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Key Figures

in CHF 2016 2017E 2018E 2016 2017E 2018E
EPS (adj.) 67.3 75.2 72.0 P/E 23.0x 20.6x 21.5x
— Change -2.13% 11.7% -4.26% ROE (adj.) 7.02% 7.57% 6.98%
Dividend Yield 2.45% 2.45% 2.45% Cost/Income Ratio 51.8% 48.8% 48.9%

First visible signs of operating momentum in years
Graubundner Kantonalbank provided a positive surprise in all
revenue components of its first half-year result. The bank’s cost
and risk containment turned out to be stronger than anticipat-
ed. Consequently, GRKB also revised upward its guidance for
the full year, but we deem the outlook still too conservative in
view of the current reported results. The income statement ex-
hibited operating momentum for the first time in years, which
could not have been anticipated amid the current market envi-
ronment. GRKB has apparently positioned itself precisely at the
right time with its initiatives in the wealth management busi-
ness in order to reap rewards from the stepped-up client activity
at present. The participation certificate, with a relatively limited
market free float, is still valued at the upper end of the peer
group, but has lost a significant proportion of its extreme over-
valuation since the beginning of 2016. The current P/E multiple
of 21x on a three-year perspective is hovering at nearly 20%
below the value at that time. Although this is not exactly bar-
gain character, the good results coupled with the raised guid-
ance should provide ample tailwind to the share price, resulting
in an outperformance versus the market in the near term.

Source: Ziircher Kantonalbank

Robust set of results noticeably above expectations

GRKB managed to slightly increase net interest income despite
the prevailing negative interest rates through expanding vol-
umes and exploiting market opportunities in treasury. Net
commission income benefited from the positive market trend, a
good contribution from Bellerive Private Bank, new advisory
mandates and the launch of the bank’s own fund products. The
downtrend following elimination of retrocessions now seems to
have stopped here. Net trading income reaped benefits from
stepped-up securities transactions in foreign currencies, while
other income benefited from realised gains on financial invest-
ments and particularly a very good contribution from the 25%
stake in Albin Kistler. The operating result increased additionally
through an inevitable release of provisions for loan impairments
amounting to CHF 9 million, because provisioned loans were
surprisingly repaid by the borrower or refinanced by competi-
tors. Overall, the net operating result therefore surpassed our
estimate by 18%. Accordingly, the bank indulged in cushioning
the reserves for general banking risks with CHF 9 million. Due
to this, the increase in reported profit turned out to be some-
what more moderate than that of the net operating profit.



First half-year 2017 results

In CHF mn ZKB E Reported Ain % YoY
Total revenues* 179.0 187.5 +6.9%
- Net interest income* 119.0 120.8 +1.3%
- Net commission income 46.0 46.5 +4.3%
- Net trading income 10.0 10.4 +28.2%
- Other operating income 4.0 9.8 +172.3%
Costs including depreciation* 90.0 88.3 +0.9%
New risk provisions 1.0 -8.9 -
Net operating profit** 88.0 108.0 +17.8%
Group net profit before minori- 85.5 98.7 +9.2%
ties

Extraordinary result -1.0 -8.4 -
Group profit adjusted 85.0 105.5 +16%
Cost/income ratio incl. deprec. ~ 50.3% 47.1% -2.8 pp

*before risk provisions; ** before goodwill amortisation Source: Zircher Kantonalbank

Guidance for the full year very cautiously raised

In view of the strong first half-year, the management also re-
vised upward its forecasts for the full year. Business profit (the
figure defined by the bank after goodwill amortisation) should
now amount to CHF 178-183 million (old forecast: CHF 156-
160 million). Even though the CHF 9 million release of risk pro-
visions won't repeat in the second half-year, this forecast seems
fairly understated given a business profit of CHF 105 million re-
ported in the first half-year. Net profit after contributions to re-

serves should now amount to up to CHF 173 million (previously:

up to CHF 170 million), of which the bank has already realised
54% even though the reserves had been strengthened with
CHF 9 million. Assuming no further contributions in the second
half-year, it would take quite a market slump to prevent Grau-
bundner Kantonalbank from reaping its harvest. Hence, we de-
rive a forecast for reported group profit of CHF 177 million,
with which we still feel pretty conservative. Given the contribu-
tion to reserves, the adjusted profit is even higher this year. Ex-
pectations for 2018 point to a decline at the operating level be-
cause another significant release of risk provisions cannot be
anticipated.

Trend and forecast for earnings and efficiency
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A cantonal bank with performance fees

Fairly close to the peak of the lament regarding inactive private
banking clients, Graublndner Kantonalbank last summer ac-
quired a 25% stake in wealth manager Albin Kistler (currently
holding roughly CHF 4.5 billion in assets). One year later this at-
equity consolidated investment has already contributed reve-
nues of CHF 2.4 million to the operating result. Thanks to the
strong performance, Albin Kistler was able to garner perfor-
mance-based fees. Sticking to its strategy in the wealth man-
agement business has generally paid off for Graublndner Kan-
tonalbank. It aims to increase its perception even more strongly
as an address for wealth management going forward.

Forging ahead with digitalisation

According to the opinion expressed by CEO Alois Vinzens at the
analysts’ conference, the future lies in a hybrid approach. Pro-
cesses are undergoing 100% digitalisation, but are supported
by advisors, in any case given more complex enquiries such as
first mortgages. Extensions, renewals, changes in interest rates
etc. will probably be carried out entirely online. The online-only
mortgage market is assessed as being smaller, but GRKB aims
to increase its footprint here, too. According to the CEO, the
digital signature will become a key element too, enabling pa-
per-free contracts, e.g. facilitating signing the vast array of new
advisory documents for clients, with which bank advisors are
confronted amid the heightened regulatory frenzy. One ad-
vantage of digitalisation in the cross-border private banking
business is also that as soon as an advisor, e.g., selects a resi-
dence in Germany, the computer (tablet) provides only those
products that are approved for this domicile.

Bank counters are becoming relics of the past
Graubundner Kantonalbank has tested a new type of branch
office in llanz without traditional bank counters, only with advi-
sors. Clients have embraced the model so well that GRKB aims
to now roll out the concept to other locations. Even though lo-
cal politicians and media often utter howls of protest when
banks shut down counters, fact is that the number of transac-
tions at counters declined by 10% in 2016. Since bank employ-
ees working at counters practically have nothing to do any
longer, it is becoming increasingly more difficult to find person-
nel here. For the first time since the introduction of ATMs, the
number of transactions here has decreased as well. New means
of payment such as NFC credit cards (even for the smallest
amounts) or via mobile phones have reduced the demand for
cash withdrawals. However, Graubindner Kantonalbank does
not intend to go as far as Valiant has. Advisors will continue to
have a personal presence at bank branch offices rather than
appear via video. We suspect some cost-cutting potential here
in the medium term. Furthermore, we anticipate that of the cur-
rent roughly 60 GRKB branch offices some will face complete
closure, because the demand for advisory services is probably
insufficient at smaller locations to be able to justify operating
the branch.



New type of branch office without bank counter

Source: Graublndner Kantonalbank

Valuation premium versus peer group diminished

The decline in the share price during the second half of 2016
abated the valuation premium of the thinly traded participation
certificate sharply toward the peer group. A certain premium is
partially attributable to the superior efficiency of Graublindner
Kantonalbank. In addition, the P/E multiple on a three-year per-

SWOT analysis
Strengths

spective is currently hovering at nearly 20% below the 2016
level. The excellent first half-year 2017 results coupled with the
raised guidance sparks expectations that the price of the partic-
ipation certificate should somewhat outperform the overall
market in the near term. We are therefore upgrading our rating
on GRKB stock from "Market Perform" to "Qutperform.”

Company Description

Graubundner Kantonalbank is a medium-sized cantonal bank.
The parent company focuses on private ¢and corporate client
business in the Canton of Grisons. The bank also engages in
private banking through its stake in Privatbank Bellerive (55%
stake, assets under management of roughly CHF 4.5bn, domi-
ciled in Zurich) and Albin Kistler AG (25% stake with option for
another 26%, assets under management of around CHF 4.5bn,
in Zurich, too). The Canton of Grisons holds 84.3% of the capi-
tal in the bank.

Weaknesses

»  Above-average capitalisation

= Good cost and risk controls

» Far-sighted and conservative management

» Relatively limited dependency on short-term market fluctuations
» State guarantee and a solid rating (ZKB debtor rating: AA+)

Opportunities

= High dependency on interest rate business (over 60% of revenues)
» Trading volume for participation certificate is low

»  Opportunities for cost reductions are declining

= Growth in the canton appears to be exhausted at the moment

Threats

» Capital strength allows flexibility in capital measures

= Further expansion of investments with favourable positioning in
wealth management because of the focus on Swiss clients

= Results would strongly benefit from improvement in the environ-
ment (interest rates, markets)

»  Asset outflows in GKB parent company due to taxation changes

» Fallin real estate prices in overheated regions of the Canton of Gri-
sons

» Collapse in the overall economy of the Canton of Grisons, resulting
in higher loan defaults

Trend in shareholders' equity and profitability
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Trend in growth of mortgage loan book
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Financial Data

Graubiindner Kantonalbank 2014 2015 2016 2017E 2018E 2019E
Balance sheet in CHF mn

Total assets 20588 23284 23918 24 322 24 815 25325
— Change in % 2.94% 13.09% 2.72% 1.69% 2.03% 2.06%
Shareholders’ equity 2 264 2 363 2 431 2 535 2621 2713
— Change in % 3.79% 4.38% 2.87% 4.25% 3.39% 3.51%
BIS Tier 1 ratio in % 18.9% 18.7% 18.6% 18.5% 18.6% 18.8%
Total loans to customers 16 181 17 520 18 046 18 861 19 394 19 942
— Change in % 2.1% 8.3% 3.0% 4.5% 2.8% 2.8%
Risk costs in % 0.04% 0.03% 0.00% -0.03% 0.02% 0.02%
Assets under Management in CHF bn

Total Assets under Management 30.2 30.1 27.9 29.2 30.1 31.1
— Change in % 2.19% -0.26% -7.32% 4.82% 3.04% 3.32%
Income statement in CHF mn

Net interest income 237.4 2304 239.8 242.0 243.0 244.0
— Change in % -2.6% -3.0% 4.1% 0.9% 0.4% 0.4%
—in % of operating income 62.2% 62.4% 67.4% 65.9% 65.7% 64.9%
Net fee and commission income 113.2 106.0 89.8 94.0 96.0 99.0
- Change in % 0.1% -6.4% -15.2% 4.7% 2.1% 3.1%
—in % of operating income 29.7% 28.7% 25.2% 25.6% 25.9% 26.3%
Net trading income 19.7 22.3 17.6 18.0 20.0 20.0
— Change in % 4.88% 13.17% -20.98% 2.06% 11.11% 0.00%
—in % of operating income 5.2% 6.0% 5.0% 4.9% 5.4% 5.3%
Net other income 11.5 10.4 8.5 13.0 11.0 13.0
—in % of operating income 3.00% 2.82% 2.93% 2.31% 3.51% 2.93%
Operating income 381.8 369.1 355.7 367.0 370.0 376.0
— Change in % -1.24% -3.34% -3.62% 3.18% 0.82% 1.62%
Operating expenses incl. depreciation and amortization -188.8 -185.3 -184.1 -179.0 -181.0 -182.0
— Change in % 3.04% -1.86% -0.64% -2.79% 1.12% 0.55%
— Cost/income ratio in % 49.5% 50.2% 51.8% 48.8% 48.9% 48.4%
Valuation adjustments, provisions and losses -6.6 -4.7 0.7 5.0 -3.0 -4.0
Net operating result 186.3 179.1 172.2 193.0 186.0 190.0
— Change in % -4.0% -3.9% -3.8% 12.1% -3.6% 2.2%
Appropriation to reserves for general banking risks -22.7 -24.6 -9.8 -14.0 0.0 0.0
Other extraordinary items 0.0 16.7 7.6 0.0 -2.0 0.0
Taxes -2.5 -3.0 -1.5 -2.0 -3.0 -3.0
Profit before minorities 161.1 168.2 168.5 177.0 181.0 187.0
Minorities -4.9 -4.0 -2.4 -3.0 -3.0 -3.0
Net profit 156.2 164.1 166.1 174.0 178.0 184.0
— Change in % -0.1% 5.1% 1.2% 4.7% 2.3% 3.4%
Adjusted net profit 178.9 172.0 168.4 188.0 180.0 184.0
— Change in % -4.6% -3.8% -2.1% 11.7% -4.3% 2.2%
— Return on equity adjusted in % 8.0% 7.4% 7.0% 7.6% 7.0% 6.9%
— Net interest margin in % 1.2% 1.1% 1.0% 1.0% 1.0% 0.9%
Valuation

P/E 23.0x 20.6x 21.5x 21.1x
Price/book 1.6x 1.5x 1.5x 1.4x
Price/tangible book 1.6x 1.5x 1.5x 1.4x
Dividend yield 2.5% 2.5% 2.5% 2.5%
Per share data in CHF

Shareholders’ equity 905.8 945.4 972.5 1013.9 1048.3 1085.1
Tangible shareholders’ equity 905.8 945 .4 968.4 1011.9 1048.3 1085.1
Net profit 62.5 65.7 66.4 69.6 71.2 73.6
— Change in % -0.1% 5.1% 1.2% 4.7% 2.3% 3.4%
Adjusted net profit 71.6 68.8 67.3 75.2 72.0 73.6
— Change in % -4.6% -3.8% -2.1% 11.7% -4.3% 2.2%
Dividend 38.0 38.0 38.0 38.0 38.0 38.0
Payout ratio in % 60.8% 57.9% 57.2% 54.6% 53.4% 51.6%
Capital structure Par Value Number of Shares Market Cap. Free Float TK Symbol Swiss Sec. No.
Participation certificates CHF 1 000 750 000 CHF 1163 mn 100%
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Disclosures & Disclaimer

Recommendations made in the last twelve months
27.07.2017 old: Market Perform new: Outperform

List of all publications of the last twelve months
Alist of all reports/publications that have been published on any issuer or financial instrument within the last twelve months is available at the following address: https://zkb-
finance.mdgms.com/user/login/index.html.

Methodology
The underlying methodical analytical and rating approaches which the Research department of Zircher Kantonalbank considers or uses in producing its publications is described on the ZKB homepage
at https://iwww.zkb.ch/de/un/fk/anlagen-boerse/news-research.html.

Expected frequency
As a general rule, and unless otherwise stated, the Research department of Zircher Kantonalbank will update publications on issuers and/or financial instruments as new company figures or infor-
mation impacting the price or the rating are being released.

Disclaimer

The Research department of Ziircher Kantonalbank does not publish absolute recommendations, such as "Buy", "Hold" or "Sell". Its ratings are relative to a benchmark (" Outperform”, "Market Per-
form", "Underperform"). For Swiss equities, the Swiss Performance Index (SPI) serves as a benchmark. The expected relative performance is defined as the anticipated total return over the coming 12
months. It consists of the stock price performance (price gain or loss) plus distribution (e.g. dividends). Compared to the expected total return of the benchmark, the rating "Outperform" implies an
outperformance of over 5%. "Market Perform" refers to a comparable performance (+/-5%), whereas "Underperform" predicts an overall performance which is more than 5% lower than that of
the benchmark.

This Publication is for information purposes only and explicitly does not target any person who by domicile or nationality is prohibited to receive such information according to applicable law. This
document was produced by Zlrcher Kantonalbank (“ZKB") applying highest diligence standards in good faith. ZKB does not warrant any guarantee with regard to correctness and completeness and
waives any claim for losses that may occur through the use of this information. This Publication is neither an offer nor a recommendation for the purchase or sale of financial products or financials
services and does not discharge the recipient from his own judgement. Particularly, ZKB recommends that the recipient, if need be by consulting professional guidance, assess the information in con-
sideration of his personal situation with regard to legal, regulatory and tax consequences that might be invoked. If the present document contains contributions from organizational entities which are
not subject to the rules of the “Directives on the Independence of Financial Research” edited by the Swiss Bankers Association, that information will be stated in the footer.

This document is for distribution and / or redistribution only to persons who (i) have professional experience in matters relating to investments falling within Article 19(5) of the Financial Services and
Markets Act 2000 (Financial Promotion) Order 2005 (as amended, the "Financial Promotion Order"), (ii) fall within Article 49(2)(a) to (d) ("high net worth companies, unincorporated associations
etc.”) of the Financial Promotion Order, iii) are outside the United Kingdom, or (iv) to whom an invitation or inducement to engage in investment activity (within the meaning of section 21 of the Fi-
nancial Services and Markets Act 2000) in connection with the issue or sale of any securities may otherwise lawfully be communicated or caused to be communicated (all such persons together being
referred to as "relevant persons"). This document is directed only at relevant persons and must not be acted on or relied on by persons who are not relevant persons. Any investment or investment
activity to which this document relates is available only to relevant persons and will be engaged in only with relevant persons.

This document does not constitute an offer to sell or a solicitation or invitation to subscribe for or to make an offer to buy any securities, nor does it provide a basis for any contract or obligation of
any kind. This document is not a prospectus within the meaning of article 652a or 1156 of the Swiss Code of Obligations or Article 27 of the listing rules of SIX Swiss Exchange AG.

This publication and the information contained in it must not be distributed and / or redistributed to, used or relied upon by, any person (whether individual or entity) who may be a US person under
Regulation S under the US Securities Act of 1933. US persons include any US resident; any corporation, company, partnership or other entity organized under any law of the United States; and other
categories set out in Regulation S.

In the event of any differences between this English language translation and the German document, the German document shall prevail.
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