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Pak Brunei Investment Company Limited

OVERVIEW OF
THE
INSTITUTION

Rating Rationale

PBIC was incorporated
as a Development
Finance Institution
(DF1)in 2006and
operates as a joint venture
of (Government of
Pakistan and Brunei
Investment Agency.
During 2018, PBIC
divested ifs existing stake
0f 30% in AWT
Tnvestments Limited
(AW'TIL) by exercising
the put option stated in
the share purchase
agreement. The settlement
amount agreed between
two companies was Rs.
108.3m at an exercise
price of Rs. 14.4; a
6.53% discounted price
from stated exercise price

of Rs. 15.5.

The ratings also take into account PBIC’s sound capitalization levels and liquidity profile.
Comfort is also drawn from the strong asset quality maintained by the company, which is
reflective of the sound risk and control infrastructure in place. In addition to conventional
lending, business model of PBIC advocates revival financing for mid-sized corporate entities
that may be undergoing financial stress.

Key Rating Drivers

Sovereign parentage continues to imply strong support

The assigned ratings of PBIC continue to derive strength from sovereign sponsor profile.
The company is a joint venture between the Government of Pakistan (GoP) and Brunei
Investment Agency (BIA) with equal ownership vested with the two government institutions.
BIA is governed by Ministry of Finance, Brunei and manages Government of Brunei’s
general reserve fund and external assets. Shareholding of GoP is represented through
Ministry of Finance (MoF).

Growth in advances & investments have positively impacted the profitability

Gross advances amounted to Rs.20.6b (2017: Rs. 19.1b), posting a growth of 8%, at end-
2018. This increase was largely on account of volumetric growth in its loan portfolio
including SME & distressed financing book. On the other hand, investments were reported
at Rs. 26.1b (2017: Rs. 7.7b) at end-2018; this significant growth largely emanated by fresh
exposure in floating PIBs during the outgoing year. In the backdrop of an increasing interest
rate scenario, addition of floating PIBs has largely mitigated the inherent price risk on the
investment. This strategy is expected to increase spreads, going forward. Financing portfolio
of PBIC remains diversified in terms of sector exposures with highest amounts placed with
textile related clients representing 21% of total advances. During 2018, sector wise exposure
has remained stagnant with majority exposure in textile, power, chemical &pharmaceutical
sectors. However, the company has increased its exposure towards steel, packaging,
construction and food segments. On the loan book front, management targets to book
advances in the shorter tenure financing to mitigate the maturity mismatch on the book along
with credit risk given the current interest rate scenatio. Going forward, management plans
to direct higher exposure towards non-cyclical sectors such as food & packaging.

Asset Quality has improved on the back of concerted efforts towards restructuring
and recoveries

During the period under review, extensive efforts were directed towards recoveries of non-
performing loans; this resulted in a lower infected portfolio of Rs. 593m at end-2018 vis-a-
vis Rs. 954m at end-2017. Recoveries were largely received from poultry and sugar exposures.
Infection levels of PBIC also improved to 3.0% (CY17: 5.0%) and 1.4% (CY17: 3.5%) on a
gross and net basis, respectively at end-2018. During the ongoing year, management
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anticipates asset quality indicators to improve further in tandem with ongoing recovery
efforts. Nonetheless, minimal amount of non-performing loans were classified during the
year which may need to be monitored for impact on future portfolio performance.

Bottom-line was largely dampened by reduction in non-markup income along with
increased administrative expenses

During the outgoing year, profitability levels of the company were impacted primarily by the
increasing interest rate scenario. Having the largest credit portfolio amongst its peers, higher
leverage levels imply increased cost of financing as interest rates move upwards This trend
applied a downward pressure on margins on its loan portfolio along with valuation of its
tixed income portfolio. As with other DFIs, PBIC operates on thin spreads which declined
to 0.62% (CY17: 2.14%) during CY18.Non-markup income posted an overall drag on
profitability levels of PBIC given a realized loss on its equity portfolio. However, dividend
income from subsidiaries increased and was largely contributed by Awwal Modaraba
representing 66% share in total dividend income. Administrative expenses amounted to Rs.
330.4 m (CY17: Rs. 278.6 m) largely emanating from employee related costs. As a result,
efficiency levels of PBIC improved to 33.2% (CY17: 37.4%) in 2018.Going forward,
management plans to improve its profitability levels driven by higher interest income from

floating PIBs and moderate growth in income from advances portfolio.

Liquidity profile is considered manageable in view of higher liquid assets in relation
to the funding portfolio

Primary funding sources include financial institutions and SBP’s pass through financing
schemes while secondary source of funding include Certificate of Investments (COls). For
PBIC, choice of COlIs ot borrowing from banks (including term loans) are a function of cost,
efficiency and stability on the basis of which it regularly switches between primary and
secondary funding sources. Cost of funding also increased with a rise in advances and further
investment in floating rate PIBs. While the total cost of borrowing has risen, percentage
increase in cost has been significantly lower than the corresponding rise in interest rates. In
view of interest rate increases, the company also extended the tenor of its borrowing by
accessing longer term funds from various banks. Liquidity profile improved significantly in
view of adequate liquid assets in relation to deposits and borrowings. Net Stable Funding
Ratio (NSFR) and Liquidity Coverage Ratio (LCR) were reported at 93.0% and 65.7%
respectively at end-2018. Capital Adequacy Ratio (CAR) reduced to 24.5% (2017: 30.6%) at
end-2018 due to reduction in equity base; CAR declined on account of treatment of Term
Finance Certificates of banks held in the investment portfolio. However, going forward,
PBIC will need to maintain Net Stable Funding Ratio (NSFR) in line with the regulatory
requirement. NSFR was 103% as at March 2019. Overall capitalization indicators remain
sound in view sizeable cushion in Capital Adequacy Ratio (CAR) vis-a-vis the regulatory
requirement.
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Pak Brunei Investment Company Appendix I
FINANCIAL SUMMARY (amounts in PKR millions)
BALANCE SHEET 31-Mar-19  31-Dec-18 31-Dec-17
Total Investments 26,797.0 26,116.9 7,678.6
Net Advances 18,996.2 20,329.7 18,767.8
Total Assets 47,599.4 48,793.1 29,869.3
Borrowings 35,547.0 36,890.4 13,976.1
Deposits & other accounts 750.0 725.4 4,751.2
Tier-1 Equity 7,292.3 7,316.2 9,041.1
Net Worth 10,214.9 9,960.5 10,456.2
INCOME STATEMENT 31-Mar-19  31-Dec-18 31-Dec-17
Net Mark-up Income 190.0 719.3 553.4
Net Provisioning / (Reversal) 43.5 96.4 178.2
Non-Markup Income 1.6 221.9 588.5
Administrative Expenses 75.0 330.4 278.6
Profit (Loss) Before Tax 71.6 503.5 670.9
Profit (Loss) After Tax 49.2 275.9 470.5
RATIO ANALYSIS 31-Mar-19  31-Dec-18 31-Dec-17
Gross Infection (%) 3.1% 3.0% 5.0%
Provisioning Coverage (%) 56.5% 52.3% 30.3%
Net Infection (%) 1.3% 1.4% 3.5%
Cost of funds (%) 10.2% 7.8% 6.3%
Net NPLs to Tier-1 Capital (%) 2.5% 2.9% 6.3%
Capital Adequacy Ratio (C.A.R (%)) 24.8% 24.5% 30.6%
Markup Spreads (%) -0.71% 0.25% 1.85%
Efficiency (%) 35.6% 33.2% 37.4%
ROAA (%) 0.1% 0.7% 1.5%
ROAE (%) 0.5% 2.7% 4.5%
Liquid Assets to Deposits & Borrowings (%o) 74.0% 70.3% 27.7%
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ISSUE/ISSUER RATING SCALE & DEFINITIONS

Appendix IT |

RATING SCALE & DEFINITIONS: |SSUES / ISSUERS

Medium  to Long-Term

Ak,

Highest oreditguality; therisk factors arensgligible, being only
slightlymore thanfor risk-fres Government of Pakistan'sdebt.
Ads AR AA-

Highoredit guality; Protectionfactors arestrong. Riskis mod-
est butmay vary slightly fromtimetotimebecauseof eco-
noric conditions.

At A A

ood cradit quality; Frotection factors areadeguate. Risk fac-
tors may vary with possiblachanges in thaecononmy .

BEE+, BEE, BBE-

Adeguate oredit guality; Protection factors are reasonabls and
sufficient. Rizk factors are considered variable if changss coowr
in thesconomy.

BB+, BB, BB-

Obligations deemed likely tobe met. Protection factors are
capabls of weaksning ifchangss coour inthesconomy. Overall
guality may move up or down freguently within this category.
B+, B, B-

Obligations deemedlsss likelytobs met . Protectionfactors ars
capabls of fluctuwating widsly ifchanges coour inthesoconomy.
Overallquality msy moveupor down frequentlywithin this
category or into higher or loweer rating grade.

ooC

Considerable uncertainty exists towards meeting theobliga-
tions. Protectionfactors arescarce and rizsk maybesubstantial.
o

A high default risk

C

A very high default rizk

K]

Defaulted obligations

Short-Term

A-1#

Highest certaintyof timelypayment; Short-term liguidity, in-
cluding internal operating factors and for acoess to altemative
sourcesof funds, isoutstandingandsafetyis just belowrizk
frese Governmentof Pakistan “sshort-termobligations.

A-1

High certainty of timely payment ; Liguidity factors are excel-
lent and supported bygood fundamental protection factors.
Risk factors are minor.

AT

Gond certaintyoftimelypayment. Liguidityfactors andcom-
pany fundamentals are sound. Access to capital marksts is
good. Rizk factors are small.

A-3

Satizfactory liguidity and other protection factors gualify enti-
tiss fizsues astoinvestment grade. Riskfactors arslargsrand
subject tomaorsvariation. Hevertheless, timely payment is
expacted.

B

Speoulative investment characteristics; Liguidity may not be
sufficient to ensure timely payment of obligations.

C

Capacity for timely payment of obligations is doubtful.

Rating Watch: VI5 places entitiss andizswes on “Rating Watch”
whenit deems that thers ars conditions presentthatneosssitate
re-svaluationofthe assignedratingls ). RefertoowrCriteria for
Rating Watch' fordetaik. wwwivis.compkfimages/ criteria_watd
pdf

Rating Outlooks: The thres cutlooks Positive’, “Stable" and
‘Hegative" qualify the potential direction of the a=igned rating(s ).
Anoartlook isnot necessarilya precursorofa mting changs. Refer
toowr “Criteriafor Rating Dwt ook for details wew vis com.pk’
images criteria_outlook pdf

{50) Rating: Asuffiz (30)is add=d tothe ratings of structursd’
sequrities where thessrvicingof debt and related obligations

iz backed byzomesort of financial azs=sts and/ or creditsupport
froma third partytothe tansaction. Thesuffix (50, abbreviated
faor “structuredobligaton’, denotesthat tharatng has been
achisved ongrounds ofthe strecturs backingthe transactionthat
enhanced the oreditguality of the ssourities and not on the basis
of thecreditguality of the issuingentty alone.

{blir} Rating: &suffix (blriizacdedtothe mtingsof a particular
banking facility obtained by the borrowsar from a financial
institution. Thesuffix (blr), abbreviated for “bankloanating”
denotesthat theratingis based onthe creditgualityoftheentity
and security structure of the fadlity.

‘g’ Rating: A “p" rating is assigned to entities, where the
rmanagerment has not requested arating, however agressto
provideinformationalsupport. 4°p° mting Eshownwitha ‘p”
subsoript and s publicly disclosed. 1t s not modified by a plus (+)
or a minus [-)signwhichindicates relativestandingwithinarating
category. Dutlookiznotassigned totheseratngs. Refertoour
“Folicy for Private Ratings" for details. www vis.com. pk images/
policy_ratings. pdf

‘50F Rating: &n “50'ratingizassignedwhenVSbelisves thatthe
rateshas selactivelydefaulted ona specificisswsor obligation but.
it will continwes to mest its payment obligationson other issues or
obligations in a timely manner.
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REGULATORY DISCLOSURES Appendix ITIT
Name of Rated Entity Pak Brunei Investment Company (PBIC)
Sector Development Finance Institution (DFI)
Type of Relationship Solicited
Purpose of Rating Entity Rating
Rating History Rating Date Medium to Short Term Rating Rating Action
Long Term Outlook
RATING TYPE: ENTITY
26-Jun-19 AA+ A-1+ Stable Reaffirmed
27-Jun-18 AA+ A-1+ Stable Reaffirmed
2-Jun-17 AA+ A-1+ Stable Initial
Instrument Structure N/A
Statement by the Rating VIS, the analysts involved in the rating process and members of its rating
Team committee do not have any conflict of interest relating to the credit rating(s)

mentioned herein. This rating is an opinion on credit quality only and is not a
recommendation to buy or sell any securities.

Probability of Default VIS’ ratings opinions express ordinal ranking of risk, from strongest to weakest,
within a universe of credit risk. Ratings are not intended as guarantees of credit
quality or as exact measures of the probability that a particular issuer or particular
debt issue will default.

Disclaimer Information herein was obtained from sources believed to be accurate and reliable;
however, VIS does not guarantee the accuracy, adequacy or completeness of any
information and is not responsible for any errors or omissions or for the results
obtained from the use of such information. VIS is not an NRSRO and its ratings
are not NRSRO credit ratings. Copyright 2018VIS Credit Rating Company Limited.
All rights reserved. Contents may be used by news media with credit to VIS.




