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EQUITIES: FINANCIALS

Hold: Successful transition only secures market position

Czech Republic

Interest rates lower for longer: Interest rates in Europe are forecasted to stay
lower for longer. Czech National Bank is dependent on interest rates set by
European Central Bank and is not expected to proceed with an interest rate
hike independently. The ECB has extended its quantitative easing program till
the end of 2017. Therefore, a rate hike cannot be expected in the short-term.
We expect interest rates to start rising in 2019. This ongoing period of low
interest rates has a significant negative impact on European banks’ profitability.
Intense competitive pressure: The environment of low interest rates
strengthens the competitive pressure. Since the NIM has been slipping, banks
endeavour to boost their market shares and thus improve their NII. We expect
Moneta to slightly improve its market position, but even then its NII is
forecasted to decrease in the next 5 years by 1,1% CAGR. The Moneta’s NFCI
is expected to diminish by 7,7% CAGR in 2016-2020. Both trends of decreasing
NII and NFCI have been dramatically impacting the profitability.
Higher focus on volumes: Moneta has historically focused mainly on yields.
Consequently, its interest rates on loans were materially higher than the
market. That resulted in a significant loss of customers. Current management

COMMERCIAL BANKS
RECOMMENDATION: HOLD

SHARE PRICE (CZK)

78 CZK
82 CZK

UPSIDE/DOWNSIDE

-4,9 %

TARGET PRICE (CZK)

KEY DATA AS OF 20TH DECEMBER 2016
Exchange:
Price:
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Free float:
Major shareholder:
Market cap:
Reuters code:
Bloomberg Code:
52-week range:

PSE
82 CZK
511mn
100 %
N/A
41,03bn CZK
MONET.PR
MONET CP
68 - 90 CZK

PRICE CHART SINCE IPO

has been proceeding with a strategy turnaround and intends to lower yields
in order to boost volumes.
Excess capital used mainly for dividends: Management of regulatory capital
has also been being alternated. The company focuses on RWA optimisation,
which will free up 3,5bn of capital. The excess capital will also be used for
dividends, growth and as a buffer for the impact of IFRS9.
Currently reasonably valued: Our PT for Moneta’s stock is 78 CZK, which in
comparison to stock price of 82 CZK results in a 4,9% downside. We believe
that the stock is currently reasonably valued and therefore we issue HOLD
recommendation.

PERFORMANCE
Moneta:

1M +0,42%

3M +3,95%

6M +10,47%

YTD +20,87%

Source: Team calculations, Company data
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BUSINESS DESCRIPTION
Moneta strongly focuses on
retail and SMEs

Moneta Money Bank
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Moneta Money Bank, headquartered in Prague, formerly a part of the General Electric (GE)
concern, operated on the banking market under the name GE Capital Bank until 2005 and
in the following years as GE Money Bank. GE entered the Czech market by acquiring a part
of a failing Czech bank Agrobanka in 1998. Agrobanka was strongly focused on the
agricultural market and GE continued to develop relations in this area as well. In 2016, the
bank has been renamed to Moneta Money Bank and in the following IPO on 6 th May 2016,
GE sold its majority stake, allowing Moneta to become an independent entity. After Moneta
has been included in the MSCI Czech Republic index, GE sold its remaining 18 % stake. With
its 230 branches, Moneta has the 4th largest branch network in Czech Republic, evenly
spread throughout the country, supported by 624 ATMs. The bank has a strong presence
particularly in small and mid-sized cities. Moneta is mainly focused on its core business of
providing loans and accepting deposits that represent most of its assets and liabilities
respectively. Through its subsidiaries, the bank also develops its leasing portfolio.

Corporate structure
Moneta has four subsidiaries. Moneta Money Leasing, s.r.o. and Moneta Money Leasing
Services, s.r.o., previously known as VB Leasing CZ, spol. s.r.o. and VB Leasing Services, spol.
s.r.o., became part of the group GE Money Bank in 2014. GE Money Auto s.r.o. became part
of the GE Money Bank group in 2010. The fourth subsidiary is Inkasní Expresní servis, s.r.o.
The final part of the consolidation group is the Czech Banking Credit Bureau, a.s. which was
established for the purpose of operating the Client Information Bank Register. Through
CBCB, the banks provide each other with information on matters concerning their clients'
payment prospects and credibility.

Corporate governance
Competent & experienced
management

Corporate governance
The Rights of Shareholders
and Key Ownership Functions
The Responsibilities
of the Board
5

4

3

2
2
1

1

1
1

The Equitable
Treatment of
Shareholders

The Role of Stakeholders
in Corporate Governance
Disclosure and
Transparency

Source: Team estimates

Moneta has shown great effort in making the transition to a stand-alone entity smooth and
transparent in relation to its shareholders. This is evidenced by a very detailed, extensive IPO
prospect and additionally, by the formation of the Group Transition Committee whose
function is to review, opine and monitor all material contracts and transactions in connection
with the transition. Since then, Moneta has been implementing the best practices in
corporate governance. This effort is illustrated by high quality of annual, as well as quarterly
reports. Furthermore, besides an Audit Committee which is required by law, a Nomination
and Remuneration Committee has been formed, in an endeavor to achieve greater
transparency and objectivity within the bank.
Corporate governance quality was estimated by applying a grading scale, which was used
by the World Bank and IMF on the occasion of reporting observance of OECD Principles of
Corporate Governance in the Czech Republic. In conclusion, the overall evaluation of
corporate governance within the Moneta Bank can be evaluated with the highest possible
grades, according to the OECD scale. In our opinion, the areas with capacity for minor
improvement are: shareholder rights (there is no opportunity for online participation in
General Meetings) and responsibilities of board (participation of board members in various
administrative bodies, which can have negative influence on their performance within the
Moneta Bank boards).

The scale consists of five grades, where:
1 = observed,
2 = largely observed,
3 = partially observed,
4 = materially not observed,
5 = not observed.

Benign macro environment

Moneta Money Bank 21 December 2016

INDUSTRY OVERVIEW & COMPETITIVE POSITIONING
Economy
During recent years, the Czech Republic has become one of the fastest growing economies
in the EU28 region. With the real GDP growth rate of 2,7% in the year 2014, followed by the
4,5% increase the year after, the country outperformed the CEE region. This significant
increase was mainly driven by the increase in domestic consumption and an extraordinary
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level of EU-subsidised investments. However, the real production of the Czech economy is
expected to decrease to the 2,4% growth level in 2016, due to the estimated 0,5% - 1% GDP
impact of the subsidies wearing off and a general stagnation in investment activity.

Economy Outlook
GDP Real - growth YoY
General unemployment rate(secondary axis)
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The Czech National Bank’s interventions against Czech Koruna are expected to continue until
at least the second quarter of 2017, hence the current GDP growth is mainly driven by the
increase in net exports. General unemployment rate has continued to fall since 2012, reaching
the record low of 4,1% in 2016, which can be considered a sign of the overheating economy.
By the end of 2016, the average inflation rate will have moved approximately to 0,6% mark.
We expect the inflation target of 2% to be reached in 2017. We also forecast the interest rate
hike to occur no sooner than in 2019 due to the current ECB monetary policy situation.

Industry
The structure of the banking sector in the Czech Republic remains relatively stable over time.
At the end of first half of 2016, 45 banks were operating on the market, of which 4 were large
banks, 5 middle-sized and 9 small banks per CNB classification. Of the remaining entities, 22
were foreign bank branches and 5 were building societies.
Czech National Bank’s monetary policy, coupled with the intensifying market competition has
created an adverse environment for commercial banks in terms of achieving returns. Interest
income as well as the fee income of the entire banking sector has been declining rapidly
since 2011.
In case of deposits, both households and non-financial corporation deposits volumes grew
significantly in the 2011-2015 period with the CAGR of 4,25% and CAGR of 6,48% respectively.
On the other hand, the overall volume of loans has continued to grow since 2011 in both
household and non-financial corporations sector. According to the Euromonitor forecasts,
for the period 2016-2020, consumer lending is expected to stagnate with the period’s CAGR
equal to 1,66%.

Moneta’s market position
Well established market position

Moneta Money Bank is the seventh largest bank in the Czech market (as of 31.12.2015) in
terms of total assets, with a 3% customer deposit and 4% gross loans market share. Its well
developed branch network has enabled it to secure the second largest market share of 22%
in the consumer lending segment, with Česká spořitelna being the market leader with a 31%
market share, ahead of Moneta, Komerční banka’s 10% and ČSOB’s 10%. The most profitable
branches are located in cities of less than 10 000 inhabitants, where Moneta faces less
competitive pressure and is able to capitalize on long-standing relationships with its clients,
particularly in the agriculture industry and the SME segment as a whole.

Moneta’s strategy outlook
New brand, new strategy

Banking sector
As of 6/2016

Building societies 5
Large banks 4
Medium banks 5

Small banks 9

Foreign banks 22

Large banks
Medium banks
Small banks
Foreign banks
Building societies
Source: CNB

Moneta Money Bank 21 December 2016

Following the IPO and the subsequent divestment of GE’s shares of Moneta, the new-CEOled management has announced a change in the strategy for the following years. Having
been managed with the goal of achieving the highest possible risk-adjusted yields by GE,
Moneta had missed the opportunity to grow or at least protect its market share. In order to
reverse this trend, the management has announced several material changes to the
company’s strategy:






Refocusing the bank strategy from yield orientation to loan book growth
Repricing of new consumer loans downwards by approximately 220 bps to achieve
competitivness in the market
Improving cross-selling in an attempt to reverse the general market trend of declining
fee income
Increasing focus on the retail and SME segment in the field of loan origination
Investing into the recruitment of sales staff and the expansion of SME services

We expect the change in strategy to considerably improve Moneta’s market position.
However, it faces a competitive market both in terms of loan origination and secondary
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products offer, such as bank assurance and asset management, with entrants, marketing
their new products and acquiring primary banking clients extremely aggressively.

Net Retail Loan Balance
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As a result, we estimate that Moneta will be able to return its retail loan portfolio to modest
positive growth (2,4% CAGR 2016 – 2020 vs. retail lending market growth CAGR 1,9% over
the same period, predicted by Euromonitor International), driven by the repricing impact,
but will not materially increase its market share.
In terms of secondary product sales, we see Moneta as unable to compete with the wellestablished competitor portfolios, and while it will grow its bank assurance and asset
management product lines, we do not forecast overall fee income growth until year 2020
(-5,8 % CAGR 2016 – 2020).

INVESTMENT SUMMARY

Yield on Average Net Retail Loans
14.0%

Team B

Source: Company data, Team estimates

Moneta Money Bank 21 December 2016

Moneta has positioned itself as a retail bank with increasing exposure to SMEs and leasing
segment. The bank is built on the legacy of Agrobanka, which effectively introduced
consumer lending to the Czech Republic and was named GE Money Bank until 2016.
Following the rebranding and IPO in 2016, the bank’s former parent GE has fully sold its
stake and the company has been added to the MSCI index. Therefore, these factors should
not have additional impact on the company’s share price development. In terms of
Moneta’s operations, while the rebranding itself has been successful (the whole process
cost 191mn and resulted in a spontaneous brand awareness of 25% five months after
launch), the transition period is still ongoing. The company has been proceeding with
several projects, which will change its fundamentals such as a sale of NPLs, optimisation of
RWAs, division from GE, development of own software etc. The GE separation should be
completed 6 months ahead of schedule in 2Q 2017 and below budget of 400mn.
Interest rates lower for longer: The ongoing period of low interest rates has significant
negative impact on the profitability of European banks. We do not expect the ECB
refinancing rate to increase until 2019. An independent hike by CNB is improbable, because
such a step would harm the slowly growing inflation in the Czech Republic. For that reason,
we expect the golden age of the Czech banking sector to come to an end. The general
return on equity of over 15%, which was not an exception in the past, should not reasonably
be expected in the future. We expect Moneta’s return on equity to reach 15% and 13,6% in
2016 and 2017, respectively. The higher profitability in 2016 is caused by one off-events as
the sale of stakes in VISA Europe 158mn and PSE 135mn.
Intense competitive pressure: The rising competitive pressure significantly harms Moneta’s
profitability. The company’s NIM is expected to drop from 6,2% in 2015 to 5,3% in 2019.
We expect Moneta’s NII to decrease in the next 5 years by 1,1% CAGR. The whole Czech
banking sector has been being disrupted by low-fee internet banks such as Air Bank, Fio
banka and Equa Bank. In order to not lose clients, the incumbents are forced to dramatically
lower their fees. The Moneta’s NFCI is expected to diminish by 7,7% CAGR in 2016-2020.
Moneta is mainly a commercial bank and its NI is strongly dependent on the NII and NFCI.
For that reason, we forecast the net profit to decrease by 8,2% and 11,4% in 2016 and 2017,
respectively.
Surprisingly low costs: Even in the phase of division from GE the company has been able
to cut expenses by ∿450mn in 2016. We consider it a positive sign, proving the competency
of current management. However, we do not see opportunities for additional cost
optimisation, as Moneta is not backed by a strong multinational parent as is the case with
Česká spořitelna or Komerční banka and therefore its overhead is expected to be higher.
Higher focus on volumes: Current management has changed the company’s strategy and
intends to focus on volumes instead of yields. The yield on consumer loans should decrease
by 220 bps with a similar, but not as dramatic, drop in the other segments. Moneta intends
to use its considerable experience in the agricultural sector and boost its presence in the
SMEs segment. Part of the newly developed strategy is also an improvement of crossselling activities.
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Excess capital of 4.2 bn in 2016E

Uncontrollable macro
conditions

HOLD: PT of 78 CZK

Team B
Excess capital used mainly for dividends: Even though GE has distributed a dividend of 24,2
bn to itself, Moneta’s Tier 1 capital ratio is still materially higher than the regulatory
requirement or the management target. We expect the company to have 4,2bn of excess
capital at the end of 2016, which will be used in three ways - dividend distribution, growth,
buffer for IFRS9. The excess capital is a result of the past operations and current RWA
optimization. Risk-weighted assets density should drop from 90,4% to 75% in the 2Q 2017.
We expect the company to distribute the capital surplus to shareholders gradually in the
medium term and reach the target Tier 1 capital ratio of 15,5% in 2021 (after the IFRS9 impact).
High dependency on macro environment: Consumer and SME lending are, in the times of a
benign macroeconomic environment, the most profitable segments of the market. However,
a decline in the condition of the Czech economy may significantly increase the CoR and
consequently harm bank’s profitability. Moneta’s performance is also highly dependent on
the monetary policy of ECB and CNB. Every year the interest rates remain extremely low,
bank’s interest rate spread narrows. If the current situation of zero/sub-zero interest rates
persists, the bank will have to face strong competition and a decreasing NIM. In addition,
regulatory risk must also be taken into account. However, we do not see a high probability
of materially stricter regulatory requirements.
Currently reasonably valued: We have derived the PT of 78 CZK by using absolute valuation
models - DDM and residual income model. The PT implies a 4,9% downside to current stock
price of 82 CZK. We believe that the stock is currently reasonably valued and therefore we
issue HOLD recommendation. Our PT range consisting of bull and bear case scenarios
estimates the value of the company to be between 67 - 90 CZK.

FINANCIAL ANALYSIS

Commercial credit exposure

Loan portfolio
Since 2011, Moneta has been switching from the prevailing retail lending to a balanced
portfolio with comparable shares of commercial and retail lending. For the period 20162020, we expect this trend of a balanced loan portfolio to continue. In the retail lending
segment, we expect consumer loans to be growing at relatively high growth rates in the first
two years due to impact of repricing. Afterwards, we expect a gradual decline towards the
market growth rate levels. In the mortgage segment, we expect the upturn from the last
year’s massive volume drop with the positive annual growth rates for the entire following
period 2016-2020. In the commercial lending portfolio segment, the expected stable
economic growth, Moneta’s announced lending and repricing strategy combined with our
assumptions, lead to corporate loan’s volume positive growth rate expectation for the entire
forecast period. We expect the volume of loans in the commercial auto leasing segment to
decline rapidly in the first year. Afterwards, we expect minor growth until the end of the
forecast period.

Source: Company data

Interest income on cash and debt securities
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CZK bn

10.0

9.7

9.5

9.6

9.5

9.0

8.6

8.6

8.7

2018E

9.0

2017E

10.5

10.4

2016E

11.0

8.5

2020E

2019E

2015

2014

2013

8.0

Interest income on Moneta’s cash and debt securities is closely tied to the general interest
rates in the economy. We predict no material change from the current average yield on cash
(0,04% in 2015, 0,05% in 2016- 2018) until interest rate hikes in 2019 and subsequent years
(with a resulting yield on cash of 0,15% in 2019 and 0,57% in 2020). Currently, Moneta is
yielding higher rates on debt securities, namely Czech government bonds, than the rates at
which new issues are priced. Hence we forecast a slight decline in the yield on debt securities
(from 0,53% in 2015 to 0,31% in 2018) and a subsequent rise related to the interest rate hikes
(resulting in a yield of 0,59% in 2019 and 0,97% in 2020).

Source: Company data, Team estimates

Moneta Money Bank 21 December 2016
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Net interest income on loans
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Net Fee and Commission
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While Moneta is not repricing its portfolio as aggressively in the commercial segment, due
to competitive pressure and refinancing of older loan vintages, we estimate a decline of
Moneta’s yield on average net commercial loans from 4,8% in 2015 to 4,1% in 2016, 4% in
2017 and 3,9% in 2018 and 2019, followed by a slight increase to 4% in 2020. We believe
our estimates reflect a competitive market with multiple, better-positioned players such as
UniCredit and Komerční banka.
However, upside potential exists in the currently ongoing SME business expansion rollout,
should Moneta be able to secure a higher than expected market share without degrading
its lending standards significantly. In aggregate, we forecast Moneta’s total interest income
to decline from 9,522 bn CZK in 2015 to 8,568 bn CZK in 2016, 8,560 bn CZK in 2017 and
then grow at a CAGR of 3,8% to reach 9,567 bn in 2020, driven by the increase in Moneta’s
loan portfolio size and forecasted rate hikes in 2019 and 2020.

Net Fee and Commission
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Moneta has repriced its new consumer loan volume aggressively, resulting in a sharp drop
in yield on average net retail loans from 12,6% in 2015 to our estimate of 11,5% in 2016 with
new volume currently being priced at an average of 11% p.a.. We forecast a further decline
in yields to 11,1% in 2017 and 10,9% in 2018 with Moneta maintaining a minor pricing
premium due to its relationships with customers, particularly in smaller cities, followed by
an increase to 11% and 11,3% in 2019 and 2020 respectively, as a result of interest rate hikes.

Source: Company data, Team estimates

Fee Income
In terms of Fee Income, Moneta faces extreme competitive pressure which poses a
significant challenge, coupled with the bank’s focus on relatively less complex banking
products, such as loans, credit cards and deposits. Fee income of Moneta has declined from
3,522 bn CZK in 2013 to 2,631 bn CZK in 2015, driven by a decrease in all types of fees,
except for interchange fees (which have, however, been lowered by up to 80% by a
regulatory change applicable from 2016 onwards). Moneta has stopped charging lending
services fees, while deposit servicing and transaction fees are facing significant pressure
from new market entrants, such as Air bank and Fio banka, which are offering free deposit
and savings accounts with no fees and low transaction fees. Moreover, penalty fee income
is negatively correlated with Moneta’s decreasing Cost of Risk.
In terms of new products, Moneta has increased its asset management income by 26%
CAGR 2013-2015, however off of a base of only 43 mil CZK in 2013, while bank assurance
income has declined by - 4,4% CAGR 2013 – 2015 with no material change in 2016. As a
result, we see Moneta’s rollout of new bank assurance and asset management products as
slow and unable to materially impact the decline in net fee income. On the base of these
developments and -14% y/y decline of Net fee and commissions income in Q3 2016, we
forecast a decline of -12,2% in 2016, -8,9% in 2017, -4,7% in 2018 and -1,7% in 2019 before
the first year of fee income growth in 2020 (+2,53%; CAGR of -5,1% 2015-2020).

Cost of Deposits
Cost of Deposits
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Moneta’s CoD is closely tied to the general interest rates in the economy. With the discount
rate of CNB at a level of 0,05%, CoD in general is considered to have reached its floor (as
banks have limited options to transfer sub-zero interest rates onto the customers on the
deposit side) across the banking sector, averaging a sector-wide rate of 0,86% in 2015.
Moneta, with the focus on current accounts has achieved 0,21% CoD in 2015 and 0,17% CoD
in 2016 (9M 2016). Based on our forecast of the first interest rate hike by CNB in 2019, we
forecast an average CoD of 0,16% in years 2016 – 2018, 0,25% in 2019 and 0,56% in 2020,
barring a significant change in the structure of Moneta’s deposits.

Source: Company data, Team estimates

Moneta Money Bank 21 December 2016
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Asset quality

Moneta's Asset Quality
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In the past years, Moneta´s loan portfolio was largely composed of retail lending, with a
particular focus on consumer loans. The bank has, however, managed to increase the share
of commercial loans to the ratio of approximately 1:1, which it intends to maintain also in the
following years. Historically, the high proportion of retail lending led to allowances and cost
of risk above the market averages. In order to reduce the NPL ratio, which was highly above
the market (on average slightly over 5%), Moneta sold over 6.3 billion CZK of NPLs in an
attempt to converge on the market average. As a result, Moneta´s NPL ratio decreased from
11,7% in Dec 2015 to 6,5% in Sep 2016.
By the end of the year 2016 we estimate further decline in the NPL ratio to 6,3% due to
continuous selling of impaired loans. Considering the structure of loan portfolio (significantly
oriented to unsecured consumer loans) we forecast a minor increase of non-performing
loans in absolute values. However, given the expected increase in the total loan portfolio size,
we forecast the NPL ratio to further decrease to 6,0% in 2018 and 5,9% by 2020. The NPL
coverage ratio is expected to be ranging from 70,0 to 72,1%. The total coverage ratio is
expected to remain stable and be ranging from 78,5 to 80,8%.
The CoR for retail loans is expected to increase from 0,8% in 2015 to 1,2% in 2016 and
maintain its growth trend in the following years reaching 2,0% in 2020 as Moneta generally
provides riskier and unsecured loans. We estimate the commercial CoR to decrease to 0,3%
in 2016 due to the favorable macroeconomic situation. However, we do not believe such a
low commercial CoR to be sustainable in the long-term and we forecast it growing to 0,5%
in 2017 and maintain the minor growth in the following years, reaching 1,2% in 2020.
Considering the bank´s orientation on providing loans in the agricultural sector we believe
the commercial CoR is not correlated with high risk of a sharp increase as the agricultural
sector is supported by state subsidies. Given Moneta’s long history with the agriculture
businesses, we believe Moneta is appropriately compensated for the risk it bears. The cost of
risk can be also affected by the newly released accounting standard IFRS 9, effective from
2018. The standard adjusts bank requirements for provision for credit losses and impaired
loans and therefore there is a probability the cost of risk will rise following its implementation.

Regulatory Requirements
The banking industry is highly regulated by BASEL III framework, respectively in the EU
countries by CRD IV and CRR. Additional rules and recommendations are set by the Czech
Bank Act and Czech National Bank, which serves as both the regulatory and supervisory
body. Banks are required to comply with liquidity and capital adequacy rules. Moneta, and
Czech banks in general, abound with liquidity. Moneta’s Liquidity Coverage ratio of 140% is
significantly above the minimum LCR requirement of 100% that will be required as of 2018.
The minimum required leverage ratio, which is a non-risk based capital adequacy ratio
established by BASEL III, is 3%. Moneta’s leverage ratio stands at 14.4% and we expect the
bank to comply with the current and potential stricter liquidity requirements in the future.
Moneta’s capital consists entirely of the high quality Common Equity Tier 1 capital. The
management has indicated that it does not intend to issue any capital of lower quality - AT1
or AT2 - in the short or medium-term. The BASEL III requires the bank’s total capital ratio to
under no circumstances fall below 8%, Tier 1 Capital Ratio not to fall below 6% and Common
Equity Tier 1 ratio below 4,5%. In addition to these basic requirements, the CNB requires
banks to comply with considerably higher capital adequacy ratio requirements. Moneta is
required to maintain Tier 1 Capital Ratio of a minimum of 14%. Starting in January 2017, the
CNB establishes a countercyclical buffer, which increases the regulatory requirement by 0.5%.
Therefore, from January 2017 Moneta’s Tier 1 Capital ratio is required not to fall below 14.5%.
Currently, the capital adequacy in terms of CET1 ratio of Moneta stands at 18,3 % and
continues to exceed regulatory requirements. We believe that Moneta will not have any
problems with complying with the capital adequacy requirements in the short or medium
term. Moreover, the management has, in order to ensure the compliance, established a
management buffer on CET1 ratio of up to 1%. Moneta’s management targeted CET1 ratio is
therefore 15.5%.
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RWA
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Source: Company data, Team estimates

Moneta's regulatory capital
CZK bn

Excess over target

32.9

Management target
@15,5% CET1
Total regulatory capital

37.3

22.3 22.5
22.0 21.6 21.2
18.8

19.3 19.6

18.2 17.7 18.3 18.8

21.1

19.3

Moneta possesses excess of capital of up to 3.4bn. The management has announced that
the excess capital will be utilised for growth, dividends and as a buffer for the IFRS9 impact.
IFRS9 is expected to come into effect in 2018. The change to the accounting standard will
reduce Tier 1 Capital ratio by approximately 90 bps. We expect Moneta’s excess capital to
be 4.2bn and 4.3bn in 2016-2017 respectively, over management’s 15,5% CET1 target. The
excess of capital will gradually decrease as the bank will pay out dividends of more than
100% of net income and will not further reduce RWA density.
The regulatory capital has been recently impacted by dividend distributions to GE in 2015
and 2016 which totalled up to 19.7bn and 4.5bn, respectively. Moneta has been undertaking
three specific projects aiming at optimization of RWAs. The process will result in a reduction
of RWA density to 75% in the end of 2Q 2017. The first project has been already finished.
We expect the remaining 2 projects to free up additional 2bn of capital.
Management seeks to optimize its capital structure and target CET1 ratio >= 15.5% by
keeping a relatively high payout ratio in the short-term. For that reason, we expect the
payout ratio to stay at 110 % in 2016-2018E. After this period of high dividends, Moneta is
expected to reach in 2021E Tier 1 Capital ratio of 16.4 % (before the impact of IFRS 9).
Afterwards, the dividend payout ratio is expected to stabilise around 80%.

2020E

2019E

2018E

2017E

2016E

2015

2014

INVESTMENT RISKS
2013

40.0
35.0
30.0
25.0
20.0
15.0
10.0
5.0
0.0

Team B

Source: Company data, Team estimates

NET INCOME

PRICE
TARGET

Source: Team estimates

Decline in the condition of the Czech economy
With Moneta offering its services exclusively in the Czech Republic, its performance is closely
tied to the state of the Czech economy. Should the economic growth slow down
substantially compared to the 2016 forecasted level of 3% nominal GDP growth year-onyear, Moneta’s asset quality could be materially impacted with a subsequent increase in the
CoR ratio. In this context, we see Moneta’s shift in strategy to increased retail and SME
lending as further increasing this type of risk. We do not analyse a possible decline of CoR,
as we do not see a decline of the current CoR of 0,7% as plausible under any market
conditions given Moneta’s loan portfolio composition. A +50 bps increase in Moneta’s Cost
of risk would impact our PT negatively by -9 CZK per share to a PT of 69, a +100 bps increase
would imply a PT of 60 CZK per share, representing a 24% downside from our current
estimate.

Increased competitive pressure

NET INCOME

PRICE
TARGET

While Moneta is currently facing strong competition, particularly in the retail segment, we
forecast a loan book growth roughly in line with long-term loan market growth. If the current
competitors materially improved their position in the market or additional new entrants
enter the lending market, Moneta would face the pressure of either a shrinking loan book
or the necessity for further downward loan book repricing.

Adverse changes in the regulatory requirements

Source: Team estimates

The degree of regulatory requirements, particularly the set of capital adequacy rules, has a
significant impact on a bank’s financial performance. Moneta is currently well positioned in
terms of both capital adequacy and liquidity, even accounting for the impact of IFRS 9. Due
to this fact, we do not consider a risk of material impact on Moneta’s business as high,
however any regulatory change requiring Moneta to comply with stricter capital
requirements would imply a decrease in comparison with our current dividend distribution
projections.

Sustained zero/sub-zero interest rates
Due to the limited ability of banks to transfer interest rates below zero to their customers,
should the CNB lower the discount rate below 0,05% („the technical zero”), risk-adjusted
loan portfolio yields could materially decline further without a corresponding decline in the
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cost of deposits. Furthermore, Moneta holds approximately 29bn CZK in cash and
government bonds at close to zero yields. A further decline in interest rates would cause
Moneta to reinvest these funds at negative interest or to increase its risk exposure by
investing in riskier assets. We do not consider this case to be highly probable, due to the
conservative estimate of interest rates already embedded in the model, however reasonable
certainty cannot be achieved because of the unprecedented macroeconomic situation in the
EU.

Moneta's dividend projections
DPS

7.9

7.0
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8.9

8.0

110% 110%

105% 108%

7.1

6.0
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6.8
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9.0

112%

7.7

10.0

Increased wage pressure

Payout ratio
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2017E

102%

2016E

5.0

As a result of significant growth of the Czech economy and the historically lowest
unemployment, all Czech businesses face the pressure from employees to increase wages.
Although the wage movements in banking sector may differ from the movements in average
wage in the country, we saw a significant increase in the Moneta’s personal expenses in the
fiscal year 2015. Rapid increases in the future personal expenses may significantly influence
Moneta’s operating expenses and consequently negatively impact Moneta’s valuation.

Source: Team estimates

Litigation risk
Moneta is currently a subject of litigation, related to the acquisition of part of the banking
business of Agrobanka, as the legality of the acquisition is being challenged by one of the
shareholders not bound by the 2010 settlement. While the impact of Moneta losing in court
would be significant (due to the non-existence of acquired assets, a financial compensation
in the amounts of billions of CZK would be plausible), we, as well as the management, view
the likelihood of such an occurrence as low, due to previous court rulings, as well as the
advanced stage of Agrobanka’s final liquidation.

VALUATION
Price target of 78 CZK

We have considered several approaches to deriving the PT, including the dividend discount
model, residual income model and relative valuation. However, we have not incorporated
the results of relative valuation into our PT due to reasons explained in the relative valuation
appendix section. Since banks do not have clearly defined working capital, debt and capital
expenditures, the standard DCF valuation model cannot be reasonably utilised.

Dividend Discount Model
Firstly, we have used the three-stage dividend discount model. We believe it is possible to
accurately estimate Moneta’s performance and dividend policy in the short and mediumterm. Moneta currently manages excess capital, which will be distributed to shareholders in
the medium-term. We expect the excess capital to be distributed gradually between 20172021E. Moneta will reach its target CET1 ratio of 16.4% in 2021 (before the impact of IFRS9 of
90 bps). Thereafter, we assume payout ratio to stabilise at 80%.
Perpetual value was calculated using two different approaches. The first one calculates
Moneta’s sustainable growth rate based on 13,5% terminal RoE and 80% terminal payout
ratio. The second approach appraises the terminal value using the 1,4x P/B multiple. The
multiple is calculated using both the long-standing excess of 13,5% RoE over the 10,5% CoE
and the sustainable growth rate.

Source: Team estimates

We have used the build-up model to derive the bank’s cost of equity, which is consequently
used as a discount rate. The CoE consists of 4 parts - risk-free rate, 6,25% equity premium,
1,23% country premium and a 1% Moneta-specific premium. We used the yield on 10Y Czech
Government bonds as a risk-free rate. The future risk-free rates are calculated using the
forward rate curve. The risk premiums are stable during the forecasted period. We have used
Damodaran’s ERP and CP, which is derived from CDS contracts. Moneta-specific premium
should reflect bank’s major exposure to unsecured consumer loans and SMEs loans, which
are generally riskier and in times of recessions perform poorly in comparison to other loan
segments. In addition, cost of equity is adjusted to respect the time value of money assuming
the annual dividend distribution at the beginning of June.
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We have decided not to proceed with the standard calculation of cost of equity using beta
for several reasons. Moneta has only been publicly traded for 7 months, the initial public
offering was one of the biggest in the CEE region in 2016. The relationship between the
Moneta’s share price and the market has not been stable since the IPO and hence the
historical beta calculation would have been significantly biased. Investors often calculate beta
factor of company’s peers and use the median beta as a risk measure for the company. We
believe that the quality of the estimate of cost of equity given by build-up model is superior
to the quality of estimate given by peers beta calculation, since the Czech banking market is
specific and the risk profile of Moneta itself cannot be directly compared to any other bank.
For detailed insight to DDM inputs we used see the appendix for DDM valuation.

Residual Income Model

Source: Team estimates

We realize, however, that the DDM and RI model are built on the same theoretical basis and
their outputs should be theoretically the same. Having said that, we believe these two models
are the most appropriate to use for Moneta’s valuation.

Residual income projections
CZK bn
Residual income
Capital Charge
Net Income
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The second approach which was used is a residual income model. Moneta’s RoE is expected
to oscillate around 13.5% in 2017-2025E. The only exception is year 2020, when we predict
RoE to be 13.0%, due to the difference between the speed of adjustments to changes in
prevailing interest rates in cost of deposits and loan yields. Cost of equity used in the model
is consistent with the CoE used in the DDM excluding the time adjustment.

Source: Team estimates

Sensitivity table
Our PT is sensitive to several groups of factors. The first group of key drivers is connected to
the macroeconomic development of the global and Czech economy. We are reasonably
confident with our forecast and the potential risk of economic downturn is incorporated in
our 1% Moneta-specific risk premium. The second group of drivers regards microeconomic
factors such as Moneta’s competitive positioning and its financial management and is further
analysed in our bear and bull case scenarios. Since we use sustainable growth rate as our
terminal growth rate, the valuation consequently depends on the terminal return on equity
and the terminal cost of equity. Our terminal payout ratio is 80 %.

Return on Average Equity
Cost of Equity

9.5%

9.7%

13.0%

9.3%

CoE

13.5%

9.1%

13.6%

10%

15.0%

15%

RoAE

13.4%

20%

9.8%

5%

2020E

2019E

2018E

2017E

2016E

0%

Source: Team estimates

Source: Team estimates

Bull and bear case scenarios
We have derived our bull and bear scenarios by altering three distinct factors - loan growth
rates, net fee and commission income growth rate and cost of risk. The loan growth rate in
bull scenario is elevated by 200 basis points starting in 2017. The same applies for the net fee
and commission income. We have increased the cost of risk by 20 basis points in our bull
case scenario from 2017 onwards. The bear case scenario was derived as a mirror image of
the bull case scenario. PT range is therefore 71 - 86 CZK.

Source: Team estimates

We have not incorporated macroeconomic opportunities and risks into our bull and bear
case scenarios. We are reasonably confident with our forecast of the development of
macroeconomic environment and do not see probable opportunities, which would have
significant impact on the PT. Conversely, macroeconomic risks are embodied in our 1%
Moneta-specific risk premium.
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Position as a officer or director:
The author(s), or a member of their household, does not serve as an officer, director or advisory board member of the subject company.
Market making:
The author(s) does not act as a market maker in the subject company’s securities.
Disclaimer:
The information set forth herein has been obtained or derived from sources generally available to the public and believed by the author(s) to
be reliable, but the author(s) does not make any representation or warranty, express or implied, as to its accuracy or completeness. The
information is not intended to be used as the basis of any investment decisions by any person or entity. This information does not constitute
investment advice, nor is it an offer or a solicitation of an offer to buy or sell any security. This report should not be considered to be a
recommendation by any individual affiliated with CFA Society Czech Republic, CFA Institute or the CFA Institute Research Challenge with
regard to this company’s stock.
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#1: Loan portfolio – historical and projected net volumes
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#2: Loan portfolio growth rates projections

Source: Company data, Team estimates

#2 Loan portfolio – historical and projected net volumes growth rates

-> Back to contents

Source: Company data, Team estimates

#3: Loan portfolio structure as of 3Q 2016

Total:

54,4 bn CZK

Retail lending
3Q 2016
CZK bn

-> Back to contents

Total:

55,0 bn CZK

Commercial lending
3Q2016
1.7 bn
CZK bn

2.2 bn
0.1 bn

4.7 bn

0.8 bn

8.5 bn

15.3 bn

29.1 bn

32.2 bn

14.9 bn
Consumer loans
Mortgage

Investment loans

Credit card & overdraft
Auto loans and leases
Other

Source: Company data

Auto & equipment loans and leases
Working capital
Unsecured installment loans and ovedraft
Inventory financing and other
Source: Company data
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Source: Company data, Team estimates

#5 Balance sheet items as % of total assets
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Source: Company data, Team estimates

Moneta Money Bank 21 December 2016

Page 15

CFA Institute Research Challenge 2017
#6 Income statement

Team B
-> Back to contents
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#7 Income statement items as % of Total net revenue
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Source: Company data, Team estimates
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#11: Cost of equity calculations
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Source: Bloomberg, Team estimates

#12: DDM Valuation model inputs
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Source: Team estimates
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Source: Team estimates

#14 Relative valuation I

-> Back to contents

Source: Bloomberg, Team estimates

In addition to our absolute valuation methods, we have also conducted relative valuation. However, we have not included its results into our
PT.
The Czech banking industry is very specific in comparison to other CEE countries. Czech banks are mostly well-capitalized, enjoy above
average RoE and have shown resilience to external macroeconomic factors. These factors are reflected in the respective stock prices, resulting
in ERSTE Group Bank being currently traded at 1,0x P/TBV, but its subsidiary Česká spořitelna at 1,8x P/TBV. Moneta, as the only pure-play
Czech bank should be compared only with Czech banks. The peers group (Komerční banka 1,6x P/TBV, Česká spořitelna 1,8x P/TBV) would
not be, however, numerous and hence biased.
We expect the bank to pay out 110% of 2016-2018E earnings to shareholders in the next 3 years in the form of regular dividends. That will
consequently significantly influence its equity value. Moreover, changes in the accounting standards will also significantly influence banks’
book values. Moneta is still in a transition phase, following the bank’s divestment by GE. We expect bank’s net income to drop significantly
in 2016 by 7,5% and in 2017 by 11,6%. For these reasons, we have decided not to incorporate multiples valuation into our PT, since we
believe both P/TBV and P/E to not be reliable measures under the listed circumstances.
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#16 Guidance vs Estimates – short-term
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#15 Relative valuation II

Source: Bloomberg, Team estimates
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#18: Common Equity Tier 1 – historical and projected
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Source: Company data, Team estimates

#19: Excess capital – historical and projected
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Source: Company data, Team estimates

Moneta's Tier 1 capital ratio projetctions
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#20: SWOT Analysis

-> Back to contents

STRENGTHS

WEAKNESSES

- Strong position in the consumer lending

- No current robust alternative revenue streams

segment

compensating for yield and fee declines

- Excess capital and high dividend potential

- High dependency on external factors, such as

- Competent management with successful

CNB and ECB interest rates

post-IPO delivery and prudent risk

- Portfolio composed of generally riskier loans

management

OPPORTUNITIES

THREATS

- Successful diversification into bank assurance and

- Prolonged period of zero or negative interest rates

asset management while leveraging the branch

- Increased competitive pressure negatively impacting

network

NFCI and NII

- Higher than expected loan portfolio growth

- Negative impact of a possible decline in the Czech

following the repricing

economic performance

Source: Team estimates

#21: Porter’s 5 Forces Model
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Source: Team estimates
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#22 Management
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As the Articles of Association provide, Management Board shall comprise five members. However, Moneta´s management currently consists
only of four people. According to the IPO prospect, the remaining member was intended to be elected after the Listing. The CEO is Tomáš
Spurný, who had also been CEO and Chairman of the Board of GE Money Bank, a.s. since October 2015. Successful transition followed by
rebranding and IT separation has been completed under his leadership. He has extensive experience in the banking and financial sector
working as a CEO or CFO at multiple major banks in Central and Eastern Europe. The three remaining members, Carl Normann Vőkt, Jan
Novotný, Philip Holemans, have wide international experiences from bank industry.

Czech national, born in 1965. Tomáš holds a
bachelor’s degree from New York University
and an MBA from Columbia Business
School. He worked at McKinsey & Company
in his early career and has extensive
experience in managerial positions in the
banking and financial sector. Serving as the
Chief Executive Officer or Chief Financial
Officer, he worked at major banks in Central
and Eastern Europe, including at Banca
Comerciala Româna in Romania, CIB Bank in
Hungary, PPF Group companies, Komerční
banka, CCS in the Czech Republic, and also
at VÚB a.s., an Intesa Sanpaolo bank in
Slovakia. Since October 2015, he has been
CEO and Chairman of the Board of GE
Money Bank, a.s.
Source: Company data

German national, born in 1963. Carl holds a
university degree with a major in finance
and marketing gained at the Karl-Franzens
University in Graz / Austria. His career
started in 1990 in Vienna in the area of
Project and Structured Finance at
Creditanstalt, followed by a short
secondment to the International Finance
Corporation in Washington and in 1996 he
started working in Poland. During his more
than 15 years stay in Poland, Carl held
different senior positions in Corporate
Banking and Risk Management. The last
position he held there was Chief Risk Officer
and Deputy President of the Management
Board at Bank BPH in Warsaw. Throughout
his career in Poland; he also served on the
supervisory boards of several group related
companies like mortgage banks, leasing
firms and fund management businesses.
Since November 2012; Carl has been the
Chief Risk Officer at the Company in the
Czech Republic and a member of the Board
of the Company, since January 2013

Source: Company data

Czech national, born in 1976. Jan has
worked in several positions at the Company
since joining in 2003. He began as
a commercial banking analyst and later
became the data team leader; he also led
Product Development and ultimately
Product Management. He moved in 2007 to
gain more experience within the Selling
Shareholder Group in Singapore, where he
was Product Manager for Small and
Medium Enterprises for the South-East Asia
Region (Singapore, the Philippines, Thailand
and China). He returned to the Czech
Republic the following year, working as
head of the Micro and Small Enterprises
Segment, and later as the manager of the
entire Small and Medium Enterprises
Segment. He was appointed Chief
Commercial Banking Officer of the
Company in May 2013, and has been a
member of the Management Board since
December 2013.
Source: Company data
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Belgian national, born in 1970. Philip has a
Masters in Applied Economics from the
University of Leuven in Belgium. He joined
GE Capital in 1998 and has almost 18 years
of experience in banking and financial
services. He started at the headquarters of
GE Capital Fleet Services based in Brussels
and held increasingly senior positions in the
area of finance throughout GE Capital in
Belgium, the Netherlands, Switzerland,
Germany and the Czech Republic. Before
joining the Company, he was Chief Financial
Officer for GE Capital Germany and Benelux
and held various board member positions.
Since January 2014, Philip has held the
position of Chief Financial Officer of the
Company, and became a member of the
Management Board in July 2014.
Source: Company data
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#23 Corporate structure
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Source: Company data

#24 Moneta’s major holders
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Source: Bloomberg

#25 Moneta’s share price movements
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#26 Banking sector – market shares
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Source: CNB, Companies data

#27 Moneta and competitors – loan portfolio composition
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Source: CNB, Companies data

Banking sector
Customer deposits - Market shares
As of 12/2015

Česká spořitelna

17.5%

Československá
obchodní banka

31.6%

Banking sector
Gross loans to customers - Market shares
As of 12/2015
17.3%
25.8%

Česká spořitelna
Československá
obchodní banka

Komerční banka

Komerční banka
UniCredit Bank Czech
Republic and Slovakia

15.3%

3.8%

16.4%
4.5%

9.0%

Moneta Money Bank
Others

Source: CNB, Companies data
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2.4%

UniCredit Bank Czech
Republic and Slovakia
Raiffeisenbank

J&T BANKA

2.7%
3.0%

Raiffeisenbank

15.9%

17.3%
6.0%

11.5%

J&T BANKA
Moneta Money Bank
Others
Source: CNB, Companies data
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#28 Macroeconomic outlook
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Source: CNB, MF CR, Team estimates

#29 Consumer lending forecasts
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Source: EUROMONITOR
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LIST OF ABBREVIATIONS
AT1
AT2
ATM
bn
bps
BPS
CAGR
CBCB
CDS
CEE
CEO
CET1
CNB
CoD
CoE
CoR
CP
CRD
CRR
ČSOB
DCF
DDM
DPS
ECB
EPS
ERP
EU
GDP
GE
IBL
IEA
IFRS
IMF
IPO
L/D
LCR
MF
mn
NFCI
NI
NII
NIM
NPL
OECD
p.a.
P/B
P/E
P/TBV
PSE
PT
PV
RI
RoA
RoAA
RoAE
RoATA

Additional Tier 1 capital
Additional Tier 2 capital
Automated teller machine
billion
Basis point
Book value per share
Compounded annual growth rate
Czech Banking Credit Bureau
Credit default swap
Central and Eastern Europe
Chief executive officer
Common Equity Tier 1 ratio
Czech National Bank
Cost of deposits
Cost of equity
Cost of risk
Country premium
Capital requirements directive
Capital requirements regulation
Československá obchodní banka
Discounted cash-flow
Dividend discount model
Dividend per share
European Central Bank
Earnings per share
Equity risk premium
European Union
Gross domestic product
General Electric
Interest-bearing liabilities
Interest-earning assets
International Financial Reporting Standards
International Monetary Fund
Initial public offering
Loans to deposits
Liquidity coverage
Ministry of Finance
million
Net fee and commission income
Net income
Net interest income
Net interest margin
Non-performing loan
Organization for Economic Co-operation and Development
per annum
Price to book value
Price to earnings
Price to tangible book value
Prague Stock Exchange
Price target
Present value
Residual income
Return on Assets
Return on average assets
Return on average equity
Return on average tangible assets
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RoATE
RoE
RoTE
RWA
SME
TBPS

Return on average tangible equity
Return on equity
Return on tangible equity
risk-weighted assets
Small and medium enterprise
Tangible book value per share
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