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Important Disclosures at the end of this report 

Commercial Banks 

ADR Taxation and Debt Buyback: A Strategic 

Shift and Its Implications for Banks 

Government Initiates Debt Buyback 

In a historical move, the Federal Government initiated its debt buyback 

program in an auction held on September 30, 2024 in which it bought 

back short-term Market Treasury Bills (MTBs) worth PKR 351 billion 

(target: PKR 500 billion) which were set to mature in Dec-24. Moreover, 

the SBP is set to conduct another MTBs buyback auction on October 9, 

2024 with a target of PKR 500 billion. 

 

To highlight, the Government also rejected all bids in the T-Bills auction 

held on September 18, 2024. The impetus for this bold move is the recent 

increase in liquidity, which came on the back of PKR 2.74 trillion share of 

profits received from the State Bank of Pakistan (SBP).  

 

Impact of buyback decision for Banks 

Since banks are the largest investors in Government securities, these 

buybacks will generate excess liquidity which the banks will either place in 

long-term PIBs or increase lending to the private sector.  

The banks in Pakistan are facing a risk of an additional taxation of up to 

16% on investment income prompted by a low ADR ratio, which has 

declined to 38% in Aug-24 well below the SBP’s target of 50% given to the 

banks for year-end.  To avoid this additional tax, the sector would need to 

expand its loan portfolio by ~PKR 3.6 trillion assuming deposits remain 

Exhibit: Declining Trend in PKRV 
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Source: MUFAP, IGI Research 
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 In a historical move, the Federal Government initiated its debt buyback 

program in an auction held on September 30, 2024 in which it bought back 

short-term Market Treasury Bills (MTBs) worth PKR 351 billion (target: PKR 500 

billion) which were set to mature in Dec-24. Moreover, the SBP is set to 

conduct another MTBs buyback auction on October 9, 2024 with a target of 

PKR 500 billion. 

 Since banks are the largest investors in Government securities, these buybacks 

will generate excess liquidity which the banks will either place in long-term 

PIBs or increase lending to the private sector.  

 For improving their ADRs the banks are likely to opt for a cost effective 

approach by increasing lending and reducing deposits. A similar approach 

was adopted by banks in 2022 when ADR taxation was imposed which was 

managed by reducing deposits and increasing advances temporarily. 
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unchanged, representing a growth of ~30%y/y while the historical 

average growth in the industry’s loans stand at ~8%. However, these 

recent buybacks of MTBs by the Government can prove to be an 

opportunity for the banks to build up their loan portfolio.  

It is important to note that in the year 2022, the banks faced a similar 

situation when the ADR taxation was imposed for the first time and the 

sector’s ADR increased to ~53% by Dec-22 from 48% at Jun-22, however 

this tax was later exempted in the budget of 2023 after which the sector’s 

ADR ratio has averaged at 44% till June 2024. 

Impact on Bank’s Earnings if ADR target not met 

If a bank’s ADR falls below 40% by December 2024, a 16% additional tax 

will be imposed on income from investments in government securities 

whereas banks whose ADR falls between 40%-50% will be charged an 

additional tax of 10%. However, banks whose ADR exceeds 50% will not 

be subjected to any incremental tax. As at June 30, 2024, only 3 listed 

banks: a) Faysal Bank Limited, b) Askari Bank Limited, and c) Samba Bank 

Limited have a gross ADR above 50%.  

 

We have conducted a sensitivity analysis on listed banks to evaluate the 

potential impact on earnings if they fail to meet the ADR target by year-

end.  

Banks Gross ADR (Jun-24) EPS Impact 

SBL 68% - 

FABL 56% - 

AKBL 53% - 

HBL 38% (7.88) 
UBL 25% (11.28) 
MCB 33% (11.33) 
MEBL 48% (6.26) 
NBP 38% (1.89) 
ABL 42% (4.46) 
BAFL 39% (5.24) 
BAHL 38% (5.59) 
HMB 42% (2.46) 
JS Bank 38% (1.75) 
BIPL 39% (2.28) 
SNBL 38% (1.26) 
BOP 45% (0.24) 
BOK 31% (0.65) 
SCBPL 28% (2.93) 
Sindh Bank 41% (0.18) 
BML 29% (0.08) 

Source: Company Financials, IGI Research 
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What Banks Can Do? 

For improving their ADRs the banks are likely to opt for a cost effective 

approach by increasing lending and reducing deposits. A similar approach 

was adopted by banks in 2022 when ADR taxation was imposed which 

was managed by reducing deposits and increasing advances temporarily. 

Increase in short-term lending to meet ADR by Dec-24 

Several banks have started offering new short-term financing to 

businesses at rates below the KIBOR as an effort to bring their ADRs at par 

with SBP’s target. The expectations of continued monetary easing had 

already kept the KIBOR under pressure which has declined by ~73 bps 

w/w to 14.70% as at October 4, 2024. It has been noted that in the past 

few weeks some banks have offered new loans at the spread of minus ~6-

12 bps to KIBOR bringing the lending rate down to ~3-4%. However, 

these low rates will be limited to new short term financing only and will 

not affect the bank’s existing long-term loan portfolio. We believe that by 

the start of 1QCY25 banks will stop offering new loans at negative spreads 

and redirect their focus to investments in Government and other 

securities.  

Deposit Reduction 

A rather cost-effective measure, apart from resorting to aggressive 

lending, that banks may choose to adopt for improving their ADR is to 

reduce their deposit base by eliminating high-cost deposits.   

 

  

Exhibit: Policy Rate Vs. 6M KIBOR  
Exhibit: Incremental Advances to meet 50% ADR 
(PKR Billion) 

  

Source: SBP, Company Financials, Bloomberg, IGI Research 

10.0%

12.0%

14.0%

16.0%

18.0%

20.0%

22.0%

24.0%

Se
p

-2
3

O
ct

-2
3

N
o

v-
2

3

D
ec

-2
3

Ja
n

-2
4

Fe
b

-2
4

M
ar

-2
4

A
p

r-
2

4

M
ay

-2
4

Ju
n

-2
4

Ju
l-

2
4

A
u

g-
2

4

Se
p

-2
4

6MKibor Policy rate

24 
37 
55 
59 
60 
69 
73 
85 
90 

152 
178 

230 
278 

338 
511 

565 
722 

 -  200  400  600  800

Sindh Bank
BML

MEBL
BOK
BIPL

JS
SNBL
BOP

HMB
ABL

SCBPL
BAFL
BAHL
MCB
NBP
HBL
UBL



  

  
  
 

 

                                                                                                  

 

  

 

 
 

  
 

Important Disclaimer and Disclosures 
 
Research Analyst(s) Certification: The Research Analyst(s) hereby certify that the views about the company/companies and the security/ securities 
discussed in this report accurately reflect his or her or their personal views and that he/she has not received and will not receive direct or indirect 
compensation in exchange for expressing specific recommendations or views in this report. The analyst(s) is principally responsible for the 
preparation of this research report and that he/she or his/her close family/relative does not own 1% or more of a class of common equity securities 
of the following company/companies covered in this report. 
 
Disclaimer: The information and opinions contained herein are prepared by IGI Finex Securities Limited and is for information purposes only. Whilst 
every effort has been made to ensure that all the information (including any recommendations or opinions expressed) contained in this document 
(the information) is not misleading or unreliable, IGI Finex Securities Limited makes no representation as to the accuracy or completeness of the 
information. Neither, IGI Finex Securities Limited nor any director, officer or employee of IGI Finex Securities Limited shall in any manner be liable 
or responsible for any loss that may be occasioned as consequence of a party relying on the information. This document takes no account of the 
investment objectives, financial situation and particular needs of investors, who shall seek further professional advice before making any 
investment decision. The subject Company (ies) is a client of the IGI Finex Securities Limited and IGI Finex Securities offers brokerage services to 
Subject Company (ies) on a regular basis, in line with industry practice. This document and the information may not be reproduced, distributed or 
published by any recipient for any purpose. This report is not directed or intended for distribution to, or use by any person or entity not a client of 
IGI Finex Securities Limited, else directed for distribution. 
 
Rating system: IGI Finex Securities employs three tier ratings system, depending upon expected total return (return is defined as capital gain 
exclusive of tax) of the security in stated time period, as follows: 
 
Recommendation Rating System 
Buy if target price on aforementioned security (ies) is more than 10%, from its last closing price(s) 
Hold if target price on aforementioned security (ies) is in between -10% and 10%, from its last closing price(s) 
Sell if target price on aforementioned security (ies) is less than -10%, from its last closing price(s) 
 
Valuation Methodology: To arrive at Target Prices, IGI Finex Securities uses different valuation methodologies including 

- Discounted Cash Flow (DCF) 
- Reserve Based DCF 
- Dividend Discount Model (DDM) 
- Justified Price to Book 
- Residual Income (RI)  
- Relative Valuation (Price to Earning, Price to Sales, Price to Book) 

 
Risk: Investment in securities are subject to economic risk, market risk, interest rate risks, currency risks, and credit risks, political and geopolitical 
risks. The performance of company (ies) covered herein might unfavorably be affected by multiple factors including, business, economic, and 
political conditions. Hence, there is no assurance or guarantee that estimates, recommendation, opinion, etc. given about the security 
(ies)/company (ies) in the report will be achieved. 
 
Basic Definitions and Terminologies used: Target Price: A price target is the projected price level of a financial security stated by an investment 
analyst or advisor. It represents a security's price that, if achieved, results in a trader recognizing the best possible outcome for his investment, Last 
Closing: Latest closing price, Market Cap.: Market capitalization is calculated by multiplying a company's shares outstanding by current trading 
price. EPS: Earnings per Share. DPS: Dividend per Share. ROE: Return on equity is the amount of net income returned as a percentage of 
shareholders’ equity. P/E: Price to Earnings ratio of a company's share price to its per-share earnings. P/B: Price to Book ratio used to compare a 
stock's market value to its book value. DY: The dividend yield is dividend per share, divided by the price per share.  
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