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Abstract

This article focuses on bank valuation standards as some recommended steps how to evaluate
some concrete commercial bank by the market value. Different approaches, methods and
models were analysed and the final recomendations were stated. Basic valuation approaches
such as the income approach, the market-based approach and the asset-based approach used
for traditional entreprises valuation are recommended also for the commercial banks valuation,
but it is necessary to adjust them according to some specifics of banks. After the precise analysis
it is possible to recommend the application of Market-Based Valuation or in other words Relative
Valuation in the combination with Bond Pricing Model. This is the best choice, but only in case there
is some comparable bank or comparable transaction available. In the opposite case it is possible to
recommend the application of theincome approach based on DDM or DCFEin the combination with
Bond Pricing Model or with Excess Return Model. Asset-Based Valuation could be used in case
of valuation of different type of bank’s asset or in case of the valuation for accounting or tax
purposes. The most important problem lies also in the identification of the coefficient beta that
oscillates in case of the large maturity banks according to the “magic one”.
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1. Introduction

The valuation standards for banks represent some basic instructions how to act, but they
maintain the application of a subjective approach, especially when it comes to the risk
evaluation, the estimation ofthe future market potential and so forth. These valuation standards
are not for the time being codified rules such as the valuation standards for different types
of assets and International (2011) or European (2016) Valuation Standards state only some
common approaches for the income valuation, the relative valuation and for the identification
of the discount interest rate by the process of valuation of some entrepreneurial unit. These
standards for banks are the same as for the different types of assets and they are developed
within the “meaning of best practice” and the same is as in the case of different types
of assets “as the results of trials and errors with the real transactions” (Krabec, 2014,
p. 533). The principles of these rules of conduct come into existence from the economic
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theory that according to the Hayek (1994) enables to avoid conflicts and eliminates some
sources of mistakes and doubts. Also according to Hayek (1994) the uncertainty cannot be
eliminated entirely. This corresponds to the above-mentioned subjective approach to risk
valuation or to the estimation of the future market potential. There were also great differences
among different valuation assessments in the process of the valuation of the same bank by
the different appraisals or appraisal companies and this situation must be eliminated by
some valuation standardization for commercials banks.

So this article focuses on the bank valuation standards as some recommended steps how to
evaluate some concrete commercial bank on the basis of mainly the market value which reflects
some expectations of the average market’s participants. This market value could be identified by
some objective steps and also by some subjective decisions of the concrete appraisal.

Three most important approaches are known for the purpose of the valuation of the
enterprises; the income valuation, the market-comparison valuation and the asset-based
valuation. Are these methods suitable also for banks? The asset-based valuation is only
the subsidiary method of valuation, but it could be easier than in case of the traditional
enterprises because most items of the property of banks are valued in real (fair) values
and it is not necessary to adjust them for their real equivalent. But this method is suitable
only for the purpose of the valuation for accounting and tax purposes and not for
the valuation of banks as whole companies. But the value of banks” assets could be useful
also for the methods of the so called Obligation Pricing Model that will be analysed later.
The market-based method which is often called as Relative Valuation can be used in a
similar way as in case of the traditional enterprises if it is found some comparable bank
or some comparable transaction. The income approach is the most important approach to
the valuation of the enterprises and in case of banks the situation is the same. The income
valuation in fact is the only valuation which takes into account the future potential
of the institution being valued. But traditional enterprises are usually valued by the free
cash flow method which is not suitable for the financial institutions that administer also
money of their clients and have above mentioned great indebtedness and so free cash flow
equity could be the better solution.

The problem of the identification of the valuation standards for the banks lies
in the fact that there are relatively very limited different opinions and publications to
this problem in the Czech Republic as well as abroad. If there are some approaches it is
necessary to judge them and to show their strengths and weaknesses and their possible
application in practice. So the aim of this article is to elaborate and research of the different
published opinions to the bank valuation and to analyse and judge of their use in practice.
The methodology used would be based on some analysis of these previous opinions, on their
comparison and in conclusion on the final synthesis which could lead to the judgement if
the valuation standards for the banks companies do matter.

2. Different Model Approaches to the Valuation of Banks

Firstly, only common and basic information about this problem was presented. Miller
(1995) offers only some description concerning the application of the valuation methods
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for enterprises on banks. These valuation methods are the income approach, the asset-based
approach and the market-based approach.

The income approach is analysed only for the purpose of the local banks without some
investment activities and only the stabilized level of income and the discounted future income
method are available. The process of planning is based on the projection of the future income
levels or using “time series equations to forecast components of total income of business”
(Miller, 1995, p. 35). As the alternative Miller (1995) offers dividend capitalization model
that is based on the expected dividends. According to Miller (1995, p. 43) this model can
be used for banks which “does not pay dividends, but has the financial capacity to do so”.
The dividend capacity concept plays according to Miller (1995, p.44) very important role
in case of the valuation of “banks for the acquisition purposes”.

Some relatively very interesting information was published by Miller (1995) in case
of using assets-based method where the special methods for some specific intangible bank
assets are presented. They are mainly the methods concerning the valuation of the so called
“core deposits” that represent some stable amount of deposits which are available for the bank
as the most important financial source. These methods are the cost savings approach and
the future income approach (Miller, 1995). The first approach is based on the span between
the costs associated with the core deposits and the costs of the alternative financial sources
available (Miller, 1995). The second one is then based on the identification of the net future
incomes that are possible realized by investing these core deposits. But the importance
of the so called “core deposits” is very strongly decreasing because the alternative financial
sources are cheap nowadays and the above mentioned span is very low or zero.

Rezaee (2001) extended the knowledge about the valuation of the banks and conside-
rably elaborated some basic methods for the bank valuation such as income approach, market-
based approach and asset-based approach.

In case of the income approach Rezaee (2001) presents the same possibilities as Miller
(2001), buton the more elaborated level with some more detailed identification of the Discounted
Future Income Method and Dividend Capitalization Model. Also the valuation of different
types of bank assets and liabilities is elaborated in detail. For example the recommended
techniques for the identification of the measuring of the life period of intangible assets are by
Rezaee (2001) analysed.

Some very interesting part of the Rezaee (2001) publication is the analysis of the com-
plications that could arise in case of valuation of the real world’s bank. Rezaee (2001, p. 215)
presents as the most important problems “bank experiencing recent losses, banks with
uncertain future loan loss exposure, highly leveraged banks and initial public offering”.
Although Rezaee’s publication is relatively old, some information is very topical, for example
the valuation of bank with some recent losses or banks with uncertain future loan exposure.
This is also the actual situation mainly in case of banks in Italy and Spain. Rezace (2001) offers
the valuation of bank with losses on the base of net assets value or on the base of the income
approach, but only if some restructuring is possible and new income can be realized.

Damodaran (2012) offers Dividend Discount Model, Excess Return Model, relative
valuation and assets-based valuation. The dividend discount model and the excess return
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model are both based on earnings and not on cash flows. Damodaran (2012, p. 596) argues
that “banks have little or none net capital expenditure needs and that there is practically
no working capital”. If there is possible to estimate some future dividend payments it is
possible to use traditional model with cost of equity and expected growth rate in perpetuity.
The excess return model has the following form:

Value of Equity = Equity Capital Invested Currently + Present Value
of Expected Excess Returns to Equity Investors. )

Relative Valuation is based by the two important multipliers, traditional P/E ratio and Price-
to Book-Value Ratio. The assets-based valuation is principle based on the net assets value
where it is necessary to evaluate the bank assets including the different types of bank’s
securities.

Schoon (2012) offers two basic bank valuation models, Residual Income Valuation
Model and the Continuing Value. The Residual Income Valuation Model is derived from
Equation 2 (Schoon, 2012, p. 20):

» E, [Earnings,- —(Ve x Bf )]

Ve=B+ _ : )
! [:z,;ﬂ a+r)
where Bf book value of a bank per share at time ¢,
E, expectation based on information available at time ¢,
Earnings, earnings for period i,
r, required return of equity capital,
i period,
t time.
The Continuing Value could be derived from Equation 3 (Schoon, 2012, p. 21):
RI,x(1+g)
» E | Earnings, —(r, x B r -
Vte:Bte_"_z [|: i( [):I (e gz (3)
i=t+1 (1+Ve) (l+re)
where By book value of a bank per share at time ¢,
E, expectation based on information available at time ¢,
Earnings, earnings for period i,
r, required return of equity capital,
i period,
t time,
RI, residual income at the end of the 3 years,
g the expected long term growth rate.

Equation 3 shows that the real period for the income planning is stated for the period
of 3 years, whereas the common habitual practice in the process of valuation is 5 years.
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Also the very interesting thing emerging from the above-mentioned equations is the fact
that the final valuation of the bank is the combination of the book value (net assets value)
and the income approach. Equation 3 is made up of three addends where the first represents
the book value, the second residual value and the third the continuing value on the going-
concern principle. This model uses in case of the income approach earnings. There are also
the different theories that for the purpose of the income valuation recommends the cash flow
as in case of traditional enterprises.

Coppeland, Koller and Murrin (2000) define this cash flow as the cash from
the operations and the sources reduced by their usage.

Cash flow from the operations = interest incomes + fees incomes —

interests costs — depreciation — taxes, 4)

Sources = gross due loans — depreciations in cash, %)

Usage = the new loans + the increase of bank’s securities + the increase of reserves —
the decrease of deposits — the decrease of external debt — the repurchase of assets. (6)

Some critical review was presented also by Deev (2011) by summarizing the advantages and
disadvantages of the basic valuation approaches such as the income approach, the market-
based approach, the assets-based approach and contingent claim valuation. The results
of his critical review show that the methodology of bank valuation is significantly difficult
and insufficiently studied. Deev (2011) also mentions some problems with the financial
crisis and its negative influence on the bank valuation and also the problems with
the application of the income method and the market-based method in the emerging markets
due to the lack of market information.

An Empirical Comparison of Intrinsic Valuation Methods was published by Leister
(2015) where the comparison of the market value and intrinsic value was realized.
Leister (2015) accepts for the income approach the valuation based on the two-stage
dividend discount model and for relative valuation the multipliers P/E ratio and P/BV
ratio. Also Excess Return Model could be considered by Leister (2015) as an acceptable
solution for the bank valuation. The most important contribution of Leister (2015) was
the comparison of the market value of chosen banks within the European Union and
the intrinsic values calculated by the different methods. His conclusion shows that “no
model is superior over another” and that “some valuations methods seem to have a higher
explanatory power than for others”. According to Leister (2015) Discounted Dividend
Approach relatively the most reflected the stock price, but, on the other hand, this approach
is not suitable for the banks with the impact of financial crisis that did not generate profit
and did not pay dividend.

The most interested study presented Titko and Lace (2012) that develop a mathematical
model as an alternative to existing company s valuation models. This alternation was chosen
because in case of using the traditional present value of expected dividend it is necessary
to predict “value of future dividends using retrospective information”. Also the great
problem occurs if banks do not pay dividends or pay dividends irregularly. The models
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values were finally compared to the real value of banks based on average P/B ratios. Titko
and Lace (2012) selected the indicators from the analytical reports of European Central
Bank, International Monetary Fund and Financial and Capital Market Commission. Indices
for the correlation analysis were divided into five groups of ratios where the first group
was represented by profitability and efficiency indices, the second group by income and
cash flow statement indices, the third by balance sheet indices, the forth by assets quality
and the fifth by capital adequacy. The research of Titko and Lace (2012) was conducted
by the previous study of Titko and Kozlovskis (2011). As the most valuable factors were
identified by Titko and Lace (2012) return on assets, return on equity, non-performing loans
to total loans, provisions and provisions to loans, interest income to interest expenses, net
interest income to total income and cost-to-income ratio. The authors (Titko and Lace,
2012) using different combination of variables developed 23 variants of a model in total
and used financial indices from Latvian banks” reports of 2010. The optimal model was
expressed by Equation 7 (Titko and Lace, 2012):

Bank Value = 2,038 x provisions of doubtful loans + 3,693 x net interest income.  (7)

According to Titko and Lace (2012) “R-squared of the model is equal to 0.922, indicating
that 92.2% of the variability in the bank value is explained by this model”. Finally, the very
interesting information was published by Titko and Lace (2012) by comparing the values
of the chosen Latvian banks calculated by this model to the values calculated on the basis
of the traditional P/E ratio. I am afraid there were identified a relatively great differences
between both approaches where for example according to Titko and Lace (2012) in case
of seven banks estimated value and market data exceeds 50% and even in three cases
exceeds 80%. So it points out that despite a relatively great statistical significance
the offered model does not provide reliable results and so it is not possible to use them
for the practice of commercial banks valuation. Maybe the period of five years was not
sufficiently long and may be the negative role plays also the fact that the time period also
involved two years of financial crisis. And also according to the view of the author of this
article it is not possible to identify in real practice the value of the concrete commercial
bank only according to the two factors (provisions and net interest income) otherwise they
are relatively very important.

The most elaborated and relatively new procedure of commercial banks valuation was
described by Massari, Gianfrate and Zanetti (2014). They offer the possibility of the income
valuation, relative valuation and assets-based valuation. Discounted Returns Models are
offered by Massari, Gianfrate and Zanetti (2014, p. 107) in three versions: Dividend
Discounted Model, Discounted Cash Flow to Equity Model and Excess Return Model.

Dividend Discounted Model is based on the value of shares which depends
on the expected dividends the shareholders will receive in future (Massari, Gianfrate and
Zanetti, 2014, p. 111). This approach has three modifications, one-stage Gordon Growth
Model, Two-Stages Growth Model and Year-by-Year Growth Models. These models
differ in the number of periods which could be solved and in the estimation of g (expected
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growth) for these different periods. This approach exits, broadly speaking, also in case
of the nonfinancial companies.

Discounted Cash Flow to Equity Model represents some modification of the FCFE
model for nonfinancial companies where there are two the most important differences.
Firstly “financing and investments are key elements of bank core activity and cannot be
effectively disentangled from the bank's comprehensive income” (Massari, Gianfrate and
Zanetti, 2014, p. 118). Secondly according to Massari, Gianfrate and Zanetti (2014, p. 118)
it is necessary to take into consideration the fact that they are regulatory capital requirements
that could be retained by the bank and cannot be distributed for the shareholders. But
this argumentation is very arguable because according to the author’s view the capital
requirements in the contemporary banks highly exceed the capital requirements not only
according to the Basle 11, but also according to the Basle III.

Excess Return Model is based on Equation 8 Massari, Gianfrate and Zanetti (2014, p. 121):

EquityValue, = Equity Capital, + iExcLRetturnl > (®)
t=1 (1 +k e )
where &, the cost of equity,
t relevant year.

Excess Return is defined according to Massari, Gianfrate and Zanetti (2014, p. 121):

Excess Return, = (ROE, — k) x Equity Capital, = 9
= Net Income,— (k, x Equity Capital, ) .

For the purpose of income valuation the identification of cost of equity is necessary.
Massari, Gianfrate and Zanetti (2014, p. 108) offer the traditional CAPM, but the very
interesting thing is their coefficient 3 identification. The discussion about the convergence
of this coefficient to the value of 1.00 is well known and this identification is presented
in the following way (Massari, Gianfrate and Zanetti (2014, p. 110):

Adjusted beta = Observed beta x 0.67 +1.00 x 0.33 . (10)

This approach is based on the previous research provided by Blume (1975), but this research
is relatively very old and for that reason not so acceptable. But this formula is in practice
not bank-specific and is generally accepted also in different cases, for example in financial
software such as Bloomberg.

The market-based valuation, called by Massari, Gianfrate and Zanetti (2014) “Relative
Valuation” is based on the same principles as it is in case of nonfinancial institutions.
Market multiples are mainly P/E and P/BV (book value) that are used also for nonfinancial
institutions. It is offered also some “indirect multiples” (Massari, Gianfrate and Zanetti,
2014, p. 107) such as P/Revenues and P/Deposits, but their use is also very arguable.

Also some important information could be the considerations by Massari, Gianfrate
and Zanetti (2014) concerning the type of approaches used for the final bank’s valuation.
They mentioned (2014, p.143) that it is useful to value separately each business and then to

Prague Economic Papers, 2018, 27(5), 541-553, https://doi.org/10.18267/j.pep.661




identify the final value of bank by the sum of all the businesses. For the commercial banking
valuation the income approach represented by DCFE is recommended, for the investment
banking relative valuation by the use of the P/E multiple and for the asset management then
P/AUM valuation (Massari, Gianfrate and Zanetti, 2014, p. 144).

Finally it is possible to highlight that the approach of Massari, Gianfrate and Zanetti
(2014) is to date the more complex and sophisticated view concerning commercial banks
valuation otherwise some minor remarks can emerge.

Hrdy (2011) recommends the method known from practice as Bond Pricing Model
that is represented by the combination of the income and property method. It is based
on Equation 11 (Hrdy, 2011):

MV:EXNAV, (11)
COE
where MV market value of the financial institution (bank),
ROE  return on equity,
COE cost of equity,
NAV  adjusted net value of assets (market value of assets — liabilities).

This model is mainly suitable for the commercial banks valuation. The advantage
of this method lies in a relatively easy way to identify the entry data, but this method
in comparison with the traditional income approach does not take into account the future
potential of the commercial bank being valued and so the results by using of this method are
lesser than in case of using the income method. The income method is represented by Hrdy
(2011) by two phase method based on the removable net profit or the dividend potential.

As the most interesting could be the identification of the discount interest rate for
the income approach of valuation, mainly the identification of the coefficient beta in case
of using CAPM. This coefficient is very often recommended for the larger and maturity
banks equals to one (Damodaran, 2009), but in practise the situation is relatively more
complicated. The most important fact that is necessary to take into account is relatively
large differences between beta coefficient of the commercial activity and beta coefficient
from the investment activity. There are also some studies concerning coefficient beta, for
example Stever (2007, p. 238) that provides evidence that “beta riskiness rather than
leverage affects bank beta”. King (2009, p. 72) proved that beta coefficient is declining
which is explained by the “lower covariance by bank stock returns with market returns”.

The process of commercial banks valuation is also determined by the risk management
that can influence the real value of bank assets, by the identification of the above mentioned
discount interest rate and also by CAR (Capital Adequacy Ratio). This possible allocation to
Capital Adequacy Ratio must be deducted from the net income. But under the conditions
of the Czech commercial banks it is outside the reality because their ratio is about 17% and
the requirements are only 8%. Either the new future requirements according to the Basel
III cannot influence this situation because 13% is also less than 17%. The other situation is
in Europe where some banks have relatively a lot of problems and according to Sttorové
and Teply (2014, p.158) “the impact of the Basel III regulation on the value of bank shares
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will probably be perceived negatively by the market, which could be reflected in a drop
in the market value of the shares of the observed banks”. From the general point of view
the Basle III regulation including CAR could lead in to a drop in the market value of Czech
banks, because of some incremental costs and because of some complicated process
of the implementation of the new rules. Some specific problems were also with NSFR.

3. Recommended Valuation Approaches

There are some above mentioned approaches and models for the commercial banks
valuation, but for the final identificatication of the recommended valuation standards it is
necessary to solve some crucial problems.

The first problem consits in identifying the fact if some models or individual methods
could be recomended for the final valuation of the commercial bank. The experiences
of Titko and Lace (2012) and Leister (2015) show that some individual models derived
from individual empirical studies are not suitable for the final valuation because they were
identified under some concrete conditions and for some specifics conditions. The study
of Titko and Lace (2012) even confirmed that either for some concrete purpose such as
the valuation of Lithuanian banks is not the empirical model suitable. Let’s be not mistaken
that the names “model” are used in different approaches, for example Excess Return
Model by Massari, Gianfrate and Zanetti (2014) or by Damodaran (2012) or The Residual
Income Valuation Model according Schoon (2011). These models are in reality some
sophisticated approaches that can be used for the valuation of universal commercial
bank. The solution to the first problem so lies in the valuation of bank by some individual
approaches chosen by the appraisal. Marik (2011, p. 423) states that “in practice the rule is
acceptated at least two methods of valuation to use”. There is no reason to use some different
practices for the commercial banks valuation. The problem lies in the identification of some
suitable method that could be used for the commercial banks valuation. All approaches,
the income approach, the relative or market-based approach and also asset-based approach
are suitable, but each for some different situations. The asset-based approach is suitable
for the valuation of some part of the bank or some concrete asset or for the accounting or
tax purpose. The market-based or relative valuation is convenient when some comparable
banks or transactions are available. The income approach is very demanding for the stategic
analysis and for the final financial plan, but, on the other hand, the most testifying because
it takes into account the future potential of the bank being evaluated. Because there were
before mentioned great differences among different valuation assessments in the process
of the valuation of the same bank by the different appraisals or appraisal companies,
Bond Pricing Model could be very suitable as one of the method chosen because it could
be so fixed to the lower boundary of the valuation and also some concrete figure where
approximately the value can be find. Bond Pricing Model could be than completed by some
income method that can take into consideration the future potential of evaluated bank.

The second problem lies in the identification of some income methods which could
be suitable for the realization of the income approach. The method FCFF (Free Cash Flow
Firm) that is very often recommended for the traditional enterprises and that is recommended
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in some adjusted form by Coppeland, Murrin and Koller (2000) can be eliminated because
it does not correspond to the specific of the commercial banks mainly to the only marginal
position of the cash flow statement in banks” accounting. Then it is necessary to identify if
FCFE (Free Cash Flow Equity) recommended by Rezaee (2001) or by Damodaran (2012)
or by Massari, Gianfrate and Zanetti (2014) or Leister (2015) or Discounted Dividend
Model (DMM) recommended by Miller (1996) or by Massari, Gianfrate and Zanetti (2014)
or by Leister (2015) or dividend potential (net removable income) by Hrdy (2011) or Excess
Return Model recommended by Damodaran (2012) or by Massari, Gianfrate and Zanetti
(2014) are acceptable for the practice of the commercial banks valuation.

FCFE method could be applicable if some specifics of the commercial banks could
be strictly taking into account. DDM method works with some expected dividends and
this approach can be used only in case of prosperous banks as recommended for example
by Leister (2015) or indirectly by Titko and Lace (2012). For that reason it could be more
reasonable the so called dividend potential recommended by Hrdy (2011) that considers
future dividends that can be at the most paid. On the other hand, the very arguable question is
the name “net removable income = dividend potential” published by Hrdy (2011) because
this net removable income is identified from the adjusted planned profit and loss statement
and not on the base of FCFE. So the approach by Hrdy (2011) is a bit closer to DDM model
despite there is a dividend potential and not real dividend according to DDM approach and
is much more close to Miller’s (1995) approach.

The most important and very interesting method is the so called Excess Return Model
that is presented for example by Massari, Gianfrate and Zanetti (2014) or by Damodaran
(2012). It is in reality the approach that consists of the two parts. The first is represented by
the value of capital invested by the owners of bank and the other by so called excess return
that was defined in previous text. This approach is relatively very close to Bond Pricing
Model presented by Hrdy (2011) because it works with return on equity and cost of equity.
So the excess here means the difference between both items and in case both items are
equal than the value of commercial bank equals the value of equity. It is very similar to
the situation in case of Bond Pricing Model because in this case the value of bank equals to
net assets value that is defined as the difference between assets value and value of liabilities.
So Excess Return Model could be used instead of Bond Pricing Model as some lower
boundary of valuation.

The third problem lies in the identification of the discount interest rate for the income
valuation approach. Almost all the approaches came to an agreement that it is necessary
to use the cost of equity. The problem consists of the identification of this cost. There are
some possibilities such as dividend growth model or CAMP or modular approach. All
the approaches are in reality acceptable and they depend on some concrete conditions and
possibilities that are for the appraisal available. The most interesting part of this problem
is the identification of the beta coefficient. The most important question is represented by
the decision if to identify this coefficient with difficulties or if to choose the so called “magic
one”. As it can be derived from Damodaran approaches (2009 and 2012) the magic one is
suitable to use only if there is a stable mature commercial bank on some stable market. Also
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some very important role plays the share of investment and commercial activity because
coefficient beta is higher for the investment activity that for the strictly commercial activity.
For that reason it could be recommended the approach by Hrdy (2012) that proposed
Equation 12:

B =P xP+fx(1-P), (12)

where f  final coefficient beta,
B, coefficient beta for investment activity,
B, coefficient beta for commercial activity,
P share of the commercial activity on the total incomes of bank.

The forth problem lies in the choice of the best multiplier in case of using relative
valuation or market-based valuation. The first problem is to choose some suitable bank
or transaction, of course, but in case of success it is necessary to use just right multiplier.
The most used is the traditional multiplier P/E (Price/Earnings Ratio) that was used also by
Titko and Lace (2012) and is recommended also by Rezaee (2001), by Damodaran (2012),
by Hrdy (2011) and by Massari, Gianfrate and Zanetti (2014). The same authors recommend
also the traditional multiplier M/B (Market to Book Value Ratio). The very debatable could
be also the next multipliers, for example some offered by Massari, Gianfrate and Zanetti
(2014) Price/Revenues and Price/Deposits. But finally it is possible to recommend as it
is in case of the traditional enterprises to use more multipliers and to identify their final
average value.

4, Conclusion

This article focussed on the bank valuation standards as some recommended steps how to
evaluate some concrete commercial bank on the basis of mainly the market value which
reflects some expectations of the average market’s participants. This market value could
be identified by some objective steps and also by some subjective decisions of the concrete
appraisal. Different published opinions to the commercial banks valuation were elaborated,
researched, analysed and their use in practice was judged.

It was stated that some basic valuation approaches such as the income approach,
the market-based approach and the asset-based approach used for traditional entreprises
valuation are recommended also for commercial banks valuation, but it is necessary to
adjust them according to some specifics of banks. The problems lie in the fact that there
are relatively few opinions and theories concerning the valuation of banks and that they are
great differences among different appraisals of the same commercial bank being valued.

So the approaches by Miller (1995), by Rezaee (2001), by Copeland, Koller and
Murrin (2000), by Hrdy (2011), by Damodaran (2012), by Schoon (2012), by Massari,
Gianfrate and Zanetti (2014) and by Leister (2015) and the practical studies by Deev (2011)
and Titko and Lace (2012) were analysed and evaluated.

It was proved that some special and individual models for commercial banks
valuation were not suitable and that it is necessary to use some individual method
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in the convenient combination. In case of Income Approach FCE method as well as
the approach by Copeland, Koller and Murrin (2000) was refused and DDM and FCFE
methods were recommended in combination with Bond Pricing Model or Excess Return
Model. The problem of the identification of the of the discount interest rate was also
analysed and CAPM method was recommended. The most important problem lies also
in the identification of the coefficient beta that oscillates in case of the large maturity banks
according to the “magic one”. For that reason the approach presented by Hrdy (2011) where
“the magic one” was adjusted by the type of bank and also by the type of market could be
suitable.

In conclusion it is possible to recommend the application of the market-based
valuation or in other words Relative Valuation in the combination with Bond Pricing
Model. This is the best choice, but only in case there is some comparable bank or
comparable transaction available. In the opposite case it is possible to recommend
the application of Income Approach based on DDM or DCFE in the combination with Bond
Pricing Model or with Excess Return Model. This combination is also very often used
in practise of the commercial banks valuation by different appraisals in the Czech Republic.
But it is very complicated to obtain some concrete data about practical use of the different
methods of Czech appraisals, because it is the object of the trade secret. In general
in the world market-based valuation is used if there is a relatively developed market with a
lot of necessary information and comparable banks or comparable transactions. Asset-based
valuation could be used in case of valuation of different type of bank’s asset or in case
of the valuation for accounting or tax purposes.
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