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Executive Summary 

This thesis examines the value of Danske Bank in order to estimate the fair stock price of 

Danske Bank. In the course of the preparation of the valuation, three trends have been 

identified prevailing in the financial service industry, including Capital Requirements, 

Digitalization and prevention of Fraud & Anti-Money Laundering. The valuation demonstrates 

that capital requirements – and especially the leverage ratio - adversely affect the value of 

Danske Banks. However, as the Basel Committee has not decided yet on the required 

leverage ratio in 2018, the valuation includes both a scenarios with and without changes. 

Furthermore digitalization has been identified as a critical source to drive Danske Bank’s 

profits in the future. It demonstrates great opportunities to gain the market lead in the future, 

but also impose a thread in respect to the competition. The emphasis lies on Danske Banks 

potentials to react to the dynamic and developing environment in digital banking. The results 

of the valuation indicate that investors do not expect leverage ratios to increase, as the result 

of the valuation coincides with current stock prices of Danske Banks. An increase of the 

leverage ratio, however, implies that Danske Bank’s stock price is overstated. 
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1. Introduction 

 

Danske Bank A/S is a financial service institution based in Denmark, comprising Danske Bank, 

Realkredit Denmark, Danica Pension and other subsidiaries1. The market capitalization of Danske 

Bank accounts to DKK 195bn, making Danske Bank the largest bank in Denmark and one of the 

largest banks in Scandinavia. It operates in eight countries including Denmark, Norway, Sweden, 

Finland, Estonia, Latvia, Lithuania and Northern Ireland and employs approximately 19.000 people. 

By several acquisitions Danske Bank diversified its portfolio, inter alia, from commercial banking into 

asset management, leasing, mortgage finance, real-estate brokerage and insurance. On the second 

February 2016 Danske bank published its annual report of 2015 and reported a sound profit. The 

return on shareholders’ equity before goodwill impairments accounted to 11.6%. The net profit 

increased by 36% compared to 2014 and amounted to DKK 13.1bn after goodwill impairments in 

2015. Stocks of Danske Bank have been traded on the NASDAQ for a price between DKK 180 to 

DKK 190 from Dec 2015 to Feb 2016. Danske Bank’s common equity tier 1 capital ratio and the total 

capital ratio added up to 16.1% and 21.0%, respectively, at 31 December 2015, against 15.1% and 

19.3% at 31st December 2014 (Annual Report, 2015). Additionally Danske Banks reports a liquidity 

coverage ratio (LCR) of 125% at 31st December 2015. Thus Danske Banks has improved all its 

ratings, including long-term rating to “A2” (Moody’s), short term rating to “P-1” (Moody’s) and 

Standard & Poor (S&P) to “A” for the long-term outlook beginning with July 2016.  

So far the prospects for Danske Bank imply positive tendencies in profitability and risk management. 

However the financial sector is characterized by high volatile markets, uncertainty in the environment, 

changes in regulatory requirements and digital trends. Moreover Danske Bank is exposed to strong 

competition, especially at the time of globalization, where inorganic growth2 strategies enable the 

emergence of vast financial service firms. The competition imposes a thread in respect to economies 

of scope or comparative advantages. Thus it is critical for Danske Bank to take the appropriate 

strategic decision at the right time in order to preserve the value and foster the growth of the bank. 

In this master’s thesis Danske Bank will be evaluated by the execution of a fundamental analysis. The 

approach includes both a strategic and a financial analysis that focus on Danske Bank’s performance 

in respect to current trends in the financial sector. Trends have been identified in the capital 

                                                           
1
 Annual report 2015: Note 35. Group holdings and undertakings (p.129) 

2
 Definition of inorganic growth can be found at: http://www.investopedia.com/terms/i/inorganicgrowth.asp 
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requirements, digitalization and fraud & anti-money laundering provisions. The thesis will elaborate on 

the first two trends specifically. In order to give the reader an overview, the following section will 

introduce the trends in the financial service industry. 

1.1 Trends 

Within the last years there have been three trends that distinctly emerged within the realm of the 

financial service industry. Christian Clausen the former CEO of Nordea encapsulated the trends in his 

speech at the Copenhagen Business School on the 12th of November 2015, namely digitalization, 

fraud & anti-money laundering provisions and capital requirements. There is great media coverage 

coming from reputable consulting firms approving these trends. For instance, McKinsey states that 

digitalization will increase the revenue of European banks by 30% within the next years.3 AT Kearney 

emphasizes that the focus on customers automatically drives digitalization in order to add value to 

services and to archive an integrated channel experience.4 Credit Suisse even attributes the 

digitalization process to the greatest transformation in banking history.5 But also fraud & anti-money 

laundering provisions are top prioritized by management according to KMPG, as regulatory fines run 

into billions of dollars and regulatory action become license threatening6. Capital requirements are 

addressed for a long time reaching back to the development of Basel I. However, as capital 

requirements became stricter, they constitute a strategic and financial challenge for banks. Thus 

consultancy firms offer advisory services in order to optimize the risk weighted assets (RWA) or to 

solve other issues in compliance (KPMG, 2011) (KPMG, 2013). In the following the trends in the 

financial service industry will be described: 

Regulatory Requirements: 

Regulatory requirements for bank’s capital adequacy date back to 1988, beginning with the 1988 BIS 

Accord which was the first attempt to set international risk standards. Prior to the accord, each 

country set capital requirements for banks individually (Hull, 2012). However, as the globalization 

proceeded, authorities postulated international standards to account for systematic risk. Within the 

last decades financial service institutions became highly regulated by governmental authorities, as a 

reaction to the highly dynamic, complex and interconnected environment. Especially the last financial 

crisis in 2008 contributed as main diver to stricter capital requirements in order to prevent 
                                                           
3
 Olanrewaju, T. (2014):  The rise of the digital bank. McKinsey 

4
 Eistert, T., Deighton, J., Marcu, S., Gordon, F., Ullrich, M. (2013): Banking in a Digital World. ATKearney. 

5
 Brunner, S., (2015) : Digitalisierung: «Banken stehen am Scheideweg. Credit Suisse. 

6
 KPMG (2014): Global Anti-Money Laundering Survey 2014. 
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bankruptcies of banks such as Lehman Brothers in the future. The development of the regulatory 

framework has been driven by the Bank for International Settlements (BIS). Of particular importance 

is the limitation of the damage by systematic risk. As stated by the Financial Stability Oversight 

Council (2011), systematic risk concerns the stability of the financial system as a whole in contrary to 

risk faced by individual financial institutions or market participants. This risk arises from the 

commitment of banks to each other due to contracts and agreements. Examples are deals of banks 

with other banks for hedging purposes or loan borrowings among banks. Thus, if one bank cannot 

fulfill the conditions of the contract anymore due to insolvency, several banks may incur major losses. 

In the worst case scenario the failure of a bank can lead to a domino effect, i.e. the failure causes the 

failure of other counterparties or creditors due to their interconnectedness (Murphy, 2012). This again 

may impose a risk for millions of private individuals and corporations who have their loans and 

investments with banks. Eventually this can adversely affect the economy as a whole. The latest 

example, as mentioned before, is the subprime crisis in 2008, where the failure of Lehman Brothers 

affects banks and private households globally.  

Consequently financial institutions face tightened capital requirement in Denmark and the Nordics to 

provide for financial losses in order to stay in business. After several amendments, the third Basel 

accord is in place now that was introduced in 2013 and successively demands higher capital 

requirements until 2019. Nevertheless there are already suggestions for amendments of Basel III that 

raise rumors about Basel IV, as critics still perceive risk of bank failure after a full implementation of 

Basel III7. Capital requirements certainly constitute a challenge for financial institutions because 

capital reserves are built up upon three strategies (BIS, 2013)8:  

1. Holding back retained earnings by reducing the share of the profit a bank pays out in 

dividends 

2. Issuing new equity, for example through rights to existing shareholders, equity offerings on the 

open market or bloc offerings of shares to an outside investor. 

3. Adjustments to the asset side of the balance sheet by running down its loan portfolio or selling 

assets. 

As money is a main asset of banks to generate profits from, an increase of reserves represents high 

opportunity costs, as reserves may be used for more profitable investments (Lehner & Harrison, 

                                                           
7
 https://www.pwc.com/mt/en/publications/assets/is_this_basel_four.pdf 

8
 Cohen, B. H. (2013): How have banks adjusted to higher capital requirements? 
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2014). Similarly a decrease in assets influences the profit adversely. On the other hand the 

compliance with Basel III makes for a low risk profile and guaranties high ratings for banks by rating 

agencies. That creates more confidence of customers which translate into higher customer activity. 

Additionally banks with low risk profiles benefit from low interbank lending rates. As capital 

requirements are continuously developing and demanding permanent adjustment as well as 

optimization, they are always prevailing in the financial service industry.  

Digitalization 

Another trend in banking is digitalization that affects several areas within a bank. Especially 

nowadays, sociological changes lead to an increase in the use of digital channels for banking 

activities by customers9. Developments in digitalization are supposed to affect both the customer and 

the bank positively. For instance, digitalization simplifies the accessibility to bank accounts and allows 

customers to handle their banking activities anytime and everywhere. Simultaneously the bank 

benefits from digitalization by lower costs and more efficient use of resources. Recent digital 

innovations in the banking industry include for instance mobile payments (such as Swipp, MobilePay 

or Apple Pay), near field chips, digital banking platforms, online securitization or online processing of 

loan application. The developments advance steadily, as financial service institutions pursue to 

improve the customer experience in order to attract more customers and gain the market leadership. 

This is especially important in retail banking, where customers have low switching cost and can easily 

apply for bank accounts at different financial institutions. Consequently a bank that offers the most 

value added to the customer experience will keep and attract customers in the future. In retail banking 

the focus lies on simplification of online banking platforms, accessibility of money, transparency, quick 

payment and transfer methods as well as quick loan applications. 

But the term digitalization also entails the software, hardware and IT infrastructure a bank is working 

with. For instance wealth management and wholesale banking are strongly dependent on 

professional software in order to optimize their trading activities. As large banks deal with enormous 

amounts of trades per day that need to be processed, analyzed and saved on databases, the 

hardware must meet the requirements of the daily business activities. Continuous upgrades are 

inevitable, as the environment always changes especially when it comes to risk management. Thus, 

nowadays, banks have to calculate risk measures and report P&L on a daily basis, while financial 

                                                           
9
 http://www.statista.com/statistics/222286/online-banking-penetration-in-leading-european-countries/ 
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models become more sophisticated. Recent developments comprise for instance XVA10 that adds risk 

adjustments for diverse financial products.  

Additionally the IT infrastructure and the connection to external service and information providers 

must be in place. Ordinarily speed is a critical factor when it comes to trading, as it determines who 

exercises a certain trade. This is particularly the case in respect to high frequency trading where 

trades are automatically exercises by computers on the basis of algorithms that pursue different 

arbitrage strategies. As milliseconds make a difference in high frequency trading, there are 

companies who provide transatlantic fiberglass connections for banks in order to connect the client to 

stock exchanges around the world.  In a nutshell, digitalization impacts all banking operations and can 

make for a comparative advantage that may decide about the market lead and future profits. 

Fraud & Anti-Money Laundering  

Fraud & Anti-Money Laundering (AML) comes along with digitalization and the emerging cyber 

criminality. This area focus on the prevention of counter terrorist financing (CTF), account hacking, 

credit card theft, money laundering, tax evasion (KPMG, 2015), etc. The main objective for a bank is 

to understand and track the flow of money. However this becomes more complicated in the light of 

international transactions, cyber criminality and systems such as bit coin (Singh, 2015). According to 

KPMG (2015), Fraud & Anti-Money Laundering rose up to the tops of agendas for senior 

management, as regulatory fines run into billions. Regulatory actions become literally license 

threatening and may lead to threats of criminal prosecution against banks and individuals. Recently 

there are new regulatory development such as the U.S. Foreign Account Tax Compliance Act 

(FATCA) and the Fourth European Money Laundering Directive (4MLD) (Official Journal of the 

European Union, 2015) that was enacted 2015. The new modifications in comparison to the third 

directive concern areas of risk based approach, customer due diligence (CDD), beneficial ownership, 

politically exposed persons (PEPs), third party equivalence and ongoing monitoring (Deloitte, 2015):  

- The Risk Based approach focuses on appropriate actions to identify, understand, assess and 

mitigate Anti-Money Laundering & Counter-Terrorism Financing (ALM/CTF) risk by the 

member states.  

                                                           
10

 Credit, Funding and Capital Valuation Adjustments 
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- Customer Due Diligence (CDD) tightens the possibilities to use simplified customer due 

diligence (SCDD) as a measure of risk for a customer. This directive prescribes minimum 

premises to be considered before SCDD is allowed to be applied. 

- Beneficial Ownership represents an explicit requirement for legal persons comprising 

corporations “to hold accurate, adequate and current information on their own beneficial 

ownership” (Deloitte, 2015) in order to make it available for competent authorities on request.  

- Actions in the area of Politically Exposed Persons (PEPs) concern preventive measures and 

improved monitoring of political people that are prone to bribery and abuses due to their 

positions and power. 

- Third party equivalent deals with countries outside the EU that do not meet the European 

standards of AML. Consequently risk assessments are performed when banks do business 

outside the EU. 

- Ongoing Monitoring is supposed to amplify the risk assessments for each customer.  

Another area of AML is Trade Finance (KPMG, 2015) where criminals transfer money through trading 

activities. Criminals exploit the fact that trading only enables banks to review the clean payment of a 

trade but not the underlying reason for the payment (Wolfsberg Group, 2011). Fraud is initiated 

through the misrepresentation of the price, quantity or quality of imports or exports. Particularly the 

enormous volume of trades in the market, the complexity and diverse trade financing arrangements 

obscure the money trail11. This overview shows that Fraud & AML developed to an area with 

increasing complexity and overarching function across risk, tax, legal and operations. The minimum 

compliance with Fraud & AML regulations is no longer sufficient to prevent troubles. Thus KPMG 

(2015) expects an international bank to spend 10bn dollar for Fraud & AML in the next several year. 

1.2 Problem Statement 

The overall purpose of the thesis is to valuate Dansk Bank with particular focus on capital 

requirements and developments in digitalization. Consequently the research question is stated as: 

What is the value of Danske Bank for a long-term investor? 

The focus of the valuation lies on capital requirements and digitalization, as both areas have been 

identified as trends in the banking industry that significantly impact the profit of a bank in the future. 

Capital requirements are critical for two reasons. First, the compliance with the requirements mitigates 

                                                           
11

 http://www.fatf-gafi.org/publications/methodsandtrends/documents/trade-basedmoneylaundering.html 
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the risk of delinquency and ultimately of a bank failure. Secondly, it is import to comply with capital 

requirements in order to receive high ratings by rating agencies. This again will create trust and 

confidence among customers as highly rated banks are known for low default risk. As a result more 

customers are attracted and retained. Digitalization has a major impact on the optimization of 

operations for instance in terms of lean management and it leads to a comparative advantage 

towards competition. Buzz words like easy interfaces, MobilePay, security and connectivity, attract 

customers and especially younger generations that grow up within a digitalized environment.  

Fraud & AML represents another trend, but it is not considered in the valuation process to a large 

extent. Major reasons are the complexity that would exceed the scope of the master’s thesis. 

Additionally, Fraud & AML is only scarcely addressed in the annual reports and the risk management 

reports, so that an analysis would be mainly hypothetical. More about Fraud & AML is provided in the 

delimitation section. 

In order to approach the research question following questions are investigated: 

 How to valuate a bank?  

 What are the profit drivers of Danske Bank? 

 How advanced is Danske Bank’s compliance setup with current capital requirements? 

 How did recent capital requirements affect Danske Banks profits? 

 How does Danske Bank develop its digital environment and digital assets? 

In order to answer these questions the thesis will dwell on topics such as valuation models, profit 

generation of Danske Bank, actual capital requirements and digital progresses of Danske Bank. 

 

1.3 Sub Research Questions 

The research question poses another question in respect to the stock price: 

Is the current stock price of Danske Bank representative of its future earnings (value)? 

In finance there are different valuation methods of banks including the quotation of the stock prices. 

According to the efficient-market hypothesis, the stock price of a company reflects all available 

information and consequently represents the true value of the company (Bodie, Kane & Marcus, 

2014). That implies that the current stock price of Danske Bank is correct and represents the proper 
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value of Danske Bank. However investors also spot undervalued companies and earn a fortune on 

their findings. Most famous example of an investor concerning this matter is Warren Buffet. Thus 

undervalued companies prove inconsistency in the efficient-market hypothesis. In areas of financial 

frictions and behavioral finance the irrationality of investor’s behavior is investigated, revealing 

reasons for discrepancies between stock prices and the true value (Sewell, 2010). Examples are herd 

mentality, risk aversion or investments based on intuition. Additionally different analysts focus on 

different aspects of a company, so that deviations in values occur due to differ preferences. 

2. Methodology 
 

The purpose of this chapter is to describe the methodology used for solving the research question 

and to provide a structure of the thesis. 

According to academic methodology the thesis has the characteristics of a case study. A case study 

is defined as “a strategy for doing research which involves an empirical investigation of a particular 

phenomenon within its real life context using multiple sources of evidence” (Robson, 2002). Case 

studies can be divided into four types within two dimensions, namely a holistic or embedded case 

study and a single or multiple case study (Yin, 2003). The valuation of Danske Bank uses a single 

embedded case study approach. An embedded case study integrates quantitative as well as 

qualitative methods and allows for a detailed analysis of sub-units (Scholz & Tietje, 2002; Yin 2003). 

In the thesis both methods are covered, the quantitative method by the financial analysis and the 

qualitative method by the strategic analysis. Furthermore the case study is a single case study, as it 

encompasses only Danske Bank. However for comparison reasons, competitors are integrated in 

certain analyses.  

The research design is majorly exploratory, since the study pursues to “[ask] what is happening; to 

seek new insights; to ask questions and to assess phenomena in a new light” (Robson, 2002). 

Especially the strategic analysis looks for internal and external contingencies to valuate Danske 

Banks future prospects. Certain chapters of the thesis, though, use a descriptive design which is “to 

portray an accurate profile of […] events or situations” (Robson, 2002). Especially when it comes to 

the strategic analysis, the analysis tools pursue to capture and describe the status quo. Case studies 

have been criticized of their lack to create theoretical, reliable or generalizable contributions to 

knowledge, as they use small samples and are driven by interpretive qualitative research (Saunders, 
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Lewis & Thornhill, 2016)12. These critics have been disproved by case studies that demonstrate 

internal and external validity as well as causal relationship (Bansal & Corley 2011; Denzin & Lincoln 

2011), so that a case study is suitable for academic research. 

Throughout the thesis there is a close connection to theory. In order to valuate Danske Bank, different 

discount models from theory are used that are commonly applied as market standards in the 

corporate world. The first step is to attain valuable insight and knowledge about Danske Bank to 

derive a strategic and financial analysis. Based on the results of the analyses a financial forecast will 

be generated. In addition the choice of appropriate valuation models is explained beforehand, as the 

valuation of financial service firms differ from non-financial companies. 

2.1 Data Collection 

All data used in the thesis comes from secondary sources in order to acquire profound knowledge of 

Danske Bank and the industry it operates in. The sources include annual reports, articles, research 

papers, approved news, academic books and data from financial data providers. The financial 

analysis is based on empirical data, published by Danske Bank. Likewise, the historical data for the 

forecast purely rests on annual reports and is modified for the purpose of analysis if needed. 

2.2 Validity of Data 

The data for the financial analysis is taken out of the annual report published by Danske Bank. It 

follows the international financial reporting standards (IFRS) and is audited by Deloitte. Consequently 

the financial statement is assumed to be reliable in respect to the regulations Danske Bank complies 

to. The annual report is mainly used for the quantitative analysis. As companies tent to write annual 

reports in favor of their business, Danske Bank’s annual reports might be biased to some extent. 

Other secondary resources went through a selective process, because secondary information is 

prone to biases and distortion of facts. That is the reason why only high quality articles and websites 

with a named author from approved news agencies enter this thesis. All academic books, research 

papers, academic articles come from reputable sources, so that they are considered as valid and 

reliable. The theoretical models applied, are standardized and are commonly made use of in the 

business world. The strategic analysis uses the PEST-Framework, Porter’s five forces and the 

SWOT-Analysis, as those analysis tools are commonly used for the preparation of forecasts 

(Petersen & Plenborg, 2012). The financial valuation applies the Free Cash Flow to Equity (FCFE) 

                                                           
12

 Saunders, Lewis & Thornhill outlined their findings throughout history and do not criticize case studies by themself 
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Model, the Residual Income (RI) Valuation model, the Dividend Discount Model (DDM) and the capital 

asset pricing model (CAPM). 

All these models are regarded as academic standards, although the discounted cash flow models can 

lead to very different results for different assumption or inputs used. This may lead to different 

conclusion about the value of Danske Bank. Hence a sensitivity analysis will highlight the extent of 

value changes, as assumptions change. In order to validate the calculations, a sanity check is 

conducted in the discussion that follows the valuation. Nevertheless it is important to notice that a 

valuation is always somewhat biased due to the analyst assumption made. 

2.3 Delimitations 

The horizon of the analysis entails five years and ends with the release of Danske Bank’s annual 

report on the 2nd February 2016. That means any information released after that date is not taken into 

consideration. Consequently the cut-off date for the data of the financial statement is 31st of 

December 2015.  

As mentioned above, the thesis focuses on two trends only and excludes Fraud & AML operations in 

order to limit the extent of the thesis and prevent speculative assumptions within this area due to a 

lack of data in Danske Bank’s annual report as well as risk management report. Furthermore the 

valuation of Danske Bank will not dwell into multiples, because multiples are relative valuation models 

that are used for the comparison between peer groups (Petersen & Plenborg, 2012).However this 

thesis only focus on the value of Danske Bank and pursues to come up with a proper stock price. 

There are also delimitations in the scope of the strategic analysis, as a too detailed analysis of all 

countries and markets Danske Bank operates in, will exceed the focus of the thesis. Thus it has been 

decided that the macroeconomic analysis includes the major countries Danske Bank generates its 

profit in, whereas the microeconomic analysis only focus on Denmark. One reason is that the macro 

factors influence the profit potentials of the whole country and may vary significantly between 

countries due to regulations, demographics, etc. In contrary, the micro factors are quite balanced 

between Nordic countries, as there are no distinct differences in the market structures. Thus Denmark 

will serve as proxy for the other Nordic countries. However deviations from the Danish market are 

outlined accordingly. 
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2.4 Structure of the Thesis 

The thesis is divided into ten parts, as depict in the following chart. After the introduction and the 

methodology there is a descriptive part that elaborates on the valuation models, characteristics of 

Danske Bank and the capital requirements. The descriptive part provides topical knowledge as well 

as background information in order to continue with the exploratory and analytical part that includes 

the strategic and financial analysis. The analyses serve as input for the forecast that leads to the 

valuation of Danske Bank. Afterwards there is a critical discussion about the results. 

3. Bank Valuation Approach 
 

The valuation of financial service firms differ from non-financial firms due to two reasons. First, there 

are difficulties with the estimation of cash flows, because debt, working capital and capital 

expenditures (CAPEX) are not clearly defined. The second reason is that banks are governed by a 

strict regulatory framework in terms of how they are capitalized, where they are allowed to invest and 

how fast they are able to grow (Damodaran, 2009). Thus banks pose special challenges in terms of 

the financial analysis. The first one concerns the bank’s dependency on regulatory requirements. 

These requirements varies among countries, however they resemble each other. For instance, in the 

USA these regulations restrict banks in their capital ratios (Basel), restrict banks in their investment 

options (Dodd–Frank Wall Street Reform and Consumer Protection Act ) and control opportunities for 

mergers and acquisitions (Bank Merger Act, FDIC law) (FIDA, 2015). These restrictions matter for the 

valuation of financial service firms because growth potentials are directly linked to reinvestments 

possibilities. When it comes to banks, investment opportunities can heavily depend on changes in the 

regulatory framework. This implies that banks are exposed to another dimension of risk corresponding 

to amendments in laws and regulations (Damodaran, 2009).  
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The second issue of financial service firm valuation is the capturing of reinvestments. Reinvestments 

comprise the net capital expenditure (capital minus expenditures and depreciation) and the working 

capital (current assets minus current liabilities). The capital expenditure (CAPEX) is money spend by 

the company to upgrade, maintain or acquire tangible assets such as plants or equipment. It is often 

used to start new projects or increase the scope of current operations. Unlike other firms, banks do 

invest mainly in intangible assets such as human resources and their brand, instead of in tangible 

assets such as manufacturing facilities or plants (similar to capital requirements for banks). As a 

consequence the balance sheet categorizes investments into operating expenses. In contrast to non-

financial service firms, the different categorization results in low or no capital expenditure and in low 

depreciation figures.  

Another challenge comes along with the working capital which is defined as the difference between 

current assets and current liabilities. In financial service firms current liabilities and assets cannot be 

easily differentiated, because financial institutions do not have typical current assets and current 

liabilities such as accounts payable and inventories. It is hard to categorize current liabilities for 

banks, because, as the time is unknown when depositors withdraw their deposits, a deposit may be 

long-term or short-term. Consequently a large amount has to be summed up into either current assets 

and liabilities or non-current assets and liabilities. This implies positions that may show high volatility 

or that are large in quantity without any relation to reinvestments (Damodaran, 2009). In conclusion, 

the knowledge gap about reinvestments and working capital limits the estimation of future cash flows. 

This again complicates the estimation of a future growth rate. 

The third issue is the difference in the accounting rules. Banks continuously value a large part of their 

financial products according to daily quotes of the market value. That is called mark-to-market. Non-

financial corporation, however, use book values and subtract the depreciation in respect to accounting 

rules. Hence an analyst has to approach and interpret ratios of banks differently. According to 

economic experts such as Damodaran (2009) the return on equity of a bank equals the updates 

market value of a bank, whereas for non-financial service firms the return on equity equals the return 

on equity invested. Additionally analysts have to look into the reserves that banks keep to provide for 

loan losses, as banks are allowed to make their own loan loss assessment (Damodaran, 2009). This 

autonomy may lead to a more conservative or more aggressive strategy. As a result more aggressive 

strategies are riskier, but may lead to higher profits in an economic upturn. 



17 
 

The last difference an analyst has to pay attention to is the handling of debt. In banks debt may be 

rather considered as “raw material” (Damodaran, 2009) instead of a source of financing. A metaphor 

by Damodaran (2009) illustrates debt as steel for a manufacturer, i.e. it is a material modeled into 

financial products that is traded for a competitive price to yield profits. This means that liabilities 

become assets and only equity is defined as capital or a source of financing respectively. “This 

definition of capital is [also] reinforced by the regulatory authorities” (Damodaran, 2009).  

Capital equals:  

Equity + Retained earnings (or unrestricted reserves for charities) + Loan loss reserves not ascribed 

to particular assets + Limited amounts of subordinated long-term debt  

(Microenterprise Development Review, 1998) 

Contrarily let us run through the event that the deposits on bank account would be considered debts. 

Consequently the operating income is calculated prior to interest payments in the financial statement, 

leading to high operation profit and high cost of financing. This however results in distorted picture of 

the financial statement as interest payments make for the bulk of expenses. Additionally the bank 

ends up with extreme debt ratios if both long-term and short-term debts are treated as debt. As short-

term debts are financed by a low cost of debt i.e. interest payments for customer bank accounts, the 

bank will face unrealistic rates of the total cost of capital of approximately 3% or lower (Damodaran, 

2009). Last but not least the huge leverage may cause large swings in equity value by small changes 

in asset values. 

3.1 Valuation Models 

This section focuses on different valuation models suitable for financial service firms. The objective is 

to explore Danske Bank’s intrinsic value in order to valuate Danske Bank’s stock price for a long-term 

investor. As the characteristics of financial service firms differ from non-financial companies, some 

valuation models are more appropriate than others. That is why an overview is given about different 

discounted cash flow models (DCF), which are regarded as common practice for valuing banks. The 

most simplified DCF model takes the following form: 

       ∑
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(Damodaran, 2003) 

The model discounts future cash flows (CF) by the interest rate (r) for each year (t). Naturally the 

interest rate can be substituted by different types of rates such as the weighted average cost of 

capital (WACC) or yearly changing future interest rates. The idea is that the present value, i.e. the 

sum of discounted future cash flows by (r), is the value of the company, as it is the same amount an 

investor has to invest today to yield the same future cash flow if the interest rate is (r). However the 

DCF model is divided into the Equity DCF and the Enterprise DCF method (Koller, Goedhart & 

Wessels, 2010). Whereas the second approach is used for non-financial companies, the Equity DCF 

is used for financial institution and will be the method of choice. All following methods are based on 

the assumption of a “going concern”, i.e. Danske Bank will continue its business for an indefinite 

period of time. 

3.1 The Free Cash Flow to Equity Model 

The Free Cash Flow to Equity model (FCFE) discounts the amount of cash (dividends) that can be 

paid to the equity shareholders after all expenses, reinvestment and debt payment (Petersen & 

Plenborg, 2012) by the cost of equity. The Free Cash Flow to Equity is used as the numerator in the 

DCF model and is substituted for the future cash flow (CF). For a non-financial service firm the FCFE 

is defined as: 

 

FCFE = Net Income - Net Capital Expenditure - Change in Net Working Capital + New Debt - Debt 

Repayment 

(Damodaran, 2009) 

This definition requires the calculation of the net capital expenditure (CAPEX) as well as the change 

in net working capital. However calculating these two measures is difficult in case of financial service 

firms as mentioned above. The reason is that the minority of bank’s investments is made in fixed 

assets such as equipment and plants, so that analysts have to redefine reinvestments. Non-financial 

service firms spend their CAPEX to maintain or expand their business. Banks, however, invest in 

capital requirements in order to stay in business and in order to be able to expand the scope of assets 

used. Thus investments in capital requirements such as reserves substitute the CAPEX. Implicitly that 

means that authorities determine upon the constraints for future growth i.e. banks can only grow their 

balance sheet (assets and liabilities managed) if they invest in capital requirements. Similar issues 
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exist for the working capital as mentioned above. Thus the redefined formula of the FCFE for financial 

firms is stated as:   

 

FCFE for Financial Service Firm = Net Income – Reinvestment/Increase in Regulatory Capital 

 

In order to calculate the FCFE an analyst has to look into two areas, the book equity to capital ratio 

and the net income. The book equity to capital ratio is determined by market value of the equity 

divided by the sum of debt         . For instance, if a bank owns equity of 800m and has loans of 

10bn its equity to capital ratio is 8%. If the bank wants to raise its loan base by 10%, all conditions 

being equal, its reinvestments in regulatory capital amount to (11bn – 10bn) * 8%= 80m. However a 

bank can peruse conservative or aggressive strategies depending on its risk appetite, so that it may 

exceed the regulatory requirements or meets them scarcely. The last measure is the net income that 

is calculated by standard procedures. Consequently the market value is calculated as follows: 

 

                        ∑
     

      
 
 

       

    

 

   

 
 

      
 
 

With: 

                  

                    (Petersen & Plenborg, 2012) 

 

In comparison to the simplified model, this model is complemented by the terminal value 
       

    
 that 

includes a steady growth rate of the FCFE according to the Gordon Growth model (Brealey, Myers & 

Allen, 2014). The terminal value is multiplied by the discount factor in accordance with the years it 

takes until the terminal value becomes effective.  

 

Since the terminal value make for a great proportion of the total value, there is an emphasis on 

internal consistency regarding the cost of equity, the cash flow forecast and the expected growth rate. 

Already minor changes can cause big differences in the market value of bank.  
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3.2 The Residual Income Valuation Model 

The residual income valuation method is an alternation of the DCF model. It substitutes the future 

cash flows (CF) by the residual incomes (RI) and adds the book value (BV) of the company to the 

total value. The discount rate is the cost of equity: 

                              ∑
   

       
  

     

    
 

 

       

 

   

 

                         
                   
 
The market value of equity equals the total of equity capital invested in a company plus the present 

value of residual income (excess returns) that the company expects to generate in the future. For a 

financial service firm the BV equals the equity invested in a bank’s current investments (Damodaran, 

2009). The residual income is calculated by the net income minus equity charges, with the equity 

charges being equal to the cost of equity multiplied by the total equity of the firm. Consequently the 

(RI) is able to be negative, if the equity charges are higher than the net income. A company that yields 

a fair-market return on equity has a market value of equity that is correspondent to its market price. If 

a firm however earns a return on equity lower than the market return, its equity value will decrease 

below the equity capital currently invested (Damodaran, 2009). For     and     the analyst also has to 

account for the future investments and their returns, as they are automatically implied by the 

calculation of the net income. A word of caution regards the book value of equity, as it may be 

affected by extraordinary charges and stock buybacks which an analyst has to take into 

consideration. 

3.3 The Dividend Discount Model 

The dividend discount model is also similar to the DCF model, however the cash flows (CF) are 

substituted by the expected dividends per share (DPS) and the discount rate (r) is the cost of equity:  

 

                           ∑
    

      
 

   

   

 

 

Similar to the previous models, also the Dividend Discount Model can be adjusted by the Gordon 

Growth model extension that adds a second term describing an infinite growth of the dividends in the 
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future starting at point    . Again, the underlying assumption is that the company will pay dividends 

until infinity. 

                 ∑
    

      
 

   

   

 
      

             
 
 

 

In order to validate the consistency of the model, the analyst has to understand how retained equity is 

reinvested. The return on equity is closely linked to the payout ratio and the expected growth rate. 

 

                                                 

 

For instance, if a bank pays out 80% of its earnings as dividends and it earns a ROE of 10%, then the 

expected growth rate equals 2%. Certainly this growth rate can change when the return on equity is 

changing. However, the expected growth rate in the dividend discount model above uses an average. 

Thus the payout ratio equals: 

 

                                 
 

                
 

3.4 CAPM 

The Capital Asset Pricing Model (CAPM) is a standard model in finance to calculate systematic risk of 

stocks (beta) and the expected rate of return. This section provides a rough introduction to CAPM and 

focus on the specialties of the CAPM in terms of financial service firms.  

 

In order to find the cost of equity, the Capital Asset Pricing Model (CAPM) is used to calculate the 

beta of Danske Bank’s stocks. The CAPM is derived from Markowitz’s portfolio theory and concerns 

the risk-return tradeoff, i.e. the relationship between the risk taken and the expected returns on stock 

markets. The CAPM starts with the assumption that all investors hold the same portfolio, in case they 

optimized it according to Markowitz. That assumes that all investors have access to the same list of 

stocks and all investors will calculate the efficient frontier based on expected returns and the 

covariance matrix. In combination with the risk free rate investors arrive at the tangent portfolio and 

the capital market line. In this case the tangent portfolio equals the market portfolio. The market 

portfolio diversified away all non-systematic risk, so that the portfolio is exposed only to systematic 

risk. Systematic risk describes the vulnerability of companies to events which affect broad market 
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returns. The systematic risk is captured by beta that describes how strong a company is affected by 

uncertain events such as change in governmental policies, international economic forces or acts of 

nature. According to the CAPM, a higher beta or exposure to systematic risk results in a higher 

expected return, as investor want to be compensated for taking more risk. To calculate beta a 

regression will be used between historical prices of the market portfolio and the historic stock prices of 

Danske Bank. This will expose to what extend (beta) Danske Banks stocks contribute to the 

systematic risk of the market portfolio. 

 

  
              

   
  

 

Damodaran (2009) argues that financial service firms are homogeneous in terms of their capital 

structure due to capital requirements. Thus Damodaran (2009) recommends using an average 

industry beta calculated for comparable financial service firms. Furthermore Damodaran (2009) 

appeals to a bottom-up beta, as a regression may cause noise in the estimation of the standard error 

and neglects the possibility that the company’s risk exposure has changed over the regression 

periods. In response to Damodaran recommendation, the standard error will be checked for 

significance.  

 

After the calculation of beta, the risk free rate will be calculated by the average Danish long-term 

government bond rate. As the government bond rates are fixed, they do not change due to market 

events so that they have a beta of zero (Brealey, Myers & Allen, 2014). The last input variable is the 

expected return on the market portfolio    that is calculated by the average historical return on the 

market portfolio. Consequently all input are known to calculate the cost of equity 

 

                  

 

The term         represents the market risk premium in the formula above. In the discount models, 

cost of equity    is used as the discount rate. 

 
The valuation of Danske Bank will use all valuation models mentioned above, and discuss 

observations as well as differences. The Discounted Dividend model is most common for valuating 
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financial service firms, however the residual income model is proven to be more accurate, since the 

bulk of the value is coming from real numbers on the balance sheet (Breaking Into Wall Street, 2013). 

4. Danske Bank 
This chapter provides an overview of Danske Bank in order to get familiar with the historic 

background, the economy, the structure and the strategic directions of Danske Bank. The information 

gained, serves as foundation for the strategic and financial analysis in the following chapters. First 

Danske Bank’s history is introduced followed by the status of the performance. Each business division 

if briefly introduced and compared to each other in order to discern each divisions size and 

contribution to the total profit. Finally, general strategic directions are presented and summarized. 

4.1 History 

Danske Bank was founded 1871 by Gottlieb Hartvig Abrahamsson Gedalia and was named Den 

Danske Landmandsbank. After a merger with its competitor Handelsbanken in 1873, Den Danske 

Landmandsbank established its position as Scandinavian’s largest bank in 1910. The next years were 

characterized by expansions of the branch network throughout Denmark that amounted to 111 

branches by 1985. Den Danske Landmandsbank is the first bank in Denmark that provided online 

connection to its branches already 1973. By 1976 the bank changed its name to Den Danske Bank 

and simultaneously opened its first international branch in Luxembourg. In 1983 and 1984 Den 

Danske Bank opened new branches in London and Hamburg. After several mergers and acquisition 

(M&A) with Fokus Bank, Östgöta Enskilda Bank, Danica Pension and others, the bank expanded its 

business activities and international scope. In 2000 the bank changed its name to Danske Bank and 

finalized its current logo. Since then there have been several M&As including RealDanmark and 

Sampo Bank. Throughout history Danske bank perused an inorganic growth strategy. Danica Pension 

and RealKredit (former RealDanmark) became one of Danske Banks business divisions in order to 

expanding the product diversity, whereas the acquisition of Sampo bank significantly improved the 

market position in Finland, Estonia, Latvia, Lithuania. 

4.2 Economy 

In the annual report for 2015 Danske Banks reported a strong annual performance with a net profit of 

DKK 13.1bn, the highest net profit within the last five years. The result was impaired by goodwill 

impairments of DKK 4.6bn. Thus the net profit before goodwill impairments amounted to DKK 17.7bn 

resulting in an increase of 36% compared to the previous year. The return on shareholders’ equity 
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after tax amounted to 8.5%. The return on shareholders’ equity before goodwill impairments 

increased by 3.0% and added up to 11.6%.  

The following section provides an overview of Danske Bank’s business units in terms of activities and 

relative profit contribution in order to understand Danske banks structure and driving forces. Raw data 

from the annual report is used without any analytical adjustments. If needed, analytical adjustments 

will be applied in the financial analysis. In order to take account of annual income and profit swings, a 

horizon of three years is chosen to illustrate the average profit contribution of individual business 

units. The decision is taken upon the assumptions that a shorter horizon distorts the impressions as it 

is prone to unique income swings and general fluctuations, whereas a longer horizon may understate 

updated strategic reorganization. Especially after the financial crisis major changes in the regulatory 

framework, may impact the organizational structure and strategic direction. In fact, since 2013 Danske 

bank has to comply with the capital requirements under the rules of the Capital Requirements 

Directive (CRD IV) as well as the Capital Requirements Regulation (CRR) and with the requirements 

for systemically important financial institutions (SIFIs) (Annual Report, 2013). The capital 

requirements were implemented by the first of four Danish FSA orders. A significant impact was 

attributed to the change in weights of the risk-weighted-assets (RWA) that lead to an increase of the 

RWA of DKK 33bn compared to the level in 2012. According to Auer and others (2015), banks with 

high activity in trading and investment banking are more affected by the new capital requirements of 

Basel III in comparison to commercial banks that focus on “simple” customer loans. As a 

consequence, capital requirements may change the product mix and the strategic focus on the 

business divisions, including the reduction of trading portfolios or focusing on specific customer 

segments or regions (Auer and others, 2015). This consideration supports a horizon of three years, as 

Danske Bank’s strategy is likely to be aligned by the onset of Basel III, so that previous years would 

distort the current strategy. In order to illustrate the contribution of single business units to the total 

profit generation, the average figures of the three year horizon will be used. 

Danske Bank is divided into seven business units including Personal Banking, Business Banking, 

Corporates & Institutions, Danske Capital, Danica Pension, Non-Core and other activities. Chart 1 

presents an overview of the average profit before tax and goodwill impairment charges within the last 

three years of each business division. Profit before tax and goodwill impairment charges is used for 

the following reason: Goodwill represents an intangible asset that was acquired by a merger and 

acquisition (M&A) of a company. For instance, if a corporation acquires a company, it is likely to pay a 

premium in extra to the book value of the company. A premium payment is made for example for 
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expectations of extraordinary future cash flows, good customer relations, a solid customer base, good 

employee relations, patents or proprietary technologies13. Goodwill is the money paid in excess to a 

company’s book value. Danske Bank states that the goodwill impairment charges are management 

estimates of future cash flows, including changes in the economic outlook, customer behavior, 

competition and discount rates (Annual report, 2015). Thus, goodwill impairment charges do not 

regard current profits from operations and financing, but rather future performance prospect of a 

business division. As a consequence, goodwill impairment charges are not considered in the 

economic presentation of the business units. Taxes are not deducted in the chart as goodwill 

impairments affect tax charges. However tax charges may affect the net profit in each country to a 

different extent as corporate taxes vary between Nordic countries. According to KMPG corporate tax 

rates are as follows: Denmark 20%, Norway 25%14, Sweden 22% and Finland 20%15. In the following 

section total profit is used interchangeably for profit before tax and impairment charges. 

 

Chart 1 

According to the chart Business Banking is the largest business division in terms of profit before tax 

and goodwill impairment charges followed by Corporate & Institution and Personal Banking. Business 

Banking makes for 34% of the profit before tax and goodwill impairment, whereas Corporate & 

institutions contributes 24% as well as Personal Banking 24%. In sum these three business units 

account for 82% of the total profit before tax and goodwill impairments of Danske Bank, so that they 

reflect Danske Banks key business areas. 

                                                           
13

 http://www.investopedia.com/terms/g/goodwill.asp 
14

 http://www.statsbudsjettet.no/Statsbudsjettet-2016/Artikler/Skattesatser-2016/ 
15

 https://home.kpmg.com/xx/en/home/services/tax/tax-tools-and-resources/tax-rates-online/corporate-tax-rates-
table.html 
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Personal Banking and Business banking operate in several countries in the Nordics. Consequently 

Danske Bank provides data per country that exhibits that Personal banking generate most of its profit 

in Denmark with 69% of the total profit. In addition Personal Banking generates in both, Norway and 

Finland 12% of the total profit, whereas Sweden and Northern Ireland only contribute each 4%. In 

Business Banking Denmark contributes 54% of the total profit, Sweden 16%, Northern Ireland 10% 

and Finland 8%, Norway as well as the Baltics approximately 6% each. However the category 

“Baltics” reports an aggregation of Lithuania, Latvia and Estonia. 

Further insights of the business division are provided by the income and expenses. Also the following 

chart uses average figures of the previous three years. As chart 2 shows, Personal Banking has the 

highest income among all business divisions. However Personal Banking has high expenses, 

accounting for 66.8 % of the total income. One reason for the high expenses is the large branch 

network and the relative high number of employees to serve individual private customers. 

 

Chart 2 

Thus Business Banking yields on average a higher net profit before tax and impairment charges, as 

operational expenses only amount to 44% of the total net income. Corporate & Institution and Danske 

-1,000 0 1,000 2,000 3,000 4,000

Others

Northern Ireland

Sweden

Finland

Norway

Denmark

Personal Banking 

-1,000 0 1,000 2,000 3,000 4,000

Others

Norway

Baltics

Finland

Northern Ireland

Sweden

Denmark

Business Banking 

0

5,000

10,000

15,000

20,000

PERSONAL
BANKING

BUSINESS
BANKING

CORPORATES &
INSTITUTIONS

DANSKE
CAPITAL

Dancia OTHER
ACTIVITIES

NON-CORE

Total income and operating expenses 

Total net income

Operating expenses



27 
 

Capital have roughly the same cost-to-income ratio, amounting to 50% and 42% respectively. The 

chart also shows that expenses exceed the net income for both divisions other activities and non-

core. For Danica Danske Bank does not state any operational expenses. 

Unfortunately Danske Bank does not expose the size of business divisions in terms of total assets or 

total number of employees. This could have provided further insights into the business divisions in 

comparison to each other. In the following section each business division will be described. 

4.2.1 Personal Banking 

Personal Banking is Danske Bank’s retail customer division that focuses on private and personal 

consumers instead of businesses or institutions. In retail banking the products and services usually 

comprise savings and transaction facilities such as debit cards, electronic funds transfer (EFT), bank 

transaction accounts, savings account and certificates of deposit. 

Personal Banking operates in Denmark, Sweden, Finland, Norway, Northern Ireland and 

Luxembourg. 

 

Chart 3 

As chart 3 shows, Personal Banking faced a diminishing total income from 2013 to 2015. In general, 

Personal Banking experienced pressure from negative short-term interest rates, resulting in a 

decrease on net interest income of -14% from 2013 to 2015. However, income from fees increased by 

22% from 2013 to 20015 due to strong remortgaging activities in Denmark and customer interest in 

alternative investment solutions. Hence the total income decreased only by -4% within three years.  
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Moreover the income statements show that Personal Banking decreased its operation expenses by 

approx. 11% from 2013 to 2015. It is noticeable that Personal banking had high goodwill impairment 

charges in 2014 that popped up in 2014 for the first time within the previous years of records of the 

annual report. The charges came from Finland and Northern Ireland. As goodwill impairment charges 

amounted to DKK 5539m in 2014, Personal Banking yielded a negative result. In 2015, however, 

Personal banking was able to decrease goodwill impairment charges by DKK 2234m or 40% 

respectively. While the charges remained on a high level in Finland, they fell sharply in Northern 

Ireland amounting to DKK 150m in 2015. Also loan impartment charges have been reduced every 

year, on average by 82% from 2013 to 2015. As Danske Bank states, the reduction in loan 

impairment charges came as a result of the continuous effort to improve credit quality, improved 

macroeconomic conditions as well as lower Loan-To-Value ratios (LTV) in most markets. In Denmark 

and Sweden also the increase of property prices affected the loan impairment charges. Reductions in 

both areas resulted in a significant impact on the net profit that shows a positive trend. Consequently 

Personal Banking was able to increase its profit before tax and good will impairment by 77.2 percent 

within the last three years.  

The main objective of Personal Banking is to enhance the customer experience. Thus innovations in 

digital solutions, simplification of processes, time management in respect to customer service and the 

empowerment of the organization, became the focus areas. In respect to digitalization, Personal 

Banking is about to expand its MobilePay platform that can already be used in 19,000 physical stores. 

By 2015 Personal Banking signed an agreement with REMA a Norwegian supermarket chain to 

implement MobilePay in 500 additional shops in 2016. Moreover digitalization focuses on the further 

development of Sunday.dk, a unique platform for people to search for a new home and receive an 

instant loan commitment. The online banking experience also undergoes significant improvements, 

including introductions to chats, webinars and access to apps with touch ID as well as through 

devices such as Apple Watch. Other improvements are the introduction of contactless cards that 

accelerate payment processes and a MasterCard that allows choosing between debit and credit 

payments. In addition, the introduction of GeoControl improved the protection against international 

fraud such as skimming. GeoControl prevents the usage of illegally copied credit cards in foreign 

countries.  

Recently Personal Banking also launched new customer programs in Denmark, Norway and Sweden 

such as the “benefit program”. For instance it entails purchase and cash withdrawal protection 

insurance linked to Danske Bank’s MasterCard. To consolidate and expand its market position 
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Personal banking entered several cooperation agreements with companies and institutions supporting 

the inflow of more customers. Examples are the agreement with Akademikerne in Norway 

(confederation of Norwegian trade unions) and Saco in Sweden (confederation of professional 

organizations). The cooperation agreements and the benefit program augmented the customer base 

by almost 1m people.  

4.2.2 Business Banking 

Business Banking offers banking and financial services to small and medium-sized businesses, i.e. 

the SME market. Products include advisory services, transaction accounts, business loans, lines of 

credit, cash management, trade finance and other business related products. The realm covers topics 

of investing, cash management, financing and risk management for SMEs. Danske Bank’s business 

banking division operates in all Scandinavian and Baltic counties as well as in Northern Ireland.  

Also in Business Banking net interest income is the largest income source contributing 76% to the 

total income. It shows a positive trend from 2013 to 2015 by an increase of 2.2%. The second largest 

income source is the net fee income that increased by 11% from 2013 to 2015. However, the 

contribution of net fee income to the total income only amounts to 16%, so that it affects the total 

income to a smaller extent than net interest income. A small proportion of the total income is 

contributes by net trading income and other income which make for 10% of the total income. Both 

areas showed strong swings within the last three years, net trading income decreased by -12% and 

other income increased by 20%.Other income entails operational leasing, excluding property leasing. 

The income statement reveals decreasing operational expense that fell by -5% within the last three 

years. Similar to Personal Banking, also Business Banking was affected by goodwill impairments in 

2014 and 2015 coming from Finland and the Baltics. These charges dropped by -64% from 2014 to 

2015, amounting to DKK 1296m in 2015 compared to DKK 3559m in 2014. The reduction results from 
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the reclassification of the Baltics into Non-Core in 2015, as the Baltics will be divested and 

consequently do not belong to the main business anymore.  Also in Business Banking Danske Bank 

improved its credit quality and experienced favorable market conditions so that loan impairments fall 

significantly from DKK 1751m in 2013 to DKK -343m in 2015. The reversals occurred primarily in the 

commercial property segments in Denmark and Northern Ireland as property prices increased. In total 

Business Banking increased its profit before tax by 30% from 2013 to 2015, after a decline in 2014 

due to high goodwill impairment charges in the Baltics. 

In general Danske Bank attributes its improved performance in Business Banking to its customer-

centric approach that allowed for higher volume and more cross-sales in all market areas. In addition 

Business Banking offered tailor-made solutions since 2013 that positively affect the inflow of larger 

medium-sized customers. 

Also in digitalization Business Banking demonstrated continuous developments. Thus Business 

banking launched a new portal in Norway and Denmark that allows clients to sign agreement online. 

This enables customer to instantly buy or use products and it optimizes processes throughout the 

value chain. Furthermore the product “MobilePay Business” makes it easier for all types of business 

customers to receive payments and pay bills. It is available in Denmark, Norway and Finland and is 

the market leader within mobile payment solutions. In Denmark Business Banking has been the co-

creator of a community with customers and external partners that is to support SMEs with good 

growth potential. 

4.2.3 Corporate & Institutions 

Corporations & Institutions is Danske Bank’s wholesale banking division and it includes activities in 

Transaction Banking, Capital Markets, Fixed Income, Currencies and Commodities. It serves large 

Nordic corporate and institutional customers in the Nordic region and beyond. 
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In 2015 Corporations & Institutions (C&I) reports a high client activity in all areas that yields an 

increase in profit of 30% before tax. In C&I net trading income is the main income source contributing 

50% to the total income in 2015. In 2015 net trading income improved slightly compared to 2013. It 

entails all income from FICC and trading income in Capital Markets. Compared to net trading income, 

net fee income and net interest income increased significantly by 89% and 15% respectively. Net fee 

income was especially affected by M&A transactions, IPOs, bond issues and transaction banking 

mandates that have been in demand in previous years. Key mandates have been the sale of Fortum’s 

Swedish energy distribution business, the IPOs of NNIT and Nobina and the acquisition of Mols-

Linien by Polaris. Also clients such as Volvo, Vattenfall, Finnair, and KLP showed high activity in 

corporate issues. Next to the client activity in corporate finance, also the client activity in Fixed 

Income, Currencies and Commodities (FICC) increased due to high volatilities in the markets. In 

2015, for instance, this volatility was triggered by events such as the Swiss National Bank’s 

abandoning of its minimum target for EUR/CHF, the launch of a large QE program by the European 

Central Bank, and a reduction of leading interest rates by the Danish central bank. This resulted 

already in an increase of 27% compared to the level in FICC in 2014.  

In addition to the increase in all income areas, Corporations & Institutions operational expenses 

decreased by 3.9% between 2013 and 2015. Loan impairments amounted to DKK 65m in 2015 

compared to DKK 437m in 2013, resulting in a decrease of 86.3%. Hence C&I sharply increased its 

profits by 59% from 2013 to 2015. 

The focus of C&I lies on the improvement of the customer experience and cost efficiency. This comes 

in hand with strengthening of advisory services, developing new and innovative client solutions, 

improving the internal set-up in order to better cater for client needs and managing costs as well as 
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capital more efficiently. In order to expand the service portfolio C&I launched Danske In-house Bank 

for a few pilot clients in 2015. The service offered supports companies to optimize treasury efficiency 

by combining a flexible real-time cash pool solution with automated internal FX trades. 

4.2.4 Danske Capital 

Danske Capital sells asset and offers wealth management services and products that are marketed 

through Personal Banking, businesses, institutional clients and third-party distributors. Danske Capital 

also supports the advisory and asset management activities of Personal Banking. From the beginning 

of 1st April 2016, Danske Capital will become the new Wealth Management Division together with 

Danica Pension. In addition Private Banking will support the Wealth management unit with its 

expertise and by acting as an intermediary for customers.  

Danske Capital has only one significant income source that is net fee income. From 2013 to 2015 the 

net fee income increased by 22% from DKK 2189m to DKK 2682m. The increase was driven by a 

higher amount of assets under management and benefits from alternative investment products. 

Operating expenses stayed fairly the same in the last three years and decrease by 1.8%. Danske 

Capital does not incur any loan impairment charges compared to other divisions of Danske Bank. 

Thus the net profit demonstrates a vast increase, in total 45% from 2013 to 2015. 

Currently Danske Capital is divided into two types of asset management products: alpha investment 

components for investors in individual assets and full investment solutions for retail and institutional 

clients, who seek a more comprehensive offering.  

The strategy of Danske Capital focuses on the expansion of product offerings within alternative 

investments and on the strengthening of the market position outside Denmark. In order to attract 

customers, above-benchmark returns are important. The following table illustrates the performance of 

Danske Capital: 

 



33 
 

This strong performance led to the Nordic Hedge Award. The average Morningstar rating of all 

Danske Invest funds for 2015 was 3.29, compared with the European average of 3.0. 

Strategically, Danske Capital works closely together with Personal Banking in order to attract retail 

clients for managed account products. These products are available in all Nordic countries and for 

private banking clients in Luxembourg. At the end of 2015, assets under management in managed 

account products amounted to DKK 145bn, an increase of 14% from the end of 2014 (Annual report, 

2015). This shows a general interest of customers in the managed accounts. 

Additionally, Danske Capital launched a new investment fund called Danske Private Equity PEP VI 

that contributed DKK 5.1bn to the increase in assets under management in 2015.  

4.2.5 Danica Pension 

Danica Pension is specialized in pension schemes as well as health and life insurance. It is wholly-

owned and backed-up by Danske Bank group and operates in Denmark, Sweden and Norway. 

Danica Pension increased its profit by 73% within the last three years from DKK 1088m in 2013 to 

DKK 1892m in 2015.  

The bulk of the net income comes from “Danica Traditionel” that increased by 16.7% from 2013 to 

2015. The second largest income source, Unit-linked business, increase by 6% in the period 

analyzed. Danica Traditionel contributes 70% to the net income whereas Unit-linked business 

contributes 30%. These figures are in accordance with the size of customer funds and investment 

assets in each area. 

The result of 2015 was lowered due to payment of DKK 270m in special allotments triggered in 

particular by dividends of DKK 3.9bn from Danica Pension to Danske Bank. Furthermore, Danica 

Pension has a lower profit in 2015 compared to 2014 due to lower investment returns by DKK 176M 

and lower result in change of shadow accounts. Additionally the result 2014 was increased by DKK 

116m as a result of a correction made, in agreement with the Danish FSA, regarding the treatment of 

a pension scheme.  

Danica currently pursues to improve transparency towards its customers by using an easy-to-

understand language within its contracts and advisory services as well as transparency in terms of the 

disclosure about expenses and returns of Danica. This initiative is supposed to support Danica in 

becoming the most trusted pension provider.  
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Currently Danica works hands in hand with Personal Banking and Business Banking in order to make 

use of synergies in terms of intermediation of insurance products. 

Another focus area is the digitalization of services. Consequently Danica lunches new digital solutions 

such as app for tablets that support the adjustment of pension coverage and provides an instant 

overview of the new adjustments. In addition the application option “Pension Start” facilities the setup 

of a new pension scheme. Further important elements of Danica’s strategy are the investment and 

risk management across all asset classes through tight and precise mandates for investment 

partners. Consequently the investment setup improved in flexibility, i.e. the availability of a lager 

variety of financial instruments, including alternative investments such as direct investments in Nordic 

companies. Within health insurance Danica improved customer experience by offering stress hotlines, 

annual cholesterol and blood pressure checks, assistance in finding public health services and a 

second opinion from Best Doctors. Best Doctors is a unique offer exclusively for Danica policyholder. 

Additionally Danica’s investments comply with high social standards i.e. investments are never made 

in companies that deliberately violate international standards on human rights, environmental 

protection, employee rights and anti-corruption. From the beginning of 1st April 2016 Danica will be 

part of the new Wealth Management business division. 

4.2.6 Non- Core 

The Non-Core unit is responsible for the divestment and winding-up of loan portfolio and divisions in 

the Baltics as well as Ireland, especially the Baltic Personal Banking division, though. In the beginning 

of 2015 all personal banking customers in the Baltics were transferred to the Non-core banking 

portfolio. In the second quarter of 2015, the Group sold a portfolio of Irish SME loans with a nominal 

value of DKK 3.9bn (Annual Report, 2015).In the third quarter of 2015, the Group entered into an 

agreement to sell a residential mortgage loan portfolio relating to the Group’s Non-core mass 

personal customer business in Lithuania and Latvia with a nominal value of DKK 4.8bn. This 

agreement currently awaits approval by the Lithuanian competition authorities. However, the 

transaction is expected to be completed in the first half of 2016 (Annual Report, 2015). As Non-core 

business yields no regular income and has relative high operational costs, it makes for a minor 

contribution to the group financial statement. 

The Balance sheet demonstrates that Danske Bank intends to withdraw from the Baltic market. The 

loans and advances, excluding reverse transactions before impairments, decreased by DKK 26bn 

within the last three years, almost 50% compared to 2013. The residual lending activates amounted to 
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DKK 27.7bn and consists mainly of exposure to personal mortgages and conduits. Apart from that 

also allowance account and deposits (excluding repo deposits) have been reduced significantly by -

68% and -78% respectively. 

4.2.7 Other Activities 

Other Activities is a central function of Danske bank and it includes Group Treasury and Group 

support functions.  Group Treasury is responsible for the liquidity management and funding of Danske 

Bank. Furthermore Other Activities entails eliminations of returns on own shares. In comparison to 

other divisions other activities make only for a small part of the total profit. Its main source of income 

is net trading income that amounted to DKK 648m in 2015 and saw a significant increase since 2013 

where it was DKK -513m. The increase is caused by positive mark-to-market effects due to the 

decline in interest rates. The profit before tax amounted to DKK 651m in 2015, but experienced high 

fluctuations in the previous years. 

4.4 Strategic Perspective 

Throughout the description of the business divisions, it became explicit that all key divisions share 

similar strategic goals that may be summed up in the improvement of the customer experience, 

digitalization, enhancement of the product offerings, cost minimization and minimization of loan 

impairments. Furthermore Danske Bank narrows down its primary markets and contemplates to 

divest its non-core business in the Baltics. The divesture is the result of low returns on investments 

due to low market shares and a challenging market environment in the Baltics. Additionally Danske 

Dansk attempts to extend the partnerships in its core markets. 

5. Capital Requirements 
This chapter gives an overview of Basel III in order to understand its purpose, the effects on banks 

and in order to anticipate how future implementations and developments in capital requirements may 

affect Danske Bank. As the Basel III accord entails many details and specifications, only an overview 

is provided. For more information visit http://www.bis.org/publ/bcbs189.pdf 

Capital requirements are directive that have been elaborated on by the Basel Committee on Banking 

Supervision (the "Basel Committee") and its oversight body, the Group of Governors and Heads of 

Supervision (the "Group of Governors") in order to address both firm-specific and broader, systematic 

http://www.bis.org/publ/bcbs189.pdf
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risks16 of the banking industry (Basel Committee on Banking Supervision, 2013). The requirements 

are supposed to minimize the probability of default for any given bank, i.e. that banks are able to 

absorb shocks emerging from economic and financial stress (Cosimano & Hakura, 2011). They 

ensure that banks retain enough capital reserves to compensate for major losses that may occur due 

to a bank’s risk position. As a result, the requirements enable a safe economic environment and allow 

private and business customers to have confidence in banks. Throughout history authorities 

attempted to prevent financial crisis by introducing financial regulations. Nowadays Basel lll is the 

international standard for capital regulations and it is a major overhaul of the previous capital 

regulations (Hull, 2012). It was published December 2010 as a reaction to the global financial crisis in 

2008.  As the implementation of Basel II and the onset of the global financial crisis happened almost 

simultaneously, it became explicit that Basel II cannot prevent future crisis. Hence Basel III became 

the successor of Basel II that was partially blamed to have caused the financial crisis, because it 

allowed banks to use their own estimates for inputs in models. For instance, measures such as LGD, 

EAD and PD (Hull, 2012). The major changes compared to Basel II are the changes in the calculation 

of the market risk capital, the introduction of liquidity requirement and the tightening of capital 

reserves. 

5.1 Bank Regulation under Basel III 

Basel III will be implemented successively from 2013 to 2019, i.e. financial institutions have annual 

compliance goals that will end up in a total implementation of Basel III. The reason for the incremental 

implementation is to prevent banks from shirking their balance sheets that may lead to a credit crunch 

(Hanson, Kashyap & Stein, 2011). Thus banks are encouraged to raise new external equity capital. 

There are six parts to the regulation: 

1. Capital Definition and Requirements: Under Basel III the total capital is measure within three 

categories: Tier 1 capital also referred to as common equity Tier 1 Capital, additional Tier 1 

Capital and Tier 2 Capital. The objectives of Tier 1 equity capital are to remain a going 

concern, to simplify and harmonize regulatory capital across jurisdictions and to increase 

transparency of the capital (Sidley, 2010). Tier 1 equity capital entails retained earnings and 

share capital, but it does not comprise deferred tax assets or goodwill. (Hull, 2012). It has to 

be reduced in case that there are deficits in the defined benefit pension plan (pension plans of 

                                                           
16

 For more information about systematic risk see appendix 
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employees), but it cannot be adjusted if there is a surplus in the defined benefit pension plan. 

Furthermore changes in retained earnings arising from securitized transactions or if the Bank’s 

own credit risk is not regarded as part of capital for regulatory purpose (Hull, 2012). The 

additional Tier 1 Capital entails non-cumulative preferred stocks that are not common equity. 

Tier 2 capital comprises debt that is subordinated to depositors with a maturity of five years. It 

includes items such as undisclosed reserves, revaluation reserves, hybrid instruments and 

subordinated term debt. In total there are nine criteria that define Tier 2 Capital. Whereas Tier 

1 Capital is referred to as “going-concern capital” i.e. it absorbs losses in order for the bank to 

stay in business, the Tier 2 Capital is referred to as “gone-concern capital” i.e. it compensates 

depositors in case of a bankruptcy or liquidation. As long as Tier 2 capital remains positive, in 

theory debtors are supposed to be repaid in case of a bank failure (Hull, 2012). The Capital 

ratios are calculated by the risk-weighted assets (RWA). The RWA weights a bank’s assets or 

off-balance-sheet items according to their risk exposure. For instance, cash has a risk weight 

of zero percent whereas a letter of credit has a weight of 100%. The requirements of Total 

Capital, Tier 1 and CET 1  capital are fully implemented by 2015 and demand: 

a. Common equity Tier 1 equity must be at least 4.5% of risk-weighted assets at all times. 

b. Total Tier 1 capital (including additional Tier 1 Capital) must be 6% of risk-weighted 

assets at all time. 

c. Total capital (including Tier 2 Capital) must be at least 8% of risk-weighted assets at all 

times. 

Especially the core Tier 1 capital is increased significantly compared to Basel II that required 

2%. Additionally the method for calculation of the risk-weighted assets was tightened, giving 

less freedom to measure counterparty credit risk and financial securities. The reason is the 

major losses in the financial crisis due to counterparty relates products (BCBS, 2011). 

2. Capital Conservation Buffer: The capital conservation buffer comes in addition to the CET 1 

capital and amounts to 2.5% of risk-weighted assets. The purpose is to motivate banks to 

build up capital during stable economic conditions that can be used in periods of financial 

distress. In case that the capital conservation buffer has been used up completely, banks are 

required to reduce their dividends until the capital buffer is replenished (Hull, 2012). Thus the 

total CET 1 capital amounts to 7% of risk-weighted assets by 2019. The implementation starts 

in 2016 with a required rate of 0.625% that successively increase per year. 

3. Countercyclical Buffer: This buffer is similar to the capital conservation buffer, thought, the 

extent of the implementation is decided by the discretion of the national authorities of each 
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country. Requirement between 0% and 2.5% of risk-weighted assets are suggested by Basel. 

Main purpose of the buffer is to protect the banks from the cyclicality of banks earnings.  The 

implementation lasts from 2016 until 2019. 

4. Leverage Ratio: The leverage ratio comes in addition to the other measures and requires a 

minimum Tier 1 capital leverage ratio of 3%. It is the ratio between Tier 1 capital and total 

assets which include all items on the balance sheet and off-balance-sheet items such as loan 

commitments17. By 2017 the Basel committee plans to calibrate the ratio and it is expected 

that the ratio will increase to 6% for systematical important financial institutions (SIFI) such as 

Danske Bank18. The ratio sets a limit on the relative amount of debt of a bank (BCBS, 2011). 

Consequently the leverage ratio constrains the expansion potential of a bank, as only new 

equity will allow for holding more debts. However the leverage ratio is not required until 1 

January 2018 (Hull, 2012). 

5. Liquidity Risk: Basel III introduced two liquidity ratios, as the deficit in liquidity, instead of 

capital shortage, was one of the major issues that caused the demise of banks such as 

Lehman brothers and Northern Rock. The ratios are Liquidity Coverage Ratio (LCR) and Net 

Stable Funding Ratio (NSFR) 

 

    
                          

                                   
      

 

The LCR focuses on the financial institution’s ability to have the necessary assets available to 

weather short-term liquidity disruptions. That means that the highly-liquid assets of a bank, 

such as treasury bonds or cash, have to be equal to or greater than a bank’s net cash outflow 

over a 30 day period (i.e. at least 100% of net cash outflow over a 30 day period). The 

implementation started by 1st January 2015 requiring banks to fulfill a LCR of 60% and will be 

fully implemented by 1st January 2019 (BCBS, 2013) The NSFR refers to a horizon of one 

year and is defined as:  
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 http://www.investopedia.com/terms/t/tier-1-leverage-ratio.asp  
    More information about the calculation in figure 3 in the appendix. 
18

 Dagar, A (2014) and 

http://www.investopedia.com/terms/t/tier-1-leverage-ratio.asp
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The NSFR was designed to ensure that a bank maintain a minimum of stable funding. It 

captures the assets of bank that are considered as less liquid, for instance long-term loans 

with maturities over one year, that are financed by short-term funding with maturities of less 

than one year. The numerator or amount of stable funding is calculated by multiplying each 

position of stable funding such as wholesale deposits, retail deposits, capital, etc. by a stable 

funding factor (ASF). The denominator is calculated by multiplying all assets and off-balance-

sheet items that require funding with a required stable funding factor (RSF). For both factor 

ASF and RSF, there are tables that assign percentages ranging from 0% to 100% to the 

category of funding. As the measurement will be introduced in 2018, there are no reliable 

assessments of the impact published (Gobat, Yanaseanu & Maloney, 2014) 

6. Counterparty Credit Risk: The counterparty credit risk, also referred to as credit value 

adjustment (CVA) is calculated by the bank for each of its derivatives’ counterparties. It 

describes the expected loss in the case that the counterparty defaults. The reported profit is 

adjusted by the total of the CVAs for all counterparties (Hull, 2012). 

The following table provides an overview of the schedule of implementations:  

  
Source: http://www.bis.org/ 

 

http://www.bis.org/
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Compared to Basal II, Basel III doubles the total amount of regulatory capital if fully implemented19. 

When it comes to Basel III articles usually refer to Capital Requirements Regulation (CRR) and the 

Capital Requirements Directive (CRD IV)) that are the corresponding supervisory frameworks in the 

European Union. The underlying reason is that Basel III is a recommendation and no law, whereas 

CRD IV and CRR became the equivalent law in the EU. Additionally the directives applied the capital 

adequacy agreement to all banks in the EU, whereas Basel III only recommends “internationally 

active banks”. In addition to Basel III, Danske Bank has been designated as a systemically important 

financial institution (SIFI) by the Danish Financial Supervisory Authority (Finanstilsynet). As a 

consequence, Danske Bank is obliged to meet a capital requirement in the form of a SIFI buffer 

requirement of 3%20. The requirements regards to CET 1 Capital. 

5.2 Discussion of Basel III 

The Basel III requirements have several implications for banks. As shown in following chapters, 

Danske Bank already fulfills the Basel III capital requirements for 2019. However the non-risk based 

leverage ratio poses a challenge, if it will be raised to 5% or 6% in 2018 similar to the US rate21.  

The leverage ratio is introduced as a versatile instrument and countercyclical measure (D’Hulster, 

2009). Capital requirements of Basel III may lead to incentives for banks to restructure their product 

portfolio in a way that they qualify for lower risk weights in the RWA. When this incentive is exercised 

collectively, the financial system is likely to encounter high concentrations of structured risk exposure. 

Thus a leverage ratio is introduced to limit the incentives (Hildebrand 2008). However both the capital 

requirement and the leverage ratio have an effect on banks equity structure. 

According to Cosimano & Hakura (2011) the capital requirements will increase the marginal cost of 

loans, if the marginal cost of capital is higher than the marginal cost of deposits, i.e. if equity costs 

more than deposits. The reason is that a higher percentage of total loans is financed by equity due to 

capital requirements. As Danske Bank’s expected return on equity is higher than interest paid on 

deposits, Cosimano & Hakura (2011) expect a rise in the price of lending. This in turn will reduce the 

lending volume due to price sensitivity of customers and will slow down the economy as whole 

(Cosimano & Hakura, 2011). According to BIS (2010) as well as studies of Angelini and others (2011) 
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 See figure 1 in the appendix 
20

 https://www.danskebank.com/en-uk/ir/Documents/SIFI/26.06.15-Financial-institution-final.pdf 
21

 http://www.structuredfinanceinsights.com/resources-28.html 
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an increase of 12.5 to 15.5 basis points is expected by a two percent increase in the equity to asset 

ratio. 

KMPG (2011) states that the profitability and the return on equity will decrease, as the cost of funding 

becomes more expensive. This complies with the second proposition of Modigliani and Miller (1958) 

who argue that the expected return on equity will decrease if the leverage ratio decreases. This 

means that more equity capital lowers the risk exposure of equity holders, so that they require a lower 

return on equity according to risk-return tradeoff (Campbell & Viceira, 2002).  

Furthermore there are already postulations for Basel IV (KPMG, 2013 & ICAEW, 2014). Basel IV is 

likely to implement simpler and more standardized models, more disclosure of reserves and financial 

statistics as well as higher leverage ratios, too. It is difficult to contemplate if higher capital 

requirements will generate more income as a result of more confidence of the customers. However, 

higher requirements definitely add costs in terms of the implementation and the opportunity costs to 

use the money for more lucrative investments.   

6. Strategic Analysis 
In order to valuate Danske Bank this section thoroughly analyzes Danske Bank’s strategy to allow an 

insight into growth strategies, future growth potentials and the current business cycle. The strategic 

analysis is a major part of the valuation process, because the value of a company relies significantly 

on the expected future earnings of the company (Statistics Denmark, 2015). As future earnings are 

related to great uncertainty, it is important to understand Danske Banks environment and its future 

direction in the markets. Analytical tools used are the PEST analysis, Porter’s five forces and the 

SWOT analysis.  

6.1 PEST Analysis 

PEST is a standard macroeconomic analysis tool for company valuations. It focuses on four areas: 

Political, economic, sociocultural and technological environment. Especially nowadays it is important 

to understand the macro environment, as companies operate in environments that are changing 

quicker than ever before (FME, 2013). The reaction of a company to these changes is called its 

business strategy in contrast to the corporate strategy that includes the mission and internal way of 

conducting (Grant 2010). The following analysis will elaborate on the impact of the macro factors on 

Danske Bank’s business activities. 
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6.1.1 Political Factor 

The political factors directly influence the operational risk of a company, as currency depreciation, 

country devaluation, regulatory changes and stability factors such as mass riots or civil war may 

directly restrict a bank’s operations. This section will provide a brief overview of the political 

characteristics of the Nordic countries. 

Political factors concern the legislations and stability of the governments. As all countries of 

Scandinavia are members of the EU, except Norway, they have equal legal prerequisites. Norway is a 

member of the European Economic Area (EEA) and European Free Trade Association (EFTA), 

though. Consequently all Nordic countries Danske Bank operates in demonstrate a high level of 

government stability. The Nordic countries are characterized by the Nordic Model that entails free 

market capitalism, a comprehensive welfare state and collective bargaining at the national level. 

Additional this model encompass a corporatist system, i.e. an agreement where wages and labor 

market policies are negotiated by representatives of employers, employees and government22. 

Critique of the model concerns high taxes23, high degree of government intervention and a 

comparably low GDP growth. The arguments claim that the government redistributes large portions of 

individual income and consequently limits the residual household income for personal spending and 

consumption. In contrary, there are arguments that emphasis the high entrepreneurial spirit in the 

Nordic countries, supported by free markets and the backbone of the welfare system.  

The Political risk in Denmark and Scandinavia is considered very low (AMB, 2015). Denmark joined 

the European Union 1973 and is a member ever since. However Denmark has opt-outs rights from 

the Maastricht Treaty. For instance, Demark is allowed to decide on when to adopt the Euro or how 

long to keep the Danish Kroner respectively. The same is valid for Sweden. Currently the Danish 

government is about to implement the 2020 Economic Plan that pursues to balance the state budget 

by 2020 by lowering governmental spending and increasing job growth (AMB, 2015). The focus on job 

growth is likely to accelerate the economy and allows more people to participate and invest in the 

financial sector.  

Moreover Denmark is ranked number 4 out of 189 countries in the Ease of Doing Business Index. 

This is the highest ranking of all Western European countries. Likewise, Sweden, Norway and Finland 
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 http://www.investopedia.com/articles/investing/100714/nordic-model-pros-and-cons.asp 
23

 http://taxfoundation.org/blog/how-scandinavian-countries-pay-their-government-spending 
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rank among the top countries. Furthermore the financial system regulations are regarded as highly 

sophisticated and the insurance industry framework is considered mature in all Nordic countries. That 

is why they are categorized in CRT-1, i.e. one of the countries with the lowest country risk24. 

Furthermore there are expected amendments in the taxation policies in Denmark that may affect 

Danske Banks profits. The Ministry of Taxation handed in a proposal for the amendment of the 

Capital Gains Act, the Tax Assessment Act, the Pension Yield Tax Act and the Act on Taxation of 

Income and Property in favor of pension institutions. This amendment is supposed to ensure that tax 

legislation take negative rates of interest into account (Jensen, 2015). According to the proposal the 

changes are to adjust rates to the reflection of the pension companies' alternative borrowing and 

investment rates. This again will lower the incentives of a pension company to pay too much in 

excess pension yield tax (Jensen, 2015).  

Generally Danske Bank is regulated by a strict regulatory framework in all countries it operates in. 

Exempli gratia, in Denmark Danske Bank is monitored by and reports to the Danish Financial 

Supervisory Authority (FSA) (Nationalbanken, 2014). This authority is managed by the Minister for 

Economic and Business Affairs and it regulates the entire Danish financial sector, including the 

insurance industry. The following graphic depicts an overview of the scope of banking regulations 

from 2015. 
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 According to A.M. Best (U.S. rating agency) 
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Source: Lecture by Nordea A/S, Copenhagen Business School 2015 

As demonstrated in the picture, Banks are highly regulated. Currently Basel III attracts a lot of 

attention because it affects Danske Bank’s capital structure and return on equity.  

6.1.2 Economic Factor  

As banks are highly levered, their funding depends on investors’ and customers’ confidence in the 

economy. Consequently banks are exposed to an extra degree of uncertainty in comparison to other 

industrial companies (Koller, Goedhart & Wessels , 2010), as the economic outlook influences directly 

the banks funding. Thus several economic indicators will be investigates in the following such as the 

GDP, the unemployment rate, international investments and foreign exchange rates. 

GDP: 

 
Data Source: OECD www.oecd.org 

 
The Nordic countries expect an upturning trend in the GDP in the next years. Sweden and Denmark 

already demonstrated a positive development in 2015, after swings in the financial crisis. The 

decrease in Norway’s GDP in 2015 was mainly caused by the oil crash, where prices fall 

significantly.25 Finland expects slow improvements, as it struggles with consumer price inflation, 

structural problems in the economy, low market shares of exports, moderate pay rises, high ageing of 

the population and strong increase in retirement income (Bank of Finland, 2015). However, the 

positive trend of the GDP in most Nordic countries will affect Danske Bank income positively as there 

is a high relation between GDP and a bank’s profitability (Bolt et al, 2015). Especially the interest 

income is affected, as the lending to the private sector is strongly correlated to the GDP (Calza, 

Manrique and Sousa, 2006; Sørensen et al., 2009, Jiménez et al., 2009). Furthermore there is 
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empirical evidence that loan losses increase during economic downturns (Bouvatier and Lepetit, 

2008) and consequently decrease in upturns. 

Additionally the saving rate of households is expected to increase significantly. This is the result of 

low inflation, growing real wages, low interest rates, and improving labor market conditions (European 

Commission, 2015). As a consequence Danske Bank might be able to accumulate a higher amount of 

deposits in order to expand operations. According to the European Commission (2015) also the 

consumer confidence reached a level in line with levels before the financial crisis. Furthermore the 

gross fixed capital formation is expected to increase, indicating how much of the economic value 

added is invested rather than consumed. In the long-term this affects the economic growth rate and 

Danske Banks profits. 

Interest rates: 

 
Source: OECD: Short term interest rate. www.oecd.org 
 

Within the last years short term interest rates decreased significantly and fall below zero in Denmark, 

Finland and Sweden. Negative interest rates are an unconventional monetary policy tool that refers to 

the negative interest rate policy (NIRP). In 2014 it was the first time in history that a negative interest 

rate has been implemented by a central bank26. The intention is to stimulate people to invest, lend, 
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 http://www.investopedia.com/articles/investing/070915/how-negative-interest-rates-work.asp 
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and spend money instead of hoarding it on bank accounts. This results in the overall objective to 

stimulate economic growth and prevent a deflationary spiral27.  

Negative interest rates have a negative effect on Danske Bank, as money that is not used for 

business activates yields a negative income when deposit with a central bank. Danske Bank does not 

pass on the negative interest rates to customer, as customer receive a zero interest rates on 

accounts. Consequently Danske Bank faces a negative interest spread for some deposits. That in 

turn stimulates Danske Bank to lend the maximum amount to customers in order to minimize deposit 

charges of the Central Bank. Additionally customers are motivated to spend or invest their money as 

interest yield low capital gains. Thus the negative interest rates are expected to have a positive 

impact on the economy, resulting in positive interest rates and growth of GDP. Consequently Danske 

Banks faces positive economic outlooks in terms of the interest rate. However the interest rates are 

expected to grow slowly28. 

Unemployment rate:  

  
Figure 5. Source: Eurostat 
 
As seen in Figure 5, the unemployment rate indicates a recovery in Denmark and Sweden, but it 

increased in Finland and Norway. In Denmark the unemployment rate peaked in May 2012 and has 

fallen from 7.9% in to 5.9% in Jan 2016 (Eurostat). Also Sweden demonstrates a falling 

unemployment rate at currently 7.0%. However Finland’s and Norway’s unemployment rate increased 

due to the adverse developments in the GDP that is highly correlated to the unemployment rate 
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 http://www.investopedia.com/terms/n/negative-interest-rate-policy-nirp.asp 
28

 https://www.ecb.europa.eu/pub/pdf/other/eurosystemstaffprojections201512.en.pdf 
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according to Okun’s law (Levine, 2013; Picardo, 2009). However the unemployment rate is expected 

to fall due to the expected increase in GDP that creates jobs.  

The unemployment rate has an impact on the residual income of households that may be used for 

spending or savings. Thus Danske Bank may face lower deposits in Norway and Finland in the next 

few years, whereas in its largest market Denmark deposits are expected to increase as well as in 

Sweden. Higher employment also accelerates the consumer spending that will affect the income of 

several companies. The long-term perspectives are generally sloping upward and will positively affect 

Danske Bank. 

Working Population: 

Data source: https://data.oecd.org/pop/working-age-population.htm 

The analysis of the working population reveals a descending trend. A lower working age population 

will result in a decrease in GDP as the GDP is influenced by both, productivity gains and employment 

growth29. This in turn, will limit Danske Bank profit opportunities in the future if it does not expand its 

operations to foreign countries.  

Business Cycle: 

In total the economy is recovering in all Nordic markets. However Finland expects only slow growth. 

The expansion of the economy is also illustrated by the steep upturn of the OMXC20CAP of the 

Copenhagen stock market that serves as an example for an upward trend in all other markets in 

Sweden(OMXS30), Norway (OMXN40) and Finland (OMXH25). 
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Source: http://www.euroinvestor.com/ 

The raise in stock prices also implies trusts and confidence of investors in the economic outlook. This 

confidence may have a beneficial impact on Danske Bank in the futures as M&A, corporate funding 

and investments will increase. 

6.1.3 Sociocultural Factor 

The Nordic population is characterized by high standards of living and a high human development 

index30. Sociocultural factors are beneficial in the Nordic countries and allow for vast profit 

opportunities. For instance, Nordic countries are characterized by the highest internet usage. Finland, 

Sweden and Denmark rank the highest in terms of internet usage in EU. This allows Danske Bank to 

attract customers through innovative e-banking platforms and mobile apps. Especially the usage of 

mobile banking increase tremendously. In the beginning of 2012, 252.797.000 customer used mobile 

banking compared to 761.228.000 at the end of 2015. Also mobile pay finds broad acceptance so that 

more than 47 per cent of the Danish population have used mobile payments in 2014 (Horwitz, 2014). 

                                                           
30

 http://hdr.undp.org/en/composite/HDI 
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Source: https://data.oecd.org 
 
Additionally almost every household has access to the internet according to the OECD.  Nordic 

countries rank above the EU average with coverage ratios of 92.7% of all households in Norway to 

86.8% in Finland. According to Horwitz (2014) there is a strong tendency that also older age groups 

are more engaged in the pervasive digitization. Studies showed that 55% of citizens aged between 75 

and 89 have used the internet within the last three month. This demonstrates an increase of 32% 

compared to 2010.  

Furthermore people in Scandinavia are early adaptors when it comes to new technologies31. That is 

the reason way new payment systems face rapid increase in usage. This fact implies for Danske 

Bank that investments in innovations may pay off quickly, as people are willing to use it. 

Another sociological factor is the household debt that ranks the highest in Denmark and above 

average in Norway and Sweden. In fact Denmark has cultural believes that every family is supposed 

to own property, so that many households take mortgages to finance homes. This attitude is 

facilitated by stable politics, transparent financial systems and governmental subsidies for financing 

homes.  
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 http://stockholmitregion.com/2011/11/22/swedish-companies-early-adopters-of-new-technology/ 
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Source: OECD http://www.oecd.org/ 

 

6.1.4 Technological Factor 

The technological environment is challenging as banks are dependent on innovations in digitalization 

to attract customers and optimize operations. Due to the strong competition in Scandinavian 

countries, Danske Bank has to continuously invest in digital innovations.  

Generally there is a high entrepreneurial and technological culture in Scandinavia. Denmark is ranked 

the most innovative country in the world32 which is attributed to low business startup costs and 

equality between people. Sweden is describes as the second silicon valley when it comes to global IT 

hubs. Examples of IT company startups from Sweden are Skype, Spotify, Linux and Mojang to 

MySQL, Wrapp, Klarna, Memeto and LifeSum. Reasons for the entrepreneurial spirit are the cradle-

to-grave welfare system, free education, so that students do not have debts after graduation, and tax 

deduction for people who privately invest in startups33. Also Finland and Norway rank between the top 

                                                           
32

 http://www.zdnet.com/article/top-10-innovative-countries-denmark-leads-world-in-2010-sweden-us-follow/ 
33

 http://www.techradar.com/news/world-of-tech/the-reasons-why-sweden-is-a-hotbed-for-digital-innovation-1292681 
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innovative countries in the world, as they spend 16.5% and 17% of the GDP on IT and telecom 

infrastructure (ICT). 

Generally, Danske Banks benefits from a strong technological mindset and spirit of people, especially 

when it comes to human resources. Being in Scandinavia, Danske Bank is close to the emerging 

sources of innovations, so that it can make use of new technologies or be inspired to drive own 

developments. However the beneficial effect is hypothetically as innovations do not occur linearly.  

6.2 Porters Five Forces 

The Porter’s five forces analysis illustrates the different forces affecting the competition in an industry 

and the possibility for a company to earn acceptable returns, i.e. returns that are equal or above the 

cost of capital (Petersen & Plenborg, 2012). There are five forces that determine the ultimate potential 

to generate profit for a company, namely potential entrants, rivalry, substituting products, bargaining 

power of buyers and bargaining power of suppliers (Porter, 1997). The analysis of potential entrants 

provides an understanding of possible threat by new competition, as new entrants pursue to gain 

market share that adversely affects the returns of Danske Bank. Another analysis focus on rivalry, as 

rivalry signals a high degree of competitiveness that also affects the returns negatively. Rivalry is 

categorized into sparse or gentle to intense or warlike (Petersen & Plenborg, 2012). Furthermore 

there is the analysis of substituting products that illustrates the risk of substituting products on the 

market. Next is the analysis of bargaining power of buyers. In case of high bargaining power by 

customers, the prices will fall and the company yields lower returns. Reasons for high bargaining 

power by customers are, for instance, that a large amount of the return is generated by one customer. 

Consequently, if this customer drops out the returns are affected significantly. Another reason is a low 

switching cost, i.e. a customer can easily choose a cheaper supplier with no expenses incurred. The 

last analysis is the bargaining power of suppliers that may lead to high costs, if the bargaining power 

is high. Reasons for a high bargaining power of suppliers are higher concentration in comparison to 

the industry, the importance of the products for the industry or high switching cost between suppliers. 

In total, a company has greater opportunities for high returns the lower the forces are collectively 

(Porter, 1997). 

The following analysis will dwell on Denmark only, as Denmark is the main contributor of Danske 

Bank’s income, amounting to 69%. In contrast other Scandinavian countries contribute less than 10% 

each. However, major divergences or particularities of other Scandinavian countries compared to the 

Denmark market conditions will be highlighted. 



52 
 

 
Data source: Annual Report 201534 

6.2.1 Intensity of Rivalry 

This section is to understand the competition of Danske Bank and to determine if the competition is 

sparse, gentle, intense or warlike. In Denmark the financial service industry comprises banks, 

mortgage credit institutions, investment associations, investment companies, the Danish Ship 

Finance, insurance companies, pensions funds and others financial institutions (finanstilsynet.dk). 

This section focuses on banking and the insurance sector, that can be categorize into commercial 

banks, wholesale banks, wealth management, mortgage banks, and insurance companies. The 

Danske Bank group operates in all these areas as it offers its products to specific customer segments. 

In Europe banks are allowed to freely establish subsidiaries in member countries of the EU. Moreover 

there is free movement of capital and goods across the borders according to Articles 63 to 66 of the 

Treaty on the Functioning of the European Union (TFEU), supplemented by Articles 75 and 215 TFEU 

for sanctions. This allows foreign banks to easily establish subsidiaries in any country Danske Bank 

operates in. This freedom may increase the competition for Danske Bank in the future, especially if 

more large scale banks enter the market to serve internationally oriented customers. 

The competition in Denmark is regulated by the Danish competition act that applies to all industries. 

Similarly Sweden, Finland and Norway have competition acts that assimilate each other. In addition to 

the competition act the Danmarks Nationalbank, the DFSA, and the ministry of finance interacts in 

case of banking mergers in order to ensure stability, safety and soundness of the institutions (IMF, 

2007). According to IMF (2007) the separation of institutions that deal with either competition or 

stability concerns, is common practice among most countries.  

In Denmark the financial service industry is characterized by a large amount of banks. According to 

the Danish Supervisory Authority (FSA) and the ECB (2014) there were 338 financial entities 

                                                           
34

 Others include: United Kingdom, Luxembourg, Ireland, Estonia, Lithuania, Germany, USA, Russia, Poland and Latvia 

2015 Income % of total income

Denmark 55,259 69%

Finland 6,226 8%

Sweden 6,180 8%

Norway 7,522 9%

Others 5321 7%

Total 80,507 100%
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operating and 1,186 branches in Denmark in 2014. This ranks Denmark as one of the countries with 

the highest concentration of banks per capita.   

Number of undertakings 2010 2011 2012 2013 2014 

Commercial banks and savings banks 123 113 96 88 84 

Mortgage-credit institutions 8 8 8 7 7 

The Danish Ship Finance 1 1 1 1 1 

Investment companies 44 43 40 43 41 

Investment, special purpose, restricted and hedge 
associations 

94 91 85 84 49 

Investment management companies (large) 3 3 4 4 4 

Investment management companies (small) 12 11 10 11 10 

Non-life insurance companies 97 94 85 76 75 

Life-insurance companies 31 29 27 21 19 

Lateral pension funds 24 21 20 18 16 

Company pension funds 30 29 27 23 19 

ATP, LD and AES  4 4 4 3 3 

Authorized Alternative Investment Funds Managers - - - - 10 

Total 471 447 407 379 338 

Source: www.finanstilsynet.dk (2014) 

However the figures illustrate a decreasing trend in the number of financial service institutions, except 

for the category authorized alternative investment funds managers. Consequently, all things being 

equal, capital becomes available that has to be distributed among a smaller amount of institutions. 

The trend can be explained by a demanding business environment that was caused by the financial 

crisis and subsequent economic fluctuations. Consequently several financial institutions went out of 

business due to diminishing earnings (Horwitz, 2014) and due to troubles to recover after the financial 

crisis, as negative interest rates established a though business environment (EBF, 2012). But also 

recent M&As lowered the total number of financial institutions (Horwitz, 2014).  

Despite the trend in declining numbers of registered banks, the number of banks is comparably high 

in Denmark in terms of banks per capita. In addition there is a high concentration in the financial 

service industry. The group 1 of Denmark’s five largest financial institutions comprises Nordea Bank 

Danmark A/S, Danske Bank A/S, Jyske Bank A/S, Sydbank A/S and Nykredit Bank A/S. 

http://www.finanstilsynet.dk/
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Source:  http://www.finansraadet.dk/ 
 
As the table shows, the five largest banks hold 81.4% of the total deposits in the market and their 

balance equal 88.5% of the total assets in the sector. The high concentration indicates an oligopoly in 

the financial sector in Denmark.  

In economics there is the Panzar and Rosse (1987) H-Statistic that is used to discriminate the 

competition in the banking sector. According to Claessens and Laeven (2004) the H-Statistic is the 

more appropriate measure of degree of competition than other conducts of measurements. Also 

Shaffer (2004) supports that view, by arguing that the H-Statistic is derived from the profit-maximizing 

equilibrium conditions. Cetorelli (1999) approves the H-Statistic as he argues that concentration 

measures are weak indicators when markets are contestable or undergo a major restructuring like in 

the financial crisis. Consequently competition can only be observed by elaborating on data of bank-

level. This is done by the model by two steps. The first step is to run a regression for the gross total 

revenues and the measures of banks’ input prices. Then, the estimated coefficients for each input 

price are added. Input prices include the price of deposits, the price of personnel and the price of 

equipment and fixed capital35. Given the theoretical appeal, the H-Statistic is also applied by major 

financial organizations such as the international monetary fund (Schaeck & Čihák, 2007). The H-

Statistic ranges from minus infinity to plus one, whereas a higher value indicates higher competition. 

In 2013 Denmark reached a score of 0.50, the EU area of 0.74 and Sweden of 0.95. That indicates 

that Denmark has less competition than the average in the EU. This result indicates an oligopoly.  

 

                                                           
35

http://econ.worldbank.org/  Category: Key Terms Explained.  

Group 1
Working 

capital

Total 

equity

Total 

deposits
Balance

Danske Bank 1,305,391 153,921 842,434 2,276,448

Nordea Bank Danmark 386,849 44,677 327,653 584,490

Jyske Bank 208,426 27,562 142,828 316,258

Nykredit Bank 103,996 12,576 65,440 228,920

Sydbank 101,457 11,311 85,020 152,839

Total Group 1 2,106,119 250,047 1,463,374 3,558,956

Total Group 1-2 2,350,559 285,132 1,665,113 3,851,184

Total Sector (1-3) 2,508,036 305,569 1,798,586 4,019,460

Percentage Group 1 of total 84 81.8 81.4 88.5

Percentage Group 1-2 of total 93.7 93.3 92.6 95.8

http://www.finansraadet.dk/
http://econ.worldbank.org/
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An oligopoly challenges Danske Bank to take the right strategic decision and conduct sound 

competitor analysis. Moreover the Danish financial market assimilates a pure oligopoly, as the 

financial institutions basically offer the same products (Markiewicz, 2013). This fact makes it even 

more difficult to distinguish Danske Bank from other competitors. Danske Bank’s approach focuses 

for instance on individualized products for customers, ease of use of e-banking, value creation 

through benefit programs, cooperation with large-scale companies or investments solutions in 

sustainable companies and products. As financial products are similar throughout the market, Danske 

Bank’s strategy has to emphasis the improvements of the customer experience and the value added 

for the customers.  

However Danske Bank is the largest financial institution in Denmark according to the balance sheet, 

total equity, total deposits and customer base. This gives Danske Banks an advantage in terms of 

economy of scale that allows for more efficient operations compared to smaller financial institutions in 

Denmark. In turn, higher profits are generated that allow for investments in upgrades and innovation 

such as Danske Bank’s mobile banking platforms and MobilePay. Smaller financial institutions face 

difficulties to come up with innovations, as capital for investments in R&D is limited. As Danske Bank 

continuously focuses on improvements, especially commercial customers choose Danske Bank in 

order to be on top of the novelties in the Danish financial sector. Thus the economy of scale allows 

Danske Bank to maintain the leading market position in Denmark and expand its market penetration 

in Scandinavia. 

Other customer segments however face different demands and needs than local customers and 

clients. For instance, internationally oriented customers request local services in all countries they 

operate in. As Danske Banks majorly operates in Scandinavia, banks like CitiBank supports 

international clients entering or operating in Denmark. Activities entail IPOs and all kinds of advisory 

services. As a consequence Danske Bank may encounter a loss of large corporate clients in the long 

run, as the globalization proceeds and larger clients demand local services in foreign countries they 

enter. In contrast to most companies which focus on international expansion, Danske Bank’s strategy 

is to narrow down the core market.  

6.2.2 Threat of Substitutes 

Threats of substitutes may impact the profitability of Danske Bank, as substitutes lead to a decline in 

the demand. Substitutes are similar or equal to the product or services of Danske Bank, i.e. they 

satisfy the customer in the same way or even more than the replaced product or service. Substitutes 
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prompt a company to remain competitive prices in order to prevent customers to buy products from 

the competition. In order to distinguish from the competition, companies can differentiate or 

individualize the product, decrease the prices, add value for the customers or improve customer 

service. 

In the Danish financial service industry, the products and kind of services are basically identical and 

standardized except for certain OTC derivatives. For example, bank accounts are available at all 

banks and the interest rates on the market are alike due to low switching costs. Also most of the 

financial securities offered to customers are equal as they trade on the financial market. Consequently 

there are a lot of substitutes available on the market. This makes it difficult for Danske Banks to 

differentiate from other competitors. 

However Danske Bank approach is a centric view on the customer and its customer experience. For 

instance, Danske Bank offers E-meetings that provide a convenient and quick alternative to visiting a 

branch for advisory meetings. Mobile apps allow the customer to transfer money on the way and to be 

able to check account balances anytime. Customers generally appreciate easiness and speed of daily 

banking transactions. Thus MobilePay is a great invention to speed up payment procedures and the 

new platform Sunday.dk ease the application for mortgage. In addition Danske Bank adds value to 

customers through benefit programs such as travel insurance on the MasterCard. This distinguishes 

Danske bank from smaller competitors that cannot afford to offer similar benefits due to a lack of 

economies of scale. In addition economies of scale allow for highly competitive loans and interest 

rates as well. 

Another approach is the transparency that Danske Bank offers its customers and investors. Especially 

for commercial customers that do not have a financial background, Danske Bank attempts to use 

terminology that meets a customer’s standard (Annual report, 2015) and displayed costs of services 

and products in a transparent way. Thus Privata Affärer, the largest Nordic personal finances 

magazine, awarded Danske Banks as bank of the year 2015, also because of the transparency and 

clarity. 

However the digital environment may pose a threat to Danske Bank. For instance, in 2016 Nordea will 

introduce its new banking platform that is deemed to be the most innovative platform in the 

Scandinavian banking sector. The developments were driven be Michal Panowicz a headhunted IT 

leader and former student of Harvard University. He previously developed the digital platform for 
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MBank in Poland that was award the best on-line and mobile bank ("Digital and Mobile Excellence") in 

the world out of 153 Banks in 53 countries (MBank, 2013). This is one example of substitutable 

services in e-banking that will always emerge. As most products and services are similar among 

financial service institutions, innovations in digitalization play a key role in differentiation. Thus Danske 

Banks has to continuously focus on digital developments in order to defend its market position. 

6.2.3 Bargaining Power of Buyers 

A high bargaining power of the buyers typically lowers the returns of a financial institution, as 

customer put pressure on businesses to provide higher quality products, better customer service, 

and/or lower prices. Danske Banks customer can be divides into commercial customers with small 

turnover and large customers such as companies and wealthy individuals. The first group is analyzed 

in the following: 

There are several factors that determine the bargaining power of the buyers. According to Petersen 

and Plenborg (2012) the first factor is the concentration of the buyers in relation to the sellers. In 

Denmark there are approximately 4.6m people eligible to have a bank account. And as every person 

needs a bank account to pay bills and receive salary, there are a large number of buyers in 

comparison to the sellers. Consequently this indicates a low bargaining power of buyers as banks are 

more consolidated. The second factor is the switching cost. The switching cost is very low for 

customers in Denmark, as customers can open a bank account for free or even receive a bonus for 

signing up with a bank. In fact customers are allowed to have bank accounts at different banks, so 

that they are able to cancel an account whenever they want to. The same conditions apply for 

custodian account. Thus banks have to offer comparative prices and services, as customers would 

switch the bank otherwise. Another factor is the education of the customers that is different between 

each individual, but in majority on a low level when it comes to financial product. According to theory a 

low level of financial education would lead to lower bargaining power of customers, as customers do 

not understand the complexity of financial products and consequently are dependent on the direction 

of the bank. However Danske Bank realized that knowledge gaps may lead to unintended decision of 

the customers that are likely to be blamed on Danske Bank. Thus Danske Bank focuses on 

transparency for example through the loyalty program (CR Report, 2013). As a consequence Danske 

Bank cannot benefit of low bargaining power due to knowledge gaps in the long run. Furthermore the 

product differentiation is another factor. Basically the products are homogenous, so that customers do 
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not have to stick to a certain bank to make use of certain products. This fact also increases the 

bargaining power of the customers, as they can find the same product somewhere else. 

In Denmark there are also website such as http://www.pengepriser.dk/ that compare prices of loans 

and mortgage online. This tightened the comparativeness between banks as well as the bargaining 

power of private customers. In total individual private customers have a low bargaining power, but the 

collective pose pressure on banks if banks do not comply with market standards and prices. 

The second group of customers is companies and wealthy individuals. This group has elevated 

bargaining power, because the size of each transaction promises a high income for the bank. Hence it 

is possible for this group to bargain discounts that still pay off for banks. But discounts are not limited 

to single trades. Also long-term discounts are offered as this customer segment makes for a large 

portion of sales in the industry. However this group does not only focus on the price. Also the service 

is important, as most companies tend to establish a long term relationship with a bank. In both cases 

the bank has to meet the customer’s needs, as large customers have low switching costs too. 

6.2.4 Bargaining Power of Suppliers 

The bargain power of suppliers may impose an adverse effect on Danske Banks profitability, if 

suppliers are able to raise prices, lower quality or reduce the availability of their products. For the 

following analysis depositors are considered as suppliers as well, because they provide the money, 

i.e. the input that is modeled like a commodity.  

Depositors are suppliers and customers simultaneously. Thus depositors have power to demand 

competitive interest rates, as they could switch to another bank otherwise. Compared to the whole 

market, though, depositors have to accept the interest rates that are offered on the market. Their 

decision is most likely influenced by the market condition and considerations between investing and 

saving.  

Especially when it comes to IT, Banks face a limited amount of suppliers. Whereas there are several 

hardware supplier such as Microsoft, IBM, Dell, Apple, HP, BenQ, etc. there is only a limit amount of 

professional software providers for instance, for trading (Murex) or accounting(SAP). This 

professional software has high charges for the use of licenses that sum up to large amount per year. 

However banks cannot bypass these charges by choosing other suppliers, because, for instance, 

SAP is the market standard for large corporations. Additionally banks have to pay high cost for 

information provided by external suppliers such as Bloomberg, Thomsen Reuter, UBS etc. Another 

http://www.pengepriser.dk/
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matter of expense is the use of high-speed cable connection between the continents. These high 

speed connections are especially important when it comes to electronic high-frequency trading, as 

already ten milliseconds can decide on a successful trade. Thus IT suppliers have a relative high 

bargaining power.  

6.2.5 Barriers to Entry 

Barriers to entry protect the local market from further competition. If these barriers are low, new 

entrants can enter the market, so that new rivalry may affect the profitability negatively of companies 

that have been established previously.  

The barriers to enter the Danish financial sector are alike to those prevailing in other counties of the 

EU, as the Danish regulations are consistent with the EU’s Banking Directive. However the minimum 

capital requirement that is needed to launch a bank is slightly higher in Denmark compared to other 

countries of the EU. In European countries the minimum requirement to open a bank usually amounts 

to EUR 5m (which is also the minimum amount recommended by the EU Directive 2000/12/EC), 

whereas the Danish FSA only allows banks to launch their business, if the capital requirement equals 

at least EUR 8m (IMF, 2007). According to the IMF these requirements do not represent a significant 

barrier to enter the market, as there are many subsidiaries of foreign bank in Denmark.  

Another barrier to enter the Danish market is the deposit guarantee scheme that is considered 

significant by the IMF. In Denmark it is compulsory for Danish banks to participate in a deposit 

guarantee scheme. However foreign banks are covered by the deposit guarantee scheme of the 

country of origin. Banks have to contribute to the deposit insurance scheme in and to the rules of their 

country of origin. As deposit insurance schemes vary between countries in terms of amounts and 

types of deposits covered, there are discrepancies that constitute barriers to enter the Danish market. 

For instance, the Danish deposit guarantee fund covers up to DKr 300,000 (an equivalent of 

EUR40,260), the Swedish deposit guarantee covers up to SKr 250,000 (an equivalent of EUR26,523) 

and the Norwegian deposit guarantee covers up to NKr 2,000,000 (an equivalent of EUR 252,525) 

(IMF,  2007). Consequently a Norwegian bank refuses to open a subsidiary in Denmark, as it has to 

provide a substantially higher amount of deposit insurance for depositors of Danish branches than 

Danish banks. On the other hand, Swedish banks have a lower coverage of the deposit guarantee, so 

that local Danish customers prefer Danish banks for that reason. 
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Other barriers are the low interest rates in Denmark that challenge startups and small-size banks to 

enter the market, as they have issues to yield a reasonable profit especially in retail banking. The 

interest rate in Denmark is -0.65% (2016) according to Nationalbanken and is expected to increase 

only slowly within the next years.  

7. Financial Analysis 
In the financial analysis Danske Bank’s balance sheet and income statement are analyzed. The 

financial analysis is the primary tool to evaluate the financial health of a company, by calculating 

financial ratios that illustrate the financial performance. Financial ratios elaborate on profitability, 

growth and risk (Petersen & Plenborg, 2012). In order to prepare the forecast of Danske Bank, two 

analysis tools are deployed in the financial analysis. The first one is the time-services analysis to 

identify the levels and trends in the underlying performance of Danske Bank. In this analysis it is 

important to eliminate noises during the period of time.  The second analysis focuses on the cross-

sectional comparison between Danske Bank and competitor in order to illustrate the relative 

performance within the industry (Petersen & Plenborg, 2012). The comparison also allows to find the 

strongest competitors and to identify “best practice” within the industry. 

Sources of noises in the time-series and cross-sectional analyses are the following: 

Time-series analysis Cross-sectional analysis 

Changing accounting policies Different accounting policies 
Special or unusual items Special and unusual items 
Acquisition or disposing of business lines, SBU Comparison of firms with different risk profiles 
New products/markets and changing risk profile Different definition of financial ratios across firms 

Source: Petersen & Plenborg (2012) p.64 

In order to analysis the financial performance, accounting policies and items of the financial statement 

and balance sheet will be investigated in order to detect abnormalities. The financial statement and 

balance sheet of the annual reports are used. 

6.1 Accounting Policies 

In the annual report 2015 Danske Bank accounting policies comply with the International Financial 

Reporting standards (IFRSs) since January 2005 and the Danish FSA’s executive order No.1306 from 

16 December 2008. The reports is reviewed and approved by the external auditor Deloitte. Deloitte 

expresses a positive opinion and states that the consolidated financial statements give a true and fair 

view of the Group’s financial position. Providing a true picture of the financial situation is a 
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requirement all publicly listed companies have to fulfill.  Furthermore Danske Bank applied the new 

amendments of the Annual improvements to IFRS cycle 2011-2013 in 2014 including IFRS 10, 

Consolidated Financial Statements, IFRS 11, Joint Arrangements and IFRS 12, Disclosure of 

Interests in Other Entities, IAS 27, Separate Financial Statements and IAS 28, Investments in 

Associates and Joint Ventures (Annual report 2014). According to Danske Bank these amendments 

did not have significant impacts. 

Monetary assets and liabilities in foreign currencies items have been calculated using the exchange 

rate of the balance sheet date according to standard IAS 2136, Non-monetary assets and liabilities are 

covered by the IAS 39 “Financial Instruments: Recognition and Measurement” in order to reflect the 

fair value .  

Generally there have been several internal restructurings within Danske Bank that affected the 

balance sheet of single business units significantly. However the changes did not affect the group’s 

income statement, balance sheet, total equity, earnings per share and statement of capital, as the 

changes equaled out in the total aggregation. 

Recent changes that affected the balance sheet or financial income include the change of Danica’s 

presentation of employees’ pension schemes and financial guarantees from net to gross presentation 

in 2014 in accord with the Danish FSA. This change affected the equity by DKK 839m by 1st January 

2014. By the end of 2014 there have been the following changes: Liabilities plus DKK 1037m, other 

liabilities minus DKK 73m, tax liabilities minus DKK 228m and shareholder’s equity minus DKK 736m. 

Also in 2012 changes affected the balance sheet through the adaption of amended IAS 19. According 

to IAS 19 deferring the recognition of actuarial gains and losses on defined benefit pension plans was 

not allowed anymore. This method was called the “corridor method”. Henceforth the present value of 

pension obligations and the fair value of pension plan assets were supposed to be recognized in the 

balance sheet on a net basis instead.  As a consequence shareholders’ equity increased by DKK 

333m at 1 January 2012. At the end of 2012 the net pension obligations increased by DKK 232m, 

deferred tax decreased by DKK 2m and shareholders’ equity decreased by  DKK 230m. 

From the beginning of 2018 Danske Bank has to comply with the new accounting amendment IFRS 9 

that concern impairments for expected credit losses. In case that credit risk remains stable, the 

impairment must equal an amount of 12-month expected credit loss. If the credit risk increases 
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significantly, impairments must amounts to the lifetime expected credit loss. Compared to the incurred 

credit loss that was accounted for so far, this change may have a significant impact in the financial 

statement in the future. Further changes relate to the IFRS 15 (affecting accounting of revenues from 

contracts with customers) and IFRS 16 (affecting accounting of leases) that will become effective in 

2017 and 2019 respectively. Generally accounting policies only concern the presentation of figures 

and do not affect the operational income. However analysts have to pay attention to changes of key 

performance indicators (Deloitte, 2015a).  

7.2 Financial Statement 

The table 1 shows Danske banks consolidated income statement for a five year horizon. 

 
Table 1 

 
The revenue of Danske Bank consists of interest income, fee income and trading income, premiums 

and benefits of the insurance business and other incomes. In order to understand the financial 

statement and to explain discrepancies in the figures, each item of the financial statement will be 

discussed in the next paragraphs. 

Interest income is usually generated by interest-bearing financial instruments, that consist to a large 

extend of loans such as mortgages, corporate loans or credits to private customers. The net interest 

earning is composed of the interest paid to depositors and interest payments received by debtors. 

2011 2012 2013 2014 2015

Interest Income 80,819    77,939    71,632    66,951    59,666    

Interest expenses 47,478    42,985    38,200    32,344    26,333    

Net interest income 33,341    34,954    33,432    34,607    33,333    

Fee income 11,760    12,168    13,231    14,585    15,566    

Fee expenses 4,034       3,935       4,441       4,771       4,887       

Net trading income (3,326)     12,735    8,146       9,854       6,908       

Other income 5,610       4,623       4,296       4,546       5,275       

Net premiums 20,475    19,858    20,148    20,631    21,359    

Net insurance benefits 18,705    31,088    32,537    33,024    30,468    

Operating expenses 27,731    28,246    26,796    25,642    24,785    

Impair. charges on goodwill and customer relations -           -           -           9,099       4,601       

Profit before loan impairment charges 17,390    21,068    15,479    11,687    17,701    

loan impairment charges 13,185    12,529    5,420       3,718       (61)           

Profit before tax 4,205       8,539       10,059    7,969       17,762    

Tax 2,482       3,814       2,944       4,020       4,639       

Net profit for the year 1,723       4,725       7,115       3,948       13,123    
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The spread between the lending and borrowing rate that makes for the profit is called credit spread. 

Thus the banks main income comes from the functionality as an intermediary between borrowers and 

lenders. However, the income from lending and borrowing is not pure arbitrage, as the bank has to 

conduct a sound risk analysis in terms of interest rate risk and probability of loan defaults (Hull, 2012). 

These circumstances have to be accounted for in the credit spread as well.  

  2011 2012 2013 2014 2015 

Interest Income 80,819  77,939  71,632  66,951  59,666  
Change in %   -3.6% -8.1% -6.5% -10.9% 

Interest expenses 47,478  42,985  38,200  32,344  26,333  

Change in %   -9.5% -11.1% -15.3% -18.6% 

Net interest income 33,341  34,954  33,432  34,607  33,333  

Change in %   4.8% -4.4% 3.5% -3.7% 
      Table 2 

Table 2 shows that the interest income, the expenses and the net interest income. It is surprising that 

the net interest income is stable within the last years, although the interest income decreased 

significantly, especially in 2015 by -10.9%. This stability of net interest income is maintained by a 

strong decrease in interest expenses by approx. -13.6% per year.  

 
Table 3 

 
A drilldown of the income and cost in table 3 demonstrates that loans and deposits are the major 

source of income. From 2011 to 2015 the income from loans and deposits decreased by -36%, 

however the expenses for loan and deposits decreased by -71%. Expenses from other issues bonds 

are relatively high, but they are expected to fall as older bonds with higher interest rates mature and 

new bonds are issued with lower interest rates in respect to current market condition. 

Non-interest bearing income is stated as fee income for services and includes fees such as guarantee 

commissions, investment management fees, transaction fees or custody fees. Danske Banks brakes 

the net fee income down into fees generated by activities and fees generated by portfolios. According 

Financial portfolios at amortized cost 2011 2012 2013 2014 2015 2011 2012 2013 2014 2015

Due from/to credit instit. and central banks 2,323    1,260    694                179 (121)      2,137    593       681       412       706       

Repo and reverse transactions 4,587    2,622    1,599    1,271    (508)      3,631    2,733    2,018    1,331    (392)      

Loans and deposits 34,928 34,202 28,354 25,654 22,183 9,219    7,905    6,425    5,009    2,592    

Hold-to-maturity investments 343       256       184       1,266    1,745    

Other issued bonds 9,219    8,880    7,869    6,856    6,078    

Subordinated debt 4,592    4,397    4,316    2,512    1,714    

Other financial instruments 471       184       183       156       301       576       530       422       620       1,395    

Total 42,658 38,524 31,014 28,526 23,600 29,071 25,038 21,731 16,740 12,093 

Income Expenses
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to the distinction, the nature of the fees generated by activities is a one-off transaction and of the fees 

generated by portfolios is a recurring fee from the product portfolio (Annual report, 2015). 

  
Table 4 

 
Since 2011 there is a steady increase in the net fee income. One of the main drivers is asset 

management fees and custody fees that are reoccurring. These fees experience an increase as 

Danske Bank continuously extends its wealth management activities resulting in a wealth 

management division in 2016. Apart from that, financing activities in loans and guarantees increased, 

resulting in the second largest profit driver in 2015. One reasons for the surge in income is the 

refinancing activity of mortgage holders, who replaced their higher mortgage loan rates with lower 

ones. Furthermore fees from securities trading and advisory services experience a steady increase 

since 2011.This may be attributed to the favorable economic outlook, as the economy recovers from 

the financial crisis in 2008. 

Items that are measures at fair value are summed up in net trading income. According to Accounting 

Standards Board (IASB) fair value is defined as "[…] an amount at which an asset could be 

exchanged between knowledgeable and willing parties in an arm’s length transaction". Thus fair value 

items are revalued periodically to reflect changes in their value. 

 
Table 5 

 

Fee income 2011 2012 2013 2014 2015

Financing (loans and guarantees) 1,536     1,630     1,538     1,956     2,120     

Investment (securities trading and advisory services) 1,167     1,275     1,348     1,274     1,718     

Services (insurance and foreign exchange trading) 50           (2)            (5)            (10)          (3)            

Fees generated by activities 2,751     2,903     2,881     3,220     3,835     

Financing (guarantees) 341         562         637         625         644         

Investment (asset management and custody services) 3,016     3,292     3,629     3,736     4,916     

Services (payment services and cards) 1,618     1,476     1,643     1,934     1,284     

Fees generated by portfolios 4,975     5,330     5,909     6,595     6,844     

Total 7,726     8,233     8,790     9,814     10,679   

Financial portfolios at fair value 2011 2012 2013 2014 2015 2011 2012 2013 2014 2015

Trading portfolio and investment securities 7,427    10,987 13,257 11,944 11,923 

Assets and deposits under pooled 

schemes and unit-linked investment contracts

Assets and liabilities under insurance contracts 5,490    4,477    4,258    3,897    3,490    

Total 38,167 39,416 40,618 38,425 36,066 18,407 17,946 16,468 15,604 14,240 

Loans at fair value and bonds issued by 

Realkredit Danmark
17,946 16,468 15,604 14,240 

Income Expenses

25,250 23,952 23,103 22,584 20,653 18,407 
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Loans and bonds from Realkredit Danmark are the major income source for the net trading income. 

As expenses and income decrease almost linearly, the net income remained stable. Throughout the 

period analyzed, Danske Bank increased its income form trading portfolios and investment securities. 

In contrary, assets and liabilities under insurance contracts decrease in each year. 

The next item on the balance is “other income” that includes lease payments under operating leases 

and rental income, “fair value adjustments of investment property, amounts received on the sale of 

lease assets and gains and losses on the sale of other tangible assets, such as domicile and 

investment properties.” (Annual report, 2015). The category other income is the smallest income 

source, as it does not belong to the core activities of Danske Bank. As the main yields of other income 

comes from leases of assets and investment property, the income is stable and does not show high 

volatilities in the previous years. 

Net premiums and net insurance benefits are related to insurance contracts distributed by Danica 

Pension that entail significant insurance risks or entitle policyholders to bonuses (Annual report, 

2015). They comprise regular and single premiums on insurance contracts as well as benefits 

disbursed to policyholders. The returns on net premiums are stable in the period from 2011 to 2015. 

The main drivers are regular premiums from unit-linked products and single premiums from unit-linked 

products. Also the net insurance benefits are stable. However there is a jump in the amount from 

2011 to 2012.The history shows that 2011 presents an exception from previous years that yield a net 

income of DKK 29bn on average. The impact comes from a decrease of the change in provisions for 

unit-linked contracts that amount to DKK 10bn. Unfortunately the annual report does not provide 

further details. 

  2011 2012 2013 2014 2015 Avg. 

Net premiums 20475 19858 20148 20,631 21,359 20494 

Change in %   -3.0% 1.5% 2.4% 3.5% 1.1% 

Net insurance benefits 18705 31088 32537 33,024 30,468 29164 

Change in %   66.2% 4.7% 1.5% -7.7% 16% 
Table 6 

Operating expenses entails staff costs, depreciation, administrative expenses, amortization and 

impairment charges on tangible and intangible assets (Annual Report, 2015). According to table 6 

Danske Banks lowered its operating expenses continuously, although the income increased. 

Especially administrative expenses have fallen since 2011 by DKK 2bn to DKK 8.2bn in 2015. That 
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proves an efficient lean management. Staff costs made for the highest expenses and stayed basically 

the same during the period analyzed. They account for approximately DKK 14bn on average. 

In 2014 Danske Bank added impairment charges on goodwill and customer relations to its income 

statement. Goodwill impairments account for of the loss of value of acquired business units and the 

decrease the amount of intangible assets on the asset side of the balance sheet. This change in value 

is taken into account in the financial statement. From 2011 to 2013 there have been no impairment 

charges according to Danske Bank. In 2014, however, the impairment test resulted in charges of 

approx. DKK 9bn. The impairment charges are justified by the worsening of the economic 

environment for the banking industry including the record low levels of short-term interest rates and 

expected pressure from deflation. Deflation translates into low interest levels in the Eurozone for a 

long-term period that lead to low deposit margins. Thus Danske bank lowers its expectation of future 

cash flows due to uncertainties in the macroeconomic developments in the future. The units that 

experience impairment charges are Personal Banking Finland, Business Banking Finland, Business 

Banking Estonia and Personal Banking North Ireland. Especially Finland is expected to require more 

time for the normalization of the interest rate level. Continuing and even increased uncertainty in the 

macroeconomic conditions translated into further impairment charges in 2015. Reasons for the 

impairment are the three month EURIBOR that became negative in 2015, and further pressure of 

deflation. Also in 2015 Finland remains weak, so that Danske Bank expects only modest growth and 

low short-term rates in the next few years. 

The next item is the loan impairment charges which experienced an enormous decrease. Loan 

impairment charges are defined by Danske Banks as “the difference between the carrying amount of 

the loan and the present value of the most likely future cash flows from the loan” (Annual report, 

2015). However they also include impairment charges against provisions for loan commitments and 

guarantees, fair value adjustments of the credit risk on loans measured at fair value (for example,  

from RealKreidt Danmark), realized gains and losses on tangible assets and impairment charges of 

assets qualify as held-for-sale assets. The history shows that the impairment charges were low before 

the financial crisis and increase during the financial crisis disproportionately. In 2007 the impairment 

charges accounted for DKK 687m and in 2009 they peaked up to DKK 25.7bn.  

  2007 2008 2009 2010 2011 2012 2013 2014 2015 

Loan impairment charges 687 12088 25678 13817 13185 12529 5420 3,718 -61 
Table 7 
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Especially small and medium-sized enterprises suffered in the financial crisis. Consequent Danske 

Bank experienced impairment charges of DKK 13.3bn in 2009, coming from small and medium sized 

enterprises only. Furthermore there were charges against financial counterparties of DKK 5.5bn and 

retail customers of DKK 4.1bn in 2009. Hence the impairment charges are highly correlated to the 

economic environment, as there are more delinquencies and defaults of customers if the market 

conditions are challenging. Within the last years Danske Bank was able to increase its loan quality 

tremendously resulting in negative charges in 2015. 

The analysis of the income statement makes clear that income from interests on loans and net 

insurance benefits are dominating over the 5 year period analyzed. However income from the 

insurance business is reclassified by the IFRS statement and does not account to disposable income 

due to strict policies of insurance businesses.37 

7.4 Balance Sheet 

Danske Bank’s balance sheet can be divided into several main categories. The following section will 

briefly address the balance sheet in order to provide an understanding of the fundamentals of banking 

and Danske Bank’s assets and liabilities. 

7.4.1 Assets 

The assets of Danske Bank are financed by Danske Bank’s liabilities and equity. They range from 

liquid to illiquid assets such as cash in hand and long-term loans respectively. The bank has to handle 

the tradeoff between liquid and illiquid assets in order to align the profit maximization with the liquidity 

of the bank. Generally, liquid assets are non-interest bearing and illiquid assets are interest bearing. 

Liquid assets are used for payments and bills to secure the daily operations of the bank, whereas 

illiquid assets are supposed to generate income. 

In 2015 the largest positions are loans at amortized cost and loan at fair value coming from Realkredit 

Danmark that contribute 55% to the asset site of the balance sheet. Consequently these positions are 

the major contributors to Danske Banks risk portfolio. Both position have been relatively stable within 

the period analyzed. The balance sheet shows the net loans, i.e. loan impairment charges are already 

subtracted in the balance sheet position. In total, the loan portfolio only decrease by -1.4% from 2011 

to 2015, despite challenging market conditions. 
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The third largest position are assets from trading portfolio that declined sharply by 40% from 2011 to 

2015. It entails Danske Bank’s derivatives with positive fair value as well as equities and bonds held 

by the Danske Bank’s trading departments at C&I. 

 
Table 8 

 

According to table 8 derivatives and listed bonds constitute the largest positions in the trading portfolio 

assets. However both positions decreased sharply within the last years. Main reason for listed bonds 

is the reclassification in the balance sheet into investment securities available-for-sale and hold-to-

maturity. Derivatives fall sharply in 2013 due to value adjustment in CVA and DVA that amounted to 

DKK 116m. Moreover, positive developments are noticeable in the listed shares, which contribute 3%, 

though. 

The fourth largest position is the investment securities that make up for 10% of the assets in 2015. 

From 2011 to 2015 the position in investment securities tripled and grew successively. This position 

can be divided into available-for-sale financial assets, hold-to-maturity financial assets and liquidity 

portfolios managed by Group Treasury (priorly managed by FICC until 2014). Also the gain in 

investment securities are related to bonds, both bond in hold-to-maturity and bonds in financial assets 

at fair value. In 2013 the investment in listed bonds increased considerably due to investments in 

Danish mortgage bonds and Government bonds and bonds guaranteed by central or local 

governments. Unfortunately Danske Bank does not provide any further information about the surge, 

except that Danske Bank made use of bonds to generate a return until maturity. In the same year 

however interest rates dropped below the zero percent, so that bonds represented an alternative 

income strategy for Danske Bank. 

7.4.2 Liabilities 

In 2015 liabilities amounted to 95.1% of the total funding. Liabilities are debts and the main funding 

source of Danske Bank, used for investments in assets. The major funding source of Danske Banks is 

Trading portfolio assets 2011 2012 2013 2014 2015

Derivatives with positive fair value 550,970       408,990       249,535       409,442       331,015       

Listed bonds 349,079       394,270       437,797       324,573       193,421       

Unlisted bonds 9,015            6,471            1,614            524                1,776            

Listed shares 316                2,635            6,007            7,442            19,955          

Unlisted shares 375                561                770                532                852                

Total 909,755       812,927       695,723       742,513       547,019       
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deposits which amount to 28% of liabilities in 2015. Deposits consist of transaction accounts, time 

deposits, repo deposits and pension savings. These accounts differentiate each other form the 

interest rate and the duration. Transactions accounts or checking accounts are accessible by the 

customer on demand and they offer low interest rates. Transaction accounts make for the largest 

position in deposits and amount to 66% of the total deposits on average. 

 

Time deposits are savings account or certificate of deposit (CD) held for a fixed-term that is interest 

bearing. Due to the reason that payment dates are settled, the bank receives more flexibility in terms 

of liquidity management and usage of the liability. Similarly there are pension saving accounts that 

also constitute a long-term commitment. Repo deposits or repurchase deposits are used as a short-

term cash-investment alternative. In this agreement the bank sells securities to a depositor and 

agrees to buy the securities back at a preset price. The difference between the prices for purchase 

and sale represents the interest paid for the agreement38. Commonly deposits are majorly used for 

financing loans so that there is a correlation of the corresponding amounts. 

Bonds issued by Realkredit Danmark are the second largest financing position, contributing 22% to 

the liabilities. In addition 12% is contributed by other issued bonds that include senior secured and 

subordinated bonds issued by the Danske Bank. In total bonds are the largest sources of financing. 

Other issued bonds stay stable during the course analyzed, whereas bonds issued by Realkredit 

Danmark increased modestly.  

Furthermore trading portfolio liabilities amount to 17% of the funding. These liabilities are directly 

linked to the trading portfolio assets. The position consists of derivatives with negative fair value and 

obligations to deliver securities.  

The difference between assets and liabilities results in equity. Equity is divided in capital and 

reserves. Items of special interest are shareholder equity and additional tier 1 capital. Whereas 
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 http://www.investopedia.com/terms/t/term-repurchase-agreement.asp 

2011 2012 2013 2014 2015

Transaction accounts 546,533       516,672       584,834       619,923       699,313       

Time deposits 226,519       203,540       186,268       128,994       105,054       

Repo deposits 53,719          140,585       150,747       198,425       42,977          

Pension savings etc. 22,223          23,295          22,052          18,853          16,130          

Total 848,994       884,092       943,901       966,195       863,474       
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shareholder equity offers a return on investment in form of dividends to investors, additional tier 1 

capital is subject to no contractual obligation. Thus is deliver cash or another financial asset to the 

holders in compliance with Basel III in order to compensate for financial losses (Annual report, 2015). 

Shareholder equity amounts to 93% of equity of which 82% are retained earnings. Consequently 

additional tier 1 capital accounts to 7% or DKK 11.3bn respectively. 

Additionally there are several off-balance-sheet items such as guarantees, loan commitments shorter 

than 1 year and loan commitments longer than 1 year. These Items influence Danske Banks risk 

profile in terms of credit exposure and credit risk. The largest off balance sheet position is on 

commitments longer than 1 year that account t DKK 154m in 2015. 

7.5 Profitability Analysis 

This section measures Danske Banks’s capabilities to generate profit and a proper rate of return for 

investors. The profitability analysis will be based on annual reports from 2011 to 2015. Figures of 

Nordea’s annual reports are multiplies by 7.46 that serves as an approximation of the EURDKK 

exchange rate. Relative numbers are not affected by the calculation.  

In order to analyze the profitability, the approach by Koller, Goedhart and Wessels (2010) is used. 

This approach is compliant with the valuation model of Damodaran (2009) in chapter 3: 

 
Graphic 1  Source: Koller, Goedhart & Wessels (2010) 
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Graphic 1 shows the generic value driver tree of a bank (Koller, Goedhart & Wessels, 2010). In the 

following each profit driver is dealt with chronologically. Comparisons are illustrates between peers of 

Danske Bank from group 1. These are all banks in Denmark having more than DKK 65bn in working 

capital. As Danske Bank is analyzed on group level, also the group financial statements of peers are 

used. Generally the comparison may lead to discrepancies in the comparability, as the other banks 

differ in diversification, product mix, market strategy, funding structure etc. As a consequence the risk 

profile may differ. However all the banks mentioned operate in several business areas and are similar 

in size. Thus they are appropriate to gain a perception of industry standards.  

Interest Rate 

The first driver is the interest rate on products that were basically covered in the financial statement 

and balance sheet section above. In a nutshell, the loan portfolio of Danske Banks, including loans at 

amortized cost and loans at fair value has slightly fallen from 2011 to 2015 by -1.4%. During the 

course of the period analyzed, the loan portfolio showed some fluctuation in growth from 2.6 % to -

4.1%. Simultaneously the interest rate on loans fell from 2011 to 2015, which was offset by a strong 

decrease in the interest rate of deposits. Thus the net interest income stayed the same in the period 

from 2011 to 2015. Generally Danske Bank faces a challenging environment, as interest rates are 

negative so that deposits in central banks will cost Danske Bank  

 
 

Compared to peers, Danske Bank was able to hold the level of net interest income with minor 

fluctuation. Thus Danske Bank performed well in respect to difficult market conditions and to peers.  

Especially Sydbank was confronted with lower net interest income, resulting in a decrease of 20% 

from 2011 to 2015. 

Cost-to-income Ratio 

Net interest income 2011 2012 2013 2014 2015 Diff 2011 to 2015 in %

Nykredit 4,764     5,355     4,415     4,449     5,174     9%

Change in % 12% -18% 1% 16%

Danske Bank 33,341 34,954 33,432 34,607 33,333 0%

Change in % 5% -4% 4% -4%

Nordea 40,702   41,500   41,217   40,896   38,121   -6%

Change in % 2% -1% -1% -7%

Sydbank 3,128     3,108     2,862     2,742     2,504     -20%

Change in % -1% -8% -4% -9%
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The cost-to-income ratio (CIR) is a key financial measure especially for valuing banks39. The following 

table illustrates the income compared to the costs for Danske Banks and its peers. The figures are 

calculated from operating costs divided by operating income. The ratio expresses how efficient 

Danske bank is run in terms of controlling its cost compared to earnings. A lower rate demonstrates 

higher efficiency. 

 
Table 9 

 

The table reveals that Danske Banks average CIR ratio is the highest compared to its peers. There 

are fluctuations in 2012 and 2014, but the median is 60%. The high peak in 2014 is explained by a 

goodwill impairment that did not occur in previous years. CIR before goodwill impairment accounted 

for 51.6% in 2014, so that the ratio actually decreased. However the high ratios are evidence that 

resources are not used as efficiently as by competitors. Thus a large proportion of the earnings are 

used up by costs. This makes an impact on the residual income for investors, so that the ROE is 

expected to be lower compared to peers as well. Also Danske Bank discerns the relative high 

operating costs, so that investments in customer solutions and digitalization are planned in order to 

minimize future costs. Furthermore Danske bank expects cost to fall by lower net contribution to both 

a resolution fund and a deposit guarantee fund. Additionally lower depreciations on intangible assets 

are expected by Danske Bank. The lowest CIR is stated by Nykredit that demonstrate best practice in 

terms of cost income control in 2015 

Capital Ratios 

Capital Ratios are required by Basel III as discussed in Chapter 5 Capital requirements. Since 2013 

Basel III gradually increased the required capital level in order for banks to counteract systematic risk.  
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Cost/income ratio (%) 2011 2012 2013 2014 2015

Danske Bank 60 54 60 72 60

Nordea 55 51 51 49 47

Nykredit 65 55 58 44 42

Sydbank 55 59 54 54 58
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Table 10 

The two tables illustrate the total capital ratio and the common equity tier 1 capital ratio. It is striking 

that Danske Bank clearly exceeded the capital requirements in 2011 to 2013. That implies a 

conservative strategy of Danske Bank. Generally Danske Bank demonstrates high capital ratios 

compared to peers. As Danske Bank was announced a systemically important financial institution 

(SIFI) as of 19 June 2014 by the Danish FSA, it will have to comply with additional capital 

requirements in the next years. The same applies for Nordea. This in turn, may affect the ROE 

adversely, as an increase in the denominator lowers the ROE, all things being equal. However a 

decrease in ROE results from a lower risk exposure of Danske Bank according to the risk-return 

tradeoff (Campbell & Viceira, 2002) that was discussed in chapter 5. 

Cost of Equity & Growth in Assets/Liabilities 

The Cost of equity is determined in the following chapter about valuation. Additionally the growth of 

assets and liabilities is addressed in the forecast resulting in the growth rate of Danske Bank. 

Generally an increase in assets and liabilities demonstrates expansion and growth in size of a 

company. From 2011 to 2015 all banks of group 1 shrinked their balance sheet. This comes along 

with Danske Banks divesture of its Baltic banking business.   

 

Nordea incurred the strongest reduction in assets of -8%, followed by Sydbank of -7%. 

Total capital ratio (%) 2011 2012 2013 2014 2015

Danske Bank 17.9 21.3 21.4 19.3 21.0

Nordea 13.4 16.2 18.1 20.6 21.6

Nykredit 15.4 16.4 17.0 17.2 20.1

Sydbank 16.1 15.9 15.7 16.0 17.6

Common equity tier 1 capital ratio (%) 2011 2012 2013 2014 2015

Danske Bank 16.0 18.9 19.0 16.7 18.5

Nordea 12.2 14.3 15.7 17.6 18.5

Nykredit 13.9 15.8 15.8 15.4 19.4

Sydbank 15.2 15.6 15.3 15.5 15.9

Total assets 2011 2012 2013 2014 2015 Diff 2011 to 2015 in %

Danske 3,424,403         3,484,949         3,227,057         3,453,015         3,292,878         -4%

Nordea 5,230,437         4,984,608         4,703,038         4,993,291         4,825,635         -8%

Nykredit 1,392,905         1,433,405         1,417,414         1,457,301         1,383,789         -1%

Sydbank 153,441             152,713             147,892             152,316             142,742             -7%
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Loan Loss 

Loan Loss, or also loan impairments, may contribute to a large extent to the net profit. Recently 

Danske Bank vastly reduced its impairment charge by increasing the loan quality.  

 

In 2015 the charges have been negative i.e. they affect the profit positively. Also in future years 

Danske Banks expects no increasing impairment charges, as the quality of loans will further improve. 

The reduction is also influenced by beneficial market conditions, as the economy is on an upturn that 

affects also other banks in Europe40. 

In addition to the seven value drivers mentioned in the generic value driver tree, the following 

paragraph elaborates on the ROE and ROA in order to value Danske Bank performance and 

capabilities to generate returns for investors. ROE is defined as: ROE = (Net income) / (Book value of 

equity). The formula uses the annual net income and the average total equity during the year. Chart 3 

shows that Danske Bank’s ROE increased from 2011 to 2015 by 6.9 percentage points. As seen in 

previous section, this increase is driven by higher fee income, lower operations expenses, lower loan 

impairments and a stable net interest income. All ROEs both of Danske Banks and the peers increase 

from 2011 to 2015, so that there is an upward trend of recovery.  

The increase in net profit comes in addition to a simultaneous increase in the equity ratio. Danske 

Bank’s equity ratio increased from 3.7% in 2011 to 4.9% in 2015 with a total increase of equity by 

27.6%. An increase in equity affects the ROE negatively as the denominator becomes larger. This 

explains why Danske Bank’s ROE does not increase relatively to the net profit. 

After the previous analyses, it is surprising that Sydbank has one of the highest ROE. A glance at the 

equity ratio shows that Sydbank has an even higher equity ratio than Danske Bank amounting to 8%. 

However the capital ratios in respect to Basel III are the lowest among peers. This implies that 

Sydbank has high RWA and consequently a higher exposer to risk. The risker strategy leads to a 

higher risk profile, so that investors request a higher ROE. 
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 http://www.credittoday.co.uk/article/18061/online-news/lloyds-posts-64-fall-in-impairment-charges 

2011 2012 2013 2014 2015

Loan impairment charges 13,185       12,529       5,420       3,718       (61)           
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Chart 3             Chart 4 

The ROA reveals how much income a company earns for every capital invested in assets. Thus it 

demonstrates the ability of management to utilize the financial recourses. The ROA is calculated by 

ROA = (Net income)/(Total assets). The chart 4 shows that all banks show an increase in the ROA 

from 2011 to 2015, i.e. Banks are able to generate more money out of their assets. However Danske 

Bank has the lowest ROA compared to its peers. This is highly relates to Danske Banks high 

operational cost. 

6.3 SWOT Analysis 

The SWOT analysis is a methodological tool that pursues to optimize the performance, maximize 

potential, manage competition and minimize risk. It takes into account the external environment and 

the organization's internal capabilities in order to come up with a competitive strategy. In this section 

Danske Banks internal strengths and weaknesses, its opportunities for growth and improvement as 

well as the threats of the external environment will be analyzed (Petersen & Plenborg, 2012) 

6.3.1 Strength 

For a company there are two sources of superior profitability. These are the competitive advantage 

and the attractiveness of the industry. According to Grant (2010) competitive advantages are more 

important than the attractiveness of an industry when it comes to profitability. That is the reason why 

internal strengths in terms of resources and capabilities establish a more reliable base for market 

success instead of external factors when it comes to strategy formulation in unstable markets (Grant, 

2010). Thus it is important to understand the internal strength of Danske Bank. 

Danske Bank is the leading Bank in Denmark and one of the biggest banks in Scandinavia. Hence 

one of the strengths of Danske Banks is its size, including the human resources and capital. The 
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Resource Based View (RBV) regards the resources of a company as its main source of comparative 

advantage (Grant 2010). The combination of resources and capabilities create the key success 

factors (KSFs). In the course of the analysis KSFs have been identified as strong focus on 

digitalization, performance in asset management, embeddedness and partnerships, reputation, 

economies of scale and scope. Danske Bank states its key success factors as expertise, integrity, 

value creation, agility and collaboration (Corporate Responsibility Report, 2015). These KFSs are in 

accordance with the preceding analyses. 

Digitalization: Danske bank has a strong IT affinity and discerns the trends in digitalization in an early 

stage. Thus Danske Bank has one of the most advanced online platforms for customers in the 

Scandinavian region and developed payment systems such as MobilePay that it implemented through 

cooperation with diverse retail chains. In order to send payments with MobilePay, users have to use 

the mobile application by Danske Bank. This in turn creates additional brand awareness. 

Asset management: Danske Bank’s workforce aggregate to approximately 19,000 employees 

composed of 65% with a higher education and of 19% who are studying. This makes for a high 

degree of knowledge concentration and connectivity to universities. Thus Danske Banks skilled 

workforce is a capability that leads to high performance in asset management and other areas. That is 

the reason why Danske Bank received recognition as best asset management in the Nordics. For 

instance, Morningstar announced Danske Bank best in equities in Denmark for the seventh year 

running, the Nordic Hedge Award ranked Danske Bank second for the Danske Invest Hedge Fixed 

Income Strategies and customers surveys ranked Danske Banks as “Best Regional Cash Manager” in 

the Nordic and Baltic regions. Thus Danske Bank’s human resources are a key success factor.  

Reputation: As mentioned in the previous chapters, Danske Bank is ranked among the top banks in 

the Nordics in terms of performance, transparency and customer satisfaction, so that it enjoys a good 

reputation. A good reputation comes along with trust and confidence of customers. In turn it attracts 

more customers and may increase customer activities. The good reputation is also supported by high 

ratings by rating agencies due to the fulfillment of capital requirements. 

Economies of scale and scope: Danske Bank is well diversified, operating in various market 

segments. On the one hand Danske Bank is capable to serve multinational corporation (MNC) such 

as Volvo and on the other hand it serves individual private customers. As Danske Bank portfolio is 

diversified it allows for synergies between business units and for economies of scope. An example is 
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the offering of insurances to commercial customers or the transfer of wealthy customers from 

commercial banking to the wealth management unit. In addition Danske Bank is able to make use of 

economy of scale for profit generation and cost minimization, in terms of sales, human resource 

planning, procurement, etc.  

Embeddedness and Partnership: Another perspective is the Network theory that values a 

corporation’s external network as a unique resource for information, services and capital (Andersson, 

Forsgren & Holm, 2002). According to the Network theory Danske Bank’s strength lies in the 

embeddedness of branches and subsidiary in local markets. Danske Banks has a network of 353 

branches, including 159 in Denmark, 53 in Northern Ireland, 45 in Finland, 39 in Sweden and 32 in 

Norway. This local embeddedness allows customer to easily find a personal contact person and it 

create awareness of the brand as well as of the strength of Danske Bank. In addition Danske Bank 

continuously seeks to increase its network and partnerships by cooperating with external companies 

such as REMA to increase the user rate of its payment applications MobilePay. Cooperation also 

includes company offers such as the one for Akademikerne or Saco, allowing employees of certain 

companies to enjoy benefits related to banking services. Another strategy to extend the network is the 

inorganic growth strategy of Danske Bank. Especially from 1995 to 2006 Danske Bank expanded its 

network through several M&As. This in turn increased Danske Bank’s local embeddedness in foreign 

countries and increased the network of customers as well as governmental authorities. 

6.3.2 Weakness 

Danske Bank encounters weaknesses in several areas of its business. One major weakness is the 

high cost-to-income ratio that is still high compared to peers despite recent improvements. The high 

cost-to-income ratio decreases the ROA and consequently the ROE. As salaries make for the largest 

position in operating expenses, Danske banks could consider to reduce its branch network and 

outsource IT related operations to countries with lower salary levels. Also trends of increasing digital 

channel usage, allows for a focus on online customer service solutions. 

Another weakness is the limited diversification into foreign markets that comes along with Danske 

Banks expansion strategy. As the globalization is proceeding it becomes more important to be on the 

spot when the customer asks for services. Thus an absence in certain markets leaves space for the 

competition to gain key corporate customers. However Danske Bank’s recent effort to enter new 

markets did not pay off. In previous years the Baltics performed poorly and even resulted in negative 
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return in personal banking. Hence Danske Bank intends to leave the Baltic market in order to focus 

solely on the Nordic core market. This action will further decrease the international exposure. 

Furthermore Danske Bank has recently high impairment cost due to M&As that lower the financial 

results significantly. Whereas the impairment costs do affect neither the income generation nor the 

cost structure, they still have an impact on the profit sharing and annual financial result. Consequently 

the ROE is affected negatively.   

6.3.3 Opportunities  

Danske Bank has the opportunity to become the market lead in terms of digital banking in 

Scandinavia. Especially the sociocultural factors such as mobile and internet usage in Scandinavia 

support the digital transformation, so that Danske Bank is likely to extend its customer base. 

According to Eurostat figures, the prevalence of online banking in Denmark is among the highest in 

the EU (Horwitz, 2014). 

Additionally the upturn of the economy and GDP will raise income opportunities for Danske Bank in all 

its markets in the next years. According to Bloomberg interest rates will rise from 2018, so that 

Danske Bank faces higher profit potentials from net interest income41. Especially, as Danske Bank will 

not have to pay for cash deposits with the central bank anymore. 

Also the new concept of Danske In-house Bank is an opportunity to expand the business activities 

that will drive profits in a new market segment. So far Danske Bank offers this service only to pilot 

clients. However a successful trial period may lead to a launch in all Nordic markets. 

In respect to the sociocultural factors, Denmark is characterize by high mortgage financing activities, 

so that a successful integration of the platform Sunday.dk in the Danish market is likely to attract new 

mortgage holder. Thus Sunday.dk is a strategic responds to Nykredit’s predominant market position in 

mortgage financing.  

Moreover the new wealth management unit may generate more profit due to following reasons. First, 

the unit is easily recognizable as a wealth management unit because it bears a more informative 

name compared to Danske Capital. Secondly there will be a closer cooperation between business 

units, so that synergies are likely to generate more profit. Also the collaboration with Danica Pension 
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 http://www.bloomberg.com/news/articles/2016-01-07/denmark-s-central-bank-raises-key-interest-rate-to-minus-0-
65- 
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allows for capital funding and a direct investment in managed pension funds by the wealth 

management unit. 

Furthermore expected political agreements on the transatlantic trade and investment partnership with 

the USA may increase the money inflow into Scandinavia in the future42. 

6.3.4 Threats 

Danske bank faces several threads that may impact the future profits and operations. In the following 

the threads are listed without any chronological order.  

SWIPP: Swipp is the answer of Nordea and other banks to Danske Bank’s MobilePay. Investigations 

show that MobilePay is likely to be driven out of the market, as its operation process is outdated. The 

way MobilePay works is that it sends money from one credit card to another. That means that money 

has to be booked from the bank account to the credit card of the sending party and from the receiving 

party’s credit cart to the receiving party’s bank account. That process is cumbersome and requires 

more time for the completion of the money transfers. Swipp, however, uses bank accounts to make 

instant payments that take seconds. Additionally Swipp is a project between nearly all Danish banks, 

except Danske Bank43. Hence Danske Bank faces strong competition in respect to MobilePay. 

Already now more than 800.000 customers use Swipp in Denmark44 

Nykredit: Another thread is the initial public offering (IPO) of Nykredit at the Copenhagen stock 

exchange in 201645. Due to the reason that Nykredit has troubles to fulfill the upcoming capital 

requirements, it plans to raise equity by listing shares. The listing offer Nykredit new potentials to 

increase its balance sheet and raise more capital for future investments. As a consequence, Nykredit 

may become a threatening competitor of Danske Bank.  

Large competitor: Danske Bank’s competitor Nordea is the largest bank in the Nordics. In fact Nordea 

possess more assets and has more disposable income to invest in future developments. This gives 

Nordea an advantage, as they are able to invest relatively more money in order to react to market 

movements. This is especially important when it comes to investments in digitalization. As mentioned 

before Nordea launches its new online banking platform in 2016 that is supposed to be the best in the 
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 https://ustr.gov/ttip 
43

 http://mjolner.dk/mobile-services/simple-money-transfers-with-swipp/ 
44

 https://swipp.dk/ 
45

 Nykredit Association approves plans to list Nykredit on the stock exchange https://www.nykredit.com/ 

https://www.nykredit.com/
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Nordics. This represents a significant thread for Danske Bank, as customers can easily switch the 

bank and enjoy the best online solution for free. 

Interest rates: Interest rates are currently very low in Scandinavia. This affected the customer activity 

in terms of rewritings of mortgage loans, since customer refinanced old loans by new loans with lower 

interest rates. However the activity level is expected to fall already in 2016 so that fee income will 

decrease. Thus Danske Bank is likely to yield a lower profit within the next years, until the interest 

income will increase due to an increase in interest rates in 201846. 

Capital requirements: The leverage ratio imposes a thread to Danske Bank’s expansion and 

compliance, if it will be raised up to 6% in conformity with the US rate for SIFI banks47. Assuming that 

the leverage ratio will be raised already by 2018, Danske Bank will only have two years left to comply 

with the requirement. As mentioned in chapter 1, there are three strategies to increase equity capital. 

Issuing new share may have a diluting effect on old shares, so that Danske Bank is most likely to 

retain earnings in the next years. In turn, stock prices will fall as investors will not receive dividends. 

8. Forecast  
The value creation of Danske Bank arises from a complex mix of operational, investment and 

financing decisions. This section will forecast the performance of Danske Bank’s activities in order to 

estimate the future value creation and value of Danske Bank. The basis of the forecast is the strategic 

and financial analysis from the previous chapters. In accordance with Hull (2012), the forecast entails 

a distinction between historical period, the explicit forecast period and the terminal value forecast. The 

historical period has been analyzed in the financial analysis and it is used as the foundation of the 

forecast in terms of level and trends of each value driver. Next in line is the explicit forecast period 

that allows values estimates to vary and entails a horizon of five years, as commonly used for 

company valuations (Hull, 2012 & Koller, Goedhart & Wessels, 2010). In contrast, the terminal value 

reflects a steady state environment (Hull, 2012) and describes the expectation of average growth to 

infinity. As the terminal value may accounts for up to 70% of the total value, it is important to choose 

the estimates wisely. The forecast especially accounts for the growth in GDP, the Basel III 

requirements and the impact of digitalization. 
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 http://www.tradingeconomics.com/denmark/interest-rate/forecast 
47

 http://www.centralbanking.com/central-banking/news/2280726/fed-and-fdic-agree-6-leverage-ratio-for-us-sifis 



81 
 

The following sections will incorporate the strategic and financial analysis and forecast the key figures 

of Danske Bank needed in the valuation models. The figures forecasted are: 

 Total Net Income 

 Total Operating Expenses 

 Loan Losses and Impairment charges 

 Tax Expense 

 Total Assets and Liabilities 

 Total Equity 

For the forecast the figures of the reclassified IFRS statement are used for two reasons. First, these 

figures incorporate the adjustments for the income of the insurance business. Second, Danske Bank 

uses these figures for the breakdown of the income by countries. 

Total net income 

Loans are the major profit driver for Danske Bank, as stated in the financial analyses. The ECB states 

that the growth in real GDP is correlated with the growth of real loans 

to households and non-financial corporations48. According to ECB 

(2009) Households have a correlation coefficient of 67%, whereas 

non-financial corporations have a correlation coefficient of 70%49. 

However the ECB also emphasis differences in the amplitude and 

onset of phases. The chart to the left illustrates the interrelationship 

between real GDP and loans. According to the chart, real GDP 

follows real loans to non-financial corporations and real loans to 

households follow the real GDP. It becomes also clear that all 

graphs move within a narrow time frame in respect to each other. 

Thus the real GDP will be used as an indicator of future growth in loan income and loans. 

The following table shows a breakdown for net interest income and net fee income that is used to 

calculate a weighted average of GDP growth. According to the table, weights are calculated in terms 

of the contribution of each countries and the total contribution per business area. These weights will 

be multiplied with the expected real GDP of each of the core countries per year. 
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 According to ECB. https://www.ecb.europa.eu/pub/pdf/other/mb200910_focus01.en.pdf 
49

 See note 36 
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Table 11 
 

As the growth of real loans demonstrates a stronger amplitude than the growth of the real GDP, a 

factor of 1.42 is used equal to the reciprocal of the correlation factor of the ECB. The net interest 

income is determined by the growth of loans and the profitability ratio. According to the historic 

figures, the relation between net interest income and total loan assets, decreased recently due to low 

interest rates. As the bulk of Danske Bank’s loans have fixed rates for several years, an increase of 

interest rates will only slowly increase Danske Bank’s net interest income. The estimated ratios of the 

profitability are stated in the table below.  

 
Table 12 

 
The net fee income demonstrates higher fluctuation than the interest income. A strong increase in the 

last two years was mainly cause by refinancing of mortgage loans with lower interest rates. Danske 

Bank does not expect the refinancing to continue in the next years, so that net fee income is likely to 

2013 2014 2015 2013 2014 2015

Average 

contribution

Average contribution to 

total of income source

Denmark 7,654 7,197 5,968 72% 72% 69% 71%

Finland 1,213 1,123 877 11% 11% 10% 11%

Sweden 559 581 640 5% 6% 7% 6%

Norway 1,178 1,118 1,173 11% 11% 14% 12%

Total 10,604 10,019 8,658

Denmark 2,513 2,827 3,271 73% 75% 78% 76%

Finland 925 917 921 27% 24% 22% 24%

Sweden 15 19 22 0% 1% 1% 0%

Norway -23 -12 -18 -1% 0% 0% 0%

Total 3,430 3,751 4,196

Denmark 5,041 4,811 4,708 62% 60% 58% 60%

Finland 783 797 789 10% 10% 10% 10%

Sweden 1,396 1,505 1,683 17% 19% 21% 19%

Norway 889 846 962 11% 11% 12% 11%

Total 8,109 7,959 8,142

Denmark 651 733 784 42% 44% 45% 44%

Finland 383 421 435 25% 25% 25% 25%

Sweden 313 318 336 20% 19% 19% 20%

Norway 191 194 199 12% 12% 11% 12%

Total 1,538 1,666 1,754

Net interest income Denmark 2306 2717.3 2659.5 12%

Net fee income Denmark 1,218 2,205 2,298 17%

Net interest income 1,058 1,618 2,017 7%

Net fee income 3,282 3,532 3,874 33%

Net interest income 22077 22313 21476 100%

Net fee income 9468 11154 12122 100%
Total

44%

37%

35%

15%

Others

Net interest income

Net Fee income

Personal Banking

Business Banking

Net interest income

Net Fee income

C&I

2011 2012 2013 2014 2015 2016E 2017E 2018E 2019E 2020E Terminal

Net interest income/total loans 1.27% 1.20% 1.22% 1.22% 1.18% 1.14% 1.10% 1.10% 1.13% 1.15% 1.17%
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decrease in the personal banking division that contributes 35% to the net fee income. In contrary net 

fee income from C&I may increase due to a recovery of the real GDP. That results in more financing 

activities as well as M&As of corporate customers in the future. However C&I only contributes 17% to 

the total net fee income. Both considerations are embedded in the estimations.  

 
Table 13 
 

Net trading income is forecasted according to the average growth rate within recent years. It is higher 

than the GDP, as Danske Bank’ trading outperforms the market on average. Other income is 

expected to grow according to the real GDP, as a higher domestic income may lead to price 

increases and higher demand for Danske Bank’s leases and rentals. 

Net insurance benefits are difficult to forecast, as fluctuations reach far beyond one hundred percent. 

The strategic analysis revealed that Denmark has a high unemployment rate compared to rates 

before the financial crisis. Also people in working age are expected to fall in the future. Both factors 

are expected to adversely affect Danica’s pension business, so that the growth rate is lower than the 

real GDP growth rate in the long-run. Hence the high fluctuation in previous years will fade out in the 

forecast. As insurance asset are directly attributable to net insurance benefits, a ratio is calculated 

that equals 0.75% on average. This ratio will describe the growth of insurance assets in respect to the  

growth of net insurance income. 

Operating expenses 

Operation expenses are expected to fall for the next three years, as Danske Bank focuses on further 

improvement of its cost-to-income ratio. However, as salaries make for the highest expenses, cost 

reductions are limited. That is way the terminal value is zero, as no further reductions are expected as 

long as Danske Bank does no major changes. One of the changes may include outsourcing of certain 

departments. As Danske Bank did not state plans for outsourcing this opportunity is not included in 

the forecast. Another possibility is the use of digital resources to optimize processes and save on staff 

costs.  

Loan Losses and Impairment charges 

 

2011 2012 2013 2014 2015 2016E 2017E 2018E 2019E 2020E Terminal

Net Fee income -5% 7% 18% 9% -4% -1% 1% 3% 3% 3%
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Loan impairment charges are low despite though market conditions. In 2015 Danske Bank 

experienced several reversals of impairment charges and on claims previously written off. The 

positive effect is attributed to the recovery in the Scandinavian market that is expected to continue 

according to the GDP forecast. Hence future loan impairment charges are expected to stay low. 

Goodwill impairment charges are difficult to forecast as they are based on management assessment 

of the future values of business divisions. Major impairment charges are related to divisions in Finland 

in 2015 and 2014. As the recent impairment charges account for all future cash flows regarding the 

economic outlook of Finland, only a sudden worsening of Finland’s economy will result in further 

impairment charges. However Finland’s GDP is expected to grow slowly and the strategic analysis 

does not provide evidence for a sudden worsening. Hence impairment charges are expected to be 

zero in the next years. 

Tax Expense 

 

Tax expenses vary each year due to deferred taxes and adjustment of prior-year tax charges. The 

major impact on fluctuations, however, comes from non-deductible expenses in Denmark such as 

goodwill impairment charges. In regards to the tax rates describe in chapter 4, a weighted average 

rate of 23.4 is used, considering the contribution of each core country. This rate is lower than recent 

effective rates, as goodwill impairments are expected to be zero. 

Total Assets and Liabilities 

The total assets consist of various assets, some of whom show high fluctuations in each year. Thus 

the growth in total assets is calculated by the sum of the factorized loan, the factorized insurance 

assets and of the growth of aggregated residual assets that grow according to the real GDP growth 

rate. The liabilities grow proportionately to the assets minus the increase in equity capital that is 

required to meet capital regulations. As deposits are correlated with loans, the growth of deposits is 

expected to be higher than the growth of other liabilities. 

Total Equity 

Danske Bank already complies with all capital requirements of Basel III for 2019, since the 

enforcement of Basel III in 2013. In the table below, the risk exposure amount is used as an 

equivalent for the risk weighted assets, as stated in the risk report of Danske Bank. The risk exposure 
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amount shows only small fluctuations. It is expected to grow in line with increases in assets such as 

the loan portfolio. 

 
Table 14 

 
As Danske Bank was designated a SIFI bank, it has to add a SIFI buffer requirement of additional 3% 

above the CET1 capital requirement. This requirement does not implicate further actions due to a high 

level of current capital ratios. However SIFI Banks are likely to fulfill higher leverage ratio as stated in 

chapter 5. This ratio will become effective in 2018. It is calculated by dividing the Tier 1 Capital 

through the exposure measure that basically includes all on-balance sheet assets except risk 

adjusted values for derivatives, Securities financing transaction (SFT) and off-balance sheet (OBS) 

items (BIS, 2014).50 A rough calculation of Danske Bank’s current leverage ratio based on the total 

assets results in 4.7%. In order to comply with a ratio of 6% (or 8%) Danske Bank is required to 

increase its equity significantly. Tier 1 Capital is calculated by several adjustments to the 

shareholder’s equity capital. As the complexity of the calculation is high, a factor is used to illustrate 

the relation between the total equity and the Tier 1 Capital that results in an average of 1.05.  

 
Table 15 

 
As the total assets increase according to the estimations made above, the total Tier 1 capital has to 

increase as well in a proportion of 1.05 to the total assets. Hence excel solver is used to find the 

shareholder’s equity value that complies with the ratio of total tier 1 capital to total assets. 2016 and 
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 For more information see appending figure 3 

2103 2014 2015

Common equity tier 1 capital 125509 131139 134358

Tier 1 Capital 161614 144862 154525

Total Capital 181985 167461 175136

Total risk exposure amount 852250 865822 833594

Required by  Basel III in 2019

Common equity tier 1 capital ratio 14.7% 15.1% 16.1% 6.0%

Tier 1 Capital ratio 19.0% 16.7% 18.5% 8.0%

Total Capital ratio 21.4% 19.3% 21.0% 10.5%

2011 2012 2013 2014 2015 2016E 2017E 2018E 2019E 2020E Terminal

Total equity 125,855     145,657     145,657     152,384     160,830     

Tier 1 Capital 145017 155034 161614 144862 154,525     173,069       191,614       210,158       214,739       219,746       224,875       

Factor 1.15            1.06            1.11            0.95            0.96            

Average Factor 1.05            

Total assets 3,424,403 3,484,949 3,227,057 3,453,015 3,292,878 3,372,705   3,420,709   3,502,636 3,578,988 3,662,427 3,747,918 

Total equity 125,855     145,657     145,657     152,384     160,830     165,217.62 182,920.68 200,624       204,997       209,776       214,673       

Equity/assets 0.0367524 0.041796 0.0451362 0.0441307 0.0488418 0.04898668 0.0534745 0.05727794 0.05727794 0.05727794 0.05727799

Tier 1 Capital/assets 4.2% 4.4% 5.0% 4.2% 4.7% 5.1% 5.6% 6.0% 6.0% 6.0% 6.0%
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2017 show a linear increase to meet the requirements in 2018. Consequently the dividend payout 

ratio is expected to be low for the next two year. In case that the profit is not sufficient to meet the 

requirements, Danske Bank is likely to raise more equity capital by issuing shares in 2018. 

In respect to the estimation made the following budget is forecasted. 

Table 16 

Denmark 72%

Sweden 10%

Norway 9%

Finland 8%

Statista: Expected Growth in real GDP 2011 2012 2013 2014 2015 2016E 2017E 2018E 2019E 2020E

Denmark 1.2% -0.1% -0.2% 1.3% 1.2% 1.6% 1.8% 2.0% 2.1% 2.1%

Sweden 2.7% -0.3% 1.2% 2.3% 4.1% 3.7% 2.8% 2.5% 2.3% 2.2%

Norway 1.0% 2.8% 1.0% 2.2% 1.6% 1.0% 1.5% 1.8% 2.1% 2.1%

Finland 2.6% -1.4% -0.8% -0.7% 0.4% 0.9% 1.1% 1.3% 1.5% 1.6%

Weighted real GDP growth rate 1.4% 0.2% 0.0% 1.3% 1.4% 1.6% 1.7% 1.9% 1.9% 1.9%

Correlation factor 1.43                

2011 2012 2013 2014 2015 2016E 2017E 2018E 2019E 2020E Terminal

Net interest income -3% -3% 1% -4% -1% -1% 3% 6% 5% 5%

Net Fee income -5% 7% 18% 9% -4% -1% 1% 3% 3% 3%

Net trading income 44% -45% 15% 4% 5% 5% 5% 5% 5% 5%

Other income -65% 2% 3% 32% 2% 2% 2% 2% 2% 2%

Net insurance benefits 282% -50% 129% -24% 12% -6% 3% -1% 1% 1%

Operating expenses -5% -3% -5% -4% -2% -2% -2% 0% 0% 0%

Loan impairment charges -42% -46% -32% -98% 0.0% 0.0% 0.0% 1.0% 1.0% 1.0%

Corporate tax rate (assumed) 59% 45% 29% 50% 26% 23.4% 23.4% 23.4% 23.4% 23.4% 23.4%

Net interest income/total loans 1.27% 1.20% 1.22% 1.22% 1.18% 1.14% 1.10% 1.10% 1.13% 1.15% 1.17%

2011 2012 2013 2014 2015 2016E 2017E 2018E 2019E 2020E Terminal

Net interest income 23,537       22,778 22,077 22,313 21,476 21,236 20,992 21,550 22,752 23,795 24,879 

Net Fee income 9,298         8,866   9,468   11,154 12,122 11,637 11,521 11,636 11,985 12,345 12,715 

Net trading income 7,325         10,562 5,799   6,693   6,933   7,280   7,644   8,026   8,427   8,848   9,291   

Other income           3,648 1,285   1,308   1,344   1,778       1,807 1,838   1,872   1,908   1,945       1,983 

Net income from insurance business 569            2,171   1,088   2,496   1,892   2,119   1,992   2,052   2,031   2,051   2,072   

Total Income 43,377       45,662 39,740 44,000 44,201 44,078 43,986 45,135 47,104 48,985 50,939 

Operating expenses 25,926       24,642 23,794 22,641 21,827 21,390 20,963 20,543 20,543 20,543 20,543 

Goodwill impairment charges 161            -       -       9,099   4,601   -       -       -       -       -       -       

Profit before loan impairment charges 17,290       21,020 15,946 12,260 17,773 22,688 23,023 24,592 26,560 28,441 30,396 

Loan impairment charges 13,185       7,680   4,111   2,788   57        57        57        57        58        58        59        

Profit before tax, core 13,340 11,835 9,472   17,716 22,745 23,080 24,649 26,618 28,500 30,454 

Profit before tax, Non-core (4,801)  (1,777)  (1,503)  46        -       -       -       -       -       -       

Profit before tax 4,205         8,539   10,058 7,969   17,762 22,745 23,080 24,649 26,618 28,500 30,454 

Tax 2,482         3,814   2,944   4,020   4,639   5,322   5,401   5,768   6,229   6,669   7,126   

Net profit for the year 1,723         4,725   7,114   3,949   13,123 17,422 17,679 18,881 20,389 21,831 23,328 

GDP weights for net fee income
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8. Valuation 
In order to valuate Danske Bank, Danske Bank’s beta value is required to calculate the expected 

return on equity according to the CAPM model outlined in chapter 3. To calculate the beta value, a 

linear regression is used of the weekly stock returns of the past ten years. The horizon is chosen to 

be ten years, as the valuation considers the expected value of Danske Bank for a long–term investor. 

Details of the regression can be found in the appendix figure 3. The regression results in a beta value 

of 0.995. This value is highly significant as the p-value is smaller than 0.1 %. The expected market 

return is calculated as the average of returns on the market portfolio OMXC20 in Denmark. As 

markets returns are quoted per week, the calculated returns have to be annualized. Consequently the 

expected market return is 12.1%. The risk free rate is determined by the yield to maturity of the 10-

year Danish government bond, which is on average 0.72%. Applying the CAPM formula from chapter 

3 yields a required return on equity of 12.1% 

ASSETS 2,011          2,012          2,013          2,014          2,015            

Cash in hand and demand deposits with central bank 28,617       97,267       43,721       33,876       76,837          

Due from credit insitutions and cental banks 180,870     200,646     131,381     112,760     103,859       

Trading portfolio assets 909,755     812,927     695,723     742,513     547,019       

Investment securities 109,264     107,724     161,917     330,994     343,304       

Loans at amortised cost 1,126,482 1,161,816 1,088,728 1,092,902 1,079,257    1,104,065   1,131,070   1,161,149   1,193,392   1,226,390   1,260,299 

Loans at fair value 720,741     732,762     728,081     741,609     741,660       758,708      777,265      797,936      820,093      842,769      866,071    

Assets under pooled schemes and unit-linked invstement contracts61,888       70,625       74,761       80,148       91,893          

Assets under insurance contracts 230,668     241,343     246,484     268,450     265,572       284,133      265,586      273,554      270,818      273,527      276,262    

Intangible assets 22,233       21,181       20,641       11,253       6,505            

Tax assets 2,371          1,565          1,356          1,543          1,550            

Other assets 31,514       37,093       34,263       36,966       35,422          

  Total others (exc. Loans and incurance assets) 1,225,800   1,246,788   1,269,997   1,294,684   1,319,742   1,345,286 

Total assets 3,424,403 3,484,949 3,227,057 3,453,015 3,292,878    3,372,705   3,420,709   3,502,636   3,578,988   3,662,427   3,747,918 

LIABILITIES

Due to credit institutions and central banks 393,388     459,932     312,597     329,048     271,588       

Trading portfolio liabilities 697,913     531,860     435,183     550,629     471,131       

Deposits 848,994     929,092     943,901     966,197     863,474       883,322      904,927      928,993      954,790      981,189      1,008,319 

Bonds issued by Realkredit Danmark 557,699     614,325     614,196     655,965     694,519       

Deposits under pooled schemes and unit-linked investmetns contracts69,211       78,741       81,882       86,433       96,958          

Liabilities under insurance contracts 248,966     266,938     262,468     288,352     285,030       

Other issued bonds 366,920     340,005     310,177     330,207     363,931       

Tax liabilities 6,701          8,158          9,039          8,647          8,333            

Other liabilities 41,428       50,109       45,736       44,126       37,093          

Subordinated dabt 67,328       67,785       66,219       41,028       39,991          

Total liabilites 3,298,548 3,346,945 3,081,400 3,300,632 3,132,048    3,198,611   3,233,350   3,302,012   3,373,991   3,452,651   3,533,245 

-7.9% 7.1% -5.1%

EQUITY

Share capital 9,317          10,086       10,086       10,086       10,086          

Foreign currency translation reserve (186)            (195)            (277)            (477)            (593)              

Reserve for available-for-sale financial assets (2,253)        (1,523)        (562)            (316)            (401)              

Retained earnings 118,917     129,632     134,393     131,868     132,352       

Proposed dividends -              -              2,017          5,547          8,069            

Shareholders of Danske Bank A/S (Parent Company) 125,795     138,000     145,657     146,708     149,513       

Additional tier 1 capital holders -              -              -              5,673          11,317          

Non-controlling interests 60                4                  -              2                  -                

Total equity 125,855     145,657     145,657     152,384     160,830       174,095      187,359      200,624      204,997      209,776      214,673    

Total liabilities and equity 3,424,403 3,227,057 3,227,057 3,453,015 3,292,878    
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The first valuation describes a scenario where the leverage ratio is not changed. Consequently the 

required leverage ratio is 3%, so that Danske Bank does not have to change its capital structure. 

 

In the table, equity capital decreases in 2016. This is caused by using an average factor for the 

leverage of tier 1 capital to total assets as explained above. As the estimated equity capital is 

dependent on required tier 1 capital, a higher factor will decrease the total equity. In 2015 the ratio 

was 0.96, whereas the calculation uses the average of 1.05. 

In order to compare the stock price, Danske Bank’s average stock price is calculated using data of a 

two weeks period after the release of the annual report. The average stock price determined as 

183.33. Since there have been no critical information releases between the end of 2015 and the 

release of the annual report, the value of183.33 is regarded as a good proxy for Danske Banks stock 

price. 

Cash Flow to Equity Model 2016E 2017E 2018E 2019E 2020E Terminal

Net income 17,422 17,679 18,881 20,389 21,831 23,328

Decrease/Increase in Assets 79,827 48,004 81,927 76,352 83,439 85,491

Decrease/Increase in Liabilities 89,567 45,853 78,257 72,932 79,701 81,661

Decrease/increase in Equity -9,739 2,150 3,670 3,420 3,738 3,830

Cash flows after capital reserves 27,162 15,529 15,211 16,969 18,093 19,498

Cost of Equity 12.08% 12.08% 12.08% 12.08% 12.08% 12.08%

Discount factor 0.892 0.796 0.710 0.634 0.565 0.505

Sum of PV of FCFE 68,386

Terminal value 192,242

PV of terminal value 108,704

Total Equity value 177,090

Number of shares 989

Fair value per share 179.01
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Consequently the valuation approves the stock price, in the case that there are no major changes in 

the leverage ratio in the future. However a second scenario includes the increase in the leverage ratio 

that is very likely to happen. Results for all three valuation methods are as follows: 

 

 

Cash Flow to Equity Model 2016E 2017E 2018E 2019E 2020E Terminal

Net income 17,422 17,679 18,881 20,389 21,831 23,328

Decrease/Increase in Assets 79,827 48,004 81,927 76,352 83,439 85,491

Decrease/Increase in Liabilities 75,440 30,300 64,224 71,979 78,660 80,594

Decrease/increase in Equity 4,388 17,703 17,703 4,373 4,779 4,897

Cash flows after capital reserves 13,035 -24 1,178 16,016 17,051 18,431

Cost of Equity 12.08% 12.08% 12.08% 12.08% 12.08% 12.08%

Discount factor 0.892 0.796 0.710 0.634 0.565 0.505

Sum of PV of FCFE 32,240

Terminal value 181,723

PV of terminal value 102,756

Total Equity value 134,996

Number of shares 989

Fair value per share 136.46

Dividend Discount Model 2016E 2017E 2018E 2019E 2020E Terminal

Dividends 13,035 -24 1,178 16,016 17,051 18,431

Cost of equity 12.08% 12.08% 12.08% 12.08% 12.08% 12.08%

Discount factor 0.892 0.796 0.710 0.634 0.565 0.505

PV of dividends 11,630 -19 837 10,150 9,642 9,299

Sum of PV of dividends today 32,240

FV of terminal value 181,723

PV of terminal value 102,756

Total value 134,996

No of shares 989

Value per share 136.46
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The calculations show that Danske Bank stock price decreases significantly, as a higher equity ratio 

will lead to lower return on equity, if income stays the same.  

In fact the model is dependent on three key drivers, the real GDP, the leverage ratio and the cost of 

equity. To illustrate the impact in changes of the variables, a sensitive analysis has been conducted 

based on the results of an increased leverage ratio. 

 

Residual Income Model 2016E 2017E 2018E 2019E 2020E Terminal

Net earnings 13035 17679 18881 20389 21831 23328

Equity (beginning of period) 160830 165218 182921 200624 204997 209776

Cost of equity 12.08% 12.08% 12.08% 12.08% 12.08% 12.08%

Cost of capital 19425 19955 22093 24231 24760 25337

Residual income -6390 -2276 -3212 -3842 -2929 -2009

Discount facor 0.892 0.796 0.710 0.634 0.565 0.505

Present value of RI -5702 -1812 -2282 -2435 -1656

Equity (beginning of period) 160830

Prsent value IR -13886

Present value of terminal -11199

Estmated market value 135745

No of shares 989

Value per share 137.21

Change in 

real GDP Value

Change in 

leverage ratio

Leverage 

ratio Value

Change in 

cost of equity Re Value

1.0% 160.0443 1.00% 7.00% 100.967009 1.0% 13.08% 122.119367

0.8% 154.6307 0.80% 6.80% 108.064989 0.8% 12.88% 124.769288

0.6% 149.4544 0.60% 6.60% 115.162969 0.6% 12.68% 127.521774

0.4% 144.5007 0.40% 6.40% 122.260949 0.4% 12.48% 130.382701

0.2% 139.7561 0.20% 6.20% 129.358929 0.2% 12.28% 133.358402

0.0% 135.208 0.00% 0.06 136.456909 0.0% 12.08% 136.455707

-0.2% 130.8451 -0.20% 5.80% 143.554889 -0.2% 11.88% 139.682

-0.4% 126.6567 -0.40% 5.60% 150.652868 -0.4% 11.68% 143.04527

-0.6% 122.6328 -0.60% 5.40% 157.750848 -0.6% 11.48% 146.554176

-0.8% 118.7645 -0.80% 5.20% 164.848828 -0.8% 11.28% 150.218119

-1.0% 115.0433 -1.00% 5.00% 171.946808 -1.0% 11.08% 154.047325
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The sensitivity analysis demonstrated that the values change significantly in case of changes of the 

key variables. Especially the change in the leverage ratio results in strong changes of the value of 

Danske Bank. 

In total the results of the valuation imply that investors expect a leverage ratio of 3%, so that Danske 

Bank does not have to make any major changes to its capital structure, as capital ratios already fulfill 

requirements of 2019, including a leverage ratio of 3%. In the likely event that the leverage ratios will 

be elevated – especially as Danske Bank is a SIFI bank – the current value of Danske Bank is 

overstated.  

9. Discussion of Results 
The valuation is an assessment of Danske Banks future profit potentials. As the future is 

characterized by various uncertainties, a valuation will not provide an exact value but rather an 

approximation. As seen in the sensitivity analysis, minor changes in key variables may lead to 

significant changes in the value of Danske Bank. The valuation is mainly dependent on the forecast of 

the real GDP, the leverage ratio, the cost of equity and yields on interest spreads. However, also 

strategic decision may lead to strong fluctuations in the value of Danske Bank. As banks are service 

institutions, Danske Bank has to continuously improve the customer experience and simultaneously 

focus on a tight cost control. The valuation model does not implement uncertainties in respect to 

competitors or disruptive events in the market. For instance, superior digital banking solutions of 

competitors may reduce Danske Bank’s customer base. Thus the net income would not grow 

proportionate to the real GDP growth. Also new market entrants may lower Danske Bank’s market 

share and profits. Moreover MobilePay becomes a factor of uncertainty, as it is likely to be driven out 

of the market by Swipp.  

It also has to be considered that the information used is exclusively based on external information. 

Internal or unreleased facts may draw a different picture of Danske Bank, so that future publications 

may change the stock price dramatically. In general, the results of the valuations are in harmony with 

assessment of several analysts in the market that expect the stock price to fall in long-term51. Coming 

from the results of the valuation in chapter 9, the main reason is an expected increase in the leverage 

ratio. However the valuation did not account for a decrease in the cost of equity according to the 

Modigliani-Miller-Theorem. The reason lies in the argumentation of Damodaran (2009) who argues 

                                                           
51

 Analysts’ opinion about Danske Bank’s future stock price. https://uk.finance.yahoo.com/q/ao?s=DANSKE.CO 



92 
 

against adjustments of leverage, as debt is difficult to measure for financial service firms and has a 

different connotation compared to non-financial service firms. Consequently, in order limit fluctuation 

in the valuation model, a steady cost of equity was used according to current market expectations. 

However the cost of equity is likely to fall in the future, as equity capital rises, so that the value of 

Danske Bank increases, as seen in the sensitivity analysis. 

Furthermore the model does not explicitly state a payout ratio as it is implied by the increase of equity. 

It is expected that all residual income is paid to stockholders as soon as the capital requirements are 

met. This is recognized by the fact that banks usually do not make major investments in tangible 

assets such as equipment or property. Equivalent to investments in property, etc., a Bank invests in 

equity capital, in order to be allowed to expand its business.  

An important consideration is also the terminal value that entails an infinite growth rate of 1.94%. The 

rate equals the forecast of the real GDP rate in 2020 that is considers a good proxy according to 

Damodaran52. As the terminal value contributes 70% to the total value, minor changes in key 

variables affect majorly the terminal value. 

Further elaboration and research is recommended to deal with the reclassification of the financial 

statement. As figure 6 in the appendix shows, there are large differences between the income 

statement by Danske Bank and the reclassified income statement in compliance with IFRS.  

Especially Danica experiences a strong impact on income reclassifications amounting to DKK 30bn. 

Unfortunately Danske Bank does not provide further information about the reclassification, but an 

understanding would allow for better assessment of Danica’s profit potentials. Apparently Danica has 

restrictions on the usage of income, so that only a small proportion is reported as income to the 

group.  

Additionally the risk of Fraud & Anti-Money Laundering may be investigated. This area certainly 

imposes a thread to Danske Bank and a source of expenses respectively. It would be interesting to 

understand how large the impact is on Danske Banks operations.  

10. Conclusion 
The valuation demonstrates that Danske Bank operates in a complex and challenging environment. 

Recently Danske Bank underwent major transformations, as it founded its new wealth management 

                                                           
52

 http://pages.stern.nyu.edu/~adamodar/New_Home_Page/lectures/ddm.html 
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unit, partially divested its Baltic business units and focused on the Nordic core market again. The 

Nordic market is characterized by a high acceptance of and adaptability to digital solutions that 

represent possibilities to attract more customers for Danske Bank. In certain areas such as mobile 

payment, Danske Bank offers the market standard. Thus the emphasis lies on the extension of 

Danske Banks digital banking solutions in the future.  

In terms of capital requirements, it has been revealed that especially an increase in the leverage ratio 

above 5% would have implications for Danske Bank. However Danske Bank already complies with all 

other capital requirements for 2019 (Net Stable Funding Ratio is unknown), so that a leverage ratio of 

3% will have no impact on Danske Banks current funding structure.  

Valuing financial service firms requires certain consideration and the choice of appropriate valuation 

models, as the debt has another connotation for financial service firms compared to non-financial 

service firms. Thus models have been chosen that allowed for the discounting of the return on equity 

by the cost of equity. 

The valuation resulted in a value of Danske Bank of DKK 179 and consequently it coincides with the 

stock price in the market. The second scenario considered the rise in the leverage ratio in 2018,so 

that Danske Bank’s stock price would be overstated. 
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Appendix  
 

Systematic risk 

Systematic risk describes the probability that the financial system as a whole becomes adversely 

affect by an event instead of only a single market participant (Murphy, 2012). According to Murphy 

(2012) there are four categories that indicate a systematic risk exposure by a firm, financial institution, 

policy or government: 

1. The failure of one entity causes the failure of other entities in a domino effect. 

2. A contagion, i.e. that a company holding certain assets experiences distress when another 

company with similar assets is distressed.  

3. It contributes to fire sales when prices fall 

4. It has a critical function, meaning that the absence of the entity hinders other entities to make 

use of essential services. 

A bank usually is connected to several other banks and companies, as they trade financial 

instruments, lend loans and hold deposits. Thus a bank failure would result in a netting of position that 

may lead to tremendous deficits for customers such as other banks and companies. Consequently, 

systematic risk may expose a threat to a whole economy, as the failure of banks and several big 

companies affects the GDP.  

To prevent systematic risk, there are several considerations. One consideration is the improvement of 

transparency in banks and companies that helps to prevent a panic reaction by investors and allows 

regulators better monitoring. Furthermore lenders of last resort such as the IWF or central banks shell 

prevent illiquidity of markets and credit cutoffs for healthy firms. Additionally Murphy (2012) suggest 

that deposit guarantors shell help to keep and attract customers and clients. However all policies and 

measures may create moral hazard, as companies that trust in the fact that they will be rescued 

anyways, take aggressive risk positions. (Murphy, 2012) 
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Figure 6 

SUMMARY OUTPUT

Regression Statistics

Multiple R 0.605125

R Square 0.366176

Adjusted R Square 0.364950

Standard Error 0.041471

Observations 519

ANOVA

df SS MS F Significance F

Regression 1 0.51369 0.51369 298.68354 0.00000

Residual 517 0.88916 0.00172

Total 518 1.40284

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95.0% Upper 95.0%

Intercept -0.00113 0.00182 -0.61723 0.53736 -0.00471 0.00246 -0.00471 0.00246

X Variable 1 0.99502 0.05757 17.28246 0.00000 0.88192 1.10813 0.88192 1.10813


