Research research reports. 
Important disclosure regarding the relationship between the companies that are the subject of this Citi Research research report and Morgan Stanley Smith 
Barney LLC and its affiliates are available at the Morgan Stanley Smith Barney disclosure website at 
www.morganstanleysmithbarney.com/researchdisclosures. 
For Morgan Stanley and Citigroup Global Markets, Inc. specific disclosures, you may refer to www.morganstanley.com/researchdisclosures and 
https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures. 
This Citi Research research report has been reviewed and approved on behalf of Morgan Stanley Smith Barney LLC. This review and approval was 
conducted by the same person who reviewed this research report on behalf of Citi Research. This could create a conflict of interest. 

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed 
by.  The Product is made available in Australia through Citi Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992), participant of 
the ASX Group and regulated by the Australian Securities & Investments Commission.  Citigroup Centre, 2 Park Street, Sydney, NSW 2000.  The Product is 
made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88 004 325 080 and AFSL 238098). Citigroup Pty 
Limited provides all financial product advice to Australian Private Banking wholesale clients through bankers and relationship managers.  If there is any 
doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the Citigroup Private Bank in Australia.  Citigroup 
companies may compensate affiliates and their representatives for providing products and services to clients.  The Product is made available in Brazil by 
Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CVM - Comissão de Valores Mobiliários, BACEN - Brazilian Central Bank, APIMEC - 
Associação dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID - Associação Nacional dos Bancos de Investimento.  Av. 
Paulista, 1111 - 11º andar - CEP. 01311920 - São Paulo - SP.  If the Product is being made available in certain provinces of Canada by Citigroup Global 
Markets (Canada) Inc. ("CGM Canada"), CGM Canada has approved the Product.  Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J 
2M3.  This product is available in Chile through Banchile Corredores de Bolsa S.A., an indirect subsidiary of Citigroup Inc., which is regulated by the 
Superintendencia de Valores y Seguros. Agustinas 975, piso 2, Santiago, Chile. The Product is made available in France by Citigroup Global Markets 
Limited, which is authorised and regulated by Financial Services Authority.  1-5 Rue Paul Cézanne, 8ème, Paris, France.  The Product is distributed in 
Germany by Citigroup Global Markets Deutschland AG ("CGMD"), which is regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin). CGMD, 
Reuterweg 16, 60323 Frankfurt am Main. Research which relates to "securities" (as defined in the Securities and Futures Ordinance (Cap. 571 of the Laws 
of Hong Kong)) is issued in Hong Kong by, or on behalf of, Citigroup Global Markets Asia Limited which takes full responsibility for its content. Citigroup 
Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures Commission. If the Research is made available through Citibank, N.A., Hong 
Kong Branch, for its clients in Citi Private Bank, it is made available by Citibank N.A., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong. Citibank 
N.A. is regulated by the Hong Kong Monetary Authority. Please contact your Private Banker in Citibank N.A., Hong Kong, Branch if you have any queries on 
or any matters arising from or in connection with this document.  The Product is made available in India by Citigroup Global Markets India Private Limited, 
which is regulated by Securities and Exchange Board of India.  Bakhtawar, Nariman Point, Mumbai 400-021.  The Product is made available in Indonesia 
through PT Citigroup Securities Indonesia.  5/F, Citibank Tower, Bapindo Plaza, Jl. Jend. Sudirman Kav. 54-55, Jakarta 12190.  Neither this Product nor any 
copy hereof may be distributed in Indonesia or to any Indonesian citizens wherever they are domiciled or to Indonesian residents except in compliance with 
applicable capital market laws and regulations. This Product is not an offer of securities in Indonesia. The securities referred to in this Product have not been 
registered with the Capital Market and Financial Institutions Supervisory Agency (BAPEPAM-LK) pursuant to relevant capital market laws and regulations, 
and may not be offered or sold within the territory of the Republic of Indonesia or to Indonesian citizens through a public offering or in circumstances which 
constitute an offer within the meaning of the Indonesian capital market laws and regulations.  The Product is made available in Israel through Citibank NA, 
regulated by the Bank of Israel and the Israeli Securities Authority. Citibank, N.A, Platinum Building, 21 Ha'arba'ah St, Tel Aviv, Israel.   The Product is made 
available in Italy by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority.  Via dei Mercanti, 12, Milan, 20121, 
Italy.  The Product is made available in Japan by Citigroup Global Markets Japan Inc. ("CGMJ"), which is regulated by Financial Services Agency, Securities 
and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities Exchange.  Shin-Marunouchi 
Building, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan. If the Product was distributed by SMBC Nikko Securities Inc. it is being so distributed under 
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license.  In the event that an error is found in an CGMJ research report, a revised version will be posted on the Firm's Citi Velocity website.  If you have 
questions regarding Citi Velocity, please call (81 3) 6270-3019 for help.   The Product is made available in Korea by Citigroup Global Markets Korea 
Securities Ltd., which is regulated by the Financial Services Commission, the Financial Supervisory Service and the Korea Financial Investment Association 
(KOFIA). Citibank Building, 39 Da-dong, Jung-gu, Seoul 100-180, Korea.   KOFIA makes available registration information of research analysts on its 
website.  Please visit the following website if you wish to find KOFIA registration information on research analysts of Citigroup Global Markets Korea 
Securities Ltd.  http://dis.kofia.or.kr/fs/dis2/fundMgr/DISFundMgrAnalystPop.jsp?companyCd2=A03030&pageDiv=02. The Product is made available in 
Korea by Citibank Korea Inc., which is regulated by the Financial Services Commission and the Financial Supervisory Service. Address is Citibank Building, 
39 Da-dong, Jung-gu, Seoul 100-180, Korea.  The Product is made available in Malaysia by Citigroup Global Markets Malaysia Sdn Bhd (Company No. 
460819-D) (“CGMM”) to its clients and CGMM takes responsibility for its contents. CGMM is regulated by the Securities Commission of Malaysia. Please 
contact CGMM at Level 43 Menara Citibank, 165 Jalan Ampang, 50450 Kuala Lumpur, Malaysia in respect of any matters arising from, or in connection with, 
the Product.  The Product is made available in Mexico by Acciones y Valores Banamex, S.A. De C. V., Casa de Bolsa, Integrante del Grupo Financiero 
Banamex ("Accival") which is a wholly owned subsidiary of Citigroup Inc. and is regulated by Comision Nacional Bancaria y de Valores. Reforma 398, Col. 
Juarez, 06600 Mexico, D.F.  In New Zealand the Product is made available to ‘wholesale clients’ only as defined by s5C(1) of the Financial Advisers Act 
2008 (‘FAA’) through Citigroup Global Markets Australia Pty Ltd (ABN 64 003 114 832 and AFSL No. 240992), an overseas financial adviser as defined by 
the FAA, participant of the ASX Group and regulated by the Australian Securities & Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 
2000.  The Product is made available in Pakistan by Citibank N.A. Pakistan branch, which is regulated by the State Bank of Pakistan and Securities 
Exchange Commission, Pakistan. AWT Plaza, 1.1. Chundrigar Road, P.O. Box 4889, Karachi-74200.  The Product is made available in the Philippines 
through Citicorp Financial Services and Insurance Brokerage Philippines, Inc., which is regulated by the Philippines Securities and Exchange Commission. 
20th Floor Citibank Square Bldg. The Product is made available in the Philippines through Citibank NA Philippines branch, Citibank Tower, 8741 Paseo De 
Roxas, Makati City, Manila. Citibank NA Philippines NA is regulated by The Bangko Sentral ng Pilipinas. The Product is made available in Poland by Dom 
Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc., which is regulated by Komisja Nadzoru Finansowego.  Dom Maklerski Banku 
Handlowego S.A. ul.Senatorska 16, 00-923 Warszawa.  The Product is made available in the Russian Federation through ZAO Citibank, which is licensed 
to carry out banking activities in the Russian Federation in accordance with the general banking license issued by the Central Bank of the Russian 
Federation and brokerage activities in accordance with the license issued by the Federal Service for Financial Markets.  Neither the Product nor any 
information contained in the Product shall be considered as advertising the securities mentioned in this report within the territory of the Russian Federation 
or outside the Russian Federation.  The Product does not constitute an appraisal within the meaning of the Federal Law of the Russian Federation of 29 July 
1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation.  8-10 Gasheka Street, 125047 Moscow.  The Product is made available in 
Singapore through Citigroup Global Markets Singapore Pte. Ltd. (“CGMSPL”), a capital markets services license holder, and regulated by Monetary 
Authority of Singapore. Please contact CGMSPL at 8 Marina View, 21st Floor Asia Square Tower 1, Singapore 018960, in respect of any matters arising 
from, or in connection with, the analysis of this document. This report is intended for recipients who are accredited, expert and institutional investors as 
defined under the Securities and Futures Act (Cap. 289). The Product is made available by The Citigroup Private Bank in Singapore through Citibank, N.A., 
Singapore Branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore. Please contact your Private Banker in Citibank N.A., 
Singapore Branch if you have any queries on or any matters arising from or in connection with this document. This report is intended for recipients who are 
accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap. 289).  This report is distributed in Singapore by Citibank 
Singapore Ltd ("CSL") to selected Citigold/Citigold Private Clients. CSL provides no independent research or analysis of the substance or in preparation of 
this report. Please contact your Citigold//Citigold Private Client Relationship Manager in CSL if you have any queries on or any matters arising from or in 
connection with this report. This report is intended for recipients who are accredited investors as defined under the Securities and Futures Act (Cap. 289).   
Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company registration number 2000/025866/07) and its registered office 
is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is regulated by JSE Securities Exchange South Africa, South African 
Reserve Bank and the Financial Services Board.  The investments and services contained herein are not available to private customers in South Africa.  The 
Product is made available in Spain by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority.  29 Jose Ortega 
Y Gasset, 4th Floor, Madrid, 28006, Spain.  The Product is made available in the Republic of China through Citigroup Global Markets Taiwan Securities 
Company Ltd. ("CGMTS"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan and/or through Citibank Securities (Taiwan) Company Limited ("CSTL"), 14 
and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan, subject to the respective license scope of each entity and the applicable laws and regulations in the 
Republic of China. CGMTS and CSTL are both regulated by the Securities and Futures Bureau of the Financial Supervisory Commission of Taiwan, the 
Republic of China. No portion of the Product may be reproduced or quoted in the Republic of China by the press or any third parties [without the written 
authorization of CGMTS and CSTL]. If the Product covers securities which are not allowed to be offered or traded in the Republic of China, neither the 
Product nor any information contained in the Product shall be considered as advertising the securities or making recommendation of the securities in the 
Republic of China. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security or 
financial products. Any decision to purchase securities or financial products mentioned in the Product must take into account existing public information on 
such security or the financial products or any registered prospectus.  The Product is made available in Thailand through Citicorp Securities (Thailand) Ltd., 
which is regulated by the Securities and Exchange Commission of Thailand.  18/F, 22/F and 29/F, 82 North Sathorn Road, Silom, Bangrak, Bangkok 10500, 
Thailand.  The Product is made available in Turkey through Citibank AS which is regulated by Capital Markets Board.  Tekfen Tower, Eski Buyukdere 
Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey.  In the U.A.E, these materials (the "Materials") are communicated by Citigroup Global Markets 
Limited, DIFC branch ("CGML"), an entity registered in the Dubai International Financial Center ("DIFC") and licensed and regulated by the Dubai Financial 
Services Authority ("DFSA") to Professional Clients and Market Counterparties only and should not be relied upon or distributed to Retail Clients. A 
distribution of the different Citi Research ratings distribution, in percentage terms for Investments in each sector covered is made available on 
request.  Financial products and/or services to which the Materials relate will only be made available to Professional Clients and Market Counterparties.  The 
Product is made available in United Kingdom by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority.  This 
material may relate to investments or services of a person outside of the UK or to other matters which are not regulated by the FSA and further details as to 
where this may be the case are available upon request in respect of this material.  Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB.  The 
Product is made available in United States by Citigroup Global Markets Inc, which is a member of FINRA and registered with the US Securities and 
Exchange Commission. 388 Greenwich Street, New York, NY 10013.   Unless specified to the contrary, within EU Member States, the Product is made 
available by Citigroup Global Markets Limited, which is regulated by Financial Services Authority.  
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Pursuant to Comissão de Valores Mobiliários Rule 483, Citi is required to disclose whether a Citi related company or business has a commercial relationship 
with the subject company. Considering that Citi operates multiple businesses in more than 100 countries around the world, it is likely that Citi has a 
commercial relationship with the subject company.  
Many European regulators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as a result of 
publication or distribution of investment research. The policy applicable to Citi Research's Products can be found at 
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.   
The Product may have been distributed simultaneously, in multiple formats, to the Firm's worldwide institutional and retail customers.  The Product is not to 
be construed as providing investment services in any jurisdiction where the provision of such services would not be permitted.  
Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in price and/or value and investors may get 
back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal or exceed the amount 
invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation may be subject 
to change. If in doubt, investors should seek advice from a tax adviser.  The Product does not purport to identify the nature of the specific market or other 
risks associated with a particular transaction.  Advice in the Product is general and should not be construed as personal advice given it has been prepared 
without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice, 
consider the appropriateness of the advice, having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the 
client's responsibility to obtain the relevant offer document for the product and consider it before making a decision as to whether to purchase the product. 
With the exception of our product that is made available only to Qualified Institutional Buyers (QIBs) and other product that is made available through other 
distribution channels only to certain categories of clients to satisfy legal or regulatory requirements, Citi Research concurrently disseminates its research via 
proprietary and non-proprietary electronic distribution platforms. Periodically, individual Citi Research analysts may also opt to circulate research posted on 
such platforms to one or more clients by email. Such email distribution is discretionary and is done only after the research has been disseminated via the 
aforementioned distribution channels. Citi Research simultaneously distributes product that is limited to QIBs only through email distribution. 
The level and types of services provided by Citi Research analysts to clients may vary depending on various factors such as the client’s individual 
preferences as to the frequency and manner of receiving communications from analysts, the client’s risk profile and investment focus and perspective (e.g. 
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 
company reports and feeds from Reuters and Datastream. 

© 2012 Citigroup Global Markets Inc. Citi Research is a division of Citigroup Global Markets Inc. Citi and Citi with Arc Design are trademarks and service 
marks of Citigroup Inc. and its affiliates and are used and registered throughout the world. All rights reserved. Any unauthorized use, duplication, 
redistribution or disclosure of this report (the “Product”), including, but not limited to, redistribution of the Product by electronic mail, posting of the Product on 
a website or page, and/or providing to a third party a link to the Product, is prohibited by law and will result in prosecution. The information contained in the 
Product is intended solely for the recipient and may not be further distributed by the recipient to any third party. Where included in this report, MSCI sourced 
information is the exclusive property of Morgan Stanley Capital International Inc. (MSCI). Without prior written permission of MSCI, this information and any 
other MSCI intellectual property may not be reproduced, redisseminated or used to create any financial products, including any indices. This information is 
provided on an "as is" basis. The user assumes the entire risk of any use made of this information. MSCI, its affiliates and any third party involved in, or 
related to, computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness 
for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third 
party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. MSCI, Morgan Stanley Capital 
International and the MSCI indexes are services marks of MSCI and its affiliates. The Firm accepts no liability whatsoever for the actions of third parties. The 
Product may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the Product refers to website material of the Firm, 
the Firm has not reviewed the linked site. Equally, except to the extent to which the Product refers to website material of the Firm, the Firm takes no 
responsibility for, and makes no representations or warranties whatsoever as to, the data and information contained therein. Such address or hyperlink 
(including addresses or hyperlinks to website material of the Firm) is provided solely for your convenience and information and the content of the linked site 
does not in anyway form part of this document. Accessing such website or following such link through the Product or the website of the Firm shall be at your 
own risk and the Firm shall have no liability arising out of, or in connection with, any such referenced website. 
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