
  
 
 

                                                                                                 BRP - 009 

Day Break 
 

Friday, 08 September 2017 
  

 

 
 

Page | 1 

 

Commercial Banks 

HBL: “Accumulate” based on lower than 

expected penalty 
 

 

Climax: HBL to pay USD 225mn for violation of US regulations   
As per the latest notice issued by Habib Bank Limited (HBL), the company has 
agreed to pay a fine of USD 225mn on charges of weak anti-money laundering 
(AML) infrastructure and US Bank Secrecy Act. According to the notice, NYDFS has 
reduced the penalty amount from USD ~630mn to USD 225mn on account of out 
of court settlement as stated in the consent order. The bank will have to settle the 
amount due within 14 days of the execution of said order. The regulator also 
imposed a condition which stipulates that the bank cannot seek tax advantage 
within the US based on this transaction. Simultaneously, the bank’s request to shut 
down its NY operations has also been granted based on a set of conditions for 
orderly wind down of NY branch and the surrender of license.  
 

Background  

To recall, the DFS (Department of Financial Services) New York had raised concern 
over HBL New York branch for not having adequate anti-money laundering (AML) 
infrastructure. Consequently, in a notice issued, the regulator sought to impose civil 
monetary penalty of up to USD ~630mn on HBL. However, at that time HBL 
management had decided to vigorously contest the penalty but ultimately agreed 
to an out of court settlement.  
 
Final impact 
The penal amount USD 225mn translates into a BV impact of PKR ~16/share. HBL 
reported a consolidated book size of PKR 136/share at June-17 and profitability of 
PKR 10.6/share for 1HCY17. We expect the bank to realize the full penal amount in 
3QCY17. Given the amount agreed, we anticipate the BV of the bank to stand at 
PKR 134.6/share for CY17E. Similarly, we expect EPS to fall by 67% to PKR 7.8 from 
our initial CY17 expectation. We would also like to highlight that this amount is not 

 

 As per the latest notice issued by Habib Bank Limited (HBL), the company 
has agreed to pay a fine of USD 225mn on charges of weak anti-money 
laundering (AML) infrastructure and US Bank Secrecy Act. 

 The bank will have to settle the amount due within 14 days of the 
execution of said order.  

 The bank’s request to shut down its NY operations has also been granted 
based on a set of conditions for orderly wind down of NY branch and the 
surrender of license. 

 Given the amount agreed, we anticipate the BV of the bank to stand at 
PKR 134.6/share for CY17E. Similarly, we expect EPS to fall by 67% to PKR 
7.8 from our initial CY17 expectation. 

 CAR% is expected to decline to 14.7% due to which we expect no 
dividends in 2HCY17 and lower dividends in CY18F (PKR 6/share). 

 Our revised target price for Dec-17 is PKR 219/share, offering a 43.2% 
upside from its last close. The scrip is currently trading at CY17E/CY18F 
forward P/B of 1.1x/1.0x and P/E of 19.6x/6.1x   

COMPANY UPDATE
HABIB BAN K LIMITED
COMMERCIAL BANKS

Rec ommendation BUY
219.0      

Last Closing: 152.9      

Upside: 43.2         

Time Horizon:

Market  D at a

Bloomberg Tkr. HBL PA 

Shares (mn)

Free Float Shares (mn) 660.1      

Free Float Shares (%) 45.0%

Market Cap (PKRbn | USDmn) 224.3      2,129.0  

Exchange KSE 100

P r ic e I n fo . 90D 180D 365D

Abs. Return (40.6)        (46.8)        (33.4)        

Lo 152.9      152.9      152.9      

Hi 269.1      308.6      308.6      

K ey  Co m p an y Fin an c ials 

P K Rb n CY1 6 A CY1 7 E CY1 8 F CY1 9 F

Total Revenue 113.0      111.7      118.1      132.5      

Net Income 34.21      11.4         36.6         41.6         

EPS (PKR) 23.3         7.8            24.9         28.4         

DPS (PKR) 14.0         7.0            6.0            17.0         

Total Assets 2,507.2  2,779.4  3,127.8  3,505.0  

Total Equity 196.3      197.4      225.2      242.0      

K ey  Fin an c ial Rat io s

ROE (%) 17.4         5.8            16.2         17.2         

P/E (x) 6.6            19.6         6.1            5.4            

P/B (x) 1.1            1.1            1.0            0.9            

DY (%) 9.2            4.6            3.9            11.1         

Relat ive P r ic e P er fo rm an c e & Sh areh o ld in g

Ab o u t  t h e Co m p an y

Source: Bloomberg, PSX & IGI Research

Syed  D an iyal Ad il

Research Analyst

daniyal.adil@igi.com.pk

Tel: (+92-21) 111-234-234 Ext.: 973

Valuation Methodology:  Asset based Valuation / 

Dividend Discount Model (DDM) 

Period End: Dec

Target Price:

The Bank is incorporated in Pakistan and is engaged in 

commercial banking and asset management services in 

Pakistan and overseas. The Bank operates 1677 branches 

domestically, 45 Islamic banking branches and 54 branches 

outside the Country.

1,466.9                          

7-Sep-17

Dec-17

-40%

-30%

-20%

-10%

0%

10%

20%

30%

40%

Se
p

-1
6

N
o

v-
16

Ja
n

-1
7

M
ar

-1
7

M
ay

-1
7

Ju
l-1

7

Se
p

-1
7

HBL KSE 100

0%

1%

3%

96
%

Dir. Assoc.
Ind. Others



    
 

   
 

  

Friday, 08 September 2017 

  

 

 

 
 

Page | 2 

        
 

tax-deductible. At the same time, CAR% is expected to decline to 14.7% (against 
our previous estimate of 15.7% in CY17E) due to which we expect no dividends in 
2HCY17 and lower dividends in CY18 (PKR 6/share). The lower CAR% is expected to 
dent the bank’s asset growth momentum. However, it is noteworthy to mention 
that the bank is still sufficiently capitalized after the imposition of penalty, thus we 
foresee that there is less likelihood of raising further capital through right issue or 
TFC. With the expected decline in dividends, we expect the bank to regenerate 
sufficient capital buffer to continue its growth especially with the upcoming credit 
requirements in the economy due to CPEC related activity.  

  
Exhibit: 

HBL Imposition of USD 225mn Penalty Impact 

PKRmn Amount (USDmn) Amount (PKRbn) Impact (PKR/share) 
EPS (revised) BVPS (revised) P/E P/B 

Revised TP Recom. 
CY17E CY18F CY17E CY18F CY17E CY18F CY17E CY18F 

HBL 225.0 23.6 16.1 7.8 24.9 134.6 153.5 19.6 6.1 1.1 1.0 219 BUY 

Source: IGI Research 

  
Recommendation 

We upgrade our recommendation on HBL to “BUY” call based on lower than 
expected final penalty on the bank as well as recent correction in stock price in 
anticipation of higher penalty. Our revised target price for Dec-17 is PKR 
219/share, offering a 43.2% upside from its last close. The scrip is currently 
trading at CY17E/CY18F forward P/B of 1.1x/1.0x and P/E of 19.6x/6.1x   
 

News articles: 
 

 New York Department of Financial Services 
Financial Services Superintendent Maria T. Vullo today announced that the 
Department of Financial Services (DFS) has fined Habib Bank and its New York 
branch $225 million for failure to comply with New York laws and regulations 
designed to combat money laundering, terrorist financing, and other illicit 
financial transactions. 
http://www.dfs.ny.gov/about/ea/ea170907.pdf 

 

 

http://www.dfs.ny.gov/about/ea/ea170907.pdf
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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, IGI 

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 price on 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. 
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