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Key Company Financials
Period End: Dec

PKRbn CY16A
Total Revenue 29.7
Net Income 8.12
EPS (PKR) 73
DPS (PKR) 35
Total Assets 751.4
Total Equity 42.5
Key Financial Ratios

ROE (%) 19.1
P/E (x) 7.1
P/B (x) 1.4
DY (%) 6.8
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The Bank was incorporated in Pakistan on October 15, 1991 as a
public limited company. Itis a scheduled bank principally engaged
in the business of commercial banking with a network of 351
branches, 108 sub branches and 3 representative offices.

Source: Bloomberg, KSE 100 & IGI Research
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Bank Al Habib Limited
On a strong footing

=  Given adequate capital base (CY16 CAR of 14.2%), relentless focus
on loan quality and limited exposure to troubled segments, we
expect loan growth to stay upbeat registering ~12% over the next
3Yrs keeping loan infection ratio under ~3%.

=  Changes in BAHL investment concentration was visible by 3QCY16
onwards, where the bank increased its concentration of low yielding
treasury bills in response to maturing and absence of newer PIB
issuance. With 2/3 of bank contractual maturities falling under 2yrs,
pressure on investment yield cannot be ruled out.

= Management focus to keep the deposit mobilisation growth
concentrated on current/saving deposit has led to improved deposit
cost, which by CY16 reduced to 3.2% compared to 3.8% in CY15.

= |n CY16, bank displayed impressive earning performance registering
growth of 9.6%YoY highest amongst |Gl coverage banking stock (ex-
NBP). However, in CY17 we believe BAHL scrip performance may
languish due to weaker earnings outlook. In CY17 we estimate
bank’s earnings to drop by 11%YoY to PKR 7.2bn (PKR 6.5/share) as
against PKR 8.1bn (PKR 7.3/share) recorded in CY16. Despite weaker
earnings outlook, that bank, the bank holds multiple of positives to
generate organic growth in long-term, which would help the bank
sustain ROE of ~17%.

Bank Al-Habib Limited (BAHL) is poised to benefit from increasing sector loan
growth. Bank’s strong capital base and low deposit cost, will allow the bank to
generate stable NIMs, which should help the bank sustain ROE of ~17% over the
next 3Yrs, justifying superior pricing multiples.

Bank loan-strategy concentrated on low ticket quality corporate loans; adequate
capital base to ensure ~12% 3Yr CAGR in advances

The bank ramp up its advances growth in CY16 by +25%YoY to PKR 269bn well
ahead of industry advances growth of +11%. Share in industry advances has
increased to 5.1% in CY16 from 4.2% two years back in CY14. Looking at bank’s
sector-wise breakup, concentration remains on increasing low-ticket quality
corporate loans (food, commerce & trade and textile). As a result, this strategy
has conferred to better asset quality, which kept bank’s overall infection ratio
just above ~2% compared to industry ~9% in CY16. However, this has also led to
lower yield on performing advances. Nevertheless, given adequate capital base
(CY16 CAR of 14.2%), relentless focus on loan quality and limited exposure to
troubled segments, we expect loan growth to stay upbeat registering ~12% over
the next 3Yrs keeping loan infection ratio under ~3%.

With sizeable high yield investments maturing under 2Yrs, pressure on investment
yields to drag earnings going forward

On investments side, bank’s IDR during CY16 remained relatively unchanged at
~69%, having 98% of funds investment in government securities. Likewise
banking sector, BAHL in CY15 and CY16 benefited heavily through investment in
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BAHL compared to 1GI Coverage banks (CY16)
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Pakistan Investment Bonds (PIB)s, uplifting effective investment yield to average
9% in CY16. Changes in BAHL investment concentration was visible by 3QCY16
onwards, where the bank increased its concentration of low yielding treasury bills
in response to maturing and absence of newer PIB issuance (investment in T-bills
as a %age of total investment stood at 59% compared to 40% in CY15). With 2/3 of
bank contractual maturities falling under 2yrs, pressure on investment yield
cannot be ruled out. On earning support, the bank holds unrealised gains of PKR
4.0bn as at CY16 on AFS, which if fully realised could add additional earning of PKR
2.0/share after tax, but would lower capital buffer for the bank.

Strategic deposit mobilisation to keep NIMs compression relatively slow

Bank’s deposit growth of 13.2% in CY16 understated industry +~20% growth, but
on a broader scale, BAHL deposit have registered ~15% growth in past 3Yrs over
and above industry growth of ~14%. Management focus to keep the deposit
mobilisation growth concentrated on current/saving deposit has led to improved
deposit cost, which by CY16 reduced to 3.2% compared to 3.8% in CY15. Overall
CASA deposits growth has been consistent at 15% in the past 3Yrs, one of the
highest amongst large and medium size banks. More so, growth in current NR
deposits registered a staggering +19% in past 3Yrs (+19.6% in CY16) well ahead of
large banks growth of 15.5% (+14.2% in CY16). For BAHL, bank’s focused deposit
mobilisation, we suspect deposit cost will continue to trend lower going forward,
aiding towards stabilising NIMs in the region of ~3.5% going forward from CY16
established ~4.0%.

Looking at ~17% 3Yr forward ROE, current price multiples seems unjustified

In CY16, bank displayed impressive earning performance registering growth of
9.6%YoY highest amongst IGI coverage banking stock (ex-NBP). As a result of the
bank’s superior earnings display, the stock rallied ~42% in CY16 relatively to
market KSE 100 ~45%. However, in CY17 we believe BAHL scrip performance may
languish due to weaker earnings outlook. In CY17 we estimate bank’s earnings to
drop by 11%YoY to PKR 7.2bn (PKR 6.5/share) as against PKR 8.1bn (PKR 7.3/share)
recorded in CY16. Despite weaker earnings outlook, the bank holds multiple of
positives to generate organic growth in long-term, which would help the bank
sustain ROE of ~17% (ROA of ~1.0%) over the next 3Yrs, justifying close to 2.0x
price to book multiple.

Recommendation

The bank is currently trading at CY17E P/B and P/E of 1.27x and 8.0x. With Dec-17,
target price for BAHL at 74/share, the scrip offers 43% upside from its last closing.
Hence we recommend a ‘Buy’ call on BAHL.
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Important Disclaimer and Disclosures

Research Analyst(s) Certification: The Research Analyst(s) hereby certify that the views about the company/companies
and the security/securities discussed in this report accurately reflect his or her or their personal views and that he/she has
not received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or
views in this report. The analyst(s) is principally responsible for the preparation of this research report and that he/she or
his/her close family/relative does not own 1% or more of a class of common equity securities of the following
company/companies covered in this report.

Disclaimer: The information and opinions contained herein are prepared by IGI Finex Securities Limited and is for
information purposes only. Whilst every effort has been made to ensure that all the information (including any
recommendations or opinions expressed) contained in this document (the information) is not misleading or unreliable, 1GI
Finex Securities Limited makes no representation as to the accuracy or completeness of the information. Neither, IGI Finex
Securities Limited nor any director, officer or employee of IGI Finex Securities Limited shall in any manner be liable or
responsible for any loss that may be occasioned as consequence of a party relying on the information. This document
takes no account of the investment objectives, financial situation and particular needs of investors, who shall seek further
professional advice before making any investment decision. This document and the information may not be reproduced,
distributed or published by any recipient for any purpose. This report is not directed or intended for distribution to, or use by
any person or entity not a client of IGI Finex Securities Limited, else directed for distribution.

Rating system: IGI Finex Securities employs three tier ratings system, depending upon expected total return (return is
defined as capital gain exclusive of tax) of the security in stated time period, as follows:

Recommendation Rating System
Buy If target price on aforementioned security(ies) is more than 10%, from its last closing price(s)
Hold If.target priceon aforementioned security(ies) is in between -10% and 10%, from its last closing
price(s)
Sell If target price on aforementioned security(ies) is less than -10%, from its last closing price(s)

Risk: Investment in securities are subject to economic risk, market risk, interest rate risks, currency risks, credit risks,
political and geopolitical risks. The performance of company(ies) covered herein mightunfavorably be affected by multiple
factors including, business, economic, and political conditions. Hence, there is no assurance or guarantee that estimates,
recommendation, opinion, etc. given about the security(ies)/company(ies) in the report will be achieved.

Basic Definitions and Terminologies used: Target Price: A price target is the projected price level of a financial security
stated by an investment analyst or advisor. It represents a security's price that, if achieved, results in a trader recognizing
the best possible outcome for his investment. Market Cap.: Market capitalization is calculated by multiplying a company's
shares outstanding by current trading price. ROE: Return on equity is the amount of net income returned as a percentage
of shareholders’ equity. P/E: Price to Earnings ratio of a company's share price to its per-share earnings. P/B: Price to
Book ratio used to compare a stock's market value to its book value. DY: The dividend yield is dividend per share, divided
by the price per share.

IGI Finex Securities Limited

Research Analyst(s) Jama

Research Identity Number: BRP009 n-_df__,',._-a;_mo-;s?_.,_.
© Copyright 2016 IGI Finex Securities Limited nitp:ffererw. jammagunii. g

Part of [(3] Financial Services A A Packages Group Company



BRP - 009

161

Securities

Contact Details

Research Team
Saad Khan
Abdullah Farhan
Jawad Ameer Ali
Anjali Kukreja
Umesh Solanki

Equity Sales
Faisal Jawed Khan
Zaeem Haider Khan
Muhammad Naveed
Gul Hussain

Asif Saleem
Mehtab Ali
Zeeshan Kayani

Deputy Head of Research
Research Analyst
Research Analyst
Research Analyst
Database Manager

Head of Equities

Regional Head (North)

Branch Manager (Islamabad)
Branch Manager (Faisalabad)
Branch Manager (RY Khan)
Branch Manager (Multan)
Branch Manager (Abbottabad)

Tel
Tel
Tel
Tel
Tel

Tel
Tel
Tel
Tel
Tel
Tel
Tel

1 (+92-21) 111-234-234 Ext: 810
£ (+92-21) 111-234-234 Ext: 912
:(+92-21) 111-234-234 Ext: 816
:(+92-21) 111-234-234 Ext: 957
1 (+92-21) 111-234-234 Ext: 974

:(+92-21) 35301779

1 (+92-42) 35777863-70
:(+92-51) 2604861-62

: (+92-41) 2540843-45

: (+92-68) 5871652-56
:(+92-61) 4512003
:(+92-992) 408243-44

IGI Finex Securities Limited
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