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ABSTRACT

This Bachelor Thesis provides comparative financial statement analyses of the three
banks operating in Finland: Nordea, Danske Bank and OP. The goal of the paper is to analyze
companies’ financial reports and find the areas where they are performing well and on the other
hand areas where their performance is poor. The research is based on the financial data of the
three banks in question and on the financial ratio analysis among the banks. Key points of the
Bachelor Thesis are companies balance sheets, income statements, cash flow statements and
the financial ratios based on information gathered from companies’ financial data. When
analyzing data from the company it is important to keep in mind the industry in where they

operate.

financial analysis, balance sheet, income statement, cash flow statement, ratios



INTRODUCTION

Bachelor Thesis is focusing on the comparative financial analysis of the companies
Nordea Bank Finland Plc, Danske Bank Plc and OP Financial Group it is important to analyze
companies’ performance among each other to discover differences in their operations and
reasons behind them. Comparing is also vital in order to find possible red flags in companies’
performance now and in the future. Goal is to find solutions to the possible areas of weakness
for each company. Comparative financial analysis of the banks is also important because of the
events in the banking industry during recent years.

The Objective of the Bachelor Thesis is to discover differences among companies’
operations and what kind of influence those differences have on the companies’ performances.
How has one company been able to generate bigger profits in some area than other’s and on the
other hand why is one company performing worse than other companies? How companies use
of their assets and equity among each other differs and what are the consequences of it? What
is the future of the industry and how has the companies prepared for the possible changes in the
bank industry’s future in order to grow profitability or at least maintain profitability?

Comparative financial statement analysis is done by studying 2015-2016 financial
data’s of the companies Nordea Suomi (Nordea Bank Finland Plc), Danske Pankki Suomi
(Danske Bank Plc) and OP Finanssiryhmé (OP Financial Group), comparing financial data
among companies using different analyzing tools such as ratio analysis to find differences
among companies and reasons for the them. Assumptions for the Bachelor thesis are that banks
financial statements will look pretty much similar to each other and the possible differences in
the financial statements are caused by poor operational standards of a company.

The rest of the Bachelor Thesis is organized as follows. Chapter 1 contains theoretical
framework of the comparative financial statement analysis and reasons for its importance in the
business field. Chapter 2contains overview of the banking industry and history of the banks

chosen to be financially analyzed among each other. Chapter 3 contains overview of Nordea



Finland Plc its income statements 2015-2016, balance sheets 2015-2016, cash flow statements
2015-2016 and their short analysis. Secondly chapter contains overview of Danske Bank Plc
its income statements 2015-2016, balance sheets 2015-2016, cash flow statements 2015-2016
and their short analysis. Last part of the chapter consists of overview of OP Financial Group its
income statements 2015-2016, balance sheets 2015-2016, cash flow statements 2015-2016 and
their short analysis. Chapter 4 consists of the financial analysis among companies using ratio
analysis and cash flow analysis. At first the view is on liquidity ratio analysis and comparison
among the companies. Second part of the chapter consist of coverage ratio analysis and
comparison among the companies. Third part of the chapter concentrates on profitability ratio
analysis and comparison among the companies. Fourth part of the chapter consists of the cash
flow analysis among the companies. Final part of the chapter consists of the future analysis of

the companies based on the financial analysis of the companies and conclusion of the chapter.



1. FINANCIAL STATEMENT ANALYSIS

Financial statement analysis is important for many reasons and for many people.” The
skills of financial analysis are important to a wide range of people, including investors,
creditors, and regulators. But nowhere are they more important than within the company.
Regardless of functional specialty or company size, managers who possess these skills are able
to diagnose their firm’s ills, prescribe useful remedies, and anticipate the financial
consequences of their actions.” (Higgins 2001, 3). Financial analysis is vital for the company
itself because analysis tells companies how they are performing in different areas of the
business like liquidity which measures company’s ability to pay its debts or activity which
measures company s ability to convert inventory and receivables into cash. Companies can also
predict future trends and performance based on the past years financial analysis. Companies
know better in which areas to focus on more or even if some areas of business aren’t performing
well enough and they should be considered to be changed or dropped out completely from
companies’ operations.

Financial statement analysis is an important tool also for many people outside the
company, including possible investors, creditors and regulators of the company. Analysis for
investors and creditors is important because they are looking for profits for their selves and in
order to maintain highest possible profits investors and creditors are looking for possible red
flags in the companies’ financial performance. Companies itself recognize the importance of
investors and creditors for them and often include some key factors in their financial statements.
Accounting and reporting is also strictly regulated by law (accounting law) and therefore it is
possible to compare companies among each other because data can be considered reliable and
in case numbers are misleading companies will be legally responsible for those mistakes.

Financial statement analysis is usually based on three main sources for data: balance
sheet, income statement and cash flow statement. Balance sheet (statement of financial

position) reports the categories and amounts of assets (firm resources), liabilities (claims on



those resources), and stockholders’ equity at specific points in time. (White et al. 1997,69)
Balance sheet consists companies’ assets, liabilities and shareholders’ equity, these are divided
into two sides which equal each other assets side and liabilities + shareholders’ equity side
meaning that companies assets are acquired with shareholders’ equity or with companies’
liabilities. Assets expected to be converted to cash or used within one year (or one operating
cycle, if longer than one year) are classified as current assets. Current liabilities include
obligations the firm expects to settle within one year (or one operating cycle, if longer). Assets
expected to provide benefits and services over periods exceeding one year and liabilities to be
repaid after one year are classified as long-term assets and liabilities. (White et al. 1997, 69)
Assets and liabilities are divided into long-term and short-term sections because it helps
companies and others to see how companies’ operations work in short-term or in the long-term.
Shareholders” equity measures the net value of the company meaning that in case all the assets
of the company would be liquidated and debts paid how much money would the shareholders’
get from those operations.

Goal of the income statement is to summarize how the accounting periods income has
been generated (Accounting act 1336/1997). Income statement is divided into two sections
operating and non-operating. Operating part shows companies expenses and revenues which
are from companies’ normal business transactions. Non-operating part of the income statement
shows companies’ expenses and revenues from operations that are not normal for the company
for example clothing company sells one of its stores, these gains are listed as non-operating
profits. Income statement shows company’s revenues, expenses and income which is the
difference between revenues and expenses. Revenue is the amount of money companies get
selling their products or services. Expenses are costs that companies have when they are doing
business to earn revenues. Income is the amount of money that company gets profit from its
business operations.

The statement of cash flows reports cash receipts and payments in the period of their
occurrence, classified as to operating, investing and financing activities. It also provides
supplementary disclosures about noncash investing and financing activities (White et al.
1997,19). Cash flow statement shows the difference between money coming in to the company
and money going out of the company in some specific period of time. Cash receipts are money
that company receives during the certain time period. Cash payments are money that company

pays out while doing business during the certain time period. All three sources of financial



analysis data are usually reported annually or quarterly so that periods performance can be

easily compared to each other and see the possible changes that have happened.

Table 1.1 Structure of the Bachelor Thesis Financial Statement Analysis

Financial Analysis
Statement

Horizontal Analysis Ratio Analysis

Source: Compiled by author

Horizontal analysis is the analysis of different time periods inside the company or
among different companies’, ratio analysis is the analysis of different ratios like profitability
ratios or solvency ratios inside the company among the years in question or among the
companies in question.

Financial analysis of the company concentrates on financial ratios based on income
statement and balance sheet as well as to analysis of the cash flow statement. Analysis consists
of past performance, future performance and comparative performance analysis of the
company. (Kieso et al. 2011, 1351) posits that “in analyzing financial statement data, analysts
use various devices to bring out the comparative and relative significance of the financial
information presented. These devices include ratio analysis, comparative analysis, percentage
analysis, and examination of related data. Ratio analysis presents vital information about
company’s performance, but calculated ratios on their own are useless in case we don’t have
any information to compare them to. Past performance analysis compares company’s own
historical data to their current data and gives information about how company’s performance
has changed. Comparative analysis measures company’s performance against other companies
in the same industry and gives that company vital information about their financial performance

and capabilities in the industry.



Ratios can be organized to categories based on the performance measures they concentrate on.
Short-term solvency ratios as a group are intended to provide information about a firm’s
liquidity, and these ratios are sometimes called liquidity measures (Ross et al. 2015, 57)
Liquidity ratios include for example cash ratio which measures total cash and cash equivalents
compared to current liabilities and accounts receivable to working capital which measures
company’s receivables compared to current assets minus current liabilities. These ratios give a
lot of information to outsiders that consider financing the company. Second category, long-term
solvency ratios are intended to address the firm’s long-term ability to meet its obligations, or,
more generally, its financial leverage (Ibid.). Long-term solvency ratios include for example
debt-equity ratio which compares company’s total liabilities to total equity and equity multiplier
which measures the ratio between total assets and total equity. Third category, activity ratios
describe the relationship between the firm’s level of operations (usually defined as sales) and
the assets needed to sustain operating activities. (White et al. 1997, 151). Activity ratios include
for example inventory turnover which measures cost of goods sold to average inventory and
payables turnover which measures the purchases compared to the average accounts payable.
Profitability ratios measures of the degree of success or failure of a given company or division
for a given period of time (Ross et al. 2015, 57.). Profitability ratios include for example
earnings per share which is the ratio between net income and shares outstanding, and profit
margin ratio which is the ratio between net income and net sales. Shareholders and investors
are especially interested in companies’ profitability ratios because they are looking for
opportunities to gain profit for their investments and these ratios are the easiest way to evaluate
company’s performance.

Financial ratios are important measures of the company’s performance and different
ratio groups are interested in different areas of the company’s performance but altogether it is
important to pay attention to the big picture of the company when making financial decisions.
Even though financial analysis is done by analyzing old data of the company and comparing it
to old data of other companies, the future performance and financial improvement are main
reasons that financial analysis is done and make a vital part of the company s ability to succeed
in business.

(Seppénen 2011, 53) suggests “Goal of the cash flow statement is to give information
about company’s actual payment transactions and cash flows. In order to have as useful

information as possible cash flow statement is formed from three key functions of the company:



cash flow from operations, cash flow from investing and cash flow from financing”. Cash flow
from operations is the main source of company’s cash received. Cash from operations is
generated internally. Cash flow from financing is the difference between cash received from
stock or debt issues and dividends paid or re-acquisition of debt/ stock. Cash flow from
investing means the purchases or sales of company’s capital assets. Capital expenditures is the

main part of investing cash flows and it shows how companies acquire assets for future.
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2. BANKS

2.1 Operations of banks

A bank is a financial intermediary that offers loans and deposits, and payment services.
(Casu et al. 2006, 4) Banks’ key source of revenue is the difference between banks interest
income from loans and interest expenses for deposits to the company. Banks are financial
intermediaries between savers and borrowers. Savers deposit money to banks and banks share
those deposits to borrowers. Banks operate in the middle of the borrowers and savers and work
to ease the gap between borrowers and savers needs and wants.

Banks bridge the gap between the needs of lenders and borrowers by performing a
transformation function (Casu et al. 2006, 5)

a) size transformation;

b) maturity transformation;

c) risk transformation.

Size transformation means that savers are usually willing to lend smaller amounts of money
than borrowers of the money usually need. Banks operate as intermediary and collect savings
from big number of savers to loan bigger amounts to fewer borrowers. Maturity transformation
means that banks for example transform deposits that are possible to withdraw anytime to loans
with longer duration like 20 years. Risk transformation means that individual borrowers have a
high risk of default and banks are able to minimize the risk of individual loans by diversifying
their investments, pooling risks, screening and monitoring borrowers and holding capital and
reserves as a buffer for unexpected losses. (Casu et al. 2006, 8)

Banks operations vary among each other because of their goals are different. Personal
banking is the normal banking for individuals offering for example savings banks and credit
unions. One banking sector is called private banking and it is meant for wealthier clients with
higher financial needs and wants. Third example of different styles of banks is the corporate

banking which is meant for companies and they deal with things that are related to companies.

11



Investment banking is one of the branches of banking and their operations include underwriting
of securities making markets for those securities and providing services to corporations.
Financial statement analysis is difficult to do between different industries because goals
usually differ as well as the means to achieve those goals. Banks operations and goals differ
among different banking sectors, meaning that getting reliable financial statement analysis

results, banks in question need to be concentrating on the same sector.

2.2 Nordea

Nordea Finland Plc is part of Nordea Bank AB and operates as its branch in Finland.
Nordea Bank AB was formed in 2001 after four major banks Nordbanken in Sweden, Merita
Bank in Finland, Unibank in Denmark and Christiania Bank og Kreditkasse in Norway merged.
Nordea Today is one of the largest universal banks in Europe and have around 11 million
customers, 30,000 employees and approximately 600 branch office locations. (Nordea, 2017/2)

Nordea Finland’s history starts in 1862 from the formation of the first commercial bank
in Finland, Union bank of Finland (Suomen Yhdys-pankki) in 1919 Bank merged with
Pohjoismaiden osakepankki and changed its name to Pohjoismaiden Yhdyspankki. In 1975
bank changed its name to Suomen Yhdyspankki and in 1986 bank merged with Helsingin
Osakepankki. Suomen Yhdyspankki merged with Kansallis-Osake-Pankki in 1995 and formed
Merita bank. In 1998 Swedish bank Nordbanken merged with Merita and formed Nordic Baltic
Holding corporation. (Nordea, 2017/2)

On 2 January 2017, we simplified our legal structure by changing our subsidiary banks
in Denmark, Finland and Norway into branches of the Swedish parent company, Nordea Bank
AB (publ), to better reflect the way we operate. The change from subsidiary banks into branches
was made in the form of three separate mergers. A simpler structure decreases complexity and
enables us to focus on delivering the best possible experiences to our customers. (Nordea,

2017/1)
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2.3 Danske Bank

Danske Bank in Finland is part of Danske Bank Group which started operating in 1871
in Denmark and nowadays it is one of the biggest operators in the bank sector with 19 000
banking professionals.

Danske Bank Group provides comprehensive banking services to private, business and
institutional customers all around Northern Europe. Danske Bank Group has around 3,8 million
personal customers. In Finland Danske Bank Group currently serve almost 1 million personal
customers and about 90 000 business and institutional customers. (Danske Bank, 2017/2)

Danske Bank Group operates in fifteen Northern European countries and groups
operations started in Finland after it acquired former Sampo Pankki Group from Finland in
2007 as a part of its corporation. Bank in Finland continued to operate under the name Sampo
Pankki.

Sampo Bank's operations started in 1887 with the Postal Savings Bank, which was
owned by the Finnish Government and accepted deposits from the public at post offices

The Postal Savings Bank, which operated as a state enterprise, was renamed Postipankki
in 1970. The bank became a state-owned limited company in 1988 and started to operate as a
full-service bank similar to private commercial banks. (Danske Bank, 2017/1)

Postipankki became Leonia Group after it merged with Finnish Export Credit in 1997.
Bank changed its name to Sampo Bank in 2001 after Sampo Insurance Company merged with
the company. Sampo Bank stayed as the name of the company to the year 2012 even though
company had been acquisitioned by Danske Bank A/S in 2007. (Ibid.)

Mandatum Bank joined the group in 2001. After the merger between Sampo and
Mandatum, Sampo Bank specialised in investments and savings. Sampo became the country's
leading investment-focused bank. Sampo started its banking business in Estonia after acquiring
Optiva Bank from the Estonian Central Bank in the summer of 2000. Sampo's banking business
in Lithuania started the same year with the acquisition of the entire stock of Lietuvos Vystymo
bankas. In Latvia, Sampo acquired Maras Banka in 2004. The Estonian bank is called AS
Sampo Pank, the Latvian bank is Sampo Banka AS and the Lithuanian bank is UAB Sampo
Bankas. Acquisition to Danske Bank Group in 2007. (Ibid.)

13



2.4 0P

Established in 1902, OP Financial Group is a cooperative financial services group
formed by independent cooperative banks and the Group's central cooperative with its
subsidiaries operating under the principle of joint and several liability.

OP Financial Group consists of 173 independent member cooperative banks as of 31
December 2016 and the central cooperative they own, OP Cooperative, with its subsidiaries
and affiliates. The Group’s operations are based on the cooperative principle — cooperation and
sharing the fruits of success with everyone. Based on its mission, OP Financial Group creates
sustainable prosperity, security and wellbeing for its owner-customers and in its operating

region by means of its strong capital base and efficiency. (OP, 2017/2)

Table 2.4 OP Financial Group Structure

Source: OP , 2017. Structure of OP Financial Group.

Banking is one of three components of OP Financial Group, additionally group handles
Non-life Insurance, and Wealth Management. Banking sector consists of independent deposit
banks which are located all over Finland and all of these banks have the same possibility to
influence the decisions made in the group because group operates with the principle that each
members vote has similar weight in the decision making.

In 1989 OKO Bank becomes a listed company. OKO receives around 60,000 new
shareholders when it organises an initial public offering and lists its shares on the Helsinki

Stock Exchange. 1991 A non-life insurance company is established in Estonia, which later
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becomes a Pohjola subsidiary, Seesam International.OP Financial Group becomes a financial
services group. It achieves the market leading position in almost all of its business areas. (OP,
2017/1)

2005 OP Bank Group becomes Pohjola Group Plc's largest shareholder. With the
historical significance for the Group, the transaction has been the largest ever done by OP Bank
Group which branches out into non-life insurance. As a result, OP Bank Group becomes the
leading financial services group in Finland. 2007 September sees the introduction of the
financial services group’s new name: OP-Pohjola Group. In March, OKO Bank plc is renamed
Pohjola Bank plc. 2014 OP-Pohjola makes a tender offer for all Pohjola Bank plc shares. It also
announces its plans to delist Pohjola shares and to become again a financial services group fully
owned by customers in terms of ownership structure. Currently, it provides its customers with
the most extensive and diversified range of banking, investment and insurance services. OP-
Pohjola constantly develops new, innovative financial services for the changing needs of

consumers. (Ibid.)
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3. FINANCIAL DATA

3.1 Nordea

3.1.1 Income statement

Table 3.1.1 Income statement Nordea Finland Plc 2015-2016(million euros)

2015 2016
Operating income
Interest income 1,268 1,042
Interest expense -478 -444
Net interest income 790 598
Fee and commission income 726 707
Fee and commission expense -648 -598
Net fee and commission income 78 109
Net result from items at fair value 1,254 1,141
profit from associated undertakings accounted for under
the equity method - -
Dividends 101 72
Other operating income 65 94
Total operating income 2,288 2,014
Operating expenses
General administrative expenses:
Staff costs -516 -484
Other expenses -389 -423
Depreciation, amortisation and impairment charges of
tangible and intangible assets -28 -26
Total operating expenses -933 -933
Profit before loan losses 1,355 1,081
Net loan losses -42 -41
Operating profit 1,313 1,040
Income tax expense =311 -189
Net profit for the year 1,002 851

Sources: Nordea Finland Plc Annual reports 2015-2016 Appendix 1

Nordea Finland Plc’s Income statements from 2015 and 2016 are presented in the table

3.1.1 above. The most important part of the table is the net profit for the year row because it

16



shows how much Nordea Finland Plc has actually made income during these two years. It can
be seen from the table that profits have dropped close to 15 percent from 2015 to 2016 so closer
look at the reasons is rational. There is no difference between total operating expenses because
even though company was able to decrease staff costs in 2016 their other expenses increased
and kept the total expenses as high as year before. Total operating income has decreased around
12 percent and results are in correlation with equally lower interest income. Company still
managed to gain more profits from fees and commissions in 2016. Income tax expense is
interestingly changed for the company because in 2015 tax rate was around 26,5 percent and in
2016 it was only around 18 percent. This is caused by the changes in the legal structure of the

company.

3.1.2 Balance sheet

Nordea Finland Plc’s balance sheet statements from 2015 and 2016 are presented in
table 3.1.2 below. Company’s assets as well as liabilities and equity has decreased from 2015
to 2016 over 20 percent and closer look at the balance sheet shows that there is no significant
change in the company’s equity but assets and liabilities have changed. Almost all company’s
asset classes have decreased but biggest reasons for those are the decreased loans to the central
banks which are close to zero now, loans to the public which decreased around 40 percent and
derivatives which decreased around 15 percent. Reason for decreased assets is the partial
demerger of the company in 2016. Deferred tax assets are also interestingly decreased in 2016
to zero.

Liabilities side of the balance sheet has decreases in same areas as assets, deposits by
credit institutions have decreased around 20 percent and deposits and borrowings from the
public around 10 percent, debt securities in issue almost 60 percent and derivatives around 15
percent because of the partial demerger of the company. Fair value changes of the hedged items
in portfolio hedge of interest rate risk account has interesting changes even though percentage
wise change is under percent of the total decrease but accounts total has decreased over 95

percent from 2015 to 2016.
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Table 3.1.2 Balance sheet Nordea Finland Plc 2015-2016(million euros)

Assets

Cash and balances with central banks
Loans to central banks

Loans to credit institutions

Loans to the public

Interest-bearing securities

Financial instruments pledged as collateral
Shares

Derivatives

Fair value changes of the hedged items in portfolio hedge
of

interest rate risk

Investments in group undertakings
Investments in associated undertakings
Intangible assets

Properties and equipment

Investment properties

Deferred tax assets

Current tax assets

Retirement benefit assets

Other assets

Prepaid expenses and accrued income
Total assets

Liabilities

Deposits by credit institutions
Deposits and borrowings from the public
Debt securities in issue

Derivatives

Fair value changes of the hedged items in portfolio hedge
of interest rate risk

Current tax liabilities

Other liabilities

Accrued expenses and prepaid income
Deferred tax liabilities

Provisions

Retirement benefit liabilities
Subordinated liabilities

Total liabilities

Equity

Share capital

Share premium reserve

Other reserves

Retained earnings

Total equity

Total liabilities and equity

Sources: Nordea Finland Plc Annual reports 2015-2016 Appendix 2

18

31 Dec 2015

32,613
5,129
33,507
94,063
30,143
4,627
2,019
80,557

51
309

28

31

69

1

12

90
16,970
263
300,482

78,172
62,150
43,407
83,538

557

77
19,856
382

78

4

628
288,849

2,319
599
4,897
3,818
11,633
300,482

31 Dec 2016

29,367
100
31,756
56,754
27,368
4,139
1,262
68,563

21
306

8

26

80

1

0

78
16,205
222
236,256

62,545
55,351
18,507
70,864

25

65
17,296
268

62

4

632
225,619

2,319
599
4,880
2,839
10,637
236,256



3.1.3 Cash flow statement

Table 3.1.3 Cash flow statement Nordea Finland Plc 2015-2016(million euros)

2015 2016
Operating activities
Operating profit 1,313 1,040
Adjustments for items not included in cash flow 675 480
Income taxes paid -261 -200
Cash flow from operating activities before changes in
operating assets and liabilities 1,727 1,320
Changes in operating assets
Change in loans to central banks -4,844 6,364
Change in loans to credit institutions 13,679 -584
Change in loans to the public 12,530 12,898
Change in interest-bearing securities 5,171 1,471
Change in financial assets pledged as collateral 6,431 488
Change in shares -102 561
Change in derivatives, net 3,583 -1,561
Change in investment properties 1 0
Change in other assets -2,386 766
Changes in operating liabilities
Change in deposits by credit institutions -8,957 -7,504
Change in deposits and borrowings from the public -14,723 -7,020
Change in debt securities in issue -5,065 -9,877
Change in other liabilities 1,487 -2,447
Cash flow from operating activities 8,532 -5,125
Investing activities
Acquisition of business operations - -
Sale of business operations 0 2
Dividends from associated companies - 0
Acquisition of associated undertakings - -
Sale of associated undertakings - 13
Acquisition of property and equipment -40 -65
Sale of properties and equipment 4 3
Acquisition of intangible assets -5 -1
Sale of intangible assets 2 -
Purchase/sale of other financial fixed assets 25 -11
Cash flow from investing activities -14 -59
Financing activities
Issued subordinated liabilities 8 5
Amortised subordinated liabilities - -
Dividend paid -450 -780
Other changes 2,070 -14
Cash flow from financing activities 1,628 -790
Cash flow for the year 10,146 -5,973
Cash and cash equivalents at the beginning of year 29,711 39,857
Translation difference - -783
Cash and cash equivalents transferred in demerger - 391
Cash and cash equivalents at the end of year 39,857 34,276
Change 10,146 -5,973

Sources: Nordea Finland Plc Annual reports 2015-2016 Appendix 3
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Nordea Finland Plc’s cash flow statements from 2015 and 2016 are presented in table
3.1.3 above. Company’s total cash flow has changed from 10,146 million positive to 5,973
million negative. Change in the cash flow can be explained by the change in the loans to the
credit institutions which on its own was more than total difference in the cash flow between the
years 2015 and 2016. Differences can be found from most of the accounts and for example
loans to central banks changed over 11,000 million and in deposits and borrowings from the

public 7,000 million to the positive directions.

3.2 Danske Bank

3.2.1 Income statement

Table 3.2.1 Income statement Danske Bank Plc 2015-2016(million euros)

2015 2016
Operating income
Interest income 423.9 364.0
Interest expense -147.4 -97.2
Net interest income 276.5 266.8
Fee and commission income 245.1 239.3
Fee and commission expense -35.1 -33.3
Net fee and commission income 210 206
profit from associated undertakings accounted for under
the equity method - -
Dividends 8.6 19.2
Other operating income 16.7 17.3
Net trading income 14.3 14.4
Total operating income 526.2 523.7
Operating expenses
General administrative expenses:
Staff costs -126.8 -122.2
Other expenses -198.8 -201.5
Depreciation and impairments -4.9 -4.6
Total operating expenses -330.6 -328.3
Profit before loan losses 195.6 195.4
Net loan losses -10.1 1.4
Operating profit 185.5 196.8
Income tax expense -35 -35.7
Net profit for the year 150.5 161.1

Sources: Danske Bank Plc Annual reports 2015-2016 Appendix 4

Danske Bank Plc’s income statements 2015 and 2016 are presented in table 3.2.1 above.

Company has managed to increase its net profit for the year around 7 percent. Main reason for
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the increase is in the amount of dividends 10.6 million more in 2016 that company received and
loan losses which were 1.4 million positive in 2016 compared to 10.1 million negative in 2015.
Interest income for the company decreased 15 percent from 2015 but interest expenses
decreased at the same time 35 percent so company managed to keep the difference in net interest
income in 9.7 million even though interest income decreased 59.9 million. Company was able
to decrease staff costs but at the same time other expenses rose and almost eliminated savings

achieved from the staff costs.

3.2.2 Balance sheet

Table 3.2.2 Balance sheet Danske Bank Plc 2015-2016(million euros)

2015 2016
Assets
Cash and balances with central banks 3,584.2 1,860.0
Loans and receivables to credit institutions 2,259.2 2,280.5
Trading portfolio assets 4,300.8 4,210.4
Held to maturity financial assets 199.7 2225
Loans and receivables to customers and public entities 19,699.0 20,046.8
Investments in associated undertakings 5.1 5.1
Investments in subsidiaries 137.6 137.6
Intangible assets - -
Tangible assets 7.4 4.6
Tax assets 15.8 38.0
Other assets 100.7 83.7
Total assets 30,309.4 28,889.2
Liabilities
Due to credit institutions and central banks 1,956.5 3,073.9
Trading portfolio liabilities 2,448.2 2,091.6
Financial liabilities at fair value through p/1 476.7 881.4
Amounts owed to customers and public entities 18,217.7 16,675.7
Debt securities in issue 4,332.2 3,262.9
Tax liabilities 1.5 -
Other liabilities 312.0 239.6
Subordinated debt 119.1 117.7
Total liabilities 27,864.0 26,342.7
Equity
Share capital 106.0 106.0
Reserves 261.7 261.7
Retained earnings 2,077.8 2,178.7
Equity attributable to parent company’s equityholders 2,445.5 2,546.4
Non-controlling interest - -
Total equity 2,445.5 2,546.4
Total equity and liabilities 30,309.4 28,889.2

Sources: Danske Bank Plc Annual reports 2015-2016 Appendix 5
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Danske Bank Plc’s balance sheet statement from the 2015 and 2016 is presented in the
table 3.3.2 above. Company’s assets as well as its liabilities and equity have decreased around
5 percent from 2015 to 2016. Main reasons for the decreases are on the assets side the decreased
amount of cash and balances with central banks around 1,700 million and on the liabilities and
equity side the decreased amount in trading portfolio liabilities around 350 million, amounts
owed to customers and public entities 1,540 million and debt securities in issue around 170
million. On the other hand Loans and receivables to customers and public entities have
increased almost 350 million and liabilities due to credit institutions and central banks have
increased around 1,120 million as well as retained earnings for the company around 100
million. European central banks negative deposit interest rate and small loan growth were the

main reasons for the decrease in the net interest income.

3.2.3 Cash flow statement

Danske Bank Plc’s cash flow statement from 2015 and 2016 is presented in the table
3.2.3 below. Company’s total cash flow for both years is positive but in 2015 it was close to
1,800 million bigger than in 2016. Main reason for the decrease is the difference in cash flow
from operations which was over 1.700 million negative in 2016 compared to 2015 when cash
flow from operations was almost 340 million positive. Deposits for the company changed from
around 2,300 million positive to 1,500 million negative. Because difference was so big in
deposits over 1,500 million bigger cash in hand and demand deposits with central banks, and
trading portfolio and other financial instruments total negative cash flow decrease of around
450 million didn’t help company to hold positive cash flow for operations in 2016. Negative
cash flow from financing activities decreased in 2016 because dividends were over 90 million
or 60 percent smaller in 2016. Danske Bank’s cash flow from investing activities was
practically non-existing effecting total cash flows with under two million and around 0.05

percent of total cash flow for the year.
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Table 3.2.3 Cash flow statement Danske Bank Plc 2015-2016(million euros)

2015 2016
Cash flow from operations
Profit before tax 185.5 196.8
Adjustment of income from associated undertakings - -
Amortisation and impairment charges for intangible assets 0.0 0.0
Depreciation and impairment charges for tangible assets 4.9 4.6
Loan impairment charges 10.1 -1.4
Tax paid -58.0 -59.8
Other non-cash operating items 4.4 -16.6
Total 147.0 123.6
Changes in operating capital
Cash in hand and demand deposits with central banks -474.0 1,046.6
Trading portfolio -527.4 -260.4
Other financial instruments -199.7 -22.8
Loans and receivables -553.5 -346.4
Deposits 2,298.2 -1,542.1
Other assets/liabilities -352.1 -709.6
Cash flow from operations 338.4 -1,710.9
Cash flow from investing activities
Acquisition of intangible assets - -
Acquisition of tangible assets -2.4 -1.9
Sale of tangible assets 0.5 0.5
Cash flow from investing activities -1.8 -1.3
Cash flow from financing activities
Redemption of subordinated debt and hybrid core capital -2.5 -1.3
Dividends -152.5 -60.2
Change in non-controlling interests - -
Cash flow from financing activities -155.0 -61.5
Cash and cash equivalents, beginning of year 5,636.3 5,817.9
Change in cash and cash equivalents 181.6 -1,773.7
Cash and cash equivalents, end of year 5,817.9 4,044.2
Cash in hand and demand deposits with central banks 3,584.2 1,860.0
Amounts due from credit institutions and central banks
within 3 months 2,233.7 2,184.1
Total 5,817.9 4,044.2

Sources: Danske Bank Plc Annual reports 2015-2016 Appendix 6

3.30P

3.3.1 Income statement

OP Financial Groups banking sectors income statement from 2015 and 2016 is presented in

table 3.3.1 below. Earnings before taxes decreased in 2016 around 6 percent and the main
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reason for the difference was the increased other operating expenses which changed in total
around 11 percent while total income stayed almost equal to previous year. Company managed
to decrease personnel costs in 2016 but savings were lost in other operating expenses which
were higher in 2016. Even though total income was almost equal between 2015 and 2016 there
were differences in net commissions and fees with almost 100 million increase in 2016 but at
the same time net investment income decreased over 100 million cancelling each other out
when considering the total income for the years. Another interesting fact was that share of
associates profits changed from being positive in 2015 to being negative in 2016. Amount of
OP bonuses to owner-customers shows that customers are really getting part of the success of
the company. Income statement doesn’t classify company’s net interest expenses on their own

making it hard to compare some key financial ratios among other banks.

Table 3.3.1 Income statement OP Financial Group banking sector 2015-2016(million euros)

2015 2016
Net interest income 1,108 1,133
- of which internal net income before tax -26 -18
Net insurance income - -
Net commissions and fees 663 758
Net investment income 120 6
Other operating income 29 31
Share of associates’ profits 7 -4
Total income 1,927 1,924
Personnel costs 472 451
Depreciation/amortisation 52 52
Other operating expenses 512 569
Total expenses 1,037 1,072
Impairments loss on receivables 77 76
OP bonuses to owner-customers 171 179
Earnings before tax 642 596

Sources: OP Financial Group Annual reports 2015-2016 Appendix 7

3.3.2 Balance sheet

OP Financial Groups banking sector balance sheet from 2015-2016 is presented in table 3.3.2
below. Table shows one vital difference in company’s balance sheet when compared to others
because there is no equity column in the table. OP’s banking sector is missing equity because

OP Financial Group operates a little differently than other banks. Groups equity is divided
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among all its three operational segments. OP’s banking sectors total assets haven’t really
changed from 2015 to 2016 but closer look shows that receivables from credit institutions have
increased over 40 percent or almost 2,000 million and receivables from customers have
increased around 5 percent but over 3,500 million. On the other hand financial assets held for
trading have decreased over 90 percent almost 900 million in 2016 and derivative contracts
have decreased also over 90 percent or 4,700 million. Other assets have also decreased over 70
percent or 700 million in 2016. Company s liabilities have decreased around 7 percent in 2016
and majority of that difference is because of the decreased amount of derivative contracts close

to 4,650 million.

Table 3.3.2 Balance sheet OP Financial Group banking sector 2015-2016(million euros)

2015 2016
Cash and cash equivalents 130 113
Receivables from credit institutions 4,415 6,351
Financial assets held for trading 939 51
Derivative contracts 5,178 458
Receivables from customers 75,633 79,144
Investment assets 6,425 6,211
Assets covering unit-linked contracts - -
Investments in associates 42 37
Intangible assets 67 62
Property, plant and equipment (PPE) 494 480
Other assets 1,030 294
Tax assets 47 111
Total assets 94,401 93,312
Liabilities to credit institutions 10,712 9,568
Derivative contracts 4,832 168
Liabilities to customers 53,586 54,693
Insurance liabilities - -
Liabilities from unit-linked insurance and investments
contracts - -
Debt securities issued to the public 10,971 10,357
Provisions and other liabilities 2,122 1,889
Tax liabilities 406 371
Cooperative capital 255 253
Subordinated liabilities 80 63
Total liabilities 82,963 77,361

Sources: OP Financial Group Annual reports 2015-2016 Appendix 8
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3.3.3 Cash flow statement

Table 3.3.3 Cash flow statement OP Financial Group 2015-2016(million euros)

2015 2016
Cash flow from operating activities
Profit for the financial year 853 915
Adjustments to profit for the financial year 1,430 577
Increase (-) or decrease (+) in operating assets -9,052 -8,573
Receivables from credit institutions 169 99
Financial assets at fair value through profit or loss 148 -28
Derivative contracts -6 32
Receivables from customers -4,003 -3,531
Non-life Insurance assets -962 -150
Investment assets -4,802 0
Other assets 405 0
Increase (+) or decrease (-) in operating liabilities 8,121 7,500
Liabilities to credit institutions -120 3,025
Financial liabilities at fair value through profit or loss -4 0
Derivative contracts -5 -36
Liabilities to customers 6,36 1,857
Non-life Insurance liabilities 1,328 3,061
Life Insurance liabilities 52 -185
Provisions and other liabilities 511 =222
Income tax paid -359 -248
Dividends received 94 91
Net cash from operating activities 1,087 263
Cash flow from investing activities
Increases in held-to-maturity financial assets 2 -3
Decreases in held-to-maturity financial assets 85 19
Acquisition of subsidiaries, net of cash and cash
equivalents acquired =27 -3
Disposal of subsidiaries, net of cash and cash equivalents
disposed 1 0
Purchase of PPP and intangible assets -301 -308
Proceeds from sale of PPE and intangible assets 17 50
Net cash used in investing activities -226 -246
Cash flow from financing activities
Increases in subordinated liabilities 1,242 0
Decreases in subordinated liabilities -698 -144
Increases in debt securities issued to the public 29,711 26,164
Decreases in debt securities issued to the public -27,444 -25,303
Increases in cooperative and share capital 3,238 1,317
Decrease in cooperative and share capital -2,395 -1,118
Dividends paid and interest on cooperative capital -30 -71
Net cash used in financing activities 3,623 845
Net change in cash and cash equivalents 4,485 863
POP Group banks' cash and cash equivalents* 47

4,531 863
Cash and cash equivalents at period-start 4,176 8,708
Cash and cash equivalents at period-end 8,708 9,571

Sources: OP Financial Group Annual reports 2015-2016 Appendix 9
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OP Financial Groups cash flow statement is presented in the table 3.3.3 above.
Company’s cash flow statement isn’t comparable with other banks cash flow statements
because it hasn’t segmented the banking sectors numbers individually but it is interesting to see
if there is a significant difference in the statement compared to other banks. Total cash flow is
positive on both years whereas Nordea’s and Danske Banks total cash flows were negative in
2016. Total cash flow in 2016 was around 5 percent of the 2015 total cash flow. Main difference
comes from financing cash flows which were results of higher increases in debt securities issued

to the public and increases in cooperative and share capital.
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4. RATIO AND CASH FLOW ANALYSIS

Ratio analysis of the company is the easiest and the most convenient way to compare
companies among each other. Ratio analysis can be done inside the company, comparing ratios
from different years and evaluating the changes but ratio analysis is the most useful tool when
used comparing to other companies in the same industry. The brilliance of the ratio analysis
comes from the fact that ratios among different companies can be compared to each other
without any further adjustments because ratios are based on the percentages. Companies can be
measured against each other even if the companies’ turnovers are significantly different from
each other.

Even though ratios are convenient way to compare companies’ performance they aren't
meant for every situation. It is important to remember that ratios can vary a lot between
industries in question, you can’t assume for example banks to have similar ratios with food
stores. Ratios are also based on the historical data’s of the companies so it is good to keep in
mind possible changes that have happened recently affecting the industry. Ratio analysis
between banks differ a lot from normal ratio analysis between companies which are selling
household good products. Banks operate in the intermediate market and the key part of their
business is to deposit customer savings and distribute these savings forward to the borrowers
of these funds.

Cash flow analysis is divided into three categories like cash flow statements based on
the different ways companies generate and spend cash. Categories are cash flow from operating
activities, cash flow from investing activities and cash flow from financing activities. Cash flow
from operating activities tells how much company made funds from its operations. In the long-
run it is vital for company’s success to have positive inflows from operations. Cash flow from
investing activities tells how much company invests in the business. It is vital for the company
to make necessary investments for the business to support its operations. Cash flow from

financing activities tells how company has used free cash flow.
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4.1 Liquidity ratios

Liquidity ratios also called as solvency ratios measure company’s short-run ability to
pay its maturing obligations. (Kieso etal. 2011, 1351) In table 4.1 are calculated Nordea Finland
Plc’s 2015-2016, Danske Bank Plc’s 2015-2016 and OP Financial Group banking sectors 2015-
2016 Liquidity ratios. Current ratio measures current assets ratio to current liabilities.
Examining current ratios among companies it can be seen that they differ a lot from each other.
Nordea’s ratios are 0,22 to 0,61 higher than Danske Bank’s and OP’s. In addition Nordea’'s
ratio increases in 2016 while other companies numbers decrease. Reason for the difference is
the more equally distributed loans among customers, central banks and credit institutions.
Nordea has higher percentage of non-customer clients compared to others. Danske Bank’s and
OP’s difference comes from OP’s high liabilities to customers, this is understandable because
of the nature of OP, customers are the owners of the company. Nordea’s current assets and
current liabilities decreased in 2016 but liabilities decreased 8 percent more causing the ratio to
increase. Danske Bank’s and OP’s current assets and current liabilities also decreased but more

from the assets side.

Table 4.1 Liquidity ratios Nordea Finland Plc 2015-2016, Danske Bank Plc 2015-2016 and
OP Financial Group 2015-2016(ratio)

2015(Nord) 2016(Nord) 2015(DB) 2016(DB) 2015(0P) 2015(OP)
Liquidity ratios

Current ratio 0,705 0,786 0,378 0,332 0,213 0,177
Cash ratio 0,122 0,141 0,131 0,072 0,002 0,002
Loans to deposits 0,946 0,752 1,088 1,131 1,063 1,146
Liquid assets to

deposits 1,349 1,384 0,514 0,437 0,228 0,179

Sources: Compiled by the author’s calculations on the basis of data provided in Appendices

Cash ratio is the ratio of cash to short-term liabilities measuring capability to pay current
liabilities at this moment. Nordea's ratios are close to Danske Bank’s 2015 ratio but in 2016
Danske Banks ratio decreases significantly. Reason for the decrease is the cash in hand account

which was cut in half for Danske Bank. OP’s cash ratios are close to each other but distinctly
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smaller than others because of the practically zero cash in hand balance. This is outcome of the
financial group which moves the cash to segments where it is most needed or most profitable.

Loans to deposits measures the ratio between all the loans and all the deposits of the
companies. Ratio tells how big percentage of the loans that bank gives out comes from the funds
deposited in the accounts. First thing that can be seen from the table is the fact that Danske
Bank’s and OP’s ratios are over one whereas Nordea's ratios are under one especially in 2016.
This means that Nordea has more deposits than loans whereas others have more loans than
deposits. Nordea’s loans and deposits decreased in 2016 but loans decreased over 15 percent
more. Danske Bank’s and OP’s ratios were close to each other on both years and there was no
significant movement. Both companies increased loans from 2015 and decreased deposits from
2015 even though change was only cosmetic.

Liquid assets to deposits measures the ratio between assets that can be easily
transformed to cash and deposits made to the company. Ratio tells what percentage of the
deposits could be immediately paid back to the depositors. Companies have ratios that differ
from each other a lot, now Nordea has ratio over one whereas others have under one and OP’s
ratios are close to zero. Nordea's ratio of over one is the outcome of the previously mentioned
high percentage of loans to credit institutions and central banks. Danske Banks ratio decreases
in 2016 because of the lower cash in hand balance. OP’s ratio is under half of the Danske Bank s
ratio because of the small number of liquid assets which is the consequence of customer

ownership.

4.2 Coverage ratios

Coverage ratios also called as leverage ratios measures of the degree of protection for
long-term creditors and investors. (Kieso et al. 2011, 1351) meaning that ratios show how well
companies are able to cover their debts. In table 4.2 are calculated coverage ratios for Nordea
Finland Plc’s 2015-2016, Danske Bank Plc’s 2015-2016 and OP Financial Group banking
sectors 2015-2016. Total debt ratio is the ratio between company’s total debt and total assets,
ratio measures how well company’s assets cover its debts. Banks ratios are relatively close to
each other and all of them have decreased their ratio slightly in 2016. Overall banks ratios are

high because of the nature of the industry, banks doesn’t have a lot of equity compared to assets
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and liabilities. Nordea’s ratios are in both years higher than others, Danske bank’s ratios are
between two other banks and OP’s ratios are two smallest ones. Nordea's higher ratios are a
result of a higher amount of assets and liabilities together with banks smaller equities. Danske
Bank’s ratios have stayed in the same level despite the fact that total assets and total liabilities
have decreased over 20 percent. Op’s ratios are smaller than others and the reason is that
company’s equity is divided among different segments of the company like banking and
insurance segments, banking doesn’t have its own equity resulting ratios to differ from others.

Debt-equity ratio measures company s total debt to its equity and it shows how much
of the assets are financed using debt. Banks ratios differ from each other a lot and again
Nordea’s ratios are much higher than others on both years. Danske Bank's ratios are in the
middle of other banks and OP’s ratios are again the smallest on both years. Nordea’s higher
ratios are the result of previously mentioned bigger amounts of assets and liabilities around ten
times compared to Danske Bank and around three times compared to OP. Difference between
Danske Bank’s and OP’s ratios come from Op’s customer ownership, it is obvious that when

customers are the owners of the bank equity amount is higher.

Table 4.2 Coverage ratios Nordea Finland Plc 2015-2016, Danske Bank Plc 2015-2016 and OP
Financial Group 2015-2016(ratio)

2015(Nord) 2016(Nord) 2015(DB) 2016(DB) 2015(0P) 2015(OP)

Coverage ratios

Total debt 0,961 0,955 0,919 0,912 0,879 0,829
Debt-equity 24,830 21,211 11,394 10,345 7,253 4,850
Equity multiplier 25,830 22,211 12,394 11,345 8,253 5,850
Cash coverage 2,893 2,493 1,360 2,058 - -

Sources: Compiled by the author’s calculations on the basis of data provided in Appendices

Equity multiplier is the ratio between company’s total assets and total equity and it is
used to measure company s financing. Equity multiplier can be derived from the other coverage
ratio, debt-equity which is equity multiplier ratio minus one. Nordea’s ratios are much higher

than Danske Bank’s and OP’s because of the previously mentioned reasons. Danske Bank's
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and OP’s ratios are also the results of previously mentioned reasons and it can be seen here also
that equities doesn’t have so big influence for the bank industry.

Cash coverage ratio is the last ratio in the table and it measures company’s earnings
before interest and taxes plus non-cash expenses to interest expenses. Ratio measures how well
company is able to cover its interest expenses. It can be seen from the table that OP doesn’t
have ratios for cash coverage because they haven't distinguished the information about their
interest expenses compared to other expenses. Nordea’s ratios are again higher than Danske
Bank’s but Nordea's ratio decreases in 2016 whereas Danske Bank’s ratio increases in 2016.
Nordea’s decrease is result of smaller earnings before taxes. Danske Bank s ratio increased in
2016 to over two and it was the result of one third smaller interest expenses in 2016 compared

to equal earnings before interest and taxes plus non-cash expenses in 2015 and 2016.

4.3 Profitability ratios

The fundamental goal of the business is to earn profit. (Miller-Nobles et al. 2016, 918)
Profitability ratios are the ratios that company, investors and creditors are usually most
interested to see when estimating financial analysis of the company. Profitability ratios are
measures of companies’ ability to generate earnings from their operations. Profitability ratios
for Nordea Finland Plc 2015-2016, Danske Bank Plc 2015-2016 and OP Financial Group 2015-
2016 are calculated in table 4.3. Net interest margin is the ratio between net interest incomes
and net interest expenses difference to assets generating interest. Ratio measures Banks gain
between paid interests to clients compared to interests gathered from clients.

First thing to be noticed from the table is the lack of ratios for Op and that is a result of
previously mentioned fact that OP doesn’t classify interest expenses from other expenses.
Nordea’s ratios are same in both years and close to industry average. Danske Bank s ratios are
same in both years but significantly higher than Nordea’s. Reason for Danske Bank's ratios are
the higher interest incomes in 2015 and 2016 compared to interest expenses in those years.
Danske Bank is able to generate huge profits from their loans to clients.

Return on assets measures the ratio of net income to total assets and shows company’s
ability to produce profits with its assets. OP’s ratio is measured using financial groups tax rate

of 20 percent because company hasn’t distinguished banking sectors tax rate. Banks ratios are
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almost identical but Nordea’s returns are smaller in both years compared to others. Reason for
Nordea’s smaller ratio is the around ten times bigger amount of assets compared to Danske
Bank and around three times bigger amount of assets compared to OP. Danske Bank managed
to gain net income in 2016 while decreasing total assets in 2016 but the difference isn’t

significant between the years.

Table 4.3 Profitability ratios Nordea Finland Plc 2015-2016, Danske Bank Plc 2015-2016 and
OP Financial Group 2015-2016(ratio)

2015(Nord) 2016(Nord) 2015(DB) 2016(DB) 2015(0P) 2016(OP)
Profitability ratios

Net interest margin 0,003 0,003 0,010 0,010 - -
Return on assets 0,003 0,004 0,005 0,006 0,005* 0,005*
Return on equity 0,086 0,080 0,062 0,063 0,045%* 0,030*
Loans to assets 0,442 0,375 0,724 0,773 0,848 0,916

Sources: Compiled by the author’s calculations on the basis of data provided in Appendices

Return on equity is similar to return on assets but it measures the ratio between net
income and equity instead of the assets. Ratio tells company’s ability to produce profits using
its own equity. OP’s net income is calculated again using financial groups tax rate. Banks have
differences among each other’s ratios. Nordea's ratios are highest on both years and the reason
behind it is the bank industry’s structure where equity isn’t so import factor for company’s
performance. When bank expands its equity doesn’t expand in same proportion resulting in
higher returns on equity. OP’s ratios are lower compared to others and the reason behind smaller
ratios are the higher equity amounts because of the customer ownership.

Loans to assets measures the ratio between banks loans and total assets. Ratio measures
how much of the assets of the bank are loaned out, higher ratio means that bank has higher risk
to have higher defaults. Nordea’'s ratios differ significantly from others, Nordea’s loans form
smaller percentage of the total assets compared to others. Nordea’s ratio decreased in 2016
because of the decreased amount of loans to public (40 percent). Danske Bank’s and OP’s ratio
increased in 2016 and reason for Danske Bank's increase was the higher amount of loans and
at the same time lower amount of total assets. OP’s ratio was affected similarly with higher

amount of loans in 2016 together with lower amount of total assets.
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4.4 Cash flow analysis

Cash flow analysis can be done with ratios like analysis of income statement and balance
sheet. Cash flow analysis is good way to examine company’s operations because it shows the
actual movements of money during specific period.

Cash flow ratios for Nordea Finland Plc 2015-2016, Danske Bank Plc 2015-2016 and OP
Financial Group 2015-2016 have been calculated in table 4.4. Cash flow per share is the ratio
between company s operating cash flow minus preferred dividends to shares outstanding for
the company. At first can be seen that Nordea’s and Danske Bank s ratios in 2016 are
negative meaning that more money went out of the company during 2016 than came in. Each
bank has decreased the amount of cash flow per share in 2016 but OP is the only one to
manage to keep the cash flow positive on both years. OP’s ratio has however decreased
significantly. When calculated banks each year’s ratio together it can be seen that during these
two years Danske Bank has made negative total cash flows whereas Nordea's cash flow is
close to being one euro per share positive. OP’s total cash flow per share during these years is

close to being 16 euros positive to share.

Table 4.4 Cash flow ratios Nordea Finland Plc 2015-2016, Danske Bank Plc 2015-2016 and
OP Financial Group 2015-2016(ratio)

2015(Nord) 2016(Nord) 2015(DB) 2016(DB) 2015(0P) 2016(OP)

Cash flow analysis

Cash flow per share 2,480 -1,493 0,309 -3,202 13,644 2,141
Cash flow to debt 0,030 -0,023 0,012 -0,065 0,013 0,003
Operating cash flow

ratio 0,032 -0,029 0,009 -0,068 0,014 0,003

Sources: Compiled by the author’s calculations on the basis of data provided in Appendices

Cash flow to debt measures the ratio between operating cash flows and total debt. Ratio
tells company’s ability to cover its total debts with cash flow from operations. Nordea’s and
Danske bank’s ratios are again negative in 2016. OP’s ratio has also decreased in 2016 but

maintained positive cash flow. Total operating cash flow to debt were positive during these two
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years with Nordea and OP whereas Danske Banks total for the years was negative. Overall can
be seen that operating cash flow for each company is only small percentage of the total debt.
Operating cash flow ratio measures the ratio between cash flows from operations and
current liabilities. Ratio tells how well company’s cash flows from operations can cover its
current liabilities. Once again Nordea’s and Danske Bank s ratios in 2016 are negative whereas
OP’s numbers are on both years positive. Total operating cash flow ratio from 2015 and 2016
maintain positive results for each company unlike totals for cash flow per share and cash flow
to debt ratios. Nordea’s and Danske Bank s ratios are barely over zero but still positive. Current
liabilities form key part of the banks liabilities and therefore banks operating cash flow ratios

are much smaller than in most of the other industries.

4.5 Future prospects

Outlook for banks future is challenging. Economic environment has insecurities because
of low interest rates and low growth numbers making it more difficult for banks to maintain
similar net income and turnover. Political environment at this moment is also challenging
because of the elections around the world which has straight influence into economic
environment making it even more unexpected compared to financial aspects only. It is likely
that banks operating profits decline next year but Russia’s possible economic revive should

have positive effects on Finland’s exports resulting into growth for banking industry too.
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CONCLUSIONS

Thesis is a comparative financial analysis of the three biggest banks operating in
Finland. Nordea Finland Plc, Danske Bank Plc and OP Financial group. Goal of the thesis was
to analyze companies’ financial performance during the 2015 and 2016 and compare them with
each other to find out differences in banks performance and how those differences affect
companies’ operations. Objective was also to find possible means for companies to come more
profitable in the future.

Steps that were taken to achieve objectives of the thesis were 1) analysis of Nordea
Finland Plc’s, Danske Bank Plc’s and OP Financial group’s income statements from 2015 and
2016 finding the discrepancies as well as the similarities between the years and among
companies plus reasons for the discrepancies between the years or the companies. 2) analysis
of Nordea Finland Plc’s, Danske Bank Plc’s and OP Financial group’s balance sheets from
2015 and 2016 finding the discrepancies as well as the similarities between the years and among
companies plus reasons for the discrepancies between the years or the companies. 3) analysis
of Nordea Finland Plc’s, Danske Bank Plc’s and OP Financial group’s cash flow statements
from 2015 and 2016 finding the discrepancies as well as the similarities between the years and
among companies plus reasons for the discrepancies between the years or the companies. 4)
analysis of financial ratios based on the information from companies’ income statements 2015-
2016, balance sheets 2015-2016 and cash flow statements 2015-2016. Analyzing different
companies in the same industry using financial ratio analysis gives a lot of information about
companies’ performance measures and helps each other to grow in the future.

Comparative financial statement analysis main results found were the differences in
banks operations based on the formation of the bank. OP Financial Groups customer ownership
model had a huge effect on some of the ratios gathered in the thesis. Second result found was
the fact that each company had better financial results in 2015. Reason for this is the

environment of the banking industry, banks operate as the intermediaries in the market and
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negative economic conditions have straight effect on banks performance. In 2016 there were a
lot of events that had a negative effect on the banking sector like Brexit and Donald Trump’s
election as the President of the United States of America.

Problems that couldn’t be solved during the comparative financial statement analysis of
the banks were 1) no significant advances could be found to improve companies’ performance
lacking operations. 2) Results didn’t cover possible differences among banks subsidies

performance abroad.
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APPENDICES

Appendix 1 Income statement Nordea Finland Plc 2015-2016

Nordea Bank Finland Group and Nordea Bank Finland Plc

Income statement
Growp Parent compery
EURm Neez 2016 2015 2016 2015
Operating income
Intemest income 3 1320 152 1022 1268
Interest expense 3 455 <80 Ly £78
Net interest income 3 865 182 398 7%
Fee and commissios income < 741 ] 07 726
Fee and ission expense < 610 A58 598 68
Net fee and commission income < 131 15 109 e 3
Net result from items at fir value 5 1182 1257 1341 1254
Profit from ¢ undertaking d for under the equity
method 15 13 s
Dividends 6 n 101
Oxher operating income N 7 S 66 94 65
Total operating income 228 2485 204 2288
O -
General administrative expenses:
Seaff costs s 515 5 282 516
Other expenses S 451 <13 423 389
Depreci jon and impai s of tangible and
_intangible assets 10.20 28 31 26 28
Total operating exp i 91 933 933
Profit before loan losses 1251 1494 1081 1353
Net loan losses 11 57 92 <1 42
_Operating profit 1194 14802 15%0 1313
Income tax expense 12 232 37 189 31
Net profit for the year 962 1055 851 1002
Attributable to:
Skareholders of Nordea Bank Finlanc Pic 962 1055 851 1002
Total 962 1855 851 1002
Net profit for the period from Baltic operations to be
transferred & 2 2 -
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Appendix 2 Balance sheet Nordea Finland Plc 2015-2016

Balance sheet
Grop Pazent company
EURm Noe= 31Dec2016 31 Dec200S 31Dec 2006 31 Dec 2015
Assets
Cask and balances with central basks 2367 2513 29367 2613
Loans to central banks 13 2% S3x 100 5129
Lozns to credit institations. 13 x38 27089 31756 33507
Lozns to the public 13 62511 101 227 56,754 92063
Intemest-bearing secunities 12 27368 30,83 27368 30,143
R il i plecged as collateral 15 21% a5 413 4527
Shares 16 1262 2020 1262 2019
Derivatives ” 68563 80557 68563 80557
Fair value changes of the hedged items in pertfolio hedge of
interest rate risk 2 s1 21 s1
I in group undertziongs 18 . 306 305
I in isted undertakings 5 3 2 $ 28
Iztangible assets. 2 Q o2 26 3
Properties and equipment e 7% 0 %5
Izvestment properties 1 1 1 1
Deferred tax assets 2 3 1 0 12
Cusrent tax assets 2 s 1 . .
Retirement benefit assets 20 = 0 ™ S0
Oxher assets. 2 16238 1705 16205 16570
Prepaid expenses and accrued income 23 316 432 y+4] 263
Total wets 8775 201.5% 236256 300482
Lizbilities
Deposits by credit 1 22 63518 T2 62545 7172
Deposits and borrowings from the public > s5382 2,153 55351 62,150
Debe securities in issue 2% 18507 43207 18507 43207
Derivatives ” 70862 £3538 70,854 83538
Fair value changes of the hedged items in pertfolio bedge of
interest rate risk 25 ss7 25 557
Curent tax lisbilities 2 €S kg 65 ”
Oxher lizbilities n 17487 20 066 17296 19856
Accrued expenses ané prepeid income b 3 386 567 268 382
Deferred tax lizhilities 2 0 52
Provisions » & 81 « 3
Retirement benefit Bxbilities k) 6 & 4 <
Subordinated lizbilities 31 62 628 632 628
Total lisbdlities 27368 289298 25519 28899
Equity
Share capital 239 239 2319 2319
Share premium resenve 5% 595 5% 55
Oxher reserves L4580 4397 4580 4897
Retained carmni IS 4481 2539 3818
Total equity 1410 12296 1037 163
_Total lishdlities znd equity D8TS 1390 2362356 300382
Assets pledged as security for own Ezbilities 2 BIn 20932 19172 20531
Oxher assets pladged 33 24105 431 4305 4811
Contingent lizhilities 3z 27436 12432 27586 1255
Credit commatments 3s 15043 13613 11932 10,765
Oxher commitments 3s 122 s 2 2
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Appendix 3 Cash flow statement Nordea Finland Plc 2015-2016

Cash flow statement
Cooe Proeme compaey

EURm p J1) >t p-ULY ms
Operating sctivithes

Operating profie 1 ¥ 1 pm0 10
Adye for ilems Bot inchuded ie cask low o ™ a0 [ 3]
Jlegome ues paic 241 ¢ 0 >
Cash flow from operating activities before changes in operating swets

_and hubdities 1487 1% 12 Lhs 208
Changes in operating assets

Change = loans to central banks s S0ee 6368 Ey
Change i loass 1o credst instatutsons. 1.5 e L) 13559
Change in louns 10 the public 1240 1209 1204 12.5%
Chasge = irtemest beanng securities 1A% % 1AM am
Change = financial assets pledged as collsseral B VALl s VALl
Change = shares -0 1wl - w2
Change = derrvatives, net 1561 s 1581 s
Chasge = investment properties o ! o 1
Change in other assets ™ m Yo 2.
Changes in operating labilithes

Chazge = deposits by credit institutsons a2 s xs 75 A
Chasge = deposits and horrowiegs from the publsc e e Tmo o
Change i debt securities in e 2 Soes s Soes
Change m other liabilities 2488 1M 2847 145
_Cash flow from operating activities S 5% S LN
Investing activities

Acquisition of by P o0

Sale of business operatsons 2 0
Divadends from associated companses 2 1 o

Ace of tetnd und -

Sale of assocsased andertakings ) n

Acguisition of property and equip R » &5 &0
Sale of properties and equipment 3 s 3 <
Acguisition of istangible assets S s 1 s
Sale of intangble swsets 2 2
Purchase sale of other fimancial fined assets 1 p -] 1 -]
Lash flow from investing activities A2 A1 = =L 8
Financing activithes

Issued subordnated listalites S s s s
Divadend paid = <% ™ <5
Onher chamges Je 07 Je iy
Cash flow (rom financing sctivities 0. _J 140 D, 188
Cash flow for the vear E5__] 1015 S5 10386
Cash and cash equivalents 2t the beginning of year »sn X %887 ’m
Tramslation difference ™ ™

Cask and cush equivalents transferred in demerger » »

Cask and cush equivalents 2 the end of yeur M0 »5% 328 3357
_Change S3% 10156 2573 10336

42



Appendix 4 Income statement Danske Bank Plc 2015-2016

IFRS Financial Statements

CONSOUDATED STATEMENT OF COMPREHENSIVE INCOME Grougp Pacwrt
EURmM Note 1-12/2016  1-12/2015 1-12/2016 1-12/2015
Interest ncome 1 3831 451 =20 4238
hilsrest axpanse 1 S70 -1472 S72 -147 4
Net interest income 2961 302a 2668 2768
Feoe ncome 2 2948 3024 2383 2451
Fee expenses 2 845 675 333 351
Nt trading incoms 3 144 143 144 143
Other cperating income & 2086 201 173 187
Shere of proft from sssocisted undertakings 20 18 S -
Diwicends S 182 5
Total operating income 5632 5747 5237 5262
Steff costs = -1333 -1373 -1222 -1268
Other cperating expenses 8 2131 2087 2015 1588
Depracistions and impairments 8 53 S 5 S
Total operating expenses 3517 3525 3283 3306
Losn impeirment charges 10 -12 -126 14 -101
Profe befors taxes 2103 20825 1968 1855
Taxes 11 382 435 357 350
Total comprehensive \ncome for the yeor 1710 1657 1611 1505
Amtributable to

Equity hoiders of perent compeny 1710 1657

Non-coneroling interest Qo ao
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Appendix 5 Balance sheet Danske Bank Plc 2015-2016

CONSOUDATED BALANCE SHEET Group Forent

EURmM Note 12/2016 12/2015 12/2016 12/2015
Assuuty

Cash and balances with central banks 15 18600 35842 186800 35822
Loans and receivables to credit nstitutions 16 2z812 22601 22805 22592
Trading portfolio assets 17 42123 43027 42104 43008
Held to maturity Snancisl sssets 18 2225 1997 2225 1997
Loans and recetvables to customers and pubhc entities 18 202351 198188 200468 18968930
Frvastments in associsted undertskings 20 83 BO s1 51
lhvestments in subsidiares 21 1378 1378
tangibie assets ee 11 15 - -
Tangible assets 23 47 75 46 74
Tex assets 24 405 182 380 158
Other assets 25 954 1122 837 1007
Total sssaets 283621 303129 28,8892 303094
Linbilities

Dus to credit institutions and central benks 26 30740 19565 30738 19565
Trading portfclio hatittes 17 208186 24482 20816 24482
Friancial liabilities st far valus theough p/1 27 8814 4787 8514 4767
Amounts cwed ta custaomers and public entities 26 168358 18,1153 168757 182177
Debn securities in issue 27 32629 a33ez 32629 4332z
Tox habitties 24 Q3 51 15
Other lisbilities 28 2726 3444 2396 3120
Subcrdinated debt 27 1172 1181 117.2 1191
Totsl Sabiites 263359 27,7975 263427 278640
Equity

Share copral 32 1080 1060 1080 10680
Regerves 1 2711 2711 2517 2617
Retaned canmings 32 22480 21382 21787 20778
Equity sttrbutable to perent compeny's squityholders 25261 25153 25484 24455
Non.controlbng \nterest Q.1 0.1

Total mquity 25262 25154 25464 2AA55
Total equity snd Sebilites 283621 303129 28,8892 303054
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Appendix 6 Cash flow statement Danske Bank Plc 2015-2016

DERELS=] Bank

CASHFLOW STATEMENT

The Group has prepered its cash flow statement Cash and cash equivalent consists of cash in hand
according to the indirect method. The statement is end demand deposits with central banks end amounts
besed on the pre-tax profit for the year and shows the due from credit institutions and central banks with
cash flows from opereting, investing and financing originel maturities shorter then three months.

activities and the increase or decrease in cash and
cash equivelents during the year.

Group Pacurst
EURmM 2016 2015 2016 2015
Cash fiow from operations
Profit before tax 2103 2085 1968 1855
Acyustment of income from associated undertakings 18 15
Amortisation and impeirment charges for intangitle assets Qs 04 Qo Q0
Depreciation and imparment charges for tangible assets 47 51 48 )
Loen impairment charges 12 1256 -14 101
Tax paid 668 620 s98 580
Other non-cash aperating Rems -168 34 -166 44
Total 1312 1676 1236 1470
Changes in operoting capetal
Cash in hand and demend deposits with central banks 10450 -5002 1.0456 4740
Trading portfohio 2604 5282 2804 5274
Other financsl instruments 228 -1997 228 -1997
Loans and recetvables 4175 £296 2aca 5535
Deposits -14798 23810 -15421 22982
Other assets/Mabiities 7083 3520 7086 3521
Caush flow from operstions -1.7115 3388 17109 3384
Cush flow from investing sctivities
Acquiston of ntangble assets Qo 0.1
Acquisition of tangible ssses 20 24 -189 24
Sale of tangible assets Qs 0s as as
Cash flow from investing sctivities -14 20 -13 -18
Cosh flow from finencing sctivities
Redemnpticn of subcrdinated debt and hybrid core capital 13 25 13 25
Dividends 802 -1525 602 -1525
Change n non-contralling nterests ac 03
Cash flow from finencing sctvities -61.5 -1553 615 -1550
Cash and cash equivalents, begirming of yesr 58186 56371 58179 56363
Change 1 cash and cash egquivalents 17744 1815 17737 18186
Cash snd cosh squivisants, and of yee- 404842 58186 404842 58179
Cash in hand and demend deposits with central banks 15800 35842 18500 35842
Amuounts due from credit institutions and central banks within 3 months 21842 22324 21841 22337
Total 404842 58186 404842 58179

*] Amaunt i row Orher ossets) Foldws s manly coused by fe! charge 19 cerfifestes of deposats 2047 melbon euras comparned 19 prnrous peor end Thes rom
ickudes clso e et charge i sced bonds. During 2016 EUR 1,000.0 millicn issued 2and wa motured ond @ Adw emision [nominal amaunt EUR 1,000.0 mslhon)
s msued that wil De ket in Benk's own balance sheet for colloters) cae.

No osquiaitions and Ssgasals during 2016,
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Appendix 7 Income Statement OP Financial Group banking 2015-2016

@ OP OP Financial Group Report by the Executive Board and Finandial Statements 2016

e~ v Ead Bl
O1-4 earrengs 2016, EUR milon Barmry Eomee Ll
Net mtetest income 1113 2 ¢ -0 1 058

of whah inter-al net reore before Lax 18 17 $ 0

Net msurance meome 83 24 ¢ 358
Net commesions ans fees 758 62 20 % S L
Net mvestmes inoore L) ¥ e 3 390
Otrer cpematmg income n ? 4 &n %1 22
Share of assocuates’ profes & 1 3 4] c 3
Total income 19 87 365 (3] -489 99
Perscrmed costs 81 pla ] 30 pt 4] ¢ a2
Dezreamonimertsation 52 » % 0 160
Other 0pe~ aling espernes 549 187 59 21 L5 [
Total expenses wn 326 100 $81 -4%0 1547
Imparments 0ss on recenadies 7% ] 0 1 n
OF 20uses 10 OWner -(LSLOTery 79 2 2% ¢ 208
Earvengs before tax % 30 m o < 1138
Net mzorme from the Bank countmies came to EUR & mllon

s~ - Ed P P
014 earrengs 2015, EUR mikon Barry Rt e
Net mtetest income 1308 2 3 82 1 L2e

of which interal net Pcore befors Lax 2% 2 3 o

Nt Frsutance reome Loa 2 ¢ E¥e )
Net commesons anc ‘ees %) 55 220 2 7 855
Net investmes inore 12 125 L L 2 a2
Other ope=ating ncome 2 7 y N 475 “w
Share of assocates’ srofes 7 ] > | ¢ §
Total income i 563 344 s38 -7 289
Persormal costs 72 m 2 % c b
Oezreoaonbrertsation &2 7 24 2
Other opealing sapernes 512 164 52 27 478 77
Total mxpenses 1037 02 108 §51 478 1820
Irparments 055 on recenasies 7 2 0 p | 78
OP 201uses 10 owner -(Ls2omers in 2 23 c 196
Earrengs before tax a2 2% 213 -13 o 1m

Net incorme from the Bakic countries care tc EUR 7 =millon
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Appendix 8 Balance sheet OP Financial Group banking 2015-2016

@ OP OP Financial Group Report by the Executive Board and Financial Statements 2016

Non-e Weakn Omve P Francl
Balance sheet 31 December 2016 Banung e Manapenen Es g
Cash and cash equivalents 113 0 439 9329 -5 9471
Recewables from crede metrutions 6351 6 53 20280 -16,253 7
Francial assets held for tracing s1 0 643 -2 652
Deivative contracts 433 26 125 4582 -45% 4732
Recewnables from customers 7834 Q 683 -1223 TE L0
Investent assets 6211 375 7,509 28067 -10837 25308
ASSHS Coverig Lmit-inked contradts 5.168 c 9368
Investrments in assocates 37 2 28 0 25 L
Intangkie assets &2 635 74 383 -3 147
Peoperty, slan & equpmen [PPE] 432 i 25 32 -12 871
Other aszats 2% 707 k3 2204 -Lug 25%2
Tax assets 211 10 7 &1 21 220
Total assets 93312 s3an 18483 46333 29712 1339¢
Lakiries to cresit instittions 8548 20530 -15428 L6659
Desteative contracts 168 17 2 L2957 -45C 4044
Liabiries 1o custormers 54493 3 6815 -1434 0077
Insurance labines 3008 1578 ¢ 20586
Liakbiries from uni-limked msurance anc
investments contracts 9.205 9205
Dest seasrities issues % the puslic 10357 18955 -102¢ 28287
Provisions and other Rabites 1339 343 262 209 -562 4226
Tax labiries n %5 8s 2 1% (0
Cooperative capital 253 970 -1147 n
Sutcrdnated liabiites &3 135 245 1455 -452 1445
Total liabdities 77361 37% 17,400 45440 -204%0 123,509
Equity 10237
Net assets from the Baltic courenes came to EUR 66 milkon.

Nos-ae Weakn Omver o
Batarce sheet 31 December 2015 Sarisng e Mansgenen cperors  Clresstions B
Cash and cash equivalents 133 107 230 8431 -29% 8819
Recewables from crede matrutions L4415 ) s 20506 -14540 a5
Firandial assets held for traing 939 5 7 528
Desivative contracts 5178 14 7S Fac) -3%8 Spo72
Recewables from customers 75433 &n -1242 7|a%2
Investrent assets 6425 35M 5325 16446 -10.782 20,784
ASSHS Coverig urit-inked contradts 8640 8540
Investrents in assozates L2 2 -1 2 18 3
Intangie assets &7 95 280 261 32 139
Property. slas and equpment (PPE) 49 7 16 9 -13 B3
Other aszets 1030 b 280 &7 -247 2347
Tax assets 47 & 10 40 1% 118
Total assets 96401 5111 8% 37661 =27412 124455
Liakiries to cresit institutions 10712 4374 -13414 1473
Firancial Fabiltes & far value Prough profit or loss 9 0
Desteative contracts Wa32 15 37 52 -3%8 4578
Labiries to customers 53536 0 6206 -1472 58220
Insurame labites 297 4788 7708
Liabinies from unit-liked insurance &
investments centracts B.566 B.566
Deit seaurities issued 10 the puic 10571 17893 -1.158 27.706
Provisicns and other labiltes 2122 22 L) 1704 -328 sz
Tax liabinwes 406 86 &9 29 8 866
Cooperative capital 255 5799 -5.947 ice
Sscrainatec labikties 3] 135 283 51 -487 2,550
Total liabilities 82963 3473 13939 37958 -23.203 115331
Equity 9.324

Net assets from the Baltic courtries came 1o EUR 60 milicn
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Appendix 9 Cash flow statement OP Financial Group 2015-2016

@ op

Cash flow statement

OP Financial Group Report by the Executive Board and Financial Statements 2016

EUR million Netes ans 208
Cash fiow from operating activities

Profit for the frandial yeas 915
Acjustments to proft for the Snancal year s
Increase (<) or decrease (+) in operating assets -8.573
Recevabies from credit Fetiutions 18 95
Francial a5  far value through profit or loss 1% -28
Derivative contracts 2 32
Recenvables from customens 2 -3531
Nen-lfe Insurance assets 23 -150
Investr=ent assets 2 ¢
Other assats 7 ¢
In {+) or d )in ting liabiities 7.500
Liabinies to credit institticns ral 3335
Francial labiltes 22 far value through profit or loss ¢

Dervative contracts 30 -3%

Liabinies 1o custormers 3 1857

Non-ife Insurance labltes 2 3061

L¥e Insurznze labiries i3 -185

Provisions and other Rabiltees k- -222

Income tax paid -248 -359
Dredders maceived 31 54
A. Net cash from operating activities 2683 1087
Cash flow from investing activities

Increases i held-1o-rmaturity fnancial assets -3 -2
Decreases in hold-to-maturty fmancial assets 1% S
Acguisiien of subsiclaries, net of cash anc cash equvalents acqured

Disposal of subsidiares, net of cash and cash equivalets dissosed < 1
Purchase of PPP anc intangtie assets 25,26 -308 -302
Procoeds from saie of PPE and imtangible assess 25 26 5 17
B. Net cash usad in ivesting activities -246 -226

Cash flow from financing activities

Increases m subcrdnates lasities

Decesses in subordinated labites

Increases m cebt < tes szued to the pudlic
Decreases in dest securities %0 the publc R
Increases n perative and shase casita
Decrease in cooperative and share capeal
Dividenzs paid and meerest on codzerative capital
C. Net cash used in financing activities
Net change in cash and cash equivalents (A+8+C)

883
Cash and cash equivalents at period-start 8,708 4176
Cash and cash equivalents at period-end 9.57m 8708
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