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Banks, Poland

Freed from desire

We see no upside potential in the Polish banking sector, and so we
maintain a neutral stance and advise a selective approach. On the one
hand, we still expect excellent profits, and hence great dividends, from
most rated lenders. We also do not see any immediate threats for the
operating environment that could ruin the picture. That is why we have
raised our earnings outlook for rated banks, driven by net interest income
upgrades to reflect a ‘higher for longer’ interest rate environment. On the
other hand, we believe that the ‘clear blue sky’ scenario is already priced
in.

The WIG Banks index has rallied 64% since the announcement of last year’s
general election results, and year to date it is up 25%. In the last 12 months,
Polish bank stocks have experienced a massive re-rating from 1.1x P/BV to
1.6x P/BV, a level last seen in 2014. Although the current profitability of the
sector at 17% would indicate further re-rating towards 2007/08 levels (P/BV
in a range of 1.5x-2.5x), when it comes to earnings the sector is at or close
to peak results. Back in 2007/08, the industry’s hopes for continued
earnings growth were brutally disturbed by a global financial crisis
(collapse of Lehman Brothers). This time, the consensus among market
analysts is that results will start to deteriorate in the next two years, led by
the beginning of a rate cut cycle. Note that the Polish Central Bank is
currently keeping rates on hold contrary to the cuts observed widely in the
region.

Against this backdrop, we do not see any positive triggers on the horizon
that could drive further massive re-rating. On the contrary, we believe that
the market is ignoring potential threats like additional taxes (stretched
Polish gov't budget), litigation risks (consumer credit sanction), and the
coming rate cut cycle.

Recently, the market has also ignored the bad news from the Financial
Stability Committee (FSC) that the neutral level of the countercyclical
buffer would be raised from 0%. Next, we see a high chance of the systemic
risk buffer also being raised. Higher capital requirements, combined with
a gradual acceleration in asset growth, will likely force banks to manage
their capital positions more carefully, which will likely lead to more careful
shareholder distributions.

Some say that the high valuations of Polish banks are justified by high
dividend yields, but we do not buy this argument as the yields are actually
similar to those of CEE banks but lower than at Western banks, which in
both cases are trading at cheaper multiples.

With all of this in mind, we assume the ongoing re-rating, driven by the
latest EPS expectations upgrades, is nearing an end. Once it is finished,
investors will be exposed to risks with limited room for positive surprises.

We name PKO BP and Bank Millennium as our top Polish banking picks.
The earnings potential of both banks is boosted by decreasing CHF
provisions, and, in case of PKO BP, an excellent capital position points to
potential extra dividends. On the other hand, our least preferred banks
right now are Santander and BOS Bank, whose valuations are just too
demanding.

P/E P/B ROE%

COMPANY  J024E 2025E 2026E 2024E 2025E 2026E 2024E 2025E 2026E
PKO 10.0 73 83 16 15 13 164 205 167
PEO 73 7.4 2.0 14 13 13 199 187 147
SPL n3 87 103 18 16 16 159 196 158
ING 111 al 88 23 19 16 214 229 199
BNP 6.8 6.5 7.7 10 0.9 0.8 16.2 14.7 111
MIL 27.6 59 49 15 12 1.0 56 218 220
BHW 79 83 10.2 14 14 14 184 169 137
ALR 5.8 61 6.7 12 11 10 224 184 152
BOS 5.4 63 99 0.6 0.5 0.5 1.7 9.0 53
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target recommendation
name RUCE
new old new old
PKO 71.01 5521 buy buy
PEO 180.99 160.71 hold buy
SPL 52831 486.63 sell sell
ING 315.00 255.00 hold hold
BNP 1325 100.00 buy buy
MIL 1.35 8.40 buy hold
BHW 107.00 104.00 sell hold
ALR 115.00 81.00 buy hold
BOS 14.90 13.00 sell buy
LETL LG target upside|
price price
PKO 61.70 71.01 +15.1%
PEO 173.05 180.99 +4.6%
SPL 562.40 528.31 -6.1%
ING 312.00 315.00 +1.0%
BNP 104.00 13215 +27.1%
MIL 9.15 .35 +24.0%
BHW 112.00 107.00 -4.5%
ALR 101.80 115.00 +13.0%
BOS 15.70 14.90 -51%

*Prices as of April 26, 2024, 5:00 PM
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List of abbreviations and ratios used by mBank:

EV (Enterprise Value) - Equity Value + Net Debt; EBIT - Earnings Before Interest and Taxes; EBITDA - EBIT + Depreciation & Amortisation; Net Debt — Borrowings + Debt Securities + Interest-Bearing Loans
- Cash and Cash Equivalents; P/E (Price/Earnings) - Price Per Share Divided by Earnings Per Share; P/CE (Price to Cash Earnings) - Price Per Share Divided by Earnings + Depreciation & Amortisation;
P/B (Price to Book Value) - Price Per Share Divided by Book Value Per Share; P/CF (Price to Cash Flow) - Price Divided by Cash Flow from Operations; ROE (Return on Equity) - Earnings Divided by
Shareholders' Equity; ROCE (Return on Capital Employed) - EBIT x (Average Assets - Current Liabilities); ROIC (Return on Invested Capital) - EBIT x (I-Tax Rate) / (Average Equity + Minority Interest + Net
Debt); FCFF (Free Cash Flow to Firm) - Cash Flow from Operations - CAPEX - Lease Payments; FCFE (Free Cash Flow to Equity) - Free Cash Flow to Firm - Net Interest Expense (incl. Debt + Leases)

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 Biuro maklerskie mBanku:

A recommendation is valid for a period of 12 months, unless a subsequent recommendation is issued in 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 10%

HOLD - we expect that the rate of return from an investment will range from 0% to +10%

SELL — we expect that an investment will bear a loss

Recommendations are updated at least once every twelve months.

mBank S.A. with its registered office in Warsaw at Prosta 18 renders brokerage services via a dedicated organisational unit, the Brokerage Bureau, which uses the Polish name Biuro maklerskie mBanku.

mBank S.A. as part of the Exchange's Analytical Coverage Support Programme (“Programme”, https://www.gpw.pl/eacsp) prepares analytical reports for Sygnity. These documents are prepared at the
request of Gietda Papieréw Wartoéciowych 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 Biuro maklerskie mBanku. This 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. This 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 Biuro maklerskie mBanku considers reliable, including information published by issuers, shares of which
are subject to recommendations. However, Biuro maklerskie 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 this report or for any damages incurred
as a result of investment decisions taken on the basis of this 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 Sygnity, 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 this report.
mBank S.A. does not rule out offering brokerage services to an issuer of securities being the subject of a recoommendation.

Biuro Maklerskie mBanku S.A. ("BM") has put in place internal regulations governing the active management of conflicts of interest, which establish internal organizational and administrative frameworks
and information barrier protocols to prevent and avoid conflicts of interest in connection with recommendations. Different types of brokerage activities are separated from each other within BM's internal
organizational structure, including the equity research department, which is separated from other brokerage activities. Information barriers, called "Chinese walls," have been created to restrict the
exchange of information between different organizational units and employees of BM.

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

Alior Bank SA, Bank Handlowy w Warszawie SA, Bank Millennium SA, Bank Polska Kasa Opieki SA, Powszechna Kasa Oszczednosci Bank Polski SA, BNPP Bank Polska SA, ING Bank Slaski SA, Santander
Bank Polska SA are clients of Biuro maklerskie mBanku.

Alior Bank SA, Bank Handlowy w Warszawie SA, Bank Millennium SA, Bank Polska Kasa Opieki SA, Powszechna Kasa Oszczednosci Bank Polski SA, BNPP Bank Polska SA, Ochrony Srodowiska SA, ING Bank
Slaski SA, Santander Bank Polska SA are clients of mBank.

Alior Bank SA, Bank Handlowy w Warszawie SA, Bank Millennium SA, Bank Polska Kasa Opieki SA, Powszechna Kasa Oszczednosci Bank Polski SA, BNPP Bank Polska SA, Ochrony Srodowiska SA, ING Bank
Slgski SA, Santander Bank Polska SA are counterparties to mBank.

The author of this recommendation or another individual who belongs to the same group as the author of this recommendation in the last 12 months has been in charge of managing or co-managing
a public offering of Santander Bank Polska SA.

Analysts who prepared this document owns securities of the rated issuers: Bank Pekao, PKO BP.
This document is an extract from a recommendation produced by Biuro maklerskie mBanku.

The production of this recommendation was completed on April 29, 2024, 816 AM.
This recommendation was first disseminated on April 29, 2024, 835 AM.

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.
Copying or publishing this report, in full or in part, or disseminating in any way information contained in this report requires the prior written consent of mBank S.A.
Recommendations are addressed to all Clients of Biuro maklerskie mBanku.

All investment recommendations and strategies issued by mBank S.A. over the last 12 months are available at: https://mdm.pl/bm/analizy

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 Biuro maklerskie 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 this recommendations.

This publication constitutes investment research in 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 Biuro maklerskie 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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Recommendations Issued In the 12 Months Prior To This Publication

Alior Bank (Michat Konarski, Mikotaj Lemanczyk)

Rating buy hold buy buy buy

Rating date 2024-04-29 2023-12-01 2023-10-27 2023-09-28  2023-06-26
Target price 11500 81.00 81.00 6500 6400

Price on rating 101.80 7718 6600 4855 4530

Bank Handlowy (Michat Konarski, Mikotaj Lemariczyk)

Rating sell hold buy hold hold reduce
Rating date 2024-04-29 2023-12-01 2023-09-28 2023-06-26  2023-06-01 2023-05-04
Target price 10700 104.00 99.00 91.00 80.00 80.00

Price on rating 11200 9690 79.60 8630 8260 90.00

Bank Millennium (Michat Konarski, Mikotaj Lemanczyk)

Rating buy hold hold buy sell buy hold
Rating date 2024-04-29 2023-12-01 2023-11-02 2023-09-28  2023-08-01 2023-06-26  2023-05-04
Target price ns3s 840 715 715 590 590 484
Price on rating 915 795 732 542 655 522 490

Bank Pekao (Michat Konarski, Mikotaj Lemanczyk)

Rating hold buy buy buy
Rating date 2024-04-29 2023-11-10 2023-09-28 2023-06-26
Target price 18099 160.71 14197 13047
Price on rating 17305 130.85 9782 10830

BNP Paribas Polska (Michat Konarski, Mikotaj Lemanczyk)

Rating buy buy buy buy accumulate
Rating date 2024-04-29 2023-12-01 2023-09-28 2023-06-26  2023-05-04
Target price 13215 100.00 7158 7200 5850
Price on rating 10400 75.80 60.00 5620 5300

BOS Bank (Michat Konarski, Mikotaj Lemanczyk)

Rating sell buy buy buy
Rating date 2024-04-29 2023-12-01 2023-09-28  2023-06-26
Target price 1490 1300 136 1194
Price on rating 1570 915 807 925

ING BSK (Michat Konarski, Mikotaj Lemanczyk)

Rating hold hold hold buy hold buy
Rating date 2024-04-29 2023-12-01 2023-11-02 2023-09-28  2023-08-01 2023-06-26
Target price 31500 25500 20900 20900 21000 21000
Price on rating 31200 24200 21850 17800 199.80 17300

PKO BP (Michat Konarski, Mikotaj Lemanczyk)

Rating buy buy buy buy accumulate
Rating date 2024-04-29 2023-1-13 2023-09-28 2023-06-26  2023-05-04
Target price 71.01 5521 4490 4430 3520
Price on rating 61.70 4380 3401 3526 3162

Santander Bank Polska (Michat Konarski, Mikotaj Lemanczyk)

Rating sell sell buy buy hold buy hold
Rating date 2024-04-29 2023-12-01 2023-10-26 2023-09-28  2023-08-01 2023-06-26  2023-05-04
Target price 52831 48663 48663 41363 42000 42000 33851

Price on rating 56240 49680 42980 34940 39740 37280 33520
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