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Commercial Banks 

Banks: Drop in 4Q earnings to further drag 

down sector profitability in CY17 

 
Earnings to fall by 5.3%YoY in 4QCY17 
We preview banking stock earnings for the 4QCY17 (ex-HBL penalty). Overall 
profitability of IGI coverage banks is likely to fall by 5.3%YoY (down 1.8%QoQ) to PKR 
37.0bn compared to PKR 39.1bn last year amid constantly falling earning yields. 
Similarly, on a full year basis, profitability is estimated to drop by 1.7% to PKR 150.0bn 
in CY17. Moreover, accounting for HBL penalty value of USD 225mn (or PKR 23.7bn), 
overall profitability is expected to experience a drop of 17.3%YoY to PKR 126.3bn. 
Based on our estimates, we expect all banks except HBL (ex-penalty) and NBP to post 
earnings growth QoQ, with the growth chart led by BAHL and UBL. However, on a full 
year basis, BAFL, MCB and FABL are expected to top the earnings growth chart while 
HMB and NBP will be the biggest laggards (ex-HBL penalty). 
 
 

Exhibit:         

Banking Sector earnings estimate  

in PKR 4QCY17E CY17E 

Bank EPS DPS BVPS QoQ YoY EPS DPS YoY 

HBL 5.5 - 128.5 n.m. -4% 6.7 7.0 -71% 

UBL 5.6 4.0 129.7 17% 6% 21.2 13.0 -6% 

MCB 5.1 4.0 123.1 12% 37% 21.3 16.0 15% 

ABL 2.9 1.8 89.7 3% 51% 11.4 7.0 -10% 

NBP 2.1 7.5 84.4 -30% -53% 9.1 7.5 -15% 

BAFL 1.5 1.0 42.7 5% 47% 6.0 1.0 21% 

BAHL 2.0 3.5 42.5 21% -21% 7.8 3.5 7% 

FABL 0.8 1.0 29.7 11% 96% 3.7 1.0 13% 

AKBL 1.0 - 27.6 9% 25% 4.4 1.0 6% 

HMB 1.1 3.0 38.8 13% -48% 4.2 3.0 -28% 

Total     165% -5%   -17% 

HBL (ex-penalty) 5.5 - N/A -14% -3% 22.8 7.0 -2% 

Total  (ex-HBL penalty) -2% -5%   -2% 

Source: IGI Research, Company Financials 

 

 We preview banking stock earnings for the 4QCY17 (ex-HBL penalty). 
Overall profitability of IGI coverage banks is likely to fall by 5.3%YoY (down 
1.8%QoQ) to PKR 37.0bn compared to PKR 39.1bn last year amid 
constantly falling earning yields. 

 On a full year basis, BAFL, MCB and FABL are expected to top the earnings 
growth chart while HMB and NBP will be the biggest laggards (ex-HBL 
penalty). 

Source: Bloomberg, KSE 100 & IGI Research
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Sector Update
Ex h ib it :  Relative Price Performance

Ex h ib it :  CY17E (full year) % change in revenue streams
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9MCY17: Profitability continued its downward trajectory 

To recall, IGI coverage banks (ex-HBL penalty) posted a slight decline in 
profitability (down 0.4%YoY) for the period 9MCY17 as a result of declining loan 
spreads, maturing high yield PIBs and rigid cost of deposits. On average, NIMs 
have come off by almost 70bps, dropping down to ~3.2% during 9MCY17 as 
compared to ~3.9% in Dec-16. Resultantly, net interest income fell by 0.8%YoY 
despite rapid balance sheet growth (Advances up by +17.2%YoY). 
 
Simultaneously, provision reversals lent significant support to the bottom-line, 
posting PKR 3.7bn reversal compared to a charge of PKR 4.2bn in same period 
last year. Yet, rapid growth in operating expenses (up by +9.7%YoY) depressed 
sector profitability with average cost to income ratio up by +587bpsYoY to 53.8% 
in 9MCY17.  

 

Exhibit: 

Changing investment mix as well as declining loan spreads kept 
earning yields under pressure   

Exhibit: 

Rising Interest earning assets supported revenues amid declining yields 

  
Source: IGI Research, Company Financials, SBP 
*Previous year quarter 
‘Current Year quarter 
 

 

4QCY17: Net interest income to fall; Expenses to rise  
Despite lower earning yields (average earning yield down to 6.5% in Sep-17 

compared to 7.4% in Dec-17) interest income for 4QCY17 is still expected to 

fall only meagerly by 2.6%YoY due to volumetric growth (earning assets 

expected to be up by +18.3%YoY) consistent with the 9MCY17 trend. For the 

full year CY17, we expect interest income to total PKR 362.8bn, down by a 

meagre 0.1%. However, the biggest support to revenues is expected to 

emanate from fee income, wherein we expect 4QCY17 fee income to grow 

by +11.7%YoY, leading to robust growth of +12.6%YoY for CY17. 

We expect operating expenses to continue their upward trajectory, posting 

a growth of +5.0%YoY during 4QCY17, bringing full year growth to +8.9%YoY. 

However, as opposed to recent provisioning reversals, we expect banks to 

book provisions in 4QCY17 due to rapidly rising advances (up by +17.2%) and 

sluggish market performance in 4QCY17 (leading to potential mark to market 

losses in investments). Yet the full year provisioning expense is still expected 

to remain negative, supporting the bottom-line.  
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Recommendation 
Since the start of CY18, IGI coverage banks have rallied by 8.2% while we see 

further upside based on favorable macroeconomic tailwinds. Amongst our 

coverage, we prefer BAHL and HMB based on sound fundamentals and 

attractive valuation.   
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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. 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)  

 

Risk: Investment in securities are subject to economic risk, market risk, interest rate risks, currency risks, credit risks, 

political and geopolitical risks. The performance of company(ies) covered herein mightunfavorably 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. Market Cap.: Market capitalization is calculated by multiplying a company's 

shares outstanding by current trading price. 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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