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Key Takeaway

ING is one of our favorite names in the European banking sector as it offers good

earnings growth and visibility, a solid solvency base with some good options

for capital use and trades with a 13% to 20% discount to Eurozone banks. We

upgrade our PT from €18.8 to €19.9 post adjusting our earnings forecast after

Q4 results.

We expect 11.7% EPS CAGR in the next 3 years, which is mainly driven by retail

activities. We forecast that 61% of ING's growth will come from retail activities, of which

43% from Growth and Challengers markets. Based on new estimates, we are 2% ahead

consensus for 2018, 11% for 2019 and 14.5% for 2020. We remain convinced that ING is

one of the best ways to play the “digital revolution” in the banking sector and offers a good

option to play the macro-economic rebound of the Eurozone.

Post management first guidance on Basel IV impacts, ING still retains a robust solvency base,

which could open the door to further optimization. Management is due to update the

market by Q1-2018 results, 9th May, on its 2020 RoTE target and we expect a

new target in the range of 12% on the back of group's earnings capability and

some higher capital redistribution. Despite the most likely increase of group's RWA

density, due to the implementation of Basel IV, we believe management should be able to

stabilize its CET 1 ratio at 14%, implying c. 150bps management buffer, allowing them to

increase the pay-out ratio. We have assumed a payout increase from 54% in 2017 to 60%

over the next 3 years.

Valuation/Risks

ING trades on a 13.5% discount on its 2017 P/TNAV and 20% on 2018E earnings vs the

Eurozone average. It trades on 1.3x 2017 TNAV with a 12% 2020 RoTE and 10.4x of 2018

earnings. We believe that the discount isn’t justifiable due to the group's sound earnings

base and its options for capital optimization. Today, ING offers a 4.3% dividend yield in 2017,

slightly below the average of its French and Benelux peers; however, with our forecasted

pay-out increase by 2020, it will bring ING's yield above the French and Benelux average.

PT of €19.9 is on a blended basis of Bull 40%, Bear 10% and Base 50% scenarios.

Risks: 1) Delays in the implementation of group digital strategy; €800m of investments

for €900m of synergies by 2021, 2) A cyber-attack blocking ING's systems would challenge

group's digital skills 3) ING wholesale bank is largely exposed to the energy sector and

any corrections will penalize group's equity story despite its good track record in risk

management.

Please see analyst certifications, important disclosure information, and information regarding the status of non-US analysts on pages 13 to 17 of this report.



 

 

 

Base Case 

§ 2020E adj EPS €1.75 with 5.6% CAGR 2017E/2020E 

§ Growth breakdown: Retail 10%, Wholesale 9%, CC-

15.1%, Group 11% 

§ 2020E C/I ratio 48% 

§ 2020E Dividend €1.02 assuming a 60% payout ratio 

§ 2020E group RoTE 12%, 

§ 2020E Retail RoE 19.6%, Wholesale 11.4% 

§ 2020E CET1 ratio = 14% 

§ 2020E RWA €379bn 

§ Price target = €17.9 by 2019, 13% upside 

Valuation methodology:  

§ Weighted PT in 12 months: €19.9, 27% upside 

(10% Bear case, 50% Base case, 40% Bull case) 

 

Bull Case 

§ 2020E adj EPS €2.67 with 22% CAGR, 

§ Growth breakdown: Retail 24.8%, Wholesale 27.2%, CC-

22.4%, Group 28% 

§ 2020E C/I ratio 42% 

§ 2020E Dividend €1.58 assuming a 60% payout ratio 

§ 2020E group RoTE 17.7%, 

§ 2020E Retail RoE 27.7%, Wholesale 15.4% 

§ 2020E CET1 ratio = 13.6% 

§ 2020E RWA €417bn 

Price target = €24.7 by 2019, 58% upside  

 

Bear Case 

§ 2020E adj EPS €1.29 with -4.7% CAGR, 

§ 2020E C/I ratio 51.4% 

§ 2020E Dividend €0.74 assuming a 60% payout ratio 

§ 2020E group RoTE 9.1%, 

§ 2020E Retail RoE 21.6%, Wholesale 9.1% 

§ 2020E CET1 ratio = 13%, 

§ 2020E RWA €391bn  

§ Price target = €10.7 by 2019, 32% downside 

§ We expect the digital option to crystalize by 2019 and 

2020 with the revenues accelerating on increased cross-

buy potential; we also expect a C/I ratio of  48% by 2020, 

as such we are 11.2% and 14.5% ahead of consensus for 

2019 and 2020 on the net income line  

§ We see a number of capital options ING can utilize post 

Basel IV clarity: organic growth, a divided hike and some 

external growth. With a pro-forma CET1 of 12.5% in Q4-17 

and an optimal cap of 14% by 2020, we increase the pay-

out to 60% by 2020  

Scenarios 
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ING Group  

BUY: €19.9p Price Target in 12 months 

Long Term Financial Model Drivers 

B3 CET1 Ratio (2020e) 14% 

Adjusted Revenue Growth (2017E-2020e) 7.1% 

Adjusted Cost Income Ratio (2020e) 46.6% 

Loan Growth (2017E-2020e) 3.8% 

  

 

§ 9th May  – Q1 2018 results   

§ Update on profitability targets, expected with Q1 results  

§ Litigation update  

 

Investment Thesis / Where We Differ 

Catalysts 

Long Term Analysis 
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Capital – current status quo   
ING’s CET1 ratio came to 14.7% in Q4-17, against the fully loaded requirements of 11.8% 

(ex P2G), with a dividend of €0.67 per share setting the 2017 dividend yield at 4.3% with 

a pay-out ratio of 54%. The 2017 dividend reflects, according to management, the 

‘considerations on regulatory developments and growth opportunities’ with updated 

profitability targets to be delivered in H1-2018.  

So first of all, ING quantified the impact of Basel IV in the range of 15%-18% of RWAs by 

2027 on the current balance sheet without any mitigation actions. So if we assume some 

inflation of current RWAs, we estimate the impact at c. 190-225bps. This implies the worst 

case pro-forma CET1 at 12.5% against the requirement of 11.8%, leaving ING just enough 

space to meet the Pillar 2 guidance (not disclosed but we assume c. 0.75bps). The Basel IV 

impact should come 1/3 from the retail portfolios (NL and Belgium mortgages) and 2/3 

from the wholesale activities (lending to corporates and financial institutions mainly and 

to some extend structured finance).  

Upside to this 190-225bps hit is that 1) we expect ING to take actions to mitigate the 

impact, and 2) as we wrote in our recent ABN AMRO initiation report (What’s Next? 

Initiate at Hold), we believe there will be further watering down of the standards during 

the EC transposition period. However, in the absence of being able to quantify the impact 

of both actions, since our ING initiation in April 2017 (Digital Option, Initiating with a 

Buy), we have gradually been increasing the RWAs in anticipation of Basel IV and other 

regulatory actions, such as TRIM. The loan density sees increase from 54% in 2017 to 59% 

by 2020 and in the same period we predict organic loan growth of 3.8%, whilst c. 3% 

growth in RWAs comes from the front-running of Basel IV.    

 

Table 1: RWAs development 2017-2020 
GROUP  2017 2018E 2019E 2020E CAGR 17-20 

Group Loans          574.2          593.7          617.3          641.4  3.8% 

  Loan growth  2.4% 3.4% 4.0% 3.9%  

Group RWAs         309.9          335.7          356.6          378.6  6.9% 

  RWA growth  -0.7% 8.3% 6.2% 6.2%  

Loan density  54.0% 56.5% 57.8% 59.0%  

      

NL retail       

Loans          150.0          148.0          148.7          150.6  -0.8% 

RWAS           48.2            47.4            48.3            48.9  -0.1% 

Density  32.2% 32.0% 32.5% 32.5%  

      

Belgium retail       

Loans            81.5            84.2            86.3            88.1  3.5% 

RWAS           35.1            37.4            38.5            39.5  3.7% 

Density  43.1% 44.4% 44.6% 44.9%  

      

C&G retail       

Loans          167.7          176.3          184.9          193.6  5.3% 

RWAS           74.3            88.9            95.3          102.3  8.9% 

Density  44.3% 50.4% 51.5% 52.8%  

      

Industry lending       

loans          113.2          117.7          124.2          130.4  3.3% 

RWAS           69.3            72.2            77.0            81.5  3.9% 

Density  61.2% 61.3% 62.0% 62.5%  

      

General lending       

loans            53.1            59.5            65.4            71.3  11.0% 

RWAS           48.0            53.5            60.2            67.7  10.4% 

Density  90.4% 90.0% 92.0% 95.0%  

Source: Jefferies estimates, company data 

Aside from Basel IV, ING will also need to meet TLAC and MREL requirements, which will 

impact the future capital and debt structure of ING.  Back in December, ING already 

disclosed the impact of the EBA interpretation on the eligibility of instruments issued from 

subsidiaries counting towards the consolidated capital for resolution purposes. The 

Basel IV front loading ahead of Basel 

timelines  

Basel IV impact 15%-18% of 2027 

RWAs, means a pro-forma CET1 of 

12.5% 
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impact on total capital comes to c. 90bps; however, this will mainly disappear as ING will 

issue new capital instruments from the holding company. This actually present ING the 

opportunity to optimise its capital structure considering ING’s T2 stack is at 2.8% well-

above the requirement of 2%, plus other sub debt which is not CRR compliant. In 2018, 

€4.9bn (63% of which is CRR compliant) of subordinate debt issued by the bank can be 

re-issued by the holding company, either via capital compliant T2 debt or senior debt, 

which will be structurally subordinated. There are also some saving opportunities when it 

comes to maturing of c. €10bn senior debt, which ING will need to replace. In total, we 

expect potential savings of around €150-€160m on the NII line, which is c. 1.1% of the 

2017 NII.  

Capital – Next Steps     
Post the Basel IV clarification, we expect management to update the targets with Q1-18 

results, 9th May, where we should have new RoTE targets for the next 3 years. In our view, 

management should aim for a 12% RoTE by 2021. To get there, management will have to 

optimize its capital base looking at it via multiple lenses. First, organic growth, then RWAs 

inflation caused by Basel IV and other regulatory actions, third a revision of capital 

distributing, and lastly but not least some potential external growth.  

 

First, on organic growth, we expect a 3.8% CAGR loan growth over the next 3 years, with 

retail loan book up by 2.7% and wholesale book up by 6%. The higher growth from 

corporate activities is expected from the rebound of the European activities, whilst on the 

retail side most of markets have had seen strong origination volumes driven by low rates 

in the past 3 years, except for Netherlands. Indeed, in its domestic market, management 

aims for a further reduction of its mortgage exposure in favour of SME and consumer 

credit activities; both these activities have  better margins, better balance sheet rotation 

and hence the ability to benefit from earlier interest rates increases. 

 

Second, we have assumed a 6.9% CAGR RWAs inflation compared to a 3.8% CAGR loans, 

as we believe management will be gradually implementing Basel IV and other regulatory 

actions (TRIM). Consequently, we forecast that loan density against RWAs will move from 

54% in 2017 to 59% in 2020. 

 

Third, ING’s solvency base is rich enough to support a higher distribution policy. Despite 

our generous growth assumptions on loans and RWA, we believe management can raise 

it pay-out guidance to 60%. In our view, management will like to keep c. a 150bp capital 

buffer, which means a 14% maximum CET 1 ratio. Based on this assumption and without 

some large external growth, ING should be able to increase its pay-out ratio to 60% over 

the next 3 years. Such move would re-enforce group’s equity story, supported by a mix of 

good earnings growth and a high dividend yield. Based on our 2020 forecast with a 60% 

pay-out ratio, ING could pay a €1 dividend, i.e. a 6.4% dividend yield, which will position 

ING in the first quartile of the European banks. 

 

Lastly, in terms of external growth, the group should focus on investing in some 

“fintechs” in addition to their organic investments. Nevertheless, with Q4-17, 

management highlighted some potential interests to re-enforce their skills in some 

financing activities such as consumer credit or SME lending to reduce their exposure to 

mortgages.  
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Recap of Q4 results  
In our view, ING delivered solid underlying results although the opex was higher than 

expected by consensus, which meant net income was 14% below the street expectations. 

The high level of opex came as no surprise to us as the group cautioned about the higher 

regulatory cost in Q4-17 as Q4-16 saw refunds from its German operations and as such 

Q4-17 was a mere normalisation, and the catch up in the investment cost, which was 

somewhat delayed, including other year end cost. A total of €206m of investment cost 

was booked in 2016 with another €450m to be booked by 2021.  We expect a heavy part 

of the investment to come in 2018, but we also expect to see the benefits of savings to be 

visible in late 2018, before benefits fully crystallise in 2019 and 2020.  

 

Loan growth was strong across all divisions except for NL where mortgages continued to 

decline and growth for other lending was just a seasonal effect on a YoY basis. Loan 

growth in Belgium has been strong for the past two years and has helped to offset some 

of the NIM pressure, whilst in Growth and Challengers (C&G) retail we saw the impact of 

fast growing strategy with improving margins. Overall, NII was up by 5.1% YoY and 

although it was supported by hedging effects, the NIM ended at 158 vs 152 in Q4-16. 

Management mentioned on the call that this positive hedging impact should minimise 

going forward. Fee Income was up by 10% YoY, in line with ING’s plan to diversify its 

revenues stream; fee growth comes from all division with wholesale contribution being 

particularly strong. The fee strategy in retail is supported by progressing the investment 

product range, with ING now offering investment products in all 13 ING retail countries 

and the online offering plays a major role with this product line.  

 

Most of the divisions beat consensus except for Other retail in Growth and Challengers 

and Financial markets. The weakness in Other retail comes from aforementioned higher 

cost (staff, marketing and investment cots);  but in our view this is to be expected 

considering that the total lending was up by 8.5%  in 2017 vs 2016, which is reflected in 

revenue growth of 10% YoY in 2017. Overall, C&G markets is where the primary 

customers grow the most, in Q4 they attracted 281k new customers (94% of all new 

primary customers in Q4). Financial markets were impacted by lower market volatility and 

delivered a negative PBT of €99m, but this division only accounts for 1.1% of the group 

PBT in 2017.  

 

All in all, probably the most exciting part of the Q4 results was an update on the impact of 

Basel IV and promise of an update on profitability targets by H1-2018.  

 

 

 

 

 

 

Q4 results dragged downy by higher 

opex, which in our view should have 

been anticipated, solid underlying 

results otherwise.  
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Where is growth coming from?  
So factoring what we learned in Q4, where are we going to move by 2020 

from 2017?  We forecast revenue CAGR of 6.9% whilst opex growth to be at 1.9% only, 

delivering a C/I ratio of 48% by 2020 from 55.5% in 2017. Cost of risk will normalise at 

CAGR rate of 41%, delivering PBT growth of 9%. The group tax rate should go down from 

current 30% to 26.5% by 2020, which helps to deliver net income CAGR of 11% between 

2017 – 2020. The growth is fairly balanced between divisions with 10% CAGR in retail 

activities and 9% in wholesale. The corporate line CAGR is negative by 15%.  In terms of 

contribution to the growth, retail brings 61% and wholesale 31.4%, whilst the CC 

contributed with 7.6%. In terms of net income breakdown in 2020, retail brings 66% of 

the net income and 37% comes from wholesale. Looking at the picture per divisions we 

expect the following:   

Retail banking  
In our initiation report we called for CAGR 2016-2020 of 4.2% with 1.5% coming from 

Orange bank and 7.6% from Growth and Challengers. Just short of a year, we have 

moved to retail banking CAGR 2017 -2020 of 10% with 4.5% from Orange bank and 

18.8% from C&G.  

 

Orange bank – we expect the NIM to continue to be under pressure in 2018 before 

picking up again in 2019 and 2020. Especially in Belgium, where 2017 was hard as there 

was nowhere to hide from the low interest environment after hitting the deposit rate 

floor, although on the positive side the low rates have supported strong loan growth, 

which somewhat helped to offset the pressure. However, income should be supported by 

stronger fee income, which is up by 5.8%. Progressing with the digitalisation plan means 

that opex is actually down by 0.6%, mainly driven by Belgium post the restructuring, 

delivering a C/I ratio of 48% by 2020.  After normalisation of cost of risk, we still expect 

CAGR of 2.7% for the Orange bank and a RoE of 23.3% in 2020.  

 

Growth & challengers – Revenue CAGR is at 12% with core strength in both NII and 

fee lines, supported not only by rate improvements but also good lending volumes. Opex 

is up by 5.7% as synergies are partially offset by strong growth translating into cost 

expansion (marketing, staff and application replications across different markets). With 

strong loan volume growth (4.9%) we expect CoR to increase to 35bps in 2020 from 

17bps in 2017. Pre-tax CAGR is 17.7% and a 2020 RoE is 16.3%.  

 

Wholesale banking  
We forecast net income CAGR of 9%, with 65% of net income to come from Industry 

lending and 32% from General lending. Aggregating these two divisions, we expect good 

revenue growth of 8% coming from both NII and Fees. With opex growing at 4.5%, the 

operating income growth comes to 9.9% and with CoR coming to 30bps, the PBT growth 

between 2017 and 2020 is 6%. 2020 ROE comes to13.6%.  

 

Corporate Centre  

By 2020, the PBT comes to negative €134m compared to negative €369m in 2017 as we 

expect improvements on the funding side following debt restructuring.  
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Table 2: ING P&L CAGR 2017-2020 
2017 Total retail  Orange 

bank 

Netherlands Belgium Growth&C

hallengers 

Germany 

Welcome 

 Model-bank Wholesale 

Markets  

Industry & 

General  

Industry General Financial 

Markets 

Treasury Operating 

divisions  

corporate line  Total 

Total income        11,862           6,942              4,469           2,474           4,919           1,892           3,027           5,923           4,419           2,836           1,583           1,086              418         17,785   -             78          17,706 

Operating expenses -        6,747  -        3,795  -           2,212  -       1,584  -        2,951  -       1,032  -       1,919  -        2,792  -        1,543  -          728  -          815  -        1,003  -           246  -        9,539   -           290   -        9,829 

Gross operating income          5,115           3,147              2,257              890           1,968              860           1,108           3,131           2,877           2,108              768                82              172           8,246   -           368            7,877 

Cost of risk -           391  -           117  -                13  -          104  -           274                10  -          284  -           287  -           160  -          143  -            17  -               2  -           125  -           678   -               1   -           678 

Operating income          4,724           3,030              2,244              786           1,694              870              824           2,844           2,717           1,966              751                80                47           7,568   -           369            7,199 

Taxation -        1,292  -           861  -              566  -          296  -           430  -          241  -          189  -           880  -           740  -          537  -          202  -             18  -           122  -        2,172                 13   -        2,159 

Minority interests -             68                  2                    -                   2  -             70  -              3  -            67  -             15  -             12  -              6  -              7  -               4                  2  -             83                  -    -             83 

Net results           3,364           2,170              1,678              491           1,194              626              568           1,949           1,965           1,422              543                58  -             73           5,313   -           356            4,957 

              0     

                   

                   

2020 Total retail  Orange 

bank 

Netherlands Belgium Growth&C

hallengers 

Germany 

Welcome 

 Model-bank Wholesale 

Markets  

Industry & 

General  

Industry General Financial 

Markets 

Treasury Operating 

divisions  

corporate line  Total 

Total income        14,556           7,645              4,772           2,872           6,912           2,415           4,496           6,886           5,574           3,439           2,135           1,041              271         21,443               177          21,620 

Operating expenses -        7,216  -        3,727  -           2,229  -       1,499  -        3,488  -       1,241  -       2,247  -        2,870  -        1,758  -          780  -          978  -           938  -           175  -      10,086   -           311   -      10,397 

Gross operating income          7,341           3,917              2,544           1,374           3,423           1,174           2,249           4,016           3,816           2,658           1,158              104                96         11,357   -           134          11,223 

Cost of risk -        1,296  -           636  -              374  -          262  -           660  -          106  -          554  -           613  -           578  -          509  -            68  -               3  -             33  -        1,909                  -    -        1,909 

Operating income          6,045           3,282              2,170           1,112           2,763           1,068           1,695           3,403           3,238           2,149           1,089              100                64           9,447   -           134            9,313 

Taxation -        1,462  -           810  -              532  -          278  -           652  -          296  -          356  -           876  -           798  -          505  -          293  -             27  -             51  -        2,338   -             84   -        2,422 

Minority interests -           108                  3                    -                   3  -           111  -              3  -          107  -               6  -               4  -              4                -   -               2                 -   -           114                  -    -           114 

Net results           4,475           2,475              1,638              837           2,000              768           1,232           2,521           2,437           1,640              796                72                13           6,996   -           218            6,778 

Source: Jefferies estimates, company data 
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Table 3: ING P&L CAGR 201-2020 
Growth Total retail  Orange 

bank 

Netherlands Belgium Growth&C

hallengers 

Germany 

Welcome 

 Model-bank Wholesale 

Markets  

Industry & 

General  

Industry General Financial 

Markets 

Treasury Operating 

divisions  

Corporate 

             line  

Total 

Total income 7.1% 3.3% 2.2% 5.1% 12.0% 8.5% 14.1% 5.2% 8.0% 6.6% 10.5% -1.4% -13.4% 6.4%  -231.3%  6.9% 

Operating expenses 2.3% -0.6% 0.3% -1.8% 5.7% 6.3% 5.4% 0.9% 4.5% 2.4% 6.3% -2.2% -10.8% 1.9%  2.3%  1.9% 

Gross operating income 12.8% 7.6% 4.1% 15.6% 20.3% 10.9% 26.6% 8.7% 9.9% 8.0% 14.6% 8.0% -17.6% 11.3%  -28.6%  12.5% 

Cost of risk 49.1% 75.8% 208.6% 35.8% 34.1% -321.4% 25.0% 28.9% 53.4% 52.8% 58.5% 18.6% -36.1% 41.2%  -100.0%  41.2% 

Operating income 8.6% 2.7% -1.1% 12.3% 17.7% 7.1% 27.2% 6.2% 6.0% 3.0% 13.2% 7.7% 10.5% 7.7%  -28.7%  9.0% 

Taxation 4.2% -2.0% -2.1% -2.0% 14.9% 7.1% 23.5% -0.2% 2.6% -2.1% 13.2% 13.4% -25.3% 2.5%  -285.3%  3.9% 

Minority interests 16.5% 19.4% NA 19.4% 16.5% 7.1% 16.9% -28.0% -33.1% -13.1% -100.0% -24.7% -100.0% 10.9%  NA  10.9% 

Net results  10.0% 4.5% -0.8% 19.4% 18.8% 7.1% 29.4% 9.0% 7.4% 4.9% 13.6% 7.6% -155.8% 9.6%  -15.1%  11.0% 

                   

                   

                   

Contribution to growth 

by division (%) 

Total retail  Orange 

bank 

Netherlands Belgium Growth&C

hallengers 

Germany 

Welcome 

 Model-bank Wholesale 

Markets  

Industry & 

General  

Industry General Financial 

Markets 

Treasury Operating 

divisions  

Corporate 

ine  

          Total   

Total income 68.9% 17.9% 7.8% 10.2% 50.9% 13.4% 37.5% 24.6% 29.5% 15.4% 14.1% -1.1% -3.7% 93.5%  6.5%  100.0% 

Operating expenses 82.5% -12.0% 3.0% -15.0% 94.5% 36.8% 57.7% 13.8% 37.9% 9.3% 28.6% -11.6% -12.5% 96.3%  3.7%  100.0% 

Gross operating income 66.5% 23.0% 8.6% 14.5% 43.5% 9.4% 34.1% 26.5% 28.1% 16.4% 11.6% 0.6% -2.3% 93.0%  7.0%  100.0% 

Cost of risk 73.5% 42.1% 29.4% 12.8% 31.4% 9.4% 22.0% 26.5% 33.9% 29.8% 4.2% 0.1% -7.5% 100.1%  -0.1%  100.0% 

Operating income 62.5% 11.9% -3.5% 15.4% 50.6% 9.4% 41.2% 26.4% 24.7% 8.7% 16.0% 0.9% 0.8% 88.9%  11.1%  100.0% 

Taxation 64.8% -19.8% -13.0% -6.8% 84.6% 20.9% 63.6% -1.7% 22.3% -12.3% 34.6% 3.2% -27.2% 63.1%  36.9%  100.0% 

Minority interests 130.7% -3.5% 0.0% -3.5% 134.3% 2.1% 132.2% -30.7% -28.0% -6.3% -21.7% -8.4% 5.7% 100.0%  0.0%  100.0% 

Net results  61.0% 16.7% -2.2% 19.0% 44.3% 7.8% 36.4% 31.4% 25.9% 12.0% 13.9% 0.8% 4.7% 92.4%  7.6%  100.0% 

Source: Jefferies estimates, company data 
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Valuation 

 

On today’s valuation, ING appears to be one of the most interesting stories combining  

earnings growth, a dividend yield and a valuation discount vs the French and Benelux 

peers and the Eurozone average. Indeed, ING trades with a 13.5% discount on a P/TNAV 

basis vs the Eurozone, offers one of the highest EPS growth vs the French and Benelux 

peers and lastly, offers a dividend yield slightly below France and Benelux in 2017. 

However, we expect the yield to move above the peers’ average by 2019 should 

management increase the pay-out ratio as assumed in our forecasts where we factor in a 

move from 53% in 2017 to 60% by 2020.  

 

Our target price is upgraded from €18.8 to €19.9 on the base of our earnings changes as 

we keep our valuation matrix unchanged. ING valuation case offers 27% upside in our 

base case scenario, 58% upside in our Bull case with a €24.7 target price and 32% 

downside in the case of our bear case with a €10.7 target price. Based on our base case 

scenario, ING would trade on 13.3x 2018 earnings which means a 1.5% premium vs 

Eurozone. 

 

Chart 1: ING – share price performance, price target and various scenarios  

 

Source: Jefferies estimates, company data 

 

 

Table 4: ING valuation matrix  
 Price P/E 2018E P/TBV 2018E Adj RoTE 2020E  EPS 2018 TBVps 2018 

Target price 19.9  13.2x  1.51x  12.4% 1.50  13.15 

Bull 24.7  11.9x  1.84x  17.9% 2.08  13.42 

Base 17.9  11.9x  1.36x  12.4% 1.50  13.15 

Bear 10.7  9.7x  0.83x  9.4% 1.10  12.97 

Source: Jefferies estimates, company data 

 

ING trades on a 1.2x 2017 TNAV for 12% underlying RoTE by 2019 which means a 13.5% 

discount vs Eurozone average, or on 10.4x 2018 earnings, i.e. a 21% discount vs the 

Eurozone average with a 9.2% EPS CAGR over 2016/19E or 11.4% between 2017/20E. 

 

Price Target EUR 19.9

Bear PT EUR 10.7

Base PT EUR 17.9

Bull PT EUR 24.7
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Chart 2: Valuation matrix  

 

Source: Jefferies estimates, company data 

 

Table 5: Valuation matrix for ING and its peers  
 2017 2019  2016/19E 2017E 

 P/TNAV RoTE Prem/Disct EPS CAGR Div. yields 

KBC 2.1x  16.0%  7.0% 3.4%  3.7% 

ABN 1.3x  10.2%  9.7% 0.4%  5.0% 

ING 1.2x  12.0%  -13.5% 9.2%  4.3% 

      

BNPP 1.00x  9.1%  -8.9% 4.4%  4.6% 

CASA 1.3x  10.7%  -2.3% 11.3%  3.9% 

Natixis 1.6x  11.7%  17.3% 8.0%  5.7% 

SG 0.8x  11.1%  -37.4% 9.3%  4.7% 

      

Eurozone 1.3x  10.9%  0.0% -4% 3.70% 

Source: Jefferies estimates, company data 

  

Changes in Earnings estimates 2017-2020 

We have increased our PT by 5.9% to €19.9 by changing our net income estimates by -

1.5% for 2018, +1.7% in 2019 and +3.4% in 2020. In 2018, we reflect the guidance of a 

nearly flat C/I ratio vs 2017 and as such, we assume a catch-up of the investment cost in 

2018 and we charge €250m of cost vs the €180 initially planned. The same assumptions 

are also taken on the savings as we expect a delayed effect in 2018, with accumulated 

savings of €240m by 2018 vs €300m planned, and then catching up in 2019 and 2020.  

 

Against pre-Q4 consensus, we are 2.3% ahead for 2018, 11.2% for 2019 and 14.5% in 

2020. We are higher in 2019 and 2020 on our expectations of the digital options 

crystalizing via higher sales driving stronger NII and fee income. We expect the rates 

increase only in late 2018 or early 2019, and considering ING’s low sensitivity to rate 

moves, we only expect a meaningful impact in 2020.  We assume a delivery of the saving 

cost plus some stabilisation of the cost post the investment phase, and as such our C/I 

ratio in 2020 is 48% vs the consensus of 51%.  The loan CAGR is 3.8%, which is just within 

the company’s targets. Our stronger growth of RWAs (+6.9%), combined with increasing 

pay-out ratio, delivers a CET1 ratio of 14% in 2020, against consensus of 15.2%.   

 

Table 6: Earnings changes 2018 -2020 
  2018 % change   2019     % change  2020                     % change  2017-2020 CAGR 

Total income         18,633  -0.4%         19,952  0.8%         21,620  2.4%  6.9% 

Operating expenses -      10,110  3.4%  -      10,003  0.9%  -      10,397  2.1%  1.9% 

Gross operating income          8,522  -4.6%           9,948  0.7%         11,223  2.6%  12.5% 

Cost of risk  -        1,085  -26.4%  -        1,424  -6.6%  -        1,909  3.7%  41.2% 

Operating income          7,438  -0.3%           8,524  2.0%           9,313  2.3%  9.0% 

Taxation  -        2,083  4.2%  -        2,302  3.5%  -        2,422  0.4%  3.9% 

Minority interests -             71  -25.4%  -             97  -13.8%  -           114  -13.8%  10.9% 

Net result           5,284  -1.5%           6,126  1.7%           6,778  3.4%  11.0% 

Source: Jefferies estimates, company data 
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Appendix 1 – ING Financial Summary  

  

Table 7: ING Financial Summary – P&L, data per share and key financial ratios  
 2015 2016 2017 2018E 2019E 2020E 

Condensed P&L (€m) 

Total income       16,552        17,458        17,706        18,633        19,952        21,620 

     ow Domestic retail activities        6,949         7,010         6,942         6,939         7,132         7,645 

     ow Others retail activities        4,318         4,782         4,919         5,593         6,298         6,912 

     ow Wholesale activities        5,570         5,608         5,923         5,985         6,374         6,886 

     ow Corporate Line  -         285              59  -           78            116            147            177 

 -  Clean Revenues      16,401       17,345       17,622       18,633       19,952       21,620 

Operating expenses -      9,246  -      9,456  -      9,829  -     10,110  -     10,003  -     10,397 

Gross operating income        7,306         8,002         7,877         8,522         9,948        11,223 

Cost of risk -      1,347  -         974  -         678  -      1,085  -      1,424  -      1,909 

Operating income        5,959         7,029         7,199         7,438         8,524         9,313 

Others non-operating items 0 0 0 0 0 0 

Pre-tax income        5,959         7,029         7,199         7,438         8,524         9,313 

 - Clean pre-tax income        6,428         7,859         8,107         8,353         8,975         9,638 

BANK NET INCOME        4,529         4,177         4,957         5,284         6,126         6,778 

Hybrid costs -           90  -         135  -         133  -         185  -         185  -         185 

Non-Bank contribution  -         520            475  -           52              -               -               -   

ING GROUP NET INCOME         3,919         4,517         4,772         5,099         5,940         6,593 

 - ING Group Net income Clean         4,904         4,806         5,768         5,830         6,269         6,785 

       

GROUP  Data per share 

Stated EPS (EUR)           1.01           1.17           1.23           1.31           1.53           1.70 

Clean EPS (EUR)            1.27           1.24           1.49           1.50           1.62           1.75 

       

Net DPS (EUR) 0.65 0.66 0.67 0.72 0.89 1.02 

Pay-out ratio 64% 57% 54% 55% 58% 60% 

Dividend Yield 6.4% 4.9% 4.2% 4.6% 5.6% 6.4% 

       

BVPS (EUR) 12.4 12.9 13.0 13.6 14.2 14.9 

TBVPS (EUR) 12.0 12.5 12.6 13.2 13.8 14.5 

       

NOSH (avg diluted) (m)        3,862         3,873         3,878         3,878         3,878         3,878 

       

GROUP Equity   

Stated RoE 8.0% 9.3% 9.5% 9.9% 11.0% 11.7% 

Clean RoE 10.0% 9.8% 11.5% 11.3% 11.6% 12.0% 

Stated RoTE 8.4% 9.6% 9.8% 10.2% 11.4% 12.0% 

Clean RoTE 10.6% 10.2% 11.9% 11.7% 12.0% 12.4% 

       

GROUP Capital & Solvency (€ bn) 

CET1 capital FL B3 40.8 44.6 45.6 47.8 50.3 53.0 

CET1 ratio FL B3 12.7% 14.2% 14.7% 14.3% 14.1% 14.0% 

       

FL B3 RWAs 321.2 314.3 309.9 335.7 356.6 378.6 

       

Tier 1 FL B3 Capital 47.4 52.3 50.7 53.0 55.5 58.2 

Tier 1 FL B3 ratio 14.7% 16.6% 16.4% 15.8% 15.6% 15.4% 

       

Capital Rotation (Rev./CET 1 Cap) 40.6% 39.2% 38.9% 38.9% 39.6% 40.8% 

       

Group  Key financial ratios  

Stated Revenues/average assets 1.83% 1.92% 2.05% 2.12% 2.05% 2.16% 

Clean Revenues/average Assets 1.81% 1.90% 2.04% 2.12% 2.05% 2.16% 

       

Stated Revenues/average RWA 5.28% 5.52% 5.71% 5.77% 5.76% 5.88% 

Clean Revenues/average RWA 5.23% 5.49% 5.68% 5.77% 5.76% 5.88% 

       

Stated Cost/Income 55.9% 54.2% 55.5% 54.3% 50.1% 48.1% 

Clean Cost/Income 52.6% 49.1% 50.1% 49.4% 47.9% 46.6% 

       

Stated LLP/avg loans 0.25% 0.18% 0.12% 0.19% 0.24% 0.30% 

Stated LLP/avg RWA 0.43% 0.31% 0.22% 0.34% 0.41% 0.52% 

       

Loss absorption ratio vs Avg loans 1.73% 1.72% 1.73% 1.73% 1.65% 1.65% 

       

NII/average assets  1.34% 1.46% 1.54% 1.63% 1.65% 1.69% 

       

Group Key balance sheet items (€bn) 

Loans and receivables due from customers           537            564            575            632            746            671 

Intangibles            1.6             1.5             1.5             1.5             1.5             1.5 

TOTAL ASSETS           842         1,042            846            911         1,034            967 

Due to customers           509            523            540            553            570            584 

Total minority interests 0.6 0.6 0.7 0.7 0.7 0.7 

INGA NA

Target | Estimate Change

5 February 2018

page 11 of 17 , Equity Analyst, +44 (0) 20 7029 8280, mlegouvello@jefferies.comMaxence Le Gouvello Du Timat

Please see important disclosure information on pages 13 - 17 of this report.



 

 

 

 

 

Table 7: ING Financial Summary – P&L, data per share and key financial ratios  
 2015 2016 2017 2018E 2019E 2020E 

Ordinary shareholders' equity 47.8 49.8 50.4 52.7 55.2 57.8 

       

Asset Quality   

NPL's / gross total loans (ex repos) 3% 2% 2% 2% 2% 2% 

Coverage Ratio 38% 40% 40% 40% 40% 40% 

       

GROUP  Free cash flow (€bn) 

Gross free cash flow            1.4             5.4             5.3             2.1             3.5             4.0 

Gross free cash flow / RWAs 0.4% 1.7% 1.7% 0.6% 1.0% 1.1% 

Net free cash flow -          1.2             2.8             2.7  -          0.7             0.0             0.1 

Net free cash flow / RWAs -0.4% 0.9% 0.9% -0.2% 0.0% 0.0% 

       

       

Growth YoY (%)  

Revenues 8% 5% 1% 5% 7% 8% 

Costs 3% 2% 4% 3% -1% 4% 

Gross Operating profit 16% 10% -2% 8% 17% 13% 

Provisions -15% -28% -30% 60% 31% 34% 

Operating profit 26% 18% 2% 3% 15% 9% 

Pre-tax profit 26% 18% 2% 3% 15% 9% 

Bank Net Income  74% -8% 19% 7% 16% 11% 

Group Net income  213% 15% 6% 7% 17% 11% 

       

       

Customer loans  

Total Assets -15.2% 23.7% -18.8% 7.7% 13.5% -6.4% 

Due to customers 4.0% 2.8% 3.2% 2.5% 3.0% 2.5% 

       

CET1 capital FL B3 27.5% 9.3% 2.2% 5.0% 5.2% 5.2% 

FL B3 RWAs 6.8% -2.1% -1.4% 8.3% 6.2% 6.2% 

EPS 211.7% 14.9% 5.5% 6.8% 16.5% 11.0% 

DPS 441.7% 1.5% 1.5% 7.9% 22.9% 14.8% 

TNAV per share -1.1% 4.0% 0.8% 4.7% 4.9% 4.9% 

Source: Jefferies estimates, company data 
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Company Description
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Australia. The company operates through Retail Netherlands, Retail Belgium, Retail Germany, Retail Other, and Wholesale Banking segments.

It accepts current and savings accounts; and offers business lending, mortgage, and other consumer lending products. The company also

provides payments and cash management, corporate finance, real estate, leasing, factoring, and treasury services, as well as equity and

debt capital market solutions. It serves individuals, small and medium-sized enterprises, mid-corporates, financial institutions, governments,

and supranational bodies. The company was incorporated in 1927 and is headquartered in Amsterdam, the Netherlands. ING Bank N.V. is

a subsidiary of ING Groep N.V.
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and political factors. If a financial instrument is denominated in a currency other than the investor's home currency, a change in exchange rates may
adversely affect the price of, value of, or income derived from the financial instrument described in this report. In addition, investors in securities such
as ADRs, whose values are affected by the currency of the underlying security, effectively assume currency risk.
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Notes: Each box in the Rating and Price Target History chart above represents actions over the past three years in which an analyst initiated on a
company, made a change to a rating or price target of a company or discontinued coverage of a company.

Legend:

I: Initiating Coverage

D: Dropped Coverage

B: Buy

H: Hold

UP: Underperform

For Important Disclosure information on companies recommended in this report, please visit our website at https://javatar.bluematrix.com/sellside/
Disclosures.action or call 212.284.2300.

Distribution of Ratings

IB Serv./Past 12 Mos. JIL Mkt Serv./Past 12

Mos.

Rating Count Percent Count Percent Count Percent

BUY 1101 53.14% 339 30.79% 67 6.09%

HOLD 827 39.91% 164 19.83% 23 2.78%

UNDERPERFORM 144 6.95% 19 13.19% 3 2.08%
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Other Important Disclosures

Jefferies does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that Jefferies may have a
conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their investment
decision.

Jefferies Equity Research refers to research reports produced by analysts employed by one of the following Jefferies Group LLC (“Jefferies”) group
companies:

United States: Jefferies LLC which is an SEC registered firm and a member of FINRA.

United Kingdom: Jefferies International Limited, which is authorized and regulated by the Financial Conduct Authority; registered in England and
Wales No. 1978621; registered office: Vintners Place, 68 Upper Thames Street, London EC4V 3BJ; telephone +44 (0)20 7029 8000; facsimile +44 (0)20
7029 8010.

Hong Kong: Jefferies Hong Kong Limited, which is licensed by the Securities and Futures Commission of Hong Kong with CE number ATS546; located
at Suite 2201, 22nd Floor, Cheung Kong Center, 2 Queen’s Road Central, Hong Kong.

Singapore: Jefferies Singapore Limited, which is licensed by the Monetary Authority of Singapore; located at 80 Raffles Place #15-20, UOB Plaza 2,
Singapore 048624, telephone: +65 6551 3950.

Japan: Jefferies (Japan) Limited, Tokyo Branch, which is a securities company registered by the Financial Services Agency of Japan and is a member
of the Japan Securities Dealers Association; located at Hibiya Marine Bldg, 3F, 1-5-1 Yuraku-cho, Chiyoda-ku, Tokyo 100-0006; telephone +813 5251
6100; facsimile +813 5251 6101.

India: Jefferies India Private Limited (CIN - U74140MH2007PTC200509), which is licensed by the Securities and Exchange Board of India as a Merchant
Banker (INM000011443), Research Analyst (INH000000701) and a Stock Broker with Bombay Stock Exchange Limited (INB011491033) and National
Stock Exchange of India Limited (INB231491037) in the Capital Market Segment; located at 42/43, 2 North Avenue, Maker Maxity, Bandra-Kurla
Complex, Bandra (East) Mumbai 400 051, India; Tel +91 22 4356 6000.

This material has been prepared by Jefferies employing appropriate expertise, and in the belief that it is fair and not misleading. The information set
forth herein was obtained from sources believed to be reliable, but has not been independently verified by Jefferies. Therefore, except for any obligation
under applicable rules we do not guarantee its accuracy. Additional and supporting information is available upon request. Unless prohibited by the
provisions of Regulation S of the U.S. Securities Act of 1933, this material is distributed in the United States ("US"), by Jefferies LLC, a US-registered
broker-dealer, which accepts responsibility for its contents in accordance with the provisions of Rule 15a-6, under the US Securities Exchange Act of
1934. Transactions by or on behalf of any US person may only be effected through Jefferies LLC. In the United Kingdom and European Economic
Area this report is issued and/or approved for distribution by Jefferies International Limited and is intended for use only by persons who have, or have
been assessed as having, suitable professional experience and expertise, or by persons to whom it can be otherwise lawfully distributed. Jefferies
International Limited Equity Research personnel are separated from other business groups and are not under their supervision or control. Jefferies
International Limited has implemented policies to (i) address conflicts of interest related to the preparation, content and distribution of research reports,
public appearances, and interactions between research analysts and those outside of the research department; (ii) ensure that research analysts are
insulated from the review, pressure, or oversight by persons engaged in investment banking services activities or other persons who might be biased in
their judgment or supervision; and (iii) promote objective and reliable research that reflects the truly held opinions of research analysts and prevents the
use of research reports or research analysts to manipulate or condition the market or improperly favor the interests of the Jefferies International Limited
or a current or prospective customer or class of customers. Jefferies International Limited may allow its analysts to undertake private consultancy
work. Jefferies International Limited’s conflicts management policy sets out the arrangements Jefferies International Limited employs to manage any
potential conflicts of interest that may arise as a result of such consultancy work. Jefferies International Ltd, its affiliates or subsidiaries, may make a
market or provide liquidity in the financial instruments referred to in this investment recommendation. For Canadian investors, this material is intended
for use only by professional or institutional investors. None of the investments or investment services mentioned or described herein is available to
other persons or to anyone in Canada who is not a "Designated Institution" as defined by the Securities Act (Ontario). In Singapore, Jefferies Singapore
Limited is regulated by the Monetary Authority of Singapore. For investors in the Republic of Singapore, this material is provided by Jefferies Singapore
Limited pursuant to Regulation 32C of the Financial Advisers Regulations. The material contained in this document is intended solely for accredited,
expert or institutional investors, as defined under the Securities and Futures Act (Cap. 289 of Singapore). If there are any matters arising from, or
in connection with this material, please contact Jefferies Singapore Limited, located at 80 Raffles Place #15-20, UOB Plaza 2, Singapore 048624,
telephone: +65 6551 3950. In Japan this material is issued and distributed by Jefferies (Japan) Limited to institutional investors only. In Hong Kong,
this report is issued and approved by Jefferies Hong Kong Limited and is intended for use only by professional investors as defined in the Hong Kong
Securities and Futures Ordinance and its subsidiary legislation. In the Republic of China (Taiwan), this report should not be distributed. The research
in relation to this report is conducted outside the PRC. This report does not constitute an offer to sell or the solicitation of an offer to buy any securities
in the PRC. PRC investors shall have the relevant qualifications to invest in such securities and shall be responsible for obtaining all relevant approvals,
licenses, verifications and/or registrations from the relevant governmental authorities themselves. In India this report is made available by Jefferies
India Private Limited. In Australia this information is issued solely by Jefferies International Limited and is directed solely at wholesale clients within
the meaning of the Corporations Act 2001 of Australia (the "Act") in connection with their consideration of any investment or investment service
that is the subject of this document. Any offer or issue that is the subject of this document does not require, and this document is not, a disclosure
document or product disclosure statement within the meaning of the Act. Jefferies International Limited is authorised and regulated by the Financial
Conduct Authority under the laws of the United Kingdom, which differ from Australian laws. Jefferies International Limited has obtained relief under
Australian Securities and Investments Commission Class Order 03/1099, which conditionally exempts it from holding an Australian financial services
licence under the Act in respect of the provision of certain financial services to wholesale clients. Recipients of this document in any other jurisdictions
should inform themselves about and observe any applicable legal requirements in relation to the receipt of this document.

This report is not an offer or solicitation of an offer to buy or sell any security or derivative instrument, or to make any investment. Any opinion or
estimate constitutes the preparer's best judgment as of the date of preparation, and is subject to change without notice. Jefferies assumes no obligation
to maintain or update this report based on subsequent information and events. Jefferies, its associates or affiliates, and its respective officers, directors,
and employees may have long or short positions in, or may buy or sell any of the securities, derivative instruments or other investments mentioned or
described herein, either as agent or as principal for their own account. Upon request Jefferies may provide specialized research products or services
to certain customers focusing on the prospects for individual covered stocks as compared to other covered stocks over varying time horizons or
under differing market conditions. While the views expressed in these situations may not always be directionally consistent with the long-term views
expressed in the analyst's published research, the analyst has a reasonable basis and any inconsistencies can be reasonably explained. This material
does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual
clients. Clients should consider whether any advice or recommendation in this report is suitable for their particular circumstances and, if appropriate,
seek professional advice, including tax advice. The price and value of the investments referred to herein and the income from them may fluctuate. Past
performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur. Fluctuations in exchange
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rates could have adverse effects on the value or price of, or income derived from, certain investments. This report has been prepared independently of
any issuer of securities mentioned herein and not in connection with any proposed offering of securities or as agent of any issuer of securities. None
of Jefferies, any of its affiliates or its research analysts has any authority whatsoever to make any representations or warranty on behalf of the issuer(s).
Jefferies policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by an issuer prior
to the publication of a research report containing such rating, recommendation or investment thesis. Any comments or statements made herein are
those of the author(s) and may differ from the views of Jefferies.

This report may contain information obtained from third parties, including ratings from credit ratings agencies such as Standard & Poor’s. Reproduction
and distribution of third party content in any form is prohibited except with the prior written permission of the related third party. Third party content
providers do not guarantee the accuracy, completeness, timeliness or availability of any information, including ratings, and are not responsible for
any errors or omissions (negligent or otherwise), regardless of the cause, or for the results obtained from the use of such content. Third party content
providers give no express or implied warranties, including, but not limited to, any warranties of merchantability or fitness for a particular purpose or
use. Third party content providers shall not be liable for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential
damages, costs, expenses, legal fees, or losses (including lost income or profits and opportunity costs) in connection with any use of their content,
including ratings. Credit ratings are statements of opinions and are not statements of fact or recommendations to purchase, hold or sell securities. They
do not address the suitability of securities or the suitability of securities for investment purposes, and should not be relied on as investment advice.

Jefferies research reports are disseminated and available primarily electronically, and, in some cases, in printed form. Electronic research is
simultaneously available to all clients. Additional research products including models are available on Jefferies Global Markets Portal. This report or
any portion hereof may not be reprinted, sold or redistributed without the written consent of Jefferies. Neither Jefferies nor any officer nor employee of
Jefferies accepts any liability whatsoever for any direct, indirect or consequential damages or losses arising from any use of this report or its contents.
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