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Investment summary 
We initiate coverage of TBC Bank, Georgia’s 2nd largest bank by assets and a 
newcomer to the LSE’s Main Market. With 20 years of strong expertise in the 
market, a unique franchise, and superior customer experience, TBC Bank has made 
an ambitious call to become the leading retail and SME bank in Georgia. We believe 
all the necessary preconditions for that call are in place, including a healthy macro 
environment, surging customer demand, and a professional management team. 
Thanks to hefty interest margins, improving operational efficiency, and a low cost 
of risk, we expect TBC Bank’s net income will grow at an average 19% annually for 
the next 5 years. 
  

We set a 12-m TP of USD 19.8/DR (implying 21% upside) and assign a BUY 
recommendation to the stock. 
 
Loan book to double in 5 years on sound macro fundamentals  
Georgia’s macroeconomic fundamentals are soundly in place for TBC Bank to 
deliver double-digit growth. We see banking sector growth at c. 16.5% annually for 
the next 5 years, above Georgia’s nominal GDP growth rate. In our view, TBC will 
broadly track the sector’s growth, which would see the bank’s loan book expand 
2.1-fold over the period. 
 

Mature bank with modern infrastructure 
TBC Bank is a mature banking institution and its acquisition of Bank Constanta with 
extensive retail and SME-oriented network allowed it to gain a strong foothold in 
all major cities and rural areas of Georgia. The lender will not have to invest heavily 
in order to capture Georgia’s surging demand for financial services – all key modern 
infrastructure to attract new customers and offer high-quality services is already in 
place. 
 

Growing focus on retail and SME/micro segments 
Management has identified the retail and SME/micro segments as priorities, with 
corporate lending becoming a vital (but not the fastest growing) supplementary 
business. TBC Bank is the market leader in terms of volume of retail deposits 
attracted and we believe it is just a few months away from becoming Georgia’s top 
bank by volume of retail loans issued. Hefty interest margins make the retail and 
SME/micro segments attractive and TBC has successfully entered those segments 
thanks to a strong brand and superior customer care. 
 

Cost of risk reasonably low 
Despite continuing to deliver double-digit growth in assets, TBC has kept the quality 
of its loan book in check. The cost of risk has remained below 1.5% for the past 
three years and now that economic growth is accelerating, we see no risks of a 
deterioration of loan portfolio quality. 
 

Robust net income growth, hefty ROE, and an established dividend policy 
On the back of rapid loan growth, improving efficiency, and reasonable cost of risk, 
TBC will deliver projected annual net income growth of 19% and ROE of 17-18% for 
the next 5 years. Since the bank is more than sufficiently capitalized it is in a 
position to pay out a part of its profits as dividends. The bank has announced a 25% 
payout rate but we believe that payout can be increased over the mid-term 
without hurting the bank’s capital strength.  
 

Valuation of TBC to converge with Bank of Georgia in the mid-term 
TBC’s IPO launched a new line of competition with Bank of Georgia. While the two 
lenders have fought for customer loyalty over the past decade they are now 
competing for investors’ attention and are striving to deliver superior financial 
results. The ongoing competition in perfecting their respective business models 
bodes well for their future performance and we believe both banks will be on par in 
terms of creating value for shareholders. We therefore expect the valuations of 
both banks will converge over the time. 
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TBC Bank: Fresh Georgia exposure  

 
 

Share data* 
 Bloomberg ticker TBCB LI 

Number of shares 49,246,308 
DR/share ratio 1 DR = 1 share 
Free float 40% 
Current price USD 16.3/DR 
MCap USD 802 mln 
MCap of free float USD 321 mln 
* data as of Sep. 11, 2014 
Source: Bloomberg 

 

TBC Bank DR performance 

 
 
 
 

TBC Bank went public in June 2014 and listed DRs on the LSE’s Main Market. The 
DRs were priced at USD 13 at IPO, resulting in a total deal value of USD 239 mln and 
a market capitalization of USD 640 mln. The latter implies P/B (end-1H14, post-
money) of 1.2x. The bank raised USD 96 mln in the IPO, while the rest of the 
amount represents proceeds to the selling shareholders, including IFC, EBRD, 
Ashmore, and JP Morgan. 
 

It is noteworthy that the founding shareholders did not sell shares in the offering 
and also subscribed (along with management) to a lock-up agreement for 360 days 
post-IPO. 

 

The IPO proceeds will be deployed to support the bank’s growth with a focus on 
Georgia’s domestic market. In terms of its specialization, TBC plans to become the 
largest player in the retail and SME/micro segments. 

 

 

Pre-IPO shareholder structure Post-IPO shareholder structure 

  
Sources: Company, SP Advisors Sources: Company, SP Advisors 
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Bank snapshot 
 

 
 
 
 
 
 
 
 
 
 
 

 

Key financials, USD mln        Key operations highlights, June 2014 

 
2012 2013 2014E 2015E 2016E 

Total assets 2,354 2,564 2,957 3,383 3,867 
   chg. yoy 19.1% 8.9% 15.3% 14.4% 14.3% 
Loans to customers 1,431 1,614 1,864 2,216 2,578 
   chg. yoy 19.0% 12.8% 15.5% 18.9% 16.3% 
Customer deposits 1,501 1,663 1,814 2,088 2,404 
   chg. yoy 25.4% 10.8% 9.1% 15.1% 15.2% 
Shareholders' equity 365 420 583 669 772 
Net interest income 145 170 189 218 252 
Net income 59 75 87 105 127 
ROE 18.2% 18.6% 17.4% 16.8% 17.6% 

 

   

 Branches 124* 
 ATMs 319 
 Cash-in terminals 2,593 
 PoS terminals 3,264 
 Retail clients > 0.97 million 
 Credit cards issued c. 208,000 
 Debit cards issued c. 419,000 
 Internet/mob. banking clients c. 141,000 
 Corporate clients > 1,400 
 Employees 4,301 

 

Sources: Company, SP Advisors *branches of TBC Bank, Bank Constanta and TBC Kredit 
 
 
 

TBC Bank market share by key metrics* Key banks in Georgia by assets, June 2014 

 
 

* Numbers in brackets indicate rank by the given market metric; shares also include data 
for Bank Constanta, TBC’s subsidiary bank. Sources: Company, SP Advisors 

Sources: Company, SP Advisors 

 
 

Market shares by loans to individuals (three largest banks)* Market shares by loans to corporates/SME (three largest banks)* 

 
 

* Shares for TBC Bank include Bank Constanta, TBC’s subsidiary bank 
Sources: Company, SP Advisors 

* Shares for TBC Bank include Bank Constanta, TBC’s subsidiary bank 
Sources: Company, SP Advisors 
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Valuation summary 
We set the 12-month target price for TBC Bank at USD 19.8/DR, implying upside of 
21%. We initiate coverage with a BUY recommendation on the stock. 

 

 
 

Target price methodology, USD/DR  

 

 

Source: SP Advisors  
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Stellar growth is the norm 
As TBC Bank enters a new post-IPO stage of life, it is well-positioned for a decade of 
double-digit growth. Its loan book expanded more than 10x over the past 10 years, 
or at a 33% CAGR, ahead of the overall banking sector’s 28% CAGR (excluding TBC) 
over that period. 
 

The growth story of the Georgian economy (its GDP grew 3.1-fold in USD terms 
over the past decade) and its banking sector is not coming to an end any time soon. 
Even though growth rates are expected to slow, they will still remain among the 
highest in the CEE region. TBC Bank offers a pure Georgia play (c. 97% of the bank’s 
gross loans are to Georgian residents) and is poised to grow rapidly along with the 
whole banking sector. 
 

Georgia boasts a technologically advanced, well-regulated, and strongly capitalized 
banking sector. However, commercial banking penetration ratios remain the lowest 
in the CEE aside from Belarus. Georgia reported loans-to-GDP and deposits-to-GDP 
ratios of just 39% and 38% in 2013. 

 

 

Bank assets and loans in CEE, % of GDP, 2013 Bank deposits in CEE, % of GDP, 2013 

  
Sources: National statistics sources, SP Advisors 
 

The banking sector is set to average 14% growth over the next decade 
We expect the banking sector to generate an average annual growth rate of 14% 
over the next decade, slightly above nominal GDP growth of 11%. We base our GDP 
growth projection on the following assumptions: 
 

 Real economic growth of 5.5% over the mid-term – broadly in-line with the 
5.8% CAGR over the crisis-hit decade of 2003-13. 

 Average annual consumer inflation and the GDP deflator at 5%, which is the 
central bank’s new inflation target as of 2015. 

 

Based on those benchmarks we expect the loan penetration ratio to increase to 
51% over the next decade, with the bank loan book expanding 3.7x. 

 

 

Georgia’s nominal GDP and banking loan penetration* 

2013 2018E 2023E 

   
* The blue segment represents the ratio of banking sector loans to nominal GDP  
Sources: NBG, GeoStat, SP Advisors 
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TBC Bank is set to grow in-line with the banking sector 
We believe TBC Bank’s loan book will grow in-line with the growth of the total 
banking sector portfolio – lending in the retail and SME/micro segments will 
outperform, while corporate lending will lag the sector’s average rates. This pattern 
broadly matches management’s strategy to focus on the retail and SME segments. 
With this in mind we expect TBC Bank will generate an average loan growth rate of 
14% over the next decade (16.5% in 2014-18 and 12.5% in 2019-23), which would 
translate to a 3.7x expansion of the loan portfolio. 

 

 

Loon book comparison: TBC Bank and the Georgian banking sector, GEL bln 

 
* Excluding TBC 
Sources: NBG, GeoStat, Company, SP Advisors 

 

FX stability to secure decent growth in USD terms 
We believe the lari (GEL), Georgia’s national currency, will be largely stable in the 
long-run. We project the long-term FX rate at GEL 1.75/USD, near the current rate 
of GEL 1.74/USD. This clearly implies that growth in nominal GDP and the banking 
sector in GEL will yield the same growth for investors concerned with USD returns. 
 

Our view of FX stability is based on the following: 
 

 We expect Georgia’s C/A deficit will stabilize in the range of 9-11% of GDP as 
services exports and migrant remittances will partly offset the country’s large 
inherent deficit in merchandise trade. 

 Inflows of FDI should cover most of the C/A gap in the long-run. The balance 
should be covered with external borrowings, which remain accessible for the 
government and private borrowers. 

 Should any major temporary pressures emerge on the lari, the NBG has 
sufficient reserves to eliminate the threats. 
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Acquisition of Bank Constanta: The launch of a 
new micro lending segment 
To leverage the benefits of surging domestic demand for banking services TBC Bank 
stepped up efforts to diversify into new, rapid-growth business lines. In May 2011 it 
acquired 80% of Bank Constanta and subsequently raised its stake to 100% through 
several smaller transactions. Constanta was initially launched as a micro-finance 
organization in 1997, but its owners created a full-fledged commercial bank in 2008 
as it grew substantially in size. 
 

For TBC Bank, the acquisition was guided by two main motivations: 
 

 The future launch of micro lending as a new, separate business line and the 
immediate acquisition of expertise in the field.  

 The expansion of its branch network and wider outreach to rural areas where it 
had almost no presence. 

 

TBC Bank is currently upgrading the acquired branches and plans to rebrand them 
under the TBC brand soon. Constanta’s customer base is mainly comprised of 
farmers and individual entrepreneurs, and it has about 30,000 micro borrowers.  
 

With Constanta Bank now an integral part of the group business, management 
currently identifies four operational segments for the united TBC Bank: 
 

 Retail – Individual customers 
 Corporate – Businesses with annual revenue of at least GEL 8.0 mln or that have 

borrowed at least USD 1.5 mln 
 SME – Business that fall neither into the corporate nor the micro segments 
 Micro – Corporate customers of Bank Constanta that were granted a loan 

and/or have deposits of less than USD 150,000 

 

 

Bank Constanta: Structure of equity and liabilities, 2013 Bank Constanta: Loan portfolio composition, 2013 

 \  
Source: Company Source: Company 
 

Bank Constanta vs. TBC Bank (standalone basis), 2013 

By key metrics By lending segments 

  
Sources: Company, SP Advisors Sources: Company, SP Advisors 
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Loans to lead asset growth 
TBC Bank is a classic commercial bank focused on corporate and retail lending. 
Loans accounted for 61% of total end-1H14 assets. Standard liquidity management 
items make up a large portion of the remainder: cash and cash equivalents and 
investment securities held for sale each account for 11% of total assets, mandatory 
cash balances with the National Bank of Georgia (NBG) represent a hefty 6% and 
earn up to 2% annually. Investment properties (2% of assets) mainly represent 
repossessed collateral and include land plots and buildings. Finance leases (1% of 
total assets) represent assets of TBC Leasing, a subsidiary of TBC Bank owned 
jointly with the EBRD. The bank plans to develop the finance leasing segment in the 
future. 

 

 

Asset structure, June 2014  

 
Sources: Company, SP Advisors 

 

Loans to grow faster than assets 
We see TBC Bank’s assets growing at a 14.8% CAGR over 2014-2020E, but we also 
expect loan book growth will slightly outpace that rate. TBC Bank has the potential 
to expand lending through a rebalancing of assets. The bank can reduce the share 
of cash and cash equivalents as well as securities held for sale by 1.5-2pp each and 
deploy the liquidity into new loans in the mid-term. TBC Bank has long maintained 
liquidity ratios well above the NBG-set minimum requirements. Some excess 
liquidity can therefore be deployed into new loans provided the macroeconomic 
situation and inflows of customer deposits remain stable. We see the share of loans 
in total assets growing to 69% as of 2020, which would boost interest income. 

 

 

Asset development, USD mln  Share of key items in total assets 

 
 

Sources: Company, SP Advisors Sources: Company, SP Advisors 
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Focus on retail and SME/micro lending 
TBC Bank’s management announced they will focus lending activities on the retail 
and SME segments. The two segments are enjoying faster growth rates and provide 
substantially higher interest earnings than the corporate segment does. In addition, 
the acquisition of Bank Constanta significantly enhances TBC’s retail and 
SME/micro lending capacity. Since Constanta’s network and lending practices are 
in-line with the parent’s standards, lending in the priority segments is already 
gaining pace. 
 

Mortgages currently make up about 43% of the bank’s total retail portfolio. 
Consumer loans (47% of the portfolio) are offered at the bank’s branches, in stores 
(for consumer goods purchases), and as credit card loans (the highest-yielding 
unsecured loans). TBC Bank is Georgia’s leading bank in terms of the number of 
credit cards issued. 
 

Overall, we expect the share of retail loans to rise from 41% at end-2013 to 46% by 
end-2020, which would make the bank the undisputed leader in the retail lending 
segment. The combined share of SME and micro loans will increase to 25% as of 
end-2020 from 20% at end-2013, according to our projections. 

 

 

Evolution of the loan portfolio structure Share of loans to individuals vs. loans to corporates/SMEs 

  
Sources: Company, SP Advisors Sources: Company, SP Advisors 

 

Corporate portfolio fairly diversified 
The corporate segment will nonetheless remain a vital part of the bank’s activities 
for two main reasons. First, it helps diversify the bank’s loan portfolio. Second, 
corporate borrowers generate large fee and commission income. TBC was initially 
focused on corporate clients and as such has unique expertise in the segment. It 
has continued to expand its corporate product range and is investing to improve its 
customer service. We expect TBC will focus on creditworthy corporates only and 
will not fight for market share in the segment. Its current corporate portfolio is 
comfortably diversified and its structure broadly reflects the Georgian economy. 

 

 

Structure of the corporate portfolio, end-1H14 Real growth by sectors, chg. yoy 

  
Source: Company Source: GeoStat 
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Dollarization of loans gradually decreasing 
TBC Bank’s portfolio of loans is dominated by foreign currency instruments, even 
though their share decreased from 83% at end-2011 to 69% at end-1Q14. FX loans 
are mainly denominated in USD. TBC is aiming to increase the share of GEL-
denominated loans in order to reduce its credit risk exposure. That said, the 
process of loan currency structure rebalancing will not be overly aggressive owing 
to constraints on the funding side; customers still prefer to keep savings in foreign 
currencies – the share of FX deposits has remained flat over the past three years at 
72%. That implies that the gradual growth in the share of GEL-denominated loans is 
happening solely at the expense of equity. USD deposits represented 84% of all FX 
deposits at end-1Q14. 

 

 

FX structure of loans  

 

 

Source: Company  
 

Securities’ yields are broadly in-line with funding costs 
TBC Bank keeps some assets in the form of available-for-sale securities for liquidity 
management purposes, mainly in government notes and NBG certificates of 
deposit. As at end-1H14, all of the AFS securities had maturities of less than 3 
months. TBC Bank can pledge the securities as collateral for NBG refinancing loans 
and the government notes can also be sold in the secondary market. 
 

Yields on the risk-free securities are well below consumer loan rates. At placement, 
1-year government notes had an average interest rate of 6.4% and interest on NBG 
CDs was 4.3% in 1H14 vs. the cost of funding of 4.8%. 

 

 

Investment securities available for sale, 2013 Rates on government bonds and NBG CDs (at placement) 

 \  
Source: Company Source: NBG 
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Asset quality: Cost of growth is very reasonable 
Despite the doubling of the loan book since the end of 2010, TBC’s cost of credit 
risk remained low. Loan quality and respective provision charges depend on 
economic cycles in Georgia. The recent increase in the provisioning ratio to 1.8% 
(annualized 1H data) from 1.2% in 2013 is largely the consequence of a material 
slowdown in growth in 2013. The cost of risk for micro loans is the highest but is 
acceptable given they are the highest-yielding facilities. The cost of risk on retail 
loans is fairly stable at about 1.5%. Meanwhile, corporate loans are tricky, with 
provisioning dependent on one-off events. We see the cost of risks for the total 
portfolio remaining at 1.5% in the forecast period until 2020, or slightly above the 
average of the past three years. We base our forecast on the following 
assumptions: 
 

 After last year’s slowdown the economy has returned to high growth and we 
expect no major external or domestic shocks on the horizon. 

 The bank’s lending policy remains cautious with strict requirements for 
creditworthiness, loan concentration, and related-party exposure. 

 The banking sector remains well-protected institutionally: foreclosure 
procedures are fast and efficient, and costs related to defaulted loans for 
borrowers are high, which reduces the incentives for fraud. 

 

The share of NPLs (loans past due by more than 90 days) has traditionally remained 
at near 1%, partly because the bank writes loans off once evidence emerges that a 
recovery of the loan is improbable. Restructured loans, which represent a potential 
burden in terms of cost of risk, have also remained fairly flat over the past three 
years at close to 3.5%. 

 

 

Cost of risk* NPL coverage* 

 

\  

* based on annual data and may be different from ratios reported by TBC Bank for which 
more frequent observations are used. ** Annualised cost of risk 
Source: Company 

* All ratios are relative to gross loans 
** NPLs are defined as loans past due by more than 90 days 
Source: Company 

 

Additionally, TBC’s portfolio is decently collateralized – over 80% of all loans are 
secured with borrowers’ assets where the fair value exceeds the value of loan. This 
offers a thick safety cushion on defaulted loans. 

 

 

Asset quality, end-1H14 Collateralization of loans* 

 
\  

 
Source: Company 

* Share of loans (value-based) that are more than 100% collateralized on individual basis 
Source: Company 
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Deposits to remain the dominant funding source 
TBC Bank’s funding is heavily dominated by customer accounts (61% of total equity 
and liabilities), followed by equity (19%) and funds due to credit institutions (14%). 
The funding structure stems from management’s two main goals: 
 

 To maintain a focus on the Georgian market (both in terms of funding and 
lending) – deposits collected in Georgia made up 89% of all customer accounts 
at end-1H14 and liabilities originated from within the country accounted for 
74% of total liabilities. 

 To minimize the bank’s cost of funding in the long-run – as the economy 
returned to a robust growth path in a low inflation environment, the bank’s 
management anticipated a substantial reduction in deposit rates. Currently the 
cost of deposits is well below the bank’s average cost of funding. We believe 
this gap will remain for the next two years since wholesale funding is unlikely to 
get materially cheaper because it mainly comes in long-term facilities that – 
unlike deposits – can’t be rolled over in a matter of months. 

 

 

Structure of equity and liabilities, June 2014 Cost of deposits vs. cost of funding 

  
Sources: Company, SP Advisors Sources: Company, SP Advisors 
 

The bank’s reliance on deposits is a double-edged sword. The bulk of deposits are 
short-term facilities – 65% of all customer accounts had maturities of less than 3 
months as of June 2014. However, based on past experience, management believes 
(and we share their view) that the deposits represent a stable source of funding. 
The deposits are normally rolled over upon maturity and interruptions to the 
smooth inflows are unlikely. As of June 2014, management expected that only a 
mere 8% of the deposit portfolio would be withdrawn over in the next 3 months.   
 

Georgian banks use the experience of 2008-09 to show that customer funding is 
resilient to major shocks. During that period, Georgia experienced a major 
economic downturn – a consequence of the global crisis amplified by Russia’s 
military intervention. At the height of the crisis total retail deposits fell 27% (net of 
FX effects) but fully recovered to the pre-crisis level in eight months. 
 

We expect the share of deposits in total equity and liabilities will remain in the 60-
65% range, but the structure should shift gradually towards retail facilities, in-line 
with TBC’s long-term strategy to concentrate on lending to individuals and SMEs. 

 

 

Shares of the largest items in total equity and liabilities Structure of customer accounts 

  
Sources: Company, SP Advisors Sources: Company, SP Advisors 
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Undisputed leader in the retail deposits segment 
TBC Bank is the market leader by volume of collected retail deposits – it accounted 
for 33.3% of all retail customer accounts in the country, followed by Bank of 
Georgia with a 29.6% share. TBC’s deposit-generating power is impressive: 
 

 Highest customer accounts per branch in Georgia – nearly twice as efficient as 
Bank of Georgia, its nearest competitor. The gap is even more significant when 
the ratio is calculated net of Bank Constanta’s deposits and branches. 

 TBC’s offered retail deposit rates are 0.5pp lower than those offered by Bank of 
Georgia across all available maturities. 

 

The success is explained primarily by the strength of the TBC Bank brand in Tbilisi – 
over 80% of the bank’s retail deposits originate in the capital. The bank boasts over 
1,000 individual customers with deposits of over USD 100,000 and c. 4,500 
individuals with deposits of USD 40,000-100,000. Jointly they account for slightly 
more than 50% of all of the bank’s retail deposits. 

 

 

Retail deposits, GEL mln per branch Interest rates on term deposits* 

 

 

 
Sources: Company, SP Advisors 

* as of August 27, 2014 
Sources: Company, SP Advisors 
 

Lending nearly fully funded with deposits 
We expect the bank will maintain the share of wholesale funding in total equity and 
liabilities at close to 15%, with roughly 1/3 in subordinated loans. The supply of 
funding to the bank from foreign banks and IFIs is strong – TBC is rated BB- (FC 
Long-term IDR) by Fitch and B1 (Bank Deposits - FC) by Moody’s, in-line with the 
sovereign rating. 
 

Overall under our base-case scenario, we expect that deposit inflows will be nearly 
sufficient to support the projected loan book growth rate of 16% over the mid-
term. The bank would thus be able to maintain the gross loans-to-deposits ratio 
close to 110%. A slight increase in the ratio since 2014 is attributed to the 
availability of new equity raised via IPO for new lending. 

 

 

Funding from credit institutions and IFIs, June 2014 Loans-to-customer accounts 

 

 

Source: Company Sources: Company, SP Advisors 
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Competition to narrow TBC’s spread, NIM 
The period of record-low inflation since 2012 and positive economic growth drove 
interest rates down across the board. As a result, TBC Bank saw an unprecedented 
reduction in the cost of funding in the past two years. Deposit rates fell drastically – 
the blended average stood at 3.9% in 1H14, down from 7.4% in 1Q12. The sharp 
and swift re-pricing came about thanks to two factors: 
 

 Over 60% of retail customer accounts have a maturity of less than 3 months, 
meaning they can be rolled over at substantially lower rates within a quarter. 

 TBC Bank managed to decrease the share of more expensive term deposits in 
overall customer accounts. In the corporate/SME/micro segment the share of 
current/settlement accounts increased to 86% at end-1H14 vs. 68% at end-
2011. In the retail segment the share of demand and time accounts increased to 
39% from 32% over the same period. 

 

 

Maturity of customer loans and deposits, end-1H14 Share of current/demand accounts in total customer accounts 

 
 

Source: Company Source: Company 
 

Although TBC managed to marginally increase the spread recently (8.4% in 1H14 vs. 
8.1% in 1H13) and NIM (8.6% vs. 8.3%), defending those gains will be difficult. 
Banks have already re-priced deposits and are now starting to re-price loans on the 
back of competition. Over 60% of loans have a maturity of over 12 months and 
their full re-pricing will take some time. In any case, a decrease in loan yields in the 
coming year is inevitable, whereas a further reduction in the cost of deposits is 
unlikely – they are already at record lows at just 3.9%. 
 

Overall, we expect a gradual decline in the interest spread and NIM for TBC, driven 
primarily by tough competition between Georgia’s commercial banks. 

 

 

Cost of funds vs. yield on loans NIM and interest spread* 

  
 
 
Source: Company 

* Based on annual data  and may differ from numbers calculated by TBC Bank based on 
more frequent observations 
Sources: Company, SP Advisors 
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More economies of scale to come 
TBC’s revenues are dominated by net interest income (76% in 1H14), followed by 
net fee and commission income (10%). Strategically, the bank would like to 
increase its reliance on non-interest income to diversify its earnings and reduce the 
dependence on interest margins, which will narrow over the mid-term owing to 
competition. Nevertheless, we don’t expect material changes in the bank’s revenue 
structure as long as the lender’s balance sheet grows at 13-15% per year. 
Generating growth in fees and commissions income at higher rates is likely to be a 
real challenge for the bank. 
 

TBC’s net fee and commission income is somewhat diversified, but relies mainly on 
card operations, settlement transactions, and issuance of letters of credit and 
guarantees. The bank is investing heavily to further diversify fees and commissions 
and the near-term focus will be on issuing contactless debit and credit cards, 
bancassurance, money transfers, and mobile payments. Recently, TBC Bank also 
boosted revenue from pay-box terminals, which accounted for 2.1% of 1H revenue. 

 

 

Composition of non-interest revenue, 1H14 Use of revenue, USD mln 

  
Source: Company Sources: Company, SP Advisors 
 

Mature business requires modest infrastructure investments 
TBC Bank operates a mature commercial banking business with all the necessary 
infrastructure in place. Following the acquisition of Bank Constanta, TBC still has to 
rebrand the acquired offices and upgrade the range of products offered though 
Constanta’s branches. TBC has also opened 39 new branches over the past three 
years (out of 118 owned as of end-1H14) to further strengthen its foothold outside 
Tbilisi. The active stage of network expansion is now over and any further growth 
will be limited. We expect limited cost pressures for the bank in the coming years – 
expenses will grow mainly with inflation, real growth in salaries, and (temporarily) 
through new costs for the refurbishing of Bank Constanta branches. 
 

Overall revenue growth will outpace cost growth, in our view, as the bank’s balance 
sheet expands and more economies of scale come into effect. In 2Q14 TBC reduced 
its cost/income ratio to 48.9% in 2Q14 (45.7% without the impact of the IPO) from 
55.8% in 2Q13. We expect a gradual reduction in the cost/income ratio to the 40-
42% range over the next 5 years. 

 

 

Cost/Income ratio  

 

 

Sources: Bank, SP Advisors  
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Post-IPO ROE falls, but higher leverage can bring 
greater returns 
We see TBC generating an average net income growth rate of 19% over the next 5 
years. In the near-term, however, reverting to the 20% ROE the bank achieved in 
1Q14 will be a challenge, in our view. While TBC’s ROA is poised to improve 
gradually on improved cost efficiency, this increase alone will not be enough to 
bring ROE back into the targeted range of 19%+. TBC’s leverage declined 
substantially following its IPO: the bank’s assets-to-equity ratio stood at 6.1x at 
end-2013, then fell to 5.2x at end-1H14. Taking into account projected asset and 
net income growth rates and the bank’s dividend policy (expected regular 25% 
profit payout), we forecast a gradual decline in the bank’s leverage for the next 5 
years. Boosting leverage will be a key task for TBC management. 

 

 

Net profit, USD mln ROA, ROE, and leverage 

  
Sources: Company, SP Advisors Sources: Company, SP Advisors 
 

Higher dividend payout may boost ROE 
While accelerating lending growth substantially above 16% p.a. is not advisable for 
a mature bank with prudent loan underwriting policies, the natural way to increase 
leverage would be via a higher dividend payout. Taking the payout ratio to 50% 
would bring ROE close to 20% in the next 3-4 years. 
 

As shown in the chart below, TBC is underleveraged relative to CIS and Turkish peer 
banks and could boost ROE by increasing leverage even if ROA remains unchanged. 
 

At this point, we don’t expect any revision of the dividend policy in the near future 
as management will likely prefer to maintain a hefty capital buffer well above the 
NBG’s minimum requirements. 

 

 

ROE scenarios under different dividend payouts ROE vs. ROA (2014E) for TBC Bank and peer banks* 

  
 
Sources: Company, SP Advisors 

* Peer banks are listed on p. 24 
Sources: Bloomberg, SP Advisors 

  

0%

5%

10%

15%

20%

25%

0

50

100

150

200

250

΄12 ΄13 ΄14E ΄15E ΄16E ΄17E ΄18E ΄19E ΄20E 

Net income NI growth rate, yoy, rhs

0.0x

1.0x

2.0x

3.0x

4.0x

5.0x

6.0x

7.0x

0%

5%

10%

15%

20%

΄12 ΄13 ΄14E ΄15E ΄16E ΄17E ΄18E ΄19E ΄20E 

Leverage, rhs ROA ROE

0%

5%

10%

15%

20%

25%

΄12 ΄13 ΄14E ΄15E ΄16E ΄17E ΄18E ΄19E ΄20E 

25% payout 50% payout

0.0%

0.5%

1.0%

1.5%

2.0%

2.5%

3.0%

3.5%

4.0%

0% 5% 10% 15% 20% 25%

ROE 

ROA Potential  to increase ROE 
via growth in leverage  

TBC (with 
IPO effect) 

TBC (no IPO 
effect) 



 
 

 

19 

 

TBC Bank | September 2014 

Prudent capital management  
TBC Bank has to comply with NBG capital adequacy requirements and Basel 1 
requirements. The latter is usually monitored by IFIs that lend to the bank. The 
NBG’s standards are much tougher than Basel 1 standards and compliance with the 
NBG ratios normally implies Basel 1 requirements are well in-hand. 
 

The NBG’s capital adequacy regulations, effective since 2002, are fairly basic. The 
NBG recently introduced a new framework for capital adequacy calculations based 
on the Basel 2 and 3 Accords. The new framework redefines the elements of 
regulatory capital and introduces a new methodology for calculating risk-weighted 
assets/exposures. The so-called “NBG Basel 2-3” framework has been in place since 
June 2014, and banks must also comply with the 2002 regulations during a 
transition period until the end of 2017. 
 

The key differences between the NBG’s Basel 2-3 and the NBG’s “old” regulations 
are: 
 

 Net income from the current period is now treated as Tier 1 capital (vs. Tier 2 
under “old” norms) 

 No limits on the inclusion of subordinated debt into Tier 2 (vs. 50% of Tier 1 
capital limit) 

 Retail loans will be assigned a 75% credit risk weight (and mortgages only 35%) 
and corporate loans a 100% weight (vs. 100% for all loans previously). 

 Operational and FX risks will be considered (previously they were disregarded) 
 

TBC Bank’s capital adequacy ratios were strongly enhanced following the IPO-
related capital increase. Under NBG Basel 2-3 regulation, the bank’s Tier 1 ratio 
stood at 13.4% (vs. a floor of 8.5%) and the total capital ratio equaled 16.7% (vs. a 
minimum of 10.5%). With respect to the total capital ratio, the NBG aims to request 
that Georgian banks hold an additional buffer of 3pp (i.e. maintaining a total capital 
ratio at above 13.5%). TBC’s management is holding a conservative view and plans 
to maintain the minimum Tier 1 capital ratio at above 12.5%. 

 

 

TBC Bank capital adequacy ratios, end-1H14 NBG Basel 2-3 capital adequacy ratios 

 
 

Source: Company Source: Company 
 

TBC Bank has several options to release some regulatory capital: 
 

 Continue rebalancing the loan book – growth in the share of loans to individuals 
will reduce the weight for the portfolio. 

 Decrease the share of FX-denominated loans (lending in foreign currencies is 
punished with an additional 75% risk weight on FX loan exposure). 

 Merge TBC Bank and Bank Constanta (the latter is currently a 100% subsidiary 
of the former) and the merger is already planned in the foreseeable future. In 
this case, investment into Bank Constanta will not be subtracted from TBC’s 
Total capital. 
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TBC Bank vs. Bank of Georgia: Battle of concepts 
Comparisons between TBC Bank and Bank of Georgia are inevitable since they are 
the only available banking exposures to Georgia’s equity market. 
 

Competition between the two banks has produced many benefits for customers 
and shareholders. Both banks compete on the quality of their corporate 
governance, IT technologies, marketing strategies, management motivation 
systems, operational and managerial transparency, financial disclosure, and more. 
Effectively, the two banks have set the minimum requirement for service quality 
and customer care in Georgia and transformed the Georgian banking sector into a 
technology-driven and financially sound sector of the economy. 
 

However, the two are not twins and differences exist between the two banks’ 
operational models. TBC Bank offers a pure exposure to the country’s banking 
sector and management doesn’t plan to diversify into other areas. Bank of Georgia, 
on the other hand, is actively developing so-called synergistic areas that include 
insurance, healthcare, and housing development. In 1H14, these businesses 
provided about 17% of total revenues for Bank of Georgia and that share is set to 
grow further. 

 

 

  TBC Bank  Bank of Georgia 

Listing  DRs of the Georgia-registered entity are listed on 
the LSE’s Main Market 

 Shares of the UK-based holding company (Bank of Georgia 
Holdings) are listed on the LSE’s Main Market and included 
in the FTSE 250 and FTSE All Share indices 

Geographical focus of 
operations 

 Georgia only, has negligible exposure to the 
Azerbaijani market 

 Georgia only, has negligible exposure to Belarus and 
Ukrainian markets  

Sector of operations  Commercial banking  Strategic areas : Commercial banking and investment 
management 

Synergistic areas: Insurance, healthcare, housing 
development 

Lending focus  A clear focus on retail and SME/micro lending  No specific lending focus 

Funding focus  Customer deposits  Customer deposits, wholesale funding 

Sources: Banks’ management presentations 
 

TBC Bank vs. Bank of Georgia market shares Key network element comparison, June 2014 

 

 TBC Bank Bank of Georgia 

Branches 124* 206 

ATMs 319 510 

Cash-in terminals 2,593 2,038 

PoS terminals 3,264 5,689 

Retail clients > 0.97 million 1.3 million 

Credit cards issued c. 208,000 117,748 

Debit cards issued c. 419,000 957,386 

Internet/mob. banking clients c. 141,000 80,895 

Corporate clients > 1,400 7,100 

Employees 4,301 3,629 
 

Sources: Banks, SP Advisors *branches of TBC Bank, Bank Constanta and TBC Kredit. Sources: Banks, SP Advisors 
 

Composition of revenues  

 

 

Sources: Banks, SP Advisors  
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The respective asset structures also reveal differences in the two banks’ business 
models – loans make up just 54% of Bank of Georgia’s total assets vs. 61% for TBC. 
 

On the funding side, the difference is also substantial: Bank of Georgia has a 
USD 400 mln Eurobond outstanding and its real estate subsidiary issued local bonds 
jointly worth USD 15 mln, which represent 12% of the bank’s total equity and 
liabilities. TBC Bank has no bonds out and doesn’t plan to raise money via public 
debt markets in the next couple of years. Funding due to credit institutions makes 
up 18% of equity and liabilities for Bank of Georgia and 14% for TBC Bank. 
Wholesale funding from IFIs is generous for both banks. 

 

 

TBC Bank vs. Bank of Georgia: Asset structure, June 2014 TBC Bank vs. Bank of Georgia: Equity and liabilities structure, June 2014 

  
Sources: Banks, SP Advisors Sources: Banks, SP Advisors 
 

The composition of the banks’ loan books reveals their different growth strategies: 
TBC’s portfolio is dominated by retail and SME/micro loans (66%) vs. just 51% at 
Bank of Georgia. The share of FX-denominated loans in both banks’ portfolios 
stands at around 69%. 
 

The advantage of TBC Bank’s loan book composition is that the risk weight applied 
to retail loans stands at 75% and for mortgages at just 35% compared to 100% for 
corporate loans as per the NBG’s new Basel 2-3-based regulation. TBC will be able 
to keep less capital per unit of assets as its loan structure gradually shifts towards 
retail. 
 

In terms of funding, TBC’s “focus on retail” strategy is also evident: deposits from 
individuals account for 60% of customer accounts vs. 52% for Bank of Georgia. 

 

 

Loan book structure Customer accounts structure 

 
 

Sources: Banks, SP Advisors Sources: Banks, SP Advisors 
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ROE decomposition: No clear winner 
A decomposition analysis of ROE suggests TBC Bank is considerably better on the 
interest income-generating side, but less effective on the cost side. Leverage is also 
lower for TBC Bank (following its recent IPO-related equity increase) than for Bank 
of Georgia (if its strategic commercial banking sector is included in the analysis). 

 

 

ROE decomposition for TBC Bank and Bank of Georgia (1H14)* 

Indicator  TBC Bank**  Bank of Georgia***  Comment 

       
Interest income  10.9%  9.7%  TBC Bank’s higher ratio is explained by its higher share of 

retail (higher-yielding) loans in the total portfolio 
     

  

Interest expense  -3.8%  -4.4%  TBC Bank has a lower reliance on wholesale funding, which 
is more expensive than customer deposits in the current 
environment 

     
  

Net interest income  7.1%  5.3%  TBC boasts a higher NIM than Bank of Georgia (8.6% vs. 
7.3%) 

     
  

Net fee and commission income  0.9%  1.3%  Bank of Georgia boasts stronger fee and commission 
generating power thanks to a larger number of branches, 
debit cards in issue and the presence of its brokerage unit 

     
  

Other operating income  1.3%  0.7%   
     

  

Total revenues  9.3%  7.4%  TBC’s stronger net interest income and other operating 
income outweighs its lower (relative to BoG) net fee and 
commission income 

     
  

Cost of risk  -1.1%  -0.8%  The higher cost of risk for TBC Bank is due to charges on 
certain corporate loans. The cost of risk is expected to be 
largely similar for the two banks over the long-term 

     
  

Profit after provisions  8.2%  6.5%   
     

  

Operating expense  -4.5%  -3.3%  While the difference is partly explained by one-off IPO 
related expenses in 1H14, TBC still has higher costs than 
Bank of Georgia. We expect TBC to cut operating expenses 
(relative to total assets) as Bank Constanta is fully 
integrated into the core business. Also, with the bank’s 
balance sheet set to grow, the scale effects will be more 
substantial for TBC Bank than for BoG 

      

     
  

Profit before tax  3.7%  3.2%   
     

  

Effective income tax  -0.5%  -0.2%  Should be similar in the long-term 
     

  

Net income  3.2%  3.0%  
TBC has higher Net Income and ROA than Bank of Georgia…      

 

Return on assets (ROA)  3.2%  3.0%  
     

  

Leverage  6.1x  6.4x  …but lower leverage 
     

  

Return on equity (ROE)  19.7%  19.4%  On balance, TBC Bank’s ROE is slightly higher than Bank of 
Georgia’s. Note that leverage declined significantly 
following the IPO and stood at just 5.2x at end-1H14. 
Raising leverage is crucial for TBC in the mid-term. 

* all numbers in the table are annualized and given relative to average assets (based on numbers at the beginning and at the end of the period) 
** TBC Bank’s end-1H14 assets and equity do not include IPO proceeds 
*** all numbers provided are solely for corporate banking, retail banking and investment management segments and are not based on consolidated reports 
Sources: Banks, SP Advisors 
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DCF valuation 
Our DCF valuation model yields a 12-month target price of USD 23/DR, implying 
41% upside to the current price. 
 

For modeling purposes we assume the equity value for shareholders is comprised 
of net income that the bank can distribute as dividends. Assuming the bank 
maintains a minimum Tier 1 capital ratio of 8.5% as required by the NBG under the 
new Basel 2-3 framework, a portion of net income has to be retained and is not 
available for shareholders. We nevertheless note that in reality TBC Bank will target 
a much higher minimum Tier 1 capital ratio of about 12.5%, as indicated by 
management’s guidance. 
  

We use a cost of equity of 15.5%, which is comprised of a sovereign Eurobond yield 
of c. 5.0%, corporate bond premium of 2%, equity risk premium of 6%, and 
company-specific premium of 2.5%. The company-specific premium reflects TBC’s 
lack of a track record in terms of equity trading in public markets. This premium will 
be phased out in the future. 

 

 
 

DCF model, GEL mln, unless indicated otherwise 

 
2015E 2016E 2017E 2018E 2019E 2020E 

Net income 184 222 260 300 341 387 
Risk-weighted exposures 6,637 7,653 8,848 10,141 11,679 13,379 
Chg. in RWE 888 1,016 1,194 1,293 1,537 1,701 
Targeted Tier 1 (marginal capital charge) 8.5% 8.5% 8.5% 8.5% 8.5% 8.5% 
Net income retention     -101 -145 
FCF to shareholders 184 222 260 300 240 243 

 
      

Cost of equity 15.5% 15.5% 15.5% 15.5% 15.5% 15.5% 
Discount factor 0.82 0.71 0.62 0.53 0.46 0.40 
Discounted FCF to shareholders @ Sep-15 151 158 160 160 111 97 
Terminal value      2,831 

       Sum of discounted FCF (2015-2020) 838 
     Discounted terminal value 1,134 
     Equity fair value @ Sep-15 1,972 
     Implied FV / 15E BV 1.7 
     

       Value per share, GEL 40.3 
     Value per share, US$ 23.0 
     

       Terminal value assumptions 
      Perpetuity growth rate 5% 

     COE in perpetuity 14% 
      

 
 
 

Sensitivity of value per DR, USD 

  Perpetuity growth rate 
  4.0% 4.5% 5.0% 5.5% 6.0% 

WACC in 
perpetuity 

15.0% 20.5 21.1 21.7 22.4 23.2 
14.5% 21.0 21.6 22.3 23.1 23.9 
14.0% 21.6 22.3 23.0 23.9 24.8 
13.5% 22.2 23.0 23.8 24.8 25.8 
13.0% 22.9 23.7 24.7 25.8 27.0 
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Peer-based valuation 
TBC Bank is nearly fairly valued compared to its CIS and Turkish peers (given its 
2014E ROE) but still trades with a hefty discount to Bank of Georgia. We estimate 
the fair value for TBC based on a median 2015E P/B multiple for the peer group 
(50% weight) and the same multiple for Bank of Georgia (50% weight). We arrive at 
an average fair value of USD 16.7/DR. 

 

 

P/B vs. ROE for TBC and peer banks*, 2014E  

 

 

* The list of peer banks is provided in the table below, data as of Sep. 11, 2014 
Sources: Bloomberg, SP Advisors 

 

 
Peer comparison details* 
 

Country 
MCap.,   

USD mln 
                   P/B                     P/E 

 2013 2014E 2015E 2013 2014E 2015E 

TBC Bank Georgia 802 1.9 1.4 1.2 11.0 9.4 7.7 
Premium/discount to peers median (excl. BoG) 93% 30% 27% 93% 19% 21% 
Premium/discount to Bank of Georgia -5% -19% -19% -3% -4% -9% 

         
                      P/B                     P/E 

   
2013 2014E 2015E 2013 2014E 2015E 

Bank of Georgia Georgia 1,367 2.0 1.7 1.5 11.3 9.8 8.4 
Sberbank Russia 43,892 0.8 0.8 0.7 3.8 4.7 4.1 
VTB Bank Russia 13,763 0.5 0.5 0.5 4.3 9.7 6.0 
TCS Group Holding Russia 888 1.4 1.3 1.1 4.9 12.1 6.8 
Bank St. Petersburg Russia 384 0.3 0.3 0.3 1.8 2.8 2.3 
Bank Vozrozhdenie Russia 257 0.4 0.4 0.4 5.5 4.5 3.6 
Halyk Savings Bank Kazakhstan 3,186 0.6 1.2 1.1 6.7 5.9 6.0 
Kazkommertsbank Kazakhstan 1,596 1.3 1.1 0.9 4.7 6.5 5.7 
Garanti Bank Turkey 15,824 1.4 1.3 1.2 8.9 10.1 8.4 
Akbank Turkey 14,306 1.2 1.2 1.1 8.8 9.8 8.1 
Yapi ve Kredi Bank Turkey 9,376 1.0 1.1 0.9 4.9 10.2 8.1 
Halk Bank Turkey 8,816 1.3 1.2 1.0 5.9 8.2 6.5 
Vakilar Bank Turkey 5,460 0.9 0.8 0.8 6.3 7.7 6.1 
Is Bank Turkey 11,162 0.9 0.9 0.8 6.6 7.6 7.0 
Median 

 
 1.0 1.1 0.9 5.7 7.9 6.3 

* Data as of Sep. 11, 2014 
Sources: Bloomberg, SP Advisors 
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TBC Bank financials, IFRS (GEL terms) 
 

Income statement, GEL mln 2012 2013 2014E 2015E 2016E 2017E 2018E 2019E 2020E 

Interest income 456.5 474.8 503.0 570.6 649.8 732.6 820.0 912.2 1013.5 
Interest expense -217.9 -192.1 -173.0 -188.5 -208.3 -230.1 -253.3 -278.4 -305.5 
Net Interest Income 238.7 282.7 330.0 382.1 441.6 502.5 566.7 633.8 708.0 
Net fees & commission income 39.3 42.2 51.3 63.0 76.9 91.5 108.7 128.9 150.9 
Net other non-interest income 48.8 56.6 57.5 61.8 66.8 72.6 79.3 86.9 95.7 
Total Non-Interest Income 88.1 98.8 108.8 124.8 143.8 164.2 188.0 215.8 246.6 
Total operating revenues 326.8 381.5 438.8 506.9 585.4 666.6 754.7 849.6 954.6 
Personnel costs -92.3 -108.6 -118.4 -132.6 -148.5 -166.3 -186.3 -208.6 -233.7 
Other operating expenses -93.2 -90.0 -91.5 -99.2 -107.6 -116.8 -126.9 -137.9 -150.0 
Total operating costs -185.5 -198.6 -209.9 -231.8 -256.1 -283.1 -313.2 -346.6 -383.7 
Profit/(loss) before provisions 141.3 182.8 228.9 275.1 329.2 383.5 441.5 503.0 570.9 
Impairment charges -28.9 -42.9 -52.9 -61.2 -70.9 -81.5 -93.1 -106.0 -120.7 
Pre-tax income/(loss) 112.3 139.9 176.1 213.9 258.3 302.0 348.3 397.0 450.2 
Income tax expense -14.5 -15.7 -23.8 -29.9 -36.2 -42.3 -48.8 -55.6 -63.0 
Net income/(loss) 97.8 124.3 152.3 184.0 222.2 259.7 299.6 341.4 387.2 
          

Balance sheet, GEL mln 2012 2013 2014E 2015E 2016E 2017E 2018E 2019E 2020E 

Cash and cash equivalents 398.6 390.5 483.9 506.9 540.4 591.2 645.9 748.0 806.2 
Due from other banks 29.5 1.7 2.0 2.3 2.6 3.0 3.4 4.0 4.5 
Mandatory cash balances with NBG 316.1 295.3 317.4 360.8 411.0 468.3 533.8 608.7 694.2 
Loans to customers, net 2,370.2 2,801.7 3,261.9 3,877.2 4,511.1 5,244.5 6,022.1 6,912.7 7,934.1 
      retail loans (gross) 868.1 1,102.9 1,327.2 1,610.8 1,900.8 2,242.9 2,579.3 2,966.3 3,411.2 
      corporate loans (gross) 1,142.1 1,157.3 1,192.1 1,347.0 1,508.7 1,689.7 1,892.5 2,119.6 2,373.9 
      loans to SME, micro, other loans (gross) 526.5 698.4 902.7 1,082.6 1,268.1 1,481.7 1,723.5 2,003.5 2,329.2 
      reserve for loan losses -166.5 -156.9 -160.0 -163.2 -166.5 -169.8 -173.2 -176.7 -180.2 
Investment securities available for sale 407.7 500.7 555.7 622.4 697.1 780.8 874.4 979.4 1,096.9 
Investment in finance leases 26.4 35.6 41.0 47.1 54.2 62.3 71.6 82.4 94.7 
PPE 192.6 199.7 201.7 207.7 211.9 216.1 218.3 220.5 222.7 
Other Assets 158.6 225.9 310.4 296.0 338.3 387.7 440.5 502.9 571.2 
Total Assets 3,899.7 4,451.1 5,174.0 5,920.4 6,766.5 7,753.9 8,810.1 10,058.3 11,424.5 
          

Due to credit institutions 627.1 565.8 707.3 792.1 887.2 993.6 1,112.9 1,246.4 1,396.0 
Client deposits 2,486.9 2,886.9 3,174.2 3,653.9 4,207.7 4,821.7 5,496.7 6,267.0 7,146.2 
Subordinated debt 115.1 168.3 176.7 194.4 194.4 233.2 233.2 279.9 279.9 
Other liabilities 66.5 100.8 95.8 110.1 126.7 145.7 167.5 192.7 221.5 
Total liabilities 3,295.7 3,721.8 4,153.9 4,750.5 5,415.9 6,194.2 7,010.3 7,985.9 9,043.6 
Total equity 604.0 729.3 1,020.1 1,169.9 1,350.5 1,559.7 1,799.8 2,072.4 2,381.0 
Equity and liabilities 3,899.7 4,451.1 5,174.0 5,920.4 6,766.5 7,753.9 8,810.1 10,058.3 11,424.5 

          

Financial ratios* 2012 2013 2014E 2015E 2016E 2017E 2018E 2019E 2020E 

Growth          

Assets 18.2% 14.1% 16.2% 14.4% 14.3% 14.6% 13.6% 14.2% 13.6% 
Net loans 18.0% 18.2% 16.4% 18.9% 16.3% 16.3% 14.8% 14.8% 14.8% 
Deposits 24.4% 16.1% 10.0% 15.1% 15.2% 14.6% 14.0% 14.0% 14.0% 
Net income/(loss) 6.8% 27.1% 22.6% 20.8% 20.8% 16.9% 15.3% 14.0% 13.4% 
Profitability          

ROE 18.2% 18.6% 17.4% 16.8% 17.6% 17.9% 17.8% 17.6% 17.4% 
ROA 2.7% 3.0% 3.2% 3.3% 3.5% 3.6% 3.6% 3.6% 3.6% 
Interest spread 8.6% 8.4% 8.4% 8.2% 8.1% 7.9% 7.7% 7.5% 7.3% 
Net interest margin 8.3% 8.3% 8.4% 8.4% 8.3% 8.2% 8.1% 7.9% 7.7% 
Liquidity          
Cash and securities for sale / total assets 20.7% 20.0% 20.1% 19.1% 18.3% 17.7% 17.3% 17.2% 16.7% 
Net loans / total assets 60.8% 62.9% 63.0% 65.5% 66.7% 67.6% 68.4% 68.7% 69.4% 
Net loans / client deposits 95.3% 97.0% 102.8% 106.1% 107.2% 108.8% 109.6% 110.3% 111.0% 
Client deposits / total liabilities 75.5% 77.6% 76.4% 76.9% 77.7% 77.8% 78.4% 78.5% 79.0% 
Efficiency          
Cost/income ratio 56.8% 52.1% 47.8% 45.7% 43.8% 42.5% 41.5% 40.8% 40.2% 
Operating cost / average total assets 5.2% 4.8% 4.4% 4.2% 4.0% 3.9% 3.8% 3.7% 3.6% 
Asset quality          
Cost of credit risk 1.0% 1.2% 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% 
Capital          
Equity to assets 15.5% 16.4% 19.7% 19.8% 20.0% 20.1% 20.4% 20.6% 20.8% 
NBG Basel 2-3 Tier 1 CAR 10.5% 10.7% 14.5% 14.8% 15.1% 15.4% 15.8% 16.0% 16.2% 
Per share          
BPS, GEL 15.0 17.7 20.7 23.7 27.2 31.3 35.9 41.2 47.1 
EPS, GEL 2.5 3.0 3.4 3.7 4.5 5.2 6.0 6.8 7.7 
DPS, GEL 0.0 0.4 0.5 0.8 0.9 1.1 1.3 1.5 1.7 
* Ratios are based on annual data and may be different from ratios reported by TBC Bank for which more frequent observations are used 
Sources: Company, SP Advisors 
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TBC Bank financials, IFRS (USD terms) 
 

Income statement, USD mln 2012 2013 2014E 2015E 2016E 2017E 2018E 2019E 2020E 

Interest income 276.5 285.4 287.5 326.1 371.3 418.6 468.6 521.2 579.1 
Interest expense -132.0 -115.5 -98.9 -107.7 -119.0 -131.5 -144.8 -159.1 -174.6 
Net Interest Income 144.5 169.9 188.6 218.3 252.3 287.1 323.8 362.2 404.6 
Net fees & commission income 23.8 25.4 29.3 36.0 44.0 52.3 62.1 73.7 86.2 
Net other non-interest income 29.6 34.0 32.8 35.3 38.2 41.5 45.3 49.7 54.7 
Total Non-Interest Income 53.4 59.4 62.2 71.3 82.2 93.8 107.4 123.3 140.9 
Total operating revenues 197.9 229.3 250.8 289.7 334.5 380.9 431.2 485.5 545.5 
Personnel costs -55.9 -65.3 -67.7 -75.8 -84.9 -95.0 -106.4 -119.2 -133.5 
Other operating expenses -56.5 -54.1 -52.3 -56.7 -61.5 -66.8 -72.5 -78.8 -85.7 
Total operating costs -112.4 -119.4 -119.9 -132.4 -146.4 -161.8 -179.0 -198.0 -219.2 
Profit/(loss) before provisions 85.5 109.9 130.8 157.2 188.1 219.1 252.3 287.4 326.2 
Impairment charges -17.5 -25.8 -30.2 -35.0 -40.5 -46.6 -53.2 -60.6 -69.0 
Pre-tax income/(loss) 68.0 84.1 100.6 122.2 147.6 172.6 199.1 226.9 257.3 
Income tax expense -8.8 -9.4 -13.6 -17.1 -20.7 -24.2 -27.9 -31.8 -36.0 
Net income/(loss) 59.2 74.7 87.0 105.1 127.0 148.4 171.2 195.1 221.2 
          

Balance sheet, USD mln 2012 2013 2014E 2015E 2016E 2017E 2018E 2019E 2020E 

Cash and cash equivalents 240.6 224.9 276.5 289.7 308.8 337.9 369.1 427.4 460.7 
Due from other banks 17.8 1.0 1.1 1.3 1.5 1.7 2.0 2.3 2.6 
Mandatory cash balances with NBG 190.8 170.1 181.4 206.1 234.8 267.6 305.0 347.8 396.7 
Loans to customers, net 1,430.7 1,613.6 1,863.9 2,215.6 2,577.8 2,996.9 3,441.2 3,950.1 4,533.8 
      retail loans (gross) 524.0 635.2 758.4 920.5 1,086.2 1,281.7 1,473.9 1,695.0 1,949.3 
      corporate loans (gross) 689.4 666.6 681.2 769.7 862.1 965.5 1,081.4 1,211.2 1,356.5 
      loans to SME, micro, other loans (gross) 317.8 402.2 515.8 618.6 724.6 846.7 984.8 1,144.9 1,331.0 
      reserve for loan losses -100.5 -90.3 -91.4 -93.3 -95.1 -97.0 -99.0 -100.9 -103.0 
Investment securities available for sale 246.1 288.3 317.6 355.7 398.3 446.1 499.7 559.6 626.8 
Investment in finance leases 15.9 20.5 23.4 26.9 31.0 35.6 40.9 47.1 54.1 
PPE 116.2 115.0 115.2 118.7 121.1 123.5 124.7 126.0 127.2 
Other Assets 95.8 130.1 177.4 169.2 193.3 221.5 251.7 287.4 326.4 
Total Assets 2,353.9 2,563.5 2,956.6 3,383.1 3,866.6 4,430.8 5,034.4 5,747.6 6,528.3 
          

Due to credit institutions 378.5 325.9 404.1 452.6 507.0 567.8 635.9 712.2 797.7 
Client deposits 1,501.1 1,662.7 1,813.8 2,087.9 2,404.4 2,755.2 3,141.0 3,581.1 4,083.5 
Subordinated debt 69.5 96.9 101.0 111.1 111.1 133.3 133.3 159.9 159.9 
Other liabilities 40.2 58.1 54.7 62.9 72.4 83.2 95.7 110.1 126.6 
Total liabilities 1,989.3 2,143.5 2,373.7 2,714.6 3,094.8 3,539.6 4,005.9 4,563.4 5,167.8 
Total equity 364.6 420.0 582.9 668.5 771.7 891.2 1,028.5 1,184.2 1,360.5 
Equity and liabilities 2,353.9 2,563.5 2,956.6 3,383.1 3,866.6 4,430.8 5,034.4 5,747.6 6,528.3 

          

Financial ratios* 2012 2013 2014E 2015E 2016E 2017E 2018E 2019E 2020E 

Growth          

Assets 19.1% 8.9% 15.3% 14.4% 14.3% 14.6% 13.6% 14.2% 13.6% 
Net loans 19.0% 12.8% 15.5% 18.9% 16.3% 16.3% 14.8% 14.8% 14.8% 
Deposits 25.4% 10.8% 9.1% 15.1% 15.2% 14.6% 14.0% 14.0% 14.0% 
Net income/(loss) 9.0% 26.1% 16.5% 20.8% 20.8% 16.9% 15.3% 14.0% 13.4% 
Profitability          

ROE 18.2% 18.6% 17.4% 16.8% 17.6% 17.9% 17.8% 17.6% 17.4% 
ROA 2.7% 3.0% 3.2% 3.3% 3.5% 3.6% 3.6% 3.6% 3.6% 
Interest spread 8.6% 8.4% 8.4% 8.2% 8.1% 7.9% 7.7% 7.5% 7.3% 
Net interest margin 8.3% 8.3% 8.4% 8.4% 8.3% 8.2% 8.1% 7.9% 7.7% 
Liquidity          
Cash and securities for sale / total assets 20.7% 20.0% 20.1% 19.1% 18.3% 17.7% 17.3% 17.2% 16.7% 
Net loans / total assets 60.8% 62.9% 63.0% 65.5% 66.7% 67.6% 68.4% 68.7% 69.4% 
Net loans / client deposits 95.3% 97.0% 102.8% 106.1% 107.2% 108.8% 109.6% 110.3% 111.0% 
Client deposits / total liabilities 75.5% 77.6% 76.4% 76.9% 77.7% 77.8% 78.4% 78.5% 79.0% 
Efficiency          

Cost/income ratio 56.8% 52.1% 47.8% 45.7% 43.8% 42.5% 41.5% 40.8% 40.2% 
Operating cost / average total assets 5.2% 4.8% 4.4% 4.2% 4.0% 3.9% 3.8% 3.7% 3.6% 
Asset quality          

Cost of credit risk 1.0% 1.2% 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% 
Capital          
Equity to assets 15.5% 16.4% 19.7% 19.8% 20.0% 20.1% 20.4% 20.6% 20.8% 
NBG Basel 2-3 Tier 1 CAR 10.5% 10.7% 14.5% 14.8% 15.1% 15.4% 15.8% 16.0% 16.2% 
Per share          
BPS, USD 15.0 17.7 20.7 23.7 27.2 31.3 35.9 41.2 47.1 
EPS, USD 2.5 3.0 3.4 3.7 4.5 5.2 6.0 6.8 7.7 
DPS, USD 0.0 0.4 0.5 0.8 0.9 1.1 1.3 1.5 1.7 
* Ratios are based on annual data and may be different from ratios reported by TBC Bank for which more frequent observations are used 
Sources: Company, SP Advisors 

 
  



 
 

 

27 

 

TBC Bank | September 2014 

Georgian banking sector overview 
 Georgia’s banking sector is heavily underpenetrated compared to CEE markets – 

the country’s loans-to-GDP ratio of 39% at end-2013 and deposits-to-GDP of 
38% were well below the CEE average of 56% and 57%, accordingly. Georgia’s 
total loan book increased 67% over the past 5 years in dollar terms, far 
outpacing nominal GDP growth of 35%. Looking ahead, we project banking 
sector growth at 16.5% annually for the next 5 years.  

 The commercial banking sector is highly concentrated with the top 3 banks 
accounting for 67% of total assets. 

 Bank of Georgia and TBC, the two largest banks, have no controlling 
shareholder and their ownership is split between IFIs, institutional investors and 
individuals. The state owns no banks in the sector. Among large international 
banking groups, Societe Generale, VTB, and ProCredit operate in Georgia. 

 Retail lending drove banking sector growth over the past two years. Loans to 
individuals increased 47% over that period, while corporate loans added just 
9%. As of July 2014, the size of the retail loan portfolio reached the size of the 
corporate portfolio for the first time, and we expect retail lending will continue 
to outpace corporate loan growth in the coming years. 

 Loans and deposits remain heavily dollarized in Georgia: 59% of all loans were 
FX dominated as of July. However the country’s progress in de-dollarization of 
retail loans has been impressive. Their share declined to 40% from 50% in July 
2012. Meanwhile, the share of FX loans in the corporate segment remains high 
at 78%. 

 Loan quality is sound, with NPLs (loans overdue 90 days or more) at just 3.5% at 
the end of June 2014. At the height of the crisis of 2008/09 NPLs peaked at 
8.1%. Since then, loan portfolio quality recovered quickly and NPLs fell to below 
4% by the end of 2012. Moreover, at no point did the NPL coverage ratio fall 
below 100%. Finally, the banking sector’s capital position is safe – the total 
equity-to-assets ratio has never fallen below 16% in the past 5 years and it 
currently stands at a comfortable 17.7%. 

 Funding in the sector is dominated by deposits (nearly equally split between 
corporates and individuals), which make up 55% of total equity and liabilities. 
Inflows of new deposits remain strong and the total stock of deposits increased 
18% yoy as of July. Borrowed funds – mainly loans from IFIs and foreign banks – 
make up 20% of total funding.  

 The cost of deposits declined substantially in the past two years (6.1% in July 
2014 vs. 8.4% in July 2012) thanks to low inflation, strong growth in household 
income, and robust inflows of migrant remittances. On the other hand, loan 
rates have also come down materially (16.3% in July 2014 vs. 18.5% in July 
2012). Falling interest rates may negatively affect spreads between loans and 
deposits in the coming years. 

 The regulator holds tough requirements for banks’ capital and liquidity, and the 
banking sector never registered bankruptcies. The NBG introduced a new bank 
regulation act based on the Basel Accords 2 and 3, and banks must comply with 
the new regulations as of June 2014.  
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Share of largest banks in total sector assets, June 2014 Banking sector loan book growth 

  
Sources: NBG, SP Advisors Sources: NBG, SP Advisors 

 

FX loans as % of total loan book Banking sector capital position 

  
Sources: NBG, SP Advisors Sources: NBG, SP Advisors 

 

Banking sector rates on outstanding loans and deposits Banking sector funding structure 

  
Sources: NBG, SP Advisors Sources: NBG, SP Advisors 
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Georgian economy overview 
 The Georgian economy is picking up pace and we expect GDP growth to 

accelerate to 5.9% yoy in 2014 from 3.2% in 2013. Growth is broad-based, but 
we expect investment demand will be the key contributor this year, while the 
contribution of net exports will likely be negative. We forecast mid-term 
economic growth at 5.5%, broadly in-line with the average growth rate over the 
crisis-hit decade of 2003-13. 
 

 Inflation came in at 3.4% yoy in August, and CPI is mainly being driven by prices 
for staple foods. The NBG cut its inflation target to 5% for 2015 and 2016 from 
the current 6% and we expect that strengthening private demand could bring 
the CPI close to the target over the next 6-8 months. 
 

 The general government budget deficit is poised to widen to an estimated 3.7% 
of GDP in 2014 (vs. 3.1% in 2013), mainly on a hike in social payments since 
4Q13. On the upside, tax proceeds are up 8% yoy in 7M14 thanks to VAT and 
excise tax. This year’s deficit will be covered with borrowings, split roughly 
equally between domestic and foreign sources. World Bank and IMF money will 
also be used to cover the shortfall this year and next. 

 

 

GDP demand components / GDP CPI and PPI, yoy 

  
Source: GeoStat Source: GeoStat 

 

General budget balance, % of GDP Public debt, USD bln 

  
Sources: MinFin, IMF,  SP Advisors Sources: MinFin, SP Advisors 
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Sources: GeoStat, SP Advisors Sources: GeoStat, SP Advisors 
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 As a small developing economy Georgia has a large inherent current account 
(C/A) deficit. While the C/A shortfall narrowed to 6.1% of GDP in 2013 as 
domestic investment demand weakened substantially, it will widen to an 
estimated 9.9% of GDP in 2014 as investments recover. The projected trade in 
goods deficit of 25% of GDP in 2014E will be partly offset with a service trade 
surplus and hefty migrant remittances. 
 

 We see the C/A gap stabilizing at close to 10% of GDP in the long-run. The bulk 
of the C/A shortfall will be covered with FDI (6-7% of GDP annually) while the 
remainder should be offset with external sovereign and private borrowings. 
 

 The NBG’s reserves declined 12% in 1H14 on the back of FX market 
interventions and a partial repayment of IMF loans, but stabilized in July and 
grew 8% mom in August to USD 2.7 bln (13% below the historic maximum) on FX 
purchases by the NBG. We see the reserves increasing marginally through to 
end-2014 and remaining fairly stable over 2015. 
 

 In July, Georgia secured a new 3-year IMF stand-by loan of c. USD 150 mln that 
replaces the USD 160 mln facility that the country has to repay by end-2015. The 
new IMF money will be used to cover the state budget deficit. 
 

 With capital inflows set to cover the C/A deficit, the lari should remain relatively 
stable in the mid-term, and we project a GEL 1.75/USD rate for the next couple 
of years. The NBG stands ready to alleviate any sharp temporary imbalances by 
intervening in the market. 
 

 The Georgian economy has limited exposure to Ukraine and Russia, the two 
trading partners that are facing economic challenges due to the ongoing military 
conflict in eastern Ukraine. The two countries accounted for 5% and 8% of 
Georgia’s total goods exports in 7M14. On the other hand, sales to Russia rose 
2.5x yoy in 7M14 after Russia relaxed its embargo on trade with Georgia, which 
allowed Georgian wines and mineral waters to regain access to the Russian 
market. 

 

 

Current account balance, USD bln Money transfers to Georgia, USD bln 

  
Sources: NBG, SP Advisors Sources: NBG, SP Advisors 
  

NBG gross international reserves Shares of Russia and Ukraine in total  goods export 

  
Sources: NBG, SP Advisors Sources: NBG, SP Advisors 
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Macro data and projections  

 

 
2007 2008 2009 2010 2011 2012 2013 2014E 2015E 

Economic activity          
Real GDP, yoy 12.3% 2.3% -3.8% 6.3% 7.2% 6.2% 3.2% 5.9% 6.0% 
Nominal GDP, GEL bln 17.0 19.1 18.0 20.7 24.3 26.2 26.8 29.1 32.3 
   chg. yoy 23% 12% -6% 15% 17% 7% 3% 9% 11% 
Nominal GDP, USD bln 10.2 12.8 10.8 11.6 14.4 15.8 16.1 16.6 18.4 
   chg. yoy 31% 26% -16% 8% 24% 10% 2% 3% 11% 
GDP per capita, USD 2,315 2,921 2,455 2,614 3,220 3,529 3,594 3,705 4,104 
   chg. yoy 31% 26% -16% 6% 23% 10% 2% 3% 11% 
CPI, eop 11.0% 5.5% 3.0% 11.2% 2.0% -1.4% 2.4% 3.8% 4.8% 
          
External accounts          
Current account balance, USD bln -2.1 -3.1 -1.2 -1.3 -2.0 -1.9 -1.0 -1.7 -1.9 
   % of GDP -20.9% -24.5% -11.5% -11.4% -13.6% -12.1% -6.4% -9.9% -10.3% 
Merchandise trade balance, USD bln -2.9 -3.8 -2.4 -2.6 -3.5 -4.2 -3.5 -4.1 -4.6 
Service trade balance, USD bln 0.2 0.0 0.3 0.5 0.7 1.1 1.4 1.4 1.6 
Total trade balance, USD bln -2.7 -3.8 -2.1 -2.1 -2.7 -3.1 -2.1 -2.8 -3.1 
   % of GDP -26.9% -29.8% -19.1% -17.8% -19.0% -19.7% -12.9% -16.6% -16.6% 
Foreign direct investment (inward), USD bln 1.8 1.6 0.7 0.8 1.0 0.9 1.0 0.9 1.2 
   % of GDP 17.2% 12.2% 6.1% 7.0% 7.3% 5.8% 6.3% 5.4% 6.5% 
Capital and financial account balance, USD bln 2.4 2.3 1.3 1.2 2.4 2.1 1.2 1.5 1.9 
NBG gross international reserves, USD bln 1.4 1.5 2.1 2.3 2.8 2.9 2.8 2.7 2.7 
          
Exchange rates          
GEL/USD, eop 1.59 1.67 1.69 1.77 1.67 1.66 1.74 1.75 1.75 
GEL/USD, avg 1.67 1.49 1.67 1.78 1.69 1.65 1.66 1.75 1.75 
          
Fiscal indicators          
General budget balance, % of GDP -4.8% -6.5% -9.2% -6.7% -3.6% -2.9% -3.1% -3.7% -2.9% 
Public debt, USD bln 1.8 2.7 4.0 4.6 4.9 5.1 5.0 5.5 6.0 
   as % of GDP 18% 21% 37% 39% 34% 32% 31% 33% 33% 
          
Banking sector          
Bank deposits, GEL bln 3.5 3.8 4.2 5.8 7.4 8.2 10.3 12.2 14.2 
   chg. yoy 66% 10% 9% 39% 26% 12% 25% 19% 16% 
   % of GDP 21% 20% 23% 28% 30% 31% 38% 42% 44% 
Bank loans, GEL bln 4.6 6.1 5.3 6.3 7.8 8.8 10.6 12.4 14.5 
   chg. yoy 71% 31% -13% 20% 23% 13% 20% 17% 17% 
   % of GDP 27% 32% 29% 31% 32% 34% 39% 42% 45% 
Loan-to-deposit ratio 132% 158% 126% 109% 106% 107% 103% 101% 102% 

Sources: GeoStat, NBG, Ministry of Finance, SP Advisors 
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