
 

 

ABB     

SUMMARY 

ABB is currently offering its shares on the market, with the bank valued at AZN 
1.3 billion. We assess this offering as a compelling opportunity, anticipating po-
tential capital appreciation of approximately 70% over the next 12 - 24 months. 
This optimism is based on a combination of factors: robust financial perfor-
mance, a dividend yield that surpasses those of its regional peers, an attractive-
ly low valuation, and a limited supply of shares available. 
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Disclaimer 

General Information 

The information contained in this research piece is for general informational purposes only. 

While we strive to ensure that the content is accurate and up to date, Investor Club makes no 

representations or warranties of any kind, express or implied, about the completeness, accura-

cy, reliability, suitability, or availability with respect to the information, products, services, or 

related graphics contained in this document for any purpose. Any reliance you place on such 

information is therefore strictly at your own risk. 

Not Financial Advice 

The content provided by Investor Club is not intended to be, and does not constitute, financial 

advice, investment advice, trading advice, or any other advice. You should not consider any 

such information as a recommendation to make any specific decision regarding financial prod-

ucts, investments, or strategies. You are solely responsible for conducting your own research 

and for the decisions you make based on such information. 

No Warranty 

Investor Club disclaims all warranties and conditions, whether express, implied, statutory, or 

otherwise, regarding the information provided, including all implied warranties and conditions 

of merchantability, fitness for a particular purpose, title, and non-infringement. 

Limitation of Liability 

Investor Club is not responsible for any kind of damages or losses that may occur from using 

the information in this research piece. This includes direct damages (like losing money from 

an investment), indirect damages (like losing business opportunities), and any other type of 

loss (like data loss or other financial losses). You use the information provided at your own 

risk.  

Intellectual Property 

All content, including but not limited to text, graphics, logos, and software, is the property of 

Investor Club and is protected by applicable copyright, trademark, and other intellectual prop-

erty laws. Unauthorized use, reproduction, or distribution of this material is strictly prohibited. 

Third-Party Links 

This research piece may contain links to third-party websites or services that are not owned or 

controlled by Investor Club. Investor Club has no control over, and assumes no responsibility 

for, the content, privacy policies, or practices of any third-party websites or services.  
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You acknowledge and agree that Investor Club shall not be responsible or liable, directly or 

indirectly, for any damage or loss caused or alleged to be caused by or in connection with the 

use of or reliance on any such content, goods, or services available on or through any such 

websites or services. 

Changes to Disclaimer 

Investor Club reserves the right to modify or replace this disclaimer at any time. It is your re-

sponsibility to review this disclaimer periodically for any changes. Your continued use of the 

information following the posting of any changes to this disclaimer constitutes acceptance of 

those changes. 

Contact Information 

If you have any questions about this disclaimer, please contact Investor Club at: 

Email: info@investclub.pro 

LinkedIn: https://www.linkedin.com/company/investorclub-pro/ 

https://investorclub.pro/   

https://invesclubx.substack.com/ 
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Deal Details 

ABB is issuing 322 million new shares. Fol-

lowing this transaction, the total number of 

outstanding shares will increase to approxi-

mately 4.9 billion, with the paid-in capital 

reaching AZN 1.3 billion, matching the bank's 

market capitalization. As a result, the total free 

float will comprise 6.6% of all shares. The 

shares are scheduled to be listed on the Baku 

Stock Exchange in September. The bank is of-

fering its shares at a discount to regional peers, 

such as the Bank of Georgia and TBC Bank, 

while providing a superior dividend yield. 

Valuation 

Our price target for ABB shares is set at AZN 

0.45 per share, offering a potential upside of 

67%. This target is derived using three meth-

ods: the target price-to-book (P/B) ratio and 

the dividend yield for 2024. Additionally, our 

blue-sky scenario, which we assign a 10% 

probability, values the shares at AZN 1.06, 

based on Kaspi Bank’s projected P/E multiple 

for 2024. 

Peer Group 

Growth and Dividends 

We anticipate that the earnings per share (EPS) 

will grow by at least 10% this year. Maintain-

ing profitability consistent with the previous 

year, and adhering to the historical dividend 

payout ratio, the bank has distributed approxi-

mately 40% of its net income as dividends. 

This approach resulted in an 11% dividend 

yield for 2022-2023 and is expected to gener-

ate around 13-14% in 2024E. 
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Banking Sector  

The loan portfolio of Azerbaijan banks has 

been growing by 13% CAGR between 2018 

and 2023. The growth of the banking sector is 

funded by deposits, with a Loans to Deposits 

ratio of 67%. The banking system is very 

concentrated, with the top 5 banks controlling 

about 45% of assets and deposits as of the 

end of 2023. Despite the relatively low loans-

to-deposits ratio, deposits are concentrated at 

the top 5-6 players, which in turn have lim-

ited capabilities in terms of capital to deploy 

those deposits into loans to the economy. 

Large banks are coming to the market with 

subordinated debts to increase their capital 

position and be able to increase loans to the 

economy and single-party exposure, which is 

also limited by the capital levels. Notable 

placements include Kapital Bank’s recent 

US$ 35 million 7-year subordinated debt, 

callable after 2 years. 

At the same time, the Central Bank is regulat-

ing retail loans. For example, certain limits 

are in place that restrict the total loan level 

each individual can take (through the loan-to-

income ratio). It is also impossible to finance 

the purchase of a second car through bank 

loans. Given these limitations and the ad-

vantages in terms of the cost and capital of 

large banks, smaller banks may struggle to 

survive in the long run, leading to further 

consolidation of the banking system. Unless 

foreign players with superior balance sheets 

and lower costs of funding enter the local 

market, the current local incumbent banks are 

likely to dominate.  
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Previous crisis  

The most devastating financial crisis burdened 

the local financial system due to the signifi-

cant drop in oil prices from peaks above $100 

per barrel in 2014 to below $50, where it 

stayed low for almost 2 years. Given the high 

level of dollarization of the economy, loans, 

and deposits, the devaluation was unavoidable 

after the Central Bank exhausted almost all of 

its currency reserves, leading to a recession 

and wiping out the capital of local banks. 

 

To gain an understanding of the situation at 

the time, Access Bank and Unibank provide a 

good representation of the system's condition 

during the period. Due to the crisis, both had 

to undergo recapitalization. Access Bank, the 

purest example of an SME financing institu-

tion, and Unibank, the purest example of a re-

tail financing institution, illustrate the broader 

financial landscape.  
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ABB was also part of this process. The bank 

was recapitalized, and the majority of toxic as-

sets were transferred to state funds. Since then, 

the dollarization of loans and deposits has sig-

nificantly decreased. Should there be a pro-

longed recession due to falling oil prices, the 

potential impact on the banking system should 

be limited, as the main players are better 

equipped and capitalized to handle adverse sit-

uations.  

 

 

 

 

 

ABB 

Market Share 

ABB Bank, as the second-largest bank follow-

ing combined Kapital and Pasha Bank—which 

together hold 35% of the entire banking sys-

tem's assets and 38% of all banking deposits—

had a market share of 18% in banking assets 

and 20% in banking deposits as of the end of 

2023. ABB's balance sheet is robust and clean, 

with toxic assets having been transferred to 

Aqrar Kredit in 2015-2017. 

Capital Adequacy and Profitability 

As of the end of 2023, the bank's total Capital 

Adequacy Ratio stood at 35%, significantly 

above the regulatory minimum of 12%. De-

spite this overcapitalization, the bank remains 

highly profitable, with a Return on Equity 

(AROE) of 19.7% in 2023.  

Loan to Deposit Ratio 

The Loan to Deposit ratio was 50% as of 

2023, indicating an underutilized balance 

sheet. 

Revenue Breakdown  
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Loan portfolio  

The loan portfolio of ABB Bank is almost 

evenly divided between loans to individuals 

and corporations. About 45% of consumer 

loans are comprised of mortgage loans, indi-

cating a significant focus on secured lending 

within the individual segment. As of Decem-

ber 31, 2023, the Group's loan portfolio exhib-

ited significant concentration risk, with the ten 

largest borrowers accounting for AZN 

1,088,915 thousand, or 21% of the gross loan 

portfolio. This figure remained consistent with 

the previous year, December 31, 2022, when 

the ten borrowers accounted for AZN 761,815 

thousand, also making up 21% of the total 

gross loan portfolio. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

We estimate that the total Non-Performing 

Loan (NPL) ratio was 3.7% of gross loans as 

of 2023, with a strong coverage ratio—NPL to 

provisions was 96%. The low level of NPLs 

can be attributed to the bank having almost en-

tirely rebuilt its loan portfolio from scratch 

following the economic downturn in 2016. 

Cost of Risk 

We believe that the bank is well-provisioned 

and the portfolio is relatively healthy. In the 

next two years, the net basis cost of risk 

should be negative, bringing the overall provi-

sions to loan level to normal levels. 

 

 

Cost of Risk 

We believe that the bank is well-provisioned 

and the portfolio is relatively healthy. In the 
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P&L Breakdown  

 

 

 

 

 

 

In 2023, the average gross Net Interest Margin 

for bank declined to 6.8%, primarily due to an 

increase in funding costs. Looking ahead, we 

expect NIM to moderate slightly, albeit with 

some delay, pressured by falling inflation and 

market rates.  

Typically, banks adjust loan pricing with a lag, 

whereas deposit costs are adjusted more im-

mediately. We anticipate that inflation will 

continue to moderate in 2024-2025. 

Regarding segment Average Return on Invest-

ed Capital (AROIC), retail remains the most 

significant potential profit driver. Although re-

tail has a similar exposure size to corporate, 

higher interest rates, and comparable gross fee 

income, it lags behind corporate in AROIC. 

Transitioning retail clients to mobile service 

channels will reduce operating expenses 

(OPEX) and enhance the segment's profitabil-

ity. 

Source of further growth  

Given its size, we believe that the growth of 

the bank is completely dependent on the 

growth of the overall economy. ABB, as the 

most well-capitalized bank, can further in-

crease market share in corporate segment if 

they wish to do so. However, growth in retail 

will be somewhat limited given regulatory 

limitations.  

The next round of growth for the banking sys-

tem, as well as ABB in particular, might come 

from the intensification of investments into 

projects in the liberated lands in the Karabakh 

region, as well as the realization of interna-

tional logistic corridors that might go through 

Azerbaijan.  
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Bull Case Upsides: 

• Stronger-than-expected EPS Growth for 

2024YE: Higher earnings per share than 

initially forecast could provide a significant 

boost to investor confidence and share 

price. 

• Increased Dividend Payout Ratio: Given 

the excessive capital, there is potential for a 

higher dividend payout, making the stock 

more attractive to dividend-seeking inves-

tors. 

• Improvement in Retail Costs: Effective 

cost management in the retail segment 

could lead to improved profitability and 

operational efficiency. 

• Oversubscription of Shares: Potential over-

subscription during the IPO could lead to 

an increase in the share price. 

• Potential Placement of Shares in London: 

Listing shares on the London Stock Ex-

change could broaden the investor base, in-

crease trading volume, and enhance visibil-

ity on a global scale. 

 

Bear Case Risks: 

• Slower Growth: Weaker economic condi-

tions or operational challenges could lead 

to slower growth than anticipated, impact-

ing earnings and investor sentiment. 

• Revision of Dividends: A downward ad-

justment in the dividend policy, possibly 

due to unexpected financial needs or strate-

gic shifts, could disappoint investors and 

negatively impact share prices. 

• Issues with NPLs Due to Portfolio Concen-

tration: Given the concentration of the loan 

portfolio, a default by a major client could 

lead to a significant increase in Non-

Performing Loans (NPLs) and necessary 

provisions. This would adversely affect the 

bank's profitability and could lead to a 

sharp decline in the share price.  
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 Case Study: Kaspi Bank - A Story of Ex-

ceptional Profitability and High Valuation 

Kaspi Bank, headquartered in Kazakhstan, has 

become one of the most profitable banks in 

the region. Its high valuation compared to oth-

er regional banks can be attributed to several 

key factors: a diversified business model, 

technological innovation, strong customer fo-

cus, and effective management strategies. 

Key Factors Contributing to Profitability and 

High Valuation: Diversified Business Model 

Retail Banking: Kaspi Bank has a significant 

focus on retail banking, catering to individual 

customers with a range of products including 

loans, savings accounts, and payment ser-

vices. 

Payments and Fintech Solutions: The bank 

has developed a robust fintech platform, Kas-

pi.kz, which integrates e-commerce, pay-

ments, and financial services. This platform 

has driven significant customer engagement 

and transaction volumes. 

Marketplace Services: Through Kaspi.kz, the 

bank operates an online marketplace, allowing 

customers to purchase goods and services di-

rectly, further increasing the bank's revenue 

streams. 

Technological Innovation 

Mobile App: Kaspi Bank's mobile app is one 

of the most popular in Kazakhstan, offering 

seamless banking, payments, and shopping 

experiences. The app's user-friendly interface 

and comprehensive features have attracted a 

large customer base. 

Digital Ecosystem: The bank has invested 

heavily in building a digital ecosystem that 

connects customers with various services, 

from banking to shopping and payments, all 

within a single platform. This ecosystem has 

created a loyal customer base and high en-

gagement rates. 

Strong Customer Focus 

Customer-Centric Approach: Kaspi Bank pri-

oritizes customer satisfaction, continuously 

improving its services based on customer 

feedback. This approach has led to high cus-

tomer retention and acquisition. 

Wide Reach: The bank has an extensive net-

work of branches and digital touchpoints, en-

suring accessibility for customers across Ka-

zakhstan. 

Effective Management Strategies 

Operational Efficiency: The bank has imple-

mented efficient operational practices, reduc-

ing costs and improving profitability. This in-

cludes the use of data analytics to optimize 

processes and customer interactions. 

Risk Management: Kaspi Bank has a strong 

risk management framework, ensuring a 

healthy loan portfolio with low non-

performing loans (NPLs). This prudent ap-

proach has contributed to the bank's financial 

stability. 
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 Financial Performance 

Revenue Growth: Kaspi Bank has shown con-

sistent revenue growth driven by its diversi-

fied income streams. The combination of in-

terest income from loans and non-interest in-

come from payments and marketplace ser-

vices has strengthened its financial perfor-

mance. 

Profit Margins: The bank's net interest margin 

(NIM) and return on equity (ROE) are among 

the highest in the region. Efficient cost man-

agement and high revenue per customer have 

contributed to these strong profit margins. 

Market Perception and Valuation 

Investor Confidence: The bank's strong finan-

cial performance, innovative business model, 

and growth potential have garnered significant 

investor confidence. This has led to a high 

price-to-earnings (P/E) ratio compared to oth-

er regional banks (see valuation table). 

Strategic Vision: Kaspi Bank's forward-

looking strategies and ability to adapt to mar-

ket changes have positioned it as a leader in 

the financial sector. Investors value the bank's 

strategic vision and execution capabilities, 

further boosting its valuation. 

Summary  

If ABB decides to replicate Kaspi Bank's suc-

cess, they possess all the essential ingredients 

to do so. With a large footprint, ABB can lev-

erage its existing infrastructure to create a 

comprehensive digital ecosystem, by develop-

ing or acquiring existing e-commerce plat-

forms (Tap.az for example). By integrating 

banking, payments, and shopping services, 

ABB can enhance customer engagement and 

satisfaction. 

The development of a user-friendly digital 

platform, similar to Kaspi.kz, would offer 

ABB customers seamless access to a wide 

range of services beyond banking. This strate-

gy could transform ABB into a one-stop shop 

for both financial and non-financial needs, 

driving significant revenue growth and en-

hancing customer loyalty. 

By focusing on technological innovation, cus-

tomer-centric strategies, and operational effi-

ciency, ABB has the potential to unlock the 

true value of the bank. The successful imple-

mentation of these strategies could position 

ABB as a leading player in the region, signifi-

cantly enhancing its profitability and market 

valuation. 
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ABB Model Snapshot  
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