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Central and Eastern Europe
Why CEE Banks Could Be Your Next Payday

We expect CEE banking sector’s earnings to continue to grow,
though the slowdown in euro-zone and on global markets poses a
threat to the economic growth in our region as well. Assuming more
interventions by central banks, we believe that in face of expected
higher consensus, the valuation of the banking sector looks
particularly attractive. The drops in global markets this year (since
April) have hit financial companies (MSCI EME Financials -7.2%;
Bloomberg bank index -19%) rather than a wide index of Emerging
Europe companies (-1.9%) while the valuation of the MSCI EME
Financials index itself looks particularly attractive, considering
12-month forward P/E, quoted with 18% discount to 3Y average and
as high as 27% discount to 5Y average. Currently, we prefer CEE
banks over Polish banks due to very good performance momentum
(growing volumes + low risk cost), high yield and smaller regulatory
pressure (risk of currency conversion for CHF loans). In addition, we
believe that the comparable equity standing would help banks in the
region to compete in the area of dividend as well. Considering all
listed factors and the attractive stock quotations, we believe that the
valuation gap in relation to the Polish banking sector will be
gradually closing. Our top picks are Erste Group and Moneta Money
Bank. With this report, we also initiate fundamental analysis for
Moneta Money Bank and RBI.

Why do we prefer the region over Poland?

We believe that the valuation for CEE banks is presently much more
attractive than in Poland. The average growth potential for banks mentioned
in this is 25.7% at the moment, as compared to 16.9% for Poland.
Historically, Polish banks’ valuation was with considerable premium as
compared to the region due to the market potential (one of the strongest
CEE markets with low loan saturation), operating stability and strong equity
position and, consequently, dividend opportunities. In turn, banks in the
region were facing regulatory pressure in recent years, starting with
increasing capital requirements (Erste, RBI) to armed conflicts and sanctions
to implementation of bank taxes or currency conversion for CHF loans (OTP,
Erste, RBI). Nonetheless, recent performance growth, above-average asset
quality and lesser regulatory pressure should make the investors inclined to
take a closer look at the banks in CEE region again.

We prefer Erste over RBI and Moneta over Komercni

Our top picks in the region are Moneta Money Bank and Erste Group. As for
the first bank, we believe that good macro-economic momentum will
continue to be reflected in bank results, while in the case of Erste Group, we
believe that the Management Board’s guidance as well as the consensus are
too conservative again. RBI is the least preferred bank where investment
risk is at @ much higher level; this is caused by CHF loan portfolio in Poland,
if nothing else. Furthermore, RBI is dependent on business in Russia to a
great extent, and despite good performance is weights on the SOTP
valuation. We see also a relatively low growth potential in OTP and Komercni
Banka, which in the case of KB stems from low performance growth rate,
while in the case OTP - from strong adherence to the quotation (+15% in
USD over the last 12 months).

P/E P/B

Company

2019E 2020E 2021E 2019E 2020E 2021E
OTP Bank 8.2 7.5 7.4 1.5 1.3 1.2
Komercni Banka 10.3 10.6 10.2 1.5 1.4 1.4
Moneta Money B 10.2 9.5 9.4 1.5 1.5 1.4
Erste Group 8.5 7.8 7.3 0.9 0.8 0.8
RBI 6.2 5.9 5.4 0.5 0.5 0.5
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WIG-Banks 7,060
MSCI EME Financials 700
2019E P/E 10.2x
2019E P/B 1.2x

Sector Outlook

The economic growth, string loan volumes and the
strongest equity standing since summer support
banks’ performance in the region. The banks in the
region benefit from a favorable macro-economic
situation, and this is most visible in low risk cost.
Even though the economic slowdown is more and
more visible on the horizon, we expect the sector to
benefit for al least another two years. Recent
readings in the euro-zone and globally put some
shadow on the sector, but we expect the situation to
be assisted by central banks’ interventions again. In
this environment, we maintain positive approaches
to the banking sector.

MSCI EME Financials vs. WIG-Banks
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Target Price Rating
Company
new old new old
OTP Bank 14,681 13,046 buy hold
Komercni Banka 945.02 1000.00 buy accumulate
Moneta Money B 94.33 - buy -
Erste Group 40.38 43.72 buy buy
RBI 23.05 - accumulate -
Current Target A
Company Price Price S
OTP Bank 11,990 14,681 +22.4%
Komercni Banka 817.50 945.02 +15.6%
Moneta Money B 76.35 94.33 +23.6%
Erste Group 30.21 40.38 +33.2%
RBI 20.49 23.05 +12.5%

Analysts:

Michat Konarski
+48 22 438 24 05
michal.konarski@mbank.pl

Mikotaj Lemanczyk
+48 22 438 24 07
mikolaj.lemanczyk@mbank.pl
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OTP Bank: buy (upgraded)

OTP HB; OTPB.BU | Banks, Hungary

Acquisitions Will Drive Performance and Dividends Current Price HUF 11,990
Target Price HUF 14,681

We upgrade OTP Bank from hold to buy, with the 9M target price

raised to HUF 14,681 per share. The review of our target stock price LIS T HUF 3,404bn

is caused by the bank’s very good performance in 1H'19, but also by Free Float HUF 3,404bn

new acquisitions which will supporting the performance in years to ADTV (3M) HUF 10.8bn

come. In 2Q’'19, OTP Bank beat the consensus by 10% at the net
profit line, while the bank itself reported the highest recurring result Ownership
in history. OTP Bank, just like other banks in the region, benefits

from the peak of the economic cycle and this is reflected in low risk MOL 8.57%
cost. We realize that this situation should become normalized in the  Kafijat Ltd. 7.22%
coming years, but at the same time we believe that the higher risk Opus Securities SA 5.18%
cost can be neutralized by acquisitions. In the past year, OTP Bank Groupama 5.12%
bought 6 banks from Societe Generale in Albania, Bulgaria, Serbia,

Moldova, Montenegro and Slovenia. We estimate that in 2020, the Others 73.91%

new acquisitions’ total contribution to earnings will be as high as
11% before cost synergies are reached (merger with existing OTP
Bank bus_messes in Serbia and Montenegro), and this in turn would OTP Bank is a universal bank, operating on Central
help achieve ROE of 19% as compared to 11% at Erste and 9% at and East European markets. OTP Bank's largest
RBI. In our opinion, the increasing returns and dividend justify the operations are run in Hungary, Bulgaria and Russia.

Business Profile

premium in relation to comparable Austrian companies. The Bank does not have a strategic investor. In the
recent years, the bank developed through numerous
Very good performance will increase the consensus acquisitions in the region.

OTP Bank surprised positively with its performance in 2Q’19, beating the OTP vs. MSCI EME Fin
consensus by as much as 10%. Low balance of reserves, positive growth
rate of basic ratios will motivate the consensus, in our opinion, to increase

by approx. 10% for 2019, 12% for 2020 and 4% for 2021. Our forecasts 14,500 OTP HB
were raised by as much as 20% for 2019 and 25% for 2020. This HUF
considerable change stems from better basic income and risk cost being —— MSCI EME Financials

much lower than expected, and for 2020, additionally, from acquisitions in 13,000
Moldova, Slovenia and Serbia being included in our model. After 1H’19, OTP
Bank has achieved 46% of our annual forecast, but at the same time we
need to remember that 1Q’19 is seasonally weaker, because of the recording 11,500
of the entire bank tax, if nothing else. Ultimately, our forecast is consistent
with the Management Board’s declarations to achieve ROE above 15% in

2019.
10,000

The dividend will increase and considerably at that
As at the end of 2Q'19, OTP Bank reported CET1 solvency ratio of 15.9%
and TCR at 17.4%. The Management Board estimates that 2019 acquisitions 8,500

(Moldova, Montenegro, Slovenia) would reduce solvency ratios by 2.8 p.p., & A 2 = A
still leaving OTP with a comfortable buffer. What is important, OTP does not 2 3 ol Fa 2
plan any new major acquisitions, and this makes the Management Board < = . = <
inclined to increase the flow of dividend to shareholders or other forms as
purchase of its own shares. Until now, OTP dividend was rather modest, and Target Price Rating
this was justified by significant regulatory burdens or most recent M&A Company d d
activities with the DY ratio oscillating in the range of 1%-2%. We believe new ° new °
that once new businesses’ integration process is over, DY ratio would grow OTP Bank 14,681 13,046 buy hold
o)
to at least 4.5% in 2021. T C“:::: Tirr?:: Upside
OTP Bank 11,990 14,681 +22.4%
(HUF bn) 2017 2018 2019E 2020E 2021E FerceEet Upehie ZOOE RN 20 20E
Net interest income 546.7 599.8 701.9 803.1 842.8 Total income +6.2%  +15.7%
Noninterest income 262.2 285.9 352.1 386.2 400.4 Pre-tax Income +18.1%  +16.5%
Total costs 441.8 496.8 560.3 621.3 641.1 Net income 120.4%  +24.5%
Operating income* 367.1 388.9 493.7 568.0 602.1
Net income** 281.1 318.2 388.1 424.8 434.9 Analysts:
ROE (%) 18.4 18.4 19.6 18.4 16.6 Michat K K
ICha onarski

P/E (x) 11.4 10.1 8.2 7.5 7.4 +48 22 438 24 05
P/B (x) 2.0 1.8 1.5 1.3 1.2 michal.konarski@mbank.pl
DPS (HUF) 199.2 229.6 228.9 237.4 548.5 Mikotai L v

. ) ikotaj Lemanczy
Dividend yield (%) 1.7 1.9 1.9 2.0 4.6 448 22 438 24 07
*before provisioning; **attributable to shareholders mikolaj.lemanczyk@mbank.pl
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Komercni Banka: buy (upgraded)

KOMB CP; BKOM.PR | Banks, Czechia
Slow Rise In NIM

We reduce our target price down to CZK 945.02 per share for
Komercni Banka, but we bump up our recommendation to buy. In
the last 12 months, KB's share price decreased by 12%, despite
results being better than expected for at least 2 years (except for
those in 1Q'19 as was expected). We think that some of the
responsibility for drop in bank assets’ valuation rests with the
politicians who kept mentioning the implementation of the tax in
various forms, which ultimately is not going to happen. Our latest
forecasts are reduced by 1% for 2019 and 7% for 2020, mostly
because of the disappointing projection of the net interest income.
In the last 2 years, the National Czech Bank (CNB) increase the
reference rate by 100 b.p. (195 b.p. from minimum levels in 2012),
while KB's interest margin went up by measly 4 b.p. We believe that
the absence of any effect of the increases is not only because of the
structure of fixed-rate loans, but primarily because of competition,
which caused a significant drop in margins on new loans.
Nonetheless, we expect a light rebound in quarterly interest margin
in 2020 and 2021. We continue to perceive KB as safe haven in the
region, with strong equity position, stable operating environment,
high returns, and relatively high dividends.

Competition devours interest rate raises

Despite considerable raises of interest rates, KB’s margin did not record any
significant rebound. We believe that price competition in the market is to
blame for this situation. In our opinion, this is demonstrated by the drop in
spreads on consumer loans by 182 b.p. in the last 2 years and mortgage
loans by 100 b.p. (-214 b.p. over 5 years) in relation to the base rate
growing by 100 b.p. over the last 2 years. This means that new loans or
rolling loans (mortgage) carry much lower interest rate than they used to
historically, and this makes the effect of rate raises invisible in banks’
margin. We think that with no new base rate raises the price war would calm
down, and the margins would stabilize accordingly. Moreover, we think that
KB’s interest margin has a chance to rebound, but only in 2020.

There will be no bank tax

The proposed bank tax posed a major threat for Czech banking sector.
However, the National Development Fund was created instead of the tax,
and it should not pose any material risk for the sector’'s profitability.
The fund’s value was initially set at CZK 7 billion, to be contributed in 2020
by the 4 largest Czech banks (CS, CSOB, KB and UniCredit), without ruling
out contributions from the rest of the sector. The Fund will be aimed at long-
term investment in profitable strategic projects to be approved by a
committee composed of banks and governmental representatives.
Fund participants will receive investment shares and the investment as a
whole shall be recognized in equity and will not affect PLA.

(CZK m) 2017 2018 2019E 2020E 2021E
Net interest income 20,808 22,509 23,767 24,355 25,728
Noninterest income 11,393 9,692 9,100 9,255 9,450
Total costs 14,516 14,635 15,113 15,278 15,674
Operating income* 17,685 17,566 17,754 18,332 19,504
Net income** 14,930 14,848 15,022 14,571 15,205
ROE (%) 15.1 15.1 14.7 13.6 13.6
P/E (x) 10.3 10.4 10.3 10.6 10.2
P/B (x) 1.6 1.5 1.5 1.4 1.4
DPS (CZK) 40.0 47.0 51.0 51.0 51.0
Dividend yield (%) 4.8 5.7 6.2 6.2 6.2

*before provisioning; **attributable to shareholders

mBank.pl

Current Price CZK 817.50
Target Price CZK 945.02
Market Cap CZK 183.51bn
Free Float CZK 72.30bn
ADTV (3M) CZK 193.6m
Ownership

Société Générale S.A. 60.4%
Others 39.6%

Business Profile

Komercni Banka is one of the largest banks in Czech
Republic. The bank runs universal operations,
serving both corporations and retail clients. The
bank’s credit portfolio is presently composed of
mortgage loans portfolio in 43%, consumer loans in
6% and corporate loans in 51%. The bank has a
high rate of return on equity at ~15%. It maintains
very low risk cost, reflecting very good operating
environment in Czech Republic.

KOMB vs. MSCI EME Fin
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Target Price Rating
Company
new old new old
Komercni Banka 945.02 1000.00 buy accumulate
Current Target .
ColmBany Price Price Upside
Komercni Banka 817.50 945.02 +15.6%
Forecast Update 2019E 2020E
Total income -4.5% -7.5%
Pre-tax income -0.7% -7.3%
Net income -0.6% -7.4%
Analysts:
Michat Konarski
+48 22 438 24 05
michal.konarski@mbank.pl
Mikotaj Lemanczyk
+48 22 438 24 07
mikolaj.lemanczyk@mbank.pl
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Moneta Money Bank: buy (new)
MONET CP; MONET.PR | Banks, Czech Republic

High Returns, High Dividends

We initiate coverage of Moneta Money Bank with a buy call and a 9M
target price of CZK 94.33 per share. Moneta Money Bank is oriented
at retail clients and SMEs (consumer loans, mortgage loans and
investment credit facilities make up 76% of the credit portfolio).
Despite of a considerable share of risky loans, Moneta is
distinguished by above-average quality of the portfolio, with NPL
ratio at 1.8%, supported by repeated sales of debt claim portfolios.
On the other hand, a risky credit portfolio supports the interest
margin (3.7% to average assets) and ROE of the entire bank at
>15%. This allows the bank to pay hefty dividend and we expect the
dividend rate to be over 5% in the next 3 years. We believe that
presently, Moneta presents a much higher growth potential for share
quotations than Komercni Banka. On the other hand, because of the
portfolio structure, Moneta should be much more sensitive to
economic slowdown, although at the present moment we believe
that it will continue to benefit from the favorable operating
environment.

Management Board’s guidance

Moneta Money Bank expects net profit of more than CZK 3.8 billion in 2019-
20 and CZK 4.0 billion in 2021, with the cost base increasing (from
<CZK 5.0 billion to <CZzZK 5.2 billion) and operating profit growing (from
>CZK 10.3 billion to CZK 11.6 billion). The bank plans to pay >CZK 6.65bn a
year as dividends and keep ROTE at over 15.5%. Our forecasts are
consistent with the Guidance, although we expect lower risk cost in 2020
and higher risk cost in 2021. At the same time, our forecasts are now 2%
above the consensus for 2019 and 7%-4% for 2020-21.

The portfolio structure keeps changing

Moneta’s retail portfolio is being remodeled towards mortgage loans. Even as
late as in 2012, mortgage loans accounted for 26% as compared to 41% at
the end of 2018. Even though the bank sacrifices its margin on the one
hand, it builds relations with the clients and becomes resistant to changing
operating environment on the other hand. We forecast that the mortgage
loans portfolio will ultimately account for slightly over a half of retail loans.

Moneta as takeover target?

In terms of 2020 P/B ratio, Moneta ranks equal with Komercni and with a
significant premium to the CEE sector. In our opinion, the premium is
justified by the bank’s high ROE (>15%) and above-average DY (>6%).
On the other hand, the bank’s high-margin profile makes it significantly
vulnerable to operating environment and this may have negative
repercussions during a slowdown. Finally, the bank operates on a rather
concentrated market (controlled by Erste, KBC and SocGen) and this may
make it interested in finding a strategic partner. We think that Moneta may
become a target for acquisition, and one of natural candidates is PKO BP,
which is looking for takeovers in neighboring countries, while the surplus
capital would permit closing the transaction with no need for stock issue.

(CZK m) 2017 2018 2019E 2020E 2021E
Net interest income 7,364 7,409 7,965 8,675 9,358
Noninterest income 2,971 2,753 2,550 2,659 2,755
Total costs -4,763 -4,580 -4,662 -4,643 -4,813
Operating income* 5,388 5,310 5,364 6,185 6,780
Net income** 3,923 4,200 3,808 4,098 4,139
ROE (%) 14.8 16.5 15.0 15.8 15.5
P/E (x) 9.9 9.2 10.2 9.5 9.4
P/B (x) 1.5 1.5 1.5 1.5 1.4
DPS (CzZK) 9.8 8.0 6.2 5.6 6.0
Dividend yield (%) 13.0 10.6 8.1 7.4 8.0

*before provisioning; **attributable to shareholders

mBank.pl

Current Price CZK 76.35
Target Price CZK 94.33
Market Cap CZK 38.96bn
Free Float CZK 38.96bn
ADTV (3M) CZK 129.3m
Ownership

Chase Nominees Limited 13.97%
J.P. Morgan Bank Luxembourg S.A. 5.84%
Others 80.19%

Business Profile

Moneta Money Bank is a universal bank, focusing on
individual clients, small enterprises and SMEs. The
bank’s portfolio is composed of mortgage loans
portfolio in 56% and corporate loans in 44%.
Moneta Money Bank is characterized by high
digitalization and innovation. Its rate of return on
equity was 14-16% in recent years.

MONET vs. MSCI EME Fin
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Target Price Rating
Company
new old new old
Moneta Money B 94.33 - buy
Current Target .
ColmBany Price Price Upside
Moneta Money B 76.35 94.33 +23.6%
Forecast Update 2019E 2020E

Total income -
Pre-tax income -

Net income -

Analysts:

Michat Konarski
+48 22 438 24 05
michal.konarski@mbank.pl

Mikotaj Lemanczyk

+48 22 438 24 07
mikolaj.lemanczyk@mbank.pl
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Erste Group: buy (reiterated)

EBS AV; ERST.VI | Banks, Austria
Consensus Slow To React to Performance

We maintain a buy rating for Erste Group. For two years, Erste has
positively surprised with its quarterly performance, and the “"beat” is
usually in the double-digit range. Like other banks, Erste benefits
from the macro-economic situation in the region, and this, in turn,
translates into very low risk cost. Due to gradual normalization of
the risk cost, we think that in future years, the earnings growth rate
will be in the single digits on average. At the same time, Erste
continuously keeps facing negative developments from all over the
region, such as the alleged bank tax in Czech Republic, a bank tax in
Romania, which ultimately is much lower than initially planned, or
- most recently - the risk of interest rates’ cuts in the euro-zone
(we anticipate 34 b.p. pressure on the margin in Austria). All this
caused Erste's stock price to drop 15% over the last 12 months
while MSCI EME Financials went up by 2%. We believe that this
situation creates an investment opportunity. On the one hand, the
earnings consensus for 2019 and 2020 has been growing for the
past 3 months; on the other hand, however, the bank’s valuation is
at its lowest in the last 3 years (12M forward P/E 8.6x as compared
to 3Y average of 10.6x).

Consensus is slow to react

For the past 2 years, Erste has been showing quarterly performance better
than expected, but the annual consensus reacts with much delay.
For instance, between January 2018 and the most recent quarterly report,
2018 consensus went up by 23%. The consensus for the current year has
increased only by 1% since the beginning of the year, but reviews are
speeding up. We expect 1H’19 performance to cause an increase in the
consensus for another 3% for 2019 and 5%-8% for 2020/21.

The guidance is conservative, as usual

Erste’s Management Board is conservative in its forecasts as demonstrated
by the results for the last two years: 2018 ROTE at 15.2% (the Management
Board assumed >10%) and 2017 ROTE at 11.5% (the Management Board
assumed >10%). For 2019, the Management Board assumes ROTE at
>11%, again too conservative in our opinion. The conservative approach is
also indicated by the penalty of 230 million EUR which Erste was to pay in
Romania (ultimately lower by 80 million EUR) and still meet its annual
forecast. Our forecast assumes 2019 ROTE at >12%.

SOTP should give premium to Erste

About 66% of Erste Group results comes from Czech Republic, Slovakia and
Hungary, and “only” approx. 25% - from Austria. Nonetheless, in terms of
P/BV ratio, Erste Group is listed with deep discount to Czech banks or to
OTP, whose structure includes also low-valued banks in Russia or Ukraine.
We believe that the current market value covers Czech Republic, Hungary,
Romania and Slovakia and assigns a null value to other segments.
We believe that the ROE above 11%, dividend ratio above 4% deserves a
higher valuation than the current 0.9x P/BV.

(EUR m) 2017 2018 2019E 2020E 2021E
Net interest income 4,353 4,582 4,741 4,925 5,197
Noninterest income 2,122 2,144 2,267 2,343 2,410
Total costs -4,158 -4,181 -4,338 -4,450 -4,550
Operating income* 2,210 2,436 2,368 2,657 2,897
Net income** 1,316 1,793 1,534 1,667 1,773
ROE (%) 10.0 12.7 10.5 11.0 11.3
P/E (x) 9.9 7.2 8.5 7.8 7.3
P/B (x) 0.9 0.9 0.9 0.8 0.8
DPS (EUR) 1.0 1.2 1.3 1.5 1.6
Dividend yield (%) 3.3 4.0 4.3 5.0 5.4

*before provisioning; **attributable to shareholders

mBank.pl

Current Price EUR 30.21
Target Price EUR 40.38
Market Cap EUR 13.05bn
Free Float EUR 9.09bn
ADTV (3M) EUR 45.8m
Ownership

Strategic Investors 20.4%
Caixa Bank 9.9%
Others 69.7%

Business Profile

Erste Group is a regional bank offering universal
services in retail, corporate and investment banking.
Through its branches, the bank operates in such
countries as Austria, Czech Republic and Slovakia,
Romania or Hungary. In 2013, the bank sold its
Ukraine business.

EBS vs. MSCI EME Fin
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Target Price Rating
Company
new old new old
Erste Group 40.38 43.72 buy buy
Current Target q
Companyj Price Price SBSice
Erste Group 30.21 40.38 +33.2%
Forecast Update 2019E 2020E
Total income -1.2% -2.4%
Pre-tax income -2.9% -5.5%
Net income +2.3% +3.7%
Analysts:
Michat Konarski
+48 22 438 24 05
michal.konarski@mbank.pl
Mikotaj Lemanczyk
+48 22 438 24 07
mikolaj.lemanczyk@mbank.pl
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Raiffeisen Bank International: accumulate (new)

RBI AV; RBIV.VI | Banks, Austria
Ambitious Strategy and a Problematic Poland

We resume coverage of Raiffeisen Bank International (RBI) with an
accumulate call and a target price of EUR 23.05 per share. Raiffeisen
Bank International is an Austrian regional bank with presence all
over emerging Europe and banks in over 15 countries. The most
important bank in the Group’s region is the branch in Russia, which
contributes 44% of the net result, but makes only 12% of the
Group’s assets. On the other hand, the significant share of EE
segment (Russia, Ukraine, Belarus) in the Group’s results is
reflected in low SOTP, because historically Russian banks were
valued with deep discount (50%) to CE banks. Our valuation of RBI
is 2020 fair P/E 6.6x and P/B 0.6x i.e. with a discount to comparable
companies. We believe that this valuation is justified due to
definitively lowest profitability among the regional banks and the
entire CEE sector. Despite keeping low valuation, we see upside
potential of nearly 13% for the stock price, and the Management
Board’s implementation of ambitious strategy could increase this
potential even more.

We think that the strategy is ambitious

RBI's strategy includes a mid-term return on equity at 11%, increase in
loans at the average one-digit rate, risk cost below 45 p.b. in 2019 and C/I
at c¢.55% in 2021. The Management Board also plans to pay dividend
between 20% and 50% of the net profit, while keeping CET1 at >13%. Both
us and the consensus are more skeptical than the Management Board. In
the next 3 years, we expect ROE of approx. 9%, C/I at 59%, but also the
risk cost below 40 b.p. in 2021. Consensus currently expects 2020/21 ROE
between 9.6% and 9.0%. We believe that our forecast is conservative in the
cost area and risk cost area, which may normalize faster than we assume.
Our forecasts are 4%-2% below the consensus for 2019/20, and 10% higher
than for 2021. On the other hand, if the Management Board carries out its
strategy, this will bring a wave of increases in forecasts and valuations.

Poland remains a threat

Raiffeisen Bank International sold its Polish brand (Raiffeisen Polbank) to
BNP Paribas in 2018. However, some of assets remained in RBI's possession,
including mortgage loans denominated in CHF and some corporate loans.
Currently, business in Poland generates losses of 3 million EUR, caused by
high costs (including other cost items and bank tax). Nonetheless, the real
threat for RBI may consist in the CHF portfolio, which we estimate at
approx. 8 billion PLN. We believe that soon-to-be-announced rulings of the
European Court of Justice regarding CHF loans may, in extreme case, end
with collective suits, currency conversion for CHF loans at the rate, in which
the loan was granted, and consequently - with considerable write-downs.
Under the worst-case scenario, which anticipates suits also from those
clients who have already paid their loans, and the recorded loss consisting in
one-off write-down allocated to RBI would be 5 billion EUR i.e. approx.
1.15 billion EUR, devouring the net result for the entire year.

(EUR m) 2017 2018 2019E 2020E 2021E
Net interest income 3,225 3,362 3,420 3,722 3,943
Noninterest income 1,774 1,848 1,411 1,463 1,521
Total costs -2,994 -3,237 -3,067 -3,173 -3,239
Operating income* 2,004 1,973 1,765 2,012 2,225
Net income** 1,116 1,270 1,087 1,147 1,254
ROE (%) 11.4 11.4 9.0 8.9 9.2
P/E (x) 5.1 4.8 6.2 5.9 5.4
P/B (x) 0.6 0.5 0.5 0.5 0.5
DPS 0.0 0.8 1.2 1.0 1.0
Dividend yield (%) 0.0 3.9 5.7 4.8 5.1

*before provisioning; **attributable to shareholders

Current Price EUR 20.49
Target Price EUR 23.05
Market Cap EUR 6.76bn
Free Float EUR 2.78bn
ADTV (3M) EUR 19.8m
Ownership

Regional Raiffeisen banks 58.8%
Others 41.2%

Business Profile

Raiffeisen Bank International is one of the leading
banks both in the region and on the local market.
Apart from traditional banking, Raiffeisen provides
services in the area of lease, asset management and
M&A. Retail loans account for 37% of the portfolio,
and corporate loans - 51%. In 2018, Raiffeisen
exited the Polish market, keeping the portfolio of

CHF housing loans .
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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

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 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.

mBank S.A. as part of the Exchange's Analytical Coverage Support Programme (“Programme”, https://www.gpw.pl/eacsp) prepares analytical reports for the following companies: Cognor Holding,
Comarch, VRG. These documents are prepared at the request of Gietda Papieréw Wartosciowych w Warszawie S.A. (‘WSE’), which is entitled to copyrights to these materials. mBank S.A. receives
remuneration from the WSE for the preparation of the reports. All documents prepared for the Programme are available at:
https://www.mdm.pl/ui-pub/site/market_and_analysis/analysis_and_recommendations/analytical_coverage_support_programme

This document has been created and published by 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. 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.

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 does not constitute investment, legal,
accounting or other advice, and mBank is not liable for damages resulting from or related to the use of data provided in the documents. This document may not be copied, duplicated and/or be directly or
indirectly distributed in the United States, Canada, Australia or Japan, nor transferred to citizens or residents of a state where its distribution may be legally restricted, which does not limit the possibility
of publishing materials prepared for the Programme on Cognor Holding, Comarch, VRG, mBank or WSE websites. Persons who disseminate this document should be aware of the need to comply with such
restrictions.

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 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 concerning a conflict of interest arising in connection with issuing a
recommendation (should such a conflict exist) is located below.

The present report was not transferred to the issuers prior to its publication.

mBank S.A. had a brokerage agreement in place in the last 12 months with Erste Group, OTP Bank, Raiffeisen Bank International.
mBank S.A. may have received compensation for services provided in the last 12 months from Erste Group, OTP Bank, Raiffeisen Bank International.

The production of this recommendation was completed on August 28, 2019, 8:43 AM.
The recommendations were first disseminated on August 28, 2019, 8:43 AM.

This document is an extract from a recommendation produced by Dom Maklerski mBanku.

mBank S.A., its shareholders and employees may hold long or short positions in the issuer's shares or other financial instruments related to the issuer's shares.

This document is an extract from a recommendation produced by Dom Maklerski mBanku.

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 consent of mBank S.A.
Recommendations are addressed to all Clients of Dom Maklerski mBanku.

All investment recommendations and strategies issued by mBank S.A. over the last 12 months are available at:
http://www.mdm.pl/ui-pub/site/market_and_analysis/analysis_and_recommendations/fundamental_analysis/recommendations?recent_filter_active=true&lang=en

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.

This publication constitutes investment research within the meaning of Art. 36.1 of Commission Delegated Regulation (EU) 2017/565.

The compensation of the research analysts responsible for preparing investment research is determined independently of and without regard to the compensation of or revenue generated by any other
employee of the Bank, including but not limited to any employee whose business interests may reasonably be considered to conflict with the interests of the persons to whom the investment research
prepared by the Research Department of Dom Maklerski mBanku is disseminated. With that being said, since one of the factors taken into consideration when determining the compensation of research
analysts is the degree of fulfillment of annual financial targets by customer service functions, there is a risk that the adequacy of compensation offered to persons preparing investment research will be
questioned by a competent oversight body.

For U.S. persons only: This research report is a product of mBank SA which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s) preparing the
research report is/are resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S.
broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among other things,
communications with a subject company, public appearances and trading securities held by a research analyst account.

This report is intended for distribution by mBank SA only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and
interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it
should not act upon this report and return the same to the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional
Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain business with Major Institutional Investors,
mBank SA has entered into an agreement with a U.S. registered broker-dealer, Cabrera Capital Markets. ("Cabrera"). Transactions in securities discussed in this research report should be effected through
Cabrera or another U.S. registered broker dealer.

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.
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mBank issued the following investment recommendations for OTP Bank in the 12 months prior to this publication

Rating hold buy hold accumulate
Rating date 2019-08-02 2019-07-03 2019-04-02 2018-12-05
Target price (HUF) 13,046.00 13,046.00 13,046.00 13,046.00
Price on rating day 12,080.00 11,790.00 12,600.00 11,810.00

mBank issued the following investment recommendations for Komercni Banka in the 12 months prior to this publication

Rating accumulate buy accumulate
Rating date 2019-08-02 2019-05-09 2018-12-05
Target price (CZK) 1,000.00 1,000.00 1,000.00
Price on rating day 872.00 873.00 906.50

mBank issued the following investment recommendations for Erste Group in the 12 months prior to this publication

Rating buy buy buy

Rating date 2019-02-04 2018-12-05 2018-08-02
Target price (EUR) 43.72 46.18 43.00

Price on rating day 31.00 34.41 37.14

mBank S.A. did not issue any recommendations for Moneta Money Bank. in the 12 months prior to this publication.

mBank S.A. did not issue any recommendations for Raiffeisen Bank International in the 12 months prior to this publication.
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