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The 2009 fourth-quarter results of PBG came ahead of expectations thanks to one-time events. We think that the bulk 
of the provision reversals made in the second half of 2009, totaling PLN 22.2m, were credited to fourth-quarter profits. 
Moreover, the period’s bottom-line figure was boosted by PLN 10m losses attributable to minority shareholders. After 
adjustment for the one-offs, the Q409 earnings results prove weaker than predicted, and this applies also to 
subsidiary Hydrobudowa, the source of the majority of the provision reversals. We believe that PBG’s market 
valuation factors in expectations of sustained high future margins which, in our view, will not pan out (the share of 
high-margin contracts in PBG’s order backlog is decreasing, and competition in the construction industry is heating 
up). What is more, we expect strong competition to weigh on PBG's revenues in 2011, plus, the company's attempts 
at branching out of its “natural habitat” without adequate human resources and know-how raises concerns over the 
profitability of new contracts. This can be interpreted as the first sign that future margins will be retreating from their 
current highs. We are reiterating a reduce rating on PBG. 
 
On a 14% lower-than-expected revenue, PBG generated a higher-than-expected gross margin (16.6% vs. expected 14.7%). 
By discontinuing cumulative reporting of intercompany eliminations, which are now presented separately for each segment, 
PBG made it impossible to conduct period-over-period comparisons. The Q409 gross profit was influenced by reversed 
provisions for potential contract losses (we suspect that the bulk of the PLN 22.2m reversals made in H2 2009 were booked in 
Q4 2009 profits). Assuming that the amount credited to the fourth-quarter profit was PLN 15.3m (67% of the total reversals), 
the adjusted gross profit would have been PLN 138.9m (gross margin would have been slightly ahead of estimates at 15.0%).  
 
SG&A expenses amounted to PLN 27.3m, less than our PLN 29.9m estimate, while other net operating expenses exceeded 
expectations at PLN 9.0m (we expected PLN 4.3m). Other net financial expenses were lower than predicted (PLN 5.5m) at 
PLN 2.8m. Tax was in line. Minority interests produced a loss of PLN 10m versus an expected profit of PLN 14.3m, as a result 
of the following accounting operation:  
Hydrobudowa Polska, which is 62.74% controlled by PBG, owns a 100% interest in Hydrobudowa 9 and consolidates its 
earnings since January 2009. Normally, therefore, PBG should recognize 37.26% of the earnings of Hydrobudowa 9 under 
minority interests. However, under IAS 27, implemented in Q4 2009, the majority shareholder should consolidate the whole of 
the earnings of a subsidiary in which it holds an interest of less than 100% so long as the subsidiary reports negative equity 
(as is the case of Hydrobudowa 9, whose equity was a negative PLN 125m at year-end 2009). If it had not been for IAS, the 
profits attributable to minority interests reported by PBG would have been at least PLN 13.8m, representing 37.26% of the 
Q409 profit of Hydrobudowa Polska (PLN 37.0m). PBG will continue to consolidate the financial statements of Hydrobudowa 9 
until the latter achieves a positive equity, which means that it will book additional gains over the next few years.  
Hydrobudowa 9’s negative equity could be an effect of provisions for contract losses recognized before the takeover by PBG. 

Reported vs. forecasted Q4 2009 results of PBG 

Source: PBG, F - forecasts by BRE Bank Securities, Consensus estimates by PAP; * earnings calculated based on the difference between FY 2009 consolidated 
report and Q3 2009 earnings 

  Q4 2009* Q4 2009F difference 

Consensus 

Estimates difference Q4 2008 change 

Revenue 926.9 1082.0 -14.3% 1066.0 -13.0% 720.3 28.7% 

Gross profit 154.2 159.1 -3.1% - - 129.7 18.8% 

Gross margin 16.6% 14.7% - - - 18.0% - 

EBIT 117.8 124.9 -5.6% 127.0 -7.2% 80.8 45.9% 

EBIT margin 12.7% 11.5% - - - 11.2% - 

Pre-tax income 115.1 119.4 -3.6% - - 90.6 26.9% 

Pre-tax margin 12.4% 11.0% - - - 12.6% - 

Net income 101.5 82.4 23.3% 87.8 15.6% 73.5 38.1% 

Net margin 11.0% 7.6% - 8.2% - 10.2% - 
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Reported vs. forecasted Q4 2009 results of Hydrobudowa Polska 
 
 
 
 
 
 
 
 
 
 
 

PBG’s earnings in Q4 2009 were improved by the release of contract and guarantee provisions and minority losses. Below, we 
present our estimate of the group’s recurrent earnings, on the assumption that 67% of the provisions released were for Q4 
2009. Our calculation of recurrent earnings factors in the impact of IAS 27 on minority profits. Under IAS 27, it is necessary not 
to recognize part of the profits/losses of minority shareholders of Hydrobudowa Polska (in the part that corresponds to the 
profit of Hydrobudowa 9). If Hydrobudowa 9 did not have negative equity, instead of PLN 10m minority loss PBG would report 
a PLN 13.8m minority profit for Q4 2009. The difference that arises reduces recurrent profits for Q4 2009.  
 
Estimated Recurrent earnings of Hydrobudowa and PBG 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: BRE Bank Securities, PBG;  earnings calculated based on the difference between FY 2009 consolidated report and Q3 2009 earnings 
 

Changes in the provisions of PBG and Hydrobudowa Polska (PLN m) 
 
 
 
 
 

Source: BRE Bank Securities, Hydrobudowa Polska, PBG; * earnings calculated based on the difference between FY 2009 consolidated report and Q3 2009 
earnings 
 

FY2009 results by business segment 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: BRE Bank Securities, Hydrobudowa Polska, PBG 

  Q4 2009* Q4 2009F differ. Q4 2008 change 

Revenue 625.8 548.0 14.2% 384.0 63.0% 
Gross profit 63.1 49.3 28.0% 26.6 137.6% 

Gross margin 10.1% 9.0% - 6.9% - 

EBIT 43.8 29.3 49.4% -6.4 -783.1% 

EBIT margin 7.0% 5.4% - -1.7% - 

Pre-tax income 42.6 31.2 36.3% 1.0 4291.4% 

Pre-tax margin 6.8% 5.7% - 0.3% - 

Net income 37.0 28.6 29.7% 6.0 515.5% 

Net margin 5.9% 5.2% - 1.6% - 

Source: Hydrobudowa Polska, F - forecasts by BRE Bank Securities 

(PLN m)  
Q4 2009          

recurrent 

Q4 2009          

nominal 
Difference 

Sales revenue 926.9 926.9 0.0 

Gross profit 138.9 154.2 -15.3 

% margin 15.0% 16.6% - 

EBIT 102.5 117.8 -15.3 

% margin 11.1% 12.7% - 

Pre-tax profit 99.8 115.1 -15.3 

% margin 10.8% 12.4% - 

Net profit 62.4 101.5 -39.1 

% margin 6.7% 11.0% - 

(PLN m) Q4 2009 Q2 2009 Q4 2008 

Q4/Q2 2009 

change 

Grupa PBG 53.2 75.5 88.5 -22.2 

Hydrobudowa Polska 39.0 64.9 80.8 -25.9 

(PLN m) Gas & Oil 

Hydro-

engineering Fuels Construction Roads Other Total 

PBG        

Revenue 399.8 996.0 83.3 881.2 187.0 30.6 2578.0 

Gross profit 84.3 121.1 7.7 136.8 29.7 12.5 392.1 

Gross margin 21.1% 12.2% 9.2% 15.5% 15.9% 40.9% 15.2% 

        

Hydrobudowa Polska      
Revenue 4.2 840.1 22.3 729.6 24.1 55.3 1675.6 

Gross profit 0.0 100.1 -12.4 71.7 0.3 5.0 164.7 
Gross margin 0.1% 11.9% -55.8% 9.8% 1.3% 9.1% 9.8% 
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List of abbreviations and ratios contained in the report. 
EV – net debt + market value (EV – economic value) 
EBIT – Earnings Before Interest and Taxes 
EBITDA – EBIT + Depreciation and Amortisation 
PBA – Profit on Banking Activity 
P/CE – price to earnings with amortisation  
MC/S – market capitalisation to sales 
EBIT/EV – operating profit to economic value  
P/E – (Price/Earnings) – price divided by annual net profit per share 
ROE – (Return on Equity) – annual net profit divided by average equity 
P/BV – (Price/Book Value) – price divided by book value per share 
Net debt – credits + debt papers + interest bearing loans – cash and cash equivalents  
EBITDA margin – EBITDA/Sales 
 

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

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

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

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

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

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

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

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

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

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

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


