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NLB Banka ad Skopje Sell

Downgraded from Hold

Price: MKD 28,500
Price target: MKD 24,158
(from MKD 21,034)

Good story, unattractive price

We have had NLB Banka ad Skopje as a Hold since our initiation last
year. In the past 12 months, however, the stock has returned 62.3% and
we downgrade NLB Banka to SELL in this report, in view of the large

Expected events

X N | . K 4Q21 results Jan/Feb 2022 (TBC)
increase in the valuation multiples, on our estimates, to 1.6x P/BVs for gypq report April 2022 (TBC)
both 2021 and 2022E. Despite the bank’s growth profile and strong ROEs, 1022 results May 2022 (TBC)
north of 14%, on average, over our forecast period, we see them as too  2Q22 results July 2022 (TBC)
excessive, as the premia vs. the peer median now lands at 21-37%. On 3Q22results November 2022 (TBC)

P/E, the premia are a touch lower: 24-31% for 2021-22E. We have also

fine-tuned our 2021E estimates, to reflect the 9M21 performance, and Key data

increased our 2021E net income estimate by 11%. At the same time, we

have reduced (1-3%) our 2022-23E estimates slightly. This is reflected in Market Cap USD 457m
our price target (PT), which we have increased to MKD 24,158/share (from z:\jig‘ﬁ USD 58123:/4“
MKD 21,034/share), which implies downside of c.15%, hence our :

. Shares outstanding (m) 0.85
SELL recommendation. Major Shareholder

. . . NLB Group (87%)
Current market multiples put a cap on further upside. In our view, the Bloomberg Code TNB MS Equity

current level of market multiples, as well as the premia vs. the peer medians, g index 6.010.9
limit the stock’s further upside potential. The 1.6x P/BVs (21-37% premiums)
for 2021-22E, on our numbers, seem excessive. NLB Banka has a solid growth
and profitability profile, with ROEs especially strong this year, but we believe
these do not justify such a high premium. The premium on our PT falls between

Price performance

. L 52-w range MKD 17,200-28,589
3-16%, which we deem more easily justifiable than the current levels. 52.w performance 62.3%
Therefore, despite liking NLB Banka'’s story, we have decided to downgrade Relative performance 24.5%

our rating to SELL, even so.

NLB Banka 12M share price
performance

We have aligned our 2022E estimates with the bank’s 9M21 performance.
Following the bank’s 3Q21 report, we have also updated our 2021-23E
estimates. We have increased our 2021E net income estimate by 11%, while 30000
cutting our 2022E and 2023E estimates by 1-3%. The large increase in our 25,000
2021E net income is a result of the strong other operating income the bank 20,000 MJ
has reported this year so far. We now see all the ROEs in 2021-23E as higher ;59 L'\é?lzﬂdse f‘(lrueilt)vased)
than we forecast previously, due mostly to the dividend from the 2019 and

10,000

2020 profits, announced recently. SRYIIFIIFI TN
ve profitabil 0d. Despi . 8533322553353

COR to drive profitability over our forecast period. Despite the changes in

our forecast, we expect COR to play a key role in the bank’s profitability over

the next couple of years. We pencil in a COR of 1.1% for 2021E, 0.9% for

2022E and 0.7% for 2023E. The gradual decline could support profitability and

keep ROEs high at ¢.14.9% in 2023E, on our numbers.

We employ three valuation methods, giving us a PT of MKD 24,158/share.

We use a combination of our excess return valuation model (PT

MKD 23,695/share) and our three-stage dividend discount model (PT

MKD 25,557/share), giving both methods an equal weight of 40%. We assign

the remaining 20% to a peer multiple valuation method, giving us a PT of

MKD 22,285/share.

Risks: political risks; COVID-19 and the related macroeconomic risks; the

unemployment rate and young talent migration; the rate of the Euronisation of

the local economy; and the low trading turnover of shares.

Year NIl Net Profit EPS P/E BVPS P/BV ROE DPS paid Dividend

(MKDm)  (MKDm) (MKD) (x) (MKD) (x) (%) (MKD) yield

2019 3,018 2,024 2,369 6.3 15,077 1.0 16.1% 1,738 11.6%

2020 2,969 1,185 1,388 20.5 16,561 1.7 8.8% 0 0.0%

2021E 3,040 2,082 2,438 11.7 17,329 16 14.4% 1,787 6.3%

2022E 3,198 2,082 2,438 11.7 18,178 16 13.7% 1,706 6.0%

2023E 3,386 2,383 2,791 10.2 19,379 15 14.9% 1,707 6.0%

Analysts: David Lojkasek; Alex Boulougouris, CFA Prague: +420 222 096 256

E-mail: david.lojkasek@wood.cz, alex.boulougouris@wood.com Website: www.wood.com
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Changes in our estimates reflect the 3Q21 results

Following the 3Q21 results report, we have made some changes in our model. We have increased our
2021E net income estimate by 11%, to MKD 2,082m, due mostly to better-than-expected other operating
income reported ytd in 2021. No other large changes have been made to our 2021 forecasts.

In the later part of our forecast period, 2022-23E, we have tweaked our estimates only marginally, cutting
our net income forecasts by 1-3%. On the other hand, our ROE estimates are higher than previously, by
as much as 0.9-2.0bps, largely on the back of the dividend payment from the 2019 and 2020 profits,
which was not incorporated in our forecasts previously.

The changes in our estimates are largely the result of the fine-tuning our model to reflect the 3Q21 trends

2021E 2022E 2023E

New Old Change New Old Change New Old Change
Net interest income 3,040 3,122 -3% 3,198 3,242 -1% 3,386 3,480 -3%
Net fee and commission income 996 992 0% 1,060 1,050 1% 1,112 1,099 1%
Net operating income 4,771 4,564 5% 4,734 4,748 0% 5,006 5,072 -1%
Total operating expenses -1,849 -1,861 -1% -1,897 -1,915 -1% -1,946 -1,971 -1%
Profit before provisions 2,922 2,703 8% 2,838 2,833 0% 3,060 3,101 -1%
Net impairment losses on financial assets -670 -670 0% -585 -523 12% -483 -491 -2%
Result before tax 2,251 2,033 11% 2,252 2,311 -3% 2,578 2,611 -1%
Income tax expense -170 -153 11% -170 -174 -3% -194 -197 -1%
Net result for the period 2,082 1,880 11% 2,082 2,136 -3% 2,383 2,414 -1%
Loans and advances to customers 62,971 62,971 0% 67,110 67,675 -1% 70,754 72,486 -2%
Total assets 106,263 106,196 0% 113,983 114,003 0% 122,562 122,457 0%
Deposits from customers 86,800 85,445 2% 93,705 92,242 2% 101,167 99,590 2%
Total equity 14,800 16,124 -8% 15,525 17,045 -9% 16,551 18,063 -8%
NIM 3.0% 3.1% -0.1pts 2.9% 2.9% 0.0pts 2.9% 2.9% -0.1pts
C/l 36.6% 38.4% -1.7pts 37.8% 38.0% -0.1pts 36.7% 36.6% 0.1pts
COR -1.1% -1.1% 0.0pts -0.9% -0.8% -0.1pts -0.7% -0.7% 0.0pts
ROE 14.4% 12.4% 2.0pts 13.7% 12.9% 0.9pts 14.9% 13.8% 1.1pts

Source: WOOD Research
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Valuation

We set our price target (PT) for NLB Banka ad Skopje at MKD 24,158/share, with potential downside of
15%. We arrive at our PT by using a combination (with weights of 40%/40% and 20%) of our excess
return valuation model, giving us a PT of MKD 23,695/share, and our three-stage DDM, which yields a
PT of MKD 25,557/share. The difference between the two methods is 8%. We also add a valuation based
on the peer multiples to the mix, with a PT of MKD 22,285/share.

Valuation summary

Method weight PT
Excess return valuation 40% 23,695
3-stage DDM 40% 25,557
Peer multiples 20% 22,285
Weighted average PT 24,158
Current price* 28,500
Potential upside -15.2%

Source: WOOD Research; *price data from Bloomberg

Cost of equity estimate

To estimate NLB Banka'’s cost of equity, we use a risk free rate of 5.5% for North Macedonia, a market
risk premium of 6.0% and a beta of 1.3x. All this yields a COE of 13.3%.

Cost of equity estimate

Risk free rate 5.5%
Market risk premium 6.0%
Market return 11.5%
1Y monthly beta 1.30
Cost of equity 13.3%

Source: WOOD Research

Excess return valuation

Excess return valuation model

2020 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E +

Net profit (MKD m)
growth yoy

Dividend distribution (MKD m)

growth yoy

Shareholders' equity (MKD m)

growth yoy
Cost of equity (MKD m)
growth yoy

1,185 2,082 2,082 2,383 2,648 2,875 3,064 3,220 3,345 3,445
75.6% 0.0% 14.4% 11.1% 8.6% 6.6% 5.1% 3.9% 3.0%

0 1,526 1,457 1,458 1,668 1,854 2,013 2,320 2,617 2,719

n/a n/a -4.5% 0.0% 14.4% 11.1% 8.6% 15.3% 12.8% 3.9%
14,145 14,800 15,525 16,551 17,531 18,552 19,604 20,503 21,231 21,958
4.6% 4.9% 6.6% 5.9% 5.8% 5.7% 4.6% 3.6% 3.4%

1,881 1,925 2,017 2,133 2,266 2,400 2,537 2,667 2,775 2,872
2.3% 4.8% 5.8% 6.3% 5.9% 5.7% 5.1% 4.1% 3.5%

Excess return (MKD m)

-696 157 66 250 382 476 527 552 570 5,567

ROE
Payout ratio

14.4% 13.7% 14.9% 15.5% 15.9% 16.1% 16.1% 16.0% 16.0%
128.8% 70.0% 70.0% 70.0% 70.0% 70.0% 75.7% 81.3% 81.3%

Time adjustment for the valuation date 0.16 1.16 2.16 3.16 4.16 5.16 6.16 7.16 8.16
Discount factor 98% 86% 76% 67% 59% 52% 46% 41% 36%
Discounted excess return per share 180 67 224 301 331 324 300 273 2,352
Current book value per share 16,561
Number of shares (m) 0.85
Fair value 20,913
Price target 23,695
Upside -16.9%
Valuation date 02-11-2021
Fiscal year end 31-12-2021
Time adjustment 0.16

Source: WOOD Research

To calculate the fair value of NLB Banka’s shares, we sum up the present value of excess returns per
share until 2028E, the present value of the excess return in the terminal period beyond 2028E and the
current capital invested in the bank. The fair value of an individual share then lands at MKD 20,913,
giving us a 12M PT of MKD 23,695/share.

NLB Banka ad Skopje
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The sensitivity of our excess return model for NLB Banka ad Skopje to the cost of equity and long-term
growth rate estimates is presented below.

Excess return valuation model sensitivity to COE and LT growth rate

Cost of
equity

10.3%
11.3%
12.3%
13.3%
14.3%
15.3%
16.3%

Long term growth rate

1.5% 2.0% 2.5% 3.0% 3.5% 4.0% 4.5%
31,114 32,086 33,103 34,245 35,559 37,039 38,831
27,695 28,395 29,107 29,899 30,799 31,790 32,979
24,895 25,406 25,913 26,473 27,107 27,789 28,610
22,554 22,931 23,294 23,695 24,150 24,630 25,213
20,562 20,841 21,101 21,390 21,720 22,062 22,486
18,840 19,046 19,231 19,439 19,681 19,927 20,240
17,331 17,482 17,612 17,761 17,939 18,116 18,350

Source: WOOD Research

Dividend discount model

To calculate our price target, we sum up the present value of the dividend cash flow received by investors
in the first stage of our model (2021-23E), the present value of the dividends in the second stage (2024-
28E) and the book value of the equity in the terminal value multiplied by the implied P/BV of 1.3x. Putting
two and two together, we arrive at a fair value of MKD 22,557/share, or a 12M PT of MKD 25,557/share.

Three stage dividend discount model

2020 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E +

Net profit (MKD m) 1,185 2,082 2,082 2,383 2,648 2,875 3,064 3,220 3,345 3,445
growth yoy 75.6% 0.0% 14.4% 11.1% 8.6% 6.6% 5.1% 3.9% 3.0%
EPS (MKD) 1,388 2,438 2,438 2,791 3,101 3,366 3,588 3,770 3,917 4,034
growth yoy 75.6% 0.0% 14.4% 11.1% 8.6% 6.6% 5.1% 3.9% 3.0%
Shareholders' equity (MKD m) 14,145 14,800 15,525 16,551 17,531 18,552 19,604 20,503 21,231 21,958
growth yoy 4.6% 4.9% 6.6% 5.9% 5.8% 5.7% 4.6% 3.6% 3.4%
BVPS (MKD) 16,561 17,329 18,178 19,379 20,527 21,722 22,954 24,007 24,859 25,710
growth yoy 4.6% 4.9% 6.6% 5.9% 5.8% 5.7% 4.6% 3.6% 3.4%
DPS paid (MKD) 0 1,787 1,706 1,707 1,953 2,171 2,356 2,717 3,064 3,184
growth yoy n/a n/a -4.5% 0.0% 14.4% 11.1% 8.6% 15.3% 12.8% 3.9%
ROE 14.4% 13.7% 14.9% 15.5% 15.9% 16.1% 16.1% 16.0% 16.0%
Payout ratio 128.8% 70.0% 70.0% 70.0% 70.0% 70.0% 75.7% 81.3% 81.3%
Time adjustment for the valuation date 0.16 1.16 2.16 3.16 4.16 5.16 6.16 7.16 8.16
Discount factor 98% 86% 76% 67% 59% 52% 46% 41% 36%
Discounted DPS 1,751 1,476 1,303 1,316 1,291 1,237 1,259 1,253

Terminal value per share estimate 32,338
Discounted terminal value per share 11,671
Implied P/BV (x) 1.3

Fair value 22,557

Price target 25,557

Upside -10.3%

Valuation date 02-11-2021

Fiscal year end 31-12-2021

Time adjustment 0.16

Source: WOOD Research

Below, we present the sensitivity analysis of our dividend discount model to the cost of equity estimate
and the long-term growth rate, which we assume at 3%.

Three-stage dividend discount valuation model sensitivity to COE and LT growth rate

Long term growth rate

1.5% 2.0% 2.5% 3.0% 3.5% 4.0% 4.5%
10.3% 35,381 35,523 35,664 35,806 35,947 36,089 36,231
11.3% 31,185 31,301 31,418 31,535 31,652 31,769 31,885
5 12.3% 27,918 28,016 28,114 28,211 28,309 28,407 28,505
33 13.3% 25,309 25,391 25,474 25,557 25,640 25,723 25,806
©° 14.3% 23,180 23,251 23,322 23,392 23,463 23,534 23,605
15.3% 21,413 21,474 21,536 21,597 21,658 21,719 21,781
16.3% 19,926 19,979 20,032 20,086 20,139 20,192 20,245
Source: WOOD Research
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Peer comparison and multiples valuation

As NLB Banka trades at a high P/BV multiple, coupled with a large premium vs. its peers, we believe
our decision to downgrade the bank to SELL, for now, is justified. On forward-looking multiples, the bank
trades at 1.6x and 1.5x our 2021E and 2022E book value estimates, respectively.

Peer multiples valuation model

Frontier multiple WOOD weight MKD
2021E P/BV 1.4 14,800 25% 20,055
2022E P/BV 1.1 15,525 25% 17,766
2021E P/E 9.5 2,082 25% 19,699
2022E P/E 8.9 2,082 25% 18,610
Weighted average (m) 19,032
Number of shares 0.85
PT (per share) 22,285
Last price* 28,500
Upside -21.8%

Source: WOOD Research; *price data from Bloomberg

Our SELL recommendation is supported further by the multiples at which the bank trades currently vs.
their historical averages. We note that, due to the lack of a Bloomberg consensus, we decided to use
historical data for the two charts below. While these numbers may not be as indicative as forward-looking
numbers, we believe they can give us some insight on the trends.

Trailing P/BV ratio of NLB Banka ad Skopje, together with its discount vs. its peers

Historical P/BV ratio Discount to frontier peers on P/BV
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Source: WOOD Research, Bloomberg
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Current market valuation of NLB Banka’s peers under WOOD’s coverage

Bank Price Mkt Cap P/E P/BV ROE Div. Yield

Icl USDm 2021E 2022E 2023E 2021E 2022E 2023E 2021E 2022E 2023E 2021E  2022E 2023E
North Macedonia
Komercijalna Banka 10,992.6 471 153 133 116 1.7 1.6 15 11.3% 12.2% 13.4% 5.5% 49% 5.6%
NLB Banka 28,500.0 457 11.7 117 102 1.6 1.6 15 14.4% 13.7% 14.9% 6.3% 6.0% 6.0%
Austria
Erste Bank 38.1 18,942 179 127 n.a. 1.1 1.0 n.a. 6.1% 8.3% n.a. 2.5% 3.5% n.a.
RBI 25.8 9,827 14.0 9.9 8.0 0.7 0.7 0.6 5.0% 6.8% 8.0% 3.4% 35% 4.4%
Addiko Bank 15.1 341 23.0 13.0 8.9 0.4 0.4 0.3 15% 27% 3.9% 15.8% 2.6% 4.6%
Cyprus
Bank of Cyprus 1.0 516 10.6 7.5 35 0.3 0.3 0.3 26% 3.7% 7.7% 0.0% 0.0% 0.0%
Hellenic Bank 0.8 396 6.0 5.2 4.6 0.3 0.3 0.3 49% 54% 5.8% 0.0% 0.0% 0.3%
Czech Republic
Komercni 865.5 7,448 176 13.7 126 1.4 1.4 14 8.0% 10.3% 11.4% 10.0% 7.3% 5.2%
Moneta 87.8 2,032 15.7 11.8 10.2 15 15 15 10.1% 12.9% 14.7% 9.5% 6.8% 7.9%
Georgia
TBC Bank 1,554.0 5,034 5.9 5.7 n.a. 1.0 0.9 n.a. 19.2% 17.0% n.a. 4.2% 4.4% n.a.
Bank of Georgia 1,544.0 4,436 6.1 6.0 n.a. 1.1 0.9 n.a. 18.9% 16.5% n.a. 4.1% 4.1% n.a.
Greece
Eurobank 0.9 4,105 11.2 9.5 7.0 0.6 0.6 0.5 44% 6.0% 7.7% 0.0% 0.0% 1.5%
National Bank 2.7 2,960 75 5.2 4.8 0.5 0.4 0.4 6.4% 8.6% 8.6% 0.0% 0.0% 1.6%
Alpha Bank 11 3,035 10.0 7.6 5.2 0.4 0.4 0.4 3.6% 55% 7.6% 0.0% 0.0% 1.5%
Bank Piraeus 15 2,133 33.8 8.3 4.6 0.4 0.3 0.3 0.9% 43% 7.2% 0.0% 0.0% 0.0%
Hungary
OoTP 18,600.0 16,784 125 10.6 9.5 1.9 1.6 14 15.7% 16.5% 15.9% 3.4% 1.3% 1.5%
Kazakhstan
Halyk Savings Bank 18.2 5,336 5.8 53 4.8 14 1.2 11 24.8% 24.2% 24.1% 10.4% 11.3% 11.8%
Lithuania
Siauliu Bankas 0.8 537 10.0 9.2 8.5 1.2 1.1 1.0 12.3% 12.1% 12.1% 3.5% 3.8% 4.1%
Poland
PKO BP 49.5 15,552 131 132 113 14 14 13 11.2% 10.5% 12.0% 7.2% 7.2% 4.2%
Santander Bank 373.6 9,592 n.m. 17.0 13.3 1.4 1.3 1.3 09% 7.9% 9.7% 0.7% 59% 7.5%
Pekao 130.4 8,599 16.8 153 119 1.3 1.2 12 7.8% 8.3% 10.3% 4.5% 49% 6.3%
ING BSK 280.5 9,169 17.0 178 152 1.8 1.7 16 10.9% 9.8% 10.9% 4.9% 1.7% 2.0%
mBank 556.0 5,920 nm. 181 147 15 1.4 14 nm. 81% 9.4% 0.0% 55% 6.8%
Handlowy 62.0 2,035 122 213 143 1.0 1.0 1.0 85% 4.8% 7.2% 7.8% 45% 6.7%
Millennium 9.4 2,879 nm. 158 123 1.6 14 13 nm. 9.5% 10.9% 0.0% 0.0% 4.0%
Alior Bank 66.5 2,180 nm. 171 133 1.2 1.2 11 58% 7.0% 8.4% 0.0% 0.0% 0.0%
Romania
Banca Transilvania 25 3,750 9.5 8.7 8.1 1.4 1.3 1.3 16.0% 16.0% 16.1% 6.9% 75% 8.1%
BRD-GSG 18.2 2,963 11.4 107 103 15 14 14 12.1% 13.4% 13.7% 7.0% 75% 7.8%
Patria Bank 0.1 72 nm. 151 10.1 n.m. 0.9 0.8 28% 58% 8.2% 0.0% 0.0% 0.0%
Russia
Sberbank 371.2 109,966 7.8 7.3 6.4 14 1.3 12 19.3% 18.8% 19.2% 5.3% 6.4% 6.9%
TCS Group 109.7 21,665 26.0 235 n.a. 8.8 6.7 n.a. 40.4% 32.3% n.a. 0.2% 0.6% n.a.
Slovenia
NLB 73.6 1,704 8.4 7.9 5.9 0.7 0.7 0.6 8.7% 8.8% 11.2% 8.4% 8.9% 11.8%
Turkey
Garanti Bank 10.2 4,344 3.6 2.7 2.2 0.6 0.5 0.4 17.5% 19.7% 19.7% 2.8% 3.8% 9.0%
Akbank 6.1 3,212 35 2.7 2.3 0.4 0.4 0.3 13.4% 15.2% 15.5% 2.9% 3.7% 8.8%
Isbank 5.8 2,781 2.8 2.0 1.6 0.3 0.3 0.3 13.2% 15.9% 17.2% 3.6% 5.0% 12.5%
Yapi Kredi 2.8 2,439 2.8 2.1 19 0.4 0.4 0.3 16.5% 18.0% 17.5% 3.6% 47% 5.4%
NLB Banka est. 28,500.0 457 11.7 117 102 1.6 1.6 15 14.4% 13.7% 14.9% 6.3% 6.0% 6.0%
NLB Banka PT 24,157.6 388 9.9 9.9 8.7 1.4 1.3 12 14.4% 13.7% 14.9% 7.4% 71% 7.1%
Mean [region] 11.2 102 8.7 1.2 1.1 1.0 10.5% 10.1% 11.1% 3.6% 40% 5.3%
Mean [frontier] 9.5 8.9 9.3 14 11 12 13.3% 13.6% 13.5% 5.9% 54% 6.9%
Premium/(discount) 24% 31% 10% 21% 37% 25% 1.1pts 0.2pts 1.3pts 0.4pts  0.5pts -0.9pts

Source: WOOD Research, price data from Bloomberg
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P/BV (y-axis) vs. ROE (x-axis) scatter plot: peer comparison
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Risks

Political risks. The country changed its name to North Macedonia recently, to be able to join
NATO and apply to join the European Union. While Mr. Zaev, who was the Prime Minister during
the name change, is usually seen as a statesman abroad, his decision to change the country’s
name, due to a long-standing dispute with neighbouring Greece, angered some of his voters,
which resulted in snap elections, after which he assumed the PM office again. During his tenure,
the quality of democracy improved somewhat, according to the ratings by Freedom House, but it
still scores only 66/100 points and is considered to be a “Partly Free” country.

COVID-19. North Macedonia has not been spared from the COVID-19 pandemic and the cases
have been quite high, relatively, recently. Currently, only ¢.37% of the total population is fully
vaccinated. Should the pandemic speed up and the government be forced to introduce new
measures and lockdowns, the economy could be hit severely, which would have a negative effect
on our estimates both this year and for the remainder of our forecast period.

High unemployment rate and other economic factors. High unemployment remains a large
problem in North Macedonia, especially amongst the younger generation, which faces an
unemployment rate of ¢.37.8%, according to the State Statistical Office of North Macedonia. A
large number of North Macedonians are thus moving abroad, seeking jobs, which has negative
effects on the local economy. The overall unemployment rate declined to 15.9% in 2020, from
26.1% in 2015. If the outflux of the local population increases, the economic potential of the
country will fall, which could affect our long-term estimates and assumptions negatively. With the
crisis triggered by the COVID-19 pandemic, the odds of this may have increased slightly.

High unemployment rate and other economic factors. High unemployment remains a large
problem in North Macedonia, especially amongst the younger generation, which faces an
unemployment rate of ¢.37.8%, according to the State Statistical Office of North Macedonia. A
large number of North Macedonians are thus moving abroad, seeking jobs, which has negative
effects on the local economy. The overall unemployment rate declined to 15.9% in 2020, from
26.1% in 2015. If the outflux of the local population increases, the economic potential of the
country will fall, which could affect our long-term estimates and assumptions negatively. With the
crisis triggered by the COVID-19 pandemic, the odds of this may have increased slightly.

Trading turnover (relatively) low. In USD terms, NLB Banka’s 3M ADTV remains below
c.USD 100,000. This increases the overall risk of the investment, should a higher stake be
acquired. On the other hand, we note that the free float of the company’s shares is quite large.

NLB Banka ad Skopje
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Financials

Income statement

(MKD m) 2018 2019 2020 2021E 2022E 2023E
Interest income 3,558 3,533 3,381 3,478 3,661 3,878
Interest expense -546 -515 -412 -438 -464 -492
Net interest income 3,013 3,018 2,969 3,040 3,198 3,386
Fee and commission income 1,496 1,639 1,652 1,777 1,901 2,011
Fee and commission expense -620 -718 -726 -781 -841 -900
Net fee and commission income 876 921 926 996 1,060 1,112
FX gains net 27 21 43 30 30 30
Net trading income 136 147 152 286 292 324
Other income 595 184 161 735 477 509
Net operating income 4,483 4,123 4,057 4,771 4,734 5,006
Personnel expenses -799 -847 -844 -872 -901 -931
General and administrative expenses -548 -558 -531 -542 -553 -564
Depreciation and amortisations expense -197 -231 -260 -267 -275 -283
Other operating expenses -162 -187 -179 -169 -169 -169
Total operating expenses -1,706 -1,824 -1,813 -1,849 -1,897 -1,946
Profit before provisions and impairments of fin assets 2,777 2,300 2,243 2,922 2,838 3,060
Net impairment losses on financial assets -411 -78 -962 -670 -585 -483
Results after provisions 2,366 2,221 1,282 2,251 2,252 2,578
Share of profit of associates accounted for using the equity method 0 0 0 0 0 0
Result before tax 2,366 2,221 1,282 2,251 2,252 2,578
(Expenses)/income with current profit tax -237 -198 -97 -170 -170 -194
Net result for the period 2,129 2,024 1,185 2,082 2,082 2,383
Source: WOOD Research, NLB Banka ad Skopje

Balance sheet

(MKD m) 2018 2019 2020 2021E 2022E 2023E
Cash, cash balances at central bank 11,780 11,866 13,321 13,971 15,749 19,088
Financial assets measured at FV through OCI 4,229 6,169 5,365 8,186 8,724 9,198
Debt securities 7,853 8,716 12,586 13,454 14,339 15,117
Loans and advances to banks 2,864 2,853 3,067 3,149 3,356 3,538
Loans and advances to customers 52,895 56,206 58,906 62,971 67,110 70,754
Other financial assets 1,191 1,282 1,527 1,632 1,740 1,834
Investment securities available for sale 0 0 0 0 0 0
Foreclosed collateral 110 284 265 265 265 265
Investment property 103 103 103 103 103 103
PPE and right of use assets 1,926 2,054 2,111 2,174 2,240 2,307
Intangible assets 143 207 278 278 278 278
Current income tax assets 0 18 31 31 31 31
Other assets 79 53 48 48 48 48
Total assets 83,173 89,811 97,609 106,263 113,983 122,562
Deposits from banks 500 619 371 371 371 371
Deposits from customers 66,298 72,203 79,337 86,800 93,705 101,167
Other borrowed funds 979 644 422 375 311 235
Subordinated debt 1,840 1,841 1,848 1,848 1,848 1,848
Other financial liabilities 735 1,067 1,013 1,562 1,687 1,821
Provisions 306 369 345 378 408 440
Current income tax liabilities 13 0 0 0 0 0
Deferred income tax liabilities 135 136 79 79 79 79
Other liabilities 56 54 49 49 49 49
Total liabilities 70,863 76,934 83,464 91,463 98,458 106,011
Share capital 854 854 854 854 854 854
Share premium 2,274 2,274 2,274 2,274 2,274 2,274
Revaluation reserves 2 30 112 112 112 112
Retained earnings 4,336 4,419 5,604 6,160 6,785 7,711
Other reserves 4,844 5,300 5,300 5,400 5,500 5,600
Total equity 12,310 12,877 14,145 14,800 15,525 16,551
Total liabilities and equity 83,173 89,811 97,609 106,263 113,983 122,562

Source: WOOD Research, NLB Banka ad Skopje
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DuPont analysis

2018 2019 2020 2021E 2022E 2023E
Net interest income 3.8% 3.5% 3.2% 3.0% 2.9% 2.9%
Net fee and commission income 1.1% 1.1% 1.0% 1.0% 1.0% 0.9%
Other operating income 0.7% 0.2% 0.2% 0.7% 0.4% 0.4%
Net operating income 5.6% 4.8% 4.3% 4.7% 4.3% 4.2%
Personnel expenses -1.0% -1.0% -0.9% -0.9% -0.8% -0.8%
General and administrative expenses -0.7% -0.6% -0.6% -0.5% -0.5% -0.5%
Depreciation and amortisations expense -0.2% -0.3% -0.3% -0.3% -0.2% -0.2%
Other operating expenses -0.2% -0.2% -0.2% -0.2% -0.2% -0.1%
Total operating expenses -2.1% -2.1% -1.9% -1.8% -1.7% -1.6%
Profit before provisions and impairments 3.5% 2.7% 2.4% 2.9% 2.6% 2.6%
Impairment of financial assets -0.5% -0.1% -1.0% -0.7% -0.5% -0.4%
Results after provisions 3.0% 2.6% 1.4% 2.2% 2.0% 2.2%
Share of profit of associates accounted for using the equity method 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Results before tax 3.0% 2.6% 1.4% 2.2% 2.0% 2.2%
(Expenses)/income with current profit tax -0.3% -0.2% -0.1% -0.2% -0.2% -0.2%
Net result for the period 2.7% 2.3% 1.3% 2.0% 1.9% 2.0%
Source: WOOD Research, NLB Banka ad Skopje
KPIs

2018 2019 2020 2021E 2022E 2023E
Growth rates (%)
Loans and advances to customers 8.4% 6.3% 4.8% 6.9% 6.6% 5.4%
Deposits 7.8% 8.9% 9.9% 9.4% 8.0% 8.0%
Equity 27.5% 4.6% 9.8% 4.6% 4.9% 6.6%
Assets 9.6% 8.0% 8.7% 8.9% 7.3% 7.5%
Net result for the period -4.7% -5.0% -41.4% 75.6% 0.0% 14.4%
Net interest income 0.0% 0.2% -1.6% 2.4% 5.2% 5.9%
Balance sheet ratios (%)
Net loans to deposits 79.8% 77.8% 74.2% 72.5% 71.6% 69.9%
Deposits to assets 79.7% 80.4% 81.3% 81.7% 82.2% 82.5%
Net loans to assets 63.6% 62.6% 60.3% 59.3% 58.9% 57.7%
Equity to assets 14.8% 14.3% 14.5% 13.9% 13.6% 13.5%
Capital adequacy ratio 16.7% 16.4% 15.7% 15.3% 15.2% 15.3%
Tier 1 capital ratio 13.8% 13.8% 13.3% 13.1% 13.1% 13.4%
Loan quality (%)
NPL ratio 4.3% 4.3% 4.2% - - -
NPL coverage 76.3% 67.7% n.a. - - -
Coverage of C, D, E loans 126.1% 136.8% 136.9% - - -
Profitability (%)
Net interest margin 4.6% 4.2% 3.8% 3.6% 3.5% 3.5%
NIl to average assets 3.8% 3.5% 3.2% 3.0% 2.9% 2.9%
NIl to average assets adj. for provisions [WOOD calculation] 3.3% 3.4% 2.1% 2.3% 2.4% 2.5%
Costs to average assets -2.1% -2.1% -1.9% -1.8% -1.7% -1.6%
Cost to income 39.0% 41.0% 42.3% 36.6% 37.8% 36.7%
COR -0.8% -0.1% -1.7% -1.1% -0.9% -0.7%
Pre-tax income to average assets 3.0% 2.6% 1.4% 2.2% 2.0% 2.2%
Effective tax rate -10.0% -8.9% -7.5% -7.5% -7.5% -7.5%
ROA 2.7% 2.3% 1.3% 2.0% 1.9% 2.0%
ROE 19.4% 16.1% 8.8% 14.4% 13.7% 14.9%
ROTE 19.6% 16.3% 8.9% 14.7% 14.0% 15.1%
Per share data (x*)
Number of shares outstanding (m) 0.85 0.85 0.85 0.85 0.85 0.85
Average price per share (MKD) 12,162 14,928 28,040 28,040 28,040 28,040
EPS (MKD) 2,493 2,369 1,388 2,438 2,438 2,791
BVPS (MKD) 14,413 15,077 16,561 17,329 18,178 19,379
Tangible BVPS (MKD) 14,246 14,835 16,236 17,003 17,853 19,053
P/E 4.9 6.3x 20.2x 11.5x 11.5x 10.0x
P/BV 0.8 1.0x 1.7x 1.6x 1.5x 1.4x
P/Tangible BV 0.9 1.0x 1.7x 1.6x 1.6x 1.5x
DPS paid (MKD) 622 1,738 0 1,787 1,706 1,707
Dividend yield (%) 5.1% 11.6% 0.0% 6.4% 6.1% 6.1%

Source: WOOD Research, NLB Banka ad Skopje
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Important disclosures

This investment research is published by WOOD & Company Financial Services, a.s. (“‘WOOD&C0o") and/or one of its branches who are authorised and
regulated by the Czech National Bank (CNB) as Home State regulator and in Poland by the Polish Financial Supervision Authority (KNF), in Slovakia by the
National Bank of Slovakia (NBS), in Italy by the Companies and Stock Exchange Commission (CONSOB) and in the UK by the Financial Conduct Authority
(FCA) as Host State regulators.

This investment research was prepared by WOOD&Co with financial assistance from Taipei China through the TaiwanBusiness EBRD Technical Cooperation
Fund managed by the European Bank for Reconstruction and Development (“EBRD’). Neither EBRD nor Taipei China has had any editorial rights or other
influence on the content of this investment research. Neither EBRD nor Taipei China makes any representation or warranty or assumes any responsibility or
liability in relation to the contents of this investment research or reliance thereon. The views expressed in this investment research are those of WOOD&Co
and can in no way be taken to reflect the official opinion of EBRD or of Taipei China. EBRD may, as of the date hereof or in the future, have an investment
in, provide other advice or services to, or otherwise have a financial interest in, certain of the companies and parties contained or named in this investment
research or in their affiliates.

This investment research was completed on 04/11/2021 at 18:15 CET and disseminated on 05/11/2021 at 07:35 CET.
WOOD&Co’s ratings and price target history for NLB Banka in the preceding 12 month period
PT

Date Rating Date

10/12/2020 HOLD - initiation of coverage 10/12/2020 MKD 20,807
04/05/2021 MKD 21,034

05/11/2021 SELL 05/11/2021 MKD 24,158

The history of all WOOD&CO0’s investment research disseminated during the preceeding 12-month period can be accessed via our website at
https://research.wood.com.

The meanings of recommendations made in WOOD&Co’s investment research are as follows:

BUY: The stock is expected to generate total returns of over 15% during the next 12 months as measured by the price target.

HOLD: The stock is expected to generate total returns of 0-15% during the next 12 months as measured by the price target.

SELL: The stock is expected to generate a negative total return during the next 12 months as measured by the price target.

RESTRICTED: Financial forecasts, and/or a rating and/or a price target is restricted from disclosure owing to Compliance or other regulatory/legal
considerations such as a blackout period or a conflict of interest.

NOT RATED: Suspension of rating after 30 consecutive weekdays where the current price vis-a-vis the price target has been out of the range dictated by the
current BUY/HOLD/SELL rating.

COVERAGE IN TRANSITION: Due to changes in the Research team, the disclosure of a stock’s rating and/or price target and/or financial information are
temporarily suspended.

As of the end of the last calendar quarter, the proportion of all WOOD&Co’s investment research vis-a-vis the proportion of subject companies that were
investment banking clients over the previous 12 months is as follows:

BUY HOLD SELL Restricted NOT RATED Coverage in transition
Equity Research Coverage 58% 37% 4% 1% n.a. n.a.
IB Clients 1% 1% n.a. 1% n.a. n.a.

Any prices of financial instruments quoted in this investment research are taken as of the previous day’s market close on the home market unless otherwise
stated.

Details of the methodologies used to determine WOOD&CO0’s price targets and risk assessment related to the achievement of the targets are outlined
throughout the most recent substantive report/note on the subject company.

It should be assumed that the risks and valuation methodology presented in daily news or flash notes, and not changing WOOD&Co'’s estimates or ratings,
are as set out in the most recent substantive research report/note on the subject company and can be found on our website at https://research.wood.com.

WOOD&CO0’s policy is to update investment research as it deems appropriate, based on developments in the subject company, sector or market that may
have a material impact on the views or opinions stated in the investment research.

WOOD Research Disclosures (as of 5 November 2021)

Company Disclosures
Alior Bank 5

Alpha Services and Holdings S.A. 1,2,3
AmRest 5

ANY Security Printing Company PLC
Astarta Holding N.V.
Banca Transilvania
Bank of Cyprus

Benefit Systems S.A.
BRD

Bucharest Stock Exchange
Santander Bank Polska
Cccc

CD Projekt

Ceska zbrojovka Group
CEZ

CME

Dino

DO&CO

Electrica

Erste Group Bank
Eurobank

Eurocash

Fortuna

Fondul Proprietatea
Graphisoft Park

ING BSK

Kazatomprom

Kernel

Kety

KGHM

Kofola CS

Komercni

Kruk

Lotos

MedLife

MONETA Money Bank
02 Czech Republic
OMV Petrom

Orange PL

Piraeus Financial Holdings S.A.
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https://research.wood.com/
https://research.wood.com/

Pekao 4,5
PGE 5
PGNiG 5
Philip Morris CR 5
PKN Orlen 5
PKO BP 4,5
PZU 4,5
Romgaz 5
Santander Bank Polska 5
Shoper 1,2,3
Siauliu Bankas 1,2,4
Tauron 5
TBC Bank 3
Ten Square Games 3
Transelectrica 5
Transgaz 5
Warsaw Stock Exchange 5
# Description
1 The company currently is, or in the past 12 months was, a client of WOOD&Co or any of its affiliates for the provision of corporate finance/investment banking services.
2 In the past 12 months, WOOD&Co or any of its affiliates have received compensation for corporate finance/investment banking services from the company.
3 In the past 12 months, WOOD&Co or any of its affiliates have been lead manager or co-lead manager of a publicly disclosed offer of the company’s financial instruments.
4 In the past 12 months, WOOD&Co or any of its affilates have acted as broker to the company
5 WOOD&Co or any of its affiliates are market maker(s) or liquidity provider(s) in relation to financial instruments of the company.
6 In the past 12 months, WOOD&Co or any of its affiliates have provided to the company any services set out in Sections A and B or Annex | to the Directive 2014/65/EU of
the European Parliament and of the Council, other than services listed under points 1, 3, 4 or 5 above, or received compensation for such services from the company.
7 The authoring analyst or any individual involved in the preparation of this investment research have purchased/received shares in the company prior to a public offering of
those shares; and the price at which they were acquired along with the date of acquisition are disclosed above.
8 The authoring analyst or any individual involved in the preparation of this investment research has a direct ownership position in securities issued by the company.
9 A partner, director, officer, employee or agent of WOOD&Co and its affiliates, or a member of his/her household, is an officer, or director, or serves as an advisor or board
member of the company.
10 WOOD&Co or its affiliates hold a net long or short position exceeding the threshold of 0,5% of the total issued share capital of the company, calculated in accordance with
Artcle3 of Regulation (EU) No 236/2012 and with Chapters Il and IV of Commission Delegated Regulation (EU) No 918/2012.
11 The company owns more than 5% of the total issued share capital in WOOD&Co or any of its affiliates.

The authoring analysts who are responsible for the preparation of this investment research have received (or will receive) compensation based upon (among
other factors) the overall profits of WOOD&Co, which includes corporate finance/investment banking, sales and trading and principal trading revenues.
However, such authoring analysts have not received, and will not receive, compensation that is directly based upon or linked to one or more specific activities,
or to recommendations contained in the investment research. One factor in equity research analyst compensation is arranging corporate access
events/meetings between institutional clients and the management teams of covered companies (with the company management being more likely to
participate when the analyst has a positive view of the company).

WOOD&Co and its affiliates may have a corporate finance/investment banking or other relationship with the company that is the subject of this investment
research and may trade in any of the designated investments mentioned herein either for their own account or the accounts of their clients, in good faith or
in the normal course of market making. Accordingly, WOOD&Co or their affiliates, principals or employees (other than the authoring analyst(s) who prepared
this investment research) may at any time have a long or short position in any such designated investments, related designated investments or in options,
futures or other derivative instruments based thereon.

WOOD&Co manages conflicts of interest arising as a result of preparation and publication of research through its use of internal databases, notifications by
the relevant employees and Chinese Walls as monitored by Compliance. For further details, please see our website at https://www.wood.cz/mifid-
information/.

The information contained in this investment research has been compiled by WOOD&Co from sources believed to be reliable, but (with the exception of the
information about WOOD&Co) no representation or warranty, express or implied, is made by WOOD&Co, its affiliates or any other person as to its fairness,
accuracy, completeness or correctness. WOOD&Co has not independently verified the facts, assumptions, and estimates contained herein. All estimates,
opinions and other information contained in this investment research constitute WOOD&Co’ judgement as of the date of this investment research, are subject
to change without notice and are provided in good faith but without legal responsibility or liability.

WOOD&Co salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and our
proprietary trading desk that reflect opinions that are contrary to the opinions expressed in this investment research. WOOD&Co’s affiliates, proprietary trading
desk and investing businesses may make investment decisions that are inconsistent with the recommendations or views expressed in this investment
research.

This investment research is provided for information purposes only and does not constitute or form part of an offer or invitation or solicitation to engage in
investment activity or to buy or sell any designated investments discussed herein in any jurisdiction. As a result, the designated investments discussed in this
investment research may not be eligible for offer or sale in some jurisdictions. This investment research is not, and under no circumstances should be
construed as, a solicitation to act as a securities broker or dealer in any jurisdiction by any person or company that is not legally permitted to carry on the
business of a securities broker or dealer in that jurisdiction.

This investment research does not have regard to the investment objectives, financial situation or particular needs of any particular person. Investors should
consider this report as only a single factor in making their investment decision and obtain advice based on their own individual circumstances before making
an investment decision. To the fullest extent permitted by law, none of WOOD&Co, its affiliates or any other person accepts any liability whatsoever for any
direct or consequential loss arising from or in connection with the use of this investment research.

For United Kingdom or EU Residents:

This investment research is for persons who are eligible counterparties or professional clients within the meaning of Directive 2014/65/EU of the European
Parliament and of the Council of 15 May 2014 on markets in financial instruments and amending Directive 2002/92/EC and Directive 2011/61/EU and is
exempt from the general restrictions in section 21 of the Financial Services and Markets Act 2000 (or any analogous legislation) on the communication of
invitations or inducements to engage in investment activity on the grounds that it is being distributed in the United Kingdom only to persons of a kind described
in Article 19(5) (Investment Professionals) and 49(2) (High Net Worth companies, unincorporated associations etc) of the Financial Services and Markets Act
2000 (Financial Promotion) Order 2005 (as amended).

For United States Residents:

This investment research distributed in the United States by WOOD&Co, and in certain instances by Brasil Plural Securities LLC (“Brasil Plural”), a U.S.
registered broker dealer, only to “major U.S. institutional investors”, as defined under Rule 15a-6 promulgated under the U.S. Securities Exchange Act of
1934, as amended, and as interpreted by the staff of the U.S. Securities and Exchange Commission (“SEC”). This investment research is not intended for
use by any person or entity that is not a major U.S. institutional investor. If you have received a copy of this research and are not a major U.S. institutional
investor, you are instructed not to read, rely on or reproduce the contents hereof, and to destroy this research or return it to WOOD&Co or to Brasil Plural.
Analyst(s) preparing this report are employees of WOOD&Co who are resident outside the United States and are not associated persons or employees of
any U.S. registered broker-dealer. Therefore the analyst(s) are not be subject to Rule 2711 of the Financial Industry Regulatory Authority (‘FINRA”) or to
Regulation AC adopted by SEC which, among other things, restrict communications with a subject company, public appearances and personal trading in
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securities by a research analyst. Any major U.S. Institutional investor wishing to effect transactions in any securities referred to herein or options thereon
should do so by contacting a representative of Brasil Plural. Brasil Plural is a broker-dealer registered with the SEC and a member of FINRA and the Securities
Investor Protection Corporation. Its address is 545 Madison Avenue, 8th Floor, New York, NY 10022 and its telephone number is 212-388-5613. WOOD&Co
is not affiliated with Brasil Plural or any other U.S. registered broker-dealer.

The views and sentiments expressed in this investment research and any findings thereof accurately reflect the analyst’s truthful views about the subject
securities and or issuers discussed herein.
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Date Company/Sector Title Analyst

02/11/21 The Rear-View Mirror — EME markets Most markets end October in the black, WIG20 +4.1% Research Team

02/11/21 Inter Cars Momentum persisting Pawel Wieprzowski, Maria Mickiewicz
01/11/21 EME Macro/Strategy Uzbekistan — new dawn for the reform agenda Alessio Chiesa, Raffaella Tenconi
22/10/21 EME Macro/Strategy At the crossroads Raffaella Tenconi, Alessio Chiesa
22/10/21 TCS Group Holdings Diamond hands Can Demir, Dmitry Vlasov

20/10/21 Wizz Air Float like a butterfly Jakub Caithaml, Alex Boulougouris
20/10/21 HansaMatrix Shortages crimp top line; but down, not out Bram Buring, Piotr Raciborski
19/10/21 CEE Banks 3Q21E - improvements visible Marta Jezewska-Wasilewska, David Lojkasek
18/10/21 Nexters On the winner’s side Dmitry Vlasov, lldar Davletshin
08/10/21 Alrosa Supply deficit — the key trigger for a re-rating Artem Bagdasaryan, lldar Davletshin
04/10/21 The Rear-View Mirror — EME markets Energy names outperform all other sectors Research Team

01/10/21 EME Macro/Strategy Evolving, not stalling Alessio Chiesa, Raffaella Tenconi
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