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Standstill and then debt conversion?  

Polimex Mostostal 
PXM PW; MOSD.WA 

 

Polimex has commenced negotiations with banks to determine the terms of a standstill agreement  during which the 
creditors will refrain from any collection efforts. At the same time, the Company continues to pay its current 
obligations to subcontractors and other business partners. The standstill agreement is expected to remain in force 
for a period of four months, through to the end of October. During that time, a report will be drafted on Polimex’s 
financial standing and its capacity to generate cash from existing construction contracts. The report will serve as a 
basis for the formulation of a new financing structure for the Company. A team of experts from UniCredit CAIB 
Poland, DM PKO BP, and ING Securities has been appointed to draft the report, and provide advisory services. It is 
worth noting that these three institutions are members of larger financial groups that have extended considerable 
amounts of credit to Polimex. In our opinion, the standstill arrangement is a sign of concern on the part of the 
creditors about Polimex’s financial health, and their lack of confidence in the Company’s Management Board (the 
creditors are demanding an independent audit). Nevertheless, the agreement is going to protect Polimex against 
possible loan terminations by smaller financing providers or lenders who have secured better-quality collateral from 
the Company. Unfortunately – and this is a source of the most concern for us – a new financing structure can result 
in dilution of Polimex’s existing shareholders (through a stock issue or conversion of straight bonds to convertible 
bonds. We do not think Polimex is under threat of imminent bankruptcy at the moment. While the new financing 
structure is being worked out, we are suspending coverage of Polimex.  

 Maciej Stokłosa 
 (48 22) 697 47 41 
 maciej.stoklosa@dibre.com.pl 

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. 

Current price: PLN 0.69 

What makes Polimex's situation different from PBG’s? 
When it comes to the timeliness of payments to vendors, Polimex is currently at the point where its now-insolvent rival PBG 
was back in late 2011 / early 2012. Gradually, the Company has started to fall 2 months or more months behind on invoice 
payments, exceeding the industry "standard" which is 2-3 weeks. The difference compared to PBG is that the latter’s troubles 
started after the end of the high construction season. Meanwhile, Polimex has started to fall into arrears at the height of the 
season, at the most capital-intensive stage. There are numerous other differences which can be summarized as follows:  
- Polimex has a large order backlog (PLN 11.4bn at 31 March 2012). 
- Polimex’s involvement in road construction is two-thirds that of PBG’s, and its net debt is over 40% lower. 
- Polimex has made much more progress with asset divestitures (the Company has sold several properties, and it is moving 

forward with sales of three subsidiaries: Sefako, EnergomontaŜ Północ Gdynia, and Torpol). 
- Polimex is just starting to experience payment delays over 2 months. At the time of its bankruptcy filing, PBG was over six 

months overdue on certain invoices. 
- Polimex issues guarantees for the borrowings of its subsidiaries, but not the reverse (which means these subsidiaries can 

continue to function regardless of what the situation is at the parent company). 
  
The characteristics that Polimex and PBG share include: 
- Growth driven by acquisitions, 
- A lack of a controlling shareholder which could provide capital injections, 
- An aggressive business model based on a presence in all sectors of the construction industry, 
- Delays on road contracts (two stretches of the A4 motorway in case of Polimex). 
  
A far cry from bankruptcy 
Failure to obtain standstill protection, and a subsequent bankruptcy filing, is the absolute worst-case scenario faced by 
Polimex. In our view, the possibility of bankruptcy, whether it entails liquidation or just reorganization, is very low. Any lenders 
that may decline to sign the standstill agreement will be smaller and weaker banks with small exposures, such as DZ Bank 
which extended a PLN 13.2m loan to Polimex, due on 31st October 2012. Larger institutions recognize that temporary 
standstill is much less risky than if they were to back out of financing Polimex altogether. The main standing concern is a 
potential debt-to-equity conversion. Polimex’s bondholders can call for redemption of the bonds, although they should keep in 
mind that the bonds are unsecured and that if Polimex goes bankrupt they can expect a haircut and a long wait before they 
recover just a portion of their investment. 
  
Divestitures 
The three subsidiaries that Polimex has put up for sale, Sefako, Torpol, and EnergomontaŜ Północ Gdynia, are estimated to 
be worth a combined PLN 250-300m. We believe these companies will eventually find buyers, the only problem being that this 
may happen later rather than sooner. Sefako manufactures small power boilers. EnergomontaŜ is in the rather lucrative 
business of supplying steel structures for offshore applications. Torpol is a railroad developer. One of the potential buyers is 
the Industrial Development Agency (ARP) which, however, needs a go-ahead from the State Treasury. As for other options, 
any direct state aid, for example through an investment in Polimex bonds, has to be approved by the European Commission. 
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Upcoming due dates on Polimex debt 
- Pekao S.A.; PLN 200m facility due on 31 July 2012 
- BPH; PLN 10m facility due on 31 August 2012 
- BOŚ; PLN 50m facility due on 3 July 2012 
- PLN 100m bonds maturing on 25 July. 

Institution 2011 Maximum amounts drawn 

Pekao (incl. Pekao OFE, Pioneer Pekao TFI) 239.9 289.9 

PKO BP (incl. PKO TFI) 141.5 214.5 

BPH 0.0 57.0 

BOŚ 0.0 50.0 

Union Investment TFI 45.9 45.9 

Aviva OFE 42.8 42.8 

BGś 0.0 35.0 

KBC TFI 32.4 32.4 

Millennium TFI 27.8 27.8 

IDEA TFI 24.8 24.8 

PZU OFE 21.2 21.2 

Aviva Investors Poland TFI 14.1 14.1 

DZ Bank 13.2 13.2 

Legg Mason TFI 5.1 5.1 

TFI PZU 3.5 3.5 

AXA TFI 1.0 1.0 

DnB Nord 0.2 0.2 

Other 44.4 44.4 

Banks that have terminated financing  -35 

Lender exposure to Polimex loans by value (PLN m) 
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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 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 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, 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. 
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. 
 

It is possible that BRE Bank Securities S.A. renders, will render or in the past has rendered services for companies and other entities 
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 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. 
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 underwriter for the following issuers: Asseco BS, Bakalland, BOŚ, Erbud, Es-System, Kruk, Macrologic, 
Magellan, Mieszko, Mondi, Neuca, Pemug, Polimex-Mostostal, Solar, ZUE. 
BRE Bank Securities S.A. serves as market maker for the following issuers: Asseco BS, Bakalland, BOŚ, Erbud, Es-System, KGHM, Kruk, 
LW Bogdanka, Macrologic, Magellan, Marka, Mieszko, Mondi, Neuca, Pekao, PKN Orlen, PKO BP, Solar, ZUE. 
BRE Bank Securities S.A. receives remuneration from issuers for services rendered to the following companies: AB, Agora, Ambra,   
Bakalland, BNP Paribas, Boryszew, BPH, BRE Bank, BZ WBK, Deutsche Bank, DZ Bank Polska, Echo Investment, Elzab, Enea, 
Energoaparatura, EnergomontaŜ Północ, Erbud, Es-System, Farmacol,  Ferrum, Getin Holding, GTC, Handlowy, Impexmetal, ING BSK, 
Intergroclin Auto, Koelner, Kredyt Bank, Kruk, Magellan, Mennica, Mercor, Mieszko, Millennium, Mostostal Warszawa, Nepentes, Netia, 
Neuca, Odratrans, PA Nova, Pekao, Pemug, PGE, PGNiG, PKO BP, Polimex-Mostostal, Polnord, Prokom Software, PZU, Robyg, Rubikon 
Partners NFI, Seco Warwick, Sfinks, Sokołów, Sygnity, Techmex, Unibep, ZUE. 
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 following 
companies: Solar.  
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. 


