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Stock data 

Ticker  VTBR M.Cap, $ mn 14,266 
Shares Ords’mn   6,724,138 Free Float, % 22.5%    
Shares Prefs - Free Float, $ mn 3,209 
Bid Ords, $ 0.0021 Offer Ords, $ 0.0021 
Bid Ords, RUR 0.051 Offer Ords, RUR 0.0543 

 
Market performance 

  1 month 6 months 

Absolute Ords -27.8% -37.4% 
Relative to RTSI Ords -2.6% -1.2% 
Price range, $    
High, RUR Ords 0.073 0.102 
Low, RUR Ords 0.027 0.027 

 
Financials, 2008E 

Assets, $  mn 117,854 ROE  9.3% 
Book Value, $  mn 17,684 P/E 9.3 
Net income, $  mn 1,584 P/BV 0.8 

 
 
 
 

VTB – relative performance 
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• On September 24, VTB posted its unaudited 1H08 results. Net profit of 
$679 mn (+34.7% vs 1H07), considerably exceeded our expectations 
($506 mn) as well as market expectations ($630-650 mn). At the same 
time, income from its principal banking activities was only 4.4% above our 
estimates.  

• In 2Q08 the Group managed to partially compensate for the losses 
incurred in security trading in 1Q08 (- $453 mn). Over the last six months, 
losses on securities trading equaled $228 mn. We regard the decrease in 
the bank’s securities’ portfolio (from 14.6% of assets early in the year to 
10.2%) positively. However, taking into account the highly negative market 
trend in 3Q08, we believe that there is a risk that VTB may again suffer 
heavy losses on the revaluation of securities at the end of the quarter, 
which could affect its year-end results.   

• In 2Q08 the growth in the bank’s lending activities was slightly weaker. 
The increase in loan loss provisions was higher than we expected ($592 mn 
against the $400 mn forecast). In 2Q08, provisions doubled in comparison 
with 1Q08, which resulted in net interest income before provisions 
dropping by 26% vs 1Q08. We consider it to be indicative of the change in 
the bank’s loan policy – which has become more conservative and takes 
into account the expected slowdown in Russia’s economy, a deterioration 
in the quality of its loan portfolio, and the difficult conditions prevailing on 
Russian and global financial markets (tighter lending terms and stricter 
requirements for loans regarding margins and the quality of collateral).  

• VTB increased the number of loans to individuals, at a considerably faster 
rate than the market (+59% YTD, at about the same rate over the last two 
quarters). As a result, the share of retail loans in the bank’s loan portfolio 
increased from 13% at the beginning of the year to 16%, and the market 
share of the Group in this segment grew from 5.9% to 7.5%. 

• Net interest margin in 2Q08 fell from the record 1Q08 level of 5.1% to 
4.6%. The (insignificant +0.2 p.p. (as expected)) rise in the costs of funding 
was accompanied by a surprising decline in yield on operating assets 
of 0.4 p.p. As a result, although in 1H08 the bank’s margin (4.8%) rose 
appreciably above the level in 1H07 (4.1%), it is not clear whether the bank  
will manage to maintain the positive growth trend in its interest margin, 
considering the sharp deterioration of conditions on financial markets in 
3Q08.  

• Nikolai Tsehomsky, financial director, of VTB Group, does not rule out 
the possibility of a buyback of the bank’s own shares. In theory, such a 
possibility does exist (as VTB’s current level of capital adequacy is 15%), 
and in view of the expected growth in lending, the spare capital could be 
returned to shareholders, which would support the bank’s share price.  

• On the whole, we consider the bank’s 1Ho8 IFRS results to be neutral. We 
are particularly interested in the impact of the sharply higher volatility in 
financial markets on the bank’s policy and its projected 2H08 results. 
Although the government’s and Central Bank’s measures, which aim to 
support the financial sector, will provide the strongest support for the 
larger state banks and, and as a result of the crisis, VTB’s market position 
could even be strengthened; nonetheless, we believe that, taking into 
consideration the highly challenging market conditions in 3Q08, our 
forecast net profit for 2008 ($1584 mn) might be overly optimistic.  
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On September 24, VTB posted its unaudited 1H08 results. Net profit of $679 mn (+34.7% vs 1H07), considerably 
exceeded our expectations ($506 mn) as well as market expectations ($630-650 mn). At the same time, income from 
its principal banking activities was only 4.4% above our estimates.  

  

In 2Q08 the Group managed to partially compensate for the losses incurred in security trading in 1Q08 (- $453 mn). 
Over the last six months, losses on securities trading equaled $228 mn. We regard the decrease in the bank’s 
securities’ portfolio (from 14.6% of assets early in the year to 10.2%) positively. However, taking into account the 
highly negative market trend in 3Q08, we believe that there is a risk that VTB may again suffer heavy losses on the 
revaluation of securities at the end of the quarter, which could affect its year-end results.  
 

VTB’s significantly higher income from currency trading was a surprise for us – the overall balance (net income from 
currency trading plus net income from currency revaluations) made up over $300 mn in 2Q08 against $110 mn in 
1Q08. Consequently, although the income from the bank’s principle activities in 2Q08 remained at the same level as 
in 1Q08, its operating income increased almost twofold (by 95%). The rise in operating income was slightly faster in 
2Q08 (57% vs 2Q07 against 54% 1Q08/1Q07); however, due to the rapid growth of income, the bank’s Cost/Income 
ratio improved noticeably.   

 

The increase in loan loss provisions was higher than we expected ($592 mn against our forecast of $400 mn). In 
2Q08, provisions doubled in comparison with 1Q08, which resulted in a 26% reduction in net interest income before 
provisions against 1Q08. Provisions as a % of the loan portfolio grew from 2.5% in the beginning of the year to 2.7%. 

 

Otherwise, the bank’s results are close to our expectations. Net interest income more than doubled (+112%) against 
1H07, but fell by 2.4% in 2Q08 in comparison with 1Q08, as interest expenses were increasing faster than income. 
This occurred simultaneously with weaker growth of lending activities (11.5% in 2Q08 against 15.6% in 1Q08) and a 
decline in the net interest margin from the record 1Q08 level of 5.1% to 4.6%. The (as expected, insignificant (+0.2 
p.p.)) rise in the funding costs was accompanied by an unexpected decline in yield on operating assets of 0.4 p.p.  As a 
result, although in 1H08 the margin (4.8%) rose appreciably above the 1H07 level of 4.1%, it is not clear whether the 
bank will manage to maintain the positive growth trend in its interest margin, considering both the sharp 
deterioration of conditions on financial markets in 3Q08, which will result in higher interest costs, and the delayed 
effect of the higher rates on retail deposits, introduced by VTB 24 in 2Q08.  Management believes that the fall in the 
return on assets is temporary, yet expects the bank’s margin to fluctuate throughout the year around 4.4-4.5%. 

 

Net fee & commission income of the Group (excluding non-recurring income) grew by 48% vs 1H07; in 2Q08 it rose 
by 14.5% against 1Q08. 

 

The income before-tax from the sale of a 10.63% stake in Alrosa equaled $51 mn, which is in line with previous 
management forecasts.  

 

The Group’s balance sheet ratios met our expectations.  In general, in 1H08 the Group boosted its loan portfolio by 
29.3%, outpacing the banking sector by 26.5% in dollar terms. The share of loans to customers as a % of assets grew 
from 63.2% in the beginning of the year to 69.4%, leading to a higher return on assets. However, as we have already 
mentioned, in 2Q08 the growth in the bank’s lending activities was slightly weaker. VTB increased the number of 
loans to individuals, at a considerably faster pace than the market (+59% YTD), with a similar quarter-on-quarter 
trend. As a result, the share of retail loans in the bank’s credit portfolio increased from 13% at the beginning of the 
year to 16%, and the market share of the Group in this segment grew from 5.9% to 7.5%. 

 

Both the slower growth in the bank’s lending activities and the considerable increase of loan loss provisions are 
probably indicative of  the change in the bank’s loan policy – it has become more conservative and takes into account 
the expected slowdown in the Russian economy, a deterioration in the quality of the bank’s loan portfolio, as well as 
the difficulties prevalent on Russian and global financial markets (tighter lending terms and stricter requirements for 
loans regarding margins and the quality of collateral).  
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In 2Q08, the Group’s main source of funding was borrowings from capital markets ($5 bn) – $3.4 bn was obtained 
through Eurobonds and $1.4 mn through a syndicated loan.  In addition, customer funds stabilized after a sharp 
upsurge in 1Q08 (17.5%).  Despite the fact that the bank had advertised its strategy of boosting the share of customers’ 
funds in its liabilities, they dropped below 50% (48.7%) vs 53% in 1Q08). The extremely rapid growth in corporate 
deposits in 1Q08 (21%) was followed by stagnation in April-June.  However, the growth in household deposits 
(+15.8%) persisted throughout the whole of 1H08. For its retail activities, VTB implemented a specialized marketing 
policy, based on the introduction of deposit terms that were more attractive to its customers.  

 

Nikolai Tsehomsky, financial director of VTB Group, does not rule out the possibility of buying back the bank’s own 
shares, regarding them as highly undervalued (the bank now costs less than its shareholders’ equity), but the details of 
the program and the way that it will be implemented have not been defined as yet. VTB is also considering the 
possibility of repurchasing its Eurobonds, depending on the liquidity level of the bank.  In theory, such a possibility 
does exist (at present VTB’s capital adequacy is only 15%), and in view of the expected growth in lending the spare 
capital could be returned to shareholders, which would support its share price.  

 

On the whole, we consider the bank’s 1Ho8 IFRS results to be neutral. We are particularly interested in the impact of 
the sharply higher volatility in financial markets on the bank’s policy and its projected 2H08 results. Before the year-
end, VTB must redeem $1.7 bn in Eurobonds and call in its syndicated loan of $700 mn. Although the government 
and Central Bank measures, which aim to support the financial sector, will provide the strongest support for the larger 
state banks and, and as a result of the crisis, VTB’s market position could even be strengthened; nonetheless, we 
believe that, taking into consideration the highly challenging market conditions in 3Q08, our forecast net profit for 
2008 ($1584 mn) might be overly optimistic.  

 

 Table  1. IFRS financials , $ mn . 

 
 2008H

1 
Our 

forecast 
Conse

nsus 

Difference 
from our 
forecast 

Differe
nce 

from 
consen

sus 

1H07 1H08/ 1H07,  
% 

1Q08 2Q08 2Q07 2Q08/2Q07, 
% 

Interest income 
                     

4,316  
                  

4,892  
                      

-    -11.8%  
             

2,235  93.1% 
                     
2,105  

           
2,211  

           
1,176  88.0% 

Interest expenses 
                    

(2,183) 
                 

(2,842) 
                      

-    -23.2%  
            

(1,231) 77.3% 
                    
(1,026) 

          
(1,157) 

            
(651) 77.7% 

Net interest income 
                     

2,133  
                  

2,050  
                  

2,105  4.0% 1.3% 
             

1,004  112.5% 
                     
1,079  

           
1,054  

             
525  100.8% 

Net interest income after 
provisions for loan impairment  

                     
1,541  

                  
1,650   -6.6%  

                
864  78.4% 

                        
885  

             
656  

             
447  46.8% 

Net commission income 
                        

311  
                    

290  
                    

318  7.2% -2.2% 
                

267  16.5% 
                        
145  

             
166  

             
175  -5.1% 

Operating income 
                     

2,238  
                  

1,851  
                  

1,888  20.9% 18.5% 
             

1,477  51.5% 
                        
757  

           
1,481  

             
803  84.4% 

Operating expenses 
                    

(1,242) 
                 

(1,185) 

                 
(1,227

) 4.8% 1.2% 
               

(809) 53.5% 
                       
(565) 

            
(700) 

            
(444) 57.7% 

PBT 
                        

957  
                    

666  
                    

847  43.7% 13.0% 
                

659  45.2% 
                        
192  

             
765  

             
346  121.1% 

Net profit 
                        

679  
                    

506  
                    

630  34.1% 7.8% 
                

504  34.7% 
                        
121  

             
558  

             
272  105.1% 

Source:  Company data, Sovlink estimates 
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Table  2.  Balance  sheet summary , $ mn  

 

 

As of 
30.06.2008 

(actl) 
Our 

forecast Consensus 

Difference 
from our 
forecast 

Difference 
from 

consensus 
As of 

31.12.07 

Changes 
since early 
in the year, 

% 
Changes 
1Q08, % 

Changes 
2Q08, % 

Assets 
                  

108,754  
              

107,790  
              

107,088  0.9% 1.6% 
         

92,609  17.4% 7.2% 9.5% 
Loans to 
customers 
(gross) 

                    
77,611  

                
77,316  

                
75,998  0.4% 2.1% 

         
60,021  29.3% 15.7% 11.8% 

Loans as % 
in assets 69.4% 69.9% 69.2% -0.8% 0.3% 63.2%    
Loans to 
retail clients 

                    
12,175  

                
11,955  

                
11,372  2.0% 7.3% 

           
7,682  58.5% 26.2% 25.6% 

Share in loan 
portfolio, % 15.7% 15.5% 15.0% 1.7% 5.1% 12.8%    
Customers’ 
funds 

                    
44,609  

                
45,560  

                
46,803  -2.1% -4.7% 

         
37,098  20.2% 17.5% 2.3% 

Retail 
deposits 

                    
12,372  

                
12,368  

                      
-    0.3%  

         
10,683  15.8% 8.1% 7.1% 

Deposits of 
legal entities 

                    
32,237  

                
33,192  

                
38,318  -3.0% -16.0% 

         
26,415  22.0% 21.3% 0.6% 

Source:  Company data, Sovlink estimates 

 

Table 3. Profitability ratios , % 

 
 1H08 1H07 1Q08  2Q08 

Assets yield  9.8% 9.1% 10.1% 9.7% 
Funding costs -5.3% -5.2% -5.3% -5.5% 
Net interest spread 4.5% 3.9% 4.8% 4.2% 
Net interest margin 4.8% 4.1% 5.1% 4.6% 
Net interest income after provisions for loan 
impairment / Net operating income   68.9% 58.5% 116.9% 44.3% 
Net commission income / net operating 
income  13.9% 14.2% 19.2% 11.2% 
ROE 8.1% 11.0% 2.9% 13.0% 
ROA 1.3% 1.7% 0.5% 2.1% 
Cost / Income 43.9% 50.0% 59.4% 37.3% 

Source:  Company data, Sovlink estimates 

 

Table  4. VTB and the ban king sector  ï  1H 08   

 

Growth – YTD, % 

Banking 
sector as a 
whole  VTB 

    

Assets 19.2% 17.4% 

Shareholders’ equity 16.9% 4.1% 

Loans to customers 26.5% 29.3% 

Loans to individuals 26.4% 58.8% 

Deposits of individuals 17.1% 16.2% 

Deposits of corporate 
customers  27.0% 21.9% 

Source:  Company data, Sovlink estimates 
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