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8.8 Costs and Earnings related to Active Transactions
Only costs and earnings regarding existing contracts are considered as the

Treasury model calculates a liquidation value. This is to ensure consistency in the

model (Reuse, 2011).

8.8.1 PV of Costs of Existing Contracts

Costs should be divided into several categories to define whether they belong to
existing transactions or future deals (Reuse, 2011). Sales and marketing services
are considered to be related to generating new contracts. Cost regarding sales and
marketing do not generate additional value for the bank concerning existing deals.
Thus, they have not been considered when discounting costs of existing
transactions. Table 69 presents the costs that have been identified as costs relating

to existing contracts for SR-BANK.

Table 69 - Costs of existing contracts

The maturity analysis from chapter 8.1.2 has been applied to calculate the
development in the existing costs. Lastly, the cash flows have been discounted
with ZDFs. Hence, the present value of costs of existing contracts amounts to

NOK -12.450 million and is presented in table 70.

Table 70 - PV of costs of existing contracts

8.8.2 PV of Earnings of Existing Contracts
Earnings of existing contracts that have not been captured by the yield book has to
be added to the value of the bank. The procedure is the same as for the costs

(Reuse, 2011). For SR-BANK, commissions, other operating income and net
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income from financial investments are identified to belong to existing contracts as

presented in table 71.

Table 71 - Earnings of existing contracts

NOK Million 31.12.2017
Commissions 1597
Other Operating Income 6

Net Income from Financial Investments 634
Earnings 2237

The maturity analysis in chapter 8.1.2 has been applied to calculate the
development in existing earnings. Lastly, the cash flows have been discounted
with ZDFs. Hence, the present value of earnings of existing contracts amounts to

NOK 19.043 million and is presented in table 72.

Table 72 - Present value of earnings of existing contracts

NOK Million 31.12.2017 2017 2018 2019 2020 2021 --- 2047
Earnings 2237 2237 1765 1641 1518 1394 0
PV of Earnings 19043 2237 1742 1577 1416 1260 0

8.8.3 Tax Effect

To quantify the effect of taxes, a tax rate must be estimated. If no historical data is
available, the standard tax rate that fits to the tax legislation of the bank’s main
headquarters must be chosen (Reus, 2011). SR-BANK'’s tax expenses of NOK
524 million as of 31.12.2017 are used. Furthermore, the maturity analysis from
chapter 8.1.2 has been used to calculate the development in the tax expenses. The
cash flows regarding taxes are then discounted using ZDFs. Hence, the PV effect

of taxes amount to NOK -4.461 million and is presented in table 73.

Table 73 — Present value of taxes

NOK Million 31.12.2017 2017 2018 2019 2020 2021 === 2047
Tax -524 -524 -414 -384 -355 -326 0
PV of Tax -4 461 -524 -408 -369 -332 -295 0

8.8.4 Treasury, Trading and Future Deals
Treasury, trading and future deals must be identified to see whether these
positions will bring additional earnings (Reuse, 2011). Reuse (2011) argues that

positioning in a maturity transformation structure does not generate additional
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value. The maturity transformation can be duplicated by going long a long-term
bond, and short a shorter-term bond. As everyone who has access to the capital
market would be able to duplicate the maturity transformation portfolio of a bank,
the expected earnings do not increase the value of the bank. Thus, this argument
implies that both the treasury and trading sectors can be replicated, and should not

bring any additional value to the bank.

Regarding future deals with customers, Reuse (2011) argues that new loans and
new savings will generate an additional interest margin in the future. However,
they also generate new cash flows of costs, which is not considered in the model.
This is not an individual advantage of a bank and should not generate additional
value. Thus, future deals with customers does not add additional value and can be

neglected.

Hence, treasury, trading and future deals with customers does not generate

additional value for SR-BANK and will not be incorporated in the model.

8.9 Result of the Treasury Model

The treasury model has divided SR-BANK into several value centers where only
existing contracted transfers are considered. Table 74 presents the value centers
that sums up to the present value of SR-BANK by using the Treasury model. The
table indicates that the liquidation value of SR-BANK amounts to NOK 22.453
million. Thus, the share price of SR-BANK amounts to NOK 88 as of 31.12.2017.

Table 74 - Result of the Treasury model

31.12.2017 NOK Million
Yield Book 20 005
Trading Book 2174
Investments in Ownership Interests 3953
All Other Assets 1446
PV of Expected Losses -4784
PV of Bond Portfolio -955
PV of Operational Risk -44
PV of Costs of Existing Contracts -12 450
PV of Earnings 19 043
PV of Tax -4 461
Liquidation Value of SR-BANK 22 453
Price Per Share 88

122



GRA 19502

8.10 Criticism of the Assumptions

The Treasury model calculates the liquidation value of SR-BANK and is applied
with only external information. The bank’s annual report in conjuncture with
assumptions from the strategic analysis in chapter 5 are used to arrive at the banks

value. Hence, the assumptions applied determines the quality of the model.

Optimally, each position in SR-BANK s yield book should be calculated with its
actual yield and maturity. However, with no internal information, assumptions
regarding yield and maturity of the banks positions must be conducted. Regarding
SR-BANK's maturity, the maturity analysis from the bank’s annual report was
used as a reference for the creation of a new comprehensive maturity analysis that
tries to replicate the actual maturity of the banks existing positions (table 56). A
central assumption in the maturity analysis is that SR-BANK’s longest positions
ceases to exist in the year 2047. This is based on an examination of the maturities
of positions for Norwegian banks in general. This assumption will heavily
influence the result of the model as a longer (shorter) time horizon would reduce

the present value of each position that is positive (negative).

Moreover, assumptions regarding each cash flow's yield have been conducted.
SR-BANK s annual report identifies yields for specific positions. When actual
yields are not identified, findings from the strategic analysis (e.g. growth in the
economy, inflation and interest rates expectations) have been applied as
assumptions for yields. To highlight how these assumptions will affect the value
of SR-BANK, a sensitivity analysis has been conducted. Table 75 highlights how
changes in 3 mth NIBOR and the long-term funding rate applied in SR-BANKs
yield book will affect the share price calculated for SR-BANK.

Table 75 — Sensitivity analysis of 3 mth NIBOR and long-term funding rate

3 mth NIBOR 2022

1,090% 1350%  1,610% 1,870 % 1,920 % 1,970%  2,020%
1,50% [ 117 111 104 97 9% 95 93
1,67% | 114 [ 107 101 94 93 92 90
longterm |1,83% | 111 | 104 98 91 %0 88 87
Funding Rate: | 2,00% | 108 101 w [ e 85 84
3mth NIBOR+| 2,17% | 105 98 91 85 83 82 81
233% | 101 95 88 81 80 79 78
250% | 98 92 85 78 77 76 75

123



GRA 19502

The identified share price of NOK 88 for SR-BANK consists of a 3 mth NIBOR
of 1,87 % and a long-term funding rate of 2,00 % + 3 mth NIBOR. The 3 mth
NIBOR range is set based on Norges Bank upper and lower 30 % projections.
The table indicates that by changing 3 mth NIBOR and the long-term funding rate
the share price can fluctuate between NOK 75 and NOK 117. Hence, the value of

SR-BANK is sensitive to changes in these assumptions.

Furthermore, to calculate the present value of expected losses, the loan-loss
provision (LLP) analysis from chapter 7.2.3 have been applied. It was identified
that SR-BANK s expected average loss was 0,23 %. Furthermore, the strategic
analysis was applied to find the expected losses of SR-BANK's bond portfolio.
Thus, a probability of default (PD) of 0,25 % have been used as an assumption for
the credit risk in the bond portfolio. These assumptions will influence the result of
the model as a higher (lower) expected loss average or PD would reduce

(increase) the value of the bank.

Hence, the result of the Treasury model is highly affected by the quality of the

assumptions in the model if not internal information has been applied.
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9.0 How the Models Incorporates the Problematics with Bank

Valuation

This chapter presents an analysis of how the FCFE model and the Treasury model

have incorporated the problematics with bank valuation, identified in chapter 2.

The first part of literature review in chapter 2 identified four main aspects that

complicates bank valuation. These four aspects are presented in figure 31.

Moreover, the figure presents how the FCFE model and the Treasury model

applied to SR-BANK have incorporated the identified problematics with bank

valuation. Further in this section, each of the identified aspects that complicates

bank valuation will be discussed.

Figure 31 — How the FCFE model and the Treasury model incorporates the problematics
with bank valuation.

Bank
Problematics

Valuation Implications

FCFE Model

Treasury Model
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incorporates regulations

The Treasury model avoids
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estimation is problematic
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discount factor
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& » : . .p' J » through the forecasted by identifying a liquidation
earnings and dividends § X
financial statements value
Maturity transformation leads| | The FCFE model avoids the | | The Treasury model avoids
Maturity to a seperation issue between use of WACC by the use of WACC by

implementing ZDFs as the
discount factor

Risk
Transformation

Risk transformation leads to
credit risk. Thus, it adds a new
risk dimension and may lead
to incorrect estimations of net
profits and retention ratios

The FCFE model
incorporates credit risk
through normalized LLPs

The Treasury model
incorporates credit risk by
deducting the PV of credit

expected losses

Integrated
Operating,
Investing and
Financial Activities

Integrated activities leads to
difficulties defining WC and
capex. Thus, cash flow
estimation is problematic

N

The FCFE model avoids
defining capex and WC by
using NI as a proxy for
FCFE. However, WC and
capex are still problematic

The Treasury model avoids
the use of WC and capex

9.1.1 Regulatory Constraints

Banks operate under strict regulations, which constrain the pace of growth, the

capacity for earnings and dividends. Hence, when valuing banks, the regulatory

constraints must be considered in order to project growth.
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The FCFE model incorporates the problematics with bank regulations by
implementing current regulations in the forecasted financial statements. Hence, all
important regulatory restrictions that SR-BANK is currently facing are
incorporated throughout the forecasting period. Furthermore, possible regulatory
changes that are identified in the strategic analysis, can be incorporated in the
forecasted financial statements. The most important regulatory restrictions that
SR-BANK is currently facing is the CET1 capital requirement. This ratio has been
fixed at 15 % in order to meet the banks future restrictions. As the CET1 capital
ratio consist of Risk-Weighted Assets (RWA) and CET1 capital (table 76), these
items must be projected. However, projecting RWA is challenging as it is based

on internal information.

Table 76 - CET1 ratio

NOK Million FY 2017 FY 2018E FY 2019E FY 2020E FY 2021E  FY 2022E
Risk-Weighted Assets 120 160 123 498 129673 138 750 144 931 147 699
Total Common Equity Tier 1 Capital 18 089 18 964 19 909 20916 21711 22 404
Common Equity Tier 1 Capital Ratio 15% 15 % 15% 15 % 15% 15%

Hence, the FCFE model is flexible and incorporates regulatory restrictions which

captures the effects the regulatory restrictions have on the value of SR-BANK.

The Treasury model does not consider regulatory restrictions as it calculates a
liquidation value of SR-BANK. Only existing transactions are considered and
thus growth is not incorporated in the model. This is considered one of the

advantages of the model.

9.1.2 Maturity Transformation

Banks create value through maturity transformation. Value is created by
transforming short-term debt into long-term debt. This leads to a separation issue
between operation debt and financial debt. Moreover, it complicates the

separation of equity and WACC estimation is problematic.

In the FCFE model, the FCFE is discounted with the CAPM. Thus, the model
avoids the usage of WACC. However, the calculated CAPM is based solely on
assumptions, and small changes in the assumptions will heavily affect the value of
SR-BANK as indicated by the sensitivity analysis in chapter 7.6. Furthermore,

instead of having to separate the equity value of the company from the corporate
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value, the model values the equity in the company directly. Thus, the model

avoids the separation issue between operational debt and financial debt.

In the Treasury model, all cash flows originate from existing contracts. Therefore,
all cash flows are certain and risk-free rates as discount factors can be applied.
The Treasury model applies ZDFs which increases the quality of the model as
these discount factors are the actual maturity specific risk-free rates that is traded
in the market (Table 77). Hence, WACC is avoided. Further, the Treasury model
calculates the equity value of SR-BANK directly and avoids the separation issue

of debt.

Table 77 - ZDFs

31.12.2017 2018 2019 2020 2021 .. 2047
Price 100 98,65 96,09 93,28 90,43 40,1
Zero-Bond Discount Factors 1 0,987 0,961 0,933 0,904 0,4

9.1.3 Risk Transformation

Banks create value through risk transformation. This means that liabilities in form
of customer savings, are transformed into loans and other financial products.
However, credit may be lost due to default risk, and must be incorporated in the

valuation model.

The FCFE model incorporates credit risk in the loan portfolio by applying the
normalized LLPs identified from the strategic analysis. Therefore, the net income

will be reduced by the normalized LLPs.

Table 78 - LLPs

NOK Million FY 2018E FY 2019E FY 2020E FY 2021E FY 2022E
Total Gross Loans 182 198 192 032 201 546 208 152 211 469
Normalized LLPs in % 0,23 % 0,23 % 0,23 % 0,23 % 0,23 %
LLPs 414 436 458 473 480

Hence, the FCFE model incorporates credit risk and more accurate estimations of
net profits and retention ratios will be attained. Thus, the accuracy of the

calculated value increases.

The Treasury model incorporates credit risk in the loan portfolio by subtracting

the PV of credit expected losses from the bank's value. The PV of credit risk in
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the Treasury models is quantified in two steps. Firstly, the bank’s credit exposure
is defined from the strategic analysis. Secondly, the identified credit exposure is
multiplied with the normalized LLPs in order to identify cash flows from expected

losses in the loan portfolio (Table 79).

Table 79 - PV of credit expected losses

NOK Million 31.12.2017| 2017 2018 2019 2020 ... 2045 2046
Expected Annual Losses 0,23 %

Cash Flows Expected Loss -562 -443 -412 -381 -24 -12
PV of Credit Expected Losses -4784 -562 -438 -396 -356 -10 -5

Furthermore, the Treasury model incorporates the credit risk in the bond portfolio.
Firstly, the probability of default (PD) in the bond portfolio is identified by
applying the internal credit analysis from the strategic analysis. Secondly, the PD
is multiplied by the book value of the bond portfolio to arrive at the cash flow
from expected losses in the bond portfolio (Table 80).

Table 80 - PV of bond portfolio

NOK Million 31.12.2017 | 2017 2018 2019 2020 2021 ... 2047
Bond Portfolio

Certificates and Bonds 31909 30845 29782 28718 27654 0
PD 0,25 %

Cash Flow to Default -80 -77 -74 -72 -69 0
PV Of Bond Portfolio -955 -80 -76 -72 -67 -63 0

Hence, the Treasury model quantify the cost of credit risk and this increases the

accuracy of the calculated value of SR-BANK.

9.1.4 Integrated Operating, Investing and Financial Activities
Banks have integrated operating, investing and financial activities. This leads to
difficulties defining working capital and capex. Hence, cash flow estimation is

problematic.

In the FCFE model, the cash flow to shareholders must be calculated. However, as
net working capital and capex is undefinable, net income (NI) less reinvestment in
regulatory capital is used as a proxy for the cash flows to shareholders (table 81).

This simplification reduces the accuracy of the model.
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Table 81 - FCFE

NOK Million FY 2017 FY 2018E FY 2019E FY 2020E FY 2021E
Net Income 2218 2387 2544 2691 2352
Reinvestment in Regulatory Capital 875 945 1007 795 693
FCFE 1343 1442 1537 1896 1658

In the Treasury model, only existing contracts are considered. Bank's capex

mainly consists of investments in human capital, IT-solution and branding. Thus,

these costs relate to future contracts and can be neglected. However, cost of

existing contracts must be defined, and this is difficult with external information.

Assumptions have been used to define what costs belong to existing and new

contracts (table 82). These assumptions reduce the quality of the model.

Table 82 - Costs of existing contracts

NOK Million 31.12.2017
+ Personell Costs 1263

- Sales Services 632
+ Other Operating Costs 904

- Marketing 73
Costs of Existing Contracts 1463

Furthermore, the Treasury model avoids the definition of working capital. This is

done by calculating separate cash flows from operating, investing and financial

activities. Hence, the Treasury model avoids the problems with identifying WC

and capex.
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10.0 Conclusion

The first purpose of this thesis is to identify why bank valuation is problematic
and which approaches the literature recommends for bank valuation. Four main
aspects that complicates bank valuation have been identified. Firstly, banks are
highly regulated. This constrains the pace of growth, the capacity for earnings and
dividend. Secondly, banks perform maturity transformation. This leads to a
separation issue between debt and equity. Thus, WACC estimation is problematic.
Thirdly, banks create value through risk transformation. This leads to credit risk.
Thus, it adds a new risk dimension and may lead to incorrect estimations of
retention ratios and net profits. Lastly, banks have integrated financing, operating
and investment activities. This leads to difficulties defining working capital and

capex. Thus, cash flow estimation is problematic.

The literature review on bank valuation indicated that there has been a stream of
academic contributions to bank valuation the last decade. However, most of the
contributions tries to evolve existing valuation models instead of developing
bank-specific models. From the existing valuation models, there is a general
agreement that the FCFE model, with bank-specific adjustments, is the
recommended model for bank valuation. Further, the literature review indicated
that banks-specific models e.g. the Treasury model by Svend Reuse (2007), The
Fundamental Valuation approach by Dermine (2009) and the Risk Neutral
Valuation model by Adams and Rudolf (2010) have been developed. The authors
of these models indicate that their models are constructed to handle all bank
specific implications. However, after having assessed the bank-specific models,
the Treasury model seems to be the most practical model to apply for bank

valuation.

The second purpose of the thesis is to find the value of SR-BANK. The strategic
analysis identified SR-BANK s location as a competitive advantage and that SR-
BANK has embraced the technological development and positioned itself for the
change in customer behavior. However, the products and services that SR-BANK
offer is characterized by a high degree of comparability and low differentiation.
This leads to increased mobility and reduced switching costs for the customers.
Moreover, the internal competition in SR-BANK s area is characterized by a high

degree of rivalry which puts pressure on margins. Furthermore, the financial
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statements analysis indicated that SR-BANK has strong profitability, liquidity and
solidity in the analysis period. Moreover, the internal credit rating indicated that
the bank's loan related assets have a low PD overall and thus a high internal credit

rating.

In conjuncture with the strategic analysis and the financial statements analysis, the
FCFE model and the Treasury model have been applied to SR-BANK. Hence, the
FCFE model identified the value of SR-BANK s equity to be NOK 26.894
million (NOK 105 per share) as of 31.12.2017. The Treasury model identified the
liquidation value of SR-BANK to be NOK 22.453 million (NOK 88 per share).

The results are presented in figure 32.

Figure 32 — SR-BANK s price per share as of 31.12.2017

Actual Price per Share Projected Price per Share
105
87 88
Market Value 31.12.2017 FCFE Model Treasury Model

The last purpose of the thesis is to identify how the applied models incorporates
the problematics with bank valuation. The FCFE model incorporates the problems
arising from regulations, maturity transformation and risk transformation.
However, the cash flow estimation in the model remains a problem. The bank-
specific Treasury model incorporates all four aspects that complicates bank
valuation. However, this is mainly solved by separating the value centres and by
calculating a liquidation value. Further, the valuation relies heavily on
assumptions if not internal information is used. Moreover, as the Treasury model
identifies the liquidation value, it is not directly comparable to the market value of
SR-BANK as it leaves out growth. A further extension to the Treasury model
could be to incorporate growth as it would further increase the model’s relevance

in the banking industry.

131



GRA 19502

11.0 References

Adams, M., & Rudolf, M. (2010). A new approach to the valuation of banks.
Frankfurt, Germany.

Arnott, R., Bernstein, P. (2002): “What risk premium is ‘normal’?”, Financial
Analysts Journal, 58(2), 64-85.

Barney, J. (1991). Firm resources and sustained competitive advantage. Journal of
management, 17(1), 99-120

Barney, J. B. (1995). Looking inside for competitive advantage. The Academy of
Management Executive, 9(4), 49-61.

Barney, J. B. (2014). Gaining and sustaining competitive advantage. Pearson
higher ed.

Bank for International Settlement (BIS). (2016). Basel Committee on Banking
Supervision. Retrieved from. https://www.bis.org/bcbs/publ/d352.pdf

Beltrame, F., & Previtali, D. (2016). Valuation in Banking: Issues and Models. In
Valuing Banks (pp. 7-40). Palgrave Macmillan, London.

BI Business Review. (2016). Bankkundene vil fortsatt ha personlig service.
Retrieved from.
https://www.bi.no/forskning/business-review/articles/2016/03/bankkundene-vil-
fortsatt-ha-personlig-service/

BI. (2017). Norsk Kundebarometer.
https://www.bi.no/forskning/norsk-kundebarometer/

BS. (2018). Deposit Guarantee Scheme. Retrieved from.
https://www.bankenessikringsfond.no/deposit-guarantee/category949.html

Bodmer, A. (2001). Value-based-Management fiir Banken. Haupt.

Busch, R., & Memmel, C. (2017). Banks' net interest margin and the level of
interest rates. Credit and Capital Markets—Kredit und Kapital, 50(3), 363-392.

Busch, T. & Banken, Kjell. (1999). Analyse av finansregnskapet. Tano
Aschehoug

Calomiris, C. W., & Nissim, D. (2007). Activity-based valuation of bank holding
companies (No. w12918). National Bureau of Economic Research.

Collins, J. H., Shackelford, D. A., & Wahlen, J. M. (1995). Bank differences in

the coordination of regulatory capital, earnings, and taxes. Journal of accounting
research, 263-291.

Computerworld. 2016. Bankene trenger nye teknologier og nye leveranderer.
Retrieved from:

132



GRA 19502

http://www.cw.no/artikkel/finans/bankene-trenger-nye-teknologier-nye-
leverandorer

Copeland, T., Koller, T.M., & Jack, M. (2000) Valuation: Measuring and
managing the value of companies (3rd ed.) Hoboken: NY

Dahl, G. A., Hansen, T., Hoff, R., Kinserdal, A. (1998). Verdsettelse i teori og
praksis. Cappelen Akademiske Forlag.

Damodaran, A. (1999). Estimating risk free rates. WP, Stern School of Business,
New York.

Damodaran, A. (2005). Dealing with cash, cross holdings and other non-operating
assets: approaches and implications.

Damodaran, A. (2006). Damodaran on Valuation, John Wiley&Sons.

Damodaran, A. (2008). What is the riskfree rate? A Search for the Basic Building
Block.

Damodaran, A. (2009). The dark side of valuation: valuing young, distressed, and
complex businesses. Ft Press.

Damodaran, A. (2012). Investment valuation: Tools and techniques for
determining the value of any asset (Vol. 666). John Wiley & Sons.

Damodaran, A. (2013). Valuing financial service firms. Journal of Financial
Perspectives, 1, 1-16.

Damodaran, A. (2014). Estimating Risk Parameters.

Damodaran, A. (2015). Equity Risk Premiums (ERP): Determinants, Estimation
and Implications — The 2015 Edition

Damodaran, A. (2016). Damodaran on valuation: security analysis for investment
and corporate finance (Vol. 324). John Wiley & Sons.

Damodaran, A (2016b) “Why do risk free rates vary across currencies?. Retrieved
from.
http://people.stern.nyu.edu/adamodar/podcasts/valfall16/valsession4.pdf

Dermine, J. (2016). Bank Valuation & Value-based Management: Deposit and
Loan Pricing, Performance Evaluation, and Risk Management. McGraw-Hill.

Dagens Neringsliv. (2016). Teknologien som kan endre banksektoren. Retrieved
from. https://www.dn.no/grunder/2016/03/21/2144/Teknologi/teknologien-som-
kan-endre-banksektoren

DNB. (2017). Pa dette omradet slir bade svenskene og danskene oss. Retrieved
from.
https://dnbfeed.no/privatokonomi/pa-dette-omradet-slar-bade-svenskene-og-
danskene-oss/

133



GRA 19502

EBF. 2016. Norway’s Banking Sector: facts and figures. Retrieved from.
https://www.ebf.eu/norway/

Fernandez, P., Ortiz, A., & Acin, I. F. (2017). Market Risk Premium used in 71
countries in 2017: a survey with 6,932 answers. Madrid: IESE Business School.
University of Navarra.

Finansforbundet. 2017. Banker tenker ulikt om outsourcing. Retrieved from.
https://www.finansforbundet.no/finansfokus/2017/09/13/bankene-tenker-ulikt-

outsourcing/

Finansforbundet. (2018). Sterkest lonnsvekst i finans. Retrieved from:
https://www.finansforbundet.no/tbu-sterkest-lonnsvekst-finans/

Finansnorge. (2017). Fortetningsbanker i Norge — fusjoner og oppkjop. Retrieved
from. https://www.finansnorge.no/statistikk/bank/forretningsbanker-i-norge-
fusjoner-og-opphor/

Finansnorge. (2018). Retrieved from.
https://www.finansnorge.no/statistikk/bank/

Finanstilsynet. (2011a). Finsnstilsynet vurderer innstramminger I retningslinjene
for forsvarlig utldnspraksis til boligformal. Retrieved from.
https://www.finanstilsynet.no/nyhetsarkiv/pressemeldinger/201 1/finanstilsynet-
vurderer-innstramminger-i-retningslinjene-for-forsvarlig-utlanspraksis-til-

boligformal/

Finanstilsynet. (2011b). Nye retningslinjer for forsvarllig utlanspraksis forlan tl
boligformal fastsatt. Retrieved from.
https://www.finanstilsynet.no/nyhetsarkiv/pressemeldinger/2011/nye-
retningslinjer-for-forsvarlig-utlanspraksis-for-lan-til-boligformal-fastsatt/

Finanstilsynet. (2014). Gjennomfoering og virkninger av retningslinjer for
forsvarlig utlanspraksis for lan til boligformal. Retrieved from.
https://www.regjeringen.no/no/aktuelt/fastsetter-ny-boliglansforskrift/1d2523967/

Finanstilsynet. (2017a). Likviditet. Retrieved from.
https://www.finanstilsynet.no/tema/likviditet/

Finanstilsynet. (2017b). Minstekrav til kapital og bufferkrav. Retrieved from.
https://www.finanstilsynet.no/tema/kapitaldekning/minstekrav-til-kapital-og-
bufferkrav/

Finanstilsynet. (2017c). MiFID II/MiFIR. Retrieved from.
https://www.finanstilsynet.no/tema/mifid-ii--mifir/

Finanstilsynet. (2017d). Risk Outlook. Retrieved from:
https://www.finanstilsynet.no/contentassets/93¢4406301b747d0879dd80eas5d3dee
e/risk-outlook-june-2017.pdf

Finanstilsynet. (2017e). Konsesjon banker. Retrieved from.
https://www.finanstilsynet.no/konsesjon/banker/

134



GRA 19502

Finanstilsynet. (2017f). Likviditet og soliditet. Retrieved from.
https://www.finanstilsynet.no/contentassets/de14e53407744balba315efbb0c67c3¢c
/likviditet soliditet 2017 g3.pdf

FinansNorge. (2016). Vi blir stadig mer digitiale I var bnkbruk. Retrieved from.
https://www.finansnorge.no/aktuelt/sporreundersokelser/dagliebankundersokelsen
1/dagligbankundersokelsen-2016/vi-blir-stadig-mer-digitale-i-var-bankbruk/

Finans Norge. (2017). Bytter boliglansbank som aldri for. Retrieved from.
https://www.finansnorge.no/aktuelt/sporreundersokelser/forbruker-og-
finanstrender/forbruker--og-finanstrender-2017/bytter-boliglansbank-som-aldri-
for/

Finans Norge. (2018). Markedsandeler. Retrieved from.
https://www.finansnorge.no/sok/?g=markedsandeler

Fitch. (2017). Special Report. Retrieved from:
https://www.sparebank1.no/content/dam/SB1/bank/sr-bank/om-
oss/Investor/rating/Sparebanken%20Report%2029.12.2017.pdf

Gjesdal, F., & Johnsen, T. (1999). Kravsetting, lonnsomhetsméling og
verdivurdering. Oslo: Cappelen akademisk forl.

Gross, S. (2007). Banks and shareholder value: An overview of bank valuation
and empirical evidence on shareholder value for banks. Springer Science &
Business Media.

Hegnar. (2018). Nesten rekord i fondsparing. Retrieved from.
http://www .hegnar.no/Nvheter/Naeringsliv/2018/01/Nesten-rekord-i-fondssparing

Husbanken. (2016). Summary annual report 2016. Retrieved from.
https://www.husbanken.no/english/annual-reports/

Husbanken. (2018). About the Norwegian State Housing Bank. Retrieved from.
https://www.husbanken.no/english/about-the-housing-bank/

Hoéhmann, K. (1998). Shareholder-Value von Banken. Dt. Univ.-Verlag.

IBM. (2016). BASEL III Summary. Retrieved from.
https://www.ibm.com/support/knowledgecenter/en/SSN364 8.8.0/com.ibm.ima.tu
t/tut/bas imp/bas3 sum.html

Johnson, H. J. (1996). The Bank Valuation Handbook: A Market-based Approach
to Valuing a Bank. Irwin Professional Publishing.

JP-Morgan. (2008). The Most Important Number in Finance. The Quest for the
Market Risk Premium. Retrieved from.
https://www.jpmorgan.com/ipmpdf/1320675769380.pdf

135



GRA 19502

Koch, T. (2004), Besonderheiten der Unternehmensbewertung von Banken, in:
Richter, F. & Timmreck, C. (ed.): Unternehmensbewertung — Moderne
Instrumente und Losungsansitze, Stuttgart 2004, pp. 119-135.

Kocherlakota, N. (1996): “The equity premium: It’s still a puzzle”, Journal of
Economic Literature, 24, 42-71.

Koller, T., Goedhart, M., & Wessels, D. (2005). Valuation: measuring and
managing the value of companies (Vol. 499). john Wiley and sons.

Konkurransetilsynet. (2015). Konkurransen i boliglansmarkedet. Retrieved from.
http://www .konkurransetilsynet.no/globalassets/filer/publikasjoner/rapporter/rapp
ort konkurransen-i-boliglansmarkedetl.pdf

KPMG. (2018). “Equity Market Risk Premium — Research Summary”

Li, Y., Ng, D., Swaminathan, B. (2013): “Predicting market returns using implied
cost of capital”, Journal of Financial Economics, 110(2), 419-436.

Massari, M., Gianfrate, G., & Zanetti, L. (2014). The valuation of financial
companies: Tools and techniques to measure the value of banks, insurance
companies and other financial institutions. John Wiley & Sons.

Mehra, R., Prescott, E. (1985): “The equity premium: A puzzle”, Journal of
Monetary Economics, 15(2), 145-161.

Mercer, Z. C. (1992). Valuing financial institutions. Irwin Professional Pub.

Moshirian, F. (2011). The global financial crisis and the evolution of markets.
Institutions and regulation, Journal of Banking and Finance, 36, 502-511.

NAV. (2018). Helt ledige- Fylke. Retrieved from.
https://www.nav.no/no/NAV-+og+samfunn/Statistikk/Arbeidssokere+og+stillinger
+-tstatistikk/Helt+ledige

NBIM. (2016). The Equity Risk Premium. Retrieved from.
https://www.nbim.no/contentassets/2b92009{fa9440198eec832a0996ca2/discussi
on-note-1-16---equity-risk-premium.pdf

Norges Bank. (2014). Capital requirements. Retrieved from.
https://static.norges-
bank.no/contentassets/139baa2ed06941¢28d6244dd66bd1a89/staff-memo-14-
2014 eng.pdf?v=03/09/2017123537&ft=.pdf

Norges Bank. (2017a). Household debt and links to the housing market.
Consequences for financial stability. Retrieved from. https://static.norges-
bank.no/contentassets/cf6¢c78a9b36¢491b9008a6e648cf9b89/economic comment
aries 7 2017.pdf?v=12/07/2017153100&ft=.pdf

Norges Bank. (2017b). Finansiell infrastruktur. Retrieved from.
https://static.norges-

136



GRA 19502

bank.no/contentassets/Oaf5e6ca88d54c7cabab9cd8b44257c8/finansiell infrastrukt
ur 2017.pdf?v=05/18/2017145640& ft=.pdf

Norges Bank. (2017c¢). Financial Stability Report. Retrieved from.
https://static.norges-
bank.no/contentassets/f3a45¢b94d334¢4cb619¢c549952d553/fs report 2017.pdf?
v=11/02/2017091700&ft=.pdf

Norges Bank (2017d). Norway’s Financial System, an overview. Oslo, Norway.

Norges Bank. (2018a). Key policy rate. Retrieved from._https://www.norges-
bank.no/en/Monetary-policy/Key-policy-rate/

Norges Bank. (2018b). Monetary policy report. Retrieved from.
https://static.norges-
bank.no/contentassets/4a558ba8828547af8b26201144331250/mpr 1 18.pdf?v=03
/22/2018091804 & ft=.pdf

Norges Bank. (2018c). Government Bonds Annual Average. Retrieved from.
https://www.norges-bank.no/en/Statistics/Interest-rates/Government-bonds-
annual/

Norges Bank. (2018d). FAQ - Inflation. Retrieved from.
https://www.norges-bank.no/en/fag/monetary-policy/

Pastor, L., Sinha, M., Swaminathan, B. (2008): “Estimating the intertemporal risk-
return tradeoff using the implied cost of capital”, Journal of Finance, 63(6), 2859-
2897.

Porter, M. E. (1979). How competitive forces shape strategy
PwC. (2016). Financial Services Technology 2020 and Beyond: Embracing

disruption. Retrieved from. https://www.pwc.com/gx/en/financial-
services/assets/pdf/technology2020-and-beyond.pdf

PwC. (2017). Risikopremien i det Norske Markedet. Retrieved from.
https://www.pwc.no/no/publikasjoner/pwc-markedsrisikopremie-2017.pdf

Reuse, S. (2007). Corporate evaluation in the German banking sector. Springer
Science & Business Media.

Reuse, S. (2011). Corporate evaluation in banks—Development of a new
evaluation model with the special focus on the separation of the value of maturity
transformation. FAI-Financial Assets and Investing, 2(1), 6-32.

Rothaermel, F. T. (2015). Strategic management. McGraw-Hill Education.

Ross, S. A. (1976). The arbitrage theory of capital asset pricing. Journal of
Economic Theory, 13(3), 341-360.

Scope Ratings. (2018). Forecasting Bank Financials Methodology. Retrieved
from.

137



GRA 19502

https://www.researchpool.com/download/?report 1d=166516&show pdf data=tru
C

Siegel, J., Thaler, R. (1997): “Anomalies: The equity premium puzzle”, Journal of
Economic Perspectives, 11(1), 191-200.

Sparebank 1 SR-Bank. (2011). Arsrapport 2011. Retrieved from.
https://www.sparebank1.no/content/dam/SB1/bank/sr-bank/om-
oss/Investor/Rapporter/2011/arsrapport/Annual%20report%202011.pdf

Sparebank 1 SR-Bank. (2012). Arsrapport 2012. Retrieved from.
https://www.sparebank1.no/content/dam/SB1/bank/sr-bank/om-
oss/Investor/Rapporter/2012/arsrapport/Annual%20report%202013.pdf

Sparebank 1 SR-Bank. (2013). Arsrapport 2013. Retrieved from.
https://www.sparebank1.no/content/dam/SB1/bank/sr-bank/om-
oss/Investor/Rapporter/2013/arsrapport/Annual%20report%202013%2C0.pdf

Sparebank 1 SR-Bank. (2014). Arsrapport 2014. Retrieved from.
https://www.sparebank1.no/content/dam/SB1/bank/sr-bank/om-
oss/Investor/Rapporter/2014/arsrapport/Annual%20report%202014%20A4%201o

w.pdf

Sparebank 1 SR-Bank. (2015). Arsrapport 2015. Retrieved from.
https://www.sparebank1.no/content/dam/SB1/bank/sr-bank/english/about-
us/investor/reports/Annual%20report%202015.pdf

Sparebank 1 SR-Bank. (2016a). Arsrapport 2016. Retrieved from.
https://www.sparebank1.no/content/dam/SB1/bank/sr-bank/om-
oss/Investor/Rapporter/2016/%C3%85rsrapport%202016.pdf

Sparebank 1 SR-Bank. (2016b). Risk and Capital Management. Retrieved from.
https://www.sparebank1.no/content/dam/SB1/bank/sr-bank/om-
oss/Investor/Rapporter/2016/Risk%20and%20capital%20management%20Pillar%
20111%202016.pdf

Sparebank 1 SR-Bank. (2017a). Fourth Quarter 2017. Retrieved from.
https://www.sparebank1.no/content/dam/SB1/bank/sr-bank/om-
oss/Investor/Rapporter/2017/4-kvartal/quarterly-report-Q4-2017.pdf

Sparebank 1 SR-Bank. (2017b). Arsrapport 2017. Retrieved from.
https://www.sparebank1.no/content/dam/SB1/bank/sr-bank/om-
oss/Investor/Rapporter/2017/arsrapport2017/annual-report-2017.pdf

Sparebank 1 SR-Bank. (2017¢c). Risk and Capital Management. Retrieved from.
https://www.sparebank1.no/content/dam/SB1/bank/sr-bank/english/about-
us/investor/corporate-governance/Riskandcapitalmanagement2017PillarlII.PDF

Sparebank 1 SR-Bank. (2018). Om oss. Retrieved from.
https://www.sparebank1.no/en/sr-bank/about-us/about-us.html

Sparebankforeningen. (2018). Om oss. Retrieved from.

138



GRA 19502

https://www.sparebankforeningen.no/om-oss/

SSB. (2016a). Befolkningsframskrininger 2016-2100: Hovedresultater. Retrieved
from. https://www.ssb.no/befolkning/artikler-og-
publikasjoner/ attachment/2703927? ts=1556d680ad8

SSB. (2016b). Befolkningsframskrivninger 2016-2100: Dadelighet og levealder.
Retrieved from. https://www.ssb.no/befolkning/artikler-og-
publikasjoner/ attachment/2703947? ts=1556d689778

SSB. (2017a). Befolkningsframskrivninger Statistikk. Retrieved from.
https://www.ssb.no/befolkning/statistikker/folkfram

SSB. (2017b). The moderate upturn continues. Retrieved from.
https://www.ssb.no/en/nasjonalregnskap-og-konjunkturer/artikler-og-
publikasjoner/the-moderate-upturn-continues

SSB. (2017¢). Makrogkonomiske hovedsterrelser. Retrieved from.
https://www.ssb.no/nasjonalregnskap-og-konjunkturer/artikler-og-

publikasjoner/okte-petroleumsinvesteringer-lofter-igjen-norsk-
okonomi?tabell=342791

SSB. (2018a). Stabil vekst i Fastlands-BNP 1 2017. Retrieved from.
https://www.ssb.no/nasjonalregnskap-og-konjunkturer/artikler-og-
publikasjoner/stabil-vekst-i-fastlands-bnp-1-2017

SSB. (2018b) Concepts and definitions in national accounts. Retrieved from.
https://www.ssb.no/en/nasjonalregnskap-og-konjunkturer/concepts-and-
definitions-in-national-accounts#Gross domestic product GDP

SSB. (2018c) National Accounts. Retrieved from.
https://www.ssb.no/en/nasjonalregnskap-og-konjunkturer/statistikker/knr/kvartal

Stabell, C. B., & Fjeldstad, @. D. (1998). Configuring value for competitive
advantage: on chains, shops, and networks. Strategic management journal, 413-
437

Statens Pensjonkasse. (2018) About Us. Retrieved from.
https://www.spk.no/en/About-SPK/

Steiger, F. (2010). The validity of company valuation using Discounted Cash
Flow methods. arXiv preprint arXiv:1003.4881.

SYSLA. (2017). SR-Bank vil bruke 300 milioner kroner pa nytt nordisk selskap.
Retrieved from. https://sysla.no/teknologi/sr-bank-vil-bruke-300-millioner-kroner-
pa-nytt-nordisk-selskap/

Uyemura, D. G., Kantor, C. C., & Pettit, J. M. (1996). EVA® for banks: Value
creation, risk management, and profitability measurement. Journal of applied
corporate finance, 9(2), 94-109.

139



GRA 19502

Vettiger, T., & Kilgus, E. (1996). Value-oriented bank controlling: controlling in
the service of a value-oriented bank management: dissertation . P. Main.

VPS. (2017). Kickoff for the share savings account (aksjesparekonto). Retrieved
from.

https://www.vps.no/pub/kickoff-for-the-share-savings-account-
aksjesparekonto/?lang=en

Wabhlen, J., Baginski, S., & Bradshaw, M. (2014). Financial reporting, financial
statement analysis and valuation. Nelson Education.

Zessin, A. (1982). Unternehmungsbewertung von Kreditinstituten:[ein Beitrag zur
Theorie der Unternehmungsbewertung]. Schwartz.

140



GRA 19502

12.0 Appendix

12.1 Figures
Figure 1 - Overview of how the structure of banks complicates the valuation

PLOCESS. ¢ ntteeeteeeiteeeeiteeeetteestteesteeeanseeesnseeeasseeesseeanssaeansseeansaeennseeensseesnsseeennses 12
Figure 2 - Overview of academic contributions on bank valuation....................... 16
Figure 3 - Central structure of the Treasury model...........ccccoevevieniiiinieniiinnn, 27
Figure 4 - SR-BANK's geographical presence ..........oecveeeereeieneenieeiienienieeieneens 28
Figure 5 - SR-BANK's lending portfolio.........c.ccovuerieeviieniieriienieeieeeie e 29
Figure 6 — Development in SR-BANK s share vs OSEBX in 2017........cccccceeneen. 29
Figure 7 - The key policy rate in recent years and projections (Norges Bank,

20T8) ettt 34

Figure 8 - Inflation rate in recent years and projections (Norges Bank, 2018a)....35
Figure 9 - Gross domestic lending to the non-financial sector by credit source. In

NOK billions, June 2017 (Norges Bank, 2017¢) .....cccceevverieeciienieerienieenen. 47
Figure 10 - Lending to Norwegian non-financial enterprises in the Norwegian
bond market by industry (Norges Bank, 2018b)........cccccceevvieiiieniierienieenen. 48
Figure 11 - Market share for the five largest banks in Norway (Finansnorge, 2018)
........................................................................................................................ 50
Figure 12 - VRIO framework (Barney, 1991) .......ccccoeviiviieiiiniieieieeeeee e 53
Figure 13 — Stock of non-performing loans and doubtful commitments in relation
to $ price of brent (Sparebank 1 SR-Bank, 2017b)........ccccceevreieieeeieiennnn. 58
Figure 14 - Summary of VRIO .....ccccooiiiiiiiiiiieeeeeeeee e 59
Figure 15 - SWOT Framework .........cccoeoueiieiiiiiinieieeieeeieeeseeee e 61
Figure 16 - SR-BANK S ROE VS CA ..c..ooiiiiiiiiiiieeeeeeeeeeee e 64
Figure 17 - SR-BANK's equity ratio VS CA.......ccceeviiieviiieiieiecie e 65
Figure 18 — SR-BANK s cost/income ratio VS CA ........ccceeveriierienieeiienienieeienieans 66
Figure 19 - SR-BANK s net interest income in % of total assets vs CA............... 67
Figure 20 - SR-BANK S LCR VS CA ..c.uiiiiiiiiiieiieeeeeeeee st 68
Figure 21 - SR-BANK S DTL VS CA ..coooiioiieiieiieieeeeeee et 69
Figure 22 - SR-BANK''s lending and deposits growth ............cccceeeieeiiecriennennen. 70
Figure 23 - SR-BANK's CET1 capital ratio vs CA.......ccceoeeiierienieieiieecieneene 71
Figure 24 - SR-BANK s leverage ratio vs CA ......cccoeoeiieiiiiienieceeeeeeeesne 72
Figure 25 - SR-BANK s loan exposure by sector (Sparebank 1 SR-Bank, 2017¢)
........................................................................................................................ 73
Figure 26 - SR-BANK's LTV ratio for the retail market portfolio (Capital
Management, 2017) ...cccuieeiieeieeeieeee e e 74
Figure 27 - SR-BANK s default level vs CA ....coooiiiiiiieieeieceeeeeeee 75
Figure 28 - SR-BANK s reorganized income statement .............cecceevueeeeneereennnnns 92
Figure 29 - SR-BANK s reorganized balance sheet............ccoceveeveriiniienenienen. 93
Figure 30 - Deposits and wholesale funding in % of total liabilities..................... 97
Figure 31 — How the FCFE model and the Treasury model incorporates the
problematics with bank valuation. ............ccceceerieeiiienieeiienieeieeee e 125
Figure 32 — SR-BANK s price per share as of 31.12.2017 ...cccccovevviveeiincenene. 131

141



GRA 19502

12.2 Tables

Table 1 - Basel III capital requirements (Finanstilsynet, 2017b)............cccceuvnneee. 32

Table 2 - Yearly average of unemployment as percentage of the labour force
(NAV, 2018) oottt ettt ettt eneeseeens 34

Table 3 - Inflation rate base case projections (Norges Bank, 2018a).................... 35

Table 4 - Expected population growth in SR-BANK s counties (SSB, 2017a)....36
Table 5 - Total assets and gross lending for SR-BANK and comparable firms

(FINansnorge, 2018) ......vieiiieeiie ettt ee e s 63
Table 6 - SR-BANK's probability of default (PD) in the Loan Portfolio ............. 75
Table 7 - SUIVEY PIeMIUMS. ........eeiuiieiieiieeieeiie et erieeere et e ereeseeeereeaeeeeseenseeenseas 80
Table 8 - Historical ERPs (arithmetic average) .........ccoccvevveeieerieeciieieereeeeee e 80
Table 9 - Historical ERPs (Z2eometric average) ........cceceevveeeveeneeeeveenieeeveeneeeeenees 80
Table 10 - ERP using multi-stage DDM............cccccoeriiiiiiiniieiieiecieceeeeeeeee e 81
Table 11 - Summary of ERP models ..........ccoooieeiiiiiiiiiiiccececeeeeeee e 82
Table 12 - 5-Y@ar Deta ....ccceeevuieiiieiieeieeie ettt 83
Table 13 - 6,25-Y@ar DL ....cc.eeviiiiiieiieiiecie ettt 83
Table 14 - 10-YEar DA ......eevuieeiieiieeieeiieete ettt et ebe e e ennees 84
Table 15 — Comparable companies with their capital structure..............cceeeueeneee. 85
Table 16 — Comparable companies with levered industry beta...........cccccveeueenneen. 85
Table 17 — Industry unlevered beta and capital structure ..............ccceeveeereennrennen. 86
Table 18 — SR-BANK s levered beta and forecasted steady-state capital structure

........................................................................................................................ 86
Table 19 —Comparison of SR-BANK’s bottom-up beta and single regression beta

........................................................................................................................ 86
Table 20 - SR-BANK s Marshall Blume adjusted beta.............cccceeverieecriennenen. 87
Table 21 - SR-BANK'S COSt Of €qUILY .....eevvieiiiciieiieeieeeece e 87
Table 22 - Costs related to the new APF scheme .........ccccccoevvieiiiiciiniiciciee, 88
Table 23 - Cost related to personnel restructuring...........oocveeeveevveeciieneeesreeneennnenn 88
Table 24 - SR-BANK s marketable SECUrities........cccuevvvierieeiierieeiieiieereeeiee e 89
Table 25 - EXCESS CASN....ciiiiiiiiiiiieieceeee e 89
Table 26 - Income from eXcess CaSh.........cccvveriiiiieiiiiiieeee e 90
Table 27 - Loan loss provision for SR-Bank and peers.........c.cccceveveerieereenneennen. 90
Table 28 - SR-Bank’s 10an-10Ss 1atios ........c.cccveeueerieriieeniieeieenie e eiee e e 90
Table 29 - SR-BANK s abnormal 10SS€S........cceecveeriiriiieniieiieieeieeeeeveeeeee e 91
Table 30 - Adjusted and normalized pre-tax €arnings...........ccceecveeeveereeeecneenneennnenn 91
Table 31 - SR-BANK s gross loan portfolio ..........cccceeceevieeciienienciienieeieeeie e 95
Table 32 - SR-BANK 's gross loans to corporate customers divided by sectors ..96
Table 33 - SR-BANK s growth in deposits.........cccevvereiierieeiienieeiieiieereeeiee e 97
Table 34 - SR-BANK s growth in wholesale funding...........c.ccccoeeieririiiennnnnen. 98
Table 35 - Growth in SR-BANK s risk weighted assets .........cccceeeierieecieeneennen. 99
Table 36 - SR-Bank's shareholders’ equity.........ccceceeviieiiieniieiiieniecieeeeeeene 100
Table 37 - SR-BANK s net interest margin.........ccoccueeeveeeieereeenieeneeesieenneeneennes 100
Table 38 - SR-BANK 's expected net interest margin .........o.ceeeveevveeeieeneeeeneenne. 101
Table 39 - SR-BANK s net commissions and fees...........ccceevveevrierieecieeneeeneenne. 101
Table 40 - SR-BANK's commissions from property related activities................ 101
Table 41 - Expected other commissions and fees...........ccccuevveecrieriencieenieeneenne. 102
Table 42 - SR-BANK'S SAlArIeS......ccccvieiiiriiiiiieieeieeeie et 102
Table 43 — Expected growth in Salaries ..........cccoeveeeeveerieeiiienieeieenie e 102
Table 44 — EXpected LLPS......cccoooiiiiieiieieeieeeceeee ettt 103
Table 45 — Expected corporate marginal tax rate ...........cocceevveevieeniencieenieeneene 103
Table 46 — Forecasted income Statement.............cc.eeeevuerieneenienienieenienie e 103
Table 47 - Forecasted balance sheet ...........cccooeviiniiiiniiniieeeeen 104



GRA 19502

Table 48 — SR-BANK s discounted free cash flow to equity.........cccecvveruveennnnne. 105
Table 49 — SR-BANK s free cash flow to equity .......ccceeeiverieeviienieeieeieeieenne 105
Table 50 — SR-BANK s discounted terminal value............ccoccoecenieneniencencnen. 105
Table 51- SR-BANK's marketable SECUTITtIESs. .......cceerueriereenieeieniieierie e 106
Table 52 — SR-BANK s intrinsic Share price ..........ccceevveeviereeesieenienieeneeeneenees 106
Table 53 - Sensitivity analysis of cost of equity and growth in the economy (G)
...................................................................................................................... 107
Table 54 — Sensitivity analysis cost of equity and net income (NI) .................... 108
Table 55 — Converted ZDFS .......oociiiiiinieieeeesee e 110
Table 56 - Maturity analysis of eXiSting CONtracts...........ccceerveevreeneeesieeneeeneennes 111
Table 57 - Yield analysSis ........cccueeeiieriieiieiieciiecie et 112
Table 58 - SR-BANK'S yield DOOK ......cccovcviiiiiiiiiiiierieeieeeceee e 113
Table 59 - Cash flows generated from SR-BANK''s yield book ......................... 114
Table 60 - Present value of the yield bookK ..........cccocveeriieiiiniieiiiiceeeeee 114
Table 61 - SR-BANK's trading bookK .........c.ccccveriieiiieniieiieniecieesie e 115
Table 62 - SR-BANK s investment or stake in other companies........................ 116
Table 63 - SR-BANK's all 0ther assets .........cccceeierieierienieeeieeeeee e 116
Table 64 - SR-BANK 's total other liabilities ..........ccccovveeeiierieeriienieeieeieeeene 117
Table 65 - Development of SR-BANK s credit risk exposure ...........ccceveennnnee. 118
Table 66 - Present value of credit expected 10SSES .......c.coevvevveeciierieiciienieeieenne, 118
Table 67 - PV of credit risk in the bond portfolio...........cccceevveeviiiniiiciieieeienne, 119
Table 68 — Present Value of operational risK..........c.ccccvvvviieniieiiiencieniieieeieenne, 119
Table 69 - Costs of €XiStiNgG CONTIACTS.......ccvvieiierieeiierieeieeriee et ereee e eiee e 120
Table 70 - PV of costs of existing CONtracts ...........ccceerveeriierieesieenieeieeneeeveenees 120
Table 71 - Earnings of eXiSting CONIracts .........ccceevveerieeiiienieeiieenieeieeneeeneenens 121
Table 72 - Present value of earnings of existing contracts .............cccecveruveennennne. 121
Table 73 — Present value Of taXes .......ccccevverieiinienieieeeseee e 121
Table 74 - Result of the Treasury model ..........cccceeeevieiiieiieniieiieieeeeeeee 122
Table 75 — Sensitivity analysis of 3 mth NIBOR and long-term funding rate ....123
Table 76 = CETT TAtIO c..eeveeiieiieieeiiesieeie ettt 126
TADIE 77 = ZDFS c.oiiieieiieieeeeee ettt sttt sttt 127
TabIE 78 = LLLPS ..ttt 127
Table 79 - PV of credit expected 10SSES.....c.uevviiriieiieiiieiiecieeeeee e 128
Table 80 - PV of bond portfolio .........ccceeviiiiiiiiiiiiieieciieeeeee e 128
Table 81 = FCFE. ..ottt sttt 129
Table 82 - Costs of €XiStiNg CONTIACTS.......ccvirrvierieeiierieeieeriee e esere e 129

143



GRA 19502

12.3 Equations

Equation 1 - FCFE ...t e n 24
Equation 2 - Bank specific FCFE ...........cccoooiiiiiiiiiiieecceee e 25
Equation 3 - Value of FCFE ........ccciiiiiiiiiieeeececee e 25
Equation 4 - Terminal value (key value driver formula)...........ccocvveviieiiennnnen. 25
Equation 5 - Value of @qUILY ....cc.eeeeiieiieiiieiiecieceeee et 26
Equation 6 - Return on €qUity........cccecceeriieiiieeieeiieeie et 63
Equation 7 - EQUILY TatI0......eeeiiiieiiieeiiee ettt e s 64
Equation 8 - COSt/INCOME TATI0 ....ccuviervieeeiieiieeiieeieeeeeetee e seee e e seeeeneees 65
Equation 9 - Net interest margin in % of total assets...........cccceevvveevienieecieenreennen. 66
Equation 10 - Liquidity COVETage ratio.........ccccueerueerieerieeniieieeneeeieeseeeveeseeeennees 68
Equation 11 - Deposits-t0-10an ratio...........cceeevueereerieeniieniieieenie e eeee e seee e 69
Equation 12 - Common equity tier 1 capital ratio.........cccoeeveeveerieeiieniieieeeieeneen 71
Equation 13 - LeVerage ratio.........ccceerieeiierieeieenieeseeeieeeieeereesneesseessneesseesssessneas 72
Equation 14 - Default Ievel..........ccoioiiiiiiiiiieiecece e 74
EqQuation 15 - CAPM ..ottt et e n 78
Equation 16 - Multi-stage DDM ........cccccciiiiiiiieiiieiecieeeee e 81
Equation 17 - SIMPIe r€greSSION ......ueeeiiieeiiieeiieeeiieeeite et eereeesreeeeree e s 82
Equation 18 - Standard error of the industry beta...........cccceevieriiiiieniieieieee. 84
Equation 19 - Unlevered Deta ...........ccceeviiiiiiiiieiieciicieeee et 85
Equation 20 - Levered company beta (Damodaran, 2014).........cccccceeevvecriennreennen. 86
Equation 21- Marshall BIume Beta...........cccoeeviiiiiiiiieiiiciieeeeeeee e 87
Equation 22 - Common equity tier 1 1atio ......ccceevvuveeriiieeniiieeeiieeeiee e 99
Equation 23 - Value of €qUItY.......ccceveiieiiieiiieieeii e 104
Equation 24 - Free cash flow to equity (FCFE) for financial firms..................... 104
Equation 25 — Converting formula ............ccccoevieiiiieniieiieie e 109

144



