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AKBL is a commercial and retail bank in Pakistan It was founded in
1991, as a Public Limited Company. On June 21, 2013 the bank
was acquired by Fauji Group. The Asian Banker awarded AKBL
twice as “Best Retail Bank in Pakistan” in 2004 and 2005.

Source: Bloomberg, KSE 100 & IGI Research

Saad Khan / Syed Daniyal Adil

Research Analyst
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Tel: (+92-21) 111-234-234 Ext.: 810

Commercial Banks
AKBL; Improved fundamentals;
Inexpensive valuations; Buy

=  With improving fundamentals and inexpensive valuation we highlight
AKBL offers a decent “Buy” opportunity at current price.

= During the 1QCY17, bank reported profit of PKR 1.2bn (or PKR
0.98/share) compared to previous 4QCY16 profit of PKR 1.0bn (or PKR
0.82/share) up by a staggering +19%QoQ.

= On the back of lower cost of deposit, bank managed to post a growth of
+6%YoY in total interest income which brought about minimal damage
to bank’s NIMs — currently at 2.8%.

= Bank’s non-interest income declined by 11%QoQ (or down by 40%YoY)
during the period under review, mainly in absence of higher capital gain
realization and lower dividend income.

= Support from provision reversal continue to come in as the bank, in the
latest reported result, booked provision reversals of PKR 354mn (PKR
0.3/share) against loans.

=  Based on our Dec-17 target price of PKR 26/share, AKBL offers 30.3%
upside from last closing price and given expected dividend yield of 7.5%,
we see a total potential return of 37.8%.

After making a high of PKR 28/share in Feb-17, Askari Bank Limited (AKBL) is back
to PKR 20/share, close to its year low price. With a decent profitability growth
display in 1QCY17, up by +19%QoQ (or +1%YoY); with improving fundamentals
and inexpensive valuation we highlight AKBL offers a decent “Buy” opportunity
at current price.

Inexpensive Valuation, trading at FY17F P/E 5.1x

In terms of price multiples, AKBL is trading at a P/B of 0.74x (forward ROE 13x;
Trailing ROE 18.2x) compared to FABL P/B of 0.77x (forward ROE 12x; Trailing
ROE 13.5x) and HMB P/B of 0.88x (forward ROE 12x; Trailing ROE 18.4x), hence
highlighting its undervalued status. Similarly, on a P/E basis, AKBL is trading at
5.1x compared to FABL 7.1x and HMB 8.1x.

With a Dec-17 based target price of 26/share, AKBL offers ~+38% (incl. 7.5% DY)
upside from its last closing
Based on our Dec-17 target price of PKR 26/share, AKBL offers 30.3% upside from
last closing price and given expected dividend yield of 7.5%, we see a total
potential return of 37.8%.

Profit surges by +19% on a quarterly basis

During the 1QCY17, bank reported profit of PKR 1.2bn (or PKR 0.98/share)
compared to previous 4QCY16 profit of PKR 1.0bn (or PKR 0.82/share) up by a
staggering +19%QoQ. Similar to other banks, AKBL interest income also declined
on a quarterly basis (down by 4%). However, on a yearly basis, on the back of
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Exhibit: High CASA Deposit growth keeping cost of deposit
low (3YR CAG: CY13-16)
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Exhibit: High Advances growth (3YR CAG: CY13-16); while
keeping NPL ratio in check
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Source: Company accounts, Bloomberg

lower cost of deposit, bank managed to post a growth of +6%YoY in total interest
income which brought about minimal damage to bank’s NIMs —currently at 2.8%.

Lack of capital gains realization dragged non-interest income during the 1QCY17
Bank’s non-interest income declined by 11%QoQ (or down by 40%YoY) during the
period under review, mainly in absence of higher capital gain realization and
lower dividend income. However, on the plus factor, bank’s fee income continue
to trend up —rising by +13%YoY as loan growth picks up pace —which during the
period supported bank’s total revenue.

Expansion costs led to higher operating expenses

On cost side, bank’s operating expenses fell by -8.5%QoQ (up by +9.3%YoY),
mainly as the bank’s branching presence reached 501 by CY16 (424 in CY15) and
technological advancement with earlier introduction of Alternative Delivery
Channel (ADC). As a result, AKBL’s cost to income ratio now stands at 70%, slightly
improving from 4QCY16 (average cost/income of 49% for IG| coverage banks
during 1QCY17). Nevertheless, we believe the bank has yet to capitalize on
increase capital expenditure it incurred during the period.

Improving asset quality pushed profits higher

Support from provision reversal continue to come in as the bank, in the latest
reported result, booked provision reversals of PKR 354mn (PKR 0.3/share) against
loans. AKBL's infection ratio has come down quite substantially since the Fauji
Foundation took charge of the bank back in CY13, whereby bank’s infection ratio
stood at 17.3% to now 10.5% in 1QCY17. The number is more impressive
considering bank’s loan sheet has shown a +14% CAGR (3-Yr) while maintaining a
high coverage ratio of ~91% over the course of said period (92% in 1CY17).

Recommendation

Based on our outlook, we highlight that the recent sell off in banking stocks has
made AKBL valuation rather attractive. AKBL is trading at a P/B of 0.74x and a P/E
of 5.0x inexpensive to its peers FABL and HMB. Based on our Dec-17 target price
of PKR 26/share, AKBL offers 30.3% upside from last closing price and given
expected dividend yield of 7.5%, we see a total potential return of 37.8%.
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Financial Summary

Askari Bank Limited (AKBL)
Current Price (PKR): 20.05 Target Price (PKR): 26.12 Upside: 30.28 Recommendation: BUY

Period end (DEC) - PKRBn ~ CY14A CY15A CY16A CYI17E CY18F CY19F CY20F  Period end (DEC) - PKRBn CY14A CY15A CY16A CY17E CY18F CY19F CY20F

Income Items Balance Sheet Items

Net Interest Income 11.9 149 150 172 196 222 25.2 NPLs 31.4 315 28.5 21.7 28.8 30.1 31.9
Fee Income 14 1.7 2.2 25 3.0 3.6 42 Net Advances 170.7 1999 2352 2622 2842 3078 3331
Non Interest Income 5.4 6.7 7.1 5.6 54 6.0 6.8 Invetments 2172 2680 2958 3376 3804 431.0 4846
Total Op. Revenues 17.3 216 221 228 249 282 32.0 Total Assets 4471 5359 6191 7036 7791 8657 9575
Operating Exp. 11.2 123 143 154 173 194 216 Deposits 3876 4332 4728 5467 6169 6999 7877
Pre-Prov. Profits 6.1 9.3 7.8 7.3 7.6 8.8 10.4 CASA 292.0 336.6 3748 4382 499.7 5725 6503
Provisions 0.3 0.9 (0.7) (0.8) 11 1.4 1.7 Total Liabiliies 4234 509.0 5866 6679 740.7 8242 9124
Pre-tax Profits 5.8 8.4 8.5 8.1 6.5 7.4 8.6 Share Capital 12.6 12.6 12.6 12.6 12.6 12.6 12.6
Tax 18 34 3.3 3.2 2.3 2.6 3.0 Total Equity 23.7 26.9 32.6 35.7 38.4 41.5 45.1
Post-tax Profits 4.0 5.0 5.2 4.9 4.2 48 5.6 Cashflow ltems

Per Share Data Operating Cashflow 36.6 67.5 425 43 3.7 4.1 4.9
EPS (diluted) 32 4.0 4.1 39 33 3.8 45 Investing Cashflow (47.9) (51.6) (30.5) 4.2 44 78 7.9
DPS 2.0 23 15 14 12 14 16  Financing Cashflow 28 (5.5) (1.6) 36 (1.0) (3.6) (4.1)
BVPS 18.8 213 258 283 305 329 358  Closing Cash 19.1 29.7 42.6 54.7 61.7 70.0 78.8
Payout 628 562 362 362 362 362 362 Non-Financial

Bonus (%) - - - - - - - Branches 321 424 501 536 571 606 641
Valuation Asset Quality

P/E (X) 6.3 5.0 48 5.1 6.0 5.2 45 NIMs 3.2 3.4 2.9 3.0 3.0 31 3.2
P/B (X) 11 0.9 0.8 0.7 0.7 0.6 0.6 IEA / Total Assets 89.1 89.0 87.8 87.3 87.4 87.5 87.6
Div. YId (%) 10.0 11.2 75 7.0 6.0 7.0 80  Costof Deposit 5.6 4.6 37 34 383 33 32
ROE 18.9 200 176 144 114 121 13.0 IDR 56.0 61.9 62.6 61.8 61.7 61.6 61.5
ROE (tier 1) 22.4 245 221 182 141 147 15.6 ADR 44.0 46.2 49.7 48.0 46.1 44.0 42.3
Growth Rates Infection Ratio 158 138 109 96 9.2 9.0 8.8
Advances 35 149 148 100 8.0 8.0 8.0 Coverage Ratio 88.6 89.1 92.4 92.4 92.4 92.4 92.4
NPL Growth (5.3) 03 (94) (29 38 4.8 5.8 Du-Pont Analysis

IEA 16.8 197 140 130 109 112 10.7 NIMs 32 34 29 3.0 3.0 3.1 3.2
Deposits 15.6 118 92 156 128 135 12.5 Cost/ Income 64.8 56.9 64.7 67.8 69.5 68.7 67.6
NII 38.3 25.3 08 147 135 134 136  Cost/Asset 25 23 23 22 22 2.2 23
Non Interest Income 51.0 231 6.2 (21.9) (31) 121 12.7 Pre-prov/ ROA 14 19 14 11 1.0 11 11
Operating Exp. 17.7 94 165 80 122 118 115  Prov./ROA 0.1 02  (0.1) (0. 0.1 0.2 0.2
Profits (173.3) 25.6 35 (5.9 (141) 142 16.6 Tax Rate 30.6 40.2 38.4 39.2 35.0 35.0 35.0
Equity 26.6 133 213 9.7 7.6 8.0 8.7 ROA 1.0 1.0 0.9 0.7 0.6 0.6 0.6
Capital Asset/ Equity 198 194 194 194 200 206 211
CAR % 13.0 125 139 137 136 136 13.6 ROE 18.9 20.0 17.6 14.4 11.4 121 13.0
Part of (3] Financial Services A A Packages Group Company
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Askari Bank Limited (AKBL) Quarterly Financials
Period end (DEC) - PKRBn ~ 3Q'15 4Q'15 1Q'16 2Q'16 3Q'16 4Q'16 1Q'17 Period end (DEC)-PKRBn  3Q'15 4Q15 1Q16 2Q'16 3Q'16 4Q'16 1Q17

Income Items Balance Sheet Items

Net Interest Income 38 38 3.6 37 38 4.0 38 Investments 2716 2680 2734 3051 3066 2958 2832
Fee Income 0.4 0.5 0.4 0.8 0.4 0.5 0.5 Advances 190.2 1999 2088 2223 2077 2352 2416
Non Interest Income 11 1.0 1.6 24 1.7 14 1.3 Total Assets 516.0 535.9 548.0 597.1 581.6 619.1 598.1
Total Op. Revenues 49 48 5.2 6.1 55 54 51 Deposits 4273 4332 4488 4659 4626 4728 4735
Operating Exp. 3.1 31 3.3 3.4 3.7 3.9 3.6 Share Capital 12.6 12.6 12.6 12.6 12.6 12.6 12.6
Pre-Prov. Profits 1.8 1.7 1.9 2.7 1.8 1.4 15 Total Equity 26.0 26.9 30.6 31.8 32.0 32.6 324
Provisions 0.2 0.2 0.0 (04) (01) (0.2) (04) Key Ratios

Pre-tax Profits 16 15 1.9 31 1.9 1.6 1.9 NIMs 33 32 2.9 2.9 2.9 3.0 2.8
Tax 0.6 0.5 0.7 14 0.7 0.6 0.7 NIl / Gross Revenue 77.1 78.8 69.1 60.3 69.2 74.1 74.2
Post-tax Profits 1.0 1.0 1.2 1.7 12 1.0 12  Cost/Income 63.1 64.9 63.4 56.3 67.1 72.9 69.9
Per Share Data Tax rate 360 342 350 441 351 354 350
EPS (diluted) 0.82 077 097 138 097 082 098 IDR 63.6 61.9 60.9 65.5 66.3 62.6 59.8
DPS - 1.25 - - - 1.50 - ADR 445 46.2 46.5 47.7 44.9 49.7 51.0
BVPS 20.6 213 243 252 254 258 25.7 ROA 0.8 0.7 0.9 1.2 0.8 0.7 0.8
Cash Dividend (%) - 12.50 - - - 15.00 - Asset/ Equity 19.7 19.9 18.9 18.4 18.5 18.6 18.7
Bonus (%) - - - - - - - ROE 16.1 14.8 17.0 22.3 15.4 12.8 15.2

Source: Company accounts & |Gl Research
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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
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