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PGNiG (date issued: June 30, 2009) 

What Is The Real Price Of The Qatar Gas 
Contract? 
 
A 20-year contract with Qatargas signed 
 
PGNiG has announced that it has signed a 20-year contract for LNG supplies 
with Qatargas Operating Company. PGNiG will receive approximately 1.5bn cubic metres of gas per annum (11% of current Polish 
consumption), the price of which will be based on the three-month average Brent price. Average annual value of the shipments based on 
current Brent is USD550m. The supplies will start in 2014, when the LNG terminal in Swinoujscie in Northern Poland is constructed by a 
state-owned Gas System transmission company. 
 
The deal is to provide Poland with diversified gas supplies, as currently approximately 9bn cubic metres of gas per annum (64% of the 
country’s consumption) have been supplied from Russia and Central Asia. From PGNiG’s point of view, the contract may indicate a higher 
cost of purchased gas , however, as LNG long-term contract prices are usually 10%-20% higher compared to longterm gas supplied 
through pipelines. In that sense, PGNiG minority shareholders may need to pay a “poli tical price" for diversification of gas fuel 
supplies to Poland . 
 
How big such a cost will be – if any – will largely depend on a more shareholder - oriented approach by the Polish energy regulator URE 
towards PGNiG (which is not likely soon, in our view), as well as on the pace of liberalisation of the domestic gas market (which we believe is 
more likely). 
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Closing price: 30.06.2009 4.06 
Rating/Risk Buy/Medium Risk(1M) 
Target price 4.57 
Analyst Włodek Giller: 48-22-690-3563 
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PGNIG (mln PLN) 2007A 2008A 2009P 2010P 2011P 

Sales 16,652 18,432 19,749 17,941 18,036 

EBITDA 2,282 2,226 3,418 4,311 4,427 

EBIT 852 801 1,886 2,687 2,731 

Net income 917 866 1,550 2,250 2,407 

EPS (PLN) 0.2 0.1 0.3 0.4 0.4 

EBITDA Margin 13.7% 12.1% 17.3% 24.0% 24.5% 

EBIT Margin 5.1% 4.3% 9.5% 15.0% 15.1% 

ROE 4.4% 4.2% 7.3% 9.9% 9.6% 

P/E 26.2 27.7 15.5 10.7 10.0 

P/BV 1.1 1.2 1.1 1.0 0.9 

Source: DMBH 

Source: DMBH  
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Polish Oil & Gas 
 
Company description 
PGNiG is a vertically-integrated gas company in Poland. The company holds oil & gas production, transmission, storage and 
distribution assets. It has a share in the main international pipeline that transports gas from Russia through Poland to 
Germany. It also owns an oil business (5-6% of total revenues), which is not regulated, while the gas business is heavily 
regulated. 

 
Investment strategy 
We rate PGNiG Buy/Medium Risk (1M) with a target price of Zl 4.57. We base our bullish stance on the expected positive 
developments of the company's bottom line in 2009, as PGNiG is likely to benefit from the declining cost of imported Russian 
gas and from zloty / dollar rate stabilisation. All this should gradually improve margins in 2009 and give PGNiG strong 
earnings momentum in the second half of the year. 

 
Valuation 
We set our target price of Zl 4.57 at the average of two SOTP valuation methodologies. In the first method, we calculate the 
DCF value of the company's three businesses: extraction & production, distribution and storage & trade. To the DCF value, 
we add the value of the lease agreement for domestic transmission (the assets that will be transferred to state-owned OSP 
Gaz-System within the next two years in the form of dividend in kind). We also add PGNIG's 49.74% stake in the international 
transmission business, Europol Gaz. In the second method, in order to value the extraction & production business, we value 
the company's gas & oil deposits. For the distribution and storage & trade divisions, we use a price-to-book value (P/BV) 
measure, calculated on a return on equity (ROE)/cost of equity (COE) basis (assuming the relation of ROE/COE should be 
equal to P/BV). The remaining parts of PGNiG (domestic and international transmission) we calculate the same way as in the 
first method. 

 
Risks 
We rate PGNiG Medium Risk based on our assessment of industry- and company specific risk factors. High volatility on oil 
markets is the main threat to our purchased gas cost estimates for PGNiG. We currently use a USD 90 long-term oil price 
estimate to calculate gas price cost. Potentially exceeding that value by the oil price may lead to deterioration of our forecasts 
for PGNiG. Another important risk is the dollar/zloty rate. Potential further strengthening of dollar/zloty may negatively impact 
our estimates. We do not assume significant movements of the Polish currency versus US dollar. If the impact on the 
company from any of these factors proves to be more negative than we anticipate, the stock will likely have difficulty achieving 
our financial and price targets. Likewise, if any of these factors proves to have less of an effect than we anticipate, the stock 
could materially outperform our target. 
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Dom Maklerski Banku Handlowego S.A. z siedzibą w Warszawie przy ul. Chałubińskiego 8, zarejestrowany w rejestrze przedsiębiorców Krajowego Rejestru Sądowego przez Sąd 
Rejonowy dla m. st. Warszawy w Warszawie, XII Wydział Gospodarczy Krajowego Rejestru Sądowego, pod numerem KRS 0000002963, NIP: 526-10-05-097, wysokość kapitału 

zakładowego wynosi 70 950 000,00 złotych; kapitał został w pełni opłacony. 

 

BEFORE YOU START TO ANALYSE BELOW MATERIAL PREPARED  BY DMBH WE INFORM, THAT:  
IMPORTANT DISCLOSURES 

Presented material was prepared by Dom Maklerski Banku Handlowego w Warszawie SA (further called DMBH) seated in Warsaw, 8 Chałubińskiego Street, as entity 
authorised by Polish Financial Supervision Authority to brokerage activity in relevant scope. Information has been obtained from and is based upon sources that the DMBH 
believes to be reliable. In regard to accepted rules of preparation above material, information presented may be in converted and simplistic form, therefore DMBH do not 
guarantee its accuracy and it may be incomplete and condensed. 

The report is for use of selected DMBH investors only with the exception of US citizens, authorized to receive this report based on brokerage agreement and if meets criteria. 
Information presented in above material are only for personal use and cannot be copied in any form and redistributed without prior written acceptance of DMBH. 

DMBH want to inform that is a market maker or dealer and regularly may trades in the securities of the subject company(ies) discussed in this material. Above stipulation 
applies respectively to entities, to which DMBH may have any depending relation and employees of those entities inclusive DMBH may depend anyhow and employees of 
those entities inclusive DMBH may hold managing positions or other once that may have influence on activity of companies on the materials.  

Decision to buy or sell a security or other financial instruments should be based upon clients personal investment objectives and should be made only after evaluating the 
stock's expected performance and risk. 

Detailed information about the involvement of DMBH or an employee of the Research Department: 

The issuer does not have DMBH shares. 

Members of the issuer or related persons to them are not members of the DMBH Management. 

None of the persons involved in the preparation of a report does not keep a position in the Issuer’s body, does not take a managerial position, nor is a person related to the 
officers of the Issuer and none of these people, as well as their relatives are not party to any contract with the issuer that would be concluded for different conditions than other 
contracts to which the Issuer and consumers. 

Among those who participated in the drafting of recommendations, as well as those who did not participate in its preparation, but have or may have access to it, there may be 
persons who hold shares in the Issuer in the number of less than 5% of share capital or financial instruments whose value is essentially linked to the value of securities issued 
by the Issuer. 

Over the past 12 months DMBH was not a party to the agreements as a matter of offering financial instruments issued by the Issuer or in relation to the price of financial 
instruments issued by the Issuer. 

DMBH did not purchased or sold financial instruments issued by the Issuer for its own account, to perform standby or firm commitment underwriting agreements.. 

DMBH acts as market maker in financial instruments for the Issuer on the terms of Rules of the Warsaw Stock Exchange. 

DMBH in the last 12 months did not receive compensation for providing services to the issuer. 

DMBH did not hold shares in the total number of at least 5% of the share capital of the recommended company. 

DMBH not preclude the acquisition by any of the entities associated with him, during the drafting of this recommendation, the issuer’s shares, financial instruments, to achieve 
results in the total number representing at least 5% of the share capital. 

In addition to the above, the Issuer shall not join any other contractual relationship with DMBH. DMBH and Issuer are not party to the contract for the provision of services in 
the form of drawing up recommendations. DMBH not so directly or indirectly owns, financial instruments issued by the Issuer or the value of which is dependent substantially 
from the value of financial instruments issued by the Issuer (other than act as market maker or holder of these instruments on own account). 

However, it is not excluded that in the next twelve months. DMBH will also offer to provide services to the Issuer as well as purchase or sell of financial instruments issued by 
the Issuer or the value of which depends on the value of financial instruments issued by the Issuer. DMBH is not a party to any agreement - with the exception of brokerage 
contracts with customers, in the execution of which DMBH buys and sells shares of the issuer on behalf of its clients, which they would be dependent on the valuation of 
financial instruments discussed in this document. 

This document has not been prepared by or in cooperation with the issuer or the issuer before it is forwarded to the publication. 

Information placed in this report is not adjusted to all investor personal needs. The product is for informational purposes only and is not intended as an offer or solicitation for 
the purchase or sale of the security. Any decision to purchase securities mentioned in the report must take into account existing public information on such security or any 
registered prospectus as well as your personal investment objectives and should be made only after evaluating the stock’s expected performance and risk.  

DMBH informs that these presents will be updated not less then once a year. 

Dates presented on first page of present report means: 

Date of present report –Date of Retail Client version report. 

Recommendation date – Date of original version of the report. 

IT IS CONSIDERATED THAT, EVERYONE WHO TAKES OR AGREES ON PASSING HIM THIS DOCUMENT AGREES ON CONTENT OF ABOVE DESCLIMERS. 

Explanation of names used. 

The reports are issued as part of a global system of investment risk assessment in a group of Citi. DMBH’s reports are related to the expected return on shares over 12-18 
months. DMBH’s stock recommendations include a risk rating and an investment rating. 

Risk ratings, which take into account both price volatility and fundamental criteria, are: „LOW”, „MEDIUM”, „HIGH” and „SPECULATIVE”.  

The risk assessment is linked to both the risk of the country, its economy and industry risk and the risk of a specific entity. Risk takes into account the predictability of profits 
and dividends, financial leverage and the volatility of the share price. For example: 

„LOW”  (L) - means that the company’s profits and dividends are predictable. Suitable for conservative investors. 

„MEDIUM” (M) - in a moderate degree of profits and dividends are predictable, to match the average investor. 

„HIGH” (H) - profits and dividends are less predictable, suitable for aggressive investors. 

„SPECULATIVE” (S) - very little foundation for predictable and high volatility, suitable only for investors/traders with a diversified portfolio, who are able to withstand damage. 

Investment ratings - Buy (1), Hold (2), and Sell (3) - are based upon Citi Investment Research's expectation of total return (price appreciation plus forecast dividend yield) 
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within the next 12 months, and take into account the risk rating.  

For securities In emerging markets (Asia Pacific, Emerging Europe/Middle East/Africa and Latin America), investment ratings are: 

Buy (1) (expected total return of 15% or more for Low_Risk stocks, 20% or more for Medium-Risks stocks, 30% or more for High-Risks stocks and 40% or more for 
Speculative stocks); 

Hold (2) (5% - 15% for Low_Risk stocks, 10% - 20% for Medium-Risks stocks, 15% - 30% for High-Risks stocks, i 20% - 40% for Speculative stocks); 

Sell (3) (5% or less Low_Risk stocks, 10% or less for Medium-Risks stocks, 15% or less for High-Risks stocks, i 20% or less for  Speculative stocks); 

The definitions of terms applied in the report: 

EBIT – operational profit 

EBITDA – EBIT + amortization 

P/E – the Price-to-earnings per share 

EV – market capitalization + net financial debt 

WACC – The weighted average cost of capital 

BV – book value 

ROE – return on equity 

Ratings and Target Price History 

Date Rating 
Target 
Price 

Closing 
Price ** 

10/10/2006 1M 3,95 3,43 

30/01/2007 1M 4,50 3,85 

19/06/2007 2M 5,35 4,94 

27/06/2008 2M 3,84 3,34 

20/10/2008 1M 4,18 3,18 

07/05/2009 1M 4,57 3,85 

 

Rating distribution– 30/06/2009 * 

Rating: DMBH Coverage 

% of companies in each 
rating category that are 
investment banking clients 
(DMBH) 

Citi Investment Research 
Global Fundamental 
Coverage  

% of companies in each 
rating category that are 
investment banking clients 

Buy (1) 42% 0% 41% 46% 

Hold (2) 40% 0% 38% 45% 

Sell (3) 18% 0% 21% 39% 

*) re all recommendations delivered by Citigroup Global Markets / Dom Maklerski Banku Handlowego 

**) closing price of recommendation issuance date 

Valuation methods used (two of listed below) 

 Discounted Cash Flow Model – the valuation is based on future expected cash flows discounted at weighted average cost of capital (WACC). Strengthens: the approach takes 
into account all net cash flows to the company and the time value of money. Disadvantages: large number of parameters to be estimated and significant sensitivity of the 
valuation outcome to assumptions made by an analyst. 

Multiples Valuation – Based on comparison of a company’s multiples (P/E, P/BV, EV/EBIT, EV/EBITDA ratios) with an average (or median) multiples for its peers. 
Strengthens: small number of parameters to be estimated, a valuation outcome relating to current market conditions, simplicity. Weaknesses: sensitivity to chosen multiples 
peers and market conditions.  

EVA – Economic Value Added approach is based on residual income which reflects the total value added of company’s operations. Residual income is defined as the 
difference between the return made on the investment and the composite cost of its financing. This valuation methodology is: sensitive to assumptions on long term growth. 
The valuation outcome is not market determined. The advantages of EVA: considering the cost of capital, capitalizing expenses with potential multiperiod benefits.  

SOTP – Sum of the Parts approach is calculated as a sum of independent valuations (using DCF or multiples approach) of all segments of the company decreased by net debt 
(debt minus cash and equivalents). The main disadvantage of this approach is that it requires a large number of parameters to be estimated and assumptions to be made (for 
each business of the company). The key advantage of SOTP methodology is that it reflects more precisely the picture of the company operating in different industries. 

Author of hereto report certifies that presented information, opinions, projections and estimates constitute his own opinions, and he was not paid any salary from company 
directly or indirectly, for such opinions. The remuneration of the person is not dependent on the financial results obtained in the transaction from the scope of investment 
banking, securities of the Issuer, in the case of DMBH provide investment banking services for the issuer. 

This work and its comments are an expression of views and knowledge of authors and should not be interpreted otherwise. DMBH not be held liable for any damages incurred 
as a result of decisions taken on the basis of the information and opinions contained in this publication. 

In the opinion of DMBH this document was drawn up with due diligence and integrity, and excluding any conflict of interest which could affect its contents.  

Additional information is available in Research Department of DMBH and Relationship Manager 

Dom Maklerski Banku Handlowego SA is supervised by Polish Financial Supervision Authority. 

English version of the report may be extended by DMBH only on Customer request. 

 


