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FIMBank p.l.c. (FIM)
Stock Rating SELL
Price target (1Yr) $0.54

Executive Summary:
“We are initiating coverage with a SELL recommendation on FIMBank
plc. Despite the positive outlook of global economies, the commercial
banking sector, as well as an expected improvement in financial
performance of the Group, we expect the level of earnings yield (EPS /
current price) to remain low in the foreseeable future with little to
justify the current price multiple levels.

Furthermore, we expect the share price to be dampened by the capital
raising initiatives (rights issue) which the shareholders approved in the
2017 annual general meeting. The rights issue is intended to address
regulatory capital concerns and is expected to be completed by 2019.”

Company Overview:
FIMBank p.l.c. is a leading provider of trade finance, factoring and
forfaiting solutions, with a global presence in various important
financial and trading centres. FIMBank is a customer-driven provider
focused on optimising business performance and supporting business
growth by developing tailor-made trade finance solutions that provide
exporters with accelerated receivables and importers with extended
credit.  The Bank is at the forefront of introducing and developing
innovative receivable finance techniques in emerging markets.

The year 2013 saw Burgan Bank K.P.S.C. and United Gulf Bank BSC,
two highly reputable financial institutions forming part of the Kuwaiti
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conglomerate KIPCO Group, acquiring an 80 per cent stake in
FIMBank. This development meant that FIMBank could take on new
business opportunities, benefit from better funding resources and
further strengthen the Group's operating performance.
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Source: Malta Stock Exchange

The FIMBank Group has successfully made its mark on the
international factoring sector by building an international factoring
network which offers a comprehensive range of factoring solutions.
Today, FIMBank’s international factoring network consists of Egypt
Factors in Egypt, India Factoring in India, LATAM Factors in Chile and
BrasilFactors in Brazil. The Bank’s MED Factors in Malta, as well as its
Hellenic branch in Greece, offer a comprehensive range of factoring
services.
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SWOT Analysis
Strengths
 Group’s turnaround strategy is on a positive
trajectory
 Diversified revenue streams in terms of geography

and products
 Risk management practices proving effective
 Outlook for commercial banking sector is positive

Weaknesses
 Exposed to emerging market economies, in

particular to commodity markets (which are
volatile)

 The Group announced its intention to raise $100mln
via a rights issue over the next 3 years, which is
expected to dampen equity prices until concluded

 The Group hasn’t announced the expected effect of
IFRS 9 on its capital position

 High operational gearing (cost efficiency ratio of
97% in 2016)

 Poor track record of profitability

Opportunities
o The Group is committed to cost efficiency

improvements, which could impact profitability
positively going forward

o Recent revenue   initiatives, including property
market lending and digital banking product suite
expected to add to volume and diversification of
Group revenue

o Global commodity markets expected to benefit
from growing world economies

o Egypt and Latam factoring markets are currently
subdued but are well positioned to grow

Industry Outlook1

Threats
! A downturn in global activity and commodity prices
! Regulatory risk – related to capital adequacy

requirements
! Issues in completing the rights offer

Factoring is an asset-based financing in which the factor gives credit on the basis of the credit worthiness of
the borrower (the buyer). The factor purchases the receivable, which is used as a collateral for the loan that
is offered to the borrower, after which the ownership shifts from the seller to the factor. Factoring involves
two services that include collections and credit services. Many exporters are facing challenges as trading is
conducted based on open account terms. The only solution to this problem lies in international factoring,
wherein the factor collects the money that an importer owes an exporter. The biggest advantage of using a
factor is that it offers the exporter 100% protection against the importers' inability to pay. It is also an
attractive option for international traders and an excellent alternative form of trade financing or letter of
credit. Market research analysts predict the global factoring market to grow at a CAGR (compound average
growth rate) of more than 11% until 2020.

The growing need for an alternate source of financing for MSMEs (Micro, Small & Medium Enterprises) is a
key growth driver for this market. When an MSME gets new customers regularly, the chances of the company
having huge invoices are high. MSMEs have a disadvantage when dealing with a capital market in terms of
credit rationing and finance gaps. Such gaps in financing have driven the need for alternative sources of

1 https://www.technavio.com/report/global-miscellaneous-factoring-market
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financing like factoring, even though the service providers may charge 10%-15% of the receivables as
commission. MSMEs use these services during their start-up and growth stage as it finds it difficult to raise
finance due to lack of data about its performance history. The availability of such an alternative finance source
reduces the MSMEs dependence on banks for loans.

The EMEA market accounted for more than 63% of the market share during 2015 and is expected to retain
its market leadership. The EU is trying to enhance the finance availability in the region. The key focus is on
MSMEs and on ensuring that financing is well structured and prudent across the business segment in the EU.

Competitive Landscape and key vendors

The factoring market has had a phenomenal growth and became a major source of financing especially for
the short-term working capital required by MSMEs and large corporates. The demand for factoring business
is increasing in the developing countries. Globalization of trade and import and export financing have created
the need for additional factoring and asset-backed lending facilities worldwide. To compete with top vendors
the regional players are participating in cross-border deals with strong local players, thus establishing strategic
alliances to facilitate business.

The key vendors in the market are:
Aldemore Invoice Finance 1st PMF Bancorp American Receivable
Bibby Financial Services Capital Plus Charter Capital
RBS Invoice Finance Riviera Finance Universal Funding
Factor Funding New Century Financial Paragon Financial

Investment Stance

We are initiating coverage with a SELL recommendation on FIMBank plc. Despite the positive outlook of global
economies, the commercial banking sector, as well as an expected improvement in financial performance of
the Group, we expect the level of earnings yield (EPS / current price) to remain low in the foreseeable future.

Relatedly, the shares are currently priced at 40.6x 2016 earnings, and 26.1x earnings on a last twelve months
basis (LTM). Looking forward, we are forecasting earnings per share of $0.028, $0.028 and $0.035 for 2017,
2018 and 2019 compared to $0.026 on a LTM basis. This translates to forward Price/Earnings ratios of 24.2x,
23.9x and 19.4x for the period 2017-2019.

We view the comparatively and current high multiples which the stock is trading at as unjustified. We are
expecting normal levels of top line growth (revenue generation) in line with the industry, and despite showing
signs of improvement, we expect the level of operating leverage (cost efficiency ratio) to remain elevated,
limiting bottom line growth (profitability).

Furthermore, we expect the share price to be dampened by the capital raising initiatives (rights issue) which
the shareholders approved in the 2017 annual general meeting. The rights issue is intended to address
regulatory capital concerns and is expected to be completed by 2019.
Investors should be cautious when exiting positions due to the low liquidity of the shares.
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Investment Thesis Variables
 Net Interest Income – Interest margins

improved recently on the back of a higher
level of factoring facilities, better recovery
rates and higher spreads on loan facilities.
This was countered by lower interest on
fixed income investments and a higher
level of interest costs associated with
customer deposits increases. Net interest
income increased to $12.8m in 1H2017
compared to $9.8m in 1H2016. To note that
this increase was achieved despite the more
rigorous risk management practices. We
expect NII growth to continue to grow at
moderate single digit levels going forward.
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Interest and Fee Revenue

1H2015 2H2015 1H2016 2H2016 1H2017
NII Fees and commission Total Revenue

 Net fee and commission income – Fees and commissions continued their recovery in the most recent
period as factoring and forfaiting activity increased, as well as an increase in portfolio turnover levels. In
addition, fee and commission expense decreased on lower costs. As a result, on a net basis we are
expecting a healthy up-tick in fees and commissions and expect high single digit growth going forward.

 Net Trading Results and net gains/losses from other financial instruments – the Group’s trading activity
hasn’t delivered positive returns historically when also considering the net loss/gain from other financial
instruments; mainly attributed to the Group’s trading activity based around risk management rather than
value creation. Given the difficulty in anticipating the performance of trading results, we are assuming a
continuation of this trend.

 Net Impairments on financial assets – Impairments have reduced dramatically, in line with the Group’s
risk profile restructuring. On a LTM basis impairments fell to $0.4m from $2.3m reported in 2016 and
$10.3m in 2015. We are forecasting an overall positive net impairment (circa $1m) for 2017, due to a
particularly strong recovery from an individual client, however in the long term we are assuming a yearly
impairment of $1m (which is significantly diminished compared to historical write-offs) on the basis of a
strong risk management approach. It is to be noted that if there is an economic downturn we would expect
this figure to climb, potentially significantly, impacting the Group’s performance significantly.

 Administrative expenses – these increased 7.5% on a LTM basis as the Group consolidated its Egypt
factors shareholding and reported increased regulatory costs which are expected to be reflected in 2017
results. In the longer term we expect costs to increase with inflation.

 Operating profit – we are anticipating an increase in operating profit to $6.4m in 2017 compared to $5.2m
in 2016. We expect this positive trend to continue as a result of cost containment coupled with prudent
growth from the increasing revenue streams of the Group. We anticipate operating profit to increase to
$8.1m in 2018 and $10.1m in 2019.
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 Taxation – The Group has benefited from positive net tax over recent reporting periods, mainly due to
accumulated losses and timing differences. Given the low tax jurisdictions that the Group’s subsidiaries
operate in, we expect the reported tax expense to be marginal in the foreseeable future.

 Earnings per share – compared to $0.017 in 2016 we are forecasting an EPS figure of $0.028 in FY17,
$0.028 in FY18 and $0.035 in FY19.

 Cost / Income Ratio – We expect the cost efficiency to steadily increase over the forecasted period as a
result of improved revenues coupled with cost containment.

Income Statement for
Financial Year 2014 2015 2016 LTM 2017F 2018P 2019P

USD USD USD USD USD USD USD
Interest Income 50,754,658 52,518,625 45,015,303 49,804,482 52,917,584 55,563,463 58,341,636

Interest expense (22,384,309) (22,921,308) (23,051,984) (24,853,851) (27,355,872) (28,723,666) (30,159,849)
Net Interest Income 28,370,349 29,597,317 21,963,319 24,950,631 25,561,712 26,839,798 28,181,787

Fee and commission income 25,598,298 19,719,218 20,090,223 21,467,631 22,300,148 23,861,158 25,054,216
Fee and commission expense (4,837,747) (5,164,385) (5,252,886) (4,594,024) (4,727,597) (4,869,425) (5,015,508)

Net fee and commission
income 20,760,551 14,554,833 14,837,337 16,873,607 17,572,550 18,991,733 20,038,708

Operating income before
net impairment 49,151,947 46,073,444 46,147,298 48,643,995 50,647,815 53,994,152 57,095,574

Net impairment gain/(loss)
on financial assets (50,724,723) (10,331,801) (2,299,116) (350,053) 1,000,000 (1,000,000) (1,000,000)

Operating Income (1,572,776) 35,741,643 43,848,182 48,293,942 51,647,815 52,994,152 56,095,574

Administrative expenses (37,695,755) (43,991,588) (35,692,670) (38,357,543) (39,974,988) (40,974,363) (41,998,722)
Depreciation (2,741,117) (2,992,472) (2,996,095) (2,689,485) (2,400,000) (2,448,000) (2,496,960)

Total operating expenses (48,682,266) (46,984,060) (38,688,765) (41,047,028) (42,374,988) (43,422,363) (44,495,682)

Operating profit/(loss) (50,255,042) (11,242,417) 5,159,417 7,246,914 9,272,827 9,571,789 11,599,893
Share of results of associates

(net of tax) (3,175,580) (805,800) (410,685) (422,042) (250,000) (150,000) -

Profit/(loss) before tax (53,430,622) (12,048,217) 4,748,732 6,824,872 6,172,774 7,921,789 10,099,893
Taxation 14,501,833 7,470,653 596,996 1,388,051 (180,457) (471,089) (579,995)

Profit/(loss) from continuing
operations (38,928,789) (4,577,564) 5,345,728 8,212,923

8,842,371 8,950,700 11,019,898

Loss on discontinued
operations (6,298,209) (2,554,378) (79,736) (32,934) - - -

Profit/(loss) for the year (45,226,998) (7,131,942) 5,265,992 8,179,989 8,842,371 8,950,700 11,019,898
Earnings per share (0.144) (0.023) 0.017 0.026 0.028 0.028 0.035
Cost/Income Ratio 76.7% 99.6% 97.0% 91.7% 92.7% 89.4% 87.1%
Earnings Yield -26.9% -4.2% 3.1% 4.9% 5.3% 5.3% 6.5%

Source: Company’s audited financial statements and Calamatta Cuschieri Estimates
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Key Financial Indicators

Financial Year 2015 2016 LTM 2017 H1 2016 H1 2017
$ million $ million $ million $ million $ million
Income Statement

Net Interest Income 29.6 22.0 25.0 9.8 12.8
Net fee and commission Income 14.6 14.8 16.9 7.1 9.2
Net Impairment gain/(loss) on financial assets (10.3) (2.3) (0.4) (0.2) 1.8
Operating income 35.7 43.8 48.6 21.4 23.9
Operating expenses (47.0) (38.7) (41.0) (18.9) (21.2)
Operating Profit (11.2) 5.2 7.2 2.4 4.5
Profit / (loss) for the year (7.1) 5.3 8.2 1.2 4.1
Earnings per Share (0.023) 0.017 0.026 0.004 0.013

Net Interest Margin 2.20% 1.30% 1.50% 1.30% 1.60%
Cost / Income 100% 97% 92% 102% 91%

Balance Sheet
Interest Earning Assets 1,343.9 1,638.4 1,627.0 1,500.4 1,627.0
Gross Loans 612.1 881.0 834.9 725.0 834.9
Total Deposits 1,152.0 1,477.6 1,434.0 1,338.2 1,434.0
Shareholders' Equity 174.9 174.8 181.6 175.3 181.6

Net impairment / Gross Loans 1.7% 0.3% -0.2% 0.0% -0.2%
Tier 1 Ratio 11.6% 9.7% 10.9% 10.5% 10.9%
Total Capital Ratio 16.2% 13.3% 14.7% 14.2% 14.7%
Source: Company’s audited financial statements and interim reports

Valuation

Our 1yr price target is $0.54. The price target is calculated using a Price-to-earnings (P/E) and Price-to-book value
approach (P/B). We view the estimated book value per share for 2018 as the floor to the valuation model, since
the Group is expected to be profitable and therefore has no reason to trade below book value. Forward earnings
were discounted at 13.6%.

From an earnings perspective, using a P/E forward multiple of 14.1x, the 1 year price target when accounting for
future earnings growth is $0.38. From a book value perspective, using a P/B forward multiple of 1.05x, the 1 year
price target is $0.56. Congruent to the above we are using the expected book value per share in 2018 as our price
target, $0.54.

The forward multiples reflect the average of comparable companies, both locally listed as well as internationally
listed banks operating in similar sectors. The multiples also factor in the technical effects of the anticipated rights
issue. The discount rate takes into account mainly the exposure of the Group to the international economies, the
product concentration, and the Group’s current leverage position.

At a target price of $0.54, the forward earnings yield for 2017, 2018 and 2019 remains low at 5.3%, 5.3% and 6.5%.
We don’t expect the valuation to move above the floor unless there is a material change in the profitability of the
Group in the future.
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Reference Date Price Price Target Analyst Recommendation
FIM 06.02.2018 $0.68 $0.54 Simon Psaila & Elisabetta Gaudiano Sell
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Glossary and Definitions

Income Statement
Net Interest income Interest Income minus Interest Expense.

Operating Profit Operating profit for financial services firms is the difference between operating  income
(revenue generation) and operating expenses (typically administrative expenses).

Profit after tax Profit after tax is the profit made by the Group during the financial year both from its operating
as well as non-operating activities.

Earnings per share
(“EPS”)

Earnings per share is the portion of a company's net profit allocated to each outstanding share
of common stock. Earnings per share serves as an indicator of a company's profitability.

Profitability and other ratios
Costs / Income ratio It is an indicator of overall company efficiency. The ratio is calculated dividing total costs by

total Income.
Net interest margin Net interest margin is the Net Interest Income for the year as percentage of average Interest-

Earning assets.
Balance Sheet
Interest Earnings
Assets

Non-current asset are the Group’s long-term investments, which full value will not be realised
within the accounting year. Non-current assets are capitalised rather than expensed, meaning
that the Group allocates the cost of the asset over the number of years for which the asset will
be in use, instead of allocating the entire cost to the accounting year in which the asset was
purchased. Such assets include intangible assets (goodwill on acquisition), investment
properties, and property, plant & equipment.

Gross Loans Gross Loans and Leases comprise Gross Loans to Customers net of Unearned Income,
Allowance for Loan Losses, and other deductions from Gross Loans.

Total Deposits Total Deposits include all customer and institutional deposits held at the bank. They are
essentially the core liabilities of banking institutions.

Shareholders’ equity Shareholders’ Equity as reported by the Bank. Comprises Common Stock and Treasury Stock,
Capital Surplus, Retained Earnings, Revaluations, Minority Interest and other components of
Shareholders’ Equity.

Risk Weighted Assets Sum of all Risk-Weighted Assets as required for Regulatory Capital ratio measures.

Tier 1 Capital Sum of permanent Shareholders’ Equity (issued and fully paid ordinary shares/common stock
and perpetual non-cumulative preference shares) and Disclosed Reserves (share premiums,
retained profit, general reserves and legal reserves). In the case of consolidated accounts, this
also includes minority interests in the equity of subsidiaries that are less than wholly owned.
Excludes revaluation reserves and cumulative preference shares.

Total Capital Sum of Net Tier 1 Capital and other more senior forms of capital (Tier 2 and Tier 3).

Financial Strength / Capital Adequacy Ratios
Net impairment / gross
loans

Net impairment gain/ (loss) on financial assets divided by gross loans.

Tier 1 ratio Tier 1 Capital as a percentage of Risk-Weighted Assets.

Total Capital Ratio Total Capital as a percentage of Risk-Weighted Assets.
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Explanation of Equity Research Ratings

Buy: Based on a current 12- month view of total share-holder return (TSR = percentage change in share price from current
price to projected target price plus projected dividend yield), we recommend that investors buy the stock.

Sell: Based on a current 12-month view of total shareholder return, we recommend that investors sell the stock.

Hold: We take a neutral view on the stock 12-months out and, based on this time horizon, do not recommend either a Buy
or Sell.

Newly issued research recommendations and target prices supersede previously published research.

Disclaimer
This document is being issued by Calamatta Cuschieri Investment Services Ltd (“CC”) of Ewropa Business Centre, Triq Dun Karm, Birkirkara,
BKR9034, Malta and bearing company registration number C13729. CC is licensed to conduct Investment Services in Malta by the Malta
Financial Services Authority. This information is being provided solely for information purposes and should not be deemed or construed as
investment advice, advice concerning particular investments, advice concerning investment decisions, tax, legal or any other ancillary
regulatory advice. Similarly, any views or opinions expressed are not intended and should not be construed as investment, tax and/or legal
recommendations or advice. CC has not verified and consequently neither warrants the accuracy nor the veracity of any information, views
or opinions appearing on this document. CC does not accept liability for actions, proceedings, costs, demands, expenses, damages and
losses suffered by persons as a result of information, views or opinions appearing on this document. No person should act upon any opinion
and/or information in this document without first obtaining professional advice.


