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FIRST BANK NIGERIA HOLDINGS PLC;

RATINGS

With strong geographical diversification and new management

Long term Buy

Current price (NGN)

12.20

team, FBNH has made some headway over recent quarters to

Target price (NGN)

improve its profitability, asset quality and capital level. It has

Recommended entry price (NGN)

16
11

Outstanding Shares

reported improved financial results even though capital level is still

35.98B

Market Cap

low compared to its peers. The bank’s Capital Adequacy Ratio

437.923B

52 week high (NGN)

(CAR) stood at 17.2% as at 9M2017which is a slight improvement

52 week low (NGN)

from 15.4% as of 9M2016. Nevertheless, we believe that FBNH’s

YTD high (NGN)

exposure to non-performing assets is still sizable and a further
reduction of this legacy issue is key to achieving higher

15.16
3.01
14.75

YTD low (NGN)

8.79

YTD change (%)

38.64

Changes over the past:

profitability. However, we highlight that the bank’s non-

3 month (%)

5.45

performing loans (NPLs) declined to 20.1% as at 9M2017 vs

6 month (%)

99.67

24.4% in 2016 which is commendable. We are of the view that
management’s focus on driving NPLs to single digits by 2019 is an

Fig I: FBN HOLDINGS results summary, (N'mn)
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ambitious target given the current level of the bank’s NPLs.
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581,831

15.17%

510,241

439,200

Nigeria in terms of Assets (N4.9tr), Shareholders’ fund

Gross
earnings
In. income

395,162

405,281

2.56%

474,768

356,076

(N631bn), Loans (N2.04tr) and Customer Deposits (N2.94tr) as at

PBT

21,581

22,948

6.33%

87,133

55,433

9M’17. Core earnings remain strong and have benefited from

Tax

(6,042)

(5,807)

-3.89%

(20,912)

(9,594)

PAT

15,539

17,141

10.31%

66,221

45,839

FBNH still stand tall amongst the three largest banks in

Nigeria’s high-interest-rate environment and capital market

Source: Company report, NSE, DLM Research

transactions to support earnings. The bank recorded a 5.2% y-o-y

Fig. 2: Key ratios

growth in gross earnings supported by enhanced yields on interest

9M’ 2017

earning assets and continuous optimization of its loan book.

Profit margin (%)

Specifically, FBNH posted gross earnings and PAT of N439.2bn

10.44

2.95

7.55

2.94

Equity multiplier

8.13x

7.71x

Debt/Assets (%)

6.7

ROE (%)

and N45.84bn in its 9M’17 results and our forecast for FY’18 are
N510.24bn and N66.22bn with PBT and PAT margins climbing to

9M’2016

8.20

Source: Company report, NSE, DLM Research

12.64% and 10.44% respectively. This equates forward EPS and
P/E ratio of N1.84 and 6.62x. The bank has been a profitable

Fig 3: FBNH price mov't 12 April 2017 – Date

trade in the past 6-Month, rising from N3.01 to N15.16, but still
struggling to keep up with its peers, trading at a discount to book
value. The bank’s current book value is N17.54 per share, implying
a 44% discount to book value.
We believe that a further rise in price is possible due to higher
profitability in the coming years, as the bank continues to fix its
balance sheet and focus on creating value for shareholders. While
profitability is expected to improve through several factors, of
which reduced exposure to non-performing assets is key, we are of
the view that its valuation discount should narrow in the medium
term.
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Equity research methodology employed in this report
Views documented in this equity research report stem from conclusions reached through the use of multiple valuation methodologies, industrywide knowledge, company specific information and our near to medium term expectations of industry and company performance, as well as
market outlook. Our forecasts are based on a combination of top down and bottom up analysis, alongside historical trends in industry and
company financials. Where appropriate, we factored in available forecasts and business direction provided by company management. This equity
research report qualifies as an initiation research report on the company whose stock has been analysed, hence the level and depth of details
documented herein. Further updates on this company, or its stock, or both, will be communicated to investors via brief research notes or
earnings-flash emails, as occasion demands.
Our recommendation is slightly biased towards value investing. Therefore, our investment rank gauge—a customized scale we use to judge how
well a firm under coverage has performed—is determined using major value parameters as well as relevant ratios and multiples computed with
figures from the company’s most recent financials. The investment rank or grade given to a company is an alphabet which falls in the set {A+, A,
B, C+, C, D, E, F}, where
•

Grade A+ means the company has done excellently well on all fronts that form the basis of our consideration, and has a strongly positive
performance outlook.

•

Grade A means the company’s performance is of high quality, but can be made better. Outlook for the company is positive.

•

Grade B means the company performed marginally above average, at least relative to its peers, but faltered on some fronts. Outlook is weakly
positive.

•

Grade C+ means the company’s performance is exactly average; outlook is neither positive nor negative.

•

Grades C and D indicate that dwindling performance is the company’s fate at the current time. Outlook for the company is mildly negative.

•

Grades E and F mean the company is headed for towards jeopardy, which might impair its ability to continue as a going concern. Outlook
for the company in this case is alarmingly negative.

The variables used to arrive at the company’s investment rank cover a wide range of measures which characterize liquidity, operational efficiency,
profitability, profitability margins, growth, economic profitability, gearing, relative valuation ratios, capital structure and management
performance. Our investment recommendation is underpinned by the upside or downside potential of a stock under coverage. This potential is
estimated by comparing the stock’s current market price to its price target and fair value, on a percentage increase or decrease basis as
summarized below:
Deviation from current price

Recommendation

>30%

STRONG BUY

10% to <30%

BUY

Source: Company Financials, DLM Research

In our analysis, we distinguish between fair value and price target. Fair value is our opinion of the actual fundamental worth of a stock, irrespective
of what the market thinks of the stock or what investors are willing to pay for it. Value investors purchase stocks way below their fair values, while
income investors might purchase stocks at their fair values at the very maximum.
Price target, on the other hand, is the estimated price we opine the stock will trade in the near to medium term. It is the price that, if realized, could
result in the best investment returns, given prevailing market conditions. It gives an idea of the price other investors might be willing to pay for a
stock regardless of its actual worth. We employ fair value, price target or both to determine a stock’s upside or downside potential.
A BUY recommendation directly means what it says; purchase the stock according to your wallet and appetite for risk. A SELL recommendation
prompts investors to exit their positions in the stock, as the analyst believes the stock is not worth investors’ time and capital commitment. A
HOLD recommendation generally tells investors to do nothing; if you have not bought the stock, do not buy it and if you have bought it, do not
sell it.
April 12, 2018
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IMPORTANT DISCLOSURES
This research report has been prepared by the analyst(s), whose name(s) appear on the front page of this document, to provide background
information about the issues which are the subject matter of this report. It is given for informational purposes only.
Each analyst hereby certifies that with respect to the issues discussed herein, all the views expressed in this document are his or her own and
reflect his or her personal views about any and all of such matters. These views are not necessarily held or shared by Dunn Loren Merrifield
Limited or any of its affiliate companies (“DL Merrifield”). The analyst(s) views herein are expressed in good faith and every effort has been
made to use reliable comprehensive information but no representation is made as to its accuracy or completeness. The opinions and
information contained in this report are subject to change and neither the analysts nor DL Merrifield is under any obligation to notify you or
make public any announcement with respect to such change.
This report is produced independently of DL Merrifield and the recommendations (if any), forecasts, opinions, estimates, expectations and
views contained herein are entirely those of the analysts. While all reasonable care has been taken to ensure that the facts stated herein are
accurate and that the recommendations, forecasts, opinions, estimates, expectations and views contained herein are fair and reasonable, none of
the analysts, DL Merrifield nor any of its directors, officers or employees has verified the contents hereof and accordingly, none of the analysts,
DL Merrifield nor any of its respective directors, officers or employees, shall be in any way responsible for the contents hereof.
With the exception of information regarding DL Merrifield, reports prepared by DL Merrifield analysts are based on public information. Facts
and views presented in this report have not been reviewed and may not reflect information known to professionals on other DL Merrifield
business areas including investment banking. This report does not provide individually tailored investment advice. Reports are prepared without
regard to individual financial circumstances and objectives of persons who receive it. The securities discussed in this report may not be suitable
for all investors. It is recommended that investors independently evaluate particular investments and strategies. The appropriateness of a
particular investment or strategy will depend on an investor’s individual circumstances or objectives. Neither the analyst(s), DL Merrifield, any
of its respective directors, officers nor employees accepts any liability whatsoever for any loss howsoever arising from any use of this report or
its contents or otherwise arising in connection therewith. Each analyst and/or any person connected with any analyst may have acted upon or
used the information herein contained, or the research or analysis on which it is based prior to its publication date. This document may not be
relied upon by any of its recipients or any other person in making investment decisions.

Each research analyst certifies that no part of his or her compensation was, or will be directly or indirectly related to the specific
recommendations (if any), opinions, forecasts, estimates or views in this report. Analysts’’ compensation is based upon activities and services
intended to benefit clients of DL Merrifield. As with other employees of DL Merrifield, analysts’ compensation is impacted by the overall
profitability of DL Merrifield, which includes revenues from all business areas of DL Merrifield.

DL Merrifield does and seeks to do business with companies/governments covered in its research reports including market making, trading, risk
arbitrage and investment banking. As result, investors should be aware that DL Merrifield may have a conflict of interest that could affect the
objectivity of this report.
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