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Itaú 
February 03, 2015 

4Q14 results: Another strong result with 
improvement in asset quality  
 
Itaú 4Q14 figures showed another strong result with recurring net income of BRL 5.7bn a 
rise of 3.7% qoq, 5.3% above BB-BI estimates due to a higher NII and lower provision 
expenses. The main highlights of the results are: a) strong NII in reason of the good 
treasury performance; b) loan growth of 5.3% qoq and c) improvement in asset quality (10 
bps). The negative side was the use of non-recurring gain from sale of large-risk insurance 
operations to improve complementary allowance for loan losses (BRL 0,7bn). As we see in 
its private peers, Itaú released its guidance for 2015 and expected one digit loan growth, 
between 6% and 9% (8.1% BB-BI E).  
 
Announced versus Estimated. Net interest income came 8.9% above BB-BI estimates, as 
a result of the good treasury performance, demonstrating the recovery of spreads. Provision 
expenses decreased by 2.7% qoq, 6.3% below our estimates, reflecting the improvement in 
asset quality. Fee income raised 4.1% qoq, with a higher performance from credit cards. 
Non-interest expenses improved 3.7% qoq and came 2.4% above BB-BI estimates due to a 
higher than expected growth in operational expenses (+9.5% qoq) mainly driven by the 
impact of credit card selling. Bottom line was 5.3% above our estimates while ROE fell 50 
bps but remained in healthily 23.4%. 
 
Loan growth and asset quality. The loan portfolio classified according to the Brazilian 
Central Bank concept showed strong increase of 5.3% qoq, and 1.2% above BB-BI 
estimates, with large corporates and Latin America’s portfolio growing faster than expected. 
The NPL ratio maintains the course of improvement reaching 3.1% in 4Q14 (-10 bps qoq), 
the lowest level since the merge between Itaú and Unibanco. 
 
Outlook – After the strong results reported by the private banks we remain confortable with 
our thesis that the financial sector is one of the few sectors with a good earnings momentum 
in 2015, despite weak economic conditions. We do not believe in further deterioration in 
asset quality for private banks in 2015, as they are most likely to maintain the focus on low-
risk loan portfolio. Based on 2015 guidance, we have updated our model and kept our 
YE2015 TP in BRL 41.90 maintaining the Outperform recommendation. 
 

Income Statement (BRL million) 4Q14 A 4Q14 E A/E QoQ YoY 

Net interest income - NII 14,705  13,508  8.9% 2.3% 15.8% 

NIM - Net interest margin 5.4% 5.1% 0.3 p.p. 0.2 p.p. 0.9 p.p. 

Provision for loan losses (4,614) (4,923) -6.3% -2.7% 10.1% 

Provisions/ Avg. gross loans 4.2% 4.5% -0.3 p.p. 0.0 p.p. 0.5 p.p. 

NII after provisions 10,092  8,585  17.6% 4.8% 18.6% 

NIM after provisions 3.7% 3.6% 0.2 p.p. 0.2 p.p. 0.7 p.p. 

Commissions and fees 6,825  7,281  -6.3% 4.1% 13.1% 

Net insurance, pension, capitalization 1,446  964  50.0% -5.8% 3.6% 

Non-interest expense (10,113) (9,881) 2.4% 3.7% 8.1% 

Cost to income ratio 44.0% 41.6% 2.4 p.p. 0.6 p.p. -2.5 p.p. 

Earnings before taxes 8,340  7,805  6.9% 2.8% 21.6% 

Income tax and social contribution (2,595) (2,420) 7.3% 0.9% n.a. 

Effective tax rate 31.1% 31.0% 0.1 p.p. -0.6 p.p. -0.1 p.p. 

Recurring net income 5,660  5,375  5.3% 3.7% 20.9% 

EPS 1.01  0.98  2.7% 2.1% 7.7% 

ROAA 1.9% 1.8% 0.1 p.p. 0.0 p.p. 0.2 p.p. 

ROAE  24.3% 23.8% 0.5 p.p. -0.4 p.p. 0.8 p.p. 

 

Source: Itaú and BB Investimentos
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ITUB4 Outperform 

Last Price 02/02/2015 (BRL) 33.32 

Target Price 12/2015 (BRL) 41.90 

Upside 25.8% 

Market Cap (BRL million) 174,682 

1 Month Change -1.5% 

LTM Change 25.0% 

YTD Change -3.6% 

52w Low (BRL) 26.09 

52w High (BRL) 41.53 

 

Valuation BRL Million 

Equity Value 2015E 229,621 

WACC 15.5% 

Growth in Perpetuity (g) 6.0% 

 

Multiples 2014  2015 E 2016 E 

EV/EBITDA 11.1x 9.8x 8.6x 

P/E 2.4x 2.2x 1.8x 

EPS (BRL) 3.76  4.30  4.90  

 
 

 

Source: Bloomberg and BB Investimentos 
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Loan Portfolio 

 

Gross loans (BRL million) 4Q14 A 4Q14 E A/E QoQ YoY 

Gross loans 451,760  446,378  1.2% 5.3% 9.6% 

Individuals 185,660  187,525  -1.0% 4.5% 10.4% 

SMEs 79,911  79,834  0.1% 1.6% -2.1% 

Large corporates 144,514  140,103  3.1% 6.8% 14.5% 

Latin America 41,675  38,916  7.1% 12.4% 15.0% 

Loan Mix           

Individuals 41.1% 42.0% -0.9 p.p. -0.4 p.p. 0.3 p.p. 

SMEs 17.7% 17.9% -0.2 p.p. -0.7 p.p. -2.1 p.p. 

Large corporates 32.0% 31.4% 0.6 p.p. 0.4 p.p. 1.4 p.p. 

Latin America 9.2% 8.7% 0.5 p.p. 0.6 p.p. 0.4 p.p. 

      

Asset Quality (BRL million) 4Q14 A 4Q14 E A/E QoQ YoY 

Gross loans 451,760  446,378  1.2% 5.3% 9.6% 

Loan loss reserves 26,948  26,336  2.3% 6.7% 2.2% 

LLR/ Gross loans 6.0% 5.9% 0.1 p.p. 0.1 p.p. -0.4 p.p. 

Non-performing loans 13,970  14,730  -5.2% 0.3% -7.6% 

NPL/ Gross loans 3.1% 3.3% -0.2 p.p. -0.2 p.p. -0.6 p.p. 

Source: Itaú and BB-BI 

 
Guidance. Just as we saw in Bradesco’s guidance published last week, Itaú released their estimates of a single 
digit loan growth for 2015, with indicative range between 6% and 9%. We believe that this expectation is more 
realistic considering the current environment. 

 
Guidance 2015 

 

  Guidance 

  2015 BB-BI E 

Loan Portfolio 6% to 9% 8.1% 

NII 10% to 14% 14% 

Loan Loss Expenses (BRL) 13bn to 15bn 15.7bn 

Fee Income 9% to 11% 9.7% 

Non-Interest Expenses 6.5% to 8.5% 5.6% 

Source: Itaú and BB-BI 

 
 
Valuation. Considering the new guidance, we have updated our model increasing 20015-2016 EPS by 0.3% 
and 7.5%, respectively and maintained our YE2015 TP in BRL 41.90. Our TP is derived from a three-stage 
DDM assuming a cost of equity (Ke) of 15.5%, with a nominal growth in perpetuity (g) of 6%. The bank is trading 
at 1.7x P/BV 2015 and 8.5x P/E 2015. 
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Model update 

 

Income Statement (BRL million) 2014 
2015 E   2016 E 

2017 E 
Previous Current % Change   Previous Current % Change 

Net interest income - NII 51,887  58,765  58,871  0.2% 
 

59,155  62,002  4.8% 65,522  

NIM - Net interest margin 4.8% 5.4% 5.3% -0.2 p.p. 
 

5.2% 5.4% 0.2 p.p. 5.7% 

Provision for loan losses (19,252) (19,027) (21,384) 12.4% 
 

(21,377) (23,298) 9.0% (25,326) 

Provisions/ Avg. gross loans 4.5% 4.0% 4.5% 0.5 p.p. 
 

4.0% 4.5% 0.5 p.p. 4.5% 

NII after provisions 32,635  39,738  37,486  -5.7% 
 

37,778  38,704  2.5% 40,196  

NIM after provisions 3.5% 4.0% 3.9% -0.2 p.p. 
 

3.6% 4.0% 0.4 p.p. 4.2% 

Commissions and fees 27,740 30,838 30,419 -1.4% 
 

34,539 33,765 -2.2% 37,479 

Net insurance, pension, capitalization 3,834                 4,181  4,181  0.0% 
 

4,599 4,599 0.0% 5,059 

Non-interest expense (37,742) (39,588) (40,177) 1.5% 
 

(41,332) (42,553) 3.0% (45,179) 

Cost to income ratio 41.0% 38.4% 39.0% 0.5 p.p. 
 

38.6% 38.5% -0.1 p.p. 37.9% 

Earnings before taxes 27,245 34,405 32,688 -5.0% 
 

34,095 36,689 7.6% 40,316 

Income tax and social contribution (6,437) (11,178) (9,398) -15.9% 
 

(9,547) (10,273) 7.6% (11,288) 

Effective tax rate 23.6% 32.5% 28.8% -3.7 p.p. 
 

28.0% 28.0% 0.0 p.p. 28.0% 

Recurring net income 20,618  23,475  23,538  0.3%   24,950  26,817  7.5% 29,449  

EPS 3.77  4.29  4.30  0.3% 
 

4.56  4.90  7.5% 5.38  

Dividends per share 1.11  1.30  1.32  1.3% 
 

1.37  1.47  7.5% 1.61  

BV per share 17.50  18.45  19.49  5.6% 
 

21.64  22.91  5.9% 26.68  

ROAA 1.8% 1.9% 1.9% 0.0 p.p. 
 

2.0% 2.1% 0.1 p.p. 2.1% 

ROAE  23.3% 24.6% 23.2% -1.3 p.p.   24.4% 25.4% 1.0 p.p. 24.9% 

 
         

Asset Quality (BRL million) 2014 
2015 E   2016 E 

2017 E 
Previous Current % Change   Previous Current % Change 

Gross loans 451,760  499,903  488,415  -2.3% 
 

563,248  535,876  -4.9% 589,723  

% growth 9.6% 12.0% 8.1% -3.9 p.p. 
 

12.7% 9.7% -3.0 p.p. 10.0% 

Loan loss reserves - LLR 26,948  27,495  26,863  -2.3% 
 

30,979  29,473  -4.9% 32,435  

LLR/ Gross loans 6.0% 5.5% 5.5% 0.0 p.p. 
 

5.5% 5.5% 0.0 p.p. 5.5% 

Non-performing loans 13,970  16,997  15,629  -8.0% 
 

19,714  18,756  -4.9% 20,640  

NPL/ Gross loans 3.1% 3.4% 3.2% -0.2 p.p.   3.5% 3.5% 0.0 p.p. 3.5% 

 
Source: BB-BI 

 
 
Sensitivity analysis 

 

Target Price 
 

Equity Value 

 
13.5% 14.5% 15.5% 16.5% 17.5% 

  
14.5% 15.0% 15.5% 16.0% 16.5% 

5.0% 54.00 46.40 40.30 35.40 31.40 
 

5.0% 253,853 236,299 220,617 206,543 193,860 

5.5% 55.70 47.50 41.10 36.00 31.80 
 

5.5% 260,015 241,435 224,915 210,152 196,899 

6.0% 57.50 48.70 41.90 36.60 32.20 
 

6.0% 266,849 247,094 229,621 214,081 200,190 

6.5% 59.60 50.10 42.90 37.20 32.70 
 

6.5% 274,481 253,367 234,805 218,383 203,771 

7.0% 62.10 51.70 43.90 37.90 33.20 
 

7.0% 283,072 260,371 240,549 223,117 207,690 

             
P / E 

 
P / BV 

 
14.5% 15.0% 15.5% 16.0% 16.5% 

  
14.5% 15.0% 15.5% 16.0% 16.5% 

5.0% 10.8x  10.0x  9.4x  8.8x  8.2x  
 

5.0% 2.4x  2.2x  2.1x  1.9x  1.8x  

5.5% 11.0x  10.3x  9.6x  8.9x  8.4x  
 

5.5% 2.4x  2.3x  2.1x  2.0x  1.8x  

6.0% 11.3x  10.5x  9.8x  9.1x  8.5x  
 

6.0% 2.5x  2.3x  2.2x  2.0x  1.9x  

6.5% 11.7x  10.8x  10.0x  9.3x  8.7x  
 

6.5% 2.6x  2.4x  2.2x  2.0x  1.9x  

7.0% 12.0x  11.1x  10.2x  9.5x  8.8x  
 

7.0% 2.7x  2.4x  2.3x  2.1x  1.9x  

 
Source: BB-BI 
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 Relevant Information 
 

This report was produced by BB - Banco de Investimento SA The information and opinions contained herein have been compiled or 

consolidated based on information obtained from sources, in principle, reliable and in good faith. However, BB-BI does not represent or 

warrant, express or implied, that such information is impartial, accurate, complete or correct. All recommendations and estimates 

presented are derived from the judgment of our analysts and can be switched at any time without notice, due to changes that may affect 

the company's projections. This material is intended only to inform and serve with an instrument that assists decision making of 

investment. It is not, and should not be construed as an offer or solicitation of an offer to buy or sell any securities or other financial 

instruments. You may not copy, distribution or publication of this material, in whole or in part, for any purpose. 

 

Pursuant to art. 18 of CVM Instruction 483, BB - Banco de Investimento SA declares that: 

 

 1 - The institution may be paid for services rendered or have business relationships with the company (ies) (s) analyzed (s) in this report 

or natural person or legal entity, fund or universality of rights, which represents the same interest that ( s) of company (ies), the 

Conglomerate Banco do Brasil may be paid for services rendered or have business relationships with the company (ies) (s) analyzed (s) 

in this report, or a natural person or legal entity, fund or universality of rights, which represents the same interest that (s) of company 

(ies). 

 

 2 - The institution may own equity directly or indirectly, less than 1% of the capital stock (s) of company (ies) discussed (s), but may 

purchase, sell or broker securities of company (ies) in the market , the Conglomerate Banco do Brasil may have direct or indirect 

ownership interest equal to or exceeding 1% of the capital stock (s) of company (ies) discussed (s), and may acquire and dispose of 

securities broker (s) company (s) on the market. 

 

Relevant Information – Analysts 

 

The analyst (s) (s) investment or securities, (s) involved in the preparation of this report ("Investment Analysts") declares (m) that: 

 

1 - The recommendations contained herein reflect only his personal views about the company and its securities and were prepared 

independently and autonomously, even in relation to BB-Banco do Investimento SA and other Group companies. 

 

2 - His compensation is entirely tied to salary policies of the Banco do Brasil SA and do not receive additional compensation for services 

rendered to the sender object of the analysis report or persons connected with him. 

 

Analysts 
Items 

3 4 5 

Carlos Daltozo 
   

Mário Bernardes Junior       

 

3 - The analyst (s) (s) of investments, their spouses or partners, hold, directly or indirectly, on behalf of himself or others, actions and / or 

other securities issued by the companies object of his analysis. 

 

4 - The investment analysts, their spouses or partners, own, directly or indirectly, any financial interest in relation to the company issuing 

the securities discussed in this report. 

 

5 - The analyst (s) (s) of investment has ties with individual who works for the sender object of the analysis report. 

 

For US Distribution  

The enclosed materials are neither an offer to sell nor the solicitation of an offer to buy a security. Information included is believed to be 

reliable, but Banco do Brasil Securities LLC does not warrant its completeness or accuracy. The prices reflected herein are indicative 

and are subject to change at any time without notice. This document is intended for your sole use on the basis that before entering into 

this and/or any related transaction, you will ensure that you fully understand the potential risks and return of this and/or any related 

transaction and determine it is appropriate for you given your objectives, experience, financial and operational resources and other 

relevant circumstances. This report is approved and distributed in the US by Banco do Brasil Securities LLC, MEMBER: 

FINRA/SIPC/NFA, for use by U.S. institutional investors only. Distribution to retail investors is strictly prohibited. For further information 

regarding any of the issuers and/or investments indicated in the attached report, and in keeping with SEC regulations, U.S. persons 

please contact the U.S. entity, Banco do Brasil Securities, LLC in New York, and not any of its foreign affiliates.  

 

Required Third Party Disclosure Information  

The attached research material has been produced by a non-member affiliate of Banco do Brasil Securities LLC, MEMBER: 

FINRA/SIPC/NFA (“the Firm”). According to Brazilian legislation, the Firm's officers or employees may have financial interest or positions 

in the securities of the entities that are the subject of the attached research, not to exceed 5% of their total net worth. Within the past 12 

months, BB Banco de Investimento S.A. or its affiliates may have managed or co-managed any offerings for the companies mentioned in 

this report. Additionally, some compensation from the companies mentioned herein may be expected within the next three months. 

Banco do Brasil S.A. and/or its affiliates may have other financial and/or banking relationships with the entities mentioned herein. All of 

the views expressed in this research report accurately reflect the research analyst’s personal views regarding any and all of the subject 

securities or issuers. No part of analyst compensation was, is, or will be, directly or indirectly related to the specific recommendations or 

views expressed in this research report.   
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