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Investment story. Although PBG has probably been doing its
best to attain a rightful place on the construction scene, last year
showed that a business diversification may not come so easy.
At first, the Company smoothly entered the road construction
segment, yet limited experience in conducting such projects and
predicted tiny margins were probably a crucial motivation behind
a decision to dispose its stake in Hydrobudowa (this subsidiary
would be main executor of road contracts in PBG Group).
The entry into the power sector, in tum, has been another
unsuccessful step so far, given the failure in gaining control
over Energomontaz Potudnie (this may prove to be obstacle
in tendering for large power contracts). Admittedly, the Company’s
position in gas & oil segment is well grounded (Company has
good track record in winning fat contracts from PGNIG), this might
be not enough though to easily develop backlog (especially
in power sector) and steadily improve profits at least until new
segments of the sector are successively conguered.

What to expect in 4Q10E. The last quarter of the year is seasonally
the strongest one for PBG, yet we expect PBG's 4010 results
to be rather not exciting. We expect the Company to meet
(or even slightly exceed) the management FY10 financial forecast
(management signalled that its result targets were ‘safe’)
encompassing EBIT of PLN 300 million and NP of PLN 220 million.
Such development would admittedly imply approx. 9% yoy rise
of quarterly EBIT (to PLN 128.6 million), yet it would mean approx.
20% yoy decrease of quarterly NP (to approx. PLM 81 million).

Mid-term earnings momentum. Together with the disposal of the
stake in HBP, PBG is supposed to recognise a one-off gain of as much
as several dozen PLN million on the transaction this year (if deal with
OHL is concluded). Simultaneously, investors should be aware that
until any acquisition is completed, the risk of some yoy recurring profits
contraction in FY11 (i.e. adjusted on a one-off basis) is material.

Financial forecasts. Our financial forecast for PBG remains
unchanged at the moment; however, it will be subject to a revision
{cuts in sales and profits) once the disposal of stakes in HBP
and Aprivia has been concluded.

Risks to financial forecasts. Balanced. Large power contracts
in which the Company may parficipate (e.g. construction of power
units in Opole worth approx. PLN 10-11 billion) constitute probably
the main upside risk. The chief downside risk relates to the
Company's ability to gain exposure to the power sector, after
the fiasco of its broken marriage with Energomontaz Potudnie.

Valuation. 12M EFV unchanged at PLN 244.6 per share.
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Ratings and action. We maintain our LT fundamental Hold
recommendation for PBG's equities. We downgrade, however, our
ST market relative bias to Underweight (from Neutral previously)
due to (i) risk of lower yoy recurring profits in 2011E and (i) no large
contracts in which the Company may participate in the immediate
future (probably apart from tender for construction of power units
in Opole worth approx. PLN 10-11 bilion which may be concluded
this year (please note, however, that Company’s share in consortium
may be tiny, as PBG may suffer from qualified staff shortage once
the divorce with Energomontaz Pofudnie becomes a fact)).



