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Credem Sell  
Share Price at 10/09/2008: €6.75 Target price: €6.10 
  

New plan: no EPS growth ahead 
Slowdown on branch openings going forward 
Credem’s business plan 2008-2010 focuses on seeking to increase the 
profitability of 72 recently acquired branches and more than 70 new branches 
opened in the past three years. New branch opening will diminish significantly 
going forward, as the bank plans to open just 13 until 2010. However, the bank 
also plans to implement a strong programme of recruitment of financial 
advisors, which are expected to increase from 760 to 1,142. 

Reasonable expectations on revenue growth but high expected 
growth in operating costs. Tier 1 expected to slightly decline. 
Credem expects to earn net income of €229 million in 2010 (which includes the 
earnings contribution from the 72 branches recently acquired). Revenues and 
operating costs are expected to grow by ca. 8% and 7% per year respectively. 
We consider that the expected growth in revenues is achievable while we 
perceive the lack of management action to contain growth in operating costs 
as a disappointment. Tier 1 capital ratio is forecast at 7.1% at the end of 2010, 
lower than the 7.3% June 2008 level. 

Reducing 2008E and 2009E “pre-equity issue” EPS estimates 
We have reduced our adjusted “pre-equity issue” 2008E and 2009E net profit 
(which does not include the earnings contribution from the 67 branches 
acquired from UniCredit and Banco Popolare) from €197 million and €214 
million to €185 million and €168 million respectively reflecting higher operating 
costs and provision charges. 

Our 2010E earnings estimates are in line with management’s guidance, 
which implies no EPS growth.   
We introduced our estimated 2010E adjusted net profit of €226 million, which is 
slightly below management’s guidance and which incorporates the earnings 
contribution from branches recently acquired. Assuming Credem implements 
its €250 million equity issue at a price of €5.1 per share (25% discount from 
current levels), we arrive at an adjusted 2010E EPS of €0.68, which is marginally 
higher than the adjusted EPS of €0.67 that Credem reported in 2007. 

Maintaining Sell rating and target price 
We maintain our Sell rating due to i) lack of EPS growth momentum ahead ii) 
unattractive valuation relative to peers (we estimate that on a P/E 2008 basis 
Credem trades at a 20% premium relative to comparables) iii) we are 
concerned about potential EPS dilution from additional acquisitions (Credem’s 
management mentioned that they may bid for some of the branches that 
Monte Paschi Siena is selling for antitrust reasons). 

Conference call today at 4PM CET 
Credem will be presenting the plan during a conference call today. Call in 
numbers are 02 36048063 (calling from Italy)or 0 808 2389072 (calling from UK). 
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Key data (€m) 2006 2007  2008E 2009E 
Revenues 1,061 1,054 1,022 1,073 
Net Operating Profit 382 311 273 266 
Net Profit 232 249 214 168 
Adjusted Net Profit 227 190 185 168 
EPS (€) 0.83 0.88 0.76 0.59 
Adj. EPS (€) 0.81 0.67 0.65 0.59 
Ordinary DPS (€) 0.35 0.36 0.36 0.37 
Total DPS (€) 0.35 0.36 0.36 0.37 
Shareholders’ Equity 1,380 1,542 1,660 1,732 
BVPS 4.9 5.5 5.9 6.1 

Source: Co data,  C .Lombarda est. 2008-09 est are pre Oct08 equity issue   

 
Market multiples (x) 2006 2007 2008E 2009E 
P/E 8.2 7.6 8.9 11.4 
Adj. PE 8.3 10.0 10.3 11.4 
Adj. EPS Growth (%) -6.0% -17.0% -2.8% -9.6% 
P/BVPS 1.4 1.2 1.2 1.1 
Ord. Dividend Yield (%) 5.2% 5.3% 5.3% 5.5% 
Total Dividend Yield (%) 5.2% 5.3% 5.3% 5.5% 
Adj. ROE (%) 17.1% 13.1% 11.6% 9.9% 
Tier 1 Ratio (%) 7.9% 8.1% 7.5% 7.2% 
Net NPL/Loans (%) 0.2% 0.3% 0.3% 0.3% 
Cost/Income (%) 60.8% 63.5% 67.0% 67.4% 

Source: Co data,  C .Lombarda est. 2008-09 est are pre Oct08 equity issue  
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Stock Data 
Sector Banking
Market Segment Blue Chip
Reuters Code EMBI.MII
Bloomberg Code CE IM
Market Cap (€m) 1,906
No. of shares (m) 282
Free-float 28.1%
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Figure 1. Credem – Key Data (€m) 
 2006 2007 2008E 2009E 
Net interest income 440 533 569 606 
yoy % change 17.0% 21.1% 6.8% 6.5% 
Net commissions 421 396 304 318 
yoy % change 1.4% -6.0% -23.0% 4.5% 
Total revenues 1,061 1,054 1,022 1,073 
yoy % change 12.1% -0.7% -3.0% 4.9% 
Operating result 382 311 273 266 
yoy % change 21.2% -18.6% -12.0% -2.7% 
Net profit 232 249 214 168 
yoy % change -7.3% 7.5% -14.2% -21.6% 
Net profit comparable 227 190 185 168 
yoy % change -5.0% -16.5% -2.5% -9.3% 
     
Gross customer loans 14,434 15,839 16,797 18,247 
yoy % change 13.2% 9.7% 6.1% 8.6% 
Deposits from customers 10,917 11,240 11,592 12,647 
Shareholders' equity 1,380 1,542 1,660 1,732 
     
Asset Quality Ratios (%)     
NPL / Gross loans 0.5% 0.8% 1.0% 0.9% 
Provisions / NPL 60.2% 63.6% 64.7% 64.9% 
Net NPL / Gross loans 0.2% 0.3% 0.3% 0.3% 
     
Capital Adequacy (%)     
Tier one ratio 7.9% 8.1% 7.5% 7.2% 
     
Profitability (%)     
Reported ROE 17.5% 17.2% 13.5% 9.9% 
Adjusted ROE 17.1% 13.1% 11.6% 9.9% 
     
Efficiency (%)     
Cost / Income 60.8% 63.5% 67.0% 67.4% 
     
Market Data     
Price (€) 10.61* 10.53* 6.75 6.75 
Fully diluted No. of shares 281 282 283 284 
     
Per Share Data (€)     
EPS  0.83 0.88 0.76 0.59 
yoy % change -8.3% 6.7% -14.5% -21.8% 
Adj.  EPS  0.81 0.67 0.65 0.59 
yoy % change -6.0% -17.0% -2.8% -9.6% 
BVPS 4.9 5.5 5.9 6.1 
yoy % change 7.9% 11.4% 7.4% 4.0% 
DPS  Ord 0.35 0.36 0.36 0.37 
yoy % change 16.6% 2.8% 0.0% 3.0% 
     
Market Multiples (x)     
P/E 12.8 11.9 8.9 11.4 
Adj. PE 13.1 15.7 10.3 11.4 
P/BVPS 2.2 1.9 1.2 1.1 
Dividend Yield ord (%) 3.3% 3.4% 5.3% 5.5% 

Source: Company data, Cassa Lombarda estimates. All figures do not include effect of upcoming equity issue and acquisitions of 67 branches*Average yearly 
price 
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Figure 2. Credem – Income Statement (€m) (pre-equity issue) 
  2006 2007 2008E 2009E 2010E 
Net interest income 440 533 569 606 671 
Net commissions 421 396 304 318 342 
Trading income 131 62 83 80 85 
Other income 69 63 66 68 72 
Total revenues 1,061 1,054 1,022 1,073 1,170 
Staff costs 389 399 408 431 450 
Other costs 230 239 244 258 269 
Depreciation 26 31 33 34 36 
Total operating expenses 645 669 685 723 756 
Gross operating profit 416 385 337 350 414 
Provisions for loan losses 26 53 62 76 83 
Other provisions/value adj. 9 21 2 8 11 
Operating result 382 311 273 266 321 
Extraordinary/non oper.  results 8 26 -1 0 0 
Pre-tax profit 389 336 272 266 321 
Taxes -148 -80 -59 -98 -119 
Minorities -10 -8 0 0 0 
Net profit 232 249 214 168 202 
Net profit comparable 227 190 185 168 202 
Average No. Shares (m) 280 282 283 283 284 
Adjusted EPS (€) 0.81 0.67 0.65 0.59 0.71 
Source: Company data, Cassa Lombarda estimates. Earnings estimates do not include earnings contribution from 67 
branches acquired to UniCredit and Banco Popolare. 

 

Figure 3. Credem – Balance Sheet (€m) (pre-equity issue) 
  2006 2007 2008E 2009E 2010E 
Cash 127 152 233 373 582 
Bank loans 3,576 3,637 4,258 4,645 5,087 
Gross performing loans 14,355 15,720 16,633 18,083 19,735 
Non performing loans 79 119 164 164 164 
Gross customer loans 14,434 15,839 16,797 18,247 19,899 
Provisions 48 76 106 107 107 
Net customer loans 14,386 15,763 16,691 18,140 19,792 
Financial investments 4,995 5,456 7,907 8,067 8,229 
Investment in companies 37 41 21 23 25 
Fixed assets 337 332 339 396 450 
Intangibles 55 57 100 88 78 
Other 738 796 765 765 765 
Total assets 24,251 26,233 30,314 32,497 35,008 
Deposits from customers 10,917 11,240 11,592 12,647 13,851 
Deposits from banks 4,494 4,736 4,442 4,846 5,308 
Debt securities issued 3,248 5,182 7,101 7,747 8,485 
Other liabilities 4,190 3,533 5,517 5,525 5,536 
Minority interest 21 0 0 0 0 
Total liabilities 22,871 24,690 28,653 30,765 33,179 
Shareholders' equity 1,380 1,542 1,660 1,732 1,829 
Source: Company data, Cassa Lombarda estimates. Estimates do not include assets and liabilities  from 67 branches 
acquired to UniCredit and Banco Popolare. 

 

 

 

 

 



Credem: New plan: no EPS growth ahead 11 September 2008 

4 

 

Figure 4. Credem – Expected Earnings Contribution from 34 Branches Acquired to UCG (€m) 
 2009E 2010E 
Total revenues 27.3 30.0 
Total operating expenses 14.0 14.6 
Gross operating profit 13.3 15.5 
Provisions for loan losses 1.9 2.0 
Operating result 11.4 13.5 
Pre-tax profit 11.4 13.5 
Taxes -4.0 -4.7 
Net profit 7.4 8.8 
Source: Cassa Lombarda estimates 

 

Figure 5. Credem – Expected Earnings Contribution from 33 Branches Acquired to BP (€m) 
 2009E 2010E 
Total revenues 38.8 42.4 
Total operating expenses 16.5 17.1 
Gross operating profit 22.3 25.3 
Provisions for loan losses 3.9 3.9 
Operating result 18.4 21.4 
Pre-tax profit 18.4 21.4 
Taxes -6.4 -7.5 
Net profit 12.0 14.9 
Source: Cassa Lombarda estimates 

 

Figure 6. Credem – Potential EPS dilution from Equity Issue Under Different Scenarios 
 Best case Base case Worst case 
 2009 2009 2009 
Adjusted net income before equity issue 168 168 168 
Number shares 283 283 283 
Adjusted EPS before equity issue 0.59 0.59 0.59 
    
Price equity issue  5.7 5.1 4.4 
Amount equity issue 250 250 250 
Shares to be issued 44 49 57 
New number of shares after equity issue 326 332 340 
ROE assumed in new capital issued 7.7% 7.7% 7.7% 
Earnings contribution from new capital 19 19 19 
Adjusted net income after equity issue 187 187 187 
Adjusted EPS after equity issue 0.57 0.56 0.55 
EPS dilution -3.0% -4.7% -6.8% 
    
Best case: Credem issues equity with a 15% discount relative to market price 
Base case: Credem issues equity with a 25% discount relative to market price 
Worst case: Credem issues equity with a 35% discount relative to market price 

Source: Cassa Lombarda estimates 
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Figure 7. Credem – Earnings Estimates Incorporating Equity Issue and Acquisition of 67 Branches (€m) 
 2009E 2010E 
Adj net income before equity issue and ex acq. 67 branches 168 202 
Number shares 283 284 
Adj EPS before equity issue/ acq 67 branches (€) 0.59 0.71 
   
Earnings contribution from 67 branches 19 24 
Adj net income after equity issue/acq 67 branches 187 226 
New number of shares after equity issue 332 333 
Adj EPS post equity issue/ acq 67 branches (€) 0.56 0.68 
Source: Cassa Lombarda estimates 

 

Figure 8. Credem – Business Plan targets versus CL Estimates (€m) 
 2007 2010 Credem target CAGR 2010 CL estimate CAGR 
Net interest income 535 707 9.8% 710 9.9% 
Non interest income 471 556 5.7% 532 4.2% 
Total revenues 1,006 1,264 7.9% 1,242 7.3% 
Total operating expenses 649 791 6.8% 787 6.7% 
Gross operating profit 357 473 9.9% 455 8.4% 
Net profit 249 229 -2.8% 226 -3.2% 
Net profit comparable 190 229 6.5% 226 6.0% 
Average No. Shares (m) 282 333 5.7% 333 5.7% 
Adjusted EPS (€) 0.67 0.69 0.7% 0.68 0.3% 
Source: Company data, Cassa Lombarda estimates. 2007 figures are pro-forma excluding contribution Euromobiliare 
Sim and including Credem Vita total consolidation effects. 2010E number of shares outstanding assumes equity issue is 
implemented at a price of €5.1 per share. 
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DISCLAIMER 
This document has been prepared by CASSA LOMBARDA S.p.A. (the “Bank”), duly authorized to provide financial 
services and to perform all investment and additional services, according to Legislative Decree No. 58 of 1998. 

This document has been prepared using sources believed by the Bank to be reliable and accurate, of which we 
assume no liability. 

Any opinions, projections, estimates and valuations contained in this document are entirely those of the authors and 
are given in good faith. 

The information and opinions in this document are subject to change without notice. Moreover, the Bank reserves the 
right not to update this report or to discontinue it altogether without notice. 

Reports and Research Department’s recommendations and research are distributed to Bank's clients (only eligible 
counterparties and professional clients), solely for 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. 

Neither this document nor any copy hereof should be taken or transmitted into the United States, Canada Australia or 
Japan or distributed in the United States, Canada, Australia or Japan. 

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. 

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. 

However, as the information contained in this document 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 Bank’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. 

So this information is given without any warranty on an "as is" basis and should not be regarded as a substitute for 
obtaining individual advice. Clients must make their own determination of the appropriateness of an investment in any 
instruments referred to herein based on the merits and risks involved, their own investment strategy and their legal, fiscal 
and financial position. Clients may get back less than they invested. Changes in rates of exchange may have an 
adverse effect on the value of investments. Furthermore, past performance is not necessarily indicative of future results. 
In particular, the risks associated with an investment in the financial, money market or investment instrument or security 
under discussion are not explained in their entirety.  

Neither the Bank nor any of its respective directors, officers or employees nor any other person accepts any liability 
whatsoever (in negligence or otherwise) for any loss howsoever arising from any use of this document or its contents or 
otherwise arising in connection therewith.  

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). 

Therefore, 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 interbank relations, also a credit line, with CREDITO EMILIANO. 

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 
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