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Company          
Country:       Lithuania 

Sector: 

 

Financial 

Industry group:   Banking 

Ticker:  

 

UKB1L 
 

  

Free float   44.08%     

Risk level: 

 

Very high 

Date   2008.11.19 

 

Multiples 2007 2008F 2009F 2010F 

Mcap, mLTL 721.9 104.3 104.3 104.3 

P/E 9.32 1.22 4.12 3.90 

P/BV 1.40 0.19 0.18 0.18 

C/I 57% 64% 72% 70% 

NIM 3.1% 3.3% 3.5% 3.5% 

ROAA 2.1% 2.0% 0.6% 0.6% 

ROAE 17.1% 16.2% 4.6% 4.6% 

Dividend yield 0.24% 3.77% 0.00% 0.00% 

 

Financials 
(mLTL) 2007 2008F 2009F 2010F 

Net interest 
income 118 142 146 145 

Growth 51.0% 20.9% 2.4% -0.7% 
Net 
commission  104 104 99 106 

Growth 29.6% 0.0% -4.8% 6.5% 

Net other oper. 
income 37 6 -13 5 

Operating profit 111 91 65 77 

Net profit 
(owners)* 77 70 25 27 

Growth 78.1% -9.2% -64.1% 5.8% 

  
   

  

Assets 4,328 4,212 4,104 4,249 

Liabilities 3,811 3,673 3,538 3,655 

Equity 517 540 566 594 

 

Last quarter (mLTL) 
III Q-

2008A 
IIIQ-

2008E 
Diff., 

% 

Net interest income 37.4 37.1 0.9% 

Net commission income 24.5 28.8 -15.0% 

Net profit* 15.2 23.9 -36.4% 

Loans to customers 2730.2 2554.7 6.9% 

Total assets* 4225.0 4643.3 -9.0% 

Deposits from customers 2799.9 3226.8 -13.2% 

 
* adjusted for non-recurring items 
 
 
 
Please see important disclosures at the end of this report 
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¶ The net profit for IIIQ 2008 after elimination of one-off income was 

below our expectations due to lower net result in other operating 

activities, mainly loss on securities and foreign currency exchange. 

The bank demonstrated significant loan and leasing portfolio growth 

(+12.6% q/q), but the net commission income decrease was quite 

sharp (-15.0% q/q). 

 

¶ The latter jump of debt capital costs is unwelcome for the bank. 

Deposits as the main funding source decreased by 4.6% compared 

with the previous quarter. This could be a reason of some large client 

withdraw. The bank should closely monitor and manage the situation 

further.  

 

¶ Considering negative trends in Lithuanian economy and its future 

expectations we reviewed Ukio Bankas performance assumptions 

and made some fundamental changes. We reduced the loans and 

net commission income growth to more moderate scenario. 

Furthermore we projected small negative income growth in 2009 and 

recovering in 2010-2012. 

 

¶ Regarding conservative forecast assumptions our excess equity 

valuation (EEV) has pointed out the fair value of 1.22 LTL per share. 

Peer comparison method has shown fair value of 3.39 LTL (using 

P/E ratio) and 2.72 LTL (using P/Bv ratio) per share.  

 

 

 

 
The fair value calculated using EEV method is 1.22 LTL. Current strain in 

the global and Lithuanian banking system results an additional risk. We 

point out very high risk of the company. Therefore we set the target price 

to 0.61 LTL per share which makes 15.1% upside from the current market 

price (0.53 LTL), a sharp reduction from our earlier target and downgrade 

our earlier BUY recommendation to HOLD. 
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REAL ESTATE PROJECT HAS EARNED NET PROFIT OF 14.9 MLTL FOR THE GROUP 

Ukio Bankas has reported a mixed bag of news for the IIIQ 2008. The bank net profit 

of 30.1 mLTL was impacted by sale of real estate project in Moscow. The IIIQ 2008 

net profit from the discontinued operations was 14.9 mLTL and adjusted net result 

falling to bank shareholders is 15.2 mLTL. It was 36.7% below our expectations and 

11.5% less than a year before.  

The net interest income for IIIQ 2008 was 37.4 mLTL. It was in line with our 

expectations of 37.1 mLTL (+0.89%). This is a reason of still rapidly growing loans to 

clients which jumped 12.6% compared with the previous quarter, while we have 

projected more moderate 5.4% growth. Considering market conditions we reduce loan 

growth in IVQ 2008 and the loan portfolio level stabilization in 2009. We have also 

made more conservative loan growth for the period 2010-2012.  

 

 

Source: Company data, Finhill estimates  

 

Source: Company data,  Finhill estimates 

The reported net commission income for the IIIQ 2008 was 24.5 mLTL. It was below 

our expectations of 28.8 mLTL (-14.95%) and in comparison with the previous quarter 

27.7 mLTL (-11.4%). The level of net commission income is the lowest since IQ 2007. 
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The biggest decrease was in fees of money transfer operations. This could be a 

reason of lower clientsô activities. 

 

Source: Company data, Finhill estimates 

The hardest to estimate is net operating income. The income has a biggest variation. 

Net other operating result was -3.6 mLTL, we expected positive result of 8.1 mLTL. 

The net IIIQ loss on securities made -8.0 mLTL. Strong decrease in global securities 

market was the key reason. Ukio Bankas declared 0.8 mLTL loss in dealing with 

foreign currencies; while historically the result was strongly positive and we expected it 

to be positive. The bank accounted 7.4 mLTL of the net insurance income from its 

subsidiary Bonum Publicum. Onward the income will be consolidated in the group 

reports.  

Operating expenses came in lower than our forecast (actual 38.4 mLTL vs our 

estimate 39.5 mLTL). 

The loss on loans still seems to be not such a big problem for the bank as we 

expected. Impaired loans made 2.0 mLTL and the loss ratio was 0.29%. Despite quite 

good current positions we forecast the loan loss ratio reaching 1.5%-2.0% in 2009-

2010. Ukio Bankas Group has 48.5 mLTL loan postponements, 2.0% of total loans. It 

is the largest rate among Lithuanian banks and it could cover quite large amount of 

possible loss. 

As the profit statement looks quite good the balance sheet shows a monitory signal. 

Deposits decreased by 4.6% in 2008 IIIQ. This could be a reason of some large client 

withdraw and eventual liquidity squeeze. The bank should closely monitor and 

manage the financing. 

The bank is highly dependant on borrowing from customers, deposits amount about 

100% of total loans. Sharp deposit deterioration could cause a liquidity problem. We 

hope that a decision from Lithuanian central bank to reduce the compulsory reserves 

from 6% to 4% of deposits will bring a positive change to liquidity situation. 
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Source: Company data, Finhill estimates 

 

CORRECTIONS IN OUR MODEL 

Changing economic environment brought some changes to our model. Considering 

drastic tightening of the lending policy we reduce our loan growth forecasts and 

project 6% loan decrease in 2009 and moderate growth until 2012. This has an impact 

to our net interest income estimates.  

 

Source: Company data, Finhill estimates 

Slowing economic activities will likely lower use of banking services. The assumption 

leads us to around 15% reduction of net commission income and significantly cutting 

net other operating result projections. 

Regarding current market position we forecast deposit stabilization in 2009 and slight 

growth next few years. We anticipate that there wonôt be significant deposits 

withdrawal which could lead the bank to more serious liquidity problems. We also 

hope that the bank will be able to use other debt instruments such as bonds or 

subordinated loans. 
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Source: Company data, Finhill estimates 

The slump in Lithuanian economy will have negative influence on the bank group 

profitability ratios too. We forecast a sharp decrease next year and sluggish further 

recover.  

 

Source: Company data, Finhill estimates 

 

VALUATION 

We considered changes in Lithuanian economy and its future forecasts. This was the 

reason to revise our estimates and make corrections. Under the conservative 

assumptions we reduced our income projections which lead to smaller net profit. 

Significant changes were made in equity costs calculation. The jump of countryôs risk 

free rate and beta corrections has changed equity costs from 12.15% to 15.23% until 

2012.  

Based on our Excess Equity Valuation (EEV) model we have got the fair value of Ukio 

Bankas 1.22 LTL per share. It shows 130% upside from the current share market price 

0.53 LTL because the recent panic selling of the shares of Lithuanian banking sector 

has substantially reduced the current market price. 
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In our peer comparison we selected 16 Central and Eastern Europe commercial 

banks. In our opinion the sample is well representative. Using trailing median P/E ratio 

we get the fair value of 3.39 LTL, and using trailing median P/Bv ratio the fair value is 

2.72 LTL. All Ukio Bankas ratios (P/E, P/Bv, ROA, ROE) are substantially better than 

peers median or average. It also shows that the bank is strongly undervalued.  

CONCLUSION 

We think that the most correct fair value of 1.22 LTL is calculated using EEV method. 

Despite the reliance on the method we think that current market situation wonôt let to 

reach the fair price. Current strain in the global and Lithuanian banking system results 

an additional risk. We point out very high risk of the company. Therefore we set the 

target price to 0.61 LTL per share which makes 15.1% upside from the current market 

price, a sharp reduction from our earlier target and downgrade our earlier BUY 

recommendation to HOLD. 
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EXCESS EQUITY VALUATION MODEL 

Excess equity valuation: Q4 2008F 2009F 2010F 2011F 2012F TV 

Profit after taxation (mLTL) 8.8 25.3 26.8 52.8 72.8 74 

Less cost of capital (21) (86) (91) (99) (111) (101) 

Excess value (mLTL) (12) (61) (64) (46) (38) (27) 

  
     

  

Discounted excess value (11) (51) (46) (29) (21)   

 

Cost of equity calculation:     

  Until 2012 Terminal 

Risk free rate 7.79% 6.50% 

Equity risk premium 6.20% 6.20% 

Beta 1.20 1.20 

Cost of equity  15.23% 13.94% 

 

Excess equity valuation:   

Opening book value equity (mLTL) 530 
NPV 2008-2012e excess return 
(mLTL) -159 

NPV TV 2012e- -133 

Total NPV 239 

    

Value per share (LTL) 1.22 

Share price (LTL) 0.53 

Premium/(discount) 129.6% 

  

  Assumptions:   

Assumed long term CAGR 2.00% 

Number of shares 196,708,000 
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PEER COMPARISSON 

Company Country Currency 
Mcap, 
million P/E P/Bv ROE ROA 

Snoras Lithuania EUR 31.8 2.29 0.30 15.71 0.88 

Siauliu Bankas Lithuania EUR 53.3 8.24 0.63 7.92 0.97 

DnB Nord Bankas Lithuania EUR 223.3 6.86 0.50 10.64 0.76 

Latvijas Krajbanka Latvia EUR 18.8 2.70 0.33 15.07 0.92 

Bank Millennium Poland EUR 788.6 4.94 0.97 23.04 1.74 

Kredyt Bank Poland EUR 735.2 7.49 1.03 15.90 1.21 

Fortis Bank Polska Poland EUR 635.4 10.57 1.63 18.56 1.41 

Nordea Bank Polska Poland EUR 253.6 13.52 0.99 9.48 0.82 

Bank Ochrony Srodowiska Poland EUR 350.5 17.05 1.24 8.20 0.78 

Vseobecna Uverova Banka Slovakia EUR 958.8 6.62 1.47 19.02 1.55 

OTP Banka Slovensko Slovakia EUR 180.8 12.94 1.94 11.97 0.75 
Nova Kreditna Banka 
Maribor Slovenia EUR 352.1 6.07 0.94 16.17 1.12 

Central Coop Bank Bulgaria EUR 50.9 4.27 0.41 12.25 1.49 
Erste & Steiermarkische 
Bank Croatia EUR 927.73 10.99 1.73 17.81 1.58 

Kreditna Banka Zagreb Croatia EUR 30.5 14.53 1.33 9.19 1.29 

Banca Comerciala Carpatica Romania EUR 92.7 9.20 1.60 13.14 1.48 

Ukio bankas Lithuania LTL 45.6 1.43 0.26 16.18 1.98 

Median        7.87 1.01 15.07 1.29 

Premium/discount to median       -82% -74% 7% 53% 

Average        8.64 1.07 14.00 1.17 

Premium/discount to average       -83% -76% 16% 69% 

    Source: Bloomberg 
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INCOME STATEMENT (MLTL) 

  2005 2006 2007 2008F 2009F 2010F 2011F 2012F 

Interest income 75 133 217 282 292 287 299 326 

Interest expenses 35 55 99 140 146 142 145 158 

Net interest income 40 78 118 142 146 145 155 169 

Commissions and fees receivable 57 102 126 123 118 126 139 152 

Commissions and fees payable -17 -22 -21 -19 -19 -20 -22 -24 

Net commission  40 80 104 104 99 106 117 127 

Net other operating income 25 35 37 6 -13 5 13 21 

Total operating income 105 193 259 252 232 256 284 317 

Total operating and other expenses 64 95 148 161 167 178 191 207 

Operating profit 41 99 111 91 65 77 93 110 

Pretax profit 23 56 93 98 30 31 62 86 

Net profit 20 43 77 85 25 27 53 73 

Minority interest 0 0 0 0 0 0 0 0 

Net profit (owners) 20 43 77 85 25 27 53 73 

 

BALANCE SHEET (MLTL) 

  2005 2006 2007 2008F 2009F 2010F 2011F 2012F 

Cash, deposits with central bank 
and credit institutions 957 1,106 1,020 595 635 667 733 794 

Net lending to customers 675 995 2,145 2,730 2,575 2,669 2,930 3,171 

Total securities 274 661 626 698 690 699 722 743 

Tangible assets 359 353 353 31 32 33 33 34 

Other assets 94 88 183 158 172 181 191 203 

TOTAL ASSETS 2,359 3,202 4,328 4,212 4,104 4,249 4,609 4,945 

  
       

  

Total deposits 2,020 2,707 3,453 3,325 3,211 3,337 3,634 3,917 

Certificates of deposits and bonds 5 0 40 41 52 80 117 127 

Other liabilities 63 67 318 303 273 235 204 172 

TOTAL LIABILITIES 2,124 2,816 3,811 3,673 3,538 3,655 3,959 4,219 

  
       

  

TOTAL EQUITY 235 386 517 540 566 594 650 726 
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FINANCIAL CHANGES Y/Y 

  2005 2006 2007 2008F 2009F 2010F 2011F 2012F 

Net interest income  - 97% 51% 21% 2% -1% 7% 9% 

Net commission growth - 102% 30% 0% -5% 6% 11% 9% 

Net profit (owners) - 122% 78% 10% -70% 6% 97% 38% 

                  

Loans - 47% 116% 27% -6% 4% 10% 8% 

Deposits - 34% 28% -4% -3% 9% 9% 8% 

                  

Assets - 36% 35% -3% -3% 4% 8% 7% 

Equity - 65% 34% 4% 5% 5% 9% 12% 

 

MULTIPLES 

  2005 2006 2007 2008F 2009F 2010F 2011F 2012F 

Share price, LTL 21.30 3.91 3.67 0.53 0.53 0.53 0.53 0.53 

Mcap, mLTL 225 691 722 104 104 104 104 104 

P/E 11.46 15.89 9.32 1.22 4.12 3.90 1.97 1.43 

P/Bv 0.96 1.79 1.40 0.19 0.18 0.18 0.16 0.14 

ROAA 1.0% 1.6% 2.1% 2.0% 0.6% 0.6% 1.2% 1.5% 

ROAE 11.2% 14.0% 17.1% 16.2% 4.6% 4.6% 8.5% 10.6% 

                  

Dividend payout ratio 9.9% 6.5% 4.1% 5.1% 0.0% 0.0% 5.0% 5.0% 

Dividend yield 0.5% 0.2% 0.2% 3.8% 0.0% 0.0% 1.3% 2.5% 

                  

NIM 2.0% 2.8% 3.1% 3.3% 3.5% 3.5% 3.5% 3.5% 

C/I 60.8% 48.9% 57.2% 63.9% 71.9% 69.7% 67.2% 65.2% 

D/E 9.1 7.3 7.4 6.8 6.2 6.1 6.1 5.8 
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DISCLOSURES 

Recommendation prepared by 

The financial analysts of the Department of Analysis and Valuation of FBC Finhill Ltd., financial brokerage company license No.B107, office 

address 10 Smolensko str. LT-03201 Vilnius, Lithuania; the operation of the company is observed by the Securities Commission of the Republic of 

Lithuania.  

 

The person responsible for the preparation of this document: finance analyst Povilas Matuliauskas. 

The date of the recommendation  

Recommendation submitted for distribution: 2008-11-19 

The price of the Issuerôs securities analyzed mentioned as of the date and time: 2008-11-19; 15:00. 

The organizer of the recommendation has delivered other recommendations on the same Issuerôs securities within the period of recent 12 months 

since the issue of this recommendation; the recommendations differ as follow:  

 

Date  Recommendation Target price 

2008.11.19 HOLD 0.61 LTL 

2008.09.03 BUY 4.44 LTL 

 

 

Sources of information and their reliability 

The document is prepared following the public information and the information provided by the Issuer, as well as, Bloomberg, that FBC Finhill Ltd. 

considers being objective; however FBC Finhill Ltd. does not take the responsibility on the accuracy of the information/information provided by the 

issuer. Interpretation given in the document reflects the opinion of the responsible financial analyst of the FBC Finhill Ltd. on the Issuer in the 

period the document was being prepared.  

Disclosing the recommendation to the Issuer  

The contents of the document were not disclosed to the Issuer before its distribution.  

Periodical update of the recommendation  

The document is prepared once, however on FBC Finhill Ltd. initiative it can be updated periodically without any forward notification once a 

quarter or more frequently if any essential changes occur in the Issuerôs company. 

Valuation principles and methodology  

The value of the share was estimated by applying excess equity valuation (EEV) model.  The excess equity model tries to equalize the profit 

earned by the bank group and the equity cost of the bank group. It is a kind of DCF method as it prescribes that all positive or negative cash flows 

created by subtracting equity cost from the profit shall be discounted, discounted to the present time at an appropriate discount rate, which is 

equal to the cost of equity. The methodology is able to capture the value of all tangible and intangible assets of the company based on the 

possible future cash flows. This method also takes into account the risk factor to which an enterprise can be exposed. The discount rate is based 

on the risk perception of the business and the expected rate of return. It also takes into account the value of core assets of the company. 

Using relative valuation (peer comparison) method, the value calculation is based upon how similar assets are priced in the market. The median 

ratios of selected peer group is calculated, and applied on share price estimation. 

The meaning of the recommendation to SELL/BUY/HOLD  

The document cannot be treated as a final offer or recommendation when making decisions ñBUY ñSELLò or ñHOLDò any securities and/or other 

financial instruments. This document is not intended for a particular investor therefore it may not be treated as an individual investment advice. 

The document shall not be a base for investment/financial decisions or contracts. The securities referred to in this report may not be suitable for all 

investors; therefore every investor should independently and carefully evaluate all risk factors and every particular investment in the Issuerôs 

company as well as to make a thorough analysis of the Issuer.     

FBC Finhill Ltd. does not take any responsibility for any investment/financial decisions made by third parties based on the information provided in 

this document.  

Table of recommendation indexes  

Hold  When the set value of the share is higher -10% or lower +20% 

Buy When the set value of the share is higher +20% 

Sell When the set value of the share is lower -10% 

No recommendations 
No recommendations are given due to unreliable and/or lack of 
information 
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Table of risk level estimating 

Low risk If cost of equity <10% 

Medium risk If cost of equity 10-12% 

High risk If cost of equity 12-15% 

Very high risk If cost of equity >15% 

 

Risks and reliability of the assumptions made 

Any securities price targets and/or forecasts for companies activity disclosed in this document may not be achieved due to multiple risk factors, 

including market volatility, companyós actions, the unavailability of complete and accurate information and/or the subsequent emergence that 

inaccurate public information conditioned some inadequate assumptions provided in the document.  

Disclosing conflicts of interests   

FBC Finhill Ltd. updates periodically the list of the issuers the securities and other financial instruments of which fall within prohibition to buy or 

within possible conflict of interest and executes regular control of employeesô personal transactions. No part of the analystsô compensation was, is 

or will be directly or indirectly related to the specific recommendation(s) or views expressed in this document. The analysts who prepared this 

document confirm that there are no conflicts of interest related to the Issuer valuated and having any influence on the objectiveness of the 

document. FBC Finhill Ltd. and/or employees who prepared the document and other related persons do not limit their right to acquire securities or 

other financial instruments of the Issuer valuated. The financial analysts of FBC Finhill Ltd. or other related persons who did not participate in the 

preparation of the document but may have had any access to the document until its publication, do not hold securities or other financial 

instruments of the Issuer analyzed in the document.   

The Issuerôs shares possessed 

Analyst 2500 

Company 0 

Employees 7071 

 

Informational barriers  

There is a confidentiality system implemented in the FBC Finhill Ltd.  which is limiting the spread of information among the separate departments 

of the FBC Finhill Ltd. In order to limit the spread of information the Department of analysis and valuation is functionally separated from other 

departments, therefore the companyós financial analysts do not have any access to non-public information that could influence investorsô decisions 

if known. Physical barriers for the information spread are also applied employing the respective arrangement of administrational premises and 

informational technologies.   

Report on the recommendations of the last 90 days  

There were 22 recommendations  
by FBC Finhill Ltd.: 

The type of recommendation  

BUY HOLD SELL 

Total: 13 5 4 

Percentage of the total number of 

recommendations: 
59.1% 22.7% 18.2% 

Issuers which were provided the main 

investment services by FBC Finhill Ltd. 

within the period of recent 12 months  

1 0 0 

Percentage of the total number of 

recommendations: 

100.0% 0.0% 0.0% 

 

Copyright 

The copyright of the document belongs to FBC Finhill Ltd. It is strictly forbidden in any form, extent, or way to use/change the information provided 

in the document without the forward permission of FBC Finhill Ltd.  

  


