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A good asset for a very high price

In this report, we maintain our SELL recommendation on NLB Banka,
while reducing our price target (PT) by ¢.13% to MKD 21,095/share, from
MKD 24,158/share. The bank continues to perform well, in the current
environment, and its future performance should be supported further by
the now growing interest rates in North Macedonia. This is likely to
continue, supporting the NIMs, profitability and ROEs further, in our
view. We continue to appreciate the bank’s solid asset quality and
capitalisation levels. Despite this, we deem the price too high, so we
maintain our SELL on the bank, at this stage. The current downside we
see in the stock is ¢.20%. Currently, the bank trades at some 1.2-1.3x
P/BVs for 2022-23E, on our numbers. This is a ¢.58-64% premium vs. its
peers, which we see as quite stretched; while, on our PT, the bank would
trade closer to the peers’ median. Moreover, if we compare our P/BV
multiples for NLB Banka at our PT, they are in line with the median P/BV
multiples at the PTs for the bank’s frontier peers under our coverage.
Therefore, our valuation call, outlined in our previous report (published
in November 2021), remains the same.

We like the story, but the price remains too high, in our view. While we
like the bank’s fundamentals (the growth outlook for the banking sector in North
Macedonia, its solid ROEs and strong brand, the strategic investor behind the
bank, and its solid asset quality and capitalisation, which allows for good
dividend payouts), the price seems too high to offer any further upside. We
expect the bank’s loan book to grow between 5.7-7.5% annually over our
forecast period (2022-24E), while we see the NIM growing to 3.9% in 2024E,
from 3.6% in 2021, due mostly to the increasing interest rates in the market,
coupled with strong asset growth over the same period (6.9-7.3%). Although,
on our numbers, the ROEs are likely to fall to 14.7% in 2024E, from 16.2% in
2021, the decline is mostly a result of the bank’s COR profile normalisation,
following the positive dynamics in 2021.

We have rolled our model over by one year, and we publish our 2024E
estimates. In this report, we have updated our estimates for 2022-23E and
published our new forecasts for 2024E. For 2024E, we expect the bank to
report a ROE of 14.7%, a C/I ratio of 37.6% and the NIM growing to 3.9%.
Furthermore, we expect the capitalisation levels to reach 16.6% and 19.1% at
the Tier | and CAR levels, respectively, allowing for growth in the payout ratio
in the implicit forecast period of our three-stage DDM and excess return
valuation models.

At 1.2-1.3x P/BVs, the bank’s valuation is stretched, in our view. We see
NLB Banka'’s shares as quite expensive currently, due mostly to the premia at
which the bank trades on both P/BV and P/E multiples. On our 2022-23E
P/BVs, the multiples are 58-64% higher than the bank’s frontier peers. On
P/Es, the premia are 24-30% for the same period.

Risks: political risk; a high unemployment rate and other economic factors; the
high rate of Euroisation of the economy; its very low trading turnover and free
float; and asset quality in an increasing rate environment.

Expected events

2Q22 results
3Q22 results

July (TBC)
November (TBC)

Key data

Market Cap USD 393m
Free float 13%
3M ADTV USD 26,664
Shares outstanding (m) 0.85

Major Shareholder
NLB Group (87%)
TNB MS Equity
6,087.3

Bloomberg Code
MBI Index

Price performance

52-w range MKD 21,601-29,995
52-w performance 21.0%
Relative performance 6.8%
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Year NIl Net Profit EPS P/E BVPS P/BV
(MKDm)  (MKDm) (MKD) ) (MKD) x)
2020 2,969 1,185 1,388 19.1 16,561 16
2021 3,105 2,358 2,761 9.6 17,527 15
2022E 3,559 2,550 2,986 8.9 19,892 13
2023E 3,890 2,605 3,050 8.7 21,268 1.2
2024E 4,199 2,773 3,246 8.2 22,801 1.2

ROE DPS paid Dividend

(%) (MKD) yield
8.8% 0 0.0%
16.2% 1,787 6.7%
16.0% 738 2.8%
14.8% 1,792 6.8%
14.7% 1,830 6.9%
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Valuation

We set our new price target (PT) for NLB Banka ad Skopje at MKD 21,095/share, with potential downside
of ¢.20%. We arrive at our PT using a combination of our excess return valuation model, giving us a PT
of MKD 21,937/share, and our three-stage DDM, which yields a PT of MKD 22,086/share. The difference
between the two methods is 1%. We also add a valuation based on the peer multiples to the mix, with a
PT of MKD 17,429/share.

Valuation summary

Method weight PT
Excess return valuation 40% 21,937
3-stage DDM 40% 22,086
Peer multiples 20% 17,429
Weighted average PT 21,095
Current price* 26,500
Potential upside -20.4%

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 6.5% for North Macedonia, a market
risk premium of 6.0% and a beta of 1.2x. All this yields a COE of 13.7%.

Cost of equity estimate

Risk free rate 6.5%
Market risk premium 6.0%
Market return 12.5%
1Y monthly beta 1.20
Cost of equity 13.7%

Source: WOOD Research

Excess return valuation

Excess return valuation model

2021 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E +

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

2,358 2,550 2,605 2,773 2,930 3,076 3,211 3,335 3,449 3,552
99.0% 8.1% 2.1% 6.4% 5.7% 5.0% 4.4% 3.9% 3.4% 3.0%
1,526 630 1,530 1,563 1,664 2,040 2,251 2,451 2,638 2,728
nla -58.7% 142.8% 2.1% 6.4% 22.6% 10.3% 8.9% 7.6% 3.4%
14,969 16,989 18,164 19,474 20,740 21,776 22,736 23,620 24,431 25,255
5.8% 13.5% 6.9% 7.2% 6.5% 5.0% 4.4% 3.9% 3.4% 3.4%
1,994 2,189 2,408 2,578 2,755 2,912 3,049 3,175 3,292 3,404
2.9% 9.8% 10.0% 7.1% 6.8% 5.7% 4.7% 4.1% 3.7% 3.4%

Excess return (MKD m)

364 361 197 194 175 164 162 160 157 1,392

ROE
Payout ratio

16.2% 16.0% 14.8% 14.7% 14.6% 14.5% 14.4% 14.4% 14.4% 14.3%
128.8% 26.7% 60.0% 60.0% 60.0% 69.6% 73.2% 76.3% 79.1% 79.1%

Time adjustment for the valuation date 0.57 1.57 2.57 3.57 4.57 5.57 6.57 7.57 8.57
Discount factor 93% 82% 2% 63% 56% 49% 43% 38% 33%
Discounted excess return per share 393 189 164 130 107 93 81 70 542
Current book value per share 17,527
Number of shares (m) 0.85
Fair value 19,294
Price target 21,937
Upside -17.2%
Valuation date 06-06-2022
Fiscal year-end 31-12-2022
Time adjustment 0.57

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 2029E, the present value of the excess return in the terminal period beyond 2029E and the
current capital invested in the bank. The fair value of an individual share then lands at MKD 19,294,
giving us a 12M PT of MKD 21,937/share. The sensitivity of our excess return model for NLB Banka to
the cost of equity and long-term growth rate estimates is presented below.
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Excess return 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%

10.7% 29,812 30,296 30,803 31,349 31,950 32,623 33,389

11.7% 26,600 26,892 27,188 27,497 27,827 28,187 28,585

5 > 12.7% 23,958 24,122 24,278 24,435 24,596 24,764 24,945
g g_ 13.7% 21,743 21,818 21,881 21,937 21,989 22,038 22,085
o° 14.7% 19,856 19,869 19,868 19,857 19,837 19,810 19,774
15.7% 18,225 18,195 18,150 18,093 18,026 17,949 17,861

16.7% 16,799 16,737 16,662 16,575 16,477 16,368 16,246

Source: WOOD Research

Dividend discount model

To calculate our PT, we sum up the present value of the dividend cash flow received by investors in the
first stage of our model (2022-24E), the present value of the dividends in the second stage (2025-29E)
and the book value of the equity in the terminal value multiplied by the implied P/BV of 1.1x. We arrive
at a fair value MKD 19,425/share, or a 12M PT of MKD 22,086/share.

Three-stage dividend discount model
2021  2022E  2023E  2023E  2025E  2026E  2027E  2028E  2029E  +

Net profit (MKD m) 2,358 2,550 2,605 2,773 2,930 3,076 3,211 3,335 3,449 3,552
growth yoy 99.0% 8.1% 2.1% 6.4% 5.7% 5.0% 4.4% 3.9% 3.4% 3.0%
EPS (MKD) 2,761 2,986 3,050 3,246 3,430 3,602 3,760 3,905 4,038 4,160
growth yoy 99.0% 8.1% 2.1% 6.4% 5.7% 5.0% 4.4% 3.9% 3.4% 3.0%
Shareholders' equity (MKD m) 14,969 16,989 18,164 19,474 20,740 21,776 22,736 23,620 24,431 25,255
growth yoy 5.8% 13.5% 6.9% 7.2% 6.5% 5.0% 4.4% 3.9% 3.4% 3.4%
BVPS (MKD) 17,527 19,892 21,268 22,801 24,284 25,497 26,621 27,656 28,606 29,571
growth yoy 5.8% 13.5% 6.9% 7.2% 6.5% 5.0% 4.4% 3.9% 3.4% 3.4%
DPS paid (MKD) 1,787 738 1,792 1,830 1,948 2,389 2,636 2,870 3,089 3,194
growth yoy nfa -58.7% 142.8% 2.1% 6.4% 22.6% 10.3% 8.9% 7.6% 3.4%
ROE 16.2% 16.0% 14.8% 14.7% 14.6% 14.5% 14.4% 14.4% 14.4% 14.3%
Payout ratio 128.8% 26.7% 60.0% 60.0% 60.0% 69.6% 73.2% 76.3% 79.1% 79.1%
Time adjustment for the valuation date 0.57 1.57 2.57 3.57 4.57 5.57 6.57 7.57 8.57
Discount factor 93% 82% 2% 63% 56% 49% 43% 38% 33%
Discounted DPS 1,465 1,316 1,232 1,328 1,289 1,235 1,169

Terminal value per share estimate 31,228
Discounted terminal value per share 10,392
Implied P/BV (x) 11

Fair value 19,425

Price target 22,086

Upside -16.7%

Valuation date 06-06-2022

Fiscal year-end 31-12-2022

Time adjustment 0.57

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%

10.7% 31,000 31,128 31,256 31,384 31,513 31,641 31,770

11.7% 27,230 27,336 27,442 27,549 27,655 27,761 27,867

5 > 12.7% 24,259 24,348 24,437 24,526 24,615 24,704 24,793
'g g_ 13.7% 21,859 21,935 22,010 22,086 22,161 22,237 22,312
©° 14.7% 19,884 19,949 20,013 20,078 20,142 20,207 20,272
15.7% 18,232 18,287 18,343 18,399 18,454 18,510 18,566

16.7% 16,830 16,878 16,927 16,975 17,023 17,072 17,120

Source: WOOD Research
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Peer comparison and multiples valuation

As NLB Banka trades at a high P/BV multiple, coupled with its large premium vs. its peers, we believe
our decision to maintain our SELL recommendation is justified, for now. On forward-looking multiples,
the bank trades at 1.3x and 1.2x our 2022E and 2023E book value estimates, respectively.

Peer multiples valuation model

Frontier multiple WOOD weight EUR
2022E P/BV 0.8 14,969 25% 12,651
2023E P/BV 0.8 16,989 25% 12,895
2022E P/E 7.2 2,358 25% 16,943
2023E P/E 6.7 2,550 25% 17,051
Weighted average (m) 14,885
Number of shares (m) 0.85
PT (per share) 17,429
Last price 26,500
Upside -34.2%

Source: WOOD Research; *price data from Bloomberg

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

Trailing P/BV ratio of NLB Banka ad Skopje together with the discount vs. peers
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Source: WOOD Research, Bloomberg
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NLB’s peers under our coverage: valuation

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

Icl USDm 2022E  2023E 2022E  2023E 2022E  2023E 2022E  2023E
North Macedonia
Komercijalna Banka 12,250.0 485 13.0 12.0 1.8 1.7 14.0% 14.5% 5.1% 5.8%
NLB Banka 26,500.0 393 8.9 8.7 13 1.2 16.0%  14.8% 2.8% 6.8%
Austria
Erste Bank 30.1 13,824 6.1 6.1 0.8 0.7 13.0% 12.0% 5.6% 5.9%
RBI 12.2 4,303 4.7 3.8 0.3 0.3 6.8% 8.0% 7.4% 9.2%
Addiko Bank 10.7 223 8.2 7.3 0.3 0.2 3.1% 3.5% 3.9% 7.3%
Cyprus
Bank of Cyprus 1.2 552 8.7 5.4 0.3 0.3 3.7% 5.8% 0.0% 0.0%
Hellenic Bank 0.9 374 5.3 4.7 0.3 0.3 5.4% 5.8% 0.0% 0.3%
Czech Republic
Komercni 726.0 5,968 9.5 9.0 12 1.2 12.1%  12.9% 10.5% 7.2%
Moneta 76.8 1,697 8.1 8.6 13 1.2 16.1%  14.7% 9.9% 9.3%
Georgia
TBC Bank 1,462.0 3,766 4.0 3.4 0.7 0.6 19.0%  19.8% 8.1% 7.5%
Bank of Georgia 1,642.0 3,744 4.1 34 0.9 0.7 22.2%  23.5% 6.1% 7.4%
Greece
Eurobank 1.1 4,075 7.8 6.9 0.6 0.6 8.6% 9.0% 3.4% 3.8%
National Bank 3.7 3,542 7.6 6.7 0.6 0.5 7.5% 8.2% 3.0% 4.2%
Alpha Bank 1.0 2,436 7.4 55 0.4 0.4 5.1% 6.6% 0.0% 2.8%
Bank Piraeus 12 1,564 7.2 4.7 0.3 0.3 3.9% 5.7% 0.0% 0.0%
Hungary
oTP 9,314.0 7,199 -18.6 6.5 0.9 0.8 -4.8%  13.7% 2.6% 3.0%
Kazakhstan
Halyk Savings Bank 10.1 2,727 2.7 2.4 0.6 0.6 24.2%  24.1% 22.0%  22.9%
Lithuania
Siauliu Bankas 0.6 386 7.2 6.6 0.8 0.8 12.1%  12.1% 4.9% 5.3%
Poland
PKO BP 32.3 9,425 8.6 7.4 0.9 0.9 10.5%  12.0% 11.0% 6.4%
Santander Bank 258.0 6,149 11.7 9.2 0.9 0.9 7.9% 9.7% 85%  10.9%
Pekao 93.8 5,742 7.3 7.1 0.9 0.9 13.5% 12.9% 6.8% 7.1%
ING BSK 193.0 5,856 12.3 10.5 12 1.1 9.8%  10.9% 2.4% 2.9%
mBank 279.8 2,766 9.1 7.4 0.7 0.7 8.1% 9.4% 11.0%  13.5%
Handlowy 62.1 1,892 21.4 14.3 1.0 1.0 4.8% 7.2% 4.4% 6.7%
Millennium 4.8 1,357 8.0 6.3 0.7 0.7 9.5%  10.9% 0.0% 8.0%
Alior Bank 334 1,017 3.7 4.0 0.6 0.5 18.1%  14.2% 0.0%  12.5%
Romania
Banca Transilvania 2.4 3,319 7.2 6.8 1.4 1.3 20.2% 19.5% 6.9% 7.4%
BRD-GSG 14.0 2,108 7.3 6.8 11 1.1 14.6%  16.1% 9.6%  10.2%
Patria Bank 0.1 60 13.3 9.8 0.8 0.7 6.3% 8.0% 0.0% 0.0%
Slovenia
NLB 66.0 1,412 6.6 5.0 0.6 0.6 9.4% 11.9% 10.6%  14.0%
Turkey
Garanti Bank 16.1 4,007 4.2 35 0.8 0.6 19.7%  19.7% 2.4% 5.7%
Akbank 9.1 2,771 4.0 3.4 0.6 0.5 15.2%  15.5% 2.5% 5.9%
Isbank 111 3,065 3.8 3.0 0.6 0.5 159%  17.2% 2.6% 6.6%
Yapi Kredi 5.0 2,480 3.7 3.3 0.6 0.5 18.0%  17.5% 2.7% 3.1%
NLB Banka est. 26,500.0 393 8.9 8.7 1.3 1.2 16.0%  14.8% 2.8% 6.8%
NLB Banka @ PT 21,095.0 313 7.1 6.9 11 1.0 16.0%  14.8% 3.5% 8.5%
Mean [region] 7.3 6.5 0.7 0.7 11.3% 12.1% 4.2% 6.6%
Mean [frontier] 7.2 6.7 0.8 0.8 15.3% 15.5% 6.5% 7.4%
Premium/(discount) 24% 30% 58% 64% 0.7pts  -0.7pts -3.7pts  -0.6pts

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

2022E
2.0

1.8 [ J
1.6

NLB Banka ad Skopje
1.4 o
1.2
1.0
0.8
0.6

0.4

0.2

0.0
-10.0% -5.0% 0.0% 5.0% 10.0% 15.0% 20.0% 25.0% 30.0%

2023E
[

1.8
1.6
L4 NLB Banka ad Skopje
1.2 - ®

° ° Rz =0.15
1.0
0.8

0.6

0.4
0.2

0.0
0.0% 5.0% 10.0% 15.0% 20.0% 25.0% 30.0%

Source: WOOD Research, price data from Bloomberg

NLB Banka ad Skopje 7 WOOD & Company



Risks

Political risks. The country changed its name to North Macedonia in 2019, 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 longstanding dispute with neighbouring Greece, angered some of his voters, which
resulted in snap elections, after which he assumed the office of PM again. In January 2022, he
was replaced by Dimitar Kvacevski, North Macedonia’s 10th Prime Minister. According to ratings
by Freedom House, the country scores only 66/100 points and is considered to be “Partly Free”.

Unemployment rate and other economic factors. High unemployment remains a large problem
in North Macedonia, especially among the younger generation, which has an unemployment rate
of more than 30%, 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 15.7% in 2021, from 26.1% in 2015. If the
outflux of the local population accelerates, the economic potential of the country would fall, which
could affect our long-term estimates and assumptions negatively. With the crisis triggered first by
the COVID-19 pandemic, and later by Russia’s invasion of Ukraine, the odds of this may
have increased.

High rate of Euroisation of the local banking system and economy. The local population is
still demanding the Euro, and transacts with the currency quite frequently. FX loans and deposits
account for more than 40% of their respective totals. Despite the evident downward trend, the
demand for foreign loans from North Macedonia remains elevated. This could be positive, as the
local banking sector may easily offset the large amount of FX deposits it carries on the aggregate
balance sheet, but it also creates an inherent risk, especially if the Central Bank decides to leave
its fixed exchange rate policy, or if the factors influencing the exchange rate become too strong for
the Central Bank to handle. While we do not see these risks as imminent, they are present and,
should they increase, such levels of Euroisation may prove to be dangerous.

Trading turnover (relatively) is 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.
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Financials

Income statement

(MKD m) 2019 2020 2021 2022E 2023E 2024E
Interest income 3,533 3,381 3,418 3,911 4,282 4,635
Interest expense -515 -412 -313 -352 -392 -436
Net interest income 3,018 2,969 3,105 3,559 3,890 4,199
Fee and commission income 1,639 1,652 1,995 2,129 2,253 2,384
Fee and commission expense -718 -726 -1,020 -1,098 -1,173 -1,254
Net fee and commission income 921 926 975 1,031 1,080 1,130
FX gains net 21 43 -8 -8 -8 -8
Net trading income 147 152 278 279 313 347
Other income 184 161 304 423 456 491
Net operating income 4,123 4,057 4,384 5,014 5,426 5,819
Personnel expenses -847 -844 -896 -971 -1,043 -1,102
General and administrative expenses -558 -531 -569 -614 -657 -697
Depreciation and amortisations expense -231 -260 -299 -295 -304 -313
Other operating expenses -187 -179 -196 -196 -196 -196
Total operating expenses -1,824 -1,813 -1,959 -2,076 -2,200 -2,307
Profit before provisions and impairments of fin assets 2,300 2,243 2,425 2,938 3,227 3,511
Net impairment losses on financial assets -78 -962 228 -69 -296 -392
Results after provisions 2,221 1,282 2,653 2,869 2,931 3,119
Share of profit of associates accounted for using the equity method 0 0 0 0 0 0
Result before tax 2,221 1,282 2,653 2,869 2,931 3,119
(Expenses)/income with current profit tax -198 -97 -295 -319 -326 -347
Net result for the period 2,024 1,185 2,358 2,550 2,605 2,773
Source: WOOD Research, NLB Banka ad Skopje

Balance sheet

(MKD m) 2019 2020 2021 2022E 2023E 2024E
Cash, cash balances at central bank 11,866 13,321 15,119 14,621 16,456 18,926
Financial assets measured at FV through OCI 6,169 5,365 7,174 9,322 9,916 10,486
Debt securities 8,716 12,586 12,828 13,790 14,667 15,511
Loans and advances to banks 2,853 3,067 2,812 3,023 3,215 3,400
Loans and advances to customers 56,206 58,906 66,708 71,710 76,273 80,658
Other financial assets 1,282 1,527 1,520 1,634 1,738 1,837
Investment securities available for sale 0 0 0 0 0 0
Foreclosed collateral 284 265 247 247 247 247
Investment property 103 103 96 96 96 96
PPE and right of use assets 2,054 2,111 2,082 2,145 2,209 2,275
Intangible assets 207 278 312 312 312 312
Current income tax assets 18 31 0 0 0 0
Other assets 53 48 55 55 55 55
Total assets 89,811 97,609 108,952 116,954 125,184 133,803
Deposits from banks 619 371 393 393 393 393
Deposits from customers 72,203 79,337 86,118 92,729 99,612 106,754
Other borrowed funds 644 422 1,519 1,543 1,558 1,563
Subordinated debt 1,841 1,848 2,768 2,768 2,768 2,768
Other financial liabilities 1,067 1,013 2,355 1,669 1,793 1,922
Provisions 369 345 417 449 482 517
Current income tax liabilities 0 0 79 79 79 79
Deferred income tax liabilities 136 79 103 103 103 103
Other liabilities 54 49 232 232 232 232
Total liabilities 76,934 83,464 93,983 99,964 107,020 114,330
Share capital 854 854 854 854 854 854
Share premium 2,274 2,274 2,274 2,274 2,274 2,274
Revaluation reserves 30 112 60 60 60 60
Retained earnings 4,419 5,604 4,811 6,731 7,806 9,016
Other reserves 5,300 5,300 6,970 7,070 7,170 7,270
Total equity 12,877 14,145 14,969 16,989 18,164 19,474
Total liabilities and equity 89,811 97,609 108,952 116,954 125,184 133,803

Source: WOOD Research, NLB Banka ad Skopje
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DuPont anlaysis

2019 2020 2021 2022E 2023E 2024E
Net interest income 3.5% 3.2% 3.0% 3.2% 3.2% 3.2%
Net fee and commission income 1.1% 1.0% 0.9% 0.9% 0.9% 0.9%
Other operating income 0.2% 0.2% 0.3% 0.4% 0.4% 0.4%
Net operating income 4.8% 4.3% 4.2% 4.4% 4.5% 4.5%
Personnel expenses -1.0% -0.9% -0.9% -0.9% -0.9% -0.9%
General and administrative expenses -0.6% -0.6% -0.6% -0.5% -0.5% -0.5%
Depreciation and amortisations expense -0.3% -0.3% -0.3% -0.3% -0.3% -0.2%
Other operating expenses -0.2% -0.2% -0.2% -0.2% -0.2% -0.2%
Total operating expenses -2.1% -1.9% -1.9% -1.8% -1.8% -1.8%
Profit before provisions and impairments 2.7% 2.4% 2.3% 2.6% 2.7% 2.7%
Impairment of financial assets -0.1% -1.0% 0.2% -0.1% -0.2% -0.3%
Results after provisions 2.6% 1.4% 2.6% 2.5% 2.4% 2.4%
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 2.6% 1.4% 2.6% 2.5% 2.4% 2.4%
(Expenses)/income with current profit tax -0.2% -0.1% -0.3% -0.3% -0.3% -0.3%
Net result for the period 2.3% 1.3% 2.3% 2.3% 2.2% 2.1%
Source: WOOD Research, NLB Banka ad Skopje
KPIs

2019 2020 2021 2022E 2023E 2024E
Growth rates (%)
Loans and advances to customers 6.3% 4.8% 13.2% 7.5% 6.4% 5.7%
Deposits 8.9% 9.9% 8.5% 7.7% 7.4% 7.2%
Equity 4.6% 9.8% 5.8% 13.5% 6.9% 7.2%
Assets 8.0% 8.7% 11.6% 7.3% 7.0% 6.9%
Net result for the period -5.0% -41.4% 99.0% 8.1% 2.1% 6.4%
Net interest income 0.2% -1.6% 4.6% 14.6% 9.3% 7.9%
Balance sheet ratios (%)
Net loans to deposits 77.8% 74.2% 77.5% 77.3% 76.6% 75.6%
Deposits to assets 80.4% 81.3% 79.0% 79.3% 79.6% 79.8%
Net loans to assets 62.6% 60.3% 61.2% 61.3% 60.9% 60.3%
Equity to assets 14.3% 14.5% 13.7% 14.5% 14.5% 14.6%
Capital adequacy ratio 16.4% 15.7% 18.0% 19.0% 19.0% 19.1%
Tier 1 capital ratio 13.8% 13.3% 14.9% 16.1% 16.3% 16.6%
Loan quality (%)
NPL ratio 4.3% 4.2% 4.7% - - -
NPL coverage 67.7% n.a. n.a. - - -
Coverage of C, D, E loans 136.8% 136.9% 127.1% - - -
Profitability (%)
Net interest margin 4.2% 3.8% 3.6% 3.7% 3.8% 3.9%
NIl to average assets 3.5% 3.2% 3.0% 3.2% 3.2% 3.2%
NIl to average assets adj. for provisions [WOOD calculation] 3.4% 2.1% 3.2% 3.1% 3.0% 2.9%
Costs to average assets -2.1% -1.9% -1.9% -1.8% -1.8% -1.8%
Cost to income 41.0% 42.3% 41.8% 39.0% 38.3% 37.6%
COR -0.1% -1.7% 0.4% -0.1% -0.4% -0.5%
Pre-tax income to average assets 2.6% 1.4% 2.6% 2.5% 2.4% 2.4%
Effective tax rate -8.9% -7.5% -11.1% -11.1% -11.1% -11.1%
ROA 2.3% 1.3% 2.3% 2.3% 2.2% 2.1%
ROE 16.1% 8.8% 16.2% 16.0% 14.8% 14.7%
ROTE 16.3% 8.9% 16.5% 16.3% 15.1% 15.0%
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) 14,928 26,500 26,500 26,500 26,500 26,500
EPS (MKD) 2,369 1,388 2,761 2,986 3,050 3,246
BVPS (MKD) 15,077 16,561 17,527 19,892 21,268 22,801
Tangible BVPS (MKD) 14,835 16,236 17,161 19,526 20,902 22,435
P/E 6.3x 19.1x 9.6x 8.9x 8.7x 8.2x
P/BV 1.0x 1.6x 1.5x 1.3x 1.2x 1.2x
P/Tangible BV 1.0x 1.6x 1.5x 1.4x 1.3x 1.2x
DPS paid (MKD) 1,738 0 1,787 738 1,792 1,830
Dividend yield (%) 11.6% 0.0% 6.7% 2.8% 6.8% 6.9%
Source: WOOD Research
NLB Banka ad Skopje 10 WOOD & Company



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 07/06/2022 at 17:15 CET and disseminated on 08/06/2022 at 07:35 CET.

WOODA&Co’s ratings and price target history for NLB Banka in the preceding 12 month period
Date Rating Date PT
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
08/06/2022 MKD 21,095

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 61% 32% 6% 1% n.a. n.a.
IB Clients 1% 1% n.a. n.a. 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&CO’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&Co0’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&CO’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 8 June 2022)

Company Disclosures

Alior Bank 5

Alpha Services and Holdings 1,2,3

AmRest 5

Astarta Holding

Banca Transilvania

Bank of Cyprus

Benefit Systems

N
w

BRD

Bucharest Stock Exchange

Ccc

CD Projekt

CEZ

Colt CZ Group SE

o

Dino

DO&CO

Electrica

Erste Group Bank

Eurobank

Eurocash

Fondul Proprietatea

e
w

Globe Trade Centre

Kazatomprom

Kernel

KGHM

Kofola CS

Komercni

o

Kruk

Lotos

MedLife

MONETA Money Bank

NLB Group

Nuclearelectrica

02 Czech Republic

(&)

OMV Petrom

Orange PL

Piraeus Financial Holdings

w

Pekao

(SN

PGE

PGNiG

(S0 S0 K20 B ol [620 (Oa 0 B (08 KO0 6o o) KO 0 (@0 P Ko KO0 (20 (o0 ool B KO0 B (628 KO0 (@20 (4,0 [OVY KON (3,0 (S 0 a0 (S5 ] Il B (420 B

Philip Morris CR

NLB Banka ad Skopje

=
[

WOOD & Company


https://research.wood.com/
https://research.wood.com/

PKN Orlen 5
PKO BP 4,5
PZU 4,5
Romgaz 5
Santander Bank Polska 5
Shoper 1,2,3
Siauliu Bankas 5
STS 1,23
Ten Square Games 3
Transelectrica 5
Transgaz 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 1V 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 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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