
 

 

NOT FOR DISTRIBUTION TO ANY US PERSON OR TO ANY PERSON 
OR ADDRESS IN THE UNITED STATES OF AMERICA 

 (v1.0.8.1) 

MARKET UPDATE 

 

  Poland | Telecom Services | 22-August-2016 

POLISH TELECOMS 
 

Mid-year telco puzzle 
 

The business environment and thus equity story of Polish telcos 

remains uneasy. Although competition within mobile has stabilized, 

the segment has incurred huge expenditure on LTE spectrum and is 

currently coping with the extra cost of the obligatory registration of 

pre-paid SIM cards. Fixed-line has stabilized much earlier than 

mobile but also experienced weaker organic trends (F2M 

substitution in voice and saturation in FBB). However, in fixed-line 

we are currently observing a wave of FTTx network upgrades, which 

will sooner or later intensify the competitive landscape and maybe 

trigger consolidation. On top of that, the telco equity story is facing 

the risk of a telco tax, though this is not in our base case. CPS still 

remains our most fundamentally attractive telco with good KPI, FCF 

and DPS momentum, hence BUY, FV PLN 27. The OPL case is not yet 

conclusive, but given its telco assets and products offered, we think 

it is too oversold and could potentially surprise with good KPI in 

2H16 as it has the most advanced FTTx program among fixed-line 

operators. We upgrade OPL to BUY (from Neutral), FV PLN 6.45. 

We cut NET to NEUTRAL (from Buy), FV PLN 5.35 as we expect 

weak KPI to persist and heavy FTTx capex to trim 17E/18E DPS to 

PLN 0.3 (from PLN 0.4 in 16).    
 

ORANGE POLSKA – Too oversold – BUY, FV PLN 6.45:  Although OPL does not 

offer a P&L turnaround in the short term, we think that the stock is too 

oversold and reflects too negative scenario; e.g. we do not expect a further 

DPS cut nor a telco tax. In our view, DPS at PLN 0.25 will be defended as FTTx 

capex is flexible and can be managed while any cash shortage could be 

supported by balance sheet restructuring (sale of handset receivables 

instalments which could amount to ca. PLN 500-600m, PLN 0.38-0.45/sh). 

Having in mind that many telco contracts expire in 2H (especially in 4Q), we 

would expect an improvement in fixed-broadband KPI from executing FTTx 

capex and an attractive commercial offer targeted against CATVs.  

CYFROWY POLSAT – Business mix deserves premium – BUY, FV PLN 27: CPS 

remains our most fundamentally attractive telco thanks to its promising 

business mix of a competitive convergent offer (SmartDOM) supported by 

good momentum in TV ads. The acquisition of Midas streamlines the group 

structure, unlocks further cost savings which coupled with refinanced debt 

and low capex needs supports FCF. As a result, CPS soon becomes not only 

able to pay a dividend, but also a rising one which is very rare in today’s telco 

environment (17E/18E DPS PLN 0.3/0.6). 

NETIA – FTTx Capex could hamper 17E/18E DPS – NEUTRAL, FV 5.35: KPI, 

EBITDA, FCF and dividend should remain the key factors for the NET equity 

story. However, we highlight that in 17E management will have more 

arguments to trim DPS (exp PLN 0.3) as cash generation and the cash position 

will be reduced over the next two years by heavy FTTx capex spend (exp PLN 

355/369m in 17E/18E) and execution of a PLN 100m share buyback program. 

Maintaining DPS at PLN 0.4 would need external financing and would lift 

ND/EBITDA to c. 1.2x in 17E (from 0.7x 16E) and to 1.4x in 18E. Apart from that, 

we expect uninspiring FBB and payTV KPIs (partially driven by improving 

offer from OPL and CATVs), ongoing fixed-voice erosion and increased 

marketing costs. In our view, EBITDA will be under pressure until FTTx spend 

is done, enabling KPI to improve and network maintenance costs to reduce.  

 

 

 

Cyfrowy Polsat 
  

BUY 12% upside 

Fair Value PLN 27.00 
  

Bloomberg ticker CPS PW 

Share Price PLN 24.09 

Market Capitalisation PLN 15,406.66m 

Free Float 34% 
 

  

Orange Polska 
  

BUY 21% upside 

Fair Value PLN 6.45 
  

Bloomberg ticker OPL PW 

Share Price PLN 5.34 

Market Capitalisation PLN 7,007.99m 

Free Float 49% 
 

  

Netia 
  

NEUTRAL 8% upside 

Fair Value PLN 5.35 
  

Bloomberg ticker NET PW 

Share Price PLN 4.97 

Market Capitalisation PLN 1,707.23m 

Free Float 100% 
 

  

Source: Haitong Research, Company Data, Bloomberg 
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Orange Polska 
 

Too oversold 
 

OPL shares have been under heavy pressure in recent months 

hampered by uninspiring KPI, a serious decline in EBITDA, a jump in 

leverage, concern about a telco tax and recently the risk of a cut in 

DPS due to high FTTx capex. We are also unimpressed by OPL’s 

achievements to-date and do not expect a turnaround in the short 

term. However, we think OPL’s shares are too oversold trading at 

16E/17E EV/EBITDA 4.3x/4.2x, P/BV of 0.6x or P/tangible BV of 

0.85x which seems very low given its telco assets. Its FTTx capex 

program is escalating without any visible commercial success in 

internet KPI. However, we point out that a real check-point should 

come in 2H16, when many telco contracts expire. We think the 

market currently prices in too negative a scenario, with DPS 

pressure in 17E and telco tax concerns, while it does not give credit 

for any potential positives, such as improvement in FTTx KPI or 

balance sheet restructuring. In our view, the current price offers an 

attractive entry point. We upgrade OPL to BUY (from Neutral) and 

lift our FV to PLN 6.45 (from PLN 6.1).    
 

Capex management and BS restructuring should defend DPS PLN 0.25: 

Although OPL cash generation is under pressure from falling EBITDA and 

increasing capex while ND/EBITDA is approaching a maximum acceptable 

level of 2.2x, it should not threaten DPS PLN 0.25 in 17E (assuming no telco 

tax, EU fine). First, we see FTTX capex as manageable and can be postponed 

when needed. Second, OPL is able to tweak its cash by more BS restructuring 

where apart from ongoing sale of properties, that brings annually c. PLN 100m 

in cash with a c. PLN 70m P&L impact, refinancing of handset instalment 

receivables seems most probable. We estimate its BS value at ca. PLN 500-

600m and would not be surprised if by year end OPL signs an agreement for 

receivable refinancing. If so, then those DPS PLN 0.25 concerns are gone. 

Mixed KPIs with potential to surprise in 2H16: On the positive side, we see 

constant improvement in mobile net adds (+790k in 1H16 vs. -42k in 1H15) 

driven by both post-paid (+437k in 1H16 vs. +218k in 1H15) and pre-paid (+353k 

in 1H16 vs. -260k in 1H15), with a material contribution coming from mobile 

broadband (+461k in 1H16 vs. +179k in 1H15). Fixed-broadband (FBB) net adds 

are still rather weak but improved YoY (-48k in 1H16 vs. -82k in 1H15) together 

with development of FTTx network. In our view, this factor should further 

reduce FBB churn in the future and the important check-point will be in 2H16 

(especially 4Q). when many telco contracts expire. One of the main reasons 

why OPL still has weak FTTx net adds despite ongoing network rollout is its 

still low perception among clients as good quality FBB and payTV provider, 

especially on deregulated districts, which for many years have been 

dominated by cable TV, perceived by the clients as first choice payTV+FBB 

providers. Once OPL changes this perception, we should see better FBB net 

adds. Unfortunately, good network quality is not enough to persuade Poles. It 

needs most importantly a very attractive commercial offer, as for Poles price 

always matters a lot. Recently OPL launched a new offer directed purely for 

FTTx HH and directed against CableTV. For clients within FTTx reach, OPL 

offers 24M contract with internet 100-300MB/s and payTV where the first 12M 

are free. When we analysed current offers on the market, OPL’s offer seems 

very competitive. 2Q16 results showed that the stock price is very sensitive to 

any info on KPI; data on FBB could be such a catalyst in 2H16.  

 

 

 

  

BUY 21% upside 

Fair Value PLN 6.45 
  

Bloomberg ticker OPL PW 

Share Price PLN 5.34 

Market Capitalisation PLN 7,007.99m 

Free Float 49% 
 

  

PLN m Y/E 31-Dec 2014A 2015A 2016E 2017E 

Revenue 12212.0 11840.0 11447.0 11361.4 

EBITDA 4076.0 3431.0 3220.0 3195.0 

EBIT 986.0 572.0 485.6 489.4 

Net income 535.0 254.0 76.1 92.0 

Net debt 4183.0 3982.0 6916.3 6562.6 

DPS 0.5 0.5 0.3 0.3 

Capex (2153.0) (1998.0) (2232.2) (2101.9) 
 

  

Y/E 31-Dec 2014A 2015A 2016E 2017E 

adj. EV/EBITDA 3.6 3.7 4.3 4.2 

adj. P/E 13.3 28.1 92.1 76.2 

DY (%) 6.4% 7.7% 4.7% 4.7% 

net debt/EBITDA 1.0 1.2 2.1 2.1 

adj. EBITDA margin 31.3% 29.5% 27.5% 28.1% 

Capex/Revenues 0.2 0.2 0.2 0.2 

ROE 4.3% 2.1% 0.6% 0.8% 

FCF Yield 5.0% 9.2% 6.6% 8.3% 
 

  

 

  

All share price data as at close on 18-Aug-2016 

Source: Haitong Research, Company Data, Bloomberg 
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Cyfrowy Polsat 
 

Business mix deserves premium 
 

CPS still remains our most fundamentally attractive telco investment 

thanks to its promising business mix formed of a competitive 

convergent offer (SmartDOM) supported by increasing momentum 

in the TV ad segment. In addition, the acquisition of Midas 

streamlines the group structure and unlocks further cost savings, 

which coupled with recently refinanced debt and low capex needs 

support FCF. As a result, CPS soon becomes not only a dividend 

paying telco, but a telco with rising DPS which is very rare in today’s 

telco environment in Poland (17E/18E DPS PLN 0.3/0.6). The current 

wave of FTTx capex programs should intensify competition in fixed-

line and payTV, but thanks to focus on rural areas (out of FTTx 

scope) it is not big a threat to CPS, we believe. CPS’s SmartDOM 

offer looks to be working as ARPU is growing and improving MNP 

momentum. We keep a BUY on CPS and lift our FV slightly to PLN 

27 from PLN 26.1.    
 

Telco with growing FCF and DPS: The CPS business model is experiencing a 

very different environment from the current telco one of pressure on capex, 

FCF and DPS. First, pure mobile/satellite needs visibly lower capex/revenues 

at ca. 10% over 2016-18E than its listed telco peers (OPL ca. 18-19%, NET ca. 

24%). Second, as CPS already had the widest LTE spectrum, it saved the 

group from paying a high price in the EU auction for 800MHz in 2016 and thus 

from escalating its debt (unlike OPL, T-Mobile and P4). Third, the above 

factors plus good KPI momentum and opex savings have supported FCF and 

enabled it to refinance ca. PLN 10bn debt at an attractive price, bringing ca. 

PLN 380m in annual financial cost savings. Despite still quite high leverage at 

2.9x, we think CPS will pay a dividend in 2017 of PLN 0.3 per share (DY 1.3%), 

which is not very impressive for a telco now, but given its FCF profile we 

would expect the dividend to grow to PLN 0.6/1.1 in 18E/19E, or DY 2.4%/4.6%, 

unique in the current telco environment.   

Polsat Group maintained leading position in TV audience: Despite 

surprisingly weak TV ad market readings in 2Q16 at +0.5% vs. +2.7% in 1Q16 

(according to Starlink), we expect CPS TV ad revenues to grow by 14% YoY to 

PLN 396m in 2Q16 and TV EBITDA to grow by 6.5% YoY to PLN 143m. This is 

because of very good momentum in TV audience share in 2Q16, supported by 

Euro2016 for which Polsat TV had exclusive TV broadcasting rights. Following 

1Q16 results, CPS commented it expects Euro2016 to have neutral to slightly 

positive effect on EBITDA. Having in mind that (1) CPS has sold part of its TV 

rights to public TV (for an unknown amount); (2) CPS has sold ca. 400-500k 

payTV Euro2016 packages; (3) the high Euro2016 TV audience also generated 

incremental TV ad revenues and (4) it also incurred higher TV content costs, 

we think Euro2016 had at least a moderately positive impact on TV EBITDA. If 

Polsat TV maintains good momentum in TV audience share in the Autumn TV 

schedule, which launches in September and is the key to TV ad revs in 2H16, 

then a slowdown in the TV ad market should not worry Polsat as the TV 

market leaders should remain the most important to advertisers and could 

even further consolidate their TV ad market share. We again point out that 

because of CPS’s unique business mix controlling the TV value chain, from 

production (Polsat TV) to distribution (Cyfrowy Polsat), CPS should not be 

treated and valued as a typical telco but deserves a premium over traditional 

telco peers, thanks also to its growing high margin TV ad business.   

 

 

 

  

BUY 12% upside 

Fair Value PLN 27.00 
  

Bloomberg ticker CPS PW 

Share Price PLN 24.09 

Market Capitalisation PLN 15,406.66m 

Free Float 34% 
 

  

PLN m Y/E 31-Dec 2014A 2015A 2016E 2017E 

Revenues 7409.9 9823.0 9594.1 9773.2 

EBITDA 2738.3 3685.1 3510.7 3534.8 

EBIT 1442.4 1985.8 1734.2 1908.4 

Net income 292.4 1163.4 956.3 1254.1 

Net debt 12291.3 10864.2 11664.2 9989.8 

EPS (PLN) 0.5 1.8 1.5 2.0 

DPS (PLN) 0.2 0.0 0.0 0.3 
 

  

Y/E 31-Dec 2014A 2015A 2016E 2017E 

P/E (x) 52.7 13.2 16.1 12.3 

EV/EBITDA (x) 10.1 7.1 7.7 7.2 

DY (%) 0.7% 0.0% 0.0% 1.3% 

net debt / EBITDA (X) 4.5 2.9 3.3 2.8 

ROA (%) 1.1% 4.4% 3.5% 4.6% 

ROE (%) 3.2% 11.4% 8.5% 10.2% 
 

  

 

  

All share price data as at close on 18-Aug-2016 

Source: Haitong Research, Company Data, Bloomberg 
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Netia 
 

High FTTx Capex can hamper 17E DPS 
 

In our last report from May’16 we thought there could well be a 

surprise on the dividend and we forecast PLN 0.4ps vs. a proposed 

PLN 0.2, and it duly materialized. We still believe that apart from 

KPI, EBITDA and FCF, the dividend should remain one of the key 

appeals of NET. However, we highlight that in 2017 management will 

have more arguments to trim DPS (exp. PLN 0.3), as cash generation 

and the cash position will be reduced over the next two years by the 

high spend on FTTx capex (exp. PLN 355/369m in 17E/18E) and 

execution of a PLN 100m share buyback program. Maintaining DPS 

at PLN 0.4 would need external financing and would lift ND/EBITDA 

to ca. 1.2x in 17E (from 0.7x 16E) and to 1.4x in 18E. Apart from that, 

we expect uninspiring FBB and payTV KPIs (partially driven by an 

improving offer from OPL and CATVs), ongoing fixed-voice erosion 

and increased marketing costs. In our view, EBITDA should remain 

under pressure until the FTTx program is completed, then enabling 

KPI to improve and network maintenance costs to fall. Following 

15% share price increase since our last report, we downgrade NET to 

NEUTRAL and set a FV at PLN 5.35 (vs. PLN 5.2 ex-div before).   
 

EBITDA will remain under pressure until FTTx capex is finished: NET’s KPI 

remains weak and even deteriorated YoY (in FBB -28.3k in 1H16 vs. -19.3k in 

1H15, payTV +8.7k in 1H16 vs. +14.8k in 1H15, in FV -63.8k in 1H16 vs. -56.8k in 

1H15). What is more important, NET experienced a speed up in erosion of KPI 

on its own network which are the highest margin (FBB -1.8k in 1H16 vs. +20k in 

1H15, FV -17.7k in 1H16 v. -6.4kin 1H15). The only FPI improving is mobile but 

giving its low ARPU and the fact that NET is using P4 infrastructure, its 

profitability is rather low. A turnaround in NET’s KPI might happen when the 

FTTx upgrade is advanced (meaning realistically end-2017, but rather 2018). 

Until then we would expect KPI to remain weak or even slightly worsen, 

hampered by improving an offer from OPL (a result of FTTx network upgrade) 

and continuing pressure from CATVs. Hence, weak KPI should further depress 

revenues. On the other hand, once the FTTx project is complete, network 

maintenance costs should fall, but during its execution, we would expect 

slightly elevated network costs due some doubling up of cost (e.g. termination 

of network lease contracts, overlap time of switchover between old and new 

technology). As a result, we expect KPI, opex and EBITDA to remain under 

pressure until 2018 and its gradual recovery afterwards, mostly through 

network costs’ savings. We also note that even with a fully upgraded NET 

network, it will not be easy to materially improve net adds, as competitors like 

OPL and UPC are also upgrading their network and will remain competitive.  

NET remains a dividend and M&A story: Due to its market size and cash 

generation potential, NET still a remains dividend and M&A story. However, in 

order to execute FTTx capex and keep paying a DPS of PLN 0.4, NET would 

need to increase its indebtedness. Instead, we rather expect that during 

execution of FTTx capex NET will trim DPS to PLN 0.3, which will anyway 

increase its 17E/18E ND/EBITDA to 1.1x/1.3x vs 0.7x in 16E.  

Netia trades already at a premium to CEE & EMEA peers: On our numbers, NET 

is trading with 16E/17E EV/EBITDA of 4.7x/5.2x, implying 1% discount/13% 

premium to CEE & EMEA telco peers, and is more expensive than OPL trading 

on our numbers at 16E/17E EV/EBITDA of 4.3x/4.2x. 

 

 

 

 

  

NEUTRAL 8% upside 

Fair Value PLN 5.35 
  

Bloomberg ticker NET PW 

Share Price PLN 4.97 

Market Capitalisation PLN 1,707.23m 

Free Float 100% 
 

  

PLN m Y/E 31-Dec 2014A 2015A 2016E 2017E 

Revenues 1,674 1,572 1,533 1,463 

EBITDA 581 449 433 412 

adj EBITDA 493 445 445 412 

EBIT 157 28 23 20 

Net income 175 2 17 (14) 

adj Net income 19 (10) 10 (14) 

net debt 93 253 313 442 
 

  

Y/E 31-Dec 2014A 2015A 2016E 2017E 

EV/EBITDA 3.2 4.7 4.7 5.2 

P/E 95.4 (182.1) 179.1 (126.3) 

DY 8.2% 11.3% 8.0% 6.0% 

net debt/EBITDA 0.2 0.6 0.7 1.1 

ROE 7.8% 0.1% 0.9% (0.8%) 

FCF Yield 19.8% 14.1% 8.3% 1.4% 

adj. EBITDA margin 29.5% 28.3% 29.0% 28.1% 
 

  

 

  

All share price data as at close on 18-Aug-2016 

Source: Haitong Research, Company Data, Bloomberg 
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Valuation Methodology 

 

Cyfrowy Polsat: We value the new Cyfrowy Polsat using two methods, DCF 

and peer valuation. Our final value is a weighted average of the two methods 

where each has an equal 50% weight. Using a DCF, we arrive at a FV of PLN 

29.4/share, while via a peer valuation we arrive at PLN 24.6. Our final fair value 

is PLN 27, giving 12% upside potential to the current share price. 

Orange Polska: We value OPL using a DCF and DDM and peer multiples. Using 

a DCF, we derive a fair value of PLN 6.5, using DDM we arrive at PLN 6.7 and 

peer of PLN 6.3. Our fair value is PLN 6.45, implying 21% upside potential to 

the current share price. 

Netia: We value Netia using the average of three methods: DCF, DDM and peer 

valuation. Using a DCF, we derive a fair value of PLN 6.0; based on DDM we 

arrive at PLN 5.9; while using peers it’s at PLN 4.4. Our fair value is PLN 5.35 

giving 8% upside potential to the current market price.  

 

Risks to Fair Value 

 

Cyfrowy Polsat 

Price war and visible price pressure on LTE offers. 

Weaker than expected delivery on revenue and costs synergies.  

Weaker than expected performance of SmartDOM offer.  

ARPU and margin dilution from bundling offer. 

Weaker than expected performance of TV ad market. 

Erosion of Polsat TV audience share. 

Weaker than expected macro situation that could reduce consumption 

spending on telecom-related services. 

Orange Polska 

Price war in mobile broadband offer following LTE auction and nationwide 

roll-out of LTE infrastructure by all mobile operators.  

Price pressure in B2B market. 

Offers from CPS, NET and CATVs churning OPL clients. 

Higher than expected erosion of ARPU in the mobile voice segment.  

Acceleration of net adds erosion in fixed-voice and fixed-data.  

P4 accelerating price pressure on the market. 

Increasing competition in fixed-line due to FTTx upgrades. 

Netia 

Speed up in client erosion in fixed-voice and fixed-broadband.  

Worse than expected performance of client net adds on post-Aster network.  

Failure to fully realize the TK Telekom synergies. 

Increasing competition in fixed-line due to FTTx upgrades. 
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Please visit our website at http://research.haitongib.com/en/disclosures/ for up to date recommendation charts. 

 

Cyfrowy Polsat CPS PW

Report date Recommendation Fair value Share price

2015 December 15 Buy PLN 26.10 PLN 21.00

July 15 Buy PLN 28.00 PLN 22.15

2014 December 11 Buy PLN 29.10 PLN 24.85

July 22 Buy PLN 27.10 PLN 22.80

2013 November 27 Buy PLN 23.80 PLN 19.35

September 2 Buy PLN 23.70 PLN 20.12

Source: Bloomberg, Haitong Research
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Orange Polska OPL PW

Report date Recommendation Fair value Share price

2015 December 15 Neutral PLN 6.10 PLN 6.22

September 28 Sell PLN 6.20 PLN 7.30

July 15 Sell PLN 7.10 PLN 8.00

May 22 Sell PLN 8.80 PLN 10.40

2014 December 11 Sell PLN 8.00 PLN 8.85

July 22 Buy PLN 10.80 PLN 9.55

2013 November 27 Buy PLN 12.60 PLN 10.54

Source: Bloomberg, Haitong Research
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Netia NET PW

Report date Recommendation Fair value Share price

2016 May 24 Buy PLN 5.60 PLN 4.77

2015 December 15 Buy PLN 6.40 PLN 5.11

July 15 Buy PLN 6.30 PLN 5.59

2014 November 12 Neutral PLN 5.60 PLN 5.54

July 22 Neutral PLN 5.40 PLN 5.48

2013 August 12 Buy PLN 5.80 PLN 4.99

Source: Bloomberg, Haitong Research
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Ratings Distribution 
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Explanation of Rating System  Ratings Distribution 

12-MONTH RATING DEFINITION 
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TRADING RATING DEFINITION 

TRADING BUY Analyst expects a positive short-term movement in the 
share price (max duration 3 months from the time Trading 
Buy is announced) and may move out of line with the fair 
value estimate during that period 

TRADING SELL Analyst expects a negative short-term movement in the 
share price (max duration 3 months from time Trading 
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securities under analysis operates, in addition to changes in the estimates and forecasts, assumptions and valuation methodology used herein. The securities mentioned in this publication 
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guarantee the accuracy or completeness of the information contained in this report. The opinions expressed herein are Haitong Research present opinions only, and are subject to change 
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Haitong Research has not entered into any agreement with the issuer relating to production of this report. Haitong Research does not accept any form of liability for losses or damages 
which may arise from the use of this report or its contents.  
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Market Making / Liquidity Provider UK 

Haitong Securities (UK) Limited may have acted as a Market Maker in companies covered and may deal as principal as a liquidity provider in the securities of the relevant issuer. For 
information on Companies to which Haitong Securities (UK) Limited has been a Market Maker please see “Haitong Securities (UK) Limited UK Market Making” on 
http://research.haitongib.com. 
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