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BUY

Fair Value: N15.03 Current Price: N 8.00

Valuation/Analyst Recommendation
]

In arriving at a fair value for PHB, we
considered the current operating environment
as well as the likely impact of the current
global economic & financial crises on the
Bank’s earnings. We project GEs, Free Cash
Flow - FCF (PAT adjusted for movement in
non-cash items) and PAT for 12mths Jun
2009, 6mths Dec 2009 and December 2010 -
2013. We project GEs of N136.66bn,
N68.33bn, N189.14bn, N258.88bn,
N306.81bn and N359.33bn, for 12mths Jun
2009, 6mths Dec 2009, 2010, 2011, 2012 and
2013 respectively. We project PAT of
N22.27bn (12mth June 2009), N11.33bn
(6mth  December 2009) and N30.50bn,
N41.65bn, N48.78bn, N55.79bn for 2010,
2011, 2012, 2013, respectively. FCF of
N26.8bn (12mth Jun), N13.40 (6mth Dec
2009), and N36.79bn, N50.26bn, N58.98bn,
N67.73bn for 2010, 2011, 2012 and 2013,
respectively. We assumed a perpetual growth
rate of 6.32%. We used a total of 20.15bn
shares currently in issue. Applying a beta
value of 1.06, risk premium of 10.04% and
risk free rate of 10.50% we arrive at a cost of
equity of 21.14% (our discount rate). Using
the above parameters, the Discounted Future
Earnings Model (DFEM) generates N13.60
per share, the Discounted Free Cash Flow
Model (DFCF) generates a value of N16.46.
An average of the valuation methods yields a
value of N15.03 per share, which is our fair
value. The 2009 forward eamings and
dividend yield (EPS at N1.10 and DPS at
NO.41 (with a payout of 37.37%)) at our fair
value are 7.35% and 2.75% respectively.
Also, the 2009 forward Price to Earnings ratio
is 13.60x. We therefore place a BUY on Bank
PHB PIc’s stock at the current market price for
capital appreciation.

Business Description
|

Bank PHB’s principal activity
is the provision of
comprehensive banking and

financial services to corporate
and individual customers.
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Creating Possibilities:

The unaudited Q3‘09 result of Bank PHB Plc
(PHB) for the period ended March 31, 2009
showed that its Gross Earnings (GEs) grew
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Year End June significantly by 90.4% to N105.04bn,
No of Ordinary Shares 20,154,994,725 compared  with ~ N35.18bn in  the
Capitalisation(N) 184,418,201,736.04 corresponding period of 2008. Profit Before
% of Market Capitalisation 2.80 Tax (PBT) increased marginally by 5.4% to
52-Week High(N) 29.92 N20.06bn in 2009 from N19.03bn in 2008.
52-Week Low(N) 4.9 The tax provision which decreased by 5.1%
YTD Return % (21.88) between 2008 and 2009 to N3.97bn from
52-Week Avg. Trade 11,053,400 N4.19bn brought about a Profit After Tax
Beta Value 1.06 (PAT) of N16.09bn in 2009 as against
Current EPS (N) 1.03 N14.85bn in 2008, representing a marginal
Current PE (x) 7.74

increase of 8.4%.

Looking at the bank’s profit margins, the costs associated with a unit of GEs increased between Q3 '08 and Q3 '09 and also increased
over the position as at the end of the financial year in 2008. The PBT margin decreased to 19.10% in Q3 ‘09 from 34.49% as at Q3
‘08, and down from 29.77% as at the end of the financial year in June, 2008. This showed that the Bank’s total costs as a percentage
of GEs stood at 80.90% in Q3 '09, up from 65.51% in the corresponding period of 2008. PAT margin currently stands at 15.31%,
down from 26.91% in the corresponding period of 2008 and down from 22.45% as at FY ‘08. The low profit margin may be linked to
the huge provision for non-performing assets in the oil and capital market. The result also indicated that the percentage of the GEs,
PBT, and PAT in the Q3 ‘09 to the Full Year Audited GEs, PBT and PAT for the period ended June, 2008 are: 120.42%, 77.24% and
82.16%, respectively. Given the current run rate, the bank should surpass its previous year performance.

A cursory look at PHB’s 2008 Audited Reports shows an improvement in the bank’s quality of assets. The gross loan increased
substantially by 202.58% to N321.44bn in 2008 from N106.23bn in 2007, while the non- performing loan increased by 8.13% to
N6.46bn in 2008 from N5.97bn in 2007. This resulted in a substantial decrease in the non-performing loan to gross loan (NPL) from
14.28% in 2007 to 6.08% in 2008. If the non-performing loan as at 2008 turns bad, only 3.85% of the shareholders funds would be
impaired, substantially lower than 16.51% in 2007. Meanwhile, NPL at 6.08% is the highest amongst its comparables.

The GEs of PHB which increased in 2008 over 2007 by 141.21% to N87.23bn was made up of N55.94bn, representing 64.13%,
generated from interest income, while N31.29bn representing 35.87% was generated from other Fees & Commission. The interest
related expenses increased significantly by 164.55% between 2007 and 2008, but with a more proportionate increase in the interest
income thus leading to a 233.71% leap in the interest margin to N31.27bn from N9.37bn in the previous year. The bank’s loan loss
expenses increased by 133.32% to N4.63bn in 2008 from N1.98bn in 2007. The combination of operating expenses, taxation and the
minority interest reduced the total net income of N62.56bn in 2008 to a PAT (attributable to shareholders) of N19.58bn, an increase of
152.76% from N7.75bn recorded in 2007. The return on average equity and return on average total assets as at June 2008 stood at
9.61% and 1.38% respectively. The bank declared total dividend of 45k per share as benefits to its shareholders for the FY ended
June 2008 to members of the company whose names appeared in the register as at 17 November, 2008. The cost/income ratio
(operating expenses /operating income) declined from 54.3% in 2007 to 51.2% in 2008, meaning that the bank was more efficient
during the period.

As at June 30, 2008 the holders (direct or indirect) of 5% or more of the issued share capital of the Bank were: Habib Bank Limited,
Pakistan (8.35%) and Francis Atuche (7%) and the remaining 84.65% shares were held by Nigerian Citizens and Associations.
PHB’s products and services include: Retail and Commercial Banking, Granting of Loans & Advances, Corporate Finance,
Foreign Exchange Operations and Money Market Operations. The Bank’s subsidiaries include: PHB Capital and Trust Limited
(formerly HNB Trustees Limited), PHB Insurance Limited, Bank PHB Gambia Limited and Mortgages PHB. Its associated
companies include: HNB Insurance Brokers and Express Discount House Limited. The Bank prepares consolidated financial
statements for PHB Capital and Trust Limited. The financial results of PHB Mortgages Limited, PHB Insurance Limited and Bank PHB
Gambia Limited have not been consolidated because the directors are of the opinion that it would be of no real value to the members
of the company, in view of the insignificant amounts involved. All the subsidiaries are wholly owned subsidiaries of the Bank.
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GEs PBT PAT PAT Margin (%) ROAE (%) NPL (%) EPS* PE*
87,228 25,970 19,577 22.45 9.61 6.08 1.03 7.74
57,999 18,846 15,882 27.33 9.23 3.73 1.29 7.02
78,277 21,689 15,826 20.46 16.90 3.72 1.63 4.40
60,438 16,214 12,749 21.21 10.93 4.45 1.32 7.49
Company A3NSHE BACTBR®Kuoent* Ehe Basks fave diffevent &Y ends
vo WYn vo WYn FY 2008 FY 2007 FY, Jun. 2009F
105,044 55,179 90.40 87,228 36,162 141.20 136,663
20,060 19,033 5.40 25,970 10,282 152.60 33,235
16,087 14,846 8.40 19,580 7,751 152.60 22,267
19.10 34.49 (15.40) 29.77 28.43 1.34 24.32
15.31 26.91 (11.59) 22.45 21.43 1.01 16.29

Table 3: Directors Shareholding as at June 30,2008
Bank PHB vs NSE ASI Rebhased (June 08-June 09) _ Position No of Shares
3 [AbdullateefKiAbiolal  Chairman 192,125,594
30 [Francis'Atuiche™™™™@  Mgr. Director 1,060,150,289 *
7t PARmed Kurim s Executive 12,790,591
20 [EmmaAbugu  Executive 13,014,700
15 AV, NgnatiusUkpakal|  Executive 26,203,267
10 % [PatUfomi I N. Executive 83,097,70*
5 [Murtala’SiMYaradua® N Executive 209,774,005 *
0 . . . . . . ['Akin Kekere-Ekun """ N. Executive 188,660,175 *
% % [Vincent'Okwechimel™  N. Executive 200,326,164 *
& & & ec?% L & & | e N cocive 1,266,057,863"
AR SRS VS A S SN BT .
UK K & & K3 & [AdebayoAdewakuil . Executive 23,333,332
[ Micheal Ajukun """ N. Executive 33,248,530
[BrigitawalVa'afarisal]  N. Executive 5,083,332
Eank FHE ——— NSE ASI Rebased _ N. Executive 32,570,087
[ifeayinwaOsime i  N. Executive 8,346,547

* Includes Indirect Holding
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This publication is produced by FSDH Securities (FSDH Sec) a subsidiary of First Securities Discount House Limited (FSDH) solely for the
information of users who are expected to make their own investment decisions without undue reliance on any information or opinions

contained herein. The opinions contained in the report should not be interpreted as an offer to sell, or a solicitation of any offer to buy any
investment. FSDH Sec may invest substantially in securities of companies using information contained herein and may also perform or seek to

perform investment services for companies mentioned herein. Whilst every care has been taken in preparing this document, no responsibility

or liability is accepted by any member of FSDH or FSDH Sec. for actions taken as a result of information provided in this publication.



