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 Trading close to book value, upside seen 

 Provisions to tame down with improving asset quality 

 Maintain STRONG BUY on positive fundamentals 

We have revised down our fair value estimate for Burgan by 

19% to KWD0.410/share from our previous estimate of 

KWD0.508/share mainly due to a decrease in our earnings 

projections and hence expectations of lower ROE. We project the 

bank’s net profit at KWD57mn (down 26%YoY) in 2016e, post the 

selling of JKB, which added KWD15.3mn (including KWD6.5mn in 

gain on disposal) to the bank’s 2015 earnings. 

Deconsolidation of JKB would be beneficial for the bank in 

ways besides providing relief for the capital adequacy. Burgan 

bank’s asset quality would have witnessed marked improvement 

by end-2015 upon deconsolidation had it not been for Iraqi 

operations, given that Jordan Kuwait Bank had an NPL ratio of 

8.7% (2015) as against 4.1% for Burgan bank ex-JKB. Our 

calculations reveal that without deconsolidation, the bank’s NPL 

ratio would have been higher by approximately 60bps.  

The bank’s bottom-line would decline in 2016e (-26%YoY) due 

to a multitude of factors including the impact of the absence of 

JKB’s profits (~KWD9mn), profit on sale of JKB (~KWD7mn) and 

non-recurring reversal of written-off loans (~KWD10mn) but we 

see it recovering soon afterwards; growing at a CAGR of 10% 

over our forecast horizon due to a decent growth in the bank’s top-

line post 2016e and a steady decline in provisions. While on the 

face of it, the bank’s ROE will witness a ~286bps drop in 2016e 

mainly due to the divesture of JKB, on an adjusted basis, the 

impact will be much smaller i.e. ~50bps; we see the bank’s ROE 

recovering thereafter and reaching 15.0% by 2019e.  

Burgan’s stock price declined by 22% over the past one year 

due to bearish markets, which makes the stock cheaper and 

attractive considering a stable ROE and a P/BV multiple of 1.1x 

vis-à-vis an industry average of 1.3x. Looking at the improving 

fundamentals and a stable rise in the bank’s ROE over the next 4 

years, we remain bullish on the stock. We maintain our STRONG 

BUY rating on the stock with 24% upside from the current level.  

Market Data 
Bloomberg Code BURG KK 

Reuters Code BURG.KW 

CMP (24 May 2016) KWD0.330 

O/S (mn) 2,049.4 

Market Cap (KWD mn) 676.3 

Market Cap (USD mn) 2,290.5 

52 Week High (KWD) 0.435 

52 Week Low  (KWD) 0.295 

3m ADVT (USD mn) 0.431 

Price Performance  

 1m 3m 12m 

Absolute (%) -1.5 -1.5 -22.4 

Relative (%) -0.4 -4.2 -6.6 
 

 

Price Volume Performance 

 
 

Source: Bloomberg 
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Investment Indicators 

 2014 2015 2016e 2017e 2018e 

NII 186  157  164  179  199  

NFI 90  91  71  77  83  

Net Income  62  76  57  73  91  

PE   15.2x   10.4x   12.0x   9.3x   7.4x  

P/BV  1.2x   1.2x   1.1x   1.0x   0.9x  

RoE  10.9% 11.7% 8.9% 11.1% 13.1% 

Source: Global Research 
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Valuation update – maintain STRONG BUY 

Our fair value of Burgan comes at KWD0.410share, 24% higher from the bank’s current 

market price of KWD0.330/share as on 24 May, 2016. We assumed a risk-free rate (US 10-

year Treasury yield) of 1.8% and risk premium of 9.6%, including the country- and stock-

specific risk. We maintain our optimistic outlook on the stock with a STRONG BUY rating.   

 

We believe that the bank’s asset quality indicators would improve further over our forecast 

horizon as restructured loans are upgraded to the performing status with the passage of 

time. Despite the recent jump in NPLs on account of their customers in Iraq (NPL ratio 

addition amounting to ~70bps), the management had seemed quite optimistic regarding this 

asset deterioration, expecting it to be resolved soon. This was because the central bank of 

Iraq had frozen the withdrawal of deposits leading to temporary cash flow issues for their 

customers. During the quarter, we saw a reversal of KWD28mn (out of KWD37mn) in 1Q16, 

as per expectations. During the same period, Burgan witnessed an addition of KWD17mn to 

its NPLs (~30bps) on account of an Investment Company in Kuwait. But as per the 

management there was a delay in the payment on the customer’s side which finally got 

resolved soon after the quarterly closing. This amount is expected to be reversed in 2Q17. 

 

We also expect the bank’s top-line to pick up with improvement in the bank’s NIMs which are 

likely to track the changes in the FED rate; that with decent loans growth (averaging at 10%) 

over the forecast horizon. It needs to be said that we have been overly conservative with our 

estimates for the NIMs, growing them by a meager 20bps between 2016 and 2019. 

Noteworthy, the jump in NIMs in 2016e has a component which emanates from the removal 

of JKB from the IEA figures for 2015 but not from 2014. Resultantly, average IEA (interest 

earning assets) of 2015 seem higher and NIMs seem deflated. 

 
2016e estimates have been revised post deconsolidation of JKB 

We have revised most of the line items of Burgan post the bank’s 2015 and 1Q16 numbers. 

After a 4%YTD growth in loans we feel confident that the bank will meet its 10 – 15% loans 

growth guidance for 2016; we see the figure at 13%. Deposit are expected to grow in 

tandem with loan growth, given the fact that the bank had an LDR (loans to deposit ratio) of 

104% in end 2015 and 107% by 1Q16; it is only logical to assume that deposits will needs to 

be collated to allow planned loans disbursement. Our loans and deposits growth estimates 

have been scaled up from our previous report on the bank. However, all main income items 

have been revised downwards due to tighter NIMs and non-recurrence of one-offs that the 

bank recorded in the previous year. We also stand more conservative in terms of provisions 

with a cost of risk of 116bps for 2016e which is far stringent than the guidance of 60 – 70bps 

range provided by the management; the drop in provisions we expect has been revised 

down. 

 

Estimates Revision - 2016e  

YoY Growth % Earlier Estimates Revised Estimates 

Loans 8% 13% 

Deposits 8%                                12% 

Net Interest Income                                   10%  4% 

Operating Income                                   7%  -5% 

Provisions -13% -4% 

Net Profit 26%                                      -26% 

Source: Global Research 

 
Bottom-line narrowed in 1Q16 

Burgan’s net profit declined 19%YoY in 1Q16 mainly due to lower non-interest income and 

higher provision expenses. The bank’s net interest income recorded 7%YoY growth in 1Q16, 
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which seems to be due to loans growth and stable NIMs; loans growth was very healthy, at 

around 8.8%YoY. Non-interest income of the bank declined due to 29%YoY decline in fee 

income and 78%YoY fall in forex gains; the decline in forex income seems more pronounced 

due to the fact that 1Q15 figures were inflated owing to heavy derivative income booked in 

the quarter. The bank’s provision rose 27%YoY, adding to the decline in bottom-line.  

 

Burgan managed to exhibit excellent loans growth in 1Q16, clocking the figure at 4.1%YTD 

(8.8%YoY) while deposit growth remained flat. Loans growth on YoY basis came in from 

Kuwait (4.6%YoY) and Turkey (7.1%YoY) operations; loans growth in Algeria was negligible 

while in Iraq, the bank witnessed a 10%YoY decline as the bank’s strategy was to restrain 

loans growth and consolidate. NPA ratio stood at 3.6%, while NPA coverage ratio was at 

130% in 1Q16. CET1 (Core Equity Tier I) reached at 10.7% in 1Q16, while Capital Adequacy 

Ratio under Basel III was at 16.4%.  

 
Income Statement       

KWD mn 1Q16 1Q15 YoY% 

Interest/Financing Income 77.0 63.2 21.8% 

Interest Expense/Payment to Depositors 36.5 25.4 43.3% 

Net Interest/Financing Income 40.6 37.8 7.4% 

Total Non-Interest/Financing Income 16.5 20.2 -18.2% 

Total Operating Income 57.1 58.0 -1.6% 

Provisions expense 16.6 13.1 26.6% 

Operating Expenses 27.0 26.2 2.7% 

Profit Before Taxation 13.5 18.7 -27.4% 

Net Profit Attributable to Parent 14.3 17.5 -18.5% 

Source: Company Accounts       

 

Risks to valuation 

- Loans growth: While we have aligned our estimates for loans growth in line with 

management guidance, any major deviation from our estimates is likely to shift our views 

negatively if the deviation is on the lower side and vice versa. 

- Depreciation of the Turkish Lira: The management expects the TYL to remain steady in 

2016 however any further depreciation in it will have a material impact on the bank’s 

revenues given that Turkey is the largest contributor to the revenues amongst foreign 

operations (~20% contribution to revenues before consolidation adjustments). 

- Asset deterioration/cost of risk: Our model assumes an improvement in the NPL ratio 

throughout the forecast period; the cost of risk also diminishes materially. Any major 

delinquency or instructions from the Central Bank will lead to higher provisions and 

lower profits, prompting us to revise our valuation downwards. 

- Direction and magnitude of NIMs: We have assumed NIMs to remain somewhat 

unchanged over the forecast horizon (~20bps in 3 years), which is an overly 

conservative stance. We believe that any downside risks are highly unlikely though 

upside risks persist.  
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Financial Statements
(KWD mn) 2013 2014 2015 2016e 2017e 2018e 2019e

Interest/Financing Income 270 305 264 314 348 385 434

Interest Expense/Payment to Depositors (105) (120) (107) (150) (169) (186) (216)

Net Interest/Financing Income 165 186 157 164 179 199 218

Fee & Commission Income 45 49 37 35 38 41 44

Investment Income 11 16 11 11 12 12 13

Other Income 32 25 44 25 27 30 33

Total Non-Interest/Financing Income 88 90 91 71 77 83 90

Total Operating Income 254 276 248 235 256 282 308

Provisions expense (93) (63) (59) (56) (51) (48) (45)

Operating Expenses (113) (122) (115) (114) (118) (125) (129)

Profit Before Taxation 48 90 74 65 87 109 134

Income from discontinued operations -                  -                  24 -                  -                  

Taxation & Minority Interest (28) (28) (22) (8) (14) (18) (22)

Net Profit Attributable to Parent 20 62 76 57 73 91 112

Cash Balances 1,004 1,041 903 972 976 1,007 1,093

Deposits with Banks & FIs 700 690 575 408 432 458 428

Investment Securities 997 1,098 1,027 1,050 1,102 1,157 1,215

Gross Loans & Financings 4,090 4,542 4,168 4,705 5,032 5,485 6,089

Loan Loss Reserve (136) (156) (156) (208) (256) (300) (341)

Net Loans & Financings 3,955 4,386 4,012 4,497 4,777 5,185 5,748

Investment in Associates 8 17 15 15 15 15 15

Investment Properties 0 0 0 0 0 0 0

Net Fixed Assets 81 94 81 89 97 107 117

Other Assets 409 426 212 218 224 231 239

Total Assets 7,155 7,751 6,825 7,247 7,623 8,160 8,855

Deposits from Banks & FIs 1,449 1,626 1,703 1,631 1,727 1,832 1,946

Deposits from Customers 4,640 4,708 3,874 4,356 4,660 5,032 5,536

Other Borrowings 228 371 362 364 292 292 292

Other Liabilities 218 234 193 203 213 224 235

Paid-up Capital 162 195 205 205 205 205 205

Retained Earnings 87 112 123 121 139 165 202

Other Reserves 227 353 309 312 327 347 370

Shareholders' Equity 475 661 637 638 672 716 777

Minority Interest 144 151 56 56 60 65 71

Total Equity & Liability 7,155 7,751 6,825 7,247 7,623 8,160 8,855

Return on Average Assets 0.3% 0.8% 1.0% 0.8% 1.0% 1.2% 1.3%

Return on Average Equity 4.2% 10.9% 11.7% 8.9% 11.1% 13.1% 15.0%

Recurring Income/Operating Income 82.8% 84.9% 78.0% 84.6% 84.8% 85.0% 85.2%

Interest Earning/Financing Assets Yield 4.9% 4.9% 4.3% 5.3% 5.5% 5.7% 5.9%

Cost of Funds 1.8% 1.9% 1.7% 2.5% 2.7% 2.8% 3.0%

Net Spread 3.1% 3.1% 2.6% 2.8% 2.8% 2.9% 3.0%

Cost to Income Ratio 44.5% 44.3% 46.5% 48.5% 46.0% 44.5% 42.0%

Net Loans to Customer Deposits 85.2% 93.2% 103.5% 103.2% 102.5% 103.0% 103.8%

Non Performing Loans 173.7             175.3             168.9             155.3              145.9              142.6              152.2              

Loan Loss Reserve 135.5             155.8             156.3             207.6              255.7              300.0              341.3              

NPLs to Gross Loans 4.2% 3.9% 4.1% 3.3% 2.9% 2.6% 2.5%

NPL Coverage 78.0% 88.9% 92.6% 133.7% 175.2% 210.4% 224.2%

Provisions/Total Income 36.6% 23.0% 23.6% 23.9% 19.9% 16.9% 14.6%

Cost of Risk (bps) 237.0             142.0             129.7             115.6              98.7                84.4                71.3                

Equity to Gross Loans 11.6% 14.5% 15.3% 13.6% 13.3% 13.1% 12.8%

Equity to Total Assets 6.6% 8.5% 9.3% 8.8% 8.8% 8.8% 8.8%

DPS (fils) 6.6 14.8 18.0 14.0 17.5 20.0 22.5

Dividend Yield 1.2% 3.1% 4.7% 4.2% 5.3% 6.0% 6.8%

Dividend Payout Ratio 53.6% 46.9% 48.5% 50.6% 49.2% 45.0% 41.2%

Adjusted EPS (fils) 9.8                  30.1                37.1                27.6                35.6                44.4                54.6                

Adjusted BVPS (fils) 232.0             322.5             310.7             311.2              327.7              349.5              379.0              

Market Price (fils) * 550                 480                 385                 330                 330                 330                 330                 

P/E Ratio (x) 44.4                15.2                10.4                12.0                9.3                  7.4                  6.0                  

P/BV Ratio (x) 1.9                  1.2                  1.2                  1.1                  1.0                  0.9                  0.9                  

Source: Company Reports & Global Research

* Market price for 2016 and subsequent years as per closing prices on KSE on 24 May 2016
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Disclosure  
The following is a comprehensive list of disclosures which may or may not apply to all our researches. Only the 

relevant disclosures which apply to this particular research has been mentioned in the table below under the heading 

of disclosure. 

 

Disclosure Checklist            

  Company  Recommendation Bloomberg Ticker Reuters Ticker Price Disclosure 

Burgan Bank STRONG BUY BURG KK BURG.KW KWD0.330 1,10 

 
1. Global Investment House did not receive and will not receive any compensation from the company or anyone else 

for the preparation of this report.  

2. The company being researched holds more than 5% stake in Global Investment House.  

3. Global Investment House makes a market in securities issued by this company.  

4. Global Investment House acts as a corporate broker or sponsor to this company.  

5. The author of or an individual who assisted in the preparation of this report (or a member of his/her household) 

has a direct ownership position in securities issued by this company.  

6. An employee of Global Investment House serves on the board of directors of this company.  

7. Within the past year, Global Investment House has managed or co-managed a public offering for this company, 

for which it received fees.  

8. Global Investment House has received compensation from this company for the provision of investment banking 

or financial advisory services within the past year.  

9. Global Investment House expects to receive or intends to seek compensation for investment banking services 

from this company in the next three month.  

10. Please see special footnote below for other relevant disclosures.  

 
Global Research: Equity Ratings Definitions          

 Global Rating   Definition          

 STRONG BUY   Fair value of the stock is >20% from the current market price    

 BUY   Fair value of the stock is between +10% and +20% from the current market price  

 HOLD    Fair value of the stock is between +10% and -10% from the current market price  

 SELL   Fair value of the stock is < -10% from the current market price    

 
 
 
Disclaimer 
This material was produced by Global Investment House KPSC (‘Global’),a firm regulated by the Central Bank of Kuwait and the Capital 
Markets Authority (Kuwait). This document is not to be used or considered as an offer to sell or a solicitation of an offer to buy any securities. 
Global may, from time to time to the extent permitted by law, participate or invest in other financing transactions with the issuers of the 
securities (‘securities’), perform services for or solicit business from such issuer, and/or have a position or effect transactions in the securities 
or options thereof. Global may, to the extent permitted by applicable Kuwaiti law or other applicable laws or regulations, effect transactions in 
the securities before this material is published to recipients. Information and opinions contained herein have been compiled or arrived by 
Global from sources believed to be reliable, but Global has not independently verified the contents of this document. Accordingly, no 
representation or warranty, express or implied, is made as to and no reliance should be placed on the fairness, accuracy, completeness or 
correctness of the information and opinions contained in this document. Global accepts no liability for any loss arising from the use of this 
document or its contents or otherwise arising in connection therewith. This document is not to be relied upon or used in substitution for the 
exercise of independent judgment. Global shall have no responsibility or liability whatsoever in respect of any inaccuracy in or omission from 
this or any other document prepared by Global for, or sent by Global to any person and any such person shall be responsible for conducting 
his own investigation and analysis of the information contained or referred to in this document and of evaluating the merits and risks involved 
in the securities forming the subject matter of this or other such document. Opinions and estimates constitute our judgment and are subject 
to change without prior notice. Past performance is not indicative of future results. This document does not constitute an offer or invitation to 
subscribe for or purchase any securities, and neither this document nor anything contained herein shall form the basis of any contract or 
commitment whatsoever. It is being furnished to you solely for your information and may not be reproduced or redistributed to any other 
person. Neither this report nor any copy hereof may be distributed in any jurisdiction outside Kuwait where its distribution may be restricted 
by law. Persons who receive this report should make themselves aware of and adhere to any such restrictions. By accepting this report you 

agree to be bound by the foregoing limitations. 
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