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Stock data 

Ticker  VTBR M.Cap, $ mn 23,703 
Shares Ords’mn   6,724,138 Free Float, % 22.5%    
Shares Prefs - Free Float, $ mn 5,333 
Bid Ords, $ 0.0035 Offer Ords, $ 0.0035 
Bid Ords, RUR 0.0791 Offer Prefs, $ 0.0818 

 
Market performance 

  1 month 6 months 

Absolute Ords -4.6% -8.6% 
Relative to RTSI Ords 3.5% -9.3% 
Price range, $    
High, RUR Ords 0.088 0.107 
Low, RUR Ords 0.079 0.082 

 
Financials, 2008E 

Assets, $  mn 117,854 ROE  9.3% 
Book Value, $  mn 17,684 P/E 15.9 
Net income, $  mn 1,584 P/BV 1.4 

 
 
 
 

VTB – Relative performance 
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• On July 16, VTB announced its 1Q08 IFRS financials. Although net income 
($121 mln) fell by almost 50% from 1Q07, nonetheless it exceeded our 
expectations ($72 mln) and the consensus forecast ($63-67 mln). The 
market was prepared for a sharp decline in income after the bank issued a 
press-release in June, stating a loss of over $400-million in security trading. 
The actual loss on securities trading amounted to $453 mln, confirming that 
the bank’s income remains highly dependant on financial market 
operations. However, in our opinion, it is significant that the VTB Group 
increased the profit from its principal activity by over 114%, slightly reduced 
the share of securities in its assets and increased its net interest income 
(+125%) as well as its interest margin.  
• The unexpected growth of the bank’s net interest margin from 4.1% in 
1Q07 and 4.4% for 2007 to 5.1% was based on a number of factors. On the 
one hand, the bank’s income from assets grew, due to: the bank having 
increased its borrowing rates since last August; a higher share of credits in 
its assets (from 63% at the beginning of the year to 68%); the change in its 
bond portfolio structure (reduced share of state bonds and a higher 
proportion of more profitable corporate debt securities), and the higher 
market   yields of corporate bonds. On the other hand, funding costs fell in 
comparison with 4Q07 and rose slightly in comparison to 1Q07 due to the 
decline in Libor, which is tied up with the cost of external borrowings, and 
also due to the strong inflow of comparatively cheap corporate deposits, 
which has taken place over the last three quarters already.  

• Currently, it is clear that against the general weakness in the banking 
sector, large-scale state banks (Sberbank and VTB) have been able to 
develop their core business successfully, partly due to the rapid growth of 
funds from corporate clients  (presumably, state corporations and state 
controlled companies have played an important role).  VTB continues to 
increase its market share in almost all key segments (except for the 
household deposit sector, where its market share remained relatively stable).  
• According to the financial director of the Group, Nikolai Tsekhomsky, the 
losses – connected with securities revaluation (mark-to-market) and trading 
in the first quarter – have been partially compensated, and in Q2 the bank 
has continued reducing its securities portfolio and optimizing its cost 
management strategy. He stated that the high interest margin level of 1Q08 
is unlikely to be sustainable over the mid-term, as interest costs are expected 
to rise (both deposit rates and market borrowing rates). Nevertheless, he 
believes that the bank’s interest margin will remain stable at 4.5%.  

• On the whole we consider that VTB’s 1Q08results are robust. However, in 
our opinion, the group’s revenues remain highly dependant on financial 
markets, which, due to the deepening crisis on global markets, exerts a 
negative influence upon investors’ estimation of investment risks related to 
VTB.  We appreciate management’s efforts, to reduce the risks, connected 
with the improvements in the bank’s risk management policy  – although, 
for the time being, we cannot fully exclude the possibility of the bank again 
suffering serious losses in future.  

• Accordingly, we reiterate our BUY recommendation on VTB’s ordinary 
shares with a year-end target value of $0.0053 per share (RUR 0.124), 
implying positive upside of 50% from current prices.  
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 Table 1. Financial results, $ mln. 

 

 1Q08 
Our 

forecast 
Consensus 

Deviation 
from our 
forecast 

Deviation 
from 

consensus 
1Q07 

1Q08 / 
1Q07,  % 

Interest income 
                     

2,105  
                  

2,270  
                      

-    -7.3%  
             

1,059  98.8% 

Interest expenses 
                    

(1,026) 
                 

(1,280) 
                      

-    -19.8%  
               

(580) 76.9% 

Net interest income 
                     

1,079  
                    

990  
                    

976  9.0% 10.6% 
                

479  125.3% 

Net interest income after provisions for loan 
impairment 

                        
885  

                    
790   12.0%  

                
417  112.2% 

Net fee & commission income 
                        

145  
                    

154  
                    

132  -5.8% 9.8%    92  57.6% 

Operating income 
                        

757  
                    

644  
                    

503  17.5% 50.5% 
                

674  12.3% 

Operating expenses 
                       

(565) 
                   

(550) 
                   

(610) 2.7% -7.4% 
               

(365) 54.8% 

PBT 
                        

192  
                      

94  
                      

81  104.3% 137.0% 
                

313  -38.7% 

Net income 
                        

121  
                      

71  
                      

63  69.4% 92.1% 
                

232  -47.8% 

Source  ï Company data, Sovlink estimates  
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Table 2. Balance sheet, $ mln. 

 

 
 31.03.2008  

(actl) 
Our forecast Consensus 

Deviation 
from our 
forecast 

Deviation 
from 

consensus 

As of 
31.12.2007 

Changes from 
the beginning of 

the year, % 

Assets 
                    

99,293  
              

104,782  
              

103,171  -5.2% -3.8%            92,609  7.2% 

Loans  to customers (gross) 
                    

69,417  
                

69,808  
                

70,742  -0.6% -1.9%            60,021  15.7% 

Loans/assets, %, % 68.2% 63.2% 65.2% 7.8% 4.6% 63.2% 7.8% 

Loans  to retail clients  
                     

9,695  
                  

9,714  
                  

9,829  -0.2% -1.4%              7,682  26.2% 

Share in loan portfolio, % 14.0% 13.9% 13.9% 0.4% 0.5% 12.8%  

Customer deposits 
                    

43,603  
                

43,092  
                

38,853  1.2% 12.2%            37,098  17.5% 

Retail deposits 
                    

11,549  
                

11,531  
                

11,644  0.2% -0.8%            10,683  8.1% 

Corporate deposits  
                    

32,054  
                

31,561  
                

27,209  1.6% 17.8%            26,415  21.3% 

Shareholders’ equity 
                    

17,274                        -      16,501            4.7% 

Source  ï Company data, Sovlink estimates  

 

 

Table 3. Profitability indices, % 

 
 1Q98 1Q07 4Q07 

Asset yield  9.9% 8.9% 9.5% 
Funding costs  -5.3% -5.0% -5.6% 
Net interest spread 4.7% 3.9% 3.9% 
Net interest margin 5.1% 4.1% 4.5% 

Net interest income after provisions for loan impairment / Net operating income 116.9% 62.9% 56.2% 
Net commission income / Net operating income 19.2% 13.6% 12.3% 
ROE 2.9% 13.1% 11.4% 
ROA 0.5% 1.7% 2.2% 
Cost / Income 59.4% 49.6% 49.4% 

Source  ï Company data, Sovlink estimates  

 

Table 4. VTB and the market ï 1Q08 growth rate  

 

 

Growth up to the beginning of the year, % 
Banking sector 

as a whole  
VTB 

Assets 10.0% 7.2% 

Shareholders’ equity 11.7% 4.7% 

Loans to customers  15.0% 15.6% 

Loans to individuals 12.4% 26.2% 

Retail deposits  7.5% 8.1% 

Corporate deposits 10.6% 21.3% 

Source  ï Company data, CBR, Sovlink estimates  
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