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 2006 2007 2008e 2009e 2010e
Stated EPS (€) 0.83 0.88 0.51 0.14 0.26
YoY growth % -7.6 6.7 -42.5 -72.7 90.4
Adj. EPS (€) 0.829 0.770 0.460 0.139 0.264
YoY growth % 32.7 -7.0 -40.3 -69.9 90.4
Dividend ord. (€) 0.350 0.360 0.100 0.100 0.200
BVPS (€) 4.93 5.47 5.22 5.26 5.32
P/E x 3.8 3.6 6.3 22.9 12.0
Adj. P/E x 3.8 4.1 6.9 22.9 12.0
Dividend Yield %         11.0          11.3           3.1           3.1           6.3 
P/BV x 0.64 0.58 0.61 0.60 0.60
P/TIER1 x         0.76          0.69         0.80         0.77         0.76 
Cost-income ratio %         60.8          64.6         69.1         76.1         73.0 
NPL ratio %           0.2            0.4           0.5           0.7           0.8 
ROE %         17.5          17.1         10.3           2.6           5.0 
ROCI %         20.9          20.4         12.7           2.6           4.8 
Tier 1 ratio %           7.9            8.1           6.5           6.8           6.7 
Total capital ratio %           9.2            9.2           8.6           8.9           8.8 
                                               Source: Company data, GBL estimates 
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Target price cut from €3.9 to €3.2. UNDERWEIGHT confirmed 
 
The economic outlook remains gloomy (with continuous downgrades of 
GDP expectations on a global basis, particularly in Italy, with the most 
recent -2.3% estimate for 2009 by Prometeia) and interest rates keep 
falling, making it tougher and tougher for banks to deliver revenues and 
defend credit quality. After taking an even more cautious approach we 
cut our FY2009-10e net profit estimates on Credem by -45% on average 
(after a -7.3% revenue cut), mainly to take the expected interest spread 
reduction into account. We also halved our FY08e expected dividend 
from €0.2 to €0.1. We consequently lowered our target price from €3.9 to 
€3.2 (-18%), confirming our UNDERWEIGHT rating. We do not expect 
Credem to ask for public aid, as its FY08 core Tier1 should reach 6.5% 
and also because of the strong support from its core shareholders. In 
2009 Credem could look for new opportunities to increase its 
distribution network further (700 branches) by acquiring branches 
thanks to the already approved €250m second tranche of the capital 
increase. 

Estimates 
We lowered our net profit estimate by -5.4% down to €169bn in FY08e (just 
above breakeven in 4Q08e) after a -1% revenue cut, and by -45.7% on average in 
FY2009-10e (to €46m in FY09e and €88m in FY10e) following an average -7.3% 
revenue cut due to a -10% reduction of the net interest income (mainly due to a 
lower interest spread with loans rising at a +2.9% CAGR and deposits at a +4.7% 
CAGR), -2.3% in commissions and a -12% trading income. We confirm our 
already expected high level of provisions (67bps in FY09e and 60 bps in FY10e). 
The Robin tax would leverage the negative effect on the bottom line as we expect 
a 57% tax rate in FY09e and 46% in FY10e. We halved our dividend estimates in 
FY08e (from €0.2 to €0.1) and cut them– 40% in FY2009-10e. The core Tier1 
should reach 6.5% in FY08e and 6.8% in FY09e with a likely additional benefit 
from the introduction of the Basel II advanced method. 

Valuation 
Following our estimate cut, we reduced our target price on Credem by -18% from 
€3.9 to €3.2, assuming a -3.3% CAGR 2007-17e of normalized earnings, a 
sustainable 8% ROCI (vs. the 2.6% bottom we expect in FY09e) and a 9.2% cost 
of equity. At our target price Credem would trade at 0.6x the P/BV08e, 0.8x the 
P/Core Tier 1 and 23x and 12.1x the adj. P/E in FY09e and FY10e respectively. 
Credem is trading at a premium vs. its peers in terms of adj. P/E (22x in FY09e vs. 
8.6x on average). 
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UNDERWEIGHT  
    
Target price: 3.2 
(from previous €3.9) 
Current price: €3.2 
(price as of 05/02/2009) 
Outstanding shares (m)                                
332    
Mkt. Cap. (€m)    
1,056    
Avg daily volumes (30 days)   
281,700    
Main shareholders   
Credem Holding 76.8% (Maramotti 
family)  
Reuters/Bloomberg   
CE IM/EMBI.MI    
Last 12 months    
High: €8.8 Low: €3.1 

 
 
 
 
12-month share price performance 
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Performance 1M 3M 12M

Absolute (%) -20 -38 -62 

To MIBTEL (%) -12 -20 -18 

To MSCI Europe (%) -11 -22 -22 
Source: Datastream 
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Credem                               February 6 2009 
 

Gruppo Banca Leonardo  Italian Equity Research                                                                                2 
  

NOT FOR DISTRIBUTION IN CANADA, AUSTRALIA OR JAPAN 

Table 1 - CREDEM: Estimate revision (€m)
Consolidated data FY08e FY08e FY09e FY09e FY10e FY10e Avg. Change Avg. Change

old new change old new change old new change  2008-10e 2009-10e
Total revenues 991 981 -1.0% 1,050 970 -7.6% 1,107 1,030 -7.0% -5.3% -7.3%
Total costs 678 678 0.0% 739 739 0.0% 752 752 0.0% 0.0% 0.0%
Gross operating income 313 303 -3.3% 311 232 -25.6% 355 278 -21.7% -17.1% -23.5%
Net provisions 90 90 0.0% 132 125 -5.4% 125 116 -6.6% -4.4% -6.0%
Tax charges 42 41 -1.6% 85 61 -28.1% 92 74 -20.2% -19.8% -24.0%
Net profit 178 169 -5.4% 95 46 -51.5% 151 88 -42.0% -28.7% -45.7%
Adj. EPS (€) 0.49 0.46 -6.4% 0.29 0.14 -51.5% 0.45 0.26 -42.0% -30.0% -45.7%
Dividend (€) 0.20 0.10 -50.0% 0.20 0.10 -50.0% 0.30 0.20 -33.3% -42.9% -40.0%

Source: GBL estimates  
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Table 2 - CREDEM: Main data before branch acquisition (€m)
Aggregated data FY04 FY05 FY06 FY07 FY08e FY09e FY10e CAGR

2007-10e
Net interest income 308 366 419 496 564 512 516 1.3%
Net commissions 364 406 414 344 291 272 298 -4.7%
Trading income/dividends 98 120 163 96 50 60 90 -2.3%
Other income 39 56 64 64 57 58 60 -2.2%
Total revenues 809 948 1,061 1,000 962 902 964 -1.2%
Total costs 570 612 645 646 667 691 706 3.0%
Gross operating income 239 336 416 354 295 210 258 -10.0%
Net provisions 24 18 34 74 90 121 113 15.1%
Net operating income 215 317 382 280 205 90 145 -19.7%
Extraordinary income 0 15 8 42 -3 0 0 -100.0%
Pre-tax profit 215 332 390 322 202 90 145 -23.3%
Tax charges 62 63 148 72 39 56 69 -1.7%
Minorities 9 19 10 0 0 0 0 -100.0%
Net profit 144 250 232 250 163 34 76 -32.6%

Source: GBL estimates
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Earnings model 
 
 
Profit & Loss (€m) 2007 2008e* 2009e* 2010e* 

CAGR 
2007-10e

Net interest income 535 570 548 553 1.1%
YoY growth 18.3% 6.7% -3.9% 0.9%  

Dividend income 0 0 0 0   
Net commissions 357 294 294 318 -3.9%
Trading income 53 50 60 90 19.7%
Non interest income 410 344 354 408 -0.2%

YoY growth -23.7% -16.1% 2.9% 15.2%   
Associates equity accounted 0 0 0 0 nm
Other income 61 58 62 64 1.4%
Total net banking revenues 471 972 964 1,024 29.6%

YoY growth -5.8% 106.4% -0.8% 6.2%   
Total net insurance revenues 0 8 6 6   

YoY growth 0.0% nm nm nm   
Total net revenues 1,006 981 970 1,030 0.8%

YoY growth -5.8% -2.5% -1.1% 6.2%   
Staff costs 384 405 442 451 5.5%
General expenses 234 239 259 263 3.9%
Depreciation 31 34 38 38 7.4%
Total costs 649 678 739 752 5.0%

YoY growth 0.2% 4.5% 9.0% 1.8%   
cost income ratio 65% 69% 76% 73%   

Gross operating income 357 303 232 278 -8.0%
YoY growth -15.0% -15.1% -23.5% 20.0%   

Goodwill amortization 0 0 0 0   
Total net provisions 73 90 125 116 16.6%

 of which loan-loss provisions 53 90 120 111 28.0%
% on loans  0.34% 0.51% 0.67% 0.60%   
Net operating income 283 213 107 161 -17.1%

YoY growth -26.8% -24.9% -49.7% 50.8%   
Extraordinary income 42 -3 0 0   
Pre-tax profit 325 210 107 161 -20.8%

YoY growth -17.4% -35.4% -49.0% 50.8%   
Tax charges 75 41 61 74 -0.5%

tax rate 23% 20% 57% 46%   
Minorities 0 0 0 0   
Net income from company disposals 0 0 0 0   
Net profit 250 169 46 88 -29.5%

YoY growth 7.5% -32.5% -72.7% 90.4%   
           
Stated EPS (€) 0.884 0.508 0.139 0.264 -33.2%

YoY growth 6.7% -42.5% -72.7% 90.4%   
Adjusted EPS fd (€) 0.728 0.460 0.139 0.264 -28.7%

YoY growth -12.1% -36.9% -69.9% 90.4%   
Ordinary dividend (€) 0.360 0.100 0.100 0.200 -17.8%

YoY growth 2.9% -72.2% 0.0% 100.0%   
* including 33 acquired branches starting from 4Q08 and 35 from 2009          Source: Company data, GBL estimates 
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Balance Sheet & Key ratios 2007 2008e** 2009e** 2010e** 
CAGR 

2007/10e
Customer loans 15,763 17,601 17,803 18,637 5.7%
Customer deposits 16,420 19,950 20,334 21,864 10.0%
Total assets 26,232 31,820 31,434 32,610 7.5%
Net interbank exposure -1,098 -1,890 -1,996 -1,465 10.1%
Shareholders' equity 1,542 1,733 1,746 1,767 4.6%
            
Customer loans/total assets 60% 55% 57% 57%   
Customer deposits/total liabilities 63% 63% 65% 67%   
Customer loans/customer deposits 96% 88% 88% 85%   
           
Asset quality           
Gross NPL ratio 0.7% 1.2% 2.0% 2.2%   
Net NPL ratio 0.3% 0.5% 0.7% 0.77%   

Coverage ratio 63.6% 63.8% 64.0% 65.0%   
            
Gross doubtful loans/Customer loans 0.5% 0.7% 1.1% 1.2%   
Net doubtful loans/Customer loans 0.2% 0.2% 0.3% 0.4%   

Coverage ratio 34.5% 32.4% 33.0% 33.0%   
            
Net NPL/Sh. equity (incl. minorities) 2.8% 4.6% 7.3% 8.1%   
Net doubtful loans/Sh. equity (incl. minorities) 3.3% 4.6% 7.2% 8.7%   
Loan loss provisions/Customer loans 0.34% 0.51% 0.67% 0.60%   
Total provisions/Gross operating income 21% 30% 54% 42%   
           
Profitability & Financial Ratios     
ROE   17.1% 10.3% 2.6% 5.0%   
Adjusted ROE 15.3% 12.8% 3.4% 6.3%   
ROCI 20.4% 12.7% 2.6% 4.8%   
RORWA 1.55% 0.93% 0.43% 0.78%   
            
Revenues/RWA 6.4% 4.9% 4.9% 5.0%   
Costs/RWA 4.0% 3.4% 3.7% 3.6%   
Cost-income ratio 65% 69% 76% 73%   
Tax rate  23% 20% 57% 46%   
Payout ratio 41.1% 19.7% 72.2% 75.8%   
            
Solvency ratios           
Tier1 capital ratio 8.1% 6.5% 6.8% 6.7%  
Total capital ratio 9.2% 8.6% 8.9% 8.8%  
Risk-weighted assets (€m)   16,120   20,140     19,908    20,660  
         
Other key data        
Assets under custody (€bn) 25 21 19 22 -4.1%
Assets under management (€bn) 17 15 15 16 -2.2%
AUM/AUC 41.0% 40.9% 43.4% 42.4%  
         
Employees 5,246 5,950 5,950 5,950  
Branches 600 700 710 725  
 ** including the acquired branches starting from 2008            Source: Company data, GBL estimates 

 
 
 
 
 
 

GBL historical target price and rating changes for Credem in the last 12 months
Date Target price (€) Rating Initiating coverage
09/02/2007 12.7 HOLD 09/02/2007
28/03/2008 9.7 HOLD
16/05/2008 7.9 HOLD
23/06/2008 7.1 HOLD
01/09/2008 7.3 HOLD
12/09/2008 6.6 HOLD
24/09/2008 6.2 HOLD
02/10/2008 6.2 UNDERWEIGHT
20/10/2008 5.5 BUY
20/11/2008 4.8 UNDERWEIGHT
15/01/2009 3.9 UNDERWEIGHT
06/02/2009 3.2 UNDERWEIGHT

Source: GBL estimates
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Definition of table items
 
EPS € Earnings adjusted for extraordinary 

items diluted as appropriate 
YoY  Year on year growth rate 
QoQ  Quarter on quarter growth rate 
Dividend/DPS € Gross dividend per share 
P/E × Share price / EPS 
Dividend Yield % Gross dividend per share / Share price 
PEG × P/E / CAGR EPS 2006-09e 
EV/Sales × (Market Cap + net debt)/Sales 
EV/EBITDA × (Market Cap + net debt)/EBITDA 
EV/EBIT × (Market Cap + net debt)/EBIT 
EV/Cap. Employed × (Market Cap + net debt)/Cap. Employed 
ROE % Net Profit / Shareholders’ Equity 
ROCE % Operating Profit / Capital Employed 
Debt/Equity × Net Debt / Shareholders’ Equity  
Free Cash Flow Yield  Free Cash Flow / Market Cap. 
Interest cover × EBIT / Net financial charges 
Pay out ratio % Total Dividend paid / Net profit 
Debtors rotation (days) Debtors *365 / Net sales 
Inventories rotation (days) Inventories *365 / Net sales 
Creditors rotation (days) Creditors *365 / Operating costs 
Sales / Capital employed Net sales / Net Capital employed 
NFP €m Net Financial Position 
Free Float % Shares below 2% owned by shareholders 

Rating System 
 
1. STRONG BUY   
 12/18-month total expected return > 10%, associated with analyst’s 

high conviction  
 
2. BUY   
 12/18-month total expected return > 10% 
 
3. UNDERWEIGHT 
  12/18-month total expected return between +10% and –10% 
 
4. SELL   
 12/18-month total expected return < 10% 
 
5. TENDER THE SHARES/DO NOT TENDER THE SHARES      
  Stock recommendation in presence of a Public Tender Offer 
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Disclaimer 
 
Gruppo Banca Leonardo S.p.A. - Via Broletto 46, 20121 Milan, Italy - Tel. +39 02.72206.1 - Fax +39 02.85465222 - www.bancaleonardo.com 
This document has been prepared by Gruppo Banca Leonardo S.p.A. (the “Bank”), duly authorized by the Bank of Italy on October 1st 1999 and parent 
company of the Gruppo Banca Leonardo  This report has been prepared using sources believed by the Bank to be reliable and accurate. However, as 
the information contained in this report has not been independently verified, no representation or warranty, express or implied, is made as to the 
fairness, accuracy or completeness of the information and opinions contained in this report and it is not the author’s intention to provide, and the 
recipient may not rely on this report as providing, a complete or comprehensive analysis of the company’s financial or trading position or prospects. 
Without limiting the generality of the foregoing, liability for negligent misstatement in respect of the contents of, or any omission from, this report is 
hereby expressly excluded. This document does not constitute, or form part of, an offer to sell or an invitation, inducement or solicitation of an offer to 
buy, purchase or subscribe for any securities, and neither this document nor anything contained herein, including, without limitation, all projections, 
estimates and valuations, shall form the basis of or be relied upon in connection with any contract or commitment to subscribe or acquire securities. 
This document contains projections that present a possible outcome on the basis of the assumptions set out herein. These represent only one possible 
outcome and are the independent views of the author of this document. These projections are subject to certain risks, uncertainties and assumptions 
that have not been verified and future actual results of the company could differ materially. Reports are distributed by electronic mail and mail 
exclusively to the Bank's clients. The Research Department’s recommendations and research are distributed to Bank's clients. This document has 
been furnished to you solely for your information. It is not intended for distribution to the press or other media and may not be reproduced or 
redistributed by mail, facsimile, electronic or computer transmission or by any other means to any other person. By accepting this document you agree 
to be bound by the foregoing limitations. Neither this document nor any copy hereof should be taken or transmitted into Canada Australia or 
Japan or distributed in the United States, Canada, Australia or Japan. This research may be distributed in the United States only to major 
institutional investors and may not be circulated to any other person in the United States. All transactions by U.S. investors involving securities 
discussed in this report must be effected through Capis Institutional Services, Inc, which is a member of the FINRA and duly registered under all 
applicable U.S. federal and state laws and regulations. Receipt of this research is not intended, expressly or implicitly, to mean for any U.S. investor to 
direct commission income to the Bank whatsoever. Any failure to comply with this restriction may constitute a violation of the securities laws of the 
United States, Australia, Canada or Japan. The distribution of this document in other jurisdictions may be restricted by law and persons into whose 
possession this document comes should inform themselves about, and observe, any such restrictions. The coverage frequency of each financial 
instrument is set out in every report. The Bank intends to cover every financial instrument with the same frequency as the relevant information is 
disseminated by the relevant issuer. Any changes of frequency will be notified in compliance with the applicable law and regulations. The information 
and opinions in this report are subject to change without notice. Any opinions, projections, estimates and valuations contained in this document are 
entirely those of the authors. The Bank has adopted internal procedures and organizational models suitable to ensure a clear separation of the 
Research Department from all investment services and the independence of financial analysts (the structure hierarchically reports to the Bank's CEO). 
The internal self-discipline code provides for proper rules of conduct aimed at protecting clients and the market (the Research Department staff is NOT 
ALLOWED to perform any transactions in financial instruments covered by a recommendation during the periods prior to or following the 
recommendation). The Bank is authorized to perform all investment and additional services, according to Legislative Decree No. 58 of 1998. Therefore, 
with reference to articles 69quater and 69quinquies of CONSOB’s Regulation on Issuers no. 11971/1998, the Bank might have a potential interest or 
conflict of interest with the issuers mentioned herein; conflicts of interests will be disclosed in each report. The Bank has adopted a “Conflicts of Interest 
Policy”, pursuant to Directive no. 2004/39/EC and CONSOB’s Regulation on Intermediaries no. 16190/2007 (the extract of the Policy is available on 
the Bank’s website http://www.bancaleonardo.com).  
If you are not the intended recipient you must not disclose or use the information in this e-mail in any way. If you received this document in error, 
please inform us immediately by return e-mail and further, delete this document immediately. We do not guarantee the integrity of any e-mails or 
attachments to any e-mails and we are not necessarily responsible for any changes made to e-mails by any other person. You may contact us to 
inquire further of any disclosures with respect to the issuers, if any, mentioned in this research. 
 
FOR ADDITIONAL INFORMATION ABOUT THE BANK'S RATING SYSTEM PLEASE REFER TO THE BANK'S WEBSITE 
www.bancaleonardo.com IN THE AREA DEDICATED TO THE RESEARCH 


