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COMPANY UPDATE

Commercial Banks

FAYSAL BANK LIMITED
COMMERCIAL BANKS

Recommendation NEUTRAL
Target Price: 23.8
Last Closing: 21-Aug-17 23.8
Upside: 0.2

Valuation Methodology:

Asset based Valuation /

Dividend Discount Model (DDM)

Time Horizon: Dec-17
Market Data
Bloomberg Tkr. FABL PA
Shares (mn) 1,199.8
Free Float Shares (mn) 419.9
Free Float Shares (%) 35.0%
Market Cap (PKRbn | USDmn) 28.5 | 270.4
Exchange KSE 100
Price Info. 90D 180D 365D
Abs. Return (9.9) (6.7) 58.5
Lo 19.6 18.1 14.4
Key Company Financials
Period End: Dec
PKRbn CY16A CY17E CY18F CY19F
Total Revenue 18.8 17.7 19.7 22.6
Net Income 4.31 3.9 4.4 5.5
EPS (PKR) 3.6 3.3 3.7 4.6
DPS (PKR) - 1.0 1.0 1.0
Total Assets 444.5 513.6 569.6 630.4
Total Equity 35.0 37.7 41.0 45.2
Key Financial Ratios
ROE (%) 12.3 10.4 10.9 12.1
P/E (x) 6.6 7.3 6.4 5.2
P/B (x) 0.8 0.8 0.7 0.6
DY (%) - 4.2 4.2 4.2
Relative Price Performance & Shareholding
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About the Company

The Bank wasincorporated in Pakistan on October 03, 1994
as a public limited company. The Bank is engaged in
corporate, commercialand consumer banking. Ithmaar Bank
B.S.C. a Bahrain based retail bank, is the parent company,
holding 66.78% of the shareholding of the Bank.

Source: Bloomberg, PSX & |GIResearch
Syed Daniyal Adil

Research Analyst

daniyal.adil@igi.com.pk

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

FABL: Profitability to decline due falling

capital gains

=  We foresee the bank to register unconsolidated profit after tax (PAT) of
PKR 1bn (EPS: 0.83 PKR), down by 47%QoQ (or down 32%YoY).

=  We expect the simultaneous rise in advances outpacing uptick in deposits
to offset the increase in interest expensed with higher interest earned
through quantum growth in advances despite fall in yield.

=  Non-interest income is expected to fall by 33%QoQ predominantly due to
fall in capital gains by 90%QoQ.

= We also expect a provision charge (PKR 90mn) in 2QCY17 as against a
provision reversal (PKR -270) in the same period last year to dent the

bottom-line.

= With a forward CY17/CY18 P/B of 0.8x/0.7x and dividend vyield of
4.2%/4.2%, we recommend “HOLD” call with our Dec-17 target price of

PKR 23.8/share.

Capital gains to be the primary cause of fall in profitability
We preview Faysal Bank Limited (FABL) financial results for 2QCY17. We foresee
the bank to register unconsolidated profit after tax (PAT) of PKR 1.1bn (EPS: 0.91
PKR), down by 42%QoQ (or down 25%YoY). This will bring cumulative income for
1HFY17 to PKR 3.0bn (EPS: 2.47 PKR), up by +2%YoY. In a stark contrast to its
peers, we expect the decline in quarterly profits of FABL to primarily be due to
fall in capital gains. On a yearly basis, 82%YoY decline in capital gains is expected
to drag down profit after tax by 25%YoY.

Exhibit:

FABL Result Highlights

PKRmn (Period end=Dec) 2QCY17 2QCY16 YoY 1QCY17 QoQ 1HFY17 YoY
Interest Earned 7,465 6,513 15% 6,909 8% 14,373 8%
Interest Expensed 3,731 3,597 4% 3,396 10% 7,127  -1%
Net Interest Income 3,734 2,916 28% 3,513 6% 7,247 20%
Fee Income 845 768  10% 663  27% 1,508 12%
Capital Gain & Div. Income 270 1,524 -82% 977 -72% 1,247 -46%
Non-Interest Income 1,495 2,636 -43% 1,996 -25% 3,490 -19%
Total Revenue 5,229 5552 -6% 5,509 -5% 10,737 3%
Operating Expenses 3,049 2,928 4% 2,847 7% 5,896 6%
Pre-Provisioning Profits 2,180 2,624 -17% 2,662 -18% 4,842 1%
NPL (Rev.) / Prov. 90 347 -74% (277) n.m (187) -143%
Pre-Tax Profits 2,090 2,277 -8% 2,930 -29% 5020 15%
Taxation 998 816 22% 1,063 -6% 2,061  33%
Profit After Tax 1,092 1,461 -25% 1,868 -42% 2,960 5%
EPS (PKR) 0.91 1.22 1.56 2.47

DPS (PKR) - -

BVPS (PKR) 31.20 26.89 30.29 31.20

KEY RATIOS

Cost-To-Income Ratio
Effective Tax Rate

Non-Il / Total Income

58%
48%
29%

53%
36%
47%

52%
36%
36%

55%
41%
33%

SOURCE: IGI Research, Company accounts, PSX notifications

Part of [(3] Financial Services

Jamapun

http://www.jammapunji.pk

A A Packages Group Company

Page | 1



IG1

Wednesday, 23 August 2017 Securities

Growth in advances to be the primary cause of higher interest income

During the quarter, we expect robust deposit growth to push cost of deposit
higher with rising non remunerative current accounts compensating for the
higher costs. Yet we foresee the simultaneous rise in advances outpacing uptick
in deposits to offset the increase in interest expensed with higher interest earned
through quantum growth in advances despite fall in yield (average WALR down
by 7 bps vs last quarters average). On investments, FABL has limited exposure to
PIBs resulting in lower yield, a trend we expect to continue. (proportion of gross
investments as of 1QCY17: 64% T-bills and 23% PIBs)

Non-interest income to fall despite expected uptick in fee income

Fee income is expected to rise by +27%QoQ due to volumetric growth in trade
and consumer products. However, non-interest income is expected to fall by
25%QoQ predominantly due to fall in capital gains by 74%QoQ.

Provision charge to push down the bottom-line further

We foresee +7%QoQ rise in operating expenses due to ensuing branch
expansion. Simultaneously, we also expect a provision charge (PKR 90mn) in
2QCY17 as against a provision reversal (PKR -270) in the same period last year to
dent the bottom-line. Moreover, as with the bank’s peers, we also see one-time
provision of super-tax to be one of the prime causes of falling profits.

Recommendation

Compared to 18% decline CY17TD in IGI banking universe, FABL has gone up by +5%
CY17TD, and has little room for upside given our target price of 23.8/share. Hence,
with a forward CY17/CY18 P/B of 0.8x/0.7x and dividend yield of 4.2%/4.2%, we
recommend “HOLD” call with our Dec-17 target price of PKR 23.8/share.
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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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Multan Office

Mezzanine Floor, Abdali Tower,
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