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First Gulf Bank (FGB) reported profit at AED1.33bn was lower than our 
expectation (AED1.45bn). Underlying profitability growth was weak. In 
particular, fee income growth was lower than expectation due to slower 
business activity. Margins continued to remain under pressure. Asset 
quality trends in wholesale banking was stable while consumer banking 
and SME remained under pressure.  Management has been growing the 
loan book cautiously. In particular, growth in retail book has largely come 
from housing loans to UAE nationals, which are relatively lower risk in 
nature. Furthermore, the bank has been maintaining their guidance of low-
single digit loan growth. Going forward, we believe the operating trends 
are likely to remain weak. Following the recent rally, FGB’s multiple has 
risen to 1.8x P/BV 2016E, closer to our target multiple. Given limited 
upside from our target price, we downgrade our recommendation on FGB 
to Hold from Buy.            

 Margins remained under pressure, fee income growth was weak 
Margins were down 6bps QoQ to 3.13%, due to rise in cost of funds, which 
more than offset the impact from asset re-pricing and higher volumes. 
Growth in fee based income and forex and derivatives businesses were weak 
at -10% YoY and -24% YoY respectively, due to slower business activity and 
one-off gains in 1Q15. Cost was tightly controlled with cost-income ratio at 
20.3%. Given its already lower operating leverage, we find limited scope for 
further cost control. We expect operating trends will continue to remain 
weak due to moderate revenue profile.       

 Asset quality trends were mixed; guiding for a better trend 
Credit costs (annualized) at 96bps was closer to full year guidance of 
<100bps, due to continued pressure in the consumer banking and SME 
sector. During the quarter, the bank has written off loans in the consumer 
banking segment. This along with positive trends in the wholesale banking 
segment led to drop in NPL ratio to 2.6% from 2.8% in Dec 15. Management 
has indicated that stress in consumer and SME banking are stabilising and 
expect the credit costs to improve from current levels.    

 Conscious control on business growth, CASA growth has been strong 
We view management’s cautious approach towards growth positively in the 
current environment. In particular, the bank has been increasing its 
exposure in housing loans to UAE nationals (11% YoY) and at the same time 
moderating its growth in personal loans (4% YoY). Furthermore, the 
management has been maintaining their guidance of low-single digit loan 
growth in 2016. Deposit growth was weak (-1.2% QoQ). However, the 
change in deposit mix has been healthy. CASA ratio was up at 24% (21% in 
4Q15) registering a strong growth of 13% QoQ. 

Key Financials 2014 2015 2016E 2017E 2018E 

Net interest income (AEDm) 6,470 6,429 6,544 6,976 7,450 

Total income (AEDm) 9,232 9,432 9,418 10,121 10,937 

EPS (AED) 1.5 1.3 1.2 1.3 1.5 

EPS (% Change) (2.1) (12.6) (3.4) 7.8 10.4 

P/E (x) 8.8 10.0 10.4 9.6 8.7 

P/B (tangible) 1.7 1.9 1.8 1.7 1.7 

Gross NPL (% of Loans and advances) 3.0 3.2 3.3 3.3 3.4 

Dividend yield 7.7 7.7 7.7 8.5 8.9 

ROAA (%) 2.8 2.6 2.4 2.4 2.5 

RoAE (%) 20.1 18.8 17.3 18.0 19.2 

Source: ADCB Securities Equity Research      

 

 

Price Performance Chart  

 
Source: Bloomberg 
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Income Statement () (AEDmn) 2015 2016E 2017E 2018E 

Net interest income 6,429 6,544 6,976 7,450 

Total non interest income 3,003 2,874 3,146 3,487 

Fee income 1,967 2,102 2,279 2,538 

Trading income 139 164 199 254 

Other income 896 609 668 694 

Total income 9,432 9,418 10,121 10,937 

Total operating expenses 1,947 2,078 2,237 2,441 

Salaries and wages 869 921 985 1,064 

Other operating expenses 1,079 1,157 1,252 1,377 

Pre provision profit 7,485 7,340 7,884 8,495 

Total provisions 1,454 1,537 1,641 1,617 

Profit before tax and MI 6,031 5,803 6,243 6,878 

Taxes 13 6 2 1 

Minority interest 13 43 47 52 

Reported net profit 6,006 5,756 6,196 6,828 

Adjusted net profit 5,820 5,620 6,060 6,692 

Source: ADCB Securities Equity Research 

 

Balance Sheet (AEDmn) 2015 2016E 2017E 2018E 

Loans and advances 149,766 157,081 167,753 180,769 

Investments 22,692 24,054 25,737 27,796 

Fixed assets 1,486 1,634 1,798 1,978 

Other assets 10,597 11,657 12,822 14,105 

Total assets 227,496 240,352 257,882 280,977 

Total equity 31,904 33,024 34,134 35,651 

Sub/hybrid/other debt 4,000 4,000 4,000 4,000 

Minority interests 400 444 491 542 

Deposits 142,463 149,586 160,057 172,861 

Total borrowings 40,799 44,337 48,896 56,380 

Total liabilities 191,192 202,884 219,258 240,784 

Source: ADCB Securities Equity Research 

 

Valuation and leverage metrics 2015 2016E 2017E 2018E 

P/E (x) 10.0 10.4 9.6 8.7 

P/PPE (x) 7.8 7.9 7.4 6.9 

P/B (tangible) 1.9 1.8 1.7 1.7 

Dividend yield (%) 7.7 7.7 8.5 8.9 

Tier I ratio 16.3 15.3 14.6 14.0 

Core tier I ratio 14.0 13.2 12.6 12.1 

CAR (%) 17.5 16.7 15.9 15.3 

Average assets/Equity (x) 7.1 7.2 7.4 7.7 

Loan to deposit ratio (%) 105.1 105.0 104.8 104.6 

Source: ADCB Securities Equity Research 

 

Key Ratios (%) 2015 2016E 2017E 2018E 

ROAA 2.6 2.4 2.4 2.5 

RoAE 18.8 17.3 18.0 19.2 

Net interest margin 3.3 3.1 3.2 3.2 

Cost-income 20.6 22.1 22.1 22.3 

CASA 20.7 20.9 21.6 22.4 

Gross NPL (% of Loans and advances) 3.2 3.3 3.3 3.4 

Loan loss coverage 91.1 87.0 85.7 85.2 

Credit costs (% of avg loans) 1.0 1.0 1.0 0.9 

Source: ADCB Securities Equity Research 

 

Per-share data (AED) 2015 2016E 2017E 2018E 

EPS 1.3 1.2 1.3 1.5 

DPS 1.0 1.0 1.1 1.2 

BVPS 7.1 7.3 7.6 7.9 

Total no. of outstanding shares (mn) 4,500 4,500 4,500 4,500 

Source: ADCB Securities Equity Research 

 

Investment case 

We recommend Hold on FGB. Track 
record of consistent performance 
supported by strong board and 
management team. Strong asset 
franchise with dominant position in 
both Abu Dhabi corporate and retail 
segments that has proven to be less 
risky. It has the strongest pre-
provisioning profitability, providing it a 
strong loss absorbing cushion. 
However, given its recent strong 
outperformance, we find limited 
upside from our target price. 
 
 

Upside case AED15.9 

Higher than expected book growth led 
by a more positive macro or growth 
environment. We value upside case at 
2.2x P/BV 2016E. 
 
 

Downside case AED9.7 

Given its proximity to Abu Dhabi, 
lower oil price may have a negative 
impact on growth and profitability. 
Also, margins compression can be 
higher in a rising interest rate 
environment, due to its wholesale 
funding profile. In this scenario, we 
value FGB at 1.3x P/BV 2016E. 
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Fig. 1. Results review - 1Q2016 

Income statement (AEDmn) 1Q15 4Q15 1Q16 % YoY % QoQ 

Interest income 1,997 2,181 2,140 7.1  (1.9) 

Interest expense 411 523 554 34.9  5.9  

Net Interest Income 1,587 1,658 1,586 (0.1) (4.4) 

Non-interest Income 672 1,074 561 (16.5) (47.8) 

 - Fee based income 506 414 441 (12.9) 6.5  

 - Trading revenue 73 111 49 (32.8) (55.9) 

Total income 2,259 2,732 2,146 (5.0) (21.4) 

Operating expenses 462 500 436 (5.6) (12.7) 

Pre-provision profit 1,797 2,232 1,710 (4.8) (23.4) 

Total provisions 372 507 376 1.1  (25.8) 

Profit before tax 1,425 1,725 1,334 (6.4) (22.7) 

Associate, taxes and minorities 7 6 2 (75.6) (70.8) 

Net Income 1,417 1,719 1,332 (6.0) (22.5) 

Balance sheet (AEDbn)      

Loans 143 150 152 6.8  1.8  

Deposits 143 142 141 (1.5) (1.2) 

 - CASA ratio 18.9 20.7 23.6   

Ratios      

Cost/income ratio (%) 20.5 18.3 20.3   

NIM (%) 3.4 3.2 3.1   

RoAA (%) 2.7 3.0 2.3   

Tier I (%) 16.8 16.3 16.9   

CAR (%) 18.0 17.5 16.7   

Asset quality (AEDmn)      

Gross NPA 3,666  4,294  4,056  10.6  (5.5) 

Gross NPA (%) 2.5 2.8 2.6   

Coverage (%) 126.1 102.9 109.8   

Source: Company, ADCB Securities Equity Research. 
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Rating Distribution 
Rating Coverage Universe % 

Buy 25% 

Hold 75% 

Sell 0% 

 

Guide to the ADCB Securities LLC (“ADCB Securities”) Equity Research Rating System  

ADCB Securities’ equity investment research is based on fundamental analysis of companies and securities, the sectors that they are exposed to, as well 
as the country and regional economic environment. Investors should carefully read the entire research report and not infer its contents from ratings 
alone as the research report contains more complete information concerning the analysts' views and the basis for the rating. 

In rare situations, ADCB Securities may assign a rating for a security that is different from the one indicated by the 12-month expected return relative to 
the corresponding fair value.  

For the 12-month long-term ratings for any investment covered in our research, the ratings are defined by the following ranges in percentage terms: 

Rating Potential upside / (downside) % 

Buy Above 15% 

Hold (10%) – 15% 

Sell Below (10%) 

 

ADCB Securities’ may update research reports when appropriate based on material changes in a company’s financial performance, the sector outlook, 
the general economic outlook, or any other changes which could impact the analyst’s outlook or rating for the company. Share price volatility may 
cause a security to move outside of the longer-term rating range to which the original rating was applied. In such cases, the analyst will not necessarily 
need to adjust the rating for the security immediately. 
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Date Recommendation Target Price (AED) Closing Price (AED)

08-Dec-2015 Buy 14.41 11.70

02-Feb-2016 Buy 13.72 11.50

28-Apr-2016 Hold 13.38 13.10

28-Apr-2016 Hold 13.72 13.10
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Analyst Certification 

I, Nikhil Poddar, hereby certify that (a) the views expressed in this document accurately reflects my personal views about the securities and companies 
that are the subject of this report; and (b) no part of my compensation was, is, or will be, directly or indirectly, related to the specific 
recommendation(s) or view(s) expressed in this research report. 

 

Important Disclosures 

ADCB Securities LLC (“ADCB Securities”), or any of its affiliates or officers (other than the author(s) of this report) may have a financial interest in one or 
any of the securities that are the subject of this report. Funds managed by ADCB Securities and its affiliates (together, “ADCB Group”) for third parties 
may own the securities that are the subject of this report. ADCB Group may own shares in one or more of the aforementioned funds or in funds 
managed by third parties. The author of this report may own shares in funds open to the public that invest in the securities mentioned in this report as 
part of a diversified portfolio over which the author has no discretion.  

Abu Dhabi Commercial Bank PJSC (the holding company of ADCB Securities) may be in the process of soliciting fee-earning mandates for companies (or 
affiliates of companies) that are either the subject of this report or are mentioned in this report.  

 

Investment Disclaimers 

This report is intended for general information purposes only. It should not be construed as an offer or solicitation to purchase or dispose of any 
securities or to enter in any transaction or adopt any hedging, trading or investment strategy. Neither this report nor anything contained herein shall 
form the basis of any contract or commitment whatsoever.  Distribution of this report does not oblige ADCB Securities to enter into any transaction.  
The opinions and recommendations contained in the report do not take into account individual client circumstances, objectives, or needs and are not 
intended as recommendations of particular securities or strategies to particular clients.  

The content of this report should not be considered legal, regulatory, credit, tax or accounting advice.  Anyone proposing to rely on or use the 
information contained in the report should independently verify and check the accuracy, completeness, reliability and suitability of the information, 
obtain independent and specific advice from appropriate professionals or experts regarding information contained in this report and make 
independent decisions regarding any security mentioned in this report.  

Information contained herein is based on various sources, including but not limited to public information, annual reports and statistical data that ADCB 
Securities considers accurate and reliable.  However, ADCB Securities makes no representation or warranty as to the accuracy or completeness of any 
statement made in or in connection with this report and accepts no responsibility whatsoever for any loss or damage caused by any act or omission 
taken as a result of the information contained in this report.  This report is intended for customers of ADCB Securities or the ADCB Group. 

Charts, graphs and related data or information provided in this report are intended to serve for illustrative purposes only. The information contained in 
this report is prepared as of a particular date and time and will not reflect subsequent changes in the market or changes in any other factors relevant to 
their determination. All statements as to future matters are not guaranteed to be accurate. ADCB Securities expressly disclaims any obligation to 
update or revise any forward looking statements to reflect new information, events or circumstances after the date of this report or to reflect the 
occurrence of unanticipated events. 

ADCB Group does and may at any time solicit or provide commercial banking, investment banking, credit, advisory or other services to the companies 
covered in its reports.  As a result, recipients of this report should be aware that any or all of the foregoing services may at time give rise to a conflict of 
interest that could affect the objectivity of this report. 

Past performance does not guarantee future results.  Investment products are not bank deposits and are not guaranteed by ADCB Securities or the 
ADCB Group.  They are subject to investment risks, including possible loss of principal amount invested.   

This report may contain a short- or medium-term recommendation or trading idea, which considers a near-term event that would have a short-term 
price impact on the equity securities of the company or companies’ subject of this report. Short-term trading ideas and recommendations are different 
from ADCB Securities’ fundamental equity rating, which reflects, among other things, both a longer-term total return expectation and relative valuation 
of equity securities relative to other securities within their wider peer group. Short-term trading recommendations may therefore differ from the 
longer-term securities’ fundamental rating. 

This report is being furnished to you solely for your information and neither it nor any part of it may be used, forwarded, disclosed, distributed or 
delivered to anyone else. You may not copy, reproduce, display, modify or create derivative works from any data or information contained in this 
report. 
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