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Oil & Gas
Poland

Current price PLN 46.49
Target price PLN 40.70
Market cap PLN 19.9bn
Free float PLN 13.4bn
Avg daily trading volume (3M) PLN 103.1m
Shareholder Structure

State Treasury 27.52%
AVIVA OFE 5.08%
Others 67.40%

Sector Outlook

Refining margins have returned to their pre-crisis
levels, however, OECD demand remains week while
refiners across the world are about to launch new
capacities, making for grim prospects for oil refiners in
the next few years. Speculative hikes in oil prices,
fueled mainly by EUR/USD exchange rates, are putting
an additional squeeze on refining margins.

Company Profile

PKN Orlen is the largest refinery in the CEE region,
with 27 million tons of annual capacity. In addition to
crude refining, PKN Orlen is also active in the
chemicals industry via its subsidiary Anwil, and in
petrochemicals through BOP. In 2005, PKN Orlen took
over the Czech “Unipetrol” group, followed by the
acquisition of Lithuania’s Mazeikiu Nafta in 2006.

Important dates

26.01 - Q4’10 earnings estimate
12.02 - Q4’10 earnings report
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Competition May Intensify in Poland

Since our last research update the price of the PKN Orlen stock has
risen by 15%, mostly because it has been riding a wave of optimism in
the petroleum market which we find unwarranted given the inflow of
poor fundamental data from the fuel markets in the developed
countries. In addition to the lack of prospects for an improvement in
the industry's macroeconomic conditions, we note the risk of
tightening competition in Poland as Lotos aims to maximize sales
from its new installations in Poland, where it can get a high “land
premium”. Note also the high internal consumption of petroleum at the
Ptock refinery, which will put additional pressure on margins if crude
oil prices stay high. Finally, the CEO’s recent words have undermined
expectations that a high dividend is coming as soon as next year, and
in our opinion, a further risk for such a scenario comes from
investment projects (acquisition of upstream projects, construction of
a power plant). In this context, we are downgrading our rating to
reduce without changing our forecasts and valuation.

Margins Will Be Under Pressure, Domestic Competition May Tighten
We believe the current optimism in the petroleum market is out of phase
with fuel demand data from the developed countries, which remain weak
(negative y/y growth for gasoline, big diesel inventories in the USA), and the
good outlook for China does not warrant it either, given that the country
accounts for just 10% of global consumption. In addition, considerable
pressure on crack spreads may materialize next year as new refining
capacity is opened. In Poland, we expect intensified competition and a
reduction in the “land premium”, as Lotos will aim to maximize domestic
sales of the output of its new installations (an additional 2.5 Mt of products,
mostly gasoline and JET, i.e. categories where it will compete directly with
Orlen as imports have been low until now). Even if benchmark margins
remain stable, the profitability of Polish refineries will suffer; plus, we should
not forget that this year's results are being boosted by a LIFO effect (over
PLN 900m after Q3), and that the major overhaul of Mazeikiu Nafta,
postponed last year, will take place in 2011.

Outlook for Dividends Not So Certain

Working capital optimization and the sale of mandatory reserves, with
margins rebounding from their crisis levels, facilitated a reduction in net debt
to ca. PLN 10bn. This, coupled with the expectation of a reduction in
investment outlays, generated expectations of generous dividends.
However, the CEQO's proclaimed skepticism means a more cautious stance
is warranted. In our opinion, given that the potential for capacity expansion
in the petrochemical segment is running out, the Company is likely to revise
its strategy and increase investment budgets in such areas as electricity
generation and upstream, which will make bigger payouts to shareholders
impossible.

(PLN m) 2008 2009 2010F 2011F 2012F
Revenue 79 533.0 67 928.0 82211.0 88 844.2 94 943.6
EBITDA 888.4 3665.0 5216.2 4956.1 5523.5

EBITDA margin 1.1% 5.4% 6.3% 5.6% 5.8%
EBIT -1603.0 1097.0 2730.4 2131.2 2650.5
Net income -2 505.2 1308.7 2126.7 1915.8 2177.4
DPS 1.62 0.00 0.00 1.03 0.94
P/E - 15.2 9.3 10.4 9.1
P/CE - 5.1 4.3 4.2 3.9
P/BV 1.1 1.0 1.0 0.9 0.8
EV/EBITDA* 39.6 9.0 6.2 6.7 5.8
DYield 3.5% 0.0% 0.0% 2.2% 2.0%

*excluding Polkomtel and strategic reserves

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

EV — net debt + market value

EBIT — Earnings Before Interest and Taxes

EBITDA — EBIT + Depreciation and Amortisation

P/CE — price to earnings with amortisation

MC/S — market capitalisation to sales

EBIT/EV — operating profit to economic value

P/E — (Price/Earnings) — price divided by annual net profit per share
ROE - (Return on Equity) — annual net profit divided by average equity
P/BV — (Price/Book Value) — price divided by book value per share
Net debt — credits + debt papers + interest bearing loans — cash and cash equivalents
EBITDA margin — EBITDA/Sales

Recommendations of BRE Bank Securities

A recommendation is valid for a period of 6-9 months, unless a subsequent recommendation is issued within this period. Expected
returns from individual recommendations are as follows:

BUY — we expect that the rate of return from an investment will be at least 15%

ACCUMULATE - we expect that the rate of return from an investment will range from 5% to 15%

HOLD — we expect that the rate of return from an investment will range from —5% to +5%

REDUCE — we expect that the rate of return from an investment will range from -5% to -15%

SELL — we expect that an investment will bear a loss greater than 15%

Recommendations are updated at least once every nine months.

This document has been created and published by BRE Bank Securities S.A. The present report expresses the knowledge as well as opinions
of the authors on day the report was prepared. The opinions and estimates contained herein constitute our best judgement at this date and
time, and are subject to change without notice. The present report was prepared with due care and attention, observing principles of methodo-
logical correctness and objectivity, on the basis of sources available to the public, which BRE Bank Securities S.A. considers reliable, including
information published by issuers, shares of which are subject to recommendations. However, BRE Bank Securities S.A., in no case, guaran-
tees the accuracy and completeness of the report, in particular should sources on the basis of which the report was prepared prove to be inac-
curate, incomplete or not fully consistent with the facts. BRE Bank Securities S.A. bears no responsibility for investment decisions taken on the
basis of the present report or for any damages incurred as a result of investment decisions taken on the basis of the present report.

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

Recommendations are based on essential data from the entire history of a company being the subject of a recommendation, with particular
emphasis on the period since the previous recommendation. Investing in shares is connected with a number of risks including, but not limited
to, the macroeconomic situation of the country, changes in legal regulations as well as changes on commodity markets. Full elimination of
these risks is virtually impossible.

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

The present report was not transferred to the issuer prior to its publication.
BRE Bank Securities S.A. acts as market animator for PKN Orlen.

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

Copying or publishing the present report, in full or in part, or disseminating in any way information contained in the present report requires the
prior written agreement of BRE Bank Securities S.A.

Recommendations are addressed to all Clients of BRE Bank Securities S.A. This report is not for distribution to third parties.
The activity of BRE Bank Securities S.A. is subject to the supervision of the Polish Financial Supervision Commission.

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

Strong and weak points of valuation methods used in recommendations:

DCF - acknowledged as the most methodologically correct method of valuation; it is based in discounting financial flows generated by a com-
pany; its weak point is the significant susceptibility to a change of forecast assumptions in the model.

Comparative — based on a comparison of valuation multipliers of companies from a given sector; simple in construction, reflects the current
state of the market; weak points include substantial variability (fluctuations together with market indices) as well as difficulty in the selection of
the group of comparable companies.

Previous ratings issued for PKN Orlen

Rating Accumulate  Accumulate Hold Hold
Rating date 2010-02-03 2010-03-08 2010-04-08 2010-11-02
Price on rating day 34.20 35.35 39.40 40.21
WIG on rating day 39904.02 40354.28 43562.01 46229.60
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