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At PLN 603m, net income was in line with our expectations (PLN 596m), but slightly below market consensus (PLN 
619m). Fee income disappointed (PLN 572m vs. PLN 623m forecasted and PLN 613m a quarter earlier), which was to a 
certain extent offset by higher-than-expected trading income (PLN 171m vs. PLN 159m forecasted). Expenses 
surprised on the upside, undershooting our forecast by nearly 4%. Loan-loss provisions were in line with 
expectations. The Bank’s loan portfolio shrank for another quarter in a row (-5% q/q, -12.5% y/y) due to weak demand 
in the corporate segment. We expect this situation to persist in FY 2010, although in H2 2010 we can expect an 
improvement vs. the very weak first quarter. We believe there is little potential for further earnings improvement 
unless lending accelerates. The Bank does have room for growth in this respect. After Q1’10, its capital adequacy 
ratio was 18.4% (with only the profit for FY 2009 factored in), which depresses the ROE (12.9%). Effective capital 
management would entail these two numbers being swapped. The Bank does not preclude acquisitions, and it has 
enough capital for these. Still, we do not expect it to buy BZ WBK. We see no reason to revise our forecasts. We 
expect the Bank to earn PLN 2.67bn this year. In Q1’10, the Bank met 23% of our FY projection. We have adjusted our 
target price for dividends (day of record is 17 May, and shares went ex-dividends on 13 May). This reduces the per 
share target price by PLN 2.9, to PLN 172.8 per share.  

Reported vs. forecasted Q1 2010 results 

Source: Pekao, BRE Bank Securities; *before provisions 

 
Interest income was in line with expectations. Interest margin on total assets increased by ca. 5bps, in line with our 
expectations. We believe the source of this improvement lies in the declining cost of financing, which was made possible by 
the outflow of big corporate deposits witnessed towards the end of last year. We believe that in the coming quarters it will be 
increasingly difficult to improve interest income on the basis of the deposit margin, due to the declining market interest rates 
(3M WIBOR currently stands at 3.85% vs. 4.1% at the end of March, and the average for Q1’10 was even higher). We need to 
wait until next year, when interest rates are expected to grow, to see a bigger improvement in the deposit margin. One 
opportunity for an improvement in interest income is accelerated lending and putting an end to the downward trend affecting 
the loan portfolio. We expect the first positive signals in H2 2010, though the improvement will be moderate.  
 
Fee income was much lower than expected (PLN 572m vs. PLN 623m) due to a very prominent plunge in the so-called “other 
banking fees”. We expected less impactful seasonal effects than last year, but the decline in client activity (as witnessed by, for 
example, the decline in loan and deposit volumes), the tough winter and seasonal effects (Q1 vs. Q4) led to a big decline in 
this area. We expect this part of fee income to start increasing gradually, all the more so that we expect greater business 
activity in lending.  
 
 
 
 
 
 
 
 
 
 
 
 
 

 (PLN m) Q1’10F Differ. Q1’10 Change Q1’09 2010F Change 2009 Q1’10/2010F 

Interest income 994 1.1% 1 005 10.5% 910 4 314 -11.9% 3 802 23.3% 

Fee income 623 -8.2% 572 8.2% 529 2 542 -10.0% 2 289 22.5% 

NIM 3.1% -  3.1% -  2.7% 3.2% -  2.9% -  

Income f. banking oper. 1 777 -1.6% 1 748 3.2% 1 694 7 553 -6.5% 7 063 23.1% 

Operating expenses -937 -3.6% -904 -2.3% -925 -3 823 -3.9% -3 673 23.6% 

Operating income* 859 0.3% 861 9.1% 789 3 806 -8.9% 3 466 22.6% 

Provisions -140 -0.3% -140 -52.6% -92 -571 -6.6% -534 24.5% 

Pre-tax profit 740 0.2% 742 4.4% 711 3 306 -9.3% 2 998 22.4% 

Net profit 596 1.0% 603 6.4% 566 2 661 -9.4% 2 412 22.6% 
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Costs provided another surprise on the upside, declining by PLN 9m vs. the preceding quarter. A careful approach to costs 
and a very low cost / income ratio (51% after Q1’10 and 51.4% in 2009) make Pekao stand out in the sector. We believe such 
effective cost management may continue, but will do little to help improve earnings further.  
 
In Q1’10 the Bank consolidated its call center, which increased employee headcount by 321. The Management’s comments to 
the report state that excluding consolidated subsidiaries, headcount declined by 52. The consolidation of the call center 
increased payroll expenses, but reduced non-payroll expenses.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Asset quality 
The NPL portfolio increased by PLN 106m during the quarter, which shows that the rate of NPL expansion is much slower 
than in H1'09 (PLN 0.5bn per quarter). The Bank showed the breakdown of its NPLs. Out of the PLN 5.8bn total, PLN 1.7bn 
were in the retail segment (+PLN 71m q/q) and PLN 4.1bn in the corporate segment (+PLN 35m). Year-on-year, retail NPLs 
increased by a mere PLN 77m, which is surprisingly low. The ratio of NPLs to total loans barely budged (from 5.8% at the end 
of Q1’09 to 6% now). In the corporate segment, NPLs increased by PLN 0.44bn, and the NPL/total loans ratio from 5.8% to 
7.9%. These numbers are still below market averages for corporate loans and only a little higher than retail averages. We 
believe in FY 2009 most of the Bank's provisions were created in the corporate segment, and this year most of them will be in 
the retail segment.  
 
Balance-sheet trends 
Since Q1’07, the Bank’s assets have fluctuated within the PLN 120-134bn bracket (PLN 128bn after Q1'10). In Q1’10, Pekao 
reduced its exposure to cash and central bank balances, but increased to securities available for trading. The decline in net 
loans by PLN 3.75bn during the quarter was by and large reflected by a decline in total assets (PLN 2.7bn). Since Q1’09, the 
loan portfolio has been shrinking consistently. In Q1’10, it declined by nearly 5% q/q and 12.5% y/y. We believe in the 
following quarters this downward trend will be less prominent. We believe the high negative growth rates in Q1’10 are a 
consequence, inter alia, of a high base of comparison. We have been observing weak growth in loans for several quarters, but 
the scale of this phenomenon did not become clear until Q1’10. A fairly important factor is also the appreciation of the zloty, q/
q and in particular y/y.  
The main driver of the decline in the loan portfolio is the decline seen in corporate loans. In addition, in Q1’10 the repo portfolio 
shrank as well, which reduced “other” client receivables. Within the corporate segment, the declines are the most profound for 
loans to big corporations, which is the factor responsible for the q/q decline in the portfolio. Year-on-year, the lending 
slowdown can be seen in all subsegments.  
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Change in volumes Y/Y 

Source: BRE Bank Securities, Pekao 
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 (PLN m)  1Q09 2Q09 3Q09 4Q09 1Q10 Q/Q Y/Y 

Loans 86 553 82 412 79 754 79 484 75 735 -4.7% -12.5% 

Deposits 95 147 93 439 88 073 97 250 93 582 -3.8% -1.6% 

Assets 133 884 128 203 124 212 130 616 127 928 -2.1% -4.4% 

Interest income 910 948 970 974 1 005 3.2% 10.5% 

Fee income 529 554 594 613 572 -6.6% 8.2% 

Trading income 256 314 202 201 171 -14.8% -33.2% 

Income f/ banking operations 1 694 1 816 1 765 1 787 1 748 -2.2% 3.2% 

Other operating income 20 12 33  11 16 48.0% -19.3% 

Banking income 1 714 1 828 1 798 1 798 1 764 -1.9% 2.9% 

Operating expenses -925 -938 -897 -913 -904 -1.0% -2.3% 
Operating income before provi-
sions 789 890 901 886 861 -2.8% 9.1% 

Provisions -92 -152 -151 -138 -140 1.2% 52.6% 

Operating income 698 737 750 747 721 -3.6% 3.3% 

Share of profit of associates 13 18 15 19 21 9.1% 59.3% 

Pre-tax income 711 755 765 766 742 -3.2% 4.4% 

Tax -141 -141 -142 -152 -137 -9.9% -3.1% 

Minority interests -3 -1 -2 -3 -2 -24.1% -33.2% 

Net profit 566 613 620 612 603 -1.5% 6.4% 

Source: BRE Bank Securities. Pekao 

Quarterly earnings overview 
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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, Enea, Energoaparatura, EnergomontaŜ 
Północ, Erbud, Es-System, Farmacol,  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. 


