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PGNiG shares have plummeted nearly 15% in the 
quarter to date, with sentiment dampened by 
expectations that rising prices of oil will hurt the gas 
company's trading profits in 2018. What the market is 
overlooking, however, is the fact it is not the price tag 
itself that shapes these profits, but, rather, it is its 
relationship to the prices of natural gas, serving as a 
measure of the extent to which the higher costs can be 
passed onto end consumers. In the diagrams below, 
we tried to demonstrate that, by the end of September 
2017, European gas contracts had fully priced the 10% 
ytd increase in the price of Brent crude, and that the 
margins that PGNiG earns on gas purchased from 
Russia's Gazprom (with the pricing indexed to POLPX 
forward contracts) have been holding at steady levels. 
The Company's LNG supply deal with Qatargas could 
put a strain on the future trading profits (see chart at 
bottom left), but the impact is bound to be small given 
the low volumes (any change in margin by  
PLN 10/MWh is equivalent to ca. PLN 0.2bn of 
EBITDA). Investors should also keep in mind the 
deregulation of Polish commercial natgas sales, in 
effect since October 2017, which allows PGNiG to 

flexibly adjust the prices charged from commercial end 
users, who represent over 75% of the total sales 
volumes, to market reality. In our view, the free 
market pricing for commercial gas sales will more than 
offset the potential negative effects of the remaining 
tariff regime for household prices (with the costs 
based on POLPX quotes up by an estimated  
PLN 8/MWh, and any PLN 1/MWh shift not reflected in 
the tariff taking away about PLN 50m from PGNiG's 
margin), with an additional  boost to the tune of  
PLN 6/MWh provided by cross-border spread 
(geographic premium), set to add PLN 0.8bn to 
revenues.  Further, keep in mind that rising gas prices 
drive PGNiG's profits from E&P activity, with the 
additional revenue at the current price level exceeding 
PLN 0.7bn. Summing up, we still very much 
recommend PGN as a buy, and with the stock trading 
at 4.5x 2017E EV/EBITDA and 3.9x 2018E EV/EBITDA 
on our estimates, it offers a substantial discount to 
upstream peers (5.3x) and an even bigger discount 
relative to comparable utilities (trading, heat, and 
distribution are expected to generate 40% of the 
annual EBITDA in the years 2017-2019).  

Rating: buy | target price: PLN 7.73 PLN | current price: PLN 5.86 

European natgas prices vs. Brent crude ($/toe) 

Source: Bloomberg, Dom Maklerski mBanku 

*Theoretical margins on sales of gas supplied under each contract at the 1Y fwd price quoted on the POLPX exchange 
Source: Bloomberg, Dom Maklerski mBanku 

EU natgas vs. Brent prices 

PGNiG margins on Qatar & Russia gas (PLN/MWh)* Natgas prices in Germany and Poland (PLN/MWh) 
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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 

 

OVERWEIGHT (OW) – a rating which indicates that we expect a stock to outperform the broad market 
NEUTRAL (N) – a rating which indicates that we expect the stock to perform in line with the broad market 

UNDERWEIGHT (UW) – a rating which indicates that we expect the stock to underperform the broad market 

 
Recommendations of Dom Maklerski mBanku : 

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. 

 

mBank S.A. with its registered office in Warsaw at Senatorska 18 renders brokerage services in the form of derived organisational unit—Brokerage Office which uses name Dom Maklerski 
mBanku. 

 

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 judgment 
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 methodological correctness and 

objectivity, on the basis of sources available to the public, which Dom Maklerski mBanku considers reliable, including information published by issuers, shares of which are subject to 

recommendations. However, Dom Maklerski mBanku, 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, incomplete 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 document 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. 

 

mBank 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. 

 

It is possible that mBank S.A. in its brokerage activity renders, will render or in the past has rendered services for companies and other entities mentioned in the present report.  
 

mBank S.A. does not rule out offering brokerage services to an issuer of securities being the subject of a recommendation. Information about any conflicts of interest that may arise in 

connection with the issuance of recommendations (should such a conflict exist) is provided below, and it is valid as of the date of the most recent Monthly Report published by Dom 

Maklerski mBanku or as of the date of the most recent recommendation issued for an Issuer, as applicable. 
 

This document was not transferred to the issuers prior to its publication. 

 
mBank S.A. serves as underwriter for the following issuers: Asseco Business Solutions (a unit of Asseco Poland), Atal, Bank Ochrony Środowiska, Capital Park, Ergis, ES-System, IMS, MLP 

Group, Neuca, Pemug, Polimex-Mostostal, Polski Bank Komórek Macierzystych, Solar Company, Tarczyński, TXM, Vistal Gdynia, Zakłady Automatyki „Polna”, Zastal, ZUE.  

 
mBank S.A. serves as market maker for the following issuers: Alior Bank, Asseco Business Solutions (a unit of Asseco Poland), Atal, Bank Ochrony Środowiska, BZ WBK, Capital Park, CCC, 

Cyfrowy Polsat, Enea, Energa, Ergis, ES-System, Eurocash, Lotos, IMS, JSW, KGHM, Kruk, LW Bogdanka, MLP Group, Neuca, Orange, Polimex-Mostostal, Polski Bank Komórek 

Macierzystych, PKN Orlen, PGNiG, PZU, Solar Company, Tarczyński, Tauron, TXM, Vistal Gdynia, Zakłady Automatyki „Polna”, Zastal, ZUE. 
 

mBank S.A. receives remuneration from issuers for services rendered to the following companies: Agora, Alior Bank, Asseco Poland, Atal, Bank Handlowy, Bank Millennium, Bank Pekao, 

Boryszew, BZ WBK, Capital Park, CCC, CD Projekt, Cyfrowy Polsat, Echo Investment, Elemental Holding, Enea, Energa, Erbud, Ergis, Erste Bank, Eurocash, Getin Noble Bank, Impexmetal, 

ING BSK, KGHM, Kruk, Lotos, LW Bogdanka, Netia, Orange Polska, OTP Bank, PA Nova, PGE, PGNiG, PKN Orlen, PKO BP, Polnord, Polski Bank Komórek Macierzystych, Polwax, PZU, 
Raiffeisen Bank International, Robyg, Skarbiec Holding, Stelmet, Sygnity, Tarczyński, Tauron, TXM, Unibep, Uniwheels, Vistal Gdynia, ZUE. 

 

In the last 12 months mBank S.A. has been an offering agent of the issuer’s shares in a public offering for the following companies: TXM. 
In the last 12 months mBank S.A. has been co-book runners for Famur, LC Corp, and GetBack. 

 

Asseco Poland provides IT services to mBank S.A. 
 

mBank S.A. has a cash service agreement in place with Pekao and a phone subscription agreement in place with Orange Polska S.A. 

 
mBank 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. mBank, 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 mBank S.A. 

Recommendations are addressed to all Clients of Dom Maklerski mBanku. 

 
Recommendations are addressed to all Clients of Dom Maklerski mBanku. 

 

The activity of mBank S.A. is subject to the supervision of the Polish Financial Supervision Commission. 
 

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 Dom Maklerski 

mBanku authorised to access the premises in which recommendations are prepared and/or individuals having to access to recommendations based on their corporate roles, 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. 

Relative – 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. 
Economic profits – discounting of future economic profits; the weak point is high sensitivity to changes in the assumptions made in the valuation model. 

Discounted Dividends (DDM) – discounting of future dividends; the weak point is high sensitivity to changes in the assumptions as to future dividends made in the valuation model. 

NAV - valuation based on equity value, one of the most frequently used method in case of developing companies; the weak point of the method is that it does not factor in future changes 
in revenue/profits of a company. 

http://www.mdm.pl/
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