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• Adjusting Fair Value for KWD100.8 million Rights Issue: We adjust our fair value (FV) for Burgan Bank 
to KWD0.53 (from KWD0.62) to account for Burgan’s KWD100.8 million rights issue, for which the ex-
dividend date was today, 13 April. Burgan is offering 360 million new shares to existing shareholders at a 
subscription price of KWD0.28 per share (paid-in capital of KWD0.10 per share and an issue premium of 
KWD0.18 per share). The subscription ratio is one new share for every 2.893 shares held. If the rights issue 
is fully subscribed, Burgan’s number of shares will increase from 1,041.3 million to 1,401.3 million. Our 
new FV still offers considerable upside potential, and we maintain our Buy rating on the stock.  

• Subscription Period: The subscription period began today, 13 April 2010, and will close on 27 April 
2010. The subscription period to the public for the portion of shares not subscribed to by existing 
shareholders will start on 2 May 2010 and close on 15 June 2010. 

• Rationale of Rights Issue: The new capital will allow Burgan to expand its recently acquired regional 
entities. During 2008 and 2009, Burgan bought United Gulf Bank’s (also a KIPCO subsidiary) commercial 
banking assets in Jordan, Algeria and Iraq. It consolidated Jordan Kuwait Bank in 2008 and Algeria Gulf 
Bank in 2009, while Bank of Baghdad will be fully consolidated in Burgan’s accounts in early 2010. We 
estimate that after taking into consideration the impact of Bank of Baghdad’s consolidation, Burgan’s Tier-
1 ratio will improve by around 200bps to 14%, with its total CAR expected to rise from 16.86% in 
December 2009 to 18.86%, well above the minimum 12% CAR required by the Central Bank. 

• Management Expects NPLs to Fall in 2010: Burgan’s credit quality deteriorated significantly during 
2009. Its NPL ratio rose from 1.4% in 2008 to 10% in 2009, and its NPL coverage (ex-collateral) plunged 
from 245% in 2008 to 57% in 2009. The rise in NPLs reflects poor credit quality conditions in Kuwait, as 
well as the conservative NPL rules followed by Kuwaiti banks. Management expects NPLs to fall in 2010, 
thanks to settlements and recoveries. 

• Maintaining Buy Rating, Burgan Continues to Trade at a Large Valuation Discount to Peers: Burgan 
Bank has consistently traded at a significant discount to its larger Kuwati peers (NBK and KFH) and also to 
medium-sized player CBK for at least the past 15 months. While we believe a valuation discount for 
Burgan relative to the market leaders could be justified, we continue to believe that, at 1.1x 2010e P/B, 
Burgan’s shares are fundamentally undervalued. With our FV implying 51% upside potential (and implying 
a 2010e P/B multiple of 1.7x), we continue to rate the stock as a Buy. We believe that management’s 
positive guidance on NPLs, together with the improved core capital position following the ongoing rights 
issue, will help to dispel the two main investment concerns regarding Burgan Bank.  
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FLASH NOTE 
  

 2010e 2011e 2012e

EPS  0.048 0.072 0.082

P/E* (x) 7.3 4.9 4.3

DPS 0.010 0.021 0.025

Div Yield (x) 2.7% 6.0% 7.2%

BVPS 0.321 0.346 0.375

P/BV* (x) 1.1 1.0 0.9
In KWD, unless otherwise stated 
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Price (KWD) KSE (Rebased)

Stock Data 
Last Dividend Date KWD0.06 on 25 Mar 08
Mkt. Cap / Shares (mn) KWD 365 / 1,041 
Av. Mthly Liqdty (mn) KWD15
52-Week High / Low KWD0.46 / KWD0.29
Bloomberg / Reuters BURG KK / BURG.KW
Est. Free Float 48% 

 
* Price as at 13 April  2010 
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DISCLOSURES 
I, Elena Sanchez-Cabezudo, hereby certify that the views expressed in this document accurately reflect my personal views about the securities and companies that 
are the subject of this report. I also certify that neither I nor my spouse or dependants (if relevant) hold a beneficial interest in the securities that are traded in The 
Kuwaiti Stock Exchange. EFG Hermes Holding SAE hereby certifies that neither it nor any of its subsidiaries owns any of the securities that are the subject of this 
report.  

Funds managed by EFG Hermes Holding SAE and its subsidiaries (together and separately, "EFG Hermes") for third parties may own the securities that are the subject 
of this report. EFG Hermes may own shares in one or more of the aforementioned funds or in funds managed by third parties. The authors 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 they have no discretion. The 
Investment Banking division of EFG Hermes may be in the process of soliciting or executing fee earning mandates for companies that are either the subject of this 
report or are mentioned in this report. 

DISCLAIMER 
This Research has been sent to you as a client of one of the entities in the EFG Hermes group. This Research must not be considered as advice nor be acted upon by 
you unless you have considered it in conjunction with additional advice from an EFG Hermes entity with which you have a client agreement. 

Our investment recommendations take into account both risk and expected return. We base our long-term fair value estimate on a fundamental analysis of the 
company's future prospects, after having taken perceived risk into consideration. We have conducted extensive research to arrive at our investment 
recommendations and fair value estimates for the company or companies mentioned in this report. Although the information in this report has been obtained from 
sources that EFG Hermes believes to be reliable, we have not independently verified such information and it may not be accurate or complete. EFG Hermes does not 
represent or warrant, either expressly or implied, the accuracy or completeness of the information or opinions contained within this report and no liability whatsoever 
is accepted by EFG Hermes or any other person for any loss howsoever arising, directly or indirectly, from any use of such information or opinions or otherwise 
arising in connection therewith. Readers should understand that financial projections, fair value estimates and statements regarding future prospects may not be 
realized. All opinions and estimates included in this report constitute our judgment as of this date and are subject to change without notice. This research report is 
prepared for general circulation to the clients of EFG Hermes and is intended for general information purposes only. It is not intended as an offer or solicitation or 
advice with respect to the purchase or sale of any security. It is not tailored to the specific investment objectives, financial situation or needs of any specific person 
that may receive this report. We strongly advise potential investors to seek financial guidance when determining whether an investment is appropriate to their needs. 

 



 

 

 

GUIDE TO ANALYSIS 
EFG Hermes investment research is based on fundamental analysis of companies and stocks, the sectors that they are exposed to, as well as the country and regional 
economic environment. 

Effective 16 December 2009, EFG Hermes changed its investment rating approach to a three-tier, long-term rating approach, taking total return potential together 
with any applicable dividend yield into consideration. 

In special situations, EFG Hermes may assign a rating for a stock 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% 

Neutral    (10%) and 15% 

Sell    Below (10%) 

EFG Hermes policy is to 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 stock 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 stock 
immediately. However, if a stock has been outside of its longer-term investment rating range consistently for 30 days or more, the analyst will be encouraged to 
review the rating. 

COPYRIGHT AND CONFIDENTIALITY 
No part of this document may be reproduced without the written permission of EFG Hermes. The information within this research report must not be disclosed to 
any other person if and until EFG Hermes has made the information publicly available. 

CONTACTS AND STATEMENTS 
Background research prepared by EFG Hermes Holding SAE. Report prepared by EFG Hermes Holding SAE (main office), 58 Tahrir Street, Dokki, Egypt 12311, Tel +20 
2 33 32 1140 | Fax +20 2 33 36 1536 which has an issued capital of EGP 1,939,320,000. 

Reviewed and approved by EFG Hermes KSA (closed Joint Stock Company) which is commercially registered in Riyadh with Commercial Registration number 
1010226534, and EFG Hermes UAE Limited, which is regulated by the DFSA and has its address at Level 6, The Gate, DIFC, Dubai, UAE. The information in this 
document is directed only at institutional investors. If you are not an institutional investor you must not act on it. 
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