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Executive Summary  
The objective of this paper is to determine the fair value of the Danske Bank share per December 31 

December 2018. 

Throughout 2018, Danske Bank has caught much media attention from its Estonian money-laundering 

incident, which has led to increased funding costs and the possibility of incurring a large fine. Furthermore, 

future growth prospects are likely to be hampered, at least in the short-term.  

This paper begins with presenting the most common valuation models and the unique characteristics of 

financial service firms, followed by an analysis of how these characteristics affect different valuation 

models. It explores the regulatory overlay, including capital requirements, and how the introduction of 

internally developed risk-scoring models serve as an advantage to large banks such as Danske Bank. 

In order to support the valuation model a strategic analysis using the PEST and Porter’s Five Forces model is 

constructed, which reveal that while the financial service industry as a whole are experiencing many new 

entrants, the banking sector is undergoing a significant consolidation, driven by increased regulation. As 

economies of scale become a necessity for continued operations, the largest firms are likely to persevere, 

which will be to the benefit of Danske Bank. 

Interest rates in the Scandinavian region is at unprecedented levels, which is likely to be because of the QE 

program introduced by the ECB in 2015. Deposit rates with national banks are negative in Denmark, 

Sweden and Finland, and interest margins have shrunk, which has negatively influenced the interest 

earnings of Danske Bank. 

In the computation of cost of equity, the paper explore that the current risk-free rate in Denmark is at an 

unnaturally low level, both related to historical as well as Fisher’s equation levels. The paper argues for why 

it is likely to reverse to natural levels, which will better the interest margins of Danske Bank. 

The paper assesses key figures and growth prospects and establishes three distinct scenarios upon which 

valuations of each business segment within Danske Bank is undertaken. A valuation of MobilePay, a fully-

owned subsidiary of Danske Bank without reliable historical accounting data, is also composed.  

The paper finds that Danske Bank is significantly undervalued and recommends a strong buy. 
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1. Introduction 
Every asset, financial or real, has a value. The process of valuing an asset is determining the current worth, 

calculated as the future income generated by the asset, discounted to the present value with a discount 

factor, which takes into consideration the time value of money and the risk of the asset. The greater the 

risk, the more future cash flows are discounted, thus diminishing the value derived from any future cash 

flow.  

Valuation has broad applicability, and is used within areas such as mergers & acquisitions, takeovers, initial 

public offerings, stock analysis, transfer pricing, management accounting, compensation, decision-making, 

accounting, business valuation, strategy and more. In this respect, it is a key attribute for any firm, most 

notably its decision makers, management and financial department. 

In business valuation, which revolves around the valuation of an entire company, a business segment or a 

department, many approaches and models exist. These include enterprise models that measure the 

collective value of the firm, equity models that measure only the value of equity, and relative valuation, 

which measures the market value of the firm based on its key figures relative to that of comparative peers, 

for instance by using the price/earnings ratio. Irrespective of which models are used, a good valuation 

should take into account the unique characteristics of the asset or firm being valued, e.g. its history and risk 

characteristics.  

The industry and life cycle of the firm also have significant implications for the valuation and how such is 

carried out. Companies in cyclical industries, for instance car dealerships or travelling agencies, are far 

more vulnerable to the cycle and overall health of the economy compared to for example pharmaceutical 

companies, where patient’s lives are dependent on getting the right medicine. At the same time, car 

dealerships or travelling agencies can recoup most investments at a much faster pace than pharmaceutical 

companies can, where the research, clinical trials and regulatory approvals may take a decade or more. 

Clearly, the life cycle of the firm has significant implications. 

Finally, certain industries have a regulatory overlay. One such industry is the financial service industry. This 

paper seeks to value the stock price of Danske Bank, and in this respect, the regulatory requirements 

constitute key parameters. Although the regulatory overlay is largely similar across the financial service 

industry, the focus of this paper will be on those aspects applying specifically to banks. 
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1.1 The financial service and banking industry 
Since 1950, the financial service industry as a whole has experienced growth far beyond that of the 

economy as a whole. In the United States, financial service firms accounted for 2.8 % of GDP in 1950, which 

rose to 4.9 % in 1980 and peaked at 8.3 % in 20061. On a similar note, the share of total corporate profits 

earned by the financial sector increased significantly, from an average of 17.4 % between 1960 and 1984 to 

an average of 30 % between 1985 and 2008. It peaked in 2002, where 44 % of corporate profits was 

attributed to the financial sector2. 

In 2008, at the height of the financial crisis, a number of financial service firms, including banks, went 

bankrupt. Even banks that a few months prior were considered sound and profitable, and for whom 

bankruptcy was considered inconceivable to most observers. For those banks staying in business, stock 

price reductions of 70, 80 or even 90 % became commonplace. 

Since 2009, bank stocks have largely recovered, but exceptions exist. Deutsche Bank, for instance, struggle 

significantly and their share price has dropped 8 years in a row, from about EUR 70 to the current price of 

EUR 10 (stock dilutions also contribute to some degree). Although the poor stock performance can be 

attributed to a large number of factors, the prospect of large fines worsened the situation.  In 2016, 

following a leaked opening demand of the US Department of Justice of USD 14 bn for Deutsche Bank’s 

involvement in the selling of mortgage-backed securities, fears about Deutsche Bank’s ability to cover such 

a fine influenced client relations negatively, especially with hedgefunds3. According to some Deutsche Bank 

executives, the uncertainty related to the fine – which it was known would come at some point - was one of 

the primary reasons for the diminishing profits in the investment banking division, which had deteriorated 

about 50 % in just the past 2 years4. The uncertainty and declining profits also affected other areas of the 

bank, for instance the raising of fresh capital. Whereas Standard & Poor’s5 had rated Deutsche Banks long-

term senior unsecured debt rating in 2011 as A+, by 2016 the rating had dropped to BBB+, a 3-step 

reduction. The rating adjustment led to increased funding costs. 

In Denmark, and to some degree Scandinavia as a whole, the banking industry is largely dominated by two 

banks, Danske Bank and Nordea. Their market share in Denmark at the end of 2017, as measured by 

                                                           

 
1 Greenwood and Scharfstein, 2013, ‘The Growth of Finance’, Journal of Economic Perspectives – Volume 27, Number 2 - Spring 2013, p. 3-28. 
2 Khatiwada, 2010, ‘Did the financial sector profit at the expense of the rest of the economy? Evidence from the United States’, International 
Institute for Labour Studies, p. 2 
3 Jenkins & Noonan, 2017, ‘How Deutsche Bank’s high-stakes gamble went wrong’, Financial Times. 
4 Deutsche Bank Annual Report, 2014 & 2016, Segment reporting (Corporate Banking & Securities).  
5 Standard & Poor’s is one of the three large credit rating agencies. It provides large companies with a credit rating, supplying market participants 
with a quick understanding of the credit risk of the firm. 
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percentage of lending to private consumers, constituted respectively 27.0 %6 and 17.4 %7. The two banks 

operate largely in the same geographical regions, with Scandinavia being their primary markets, but with 

branches also in Germany, Poland, UK, Russia and the Baltic countries, among others. 

Although the two banks operate in the same industry, largely in the same geographical regions and with 

the same business segments, their impact of, and subsequent recovery from, the financial crisis has been 

very different. Whereas Nordea has steered through the financial crisis more or less unscathed, Danske 

Bank was heavily impacted. The share price of both banks took a big downfall in 2008, but while Nordea 

recovered to pre-crisis levels already in 2010/11, and even surpassed the pre-crisis peak in 2014, Danske 

Bank did not recover to pre-crisis levels until 2015/16, only breaking the pre-crisis peak in the summer of 

2017. Particularly loan impairment charges were a big challenge to Danske Bank. 

Since 2016, Danske Bank has produced its best results since the financial crisis, earning a return on equity 

above 10 %. Despite the good financial results, the share price has been reduced by approximately 50 % 

since the summer of 2017. Danske Bank’s issues relating to Anti-Money Laundering (AML) in their Estonian 

branch, which has caused significant media attention, is no doubt a large factor. Potential fines upwards of 

DKK 50 bn, a third of the banks current equity, has been reported by some speculators8. As was the case for 

Deutsche Bank, the mere prospect of a large fine can destroy business relations, both current and 

prospective, lead to rating downgrades and increasing funding costs, and thus result in economic impact far 

in excess of the actual fine. At this point, the loss in the market value of Danske Bank since summer 2017 

amounts to about DKK 110 bn., more than 1.5 times the largest AML-related fine ever given.   

Danske Bank is thus a very interesting case for a valuation thesis, as it requires great analysis of the 

underlying factors, and enables thorough use of models and tools within the topic of valuation. 

1.2 Regulatory overlay and problem statement 
Valuing banks is unique in several aspects. For one, banks have a regulatory overlay that stipulates certain 

capital requirements, which must be met at all times. They are subject to stress tests, inspections by the 

Financial Services Authority (FSA), strict documentative requirements related to products and business 

procedures, anti-money laundering prevention mechanisms, sanctions monitoring, know-your-customer 

requirements, and more. Breach to any of these can result in warnings, fines, forced replacement of 

executive management or, in extreme cases, withdrawal of banking license. Although withdrawal of 

                                                           

6 Danske Bank, 2018, Press conference presentation of Annual Report 2017 
7 Finanswatch, 2018, ’Nordeas markedsandel på danske privatlån er nu faldet ti kvartaler i træk’. 
8 Businessinsider, 2018, ‘Danske Bank could be fined USD 8 bn. after its huge money laundering scandal, analysts say’ 
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banking license for reasons other than lack of capital is extremely rare, many banks have incurred very 

significant fines. In the last decade alone, banks have paid fines in excess of USD 300 bn.9 

Since the financial crisis, the ruleset regarding capital requirements of banks has become increasingly 

complex. A number of additional capital buffers have been implemented, and some banks have been 

granted permission to use highly sophisticated internally developed risk-measuring models. In the case of 

Danske Bank, the implementation of advanced risk-measuring models has significantly reduced the average 

risk-weight of liabilities, which has largely offset the introduction of new capital buffers. Changes to risk-

weights can have a profound impact on the capital position of a bank, and should the proposed Basel III 

output floor, proposed effective from 2027, be implemented, it will have a significant impact on a number 

of banks, including Danske Bank. 

Danske Bank is both stock-listed and defined as a SIFI (Systemically important Financial Institution), and it is 

therefore subject to even stricter guidelines than those applicable to regular banks. In addition to its legal 

requirements, Danske Bank also discloses supplementary documentation, which improves the volume and 

quality of available data material. Furthermore, the FSA also issue reports that relate to their supervision of 

Danske Bank.  

The paper thus seeks to explore the question: 

Using publicly available information, what is the fair value of the Danske Bank share per 31 December 

2018? 

To answer this question, the following three equity-valuation models will be used: 

 The Dividend Discount model. 

 The Free Cash Flow to Equity model. 

 The Residual Income model 

A large part of Danske Bank’s activities relates to traditional banking services. However, Danske Bank also 

engages in other areas of the financial service industry, for instance insurance and pension. Accordingly, I 

will use the terms bank and financial service firm interchangeably in relation to Danske Bank. 

 

                                                           

Reuters, 2017, ‘Banks paid USD 321 billion in fines since financial crisis: BCG’. 
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1.3 Abbreviations & definitions 
APV: Adjusted Present Value 

Beta: Systematic risk on equity 

CAPM: Capital asset pricing model  

C&I: Corporates & Institutions 

CET1 = Core Equity Tier 1 Capital ratio, the most pure loss-absorbing capital of a bank. 

DDM: Dividend discount model  

ECB = European Central Bank 

EVA: Economic Value Added 

FSA: Financial Services Authority 

FCFE: Free Cash Flow to Equity 

FCFF: Free Cash Flow to Firm.  

NIILD = Net interest income as % of loans and assets 

QE = Quantitative Easing 

RI: Residual income 

ROE: Return on equity 

RWA = Risk-weighted assets 

WACC: Weighted average cost of capital 

 

 

1.4 Methodology 
This paper will use the framework of valuation presented in the book “Financial Statement Analysis” by C. 

Petersen and T. Plenborg, supplemented by the book “Dark Side of Valuation” by A. Damodaran.  

First, the paper will present the most common valuation models and evaluate to what extent the models 

can be used to value banks. As presented earlier, valuation of banks is different to valuation of non-

financial firms. In this respect, the paper will analyse the special characteristics of financial firms and how 
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these characteristics can be managed, as presented in the book by Damodaran. The section will conclude 

with the reasoning behind why specifically the Dividend Discount Model, the Free Cash Flow to Equity 

Model and the Residual Income model was chosen.  

The Free Cash Flow to Equity (FCFE) model in particular builds on the capital profile. Accordingly, I will 

explore the overall regulatory capital framework applicable to all banks.  

Next, I present Danske Bank, the Estonia incident and the business units of Danske Bank. To encapsulate 

the strategic position, a macro analysis will be made using the PEST model. To understand the nature of the 

banking industry and the competitive position of Danske Bank, the PEST analysis will be supplemented by a 

Porters Five Forces analysis. This will form the basis for the overall strategic analysis. 

Once the strategic analysis has been concluded, the paper will analyse the inputs for the computation of 

the cost of equity for Danske Bank. Furthermore, I will analyse the accounting policy, followed by the 

chosen capital profile and dividend policy. Next, I evaluate special items and certain key figures in a historic 

perspective in order to make reliable forecasts. Finally, I estimate growth rates in revenue and costs and 

present the valuation for each business segment. I present three scenarios for each business segment. 

For the valuation of MobilePay, which has very little historic accounting data, I adopt the top-down 

approach as proposed by Damodaran.  

Subsequent to the presentation of valuation models for each business segment, I undertake a sensitivity 

analysis of key inputs. I conclude by discussing the estimation of the fair value of Danske Bank and what 

possible assumptions that could affect the reliability of my valuation.  

  

1.5 Limitations 
While banks are subject to rules related to their liquidity management, it is unlikely to affect my valuation. I 

trust that Danske Bank can manage its liquidity well, and I will therefore not explore any items related to 

liquidity management.  

I will build on the financial highlights issued by Danske Bank, which differ from the IFRS ruleset. Accordingly, 

I will not make adjustments for changing accounting rules, as it is difficult to assess to what extent changing 

rules have affected the bank’s own reporting.  

 



12 
 

2. Valuation models 

While there are numerous valuation models, these can largely be grouped into four different groups. 

The first group of models, present value models, estimate the intrinsic value of a company based on 

projections of future cash flows, discounted by a factor that takes into account the risk and time value of 

money10. The greater the risk, the less estimated future cash flows are worth today. 

The second group of models build on relative valuation, in which a company is priced based on how 

companies with similar cash flows, growth opportunities and risk characteristics are priced.  

The third group of models are liquidation models, in which all assets are assumed sold and all liabilities 

settled. The remaining value is the liquidation value.  

The fourth and final group of models are contingent claim valuation, also known as real options valuation. 

While uncertainty conventionally tend to be considered purely a downside risk, contingent claim valuation 

estimates the value of an asset or company based on the likelihood and economic output of different 

potential outcomes. The presentation of models builds on the 2012 book ‘Financial Statement Analysis’ by 

Plenborg and Petersen. The models are stated on page 208 – 237. 

 

2.1 Present value models 

All present value models build on the methodology of the dividend discount model, in which the current 

value of a company is based on risk-adjusted projections of future cash flows11. Future cash flows are 

discounted by a factor that encapsulates the risk and time value of money.  

Present value models can be separated into two classes of models, respectively those that measure total 

firm value, which is called enterprise models, and those that measure only the shareholder’s value of 

equity, henceforth referred to as equity models. The difference between equity and enterprise models thus 

relate to the effect of (net) interest-bearing debt.   

In enterprise models, future cash flows must satisfy demands of both debt holders and equity holders, 

whose required rate of return differ. The required rate of return for equity holders tend to be higher than 

the required rate of return on debt, largely because equity holders are the residual claimants of any cash 

flow. In enterprise models, future cash flows are therefore discounted with a factor that reflects the share 

                                                           

10 Plenborg & Petersen, 2012, ’Financial statement analysis’, p. 225 
11 Plenborg & Petersen, 2012, ’Financial statement analysis’, p. 225 
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of debt relative to equity, and the required return of respectively debt holders and shareholders. This factor 

is calculated based on the weighted average cost of capital (WACC). In equity models, on the contrary, 

estimated cash flows are discounted only by the required rate of return of equity (ROE). 

 

2.1.1 Required return on equity 

A prerequisite of present value models is the notion of ROE and WACC. 

The ROE is derived from the risk associated with the projected future cash flows. In the capital asset pricing 

model (CAPM), the ROE can be defined as: 

𝑟𝑒 = 𝑟𝑓 + 𝛽𝑒 ∗ (𝑟𝑚 − 𝑟𝑓) 

Where 𝑟𝑒 = investor’s required rate of return 

rf = Risk-free rate 

βe = systematic risk on equity (levered beta) 

rm = Return on market portfolio 

The assumption is that equity holders will require a rate of return that reflects the riskiness of the 

investment. However, it is worthy to note that investors are rewarded only for the systemic risk, not for the 

risk which can be diversified away12.  

The risk-free interest rate, rf, expresses the return on a riskless investment. Theoretically, Plenborg and 

Petersen argues, the best proxy for the risk-free rate would be the construction of a zero β portfolio, but 

such has turned out not to be useful in practice13. Instead, a government bond is often used as a proxy for 

the risk-free interest rate, but an analyst should be wary of blindly accepting the notion of a government 

bond being risk-free, as credit worthiness of different countries can vary significantly. Nonetheless, in the 

construction of a company valuation, where an infinite time horizon is assumed, the risk-free rate should 

reflect the interest rate on a 10 or 30-year government bond denominated in the currency in which the 

cash flows are generated. If a zero-coupon bond is available, this is usually preferred to account for the risk 

of reinvestment14. 

                                                           

12 Plenborg & Petersen, 2012, ’Financial statement analysis’, p. 249 
13 Plenborg & Petersen, 2012, ’Financial statement analysis’, p. 249 
14 Plenborg & Petersen, 2012, ’Financial statement analysis’, p. 251 
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Βe expresses the systemic risk in returns of the specific company relative to that of the overall market, 

measured as the co-variation in returns between the specific company and the market. A βe of 0 reflects 

complete uncorrelation from the systemic risk of the market and can be considered a riskless investment, a 

βe of 1 reflects a systemic risk identical to that of the market, and a βe greater than 1 reflects an investment 

with a greater systemic risk than the market. βe can be calculated with the following formula: 

𝛽𝑒 =
𝐶𝑜𝑣𝑎𝑟𝑖𝑎𝑛𝑐𝑒(𝑟𝑒; 𝑟𝑚)

𝑉𝑎𝑟𝑖𝑎𝑛𝑐𝑒(𝑟𝑚)
 

Where re = Return on equity investment 

rm = Return on market portfolio 

rm conveys the risk premium for investing in the market instead of a riskless asset, and it expresses the 

difference in return between the market and the risk-less asset. The level of rm can wary widely, and this 

will be explored later in the paper.  

 

2.1.2 Weighted average cost of capital (WACC) 

WACC expresses the required return on all invested capital in the firm, consisting of both shareholders’ 

equity and debt. It expands upon the required rate of return of equity by incorporating the level of debt 

and the associated required rate of return on (net) interest-bearing debt. The WACC formula can be 

expressed as: 

𝑊𝐴𝐶𝐶 =
𝑁𝐼𝐵𝐷

(𝑁𝐼𝐵𝐷 + 𝐸)
∗ 𝑟𝑑 ∗ (1 − 𝑡) +

𝑒

(𝑁𝐼𝐵𝐷 + 𝐸)
∗ 𝑟𝑒 

where 

NIBD = market value of net interest-bearing debt 

e = market value of equity 

rd = required rate of return on NIBD 

re = required rate of return on equity 

t = corporate tax rate 

The first part of the formula relates to the share of debt relative to total invested capital, consisting of both 

equity and debt, and the required rate of return on debt. The second part of the formula relates to the level 
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of equity relative to invested capital, and the required rate of return on equity. In the event of an all-equity 

financed firm, meaning zero debt, WACC will be identical to re.  

 

2.2 Present value models – Equity models  

2.2.1 Dividend discount model 

In the Dividend Discount Model (DDM), the value of equity is the present value of all future dividends.  

𝑀𝑎𝑟𝑘𝑒𝑡 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑒𝑞𝑢𝑖𝑡𝑦0 = ∑
𝑑𝑖𝑣𝑖𝑑𝑒𝑛𝑑𝑡

(1 + 𝑟𝑒)𝑡

∞

𝑡=1

 

Where re is the required rate of return on equity. 

However, it is infeasible to discount cash flows to infinity, and for this reason the model is often expanded 

into a two-stage model. The first stage is an explicit forecast period in which the growth rate in dividends 

can deviate from the long-term growth rate, followed by a terminal stage, in which growth in dividends and 

the required rate of return is assumed constant.  

𝑀𝑎𝑟𝑘𝑒𝑡 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓𝑒𝑞𝑢𝑖𝑡𝑦0 =  ∑
𝐷𝑖𝑣𝑖𝑑𝑒𝑛𝑑𝑡

(1 + 𝑟𝑒)𝑡

∞

𝑡=1

+
𝐷𝑖𝑣𝑖𝑑𝑒𝑛𝑑𝑡+1

(𝑟𝑒 − 𝑔)
∗ 1 

Where t = number of periods with extraordinary growth rates (forecast horizon) 

g = the long-term stable growth rate (terminal period) 

The rationale for a terminal period in which growth is assumed constant is that as a company matures, its 

(high) growth will eventually diminish and instead approach the long-term growth rate of the market. 

Intuitively, this makes sense, as firms with a growth exceeding that of the overall market would eventually 

become the market.  

When applying a two-stage DDM projection, the length of the explicit forecast period should therefore take 

into account what stage of its life cycle the company has reached. A young company with a limited market 

share can grow for much longer than an old mature company that has a significant share of the market, and 

this should be reflected in the duration of the explicit forecast period.   
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2.2.2 Free cash flow to equity model 

The free cash flow to equity (FCFE) model can also be denoted as a one-stage model, but for the same 

reasons as the DDM model, a one-stage model is rarely usable. On this basis, going forward, we will present 

all models assuming two stages. 

𝑀𝑎𝑟𝑘𝑒𝑡𝑣𝑎𝑙𝑢𝑒𝑜𝑓𝑒𝑞𝑢𝑖𝑡𝑦0 = ∑
𝐹𝐶𝐹𝐸𝑡

(1 + 𝑟𝑒)𝑡
+

𝐹𝐶𝐹𝐸𝑡+1
𝑟𝑒 − 𝑔 ∗ 1

(1 + 𝑟𝑒)𝑡

∞

𝑡=1

 

 

  Where FCFEt = free cash flow to equity in time period t 

  re = equity holders’ required rate of return  

The FCFE model resembles the DDM model very closely, with the only difference being that the FCFE model 

measures all cash flows to equity holders, whereas the DDM model measures only the dividends paid. The 

two models will yield identical results if all FCFE are paid out as dividends, or if retained earnings – the 

share of FCFE that remain after paying dividends – are re-invested at the same rate of return as the 

required return of equity.  

 

2.2.3 Residual income model 

The residual income model builds on the book value of equity and the profit or deficit generated relative to 

that required of the invested equity. It is different to the DDM and FCFE models in the sense that it 

measures only deviations, positive or negative, whereas the DDM and FCFE models measure respectively 

the total dividend or the total free cash flow to equity.  

If the residual income is negative, it reflects that the return is below the required ROE. For instance, if the 

actual return is 6 % and the required rate of return is 7 %, the residual income will be negative. The sum of 

deficits is deducted from the book value of equity to yield the market value of equity. 

 

𝑀𝑎𝑟𝑘𝑒𝑡 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑒𝑞𝑢𝑖𝑡𝑦0 = 𝐵𝑜𝑜𝑘 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑒𝑞𝑢𝑖𝑡𝑦0 + ∑
𝑅𝐼𝑡

(1 + 𝑟𝑒)𝑡
+

𝑅𝐼𝑡+1

(𝑟𝑒 − 𝑔)
∗ 1

(1 + 𝑟𝑒)𝑡

∞

𝑡=1

 

Where RIt = (return on equityt – re) * book value of equityt-1 
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2.3 Present value models – Enterprise models 

2.3.1 Free cash flow to firm 

The Free cash flow to firm (FCFF) model measures the collective free cash flow to the firm, meaning cash 

flows to both debt holders and shareholders. The two-stage FCFF model can be written as: 

𝐸𝑛𝑡𝑟𝑒𝑝𝑟𝑖𝑠𝑒𝑣𝑎𝑙𝑢𝑒0 = ∑
𝐹𝐶𝐹𝐹𝑡

(1 + 𝑊𝐴𝐶𝐶)𝑡
+

𝐹𝐶𝐹𝐹𝑡+1

(𝑊𝐴𝐶𝐶 − 𝑔)
∗ 1

(1 + 𝑊𝐴𝐶𝐶)𝑡

∞

𝑡=1

 

  Where FCFF = free cash flow to firm 

  WACC = weighted average cost of capital 

  g = growth 

Relating the FCFF model to the FCFE model, the cash flow in the FCFF model is that of the FCFE model plus 

cash flow due to debt holders. WACC, as explained earlier, reflects the average cost of capital for debt and 

equity holders, with the former having a required rate of return below the WACC, and the latter having a 

required rate of return above the WACC.  

In a situation where the firm is all equity financed the FCFF model becomes identical to the FCFE model. 

2.3.2 Economic Value Added model 

Similar to how the FCFF model builds on the FCFE model by incorporating debt, the Economic Value Added 

(EVA) model expands on the Residual Income model by adding debt.  

𝐸𝑛𝑡𝑒𝑟𝑝𝑟𝑖𝑠𝑒 𝑣𝑎𝑙𝑢𝑒0 = 𝐼𝑛𝑣𝑒𝑠𝑡𝑒𝑑 𝑐𝑎𝑝𝑖𝑡𝑎𝑙0 + ∑
𝐸𝑉𝐴𝑡

(1 + 𝑊𝐴𝐶𝐶)𝑡
+

𝐸𝑉𝐴𝑡+1

(𝑊𝐴𝐶𝐶 − 𝑔)
∗ 1

(1 + 𝑊𝐴𝐶𝐶)𝑡

∞

𝑡=1

 

Where EVAt = (NOPATt – WACC * invested capitalt-1) 

The starting point of the EVA model is the total invested capital, consisting of both equity and debt. The 

enterprise value reflects the invested capital, plus any return in excess or deficit of the WACC. If the return 

is 9% and the WACC is 8%, the EVA is positive, and the enterprise value will be greater than the invested 

capital. If the return is 8 % and the WACC remain 8 %, the EVA will be zero, reflecting that no economic 

value is added. In such event, the enterprise value will be identical to the invested capital. 
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2.3.3 Adjusted present value approach 

The adjusted present value (APV) approach builds on the FCFF model, but it separates the tax shield on net 

interest-bearing debt from the free cash flow to the firm.  

𝐸𝑛𝑡𝑒𝑟𝑝𝑟𝑖𝑠𝑒 𝑣𝑎𝑙𝑢𝑒0 = ∑
𝐹𝐶𝐹𝐹𝑡

(1 + 𝑟𝑎)𝑡
+

𝐹𝐶𝐹𝐹𝑛+1

𝑟𝑎 − 𝑔
+

1

(1 + 𝑟𝑎)𝑛
+ ∑

𝑇𝑆𝑡

(1 + 𝑟𝑎)𝑡
+

𝑇𝑆𝑛+1
𝑟𝑎 − 𝑔

∗ 1

(1 + 𝑟𝑎)𝑛

𝑛

𝑡=1

∞

𝑛=1

 

Where TSt = tax shield on net interest-bearing debt in time period t 

ra = required rate of return on assets 

A key component of the APV model is the replacement of WACC for ra, which reflects the required rate of 

return on all assets, meaning both equity and debt. Whereas WACC took into account the tax benefits of 

debt, this is excluded from ra.  

The first half of the equation, the calculated free cash flow from operations, is lower in the APV model than 

in the FCFF model. The cause of such is a higher discount rate, given that the tax benefit of WACC is 

removed in the new discount factor, ra. The lower FCFF of operations is offset by the second half of the 

equation, which measures the direct value of the tax shield on debt.   

 

2.4 Relative valuation 

In relative valuation, a company is valued based on multiples for comparable firms. Multiples can be either 

enterprise multiples, for instance EV/EBIT (Enterprise Value/Earnings before interest and taxes) or equity 

multiples such as P/E (Price/Earnings) or M/B (Market Value/Book Value).  

Relative valuation is popular among practitioners, most likely due to its presumed low complexity and the 

speed of which a valuation can be carried out15. Relative valuation is based on key figures which can appear 

very intuitive. Herein, however, also lies the danger – for a relative valuation to be accurate, the firm and its 

peer group must be truly comparable. They must share the same economic characteristics, risk and 

outlook. Furthermore, all accounting numbers must be of the same and high quality, e.g. based on the 

same accounting ruleset and transitory items must be excluded.  

                                                           

15 Plenborg & Petersen, 2012, ’Financial statement analysis’, p. 226 
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Although firms may operate in the same industry and in the same geographical regions, they are very rarely 

alike. For instance, one company may insource whereas its competitor use outsourcing to a greater degree, 

growth opportunities may differ, or the ability to generate profit based on equity or invested capital can 

vary significantly.  

When relative valuation is applied in practice, adjustments to account for differences between firms are 

not necessarily made, which leads to biased value estimates16.  

2.5 Liquidation models 

As the name implies, liquidation models estimate the value of a company under the assumption that all 

assets are sold and all liabilities settled. The liquidation approach distinguishes between an orderly 

liquidation and a distressed liquidation. 

In an orderly liquidation, it is assumed that the firm has adequate time to sell each asset for a price that 

reflects the market price. In a distressed liquidation, time constrains lead to assets being sold for a value 

below the market price, resulting in losses. On this basis, the value of an orderly liquidation is greater than 

the value derived from a distressed liquidation. 

The liquidation value can be defined as: 

 Book value of equity 

 +/- The difference between liquidation value and book value of assets 

+/- The difference between the liquidation value and book value of liabilities 

+/- The liqudation value of off-balance sheet items 

- Fees to lawyers, auditors, etc.  

= liquidation value  

 

2.6 Contingent claim valuation/Real options valuation 

While Petersen and Plenborg do not expand on the characteristics of the contingent claim valuation model, 

we will briefly elaborate on the model, thus concluding the presentation of the four different valuation 

model groups. 

                                                           

16 Plenborg & Petersen, 2012, ’Financial statement analysis’, p. 236 
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In the presentation of present value models, I accounted for the uncertainty of future cash flows by using a 

discount rate to reflect risk, thus implicitly assuming that every possible outcome and the associated risk 

can be reflected in one number. In contingent claim valuation, investments can be expanded or abandoned 

depending on future developments. For instance, consider a volatile market in which the price of a 

commodity, oil, fluctuates. In present value models, the most likely outcome is projected. Although the 

projection may indeed be unbiased and reflect the most likely outcome, the possibility of a different 

outcome, even if such a scenario is unlikely, will lead to a different value. Assume that 80 % of the time the 

projection is correct, 10 % of the time demand or price is lower than projected, and 10 % of the time the 

demand or price is higher than projected. Should one of the former situations materialize, a firm with the 

option to adjust will profit. This is not accounted for in present value models.   

 

3. Unique characteristics in valuing financial service firms 

Plenborg and Petersen argue that in order to analyse the true value creation in a firm, operations must be 

split into respectively operating activities and financing activities. The nature of such segregation is that it is 

the operating activities that is the primary driving force of value creation, not the financing activities17.  

They propose that the income statement and balance sheet is reformulated into respectively operating 

activities and financing activities.  

For financial service firms, such a segregation would prove very difficult, if not impossible with any degree 

of precision. According to Damodaran, this is one of four unique characteristics of financial service firms18. 

Consider the key revenue generating operations of different financial service firms. A traditional bank 

makes money on the spread between the interest it pays to those from whom it raises funds, and the 

interest charged on lenders. An investment bank provides advisory services in corporate deals or in the 

raising of capital, from which they earn fees and commission. Investment firms provide investment advice 

or manage funds on behalf of investors, in return earning a management fee. Insurance companies 

generate revenue on not only the spread between invoiced premiums and the cost of insurance claims, but 

also in the managing of the investment portfolios they maintain to service claims.  

For a traditional bank, whose primary source of revenue is the spread on the interest between deposits and 

loans, debt is the primary component of its operations. In this respect, debt for a bank is the equivalent of 

raw material for a manufacturing firm, something to be molded and sold at a higher price. For a bank, 

                                                           

17 Plenborg & Petersen, 2012, ’Financial statement analysis’, p. 68 
18 Damodaran, 2018, ’The Dark Side of Valuation’, p. 529 
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separating the part of debt that relates to financing activities (non-operating activities), and the part of 

debt that constitute operating activities, is highly infeasible. This notion of debt, that all debt is considered 

operating assets in nature, is also adopted by the FSA, who take into account only equity in their 

assessment of capital.  

The second unique feature is the regulatory overlay, with the most critical component being the ruleset 

stipulating required loss-absorbing capital. Since the wake of the financial crisis, the framework applicable 

to banks have become much more complex, and the capital requirements, as measured in percent of risk-

weighted assets, are now higher than ever before. 

The third facet of financial service firms is that certain accounting rules applicable to financial service firms 

are at variance with the rest of the market. Historically, financial service firms have had long periods with 

sound profitability, which have been abruptly replaced by short periods of heavy losses. Impairments, as I 

will also explore in a historic perspective later in this paper, are negligible in most years and very substantial 

in other years. To account for this volatility, the regulation of banks stipulates that assets, loans and 

advances must be impairment-tested regularly, and an impairment booked if the value of the loan or asset 

is found to be at risk of impairment. For other firms, impairments are not booked until they have occurred.  

Furthermore, assets of financial service firms are marked to market. They are financial in nature, and they 

are often tradeable on the market. In this respect, they resemble the true market value much more closely 

than assets of other firms, where asset value reflects the historical acquisition cost, adjusted for 

depreciation.  

The fourth and final unique trait of financial service firms is that defining reinvestment, consisting of net 

capital expenditures and working capital, is extremely difficult. As the principle operating activity of a bank 

is the raising and utilization of debt, the distinction between capital expenditures and working capital 

becomes blurry. Defining debt for a bank can also be problematic. For instance, if all capital, except own 

equity, was to be considered debt, it would lead to a very low and unrealistic costs of capital. In Denmark, 

deposits in the Danish National Bank currently earn a deposit rate of negative -0.65 %. Banks operating in 

Denmark have to some degree passed this cost onto its corporate customers, resulting in some deposits 

earning a negative interest. If deposits are considered capital and included in the computation of cost of 

capital, it would significantly skew the cost of capital relative to how it is computed for non-financial 

firms19.  

                                                           

19 Damodaran, 2018, ’The Dark Side of Valuation’, p. 532 
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3.1 Models for valuing financial service firms 
The first implication of the unique characteristics of financial service firms is that if we cannot separate 

operating and financial activities, then the notion of cost of capital and enterprise value might well be 

meaningless in the valuation of financial service firms.  

Relative valuation, which builds on firms with comparable risk, profitability and growth prospects, also 

become somewhat restricted. Given that book values of financial service-firms are different to non-

financial service firms, valuing financial and non-financial firms based on multiples will yield biased results. 

Consequently, relative valuation of a financial service firm can only be made with a peer group of other 

financial service firms.   

In the case of Danske Bank, we argue that there are no truly comparable financial service firms, meaning 

financial service firms with the same profitability, risk and growth prospects. Only Nordea operate in largely 

the same geographical regions, but neither the risk or profitability is comparable. In the past few years, 

Danske Bank has earned a return on equity well above Nordea, but the market value of Danske Bank has 

nevertheless dropped significantly relative to Nordea. Furthermore, we have no way to evaluate the 

practices of the bank, e.g. in relation to loss provisions.  

In fact, loss provisions, which can have a significant impact on earnings and equity, are subject to significant 

discretion. Comparing loss provisions of Danske Bank and Nordea during the financial crisis, the difference 

is astounding. While Danske Bank, which is smaller than Nordea in terms of assets, had impairments of 

more than DKK 65 bn. between 2009 and 2013, Nordea incurred impairments of just DKK 26.2 bn. 

However, in the past few years, Danske Bank has had loss provision reversals, while Nordea still have loss 

provisions in the negative. It could reflect a difference in position of how to manage loss provisions. 

In equity models, we value equity by discounting cash flows to investors at the cost of equity. We define 

cash flows to equity as: 

 Free Cash Flow to Equity = Net income  

– Net capital expenditures  

– Change in non-cash working capital  

– (debt repaid – new debt issued) 



23 
 

Here too, we face problems. If we cannot estimate debt, non-cash working capital or capital expenditures, 

we clearly cannot estimate free cash flow to equity. Damodaran proposes three options20.  

The first option is to use dividends as a proxy for cash flows, assuming that firms over time pay out their 

free cash flow to equity as dividends, except for the share used for reinvestment. This coincides with the 

dividend discount model.  

The dividend is discounted by the cost of equity, while the expected growth is dependent upon of the share 

of earnings that is retained. Unless the regulatory framework of capital requirements is changing, the 

growth rate can be specified as: 

𝐸𝑥𝑝𝑒𝑐𝑡𝑒𝑑 𝑔𝑟𝑜𝑤𝑡ℎ𝐸𝑃𝑆 = (1 − 𝑃𝑎𝑦𝑜𝑢𝑡 𝑟𝑎𝑡𝑖𝑜) ∗ (𝑅𝑂𝐸𝑡+1) + (
𝑅𝑂𝐸𝑡+1+𝑅𝑂𝐸𝑡

𝑅𝑂𝐸𝑡
) 

The latter half of the equation accounts for the possibility of a ROE changing between time periods. In the 

terminal period, however, the growth rate can be defined more simply as: 

𝐸𝑥𝑝𝑒𝑐𝑡𝑒𝑑 𝑔𝑟𝑜𝑤𝑡ℎ𝐸𝑃𝑆 = 𝑅𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝑒𝑞𝑢𝑖𝑡𝑦 ∗ (1 − 𝑑𝑖𝑣𝑖𝑑𝑒𝑛𝑑 𝑝𝑎𝑦𝑜𝑢𝑡 𝑟𝑎𝑡𝑖𝑜) 

And the payout ratio in the terminal period can be defined as: 

𝑃𝑎𝑦𝑜𝑢𝑡 𝑟𝑎𝑡𝑖𝑜 𝑖𝑛 𝑡𝑒𝑟𝑚𝑖𝑛𝑎𝑙 𝑝𝑒𝑟𝑖𝑜𝑑 = 1 − (
𝑔

𝑅𝑂𝐸𝑆𝑡𝑎𝑏𝑙𝑒 𝐺𝑟𝑜𝑤𝑡ℎ  
) 

While the payout ratio of dividends is conventionally thought of as consisting purely of dividends, 

Damodaran recommends the use of an augmented payout ratio which takes into account the volume of 

share buybacks.  

The second option is to use the free cash flow to equity model and adapt the free cash flow to equity 

measure to allow for reinvestment in regulatory capital. Financial service firms have capital requirements, 

and we will use these as a proxy for the share of earnings that becomes reinvested. The equation for 

valuing financial service firms using the free cash flow to equity model can be defined as: 

𝐹𝐶𝐹𝐸𝑓𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙 𝑆𝑒𝑟𝑣𝑖𝑐𝑒 𝐹𝑖𝑟𝑚 = 𝑁𝑒𝑡 𝐼𝑛𝑐𝑜𝑚𝑒 − 𝑅𝑒𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡 𝑖𝑛 𝑟𝑒𝑔𝑢𝑙𝑎𝑡𝑜𝑟𝑦 𝑐𝑎𝑝𝑖𝑡𝑎𝑙   

With exception of reinvestment in regulatory capital, we will assume all earnings are paid out as dividends. 

This methodology can also account for changes in regulatory capital requirements, which the DDM cannot.  

In the event of changes in regulatory capital requirements, the growth rate in the extraordinary period 

does not follow the expected growth formula, as presented for the DDM. In the terminal period, however, 

                                                           

20 Damodaran, 2018, ’The Dark Side of Valuation’, p. 537 
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capital requirements are assumed to grow at a constant rate, and the methodology in the terminal period is 

identical between the DDM and the FCFE model. 

The third option is to focus only on excess returns, meaning returns exceeding the cost of equity, and 

measure these rather than earnings, dividends and growth rates. This coincides with the RI model. In fact, 

the RI model is perhaps even better suited for valuing financial service firms rather than other firms, on the 

basis of assets of financial service firms being financial in nature. As assets are financial, they are marked to 

market, and depreciation, if any, is often negligible.  

 

3.2 Regulation of capital requirements 
The overall ruleset regulating capital requirements of banks is called the Basel Accords, formulated by the 

Basel Committee on Banking Supervision established in 1974. While the Basel Committee has no regulatory 

power in itself, many countries choose to follow the Accords. In the European Union, the recommendations 

of the Basel Accords have been implemented through the Capital Requirements Directive I - IV21.  

The first set of rules was Basel I, which was presented in 1988. Basel I introduced a basic capital adequacy 

ratio to account for credit risk, and the required amount of capital was measured in percent of risk-

weighted assets (RWA). Assets were given a risk-weight corresponding to their estimated risk – the greater 

the estimated credit risk, the higher the risk weight and required capital. The minimum capital requirement 

was 8 % of RWA. 

Basel II was published in June 2004, and it expanded upon the framework of Basel I. In Denmark, the new 

rules came into effect in June 2008. It brought about significant changes, including the concept of the three 

pillars. Whereas pillar I relates to the framework of minimum capital requirement also applicable under 

Basel I, both pillar II and III introduced new regulation.  

Under pillar II, financial institutions are required to identify and set aside capital for those risks that are not 

covered under pillar I. In Danske Banks 2007 Risk Management report, they identify 17 additional risks 

which must be assessed to determinate the capital requirement. Among those risks were e.g. market risk, 

operational risk and settlement risk22. Although many risks were identified, the capital requirement of the 

                                                           

21 21 Bank for International Settlements: History of the Basel Committee. Retrieved from https://www.bis.org/bcbs/history.htm on 30 December 
2018. 
22 Danske Bank, 2007, ‘Risk Management Report 2007’, p. 81. 

https://www.bis.org/bcbs/history.htm
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risks identified under pillar II were relatively small compared to pillar I, with pillar ll accounting for only 5,45 

% of total capital requirements23. 

Pillar III deals with market discipline and sets disclosure requirements for capital and risk management.  

Basel II also provided the possibility for banks to use internally developed risk models, provided that the 

FSA approved the use of such models.  

Finally, Basel II also adjusted the risk weights of the standard method, mostly in the form of reductions. For 

instance, receivables of European banks had their risk-weight halved, from 20 % to 10 %24. 

In November 2010, the new capital and liquidity framework, now referred to as Basel III, was agreed upon. 

Basel III increased the capital requirements of banks significantly. It introduced three new capital buffers – 

a capital conservation buffer, a countercyclical capital buffer and a SIFI-buffer. The minimum CET1 capital 

requirement, the most solid loss-absorbing form of capital, increased from 2 % to 4.5 %. Later, the Basel III 

framework also introduced capital requirements for derivate trades not cleared through Central 

Counterparty Clearing Houses (CCP), limitations on exposures against single customers, and more. Most 

recently, the Basel Committee has proposed new regulations related to the calculation of market risk, 

known as the Fundamental Review of the Trading Book25. 

For banks operating in the European Union, the Basel Accords have been implemented through the Capital 

Requirement Directives (CRD) I – IV. The ruleset of CRD IV came into effect on 1 January 2014, with national 

implementation in each member state shortly thereafter. In Denmark, the regulation became applicable in 

March 2014, with a gradual implementation of the new capital buffers. The SIFI capital buffer is phased in 

gradually from 2015 to 2019, while the capital conservation buffer and the countercyclical buffer is phased 

in gradually from 2016 to 201926. 

For some banks, most particularly the SIFI banks to whom all 3 new capital buffers apply, the new 

regulation and capital requirements under the Basel II and III framework has more than doubled the total 

capital requirement as % of RWA, compared to that applicable under Basel I. At the same time, the 

implementation of internal rating-based models has led to much lower risk-weights on assets compared to 

the standard risk-weights under the standard method, the only method available under Basel I. As the 

                                                           

23 Danske Bank, 2007, ‘Risk Management Report 2007’, p. 82 
24 Finanskrisekommisionens sekretariat, KRAKAfinans, 2013, ’Større danske kreditinstitutters overgang til IRB-modeller’, p. 6 
25 Bank for International Settlements: History of the Basel Committee. Retrieved from https://www.bis.org/bcbs/history.htm on 30 December 2018.  
26 Danske Bank, 2014, ‘Risk Management Report 2014’, p. 24 

https://www.bis.org/bcbs/history.htm
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capital requirement is computed as a percent of RWA, a lower risk-weight of assets has a profound impact 

on the required amount of capital.   

In 2013, Finanskrisekommisionens Sekretariat, one of the Danish governmental bodies looking into the 

financial crisis, issued a number of papers investigating the use and impact of internal rating-based models. 

It found that it was predominantly the largest financial institutions that had adopted internal rating-based 

models, and that its effect was momentous. The 6 SIFI classified Danish financial institutions had all 

adopted the new internal rating-based models, and while the 2012 total RWA of the 6 financial institutions 

calculated under the Basel I framework amounted to DKK 2,929 bn, the corresponding number under Basel 

II was DKK 1,595 bn, a reduction of 45.5 %27. For Danske Bank, the total capital ratio under Basel II was 21,3 

%, while the equivalent capital ratio under Basel I ruleset would have been 12,3 %.  

Relating the average risk-weight of the SIFI banks, who had all adopted the new models, to the largest 

group of non-SIFI banks, the difference was even greater. Whereas the SIFI banks had an average risk-

weight of 26, the average risk-weight of the latter group was 62. Ceteris paribus, this corresponds to an 

additional capital requirement of 138 % for the same nominal amount in assets/loans28. 

I will explore the capital framework and the capital position of Danske Bank in further detail in section 6.2. 

In this relation, I will also assess the implications of the new Basel proposed minimum capital floor 

applicable from 2027, should such be implemented.  

 

4. Presentation of Danske bank 

Danske Bank, originally Den Danske Landmandsbank, Hypothek and Vexelbank was founded on 5 October 

187129. It became the largest bank in Scandinavia in 1910, a position since lost to Nordea. 

In 1976, the bank changed name to Den Danske Bank, and in 1990 it merged with Handelsbanken, its 

neighbour and close competitor since 1873.  

In 1997 the bank expanded across Scandinavia, and it opened new branches in Oslo, Stockholm and 

Helsinki, and it acquired Östgöta Enskilda Bank in Sweden. In 1999, the bank acquired Fokusbank in 

                                                           

27 Finanskrisekommisionens sekretariat, KRAKAfinans, 2013, ’Større danske kreditinstitutters overgang til IRB-modeller’, p. 10 
28 Finanskrisekommisionens sekretariat, KRAKAfinans, 2013, ’SIFI-Kapitalkrav og Risikovægtede aktiver: Er SIFI-kravene baseret på et for løst 
grundlag?’, p. 8 
29 Danske Bank, ‘Our history’. www.danskebank.com/about-us/our-history. Retrieved on 30 December 2018. 
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Norway, in 2000 it changed name to Danske Bank, and in 2001 a merger was undertaken with BG Bank and 

Realkredit Danmark. 

Until 2004, the operations of the Danske Bank group had been almost exclusively Scandinavian-based. This 

changed with the 2004 acquisition of Northern Bank in Northern Ireland and the National Irish Bank in the 

Republic of Ireland, followed by the 2006 acquisition of Sampo Bank. With the acquisition of Sampo Bank, 

the group also gained a foothold in Russia, Latvia, Lithuania and Estonia. Particularly the activities in the 

latter country, Estonia, has since been of great controversy.  

Today, the Danske Bank group employs more than 20,000 people across 16 countries. It serves 2.7 mill. 

personal customers, 211,000 small and medium-sized business customers and 2,000 corporate and 

institutional customers. Its offerings span across banking, life insurance, pension, mortgage credit, wealth 

management, real estate and leasing services. Danske Bank is under supervision by the Danish FSA, and it is 

classified as a SIFI30. It is listed on the Danish Nasdaq OMX Copenhagen stock exchange.  

 

4.1 Estonia money laundering incident 

In March 2017, Danish newspaper Berlingske published its first article relating to possible money 

laundering in the Estonian branch of Danske Bank31. The initial article was followed by many more, each 

time with increased volume of the potential funds having been laundered. While the first article alleged the 

money laundering of DKK 7 bn, an article in September 2017 presented a possible money laundering of DKK 

18 bn from the regime of Azerbaijan alone. In addition, the funds were purportedly used to bribe European 

politicians, officials and media outlets. For instance, a German official who was involved in and had praised 

the process of an Azerbaijan election was found to have received EUR 450,00032.  

The new findings and accusations attracted wider attention, and many politicians began to talk and write of 

the matter33. On the back of mounting pressure, Danske Bank announced on 21 September 2017 that it 

would initiate its own investigation into the allegations of money laundering in the Estonian branch. They 

hired the Danish law firm Bruun & Hjejle to undertake the investigation34. 

                                                           

30 Bruun & Hjejle, 2018, ‘Report on the Non-Resident Portfolio at Danske Bank’s Estonian Branch’, p. 3 
31 Berlingske, 2017, ’Hvidvaskede milliarder fossede gennem danske banker’. 
32 Berlingske, 2017, ’Danske Bank og diktaturstaten: Forstå den nye hvidvask-skandale på to minutter’. 
33 Berlingske, 2017, ’Storvask i Danske Bank: 18 mia. til bestikkelse og korruption’. 
34 Bruun & Hjejle, 2018, ‘Report on the Non-resident portfolio at Danske Bank’s Estonian Branch’, p. 3. 
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A year later, on 19 September 2018, a report with the preliminary findings was published. On the same 

date, the bank and Bruun & Hjejle held a press conference lasting 2 hours. The findings were disheartening 

for the bank.  

In total 15,000 customers with a collective cash flow of EUR 200 bn, multiple times the figure of DKK 53 bn 

reported in the media35, were subject of the investigation. The investigation had adopted a risk-based 

approach, meaning that the customers hitting the most risk indicators were the ones being studied first. On 

the publication date of the preliminary findings, 6,200 of the 15,000 customers had been examined. The 

report found that the vast majority of the examined customers were deemed suspicious, and a large part of 

the payments was also found suspicious36. 42 current and former employees had been reported to the 

Estonian FSU for potential collusion, and 8 former employees had been reported to the Estonian police. 

The report concluded that Danske Bank had not met its obligations both in required due diligence 

measures, monitoring of transactions and in reporting. It had ignored multiple “red flags”, which should 

have prompted the bank to investigate the matter in depth. For instance, in 2007 the Estonian FSA came 

out with a critical inspection report, and the Russian Central Bank provided information pointing to “Tax 

and customer payments evasion” and “Criminal activity in its pure form, including money laundering” being 

undertaken through the Estonian branch of Danske Bank37. 

In summer 2013, a correspondent bank notified Danske Bank of the termination of its USD clearing of 

payments relating to the Estonian branch, on the grounds of AML38. Later in the same year, a whistleblower 

filed a report containing strong accusations. In December 2014, the Estonian FSA published a highly critical 

inspection report, and in February 2015 the Danish FSA conducted an inspection which materialized into a 

similarly critical report. In May 2015 another correspondent bank clearing USD transactions on behalf of 

the Estonian branch contacted Danske Bank and requested that “all payments on behalf any Shell Company 

does not get routed”, and in July the same year the only other correspondent bank, which undertook most 

of the USD transactions out of the Estonian branch, also voiced concerns. Based on a sample of 10 

customers, the correspondent bank was not comfortable with the activities of the 939.  

In early 2016, the Non-Resident Portfolio of the Estonian branch had been terminated entirely40.  

                                                           

35 Berlingske, 2018, ’Vaskeanvisning: Sådan bliver 53 beskidte milliarder hvide’. 
36 Bruun & Hjejle, 2018, ‘Report on the Non-resident portfolio at Danske Bank’s Estonian Branch’, p. 7. 
37 Bruun & Hjejle, 2018, ‘Report on the Non-resident portfolio at Danske Bank’s Estonian Branch’, p. 8. 
38 Bruun & Hjejle, 2018, ‘Report on the Non-resident portfolio at Danske Bank’s Estonian Branch’, p. 48. 
39 Bruun & Hjejle, 2018, ‘Report on the Non-resident portfolio at Danske Bank’s Estonian Branch’, p. 71. 
40 Bruun & Hjejle, 2018, ‘Report on the Non-resident portfolio at Danske Bank’s Estonian Branch’, p. 79. 
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Despite the overwhelming gaps and the devastating findings, Danske Bank was not found to have violated 

any sanctions41.  

 

4.2 Business units 

The activities of Danske Bank span across banking services, life insurance, pension, mortgage credit, wealth 

management, real estate and leasing services. Historically, it has restructured its organization every 3 to 4 

years. The latest restructure took effect on 2 May 2018, and is reflected for the first time in the interim Q2 

report of 2018. Thus, I will build my considerations and valuations on the latest segmentation, in which 

case the bank has five business segments, plus “Non-core” and “Other activities”42. In the following, I 

present these business segments one by one. 

Banking DK serves retail customers and small and mid-sized corporate customers in Denmark. It offers 

advisory services and products within the field of day-to-day banking, home financing, investment planning, 

pension and insurance. It offers credit facilities and cash management solutions, including cross-border 

transfers. 

Banking Nordic serves retail and small and mid-sized corporate customers in Sweden, Norway and Finland. 

Product offerings and advisory services are largely similar to those of Banking DK. In addition, the unit 

includes the global asset finance activities of the Group, such as lease activities. 

Corporates & Institutions (C&I) serve the largest corporate and institutional clients, typically those 

operating on a global level. C&I offers expertise within financing, financial markets, general banking and 

cash management, investment services, and corporate finance advisory services. The unit acts as a bridge 

into the world for its Scandinavian based customers, as well as a gateway into the Nordics for 

internationally based groups.   

Wealth Management services individuals, companies and institutional investors. Its offerings are within the 

field of wealth and asset management, investments, pension savings and insurance. 

Northern Ireland serve retail and commercial customers in Northern Ireland through a network of 

branches and business centres. 

                                                           

41 Bruun & Hjejle, 2018, ‘Report on the Non-resident portfolio at Danske Bank’s Estonian Branch’, p. 34. 
42 Danske Bank, 2018, ’Interim report – first nine months 2018’, p. 14 



30 
 

Non-core are the customer segments that are no longer considered part of the Group’s core business. The 

Non-core unit is in charge of winding-up the activities and assets which the group has decided to dis-

continue. This includes for instance commercial customers in the Baltics. 

Other activities include treasury, support functions and eliminations. For instance, liquidity management, 

funding, returns on own shares and disposal of assets are managed through other activities. 

 

4.3 Pest analysis 

For the PEST analysis, we will build on the framework presented in Financial Statement Analysis by 

Petersen and Plenborg. 

Plenborg and Petersen argue that the primary objective of the PEST macro analysis is the detection and 

analysis of macro factors that may affect a company’s cash flow potential and risk43. The PEST-framework 

consists of Political/Legal, Economic, Sociocultural and Technological factors. 

4.3.1 Political/Legal factors 
The Financial system is of monumental importance to the stability of a modern society. As evidenced 

particularly in 2008-2009, the weakening of and distrust to the stability of the financial system has rippling 

effects to practically all of society. Without insurance companies pooling risks, banks lending out money, 

and investment banks backing acquisitions and financing deals, the economy came to a standstill under the 

financial crisis44. Furthermore, in modern western societies, which is the region in which Danske Bank 

operate, private individuals as well as businesses are dependent on a bank account as a mean to utilize the 

payment infrastructure. Long gone are the days where salaries were paid out in physical cash. 

Naturally, policy makers have a keen interest in the stability and workings of the financial service industry. 

This is also evidenced in the public sphere, where politicians often comment on matters related to the 

financial service industry. When Danske Bank in 2013 introduced its new Customer Programme and 

adjusted pricing for certain customer segments, some politicians criticized the decision45. The Estonia 

money laundering scandal also attracted widespread attention from consumers and politicians, with some 

                                                           

43 Plenborg & Petersen, 2012, ’Financial statement analysis’, p. 188 
44 Damodaran, 2018, ’Dark Side of Valuation’, p. 527 
45 Børsen, 2013, ’Frank Aaen klar med kritik af Danske Bank’. 
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politicians urging governmental bodies to cease working with Danske Bank46, and others going as far as 

demanding that the bank be overtaken by the Danish state, if convicted of money laundering47.  

Given the significance of the financial system, banks are subject to extensive legislation, including stress 

tests of their capital position, inspections by the FSA, strict documentation requirements related to 

products and business procedures (SOP), anti-money laundering prevention mechanisms, transaction 

screening, sanctions monitoring, know-your-customer requirements, and more. They are subject to 

approval from FSA, and the minimum capital requirement is EUR 5 mill.48, a figure that may appear high 

relative to other sectors, but that I believe is wholly inadequate to establish and operate a bank under the 

current market conditions. 

In fact, a very clear trend can be seen in the number of banks present in Denmark. While there were 219 

banks under supervision by the Danish FSA in 1991, the number has dwindled to 69 in 201749. If I include 

banks operating in Denmark but under supervision in another European country, as well as Faroese banks, 

the corresponding numbers are 231 banks in 1991 and 100 in 2017. Nevertheless, the trend is clear – banks 

are becoming fewer. While a number of banks succumbed under the most recent financial crisis, the vast 

majority of banks have been acquired by or merged with other banks, and the development is likely to 

continue. Between 2000 and 2012 more than 100 mergers took place50, and since then a further 21 

mergers have been undertaken51.  

The only bank established in Denmark since the Financial crisis is Coop Bank. It was established in 2013, and 

has yet to post its first profit. Thus far, the bank has received capital injections of DKK 450 mill, with more 

than half used to fund operational deficits, and the remaining to cover investments. The decision to 

establish a bank and its subsequent operational deficits has met considerable criticism, including from the 

former director of FDB/Coop Danmark, Henning Jensen52.  

I will argue that the many mergers of small banks and the deficits of Coop bank serve as a testament to the 

difficulty of operating a bank with a limited market share and/or balance. Given the increased volume of 

regulation, and the complexity hereof, economies of scale are clearly at play. Without a certain volume, the 

costs of back-office functions responsible for ensuring compliance with regulatory rules are difficult to 

cover. In fact, we did see in September 2018 for the first time in Danish banking history the withdrawal of 

                                                           

46 Børsen, 2018, ’Eksperter: Politikere får svært ved at skrotte Danske Bank’. 
47 Børsen, 2018, ’EL: Staten bør kunne overtage Danske Bank ved dom for hvidvask’. 
48 Lov om Finansiel Virksomhed §8 stk. 7. 
49 Finans Danmark, ’Institutter, filialer & ansatte’. Retrieved from: https://finansdanmark.dk/toerre-tal/institutter-filialer-ansatte/  
50 Dr.dk, 2012, ’Se listen: 28 bankfusioner på tre år – og der er flere på vej’.  
51 Finans Danmark, retrieved from https://Finansdanmark.dk/toerre-tal/fusioner/ on 30 December 2018 
52 Berlingske, 2017, ’Nyt underskud i Coop Bank: Mangler 50.000 kunder’.  
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banking license and forced dissolution on the grounds of compliance breaches. Københavns Andelskasse 

had received a number of critical inspection reports by the Danish FSA, who demanded the implementation 

of proper KYC measures, including procedures to prevent being misused for AML or terror financing. The 

Danish FSA found that the issues related to KYC had seemingly only increased during the course of their 

three latest inspections, and they utilized their mandate to the fullest extent by initiating a forced 

dissolution of the bank53.  

Another important and earlier referenced matter is the contribution of implementing internally developed 

risk-scoring models. This too speaks to the advantage of economies of scale. Implementing and maintaining 

an advanced risk-scoring model which must meet the highest level of scrutiny by the FSA is no doubt a 

difficult and costly affair, but comes with the benefit of significantly lower risk weights of assets.   

For Danske Bank, which is the largest bank in Denmark, the increased regulation of financial service firms is 

likely to serve as a competitive advantage, at least short-term. The grounds for such is that as economies of 

scale becomes a necessity for continued operations, the largest firms are likely to persevere. At the same 

time, the consolidation of the banking industry will in the long-term result in other banks becoming larger, 

giving them greater economies of scale as well.  

Another point to consider is the current market of share of Danske Bank. With a market share of 26.5 %54, it 

is among the highest that I have been able to locate. For reference, slight differences in measurement 

method notwithstanding, in Sweden, Swedbank reports being market leader with a market share of lending 

to private customers of 23 %55. In Norway, DNB measures its market share in % of home mortgages, and 

announces a market share of 28 %56. In Finland, Nordea hold a 26.4 % share of total lending to non-financial 

institutions, and 29,5 % of housing loans57. In UK, the market leader has a market share of 16 %58, in 

Germany the three largest banks together only hold 11 % of the retail market59, and in US the share of 

residential mortgages held by the 5 largest groups is only 25 %60. 

One implication of the remarkably similar market share of the market leader across the Nordics, with a 

lower market share in other regions of the western world, is that public opinion and interests may prevent 

a (much) higher market share of a single financial institution. Both policy makers and customers of the bank 

                                                           

53 Finanstilsynet, 2018, ‘Afgørelse om, at Københavns Andelskasse er forventeligt nødlidende, jf. § 224 a, stk. 1, nr.1, i lov om finansiel virksomhed’. 
54 Danske Bank, 2018, ’Interim report – first nine months 2018’, p. 9 
55 Swedbank, 2018, ‘Competition in Swedbank’s home markets’.  
56 DNB Group, 2018, ‘Annual Report 2017’, section ‘Market Shares in Norway’.  
57 Bank of Finland, 2018, ‘Bank of Finland begins to publish statistics on credit institution’s market shares’.  
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are interested in keeping the industry competitive, and without a monopoly or oligopoly. In a historic 

perspective, the earliest reference to a market share of Danske Bank we have located is in the 1999 Annual 

report. Herein is mentioned a market share of Danske Kredit mortgage loans of 19.4 %61. In the 2001 

Annual report, at which point Danske Bank had acquired BG Bank and Realkredit Danmark, the market 

share of total Danish mortgage lending is reported at 37 %, with various Retail Banking segments ranging 

from 35 to 40 %62.  Since then, the market share has dropped significantly, as it now amounts to only 26.5 

%.   

In a historic perspective, a significant contributing factor to the growth and high market share of Danske 

Bank is its acquisitions in the 1990s and early 2000s. Since then, in a period where the number of banks in 

Denmark has more than halved, Danske Bank has not been involved in any bank mergers in Denmark. The 

cause of such was that the Danish Competition and Consumer Authority had prohibited the bank from 

initiating further acquisitions63. Instead, Danske Bank made acquisitions abroad.  

Concluding on the legal and political factors, I believe the bank has a short-term advantage, on the basis of 

economies of scale, in its ability to meet new regulatory requirements. Offsetting this, I believe the 

historical developments in its market share in Denmark and the restrictions of large banks to undertake 

significant acquisitions speaks to dampened growth prospects.    

 

4.3.2. Economic factors 
Danske Bank operates in 16 countries, but its core market is the Scandinavian region, i.e. Denmark, 

Sweden, Norway and Finland. The Scandinavian region have low unemployment rates, very low interest 

rates, a stable infrastructure and money supply, low inflation and high disposable incomes. 

As of October 2018, the unemployment rate of the Scandinavian countries amounts to respectively 4.8 % 

for Denmark, 6.3 % for Sweden, 4.0 % for Norway and 7.2 % for Finland, figures that are well below the 

average unemployment rate in the Euro area of 8.1 %64(Appendix 1.1). 

Interest rates in the Scandinavian region is at unprecedented levels. In Denmark, the national bank policy 

rate is negative 0.65 %, in Sweden it is negative 0.5 % and in Finland it is negative 0.4 %. Norway, with a 

policy rate of 0.75 %, is the only country in the Scandinavian region with a positive rate65. The central bank 

                                                           

61 Danske Bank, ‘Annual report 1999’, p. 16 
62 Danske Bank, ‘Annual report 2001’, p. 43 & 49. 
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policy rate reflects the revenue or cost that a bank generates on its deposits in the national bank. Under 

the current negative rates, banks in Denmark, Sweden and Finland incur a cost on their deposits in the 

national bank.  

The low interest rates affect not only deposits. In Finland, for instance, the average interest rate for 

households’ loans was 5.81 % in January 2012, but only 4.10 % in October of 201866. In Denmark, the 

numerical interest rate of loans could not be obtained, but a spread in the interest margin tells a similar 

story. In January 2012, the average interest margin of Danish Banks, across all sectors, was 2.752 %.  In 

October of 2018, it had dwindled to 2.198 %. Going back to the oldest data of the interest spread available, 

the development is even greater – in January 2003 the interest margin was 3.354 % (Appendix 1.1). 

The development of particularly the interest margin is striking. After all, the key business principle on which 

the banking industry was founded, was the deposit and lending of money, earning a spread between the 

two. As the interest margin shrinks, so too does the revenue of a bank.  

A contributing factor to the shrinking interest margins and negative deposit rates is likely to be the 

quantitative easing (QE) program of the European Central Bank (ECB) initiated in September 2014 and 

expanded upon on 22 January 201567. For the purpose of stimulating the economy, the program brought 

significant liquidity to the market, supplying assets of more than EUR 60 bn a month. Since the initiation of 

the program in 2015, the ECB has accumulated more than EUR 2.4 tn in assets, but the program will stop at 

the end of 201868.  

The QE program coincided with the significant reductions in the interest deposit rate of national banks, 

which as mentioned earlier is strongly negative, except for Norway. In Denmark, which experienced the 

swiftest and most significant change, the interest deposit rate of the national bank was reduced from 

negative 0.20 % to negative 0.75 % on 6 February 2015. For Danske Bank, the effect was instant. In Danske 

Bank’s 2014 Annual Report, the key figure Net interest income as % p.a. of loans and deposits (NIILD for 

short) was 0.96 %, a figure that had been relatively stable. In the 2015 Annual Report, NIILD had dropped to 

0.89 %, significantly lower than any year before. For the business units most reliant on interest as income 

source, e.g. those where trading or other income is minor, the impact was even more profound. Personal 

Banking in Denmark, as it was segmented in 2015, experienced a drop in NIILD from 0.99 % to 0.83 % from 

2014 to 201569. We shall explore this matter further in section 7.4. 
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Despite the very difficult market conditions of negative deposit rates for banks, the cost hereof has only to 

a very limited degree been shifted onwards to customers. In an analysis published in May 2017, the Danish 

National Bank found that only half of corporate customers was being charged a negative interest on 

deposits, and the average interest rate applicable across all corporate customers was 0.12 %. Given that 

only about half of corporate customers had been introduced to negative interest rates, this corresponds to 

an interest rate of average -0.24 % for those who had. This, however, is still far from the -0.65 % charged 

towards the banks. For private customers, not a single bank had introduced negative interest rates on 

deposits70. 

Historically, Norway has had an inflation target of 2.5 %, while Sweden’s Riksbank has had a target of 2 %, 

and Denmark and Finland a target of below, but close, to 2 percent7172. In March 2018, Norway’s National 

bank adjusted its target to 2 %73. 

Since the 2008 financial crisis, Norway has had an average inflation of 2.04 %, while Denmark has averaged 

1.33 %, Finland 1.20 % and Sweden just 0.78 %74. In this respect, the average inflation has been quite a bit 

below the target (appendix 1.1).  

Despite the big differences in inflation rates, Sweden and Norway, whose currencies under the 2008-2009 

financial crisis experienced significant drops, are the two countries which have achieved the greatest 

growth in GDP. In the period 2009 – 2017, Sweden has experienced an average annual  growth of 1.9 %, 

followed by Norway at 1.19 %, Denmark at 0.9 % and Finland at -0.07 %. Particularly Sweden, whose 

currency from September 2008 and over a period of 6 months experienced a drop in value relatively to the 

EUR of more than 23 %, recovered very swiftly, posting a real GDP growth of 5.99 % in 2010. In 2017, 

however, the most recent year for which we have data available, the inflation and growth in GDP of the 4 

Scandinavian countries are remarkably similar. Finland ranks the highest at 2.63 %, followed by Denmark at 

2.30 %, Sweden at 2.29 % and Norway and 1.92 %. The spread in inflation between the 4 countries is also 

the smallest since 2000, varying between 0.75 % and 1.88 %. 

We argue that a reliable proxy for the growth rate of the collective banking industry is the annual growth in 

GDP. We have been unable to find any trustworthy studies on the real growth prospects of specifically the 

Scandinavian region, but the PWC report “How will the global economic order change by 2050?” looks at a 

number of well-developed countries whose economic prospects is likely to be similar to the Scandinavian 
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countries. After all, well-developed countries do rely on imports and particularly exports as means to grow, 

and it is unlikely that one country is able to grow at a significantly higher rate than all of its closest trading 

partners.  

The PWC report estimates real growth of a number of well-developed western countries to be within a 

band of 1.3 % - 1.5 %, and this includes Australia, Japan, UK, United States, Netherlands, France, Germany 

and Spain75. I find this to be a realistic number for the long-term real growth prospects of the Scandinavian 

region as well. 

In addition to real growth, which can be defined as increased productivity, the annual growth in GDP is 

affected by changes in the size of the population. I shall explore this matter in further detail in the next 

section. 

 

4.3.3 Socio-cultural factors 
A subject that I would argue evolves based on social and cultural norms is the matter of Corporate Social 

Responsibility (CSR). It has seen a large surge in the past decade or two, and Danske Bank joined the wave 

and issued its first CSR report in 2007.  

For the first few years, the bank defined and adopted policies for socially responsible investments, 

implemented “talking” ATMs assisting blind people in the task of withdrawing cash, developed online 

learning tools for children and young people, and set targets for women in managerial positions76,77,78,79. 

Nevertheless, the CSR initiatives were overshadowed by the financial crisis, followed by some unpopular 

marketing and business strategies. The bank launched its “New Standard” campaign in 2012, which 

attracted widespread criticism. Particularly the use of pictures from the Occupy Wall Street movement, a 

movement whose anger primarily was directed towards banks, was condemned80. The campaign concurred 

with the closing of many branches and the introduction of the new Customer Programme, both of which 

were strongly criticized81. The bank lost a significant number of customers, and between 2010 and 2015 it 

closed more than half of its branches, from 320 branches in June 2010 to 133 in June 201582. 
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The unpopular marketing campaign and business initiatives were reflected in satisfaction surveys. While 

the industry in its entirety did experience lower ratings, the drop for Danske Bank was more profound 

(Appendix 1.2). 

In September 2013, Danske Bank replaced its CEO and appointed Thomas Borgen as the new CEO. Between 

2014 and 2017, the polls bettered, but in 2018 Danske Bank has experienced a significant decline.  

With Borgen as CEO, the bank continued launching new CSR initiatives, including The Hub, a platform for 

entrepreneurs, and The Growth, a department specialized in assisting start-ups in the fields of life science 

and healthcare, IT and infrastructure. Borgen also participated in the Danish People’s Political Festival at 

Bornholm, and the bank strengthened its focus on gender diversity, including female entrepreneurship and 

the share of women in managerial positions83.  

Despite these CSR efforts, the bank still attracted criticism, for instance when launching its new investment 

solution, June. While the bank had implemented strict investment principles in its actively managed 

investment solutions, June was a passive investment mirroring an index. In such relation, no screening was 

undertaken in relation to environmental, social or governance (ESG) related matters84. The composition of 

the executive management was also disapproved, as it consisted of 9 men and 1 woman85. 

In 2018, the Estonian money laundering incident has overshadowed all CSR actions of Danske Bank. 

Interestingly, the bank in its most recent 2017 CSR-report defined Financial Stability and Financial Crime as 

the two most important corporate responsibility matters. In this respect, it seems surprising that the flow 

of funds could go through the Estonian branch un-investigated for years. The scandal has led to a significant 

reduction in customer satisfaction, as shown in the polls. Worthy of note is also that interviews were 

undertaken between 8 August and 10 September 2018, and thus prior to the release of the report 

concerning the Estonian branch of Danske Bank which took place on 18 September 2018.  

I believe it is likely that the Estonian money-laundering incident will affect the bank’s retaining and 

acquisition of good corporate governance-minded individuals and businesses, which could affect the bank 

adversely, at least in the short term. 

A final sociocultural matter to consider is that of population size, as it impacts the size of the prospective 

market. According to Danmarks Statistik, the population of Denmark as of 1 January 2018 was 5,781,190. 

                                                           

83 Danske Bank, 2017, ‘Corporate Social Responsibility Report 2017’, p. 15 & 28. 
84 Bt, 2017, ‘Danske Bank I stormvejr: ‘Det er skandaløst at sælge sådan et produkt’. 
85 Berlingske, 2018, ‘Hård kritik af Danske Bank: Ni mænd og kun én kvinde i toppen efter stor rokade’.  
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The forecast for the 2050 population is 6,429,769, corresponding to an average growth rate of 0.333 % per 

year86. 

 

4.3.4 Technology 
While the concept of banking date back hundreds of years, the technological development during the past 

few decades has transformed the banking industry significantly, and the development is likely to continue. 

The traditional products offered by a bank are relatively uniform, and this means that the competition 

between banks is not in the products themselves, but the way in which they are provided.  

Until the 21st century, banking transactions were often undertaken manually by staff of the bank. With the 

introduction of the internet and online banking, customers now increasingly circumvent involving the bank 

directly, instead utilizing online tools. While this is likely to increase the demanded quality of service when 

a customer does contact the bank, more important is the technology of the products provided by the bank. 

In a 2015 survey, 82 % of Danish bank customers stated that they rather use online banking than have 

personal service in a branch87. 

The development is also reflected in the number of branches. While Danske Bank had 320 branches in June 

2010, this number has dwindled to 94 as of 1 January 2019. Of these 94, only 53 offer services related to 

payment of bills, cash withdrawals and deposits etc., while the remaining offer only advisory services88.  

Lending, the principle revenue generating activity of a bank, now faces fierce competition by a large 

number of firms whose only product is the provision of loans. Today, consumer loans are largely provided 

through digital tools, e.g. online applications through websites, online banking or even text messages. 

Some companies have even made a business out of facilitating loan offers from multiple potential loan 

providers, obtaining a referral fee from the loan provider who issues the loan.  

To offset this development, and to stay competitive, Danske Bank has begun to innovative new products 

outside of their traditional sphere. Its first innovative product was MobilePay, which has since proved 

successful. I will explore this in section 8.7. 

Acknowledging the success of MobilePay and that innovative ideas best flourish separate from the 

traditional banking business of the bank, Project X was set up. It has since launched the investment portal 

June, which offers a simple and passive index fund investment solution. Additionally, it has launched the 

                                                           

86 Danmarks Statistik, 2018, ’Befolkningsfremskrivning’.  
87 Berlingske, 2015, ‘Netbanken er vigtigere end rådgiveren, når vi vælger bank’.  
88 Retrieved from: https://danskebank.dk/privat/soeg?q=2720&type=&filter=#tab2  

https://danskebank.dk/privat/soeg?q=2720&type=&filter=#tab2
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home searching portal Sunday, which combines the search for a home with the process of economic 

approval. While traditional home searching portals offer searches only on geographical location, home 

characteristics and price, Sunday offers a comprehensive view of the user’s economy. Based on the user’s 

salary, fixed expenses and all cost parameters of the home, it can provide a comprehensive budget, 

including tax elements. While the bank has been very open in the market development of MobilePay, very 

little has been published regarding Sunday. It is therefore too early to tell whether Sunday will prove 

successful. 

Since 2017, Danske Bank has also adopted a mindset of open collaboration with Fintech companies, 

perhaps also fuelled by the new Payment Services Directive 2 regulation. Danske Bank is part owner of R3, 

a corsortium of more than 80 banks seeking to commercialize the Blockchain technology89. Danske Bank 

has partnered with Minna Technologies, a Swedish based Fintech company which offers a subscription 

managing program90, and it has launched its Open Banking initiative, building on cooperation with Fintech 

companies91. In May 2018, it also became co-owner of Fintech company Spiir when it invested DKK 25 mill., 

which was followed by an additional investment of DKK 10 mill. in December 201892.  

Google Pay, a direct competitor to Danske Banks own Mobilepay, is also offered by Danske Bank.  

History is full of large corporations that failed to adapt to new technology in time. To avoid this mistake, 

Danske Bank commit resources and efforts to stay aware of technological innovations, and I assess this to 

be a wise decision. If the banking industry is disrupted by new technological innovations, Danske Bank, on 

the back of its collaboration with Fintech companies, is likely to be in a position to adapt to this new 

technology. 

4.3.5 Summary of PEST-analysis 
The banking industry is undergoing significant consolidation, largely driven by increased regulation and 

added benefits from economies of scale. Since the year 2000, more than 120 banking mergers have been 

undertaken in Denmark, and the number of banks under supervision is now 69. As Danske Bank is the 

largest bank in Denmark, the consolidation and economies of scale is likely to prove a competitive 

advantage.  

Historically, Danske Bank have acquired market share through acquisitions, particularly in the 1990’s as well 

as the 2001 acquisition of Realkredit Danmark and BG Bank. Following the latter merge, Danske Bank was 

                                                           

89 Danske Bank, 2017, ‘Danske Bank pushes for commercial application of blockchain’.  
90 Danske Bank, 2018, ‘Danske Bank enters into partnership with Swedish FinTech company Minna Technologies’.  
91 Danske Bank, 2017, ‘Danske Bank reaches out to startups at Fintech Innovation Day’.  
92 Danske Bank, 2018, ‘Danske Bank increases investment in Spiir’.  
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prohibited from undertaking further acquisitions in Denmark, and their market share has dropped 

significantly since then, from upper thirties to now 26.5 %. 

The economy of the Scandinavian region is proving strong in the latest few years, with reduced 

unemployment rates and a GDP growth averaging more than 2 % in 2016 and 2017. The economic growth 

has been stimulated by the QE program of the ECB, which has driven down interest rates. Denmark, 

Sweden and Finland have negative interest rates on deposits, and this proves to be a difficult market for 

banks, whose interest margins are under pressure.  

Danske Bank has caught much media and political attention from the possible laundering of money through 

their Estonian branch. This has affected Danske Bank adversely and overshadowed all other CSR actions, 

and satisfaction polls have seen a large drop. Prospects of growth are likely to be negatively affected.  

In regards to technology, the banking sector has undergone significant changes for the past number of 

years. Customers increasingly circumvent personal service at banks, instead utilizing online tools to manage 

their personal and corporate finances. Acknowledging the impact and speed of technological innovations, 

Danske Bank has partnered with other banks and Fintech companies in order to stay on top of new 

technology. 

4.4 Porters five forces 
The five forces analysis seeks to identify the attractiveness of an industry. It builds on five distinct 

components of competition, respectively, 

1. Potential entrants 

2. Rivalry 

3. Threat of substituting products 

4. Bargaining power of buyers 

5. Bargaining power of suppliers. 

4.4.1 Potential entrants 
The products provided by banks are traditionally thought of as uniform and non-distinctive. While that is 

true for the most basic products such as consumer loans, accounts and money transfers, banks also offer 

other products which are distinctive from that of the competition. For instance, large corporations may 

have complex needs, such as currency hedging, that can only be provided by a small number of banks. 

Despite the uniformity of basic products, I would argue that the barriers to enter the banking industry are 

quite significant. With reference to section 4.3.1 and the political and legal surroundings, economies of 
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scale is a significant competitive factor, as also evidenced through the very significant consolidation taking 

place in the industry.  

As shown in our Coop Bank example, the cost to establish and generate sufficient volume takes years, and 

with very significant deficits. Coop has thus far spent almost DKK 0.5 bn., but has yet to post its first profit. 

However, although new entrants encompassing all aspects of a traditional bank are unlikely to emerge in 

any significant number, select areas of the financial service industry which compete with traditional banks 

have seen the rise of a number of new players. For instance, the competition in the industry of consumer 

loans have strengthened significantly. New players emerge every year, and in the most recent years even 

so-called peer-to-peer lending platforms has established themselves on the Danish market, for instance 

BetterRates93. Another example is Brickshare, a peer-to-peer investment property platform raising capital 

from many different private individuals, thereby circumventing bank financing94. The field of payment has 

also seen the emergence of some formidable competitors, including Google and Apple. 

Investment income, historically greatly profitable for banks, either through direct ownership of the 

investment funds or through referral fees, has also undergone a significant development. In 2013, the 

number of Danish detail investment funds was 482, which has risen to 815 by November 201895.  

For the business areas which Danske Bank covers, which include banking services, life insurance, pension, 

mortgage credit, wealth management, real estate and leasing services, new competitors emerge in the 

majority of these areas. The only areas not to see any new participants are those with the greatest 

regulatory and capital requirements, or those where the current business environment is deemed 

unattractive. For instance, no new mortgage credit firms have been established in the past 50 years, except 

for mergers. In the area of traditional banking services, only Coop has emerged in the past decade. 

Regulatory and capital requirements aside, the current unattractive deposit interest rate environment is 

likely to contribute to this. 

 

4.4.2 Rivalry 
Although the financial service firm industry, and particularly the banking industry, has seen a significant 

consolidation, I would argue that the competition remains significant. This is also reflected in the fact that 

not a single bank has introduced negative interest rates on deposits in DKK towards its retail customers, 

                                                           

93 Berlingske, 2015, ’Derfor udhules danskernes milliardstore opsparing dag for dag’.  
94 Finans, 2018, ’Sælg din friværdi: Iværksættere får DKK 10 mio. til ejendoms-platform’.  
95 Finansdanmark, 2018, ’Antal detailfonde indenfor hvert investeringsområde”. Retrieved from http://finansdanmark.dk/toerre-
tal/investeringsfondsstatistikker/statistikker-i-excel/  

http://finansdanmark.dk/toerre-tal/investeringsfondsstatistikker/statistikker-i-excel/
http://finansdanmark.dk/toerre-tal/investeringsfondsstatistikker/statistikker-i-excel/
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and only to a very limited extent towards corporate customers. When the deposit rate became negative in 

September 2014, banks instead invented new fees and raised prices of other existing services96. Between 

September 2014 and 2015, banks increased fees by 10.9 %97. 

For payments abroad, new market participants such as Transferwise claim to undertake payments abroad 

for the cost of 1/8th of some banks. While the claim of being able to conduct a payment abroad for just a 

fraction of the cost of some banks might be bold, it could indicate that banks struggle in the current 

interest rate environment, instead trying to recoup some revenue through increased prices in affiliated 

services. 

One such example can be seen in the business strategy of Lån & Spar Bank (LSB). Acknowledging that 

deposits in the current interest rate environment will generate a deficit no matter what, LSB has raised the 

stakes, offering 5 % in deposit rate for the first DKK 50,000 under the condition that all other business be 

undertaken with them as well98. 

In the field of card payments, a number of banks raised their exchange-rate commission on card 

transactions by up to 50 %. It attracted significant attention from consumer rights groups, and the Danish 

Competition and Consumer Authority has initiated an investigation99.  

In the industry of pensions, whose offerings largely consist of respectively insurance products and 

investment management services, pension firms have incurred losses in the bns on their insurance 

offerings, instead recouping the deficit on its investment costs.  Danica, part of the Danske Bank group, 

incurred a loss of DKK 1.5 bn in its insurance product offerings over the span of 18 months. Of these, 

however, almost DKK 1 bn was for future provisions100. 

In summary, the most basic services of a bank, the deposit and withdrawal of funds, are seeing little if any 

new competition. Instead, it is undergoing a significant consolidation. On the other hand, the affiliated 

services of banks, which are offered either through the firm’s subsidiaries or through referrals to third 

parties, are seeing significantly increased competition.  

 

                                                           

96 Børsen, 2015, ’Jyske Bank opfinder stribe af nye gebyrer’.  
97 Fyens, 2015, ’Priserne står stille: Men bankgebyrer tordner op’.  
98 Lån og Spar Bank, 2018, ’Lønkonto med 5 % i rente hos Lån & Spar Bank’. Retrieved from:  
https://www.lsb.dk/lsb/content/produkter/loen_opsparing/lsbprivat_medlemsfordele/Artikel  
99 DR, 2018, ‘Forbrugervagthund undersøger bankers voldsomme gebyrstigning’.  
100 Børsen, 2018, ’Forsikringer koster pensionskæmper milliarder’.  

https://www.lsb.dk/lsb/content/produkter/loen_opsparing/lsbprivat_medlemsfordele/Artikel


43 
 

4.4.3 Substituting products 
Despite the emergence of many new players in the financial service industry, I would argue that banks have 

a somewhat strong position. 

In the current interest rate environment, banks are struggling to make an acceptable return on deposits. 

Instead, other prices, including banking fees, are being raised. To offset the increase in banking fees, 

customers are offered and incentivized to congregate all their financial service needs with one provider, in 

return gaining a significant reduction in banking fees.  

For instance, Danske Bank charge DKK 480 or more in annual fees for a DKK account with debit card for 

customers with very little volume of business, while the same services are provided for free to customers 

with some volume, e.g. a mortgage loan of DKK 1 mill. Discounts for customers with a significant volume 

are also offered in many other areas, for instance insurance, refinancing of debt and even discount on 

realtor fees101. 

While accounts and cards are non-distinguishable, they are a necessity to almost all people and businesses. 

This, coupled with the chosen pricing policy, provides banks with a strong base for retaining revenue 

through their own products, as well as those generated through affiliated financial service products, either 

through subsidiaries or through referral fees.  

 

4.4.4. Bargaining powers 
All private customers and businesses utilize the financial service industry. This, coupled with the perceived 

high switching costs, leaves buyers with a poor bargaining power.  

A survey by Mybanker, an online portal facilitating offers from multiple banks towards prospective 

customers, shows that while 43 % of respondents are considering changing bank, only 4 % have acted on it 

within the past 12 months102. This seems to be in line with data from Finansforbundet, which measures the 

number of customers changing banks each year to be around 175,000103. Given that the population of 

Denmark is 5.8 mill, coupled with some people not having a bank account, e.g. infants and children, this 

corresponds to a figure between 3 and 4 % annually.  

It should however be stressed that this only concerns banks, and not financial service firms in general. The 

ratio of customers that change financial service provider seems naturally to coincidence with the perceived 

                                                           

101 Danske Bank, Customer Programme, Retrieved from: https://danskebank.dk/da-dk/Privat/Konti/Pages/kundeprogram.aspx 
102 Mybanker, 2018, ’Her er danmarks bedste bank 2018’.   
103 Finansforbundet, 2017, ’175.000 kunder skifter bank om året’.  
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difficulty and cost hereof. For mortgage financing, only an estimated 8 % changed provider over the course 

of 3 years, despite 24 % having considered it104. For insurance firms, where switching costs are significantly 

lower, the ratio is much higher. Epsi reports that while only 22 % of insurance customers in 2013 had less 

than 4 years of seniority, this ratio had increased to 35 % by 2017105. 

It seems clear that the banking and mortgage sector have relatively strong bargaining power compared to 

other financial service firms, such as insurance providers. 

 

4.4.5 Bargaining power of suppliers 
With exception of the regulatory framework and interaction with national and central banks and FSAs, the 

primary supplier for a bank is the capital market. The capital market consists of a very significant number of 

actors, and capital can be raised independently from any one of these market actors.  

However, banks and other large firms seeking to raise significant volumes of capital rely on a credit rating 

from one of big 3 rating agencies, respectively Standard & Poor’s (S&P), Moody’s or Fitch. These rating 

agencies evaluate the credit worth of companies and provide them with a rating corresponding to the 

estimated risk. This enables market participants to gauge the risk associated with providing capital to a 

possible counterparty. Without a credit rating, the options of raising capital would be serious impeded, as 

many capital and pension funds are restricted from carrying out investments in bonds issued by companies 

without a certain quality of rating.  

In this respect, credit rating agencies are the most important supplier for a financial service firm needing to 

raise significant volumes of capital on the market. Banks thus have a poor bargaining power towards the 

credit agencies, but once a rating has been obtained, and assuming it is acceptable, banks have a great 

variety of channels through which capital can be raised. As for the price, it is largely dictated by the rating 

given by the rating agencies. 

4.4.6 Summary of Porter’s Five Forces analysis 
The financial service industry as a whole are seeing the emergence of many new entrants, but the areas 

with the greatest regulatory and/or capital requirements, and this includes banks, are seeing few if any new 

entrants. It is instead undergoing consolidation. 

                                                           

104 Konkurrence- og Forbrugerstyrelsen, 2017, ’Analyse af markedet for realkredit’. 
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Accordingly, the most basic services of a bank, the deposit and withdrawal of funds and the provision of 

debit/credit cards, are seeing very little new competition. However, affiliated services of banks, which are 

offered through own subsidiaries or through referrals to third parties, are seeing significantly increased 

competition. 

Practically all people and businesses depend on a bank account and card in order to utilize the financial 

system. This, coupled with the chosen pricing policy that incentivizes customers to congregate all their 

financial needs with one provider, provides banks with a strong base for retaining revenue through own 

own products, as well as those of affiliated services, either through subsidiaries or through referral fees.  

As for customers of the bank, they perceive the change of bank to carry high switching costs, and this 

leaves them with a poor bargaining power. 

The most important supplier for a bank is a credit agency. In order to raise capital on the market, banks are 

dependent on a rating, as it enables potential capital providers to quickly assess the risk of the bank, 

without needing to undertake their own credit assessment. The price of raising capital is therefore largely a 

result of the quality of the rating grade. This leaves banks with a poor bargaining power towards credit 

agencies. 

 

5. Computation of cost of equity 

In the presentation of equity model methodology, I presented the notion of cost of equity. The cost of 

equity has a profound effect on the discounted value of future cash flows, and thereby the value of equity. I 

will therefore present my inputs and arguments for each input composing the cost of equity, namely the 

risk-free rate, the market risk premium and the beta value of Danske Bank. 

 

5.1 Risk free rate 

Plenborg and Petersen argue that in valuation, where the time horizon is often infinite, a 10 or 30 year 

zero-coupon government bond should be used106. 

Damodaran agrees. He argues that for most mature firms, a 10-year zero coupon government bond can be 

used. For high growth firms, where cash flows tend to be negative for a number of years and only 

                                                           

106 Damodaran, 2018, ‘Dark side of valuation’, p. 250. 
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subsequently positive, the duration of equity can be greater. In such an event, an argument can be made 

for using a 30 year zero-coupon government bond instead107.  

Going by the arguments of Damodaran as well as Plenborg and Petersen, I have tried to locate a zero-

coupon DKK government bond. However, such a bond does not exist. The closest I can find is a 0.5 % 

coupon bond (DK000992356108) with an expiration date of 15 November 2027, and thus just short of 9 

years. However, I believe this bond will closely approximate the return of a 10 year zero-coupon bond had 

such a bond existed. Historically, the spread between 9- and 10-year bonds has been very low, and a 0.5 % 

coupon is small, all things considered. 

The effective return of the bond is 0.16 % annually, a return well below any previous time in history. In fact, 

the first time in history that a Danish 10-year government bond gave a return of less than 3 % annually was 

in December 2011, amid serious market uncertainty. Just two months prior, European leaders and IMF 

settled an agreement with banks, in which they accepted writing off 50 % of the debt towards Greece109.  

Greece was not alone. Spain and Italy struggled too, and Denmark was seen as a safe haven, attracting 

considerable investment from foreign investors, driving down interest rates110. Interest rates of a 10-year 

government bond remained somewhat steady for the next few years, granting a return on investment 

between 1.08 % and 2.05 % in the period of December 2011 till July 2014.  However, following the 

announcement of EBC’s QE program in September 2014111, interest rates plummeted, hitting just 0.12 % in 

February 2015.   

This begs the question as to whether the current levels are unnaturally low. In his book, Damodaran 

acknowledges that many analysts have adopted the habit of substituting the current interest rate with 

what they feel is a more normal rate. He warns about this practice, saying it will lead to skewed and 

unnaturally high valuations. He argues that interest rates change because of changes in underlying 

fundamentals, and that low interest rates are indicative of a low inflation, low growth economy112. 

He cites the Fisher equation, which decomposes the risk-free rate into respectively inflation and the real 

interest rate, and argues that a nominal risk-free rate can be estimated based on historic inflation and real 

growth rate. Using actual inflation during the most recent year as predictor of future inflation, and the real 

growth rate as the estimate for the real interest rate, the two added together yields the nominal risk-free 

                                                           

107 Damodaran, 2018, ‘Dark side of valuation’, p. 175 
108 Retrieved from: http://www.nasdaqomxnordic.com/bonds/denmark/microsite?Instrument=XCSEDANSKE_STAT_2027  
109 BBC, 2011, ‘Barosso: Europe ‘closer to resolving Eurozone crisis’. 
110 Nationalbanken, 2013, ‘Monetary review, 2nd quarter 2013: Was the Krone a Safe Haven during the Sovereign Debt Crisis?’, p. 71 
111 Forbes, 2014, ‘Draghi’s case for quantitative easing in Europe’.  
112 Damodaran, 2018, ‘Dark side of valuation’, p. 192 
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rate. He finds that this methodology has been able to predict the nominal US interest rates quite 

accurately, also under the US QE program in place since 2008. While some have argued that US interest 

rates have been low as a direct result of the US QE program, Damodaran argues that this has more to do 

with anaemic growth and low inflation113. 

I have tested whether the same applies to Denmark – interestingly, it does not. Assessing the predictability 

of nominal interest rates between 1995 and 2018, the method seems somewhat reliable for the first 14 

years, staying within a margin of error of 2 %. However, under the financial crisis and the following years, 

its reliability seems to be hampered. In 2010, which estimates the nominal interest based on real GDP 

growth and inflation in 2009, the margin of error exceeds 7 %. In 2012, building on figures of 2011 where 

southern Europe faced severe difficulties, the margin of error is also quite high, at 2.35 %. 

 

As referenced above, the only instances prior to 2015 where the margin of error was greater than 2 % can 

be explained by abnormal market conditions. Furthermore, historically a reversion to the mean has 

followed shortly after. However, from 2015 and onwards, the margin of error is consistently high, with the 

greatest margin of error being in the latest year, 2018. On this basis, I conclude that the current interest 

levels are unnaturally low. 

ECB has announced that the QE stimulus program ended in December 2018, and I believe the QE program 

was the cause of the unnaturally low interest levels. On this basis, I would expect interest rates to 

normalize. However, while ECB has ceased buying up new assets under the QE program, they are unlikely 
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to sell assets in any significant number anytime soon. ECB is keeping deposit rates unchanged, at 0 %, thus 

still incentivizing investments and consumption114. In absence of proper information on which to accurately 

forecast, I assume a gradual return to normalized market rates over a period of 4 years, starting from 2019 

and until end of 2022. Historically, in the period analysed from 1995–2018, the longest period until a 

reversion to the mean, Fisher equation levels, has been 4 years. In this respect, and given that the period of 

unnaturally low returns has already lasted 4 years, I find this to be a conservative estimate. 

This leaves the question of what a normalized 10-year DKK government bond should yield. Building on the 

Fisher equation and the fact that nominal interest rates can be estimated from real GDP growth rates and 

inflation, I calculate the nominal interest rate. 

In section 4.3.2 I argued for a growth in economic output of 1.3 – 1.5 % p.a., and in section 4.3.3 I 

presented the population growth forecast of 0,33 %. Added together, my forecast of real GDP growth is 

1.63 – 1.83 %.  

As for inflation, the historical inflation from 1994 – 2017 has been 1.83 %. This coincides with the monetary 

policy of an inflation target of below, but close, to 2 %. Taking the average of the real GDP growth plus the 

inflation yields a nominal interest rate of 3.56 %. I believe this to be a reliable estimate – in fact, the 

average 10 year government bond interest between 1994 and 2011, before the southern European debt 

crisis and the QE program, was 4.92 %. 

In summary, in my valuation models I will use the January 2019 interest rate of 0,16 % for the financial year 

2019, and then gradually normalize the risk-free interest rate to a long-term rate of 3.56 % by 2023.  

 

5.2 Market risk premium 

Similar to the risk-free rate, the level of the market risk premium has a profound impact on the valuation of 

a company. Particularly mature companies, whose betas tend to converge towards one, and where the 

opportunities of high growth are limited, the level for which future cash flows are discounted is one of the 

primary drivers of value estimation. 

The most common approach to estimate equity risk premium is the historical premium approach. Herein 

actual returns on stocks and default free government bonds are measured up against each other, and the 

difference, over a long period, reflect the equity risk premium. Although the methodology in how the 
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equity risk premium is calculated is largely similar, the level at which practitioners arrive carries a significant 

margin. Damodaran finds that practitioners use a level anywhere between 3 % and 12 %.115 

The difference in the estimation of the equity risk premium can be found in the period and length of the 

measurement, and whether a geometric average or arithmetic mean is used. For instance, Damodaran in 

his equity risk premium calculation of the U.S. market find a risk premium anywhere between 2.3 % and 

7.96 %. The risk premium of 2.3 % originates from a geometric average in the period 2007 – 2016 whereas 

the risk premium of 7.96 % is based on the arithmetic mean between 1928 – 2016. 

While neither Damodaran nor Plenborg and Petersen conclude on the usefulness of using the arithmetic 

mean, I will argue that it is not very useful. The arithmetic mean can provide a positive value even when 

value has been lost. Consider for instance a situation in which a stock drops in value by 50 % in year 1, 

followed by a value increase of 80 % in year 2. The arithmetic mean would yield an annual return of 15 %, 

although the actual return for the period is negative by 10 % (1*50%*180%), discounting not taken into 

account. An equity investor would undoubtedly be dissatisfied with his investment, despite the arithmetic 

mean return of 15 % a year. The geometric average, however, measure only value creation. It takes the end 

value and beginning value and computes the average return. 

𝐺𝑒𝑜𝑚𝑒𝑡𝑟𝑖𝑐𝑎𝑣𝑒𝑟𝑎𝑔𝑒 = (
𝑉𝑎𝑙𝑢𝑒𝑛

𝑉𝑎𝑙𝑢𝑒0
)

1 𝑁⁄

− 1 

I believe investors value only actual value creation. As only the geometric average measures value creation, 

I believe it to be superior to the arithmetic mean. On this basis, I will use the geometric average. 

Using historic data of stock returns and government risk-free bonds, I have calculated the risk premium in 

Denmark. Our results too show the vulnerability of which period that the calculation spans. 

I use the OMXC20 index as representative of the overall Danish market, and compare it to returns on 

government bond returns during the same period. The oldest data available for the OMXC20 index is from 

10 October 1996, where the value was DKK 126.29116. 22 years later, on 10 October 2018, the value had 

increased to DKK 889.57, reflecting a geometric average of 9.28 %.  

𝐺𝑒𝑜𝑚𝑒𝑡𝑟𝑖𝑐 𝑎𝑣𝑒𝑟𝑎𝑔𝑒 𝑜𝑓 𝑠𝑡𝑜𝑐𝑘 𝑟𝑒𝑡𝑢𝑟𝑛𝑠 = (
889,57

126,29
)

(
1

22
)

− 1 = 9.28% 
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In a similar fashion, I compute the ending value of a government bond assuming that the same amount, 

126.29, was invested on 10 October 1996, and reinvested fully every year at the annual rate applicable to 

10 year government bonds. This yield a value of 267.93, in which case the geometric average of 

government bonds equals 3.48 %. Subtracting the yield on risk-free government bonds from the geometric 

average of stock returns yield a market risk premium of 9.28 – 3.48 = 5.80 %. 

However, this does not account for dividends, from which an investor also benefits. I use the OMX 

Copenhagen Total Return Index, which incorporates dividends in its value. The earliest data goes back to 18 

July 2003, where the value was 217.67. 15 years later, 18 July 2018, the value is 1,410.48. This corresponds 

to a geometric average of 13.27 %. Return on 10-year government bonds, on the same account, has yielded 

a return of 2.62 %. This implies a historic equity risk premium of 10.65 %. 

A risk premium of 10.65 % is at the upper end of the 3 % to 12 % range presented earlier, and despite the 

numbers, I do not believe it to be an accurate reflection of the market risk premium in Denmark. The risk 

premium is very susceptible to the period of measurement, and in this respect it is unfortunate that data 

on total return is not available further back than 2003. 

To assess the sensitivity of the period of measurement, I computed the risk premium based on the OMXC20 

index between October 1999 and October 2009. Although it does not account for dividends, it is 

noteworthy that the risk premium, when measured in this period, yields a value of negative 0.24 %. 

Building on external sources, there appears to be some consensus in a market risk premium slightly higher 

than 5 %. Petersen and Plenborg present an average risk premium in the European countries of 5.3 %117, 

Damodaran calculates an implied equity risk premium for Denmark of 5.69 %118, and also references a 

paper by Dimson, Marsh and Staunton, which he calls the most comprehensive attempt at estimating 

equity risk premiums across multiple markets. It estimates the risk premium in Denmark to be 5.28 %119. 

The latter study builds on returns since 1900, and I have chosen to use this estimate of 5.28 % as the 

market risk premium for my valuation models. 

 

5.3 Beta of Danske Bank 

Petersen and Plenborg present a method consisting of five steps that estimates the beta value of a 

company. In step one, comparable firms are identified in order to establish a peer group. In step 2, the 
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levered beta of comparable companies is estimated. Step 3 consists of adjusting for financial leverage, 

yielding the unlevered beta. In step 4, the average unlevered beta for comparable firms is calculated. 

Finally, in step 5, the beta of the target company is calculated by levering the unlevered beta for 

comparable companies120. 

In essence, the five steps calculate the beta of comparable companies when they have no debt, called the 

unlevered beta, and then adds the financial risk of the target company based on its capital structure, 

yielding the levered beta. 

As presented in section 3.1, this yields issues with financial service firms, as the notion of debt is very 

murky. Damodaran argues that for financial service firms, adjustments for leverage is unnecessary. One, 

because it is difficult, if not impossible, to define debt, secondly because financial service firms tend to have 

very similar levels of financial leverage, because of their capital requirements. For financial service firms, I 

thus use the average levered beta value for comparable firms121.  

Earlier I argued that a relative valuation of Danske Bank was not feasible as there was no truly comparable 

firms. The same problem is present in the estimation of a beta value, and it cannot be circumvented. 

Accordingly, establishing a narrow peer group of the most comparable financial firms operating in Denmark 

appears to be the most sound approach, and that is what I have done below. The group consists of Nordea, 

Jyske Bank, Sydbank and Spar Nord, which are all stock-listed SIFI banks. 

Using the earlier presented formula 𝛽𝑒 =
𝐶𝑜𝑣𝑎𝑟𝑖𝑎𝑛𝑐𝑒(𝑟𝑒;𝑟𝑚)

𝑉𝑎𝑟𝑖𝑎𝑛𝑐𝑒(𝑟𝑚)
 the beta value of each company forming the 

peer group is calculated by usage of daily and monthly returns, and with timespans of respectively 1, 3, and 

5 years.  

Beta Nordea Jyske Bank Sydbank Spar Nord Average 

5Y daily 0.66 0.67 0.72 0.55 0.65 

5Y monthly 0.65 0.41 0.47 0.50 0.51 

3Y daily 0.58 0.61 0.64 0.50 0.58 

3Y monthly 0.60 0.55 0.55 0.45 0.54 

1Y daily 0.73 0.60 0.55 0.76 0.66 

1Y monthly 1.51 0.87 1.25 0.51 1.03 
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The estimated average beta value of our peer group ranges from 0.51 to 1.03, and with individual betas 

having a very significant margin, for instance between Spar Nord and Nordea in the calculation of beta 

based on monthly returns in the last year. With exception of the latter, the beta calculated on monthly 

returns in the past year, the average beta values does seem quite low in comparison to the general notion 

of mature firms having a beta of between 0.8 and 1.2122. At the very least Nordea can be considered a very 

mature firm. 

Damodaran also argues that financial service firms that engage in riskier business – for instance 

securitization, trading and investment banking – should have higher beta values for these segments than 

that of their regular banking operations. He recommends calculating the beta value for each business unit, 

and weighing the different values in terms of size to yield the firm’s overall beta value. One could argue 

that the engagement of Danske Bank, and Nordea, in specialist areas such as trading and investment 

banking is significantly more extensive than that of the average bank of the peer group. On this basis, I 

would expect Danske Bank, and Nordea, to have a higher beta value. 

Damodaran estimates beta values of different banking segments in January 2017. In Europe, he estimates 

money center banks to have a beta value of 1.12, regional banking 0.61, brokerage and investment banking 

0.63, and investments and asset management 0.79.123 

I group each business unit of Danske Bank into one of the categories above. My assumption is that Banking 

DK and Banking Nordic best match the regional banking segment, C&I to be a money center bank, Wealth 

Management in investments and asset management and Northern Ireland a regional bank. Using allocated 

capital, based on the banks own internal reporting as of Q3 2018124, as allocation key, my calculated beta 

value amount to 0.77.   

Damodaran warns about using regression betas on single firms because of the standard error in the 

estimates and the possibility that the firm has changed over the period of the regression. We believe the 

latter argument is likely to be the case in our calculation of beta values – particularly those beta 

calculations spanning several years back. We believe the Estonian scandal is likely to have influenced the 

beta values of European banks upwards, at the very least those with presence in Eastern Europe. On this 
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basis, I would expect a beta even higher than the one calculated above at 0.77, which was based on 

estimates from January 2017. 

Our assessment that the Estonia case has affected the risk of Danske Bank and that of its peer group also 

leads to the conclusion that the 1-year estimates of beta values are more reliable than the 3 or 5 year 

estimates. The 1 year beta estimates, depending on whether daily or monthly returns are used, span 

between 0.66 and 1.03. I have decided to use an average of the two, yielding a beta estimate of 0.845, 

which will be used as my perpetual estimate of beta. It corresponds closely to the historic beta of the 

banking industry, which is estimated at 0.82 throughout the period 1941 - 2008125. Furthermore, it meets 

the general condition of a mature firm beta in the range of 0.8 to 1.2, as recommended by Damodaran. 

Finally, it seems to correlate with the beta estimate of financial service providers – for instance, as of 7 

January 2019, Reuters estimate a beta of 0.79, Marketwatch estimates 0.86 and CNBC estimates 0.82.  

5.4 Cost of equity 
Building on our estimates of beta, market risk premium and risk free rate, we can now compute the cost of 

equity. It amounts to 4.62 % in 2019, gradually building up to 8.02 % in 2023 as well as our terminal period. 

 

6. Accounting and capital framework 

 

6.1 Accounting policies 
Danske Bank is subject to accounting rules under the Danish FSA and IFRS. However, in addition to these, 

the bank also issues its own Financial Highlights and segment reporting. I assess the latter, i.e. the banks’ 

own reporting, to be significantly more informative. 

For instance, in the banks own reporting, all income from its departments Fixed Income, Currencies and 

Commodities as well as Capital Markets (both part of the C&I segment) are booked as net trading income or 

net fee income, subject to the nature of the activity. Under IFRS rules, the bank is required to segregate the 
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income into respectively net interest income, net fee income, net trading income and other income, 

regardless of whether the actual activity relates to investment and trading products.  

Similarly, under the IFRS ruleset, the bank is required to report respectively Net insurance premium and 

Net insurance benefits. As the names imply, it relates primarily to insurance products, such as life insurance 

and other insurance contracts, some of which are tradeable on the market. Under the IFRS ruleset, the 

bank incurs a very significant deficit related to its net insurance premium and net insurance benefits, which 

amounted to respectively DKK 13 bn in 2016 and 15.2 bn in 2017126.  

If the business of insurance products deteriorated the results of the bank that significantly, it would no 

doubt have disposed of such activities. However, the above figures do not reflect reality. The nature of such 

is that part of the income, the income which relates to marketable insurance contracts, is instead booked 

under either trading or net interest income.127 

In the banks’ own financial highlights, the figures have been adjusted according to the nature of the activity 

and which business unit undertakes the activity. Net premiums and net insurance benefits have been 

eliminated completely, instead being incorporated under either net interest income, net fee income, net 

trading income or other income. 

The net profit under the banks’ own financial highlights remain identical to that of the IFRS statements, but 

I assess the adjustments and segmentation of income and costs to provide valuable information. In 

addition, I find it likely that the growth opportunities of different business units vary. To construct a 

valuation in which the differing growth prospects are incorporated, I need to do a valuation on each 

business unit. Danske Bank’s segmental reporting is done only under its financial highlights, and this too is 

cause for constructing the valuation models on the basis of the financial highlight reporting of the bank. 

 

6.2 Capital framework and possible Estonia fine 

In section 3.2 I presented the overall capital framework applicable to banks. The capital framework has 

significant implications for the projections of dividends and for key figures such as return on equity.  

Damodaran states that the sum of equity and reinvestment into regulatory capital reflects not only the 

regulatory requirements, but also the capital policy of a bank128. Banks are regularly subject to stress tests, 
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and if they did not have capital in excess of the minimum requirements, they would fail stress tests. Banks 

are very dependent on confidence in their continued operations, and accordingly they make sure that they 

continue to be perceived as safe. The most effective tool for this purpose is having excess capital. 

Danske Bank is no different. Assessing its capital policy over the most recent decade, excess capital has 

amounted to 60 % or more every year (appendix 1.3). However, following the Estonian incident the bank 

has suffered a significant decline in its capital buffer. The Danish FSA initially increased the capital 

requirement of Danske Bank by DKK 5 bn, which was later changed to DKK 10 bn129.  

In December 2018, Danske Bank announced that it had “set aside” in total DKK 17.8 bn to cover potential 

fines related to the Estonia incident130. However, this does not mean that the bank has impaired DKK 17.8 

bn131. Instead, I believe the figure of DKK 17.8 bn refers to the previous capital requirement of DKK 10 bn 

plus the adjusted capital target ratio. While in the 2017 annual report the CET1 target was 14-15 %, this has 

been adjusted to 16 % in the Q3 interim report. The RWA amount to approximately DKK 740 bn, and 

accordingly a 1 % increase corresponds to an extra DKK 7.4 bn. The capital target adjustment plus the 

capital requirement by the Danish FSA corresponds closely to a figure of DKK 17.8 bn. 

While serious uncertainty remains about a possible fine, even the Director of the Danish FSA announced 

that it was likely that the fine would be smaller than the amount of DKK 17.8 bn132. The investment bank 

UBS, based on an investigation of all other AML/KYC-related fines in excess of USD 100 mill given in the past 

decade, reached a similar result. In total, they looked at 22 cases with total fines of USD 22.2 bn.  

While the average fine was just about USD 1 bn, it was skewed heavily by a fine given to BNP Paribas in the 

amount of USD 9 bn. The median fine was only USD 400 mill. UBS also found that 17 of the fines related 

specifically to violations of US sanctions, something that Danske Bank has not been found in violation of. 

With exception of the BNP fine of USD 9 bn, the largest AML/KYC fine given was USD 2.05 bn133. If the 

amount already set aside were to materialize (DKK 17.8 bn – equivalent to USD 2.7 bn), Danske Bank would 

incur the second largest AML related fine. With the information currently available, I find it unlikely that the 

fine will be greater than DKK 17.8 bn. Accordingly, in my valuation models, I assume a fine of DKK 17.8 bn.  

When the fine does materialize itself, and Danske Bank will pay it, I assume that the additional capital 

requirement of DKK 10 bn posed by the Danish FSA will be lifted. Furthermore, I assume that the capital 

                                                           

129 Finanstilsynet, 2018, ‘Danske Banks opfølgning på Finanstilsynets afgørelse i Estland-sagen den 3. maj 2018’, p. 3 
130 Børsen, 2018, ‘Danske Bank-bøde kan blive mindre: Aktien tordner frem’.   
131 Finanswatch, 2019, ‘Danske Bank tester markedet op til stor gældsudstedelse’.  
132 Finanstilsynet, 2018, ‘Danske Banks opfølgning på Finanstilsynets afgørelse i Estland-sagen den 3. maj 2018’, p. 3 
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target ratio will be adjusted downwards by 1 %, as the bank has raised the capital target specifically related 

to the Estonia case. In my valuations, rather than estimate the year for which the fine will occur, I will thus 

build on the current capital framework, in which case the DKK 17.8 bn has already been accounted for. 

 

6.3 Dividend policy of Danske Bank 
According to Damodaran, dividends of banks tend to be relatively stable, but they do not fully capture the 

share of earnings which are paid out to equity holders. Consequently, he recommends using the 

augmented dividend ratio, which consist of dividends as well as share buybacks. The period of analysis 

should also span several years, as some years of meagre or no buybacks is often interspersed with years of 

significant share buybacks134. 

For Danske Bank, its augmented dividend has varied considerably. In 2007 it paid out 40 % of its net profits 

in dividends, and stated that “it is the group’s policy to buy back shares with any capital that is not 

necessary for its expected long-term growth”135. The year after, when the financial crisis emerged, the bank 

suspended its dividends. For the next couple of years, no dividends were paid, and the bank even issued 

new shares in 2012, increasing its capital by DKK 7.1 bn. The year after, the bank resumed dividend 

payments, and the level of dividends and share buybacks has been at a high level since 2014 (appendix 1.4). 

Note that the 2017 figure reflects that the share buyback program has been cancelled. If not, the 

augmented dividend would have been 92.30 %. 

The suspension of the share buyback programme is remarkable in light of the bank’s current capital target 

ratios. As of Q3 2018, the bank has a CET1 ratio of 16,4 % and a total capital ratio of 20,9 %, well above not 

only the regulatory requirements but also its own capital targets of respectively 16 and 20 %. 

A suspension of an already approved and undergoing share buyback programme is very unusual, and I find 

it likely that it was undertaken for two reasons. First, to signal that Danske Bank takes the risk and 

possibility of a large fine related to their Estonia case very seriously. Secondly, that the capital target ratios 

are not actual targets, but rather minimum requirements with which the bank feels comfortable. 

Assessing the historic capital target ratios of the bank, the actual ratios have always been significantly 

above the announced targets. In 2007, the bank announced a CET1 target of 7.5 % and a total capital target 

of 11 %. A year later, despite significant loan impairments and a very low net profit, the bank still exceeded 
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its targets by a decent margin. In the same year, the bank suspended its capital targets, citing increased 

macroeconomic uncertainty and expectations of stricter quantitative and qualitative capital 

requirements136. 

The bank only announced new capital targets in 2012, which it safely exceeded. In fact, the year 2012 

provides us with very valuable insight into the capital policy of Danske Bank. In autumn of 2012, the bank 

undertook a capital emission of DKK 7.1 bn137, but even without the capital emission the bank would have 

had capital well in excess of its new targets138. This implies, as argued earlier, that the capital targets are 

not actual targets, but what I believe the bank perceives as its minimum capital requirement with which it 

feels comfortable.  

Since 2012, the bank has had a CET1 ratio at roughly 2 percentage points above its announced target, and a 

total capital ratio at 3-4 % above the announced target. I believe that incorporating the additional CET1 

buffer onto the capital target, as the bank historically has done, will be a more accurate forecast of the 

capital framework than merely using the announced capital target ratios of the bank. 

Furthermore, although the bank currently has the lowest buffer in all years analysed, I believe the bank will 

continue its dividend policy of 40-60 %. In the Q3 2018 interim report, Danske Bank has re-affirmed the 

dividend policy of 40-60 %, and it has booked expected/proposed dividends equal to 60 % of the total 

comprehensive income for the year139. 

 

7. Key figures and forecasts 
I have now presented my computation of the cost of equity, the projected capital framework and the 

dividend policy of Danske Bank. However, before I can construct my valuation models there are a number 

of key figures whose current and future levels must be analysed. 

 

7.1 Loan impairments 
Loan impairments, which tend to be extremely cyclical in correlation to the economy, have been estimated 

in a historic perspective using figures since 2001. I have calculated loss provisions as a percentage of RWA, 
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which yields an average of 0.61 % annually. On a similar note, I have calculated loss provisions as % of loans 

and advances, which yields an average of 0.29 % annually (appendix 1.5). 

The idea of risk-weighing assets is to capture the implicit risk associated with said asset. In this respect, it 

should prove a reliable measure for the potential risk of impairment. At the same time, Danske Bank does 

not in its financial highlights disclose RWA on each business segment. One way to alleviate this problem is 

to calculate the RWA based on the allocated capital, which it does disclose. This does appear somewhat 

precise – taking the RWA and dividing them by allocated capital to all business segments in 2017 yields a 

figure of 16.22 %, almost equal to the announced capital CET1 target ratio of 16 %. 

The question then becomes whether an allocation base of RWA or loans and advances is the better 

measure. I argue that the latter is likely to be more reliable. In 2008, when internal models were approved, 

risk weights dropped remarkably. As referenced earlier, Finanskrisekommisionens Sekretariat found that 

the average risk weight of the largest group of Danish Non-SIFI banks, who had not adopted the new 

internal models, was 62, while SIFI banks who had adopted internal models had a risk weight of just 26. If 

one were to estimate loan impairments of different banks based on RWA, it would differ significantly 

dependent upon whether they had adopted internal models or not. 

This sentiment, that risk weights using internal modes might not fully reflect the risk, is at least to some 

degree shared by the Basel Committee, who in 2017 proposed a minimum output floor of 72.5 % of total 

RWA, calculated using the standardised approach (Basel I)140. For Danske Bank, this would have increased 

RWA as of 31 December 2017 by 45.7 %, and reduced the 31 December 2017 CET ratio of 17.6 % down to 

12.1 %141. 

Based on the above, I have decided to use the average loan impairment measured in % of loans and 

advances over the period of 2001 – 2017. As impairments are greatly cyclical, and the economy can shift 

very swiftly, I have chosen to incorporate it fully already from 2019.  

 

7.2 Additional tier 1 capital 
CET1 capital is owned by the bank itself, primarily establishment capital plus retained earnings, and the 

difference between CET1 and the total capital ratio reflects the capital which the bank has raised from 
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external parties. This comes with a cost which must be allocated. Tier 2 capital is already allocated in the 

bank’s segmental reporting, and some of additional Tier 1 capital is as well142.  

The majority of the current additional tier 1 capital, that which qualifies as equity under accounting rules, 

is, however, not allocated to business segments. It is only under accounting rules that this additional Tier 1 

capital is considered equity, as the same does not apply under capital and solvency rules, under which it 

will always be considered additional tier 1 capital143.  

The bank seems to be aware of the issues surrounding the differing classifications, and it is only additional 

tier 1 capital of older date, raised between 2014 and 2016, that is classified as equity. New additional Tier 1 

capital raised in 2017 in 2018 is not classified as equity in accounting rules, and the bank is therefore able 

to allocate these costs directly to business segments.  

In my forecasts, I have converted the additional Tier 1 capital eligible as equity under accounting rules and 

allocated the costs directly to business units using allocated capital as the allocation base. The equity 

classified additional Tier 1 capital consist of 3 bonds with interests of respectively 5.75 %, 5.875 % and 

CIBOR 3M + 4.75 %. In my allocation, I have used an interest of 5.75 %. 

As of Q3 2018, the additional Tier 1 capital classified as equity amount to DKK 14.404 bn. On the basis of 

Danske Bank’s own allocated capital in its segment reporting, I can allocate the additional costs.  

 

 

Loans and advances are the primary driver of RWA, and thereby necessary capital. Accordingly, I will 

assume that additional Tier 1 capital costs grow at the same rate as loans.  

As of Q3 2018, additional Tier 1 and 2 capital currently amount to DKK 33.3 bn, which equals 4.5 % of RWA. 

Going forward, I estimate that this is a realistic level relative to the bank’s capital policy of a CET1 of 16 % 
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and total capital ratio of above 20 %, reflecting a minimum of additional Tier 1 and 2 capital equivalent to 4 

% of RWA. 

Costs for additional capital will be deducted in the key figure net interest income as % p.a. of loans and 

deposits, which I will explore further in section 7.4. 

7.3 Funding costs 
Danske Bank has not had any new debt issuances since June 2018, and this makes it difficult to estimate the 

impact that the Estonia incident has had on funding costs. In early January 2019, Danske Bank reported that 

it would begin talks with US and EU investors regarding the funding of DKK 40 bn in non-preferred senior 

notes144. In total, the funding need of Danske Bank for the year 2019 was estimated at USD 12 bn, roughly 

equivalent to DKK 80 bn. As funding in non-preferred senior notes will provide 50 % or more of Danske 

Banks’ total funding need, I have calculated the return of existing non-preferred senior notes, respectively 

before and after the Estonia report.  

In May 2018, Danske Bank issued XS17990651558145, a non-preferred senior debt bond denominated in 

EUR, with a coupon of 0.875 % annually and maturity in 2023. On September 3, the bond closed at 99.46, 

reflecting an annual return until maturity of 1.05 %. On 7 January, the same bond closed at 95.35, reflecting 

an annual return of 2.13 %146. The difference is remarkable, as the return on Danish government bonds has 

dropped slightly in the same period. 

Given the estimated funding need of DKK 80 bn, and a cost increase of 1.08 %, we can calculate the 

increased funding cost to equal DKK 864 mill. I will allocate this cost to business units based on their 

allocated capital in the segment reporting. 

The question then remains whether this cost is temporary, or whether it will continue in perpetuity. I argue 

that the cost should continue in perpetuity, as assumptions about future credit ratings are subject to 

significant uncertainty. In fact, Moody’s currently have a negative outlook on Danske Bank147. 

We allocate the additional funding costs of 864 mill as follows: 
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Finally, I assume that the additional funding costs increase at the same rate as loans and advances. As loan 

mass increases, so will the necessary CET1 and additional Tier 1 and 2 capital. 

7.4 Net interest income 
Net interest income is the single biggest item of revenue for a bank, and as mentioned earlier it has 

deteriorated since the initiation of the QE program in 2015. The QE program ended on 31 December 2018, 

and from this perspective, I find it relevant to assess the historical level of the net interest income margin. 

Danske Bank use the key figure of Net interest income as % p.a. of both loans and deposits (NIILD). This 

builds on the notion that for a bank, at least under normal interest conditions, it is reliant on both loans and 

deposits, most notably the spread which it can obtain between the two. Assessing the historical level, it is 

quite a bit higher pre-2004, but dropped as a result of the implementation if the IFRS ruleset. I therefore 

discard pre-2004 figures, and analyse the figure under IFRS ruleset, and in the period 2004 – 2014, before 

the implementation of the QE program. Throughout the period, NIILD has averaged 0.97, but since 2014 

the level has been considerably lower. 

 

While the graph shows the group-wide average, the impact has hit different business segments and 

countries very differently, and I believe it is important that this be analysed. In fact, the reduction can 

largely be attributed to Business Banking Denmark and Personal Banking Denmark, as it was called at the 

time. Business Banking Denmark had a NIILD of well over 1 %, which has dropped to 0.88 % at the end of 

2017. For Personal Banking Denmark, the drop is even more remarkable, from 1.04 % in 2013 to 0.77 % at 
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the end of 2017 (appendix 1.6). Ceteris paribus, given the 31 December 2017 loan and deposit volume of 

662 bn in Personal Banking Denmark, it corresponds to reduction in profit of 1.79 bn148. 

Unfortunately, I cannot analyse the most recent figures from Q3 2018 as Personal Banking Denmark and 

Business Banking Denmark was merged into Banking DK as of the latest report, but I can estimate the cost 

of the negative interest deposit rate based on the 2017 figures. Danske Bank has not introduced negative 

interest rates on deposits towards retail customers, and accordingly I will calculate the cost of deposits 

under the assumption that the full amount of deposits in Personal Banking Denmark incur a negative 

interest of 0.65 %. Under this assumption, the cost is DKK 1.188 mill and corresponds to a drop of 0.18 % 

drop in NIILD149. 

In section 5.1 we analysed the risk-free interest, and we assumed that it would revert to pre-QE levels over 

a period of 4 years, on the basis of the QE program ending in 2018. For the sake of consistency, we will 

assume the same with the key figure NIILD. After all, if we had not assumed a normalization of our risk-free 

interest, our estimation for the cost of equity would also be much lower.   

In 2013, the NIILD figure for Business Banking Denmark and Personal Banking Denmark was respectively 

1.04 and 1.16 %. The two units are now merged, and I will assume a gradual reversion to a level of 1 % over 

a period of 4 years, minus the additional costs for Tier 1 and 2 capital and funding costs as presented in 

section 7.3. 

Other business units, on an aggregated level, have been affected as well, but to a much lesser extent.  

7.5 Other activities and Non-core 
Peter and Plenborg argue that special and unusual items should be separated from the analysis of a firm150. 

Given that I build on the financial highlight reporting of Danske Bank, such a separation has already been 

undertaken for us, as the bank specifically operates with an “Other activities” segment. 

Assessing the historical items booked here, I have not found cause for further adjustments. Nevertheless, 

to ensure that Other Activities does not on a continuous basis make significant profits or deficits, distorting 

the value creation of business segments, I have assessed the profit/loss over the last decade. On an 

aggregated basis, the total deficit from 2007 – Q3 2018 amount to DKK 29 mill.  

                                                           

148 Danske Bank, 2017, ’Annual report 2017’, p. 66. 
149 (0,65 %*182,759) / (480,061 + 182,758) = 0,179 % 
150 Plenborg & Petersen, 2012, ‘Financial statement analysis’, p. 65 
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As for the “Non-core” segment, it is wholly insignificant. Revenue in 2017, and profit, as operating expenses 

are not booked, amounted to DKK 37 mill, and the figure as of Q3 2018 is 4 mill.  

Going forward, I estimate neither the Other Activities nor Non-core segment to make a profit nor loss.  

8. Valuation of business segments 
As the cost of equity is based on a nominal risk-free interest rate, so too should the growth rates be. I argue 

that constructing the valuation models in nominal terms also enables me to better assess historic growth 

rates. As explained earlier, net interest income has been materially affected by economic policy, and it is 

thus not the actual figure of net interest income which I will analyse, but the development in the asset base 

of loans and deposits. The amount of loans and deposits is stated in nominal terms, and it would be difficult 

to convert this into real terms, as inflation rates has shifted from year to year, and with different rates in 

each country. 

For some segments, trading and fee income also constitute a significant share of revenue. I will now 

analyse growth rates of each segment and present the corresponding valuation of said business segment. 

First, I will present the base case valuation, what I find the most probable, of each business segment, after 

which I will present two alternative scenarios, a “worst-case” and “best-case” valuation. Lastly, I will 

present MobilePay. Given its rather infant stage in the life cycle, our methodology for valuing MobilePay 

differ somewhat from the other units of Danske Bank. 

 

8.1 Banking DK 

All base-case valuation models are presented in appendix 2.1. Here I will go over my inputs and results. 

Banking DK was formed in relation to the re-segmentation of business units in 2018. Previously, its business 

activities were largely separated into respectively Business Banking and Personal Banking. 

Danske Bank has published figures on a per-country basis for the Personal and Business Banking segments 

since 2013. However, the bank also restructured its business segmentation in 2016, in which relation the 

Private Banking segment was moved from Personal Banking to Wealth Management. This means that 

revenue and growth figures pre-2016 cannot be compared directly to post-2016 figures. 

In the period 2015 to 2017, Banking DK has experienced a negative annual growth of 1.07 %. In the first 3 

quarters of 2018, Banking DK has however experienced a modest positive growth of 0.62 %.  
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The growth does appear very low, especially considering that it is done in nominal, and not real, terms. 

However, relating the figures to the overall growth rate of the bank, and that of other units, I assess that a 

negative or slightly positive growth is accurate. 

For the bank on an aggregated level, meaning all business units, the annual growth rate in the period 2009-

2017 has amounted to 0.39 % for loans and advances, and 1.59 % for deposits. For both items added 

together, the figure is 0.79 %. 

I believe the bank will be negatively affected by the Estonia incident and the subsequent media attention, 

including talks of heavy fines. The attention has been the greatest in Denmark where the bank is 

headquartered and has the biggest market share, and I therefore believe the impact will be the greatest in 

Denmark.  

Building on the Q3 2018 figures, adjusted for the expected impact of the Estonia incident, I estimate a 2018 

growth of 0 % for loans and 2 % of deposits. I estimate a 1 % growth in net fee income and 0.50 % in net 

trading income. 

From 2019 and onwards, I estimate the same growth rate in deposits and loans. I forecast a growth of 0 % 

in 2019 and 2020, increasing to 0.5 % in 2021 and 1 % in 2022. 1 % will also be our terminal growth rate, 

slightly higher than the historical growth rate for the bank as a whole. 

I acknowledge that a nominal growth rate in loans and deposits of 1 % is very low, and in fact even lower 

than the inflation target of close, but almost, 2 %. However, as presented here as well as in our PEST 

analysis, the bank has had weak growth rates in Denmark, at the very least for the past decade. In 2001, it 

had between 35 and 40 % of the market, which has since dropped to 26-28 % depending on segmentation. 

Growth rates of net fee income, net trading income and other income collectively amount to only roughly 

half of Net interest income, with net fee income constituting the large majority. Net fee income is hard to 

estimate in a historic perspective, as 2015 was materially affected by lower interest rates and very high 

frequency in the refinancing of mortgage loans, driving up both fee income and operating expenses. From 

Q3 2017 to Q4 2018, the growth rates of Net fee income and Net trading income is however very modest, 

at respectively 1 % and 1.8 %.  

Going forward, I estimate a growth rate in fees, trading and other income equivalent to the growth rate of 

loans and advances. I also estimate a growth rate in operating costs equivalent to the growth rates in loans 
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and advances. The bank has stated that they do not see any further cost increases related to the Estonia 

case, and that ongoing costs for compliance etc. “is already in the numbers”151.  

In the DDM, I anticipate a dividend pay-out ratio of 50 %, the average of the banks dividend policy of 40-60 

%. I thus violate the growth/dividend payout relation as presented by both Damodaran as well as Plenborg 

& Petersen152,153, but I believe it is likely that the bank will build up capital. This is also reflected in the 

termination of the stock buyback program.  

I arrive at a value of 61.4 bn. 

Note that I have made adjustments to capital funding costs and allocated capital. First, additional Tier 1 and 

2 capital as well as the increased funding costs related to the Estonia incident has been incorporated in the 

NIILD, on the nature of it being an interest expense. Additional Tier 1 and 2 capital costs is incorporated 

already in 2018, while additional funding costs from the Estonia incident are forecast only from 2019 and 

on. 

Secondly, I have adjusted the capital allocated to business segments. The bank states that it allocates 

capital based on capital targets, but the actual allocated capital is in fact slightly higher, at 16.62 % of 

RWA154. At Q3 2018, the capital allocated to business units amounts to DKK 122,688 mill, but its CET1 

capital is only DKK 120,928 mill. I have adjusted allocated capital by taking the bank’s own allocated capital 

figure, multiplying it by DKK 120,928 mill and dividing by DKK 122,688 mill, thus granting us an allocation 

basis equal to the current CET1 ratio of 16.4 %.  

In regards to dividend, the bank has already set aside 60 % of its total comprehensive income for Q3 2018. 

To correctly project the capital base going forward, I have calculated the estimated already proposed 

dividend charge for each business segment until Q3 based on each business segments share of profit 

before tax as of Q3 2018.  

Finally, while my valuation is based on the price of a Danske Bank share as of 31 December 2018, the 

results for the full year 2018 as well as the dividend and associated starting book value for 2019 is not yet 

known. Accordingly, I have forecast Q4 2018. I have stated the full numbers for 2018, but in fact I only 

forecast the difference between the full year 2018 and the already known Q3 2018.  

                                                           

151 Danske Bank, 2018, ‘Conference call: Interim report – first nine months 2018’, p. 6 
152 Plenborg & Petersen, 2012, ‘Financial statement analysis’, p. 219 
153 Damodaran, 2018, ‘Dark side of valuation’, p. 538 
154 122,688 out of RWA 738,241 = 16.62 % 
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In the FCFE model, I use the same forecasts for growth and costs, but adjust the dividend policy according 

to the regulatory capital needs and calculate the capital target based on growth in RWA. RWA is based on 

Danske Bank’s financial highlight capital allocation of RWA.  

Going forward, I estimate RWA to increase at the same rate as loans. I use a capital target of 18 % of RWA, 

2 % above the official target, similar to how the bank has operated in the past. I build on the CET1 ratio of 

16.4 % as per Q3 and a starting dividend policy similar to the DDM model. As the capital target of 18 % is 

met, I adjust the dividend payout ratio. I arrive at a value of 68.5 bn.  

In the RI model, I build on the ROE and the cost of equity. Here I use the same income and cost figures as in 

the DDM, and arrive at a value of DKK 60.9 bn. Note that I have added the dividend for 2018 in all models.  

The cause of such is that dividends for 2018 have been deducted from the equity, but not yet paid out.  

8.2 Banking Nordic 
Banking Nordic has experienced growth of 3.16 % p.a. in the period 2015 – 2017, and from Q3 2017 to Q3 

2018 the growth has continued at 4.42 %. 

I estimate that Banking Nordic will also be negatively affected by the Estonia case, and therefore forecast a 

growth of 4 % for the full year 2018, dropping to 1 % in 2019 and 2020. In 2021, I anticipate a 1.5 % growth 

rate, followed by 2 % in 2022 and into perpetuity. 

I forecast a gradual increase of net interest income as % p.a. of loans and deposits from the current level of 

0.97 % to 1 % by 2022. I arrive at values of respectively 36.8 bn in DDM, 38.6 bn in FCFE and 36.2 in RI. 

 

8.3 Corporates and Institutions 
For the C&I unit, which serves the largest segment of corporates, the majority of income has historically 

come from trading. Trading income however tends to be very volatile, which is also evidenced in the 2017 

and 2018 figures. In Q3 2017, trading income amounted to DKK 4,943 mill while the same figure in Q3 2018 

was just DKK 2,057 mill, a reduction of 50 %. On this basis, I find it relevant to study it in a longer 

perspective, and as far back as possible. 

The C&I business unit was formed in 2013, and the earliest numbers available are 2012 figures. In 2015, 

however, the unit undertook a significant change in its classification of different income sources. This 

change makes it difficult to compare pre and post-2015 figures. In the re-classification, net interest income 

was reduced by almost 60 %, which was allocated to net fee income and net trading income. The large 
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majority, 88 %, of the re-classication of net interest income was attributed to net trading, with the 

remaining 12 % booked to net fee income. 

However, if I use the re-classification methodology of 2015, using the same allocation percentages, I can re-

state the numbers further back. Between 2012 and 2017, I arrive at an annual average net trading figure of 

DKK 4,886 mill.  

In 2018, as presented earlier, Danske Bank undertook another business re-segmentation, and this has once 

more adjusted the income figures, including trading. While trading income in the 2017 C&I unit amounted 

to DKK 5,668 mill, this was reduced to DKK 4,943 mill in the 2017 re-statement, corresponding to a 

reduction of 12.8 %. In the valuation, I use the average figure in the C&I trading unit of DKK 4,886 mill, 

adjusted for the reduction in the 2018 re-segmentation of 12.8 %. I forecast that trading, loans and fees will 

grow at the same rate, and I forecast a growth equal to Banking Nordic. This growth forecast is based on 

the fact that the C&I unit serves both Danish as well as international based groups, and I estimate the latter 

segment to be less affected by the reputational and political aspects of the Estonia incident than Banking 

DK. 

For net interest income, based on the re-stated numbers, I establish that the C&I segment was also 

materially affected in 2015 in its ability to generate revenue on its loans and deposits. Prior to the 2018 re-

segmentation, NIILD amounted to 0.70 %, significantly below the re-stated figures in the period 2012 – 

2014, which was between 0.86 % and 0.94%. Following the re-segmentation, the net interest income figure 

has however increased significantly, and now amount to 0.87 %. I forecast a gradual increase to 0.90 % 

before deducting additional funding costs and additional Tier 1 capital, a figure 0.10 % below Banking DK 

and Banking Nordic. 

Finally, for the C&I unit market risk is likely to constitute a fairly significantly share of the total RWA, and 

thereby the associated allocated capital. I therefore project an increase in RWA based on the average 

growth of trading income and loans. 

I get a value of 59.7 bn in DDM, 65.5 bn in FCFE and 58.7 bn in RI. 

 

8.4 Wealth management 
Wealth Management was formed in April 2016 by the merge of Danske Capital and Danica Pension. In 

addition, the Private Banking segment of Personal Banking was transferred to Wealth Management.  
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In conjunction with the merge, the bank materially changed its policy related to booking of net interest 

income, net fee income and net trading income, similarly to how I analysed the C&I unit. However, whereas 

the re-classification of the C&I unit was solely an accounting exercise and total profits remained identical, 

the same is not the case with Wealth Management. Accordingly, I cannot re-state figures prior to 2015, and 

I can therefore analyse only the growth since 2015. 

For Wealth Management, the primary source of income is Net fee income, which account for almost 90 % 

of total income. Net fee has increased from DKK 6,977 mill in 2015 to DKK 7,281 mill in 2017, equivalent to 

an annual average growth of 2.16 %. In December 2017, however, the bank acquired SEB Pension Danmark, 

whose numbers have only been incorporated in the financial reporting of Danske Bank starting 7 June 

2018155.  

The acquisition of SEB and the odd timing of the incorporation of its financial results make it very difficult to 

project numbers for 2018. In the first quarter of 2018, at a point where SEB had not yet been incorporated, 

net fee income amounted to DKK 1,701 mill. The next quarter, where SEB was incorporated for the last 3 

weeks of June, net fee income amounted to DKK 1,722 mill, and in third quarter, when SEB’s financials was 

incorporated for the full quarter, net fee income amounted to DKK 1,818 mill.  

In SEB Danmark’s 2017 annual report, profit before tax and equity related bookings amounted to DKK 521 

mill, and operational costs was DKK 303 mill156. This implies operational revenue of DKK 824 mill, equivalent 

to roughly DKK 70 mill a month, and costs of roughly DKK 25 mill a month. On this basis, it appears that 

Wealth Management, absent of SEB pension, has experienced slightly negative growth in 2018. This is also 

evident in the index figures in Q1 and Q2 of 98. 

Net fee income for first 3 quarters of 2018 amount to DKK 5,251 mill, and the same period last year 

generated DKK 5,132 mill. If I deduct the estimated income from SEB of DKK 280 mill, DKK 70 mill a month 

times 4 months, my calculations shows an adjusted net fee income of DKK 4,971 mill, a reduction of 3.1 % 

from the year before. With SEB incorporated, and as stated in Q3 2018, net fee income has grown 2.32 %. 

Growth in operational costs has increased even greater, amounting to DKK 3,362 mill compared to DKK 

2,975 mill the year before, an increase of 13 %. The bank has cited costs related to the acquisition of SEB as 

well as regulatory costs as the cause157. 

                                                           

155 Danske Bank, 2018, ‘Interim report – first nine months 2018’, p. 7 
156 SEB Danmark, 2017, ‘Annual report 2017’, p. 18 
157 Danske Bank, 2018, ‘Interim report – first nine months 2018’, p. 21 
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In my forecasting, I estimate a growth of 1% in both revenue and costs. For costs, I build not on the 2018 

figures which I believe are somewhat affected by one-off items related to the acquisition, but 2017 costs 

adjusted for the DKK 25 mill per month expected ongoing operational costs originating from the SEB 

acquisition. 

For trading income, I use the average in the period 2015 – 2017. For NIILD, I project a gradual reversion to a 

level of 0.70 %. I forecast a growth for the full year 2018 roughly equivalent to the first 3 quarters. Going 

forward, I project a growth similar to the Banking Nordic business unit.  

I get values of 45.1 bn in DDM, 50.8 bn in FCFE and 44.4 bn in RI. 

8.5 Northern Ireland 
Northern Ireland was established as a business unit in 2016 alongside Wealth Management. This means 

that there is very limited data to go off, which is unfortunate as Northern Ireland in particular appears to be 

highly volatile. 

Both the asset base of deposits and loans as well as interest, fee and trading income declined quite 

significantly between 2015 and 2017. Net interest decreased 8 % p.a., net fee income decreased 6 % p.a. 

and net trading income decreased 3% p.a. 

However, in the first 3 quarters of 2018 there has been significant growth, respectively 10 % for loans and 7 

% for deposits. Given the previous negative growth rates, I anticipate the 2018-growth as extraordinary. 

Accordingly, I forecast growth for the full year 2018 roughly equivalent to the first 3 quarters, but going 

forward, I adjust it downwards to a level equal to that of the Banking Nordic business unit. 

NIILD, before deducting additional funding costs and costs for additional Tier 1 and 2 capital, is at a high 

level of 1.30 %, which I will retain.  

Interestingly, because of the low return on equity, the NI business unit does not build up a CET ratio of 18 

%. The ratio in 2023 is 17.95 %. I had the choice of extending the model for another year, or build on the 

ratio of 17.95 %. Given the very small difference, I chose the latter, in which case the FCFE model became 

identical to the DDM model. Estimated value is therefore respectively 5.3 bn in the DDM and FCFE and 5.2 

bn in the RI.  

8.6 Total equity value in base-case 
For the five business units on an aggregated level, I get values of respectively 210.2 bn using DDM, 230.6 bn 

in FCFE and 207.4 bn in RI. The higher value in the FCFE model was expected, as the FCFE model enables 

the adjustment of the dividend ratio during the extraordinary growth period. In the DDM and RI model, we 
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assumed a constant dividend payout ratio in the extraordinary period, and this increases the capital ratios 

of the bank year by year. As growth rates are fairly small, the reinvestment in regulatory capital far exceed 

the sum needed to sustain growth. On this basis, I argue that the value estimate of the FCFE is the most 

reliable, as Danske Bank under the RI and DDM model build up capital far in excess of its capital targets.  

Given the values of 207.4 – 230.6 bn, and the number of shares outstanding158, I arrive at a price per stock 

of 242 – 269, about double the price per 31 December of 128.9. I will now construct two alternative 

scenarios, and then undertake a valuation of MobilePay. 

 

8.6.1 Worst-case and best case 
Throughout the paper, I have argued that the current market conditions are affected by the monetary 

policy of ECB and that I expect the market to normalize to previous levels. This was also an assumption in 

my base case scenarios, for which I adjusted NIILD and trading income to an average level over some 

previous period. 

In my worst-case scenario, I assume that the current NIILD will remain unchanged, at least before allocation 

of additional Tier 1 and 2 capital as well as additional funding costs related to the Estonia incident. 

I also adjust trading income in the C&I unit down by 10 %, in order to account for the possibility of previous 

levels being extraordinary, and thus higher than those going forward. I arrive at an equity value of 163.5 bn 

– 185.5 bn. 

In my best case scenario, I retain the NIILD and trading income from my base levels, but adjust growth 

prospects upwards. In the terminal period, growth is 2 % in Banking DK and 3 % in other business segments, 

reflecting a nominal growth just slightly lower than the estimated nominal GDP growth of 3.56 %. My value 

estimation is 213.3 – 245.8 bn depending on model used (appendix 2.2 & 2.3).  

8.7 MobilePay 
For the valuation of MobilePay, which is split up into 2 wholly owned subsidiaries of Danske Bank, the latest 

financial statements is of very little use. No gross revenue is stated, and the net deficit of the two 

companies amount to collectively DKK 63 mill159. Rather than base the valuation on historical figures, which 

I estimate to be unreliable to forecast upon, I will adopt Damodarans methodology for valuing young and 

start-up companies. In addition, I will extend the extraordinary period from 5 years to 9 years, reflecting 

                                                           

158 Danske Bank, 2018, ‘Interim report – first nine months of 2018’, p. 35. 
159 MobilePay A/S and Mobilepay Denmark A/S, 2017, Financial statement. Retrieved from: datacvr.virk.dk/   
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the early life-cycle stage that MobilePay is in. As MobilePay will need significant capital injections to sustain 

growth, I will construct only one model, the FCFE. 

Damodarans distinguishes between two approaches, respectively the top-down approach and the bottom 

up-approach160. In the bottom up approach, one begins by estimating capacity constraints, for instance in 

capital, human resources or production. I do not assess this to be a good approach, as Danske Bank is able 

to, and has already, allocated very considerable capital and efforts.  

In the top-down approach, the total market of a product or service is defined and measured, followed by a 

projection of growth. Next, an estimate is made on the possible market share that can be captured, and 

based on the market share revenue is forecast. To move from revenue to profit, I evaluate profit margins of 

other established companies within the same industry. Implicit is thus the assumption that if additional 

capital is needed to grow, it will be provided. 

I gauge the top-down approach to be the most compatible with the characteristics and position of 

MobilePay, and building on public sources I begin by estimating the market. 

 

8.7.1 Market estimate - Denmark 
All calculations related to Mobilepay are compiled in appendix 2.4. Here I will go over my inputs, 

methodology and results.  

MobilePay is present in both Denmark and Finland, but it is much more established in Denmark.  I will first 

present my estimation of the market and market share in Denmark, and then assess the prospects in 

Finland. Once a realistic market size and market share has been established in both countries, I will analyse 

the possible revenue and profit margins.  

MobilePay earn revenue from commission fees for transactions involving businesses. Accordingly, I define 

the market of MobilePay to be equivalent to the market for electronic payments of merchant services. 

In Denmark, the Danish Competition and Consumer Authority has published electronic payment figures for 

2017. Payments by the Danish Dankort (Danish debit card) amounted to DKK 400 bn, while international 

cards such as Visa and Mastercard processed a flow of DKK 92 bn. Prior to 2018, payments by MobilePay 

was processed by means of an underlying card transaction, so MobilePay flow is included in these figures. 

Payments undertaken in physical stores have traditionally constituted the vast majority of payments, and of 

                                                           

160 Damodaran, 2018, ’Dark side of valuation’, p. 276 
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electronical payments in 2017, it accounted for DKK 362 bn out of DKK 492 bn, corresponding to 73.5 % in 

total161.  

However, in addition to electronic payments, physical stores also accept cash. According to the Danish 

National Bank, the share of transaction flow in physical stores processed in cash amounted to 16 %. In a 

2015 paper, although the measurement method was slightly different, the Danish Payment Council 

estimated the figure at 20 %162. 

Building on these figures, I estimate the total market of merchant service payments in 2017, both cash and 

electronical payments, to be DKK 561 bn. It consists of respectively DKK 362 bn electronic payments in 

physical stores, DKK 69 bn cash payments in physical stores, and DKK 132 bn of electronic payments with 

online retailers. 

In the most recent years, almost all growth in the volume of payments have taken place with online 

retailers. In fact, for purchases undertaken with Dankort, the flow of payments processed in physical stores 

decreased for the first time between 2016 and 2017, from DKK 287 bn to DKK 286 bn. In the same period, 

online retailers had a growth of 29 %. Including international cards, physical stores had a slight positive 

growth163. 

For cash transactions, and with reference to above, the share of transaction flow decreased from 20 % in 

2015 to 16 % in 2017, and the cause is likely to be different preferences in payment method between 

generations. Whereas less than 10 % of payments in physical stores undertaken by 15-29 year olds are 

made in cash, the same figure is 40 % for people at the age of 70 and above164.  

I realise that cash transactions are not part of MobilePay’s current prospective market, but as cash 

transactions are converted into electronic payments, they become so. On this basis, I need to forecast the 

expected share of transaction flow in the merchant services market that will be converted into electronic 

payments. Currently, cash transactions account for 16 % of payments in physical stores, and 12 % of the 

overall market. I forecast a gradual decrease from the current level of 12 % down to 5 % by 2024, which will 

also be the ratio in our terminal period.  

For the year 2018, Nets has projected a growth in transaction flow of online retailers of 22.7 %, although 

their absolute figures differ slightly from those referenced earlier165. Such a growth, which greatly exceeds 

                                                           

161 Konkurrence- og Forbrugerstyrelsen, 2018, ’Betalingsrapport 2018: Regler og udvikling på betalingsmarkedet’ p. 25 
162 Danmarks Nationalbank, 2017, ’Danske husholdninger fravælger kontantbetalinger’, p. 2. 
163 Konkurrence- og Forbrugerstyrelsen, 2018, ’Betalingsrapport 2018: Regler og udvikling på betalingsmarkedet’, p. 24 
164 Danmarks Nationalbank, 2017, ’Danske husholdninger fravælger kontantbetalinger’, p. 3. 
165 Nets, 2018, ’Dansk E-handel: Alt du skal vide om e-handel i Danmark 2018’, p. 7 
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the nominal GDP growth which I estimated at 3.63 %, can only come from lower or even deficit growth of 

other channels.  

I forecast a growth for 2018 in the electronic payments of physical stores of 1 % annually. Given the other 

inputs, a nominal GDP growth of 3.56 % and a gradual decrease of the share of cash payments, this results 

in a growth of 16.5 %, somewhat lower than the projection of Nets. For Nets’ growth projection to be 

accurate, the growth of physical stores would have to be negative. I do not believe this to be a realistic 

forecast, and accordingly I use my own growth forecast of 16.5 % for online retailers. In the following years, 

the growth rate of online retailers drops, as it encompasses a larger share of the market.  

 

8.7.2 Market share estimate - Denmark 
Next step consists of estimating the current market share of MobilePay and what share of the market it can 

realistically obtain. 

In a survey undertaken in December 2017, roughly 50 % of online retailers and 60 % of physical stores 

accepted payments by means of MobilePay.166 A year later, December 2018, MobilePay announced that it 

had increased the number of corporate customers significantly. At the outset of 2018, 75,000 physical 

stores and online retailers accepted MobilePay, while the same figure at the end of 2018 was 120,000, 

corresponding to an increase of 60 %167. On this basis, it seems likely to conclude that it is now possible to 

pay in upwards of 80 % of stores. 

In 2017, only 4 % of payments in physical stores was undertaken by payment methods other than card and 

cash168, implying that MobilePay’s share in the most optimistic scenario was 4%. 

For payments made with online retailers, a 2017 survey found that 9 % preferred to pay by MobilePay. In 

2018, the number had increased to 16 %169, and for online purchases made using a phone 30% of 

respondents preferred payment through MobilePay170.   

In December 2018, MobilePay announced that it had processed merchant payments of DKK 18 bn 

throughout 2018, almost double the figure 2 years prior171.  

                                                           

166 Konkurrence- og Forbrugerstyrelsen, 2018, ’Betalingsrapport 2018: Regler og udvikling på betalingsmarkedet’, p. 86 
167 MobilePay, 2018, ’Pressemeddelse 27.12.2018’. 
168 Danmarks Nationalbank, 2017, ’Danske husholdninger fravælger kontantbetalinger’, p. 2. 
169 Nets, 2018, ’Dansk E-handel: Alt du skal vide om e-handel i Danmark 2018’, p. 25 
170 Nets, 2018, ’Dansk E-handel: Alt du skal vide om e-handel i Danmark 2018’, p. 31 
171 MobilePay, 2018, ’Pressemeddelse 27.12.2018’. 



74 
 

In my estimate of the market the projected volume for 2018 was DKK 517 bn. Given the actual figure of 

transaction flow of DKK 18 bn, the current market share of MobilePay corresponds to 3.5 %. However, I 

believe that MobilePay has a significantly larger share in the market of online payments than payments in 

physical stores. While respectively 9 % and 16 % stated that they prefer to pay by MobilePay when 

shopping online, it is likely that the actual market share is somewhat lower because MobilePay, at the 

outset of 2018, was only available in 50-60% of stores. I estimate a current 7 % market share of online 

payments and 2 % market share in physical stores. This corresponds to a transaction flow of DKK 17.93 bn. 

For the coming years, I forecast that MobilePay will increase their market share. As presented earlier, the 

number of shops that now accept MobilePay, and the increased number of online shoppers who prefer 

MobilePay as payment method, speaks to prospects of significant growth. Rather than forecast in absolute 

volumes, I forecast in market share. I project an increase in market share up to 20 % of online purchases 

and 15 % in physical stores by 2026, which will also be the terminal market share.  

 

8.7.3 Market estimate and market share in Finland 
Unlike Denmark, where MobilePay has had some market presence for at least a few years, MobilePay in 

Finland has had little traction. MobilePay entered the Finnish market in 2013, but without the success that 

it gained in Denmark. In 2018, MobilePay has re-committed its engagement in Finland. The big question in 

valuing MobilePay in Finland is thus whether it will succeed this time. 

A number of items speak to the commitment of MobilePay and the increased likelihood of success this 

time. In February 2018, it entered into an agreement with the S group and its S-bank unit, which has more 

than a thousand grocery stores in Finland.  At the time, MobilePay had 450,000 users in Finland172. 

In June 2018, it obtained a payment service license in Finland. This enabled it to operate the new Finnish 

subsidiary as a stand-alone unit. The CEO of Mobilepay stated that it was for the purpose of becoming a 

neutral partner to all Finnish banks and other parties in the industry173.  

In October 2018, it entered into an agreement with K Group, another large group in Finland. As part of the 

agreement, MobilePay will be implemented in 1,200 K-food stores, with other stores of the group in the 

pipeline. Prior to the new agreement, K Group surveyed its customers asking them about their interest in 

paying by mobile, and 44 % responded that they would try paying by mobile if it was implemented174. At 

                                                           

172 Børsen, 2018, ‘MobilePay går I finsk betalingsoffensiv’.  
173 Finanswatch, 2018, ’Mobilepay får egen licens i Finland’.  
174 Mobilepay, 2018, ‘Press release 22/10 2018’. 
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this point, MobilePay had 700,000 users, up 250,000 from February 2018. With the agreement, MobilePay 

will be available in 85 % of all grocery shops and supermarkets in Finland175.  

In November 2018, MobilePay created a new position as CEO of MobilePay Denmark, citing that the 

existing CEO, who had had the responsibility for both Denmark and Finland, had too many tasks, and that 

the hiring of a CEO for Mobilepay Denmark would release time to focus on strategy, development and 

expansion for the whole MobilePay Group176.  

In 2018, transaction flow increased by 140 % from the year prior, from EUR 100 mill to EUR 240 mill177, and 

in December 2018 the CEO stated that they are now experiencing monthly two-digit growth rates in 

Finland, in a fashion similar to the first few years in Denmark178. For clarity, it should be stated that the 

transaction flow not only concern merchant services, but MobilePay in Finland collectively. For reference, 

the total transaction flow in Denmark, consisting of both merchant services as well as transfers between 

individuals, is DKK 80 bn.  

While the starting point of users and transaction flow is much lower than Denmark, I believe that 

MobilePay Finland is likely to get a foothold of the market almost similar to their position in Denmark. I 

base this assessment on the significant growth in user base and transaction flow, the renewed commitment 

and most importantly the agreements with S-group and K-group, which makes MobilePay present in 85 % 

of all grocery shops and supermarkets in Finland.  I forecast a gradual increase of market share of the 

Finnish electronic payment market in 2027 of 15 %. 

In 2017, Finnish residents made card payments to the value of EUR 47.9 bn. In regards to cash, EUR 12 bn 

was withdrawn from ATMs179. Assuming that withdrawn cash is used in stores, it corresponds to a share of 

the overall market of 20 %, somewhat higher than the current 12 % in Denmark. I project this share to 

decrease to 8 % by 2024. In regards to growth rate of the market, I estimate the nominal GDP growth of 

Finland rate to be similar to Denmark’s, and I therefore use a market growth rate of 3.56 %. 

 

8.7.4 Revenue, profit margins and valuation 
Given the market shares in Denmark and Finland, I now need to estimate revenue and profit margins. I 

build on the annual report of Nets, which I estimate is the most comparable firm. Nets’ principle activity 

                                                           

175 Børsen, 2018, ‘Mobilepay udvider i Finland: “Vi tror, at 2019 bliver et gennembrudsår”.   
176 Finanswatch, 2018, ‘MobilePay I Danmark får ny topchef: Skal lette opgavepres på koncernchef’.  
177 MobilePay, 2018, ’Pressemeddelse 27.12.2018’. 
178 ITwatch, 2018, ’MobilePay har fuld fart på i Finland’.  
179 Bank of Finland, 2018, ‘Payment Statistics’. Retrieved from: https://www.suomenpankki.fi/en/Statistics/payments-statistics/ 
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from which it generates revenue is the processing of payments and the provision of point-of-sales systems, 

thus largely resembling the activities of MobilePay.  

First, to estimate the revenue from processing transactions, I analyse the margin of Nets’ Merchant 

Services unit. In 2017, it processed payments for DKK 526 bn, earning a gross revenue of DKK 2,519 bn. This 

corresponds to 0.48 % of transaction flow180, and I will use this figure for MobilePay as well  

Once revenue has been estimated, Damodaran recommends to build on the operating margin before tax 

and the return on invested capital after tax, in order to estimate the necessary volume of reinvestment 

needed to sustain growth181. Given that I use equity models to value Danske Bank and MobilePay, and 

MobilePay is likely to be funded with equity, I substitute return on invested capital after tax for cost of 

equity.  

In Nets’ 2017 annual report, operating margin before tax amount to 16.6 %, and revenue to equity ratio is 

0.804182. Building on these figures, starting from a low level reflecting that MobilePay is unlikely to have 

economies of scale at this point, and our growth and revenue projections, I forecast necessary 

reinvestments.  

Earlier in the paper, I have used a firm-wide cost of equity. I will continue to do so, although I acknowledge 

that MobilePay might be somewhat riskier.  

For the period 2018 – 2026, almost the entire extraordinary growth period, FCFE is negative. The 

discounted FCFE in the extraordinary period is negative DKK 259 mill, while the terminal period is DKK 2,141 

mill. Total value of MobilePay is DKK 1,882 mill. Note that I have assumed that any reinvestment need is 

provided, and that profits in excess of reinvestment needs (from 2026) is paid out in full.  Under this 

assumption, the FCFE and DDM is identical.  

8.7.5 Reflections on Mobilepay valuation 
By following the methodology of Damodaran, I essentially replicate the key figures of Nets and multiply 

those by the estimated share of the market that I have assessed that MobilePay can obtain. Unfortunately, 

I believe this method does not fully capture the earnings potential of MobilePay. My first objection is the 

estimated level of re-investments. While I acknowledge that a traditional firm that rely on human capital or 

production facilities as means to grow are reliant on significant reinvestments, I believe technological firms 

with a proven concept are less capital dependent for future growth. That is not to say that they do not 

                                                           

180 Nets, 2017, ’Annual Report 2017’, p. 18. 
181 Damodaran, 2018, ’Dark side of valuation’, p. 278 
182 Nets, 2017, ’Annual Report 2017’, p. 45. Profit before tax 1.281 / revenue 7.724 = 16,6 %. 
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need capital, but the volume of capital to grow is unlikely to be linear, which is an assumption used here. 

This view can also to some extent be supported by the expected result for 2018, which the CEO of Danske 

Bank estimated to be around zero, subject to what investment opportunities may arise183. 

It might have been interesting to investigate key figures of other firms, but I have not been able to locate 

any other mature merchant services providers whose activities is predominantly in Denmark and/or 

Finland, and with a profile similar to MobilePay or Nets. However, when comparing the key figures of Nets 

to those of e.g. Visa or Mastercard, Nets’ profit margins are significantly lower. In 2017, Mastercard had net 

revenue of USD 12.5 bn, with USD 6.5 bn in income before taxes, equivalent to a profit margin of just above 

50 %. For Visa, the profit margin was even greater, with operating revenues of USD 18.36 bn and operating 

income before taxes USD 11.87 bn, corresponding to 64,7 %184. The low margins of Nets in comparison 

could be the reason why Nets was acquired by the capital fund Hellman & Friedmann in early 2018185. 

 

8.8 Summary of valuations 
In my base scenarios of the five business units of Danske Bank as well as Mobilepay, I arrive at a value 

between 207.4 and 230.3 bn, corresponding to a value per share of 242.3 – 269, about double the current 

market price of 128.9.  

 

Computed in a similar fashion for my worst-case scenarios, my equity value is 163.6 – 185.5 bn, 

corresponding to a share price between 191 and 217 (appendix 2.5).  

                                                           

183 Børsen, 2018, ’Danske Bank åbner for at sælge en del af MobilePay’. 
184 Visa, 2017, ’Annual report 2017’, p. 34 and Mastercard, 2017, ‘Annual report 2017’, p. 63  
185 Berlingske, 2018, ‘Nets købes af kapitalfond efter halvandet år på børsen’. 
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For my best case scenarios, equity value is 213.3 – 245.8 bn, equal to a share price of 249 – 267..  

I recommend a strong buy, as the premium even under the lowest valuation amount to roughly 50 % over 

the current market price. 

  

8.9 Sensitivity analysis 
For the sensitivity analysis, I will build on the base case scenarios. I analyse the sensitivity of growth, as well 

as the key figure NIILD and the loan impairment charges in % of loans and assets.  

 

I find that the valuation is particularly sensitive to the level of change in NIILD. This is interesting, as it is a 

figure that has changed quite significantly since the introduction of the QE program in 2015, and one that 

we have made adjustments to. In the FCFE model, a 0,10 % increase in NNILD corresponds to roughly 15 % 

more value, while a 0,10 % decrease leads to a loss of value of 17 %.   

 

9.0 Discussion 
My value estimate of Danske Bank, in all three scenarios, is significantly higher than the current market 

price. One cause of such could be that the market assesses that a possible fine related to the Estonia 

incident will be much greater than what I expect, and what Danske Bank has currently set aside. It is also 

possible that this will affect the funding costs to a much greater degree than what I have estimated, which 

would drive NIILD even further down than its current levels. Building on historical levels, I projected a 

reversion to the mean level of NIILD. Perhaps this is not accurate, and the diminished ability of banks to 

generate revenue based on its loans and deposits is here to stay.  
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Evaluating the average risk weight of assets, they have diminished significantly since the introduction of the 

Basel II ruleset in 2008. Perhaps the risk-weights does accurately reflect the risk, and if assets are indeed 

less risky than earlier, it is understandable if the revenue generated as percent of the assets is lower than 

historical levels. This I have not accounted for in my valuation models. 

As of Q3 2018, Danske Bank’s ROE was 10.1 %, while the computed cost of equity was 4.62 %. It is possible 

that my estimation of Danske Bank’s cost of equity, at least initially, is significantly below that of other 

market participants. As stated earlier, Damodaran found that in the current low interest market, many 

analysts substitute the current level of the risk-free rate with what they feel is a more accurate number. As 

for beta, I estimated it based on a peer-group of the most comparable banks operating in Denmark. 

However, only Danske Bank has been involved in a widely reported money-laundering incident with 

possible fines in the billions, and on that basis my beta estimate is perhaps too low. In any case, the 

shareholder’s equity of Danske Bank is currently DKK 146.3 bn, while the market value is roughly DKK 110 

bn186. Clearly, the market estimates a significantly lower return on equity than shown in my analysis, or my 

cost of equity is set too low relative to the estimate of other market participants. 

A final point to consider is that my model builds on Danske Bank operating and growing in perpetuity. The 

financial service industry are seeing significant influx of so-called Fintech firms, and it is likely that the 

market has incorporated some element of the risk associated with disruption. Such a parameter is not built 

into my valuation models. 

 

10. Conclusion 
The objective of this paper was to value a share of Danske Bank. I presented the most common valuation 

models and the unique characteristics of financial service firms, followed by an analysis of how these 

characteristics affect different valuation models. Given the difficulty in segregating operating and financing 

activities, and the very thin distinction between debt and working capital, I chose to construct my valuation 

using equity models, respectively the DDM, RI and FCFE model. 

Next, I explored the capital framework applicable to banks, after which I undertook a PEST and Porter’s Five 

Forces analysis in order to understand the nature of the banking sector, as well as the strategic and 

competitive position of Danske Bank. I found that the banking sector was undergoing a significant 

consolidation, which was largely driven by increased regulatory requirements. Furthermore, Interest rates 

                                                           

186 855.812 shares*128,9 per share 
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were materially affected by the ECB QE program, and interest earnings of Danske Bank had deteriorated as 

a result. Historically, growth for Danske Bank has largely come from acquisitions or mergers, but its latest 

merge or acquisition was in 2001. Consequently, Danske Banks market share has dropped from the upper 

thirties to 26.5 %.  

The Estonia-money laundering incident is likely to dampen growth opportunities further, as Danske Bank 

has been at the centre of much media attention throughout 2018. This is also reflected in polls, where 

Danske Bank has seen a significant decline, particularly in the retail segment. Furthermore, the Estonia 

incident has led to increased funding costs. 

Following the PEST and Porter’s Five Forces analysis, I investigated the inputs related to the computation of 

cost of equity. I found that the current interest level of 10-year government bonds is record low, and at an 

unnaturally low level in comparison to historical levels and Fisher’s equation. I instead estimated a long-

term risk-free rate of 3.56 %, based on the historical level of inflation and the future expected GDP growth. 

I chose to phase in the difference between the current level of 0.16 % and the long-term estimate of 3.56 % 

gradually over a period of 4 years.  

To estimate the level of the market risk premium, I calculated the historical risk premium in Denmark using 

the 10-year government bond rate and the market return of OMXC20. Subject to the period of calculation, 

and whether dividends are incorporated, the market risk premium fluctuated between negative 0.24 % and 

10.65 %, thus exposing the sensitivity of calculating the market risk premium over short periods. I instead 

chose to use external sources and decided on a market risk premium of 5.28 %. 

For the estimation of beta, I constructed a peer group of stock-listed SIFI banks operating in Denmark. I 

calculated the beta using daily and monthly returns, and with timespans of 1, 3 and 5 years. I decided on a 

beta of 0.845. 

Next, I analysed the capital framework of Danske Bank and how such has been affected by the Estonian 

money-laundering incident. I related this to the historical capital policy of Danske Bank and argued for why 

I believe the current dividend of 40-60 % will continue, and that Danske Bank will build up its capital profile 

gradually up to a CET1 ratio of 18 %.  

I subsequently examined key figures that had significant implications for my forecasts. I explored loan 

impairments, which tend to be very volatile, in a historic perspective and calculated the average figure over 

a 17-year period. I estimated the increased funding costs associated with the Estonian money-laundering 

incident, and I calculated the costs of additional Tier 1 and 2 capital and allocated those costs to business 

segments. I also analyzed the key figure Net interest income as % of loans and deposits in a historic 
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perspective, and I argued that the current level reflects a negative impact from the QE program of ECB. As 

the QE program ended in December 2018, I projected the key figure to revert to pre-QE levels over a period 

of 4 years. 

I then looked at the possible growth prospects of each business segment, and I presented my base-case 

scenarios of a fair value estimate of each segment using respectively the DDM, the FCFE and the RI model. 

Next, I presented two alternative scenarios where the growth rate and certain key figures were adjusted.  

For the valuation of MobilePay, which is a young company without much historical accounting data, I 

adopted the top-down approach by Damodaran. I began by defining and estimating the potential market, 

followed by a forecast of what share of the market that I expect MobilePay can acquire. I subsequently built 

on figures of Nets, both in terms of necessary reinvestments to sustain growth, as well as operating 

margins. Using Nets’ figures as proxies, I forecast the free cash flow to equity of MobilePay. I presented the 

value of Mobilepay and reflected on the methodology and what could have distorted my fair value 

estimate.  

Next, I summed up the valuation of all business segments as well as Mobilepay, and I computed the stock 

price. My valuation was approximately double the current share price, hence a strong buy 

recommendation. I undertake a sensitivity analysis followed by a discussion of what possible causes might 

have led to a too high valuation. I reflect on my beta estimate and whether my assumptions about a 

normalized interest rate environment is perhaps too optimistic.  

 

Postscript 
During the process of writing this thesis, I have been surprised by the extent and complexity of the 

regulation to which financial service firms, and most particularly banks, are applicable. In particular, I had 

not imagined that internal models risk-scoring models would reduce the average risk-weight of assets to 

the extent that they do, and it is somewhat surprising that this has evaded public debate. The public 

perception is that banks are better capitalised than ever before, and while that is true in terms of capital 

ratios, a significant part of the increase comes from lower risk weights from internal models.  

It has proven greatly interesting to me to investigate the regulatory side of the financial industry, including 

how monetary policy such as the QE program affects the earnings prospects of banks. While I was well 

aware that banks were affected by monetary policy, I am surprised by to what extent the QE program has 

influenced the interest rates. 
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Appendix 

Appendix 1.1 
Source: World Bank Open Data & Danmarks Statistik. 
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Appendix 1.2 
Source: EPSI Denmark. 
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Appendix 1.3. 
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Appendix 1.4.  
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Appendix 1.5 
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Appendix 1.6  
Note: 2015 is present twice, which is because a restructure took place in 2016. Both pre- and post 2015 

figures are shown. 
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Appendix 2.1 Base-case models 
Note that the business unit and the type of valuation model used is stated at the top left corner of each 

model. 
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Appendix 2.2 Worst-case models 
Note that the business unit and the type of valuation model used is stated at the top left corner of each 

model. 
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Appendix 2.3 Best-case models 
Note that the business unit and the type of valuation model used is stated at the top left corner of each 

model. 
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Appendix 2.4 MobilePay 
 

Market share and revenue: 

 

 

 

Operating income: 
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FCFE model 

 

Note: Capital requirement = Revenue/0.8*Equity 

Capital invested in 2018 = Current equity of MobilePay A/S and MobilePay Denmark A/S. 

 

Appendix 2.5 – Summary of valuations 
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