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BAFL: Profitability up by +34%YoY, Lower Than Expected Dividend,
Recommending a ‘Hold’ Stance

= Bank Al Falah Limited (BAFL) reported its CY15 earnings of PKR 7.5bn (EPS PKR 4.74) up by +34%YoY.

= Along with result, Bank also announced a PKR 1.0/share cash dividend, lower than our expectation of PKR
2.5/share, bringing bank’s pay-out ratio to 21%. We suggest this is likely due to bank’s limited capital base,

following growth in gross advances (+11%YoY in 9MCY15)

= On quarterly basis, bank’s 4QCY15 profitability clocked in at PKR 1.49bn (EPS PKR 0.9) down by 8%YoY.

= Major drag during the 4QCY15 came from a) 20%YoY decline in bank’s non-interest income, and b) drop in
bank’s interest earning by 2%YoY. During the quarter, non-interest income was up by 2%QoQ to PKR 2.0bn.

= Bank booked in provisioning charge against advances to the tune of PKR 0.9bn in 4QCY15, bringing CY15 total

charge to PKR 2.2bn as compared to PKR 1.5bn in same period last year.

= Bank’s operating cost is up by +8%YoY in CY15, bringing cost-to-income ratio to 60% (67% in CY14)

Recommendation

Given lower than expected dividend pay, we suggest a “Hold” a stance on the scrip.

Exhibit: Financial Highlights

Exhibit: Bank's Quarterly Earnings

PKRmn (Period end=Dec) 4QCY15 4QCY14 YoY CY15 CYl4 YoY [ Operating expenses =& Interest Income = EPS
InterestIncome 7392 6401  15% 28,648 21,873  31% e
Non-Interest Income 2,078 2,593 -20% 8,851 9,036 2% ,A_" - 14
Total Revenue 9470 8,994 5% 37,499 30910  21% W \ [ 13
Operating expenses 6,205 5,807 7% 22598 20,863 8% 4o of = 11
PPOP 3,265 3,187 2% 14901 10,047 48% - 10
Provisioning Charge 934 803  16% 2287 1534  49% 50 P
Pre-Tax Profits 2,331 2,384 2% 12,614 8,514 48% 0.7
Taxation 843 759 11% 5,081 2,873 77% 40 06
Profit After Tax 1,488 1,625 8% 7533 5641 34% IR - B T R B

EPS 0.94 1.02 4.74 3.55 = 2 8 &8 2 3 & &

DPS 1.00 2.00 1.00 2.00

BVPS 33.8 28.2 33.8 28.2

Source: IGI Research, Company Financials, KSE

Key Ratios

Cost-to-income Ratio 66% 65% 60% 67%

Effective tax Rate 36% 32% 40% 34%

Non-interest Income / Total Incom 22% 29% 24% 29%
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Analyst Certification

The analyst” hereby certify that the views about the company/companies and the security/securities discussed in this report are
accurately expressed 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 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

This document has been 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.

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 return on aforementioned security(ies) is more than 10%, from its last closing price(s)
Hold If return on aforementioned security(ies) is in between -10% and 10%, from its last closing price(s)
Sell If return on aforementioned security(ies) is more than -10%, from its last closing price(s)

Valuation Methodology
The analyst” has used following valuation methodology to arrive at the target price of the said security (ies):

= Justified Price-to-book
= Dividend Discount Model

Time Horizon
= Dec-16
Risk

= Changes in State Bank of Pakistan Policy Rate
=  Change in Country (Pakistan) macro-economic environment
= Changes in Company(ies) operating structure
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